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HANGLEY ARONCHICK SEGAL & PUDLIN
ATTORNEYS AT LAW « A PROFESSIONAL CORPORATION
ONE LOGAN SQUARE

TWELFTH FLOOR
PHILADELPHIA, PENNSYLVANIA 18103-6333

FACSIMILE: 215-568-0300

20 BRACE RQAD
SUITE 201
CHERRY HILL, NEW JERSEY 08034

FACSIMILE: §09-616-2170

Direct Dial:
(215) 496~ 7952

E-mail Address:

ldembosky(@hangley.com

January 8, 1998

Via Federal Express

RECEIVED

JAN 8 1998

PA PUBLIC UTILITY COMMISSION
PROTHONOTARY'S OFFiCt

James J. McNulty 111

Prothonotary

Pennsylvania Public Utility Commission
North Office Building

Commonwealth Ave. And North St.
Harrisburg, PA 17120

Re:  Duquesne Light Company: Application for Approval
of Restructuring Plan, Docket No. R-00974104

Dear Mr. McNulty:

Pursuant to Judge Corbett’s Sixth Interim Order in the above-referenced proceeding, enclosed are
the original and one copy of the First Joint Stipulation of the parties, signed by NEV East, LLC, along with
two copies each of the direct testimony and exhibits of NEV East, LLC witnesses David M. Boonin and
Nancy I. Day. Copies of the signed Stipulation and accompanying indices of the intervenors’ testimony and
exhibits have been served on all parties of record in accordance with the attached Certificate of Service.
Copies of the direct testimony and exhibits of Mr. Boonin and Ms. Day were previously served on all parties
of record.

Sincerely,

Luke E. Dembosky
LED:pk
Enc.
ce: Allzparties of record (w/enc.)} (via first class mail)

Honorable Johu H. Corbett, Jr., ALJ (wienc.) (via federglysxnress)

JFCUMENT
~OLDER
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seroe e MEGEIVED

PENNSYLVANIA PUBLIC UTILITY COMMISSION
JAN 8 1998

PA PUBLIC UTILITY COMMISSIA;

ait

PROTHONOTARY'S OFFio
Docket No. R-09974104

Pennsylvania Public Utility
Commission.,

V.

Duquesne Light Ccampany
Application to approve
regstructuring plan purgusnt
to 66 Pa. C.S. § 2806 (d)

FIRST JOINT STIPFULATION

Pursuant to an agreement of all parties to this
case and as required by the Sixth Interim Order issued by
the Presiding Judge on December 30, 1997, Duquesne Light
Company ("Dugquesne") and the intervenor parties hereby
agree and stipulate to the faollowing:

1. Each party to this Stipulation agrees that
the testimony and exhibits itemized on the Stipulation
Exhibits attached hereto shall be admitted into the

record@ of this case,.

2. Each party to this Stipulation agrees to
waive its right to cross-examine the witnesses sponsoring
the testimony and exhibits itemized on the Stipulation

Exhibits attached hereto.

D OCUMENT
FOLDER
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3. Bach party to this Stipulation agrees to
execute a copy of this Stipulation by causing counsel of
record for each party (or the party itself if that party
is unrepresented by counsel) to place its signature on
the appropriate line below. Each party further agrees to
file an executed version thereof with the Commission's
Secretary and Prothonotary at the time it submits two
copies of its testimony and exhibits to the Secretary and

Prothonotary, as prescribed by the Sixth Interim Order.

Counsel for Duquesne Light:

5. Moot

Counsel for Intervenor Party: ,775z24'{755‘“‘;)g
e e

Name of Intervenor Party: NEV East LLC

Dated: January 7, 1998
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FIRST JOINT STIPULATION
INDICES OF TESTIMONY & EXHIBITS

Exhibit No. | Description
1 City of Pittsburgh
Duquesne Industrial Intervenors (DII)
Enron Power Marketing, Inc. (ENRON)
Environmentalists (ENV)
Hospital Shared Services & Administrative Resources, Inc. (HSS/ARI)
International Brotherhood of Electrical Workexs (IBEW)
Mid-Atlantic Power Supply Association (MAPSA)
New Energy Ventures (NEV)
Office of Business Advocate (OSBA)
Office of Consumer Advocate (OCA)
Office of Trial Staff (OTS)

[V I T I I e N F O [N I VX I i N ]

—
[=]

p—
p—

—
3]

Pennsylvania Retailers Association (PRA)
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FIRST JOINT STIPULATION
EXHIBIT NO. 1
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PENNSYLVANIA PUBLIC UTILITY COMMISSION

Y.
DUQUESNE LIGHT COMPANY

Application of Duquesne Light Company
for Approval of a Restructuring Plan
Under Section 2806 of the Public Utility Code
Docket No. R-00974104

CITY OF PITTSBURGH
INDEX OF TESTIMONY AND EXHIBITS

Exhibit

Brief Description

City Statement No. 1

Direct Testumony of Christopher D, Seiple
(addressing issues pertaining to the
Company's general overview/recovery
plan and stranded costs).

City Exhibit No. 1

Resource Data International Background
& History.

City Exhibit No. 2

RDJ Market & Competitor Intelligence

City Exhibit No. 3 (ingl. Tables 1-3)

Capacity Factor Analysis

City Exhibit No. 4

Delivered Qutput Analysis

City Exhibit No. 5

Early Plant Shutdown Savings Analysis

City of Pittsburgh, et ai. Statement No. 2

Direct Testimony of Roger D. Colton
(addressing issues pertaining to universal
service, low income programs, energy
conservation, consumer education, and
phase-in).

Exhibit RDC-1

Resume of Roger D. Colton

Exhibit RDC-2 Summary of  Colton electricity
restructuring experience.

Exhibit RDC-3

Summary of Colton expericnce pertaining
to design of low-income affordability
programs. .

Exhibit RDC-4 Number and Percent of LTHEAP
Recipients by Income Range and Annnal
Electric Burdens.

Exhibit RDC-5 Recommendations pertaining to utility

universal service programs which can help
increase incomes of low-income
CONSUMErS.

Exhibit RDC-6

Estimate of Universal Service Costs at 50
Percent CAP Participation.
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Exhibit RDC-7 Summary of Universal Service
Recommendarions,
Exhibit RDC-8§ Recommendations for Consumer Research
section of an Education Plan
Exhibit RDC-9 Model 4-Phase Consumer Education
Program
. Exhibit RDC-10 Proposed Evaluation Process for
I . Consumer Education Activities
| Exhibit RDC-11 Summary of Consumer Education
I Recommendations
| Exhibit RDC-12 Proposed Budget for Universal Service
Programs
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FIRST JOINT STIPULATION
EXHIBIT NO. 2
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DUQUESNE INDUSTRIAL INTERVENORS
INDEX OF TESTIMONY AND EXHIBITS

Page 1 of 4
E : - L I :'I)ﬂe Date
i Exhibit Déseription . | dentified | Admitted
|
v DII Statement No. 1 Direct Testimony of Stephen J. Baron
(Summary of Stranded Cost Analyvis;
Regulatory Policy Issues; Rate Design
_ Issues)
. ' Exhibit S¥B-1 Expert Testimony Appearances
;I Exhibit 57B-2 DII Summary of Recommended
: Stranded Costs
Exhibit SJB-3 Exampie of DII Stranded Generation
Sharing Analysis
Exhibit SJB-4 DII Calculation of Adjusted Rate of
‘ Return
| Exhibit SJB-5 DII Summary of Estimated CTC
' Revenues by Rate Class
Exhibit STB-6 DII Load-weighted Market Prices
Exhibit STB-7 DIl Unbundling Apalysis for Rate RS
Exhibit SJB-8 DII Unbundling Analysis for Rate L
. | Exhibit 78-9 DII Unbundling Analysis for Rate
I HVPS
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DUQUESNE INDUSTRIAL INTERVENQRS
INDEX OF TESTIMONY AND EXHIBITS

Page 2 of 4

Exhibit

Description.

Date
 Ideatified

Date
Admitted -

DIk Statement No. 1R

Rebuttal Testimony of Stephen J.
Baron (Universal Service Cost
Recovery Mechanism; Issues
Regarding the Calculation of Market
Prices and Stranded Cost; Response
to OCA Regarding Unbundling
Issues)

DII Statement No, 1S

Surrebuttal Testimony of Stephen J.
Barom (Responses to Company
Witmesses Regarding Divestiture,
Stranded Cost Sharing, CTC
Calculation, and Rate Design Issues;
Response to OSBA Witness
Regarding CTC Calculation and
Recovery)

DIl Statement No. 2

Direct Testimony of Randall J.
Falkenberg (Calculation of Company
Generation Stranded Cost; Analysis

of Duquesne and ECAR Market
Prices)

Exhibit RJF-1 Qualifications of Randali J. Falkenberg

Exhibit RJF-2 Production Cost Model Studies and
Benchmarks

Exhibit RJF-3 Comparison of Market Price Model
Results of K& A Model v. MAPS, IPM
and PMDAM '

Exhibit RIF4 DI Calculation of Company’s Annual
Revenue Requirements for Generation

Exhibit RJF-5a DII Total Generation Stranded Cost

Calculation

Exhibit RIF-5b

DI Calculation of Net Present Value of
Contribution Margins

Exhibit RJF-5¢

DII Swmmary of Market Prices, Fuel
Cost, Operating Margin and Generation
by Plant
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DUQUESNE INDUSTRIAL INTERVENORS
INDEX OF TESTIMONY AND EXHIBITS
Page 3 of 4

, . | Date Date
Exhibit - ' © Deseription: Jdentified | Admitted

DII Statement No. 2S | Surrebuttal Testimony of Randall J.
Falkenberg (Updated Calculation of
Generation Stranded Costs;
Responses to Company Witnesses
Regardiog Market Price Forecasts)

Exhibit RIF-6a DII Updated Total Generation Stranded
Cost Calculation

Exhibit RJF-6b DII Updated Calculation of Net Present
P Value of Contribution Margins

Exhibit RIF-6¢ DII Updated Summary of Market
Prices, Fue] Cost, Operating Margin and
Generation by Plant

DII Statement No. 3 Direct Testitmony of Lane Kollen
(Regulatory Assets; Transition Costs;
Fassil Decommissioning; Nuclear
Decommissioning; Securitization)

Exhibit LK-! Resume of Lane Kollen

Exhibit LK-2 Excerpts from Company Exhibits
Illustrating Double Counting of FAS
109 Asset Related to Perry and Beaver
Valley 1

Exhibit LK-3 Excerpt from Cornpany First Quarter
1997 SEC 10-Q Related to Deferred
Coal

Exhibit LK-4 Net Present Value of Deferred Rate
Synchronization Costs at 12/31/98

Exhibit LK-§ Duquesne Nuclear Decommissioning

: for Stranded Cost and Revenue

' Requirement (Beaver Valley 1, Beaver
Valley 2, and Perry)
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DUQUESNE INDUSTRIAL INTERVENORS
INDEX OF TESTIMONY AND EXHIBITS

Page 4 of 4

Exlhiibit

' pes;cdpfﬁp

Date

| dentified

Date

DII Statement No. 3S

Surrebuital Testimony of Lane
Kollen (Responses to Company
Witmesses Regarding Stranded Cost
Methedology, Unamortized Debt
Costs, Beaver Valley 2
Sale/Leaseback Refinancing
Premium, Preaccrued Nuclear
Onutages, Deferred Employee Costs,
Deferred Coal SFAS 106, Deferred
Rate Synchronization Costs, Fossil
Decommissioning, Securitization)

DI Cross Exh. 1

Response of Company Witoess
Hoffmann to Environmentalists’
Interrogatories Set [, Number 23

12/18/97

12/18/97

DIl Cross Exh. 2

Response of Company Witness
Hoffmann to On-the-Record Data
Request Concerning Customer Segment
Contribution to Non-Coincident Peak
Load

DIl Cross Exh. 3

Response of Company Witness
Hoffmann to On-the-Record Data
Request Concemning Mining,
Construction, and Agriculture Customer
Segments




TAN, 7.1998 6:18PM SASMF . NO. 7176 P 14/%4
P -DII Cross Exhibit 2
Docket No. R-0097410
On-the-Record Data Request
Witness: Hoffmann
Page 1 of |
DUQUESNE LIGHT COMPANY !
|
On-the-Record Data Requests :
|
3. Provide a non-coincident peak calculation in form that is analogous to the coincident ,

peak calculation provided in response to Data Request ENV-1-23.

ECSQODSCI

Attached is a modified version of DLC's response to ENV-1-23 which list the non-
coincidental peak load contribution for each customer group/segment associated with the

propased phase-in methodology.
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and Segment

! Non-Coincidental Peak Load Contribution by Customer Class

Cl _]'stomer Non-Coincidental Peak |Percentage Contribution tg
Class Customer Group/Segment Contribution Non-Coincidental Peak
i |
1 |
Residential |Group A - Accumulated Wealth 41 1.14% |
i Group B - Mainstream Families 374 10.42%
y Group C - Mainstream Singles 273 7.60%
' Group D - Conservative Classics 49 1.36%
Group E - Sustaining Families 49 1.36%
Group F - Sustaining Singles 65 1.82%
Group G - All Others 21 0.58%
h
[ Subtotal Residential 871 24.28%
i
Commercial |Utiity Services 185 4.33%
' Wholesale Trade 53 1.47%
Retail Trade - Food _ 71 1.99%
| Retail Trade - Restaurants 85 2.36%
o Retail Trade - Merchandise 177 4.94%
I Office Buildings 399 11.13%
i Healthcare 142 3.95%
I Education 214 5.98%.
. Services 283 7.89%
! Government 82 2.29%
! Small Business 324 9.04%
i
f Subtotal Commercial 1,986 55.36%
| : .
Industrial Industrial - Chemical 68 1.88%
¥ Industrial - Plastic 14 0.39%
f Industrial - Glass 39 1.08%
Industrial - Steel 449 12.52%
¥ Industrial - Other 161 4.48%
: Subtotal Industrial 730 20.36%
¥ TOTALS 3,587 100.00%

NonPeakConinb. xIs




]
|
|
i
|
|
|
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. . DII Cross Exhibit 3
Docket No. R-009741
On-the-Record Data Request
Witness: Hoffmann
Page 1 of 1
DUQUESNE LIGHT COMPANY
On-the-Record Data Requests
4. Provide breakdown of numbers for mining, construction and agriculture segments on

FAH-4 in a manner comparable to that provided in response to ENV-1-23.

Response:

The market segments listed on FAH-4 as "Mining" and "Construction” are classified as
"Industrial-Other" on the response to ENV-1-23. Similarly, "Agriculture” was classified
within the "services" market segment.

e e e e e ——————————— -_g.__
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FIRST JOINT STIPULATION
EXHIBIT NO. 3
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PENNSYLVANIA PUBLIC UTILITY COMMISSION

Application for Approval of a Restrucrating Plan

Pursuant to 66 Pa. C.S. § 2806(d)
Docket No. R-00974104

ENRON POWER MARKETING, INC.
INDEX OF TESTIMONY AND EXHIBITS

Date Date

Exhibit Description Tdentified | Admitted
Enron CFR Uniform System of Accounts: 121797 | 1211797
Cross Examination | Accounts 908 and 909.
Exhibit No. 1
Enron Direct Testimony of James D. Steffes
Statement No, 1 General averview of competitive services;

the Portland General Code of Conduct.
Exhibit 1 JDS-1 Market share of utilities/affiliates in Retail

Access Programs.
Exhibit 1 JDS-2 Portland General Electric Company Tariff

Code of Conduct.
Exhibit 1 JDS-3 Market share of affiliates in Ratail Access

Programs.
Earon Direct Testimony of Paul D. Reising
Statement No. 2 Rates for umbundled services of

Transmission, Ancillary, Energy Delivery

and Revenue cycles separately computed

and stated.
Exhibit 2 PDR-1 Educational and employment background of

P.D. Reising.
Exhibit 2 PDR-2 Definition and Description of Ancillary

Services.

D3H:10716.)
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Exhibit 2 PDR-3 Summary of Functional Costs.
Exhibic 2 PDR4 EPMI Proposed Class Rates
Exhibit 2 PDR-S EPMI Class Cost Summary
Exhibit 2 PDR-6 pro forma Distribution Services Tariff
Exhibit 2 PDR-7 Energy Delivery Rae Design
Enron Direct Testimony of Jeffrey A. Brown
Statement No. 3 Non-wire services, metering, meterreading,
billing and information sexvices. “Open
architecture” communication systems.
Exhibit 3 JAB-1 Customer Account Services: Billing System
Opportunities (representative exampic)
Exhibit 3 JAB-2 Customes Account Services: Third Party
Billing Services (representative example)
Exhibit 3 JAB-3 Non-Wire Products and Services: "Endless
Possibilities™
Exhibit 3 JAB-4 Non-Wire Communications Network:
Conceptual Model
Exhibit 3 JAB-5 Metering and Billing Cycle
Earon Direct Testimony of Gayle Muaench
Statement No. 4 Unbundling of billing and bill format; billing
. options ("Supplier Complete Bill Option");
phase-in of competition; customer selection
and “slamming"; customer information
("Customer Education Program");
Duquesne’s Universal Service Program i a
competitive environment.
Exhibit 4 GM-1 DQE Position on Competition
Exhibit 4 GM-2 DQE Overview of Competition
Enron Direct Tetsimony of Lynn R. Coles
Satement No. 5 "Pro Forma Supplier Tariff.” Access to
point-to-point transmission service. EDC
charges; minimum contract periods;
planning ressrves.
DSH:10716.1

e 2

———————
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Statement No. 1.1

Exhibit sLRC-! | Summary of educational backgsound and
general experience iu clectric utility
industy.

Exhibit 5§ LRC-2 Proposed Electric Generation Supplicr
Tanff.

Exhibit 5 LRC-3 GPU Market Line: Energy market prices;
viability payments, all-in market line;
market clearing prices.

Enron Surrebuttal Testimony of James D. Steffes

Response to Duquesne witnesses Hoffman
and Allison.

Euron Surrebuttal Testimony of Paul D. Reising
Statement No. 2.1 | Responses to rebuttal testimony of Duquesne
witness Lahtinen; BEW witness Moran; and
OCA witness Alexander.
Exhibit 2.1 PDR-8 | Revised functional cost of service suramazy.
Exhibit 2.1 PDR-9 | Revised versions of class-based T & D
charges (original Exhibit 2 PDR-4).
Exhibit 2.1 PDR-10 | Revised versions of voltage differentiated
rates (original Exhibit 2 PDR-5).
Enron Sarrcburtal Testimony of Jeflrey A.
Statement No. 3.1 Brown
Responses to Duquesne witness Allison; and
TBEW witnesses Schmidt and Moran.
Egron Surrebutts] Testimony of Gayle Mucach
Statement No. 4.1 Responses t0 Duquesne withesses Allison,
Hoffman and Flymn; OCA witness
" | Alexander; and IBEW witness Moran.
Enron Surrebuttal Testimony of Lynn R. Coles
Statement No. 5.1 | Responses to rebuttal testimony of IBEW
witness Moran; and witnesses Irvin and
Karl,
DSHI0TA L
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Jaruary 7, 1998

John Moot

Skaddcn, Aips, Slate, Meagher & Flom L1LP
1440 New York Avemue, N.W.
Washington, D.C. 200035-2111

Re:  Duquesne Light Company Application for
Approval of a Restructuring Plan,
Docket No. R-0097104.

Dear Mr. Moot:

Thank you for catching our oversight regarding Roger Colton’s sumebuttal testimony. In
accordznce with the Sixth Interim Order issued by Yudge Corbett on December 30, 1997, [ am
scuding you the following updated index of the Environmentalists® testimony and cxhibits in the.

above-rcferenced proceeding:
. Date Date
Exhibit Deseription Identified | Admitted
Environmentalists' { Direct Testimony of David Schocngold
Statement No. 1
Ex. D§-1 Resume of David Schoengold
Ex. DS-2 Environmentalists' Vision for the New
Electricity Markeiplare
Ex. DS-3 Return on the Investment to Date for
Stockchnlders
Ex. DS-4 Total Retumn to Date for Stockholders
Ex. DS-§ Mrthodology for Detenmining Total Retarn Of
and On Investment for Stockholders Through
End of Transition Period
Ex. DS-6 Proposed Draft for Net Billing Tariff
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January 7, 1998
Page 2
Environmentalists’ | Surrebuttal Testimony of David Scheengold
Statement No, 1-§
Environmentalists” | Direct Testimony of Bruce Bicwald
Statcment No. 2
Ex, BEB-] Resume of Bruce Bicwald
Ex. BEB-2 Graph of TL.G Decommissioning Estimatrs:
1977-1995
Ex. BEB-3 Full Environmental Disclosure for Electricity:
Tracking and Reporting Key Information,
March 1997
Ex. BER-4 Better Choice Plan - Three Examples
Environmentalists® | Sutrebuttal Testimony of Bruce Biewald
Statement 2-S
Bx. BEB-5 Economic Analysis of Duquesne Light
Company's Porry 1 Investment
Ex. BEB-§ Economic Analysis of Duguesne Light
Company's Beaver Valley 2 Investment
Ex. BEB-7 Assumptions for Economic Analysis for Perry
1 and Beaver Valley 2
City of Pitshurph | Direet Testimony of Roger Colton
#t al. Statzment
No. 2
(cosponsoted
with the
Environmentalists) _
Ex. RDC-1 Resume of Roger Colton
Ex. RDC-2 Summary of Roger Colton’s Restructuring
: Work
Ex. RDC-3 Summary of Roger Colton’s Energy
Efficiency Work
Ex. RDC-4 Number and Percentage of LIHEAP
| Recipients by Income Range
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‘ Environmentalists’ Index of Testimony and Exhibits
January 7, 1998
1 Page 3
|
: Ex. RDC-5 Summeary of the BOSS and Eamed Incame
; Tax Credit Outreach
i Ex. RDC-6 Estimate of Universal Service Program Costs
‘ Ex. RDC-7 Summary of Universal Service
l Roccommendations
f Ex. RDC-S Summary of Consumer Rescatch Section of
: _ Consumcr Education Plan
' Ex. RDC-9 Four Phase Consumer Education Program
‘ Ex. ADC-10 Consumer Education Evaluation Process
!; Ex. RDC-11 Summary of Consumer Education
i
I Ex. RDC-12 Proposed Universal Service Budget .
f City of Pirtsburgh | Surrebuttal Testlmony of Roger Colton
a7 al. Statement .
" |No.3S
i (cosponsored
| with the
| Environmentalists)
| Ex, RDC-1-8 Memorandum of Residential Mobility and the
i Low Income Consumer
f Ex, RDC-2-S Prepayment Mcters and Low [ucoms
Consamers

I have also sem this document to you by ¢-mail at "jmoot@skadden.com™. Copies of this
lctter are being served on all partics of record by facsimile,

Sincerely, -

G Ok

Roger B. Clark
Attorney for the Envitonmentalists

Copics: All partics of record
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FIRST JOINT STIPULATION
EXHIBIT NO. 5
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Date Date

Exhibjt Deacrintion Idensified | Admitted
Prepared Direct Testimony of Dr. Robert B,
Weiseamiller, Volume |

RBW-1 Supplemental Response to Item Nos, HSS-1-001, 21
(Supp.), etc. (comections to Duquesne’s case-in-chief)

RBW-2 Skadden, Arps leiter forwarding narrative prepared by
Northbridge Group regarding discovery requests HSS-
3.008 and HSS-3-009

RBW-3 “Generating Assets.” April 1995 (Duquesne study re:
possible sales of its generating assets)

RRW-+4 Chart, “Best Practices Reduce Total Personnel By
45%™

RBW-S Duguesne Foas{l Generating Business Unit,
Development of a GENCO, Dec. 1996

RBW-6 Presentation to Project Lead Team - Project Update,
July 15, 1996 -

RBW.7 Presentation to Project Lead Team - Preliminary
Valuation and Operating Cost Allocation, August §,
1996

RBW-8 Presentation to Project Lead Team - Asget Valuation
and Strategic Options, August 16, 1996

RBW-9 Prescntation to Project Lead Team « Regulatory
Recommendstions and GENCO Structure, Sept. 13,
1996

RBW-10 | CS Pirst Boston, Materials Prepared for Discussion,
Nov. 21, 1996

RBW-11 [ Charts, “Generating Costs For Duquesne™

RBW-12 Table, To Go Cogt of Generation, etc.

RBW-13 Chart, Duquesnc System Lambda, 1996

RBW-14 | Duquesnc Response to Interrogatory No. HSS-1-72/73
(revised) and attachments (re: RFP bids, eto.)

RBW-15 Duquesne letter regarding RFPs and bid forms

L. WASDL:46800.1
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Date Date

Exhibil Descrints 19eptified | Admitted

RBW-16 | Duqueane Responae to Interrogatory No, HSS-1-016
(tevised) (Testimony of D.W, Marshall, Investigation
imo Electric Power Competition, 1-940032, filed Nov.
6, 1995)

RBW-17 | West Penn Power Docket No, R-00973981
Interrogatories (AYP Energy, Inc.'s RFP bids)

RBW-18 | Duquesne Respongs to Interrogatory No. OCA-3-016
(cwrrent ECR charge is 12.822 mill/kWh)

RBW-19 | Duquesne Response to Interrogetory No. HSS-1-026

RBW-20 | Excerpts from Alexander Galatic, Written Rebuttel
Temimony on Behalf of West Penn Power Cornpany

RBW-2] | Duquesne's Response to HSS-1-015 (revised) —
Protected Materials

RBW-22 | Duquesne’s Rcspnnse to HSS-1-01S (revised) —
Protocted Materiah

RBW-23 Dugquese Responge to Interropatory No, OCA-3-001
(credit vating reports)

RBW.24 | Table, Utility Comparison

RBW-25 Chart, Ranking of DLCo & APS Coal Plants with
PIM Coal Plants, Based on Total Expenditures per

7 Net MWh - 1995

RBW-26 A Report on The Review of Potential Stranded Costs,
Dugquesne Light Corapany, August 1997

RBW:27 | Duquesne Response to Interogatory No. DH-1-28
(settlement agreement between GE and inter alio,
Duquesne)

RBW-28 | Exscutive Summary, Duquesne Light Compary (1996
rating agency presentation)

RBW-29 Tables, DQE 12-month Results; Continued Eamingy
and Dividend Growth; Consistent Pinancial
Performence — NatWest Sscurities Mid-Atlantic/New
England Utility Seminar, Sept. 23, 1997

RBW-30 | Duquesne Financial, Sales and Operating Information
(1996 rating agency presentation)

RBW-31 | Duguesne Rating Agency Presentation, August 1996
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Exhibit

Deacriptian

Date
Identified

Date

ithed

RBW-32

Duquesne Response to Interrogatory Noa, HSS-3-01
and HSS-3-02 (explanation of ratepayer benefits)

RBW-33

Dugquesne Response to Interrogatory No. OCA-1-007
(regulatory assets apd decommissioning expensss)

RBW-34

Dugquesne Response to Interrogatory No. HSS-1-044
(regulatory nssets in rate bage)

RBW-35§

Duquesne Response to Interrogatory No, HSS-1-043
(Supp.) (authorization for claimed regulatory assets:
excerpts from 860378 order)

RBW-36

Duquesne Response to Interrogatory No. HSS-1-043
(Supp.) (authorization for claimed regulatory assets:
excerpts from R-870222 order)

RBW-37

Dugquesne Response to Interrogatory of David Hughes
Set I, Item No. DH-1-10 (exoerpts from Duquesne’s
1995 and 1995 Form 10-Ks)

RBW-38

Duqueano Response to Interrogatory No, HSS-1-030
(revised) (excerpts from Ft. Martin amended proposal
re: deferred costs)

RBW-39

Excerpts from Duqueane 1996 Form 10-K

RBW-40

Excerpts from Duquesnc Response to Interrogatory
No. DH-1-18 (Feb. 17, 1983 letter to Duquesne
Sharcholders)

RBW-41

Duquesne Response to Interrogatory No DH-1-10
{excerpts from Duqueane’s 1995 and 1995 Form 10-
Ks)

RBW42

Duquesns Response to Interrogatory No. OCA-1-040
(Brunot Island rate base treatment)

RBW-43

Duquesne Response to Interrogatory No. OCA-3-042
(Brumot Island and Phillips units--no plans to return
cold service units to service)

RBW-44

Duqueans Response to Intetrogatory No. ENV-1-024
(excerpts from Sept. 1997 Intograted Rosourcs Plan)

RBW.45

Duquesne Response to Interrogatory No. HSS-3-03
(excerpts from Pennsylvania PUC Order in P-900485)

RBW-46

Duquesne Response to Interrogatory No. OCA-1-018
{future use or salo of Brunot Island and Phillips units)
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. Date Date
|| Eshibit | Reacription Idengified | Admitted
RBW-47 | Duquesne Response to Interrogatory No, OCA-1-008
(Chart, Anpual Amortization Amounts)
RBW-48 | Table, All-In Costs of Combined Cyclc Plants
. |RBW49 | Duqueme Response to Intersogatory No, HSS-1-091
(Schnitzer’s natural gas market price forecasts)
. | REW-50 | Tebles, Wellhead (lower 48) Natural Gas Price
! Projections (1995)
RBW-51 Duquesne Response to Interrogatory No, HSS-2-38
(gas irapsportation costs forecast)
| |RBW-52  j Duguesne Response to Interrogatory No, HSS-2-34
j (2.5% inflation factor sources)
. | RBW-53 | Table, Percent Change fiom Previous Period—GDP
N PPD
RBW-54 | Excerpts from Duquesne Resource Planning Report,
July 1, 1996
RBW-55 Presentation to Project Lead Toam - Preliminary
Recommendations, August 30, 1996
, | RBW-56 | Prescatation to DQE, Inc. Regarding the Sale of
: Certain Generating Assets, June 16, 1995
| RBW.57 | Table, Comparison of Estimatcs of Market-Clearing
Prepared Surrebultal Testimony of Dr. Robert B.
Weisonmiller, Volume [V
RBW-58 | Presentation to Gery Brandenberger - Draft
'. Presentation for Fall Planning Coumcil, Scpt. 5, 1996
: (Metzler)
" | RBW-59 | Presentation to Gary Brandenberger - Draft
; Presentation for Fall Planning Council, Sept. S, 1996
(Metzler)
‘ RBW-60 | Petition of Duguesne to discontinne normal épration
of Phillips Povwer Station, South Heights,
Penmsylvania
RBW-61 Calpine Acquireg 120 MW Gas-Fired Facility, Non-
Nuclear Blectric Power Generation, etc,
WAL AN500.1 " -4-
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Exhibit

Date
Deseription Idsatificd

Date
Adhmitted

1 RBW-62

Firata to Prepared Testimony of Dr. Robert B,
Weisenmiller

;WASDI:‘“OQ.I
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: . RBW-62
| !
‘
I The following comrections should be mado to the testimony of Dr. Robert B, Weisenmiller:
|
|

(@)  Prepared Direct Tesimony:

1. Atpege41, line 12, after “cffoct " insert “Sog Exh, RBW-18."

2. At page 118, line 16, change “West Penn's" to read “Duquesne’s”.

4 3. At page 123, line 5, change “EIA, Penelec, PECO, AYP" to read “EIA,

; Penelec, AYP". I

i ) ! (b)  Prepared Surrebuttal Testimony: :

i { : L. At page 1, add the following entities to the list of HSS and ARI members l
| sponsoring Dr. Weisenmiller's testimony:

[ South Hills Health System (all locations) ' :

| University of Pittsburgh Medical Center (all locations) ']

i .

i |

I WASOt46721.1
|
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FIRST JOINT STIPULATION
EXHIBIT NO. 6
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SYsTEM COUNCIL U-10, INTERNATIONAL BROTHERHOOD OF ELECTRICAL WORKERS

INDEX OF TESTIMONY AND EXHIBITS

Exhibit

Description

Date
Ldentified

Date
Admitted

IBEW
Statement No. 1

Rebnttal Testimony of Timothy Moran
(Geueration suppliers should not be allowed to
provide metering, hilling, and other customer service
fonctions. Duquesne should not be required to yell or
shut down any of ite power plagts.}

Schedule TM-1

Rebuttal testimony of William Schmitt from
the PP&L Restructuring Case

Schedule TM-2 | Number of Duquesne Light Company
employees by year from 1986-1996
(HSS5-2-017)

Schedule TM-3 | Duguesne Light Company Distribution of  °
Salanies and Wages for 1996

(FERC Form 1, pages 354-355)
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PENNSYLVANIA PUBLIC UTILITY COMMISSION

v.
DUQUESNE LIGHT COMPANY

Application for Approval of 8 Restructuring Plan
Pursuant to 66 Pa. C.S. §2806(d)
Docket No. R-00974104

. | Exhibls Description Rate Dats
: . ) ddentified Admireed
MAPSA Direct Testimony of Whitfield A. Russell
Statcment No. 1 (Addresging competitive issues raised by
ucsne's Customer Choic¢ Plan)

Exhibit WAR-1 Whitfield A, Russell Curriculum Vitae
Exhibit WAR-2 Chart Showing Monthly Firm Available
Transmission Capacity for Allegheny Power
Exhibit WAR-3 1996 Duquesne Systern Lambda

Exhibit WAR-4 Calculation of Duguesne CGC Based Upon
1999 CCGT [1)

Exhibit WAR-S | ERRATA to Prepared Direct Lestimony of
Whitfield A. Russcll

MAPSA Prepared Surrebuttal Testimony of Whitfield
Statement No.1-SR | A. Russell




JAN. 7.1998 6:25PM

SASMF
o

. NO. 7176 P 36/h4

FIRST JOINT STIPULATION
EXHIBIT NO. 8



JAN. 7. 1998 6:25PM

=

SASMF .

ONU. LI

INDEX OF TESTIMONY AND-EXHIBITS
OF INTERVENOR NEVEAST L. L C.

Statement/Exhibit Description
NEV Direct Testimony of David Magnus Boonin (regarding the unbundled
Statement No. 1 rate for gencration, CTC methodology, unbundling of all tariffs, and
i billing and metering issues)
Exhibit Resume of David Magous Boonin
NEV/DMB #1
Exhibit Chart setting forth methodoiogy for reconciling the CTC
NEV/DMB #2
NEV Direct Testimony of Nancy I. Day (regarding the importance of
Statewent No. 2 unbundling distribution sexvices to the formation of a competitive
energy market)
Exhibit Resume of Nancy 1. Day
NEV/NID #1

*Pursuant to the December 30, 1997 Order of Administrarive Law Judge John XL Corbett, Jr, and

agrecment of the partics, the foregoing testimony will be admitted into the record by stipularion
and without cross-cxarnination.

)
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FIRST JOINT STIPULATION
EXHIBIT NO. 9
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Staternent/Exhibit

OSBA Statement No. 1*

OSBA Exhibit No. 1*
(with Schedules BK-1, BK-2
and BK-3)

OSBA Statemeut No. IR**

OSBA Exhibit No. IR**
(Schedule BK-1R)

OSBA Statement No, 15***

* Served November 7, 1997
** Served December 2, 1997
*++ Served December 11, 1997

.NO.?I?E P 39/54

! OFFICE OF SMALL BUSINESS ADVOCATE
| INDEX OF TESTIMONY AND EXHIBITS

.

Direct testimony and Exhibit of Brian Kaicic
(recommending adjustments in Duquesne’s
distributiop-related revenue requirements and its.
rate redesign plan, and offering comments on
Duquesne’s proposed Phase-In plan.)

