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1 JUDGE CORBETT: T h i s i s a c o n t i n u a t i o n o f t h e 

2 h e a r i n g s on t h e r e s t r u c t u r i n g p l a n f i l e d by Duquesne 

3 L i g h t Company. Bef o r e we go any f u r t h e r , are t h e r e 

4 any p r e l i m i n a r y m a t t e r s t h a t need t o be addressed? 

5 (No a u d i b l e response.) 

6 JUDGE CORBETT: While we were o f f t h e r e c o r d , 

7 Ms. M e l i l l o f o r t h e O f f i c e o f T r i a l S t a f f approached 

8 me c o n c e r n i n g g o i n g over some p o i n t s t h a t were r a i s e d 

9 y e s t e r d a y d u r i n g her c r o s s - e x a m i n a t i o n t h a t , 

10 a p p a r e n t l y , she and t h e w i t n e s s f o r Duquesne L i g h t 

11 Company have d i s c u s s e d s i n c e y e s t e r d a y ' s c r o s s , and 

12 I've i n d i c a t e d t h a t now would be an a p p r o p r i a t e t i m e 

13 f o r Ms. M e l i l l o t o cover t h a t m a t e r i a l . 

14 Ms. M e l i l l o , would you care t o proceed. 

15 MS. MELILLO: Thank you, Your Honor. 

16 CROSS-EXAMINATION 

17 BY MS. MELILLO: 

18 Q Good morning, Mr. C l a y t o n . 

19 A Good morning. 

20 Q Do you r e c a l l y e s t e r d a y d u r i n g y o u r 

21 c r o s s - e x a m i n a t i o n we d i s c u s s e d t h e i s s u e c o n c e r n i n g 

22 t h e Brunot I s l a n d u n i t s t h a t a re i n c o l d r e s e r v e . Do 

2 3 you r e c a l l t h a t ? 

24 A Yes, I do. 

2 5 Q Do you r e c a l l t h a t you s a i d t h a t U n i t s 2A 
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1 and 2B i n Brunot I s l a n d were p l a c e d i n t o s e r v i c e i n 

2 1996 v i a t h e F o r t M a r t i n agreement? 

3 A That's c o r r e c t . 

4 Q Those two u n i t s , U n i t s 2A and 2B, had 

5 f o r m a l l y been i n c o l d r e s e r v e as a r e s u l t o f t h e 1986 

6 placement of these u n i t s i n c o l d r e s e r v e by Duquesne; 

7 i s t h a t c o r r e c t ? 

8 A Yes. That's c o r r e c t . 

9 Q I asked you an o n - t h e - r e c o r d d a t a r e q u e s t 

10 y e s t e r d a y c o n c e r n i n g t h e p o r t i o n o f t h e c o l d r e s e r v e 

11 t h a t r e l a t e d t o U n i t s 2A and 2B i n B r u n o t I s l a n d . 

12 Have you responded t o t h a t ? 

13 A Yes, I have. I f you would l o o k on L i n e 3 

14 of t h e o n - t h e - r e c o r d data r e q u e s t response t h a t I 

15 p r o v i d e d t o you, y o u ' l l see a l i n e t h a t says Br u n o t 

16 I s l a n d c o l d r e s e r v e d p o r t i o n , and a c r o s s fr o m t h a t i t 

17 says the r a t e base i s 16.69, and t h a t ' s d o l l a r s i n 

18 m i l l i o n s . A l l t h e d o l l a r s i n t h e schedule are i n 

19 m i l l i o n s . That i s r e f e r e n c e d on DJC-21, Page 4 8 of 

20 141. 

21 That would be the p o r t i o n o f B r u n o t I s l a n d 

2 2 t h a t i s c u r r e n t l y i n c o l d r e s e r v e d s t a t u s and does 

23 r e l a t e t o U n i t s 2A and 2B I'm s o r r y , t o U n i t s 3 

24 and 4, w hich are the u n i t s t h a t remain i n c o l d 

25 r e s e r v e , e x c l u d i n g U n i t s 2A and 2B. 
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1 MS. MELILLO: And f o r purposes o f 

2 i d e n t i f i c a t i o n , Your Honor, I would l i k e marked as 

3 OTS Cro s s - E x a m i n a t i o n E x h i b i t 1 t h e response o f 

4 Mr. C l a y t o n t o t h e OTS o n - t h e - r e c o r d d a t a r e q u e s t 

5 t h a t he j u s t spoke o f . 

6 JUDGE CORBETT: Yes. T h i s document w i l l be so 

7 marked and i d e n t i f i e d . 

8 MS. MELILLO: Thank you. 

9 JUDGE CORBETT: W i l l t h e r e be d i s t r i b u t i o n 

10 among t h e p a r t i e s and s u p p l y i n g t o the c o u r t 

11 r e p o r t e r ? 

12 MS. MELILLO: Your Honor, i t ' s my 

13 u n d e r s t a n d i n g t h a t Duquesne has p r o v i d e d c o p i e s t o 

14 t h e p a r t i e s , and I have two c o p i e s f o r t h e c o u r t 

15 r e p o r t e r . 

16 MR. MOOT: That i s c o r r e c t . 

17 JUDGE CORBETT: And I ' l l need one copy a l s o . 

18 (OTS Cross -Examination E x h i b i t Number 1 was 
produced and marked.) 

19 

20 BY MS. MELILLO: 

21 Q Mr. C l a y t o n , p l e a s e t a k e a l o o k a t what has 

22 been marked f o r i d e n t i f i c a t i o n as OTS Cross-

2 3 E x a m i n a t i o n E x h i b i t 1, as you e a r l i e r r e f e r e n c e d 

24 t h a t . That i s your o n - t h e - r e c o r d data r e q u e s t 

2 5 response ? 
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1 A Yes, i t i s . 

2 Q P l e a s e t a k e a l o o k a t t h e b o t t o m l i n e 

3 number, t h e 65.58 m i l l i o n . Does t h a t r e p r e s e n t what 

4 t h e company's c l a i m i s i n t h i s p r o c e e d i n g f o r t h e 

5 c o l d r e s e r v e d u n i t s c u r r e n t l y i n s e r v i ce ? 

6 A The c o l d r e s e r v e d u n i t s c u r r e n t l y n o t i n 

7 s e r v i c e . 

8 Q C u r r e n t l y n o t i n s e r v i ce. I'm s o r r y . 

9 C u r r e n t l y n o t i n s e r v i c e ? 

10 A Yes. 

11 Q And t h e 65.58 number t h e n e x c l u d e s t h e two 

12 u n i t s , b e i n g U n i t s 2A and 2B, i n Bruno t I s l a n d t h a t 

13 were p l a c e d i n s e r v i c e v i a t h e F o r t M a r t i n agreement 

14 i n 1996; i s t h a t c o r r e c t ? 

15 A Yes. 

16 Q And t h e OTS a d j u s t m e n t i n t h i s case made by 

17 Mr. Metro r e l a t e s o n l y t o t h e c o l d r e s e r v e d u n i t s 

18 t h a t are n o t c u r r e n t l y i n s e r v i c e ; i s t h a t c o r r e c t ? 

19 A That i s c o r r e c t . 

20 Q And h i s a d j u s t m e n t doesn't i n c l u d e t h e 

21 U n i t s 2A and 2B i n Brunot I s l a n d t h a t were p l a c e d i n 

22 s e r v i c e i n 1996 v i a the F o r t M a r t i n agreement? 

23 A That i s c o r r e c t . H i s a d j u s t m e n t does n o t 

24 i n c l u d e t h o s e u n i t s . 

25 Q A l s o , w i t h r e s p e c t t o t h e d e f e r r e d 
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1 c a r e t a k e r c o s t s , am I c o r r e c t Mr. Metro's a d j u s t m e n t 

2 o n l y i n c l u d e s t h e d e f e r r e d c a r e t a k e r c o s t 

3 d i s a l l o w a n c e r e l a t e d t o the u n i t s t h a t are n o t 

4 c u r r e n t l y i n s e r v i ce and n o t i n c l u d e d i n the F o r t 

5 M a r t i n agreement? 

6 A On d e f e r r e d c a r e t a k e r c o s t s , t h e r e was no 

7 a l l o c a t i o n between t h e u n i t s , b u t f o r B r u n o t I s l a n d 

8 t h a t would be an e x c e e d i n g l y smal1 number. So no 

9 a d j u s t m e n t was made. 

10 Q But h i s a d j u s t m e n t f o r d e f e r r e d c a r e t a k e r 

11 c o s t s would o n l y r e l a t e t o t h e u n i t s t h a t are n o t i n 

12 s e r v i c e a t p r e s e n t ; i s t h a t c o r r e c t ? 

13 A I ' l l have t o say i t a g a i n . The d e f e r r e d 

14 c a r e t a k e r c o s t s r e l a t e t o the a c c u m u l a t i o n o f c o s t s 

15 f o r a l l t h e u n i t s t h a t were i n c o l d r e s e r v e over a 

16 p e r i o d o f y e a r s . 

17 For t h e y e a r s t h a t U n i t s 2A and 2B were i n 

18 c o l d r e s e r v e , t h e c a r e t a k e r c o s t s were accumulated on 

19 those i t e m s . However, t h e y were a v e r y s m a l l number, 

20 and I do n o t b e l i e v e Mr. Metro's a d j u s t m e n t t a k e s 

21 t h a t i n t o account, b u t i t i s such a s m a l l number t h a t 

2 2 t h e company would waive such an adj ustment. 

23 Q So U n i t s 2A and 2B a t Brunot I s l a n d were i n 

2 4 c o l d r e s e r v e from 1986 t o 1996? 

2 5 A That's c o r r e c t . 
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1 Q And t h e y were j u s t p l a c e d i n s e r v i c e i n 

2 1996 v i a t h e F o r t M a r t i n a g r e e m e n t ? 

3 A T h a t i s c o r r e c t . 

4 MS. MELILLO: Your Honor, a t t h i s t i m e t h a t 

5 c o n c l u d e s my c r o s s - e x a m i n a t i o n on t h i s p o i n t . Thank 

6 y o u f o r t h a t o p p o r t u n i t y t o c l a r i f y t h e r e c o r d . . 

7 I f i t w o u l d be a p p r o p r i a t e , I w o u l d l i k e t o 

8 move i n t o e v i d e n c e a t t h i s t ime OTS C r o s s - E x a m i n a t i o n 

9 E x h i b i t Number 1 . 

10 JUDGE CORBETT: A l l r i g h t . H e a r i n g no 

11 o b j e c t i o n , i t w i l l be so a d m i t t e d . 

12 (OTS C r o s s - E x a m i n a t i o n E x h i b i t Number 1 was 
admitted i n t o evidence.) 

13 

14 MR. MOOT: Your Honor, i f I may, one v e r y 

15 m i n o r p r o c e d u r a l m a t t e r . I j u s t had o c c a s i o n t o open 

16 t h e f i r s t pages o f y e s t e r d a y ' s t r a n s c r i p t , and i n t h e 

17 i n d e x i t i n d i c a t e s t h a t Mr. M a r s h a l l ' s e x h i b i t s and 

18 s t a t e m e n t s were marked b u t n o t a d m i t t e d . 

19 I j u s t t h i n k i t was o u r u n d e r s t a n d i n g t h a t 

2 0 when s o m e t h i n g i s moved f o r admi ss i o n s u b j e c t t o 

21 m o t i o n s t h a t i t i s t h e r e b y a d m i t t e d i f t h e r e a r e no 

22 m o t i o n s , and I t h i n k t h e r e c o r d w o u l d r e f l e c t t h a t 

23 t h e r e were no su c h m o t i o n s f o r Mr. M a r s h a l l ' s 

24 t e s t i m o n y . 

25 JUDGE CORBETT: T h a t ' s c o r r e c t . The 
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t r a n s c r i p t s h o u l d r e f l e c t t h a t f a c t . 

Mr. Berger, I rece i v e d some i n d i c a t i o n t h a t 

you had some type o f c r o s s t h a t you wanted t o go back 

t o . 

MR. BERGER: Yes, Your Honor. 

JUDGE CORBETT: Can you t e l l me what t h a t ' s 

about? 

MR. BERGER: There's two i t e m s . F i r s t t h e 

company p r o v i d e d a response t o t h e q u e s t i o n s we had 

p e r t a i n i n g t o t h e c a l c u l a t i o n o f t h e p r e s e n t v a l u e 

c o s t independent of o p e r a t i o n on DJC E x h i b i t 13 . We 

wanted t o d i s t r i b u t e t h a t as a c r o s s - e x a m i n a t i o n 

e x h i b i t and j u s t b r i e f l y ask Mr. C l a y t o n t o e x p l a i n 

i t . 

Then I want I had a few a d d i t i o n a l 

q u e s t i o n s f o r Mr. C l a y t o n on DJC E x h i b i t 10. 

JUDGE CORBETT: Okay. 

MR. BERGER: We can do t h a t now o r a f t e r t h e 

o t h e r p a r t i e s have completed t h e i r c r o s s . 

JUDGE CORBETT: We took Ms. M e l i l l o o u t o f 

t u r n . Do we have any o b j e c t i o n ? 

(No a u d i b l e response.) 

JUDGE CORBETT: A l l r i g h t . Then, Mr. Berger, 

why don't we take you n e x t . 

MR. BERGER: Okay. At t h i s t i m e I ' l l 
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1 d i s t r i b u t e OCA Cross-Examination E x h i b i t Number 1. 

2 Do you have a copy, Mr. Clayton? 

3 THE WITNESS: Yes, I do. 

4 MR. BERGER: I ' l l g i v e two t o t h e c o u r t 

5 r e p o r t e r . Mr. Moot has a number o f c o p i e s , and I 

6 t h i n k he's d i s t r i b u t e d them t o t h e p a r t i e s . 

7 I s t h a t r i g h t ? 

8 MR. MOOT: That i s c o r r e c t . 

9 MR. BERGER: They s h o u l d be marked OCA 

10 Cr o s s - E x a m i n a t i o n E x h i b i t .1. 

11 JUDGE CORBETT: I t w i l l be so marked and 

12 i d e n t i f i e d . 

13 (OCA Cros s - E x a m i n a t i o n E x h i b i t Number 1 was 
marked f o r i d e n t i f i c a t i o n . ) 

14 

15 CROSS-EXAMINATION 

16 BY MR. BERGER: 

17 Q Mr. C l a y t o n , you p r o v i d e d t h i s i n response 

18 t o some q u e s t i o n s y e s t e r d a y by m y s e l f ; i s t h a t 

19 c o r r e c t ? 

20 A Yes. 

21 Q And j u s t l e t me b r i e f l y go t h r o u g h each o f 

22 t h e l i n e s . The f i r s t l i n e t h e r e i n d i c a t e s p r e s e n t 

23 v a l u e o f u n a v o i d a b l e c o s t s . And these are 

2 4 u n a v o i d a b l e c o s t s a s s o c i a t e d w i t h t h e f o u r g e n e r a t i n g 

25 u n i t s i d e n t i f i e d t h e r e ; i s t h a t c o r r e c t ? 
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1 A Yes. 

2 Q And t h e second l i n e i s p r e s e n t v a l u e o f 

3 margin u s i n g a v o i d a b l e c o s t s . When yo u ' r e t a l k i n g 

4 about a v o i d a b l e c o s t s , you're t a l k i n g about, 

5 e s s e n t i a l l y , " t o go" c o s t s , o p e r a t i n g c o s t s o f those 

6 u n i t s ; i s t h a t c o r r e c t ? 

7 A I t ' s t h e " t o go" c o s t t h a t c o u l d be a v o i d e d 

8 i f t h e u n i t s were n o t o p e r a t e d . 

9 Q The t h i r d l i n e i s p r e s e n t v a l u e o f cost.s 

10 independent o f o p e r a t i o n , which i s m e r e l y a 

11 s u b t r a c t i o n o f t h e f i r s t l i n e minus - - t h e second 

12 l i n e from t h e f i r s t l i n e ; i s t h a t c o r r e c t ? 

13 A Yes. That's c o r r e c t . 

14 Q Would you agree w i t h me t h a t t h a t r e f l e c t s 

15 t h e company's judgment w i t h r e s p e c t t o t h r e e o f t h e 

16 u n i t s - - P e r r y , Beaver V a l l e y 2, and C h e s w i c k - - t h a t t h e 

17 p r e s e n t v a l u e o f - - t h a t i t would not be economical 

18 t o shut down those u n i t s ; and, t h e r e f o r e , i t would 

19 n o t be economic t o a v o i d t h e a v o i d a b l e c o s t s , so t o 

20 speak? I n o t h e r words, i t would make more sense t o 

21 keep those u n i t s o p e r a t i n g even though you would 

2 2 s t i l l have some c o s t s t h a t c o u l d have been a v o i d e d 

23 o t h e r w i s e ? 

24 A That i s c o r r e c t . 

25 Q Okay. Would you j u s t b r i e f l y t u r n t o 
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1 E x h i b i t DJC-10? 

2 A Yes. 

3 Q l a s k e d you some quest i o n s y e s t e r d a y about 

4 t h e numbers t h e r e p e r t a i n i n g t o t h e company's n e t 

5 book v a l u e as compared t o the s t r a n d e d g e n e r a t i n g 

6 p l a n t . Do you remember t h a t ? 

7 A Yes, I do. 

8 Q Now, from a p u r c h a s e r ' s p e r s p e c t i v e , i f a 

9 p u r c h a s e r was g o i n g out t o purchase t h e company's 

10 g e n e r a t i n g a s s e t s , would you agree w i t h me t h a t a 

11 p u r c h a s e r would c o n s i d e r t h e market v a l u e o f t h e 

12 a s s e t s , t h e $27.4 m i l l i o n , f o r example, i n d i c a t e d i n 

13 t h e Duquesne L i g h t Company column? Would you agree 

14 w i t h t h a t ? That's one i t e m t h e y would c o n s i d e r , i s 

15 t h e i r e v a l u a t i o n o f t h e market value? 

16 A I t h i n k t h e p u r c h a s e r would e s t a b l i s h t h a t 

17 l i n e i t e m . 

18 Q They would e s t a b l i s h t h a t f o r th e m s e l v e s ; 

19 r i g h t ? 

20 A Yes. 

21 Q They would a l s o need t o c o n s i d e r t h e 

2 2 unfunded decommissioning l i a b i l i t y t h a t t h e y would 

23 s t i l l have? 

24 A Again, i t would depend on who t o o k over 

25 r e s p o n s i b i l i t y f o r t h a t l i a b i l i t y . 
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1 Q Okay. But i n your assessment, your p r e s e n t 

2 v a l u e o f decommissioning on t h i s l i n e r e f l e c t s b o t h 

3 f o s s i l decommissioning and n u e l e a r decommissioning 

4 c o s t s , c o r r e c t , unfunded c o s t s ? 

5 A Yes. 

6 Q So, i f t h e y t o o k over t h a t r e s p o n s i b i l i t y , 

7 t h e y would need t o c o n s i d e r t h o s e c o s t s ; c o r r e c t ? 

8 A Yes, t h e y would. 

9 Q Now, would t h e p u r c h a s e r need t o c o n s i d e r 

10 t h e p r e s e n t v a l u e o f c o s t s independent o f o p e r a t i o n , 

11 or would t h e y merely l o o k t o t h e i r own overhead t y p e s 

12 o f c o s t s i n c o n s i d e r i n g t h a t item? 

13 A Aga i n , i t would depend on whether o r not 

14 t h e y would r e l i e v e t h e company o f i t s r e s p o n s i b i l i t y 

15 f o r those c o s t s . 

16 Q W e l l , l e t ' s assume t h a t t h e y d i d r e l i e v e 

17 t h e company o f i t s r e s p o n s i b i l i t y f o r those c o s t s . 

18 A I f t h e y d i d , t h e n t h a t would be p a r t o f t h e 

19 v a l u e t h a t t h e y would convey t o t h e company, yes. 

20 Q Now, from a r a t e p a y e r ' s p e r s p e c t i v e , i f 

21 s t r a n d e d c o s t s are l e s s t h a n t h e 1.542 b i l l i o n , I 

22 t h i n k we e s t a b l i s h e d y e s t e r d a y t h a t t h e r e would be a 

23 r a t e p a y e r b e n e f i t . Do you remember t h a t ? 

24 MR. MOOT: Your Honor, t h i s was a v e r y l o n g 

25 and somewhat c o n f u s i n g area y e s t e r d a y . T h i s i s 
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1 g e t t i n g i n t o c u m u l a t i v e c r o s s . I guess I e i t h e r have 

2 an o b j e c t i o n or I r e q u e s t t h a t i f we're g o i n g t o go 

3 back t h e r e t h a t t h e w i t n e s s be p e r m i t t e d t o l o o k a t 

4 t h e t r a n s c r i p t , and maybe we ought t o t a k e a f i v e -

5 m i n u t e b r e a k and a l l o w him t o r e a d t h e t r a n s c r i p t 

6 from y e s t e r d a y . 

7 MR. BERGER: I t h o u g h t I was j u s t a s k i n g a 

8 v e r y s i m p l e q u e s t i o n ; i f your s t r a n d e d c o s t s a r e l e s s 

9 t h a n t h e amount asked f o r as a r e s u l t o f a purchase, 

10 f o r example. 

11 MR. MOOT: Mr. Berger, you spent a t l e a s t 20 

12 min u t e s on t h a t s i m p l e q u e s t i o n and r e l a t e d ones 

13 y e s t e r d a y . I t d i d n ' t occur t o t h e w i t n e s s t o be t o o 

14 s i mp1e. 

15 JUDGE CORBETT: Let me ask you t h i s , 

16 Mr. Berger. How f a r are we g o i n g w i t h t h i s ? 

17 MR. BERGER: I o n l y have maybe one o r two 

18 o t h e r q u e s t i o n s . I wanted t o e s t a b l i s h t h i s b a s i c 

19 p o i n t ; t h a t i f s t r a n d e d c o s t s are l e s s t h a n t h e 

20 r e q u e s t as a r e s u l t of a purchase, t h a t t h a t ' s a 

21 b e n e f i t t o r a t e p a y e r s . 

22 JUDGE CORBETT: A l l r i g h t . W e ' l l l e t you do 

23 t h a t . 

2 4 Would you care t o have t h e q u e s t i o n r e a d back, 

25 Mr. Cl a y t o n ? 
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1 THE WITNESS: Yes, p l e a s e . 

2 MR. BERGER: I ' l l r e p e a t i t . 

3 JUDGE CORBETT: A l l r i g h t . 

4 BY MR. BERGER: 

5 Q Mr. C l a y t o n , i f s t r a n d e d c o s t s are l e s s 

6 t h a n t h e amount r e f l e c t e d i n t h e company's case as a 

7 r e s u l t o f a s a l e o f those a s s e t s , would you agree 

8 t h a t t h a t would be a b e n e f i t t o r a t e p a y e r s , assuming 

9 t h a t t h e low e r amount o f s t r a n d e d c o s t s g ot f l o w e d 

10 t h r o u g h t o those r a t e p a y e r s ? 

11 MR. MOOT: Could I ask f o r c l a r i f i c a t i o n ? A 

12 b e n e f i t compared t o what? 

13 MR. BERGER: Compared t o , l e t ' s say, t h e 

14 company's c l a i m as r e f l e c t e d h e re. 

15 A Yes, t h a t would be a b e n e f i t t h a t would 

16 u l t i m a t e l y be r e t u r n e d t o customers. 

17 BY MR. BERGER: 

18 Q Now, would you agree w i t h me t h a t , i f a 

19 p u r c h a s e r came i n and agreed t o t a k e t h e p l a n t s o f f 

20 t h e company's hands and assume j u s t i t s f o s s i l 

21 decommissioning l i a b i l i t y , t h a t t h a t would c r e a t e 

22 l o w e r s t r a n d e d c o s t s t h a n r e f l e c t e d on t h i s e x h i b i t ? 

23 MR. MOOT: Could I ask a c l a r i f i c a t i o n ? When 

24 he r e f e r s t o p l a n t s , does he r e f e r t o a l l t h e p l a n t s ? 

25 MR. BERGER: A l l t h e p l a n t s , yes. 
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1 A I n my o p i n i o n , i t would n o t . 

2 BY MR. BERGER: 

3 Q And t h a t ' s because o f t h e PV c o s t s 

4 independent o f o p e r a t i o n ? 

5 A No. I t ' s because t h e i r v a l u e , i f i t 

6 c o n s i d e r e d decommissioning, would be -- B a s i c a l l y , 

7 we would t h i n k i t would be c o n s i s t e n t w i t h t h e 

8 numbers t h a t we have here. 

9 Now, i f you're t e l l i n g me t h a t t h e y would g i v e 

10 me a h i g h e r p r i c e t h a n I have here and would r e l i e v e 

11 t h e company o f a d d i t i o n a l r e s p o n s i b i l i t y and g i v e us 

12 a much more o p t i m i s t i c p r i c e f o r our p l a n t s , t h e n , 

13 yes, our s t r a n d e d c o s t s would be l e s s . But no s i n g l e 

14 l i n e i t e m on here would make me agree w i t h y o u r 

15 s t a t e m e n t . 

16 Q W e l l , i f the p u r c h a s e r were s i m p l y t o t a k e 

17 over t h e company's f o s s i l decommissioning l i a b i l i t y , 

18 l e t ' s say, t h a t would reduce c o s t s by I s i t 

19 s i x t y - s i x .and a h a l f m i l l i o n d o l l a r s o r something 

20 l i k e t h a t ? 

21 A The p r e s e n t v a l u e I show on E x h i b i t DJC-10 

22 i s $123.9 m i l l i o n . 

23 Q W e l l , t h a t i n c l u d e s n u c l e a r . 

24 A Yes. 

25 Q I f t h e y j u s t t o o k t h e f o s s i l 
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1 decommissioning, I t h i n k i t ' s s i x t y - s i x and a h a l f 

2 m i l l i o n . 

3 A That sounds about r i g h t . 

4 Q That would reduce s t r a n d e d c o s t s by 

5 s i x t y - s i x and a h a l f m i l l i o n , - i s t h a t c o r r e c t ? 

6 A I f t h e y r e l i e v e t h e company o f t h a t 

7 r e s p o n s i b i l i t y ? 

8 Q Yes. 

9 A Yes. 

10 Q So, i f t h e company gave up those p l a n t s , i t 

11 would s t i l l r e c o v e r i t s n e t book v a l u e i n t h e 

12 s t r a n d e d c o s t s ; i t would s t i l l r e c o v e r i t s n u c l e a r 

13 decommissioning l i a b i l i t y ; and, . o b v i o u s l y , i t 

14 w o u l d n ' t r e c e i v e any market v a l u e anymore f o r those 

15 p l a n t s ; b u t t h a t s i x t y - s i x and a h a l f m i l l i o n would 

16 s t i l l c r e a t e l o w e r s t r a n d e d c o s t s ; am I c o r r e c t ? 

17 MR. MOOT: Can I ask f o r a c l a r i f i c a t i o n ? 

18 When t h e q u e s t i o n e r says "gave up those p l a n t s , " i s 

19 i t t h e i r assumption t h a t t h e r e ' s a p r i c e t o be p a i d 

20 f o r those p l a n t s , and what i s t h a t p r i c e ? 

21 MR. BERGER: T r a n s f e r o f those p l a n t s a t zero 

22 d o l l a r s . 

23 THE WITNESS: I n c l u d i n g n u c l e a r p l a n t s ? 

2 4 MR. BERGER: Yes, i n c l u d i n g n u c l e a r p l a n t s . 

2 5 BY MR. BERGER: 
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Q I f t h e y gave up those p l a n t s and s i m p l y 

agreed t o t a k e on t h e f o s s i l decommissioning 

l i a b i l i t y , would you agree w i t h me t h a t t h a t would 

reduce s t r a n d e d costs? 

A That would r e s u l t i n a h i g h e r e s t i m a t e d 

market v a l u e t h a n we show on t h i s e x h i b i t . 

Q I t would r e s u l t i n a zero market v a l u e ; 

r i g h t ? 

A No. 

Q Are you t a l k i n g about e s t i m a t e d market 

v a l u e ? 

A Yes . 

Q And wouldn't you agree w i t h me t h a t , i f t h e 

company d i d n ' t h o l d t h e p l a n t s anymore, t h e y w o u l d n ' t 

have any market v a l u e i n these p l a n t s and t h e y 

w o u l d n ' t - - s i n c e t h e company wo u l d n ' t bear any o f 

t h e c o s t s ? 

A What I'm s u g g e s t i n g i s , i f someone t o o k 

over our decommissioning l i a b i l i t y , w h i c h we b e l i e v e 

t o be, a c c o r d i n g t o t h i s s c hedule, 123.9 m i l l i o n , o r 

i n your case i f t h e y o n l y t o o k over t h e f o s s i l p i e c e , 

which i s about $66 m i l l i o n , t h a t t h a t would mean t h a t 

t h e y were p a y i n g us n e a r l y $100 m i l l i o n , a l i t t l e 

o v e r $90 m i l l i o n , f o r t h e p l a n t s on my a n a l y s i s . 

Q I'm s u g g e s t i n g t h a t t h e y ' r e p a y i n g n o t h i n g . 
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1 I'm j u s t s a y i n g t h a t t h e y ' r e s a y i n g , W e ' l l t a k e over 

2 y o u r f o s s i l decommissioning l i a b i l i t y ; t r a n s f e r t h e 

3 a s s e t s t o us a t zero p r i c e . Doesn't t h a t reduce t h e 

4 s t r a n d e d c o s t s ? That's a l l I'm a s k i n g . 

5 MR. MOOT: That was not t h e o r i g i n a l q u e s t i o n . 

6 MR. BERGER: That was the o r i g i n a l q u e s t i o n . 

7 JUDGE CORBETT: L e t ' s n ot argue about what t h e 

8 o r i g i n a l q u e s t i o n was. J u s t ask t h e q u e s t i o n and see 

9 i f t h e w i t n e s s can answer i t . 

10 A My answer i s t h a t , i f s t r a n d e d c o s t s are 

11 d e t e r m i n e d t o be l e s s t h a n t h e number t h a t we have 

12 here, t h a t i s a b e n e f i t . 

13 Stra n d e d c o s t s can be d e t e r m i n e d i n a number 

14 o f f a s h i o n s . We have s e t out t h r e e s e p a r a t e l i n e 

15 i t e m s below our book v a l u e t h a t would c o n t r i b u t e t o 

16 t h e company's s t r a n d e d c o s t s . Those l i n e i t e m s are 

17 t h e p r e s e n t v a l u e o f decommissioning, t h e p r e s e n t 

18 v a l u e o f c o s t s independent o f o p e r a t i o n s , and an 

19 e s t i m a t e d market v a l u e o f t h e margin d i f f e r e n c e i n 

20 r u n n i n g t h e p l a n t s on a g o - f o r w a r d b a s i s . 

21 I f someone gave us a p r i c e f o r our p l a n t s o r 

22 t o o k over l i a b i l i t i e s f o r our p l a n t s t h a t was l e s s 

23 t h a n t h e net o f those t h r e e amount s, l e s s negat i v e o r 

24 p o s i t i v e , and d i d have t h e r e s u l t o f r e d u c i n g 

25 s t r a n d e d c o s t s , t h a t would be a r a t e p a y e r b e n e f i t . 

HOLBERT ASSOCIATES 
(717) 540-9669 



317 

1 Q Would you agree t h a t i n my s c e n a r i o where 

2 t h e p u r c h a s e r t a k e s over t h e p l a n t s , doesn't pay t h e 

3 company a n y t h i n g b ut agrees t o t a k e over t h e f o s s i l 

4 decommissioning l i a b i l i t y t h a t happens? 

5 A I don't t h i n k t h a t ' s as si m p l e as t h a t . I 

6 t h i n k t h e r e a re a number o f o t h e r f a c t o r s . You would 

7 have t o l o o k a t a l l t h e terms o f t h e t r a n s a c t i o n . 

8 But, a g a i n , my o r i g i n a l s t a t e m e n t s t a n d s ; t h a t i f 

9 someone p a i d us more t h a n we t h i n k t h e y would pay us 

10 under our s c e n a r i o , i t would reduce s t r a n d e d c o s t s . 

11 MR. BERGER: Thank you. That's a l l I have. 

12 Thank you, Mr. Moot, f o r t h e a d d i t i o n a l t i m e 

13 t o ask a d d i t i o n a l q u e s t i o n s . 

14 JUDGE CORBETT: Mr. Barak, I t h i n k we're 

15 f i n a l l y back t o you. 

16 MR. BARAK: Thank you, Your Honor. 

17 CROSS-EXAMINATION 

18 BY MR. BARAK: 

19 Q J u s t a couple o f quest i o n s on t h e m a t t e r s 

20 t h a t j u s t came b e f o r e me. 

21 JUDGE CORBETT: I'm s o r r y , i f I can i n t e r r u p t 

2 2 you. 

23 Mr. Berger, are you moving f o r t h e a d m i s s i o n 

2 4 o f your e x h i b i t ? 

2 5 MR. BERGER: Yes. Thank you, Your Honor. 

HOLBERT ASSOCIATES 
(717) 540-9669 



318 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

I ' l l move f o r t he a d m i s s i o n o f OCA Cr o s s - E x a m i n a t i o n 

E x h i b i t Number 1. 

JUDGE CORBETT: H e a r i n g no o b j e c t i o n , i t w i l l 

be so a d m i t t e d . 

(OCA Cross-Examination E x h i b i t Number 1 was 
admitted into evidence.) 

JUDGE CORBETT: I'm s o r r y t o i n t e r r u p t you, 

Mr. Barak. 

MR. BARAK: Thank you, Your Honor. 

BY MR. BARAK: 

Q On OCA Cross-Examination E x h i b i t Number 1, 

t h e r e are f i g u r e s . Those f i g u r e s are i n t h e mi1 1 i o n s 

o f d o l l a r s ; i s t h a t c o r r e c t ? 

A Yes, t h e y a r e . 

Q On OTS Cross-Examination E x h i b i t Number 1, 

t h e r e a re a l s o f i g u r e s i n the m i d d l e column, Rate 

Base. Those are a l s o i n the m i l l i o n s o f d o l l a r s ? 

A Yes. I n the r e c o r d I d i d s t a t e t h a t t h e y 

are i n m i l l i o n s o f d o l l a r s . 

Q On OCA Cross-Examination E x h i b i t Number 1, 

the t e r m PV i s used. That stands f o r p r e s e n t v a l u e ; 

i s t h a t r i g h t ? 

A Yes. 

Q The PV on t h i s OCA Cr o s s - E x a m i n a t i o n 

E x h i b i t Number 1 was c a l c u l a t e d u s i n g t h e same 
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1 methodology as t h e p r e s e n t v a l u e f i g u r e s on E x h i b i t 

2 DJC-10; i s t h a t r i g h t ? 

3 A Yes, i t was. 

4 Q I would l i k e t o t i e up a concept t h a t you 

5 and Mr. Berger were d i s c u s s i n g a moment ago. I s i t 

e an assumption o f your a n a l y s i s as we see i t on DJC-10 

7 t h a t t h e company d i v e s t s i t s e l f o f any f o s s i l 

8 g e n e r a t i o n p l a n t s ? 

9 A No. 

10 Q I n the h y p o t h e t i c a l s t h a t you were 

11 d i s c u s s i n g w i t h Mr. Berger when you were asked what 

12 would happen v i s - a - v i s y our numbers i f t h e company 

13 were t o t r a n s f e r , I t h i n k was t h e term, g e n e r a t i o n 

14 p l a n t s , do you t h i n k i t r e a s o n a b l e t h a t i f t h e 

15 company were t o t r a n s f e r f o s s i l g e n e r a t i o n p l a n t s t o 

16 o t h e r owners t h a t t h e company would r e t a i n t h e 

17 r e s p o n s i b i l i t y t o decommission those p l a n t s ? 

18 A I don't know what the terms o f any t r a n s f e r 

19 would be u n t i l t h e terms o f t h a t t r a n s f e r were 

20 d e s i g n e d . There are many arrangements where t h e r e 

21 c o u l d be take-back c o n t r a c t s . There c o u l d be many 

22 l i a b i l i t i e s t h a t t h e company has a l r e a d y i n c u r r e d 

23 t h a t would not be a b l e t o be t r a n s f e r r e d t o a n o t h e r 

24 p a r t y . 

25 Q You were here y e s t e r d a y when Mr. M a r s h a l l 
>\ 
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1 was cross-examined; r i g h t ? 

2 A Yes, I was. 

3 Q And d i d you hear him d i s c u s s t h e t e r m 

4 d i v e s t i t u r e ? 

5 A I heard him d i s c u s s t h e term an a u c t i o n o f 

6 our p l a n t s . 

7 Q Have you used t h e term d i v e s t i t u r e o r t h e 

8 term d i v e s t w i t h i n t h e c o n t e x t o f d i s c u s s i n g w i t h 

9 o t h e r s e n i o r o f f i c i a l s a t the company t h e p o t e n t i a l 

10 merger o f APS and DQE? 

11 A I don't know i f I r e a l l y u n d e r s t a n d t h a t 

12 q u e s t i o n . Can I say - -

.13 Q L e t me rephras e i t , and don't t r y t o answer 

14 i t . 

15 MR. MOOT: I would ask t h a t t h e w i t n e s s , i n 

16 an s w e r i n g , n ot r e v e a l any i n f o r m a t i o n t h a t he 

17 be1 i e v e s i s p r o p r i e t a r y . We would have t o u n d e r t a k e 

18 t h e pro c e d u r e s t h a t Judge C o r b e t t r e f e r r e d t o 

19 y e s t e r d a y . 

2 0 JUDGE CORBETT: Okay. 

21 MR. BARAK: Thank you, Counsel. 

2 2 BY MR. BARAK: 

23 Q What does t h e term d i v e s t mean t o you? 

24 A I t means t o dis p o s e o f an asse t o r t o r i d 

25 one's s e l f o f an a s s e t . 
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1 Q D o e s i t mean t o f u l l y d i s p o s e o f t h a t 

2 a s s e t , so t h a t i f d i v e s t i s a p p l i e d t o Duquesne t h a t 

3 Duquesne would have no more i n t e r e s t i n t h a t a s s e t ? 

4 A I t h i n k t h a t ' s one v e r s i o n , yes. 

5 Q W e l l , i t ' s v e r y i m p o r t a n t t o me whether 

6 t h a t ' s one v e r s i o n o r t h a t ' s t h e v e r s i o n t h a t you 

7 use. I s t h a t how you see the term? 

8 A I t h i n k t h e r e are d i f f e r e n t degrees. I 

9 don't t h i n k t h a t you can say t h e r e ' s one p a r t i c u l a r 

10 s c e n a r i o . I t h i n k t h a t i s a s c e n a r i o . I t m i ght even 

11 be a p r e f e r r e d s c e n a r i o i n a d i v e s t i t u r e s c e n a r i o . 

12 Q I s t h a t p a r t i c u l a r s c e n a r i o t h e one t h a t 

13 t h e company i s c o n t e m p l a t i n g i f t h e merger w i t h APS 

14 goes through? 

15 A Again, I'm not t e s t i f y i n g t o t h e merger, 

16 b ut i t i s my u n d e r s t a n d i n g t h a t i n t h e merger t h e 

17 company i s not o f f e r i n g t o d i v e s t a l l o f i t s a s s e t s , 

18 i t s g e n e r a t i n g a s s e t s . 

19 Q I t i s not? 

2 0 A As i t i s , i t i s n o t , w hich i s i n c o n t r a s t 

21 t o i t s p o s i t i o n i n i t s s t a n d - a l o n e case where i t i s 

22 w i l l i n g t o a u c t i o n o f f i t s a s s e t s . I h e s i t a t e t o use 

23 t h e t e r m d i v e s t . I t ' s an a u c t i o n . 

2 4 Q I u n d e r s t a n d you. I n t h a t merger s c e n a r i o , 

25 t h e company proposes a c t u a l l y t o d i v e s t i t s e l f o f no 
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1 more t h a n f i v e p e r c e n t o f i t s g e n e r a t i n g --

2 A F i v e p e r c e n t of t h e P e n n s y l v a n i a g e n e r a t i n g 

3 a s s e t s , yes. 

4 Q I n t h e s t a n d - a l o n e case, t h e company 

5 proposes t o d i v e s t i t s e l f o f i t s g e n e r a t i o n a s s e t s i n ' 

6 t h e sense o f f u l l y r e l e a s i n g i t s e l f from a l l 

7 ownership i n t e r e s t s i n them,- r i g h t ? 

8 A Again, t h a t may o r may not be p o s s i b l e . 

9 We've c e r t a i n l y s a i d t h e r e are c e r t a i n a s s e t s t h a t we 

10 may n o t be a b l e t o d i v e s t o u r s e l v e s o f i n t h a t 

11 v e r s i o n o f t h e term d i v e s t ; f o r example, our n u c l e a r 

12 f a c i l i t i e s . I t may be v e r y d i f f i c u l t f o r us t o 

13 d i v e s t o u r s e l v e s o f our decommissioning l i a b i l i t y f o r 

14 n u c l e a r p l a n t s . 

15 I t may a l s o be t h a t f o r c e r t a i n o f our f o s s i l 

16 a s s e t s we may not be a b l e t o d i v e s t o u r s e l v e s , l i k e 

17 our c o l d r e s e r v e d u n i t s , f o r example, o r some o f our 

18 o l d e r u n i t s o r some o f our j o i n t l y - o w n e d u n i t s t h a t 

19 may be l e s s d e s i r a b l e t o p u r c h a s e r s . 

20 Q I s t h i s a f a i r c o n c l u s i o n , t h e n , t o t a k e 

21 from your l a s t few minutes' comments t h a t as t h e 

2 2 Commission examines t he r e c o r d i n t h i s case i t s h o u l d 

23 bear f u l l y i n mind t h a t , w h i l e i t may approve a 

2 4 program o f d i v e s t i t u r e f o r t he company's g e n e r a t i o n 

25 a s s e t s , i n f a c t t h e company may not d i v e s t i t s e l f o f 
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1 t h o s e a s s e t s i n the sense o f r e l e a s i n g i t s e l f o f f u l l 

2 ownership and r e s p o n s i b i l i t y o f them? 

3 A My p o i n t i s t h a t i t may n o t be p o s s i b l e f o r 

4 t h e company t o do t h a t i n a l l cases. 

5 Q So t h e company - -

6 A On t h e o t h e r hand, t h a t does n o t undermine 

7 any v a l u e o f t h e Commission-ordered d i v e s t i t u r e f o r 

8 purposes o f e s t a b l i s h i n g v a l u e f o r our a s s e t s . I t 

9 would s i m p l y mean t h a t t h e v a l u e o f a p l a n t was 

10 capped a t zero i f we were unable t o s e l l i t . 

11 Q I s t h i s a c o r r e c t statement? The company's 

12 p o s i t i o n i s n o t -- I don't want t o h i t you w i t h a 

13 n e g a t i v e . L et me t r y t h i s a g a i n . 

14 I s t h i s a f a i r s t a tement? The company 

15 promises t h a t i f the Commission approves i t s s t a n d -

16 a l o n e p r o p o s a l i t w i l l f u l l y d i v e s t i t s e l f o f i t s 

17 g e n e r a t i o n p l a n t ? 

18 MR. MOOT: O b j e c t i o n , Your Honor. That's a 

19 p o l i c y q u e s t i o n t h a t goes t o t h e h e a r t o f t h e 

20 company's case. I t goes t o Mr. M a r s h a l l ' s t e s t i m o n y , 

21 and Mr. Barak missed h i s o p p o r t u n i t y y e s t e r d a y . T h i s 

2 2 i s t h e wrong w i t n e s s . I t ' s c l e a r l y a maj or p o l i c y 

23 i s s u e . 

24 MR. BARAK: Let me rep h r a s e t h e q u e s t i o n so we 

25 g e t away from t h a t whole f i g h t . 
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1 BY MR. BARAK: 

2 Q The numbers you propose i n DJC-10, are t h e y 

3 c o n s i s t e n t w i t h t h e company f u l l y d i v e s t i n g i t s e l f o f 

4 i t s g e n e r a t i o n p l a n t i n t h e sense t h a t we've 

5 d i s c u s s e d d i v e s t i t u r e i n t h e l a s t few minutes? 

6 A The a n a l y s i s on DJC-10 does n o t assume 

7 d i v e s t i t u r e . 

8 Q And you are n o t s u p p o r t i n g -- Let me 

9 re p h r a s e t h i s q u e s t i o n . I don't want t o h i t you w i t h 

10 a n e g a t i v e a g a i n . 

11 I n yo u r t e s t imony, combined d i r e c t and 

12 r e b u t t a l , a re you s u p p o r t i n g a p o s i t i o n and p r o p o s a l 

13 t h a t t h e company w i l l f u l l y d i v e s t i t s e l f o f i t s 

14 g e n e r a t i o n a s s e t s i n the sense t h a t I've used t h e 

15 t e r m w i t h you i n t h e l a s t few minutes? 

16 A Again, t h e company's p o s i t i o n i s t h a t i t 

17 would g i v e t h e Commission t h e o p t i o n t o o r d e r 

18 d i v e s t i t u r e o r o r d e r an a u c t i o n o f i t s a s s e t s w h i c h 

19 c o u l d r e s u l t i n d i v e s t i t u r e , b u t i t might n o t . There 

20 are some l i m i t s t o whether o r no t t h a t would be 

21 p o s s i b l e . Again, t h a t does not undermine t h e v a l u e 

22 o f t h a t p r o c e s s i n p r o v i d i n g i n f o r m a t i o n on t h e 

23 market v a l u e o f t h e company's a s s e t s . 

24 Q Your answer t o my j u s t p r e v i o u s q u e s t i o n i s 

25 no, w i t h t h e e x p l a n a t i o n you j u s t gave; c o r r e c t ? 
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1 MR. MOOT: I ' d ask t h a t t h e q u e s t i o n be r e a d 

2 back t o t h e w i t n e s s . 

3 JUDGE CORBETT: Okay. 

4 { Q u e s t i o n a t Page 324, L i n e s 12-16, r e a d by 

5 c o u r t r e p o r t e r . ) 

6 A No, w i t h t h a t e x p l a n a t i o n . 

7 BY MR. BARAK: 

8 Q Now, j u s t a c o u p l e o f q u e s t i o n s on t h e 

9 s c e n a r i o i n v o l v i n g t h e f o s s i l p l a n t s and 

10 decommiss i o n i n g o b i i g a t i o n . I want t o a s k y o u a 

11 q u e s t i o n a b o u t r e a s o n a b l e n e s s , b u t I want t o 

12 u n d e r s t a n d s o m e t h i n g a b o u t y o u r own d e c i s i o n s i n y o u r 

13 l i f e . Have y o u e v e r s o l d a house t h a t y o u owned? 

14 A Yes, I have. 

15 Q And d i d y o u have a m o r t g a g e on t h e house 

16 t h a t y o u s o l d ? 

17 A Yes, I d i d . 

18 Q And when y o u s o l d t h e house, d i d y o u r e t a i n 

19 r e s p o n s i b i l i t y f o r p a y i n g t h a t m o r t g a g e ? 

20 A Yes, I d i d . 

21 Q Have y o u s o l d more t h a n one house? Have 

22 y o u s o l d more t h a n one house? Have y o u s o l d a n y 

23 o t h e r s ? 

2 4 A L e t me u n d e r s t a n d t h e q u e s t i o n . I p a i d o f f 

25 t h e m o r t g a g e when I s o l d t h e hous e . 
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1 Q A l l r i g h t . 

2 A I r e t a i n e d r e s p o n s i b i l i t y f o r t h e mortgage 

3 and p a y i n g i t o f f . 

4 Q Oh. So t h a t when you l e f t t h e c l o s i n g , you 

5 had no more f i n a n c i a l r e s p o n s i b i l i t y f o r y o u r f o r m e r 

6 home; c o r r e c t ? 

7 A I am n o t sure what my l e g a l l i a b i l i t i e s a re 

8 i n my ownership o f my f o r m e r r e s i d e n c e s , f r a n k l y . 

9 Q Do you b e l i e v e t h a t you s t i l l have an 

10 o b i i g a t i o n t o pay a mortgage on your f o r m e r 

11 r e s i d e n c e ? 

12 A No, I don't pay a mortgage on my f o r m e r 

13 r e s i d e n c e . 

14 Q Do you t h i n k i t ' s r e a s o n a b l e f o r you i n 

15 s e l l i n g one house t o t r y t o remove a l l o b l i g a t i o n s 

16 f o r t h a t f o r m e r house as you walk out o f t h e c l o s i n g ? 

17 A I t i s r e a s o n a b l e t o t r y t o do t h a t . I may 

18 o r may n o t have been s u c c e s s f u l i n d o i n g t h a t . I 

19 j u s t don't know. 

2 0 Q Now, I want t o ask you about t h e company 

21 and i t s f o s s i l decommissioning r e s p o n s i b i l i t i e s . I n 

2 2 y o u r j udgment, would i t be r e a s o n a b l e f o r t h e company 

23 i n s e l l i n g i t s f o s s i l u n i t s , assuming i t d i d so, t o 

'2 4 t r y t o remove a l l o b l i g a t i o n f o r f o s s i l 

25 decommissioning from i t s e l f w i t h i n t he c o n t e x t o f t h e 
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1 s a l e ? 

2 A Yes, I do b e l i e v e i t would be v e r y 

3 r e a s o n a b l e t o t r y t o do t h a t . A gain, how s u c c e s s f u l 

4 t h e company would be i n d o i n g t h a t would be a m a t t e r 

5 t h a t would have t o be f i g u r e d o u t i n the f u t u r e . 

6 Q I n your view, i n terms o f t h e v a r i o u s 

7 opt i o n s t h a t might p r e s e n t themselves i n t h e c o n t e x t 

8 o f an a u c t i o n or a r e q u e s t f o r p u r c h a s e r s f o r t h e 

9 company's f o s s i l u n i t s , one o f t h e h i g h e s t o b j e c t i v e s 

10 would be t o remove from t h e company a l l o b l i g a t i o n s 

11 f o r t h o s e u n i t s , i n c l u d i n g decommissioning? 

12 A I would t h i n k t h e o b j e c t i v e o f t h e process 

13 would be t o c r e a t e the most v a l u e . 

14 Q I guess - -

15 A One of the elements o f v a l u e i s removing 

16 o b l i g a t i o n s o f t h e company. Another element o f v a l u e 

17 i s how much money are you g o i n g t o get u p - f r o n t and 

18 what ongoing o b l i g a t i o n s you're g o i n g t o r e t a i n . So 

19 t h e t o t a l package you would l o o k a t would be t o t r y 

20 t o maximize t h e v a l u e o f any s a l e . 

21 Q And when you c o n t e m p l a t e t h a t s c e n a r i o o f 

22 t h e company t r y i n g t o maximize v a l u e , would i t be 

23 c o r r e c t t o say t h a t you see the r e t e n t i o n or n o t o f 

24 f o s s i l decommissioning r e s p o n s i b i l i t y as a m a t t e r o f 

25 r i s k ? 
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1 A That would be a d e t r i m e n t t o v a l u e , yes. 

2 Q And e x p l a i n t h a t a l i t t l e b i t . R e t a i n i n g 

3 t h a t o b l i g a t i o n f o r f o s s i l decommissioning m i g h t 

4 p r e s e n t some r i s k because the company r e a l l y won't 

5 know u n t i l i t goes t h r o u g h t h e decommissioning 

6 p r o c e s s how much i t w i l l have t o spend; c o r r e c t ? 

7 A I t h i n k t h e company has a v e r y good 

8 o b j e c t i v e s t u d y o f how much i t w i l l have t o spend. 

9 That was p r e s e n t e d as evidence i n t h i s case. I t was 

10 p r e p a r e d by Mr. LaGuardia, and t h e d e t a i l s o f t h a t 

11 s t u d y c o u l d be r e v i e w e d by him. So I t h i n k we have a 

12 p r e t t y good i d e a o f what i t would c o s t us t o 

13 decommission our f o s s i l u n i t s , a t l e a s t i n 1997 

14 d o l l a r s . 

15 Q You're s a y i n g t h a t t h e r e i s no element o f 

16 r i s k ? 

17 A I d i d n ' t say t h a t a t a l l . I t h i n k I s a i d 

18 t h a t we have a good e s t i m a t e o f what i t would c o s t . 

19 I a l s o s a i d t h e r e was a d e t r i m e n t t o v a l u e . I t would 

2 0 have t o be cons i d e r e d i n any o f f e r f o r our f o s s i l 

21 p l a n t s . 

22 Q The u n c e r t a i n t y o f f u t u r e decommissioning 

23 c o s t s f o r t h e company f o r these f o s s i l p l a n t s t h a t i t 

24 would p u t out f o r a u c t i o n or b i d , would i t be c o r r e c t 

25 t o say t h a t t h e company's r i s k o r u n c e r t a i n t y i s 
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1 moderated t o t h e e x t e n t t h e Commission o r d e r s t h a t 

2 t h e r a t e s i n c l u d e , t h r o u g h the s t r a n d e d i n v e s t m e n t 

3 c a l c u l a t i o n , an element f o r t h e f o s s i l 

4 decommissioning c o s t s ? 

5 A I t h i n k i f t h e company i s t o r e c o v e r f o s s i l 

6 decommissioning t h r o u g h a n o t h e r means o t h e r t h a n 

7 t h r o u g h the purchase p r i c e , yes, t h a t would i n c r e a s e 

8 t h e v a l u e o f those p l a n t s . 

9 _ Q Would i t a l s o be t r u e t h a t t h e i n c e n t i v e on 

10 t h e company t o e l i m i n a t e t h a t u n c e r t a i n t y t h r o u g h t h e 

11 auct i o n process o r the b i d process i s c o r r e s p o n d i n g l y 

12 reduced? 

