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James J. McNulty, Secretary 
Pennsylvania Public U t i l i t y Commission 
Room B-20, North O f f i c e B u i l d i n g 
P. O. Box 3265 
Harrisburg, PA 17105-3265 

Re: Application of Duquesne Light Company 
for Approval of i t s Restructuring Plan 
Under Section 2806 of the Public U t i l i t y Code 
Docket No. R-00974104 

Dear Secretary McNulty: 

I am d e l i v e r i n g f o r f i l i n g today the o r i g i n a l plus three copies of the 
Reply Comments of the O f f i c e of Small Business Advocate regarding the T h i r d 
Compliance F i l i n g of Duquesne L i g h t Company. 

A copy has been served today on a l l known p a r t i e s i n t h i s proceeding. A 
C e r t i f i c a t e of Service t o t h a t e f f e c t i s enclosed. 

Sincerely, 

Angela T. Jones 
Assi s t a n t Small Business Advocate 

Enclosures 
cc: Cheryl Walker Davis, D i r e c t o r 

O f f i c e of Special Assistants 

Robert Bennet, FUS 

P a r t i e s of Record 
Mr. B r i a n Kalcic 
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A p p l i c a t i o n Of Duquesne L i g h t 

Company For Approval Of I t s 

R e s t r u c t u r i n g Plan Under 

Section 2806 Of The 

Public U t i l i t y Code 
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REPLY COMMENTS 

REGARDING THE THIRD COMPLIANCE FILING OF 

PU.QUESNE_L IGHT—COMPANY 
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By Opinion and Order i n the Applic.a.t^Qn_to_Appr.oy.e^es£xiic±uriiig_Elan 

P_urs_uant_tQ_£.6_P.a. CJS, S_2.8ilfiid).( Docket No. R-00974104, entered on October 16, 

1998 {"£!e.cond_CQmpJJLanc_e_Qrder") , the Pennsylvania Public U t i l i t y Commission 

d i r e c t e d Duquesne L i g h t Company ("Duquesne" or "Company") t o submit a t h i r d 

r e v i s e d compliance f i l i n g on or before November 5, 1998, and Duquesne d i d so. 

Comments on t h a t f i l i n g were then f i l e d on November 12, 1998. The O f f i c e of 

Small Business Advocate ("OSBA") now f i l e s the f o l l o w i n g r e p l y comments, t o the 

OCA's comments w i t h regard t o the Company's t h i r d compliance f i l i n g . 

I . OCA Comments Regarding the Rate RH Shopping Credit 

The OCA notes i t s continuing concern that the projected shopping c r e d i t s 

f o r Rate RH customers w i l l not provide r e s i d e n t i a l e l e c t r i c heating customers 

w i t h a meaningful o p p o r t u n i t y t o p a r t i c i p a t e i n the competitive market. 1 (OCA 

In particular, the OCA cites a decrease in the 1999 Rate RH shopping credit 
of 3.93 cents per kWh to 2.62 cents per kWh in 2000. 
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comments at page 2) . The OCA avers t h a t t h i s issue must be addressed and 

suggests two p o t e n t i a l remedies. 

F i r s t , the OCA suggests t h a t i t may be possible t o ad j u s t the Rate RH 

shopping c r e d i t s a t the time t h a t d i v e s t i t u r e proceeds are known. I n the event 

t h a t d i v e s t i t u r e proceeds reduce Duquesne's stranded costs, "the CTC f o r Rate RH 

could be lowered and the shopping c r e d i t increased." 2 (OCA comments at page 3.) 

As an a l t e r n a t i v e , the OCA notes t h a t the Commission might increase the Rate RH 

shopping c r e d i t s t o a meaningful l e v e l , and then lengthen the CTC c o l l e c t i o n 

p e r i o d and extend the generation r a t e cap f o r Rate RH customers, as needed. (OCA 

comments at page 4.) 

While the OSBA i s sympathetic toward the OCA's concern, any r e s o l u t i o n 

t o the RH shopping c r e d i t dilemma must not come at the expense of other r a t e 

classes. The Commission has c l e a r l y e s tablished the amount of Duquesne's 

stranded costs t h a t should be a l l o c a t e d t o the various r a t e classes. I n the 

event t h a t the shopping c r e d i t s f o r Rate RH customers are increased i n response 

to the OCA's comments on Duquesne's Third Compliance F i l i n g , the t o t a l stranded 

cost r e s p o n s i b i l i t y t h a t has been a l l o c a t e d t o Rate RH must nevertheless remain 

the u l t i m a t e r e s p o n s i b i l i t y of t h a t class. 66 Pa. Code §2808{a). No amount of 

s h i f t i n g of stranded cost r e s p o n s i b i l i t y away from Rate RH would be appropriate 

since such a c t i o n would obviously v i o l a t e the Competition Act as w e l l as the 

Commission's p r i o r r u l i n g s regarding stranded cost a l l o c a t i o n . 3 

I t i s no t c l e a r whether the OCA i s advocat ing a g r e a t e r - t h a n - p r o p o r t i o n a l 
r e d u c t i o n i n Rate RH's CTC. As argued below, such a c t i o n would be t o t a l l y 
i n a p p r o p r i a t e and c o n t r a r y to the Competition Act. 

It appears that the OCA's alternative suggestion regarding.the possible 
extension of the Rate RH CTC recovery period in order to resolve this problem 
would pass the statutory "no cost shifting" test. 



I I . Conclusion 

On the basis of the foregoing, the Office of Small Business Advocate 

respect-fully requests that, i n the event that the shopping credits f or Rate RH 

are increased beyond those shown i n Duquesne's t h i r d compliance f i l i n g , no amount 

of s h i f t i n g of stranded cost re s p o n s i b i l i t y away from the Rate RH class be 

allowed. 

Respectfully submitted, 

AngeZLa T. Jones 

Assistant Small Business Advocate 

Dated: November 19, 1998 
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I c e r t i f y t h a t I am s e r v i n g a copy o f t h e Reply Comments r e g a r d i n g t h e 
T h i r d Compliance F i l i n g o f Duqesne L i g h t Company on b e h a l f o f t h e O f f i c e o f Small 
Business Advocate by f i r s t c l a s s m a i l ( u n l e s s o t h e r w i s e i n d i c a t e d ) upon t h e 
persons addressed below: 

C h e r y l Walker Davis, D i r e c t o r 
O f f i c e of S p e c i a l A s s i s t a n t s 
Pa. P u b l i c U t i l i t y Commission 
P.O. Box 3265 
H a r r i s b u r g , PA 17105-3265 
(hand d e l i v e r e d 11/19) 

Hon. John H. C o r b e t t , J r . 
A d m i n i s t r a t i v e Law Judge 
Pa. P u b l i c U t i l i t y Commission 
1103 P i t t s b u r g h S t a t e O f f i c e B u i l d i n g 
300 L i b e r t y Avenue 
P i t t s b u r g h , PA 15222 

(412) 565-3550 

L a r r y R. Crayne, E s q u i r e 
L e g a l U n i t 
Duquesne L i g h t Company 
411 Seventh Avenue 
P.O. Box 1930 
P i t t s b u r g h , PA 15230-1930 
(412) 393-6049 
(412) 393-6645 ( f a x ) 

John S. Moot, E s q u i r e 
K u r t B i l a s , E s q u i r e 
1440 New York Avenue, N.W. 
Washington, DC 2 0005 
(Duquesne L i g h t Company) 
(202) 371-7310 
(202) 371-7939 ( f a x ) 

Tanya J. McCloskey, E s q u i r e 
Steven K. S t e i n m e t z , E s q u i r e 
O f f i c e o f Consumer Advocate 
555 Walnut S t r e e t 5 t h FL Forum Place 
H a r r i s b u r g , PA 17101-1923 
(717) 783-5048 
(717) 783-7152 

Davi d K l e p p i n g e r , E s q u i r e 
D e r r i c k P. W i l l i a m s o n , E s q u i r e 
McNees, Wallace & N u r i c k 
100 Pine S t r e e t 
P.O. BOX 1166 
H a r r i s b u r g , PA 17108-1166 
(Duquesne I n d u s r i a l I n t e r v e n o r s ) 
(717) 232-8000 
(717) 237-5300 ( f a x ) 

Stephen J. Baron 
J. Kennedy and A s s o c i a t e s , I n c . 
S u i t e 475 
35 G l e n l a k e Parkway 
A t l a n t a , GA 30328 
(Duquesne I n d u s t r i a l I n t e r v e n o r s ) 
(770) 395-1288 
(770) 396-0151 ( f a x ) 

P a t r i c i a A r m s t r o n g , E s q u i r e 
Thomas, Thomas, A r m s t r o n g & N i e s e n 
212 Loc u s t S t r e e t , S u i t e 500 
P. O. Box 9500 
H a r r i s b u r g , PA 17108-9500 
( A l l e g h e n y E l e c . C o o p e r ^ L v e ) ^ Q 

(717) 255-7600 O CO 
(717) 236-8278 ( f a x ) 
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Kandace F. M e l i l l o , E s q u i r e 
Wayne T. S c o t t , E s q u i r e 
O f f i c e o f T r i a l S t a f f 
Pa. P u b l i c U t i l i t y Commission 
P.O. Box 3265 
H a r r i s b u r g , PA 17101 
( O f f i c e o f T r i a l S t a f f ) 
(717) 787-1976 

James F e r l o , Councilman 
510 C i t y - C o u n t y B u i l d i n g 
P i t t s b u r g h , PA 15219 

Lauren S. McAndrews, E s q u i r e 
A l l e g h e n y Teledyne, I n c . 
1000 S i x PPG P l a c e 
P i t t s b u r g h , PA 15222-5479 
( A l l e g h e n y Teledyne) 
(412) 394-2974 
(412) 394-3010 ( f a x ) 

S c o t t J. Rubin, E s q u i r e 
3 L o s t Creek D r i v e 
S e l i n s g r o v e , PA 17870 
( E l e c . Workers, L o c a l 1600) 
(717) 743-2233 
(717) 743-8145 ( f a x ) 

Mary M c F a l l Hopper, E s q u i r e 
A s s i s t a n t G e n e r a l Counsel 
PECO Energy Company 
2301 Market S t r e e t , S23-1 
P h i l a d e l p h i a , PA 19103 
(PECO Energy) 
(215) 841-4917 

(215) 568-3389 ( f a x ) 

Kenneth Z i e l o n i s , E s q u i r e 
Stevens & Lee 
208 N o r t h T h i r d S t r e e t 
S u i t e 310 
P.O Box 12 0 90 
H a r r i s b u r g , PA 17108-2090 
(717) 234-1250 
(717) 234-1939 ( f a x ) 

B r i a n A. R i d e r , P r e s i d e n t 
P e n n s y l v a n i a R e t a i l e r s ' Assoc 
224 Pine S t r e e t 
H a r r i s b u r g , PA 17101-1325 
(717) 233-7976 

Robert F. Young, E s q u i r e 
Deputy General Counsel 
212 Locu s t S t r e e t 
P.O. Box 12 66 
H a r r i s b u r g , PA 17108-1266 
( A l l e g h e n y E l e c . C o o p e r a t i v e ) 
(717) 233-5704 
(717) 236-0248 ( f a x ) 

Stephen L. F e l d , E s q u i r e 
F i r s t E n e r g y Corp. 
76 South Main S t r e e t 
Akron, OH 44308 
(330) 761-4207 
(330) 384-3875 ( f a x ) 

Thomas P. Gadsden, E s q u i r e 
Morgan, Lewis & B o c k i u s 
2000 One Logan Square 
P h i l a d e l p h i a , PA 19103 
(Penn Power Company) 
(215) 963-5234 
(215) 963-5299 ( f a x ) 

S h e i l a S. H o l l i s , E s q u i r e 
Mary Ann R a l l s , E s q u i r e 
Duane, M o r r i s & Heckscher LLP 
1667 K S t r e e t , N.W. S u i t e 700 
Washington, DC 20006-1608 

(QST Energy I n c . ) 
(202) 776-7800 
(202) 776-7801 ( f a x ) 

V i c k i r e n S. Aeschleman, D i r e c t o r 
R e g u l a t o r y P o l i c y 
QST Energy I n c . 
300 H a m i l t o n B l v d . , S u i t e 300' 
P e o r i a , I L 61602 
(309) 655-1356 

E n v i r o n m e n t a l Energy P r o j e c t 
A t t o r n e y o f Record 
3700 V a r t a n Way 
H a r r i s b u r g , PA 17110 
( E n v i r o n m e n t a l i s t s ) 
(717) 540-5106 
(717) 541-1970 ( f a x ) 

John E. Stember, E s q u i r e 
1705 A l l e g h e n y B u i l d i n g 
429 Forbes Avenue 
P i t t s b u r g h , PA 15219 
(Low Income Advocates) 
(412) 338-1445 
(412) 232-3730 ( f a x ) 



C y n t h i a S. Bogorad, E s q u i r e 
S p i e g e l & McDiarmid 
S u i t e 1100 
1350 New York Avenue, N.W. 
Washington, DC 20005-4798 
{ U t i l i t y Workers Union) 
(202) 879-4000 
(202) 393-2866 ( f a x ) 

D a n i e l C l e a r f i e l d , E s q u i r e 
Wolf, B l o c k , S c h o r r & Solis- C o h e n 
L o c u s t C o u r t B u i l d i n g 
212 L o c u s t S t . , S u i t e 300 
H a r r i s b u r g , PA 17101 
(Enron Corp.) 
(717) 237-7160 
(717) 237-7161 ( f a x ) 

K e v i n McKeon, E s q u i r e 
M a l a t e s t a , Hawke & McKeon 
100 N o r t h T e n t h S t r e e t 
P. 0. Box 1778 
H a r r i s b u r g , PA 17105 
(Peoples N a t u r a l Gas Company) 
(717) 236-1300 
(717) 236-4841 ( f a x ) 

Howard M. L o u i k , E s q u i r e 
A l l e g h e n y County Law Department 
300 F o r t P i t t Commons 
445 F o r t P i t t B o u l e v a r d 
P i t t s b u r g h , PA 15219 
( A l l e g h e n y County) 
(412) 350-1182 

Deneice C o v e r t Zeve, E s q u i r e 
T e r r y L u p i a , E s q u i r e 
O f f i c e o f A t t o r n e y General 
1 4 t h F l o o r , S t r a w b e r r y Square 
H a r r i s b u r g , PA 17120 
(Commonwealth o f P e n n s y l v a n i a ) 
(717) 787-4530 
(717) 787-1190 ( f a x ) 

E x e t e r A s s o c i a t e s 
S u i t e 350 
12510 P r s p e r i t y D r i v e 
S i l v e r S p r i n g , MD 20904 
(OCA E x p e r t Witness) 
(301) 622-4500 
(301) 622-2686 ( f a x ) 

Rodney R. Akers, E s q u i r e 
C i t y o f P i t t s b u r g h 
Department o f Law 
313 C i t y - C o u n t y B u i l d i n g 
414 Grant S t r e e t 
P i t t s b u r g h , PA 15219 
(412) 255-2015 
(412) 255-2285 ( f a x ) 

Samuel W. B r a v e r , E s q u i r e 
Bruce A. Americus, E s q u i r e 
Buchanan I n g e r s o l l P r o f e s s i o n a l Corp. 
One O x f o r d C e n t r e , 2 0 t h F l o o r 
301 Grant S t r e e t 
P i t t s b u r g h , PA 15219-1410 
( C i t y o f P i t t s b u r g h ) 
(412) 562-8800 
(412) 562-1041 ( f a x ) 

Glenn J. Berger, E s q u i r e 
Skadden, Arps, S l a t e , Meagher 

& Flom LLP 
1440 New York Avenue, N.W. 
Washington, DC 20005-2111 
(Washington Power Company and 
Champion P r o c e s s i n g , I n c . ) 
(202) 371-7000 
(202) 393-5760 ( f a x ) 

Margaret H. P e t e r s , E s q u i r e 
Peoples N a t u r a l Gas Company 
625 L i b e r t y Avenue 
P i t t s b u r g h , PA 15222-3197 
(412) 497-6892 
(412) 497-6838 (fax-) 

T e r r a n c e J. F i t z p a t r i c k , E s q u i r e 
D a v i d M. D e S a l l e , E s q u i r e 
Ryan, R u s s e l l , Ogden & S e l t z e r LLP 
S u i t e 101 

800 N o r t h T h i r d S t r e e t 
H a r r i s b u r g , PA 17102-2025 
(GPU Energy) 
(717) 236-7714 
(717) 236-7816 ( f a x ) 

M i c h a e l L. K u r t z , E s q u i r e 
Boehm, K u r t z & Lowry 
2110 S o c i e t y Bank Center 
36 East Seventh S t r e e t 
C i n c i n n a t i , OH 452 02 
(Counsel f o r ARMCO) 
(513) 421-2255 
(513) 421-2764 ( f a x ) 



Kenneth L. Wiseman, E s q u i r e 
Andrews & K u r t h LLP 
1701 P e n n s y l v a n i a Avenue NW 
Washington DC 20006 
( H o s p i t a l Shared S e r v i c e s ) 
(202) 662-2700 
(202) 662-2739 ( f a x ) 

Mark F. Sundback, E s q u i r e 
Andrews & K u r t h LLP 
1701 P e n n s y l v a n i a Avenue NW 
Washington DC 20006 
( A d m i n i s t r a t i v e Resources, I n c . ) 
(202) 662-2755 
(202) 662-2747 ( f a x ) 

M i c h a e l Reid, D i r e c t o r 
M a t e r i a l s Management S e r v i c e s 
A d m i n i s t r a t i v e Resources, I n c . 
500 Commonwealth D r i v e 
Warrendale, PA 15086-7513 
(412) 772-7223 
(412) 776-6969 ( f a x ) 

Mark J. McGuire, E s q u i r e 
Ronald N. C a r r o l l , E s q u i r e 
Jenner & B l o c k 
S u i t e 1200, 601 1 3 t h S t r e e t NW 
Washington DC 20005 
(MidCon Gas S e r v i c e s Corp.) 
(202) 639-6000 
(202) 639-6066 ( f a x ) 

J i m M e r r i l l , E s q u i r e 
S u i t e 200, 4 Penn Center West 
P i t t s b u r g h , PA 15276 
(The E a s t e r n Group) 
(412) 490-0925 

Joseph A. Dworetzky, E s q u i r e 
Hangley A r o n c h i c k Segal & P u d l i n 
One Logan Square, T w e l f t h F l o o r 
P h i l a d e l p h i a , PA 19103-6933 

(New Energy V e n t u r e s ) 
(215) 496-7014 
(215) 568-0300 ( f a x ) 

Mr. D a v i d M. Boonin 
New Energy V e n t u r e s , I n c . 
1845 Walnut S t r e e t , S u i t e 2525 
P h i l a d e l p h i a , PA 19103 
(New Energy V e n t u r e s ) 
(215) 563-9290 
(215) 563-9292 ( f a x ) 

Robert B. W e i s e n m i l l e r 
MRW & A s s o c i a t e s , I n c . 
S u i t e 1440 
1999 H a r r i s o n S t r e e t 
Oakland, CA 94612-3517 
( H o s p i t a l Shared S e r v i c e s ) 
(510) 834-1999 
(510) 834-0918 ( f a x ) 

Robert J. S t e f a n k o , E s q u i r e 
341 South B e l l e f i e l d Avenue 
P i t t s b u r g h , PA 15213 
( P i t t s b u r g h School D i s t r i c t ) 
(412) 622-3780 

Donald R. Ayersman, J r . , E s q u i r e 
1125 Denver Avenue 
Morgantown, WV 26505 

(IBEW L o c a l 2357} 
(304) 296-3958 

Thomas J. Augspurger, E s q u i r e 
MidCon C o r p o r a t i o n 
O f f i c e o f General Counsel 
701 East 22nd S t r e e t 
Lombard, I L 60148 
(MidCon Gas S e r v i c e s Corp.) 

W i l l i a m T. Hawke, E s q u i r e 
M a l a t e s t a , Hawke & McKeon LLP 
100 N o r t h T e n t h S t r e e t 
P.O. Box 1778 
H a r r i s b u r g , PA 17101 
(Mid A t l a n t i c Power Supply Assoc 
(717) 236-1300 
(717) 236-4841 ( f a x ) 

Paul E. R u s s e l l , E s q u i r e 
P e n n s y l v a n i a Power, & L i g h t Co. 
Two N o r t h N i n t h S t r e e t 
A l l e n t o w n , PA 18101-1179 
(PP&L) 
(610) 774-4254 
(610) 774-6726 ( f a x ) 

Donald A. Kaplan, E s q u i r e 
L i s a M. - H e l p e r t , Esq. 
P r e s t o n Gates E l l i s & Rouvelas Meeds 
S u i t e 500 
1735 New York Avenue, N.W. 
Washington DC 20006-4759 
(PP&L) 
(202) 628-1700 
(202) 331-1024 ( f a x ) 



James D. S t e f f e s 
Enron Power Marketing, Inc. 
Box 442 8 
Houston, TX 77002 
(713) 853-7500 
(713) 646-8160 ( f a x ) 

A l b e r t M. Benincasa, Esquire 
D i r e c t o r , Regulatory A f f a i r s 
Skipping Stone 
46 9th Avenue 
Sea C l i f f , NY 11579 
(516) 674-4186 

Roger Clark, Esquire 
The Environmentalists 
905 Denston Drive 
Ambler, PA 19002-3901 
(215) 643-2364 
(215) 628-2630 (fax) 

John O'Brien, Esquire 
Wheeled E l e c t r i c Power Company 
Suite 207 
50 Charles Lindburgh Boulevard 
Uniondale, NY 11553 
(516) 390-7600 

Douglas F. John, Esquire 
John & Hengerer 
1200 17th S t r e e t , N.W. 
Washington DC 20036 
(Duke Energy Trading/Markketing, LLC) 
(NorAm Energy Management, Inc.) 
( E l e c t r i c Clearinghouse, Inc.) 
(202) 429-8800 
(202) 429-8805 (fax) 

ness Advocate 

Date: November 19, 1998 
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NOW COMES Green Mountain Energy Resources L.L.C. ("Green Mountain"), licensed 

as an Electric Generation Supplier at Docket No. A-l 10073 (June 4, 1998), and files these 

Further Comments to the Electric Generation Supplier Coordination Tariff of Duquesne Light 

Company ("Duquesne") Third Compliance Filing Regarding Stand-Alone Restructuring Plan 

("Third Compliance Filing"). 

1. Green Mountain appreciates the process that Duquesne utilized in developing its 

Third Compliance Filing. However, Green Mountain feels compelled to submit these Further 

Comments in order to address the use of Scheduling Coordinators by Electric Generation Sup­

pliers ("EGSs"), and the necessary changes that must be made to Duquesne's Third Compliance 

Filing Tariff ("Tariff') that was filed on November 5, 1998. Although Green Mountain 

conveyed its concerns on this issue to Duquesne during the second meeting between Duquesne 

and suppliers, Duquesne's November 5th tariff filing fails to address adequately the needs of 

EGSs' using scheduling coordinators. Green Mountain believes that this issue now needs to be 

resolved by the Commission. 
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2. Although the proposed Duquesne Tariff includes provisions for the utilization of 

Scheduling Coordinators by EGSs, it became apparent during conversations at the suppliers' 

meetings that Duquesne is interpreting those provisions in a way that is unduly restrictive for the 

developing new marketplace. In particular, Green Mountain expressed its desire to have its 

Scheduling Coordinator sign and be responsible to Duquesne in the first instance for obligations 

under the OATT (and the Coordination Sales Tariff, if applicable). This is consistent with the 

contractual arrangements Green Mountain has made with its wholesale suppliers, which are 

providing all-requirements service for the customer loads of Green Mountain and are assuming 

Green Mountain's supply-related obligations under Duquesne's Supplier Coordination Tariff. 

Green Mountain believes that it is also consistent with the current language of the supplier tariff, 

which at Section 2.2 states that "the term 'EGS' shall apply equally to a Scheduling Coordinator 

for responsibilities and rights properly assigned to the Scheduling Coordinator by the EGS." 

Duquesne disagreed with this interpretation and said that it was unwilling to enter into such an 

arrangement, preferring to contract only with the EGS. 

3. The basis for Duquesne's objection to Green Mountain's proposal is unclear to 

Green Mountain. While Duquesne expressed concern about the risk of non-delivery of power 

supplies, this risk is addressed perhaps more comprehensively from the EDC's perspective by the 

arrangement contemplated by Green Mountain. Duquesne would first be protected by the direct 

contract with the Scheduling Coordinator (the OATT). In addition, pursuant to Section 9.3 of the 

Supplier Coordination Tariff, Green Mountain would be responsible in the event that its 

Scheduling Coordinator failed to perform. Green Mountain is simply requesting that Duquesne 

look in the first instance to its Scheduling Coordinator with respect to supply obligations. 
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4. Of course, the Scheduling Coordinator designated by the EGS must be eligible to 

take service under the OATT. Green Mountain notes that Duquesne's OATT includes the 

following definitions: 

1.3 Designated Agent: Any entity that performs actions or functions on 
behalf of the Transmission Provider [Duquesne], an Eligible Customer, or 
the Transmission Customer required under the Tariff [OATT]. 

* * * 

1.5 Eligible Customer: (i) Any electric utility (including the Transmission 
Provider and any power marketer), Federal power marketing agency, or 
any person generating electric energy for sale for resale is an Eligible 
Customer under the Tariff. Electric energy sold or produced by such 
entity may be electric energy produced in the United States, Canada or 
Mexico. However, with respect to transmission service that the Commis­
sion is prohibited from ordering by Section 212(h) of the Federal Power 
Act, such entity is eligible only if the service is provided pursuant to a 
state requirement that the Transmission Provider offer the unbundled 
transmission service, or pursuant to a voluntary offer of such services by 
the Transmission Provider, (ii) Any retail customer taking unbundled 
transmission service pursuant to a state requirement that the Transmission 
Provider offer the transmission service, or pursuant to a voluntary offer of 
such service by the Transmission Provider, is an Eligible Customer under 
the Tariff. 

* * * 

1.39 Transmission Customer: Any Eligible Customer (or its Designated 
Agent) that (i) executes a Service Agreement, or (ii) requests in writing 
that the Transmission Provider file with the Commission [FERC], a pro­
posed unexecuted Service Agreement to receive transmission service 
under Part II of the Tariff. This term is used in the Part I Common Service 
Provisions to include customers receiving transmission service under Part 
I I and Part IU of this Tariff. 

Open Access Transmission Tariff of Duquesne Light Company, pp. 9-10 & 18, <ftp;//soc-
dlco.Im.com/pub/Documents/DLOAW60.doc>. 

It appears that either EGSs or their scheduling coordinators qualify as an "Eligible Customer" 

under Section 1.5 of the Duquesne OATT. Furthermore, Duquesne's OATT contains provisions 

that permit the sale or assignment of transmission service obtained by an "Eligible Customer" 
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under the OATT. Id., Sec. 2.1, pp. 78-80.1 It is obvious that any Scheduling Coordinator who 

will act as a "Designated Agent" on behalf of Green Mountain in obtaining services from the 

Duquesne OATT will have a corresponding agreement with Green Mountain. Thus, the 

obligations imposed under the Duquesne OATT will effectively flow to Green Mountain regard­

less of whether Green Mountain's "Designated Agent" Scheduling Coordinator is the signatory 

to the Duquesne OATT. 

5. Allowing extensive use of Scheduling Coordinators for supply-related obligations 

of EGSs provides needed flexibility and lowers the barriers to entry for new entrants in the retail 

market, without compromising the financial interest of utilities in ensuring that supply 

obligations are met. Green Mountain, therefore, urges the Commission to instruct Duquesne to 

interpret its tariff language (which is consistent with the language in most EDC tariffs) to allow a 

Scheduling Coordinator that meets eligibility criteria under Duquesne's OATT to sign and fulfill 

the obligations of the EGS with respect to that agreement. 

6. In addition, Green Mountain believes that the proposed Duquesne Tariff 

provisions need to be expanded in order to include the use of multiple Scheduling Coordinators 

by a single EGS. Green Mountain emphasizes the point that the use of multiple Scheduling 

Coordinators by an EGS and the future assignment of individual Scheduling Coordinators to 

distinct customer groups considerably enhance the flexibility of an EGS's power supply 

operations within a competitive electricity market in Pennsylvania. For instance, accommoda­

tion for multiple Scheduling Coordinators will be necessary in situations where the Scheduling 

Coordinator is providing fiill requirements service to an EGS up to a certain number of 

1 Green Mountain acknowledges that such sale or assignment of transmission service that is obtained under 
Duquesne's OATT may require certain filings with and approvals by FERC. 
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customers or volume of load. An additional scheduling coordinator for the EGS will be needed at 

the time that limit is reached. 

Thus, Green Mountain requests that the proposed Duquesne Tariff be modified in 

order to reflect the use of multiple Scheduling Coordinators by EGSs: 

9.1 Participation Through a Scheduling Coordinator. I f an EGS chooses 
not to interact directly with the CAO for scheduling purposes, or cannot 
schedule directly with the CAO because its schedules do not meet the 
"whole megawatt" requirements set by the CAO for scheduling, an EGS 
may become a Coordinated Supplier by entering into a business 
arrangement with another EGS or entity that will act as a Scheduling 
Coordinators). Once this business arrangement is in place, the 
Scheduling Coordinator(s) will act on behalf of the EGS with regard to all 
load forecasting, supply scheduling, and reconciliation activities and 
responsibilities of the EGS required under this Tariff. 

Furthermore, Green Mountain requests that the proposed Duquesne Tariff be modified 

through the addition of the corresponding tariff language that has been adopted by West 

Penn Power Company ("West Penn Power"): 

9.6 Multiple Scheduling Coordinators. At such time as the EDEWG 
incorporates a data exchange methodology for the designation of a 
Scheduling Coordinator for each customer, the Company will, within a 
reasonable time, permit multiple Scheduling Coordinators for an EGS. 
The EGS will be required to submit a Scheduling Coordinator Designation 
Form for each Scheduling Coordinator. 

West Penn Power, Electric Generation Supplier Services Tariff, issued November 3, 1998, Sec. 
9.6, Orig. p. No. 29 (this tariff received tentative approval by the Commission during its 
November 4, 1998 Public Meeting, at Docket No. R-00973981). 

7. Green Mountain believes that the presence and the use of Scheduling 

Coordinators by EGSs should also be addressed in Section 12.4 of the proposed Duquesne Tariff 

Green Mountain requests that Section 12.4 of the proposed Duquesne Tariff be modified as 

follows: 
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12.4 Guarantee of Payments. Before the Company will render service or con­
tinue to render service, the Company shall require an applicant for 
Coordination Service or an EGS currently receiving such service that has 
Bad Credit to provide a deposit in the form of a letter of credit, or other 
guarantee satisfactory to the Company. I f the EGS utilizes a Scheduling 
Coordinator to fulfill its obligations pursuant to Sections 6-9 of this 
Tariff related to forecasting, scheduling and settlement, the Company 
will make determinations and arrangements regarding security for 
those obligations directly with the Scheduling Coordinator at the 
request of the EGS. The Company will hold the deposit as security for 
the payment of final bills and compliance with the Company's Rules and 
Regulations. In addition, the Company may require an EGS to post a 
deposit at any time if the Company determines that the EGS is no longer 
Creditworthy or has Bad Credit. An EGS shall have the right to submit to 
the Commission for resolution any reasonable dispute regarding such 
deposit sought by the Company if the EGS believes such a requirement is 
inappropriately based or assessed. 

Similarly, Green Mountain requests the following change in Section 12.4.1 of the 

proposed Duquesne Tariff: 

12.4.1 Amount of Deposits. The total deposit requested of the EGS and/or its 
Scheduling Coordinator under this tariff shall be equal to (i) $250,000, 
or (ii) two months' of the EGS's Customers' forecasted MWH load 
multiplied by $25.00, whichever is less. The Company, in its sole 
discretion, may reduce the amount of this deposit if circumstances 
warrant. 

Plainly, the benefits derived from an EGS's use of a scheduling coordinator to provide 

full-requirements power supply service include the potential to align with an entity that is larger 

and either already has established credit relationships with EDCs covering the risk of non­

delivery or has a higher level of creditworthiness. The tariff language should allow those 

benefits, which inure to the EDCs as well as EGSs, to be realized. As noted above, providing 

EGSs such flexibility will lower barriers to entry and help promote a competitive market. 

PC DOCS ID #: 263472.1 



WHEREFORE, Green Mountain Energy Resources respectfully requests that the 

Commission modify the proposed third revised compliance Electric Generation Supplier 

Coordination Tariff of Duquesne Light Company. 