Schedules summarizing Duquesne’s functionalized
revenue requirements including OSBA’s proposed
adjustments

Rebutta] Testimony and Exhibit of Brian Kalcic
(addressing issues raised by other witnesses
regarding the pace of stranded cost recovery, the
determination of CTC, allocation of universal
service costs and proposals for phase-in)

Amortization of DII recommended stranded costs
over 4 versus 7 years

Surrebuttal Testimony of Brian Kalcic (responding
to Co. witness Lahtimen regarding use of realized
rather than claimed rate of return for unbundling
rates and DII witness Baron regarding allocation of
CTC revenue responsibility to all classes)
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Exhibit Description Date Date
Identlfind | Adwitted

aCcA Direct Testimony of Matthew L XKahal

Statement No. 1 | (Evaluation of Duquosne’s proposed
stranded engt plan)

Schedule MIK-1 | OCA Overall Stranded Cost Summary

Schedule MIK-2 | Excesg Pre-Tex Bamings During Transition
Pesind

Schedule MIK-3 | Retail Rage Comparigans for 1996

Schedule MIK-4 | DRI ve. Duquesne Inflation Rate Forecasts

Schedule MIK-5 | Derivation of the Discount Rats

Schedule MIK-6 | Productivity Enhancement Savings

Schedule MIK-7 | PECO and West Pexn Pawer Life-Extension
Costa for Coal Plents

Scheduls MIK-8 | Cheawick Lift Extenslon Costs and Net
Benefits

Schedule MIK-9 | Geperation Net Merger

OCA Surrebuttal Testimouy of Matthew 1. Knhsl

Statement No, 18 | (Response to Rehuttul Testimony an
stranded cost ixxues)

Schedule MIK-1 0CA Overall Stranded Cost Summary

UPFDATE

Schedule MIK-6 | Productivity Enhancement Savings

UPDATE

Schedule MIR-10 | Projected Pre~Tax Operating Losses During
Tranzition

OCA Direct Testimoyy of Donglas C. Smith

Statrment No. 2 | (Market Price Aualysis)

Exhibit DCS-1 Rezame of Dougles C. Smith

Exinbit DCS-2A.

| New Combined Cycle Non-Pued Cost
Asgumptiong
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Bxhibit DCS-2B | New Combustion Tarbine Non-Fusl Cost
Asgumptions

Exhibit DCS-3 Spring 1997 DRI Puel Price Escalation Rates

Exhibit DCS4 APS-DQY, Market Price Estimate

ExhibitDCS-5 | DQL Weighted Generation Price

OCA Surrehuttal Testinuny of Danglas C. Smith

Statement No. 2S | (Response to rebatta] testimony oo market
price isses)

OCA Direct Testimony of Thomas 8. Catlin

Statement No, 3 | (Regulatory asset issaes, owclesr and fozall
decommissioning, tuxes and other trapsition
coxti)

Schedule TSC-1 Sommary of Regulatory Azgets and Other
Tramution Bxpenses

Schedule TSC-2 Sunuznary of Decommnizsioning Funding
Requirements a8 of 12/31/98

OCA Surrebuttal Testimony of Thomas S, Catfin

Statement No. 3§ | (Response to rebuttinl testimony on
preacerued naclerr cutape costs and

: unsmartized deht costs)

OCA Direct Testimony of Lee Smith

Statement No. 4 | (Rate design, unbundling, eost allacation,
and CTC design)

Exhihit [.§-1 Summary of Qualifications and Experience

Exhibit LS-2 Calculation of Market Price

Eitrbit LS-3 1896 Adminigtrative & Gensral Expenses

Extibit LS4 Retail Cost of Servics CTC Proposal

Exldbit LS-5 Rewil CTC/Caleulation of Levelized CTC

Bxhibit LS-6 Unbundlad Rate Design Ragidential - Rato RS

0CaA Surrebutin] Testimony of Lee Smith

Statement No. 4S | (Respanss to testimony on tregtment of
anefllury gervies costs, line logies, A&G
adder, and rates of retarn)

Exhibit LS-7 Revised LS4 (Retail Cost of Bervice)
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Exhibit LS-8 Revised LS-2 (Calculation of Market Price)

Exhibit LS-9 Reviged LS-5 (Readl CTC) .

Bxhibit 1.5-10 Revised L8-6 (Unbundled Raxe Design)

OCA Direct Testimony of Barhara Alexander

Statement No. 5§ | {Consumer education and consumer
protection issnes)

Exhibit BA-1 Resume of Barbara Alexander

Exhibit BA-2 Vermont Consumer Information and Bducstion
Plan

Exhihit BA-3 California Statewide Canmymer Education Plan

Exhibit BA-4 Massachusetts Dopartment of Public Utilities
Codo of Conduct

OCA Rehuttal Testimony of Rarbara Alexander

Statement No. SR | (Response to testimony an proviston of
geaeration Serviees to defanlt costomers and
supplier-only bill option)

QCA Surrebuttal Testimony of Barbara

Statement No. 58 | Alexander

Exhibit BA-3-1 Execartive Summary of New Hanmpshire Plot
Program Survey Report

Exhibit BA~S-2 CAPUC Fact Shests on Congumer Edusation
Plan

Exhitvit BA-S-3 Racommendations of the Maine Consumer
Education Advisory Board

OCA Direet Textimony of Nancy Brockway

Statemment No. 6§ | (Universal Service Ixsues)

Exhihit NB-Dug-1 | Resqme and Curriculum Vitse of Nancy
Brockway

Exhibit NB-Dug-2 | Duguesnt Estimation of Potential CAP Eligible
Cugtomers

Exiubit NB-Dug-3 | Umiversal Servios Cagts - Per kWh Allocator

Exhihit NB-Dug4

Development of Non-Production Revene
Allocator .
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OCA
Statement No, 68

Sorrebuttal Testimony of Nancy Brockway

(Universal Service Isames)
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Pennsylvania Public Utility Commission
V.
Duquesne Light Company

Docket No. R-00974104

Index* of OTS Testimony And Exhibits Not Yet Admitted

[ _— —

Exhibit Description Date Date
Identified | Admitted

OTS Statement No, 3 Direct Testimony of

Paul M. Yarolin
(concerning Universal
Service and rate unbundling)

OTS Cross Examination | On-the-Record Data Request
Exhibit No. 3 Response (O’Brien Number
1) concerning the difference
in balances associated with
cold reserve units

OTS Cross Examination | On-the-Record Data Request
Exhibit No. 4 Response (O'Brien Number
4) concerning recovery of
decommissioning cosis

OTS Cross Examination | On-the-Record Data Request
Exhibit No. 5 Response (O'Brien Number
5)** concerning recovery of
decommissioning costs

* OTS reserves the right to request admission of additional exhibits upon receipt of all
responses to On-the-Record Data Requests.

** OTS has requested that this On-the-Record Data Request Response be supplemented
to properly respond to the request.
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PEMMAYLVANIA RETAILERS ABSOCIATION
INDEX OF TESTIMONY

—— . — ———— = —_————
DATE DATE
DESCRIPTION IDENTIFIED ADMITTED

EXHIBIT

PRA Direct Testimony of
Statement No. 1 | Chris K. Albrecht
(Phase~in Procedure
for retail
conpetition)

—— —— .




- NEV STATEMENT NO. 1

BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Application of Duquesne Light
Company for Approval of its

* Restructuring Plan under Section . Docket No. R-00874104
2806 Of the Pubiic Utility Code :
RECEIVED
JAN 8 1993
DIRECT TESTIMONY.  pa pusLic utuTy commassioy

DAVID MAGNUS BOONIN T TOTHONOTARY'S OFFIC™:

DOCUyE
FOLDER '
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Please state your name, title and business address.

My name is David Magnus Boonin. | am Executive Vice President of NEV East,
L.L.C., doing business as New Energy Ventures - Mid-Atlantic ("NEV"). My
business address is 1845 Walnut Street, Suite 2525, Philadelphia, PA 19103,

Please describe NEV East.

New Energy Ventures - Mid-Atlantic is the name under which NEV East, L.L.C. does
business in Pennsyivania. NEV is an Arizona limited liability corporation. NEV
organizes and manages a buyers’ alliance for retail energy. Our business is saving
our members money on their energy bills. In this proceeding and elsewhere, we
work for our members and potential members. We have offices in California,
Boston, New York and Philadelphia. We are a certified FERC Power Marketer and
are a registered provider of retail electricity in California. NEV is licensed in Rhode
Island and is a member of the New England Power Pool. We are a licensed

alternative supplier in Pennsylivania.
Please describe your education and experience.

Since graduation from The Wharton School in 1973, | have spent almost my entire
career in the fieids of utility planning, management and policy. A copy of my
resume is attached as NEV/DMB Exhibit #1. Some of my positions prior to joining
NEV inciuding serving as Chief Economist for the Pennsylvania Public Utility
Commission, Commissioner and Executive Director of the Philadelphia Gas
Commission and Supervisor of Economic and Energy Forecasting for a major
slectric utility. | aiso headed my own consulting practice. Among the issues |
addressed on behalf of my clients was the issue of the restructuring of the utility
industry. | have had extensive experience in designing adjustment clauses under

1018811 - Novamber §. 1997 (1:40 pm) 2



L= - - R B = S ¥ O DU 1 T

e et s s g
L N S N e -]

—
W

MNONN N RNNRNNRD e e e
= - I e L L I . R o Y - I - - R Y

industry» | have had extensive experience in designing adjustment clauses under
section 1307 of the 66 Pa.C.S.A. | have also presented or had published numerous
papers and have testified before regulatory and legislative bodies on utility and

regulatory issues.

o

What.is the purpose of your testimony?

The main purpose of my testimony is to present an approach for the unbundling of

>

the cost of generation which is consistent with Act and allows for the development
of a competitive market for electricity. In addition, | will address the need to make
tariffed benefits available to all customers regardless of their chosen generation
supplier, as well as the billing issue of the definition of the term customer in the

deregulated market.

UNBUNDLED RATE FOR GENERATION

Q. Please summarize your approach to establish an unbundled price for generation.

A. | propose that the unbundied price for-generaﬁon is to be determined by the market.
This is necessary in order to make choice a reality for retail customers while treating
all affected parties equitably. In this newly competitive world, generators will be
afforded the opportunity to sell their power-on a power exchange. The price for
generation shouid be determined by the market-clearing price of the power
exchange, adjusted for the costs of retail delivery. To make this comply with rate
cap, | also recommend that the unbundled charge for electricity and the CTC aiways
be kept in balance 30 that the total of the two never varies.

Q.  You mentioned that the unbundling methodology should comply with the law. What
does the statute state?

101643.3 - Movemper 4. 1997 {1:30 pm
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A, Section 2802 (14) of the statute states in part:

“The generation of electricity will no longer be regulated as a
public utility function.”

-Section 2804(3) of the statute states in part:
“The Commission shall require the unbundling of electric utility
services, tariffs and customer bills to separate the charges for
generation, transmission and distribution.”

Section 2807(E)(3) of the statute states:

"If a customer contracts for electricity and it is not delivered or

Commission-approved aiternative supplier shall acquire
ectri i I : I I

customer and shall fully recover all reasonable costs.”
(emphasis added)

Q. Why is Section 2807(E)(3) important?

A. Section 2807(EX3) determines the price the electric distribution utility (EDU) may

charge for generation to any user other than those who have chosen an altemative
generation supplier. This section sets forth that the EDU (or somecne else
designated by the Commission) shail provide this service at “prevailing market
prices” and be fully compensated. As the price of generation is otherwise
deregulated by the Act and is to be unbundied, it is precisely this language which

101881 3 - Novembar 8, 1997 (1:40 pm) 4
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sets the-unbundied price of generation which may be charged by the EDU.

You aiso mentioned that the unbundled price of generation should be based on

certain market principles. Please expiain.

In practice,-the-price of generation varies from. haur to hour across the year. Fixed
prices established through regulation, even those with demand charges and/or time-
of-use pricing will only reflect the actual price of generation by happenstance. This
is the fundamental practice under the existing regulatory paradigm. In the new
competitive environment, electricity is being tumed into a commodity whase price
shall vary depending on market conditions. Therefore, the appropriate unbundied
price of generation should aiso vary with the market and not be fixed.

Why is a variable versus a fixed price of generation more appropriate?

For the Commission to estimate and establish a fixed price for generation in an
unbundled, full service tariff it must make and lock in numerous assumptions.
Generally, when estimating a price, "normal” assumptions are made about weather,
fuel, prices, economic conditions, supply availability, etc. These assumptions are
for extended periods. There is aimost no possibility that these normal estimated
costs will produce a price at prevailing market rates at every time let alone at most

timas.

In contrast, a variable price can change with market conditions and frees the
Commission from the impossible task of accurately predicting the prevailing market
price of generation. This approach is aiso consistent with the intent of the
legislation which is to deregulate the price of generation, not to reestablish a
regulated price of generation on a different concept than historical rate base

reguiation.

1016881.3 - Novemnber §, 1997 (1:40 pm) 5
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Duquesre Light agrees that a market-based CTC is superior to a fixed CTC, but,
as | discuss below in detail, Duquesne Light has proposed a less accurate and
efficient method of determining the market price.

What is your proposal for the unbundling of generation in the EDU's tariff?

| propose inserting the following language in each tariff for individual classes of

customer:

“The unbundied rate for generation shall be established by the power
exchange market clearing bid price for generation, fully adjusted for anciltary
services necessary to convert wholesaie generation into reliable, deliverable
retail power at market determined or FERC approved prices which may be
required by the independent system operator (1SQ), including but not limited
to, capacity, spinning reserves, load balancing and as further adjusted for
losses associated with the voitage level of delivery and location.” '

This language would be further enhanced after the final establishment of a power
exchange (PX) and/or independent system operator (1ISO) and their establishment
of final governing rules. As the establishment of an ISO and PX is necessary for
retail competition to function, waiting to enhance this language should not in and of
itself cause significant delays.

This language establishes the basis for determining the prevailing market price for
retail generation at any point in time.

To understand this approach it is necessary to understand several concepts. First
that power exchange establishes the wholesale price for energy by establishing a
market price for electricity based on wholesale bids. Second, there are services,

101841.3 . Novemper 6, 1997 (1:40 pm) e
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101881 3 - Novanbar 6. 1997 (1:40 pm)

such as-load balancing, spinning reserves, etc. which have costs, which are
necessary to convert this wholesale energy into retail electricity. Third, losses
associated with the transmission and distribution of electricity may cause the retail
price for power to vary depending on the level of voitage delivery. Fourth, at certain
times of the year, even within an EDU's service territory, locational price differences
may.occur, depending an physical limitations and/or FERC pricing decisions.

Please expiain why the power exchange price establishes the wholesale price for
electricity.

The PX wili continuaily soiicit bids from wholesaiers to meet current demands. The
highest price bid used during a-period (probably hourly) will set the prevailing
wholesale market price for energy at that time. The process of matching supply and
demand will be repeated continually during the day with a new wholesale market
prevailing rate established (probably hourly). This bid process will replace the
current economic dispatch system currently used by many utilities and power pools.
It allows ail willing suppliers to bid for the right to supply the demand that exists,
excluding what has been met by bilateral contracts. There may be exceptions for
plants that are dispatched for reasbns other than price (e.9. system balancing).
These exceptions will be known and can be treated like other ancillary services
needed to convert wholesale servica into retail service.

Please expiain why and how these services need to be adjusted to reflect reliable,
deliverable retail slectricity.

The supply and demand of electricity are subject to many stochastic events. Power
plants are forced off-line. Customers tum electricity consuming equipment on and
off unexpectantly and randomly. Because of this, it is not enough to use the
wholesale PX price as the total power exchange price. It is also necessary to

7
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Q.

include costs associated with converting that energy into reliable retail electricity.
The ISQ shall determine rules of what ancillary services a supplier must provide.
These services may include but are not limited to: capacity, spinning reserve and
load balancing. These services are the types that are generally necessary to
convert wholesale power into reliable electricity. These services will either be priced

-at-a-9et prce-by-the 1SQ.and FERC or through the market (my preferred approach).

Please discuss the adjustments that are necessary due to voitage differences.

Power delivered at declining voitages experience greater losses. An adjustment
factor shouid be applied to each voitage delivery level to reflect these differences.

Please discuss the adjustments that are necessary due to the location of the

customaer.

Sometimes, due to transmission limitations, power prices within a power exchange
may differ at different locations. If the ISO identifies such limitations and establishes
the need to have different pricing in different regions, then individual prevailing
market clearing prices may need to be established for certain sub-regions at certain

times.

Why is this adjusted power exchange price an accurate proxy for prevailing market
prices?

This is the way goods and services in the market are usually priced. The power

exchange adjusted for retail delivery starts with a prevailing wholesale market price
and adds the costs necessary to convert it to the retail service.

Please describe how prevailing wholesale market prices would be converted to

101641.3 - Novembar 6, 1987 (1:40 pm) 8
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prevailing retail market prices.

A. Starting with wholesale energy and capacity costs, a system load factor could be

applied to transform the capacity into a kWh based price. Energy needs to be
adjusted for line losses. Similarly, ancillary charges at market prices must be
-added.- An A&G component wauld also be appropriate. Finally a tax true-up should
be applied. After a system number is developed, a number for each rate class,
following the same methodology should be calculated.

Q. Under your proposal, how often will the prevailing market price change?

A. It will change as often as the components discussed above cause a change.

Practically, | see the prevailing market price changing hourly, much as today's
power pool price (or system lambda) changes today. )

Q. Given that the prevailing market price may be changing hourly, what type of

metering will be necessary?

A. That will be up to the individual supplier and the 1SO rules of load balancing. In

general, | anticipate that hourly meters will be necessary for larger loads, regardiess
of whether the generation supplier is the EDU or another supplier. Small lcads,
such as residential and small commercial customers may be able to be metered as
currently done, if the ISO permits the use of a standard load curve(s) for load

balancing purposes.

Q. How do you anticipate customers being billed?

A Each individual customer with hourly meters would be billed based upon the full

prevailing retail market price for each kilowatt consumed in that hour. Demand

101681.3 - Novemnbar 8, 1907 (1:40 pm) 9
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billing and ratchets should become unnecessary following this approach for

generation.

Capacity charges would be charged during the hour that the customer imposed the
need. Small customers without hourly meters who have an acknowledged and
approvedload shape. wouid be billed based upon the their kWh usage spread over
the load shape, using the prevailing market prices at the time. Customers who do
not have approved load shapes and do not have hourly meters would be charged
for unallocated imbalances, as reflected for their reliance on the ISO rather than
their own supplies. This creates de facto hourly pricing.

Do these load shapes need to be determined at this time?

No. | believe this would be premature. The Commission shouid recommend them
after the I1SO indicates a willingness to address load imbalance responsibilities
based upon load shapes for some subset of customers.

Given the variable nature of your proposed approach to unbundling generation, how
will you have your approach comply with the rate cap?

| propose keeping the total of the unbundiled price of generation and the generation
related portion of the CTC constant. If the prevailing market price increases so
does the unbundied charge for generation with an equal decrease to the generation
portion of the CTC.

Why is this appropriate?

Under most approaches to determining stranded costs; there is a relationship
between the prevailing market price for generation and the competitive transition

101681 3 - Novembar 8, 1997 {1:40 pm) 10
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101881.3 - Novembaer 8. 1097 (1:40 pm)

charge. -All else being equal, if one were to assume an increase in the value of
generation because the market price of generation increased, then the stranded
costs would decrease by the same amount. Likewise, if the market price of
generation were to decrease, the value of the generation would decrease and

stranded costs would ingrease.

Stranded costs are the core of the calculation of the Competitive Transition Charge
(CTC). At a particular point in time (eliminating discounting and levelization) there
is a one fo one relationship between a change in the vaiue of generation and an

opposite but equal change in stranded costs.
In general, how would this work?

Because of this one to one relationship, it is recommended that in establishing the
unbundied rates for generation and CTC that the Commission follow the following

protocol.
¢ Determine stranded cost, the CTC and ITC for each rate class as appropriate.

¢ Stranded costs, the CTC and ITC shouid be split between generation-related

and non-generation related costs.

¢ Explicitly determine the related undertying assumed market price for generation

associated with the generation portion of the CTC for each rate class. The price
of generation could be levelized, but it is recommended that it be disaggregated
at least by year.

The EDU would compare the average weighted prevailing market pricb for
generation for each customer class for the billing period with the underlying

11
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assurned market price for generation.

¢ The generation related portion of the CTC would then be adjusted so that the
total of the adjusted CTC and the prevailing market price for the period would
always be equal to the base CTC and underlying assumed price of generation.

This approach is consistent with section 2804(4)(Il), which joins the CTC, ITC
and the unbundled price of generation.

Please explain why and how you are spiitting the CTC.

| recommend that the Commission spiit the CTC into two categories, which | will
loosely term “generation related” and “non-generation related” depending on
whether the costs vary with the market price of energy. (‘Generation-reiated” costs
are those that vary with the value of generation while “non-generation related costs”
do not directly vary with the value of generation.) This allows for the generation-
related portion of the CTC to be used as offsets to variation in the prevailing market
price as discussed above. This charge should be set only on a kWh basis. Hourly
allocations of generation related coéts should negate the need for demand charges
and ratchets. | do not have an opinion at this time on the rate design for the non-

generation related portion of the CTC.
Would you please provide a simple example of how your proposal would work?

Yes. Assume for purpose of illustration that the base generation related CTC
established by the Commission is 1.5 cents/kWh and the associated estimated
market price/value of generation is 2.9 cents per kilowatt-hour for a total of 4.4
cents. Assume also that in a given month the actual prevailing market price is 2.7
cents. This is 0.2kWh cents less than the estimated market price that is the basis

101881 3 - Novemder §, 1987 {1:40 pm) 12
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for detesmining the CTC. The CTC would therefore be increased by the same
amount for bills rendered for that period or to 1.7 cents per kilowatt-hour. Under
either case the combined total will still be 4.4 cents/kWh.

if the opposite were true and the prevailing market price were to exceed the

- estimated.market value of generation, then the CTC would be decreased.

This self balancing process assures that the generation related charges are always
in compliance with the rate cap provisions of the Act.

Have you considered how the Commission would go about reconciling the ITC and
CTC consistent with sections 2808(F) and 2812(B)(5) of the Act, given your variable
CTC methodology?

Yes.

Why is it necessary and appropriate for the Commission to establish a reconciliation
methodology at this time?

The Commission in its April 10, 1997 order on periodic adjustment of the CTC and
the ITC stated that “only during the course of the evidentiary hearings can such
matters as the appropriate CTCATC calculation and reconciliation methodology be
determined as welt as the appropriate format, content and necessary supporting
information associated with the annual CTC reconciliation's and periodic ITC
adjustments.”

Please summarize your reconciliation methodology.

| propose a reconciliation method which individually reconciles the Competitive

1018811 - Novarnber §. 1997 (1:40 gm) 13
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Transition Costs associated with generation and non-generation related costs. Non-
generation costs would only be reconciled based on changes in absciute levels of
recovery caused by variations between forecasted and actual sales. Generation
related costs would also be reconciled for variations in sales but only after an
adjustment is made to the required ievei of amortization to reflect changes in the

-prevaiing -market prce. . |. have also proposed, as a general rule, deferring

adjustments for over or undercollections to the end of the transition period.

Have you provided a more detailed description of your proposed reconciiiation
methodology?

Yes. itis attached as NEV/DMB Exhibit #2.

In your proposal, does it matter whether the sales are billed directly by the EDU or
whether the EDU provided the generation service? ‘

No. All customers in a given rate class should. pay the same CTC rate(s).

How does this work with a utility like Duquesne Light who is trying to recover its
CTC partially on an energy and partially on demand basis?

Non-generation related costs could still be recovered in a fashion similar to
Duquesne Light's proposal. As | stated earlier, | have not yet developed an opinion
in the appropriate rate design for this item, nor is it germane to my pl_'oposal. All -
generation related charges would be recovered on a kWWh basis. Actuai or imputed
load shapes would assign actual prevailing rates to each customer. Demand
ratchets would be eliminated for these portions of these services as wouid cross
subsidization for generation. Customers wouid pay only for the ioad the actually
placed on the system. 7
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Would the CTC change for ail customers or only those receiving full services from
the EDU?

The CTC would change for all customers.

-~Why should tha CTC.change for all customers based upon prevailing market prices

for generation?

The CTC is a charged being imposed on customers regardless of whether they stay
with the EDU or seek energy services form an aiternative supplier. The CTC should
be the same for similar customers who are served by the utility at the prevailing
market rate or by an allernative provider at a market-determined rate.

How does your proposal for establishing a prevailing market price for ger.eration
compare with those of Duquesne Light?

Although Duquesne Light recognizes that the market should determine the CTC,
Duquesne Light's plan does not permit the market to do so. Under Duquesne
Light's plan, the "market price” would be determined by an artificial bidding process
controlled by Duquesne Light's terms, inciuding parameters imposed by Duquesne
Light relating to the amount and duration of energy supply purchased, the minimum
bidding price, and the criteria for selecting the winning bidder. The pian purports to
be market-driven, but # is in fact driven by artificial parameters chosen by Duquesne
Light.

As | described eariier, the accurate market price will be readily determined by the
power exchange market clearing price for generation, consistent with final goveming
rules established by the 1SO. There already will be a genuine market mechanism
to determine the market price. Duquesne Light has offered no reason why this

101681.3 - November 8, 1997 (1:40 pm} 15
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mechanism should be replaced with an artificial bidding process governed by
Ouquesne Light.

Moreover, under Duquesne Light's plan, a finai determination of the market price
would be deferred until 2003. Duquesne Light has offered no sound basis for

-waiting- until. 2003 to. make this determination when an on-going, seif-correcting

gauge of the market price can easily be implemented. There are, however,
important reasons for pot waiting until 2003 to make a final market price
determination. First, consumers should not bear the risk of paying.a higher CTC
than is appropriate during the intervening five years. Second, the final
determination Duquesne Light proposes would be in a private, presumably closed,
arbitration proceeding, and will therefore prevent the many interested parties to this
proceeding from being heard, including altemative generation suppliers. The
approach | have described above, in contrast, wouid be self-implementing based
on the market, and would not require an adjudication in either a private arbitratiori
proceeding or any other forum, of what the artificial, so called "market" price should

be.

Is your approach congistent with the statute and Commission orders and

regulations?

As discussed in more detail above, yes.
Can this approach be used for any utility?
Yes.

Will people know the price of electricity before they consume it?

1018481 3 . Novembaer §. 1907 (1:40 pm) 18
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A Yes. Customers electing to stay with the EDU for full service would know the price

of generation before it is consumed although there may be shifting between the
subparts of the CTC and generation.

Q. Does the proposed approach guarantee the recovery of allowed stranded costs?

A, Yes, as annually reconciled to reflect actual market conditions. It is, therefore, a

FAR more accurate approach than one which is based upon a one time estimate

of market prices.

Q. Do other sections of the statute support the idea of a variable price of generation?

A, Yes. Section 2808(c)(4) provides:

“In determining the level of transition or stranded costs that an
electric utility may recover through the competitive transition
charge, the Commission ghail apply the following principles:

(4) . . . During the transition period, electric utilities shall
have the duty to mitigate generation related transition or
stranded costs to the extent practicable.” (emphasis added)

It is apparent that under Section 2808(c)(4), mitigation of stranded costs must
continue throughout the transition period. My proposal makes the mitigation
automatic. That is, if the market price of generation in any period is higher than the
amount used to calculate the stranded cost, the excess revenues will be used
directly to mitigate stranded costs by being applied to reduce the CTC for the
period. The statute says that utilities “ghail have the duty to mitigate stranded costs"
during the transition period “to the extent practicable.” My proposal shows how such

17
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mitigatian is practicable.
How would securitization work under your proposal?

It should be possible to securitize bonds through the ITC plus offsetting revenue

---asseciated with the increased value of generation. These dual revenue sources

could both be piedged.

You have developed a detailed approach for unbundling. How should the final
tariffs be developed?

| recommend that the Commission direct Duquesne Light to submit tariffs consistent
with this approach and with the Commission’s findings. A CTC (which could be split
between generation and non-generation) will need to be provided by Duquesne
Light as compliance filing with the Commission's final order. The Commission
shouid explicitly state for each class of customer the assumed prevailing market
price(s) for generation used in developing its stranded cost findings so that the
adjustment mechanism | propose can be followed. A good first step would be to
have Duquesne Light complete the tabile | have laid out in my Exhibit #2.

PORTABILITY OF TARIFFED BENEFITS
Must tariffed benefits be portable regardless of generation supplier?

Yes. Any utility which offers any rate discount must make that same discount
available to any customer regardiess of their chosen generation supplier.

Why is this important?

101881.3 - Novnibar . 1997 (1:40 pm) 18
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First this provides a level playing field. Utilities who offer economic development
discounts, time-of-use discounts, low-income bill discounts, interruptible service
discounts, etc. must make these services and discounts available to all customers,
regardless of generation supplier. Second, failure to do so would be in violation of
the Act which calls for rate unbundling for all customers.

BILLING AND THE DEFINITION OF A CUSTOMER
Please summarize your testimony in this area.

Many customers have service on multipie meters throughout an EDU's service
territory. These customers are currently discriminated against when compared to
customers with similar loads served through a single meter. | propose that
alternative generation providers be permitted to treat these customers as a singie
service for purposes of billing for transmission and CTC related charges.

Why did you exclude generation from your earlier response?

The price of generation is deregulated and the EDU aiready has the right to issue
a customer a bill for its generation services on a consolidated basis. No

Commission action is required.
Why did you exclude distribution charges?

This is a conservative proposal. Customers with multipie meters may impose a cost
on the system that is different than a similar load from a single location associated

with the distribution of the service. It is therefore recommended that these specific

charges be billed as they are currently.

101681 3 - Novemnbar 8. 1897 (1:40 pm) 19
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Q.

A,

How are.transmission and CTC different from the distribution charges?

Transmission and CTC related charges should not change with the number of

installations or meters but with the load placed on the system.

‘Why -dees-defining..a-customer by a.meter discriminate against someone who
receives service at multiple meters?

| will answer that question with an example. Assume that there is a customer with
a single meter and a load of 2 MW. Assume aiso that there is someone else with
three meters, ail on the same tariff as the first customer, whose coincidental lcad
totals to 2 MW but whose non-coincidental load is 2.5 MW. This second customer
places the same type of non-distribution related load on the system but is being
charged more than the first customer. All of these customers are on the same rate
schedule and all have the same coincidental peak, but the multi-site customer is
being irrationally discriminated against.

In your example, you stated that all of the customers were on the same rate
schedule. Would you make that a pre-condition of your bill consolidation proposal?

Yes. For adminigtrative ease, if for no other reasan, this consolidation should only
be for customers of record who have multiple meters on the same rate tariff.

How does this issue fit into this debate on competition?

Without competition this would not be as germane. Competition brings with it
innovation. More and more customers will be metered such that hourly loads can
be determined, a necessary request for consoiidated billing. Competition also
chailenges the necessity of demand based billing, particularly if customers are

101881 3 - Novemder 8. 1987 (1:40 pm) 20
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paying for the burden they place upon the system virtually on an hourly basis.
Competition also highlights the importance of electric prices in economic
competitiveness. It is no longer acceptable to shrug when the type of blatant
discrimination is pointed out and say that's they best we can do. Yesterday's good

enough is no longer adequate.

Q. Specifically, what is your proposal?

A, My proposal is:

1. as testified by others, alternative generation providers should be allowed to
issue bills for all parts of the electric service, including those charged by the
EDU; -

2. that an alternative generation provider be allowed to consolidate bills for
customers with multiple meters within a single rate tariff; '

3. that the consolidated bill will not have any impact on the distribution charge,
with the exception of unbundled services for metering, billing, collections and

information which shail be competitive; and

4, that only through this modification can the Commission prevent undue

competition from occurring between customers with identical loads on the

same rate tariff.

Q. Does this conclude your testimony at this time?

A, Yes.

101881.3 - November 8. 1987 (1:40 pm) 21
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The Commission finds that the base stranded cost recoverable through the Competitive

Transition Charge (CTC) is $ . Of this amount $ is not
generation related and $ is generation related.

The. generation..related . partion_is- based .upon, .in . part,..estimated . levalized. valua. of
generation of $0.0oxx cents per kWh. '

The base Competitive Transition Charge is as set forth in each individual rate schedule.
The CTC has been divided.into non-generation and generation related components.

The CTC is designed to produce the listed amortization schedule for stranded costs,
divided into non-generation and generation related costs.

[ o ST IR S

Year Total to be Non-generation | Generation | Projected

Amortized Related Costs Related Costs Sales

1999

2000

2001

2002

2003

2004
;ZQﬂﬁ__._n.—_n.__.a_—-—l-—-—===a

The CTC shall be reconciled annually consistent with section 1307(e) of 68 Pa. Q.SA.
Reconciliation of over or under collections shall be collected by extending or shortening the
CTC period, except as otherwise ordered by the Commission.

NEV/OMB #2
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Non-generationrelated CTC shall be adjusted based upon the foliowing formula.
Nongen .. - Nongen.lmﬂ = Enmqan
where:

Nongen ,, is the actual amount collected from all classes of customers during a year for
non-generation related competitive transmon charges,

Nongen ... is the amortization schedule for the same year for non-generation related
competitive transition charges as shown in the schedule; and

Eongan 1S the over or under collections associated with non-generation related stranded
costs based upon the difference between the amortization schedule and actual collections.

This process shall be repeated annually throughout the amortization period until the total
amount for non-generation related stranded costs, as shown in the table above, is
collected.

the: this methodology only produces over or undercollections of non-generation related
CTC when projected sales vary from actual sales.

There shall be two types of adjustments made for generation related CTC:
an adjustment to the amortization schedule based upon differences between the
base generation related CTC and the CTC based on the actual market value
generation, and

an adjustment for the anticipated versus actual level of collection (similar to the
adjustment for non-generation related CTC).

The first step is to adjust the amortization schedule for the year being reconciled. This
shall be done according to the following formula.

(CTC martme X SALES opecand) = (CTCrune X SALES rgjectes) ® Emon
where: /

CTC aem i$ the adjusted CTC charged to each class of customer to refliect the change in
the value of generation from that used in the caiculation of the base CTC. it is determined
for each class of customer by the formula:

CTC e = CTCous - (GENVALUE,.. ., - GENVALUE, )

NEV/DMB #2
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where. *

GENVALUE,., is weighted average of the actual prevailing market price for
generation as established in each tariff; and

GENVALUE,,,, is the estimated weighted average market price of generation used
to in establishing stranded costs and the reiated base CTC, embedded in the tariff
for each class of service.

CTC,,.. is the weighted average CTC based upon projected market prices and value of
generation and included in the tariff for each class of service.

SALES jroiecus i8 the number of kWh used to determine the amortization schedule as listed
in the table above.

Eumon i8 the adjustment that is made to the amortization schedule for generation related
CTC to reflect the change in market conditions. This changes the total dollars which need
to be collected through this portion of the CTC over the transition period.

Weighting is based upon projected kWh sales for each class of service.

After the amortization scheduie has béen adjusted for the prevailing market price for the
period, the second step is {0 adjust the generation related CTC for actual level of collection
according to the following formula.