13 A Could you r e p e a t t h a t quest ion? 

14 Q Okay. I n the s i t u a t i o n where t h e 

15 Commission o r d e r s t h a t a s t r a n d e d i n v e s t m e n t , 

16 u l t i m a t e l y t h r o u g h t h e CTC, s t r a n d e d i n v e s t m e n t 

17 r e c o v e r y , i n c l u d e s some o f these -- s t r i k e t h a t , 

18 i n c l u d e s t h e s e e s t i m a t e s o f f o s s i l decommissioning 

19 charges t h a t your people i n t h i s case have p r e s e n t e d , 

20 t h e company's i n c e n t i v e t o t r y t o remove i t s 

21 o b l i g a t i o n s f o r f o s s i l decommissioning t h r o u g h t h e 

2 2 a u c t i o n o r b i d process are c o r r e s p o n d i n g l y reduced? 

23 A I w o u l d n ' t n e c e s s a r i l y concede t h a t . 

24 A g a i n , I t h i n k you would l o o k a t t h e t o t a l v a l u e 

25 package. I f t h e company had r e c o v e r y o f an i t e m f o r 
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1 f o s s i l decommissioning and t h e n l a t e r on d e c i d e d t h a t 

2 i t e i t h e r c o u l d n ' t g e t r i d of t h a t o b l i g a t i o n and 

3 d e c i d e d t o keep t h a t money f o r whatever reason o r i f 

4 -- There would be l o t s o f ways t o c r e a t e a t o t a l 

5 v a l u e package. 

6 So I don't t h i n k t h e r e ' s any d e f i n i t i v e answer 

7 t h a t I can g i v e you g i v e n your s p e c i f i c s h e re. You 

8 would have t o , a g a i n , l o o k a t t h e whole package. I f 

9 i t c r e a t e d maximum v a l u e , the company would be 

10 i n t e r e s t e d . I f i t d i d n ' t , t h e n i t would go on t o t h e 

11 n e x t more v a l u a b l e b i d . 

12 Q Your p r e s e n t a t i o n i n t h e case does n o t 

13 i n c l u d e an o p t i o n f o r t h e Commission whereby, i f t h e 

14 company t h r o u g h the a u c t i o n o r b i d process were t o 

15 f u l l y d i v e s t i t s e l f o f i t s f o s s i l g e n e r a t i o n , 

16 i n c l u d i n g f u l l y d i v e s t i n g i t s e l f o f i t s 

17 decommissioning o b l i g a t i o n s , y e t t h e Commission had 

18 somehow c a l c u l a t e d s t r a n d e d i n v e s t m e n t t o i n c l u d e 

19 t h a t amount, your p r e s e n t a t i o n doesn't i n c l u d e an 

2 0 o p t i o n whereby t h e company would c r e d i t back t o t h e 

21 CTC t h a t o b l i g a t i o n ; i s t h a t c o r r e c t ? 

22 A I t h i n k i t would. We've s a i d t h a t we would 

23 c r e d i t any o v e r - r e c o v e r y of s t r a n d e d c o s t s back t o 

24 r a t e p a y e r s . I t e s t i f i e d t o t h a t y e s t e r d a y , and I 

2 5 b e l i e v e t h a t t o be the case. 
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1 So i t wouldn't m a t t e r what we c o l l e c t e d i t 

2 f o r . We are g o i n g t o get a c e r t a i n d o l l a r amount o f 

3 s t r a n d e d c o s t r e c o v e r y . I f t h a t ' s more t h a n we 

4 u l t i m a t e l y need, we are g o i n g t o r e f u n d i t t o t h e 

5 customers. 

6 We have p u t i n a number o f p r o t e c t i o n s , 

7 however, t o ensure t h a t we don't over c o l l e c t t h a t 

8 amount. But t h e r e i s no o p p o r t u n i t y , i n my view, f o r 

9 t h e company t o o v e r - c o l l e c t i t s s t r a n d e d c o s t s and 

10 r e t a i n t h a t b e n e f i t on a l o n g - t e r m b a s i s . 

11 Q J u s t so we're c l e a r here, because I don't 

12 want t o misquote you l a t e r , t h e company's p o s i t i o n i s 

13 t h a t i f t h e Commission were t o i n c l u d e f o s s i l 

14 decommissioning c o s t s i n i t s c a l c u l a t i o n o f s t r a n d e d 

15 i n v e s t m e n t and the company s u b s e q u e n t l y f u l l y 

16 d i v e s t e d i t s e l f o f i t s f o s s i l p l a n t , i n c l u d i n g f u l l y 

17 d i v e s t i n g i t s e l f o f i t s decommissioning o b l i g a t i o n , 

18 t h e amounts i n your p r e s e n t a t i o n r e l a t e d t o f o s s i l 

19 decommissioning would be c r e d i t e d back t o t h e 

20 s t r a n d e d i n v e s t m e n t f i g u r e ; i s t h a t c o r r e c t ? 

21 MR. MOOT: Can I ask f o r a c l a r i f i c a t i o n , 

2 2 whether Mr. Barak i s a s k i n g h i s quest i o n i n t h e 

2 3 c o n t e x t o f Duquesne's p r o p o s a l , which i n c l u d e s 

2 4 a m o r t i z a t i o n and f i n a l v a l u a t i o n , o r i s he a s k i n g i t 

25 i n terms o f a one-time d e t e r m i n a t i o n o f s t r a n d e d 
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1 c o s t s by t h e Commission? 

2 MR. BARAK: E x c e l l e n t c l a r i f i c a t i o n . 

3 BY MR. BARAK: 

4 Q I n terms o f a one-time s t r a n d e d i n v e s t m e n t 

5 d e t e r m i n a t i o n by t h e Commission. Can you answer my 

6 q u e s t i o n ? 

7 A I n terms o f a one -- I guess i t would 

8 depend on when t h a t one -1 ime d e t e r m i n a t i o n i s made. 

9 I f i t ' s made a t t h e c o n c l u s i o n o f t h i s p r o c e e d i n g , i t 

10 would seem t o me t h a t t h e r e would t h e n be no 

11 o b l i g a t i o n f o r t h e company t o b a s i c a l l y t r u e - u p 

12 a n y t h i n g o t h e r t h a n under t h e s e c t i o n o f t h e a c t 

13 which r e q u i r e s an annual t r u e - u p on a s a l e . 

14 But t h a t i s not t h e company's p r o p o s a l , and i t 

15 would n o t -- I n our p r o p o s a l , a g a i n , any ove r -

16 r e c o v e r y o f s t r a n d e d c o s t s would be r e f u n d e d t o 

17 r a t e p a y e r s . 

18 So, i n your one-time s c e n a r i o a n a l y s i s , i f 

19 t h e y make a one-time d e t e r m i n a t i o n , t h a t ' s i t . There 

20 i s no a d j u s t m e n t f o r a n y t h i n g , o t h e r t h a n volume, i n 

21 t h e f u t u r e . That's what we b e l i e v e i s t h e p r o b l e m 

2 2 w i t h t h a t p r o p o s a l , i n t h a t i t would p u t r i s k on 

2 3 e i t h e r r a t e p a y e r s or s h a r e h o l d e r s f o r e i t h e r o v e r - o r 

24 u n d e r - r e c o v e r y f o r s t r a n d e d c o s t s . 

25 But your s c e n a r i o doesn't r e a l l y make any 
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1 sense, t o say. W e l l , what would we do w i t h t h i s o r 

2 t h a t down t h e r o a d i f t h e r e ' s a one-time 

3 d e t e r m i n a t i o n ? because t h e r e ' s a one-time 

4 d e t e r m i n a t i o n and t h a t ' s i t . 

5 Q I n terms o f t h e company p r o p o s a l w h i c h 

6 l o o k s a t a number of p o i n t s i n t i m e , i f the 

7 Commission were t o accept the company's p r o p o s a l and 

8 s t a r t t h e p r o c e s s , i t w i l l have e f f e c t i v e l y t o l d t h e 

9 company t h a t i f i t s e l l s i t s f o s s i l g e n e r a t o r s b u t 

10 somehow r e t a i n s t he o b l i g a t i o n t o decommission them 

11 t h a t t he CTC w i l l p i c k up, as a s t r a n d e d i n v e s t m e n t , 

12 t h a t o b l i g a t i o n ; i s t h a t c o r r e c t ? 

13 A Again, t h e company has p u t f o r t h a t o t a l 

14 s t r a n d e d c o s t p r o p o s a l t h a t i n c l u d e s an element f o r 

15 f o s s i l decommissioning. I f we r e c o v e r t h a t as p a r t 

16 o f t h e Commission's a p p r o v a l s and a t t h e c o n c l u s i o n 

17 o f t h i s p r o c e e d i n g t h a t i s an a l l o w e d s t r a n d e d c o s t , 

18 t h e n t h e company w i l l c o l l e c t t h a t . I f i t t u r n s out 

19 t h a t i t i s not needed, i t w i l l r e f u n d i t . The 

20 company w i l l n ot c o l l e c t one d o l l a r more t h a n i t s 

21 s t r a n d e d c o s t s . 

22 Q I asked you a q u e s t i o n I t h o u g h t was a yes 

23 o r no q u e s t i o n , but you gave me a l o n g e r answer. I s 

24 t h a t because my q u e s t i o n j u s t doesn't work i n terms 

25 o f y o u r view o f t h e way your case i s s e t up? 
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1 A I t h i n k you b e t t e r g i v e me t h e q u e s t i o n 

2 a g a i n . 

3 Q Let me t r y i t a d i f f e r e n t way. I s n ' t i t 

4 c o r i r e c t t h a t , g i v e n t h e way t h e company has s e t up 

5 i t s p r o p o s a l , i t s p r e f e r r e d p r o p o s a l , t h a t t h e o n l y 

6 way t h e Commi s s i o n can be assured t h a t t h e company 

7 has a f u l l i n c e n t i v e t o d i v e s t i t s e l f n o t o n l y o f t h e 

8 p h y s i c a l f o s s i l p l a n t b u t a l s o t h e f o s s i l 

9 decommissioning o b l i g a t i o n i s t o d e c l a r e i n advance 

10 t h a t i t w i l l n ot t r e a t as a s t r a n d e d i n v e s t m e n t c o s t 

11 f o s s i l decommissioning e s t i m a t e s ? 

12 A No. 

13 Q I s n ' t i t c o r r e c t t h a t when t h e company 

14 u n d e r t a k e s t h e a u c t i o n and b i d p r o c e s s , assuming t h e 

15 Commission approves t he company's p r o p o s a l , t h a t t h e 

16 company w i l l s e t a g a i n s t f o s s i l d ecommissioning 

17 o b l i g a t i o n s p o t e n t i a l s a l e p r i c e s o f t h e p l a n t s ? 

18 A I would make a c l a r i f i c a t i o n . F i r s t o f 

19 a l l , t h e company's p r o p o s a l i s n o t t o d i v e s t i t s 

20 p l a n t s . The company's p r o p o s a l i s t o use market 

21 i n f o r m a t i o n t o d e t e r m i n e t h e v a l u e o f i t s p l a n t s i n 

22 mid-2003. 

23 The Commission-ordered, d i v e s t i t u r e i s o n l y one 

24 o p t i o n , o r t h e Commission-ordered a u c t i o n i s o n l y one 

2 5 o p t i o n t h a t t h e Commission c o u l d use t o assess t h e 
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1 v a l u e i n 2003. 

2 So, a g a i n , I t h i n k we need t h a t c l a r i f i c a t i o n , 

3 t h a t t h e company's p r o p o s a l i s n o t t o d i v e s t i t s 

4 a s s e t s or t o a u c t i o n i t s a s s e t s . The company's 

5 p r o p o s a l i s t o use market i n f o r m a t i o n , an a u c t i o n 

6 b e i n g one method, i n mid-2003. 

7 Mr. M a r s h a l l y e s t e r d a y o f f e r e d up t h a t i f the 

8 Commission so o r d e r e d t h a t a u c t i o n c o u l d be conducted 

9 e a r l i e r t h a n 2003. 

10 Q I want t o go t o some d i f f e r e n t t o p i c s now. 

11 On Page 18 of your d i r e c t , L i n e s 10 t h r o u g h 12, you 

12 urge t h a t t h e Commission l o o k a t t h e customer b i l l , 

13 r a t h e r t h a n the p a r t i c u l a r r a t e f o r a customer, i n 

14 a s s e s s i n g , b a s i c a l l y , whether t h e company's r a t e s are 

15 h i g h o r n o t . Do you r e c a l l t h a t t e s t i m o n y ? 

16 A C o r r e c t . 

17 Q I m p l i c i t i n t h a t recommendation i s y o u r 

18 view t h a t customer b i l l s are a r e a s o n a b l e way t o 

19 examine t h e impact o f a s t r a n d e d i n v e s t m e n t r e c o v e r y 

20 on t h e customers; i s t h a t c o r r e c t ? 

21 A My p o s i t i o n i s t h a t t h e m o n t h l y b i l l i s 

22 what t h e customer sees and what t h e y a c t u a l l y pay i n 

23 d o l l a r s . That b i l l i s i m p o r t a n t t o how much o r how 

24 l i t t l e i m p o r t a n c e t h e y p l a c e on t h a t d o l l a r amount. 

25 Q So, i n y o u r view, i t would be r e a s o n a b l e 
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1 f o r t h e Commission t o t e s t t h e j u s t n e s s and 

2 reasonableness o f i t s u l t i m a t ' e d e c i s i o n s i n t h i s case 

3 a g a i n s t numbers t h a t would be customer b i l l s o r 

4 p o t e n t i a l customer b i l l s , r a t h e r t h a n s i m p l y a r a t e 

5 f o r customers of v a r i o u s c l a s s e s ? 

6 A I t h i n k t h e customer does t h a t and has done 

7 t h a t h i s t o r i c a l l y . We always submit t y p i c a l b i l l 

8 a n a l y s i s , and t h a t i s a v e r y b i g d e c i s i o n p o i n t f o r 

9 t h e Commission, i s t h e impact on t h e customer's b i l l . 

10 Yes. 

11 Q You're f a m i l i a r w i t h -- Let me r e p h r a s e 

12 t h i s . You address i n your t e s t i m o n y t h e i s s u e o f 

13 m i t i g a t i o n . 

14 A Yes, I do. 

15 Q As you use t h e term m i t i g a t i o n , i s t h a t 

16 c o n s i s t e n t w i t h t h e company t a k i n g measures t h a t 

17 would have t h e e f f e c t o f lower customer b i l l s , a l l 

18 o t h e r t h i n g s b e i n g equal? 

19 A I t h i n k i n t h e c o n t e x t t h a t we have p u t 

2 0 i n t o my d i r e c t t e s t i m o n y and i n t o t h i s case, i t would 

21 show t h a t t h e r e ' s a c o m b i n a t i o n o f t h i n g s . We have 

2 2 shown i n my d i r e c t t h a t t h r o u g h t h e company's 

23 h i s t o r i c m i t i g a t i o n e f f o r t s t h e y have a v o i d e d some 

24 $7 0 0 m i l l i o n w o r t h o f r a t e i n c r e a s e s s i n c e t h e 

2 5 company's l a s t base r a t e case. Yes, t h a t i s one 
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1 element. 

2 I t h i n k t h e o t h e r i s t o r e c o g n i z e t h a t t h e 

3 company has s t r a n d e d c o s t s , s i g n i f i c a n t i n v e s t m e n t i n 

4 n u c l e a r f a c i l i t i e s p r i m a r i l y . We t o o k o t h e r measures 

5 which sought t o a m o r t i z e those i n v e s t m e n t s more 

6 q u i c k l y t h a n we would have h i s t o r i c a l l y a m o r t i z e d . 

7 T h i s would serve t o lower t h e company's o v e r a l l 

8 revenue r e q u i r e m e n t r e l a t e d t o those a s s e t s . Again, 

9 t h a t would be a l o n g e r t e r m b e n e f i t t o t h e consumers. 

10 Q I d i d n ' t mean f o r you t o have t o 

11 r e c a p i t u l a t e your views on m i t i g a t i o n i n g e n e r a l . 

12 Let me pose two s i t u a t i o n s , and t e l l me w h i c h you 

13 t h i n k a p p l i e s t o m i t i g a t i o n as you see i t . 

14 One s i t u a t i o n : Company t a k e s a number o f 

15 measures, no impact f e l t on customers' b i l l s , a l l 

16 o t h e r t h i n g s b e i n g e q u a l , f o r t h e Commission's 

17 d e c i s i o n i n t h i s case. 

18 Second s c e n a r i o : Company t a k e s a number o f 

19 measures and t h e r e i s an impact o f l o w e r i n g charges 

20 so t h a t b i l l s are lower u l t i m a t e l y . 

21 Which o f those two s i t u a t i o n s i s c o n s i s t e n t 

22 w i t h your t e s t i m o n y ? 

23 A I don't t h i n k e i t h e r one of those i s 

2 4 c o n s i s t e n t w i t h our t e s t i m o n y . Our t e s t i m o n y i s t h a t 

25 over t h e l o n g r u n customers w i l l - - Our m i t i g a t i o n 
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1 goes t o t h e l o n g r u n . Over the l o n g r u n and over t h e 

2 r e m a i n i n g l i f e o f Duquesne L i g h t Company, our 

3 customers w i l l be b e t t e r o f f under our p r o p o s a l s . 

4 Even though we d i d n ' t reduce r a t e s c u r r e n t l y , we 

5 would propose t o reduce r a t e s i n t h e f u t u r e . 

6 So I t h i n k t h e r e ' s a b i g t r a d e o f f i n t i m i n g 

7 t h e r e . Our p r o p o s a l s reduce t h e company's o v e r a l l 

8 r e c o v e r y over t h e l i f e o f the company. 

9 Q I t r i e d n ot t o p u t a t i m i n g element i n my 

10 l a s t q u e s t i o n . I f t h a t ' s u n d e r s t o o d , t h a t we're not 

11 l o o k i n g a t any one p o i n t i n t i m e b u t we're s i m p l y 

12 comparing whether t h e r e i s an e f f e c t o f l o w e r i n g 

13 b i l l s w i t h excuse me, an e f f e c t o f no l o w e r i n g o f 

14 b i l l s v e r s u s a l o w e r i n g o f b i l l s over whatever p e r i o d 

15 you choose, which r e p r e s e n t s y o u r view o f m i t i g a t i o n ? 

16 A I would suggest t h a t l o w e r b i l l s o v er t h e 

17 l i f e o f t h e company would be b e t t e r t h a n h i g h e r 

18 b i l l s . 

19 Q And t h a t r e f l e c t s y our use o f t h e t e r m and 

20 the concept o f m i t i g a t i o n ? 

21 A Yes. 

22 Q That t h e customers f e e l i t ? 

23 A Yes. Over t h e l i f e c y c l e o f t h e 

24 c o r p o r a t i o n , yes. 

25 Q You, i n your t e s t i m o n y w i t h some o f t h e 
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1 c r o s s - e x a m i n e r s y e s t e r d a y , i f I r e c a l l c o r r e c t l y , 

2 t a l k e d about t h e a u c t i o n as a t e s t f o r v a l u e and an 

3 a r b i t r a t i o n p a n e l i f and when t h a t d i d n ' t work o u t . 

4 Do you r e c a l l t h a t g e n e r a l l y ? 

5 A Yes, i n g e n e r a l . 

6 Q That a r b i t r a t i o n p a n e l , do you see t h a t as 

7 a p a n e l made up o f s t a t e o f f i c i a l s o r a p a n e l made up 

8 o f p r i v a t e i n d i v i d u a l s ? 

9 A The a r b i t r a t i o n p a n e l i s p r o b a b l y more 

10 p r o p e r l y t h e subj e c t o f Mr. S c h n i t z e r ' s t e s t i m o n y . 

11 He goes i n t o some d e t a i l as t o t h a t p a n e l . 

12 Q So you don't have an o p i n i o n as t o who 

13 would be t h e members o f t h a t p a n e l ; i s t h a t c o r r e c t ? 

14 A That's c o r r e c t . 

15 MR. BARAK: Thanks v e r y much. That's a l l I 

16 have, Your Honor. 

17 JUDGE CORBETT: Mr. S t e w a r t . 

18 CROSS-EXAMINATION 

19 BY MR. STEWART: 

20 Q Good morning, Mr. C l a y t o n . My name i s Todd 

21 S t e w a r t , and I ' l l be examinin g you on b e h a l f o f Mid-

22 A t l a n t i c Power Supply A s s o c i a t i o n . 

23 A Good morning. 

24 Q I ' l l t r y t o keep t h i s p a i n l e s s . 

25 Do you agree t h a t t h e r e ' s a m a t h e m a t i c a l 
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1 r e l a t i o n s h i p between the market p r i c e o f energy and 

2 c a p a c i t y and th e CTC; t h a t i s , when t h e market p r i c e 

3 goes up, t h e CTC or t h e l e v e l o f s t r a n d e d c o s t s t h a t 

4 t h e CTC r e f l e c t s n e c e s s a r i l y go down? 

5 MR. MOOT: Your Honor, I guess I would obj e c t 

6 t o t h i s q u e s t i o n . T h i s i s not o n l y beyond t h e scope 

7 o f t h i s w i t n e s s , b u t t h i s i s v e r y f e r t i l e ground. 

8 Mr. M a r s h a l l t a l k s about t h i s . Mr. S c h n i t z e r t a l k s 

9 about t h i s . Mr. L a h t i n e n t a l k s about t h i s . 

10 Mr. Ste w a r t w i l l have ample o p p o r t u n i t y and 

11 has had t o go i n t o h i s CTC and market p r i c e r e l a t e d 

12 q u e s t i o n s . 

13 MR. STEWART: Your Honor, t h i s w i t n e s s has 

14 t e s t i f i e d -- I f I am not i n c o r r e c t i n t h i s , I 

15 b e l i e v e he's t e s t i f i e d as t o the l e v e l o f s t r a n d e d 

16 c o s t s . 

17 MR. MOOT: That i s c o r r e c t . He has t a k e n t h e 

18 c a l c u l a t i o n s o f market p r i c e s and come up w i t h a 

19 number f o r s t r a n d e d c o s t s . 

20 MR. STEWART': I'm s i m p l y a s k i n g t h e w i t n e s s i f 

21 he r e c o g n i z e s a m a t h e m a t i c a l r e l a t i o n s h i p - -

22 MR. MOOT: He does n o t propose t o s e t CTCs, 

23 which i s a v e r y d i f f e r e n t t h i n g . 

24 JUDGE CORBETT: I t ' s a l s o a d i f f e r e n t 

25 q u e s t i o n . W e ' l l see how f a r we go on t h i s one. Go 
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3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

ahead. 

BY MR. STEWART: 

Q J u s t one q u e s t i o n . Would you agree t h a t 

t h e r e ' s a m a t h e m a t i c a l r e l a t i o n s h i p between t h e 

market p r i c e o f energy and c a p a c i t y and t h e CTC as 

b e i n g r e f l e c t i v e o f s t r a n d e d c o s t s ? 

A Yes. I --

MR. MOOT: Can I ask f o r c l a r i f i c a t i o n on 

whose methodology f o r c a l c u l a t i n g t h e CTC t h a t you're 

t a l k i n g about? Under what assumption? Our p r o p o s a l ? 

MR. STEWART: I'm t a k i n g t h e s t a t u t e as 

w r i t t e n . I t says t h a t t h e CTC i s t h e amount -- I t ' s 

r e f l e c t i v e o f the amount o f s t r a n d e d c o s t s w h i c h are 

And s t r a n d e d c o s t s a r e , by d e f i n i t i o n under t h e 

s t a t u t e , t h o s e c o s t s which are n ot r e c o v e r a b l e i n t h e 

c o m p e t i t i v e market. 

MR. MOOT: By t h e CTC, you're r e f e r r i n g t o the 

l i f e o f t h e CTC i n t o t a l o r any one year? 

MR. STEWART: The l i f e o f t h e CTC i n t o t a l . 

MR. MOOT: F a i r enough. 

A W i t h those c l a r i f i c a t i o n s , I b e l i e v e 

t h e r e ' s a m a t h e m a t i c a l r e l a t i o n s h i p . 

MR. STEWART: Thank you. 

BY MR. STEWART: 

Q Would you agree t h a t w i t h o u t an a c c u r a t e 
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1 v a l u a t i o n o f g e n e r a t i o n a s s e t s i t i s p o s s i b l e t o have 

2 Duquesne's CTC over t he l i f e o f the CTC be s e t 

3 i n c o r r e c t l y ? 

4 A Under Duquesne's p r o p o s a l s , I don't t h i n k 

5 t h a t i s p o s s i b l e . 

6 Q Would you agree -- And i f t h i s q u e s t i o n 

7 you f e e l s h o u l d be d e f e r r e d t o somebody e l s e , f e e l 

8 f r e e t o do so. Would you agree t h a t t h e r e ' s a 

9 s i g n i f i c a n t r i s k o f harm t o c o m p e t i t i o n i n g e n e r a l i f 

10 t h e CTC i s not a c c u r a t e l y set? 

11 A I w i l l d e f e r t h a t q u e s t i o n . That i s 

12 c l e a r l y o u t s i d e o f my area o f e x p e r t i s e . 

13 Q F a i r enough. R e f e r r i n g t o Page 28 o f your 

14 d i r e c t t e s t i m o n y a t L i n e 10 --

15 A Yes. 

16 Q - - i s i t t r u e t h a t Duquesne b e l i e v e s t h a t 

17 S e c t i o n 2804, l i t t l e f o u r (v) r e l i e v e s t h e company o f 

18 t h e d u t y o f f i n a l l y d e t e r m i n i n g i t s s t r a n d e d c o s t 

19 l e v e l now, as opposed t o d o i n g i t i n 2003 when t h e 

20 company proposes t o do i t ? 

21 A The company b e l i e v e s t h a t i t s p r o p o s a l s are 

22 c o n s i s t e n t w i t h t h e a c t . 

23 Q So i t ' s y o u r t e s t i m o n y -- Your t e s t i m o n y , 

24 t h e n , i s t h a t your p r o p o s a l i s c o n s i s t e n t w i t h 

25 S e c t i o n 2804, f o u r ( v ) . 
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1 A Yes. I t i s c o n s i s t e n t w i t h t h a t and a l l 

2 p r o v i s i o n s o f the a c t . 

3 Q R e f e r r i n g t o your r e b u t t a l t e s t imony a t 

4 Page 5, a t Li n e 5 are t h e markets t o wh i c h you r e f e r 

5 t h e markets f o r t h e s a l e o f energy and c a p a c i t y or 

6 t h e markets f o r t h e s a l e o f g e n e r a t i o n assets? 

7 A I t c o u l d be e i t h e r one. 

8 Q On Page 11 o f your r e b u t t a l t e s t i m o n y a t 

9 L i n e 7, you s t a t e t h a t , Rather t h a n f o c u s i n g on t h e 

10 a c t u a l l e v e l o f s t r a n d e d c o s t s , Duquesne has chosen 

11 i n s t e a d t o focu s on the b e s t method f o r c a l c u l a t i n g 

12 s t r a n d e d c o s t s . I s t h a t t r u e ? 

13 MR. MOOT: I t h i n k t h a t ' s an i n c o r r e c t 

14 I t ' s n o t what i t says, b u t answer t h e q u e s t i o n . 

15 MR. STEWART: I f he doesn't b e l i e v e t h a t ' s a 

16 c o r r e c t s t a t e m e n t , he can answer t h e q u e s t i o n . 

17 MR. MOOT: F a i r enough. 

18 THE WITNESS: Would you g i v e me i t again? 

19 BY MR. STEWART: 

20 Q I s t h i s an a c c u r a t e paraphrase o f what you 

21 s a i d a t L i n e 7 on Page 11 o f your r e b u t t a l t e s t i m o n y : 

22 That r a t h e r t h a n f o c u s i n g on t h e a c t u a l l e v e l of 

23 s t r a n d e d c o s t s t o d a y , Duquesne has chosen i n s t e a d t o 

24 f o c u s on t h e best method f o r c a l c u l a t i n g s t r a n d e d 

25 c o s t s ? 
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1 A We b e l i e v e t h a t we have proposed t h e b e s t 

2 method f o r c a l c u l a t i n g s t r a n d e d c o s t s , and we have 

3 n o t made a one-time d e t e r m i n a t i o n t o d a y . 

4 Q I s i t t r u e t h a t Duquesne's method i n v o l v e s 

5 a t e n t a t i v e e s t i m a t e o f s t r a n d e d c o s t s now w i t h a 

6 f i n a l d e t e r m i n a t i o n t o be made l a t e r ? 

7 A I n my r e b u t t a l t e s t i m o n y , we p u t f o r t h a 

8 s t r a n d e d c o s t e s t i m a t e as o f 12/31/98. But, a g a i n , 

9 t h a t i s not our p r o p o s a l . So I would say t h a t i n t h e 

10 company's p r e f e r r e d approach i t has made no e s t i m a t e 

11 o f i t s s t r a n d e d c o s t s t o d a y . 

12 MR. STEWART: I have n o t h i n g f u r t h e r , Your 

13 Honor. 

14 JUDGE CORBETT: Mr. C l e a r f i e l d . 

15 MR. CLEARFIELD: No q u e s t i o n s , Your Honor. 

16 JUDGE CORBETT: Mr. Rubin. 

17 MR. RUBIN: Thank you. Your Honor. 

18 CROSS-EXAMINATION 

19 BY MR. RUBIN: 

2 0 Q Good morning, Mr. C l a y t o n . 

21 A Good morning. 

22 Q I would l i k e t o d i s c u s s w i t h you t h i s 

23 morning some o f t h e d e t a i l s o f t h e new p r o p o s a l s t h a t 

2 4 Duquesne made i n i t s r e b u t t a l t e s t i m o n y . One o f 

25 t h o s e p r o p o s a l s i s t o pr e p a r e a s t u d y by t h e end o f 
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1 1998 t h a t would l o o k a t whether any Duquesne 

2 g e n e r a t i n g p l a n t s s h o u l d be shut down b e f o r e t h e end 

3 o f i t s c u r r e n t l y p r o j e c t e d -- o r b e f o r e i t s c u r r e n t l y 

4 p r o j e c t e d r e t i r e m e n t d a t e ; i s t h a t r i g h t ? 

5 A Mr. M a r s h a l l proposed such a s t u d y , yes, i n 

6 h i s t e s t i m o n y . 

7 Q Which p l a n t s w i l l be s t u d i e d ? Do you know? 

8 MR. MOOT: O b j e c t i o n , Your Honor. I t ' s 

9 Mr. M a r s h a l l ' s area. I t ' s beyond t h e scope o f h i s 

10 t e s t i m o n y . He p r e s e n t s numbers. 

11 JUDGE CORBETT: I don't b e l i e v e t h i s was' i n 

12 Mr. C l a y t o n ' s t e s t i m o n y . I f you can r e f e r me t o 

13 something t h a t shows i t was i n h i s t e s t i m o n y , 

14 Mr- Rubin, I ' l l l e t you f o l l o w i t . 

15 MR. RUBIN: I ' l l move on, Your Honor. That's 

16 f i n e . 

17 JUDGE CORBETT: Okay. 

18 BY MR. RUBIN: 

19 Q Mr. C l a y t o n , i n Duquesne's f i l i n g i n t h i s 

20 case as p a r t o f the Commiss i o n ' s f i 1 i n g r e q u i r e m e n t s, 

21 you are t h e w i t n e s s l i s t e d as t h e sponsor f o r I t e m 

2 2 L-5, which, among o t h e r t h i n g s , l i s t s t h e c u r r e n t l y 

23 p l a n n e d r e t i r e m e n t date f o r each u n i t ; i s t h a t 

24 c o r r e c t ? 

2 5 A Yes. To my r e c o l l e c t i o n , t h a t i s c o r r e c t . 
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1 Q And does t h e i n f o r m a t i o n p r o v i d e d i n t h a t 

2 p o r t i o n o f t h e f i l i n g r e q u i r e m e n t s , among o t h e r s , 

3 p r o v i d e t h e b a s i s f o r your d i r e c t case? 

4 A Yes, i t does. 

5 Q Would I be c o r r e c t t h a t t h e c u r r e n t 

6 r e t i r e m e n t d a tes range from t h e year 2005 f o r E l Rama 

7 t o t h e year 2027 f o r Beaver V a l l e y U n i t 2? 

8 MR. MOOT: Your Honor, a t t h i s p o i n t I j u s t 

9 want t o l e t t h e r e c o r d r e f l e c t t h a t I'm hand i n g t h e 

10 w i t n e s s a copy o f L-5 i n case he needs i t . 

11 JUDGE CORBETT: A l l r i g h t . 

12 A That's c o r r e c t . 

13 BY MR. RUBIN: 

14 Q Other t h a n t h e i n f o r m a t i o n t h a t i s 

15 p r e s e n t e d i n the company's r e b u t t a l t e s t i m o n y , has 

16 Duquesne conducted any s t u d i e s t h a t examine t h e 

17 e f f e c t o f c l o s i n g a g e n e r a t i n g p l a n t b e f o r e t h e end 

18 o f t h e r e t i r e m e n t d a tes t h a t are shown i n Itern L-5? 

19 A The company has made no such s t u d i e s , t o my 

2 0 knowledge. 

21 Q Do you c o n s i d e r t h e i n f o r m a t i o n p r e s e n t e d 

2 2 i n y o u r r e b u t t a l t e s t i m o n y t o be s u f f i c i e n t t o 

23 j u s t i f y c l o s i n g any o f Duque sne's power p l a n t s b e f o r e 

2 4 t h e i r c u r r e n t l y a n t i c i p a t e d r e t i r e m e n t d a tes as shown 

25 i n I t e m L-5? 
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1 A No. The o n l y q u e s t i o n a b l e i t e m t h a t has 

2 any open q u e s t i o n i s on t h e E l Rama p l a n t where t h e 

3 numbers would show t h a t even when u n a v o i d a b l e c o s t s 

4 are c o n s i d e r e d t h e r e ' s s t i l l a n e g a t i v e m a r gin on 

5 t h a t p l a n t . However, t h a t s t u d y does n o t go f a r 

6 enough. I t does not c o n s i d e r t r a n s m i s s i o n and o t h e r 

7 i m p l i c a t i o n s o f c l o s i n g E l Rama. 

8 Q We'11 be g e t t i n g back t o E l Rama i n a 

9 mi n u t e . I a p p r e c i a t e your m e n t i o n i n g t h a t h e r e . 

10 B e f o r e we do t h a t , do you c o n s i d e r t h e 

11 i n f o r m a t i o n p r e s e n t e d i n t h e t e s t i m o n y o f any o t h e r 

12 p a r t y t o t h i s case t o be s u f f i c i e n t t o j u s t i f y 

13 c l o s i n g any o f Duquesne's p l a n t s b e f o r e t h e end o f 

14 t h e i r c u r r e n t l y a n t i c i p a t e d r e t i r e m e n t dates as shown 

15 i n I t e m L-5? 

16 A No. 

17 Q Now, as p a r t o f your r e b u t t a l t e s t i m o n y , 

18 you p r e p a r e d E x h i b i t DJC-13. I ha t e t o ask you t o do 

19 t h i s , b u t i f we c o u l d t u r n t o t h a t a g a i n f o r a 

2 0 m i n u t e . Among o t h e r t h i n g s , t h i s e x h i b i t shows' an 

21 e s t i m a t e o f employee severance c o s t s . For example, 

22 t h a t i t e m f o r t h e Cheswick p l a n t i s $3.6 m i l l i o n , and 

2 3 f o r E l Rama i t ' s $4.7 m i l l i o n . What do these f i g u r e s 

24 r e p r e s e n t ? 

25 A The d e t a i l s o f these numbers s h o u l d be 
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1 d i s c u s s e d w i t h O'Brien. 

2 Q I'm s o r r y . I wasn't a s k i n g about t h e 

3 d e t a i l . I'm j u s t a s k i n g , are t h e s e c u r r e n t d o l l a r s , 

4 p r e s e n t v a l u e d o l l a r s ? What are they? 

5 A These are p r e s e n t v a l u e d o l l a r s t h a t would 

6 r e l a t e t o t h e u n a v o i d a b l e c o s t s t h a t would be 

7 i n c u r r e d i n severance r e l a t i o n s h i p s w i t h employees. 

8 That c o u l d be t e r m i n a t i o n pay. I t c o u l d be r e -

9 t r a i n i n g . I t c o u l d be a number of i t e m s . 

10 Again, Mr. O'Brien c o u l d p r o b a b l y discus's t h a t 

11 i n much more d e t a i l w i t h you t h a n I can. 

12 Q And he c e r t a i n l y w i l l . I'm not a s k i n g you 

13 t o do t h a t . 

14 Are t h e f i g u r e s t h a t are shown here - - You 

15 s a i d t h a t t h e y ' r e p r e s e n t v a l u e , and i t says a t t h e 

16 t o p as o f 12/31/98. Are these a l s o n e t - o f - t a x 

17 numbers? They're a f t e r - t a x numbers? 

18 A Yes, t h e y a r e . 

19 Q So these numbers would r e f l e c t t h e impact 

20 on Duquesne L i g h t Company. They wo u l d n ' t r e f l e c t 

21 what employees would a c t u a l l y r e c e i v e as severance 

22 b e n e f i t s ? 

23 A R i g h t . 

2 4 Q Now, f r o m the computer f i l e s t h a t were 

25 p r o v i d e d w i t h your work papers, I t h i n k I was a b l e t o 
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1 f i g u r e o ut what t h e a c t u a l e s t i m a t e o f employee 

2 severance c o s t s a r e , and I ' d l i k e t o g i v e you some 

3 numbers s u b j e c t t o check, i f we can do t h a t . 

4 A I would suggest t h a t you would do t h a t w i t h 

5 Mr. O'Brien. That would r e a l l y be the s u b j e c t o f h i s 

6 t e s t i m o n y . He p r e p a r e d those c a l c u l a t i o n s . I s i m p l y 

7 added them i n t h i s t a b l e . 

8 Q A l l r i g h t . I mean I u n d e r s t o o d t h a t 

9 Mr. O'Brien p r e p a r e d them. You d i d n ' t do a n y t h i n g t o 

10 t h o s e numbers o t h e r t h a n t a k e Mr. O'Brien's numbers, 

11 do t h e p r e s e n t • v a l u e and t h e t a x c a l c u l a t i o n ? 

12 A That's e s s e n t i a l l y what I d i d . I ac c e p t e d 

13 h i s numbers, yes. 

14 Q Would I be c o r r e c t t h a t E x h i b i t DJC-13 

15 p r e s e n t s an a n a l y s i s by l o o k i n g a t c o s t s t h a t c o u l d 

16 a c t u a l l y be a v o i d e d i n 1999? 

17 A Yes. 

18 Q And I b e l i e v e , as you s t a t e d a few moments 

19 ago, based on t h a t a n a l y s i s . E l Rama would be t h e 

20 o n l y u n i t t h a t e s s e n t i a l l y would n o t pay i t s own way 

21 on a p r e s e n t v a l u e b a s i s . 

22 A On t h i s p r e l i m i n a r y b a s i s , yes, t h a t would 

2 3 be what would be i n d i c a t e d . 

24 Q i s one o f the reasons t h a t E l Rama f a i l s t o 

2 5 pay f o r i t s e l f t h e f a c t t h a t you're p r o j e c t i n g t h a t 

HOLBERT ASSOCIATES 
(717) 540-9669 



350 

1 t h e p l a n t would c l o s e i n 2005?" 

2 A The end o f t h e e s t i m a t e d book l i f e f o r 

3 E l Rama i s 2005, and we have i n our a n a l y s i s used t h e 

4 e x i s t i n g book r e t i r e m e n t date o r t h e e s t i m a t e d 

5 r e t i r e m e n t dates f o r a l l o f t h e p l a n t s , and i t 

6 happens t h a t E l Rama's i s 2005. 

7 Again, t h a t p l a c e s t h a t p l a n t a t an age i n t h e 

8 50-year range. So i t i s not an u n r e a l i s t i c a l l y s h o r t 

9 number o r a n y t h i n g l i k e t h a t . 

10 Q But i s n ' t t h e r e -- I mean under y o u r 

11 a n a l y s i s t he market p r i c e f o r power i n c r e a s e s 

12 s i g n i f i c a n t l y i n t h e year 2006, doesn't i t ? 

13 A Yes. Based on Mr. S c h n i t z e r ' s a n a l y s i s , 

14 t h e r e i s a s m a l l step-up o r i t ' s a c t u a l l y a r a t h e r 

15 l a r g e step-up i n 2006 above the RFP p r i c e s t h a t we 

16 r e c e n t l y had i n t h e s o l i c i t a t i o n t h a t Duquesne 

17 o f f e r e d l a s t summer. 

18 Q I n f a c t , t h e r e ' s something l i k e a 30-

19 p e r c e n t i n c r e a s e between 2 00 5 and 2006, i s n ' t t h e r e ? 

2 0 A I'm not sure o f t h e exa c t i n c r e a s e , b u t 

21 t h e r e c o u l d be t h a t much, yes. 

22 Q I f we l o o k a t your E x h i b i t DJC-20, f o r 

2 3 example, Page -- I'm s o r r y . I ' l l g i v e you a minute 

24 t o g e t t h e r e . 

25 A A l l r i g h t . 
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1 Q Do you have t h a t ? 

2 A Yes. 

3 Q For example, i f we l o o k a t Page 3 -- These 

4 numbers would be t h e same on a l l t h e pages, I g-uess. 

5 I n 2005 t h e p r i c e o f power i s 2.56 c e n t s , and i n 2 00 6 

6 i t ' s 3.38 c e n t s . 

7 A Yes. 

8 Q So t h a t ' s a p r e t t y s u b s t a n t i a l i n c r e a s e , 

9 i s n ' t i t ? 

10 A Yes. 

11 Q W i t h E l Rama r e t i r i n g b e f o r e 2006, i t c a n ' t 

12 c a p t u r e t h e b e n e f i t o f o p e r a t i n g i n an en v i r o n m e n t 

13 where t h e market p r i c e f o r power i s s u b s t a n t i a l l y 

14 h i g h e r ; i s t h a t r i g h t ? 

15 A That would be c o r r e c t ; t h a t i f t h e p l a n t 

16 c l o s e s i n 2005, i t w i l l n ot b e n e f i t f r o m market p r i c e 

17 i n c r e a s e s a f t e r 2005. 

18 Q I n f a c t , i f we l o o k a t Page 6 of your 

19 E x h i b i t DJC-20, which i s t h e page f o r E l Rama, i n 

20 2004, t h e l a s t y ear when i t o p e r a t e s , i t shows t h e 

21 t o t a l expenses o f t h e p l a n t a t 3.38 c e n t s p e r 

2 2 k i l o w a t t hour,- i s t h a t r i g h t ? 

23 A Would you r e f e r me t o t h e page again? 

24 Q I'm s o r r y . I'm i n DJC-20, Page 6. 

25 A Okay. 
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9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q I'm l o o k i n g down a t t h e bott o m p f t h e page 

Expenses, i n c l u d i n g c o r p o r a t e overhead. 

A Yes . 

Q I n the ye a r 2004, t h a t f i g u r e i s 3.38 

c e n t s ; i s t h a t c o r r e c t ? 

A That i s c o r r e c t . 

Q That s t a r t s t o g e t p r e t t y c l o s e t o t h e 

market p r i c e f o r power i n 2006; but i t ' s , o f cours e , 

w e l l above t h e p r i c e f o r power i n 2004? 

A Yes. The o n l y t h i n g I would p o i n t o u t i s 

t h i s a n a l y s i s would not i n c l u d e any new c a p i t a l t h a t 

m i g ht be r e q u i r e d t o keep t h e p l a n t r u n n i n g t h r o u g h 

2006, which c o u l d have t h e e f f e c t o f i n c r e a s i n g t h a t 

number above t he 3.38. 

But I would concede t h a t t h e 3.38 i s c l o s e t o 

th e number t h a t we are p r o j e c t i n g f o r 2 0 0 6. 

Q Does your a n a l y s i s o f E l Rama's c o s t s and 

b e n e f i t s c o n s i d e r t h e system s u p p o r t i s s u e s t h a t 

Duquesne w i t n e s s K a r l d i s c u s s e s ? 

A No, i t does n o t . 

Q So t h e r e ' s n o t h i n g i n here t o m o d i f y 

Duquesne's t r a n s m i s s i o n system t o ensure t h e same 

l e v e l o f r e l i a b i l i t y t h a t e x i s t s when E l Rama i s 

o p e r a t ing? 

A That's c o r r e c t . The o t h e r t h i n g I would 
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1 add t h a t i s not i n here i s any b e n e f i t s o f t h e 

2 merger. There are no merger s y n e r g i e s r e f l e c t e d i n 

3 t h e E l Rama a n a l y s i s , and we b e l i e v e t h a t i s a 

4 s i g n i f i c a n t number and would be f a r g r e a t e r t h a n t h e 

5 n e g a t i v e margin t h a t we would show on t h a t b a s i s . 

6 Q I wasn't even g o i n g t o b r i n g up t h e merger 

7 to d a y , b ut t h a t ' s okay. And I a p p r e c i a t e t h a t . 

8 Would t he same be t r u e o f t h e a n a l y s i s t h a t 

9 you d i d o f t h e Cheswick p l a n t , t h a t t h i s does n o t 

10 c o n s i d e r any system s u p p o r t b e n e f i t s t h a t m ight be 

11 p r o v i d e d by t h a t p l a n t ? 

12 A l t does n o t . 

13 Q So t h a t t h e r e are no c o s t s i n here, a g a i n , 

14 t o m a i n t a i n e x i s t i n g l e v e l s o f r e l i a b i l i t y i f any 

15 c o s t s were necessary f o r t h a t p l a n t t o be shut down? 

16 A That's c o r r e c t . 

17 Q Now, on Page 13 o f yo u r r e b u t t a l 

18 t e s t i m o n y - - a n d I'm l o o k i n g a t t h e answer t h a t b e g i n s 

19 on L i n e 11--you s t a t e t h a t j u s t because a g e n e r a t i n g 

2 0 u n i t may have a n e g a t i v e margin, t h a t i s t h a t i t 

21 l o s e s money d u r i n g a g i v e n t i m e p e r i o d , does n o t mean 

22 t h a t i t s h o u l d be shut down. Why i s t h a t t h e case? 

2 3 A Because o f t h e u n a v o i d a b l e c o s t s t h a t t h e 

2 4 company would i n c u r r e g a r d l e s s o f whether t h e y 

25 o p e r a t e or don't o p e r a t e . 
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1 MR. RUBIN: Your Honor, I would ask t o have 

2 marked f o r i d e n t i f i c a t i o n as IBEW Cross E x h i b i t 

3 Number 1 a document t h a t I ' l l p roceed t o i d e n t i f y 

4 w i t h t h e witne.ss . 

5 JUDGE CORBETT: A l l r i g h t . T h i s document w i l l 

6 be so marked and i d e n t i f i e d . 

7 (IBEW Cross-Examination E x h i b i t Number 1 was 
marked and identified.) 

8 

9 BY MR. RUBIN: 

10 Q Mr. C l a y t o n , t h i s i s t h e company's response 

11 t o IBEW I n t e r r o g a t o r y Set 1, I t e m 7. You are 

12 r e s p o n s i b l e f o r p r e p a r i n g t h i s ; i s t h a t c o r r e c t ? 

13 A Yes, I am. 

14 Q As I read t h i s response, you a r e s a y i n g 

15 t h a t you s u p p o r t t h e reasonableness o f b o t h y o u r 

16 o r i g i n a l p r o p o s a l and o f the p r o p o s a l p r e s e n t e d i n 

17 your r e b u t t a l t e s t i m o n y . Here, s p e c i f i c a l l y , we're 

18 t a l k i n g about how we v a l u e Duquesne's g e n e r a t i o n ; i s 

19 t h a t r i g h t ? 

20 A Yes. 

21 Q So you would n o t oppose e i t h e r outcome t o 

22 t h i s case, e i t h e r t h e e x p e r t p a n e l o r a r b i t r a t i o n 

23 p a n e l o r an auct i o n i n 2 0 0 3? 

24 A L e t me c l a r i f y . The company p r e f e r s i n 

25 2003 t o use market i n f o r m a t i o n . We b e l i e v e , a g a i n , 
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1 t h a t t h e a u c t i o n i s o n l y one o p t i o n a v a i l a b l e t o t h e 

2 Commission, and t h e r e may be a number o f opt i o n s 

3 a v a i l a b l e t o t h e Commission which may be more 

4 d e s i r a b l e t h a n an a u c t i o n . We j u s t don't know. 

5 We t h i n k i t i s a way. I t i s n o t t h e o n l y way 

6 t o v a l u e t h e company's a s s e t s . We would p r e f e r t o 

7 w a i t u n t i l mid-2003 because we b e l i e v e t h a t t h a t ' s 

8 t h e p r o p e r t i m e frame t o make a p r o p e r assessment o f 

9 t h e v a l u e o f the company's g e n e r a t i n g a s s e t s . 

10 Q Does i t make any d i f f e r e n c e t o Duquesne 

11 whether i t s t a y s i n t h e g e n e r a t i o n b u s i n e s s o r not? 

12 I'm s o r r y . Does i t make any d i f f e r e n c e f i n a n c i a l l y 

13 t o Duquesne whether i t s t a y s i n t h e g e n e r a t i o n 

14 b u s i n e s s o r not? 

15 MR. MOOT: Could I ask f o r a c l a r i f i c a t i o n ? 

16 Would t h a t be Duquesne L i g h t as a s t a n d - a l o n e company 

17 o r Duquesne L i g h t as p a r t o f a l a r g e r system? 

18 MR. RUBIN: My u n d e r s t a n d i n g was t h i s i s t h e 

19 s t a n d - a l o n e case, so i t ' s a s t a n d - a l o n e q u e s t i o n . 

20 A As a s t a n d - a l o n e company, i t i s t h e 

21 company's p o s i t i o n t h a t i t would n o t be a l o n g - t e r m 

22 p l a y e r i n g e n e r a t i o n . I t would n o t be l a r g e enough, 

2 3 does n o t have enough g e n e r a t i o n t o make i t a v i a b l e 

24 e n t i t y i n t h a t b u s i n e s s . 

25 So p r o b a b l y f i n a n c i a l l y on a s t a n d - a l o n e b a s i s 
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1 t h e company would be b e t t e r o f f o u t o f t h e g e n e r a t i o n 

2 bus i n e s s. 

3 Q Have you o r any o t h e r w i t n e s s f o r Duquesne 

4 examined whether i t makes a d i f f e r e n c e t o t h e s a f e t y 

5 and r e l i a b i l i t y o f Duquesne's e l e c t r i c system whether 

6 Duquesne i s i n t h e g e n e r a t i o n b u s i n e s s o r not i n the 

7 g e n e r a t i o n business? 

8 A I have n o t made any such s t u d y . 

9 Q Do you know i f anyone e l s e a t Duquesne has 

10 made such a study? 

11 A No, I do n o t . 

12 MR. RUBIN: Thank you. That's a l l I have f o r 

13 t h i s w i t n e s s . Your Honor. 

14 I would move t he a d m i s s i o n o f IBEW Cross 

15 E x h i b i t 1. 

16 JUDGE CORBETT: H e a r i n g no o b j e c t i o n , i t w i l l 

17 be so a d m i t t e d . 

18 (IBEW Cross-Examination E x h i b i t Number 1 was 
admitted into evidence.) 

19 

20 MR. RUBIN: Thank you. Your Honor. 

21 MR. BARAK: Your Honor, when I walked o u t o f 

22 here, I f o r g o t t o ask t h e w i t n e s s about a document I 

23 had shown him b e f o r e we began our c r o s s . I t ' s one 

24 q u e s t i o n , and i t j u s t asks him f o r t h e source o f a 

25 s t a t e m e n t he made. I wonder i f I might ask t h a t 
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1 q u e s t i o n now. 

2 JUDGE CORBETT: Any o b j e c t i o n ? 

3 {No a u d i b l e r e s p o n s e . ) 

4 JUDGE CORBETT: H e a r i n g none, Mr. B a r a k , you 

5 may p r o c e e d on t h a t b a s i s . 

6 MR. BARAK: Thank y o u , You r Honor. C o u n s e l 

7 has seen t h i s . 

8 (Pause) 

9 CROSS-EXAMINATION 

10 BY MR. BARAK: 

11 Q I n y o u r d i r e c t , Page 5, w h i c h i s i n Volume 

12 1, L i n e s 10 t h r o u g h 19, y o u d i s c u s s t h e s t e e l company 

13 i n t e n t i o n s i n t h e 1970s f o r h i g h l o a d f a c t o r l o a d . I 

14 w o n ' t r e a d t h a t . Do y o u r e c a l l t h a t t e s t i m o n y ? 

15 A Yes, I do. 

16 Q I s i t c o r r e c t t h a t t h e s o u r c e f o r t h a t 

17 p a r a g r a p h i s c o p i e s o f c h a i r m a n ' s l e t t e r s f r o m t h e 

18 company's a n n u a l r e p o r t s t o s h a r e h o l d e r s f o r t h e 

19 y e a r s 1975 t o 1985, t h e page t i t l e d " P e r s p e c t i v e on 

2 0 19 85" f r o m t h e company's 1985 a n n u a l r e p o r t , a nd a 

21 c o p y o f D i m e n s i o n s f o r t h e p e r i o d 1968 t o 1978? 

22 A Yes. 

2 3 MR. BARAK: Thank y o u . 

24 Thank y o u , Your Honor. 

25 MR. CLEARFIELD: I'm s o r r y , Y o u r Honor. May I 
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1 ask a c l a r i f y i n g q u e s t i o n t h a t arose as a r e s u l t o f a 

2 few q u e s t i o n s t h a t were asked by - - I b e l i e v e i t was 

3 Mr. Rubin, about one o f t h e sched u l e s . 

4 JUDGE CORBETT: A l l r i g h t . H e a r i n g no 

5 ob j e c t i o n , Mr. C l e a r f i e l d . 

6 CROSS-EXAMINATION 

7 BY MR. CLEARFIELD: 

8 Q. Mr. C l a y t o n , w i t h r e s p e c t t o DJC-20, I 

9 j u s t wanted -- You can t a k e any page. Page 3, f o r 

10 example. J u s t f o r t h e c l a r i t y o f the r e c o r d , would 

11 you t e l l me t h e source o f t h e market p r i c e e s t i m a t e s 

12 t h a t a re on t h e v e r y f i r s t l i n e on t h a t page? 