DATED: November 20. 1998 

Respectfully submitted, 

James H. Cawley 
Rhoads & Sinon LLP 
One South Market Square 
P.O. Box 1146 
Harrisburg, PA 17108-1146 

TEL.: (717) 231-6608 
FAX: (717) 231-6600 
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Lauren S. McAndrews, Esq. 
Allegheny Teledyne Incorporated 
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James J. McNulty 
Office of the Prothonotary 
Pennsylvania Public Utility Commission PA PUBLIC UTILITY COMMISSION 
North Office Building SECRETARY'S BUREAU 
North St. & Commonwealth Ave. 
Harrisburg, PA 17105-3265 

Re: Duquesne Light Company 
Docket No. R-00974104 

Dear Mr. McNulty: 

ooc 
F0[ 

Enclosed is an original and nine copies of the Third Compliance 
Filing of Duquesne Light Company regarding Stand-Alone Restructuring Plan. I 
also have enclosed two additional copies and request that your office time-stamp 
them and return them in the enclosed self-addressed, stamped envelope. 

Thank you for your assistance in this matter. 

Sincerely, 

Victor A. Contract 
Counsel to Duquesne Light Company 

Enclosure 
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BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMSHSSKIt UTHJTY COMMISSION 

SECRETARY'S BUREAU 
Pennsylvania Public Utility 

Commission, 
v. 

Duquesne Light Company 
Application to approve 
restructuring plan pursuant 
to 66 Pa. C.S. § 2806(d) 

Docket No. R-00974104 

1 

REPLY COMMENTS OF DUQUESNE LIGHT COMPANY REGARDING 
THIRD COMPLIANCE FILING OF DUQUESNE LIGHT COMPANY 

STAND-ALONE RESTRUCTURING PLAN ^ - ^ 

Duquesne Light Company ("Duquesne") hereby requests leave toMOV 2 3 1998 

submit limited reply comments to the comments filed by the Office of Consumer 

Advocate ("OCA") and Duquesne Industrial Intervenors ("DII") on the Third 

Compliance Filing dated November 5, 1998. By filing limited reply comments, 

Duquesne is attempting to limit its comments by not rearguing maters previously 

addressed and is not thereby waiving any argument or position addressed in 

Duquesne's previous filings at the Commission. 

I . Sales Volume & Realized Return 

The OCA requests the Commission to direct Duquesne to provide a 

full explanation of the sales decline from 1996 test year volumes. OCA Comments 

at 1-2. The OCA notes that, when using the 1999 sales volumes as opposed to the 
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1996 levels, the sales volumes for Rate RS and Rate RH classes actually decline, and 

as a result, would increase the average T&D rate cap numbers for these classes. 

OCA Comments at 1-2. OCA's comments are attempting to open a previously 

decided issue. The Commission ordered Duquesne to use a total test year volume of 

12,519,000,000 kWh in computing unbundled T&D rates. Second Compliance 

Order at 9-10.' The Company, as directed in the Second Compliance Order, utilizes 

the 1999 sales volumes to compute unbundled T&D rates in its Third Compliance 

Filing. OCA should not be surprised by this outcome considering that the projected 

sales volume information was provided in response to OCA-4-005 and OCA-4-006. 

The Company already has explained why it believed it made little sense to compute 

rates using different data ~ i.e., 1996 costs and 1999 sales volumes. The Commis­

sion rejected our arguments, and directed the Company, without detailed explanation, 

to use the OCA's 1999 volumes. 

The OCA also comments that the shopping credit for Rate RH 

customers "will not provide a meaningful opportunity to participate in the competi­

tive market". OCA Comments at 2. The OCA expresses concern about the drop in 

the shopping credit for Rate RH customers in 2000. The OCA recommends adjust-

1 In its first two compliance filings Duquesne developed unbundled T&D rates 
on the basis of 1996 cost, 1996 sales volumes and 1996 class realized rates of 
return. 



ing the shopping credits at the time the proceeds are known. The OCA's position 

should, and indeed already has been, rejected. First, the Commission has already 

held that shopping credits for each class should remain fixed during the transition 

period. Final Order at 212-13. Second, the Commission also has held that the 

shopping credit is a residual after the close of the auction and that the purpose of this 

proceeding is therefore not to litigate the appropriate shopping credit for each class. 

Final Order at 197; First Compliance Order at 12. Third, adopting OCA's proposal 

would add uncertainty to the POLR auction because potential POLR bidders would 

not know with certainty the value of the shopping credits. This uncertainty likely 

would reduce the value of the POLR service to potential bidders and thereby reduce 

the proceeds from the proposed auction. 

The OCA also appears to allege that the realized return should be 

negative 3% return for rate class RH, which would raise the shopping credit after 

1999. Duquesne disagrees. OCA attempts to rely upon outdated assumptions and 

outdated data. The negative 3% rate of return was since revised in this proceeding. 

Duquesne originally computed the realized rate of return in response to OSBA 

interrogatory 02-22 which contained an ECR roll-in based on average fuel and 

purchased power cost of $14.70/MWh. The Commission rejected this calculation 

and the allocation of distribution related income taxes (which has since been cor-



reeled). In fact, realized rate of return calculations for all classes have changed since 

that earlier response. 

Finally, and as an additional reason to reject the OCA's position, if the 

Commission chose to adopt the OCA's proposal for RH class customers, the Com­

mission would have to reopen the determination of shopping credits and associated 

CTC recovery for all rate classes. At this stage in the proceedings, it is too late to 

revisit settled issues that could jeopardize the start of competition on January 1, 

1999. 

2. Transmission & Distribution Rate Cap 

DII states that the Company's proposed Tariff 18 inappropriately 

decreases from 20 days to 15 days the bill payment period for customers on Rate 

Schedules L, HVPS, GS/GM, GMH, GL & GLH. DII Comments at 5-6, The 

currently effective Tariff 17 provides for payment by those classes after 15 days. 

Duquesne has intended to maintain the same payment period in the proposed Tariff 

18. The payment period was inadvertently changed to 20 days (from 15 days) in the 

Second Compliance Filing (Tariff 18). Upon noticing this inadvertent revision, 

Duquesne corrected the mistake in the Third Compliance Filing and revised the 

payment schedule to 15 days. Duquesne submits that this should not be considered a 

material revision given that the presently effective tariff also provides for payment 

within 15 days. 



3. Supplier Tariff 

DII states that Duquesne should not provide information beyond the 

information that Duquesne provided to the supplier in the initial electronic data 

exchange between the Company and the EGS. DII Comments at 7-8. Duquesne 

intends to release only information that is authorized by the Customer and/or the 

PUC (through the EDEWG regulations). 

In addition, Duquesne revises the definition of "Coordination Services 

Charges". Duquesne inadvertently failed to remove reference to the term "Coordina­

tion Sales Tariff1 in this definition. The revised definition, and a black-lined version 

thereof, is attached as Attachment A. 

WHEREFORE, Duquesne's Third Compliance Filing should be 

accepted without modification or condition for the reasons stated above. 

Respectfully submitted, 

John S. Moot 
Victor A. Contract 
Skadden, Arps, Slate, Meagher & Flom LLP 
1440 New York Ave., N.W. 
Washington, D.C. 20005 
(202)371-7310 

Larry R. Crayne 
Assistant General Counsel 
Richard S. Herskovitz 
Corporate Attorney 
Duquesne Light Company 
411 Seventh Avenue 
Pittsburgh, PA 15219 
(412)393-6049 

Dated: November 20, 1998 
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provision of Coordination Services. 

Coordination Services - those services that permit the type of interface and 
coordination between EGSs and the Company in connection with the delivery of 
Competitive Energy Supply to serve Customers located within the Company's service 
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energy supply with the CAO. 

Creditworthy - a creditworthy EGS pays the Company's charges as and when due 
and otherwise complies with the Rules and Regulations of this Tariff or the PaPUC. To 
determine whether an EGS is creditworthy, the Company will evaluate the EGS's 
record of paying Company charges, and may also take into consideration the EGS's 
credit history. 

Customer(s) - any person, municipality, partnership, association, or corporation 
receiving Competitive Energy Supply from an Electric Generation Supplier in 
accordance with the Competition Act. 

Customer Choice Internet Site - a Company Internet site with a Uniform Resource 
Locator (URL) of http://www.customer-choice.com. 

Deliver - to "Deliver" a document or other item under this Tariff shall mean to tender by 
certified mail, hand delivery, or overnight express package delivery service. 

Delivery - the actual delivery of energy with respect to an energy schedule. 
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Docket No. R-00974104 

Pennsylvania Public Utility 
Commission, 

v. 
Duquesne Light Company 
Application to approve 
restructuring plan pursuant 
to 66 Pa. C.S. § 2806(d) 

REPLY COMMENTS 
OF DUQUESNE LIGHT COMPANY 
ON GENERATION AUCTION PLAN 

Pursuant to the Secretarial Letter dated October 27, 1998, Duquesne 

Light Company ("Duquesne") hereby submits this reply to the comments of the 

intervenors on the Generation Auction Plan. 

INTRODUCTION 

The comments of the intervenors fall into three general categories. 

The first, represented by the Office of Consumer Advocate ("OCA") and Duquesne 

Industrial Intervenors ("DII1'), generally support the Auction Plan, particularly the 

Generation Exchange with FirstEnergy Corp. As to the "swap" with FirstEnergy, the 

OCA states: 

[T]he swap would permit the divestiture to proceed in a timely fash­
ion by eliminating uncertainty created by shared ownership interests 
and agreements. Together with the value created by sole ownership 
and control of the plants, it is OCA's view that the swap is likely to 
create greater value for Duquesne's ratepayers than would a divesti-



ture of its partial, minority ownership in its current plants. Further­
more, OCA recognizes that this agreement is an integrated package 
and that other assets cannot be substituted. 

Additionally, FirstEnergy's minimum financial guarantee 
provides an "insurance policy" that consumers will not incur a higher 
level of stranded costs than the level determined by the Commission. 
This is an extremely important assurance in an infant marketplace for 
generating assets and, while it does not ensure that ratepayers are 
better off as a result of the asset exchange, it at least means that they 
won't be worse off than under the PUC's administrative determination 
of stranded costs, and provides an important protection from that 
volatility. It is also worth pointing out, as further discussed below, 
that the Agreement in Principle caps Duquesne's nuclear decommis­
sioning liability at the level funded at the time of transfer. Finally, 
FirstEnergy's agreement not to bid on the plants when they come up 
for auction helps ensure that the ECAR market will not become even 
more concentrated as a result of the asset swap. 

OCA Comm. at 9-10.1 

The only significant caveat to the support of the OCA and DII (other 

than disagreements with Duquesne over discrete issues, see infra) is their under­

standable desire to have the opportunity to review and comment on the fmal agree­

ments with FirstEnergy, the fmal agreements with the winning bidder(s) in the 

auction, and any agreements related to the provider of last resort ("POLR") service. 

Duquesne understands this concern and is not requesting final approval at this time 

The DII states that "the proposed capacity swap may be in the best interests 
of Duquesne ratepayers" and supports a Commission order permitting 
"Duquesne to continue pursuing a capacity swap with FirstEnergy." DII 
Comm. at 10, 12. 



of any of these arrangements. Rather, Duquesne is requesting a Commission order 

finding that (i) the Auction Plan is consistent with the public interest on the terms 

and conditions proposed, and (ii) directing Duquesne to commence implementation 

of the Auction Plan, subject to fmal Commission approval of all matters within its 

jurisdiction. To this end, Duquesne has drafted a proposed order for the Commis­

sion that would, consistent with the positions of the OCA and DII, authorize 

Duquesne to proceed with the auction subject to further collaboration with the 

intervenors and the subsequent filing of any final agreements with the Commission. 

See Appendix A. 

The second category of comments, represented by the Environmental­

ists and Hospital Shared Services/Administrative Resources, Inc. ("HSS"), advocate 

a one-sided auction where ratepayers automatically retain the benefits of the auction 

if generation values are high, but if the values turn out to be low, Duquesne and its 

shareholders would be penalized for any supposed defects in implementing the 

auction. HSS Comm. at 3; Environ. Comm. at 5-7. The Environmentalists go even 

further, asserting that "the Commission should allocate much of the transaction cost 

to the shareholders" regardless of the level of auction proceeds. Environ. Comm. at 

9. 

These parties are wrong to believe that such a one-sided approach is 

costless to ratepayers. Duquesne will not agree to close the auction transactions 



unless it has reasonable assurance that, as found by Judge Corbett and approved by 

the Commission, Duquesne will fully recover its stranded costs through the auction. 

Thus, any post-hoc review would only increase regulatory impediments to closing, 

thereby potentially reducing the pool of bidders and, even for those willing to 

participate, causing them to discount their bids to reflect the uncertainty as to 

whether and when the transaction would close. Duquesne therefore strongly urges 

the Commission to reject such counterproductive proposals and adopt the position of 

the OCA: "The OCA agrees with the Company that to the extent the Commission 

finds Duquesne's auction procedures and protocols to be reasonable at this time, the 

Commission should not conduct a post-hoc review of those procedures and proto­

cols." OCA Comm. at 34. In this regard, it is notable that no party has objected to 

the auction protocols set forth in Section II of the Auction Plan. There being no 

dispute over them, the Commission should approve those protocols and authorize 

Duquesne to commence the Auction, subject to the OCA's suggestion (with which 

Duquesne agrees) that Duquesne "file periodic reports with the Commission and the 

parties to assure that the process is progressing as intended." OCA Comm. at 34. 

The third category of comments, represented by System Council U-

10, International Brotherhood of Electrical Workers ("IBEW"), and certain state 

legislators, advocate putting the auction on hold until "very serious labor issues" 

have been "resolved." IBEW Supp. Comm. at 5. This approach has no merit. 



Duquesne has unequivocally stated that "union employees will be protected by the 

terms of the existing Collective Bargaining Agreement ("CBA") between Duquesne 

and the Union." Letter of J. Moot to J. McNulty, November 5, 1998, page 2. This 

contract explicitly provides protections to union members in the event of a divesti­

ture of generation. IBEW Supp. Comm. at 2. Having negotiated these protections, 

the IBEW must now live by them (particularly given that it has chosen to reject all of 

Duquesne's offers to amend that contract). It thus can no longer contend that 

"Duquesne has not addressed the effect of its plan on employees" (IBEW Supp. 

Comm. at 5); those "effects" - whatever their scope - will flow directly from 

provisions of the CBA that the Union itself negotiated. 

In fact, the IBEW readily concedes that "it is not asking this Commis­

sion to resolve this labor dispute" (IBEW Supp. Comm. at 4) (emphasis in original) 

and it "is not seeking to negotiate [labor] issues before this Commission." IBEW 

Comm. at 10. But of course, if the Commission has no jurisdiction to resolve these 

labor matters,2 it cannot later be asked to "ensure that the result is in the public 

Notably, the IBEW does not contend, nor could it, that the Commission has 
authority to resolve labor-related matters. Rather, the Customer Choice Act 
requires only that Duquesne describe "the impacts of the proposed [restruc­
turing] plan on the utility's employees" (66 Pa.C.S. § 2806(e)) and provides 
that, if the plan "entail[s] the closure of facilities or reduction in employee 
levels," the utility "may provide severance, retraining, early retirement and 
outplacement services" and "[s]uch transition costs may be recoverable under 

(continued...) 



interest." IBEW Supp. Comm. at 5. The Commission should therefore reject the 

position of the IBEW and permit the Auction to proceed. To do otherwise will 

clearly harm ratepayers, depriving them of any opportunity to take advantage of the 

current favorable market conditions for the sale of generating assets. As the OCA 

acknowledges, there is no certainty that these current market conditions will con­

tinue. OCA Comm. at 10. The IBEW's comments simply ignore the substantial 

harm that its position may cause ratepayers and are otherwise without merit. 

I. GENERATION EXCHANGE WITH FIRSTENERGY 

A. "Final Approval" 

The OCA and other parties request that the Commission withhold 

"final approval" of the Generation Exchange until Duquesne has submitted definitive 

agreements governing the transaction. OCA Comm. at 6-7; DII Comm. at 12. 

Duquesne is not requesting any such fmal approval at this time. Rather, Duquesne is 

requesting (i) a finding that the material terms of the exchange, as set forth in the 

Agreement in Principle, dated October 14, 1998, are in the public interest, and (ii) 

authorization to proceed with an auction of the FirstEnergy fossil plants to be 

received in the swap, provided (hat Duquesne submits the final agreements with 

(...continued) 
the competitive transition charge." Id. § 2802(18). 



FirstEnergy (and the winning bidders) for comment by the parties and final approval 

by the Commission as to any matter within its jurisdiction. 

B. Nuclear Decommissioning 

The OCA states that "the agreement [in principle] is unclear as to . . . 

whether Duquesne has established a firm cap on its nuclear decommissioning 

liability" but that, if such a cap has been established, it provides "some additional, 

although unquantifiable, value in this transaction for both itself and its ratepayers." 

OCA Comm. at 11, 4. Duquesne wishes to clarify that it has established a "firm cap" 

on its nuclear decommissioning liability equal to the amounts already funded and 

those additional amounts authorized by the PaPUC in the Restructuring Order. 

Agreement in Principle § 5. The only implementation detail remaining is to develop 

a method by which such funding amounts can be transferred to FirstEnergy in a 

manner that preserves the tax advantaged treatment that such funds would have 

enjoyed if retained by Duquesne. Id? 

3 The OTS is mistaken in asserting that the firm cap on Duquesne's nuclear 
decommissioning liability, as well as the transfer of any responsibility for 
spent nuclear fuel to FirstEnergy, "was not set forth in the . . . asset exchange 
agreement." OTS Comm. at 8. The Agreement in Principle states that 
Duquesne's nuclear decommissioning obligation will be capped "at the total 
funding amounts allowed by the PaPUC in the DLC restructuring order" and 
that "[a]ny additional decommissioning costs, or costs associated with spent 
nuclear fuel or the disposal or decommissioning of any other nuclear equip­
ment, facilities or properties of any kind, will be the sole responsibility of 

(continued...) 



C. Labor Issues 

The IBEW states that "if [the Beaver Valley] units are transferred 

without an acceptable plan for the people who work at those plants, there is a very 

real risk that the plants could not be operated in a safe and reliable manner. . . . If 

[Duquesne] doesn't honor [the successorship provision in the CBA], then the safety 

and reliability of Beaver Valley's operations will be called into question." IBEW 

Comm. at 6. This issue is outside the scope of the Commission's jurisdiction. The 

"safety" of operations at Beaver Valley is a matter solely within the jurisdiction of 

the Nuclear Regulatory Commission, as even the IBEW seems to concede. Pacific 

Gas & Electric Co. v. State Energy Resources Conserv'n & Dev. Comm'n, 461 U.S. 

190 (1983); IBEW Comm. at 6 ("There is an extensive [NRC] licensing processing 

for operators to become qualified to work at a different nuclear unit"). Consequently, 

the NRC will make a determination of whether the plant is adequately staffed to 

maintain safety and reliability before authorizing Duquesne to transfer operating 

control to FirstEnergy.4 

3 (...continued) 
FE." Agreement in Principle § 5. 

4 In addition, as indicated supra, the IBEW does not even contend that this 
Commission should resolve labor issues affecting Beaver Valley. IBEW 
Comm, at 10; IBEW Supp. Comm. at 4. 



D. Administrative Comparisons of Market Value 

On October 29, 1998, Duquesne submitted a comparative market 

value analysis showing that the FirstEnergy plants have a higher value, on a dis­

counted cash flow basis, than the plants being transferred from Duquesne to 

FirstEnergy. This comparison was performed using the market prices approved by 

the Commission in the Duquesne and Penn Power restructuring cases.5 The OTS 

suggests that "further detail may be required" to support such a comparative analysis, 

but does not specify what additional information may be necessary. OTS Comm. at 

4. 

While Duquesne is willing to continue responding to reasonable 

requests for further information, we caution the Commission against undertaking an 

exhaustive analysis of whether the market values of the plants being exchanged are 

equivalent on an administrative basis. Such an analysis is not necessary, as the 

purpose of this proceeding is not to make an administrative determination of stranded 

5 The OCA states that, if "market prices from the Penn Power case" are used to 
value the Duquesne plants, such plants "might have greater operating value 
than the assets [Duquesne] would receive from FirstEnergy." OCA Comm. at 
8. Duquesne would object to any such analysis as a classic apples-to-oranges 
comparison. The correct comparison is the value of Duquesne's plants under 
the market prices approved by the Commission in Duquesne's restructuring 
case to the value of the FirstEnergy plants under the market prices approved 
by the Commission in Penn Power's restructuring case. 



costs. Rather, the purpose is to establish market values through an auction and there 

is no dispute that the generation swap will enhance the value that Duquesne can 

receive in the auction. Furthermore, the Commission and ratepayers have the 

additional protection of the financial guarantee provided by FirstEnergy. As stated 

by the OCA, this guarantee is an "extremely important assurance in an infant 

marketplace for generating assets." OCA Comm. at 10. 

E. Transmission Facilities 

The Agreement in Principle provides that Duquesne will sell to 

FirstEnergy certain transmission facilities associated with the Beaver Valley and 

Mansfield plants as necessary or appropriate for FirstEnergy to deliver the power 

from those facilities to its customers and to satisfy NRC concerns regarding reliabil­

ity at the Beaver Valley plant. The IBEW states that "Duquesne has not presented 

any analysis of the effect on its system of transferring these transmission facilities to 

FirstEnergy," such as "whether the transfer of such facilities would have an effect on 

the safety and reliability of Duquesne's electric system." IBEW Comm. at 8. The 

IBEW's concerns are misplaced. First, the transmission facilities at issue are not 

being taken out of service; rather, the facilities will continue to be needed to deliver 

the output of Beaver Valley and Duquesne is merely transferring ownership of them 

to a qualified operator, FirstEnergy, and indeed is doing so in part to satisfy NRC 

reliability concerns. Second, Duquesne and FirstEnergy will continue to coordinate 

10 



the operation of their interconnected systems, as they have for years, in a manner 

necessary to maintain reliability. There will thus be no change in the reliability of 

the Duquesne electric system. Third, the transfer of ownership of transmission 

facilities to FirstEnergy will be subject to FERC approval and any concerns the 

IBEW may have at that time can be raised at FERC. 

F. HSS Comments 

In typical form, HSS avoids providing any constructive comments, 

instead characterizing the Generation Exchange as a "belated, sketchy, still-evolving 

and potentially detrimental proposal." HSS Comm. at 2. Yet, despite this, HSS does 

not oppose the Generation Exchange; rather, it contends only that "final approval" be 

withheld until the definitive agreements are reviewed and due diligence is conducted. 

HSS Comm. at 9. As indicated supra, however, Duquesne is not requesting any such 

final approval at this time. 

HSS nevertheless plunges forward with various assertions to support 

its contention that the exchange is "potentially detrimental." These contentions are, 

at a minimum, ironic when compared to HSS's own testimony in this case. HSS, 

through the testimony of Dr. Weisenmiller, advocated divestiture as the best method 

to "extract value from the utility's assets" (HSS Statement No. 1 at 142) and this 

value, in his view, could be extracted only by giving purchasers in an auction "the 

potential for unit repowering, refurbishment or enhanced efficiency or cost reduction 

11 



potential through the buyer's particular strengths (e.g., fuel supply expertise, opera­

tions expertise, power marketing expertise)." Id Yet, these sources of value, of 

course, are unavailable without the Generation Exchange. Duquesne does not 

operate any of the CAPCO fossil plants and thus has no control over fuel supply 

decisions or non-fuel operation and maintenance expense, nor can it make unilateral 

decisions regarding repowering or the addition of new plants at the existing sites. 

HSS is thus simply wrong to assert that the benefits of the Generation Exchange are 

"purely theoretical" (HSS Comm. at 5); they are the same benefits as those identified 

by Dr. Weisenmiller and, more recently, every investment banker interviewed by 

Duquesne, all of which supported the Generation Exchange.6 

HSS also contends that "Duquesne's plants are clearly of a later 

vintage than FirstEnergy's plants" and that "only one unit that will be acquired by 

Duquesne, i.e., a unit at the Avon plant, is supplied from a super critical coal fired 

steam generator, while all of Duquesne's fossil plants utilize that technology." HSS 

Comm. at 8. HSS is seeking to confuse, rather than inform, the Commission. This 

"one" super critical coal-fired generator is 600 A4W; this compares to the 770 MW of 

HSS asserts, relying on excerpts of documents obtained in discovery, that the 
investment banking firm of CS FirstBoston "saw substantial value [in the 
CAPCO plants] that Duquesne now proposes to give away for older plants." 
HSS Comm. at 9. This is hardly a fair statement, given that CS FirstBoston 
is one of the investment banking firms interviewed by Duquesne that strongly 
supported the Generation Exchange as value maximizing. 

12 



similar generation being transferred to FirstEnergy. Moreover, this "one" generator 

conveys full operating control, whereas Duquesne's CAPCO fossil assets do not. 

In short, even using HSS's method of comparison, Duquesne is exchanging (i) 770 

MW of baseload coal-fired capacity that it does not operate for 600 MW of baseload 

coal-fired capacity over which the winning bidder will have full operating control, 

and (ii) 660 MW of nuclear generation for 700 MW of other coal-fired, generation. 

As the OCA recognizes, there is no question that the Generation Exchange will 

maximize value in the Auction. 

II. AUCTION PROTOCOLS 

Section II of the Auction Plan sets forth the protocols by which 

Duquesne will auction its generating assets. As indicated in Section II , "Duquesne 

will use the same two-phase, sealed bid procedure that has been used in virtually all 

of the other recent generating plant divestitures" (Auction Plan at 6) and these 

protocols are "designed, to the maximum extent practicable, to allow potential 

purchasers (i.e., the market) to determine the divestiture structure that best maxi­

mizes the value of Duquesne's assets." Id. at 10. No party has objected to these 

protocols and, indeed, the OCA states that it "agrees with the Company that to the 

extent the Commission finds Duquesne's auction procedures and protocols to be 

reasonable at this time, the Commission should not conduct a post-hoc review of 

those procedures and protocols." OCA Comm. at 34. 

13 



HSS, however, criticizes Duquesne for seeking "carte blanche to 

divest jurisdictional assets"and contends that "there is a critical need for such a [post-

hoc] review" (HSS Comm. at 2) because, without such a review, "Duquesne has no 

incentive" to "capture the maximum market values." HSS Comm. at 1,4; see also 

Environ. Comm. at 6-7. The position of HSS should be rejected. First, Duquesne is 

not seeking "carte blanche" in conducting the auction; rather, Duquesne has re­

quested approval of specific, well-accepted auction protocols (Auction Plan at 6-15) 

and stated that it will "keep the Commission staff apprised of material developments 

during the pendency of the auction." Id. at 5. HSS, having not objected to any of 

these protocols, has no basis to argue that they cannot be approved at this time.7 

Moreover, it is simply wrong to assert that Duquesne has no incentive 

to "capture maximum market values." HSS Comm. at 4; Environ. Comm. at 7. 

First, the auction in no way detracts from Duquesne's preexisting incentive to lower 

its costs or increase its net revenue to mitigate stranded costs to the greatest extent 

practicable. Duquesne has done so historically through a range of initiatives, 

including the successful divestiture of its interest in the Fort Martin plant. 

7 It is perhaps not surprising that HSS has not criticized these protocols, as they 
are the same as those used in the successful auctions that HSS cited in 
support of its proposal that Duquesne divest its generation. HSS Stat. No. 1 
at 141-149. 

14 



Second, the fact that the auction proceeds will be used to reduce 

stranded costs, and thereby will not be flowed through to shareholders, does not 

lessen this incentive. The point remains that Duquesne will can earn a higher return 

on the cash proceeds from the auction than it can on the CTC established at the 

Commission-approved rate of return. Therefore, every dollar of auction proceeds is 

valuable to Duquesne for its investment potential. Finally, Duquesne will have the 

incentive to maximize value because higher auction proceeds will shorten the 

transition period. This, in turn, will release Duquesne from its obligation to provide 

power at capped rates, thereby eliminating this regulatory burden on Duquesne. 

The Commission should therefore approve the auction protocols as 

reasonable and in the public interest. 

III. PROVIDER OF LAST RESORT 

The OCA generally supports Duquesne's proposal to explore the sale 

of the POLR service, stating "the Company should continue to pursue this option as a 

means of meeting its POLR obligation." OCA Comm. at 16. Enron also expresses 

support, stating that such an auction "is an excellent first step by Duquesne in 

addressing the Provider of Last Resort issue." Enron Comm. at 3. Both parties, 

however, express reservations regarding the nature of the POLR service being 

auctioned, with each apparently preferring an auction that is similar to those ap-

15 



proved in the settlements with General Public Utilities ("GPU") and other Pennsylva­

nia utilities. OCA Comm. at 16-17, Enron Comm. at 4. 

Duquesne will not agree to follow these settlements. First, the POLR 

auctions contemplated in those settlements will not produce sale proceeds that can be 

used to reduce stranded costs. At best, they will produce prices below the shopping 

credits that provide a temporary price reduction only to those customers not inclined 

to shop for power.8 By contrast, Duquesne's proposal could result in lower stranded 

costs and a reduced transition period, both of which benefit all customers, not simply 

those not otherwise inclined to shop for power. This is consistent with the Commis­

sion's finding "rejecting] the OCA's Immediate Rate Reduction Proposal consistent 

with the ALJ's recommendation" (Restructuring Order at 185), which held that: 

Because the OCA's proposal for immediate rate reductions entails 
extension of the transition period, I urge the Commission to reject it. .. 
. . In order to assure ratepayers the transition period will end as 
quickly as possible, I recommend, supra, the immediate divestiture of 

Even then, non-shopping customers may experience different rates depending 
on whether they are randomly assigned to the host utility or a competitive 
supplier. Under the settlement proposals, two identical customers with 
identical consumption remaining on default service could incur different 
generation charges. Duquesne's proposal avoids this cost-shifting among 
shopping and non-shopping customers, and among default customers remain­
ing with the utility and those that are assigned to a CDS. In Duquesne's 
proposal the reduction in the CTC revenue requirement will be allocated to 
each rate class according to the Commission-approved production cost 
allocators. This ensures that there is no cost-shifting consistent with the 
legislation and the Commission's Order. 
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Duquesne's generating assets as the Company proposes in the event 
the merger is not consummated. 

Recommended Decision at 447. It is thus apparent that Duquesne's POLR auction 

satisfies a principal objective of the divestiture - i.e., to end the transition period as 

quickly as possible - as found by Judge Corbett and affirmed by the Commission.9 

Second, the settlements are inappropriate under the circumstances 

here because they contemplate auctioning only a portion of the POLR service and, 

even then, only for a short-term period (e.g., annual auctions) of time. Because of 

this, each proposal leaves the electric distribution company with a residual POLR 

obligation either for that portion of the service that is not auctioned or, worse yet, for 

the entire POLR load if the auction is unsuccessful. To be sure, these utilities may 

have been willing to assume this risk in consideration for the benefits associated with 

their overall restructuring settlement. They also may have believed they had suffi­

cient protection from retained generation tp hedge this risk.10 Whatever the case, 

neither consideration applies to Duquesne following the auction and that is why 

JO 

In addition, the OCA's "rate cut" proposal will simply encourage customers 
already not inclined to shop to remain on POLR service. By contrast, 
Duquesne's POLR proposal maintains the incentive, embodied in the Com­
mission's Restructuring Order, for customers to receive rate savings only if 
they shop for power. This will encourage customer switching, one of the 
Commission's stated objectives. 

We note that even GPU will posses more than 1000 MWs of non-utility 
generation capacity. 
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Duquesne has proposed to auction all of the POLR service for the entire transition 

period. 

Third, Duquesne's proposal is easier to implement than the structures 

envisioned by the settlements. These plans require the Commission to conduct an 

annual review of the CDS process, approve a petition transferring POLR responsibil­

ity to an alternative POLR, review a random customer selection process, develop 

CDS creditworthiness standards and bond requirements, unbundle Chapter 56 billing 

and other collection costs, and oversee a new CDS bid cycle each year. Enron 

Comm. at 36-39. By contrast, Duquesne intends to auction 100 percent of the POLR 

supply service for the entire rate cap period without a multi-year phase-in. This 

eliminates the need to conduct an auction each year, to perform an annual Commis­

sion review process, and to resolve how customers are selected to receive the benefits 

of the Competitive Default Supplier services. Duquesne also will retain its POLR 

obligation and abide by the mandated price cap on generation throughout the CTC 

recovery period for each rate class. This eliminates the need for the Commission to 

approve a petition transferring POLR responsibility and eliminates the need for the 

Commission to develop CDS creditworthiness standards and bond requirements. 

Finally, as the POLR provider, Duquesne will also perform required customer care 

functions and provide metering and billing services, as well as assume the customer 

collection risk. This eliminates the need to unbundle Chapter 56 billing and other 



collection costs in the POLR auction process and maintains the necessary customer 

protections. These features of the Duquesne plan make it easier to implement and 

will allow the Company to market POLR service in a timely manner in order to 

maximize value in the auction process. 