Geny, - GeNynyag = Eoen
where:

Gen,, is the actual amount collected from ail classes of customers during a year for
generation related competitive transition charges;

GeNunn oy I8 the amortization schedule adjusted for the change in the market value of
generation for the same year for generation related competitive transition charges as
shown in the schedule and as adjusted; and

E. i3 the over or under collections associated with generation related stranded costs
based upon the difference between the amortization schedule and actual collections.

This process shall be repeated annually throughout the amortization period until the total
amount for non-generation related stranded costs, as shown in the table above, is
collected.

NEV/OMB #2
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Please state your name and business address.
My name is Nancy . Day and my business address is as follows:

New Energy Ventures, inc.
--1000. Wilshire Bauieyard, Suite 500
Los Angeles, CA 90017,

By whom are your empioyed and in what capacity?

| am employed by New Energy Ventures, (nc. My job titie is Vice President,
Customer Services. | am responsible for defining the critical elements necessary
to deliver competitive services to energy customers. In addition, | am
responsible for the legislative and regulatory advocacy of policies and programs
assential to build viable competitive energy markets. My resume is attached as
Exhibit NEV/NID #1.

Please describe your background and experience in the energy services
industry.

From 1568 to 1985 | was employed by Southem Califomia Gas Company, the
nation's largest natural gas distribution utility. From 1980-84 | served as Vice
President of Regulatory Affairs. In that capacity | was the senior officer
responsible for developing and executing regulatory strategies. | directed a staff
of 30 professionais responsible for obtaining the required regulatory
authorizations needed to run the business. 1 led the company’s regulatory
initiatives related to the transition to competitive choice for the provision of

natural gas.
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What is the nature of your testimony in this proceeding?

My testimony focuses on the role unbundling of distribution services plays in the
formation of competitive energy markets. | will address the essential

components of distribution service unbundling. Finaily, | will discuss my

" experierfice M the deregutatiom of-Califormiais-nateratgas-end-oleciiceanvices.

industries to the extent they pertain to the issue of service unbundling.

Why is distribution service unbundling an essential element of the restructured

energy services market?

The simple answer is profitability. Without the unbundling and competitive
provision of distribution services new market entrants will eventually be starved-
out of the market. This will be the inevitable result when the margins on the s;lle
of electricity are too small to support the new market entrant's service delivery -
overheads. In contrast, the utility service providers' costs for provision of these
overheads are imbedded in the utility’s distribution revenue requirement and the
utility does not have to compete for the delivery of those services. This creates
an improper and unfair advantage for the utility and if comective action is not

" taken will result in the demise of customers’ competitive altematives.

Over time, the primary benefits from electric industry restructuring will come, not
from commodity cost savings, but from changes at the customer's premises.
The provision of these value added services is key to establishing sustainable
business relationships with customers. Moreover, the types of services
customers want and are willing to pay for are highly competitive, not monopoty

sarvices.
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For exafnple, from a wide array of competitive options customers want to select
those options whose value equals or exceeds their cost. If the utilities package
of services do not meet the customers needs yet the costs remain bundled the
customer must pay twice, once to the utility for valueiess services and once to

the energy service provider for the customized package of customer-selected

sewm. - - . . - . . . - s - v -— - - i~ - - .-

A simple example illustrates this point. Customer “Big” has many facilities
located throughout the State. Historically this customer was served by 3 different
utilities all of whom billed for each meter served. Each utilities' billing format and
rate characteristics were different. Customer “Big" employed a small staff to
aggregate the utility charges by business unit and review them for accuracy. As
part of his new bundle of energy services Customer “Big” wants an aggregated.
electricity bill, including both utility and energy service charges, subtotaled by .
business unit and provided on-line through the internet. Why should this
customer have to pay for the utilities to continue to send him useless

information?
What services and costs should be unbundled?

My recommendations are based on the cost and service format applied to
California utilities and | recommend the Pennsylvania Commission evaluate
these recommendations in the context of Pennsyivania's facts.

The cost alements that represent a minimum level of unbundling are:
1. Meters and meter reading

2. Billing and collections (including data processing costs)

3. Customer Servido
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Commodity Procurement, scheduling, balancing, risk management
and sales.

Uncollectible Expense

Working Cash Allowance

" What did-the Cafiformia-Public-ttifittes Commission-decide withrespect-to -

unbundling distribution services?

In D. 97-05-037 the Califomnia Public Utilities Commission ordered the following:

Bil

1. Customers may choose from three billing options as follows: utility and the
new Energy Service Provider (ESP) provide separate bills, the utility .
consolidates bills for itself and the ESP, or the ESP consolidates bills for
itself and the utility.

2. ESPs who provide consolidated billing for the utility are responsible for
payment of the billed amounts to the utility regardless of their ability to
collect from their customers.

3. Utilities may impose reasonable creditworthiness requirements on ESPs
who provide consolidated billing. These requirements are to be the same
as those required of a similarly sized and situated customer.

4 ESPs who provide consolidated billing must describe the utilities’ charges
on their bills in a manner consistent with the bill reporting standards the
CPUC sets for the utilities.
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1. Utilities who wish to employ Automated Meter Reading (AMR) (or any

other type of advanced metering system) technology throughout their
service territories may do so subject to the following conditions:

. utility customers will have the choice of deciding whether they want
to use the real-time metering capability offered by the technology

. only customers electing to use the reai-time pricing capability of
AMR will be required to pay for the costs of that technology

. utility shareholders will be at risk for the full recovery of the
technology's costs

. at the same time, the utility installing AMR would not be required to
lower its revenue requirement associated with metering as a resuits
of cost savings achieved from adopting the technology

. balances risk and reward between ratepayers and shareholders

. a utility deciding to adopt AMR would. provide the Commission with
a deployment plan showing how the technology would be
geographically deployed and on what timetable.

2. ESPs may install their own meters and must agree to share the metered
information with the utility. The ESP and the utility will enter into a service
agreement specifying the nature of the information to be bollected. the
means for sharing data, and a reasonable approach for ensuring that the

6
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mMetering equipment is installed, calibrated and maintained properly, The
Commission will establish minimum standards goveming open

architecture for meters and communication..

. large customers may use ESP meters beginning 1-1-98
o T T smatteostomers(lessthan 20-kiewatia)-may wee- ESP-meters
beginning 1-1-99.

The Commission delayed installation of ESP meters for small customers
by one year to “encourage a more studied movement through the various
steps that must precede such a new commercial offering.” (D. 97-05-039,

pg. 17.)

Cost Separation

The Commission concluded that customers should not pay for costs that are not
incurred and directed that utilities separately identify the net cost savings
resuiting from a customer's election 1o receive certain revenue cycle services
from another service provider and to reduce distribution charges where

appropriate.

Qther Services

In addition to billing, metering and meter reading, the Commission found there

"are other costs related to customer service inquiries and uncollectibles that are

“logicaily related to revenue cycle services.” (D. 9705-039, pg. 18.) The
Commission directed the utilities to identify the net customer service inquiry

7
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savings to be used to reduce customer charges in those situations where an
energy. supplier chooses to handle customer service inquiries. In response to
the concems expressed by one party, the Commission directed all parties to
evaluate whether a universal uncollectibles pool should be established to

motivate ESPs to serve customers who pose a higher credit risk.

P

The issue of distribution service unbundling was hotly contested in California.
Why do you think the California Public Utilities Commission ordered unbundling?

In the California Commission's decision on unbundling (D. 97-05-039)
Commissioner Jesse J. Knight, Jr. wrote as follows:

“Unbundling bottleneck facilities has played a key component in regulation of the
telecommunications industry and was an important part of the Commission's .
efforts to ensure that full and fair markets properly deveiop. Access to bottleneck
facilities and the unbundling of potentiaily competitive services allows greater
innovation in services, a more customer focused marketplace and an important
check on-the ability of the dominant provider to leverage market power into
adjacent markets. This decision takes this important lesson and applies it to the
revenue cycle services of the electric industry.”

Based on my active involvement in this proéeeding and knowiedge of the natural
gas market in California | believe the Commission recognized that without
revenue cycle service unbundling the competitive market in California would not
flourish.

In 1991 when the California Commission opened the natural gas market to
competitive choice they failed to unbundle services for residential and
commercial customers (so-cailed Core Customers). As a result, the core natural

8
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gas aggregation pregram never achieved significant market penetration and over
the years participation of marketers has declined from a high of 12 to 3 or 4
remaining today. Once the margins on natural gas purchases from marketers
fell to +/-5%, the marketers’ profit margins féll to unacceptably iow levels.

Ammammwmem“ommm

customer a consolidated bill, the customer received no credit for this cost from
the utility. Moreover, the utility maintained control of the meter and the natural
gas ESP had to delay his billing until he received the data from the utility.

Utilities refused to provide the data to the customer in computer readable form
and the ESP had to re-data enter the information to produce customers' bills. All
of these hurdles resulted in additional costs for providing the services with no
offsetting credits.

Does this conciude your testimony?

Yes.
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NANCY I. DAY

CAREER SUMMARY

Senior executive with extensive experience managing large line and staff organizations through profound
business, regulatory and market changes. Managed regicnal otility operarions and facilities with a focns
on improving cost effectiveness and customer service. Led regulatory initiatives during a period of
deregulation. Built coalitions and successfully developed consensus solutions to business and regulatory
issues. Results-oriented, team-based leader with expertise in the fallowing: . -

Regulatory Affairs Governmental Affairs Administrative Law
Facilities Management Customer Service Materials Management
Purchasing Risk Management Labor/Management Relations
ACCOMPL
" New Energy Ventures, Inc., Pasadena, CA 1995-Present

The nation’s first Energy Agent, representing buyers in competitive electricity and natural gas markets.

Vice President -Customer Services (1995-Preseat)

Develop competitively bid portfolios of electricity and narural gas for NEV clients, direct the nrovision of an
array of custorner services including portfolio management, billing, management reports, regulatory snalysis
and advocacy.

Southern California Gas Company, Los Angeles, CA 1968-1995
The nation's largest narural gas distribution company serving almost § million customers. Annual revenues of
'S3 billion.

Vice President, Regulatory Affairs (1990-1995)

Senior officer responsible for developing and execuring regulatory strategies, directing reguiatory proceedings
and mainteining effective agency coatacts and relationships. Managed the staff of 30 professionajs responsible
for obtaming required regulatory authorizations from the Californin Public Utilities Commission (CPUC), the
California Energy Commission (CEC) and the Federal Energy Regulatory Commission. Testified before the
California Legusiature and presented oral arguments before the CPUC and the CEC.

* Lcd the regulstory initiarives that resulted in the landmark CPUC cost allocation decision tw eliminate
decades of qruss-subsidies betweea customer classes.

* Directed the company’s response t0 a CPUC-ardered managemenr audit. This comprehensive audir
examined every aspect of company operarions over a S-year period and resulted in no adverse findings.

+ {mplemented aggressive settlement strategies rhat successfully reduced litigation costs, regul-iory delays
1nd obtained the desired business results.

¢ Reduced the department’s operating budget by 35% over 4 years.

Nancy [. Day

NEV/NID #1
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Page Two

Division Mansger (1988-1990)

Senjor operations manager respousible for the provision of narural gas and related services to $70 000
custormers in the Sou_th Coastal Division. Managed over 700 employees and 560+ million budget retatad m the
following: installation and maintenance of diswibution pipelines and associated metering facilities, meter
reading, telephone <all center, bill reconciliation, collection, in-home appliance maintenance and tepair, and
public/government affairs.

» Refocused employes artznhon away from intemnal company processes io.delivery of customer. satisfactian.
Customer complaints reduced by 38%.

* Dramatically improved labor/management relations and emplovee morale. Reduced grievances by 60% and
improved employee safety by 22%.
[nstituted the first 12-hour telephone. call ccater operation to improve custamer service.
Merged two divisions into onec and consolidated the operarion in 2 new headquarters.
Revamped market research to obtain better information froin our customers regarding customer satisfaction.,

¥anager of Material Services (1986-1988)

Managed the provision of ceatvalized contracting (S150 million), purchasing ($120 million), warehousing,
material diswribution and inventory control services. Established functional policy for decentralized purchasing,
contracting, and material management. Also managed the specialized fabrication and repair shops and the
investment recovery operation. i

s Lowered material delivery costs by 12°%.

o Transformed a salvage sales operstion into a profitable investment recovery operation and recycling
program. Generated $1.5 million additional revenue per year.

¢ Redesigned the material distribution system to eliminate 60 local storercoms.

Manager of Risk Management and Claims (1985-1986)
Managed the placement of insurance, covering all aspects of the company's operations and assets, and the
negodation, settlement and litigation of claims against the company for property damage and personal injury.

* Campleted the first comprehensive review of company loss control programs and recommended the strategy
for increasing employee and public safety while reducing costs by as much as 30%. . '
s [nsticuted an 2ggressive contact program to achieve timely and low cost resolution of claims against the

company.

Manager of Headquarters Services (1983-1989) L _
Managed the operstion and maintenance of over ! million square fect of office space in 5 different locarions.

Responsibilities inchuded the following building occupart services: communications, reprographics, janitorial.
matl and mestenger. automotive maintensnce, ctaft shops. archives, cafeterias. and uavel

o Created an in-house wavel agency to eara commissions on ll travel services. Offset costs by $100,000.

o instituted a secand shift wn the reprographics opcrations to improve cost <fficiency. Productivity increased
by 26%.

¢ Insdmited a cost planning and conmol system.

NEV/NID #1
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EDUCATION & PROFESSIONAL ACTIVITIES

Harvard University, Graduate School of Business Administration -
Advanced Management Program
University of Redlands - B.S. Business Administration
.Univarsicy af Southern Czlifarnia » Certificate of Management Fffectiveness
Chairperson, Southern California Regional Purchasing Council '
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CERTIFICATE OF SERVICE

I hereby certify that on January 8, 1998, 1 caused a true and correct copy of the First
Joint Stipulation executed by NEV East, L.L.C. to be served by federal express on:

John 5. Moot, Esquire

Kurt Bilas, Esquire

1440 New York Avenue NW
Washington, DC 20005

RECEIVED

and by first class mail on the following: JAN 8 1995

Larry R. Crayne, Esquire
Richard S. Herskovitz, Esquire
Duquesne Light Company

411 Seventh Avenue
Pittsburgh, PA 15219

{412) 393-6645

(412) 393-6645 FAX

James P. Dougherty, Esquire
Robert A. Weishaar, Jr. Esquire
Pamela C. Polacek, Esquire
McNees, Wallace & Nurick

100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108

(717) 237-5446

(717) 237-5300 FAX

(Duquesne Industrial Intervenors}

Kandace F. Melillo, Esquire
Wayne T. Scout, Esquire

PA Public Utility Commission
Office of Trial Staff

P.O. Box 3265

Harrisburg, PA 17105-3265
(717) 787-1976

Jacqueline R. Morrow, Esquire
Rodney R. Akers, Esquire
Assistant City Solicitor

313 City County Building
414 Grant Street

Pittsburgh, PA 15219

(412) 255-2015

(412) 255-2285 FAX

(City of Pittsburgh)

Stephen ]. Baron  pA pygi 10 UTiLITY COMMISSION

J. Kennedy and Associa il
Suite 475 PO NOTARY'S OFFIC-

35 Glenlake Parkway

Atlanta, GA 30328

(770) 395-1288

(770) 396-0151

(Duquesne Industrial Intervenors)

Karen QOill Moury, Esquire

Office of Small Business Advocate
Suite 1102

300 North 2nd Street

Harrisburg, PA 17101

(717) 783-2525

Howard M. Louik, Esquire
Allegheny County Law Department
300 Fort Pitt Commons

445 Fort Pitt Boulevard

Pittsburgh, PA 15219

(412) 350-1182

(Allegheny County)

Irwin A, Popowsky, Esquire
Marisa A. Sifontes, Esquire
Steven K. Steinmetz, Esquire
Office of Consumer Advocate
1425 Strawberry Square
Harrisburg, PA 17120

(717) 783-5048

(717) 783-7152 FAX
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Deneice Covert Zeve, Esquire Michael L. Kurtz, Esquire
Terry Lupia, Esquire David F. Boehm, Esquire
Office of Attorney General Boehm, Kurtz & Lowry
14th Floor, Strawberry Square 2110 CBLD Center
Harrisburg, PA 17120 36 East Seventh Street
(717) 787-4530 Cincinnati, OH 45202
(717) 787-1190 FAX (513) 421-2255
{Commonwealth of Pennsylvania) (513) 421-2764 FAX

Armco, Inc.
Steven Baicker-McKee, Esquire
Wanda Schiller, Esquire Terrance ]. Fitzpatrick, Esquire
Babst, Calland, Clements & Zomnir PC Ryan, Russell, Ogden & Seltzer, LLP
8th Floor, Two Gateway Center Suite 104
Pittsburgh, PA 15222 800 North Third Street
(412) 394-5400 Harrisburg, PA 17102-2025
(412) 394-6574 FAX (717) 236-7714
(Allegheny Teledyne, Inc. and Subsidiaries) (717) 236-7816 FAX

{GPU Energy)
Kenneth L. Wiseman, Esquire

Andrews & Kurth, LLP Robert B. Weisenmiller
1701 Pennsylvania Avenue NW MRW & Associates, Inc.
Washington DC 20006 Suite 1440
(202) 662-2700 1999 Harrison Street
(202) 662-2739 FAX Qakland, CA 94612-3517
(Hospital Shared Services) (510} 834-1999
(510) 834-0918 FAX
Mark F. Sundback, Esquire (Hospital Shared Services)
Andrews & Kurth, LLP
1701 Pennsylvania Avenue NW Michael Reid, Director
Washington DC 20006 Materials Management Services
{202) 662-2755 Administrative Resources, Inc.
(202) 662-2747 FAX 500 Commonwealth Drive
{Administrative Resources, Inc.) Warrendale, PA 15086-7513
(412) 772-7223
Matthew Kahal, Esquire (412) 772-6969 FAX
Exeter Associates, Inc.
Suite 350 Robert J. Stefanko, Esquire
12510 Prosperity Drive 341 South Bellefield Avenue
Silver Spring, MD 20904 Pittsburgh, PA 15213
{301) 622.4500 (412) 622-3780
(301) 622-2686 FAX (Pittsburgh School District)

(Office of Consumer Advocate)



Margaret Peters, Esquire

The Peoples Natural Gas Company
625 Liberty Avenue

Pittsburgh, PA 15222-3197

(412) 497-6892 (412) 497-6838 FAX

John Stember, Esquire

Low Income Advocate Parties
1705 Allegheny Building
429 Forbes Avenue
Pittsburgh, PA 15219

(412) 338-1445

(412) 232-3730 FAX

Stephen L. Feld, Esquire
Pennsylvania Power Company
I East Washington Street

P.O. Box 891

New Castle, PA 16103-0891
{(412) 656-5382

Donald R. Ayersman, Jr., Esquire
1125 Denver Avenue
Morgantown, WV 26505

(304) 296-3958

(IBEW Local 2357)

Mark J. McGuire, Esquire

Ronald N. Carroll, Esquire

Jenner & Block

Suite 1200, 601 13th Street NW
Washington DC 20005

(202) 639-6000

(202) 639-6066 FAX

(mc', Inc.; MidCon Gas Services Corp.)

Tim Merrill, Esquire
Suite 200

4 Penn Center West
Pittsburgh, PA 15276
(412) 490-0925

{The Eastern Group)

Kevin J. McKeon, Esquire

Malatesta, Hawke & McKeon LLP
P.O.Box 1778

Harrisburg, PA 17101

(717) 236-1300

(717) 236-4841 FAX

(The Peoples Natural Gas Company)

Thomas P. Gadsden, Esquire
Morgan, Lewis & Bockius

2000 One Logan Square
Philadelphia, PA 19103

(215) 963-5234

(215) 963-5299 FAX
{Pennsylvania Power Company)

David Hughes

4037 Ludwick Street

Pittsburgh, PA 15217
(412) 421-6072 (Self)

Thomas J. Augspurger, Esquire
MidCon Corporation

Office of General Counsel

701 East 22nd Street
Lombard, IL. 60148

William T. Hawke, Esquire

Mid Atlantic Power Supply Association tOO
North 10th Street

Harrisburg, PA 17105

(717) 236-1300

(7t7) 236-4841 FAX

Alan J. Barak, Esquire
Environmentalists

1417 Blue Mountain Parkway
Harrisburg, PA 17112

{(717) 540-5106

(717) 541-1970

Scott J. Rubin, Esquire

3 Lost Creek Drive
Selinsgrove, PA 17870-9357
(717) 743.2233

(717) 743-8145 FAX

(IBEW, System Council U-10)

Patricia Armstrong, Esquire

Thomas, Thomas, Armstrong & Niesen
Suite 500

212 Locust Street

P.O. Box 9500

Harrisburg, PA 17106-9500

(717) 255-7600

(717) 236-8278 FAX

(Allegheny Electric Cooperative, Inc.)



Paul E. Russell, Esquire

Pennsylvania Power and Light Company
2 North 9th Street

Allentown, PA 18101

(610) 774-4254

(610} 774-6726 FAX

DavidM. Boonin

New Energy Ventures East, LLC
Suite 800

200 South Broad Street
Philadelphia, PA 19102

(215) 545-5058

{215) 545-5811 FAX

Roger Clark, Esquire
The Environmentalists
905 Densten Drive
Andler, PA 19002-3901
(215) 643-2364

(215) 628-2630 FAX

John O'Brien, Esquire

Wheeled Electric Power Company
Suite 207

50 Charles Lindburgh Boulevard
Uniondale, NY 11553

(516) 390-7600

Daniel Clearfield, Esquire
Gerald Gornish, Esquire

Alan Kobhler, Esquire

Robert . Longwell, Esquire
Wolf, Block, Schorr & Solis-Cohen, LLP
Suite 401

305 North Front Street
Harrisburg, PA 17101-1236
(717) 237-7181

(717) 237-7161 FAX

(Enron Power Marketing, Inc.)

James D. Steffes

Enron Power Marketing, Inc.
1400 Smith Street

P.O. Box 4428

Houston, TX 77002

(713) 853-7500

(713) 646-8169 FAX

Albert M. Benincasa, Esquire
Director, Regulatory Affairs
Skipping Stone

46 9th Avenue

Sea CIliff, NY 11579

(516) 674-4186

Brian Kalcic

Excel Consulting

Suite 720.T

225 S. Meramec Avenue
St. Louis, MO 63105

Mary McFall Hopper, Esquire
PECO Energy Sompany
§23-1

2301 Market Street
Philadelphia, PA 19103

Vickiren S. Aeshleman

Director, Regulatory Affairs

QST Energy, Inc.

Suite 300- 300 Hamilton Boulevard
Peoria, IL 6602

Gary A. Jeffries, Esquire

CNG Energy Services Corporation
One Park Ridge Center

P.O. Box 15746

Pittsburgh, PA 15244-0746

Mary Ann Ralls, Esquire

Duane, Morris & Heckscher, LLP
Suite 700, 1667 K. Street, N.'W.
Washington, D.C. 20006-1608

Keith M. Sappenfield, II

Director of Marketing Support
NorAm Energy Management, Inc.
P.O. Box 2628

Houston, TX 77252-2628

David Cruthirds, Esquire
Electric Clearinghouse, Inc.
Suite 5800 - 100 Louisiana
Houston, TX 77002-5050



john R. Orr, Esquire

Duke Energy Trading & Marketing, LLC

One Westchester Center
Suite 650

10777 Westheimer
Houston, TX 77042

Douglas F. John, Esquire
Gordon J. Smith, Esquire
John & Hengerer

Suite 600 - 1200 1 7th Street, N.W.

Washington, D.C. 20036-3006

Lawrence E. Moncrief, Esquire
1364 Silverton Avenue
Pittsburgh, PA 15206

Brian A. Rider, President
Pennsylvania Retailers’ Association
224 Pine Street

Harrisburg, PA 17101-1325

Kenneth Zielonis, Esquire

Stevens & Lee

Suite 310 - 208 North Third Street
P.O. Box 12090

Harrisburg, PA 17108-2090

Donald A. Kaplan, Esquire

Lisa M. Helpert, Esquire

Preston Gates Ellis & Rouvelas Meeds LLPP
Suite 500 - 1735 New York Avenue, N.W.
Washington, D.C. 20006-4759

John Wilson, Executive Director
Community Action Association of PA
222 Pine Street

Harrisburg, PA 17101
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Dugquesne Light ) Docket No. R-00974104
Company )

Please state your name, business address and position,
I am Dr. Robert B. Weisenmiller, Principal with the consulting firm of MRW and

Associates, Inc., 1999 Harrison Street, Suite 1440, Oakland, California 94612.

Please summarize your pertinent professional and educational experience. -

I have a Bachelor of Science from Providence College and a Ph.D. in Chemistry and
a Master of Science in Energy and Resources from the University of California at
Berkeley. During 1977-82, I was employed by the California Energy Commission
(“CEC”) where the last position I held was Director of the Commission’s Office of
Policy and Program Evaluation. Since leaving public service, I have been an energy
consultant. As part of my consulting practice, I have testified extensively before
state and federal agencies, on issues that include utility resource planning, marginal
costs, rate design and energy markets and energy regulation. 'Additional detail is

provided in Appendix A hereto.

On whose behalf are you appearing?
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My testimony is jointly sponsored by several organizations. Hospital Shared
Services (“HSS”) is a non-profit organization which offers group purchasing services
to voluntary, non-profit acute care hospitals. The areas HSS focuses on include: cost
reduction opportunities, improved management effectiveness, income opportunities,
and quality improvement. Administrative Resources Inc. (“AR_I”) provides similar
services to nursing homes, retirement communities, closed pharmacies, physician
group practices, clinics, surgery centers and managed care organizations. The
followng entities support the intervention of HSS and ARI:
Hospital Shared Services
Allegheny Health, Education and Research Foundation
Forbes Metropolitan Hospital
Forbes Nursing Center
Forbes Regional Hospital
Ohio Valley General Hospital
.South Hills Health System

Administrative Resources, Inc.

LGAR Health and Rehab Center
Vincention Home
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INTRODUCTION AND SUMMARY

Please summarize your analysis of Duquesne Light Company’s (“Duquesne”)
stranded cost claims and rate proposals in this case.

Duquesne has not demonstrated that it has any stranded costs now, nor has Duquesne
demonstrated that it will have any stranded costs as of January 1, 2006. In fact, by
Duquesne’s own belated admission, as of January 1, 2006, its estimated lstranded
costs may be a negative $233 million —- thus Duquesne admits that, as of January 1,
2006, the market value of its generation-related assets may exceed the remaining net
book by $233 million. That admission is. critical because it shows that Duguesne
fails the test that Duquesne itself stated it had to satisfy to be entitled to its rate
proposal in this case. Duguesne proposed to accelerate depreciation and amortization
of Duquesne’s generation and regulatory assets by $1.7 billion through 2005 and to
continue to charge Duquesne’s current rates, adjusted for an energy cost rate (“ECR”)
of 14.7mills/Kwh. Because Duquesne failed its own test, its requést to accelerate
depreciation and amortization should be denied; Duquesne’s rates should be reduced
to a level that is cost-justified without reliance upon accelerated depreciation and
amortization; and, Duquesne should be denied any recovery of stranded costs it may

claim to have.

Will you provide a brief summary of Duquesne’s stranded cost claim and its rate

proposal?
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Duguesne does not claim to be able to quantify with any degree of accuracy, or in
fact know what will be, its stranded costs as of January 1, 1999. Further, Duguesne
contends that it is not possible to predict long-term future market prices for electricity
with any degree of confidence. For instance, Duguesne’s President and Chief
E_xecutive Officer, David Marshall, testifies that “the uncertainty inherent in such
projections poses significant risks for both investors and consumers and cannot be
consistent with the known and measurable standard.” Marshall, Duquesne Statement
No. 1, at 14:12-14. Therefore, Duquesne’s position is that there needs to be a real

market valuation to establish stranded costs.

Notwithstanding that rhetoric, Duquesne’s stranded cost claim in this case and its rate
proposal rest exclusively on the very type of predictions of long-term future electric
prices that Duquesne criticizes. When Duquesne filed its application on August 1,
1997, Duquesne proposed to accelerate depreciation and amortization of its
generation and regulatory assets by $1.7 billion through 2005, but it claimed that
even with that accelerated depreciation and amortization, as of December 31, 2005,
it still would have $8 million to $582 million in remaining stranded costs. That $8
million to $582 million stranded cost claim was derived from a compartson of
Duquesne’s projected net book value of generation-related assets at the end of 2005
based upon a projection of the costs of operating those assets versus the net present
value of the revenues it projected it would earn based upon a projection of market
prices through up to 2026. Marshall, Duquesne Statement No. 1, at 13:14-18. The

4
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predictions of long-term future market prices were provided by Duquesne’s witness

Michael Schnitzer. The predictions of the long-term costs of operating these

generating assets are set forth in Duquesne Witness Clayton’s exhibits.

The fact that Duquesne is relying on the very t&pe of methodology that it criticizes
as flawed should serve as a basis alone to reject Duquesne’s claims and proposals in
this case. However, it is important to clearly and concisgly summarize the
ramifications vis-a-vis Duquesne’s rate proposal that flow from Duquesne’s reliance
on a prediction of long-term future electric generation prices to establish a range of

stranded cost estimates.

An integral part of Duquesne’s proposal to accelerate amortization and depreciation
by $1.7 billion is its request to be granted authority to continue to charge its current
rates. As support for that request, Duguesne claims that the accelerated amortization
and depreciation will be used to mitigate stranded costs. However, that claim begs
the question: does Duquesne, in fact, have any stranded costs to mitigate? If it has
no stranded éosts, the accelerated depreciation and amortimtion simply provides
Duquesne a way to provide artificial support for rates that would not otherwise be
cost-justified. That in turn means that Duguesne’s current rates are, or would be,
over recovering Duquesne’s costs. Therefore, a critical question is: has Duquesne
made the prima facie showing that it said it had to make to justify its request for
authorization to continue to charge its current rates? To make that showing,

5
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Dugquesne said it had to demonstrate two things: (1) that “excess earnings” under its
current rates would be used to mitigate stranded costs, and (2) that notwithstanding

that mitigation, Duquesne still would have stranded costs remaining in 2006.

As I noted before, Duquesne purported to make the latter showing by relying on
Mr. Schnitzer’s prediction of future market prices and Duqixesne’s calculation that
as of January 1, 2006, it would have $8 million to $582 million in remaining stranded
costs. However, in its August 1, 1997 appli;:ation, Duquesne overstated its
projection of embedded costs. As a consequence, it later acknowledged in response
to several interrogatories that it needed to change its stranded cost estimate.
Exhibit RBW-1. (Duquesne Supplemental Response to HSS-1-001, et al). It
admitted that instead of having a minimum of $8 million in stranded costs remaining
in 2006, its generation-related assets might instead have a positive market valulc of
$233 million. Thus, Duquesne does not meet its own standard for continued

collection of its current rates.

Did you undertake any independent analysis to determine whether Duquesne has any
stranded costs?

Yes. 1 examined a real market transaction to determine the market value of
Duquesne’s generation assets. | examined the value that Duquesne’s future merger
partner, Allegheny Power Systems (“APS”), sees in the market as reflected by its
purchase of Duquesne’s interest in the Ft. Martin plant, as well as market valuations

6
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® ®
made by Duquesne and Duquesne’s financial advisors in internal documents. Based
on the price a willing buyer paid a willing seller for the Ft. Martin unit, which is free
to sell power at unregulated prices, I determined that the market value of electric
generation is gr;:ater than the value of Duquesne’s net book generation assets.
Consequently, Duguesne has no stranded costs, or any right to collect amounts
attributable to stranded costs. Thus, its request to acceler;te depreciation and
amortization — which benefits only Duquesne by inappropriately propping up its cost

structure -- should be denied, and Duquesne should be required to reduce its rates.

What advice, provided to Duquesne by its financial advisors and referenced in your
last answer, do you have in mind?

In stark contrast to its claims here, as recently as November 1996, Duquesne received
detailed analyses from various financial advisors that the market value of its
generation assets could exceed net book value by up to $734 million. Many

previously non-public financial planning and valuation documents provided by

" Duquesne in discovery reveal a financial picture that is strikingly different from the

picture that Duquesne paints here, as described below,

With that preface, will you now describe the structure of your testimony?
Section II of my testimony discusses the policy challenges the Commission faces in

analyzing Duquesne’s request to recover claimed stranded costs.
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Section IIT contrasts Duquesne’s claims here with the fact that both Duquesne itself
and the financial community repeatedly concluded that the value of Duquesne’s
generation assets exceed Duguesne’s net book costs. That section also shows that the
studies understated the value of Duquesne’s gentiration assets when Duquesne’s sale
of its interest in Ft. Martin is considered. Section III also contains a discussion that
shows that the results of Duquesne’s June, 1997 Request for Proposal (“RFP”) do not
establish a valid measure of the retail market value of electric power in Duquesne’s

service territory.

Section IV shows that Duquesne failed to make a prima facie showing that it is

entitled to continue to charge its current rates. Section IV also shows that
Duquesne’s capital additions since its last base rate case in 1986 may not be just and

reasonable. Section IV further shows that Duquesne’s projections of capital

" additions and O&M expenses are inflated.

Section V shows that Duquesne has failed to undertake a number of measures to

substantially mitigate whatever stranded costs it might have.

Section VI shows that Duquesne exaggerated its claimed amounts of regulatory

assets and transition costs to the tune of hundreds of millions of dollars.
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Section VII shows that Duquesne inflated its claimed stranded costs by utilizing
unreasonable approaches and assumptions to reduce predictions of future market

prices to artificially low levels.

Section VIII demonstrates that Duquesne’s ostensible consurmner protection features,
such as the proposed mechanisms to trigger an early end to Duquesne’s accelerated
depreciation and collection of competitive transition charges (“CTC”), provide no

protection whatever and could detrimentally impact ratepayers. .

Section IX discusses alternatives Duquesne could use if it believes that it has
stranded cost exposure; namely, sale of its generation assets in the open market to
establish a known and measurable level of stranded costs. If notwithstanding
Duquesne’s criticism of computer-generated predictions of long-term future market
prices, it is permitted to recover stranded costs based upon those price predictions,
the risks associated with Duquesne’s price predictions and the assumptions on which
they are based should be placed on Duquesne, not its customers. If Duquesne is
allowed to.recover computer-predicted stranded costs, it also would be required
() throughout the forecast period to offer its power
output at the market-clearing price established by Mr.
Schnitzer’s price predictions to those customers who
already have paid Duquesne stranded costs; and
(iy  for stranded cost over-collections to compensate
customers at a 14.78% interest rate reflecting
Duquesne’s average anticipated return on common

equity for 1997-2001.
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Further, because Duquesne failed to satisfy its own test for authorization to continue

to charge its current rates, Duquesne should be directed to reduce its current rates.

Section X compares Duguesne’s projected prices to power market expectations from

a variety of sources and concludes that Duquesne’s projections are particularly

unrealistic.

DUQUESNE’S INCONSISTENT STATEMENTS PRESENT SIGNIFICANT
POLICY CHALLENGES

What are the chief policy challenges the Commission faces in these restructuring

" proceedings?

There are at least three:

1. How to induce utilities to realistically estimate stranded costs;

2. How to induce utilities to reduce stranded costs going forward and convey
those benefits to ratepayers; and

3. How to promote competition in the future so that consmﬂers will indeed reap

the benefits that are supposed to result from their payment of stranded costs.

Addressing the first policy challenge you identified, can you state whether Duquesne
has an incentive to inflate stranded cost claims?