13 A The market p r i c e e s t i m a t e s t h r o u g h 2005 are 

14 based on t h e company's RFP. The e s t i m a t e s f o r 2006 

15 and beyond are based on Mr. S c h n i t z e r ' s l o a d p r i c e 

16 s c e n a r i o l i n e . 

17 MR. CLEARFIELD: Thank you. 

18 JUDGE CORBETT: We have now gone t h r o u g h a l l 

19 t h e p a r t i e s who were scheduled f o r c r o s s - e x a m i n a t i o n . 

20 I s t h e r e any o t h e r p a r t y who has n o t had t h e 

21 o p p o r t u n i t y t o cross-examine t h i s w i t n e s s ? 

22 (No a u d i b l e response.) 

23 JUDGE CORBETT: H e a r i n g none, Mr. Moot, do you 

2 4 have any r e d i r e c t o f t h i s w i t n e s s ? 

2 5 MR. MOOT: Yes, I do. 
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1 JUDGE CORBETT: Do you need t o t a k e a break, 

2 o r are you ready t o go? 

3 MR. MOOT: No. I t h i n k we can f i n i s h up and 

4 perhaps t h e n t a k e a break. 

5 JUDGE CORBETT: A l l r i g h t . 

6 REDIRECT EXAMINATION 

7 BY MR. MOOT: 

8 Q Mr. C l a y t o n , does a n y t h i n g i n your 

9 t e s t i m o n y o r i n the t e s t i m o n y o f any Duquesne w i t n e s s 

10 o f wh i c h you are aware suggest t h a t any p a r t y o r 

11 i n t e r e s t e d person would be p r e c l u d e d f r o m r e v i e w i n g 

12 t h e q u a r t e r l y or annual r e p o r t s t h a t you would f i l e 

13 w i t h t h e Commission which would i d e n t i f y Duquesne's 

14 e a r n i n g s l e v e l s and whether i t was over- o r under-

15 e a r n i n g d u r i n g t h e t r a n s i t i o n p e r i o d ? 

16 A No. We b e l i e v e t h a t t h e r e would be ample 

17 o p p o r t u n i t y f o r a l l p a r t i e s t o r e v i e w t h o s e r e p o r t s 

18 on a q u a r t e r l y o r annual b a s i s . 

19 Q I n yo u r o p i n i o n , based on your e x p e r i e n c e 

20 w i t h r e g u l a t i o n i n P e n n s y l v a n i a , do you have any 

21 reason t o b e l i e v e t h a t a p a r t y such as t h e O f f i c e of 

2 2 Consumer Advocate would l a c k s u f f i c i e n t 

2 3 s o p h i s t i c a t i o n t o d e t e r m i n e whether, based on those 

24 r e p o r t s , we would be o v e r - e a r n i n g ? 

2 5 A No. 
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1 Q Mr. C l a y t o n , i s t h e r e a d i f f e r e n c e between 

2 u s i n g any excess e a r n i n g s t o a c c e l e r a t e t h e 

3 amort i z a t i o n o f s t r a n d e d c o s t s f r o m a minimum 

4 commitment of a m o r t i z a t i o n ? 

5 A Yes, I b e l i e v e t h e r e i s a d i f f e r e n c e . Our 

6 minimum commitment r e p r e s e n t s a o n e - s i d e d a d j u s t m e n t 

7 where we have a b s o l u t e l y committed t o a l e v e l o f 

8 a m o r t i z a t i o n ; whereby, i f t h e company i s 

9 u n d e r - e a r n i n g , i t has no a b i l i t y t o a d j u s t t h a t 

10 a m o r t i z a t i o n l e v e l t o get back up t o i t s a u t h o r i z e d 

11 e a r n i n g s l e v e l . 

12 On t h e o t h e r hand and on t h e o t h e r s i d e o f 

13 t h a t , i f we were o v e r - e a r n i n g we would a c t u a l l y 

14 i n c r e a s e a m o r t i z a t i o n . So i t becomes a o n e - s i d e d 

15 a d j ustment, and t h e r e i s a d i f f e r e n c e between t h a t 

16 and a minimum commitment. 

17 Q I s r e a l l o c a t i n g a c o s t e q u i v a l e n t t o 

18 a v o i d i n g a c o s t ? 

19 A No. 

20 Q How i s t h a t ? 

21 A A r e a l l o c a t i o n s i m p l y would as s i g n t h a t 

2 2 c o s t r e s p o n s i b i l i t y t o e i t h e r a n o t h e r f u n c t i o n o r 

23 a n o t h e r account o r however, do whatever i t was 

24 a l l o c a t e d t o , but c o s t s would not go away. 

25 Q Under t h e company's ROE s p i l l o v e r , i f 
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1 e a r n i n g s f e l l below 11.5 p e r c e n t i n t h e e a r l y y e a r s 

2 o f t h e t r a n s i t i o n b u t t h a t s i t u a t i o n r e v e r s e d and 

3 e a r n i n g s were above 11.5 p e r c e n t i n t h e second p a r t 

4 o f t h e t r a n s i t i o n , would t h e company be a b l e t o make 

5 up t h e e a r l y year l o s s e s t h r o u g h t h e ROE s p i l l o v e r ? 

6 A No, i t would n o t . 

7 Q Do you r e c a l l a quest i o n from Mr. Hughe s 

8 r e g a r d i n g t h e remedies t h a t might be a v a i l a b l e t o the 

9 Commission i n response t o t h e c o m p l a i n t he f i l e d i n 

10 1994? 

11 A Yes, I r e c a l l t h a t . 

12 Q By your answer, d i d you i n t e n d t o o f f e r a 

13 l e g a l o p i n i o n w i t h r e g a r d t o which o f those remedies, 

14 i f any, would have been l a w f u l ? 

15 A No, I d i d n o t . 

16 Q Do you r e c a l l b e i n g asked a q u e s t i o n about 

17 whether Duquesne had p r e s e n t e d a s p e c i f i c p l a n f o r 

18 c r e d i t i n g any o v e r c o l l e c t i o n s o f s t r a n d e d c o s t s t h a t 

19 m i g h t e x i s t f o l l o w i n g t h e f i n a l v a l u a t i o n ? 

20 A Yes, I do r e c a l l t h a t . 

21 Q Do you have any o p i n i o n r e g a r d i n g which 

22 customers would r e c e i v e those c r e d i t s ? 

2 3 A Yes. I b e l i e v e i t would be Duquesne's 

2 4 d i s t r i b u t i o n customers a t the t i m e those c r e d i t s were 

25 i d e n t i f i e d . 
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1 Q Would t h e c r e d i t s be, i n your o p i n i o n , 

2 f l o w e d back t o those customers i n whatever f o r m and 

3 amount was approved by t h e Commission? 

4 A Yes, i t would. 

5 Q I s t h e r e a n y t h i n g i n your t e s t i m o n y o r the 

6 t e s t i m o n y o f any o t h e r Duquesne w i t n e s s o f w h i c h you 

7 are aware t h a t would suggest t h a t i f t h e company 

8 r e c e i v e d a v a l i d o f f e r p u r s u a n t t o t h e a u c t i o n t o 

9 purchase a l l o f t h e company's g e n e r a t i n g f a c i l i t i e s 

10 and t o t a k e on t h e decommissioning o b l i g a t i o n s t h a t 

11 t h e company would d e c l i n e t h a t o f f e r ? 

12 A No. I b e l i e v e t h e company would accept 

13 t h a t o f f e r . 

14 Q Under t h e company's f i n a l v a l u a t i o n 

15 p r o p o s a l , was i t necessary t o make a one-time 

16 e s t i m a t e o r d e t e r m i n a t i o n o f s t r a n d e d c o s t s as o f 

17 1/1/99? 

18 A No, i t was n o t . The company made a showing 

19 t h a t i t has a s i g n i f i c a n t l e v e l o f s t r a n d e d c o s t s . 

2 0 There was enough s t randed c o s t s t o j u s t i f y a r a t e cap 

21 a t l e a s t t h r o u g h 2003, i f not t h r o u g h 2005. 

2 2 Q I n your o p i n i o n , d i d t h a t r e n d e r i t 

23 unnecessary f o r t h e company t o p r o v i d e a c a l c u l a t i o n 

2 4 as o f January 1, 1999 i n i t s d i r e c t t e s t imony? 

25 A Yes. I n my o p i n i o n , t h a t c a l c u l a t i o n was 
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1 n o t necessary. 

2 Q Do you r e c a l l be i n g asked s e v e r a l quest i o n s 

3 w i t h r e g a r d t o a jump i n market p r i c e s between t h e 

4 y e a r s 2005 and 2006? 

5 A Yes, I do. 

6 Q And d i d you t e s t i f y t h a t t he numbers from 

7 t h e y e a r s 2006 on were d e r i v e d f r o m Mr. Schnitz'er' s 

8 t e s t i m o n y ? 

9 A Yes, I d i d . 

10 Q And i s i t your u n d e r s t a n d i n g t h a t f o r t h o s e 

11 y e a r s Mr. S c h n i t z e r p r e s e n t s a market -- S c r a t c h 

12 t h a t . 

13 I s i t your u n d e r s t a n d i n g t h a t f o r t h o s e y e a r s 

14 Mr. S c h n i t z e r p r e s e n t s a f o r e c a s t o f a market c e i l i n g 

15 p r i c e , r a t h e r t h a n a f o r e c a s t o f t h e market pri.ce 

16 i t s e l f ? 

17 A Yes, t h a t i s my u n d e r s t a n d i n g o f h i s 

18 t e s t i m o n y . 

19 Q W i t h r e g a r d t o Mr. Barak's q u e s t i o n about 

20 t h e source o f your s t a t e m e n t i n t e s t i m o n y r e g a r d i n g 

21 t h e l o s s o f l o a d , was your answer t h a t you gave him 

22 l i m i t e d t o documentary sources? 

23 A No. I t was a l s o based on my g e n e r a l 

2 4 knowledge of the company. 

2 5 MR. MOOT: I have no f u r t h e r quest i o n s . 
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1 JUDGE CORBETT: A l l r i g h t . Do we have any 

2 r e c r o s s ? 

3 MR. BERGER: Yes, Your Honor. 

4 JUDGE CORBETT: Ms. M e l i l l o . 

5 MS. MELILLO: No. 

6 JUDGE CORBETT: A l l r i g h t . Mr. Berger. 

7 MR. BERGER: Thank you. 

8 RECROSS EXAMINATION 

9 BY MR. BERGER: 

10 Q Mr. C l a y t o n , you were asked some q u e s t i o n s 

11 on r e d i r e c t c o n c e r n i n g whether any p a r t y would be 

12 p r e c l u d e d from r e v i e w i n g t h e q u a r t e r l y o r t h e annual 

13 f i n a n c i a l r e p o r t s t h e company would submit i n o r d e r 

14 t o d e t e r m i n e whether i t had excess e a r n i n g s o r n o t . 

15 You suggested t h a t you were sure t h a t t h e r e would be 

16 -- t h e p a r t i e s would be s o p h i s t i c a t e d enough t o 

17 r e v i e w those f i l i n g s . 

18 MR. MOOT: There's no f o u n d a t i o n f o r t h a t . 

19 I ' d l i k e h i s answer re a d back. That i s a b s o l u t e l y 

20 i n c o r r e c t . He was asked about t h e OCA. 

21 MR. BERGER: I f you want t o c l a r i f y t h a t , 

22 t h a t ' s f i n e w i t h me. I was j u s t t r y i n g t o 

23 p a r a p h r a s e . 

24 MR. MOOT: No f o u n d a t i o n f o r t h e q u e s t i o n as 

25 asked. 
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1 BY MR. BERGER: 

2 Q Would you agree w i t h me t h a t you were asked 

3 a q u e s t i o n about whether t h e r e would be p a r t i e s such 

4 as t h e OCA --

5 MR. BERGER: And I ' l l have t o ask t h e q u e s t i o n 

6 be r e - r e a d because I don't r e c a l l . 

7 MR. MOOT: F a i r enough. That's what we have 

8 t r a n s c r i p t i o n f o r . 

9 (Answer a t Page 359, L i n e s 20-25, r e a d by 

10 c o u r t r e p o r t e r . ) 

11 BY MR. BERGER: 

12 Q Do you r e c a l l t h a t ? 

13 A Yes. 

14 Q I n your v i e w p o i n t , i n o r d e r f o r a p a r t y t o 

15 make an e v a l u a t i o n , would i t be re a s o n a b l e t h a t t h e y 

16 be g i v e n an o p p o r t u n i t y t o p e r f o r m d i s c o v e r y on t h e 

17 company's f i l i n g ? 

18 A I t h i n k a rea s o n a b l e amount o f d i s c o v e r y 

19 c e r t a i n l y would be r e a s o n a b l e . 

20 Q Would you agree t h a t i t would be 

21 a p p r o p r i a t e t h a t p a r t i e s would have an o p p o r t u n i t y t o 

22 cross-examine w i t n e s s e s f o r t h e company who s u p p o r t e d 

23 t h a t f i l i n g ? 

24 A I t h i n k i f t h e r e was a s i g n i f i c a n t 

2 5 q u e s t i o n , yes, t h a t s h o u l d be - - t h a t would be a 
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1 v a l i d r e q u e s t . 

2 Q Would you agree w i t h me t h a t t h e company 

3 s h o u l d have t h e o b l i g a t i o n t o meet a burden o f p r o o f 

4 t o show t h a t t h a t f i l i n g s u p p o r t e d - - t h a t t h a t 

5 f i l i n g was r e a s o n a b l y s u p p o r t e d by the evidence? 

6 MR. MOOT: I o b j e c t t o t h a t . I t c a l l s f o r a 

7 l e g a l answer. • 

8 BY MR. BERGER: 

9 Q Do you have any o p i n i o n w i t h r e s p e c t t o who 

10 s h o u l d have t h e burden of p r o o f i n r e v i e w i n g t h o s e 

11 f i l i n g s i n t h e h e a r i n g process? 

12 A Again, I don't have a l e g a l o p i n i o n , b u t I 

13 b e l i e v e t h e company would have t o prove i t s numbers. 

14 Q You were asked some q u e s t i o n s p e r t a i n i n g t o 

15 whether r e a l l o c a t i n g a c o s t i s e q u i v a l e n t t o a v o i d i n g 

16 a c o s t . Do you r e c a l l t h a t ? 

17 A Yes, I do. 

18 Q Would you agree w i t h me t h a t when a c o s t i s 

19 u n a v o i d a b l e o r i f c o s t s are a s s o c i a t e d w i t h t h e 

20 p l a n t s t h a t we e a r l i e r d i s c u s s e d i n DJC-13, t o t h e 

21 e x t e n t t h a t t h e y ' r e u n a v o i d a b l e , t h a t means t h a t t h e 

22 shutdown o f those p l a n t s would not enable t h e company 

23 t o a v o i d t h o s e c o s t s ? 

24 A Yes, I agree w i t h t h a t . 

25 Q I t h i n k you i n d i c a t e d t h a t Mr. O'Brien was 
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1 t h e w i t n e s s t o answer q u e s t i o n s w i t h r e s p e c t t o how 

2 t h o s e c o s t s m i g h t be r e a l l o c a t e d y e s t e r d a y . Do y o u 

3 r e c a l l t h a t ? 

4 A Yes, I do. 

5 Q Y o u ' r e n o t c h a n g i n g t h a t v i e w p o i n t now? 

6 A No. 

7 MR. BERGER: T h a t ' s a l l I have. Thank y o u , 

8 Mr. C l a y t o n . 

9 JUDGE CORBETT: The OSBA and t h e C i t y d i d n o t 

10 c r o s s , and I b e l i e v e t h e C i t y i s n o t i n t h e h e a r i n g 

11 room a t t h i s t i m e . 

12 Mr. D o u g h e r t y , any r e c r o s s ? 

13 MR. DOUGHERTY: Your Honor, we have n o t h i n g 

14 f u r t h e r f o r Mr. C l a y t o n . Thank y o u . 

15 JUDGE CORBETT: Mr. Wiseman. 

16 MR. WISEMAN: N o t h i n g f u r t h e r , Y o u r Honor. 

17 JUDGE CORBETT: Mr. Z i e l o n i s . 

18 MR. ZIELONIS: N o t h i n g , Your Honor. 

19 JUDGE CORBETT: Mr. B a r a k . 

20 MR. BARAK: Yes, j u s t one q u e s t i o n . May I 

21 j u s t a s k f r o m h e r e , Your Honor? 

22 JUDGE CORBETT: I t h i n k i t w o u l d be e a s i e r i f 

23 y o u came up t o t h e h e a r i n g t a b l e , f o r t h e c o u r t 

24 r e p o r t e r ' s b e n e f i t . 

2 5 RECROSS EXAMINATION 
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1 BY MR. BARAK: 

2 Q Mr. C l a y t o n , do you r e c a l l c o u n s e l ' s 

3 q u e s t i o n t o you about t h e l o s s o f l o a d i n t h e ' 70s 

4 and yo u r r e sponse t o me - - excuse me, t h a t t h e 

5 t e s t i m o n y I c i t e d t o you e a r l i e r was a l s o based on 

6 your g e n e r a l knowledge o f the company? Do you r e c a l l 

7 t h a t c o l l o q u y ? A l l I ' m a s k i n g you i s whether you 

8 r e c a l l c o u n s e l a s k i n g you t h e q u e s t i o n and your 

9 response. 

10 A Yes, I do r e c a l l . 

11 Q Your g e n e r a l knowledge, "your g e n e r a l 

12 knowledge," t h a t phrase, as you use i t , does t h a t 

13 i n c l u d e your b e i n g p a r t o f communications i n t h e 

14 1970s r e g a r d i n g s t e e l companies' e x p r e s s i o n s t o t h e 

15 company o f t h e i r l i k e l y i n c r e a s e s i n load? 

16 A No. My g e n e r a l knowledge o f t h e company 

17 d a t e s back t o 1977 when I was a c o n s u l t a n t f o r t h e 

18 company. I was a c o n s u l t a n t f o r t h e company t h r o u g h 

19 t h e mid '80s and j o i n e d t h e company i n 1985. 

2 0 S o l have a l o n g h i s t o r y w i t h Duquesne L i g h t 

21 Company and am g e n e r a l l y aware o f t h i n g s t h a t have 

2 2 gone on a t t h e company but was not i n v o l v e d i n any 

2 3 d i r e c t communications w i t h s t e e l companies. 

24 Q When you use t h e term " g e n e r a l knowledge," 

2 5 you meant i n f o r m a t i o n you o b t a i n e d by t a l k i n g t o 
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1 o t h e r s and by r e v i e w i n g documents g e n e r a t e d f r o m 

2 o t h e r s ; i s t h a t c o r r e c t ? 

3 A I t was based on my g e n e r a l e x p e r i e n c e w i t h 

4 t h e company, yes; c o n s u l t i n g r o l e s f d i s c u s s i o n s , and 

5 as an employee. 

6 MR. BARAK: Thanks v e r y much. 

7 Thank you, Your Honor. 

8 JUDGE CORBETT: Mr. S t e w a r t . 

9 MR. STEWART: N o t h i n g , Your Honor. 

10 JUDGE CORBETT: Mr. C l e a r f i e l d . 

11 MR. CLEARFIELD: J u s t a few. Your Honor. 

12 Thank you. For purposes o f c l a r i f i c a t i o n . 

13 RECROSS EXAMINATION 

14 BY MR. CLEARFIELD: 

15 Q. Mr. C l a y t o n , w i t h r e s p e c t t o t h e answer 

16 t h a t you p r o v i d e d r e g a r d i n g the c r e d i t t o r a t e p a y e r s 

17 i f t h e r e was an o v e r c o l l e c t i o n , i n t h e event t h e r e 

18 was an o v e r c o l l e c t i o n o f CTC, are you f a m i l i a r w i t h 

19 t h e way i n which t h e company would propose t o 

20 c a l c u l a t e t h e i n t e r e s t - - There would be i n t e r e s t on 

21 t h a t o v e r c o l l e c t i o n ; i s n ' t t h a t c o r r e c t ? 

22 A Yes. 

23 Q Are you f a m i l i a r w i t h t h e way i n w h i c h t h e 

2 4 company would propose t o c a l c u l a t e t h e i n t e r e s t , t h e 

2 5 v a l u e o f c o l l e c t i n g CTC e a r l i e r t h a n , presumably, i t 
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1 was --

2 A No, I'm n o t . And I d o n ' t have a s p e c i f i c 

3 p r o p o s a l . 

4 Q I s t h e r e a w i t n e s s t h a t i s r e s p o n s i b l e f o r 

5 t h a t o r c a n t e s t i f y t o t h a t ? 

6 MR. MOOT: T h i s i s y o u r c h a n c e . 

7 MR. CLEARFIELD: He j u s t s a i d he's n o t 

8 f a m i l i a r w i t h i t , Y o u r Honor. P e r h a p s I c o u l d a s k as 

9 an o n - t h e - r e c o r d d a t a r e q u e s t t h a t some s p e c i f i c s be 

10 p r o v i d e d , as a v a i l a b l e , w i t h r e s p e c t t o how t h e 

11 i n t e r e s t w o u l d be c a l c u l a t e d on any o v e r c o l l e c t i o n o f 

12 t h e CTC. 

13 MR. MOOT: You can a s k . 

14 MR. CLEARFIELD: Your Honor, may I a s k t h a t 

15 t h e company t e l l us w h e t h e r t h e y ' r e g o i n g t o c o m p l y 

16 w i t h t h a t o n - t h e - r e c o r d d a t a r e q u e s t ? 

17 JUDGE CORBETT: A l l r i g h t . T h a t ' s f a i r . 

18 Mr. C l a y t o n , d i d y o u u n d e r s t a n d t h e q u e s t i o n ? 

19 MR. MOOT: Why d o n ' t we have t h e r e q u e s t 

20 s u c c i n c t l y s t a t e d i n t h e r e c o r d , and we w i l l r e s p o n d , 

21 t o i t . 

22 My h e s i t a t i o n , Mr. C l e a r f i e l d , i s t h i s one 

23 a r e a where -- As t h e p r e d i c a t e t o my q u e s t i o n 

24 i n d i c a t e d , Mr. C l a y t o n was a s k e d w h e t h e r t h e company 

2 5 had a s p e c i f i c p l a n , and h i s answer was no. B u t he 
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1 was asked. Do you know who i s g o i n g t o g e t t h e 

2 c r e d i t s ? And he s a i d yes. 

3 So you may g e t an answer t h a t says t h e company 

4 doesn't have a s p e c i f i c p l a n on t h e i n t e r e s t 

5 c a l c u l a t i o n , and I don't want t o be deemed i n 

6 contempt i f t h a t ' s t h e answer. 

7 JUDGE CORBETT: L e t ' s g e t --

8 MR. CLEARFIELD: W e ' l l waive any m o t i o n f o r 

9 contempt, Your Honor. 

10 MR. MOOT: F a i r enough. You'11 g e t an answer 

11 t h e n . 

12 JUDGE CORBETT: A l l r i g h t . 

13 BY MR. CLEARFIELD: 

14 Q. Can t h e company p r o v i d e any d e t a i l s w i t h 

15 r e s p e c t t o t h e c a l c u l a t i o n o f i n t e r e s t , i n c l u d i n g t h e 

16 l e v e l o f i n t e r e s t t h a t i t would propose o r way i n 

17 which t h a t i n t e r e s t would be c a l c u l a t e d , i f , i n f a c t , 

18 a t some f i n a l v a l u a t i o n o f CTC t h e r e i s an ove r -

19 c o l l e c t i o n o f CTC o r the d e t e r m i n a t i o n t h a t an over-

20 c o l l e c t i o n o f CTC has occurred? 

21 A Not a t t h i s t i m e . 

2 2 Q Can you p r o v i d e t h a t t o t h e e x t e n t t h a t 

2 3 such a p l a n has been o r can be f o r m u l a t e d as an on-

2 4 t h e - r e c o r d d a t a r e q u e s t ? 

25 MR. MOOT: Your Honor, t h e company has no 
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1 o b j e c t i o n t o t r y i n g t o p r o v i d e t h a t i n f o r m a t i o n i n 

2 t h e b e s t form i t can. 

3 MR. CLEARFIELD: Thank you. 

4 BY MR. CLEARFIELD: 

5 Q W i t h r e s p e c t t o your r e f e r e n c e t o t h e - - I 

6 may have g o t t e n t h i s wrong--the a b s o l u t e g u a r a n t e e . 

7 The r e f e r e n c e t h a t you made and Mr. M a r s h a l l made t o 

8 t h e 1.7 b i l l i o n a m o r t i z a t i o n , as a p o i n t o f 

9 c l a r i f i c a t i o n w i t h o u t d e b a t i n g t h e a p p l i c a b i l i t y , 

10 does t h e company's p l a n i n c l u d e a w a i v e r o f i t s r i g h t 

11 -- I'm s o r r y . S t r i k e t h a t . 

12 Are you f a m i l i a r w i t h t h e p r o v i s i o n s i n t h e 

13 c o m p e t i t i o n a c t t h a t would p e r m i t a company such as 

14 Duquesne t o seek a w a i v e r o f t h e r a t e cap l e v e l s i n 

15 c e r t a i n c i r c u m s t a n c e s ? 

16 A Yes, I'm g e n e r a l l y f a m i l i a r w i t h t h o s e 

17 p r o v i s i o n s . 

18 Q Does t h e company's p l a n , i f you know, 

19 i n c l u d e a w a i v e r o f Duquesne's r i g h t t o seek such a 

20 w a i v e r i f i t b e l i e v e d t h a t c i r c u m s t a n c e s would 

21 r e q u i r e i t t o do so? 

22 A No. The company i s n o t w a i v i n g any o f i t s 

23 r i g h t s under t h e a c t . 

24 MR. CLEARFIELD: That's a l l I have. Thank 

2 5 you. 
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1 JUDGE CORBETT: Mr. R u b i n . 

2 MR. RUBIN: Yes, j u s t v e r y b r i e f l y . Thank 

3 y o u , Your Honor. 

4 RECROSS EXAMINATION 

5 BY MR. RUBIN: 

6 Q Mr. C l a y t o n , when you di . s c u s s e d t h e p r i c e s 

7 i n y o u r E x h i b i t DJC-20 and y o u r e f e r r e d t o them as 

8 m a r k e t c e i l i n g p r i c e s r a t h e r t h a n t r u e m a r k e t p r i c e s , 

9 am I c o r r e c t t h a t t h e s e a r e t h e p r i c e s y o u u s e d i n 

10 d e t e r m i n i n g w h e t h e r Duquesne's p l a n t s w o u l d r e c o v e r 

11 t h e i r o p e r a t i n g c o s t s ? 

12 A Yes. 

13 Q And t h e s e p r i c e s d i r e c t l y a f f e c t t h e 

14 a n a l y s i s t h a t y o u summarize i n E x h i b i t DJC-13? 

15 A Yes. 

16 MR. RUBIN: Thank y o u . 

17 JUDGE CORBETT: A g a i n , anyone e l s e ? 

18 (No a u d i b l e r e s p o n s e . ) 

19 JUDGE CORBETT: Any f u r t h e r r e d i r e c t ? 

20 MR. MOOT: No, Your Honor. 

21 JUDGE CORBETT: Mr. C l a y t o n , y o u a r e e x c u s e d , 

22 s i r . Thank y o u v e r y much. 

23 Mr. Moot, I b e l i e v e t h e n e x t w i t n e s s i s 

24 Mr. S c h n i t z e r . Do y o u p l a n on h a v i n g any r e j o i n d e r 

2 5 f o r Mr. S c h n i t z e r ? 
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1 MR. MOOT: Yes, we do have some r e j o i n d e r . 

2 JUDGE CORBETT: Would t h a t be more t h a n j u s t a 

3 few m i n u t e s ? 

4 MR. MOOT: I d o n ' t t h i n k s o . I f y o u w o u l d 

5 l i k e t o g e t Mr. S c h n i t z e r on and t h e r e j o i n d e r done 

6 and t h e n t a k e a b r e a k , t h a t w o u l d be f i n e . 

7 JUDGE CORBETT: Yes. I was p l a n n i n g on d o i n g 

8 t h a t , r a t h e r t h a n have t w o b r e a k s c l o s e t o g e t h e r . 

9 MR. MOOT: I may have t o f u m b l e a r o u n d and 

10 f i n d some d o c u m e n t s , b u t i f y o u ' 1 1 g i v e me a m i n u t e . 

11 (Pause) 

12 MICHAEL SCHNITZER, c a l l e d a s a w i t n e s s , b e i n g 

13 duly sworn, t e s t i f i e d as fol l o w s : 

14 JUDGE CORBETT: Would y o u b e g i n , p l e a s e , b y 

15 g i v i n g us y o u r f u l l name. 

16 THE WITNESS: My name i s M i c h a e l S c h n i t z e r , 

17 S-C-H-N-I-T-2-E-R. 

18 JUDGE CORBETT: Mr. Moot, when y o u ' r e 

19 p r e p a r e d , when y o u ' r e r e a d y . 

2 0 DIRECT EXAMINATION 

21 BY MR. MOOT: 

2 2 Q Mr. S c h n i t z e r , d i d y o u f i l e d i r e c t a nd 

23 r e b u t t a l t e s t i m o n y i n t h i s p r o c e e d i n g m a r k e d as 

24 Duquesne S t a t e m e n t Numbers 3 and Number 3-R as w e l l 

2 5 as e x h i b i t s a t t a c h e d t h e r e t o ? 
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1 A I d i d . 

2 Q Do you have any c o r r e c t i o n s t o those 

3 s t a t e m e n t s o r e x h i b i t s ? 

4 A I have two c o r r e c t i o n s t o Statement 3-R, no 

5 c o r r e c t i o n s t o Statement 3. 

6 Q Have you reduced your c o r r e c t i o n s t o 

7 Statement 3-R or p a r t o f those c o r r e c t i o n s t o 

8 c o r r e c t i v e pages? 

9 A Yes. There are some i n c o r r e c t numbers on 

10 Page 4 6 o f Statement 3-R, and I b e l i e v e a repl a c e m e n t 

11 page has been p r e p a r e d . 

12 MS. JONES: Your Honor, c o u l d we have t h e 

13 w i t n e s s speak up? 

14 JUDGE CORBETT: Okay. 

15 A There are some i n c o r r e c t numbers on Page 46 

16 o f Statement 3-R, and a replacement Page 46 

17 r e f l e c t i n g t h e c o r r e c t e d numbers has been p r e p a r e d . 

18 MR. MOOT: I would l i k e t o s t a t e f o r t h e 

19 r e c o r d t h a t t h e pages t h a t I w i l l now hand t o t h e 

2 0 j udge and t o t h e r e p o r t e r and c i r c u l a t e t o t h e 

21 p a r t i e s have been p r e v i o u s l y c i r c u l a t e d t o t h e 

22 p a r t i e s i n d i s c o v e r y . 

23 I am now handing two c o p i e s o f Page 46 as 

24 c o r r e c t e d t o Statement 3-R w i t h t h e c o r r e c t e d numbers 

25 i n d i c a t e d by u n d e r l i n i n g . 
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1 MR. CLEARFIELD; Your Honor, o f f t h e r e c o r d 

2 f o r a moment. 

3 JUDGE CORBETT: Yes. W e ' l l go o f f t h e r e c o r d . 

4 ( D i s c u s s i o n o f f t h e r e c o r d . ) 

5 BY MR. MOOT: 

6 Q Other t h a n t h e c o r r e c t e d page t h a t I handed 

7 you, do you have any o t h e r c o r r e c t i o n s ? 

8 A Yes. I have a c o r r e c t i o n on Page 1 o f 

9 E x h i b i t MMS-6 t o Statement 3-R. 

10 Q Would you p l e a s e e x p l a i n f o r t h e r e c o r d 

11 what t h a t c o r r e c t i o n i s ? 

12 A Yes. E x h i b i t MMS-6 does not have l i n e 

13 numbers, so i t ' s on Page 1, the second b u l l e t on Page 

14 1. There s h o u l d be a p e r i o d a f t e r t h e word " p r i c e , " 

15 and t h e second l i n e o f t h a t b u l l e t s h o u l d be 

16 s t r i c k e n . 

17 Q That i s , on a t e x t u a l b a s i s , t h e te r m 

18 Overview. Then i f you count down, t h e f i f t h l i n e 

19 under t h a t would be d e l e t e d ; i s t h a t c o r r e c t ? 

20 A That i s c o r r e c t . 

21 Q W i t h t h o s e c o r r e c t i o n s , i s t h e t e s t i m o n y 

22 and are t h e e x h i b i t s p r o v i d e d t r u e and c o r r e c t t o the 

23 b e s t o f yo u r knowledge, i n f o r m a t i o n , and b e l i e f ? 

24 A Yes, t h e y a r e . 

25 MR. MOOT: I would move Mr. S c h n i t z e r ' s 
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1 Statements 3 and 3-R and t h e accompanying e x h i b i t s as 

2 c o r r e c t e d i n t o evidence s u b j e c t t o a p p r o p r i a t e 

3 mot i o n s . 

4 JUDGE CORBETT: T h e y w i l l be so a d m i t t e d . 

5 (Duquesne S t a t e m e n t Numbers 3 a n d 3-R w e r e 
marked and a d m i t t e d i n t o e v i d e n c e . ) 

6 
(Duquesne E x h i b i t Numbers MMS-1 t h r o u g h MMS-7 , 

7 i n c l u s i v e , were marked and a d m i t t e d i n t o 
e v i d e n c e . ) 

8 

9 MR. DOUGHERTY: Your Honor, t h i s r e v i s e d 

10 s t a t e m e n t r e p r e s e n t s s i g n i f i c a n t m o d i f i c a t i o n t o t h e 

11 company's o r i g i n a l r e b u t t a l t e s t i m o n y . I'm wondering 

12 i f Your Honor would a l l o w s u p p l e m e n t a l s u r r e b u t t a l 

13 due t o the n a t u r e o f the r e v i s i o n s . 

14 MR. MOOT: Your Honor, I t h i n k t h a t on t h i s 

15 i s s u e i t would p r o b a b l y be h e l p f u l t o have some 

16 d i s c u s s i o n s a t t h e break and t o respond t o 

17 Mr. Dougherty e i t h e r a t t h a t t i m e o r a f t e r . 

18 I t i s my r e c o l l e c t i o n t h a t when we sent o ut 

19 t h i s d a t a r e q u e s t we e x p l a i n e d t h a t t h e s e changes 

2 0 were s m a l l e r r o r s t h a t had no e f f e c t , o r no m a t e r i a l 

21 e f f e c t . But t h i s i s a m a t t e r t h a t w i l l have t o be 

22 d i s c u s s e d . I t h i n k i t ' s p r o b a b l y b e t t e r done 

23 i n f o r m a l l y . 

24 I f t h e r e i s a d i s p u t e o r Mr. Dougherty wants 

25 t o renew h i s r e q u e s t a f t e r t h e break, he's, 
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1 o b v i o u s l y , f r e e t o do so. 

2 MR. DOUGHERTY: I ' d be happy t o d i s c u s s i t 

3 w i t h Mr. Moot a t the break, Your Honor. 

4 But you s a i d t h e y ' r e small? 

5 MR. MOOT: Th i s i s s u b j e c t t o check, my 

6 r e c o l l e c t i o n o f what t h e data response t o t h a t i s . I 

7 t h i n k we'd p r o b a b l y be w e l l - s e r v e d t o see what we can 

8 do a t t h e break. 

9 MR. DOUGHERTY: I would be g l a d t o do t h a t , 

10 Your Honor, a t the break. 

11 JUDGE CORBETT: A l l r i g h t . L et me know l a t e r . 

12 BY MR. MOOT: 

13 Q Mr. S c h n i t z e r , have you re v i e w e d t h e 

14 s u r r e b u t t a l t e s t i m o n y o f Mr. W e i s e n m i l l e r ? 

15 A Yes, I have. 

16 Q DoesMr. W e i s e n m i l l e r d i s c u s s c e r t a i n 

17 a u c t i o n s o f g e n e r a t i n g a s s e t s and, s p e c i f i c a l l y , 

18 auct i o n s by New England Power, P a c i f i c Gas and 

19 E l e c t r i c , and Southern C a l i f o r n i a Edison Company? 

2 0 A Yes, he does. 

21 Q Does he, t o your r e c o l l e c t i o n , t e s t i f y t h a t 

2 2 t h o s e a u c t i o n s r e c e i v e v a l u e s a t a premium t o book? 

23 A He does. 

2 4 Q And does he suggest t h a t those r e s u l t s are 

25 r e l e v a n t t o t h i s case? 
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1 A I b e l i e v e he does, yes. 

2 Q Do you have an o p i n i o n on whether t h e y are? 

3 A Yes, I do. 

4 Q Could you p l e a s e e x p l a i n ? 

5 A Yes. I don't b e l i e v e t h e y are s p e c i f i c a l l y 

6 r e l e v a n t t o t h i s case. I t h i n k , as a g e n e r a l m a t t e r , 

7 we need t o be c a u t i o u s about g e n e r a l ! z i n g f r o m 

8 a u c t i o n r e s u l t s elsewhere i n the c o u n t r y t o make sure 

9 t h a t t h e y are comparable b o t h w i t h r e s p e c t t o t h e 

10 u n d e r l y i n g power markets as w e l l as t h e a s s e t s t h a t 

11 are i n v o l v e d i n t h e a u c t i o n , and t h a t u n l e s s t h e r e ' s 

12 c o m p a r a b i l i t y i n b o t h those r e s p e c t s , t h e 

13 a p p l i c a b i l i t y o f t h e r e s u l t s are o f l i m i t e d use t o us 

14 here. 

15 Q Are you f a m i l i a r w i t h t h e power markets i n 

16 e i t h e r New England o r C a l i f o r n i a o r both? 

17 A Yes. I have a f a i r l y d e t a i l e d f a m i l i a r i t y 

18 o f t h e power market i n New England and a l e s s e r , b ut 

19 I t h i n k s t i l l s u f f i c i e n t , f a m i l i a r i t y w i t h t h e 

2 0 r e l e v a n t C a l i f o r n i a power market s f o r these 

21 p a r t i c u l a r a s s e t s . 

22 Q Do you have an o p i n i o n w i t h r e g a r d t o 

2 3 whether t h e market i n New England i s r e p r e s e n t a t i v e 

24 o f t h e market i n Duquesne's area? 

2 5 A I do. I don't b e l i e v e t h a t i t i s 
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1 r e p r e s e n t a t i v e a t a l l . P r i c e s c u r r e n t l y o b t a i n e d i n 

2 New England are w e l l above p r i c e s i n Duquesne's area, 

3 and t h e p r o s p e c t s i n the near t e r m are much d i f f e r e n t 

4 i n terms o f t h e need f o r new g e n e r a t i n g c a p a c i t y i n 

5 New England t h a n i n t h e Duquesne area. 

6 So, i n b o t h those r e s p e c t s , t h e New England 

7 market i s b e t t e r , i f you w i l l , t h a n Duquesne's 

8 market. 

9 Q Does t h e New England market have a system 

10 where t h e u t i l i t i e s are r e q u i r e d t o m a i n t a i n a 

11 c e r t a i n l e v e l of r e s e r v e s ? 

12 A Yes. Under t h e New England Power Pool 

13 r u l e s and s t i l l t o be m a i n t a i n e d under t h e NEPOOL ISO 

14 approved by t h e FERC, t h e r e i s a c a p a b i l i t y 

15 r e s p o n s i b i l i t y o r i n s t a l l e d r e s e r v e r e q u i r e m e n t t h a t 

16 a l l s u p p l i e r s need t o meet. 

17 Q And would t h a t , i n your o p i n i o n , have an 

18 e f f e c t on market p r i c e s and market v a l u e s o f 

19 g e n e r a t i o n ? 

20 A I t c o u l d , yes. I t ensures t h a t t h e r e ' s a 

21 s e p a r a t e market f o r c a p a c i t y w i t h i n New England f o r 

2 2 t h e purpose o f meet i n g t h a t c a p a b i 1 i t y r e s p o n s i b i l i t y 

23 f o r i n s t a l l e d r e s e r v e o b l i g a t i o n . 

24 Q And do you have any o p i n i o n on whether t h e 

25 New England market i s a c o n s t r a i n e d market i n terms 
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1 o f t r a n s m i s s i o n a v a i l a b i l i t y ? 

2 A Yes, i t i s . New England e l e c t r i c a l l y has a 

3 s e t o f d e f i n e d i n t e r c o n n e c t i o n s t o Canada and t o New 

4 York s t a t e which cannot s a t i s f y anywhere near a l l o f 

5 t h e demand w i t h i n New England. So t h a t e l e c t r i c a l l y 

6 New England i s a b i t o f an i s l a n d , and a l o t o f t h e 

7 g e n e r a t i o n must come from w i t h i n t h e New England 

8 r e g i o n . There are f u r t h e r c o n s t r a i n t s w i t h i n New 

9 England, b u t t h a t ' s t h e b i g c o n s t r a i n t t h a t a f f e c t s 

10 t h e r e g i o n as a whole. 

11 Q Do you have any o p i n i o n r e g a r d i n g whether 

12 t h e r e are comparable c o n s t r a i n t s i n t h e Duquesne 

13 area? 

14 A For the most p a r t , t h e r e are n o t . 

15 Q Do you have any o p i n i o n w i t h r e g a r d t o 

16 whether t h e C a l i f o r n i a market o r any sub-markets 

17 w i t h i n C a l i f o r n i a a re s i m i l a r i n n a t u r e t o those i n 

18 t h e Duquesne area? 

19 A Yes. The s u b - p o r t i o n s o f t h e C a l i f o r n i a 

20 market t h e d i v e s t i t u r e i m p l i c a t e s a r e , i n PG&E's 

21 i n s t a n c e , t h e s o - c a l l e d bay area g e n e r a t i o n c l o s e t o 

22 t h e l o a d and l i k e w i s e f o r Southern C a l i f o r n i a E d i s o n . 

23 So t h e r e l e v a n t market t h e r e i s t h e , i f you 

24 w i l l , i n - c i t y or n e a r - m e t r o p o l i t a n market, as opposed 

25 t o C a l i f o r n i a - O r e g o n b o r d e r o r Palo Verde boundary o f 
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1 C a l i f o r n i a ' s market. That market, a l s o , by v i r t u e o f 

2 t r a n s m i s s i o n c o n s t r a i n t s and t h e n a t u r e o f t h e 

3 g e n e r a t i n g c a p a c i t y , i s d i f f e r e n t t h a n Duquesne's 

4 market. 

5 Q Do you have any o p i n i o n w i t h r e g a r d t o 

6 whether any o f t h e u n i t s t h a t were a u c t i o n e d i n 

7 C a l i f o r n i a c o u l d be c h a r a c t e r i z e d as "must r u n " 

8 u n i t s ? 

9 A Yes. My u n d e r s t a n d i n g i s t h a t f o r PG&E a l l 

10 b u t one o f t h e d i v e s t e d u n i t s are "must r u n " u n i t s 

11 and t h a t f o r Southern C a l i f o r n i a Edison t h e b u l k o f 

12 t h e megawatts were from "must r u n " u n i t s . So, i n 

13 b o t h cases, t h e answer i s yes. 

14 Q Do you have any o p i n i o n w i t h r e g a r d t o 

15 whether t h a t would a f f e c t t h e market p r i c e o r market 

16 v a l u e o f thos e u n i t s ? 

17 A Yes, i t would. A u n i t i s denoted "must 

18 r u n " t y p i c a l l y when t r a n s m i s s i o n o r system 

19 c o n s i d e r a t i o n s r e q u i r e t h a t t h a t u n i t a t l e a s t be 

2 0 a v a i l a b l e t o g e n e r a t e e l e c t r i c i t y under c e r t a i n 

21 c o n d i t i o n s , independent o f what would be o r d i n a r y 

2 2 d i s p a t c h economics, and t h e i r p r o v i s i o n s t o p r o v i d e 

23 a d d i t i o n a l s u p p o r t payments t o those u n i t s i f t h a t i s 

24 r e q u i r e d t o ensure t h e i r a v a i l a b i l i t y f o r r e l i a b i l i t y 

2 5 purposes. 
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1 Q I be1ieve i n response t o one o f my e a r l i e r 

2 q u e s t i o n s t h a t you s t a t e d - - a n d I'm p a r a p h r a s i n g - - t h a t 

3 one needs t o be c a r e f u l t o ensure t h a t t h e p l a n t s 

4 s o l d i n any a u c t i o n t h a t i s b e i n g d e s c r i b e d i s 

5 comparable, s i m i l a r w i t h p l a n t s one i s u n d e r t a k i n g t o 

6 v a l u e . Do you have any o p i n i o n w i t h r e g a r d t o t h e 

7 c o m p a r a b i l i t y of t h e p l a n t s a u c t i o n e d o r t h e 

8 c o n t r a c t s i n v o l v e d i n t h a t a u c t i o n i n New England? 

9 A Yes, I do. The New England r e s u l t s are n o t 

10 comparable. I n f a c t , what was s o l d by New England 

11 Power was a m i x t u r e o f f o s s i l p l a n t s , h y d r o e l e c t r i c 

12 f a c i l i t i e s and e n t i t l e m e n t s , and t h e o b l i g a t i o n t o 

13 assume c e r t a i n purchase power o b l i g a t i o n s , c o u p l e d 

14 w i t h t h e r i g h t t o r e c e i v e payments from NEP t o o f f s e t 

15 t h o s e payments. 

16 So i t was a package d e a l , i f you w i l l , 

17 r e f l e c t i n g hydro and f o s s i l a s s e t s and t h e 

18 r e n e g o t i a t i o n o p p o r t u n i t y i n above market purchase 

19 power c o n t r a c t s . 

20 While the r e s u l t s are o f t e n r e p o r t e d as a 

21 c e r t a i n premium t o book v a l u e and t o f o s s i l book 

22 v a l u e , i n p a r t i c u l a r , t h e b i d does not a l l o w one t o 

23 s e p a r a t e o u t how much was p a i d f o r each.of t h e 

24 c o n s t i t u e n t p a r t s , and the mix o f a s s e t s i s n o t 

25 comparable t o what we're t a l k i n g about here. 
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Q Do you have any knowledge o f whether t h e 

t h r e e companies I m e n t i o n e d - - P a c i f i c Gas and 

E l e c t r i c , Southern C a l i f o r n i a Edison, and New England 

Power--own shares o r , i n t h e i r e n t i r e t y , n u c l e a r 

u n i t s ? 

A Yes. A l l t h r e e e i t h e r own e n t i t l e m e n t s or 

o p e r a t e n u c l e a r p l a n t s . 

Q Do. you have any knowledge o f whether any o f 

those companies o f f e r e d t o s e l l t h o s e shares o r those 

n u c l e a r u n i t s ? 

A Yes. I n t h e s o - c a l l e d f i r s t phase o f t h e 

New England Power s o l i c i t a t i o n , t h e y l e t i t be known 

t h a t t h e y would be i n t e r e s t e d i n anybody who was 

i n t e r e s t e d i n n u c l e a r p l a n t s . 

My u n d e r s t a n d i n g i s t h a t t h e r e was no such 

i n t e r e s t expressed, and so the second phase o f t h e i r 

s o l i c i t a t i o n was l i m i t e d t o the f o s s i l and t o t h e NUG 

s o l i c i t a t i o n s . 

I might add t h a t Boston Edison i s i n t h e 

pro c e s s o f c o m p l e t i n g i t s e l f an a u c t i o n p r o c e s s . 

They, a l s o , i n t h e f i r s t phase have made i t c l e a r 

t h a t i f t h e r e was i n t e r e s t i n p u r c h a s i n g n u c l e a r t h e y 

would make t h a t a v a i l a b l e f o r s a l e . My u n d e r s t a n d i n g 

i s , a g a i n , t h a t no such i n t e r e s t was expressed. 

Q Are you aware o f whether a number o f 
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1 w i t n e s s e s i n s u r r e b u t t a l t e s t i m o n y have c r i t i c i z e d 

2 Duquesne's e s t i m a t e o f c o s t s independent o f 

3 o p e r a t i o n ? 

4 A Yes. 

5 Q Do you have any o p i n i o n w i t h r e g a r d t o 

6 whether c o n s i d e r i n g -- S c r a t c h t h a t . 

7 Do you have any o p i n i o n r e g a r d i n g whether 

8 c o s t s independent o f o p e r a t i o n i s a nove1 concept as 

9 i t r e l a t e s t o s t r a n d e d c o s t s or a concept w i t h o u t 

10 f o u n d a t i o n o r preced e n t i n any o t h e r s t a t e s ? 

11 A Yes. The concept o f i n c l u d i n g c o s t s 

12 independent o f o p e r a t i o n as an element t o s t r a n d e d 

13 c o s t s i s n e i t h e r a new i d e a nor a n o v e l i d e a n o r 

14 w i t h o u t p r e c e d e n t i n o t h e r j u r i s d i c t i o n s . 

15 Q Are you aware o f any j u r i s d i c t i o n s where 

16 c o s t s independent o f o p e r a t i o n have been approved? 

17 A Yes, I am. There are two s e t t l e m e n t 

18 agreements, f o r i n s t a n c e , i n Massachusetts, i n c l u d i n g 

19 Massachusetts E l e c t r i c Company on t h e one hand and 

20 Boston Edison Company on t h e o t h e r . 

21 The s t r a n d e d c o s t elements o f the owned 

22 g e n e r a t i n g a s s e t s i n b o t h o f those s e t t l e m e n t s are 

2 3 comprised o f t h r e e elements-- the n e t p l a n t s t r a n d e d 

2 4 c o s t s , t h e unfunded decommissioning l i a b i l i t y , and a 

25 c a t e g o r y known as c o s t s independent o f o p e r a t i o n . 
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1 The s e t t l e m e n t s i n b o t h o f those i n s t a n c e s r e f l e c t 

2 t h a t c a t e g o r y and have d o l l a r s o f s t r a n d e d c o s t s i n 

3 t h a t c a t e g o r y f o r those two companies. 

4 Q Mr. S c h n i t z e r , have you r e v i e w e d t h e 

5 s u r r e b u t t a l t e s t i m o n y o f Mr. Biewald? 

6 A I have. 

7 Q Have you r e v i e w e d h i s c a l c u l a t i o n s 

8 r e g a r d i n g what he b e l i e v e s i s an economic a n a l y s i s o f 

9 P e r r y and Beaver V a l l e y ? 

10 A I have. 

11 Q Do you have any o p i n i o n r e g a r d i n g whether 

12 t h a t i s a v a l i d a n a l y s i s ? 

13 A I do. 

14 Q Could you ple a s e e x p l a i n ? 

15 A Yes. As an economic a n a l y s i s , I t h i n k 

16 Mr. Biewald's c a l c u l a t i o n s are not v a l i d . An 

17 economic a n a l y s i s once a u n i t has a l r e a d y been 

18 c o n s t r u c t e d and comes i n t o s e r v i c e , which i s t h e 

19 p e r i o d o f t i m e h i s a n a l y s i s c o v e r s , an economic 

20 a n a l y s i s from t h a t p e r i o d f o r w a r d s h o u l d p r o p e r l y 

21 f o c u s on t h e v a l u e o f the o u t p u t t h a t t h e u n i t c o u l d 

22 produce on t h e one hand and the a v o i d a b l e c o s t s t o be 

23 i n c u r r e d by o p e r a t i n g t h e u n i t on the o t h e r . 

2 4 Mr. Biewald's a n a l y s i s comports w i t h n e i t h e r 

25 o f t h o s e . He does not foc u s on t h e v a l u e o f t h e 
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1 o u t p u t as i t would have been d e t e r m i n e d fro m t i m e t o 

2 t ime from t h e date o f o p e r a t i o n f o r w a r d , nor does he 

3 i n c l u d e i n h i s a n a l y s i s a v o i d a b l e o p e r a t i n g c o s t s . 

4 I n f a c t , he e x p l i c i t l y sunk c o s t s , l e t alon e 

5 u n a v o i d a b l e o p e r a t i n g c o s t s . 

6 Other t h a n n o t g e t t i n g t h e v a l u e r i g h t and not 

7 l o o k i n g a t t h e c o s t s , h i s a n a l y s i s i s f i n e . But, o f 

8 c o u r s e , t h o s e are t h e two maj o r p o i n t s of t h e 

9 a n a l y s i s . 

10 Q Mr. S c h n i t z e r , does Mr. B i e w a l d p r o j e c t 

11 p r i c e s t h a t he b e l i e v e s Duquesne -- S c r a t c h t h a t . 

12 Does Mr. B i e w a l d compare t h e c o s t s o f Beaver 

13 V a l l e y and P e r r y t o any p r i c e s from o t h e r g e n e r a t i o n 

14 i n t h e 1986 t o 1997 tim e frame? 

15 A Yes, he does. 

16 Q And do you have any o p i n i o n r e g a r d i n g 

17 whether, as t o those s p e c i f i c y e a r s , t h e p r i c e s t h a t 

18 he compares Beaver V a l l e y and P e r r y t o a r e v a l i d ? 

19 A Yes. To t h e e x t e n t t h a t those p r i c e s 

20 s h o u l d r e f l e c t t h e e x p e c t a t i o n a t the t i m e o f what a 

21 r e a s o n a b l e v a l u e o f the o u t p u t would be, t h e y are 

22 s e r i o u s l y u n d e r s t a t e d , what would have 'been more 

23 r e a s o n a b l e a t the t i m e . 

2 4 I b e l i e v e Mr. B i e w a l d uses $40 a k i l o w a t t y ear 

2 5 f o r c a p a c i t y , p l u s c o a l - b a s e d energy, p l u s a markup 
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1 o f about f i v e m i l l s f o r O & M . More a p p r o p r i a t e 

2 i n d i c a t o r s o f v a l u e a t t h e 1987 t i m e frame, f o r 

3 i n s t a n c e , would have been a r e c e n t l y approved l o n g -

4 term purchase power c o n t r a c t by t h i s Commission as 

5 i n d i c a t i v e of t h e Commission's b e l i e f o f l o n g - r u n 

6 a v o i d e d c o s t s . 