In sum, Duquesne urges the Commission to permit it to auction the 

POLR service as proposed, provided that the Commission reserves authority to 

review and approve any final arrangement as to matters within the Commission's 

jurisdiction.11 

IV. ACCOUNTING FOR AUCTION PROCEEDS 

A. Timing of Approval of Auction Accounting 

The OCA states that it [but] does not believe it is necessary or 

appropriate at this time to determine accounting protocols or ratemaking treatment 

with the type of specificity shown in Appendix G." OCA Comm. at 27. According 

to the OCA, "the auction itself will not be impacted by the accounting protocols or 

rate treatment afforded the Company" because "asset bidders will not be concerned 

with the accounting protocols." Id. DII advances a similar position. DII Comm. at 

9. 

Duquesne wishes to caution the Commission and the parties that, if material 
changes to the POLR proposal are adopted that are adverse to Duquesne (e.g., 
adopting Enron's position), Duquesne will reconsider and may withdraw its 
voluntary offer to auction the POLR service. 
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To be sure, "asset bidders will not be concerned with the accounting 

protocols," but this statement avoids the real issue. The issue is whether, consistent 

with the Restructuring Order, Duquesne has sufficient certainty that it will recover its 

actual stranded costs for Duquesne to commit to binding contractual terms with the 

winning bidder(s). I f not, there will be increased uncertainty regarding whether the 

auction will close and this uncertainty, as discussed supra, will harm the auction. 

In addition, uncertainty as to the accounting protocols could have 

other adverse effects. For example, the OCA contemplates an accounting proceeding 

in which the Commission, on an after-the-fact basis, would permit recovery of only 

those capital additions that were "reasonable" and "were actually completed prior to 

closing" of the auction. OCA Comm. at 28, 32. This standard would subject 

Duquesne to second-guessing and may cause Duquesne not to undertake investments 

that would otherwise increase the value of the plants. As another example, uncer­

tainty as to the assumed level of amortization of CTC (or net book value, using the 

OCA's approach) could affect Duquesne's behavior during the auction. In the most 

extreme case, //the issue was not resolved, and Duquesne was concerned that the 

Commission would adopt an amortization schedule that Duquesne could not meet 

given the level of expected market prices between January 1999 and the close of the 
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auction, this could cause Duquesne to withdraw its offer to sell power at 2.6^/kWh to 

"jump start" competition. 

Duquesne therefore believes it is important to all parties, including 

customer representatives and labor, to provide Duquesne a reasonable level of 

certainty regarding accounting protocols before the auction progresses much further. 

Duquesne recognizes, however, that some parties may not fully understand the 

detailed protocols set forth in Appendix G or may prefer an approach the'differs 

conceptually from Appendix G but that nevertheless treats Duquesne fairly. In 

recognition of this, Duquesne proposes to arrange another technical conference that 

would focus solely on auction accounting protocols. Duquesne will contact the 

active parties that have expressed an interest in this issue (e.g., OCA, DII, OTS, and 

HSS) to arrange a mutually agreeable time for such a meeting. Duquesne expects 

that, through this process, a mutually agreeable plan could be achieved by the end of 

the year. Duquesne would then file a report with the Commission describing any 

agreements that have been reached. I f no agreements are possible, Duquesne will 

present its own proposal (whether the same or modified from that contained in 

Appendix G) for comment by the parties and Commission review and approval. 

To facilitate such a technical conference, Duquesne is attaching as 

Appendix B, a description of three alternative methodologies that, if implemented 

properly, would each ensure that net proceeds from the auction are accounted for in a 
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manner that ensures Duquesne will recover its actual stranded costs, no more and no 

less. The first methodology is the same as described in Appendix G to the Auction 

Plan ("Method A"). 1 2 The second methodology discounts the market value produced 

by the auction to January 1, 1999 and applies that value against the stranded costs 

already determined by the Commission as of January 1, 1999 in the Restructuring 

Order ("Method B"). This method should eliminate many of the concerns/disputes 

associated with Appendix G because it uses Commission-approved determinations of 

net book value and stranded costs as of January 1, 1999 and discounts the net 

proceeds from the auction using the Commission-approved discount rate.13 

The third methodology is similar in concept to that suggested by the 

OCA, i.e., that a final accounting could be accomplished on the date of closing of the 

auction using actual infonnation regarding book values and market values as of that 

date. To facilitate discussions with the OCA and other parties, Duquesne has 

attempted to describe the factors that would have to be considered and addressed in 

the use of any such methodology ("Method C"). Duquesne cautions the Commission 

12 

13 

Included in Appendix B is a revised Appendix G reflecting, in black-lined 
form, changes to the illustration that implements Method A using updated 
information regarding, for example, the deletion of the FAS 109 regulatory 
asset and Beaver Valley lease termination costs. 

Included in Appendix B is a revised Appendix G, in black-lined form, that 
implements Method B. 
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that these factors will be difficult to address on a litigated basis because they involve 

considerations not addressed in the current record and thus would require further 

litigation regarding market prices, capital additions, fuel costs, etc. For this reason, 

Duquesne strongly opposes the use of this method unless it is possible, through a 

technical conference, for the parties to agree on the necessary implementation 

details.14 

B. Transaction Costs 

Duquesne's Auction Plan requests recovery of all reasonable 

transaction-related costs, including labor-related expenses, incremental operation and 

maintenance expense and capital expenditures, expenses related to the Beaver Valley 

lease, and investment banking, consulting and attorneys fees. Auction Plan, Appen­

dix G at 2-3. Duquesne recently submitted additional information regarding these 

expenses, including a description of the labor plan for management employees 

affected by the Auction and the estimated costs of terminating the Beaver Valley 

lease agreement in the context of the Generation Exchange with FirstEnergy. Letter 

from J. Moot to J. McNulty, Nov. 5, 1998; Letter from J. Moot to J. McNulty, Oct. 

14, 1998. 

1 4 Because Method C requires information available only at the time of the 
auction closing, it is not possible, and Duquesne therefore has not, submitted 
a revised Appendix G implementing Method C using assumptions regarding 
net auction proceeds, as it has for Methods A and B. 

23 



No party has objected to Duquesne recovering the trans action-related 

costs described in these filings.15 Moreover, no party objects to providing Duquesne 

the certainty it needs before making binding commitments to third parties.16 Without 

such certainty regarding the recovery of reasonable transaction costs - whether they 

be related to resolving labor issues, the Beaver Valley lease agreement or making 

necessary expenditures at the plants being auctioned - Duquesne will be unwilling to 

take actions that are necessary or appropriate to implementing the auction. Duquesne 

therefore requests a Commission finding that Duquesne will be permitted to recover 

the categories of costs described in these filings as an offset to auction proceeds. 

16 

The OCA does not oppose recovery of the Beaver Valley lease termination 
expenses, provided that (i) such expenses are "incremental cost[s] to 
Duquesne" (i.e., are in addition to the lease expense authorized in the Re­
structuring Order), and (ii) Duquesne has adequately "explore[d] with 
FirstEnergy any possible alternatives to termination of this lease." OCA 
Comm. at 12. Duquesne can represent that (i) the costs are indeed incremen­
tal to any amounts authorized in the Restructuring Order, and (ii) that 
Duquesne exhaustively explored with FirstEnergy every reasonable alterna­
tive to terminating the lease, none of which proved viable in the context of 
the Generation Exchange. A full accounting for the final lease termination 
costs will be provided at the time a final accounting for stranded costs is 
made following completion of the auction. 

The OCA "recognizes the Company's concern that the Commission should 
assure that it will be permitted reasonable incurred transaction costs associ­
ated with divestiture" (OCA Comm. at 27) and HSS states that "Duquesne 
and ratepayers need certainty" as to the "categories of costs that Duquesne 
can deduct from gross proceeds to determine net stranded costs." HSS 
Comm. at 12. 
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C. FAS 109 Regulatory Asset 

The OCA and DII argue that if the net proceeds from the auction are 

reconciled on a net of tax basis, Duquesne does not need to recover the FAS 109 

Regulatory Asset balance of $179 million and the associated deferred tax balance of 

$57.48 million. OCA Comm. at 33; DII Comm. at 3-4. After considering the 

comments from these parties during the technical conferences, Duquesne agrees that 

the FAS 109 Regulatory Asset (and associated deferred tax balance) should be 

eliminated if Duquesne's proposal to account for auction proceeds on a net of tax 

basis is accepted. 

D. Accounting for Unsold Assets 

In proposing the generation auction during the restructuring proceed­

ing, Duquesne's Chief Executive Officer testified that "[t]he auction would set the 

value of only those assets that were actually sold. For the assets that could not be 

sold, the absence of any market interest would cap their value at zero." DLC 

Statement No. 1-R at 17. This aspect of the auction proposal was not opposed by 

any party and the Commission approved Duquesne's "detailed plan" (Restructuring 

Order at 82) "to offer [a] divestiture of its generating assets in order to determine the 

value of its stranded utility generation." Id. at 79-80.17 

1 7 Duquesne's Auction Plan implemented the approved divestiture proposal, 
(continued...) 
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The OCA and other parties now seem to oppose this aspect of 

Duquesne's proposal, contending that "any unsold asset should be valued at its 

administratively determined market value unless Duquesne can demonstrate that a 

different valuation is appropriate." OCA Comm. at 31. This contention, of course, is 

barred by the Restructuring Order, which approved Duquesne's divestiture proposal 

without modification. Moreover, even if the OCA's new-found position was not 

barred, it is not persuasive. As the Commission held, "only a market-based determi­

nation of stranded costs can reasonably satisfy the 'known and measurable' criteria 

set forth in the Act." Restmcturing Order at 83. Under this standard, the OCA 

cannot have it both ways: a market-based determination for assets having a high 

value, but an administrative determination for assets that the market deems to have 

no value. The issue of whether the assets have great value or no value is for the 

market to decide. 

Duquesne expects, however, that the "zero value" issue may be 

mooted by the Generation Exchange. As Duquesne emphasized at the technical 

conference, the zero value (or "no bid") scenario was expected to occur, if at all, in 

the auction of Duquesne's nuclear interests in the Beaver Valley and Perry plants. 

1 7 (...continued) 
stating "[t]he sales price shall be deemed to be zero for any Utility Asset for 
which a transfer is not completed." Appendix G at 1 n.3. 
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Given that these interests will now support a swap that enables Duquesne to market a 

portfolio of wholly owned fossil units, it is far less likely that the zero value scenario 

will occur. Consequently, the Commission may defer resolution of the zero value 

issue, provided that it approves the Generation Exchange. 

E . Deferred Fuel Regulatory Asset 

In Docket No. M-00970917, the Commission held that "Duquesne is 

permitted to create a regulatory asset in an amount equal to its accumulated 

undercollection of its energy costs incurred during the period commencing February 

1, 1996 through the conclusion of its restructuring proceeding." Energy Cost Rate 

Filing for Duquesne Light Company for Fiscal year Beginning April 1. 1997, No. M-

00970917, Order at 3 (Mar. 27, 1997). Consistent with that order, Duquesne's 

compliance updated its deferred fuel regulatory asset to reflect the balance as of May 

29, 1998, the date of "conclusion of [Duquesne's] restructuring proceeding." No 

party objected to this adjustment in comments on the compliance filing. 

The DII and OCA, however, now oppose recovery of this regulatory 

asset. DII Comm. at 6; OCA Comm. at 31-32. Their position should be rejected for 

three reasons. First, their position is barred by res judicata. The Commission's 

March 27, 1997 order on Duquesne's ECR filing finally determined that "Duquesne 

is permitted to create a regulatory asset in an amount equal to its accumulated under 

collection of its energy costs incurred during the period commencing February 1, 
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1996 through the conclusion of its restructuring proceeding." Order at 3. It is simply 

not possible to collaterally attack that order in this case. Second, even if their 

position was not barred by the March 27, 1997 order, no party, including the OCA or 

DII, objected to the inclusion of the updated deferred fuel balance in the first 

compliance filing. These parties therefore waived any right to object to the recovery 

of such costs now. 

Third, Duquesne is perplexed by DII's claim that the Compliance 

Order "expressly rejected" the updated deferred fuel balance. This claim is based on 

a quote from the Commission's August 13, 1998 Compliance Order (see DII Comm. 

at 6) /hat appears nowhere in that order. Rather, while the final order rejects the 

level of the ECR roll-in requested by Duquesne, that is a different issue that has been 

subsequently appealed to the Commonwealth Court. There is no language whatso­

ever in the Compliance Order rejecting the updated deferred fuel regulatory asset. 

This should not be surprising, given that the Commission's auditors have thoroughly 

audited the books and accounts of Duquesne relating to the deferred fuel regulatory 

asset and have raised no objections regarding the level of costs recorded. The 

regulatory asset therefore should be allowed. 
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V. IMPACTS ON EMPLOYEES AND COMMUNITIES 

A. Impacts on Employees 

1. Background 

Duquesne expects that its employees will be valuable assets to the 

purchasers) of Duquesne's generation portfolio, including FirstEnergy through the 

Generation Exchange. Duquesne expects that purchasers of Duquesne's generation, 

including FirstEnergy, will continue to employ a significant portion of the current 

employee base performing generation-related functions. For those employees that 

are not retained, however, there are protections in place that will treat these employ­

ees fairly. For management employees, Duquesne has offered enhanced severance, 

early retirement, retraining programs and outplacement services. See Exhibit A, 

Letter from J. Moot to J. McNulty, November 5, 1998. No party has objected to 

these programs as inadequate. 

For Union employees, Duquesne has stated that, absent a new 

agreement with the Union, its employees will be protected1 by the existing CBA. The 

CBA provides for income protection, severance benefits, retraining expenses and an 

early retirement option. Letter from J. Moot to J. McNulty at 2 (Nov. 5, 1998). The 

current version of this agreement was negotiated during the period when the General 

Assembly was considering restructuring legislation and thus deregulation of the 

industry was the subject of discussions during the negotiations in 1996 that resulted 
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in the current agreement. It is thus not surprising that the 1996 agreement included 

job security provisions that were extended to 2001 to provide greater certainty to 

employees during deregulation, nor is it surprising that the agreement specifically 

addressed the sale of generation as an exception to such job security provisions. 

This notwithstanding, Duquesne has sought in good faith to negotiate 

modifications to the agreement that could avoid any disputes that might arise during 

implementation of the auction plan. To this end, Duquesne proposed to require that 

the purchaser(s) of Duquesne's plants assume the CBA, even though the current 

agreement does not so require.18 Duquesne also proposed additional enhancements, 

including a commitment to require buyers to staff the plants with Duquesne employ­

ees, select such employees on the basis of seniority and provide those employees 

with comparable benefits and wages. Exhibit B, Letter of J. Moot to J. McNulty, 

Sept. 5, 1998. For those employees not selected by the purchaser(s), Duquesne's 

offer would have provided them certain rights to employment at Duquesne and, for 

any employees that were terminated because of such "bumping," enhanced benefits, 

including the continuation of medical coverage for the length of the severance, would 

The IBEW disputes this point, but notably it provides no discussion in 
support of its contention that the purchaser of the plant would be required to 
assume the CBA. IBEW Supp. Comm. at 4. In any event, the matter is 
currently before an arbitrator. 
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be provided. Duquesne also offered an early retirement option as a means of 

reducing the number of employees that might be involuntarily displaced. 

The Union, however, rejected this proposal and therefore Duquesne 

has indicated that it will proceed with the Auction pursuant to the terms of the CBA. 

2. IBEW's Comments 

The IBEW's fundamental contention is that Duquesne "has not 

addressed the effect of its plan on employees or local communities" and therefore the 

Commission should not permit Duquesne to commence the auction. IBEW Comm. 

at 5. This argument has no substance. Duquesne will proceed with the auction 

pursuant to the CBA and therefore any "effects" of the auction on Union employees 

will be precisely those effects that the Union has agreed are reasonable. To be sure, 

the precise number of employees that will be retained by the auction purchaser(s) is 

not known today, nor is the precise number of employees that will return to other 

jobs at Duquesne or the precise number of employees that will be severed. But that 

is because the auction has not yet commenced. Until it does, and definitive agree­

ments are entered into with the plant purchasers, including FirstEnergy, the precise 

effects, in these terms, will not be known. That, however, is not the issue. The issue 

is the nature of the protections for affected employees and those, quite clearly, are 

known today. Union employees will be protected by the CBA and non-union 

employees will be protected by Duquesne's management plan. Once the auction has 
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been completed, including negotiations with FirstEnergy, Duquesne will provide the 

Commission the required "discussion of the impacts of the [auction] on the utility's 

employees" (66 Pa.C.S. § 2806(e)) in more precise terms, including a quantification 

of the related transition costs. 

No more is required under the Customer Choice Act. Indeed, 

noticeably absent from the IBEW's comments is any contention that its position -

which is predicated upon dire predictions that "hundreds of Duquesne employees 

[may] lose their jobs" (IBEW Comm. at 10) - is supported by the Act. The Act, by 

contrast, expressly contemplates that there will be job losses and provides only that 

these impacts be discussed with the employees, described to the Commission and 

that any transition costs be recovered: 

There are certain changes to a utility which will create transition costs 
to accomplish the move to a competitive market. These changes may 
entail the closure of facilities or reduction in employee levels. I f such 
actions are to be undertaken, the utility must fully inform the commis­
sion of the impact of such decisions on local communities and on 
social services and of any tax implications of the auctions. The utility 
is expected to discuss the transition to competition with its employees 
or their certified representatives and may provide severance, refrain­
ing, early retirement and outplacement services. Such transition costs 
may be recoverable under the competitive transition charge in Section 
2808 (relating to competitive transition charge). 

66 Pa.C.S. § 2802(18) (emphasis added). There is thus no statutory basis to prohibit 

Duquesne from commencing the auction until all "effects" on employees have been 

identified, when those effects can only be known in their entirety at the conclusion of 
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the auction. Rather, the Act contemplates the very process being followed by 

Duquesne and, given that Duquesne is proceeding pursuant to the CBA, the Union 

can have no legitimate objection to Duquesne commencing the auction. 

Finally, and equally important, the IBEW fails to recognize that the 

auction is the best method for providing security to Duquesne's generation-related 

employees. As Duquesne testified in the restructuring proceeding, "[a]s a stand 

alone company, Duquesne is simply too small to remain the generation business." 

DLC Statement 1-R at 17. By contrast, purchaser(s) in the auction will be larger, 

more efficient companies committed to remaining in the generation business on a 

long-term basis. Because of this, they will be more likely than Duquesne to (i) 

operate the plants at competitive levels, (ii) extend the lives of the plants by 

repowering and (iii) construct new generation capacity at the existing sites if market 

conditions permit. All of these benefits could extend the terms of employment for 

the workforce at these plants beyond the time they could expect to have employment 

with Duquesne. Moreover, as part of a larger generation company, Duquesne's 

employees will have more room for advancement and long-term development. 

By contrast, Duquesne, as a stand-alone company, could not offer 

these prospects to the same degree. Duquesne does not have a sufficient generation 

portfolio to achieve generation synergies on a scale that would be competitive in the 

industry. Duquesne's generation therefore would tend to be less competitive than it 
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otherwise would be and, as a result, be more vulnerable to a shutdown than if the 

generation were operated by a large scale generation company. Furthermore, as a 

company not committed to remaining in the generation business, there is no reason to 

expect Duquesne to commit the funds necessary for new construction at any of its 

existing plant sites. Finally, given the economics of Duquesne's nuclear generation, 

it is possible that, as a stand-alone company, a decision could be made to shut down 

the Beaver Valley plant, which employs the majority of Duquesne's plant-related 

workforce. By contrast, the Generation Exchange with FirstEnergy will place the 

plant in the hands of an experienced nuclear operator that is committed to remaining 

in the nuclear generation business and that has a sufficient scale of nuclear operations 

to foster the long-term, efficient operation of Beaver Valley. 

For all the foregoing reasons, the objections of the IBEW, and its 

requests for delay, should be rejected. 

B. Impact on Communities 

The IBEW also contends that "it is simply not possible to tell how the 

local communities in the greater Pittsburgh area will be affected by Duquesne's 

plans. . . . Among the issues . . . are tax revenues, safety (particularly regarding the 

proposed transfer of Beaver Valley), and the effect on communities if numerous 

Duquesne employees lose their jobs." IBEW Comm. at 10. The IBEW's comments 

are misplaced as to each category of "effects on communities." First, as to the effect 
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on "tax revenues," the Commission is not a taxing authority and has no jurisdiction 

to consider or alter any effects on "tax revenues." I f there indeed are local or state 

tax authorities that will be impacted by the auction, they can raise and address their 

concerns in any manner provided for by law. (We note that, as of this date, no such 

tax authority has interevened in the case.) Furthermore, it is not even possible, at this 

early stage, to assess any such tax impacts, given that no valuation has yet been 

placed on the plants and related real property by the purchasers. The issue is simply 

a red herring raised to delay the auction. 

Second, the effect on "safety" at Beaver Valley is, as indicated supra, 

a matter not within the jurisdiction of the Commission. It is an issue that will be 

considered by the Nuclear Regulatory Commission in the context of its review of the 

transfer of authority to operate Beaver Valley to FirstEnergy. 

Third, the impact of "job losses" on communities is, for the reasons 

discussed supra, a misplaced concern. The auction is the best method for ensuring 

the long-term employment and growth of a generation-related workforce at the plants 

currently owned by Duquesne. Whether at Beaver Valley or the other plants, the 

new purchasers will be entities that are committed to remaining in the generation 

business and therefore will be more able than Duquesne to provide long-term 

employment in generation-related functions. In addition, to the extent there are 

workforce reductions, employees will be protected by the severance benefits, 
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retraining programs and outplacement services agreed to by the Union in the CBA 

and, for management employees, in the plan submitted by Duquesne on November 5, 

1998. 

VI. OTHER ISSUES 

A. Asset Bundles 

The OCA argues that Duquesne should be prohibited from bundling 

with its generation portfolio the sale of (i) the non-rate base units at Phillips and 

Brunot Island, and (ii) the contract for the sale of 100 MW of firm power (referred to 

as the power sale agreement or "PSA"). The OCA argues that this is appropriate 

because (i) as to Phillips and BI, it would otherwise be "difficult to determine the 

exact value of each plant" and (ii) as to the PSA, the contract was entered into 

"through [Duquesne's] own initiative" and was "never approved by the Commission." 

OCA Comm. at 24. 

Duquesne strongly objects to the OCA's recommendation. With 

respect to the Phillips and Brunot Island facilities not in rate base, the OCA's 

proposal will harm ratepayers because it will would require Duquesne to auction 

separately the rate base and non-rate base units of the same plant - Brunot Island. 

The result of any such bifurcation could be two owners of the same plant, with the 

necessity of these entities entering into joint ownership agreements regarding the use 

of shared facilities and property supporting the operations at Brunot Island. Neither 
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purchaser would therefore have full control over the plant and, because of this 

possibility, it is reasonable to expect bidders to discount their bids for Brunot Island. 

Somewhat ironically, this is the same adverse result that Duquesne avoided through 

the Generation Exchange with FirstEnergy and, as the OCA concedes in that context, 

a consolidation of control over plants "is critical to Duquesne's maximization of 

market value in the context of the auction."19 

The OCA's position on the bundling of the PSA also should be 

rejected. The PSA was auctioned as an integral component of Duquesne's retail 

access pilot program. During the course of that proceeding, the Commission 

encouraged all Pennsylvania utilities to "sell an amount of capacity into the market 

equivalent to the pilot amount." Chapter 28 Electricity Generation Customer Choice 

and Competition Act Retail Access Pilot ProgramsJ Docket Nos. P-00971168, et al.7 

slip op. at 3 (Oct. 2, 1999). Duquesne's 100 MW sale complied with that order and 

was reported to the Commission to demonstrate compliance with the October 2, 1998 

order. 

It is unpersuasive for the OCA now to contend that the Commission 

"never approved" the PSA. OCA Comm. at 24 & n.7. Duquesne's power sale 

1 9 OCA Comm. at 8 (the substitution of partial, minority ownership interest in 
the plants that Duquesne is transferring to FirstEnergy with an undivided 
interest in the plants that FirstEnergy is transferring to Duquesne is critical to 
Duquesne's maximization of market value in the context of the auction"). 
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auction clearly was pro-competitive and the fact that Duquesne auctioned the PSA 

prior to the time the Commission ordered every other utility to make power avail­

able hardly provides a basis for penalizing Duquesne in the auction. The simple fact 

remains that Duquesne's PSA was in compliance with an order of this Commission 

and that, because of another order of this Commission (the Restructuring Order), 

Duquesne no longer possess generating facilities to support the sale.20 The Commis­

sion should therefore approve bundling the PSA with the sale of Duquesne's generat­

ing assets.21 

If, however, the Commission accepts the recommendation of the OCA 

(which we strongly oppose), Duquesne hereby offers, to avoid a dispute that could 

harm or delay the Auction, the following alternative proposal. Duquesne would 

20 

21 

An auction of the PSA would not have been required if the Commission had 
accepted Duquesne's proposal to auction its generation at the end of the 
transition period. The Commission, however, rejected that proposal and 
accepted instead Duquesne's alternative proposal that the generation be 
auctioned immediately. 

Duquesne also notes that OCA's position regarding the PSA is inconsistent 
with its position on Duquesne's offer to sell the POLR service and use the 
proceeds to reduce stranded costs. With respect to that offer, the OCA has 
stated that "the POLR service may be valuable and competitive bidders may 
be willing to pay a per-customer fee to obtain such customers . . . . Such fees 
could then be used to reduce stranded costs." OCA Comm. at 18. The OCA 
should not be permitted to have it both ways simply because it perceives the 
PSA as having less (or negative) value than the POLR service. Duquesne 
also reserves the right to bundle the PSA with the POLR service if 
Duquesne's other proposals are not accepted. 
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agree to flow through to ratepayers all the net proceeds from the sale of both the rate 

base and non-rate base portions of Phillips and Brunot Island if the Commission 

permits Duquesne to bundle the PSA and the non-rate base portions of the Phillips 

and Brunot Island plants in the auction. This alternative will clearly benefit ratepay­

ers in two respects that could not be achieved without this offer. First, it will allow 

Duquesne to auction Brunot Island as a stand alone plant, as opposed to auctioning 

pieces of it, which is "critical to Duquesne's maximization of market value in the 

context of a generation auction." OCA Comm. at 8. It therefore will maximize the 

value of the entire plant, thereby mitigating stranded cost recovery for the rate base 

portions of it. Second, the offer will allow ratepayers to reap the benefits of the sale 

of the non-rate base portions of Brunot Island, which are no longer entirely cold-

reserved. In response to market conditions in the Summer of 1998, Duquesne 

reactivated 65 MW of capacity at the non-rate base portion of Brunot Island. This 

operable capacity may prove valuable in the market, particularly if it is included in 

the sale of the entire Brunot Island plant. 

Duquesne therefore requests that the Commission reject the comments 

of the OCA regarding Phillips/Brunot Island and the PSA or, in the alternative, that it 

accept Duquesne's alternative proposal, as described above. 
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B. Reliability Issues 

1. Must Run Contracts 

(a) Response to OCA 

The OCA states that, while it "agrees with Duquesne that reliability is 

critical and must be maintained," it is nevertheless "concerned" that the proposed 

must run agreements "could nonetheless have an adverse impact on the value placed 

on these units." OCA Comm. at 26. It suggests that Duquesne should "continue to 

pursue the most cost-effective and reliable solutions to this problem in a timely 

manner." OCA Comm. at 26. Duquesne agrees that it should pursue the most cost-

effective solutions to must-run issues and will, during the course of the auction, 

continue to evaluate whether transmission or distribution investments are a more 

economical means to addressing the local area reliability issues than a must-run 

agreement (or whether some combination of the two is economic). 

At present, Duquesne has identified one potential solution that could 

reduce reliance on must-run agreements. Duquesne believes that installing capaci­

tors on the transmission and distribution system would allow it to relieve the 

Cheswick facility from any must-run requirements. In addition, it would reduce the 

need to call on Elrama to approximately 125 hours per year, depending on system 

conditions. Duquesne believes that this solution would cost approximately $ 10 

million. Duquesne requests guidance from the Commission as to whether, //this 
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potential solution would eliminate the must run requirement for Cheswick and 

significantly reduce the requirements on Elrama and could be accomplished for 

approximately $10 million, the Commission would authorize this cost to be deducted 

from auction proceeds as a transaction cost. 

(b) Response to OTS 

The OTS states that "there should be limitations on [must run] costs 

(such as a "rule of reasonableness") written into the operation agreements to protect 

ratepayers." OTS Comm. at 6. Duquesne agrees that the must-run costs should be 

reasonable and, indeed, the term sheet set forth in Appendix E permits the generator 

to charge for service only in the hours it is called on (and, even then, only if its costs 

exceed market rates), rather than a fixed capacity payment that would be payable by 

Duquesne and its ratepayers without regard to the number of hours the unit was 

needed for reliability purposes. In any event, the Must Run Agreement is FERC-

jurisdictional and therefore any charges thereunder will be reviewed and approved by 

the FERC. To the extent that any party has concerns with such charges, it can 

intervene at the FERC at the time an executed agreement is filed with FERC. 

(c) Response to IBEW 

The IBEW raises numerous "questions" regarding the must-run 

agreements and contends that, because not all such questions have been resolved, 

"Duquesne's proposal . . . cannot be accepted in its current form." IBEW Comm. at 
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5. Duquesne agrees that not every issue relating to the must-run arrangements has 

been fully resolved at this time. The point, however, is that these arrangements 

cannot be finally resolved until the auction commences and Duquesne has negotiated 

the necessary contracts with the winning bidder(s). At that time, Duquesne will be 

making a subsequent filing for final approval of the Auction, including those 

arrangements necessary for maintaining reliability. The IBEW's request for delay 

therefore should be rejected as another Catch-22 designed to delay the auction. 

2. Ancillary Services 

In the Auction Plan, Duquesne stated that, following the divestiture of 

all its generation, it would "arrange for [ancillary] such service[s] on a least-cost 

basis" and recover the associated costs under a FERC-approved rate (most likely a 

formulary rate to recover such costs as they are incurred). Auction Plan at 29, 31. 

OCA states that it "is concerned with the imposition of an automatically adjusting 

formula rate mechanism" and that "all ancillary service charges must be in accor­

dance with [the statutory] rate cap provisions." OCA Comm. at 26-27. Both 

concerns are premature. At the conclusion of the auction, Duquesne will develop a 

plan for recovering ancillary service costs and, at that time, any interested parties can 

comment on the plan when it is filed at the FERC. 
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C. No Affiliate Bids 

The OCA requests confirmation that neither Duquesne nor 

FirstEnergy (nor any of their affiliates) will be permitted to submit bids in the 

Auction. OCA Comm. at 22. Duquesne hereby confirms that this is the case, 

provided, of course, that the Generation Exchange with FirstEnergy is approved. 

One of the many benefits of the swap is FirstEnergy's commitment not to submit a 

bid in the Auction. 

D. Environmental Liabilities 

The OTS states that the allocation of environmental liabilities 

between Duquesne and the winning bidder (and perhaps FirstEnergy) "needs to be 

clearly set forth, at this time, so that they may be considered by the Commission in 

its deliberations on the Auction Plan." OTS Comm. at 7. Duquesne does not 

understand this request. Duquesne is not requesting recovery of the "cost" of any 

environmental liabilities it may retain22 under the asset sale or exchange agreements. 

There is thus nothing for the Commission to "consider" on this issue in its delibera­

tions on the Auction Plan. 

22 We have stated that "consistent with recent auctions, the purchaser of gener­
ating assets [will] assume[] most environmental liabilities associated with the 
plant site." OTS Comm. at 7 (quoting DLC Resp. to OTS Data Request). 
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E . Market Power 

The OTS states that "Duquesne should be required to perform a 

market power analysis at the conclusion of the auction and to submit this study to the 

Commission." OTS Comm. at 10. Duquesne's Auction Plan recognized that the 

Commission "may consider market power implications in its decision" on the 

auction. Auction Plan at 12. Duquesne therefore has no objection to providing the 

Commission with the information necessary to consider market power issues at the 

time a winning bidder(s) is selected and final approval of the auction is requested. 

WHEREFORE, the Commission should approve the Auction Plan 

consistent with the foregoing reply comments and the form of proposed order 

attached hereto as Appendix A. 

Respectfully submitted, 

Larry R. Crayne 
Assistant General Counsel 
Richard S. Herskovitz 
Corporate Attorney 
Duquesne Light Company 
411 Seventh Avenue 
Pittsburgh, PA 15219 
(412)393-6049 

Dated: November 23, 1998 

fohn S. Moot 
Victor Contract 
Skadden, Arps, Slate, 
Meagher & Flom LLP 
1440 New York Ave., N.W. 
Washington, D.C. 20005-2111 
(202)371-7310 
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APPENDIX A 

FORM OF ORDER 
ON DUQUESNE'S GENERATION AUCTION PLAN 

THEREFORE, IT IS ORDERED: 

1. Duquesne's Generation Auction Plan is hereby approved 
consistent with the findings in this Order. 

2. The generation exchange with FirstEnergy is in the public 
interest under the terms set forth in the Agreement in Principle and Duquesne is 
authorized to proceed with an auction of the FirstEnergy plants it will receive in the 
exchange. 