Yes, it does. This proceeding is an excellent example of that incentive at work. The
greater Duquesne’s stranded costs, the greater the amount of money Duquesne can

10
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recover on a non-bypassable, non-competitive basis from ratepayers. Further,

inflation of the stranded cost claims benefits Duquesne’s shareholders by:

1. Accelerating the return of, and receipt of return on, shareholder investment;
2. Delaying the day when effective competition benefits Duquesne’s customers;
3 Reducing the Company’s future cost of generating electricity, thereby

increasing the Company’s competitiveness relative to alternate suppliers that
might want to enter the market and/or increasing the amount that
shareholders will eam when competition, not regulated rates based on that
Company’s historic cost levels, establishes the price of generated electricity

in the restructured industxjy.

Is it important to incent utilities to realistically estimate stranded costs?

Yes. Excessive stranded cost claims will delay the availability of benefits envisioned
to flow from competition. So long as utilities’ customers pay stranded costs in
addition to the price of electricity as a stand-alone commodity, their potential costs
savings are marginal, at best. As a consequence, effective competition will not start
until stranded cost recovery is completed. Delay in the date of effective competition
has broad negative consequences, such as impeding job growth in the
Commonwealth because businesses forced to bear stranded costs over longer periods

will have less to invest and less to spend on payroll.

11
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Further, over-compensating the utility will reduce the utility’s cost of generating
electricity below the market clearing level after the transition period is over. In turn
that will disadvantage other, non-subsidized power merchants in the new market

environment, to the benefit of utility shareholders.

Won’t ratepayers benefit if Duquesne reduces its cost of generating a kilowatt of
electricity below market clearing levels .during or after the end of the transition
period? |

Not necessarily. In the new generation market, the market sets the price of generated
electricity, rather than a regulator designing rates based upon the particular costs
ekperienced by a single utility. When the market sets the price, the company with
a cost of generating electricity below the market price retains the difference to benefit

its shareholders. Customers do not see a commensurate benefit.

Why is the second policy challenge, namely to induce strandcd cost mitigation to the
maximum possible extent, important?

The utility has the ability to mitigate su'an;lcd costs going forward. If ratepayers are
being asked to pick up .thc tab, they are entitled to a mechanism that promotes the

most aggressive cost containment steps possible.

Why is the third policy challenge, namely promoting effective competition in the
future, important?

12
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The theoretical justification for the deregulation of electric generation rates is that

vigorous competition is the most effective means of reducing prices. However, for

the market to discipline electric prices, there must be effective competition.

Do you think that approval of Duquesne’s application, as filed, will promote
competition?
No. I believe that Duguesne’s proposal will thwart competition and impede the very

purpose of the Act, i.e., to provide customer choice.

As I just described, when Duquesne reduces its future cost su-uc;nlre by maximizing
near-term stranded cost recoveries, it can, in effect, place itself in a supra-
competitive position when real competition begins in the post-transition period. As
a consequence, it will be difficult for new suppliers to enter the market and
meaningfully compete with Duquesne for market share. That is precisely the result
that will occur under Duquesne’s proposal. If Duquesne’s proposal is accepted,
Dugquesne will accelerate recovery of $1.7 billion, reduce the total cost of pbwcr
supplies it owns or controls below market-clearing prices, and retain ownership of
such assets (having artificially low costs) when the generation market is supposed to
be opened to competition. Those consequences would result from one significant
factor, i.e., that Duguesne would obtain recovery of $1.7 billion that Duquesne has

not justified. Therefore, approval of Duquesne’s application, as filed, will result in

13
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Duquesne’s recovery of costs to which Duquesne is not entitled and will delay

substantially the day when Duquesne’s customers benefit from competition.

DUQUESNE HAS NO STRANDED COSTS

What is Duquesne’s estimate of the stranded costs it will e:‘(perience as of January 1,
1998?

As I previously indicated, Duquesne has not provided one. In fact, according to -
Duquesne, the “Company has not quantified a present value of stranded costs as of
January 1, 1998." Exhibit RBW-2. Instead, Duquesne Witness Clayton would prefer
that any calculation of stranded costs be delayed until mid-2003. Clayton, Duquesne

Statement 2, p. 28:16-20.

Does Duquesne estimate stranded costs at all?

" Duquesne’s originally filed case claimed that as of January 1, 2006, it would still

have stranded costs ranging from $8 million to $582 million. However, on
October 16, 1997, Duquesne notified participants that correcting for a series of errors
in the calculations incorporated into the oﬁéindly filed case, Duquesne might not
have stranded costs at all on January 1, 2006, but instead might enjoy a positive

benefit of as much as $233 million. See Exhibit RBW-1 (8 page supplement).

Nonetheless, Duquesne claims that it will not be able to recover in a competitive
market costs of between $1.549 billion and $2.205 billion, reflecting the adjustments

contained in its October 16, 1997 notice.
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A.  Dugquesne’s Claim For Stranded Costs Is Refuted By Its Own And Its
Financial Advisors’ Assessments Of The Value of Duguesne’s
Generation Plants

Is that claim consistent with Duquesne internal studies, presentations to Duquesne

by investment bankers, and reports by Duquesne’s consultants?

No. Documents that constitute those studies, presentations and reports were

produced by Duquesne to HSS/ARI in discovery. Those materials show that

Duquesne’s generation facilities could be worth hundreds of millions of dollars more

than the Duquesne is willing to admit when it demands stranded cost recovery from

its ratepayers.

How does Duquesne assess the value of its generation assets for purposes other than
claiming stranded costs from its customers?

Duquesne reviewed various scenarios involving the possible sale of its generating
assets in a 70 page study. Duquesne concluded that the“[s]ale of generating assets
can add between $500-$750 million in after tax cash for investing,” and that
“deferring tax [consequences) could double those amounts.” Particularly, according
to Duquesne the“[s]ale of [the] Cheswick and Elrama [@ts] shows strong

economics.” Exhibit RBW-3, at 12.

Can you detail some of the study’s specific results?

15
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Yes. The study concluded that selling just the Cheswick and Elrama units would
yield “purchase premiums” of $160 miilion in a base case scenario, $335 million if
power sales were to be increased, and $460 million if sales increased and O&M costs
were reduced by one-third. Earnings per share in Duquesne’s study would increase
by nearly 50% annually by 2003 compared to a business-as-usual approach. Exhibit

RBW-3, at 8.

Did the Company assess the value of all of its fossil generation assets under these
scenarios?

Yes. It calculated that it might capture a “purchase premium” of more than $730

"million in addition to net book value on the plants. Exhibit RBW-3, at 10.

Please describe how Duquesne determined the “purchase premiums.”

Dugquesne presumed a number of circumstances. First, the Company projected that
property tax, income tax and interest rates would remain static. Duquesne assumed
that it would purchase the plants’ output for ten years (starting in 1995, the year of
the study) at prices that covered the revenue requirements of the plants. Of course,
under Duquesne’s proposal in this case, the plants’ revenue requirements are more
than covered. The calculations presumed a static cost of capital at 8.55% for the
plants, compared t0 Duquesne’s current overall cost of capital of 10.94%. The study

further presumed post-2005 sales at $.04/Kwh.

16
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What presumptions were incorporated into the increased sales scenario?

Dugquesne presumed that additional output would be sold at $.025/Kwh for the first
ten years of the projection, and at $.04/Kwh thereafter. In fact, Duquesne Witness
Schnitzer estimated the ceiling price in the year 2006 in the range of $34-$44/MWh,
or 3.4 1o 4.4¢/Kwh. See Statement No. 3 (Schnitzer) at p. 27:7-13. In Duquesne’s
study, the benefits of the increased revenues resulting from the increased sales were

“used to increase [the] plant purchase price.”

What circumstances were changed for the reduced O&M scenaric in Duquesne’s
valuation of its plants?

Labor costs were reduced by 33%% and the benefit was used to “increase [the] plant
purchase price.” (In fact, Duquesne’s own consultants indicated that simply bringing
the Company’s performance up to the industry’s “best practices [would] reduce total

personnel by 45%.” Exhibit RBW-4 (typeface changed from original)).

Have Duquesne’s consultants conducted valuation studies of Duquesne’s generation
assets?
Yes. They too have calculated that Duquesne’s generating assets may be worth

hundreds of millions of dollars in excess of net book value.
Please describe the calculations of Duquesne’s consuitants.

17
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A.

Duquesne consultants Metzler & Associates perforrhed an asset valuation using,
among other things, Duquesne’s “fuel price projections.” Three scenarios for power
prices were outlined:
. a “Worst Case” with prices at $18-20/MWh (which is at or
above the price Duquesne claims in its filing with the
Commission is the current market clearing price, see
Statement 3, p. 27:7-13);
. a “Most Likely Case” starting at $27/MWh, rsing to
$35/MWh in 2005 (consistent with Duquesne’s own resource
plan); and -
. a “Best Case” starting at $35/MWh using a levelized forecast.
Exhibit RBW-5, at 2.
Under the foregoing scenarios, Cheswick’s value ranged as high as $225 million, and
Elrama’s, as high as $150 million. The study was dated July 15, 1996. Exhibit

RBW-6.

Did Metzler & Associates subsequently perform additional valuations of the
Duquesne generating assets?

Yes. In an August 1996 study, Metzler again conducted a valuation study.
According to that study, based upon “comparable valuations,” the value of Cheswick
could reach $264 million (book value: $120 million); Elrama $224 million (book
value: $100 million); Brunot Island $112 million (book valﬁe $26 million); and
Phillips, $140 million. Exhibit RBW-7 at 3 and Statement No. 1, Testimony of

Donald J. Clayton, Exh. DJC-3 at 32-38.
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Did Duquesne’s consiiltants have general observations about the benefits of
divestiture?

Yes. Inthe August 5, 1996 study, Metzler noted that a third party sale of generation
assets presented the“[pJotential to receive [a] better price.” Exhibit RBW-7, at 4. In
August 1996, materials Metzler noted that divestiture presented a “[hligher
probability of achieving price{s] above book value.” Exhibit RBW-8, at 4. Similarly,
Metzler observed that the sale of Duquesne’s generating assets in a separate “Genco”
unit “provides the strategic investor with a much more robust market presence.” Id
at 5. According to the report,“[p]roceeds of an asset sale can be used to offset

nuclear stranded costs with or without a GENCQ,” Id. at 6.

Is there a general trend that you can detect in the Metzler materials?

Yes. As the outlines of the Pennsylvania legislation became clearer, Duquesne’s
consultants attempted to hedge any potentially favorable valuati-on of the generation
assets with disclaimers, presumably so that if Duquesne intended to claim enormous
stranded costs, the consultants’ reports could be marginalized or the positive

valuation results dismissed.
Is Duquesne’s claim for fossil generating plants stranded costs in 2005 of over

$152.4 of net present value consistent with even the pessimistic cast placed on

valuation by its consultants?
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No. The consultants suggested at one point that the “net value of all {fossil
generating] assets is slightly below book value.” Exhibit RBW-9, at 3. However,
they also noted that Duquesne’s fossil “‘generating {capacity] is a viable business with
stranded cost mitigation,” based on the belief that as an independent, non-regulated
generating company, it “addresses remaining stranded costs with cost structure

improvements.”

What was the maximum valuation of the Duquesne generation assets made by the
Duquesne consultants?

The Metzler firm indicated that the value of just four of the generating facilities could
exceed depreciated net book value by more than $657 million. Exhibit RBW-9, at

4.

* Are the investment bankers’ evaluations of Duquesne’s generation assets consistent

with those of the consultants?

They show even higher market valuations.

Please explain.
Less than a year ago, and after the Metzler studies described above, the investment
banking firm CS First Boston presented Duquesne with a detailed 130 page study of

five of Duquesne’s generation units. The units were depicted with market values of
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between $827 million and $1.184 billion, exceeding net book values by $377 million

to $734 million.

The following table summarizes the CS First Boston results.

Table I1I-1-CS First Boston Valuation

Purchase
Premium
: Net Book High Value Low Value Over Book
Plant (millions/$) (millions/$) (millions/$) (millions/$)
Cheswick 119 368 266 147-249
Elrama 98 231 165 67-133
Sammis 53 101 74 21-48
Eastlake 43 114 . 84 41-71
Mansfield 137 370 238 101-233
Total 450 1184 827 ) 377-734

Q.

Can you describe projected net income streams from the plants contained in the
study?

For the period 1997-2006, CS First Boston’s study explored a scenario in which net
income increases for the Cheswick plant by more than 270%, for Sammis by more
than 170%, for Eastlake by more than 245%, for Mansfield by more than 1100%, and
for Elrama by nearly 3000%. That projected revenue stream casts in an entirely
new light Duquesne’s claim here that 2006 would be the earliest that Duquesne could
extinguish claimed stranded costs. Excerpts of the CS First Boston report to

Duquesne are contained in my Exhibit RBW-10.
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B. APS’ Acquisition of ‘Duq.llesne’s Interest in Ft. Martin Establishes that
Duquesne Has Inflated Its Claimed Stranded Costs

Are there other measures of value that demonstrate that Duquesne’s estimation of
stranded costs is inflated?

Yes. Duquesne’s sale of its interest in the Ft. Martin plant provides a real market
valuation of generation assets that can serve Duquesne’s service territory. The
economics of that transaction are fully consistent with Duquesne’s internal studies,
reports of its consultants and advice from its financial advisors except that the price
paid for Duquesne’s share of the Ft. Martin plant was even greater than the gains

projected on the sales of Duquesne’s remaining assets by the sources described in

Part [ILA.

Please describe the assets involved in the Fort Martin transaction.

Duquesne sold a 50% undivided interest in Unit No. 1 of the Fort Martin Power
station to AYP Capital, Inc. (“AYP™), an unregulated subsid_iary of Duquesne’s
future merger partner, Allegheny Power System, Inc. (“APS”) for $169 million. That
price was more than four times the net book value of $37 million. Ft. Martin is a
steam electric generating unit located on the Monongahela River in Maidsville, West
Virginia. Duquesne’s share of Unit No. 1, which is operated by Monongahela Power
Company, another subsidiary of APS, has a summer rating of 276 MW, so- AYP paid

over $612/kW. This transaction included the related fuel and materials and supplies
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inventories, along with the associated Operating and Transmission Agreements. It

closed after receipt of regulatory approval effective May 23, 1996.

Is this transaction a good measure of the value of generating capacity in this region?
Yes, it should be, given that it was freely negotiated between two sophisticated
parties. As the operator and part-owner of Fort Martin, APS obviously was very
well positioned to fully judge the value of the facility. Given the magnitude of the

transaction, APS must have been relatively comfortable with this investment.

Q. What was the basis for AYP investment in this facility?
A. West Penn provided a May 3, 1996 letter from New Harbor Incorporated (the broker
of the deal for the buyer) and a projection of electric prices for the ECAR submarket
that was performed by R. J. Rudden Associates, Inc. using the RJRA Electric Power
Market Model. Those projections are presented in Table III-2.
Table 111-2. Power Prices underlying AYP purchase of Fort Martin'
Year 1999 20060 2001 2002 2003 2004 2005
Price($/MWh) 345 373 40.2 434 49.3 50.5 54.4
'Assuming inflation of 2.2% for 1994 through 1997, and RJRA’s 3% value thereafter.
Q. How do those price projections compare to the price projections that Duquesne relies

upon to determine that it still will have remaining stranded costs in 20067
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Duquesne does not expressly purport to set forth comparable price projections.
However, Mr. Schnitzer’s Exhibit MMS-4 which serves as the basis for his and
Duguesne’s claimed market value in 2006, sets forth price projections based upon the
results of Duquesne’s RFP, as recalculated by Mr. Schnitzer. Schnitzer, Duquesne

Statement No. 3, at 34:13-20. Those price projections are as follows:

Table ITI-3: Power Prices Calculated by Duquesne Witness Schaitzer

Year 1999 2000 2001 2002 2003 2004 2005

Price($/MWh) 18.7 19.7 20.8 219 23.1 243 25.6

Given. that those are the implicit price projections Mr. Schnitzer used to establish
market value as of 2006, it is not surprising that Duquesne has claimed remaining
stranded costs as measured against those predicted prices. However, when Mr.
Schnitzer’s price projections are compared to the price projections that served as the
basis for APS’ purchase of Duquesne’s interest in Ft. Martin, it is clear that
Duquesne has substantially understated the projected market value of electric
generation. Further, the fact that Mr. Schnitzer’s calculations were based upon the
results of Duquesne’s RFP does not provide any greater degree of reliability to his

price projections.

C. Duquesne’s RFP Results Are Highly Misleading
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Before you explain why the results of the RFP are unreliable, will you explain how
Duquesne relies on the RFP for its stranded cost claim?
Duquesne actually relies on the RFP results in two ways. First, as | just discussed,
the RFP results serve as the basis for Mr. Schnitzer’s 1999 to 2005 price prediction.
Therefore, the RFP results form the basis for Duquesne’s claim that it might have

stranded costs in 2006.

Second, Duquesne proposes to use an annual solicitation to set each year’s CTC until
at least 2003. Presumably, Duquesne intends to conduct those solicitations in a
manner similar if not identical, to the way in which it conducted the RFP. Therefore,
if the RFP results in an artificially low price, that would have the two-fold effect of
increasing Duguesne’s stranded costs and setting a target price against which
alternate suppliers could not realistically compete. As a result, it is important to
understand why Duquesne’s 1997 RFP results are a distorted measure of real market

value for electric generation in Duquesne’s service territory.

Will you describe Duquesne’s RFP?

According to Duquesne’s testimony, Duquesne issued the FFP in June 1997.
Duquesne offered to sell in a wholesale transaction a minimum of 50 MWs of firm
power for a one-year period and a minimum of 100 MWs (with a maximum of 500
MW) of fim power for an eight-year period commencing on January 1, 1998,
Duquesne stated that it received five bids for the one-year séle and eleven bids on the
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eight-year sale. Contracts were executed with two entities for a total sale of 50 MWs
for one year, and with one entity for a sale of 100 MWs for the eight year period.
The weighted average price for the one-year sale was $18.16/MWh and the winning
bid for the eight year sale was $20.19/MWh on a “nominal” levelized basis. The

agreements for these power sales were executed during July and August 1997,

Why does Duquesne’s approach under-estimate the market clearing price?

My conclusion is based on the following: (i) because of its design, the RFP results
reflect the value of incremental energy at a power plant within the Duguesne control
area only, as opposed to the market clearing price within the region as a whole, and
therefore do not adequately represent the impact of future supply/demand dynamics
in the region, nor do they reflect power prices outside of its service territory, (ii) the

terms and conditions of the solicitation were prescriptive and diminished value to

 potential buyers, (iii) bidders were provided no assurances that they would be able

to purchase firm transmission rights on Duquesne’s system or from Duquesne’s
system to their loads, (iv) the solicitation was for energy only (i.e., prices bid did not
reflect the cost of transmitting power or any n;eccssary ancillary services), and (v) the
contract had a take-or-pay provision at a relatively high capacity factor, which could
have resulted in a fairly high delivered price in the absence of firm transmission
rights. Each factor would work towards depressing bid prices, thereby understating

the price for power.
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‘Design Flaws

How was the design of the RFP flawed?

First, I do not believe the prices resulting from a 50 MW annual auction are reflective
of the value the market as a whole will place on energy in 1998 or in the years
through 2005. The Duquesne RFP at best tested the market in 1997 for incremental
quantities of firm power delivered within the Duquesne system, which wa;‘, a fairly
shallow market for wholesale power. For example, a solicitation for 50 MWs (or
even 500 MWs) is for a small quantity of power relative to a solicitation for all the
power needs of Duquesne, the Western i’cnnsyiwmia region, or the PJM and/or
ECAR regions as a whole. (For example, 50 MW represents only 2% of peak
demand in Duquesne’s service territory, and 0.05% in ECAR). Generally, when
economists draw supply/demand curves, they expect the price to increase as the

purchased quantity is increased all else being equal.

At best, the RFP measures the incremental generating costs of incremental output
from existing generation that has ailready been committed, similar to the system
lambdas. These incremental costs do not include any “start-up,”or “no load,”variable

O&M costs, much less any of the “to go™ or “going forward” costs, such as fixed

-~ O&M costs, capital additions or fixed fuel costs. In Duquesne’s terminology of these

type of incremental costs do not include “to go” costs. Beyond these types of
variable costs, the total costs of these assets include return on and of equity. In fact,

Duquesne’s President and CEQ stated:

27



~] G B WD

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

235

If bid process accurat-ely refiect sellers’ costs, all suppliers’

would at least recover their out-of-pocket costs and most

would receive some contribution to capital recovery. With

many sellers, the resulting market clearing price provides for

an efficient alltocation of resources in that hour.
Dr. Weisenmiller, please explain these various types or levels of generating costs?
Exhibit RBW-11 illustrates these concepts for the Duquesne system. Duquesne has
testified that its unbundled foral costs of generation are over 60 $/MWh, where the
total costs include essentially sunk costs (e.g., the return on and return of equity in
the plant) and expected variable costs. Duquesne has also estimated its “fo go” or
“going forward” costs for these generating units, see Exhibit RBW-12, as between
23.3 $/MWh and 35.9 $/MWh on a 5 year levelized basis. “Going fbrward" costs are
those costs that Duquesne will have to incur to continue operating the plants (e.g.,
fuel, labor, more capital additions, etc.) Finally, the “system lambda” reflects the
incremental costs to operate the marginal plant on the Duquesne system to produce“ i
a small quantity of additional power, which is typically the incremental fuel charge.

For example, Duquesne’s system lambda at 75% capacity factor was approximately

$18/MWh in 1996. See Exh. RBW-13,

Please explain the role of these various types of costs in competitive markets?

First, no one would commit to buy or build a power plant unless they believed the
market for power was above their total generating costs. In terms of existing assets,
even if a firm had totally written off all of its sunk costs (which Duquesne has not
proposed), it would not typically sell unlimited quantities of a product for 22 $MWh
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(levelized over 5 years), whose costs to produce (i.e., “to go™) range between 23.3
and 35.9 $/MWh (on a similar levelized over 5 years basis). Generally, in a
competitive market a firm only would commit to sales at prices at least covering its
‘10 go” costs. The only way such an arrangement nor covering “to go” costs might
make economic sense is if someone was already paying over $60/MWh for large
quantities of the product, so there can be a “fire sale” on the surplus products.
Alternatively, a firm might find reasons to engage in some form of “predatory

pricing” to achieve a strategic advantage relative to its competition.

What would be the long-term impact of an 18 $/MWh market clearing price?

There are not many power plants with “to go” costs as low as 18 $/MWh, so that
even after writing off all their sunk costs, the owners of these assets would have to
decide how long to operate at 2 loss. Plants with higher operating costs would be
shut-down, which would reduce excess capacity and drive the market towards
equilibrium. As supply contracts, the market price will increase to a level high
enough too attract either operation of the shut-in units or construction of new
capacity which will seek to cover not only incremental costs, but also fixed O&M

and capital investments. This will effectively push up market prices.

When would sales occur at incremental costs or the system lambda values?

In competitive and economically rational markets, most firms typically do not sell

" unlimited quantities of a product for 18 $/MWh that cost them significantly more to
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produce on.a “going forward” basis. Instead, firms would make incremental sales

at prices close to their incremental costs, when such sales did not undermine their

longer-term and more profitable sales opportunities.

Limited Terms and Conditions

How would a strategic bidder view an annual auction of 50 MW?

Power marketers hedge their contracts by developing similar procurement and supply
obligations. Bidders would only be interested in .thc auction if they required either
one year or eight years of power starting in 1998. Under Duguesne’s inflexible terms,
they could not bid for say 5 years of power starting in 2002. Given the take-or-pay
commitment, bidders were limited to parties requiring more or less baseload powclar.
Similarly, the limitation of bidding for a constant power level in the longer-term RFP
would have little attractiveness to any party that expected to have increasing (or
decreasing) needs for power over time. Finally, power delivery was limited to the
Duquesne busbar. All of these limitations would tend to either reduce the number

of potential buyers and/or reduce the price bid by potential buyers.

Moreover, in competitive market_s, merchants do not set terms and conditiops ona
“take it or leave it” basis. Instead, merchants take pains to maximize flexibility of
service or to customize service to capture premiums or gain a competitive edge over
competitors. But Duquesne’s RFP process was at the other end of the customer
service/competition spectrum, with the predictable result of diminished value. Ina
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competitive market, sellers try to experiment and change to fit the needs of the buyer,
rather than vice versa. As [ discussed above, sales in the market not encumbered
with inflexible terms reducing buyers’ options and value, reveal prices that are much
higher than received for Duquesne’s dump wholesale - for instance, consider the

Fort Martin capacity sale.

Do you have evidence that supports your assertion that Duquesne’s proposed terms
were inflexible and that the inflexibility affected the bidding process?

Yes. Duquesne responded to frequently aéked questions in the course of conductiné
its RFP. One question was: “Would bids which deviate from the bid floor price,
length of purchase, or other terms and conditions specified in the RFP be
considered?” Duquesne’s answer to that question was: “No . . . .” Exh. RBW-14.
Moreover, to the extent a bid varied fromi Duquesne’s set terms and conditions,
Duquesne did not accept the bid, regardless of its terms. For instance, one term of a
bid was that facsimiles would not be accepted. Based on that term, Duéuesne
rejected a bid that was hand-delivered and otherwise received on a timely basis, but
was a facsimile. /d That bid for the one-year term was $20.00/MWh or $1.84/MWh
higher than the weighted average of the two bids Duquesne accepted. Exh. RBW-15
(60235). Further, the bid submitted by that party for the eight-year sales arrangement
was higher on a net present value basis that the bid Duguesne accepted regarding the

longer-term sales arrangement. As a result, it is evident that Duquesne’s inflexibility
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extended to terms that were designed to discourage bids, particularly those that might

have set forth a price that was higher than fit Duquesne’s design.

Transmission Limitations

Could you please explain your third concemn?

Yes. Page two of the solicitation flatly wamned potential bidders that Duquesne “is
not responsible for procuring the necessary transmission and ancillary services on
Duquesne’s transmission system to resell the power . . . .” (Statement No. 7, Exh.
RAI-4, page 2 of 54.) In his testimony, Duquesne Witness Irvin reiterates this point
(Statement No. 7, page 11): “Under the RFP, purchasers were required to secure
transmission service over the Duquesne transmission system. Therefore, the bid
prices that Duquesne solicited relate solely to the value of Duquesne’s firm power

at the generating station, not the cost of delivering that power (e.g., transmission

' charges).”

Under the terms and conditions of the RFP, the bidder is essentially taking service
at the Duquesne busbar. Therefore, the price &ocs not reflect the cost of transmission
access and required ancillary services such as losses and scheduling. As a result, the
bidder would need to purchase transmission under Duquesne’s open access tariff,
including ancillary services, as well as any transmission access in place in the
control areas into/through which this power is being delivered. For example, if a
Buyer were to bid 19 $/MWh for power in 1999, but then had to pay an effective
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transmission rate of at least 2.2 $/MWh (with a 100% load factor, as proposed in
Schedule 7 of Duquesne’s Open Access Compliance Tariff Filing plus an ancillary

service charge for losses (which Section 15.7 indicates is .9%), the effective value

of the power at the Duquesne border would be in excess of 21.1 $/MWh.

Regardless of the value of power at the point of delivery, doesn’t the RFP détennine
the market clearing price within Duquesne’s service territory? ‘

No. The RFPs were for wholesale, not retail, transactions. Power at Duguesne’s
busbar is only valuable to independent r'nerchants within the Duquesne service
territory after restructuring has occurred and a competitive market exists for
Duquesne’s current retail customers. Anyone who bid m these RFPs to buy power
from Duguesne for these retail markets would be incurring the “take or pay” charges
for firm power without any assurance that the retail market could be contested (given

Duquesne’s high stranded cost claims).

Transmission From The Duquesne Border

Given FERC’s Order 888 and other restructuring initiatives, would transmission
access still be a concern to anyone responding to the Duquesne RFP?

At one time GPU felt that it had to build a transmission line to move power on a firm
basis from Duquesne to its service territory. FERC Order 888 has generally
established the requirement that transmission access be provided on a “comparable
service” basis. However, the precise availability, terms and conditions of such
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transmission access still is uncertain. For example, the precise availability, terms and

conditions for transmission access, as well as its availability, throughout the PIM and

ECAR, Independent System Operator (“ISO™) are still very unsettled.

Indeed, an ECAR-wide or PJM-wide ISO is far from being implemented. Several
of the-utilities in ECAR object to joining an ECAR-wide ISO. This reluctance has
worked to depress the value of any power sold pursuant to the Duque;;ne RFP. In
order to move power from Duquesne to points west, it must move through at least
one of these control areas. An entity moving power out of Duquesne’s system

therefore would need to pay for not only transmission across the Dilquesne system,

but also across the systems of these entities. As a result, a bidder looking to move

power from Duquesne’s control area to a point several control areas away would

need to secure transmission contracts with each control area operator.

Can you estimate the resulting costs?

Yes. Bidders would have to be prepared to pay “pancaked” transmission access
charges to Duquesne and to all involved control areas. This would add additional cost
and uncertainty, effectively depressing the bid price. Mr. Marshall, Duquesne’s
President and CEQ, discussed this very problem in his testimony in favor of a
POOLCO model. His methodology for quantifying transmission charges, and the
effect on delivery prices, demonstrates precisely why Duquesne’s RFP resulted in
depressed bid prices. For example, to be conservative we can use the estimate of a
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witness sponsored by West Penn in its restructuring proceeding, Howard Pifer, of
$2/MWh for transmission access across each contro! area and ;.he Marshall estimate
of 3% losses. West Penn Power Co., Docket No. R-00973981, Testimony of Hoard
W. Pifer III, Statement No. 6, p. 10 and Exh. RBW-16. If a bidder had to cross

through a single control area outside Duqguesne, its delivered price for 19 $/MWh

- power in 1999 would be 23.8 $/MWh, while transmitting across two control areas

would be 26.5 $/MWHh, and three would be 29.3 $/MWh. Thc-se values are similar
to Mr. Marshall’s observation that PJIM and ECAR’s refusal to provide a truly
comparable transmission service to Duquesne raised the effective transmission
service charge to potential marke;s by about 9 SIMWh, which would convert 21.1

$/MWh into 30.1 $/MWh delivered.

Does FERC Order 888 assure transmission access if a buyer is willing to pay the

~ appropriate tarift?

No. The physical availability of transmission capacity has not necessarily changed
because of these regulatory initiatives. Moreover, Duquesne itself indicated that firm
transmission is difficult to acquire, particularly for loads moving west to east:
“Dugquesne was unable to market long-term capacity to buyers in PIM because of the
uncertainty of transmission dclivery.” See Exh. RBW-16. These uncertainties would
either depress bid prices or discourage bids in Duquesne’s RFPs for power delivered

within Duquesne.
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Further, given that capacity is constrained on lines moving west to east, a bidder on
a “take or pay” contract hoping to move power from ECAR to PJM would bid down
the price to account for this uncertainty and risk. Moreover, transmission access
pricing for a PJM ISO has been controversial, which adds regulatory uncertainty to
the pricing issues. Because the “take-or-pay” contract provision places a premium
on predictable access and costs, a purchaser looking to serve load in PM would have
to bid at a level that would recognize these risks, unless it already had sufficient
transmission capacity under contract. In any evént, this circumstance would both

limit the bidder pool and the price any entity would bid.

Take-or-Pay Implications

How does the fact that the contract has a “take or pay” provision interact with the
issue of reliance on as available transmission capacity ?

A “take-or-pay” provisicn in a contract requires that the purchaser pay for the power
whether or not it takes delivery of the power. Purchasers view this as an additional
risk they must incur and therefore would bid down the price. A winning bidder has
effectively committed to 75% of the winning bid price regardiess of how x'nuch
power could be delivered to their market. For example, if a bidder agreed to pay $19/
MWh with a 75% take or pay, but only expected to be able to deliver the power 50%
of the time, the resulting effective price of the power would be i8.5 $/MWh (before
transmission and ancillary service charges); effectuating delivery 66.6% of the time
would translate into 21.4 $/MWh (before transmission and ancillary service charges).
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Combining this “take-or-pay” factor consideration with transmission charges and
assuming Duquesne effectively removes the impact of the “take-or-pay” charges for
interruptions within it transmission system, a 66.6% predicted availability would
result in 26.8 $/MWh after wheeling across one control area, 29.8 3/MWh for across

two control areas, and 33.3 $/MWh for across three control areas.

Is Duquesne’s 75% “take-or-pay™ requirement consistent with maximizing bidders’
interest?

No. One set of examples has been furnished by West Penn’s unregulated affiliate.
The affiliate indicated that it had submitted bids in response to RFPs which involved
significant flexibility in terms of the capacity bid. In one instance, the bid involved
10-30 MW; another 15-22 MW, another “up to 75 MW;”a fourth varied from 7 MW
one year to 18 MW the next; another, 17 MW one year and 71 MW the next. Exhibit
RBW-17. Of course, the fluctuations in capacity involved in such RFPs far exceed
the range that could be accommodated by Duquesne’s 75% take-or-pay requirement

or the requirement of a uniform MW bid for all eight years.

Are there other constraints on the value that would be realized by Duquesne’s RFP
in 19977
Yes. Other utilities may not allow retail access contemporaneously (thereby reducing

potential markets for the electricity that Duquesne offered and will offer for sale).
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Moreover, utilities may be motivated to use the depressed price to claim artificially

high stranded costs which preclude effective competition.

What is your conclusion about the results of the Duquesne solicitation and its
usefulness in terms of establishing retail market value?

Duquesne ran a solicitation for energy only. The value of power in these solicitations
was limited by both the design and the terms and conditions of the solicitation. For

example, the resulting price is for power at a Duquesne busbar. Any purchaser

would develop their bid by estimating the value of power for specific applications in

specific markets and then incorporate a variety of factors to netback to a bid price to

Duquesne. Some of these factors are the costs of transmission service and any

associated ancillary services. Other factors are the accessibility of firm transmission

capacity between the Duquesne busbar and the ultimate market relative to the “take-

' or-pay” commitment level. The total value of the delivered power is equal to the cost

of the expected delivered energy plus the cost associated with transmitting that power
to a delivery point and the ancillary services necessary to support the transaction.
Using this energy cost as the proxy for market. clearing prices in ECAR is, therefore,
incorrect. Duquesne is located at one end of ECAR. It would be incorrect to assume
that the clearing price in the Duquesne service territory is equivalent to the clearing

price in all of ECAR or PJM; rather it is measure of netback to Duquesne when it

attempts to sell incremental power on a firm basis into ECAR.
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‘What is your conclusion concerning the market value of Duquesne’s assets?
Based on the economics of Duquesne’s sale of its interest in Ft. Martin, and
specifically the valuation that APS placed on that plant’s production, and the studies
by Duquesne and its financial advisors. conducted through November 1996, there is
strong evidence that the value of Duquésnc’s assets far exceeds its net book
investment n‘l those plants. Further, the results of Duquesne’s RFP in no way refutes
or diminishes the significance of the evidence. As a result, I have not found any
support for Dugquesne’s claim that it has any level of stranded costs now or that it will
have stranded costs on January 1, 2006. |

LN

DUQUESNE’S PROPOSAL TO MAINTAIN ITS CURRENT RATES WOULD
IMPOSE ENORMOUS, UNWARRANTED COSTS ON DUQUESNE'S
RATEPAYERS

Please provide a brief summary of Duquesne’s rate proposal.