7 There were o t h e r l o n g - t e r m w h o l e s a l e 

8 t r a n s a c t i o n s i n t h a t t i m e p e r i o d . One between Ohio 

9 Edison and Potomac Edison, PEPCO, comes t o mind. 

10 Those p r i c e s would have been much h i g h e r t h a n t h e 

11 p r i c e s Mr. B i e w a l d uses. 

12 Even l a t e r i n the game i n t h e e a r l y 1990s, f o r 

13 i n s t a n c e , Duquesne's s a l e t o GPU would have been an 

14 i n d i c a t o r o f w h o l e s a l e market p r i c e s a t t h a t t i m e , 

15 t h e v a l u e o f t h e o u t p u t , i f you w i l l . Those p r i c e s , 

16 t o o , would be w e l l above what Mr. B i e w a l d assumed i n 

17 h i s a n a l y s i s . 

18 MR. MOOT: I have n o t h i n g f u r t h e r , Your Honor. 

19 JUDGE CORBETT: L e t ' s t a k e a s h o r t break. 

20 W e ' l l be back -- L e t ' s make i t 11:25. 

21 (Recess taken.) 

22 ( T r a n s c r i p t c o n t i n u e s on Page 389.) 

23 

24 

25 
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1 JUDGE CORBETT: We are back on the record. Mr. 

2 Moot, you had a few more questions. 

3 MR. MOOT: Yes. 

4 BY MR. MOOT: 

5 Q Mr. Schnitzer, could you j u s t b r i e f l y describe 

6 the nature of the c o r r e c t i o n s on page 46 of 3-R and whether 

7 they a f f e c t your conclusions? 

8 A Yes. The t a b l e on page 46 i s r e s u l t s of an a l y s i s 

9 accepting D I I ' s assumptions about market p r i c e and other 

10 f a c t o r s asking the question of the company's proposal. 

11 Even i f D I I i s r i g h t about those f a c t o r s , i n c l u d i n g market 

12 p r i c e , how long of a p r i c e cap w i l l i t take u n t i l the book 

13 value and the market value are i n balance and hence the 

14 p r i c e cap put i n . That's the purpose of t h a t t a b l e and the 

15 a n a l y s i s which u n d e r l i e s i t . 

16 We d i d make an a r i t h m e t i c mistake i n c a l c u l a t i n g the 

17 numbers i n t h a t t a b l e and so the corrected v e r s i o n of page 

18 46 shows the new numbers f o r generation book value, 

19 generation market value and hence, remaining stranded costs 

2 0 as of each of the dates i n the t a b l e . 

21 The numbers do change but the conclusion t h a t I 

22 reached i s s t i l l v a l i d which i s t h a t there i s s t i l l 

23 p o s i t i v e stranded costs remaining as of the end of 2005 and 

24 t h e r e f o r e , even accepting the i n d u s t r i a l ' s market p r i c e 

25 assumptions, t h a t the company would be e n t i t l e d t o a p r i c e 
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1 cap f o r 2005. While the numbers changed, the conclusion 

2 d i d not. 

3 Q Could you j u s t b r i e f l y i n d i c a t e what the 

4 c a l c u l a t i o n a l e r r o r r e l a t e d to? 

5 A Yes. To make the i n d u s t r i a l s ' a n a l y s i s 

6 comparable t o the company's analysis we have t o r e c l a s s i f y 

7 the Beaver V a l l e y 2 lease expense between 1999 and 2005 

8 which D I I ' s consultants t r i e d as p a r t of the operating 

9 expense and we t r e a t as p a r t of the net p l a n t , c a p i t a l i z e d 

10 net p l a n t . 

11 I n making t h a t adjustment p u l l i n g i t out of the 

12 operating expense and p u t t i n g i t i n t o the net p l a n t f o r 

13 t h i s purpose only we made an a r i t h m e t i c e r r o r which 

14 a f f e c t e d almost every number i n the t a b l e and i t was t h a t 

15 e r r o r which was found. 

16 Q Thank you. I have nothing f u r t h e r ? 

17 JUDGE CORBETT: A l l r i g h t . Ms. M e l i l l o , w e ' l l begin 

18 w i t h you. I would ask both of you t r y t o keep your voices 

19 up so you don't make i t a p r i v a t e conversation. Okay? 

2 0 MS. MELILLO: Good morning Mr. Schnitzer. 

21 THE WITNESS: Good morning. 

22 BY MS. MELILLO: 

23 Q F i r s t of a l l , I ' d l i k e you t o take a look a t page 

24 18 of your r e b u t t a l testimony? 

25 A Yes. 
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1 Q Do you have an a d d i t i o n a l c o r r e c t i o n t o make t o 

2 your testimony thereon at l i n e 18? 

3 A Thank you, yes, I do. The reference on l i n e 18 

4 of page 18, E x h i b i t 3-R t o OTS i s i n c o r r e c t . That 

5 reference should be t o OCA. I appreciate your c a l l i n g t h a t 

6 t o my a t t e n t i o n . 

7 Q Please t u r n t o your E x h i b i t MMS-5 i n your d i r e c t 

8 testimony, the l a s t page of your d i r e c t testimony. 

9 A I am sorry. I am having t r o u b l e f i n d i n g t h a t . 

10 (Pause.) 

11 A Yes. I have t h a t . 

12 Q I ' d l i k e t o d i r e c t your a t t e n t i o n t o the f o u r t h 

13 column over from the l e f t column which shows the years. Do 

14 you see t h a t f o u r t h column i t i s headed r e a l l e v e l i z e d 

15 equivalent t o spot p r i c e ramp up from the spot p r i c e e x i t ? 

16 A Yes. 

17 Q And also i f you would look t o column 8, the 

18 e i g h t h column from the l e f t - h a n d side which s p e c i f i e s the 

19 years. Do you see the column headed r e a l l e v e l i z e d 

2 0 equivalent t o spot p r i c e ramp up? 

21 A Yes. 

22 Q Do those columns show, w e l l , f i r s t of a l l , does 

23 column 8 show the low market r a t e s which you developed 

24 under the delayed e n t r y p o r t f o l i o ? 

25 A The column 8 shows the r e a l l e v e l i z e d e quivalent 
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of column 6 which i s a continued ramp up from the spot 

p r i c e e x i t , i f you w i l l , i n 2005 t o a delayed e n t r y 

e q u i l i b r i u m p r i c e i n 2010. So the a c t u a l ramp t h a t ' s shown 

i n column 6 and r e a l i z e the equivalent of t h a t p a r t i c u l a r 

case i s shown i n column 8. 

Q But those represent your delayed e n t r y scenarios? 

A Delayed e n t r y t o the low case and column 4 i s 

delayed e n t r y t o the high case. 

Q And do those delayed e n t r y numbers r e l a t e t o Mr. 

Clayton's DJC-20, page 1 of 49 where he shows market value 

generation p o r t f o l i o delayed entry? 

A Sorry. I am going t o have t o have t h a t e x h i b i t 

i n f r o n t of me. 

Q Sure. Could I show him the e x h i b i t ? Would t h a t 

be acceptable? 

MR. MOOT: Sure. 

THE WITNESS: I have t h a t e x h i b i t , I am sure. Your 

question again? 

BY MS. MELILLO: 

Q Do the numbers t h a t you show on E x h i b i t MMS-5 f o r 

the delayed e n t r y p o r t f o l i o , were those used t o develop Mr. 

Clayton's numbers t h a t he shows on DJC-20 f o r the delayed 

entry? 

A I believe the delayed e n t r y reference shown on 

page 1 of 49 of DJC-20 would have been using the delayed 
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1 e n t r y t o high end case t o r a t h e r than t o the low end case 

2 and whether t h a t was based on column 2 or column 4, I can't 

3 t e l l you. But i t would have been the delayed e n t r y t o the 

4 high case r a t h e r than t o the low case. 

5 Q The delayed e n t r y number column 2 i n your MMS-5, 

6 t h a t would equate t o what you p r e v i o u s l y describe as column 

7 6 on the low side. The column 2 t h a t you reference i s t h a t 

8 on the high side of the p o r t f o l i o entry? 

9 A That i s c o r r e c t . 

10 Q So you are saying the numbers r e f l e c t e d i n DJC-2 0 

11 f o r delayed e n t r y , those numbers r e f l e c t the high end of 

12 your --

13 A Delayed e n t r y t o the high end of the c e i l i n g 

14 p r i c e range, yes. 

15 Q Mr. Schnitzer, can you t e l l us why you perceived 

16 i t t o be necessary t o p r o j e c t market r a t e s under the 

17 delayed e n t r y scenario? 

18 A Yes. As my d i r e c t testimony s p e l l e d out, I 

19 prepared c e i l i n g p r i c e estimates based on the assumption 

2 0 t h a t the power markets would be i n e q u i l i b r i u m such t h a t a 

21 new combined cycle would be economic as of 2006 and the 

22 c e i l i n g p r i c e range i s predicated on t h a t assumption, 

23 although I acknowledge t h a t i t may not, i n f a c t , prove t o 

24 be the case. 

25 We then have the results of the forward RFP that the 
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1 company conducted over the summer and as my testimony 

2 describes we are able t o t u r n those RFP r e s u l t s i n t o a spot 

3 equivalent p r i c e t r a j e c t o r y through the year 2005 which i s 

4 our best estimate of what the market i s t e l l i n g us about 

5 the program i s between now and 2005. 

6 What we have found i s t h a t the 2005 value t h a t came 

7 out of t h a t RFP there was a cap between t h a t and e i t h e r the 

8 low end,of the c e i l i n g p r i c e range t h a t Mr. Rubin was 

9 discussing w i t h Mr. Clayton e a r l i e r t h i s morning and 

10 c e r t a i n l y w i t h the high end which would seem t o i n d i c a t e 

11 t h a t the market wasn't t h i n k i n g t h a t i t was going t o be i n 

12 e q u i l i b r i u m by 2006. 

13 P a r t i c u l a r l y , at the high end of the range. So at 

14 t h a t p o i n t t o k i n d of have a smoother t r a n s i t i o n from the 

15 market data t h a t we have from the RFP t o the c e i l i n g p r i c e 

16 range we could study these delayed e n t r y cases t o be more 

17 i n accord w i t h what the market evidence was t e l l i n g us. 

18 Q And under the delayed e n t r y p o r t f o l i o , the 

19 assumption would be t h a t the combined cycle would not be 

20 economic u n t i l a f t e r the year 2006. 

21 A That's c o r r e c t . I b e l i e v e the number c i t e d there 

22 i s 2010 would be the e q u i l i b r i u m date, under those cases. 

23 Q Now, you have p r o j e c t e d a range of market ra t e s 

24 at a high and low and delayed en t r y . So you a c t u a l l y have 

25 three d i f f e r e n t scenarios. I s t h a t correct? 
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A Three d i f f e r e n t c e i l i n g p r i c e scenarios, yes. 

Q And would you agree t h a t a l l three of these 

c e i l i n g p r i c e scenarios are based on p r o j e c t i o n s ? 

A Yes. 

Q And would you agree t h a t these p r o j e c t i o n s would 

not be as accurate at a c t u a l market rates? 

A I b e l i e v e I have so st a t e d . 

Q Under the company's scenario t h a t they presented 

as an a l t e r n a t i v e , wherein the Commission would not accept 

the company's p r e f e r r e d approach of d e f e r r i n g the f i n a l 

v a l u a t i o n u n t i l the year 2003, would you agree t h a t as t h i s 

a l t e r n a t i v e p o s i t i o n t h a t the company i s using the market 

r a t e p r o j e c t i o n based on the low market r a t e s t o develop 

t h e i r 1.9 b i l l i o n stranded cost l e v e l ? 

A I b e l i e v e the your question i s i s the 1.9 

b i l l i o n f i g u r e predicated on the low c e i l i n g p r i c e range 

a f t e r 2005, the answer i s yes. That's my understanding as 

w e l l . Not the trended t o the low but the a c t u a l low case 

w i t h the jump between the 2005 p r i c e and the 2006 p r i c e . 

That 1s my understanding. 

Q So i t ' s not based on the delayed e n t r y scenario. 

I t ' s based on the low market price? 

A That i s c o r r e c t . 

Q Now, would you agree t h a t the low market r a t e 

p o r t f o l i o would provide t o the company the highest stranded 
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1 cost l e v e l versus using the delayed e n t r y or using the high 

2 market rate? 

3 A I t would provide a higher stranded cost l e v e l , 

4 not the highest compared t o the other cases t h a t we might 

5 t h i n k about or t a l k about. The delayed e n t r y , the low 

6 case, f o r instance, would y i e l d a higher s t i l l stranded 

7 cost estimate. 

8 But r e l a t i v e t o the delayed e n t r y t o the high, the 

9 answer t o your question i s yes and I be l i e v e the Clayton 

10 e x h i b i t t o which you r e f e r r e d q u a n t i f i e s t h a t d i f f e r e n c e . 

11 Right on t h a t date. 

12 Q Yes. And i f we would look back at DJC-20 t h a t 

13 you j u s t mentioned t h a t would be page 1 of 49? 

14 A Yes. 

15 Q That i f you would -- l e t me show you t h a t again. 

16 I n f a c t , i f you would look at the l a s t three numbers shown 

17 thereon, you have the $1.9 b i l l i o n number based on the low 

18 market r a t e scenario. I s t h a t correct? 

19 A Yes. 

2 0 Q And the other two numbers r e s u l t i n a lower 

21 stranded cost? 

22 A Yes. That's approximately a $250 m i l l i o n 

2 3 d i f f e r e n c e between a low case and the delayed e n t r y high 

24 case as Mr. Clayton's e x h i b i t shows. 

25 MS. MELILLO: That's a l l we have. Thank you, Mr. 

HOLBERT ASSOCIATES 
(717) 540-9669 



397 

1 Schnitzer. 

2 JUDGE CORBETT: A l l r i g h t . Mr. Berger? 

3 MR. BERGER: Thank you, Your Honor. Good morning, 

4 Mr. Schnitzer. 

5 THE WITNESS? Good morning. 

6 BY MR. BERGER: 

7 Q Just touching b r i e f l y on the p o i n t s you made on 

8 r e j o i n d e r , you r e f e r r e d t o the present value costs 

9 independent of operations. Do you r e c a l l that? 

10 A I spoke g e n e r i c a l l y about costs independent of 

11 the operations, yes. 

12 Q And you mentioned t h a t there were some u t i l i t i e s 

13 t h a t had received stranded cost r e c o g n i t i o n on the basis of 

14 those costs? 

15 A That i s c o r r e c t . 

16 Q Do you know of any u t i l i t i e s i n Pennsylvania t h a t 

17 have submitted a claim f o r PV costs independent of 

18 operation? 

19 A I have not reviewed i n d e t a i l any other claims of 

20 other u t i l i t i e s i n Pennsylvania, so I , t o my knowledge, no, 

21 but t h a t ' s not based on any p a r t i c u l a r e x p e r t i s e or --

2 2 Q And Penn Power, which j o i n t l y owns a share of 

23 i n t e r e s t i n some of the p l a n t s t h a t Duquesne also has a 

24 share of i n t e r e s t i n , they haven't made a claim f o r those 

25 costs, have they? 
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1 A I am not f a m i l i a r w i t h t h e i r claim so I can't 

2 answer your question. 

3 Q Now, on page 7 of your d i r e c t testimony, you 

4 begin a s e c t i o n e n t i t l e d a d m i n i s t r a t i v e approaches are 

5 i n f e r i o r t o market based approaches. 

6 A Yes. 

7 Q And on l i n e 16 of t h a t page you s t a t e t h a t i n an 

8 a d m i n i s t r a t i v e determination, the c r i t i c a l component i s a 

9 for e c a s t of f u t u r e market p r i c e . This requirement of 

10 fo r e c a s t market p r i c e makes an a d m i n i s t r a t i v e determination 

11 i n f e r i o r t o a market based determination. Do you see that? 

12 A I do. 

13 Q Now, on the next page you l i s t several f a c t o r s 

14 about which p r e d i c t i o n s must be made i n order t o make an 

15 a d m i n i s t r a t i v e determination of market prices? And they 

16 include the technology of new supply e n t r a n t s , new supply 

17 t i m i n g and market e q u i l i b r i u m and f u e l p r i c e s . Would you 

18 agree w i t h that? 

19 A Yes. 

2 0 Q And you s t a t e on page 9, l i n e 1, t h a t f o r e c a s t s 

21 are h i g h l y s e n s i t i v e t o the i n i t i a l assumptions chosen by 

22 the analyst making the for e c a s t . 

23 A I do so s t a t e . 

24 Q Your a l t e r n a t i v e t o an a d m i n i s t r a t i v e 

25 determination as described on page 5 l i n e 7? 
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1 A I am sor r y . Page 5? 

2 Q Page 5, l i n e 7? 

3 A Thank you. 

4 Q Where you s t a t e t h a t the market based v a l u a t i o n 

5 w i l l be conducted i n 2003 by an unbiased a r b i t r a t i o n 

6 panel. Do you see that? 

7 A Yes. 

8 Q Would you agree t h a t the value of a generating 

9 s t a t i o n depends l a r g e l y on the expected costs of which 

10 w e ' l l be able t o produce e l e c t r i c i t y i n the f u t u r e and how 

11 t h a t cost compares t o expanded generation market prices? 

12 A Yes. I t h i n k I would agree w i t h t h a t statement. 

13 Q I assume next year t h a t you are representing a 

14 c l i e n t t h a t i s considering purchasing generating assets, 

15 one or more generating u n i t s or s t a t i o n s . When those 

16 purchasers go about determining how much they are w i l l i n g 

17 t o pay f o r a generating u n i t i s there t h e i r e v a l u a t i o n 

18 going t o include the same types of c r i t i c i s m , the reasons 

19 an a d m i n i s t r a t i v e determination i s flawed and I ' l l go 

20 through those one at a time? 

21 A For example? Are you asking me c o l l e c t i v e l y or 

22 are you going t o ask me i n d i v i d u a l l y . 

23 Q I ' l l ask you i n d i v i d u a l l y . W i l l they include 

24 fore c a s t s of f u t u r e operating costs f o r the u n i t i n 

25 question? 
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1 A P o t e n t i a l buyer of a generating asset w i l l 

2 consider a number of f a c t o r s , i n c l u d i n g what they t h i n k the 

3 costs of operating t h a t f a c i l i t y are. The c r i t i c a l 

4 d i f f e r e n c e i s t h a t the purpose of t h a t assessment w i l l be 

5 t o determine how much money of t h e i r own they want t o spend 

6 and f o r which they w i l l bear the consequences. 

7 And i t ' s t h a t a c c o u n t a b i l i t y t h a t goes w i t h making 

8 these c a l c u l a t i o n s t h a t i s fundamentally d i f f e r e n t from the 

9 type of process i n which we would otherwise be engaged i n 

10 an a d m i n i s t r a t i v e proceeding before t h i s Commission. 

11 Q So the a c c o u n t a b i l i t y i n terms of the purchaser 

12 versus the a d m i n i s t r a t i v e board making the determination i s 

13 your viewpoint of the fundamental d i f f e r e n c e between the 

14 v a l i d i t y of market p r i c e , based upon bids versus the 

15 v a l i d i t y --

16 MR. MOOT: Objection. There's no foundation. He 

17 was p r e v i o u s l y t a l k i n g about the estimates t h a t Mr. 

18 Schnitzer was c r i t i c i z i n g , not the board which was not 

19 supposed t o be doing estimates. 

2 0 MR. BERGER: Okay. Well, then, I t h i n k he was 

21 comparing an a d m i n i s t r a t i v e determination. But I asked him 

22 t o compare an a d m i n i s t r a t i v e determination t o a market 

23 based p r i c e based on a b i d . And I am j u s t t r y i n g , and I 

24 t h i n k he said t h a t the a c c o u n t a b i l i t i e s of the purchaser 

25 versus the a d m i n i s t r a t i v e board making such a determination 
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1 i s the fundamental d i f f e r e n c e . I s t h a t correct? 

2 THE WITNESS: Fundamental d i f f e r e n c e i n the manner 

3 i n which they would go about those considerations. 

4 BY MR. BERGER: 

5 Q Okay. Would you agree w i t h me t h a t the resources 

6 t h a t might be brought t o bear by an a d m i n i s t r a t i v e board i n 

7 making a determination may be more or less than what a 

8 purchaser might b r i n g t o bear i n t r y i n g t o make the same 

9 type of determination? 

10 A Again. This a d m i n i s t r a t i v e board as Duquesne has 

11 proposed, i s charged not t o conduct t h e i r own determi-

12 n a t i o n , but t o r e l y on the market evidence t h a t e x i s t s . 

13 That's the e s s e n t i a l d i f f e r e n c e . There's no need f o r the 

14 board t o engage i n modeling exercises and the l i k e t o 

15 determine what market p r i c e s are going t o be. 

16 MR. MOOT: Can I ask f o r a c l a r i f i c a t i o n ? I t h i n k 

17 i t ' s f a i r and w i l l help the record. I s Mr. Berger, by 

18 a d m i n i s t r a t i v e board does he mean t o r e f e r t o the 

19 a r b i t r a t i o n panel proposed by Duquesne or an a d m i n i s t r a t i v e 

2 0 agency such as t h i s Commission. 

21 MR. BERGER: An a d m i n i s t r a t i v e agency such as t h i s 

22 Commission t h a t w i l l review the a r b i t r a t i o n panel's 

2 3 recommendation. 

24 MR. MOOT: You want t o ask him the question again? 

25 THE WITNESS: I understood your question t o be 
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1 r e f e r r i n g t o the a r b i t r a t i o n panel, i t s e l f . 

2 MR. BERGER: Okay. My question simply went t o the 

3 resources t h a t are brought t o bear maybe more or less by 

4 the a d m i n i s t r a t i v e board such as the PUC, versus a 

5 purchaser i n the market place. 

6 BY MR. BERGER: 

7 Q Would you agree w i t h that? 

8 A So your question i s they could be more or less? 

9 Q Yes. They could be more or le s s . The 

10 a d m i n i s t r a t i v e board may commit more f i n a n c i a l resources t o 

11 i t s assessment or the bidder may commit more f i n a n c i a l 

12 resources i n t r y i n g t o make the assessment. Would you 

13 agree on that? 

14 A I t h i n k we don't know who would devote more 

15 resources by I don't t h i n k t h a t ' s p a r t i c u l a r l y r e l e v a n t t o 

16 my preference f o r the market determination. 

17 Q Okay. So your answer would be yes. They may be 

18 more or less? 

19 A Yes. And t h a t t h a t d i s t i n c t i o n i s not r e l e v a n t 

20 t o a preference f o r market determination v i s - a - v i s 

21 a d m i n i s t r a t i v e determination. 

22 Q When you began your response about 

23 a c c o u n t a b i l i t y , I was attempting t o ask you about a number 

24 of the items t h a t are considered by analysts both f o r a 

25 purchaser and f o r the a d m i n i s t r a t i v e board. Would you 
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1 agree w i t h me i n general t h a t they would t y p i c a l l y consider 

2 the same facto r s ? Or should I continue t o go through them 

3 one a t a time? 

4 A You know. Each purchaser w i l l consider what they 

5 t h i n k i s important, but g e n e r i c a l l y I would agree t h a t they 

6 would consider the same f a c t o r s . But t h a t , i n my mind, i s 

7 not the issue. The issue --

8 Q I understand, and you st a t e d what you your 

9 p o s i t i o n i s on t h a t . Would they consider f o r e c a s t s of 

10 generation market p r i c e s i n both contexts? 

11 A They would consider market p r i c e estimates i n 

12 both instances and i n the instance of a buyer a c t u a l l y 

13 o f f e r i n g money f o r an asset or purchasing the power 

14 MR. BERGER: Your Honor, I would ask t h a t the 

15 witness hold h i s response t o the questions. He has already 

16 s t a t e d h i s explanation t h a t he t h i n k s t h a t i n the context 

17 of an a c t u a l b i d the a c c o u n t a b i l i t y of the purchaser i s 

18 d i f f e r e n t and t h e r e f o r e , has a d i f f e r e n t -- he t h i n k s t h a t 

19 i t provides a b e t t e r r e s u l t . 

2 0 MR. MOOT: Your Honor, I don't agree. 

21 MR. BERGER: I don't t h i n k he has t o repeat t h a t 

22 w i t h every reference I am making t o each input assumption 

23 i n the ana l y s i s t h a t the purchaser versus a d m i n i s t r a t i v e 

24 board meant. 

25 MR. MOOT: I f Mr. Berger i s w i l l i n g t o s t i p u l a t e 
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1 t h a t unless Mr. Schnitzer so state s , the record can assume 

2 t h a t Mr. Schnitzer assumes t h a t Mr. Berger's question i s 

3 i r r e l e v a n t t o t h i s case, we are f i n e . I f not, Mr. 

4 Schnitzer has a r i g h t t o e x p l a i n . 

5 JUDGE CORBETT: Wait a minute. 

6 MR. BERGER: I t h i n k we can agree t h a t he has the 

7 same explanation w i t h respect t o q u a l i f y i n g h i s answer f o r 

8 each of the items t h a t I am t r y i n g t o l i s t . 

9 MR. MOOT: Far enough. For those items, t h a t ' s f a r 

10 enough. 

11 JUDGE CORBETT: I t h i n k he's agreeable. I t h i n k 

12 t h a t w i l l help move t h i n g s along. 

13 BY MR. BERGER: 

14 Q Would you agree t h a t i n both contexts there would 

15 be a for e c a s t of u n i t ' s output and i t s p a r t operating 

16 margins? 

17 A There would l i k e l y be. 

18 Q Would you agree t h a t i n both contexts there would 

19 be p o r t i o n s of f o s s i l f u e l prices? 

2 0 A There may be circumstances i n which there 

21 wouldn't but i n most cases there l i k e l y would be. 

22 Q Would you agree t h a t there would be i n both 

23 contexts t h a t there would be forecasts of e l e c t r i c i t y 

24 demand? 

25 A Not nece s s a r i l y . 
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1 Q Why do you t h i n k there may not be i n t h a t 

2 p a r t i c u l a r instance, forecasts of e l e c t r i c i t y ? 

3 A What a buyer of a power p l a n t i s i n t e r e s t e d i n or 

4 a purchaser of power i s i n t e r e s t e d i n i s t h a t p r i c e 

5 v i s - a - v i s the market p r i c e . And when I , f o r instance, 

6 r i g h t now might t h i n k about a n a t u r a l gas p r i c e purchase or 

7 a reserve purchase i t doesn't have t o forecast the n a t i o n a l 

8 demand. 

9 Now, do I buy t h i s reserve or do I not? There may 

10 be s u f f i c i e n t market p r i c e i n f o r m a t i o n a v a i l a b l e t h a t I 

11 wouldn't have t o i n q u i r e behind the market p r i c e t o the 

12 load, load growth or other issue. And b e t t e r developed 

13 markets get the lease people are going t o worry about those 

14 issues. 

15 Q So what you are saying i s i n the context of an 

16 a c t u a l bidder they may not need t o look behind the a c t u a l 

17 market p r i c e t o determine the basis or whether there --

18 what the expectation f o r demand is? 

19 A They might. They might not. 

2 0 Q Would you agree t h a t i n both contexts t h a t the 

21 analysts would consider the type costs and type t i m i n g of 

22 market competitors? 

23 A When you say type are we t a l k i n g about e n t i t y or 

24 technology. 
25 Q I am t a l k i n g about e n t i t i e s . 
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1 A Then I am not sure I understand the question. 

2 Q I ' l l move on. Do I take i t from your proposal on 

3 page 5 of your d i r e c t testimony t h a t the r u l e of the 

4 unbiased a r b i t r a t i o n panel would be t o review the r e s u l t s 

5 of other assets sales t h a t have occurred and t o t r a n s l a t e 

6 the p r i c e s found i n those t r a n s a c t i o n s t o e v a l u a t i o n of 

7 Duquesne's generating assets? 

8 A NO. 

9 MR. BERGER: May I j u s t have a minute. Your Honor? 

10 JUDGE CORBETT: Yes. 

11 (Pause.) 

12 BY MR. BERGER: 

13 Q You are r e f e r r i n g on l i n e s 7 t o 9 about 

14 consummated market t r a n s a c t i o n i n the re l e v a n t market? 

15 A Sorry. What pages are you on, Mr. Berger? 

16 MR. BERGER: Page 5 l i n e 7 t o 9. When you are 

17 t a l k i n g about consummated market t r a n s a c t i o n s i n the 

18 r e l e v a n t market you are not t a l k i n g about the r e s u l t s of 

19 other assets sales t h a t have occurred. You are t a l k i n g 

2 0 about the a c t u a l sales per k i l o w a t t i n a -- i n the 

21 marketplace. I s t h a t correct? 

22 A That statement i s n ' t c o r r e c t , e i t h e r . 

2 3 Q Okay. Can you t e l l me what you are t a l k i n g about 

24 consummated market transaction? 

25 A Yes. They would include both o f the types of 
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1 t r a n s a c t i o n s t o which you are r e f e r r i n g but not e i t h e r 

2 exclusive of the other so he would include power sales 

3 t r a n s a c t i o n s and assets sales t r a n s a c t i o n s so long as they 

4 were market based and arms l e n g t h . 

5 Q Would you agree t h a t the value of a generating 

6 s t a t i o n also r e f l e c t s the a d d i t i o n a l value of 

7 c h a r a c t e r i s t i c s such as market t o u n i t i s l o c a t e d i n the 

8 size of the s i t e and the nature of e x i s t i n g e l e c t r i c a l 

9 in t e r c o n n e c t i o n s and f u e l i n f r a s t r u c t u r e ? 

10 A Those type of c h a r a c t e r i s t i c s can have an e f f e c t 

11 on the value of a generating asset. 

12 Q Would i t be f a i r t o say t h a t observed p r i c e s f o r 

13 f u t u r e sales of other generating assets would not 

14 n e c e s s a r i l y apply t o Duquesne's generating assets? And 

15 t h a t the unbiased a r b i t r a t i o n panel would need t o review 

16 the observed p r i c e s and apply i t s own judgment regarding 

17 what they t e l l about the value of Duquesne's assets? 

18 A C e r t a i n l y . As I discussed e a r l i e r w i t h Mr. Moot 

19 t h a t the key t o using any asset t r a n s a c t i o n s f o r v a l u i n g 

2 0 other assets revolves around competition w i t h respect t o 

21 the f u t u r e market c o m p a r a b i l i t y w i t h respect t o the assets 

22 i n question. 

2 3 Those are judgments t h a t the appraisers of the 

24 a r b i t r a t o r s would have t o make and they are not d i f f e r e n t 

25 than the types of judgments about comparables t h a t 
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1 v a l u a t i o n experts place r o u t i n e l y i n these matters but the 

2 basis i s a c t u a l market t r a n s a c t i o n s , not some other 

3 a d m i n i s t r a t i v e derived number. 

4 Q Would you agree w i t h me t h a t i n the l a t e r years 

5 of your a n a l y s i s , you simply assumed an i n f l a t i o n f a c t o r 

6 associated w i t h market price? Do you r e c a l l c e i l i n g 

7 prices? 

8 A I'm sor r y . I'm going t o need t h a t question t o be 

9 much more s p e c i f i c before I can answer i t . 

10 Q While your proposal t o value the assets i n 2003 

11 would r e f l e c t a v a i l a b l e i n f o r m a t i o n about other generating 

12 assets sales and the r u l e s of the market would be b e t t e r 

13 known, a v a l u a t i o n i n 2003 would s t i l l depend on i n p u t 

14 assumptions and forecasts about the long term f u t u r e and 

15 w i l l r e q u i r e judgment on the p a r t of the v a l u a t i o n of the 

16 a r b i t r a t i o n panel. I s t h a t correct? 

17 A I can't answer yes t o a l l the p a r t s of t h a t 

18 question. 

19 Q Well, w i l l i t s t i l l depend on i n p u t assumptions 

2 0 and forec a s t s about the long term future? 

21 A Not nec e s s a r i l y . 

22 Q Okay. I t h i n k you already i n d i c a t e d t h a t i t 

23 would r e q u i r e judgment on the p a r t of the panel? 

24 A Yes, i t would. 

25 Q So when you say not necessarily, are you saying 
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1 t h a t you t h i n k t h a t s u f f i c i e n t market data may e x i s t a t 

2 t h a t p o i n t i n time but no judgment about --no foreca s t s 

3 would need t o be u t i l i z e d ? 

4 A C e r t a i n l y w i t h respect t o market p r i c e i t ' s 

5 e n t i r e l y p o s s i b l e t o have a s u f f i c i e n t market p r i c e . The 

6 evidence d i d not r e q u i r e judgment i n t h a t respect. I t ' s 

7 also p o s s i b l e t h a t i f there are t r u l y comparable sales f o r 

8 each of the company's generating assets, at a p o i n t i n time 

9 t h a t those, too, would r e q u i r e comparable times which would 

10 apply a l o t less assumption about the f u t u r e other than t o 

11 j u s t e s t a b l i s h the comp a r a b i l i t y . 

12 So depending on how thin g s turned out, the answer 

13 may be d i f f e r e n t . 

14 Q Okay. When a v a l u a t i o n I made i n 2003, I t h i n k 

15 the for e c a s t I s being made w i t h respect t o the l i f e of the 

16 p l a n t i n question and I t h i n k t h a t ' s through 2 027. I s t h a t 

17 correct? 

18 A For the company's nuclear assets, the l a s t two 

19 are 2025, 2026, I t h i n k c o l l e c t i v e l y t h a t ' s less than 300 

20 megawatts of the company's capacity but those two are the 

21 longest l i v e s . The r e s t are shorter. 

22 Q So you t h i n k s u f f i c i e n t market data may e x i s t at 

23 t h a t p o i n t i n time w i t h regard t o p r i c e s i n 2025 and 2026? 

24 A I d i d n ' t say t h a t . 

25 Q No. I am asking. Yes or no? 
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1 A I t may be, but what may be more l i k e l y at t h a t 

2 p o i n t between now and 2003 i s a demonstration through the 

3 repeated attempts t o s e l l comparable nuclear f a c i l i t i e s 

4 t h a t we can i n f e r what t h e i r value i s and not have t o 

5 engage i n the process of e s t i m a t i o n as f o r 2025 and 2026. 

6 Q Now, would you t u r n t o E x h i b i t MMS-2. 

7 A Yes. 

8 Q And there you present a range of estimates f o r 

9 the p o t e n t i a l cost of power from market e n t r a n t s t o 

10 competition. 

11 A C e i l i n g p r i c e estimates, yes. 

12 Q Now, i n which the p o t e n t i a l p r o f i t a b i l i t i e s of a 

13 generation asset investment a p o t e n t i a l market e n t r a n t 

14 would t r y t o determine whether generation market p r i c e w i l l 

15 be s u f f i c i e n t t o cover the costs and provide p r o f i t . I s 

16 t h a t correct? 

17 A Yes. 

18 Q I n doing t h a t , am I c o r r e c t t h a t the market 

19 p a r t i c i p a n t s would presumably include i n t h e i r costs each 

2 0 of the items you presented on these e x h i b i t s ? On t h i s 

21 e x h i b i t ? 

22 A Yes. I t h i n k so. 

23 Q Now, the l i n e item i n the 11th row i s e n t i t l e d CC 

24 A&G combined cycle A & G , a d m i n i s t r a t i o n and general 

25 expense. 
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1 A Yes. 

2 Q Can you provide me the d e t a i l of what t h a t item 

3 represents? 

4 A The character of what's i n i t or the s p e c i f i c 

5 d e r i v a t i o n of the number? 

6 Q Well, l e t ' s begin w i t h the character of what's i n 

7 i t ? 

8 A I t h i n k i t ' s a f a i r assumption t h a t a new en t r a n t 

9 w i l l have beyond p l a n t l e v e l costs w i l l have some 

10 a d m i n i s t r a t i v e and general expense associated w i t h managing 

11 the generation, a d m i n i s t e r i n g b e n e f i t s of employees t h a t 

12 are employed a t the s t a t i o n and the l i k e ; which would not 

13 t y p i c a l l y be included i n d i r e c t O&M estimates t h a t are 

14 o f t e n provided f o r these u n i t s . 

15 So the purpose of the A&G f i g u r e there i s t o include 

16 an allowance f o r those incremental costs of A&G t h a t would 

17 be i n c u r r e d by v i r t u e of having t h i s a d d i t i o n a l f a c i l i t y , 

18 the employees t h a t are associated w i t h t h a t f a c i l i t y . 

19 Q So we might c a l l t h a t something l i k e corporate 

2 0 overhead. Would t h a t be overhead? 

21 A Well, i t ' s the k i n d of a c t i v i t i e s t h a t I j u s t 

22 described. You can c a l l i t what you w i l l but the key i s 

23 the incremental one i s occasioned by the p a r t i c u l a r 

24 investment i n t h i s f a c i l i t y f o r the c o n s t r u c t i o n of t h i s 

25 f a c i l i t y . I t ' s not an a l l o c a t i o n . 
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Q Okay. Do you have a schedule or work paper 

breaking t h a t p a r t i c u l a r item down f u r t h e r ? 

A I bel i e v e t h a t there's an i n t e r r o g a t o r y response 

which references the d e r i v a t i o n of t h a t . But I could t e l l 

you what the d e r i v a t i o n i s . I t ' s b a s i c a l l y 50 percent of 

the f i x e d O&M l e v e l i s what we have assumed t o be the A&G 

adder. 

Q So you j u s t take the l i n e above and d i v i d e i t by 

two? 

A Yes, s i r . 

Q Would you provide me w i t h t h a t reference i n an 

i n t e r r o g a t o r y response a t a break? 

A Yes. 

MR. MOOT: I ' l l j u s t note f o r the record t h a t t h a t 

may or may not be possible a t the f i r s t break. 

MR. BERGER: Okay. 

BY MR. BERGER: 

Q On E x h i b i t MMS-3 i f you t u r n there, there you 

present an estimate of n a t u r a l gas p r i c e s f o r the purpose 

of your market p r i c e bounding a n a l y s i s . I s t h a t correct? 

A Yes. 

Q And where you r e f e r t o t h a t TCO pool, does t h a t 

r e f e r , what i s the TCO pool? 

A T-C-0 i s an acronym f o r the p i p e l i n e s u b s i d i a r y 

of Columbia and so t h a t the TCO pool i s i n the market area 
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1 of Columbia Transmission. 

2 Q Okay. What was the basis f o r the h i s t o r i c a l TCO 

3 pool p r i c e s you used t o develop the basis p r i c e 

4 d i f f e r e n t i a l i n t h a t e x h i b i t ? 

5 A We d i d n ' t r e l y on h i s t o r i c a l base p r i c e 

6 i n f o r m a t i o n . We r e l i e d on a fou r year forward quote basis 

7 d i f f e r e n t i a l which we obtained I believe e i t h e r from TCO or 

8 a TCO marketing a f f i l i a t e . 

9 Q Do the n a t u r a l gas p r i c e s a t the bottom of t h i s 

10 e x h i b i t which are labe l e d estimates of d e l i v e r e d n a t u r a l 

11 gas spot p r i c e represent d e l i v e r e d p r i c e s t o an e l e c t r i c 

12 generator i n ECAR? 

13 A Yes. 

14 Q I s i t possible t h a t new generating p l a n t s would 

15 also r e q u i r e some a d d i t i o n a l p i p e l i n e or LDC transmission 

16 t o d e l i v e r gas from the TCO pool t o t h e i r p a r t i c u l a r 

17 s i t e s ? 

18 A Excuse me. The p a r t i c u l a r i n t e r c o n n e c t i o n 

19 requirements could w e l l vary from s i t e t o s i t e , but t h i s i s 

20 the cost of d e l i v e r e d o f f of the p i p e l i n e i n the ECAR 

21 area. 

22 Q Now, when you e a r l i e r i n d i c a t e d you got the fou r 

23 year forward quote of the TCO pool p r i c e s , t h a t included 

24 the p r i c e of Henry Hub as w e l l as the basis d i f f e r e n t i a l ? 

25 A The Henry Hub data was on t h a t . We d i d n ' t use 
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1 t h a t p a r t i c u l a r source of Henry Hub data but u l t i m a t e l y d i d 

2 corroborate our other source f o r Henry Hub. 

3 Q What was the other source f o r Henry Hub? 

4 A We had done a swap f o r y e a r l y Henry Hub data from 

5 M e r r i l l Lynch 1998, 1999 and the 2000 f i g u r e from the 

6 M e r r i l l quote were very close t o the NYMEX Henry Hub 

7 p o r t i o n of the T-C-0 quote. But the M e r r i l l quote was f o r 

8 an eight-year d u r a t i o n so we used t h a t . 

9 Q Now, E x h i b i t MMS-4 summarizes the r e s u l t s of 

10 s o l i c i t a t i o n t o s e l l power t h a t Duquesne conducted i n June, 

11 1997. I s t h a t correct? 

12 A Well, i t presents the c a l c u l a t i o n from the 

13 forward p r i c e s , the present value of the forward p r i c e s 

14 received t o other forms i n which t h a t data i s used by 

15 myself and other witnesses. 

16 Q Did t h a t s o l i c i t a t i o n o f f e r t o s e l l f u l l y 

17 dispatchable power t o be dispatched however the buyer saw 

18 f i t or were there l i m i t s on i t s energy u t i l i z a t i o n ? 

19 A The power t h a t was s o l d was at any moment had t o 

2 0 be between 50 and 100 percent capacity f a c t o r and on an 

21 average basis, 75 percent capacity f a c t o r but w i t h i n other 

22 than those c o n s t r a i n t s there was a f a i r b i t of d i s p a t c h 

23 f l e x i b i l i t y a v a i l a b l e t o the buyer. 

24 Q And the annual p r i c e s presented on the t h i r d l i n e 

25 of t h i s e x h i b i t , do they represent a l l hours equivalent 
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1 p r i c e s which you c a l c u l a t e d from the bids? 

2 A I be l i e v e the --

3 Q There's a l i n e t h a t reads equivalent spot p r i c e 

4 estimates escalates i n f l a t e d rate? 

5 A Yes. There i s a t r a n s l a t i o n from the 75 percent 

6 f a c t o r t o an a l l hours basis. 

7 Q Would you agree t h a t t h a t means t h a t the a c t u a l 

8 b i d p r i c e s were a b i t higher because the bidder has some 

9 a b i l i t y t o shape h i s energy purchase under the contract? 

10 A Absolutely. We would expect t h a t the average 

11 p r i c e f o r the 75 percent of the year t h a t i s most valuable 

12 w i l l be a higher average p r i c e than the p r i c e averaged over 

13 a l l the hours. 

14 Q I s there a second adjustment on t h a t l i n e of t h i s 

15 e x h i b i t ? 

16 A There i s a t r a n s l a t i o n from the forward p r i c e t o 

17 a spot p r i c e equivalent t h a t i s also i m p l i c i t i n t h i s 

18 e x h i b i t or contained i n t h i s e x h i b i t . 

19 Q I s t h a t a r i s k type of adjustment would you 

2 0 c h a r a c t e r i z e i t ? 

21 A Well, I'd p r e f e r t o charac t e r i z e i t as a 

22 t r a n s l a t i o n from a forward t o a spot. 

2 3 Q Does t h a t adjustment r e f l e c t e d on there i n d i c a t e 

24 t h a t the buyer intends t o o f f e r b i d p r i c e s f o r f u t u r e years 

25 t h a t are a b i t lower than t h e i r current expectation f o r 
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1 spot p r i c e s i n the same f u t u r e years? 

2 A I t r e f l e c t s the b e l i e f i n the market evidence 

3 t h a t a forward commitment t h a t i s a commitment I make today 

4 t o buy two years from now w i l l be at some small, he -- some 

5 lower p r i c e than what I would a c t u a l l y expect the spot 

6 p r i c e t o be i f I d i d n ' t make any commitment and waited t o 

7 make my purchase two years hence and there's evidence i n 

8 n a t u r a l gas markets and heating O&M markets and other 

9 energy markets t o support t h a t p r o p o s i t i o n . 

10 Q Would you t u r n t o your d i r e c t testimony at page 

11 19. 

12 A Yes. 

13 Q At l i n e 14, you say u n c e r t a i n t y regarding the 

14 d e t a i l s of deregulated market s t r u c t u r e i s a reason why i t 

15 i s v i a b l e t o value Duquesne's assets a t 2003? Do you see 

16 that? 

17 A Yes. I see those l i n e s . 

18 Q Would you agree w i t h me t h a t p o t e n t i a l purchasers 

19 of power under Duquesne's June, 1997 s o l i c i t a t i o n face the 

20 same u n c e r t a i n t i e s i n a d d i t i o n t o the u n c e r t a i n t y about 

21 when they might be able t o s e l l power t o r e t a i l customers 

22 i n the ECAR region? 

2 3 MR. MOOT: I would ask t h a t the questioner c l a r i f y 

24 whether he's t a l k i n g about the RFP f o r the one year sale or 

25 the RFP f o r the ei g h t year sale. 
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1 MR. BERGER: Okay. I ' l l ask him one a t a time. Let 

2 me r e f e r t o the RFP f o r the one year sale. 

3 BY MR. BERGER: 

4 Q Did p o t e n t i a l purchasers of power under the 1997, 

5 June 1997 s o l i c i t a t i o n face the same u n c e r t a i n t y regarding 

6 the d e t a i l s of the deregulated power market? 

7 A No. 

8 Q Now, w i t h respect t o the e i g h t year s o l i c i t a t i o n , 

9 would you agree w i t h that? 

10 A They would have r e f l e c t e d whatever expectation 

11 they had about how der e g u l a t i o n was going t o proceed. Your 

12 e a r l i e r question had a number of compound pieces t o i t but 

13 w i t h respect t o the r e t a i l market they would have the 

14 expectation t h a t a t l e a s t the r e t a i l markets c a l l e d f o r 

15 d e r e g u l a t i o n of the Pennsylvania s t a t u t e where someone 

16 could take the breaks they expect on a schedule t h a t I 

17 could e x p l a i n . 

18 And t h a t i s one of the reasons f o r s o l i c i t a t i o n t o 

19 s t a r t 1, 1/9 t o o f f e r people who payment the a power supply 

2 0 contemporaneous w i t h the pay lease i n Pennsylvania t o be 

21 able t o procure a resource not j u s t there, you know, but 

22 also the t r a n s i t i o n from the f u l l competitive r o l e . 

23 So i t would be at l e a s t an i n d i c a t i o n t h a t there 

24 would be a p i l o t and opening up a Pennsylvania r e t a i l 

25 market t h a t was contemporaneous w i t h t h i s p a r t i c u l a r 
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1 s o l i c i t a t i o n . 

2 Q But you would agree t h a t there s i l l i t ' s a 

3 s i g n i f i c a n t amount of the u n c e r t a i n t y about the d e t a i l s of 

4 how the power market w i l l operate w i t h using the e i g h t year 

5 time horizon? 

6 A Absolutely and I t h i n k we have been c l e a r 

7 Duquesne's f i r s t choice i s not an immediate value. 

8 Duquesne second choice i s not an immediate value. But i f 

9 you ask what's the best evidence of the market r i g h t now, 

10 we would say the best evidence i s the RFP t h a t was 

11 conducted. 

12 W i l l there be b e t t e r evidence i n 2003? Yes, there 

13 w i l l , but t h i s RFP i s the best evidence a v a i l a b l e today. 

14 MR. BERGER: Thank you. That's a l l I have. 

15 JUDGE CORBETT: I take i t the OSBA does not have any 

16 questions. 

17 MS. JONES: No, Your Honor. 

18 JUDGE CORBETT: And the same f o r the C i t y of 

19 Pittsburgh? 

2 0 MR. AMERICUS: No questions. 

21 JUDGE CORBETT: Mr. Dougherty, you are up next and 

22 you are l i s t e d as having heavy cross f o r the witness I 

23 wonder i f you can be up f i r s t a f t e r lunch. 

24 MR. DOUGHERTY: That would be f i n e . I would request 

25 t h a t we go l a s t among the i n t e r r o g a t o r s f o r t h i s witness i n 
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1 any regard so t h a t we can resolve the matter we discussed 

2 before the break. 

3 JUDGE CORBETT: Okay. Then f i r s t t h i n g a f t e r lunch 

4 would be HSS and Mr. Wiseman. Okay. We'll take a luncheon 

5 recess and w e ' l l reconvene at 1:15. 

6 (Whereupon, at 12:17 p.m., the hearing recessed, t o 

7 reconvene a t 1:15 p.m., the same day.) 

8 AFTERNOON SESSION. 

9 JUDGE CORBETT: Let's get s t a r t e d . We are back on 

10 the record, and Mr. Wiseman, you are up. 

11 MR. WISEMAN: Thank you. Your Honor. Good 

12 afternoon, Mr. Schnitzer. Good afternoon. 

13 BY MR. WISEMAN: 

14 Q I want t o s t a r t w i t h something t h a t you went over 

•15 very b r i e f l y t h i s morning. Could you r e f e r t o E x h i b i t 

16 MMS-4, please. 

17 A Yes, I have i t . 

18 Q Do you r e c a l l a question from OCA t h a t used the 

19 term r i s k adjustment? 

2 0 A I remember t h i s question, yes. 

21 Q And t h a t question was i n the context of a 

22 disc u s s i o n of the l i n e t h a t i s almost a t the bottom of the 

23 page t h a t says a l t e r n a t i v e spot p r i c e estimate using one 

24 year r e s u l t s i n 1998. I s t h a t correct? 

25 A I am sorry. Which line are you referring to? 

HOLBERT ASSOCIATES 
(717) 540-9669 



420 

1 Q There's a l i n e t h a t has p r i c e s from 1998 t o 2005. 

2 I t ' s the lower of those two l i n e s . I t ' s one t h a t has the 

3 a l t e r n a t i v e spot p r i c e estimate using one year r e s u l t s i n 

4 1998? 

5 A I see t h a t l i n e . 

6 Q That's the l i n e t h a t the discussion was about 

7 when the recommendation f o r adjustment came i n . I s t h a t 

8 r i g h t ? 

9 A I am not sure i f i t was t h a t s p e c i f i c l i n e or one 

10 of the e a r l i e r l i n e s . 

11 Q That's f i n e . Can you t u r n t o page 34 of your 

12 d r a f t testimony, and I would r e f e r you t o the discussion 

13 t h a t ' s a t l i n e , s t a r t s a t l i n e 2 and a c t u a l l y runs over on 

14 t o page 35, l i n e 1. Could you review t h a t discussion, 

15 please. 

16 A Yes, I w i l l . 

17 (Pause.) 

18 A Yes, I have reviewed i t . 

19 Q A l l r i g h t . Now, i f you look at page 34, l i n e 6, 

20 you discuss there a 200 basis p o i n t r i s k premium. Do you 

21 see that? 

22 A I do. 

23 Q Can you t e l l me what r e l a t i o n s h i p does t h a t 200 

24 basis p o i n t r i s k premium have t o the l i n e i n MMS-4 t h a t we 

25 are discussing a l t e r n a t i v e spot p r i c e using one year 
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1 r e s u l t s i n 1998? 

2 A The use of the 20 0 basis p o i n t r i s k premium comes 

3 i n t o p l a y i n c a l c u l a t i n g the present value equivalent spot 

4 numbers, spot p r i c e streams of which there are two on 

5 MMS-4, t o get the same 116.1 present value shown i n the 

6 f i r s t column. 

7 So the 116.1 comes from the a c t u a l forward p r i c e s 

8 from the s o l i c i t a t i o n discounted at the r i s k f r e e r a t e t o 

9 then c a l c u l a t e a spot equivalent we deriv e a stream 

10 s t a r t i n g i n 1998 which, when discounted at the r i s k f r e e 

11 r a t e plus the 200 basis p o i n t r i s k premium y i e l d s the same 

12 116.1 present value t h a t i s shown. 

13 That c a l c u l a t i o n i s a c t u a l l y done twice on MMS-4. 

14 Each of the two instances where there's f i g u r e s shown f o r 

15 the two year p e r i o d '98 t o 2000. 

16 Q Well, am I c o r r e c t t h a t the top l i n e , the one 

17 t h a t says equivalent spot p r i c e estimate escalated a t 

18 i n f l a t i o n r a t e , t h a t l i n e does not conform -- w e l l , t h a t ' s 

19 the r i s k f r e e adjustment. I s t h a t correct? 

2 0 A You are r e f e r r i n g t o the second --

21 Q The second? 

22 A I am sorry? The second row i n t h a t table? 

23 Q Yes. That's a l i t t l e ambiguous, a c t u a l l y . There 

24 i s a caption over on the side t h a t says equivalent spot 

25 p r i c e escalated at i n f l a t i o n r a t e and a c t u a l l y i t ' s the 
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1 t h i r d t i t l e down on the l e f t side? 

2 A Yes. I see t h a t one. 

3 Q That l i n e , t h a t ' s r i s k f r e e adjustment. I s t h a t 

4 correct? 

5 A No. That b a s i c a l l y derives w i t h the r i s k premium 

6 adjustment, an equivalent spot p r i c e t r a j e c t o r y which 

7 i t s e l f grows at the r a t e of i n f l a t i o n . That spot p r i c e 

8 t r a j e c t o r y . What we then f i n d , the f i r s t year of t h a t 19.4 

9 shown on t h a t l i n e i s above the one year forward spot 

10 equivalent of the forward. 

11 The second one w e ' l l say w e l l , we'd b e t t e r r e t r i e v e 

12 the streams t h a t the f i r s t year matches w i t h the one year 

13 and then r e t r i e v e an escalated stream so t h a t we are t i e d 

14 i n t o one year r e s u l t s as w e l l as being c o n s i s t e n t w i t h the 

15 e i g h t year r e s u l t s . But those two i l l u s t r a t i o n s r e f l e c t 

16 the r i s k premium adjustment described on page 34 of the 

17 testimony. 

18 Q A l l r i g h t . And i f we could r e f e r back t o the 

19 infamous E x h i b i t DJC-20? 

2 0 A I f someone could --

21 Q Do you have a copy? 

22 A I do not. 

23 MS. MELILLO: I can give him mine. 

24 BY MR. WISEMAN: 

25 Q Again, l e t ' s use page 3 i n t h a t e x h i b i t . That's 
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1 a good example of one, f i r s t page. Do you have that? 