3. Duquesne shall file the definitive agreements regarding the 
generation exchange with the Commission for approval of all matters within its 
jurisdiction. 

4. The auction protocols set forth in Section I I of the Auction Plan 
are hereby approved, subject to a requirement that Duquesne provide the Commis­
sion with periodic updates on the progress of the auction. 

5. Duquesne's proposal to commence an auction of the POLR 
service is hereby approved, subject to a requirement that Duquesne file with the 
Commission any agreement to sell the POLR for review and final approval of all 
matters within its jurisdiction. 

6. Duquesne's plan to proceed under the terms of the Collective 
Bargaining Agreement with the IBEW is hereby approved, subject to a requirement 
that Duquesne provide a fmal report on the effect of the Auction on employees and 
the related transition costs at the conclusion of the auction. 

7. Duquesne is directed to convene a technical conference to 
discuss the protocols for accounting for auction proceeds and to file a report on these 
discussions within 45 days. 



8. Duquesne is authorized to recover, as an offset to auction 
proceeds, the categories of transaction costs identified in the Auction Plan and 
supplemental materials. 

9. Duquesne is authorized to recover, in the final accounting for 
stranded costs, a deferred fuel regulatory asset in the amount of $25 million. 

10. Duquesne is authorized to include in the auction the non-rate 
base units at the Phillips and Brunot Island plants and the 100 MW Power Sale 
Agreement. 

11. Duquesne shall continue to explore the least-cost solution to 
addressing must-run and other reliability issues associated with the Auction. To the 
extent that the installation of capacitors reduces must-run requirements in the manner 
specified in Duquesne's Reply Comments, Duquesne may recover the related costs as 
transaction costs. 

12. Duquesne shall inform all qualified bidders that neither 
Duquesne nor FirstEnergy, nor any of their affiliates, shall be permitted to submit a 
bid in the auction. 

13. Duquesne shall submit, following selection of the winning 
bidder(s), information and analyses regarding the effect of the auction on competi­
tion in retail electric markets. 



APPENDIX B 

Alternative Accounting Methodologies 

Duquesne filed its Auction Plan on August 27, 1998. The proposed protocols to 
account for auction proceeds were summarized in Section IX (at 34-36) and detailed in Appendix 
G. The OCA has raised concerns about the proposed accounting protocols and focused1 on the 
proposed adjustments to reconcile timing differences between the date of sale closing and the 
date of the Commission's administrative determination (January 1, 1999). 

The purpose of this Appendix B is to outline three alternative methodologies that, 
i f implemented properly, would ensure that the net proceeds fi om the auction are accounted for 
in a manner that ensures Duquesne will recover only its actual stranded costs. First, we will 
briefly describe the rationale for the "future market value true-up" approach set out in the original 
Appendix G ("Method A"), and answer some of the main criticisms raised by the OCA. Second, 
we will describe a simplified alternative ("Method B"), that focuses on the date of the 
Commission's administrative determination and which, if adopted, should answer the OCA's 
criticisms. Third, we will attempt to describe what is required to adopt the OCA's concept of a 
"future book/market" determination of stranded costs ("Method C") and to explain the difficulties 
of implementing such an approach absent a settlement. 

Attached to this Appendix B are two revised versions of Appendix G (for 
Methods A and B) that present the updated results from the illustrative example contained in the 
original Appendix G2. Method C is described only on a conceptual level and we have not 
attempted to prescribe a precise accounting protocol susceptible to explication using the 
example. We note that although the intent of each method is to permit Duquesne to recovery 
only its actual stranded costs, it does not follow that the ex post results will be precisely the 
same. Each method calculates the final stranded cost number somewhat differently, and provides 
for a different allocation of risks during the interim period after January 1, 1999 and prior to the 
auction sale closing. Methods A and B provide certainty with regard to how the auction 
proceeds will be accounted for by the parties. Whereas, in the absence of a settlement, Method 
C would likely require a potentially contentious after-the-fact proceeding to account for costs and 

The OCA and DH have also raised the issue of accounting for the recovery of the FAS 
109 Regulatory Asset in the context of an auction sale. As discussed in Duquesne's 
Reply Comments, there appeal's to be no further disagreement between Duquesne and the 
interveners on this issue. Accordingly, the treatment of the FAS 109 Regulatory Asset 
will be discussed in this Appendix B only insofar as it relates to timing issues under the 
alternative accounting protocols. 

The revised Appendices reflect the treatment FAS 109 noted above, and have been 
updated to reflect the swap agreement with First Energy Corporation. 



revenues during the interim period. 

Method A 
(Original Appendix G Protocol including FAS 109 Reconciliation) 

The original rationale of Appendix G was that the Restructuring Order establishes 
stranded costs (as adjusted for the loss of merger synergies) at January 1, 1999\ At this date, a 
regulatory "CTC Asset" with aprincipal balance of $1.5 billion4 is established on which 
Duquesne is permitted to earn an 11 % pre-tax total return. The principal balance of the CTC 
Asset includes the $179.00 million FAS 109 Regulatory Asset. If no auction of generating assets 
ultimately takes place, this determination of stranded costs is final. During the interim period, 
prior to closing of any auction sale, interim CTC revenues5 are used to amortize this CTC Asset. 

The original deferred tax balance6 associated with the January 1, 1999 starting 
balance of the CTC Asset is also amortized during the interim period, although this balance does 
not earn the 11% return allowed on the CTC Asset. A portion of the interim CTC revenues are 
allocated to amortization of the deferred tax balance based on the following rule: the 
amortization of the deferred tax balance is proportionate to the amortization of the CTC Asset. 
Thus, if 10% of the starting balance of the CTC Asset is amortized during the interim period, an 
equivalent 10% of the starting balance of the deferred tax balance will be amortized over the 
same period. 

On the date of the auction closing, a Market Value Offset Credit based on a 
"future market value true-up" can be calculated and applied to reduce the outstanding principal 
balance on the CTC Asset7. In addition, at the date of the auction sale closing, the $179.00 
million FAS 109 Regulatory Asset will be applied as an additional offset credit to the 
unamortized CTC Asset balance, and the associated $57.48 million of deferred taxes will be 
applied as an additional credit to the unamortized deferred tax balance. After application of the 
above credits, the remaining CTC Asset and deferred tax balances can be recovered through final 
CTC rates. In order to achieve the average shopping credits originally set out in the 
Commission's Restructuring Order, the annual CTC revenue requirements are constrained in 
each year. The final CTC rates will recover the unamortized balances and earn the allowed 11% 

Restructuring Order, at 83. 

Stand Alone Base Case, Appendix G (at 2a). 

Based on the approved Pilot program credits. 

$653 million, Stand Alone Base Case, Appendix G (at 2a). 

Similarly, a Deferred Tax Offset Credit is calculated to reduce the unamortized deferred 
tax balance. 



return on the CTC Asset, while satisfying the shopping credit constraints. 

The appropriate true-up to calculate the Market Value Offset Credit is between 
two market values (calculated at different points in time) not between a future market value and a 
future book value. The two market values must be compared at the same date, and a comparison 
at the future date (following the auction sale closing) is appropriate because the true-up is being 
applied against the unamortized CTC Asset and associated deferred tax balances at that date. 
The timing adjustment proposed by Duquesne to the Commission's January 1, 1999 
administrative value of $110.95 million is to adjust for the projected net margins in OCA's 
analysis and value those margins at the time of closing. For illustrative purposes, this results in a 
January 1, 2000 value of $137.95 million as calculated in Appendix G. The future administrative 
value reflects both the time value of money and the increase in value due to discounting only 
post-99 margins in the analysis. 

In its Response, the OCA has raised a number of issues that it believes need to be 
addressed in any Commission approval of an accounting protocol. The protocols of Method A 
address the underlying economics of the issues raised by the OCA, although perhaps these have 
not been fully understood: 

1. The FEC swap8 does not affect the net book value used to calculate stranded costs in the 
original administrative determination of value at January 1, 1999: The FEC assets only 
affect the market value received in the auction9. 

2. Because of the FEC swap, closings of auction sales of Utility Assets (excluding Phillips 
and the non-rate based portions of Brunot Island) are expected to take place at the same 
time. However, if the Utility Assets are sold in more than one bundle, and the sales close 
on different dates10, the offset credits could be applied on the first closing date and the net 
proceeds from the second sale discounted back to that date at the Commission's 
approved11 after-tax discount rate of 7.29%. 

3. The fmal net book values and changes in net book value12 are not used in the original 
administrative determination of value at January 1, 1999 or the market value true-up at 
the date of closing. 

OCA Response at 28. 

10 

12 

The tax consequence of having a swap closing immediately followed by an auction 
closing are that Duquesne will pay tax on the difference between the tax basis of its 
current generating assets and the combined market proceeds of all auctioned assets. 

OCA Response at 28. 

Restructuring Order at 192. 

OCA Response at 28-29. 



4. The amount of CTC revenues paid by ratepayers during the interim period13 are fully 
accounted for by amortizing and allowing a return on the CTC Asset from January 1, 
1999. 

5. The net margins of the generation assets are adjusted to account for the later valuation 
date,14 based on the projections of the OCA adopted by the Commission. 

6. The new CTC that must be designed15 is already prescribed by the target shopping credits 
established by the Commission. The final amount of stranded costs determined will 
establish the expected duration of the CTC. 

7. The calculation of depreciation and capital cost recovery of generation assets realized 
through the market price for power16during the interim period is not necessary to finally 
determine stranded costs. Beginning January 1, 1999, the CTC Asset is created and all 
amortization of the CTC Asset is fully accounted for by allocating the interim CTC 
revenues between amortization and return. 

8. Similarly, a calculation of actual capital additions completed17 after January 1, 1999 and 
prior to closing of the auction sale is not necessary to finally determine stranded costs. 
All actual costs (capital additions, O&M and fuel) after January 1, 1999 are not used in 
the Commission's administrative determination of stranded costs and are not used in the 
true-up of the future market value to the future administrative value. 

A revised Appendix G that implements Method A (including the offset for the 
FAS 109 Regulatory Asset) is attached hereto. The illustrative auction example produces the 
same net of tax proceeds at year-end 1999 as in the original Appendix G. The administratively 
determined CTC Asset balance as of January 1, 1999 is amortized using the Pilot Credit CTC 
Revenues received in 1999. The Market Value Offset Credit (and the offset for deferred taxes) 
are applied to reduce the unamortized principal balances. An amortization schedule is then 
established to recover the remaining balance subject to the Commission's shopping credit targets. 

Method B 
(Alternative Appendix G Protocol including FAS 109 Reconciliation) 

The source of much of the complexity and confusion surrounding the original 
Appendix G protocols was the attempt to reconcile the Commission's determination of stranded 
costs at January 1, 1999 with a market determined value for Duquesne's generation at a later 

13 

14 

15 

16 

17 

OCA Response at 29. 

OCA Response at 29. 

OCA Response at 29. 

OCA Response at 30. 

OCA Response at 31-32. 



date. All of the evidence in the record provided net book values at January 1, 1999 and the 
OCA's discounted cash flow valuation estimated market values as at January 1, 1999. Hence the 
Commission's Restructuring Order provided18: 

In the event that Duquesne does not file a Divestiture Plan within 90 days from the 
date of entry of the final Order in this case, in conformity with the foregoing 
guidelines, the value of Duquesne's stranded utility generation shall be determined 
based on the record of this proceeding as described below. The first task in making 
such a determination is to ascertain the net book value of Duquesne's utility 
generation as of January 1, 1999. Second, we must ascertain the market value of 
those assets as of January 1, 1999. The difference between net book value and the 
market value of assets as of January 1,1999 is the stranded utility generation amount. 
We note that the detennination is the exact same in the event of divestiture, except 
that the proceeds of sale shall be used instead of the market valuation adopted herein. 

The auction valuation process would be much simplified if the auction closing took place on 
December 31, 1998, allowing the proceeds of sale to be used instead of OCA's valuation of 
$110.95 million. The complexities of Appendix G and the many issues raised by the OCA in its 
Response are an attempt to grapple with this timing issue. However, a simple solution that 
answers the OCA's concerns and is fair and equitable to Duquesne and the ratepayers may be 
possible. 

As an alternative to Method A, Duquesne proposes under Method B that the after-tax 
market value of the auctioned units as determined by the market at the date oficlosing be 
discounted back to January 1, 1999. The OCA's January 1, 1999 valuation was the result of 
discounting future after-tax cash flows projected to be received from the sale of output from 
Duquesne's generating units at market prices. The discounted value of all the years of future 
output at projected market prices is only a proxy for the actual market value of the generation . 
assets. The actual market value (as of the date of closing) will be known when the sales of 
Duquesne's assets are completed. By discounting this value back to January 1, 1999 at the 
Commission's approved19 after-tax discount rate of 7.29%, we can determine the market value as 
of January 1, 1999. Adopting this simplified approach to calculating stranded costs at January 1, 
1999 has clear advantages that reduce complexity and increase certainty. 

First, projections of future market values are unnecessary. January 1, 1999 is the date of 
the final market determination of stranded costs, when all adjustments to the administrative 
determination of stranded costs take place. The present valuing of the actual after-tax market 
value from the auction sale is simple, even if there is more than one closing date. 

1 8 Restructuring Order, at 83. 

1 9 Restructuring Order at 192. 



Second, projections of future book values are unnecessary. Changes in net book value of 
generation after January 1, 1999 (whether through book depreciation, the FEC asset swap or 
capital additions) are not a factor in the final detennination of stranded costs. The record 
evidence already supports the determination of the net book value of Duquesne's generation as of 
January 1, 1999. 

Third, beginning on January 1, 1999 Duquesne will amortize and earn an 11% annual 
return on the new CTC Asset, the finally determined amount of stranded costs. Calculation of 
this amortization will take place after the auction sale closing, and thus the receipt of CTC 
revenues can be easily allocated between amortization and return. 

Fourth, after the closing of the auction sale, the Commission's shopping credit targets 
will limit the total amount of CTC revenue requirements that may be used to establish CTC rates 
in each remaining year of the transition period. Based on these annual rates, the unamortized 
stranded costs will be reconciled each year by allocating the CTC revenues actually received 
between amortization and return. 

As discussed above under Method A, the OCA has raised a number of issues that 
it believes need to be addressed in any Commission approval of an accounting protocol. The 
protocols of Method B also address the underlying economics of the issues raised by the OCA,, 
and present a more simplified approach: 

1. The FEC swap20 does not affect the net book value used to calculate stranded costs at 
January 1, 1999. The FEC assets only affect the market value received in the auction21. 

2. Because of the FEC swap, closings of auction sales of Utility Assets (excluding Phillips 
and the non-rate based portions of Brunot Island) are expected to take place at the same 
time. However, i f the Utility Assets are sold in more than one bundle, and the sales close 
on different dates22, the net proceeds from each closing are simply discounted back to 
January 1, 1999 at Commission approved discount rate of 7.29%. 

3. The final net book values and changes in net book value23 are not used in the final 
determination of stranded costs at January 1, 1999. 

20 

21 

22 

23 

OCA Response at 28. 

The tax consequence of having a swap closing immediately followed by an auction 
closing are that Duquesne will pay tax on the difference between the tax basis of its 
current generating assets and the combined market proceeds of all auctioned assets. 

OCA Response at 28. 

OCA Response at 28-29. 



4. The amount of CTC revenues paid by ratepayers during the interim period24 are fully 
accounted for by amortizing and allowing a return on the final detennination of stranded 
costs capitalized in the CTC Asset from January 1, 1999. 

5. The net margins of the generation assets do not need to be adjusted to account for the 
later valuation date25. The actual market proceeds are brought back to January 1, 1999 
and the administrative determination is adjusted at that date. 

6. The new CTC that must be designed26 is already prescribed by the target shopping credits 
established by the Commission. The final amount of stranded costs determined will 
establish the expected duration of the CTC. 

7. The calculation of depreciation and capital cost recovery of generation assets realized 
through the market price for power27during the interim period is not necessary to finally 
determine stranded costs. Stranded costs are determined finally as of January 1, 1999, 
and all amortization of the CTC Asset is fully accounted for by allocating the interim 
CTC revenues between amortization and return. 

8. Similarly, a calculation of actual capital additions completed28 after January 1, 1999 and 
prior to closing of the auction sale is not necessary to finally determine stranded costs. 
Stranded costs are finally determined as of January I , 1999 and all actual costs (capital 
additions, O&M and fuel) incurred after that date are moot. 

A revised Appendix G that implements this simplified accounting protocol of 
Method B is attached hereto. The illustrative auction example produces the same net of tax 
proceeds at year-end 1999 as in the original Appendix G. This amount is present valued to 
January 1, 1999 and a fmal detennination of stranded costs is made, eliminating the SFAS 109 
Regulatory Asset. The CTC Asset balance is then amortized using the Pilot Credit CTC 
Revenues received in 1999, and an amortization schedule is established to recover the remaining 
balance subject to the Commission's shopping credit targets. 

24 

25 

26 

27 

28 

OCA Response at 29. 

OCA Response at 29. 

OCA Response at 29. 

OCA Response at 30. 

OCA Response at 31-32. 



Method C 
(Future Book Value Compared to Future Market Value) 

HSS29 argues that the Auction Plan accounting should be easy: simply auction the 
plants and compare book value to market value at the date of sale. However, as discussed above, 
this is not the case, as the OCA recognizes, for several reasons. The record in this case 
establishes an administrative determination of stranded costs at January 1, 1999. Additionally, 
the Restructuring Order provides for immediate retail access to 2/3 of Duquesne's customers at 
interim CTC rates based on the credits in the Pilot program. The closing of the asset sale will not 
occur until late in 1999 at the earliest. A future determination of stranded costs at closing 
postpones the write down of generating assets on the regulatory books and the establishment of a 
CTC Asset on which a pre-tax 11 % return has been allowed by the Commission. The interim 
accounting for sales to non-shopping customers, "mitigation" sales at market and interim "CTC" 
revenues is not trivial, and these timing differences cannot be lightly dismissed in the absence of 
a settlement. 

The OCA recognizes the complexities raised by these timing differences and 
submits that if the Commission is to approve an accounting and ratemaking proposal for the 
auction at this time, the proposal must properly account for three factors30: 

1. The change in book value between January 1, 1999 and the time of final determination of 
stranded costs (i.e., the closing of the auction sale). 

2. The amount of CTC revenues paid by ratepayers during the interim period prior to the 
closing of the auction sale. 

3. An adjustment to the administrative determination of stranded costs to reflect the actual 
net proceeds from the auction. 

Duquesne agrees with the underlying premise of the OCA's submission (i.e., the 
best measure of stranded costs of the generation assets at the date of closing is the difference 
between the asset's true value as determined by the market and the net book value at that date). 
Indeed, Duquesne's Rebuttal case31 proposed an auction to determine stranded costs as of the end 
of the transition period. The proposal had four key components — a rate cap, a minimum 
amortization commitment resulting in fixed book value targets at the end of 2005, a shopping . 
credit equal to the market price of power, and an allowed ROE with a spillover mechanism to 
protect customers. However, this proposal was attacked as unworkable by the OCA and other 
interveners who argued that interim calculations of the market price of power and oversight of 

2 9 HSS Response at 10. 

3 0 OCA Response at 28-29. 

31 Testimony of David D. Marshall, Duquesne Statement 1-R at 12-17.. 



the ROE mechanisms were invitations to continuing dispute. In Rejoinder32, Duquesne 
responded to these criticisms by offering the auction proposal that was accepted in the 
Commission's Restructuring Order and is now the subject of the Auction Plan. 

Implementation of the OCA's three factors to make a final future determination of 
stranded costs based on future book and market values is possible. However, this "Future 
Book/Future Market" Method C of measuring stranded costs would involve an interim period of 
rate regulation requiring determinations of market prices to allocate interim CTC revenues, 
adjustments to the regulatory asset balances, agreements on or determinations of book 
depreciation, and oversight of capital additions. The determination of final book values would be 
further complicated by the "Swap Agreement" with First Energy Corporation ("FEC"), as capital 
additions to generating assets transferred to FEC would not be reflected in the purchase price for 
the assets ultimately auctioned. 

From January 1,1999 until the auction of its generating assets, Duquesne will 
receive the generation rate cap for customers who choose not to shop and interim CTC revenues 
for those who do shop. In addition, Duquesne will receive wholesale revenues from sales of 
power not needed to serve customers who shop. If stranded cost determination and recoveiy is 
delayed to the date of the auction, these revenues must fully fund the generation revenue 
requirement ~ book depreciation of generating assets, amortization of regulatory assets, 
generating plant operating expenses, capital additions, return on generation and regulatory assets, 
and income taxes. To ensure the company did not earn too little or too much during this period, 
in effect the parties would have to conduct a rate case, setting targets not only for book 
depreciation, but also for the other components of the revenue requirement, including the 
allowed returns. Even with a settlement on what the proper level of revenue requirement would 
be to fund a given book depreciation schedule, there is no guarantee that the Company would 
realize those revenues. The settlement would need to deal with an agreed allocation of risk on 
this issue, because i f the shopping credits and the market price of power were different during the 
interim period, generation revenues received would be more or less than required to earn the 
agreed return. Alternatively, a true-up of ending book value or the starting CTC Asset balance 
would be necessary at the time of the auction sale closing. 

32 Testimony of David D. Marshall, Duquesne Statement 1-Rejoinder at 1. 
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APPENDIX G REVISION - METHOD A 



APPENDIX G 

ACCOUNTING P R O T O C O L S 
F O R DUQUESNE GENERATION AUCTION 

As required by the Commission, the proceeds from the auction 

conducted pursuant to this Auction Plan will be used to determine the stranded costs 

of Duquesne for the Company's generation. This section will discuss the accounting 

protocols necessary to establish a market-based stranded cost valuation for genera­

tion from the auction proceeds and to reconcile that actual valuation with the 

collection of interim CTC charges1 based on the generation credits from Duquesne's 

Pilot. 

A. Net Auction Proceeds 

The net auction proceeds ("Net Auction Proceeds") from the transfer 

of all divested Utility Assets2 shall be defined as the sum of the sales prices paid by 

i The Commission's August 13, 1998 Opinion and Order on Duquesne's compliance filing 
(the "Compliance Order") adopted the Company's proposal for the interim CTC charges. 
Compliance Order at 12. 

Utility Assets do not include assets that have been excluded by the Commission in its 
detennination of stranded costs (i.e., the non-rate base portions of the Brunot Island 
generating units and the Phillips generating unit). Proceeds from these excluded assets will 
not be considered for purposes ofdetermining the Net Auction Proceeds. All other generat­
ing assets to be auctioned by Duquesne (including the assets exchanged with FirstEnergy 
Corporation ("FEC")) are included for purposes of determining stranded costs and are 
considered to be Utility Assets for purposes of the auction. Pursuant to its Agreement in 
Principle (the "Swap Agreement") to exchange certain generating asset widi FEC, as filed 
with the Commission on October 14, 1998, Duquesne will auction the wholly-owned fossil 
generating assets received from FEC (the "FEC Assets") rather than the partial interests in 

(continued...) 



the new owners less the transaction costs.3 Transaction costs shall include all 

reasonable incremental expenditures that are assignable to the divested Utility Assets 

("Transaction Costs"), including but not limited to: 

(i) The costs of developing and implementing this Auction Plan 

(e.g., fees of outside experts, including investment bankers, 

engineering and environmental consultants, economic and 

financial consultants and legal counsel, and any expenditures 

associated with a potential transfer of the Beaver Valley Unit 2 

lease ̂  including the costs of implementing the Swap Agree­

ment with FEC, i.e.. the costs of terminating the Beaver Valley 

I I lease so as to pennit the transfer of Beaver Valley 11 to 

FEC); 

(...continued) 
fossil and nuclear generating assets transferred to FEC (the "Transferred Assets"). The sum 
of the sales prices paid by the new owners for the FEC Assets will be included in the Net 
Auction Proceeds. The Transferred Assets will not be auctioned and thus not included in the 
Net Auction Proceeds. However, the book values used in the Commission's administrative 
determination of stranded costs as of January 1, 1999 will still be used for finally detennin­
ing stranded costs based on the offset credits to stranded costs and to deferred taxes derived 
from the market values determined in the auction. In summary, book values are based on 
Duquesne's original generation assets and market values are based on the generation assets 
auctioned. 

The sales price shall be deemed to be zero for any Utility Asset for which a transfer is not 
completed, whether because no qualiiying bids were received or because conditions 
precedent to such a transfer were not satisfied. In the event Duquesne receives a qualifying 
"negative bid" (See Section II.D., E. Qualifying Bids) that Duquesne is prepared to accept, 
the negative bid will be used to reduce the sum of the other non-negative sales prices for 
Utility Assets in determining the Net Auction Proceeds. 



(ii) Incremental O & M costs (e.g., associated with the demarca­

tion of facilities at Utility Assets), employee costs, environ­

mental costs and any tax implications relating to this Auction 

Plan other than those described below under After-tax Auction 

Proceeds; 

(iii) Incremental divestiture-related capital expenditures (e.g., 

associated with the demarcation of facilities at Utility Assets) 

necessary to complete the transfers to new owners; and 

(iv) The present value of any severance costs payable to employees 

at the Utility Assets divested pursuant to this Auction Plan. 

As an illustrative example assume that the sum of the sales prices for 

all Utility Assets is equal to $500 S590 million and that Transaction Costs total £25-

$115 million, including: $20 million for fees of outside experts; $90 million for the 

termination of the Beaver Valley D lease; $3 million of incremental O & M , em­

ployee and environmental costs; and $2 ef million gf incremental divestiture-related 

capital expenditures. In that event, the Net Auction Proceeds would equal $475 

million or the sum of the sales prices f$500($590 million) less the Transaction Costs 

f$a5£$ 115 million). 

B. After-tax Auction Proceeds 



The after-tax gains or losses on the transfer of divested the auctioned 

assets will be reflected in determining the after-tax auction proceeds ("After-tax 

Auction Proceeds") from the sale of Utility Assets under this Auction Plan. The 

After-tax Auction Proceeds shall be defined as the Net Auction Proceeds less current 

taxes payable ("Current Taxes"J'as a result of the transfers of the Utility Assets 

divested. 

Current Taxes are defined as all Pennsylvania or Ohio, and any other 

applicable gross receipts, excess dividends, property transfer and sales taxes (includ­

ing applicable surcharges); plus, the difference between the Net Auction Proceeds 

and the remaining tax basis4 of the Utility Assets divested at the date of transfer, 

multiplied by the then-current combined federal-state income tax rate (currently 

41.4935%). 

Again, as an illustrative example, in addition to the above assump­

tions assume the tax basis of assets Utilitv Assets divested is $180 million on the 

date of closing, the tax rate is 41.4935% on the date of closing and no other Pennsyl­

vania or Ohio taxes are applicable. In that event, the After-tax Auction Proceeds will 

The net tax effect of the implementing the Swap Agreement and auctioning the FEC Assets 
and Duquesne's remaining interest in Cheswick, Elrama, and the rate-based portion of 
Brunot Island, is that the tax basis of all auctioned assets will effectively be equal lo the tax 
basis of Duquesne's generating assets as if the Swap Agreement had not been implemented. 
For purposes of the illustrative example, all references to the "tax basis of Utility Assets" 
divested are intended to refer to the tax basis of Duquesne's generating assets, including the 
Transferred Assets, and excluding the FEC Assets. 



equal $352.59 million, or Net Auction Proceeds ($475.00 million) less Current 

Taxes ($122.41 million) as shown in the table below. 

($000) 

Sum of Sales Prices 500,000 590.000 
(Transaction Costs) (25.000V115.000) 

Net Auction Proceeds 475,000 
(Tax Basis) fl80.000) 

Taxable Gain 295,000 
Current Taxes @ 41.4935% (122.406) 

After-tax Auction Proceeds 352,594 

C. Stand Alone Base Case 

The Restructuring Order includes a determination of stranded costs 

based on an administrative determination of the after-tax market value of Duquesne's 

generating assets as of year-end 1998. This total after-tax value is based on the 

Commission's acceptance of the OCA's calculation5 of aNPV of $99.4 million from 

a margin analysis of Duquesne's owned-units as reproduced in Appendix G (at la). 

The OCA proposed certain adjustments to the results of the margin analysis, which 

were rejected in part and accepted in part by the Commission.6 The net effect of all 

5 Schedule MIK-1, December 1997 Update, Page 2 of 3. 

6 Restnicturing Order at 123, 128. 



the Commission's accepted adjustments to the OCA's $99.4 million margin NPV was 

to increase this value to $110.95 million. 

The Stand Alone Base Case for Duquesne is attached as Appendix G 

(at 2a). This table presents a revised Appendix B from the Restructuring Order, with 

an additional column to show the corrections to the Commission's deferred tax 

calculation from the Compliance Order.7 A copy of the Stranded Cost Allowance 

from the Compliance Order is reproduced in Appendix G (at 3a). 

Three changes are necessary to properly reflect the administrative 

detennination of stranded costs for Duquesne on a stand alone basis. First, the 

Compliance Order Stranded Cost Allowance in Appendix G (at 3a) includes the 

generation Merger Savings of $152.28 million. In a non-merger scenario, no 

generation merger savings are obtainable. Second, pursuant to the Compliance Order 

the Deferred Fuel Cost Regulatory Asset should be shown at its updated value of 

$25.00 million because Duquesne has been denied a roll-in of its ECR at the higher 

value reflected in the original compliance filing. Third, the Commission's calcula­

tion of $493 million for defened taxes is in error, and must be restated as $653 

7 The Compliance Order was issued on August 1and contains certain cakulational errors. 
Duquesne corrected those errors in its revised compliance filing, and a description of the 
main corrections is summarized here. 



million on a stand alone basis, most of which is attributable to the foregone merger 

synergies. The corrections to the deferred tax calculation are summarized below: 

Deferred Tax Item (SMillion) 

a. Generating Plant Book8 372.46 
Corrected Value 411.34 

a. Increase 38.88 

b. Merger Savings (107.99) 
Corrected Value 0.00 

b. Increase 107.99 

c. Deferred Fuel Costs 4.77 
Corrected Value 17.73 

c. Increase 12.96 

Total Increase (a. + b. + c.) 159.83 
PA Jurisdictional (at 99.9%) 159.67 

For purposes of this summary calculation, the Restructuring Order's understatement of 
deferred tax balances by S38.88 million has been attributed solely to Generating Plan Book. 
Duquesne took exception to this computational error in the Merger Compliance Filing. Page 
2, note 2 clearly states that "Appendix A [to the Compliance Filing] also provides a descrip­
tion and break-down of the correct deferred tax balance associated with the Commission's 
administrative determination of stranded costs, while excluding the deferred taxes associated 
with disallowed cost items, including BI and Phillips. The Final Order does not explain how 
the deferred tax balance contained in Appendix D was derived, but it is not correct." The 
relevant pages of Appendix A to the Compliance Filing are reproduced here in Appendix G 
(at 4a-4c). The difference between the Commission's undocumented $493,345 million 
deferred tax balance and Duquesne's detailed calculation of S532.188 million (Appendix G 
at 4b) is $38.88 million, as adjusted for the 99.9% PA jurisdictional factor. 
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D. Reconciliation with Stand Alone Base Case 

To reconcile the stranded costs resulting from the actual market value 

(i.e., the After-tax Auction Proceeds) with the Stand Alone Base Case resulting from 

the Commission's year-end 1998 administratively determined value of $110.95 

million will require an adjustment to account for the timing of the auction.9 Continu­

ing with the example discussed above, assume the asset sales close at year-end 1999 

and the After-tax Auction Proceeds (as calculated above) are $352.59 million. This 

amount cannot be reconciled directly (i.e., by subtraction) with the Commission's 

$110.95 million administratively determined value because of the timing difference. 

However, the OCA's margin analysis can be moved forward to year-end 1999 to 

calculate the comparable present value by applying the OCA's NPV of margin 

methodology from that date forward. 

Appendix G (at 5a) contains a summary table showing the values that 

would be obtained from Mr. Kahal's margin analysis if the margins were recalculated 

at the same 6.88% discount rate at year-end 1999 and year-end 2000. This table is 

based on the workpapers filed with the OCA direct testimony, including a spread­

sheet (Margin_2.xls) prepared by OCA witness Kahal. The first column replicates 

the results of the OCA analysis as filed (at year-end 1998). The second and third 

The Commission recognizes that the divestiture may not be accomplished by January 1, 
1999 and requires that the actual stranded utility generation value be reconciled. See 
Restructuring Order at 81-82. 



columns show the recalculation of the margin results adjusted for timing. The OCA's 

after-tax margin NPV increases to $126.3 million and $164.5 million at year-end 

1999 and 2000 respectively. The difference from the year-end 1998 value of $99.4 

million is shown at the bottom of the table. 