Duquesne claims that it is entitled to “continue to charge rates each year at current
levels so long as it uses any potential excess revenues to accelerate the depreciation
and amortization of stranded costs.” Clayton, Duquesne Statement No. 2 at 28:13-15.

Thus, Duquesne proposes to keep its rates at current levels through the year 2005.

Dugquesne refers to its proposal as a request to set a “rate cap.”

Does Duquesne propose any conditions under which the rate cap would terminate

prior to 2005?
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Duquesne proposes two conditions that could trigger an early end to the rate cap.
Clayton, Duquesne Statement No. 2, 41:8 - 44:5. However, in the absence of those
two conditions, Duquesne “proposes to extend the rate cap beyond 2005 to recover
any stranded costs which will remain after 2005 . . .”” Clayton, Duquesne Statement
No. 2, at 41:4-5. Duquesne also reserves the right to raise its rates above the rate cap.
Clayton, Duquesne Statement No. 2, at | 44:7-8. Thus, Duquesne’s use of the
terminology “rate cap” is a misnomer; Duquesne’s proposal more appropriately
should be referréd to as a request to set a “rate floor” or minimum rate. Viewed in
that context, it is apparent that Duquesne’s proposal will dény Duquesne’s customers

rate relief and the benefits of competition through the year 2005, or longer.

Do Duquesne’s exhibits provide any evidence to support your contention?
Yes. Mr. Lahtinen sponsored Exhibit JAL-4 to show that customers that continue to
purchase electricity from Duquesne will be billed the same total amount under
Duquesne’s unbundled rates that they would have paid under Duquesne’s bundled
rates. See, e.g., Lahtinen, Duquesne Statement No. 5, at 29:7-11. Thus, Exhibit
JAL-4 shows that at a minimum, Duquesne’s plan is that its customers should not
obtain any rate reduction during the transition period. However, when considered
in conjunction with Mr. Clayton’s statemeﬂts to which I just referred, Exhibit JAL-4
also shows that Duquesne’s customers could be charged higher rates then they

currently pay should Duquesne seek a rate increase, as it reserves the right to do. 1
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also would note that Duquesne could be viewed as currently attempting to impose a

rate increase.

What is the basis for stating that Duquesne could be viewed as attempting to raise its
rates?

In connection with the sale of its interest in the Ft. Martin Power Station, Duquesne
agreed to cap its energy cost rate (“ECR™) at 14.7mills/’kwh. The Commission
approved Duquesne’s sale of its interest in Ft. Martin and, among other things,
approved the l&.?nﬁll/kwh ECR cap. However, because the ECR prior to that time
was 12.822 mill/kwh, the approval of the higher 14.7mill/kwh cap, in effect, gave
Duguesne more “headroom” to support higher rates than previously had been in
effect. Mr. Lahtinen refers to that fact when he states, the *new unbundled rates are
designed to be revenue neutral (adjusted for the ECR roll-in).” Lahtinen, Duquesne
Statement No. 5, at 8:6-7. That is another way of saying that the ECR roll-in
provides for an upward adjustment to Duquesne’s prior rates. Therefore, Duquesne’s
proposal to keep its rates at current levels means the current higher level that results

because of the higher ECR.

What statutory basis does Duquesne rely upon to keep its rates at the current level,

adjusted for the ECR roll-in?
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Duquesne relies upon Section 2804(4)(v) of the Act. That section provides as
follows:

If an electric distribution utility rolls its energy cost rate into

base rates at a combined level that does not exceed its

combined level of such rates which have been approved by

the Commission as of the effective date of this chapter, the

utility shall not be required to reduce its capped rates below

the capped level upon the complaint of any party if the

Commission determines that any excess earnings achieved

under the cap are being utilized to mitigate transition or

stranded costs for the benefit of ratepayers or to offset other
known and measurable cost increases that would be
recoverable under traditional ratemaking but are not included
within the capped rates.

See, e.g., Clayton, Duquesne Statement No. 2, at 27:11-25.

Does Duquesne describe its understanding of the conditions under which that
statutory provision allows a utility to continue to charge its current rates?

Yes. According to Duquesne, “Section 2804(4)(v) contemplates an approach under
which a utility can continue to charge rates at current levels if it ¢éan support such rate
levels with its test year revenue requirement calculation plus an annual depreciation
and amortization of stranded costs.” Clayton, Duquesne Statement No. 2, at

28:10-12.

How does Duquesne determine a test year revenue requirement sufficient, in its view,

to support its current rate level, adjusted for the ECR roll-in?
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Duquesne employs two primary mechanisms to provide a purported cost basis for
maintaining its current rates, adjusted for the ECR roll-in. First, Duquesne
accelerates depreciation and amortization by approximately $1.7 billion. Second,
Dugquesne exaggerates its cost of service (1) by projecting excessive capital additions
for generation, transmission and distribution of over $900 million during the period
through 2005 (See Exhibit DJC-3, pp. 25 and 28) and (2) by maintaining its inflated
O&M expenses. Both mechanisms prop up the revenue requirement to a level in
excess of the revenue requirement that would be determined in the absence of the use
of those mechanisms. In other words, Dugquesne is using the mechanisms to achieve
an inflated revenue requirement which in turn produces inflated rates. However,
Duquesne does not satisfy the criteria that Duquesne itself sets forth as the

requirements it has to satisfy to be entitled to charge those rates.

What criteria does Duquesne state it has to satisfy to be entitled to continue to charge
its current rates?

According to Duquesne, under Section 2804(4)(v), whatever its total stranded costs
may be, a “utility can continue to charge rates each year at current levels so long as
it uses any potentially excess revenues to accelerate the depreciation and amortization
of stranded costs.” Clayton, Duquesne Statement No. 2, at 28:13-15. Thus,
Duquesne’s witness Clayton states that, to be entitled to a rate cap under Section

2804(4)(v), Duguesne must make a prima facie showing that:

43



Ll =R = B, - - NV I VL B S

—t

—
(o8]

13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

35

36

Q.

Excess eamings achieved under the cap will be utilized 1o
mitigate transition or stranded costs for the benefit of
ratepayers under the proposed minimum amortization
commitments and ROE spillover mechanisms [and]

The market value of generation beginning in 2006 is below
the book value of generation and generation-related
regulatory assets net of the committed minimum level of
depreciation and amortization.

Clayton, Duquesne Statement No. 2, at 29:1-8.

Similarly, Duquesne’s witness Schnitzer states that:

To make the case for holding rates at the capped levels
throughout the Transition Period, Duquesne must make a
prima facie showing of two propositions. The first is that a
mechanism exists to ensure that if revenues under the rate cap
are greater than the normal cost of service, these “excess
earnings” will be utilized to mitigate transition or stranded
costs for the benefit of ratepayers.

* & % & & & %

The second required showing is that the “excess earnings”
available under the price cap to mitigate stranded costs are
less than or equal to the stranded costs that need to be
recovered. Thus, to make this additional showing, Duquesne
must demonstrate that stranded costs still remain in 2006 even
after the “excess earnings” mitigation or, put another way,
that the market value of generation beginning in 2006 is still
below the book value of generation .and generation-related
regulatory assets net of all mitigation during the price cap
period.

Schnitzer, Duquesne Statement No. 3, at 22:4-17.

How does Duquesne claim to satisfy the first of its two required showings?
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-Duquesne contends that to be entitled to continue to charge its current rates, it need

not show that it has a specific quantification of its stranded costs as of January 1,
1998. See, e.g., Clayton, Duquesne Statement No. 2, at 28:10-15. Rather, Duquesne
apparently believes that its unilateral “commitment” to accelerate depreciation and
amortization and/or offer its ROE spillovér mechanism satisfies the first criterion.

I have problems accepting Duquesne’s proposition.

What are the problems?

Under Duquesne’s formulation of the first c;ﬂteﬂon, there is a representation that the
accelerated depreciation will be used to offset stranded costs. As a consequence,
there is a inherent assumption that there are stranded costs that the accelerated
depreciation will be used to offset. However, as I have already discussed,
Duquesne’s application does not make any claim to have stranded costs in any
specific amount nor does Duquesne claim to know what the net present value of its
stranded costs will be at the beginning of the transition period. Exhibit RBW-19.
Further, as the discussion in Section III shows, there is substantial evidence that the
market value of Duquesne’s generation assets significantly cxcé;:ds Duguesne’s net
book investment. Thus, the initial problem I have with Duquesne’s proposal is that
if Duquesne gains “excess earnings” under its proposed rate cap, it will not offset
stranded costs. Rather, the excess earnings will provide a windfall to Duquesne’s

shareholders.
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‘Will you please describe more'speciﬁcally the second showing that Duquesne states
it must demonstrate to be entitled to continue to charge its cusrrent rates?

Duquesne’s position is that it must show that notwithstanding its acceleration of
amortization and depreciation, it will have stranded costs in 2006. An example of
that position is contained in Mr. Schnitzer’s testimony where he states, “an
estimation of the amount of mitigation that can be achieved under the price cap and
an estimate of the range of stranded costs remaining as of January 1, 2006 are
necessary to satisfy the conditions of Section 2804(4)(v).” Schnitzer, Duquesne
Statement No. 2, at 23:3-5. Duquesne’s August 1 filing purported to make the latter
showing by ¢laiming (based upon Mr. Schnitzer’s prediction of market prices), that
Duquesne “likely [will] have remaining stranded costs of $8 to $582 million at the
end of 2005, depending on the level of market prices in 2006 and beyond.” Clayton,
Duquesne Statement l.\lo. 2, at 29:16-22. As I discussed in Séction III, and as th;“
additional reasons discovered below will show, Duquesne clearly has not
demonstrated that it will have stranded costs remaining in 2006. Therefore,

Duquesne has failed to make its second requisite showing.

What are the additional reasons you have for stating that Duquesne has failed to
demonstrate that it will have remaining stranded costs in 2006?

There are two bases for that position. The first is that Duquesne’s post-2005
quantification of stranded costs is based upon the very methodology for calculating
stranded costs, I.e., projected net book investment in 2006 based on the net present
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' value of the difference between predictions of its long-term costs of generation and

predictions of long-term future market prices, that Duquesne itself correctly criticized
as being inherently unreliable. The second -- and even more compelling - reason for
concluding that Duquesne failed to demonstrate that it will have remaining stranded
costs in 2006 is Duquesne’s belated admission that it overstated its Net Present Value
of its generating plant assets as of December 31, 2005 in its August 1, 1997
application, and that as'a result, it is not certain that Duquesne will, in fact, have any
remaining stranded costs in 2006. To the contrary, Duquesne now has calculated that
its generation assets may have positive market value of $233 million in 2006. Thus,
Duguesne no longer can rely upon its assertion that it will have at least $8 million in
remaining stranded costs in 2006 as a basis to show that it satisfies the second of its
required showings, because it has calculated itself - and now acknowledges -- it

might not have any remaining stranded costs, at all.

Before discussing Duquesne’s new calculations, will you discuss more fully your
first point, i.e., that Duquesne relies upon the same methodology that it criticized in
its testtmony?

In its testimony, Duquesne expressed a strong view that predictjbns of future market
prices are inherently unreliable and cannot be used as a basis to calculate stranded
costs. For instance, Duquesne’s President and Chief Executive Officer criticized

forecasts of future market prices stating:
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the uncertainty inherent in such projections poses significant risks for

both investors and consumers and cannot be consistent with the

known and measurable standard.
Marshall, Duquesne Statement No. 1, at 14:13-14.
And, Duquesne’s witness Schnitzer, who ironically sponsors forecasts of future
market prices, stated that:

determination[s] of future market prices based on inherently

uncertain predictions about producer and consumer behavior

and forecasts of future events or trends cannot, by definition,

establish known stranded costs.
Schnitzer, Duquesne Statement No. 3, at 3:16-18.
Schnitzer further pointed out, quite correctly, that “forecasts are highly sensitive to
the initial assumptions chosen by the analysis making the forecasts.” Schnitzer,
Duquesne Statement No. 3, at 9:1-2. He then set forth approximately six pages of
testimony to show the folly of relying on forecasts of market prices, and concluded
that

[cJonsumer advocates are rightly concerned that if the forecast

of market prices is set too low, and utilities effectively own

the generation independent of any obligation to serve

following the Transition Period, then any upside value will

accrue to shareholders. This is the articulated fear that

customers will “pay twice” for generation: once through the

CTC charges and again in the form of higher market prices

following the Transition Period.
Schnitzer, Duquesne Statement No. 3, at 17:15-16. Notwithstanding that testimony,
Duquesne then forecast future electric prices and generating costs up to 2002,
Schnitzer contended that the difference between these two forecasts establish that as

of January 1, 2006, Duquesne still will have remaining stranded costs i.e., in a range
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of $8 million to $582 million. As a result, my first reason for saying that Duquesne
fails 10 satisfy its own articulated criterion is that Duquesne’s attempt to satisfy that
criterion by relying upon a methodology for calculating stranded costs effective
January 1, 2006 that Duquesne amply and correctly showed cannot be relied upon.
For that reason alone, Duquesne failed to satisfy its own test.

What is your basis for saying that D‘uquesne relied upon a forecast of future market
prices, and thus upon the same methodology that it criticized? |

M. Schnitzer’s own testimony describes the process he used to forecast future prices.
Thus, one need only review Schnitzer’s testimony to verify that Duquesne’s post-

2005 stranded cost estimates rely upon Schnitzer’s predictions of future prices.

Will you please describe the testimony to which you are referring?

Schnitzer stated in his testimony that the market value of Duquesne’s generation
beyond 2006 was projected by Clayton “based on a range of ceiling market prices
that I . . . developed based on the cost of new entry beyond 2005.” Schnitzer,
Duguesne Statement No. 3, at 25:11-12. He then stated that he “developed an upper
bound range of market prices based on the cost of entry by new construction
assuming that such entry is in fact economic in 2006.” Schnitzer, Duquesne
Statement No. 3, at 25:16-17 (emphasis in original). Schnitzer further stated that he
assumed the technology of choice for new entrants in 2006 will be gas-fired
combined cycle units. Schnitzer, Duquesne Statement No. 3, at 26:5-11. Based upon
that assumption, Schnitzer “prepared a gas price forecaslt consistent with current
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forward market prices for natural gas . . . [which he] adjusted . . . to create a risk
adjusted present value equivalent spot price stream in 2005 . . . [and he] assumed that
the price of natural gas would escalate beyond 2005 at the general rate of inflation.”
Schnitzer, Duquesne Statement No. 3, at 26:13-18. Schnitzer further described how
he made assumptions concerning “projected basis differentials between Henry Hub
and delivery to a new facility located in ECAR” to account for transportation of
natural gas. Schnitzer, Duquesne Statement No. 3, at 27:2-6. He then described
additional assumptions he made concerning capacity factors, capital structure, O&M
expenses, A&G expenses, heat rates and time horizon for recovery of equity capital
and repayment of debt. Schnitzer, Duguesne Statement No. 3, at 27:14-30:4. Based
upon all of those assumptions, Schnitzer predicted that future market prices for
electric generation will be in a range from $34/MWh($2006) to $44/MWh($2006).

Schnitzer, Duquesne Statement No. 3, at 27:8-13; See also Exhibit MMS-2. 1t is

' against those predicted market prices that Clayton compared Duguesne’s costs to

determine the market value of Duquesne’s generation assets in 2006 and Duquesne’s

claimed post-2005 stranded costs.

Can you show that Mr. Clayton incorporated forecast assumptions into his
calcuiations?

Yes.

Will you please describe what leads you to that conclusion?
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‘Yes. For example, Statement 2, Exh. DJC-3 contains over 67 pages of computer
print outs containing assumptions for fuel costs, O&M costs, overhauls, taxes and
capital expenditures on a year-by-_year basis from 2006 up to 2026. Therefore, there
1s no room to debate that Schnitzer, Clayton, and ultimately Duquesne, relied upon
the same flawed methodology for claiming stranded costs that Duguesne so heavily
criticized as being unreliable. Further, as 1 will discuss in Section VII, Duquesne’s
price predictions are no more reliable than computer-generated price predictions by
others. I will show that Mr. Schnitzer input unreasonable assumptions into his own
computer spreadsheet which resulted in .the' unreasonably low price predictions
Dugquesne relies upon in this case. I also will show later in this section that Mr.
Clayton’s assumption concerning capital additions, and O&M expenses are inflated

which will further inflate stranded costs.

Does the fact that Duquesne provided a range of potential post-2005 stranded costs
show that its price predictions and stranded cost claims should be accorded more
weight than the price predictions and stranded cost claims that Duquesne criticizes?
No. In fact, Duquesne’s October 16 revisions prove that Duquesne’s prediction of
a high and low range of stranded costs is as inherently unreliable and unacceptable
as an attempt to pinpoint a specific stranded cost claim when the consequence is to
impose billions of dollars of stranded cost liabilities on consumers. Further, it is

Duquesne’s October 16 revisions that provide the most compelling reason to
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conclude that Duquesne failed to satisfy the very criteria that it acknowledged it had
to satisfy to be entitled to be granted its raté proposal in this case.

Will you describe your basis for that conclusion?

Dugquesne’s unequivocal position in claiming that it qualifies to continue to charge
its current rates, adjusted for the ECR roll-in, under Section 2804(4)(v) was based on
its contention that as of January 1, 2006, it would have some amount of stranded
costs remaining. As Schnitzer said, “Duquesne has . . . shown that it cannot fully
recover its stranded costs through application of “excess earnings® through 2005
under the rate cap.” Schnitzer, Duquesne Statement No. 3, at 46:11-13. He was

referring to the fact that, as a result of his predictions of future market prices, Clayton

" had determined that Duquesne would have a minimum of $8 million in stranded costs

remaining as of il)ecember 31, 2005. However, on October 16, Duquesne corrected
its previously fixed cost data because it learned it had overstated its net,generatingR
plant assets at the end of 2005 in its August 1 filing. Duquesne determined, based
upon the corrected data, that the estimated market value of Duquesne’s generating

assets is higher than Duquesne previously had represented, and as a direct

consequence, its prior estimate of stranded costs should be reduced. Exhibit RBW-1.

Thus, when Duquesne measured Schnitzer’s predictions of ﬁ;ture market prices
against Duquesne’s corrected cost data, Duquesne determined that, at a maximum,
it might have $423 million in remaining stranded costs as of Jgnuary 1, 2006.
However, Duquesne also recognized that it might have positive market value of $233
million. Jd. Thus, using Duquesne’s own calculations, it is beyond dispute that there
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are a range of circumstances under which Duquesne admits that “the market value
of generation beginning in 2006 [will be above] the book value of [Duquesne’s]
generation and generation-related regulatory assets net of the committed minimum
level of depreciation and amortization.” See Marshall, Duquesne Statement No. 1,
at 29:7-8. Similarly, using Duquesne’s own calculations, it is beyond disp;ute that
“Duguesne has . . . shown that it [can] fully recover its stranded costs . . .” if
Schnitzer’s high future market price becomes reality. Therefore, one need only
examine Duquesne’s own revised calculations to determine that Duquesne does not
satisfy the second criterion that Duquesne stated unequivocally it had to satisfy to
qualify to be granted the right to cqntinue to charge its current rates, adjusted for the

ECR roll-in, under Section 2804(4)(v).

Assuming that Duquesne does not qualify for the rate cap, what is the consequence
of Duquesne’s proposal to-accelerate depreciation and amortization by $1.7 billion?
The consequence is that approval of Duquesne’s proposal will allow Duguesne to
recover a significant portion of its investment in generation plant on an accelerated
basis prior to the commencement of true competition. That consequence will aid
Duquesne substantially by reducing its cost-profile to enable it to compete more
effectively post-2006. However, Duquesne’s ratepayers will suffer by being required
from 1998 through 2005 to pay rates higher than would be appropriate without the
accelerated depreciation. In other words, the accelerated depreciation will assist
Duquesne in propping up its rates to levels that would be too high under traditional
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ratemaking methodologies. That is particularly inappropriate here because Duquesne
has not shown that its “excess eamnings” will offset stranded costs, as opposed to

provide an unwarranted windfall to Duquesne’s shareholders.

I also would point out that allowing Duquesne to accelerate depreciation will
disadvantage current competitors and those competing in the post-2006 period. That
is because potential new entrants to the market will be forced tc; cornpeté against an
entity that gained an unwarranted advantage -in using the regulatory process
artificially 1o reduce the costs against which the new market participants must
compete. Duquesne’s competitive advantage will benefit Duquesne’s shareholders,
but provide no commensurate benefit to consumers. After all, in the unregulated
world, Duquesne will capture the benefit of its below-market cost profile for its

shareholders, not its customers.

Reasonableness of 1987 to 1996 Capital Additions

You stated earlier that Duquesne also is using other mechanisms to prop up its rates,
particularly projected capital additions and O&M expenses. Will you first discuss
your reasons for reaching that conclusion with respect to Duquesne’s projected
capital additions?

For one thing, it cannot be overlooked that Duquesne has not filed a base rate case
since 1986. As a result, the Commission never has found that Duquesne’s post-1986
capital expenditures were reaéonable. Thus, Duquesne’s past capital expenditures
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which it includes in its calculation of rate base may be inflated or include amounts

that are unreasonable.

What are Duquesne’s total capital expenditures since its last rate case?

Data taken from Duquesne’s FERC Form 1 reports show that between 1987 and
1996, Duquesne’s generation-related capital expenditures were approximately $382
million. Those expenditures exclude amounts related to Duquesne’s Beaver Valley
2 unit and its initial capital expenditures of $743 million for Perry Unit 1.
Duquesne’s distribution-related capital expenditures during that same time period
were approximately $473 million. Duquesne’s transmission-related capital
expenditures were approximately 62 million. Therefore, Duquesne’s total capital

expenditures since its last base rate case were approximately $917 million.
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Table IV-1 - Past Capital Expenditures

Year Generation Distribution Transmission

1987 $84,506,175 $35,225,146 $15,241,735
1988 40,075,039 39,321,272 (365,258)
1989 29,006,877 41,078,506 3,776,864
1990 35,228,079 47,420,621 3,029,054
1991 27,107,618 52,198,652 3,437,120
1992 27,812,672 52,792,305 17,060,327
1993 41,504,296 42,281,236 3,874,062
1994 45,815,702 47,067,648 596,816
1995 30,350,883 33,733,176 1,037,070
1996 20,394,132 36,507,416 7,285,402
Total $381,801,473 $473,073,035 $61,803,132

Has Duquesne submitted testimony or exhibits in this case to demonstrate:that those

expenditures were reasonable?

- No. Duquesne’s rates are designed by including those expenditures in rate base, but

I am not aware of any testimony Duquesne has submitted to justify those costs.

Has anyone to your knowledge questioned the reasonableness of Duquesne’s
expenditures since its last rate case?
Yes. Ironically, Duquesne’s merger partner, West Penn, questioned those

expenditures in Docket No. C-00967749. In that case, West Penn’s witness noted

.that Duquesne’s last rate case was concluded in 1988. He also testified that, referring

to Duquesne’s costs, “Duquesne is either extremely inefficient or is over-recovering.
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‘Because electric service is still bundied, it is difficult to tell if Duquesne’s rate is

reasonable for any single component of electric service.” Exh. RBW-20.

Why is the issue of Duquesne’s past capital expenditures important to consider in the
context of analyzing whether Duquesne should be permitted to continue to charge its
current rates? ‘

Duquesne’s past capital expenditures obviously must be considered in the context of
deterining whether Duquesne’s proposed rates are reasonable. To the extent the
Commission cannot determine the reasonasleness of Duquesne’s past expenditures
for capital additions because Duquesne (1) gnilaterally chose not to file a base rate
case since 1986 and (2) failed to submit evidence in this case to support the
reasonableness of its past expenditures, those are factors the Commission should
consider in its determination of whether Duquesne’s rate proposal is reasonable given
that the proposal is based in substantial part on those past expenditures being

included in the rate base.

Projected Capital Additions

Is there another issue that concerns Duquesne’s capital expenditures in relation to its
rate proposal?

Yes. Duquesne also has projected substantial capital additions for generation and
distribution. Duquesne forecast those capital additions for some of its generation
plants as far out as 2026, or nearly 30 years into the future. Its rate proposal
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implicitly relies upon the capitél additions through 2005. Moreover, to calculate its
stranded cost claim, Duquesne accounted for generation-related projected capital
additions by determining what they would be as of December 31, 2005 on a net
present value basis. Thus, Duquesne’s claim that it might have stranded costs as of
that date expressly is based uﬁon Duquesne’s inclusion of the projected costs of those

capital additions.

What is the magnitude of Duquesne’s projections of the costs of its generation-
related capital additions?
Dugquesne estimates that it will expend $352 million in capital additions from 1997

10 2005. Exh. DIJC-3, at 25.

What is the magnitude of Duquesne’s projections of the costs of its distribution- o
related additions?
Dugquesne estimates that it will expend $532 million in capital additions from 1997

to 2005. Exh. DIC-3, at 28.

What is your opinion of those projections?
Duquesne’s projections are excessive, and its projecied expenditures are not known
or reasonable. Duquesne cannot accurately forecast its capital expenditures even one

year in advance, much less almost thirty.
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Given that you conclude that Duquesne’s capital addition projections are excessive
and do not meet the known and measurable test, what is your recommendation for
capital additions in relation to Duquesne’s proposed rates?

I would reduce Duquesne’s projected generation plant capital additions by 20% and
Duguesne’s projected distribution plant capital additions by 10% which would
reduce Duquesne’s projected capital additions over the period 1997 through 2005 by

$71 million on a net present value basis.

Exaggerated O&M Expenses

Have you performed any other analyses to determine whether or not Duquesne’s
estimates of future O&M costs are reasonable?

Yes. I'have compared Duquesne’s historic production costs to those of other utilities

in ECAR as well as in Pennsylvania using data from benchmarking studies

' performed by Standard & Poor’s Rating Information Services (Exh. RBW-23) and

Barakat and Chamberlin, Incorporated (Exh RBW-24). I have also reviewed similar
benchmarking studies commissioned by Duquesne (Exh RBW-25), and statements

by Duquesne in recent annual reports.

What have you conciuded frc;m this analysis?

From these studies, it appears that Duquesne has been making progress towards
reducing its production and operation costs, but that it is still below ECAR regional
averages in numerous categories. For example, based on information provided in the
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Standard & Poor’s study, Duquesne’s total energy costs were 15% higher ‘than the
ECAR average for 1995 and its fixed production costs were 40% higher than the
ECAR average. These cost components contribute to a total production cost that was
20% higher than the ECAR average for 1995. These results are supported by an
analysis conducted by Barakat and Chaxﬁberlin, Inc., which ranked the relative
efficiency of 94 utilities nationwide. Based on this study, Duquesne rankéd in the
bottom third and scored the worst of any of the ECAR and Pennsylvania utilities
included in the study. For example, according to the data used in the Barakat and
Chamberlin study, Duquesne is the most ir;efﬁcient utility in its region with regard
to the number of MWh generated per employee. Even Duquesne’s own research
finds that Duquesne is underperforming relative to industry standards. In a study for
Duquesne, Metzler Associates found that Duquesne could reduce plant operations

personnel by 45% by adopting industry best practice. Exhibit RBW-4.

The industry is transitioning to a competitive environment and Duquesne has
indicated to its shareholders that it is intent on competing: “We welcome it
fcompetition] . . . . DQE is an evolving energy services company that is strategically
positioning itself to meet the expanding needs of the markclplacé.” (See 1996 Annual
Report to Shareholders.) Duquesne has stated that they have taken steps towards
streamlining operations and positioning itself for competition by selling assets and

reducing its workforce (the following from 1996 Annual Report to Shareholders)
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On October 31, 1996, Duquesne Light completed the sale of
its interest in Ft. Martin Power Station.

"ok ok

Duquesne Light continues to focus on quality customer
service and enhanced operation efficiencies

e TTIT T

On November 6, 1996, Duquesne Light bargaining unit
employees ratified a three-year contract extension, through
the year 2001

Despite these efforts, Duquesne’s production costs are higher than most every utility
in ECAR. If they are intent on competing, as they have stated, then in order to be
successful, Duquesne would have to implement programs that, at a minimurmn brought
them to the regional average with regards to production and operation expenses.
Doing this would reduce going forward costs by approximately 15%. Therefore,
Duquesne should account for savings that are likely to be achieved as a result of

operating in a competitive, more entrepreneurial environment.
Do you have an alternative rate proposal that corrects the problems you have

identified with Duquesne’s rate proposal?

Yes. [PROTECTED MATERIALS WITHHELD]
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MITIGATION IN THE ADMINISTRATIVE PROCESS

Can you summarize potential prospective sources of mitigation?

Utilities have an ongoing duty to take all practicable measures to mitigate stranded
costs. Such measures can include reduction of expenses, renegotiation of contracts,
refinancing of debt, sale of generation assets, write-offs and retirements and rate

reductions.

Why is full mitigation important?
Full mitigation will reduce costs for ratepayers, a primary goal of industry
restructuring. Less than full mitigation subsidizes the utility, providing it with an

unfair advantage in newly competitive markets.

Has Duquesne actively pursued full mitigation?

Not fully. Although Duquesne has taken steps towards mitigating costs, there are
additional measures that could be pursued. For example, Duquesne pursued the sale
of its interest in the Ft. Martin Plant for which it received a price more than four
times greater than Duquesne’s net book interest in the plant. It has not, however,
pursued the sale of its other generating assets, despite its own studies, and reports
from its consultar.lts and financial advisors, that indicate that Duquesne, and
ultimately its ratepayers, would realize significant benefits from such a sale. See
Section III, above. As I previously discussed, the conclusion to be drawn from those
studies and reports is that Duguesne’s sale of its assets would produce returns well
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in excess of Duquesne’s net iﬂvestmcnt and, in fact, would offset all of Duquesne’s
claimed stranded costs. Therefore, Duquesne should be encouraged to:explore all

opportunities, including through financial incentives established in this proceeding.

Should Duquesne’s failure to pursue available mitigation smtegiCS' affect the
Commission’s review?

Yes. As Duquesne has informed investors,”. . . the PUC expects utilities to take
vigorous steps to mitigate transition costs as much as possible without increasing the
price they currently charge customers. The PUC will determine what portion of a
utility’s remaining transition costs will be recoverable from customers through a
CTC” (see page 39 ‘of Duquesne’s 1996 Annual Report to Shareholders). Therefore,
if Duquesne’s management does not actively pursue all mitigation strategies, the
consequences should be Duquesne’s responsibility, not its ratepayers’, and the

Commission can ensure that result through remedial actions.

A. Correcting For Duquesne's Premature Plant Closing Assumptions

Has Duquesne neglected to analyze an important means of mitigating stranded costs?
Yes. Duquesne should have considered the benefit that could result from extending
the life of certain plants to create positive cash flow. When Jow cost plants are
operated over longer periods, their below-market costs can offset greater amounts of

above market costs.
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Describe how the dates presumed in Duquesne’s computer simulations for the
closing of various generating plants affect the magnitude of stranded costs?

Duquesne claims that some of its plants will generate electricity at costs above
market clearing prices. 1 will refer to those plants as the "non-competitive plants.”
Duquesne claims that other plants, which I will refer to as its "competitive plants,”
will produce electricity at costs below market clearing prices. Sales of electricity
from the competitive plants can offset the stranded costs associated with the non-
competitive plants. Therefore, the longer the competitive plants operate, the greater
the offset against stranded costs. Conversely, the longer the non-competitive plants
operate, the higher the stranded costs. As a result, the retirement dates presumed in'
Dugquesne’s simulation for the competitive plants and for the non-competitive plants

directly effect Duquesne’s net stranded costs.

When does Duquesne’s estimation of stranded costs assume that a generating facility
ceases operation?

Dugquesne assumes that when a facility’s cost has been fully recovered for ratemaking
purposes, that facility will cease operation regardless of the value of its power. Of
course, some plants could continue generating electricity for years after the date of
full recovery of depreciation. It is hard to imagine that a business would neglect to
consider "economic retirement." Accordingly, it is unreasonable for Duquesne to
calculate its stranded costs based upon a scenario that contravenes operating its
facilities in a prudent, fcconomically rational fashion.
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How do the retirement dates that Duquesne used in its stranded cost calculations
affect the magnitude of stranded costs?

Once a plant has been fully depreciated, the portion of the plant’.s revenues that were -
previously dedicated to return of invested capital instead can be devoted to other
purposes, or the plant can be operated thereafter at a lower cost. As a result, a non-
competitive plant could become a competitive plant because of lower total operating
costs. Extending operation of the previously non-competitive, but now competitive,
plant could produce positive cash flow to offset stranded costs associated with non-
competitive plants. Similarly, a plant which already was competitive before
becoming fully depreciated only becomes a better tool for offsetting stranded costs
when il continues operation after depreciation has been fully recovered for

ratemaking purposes.

" Do you have an example of how Duquesne could have implemented this mitigation

strategy?

Yes -- the Sammis plant. In 2010, it generated $30.9 million over and above its
direct operating costs assuming Duquesne’s ;‘high” market line case. Even thoﬁgh
Sammis is contributing significant mitigating positive revenue, Duquesne presumes
the plant is shut down in 5010. But if the plant continues operating beyond
Duquesne’s projection, its operating margin offsets additional amounts of claimed
stranded costs. Similarly, the year after the Eastlake plant contn'_butes more than $16 .
million in mitigation, Duquesne's calculations presume that such an economically
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strong unit is shut down. Duquesne's stranded cost calculation fails to reflect the

positive cash flow from fully depreciated units, such as Sammis and Eastlake, that

could mitigate stranded costs.

Are there other effects upon stranded cost éonsequences when the retirement date of
a generation plant is changed?
Yes. By continuing to run the plants, Duquesne defers the date when it must pay

decommissioning costs, thereby reducing the net present value of that obligation.

How should Duquesne determine when to retire a power plant?
A good barometer of a unit’s ability to mitigate stranded costs is the unit’s “going

ki)

forward” costs, i.e.,, whether the unit could cover its variable and fixed costs,
including fuel, operating and maintenance expenses, administrative and general costs,
capital additions, and taxes from the market value of its power. If it can, the plant
should continue to operate. Otherwise, it should be retired. Obviously, this optimal

retirement decision can vary with the assumed value of prices and also the costs of

operating the units.

What does this suggest to you?

This suggests that Duquesne is assuming the premature retirement of these units.
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What effect would premature retirement have on Duquesne’s calculation of stranded
costs? |
Premature retirement would tend to overstate stranded costs. If these units continue
to operate, there would be additional “stranded benefits” or i:roﬁts to offset any

Uneconomic unit.

B. Correcting For Duquesne’s Delayed Plant Closing Assumptions
Have you identified any other issues with regard to plant retirements that could effect
Duquesne’s calculation of stranded costs?

Yes, it appears that Elrama, Brunot Island, and Perry should be retired immediately.

What is the basis for this conclusion?

Using Exhibit RBW-12 and referring to Exhibit MMS-5, I sought to determine
whether each of these units was covering its going forward costs by subtracting fuel-
related expenses (including emissions), variable and fixed O&M, capital additions,

and an overhead allocation from the energy revenues generated by each of the units.

What conclusion do you draw from that review?
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If Duguesne believes its own assessment of the going forward costs of those units
and the value of power between 1999 and 2005, it can reduce its stranded costs by
accelerating the retirement of some of its units.