2 A I do. 

3 Q Would I be c o r r e c t , then, t h a t the p r i c e s t h a t 

4 are r e f l e c t e d here f o r the pe r i o d 2000 through -- I am 

5 sorry, 1999 through 2005, i n E x h i b i t DJC-20, page 3, are 

6 i d e n t i c a l t o the a l t e r n a t i v e spot p r i c e estimate using one 

7 year's r e s u l t s of 1998 which i s i n your E x h i b i t MMS-4? 

8 A That's my understanding, yes. 

9 Q Now, why d i d you s e l e c t a 200 basis p o i n t r i s k 

10 premium? 

11 A As I mentioned t h i s morning, i n conversations 

12 w i t h Mr. Berger, the question a r i s e s as t o whether forward 

13 commitments, t h a t i s commitments made today f o r d e l i v e r y 

14 tomorrow, are a c t u a l l y a t a discount ROA premium t o the 

15 extension p r i c e s i f you don't make a commitment today and 

16 j u s t w ait t o buy t i l l tomorrow. 

17 That's an e m p i r i c a l issue and the way t h a t t h a t 

18 issue i s analyzed by tr a d e r s and by f i n a n c i a l p r a c t i t i o n e r s 

19 i s t o look a t what happens i f you buy a forward 

20 commitment. Hold i t t o m a t u r i t y depends the spot p r i c e and 

21 look a t the r e s u l t s . 

22 Did you earn a r i s k f r e e r e t u r n i f you took your 

23 forward commitment and r e s o l d i t or l i q u i d a t e d i t ? Did you 

24 s u f f e r a pen a l t y or d i d you earn a r i s k premium? 

25 And there's e m p i r i c a l research on a v a r i e t y of 
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energy product i n c l u d i n g n a t u r a l gas f u t u r e s , home heating 

o i l f u t u r e s and those analyses suggest t h a t the spot p r i c e 

i s a c t u a l l y on average, above the forward p r i c e , which i s 

t o say t h a t i f you make a forward commitment and hold i t t o 

m a t u r i t y , you earn above the r i s k f r e e r a t e by doing so, i f 

the spot p r i c e t h a t a c t u a l l y m a t e r i a l i z e s i s more o f t e n 

than not higher than the spot p r i c e , excuse me, than the 

forward p r i c i n g and the average r i s k premium i s somewhere 

between 150 and 300 basis p o i n t s , depending on what time 

p e r i o d you use. 

Q Well, a c t u a l l y , i t ' s the very l a s t p a r t of your 

answer which I had wanted t o focus on, i s why d i d you 

sel e c t 200 basis p o i n t s as opposed t o 150 or 300 basis 

points? 

A I t h i n k t h a t the data I had a v a i l a b l e t o me on 

n a t u r a l gas was of a shor t e r d u r a t i o n which i s t o say those 

instruments had not been traded f o r as long and so the data 

base, i f you w i l l , from which t o c a l i b r a t e t h i s was much 

shorte r than a comparable set of data f o r heating o i l 

f u t u r e s . 

And I be l i e v e t h a t what we found i s t h a t we looked 

at heating o i l and n a t u r a l gas side by side f o r the same 

h i s t o r i c a l periods t h a t i s the p e r i o d f o r which the gas 

data were a v a i l a b l e , we found a higher r i s k premium. I 

don't r e c o l l e c t the number but i t was higher than 200 basis 
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1 p o i n t s but t h a t held on over a longer term was a c t u a l l y , I 

2 t h i n k , 180 basis p o i n t s over 11 or 17 years time a f t e r 

3 p e r i o d . 

4 I f o r g e t the s p e c i f i c s . And so we thought t h a t the 

5 longer h i s t o r i c a l c a l i b r a t i o n p e r i o d was l i k e l y t o be the 

6 more r e l i a b l e and t h e r e f o r e , used a f i g u r e c o n s i s t e n t w i t h 

7 t h a t longer c a l i b r a t i o n p e r i o d . 

8 Q So i t was a very b r i e f summary of t h a t answer i s 

9 your judgment t o use 200 basis p o i n t s as opposed t o using 

10 some other amount of basis points? 

11 A Judgment based on analysis of the e m p i r i c a l data 

12 I have j u s t described. 

13 Q A l l r i g h t . Had you used l e t ' s say 3 00 basis 

14 p o i n t s as an adjustment. Would I be c o r r e c t t h a t l e t ' s 

15 take the p r i c e of e l e c t r i c i t y i n the year 2005 i n E x h i b i t 

16 DJC-20. I t would have been higher than the 2.56 t h a t ' s 

17 c u r r e n t l y i n the e x h i b i t . 

18 A Yes. That's c o r r e c t . The higher the r i s k 

19 premium, the higher the spot p r i c e would be. 

20 Q A l l r i g h t . Thank you. Now, could you r e f e r t o 

21 page 4 of your r e b u t t a l ? 

22 A Are we done w i t h DJC-20 f o r now? 

23 Q We are not q u i t e done w i t h DJC-20. 

24 A I ' l l h old onto i t . 

25 Q Almost. Not q u i t e . 
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1 A Okay. 

2 Q Page 4 of your r e b u t t a l . 

3 A Of my r e b u t t a l . I have i t . 

4 Q There i s a sentence at the bottom of t h a t page 

5 l i n e s 17 through 20 where you say t h a t the company has put 

6 f o r t h adequate supports f o r stranded cost determination of 

7 approximately $1.9 b i l l i o n . I s t h a t a f a i r 

8 c h a r a c t e r i z a t i o n of t h a t testimony? 

9 A I b e l i e v e the testimony has the word evidence i n 

10 there, but t h a t ' s what i t says. 

11 Q Could you take a look at DJC-20, page 1? 

12 A Yes. 

13 Q I n p a r t i c u l a r , at the top of the page -- w e l l , 

14 how would I -- l o o k i n g at the data t h a t are on t h i s page, 

15 how would I determine the -- what numbers would I have t o 

16 add up t o get t o the $1.9 b i l l i o n f i g u r e f o r the low case 

17 stranded cost? 

18 A Well, t h i s i s Mr. Clayton's e x h i b i t . I f you 

19 l i k e , I can take a look and see i f I can c o n s t r u c t the 

20 numbers which when added together equal 1916, i f you'd 

21 l i k e . 

2 2 Q The reason I am asking the question i s since you 

23 say i t ' s adequately supported, I am assuming t h a t you are 

24 f a m i l i a r w i t h these c a l c u l a t i o n s ? 

25 A I am f a m i l i a r w i t h the c a l c u l a t i o n s . I am not 
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1 f a m i l i a r w i t h Mr. Clayton's p a r t i c u l a r e x p o s i t i o n here on 

2 DJC-2 0. 

3 Q Well, could I -- l e t me guide you through i t . 

4 Maybe t h a t w i l l be the f a s t e s t way t o do i t . Would, i f I 

5 added the $1,600,000,000.00 f i g u r e where i t says t o t a l net 

6 book value and then add the $208 m i l l i o n where i t says cost 

7 of independent operation low, and then added as a p o s i t i v e 

8 market value of general p o r t f o l i o low decommissioning? 

9 W i l l you accept, subject t o check, t h a t t h a t , the 

10 combination of those three numbers would add up t o 

11 $1,960,000,000.00? 

12 A So you are adding 1611, 208? 

13 Q I am s o r r y . I misspoke. I am adding 1611, 208 

14 and a c t u a l l y i t ' s the $97 m i l l i o n negative f i g u r e t h a t ' s 

15 under market value generation p o r t f o l i o . 

16 A Those three numbers, when added together, y i e l d 

17 19166. 

18 Q Now. Going up t o the very top l i n e of the page 

19 i t says generation p l a n t assets $918 m i l l i o n . Do you see 

2 0 that? 

21 A I do. 

2 2 Q Can you t e l l me, based on your understanding of 

23 DJC-2 0, how t h a t number was derived? 

24 A Yes. I b e l i e v e t h a t i s the 12/31/98 p l a n t 

2 5 balances f o r the company's generation net of d e f e r r e d t a x 
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1 l i a b i l i t i e s . 

2 Q And t h a t ' s determined from a -- by e s s e n t i a l l y 

3 t a k i n g the assumed revenue stream based upon the RFP 

4 r e s u l t s and the -- and your p r i c e p r o j e c t i o n s and comparing 

5 t h a t t o Duquesne's revenue requirement and then t a k i n g a 

6 the d i f f e r e n c e and making a net present value 

7 determination? 

8 A No. 

9 Q How do you determine t h a t , then? S p e c i f i c a l l y 

10 what I am i n t e r e s t e d i n i s the r e l a t i o n s h i p of the revenues 

11 t h a t are p r o j e c t e d i n DJC-2 0 t o the c a l c u l a t i o n of 

12 generation p l a n t assets stranded costs. 

13 A The revenues t h a t you are i n q u i r i n g about and the 

14 p r i c e s t h a t you are i n q u i r i n g about have, are not i n p u t t o 

15 any of the c o n s t i t u e n t pieces of the 1611 f i g u r e . 

16 Q Well, what i s the -- what r e l a t i o n s h i p , i n your 

17 p r i c e p r o j e c t i o n s , and the RFP r e s u l t s t h a t are r e f l e c t e d 

18 i n DJC-20 have t o the stranded cost c a l c u l a t i o n t h a t ' s 

19 c o n s i s t s of $1.9 b i l l i o n claim q u a n t i f i c a t i o n ? 

2 0 A Those f i g u r e are inputs t o the c a l c u l a t i o n of the 

21 p l a n t margin l i n e items shown l a t e r i n the e x h i b i t and 

22 t h a t ' s where they enter the c a l c u l a t i o n , i f you w i l l . But 

2 3 not w i t h respect t o the net book value i n q u i r i n g of a few 

24 moments ago. 

25 Q And e x p l a i n how the p l a n t margin, then, 
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t r a n s l a t e s i n t o the c a l c u l a t i o n s p e c i f i c a l l y of the $918 

m i l l i o n i n claimed stranded costs r e l a t i n g t o generation 

and assets? 

A I t h i n k you are misreading t h i s t a b l e . The 

stranded -- the only number on t h i s page which i s a 

stranded cost number at the bottom of the page. The other 

numbers i n the e x h i b i t are t o show the c a l c u l a t i o n or the 

d e r i v a t i o n of t h a t number, but they are each, i n each 

i n d i v i d u a l piece of the net book value i s not a stranded 

cost c l a i m per se. I t ' s not my understanding. 

Q So they j u s t c o i n c i d e n t a l l y add up t o the 

stranded cost claim? 

A No. Stranded costs represent a comparison of the 

book value of a set of assets and the market value of a set 

of assets. So t h i s sets out the book value on one hand and 

the market value on the other and when you combine those 

t h i n g s you get the d i f f e r e n c e between the o l d market value 

and get stranded costs. 

The net number i s stranded costs. That's my 

understanding of what's set out i n t h i s e x h i b i t . 

Q Only t h i n g I am t r y i n g t o determine i s what r o l e 

the p r i c e p r o j e c t i o n s t h a t are i n DJC-20 pl a y i n the 

c a l c u l a t i o n of t h i s number. 

A I thought I answered t h a t question a couple 

moments ago. 
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1 Q I heard an answer about how p l a n t margins but I 

2 d i d n ' t hear you t i e i t back t o t h i s number? 

3 A Well, the market p r i c e s are p a r t of c a l c u l a t i o n 

4 of the p l a n t margin which i s , i n t u r n , p a r t of the 

5 c a l c u l a t i o n of the market value of the generation 

6 p o r t f o l i o . And then t h i s e x h i b i t shows how t h a t number, i n 

7 combination w i t h the net book value and the cost of 

8 independent operation give the s t r a i n e d cost number. 

9 So i f I have not f u l l y explained i t , y o u ' l l have t o 

10 t e l l me how I have not. 

11 MR. MOOT: K i t -- i s there something missing here? 

12 I see p l a n t margin on t h i s page and I thought t h a t was what 

13 h i s answer was. 

14 MR. WISEMAN: A l l r i g h t . We'll go forward w e ' l l go 

15 t o the next subject. I apologize but do stay w i t h DJC f o r 

16 one moment. 

17 BY MR. WISEMAN: 

18 Q This i s a c t u a l l y a -- again, l e t ' s use page 3 as 

19 an example? 

2 0 A Yes. I have i t . 

21 Q A l l r i g h t . Do you see at the top of the page i t 

22 says $33.8 per megawatt i n 2006 w i t h e s c a l a t i o n a t three 

23 and a h a l f percent? 

24 A Yes, I do. 

2 5 Q And can you e x p l a i n what t h a t number is? 
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1 A Yes. My understanding i s t h a t t h a t i s the 2006 

2 value f o r the low c e i l i n g p r i c e case which escalates at two 

3 and a h a l f percent a year t h e r e a f t e r . So t h a t heading 

4 denotes t h a t t h i s case from 2006 on, i s using i n the low 

5 c e i l i n g p r i c e estimate. 

6 Q Yeah. And t h a t -- i s t h a t -- w e l l , as p a r t your 

7 process i n reaching t h a t low c e i l i n g p r i c e , d i d you take 

8 i n t o c o n s i d e r a t i o n the cost o f f -- the c a p i t a l cost e f f o r t 

9 gas f i r e d combined cycled u n i t s ? 

10 A That's what the c e i l i n g p r i c e estimates are based 

11 on. The cost t o construct and operate compound cycle --

12 Q Your estimates on the c a p i t a cost am I c o r r e c t . 

13 Are i n your low cause, $3 9.52 per k i l o w a t t and your h i g h 

14 case, $500.00 per k i l o w a t t , two thousand f i f t y d o l l a r s ? 

15 A That i s c o r r e c t . 

16 Q A l l r i g h t . Are those i n s t a l l e d costs or are 

17 those equipment procurement and c o n s t r u c t i o n costs? I n 

18 other words, what i t costs without s o f t costs, i f you 

19 w i l l . 

2 0 A They are they are not b a s i c a l l y , as i n s t a l l e d 

21 f a l l e n costs. 

22 Q Does the term s o f t costs have a meaning t o you? 

2 3 A Well, no. I f you care t o d e f i n e i t I ' l l be happy 

24 t o use i t i n t h a t context. 

25 Q Let me ask you the question t h i s way. Aside from 
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1 paying f o r a u n i t , i t s e l f , a combined cycle u n i t , what 

2 other costs would you expect t o be included i n c a l c u l a t i n g 

3 i n s t a l l e d costs? Categories of costs? 

4 A Well, the i n s t a l l e d costs here include the costs 

5 of a l l the major components of the f a c i l i t y , the a c t u a l 

6 p h y s i c a l e r e c t i o n and c o n s t r u c t i o n of i t , i n t e r c o n n e c t i o n 

7 w i t h the e l e c t r i c g r i d , an i n i t i a l s t ocking of spares and 

8 m a t e r i a l s and supplies and a f u e l supply i n t e r c o n n e c t i o n 

9 and I t h i n k t h a t those costs are a l l included i n the 

10 i n s t a l l e d cost estimates. 

11 Q Wouldn't you also need t o include a cost f o r cost 

12 of the land or cost of lease on land. 

13 A Yes, you would. 

14 Q And would you include development fees? I s n ' t 

15 t h a t p a r t of an i n s t a l l e d cost? 

16 A No, I t h i n k the way t h a t ' s handled b a s i c a l l y i s 

17 the r e t u r n on the c a p i t a l -- r e t u r n on the investment 

18 t h a t ' s got t o be compensatory f o r the developer, 

19 c o n s t r u c t o r , i f you w i l l . So t h a t t h a t ' s i n t h a t p o r t i o n 

20 of the a n a l y s i s . 

21 Q What about design fees? Would you chose those as 

22 i n s t a l l e d costs? 

2 3 A Yes. 

24 Q How about AFUDC. Would you include that? 

25 A Not nece s s a r i l y . You know, the types of 
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1 arrangements which are possible here are sometimes r e f e r r e d 

2 t o as turnkey costs which i s , you know, payment upon 

3 d e l i v e r y , i f you w i l l f o r a commercial operation i n which 

4 case any f i n a n c i n g costs are r e a l l y the a r c h i t e c t engineer 

5 and the c o n s t r u c t o r ' s business and p a r t s of t h e i r b i d , i f 

6 you w i l l , then i t becomes a f i x e d p r i c e b i d upon the 

7 commercial operation of the f a c i l i t i e s r a t h e r than as a 

8 pay-as-you-go, finance-as-you-go type of arrangement from 

9 the owner's perspective. 

10 Q A l l r i g h t . Let's t a l k about the categories and 

11 costs t h a t you would i n c l u d e . How much d i d you include f o r 

12 i n t e r c o n n e c t i o n costs? 

13 A I don't have a s p e c i f i c breakout of those 

14 f i g u r e s . We r e l i e d on the number of sources which quote, 

15 fundamentally i n s t a l l e d costs on the basis t h a t you have 

16 described and t h a t ' s -- they don't include a l i n e item by 

17 l i n e item d e l i n e a t i o n of what allowance was i n there f o r 

18 the p a r t i c u l a r item. 

19 Q So the costs t h a t you have j u s t described are i n 

2 0 essence, i n your c a l c u l a t i o n i n the instance of a low case, 

21 your c a l c u l a t i o n of $395.00. I s t h a t correct? 

22 A Yes, s i r . 

23 Q Let's t a l k about land costs. Aren't land costs 

24 going t o vary, p o s s i b l y vary d r a m a t i c a l l y depending upon 

25 the p a r t i c u l a r l o c a t i o n of they are --
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1 A There could be w e l l be d i f f e r e n c e s i n r e a l the 

2 s t a t e cost from one region t o another or from one area t o 

3 another. That's c e r t a i n l y p o s s i b l e . 

4 Q Have you taken i n t o account those d i f f e r e n c e s i n 

5 determining your $395.00 estimate? 

6 A No, I haven't. E x p l i c i t l y , the basic u n d e r l y i n g 

7 consent here i s t h a t we have a very broad market area here 

8 i n the ECAR region. And t h a t i f and as new combined cycle 

9 c o n s t r u c t i o n i s r e q u i r e d on a competitive market basis, 

10 t h a t developers and p r o f i t making e n t i t i e s w i l l see t o 

11 f i n d i n g the cheapest ways and the cheapest the l o c a t i o n s at 

12 which capacity can be added. They w i l l trade o f f a f t e r a 

13 number of f a c t s and features, i n c l u d i n g costs, t o t r y and 

14 f i n d the lowest combination of circumstances a v a i l a b l e t o 

15 them. 

16 Q I f I could have marked as the next e x h i b i t i n 

17 order, t h i s i s i n response t o Duquesne supply so t o an HSS 

18 i n t e r r o g a t o r y . I t ' s i n t e r r o g a t o r y HSS-97 and I am 

19 p r o v i d i n g t o the Court Reporter one f o r Your Honor, one f o r 

20 the witness? 

21 JUDGE CORBETT: A l l r i g h t . We'll have t h i s document 

22 marked and i d e n t i f i e d as HSS Cross Examination E x h i b i t 3. 
23 (HSS Cross Examination Exhibit No. 3 was produced 

and marked for identification.) 

24 

25 
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1 BY MR. WISEMAN: 

2 Q Mr. Schnitzer, could you please review the 

3 documents t h a t ' s been marked f o r i d e n t i f i c a t i o n as HSS 

4 1/97, I'm sorr y . HSS cross dash three. 

5 A Yes, I have had a chance t o review t h a t . 

6 Q I s i t ever a l l , i s t h i s i n t e r r o g a t o r y answer 

7 prepared by you or under your supervision? 

8 A Yes, i t was. 

9 Q Now, i n the i n t e r r o g a t o r y HSS asked Duquesne t o 

10 provide estimates and und e r l y i n g documents of costs and 

11 performance assumptions f o r combined cycle u n i t s and am I 

12 c o r r e c t t h a t you attached c e r t a i n documents i n response t o 

13 t h a t i n t e r r o g a t o r y ? 

14 A Yes. My r e c o l l e c t i o n i s t h a t the complete answer 

15 was considerably more voluminous than the e x h i b i t t h a t you 

16 passed out. 

17 Q I agree. But the page t h a t i s attached t o the 

18 n a r r a t i v e response i s one of the pages from the response 

19 t h a t we provided. I s t h a t correct? 

2 0 A I t h i n k t h a t ' s r i g h t , yes. 

21 Q Now, could you -- would you agree t h a t the costs 

22 t h a t are set f o r t h on t h i s page r e f l e c t average 

23 standardized turnkey compound cycle power p l a n t s p r i c e s i n 

24 1996 U.S. d o l l a r s f o r a basic n a t u r a l gas f i r e d combined 

25 cycle in-gas carbon generator? 
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1 A Yes. 

2 Q Let's s t a r t a t -- w e l l , l e t ' s take the second 

3 column from the l e f t . Just from e y e b a l l i n g t h i s , i t 

4 appears t h a t these blocks on the page are organized by net 

5 p l a n t output w i t h the smaller p l a n t outputs being at the 

6 top and the l a r g e r one as the bottom. I s t h a t correct? 

7 A Yes, i t i s . They are d i f f e r e n t systems, and j u s t 

8 r e f e r r i n g t o the l a r g e r ones toward the bottom of the 

9 page. 

10 Q Am I c o r r e c t i n determining from reviewing these 

11 data t h a t smaller u n i t comes w i t h a higher p r i c e per 

12 k i l o w a t t than does a u n i t t h a t provides greater output? 

13 A Yes, s i r . You are c o r r e c t . 

14 Q And there's consistent w i t h your understanding as 

15 w e l l . I s t h a t correct? 

16 A Yes, i t i s . 

17 Q Now, w i l l you accept, subject t o check, t h a t i f I 

18 were t o recast your c a p i t a l cost c a l c u l a t i o n s i n 1996 

19 d o l l a r s , using a t o two and a h a l f i n f l a t i o n r a t e t h a t your 

20 low case would be approximately $233.00 and your high case 

21 would be approximately $400.00? 

22 A Well, I would want t o check those numbers and I 

23 would also want t o compare them w i t h the 1997 page of the 

24 same book which shows markedly lower costs i n 1997 d o l l a r s 

25 than f o r the same c o n f i g u r a t i o n , many of the same 
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1 c o n f i g u r a t i o n s t h a t you have shown here. 

2 Q Your Honor I am going t o ask t h a t the l a s t answer 

3 be s t r i c k e n . The reason i s t h i s comes from a data 

4 request. This 1997 data, whatever i t i s t h a t Mr. Schnitzer 

5 I r e f e r r i n g t o was not i n t h i s data request and data 

6 request asked f o r a l l don't. So i f there i s such a 

7 document out there, i t has not been provided t o HSS. 

8 MR. MOOT: Your Honor, i f my r e c o l l e c t i o n serves me, 

9 and I am sure my witness w i l l c o r r e c t me i f I'm wrong --

10 t h i s was i n the f i r s t the batch of HSS requests and was 

11 responded t h e r e t o i n October. And since t h a t time there i s 

12 a new volume and i n a c t u a l i t y t h a t new value i s not on l y 

13 referenced by Mr. Schnitzer, i n h i s d i r e c t , i t ' s referenced 

14 by Mr. Falkenberg i n s u r r e b u t t a l and t h i s i s no su r p r i s e 

15 and i t ' s nothing new and i t ' s r elevant t o the question. 

16 JUDGE CORBETT: The motion i s denied. 

17 BY MR. WISEMAN: 

18 Q Mr. Schnitzer, i n any event, l e t ' s look a t the 

19 1996 data and I have asked simply so t h a t t o speed up the 

20 process, i f you w i l l accept the number subject t o check and 

21 i f there's a d i r e c t i o n , you can make t h a t f o r the record. 

22 I s s a t i s f a c t o r y acceptable t o Duquesne. 

2 3 MR. MOOT: That's not acceptable t o counsel. I 

24 t h i n k i f we are going t o make them an issue they are not 

25 a l l t h a t complicated w e ' l l give the witness a moment t o 
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1 make them. 

2 MR. WISEMAN: We would --

3 THE WITNESS: My r e c o l l e c t i o n i s t h a t 1997 document 

4 may w e l l have been provided as work paper t o my r e b u t t a l 

5 testimony. I could also seek t o confirm t h a t . 

6 BY MR. WISEMAN: 

7 Q W i l l you perform a c a l c u l a t i o n t o the determine 

8 your c a p i t a l costs w i l l be i n 1996 d o l l a r s ? 

9 A I you want me t o take the 395 t o 500 f i g u r e and 

10 t o b a s i c a l l y r e s t a t e t h a t i n 1996 d o l l a r s . 

11 Q Right and can you t e l l me what i n f l a t i o n 

12 assumptions u t i l i t i e s over t h a t time p e r i o d --

13 A Two and a h a l f percent t h a t ' s the t h a t ' s the 

14 r a t e s you used; c o r r e c t . 

15 Q For 1997 d o l l a r s forward, yes. These r i g h t s ? 

16 A You'd l i k e me t o apply t h a t t o 1996? 

17 Q To 1996. 

18 MR. WISEMAN: Your Honor, while the witness i s 

19 c a l c u l a t i n g t h a t number, could I request of counsel, I 

2 0 would look i f counsel says t h a t i t gave t h i s document t o 

21 us, and I would l i k e counsel t o see i f he can confirm 

22 t h a t . 

23 MR. MOOT: That was not my statement. I f you would 

24 l i k e a copy of the document. I w i l l get t h a t . There's no 

25 problem. We'll get you one. 
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1 MR. WISEMAN: I am not sure what your statement was 

2 because we had requested a l l documents and we also asked 

3 f o r a l l work papers. 

4 MR. MOOT: We can have i t read back, and I d i d not 

5 s t a t e t h a t and there's on the basis of what I said, not 

6 what you said. 

7 JUDGE CORBETT: A l l r i g h t . Let's d i r e c t i t t o me 

8 and not between yourselves. I be l i e v e t h a t the witness i s 

9 the one who i n d i c a t e d t h a t he thought he included the 1997 

10 page w i t h h i s r e b u t t a l testimony as p a r t s of h i s work 

11 papers. So i t was the witness who sai d t h a t a f t e r the 

12 motion was denied. Okay. So you can check t h i s . I f i t ' s 

13 a data request, you know, the company's already i n d i c a t e d 

14 t h a t t h e y ' l l supply i t t o you. 

15 MR. MOOT: That's c o r r e c t . 

16 MR. WISEMAN: Thank you. Your Honor. 

17 JUDGE CHESTNUT: Sure. 

18 THE WITNESS: What were the numbers you are asking 

19 me t o confirm? 

2 0 MR. WISEMAN: That low number was approximately 

21 $316.00 i n 1996 d o l l a r s and the high number was approximate 

22 $400.00 i n 1999 d o l l a r s . 

23 THE WITNESS: Yep. Those are c o r r e c t . 

24 BY MR. WISEMAN: 

2 5 Q Would you agree t h a t using your high number of 
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1 $400.00 per k i l o w a t t t h a t t h a t i s higher than the p r i c e per 

2 k i l o w a t t of every u n i t on t h i s page? 

3 A On the 1996 sheet, t h a t i s c o r r e c t and t h a t would 

4 be, not be c o r r e c t f o r the 1996 equivalent sheet. As 

5 referenced i n my r e b u t t a l testimony on pages — yes. On 

6 page 22 of my r e b u t t a l testimony, l i n e s 6 through 11, I 

7 c i t e the data from the 1997 Gas Suburban World and I c i t e 

8 the f i g u r e s t h a t i n s t a l l e d costs are now quoted as 318 t o 

9 380 per KW. 

10 That was i n 1997 d o l l a r s and so we would have t o 

11 i n f l a t e the 316 and the 400 by another two and a h a l f 

12 percent, t o have numbers t h a t are comparable w i t h the 1997 

13 values c i t e d on pages 22, l i n e 11 of my r e b u t t a l 

14 testimony. 

15 Q So i n other words, you are saying t h a t your 

16 testimony on page 22 of the r e b u t t a l there i s a sentence 

17 t h a t r e f e r s there t o Gas Turbine World? 

18 A Yes. 

19 Q There's a reference t o the 1997 e d i t i o n ? 

20 A Yes, s i r . 

21 Q Lines up from the bottom, i f we look a t I t h i n k 

22 i t ' s the middle column here, there's a reference t h a t says 

23 two times F-R, F-A. Do you see t h a t i n the middle column? 

24 A Yes, I do. 

25 Q Do you know what t h a t ' s i n reference to? 
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1 A Yes. That i s saying t h a t i n t h i s p a r t i c u l a r 695 

2 megawatt u n i t t h a t would be 2 frame 9 FA and i t 1 s a steam 

3 generation of 265 megawatts shown i n there. So the 

4 community two frame 9 { f ) ( f v ) i f I b e l i e v e those are 

5 measures, though I am not c e r t a i n t h a t would d r i v e the heat 

6 recovery stream. 

7 Q I s t h a t s t a t e of the a r t technology, t o your 

8 knowledge? 

9 A My understanding i s t h a t i t i s , yes. 

10 Q Now, I ' d l i k e t o r e f e r t o page 3 of your d i r e c t 

11 testimony, s p e c i f i c a l l y l i n e s 16 through 18? 

12 A Yes. 

13 Q You sai d there t h a t an a d m i n i s t r a t i v e 

14 determination of f u t u r e market p r i c e s based on i n h e r e n t l y 

15 u n c e r t a i n p r e d i c t i o n s about producer and consumer behavior 

16 and forecasts of f u t u r e events or trends cannot, by 

17 d e f i n i t i o n , e s t a b l i s h known stranded costs. I s t h a t s t i l l 

18 your testimony? 

19 A Yes, i t i s . 

2 0 Q Would you e x p l a i n what you mean by a d m i n i s t r a t i v e 

21 determination? 

22 A Yes, I w i l l . I am j u s t t r y i n g t o r e c o l l e c t i n 

23 t h i s testimony i f I give a d e f i n i t i o n here. That's what I 

24 would r e f e r t o . But i f not, I would be happy t o provide 

25 i t , I don't see a d e f i n i t i o n a l l i n one place. By 
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1 a d m i n i s t r a t i v e determination, I am r e f e r r i n g t o a process 

2 by which the Commission would hear evidence of what market 

3 p r i c e s are based on computer models p r o j e c t i n g supply and 

4 demand and technology and f u e l and a l l the r e s t as the 

5 basis f o r s e l e c t i n g a d m i n i s t r a t i v e l y market p r i c e d f o r e c a s t 

6 which would then be used t o determine stranded costs and so 

7 i t ' s i n p a r t i c u l a r the f a c t t h a t the market p r i c e i n put t o 

8 the stranded cost a c a l c u l a t i o n would r e s u l t from computer 

9 model and a d m i n i s t r a t i v e process r a t h e r than from a c t u a l 

10 market data. 

11 Q Am I co r r e c t t h a t i n f a c t pages 40 through 41 of 

12 your d i r e c t testimony you c r i t i c i z e PECO f o r using the 

13 computer model i n i t s r e s t r u c t u r i n g proceeding. I s t h a t 

14 correct? 

15 A I'm sorry. Pages 40? 

16 Q 40 through 41. 

17 A I t h i n k the c r i t i c i s m on pages 40 and 41 i s i n a 

18 d i f f e r e n t v e i n . I t ' s a c r i t i c i s m of using a predetermined 

19 market p r i c e forecast f o r purposes of CGC c a l c u l a t i o n 

20 d u r i n g the t r a n s i t i o n p e r i o d . That's the -- I be l i e v e the 

21 p a r t i c u l a r c r i t i c i s m on pages 40 and 41. 

22 Q When you r e f e r t o computer modeling are you 

2 3 r e f e r r i n g t o the type t h a t were used i n the PECO 

24 proceeding? 

25 A I don't have a d e t a i l e d f a m i l i a r i t y w i t h those 
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1 models but i f they are s i m i l a r t o the types of e f f o r t s t h a t 

2 witness on behalf of OCA and i n d u s t r i a l s used i n t h i s 

3 proceeding, then my answer would be yes. 

4 Q So you are c r i t i c a l of I t h i n k OCA uses La Capra, 

5 I am not sure what the s p e c i f i c . That's t h a t i t i s 

6 f o l l o w i n g your La Capra model? 

7 A A d m i n i s t r a t i v e forecast which i s unnecessary i n 

8 l i g h t of a v a i l a b i l i t y of market based options. 

9 Q Would i t be a f a i r c h a r a c t e r i z a t i o n of your, f o r 

10 lack of a b e t t e r word model f o r c a l c u l a t i o n , stranded costs 

11 would use the spread sheet model? 

12 A No. 

13 Q You d i d use a computer t o some extent i n 

14 performing your c a l c u l a t i o n s , d i d n ' t you? 

15 A Yes. 

16 Q And you have b u i l t c e r t a i n assumptions i n t o your 

17 use of the computer. I s t h a t correct? 

18 A Yes. 

19 Q And would one b i g d i f f e r e n c e between, say the 

2 0 La Capra model and your use of the computer be t h a t you 

21 j u s t use a l o t less assumptions than La Capra uses? 

22 A I t ' s not a d i f f e r e n c e between the approach but 

2 3 the b i g d i f f e r e n c e i n the approach i s I am not proposing 

24 t h a t any numbers be used f o r a one time determination of 

25 the stranded costs and they are. That's the b i g . 
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1 d i f f e r e n c e . 

2 Q Mr. Schnitzer, t h a t was not my question. My 

3 question wasn't about the r e s u l t . My question was about 

4 the two d i f f e r e n t types of models? 

5 A You yes, three questions ago asked about my 

6 c a l c u l a t i o n of stranded costs and then f o l l o w e d from t h a t 

7 and I j u s t wants t o p o i n t out the purpose of my an a l y s i s 

8 was not t o c a l c u l a t e 

9 Q That's f i n e . I ' l l accept t h i s and I ' d l i k e an 

10 answer t o the question t h a t I posed, which was i s i t 

11 c o r r e c t t h a t one d i f f e r e n c e between your use of a computer 

12 and the La Capra model i s t h a t there are a l o t more 

13 assumptions. 

14 A La Capra model you included I thought I had 

15 answered. 

16 Q I'm sorry. I d i d n ' t get t h a t answer. 

17 I take i t t h a t you don't claim t o be able t o p r e d i c t 

18 w i t h accuracy producer consumer behavior. I s t h a t true? 

19 A That i s c o r r e c t . 

20 Q Would I also be c o r r e c t t h a t you don't claim t o 

21 be able t o p r e d i c t t h a t accuracy of f u t u r e events are 

22 trends? 

23 A Not i n any absolute sense. R e l a t i v e t o some of 

24 the other p r e d i c t i o n s i n t h i s p a r t i c u l a r proceeding, given 

25 t h a t I a c t u a l l y r e l y on some market data f o r the p e r i o d 
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1 1998 t o 2005, I t h i n k t h a t t h a t helps my p r o j e c t i o n s 

2 c e i l i n g p r i c e p r o j e c t i o n s be more reasonable because they 

3 are based on a market p r i c e d f r o n t end. 

4 Q Can the weather a f f e c t energy prices? 

5 A On a short term or r e t a i l basis, a b s o l u t e l y . 

6 Q Well, i n f a c t , take j u s t take events l i k e h u r r y 

7 canes, b l i z z a r d s , heat waves, can't those e f f e c t s have a 

8 dramatic impact on spots energy prices? 

9 A Weather as a dramatic impact on spot energy 

10 p r i c e s several days a year or p o r t i o n s of several days a 

11 year, Prices can spike up a l o t on a very hot day, 

12 p a r t i c u l a r l y when equipment i s unavailable and s i x hours 

13 l a t e r they can have f a l l e n d r a m a t i c a l l y when load has been 

14 reduced. So the weather v o l a t i l i t y f o r e l e c t r i c i t y p r i c e s 

15 i s r e a l l y focused on r e l a t i v e l y short i n t e r v a l s d u r i n g the 

16 year, most o f t e n . 

17 Q Are you f a m i l i a r w i t h the e f f e c t t h a t Hurricane 

18 Andrew, as an example had on n a t u r a l gas prices? Spot 

19 p r i c e s I t h i n k i n 1992, I believe? 

20 A I have a r e c o l l e c t i o n t h a t there was an e f f e c t , 

21 given some of the damage t h a t was caused i n from the 

22 producing end of the n a t u r a l gas cycle. 

23 Q And the e f f e c t l a s t e d s i g n i f i c a n t l y longer than a 

24 day or so two, d i d i t not? 

25 A I t d i d . I couldn't t r a n s l a t e d o l l a r s f o r the --
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Q I t d i d a f f e c t e l e c t r i c i t y p r i c e s , d i d n ' t i t ? 

A I t probably had some e f f e c t . I t would depend on 

what region we are t a l k i n g about. I would expect i t had 

very l i t t l e e f f e c t on e l e c t r i c i t y p r i c e s i n t h i s r e g i o n f o r 

instance, where gas does not set market p r i c e s but a few 

hours of the year. 

Q But I take i t you haven't, i n your c a l c u l a t i o n s , 

you haven't made any a t t e n t i o n t o c a l c u l a t i o n f o r e f f e c t s 

of weather, have you? 

A I don't t h i n k i t ' s r e l e v a n t t o make t h a t or 

necessary t o make t h a t k i n d of c a l c u l a t i o n s f o r these type 

of purposes. Those are -- weather i s i n h e r e n t l y a 

symmetric event. You can have c a l c u l a t i o n s . You can have 

unusually hot summers or you can have harsh w i n t e r s i n 

which e l e c t r i c i t y p r i c e s w i l l be reversed. 

As long as those types of large symmetrical 

d i f f e r e n c e t o s y s t e m a t i c a l l y p r e d i c t whether i t ' s going t o 

one side of the average or the other are f o r these types of 

preferences i t ' s not ne c e s s a r i l y appropriate t o t r y t o 

incor p o r a t e those documents. 

Q Could you r e f e r t o page 8 of your d i r e c t 

testimony, please. 

A Yes, s i r . 

Q You may have gone over t h i s t h i s morning very 

b r i e f l y . There are three sets of -- at t h a t page you are 
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1 discussing three sets of assumptions t h a t you say are 

2 c r i t i c a l t o e s t i m a t i n g market p r i c e s . I s t h a t correct? 

3 A Well, I t h i n k a b e t t e r statement would be I am 

4 discu s s i n g three sets of assumptions or issues which have 

5 p r i m a r i l y been responsible f o r the inaccuracies of past 

6 such a d m i n i s t r a t i v e f o r e c a s t i n g e f f o r t s . 

7 Q I don't want t o put words i n your mouth, but l i n e 

8 2 you say, quote, three sets of assumptions are c r i t i c a l , 

9 unquote. I s t h a t correct? 

10 A Yes. 

11 Q And the three sets of assumptions are very 

12 c l e a r l y what the technology w i l l be, when the technology i s 

13 needed and when there's a need f o r new technology. The 

14 l a s t one i s f u e l p r i c e s . I s t h a t correct? 

15 A Yes. The second i s a set of assumptions made 

16 about new supply t i m i n g and whether the market stays i n 

17 e q u i l i b r i u m t h e r e a f t e r . So i t ' s t i m i n g . That I b e l i e v e i s 

18 the way I characterized i t . 

19 Q You made assumptions about those three categories 

20 i n your testimony. I s t h a t correct? 

21 A For the purpose of c a l c u l a t i n g a c e i l i n g p r i c e , 

22 yes. 

23 Q The technology of choice you r e f e r r e d choice was 

24 gas versus non --

25 A Yes. 
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1 Q I bel i e v e t h a t you also have a quote, unquote 

2 need date f o r those new c l i e n t s . I s t h a t 2006? 

3 A I don't believe I have characterized i t as a 

4 need. But f o r c e i l i n g p r i c e purposes I made an assumption 

5 t h a t p r i c e s would have r i s e n t o --

6 Q You made the assumption regarding n a t u r a l gas 

7 p r i c e s , d i d n ' t you? 

8 A Yes. Based t o the maximum extent p o s s i b l e on 

9 market evidence. 

10 Q And because of t h a t would you agree t h a t p r i c e of 

11 n a t u r a l gas i s an important f a c t o r ? 

12 A I would agree. 

13 Q Do you f o l l o w n a t u r a l gas markets, generally? 

14 A I don't f o l l o w the short term markets, 

15 p a r t i c u l a r l y but I f o l l o w the term markets p e r i o d i c a l l y . 

16 Q You are f a m i l i a r w i t h the number of organ i z a t i o n s 

17 t h a t f o r e c a s t the gas p r i c e s . 

18 A I am f a m i l i a r t h a t there are a number of them, 

19 yes. 

2 0 Q You say t o you t h a t the f o l l o w i n g o r g a n i z a t i o n s 

21 f o r e c a s t n a t u r a l gas p r i c e s would you agree t h a t some of 

22 these organizations are EIA, ALGA, DRI, GRI and REFA? 

23 A Yes. A l l of them. 

24 Q Do you have an opinion regarding the accuracy 

25 t h e i r p r i c e forecasts? 
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1 A I have had occasion t o analyze the accuracy of 

2 EIA's n a t u r a l gas forecasts over time since 1982 or '85, I 

3 f o r g e t the date. And EIA has been u n i v e r s a l l y and 

4 s i g n i f i c a n t l y high over t h a t e n t i r e time p e r i o d from e i t h e r 

5 1992 or 1995 t o the current time. 

6 I have a r e c o l l e c t i o n t h a t w i t h respect t o both REFA 

7 and DRI t h a t i n the e a r l y , r i g h t around 1990 t o 1992, t h a t 

8 they made some f a i r l y wholesale r e v i s i o n s i n t h e i r 

9 fo r e c a s t s because they were way high a t t h a t p o i n t . But I 

10 have not done any anal y s i s beyond t h a t date of those 

11 two --

12 Q Would i t be a f a i r c h a r a c t e r i z a t i o n t h a t 

13 forec a s t s of n a t u r a l gas over time have been f a i r l y 

14 miserable? 

15 A I t h i n k t h a t ' s a f a i r c h a r a c t e r i z a t i o n . 

16 Q Did you review Public U t i l i t i e s F o r t n i g h t l y ? 

17 A Review i s a strong word. From time t o time I 

18 skim t h a t magazine. With no disparagement t o the e d i t o r . 

19 I t i s r e f e r r e d t o as PUF. 

20 Q Well, I won't comment. Your Honor, i f I could 

21 mark as the next e x h i b i t i n order t h i s i s a graph from 

22 Public U t i l i t y F o r t n i g h t l y January 1, 1996. 

2 3 JUDGE CORBETT: The document w i l l be marked as HSS 

24 Cross Examination E x h i b i t 4 
25 (HSS Cross Examination Exhibit No. 4 was produced 

and marked for identification.) 
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1 MR. MOOT: Before any questions I ' d l i k e t o ask 

2 counsel whether he could please f u r n i s h the witness the 

3 e n t i r e copy of the p u b l i c a t i o n . I n answering questions 

4 there may w e l l be an a r t i c l e t h a t describes t h i s and t a l k s 

5 about i t t h a t might be re l e v a n t . I f there i s no such 

6 t h i n g --

7 MR. WISEMAN: I don't have the a r t i c l e . I ' d be 

8 happy t o i f I d i d . I don't have i t . I only have one 

9 question f o r the witness on t h i s graph, a c t u a l l y . 

10 MR. MOOT: Are you going t o o f f e r t h i s i n t o 

11 evidence. 

12 MR. WISEMAN: I guess i t depends on h i s answer. 

13 MR. MOOT: Okay. We can address i t . 

14 BY MR. WISEMAN: 

15 Q I might ask two questions. To your knowledge, 

16 have you ever seen t h i s graph before? 

17 A I may have seen i t . I have not st u d i e d i t or the 

18 a r t i c l e t h a t i t 1 s drawn from. 

19 Q Just observing i t , does t h i s appear as a 

2 0 reasonable graph i n the performance of n a t u r a l gas 

21 forec a s t s over time consistent w i t h your understanding of 

22 those forecasts? . T i l l , t o the extent t h a t t h i s graph 

23 shows t h a t the volume of forecast t o a c t u a l . Further i n 

24 advance we're e v a l u a t i n g the forecast perform t h a t would be 

25 co n s i s t e n t w i t h my knowledge and experience. 
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MR. WISEMAN: Thank you. Your Honor, i f I could 

have marked as the next e x h i b i t i n order, t h i s i s a c t u a l l y 

Duquesne's responses t o two HSS i n t e r r o g a t o r i e s . 

JUDGE CORBETT: This i s one document? 

MR. WISEMAN: One document. I put them together 

i n t o one e x h i b i t . 

JUDGE CORBETT: This w i l l be marked and i d e n t i f i e d 

as HSS Cross Examination E x h i b i t Number 5. 
9 (HSS Cross Examination Exhibit No. 5 was produced 

and marked for identification.) 
10 

11 BY MR. WISEMAN: 

12 Q Mr. Schnitzer could you take a moment t o review 

13 HSS Cross 5, please. 

14 A Yes, I w i l l . 

15 Q And a c t u a l l y while you are loo k i n g , I apologize. 

16 Can you look a t HSS-1, the one which i s the second document 

17 i n t h i s e x h i b i t as well? 

18 A I'm j u s t l o o k i n g , mine i s -- there are three 

19 pages. 

2 0 Q Yes. 

21 A Yes, I have reviewed these two pages. 

22 Q Were these two i n t e r r o g a t o r y responses prepared 

23 by your or under your supervision? 

24 A Yes. 

25 Q I n the f i r s t one you say your gas p r i c e f o r e c a s t 
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1 i s derived from a Henry Hub forward quote. I s t h a t 

2 correct? 

3 A Yes. 

4 Q Then i f we t u r n t o the l a s t page, there's a page 

5 on M e r r i l l Lynch l e t t e r h e a d . I s t h i s the quote t h a t you 

6 r e l i e d upon? 

7 A Yes, i t i s . 

8 Q Are there any other m a t e r i a l s you r e l i e d upon f o r 

9 the quote? 

10 A As I mentioned e a r l i e r , t h i s document t h a t you 

11 quote from included three years Henry Hub data. 

12 Q Did you make any attempt t o go t o review the data 

13 t o determine how on a current basis the quoted p r i c e s 

14 compared t o current Henry Hub prices? 

15 A No. I t was not -- I am sorry. At the time we 

16 got t h i s quote or subsequent --

17 Q No. From the time you received t h i s quote and 

18 you t a b u l a t e d i t i n your testimony, d i d you make any 

19 a n a l y s i s regarding Henry Hub prices? 

2 0 A No. I d i d n ' t f e e l t h a t was necessary t o do. 

21 Q Did you make any attempt t o r e p a i r the h i s t o r i c 

22 record of the f u t u r e s markets t o see how o f t e n , on a 

23 h i s t o r i c basis versus a c t u a l p r i c e s t h a t occurred at Henry 

24 Hub? 

25 A We were speaking e a r l i e r t h i s afternoon i n the 
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1 context of the gas convention. I d i d review some 

2 a n a l y s i s . I have seen forward c o n t r a c t s held t o m a t u r i t y 

3 f o r n a t u r a l gas. And so yes, I am f a m i l i a r w i t h and have 

4 done ana l y s i s of m a t e r i a l f o r n a t u r a l gas v i s - a - v i s a c t u a l 

5 spot p r i c e s . 

6 Q Those are a c t u a l spot p r i c e s a t Henry Hub? 

7 A Yes, they are. 

8 MR. WISEMAN: Could I have marked as the next 

9 e x h i b i t i n order the three pages of excerpts from Gas 

10 D a i l y . 

11 JUDGE CORBETT: A l l r i g h t . This w i l l be marked as 

12 HSS Cross Examination E x h i b i t 6. 

13 (HSS Cross Examination Exhibit No. 6 was produced 
and marked for identification.) 

14 

15 

16 BY MR. WISEMAN: 

17 Q Mr. Schnitzer, have you had an o p p o r t u n i t y t o 

18 review t h i s document? 

19 A Well, I haven't. There's a l o t of numbers and a 

20 l o t of t e x t on i t . So I have skimmed i t but i f there are 

21 p a r t i c u l a r p o r t i o n s you can ask questions about i t . I 

22 would appreciate your d i r e c t i n g them, s i r . 

23 Q Let me ask you one question. Do you read Gas 

24 D a i l y i n the course of your business? 

25 A From time t o time, but as I sai d e a r l i e r , more 
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1 concerned w i t h the forward, longer term forward markets 

2 than w i t h the spot markets and so more of our e f f o r t i s i n 

3 t h a t regard r a t h e r than the d a i l y p r i c e s . 

4 Q Could you look at the f i r s t -- the f i r s t page of 

5 t h i s document a June 3, 1997. Do you see that? 

6 A Yes, I do. 

7 Q I f you look out of the f u t u r e s ever NYMEX and 

8 Henry Hub column on the l e f t , do you see that? 

9 A Yes, I do. 

10 Q i f you could look at the settlement f i g u r e s f o r 

11 the year 1998 and I would o f f e r t h a t the year 1998 doesn't 

12 a c t u a l l y appear on there, but i t s t a r t s w i t h January and 

13 which i s about the f i f t h or s i x t h number down. 

14 A I see t h a t . 

15 Q Would you agree t h a t the numbers t h a t are there 

16 f o r the p e r i o d January through December, 1998 are 

17 e s s e n t i a l l y consistent w i t h the quote t h a t M e r r i l l Lynch 

18 gives? I am not asking f o r a precise c a l c u l a t i o n of i t but 

19 j u s t eye balancing they appear t o be c o n s i s t e n t . Am I 

2 0 r i g h t ? 

21 A This would appear t o be broadly c o n s i s t e n t , yes. 

22 Q I f you t u r n t o the next page, J u l y 18, 1997, 

23 t h a t ' s the date t h a t you got the quote t h a t you discussed 

24 e a r l i e r about, from concerning Columbia Gas transmission 

25 r a t e s . I s t h a t correct? 
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1 A Subject t o check, I don't r e c a l l the date on t h a t 

2 document. 

3 Q A l l r i g h t . We'll get t o t h a t document i n a 

4 moment. Would you agree, then, t h a t the January through 

5 December, 1998 settlement f i g u r e s f o r f u t u r e s NYMEX and 

6 Henry Hub are also b a s i c a l l y c o nsistent w i t h the quote t h a t 

7 you got from M e r r i l l Lynch? 

8 A Yes, I would. 

9 Q Now, would you r e f e r t o the l a s t page, which i s 

10 December 10, 1997 and when you look again, a t the f u t u r e s 

11 NYMEX and Henry Hub p r i c e f o r the calendar year 1998. 

12 A Yes. 

13 Q And would you agree t h a t those f i g u r e s are 

14 somewhat higher than the f i g u r e s t h a t appeared i n the 

15 e a r l i e r e d i t i o n ? 

16 A Yes. There has been a movement, short term 

17 market i n p a r t i c u l a r since the time my testimony was 

18 f i l e d . And i n between, or p r i o r t o f i l i n g my r e b u t t a l 

19 testimony, we went back t o check the term market t o see i f 

2 0 there had been a movement i n the term market and found t h a t 

21 while there had been s i g n i f i c a n t spot movement and near 

22 term f u t u r e markets t h a t the e i g h t or ten-year s t r i p market 

23 had moved less than 5 percent which t r a n s l a t e s t o about 70 

24 cents a megawatt and deemed i t not a m a t e r i a l change i n the 

25 context of my c e i l i n g p r i c e s and d i d n ' t make any r e v i s i o n 
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1 a c c o r d i n g l y . 

2 Q Would you agree w i t h the p r o p o s i t i o n t h a t t h e 

3 f a c t t h a t t h e s h o r t t e r m spot market changed s i g n i f i c a n t l y 

4 i s evidence o f t h e v o l a t i l i t y and i n a b i l i t y t o f o r e c a s t 

5 a f t e r s e e i n g t h e source o f n a t u r a l gas --

6 A There's no q u e s t i o n t h a t n a t u r a l gas p r i c e s a r e 

7 v o l a t i l e as w i l l be e l e c t r i c i t y p r i c e s . I t i s i n my 

8 judgment, t h e b e s t we can do i n t h a t c i r c u m s t a n c e i s t o 

9 r e l y on market d a t a . That's why I have used t h e source 

10 t h a t I have used as opposed t o WEFO o r DRI o r DOE t y p e o f 

11 sources. As b e s t as I am aware, t h e d a t a t h a t we have 

12 r e l i e d on i s s t i l l c o n s i s t e n t w i t h t h e l o n g t e r m market o f 

13 q u o t a t i o n s f o r f u t u r e s . 

14 ( T r a n s c r i p t c o n t i n u e s on page 457.) 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
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1 Q You s t a t e d e a r l i e r t h a t y o u i n c l u d e d a 

2 b a s i n d i f f e r e n t i a l c a l c u l a t i o n i n d e t e r m i n i n g t h e 

3 c o s t o f g a s . 

4 Do y o u r e c a l l t h a t ? 

5 A I b e l i e v e I had s t a t e d i t was a b a s i s . 

6 Q I'm s o r r y . I s t h a t t o a c c o u n t f o r t h e 

7 t r a n s p o r t a t i o n r a t e on p i p e l i n e s ? 

8 A Yes. I t i s t o a c c o u n t f o r t h e d i f f e r e n c e 

9 b e t w e e n p r i c e a t H e n r y Hub, as o p p o s e d t o i n t h e 

10 m a r k e t a r e a ? 

11 MR. WISEMAN: I f I c o u l d have m a r k e d as t h e 

12 n e x t e x h i b i t i n o r d e r , t h i s i s a n o t h e r r e s p o n s e t o 

13 HSS i n t e r r o g a t o r y . 

14 JUDGE CORBETT: T h i s document w i l l be marked 

15 and i d e n t i f i e d as HSS C r o s s E x a m i n a t i o n E x h i b i t 7. 

16 ( T h e r e u p o n , HSS C r o s s E x a m i n a t i o n E x h i b i t 7 

17 was marked f o r i d e n t i f i c a t i o n . ) 

18 BY MR. WISEMAN: 

19 Q Mr. S c h n i t z e r , a r e y o u f a m i l i a r w i t h t h e 

2 0 document t h a t has been m a r k e d f o r i d e n t i f i c a t i o n as 

21 HSS C r o s s E x h i b i t 7? 

22 A Yes, I am. 

23 Q T h e r e i s a one-page a t t a c h m e n t . Can y o u 

24 d e s c r i b e what t h a t one-page a t t a c h m e n t i s ? 