The future NPVs are greater than the year-end 1998 value by $27.0 

million and $65.1 million respectively. These values have been calculated directly 

from Margin_2.xls. A printout of pages from Margin_2.xls is attached as Appendix 

G (at 6a-6d), and shows the annual after-tax margin summaries for each Duquesne 

plant as calculated by Mr. Kahal. The year-end 1998 margin NPVs for each unit 

appear at the far right of the second page of each table following the year 2026. The 

calculated OCA values are used by Mr. Kahal to derive the margins shown on 

Schedule MIK-1, December 1997 Update, Page 2 of 3. 

Continuing with the example discussed above, Duquesne will adjust 

the Stand Alone Base Case administrative value of $110.95 million upward by the 

$27.0 million difference shown in Appendix G (at 5a) and then subtract this adjusted 

value from.10 Based on the difference between this future administrative value and 

the After-tax Auction Proceeds to determine the, an offsetting credit to ratepayers 

1 0 This assumes the closing occurs at year-end 1999. An earlier or later closing would require 
a different adjustment. The values at year-end 1998, 1999 and 2000 can be used to interpo­
late the adjustment if the closing of the auction occurs earlier in calendar 1999 or later in 
calendar year 2000. 



{^Market will be applied. The total credit ("Market Value Offset Credit") Credit") 

will be calculated by first subtracting the adjusted Stand Alone Base Case adminis­

trative value from the After-tax Auction Proceeds, and then adding to this difference 

an additional credit to reconcile the FAS 109 Regulatory Asset balance. The credit 

to reconcile the FAS 109 Regulatory Asset balance will be set equal to the 1999 

beginning balance of $179.00 million shown in Appendix G (at 2a). 

An equivalent credit to the recoverable deferred taxes ("Deferred Tax Offset 

Credit") will also be applied. The Deferred Tax Offset Credit will be calculated as 

the sum of two parts. The first part is calculated by multiplying the Market Value 

Offset Credit subtracting the adjusted Stand Alone Base Case administrative value 

from the After-tax Auction Proceeds, and then by multiplying this difference by the 

fraction (Tax Rate/(1-Tax Rate)).-Af or approximately .71 for a statutory tax rate of 

41.4935% this will provide a deferred tax credit (". The second part of the Deferred 

Tax Offset Credit ̂  will reconcile the deferred tax balance associated with the FAS 

109 Regulatory Asset, and will be set equal to approximately $0.71 for every dollar 

of Market Value Offset Credit the 1999 beginning balance of $57.48 million shown 

in Appendix G (at 2a). 

Continuing with our example, the derivation of these credits is shown in the 

table bel own 

10 



($000) 

Administrative Value 110,950 
Adjustment for OCA Margin 27,000 

Future Administrative Value 137,950 
After-tax Auction Proceeds (352,594) 

Market Value Offset Credit (214,644) 
(without FAS 109 Adjustment) 
FAS 109 Adjustment (179.000) 
Total Market Value Offset Credit (393,644) 

Deferred Tax Offset Credit (152,228) 
(@$.71 per$ (152.228) 

(without FAS 109 deferred tax adjustment) 
FAS 109 Deferred Tax Adjustment (57,480) 
Total Deferred Tax Offset Credit (209,708)} 

E. Reconciliation with Interim CTC Revenues 

The Restructuring Order provides if Duquesne divests its generating 

assets through an auction process, that beginning in 1999 an interim CTC may be 

charged to shopping customers based on the Pilot credits. Duquesne filed class 

specific residual CTC tariffs based on the Pilot credits in its Stand Alone Compliance 

Filing. The resulting Company average 1999 CTCs are approximately 2.7 cents 

(excluding GRT). The CTC revenues collected prior to completion of the auction 

will be allocable to recovery of stranded costs, the return on the unamortized balance 

of stranded costs, and amortization of deferred taxes. However, the magnitude of the 
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Market Value Offset Credit and the Deferred Tax Offset Credit will not be known 

until the auction is completed, the recovery of the stranded cost balance and the 

amortization of the deferred tax balance. 

The first step in the reconciliation process ia to calculate a pro-forma 

set of monthly CTC revenue requirements (in the form of Appendix C of the 

Restructuring Order) beginning in 1999 The amount of Pilot CTC revenues allocated 

to return is based on the Stand Alone Base Case. However, the Compliance Order 

required Duquesne to calculate CTC revenue requirements that would produce 

average shopping credits equal to those produced in the Restructuring Order-

Accordingly, within each year, the monthly pro-forma CTC revenue requirements 

provide for a levclizcd Commission's allowed 11% CTC return as calculated 

monthly on the unamortized CTC balance. The amount of Pilot CTC revenues 

allocated to recovery of the stranded cost balance and to the amortization of the 

deferred tax balance is determined such that the reduction in each balance is 

proportionate. Thus, during the interim Pilot CTC period, the proportion of total 

dollar value of recovery of stranded costs (calculated as a percentage of the 1999 

beginning stranded cost balance) will be equal to the proportion of total dollar value 

of amortization of deferred taxes (calculated as a percentage of the 1999 beginning 

deferred tax balance). The sum of the three components so calculated (return, 

recovery and amortization) will be equal to the total dollar value of Pilot CTC 
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revenues collected, at a fully grosacci-up return of 11% and a icvclizcd amortization 

of the associated deferred tax balances. J Iowever, the annual total CTC revenue 

requirement is constrained to produce an average shopping credit equal to 4.00 

cents/kWh in 1999, 4.22 cents/kWh in 2000 and so forth, consistent with the 

shopping credits in the Restructuring Order-

Continuing with the example discussed above. 

Appendix G (at 7a) shows the reconciliation of the unamortized 

balances of stranded costs and deferred taxes assuming forecast sales are realized. 

CTC revenue requirements under the Stand Alone Base Case in 1999 and 2000. In 

1999, the total monthly revenue rcquircmcntg pro-formed arc $27,000,000 consisting 

of $22,847,259 of blended CTC recovery and return and $4,152,741 of deferred tax 

amortization. 

The 1999 pro-forma CTC revenue requirements under the Stand Alone Base Case arc 

less than the CTC revenues that will be collected under the Pilot credit tariffs, 

assuming the forecast level of sales during the interim period is realized. At 

1,098,149,355 kWh/month, the monthly 1999 CTC revenues recovered under the 

Pilot tariffs will be $29, 815,194. 

Appendix G (at 8a) shows the reconciliation between the pro-forma CTC revenue 

requirements (based on the Stand Alone Base Case) and the 1999 interim CTC 

revenues collected (assuming the forecast sales under the Pilot Credit CTCs arc 
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realized). The realized revenues arc allocated between CTC recovery and return 

(84.62% of CTC revenue) and deferred tax amoitization (15.38% of CTC revenue). 

The 84.62% portion of realized 1999 CTC revenues allocated to CTC recoveiy and 

return is further decomposed into the recoveiy of and return on the CTC balance of 

$1,502 million. 

Based on the 1999 CTC revenue collections (under the CTC Pilot credit tariffs) and 

the above allocation between the stranded cost and deferred tax components, the 

1999 Ending Stranded Cost Balance will be $ 1.375,380,051 $ 1.374,967.006 and the 

1999 Ending Deferred Tax Balance will be £597.983.204 $597,803,622. The 

Market Value Offset Credit of $344^-$393.6 million and the Deferred Tax Offset 

Credit of $152.2 $209.7 million will be applied against these unamortized balances 

as shown in the table below. 

1999 Ending CTC Balance 
Market Value Offset Credit 

2000 Beginning CTC Balance 

1999 Ending DT Balance 
Deferred Tax Offset Credit 

2000 Beginning DT Balance 

($000) 

1,375.380 1,374.967 
(214.6441(393.644) 

1,160,736 981.323 

597,983 597,804 
(152,228)(209.708) 

445^55388,095 

F. Post-Auction CTC Design 
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Based on the above reconciliation of the year 2000 stalling balances 

(after applying the Market Value Offset Credit and the Deferred Tax Offset Credit), 

the new balances can be reamortized using the same methodology as approved in the 

Compliance Order'1. 

Appendix G (at 8a) shows the CTC revenue requirements12 in 2000 

and later that will result from targeting he Commission's approved Company average 

shopping credits set out in the Restructuring Order. Appendix G (at 9a) sets out the 

monthly equivalent of these CTC revenue requirements (i.e., for 2000 the monthly 

CTC revenue requirement is $309,939.205 divided bv 12, or $25,828,267) assuming 

the Market Value Offset Credit and the Deferred Tax Offset Credit are applied at the 

beginning of 2000. Again, using the CTC Revenue Requirements from the 

12 

The Compliance Order (at 15-16) requires Duquesne to calculate CTC revenue requirements 
that would produce average shopping credits equal to those contained in the Restructuring 
Order. The resulting Company-wide CTC revenue requirements would be allocated to rate 
classes based on the production cost allocation methodology set out in Duquesne's compli­
ance filing. Similarly, the actual reconciliation of the Pilot CTC revenues for each class 
would be based on an initial allocation of the total stranded cost and deferred tax balances at 
the beginning of 1999 using the production cost allocators. At the end of the interim period, 
the unamortized stranded cost and deferred tax balances for each class would receive an 
allocated share of the total Market Value Offset Credit and total Deferred Tax Offset Credit. 
The annual reconciliation of class CTC revenues to class CTC revenue requirements (as so 
determined after the application of the above credits), would be performed on a class specific 
basis with a recalculation of monthly recovery, return and deferred tax amortization based on 
actual sales volumes of that class. Witliin each year, the monthly pro-forma CTC revenue 
requirements provide for a recovery of stranded costs at a fiilly grossed-up return of 11% and 
a proportionate amortization of the associated deferred tax balance. Any underrecovery or 
overrecovery resulting from differences between forecast and actual sales for a particular 
class, would result in a lengthening or shortening of the recovery period for such class. 

Originally filed November 5, 1998 as part of Duquesne's revised compliance filing. 
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Compliance Order for illustrative purposes Appendix G fat 9a) shows how the 

remaining CTC and deferred tax balances are amortized over the remaining transition 

period. In each year the percentage amortization of the remaining CTC asset and 

remaining deferred tax balance are equivalent. Using the shopping credits from the 

Commission's Restructuring Order and the sales forecast and T&D rates from the 

most recent Company compliance filing, the CTC and Deferred Tax balances are 

fully amortized by year-end 2006 2005. 



COMPARISON OF FOOTNOTES 

-FOOTNOTE 1-

The Commission's August 13, 1998 Opinion and Order on Duquesne's compliance 

filing (the "Compliance Order") adopted the Company's proposal for the interim 

CTC charges. Compliance Order at 12. 

-FOOTNOTE 2-

Utility Assets arc those assets divested by Duquesne which have had their book 

values included for purposes of determining stranded costs. Assets do not include 

assets that have been excluded by the Commission in determining its determination 

gf stranded costs fe^fi.e., the non-rate base portions of the Brunot Island generating 

units Varc not and the Phillips generating unit). Proceeds from these excluded assets 

will not be considered as Utility Assets for purposes of determining the Net Auction 

Proceeds. All other generating assets to be auctioned bv Duquesne (including the 

assets exchanged with FirstEnergy Corporation ("FEC")) are included for purposes 

ofdetermining stranded costs and are considered to be Utility Assets for purposes of 

the auction. Pursuant to its Agreement in Principle (the "Swap Agreement") to 

exchange certain generating asset with FEC. as filed with the Commission on 
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October 14. 1998, Duquesne will auction the wholly-owned fossil generating assets 

received from FEC ("the "FEC Assets") rather than the partial interests in fossil and 

nuclear generating assets transferred to FEC fthe "Transferred Assets"). The sum of 

the sales prices paid bv the new owners for the FEC Assets will be included in the 

Net Auction Proceeds. The Transfetred Assets will not be auctioned and thus not 

included in the Net Auction Proceeds. However, the book values used in the 

Commission's administrative determination of stranded costs as of January 1. 1999 

will still be used for finally determining stranded costs based on the offset credits to 

stranded costs and to deferred taxes derived from the market values determined in the 

auction. In summarv, book values are based on Duquesne's original generation assets 

and market values are based on the generation assets auctioned. 

-FOOTNOTE 3-

The sales price shall be deemed to be zero for any Utility Asset for which a transfer 

is not completed, whether because no qualifying bids were received or because 

conditions precedent to such a transfer were not satisfied. In the event Duquesne 

receives a qualifying "negative bid" (See Section II.D., E. Qualifying Bids) that 

Duquesne is prepared to accept, the negative bid will be used to reduce the sum of 

the other non-negative sales prices for Utility Assets in determining the Net Auction 

Proceeds. 
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-FOOTNOTE 4-

The total includes a negative qualifying bid of $15.0 million for Perry that includes a 

market detennination of an additional $5.0 million of required nuclear 

decommissioning funding in excess of that authorized for recoveiy by the 

Commission for Peny. The sum of the sales prices for all other assets is $515 

million, resulting in a total sum of £500 million, net tax effect of the implementing 

the Swap Agreement and auctioning the FEC Assets and Duquesne's remaining 

interest in Cheswick, Elrama, and the rate-based portion of Brunot Island, is that the 

tax basis of all auctioned assets will effectively be equal to the tax basis of 

Duquesne's generating assets as if the Swap Agreement had not been implemented. 

For purposes of the illustrative example, all references to the "tax basis of Utilitv 

Assets" divested are intended to refer to the tax basis of Duquesne's generating 

assets, including the Transferred Assets, and excluding the FEC Assets. 

-FOOTNOTE 5-

Schedule MIK-1, December 1997 Update, Page 2 of 3. 

-FOOTNOTE 6-

Restructuring Order at 123, 128. 
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-FOOTNOTE 1~ 

The Compliance Order was issued on August 13th and contains certain calculational 

errors. Duquesne will correct corrected those errors in its revised compliance filing.-

Thc Stand Alone Daac Case in Appendix G fat 2a) reflects the , and a description of 

the main corrections that Duquesne will seek to the Compliance Order is summarized 

here. 

-FOOTNOTE 8-

For purposes of this summary calculation, the Restructuring Order's understatement 

of deferred tax balances by $38.88 million has been attributed solely to Generating 

Plan Book. Duquesne took exception to this computational error in the Merger 

Compliance Filing. Page 2, note 2 clearly states that "Appendix A [to the 

Compliance Filing] also provides a description and break-down of the correct 

deferred tax balance associated with the Commission's administrative determination 

of stranded costs, while excluding the deferred taxes associated with disallowed cost 

items, including BI and Phillips. The Final Order does not explain how the deferred 

tax balance contained in Appendix D was derived, but it is not correct." The relevant 

pages of Appendix A to the Compliance Filing are reproduced here in Appendix G 

(at 4a-4c). The difference between the Commission's undocumented $493,345 

million deferred tax balance and Duquesne's detailed calculation of $532,188 million 
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(Appendix G at 4b) is $38.88 million, as adjusted for the 99.9% PA jurisdictional 

factor. 

-FOOTNOTE 9-

The Commission recognizes that the divestiture may not be accomplished by January 

1, 1999 and requires that the actual stranded utility generation value be reconciled. 

See Restructuring Order at 81-82. 

-FOOTNOTE 10-

This assumes the closing occurs at year-end 1999. An earlier or later closing would 

require a different adjustment. The values at year-end 1998, 1999 and 2000 can be 

used to interpolate the adjustment i f the closing of the auction occurs earlier in 

calendar 1999 or later in calendar year 2000. 

-FOOTNOTE 11-

Undcr the Stand Alone Base Case a 1999 beginning stranded cost balance of $ 1,502 

million and deferred tax balance of $653 million must be recovered through the 

GTGT 

-FOOTNOTE 12-
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Compliance Order at 15-16. 

The Compliance Order provides that Duaucsnc'sfat 15-16) requires Duquesne to 

calculate CTC revenue requirements that would produce average CTCs must be 

recalculated, adjusting for the new treatment of deferred taxes, the disallowance of 

the ECR roll-in and the recalculation of T&D rates, in order to produce the same 

shopping credits as equal to those contained in the Restnicturing Order. This may 

require an extension of the recoveiy period and will result in different year-to-year 

CTC revenue requirements. 

•FOOTNOTE 13-

For purposes of the example, wc have assumed the total CTC Revenue Requirements 

arc constrained to the values set out in the Commission Shopping Credit table to the 

Compliance Order. The resulting Company-wide actual constraints will be 

determined in Duquesne's next Compliance Filing. 

•FOOTNOTE 14-

Aftcr application of the credits, the actual CTC revenue requirements would be 

recalculated to produce average shopping credits on a company-wide basis equal to 

those in the Restructuring Order. The resulting annual CTC revenue requirements 

would be allocated to rate classes based on the production cost allocation 
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methodology set out in Duquesne's Duquesne's compliance filing. Similarly, the 

actual reconciliation of the Pilot CTC revenues for each class would be based on an 

initial allocation of the total stranded cost and deferred tax balances at the beginning 

of 1999 using the production cost allocators. At the end of the interim period, the 

unamortized stranded cost and deferred tax balances for each class would receive an 

allocated share of the total Market Value Offset Credit and total Deferred Tax Offset 

Credit. The annual reconciliation of class CTC revenues to class CTC revenue 

requirements (as |Q determined after the application of the above credits), would be 

performed on a class specific basis with a recalculation of monthly recovery, return 

and defen ed tax amoitization based on actual sales volumes of that class. .Within 

each year, the monthly pro-forma CTC revenue requirements provide for a recovery 

of stranded costs at a fully grossed-up return of 11% and a proportionate 

amortization of the associated defened tax balance. Any underrecovery or 

OYerrecoverv resulting from differences between forecast and actual sales for a 

particular class, would result in a lengthening or shortening of the recovery period 

for such class. 

-FOOTNOTE 12-

Originally filed November 5. 1998 as part of Duquesne's revised compliance filing. 
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COMPARISON OF FOOTERS 

-FOOTER 1-

213357.01 213359.01-D.C. Server 1A Draft November 20, 1998 - 3: 3e-3_LPM 
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Page la 

PaPUC Docket No. R-00974104 
Schedule MIK-1 

December 1997 Update 
Page 2 of3 

DUQUESNE LIGHT COMPANY 

Owned-Generation Stranded Cost Summary 
Before Adjustments 

(millions $) 

NPV Initial 
Net Book Value NPV Decommissioning Stranded 

Plant (3). 12/31/98 Net Margins0* Cost<3> Cost 

Perry $232.34 $0 $18.93 $ 251.27. 
Beaver Valley 1 212.14 0 17.52 229.66 
Beaver Valley 2{A) 545.84 0 8.02 553.86 
Elrama 90.39 0 - 90.39 
Cheswick 105.46 (36.9) - 142.36 
Mansfield 94.81 129.6 - (34.79) 
Sammis 33.31 3.4 - 29.91 
Eastlake 30.97 0 - 30.97 
Brunot Island 17.06 0 _ 17.06 

Owned-Units Subtotal $1,362.32 $99.4<2) ' $44.47 $1,307.39 

Working Capital $61.53 $15.91 - $ 45.62 

Cold Reserve Plants(S> $64,06 SO.M - $ 64.06 

Total $1,487.91 $115.31 $44.47 $1,417.07 

(1) 

(31 

(•*) 

(5) 

Excludes fossil decommissioning costs. Negative net margins are treated as zero. 
The total has been increased by 3.4 percent (a half-year of discounting) to account for the 
fact that Duquesne's cash flow model applies a full year discount in the first year. 
Source: Schedule TSC-2. Mr. Catlin's annual revenue requirement for 1999-2005 is 
converted to a NPV amount at 1/1/99 using a 6.88 percent discount rate. 
Beaver Valley 2 amount is the sum of reported net book value ($32.48 million) plus the 
NPV of the lease ($513.36 million). Source: Schedule TSC-1. 
This includes $3.48 million of remaining net book value for the Warwick mine at 
12/31/98. 



Stranded Cost Allowance 
with Associated Deferred Taxes 

(SMiliions) 

Stand Alone Base Case 

Appendix G 
Page 2a 

Duquesne Light Restructuring 

Category/Item: 

Book Value: 
Generating Plant Book Value 
Beaver Valley 2 Lease PV 
M&S Fuel Related Sunk Costs 
Working Capital 
Costs Independent of Operation 

Generation Market Value 
Merger Savings 
Total Stranded Generation: 

Deferred Taxes 

$ 411.34 
$ 213.01 

$ (78.69) 
$ ^ _ 
$ 545.66 

Decommissioning: 
Nuclear Decommissioning 
Fossil Decommissioning 
Total Decommissioning 

Regulatory Assets: 
FAS 109 (including Plant reversal) 
Post '05 Unamortized Debt Costs 
Pre '06 Unamortized Debt Costs 
Deferred Rate Synch. (Early Window) 
Deferred Employee Costs 
Deferred Nuclear Maintenance 
US DOE Decommissioning 
Deferred Coal Costs 
Deferred Caretaker Costs 
Pre-Accrued Nuclear Outage 
BV2 Training Costs 
Low Level Radioactive Waste 
Coal Cost Equalization 
Transition Costs 
SFAS 106 Deferral 
Deferred Fuel Costs 
Other Regulatory Assets 
Consumer Education 
Sale-Lease back Tax Effect (Gain) 
Deferred Rate Synch. Costs 
BV2 Tax Effect 

Total Regulatory Assets: 

PA Jurisdictional % (1-FERC Allocation) 

TOTAL STRANDED, STAND ALONE 
WITH JURISDICTIONAL ALLOCATION 

$ 57.48 
$ 10.67 
$ 6.82 
$ 1.87 

$ 1.35 
$ 2.33 

$ 0.84 

7.51 
1.40 

$ 17.73 

$ 108.00 

99.900% 

$653.012 | 

Amount 

852.03 
300.35 

61.53 

$ (110.95) 
$ 

$ 1,102.96 

$ 42.96 

$ 42.96 

179.00 
18.67 
9.61 

23.50 
14.24 
1.90 
3.25 

1..58 
2.27 
0.12 

10.59 
1.97 

25.00 
0.53 

10.00 
55.13 

0.17 

% 357.53 

99.900% 

$ 1,501.948" 
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Stranded Cost Allowance 
(SMiliions) 

luquesne Ught Restructuring 

Cmeoqrv/ltem: 

Book Value: 
aenerstlno Plant Book Value 

Beaver Valley 2 Lease PV 
M&S Fuel Related Bunk Costs 
Woflcirq Capital 
Costs independent of Operation 

GenenUon Market Value 
Metger Savings 

o f l Stranded Generation: 

Amount 

>ecommls»tonlno: 
Mudear DeoommliaionUig 
Fossil Deeomnrisatanlng 
Total Decommissioning 

Reaultoiw Assets: 
FAS 109 (Inctudtna Plartt revenal) 
Post US Unamortized Debt Costs 
Pre HB Unamortized Debt Costs 
Deferred Rate Synch. (Early Window) 
Defoffod Employee Costs 
Deferred Nuclear MaMenanca 
US DOE Decommissioning 
Defened Coal Costs 
Defened Caretaker Costs 
Pre-Accrued Nuclear Outage 
BV2 Training Costs 
Low Level Radtoactive Waste 
Coal Cost Equalization 
Transftlon Costs 
SFAS 106 Deferral 
Defined Fuel Costs 
Other Regulatory Assets 
Coraumer Education 
nua I fiaintmrti Tax Effect (Gain) 
Defened Rate Synch. Costs 

. BVZ Tax Effect 

Total RaaulatOffr Assets: 

PA Jurtsdlctlonal % (1-FERC Allocation) 

TOTAL STRANDED, WITH MERGER AND JURISDICTIONAL ALLOCATION 

S 
$ 
s 

s 
s 

S 

852.03 
300.35 

81 .S3 

(110.95) 
f152.28) 
950-68 

42.96 

42.96 

179.00 
16.67 
9.61 

23.50 
1424 

1.90 
ZJ2S 

1.SB 
227 
0.12 

10.59 
1-97 
6.73 
0.S3 

10.00 
55.13 

0.17 

S 339.26 

99.900% 
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Discussion re: Deferred Taxes in PaPUC Decision 

The May 29, 1998 Opinion and Order of the Commission determined and allowed 
recovery of stranded costs for Duquesne in the amount of $1,331,567,100 in the event 
the merger with Allegheny is consummated. Attachment B to the Order summarizes the 
individual components of stranded costs (net of tax) allowed by the Commission under 
the merger case. Attachment D to the Order identifies a Deferred Tax Principal balance 
of $493,344,701 associated with this stranded cost detennination. The Order contains no 
equivalent breakout of the individual components of the deferred tax total comparable to 
that of stranded costs presented in Attachment B. 

The April 13, 1998 Exceptions of Duquesne to the ALJ Recommended Decision included 
an Appendix B that presented a Revised Exhibit No. DJC-10 summarizing the stranded 
cost recommendations of Duquesne, the OCA and the ALJ. Appendix B presented both 
Gross and Wet stranded cost components, and the deferred tax balances associated with 
each component. 

Duquesne believes the Commission has referred to the component breakout presented in 
Appendix B to Duquesne's Exceptions in deriving the deferred tax total presented in 
Attachment D to the Order. However, the Company has been unable to replicate the 
derivation of the Order's $493,344,701 deferred tax balance. 

The attached table "Stranded Cost Allowance with Associated Deferred Taxes" is based 
on Attachment B to the Commission's Order and Appendix B of Duquesne's Exceptions. 
The table presents an associated deferred tax balance for each component allowed by the 
Commission in the merger case. These balances are based on the deferred tax 
recommendations of the ALJ (for components allowed by the Order) as set out in Revised 
Exhibit No, DJC-10, except as otherwise shown in the Notes on Deferred Taxes below. 

Notes on Deferred Taxes: 

1) The balance of $411.34 MM reflects an addition of $2.56 MM (to the ALJ's balance 
of $408.78 MM) for deferred taxes associated with the Warwick Mine plant balance, 
that was allowed by the Order, but not included in the ALJ's recommended decision. 
Note that deferred taxes associated with Brunot Island and Phiilips were not included 
in the ALJ balance of $408.92 MM. See Note ALJ-1, Appendix B, DLC Exceptions. 

..vii}!;- 2) The Order determined a generation market value of $ 110.95 MM, less than the 
$286.03 MM value recommended by the ALJ. In Appendix B, the associated 

: j ^ ; reduction in the deferred taxes associated with the ALJ's recommended market value 
is $202,86 MM. Duquesne has calculated an inputed reduction of $78.69 MM for the 

7;'* Order's market value based on a tax rate of 41.4935%. 
:; 3) The Order has adopted the OCA's recommended value for certain Regulatory Assets. 

The deferred tax balances reflect the OCA's values shown in Appendix B, DLC 
Exceptions. 

4) The deferred taxes associated with the Deferred Fuel Costs reflect the Order's value 
;.. of $6.73 MM and have not been updated through May 29, 1998. 



Strahded Cost Allowance 
wtth Associated Deferred Taxes 

(SMIIHons) 
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Vs 

•Mr 

Duquesne Ughftlestmcturing 

Cateoorv/ltem: 

Generating Plant Book Value {1) 
Beaver Valley 2 Lease PV 
M&S Fuel Related Sunk Costs 
Working Capital 
Costs Independent of Operation 

Generation Market Value (2) 
Merger Savings 
Total Stranded Generation: 

Nudear Decommissioning 
Fossif Decommissioning 

Total Decommissioning 

Regulatory Assets: 

Book Value: 

Jecommlsstonlnq: 

FAS 109 (including Plant reversal) 
Post "05 Unamortized Debt Costs (3) 
Pre '06 Unamortized Debt Costs (3) 
Deferred Rate Synch. (Earty Window) 
Deferred Employee Costs 
Deferred Nudear Maintenance 
US DOE Decommtsstoning 
Deferred Coal Costs 
Deferred Caretaker Costs 
Pre-Accrued Nudear Outage 
BV2 Training Costs 
Low Level Radioactive Waste 
Coal Cost Equalization 
Transition Costs 
SFAS 106 Deferral (3) 
Deferred Fuel Costs (4) 
Other Regulatory Assets 
Consumer Education 
Sale-Leaseback Tax Effect (Gain) 
Deferred Rate Synch. Costs 
BV2 Tax Effect 

Total Regulatory Assets: 

PA Jurisdictional % (1-FERC Allocation) 

TOTAL STRANDED, WITH MERGER 
AND JURISDICTIONAL ALLOCATION 

Deferred Taxes 

$ 411.34 
% 213.01 

$ (78.69) 
$ (107.99) 
$ 437.67 

57.48 
10.67 
6 82 
1.87 

1.35 
2.33 

0.84 

$ 7.51 
$ 1.40 
$ 4.78 

$ 95.05 

99.900% 

$532.188 | 

Amount 

$ 852.03 
$ 300.35 

$ 61.53 

$ (110.95) 
$ (152.28) 
$ 950.68 

$ 42.96 

$ 42.96 

$ 179.00 
$ 18.67 
J 9.61 
$ 23.50 
$ 14.24 
$ 1.90 
$ 3.25 

$ 1.58 
$ 2.27 
$ 0.12 
$ 10.59 
$ 1.97 
$ 6.73 
$ 0.53 
$ 10.00 
$ 55.13 

$ 0.17 

% 339.26 

99.900% 

1 % 1.331.587 



Duquesne Light Company 

Total Stranded Cost Determination 
As of December 31,1998 

($ Millions) 

APPENDIX B 
Revised Exhibit No. DJC-10 

(w/ Gross and Def. Tax) 
(All PV Amounts) 

DLCo OCA ALJ 
Gross Def. Tax Net Gross DelJax Net Gross Def. tax Net Notes 

Generating Plant 

Net Book Value of Gen. Plant $1,370.53 $452.92 $917.61 $1,365.94 $452.92 $913.02 $1,257.33 $408.78 $848.55 (AU-1) 
Working Capital 0.00 0.00 0.00 61.53 0.00 61.53 61.53 0.00 61,53 (AU.2) 
M&S and Fuel-Related Sunk Costs '41.11 0.00 41.11 0.00 0.00 0.00 41.11 0.00 41.11 (AU-3) 
PV of BV2 Lease Expense (1) 475.57 197.33 27.6.24 513,36 21301 300.25 513 36 213,01 300,35 (ALJ-4) 
Net Book Value 1.887.21 650.25 1,236.96 1.940.83 665.93 1.274.90 1.873.33 621.79 1.251.54 
P V of Decommissioning 123.90 0.00 123.90 44.47 0 44.47 44.47 0.00 44.47 (ALJ-5) 
PV of Costs Independent of Operation 208.23 0.00 208.23 0 0 0.00 206.23 0.00 208.23 (ALJ-6) 
Estimated Market Value (46.83) (19.43) (27,40) (511.11) (212,10) (299.07) (488.89) (20? m (286.03 (ALJ-7) 
Stranded Generating Plant 2.172.51 630.82 1.541.69 1,474.13 453.83 1,020.30 1.637.14 418.93 1,2t8.21 

Regulatory Assets 

SFAS 109 $236.48 $57.48 $179.00 $236.48 $57.48 $179.00 $236.48 $57.48 $179,00 (ALJ-8) 
Post-2005 • Unamortized Debt Cost 29.92 10.88 19.04 29.34 10.67 18.67 29.92 10.88 19.04 (ALJ-9) 
Pre-2006 - Unamortized Debt Cost 16.76 6.96 9.80 16.43 6.82 9.61 16.76 6.96 9.80 (AU.9) 
Deferred Rate Sync. Costs 25.37 1.87 23.50 26.52 1.95 24.57 25.37 1.87 23,50 (ALJ-10) 
Deferred Employee Costs 13.83 0.00 13.83 14.24 0.00 14.24 13.83 0,00 13.83 (ALJ-10) 
Deferred Nuclear Maintenance 3.25 1.35 1.90 3.25 1.35 1.90 3.25 1.35 1.90 
DOE Decom and Oecon. 5.58 2.33 3.25 5.74 2.40 3.34 5.58 2.33 3,25 (ALJ-10) 
Deferred Coal Costs 13.50 0.00 13.50 0.00 0.00 0.00 0.00 0.00 0.00 (ALJ-11) 
Deferred Caretaker Costs 6.77 2.85 3.92 0.00 0.00 0.00 0.00 0.00 0.00 (AU-12) 
BV2 Training Costs 242 0.84 1.58 2.42 0.84 1.58 2.42 0.84 1,58 
Low Level Rad. Waste 227 0.00 2.27. 2.27 0.00 2.27 2.27 0.00 2.27 
Coal Cost Equalization 0.12 0.00 0.12 0.12 0.00 0.12 0.12 0.00 0,12 
Other 0.53 0.00 0.53 0.53 0.00 0.53 0.53 0.00 0.53 
Pre-Accrue Nuclear Outages 17,60 7.31 10.29 0.00 0.00 0.00 17.60 7.31 10.29 (ALJ-13) 
J3a4h on Sale/Leaseback 55.13 0.00 55.13 55.13 0.00 55.13 55.13 0.00 55.13 
Deferred Rate Sych. Costs (Tax) 0.21 0.00 0.21 0.22 0.00 0.22 0.21 0.00 0.21 (ALJ-10) 
BV-2 (Tax) 0.17 0.00 0.17 0.17 0.00 0.17 0.17 0.00 0.17 
Deferred Fuel Cost 11.51 4.78 6.73 11.84 4.92 6.92 11.51 4.78 6.73 (ALJ-10) 
Transition Costs 18.10 7.51 10.59 13.20 7.61 10.59 18.10 7.51 10.59 (ALJ-14) 
SFAS 106 3.28 1.36 1 92 3.37 1.40 1.97 0.00 0,00 0,00 (ALJ-15) 
SFAS 109 Plant 0.00 0.00 0.00 • aoo o;oo 0.00 0-00 0.00 0.00 (ALJ-16) 

Total Regulatory Assets 462.80 105.52 357,28 426.27 95.44 330.83 439.25 101.31 337,94 

Total Stranded Cost (Standalone) $2,635.31 $736.34 $1,698.97 $J.9.00.40 $549.27 $1,351.13 $2,076.39 $520,24 $1,556.15 

Merger Savings 

Total Stranded Coal («*' Merasr Sawniga) 

0.00 V w (28027) . .(tiP7.99JL^,.CL8^28)x 

> 

^ g 
tra 9: n M 

fro. 

mm 



DUQUESNE LIGHT COMPANY 

Owned-Generation OCA Margin Summary 

Appendix G 
Page 5a 

12/31/98 12/31/99 12/31/00 
NPV NPV NPV 

Plant Net Ma rains Net Ma rains Net Mara ins 

Perry $0 $0 $0 
Beaver Valley 1 0 0 8.4 
Beaver Valley 2 0 0 0 
Elrama 0 0 0 
Cheswick (36.9) (25.9) (10.9) 
Mansfield 129.6 139.5 148.9 
Sammis 3.4 8.4 11.5 
Eastlake 0 0 0 
Brunot Island 0 0.3 1.1 

Owned-Units Subtotal * $99.4 $126.3 $164.5 

Difference from 12/31/98 0.0 27.0 65.1 

* The Owned-Units Subtotal has been increased by 3.4%, one half year's discounting, 
to accord with Schedule MIK-1 December 1997 Update Page 2 of 3 as reproduced at 
Appendix G at 8. 