C. Decommissioning Costs

Are decommissioning costs for fossil plants properly established by Duquesne?
No. As discussed above, Duquesne’s projected retirement dates of some of its
generating units may have to be adjusted to fully mitigate stranded costs and protect
the consumer. Duquesne’s stranded cost claims for its generating units are
predicated on the erroneous presumption that when the utility’s investment in a unit
has been fully recovered for ratemaking purposes, that unit will be taken out of

service and retired.

Are there additional reasons to challenge Dugquesne’s fossil decommissioning
estimates?

Yes. The PUC’s audit Staff recently tested the Company’s property records, and
discovered that plant balances were overstated by over $2 mi]iion, in part because of
unrecorded retirements or due to items not devoted to utility WCe. Exh. RBW-26.
Obviously, decommissioning costs should not be collected from ratepayers for plant

already retired or not devoted to utility services.
Did the Staff conduct a comprehensive audit of Duquesne’s accounts?
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No. They were able only to sainple approximately 95 work orders out of a list of 350
work orders. Of the 95 work orders reviewed, Staff inquired about 35 and received
“either incomplete or unsatisfactory” answers with respect to 25, or more than 25%,

of the sampled work orders.

Given this experience, what do you recommend?

These circumstances highlight the fact that the Company’s activities, investment
decisions and expenditures in many instances have not been subject to a base rate
case since 1986. As a consequence, 1 would recommend that Duquesne be required
to retain a reputable accounting firm to review the balance of the 350 work orders
that Staff did not review and certify that the disposition of amounts comports with
the Uniform of System accounts, before Duquesne is permitted to recover
decommissioning costs. If the accountants identify any adjustments they believe
should be made, Duquesne would have to make such adjustments before becoming

entitled to recover any costs pursuant to its filing in this proceeding.

Do you have another recommendation with respect to nuclear decommissioning
costs?

Yes. Given the complexity of the technical issues surrounding the estimation of
decommissioning costs for nuclear plants, I believe that the Commission can improve
consumers’ protection by establishing a separate audit process. This audit process
will assure that the nuclear decommissioning costs that Duquesne proposed in this

72



10

11

12

13

14

15

16

17

18

19

20

21

22

proceeding are in fact reasonable. Given the highly specialized nature of forecasting

‘nuclear decommissioning costs, it is reasonable to provide ratepayers with the

assurance the Duquesne’s assumed decommissioning costs are fair estimated prior

to assuring costs recovery through CTC.

How would the audit process work?

An independent expert in the field of nuclear decommissioning would be retained by

" the Commission to perform the audit. This expert would be selected based on input

from the Commission ratepayer groups, Duquesne, and other interested parties.
Selection of the expert would be completed within 2 months of the Commission’s
final order in this proceeding. The auditor would complete its assessment of the
proposed costs of decommissioning within 3 months of selection. Duquesne and

other interested parties would have an opportunity to review and comment on the

- auditor’s report. However, after the comment period, the Commission’s decisions

regarding the level of nuclear decommissioning costs would be final and that level
of decommissioning costs authorized by the Commission wouid be included in

Duqguesne’s stranded costs.

Who would pay for the independent auditors?

The owner of the plants (i.e., Duguesne, in this instance) would pay for the audit.

Who would direct the work of the auditor?
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The auditor’s work scope and deliverables would be assigned by the Commission,

since the Commission would be the ultimate recipient of the audit.

Does the utility have an opportunity to obtain additional funds to cover nuclear
decommissioning costs if the costs of decommissioning exceed the estimates
developed in this proceeding?

Yes. The utility may file a rate increase to rec.over unforeseen increases in nuclear

decommissioning costs.

Would ratepayers receive a refund from Duquesne if the actual cost of
decommissioning is less than adopted in this proceeding?
No. Thus, the risks associated with stranded costs for nuclear decommissioning are

borme almost entirely by ratepayers.

What facts influenced your proposal regarding nuclear decommissioning costs?

To date, there have only been four completed nuclear power plants that have been
decommissioned in the United States. Of thesé, only one was even remotely similar
in size and power output to Beaver Valley 1 and 2 or Perry, (e.g., Shoreham, near
Wading River, NY at 2436 MW). Thus, there is almost no established track record
associated with decommissioning large-scale utility nuclear power plants. Based
upon the absence of prior experience in developing an estimate of decommissioning
costs, it is likely that cost proposals from contractors and estimators err on the side

74




10

11

12

13

14

15

16

17

18

19

20

21

of excessive estimation of costs. On the-other hand, a number of nuclear plants are
nearing retirement. As a result, the costs of decommissioning may be lower than
expected by Duquesne because any new costs will be shared among a number of

plant operators.

What is you conclusion based on these circumstances?

Because of the stakes potentially involved in nuclear decomnﬁssioning, the risk of
forecasting these costs is too great for either .the utility or ratepayers to bear
individually. Additionally, the utility may ;:ome back for a second bite at the apple
regarding decommissioning costs while ratepayers do not have that option. In order
to balance the risks on both side, I recommend that a risk sharing mechanism be

adopted by the Commission.

Do you have an additional safeguard to ensure the Company does not receive a
windfall from nuclear decommission funding?

Yes. In 1994 the Company and other CAPCO participants entered into a settiement
with General Electric concerning the Perry 1 GE Mark III reactor. When asked to
quantify the award received by Duguesne, Duquesne declined, citing confidentiality.

Exh. RBW-27.
How would you propose to recognize this award to Duquesne?
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At a minimum, the award should be treated as an offset to net utility plant balances.
Otherwise, Company will be compensated once for the Perry Unit by General
Electric, and again by ratepayers. Moreover, the award was égreed to three years
ago. Duquesne will have received the time value of the money from the date on
which Duquesne received revenues under the award until the date of any order

directing the crediting of such amounts against the plant balances.

Are there possible relevant financial developments from 1994 to date?
The PUC Staff’s audit of Company books and records identified an “Other Matter
of Interest,” which showed that unregulated investments surged from $125 million

on December 31, 1993 to $518 million in 1996. Exh. RBW-26 at 19,

Please describe your recommendations regarding recovery of stranded costs
associated with nuclear decommissioning?

Based upon the foregoing circumstances, I recommend that the Commission establish
a balancing account to recover actual decommissioning costs. Any increases or
decreases in decommissioning costs that arise from a comparison of actual
expenditures to the Commission-approved estimated decommissioning cost would

be shared by ratepayers and shareholders.
How would the risk be shared among ratepayers and shareholders?
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I recommend that ratepayers be responsible for 75% of any under- or over-collection
of decommissioning costs. This makes utility. shareholders responsible for 25% of
any forecast error associated with the decommissioning cost estimate that is

ultimately adopted by the Commission.

D. Dugquesne Could Offer To Reduce Its Rates

Are there other mitigating factors that the Commission should be concerned with in
evaluating Duquesne’s stranded cost claims?

Yes. Typically, a utility files a rate case when its existing rates do not produce
revenues that cover its costs. Duquesne has not filed a general rate case in 10 years.
Consequently, since 1987 Duquesne found its revenues at least satisfactory vis-a-vis

its costs.

Have shareholders received a reasonable return on common equity over this period?
Yes. According to the 1996 Annual Report to Shareholders, the return on average
common equity has increased from 11.1% in 1987 to 13.2% in 1996. Further,
Duquesne’s representations to the financial community contrast sharply with its
claim here that its shareholders have borne the brunt of Duquesne’s past mitigation

efforts. Clayton, Statement No. 2, at 21:15-19.

What has Duquesne represented to the financial community?
Dugquesne has portrayed itself as a company with substantial financial strength.
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‘Can you give examples?

Yes. qu instance, Duquesne made a rating agency presentation in August 1996. In
that presentation, Duquesne boasted of having a historical record of *“continuous
improvement in key financial indif:ators.” RBW-28. It also listed as its financial
strengths its low Clean Air Act exposure and reduced capital éxpenditures. Id It
forecast returns on average common equity in the following percents for 1996

through 2000:

Table V-2: Duquesne’s Projected Returns On Average Common Equity

Year | 1996 | 1997 | 1998 | 1999 | 2000

ROE 14.6% 15.4% 14.9% 14.3% - 14.7%

Excerpts from that presentation are included in my Exhibit RBW-28 (Avg. 1996
Rating Agency Presentation.).

According to Duquesne, how does its financial performance compare to other
utilities?

Just six weeks ago, in a September 23, 1997 presentation to NatWest Securities,
Duquesne boasted that its earnings per share as of the 12 months ending June 30,
1997 were up to 8.4% from the prior iz-month period. It also indicated that its

declared dividends were up 6.4%, and its book value was up 6.8%.

In that same presentation, Duquesne showed that from 1993 to 1997, it experienced

annual compound growth rates in earnings per share and dividends of 8.0% and
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6.2%, respectively. It also boésted that its 5-year growth rates in earnings per share
was 6th highest of all ranked utilities; its 5-year growth in dividends per share was
2nd highest of the ranked utilities; and, its payout ratio was lowest of all utilities.

Exh. RBW-29,

How do the benefits Duquesne gained for its shareholders compare with benefits it
provided to its ratepayers?

Like day and night.

In contrast to the benefits it gained for shareholders, Duquesne did nothing to lower
its rates. In part, in its rating agency presentation, Duquesne promoted a strategy that

anticipated a continuation of its practice of not filing base rate cases RBW-30.

How do Duquesne’s rates compare with rates of other utilities?
Duquesne’s rates are among the highest in the Commonwealth and its average
monthly bill to commercial class customers ranked Duquesne the eleventh highest

of 150 utilitics in the nation.

How does Duquesne describe the methods by which it achieved benefits for its

investors?
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According to Duquesne’s 1996 Rating Agency Presentations, it reduced its interest

expense 21% from 1992 to 1995. RBW-31. It reduced its staff by 25% since 1983.

Id Tt also reduced its staff from 1990 to 1995 by 19%. Id.

Duquesne stated in its rating agency presentation that it also reduced its production
costs from 2.56¢/Kwh in 1986 to 2.15¢/Kwh in 1995. Id. Additionally, Duquesne
claimed to reduce nuclear related Q&M costs by over 20% in the three preceding
years. /d In its testimony, Duquesne also boasts about savings it has achieved i)y
refinancing debt at lower interest rates and by gaining tax advantages from
accelerated depreciation. See, e.g., Duquesne Statement No. 4, at 9:16-17 and

Statement No. 2 at p. 10-14.

But doesn’t Duquesne claim that ratepayers bave enjoyed the savings from those

' latter two items?

That is Duquesne’s claim. However, when HSS/ARI asked Duquesne to explain how
ratepayers benefited from Duquesne’s refinancing efforts and tax advantages,
Duquesne’s response was that those items “re;duce[d] its need for rate increases. . .”
Exh. RBW-32. Given that Duquesne’s rates, particularly to commercial class
customers, already rank it among the highest in the nation and given the financial
results it has provided for its shareholders, I would expect that Duquesne might not
have been able to justify existing rates, much less increase them. I also suspect it had
little motive to do so given that its return on equity in its last rate case was 12.87%.
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What mitigation effect do you think would be appropriate in view of the for.egoing?
Duquesne should consider reducing its rates. As | discussed previously, there is
“headroom” for Duguesne to cut its rates as is reflected by the fact that its attempt to
cost-justify its rates reguires it to accelerate amortization and depreciation by

$1.7 billion.

Further, in determining Duquesne’s rates in this case, the Commission should apply
a greater level of scrutiny to Duquesne’s stranded‘ cost calculations than it would to
a utility that had filed a general rate case on. a recent basis. 1 have not assumed, and
I do not think the Commission should either, that Duquesne’s current and projected
revenues are closely aligned with costs calculated on a traditional regulatory basis.
Of course, Duquesne’s willingness to reduce rates is a relevant criterion in assessing
whether it has mitigated its claimed stranded costs to the fullest extent reasonably

possible.

E. Appropriate Return on Equity

What is the rate of return on common equity (“ROE”) that Duquesne has assumed
for the determination of its stranded costs?

Dugquesne’s witness Makholm recommended 11.65% as a fair return on equity for
Duquesne. Makholm, Duquesne Statement No. 12, at 3:12-13. However,

Duquesne’s witness Clayton stated that“{t]o be conservative, [he} reduced this
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amount to 11.5% as the Company’s claimed cost of common equity.” Staterent No.

2,at47:2-3.

How is this ROE used in the determination of Duquesne’s stranded costs?

The ROE was used to determine Duquesne’s weighted-average after-tax cost of
capital, which was used in estimating Duquesne’s revenue requirements over the
period 1997 through 2026. It also was used for determining revenue requirements
for the same period, which incorporated a return on equity. Duquesne then

determined its total revenue requirement on a net present value basis as of 2006.

Is Duguesne requesting that its authorized ROE be set at 11.5%7?

Not really. Duquesne actually is attempting to obtain a 12% ROE.

What is the basis for that conclusion?

Dugquesne proposes to establish a ROE spillover mechanism that theoretically could
result in an early end to Duquesne’s recovery of any CTCs and a final valuation of
Duquesne’s generation assets. Under the ROE spillover, Duquesne proposes to
establish a collar on its earnings of + or - %% around its claimed ROE of 11.5%.
Clayton, Statement No. 2, at 42:14-15. Duquesne proposes that if earnings exceed
12%, it would establish a deferred revenue credit account purportedly to fund

accelerated depreciation and amortization. Clayton, Statement No. 2, at 42:15-17.

82



10

11

12

13

14

15

16

17

18

19

20

21

22

If eamnings fall below 11%, Duguesne would adjust the deferred account o increase

Duquesne’s ROE to 11%. Id at 42:17-18.

I will explain in Section VIII that the ROE spiliover mechanisms is a sham that
works only to Duquesne’s benefit and that it will not trigger an early end to
Duquesne’s recovery of any CTCs that might be approved. However, the ROE
spillover mechanism also is detrimental to ratepayers in that it masks the fact that

Duquesne, in reality, is seeking a 12% ROE.

How does the ROE spillover mechanism increase Duquesne’s requested rate of
return?

The ROE spillover mechanism is design;'ed to produce that result. Under its proposal,
Duquesne would have the right to retain earnings that are in excess of 11.5%, but not
greater than 12%. Therefore, Duquesne really is seeking authorization for a 12%

ROE in this case.

Do you think that either 11.5% or 12% is the correct ROE to use when determining
the CTC revenues associated with Duquesne’s generation-related assets?

No. It is appropriate to reduce the ROE for those assets, given the reduced risk
associated with them, if Duguesne recovers stranded costs pursuant to a CTC or an

TC.
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Q. ‘Why would such circumstances warrant a reduced ROE?
A, First, the enactment of HB 1509 dramatically reduced the risk of stranded cost

recovery facing Duquesne by:

. authorizing a non-bypassable CTC charge;
. implementing accelerated depreciation of uneconomic sunk costs;
. establishing balancing accounts for CTC and providing for exceptions

to the rate cap for a variety of events that might otherwise negatively
impact the state’s utilities’ ability to recover these costs;

. enhancing utilities’ opportunity to recover costs and expenses
associated with transitioning to a competitive market; and

. making available irrevocable securitization orders.
Second, under Duquesne’s proposal, market prices under l;hc capped rate are
extremely low, essentially qualifying a large percentage of Duquesne’s going forward
and fixed costs for recovery pursuant to the legislatively-mandated, non-bypassable
CTC, thereby reducing risk. Moreover, because of the way Duquesne proposes to
design individual CTCs, Duquesne is provided a virtual guarantee of 100% recovery

of any amount that may be authorized to be recovered as stranded costs.

Q. Have other commissions authorized a reduced ROE in recognition of the reduced

risks associated with stranded cost recovery as required by the Act?

A. Yes. This was the approach taken by the California Public Utilities Commission

(“CPUC”). The CPUC recognized that restructuring decreased risk by providing a

high degree of revenue assurance. As such, utilities deserve a lower retum on equity:
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[Tloday’s decision de;creases the risk associated with recovery. of
remaining net investment (now part of transition costs), due to the
imposition of a nonbypassable charge on distribution customers (as
described in greater detail below) which decreases utility business
risk. [see CPUC Decision 95-12-063, page 124].
What ROE did the CPUC authorize utilities to earn on their unamortized generation
assets?
The CPUC allowed the utilities to earn a ROE equal to each utility’s embedded cost
of debt less 10% (i.e., if the embedded cost of debt was 7%, then the ROE on
amortized generation assets would be 6.3%). However, if the utilities divested 100

percent of their fossil-fired generating assets, then their ROE would increase to the

embedded cost of debt.

What was the CPUC’s reasoning for this particular ROE?

Prior to this decision, the CPUC had authorized reduced ROE on sunk costs for other
generating plants. For example, the CPUC authorized Southe%n Califorma Edison
to earn a return on equity equal to the embedded cost of debt on remaining net
investment associated with the retired San Onofre Nuclear Generating Station Unit
I and only 90% of embedded debt if it did not divest (id.). However, the CPUC
recognized that utilities would face even less risk for the recovery of equity after the
imposition of a non-bypassable transition charge and that the utilities would need an

incentive to attempt to mitigate stranded costs associated with fossil-fired generators.
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What would be implied of such an ROE reduction on Duquesne’s rates?

There would be an annual reduction in revenue requirements of up to $50 miliion.

F. Merger Benefits
Dr. Weisenmiller, does Duquesne claim that its proposed merger with APS will

produce any cost savings that could mitigate stranded costs?

Mr. Marshall testified that the proposed merger will result in approximately $550 . -

million in additional mitigation available from cost savings associated with the

proposed merger.

Does Duquesne’s application here apply that $550 million against Duquesne’s
stranded cost claim?

No, but the Commission should recognize the effect of those cost savings if the

| merger is approved. Thus, the full $550 million cost savings should be used as an

offset against any legitimate stranded costs, if the Commission finds that Duquesne

has any such costs in this case.

REGULATORY ASSETS AND TRANSITION COSTS

Is there a preliminary matter that you would like to discuss that concerns Duquesne’s
requests to recover regulatory assets and transition costs through a CTC?

Yes. Regardless of whether any of the amounts that Duquesne claims as regulatory
assets or transition costs otherwise would qualify for recovery under the Act, it needs
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to be recognized that none of those amounts are “stranded,”and thus recoverable
through a CTC, unless future market revenues for Duquesne’s sales of power are less
than Duquesne’s legitimate costs. But Duquesne has failed to demonstrate that it has
any stranded costs and therefore, has no basis to support the imposition of a CTC in
the first place. Therefore, whether the reguiatory assets and transition costs claimed

by Duquesne actually qualify as such is an academic question.

A. Regulatory Assets

What are the dimensions of costs claimed .by Duguesne as “regulatory assets™?
Dugquesne claimed it had over $600 million in regulatory assets; see Statement No.
4,p. 7:10 - p. 8:5. Subsequently, these figures were updated and revised. See Exh.

RBW-33.

How did Duquesne go about analyzing amounts which it claims constitute regulatory
assets?

Duquesne states that a regulatory asset is created when a company is permitted by
accounting rules (particularly SFAS 71) to book an asset for a sum to be collected in
the furure for which the relevant regulator has issued a valid order which provides for*

the certainty of recovery of that sum. O’Brien, Statement No. 4, p. 5:1-8.

What is your assessment of Duquesne’s claims concerning the items and amounts

claimed as regulatory assets?
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Duquesne has overstated its regulatory assets in a number of ways. First, it has
attempted to include as regulatory assets certain costs that never have been justified
to the Commission. Second, it attempted to accelerate recovery of regulatory assets
that are more correctly recovered at the time that generating units are either retired
or sold. Third, it has used an unreasonable approach to functionalization of its
regulatory assets to the generation function. There are numerous specific problems

associated with many of the cost items.

Does your testimony address all of Duquesne’s proposed regulatory assets?

No. Many claimed items involve relatively small amounts, and in the interest of

" economy, I have focused on some of the larger issues. This focus should not be

presumed to suggest that any of the claimed regulatory asset items is legitimate.

Please describe your approach for reviewing items identified by Duquesne as
regulatory assets or liabilities.

I reviewed the items with three primary goals in mind. First, I attempted to
determine the extent to which each item is related to Duquesne’s generation function.
In contrast to generation, Duquesne’s transmission and distribution functions will
remain regulated after the year 2003, and the recovery of regulatory assets related to

those functions is not impaired by the 1996 Pennsylvania legislation.
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A corollary to the requirement that these costs be generation;relatcd is that the costs
must actually be stranded as a result of restructuring of the generation segment of the
industry (e.g., that they cannot be recovered through transmission or distribution
rates, or for that matter, from market-based revenues for generation service). Such
arequirement is obvious: if a regulatory asset or other Iiability is not stranded as a
result of electric industry restructuring, then there is no need to include it in

Dugquesne’s stranded costs for recovery through the CTC.

Additionally, I attempted to determine whether the Commission has approved cost
recovery associated with each item claimed by Duquesne as a regulatory asset. As
noted by witness O’Brien (Statement No. 4, p. 5) if a regulatory asset has been
created as the result of explicit Commission action, then it may qualify as a stranded
cost. Conversely, if Duquesne has decided to defer recovery of costs, without
sufficient Commission authorization, then that decision is the responsibility of utility
management and does not qualify as a regulatory asset to be recévered as a stranded

Cost.

Why should these items be scrutinized?

Duquesne has not had a decision inla General Rate Case since 1986. As a result, the
prudence of many of Duquesne’s expenditures has not been subjected to formal
scrutiny by the Commission. Instead, Duquesne has made operating decisions,
investments, other expenditures and deferred recovery of costs based on its own
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management’s judgement. Duquesne had the opportunity to go to the Commission

for formal approval of the reasonableness of its actions but it decided to forego that

option.

Consequently, Duquesne elected for a decade not to file to adjust base rates through
the Commission’s normal procedures. Therefore, it is essential to carefully screen

Duquesne’s claimed regulatory assets.

What are the results of your analysis?

Applying these criteria, it is clear that Duquesne has dramatically overstated its
stranded costs associated with these items. In fact, it now is attempting to recover
the capital cost of items previously removed from rate base. Based on my
assessment, and subject to any net stranded benefit that may be associated with
Duquesne’s generating assets, I have identified approximately $430 million in
claimed rate base items that should not be recovered through a CTC. In contrast,
Duquesne Witness O’Brien identified more than $483 million of rate base items for
recovery as regulatory assets. See Exh. RBW-34. My proposed disallowances

include:
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By TABLE VII-1
UNSUBSTANT IATED/DISQUALIFIED
RATE BASE ITEMS
Deferred Income Tax $305,000,000
Cold Reserved Units 106,800,000
Deferred Coal Costs 12,191,000
Deferred Caretaker Expenses 6,772,000

Q. Is that the extent of Duquesne’s claimed regulatory assets?

A, No. Described below is more than $125 million in additional items that Duguesne

has claimed are entitled to regulatory asset status which have not been shown to

qualify as regulatory assets.
TABLE VII-2
ADDITIONAL UNSUBSTANTIATED/DISQUALIFIED
REGULATORY ASSETS
Deferred Rate Synchronization : $41,450,000
Deferred Rate Synchronization Costs 270,000
Injuries & Damages 9,846,000
Warwick Mine ' 15,295,000
FAS 106 Costs 23,491,000
Compensated Absences 7,954,000
Transition Implementation Costs 11,000,000
Pilot Program Incentive Credit 14,150,000
Customer Education 2,000,000
Transition Filing 1,000,000 7
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Please explain how you reached that conclusion?
First I will review the three yardsticks that I used to determine whether an item
qualified for stranded cost recovery. Then my testimony focuses on a number of

particularly meritless regulatory asset claims made by Duquesne.

B. Valid Regulatory Order

Has Duquesne met the basic threshold test of at least citing a valid regulatory order
for each of its proposed regulatory assets?

No. Dugquesne cited potentially valid orders for only 15 out of 25 categories of items,

which represent approximately less than 60% of the total regulatory asset claims.

Why do you say potentially valid orders?

_For example, Duquesne claims that PUC Order R-870222 constitutes a valid order

' for recovery of $41.4 million of Deferred Rate Synchronization Cost, but as

demonstrated below, that claim is incorrect.

As another example of a potentially valid oi‘der, how many rsgulatory assets did
Duquesne attempt to justify by reference to the PUC’s order in R-8706517

Duquesne attempts to justify nine items, with an aggregate value exceeding
$100 million, as regulatory assets by citation to the PUC’s order in R-870651. See

Staternent No. 4, p.7:13-35.
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Is there a reason to be skeptical that deferred recovery undertaken for such items was
the result of the Commission’s directives?

Yes. The R-870651 order noted that Duquesne had proposed * ‘the Duquesne Plan,’
consisting of austerity measures, imposed by itself . ... The seif-imposed austerity
includes . . . operating budget restrictions and a $58 million cap on the presently
requested rate increase . . . .” The PUC welcomed “some of the Company’s‘irﬁtiatives
..., although disclaiming responsibility “[i}f [the Company] suffers from negative
consequences of risks which it assumed . ...” Exh. RBW-35. Thus, at least some
of the deferral of revenues resulted from .the Company’s own choice rather than

because of administrative fiat.

C. Only Generation Related Regulatory Assets Should Be Recovered In the
CTC

Should only generation-related assets be incorporated into the CTC as regulatory
assets? |

Yes. Indeed, both Clayton and O’Brien testify that their proposal only includes
generation-related regulatory assets. See e.g, Statement No. 2 at p. 36 and Statement

No.4atp. 7.
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® o
D. Duquesne Makes Invalid Claims of Regulatory Asset Status for
Numerous Items:

Which regulatory asset claims of Duquesne will you analyze in this portion of your
testimony?

Reviewed below are amounts attributed to deferred rate synchronization, deferred
coal costs, Warwick Mine costs, Phillips and Bnmét Island costs, unamortized debt
and unamortized premium on reacquired debt, deferred taxes, injuries and damages,

FASB No. 106, and compensated absences.

1. Deferred Rate Synchronization Costs
Please describe Duguesne’s claim with respect to $41.5 million in defesred Rate

Synchronization Costs.

According to Witness O’Brien, Duquesne petitioned the Commission to defer initial B

operating and other costs of the Beaver Valley Unit 2 and. Perry Unit 1 from

November 1987. Statement No. 4 at p. 10:16-22.

Mr. O’Brien cites the November 1987 Order in Docket No. R-870222, for the claim
that Duquesne was allowed to “seek recovery, over time” of the costs. Statement No.
4 p. 10:16-22.

Did the November 1987 Order authorize recovery of the deferred costs?
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Just the contrary. The order expressly declines to approve rate recovery of the costs
(p. 2), declines to pass upon the costs’ prudence or whether the units at issue were
used and useful (id. and p. 6), declines to adjudicate the justnes; and reasonableness
of the expenditures (p. 6), and specifies that
this Order is not to be construed as a determination by the
Commission . . . that Duquesne . . . may recover any of the

deferred costs . ... Exh. RBW-36.

Did the Commission thereafter authorize Duquesne to recover these costs through
rates?

No. According to Duquesne itself, the “Company deferred the costs . . . until March
1988, when a rate order was issued. In its rate order the PUC bostponed ruling on
whether these costs would be recoverable from the Company’s utility customers. (As

a result the] Company is not earning a return on the deferred costs.” Exh. RBW-37.

Subsequently, in the Ft. Martin proceedings, Duquesne advanced a proposal
regarding that status of the deferred costs. OCA objected to Duquesne’s first
proposal with respect to the deferred costs. As a consequence of OCA’s objection,
Duquesne amended its initial proposal. The amendment specifically recognized that
OCA had not agreed “that an annual amortization of the . . . costs is recoverable in
rates in Duquesne’s next base rate proceeding.” See Exh. RBW-38.
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What is your conclusion regarding Duquesne’s right to guaranteed recovery of these
costs through CTC?
The Commission has never authorized recovery of these costs -- in fact it has

declined to authorize recovery not once, but twice.

2. Deferred Coal Costs

Please describe Duquesne’s claim for regulatory asset status of deferred coal costs
totaling more than $12 million.

Prior to restmc_turing, the Commission imposed a cap on Duquesne’s ability to
recover in its current rates the cost of coal. Now Duquesne effectively seeks to

bypass the effects of the coal cost cap.

Outside of this proceeding, what is Duquesne’s understanding of its opportunity to
recover the deferred coal costs?
According to Duquesne,

the PUC has established two market price coal cost standards
for Duquesne. One applies only to coal delivered at the . . .
Mansfield Station. The other, the system-wide coal cost
standard, applies to coal delivered to the remainder of
Duquesne’s system. The PUC has directed Duquesne to defer
recovery of the delivered cost of coal to the extent that such
cost exceeds generally prevailing market prices for similar
coal, as determined by the PUC. The PUC allows deferred
amounts to be recovered from customers when the delivered
costs of coal fall below such PUC-determined prevailing
market prices . . .. Duquesne has exercised options to extend
the coal cost standard through March 2000.
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Exh. RBW-39 (emphasis added).

Why is the contingent nature of Duquesne’s ability to recover these costs important?
Only when (and if) the cost of coal for its plants was below this coal cost cap would

Duquesne be able to recover deferred coal costs.

Was Duquesne guaranteed that it would be allowed to recover these costs in the
future?

No. Duquesne’s own description of the arrangement (quoted above) demonstrates
its understanding that it was only given the opportunity to recover these costs if and
when its future coal costs were less then the “generaliy prevailing market prices for
similar coal.” However, there was no assurance that Duquesne’s' aggregate coal costs
would be sufficiently low as to permit collection of the deferred amounts.
Consequently, the deferred coal costs did not become stranded because of electric

restructuring; their recovery had become highly contingent long before restructuring.
Was the coal cost cap extended unilaterally over Duquesne’s objection?
No. Asthe Company’s Form 10-K acknowledges, Duquesne exercised its option to

extend the cost cap into the future. See RBW-39.

What is your recommendation regarding Duquesne’s deferred coal costs?
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Because Duquesne admits in its reports to investors that its opportunity to charge
customers these amounts was contingent upon fuel prices and the like, the deferred
coal costs should not be included in CTC. Should Duquesne divest generating assets
and associated fuel contracts either as part of power plant divestiture or separately,
it may maximize value from tlus transaction. If Duquesne’s coal contracts will
always be above market, the shareholders should absorb the cbnsequences, which
would have been the result under the coal cost cap. If Duquesne’s coal contract
prices fall below market (or if the acquirer of the contracts.can achieve this outcome),
Duquesne’s shareholders will recaver the deferred coal cost balance. In no event

should responsibility for the coal costs fall upon Duquesne’s customers.

3. Warwick Mine Cost

Please briefly describe the Warwick Mine investment claim made by Duquesne

 totaling $15 million (Statement No. 4, p. 7:29).

Warwick Mine is wholly owned by Duquesne, and was operated in 1995-96 by a
contractor. However, the Warwick Mine’s contract operator notified Duquesne in
1996 that the operator was ceasing operatim;s because of financial and geological
conditions. Exh. RBW-39. The $15 million claimed by Duquesne represents the net
book value of Duquesne’s investment in the mine. The Company is seeking direct

recovery of its capital investment in the mine from ratepayers.
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Has the Commission had anything to say about whether ratepayers should directly
bear the capital costs of the Warwick Mine regardless of how t.he mine performs?

“On February 21, 1981, the . . . PUC. . . . ruled that the Company’s Warwick Mine
should be taken out of rate base . . . .” according to Duquesne’s then - President and
Chairman of the Board. Instead, if the Warwick Mine was efficient enough to
produce coal at a cost below the average price of comparable coal, Duqucéne was

permitted to earn a reasonable return on its investment. Exh. RBW-40.

Can you provide additional detail regardiné how Dugquesne was to be compensated
for Warwick Mine production?

Subsequent to 1981, the Company was permitted to recover its investment through
the cost of coal subject to the coal cost cap (in the ECR) that also .applied to deferred
coal costs, as described above. Nonetheless, as Duquesne acknowledged in 1995, the

“Warwick Mine has been excluded from rate base since 1981.” Exh. No. RBW-41.

Does this treatment entitle the Warwick Mine capital investment to regulatory asset
status?

No. It is disqualified for the same reason that appl-ies to deferred coal costs --
recovery of costs was not assured, but could occur only when conditions
demonstrated that the public interest was served (i.e., when the costs fell within the
ECR charge). In fact, Duquesne’s effort to directly recover the capital cost of the
Warwick Mine from ratepayers, rather than through the cost of coal when that cost
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was low enough to benefit ratepayers, is even more objectionable than Duquesne’s
proposal on deferred coal costs. This claim is particularly striking because the
operation of the mine has collapsed and yet Duquesne returns to the Commission --

which previously had rejected rate base treatment for Warwick -- for a bailout.

Has the Company exhausted the options available to mitigate the costs of the

Warwick Mine?

No. Of course, as a mine, it might be operated as a real estate investment trust or a

master limited partnership, with consequent savings and increased value, but

Duquesne makes no mention of that opportunity for the Warwick mine. Warwick

or through a separate auction of any generation related fuel assets. Any gain could
then be credited towards Duquesne’s stranded costs, after adjustment by an
appropriate incentive mechanism to encourage Duquesne to maximize the revenue

resulting from this asset sale. But in no event does Duquesne’s failed investment

qualify as a regulatory asset.
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4, Phillips and Brunot Island Costs
What is the history behind the rate treatment of the costs of the Phillips Station and
a portion of the Brunot Island facilities?
In 1986 the PUC approved the Company’s request to remove Phillips and a portion
of Brunot Island from rate base. As a result, these facilities were excluded from rate

base for a decade.

If the facilities were taken out of rate base, why does Duquesne maintain that the
costs associated with the facilitieslshou]d be recovered from ratepayers?

In 1996 — the same year as the Pennsylvania Act was enacted -; the cost of the cold
reserved Brunot units was again placed in an account used for electric plant in

service. Exh. RBW-42,

What are Duquesne’s plans for returning the cold reserved Phillips and Brunot Island
units to utility service?

It has none. Exh. RBW-43.
Are you saying that Duquesne plans to do nothing with these assets?
Dugquesne does plan to exploit the value of these assets, by building new generation

capacity on these sites.
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What facilities has Duquesne considered for Brunot Island?
According to the Company’s IRP filed in September, 1997, Duquesne expects to
restore to commercial operation Brunot CT units, inter alia, “to support . . . long-
term off-system sales,” presumably at deregulated rates, after the year 2000, .and to
reactivate a CC facility in 2007, after the transition period contémplated by the Act.

Exhibit RBW-44,

Please describe the costs associated with the Phillips and Brunot Island facilities that
Duquesne seeks to reco§er from ratepayers.

There are two sets of costs. One set is associated with the “care and feeding” of the
Phillips and Brunot Island facilities that have been shuttered for a decade while
Duquesne strategized on how it could attempt to recover some value from the

facilities. These costs, amounting to $6.77 million, are “caretaker” costs.

Are the caretaker costs for Phillips and Brunot Island reasonable?

No. Duquesne has retained these assets since they were put into cold reserve in 1986
and in so doing has retained its options. This “option” was purchased based on
Dugquesne’s management decision. Duquesne did not need to retain these sites if it
truly believes its own testimony here, namely that low-cost power is available in
ECAR. Thus, the cost of retaining this option should rightfully fall on Duquesne’s

shareholders.
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What order has Duquesne cited as support for recovery of the deferred caretaker
costs?

The Company cited Docket No. P-900485, in which Duquesne and GPU proposed
construction of a new transmission line to GPU service territory, the sale by

Duguesne of the Phillips Station, and related transactions.

‘When was the transmission line built and the Phillips Station sold by Duquesne?