25 A Yes. T h a t one-page a t t a c h m e n t i s a q u o t e 
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1 sheet f r o m an a f f i l i a t e o f Columbia w h i c h g i v e s a 

2 quote f o r b a s i s d i f f e r e n t i a l , o r d e l i v e r y c o s t s , i f 

3 you w i l l , f r o m between Henry Hub and t h e TCO market 

4 area. 

5 Q Can you go t o y o u r e x h i b i t MMS 33? 

6 A Yes. 

7 Q Do you see t h e r e i n t h e year 1998 on MMS 

8 33, you have a f i g u r e o f -- I b e l i e v e t h a t i s 

9 a c t u a l l y 20 c e n t s f o r t h e b a s i s d i f f e r e n t i a l ? I s 

10 t h a t c o r r e c t ? 

11 A I b e l i e v e we may have a d i g i t t r u n c a t i o n 

12 here. I would have t o check t h a t . 

13 We d i d n ' t p r i n t o u t two d e c i m a l s t o t h e 

14 r i g h t , two d i g i t s t o t h e r i g h t o f the d e c i m a l p o i n t , 

15 but my r e c o l l e c t i o n i s t h a t we a c t u a l l y used 25 ce n t s 

16 e s c a l a t i o n i n i n f l a t i o n , b ut I would need t o check 

17 t h a t --

18 Q R i g h t . 

19 A - - and t h a t a l l we see here are the f i r s t 

20 of those d i g i t s , b u t t h e f a c t t h a t i t moves m a g i c a l l y 

21 f r o m p o i n t two t o p o i n t t h r e e i n one year l e a d s me t o 

22 b e l i e v e t h a t t h e r e i s a m i s s i n g p i e c e here t h a t i s i n 

2 3 t he model and i n t h e c a l c u l a t i o n s . 

24 Q That doesn't show i n t h e S c h n i t z e r model? 

25 A I n t h e spread s h e e t . 
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1 Q Thank you. 

2 Q Going back t o the a t t a c h m e n t , HSS Cross 

3 7 - -

4 A Yes. 

5 Q - - do you know where Columbia Gas -- f i r s t 

6 o f a l l , t h e TCO -- I t h i n k t h i s was e s t a b l i s h e d 

7 b e f o r e -- sta n d s f o r Columbia Gas T r a n s m i s s i o n ? I s 

8 t h a t c o r r e c t ? 

9 A Yes, and i t i s t h a t p i p e l i n e , r a t h e r t h a n 

10 t h e i r Columbia G u l f a f f i l i a t e . 

11 Q W e l l , t h a t i s i n f a c t e x a c t l y where I want 

12 t o go w i t h t h i s . 

13 What i s t h e b e g i n n i n g p o i n t o f Columbia 

14 T r a n s m i s s i o n ' s p i p e l i n e ? P h y s i c a l l y , what s t a t e i s 

15 i t i n ? 

16 A I am t r y i n g t o r e c o l l e c t t h a t , t h e 

17 i n t e r c o n n e c t i o n between Columbia G u l f and TCO. 

18 B a s i c a l l y , TCO serves customers from Ohio 

19 t o West V i r g i n i a , Western P e n n s y l v a n i a and the 

20 Washington area, and I b e l i e v e M aryland i n - b etween, 

21 and I am t r y i n g t o -- some of t h e i r gas i s sourced 

22 r i g h t o ut o f A p p a l a c h i a n f i e l d s , and I b e l i e v e t h e y 

23 i n t e r c o n n e c t w i t h Columbia G u l f , which i n t u r n , you 

24 know, goes down, goes down t o t h e G u l f p r o d u c i n g 

25 are a s . 
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1 I don't r e c a l l t h e ex a c t p o i n t o f t h a t 

2 i n t e r c o n n e c t i o n . 

3 Q W e l l , am I c o r r e c t t h a t i f you want t o get 

4 G u l f Coast gas which i s p r i c e d a t Henry Hub p r i c e s , 

5 you need t o get t r a n s p o r t a t i o n -- and you are u s i n g 

6 t h e Columbia system i n i t s e n t i r e t y - - you need t o 

7 g e t t r a n s p o r t a t i o n b o t h on Columbia G u l f and Columbia 

8 Gas? 

9 I s t h a t c o r r e c t ? 

10 A That i s c o r r e c t . 

11 Q W e l l , does t h a t i n d i c a t e t o you t h a t - -

12 now, Columbia Gas T r a n s m i s s i o n and Columbia Gas have 

13 s e p a r a t e FERC t a r i f f s ? 

14 I s t h a t c o r r e c t ? Do you know t h a t ? 

15 A They have s e p a r a t e FERC t a r i f f s , b u t b o t h 

16 o f them have c a p a c i t y r e l e a s e , and b o t h own t h e i r own 

17 t r a n s m i s s i o n and t h e l i k e , so i t i s n o t my b e l i e f or 

18 e x p e c t a t i o n t h a t these quotes would n e c e s s a r i l y have 

19 any r e l a t i o n t o t a r i f f r a t e s . 

20 Q I f you are a p a r t y w a n t i n g t r a n s p o r t a t i o n 

21 on Columbia G u l f t r a n s m i s s i o n , and you ask, you seek 

22 t o seek t r a n s p o r t a t i o n o n l y on Columbia Gas 

23 t r a n s m i s s i o n , w i l l you g e t c a p a c i t y on Columbia G u l f ? 

2 4 A No, you w i l l n o t , b u t t h e quest i o n we would 

25 ask t h e b r o k e r a t Columbia Energy S e r v i c e was t o 
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1 quote us a b a s i s d i f f e r e n t i a l between Henry Hub and 

2 the TCO d e l i v e r y a r ea. 

3 That i s my u n d e r s t a n d i n g o f what thes e 

4 f i g u r e s a r e , i s t h e i r w i l l i n g n e s s t o quote a f i r m --

5 a f i r m b a s i s d i f f e r e n t i a l between thos e two p o i n t s , 

6 n o t between t h e i n t e r c o n n e c t i o n o f Columbia G u l f and 

7 t h e market area. 

8 Q W e l l , j u s t l o o k i n g a t t h i s e x h i b i t , doesn't 

9 i t i n d i c a t e t o you t h a t you need t o add -- wasn't a 

10 person t e l l i n g you you need t o add Columbia Gas, p l u s 

11 a b e s t guess t r a n s p o r t number, w h i c h would, i n 

12 essence, have been the Columbia G u l f number? 

13 A My u n d e r s t a n d i n g was t h a t t h a t second 

14 column was a be s t guess a t LDC T r a n s p o r t , i f t h a t was 

15 g o i n g t o be r e q u i r e d f o r r e c e i p t d e l i v e r y o f the gas 

16 from t h e p i p e l i n e t o the power p l a n t f a c i l i t y , not a 

17 Columbia G u l f add. 

18 Q So you b e l i e v e t h a t on an ass u r e d b a s i s , 

19 you can ge t t r a n s p o r t a t i o n f o r t o / f r o m t h e G u l f Coast 

20 r e g i o n t o t h e PJM o r ECAR r e g i o n f o r 24 cents? 

2 1 I s t h a t your t e s t i m o n y ? 

22 A T h i s quote was o r i e n t e d t o w a r d t h e ECAR 

2 3 r e g i o n , r a t h e r t h a n t h e - - r a t h e r t h a n t h e PJM area 

24 we had asked f o r i n P i t t s b u r g h and Ohio as t h e b a s i s 

25 d i f f e r e n t i a l , r a t h e r t h a n t h e e a s t e r n p a r t o f t h e 
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1 C o l u m b i a s y s t e m , w h i c h i s t h e more c o n s t r a i n e d p a r t 

2 o f t h e i r s y s t e m , b u t y e s , t h a t i s what t h i s q u o t e 

3 i n d i c a t e s t o me, t h a t on a, y o u know, 3 6 5 - d a y s - a - y e a r 

4 b a s i s , t h e a v e r a g e p r i c e t h a t ' s b e i n g q u o t e d h e r e i s 

5 a b o u t 25 c e n t s . 

6 Q Do y o u know what p i p e l i n e s s e r v e , 

7 i n t e r s t a t e p i p e l i n e s s e r v e t h e ECAR R e g i o n ? 

8 A I know some o f t h e p i p e l i n e s t h a t s e r v e t h e 

9 ECAR r e g i o n . 

10 Q What a r e t h e y ? 

11 A C o l u m b i a , T r a n s c o , I b e l i e v e , Texas 

12 E a s t e r n , o r now who a r e t h e y ? 

13 Q No. Texas E a s t e r n ? 

14 A Duke e n e r g y . I d o n ' t know how t o d e s c r i b e 

15 -- how t o d e s c r i b e them. 

16 I am t r y i n g t o t h i n k who e l s e comes a c r o s s . 

17 Q What a b o u t Tennessee? 

18 A I b e l i e v e T ennessee does as w e l l . I t h i n k 

19 N o r t h e r n N a t u r a l comes t h r o u g h c l o s e t o Lebanon as 

20 w e l l , t h e Lebanon l a t e r a l a r e a , and some o f t h e f o l k s 

21 o u t o f t h e C o l o r a d o o v e r t h r u s t I b e l i e v e a l s o come 

22 t h r o u g h , come t h r o u g h t h a t a r e a . 

23 MR. WISEMAN: Your Honor, i f I c o u l d have 

24 m a r k e d as t h e n e x t e x h i b i t i n o r d e r , t h e s e a r e s h e e t s 

25 f r o m t h e FERC gas t a r i f f , and I have a c e r t i f i e d 
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1 copy, i f t h a t would be necessary f o r t h e r e c o r d , and 

2 i t was no s m a l l u n d e r t a k i n g g e t t i n g a c e r t i f i e d copy 

3 from FERC. 

4 MR. MOOT: I would l i k e t h e g o l d s e a l f o r my 

5 p e r s o n a l f i l e s . 

6 JUDGE CORBETT: A l l r i g h t . T h i s document w i l l 

7 be marked and i d e n t i f i e d as HSS Cross E x a m i n a t i o n 

8 E x h i b i t 7 -- s o r r y -- Cross E x a m i n a t i o n E x h i b i t 8. 

9 {Thereupon, HSS Cross E x a m i n a t i o n E x h i b i t 8 

10 was marked f o r i d e n t i f i c a t i o n . ) 

11 MR. WISEMAN: And Your Honor, i f I c o u l d 

12 e x p l a i n , on t h e c e r t i f i c a t i o n page, you w i l l n o te 

13 t h a t t h e r e i s an i n d i v i d u a l c e r t i f i c a t i o n f o r each 

14 page, and t h e c e r t i f i c a t i o n i n d i c a t e s t h a t t h e r e are 

15 two pages t h a t a re c e r t i f i e d beneath i t . 

16 I a p o l o g i z e f o r t h e way t h i s i s done, b u t i t 

17 i s t h e o n l y way t h a t I c o u l d g et i t f r o m FERC, and 

18 t h e y m i s u n d e r s t o o d t h e r e q u e s t and gave me two c o p i e s 

19 of ev e r y page. 

20 To t r y t o save some t r e e s , I have o n l y 

21 i n c l u d e d one page i n each o f t h e c o p i e s . 

22 JUDGE CORBETT: A l l r i g h t . 

23 BY MR. WISEMAN: 

24 Q Mr. S c h n i t z e r , j u s t i n g e n e r a l , can you 

25 t e l l me what t h e documents are t h a t I have handed you 
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1 t h a t a r e m a r k e d as HSS 8? 

2 A They a p p e a r t o be a t l e a s t e x c e r p t s o f FERC 

3 gas t a r i f f s , o r t h e f i r s t one l o o k s t o be f o r 

4 C o l u m b i a Gas. 

5 The n e x t one a p p e a r s t o be f o r T e n n e s s e e , and 

6 I h a v e n ' t f l i p p e d any f u r t h e r t h a n t h a t t h r o u g h t h e 

7 p a c k a g e t h a t y o u have g i v e n me. 

8 Q W i l l y o u a c c e p t , s u b j e c t t o c h e c k , t h a t 

9 t h e r e a r e t a r i f f s h e e t s f o r C o l u m b i a , and a l s o f o r 

10 T r a n s c o t h a t we have i n t h i s p a c k e t ? 

11 A And Ten n e s s e e . 

12 Q Yes. 

13 A I w i l l a c c e p t t h a t . 

14 Q D i d y o u make any a t t e m p t t o compare t h e 

15 q u o t e s y o u g o t f r o m t h e TCO g r o u p t o t h e r a t e s t h a t 

16 a r e s e t f o r t h i n t h e s e t a r i f f s h e e t s ? 

17 A I d i d n o t . 

18 Q Okay. D i d y o u make any a s s u m p t i o n s 

19 c o n c e r n i n g w h e t h e r owners o f CGC u n i t s w o u l d t a k e 

2 0 i n t e r r u p t i b l e t r a n s p o r t a t i o n o r f u n d t r a n s p o r t a t i o n 

21 o r r e l e a s e t r a n s p o r t a t i o n ? 

22 A I b e l i e v e t h e q u o t e t h a t we g o t , and w h i c h 

2 3 was t h e b a s i s o f o u r c a l c u l a t i o n s , was f o r 365 day 

2 4 d e 1 i v e r y . 

25 T h a t i s what t h e t e l e p h o n e c o n v e r s a t i o n 
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1 w i t h t h e person i n Columbia - - t h a t i s what i t was 

2 d e s c r i b e d t o us as. 

3 Q As I - - I'm s o r r y . I d i d n ' t mean t o 

4 i n t e r p r e t , b u t as a f i r m ? 

5 A Firm, yes, s i r , not i n t e r r u p t i b l e . We 

6 t h o u g h t about g e t t i n g some i n t e r r u p t i b l e quotes as 

7 w e l l , b ut g i v e n t h a t we had t h i s one, which we 

8 t h o u g h t t o be f i r m , we t h o u g h t t h a t was a f u l l y 

9 adequate b a s i s f o r g o i n g f o r w a r d . 

10 Q D i d you make any assumptions c o n c e r n i n g 

11 payment f o r s t o r a g e , by any chance? 

12 A We d i d n o t . 

13 Q One l a s t q u e s t i o n on y o u r d i r e c t and c r o s s 

14 e x a m i n a t i o n , and t h e n I have some quest i o n s on your 

15 r e j o i n d e r . 

16 Could you r e f e r t o Page 49 o f your r e b u t t a l 

17 t e s t i m o n y ? 

18 A 4 9 o f t h e r e b u t t a l t e s t i m o n y ? 

19 Q Yes. I t h i n k i t i s t h e r e b u t t a l . I t i s 

20 l i n e s 7 t h r o u g h 10. 

21 A Yes. I see t h o s e . 

22 Q And t h e r e you are p o s i n g a r e q u e s t f o r some 

23 k i n d o f a r e t a i l market c r e d i t ? 

24 I s t h a t a f a i r c h a r a c t e r i z a t i o n o f what 

25 t h a t t e s t i m o n y i s about? 
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1 A I n the r e t a i l market c r e d i t t o t h e CGC, 

2 yes . 

3 Q By t h i s t e s t i m o n y , do you mean t o i m p l y 

4 t h a t w h o l e s a l e and r e t a i l p r i c e s are t h e same? 

5 A I make no st a t e m e n t e i t h e r way about t h a t . 

6 Q W e l l , do you b e l i e v e t h a t t h e y are t h e 

7 same? 

8 A I don't know whether t h e y are g o i n g t o be 

9 t h e same o r n o t . 

10 I can p o i n t you t o i n s t a n c e s where i n 

11 r e t a i l p i l o t s t o date where r e t a i l p r i c e s have been 

12 l o w e r t h a n w h o l e s a l e p r i c e s . 

13 There are a l s o i n s t a n c e s where r e t a i l 

14 p r i c e s r e p o r t e d have been h i g h e r t h a n w h o l e s a l e 

15 p r i c e s , b u t I don't know which t h e y are g o i n g t o be, 

16 but t h a t i s not -- t h a t i s not m a t e r i a l t o t h e 

17 c o n c l u s i o n s t h a t I am dr a w i n g and t h e c r i t i c i s m s t h a t 

18 I am d e s c r i b i n g here on Page 49. 

19 Q W e l l , i n g e n e r a l , would you expect 

20 w h o l e s a l e p r i c e s t o be l o w e r t h a n r e t a i l p r i c e s ? 

21 A They m i g h t . They might be, b u t I don't 

22 know t h a t we can conclude w i t h c e r t a i n t y t h e y w i l l 

23 be . 

24 Q Now, I have some q u e s t i o n about t h e 

25 q u e s t i o n s , j u s t a few q u e s t i o n s about y o u r r e j o i n d e r . 

HOLBERT ASSOCIATES 
(717) 540-9669 



467 

1 MR. WISEMAN: And I a p o l o g i e s . Your Honor. I 

2 know I am t a k i n g a l o n g t i m e . 

3 JUDGE CORBETT: Yes. I t i s about t w i c e as 

4 1ong. 

5 MR. WISEMAN: And I make a commitment t h a t I 

6 w i l l keep t h e remainder o f my c r o s s examinat i o n v e r y 

7 b r i e f . 

8 MR. MOOT: Unless t h e q u e s t i o n r e t u r n s t o DJC 

9 20, we have no problem. 

10 MR. WISEMAN: I always h a t e making t h e 

11 commitment, b u t I b e l i e v e t h a t I can make t h a t 

12 commitment. 

13 BY MR. WISEMAN: 

14 Q You r e f e r r e d t h i s morning t o t h e s a l e s of 

15 t he a u c t i o n f a c i l i t i e s b o t h i n t h e New England area 

16 and i n C a l i f o r n i a ? I s t h a t c o r r e c t ? 

17 A Yes, I d i d . 

18 Q Now, f i r s t , l e t ' s t a l k about t h e C a l i f o r n i a 

19 a u c t i o n s . 

20 F i r s t o f a l l , do you know whether a l l of 

21 t h e u n i t s were must r u n u n i t s , o r whether o n l y some 

2 2 o f t h e u n i t s were must r u n u n i t s ? 

2 3 A My u n d e r s t a n d i n g i s , w i t h r e s p e c t t o PG&E, 

2 4 a l l b u t one were must r u n , and w i t h r e s p e c t t o 

25 Southern C a l i f o r n i a Edison, more t h a n f i f t y p e r c e n t 
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1 o f t h e u n i t s , b ut much more t h a n f i f t y p e r c e n t o f t h e 

2 megawatts were must r u n . 

3 Q Do you u n d e r s t a n d t h a t t h e p l a n t s s o l d had 

4 m u l t i p l e u n i t s ? 

5 Are you aware o f t h a t f a c t ? 

6 A Yes. 

7 Q And do you know whether a l l o f the u n i t s a t 

8 each p l a n t were must r u n , o r whether o n l y some of t h e 

9 u n i t s a t t h e p l a n t s were must run? 

10 A I don't r e c o l l e c t t h a t s p e c i f i c a l l y . My 

11 r e c o l l e c t i o n , as I s a i d , was t h a t a maj o r i t y o f the 

12 megawatts were must r u n . 

13 I d o n 1 t know how t h e y break down acr o s s t he 

14 u n i t s. 

15 Q I f I u n d e r s t o o d your t e s t imony t h i s 

16 morning, I t h i n k you would have t o agree t h a t t h e 

17 v a l u e , t h a t t h e v a l u e o f must r u n and o t h e r u n i t s 

18 would be d i f f e r e n t ? 

19 I s t h a t c o r r e c t ? 

20 A When those must r u n d e s i g n a t i o n s a r i s e from 

21 t r a n s m i s s i o n and s t a b i l i t y k i n d o f i s s u e s , yes, 

22 t h a t ' s r i g h t . 

23 Q Are you f a m i l i a r w i t h t h e c o n t r a c t s t h a t 

24 the C a l i f o r n i a Commission has r e q u i r e d o f must run 

25 u n i t s ? 
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1 A Not i n d e t a i l . My u n d e r s t a n d i n g i s t h a t 

2 t h e r e are some t r a n s m i s s i o n , t r a n s i t i o n must r u n 

3 c o n t r a c t s , b u t t h a t t h e ISO i s t o make a more f o r m a l 

4 and f i n a l d e t e r m i n a t i o n as t o t h e n a t u r e o f those 

5 arrangements I b e l i e v e sometime i n 1998, i s my 

6 r e c o l l e c t i o n . 

7 Q I s my u n d e r s t a n d i n g c o r r e c t t h a t t h e r e are 

8 t h r e e t y p e s o f c o n t r a c t s , r e f e r r e d t o as Types A, B 

9 and C? 

10 A S o - c a l l e d t y p e s A, B and C. 

11 Q Can you d e s c r i b e how those c o n t r a c t s 

12 d i f f e r ? 

13 A I don't know t h a t I can g i v e you a d e t a i l e d 

14 d e s c r i p t i o n o f t h e d i f f e r e n c e s on those t h r e e t y p e s . 

15 Q Can you g i v e me t h e d e t a i l e d d e s c r i p t i o n s 

16 o f t h e c o n t r a c t s , t h emselves, any i n d i v i d u a l one? 

17 A No. I am -- my f a m i l i a r i t y I t h i n k was 

18 w i t h some e a r l i e r d r a f t s o f those arrangements, but I 

19 h a v e n 1 t r e v i e w e d i n d e t a i l t h e s p e c i f i c s o f t h e 

20 c u r r e n t A, B, C arrangements. 

21 Q I f I were t o t e l l you t h a t t h e must r u n 

22 u n i t s came w i t h 90-day c a n c e l l a b l e c o n t r a c t s , i s t h a t 

23 c a n c e l l a b l e by the ISO? 

24 I s t h a t something t h a t you would be 

2 5 f a m i l i a r w i t h ? 
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1 A l t w a s n 1 t something t h a t I was f a m i l i a r 

2 w i t h , b u t i t i s n o t s u r p r i s i n g t o me. 

3 Q Would you agree t h a t a c o n t r a c t t h a t i s 

4 c a n c e l l a b l e would n o t have t h e same e f f e c t on market 

5 v a l u e t h a t a c o n t r a c t t h a t i s n o t c a n c e l l a b l e would 

6 have? 

7 A Not n e c e s s a r i l y . 

8 Q You would have t o u n d e r s t a n d what t h e terms 

9 o f t h e c o n t r a c t s are t o make an e v a l u a t i o n ? 

10 A No. I would have t o u n d e r s t a n d t h e 

11 u n d e r 1 y i n g p h y s i c s o f the e l e c t r i c system. 

12 The f a c t t h a t a c o n t r a c t i s c a n c e l l a b l e i n 

13 n i n e t y days, b u t t o a l l o w someone t o b u i l d two 

14 hundred m i l e s o f l i n e s , t o c a n c e l i t would be a 

15 m a t e r i a l f a c t o r , t o see whether you are b o t h e r e d by 

16 the n i n e t y day c a n c e l l a b l e t e r m . 

17 Q What does the t e r m t h a t C a l i f o r n i a uses, 

18 "must r u n , " mean t o you? 

19 A I t means the o b l i g a t i o n t o r u n when 

2 0 r e q u i r e d by the ISO, whether t h a t would o t h e r w i se 

21 t a k e p l a c e on economic d i s p a t c h b a s i s o r n o t . 

22 Q So i t i s not an o b l i g a t i o n t o r u n e v e r y 

23 day, day i n , day o u t , i s i t ? 

2 4 A Not n e c e s s a r i l y , no. 

25 Q I t i s o n l y an o b l i g a t i o n t o r u n when t h e 
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1 ISO c a l l s f o r i t t o run? 

2 I s t h a t c o r r e c t ? 

3 A That 1s c o r r e c t , but t h e p h y s i c a l 

4 t r a n s m i s s i o n i n s t a n c e which g i v e s r i s e t o those 

5 r e q u i r e m e n t s are w e l l known, w e l l s t u d i e d , and w e l l 

6 d e s c r i b e d , t h a t t h e r e are i m p o r t l i m i t a t i o n s i n t o the 

7 market areas i n b o t h n o r t h and s o u t h C a l i f o r n i a t h a t 

8 are v o l tage i s s u e s t h a t a r i s e , and so I t h i n k i t i s a 

9 w e l l s t u d i e d and d e s c r i b e d p r o b l e m as t o t h e t y p e s of 

10 c i r c u m s t a n c e s under which th o s e u n i t s are r e q u i r e d t o 

11 r u n f o r s t a b i l i t y reasons and t h e remedies t h a t are 

12 a v a i l a b l e t o s u p p l a n t them i n t h a t r o l e . 

13 Q PEPCO has a power exchange, as w e l l as an 

14 ISO? I s t h a t r i g h t ? 

15 A I b e l i e v e i t w i l l as o f 1-1-98, i f a l l goes 

16 w e l l . 

17 Q There are many people t h a t share t h a t hope. 

18 What p r i c e w i l l these u n i t s , t h e must -- t h e 

19 q uote/unquote -- "must r u n " u n i t s s e l l i n t o t h e PX 

2 0 when t h e y are not on a - - quot e/unquote - - "must r u n " 

21 c a l l ? 

2 2 A I don't r e c o l l e c t . The e a r l y c o n t r a c t s 

2 3 t h a t I remember, which covered a l o t o f t h e f i x e d 

24 payments of t h o s e u n i t s , I t h i n k c a r r i e d w i t h them a 

25 b i d p r i c e o f i n c r e m e n t a l c o s t , b u t I don't know i f 
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1 t h e f i n a l c o n t r a c t s p r e s e r v e t h a t s t r u c t u r e o r 

2 p r o v i d e d f o r b i d d i n g l a t i t u d e f o r these must r u n 

3 u n i t s. 

4 I f r a n k l y j u s t don't know. 

5 Q Are you aware t h a t t h e u n i t s are d u a l 

6 f i r e d ? 

7 They can be r u n by e i t h e r o i l o r gas? 

8 A Yes. 

9 Q What s u p p l y b a s i s serves C a l i f o r n i a 

10 p r e d o m i n a n t l y now? 

11 A W e l l , t h e y get a l o t o f gas out o f the 

12 Permian and San Juan t h r o u g h E l Paso. 

13 I b e l i e v e t h e r e ' s a l o t o f c o n n e c t i o n s 

14 t h e r e , and I t h i n k t h e y g e t a l o t o f Canadian gas 

15 would be t h e dominant p i p e l i n e i n t e r c o n n e c t i o n w i t h 

16 C a l i f o r n i a . 

17 Q W e l l , i n f a c t , h a s n ' t t h e r e been a maj o r 

18 market s h i f t i n C a l i f o r n i a , i n t h a t most o f t h e gas 

19 t h a t s u p p l i e s C a l i f o r n i a now i s produced out o f 

20 A l b e r t a ? 

21 A I t h i n k t h a t ' s r i g h t . 

22 Q And the A l b e r t a gas, by any d e f i n i t i o n , i s 

23 v e r y cheap -- i s n ' t t h a t c o r r e c t --

24 A W e l l --

2 5 Q - - as compared t o domestic v o l t a g e ? 
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1 A Yes. To t h e sometimes c h a g r i n o f t h e 

2 A l b e r t a p r o d u c e r s , yes. 

3 Q And doesn't t h a t suggest t o you t h a t 

4 n a t u r a l gas f i r e d e l e c t r i c u n i t s i n C a l i f o r n i a can 

5 s e l l e l e c t r i c i t y i n a c o m p e t i t i v e market at a f a i r l y 

6 low c o s t , g i v e n t h e Canadian gas p r i c e s ? 

7 A W e l l , t h o s e Canadian gas p r i c e s are not 

u n i q u e l y a v a i l a b l e t o these incumbent u n i t s , so I am 

9 not sure I u n d e r s t a n d your q u e s t i o n . 

10 Q W e l l , everyone i s g o i n g t o s e l l i n t o t h e PX 

11 a t one? They are j u s t g o i n g t o t a k e o u t o f t h e PX 

12 whatever p r i c e i s e s t a b l i s h e d ? 

13 I s t h a t c o r r e c t ? 

14 A To the e x t e n t t h e y are n o t o t h e r w i s e 

15 g e t t i n g must r u n payment, yes. 

16 Q And i f t h e n a t u r a l gas f i r e d u n i t s can s e l l 

17 c h e a p l y , i s n ' t t h a t i n f a c t one o f t h e hopes? One o f 

18 t h e g o a l s o f t h e C a l i f o r n i a l e g i s l a t i o n i s t o low e r 

19 t h e p r i c e o f e l e c t r i c i t y i n C a l i f o r n i a . 

20 MR. MOOT: Can I ask f o r a c l a r i f i c a t i o n ? The 

21 l a s t two q u e s t i o n s used t h e term "low p r i c e " and 

22 " c h e a p l y " r e s p e c t i v e l y , and I t h i n k i t i s f a i r t o ask 

23 f o r c l a r i f i c a t i o n . 

24 L o w p r i c e a n d c h e a p l y compared t o what ? 

25 MR. WISEMAN: Compared t o dom e s t i c n a t u r a l gas 
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1 p r i c e s . 

2 MR. MOOT: I t h o u g h t t h e quest i o n was 

3 MR. WISEMAN: Oh, I'm s o r r y . The p r i c e 

4 r e f e r r e d t o e l e c t r i c i t y . 

5 BY MR. WISEMAN: 

6 Q L e t me ask t h e q u e s t i o n i n t h i s c o n t e x t . 

7 The g o a l o f the C a l i f o r n i a l e g i s l a t i o n was t o reduce 

e l e c t r i c p r i c e s because o f c o m p e t i t i o n ? I s n ' t t h a t 

9 c o r r e c t ? 

10 A I t i s t o reduce e l e c t r i c i t y t h r o u g h 

11 c o m p e t i t i o n , would be the way I would s t a t e i t , yes. 

12 Q A l l r i g h t . And t o t h e e x t e n t t h a t p r i c e s 

13 i n C a l i f o r n i a drop fr o m c u r r e n t l e v e l s , would t h a t 

14 t e n d t o depress t h e g e n e r a t i o n p l a n t s ? 

15 A You are t a l k i n g about w h o l e s a l e p r i c e s 

16 d r o p p i n g f r o m c u r r e n t l e v e l s ? 

17 Q Yes. 

18 A Yes. 

19 Q Now, l e t ' s t a l k about, v e r y b r i e f l y , about 

20 New England. 

21 I s i t your t e s t i m o n y t h a t no power f l o w s 

22 l e a d t o New England fro m Canada? 

23 A I t i s n o t my t e s t imony t h a t no power f l o w s , 

24 and I don't b e l i e v e t h a t i s what I s t a t e d e a r l i e r 

25 t o d a y . 
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1 Q So when you were t a l k i n g t h i s morning about 

2 c o n s t r a i n t , you weren't s u g g e s t i n g no power f l o w s i n 

3 Canada -- I'm s o r r y -- i n t o New England f r o m Canada? 

4 A No, I wasn't, b u t l e t me -- s i n c e you 

5 asked, l e t me s o r t o f a m p l i f y . 

6 New England has a peak l o a d on t h e o r d e r o f 

7 20,000 megawatts, and NEPOOL, you know, t h e peak l o a d 

8 I t h i n k i s j u s t a l i t t l e n o r t h o f 20,000 megawatts. 

9 The h y d r o , Quebec Hydrophase I n t e r c o n n e c t , 

10 which i s t h e p r i n c i p a l method by which power comes 

11 fro m Canada t o New England, i s r a t e d 1500 megawatts 

12 f i r m , so b a s i c a l l y , you have g o t 1500 o u t o f 20,000 

13 p l u s i s what i s a v a i l a b l e t o come t h r o u g h t h a t 

14 p r i n c i p a l connect i o n between Canada and NEPOOL, and 

15 my comment t h i s morning was, t h a t w o u l d n ' t cover a l l 

16 o f NEPOOL ' s needs, and i t wouldn' t come c l o s e t.o 

17 c o v e r i n g a l l o f New England's needs. 

18 Q Does power f l o w i n t o NEPOOL f r o m b o t h New 

19 York and PJM? 

20 A No. I t f l o w s f r o m New York. Sometimes i t 

21 f l o w s f r o m PJM i n t o New York and i n t o New England --

22 Q A l l r i g h t . 

23 A -- but t h e r e i s no d i r e c t c o n n e c t i o n from 

24 PJM t o New England. 

25 The t r a n s m i s s i o n l i m i t s between New York 
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X and New England are l i m i t i n g w i t h r e s p e c t t o PJM as 

2 w e l l . 

3 Q Are you aware t h a t a number o f new 

4 merchants have been proposed i n New England, 

5 s p e c i f i c a l l y i n Massachusetts? 

6 A Yes, I am. 

7 Q Can you name some of those u n i t s , o r j u s t 

8 t e l l us how many you know o f have been proposed? 

9 A W e l l , l e t ' s s e e . There a r e , l i k e , American 

10 Nat i o n a l Power has proposed some p l a n t s i n Maine, i n 

11 c o n c e r t e i t h e r w i t h t h e P o r t l a n d P i p e l i n e o r w i t h t h e 

12 t h e PAN Energy P i p e l i n e . 

13 There's a n o t h e r d e v e l o p e r , whose name 

14 escapes me, who has proposed a thousand megawatt 

15 f a c i l i t y , I b e l i e v e , i n C o n n e c t i c u t , and s e v e r a l 100 

16 megawatt f a c i l i t i e s i n w e s t e r n Massachusetts. 

17 CIFE Energy was j u s t announced t h e win n e r 

18 o f t h e Boston Edison s o l i c i t a t i o n , and t h e y have 

19 announced t h e i r i n t e n t on those s i t e s t o b u i l d 

20 a n o t h e r 200,000 megawatts, so t h e r e a re p r o p o s a l s o f 

21 t h a t k i n d t h a t are r e p o r t e d i n t h e t r a d e p r e s s and 

22 t h e newspaper. 

23 There a r e p r o b a b l y s e v e r a l o t h e r s as w e l l . 

24 Q I s one reason f o r a l l o f these proposed 

25 merchant p l a n t s t h a t under t h e NEPOOL agreement, t h e 
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1 c o s t s of i n t e r c o n n e c t i o n a re e s s e n t i a l l y h a n d l e d on a 

2 r o l l e d i n b a s i s , so t h a t c o s t s o f i n t e r c o n n e c t s are 

3 shared by a l l p a r t i c i p a n t s i n t h e market ? 

4 I s t h a t something t h a t you a r e aware of? 

5 A I'm s o r r y . Are you s p e a k i n g o f c o s t o f 

6 i n t e r c o n n e c t i o n o f new f a c i l i t i e s , o r c o s t s 

7 a s s o c i a t e d w i t h t h e a f f e c t e d c o s t o f t h e t r a n s m i s s i o n 

8 group? 

9 A A c t u a l l y , b o t h . 

10 A Okay. W e l l , I don't have a I don't have 

11 a s p e c i f i c u n d e r s t a n d i n g o f the c o s t o f 

12 i n t e r c o n n e c t i o n p h y s i c a l l y o f a new f a c i l i t y , 

13 a l t h o u g h t h e p r a c t i c e t o date has been t h a t t h a t i s 

14 t he r e s p o n s i b i l i t y o f t h e s u p p l i e r , t h e u t i l i t y , o r 

15 t h e d e v e l o p e r t o pay the c o s t o f t h a t 

16 i n t e r c o n n e c t i o n . 

17 I don't know i f t h a t ' s -- i f t h a t ' s 

18 changed. 

19 I would be a l i t t l e s u r p r i s e d i f i t has, 

20 but t h a t has been t h e p r a c t i c e t o d a t e , and I don't 

21 have a d e t a i l e d f a m i l i a r i t y o f t h e new NEPOOL 

22 t r a n s m i s s i o n p r i c i n g arrangements, b u t I am c e r t a i n 

2 3 t h a t t h e y f l o w f r o m some k i n d o f average c o s t , you 

24 know, b a s i s . 

25 Q To the e x t e n t t h a t t h e r e i s an ease o f 
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1 e n t r y i n t o NEPOOL - - and by "ease o f e n t r y , " I mean 

2 t h e f i n a n c i a l c o s t o f e n t e r i n g t h e market are 

3 r e a s o n a b l e low - - would t h a t t e n d t o c r e a t e more 

4 c o m p e t i t i o n i n NEPOOL among e l e c t r i c g e n e r a t o r s 

5 r e s p e c t i v e l y ? 

6 A I'm s o r r y . Could you t e l l me the 

7 p a r t i c u l a r t y p e s o f ease o f e n t r y t h a t you are 

r e f e r r i n g t o here? 

9 Q I am j u s t t a l k i n g about t h e f i n a n c i a l 

10 commitments r e q u i r e d t o e n t e r t h e market. 

11 A I 'm s o r r y . I f I c o u l d have t h e quest i o n 

12 r e - r e a d ? 

13 (Record read.) 

14 A I guess I don't -- I don't u n d e r s t a n d what 

15 you mean when you r e f e r t o t h e f i n a n c i a l consequence 

16 o f e n t e r i n g t h e market. 

17 Q W e l l , l e t me rep h r a s e t h e q u e s t i o n , t h e n , 

18 and h o p e f u l l y t h i s can be t h e n e x t t o t h e l a s t 

19 q u e s t i o n . 

2 0 A The p e n u l t i m a t e quest i o n . 

21 Q Would you agree w i t h t h e p r o p o s i t i o n t h a t 

2 2 t o t h e e x t e n t t h a t t h e r e i s more compet i t i o n i n 

2 3 NEPOOL among t h e e l e c t r i c g e n e r a t o r s , i n c l u d i n g new 

2 4 e l e c t r i c g e n e r a t o r s t h a t e n t e r t h e market, t h a t would 

2 5 t e n d t o d r i v e down t h e v a l u e o f e x i s t i n g p l a n t s ? 
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1 A No. I t h i n k t h a t t h e v a l u e o f e x i s t i n g 

2 p l a n t s i s g o i n g t o be d r i v e n by market p r i c e 

3 e x p e c t a t i o n s as t o what p r i c e w i l l p r e v a i 1 i n t h a t 

4 m a r k e t p l a c e --

5 Q What 

6 A and t h a t w i l l h i n g e more on p e o p l e ' s 

7 assessment o f when and what k i n d o f t e c h n o l o g y w i l l 

8 cap t h e market, and t h i n g s o f t h a t n a t u r e . 

9 That w i l l be t h e p r i n c i p a l d e t e r m i n a t i v e t o 

10 t h e a s s e t v a l u e , and t o a much l e s s e r e x t e n t , the 

11 k i n d s of c o n s i d e r a t i o n s t h a t you were a s k i n g me 

12 about. 

13 Q W e l l , t o t h e e x t e n t t h a t t h e r e are more 

14 c o m p e t i t o r s i n t h e market, and t h e r e i s more 

15 c o m p e t i t i o n t o s e r v e the market demand, d i d n ' t you 

16 expect t h a t t o reduce t h e p r i c e o f e l e c t r i c i t y from 

17 t h e c u r r e n t l e v e l s ? 

18 A No, not n e c e s s a r i l y . 

19 I f what we are t a l k i n g about i s t h e market, 

2 0 whi ch i s g o i n g t o r e q u i r e some new capac i t y , which i s 

21 what New England - - d e v e l o p e r s i n New England 

22 b e l i e v e , I t h i n k p r i n c i p a l l y as a consequence of 

23 n u c l e a r r e t i r e m e n t i n New England, t h e n t h e r e ' s g o i n g 

2 4 t o be j o c k e y i n g t o see who can secure whatever 

25 c o n t r a c t s o r whatever i s r e q u i r e d t o b u i l d t h o s e 
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1 f a c i l i t i e s , b u t t h a t t h a t i s what i s g o i n g t o cap t h e 

2 p r i c e , t h e c o s t o f whoever i s cheapest i n b u i I d i n g 

3 t h a t new f a c i l i t y , b u t assuming t h a t t h e s e d e v e l o p e r s 

4 are a l l t a l e n t e d and a l l do a p r e t t y good j o b , i t i s 

5 t h e i n t r i n s i c c o s t o f a d d i n g t h e new s u p p l y which i s 

6 g o i n g t o cap t h e p r i c e u l t i m a t e l y . 

7 Q A l 1 r i g h t . H o p e f u l l y one l a s t quest i o n . 

8 I t may end up b e i n g two. 

9 You don 1 t u n d e r s t a n d Dr. W e i s e n m i l l e r t o be 

10 suggest i n g t h a t t h e r e i s a one - to-one r e l a t i o n s h i p 

11 between t h e s a l e s i n New England o r C a l i f o r n i a as 

12 a p p l i e d t o Duquesne's g e n e r a t i o n a s s e t s , do you? 

13 A W e l l , I'm not s u r e , i s t h e answer. 

14 We c r i t i c i z e Dr. W e i s e n m i l l e r f o r n o t 

15 h a v i n g any b a s i s o r evidence t o suggest t h a t a F o r t 

16 M a r t i n t y p e t r a n s a c t i o n c o u l d be r e p l i c a t e d now i n 

17 t h i s r e g i o n , and he r e p l i e d i n h i s t e s t i m o n y t h a t , 

18 "See t h e a u c t i o n s around t h e c o u n t r y , " presumably f o r 

19 t h e p r o p o s i t i o n t h a t t h e y d i d somehow i m p l y t h a t 

20 t h e r e were t r a n s a c t i o n s a v a i l a b l e a t book v a l u e here 

21 i n t h i s r e g i o n , and t o t h e e x t e n t t h a t t h a t was a 

22 c o r r e c t i m p l i c a t i o n draw from h i s t e s t i m o n y , t h e n 

2 3 yes, he was i m p l y i n g t h a t t h e r e was some r e l e v a n c e t o 

24 these t r a n s a c t i o n s , and as I d i s c u s s e d e a r l i e r t o d a y , 

2 5 I would d i s a g r e e w i t h t h a t q u i t e s t r o n g l y . 
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1 Q Do you agree w i t h t h e p r o p o s i t i o n t h a t i n 

2 c o n d u c t i n g a v a l u a t i o n s t u d y , t a k i n g i n t o account 

3 v a r i o u s f a c t o r s t h a t would a f f e c t d i f f e r e n t s a l e s , 

4 t h a t i t would be b e t t e r t o c o n s i d e r more data p o i n t s , 

5 r a t h e r t h a n l e s s d a t a p o i n t s ? 

6 A I t i s b e t t e r t o c o n s i d e r more r e l e v a n t d a ta 

7 p o i n t s t h a n fewer r e l e v a n t d a ta p o i n t s , b u t t h e 

8 a d d i t i o n o f i r r e l e v a n t d a t a p o i n t s does not o f t e n 

9 h e l p t h e p r o c e s s . 

10 Q I s any d a t a p o i n t r e l e v a n t i f i t ' s o u t s i d e , 

11 i n y o u r o p i n i o n , o u t s i d e Duquesne's s e r v i c e 

12 t e r r i t o r y ? 

13 A I would n o t -- I would n o t draw t h e market 

14 as n a r r o w l y as Duquesne's s e r v i c e t e r r i t o r y . 

15 However, t h e C a l i f o r n i a market i s not even 

16 i n t h e same e l e c t r i c a l i n t e r c o n n e c t as Duquesne. 

17 The New England market a t l e a s t has t h e 

18 advantage o f b e i n g i n the e a s t e r n i n t e r c o n n e c t , b ut 

19 i t i s o n l y t h r e e major t r a n s m i s s i o n c o n s t r a i n t s away 

20 from Duquesne, and so I t h i n k h a r d l y o f d i r e c t 

21 r e l e v a n c e t o e v a l u a t i o n o f i t s a s s e t s , b u t t h e r e are 

22 many o t h e r a s s e t s and companies and p l a n t s t h a t would 

23 be much more d i r e c t l y r e l e v a n t , b u t none have 

24 t e s t i f i e d w i t h r e s p e c t t o any o f -- t h o s e t y p e s o f 

25 f a c i l i t i e s o r p l a n t s were not among t h e evidence 
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1 c i t e d by Mr. W e i s e n m i l l e r . 

2 MR. WISEMAN: Thank you v e r y much, Mr. 

3 S c h n i t z e r , and thank you v e r y much, Your Honor, f o r 

4 your i n d u l g e n c e . 

5 I a p p r e c i a t e i t . 

6 I would 1 i k e t o move t h e a d m i s s i o n of E x h i b i t s 

7 HSS Cross, I b e l i e v e i t i s --

8 JUDGE CORBETT: 3. 

9 MR. WISEMAN: - - 3 t h r o u g h - -

10 JUDGE CORBETT: 8. 

11 MR. WISEMAN: - - 8. 

12 MR. MOOT: Your Honor, i f I may ta k e a moment 

13 t o r e v i e w these? 

14 JUDGE CORBETT: A l l r i g h t . 

15 MR. MOOT: Your Honor, we do n o t o b j e c t t o the 

16 i n t r o d u c t i o n o f HSS 3 t h r o u g h 7. 

17 We do, however, o b j e c t t o t h e i n t r o d u c t i o n o f 

18 HSS No. 8. 

19 I t i s a s e r i e s o f t a r i f f s t h a t t h e w i t n e s s 

20 s a i d he d i d not r e v i e w , and v i r t u a l l y no q u e s t i o n s 

21 were asked about them. 

22 There i s a b s o l u t e l y no f o u n d a t i o n f o r them, 

2 3 and I would note t h a t t h e t o p i c t o which t h e y r e l a t e d 

2 4 was a TCO quote t h a t was i n c l u d e d i n Mr. S c h n i t z e r ' s 

25 d i r e c t t e s t i m o n y , as r e b u t t e d i n the r e b u t t a l o f Mr. 
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1 W e i s e n m i l l e r , and a l l t h i s s t u f f has been out a 1ong 

2 t i m e , and t h i s i s j u s t an a t t e m p t t o make h i s case 

3 t h r o u g h c r o s s , and t h e r e i s no f o u n d a t i o n . 

4 I t s h o u l d be de n i e d . 

5 MR. WISEMAN: Your Honor, I f r a n k l y don't 

6 u n d e r s t a n d t h e grounds f o r t h e o b j e c t i o n . 

7 The t a r i f f s a re a m a t t e r o f p u b l i c r e c o r d . 

8 These are c e r t i f i e d , and we p r o v i d e d a 

9 c e r t i f i e d copy c o u n s e l . 

10 The f a c t o f t h e m a t t e r i s t h a t Mr. S c h n i t z e r 1 s 

11 t e s t imony r e l i e s upon an as sumed t r a n s p o r t a t i o n r a t e , 

12 and he assumes a t l e a s t upon a one-page h a n d w r i t t e n 

13 note t h a t he r e c e i v e d f r o m Columbia Gas T r a n s m i s s i o n . 

14 I t i s e x t r e m e l y r e l e v a n t t o d e t e r m i n e t h e 

15 r e l a t i o n s h i p o f t h a t one-page h a n d w r i t t e n note t o t h e 

16 a c t u a l t a r i f f s on f i l e w i t h t h e F e d e r a l Energy 

17 R e g u l a t o r y Commission. 

18 The f a c t t h a t Mr. S c h n i t z e r d i d n o t r e v i e w 

19 thos e and does not i n f a c t know t h e d i f f e r e n c e 

20 between h i s t a r i f f r a t e s and t h e r a t e s t h a t are on 

21 f i l e a t FERC i s a h i g h l y r e l e v a n t p o i n t i n terms o f 

22 t h e r e l i a b i l i t y o f h i s c a l c u l a t i o n s --

23 MR. MOOT: And t h a t f a c t --

24 MR. WISEMAN: -- and h i s --

2 5 MR. MOOT: Excuse me. And t h a t f a c t i s i n 
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1 e v i d e n c e . 

2 H e a s k e d h i m t h a t q u e s t i o n , and he answered 

3 i t . 

4 What I am t a l k i n g about i s t a r i f f s h e e t s , and 

5 t h e r e i s a d i f f e r e n c e between a u t h e n t i c a t i o n , which 

6 Mr. Wiseman has k i n d l y done f o r us, and f o u n d a t i o n . 

7 When you have a t r i a l , you have f o u n d a t i o n t o 

8 show a w i t n e s s an e x h i b i t , and he t a l k s about what i s 

9 i n i t , and whether i t i s r e l e v a n t t o t h e case, and 

10 t h e n i t i s a d m i t t e d . 

11 We had none o f t h a t here, and he i s n o t g o i n g 

12 t o g e t i t from Mr. S c h n i t z e r , because he a l r e a d y 

13 t e s t i f i e d t h a t he d i d n ' t t h i n k t a r i f f r a t e s were 

14 r e l e v a n t . 

15 MR. WISEMAN: Your Honor, t h a t i s e x a c t l y the 

16 p o i n t , t h a t he d i d agree t h a t i t i s r e l e v a n t . 

17 MR. MOOT: And t h a t i s i n e v i d e n c e . 

18 MR. WISEMAN: I don't need t o make -- f i r s t o f 

19 a l l , I don't need t o make my case t h r o u g h c r o s s 

20 e x a m i n a t i o n , but I do have t h e r i g h t t o a t t e m p t t o 

21 impeach t h e w i t n e s s , and t h a t i s o f f e r e d t o impeach 

22 t h e w i t n e s s and t h e r e l i a b i l i t y o f h i s s t u d y . 

23 I t demonstrates t h a t h i s a s s u m p t i o n o f a 

24 t r a n s p o r t a t i o n r a t e i s i n v a l i d . 

25 MR. MOOT: Your Honor --
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1 JUDGE CORBETT: Okay. 

2 MR. MOOT: -- I w i l l make one f i n a l s t a t e m e n t . 

3 Please bear me o u t . Then I w i l l r e s t . 

4 What happens i n these cases, and when t h i s 

5 k i n d o f document g e t s admi11ed, we f i n d i n b r i e f s 

6 l a t e r r e f e r e n c e s t o l i n e i t e m s t h a t have n o t been 

7 d i s c u s s e d w i t h t h e w i t n e s s and t h a t c o u n s e l c l a i m s 

8 d e t e r m i n e t h a t a p a r t i c u l a r f a c t i s i n c o n c l u s i v e l y 

9 shown. 

10 I w i l l g i v e M r . Wiseman t h e o p t i o n i f t h e r e ' s 

11 p a r t i c u l a r numbers on these p i e c e s o f paper he would 

12 l i k e t o d i s c u s s w i t h t h e w i t n e s s , because he t h i n k s 

13 t h e y are r e l e v a n t t o t h e TCO, t h e q u e s t i o n , we w i l l 

14 j u s t e x t e n d t h e c r o s s e x a m i n a t i o n . 

15 He i s f r e e t o do t h a t . 

16 Then he w i l l have not o n l y a f o u n d a t i o n , but 

17 he w i l l have t h e w i t n e s s 1 s view whether t h i s document 

18 i s r e l e v a n t . 

19 MR. WISEMAN: Your Honor, I have used up an 

20 a w f u l l o t o f the t i m e i n t h i s h e a r i n g , and I would 

2 1 say t h a t i f Mr. S c h n i t z e r needs t o go t h r o u g h these 

22 t a r i f f s h e e t s r i g h t now and c a l c u l a t e t h e r a t e s , we 

23 are g o i n g t o be here a v e r y l o n g t i m e . 

24 JUDGE CORBETT: Okay. I have hear d enough. I 

25 t h i n k t h a t we w i l l l e t t h e e x h i b i t i n f o r t h e l i m i t e d 
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1 purpose o f showing t h a t t h e w i t n e s s was u n f a m i l i a r 

2 w i t h t h e t a r i f f r a t e s . 

3 That i s t h e o n l y purpose f o r which t h e y are 

4 b e i n g a d m i t t e d . Okay? 

5 MR. WISEMAN: Thank you Your Honor. 

6 MR. MOOT: Thank you. 

7 JUDGE CORBETT: O t h e r w i s e , E x h i b i t s HSS Cross 

8 E x a m i n a t i o n E x h i b i t s 3 t h r o u g h -- 3 t h r o u g h 8 are 

9 a d m i t t e d , and we w i l l t a k e a re c e s s u n t i l t e n , o r 

10 f i v e m inutes a f t e r 3:00. 

11 (Thereupon, HSS Cross E x a m i n a t i o n E x h i b i t s 3 

12 t h r o u g h 8 were a d m i t t e d i n evi d e n c e . ) 

13 (Recess ta k e n . ) 

14 JUDGE CORBETT: We are back on t h e r e c o r d . 

15 Mr. Z i e l o n i s o f PRA i s up n e x t . 

16 MR. ZIELONIS: Thank you. 

17 CROSS EXAMINATION 

18 BY MR. ZIELONIS: 

19 Q Good a f t e r n o o n , Mr. S c h n i t z e r . 

20 A Good a f t e r n o o n . 

21 Q T h i s p a n e l t h a t makes t h e f i n a l v a l u a t i o n 

22 o f s t r a n d e d i n v e s t m e n t , can i t use any f o r e c a s t 

23 i n f o r m a t i o n , o r i s i t s o l e l y c o n s t r a i n e d t o h i s t o r i c 

24 t r a n s a c t i o n s ? 

25 A W e l l , I t h i n k , as Mr. M a r s h a l l t e s t i f i e d 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

2 1 

22 

23 

24 

25 

y e s t e r d a y , t h e p a n e l can l o o k a t whatever i t wants t o 

l o o k a t , but t h a t t h e i n t e n t would be t h a t i t would 

be g u i d e d by market e v i d e n c e , r a t h e r t h a n -- and 

g i v e s w e i g h t t o market e v i d e n c e , r a t h e r t h a n t o o t h e r 

t y p e s o f market p r i c e p r o j e c t i o n s . 

Q Wel1, t h a t i s not c l e a r i n y o u r t e s t imony 

on page 48, l i n e f i v e , where you d i s c u s s o b j e c t i v e 

e v i d e n c e . 

That i s why I asked t h e q u e s t i o n , Mr. 

Schni t zer. 

Are you now s a y i n g t h a t t h e p a n e l can 

s e l e c t any evidence t h a t i t so d e s i r e s i n making t h i s 

d e t e r m i n a t i o n ? 