DUQUESNE UGHT 
Costs of Fossil Plants 
$ in Millions 

Wth 6.68% Discount Rate. Revised Fuel, Variable Operating Expenses, and Market Revenue 

Fuel Forecast Provided By Doug Smith 

mi im 
SUMMARY FOR FOSSIL PI-ANTS - AFTER TAX 

CHESWICK 
Direct Margin 
Margin after Corp O/H 

SAMMIS 
Direct Margin 
Margin after Corp O/H 

EASTLAKE 
Direct Margin 
Margin after Corp OFH 

ELRAMA 
Direct Margin 
Margin after Corp O/H 

MANSFIELD 1 
Direct Margin 
Margin after Corp O/H 

MANSFIELD 2 
Direct Margin 
Margin after Corp O/H 

MANSFIELD 3 
Direci Margin 
Margin after Corp O/H 

BRUNOT ISLAND 
Direct Margin 
Margin after Corp O/H 

(9.66) 
(13.48) 

(2.19) 
(4.77) 

(3.45) 
(4.34) 

(9.66) 
(17.26) 

(1.77) 
(3.36) 

0,15 
(0.57) 

2.11 
(0.33) 

(1.50) 
(1.79) 

(12.14) 
(16.84) 

(0.07) 
(2.54) 

(2.70) 
(3.56) 

(10.01) 
(18.25) 

(6.76) 
(9.34) 

0.37 
(0.38) 

3.06 
0.54 

(0.67) 
(0.82) 

2201 

(9.49) 
(14.34) 

(4.04) 
(7.22) 

(6.04) 
(7.48) 

(8.63) 
(16.85) 

(5.08) 
(7.40) 

(0.52) 
(1.45) 

2.85 
0.21 

(0.68) 
(0.83) 

211Q2 

(5.70) 
(10.79) 

0.72 
(1.97) 

(5.43) 
(7,09) 

(3.11) 
(11.17) 

(4.46) 
(6.89) 

0.87 
0.08 

3.18 
0.27 

(0.48) 
(0.66) 

1003 
Fuel Forecast Provided By Doug Smith 

im 2m mi m& 

(2.20) (23.63) 
(8,88) (33.83) 

3.93 
1.16 

1.23 
(0.11) 

5.39 
(2.JM) 

(4,00) 
(6.65) 

1.91 
1.09 

8.91 
6.21 

0.71 
0.55 

5.57 
3.04 

(0.04) 
(1.71) 

8.34 
0.67 

(3.43) 
(5.90) 

1.52 
0.63 

9.19 
6.48 

(1.74) 
(2.27) 

8.14 
(0.49) 

5.35 
2.49 

0.26 
(1.78) 

0.00 
0.00 

(2.23) 
(4.77) 

2.61 
1.79 

10.30 
7.43 

0.80 
0.61 

10.57 
1.12 

7.29 
4.48 

2.26 
0.30 

0.00 
0.00 

(3.63) 
(6.54) 

2.92 
2.07 

12.38 
9,44 

0.83 
0.64 

12.60 
2.35 

4.14 
0.47 

3.73 
1.61 

0.00 
0.00 

(1.14) 
(3.90) 

2.43 
1,37 

13.83 
10.78 

0,88 
0.68 

15.80 
5.22 

9.45 
6.39 

4.40 
1.98 

o.oo 
0.00 

(0.63) 
(3.36) 

3.95 
3.06 

14.08 
10.76 

0.93 
0.71 

2sm 

18.89 
7.90 

9.85 
6.64 

5.04 
2.47 

0.00 
0.00 

(2.47) 
(5.76) 

3.81 
2.82 

16.43 
13.14 

0.98 
0.79 

21110 

6.92 
(6.80) 

11.55 
8.27 

4.66 
1.81 

0.00 
0.00 

(0,11) 
(3.16) 

3.90 
2.83 

18.13 
14.72 

1.02 
0.84 

2m 

26.11 
14.33 

0.00 
0.00 

6.42 
3.18 

0.00 
0.00 

0.54 
(2.63) 

5,09 
4.10 

19.37 
15.88 

1.09 
0.89 

2012 

34.08 
21.71 

0.00 
0.00 

0.00 
0.00 

0.00 
0.00 

(0.34) 
(4.02) 

5.80 
4.74 

23.46 
19.88 

1,74 
1.61 

mi 

38.18 
24.61 

0.00 
0.00 

0.00 
0.00 

0,00 
0.00 

3.09 
(0.34) 

5.44 
4.12 

25.46 
21,66 

0.00 
0.00 

> •o 
TS 

n ^ 

as O 

Workpapers of Matthew 1. Kahal 
Margin_2 
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DUQUESNE LIGHT 
Costs of Fossil Plants 
$ in M i l l i o n s 

With 6 B8% Discount Rate. Revised Fuel, Variable Operating Expenses, and Market Revenue 

SUMMARY FOR FOSSIL PLAlS. 

CHESWICK 
Direct Margin 
Margin after Coip O/H 

mi mi 

45.04 
31.37 

0.00 

0.00 

im. 

0.00 

0.00 

mi 

o.oo 
0.00 

im 

o.oo 
o.oo 

2012 

0.00 

0.00 

2020 

0.00 

0.00 

2021 

0.00 

0.00 

2022 

0.00 

0.00 

2022 

0.00 

0.00 

2024 

0.00 

0.00 

202£ 

0.00 

0.00 

2024 

SAMMIS 
Direct Margin 
Margin after Corp O/H 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

26.4 

3.4 

EASTLAKE 
Direci Margin 
Margin after Corp O/H 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

(0.8) 
(15.7) 

ELRAMA 
Direci Margin 
Margin after Corp O/H 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 
o.oo 
0.00 

0,00 

0.00 

0,00 

0,00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

(17,8) 

(56.1) 

MANSFIELD I 
Direct Margin 
Margin after Corp O/H 

4.42 
0.88 

2.23 
(2.06) 

0,00 

0,00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0,00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

(22.6) 
(49.5) 

MANSFIELD 2 
Direct Margin 
Margin after Corp O/H 

7.32 
6,22 

7.05 
5.68 

7.63 
6.48 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0,00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

26.9 
17.5 

MANSFIELD 3 
Direct Margin 
Margin after Corp O/H 

26.54 
22.35 

28.81 
24.34 

30.27 
26.40 

30.43 
26.43 

32.53 
28.07 

33.58 
29.24 

0,00 

0.00 

0.00 

0.00 

0.00 

o.oo 
0.00 

0,00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 
146.5 
112.1 

BRUNOT ISLAND 
Direct Margin 
Margin after Corp O/H 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0,00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0,00 

0.00 

0.00 

o.oo 
0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.4 

(1.4) 
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DUQUESNE L I G H T 

Costs of Nuclear Plants 
S in Mil'ITons 

Fuel FortCMl Providtd By Doug Smith 

WHh 6.88% Discount Rate. Revised Fuel, Variable Operating Expenses, and Market Revenue 

IfflU zoo: JIKU 
Fuel ForecMt Provided By Doug Smith 

im im mi im vm 2010 zon. 2211 am im 2MS 

SUMMARY FOR Nl I f ' l .EAR PLANTS 

BEAVER VALLEY J 

Direci Margin (15,13) 

Margin after Corp O/H (21.95) 

(9,43) 

(15.68) 

(1,62) 

(6.87) 

(8.26) 

(15.00) 

0,45 

(6.24) 

9.08 

3.94 

1.67 

(5.35) 

3.01 

(4.55) 

14.03 
7,82 

6.47 

(160) 
6.98 

(1.35) 
19.86 
12,99 

12.13 
3.09 

15.01 

5.51 

30,29 
22.06 

20.09 

9.73 

3635 

27,09 
0,00 
0.00 

BEAVER VALLEY 2 
Direct Margin 
Margin after Corp O/H 

(6.14) 

(8.38J 

(2.14) 

(3.90) 

(4.31) 
(6.46) 

(3.60) 

(5.81) 
0.46 

(1.40) 
(1.38) 

(3.5)) 

(101) 
(3.31) 

1.25 

(D.S6) 
(0.50) 
(3.07) 

0,07 

(2.56) 
2.65 
0.32 

0.67 

(219) 
1.36 

(1.59) 

5.17 
2.50 

3,02 
(0.41) 

3,80 
0,40 

7.19 

3.89 
4.57 

I.I8 

PERRY 
Direct Margin 
Margin after Corp O/H 

(16.22) 

(20.61) 

(11.90) 

(15.86) 

(15.04) 

(19.64) 

(11,50) 

(15.75) 

(10,71) 

(15.25) 

(8.44) 

(12.52) 

(10 23) 

(1495) 

(7.54) 
(12.17) 

(9.37) 

(14,62) 

(6.23) 

(11.09) 

(8,40) 
(13.87) 

(5.43) 
(10.61) 

(6.85) 

(12.68) 
(2-41) 
(8.02) 

(5.01) 

(11.65) 
(0.45) 
(6.47) 

(2,99) 
(10.41) 

0,68 

(5.25) 
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DUQUESNE L I G H T 

Costs of Nuclear Plan 
$ in Millions 

With 6.68% Discount Rate. Revised Fual, Variable Operating Expenses, and Market Revenue 

mi im im im im im mi ism ms im 
SUMMARV FOR NUCLEAR P I f>M%\ 

BEAVER VALLEY I NPVfSJ • » 
Direct Margin 0 00 0.00 0 00 0.00 0 00 0 00 0.00 0 00 0 00 0.00 43.4 
Margin after Corp O/H 0.00 0,00 0.00 0.00 0.00 0.00 0,00 0.00 0.00 0,00 (26.9) 

BEAVER VALLEY 2 
Direct Margin 4.78 8,24 S 23 S.46 9.31 3,96 6 23 10.52 6,79 7.09 10.2 
Margin after Corp O/H 1.42 4.93 1.47 1.29 5.59 1.33 1,62 5.B8 1,67 1.39 (23,2) 

PERRY 
Direci Margin (2.56) 1,38 (2,09) 2.14 (1,49) 2,96 (0.72) 3.84 0,11 4.79 (91.1) 
Margin after Corp O/H (8.98) (5.33) (9.19) (4.99) (9,63) (4,87) (9.19) (5.26) (9.IB) (4.64) (157.7) 
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First Year Pilot Revenues 

Revenue 
Requirements 

Al loca (ion of 
Pilot Revenues 

Average Monthly CTC $ 23,823,470 83.81% $ 23,823.470 
Average Monlhly Deferred Tax $ 4,600,698 16.19% $ 4,600,698 

Total Monlhly $ 28,424,169 100.00% $ 28,424,169 

Total CTC Revenue Requirement: Return Of 4 On Stranded Costs + Return Of Unamortized Cost Deferred Tax Balance 
Total Monthly CTC Revenues based on Pilot Credit Average Residual CTC of $0.027246. 

Deferred Tax $ 653,012,000 
Stranded $ 1,501,948,000 Stranded 

Stranded Deferred Tax Cost Deferred Tax Tolal Monthly 
Monlh Monthly kwh Beg. of Month Beg. of Month Revenues Revenues CTC Revenues Def Tax % Stranded % Return % Amort % 

1 1,043,241,887 $ 1,501,948,000 $ 653,012,000 $ 23,982,904 $ 4,441.265 $ 28,424,169 15.62% 84.38% 48.44% 35.94% 
2 1,043,241,887 $ 1,491,732,953 S 648.570,735 $ 23,954.529 $ 4,469,639 $ 28,424,169 15.72% 84.28% 48.11% 36.17% 
3 1,043,241,887 $ 1,481.452,642 $ 644,101,096 $ 23,925,973 $ 4.498,196 $ 28,424,169 15.83% 84.17% 47.78% 36.40% 
4 1,043,241,887 $ 1,471,106,652 $ 639,602,900 $ 23,897,234 $ 4.526,934 $ 28,424,169 15.93% 84.07% 47.44% 36.63% 
5 1,043,241,887 $ 1,460,694.562 $ 635,075,966 $ 23.868.312 $ 4.555,856 $ 28,424,169 16.03% 83.97% 47.11% 36.87% 
6 1.043,241.887 $ 1,450,215,950 $ 630,520,110 $ 23,839,205 $ 4.584,963 $ 28,424,169 16.13% 83.87% 46.77% 37.10% 
7 1,043,241,887 $ 1,439.670.391 $ 625,935,146 $ 23.809.912 $ 4,614,256 $ 28,424,169 16.23% 83.77% 46.43% 37.34% 
8 1,043,241.887 $ 1,429,057,457 $ 621,320,890 $ 23.780.432 $ 4.643,736 $ 28,424,169 16.34% 83.66% 46.09% 37.58% 
9 1,043,241,887 $ 1,418,376,718 $ 616,677,154 $ 23.750,764 $ 4.673,405 $ 28,424,169 16.44% 83.56% 45.74% 37.82% 
10 1,043,241,887 $ 1,407,627,741 $ 612,003,749 $ 23,720.906 $ 4.703,263 $ 28,424,169 16.55% 83.45% 45.40% 38.06% 
11 1,043,241,887 $ 1,396,810,090 $ 607,300,486 $ 23.690,857 $ 4,733,312 % 28,424,169 16.65% 83.35% 45.05% 38.30% 
12 1,043,241,887 $ 1,385,923,325 $ 602,567,174 $ 23.660,616 $ 4,763,552 $ 28,424,169 16.76% 83.24% 44.70% 38.55% 

Ending Deferred Tax Balance $ 597,803,622 
Ending Stranded Balance $ 1.374,967.006 

Decomposition of Pilot Revenues 

Monlh Return Recovery Ending Balance 
1 $ 13,767,857 $ 10.215.047 $ 1,491.732,953 
2 $ 13,674,219 $ 10,280.310 $ 1,481,452,642 
3 $ 13,579,983 $ 10,345,990 $ 1,471.106,652 
4 $ 13,485,144 $ 10.412.090 S 1,460,694,562 
5 $ 13,389,700 $ 10,478.612 $ 1,450,215,950 
6 $ 13,293,646 % 10.545,559 $ 1,439.670.391 
7 $ 13,196,979 $ 10,612.934 $ 1,429,057.457 
8 $ 13,099,693 $ 10,680,739 $ 1,418,376,718 
9 ? 13,001,787 $ 10.748,977 $ 1,407,627.741 
10 $ 12,903,254 $ 10,817.651 $ 1,396.810,090 
11 $ 12,804,092 $ 10.886.765 $ 1,385,923.325 
12 $ 12,704,297 $ 10.956.319 $ 1,374,967,006 
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Duquesne Light Company 

CTC, T&D and Shopping Credit in Cents per kwh 

Pre-Tax Return: 11.00% 

CTC Revenue CTC Rate T&D Bundled Rate 

Year kwh consumed (1) Requirement (2) With GRT (3) Rate (4) Today ( 

1999 12,518,902,647 $ 341,090,023 2.85 2.140 8.78 

2000 13,396,867,288 $ 309,939,205 2.42 2.140 8.78 

2001 13,617,281,321 $ 303,322,219 2.33 2.140 8.78 

2002 13,845,460,353 $ 296,492,227 2.24 2.140 8.78 

2003 14,082,528,386 $ 288,106,000 2.14 2.140 8.78 

2004 14,331,562,413 $ 278,129,767 2.03 2.140 8.78 

2005 14,587,560,447 $ 263,573,878 1.89 2.140 8.78 

Shopping 

Credit (6) 

3.79 
4.22 
4.31 
4.40 
4.50 
4.61 
4.75 

Notes: 

(1) OCA's retail kWh for 1999 (PaPUC-mandated level). Thereafter, Duquesne's sales forecast was used, 

(2) CTC collections in 1999 are calculated as a residual using methodology from the pilot. Thereafter, the CTC rates (post-auction) are 

set at levels to produce shopping credits in the May PaPUC order. The length of the CTC recovery period will be shortened or 

lengthened dpending on the results of Duuesne's auction of generating assets and actual retail sales. 

(3) GRT Gross up is 1/(1-GRT), or 1.0460251, to refect payment of the portion of the GRT on the GRT revenue receipt. 

(4) Figures are illustrative beyond June 2001 when the cap on non-generation charges expires. 

(5) The ECR roll-in in bundled rates is based on the PaPUC-mandated level of fuel and purchased power costs of $12.80 per MWH. 

(6) Shopping credits in 1999 are based on the pilot methodology. Thereafter, shopping credits (post-auction) are set at levels consistent 

with the May PaPUC Order. Shopping credits include energy and capacity, T&D losses, ancillary services, and GRT. 50 
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Appendix G 
Revised Page 9a 

Post-Auction CTC Calculation 
Tola! CTC Revenue Requirement; Return Of & On Stranded Costs + Return Of Unamortized Cost Deferred Tax Balance 
After Market Value Offset Credit and Deferred Tax Offset Credit 

Deferred Tax % 388,095,441 Monthly Return; Annual Return: 
Stranded S 981,322.831 Stranded 0.9167% 11.000% 

Stranded Deferred Tax Cost Revenue Deferred Tax Total Monttily 
Month Monthly kwh B eg, of Month Beg, of Month Requirement Revenue Req. Revenue Req. 

13 1.116,405,607 $ 981.322.831 S 388,095,441 $ 21.057,821 $ 4,770,446 S 25,828.267 
14 1,116,405,607 S 969,260,469 S 383,324.995 S 21,026.485 S 4.801.782 S 25.828.267 
15 1,116,405,607 S 957,118,872 S 378,523,213 $ 20,994,943 S 4,833,324 s 25,828.267 
16 1,116,405,607 $ 944,897,519 S 373,689,888 s 20,963.194 $ 4.865.073 s 25,828,267 
17 1,116,405,607 s 932,595.886 S 368,824.815 s 20.931,236 s 4,897.031 $ 25,828,267 
18 1,116.405,607 $ 920.213.446 S 363.927,784 s 20.899,068 s 4,929,199 s 25,828,267 
19 1,116,405,607 3 907.749.667 s 358,998,585 s 20,866,689 s 4,961,578 $ 25,828.267 
20 1,116,405,607 S 895,204,017 s 354,037.007 s 20,834,097 s 4,994,170 s 25,828.267 
21 1,116,405,607 S 882,575,956 s 349.042,837 s 20.801,292 s 5.026,975 s 25.828,267 
22 1.116,405.607 s 869,864,944 s 344,015,661 $ 20,768,270 s 5,059,997 $ 25.828,267 
23 1,116,405,607 $ 857,070,436 $ 338,955,665 $ 20,735,032 $ 5,093,235 s 25,828,267 
24 1,116,405,607 s 844,191,883 s 333,862.630 s 20,701.576 s 5.126.692 s 25,828.267 
25 1,134,773,443 s 831.228,733 $ 328,735,938 s 20.272,756 s 5,004.096 s 25,276,852 
26 1,134.773,443 $ 818,575.573 s 323,731,842 s 20,239,885 s 5,036.967 $ 25.276,852 
27 1.134,773.443 s 805.839.298 $ 318.694,876 s 20,206,798 s 5,070.054 s 25,276.852 
28 1.134.773,443 s 793.019.360 s 313,624,822 s 20,173,494 s 5,103,358 s 25,276.852 
29 1,134,773,443 s 780,115.211 $ 308.521,464 $ 20,139,971 s 5,136,881 $ 25,276,852 
30 V 134.773.443 s 767.126,296 s 303,384.583 s 20.106.227 $ 5.170,624 s 25.276,852 
31 1.134,773,443 s 754.052.060 s 298,213,959 s 20,072,263 s 5,204.589 s 25,276,852 
32 1,134,773.443 s 740,891,941 $ 293,009.370 $ 20,038,075 s 5,238.777 $ 25.276.852 
33 1,134.773,443 s 727.645,376 s 287,770.593 s 20,003,662 $ 5,273,190 s 25,276,852 
34 1.134,773.443 s 714,311.797 s 282,497,403 s 19,969.023 s 5.307,828 s 25,276.852 
35 1,134,773,443 s 700.890.631 s 277.189,575 s 19,934,157 $ 5,342,694 s 25,276,852 
36 1,134,773,443 5 687,381.305 $ 271,846,881 $ 19,899,062 £ 5,377,790 $ 25,276,852 
37 1.153.788.363 $ 673,783,238 5 266,469,091 s 19.455,873 s 5,251.813 3 24,707,686 
38 1.153.788,363 s 660,503,712 s 261,217,278 s 19,421.375 $ 5,286.311 $ 24.707,686 
39 1,153,788,363 s 647,136,954 s 255,930,968 $ 19,386,650 s 5,321,036 $ 24,707,686 
40 1,153,788,363 s 633,682.393 250,609,932 s 19,351,697 s 5,355,989 $ 24,707,686 
41 1,153.788,363 s 620.139.451 s 245.253,943 s 19,316,514 s 5,391,171 s 24,707,686 
42 1,153,788.363 s 606.507.549 s 239,862,772 s 19,281,101 s 5,426,585 S 24,707,686 
43 1.153,788.363 s 592,786,100 $ 234,436,187 s 19.245,455 s 5,462,231 $ 24.707,686 
44 1.153.788.363 s 578,974,518 s 228.973,956 s 19.209,574 s 5,498,111 s 24,707,686 
45 1.153.788,363 s 565,072.210 s 223.475,645 s 19,173.458 s 5,534,228 s 24.707,686 
46 1.153,788,363 s 551.078,581 s 217,941.617 $ 19.137.105 s 5,570.581 s 24,707,686 
47 1.153,788,363 s 536,993,030 s 212.371.036 s 19.100.513 s 5,607.173 s 24,707,686 
48 1,153.788.363 s 522.814,953 s 206.763,863 s 19,063,680 s 5,644,005 s 24,707,686 
49 1.173.544,032 s 508.543.744 $ 201.119,858 S 18,525,809 s 5,483,024 $ 24,008,833 
50 1.173,544,032 s 494,679,585 s 195,636.834 s 18.489.792 s 5,519,041 S 24,008,833 
51 1.173,544.032 s 480,724,356 s 190.117,793 s 18.453.539 s 5,555.295 s 24.008,833 
52 1,173,544.032 s 466,677,457 s 184,562.498 s 18,417,047 s 5.591.786 $ 24,008.833 
53 1,173,544,032 s 452,538,287 s 178,970.712 $ 18,380,316 s 5.628,518 $ 24,008,833 
54 1,173.544,032 s 438.306,239 s 173,342.194 s 18,343.343 s 5.665,490 s 24,008,833 
55 1,173.544,032 s 423,980.703 s 167.676,704 s 18,306,127 s 5,702,706 s 24,008,833 
56 1,173.544,032 $ 409,561.065 $ 161.973,998 $ 18,268,667 s 5,740,166 s 24,008,833 
57 1,173,544,032 $ 395.046.708 s 156.233.832 s 18,230.961 s 5,777,872 $ 24,008,833 
58 1.173,544.032 $ 380,437,008 s 150,455,960 s 18.193,007 s 5,815,826 s 24,008,833 
59 1,173,544,032 s 365,731.340 s 144,640,134 s 18,154,804 s 5,854,029 s 24,008,833 
60 1.173.544,032 $ 350.929.073 s 138,786.105 s 18,116,350 s 5,892,483 s 24,008.833 
61. 1.194.296,868 s 336,029.572 S 132,893.622 s 17,481.898 s 5.695,583 s 23,177,481 
62 1,194,296,868 s 321,627.946 s 127.198,039 s 17,444,484 s 5.732,996 $ 23,177,461 
63 1.194,296,868 s 307,131.718 $ 121.465,043 s 17,406,825 S 5,770,655 s 23,177,481 
64 1.194,296.868 s 292,540.267 s 115.694,387 s 17.368,919 s 5.808,562 s 23,177,401 
65 1.194,296.868 s 277.852.967 s 109,885,826 s 17,330,764 s 5,846,717 s 23.177.401 
66 1,194,296,868 s 263,069.189 $ 104,039,109 s 17,292,358 s 5,885.123 s 23,177.481 
67 1.194.296,868 s 248.188,299 s 98,153.986 s 17,253.699 s 5.923.781 $ 23,177.481 
68 1.194,296.868 s 233,209.659 s 92.230,204 s 17,214,787 s 5,962,694 s 23.177.481 
69 1,194,296.868 s 218,132.627 s 86.267,511 s 17,175,619 s 6,001,861 $ 23,177,401 
70 1.194.296.868 s 202,956.557 s 80,265.650 s 17.136,194 s 6,041.287 s 23,177,481 
71 1.194,296.868 s 187,680.798 s 74,224,363 s 17.096.510 s 6.080,971 S 23.177.481 
72 1,194,296.868 s 172,304,695 s 68,143,392 s 17.056.565 s 6,120,915 s 23,177.481 
73 1,215,630,037 $ 156,827,590 s 62,022,477 $ 16,147,131 $ 5.817,359 $ 21,964,490 
74 1.215.630.037 s 142.118,045 s 56,205,118 s 16,108,918 s 5,855,572 s 21,964,490 
75 1.215.630,037 s 127.311.876 $ 50,349,546 s 16,070,453 s 5.894,036 s 21,964.490 
76 1,215.630,037 s 112,408.448 $ 44,455,509 s 16.031,737 $ 5,932.753 s 21.964.490 
77 1.215,630,037 s 97,407.123 s 38,522,756 s 15,992.765 s 5,971,724 s 21.964,490 
78 1,215,630.037 $ 82.307.256 s 32,551.032 s 15,953.538 s 6.010,952 s 21,964,490 
79 1.215.630,037 s 67,108.201 $ 26,540,080 s 15.914,053 s 6,050,436 s 21,964,490 
80 1.215.630,037 s 51.809.306 s 20.489,644 s 15,874,309 s 6,090,181 S 21,964,490 
81 1.215,630,037 s 36.409.915 s 14,399.463 s 15.834,304 s 6,130.186 s 21.964,490 
82 1,215,630,037 s 20,909,369 s 8,269.277 s 15,794.036 s 6,170,454 s 21.964,490 
83 1,215.630,037 s 5,307.002 $ 2.093,823 $ 15,753,503 $ 6,210,987 $ 21.964.490 
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APPENDIX G 

ACCOUNTING PROTOCOLS 
FOR DUQUESNE GENERATION AUCTION 

As required by the Commission, the proceeds from the auction 

conducted pursuant to this Auction Plan will be used to determine the stranded costs 

of Duquesne for the Company's generation. This section will discuss the accounting 

protocols necessaiy to establish a market-based stranded cost valuation for genera­

tion from the auction proceeds and to reconcile that actual valuation with the 

collection of interim CTC charges' based on the generation credits from Duquesne's 

Pilot. 

A. Net Auction Proceeds 

The net auction proceeds ("Net Auction Proceeds") from the transfer 

of all divested Utility Assets2 shall be defined as the sum of the sales prices paid by 

The Commission's August 13, 1998 Opinion and Order on Duquesne's compliance filing 
(the "Compliance Order") adopted the Company's proposal for the interim CTC charges. 
Compliance Order at 12. 

Utility Assets do not include assets that have been excluded by the Commission in its 
determination of stranded costs (i.e., the non-rate base portions of the Brunot Island 
generating units and the Phillips generating unit). Proceeds from these excluded assets will 
not be considered for purposes ofdetermining the Net Auction Proceeds. All other generat­
ing assets to be auctioned by Duquesne (including the assets exchanged with FirstEnergy 
Corporation ("FEC")) are included for purposes of determining stranded costs and are 
considered to be Utility Assets for purposes of the auction. Pursuant to its Agreement in 
Principle (the "Swap Agreement") to exchange certain generating asset with FEC, as filed 
with the Commission on October 14, 1998, Duquesne will auction the wholly-owned fossil 
generating assets received from FEC (the "FEC Assets") rather than the partial interests in 

(continued...) 



the new owners less the transaction costs.3 Transaction costs shall include all 

reasonable incremental expenditures that are assignable to the divested Utility Assets 

("Transaction Costs"), including but not limited to: 

(i) The costs of developing and implementing this Auction Plan 

(e.g., fees of outside experts, including investment bankers, 

engineering and environmental consultants, economic and 

financial consultants and legal counsel, and any expenditures 

associated with a potential transfer of the Beaver Valley Unit 2 

lease % including the costs of implementing the Swap Agree­

ment with FEC. i.e.. the costs of terminating the Beaver Valley 

I I lease so as to permit the transfer of Beaver Valley II to 

FEC); 

(...continued) 
fossil and nuclear generating assets transferred to FEC (the "Transferred Assets"). The sura 
of the sales prices paid by the new owners for the FEC Assets will be included in the Net 
Auction Proceeds. The Transferred Assets will not be auctioned and thus not included in the 
Net Auction Proceeds. However, the book values used in the Commission's administrative 
determination of stranded costs as of January l f 1999 will still be used for finally determin­
ing stranded costs based on the offset credits to stranded costs and to deferred taxes derived 
from the market values determined in the auction. In summary, book values are based on 
Duquesne's original generation assets and market values are based on the generation assets 
auctioned. 

The sales price shall be deemed to be zero for any Utility Asset for which a transfer is not 
completed, whether because no qualiiying bids were received or because conditions 
precedent to such a transfer were not satisfied. In the event Duquesne receives a qualifying 
"negative bid" (See Section II.D., E. Qualifying Bids) that Duquesne is prepared to accept, 
the negative bid will be used to reduce the sum of the other non-negative sales prices for 
Utility Assets in determining the Net Auction Proceeds. 



(ii) Incremental O & M costs (e.g., associated with the demarca­

tion of facilities at Utility Assets), employee costs, environ­

mental costs and any tax implications relating to this Auction 

Plan other than those described below under After-tax Auction 

Proceeds; 

(iii) Incremental divestiture-related capital expenditures (e.g., 

associated with the demarcation of facilities at Utility Assets) 

necessaiy to complete the transfers to new owners; and 

(iv) The present value of any severance costs payable to employees 

at the Utility Assets divested pursuant to this Auction Plan. 

As an illustrative example assume that the sum of the sales prices for 

all Utility Assets is equal to $509 $590 million and that Transaction Costs total $35-

$115 million, including: $20 million for fees of outside experts; $90 million for the 

termination of the Beaver Valley II lease; $3 million of incremental O & M , em­

ployee and environmental costs; and $2 ef million of incremental divestiture-related 

capital expenditures. In that event, the Net Auction Proceeds would equal $475 

million or the sum of the sales prices f$500($590 million) less the Transaction Costs 

f$£5($l 15 million). 

B. After-tax Auction Proceeds 



The after-tax gains or losses on the transfer of divested the auctioned 

assets will be reflected in detennining the after-tax auction proceeds ("After-tax 

Auction Proceeds") from the sale of Utility Assets under this Auction Plan. The 

After-tax Auction Proceeds shall be defined as the Net Auction Proceeds less current 

taxes payable ("Current Taxes") as a result of the transfers of the Utility Assets 

divested. 

Current Taxes are defined as all Pennsylvania or Ohio, and any other 

applicable gross receipts, excess dividends, property transfer and sales taxes (includ­

ing applicable surcharges); plus, the difference between the Net Auction Proceeds 

and the remaining tax basis4 of the Utility Assets divested at the date of transfer, 

multiplied by the then-current combined federal-state income tax rate (currently 

41.4935%). 