The transactions were never consummated and the benefits envisioned as flowing
from those transactions never materialized. Some of the benefits envisioned to flow
from transaction were embodied in a settlement, which the Commission reviewed in
P-900485. In its review, the Commission noted that “[i]f the Transaction cannot go
forward, the Settlement is moot because no regulatory treatment of costs and

revenues wi]l occur.” RBW-45,

Does the P-900485 order cited by Duquesne as authorizing the recovéry of the
stranded costs here at issue make any statements about its subsequeﬁt effect?

The Commission noted that contained within its power to approve petitions was “the
power to restrict our approval” in a way that preserves the rights of parties to contest
1ssues which might arise in other proceedings before the Commission. P-900485
(Part I1.B2.g). The Commission noted that “the Settlement does not pre-approve

future actions to be taken by Duquesne.” Id. at 40.
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Is there subsequent information that undermines Duquesne’s claim that Brunot Island
and Phillips costs qualify as regulatory assets?

Yes. Duquesne this year expressly recognized that“[i}n the event that market
demand, transmission access or rate recovery do not support utilizatiop of these
plants, the Company may have to write-off part or all of these investments and
associated costs.” Exh. RBW-39. Even the Company recognizes that lack of
transmission access is one factor that prevented recovery of the costs. Moreover, by
admitting that the costs may be written-off, the Company acknowledges there is no

certainty as to the costs’ recovery.

What costs, aside from the caretaker costs, are associated with Brunot Island and
Phillips for which Duquesne seeks recovery?

The underlying capital investrnents.

How much does Duquesne claim for the facilities?
It claims stranded costs of $106,800,000 for the Brunot Island and Phillips facilities.

See Statement No. 4, p. 15, 12-14,
Is Duquesne interested in selling these facilities?
Yes. Duquesne hopes to investigate sale of the facilities between now and the

scheduled dismantling of the Brunot Island units in 2013. Exh. RBW-46.
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What valuations of the facilities have been provided to Duquesne?

Recall (from Part IT1.A.) that one of Dugquesne’s consultants valued Brunot Island as

high as $112 million and Phiilips as high as $140 million. See Exh. RBW-7.

What is your recommendation regarding the costs associated with the Phillips and
Brunot Island facilities?

Duquesne is not entitled to stranded cost treatment for any amounts associated with
these facilities. Duquesne may attempt to divest these assets. Any premium above
book value for these two facilities could ;t least partially be ﬂlocated to pay the

caretaker costs, and offset stranded costs (if any) of other facilities.

Have others identified these items as questionable?

Yes. The PUC’s Audit Staff noted that the Company’s Form 10-K admitted that
Dugquesne may have to write-off part or all of the cold-reserved units, as quoted
above. According to the Staff, Duquesne has not indicated a time when it expects to
start using the property for utility service. See Exh. RBW-26. Indeed, as noted
above, the Company admitted in this proceeding that it has no plan to return the-cold
reserved units to utility service. The PUC’s Staff further observed that the Uniform
System of Account instructions for plant held for future use require that property so

classified be subject to a definite plan for future use.

What is the appropriate action in light of those facts?
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As the PUC’s accounting Staff suggested, the facilities should be removed from rate
base, their costs classified into Account 121, non-utility property, and no amounts
associated with Brunot Island and Phillips cold reserved units should be recovered

from ratepayers.

Have adjustments to plant balances associated with these facilities been
recommended?

Yes. The PUC’.s accounting staff sampled Duquesne accounting records and found
that almost $1.3 million that Duquesne had claimed as electric plant in service at

Brunot Island should be transferred to a non-utility property account. See RBW-26.

'Any Diiquesne stranded cost claim should be modified to comport with the results

of the accounting staff’s examination of Duquesne’s books.

5. Deferred Taxes

Please describe Duquesne’s proposed regulatory asset associated with deferred taxes.
Witness O’Brien has testified that the PUC policy of including in rates only “actual
taxes paid,” except where Federal law requires normalization of tax benefits, see
Statement No. 4 p. 8, has resulted in a Deferred Taxes regulatory asset with an initial
balance of $550 million in 1994 and a claim of $304.94 million for recovery in this

proceeding. See Exh. DIC-4 p.1.

Please explain your concerns regarding this claimed regulatory asset.
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First, Duquesne made additional capital investments in generation facilities during
the years foliowing its last case determining base rates ten years ago. These
additions in turn contributed to deferred income tax balances. The deferred income
tax consequences of these capital additions, which have not been reviewed or
approved in a general rate case, should not be presumed to qualify as regulatory

assets. .

Is there an additional deficiency with Duquesne’s proposal to treat deferred taxes as
regulatory assets to be recovered in the CTC?
Yes. Duquesne insists that it should earn a retum on the deferred tax balance. See

Statement No. 4, p. 7:1-9.

What is the problem with that request?

Typically, deferred tax balances are not permitted to earn a return on equity.
Duquesne in this case is requesting, by means of the CTC, receipt of revenues for tax
bills that may not have to be paid for years into the future. In effect, the CTC
provides Duquesne with funds, before the obligation must be paid. Imposiqg aretumn
on the deferred tax balance would be contrary to traditional regulatory practice and

unwarranted.
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6. Unamortized Debt Costs and Unamortized Premium on Reacquired
Debt
Please describe Duquesne’s rationale for recovery of the unamortized debt costs and
premium on reacquired debt in its CTC.
Duquesne indicates that these costs histoﬁcaliy have been amortized over a period

of time, rather than recovered at the time that debt was either reacquired or issued.

See Duquesne Statement No. 4, page §.

Has Duquesne demonstrated that these costs were incurred as a result of electric
industry restructuring in Pennsylvania?

No. Witness O’Brien makes no such clalm However, he does indicate that, in his
opinion,“{d]ue to the restructuring . . ., the Company will not be able to recover fully .
the unamortized (sic) remainder of the expense.” See Duquespe Statement No. 4,
page 10. Notably, he does not contend that none of the balance will be recoverable
in the new market for power supplies. Nonetheless, it appears that Duquesne has
claimed as a regulatory asset the entire amount of this item that Duquesne attributes

to the generation function.

What is the existing amortization schedule for the cost of reacquired debt?
Duquesne indicates that it will amortize these premiums over the life of the debt.

See, Exhibit RBW-47.
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What amortization schedule for the cost of reacquired debt has Duquesne proposed
in this proceeding?
It proposes to recover the entire reacquisition premium during the transition period.

See Statement No. 4, p. 9:19-10:15.

Is Duguesne’s proposal reasonable?

No. Since the regulatory asset portion of these costs was incurred in order to finance
the construction and/or purchase of generating assets, the reacqﬁisition premium and
issuance cost should be amortized consistent with Commission policy, which means
that it should be amortized over the remaininé life of the debt. Duquesne’s
generating assets will not disappear in their entirety at the end of the transition
period; operating units (and‘ Duguesne shareholders) will continue to benefit from the
lower debt costs obtained by refinancing in future years. Traditional regulatory
policy focuses on matching the cost of a benefit with the benefit itself, but
Duguesne’s proposal ignores that principle by making ratepayers responsible for all
of the post-2001 cogt of this item while conferring the post-2001 benefit upon

Duquesne shareholders.

What is your recommendation for the amortization of this regulatory asset if
Duquesne should divest its generating assets?

Presuming that the transaction is a taxablé event to Duquesne, any remaining portion
of this regulatory asset should be paid down.
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How should this regulatory asset be recovered if Duguesne’s generating assets retire
prior to full recovery?
That case should be handled similarly to the asset sale case. The remaining balance

of the regulatory asset should be recovered at that time through a one-time charge.

7. ‘Injuries and Damages
Please describe Duquesne’s alleged regulatory asset for Injuries and Damages.
Witness O’Brien claims that “[t]hese costs relate to the Company’s workers (sic)

compensation liability”. See Duquesne Statement No. 4, page 11.

What is Duquesne’s rationale for inclusion of these regulatory assets in its CTC?
Duquesne indicates that this regulatory asset results from a difference in timing

between when the liability is booked and when amounts are actually recovered

‘ through rates.

When was the last time that the magnitude of this regulatory asset could have been
assessed by the Commission?
Duquesne’s last rate case, Docket R-870651. Thus, there is no certainty that the

costs now associated with this regulatory asset are just and reasonable.

Do Duquesne and HSS/ARI agree that at most only generation-related “Injuries and
Damages™ costs should be included in the CTC?
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Apparently. Witness O’Brien testified that “If the Company’s generation had
remained part of the regulated assets, Duquesne would recover the difference . . .
over time. Because the generation portion is being deregulated, however, Duquesne

will not be permitted to recover these amounts.” (See Statement No. 4, p. 11).

What do you recommend regarding inclusion of this particular regulatory asset in
CTC?

No. None of the expense has been shown to be generation-related.

8. FAS No. 106 Costs
Please describe Duquesne’s obligations associated with FAS No. 106.
Duquesne states:

FAS No. 106 was issued in December, 1990 and became
effective for Duquesne beginning in 1993. This statement
required the accrual established for these types of post-
retirement benefits. Consistent with the Commission’s
guidelines for implementing FAS No. 106, the Company is
amortizing the liability required upon adoption of this
statement over 20 years. Due to the change in legislation, this
liability which related solely to employees [sic] liability
incurred prior to the date of legislation must be now
recovered over the transition period of the Act rather than the
original 20 year period. [See Statement No. 4, pp. 13-14.]

Should only generation-related FASB 106 costs be included in the CTC?
Yes. As discussed above, Duquesne apparently agrees that only generation-related

FASB 106 costs should be included in the CTC. Moreover, any generation-related
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FASB 106 costs should be funded by the divestiture of the generation assets.
Obviously, to the extent that the divestiture proceeds are essentially pre-funding
payment of this liability, this funding should be treated in the same manner as nuclear

decommissioning funds, rather than as an interest free loan from the ratepayers.

Are these costs that Duquesne’s potential competitors in the deregulated market will
face?

Yes. FAS No. 106 applies to other power merchants, not just Duquesne.

Would recovery of these costs through a CTC give Duquesne an unfan' advantage in
the.deregulated electric generation market in which Duquesne will likely participate?
Yes. Allowing Duquesne to recover these costs outside of the deregulated generation
market would clearly give Duquesne a competitive advantage over other firms that
have to recover these costs on a going-forward basis. In certain hours, it will allow
Duquesne to recover these costs twice: once through the CTC and once through the
generation r_narket. Thus, the costs do not qualify for recovery in the CTC because
there has been no- showing that the costs will not be recovered in the competitive

market.

What is your recommendation regarding the FAS No. 106 costs?
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I recommend that Dudjuesne not be given an unfair advantage over other competitors.
As a result, the Commission should not include any of Duquesne’s FAS No. 106

costs attributable to the period after the transition in the CTC.

9. Compensated Absences

Please describe how compensated absences, for which Duquesne claims $8 million
in regulatory assets, arise.

The Company accrues amounts to recognize employees’ claims to future paid

absences from work.

Why have you questioned that item?

Duquesne has eliminated hundreds of employees over the past decade, and likely will
eliminate an additional significant number of employees in the future either as the
result of competition, the merger with APS, or both. Some of these reductions will
be through voluntary buyouts and other employment terminations m which the
employee does not obtain the full value of the accrued amounts. Given the fact that
no scenario points to higher, or even status quo, employment headcounts at
Duquesne, at a minimum the Company is obligated to demonstrate that its accruals
will not result in a windfall as the Company reduces its headcount. Additionally
there has been no showing of the actual proportion of these costs that is related to

generations.
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E. Transition Costs

Does Duquesne claim to have any “transition costs?”

Yes. Duquesne identifies five categories of such expenditures. Duquesne, Exhibit
DIJC-5. They are:

i) expenses related to Duquesne’s pilot program implementation;

(ii)  expenses related to customer education;

(iii)  restructuring filing expenses;

(iv)  restructuring implementation expenses; and

(v)  deferred pilot program costs.

Duquesne is claiming, in total, $18.2 million associated with those items. See
Exhibit DJC-5.

Does Duquesne explain why, in its view, those expt;nses qualify as “transition costs”
that can be recovered through a CTC?

No. Dugquesne’s witness Clayton identifies the costs but does not explain either why,

| in his view, they qualify as “nﬁnsition costs” or why Duquesne should be permitted

to recover them through a CTC.
Do you believe that Duquesne should recover its expenses associated with those
items as “transition costs?”

No.
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What is your reason for éoncluding that Duquesne should not recover the
expenditures as “transition costs?”

I disagree with Duquesne’s characterization of the items as “‘transition costs” because
the items are not the types of costs that the Act describes as “transition costs.”
Section 2803 of the Act describes the term “transition costs™ as including costs of a
utility related to employee severance, retraining, early retirement, out placement and
related expenses for employees who are affected by changes that are occasioned by
the Act. Thus, In referring to the definition of transition costs in Section 2803 of the
Act, ] did not see language that would suppbrt Duquesne’s request that pilot program
expenses, restructuring related expenses or expenses of consumer education should
be treated as transition costs. Further, Duquesne did not reference any other section
of the Act as support for its request to recover those expenses as stranded costs.
Therefore, Duquesne has not provided an explanation that shows that it is entitled

under the statute to recover any of the costs of those items through a CTC.

DUQUESNE CREATED ARTIFICIALLY DEPRESSED ESTIMATES OF
MARKET CLEARING PRICES

Dr. Weisenmiller, please summarize your analysis of Duquesne’s estimation of post-
2005 market prices for electric power, and the effect of Duquesne’s estimates on its
stranded cost claim.

Duquesne calculated its January 1, 2006 claimed stranded cost based upon the
difference between its projected net book investment in gv.;:neratiori and regulatory
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assets and a forecast of the market value of generation from its generating plants.
Thus, by inflating Duquesne’s projected net book investment and deflating forecasts
of future market prices, Duquesne would maximize its stranded cost claim. In prior
sections of this testimony, I have shown that Duquesne’s projection of its net book
investment is unreasonably high. Duquesne also used unreasonable assumptions to
deflate its predictions of future market prices to unreasonably low levels, ultimately

overstating stranded costs.

Please summarize Duquesne's approach towards estimating the value of power.

Duquesne retained Michael M. Schnitzer to determine stranded costs. Mr. Schnitzer
used "the difference between net book value and competitive market value” to
establish the “portion of book value stranded by competitive wﬁil access. The key

quantification issue concerns the market value of generation.” (See Schnitzer,

 Statement 3, p. 7). Mr. Schnitzer supported the use of an annual dump wholesale of

power to establish this market value, rather than an administrative determination of
market prices today based upon a computer simulation model such as the GE MAPS
approach used by witness Howard Pifer on béhalf of West Penn in its restructuring
proceeding. (See West Penn, Statement 6). However, Mr. Schnitzer also developed
an "upper bound range” of ceiling market prices in 2006 “based on the cost of entry
by new construction assuming that such entry is in fact economic in 2006."

(Statement 3, p. 25; emphasis in original}
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Why does Mr. Schnitzer support setting the market price of power using an annual
solicitation rather than an administrative determination?
Administrative determinations require forecasts that are "... highly sensitive to the
initial assumptions chosen by the analysts making the forecasts." (Statement 3, p. 9).
Witness Schnitzer also identifies three sets of assumptions that are critical:

1. The choice of new supply technology;

2. A "need date" for new technology; and

3. Fuel prices. Id atp. 8:1-19.

He states that historically assumptions for these forecasts invariably have been wrong
and that the resulting "market price projections have been overstated significantly."
He also states that administrative determinations of market pric;es lead to a "battle of
experts" that is a "contentious and time-consuming process." See Statement 3, pp.

8-9.

Dr. Weisenmiller, would you comment on Mr. Schnitzer's testimony?

I would prefer an asset sale to value Duguesne's generation a.ssets, rather than an
administrative determination of stranded costs. As discussed in Section III.C,,
Duguesne’s use of incremental wholesale dump sales is flawed and understates the
value of power. Accordingly, I would propose that Duquesne divest its generating

assets and let the market determine their value. Indeed, Duquesne has already
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established, through its sale of Ft. Martin and its merger with APS, the vaiue of its

generating assets.

Second, I agree with Mr. Schnitzer that an administrative determination of stranded
costs can lead to a complex proceeding that is essentially "the battle of the experts"
and "the battle of the models.” But Mr. Schnitzer neglects to point out that
Dugquesne’s case rests not only on the wholesale dump sales results but also upon
computer models: Mr. Clayton's modeling of the net present value of the generating
plant assets in 2005 is based upon computer generated forecasts of their cost
components between 1996 and 2026 (see Statement No. 2, Exh. DJC-3), and Mr.
Schnitzer's derivation of a new entrant ceiling price range in 2006 (Statement No. 3,
Exh. MMS-2, 3, 4, and 5) also is based on a model. Thus, Duqugsne‘s approach does
not eliminate the need for evidentiary hearings on computer models and their
assumptions. Divestiture would diminish or eliminate the role of administrative
hearings not only w1th respect to the value of power, but also the costs and values of

West Penn's generating assets and the ceiling price established by new entrants.
Finally, I agree that Mr. Schnitzer has identified variables that have critical impacts

upon determination of the future value of power (although his list may not be

exhaustive).
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Before discussing the specific assumptions, what is your reaction to Mr. Schnitzer’s
claim (at pp. 8:17-18) that these types of forecasts invariably are too high?

The world 1S not that simple, as demonstrated by a review of assumptions identified
by Mr. Schnitzer as critical. For instance, consider the new supply technology of
choice. He asserts that “costs and thus prices are usually projected assuming that
technology never improves, costs never decline and efficiency gains are never
realized.” (Statement No.3, p.8.) Unfortunately, the last twenty to thirty years also
offer a number of counter-balancing examples of overly optimistic projections. For
example, nuclear power was once expected to be “too cheap to meter,” but the
projected installed costs for nuclear units in the seventies were off by an order of
magnitude. Technology improvements have emerged at a much slower pace than
hoped for synthetic fuels plants, “breeder” mamém, fusion technology, fluidized bed
technology, photovoltaic, wind conversion devices, etc. Demand side management
technology also has turned out not to be as inexpensive as predicted by some

forecasts. In fact, improvements in turbine technology in the past decade have been

one of the few technology surprises. However, it is equally dangerous to extrapolate

such improvements indefinitely. Indeed, some of the advanced turbines currently in

use have suffered operational problems. See for example the Doswell experience and

the host of problems identified with the latest generations of turbines.

Are there any other factors not considered in Mr. Schnitzer's optimistic assessment?
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Yes. First, air emissions requirements have grown increasingly stringent for new

% &

facilities for at least the past ten years. Concerns over “greerihouse gases,” “acid
rain,” and other issues that might emerge in the next ten to twenty years could lead
to substantially enhanced emissions contrel requirements, which could increase the
costs or degrade the performance of new fossil-fired power plants. This 1s a
particularly significant issue in light of Duquesne’s inconsistent treatment of clean
air costs for gas and coal facilities, discussed below. Second, restructuring has
slowed the installation of new generating capacity in the United States. There is
essentially an “over-hang” of potential turbine construction capability, which results
in fairly aggressive vendor pricing at this time. However, if West Penn witness Pifer
is correct, then 24,375 MWs of either CTs or CCs would be installed in ECAR, PIM,
or SERC by 2005 and another 67,375 MWs of either CTs or CCs would follow by

2010. These demands just within the continental North American market could lead

to increased prices for this equipment, even if it is the technology of choice.

What about Mr. Schnitzer's concern that facilities could be built before they are
needed and drive down market prices?

With a deregulated market, project proponents will absorb the risks of building
uneconomic resources, which should result in resource additions occurring only
when market prices demonstrate sufficiently high levels to support investment. In
such an environment there will be periods of time where pdce§ will be in excess of
fong-run replacement cost. Thus, construction of new resources will not cap
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automatically the value of power, biit a substantial number of resources will need to

be added on a continuous basis before these resources act as an effective cap.

What about Mr. Schnitzer’s third concern that fuel price forecasts are invariably too
high?

I will discuss this issue in detail below, but Mr. Schnitzer is essentially assuming that
the recent past will be reflected throughout the next 30 years. Thirty years ago a
number of analysts made the same type of mistake with oil and gas prices, producing

forecasts that were tgo low.

A. Key Assumptions

In addition to the foregoing analysis of Mr. Schnitzer’s conceptual errors, have you
identified particular assumptions Witness Schnitzer utilized for his computer
simulations?

Yes. Some of the major problems with Duquesne's simulations include:

1. Characteristics of resource additions;

2. The gas price forecast;

3. The inflation rate forecast; and

4. Pollution control technology.

1. Overly Optimistic Characteristics of New Resource Additions

Please describe Mr. Schnitzer’s assumptions concerning resource additions.
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Mr. Schnitzer has assumed that combined cycle units will be built to meet future load
growth and to replace existing capacity, so they effectively will cap the market price
of power. His - assumptions regarding the cost and operétiorial characteristics of
these units are presented in Schnitzer, Statement No. 3, Exhibits MMS-2, MMS-3,

MMS-5.

How do these resource additions impact the forecast price of power?

Witness Schnitzer assumes that gas-fired combined cycles will be the technology of
choice for new entrants and thus would establish the value of power beginning in
2006. See Statement No. 3, p. 26. In effect, he is assuming the operating costs of
these resources will "cap" the value of power, because additional resources will be

added whenever the value of power is above their costs.

'Does Schnitzer take into consideration locational effects on the cost of the projected

CC units?

No. He assumes that all generic resource additions have the same cost and operating
characteristics. In other words, he assumed th;;at the cost of constructing, owning and
operating a new CC unit is constant regardiess of whether the unit is located in an
area where land and fuel are relatively inexpensive (e.g., the Midwest) or where land
and ﬁlgl are relatively scarce (e.g., the Northeast). See Statement No. 3, Exhibit

MMS-3.
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Do you have any other specific concerns regarding Schnitzer’s cost assumptions for
these CC units?

Yes. First, Schnitzer assumed significant technological improvement in CC units.
His optimism was discussed above. His assumptions of technological improvement
can be contrasted with the assumptions of the EIA, Penelec, PECO., AYP in its
evaluation of Ft. Martin, and even Duquesne in its most-recently filed Iﬁtegrated
Resource Plan, see Exhibit RBW-48. As can be seen from the exhibit, the heat rate
Duquesne presumes here for the generic units is iower than that used by Peneléc,

EIA, or AYP.

Can you provide the Commission with an estimate of the “all-in” costs of these
competing plant specifications?

Yes. Because the overall cost of generation typically is a‘ function of the amount the
generator runs, I have performed a parametric study in which I changed only the

capacity factor of the unit. See Exhibit RBW-48.

What do you conclude regarding Witness Schnitzer’s assumptions?
Duquesne’s assumptions concerning CC operating costs are less than those of any
other party, and even less than its estimate used in its Resource Plan. See Exhibit

RBW-48.

Please describe how you reached these conclusions?

123




10

11

12

13

14

15

16

17

18

19

20

I used fixed and variable costs for genéric CC units obtained from a number of
different sources: Penelec, PECO, EIA , AYP (in its evaluation of the Ft. Martin
purchase) and the values provided by Witness Schnitzer. I then estimated the fixed
costs, on a cents/kWh basis, at different capacity factors. By summing the variable

costs and the fixed costs at different capacity factors, I estimated overall costs for

these generic CCs.

Of the various sets of presumed characteristics of CCs that you examined, which set

had the lowest overall costs?

Witness Schnitzer had presumed by far the lowest overall costs ($32‘.3/MWh “DQE

estimate remains the lowest, even after 1 adjusted for his assumptions regarding
natural gas prices, which, as I will discuss below, are unreasonably low. Wimess'
Schnitzer used a different fixed charge rate that we were unable to review because
the formula was not provided. Also, changes in gas prices and inflation would
change the relative weighting of fixed and variable costs in determining the overall
cost of power from these units. Thus, the impacts of these overly optimistic generic

unit assumptions are magnified by the similarly optimistic fuel and inflation

forecasts.

CC low” and $34.5/MWh “DQE CC high”) for CC units. Witness Schnitzer’s
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2. Overly Optimistic Gas Price Projections
Why are Duquesne's assumptions regarding natural gas prices important in

determining future electric prices?

They are critical in determining what Duquesne characterizes as its ceiling for the
market price of power in the post-transition period (beyond the year 2005) because
natural gas is the primary fuel source for CC units, Mr. Schnitzer’s assumed
technology. Further, although Duquesne has relied solely oh an 8-year RFP to
determine the market line in the Transition Period, it is reasonable to consider
alternative market lines that rely, at least in part, on natural gas prices in the
transition period. Because future natural gas prices are so important, Duquesne
should have adopted reasonable assumptions regarding future natural gas prices --

but it did not.

What flaws exist in Duquesne’s natural gas price forecast?
The flaws primarily are in two areas. First, Duquesne has chosen a wellhead gas
price forecast that is low by any review of reasonable existing forecasts. Second,

Duquesne also has used a gas transportation price that is unrealistically low.

What did Duquesne use for a wellhead gas price forecast?
Duquesne witness Schnitzer obtained “quotes for forward prices through 2005 for
gas delivered to Henry Hub in Louisiana.” (Statement No.1, Schnitzer, p. 26).
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-Discovery revealed that these “quotes” consisted of a letter from an over-the-counter

brokerage firm. Exhibit RBW-49. The forecast is basically flat in nominal terms,
in the range of $2.20 to $2.60 per MMBtu. Because this projection is stated in
nominal terms, it implies that real fuel prices decrease in each year at approximately

the rate of inflation through 2026.

Is this forecast reasonable?

No. 1reviewed publicly available natural gas wellhead forecasts released by EIA,
WEFA, DRI and GRI. Exhibit RBW-50. Any individual forecast should be treated
with caution as they all have performed poorly in the past at predicting future prices.
However, over the period 1995 to 2015, all of these forecasts predict real increases

in the price of natural gas, ranging from 0.1 to 2.5%/year.

How is it that the forward price quoted by the brokerage firm is lower?

Duquesne has not provided any information concerning how Merrill Lynch
developed this price quote. Although Merrill Lynch apparently provided a then-
current price quote that reflects its price expectation, it did not commit that it would

contract to provide gas at that price starting in 2006 for 10 or 20 years.

How does Duquesne incorporate the cost of natural gas transportation into its model?
It is introduced in Schnitzer’s market line spreadsheets in the post-transition period.
As noted earlier, Duquesne relies solely on the RFP to predict the market line in the
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transition period. According 'to Schnitzer, he used a 4-year basis differential quote
between Henry Hub and the TCO pool. (Statement No.1, Schnitzer, p. 27.) This

differential is set at $0.20/MMBtu. (Exhibit MMS-3, p. 1)

What 1s the basis of this gas transportation cost forecast?

In response to an interrogatory !.hat asked for source document; and any alternative
documents reviewed, the only support or justification provided by Mr. Schnitzer was
contained in a single handwritten page. Whoever provided that estimate to Mr.
Schnitzer noted that it was a “Best Guess Transport” rate. That person’s “best guess”
is the sole basis that Mr. Schnitzer relies upon for his differential of $0.20. Exhibit

RBW-51.

What inherently unreasonable presumptions about natural gas transportation rates did
Duquesne make?

Witness Schnitzer's model severely over-simplifies natural gas market dynamics
because it applies the same delivered gas cost to all potenﬁa] generating units
throughout the U.S., thus ignoring the reality that transportation costs for new
resources likely will vary from region to region and therefore vary for different

generating units, depending on location.
Is Witness Schnitzer’s best guess $.20 transport rate consistent with real world data?
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No. [ examined historical differentials between wellhead and Midwest citygate
prices. 1 also examined the historical transportation rate reflected in delivered to
electric utility prices from the EIA. I looked at actual data for the last four years.
These differentials average in the $0.50 to $1.00/MMBtu range, or 2.5 to five times

Witness Schnitzer’s best guess transport rate.

Do Schnitzer’s assumptions regarding natural gas match what Duquesne forecasted
less than a year ago?
No. in Duquesne’s latest IRP plan, filed September 1996 and updated May 1997,

Duquesne used a natural gas price escalation rate of 4.9%/year.

Can you summarize your view with respect to the assumptions Duquesne used to

forecast natural gas prices?

' Duguesne's assumptions uniformly result in unreasonably low forecasts of natural

gas prices. As a result, I believe that Duquesne's forecast of future electric prices is
unreasonable and cannot be accepted as a basis upon which to calculate stranded
costs. Thus, I recommend that Schnitzer’s r;la.rkct line, including the gas forecast
embodied in it, be discarded. If Schnitzer’s market line methodology is to be used,
however, 1 recommend that its gas price component be escalated at 1.0%/year in

addition to escalation for the rate of inflation.
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3. Overly Optimistic Inflation Assumptions

Why are assumptions regarding inflation important?

Lower inflation rates mean that components of market-clearing prices rise more
slowly, and hence market-clearing prices increase more gradually, than with a higher
presumed inflation rate. All of the cost combonents of a new generation facility are
exposed to the effects of inflation. Thus, the rate of inflation directly affécts the
entirety of such new capacity. In contrast, existing plants’ costs include amounts
which already were expended, are kept on the books at historical costs, and, thus, are
not affected to the same degree by a chmée in future rates of inflation as are new
facilities. As a result, lower inflation rates lead to lower costs for new facilities and
reduce the resulting market-clearing prices from new facilities placed in operation to
satisfy increased demand. The bottom line is that an unrealistically low projection
of inflation can create an artificially depressed market—élearing price projection, in

turn inflating stranded costs.

What annual rate of inflation has Duquesne’s Messrs. Schnitzer and Karl presumed
to be in effect during the period in which transition costs are cﬁmputed?

Mr. Schnitzer presumes that inflation will be 2.5%/yr. See Statement No. 1, Exhibits
MMS 2, 3, and 4. Mr. Karl assumes a gross national product price deflator
("GNPPD") of 2.4%/yr to 2.7%/yr. See Volume IV, Exhibit MGK-4. Inflation figures
are used to compute. costs and determine the market price over the 28 years (1998-
2026) subject to Duquesne’s projections.
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What was the basis for Mr. Schnitzer’s inflation forecast?

In response to a request for “all sources relied by Duquesne to justify its presumed
2.5% inflation factor,” Duquesne’s witness Schnitzer stated that he used a 2.5%
inflation factor because Mr. Clayton used a 2.5% inflation factor. Exh. RBW-52.
Thus, Mr. Schnitzer apparently made no independent evaluation to determine the
propriety of a key assumption in his forecast. Witness Clayton’s testimony does not

provide any justification for the number.

What has the average annual inflation rate been in the past?

The U.S. Department of Commerce has published almost sevent)} years of price

‘deflator data. I was able to compare Duquesne’s forecasts of inflation to the gross

domestic product price deflator ("GDPPD"), which is closely related to the GNPPD

and has become the more common measure of general inflation. The average level
of the GDPPD during the last twenty five years (1972-1996) has been 4.64%/yr.
During the last 50 years the average has been 4.2%/year. These historical measures

of inflation exceed Duquesne's projection by more than 60%. See Exh. RBW-53.

How many times during the last 50 years has the GDP price deflator increased on
average at a rate of 2.5% or less annually for a twenty-five year period?

Never. Twenty five year averages in that period (e.g., from 1946-1970, 1960-1984,
etc.) range from 4.1% per year to 4.6% per year. There is no twenty-five year period
incorporating the Commerce Department data that features inflation that averages as
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low as 2.5%/year, unless I incorporate the entire period of the Great Depression. As

a result, Duquesne’s presumed inflation rate appears highly improbable.

Do you believe that Duguesne’s projection of low inflation rates indefinitely into the
future is credible?

No. Serious outbreaks of inflation occur periodically. During just the last half
century, the U.S. experienced significant inflation in 1946-47 (11-12% increases in

the annual GDPPD), 1951 (6.8%), 1974-75 (9-9.5%) and 1979-81 (8.5-9.4%).

Why is Duquesne’s forecasted inflation so out of line with actual experience reflected
in the Commerce Department’s data?

Forecasters may mistake the recent past as the predicate for the indefinite future. For
instance, some forecasters during the 1980's estimated future inflation rates
substantially in excess of levels that actually materialized, in part because inflation
"spikes" had occurred in 1979-81. The last five years have featured. declining
inflation rates, and forecasters’ expectations may have been colored by that short-

term performance.

What is Duquesne’s own estimate of inflation for the period through 20017

In Duquésne’s July 1, 1996 IRP, it forecast inflation as follows:
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Dugquesne’s Forecasted Inflation (%/yr)

Base : Optimistic Pessimistic

CPI

3.6 31 39

Source: Exhibit RBW-54.

How does CPI compare with GNPPD or GDi’PD?

CPI measures consumer goods and uses fixed weights, and has historically been
higher than broader inflation indices such as the GNPPD or GDPPD. The historical
difference between the CPI and the GDPPD for the 25 years ending 1991 is 0.3%/yr.
Thus, Duquesne’s IRP inflation forecast, once adjusted, translates into a GDPPD rate

in the 2.8%/yr to 3.6%/yT range.

Given the historical inflation data and Duquesne’s own recent -projections that you
have described, what is your conclusion regarding Duquesne’s inflation factor?

It is unreasonably low and should not be accepted as a basis upon which to forecast
future market prices. A general input price inflation level of 3.0%/year, which is
consistent with Duquesne’s recent IRP and is closer to historical long-term averages,

is far more reasonable.

4, Pollution Control Costs
Did you review Schnitzer's assumptions about NO,, control costs?
Yes. | examined Exhibit Nos. MMS-2 and 4, but there is no discussion of NOy

control costs or a sensitivity case for anticipated NOx control costs.
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Did Duquesne consider NOy control costs in its analysis of Duquesne's revenue
requirements for its generating assets?

Yes. Duquesne incorporates anticipated NOy control costs into projected Duquesne
capital expenditures for each plant. The NO, control costs are based on the
requirements of the Clean Air Act Amendments (“CAAA™) and Acid Rain Rule

requirements. See Exh. RLN-6.

Are the CAAA Title IV Phase I regulatory requirements the only regulatory program
that aims to control NOy emissions from Duquesne’s power plants?

No. There are several overlapping current and proposed regulations to control NOy
emissions from power plants in Pennsylvania, including the more stringent CAAA
Title IV Phase II Acid Rain Rules (see 61 Fed. Reg. 67,112); a Memorandum of
Understanding (MOU) between 12 Northeastern states, including Pennsylvania, and
the District of Columbia (known as the Ozone Transport Commission) that
established guidelines for NOy emission reductions among mé signatories; and the
recently proposed controls on NOy, emissions arising from recommendations by the
Ozone Transport Assessment Group (OTAG) (see www.epa.gov/capi/capi/

reganal2 html).

Will these other regulations increase NOy control costs beyond those incurred by the

CAAA Title IV Phase | requirements?
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That depends on the stringency of the other regulatory programs relative to the
CAAA Title IV Pha;c I requirements, the current emissions of Duquesne’s plants,
and the ultimate form that the proposed actions take in terms of limits on NOy
emissions. For example, the CAAA Title IV Phase [l requirements are more
stringent than the Phase I requirements. This might imply that a utility would have
to incur additional expenses to reduce ‘emissions. Compliance with Phase I
requirements, however, already may be achieved based upon previous control eﬁ"or;s
and the plant technology. In such a case, no additional control costs would be

incurred.