A No. I don't t h i n k -- I don't t h i n k t h e r e 

i s any change i n my t e s t i m o n y . 

The p r o p o s a l , as h a n d l e d , would base i t s 

d e c i s i o n on marked e v i d e n c e . 

Q S o l e l y on o b j e c t i v e market evidence? 

A I b e l i e v e t h a t i s t h e p r o p o s a l , yes. 

Q Do you b e l i e v e t h a t , o r i s t h a t t h e 

p r o p o s a l ? 

A To the b e s t o f my knowledge, t h a t i s the 

p r o p o s a l . 

Q And how f a r back can t h e p a n e l go t o r e v i e w 

t h i s h i s t o r i c -- o r s t r i k e t h a t . 
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1 I s t h i s o b j e c t i v e e v i d e n c e h i s t o r i c 

2 e v i d e n c e o f market t r a n s a c t i o n s ? 

3 A W e l l / i t i s h a r d t o have e v i d e n c e o f market 

4 t r a n s a c t i o n s whi ch are y e t t o o c c u r , so I t h i n k t h a t 

5 i t would be based on a c t u a l consummated market 

6 t r a n s a c t i o n s . 

7 Q And how f a r back can you go f o r these 

8 h i s t o r i c t r a n s a c t i o n s ? 

9 MR. MOOT: Can I ask f o r a c l a r i f i c a t i o n , 

10 whether he i s t a l k i n g about t h e d a t e t h a t t h e 

11 t r a n s a c t i o n was s i g n e d , o r o f t h e t e r m t h a t t h e 

12 t r a n s a c t i o n was f o r when he says " h i s t o r i c " ? 

13 BY MR. ZIELONIS: 

14 Q How f a r back can you go, Mr. S c h n i t z e r , f o r 

15 t h e purposes o f l o o k i n g a t t h i s o b j e c t i v e market 

16 evidence? 

17 A W e l l , i f your q u e s t i o n i s d i r e c t e d a t the 

18 v i n t a g e o f t h e t r a n s a c t i o n , i t s e l f , i t seems t o me 

19 t h a t t h a t i s a judgment t o be made by t h e v a l u a t i o n 

20 e x p e r t s , b u t I would hope and expect t h a t t h e y would 

21 r e l y on what t h e y b e l i e v e t o be contemporaneous 

22 market t r a n s a c t i o n s t h a t were s t i l l r e l e v a n t and 

23 v a l i d f o r t h i s purpose. 

24 Q I s t h e r e a t i m e p e r i o d where o b j e c t i v e 

2 5 evidence becomes s t a l e ? 

HOLBERT ASSOCIATES 
(717) 540-9669 



489 

1 A There can be, yes. 

2 Q And would t h a t t y p e o f e v i d e n c e n ot be 

3 u t i l i z e d i n t h e v a l u a t i o n p e r f o r m e d by t h i s panel? 

4 A "That t y p e , " b e i n g t h a t w hich has become 

5 s t a l e ? 

6 A Yes. 

7 A I would hope t h a t t h e e x p e r t s would g i v e 

8 t h a t l i t t l e o r no we i g h t i f t h e y d e t e r m i n e t h a t i t 

9 becomes s t a l e , yes. 

10 Q And why s h o u l d t h e y do t h a t ? 

11 A Because t h e purpose o f t h i s v a l u a t i o n i s t o 

12 e s t a b l i s h t h e v a l u a t i o n as o f t h a t p o i n t i n 2003, not 

13 what i t might have been, had i t been done a t some 

14 e a r l i e r p o i n t . 

15 Q And on page 48, l i n e t w e l v e , where you 

16 i n d i c a t e t h a t t h e panel -- " I t i s a n t i c i p a t e d t h a t 

17 t h e pa n e l would use c u r r e n t best e s t i m a t e s , " by 

18 " e s t i m a t e s , " do you mean f o r e c a s t s ? 

19 A Yes. To the e x t e n t t h e y were r e q u i r e d f o r 

20 t h e pa n e l t o complete i t s work, yes. 

21 MR. ZIELONIS: Your Honor, t h a t ' s a l l t h e 

22 q u e s t i o n s I have f o r the w i t n e s s . 

23 JUDGE CORBETT: Okay. I don't see Mr. Barak 

24 i n t h e h e a r i n g room. 

25 The E n v i r o n m e n t a l i s t s a re up n e x t , so I am 
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1 g o i n g t o assume t h a t he has no c r o s s f o r t h i s 

2 w i t n e s s . 

3 Mr. Steward, you are up ne x t --

4 MR. STEWART: Thank you, Your Honor. 

5 JUDGE CORBETT: -- f o r MAPSA. 

6 CROSS EXAMINATION 

7 BY MR. STEWART: 

8 Q Good a f t e r n o o n , Mr. S c h n i t z e r . 

9 A G o o d a f t e r n o o n . 

10 Q I j u s t have a cou p l e o f q u e s t i o n s f o r you. 

11 A I have heard t h a t b e f o r e . 

12 Q I w i l l t r y t o be t r u e t o my word here. Do 

13 you agree t h a t y our t e s t i m o n y on - - y o u r r e b u t t a l 

14 t e s t i m o n y , I'm s o r r y , a t page 5 2, and c o n t i n u i n g onto 

15 page 53 g e n e r a l l y s e t s up a c o m p e t i t i v e s c e n a r i o , 

16 where s u p p l i e r s are competing a g a i n s t Duquesne i n i t s 

17 s u p p l i e r o f l a s t r e s o r t f u n c t i o n ? 

18 A I'm s o r r y . Those page r e f e r e n c e s a g a i n 

19 were page 5 2? 

20 Q R e b u t t a l t e s t i m o n y , page 52, over t o 53. 

21 A Okay. I f you c o u l d g i v e me a moment t o 

22 r e v i e w t h a t --

23 Q Sure. 

24 A I would a p p r e c i a t e i t . Thank you. 

2 5 I have r e v i e w e d t h a t s e c t i o n . I f I c o u l d 
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Q Sure. Do you agree t h a t y o u r t e s t i m o n y on 

t h o s e pages which I c i t e d e s s e n t i a l l y s e t up a 

c o m p e t i t i v e s c e n a r i o , where c o m p e t i t i v e s u p p l i e r s 

compete a g a i n s t Duquesne as s u p p l i e r o f l a s t r e s o r t , 

o r as t h e p r o v i d e r o f s e r v i c e s under t h e r a t e cap? 

A I guess I would d i s a g r e e w i t h t h e 

c h a r a c t e r i z a t i o n o f "set up." 

I t h i n k i t d e s c r i b e s t h e c h o i c e t h a t 

customers would fa c e between r a t e cap s e r v i c e on t h e 

one hand and c o m p e t i t i v e o f f i c e on t h e o t h e r . 

I don't t h i n k i t s e t s a n y t h i n g up. 

That's what would happen under t h e s t a t u t e , 

w h ich r e q u i r e s t h e company t o o f f e r t o a l l comers 

r a t e cap s e r v i c e and p r o v i d e s customers t h e c h o i c e t o 

choose those s u p p l i e r s i f t h e y would l i k e . 

That i s what happens when a l l customers 

have those c h o i c e s , and my t e s t i m o n y d e s c r i b e s t h a t . 

Q A l l r i g h t . F a i r enough. Are you aware of 

how l o n g Duquesne r e t a i n s the o b l i g a t i o n t o serve as 

s u p p l i e r o f l a s t r e s o r t under t h e s t a t u t e ? 

A W e l l , t h i s s e c t i o n doesn't r e l a t e t o a 

g e n e r i c s u p p l i e r o f l a s t r e s o r t o b i i g a t i o n . 

I t r e l a t e s t o the s u p p l i e r o f l a s t r e s o r t , 
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1 o r t h e r e s o r t s e r v i c e a t t h e p r i c e cap l e v e l s , and 

2 t h a t form o f o b l i g a t i o n , t o my u n d e r s t a n d i n g , w i l l 

3 c o n t i n u e t o be i n p l a c e so 1ong as t h e company i s 

4 r e c o v e r i n g s t r a n d e d c o s t s , e i t h e r CTC o r ITC, I guess 

5 are t h e terms used i n t h e s t a t u t e , and t h a t t h e 

6 n a t u r e o f t h e company's s u p p l y o b l i g a t i o n a f t e r t h a t 

7 t i m e i s t h e s u b j e c t f o r a n o t h e r day, b u t t h i s 

8 t e s t i m o n y speaks t o the r a t e cap p o r t i o n o f i t s 

9 o b i i g a t i o n , which w i l l go on o n l y so l o n g as s t r a n d e d 

10 c o s t c o l l e c t i o n i s t a k i n g p l a c e . 

11 Q I s i t Duquesne's p o s i t i o n t h a t t h e 

12 Commi ss i o n might not permi t i t t o f u l f i l l i t s d u t y o f 

13 s u p p l i e r o f l a s t r e s o r t o r as t h e r a t e cap s e r v i c e 

14 w i t h purchases o f energy, as opposed t o i t s own 

15 g e n e r a t i o n ? 

16 A No. I t h i n k t h a t t h e q u e s t i o n a r i s e s i n 

17 t h e c o n t e x t o f i f t h e company were t o have d i v e s t e d 

18 a l l o r s u b s t a n t i a l l y a l l o f i t s g e n e r a t i o n p r i o r t o 

19 t h e tim e t h a t t h i s p a r t i c u l a r r a t e cap o b l i g a t i o n had 

20 been e x t i n g u i s h e d , t h e q u e s t i o n a r i s e s as t o whether 

21 t h e Commission would be c o m f o r t a b l e w i t h t h a t , and 

2 2 what assurances, i f any. 

2 3 The Commi s s i o n might r e q u i r e t h a t t h e 

24 company had adequate r e s o u r c e s a v a i l a b l e t o i t , i f 

25 n o t owned, t o meet t h a t o b i i g a t i o n . 
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1 That's an unanswered q u e s t i o n , t o t h e best 

2 o f my knowledge. 

3 Q Do you b e l i e v e t h a t customers i n the 

4 c o m p e t i t i v e market f o r e l e c t r i c g e n e r a t i o n w i l l 

5 b e n e f i t by t h e f a c t t h a t s u p p l i e r s w i l l have t o 

6 s h o u l d e r some o f t h e r i s k o f market p r i c e changes? 

7 A I t h i n k t h a t , yes, I t h i n k t h a t 

8 p a r t i c u l a r l y when we get beyond t h e r a t e cap p e r i o d , 

9 where i n e f f e c t t h e customers a l r e a d y have been 

10 o f f e r e d a s e r v i c e o f r i s k management, a f i x e d p r i c e 

11 o p t i o n , b u t I t h i n k a t any t i m e t h e r e a f t e r t h a t t h a t 

12 i s one o f t h e v i r t u e s o f t h e m a r k e t p l a c e , t h a t r i s k 

13 w i l l be bought and s o l d , and d i f f e r e n t k i n d o f 

14 p r o d u c t s w i l l be developed where t h e r e i s a d i f f e r e n t 

15 s h a r i n g o f t h e r i s k between customers and s u p p l i e r s 

16 on a b a s i s which i s m u t u a l l y b e n e f i c i a l . 

17 Q Would you i n c l u d e Duquesne i n t h e group o f 

18 s u p p l i e r s t h a t w i l l bear t h a t r i s k i n t h e g e n e r a t i o n 

19 p r i c e f l u c t u a t i o n s ? 

20 A I'm not sure I u n d e r s t a n d t h e q u e s t i o n . 

21 A f t e r t h e p r i c e cap p e r i o d has ended, o r 

22 t h e r a t e cap p e r i o d has ended, i t i s not c l e a r 

2 3 whether Duquesne w i l l be i n t h e g e n e r a t i o n b u s i n e s s , 

24 b u t i f i t i s , i t w i l l be i n t h a t b u s i n e s s on an 

25 u n r e g u l a t e d b a s i s and w i l l be i n d i s t i n g u i s h a b l e from 
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1 any o t h e r c o m p e t i t i v e g e n e r a t i o n s u p p l i e r a t t h a t 

2 t ime. 

3 Q What about b e f o r e t h e r a t e cap i s ended? 

4 A W e l l , b e f o r e t h e r a t e cap i s ended, i n the 

5 absence o f d i v e s t i t u r e , t h e company has a d e f i n e d s e t 

6 o f r i s k s d i s c u s s e d a t l e n g t h by Mr. C l a y t o n as t o i t s 

7 a b i l i t y t o f u n d i t s o p e r a t i n g expenses, f u n d i t s 

8 amort i z a t i o n commi tment, and e a r n an a c c e p t a b l e 

9 r e t u r n on e q u i t y . 

10 To the e x t e n t t h a t i t i s r e l y i n g on 

11 w h o l e s a l e s a l e s t o p r o v i d e revenues t o meet t h a t 

12 o b l i g a t i o n , t h e n i t ' s a t r i s k f o r t h o s e . 

13 To the e x t e n t t h a t t h e u n a v a i l a b i l i t y of 

14 i t s g e n e r a t i n g p l a n t s r e q u i r e s i t t o purchase 

15 k i l o w a t t hours t h a t i t hasn't a n t i c i p a t e d , i t i s a t 

16 r i s k f o r a l l those t h i n g s under t h e terms o f t h e 

17 p r i c e cap, b u t not on t h e same b a s i s as an 

18 u n r e g u l a t e d s u p p l i e r p o s t t h e end o f t h e t r a n s i t i o n . 

19 Q Do you agree t h a t t h e C o m p e t i t i o n Act 

2 0 e n v i s i o n s compet i t i o n as t h e p r i m a r y means of 

21 c o n t r o l l i n g t h e p r i c e o f g e n e r a t i o n ? 

22 A Yes. 

23 Q Would you a l s o agree t h a t t h e r e i s a h i g h 

24 degree o f l i k e l i h o o d t h a t i f t h e c o m p e t i t i v e 

25 g e n e r a t i o n charge i n t h i s market p r i c e i s s e t t o o 
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1 low, t h a t i t would harm c o m p e t i t i o n ? 

2 A W e l l , here I t h i n k we need t o be perhaps a 

3 l i t t l e more s p e c i f i c between w h o l e s a l e and r e t a i l . 

4 I b e l i e v e I have s t a t e d i n my t e s t i m o n y 

5 t h a t a CGC which i s s e t a t t o o low a l e v e l w i l l not 

6 c r e a t e an o p p o r t u n i t y f o r a f a i r c h o i c e between 

7 Duquesne's d e f a u l t s e r v i c e and c o m p e t i t i v e s e r v i c e , 

8 and t h a t would be a bad t h i n g . 

9 The e x t e n t t o which t h a t w i l l f r u s t r a t e o r 

10 p o i s o n e f f e c t i v e c o m p e t i t i o n a t a w h o l e s a l e l e v e l i s 

11 a s e p a r a t e q u e s t i o n . 

12 Independent o f the CGC l e v e l under t h e r a t e 

13 cap and t h e a m o r t i z a t i o n commitment t h e company has 

14 proposed, i t has v e r y s t r o n g i n c e n t i v e s t o o p e r a t e 

15 i t s g e n e r a t i o n as c o m p e t i t i v e l y as i t can, you know, 

16 t o o p e r a t e i t when i t i s p r o f i t a b l e t o do so, t o shut 

17 i t down when i t i s not p r o f i t a b l e t o do so. 

18 Those p a r t i c u l a r c o m p e t i t i v e i n c e n t i v e s are 

19 n o t d i s t u r b e d by t h e CGC phenomenon t h a t you 

20 d e s c r i b e d , b u t the r e t a i l p i e c e o f i t would be. 

2 1 Q On Page 5 one o f your r e b u t t a l t e s t i m o n y , 

22 a t l i n e f i f t e e n , you s t a t e t h a t Duquesne's RFP may 

23 wel1 have been i n f l u e n c e d by the c u r r e n t market 

24 s t r u c t u r e . 

25 I s t h a t t r u e ? 
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1 A T h a t i s what t h e t e s t i m o n y says, yes. 

2 Q And my q u e s t i o n i s : Were you r e f e r r i n g 

3 t h e r e t o t h e w h o l e s a l e market s t r u c t u r e as i t e x i s t s 

4 today? 

5 A Yes. There were -- and I c o u l d n ' t remember 

6 e x a c t l y which p a r t i e s , but t h e r e were c o m p l a i n t s 

7 about the company's RFP p r o c e s s , t h a t somehow t h e 

8 r e s u l t s were not v a l i d , because t h e r e e x i s t s r a t e 

9 p a n c a k i n g , o r because we d o n 1 t know e x a c t l y how t h i s 

10 i s g o i n g t o work, o r t h a t i s g o i n g t o work, and my 

11 p o i n t here i s t h a t t h a t may w e l l be t h e case, but 

12 t h a t i s t h e w o r l d i n which the g e n e r a t i n g a s s e t s 

13 l i v e , and t h e i r v a l u e i s what i t i s i n t h e w o r l d i n 

14 which t h e y l i v e , and so t h a t was the sense o f what I 

15 was r e s p o n d i n g t o here, which are p r i n c i p a l l y 

16 w h o l e s a l e market s t r u c t u r e i s s u e s , b u t I b e l i e v e a l s o 

17 t h e u n c e r t a i n t y about o t h e r r e t a i l markets might open 

18 up was one o f the c o m p l a i n t s t h a t was r a i s e d i n t h i s 

19 r e g a r d , and I t h i n k a t l i n e s e i g h t e e n and n i n e t e e n , I 

20 r e f e r e n c e t h a t r e t a i l u n c e r t a i n t y i n a d d i t i o n t o 

21 these w h o l e s a l e i s s u e s t h a t we have j u s t been 

22 d i s c u s s i n g . 

23 Q I s i t t r u e t h a t Duquesne has s e t t h e CGC a t 

24 a p r i c e w h i c h Duquesne b e l i e v e s i t w i l l be a b l e t o 

25 s e l l any power t h a t i t c u r r e n t l y s e l l s a t r e t a i l , and 
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1 w hich i t may have t o d i s p o s e of e lsewhere due t o 

2 l o s i n g l o a d a t c o m p e t i t i o n ? 

3 A W e l l , Duquesne has n o t s e t a n y t h i n g y e t . 

4 I f we are t a l k i n g about i t s p r o p o s a l --

5 Q Yes. 

6 A t o s e t the CGC on an annual b a s i s u s i n g 

7 t h i s a u c t i o n u n t i l and u n i e s s an i n t e r e e d i n g i n d e x i s 

8 a v a i l a b l e , i f t h a t was t h e t h r u s t o f y o u r q u e s t i o n --

9 Q Yes. 

10 A -- t h e n I b e l i e v e the answer i s yes, t h a t 

11 i f a customer chooses an a l t e r n a t e s u p p l i e r , what 

12 Duquesne L i g h t has a v a i l a b l e t o i t as an o p t i o n i s 

13 e i t h e r t o purchase l e s s a t w h o l e s a l e o r t o s e l l more 

14 a t w h o l e s a l e . 

15 That's a l l the o p t i o n s i t has as a 

16 r e g u l a t e d u t i l i t y under t h i s p r i c e cap as I have 

17 t e s t i f i e d . 

18 I t i s n o t g o i n g t o spend any money 

19 m a r k e t i n g t h i s d e f a u l t s e r v i c e , so i t has no market 

20 expenses t h a t go away, o r a n y t h i n g o f t h a t c h a r a c t e r . 

21 A l l i t has i s more power a v a i l a b l e t h a n i t 

22 o t h e r w i s e would have, and we d e v a l u e t h a t power. 

23 Q Do you b e l i e v e t h a t Duquesne's p r o p o s a l 

24 would encourage c o m p e t i t i o n f o r l o a d i n g i n Duquesne's 

25 s e r v i c e t e r r i t o r y ? 
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1 A Yes, I do. 

2 Q How many s u p p l i e r s does Duquesne p r o j e c t 

3 are l i k e l y t o be a b l e t o compete i n i t s s e r v i c e 

5 A l a m n o t aware o f whether t h e r e i s a 

6 s p e c i f i c p r o j e c t i o n or n o t . 

7 I f t h e r e i s , i t i s some t h i n g t h a t I am not 

8 f a m i l i a r w i t h . 

9 MR. STEWART: I have n o t h i n g f u r t h e r . 

10 JUDGE CORBETT: Okay. Mr. Barak showed up i n 

11 t h e h e a r i n g room, so we w i l l t a k e Mr. Barak n e x t . 

12 MR. BARAK: Thank you, Your Honor. I am 

13 s o r r y . I was j u s t a c r o s s t h e h a l l . 

14 JUDGE CORBETT: A l l r i g h t . 

15 MR. BARAK: Thank you. 

16 CROSS EXAMINATION 

17 BY MR. BARAK: 

18 Q Good a f t e r n o o n , Mr. S c h n i t z e r . 

19 A Good a f t e r n o o n . 

20 Q I am A l a n Barak. I r e p r e s e n t t h e 

21 E n v i r o n m e n t a l i s t s. 

22 We co-sponsored Mr. Bie w a l d ' s t e s t imony. 

23 A Yes. 

24 Q I l i s t e n e d w i t h g r e a t i n t e r e s t t o your 

2 5 r e a c t i o n . 
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1 JUDGE CORBETT: I s t h a t l i k e a t e l e p r o m p t e r , 

2 Mr. Barak? 

3 MR. BARAK: Boy, do I w i s h . 

4 THE WITNESS: I would f e e l b e t t e r i f you s a i d 

5 you l i s t e n e d w i t h g r e a t a p p r o v a l my e a r l i e r remarks. 

6 BY MR. BARAK: 

7 Q P e r r y 1 and Beaver V a l l e y 2, i n your 

8 o p i n i o n , a re t h e y p r e s e n t l y e c o n o m i c a l l y u s e f u l ? 

9 A T h e o n l y way I know t o r e a s o n a b l y i n t e r p r e t 

10 t h a t quest i o n or m e a n i n g f u l l y i n t e r p r e t t h a t quest i o n 

11 i s t o ask, g i v e n t h a t t h e p l a n t s do e x i s t , on an 

12 economic b a s i s , does i t make sense t o c o n t i n u e t o 

13 o p e r a t e them or n o t , and t h e be s t t h a t I know, based 

14 on t h e a n a l y s i s t h a t I have seen, i s t h e answer t o 

15 t h a t q u e s t i o n i s yes, t h e c o n t i n u e d o p e r a t i o n o f 

16 these u n i t s i s economic. 

17 That i s t h e o n l y a r g u a b l e d e c i s i o n t h a t i s 

18 t h e r e t o be made w i t h r e s p e c t t o t h e d i s p o s i t i o n of 

19 these a s s e t s . 

20 Q From anyone's p o i n t o f view? I s t h a t t h e 

21 assumption t h a t we a t t a c h t o t h e answer t h a t i s from 

22 t h e Commission's p o i n t o f view, t h e customers' p o i n t 

23 o f view, o r the company's p o i n t o f view? 

24 A No. I'm not sure I know how t o answer t h a t 

25 q u e s t i o n , o t h e r t h a n when you use t h e words o f the 
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1 p l a n t ' s economics, t h e o n l y m e a n i n g f u l d e f i n i t i o n I 

2 can a s c r i b e t o the use o f t h a t word i s , i t makes 

3 sense t o c o n t i n u e t o o p e r a t e them o r n o t , and on t h a t 

4 b a s i s , e v e r y t h i n g I have seen suggests t h e answer i s 

5 ye s . 

6 Q D o e s i t make sense t o whom? That was what 

7 I meant by my l a s t q u e s t i o n . 

8 A I'm s o r r y . Does i t make sense t o anyone 

9 who was concerned w i t h m i n i m i z a t i o n o f t o t a l c o s t s 

10 not y e t sunk? 

11 Q Does t h a t i n c l u d e a customer o f Duquesne 

12 L i g h t Company? 

13 A I haven't i n t e r v i e w e d a l l o f them, but i t 

14 c e r t a i n l y s h o u l d . 

15 Yes. I t h i n k we a l l s h o u l d have an 

16 i n t e r e s t i n d e c i s i o n s b e i n g made which m i n i m i z e t h e 

17 c o s t s t h a t are i n c u r r e d t o p r o v i d e e l e c t r i c s e r v i c e 

18 t h a t are not y e t sunk o r committed. 

19 Q Your answer t o t h a t q u e s t i o n o f mine about 

20 e c o n o m i c a l l y u s e f u l , t h a t i s an answer t h a t i s 

21 p r e d i c a t e d on examini n g " t o go" c o s t s o n l y ? I s t h a t 

22 c o r r e c t ? 

23 A A v o i d a b l e " t o go" c o s t s i s what I d e s c r i b e d 

24 as t h e p r o p e r c o n t e x t f o r making t h a t d e t e r m i n a t i o n , 

25 yes. 
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1 Q And the Duquesne r a t e s p r e s e n t l y i n e f f e c t , 

2 do t h e y i n c l u d e any o f t h e sunk c o s t s f o r e i t h e r of 

3 thos e two u n i t s ? 

4 A Yes, t h e y do. 

5 Q W o u l d y o u agree t h a t t h e r a t e s p r e s e n t l y i n 

6 e f f e c t , t h a t t h e customers pay i n c l u d e a r e t u r n o f 

7 and a r e t u r n on sunk c o s t s f o r t h o s e two u n i t s ? 

8 A W e l l --

9 Q Excuse me. Could you answer yes o r no, and 

10 t h e n e x p l a i n ? 

11 A The answer i s d i f f e r e n t w i t h r e s p e c t t o t h e 

12 two u n i t s . 

13 W i t h r e s p e c t t o P e r r y , t h e answer i s yes. 

14 W i t h r e s p e c t t o the l e a s e d p o r t i o n o f 

15 Beaver V a l l e y 2, t h e r e i s no r e t u r n on t h e Duquesne's 

16 e a r n i n g s on those l e a s e payments, r e c o v e r y o f t h e 

17 l e a s e payments. 

18 Q And the l e a s e payments are c a l c u l a t e d t o 

19 p r o v i d e an e f f e c t i v e r e t u r n on and r e t u r n o f sunk 

2 0 i n v e s t m e n t s ? 

21 I s t h a t c o r r e c t ? 

22 A The l e a s e payments are what t h e -- l e t ' s 

23 not g e t t h e l e s s o r and l e s s e e c o n f u s e d , b u t what t h e 

24 people on t h e o t h e r end o f t h e l e a s e r e q u i r e f o r --

25 f o r h a v i n g p r o v i d e d t he funds when t h e y purchased t h e 
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1 p o r t i o n o f the a s s e t s o f t h e l e a s e d t h i n g s . 

2 I don't b e l i e v e t h e y were c a l i b r a t e d on any 

3 b a s i s as we would t y p i c a l l y t h i n k o f i t . 

4 On a c o s t o f s e r v i c e p e r s p e c t i v e , t h e y were 

5 a commercial s e t o f terms t h a t were agreed t o by the 

6 p a r t i e s . 

7 Q And t h a t s a l e and l e a s e back arrangement 

8 i n v o l v e d t h e p a r t y t o whom Duquesne makes t h e lea s e 

9 payments on t h e f a c i l i t y ? 

10 I s t h a t r i g h t ? 

11 A That•s c o r r e c t . 

12 Q And t h e r e b y t y i n g up c a p i t a l i n t h e 

13 ownership o f a f a c i l i t y , c o r r e c t --

14 A That 1s c o r r e c t . 

15 Q -- c a p i t a l t h a t c o u l d earn a r e t u r n on 

16 somewhere e l s e , c o r r e c t ? 

17 A I presume t h a t those i n v e s t o r s b e l i e v e t h a t 

18 c a p i t a l has an o p p o r t u n i t y c o s t , yes. 

19 Q And c a p i t a l t h a t c o u l d earn a r e t u r n on 

20 somewhere e l s e , c o r r e c t ? 

21 A The o p p o r t u n i t y c o s t a p p l i e s t o b o t h , yes. 

22 My p o i n t was j u s t t h a t Duquesne L i g h t was 

23 not g e t t i n g any r e t u r n on i t s l e a s e payments. 

24 That's 

25 Q From t h e customers' p o i n t o f view, w i t h t h e 
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1 p r o v i s o i n your l a s t few answers, t h a t " t o go" c o s t 

2 a n a l y s i s f o r d e t e r m i n i n g e c o n o m i c a l l y u s e f u l o r not 

3 r e s t s on a f o u n d a t i o n o f the customers' a l r e a d y 

4 p a y i n g t he r e t u r n on o r r e t u r n o f sunk c o s t s f o r 

5 P e r r y 1, c o r r e c t ? 

6 A No, and I need t o c o r r e c t t he q u e s t i o n . 

7 You d i d n ' t use t h e word " a v o i d a b l e " b e f o r e 

8 " t o go" c o s t s i n your quest i o n , and so my answer i s 

9 g o i n g t o be c o n d i t i o n e d on a v o i d a b l e " t o go" c o s t s 

10 b e i n g a more p r o p e r c h a r a c t e r i z a t i o n o f what I s a i d , 

11 and i t doesn't r e l y on t h a t f o u n d a t i o n a t a l l . 

12 Sunk c o s t s are sunk, and t h e r e may o r may 

13 not be a d i s p u t e about who ought t o pay f o r them. 

14 The company w i l l have i t s l e g a l p o s i t i o n 

15 about, you know, what i t means t o a l r e a d y have thos e 

16 be f o u n d p r u d e n t and t o be i n c l u d e d i n j u s t and 

17 r e a s o n a b l e r a t e s , and somebody e l s e can have a 

18 d i f f e r e n t p r o p o s i t i o n , b u t from an economic 

19 p e r s p e c t i v e , independent o f how t h a t l e g a l i s s u e , 

20 l e g a l and p o l i c y i s s u e g e t s d e c i d e d , t h e economic 

21 q u e s t i o n t o m i n i m i z e t he c o s t s n o t y e t sunk o f 

2 2 p r o v i d i n g e l e c t r i c s e r v i c e i s p r e c i s e l y t h e one I 

23 a r t i c u l a t e d . 

24 I t d o e s n ' t r e s t o n any p a r t i c u l a r 

2 5 f o u n d a t i o n o f the d i s p o s i t i o n o f sunk c o s t s . 

HOLBERT ASSOCIATES 
(717) 540-9669 



504 

1 Q I s s t r a n d e d c o s t r e c o v e r y about sunk c o s t 

2 o r " t o go" cost? 

3 A Strand e d c o s t r e c o v e r y i s about sunk c o s t s . 

4 Q And i f the company r e c e i v e s i n one form or 

5 a n o t h e r an o r d e r f r o m t h i s Commission a u t h o r i z i n g t h e 

6 c o l l e c t i o n o f s t r a n d e d c o s t s t h r o u g h t h e CTC, do you 

7 a n t i c i p a t e t h a t some p o r t i o n o f t h e revenues p a i d by 

8 customers t o the company w i l l r e f l e c t r e t u r n o f 

9 and/or r e t u r n on sunk c o s t s i n P e r r y 1? 

10 A I f y o u a r e a s k i n g whether sunk c o s t s a t 

11 P e r r y 1 r e p r e s e n t a p o r t i o n o f t h e company's s t randed 

12 c o s t s c l a i m , t h e answer i s yes. 

13 Q How about sunk c o s t s r e f l e c t e d t h r o u g h t h e 

14 d e v i c e o f t h e le a s e payments o f Beaver V a l l e y 2? 

15 A Yes, a l s o . 

16 Q You mentioned i n your d i s c u s s i o n o f Mr. 

17 B i e w a l d 1 s s u r - r e b u t t a l t h e Ohio Edison PEPCO Power 

18 s a l e . 

19 Do you r e c a l l t h a t ? 

20 A I do. 

2 1 Q Were you i n v o I v e d i n n e g o t i a t i n g t h e terms 

22 f o r t h a t s a l e ? 

23 A I was not i n v o l v e d i n t h e n e g o t i a t i o n o f 

24 t h a t c o n t r a c t . 

2 5 I was i n v o l v e d p r i o r t o t h e e x e c u t i o n of 
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1 t h a t c o n t r a c t i n some o f t h e p l a n n i n g t h a t l e d up t o 

2 t h a t t r a n s a c t i o n . 

3 Q I r e c a l l d u r i n g your o r a l r e j o i n d e r your 

4 t e l l i n g us about a co u p l e o f a s s e t s a l e s up i n the 

5 n o r t h e a s t , and how -- i f I mis p a r a p h r a s e you, p l e a s e 

6 c o r r e c t me - - and how i t was i m p o r t a n t t o l o o k a t a l l 

7 o f t h e f a c t o r s and p r o v i s i o n s o f t h i s s a l e , n ot j u s t 

8 one p a r t i c u l a r t e r m . 

9 Do you r e c a l l g e n e r a l l y t h a t t e s t i m o n y ? 

10 A I don't r e c o l l e c t i t i n t h e way you 

11 summarized i t . 

12 I t h i n k l s a i d t h a t w e had t o make sure 

13 t h a t those t r a n s a c t i o n s were comparable w i t h r e s p e c t 

14 t o t h e u n d e r l y i n g market and comparable w i t h r e s p e c t 

15 t o t h e a s s e t s under c o n s i d e r a t i o n . 

16 That i s what I remember t e s t i f y i n g about. 

17 Q And your way o f s e a r c h i n g f o r c o m p a r a b i l i t y 

18 i s t o l o o k a t a l l t h e terms o f any p a r t i c u l a r deal? 

19 I s t h a t r i g h t ? 

20 A A l l o f t h e o n e s - - i n t h e c o n t e x t o f my 

21 t e s t i m o n y e a r l i e r , a l l o f the terms t h a t are r e l e v a n t 

22 t o e s t a b l i s h t h e c o m p a r a b i l i t y o f t h e market and the 

23 c o m p a r a b i l i t y of t h e a s s e t s . 

24 That doesn't n e c e s s a r i l y mean each and 

25 e v e r y term, j u s t t h e ones r e l e v a n t t o t h e 
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1 d e t e r m i n a t i o n . 

2 Q You have t o l o o k a t a l l t h e terms t o 

3 d e t e r m i n e which you t h i n k a re r e l e v a n t , r i g h t ? 

4 A I don't need t o . I don't mean t o defense 

5 he r e , b u t I t h i n k I c o u l d know, w i t h o u t 1 o o k i n g a t 

6 t h e document, t h a t who was p a y i n g t h e FERC f i l i n g f e e 

7 was n o t r e l e v a n t t o t h e c o m p a r a b i l i t y , f o r 

8 i n s t a n c e - -

9 Q I hear you. 

10 A -- t h i n g s o f t h a t n a t u r e , so you are t h e 

11 one u s i n g t h e word " a l l , " and I c a n ' t accept t h e word 

12 " a l l , " because I don't t h i n k i t i s r i g h t . 

13 I am n o t t r y i n g t o be d i f f i c u l t . 

14 Q And I u n d e r s t a n d , b u t you do have t o 

15 examine t h e terms t o make a judgment as t o which are 

16 r e l e v a n t f o r your c o m p a r a b i 1 i t y j udgment, c o r r e c t ? 

17 A There are c e r t a i n l y many terms t h a t one 

18 would want t o examine t o make t h a t judgment. 

19 Q And those -- and I don't t h i n k we are 

2 0 d i s a g r e e i n g here. 

21 I t i s j u s t t h a t t h a t group o f - - quote - -

22 " r e l e v a n t " -- unquote -- terms may be a subset o f 

23 some l a r g e r group t h a t you w i l l examine? I s t h a t 

24 r i g h t ? 

25 A I t c o u l d be. 
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1 Q And what you d i d when you examined t h e 

2 terms of t h o s e two N o r t h e a s t a s s e t s a l e s i s , you 

3 l o o k e d a t a number of terms f o r each, and t h e n you 

4 made a j udgment as t o r e l e v a n c e , and came t o your 

5 c o n c l u s i o n on c o m p a r a b i 1 i t y , c o r r e c t ? 

6 A Yes. I would perhaps s u b s t i t u t e t h e word 

7 " c h a r a c t e r i s t i c s " f o r t h e word "terms," which you 

8 used. 

9 I don't know t h a t t h e y were -- a l l the 

10 f a c t o r s t h a t were l i s t e d were n o t terms of any 

11 p a r t i c u l a r arrangement. 

12 They were c h a r a c t e r i s t i c s o f t h e u n d e r l y i n g 

13 market, and the " a s s e t s " would be perhaps a b e t t e r 

14 c h o i c e o f words. 

15 Q You d i d n ' t p r e s e n t t o us e a r l i e r t o d a y a 

16 s i m i l a r a n a l y s i s f o r t h e Ohio Edison PEPCO deal? I s 

17 t h a t r i g h t ? 

18 You p r e s e n t e d t o us y o u r c o n c l u s i o n ? 

19 A Yes, t h a t t h a t t r a n s a c t i o n r e p r e s e n t s an 

20 arm's l e n g t h t r a n s a c t i o n a t about t h e t i m e these 

21 p l a n t s went i n t o s e r v i c e and had an extended, t o my 

22 r e c o l l e c t i o n -- i t ' s been some t i m e s i n c e I l o o k e d a t 

23 t h e d e t a i l s , but t h a t t r a n s a c t i o n extended t h r o u g h 

24 t h e l a t e '90s, w i t h some c a n c e l l a t i o n o p t i o n s or 

25 c a p a c i t y r e d u c t i o n o p t i o n s t r i g g e r e d about now, but 
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1 t h a t i t was a t r a n s a c t i o n which c o v e r e d a p o r t i o n o f 

2 t h e p e r i o d t h a t Mr. B i e w a l d was l o o k i n g a t , and t h a t 

3 r e f l e c t e d somebody 1s market p r i c e e x p e c t a t i o n s , a t 

4 l e a s t two p a r t i e s a t about t h e t i m e t h a t he was 

5 s t a r t i n g h i s a n a l y s i s , and t h a t i t was a r e l e v a n t 

6 d a t a p o i n t , and t h a t i t was v e r y d i f f e r e n t t h a n t h e 

7 market p r i c e assumptions o r t h e v a l u e o f o u t p u t 

8 assumptions t h a t were r e f l e c t e d i n h i s a n a l y s i s . 

9 Q To d e t e r m i n e whether i t was comparable, i n 

10 t h e sense you used " c o m p a r a b i l i t y " e a r l i e r t o d a y i n 

11 your o r a l r e j o i n d e r , one would have t o examine t h e 

12 quote -- " r e l e v a n t " -- unquote c h a r a c t e r i s t i c s o r 

13 terms o f t h a t agreement, r i g h t ? 

14 A Sure, and I - - you know, when I s a i d a few 

15 moments ago t h a t I d i d n ' t p a r t i c i p a t e i n the 

16 n e g o t i a t i o n o f t h a t agreement, I hope I d i d n ' t i m p l y 

17 t h a t I was u n f a m i l i a r w i t h t h a t agreement, because I 

18 c e r t a i n l y d i d n ' t mean t o do t h a t . 

19 Q There were l i t e r a l l y dozens o f s h o r t and 

2 0 1ong term power d e a l s i n t h a t t e n - y e a r p e r i o d 

21 i n v o l v i n g ECAR companies s e l l i n g c a p a c i t y and energy 

22 t o o t h e r f i r m s ? 

23 I s t h a t r i g h t ? 

2 4 A I t h i n k t h e do zens p a r t o f i t would r e q u i re 

25 t h e s h o r t t e r m p i e c e o f yo u r s t a t e m e n t . 
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1 I f w e a r e l o o k i n g a t l o n g e r t e r m , t h e 

2 dozens -- o n l y t h e dozens would p r o b a b l y not a p p l y . 

3 Q You would not t e s t a v o i d e d c o s t a g a i n s t 

4 P e r r y 1 and Beaver V a l l e y , because thos e were base 

5 l o a d f a c i l i t i e s ? I s t h a t why you chose a 1ong- ter m 

6 deal? 

7 A I'm s o r r y . I am not c a t c h i n g your 

8 q u e s t i o n . 

9 Q I w i l l r e p h r a s e t h e q u e s t i o n . Beaver 

10 V a l l e y 2, P e r r y 1, t h e y were b u i l t as base l o a d 

11 f a c i l i t i e s , c o r r e c t ? 

12 A They were. 

13 Q And your " t o go" view o f those f a c i l i t i e s 

14 l o o k s f o r comparable arrangements f o r base l o a d 

15 power, as opposed t o i n t e r m e d i a t e o r p e a k i n g power? 

16 I s t h a t r i g h t ? 

17 A Yes. I f you want t o g e t some i n d i c i a o f 

18 t he v a l u e t h a t those u n i t s can produce, you would 

19 want something t h a t would measure an i n d i c i a v a l u e , 

2 0 base l o a d power - - t h e r e i s no quest i o n about t h a t -

21 and PEPCO i s one such. The Duquesne GPU t r a n s a c t i o n 

2 2 t h a t I ment i o n e d t h i s morning i s a n o t h e r such base 

2 3 l o a d t r a n s a c t i o n . 

24 Yes, you would want t o make sure i t had 

25 base l o a d c h a r a c t e r i s t i c s . 
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1 Q And i s i t i m p l i c i t , i n your j udgment, t h a t 

2 you l o o k a t a s u r r o g a t e f o r base l o a d power, o r base 

3 l o a d power i s t h a t t h e r e q u i r e m e n t s f o r t h e company 

4 d u r i n g t h e t e n - y e a r p e r i o d were f o r s i m i l a r l y s i z e d 

5 base l o a d f a c i l i t i e s ? 

6 A No. That d i d n ' t f a c t o r i n t o my e a r l i e r 

7 d i s c u s s i o n a t a l l . 

8 Q Wel1, i n f a c t o r i n g t h a t p e r i o d , t h e company 

9 c o u l d w e l l have met i t s r e q u i r e m e n t s a t any 

10 p a r t i c u l a r t i m e by g o i n g t o s h o r t t e r m o r even spot 

11 market arrangement s, c o r r e c t ? 

12 A Y e s , b u t t h a t i s not r e l e v a n t t o t h e 

13 a n a l y s i s t h a t I am d e s c r i b i n g o r t h a t Mr. B i e w a l d 

14 s h o u l d have u n d e r t a k e n . 

15 I f the q u e s t i o n i s , what i s t h e v a l u e o f 

16 t h e o u t p u t o f those f a c i l i t i e s i n comparison t o i t s 

17 c o s t , t h e n one has t o has t o f i n d an e s t i m a t e o f 

18 t h e v a l u e o f the o u t p u t . 

19 Those f a c i l i t i e s don't r u n j u s t f o r a year, 

20 and t h e y are capable o f r u n n i n g l o n g i n t o t h e f u t u r e , 

21 so you need an i n d i c i a o f v a l u e t h a t ' s beyond 1987 o r 

22 1988. 

23 You need some l o n g e r t e r m p r o j e c t i o n o f 

2 4 what those market p r i c e e x p e c t a t i o n s o r v a l u e 

2 5 expec t a t i o n s would be, and t h a t i s t h e r e l e v a n t way 
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1 t o assess t h e economics of those a s s e t s , as opposed 

2 t o , what d i d Duquesne L i g h t need, and what i t might 

3 have done a t t h a t p e r i o d o f t i m e . 

4 The q u e s t i o n i s : What i s t h e o u t p u t o f 

5 those u n i t s v a l u e d a t p r o p e r l y , and what are t h e 

6 a v o i d a b l e c o s t s o f p r o d u c i n g t h a t o u t p u t ? 

7 Q I s t h a t a l s o t h e a n a l y s i s t h a t t he 

8 Commission s h o u l d a p p l y t o the s t r a n d e d a s s e t c l a i m 

9 i n t h i s case, t h a t i s , when we l o o k f o r w a r d i n t i m e , 

10 we l o o k not merely t o t e m p o r a r y o r spot o r v e r y s h o r t 

11 t e r m market p r i c e s , b u t we l o o k f o r t h e p r i c e s t h a t 

12 are t h e s u r r o g a t e f o r b u i l d i n g f a c i l i t i e s t h a t serve 

13 t h e same f u n c t i o n as the f a c i l i t i e s t h a t t h e company 

14 i s c l a i m i n g are s t r a n d e d assets? 

15 A No. I t h i n k t h a t t h e e i t h e r / o r t h a t you 

16 j u s t posed i s not a t a l l a c o l l e c t i v e l y e x h a u s t i v e 

17 s e t o f c h o i c e s . 

18 I don't t h i n k we s h o u l d l o o k j u s t a t s h o r t 

19 term, and I d o n 1 t t h i n k t h a t t h e company has proposed 

20 t h a t we l o o k j u s t a t s h o r t t e r m . 

21 The company has s a i d t h a t we s h o u l d l o o k a t 

22 market based data over the r e l e v a n t t i m e p e r i o d f o r 

23 the o u t p u t o f t h e s e u n i t s , and which happens t o be 

2 4 more s h o r t term, b u t whether t h a t happens t o be the 

25 c o s t o f t h e new f a c i l i t y i s something t h a t t h e market 
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1 has t o t e l l us. 

2 I t i s what t he market v a l u e o f t h a t o u t p u t 

3 i s , o r t h e market v a l u e o f the a s s e t s , and we 

4 s h o u l d n 1 t presume t h a t t h a t i s m a g i c a l l y l o n g r u n 

5 m a r g i n a l c o s t as o f t h i s moment o r t h e n e x t moment or 

6 whatever. 

7 We s h o u l d f i n d o ut from t h e market how i t 

8 would v a l u e t h e a s s e t s . 

9 Q So you are s u g g e s t i n g t h a t t h e market 

10 t e s t s , t h e customers -- excuse me. L e t me re p h r a s e 

11 t h a t . 

12 S o y o u a r e suggest i n g t h a t t h e customer 

13 l o o k t o t h e market f o r p r i c i n g o f i t s r e q u i r e m e n t s 

14 f o r t h e s t r a n d e d a s s e t a n a l y s i s , b u t when we l o o k a t 

15 t h e h i s t o r y o f one o f one p a i r o f t h e s e a s s e t s , we 

16 l o o k not t o the market i n any p a r t i c u l a r t i m e , but we 

17 l o o k t o much l o n g e r t e r m r e l a t i o n s h i p s i n v i t i n g the 

18 -- embodying t h e i n v e s t m e n t s i n t h e f a c i l i t i e s ? I s 

19 t h a t r i g h t ? 

2 0 A No. That i s not what I have s a i d on e i t h e r 

21 c o u n t . 

22 Q The Duquesne s a l e , t h e GPU you mentioned 

23 e a r l i e r t o d a y --

24 A Yes. 

2 5 Q - - you weren't s u g g e s t i n g t h a t was 
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1 consummated, were you? 

2 A The commerc i a l terms between Duque sne and 

3 GPU were agreed t o on a t l e a s t two s e p a r a t e 

4 occas i o n s . 

5 The u l t i m a t e t r a n s a c t i o n d i d n o t go 

6 f o r w a r d , b u t i t was a f u l l y negot i a t e d d e a l a t two 

7 p o i n t s i n t i m e , and r e l e v a n t t o market p r i c e 

8 e x p e c t a t i o n s a t those t i m e s . 

9 Q D i d power and money ever become exchanged 

10 between thos e two p l a n t s ? 

11 A No, t h e y d i d n o t . 

12 Q And the New J e r s e y Board, you r e c a l l , 

13 r e f u s e d t o approve t he d e a l f r o m Met Ed's s i d e o f i t , 

14 because i t was an uneconomic t r a n s a c t ion? 

15 A A c t u a l l y , I t h i n k i t was New J e r s e y 

16 C e n t r a l ' s s i d e o f i t . 

17 Q You are q u i t e r i g h t , b u t w i t h t h a t 

18 c o r r e c t i o n , do you r e c a l l -- agree w i t h t h e 

19 s t a t e m e n t ? 

20 A I don't r e c a l l t h e e x a c t reasons why t h e 

21 BPU i n New J e r s e y d i d not approve t h e t r a n s a c t i o n , 

22 b ut i t d i d n o t approve t h e t r a n s a c t i o n . 

2 3 Q And were you p a r t o f t h e negot i a t i o n o f 

24 t h a t deal? 

25 A I am f a m i l i a r w i t h t h e terms o f t h a t d e a l . 
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1 I was not i n v o l v e d f i r s t hand i n t h e n e g o t i a t i o n s 

2 w i t h GPU. 

3 Q You p r e s e n t e d us e a r l i e r t o d a y w i t h your 

4 c o n c l u s i o n as t o t h e c o m p a r a b i 1 i t y o f t h e r e l e v a n t 

5 terms o f t h a t d e a l w i t h Mr. Biewald's a n a l y s i s ? I s 

6 t h a t r i g h t ? 

7 A I p r e s e n t e d my c o n c l u s i o n s about t h a t b e i n g 

8 a r e l e v a n t d a t a p o i n t about v a l u e e x p e c t a t i o n s f o r 

9 base l o a d power a t those p o i n t s i n t i m e , yes. 

10 Q You d i d n ' t examine c a p a c i t y f a c t o r s when 

11 you l o o k e d a t Mr. Biewald's t e s t i m o n y ? I s t h a t 

12 r i g h t ? 

13 A I'm s o r r y . I don't u n d e r s t a n d t h e 

14 q u e s t i o n . 

15 Q W e l l , Mr. Biewald's s u r - r e b u t t a l t e s t i m o n y 

16 d i s c u s s e d h i s assumptions? 

17 A Yes, i t d i d . 

18 Q Yes. And one o f h i s assumptions were f o r 

19 c a p a c i t y f a c t o r s ? 

20 A Y e s , t h e y were. 

21 Q D i d you make a j udgment as t o whether t h e 

22 c a p a c i t y f a c t o r s he s e l e c t e d were c o r r e c t o r not? 

23 A I d i d n ' t . My c r i t i c i s m s o f h i s a n a l y s i s 

2 4 d i d n ' t r e q u i r e me t o respond a t t h a t l e v e l o f d e t a i l . 

25 Q I can p r o b a b l y s h o r t e n t h i s , t h e n . Your 
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1 a n a l y s i s o f Mr. Biewald's p r e s e n t a t i o n was 

2 m e t h o d o l o g i c a l ? 

3 You d i d not l o o k a t and make a j udgement as 

4 t o t h e assumptions and t h e i r v a l u e s t h a t he i n c l u d e d 

5 i n h i s a n a l y s i s ? 

6 I s t h a t r i g h t ? 

7 A That 1s c o r r e c t . I don't have s p e c i f i c 

8 c r i t i c i s m s about t h e numbers t h a t he used f o r 

9 o p e r a t i n g c o s t s beyond t h e f a c t t h a t he d i d n ' t f o c u s 

10 on a v o i d a b l e o p e r a t i n g c o s t s and e x c l u d e some c o s t s , 

11 and I don't have s p e c i f i c c r i t i c i s m s o f h i s market 

12 p r i c e o r v a l u e f i g u r e s , o t h e r t h a n t h a t t h e y d i d not 

13 r e f l e c t contemporaneous e s t i m a t e s a l o n g t h e way of 

14 what those v a l u e s a r e , b u t r a t h e r w i t h r e s p e c t t o t h e 

15 h i s t o r i c a l p a r t o f h i s a n a l y s i s , t h e y r e p r e s e n t a 

16 h i n d s i g h t v i e w o f where we s t a n d now, what t h e power 

17 might have been w o r t h , as opposed t o t h e n what t h e 

18 people t h o u g h t t h e power would be w o r t h . 

19 Q Thank you. 

20 MR. BARAK: That's a l l I have, Your Honor. 

21 JUDGE CORBETT: Okay. Mr. C l e a r f i e l d . 

22 MR. CLEARFIELD: Thank you, Your Honor. 

23 CROSS EXAMINATION 

24 BY MR. CLEARFIELD: 

2 5 Q I have a h a n d f u l o f que s t i o n s , cons i d e r i n g 
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1 t he l a t e n e s s o f the hour. 

2 Good a f t e r n o o n . 

3 A Good a f t e r n o o n . 

4 Q I w a n t e d t o make sure i t w a s n 1 t e v e n i n g . 

5 A I b e l i e v e i t i s s t i l l a f t e r n o o n . 

6 Q Let 1 s go t h r o u g h t h i s q u i c k l y . The market 

7 p r i c e c a l c u l a t i o n s t h a t are shown i n DJC 20 -- you 

8 n o t i c e I d i d n ' t ask p e r m i s s i o n . 

9 MS. MELLILO: 20? 

10 Q I wanted t o c l a r i f y , Mr. S c h n i t z e r -- you 

11 may n o t need t o l o o k a t them s p e c i f i c a l l y . 

12 A Do you have a s p e c i f i c page o f DJC 20 t o 

13 l o o k at? 

14 Q W e l l , f o r example. Page 3. 

15 A Yes, s i r . 

16 Q Those were a c t u a l l y w h o l e s a l e market p r i c e 

17 f o r g e n e r a t i o n ? 

18 Would t h a t be f a i r t o say? 

19 A Yes. I t h i n k t h a t ' s -- t h a t ' s a f a i r 

20 c h a r a c t e r i z a t i o n o f those p r i c e s . 

21 Q And i f one were t o -- one would have t o 

22 make a d j u s t m e n t s o r add-ons t o account f o r d e l i v e r y 

23 c o s t s , i f you w i l l , i f you use a g e n e r a l t e r m i f you 

24 want t o d e t e r m i n e t h e d e l i v e r e d c o s t o f power t h a t , 

2 5 f o r example, a s u p p l i e r would i n c u r i f i t i n f a c t 
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1 c o u l d purchase t h e power o r d i d purchase t h e power a t 

2 these l e v e l s ? 

3 I s t h a t r i g h t ? 

4 A I f t h e purpose o f t h a t c a l c u l a t i o n was t o 

5 c a l c u l a t e t h e c o s t t h e s u p p l i e r would i n c u r o f 

6 g e t t i n g t h e power t o a p a r t i c u l a r p l a c e , t h e n yes - -

7 Q Yes. 

8 A - - f o r t h a t purpose, one would want t o 

9 i n c l u d e those c o s t s . 

10 Q And those c o s t s would i n c l u d e such t h i n g s 

11 as d i s t r i b u t i o n l i n e l o s s e s f o r one example? 

12 A Yes, t h e y would. 

13 Q Gross r e c e i p t s t a x would be a n o t h e r , i f you 

14 know? 