Again, as an illustrative example, in addition to the above assump­

tions assume the tax basis of assets Utilitv Assets divested is $ 180 million on the 

date of closing, the tax rate is 41.4935% on the date of closing and no other Pennsyl­

vania or Ohio taxes are applicable. In that event, the After-tax Auction Proceeds will 

4 The net tax effect of the implementing the Swap Agreement and auctioning the FEC Assets 
and Duquesne's remaining interest in Cheswick, Elrama, and the rate-based portion of 
Brunot Island, is that the tax basis of all auctioned assets will effectively be equal to the tax 
basis of Duquesne's generating assets as if the Swap Agreement had not been implemented. 
For purposes of the illustrative example, all references to the "tax basis of Utility Assets" 
divested are intended to refer to the tax basis of Duquesne's generating assets, including the 
Transferred Assets, and excluding the FEC Assets. 



equal $352.59 million, or Net Auction Proceeds ($475.00 million) less Current 

Taxes ($122.41 million) as shown in the table below. 

($000) 

Sum of Sales Prices 500,000 590.000 
(Transaction Costs) (25.000^115,000) 

Net Auction Proceeds 475,000 
(Tax Basis) (180.000) 

Taxable Gain 295,000 
Current Taxes @ 41.4935% (122.406) 

After-tax Auction Proceeds 352,594 

C. Stand Alone Base Case 

The Restructuring Order includes a detennination of stranded costs 

based on an administrative detennination of the after-tax market value of Duquesne's 

generating assets as of year-end 1998. This total after-tax value is based on the 

Cohnnission's acceptance of the OCA's calculation of aNPV of $99.4 million from a 

margin analysis of Duquesne's owned-units as reproduced in Appendix G (at la). 

The OCA proposed certain adjustments to the results of the margin analysis, which 

were rejected in part and accepted in pan by the Commission. The net effect of all 

the Commission's accepted adjustments to the OCA's $99-4 million margin NPV was 

te-mcrcasc this value equal to $ 110.95 million. 



The Stand Alone Base Case for Duquesne is attached as Appendix G 

(at 2a) Jj). This table presents a revised Appendix B from the Restructuring Order, 

with an additional column to show the conections to the Commission's deferred tax 

calculation from the Compliance Order.5 A copy of the Stranded Cost Allowance 

from the Compliance Order is reproduced in Appendix G (at 3a)-2a). 

Three changes are necessary to properly reflect the administrative 

determination of stranded costs for Duquesne on a stand alone basis. First, the 

Compliance Order Stranded Cost Allowance in Appendix G (at 3^-2§1 includes the 

generation Merger Savings of $152.28 million. In a non-merger scenario, no 

generation merger savings are obtainable. Second, pursuant to the Compliance Order 

the Deferred Fuel Cost Regulatory Asset should be shown at its updated value of 

$25.00 million because Duquesne has been denied a roll-in of its ECR at the higher 

value reflected in the original compliance filing. Third, the Commission's calcula­

tion of $493 million for deferred taxes is in error, and must be restated as $653 

million on a stand alone basis, most of which is attributable to the foregone merger 

synergies. The corrections to the deferred tax calculation are summarized below: 

5 The Compliance Order was issued on August IS1*1 and contains certain calculational errors. 
Duquesne corrected those errors in its revised compliance filing, and a description of the 
main corrections is summarized here. 



Deferred Tax Item (SMillion) 

a. Generating Plant Book6 372.46 
Corrected Value 411.34 

a. Increase 38.88 

b. Merger Savings (107.99) 
Corrected Value 0.00 

b. Increase 107.99 

c. Deferred Fuel Costs 4.77 
Corrected Value 17.73 

c. Increase 12.96 

Total Increase (a. + b. + c.) 159.83 
PA Jurisdictional (at 99.9%) 159.67 

D. Reconciliation with Stand Alone Base Case 

To reconcile the stranded costs resulting from the actual market value 

(i.e., the After-tax Auction Proceeds) with the Stand Alone Base Case resulting from 

the Commission's year-end 1998 administratively determined value of $110.95 

For purposes of this summary calculation, the Restructuring Order's understatement of 
deferred lax balances by S38.88 million has been attributed solely to Generating Plan Book. 
Duquesne took exception to this computational error in the Merger Compliance Filing. Page 
2. note 2 clearly states that "Appendix A [to the Compliance Filing] also provides a descrip­
tion and break-down of the correct deferred tax balance associated with the Commission's 
administrative determination of stranded costs, while excluding the deferred taxes associated 
with disallowed cost items, including BI and Phillips. The Final Order does not explain how 
the deferred tax balance contained in Appendix D was derived, but it is not correct." The 
relevant pages of Appendix A to the Compliance Filing arc reproduced here in Appendix G 
(at 3a-3c). The difference between the Commission's undocumented S493.345 million 
deferred tax balance and Duquesne's detailed calculation of $532,188 million (Appendix G 
at 3b) is S38.88 million, as adjusted for the 99.9% PA jurisdictional factor. 



million will require an adjustment to account for the timing of the auction.7 Continu­

ing with the example discussed above, assume the asset sales close at year-end 1999 

and the After-tax Auction Proceeds (as calculated above) are $352.59 million. This 

amount cannot be reconciled directly (i.e., by subtraction) with the Commission's 

$110.95 million administratively determined value because of the timing difference. 

However, the $352.59 million value can be present valued as a future QCArs-

margin analysis can be moved forward to year end 1999 to calculate the comparable 

present value by applying the OCA's NPV of margin methodology from that date 

forward. 

Appendix G (at 5a) contains a summary tabic showing the values that would be 

obtained from Mr. Kahal's margin analysis i f the margins were recalculated at the 

same 6.88% discount rate at year-end 1999 and year-end 2000. This table is based on 

the workpapers filed with the OCA direct testimony, including a spreadsheet 

(Margin_2.xls) prepared by OCA witness Kahal. The first column replicates the 

results of the OCA analysis as filed (at year-end 1998). The second and third 

columns show the recalculation of the margin results adjusted for timing. The OCA's 

after-tax margin NPV increases to $126.3 million and $164.5 million at year-end 

1999 and 2000 respectively. The difference from the cash flow (at the Commission's 

7 The Commission recognizes that the divestiture may not be accomplished by January 1, 
1999 and requires that the actual stranded utility generation value be reconciled. See 
Restructuring Order at 81-82. 



approved8 after-tax discount rate of 1.29%) and we can thereby determine the 

after-tax market value as of January 1, 1999. The resulting year-end 1998 value of 

$9974 is $328.64 million ($352.59 is shown at the bottom of the table. 

The future NPVs arc greater than the year-end 1998 value by $27.0 million sm& 

$65.1 million respectively. These values have been calculated directly from 

Margin_2.xl3. A printout of pages from Margin_2.xls is attached as Appendix G (at 

6a-6d), and shows the annual after-tax margin summaries for each Duquesne plant as 

calculated by Mr. Kahal. The year-end 1998 margin NPVs for each unit appear at the 

far right of the second page of each tabic following the year 2026. The calculated 

OCA values arc used by Mr. Kahal to derive the margins shown on Schedule MIK-1, 

December 1997 Update, Page 2 of 3./ 1.0729). 

Continuing with the example discussed above, Duquesne will adjust 

Appendix G fat 4a) shows the changes to the Stand Alone Base Case administrative 

that will result from calculating the offset credits at January 1, 1999. First, the 

administratively determined market value of $110.95 million upward by the $27.0 

million difference shown in Appendix G (at 5a) and then subtract this adjusted value 

from the After-tax Auction Proceeds to determine the offsetting credit to ratepayers 

is adjusted bv applying the offset credit ("Market Value Offset Credit") of $217.69 

Restructuring Order at 192. 



million against stranded costs.9 An equivalent credit to the recoverable deferred 

taxes is calculated by multiplying the Market Value Offset Credit by the fraction 

(Tax Rate/(1-Tax Rate)). At a statutory tax rate of 41.4935% this will provide a 

deferred tax credit ("Deferred Tax Offset Credit") equal to approximately $0.71 for 

every dollar of Market Value Offset Credit. Continuing with our example, the 

derivation of these credits is shown in the table below. 

Future After-Tax Market Value 

January 1,1999 Market Value fat 7.29%) 
January K 1999 Administrative Value 

($000) 

352,594 

328.637 
110.950 

Adjustment for OCA Margin 27,000 

future Administrative Value 137,950 
After-tax Auction Proceeds (352,594) 

Market Value Offset Credit 

Deferred Tax Offset Credit 
(@ $.71 per$) 

f214,644)f217.687) 

fl52,22&)fl54,386) 

In addition to the offset credits shown in Appendix G (at 4a), i f the 

auction proceeds are reconciled on an after-tax basis, as illustrated above, then 

This assumes the closing occurs at year-end 1999. An earlier or later closing would require 
a different adjustment. The future value of $352.59 million would be discounted for the 
actual number of days between January 1, 1999 and the date(s) of closing at an annual rate 
of 7.29%. 

10 



Duquesne does not also need to recover the FAS 109 Regulatory Asset balance of 

$179.00 million fand associated deferred tax balance of $57.48 million). Thus, as 

illustrated in Appendix G (at 4a) the FAS 109 Regulatory Asset (and associated 

deferred tax balance) should be eliminated from'otherwise recoverable stranded costs 

if the Company's proposal to account for auction proceeds on a net of tax basis is 

accepted. Accounting for both the offset credits and the elimination of the FAS 109 

Regulatory Asset, stranded costs are reduced by a total of $396.69 million and the 

associated deferred tax balances are reduced by a total of $2 U .87 million10. 

E. Reconciliation with Interim CTC Revenues 

The Restructuring Order provides if Duquesne divests its generating 

assets through an auction process, that beginning in 1999 an interim CTC may be 

charged to shopping customers based on the Pilot credits. Duquesne filed class 

specific residual CTC tariffs based on the Pilot credits in its Stand Alone Compliance 

Filing. The resulting Company average 1999 CTCs are approximately 2.7 cents 

(excluding GRT). The CTC revenues collected prior to completion of the auction 

will be allocable to recovery of stranded costs, return on the unamortized balance of 

stranded costs, and amortization of defended taxes. However, the magnitude of the 

1 0 After application of the 99.9% PA jurisdictional allocation, the actual reduction in stranded 
costs is $396.29 million and the reduction in the associated deferred tax balance is $211.65 
million. 
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Market Value Offset Credit and the Deferred Tax Offset Credit will not be known 

until the auction is completed, and the reconciliation will be done at that time..-

The first step in the reconciliation process is to calculate a pro-forma set of monthly 

CTC revenue requirements (in the form of Appendix C of the Restructuring Order) 

beginning in 1999 based on the Stand Alone Base Case. However, the Compliance 

Order required Duquesne to calculate CTC revenue requirements that would produce 

average shopping credits equal to those produced in the Restructuring Order. 

Accordingly, within each year, the monthly pro-forma CTC revenue requirements 

provide for a Icvclizcd recovery of stranded costs at a fully grossed-up return of 11 % 

and a Icvclizcd amortization of the associated defened tax balances. However, the 

annual total CTC revenue requirement is constrained to produce an average shopping 

credit equal to 4.00 cents/kWh in 1999, 4.22 cents/kWh in 2000 and so forth, 

consistent with the shopping credits in the Restructuring Order. 

Continuing with the example discussed above. Appendix G (at 5a) 

shows 7a1 shows the CTC revenue requirements under the Stand Alone Base Case in 

1999 and 2000. In 1999, the total monthly revenue requirements pro-formed arc 

$27,000,000 consisting of $22,847,259 of blended CTC recoveiy and return and 

$4,152,741 of defen ed tax amortization. 

The 1999 pro-forma CTC revenue requirements under the Stand Alone Base Case arc 

less than the CTC revenues that will be collected under the Pilot credit tariffs, 
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assuming the forecast level of sales during the interim period is realized. At 

1,098,149,355 1,043,241,887 kWh/month, the monthly 1999 CTC revenues recov­

ered under the Pilot tariffs will be $28,424,169. The allocation of the Pilot CTC 

revenues to return and amortization is $29, 815,194. 

Appendix G (at 8a) shows the reconciliation between the pro-forma CTC revenue 

requirements (based on the Stand Alone Base Case) 99.9% jurisdictional 1999 CTC 

beginning balance of $1,105.66 million and the 1999 interim CTC revenues collected 

(assuming the forecast sales under the Pilot Credit CTCs arc realized). The realized 

revenues arc allocated between CTC recovery and return (84.62% of CTC revenue) 

and defen ed tax amortization (15.38% of CTC revenue). The 84.62% portion of 

realized 1999 DT beginning balance of $441.36 million. 

The amount of Pilot CTC revenues allocated to CTC recovery and 

return is further decomposed into the recovery of and return on the CTC balance of 

$1,502 million, return is based on the Commission's allowed 11% CTC return as 

calculated monthly on the unamortized CTC balance. The amount of Pilot CTC 

revenues allocated to recovery of the stranded cost balance and to the amortization of 

the defened tax balance is determined such that the reduction in each balance is 

proportionate. Thus, during the interim Pilot CTC period, the proportion of total 

dollar value of recovery of stranded costs (calculated as a percentage of the 1999 

beginning stranded cost balance) will be equal to the proportion of total dollar vajue, 
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of amortization of deferred taxes (calculated as a percentage of the 1999 beginning 

defened tax balance). The sum of the three components so calculated (return, 

recovery and amortization) will be equal to the total dollar value of Pilot CTC 

revenues collected. 

Based on the 1999 CTC revenue collections (under the CTC Pilot 

credit tariffs) and the above allocation between the stranded cost and deferred tax 

components, the 1999 Ending Stranded Cost Balance will be $1,375,380,051 

$943.026.821 and the 1999 Ending Deferred Tax Balance will be $376.438.350. 

$597,983,204. The Market Value Offset Credit of $234.6 million and the Dcfcn-cd 

Tax Offset Credit of $152.2 million will be applied against these unamortized 

balances as shown in the tabic below. 

($000) 

1999 Ending CTC Balance 1,375,380 

Market Value Offset Credit (214,644) 

2000 Beginning CTC Balance 1,160,736 

1999 Ending DT Balance 597,983 

Deferred Tax Offset Credit (152,228) 
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2000 Beginning DT Balance 445,755 

F . Post-Auction C T C Design 

Based on the above reconciliation of the year 2000 starting bal-

ances(aftcr applying the Market Value Offset Credit and the Deferred Tax Offset 

Credit), the new balances can be reamoitized using the same methodology as 

approved in the Compliance Order.11 

Appendix G (at 9a) sets out 6a) shows the CTC revenue 

requirements12 assuming the Market Value Offset Credit and the Deferred Tax Offset 

Credit arc applied at the beginning of 2000. Again, using the CTC Revenue Require­

ments from the Compliance Order for illustrative pmposcs in 2000 and later that will 

result from targeting he Commission's approved Company average shopping credits 

set out in the Restructuring Order. Appendix G fat 7a) sets out the monthly equivar 

12 

The Compliance Order (at 15-16) requires Duquesne to calculate CTC revenue requirements 
that would produce average shopping credits equal to those contained in the Restnicturing 
Order. The resulting Company-wide CTC revenue requirements would be allocated to rate 
classes based on the production cost allocation methodology set out in Duquesne's compli­
ance filing. Similarly, the actual reconciliation of the Pilot CTC revenues for each class 
would be based on the allocation of the total stranded cost and deferred tax balances at the 
beginning of 1999 using the production cost allocators. The annual reconciliation of class 
CTC revenues to class CTC revenue requirements, would be performed on a class specific 
basis with a recalculation of monthly recovery, return and deferred tax amortization based on 
actual sales volumes of that class. Witliin each year, the monthly pro-fonna CTC revenue 
requirements provide for a recovery of stranded costs at a fully grossed-up return of 11% and 
a proportionate amortization of the associated deferred tax balance. Any underrecovery or 
overrecovery resulting from differences between forecast and actual sales for a particular 
class, would result in a lengthening or shortening of the recovery period for such class. 

Originally filed November 5, 1998 as part of Duquesne's revised compliance filing. 
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lent of these CTC revenue requirements (i.e., for 2000 the monthly CTC revenue 

requirement is $309,939,205 divided bv 12. or $25,828,267. Appendix G fat 6a) 

shows how the remaining CTC and deferred tax balances are amortized over the 

remaining transition period. In each year the percentage amoitization of the 

remaining CTC asset and remaining deferred tax balance are equivalent. Using the 

shopping credits from the Commission's Restructuring Order and the sales forecast 

and T&D rates from the most recent Company compliance filing, the CTC and 

Deferred Tax balances are fully amortized by year-end 2006 2005. 
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COMPARISON OF FOOTNOTES 

-FOOTNOTE 1-

The Commission's August 13, 1998 Opinion and Order on Duquesne's compliance 

filing (the "Compliance Order") adopted the Company's proposal for the interim 

CTC charges. Compliance Order at 12. 

-FOOTNOTE 2-

Utility Assets arc those assets divested by Duquesne which have had their book 

values included for purposes of detennining stranded costs. Assets do not include 

assets that have been excluded by the Commission in determining its detennination 

gf stranded costs fergrli.e.. the non-rate base portions of the Brunot Island generating 

units ) arc not and the Phillips generating unit). Proceeds from these excluded assets 

will not be considered as Utility Assets for purposes of determining the Net Auction 

Proceeds. All other generating assets to be auctioned by Duquesne (including the 

assets exchanged with FirstEnergy Coiporation ("FEC")) are included for purposes 

ofdetermining stranded costs and are considered to be Utilitv Assets for purposes of 

the auction. Pursuant to its Agreement in Principle (the "Swap Agreement") to 

exchange certain generating asset with FEC, as filed with the Commission on 
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October 14, 1998, Duquesne will auction the wholly-owned fossil generating assets 

received from FEC ("the "FEC Assets") rather than the partial interests in fossil and 

nuclear generating assets transferred to FEC (the "Transferred Assets"). The sum of 

the sales prices paid by the new owners for the FEC Assets will be included in the 

Net Auction Proceeds. The Transferred Assets will not be auctioned and thus not 

included in the Net Auction Proceeds. However, the book values used in the Com­

mission's administrative determination of stranded costs as of January 1. 1999 will, 

still be used for finally determining stranded costs based on the offset credits to 

stranded costs and to deferred taxes derived from the market values determined in the 

auction. In summarv, book values are based on Duquesne's original generation assets 

and market values are based on the generation assets auctioned. 

-FOOTNOTE 3-

The sales price shall be deemed to be zero for any Utility Asset for which a transfer 

is not completed, whether because no qualifying bids were received or because 

conditions precedent to such a transfer were not satisfied. In the event Duquesne 

receives a qualifying "negative bid" (See Section n.D., E. Qualifying Bids) that 

Duquesne is prepared to accept, the negative bid will be used to reduce the sum of 

the other non-negative sales prices for Utility Assets in determining the Net Auction 

Proceeds. 



-FOOTNOTE 4-

The total includes a negative qualifying bid of $15.0 million for Peny that includes a 

market determination of an additional $5.0 million of required nuclear decommis­

sioning funding in excess of that authorized for recoveiy by the Commission for 

Peny. The sum of the sales prices for all other assets is $515 million, resulting in a 

total sum net tax effect of the implementing the Swap Agreement and auctioning the 

FEC Assets and Duquesne's remaining interest in Cheswick, Elrama. and the 

rate-based portion of Brunot Island, is that the tax basis of all auctioned assets will 

effectively be equal to the tax basis of Duquesne's generating assets as if the Swap 

Agreement had not been implemented. For purposes $500 million. 

-FOOTNOTE 5-

Schcdulc MIK-1, December 1997 Update, Page 2 of the illustrative example, all 

references to the "tax basis of Utility Assets" divested are intended to refer to the tax 

basis of Duquesne's generating assets, including the Transferred Assets, and exclud­

ing the FEC Assets. £7 

-FOOTNOTE 6-

Rcstructuring Order at 123, 128. 
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-FOOTNOTE ? J-

The Compliance Order was issued on August 13th and contains certain calculational 

errors. Duquesne will correct corrected those errors in its revised compliance filing.-

The Stand Alone Base Case in Appendix G (at 2a) reflects the ^and a description of 

the main corrections fhnt nnqnesne will .̂ cck to the Compliance Order is summarized 

here. 

-FOOTNOTE & 6-

For purposes of this summary calculation, the Restructuring Order's understatement 

of deferred tax balances by $38.88 million has been attributed solely to Generating 

Plan Book. Duquesne took exception to this computational error in the Merger 

Compliance Filing. Page 2, note 2 clearly states that "Appendix A [to the Compli­

ance Filing] also provides a description and break-down of the correct deferred tax 

balance associated with the Commission's administrative detennination of stranded 

costs, while excluding the deferred taxes associated with disallowed cost items, 

including BI and Phillips. The Final Order does not explain how the deferred tax 

balance contained in Appendix D was derived, but it is not correct." The relevant 

pages of Appendix A to the Compliance Filing are reproduced here in Appendix G 

(at 4a-4e) 3a-3c). The difference between the Commission's undocumented $493,345 

million deferred tax balance and Duquesne's detailed calculation of $532,188 million 
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(Appendix G at 4 ^ ^ ! is $38.88 million, as adjusted for the 99.9% PA jurisdictional 

factor. 

-FOOTNOTE 9 Z-

The Commission recognizes that the divestiture may not be accomplished by January 

1, 1999 and requires that the actual stranded utility generation value be reconciled. 

See Restructuring Order at 81-82. 

-FOOTNOTE 8-

Restructuring Order at 192. 

-FOOTNOTE +0 2-

This assumes the closing occurs at year-end 1999. An earlier or later closing would 

require a different adjustment. The values at year-end 1998, 1999 and 2000 can be 

used to interpolate the adjustment i f the closing of the auction occurs earlier in 

calendar future value of $352.59 million would be discounted for the actual number 

of days between January 1. 1999 ̂  or later in calendar year 2000. 

•FOOTNOTE 11-
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Under the Stand Alone Base Case a 1999 beginning stranded cost balance date(s) of 

$1,502 closing at an annual rate of 7.29%. 

-FOOTNOTE 10-

After application of the 99.9% PA jurisdictional allocation, the actual reduction in 

stranded costs is $396.29 million and the reduction in the associated deferred tax 

balance of $653 is $211.65 million must be recovered through the CTC. 

•FOOTNOTE 12-

Compliancc Order at 15-16. 

-FOOTNOTE -B-U-

The Compliance Order provides that Duquesne'sf at 15-16) requires Duquesne to 

calculate CTC revenue requirements that would produce average CTCs must be 

recalculated, adjusting for the new treatment of dcfcn-cd taxes, the disallowance of 

the ECR roll-in and the recalculation of T&D rates, in order to produce the same 

shopping credits as equal to those contained in the Restructuring Order. This may 

require an extension of the recoveiy period and will result in different year-to-year 

CTC revenue requirements. 
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-FOOTNOTE 14-

For purposcg of the example, wc have assumed the total CTC Revenue Requirements 

arc constrained to the values set out in the Commission Shopping Credit table to the 

Compliance Order. The resulting Company-wide actual constraints will be deter­

mined in Duquesne's next Compliance Filing. 

•FOOTNOTE 15-

Aftcr application of the credits, the actual CTC revenue requirements would be 

recalculated to produce average shopping credits on a company-wide basis equal to 

those in the Restructuring Order. The resulting annual CTC revenue requirements 

would be allocated to rate classes based on the production cost allocation methodol­

ogy set out in Duquesne's Duquesne's compliance filing. Similarly, the actual 

reconciliation of the Pilot CTC revenues for each class would be based on the 

allocation of the total stranded cost and deferred tax balances at the beginning of 

1999 using the production cost allocators. The annual reconciliation of class CTC 

revenues to class CTC revenue requirements (as determined after the application of 

the above credits), would be performed on a class specific basis with a recalculation 

of monthly recovery, return and deferred tax amortization based on actual sales 

volumes of that class. Within each year, the monthly pro-forma CTC revenue 

requirements provide for a recovery of stranded costs at a fully grossed-up return of 

23 



11 % and a proportionate amoitization of the associated deferred tax balance. Any 

underrecovery or overrecovery resulting from differences between forecast and 

actual sales for a particular class, would result in a lengthening or shortening of the 

recovery period for such class. 

-FOOTNOTE 12-

Originally filed November 5. 1998 as part of Duquesne's revised compliance filing. 

COMPARISON OF FOOTERS 

-FOOTER 1-

213357.01 213360.01-D.C. Server 1A Draft November 20, 1998 - 3: 3e-31_PM 
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Stranded Cost Allowance 
with Associated Deferred Taxes 

(SMiliions) 

Stand Alone Base Case 

Appendix G Page l a 

Unrevised formerly Page 2a 

Duquesne Light Restructuring 

Cateoorv/ltem: 

Book Value: 
Generating Plant Book Value 
Beaver Valley 2 Lease PV 
M&S Fuel Related Sunk Costs 
Working Capital 
Costs Independent of Operation 

Generation Market Value 
Merger Savings 
Total Stranded Generation: 

Deferred Taxes 

$ 411.34 
$ 213.01 

$ (78.69) 
$ 

$ 545.66 

Decommissioning: 
Nuclear Decommissioning 
Fossil Decommissioning 
Total Decommissioning 

Regulatory Assets: 
FAS 109 (including Plant reversal) 
Post '05 Unamortized Debt Costs 
Pre '06 Unamortized Debt Costs 
Deferred Rate Synch. (Early Window) 
Deferred Employee Costs 
Deferred Nuclear Maintenance 
US DOE Decommissioning 
Deferred Coal Costs 
Deferred Caretaker Costs 
Pre-Accrued Nuclear Outage 
BV2 Training Costs 
Low Level Radioactive Waste 
Coal Cost Equalization 
Transition Costs 
SFAS 106 Deferral 
Deferred Fuel Costs 
Other Regulatory Assets 
Consumer Education 
Sale-Leaseback Tax Effect (Gain) 
Deferred Rate Synch. Costs 
BV2 Tax Effect 

Total Regulatory Assets: 

PA Jurisdictional % (1-FERC Allocation) 

TOTAL STRANDED, STAND ALONE 

WITH JURISDICTIONAL ALLOCATION 

•$ 57.48 
$ 10.67 
$ 6.82 
$ 1.87 

$ 1.35 
$ 2.33 

$ 0.84 

$ 7.51 
$ 1.40 
$ 17.73 

$ 108.00 

99.900% 

$653.012 | 

Amount 

852:03 
300.35 

61.53 

$ (110.95) 
$ 
$ 1,102.96 

$ 42.96 

42.96 

179.00 
18.67 
9.61 

23.50 
14.24 
1.90 
3.25 

1..58 
2.27 
0.12 

10.59 
1.97 

25.00 
0.53 

10.00 
55.13 

0.17 

$ 357.53 

99.900% 

$ 1,501.948 



Appendix G Page 2a 
Unrevised formerly Page 3a 

Stranded Cost Allowance 
(SMiliions) 

Duquesne Ught Restructuring 

Cateoorv/ltem; 

Book Value: 
Generating Plant Book Value 
Beaver Valley 2 Lease PV 
M&S Fuel Related Sunk Costs 
Wortdng Capital 
Cods Independent of Operation 

Generation Market Value 
Merger Savings 

Trtart Stranded Genemtion: 

PocommhErionino; 

Amount 

Nudear Dooommlasionlng 
Fossil Decommissioning 
Total Decommissioning 

FAS 109 (tnduding Plant revenal) 
Post VS Unamortized Debt Costs 
Pre tie Unamortized Debt Costs 
Deferred Rate Synch. (Early Window) 
Def ai rad Employee Corts 
Deferred Nudear Maintenance 
LIS DOE Decommissioning 
DefefTsd Coal Cosas 
Defened Caretaker Costs 
Pre-Accnied Nudear Outage 
BV2 Training Costs 
Low Levd Radioactive Waste 
Coal Cost Equalization 
Transition Costs 
SFAS 106 Deferral 
Defened Fuel Costs 
Othor Regulatory Assets 
Consumer Education 
BahHlMsebatk Tax Effect (Gain) 
Deferred Rate Synch. Costs 
BVZTax EfTed 

TotelReaultO'Vr-'TtTT 

PA Jurtsdidional % (1-FERC ADocaUdn) 

TOTAL STRANDED, WITH MERGER ANO JURfSOtCTIONAl ALLOCATION 

s 652.03 

s 300.35 

s 61.53 

(110.95) 

s (152.28) 
« 950.68 

42.06 

s 42.96 

$ 179.00 
$ 18.67 

s 9.61 
» 23.50 

s 14.24 

s 1.90 

s 3.25 

s 1.58 

s 2 27 

s 0.12 
$ 10.59 
$ 1.97 

s 6.73 
s 0.53 
$ 10.00 
$ 55.13 

s 0.17 

s 339.26 

99.900% 

fS 1.391.667 
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Unrevised formerly Page 4a 

Discussion re: Deferred Taxes in PaPUC Decision 

The May 29, 1998 Opinion and Order of the Commission determined and allowed 
recovery of stranded costs for Duquesne in the amount of $1,331,567,100 in the event 
the merger with Allegheny is consummated. Attachment B to the Order summarizes the 
individual components of stranded costs (net of tax) allowed by the Commission under 
the merger case. Attachment D to the Order identifies a Deferred Tax Principal balance 
of $493,344,701 associated with this stranded cost determination. The Order contains no 
equivalent breakout of the individual components of the deferred tax total comparable to 
that of stranded costs presented in Attachment B. 

The April 13,1998 Exceptions of Duquesne to the ALJ Recommended Decision included 
an Appendix B that presented a Revised Exhibit No. DJC-10 summarizing the stranded 
cost recommendations of Duquesne, the OCA and the ALJ. Appendix B presented both 
Gross and Net stranded cost components, and the deferred tax balances associated with 
each component. 

Duquesne believes the Commission has referred to the component breakout presented in 
Appendix B to Duquesne's Exceptions in deriving the deferred tax total presented in 
Attachment D to the Order. However, the Company has been unable to replicate the 
derivation of the Order's $493,344,701 deferred tax balance. 

The attached table "Stranded Cost Allowance with Associated Deferred Taxes" is based 
on Attachment B to the Commission's Order and Appendix B of Duquesne's Exceptions. 
The table presents an associated deferred tax balance for each component allowed by the 
Commission in the merger case. These balances are based on the deferred tax 
recommendations of the ALJ (for components allowed by the Order) as set out in Revised 
Exhibit No. DJC-10, except as otherwise shown in the Notes on Deferred Taxes below. 

i t , 
Notes on Deferred Taxes: 

• 1) Thebalanceof$411.34MMreflectsanadditionof$2.56MM(totheALJ'sbalance . 
of $408.78 MM) for deferred taxes associated with the Warwick Mine plant balance, 
that was allowed by the Order, but not included in the ALJ's recommended decision. 
Note that deferred taxes associated with Brunot Island and Phillips were not included 
in the ALJ balance of $408.92 MM. See Note ALJ-1, Appendix B, DLC Exceptions. 

.<;]}'; 2) The Order determined a generation market value of $110.95 MM, less than the 
: $286.03 MM value recommended by the ALJ. In Appendix B, the associated 

reduction in the deferred taxes associated with the ALJ's recommended market value 
| f is $202.86 MM. Duquesne has calculated an inputed reduction of $78.69 MM for the 
• • Order's market value based on a tax rate of 41.4935%. 

3) The Order has adopted the OCA's recommended value for certain Regulatory Assets. 
The deferred tax balances reflect the OCA's values shown in Appendix B, DLC 
Exceptions. 

•'; 4) The deferred taxes associated with the Deferred Fuel Costs reflect the Order's value 
of $6.73 MM and have not been updated through May 29, 1998. 
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Stranded Cost Allowance 
wtth Associated Deferred Taxes 

(SMiliions) 

Appendix G Page 3b 
Unrevised formerly Page 4b 

Duquesne Ughftlestructurlng 

Cateoorv/ftefn. 