Further, because some NOy regulations are only at the proposal stage, it is difficult
to determine with certainty whether future regulations would increase NOy, control

costs beyond those incurred by the CAAA Title IV Phase I requirements. In general,

 though, future NOy, regulations are expected to be more stringent than both the Title

IV Phase I and Phase II regulations. For example, as proposed, EPA has estimated
that its rule to control regional ozone transport through control on NO, emissions
would result in incremental (ie., additionaf) costs above the base case of about
$1,700 per ton of NOy reduced in the summer season in 2005 (see
www.cpa.gov/capi/capi/rcganﬁ.html). To establish the base case, EPA recognized
future compliance with the Title IV Acid Rain requirements as well as the Ozone

Transport Commission’s MOU.
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What is your conclusion regarding Duquesne’s accounting for NOy emission costs
in its stranded cost calculations?

Duquesne accounted for the costs to some extent as they applied to Duquesne’s
plants in terms of going forward costs. However, Mr. Schnitzer did not include the
costs at all in determining his price preciictions. His failure to do so leads to
particularly misleading results because his assumed tech.r.xology, CCs as gas fired
units, will be impacted to a greater extent by NOy emission costs than will
Duquesne’s existing coal-fired plants. Thus, Duquesne inappropriately raised the
spread between its projected costs and its éxpected revenues based in Schnitzer’s
price predictions by not accounting for NO, emissions costs on both sides of the

equation.

DUQUESNE’S OSTENSIBLE CONSUMER PROTECTION FEATURES ARE
MEANINGLESS

Does Duquesne propose any provisions that it contends will protect ratepayers from
liabilities for excess payments of purported stranded costs?

Yes. It proposes two mechanisms that in its view would protect ratepayers from

funding excess depreciation and amortization.

Do you agree that the mechanisms provide protection to Duquesne’s ratepayers?

No. The mechanisms are meaningless. They provide no protection whatsoever.
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Please describe the first of the two mechanisms.

The first mechanism is Duquesne’s proposal to establish a trigger for an early final
market valuation based upon pre-established price triggers for the years 2001 and
2002. Clayton, Statement No. 2, at 4:12-13. Under that proposal, Mr. Clayton used
Mr. Schnitzer’s high market price prediction for 2006, deflated to 2001 -and 2002,
and then applied a 75% discount factor to calculate trigger prices of $28.5/MWh for
2001 and $29.2/MWh for 2002. Id at 41:14-18. According to Clayton, if those
trigger prices actually were established in the market, the market price likely would
be sufficiently high to allow an early end to Duquesne’s proposed rates and further
collection of the CTC. Id at 41:18-20. Thus, Duguesne would under;g,o its proposed

final market valuation at that time.

What market evidence would Duquesne usé to establish the trigger price?

It would use its annual solicitation for sale of firm power. Clayton, Statement No.
2,at41:21-23. If the market price determined from one of those solicitations exceeds
the pre-established values, Duquesne’s final market valuation would be triggered.

Id at 41:23-42:2.

What is wrong with that proposal?

The proposal is a sham. Presumably, Duquesne will conduct its annual solicitation
in the same or a similar manner to the restrictive manner in which it conducted its
1997 RFP. As aresult, the annual solicitation would be desiglied to depress prices
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just as the 1997 RFP was designed to depress prices. As a result, it would be very
unlikely that the prices bid in the solicitations would exceed the pre-established

trigger values. As a result, the potential for the trigger actually to be implemented

is almost nil.

What is the second consumer protection mechanism Duquesne claims?

The second mechanism is Duquesne’s proposed ROE spillover me;:hanism. Under
that proposal, Duquesne would establish a collar of + or - %% around its requested
ROE of 11.5%. If the Company’s earnings exceed 12%, Duquesne would establish
a deferred revénue credit account to which it would record the excess earnings. If
Duguesne’s earnings fall below 11%, the account would be adjusted to increase
Duquesne’s earnings to 11%. Under Duquesne’s proposal, if at any time the balance
in the deferred revenue account, when netted against the Company’s net book value
of generating and regulatory assets, is equal to Duquesne’s estimated net book value
as of December 31, 2005, Duquesne’s proposed final market valuation would be

triggered.

What is wrong with that proposal?

That proposal also is a sham. First, as I have previously discussed, Duquesne’s
estimated net book value as of December 31, 2005 is grossly inflated, for example,
because of Duquesne’s unreasonably high projection of future capital additions. As
a result, if the balance in the account ever rose to a level sufficient to trigger the early
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final market valuation, that would mean Duquesne’s ratepayers had “reimbursed”

Duquesne for non-existent costs that Duquesne claimed to inflate its projected net

book value,

Second, Duquesne has not made any representation that it would not use write-downs
to offset earnings. If it did, it could artificially depress its net eamings, but then
boost them back up by taking funds out of the reserve account to get Duquesne its
guaranteed 11% ROE. As a result, the ROE spillover not only does not protect
ratepayers, Duquesne actually could use the ROE spillover to exacerbate ratepayers’
liabilities to fund Duquesne’s non-existent stranded costs. As a result, I disagree
strongly with Duquesne’s representations that either of its trigger mechanisms protect

ratepayers at all.

REMEDIES

What recommendations do you have concerning Duquesne’s claimed stranded costs,
in light of the facts reviewed above?

Duquesné’s claim should be rejected. Duquesne attempted to prove its entitlement
to stranded cost recoveries in two ways. First, it relied upon the results of
Duquesne’s RFP to provide what Duquesne claims is an indication of the current
market price of electricity in the region. However, as I have shown in Section ITL.A.,

the Duquesne RFP constitutes a wholesale “dump™ transaction that under no scenario
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can be deemed to establish the real market value of electricity in the region now or

at any time in the future.

Moreover, the results of the Duquesne RFP are wholly irrelevant to Duquesne’s
clatmed stranded costs. Nowhere in its testimony does Duquesne set forth a
quantification of claimed known and measurable stranded costs based upon the
Duquesne RFP and Duquesne acknowledges that it cannot do so because it does not

know what the results of Duquesne’s RFPs will be in any year in the future.

Instead, the only quantification that Duquesne sets forth as a basis to supp.ort its
claimed entitlement to recoveries of stranded costs is based upon witness Schnitzer’s
computer-ger_aerated predictions of the future price of electric power. In fact,
Duquesne does not provide a stranded cost estimate in this case except for amounts
alleged to be remaining as of December 31, 2005. See, e.g., Duquesne Statement No.
2, at p. 29:20-22. However, as shown in Section VII, in performing his study,
Witness Schnitzer used unreasonable input assumptions that were designed to reduce
predicted future electric generation prices to unreasonably low levels. Duquesne also
used unreasonable cost assumptions to inflate its projected cost of producing electric
power. The net effect of those two factors was to grossly inflate Duquesne’s stranded
cost claims. As a consequence, Duquesne has not proven that it has any. stranded

costs, at all. I have several recommendations in view of that conclusion.
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A. The Unbundled Generation Component of Duquesne’s Rates Should
Reflect Duquesne’s Costs.

What is your first reco@cn@tion?

Itismy undersﬁnding that the CTC is intended to provide for recovery of a utility’s
stranded costs Having failed to demonstrate verifiable stranded costs as of January
1, 1999, Duquesne is not entitled to charge a CTC. Instead, Duquesne can collect
cost-based rates for transmission, distribution and generation only. Particularly, the
generation component of Duquesne’s rates should reflect only Duquesne’s actual
costs of producing power and should not include amounts for accelerated
depreciation and amortization and inflated cost estimates that might be necessary to
produce revenues that would match Duquesne’s existing revenue requirement plus
the adjustment occasioned by rolling the ECR into base rates. In other words,

Dugquesne’s ratepayers are entitled to an across-the-board rate reduction immediately.

If Duquesne has no stranded costs, why shouldn’t Duquesne be permitted to charge
market-based prices for electric power commencing January 1, 19997

Not all customers will be able to choose the supplier of their choice until January I,
2001. Therefore, I assume Duquesne will be required to have a cost-based generation
rate in place until 2001 for those customers who must continue to purchase power

from Duquesne until that date,
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If the Commission decides that notwithstanding your analysis, it should allow
Duquesne to receive revenues that Duquesne justifies by reference to computer price
predictions, do you propose safeguards to ensure that Duquesne’s ratepayers pay only
Duquesne’s legitimate stranded costs?

Yes. 1 will propose several alternative remedies for the Commission, and Duquesne

as well, to consider.

B. A Goal of the 1996 Act is to Let the Market Fairly Value Electricity,
‘Which is Accomplished Through Disposition of Generating Assets

Is there an alternative to Duquesne’s proposals for determining stranded costs?

Yes. Instead of using a wholesale “durmnp” sale to establish market prices, or a
computer model to predict future prices and the administrative process to test such
predictions and the fairness of future cost levels, Duquesne could simply let the

market value its generation assets.

Please describe why an option for Duquesne to sell its generation-related assets is
reasonable.

Duquesne has not shown that it is entitled to any stranded cost recoveries because it
has not shown that it, in fact, has any known stranded costs. Therefore, one option
for the Commission would be to deny Duquesne any recovery. In lieu of that result,
at Duquesne’s option, the Commission could allow Duquesne to put its generation

plants up for bid to quantify stranded costs based upon a value-maximizing sale. If
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Duquesne wishes to retain any plant(s), it may submit a binding offer, in the bidding
process, of its willingness to offset stranded costs by a stated amount. If Duquesne’s
binding offer exceeds the highest bona fide bid of any other market participant for
that asset, Duquesne may retain the asset. The aggregate value of the prevailing high
bids and any prevailing Duquesne stranded cost offset offers then would.be used in

calculating net stranded costs.

Please describe why the asset sale option you just described can serve as an effective
yardstick of stranded costs. '

First, letting the market set the value of generation assets in order to establish

stranded costs can expand opportunities for potential competitors to gain a foothold

in the utility’s prior service territory, which promotes effective competition in the

generation market,

But there is another advantage as well. Fair market valuation -- in contrast to the
dump wholesales of Duquesne -- can result from sales that afford participants
flexibility to extract value from the utility’s assets. A well-structured divestiture
process can result in the highest value possible for those assets. Fair sales.can place
assets in the hands of those best positioned and best able to manage and operate the
assets, and who see value not seen by current owners. Market scrutiny quantifies

value that 1s difficult to establish and incorporate into administrative calculations,
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such as Duquesne witnesses Schnitzer’s and Clayton’s computer model price and

cost predictions.

In contrast to asset sales, a utility may be tempted in administrative proceedings to
conceal potential cost savings or potential sources of value so that once a stranded
cost recovery has been.achieved or approved by the agency, the utility- can market its

assets or reduce costs solely for the benefit of shareholders.

Are there other benefits 1o asset sales?
Yes. If the assets are sold, it would eliminate the need for Duquesne to recover
future O&M expenses, taxes, fuel costs, and terminal values (environmental and

decommissioning commitments) associated with stranded assets.

Can you give examples of how asset sales explicitly capture value seen or even
considered by others?
Yes. For instance, bids may reflect:

. exploiting value which exists (e.g., environmental permits,
connection to transmission grid -- such as the Brunot Island
site -- and expansion potential (including nongeneration
uses)) or can be added (e.g., the potential for unit repowering,
refurbishment or enhanced efficiency), or cost reduction
potential through the buyer’s particular strengths (e.g., fuel
supply expertise, operations expertise, power marketing
expertise);
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. potential to build market share, especially in regions where
the buyer believes capacity ultimate]y will be in short supply;
and

. price expectations by numerous market participants (not just

the utility) who do not have a vested interest in depressing the

value of the asset to inflate stranded costs.
Can you provide an example of additional value resulting from the buyer’s desire to
acquire assets and increase market share?
Yes. Buyers will attempt to increase market share in generation for a number of
reasons. One reason is to improve overall efficiency of their organization. By
increasing their market share in a region, the buyer can sp-read fixed costs of
operation over a larger number of facilities, thereby driving down per-unit fixed.
costs. Another reason to attempt to increase market share in a region is to add value
to another part of the company’s operation. By acquiring generating assets in a
particular region, the buyer could improve the value of an affiliate’s power marketing
efforts in that region. Acquiring generating assets in a particular region could also
mcrease the demand for other services that a subsidiary company provides (e.g.,

natural gas, gas transmission).

Can you provide an example of how offering numerous buyers an opportunity to buy
assets enhances value?
Yes. Suppose a marginally profitable utility has a facility that will lose money for

three years and then show a profit. A strongly profitable utility may be able to make
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better immediate use of the facéility’s three year net operating losses for tax purposes
than would a marginally profitable utility, and its bid may reflect the value of its
particular circumnstances. In like manner, multiple market bids will assess the future
value of power, future capacity constraints, and the value of anéil]ary services. For
example, non-utility generators have demonstrated their ability to achieve higher
capacity factors, reduce capital and operating costs, reduce fuel costs and hedge fuel
price uncertainty. Recent acquisitions in the independent power industry as well as
the sale of the New England Electric System (“NEES”) assets have demonstrated that
there are many buyers anxious to compete, and in some instances pay amounts

substantially in excess of net book value, for assets.

Will asset sales capture fair value?

The market for the purchase and sale of these assets is deep, and divestiture is merely
a transfer of ownership. The recent wave of utility mergers (totaling over $40 billion
in 1995 and 1996) and aggressive pursuit of offshore acquisitions (e.g., the RECs in
the UK) and domestic opportunities (e.g., Cajun bankruptcy, Big Rivers, NEES
divestiture, sales of non-utility owned generating assets) indicates that the market can

absorb large volumes of transactions.

Can you provide specific examples which demonstrate that there is significant

interest for generation assets?
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Yes. The NEES - U.S. Generating Company transaction was consumrmated at $1.59
billion -- approximately $500 million more than its $1.1 billion book value.
See “USGEN Purchase of 5,000 MW From NEES Seen Remaking Northeast Power
Market,” Elec. Util. Week (Aug. 11, 1997). The premium may be attributable to (i)
the desire of USGEN to increase its presence in the New England market and (ii)
synergies with its existing portfolio. This adde.d value USGEN placed on the NEES
assets provided ratepayers with additional savings that they otherwise would not have

received.

Do other transactions demonstrate that there is (i) an active market for generation
facilities, or (ii) an opportunity to obtain prices in excess of net book value?
Yes. One need only look as far as the affiliate of Duquesne’s merger partner,

Allegheny Power Systems (“APS”) to answer to that question. As I previously

" discussed, an APS affiliate purchased Duquesne’s interest in Ft. Martin. As] also

discussed, the unit was purchased for $169 million, which was more than 4.5 times

Duquesne’s share of Ft. Martin’s net book value.

Do you have any evidence that suggests the potential for Duquesne in particular to
sell its generation assets at amounts in excess of book value?

Yes. Duquesne had a study performed for it concerning the potential divestiture of
its assets. Duquesne’s consultants advised that divesture provides a“[hligher
probability of achieving price above book value.” Exhibit RBW-55.
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Do you have any evidence that suggests that there are parties willing to bid on
Dugquesne’s generation assets if offered for sale?

Yes. A Merrili Lynch study for Duquesne concemning the value of Duquesne’s
generation plants stated that “demand for generating assets far exceeds supply as both
certain utilities and IPPs race to be ’pk‘g\yers’ in generation.” With respect to
Duquesne’s facilities, Merrill Lynch forecast “a strong reception,” stat'mé it had
“identified a number of potential purchasers who are eagerly pursuing acquisitions
with very few sellers.” Merrill Lynch also provided Duquesne a list of a substantial

number of potential buyers. Exh. RBW-56.

In addition, Central Maine Power announced on September 11, 1997, that its
proposal to sell off its portfolio of more than 2,000 MW in power plants and
entitlements has “generated ’substantial’ interest judging ﬁ:om the number of
responses so far.” See “CMP Pleased With Response, Invites Binding Bids,”
Megawatt Daily, September 12, 1997. One need not endorse the specific terms of
a particuiar asset sale plan to recognize the benefits of properly-structured market-

valuation procedures.

Can you identify examples where Duquesne has not reflected vatue in its proposed

theoretical calculation of stranded costs that could be reflected in asset sales?
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A. Yes. Duquesne failed in estimating stranded costs to consider, much less fully
analyze:'

. explicit estimates of site value (not just existing value of
property);

. explicit estimates of residual value;

. explicit estimates of operating cost reduction potential and
comparison with best practices in the industry, or similar
alternatives;

¢ explicit estimates of the value of ancillary services, such as

voltage support, spinning reserve, black start capability, and
balancing services; '

. explicit estimates of likely buyer appetite, based on
comparable sales (adjusted for site-specific factors); and

. explicit assessment of strategic strengths and weaknesses of
Duquesne’s generating facilities.

Q. Will you summarize your first recommendation, concerning the sale of assets?

A, Because Duquésne has not demonstrated an entitlement to recovery of any stranded
costs, the Commission can provide Duguesne an option. Duquesne can rely on its
case as filed, and it will be denied a CTC At Duquesne’s election, however,
Duquesne can put its generation assets up for sale, and the market will establish a real
valuation. Following such a valuation, Duquesne’s legitimate stranded costs will be
quantifiable, known and measurable. If any costs are truly “stranded,” the

Commission can provide for Duquesne’s recovery of those amounts. If sales of

These valuations would appropriately be based on their values in a competitive market,

subject to the Commission’s rules and restrictions.
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Duquesne’s assets show Duquesne has no stranded costs, then ratepayers will not be
burdened with costs that never should have been theirs to bear. Further, the sales and
transfer of facilities and contract obligations can enhance ‘rue competition in

Duquesne’s service territory.

C. At A Minimum, Alternate Simulations to Those Relied Upon by
Duquesne Should Determine Whether Duquesne Has Stranded Costs

Are there safeguards that you recommend if Duquesne is authonized to recover
through an ITC or a CTC any amouats determined in the administrative process?

Yes. If Duquesne is permitted to recover any CTC or ITC amounts pms@t to
computer price predictions, the Commission can establish in advance several
safeguards which will incent Duquesne to more accurately estimate prices. One such
safeguard is that Duquesne should be obligated to offer power 10 its customers at the
prices upon which stranded costs are calculated. That requirement would extend
through the final date upon which prices were predicted that serve as the basis for

Dugquesne’s stranded cost calculation.

What is the justification for your remedial proposal that Duquesne should be

obligated to offer to sell its power at the prices upon which stranded costs are

- predicated if the stranded costs are derived from computer-generated price

predictions?
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Under this scenario, Duquesne’s customers already will have paid the difference
between Dugquesne’s present (inflated) revenue level and the computer-predicted
market price. Therefore, Duquesne’s customers should be entitled to the benefit of
that market price. If they cannot obtain power at the price predicted by the computer,
but instead ultimately must pay a higher market price, they will pay twice, once
through the “stranded” cost CTC or ITC charges, and again in the market price when
they purchase their power supplies. That result means that consumers in the

transitional environment will get the worst of both regulated and competitive worlds.

If Duquesne desires to recover stranded costs pursuant to computer predictions, than
it should bear risks of forecasting error. That is exactly what it asks of its customers:
that is, if the computer-predicted market price turns out to be too low, and consumers
have had to pay stranded costs based on that prediction, Duquesne does not capture

a windfall.

Are there any conditions that the Commission would have to impose upon Duquesne
in order to make this offer valid?

Yes. Duquesne could not dispose of or encumber its economic units if it elects to
proceed with this option; otherwise, it could render itself unable to perform its

agreement with the Commission.

Is there another condition you would impose to protect ratepayers?
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Yes. I would require Duquesne to establish a true-up mechanism.

What is your proposal regarding such a mechanism?

Duquesne proposes to base its stranded costs on its lost revenué or a net present value
basis. Given that Duquesne desires to use the lost revenue approach as the base line
for its stranded cost determination, it is appropriate to require Duquesne to
compensate customers based upon the return on equity that it will earn by avoiding
full Commission scrutiny of its base rates. Duquesne predicts that it will earn equity
retumns averaging 14.68%. Of course, if Duquesne believes that rate is too high, that

may suggest a conclusion about the revenues Duquesne seeks in this proceeding.

If an administratively-determined price is the basis for any stranded cost recovery,
do you have a recommendation as to the appropriate input?

Yes. Each of Duquesne’s assumptions discussed above in Part VI depresses
Dugquesne’s prediction of future market prices. Acceptance of those assumptions
would establish Duquesne’s right to collect a CTC based upon computer-driven
excessive estimates to cover illusory stranded costs. If the Commission determines
that an administratively-determined stranded cost is acceptable, at a minimum I
would recommend correction for the errors and omission described in the next

section.
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DUQUESNE’S PROJECTIONS OF THE MARKET LINE ARE LOW
COMPARED TO OTHER RECENT ESTIMATES

Have you reviewed other market line projections applicable to Duquesne?

Yes. I examined the following market line projections.prepared for or by:

. West Penn’s restructuring filing;

. West Penn’s analysis of its purchase of Duquesne’s interest in Ft.
Martin;

. Duquesne, used in generation valuation assessments for Duquesne

and prepared by CS First Boston and Metzler and Associates;
. EIA, an energy-only market line prepared earlier this year; and

. William Hieronymus for PECO both as originally stated for PECO
and adjusted to ECAR using a transmission rate of $6/MWh.

What does your comparison show?

_Exhibit RBW-57 shows that all those market lines are higher than Mr. Schnitzer’s

low market line for Duquesne in this case. Considering Schnitzer’s low market line,

only West Penn’s market line filed in its restructuring case is Jower.

What is the general effect of these alternative market lines when used as measures
to calculate Duquesne’s potential stranded costs?

The higher the market line, the iower the stranded costs. This Exhibit displays
present value market revenues of Duguesne’s generators, assurning each market line.

Although present value revenues is only a part of the stranded cost equation, changes
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in present value revenues are indicative of changes in stranded costs under each

market line.

Please explain this comparison.

Witness Clayton has testified that his expeéted-net book of $533 miIliox.1 (in 2005%)
translates into either stranded costs of $423 million (in 2005%) with his lov;r market
price case, which according to this Exhibit has a Present Value of $3,786 million
($1998), or a positive market value of $233 million ($2005) from a Present Value
revenue stream. of $4,378 ($1998). (See Exh DIC-3, p. 1.} The Ft. Martin case
results in a Present Value revenue stream of $7,573 million, which is $3,195 million
more positive than Duquesne's high case. 'Obvioﬁsly, this comparison demonstrates

that Duquesne has no stranded cost ¢laim under this projection.

What about the other market price forecasts?

Obviously, projected revenues from West Penn's forecast are very similar to
Duquesne's low case and Hieronymus “corrected from PJM to ECAR,” while the
other cases (see for example, Duquesne’s CS First Boston and Metzler) are all
substantially higher than the Present Value Revenues of Duquesne's high case. Of
course, none of the foregoing estimates take into account the effects of mitigation

steps that have been outlined in my testimony.

What do you conclude from the comparisons?
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It is clear that Duquesne’s low case is particularly exaggerated and should not be

accepted as a basis to determine known and reasonable stranded costs.

CONCLUSION

Does this conclude your testimony?

This concludes my testimony at this time. However, I have referred in this testimony
to Duquesne’s October 16 revisions to its stranded costs calculations. HSS/ARI did
not receive 2 readable computer disk of the changes that are incorporated in
Duquesne Exhibit DJC-3 until Sunday, November 2, 1997. Therefore, I have not had
sufficient time to fully evaluate all the ramifications of Duques.ne’s revisions.
Pursuant to the Third Preheéring Order in this case, | reserve the right to respond

further to Duquesne’s corrections in surrebuttal testimony.

154




: BEFORE THE H R [ B
PENNSYLVANIA PUBLIC UTILITY COMMISSION

application of Duquesne
Light Company For Approval
Of Its Restructuring Plan
Under Section 2806 Of The
Public Utility Code

RECEIVED
98 JAK -9 AMII: 7

P PLLC,
Docket No. R-oRROTHGHOTARY'S OFFICE

CERTIFICATE QF SERVICE

I certify that I am serving a copy of the foregoing document on behalf of
the Office of Small Business Advocate by first class mail upon the persons

addressed below:

Hon. John H. Corbett, Jr.
Administrative Law Judge

Pa. Public Utility Commission

1103 Pittsburgh State Office Building
300 Liberty Avenue

Pittsburgh, PA 15222

(412) 565-38550

Larry R. Crayne, Esquire
Legal Unit

Duquesne Light Company
411 Seventh Avenue

P.O. Box 1930
Pittsburgh, PA
{412) 393-6049
(412) 393-6645 (fax)

15230-1930

John S. Moot, Esquire
Kurt Bilas, Esquire

1440 New York Avenue, N.W.
Washington, DC 20005
(Dugquesne Light Company)
(202) 371-7310

(202) 371-7939 (fax)

Kandace F. Melillo, Esquire
Wayne T. Scott, Esquire
Office of Trial Staff

Pa. Public Utility Commission
P.O. Box 3265

Harrisburg, PA 17101
(0ffice of Trial Staff)

(717} 787-1976

(7T17) 772-2677 (fax)

Tanya J. McCloskey, Esquire
Steven K. Steinmetz, Esquire
Marisa A. Sifontes, Esquire
Office of Consumer Advocate
1425 Strawberry Square
Harrisburg, PA 17120
(0ffice of Consumer Advocate)
{717) 783-5048

(717) 783-7152 (fax)

David Kleppinger, Esquire
Derrick P. Williamson, Esquire
McNees, Wallace & Nurick

100 Pine Street

P.O. Box 1166

Harrisburg, PA 17108-1166
(Duguesne Indusrial Intervenors)
(717) 232-8000

(717) 237-5300 (fax)

Stephen J. Baron

J. Kennedy and Associates, Inc.
Suite 475

35 Glenlake Parkway

Atlanta, GA 30328

{Dugquesne Industrial Intervenors)
(770) 395-1288

(770) 396-0151 (fax)

Patricia Armstrong, Esquire
Thomas, Thomas, Armstrong

& Niesen
212 Locust Street, Suite 500
P. O. Box 9500
Harrisburg, PA 17108-9500
(Allegheny Elec. Cooperative)
(717) 255-7600
{717) 236-8278 (fax)



James Ferlo, Councilman
510 City-County Building
Pittsburgh, PA 15219

Steven F. Baicker-McKee, Esq.
Babst Calland Clements & Zomnir
Two Gateway Center, 8th Floor
Pittsburgh, PA 15222
(Allegheny Teledyne, Inc.)

(412) 394-5400

(412} 394-6576 (fax)

Scott J. Rubin, Esquire

3 Lost Creek Drive
Selinsgrove, PA 17870
(Elec. Workers, Local 1600}
(717) 743-2233

(717) 743-8145 (fax)

Mary McFall Hopper, Esquire
Assistant General Counsel
PECC Energy Company

2301 Market Street, S23-1
Philadelphia, PA 19103
{PECO Energy)

(215) 841-4917

{215) 568-3389 (fax)

Kenneth Zielonis, Esquire
Stevens & Lee

208 North Third Street
Suite 310

P.0 Box 12090

Harrisburg, PA 17108-20950
(717) 234-12%50

(717} 234-1939 (fax)

Brian A. Rider, President
Pennsylvania Retailers' Assoc.
224 Pine Street

Harrisburg, PA 17101-1325
(717} 233-7976 '

Robert F. Young, Esquire
Deputy General Ccunsel

212 Locust Street

P.O. Box 1266

Harrisburg, PA 17108-1266
(Allegheny Elec. Cooperative)
(717) 233-5704

(717) 236-0248 (fax)

Stephen L. Feld, Esquire
Penn Power Company

Legal Department

1 East Washington Street
P.C. Box 891

New Castle, PA 16103-0891
{412) 652-5531

Thomas P. Gadsden, Esquire
Morgan, Lewis & Bockius
2000 One Logan Square
Philadelphia, PA 19103
(Penn Power Company)

(215) 963-5234

(215) 963-5299 (fax)

Sheila 8. Hollis, Esquire
Mary Ann Ralls, Esquire
Duane, Morris & Heckscher LLP
1667 K Street, N.W. Suite 700
Washington, DC 20006-1608
(QST Energy Inc.)

(202) 776-7800

(202) 776-7801 (fax)

Vickiren S. Aeschleman, Director
Regulatory Policy

QST Energy Inc.

300 Hamilton Blvd., Suite 300
Pecria, IL 6&1602

{309} 655-1356

Alan J. Barak, Esquire
1417 Blue Mountain Parkway
Harrisburg, PA 17112
{Environmentalists)

(717) 540-5106

{717} 652-689%9 (fax)



cynthia S. Bogorad, Esquire John E. Stember, Esquire
Spiegel & McDiarmid 1705 Allegheny Building
Suite 1100 429 Forbes Avenue

1350 New York Avenue, N.W. Pittsburgh, PA 1521¢9
Washington, DC 20005-4798 {Low Income Advocates)
{(Utility Workers Union) (412) 338-1445

(202) 879-4000 (412) 232-3730 (fax)

(202) 393-2866 (fax)

Rodney R. Rkers, Esquire

Robert J. Longwell, Esguire City of Pittsburgh
Daniel Clearfield, Esquire Department of Law

Wolf, Block, Schorr & Solis-Cchen 313 City-County Building
305 North Front St., Suite 401 414 Grant Street
Harrisburg, PA 17101 Pittsburgh, PA 15219
(Enron <Corp.) {412) 255-2015

(717) 237-7160 ' {412) 255-2285 (fax)

(717) 237-7161 (fax)

Samuel W. Braver, Esquire

Kevin McKeon, Esquire Bruce A. Americus, Esquire
Malatesta, Hawke & McKeon Buchanan Ingerscll Professiocnal Corp.
100 North Tenth Street One Oxford Centre, 20th Floor
P. O. Box 1778 301 Grant Street

Harrisburg, PA 17105 Pittsburgh, PA 15219-1410
{Peoples Natural Gas Company) (city of Pittsburgh)

(717) 236-1300 (412) 562-8800

(717) 236-4841 (fax) {412} 562-1041 {fax)

Howard M. Louik, Esquire Glenn J. Berger, Esquire
Allegheny County Law Department Skadden, Arps, Slate, Meagher
300 Fort Pitt Commons & Flom LLP

445 Fort Pitt Boulevard 1440 New York Avenue, N.W.
Pittsburgh, PA 15219 Washington, DC 20005-2111
{Allegheny County) (Washington Power Company and
{412) 350-1182 Champion Processing, Inc.)

(202} 371-7000

{202) 393-5760 {fax)
Deneice Covert Zeve, Esquire
Terry Lupia, Esquire

Office of Attorney General Margaret H. Peters, Esquire
14th Floor, Strawberry Sguare Peoples Natural Gas Company
Harrisburg, PA 17120 625 Liberty Avenue
(Commonwealth of Pennsylvania) Pittsburgh, PA 15222-3197
(717) 787-4530 {(412) 497-6892

{(717) 787-1190 (fax) {412) 497-6838 (fax}



Exeter Associates Texrrance J. Fitzpatrick, Esquire
Suite 350 pavid M. DeSalle, Esquire

12510 Prsperity Drive Ryan, Russell, Ogden & Seltzer LLP
Silver Spring, MD 20904 Suite 101

(OCA Expert Witness) 800 North Third Street

(301) 622-4500 Harrisburg, PA 17102-2025

{301) 622-2686 {fax) {GPU Energy)

{717) 236-7714

{(717) 236-7816 (fax)
Kenneth L. Wiseman, Esquire
Andrews & Kurth LLP

1701 Pennsylvania Avenue NW Michael L. Kurtz, Esquire
Washington DC 20006 Boehm, Kurtz & Lowry
(Hospital Shared Services) 2110 Society Bank Center
(202) 662-2700 36 East Seventh Street
(202) 662-2739 (fax) Cincinnati, OH 45202

{Counsel for ARMCO)
: (513) 421-2255
Mark F. Sundback, Esquire {513) 421-2764 (fax)
Andrews & Kurth LLP
1701 Pennsylvania Avenue NW

Washington DC 20006 Robert B. Weisenmiller
{Administrative Resources, Inc.) MRW & Associates, Inc.
(202) 662-2755 Suite 1440

(202) 662-2747 (fax) 1999 Harrison Street

Oakland, CA 94612-3517
(Hospital Shared Services}
Michael Reid, Director {510) 834-1999
Materials Management Services (510) 834-0918 ({(fax)
Administrative Resources, Inc.
500 Commonwealth Drive

Warrendale, PA 15086-7513 Robert J. Stefanko, Esguire
(412) 772-7223 341 South Bellefield Avenue
{(412) 776-6969 (fax) Pittsburgh, PA 15213

(Pittsburgh School District}
(412} 622-3780

Mark J. McGuire, Esquire

Ronald N. Carrcll, Esquire

Jenner & Block Donald R. Ayersman, Jr., Esquire
Suite 1200, 601 13th Street NW 1125 Denver Avenue

Washington DC 20005 Morgantown, WV 26505

(MidCon Gas Services Corp.) (IBEW Local 2357)

(202) 639-6000 (304) 296-3958

(202) 639-6066 (fax)

Thomas J. Augspurger, Esquire

Tim Merrill, Esquire MidCon Corporation

Suite 200, 4 Penn Center West Office of General Counsel
Pittsburgh, PA 15276 701 East 22nd Street

{The Eastern Group) Lombard, IL 60148

{412) 490-0925 (MidCon Gas Services Corp.)



Joseph A. Dworetzky, Esquire William T. Hawke, Esquire
Hangley Aronchick Segal Malatesta, Hawke & McKeon LLP
& Pudlin 100 North Tenth Street

One Logan Square, Twelfth Floor P.O. Box 1778
Philadelphia, PA 19103-6933 Harrisburg, PA 17101
{New Energy Ventures) {Mid Atlantic Power Supply Assoc.}
(215) 496-7014 (717} 236-1300
(215) 568-0300 (fax) (717} 236-4841 (fax)
Mr. David M. Boonin Paul E. Russell, Esquire
New Energy Ventures, Inc. Pennsylvania Power & Light Co.
1845 Walnut Street, Suite 2525 Two North Ninth Street
Philadelphia, PA 15103 Allentown, PA 18101-1179
{New Energy Ventures) (PP&L)
{215) 563-92%0 (610) 774-4254
{215) 563-9292 (fax) {610) 774-6726 (fax)
James D. Steffes Donald A. Kaplan, Esquire
Enrcon Power Marketing, Inc. Lisa M. Helpert, Esqg.
Box 4428 Preston Gates Ellis & Rouvelas Meeds
Houston, TX 77002 Suite 500
{(713) 853-7500 1735 New York Avenue, N.W.
{713) 646-8160 (fax) Washington DC 20006-47539

(PP&L)

{202) 628-1700
Albert M. Benincasa, Esquire {202) 331-1024 (fax)

Director, Regulatory Affairs
Skipping Stone

46 9th Avenue Roger Clark, Esquire
Sea Cliff, NY 11579 The Environmentalists
(516) 674-4186 905 Denston Drive

Ambler, PA 15002-3801
(215) 643-2364
Douglas F. John, Esquire (215) 628-2630 {(fax}
John & Hengerer
1200 17th Street, N.W.

Washington DC 20036 John O‘Brien, Esquire

(Duke Energy Trading/Markketing, LLC) Wheeled Electric Power Company
{(NorAm Energy Management, Inc.)} Suite 207

(Electric Clearinghouse, Inc.) 50 Charles Lindburgh Boulevard
(202) 429-8800 Uniondale, NY 11553

(202) 429-88B05 (fax} (516} 390-7600

LhngeloT, Hrneo

Ange Z’/T. Jones (s/
Assiatant Small BusineSs Advocate

Date: January 9, 1998