Book Value: 
Generating Plant Book Value (1) 
Beaver Valley 2 Lease PV 
M&S Fuel Related Sunk Costs 
Working Capital 
Costs Independent of Operation 

Generation Market Value (2) 
Merger Savings 
Total Stranded Generation: 

Decommlaatonlnq: 
Nuclear Decommissioning 
Fossil Decommissioning 

Total Decommissioning 

Regulatory Assets: 
FAS 109 (including Plant reversal) 
Post "05 Unamortized Debt Costs (3) 
Pre '06 Unamortized Debt Costs (3) 
Deferred Rate Synch. (Early Window) 
Deferred Employee Costs 
Deferred Nudear Maintenance 
US DOE Decommissioning 
Deferred Coal Costs 
Deferred Caretaker Costs 
Pre-Accrued Nudear Outage 
BV2 Training Costs 
Low Level Radioactive Waste 
Coal Cost Equalization 
Transition Costs 
SFAS 106 Deferral (3) 
Deferred Fuel Costs (4) 
Other Regulatory Assets 
Consumer Education 
Sale-Leaseback Tax Effect (Gain) 
Deferred Rate Synch. Costs 
BV2 Tax Effect 

Total Regulatory Assets: 

PA Jurisdictional % (1-FERC Allocation) 

TOTAL STRANDED, WITH MERGER 
AND JURISDICTIONAL ALLOCATION 

Deferred Taxes 

$ 411.34 
$ 213.01 

$ (78.69) 
$ (107.99) 

$ 437.67 

57.48 
10.67 
6.82 
1.87 

1.35 
2.33 

0.84 

$ 7.51 
$ 1.40 
$ 4.78 

$ 95.05 

99.900% 

$532.188 I 

Amount 

$ 852.03 
$ 300.35 

$ 61.53 

$ (110.95) 
$ (152.28) 

$ 950.68 

s 42.96 

$ 42.96 

$ 179.00 
$ 18.67 
$ 9.61 
$ 23.50 
$ 14.24 
$ 1.90 
$ 3.25 

s 7.58 
$ 2.27 
$ 0.12 
$ 10.59 
$ 1.97 
$ 6.73 
$ 0.53 
$ 10.00 
$ 55.13 

$ 0.17 

$ 339.26 

99.900% 

1* 1,331.567 



APPENDIX B 
Revised Exhibit No. DJC-10 

(w/Gross and Def. Tax) 
(All PV Amounts) 

Generating Plant 

Net Book Value of Gen. Plant 
Working Capital 
M&S and Fuel-Related Sunk Costs 
PV of BV2 Lease Expense (1) 
Net Book Value 
P V of Decommissioning 
PV of Costs Independent of Operation 
Estimated Market Value 

Stranded Generating Plant 

Regulatory Assets 

SFAS 109 
Post-2005 - Unamortized Debt Cost 
Pre-2006 - Unamortized Debt Cost 
Deferred Rate Sync. Costs 
Deferred Employee Costs 
Deferred Nudear Maintenance 
OOE Decom and Oecon. 
Deferred Coal Costs 
Deferred Caretaker Costs 
BV2 Training Costs 
Low Level Rad. Waste 
Coal Cost Equalization 
Other 
Pre-Accrue Nuclear Outages 
J3rfi on Sale/Leaseback 
Deferred Rate Sych. Costs (Tax) 
BV-2 (Tax) 
Deferred Fuel Cost 
Transition Costs 
SFAS 106 
SFAS 109 Plant 

Total Regulatory Assets 

Total Stranded Cost (Standalone) 

Merger Savings 

DLCo 
Gross Def. Tax Net Gross' 

Si ,570.53 $452.92 $917.61 $1,365.94 
0.00 O.OO 0.00 61 53 

'41.11 0.00 41.11 0.00 
475.57 197.33 27824 513.36 

1.887.21 650.25 1,236.96 1.940.83 
123.90 0.00 123.90 44.47 
208.23 0.00 208.23 0 
(46.83) (19.43) (27,40) (511.17) 

2,172.51 630.82 1.541.69 1.474.13 

Duquesne Light Company 

Total Stranded Cost Determination 
As of December 31,1998 

($ Millions) 

OCA 
Dei-Tax 

$452.92 
0.00 
0.00 

21 i f l l 
665.93 

0 
0 

(212J0) 
453.83 

$57.48 
10.67 
6.82 
1.95 
0.00 
1.35 
2.40 
0.00 
0.00 
0.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
O.OO 
4.92 
7.61 
1.40 
0.00 

95.44 

$236.48 $57.48 $179.00 $236.48 
29.92 10.88 19.04 29.34 
16.76 6.96 9.80 16.43 
25.37 1.87 23.50 26.52 
13.83 0.00 13.83 14.24 
3.25 1.35 1.90 3.25 
5.58 2.33 3.25 5.74 

13.50 0.00 13.50 0.00 
6.77 2.85 3.92 0.00 
2.42 0.84 1.58 2.42 
2.27 0.00 2.27. 2.27 
0.12 0.00 0.12 0.12 
0.53 0.00 0.53 0.53 

17.60 7.31 10.29 0.00 
55.13 0.00 55.13 55.13 
0.21 0.00 0.21 0.22 
0.17 0.00 0.17 0.17 

11.51 4.78 6.73 11.84 
18.10 7.51 10.59 18.20 
3.28 1.36 1.92 3.37 
0.00 0.00 0.00 0.00 

462.80 105.52 357.28 426.27 

$2,635.31 $736.34 $1,898.97 $1,900.40 

0.00 0.00. ^ (260.27) 

-'--7 

Net 

$913.02 
61.53' 
0.00 

2Q0.25 
1.274.90 

44.47 
0.00 

(299,07) 
1,020.30 

$549.27 $1,351..13 

Gross 

$1,257.33 
61.53 
41.11 

1.873.33 
44.47 

208.23 

\mm 
1,637.14 

ALJ 
Def. Tax 

$408.78 
0.00 
0.00 

21X01 
621.79 

0:00 
0.00 

(2Q2Jfi) 
418.93 

Net Notes 

$848.55 (ALJ-1) 
'61.53 (AU-2) 
41.11 (AU-3) 

m 3 5 {AU-4) 
1,251.54 

44.47 (ALJ-5) 
208 23 (ALJ-6) 

(286.03) <AU-7) 
1.218.21 

$179.00 $236 48 $57.48 $179.00 (ALJ-8) 
18.67 29.92 10.88 19.04 (ALJ-9) 
9.61 16.76 6.96 9.80 (AU-9) 

24.57 25.37 1.87 23.50 (ALJ-10) 
14.24 13.83 0.00 13.83 (ALJ-10) 

1.90 325 1.35 1.90 
3,34 5.58 2.33 3.25 (AU-10) 
0.00 0.00 0.00 0.00 (ALJ-11) 

0.00 0.00 0.00 0.00 (ALJ-12) 
1.58 2.42 0.84 1.58 
2.27 2.27 0.00 2.27 
0.12 0.12 0.00 0.12 
0.53 0.53 0.00 0.53 
0.00 17.60 7.31 10.29 (ALJ-13) 

55.13 55.13 0.00 55.13 
0.22 • 0.21 0.00 0.21 (ALJ-10) 
0.17 0.17 0.00 0.17 
6.92 11.51 4.78 6.73 (ALJ-10) 

10.59 18.10 7.51 10.59 (ALJ-14) 
1.97 0.00 0.00 0.00 (ALJ-15) 
0.00 0.00 0.00 0.00 (AU-16) 

330.83 439.25 101.31 337.94 

$2,076.39 $520.24 $1,556.15 
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Stranded Cost Allowance 
with Associated Deferred Taxes 

($Millions) 

Stand Alone Base Case 

Appendix G 
Revised Page 4a 

Duquesne Light Restructuring 

Category/Item: 

Book Value: 
Generating Plant Book Value 
Beaver Valley 2 Lease PV 
M&S Fuel Related Sunk Costs 
Working Capital 
Costs Independent of Operation 

Generation Market Value 
Offset Credit 
Total Stranded Generation: 

Deferred Taxes 

$ 411.34 
$ 213.01 

$ (78.69) 
$ (154.39) 

$ 391.28 

Decommissioning: 
Nuclear Decommissioning 
Fossil Decommissioning 

Total Decommissioning 

Amount 

852.03 
300.35 

61.53 

(110.95) 
(217.69) 

$ 885.27 

42.96 

42.96 

FAS 109 (including Plant reversal) $ - $ 
Post '05 Unamortized Debt Costs $ 10.67 $ 18.67 
Pre '06 Unamortized Debt Costs $ 6.82 $ 9.61 
Deferred Rate Synch. (Early Window) $ 1.87 $ 23.50 
Deferred Employee Costs - $ 14.24 
Deferred Nuclear Maintenance $ 1.35 $ 1.90 
US DOE Decommissioning $ 2.33 $ 3.25 
Deferred Coal Costs - -
Deferred Caretaker Costs -
Pre-Accrued Nuclear Outage - -
BV2 Training Costs $ 0.84 $ 1.58 
Low Level Radioactive Waste - $ 2.27 
Coal Cost Equalization - $ 0.12 
Transition Costs $ 7.51 $ 10.59 
SFAS 106 Deferral $ 1.40 S 1.97 
Deferred Fuel Costs $ 17.73 $ 25.00 
Other Regulatory Assets - $ 0.53 
Consumer Education - $ 10.00 
Safe-Leaseback Tax Effect (Gain) - $ 55.13 
Deferred Rate Synch. Costs - -
BV2 Tax Effect - s 0.17 

Total Reaulatorv Assets: $ 50.52 $ 178.53 

PA Jurisdictional % (1-FERC Allocation) 99.900% 99.900% 

TOTAL STRANDED, STAND ALONE $441,358 | $ 1,105.658 
WITH JURISDICTIONAL ALLOCATION 



First Year Pilot Revenues 

Revenue 
Requirements 

Allocation of 
Pilot Revenues 

Average Monthly CTC $ 23,014,218 80.97% $ 23,014,218 
Average Monthly Deferred Tax $ 5.409,951 19.03% $ 5,409,951 

Tolal Monthly $ 28,424,169 100.00% $ 28,424,169 

Tolal CTC Revenue Requirement: Return Of & On Stranded Cosls + Return Of Unamortized Cost Deferred Tax Balance 
Tolal Monlhly CTC Revenues based on Pilot Credit Average Residual CTC of $0.027246. 

Deferred Tax $ 441.357,762 
Stranded $ 1.105,658,356 Stranded 

Stranded Deferred Tax Cost Deferred Tax Total Monthly 

Monlh Monthly kwh Beg. of Month Beg. of Month Revenues Revenues CTC Revenues Def Tax % Stranded % Return % Amorl % 

1 1,043,241,887 $ 1,105,658,356 $ 441,357,762 $ 23,206,396 $ 5.217,772 $ 28.424,169 18.36% 81.64% 35.66% 45.99% 

2 1,043,241,887 $ 1,092,587,161 S 436,139,990 $ 23,172,212 $ 5.251,956 $ 28.424.169 18.48% 81.52% 35.24% 46.29% 

3 1,043,241,887 $ 1,079.430,331 $ 430.888,034 $ 23.137,805 $ 5,286.364 $ 28,424,169 18.60% 81.40% 34.81% 46.59% 

4 1,043,241,887 $ 1.066.187.304 $ 425,601.670 $ 23,103,171 $ 5,320,997 $ 28,424,169 18.72% 81.28% 34.38% 46.90% 

5 1.043,241,887 $ 1.052,857.517 $ 420.280.673 $ 23,068.311 $ 5,355,858 $ 28,424,169 18.84% 81.16% 33.95% 47.20% 

6 1,043,241,887 $ 1,039,440,400 $ 414,924.815 $ 23,033,222 $ 5,390,946 $ 28,424,169 18.97% 81.03% 33.52% 47.51% 

7 1,043,241,887 $ 1,025,935,381 $ 409,533,869 $ 22.997,904 $ 5.426,265 $ 28,424,169 19.09% 80.91% 33.09% 47.82% 

8 1,043,241.887 $ 1,012,341,885 $ 404,107,604 $ 22,962,354 $ 5,461,815 $ 28.424,169 19.22% 80.78% 32.65% 48.14% 

9 1,043,241.887 $ 998.659,332 $ 398,645,789 $ 22.926,571 $ 5,497.598 $ 28,424,169 19.34% 80.66% 32.21% 48.45% 

10 1.043,241.887 $ 984.887.138 $ 393,148,192 $ 22.890.554 $ 5,533,615 $ 28,424,169 19.47% 80.53% 31.76% 48.77% 

11 1.043,241,887 $ 971,024.716 $ 387.614,577 $ 22,854.301 $ 5,569,868 $ 28,424,169 19.60% 80.40% 31.32% 49.09% 

12 1.043,241,887 $ 957,071.475 $ 382,044,709 $ 22,817,810 $ 5,606,359 $ 28,424,169 19.72% 80.28% 30.87% 49.41% 

Ending Deferred Tax Balance $ 376,438,350 
Ending Stranded Balance $ 943.026.821 

Month Return Recovery Ending Balance 

1 $ 10,135,202 $ 13,071,195 $ 1,092,587.161 
2 $ 10,015.382 $ 13,156,830 $ 1,079,430,331 
3 $ 9,894.778 $ 13,243,027 $ 1,056,187,304 
4 $ 9,773,384 $ 13.329,788 $ 1,052.857,517 
5 $ 9,651,194 $ "13,417,117 $ 1,039,440,400 
6 $ 9,528,204 $ 13,505,019 $ 1,025.935.381 

7 $ 9,404.408 $ 13,593,496 $ 1.012.341,885 
8 $ 9.279,801 S 13,682,553 $ 998.659,332 
9 $ 9,154,377 $ 13,772.194 $ 984,887,138 

10 $ 9,028,132 $ 13,862,422 $ 971,024,716 
11 $ 8,901,060 $ 13,953.241 $ 957.071,475 
12 $ 8.773,155 $ 14,044,655 $ 943.026,821 
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Duquesne Light Company 

CTC, T&D and Shopping Credit in Cents per kwh 

Pre-Tax Return: 11.00% 

kwh consumed (1) 
CTC Revenue 

Requirement (2) 
CTC Rate T&D Bundled Rate 

With GRT (3) Rate (4) Today (5) 

12,518,902,647 $ 341,090,023 

13,396,867,288 $ 309,939,205 

13,617,281,321 $ 303,322,219 

13,845,460,353 $ 296,492,227 

14,082,528,386 $ 288,106,000 

14,331,562,413 $ 278,129,767 

2.85 

2.42 

2.33 

2.24 

2.14 

2.03 

1.89 

2.140 

2.140 

2.140 

2.140 

2.140 

2.140 

2.140 

8.78 

8.78 

8.78 

8.78 

8.78 

8.78 

8.78 

Shopping 

Credit (6) 

3.79 

4.22 

4.31 

4.40 

4.50 

4.61 

4.75 14,587,560,447 $ 263,573,878 

Notes: 

(1) OCA's retail kWh for 1999 (PaPUC-mandated level). Thereafter, Duquesne's sales forecast was used. 

(2) CTC collections in 1999 are calculated as a residual using methodology from the pilot. Thereafter, the CTC rates (post-auction) are 

set at levels to produce shopping credits in the May PaPUC order. The length of the CTC recovery period will be shortened or 

lengthened dpending on the results of Duuesne's auction of generating assets and actual retail sales. 

(3) GRT Gross up is 1/(1-GRT), or 1.0460251, to refect payment of the portion of the GRT on the GRT revenue receipt. 

(4) Figures are illustrative beyond June 2001 when the cap on non-generation charges expires. 

(5) The ECR roll-in in bundled rates is based on the PaPUC-mandated level of fuel and purchased power costs of $12.80 per MWH. 

(6) Shopping credits in 1999 are based on the pilot methodology. Thereafter, shopping credits (post-auction) are set at levels consistent 

with the May PaPUC Order. Shopping credits include energy and capacity, T&D losses, ancillary services, and GRT. 73 
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Post-Auction CTC Calculation 

Appendix G 
Revised Page 7a 

Total CTC Revenue Requirement: Return Of & On Stranded Costs + Return Of Unamortized Cost Deferred 
After Market Value Offset Credit and Deferred Tax Offset Credit 

Tax Balance 

Deferred Tax S 376,438,350 Monthly Return'. Annual Return: 
Stranded $ 943,026.821 Stranded 0,9167% 11.000% 

Stranded Deferred Tax Cost Revenue Deferred Tax Total Monthly 
Montfi Monthly kwh E eg. of Month E eg. of Month Requirement Revenue Req. Revenue Req. 

13 1.116.405,607 $ 943,026.821 $ 376.438,350 $ 20,925.779 S 4,902,488 $ 25,828,267 
14 1,116,405,607 S 930,745,454 S 371,535,862 $ 20,893,661 $ 4,934,606 S 25,828,267 
15 1,116,405,607 S 918,383,626 $ 366,601,256 3 20,861,332 $ 4,966,935 $ 25,828,267 
16 1,116,405,607 S 905,940,811 $ 361.634,321 S 20,828,791 $ 4,999,476 S 25,828,267 
17 1.116,405,607 $ 893,416,477 $ 356,634,845 S 20,796,038 $ 5,032,229 S 25,828,267 
18 1.116,405,607 $ 880,810,090 S 351,602,616 s 20,763.069 $ 5,065,196 $ 25,828,267 
19 1,116,405,607 S 868,121,113 S 346,537.418 s 20,729,885 $ 5,098,382 S 25,828,267 
20 1,116,405,607 s 855,349,005 $ 341,439,036 s 20,696,463 $ 5,131,784 $ 25,828,267 
21 1.116,405,607 $ 842,493,222 $ 336,307,252 s 20.662,862 s 5,165,405 $ 25,828,267 
22 1,116,405,607 $ 829,553,214 $ 331,141,847 $ 20,629,021 £ 5,199.246 $ 25,828,267 
23 1.116,405,607 s 816,528,430 $ 325,942,601 $ 20,594.959 S 5,233,308 s 25,828,267 
24 1,116,405,607 s 803,418.315 $ 320,709,293 $ 20,560,673 S 5,267,594 s 25,828,267 
25 1,134.773,443 s 790,222,310 $ 315,441,699 $ 20,132,064 $ 5,144,788 s 25,276,852 
26 1.134,773,443 s 777,333,950 S 310,296,911 s 20,098,368 $ 5,178,493 s 25,276,852 
27 1.134,773,443 $ 764,361,154 S 305,118,418 $ 20,064,431 S 5,212,420 s 25,276,852 
28 1,134,773,443 $ 751,303.366 $ 299,905,998 s 20,030,283 $ 5,246,569 $ 25,276,852 
29 1.134,773,443 $ 738,160,031 $ 294.659.429 s 19,995,910 $ 5,280,942 $ 25,276,852 
30 1.134,773,443 s 724,930,588 $ 289.378,487 s 19,961.312 $ 5,315.540 s 25,276,852 
31 1,134.773,443 $ 711.614,473 S 284.062,947 $ 19,926,488 S 5,350,364 25,276,852 
32 1,134.773,443 $ 698,211,118 $ 278,712,583 $ 19,89.1.435 s 5,385,417 s 25,276,852 
33 V 134,773,443 $ 684,719,952 S 273.327,167 s 19,856,153 s 5,420,699 $ 25,276,852 
34 1.134.773,443 s 671,140,399 S 267,906.468 s 19,820,639 5,456,212 $ 25.276,852 
35 1.134,773,443 s 657.471,830 S 262.450,255 $ 19,784,893 s 5,491,959 $ 25,276,852 
36 1,134,773,443 s 643,713,812 $ 256,958,297 s 19,748.913 $ 5,527.939 $ 25,276,852 
37 1,153,788,363 $ 629.865,610 S 251,430,358 s 19,305.912 s 5,401.774 $ 24,707,686 
38 1,153,788,363 s 616,333,466 $ 246,028,584 s 19,270.522 s 5,437,163 $ 24,707,686 
39 1,153.788,363 s 602.712,667 S 240,591.420 s 19,234.901 s 5,472,785 $ 24,707,686 
40 1,153.788,363 s 589.002,633 S 235,118,635 s 19.199.046 s 5,508.639 $ 24,707,686 
41 1,153,788,363 $ 575,202.777 $ 229.609,996 $ 19,162,957 $ 5,544,729 $ 24,707,686 
42 1.153,788.363 s 561,312,513 $ 224,065,267 $ 19,126,631 $ 5,561,055 $ 24.707,686 
43 1,153,788,363 $ 547,331,247 $ 218,484,212 s 19,090,067 s 5,617.619 s 24,707,686 
44 1,153,788,363 s 533,258,384 $ 212,866,593 s 19,053,263 s 5,654.423 $ 24,707.686 
45 1,153.788,363 s 519,093.323 s 207,212,170 $ 19.016,218 s 5,691,467 $ 24,707,666 
46 1,153.788,363 s 504.835.460 S 201,520,703 s 18,978,931 s 5,723,755 s 24,707,686 
47 1,153,788.363 s 490.484.187 S 195,791,948 s 18,941,399 s 5,766,286 s 24,707,686 
48 1,153,788.363 s 476.038,893 S 190,025,662 s 18,903,622 $ 5,804,064 24.707,686 
49 1,173,544,032 s 461,498.961 S 184.221.598 s 18,366,124 s 5,642,709 s 24.008,833 
50 1.173,544,032 s 447,363,244 $ 178.578,889 $ 18,329,156 s 5,679,677 s 24.008.833 
51 1,173,544,032 s 433,134,918 S 172.899.212 $ 18,291,946 s 5.716,887 $ 24,008,833 
52 1,173,544,032 s 418,813.375 S 167,182,324 s 18,254,492 s 5.754,341 s 24,008,833 
53 1,173,544,032 s 404.398.005 S 161,427,983 s 18,216,793 s 5,792.040 s 24,008,633 
54 1.173.544,032 s 389.888.194 S 155,635,943 s 18,178,847 $ 5,829,987 $ 24,008.833 
55 1.173,544.032 s 375.283,322 $ 149,805,956 s 18.140,652 $ 5,868,182 s 24.008.833 
56 1.173,544.032 s 360,582,768 S 143,937,775 18,102,207 $ 5,906,627 s 24.008,833 
57 1,173.544.032 s 345,785,903 S 138,031,148 s 18,063,510 $ 5,945.324 s 24,008.833 
58 1,173,544,032 s 330.892,097 S 132,085,825 s 18,024.559 $ 5,984,274 $ 24,008,833 
59 1,173,544,032 s 315,900,716 S 126,101.550 s 17,985.354 s 6.023,480 s 24,008,833 
60 1,173,544,032 s 300,811.119 S 120.078.071 s 17.945,891 s 6,062,942 $ 24,008,833 
61 1.194,296.868 s 285.622.663 s 114,015,128 s 17.311,999 $ 5,865,482 s 23,177,481 
62 1.194,296.868 $ 270.928,872 s 108,149.647 s 17,273,571 $ 5.903,909 s 23,177,481 
63 1,194,296,868 $ 256,138,815 $ 102,245,738 s 17,234,892 s 5,942.588 $ 23,177.481 
64 1.194.296,868 $ 241,251,862 $ 96,303,149 s 17,195.960 $ 5,981,521 $ 23.177.481 
65 1,194,296,868 s 226,267,377 $ 90.321,629 $ 17.156,772 s 6,020,708 $ 23,177,481 
66 1,194,296,868 s 211,184,723 $ 84.300,920 s 17.117,328 $ 6,060,153 $ 23,177,481 
67 1.194,296,868 s 196,003.255 s 78,240,767 s 17,077,625 $ 6,099,856 $ 23,177,481 
68 1.194,296.868 s 180,722,327 s 72,140,912 s 17,037.662 $ 6,139,819 s 23,177,481 
69 1.194,296.868 s 165.341,286 s 66,001.093 s 16,997.437 s 6.180.043 $ 23,177.481 
70 1,194,296.868 s 149,859,477 s 59,821.050 s 16,956,949 s 6.220,532 s 23,177.481 
71 1,194,296.868 s 134,276,240 $ 53,600.518 s 16,916.196 6.261,285 s 23,177.481 
72 1,194,296,868 s 118,590,910 $ 47.339,233 s 16,875,175 s 6.302,306 s 23,177,481 
73 1.215,630.037 s 102,802.819 s 41,036,928 s 15.966,957 5,997,533 s 21,964,490 
74 1,215.630,037 s 87,778.221 s 35,039.394 s 15.927,664 s 6,036,826 s 21.964,490 
75 1.215.630,037 s 72,655.191 s 29,002,569 s 15,888,114 $ 6,076,376 s 21,964,490 
76 1.215.630.037 s 57,433.082 s 22,926.193 s 15.848.305 s 6,116.185 s 21,964,490 
77 1,215,630.037 s 42,111,247 s 16,810,008 s 15,808.235 s 6.156,255 21,964,490 
78 1,215,630,037 s •26,689,032 5 10,653,753 s 15,767,903 s 6.196,587 s 21,984,490 
79 1,215.630,037 $ 11,165.779 s 4.457,166 s 15,727,306 s 6,237,184 s 21.964,490 
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T O R O N T O 

Mr. James J. McNulty 
Secretary 
Pennsylvania Public Utility Commission 
North Office Building 
North St. & Commonwealth Ave. 
Harrisburg, PA 17105-3265 

RECEIVED 
NOV 24 1998 

PA PUBLIC UTILITY COMMISSION 
SECRETARY'S BUREAU 

Re: Duquesne Light Company 
Docket No. R-00974104 

Dear Mr. McNulty: 

Enclosed is an original and nine copies of Duquesne Light Company's 
Limited Supplemental Reply Comments to Further Comments of Green Mountain 
Energy Resources regarding Stand-Alone Restmcturing Plan. I also have enclosed 
two additional copies and request that your office time-stamp them and return them 
in the enclosed self-addressed, stamped envelope. 

Thank you for your assistance in this matter. 

Sincerely, 

Victor A. Contract 
Counsel to Duquesne Light Company 

Enclosure 
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RECEIVED 
NOV 24 1998 

BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY CO 

JRETARY'S BUREAU 

Pennsylvania Public Utility 
Commission, 

v. 
Duquesne Light Company 
Application to approve 
restructuring plan pursuant 
to 66 Pa. C.S. § 2806(d) 

Docket No.R-00974104 

LIMITED SUPPLEMENTAL REPLY COMMENTS OF DUQUESNE LIGHT 
COMPANY TO FURTHER COMMENTS OF GREEN MOUNTAIN EN­

ERGY RESOURCES ON THE SUPPLIER TARIFF THIRD COMPLIANCE 
FILING OF DUQUESNE LIGHT COMPANY STAND-ALONE RESTRUC­

TURING PLAN 

Duquesne Light Company ("Duquesne") hereby submits limited 

supplemental reply comments to respond to Green Mountain Energy Resources 

L.L.C.'s ("Green Mountain") "Further Comments of Green Mountain Energy 

Resources on the Supplier Tariff Third Compliance Filing of Duquesne Light 

Company Regarding Stand-Alone Restmcturing Plan." Duquesne did not respond to 

these comments in its previously filed Reply Comments dated November 20, 1998 

because Green Mountain's comments were filed eight days after parties' reply 

comments were due. See Second Compliance Order at 41. Consequently, Duquesne 

discusses herein matters that were not known at the time Duquesne filed its Novem­

ber 20 Reply Comments. 

OOCUME 
i! 

NOV 25 1998 ^ 

FO! DP R 



1. Scheduling Coordinators 

Green Mountain desires for the Scheduling Coordinator to sign and to 

be primarily responsible to Duquesne under the Supplier Tariff because this would 

be consistent with Green Mountain's existing contractual arrangements. Green 

Mountain Comments at 2. Green Mountain recommends the use of a designated 

agent under the Supplier Tariff, as permitted under Duquesne's OATT. Green 

Mountain is attempting to apply the requirements and obligations under the OATT to 

the Supplier Tariff. Green Mountain fails to recognize that both tariffs serve distinct 

regulatory purposes and have distinct regulatory requirements. With regard to the 

Supplier Tariff, which is presently at issue, Green Mountain's proposal may force 

Duquesne to look to a non-PaPUC licensed EGS for payment and other obligations 

that have not been specifically designated to a Scheduling Coordinator. See Supplier 

Tariff Scheduling Coordinator Designation Form. This proposal thwarts the ability 

of Duquesne to hold only a licensed EGS primarily responsible for performance of 

obligations, as envisioned under the Competition Act. 

2. Multiple Scheduling Coordinators 

Green Mountain wishes to expand the Supplier Tariff to permit "the 

use of multiple Scheduling Coordinators by a single EGS" for the purpose of 

"providing full requirements service to an EGS up to a certain number of 



[CJustomers or volume of load. An additional [SJcheduling [Cjoordinator for the 

EGS will be needed at the time that limit is reached." Green Mountain Comments at 

4-5. Duquesne reiterates that an EGS may assign specific Customers to a particular 

Scheduling Coordinator. However, Green Mountain's suggestion that, a Scheduling 

Coordinator may provide full requirements service up to a certain number of Cus­

tomers or a certain volume of load, should be rejected. Under such a proposal, it is 

conceivable that the first 100 MW of load for specific Customers of the EGS would 

be supplied by "Scheduling Coordinator 1" and then the next 50 MW of load for the 

same group of Customers of the EGS would be supplied by "Scheduling Coordinator 

2". Duquesne states that it would be difficult, if not impossible, to accornmodate this 

simultaneous use of multiple Scheduling Coordinators for individual Customer 

accounts. Moreover, neither the PECO nor the PP&L Supplier Tariffs, which the 

Commission directed Duquesne to use as a model for its Supplier Tariff, permit this 

use of multiple Scheduling Coordinators. 

Green Mountain refers to the proposed West Penn Power Tariff, but 

this proposal was not considered by Duquesne or interested parties because it was not 

filed until November 4th, the day before Duquesne's Third Compliance Filing was 

due. Nevertheless, Duquesne's Supplier Tariff presently accommodates what Green 

Mountain favors in West Penn's proposed Tariff (which West Penn may agree to 

provide sometime in the future) — namely, "the designation of a Scheduling Coordi-
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nator for each customer ... [and to] permit multiple Scheduling Coordinators for an 

EGS." Green Mountain Comments at 5 (quoting West Penn Power § 9.6) (emphasis 

added). 

WHEREFORE, Duquesne's Third Compliance Filing should be 

accepted without modification or condition for the reasons stated above. 

Respectfully submitted, 

Larry R. Crayne 
Assistant General Counsel 
Richard S. Herskovitz 
Corporate Attorney 
Duquesne Light Company 
411 Seventh Avenue 
Pittsburgh, PA 15219 
(412)393-6049 

Dated: November 24, 1998 

John S. Moot 
Victor A. Contract 
Skadden, Aips, Slate, Meagher & Flom LLP 
1440 New York Ave., N.W. 
Washington, D.C. 20005 
(202) 371-7310 
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P O . B O X 3 2 6 5 , H A R R I S B U R G , PA 1 7 1 0 5 - 3 2 6 5 

November 30, 1998 

IN REPLY PLEASE 
REFER TO OUR FILE 

The Honorable David K. Levdansky 
Mouse of Representatives 
House Post Office - Main Capitol 
Harrisburg, PA \ 

Dear Representative Levdansky: 

mm 
r - \ - • 1998 

PUBLIC UTILITY COMMISSION 
SECRETARY'S BUREAU 

Thank you for your letter of November 19, 1998, to Chairman John M. Quain of the 
Pennsylvania Public Utility Commission regarding the application of the Duquesne Light 
Company for approval of its divestiture plan atrDocket-NumberR=0097410_4.—Since this 
matter is currently pending before the CommissiohrChairman"Quain~Teferred-your letter 
to me for a response. 

Please know that I have taken the liberty of forwarding your comments and 
concerns to the Secretary of the Commission for inclusion into the official file of this 
proceeding. 

Thank you again for the benefit of your thinking on this important matter. 

^Rosemary Chiavetta, Esq. 
Director of Lemslative Affairs 

cc: Chairman Quain 
Vice Chairman Bloom 
Commissioner Rolka 
Commissioner Brownell 
Commissioner Wilson 
Secretary McNulty 1 / JAN 0 b 1999 
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^iamt of ^Bprmntatttes 
COMMONWEALTH OF PENNSYLVANIA 

HARRISBURG 

November 19, 1998 

The Honorable John M. Quain, Chairman 
Pennsylvania Public Utility Commission 
Room 104, North Office Building 
Harrisburg, PA 17120 

o 
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Dear Commissioner Quain: 

I am writing to express my concerns regarding the application of Duquesne Light 
Company for approval of its restructuring plan under section 2806 of the Pennsylvania 
Public Utility Code; Docket No. R-0097104. I have a number of substantial concerns about 
the proposed transfer of assets in the restructuring plans. 

First, and foremost, is my concern about the impact of the plan on the employees 
of these facilities. It was clearly the intent of the General Assembly to have employees of 
any affected facilities actively participate in "competition" related decisions when the 
Electric Restructuring Act was passed in 1996. Therefore, I believe the Public Utility 
Commission has a responsibility to require that the employees and their representatives of 
any affected facilities actively participate in the discussions and come to some agreement 
on such issues as collective bargaining agreements; reductions in force; severance pay; early 
retirement incentives; retraining, relocation and outplacement services; protection of 
employee pension rights; protection of health care benefits and other benefits the employees 
currently enjoy. 

There are also a number of other issues such as the overall impact on economic 
development efforts in our region, the impact on local zoning and planning, responsibilities 
for plant decommissioning, alternative suppliers, the long term impact on utility costs and 
the potential transfer of air quality credits. Each of these issues need to be addressed with 
a careful eye on the impact of the restructuring plan on the employees, ratepayers, 
communities and our overall environment. 

I would appreciate it if you could convey my concerns about these issues to your 
colleagues on the Commission as they review the restructuring plan. 

Sincerely, 

DAVID K. LEVDANSKY/ 
State Representative 

® 39th District 
recycled paper 