15 A I t m i g h t . I t h i n k t h e y would i n 

16 P e n n s y l v a n i a , yes. 

17 Q Do I i n f e r c o r r e c t l y f r o m t h a t l a s t answer 

18 t h a t you have not made such a c a l c u l a t i o n t o 

19 d e t e r m i n e what t h e d e l i v e r e d c o s t o f power a s s o c i a t e d 

20 w i t h these market p r i c e s would be f o r Duquesne L i g h t 

21 Company? 

22 A I haven't made an e x p l i c i t a n a l y s i s . I am 

23 aware t h a t Mr. L a h t i n e n has done some c a l c u l a t i o n s 

24 and sponsors t h e company's p r o p o s a l s w i t h r e s p e c t t o 

2 5 how, i n a d d i t i o n t o t h e CTC r e t a i l l o s s e s , a n c i l l a r y 
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1 s e r v i c e s , and some o f those o t h e r c o s t s o f g e t t i n g 

2 power t o t h e customers' meters are ha n d l e d i n some 

3 manner back out o f t h e r e t a i l t a r i f f i n a f a s h i o n 

4 t h a t p r o v i d e s an e f f e c t i v e c r e d i t f o r thos e c o s t s as 

5 w e l l on t o p o f t h i s w h o l e s a l e CGC. 

6 Q I n a n s w e r t o your que s t i o n f r om, I b e l i e v e , 

7 Mr. Steward you s a i d t h a t i f t h e CGC i s s e t a t t o o 

8 low a l e v e l , i t would f r u s t r a t e c o m p e t i t i o n , and I 

9 b e l i e v e you s a i d t h a t would be bad, and I am j u s t 

10 p a r a p h r a s i n g . 

11 Do you remember t h a t answer? 

12 A F r u s t r a t e c o m p e t i t i o n a t r e t a i l , yes. 

13 Q At r e t a i l , yes, t h a t ' s c o r r e c t . 

14 A Yes. 

15 Q Thank you. Now, when you used t he term a t 

16 "too low a l e v e l , " by t h a t , d i d you mean t h a t t h e CGC 

17 would be s e t a t a l e v e l which t u r n e d o u t t o be lo w e r 

18 t h a n t h e c o s t a t which s u p p l i e r s had t o -- the c o s t 

19 t h a t s u p p l i e r s had t o pay t o d e l i v e r power t o 

20 customers a t r e t a i l ? 

21 A W e l l , I was - - my comment s were d i r e c t e d 

22 s p e c i f i c a l l y about t h e w h o l e s a l e component o f t h a t 

23 problem, and t h e comment t h a t I made e a r l i e r and t h e 

24 t e s t i m o n y t h a t , i n my p r e f i l e d t e s t i m o n y bears on 

25 t h i s p o i n t , i s i n response t o p r o p o s a l s f r o m v a r i o u s 
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1 p a r t i e s t h a t we f i x t h e w h o l e s a l e CGC i n advance, 

2 u s i n g some f o r e c a s t t o d a y f o r t h e r e s t o f t h e 

3 t r a n s i t i o n p e r i o d , and what my t e s t i m o n y d e s c r i b e s i s 

4 t h a t t h e r e i s a v i r t u a l 100 p e r c e n t chance t h a t t h e 

5 a c t u a l market p r i c e a t w h o l e s a l e i s g o i n g t o t u r n o ut 

6 t o be d i f f e r e n t t h a n t h a t , and i f t h e a c t u a l market 

7 p r i c e a t w h o l e s a l e t u r n s o ut t o be h i g h e r t h a n t h a t , 

8 t h e n i r r e s p e c t i v e o f r e t a i l l o s s e s , a n c i l l a r y 

9 s e r v i c e s , t h e r e s t o f i t , I guess, which Mr. L a h t i n e n 

10 b e g i n s w i t h , i r r e s p e c t i v e o f those i s s u e s , t h e r e i s 

11 t h e s i t u a t i o n t h a t you were a s k i n g me about, where 

12 t h e CGC was s e t t o o low, i t f r u s t r a t e s c o m p e t i t i o n a t 

13 r e t a i l . 

14 Q And t h a t would be bad? 

15 A That would be bad, t h a t ' s r i g h t , and the 

16 company, t h r o u g h i t s p r o p o s a l t o s e t t h e w h o l e s a l e 

17 p a r t o f t h a t CGC on an annual b a s i s u s i n g 

18 contemporaneous market i n f o r m a t i o n i s s e e k i n g t o 

19 a v o i d t h a t bad outcome. 

2 0 Q Granted, but i t doesn't e l i m i n a t e t h a t 

21 p o t e n t i a l , does i t ? 

22 A W e l l , I am not s u r e . I'm n o t sure why i t 

23 w o u l d n ' t , b u t i f you have a s p e c i f i c c i r c u m s t a n c e 

2 4 t h a t you would l i k e t o d e s c r i b e t o me, I can t r y and 

25 respond t o t h a t , b u t I t h i n k t h a t t h e company's 
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1 p o s i t i o n i s t h a t t h a t ought t o d e a l v e r y w e l l w i t h 

2 t h i s problem. 

3 Q I s i t y o u r p o s i t i o n t h a t i f i n f a c t the 

4 market d a t a d e r i v e s a market p r i c e a t t h e b e g i n n i n g 

5 of t h e y ear o f , l e t ' s say, two c e n t s f o r KWH, t h a t i n 

6 f a c t t h e r e i s p o t e n t i a l t h a t t h a t market d a t a r e q u e s t 

7 t u r n s out t o be wrong, and t h a t i n f a c t t h e market 

8 p r i c e d u r i n g the y e a r c o u l d end up b e i n g h i g h e r t h a n 

9 the two c e n t s , which presumably i s t h e p o i n t a t which 

10 t h e g e n e r a t i o n c r e d i t i s s e t ? 

11 A W e l l , t h e r e i s -- I guess t h e r e i s a 

12 p r a c t i c a l problem here. 

13 We c o u l d c e r t a i n l y , you know, have an 

14 a u c t i o n e v e r y day and s e t the CGC e v e r y day, b u t I 

15 don't b e l i e v e t h a t t h a t would s t r i k e a p r o p e r balance 

16 between t h e economic s i g n a l s and a d m i n i s t r a t i v e 

17 f e a s i b i l i t y . 

18 C e r t a i n l y a t t h e t i m e t h a t market 

19 s o l i c i t a t i o n t a k e s p l a c e , t h a t number i s v a l i d and 

20 w i l l work f o r a p e r i o d o f t i m e f o r customers d e c i d i n g 

21 whether t o choose a n o t h e r s u p p l i e r f o r a p e r i o d o f 

22 t i m e . 

23 Could t h e market c o n d i t i o n s change b e f o r e 

2 4 t h e n e x t year, and t h e r e f o r e have t h a t number be out 

2 5 o f whack one way o r the o t h e r ? 
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1 That's p o s s i b l e , I suppose. 

2 The w o r s t case i s t h a t t h r e e o r f o u r months 

3 l a t e r , when t h e new CGC comes o u t , t h a t s i t u a t i o n i s 

4 r e c t i f i e d , so t h a t we d o n 1 t have a s t r u c t u r a l , 

5 p e r s i s t e n t 1ong-1erm pro b l e m t h a t doesn't g e t 

6 c o r r e c t e d on a p e r i o d i c b a s i s by a new p i e c e of 

7 market e v i d e n c e , and the company's p r o p o s a l would, 

8 you know, e v e r y year r e s e t t h a t number, and would, I 

9 t h i n k , be an adequate p r o t e c t i o n a g a i n s t a s u s t a i n e d 

10 p e r i o d o f t i m e when t h e c i r c u m s t a n c e you f e a r might 

11 o c c u r . 

12 Q So you are s a y i n g t h a t i t would change f o r 

13 the n e xt year? 

14 A Ye s, s i r . 

15 Q And you b e l i e v e t h a t would be -- t h a t i s 

16 g o i n g t o be adequate, a l l o t h e r t h i n g s b e i n g equal? 

17 A I t h i n k i t i s an adequate p r o p o s a l , yes, 

18 and c e r t a i n l y b e t t e r t h a n s e t t i n g i t now f o r the 

19 seven-year p e r i o d , as has been proposed by s e v e r a l 

20 o t h e r p a r t i e s . 

21 Q But t h e r e 1s two ways t h a t t h a t p r i c e can be 

22 i n a c c u r a t e . 

23 I t can, am I r i g h t ? One i s t h a t i t i s s e t , 

24 and i t p e r f e c t l y c a p t u r e s the market p r i c e a t a 

25 p a r t i c u l a r p o i n t i n t i m e , but t h e market changes 
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1 s u b s e q u e n t l y , and i t c o u l d be h i g h e r o r l o w e r f o r as 

2 much as a y e a r . 

3 That i s , t h e CGC c o u l d be h i g h e r o r l o w e r 

4 t h a n t h e a c t u a l market p r i c e . 

5 That's one s c e n a r i o , r i g h t ? 

6 A That's one s c e n a r i o . 

7 Q A l l r i g h t . And t h e o t h e r s c e n a r i o --

8 f o r g i v e me, b u t , you know, we are a l l t r y i n g t o get 

9 t h r o u g h t h i s . 

10 The o t h e r s c e n a r i o i s t h a t a d e t e r m i n a t i o n 

11 o f t h e CGC u s i n g t h i s market d a t a j u s t t u r n s out t o 

12 be wrong, a g a i n n e i t h e r h i g h o r low, b u t t u r n s out 

13 j u s t not t o a c t u a l l y r e f l e c t t he a c t u a l market p r i c e 

14 o f power f o r some reason because o f some n o i s e i n the 

15 d a t a , i f you w i l l ? 

16 A W e l l , I don't u n d e r s t a n d how t h e second can 

17 a r i s e independent o f t h e f i r s t , so I guess I d o n 1 1 

18 a c c e p t t h e second, u n l e s s you can g i v e me a s p e c i f i c 

19 example about how t h a t might o c c u r . 

20 Q I s i t f a i r t o say t h a t you b e l i e v e t h a t 

21 t h i s RFP p r o c e s s , o r t h i s market based proc e s s i n a l l 

22 cases w i l l c a p t u r e the a c t u a l market p r i c e o f power 

23 i n Duquesne's s e r v i c e t e r r i t o r y ? 

24 A I b e l i e v e i n markets, and I b e l i e v e t h a t , 

2 5 you know, t h e w e l l - s t r u c t u r e d s o l i c i t a t i o n w i l l g et 
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1 t h e market p r i c e e x p e c t a t i o n a t a p a r t i c u l a r p o i n t i n 

2 t i m e . 

3 Mr. M a r s h a l l has t e s t i f i e d t h a t t h e company 

4 i s open t o c o n s t r u c t i v e p r o p o s a l s as t o how t h e 

5 proc e s s t h a t i t went t h r o u g h l a s t June c o u l d be 

6 improved. 

7 I am not aware t h a t we have rece i v e d any, 

8 b u t , you know, t h e company i s open t o d i s c u s s i n g 

9 c o n s t r u c t i v e s u g g e s t i o n s as t o how t o improve t h a t , 

10 b ut I t h i n k t h a t i t i s b e t t e r t h a n a n y t h i n g e l s e t h a t 

11 i s a v a i l a b l e , and, I t h i n k , adequate t o t h e t a s k . 

12 Q But i t c o u l d be i n a c c u r a t e , I mean? Yes o r 

13 no? 

14 A You know, when C h r i s t y ' s has an a u c t i o n , i s 

15 t h e p r i c e i n a c c u r a t e ? 

16 I mean, I don 1 t u n d e r s t a n d . 

17 I t i s t h e p r i c e t h a t came o u t o f t h a t 

18 a u c t i o n . 

19 I d o n 1 t know on what b a s i s one can conclude 

20 t h a t i t was i n a c c u r a t e i n any sense. 

21 l a m j u s t n ot u n d e r s t a n d i n g . I u n d e r s t a n d 

22 how markets c o u l d move p o s t a u c t i o n , y o u r f i r s t 

23 c a t e g o r y , b u t I am not u n d e r s t a n d i n g what t h e second 

24 -- what might be i n t h a t second c a t e g o r y t h a t you are 

25 a s k i n g me about. 
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1 Q Okay. Do you know whether Duquesne has 

2 s o l d power a t w h o l e s a l e t o s u p p l i e r s f o r t h e purposes 

3 of p i l o t s , o r t h e p i l o t , t h e Duquesne p i l o t ? 

4 A I don't know t h e answer t o t h a t . I know 

5 t h a t i t s o l d power out o f t h e s o l i c i t a t i o n , and I 

6 d o n 1 t know t h a t i t asked o r knows the purpose t o 

7 which t h a t power i s g o i n g t o be p u t by t h e pa y e r s , 

8 and whether i t w i l l be r e s o l d t o i t s r e t a i l customers 

9 o r n o t . 

10 Q So beyond, o r p u t t i n g a s i d e t h e 

11 s o l i c i t a t i o n , o r I don't mean t o -- o t h e r t h a n t h e 

12 s o l i c i t a t i o n , you are not aware o f s a l e s by Duquesne 

13 a t w h o l e s a l e t o s u p p l i e r s f o r t h e p i l o t ? 

14 A I am n o t aware o f any. That doesn't mean 

15 t h a t t h e y haven't t a k e n p l a c e . I t i s j u s t n ot 

16 something t h a t I am aware o f . 

17 Q You d i d n ' t check? D i d you ask? 

18 I am j u s t t r y i n g t o u n d e r s t a n d your 

19 t e s t i m o n y . That's a l l . 

20 A I don't t h i n k t h a t i t i s r e l e v a n t t o the 

21 company's p r o p o s a l t o e s t a b l i s h a CGC on an annual 

2 2 b a s i s t h r o u g h an a u c t i o n . 

23 Q W i t h r e s p e c t t o your s t a t e m e n t on 52 o f 

24 your r e b u t t a l t e s t i m o n y , and I t h i n k you made i t 

25 t o d a y i n answer t o a q u e s t i o n as w e l l , t h a t you don't 
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1 b e l i e v e t h a t Duquesne w i l l be, and I t h i n k t h e term 

2 i s " m a r k e t i n g " t h e r a t e cap s e r v i c e , do you r e c a l 1 

3 t h a t t e s t i m o n y ? 

4 A Yes, I do. 

5 Q Now, when you say the " r a t e cap s e r v i c e , " 

6 are you r e f e r r i n g t o the s e l 1 i n g g e n e r a t i o n as the 

7 p r o v i d e r o f l a s t r e s o r t , o r d e f a u l t s u p p l i e r p u r s u a n t 

8 t o t h e -- a t a r a t e t h a t r e f l e c t s t h e g e n e r a t i o n 

9 c r e d i t ? 

10 A No. I am r e f e r r i n g t o Duquesne's 

11 o b l i g a t i o n under t h e s t a t u t e , so l o n g as i t i s 

12 r e c o v e r i n g s t r a n d e d c o s t s , t o be w i l l i n g t o s e l l 

13 power t o a l l comers a t t h e g e n e r a t i o n r a t e cap l e v e l . 

14 Q Okay. That may be t h e same t h i n g I s a i d , 

15 but t h a t ' s okay. No. That i s f i n e . 

16 Are you aware o f whether Duquesne 

17 c o n t e m p l a t e s b e i n g a b l e t o change t h a t g e n e r a t i o n cap 

18 downward, t h a t g e n e r a t i o n c r e d i t downward i n any 

19 c i r c u m s t a n c e s , when i t s e l l s power t o customers, 

20 r e t a i l customers i n t h a t c o n t e x t ? 

21 A I t h i n k t h e company's p r o p o s a l i s t o h o l d 

22 t h a t r a t e a t the t o p u n t i l i t s s t r a n d e d c o s t s have 

23 been f u l l y r e c o v e r e d , and I f r a n k l y d o n't r e c o l l e c t . 

24 I f your q u e s t i o n g e t s a t i s s u e s o f economic 

25 development, power t h i n g s l i k e t h a t , I f r a n k l y don't 
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1 remember t h e s p e c i f i c s o f t h e company's p r o p o s a l i n 

2 t h a t r e g a r d as t o under what c i r c u m s t a n c e s 

3 d i scount i n g o f the r a t e cap or o f t h e CTC would be 

4 p e r m i s s i b l e . 

5 Q You don't know whether t h a t ' s i n c l u d e d i n 

6 t h e company 1s p r o p o s a l o r not? 

7 A W e l l , I b e l i e v e t h e r e i s a p r o p o s a l 

8 c o v e r i n g those i s s u e s . 

9 I f r a n k l y don't r e c o l l e c t t h e d e t a i l s o f 

10 t h a t p r o p o s a l . 

11 I t h i n k M r . Laht i n e n i s p r o b a b l y t h e 

12 company w i t n e s s , o r Mr. Hoffman o r Mr. L a h t i n e n t o 

13 whom t h a t quest i o n would be b e s t addressed. 

14 I f r a n k l y f o r g e t w hich. 

15 Q J u s t a cou p l e more a r e a s . E a r l i e r today, 

16 you had some d i s c u s s i o n s about y o u r c a l c u l a t i o n o f 

17 t h e c o s t o f b u i l d i n g a power p l a n t , i n t h i s case a 

18 combined c y c l e t u r b i n e , and you l i s t e d a s e r i e s o f 

19 c o s t s t h a t would be c o n t e m p l a t e d . 

20 Am I r i g h t t h a t t h a t e n t i t y t h a t i s 

21 c o n t e m p l a t i n g b u i l d i n g t h a t u n i t w i l l b u i l d i t i f i t 

22 b e l i e v e s t h a t i t can r e c o v e r a l l o f i t s c o s t s , p l u s 

23 whatever r e t u r n i t b e l i e v e s i s ne c e s s a r y f o r i t t o 

2 4 commit t o c a p i t a l ? 

25 A Yes, i t i s . I n my c a l c u l a t i o n s i s i n c l u d e d 
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1 an e s t i m a t e o f t h a t r e q u i r e d r e t u r n i n t h e 

2 c a l c u l a t i o n . 

3 Q And the c o s t s t h a t we are t a l k i n g about are 

4 the c o s t s t h a t are r e f l e c t e d a t l e a s t g e n e r a l l y on 

5 t h a t , on y o u r Schedule 2, I b e l i e v e ? 

6 A T h a t i s c o r r e c t , i n c l u d i n g t h e c a p i t a l 

7 s t r u e t u r e and r e q u i r e d r e t u r n as sumpt i o n s are on 

8 Schedule 2. 

9 Q F i n a l l y , on Page 54 --

10 A R e b u t t a l o r d i r e c t ? I'm s o r r y . 

11 Q R e b u t t a l . I'm s o r r y . You make some 

12 r e f e r e n c e s t o a p r o p o s a l by P o r t l a n d General E l e c t r i c 

13 w i t h r e s p e c t t o c h a r a c t e r i z i n g a c r e d i t , and t h i s i s 

14 i n t h e c o n t e x t o f a p r o p o s a l by o t h e r p a r t i e s , 

15 i n c l u d i n g ENRON, t h a t a p o r t i o n o f a d m i n i s t r a t i v e and 

16 g e n e r a l c o s t s s h o u l d be a l l o c a t e d t o t h e g e n e r a t i o n 

17 c r e d i t . 

18 J u s t , do you have any p e r s o n a l knowledge o f 

19 t h e u n d e r l y i n g b a s i s f o r the c a l c u l a t i o n made by 

20 P o r t l a n d General t o d e t e r m i n e t h i s , what you 

21 c h a r a c t e r i z e as a two d o l l a r megawatt power c r e d i t ? 

22 A I have t h e -- I r e v i e w e d a copy o f t h e 

23 company's s u b m i s s i o n t o t h e Oregon Commission, which 

24 i n c l u d e d t h e schedule, and which i n c l u d e d a n a r r a t i v e 

25 d i s c u s s i o n o f t h e o t h e r p r o v i s i o n s o f t h e p i l o t , t h a t 

HOLBERT ASSOCIATES 
(717) 540-9669 



528 

1 i t was a back out k i n d o f a p i l o t , s i m i l a r t o a r a t e 

2 cap, minus a CGC t y p e o f approach, and t h e n t h i s 

3 c r e d i t would be added o n t o t h e o t h e r w i s e CGC. 

4 Q Now, d i d you make any adj us tment t o the 

5 c r e d i t t h a t was proposed by PGE? 

6 A Not t h e r e . 

7 Q There i s a l i n e t h e r e I t h i n k t h a t s a i d , 

8 " i f a p p l i e d t o Duquesne, " and I j u s t wondered whether 

9 t h a t r e f l e c t e d some --

10 A W e l l , l e t me d e s c r i b e t h a t t h e P o r t l a n d 

11 p r o p o s a l b a s i c a l l y was f o r a l l 1arge customers. 

12 I t was a f l a t c r e d i t d o l l a r s p e r megawatt 

13 hour o r c e n t s per k i l o w a t t hour. 

14 I guess i t was b a s i c a l l y j u s t about one 

15 p o i n t one f o u r d o l l a r s p er megawatt hour f o r a l l 

16 l a r g e customers b a s i c a l l y was t h e amount o f t h e 

17 c r e d i t . 

18 For o t h e r customers, i t was a mo n t h l y 

19 c r e d i t t o t h e b i l l , so i t was a p e r customer, r a t h e r 

2 0 t h a n a per k i I o w a 1 1 hour c r e d i t , and t h a t p i e c e was a 

21 f u n c t i o n o f how many - - what p e r c e n t a g e o f those 

22 customers a c t u a l l y were b u y i n g f r o m c o m p e t i t i v e 

23 s u p p l i e r s . 

24 I t was a h i g h e r m o n t h l y b i l l c r e d i t i f a 

25 s m a l l number were b u y i n g f r o m a c o m p e t i t o r , and a 
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1 l o w e r m o n t h l y b i l l c r e d i t i f more customers were 

2 b u y i n g , so what I d i d was u n d e r t o o k a l i t t l e a n a l y s i s 

3 under v a r y i n g as sumpt i ons about how much of 

4 Duquesne's customers might go w i t h a l t e r n a t e 

5 s u p p l i e r s , what would t h e w e i g h t e d average o f t h e one 

6 p o i n t one d o l l a r megawatt hour l a r g e customer c r e d i t 

7 and t h e two d o l l a r s a month o r f o u r d o l l a r s a month 

8 s i i d i n g s c a l e per o t h e r customer b i l l , what would 

9 t h a t work out on a b i l l on a d o l l a r p e r megawatt 

10 b a s i s , and on a range o f assumptions about t h e mix 

11 and p a r t i c i p a t i o n , those P o r t l a n d numbers a p p l i e d t o 

12 Duquesne worked out t o about $2 a megawatt hour. 

13 Q Now, i s t h i s a t o t a l c r e d i t f o r g e n e r a t i o n , 

14 o r s o l e l y a s s o c i a t e d w i t h t h e a l l o c a t i o n o f 

15 a d m i n i s t r a t i v e and g e n e r a l expenses? 

16 A T h i s i s t h e i n c r e m e n t a l c r e d i t above and 

17 beyond the w h o l e s a l e CGC e f f e c t i v e l y . 

18 Q Okay. Now, d i d you make any d e t e r m i n a t i o n , 

19 or how d i d you d e t e r m i n e whether t h e t e s t y ear used 

2 0 by P o r t l a n d General was comparable t o t h e t e s t y ear 

21 used by Duquesne f o r d e t e r m i n i n g t h e c r e d i t ? 

22 A I don't b e l i e v e t h a t t e s t y e a r 

23 c o m p a r a b i l i t y had a n y t h i n g t o do w i t h t h e f i g u r e . 

2 4 What P o r t l a n d had proposed was a d o l l a r per 

25 megawatt hour c r e d i t f o r l a r g e customers and a d o l l a r 
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1 p er month customer c r e d i t f o r o t h e r customers, and 

2 those were t h e numbers t h a t t h e y proposed, and i f you 

3 t a k e t h o s e numbers and a p p l y them t o Duquesne, you 

4 g e t t h e r e s u l t s w hich are summarized on Page 54 of my 

5 t e s t i m o n y . 

6 Q When you say " a p p l i e d t o Duquesne," d i d you 

7 make any d e t e r m i n a t i o n o f t h e c o m p a r a b i l i t y o f t h e 

l e v e l o f a d m i n i s t r a t i v e and a d m i n i s t r a t i o n c o s t s of 

9 P o r t l a n d G e n e r a l , as opposed t o i t s t o t a l c o s t , and 

10 made t h e same compar i son t o Duque sne ? 

11 A No. The a d m i n i s t r a t i v e and g e n e r a l 

12 comments you are making, I don't f i n d t h o s e words 

13 anywhere i n t h e P o r t l a n d document. 

14 I t i s d e s c r i b e d as a c r e d i t . A s u p p l i e r i s 

15 t o w r i t e a mon t h l y c r e d i t t o energy s e r v i c e 

16 p r o v i d e r s . 

17 There i s no j u s t i f i c a t i o n i n t h e f i l i n g 

18 t h a t i t i s based i n any way on A&G c o s t s a t P o r t l a n d . 

19 I t i s b a s i c a l l y a number t o g i v e a c r e d i t 

20 when t h e r e i s a s m a l l s c a l e p i l o t t o p r o v i d e an 

21 a d d i t i o n a l i n c e n t i v e f o r t h e s u p p l i e r s t o 

22 p a r t i c i p a t e . 

23 The words "A&G," t o my r e c o l l e c t i o n , are 

24 nowhere i n the f i l i n g t o t h e Commission about t h a t 

25 b e i n g a b a s i s f o r t h e c a l c u l a t i o n . 
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1 Q So i t a c t u a l l y doesn't s p e c i f i c a l l y 

2 r e f e r e n c e A&G expenses as i t i s , a t or i n the 

3 document? 

4 A That's p r e c i s e l y t h e p o i n t . 

5 Q Are you - - and perhaps we can do t h i s as a 

6 data r e q u e s t . Could you check t h e m a t e r i a l t h a t you 

7 p r o v i d e d ? And i n c i d e n t a l l y , I would l i k e t o ask i f I 

8 c o u l d have a copy o f t h e m a t e r i a l t h a t you are 

9 r e f e r e n c i n g , but c o u l d you check t o make sure whether 

10 t h a t c r e d i t i s not i n f a c t a c r e d i t f o r unbundled 

11 n o n - w i r e s e r v i c e s , Mr. S c h n i t z e r , and c o u l d you get 

12 back t o us? 

13 You know what n o n - w i r e s e r v i c e s are? 

14 A I'm s o r r y ? 

15 Q M e t e r i n g , b i l l i n g , t h o s e k i n d s o f t h i n g s . 

16 Are you f a m i l i a r w i t h t h a t term? 

17 A I am f a m i l i a r w i t h t h a t t erm, and no, t h i s 

18 i s not a c r e d i t f o r those k i n d s o f s e r v i c e s . 

19 T h i s i s a c r e d i t a p p l i c a b l e t o t h e i r p i l o t 

20 when t h e y would r e t a i n t h e m e t e r i n g , b i l l i n g , and 

21 c o l l e c t i o n s e r v i c e s , and i t was r e s t r i c t e d t o the 

22 p i l o t , and t h a t i t has n o t h i n g t o do w i t h t h e 

23 s o - c a l l e d revenue c i r c l e and u n b u n d l i n g p r o p o s a l s 

24 t h a t t h e company has s u b s e q u e n t l y made. 

25 Q Can I ask t h a t you p r o v i d e a copy o f the 
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1 m a t e r i a l t h a t you are r e f e r e n c i n g ? 

2 MR. MOOT: Your Honor, I would n o t e t h a t out 

3 of good f a i t h we w i l l do t h a t , b u t t h a t ' s h i s c l i e n t . 

4 MR. CLEARFIELD: W e l l , I would n o t e . Your 

5 Honor, t h a t o ut o f good f a i t h , we made a re a s o n a b l e 

6 e f f o r t t o t r y t o f i g u r e o ut what i n t h e w o r l d Mr. 

7 S c h n i t z e r i s r e f e r r i n g t o , and we have no way. 

8 We c a n ' t d i s c e r n i t , so we can e i t h e r l e a v e i t 

9 a t t h a t --

10 JUDGE CORBETT: Okay. 

11 MR. CLEARFIELD: - - or - -

12 JUDGE CORBETT: W i t h t h a t i n mind --

13 MR. CLEARFIELD: -- a s c e r t a i n --

14 JUDGE CORBETT: -- we w i l l ask t h e company i f 

15 t h e y can p r o v i d e i t ? 

16 BY MR. CLEARFIELD: 

17 Q Based on t h i s r e f e r e n c e t o P o r t l a n d 

18 G e n e r a l , i s i t your t e s t i m o n y t h a t d e t e r m i n a t i o n s o f 

19 a d m i n i s t r a t i v e and g e n e r a l c o s t add-ons t o a 

20 g e n e r a t i o n c r e d i t i s - - by o t h e r u t i l i t i e s o r f o r 

21 o t h e r u t i l i t i e s i s r e l e v a n t t o t h e Commission's 

22 d e t e r m i n a t i o n s f o r Duquesne here? 

23 A Only i n t h e sense t h a t t h e r e was a p r o p o s a l 

24 by an a f f i l i a t e o f one o f the p r o p o u n d i n g p a r t i e s i n 

25 t h i s case which was markedly d i f f e r e n t , b o t h w i t h 
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1 r e s p e c t t o magnitude and d u r a t i o n , t h a n t h e p r o p o s a l s 

2 t h a t a re b e i n g made i n t h i s case, and t h a t s t r u c k me 

3 as a r e l e v a n t f a c t t o t a k e note o f , and which i s why 

4 I i n c l u d e d i t i n my t e s t i m o n y . 

5 Q And d i d you b e l i e v e i t was i m p o r t a n t t o 

6 d e t e r m i n e whether t h e l e v e l o f A&G c o s t s f o r Duquesne 

7 v e r s u s P o r t l a n d General were comparable i n any way, 

8 not r e l e v a n t , r e l e v a n t ? 

9 A L e t ' s say I don't -- I don't t h i n k i t i s 

10 p r o d u c t i v e t o cont i n u e t o suggest t h a t t h e P o r t l a n d 

11 p r o p o s a l was i n any way r e l a t e d t o an a v o i d a b l e A&G 

12 a l l o c a t i o n , because I t o l d you my u n d e r s t a n d i n g i s , 

13 i t i s n o t , and t h a t i t was j u s t t o be a s u p p l i e r of 

14 c r e d i t f o r t h e purposes o f a p i l o t , and even on t h a t 

15 b a s i s , i t was $2 a megawatt hour f o r a y e a r o r l e s s , 

16 i n marked c o n t r a s t t o the p r o p o s a l s i n t h i s case 

17 whi ch were double t h e amount, and seven t imes as 

18 l o n g . 

19 Q So a d e t e r m i n a t i o n t o add a c e r t a i n amount 

20 o f a d m i n i s t r a t i v e and g e n e r a l c o s t s t o a customer 

21 g e n e r a t i o n c r e d i t , a g e n e r a t i o n c r e d i t f o r a 1onger 

22 p e r i o d o f t i m e , you know, f o r a u t i l i t y i n 

23 P e n n s y l v a n i a , would t h a t be more r e l e v a n t , o r t h a t 

24 would be j u s t as r e l e v a n t as t h e r e f e r e n c e you made 

25 t o PG, P o r t l a n d General? 
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1 A I t h i n k t h e p o s i t i o n t h a t an a f f i l i a t e o f 

2 ENRON has t a k e n on t h i s v e r y i s s u e i s r e l e v a n t t o 

3 t h i s Commission f o r t h a t reason. 

4 Q Have you r e v i ewed t h e t h r e e t o two d e c i s i o n 

5 i n t h e PECO r e s t r u c t u r i n g case t h a t was i s s u e d l a s t 

6 week by t h e P e n n s y l v a n i a P u b l i c U t i l i t y Commission? 

7 JUDGE CORBETT: Are you r e f e r r i n g t o t h e 

8 mot i o n by Commissioner Hanger? 

9 MR. CLEARFIELD: Yes. I'm s o r r y . The mot i o n 

10 t h a t was adopted t h r e e t o two. 

11 A I have skimmed p o r t i o n s o f t h a t 80-page 

12 m o t i o n . 

13 Q D id you skim t h e p o r t i o n t h a t i n d i c a t e d a 

14 17 m i l l add on, A&G add on t o t h e g e n e r a t i o n c r e d i t 

15 t h a t was adopted w i t h i n t h a t motion? 

16 MR. MOOT: There has been no f o u n d a t i o n f o r 

17 t h a t q u e s t i o n . 

18 I f t h e q u e s t i o n e r would l i k e t o show him a 

19 copy o f t h a t r e c o r d , where i t r e f e r e n c e s 17 m i l l s i n 

20 A&G, I t h i n k we would be i n good shape. 

21 MR. CLEARFIELD: I can ask i t s u b j e c t t o 

22 check, or I can show you t h e o r d e r , w h i c h e v e r . 

23 MR. MOOT: I t h i n k t h e l a t t e r would be f a i r . 

24 BY MR. CLEARFIELD: 

25 Q I w i l l t e l l you what. Why don't we do 
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1 t h a t , i f i n f a c t t h e o r d e r i n d i c a t e s t h a t w o u l d y o u 

2 c o n s i d e r t h a t t o be a r e l e v a n t - - a r e l e v a n t f a c t 

3 t h a t t h e Commi s s i o n c o n s i d e r when i t makes i t s 

4 d e c i s i o n i n t h i s c a s e w i t h r e s p e c t t o w h e t h e r a 

5 p o r t i o n o f A&G ex p e n s e s h o u l d be added t o t h e 

6 g e n e r a t i o n c r e d i t d e t e r m i n e d f o r Duquesne? 

7 A I w o u l d hope t h a t t h e e v i d e n c e i n t h i s case 

8 w o u l d -- i n t h i s r e c o r d w o u l d c o n v i n c e t h e Com m i s s i o n 

9 t h a t s u c h an o r d e r was a p p r o p r i a t e . 

10 MR. CLEARFIELD: T h a t ' s a l l I have, Your 

11 Honor. 

12 JUDGE CORBETT: Okay. Mr. R u b i n , y o u a r e up 

13 n e x t f o r IBEW, b u t t h e s c h e d u l e i n d i c a t e s t h a t you 

14 have no c r o s s . 

15 MR. RUBIN: T h a t ' s c o r r e c t . Y o u r Honor. 

16 JUDGE CORBETT: A l l r i g h t . And t h e n t h e n e x t 

17 p a r t y up w o u l d be Duquesne I n d u s t r i a l I n t e r v e n o r s . 

18 I t i n d i c a t e s , M i s s P o l a c e k , t h a t y o u have h i g h 

19 c r o s s o r h e a v y c r o s s f o r t h i s w i t n e s s . I s t h a t 

20 r i g h t ? 

21 MS. POLACEK: I b e l i e v e we were i n a c c u r a t e i n 

22 o u r a s s e s s m e n t o f t h a t and w i l l be much s h o r t e r t h a n 

23 h e a v y , e s p e c i a l l y some i s o f t h e h e a v y t h a t has gone 

24 on t o d a y . 

25 JUDGE CORBETT: Why d o n ' t we j u s t t a k e a 
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1 t e n - m i n u t e recess anyway? 

2 (Recess t a k e n . ) 

3 JUDGE CORBETT: A l l r i g h t . We are back on the 

4 r e c o r d . 

5 Miss Polacek, you may b e g i n . 

6 CROSS EXAMINATION 

7 BY MS. POLACEK: 

8 Q Good a f t e r n o o n , Mr. S c h n i t z e r . 

9 A Good a f t e r n o o n . 

10 Q My name i s Pamela Polacek, and I r e p r e s e n t 

11 Duquesne I n d u s t r i a l I n t e r v e n o r s . 

12 A Good a f t e r n o o n . 

13 MS. POLACEK: Your Honor, as a housekeeping 

14 ma t t e r , b e f o r e I b e g i n my c r o s s examinat i o n , e a r l i e r 

15 t o day, my c o l l e a g u e p l a c e d a r e q u e s t t o submit 

16 s u p p l e m e n t a l s u r - r e b u t t a l t e s t i m o n y , and we would 

17 l i k e t o w i t h d r a w t h a t r e q u e s t . 

18 JUDGE CORBETT: A l l r i g h t . Very good. 

19 ( D i s c u s s i o n o f f t h e r e c o r d . ) 

2 0 BY MS POLACEK: 

21 Q Mr. S c h n i t zer, my c r o s s e x a m i n a t i o n i s k i n d 

22 of g o i n g t o f o c u s on your r e b u t t a l t e s t i m o n y , so I am 

2 3 sure you have g o t t h a t handy. 

24 A Yes, I do. 

2 5 Q Can you f i r s t r e f e r t o page t h r e e o f t h a t 
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1 t e s t i m o n y ? 

2 A Yes. 

3 Q And I would l i k e you t o f o c u s on l i n e s 11 

4 t h r o u g h 12, where you t a l k about t h e Consumer 

5 Advocate and the I n d u s t r i a l s p r o p o s i n g s h a r i n g t h e 

6 d i sal1owance, and you quant i f y t h a t as 460 m i l l i o n 

7 f o r t h e I n d u s t r i a l s ? 

8 A That's c o r r e c t . 

9 Q Are you aware t h a t D I I has proposed a 

10 s p e c i f i c t y p e o f s h a r i n g a l l o w a n c e f o r c r e a t e d 

11 g e n e r a t i o n c o s t i n t h i s p r o c e e d i n g ? 

12 A Yes, I am. 

13 Q And are you aware t h a t t h a t i s t h e e q u i t y 

14 r e t u r n d i s a l l o w a n c e ? 

15 A Let me j u s t have a minute t o r e f r e s h on 

16 t h a t p o i n t . 

17 Yes. I b e l i e v e my u n d e r s t a n d i n g o f t h a t i s 

18 summarized on Page 14 o f my t e s t i m o n y . 

19 Q And the 460 m i l l i o n d o l l a r s f i g u r e t h e r e , 

20 t h a t doesn't equate o n l y t o t h a t e q u i t y r e t u r n 

21 d i s a l l o w a n c e , c o r r e c t ? 

22 A I'm s o r r y . I have g o t t o go back and f i n d 

23 t h a t one. 

24 E v e r y t h i n g now has f l i p p e d . 

2 5 Q I f you would l i k e t i m e , i t m i g h t be h e l p f u l 
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1 f o r you t o r e v i e w - -

2 A Yes. I 

3 Q your answer t h e r e on page 3. 

4 A Yes. l a m j u s t t h i n k i n g t o m y s e l f here, I 

5 am wondering i f t h e f i g u r e s on Page 3 have been 

6 t r a n s p o s e d . 

7 I t h i n k a c t u a l l y t h e 232 i s a p p l i c a b l e t o 

8 t h e I n d u s t r i a l s on l i n e t w e l v e , and t h e 460 i s 

9 a p p l i c a b l e t o OCA. 

10 I t h i n k I have t r a n s p o s e d t h e a t t r i b u t i o n 

11 o f t h e amounts i n a d v e r t e n t l y t h e r e on page t h r e e . 

12 Q S o i t i s 2 3 2 f o r t h e I n d u s t r i a l s ? 

13 A Yes. 

14 MR. MOOT: I j u s t n ote f o r t h e r e c o r d t h a t 

15 t h a t i s c o n f i r m e d by Page 14, l i n e s i x t e e n --

16 THE WITNESS: Yes. 

17 MR. MOOT: - - and l i n e s i x . 

18 BY MS. POLACEK: 

19 Q And t h a t i s - - I t h i n k our u n d e r s t a n d i n g 

20 i s , t h a t i s based s o l e l y on t h e e q u i t y r e t u r n 

21 d i s a l l o w a n c e , and not on d i f f e r e n t p o s i t i o n s on t h e 

22 v a l u a t i o n o f the g e n e r a t i o n o r r e g u l a t o r y a s sets? 

2 3 A That i s Mr. Baron's c a l c u l a t i o n o f t h e no 

2 4 e q u i t y r e t u r n s h a r i n g p r o p o s a l on h i s numbers f o r 

2 5 g e n e r a t i o n s t r a n d e d c o s t s . 
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1 I t would be a d i f f e r e n t number i f i t was 

2 a p p l i e d t o t h e company's e s t i m a t e o f g e n e r a t i o n 

3 s t r a n d e d c o s t s , so t h a t ' s I n d u s t r i a l s 1 number on 

4 I n d u s t r i a l s ' g e n e r a t i o n s t r a n d e d c o s t c a l c u l a t i o n . 

5 Q Okay. Thank you. I have a c o u p l e o f 

6 q u e s t i o n s on t h e company's p r o p o s a l as f a r as 

7 e s t a b l i s h m e n t o f t h e c o m p e t i t i v e t r a n s i t i o n charge 

8 and the compet i t i v e , or t h e - - what i s i t -- consumer 

9 g e n e r a t i o n c r e d i t ? 

10 A C o m p e t i t i v e g e n e r a t i o n c r e d i t , CGC. 

11 Q CGC? 

12 A Yes. 

13 Q Now, under t h e company's p r o p o s a l , w i l l 

14 s u p p l i e r s know i n advance o f t h e y e a r l y RFP what 

15 p r i c e t h e y must o f f e r i n o r d e r t o a t t r a c t customers 

16 from Duquesne as a s u p p l i e r o f l a s t r e s o r t ? 

17 A Yes. I t h i n k , under t h e company's 

18 p r o p o s a l , t h a t s o l i c i t a t i o n would be done perhaps i n 

19 t he f o u r t h q u a r t e r , t h e r e s u l t s o f which would be 

2 0 made p u b l i c , and t h e c a l c u l a t i o n o f t h e CGC f o r t he 

21 e n s u i n g c a l e n d a r year, i f i t were t o be done on a 

22 c a l e n d a r year b a s i s , would be made p u b l i c t o 

2 3 s u p p l i e r s and cus tomers a l i k e . 

24 Q And what i f a s u p p l i e r was s e e k i n g t o e n t e r 

25 i n t o a c o n t r a c t w i t h a customer b e f o r e t h a t was made 
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1 p u b l i c ? 

2 A W e l l , t h e s u p p l i e r would know t h e CGC 

3 a p p l i c a b l e f o r t h e remainder o f t h e year i n which - -

4 i n which we were c u r r e n t l y i n , as i t were, and c o u l d 

5 make whatever e s t imate o r assessment t h e y wanted as 

6 t o what t h e CGC would be i n t h e su c c e e d i n g y e a r . 

7 Q Are you aware t h a t i n t h e c o m p e t i t i v e 

8 e n v i r o n m e n t , i t i s a n t i c i p a t e d t h a t some l a r g e r 

9 customers may want t o e n t e r i n t o l o n g t e r m s u p p l y 

10 agreements i n excess o f one t o f i v e years? 

11 A l t w o u l d n 1 t s u r p r i s e me t h a t t h a t would 

12 t u r n o u t t o be the case. 

13 Q And the s u p p l i e r s and customers e n t e r i n g 

14 i n t o those t y p e s o f arrangements, how are t h e y t o 

15 assess t h e i r g e n e r a t i o n o p t i o n s and i n e f f e c t ensure 

16 t h a t when t h e y have t h e i r market p r i c e i n t h a t 

17 c o n t r a c t , p l u s whatever t h e CTC may be e s t a b l i s h e d by 

18 t h e company i n any g i v e n year, w i l l n o t exceed t h e 

19 p r i c e t h a t t h e y would o t h e r w i s e pay t o g e t g e n e r a t i o n 

20 fro m t h e company? 

21 A W e l l , I have two answers t o t h a t . The 

22 f i r s t i s t h a t t h a t i s e x a c t l y analogous t o t h e 

23 s i t u a t i o n t h a t c u r r e n t l y e x i s t s i n C a l i f o r n i a , where 

24 t h e r e i s a p r i c e cap t h r o u g h 2001, and t h e back o u t , 

2 5 i f you w i l l , f o r t h e CGC c r e d i t w i l l be based on 
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1 a c t u a l power exchange p r i c e s , n o t -- c a l c u l a t e d on a 

2 m o n t h l y b a s i s , t o my u n d e r s t a n d i n g , n o t w i t h s t a n d i n g 

3 t h a t t h o s e w i l l be c a l c u l a t e d , I b e l i e v e , i n a r r e a r s , 

4 and t h a t no s u p p l i e r s know what t h e y are g o i n g t o be. 

5 There are m a r k e t e r s i n t h a t m a r k e t p l a c e , 

6 i n c l u d i n g ENRON, who are o f f e r i n g two-year 

7 r e s i d e n t i a l commitments w i t h f i x e d d i s c o u n t s and a 

8 week, I b e l i e v e , o f f r e e s u p p l y , o r a month o f f r e e 

9 s u p p l y a t t h e end, so s u p p l i e r s i n t h a t c i r c u m s t a n c e , 

10 we see s u p p l i e r s maki ng m u l t i - y e a r commi tment s t o 

11 customers, n o t w i t h s t a n d i n g t h e f a c t t h a t t h e y don't 

12 have CGC c e r t a i n t y even f o r t h e n e x t month, l e t alone 

13 f o r t h e n e x t y e a r . 

14 That's e m p i r i c a l f a c t number one. 

15 T h e s e c o n d p a r t o f my answer was t h a t t h e 

16 company, i n the c o n t e x t o f t h e p i l o t , made a 

17 p r o p o s a l , an o p t i o n , i f you w i l l , f o r customers 

18 s e e k i n g t h a t c e r t a i n t y , t h a t t h e CTC c o u l d be f i x e d 

19 i n advance f o r customers who were w i l l i n g t o commit 

2 0 n ot t o come back under t he r a t e cap s e r v i c e t o 

21 p r o v i d e t h e o p t i o n o f t h e k i n d o f c e r t a i n t y t h a t you 

22 d e s c r i b e d . 

2 3 I t h i n k i t i s a f a i r c h a r a c t e r i z a t i o n t h a t 

24 t h a t p r o p o s a l met w i t h l e s s t h a n e n t h u s i a s t i c 

25 response even as an o p t i o n . 
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1 The company r e g r e t s t h a t , b ut t h a t was i t s 

2 a f f i r m a t i v e p r o p o s a l f o r d e a l i n g w i t h t h e s i t u a t i o n 

3 t h a t you d e s c r i b e d , and I c a n ' t -- I c a n ' t p r o v i d e 

4 any r a t i o n a l e as t o why, as an o p t i o n , t h a t was 

5 obj e c t i e n a b l e t o as many p a r t i e s a t i t appeared t o be 

6 o b j e c t i o n a b l e t o , b u t t h a t would be a n o t h e r way o f 

7 d e a l i n g w i t h t h e s i t u a t i o n you d e s c r i b e d . 

8 Q I am c u r i o u s . On t h a t o p t i o n , how would 

9 t h e y e a r l y CTC, o r t h e CTC r e s p o n s i b i l i t y f o r a 

10 customer be set? 

11 A I n t h a t c a s e , what Duque sne proposed i s 

12 t h a t t h e r e would be a -- i n a d d i t i o n t o the one-year 

13 s o l i c i t a t i o n , t h e r e would be a s o l i c i t a t i o n f o r the 

14 r e m a i n i n g t e r m o f t h e p r i c e cap o r t h e r a t e cap, and 

15 so t h a t f o r t h a t p e r i o d , we g e t a f o r w a r d p r i c e , i f 

16 you w i l l , f o r the r e m a i n i n g t e r m o f t h e p r i c e cap, 

17 and t h a t t h a t p r i c e would be used f o r s e t t i n g t h e CGC 

18 f o r customers e l e c t i n g t o l e a v e i n t h e succeeding 

19 year, and t h e y would know w i t h c e r t a i n t y what t h e i r 

20 CGC would be f o r t h e remainder o f t h e r a t e cap 

21 p e r i o d • 

2 2 That was the company's o p t i o n . I t h i n k i t 

2 3 was O p t i o n 2 , I b e l i e v e , was i t . s d e s i g n a t i o n i n the 

24 company's p i l o t f i l i n g s . 

2 5 Q So customers c o u l d g e t c e r t a i n t y i f t h e y 
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1 waived t h e i r s t a t u t o r y r i g h t t o t h e r a t e cap? 

2 A W e l l , t o put i t a n o t h e r way, i f the 

3 companies wanted c e r t a i n t y i n r e t u r n f o r assuming the 

4 o b l i g a t i o n o f making a b u s i n e s s d e c i s i o n about which 

5 way t h e y wanted i t , t h e y c o u l d do t h a t , b u t t h a t i f 

6 what t h e y a s p i r e d t o i n s t e a d was, you know, t h e r i g h t 

7 t o c e r t a i n t y , i f c e r t a i n t y t u r n e d o u t t o be i n t h e i r 

8 b e n e f i t , and the r i g h t t o the come back a t the r a t e 

9 cap, i f t h a t t u r n e d out t o be b e t t e r f o r them, t h a t ' s 

10 h a r d l y a f a i r or a b a l a n c e d t r a d e , and I don't t h i n k 

11 the company can be f a u l t e d f o r n o t o f f e r i n g i t . 

12 Q Now, i f t h e main Duquesne p r o p o s a l , and not 

13 t h i s opt i o n , i s a c c e p t e d by t h e Commi s s i o n , am I 

14 c o r r e c t t h a t the customer g e n e r a t i o n c r e d i t , p l u s the 

15 c o m p e t i t i v e t r a n s i t i o n charge, w i l l always equal the 

16 g e n e r a t i o n r a t e cap? 

17 A Yes, you are c o r r e c t . 

18 Q And i s t h e r e a p o s s i b i l i t y t h a t the 

19 customer g e n e r a t i o n c r e d i t s e t by t h e y e a r l y RFP w i l l 

20 d i v e r g e f r o m a c t u a l market p r i c e ? 

21 A T h e r e i s some p o s s i b i l i t y a t some p o i n t 

22 d u r i n g the y ear t h a t the market p r i c e would move, but 

23 t h a t as I d i s c u s s e d e a r l i e r , t h a t i f t h a t problem 

24 s h o u l d a r i s e , i t w i l l be r e c t i f i e d a t t h e t i m e of the 

25 n e xt s o l i c i t a t i o n and i s n ' t g o i n g t o be a l o n g - t e r m 
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1 s y s t e m i c problem, such as c o u l d a r i s e f r o m a 

2 seven-year f i x e d CGC f o r e c a s t . 

3 Q Mr. S c h n i t z e r , would you r e f e r t o Page 7 o f 

4 your r e b u t t a l t e s t i m o n y --

5 A I have i t . 

6 Q s p e c i f i c a l l y , l i n e s 21 t h r o u g h 22? 

7 A Yes. 

8 Q You d i s c u s s t h e l i n k a g e between t h e r a t e 

9 cap and t h e CGC. 

10 Would you agree t h a t under t h e I n d u s t r i a l 

11 p r o p o s a l , t h e r e i s a l s o a l i n k a g e between t h e CGC and 

12 t h e s t r a n d e d c o s t t o t a l f o r t h e company? 

13 A W e l l , as I r e c o l l e c t , i n I n d u s t r i a l s ' 

14 p r o p o s a l , t h e CGC i s the same as t h e i r market p r i c e 

15 f o r e c a s t f o r t h e f i r s t seven y e a r s , w h i c h i s the 

16 b a s i s o f a p o r t i o n o f t h e i r s t r a n d e d c o s t 

17 c a l c u l a t i o n , so i n t h a t r e s p e c t , yes, b u t t h e same 

18 market p r i c e f o r e c a s t t h a t i s used i n t h e s t r a n d e d 

19 c o s t c a l c u l a t i o n i s a l s o used f o r t h e CGC as the 

20 I n d u s t r i a l s ' p r o p o s a l . 

21 Q Would you agree t h a t g e n e r a l l y , t h e l i n k a g e 

22 between t h e two i s such t h a t a h i g h e r CGC i n t h e 

23 I n d u s t r i a l p r o p o s a l would l e a d t o a l o w e r s t r a n d e d 

24 c o s t t o t a l f o r t h e company, g e n e r a t i o n - r e l a t e d 

25 s t r a n d e d c o s t t o t a l ? 
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1 A H i g h e r market p r i c e f o r e c a s t s l e a d t o lower 

2 s t r a n d e d c o s t c a l c u l a t i o n s , o t h e r t h i n g s b e i n g e q u a l . 

3 Q And t h a t t h e i n v e r s e i s a l s o t r u e ? 

4 A That i s a l s o t r u e . 

5 Q Next, would you t u r n t o page n i n e , l i n e s 

6 s i x t h r o u g h seven? 

7 You d i s c u s s t h e main i n t e r v e n o r s . To which 

8 p a r t i e s are you r e f e r r i n g ? 

9 A I t h i n k t h e -- I t h i n k t h a t d e s i g n a t i o n or 

10 t h a t d e s c r i p t i o n a p p l i e s t o the t h r e e p a r t i e s as 

11 shown i n t h e t a b l e above on page n i n e . 

12 Q And your as sumpt i o n i s t h a t any p a r t i e s 

13 t h a t d i d n o t respond agree w i t h s t r i k e t h a t . 

14 Can you t u r n n e xt t o Page 10? 

15 A Yes. 

16 Q And as you l o o k a t t h e c h a r t t h e r e , you 

17 w i l l n o t i c e t h e OCA and t h e OTS and t h e I n d u s t r i a l s 

18 a l l s u p p o r t a decommissioning expense r e c o v e r y f o r 

19 t h e company of around f o r t y - f o u r m i l l i o n ? 

20 A That's c o r r e c t . 

21 Q Do you agree t h a t because t h e m a j o r i t y o f 

22 t h e p a r t i e s d e p i c t e d on t h i s c h a r t recommend a 

23 r e c o v e r y o f f o r t y - f o u r m i l l i o n t h a t t h e Commission 

24 s h o u l d accept t h a t number? 

25 A No, and I don't b e l i e v e I have so 
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1 t e s t i f i e d . 

2 The purpose o f t h i s s e c t i o n o f t e s t i m o n y i s 

3 t o t r y and, f o r those p a r t i e s who have p r o v i d e d 

4 e x p l i c i t a l t e r n a t e q u a n t i f i c a t i o n s , t o summarize on a 

5 c o n s i s t e n t b a s i s what t h e i r p o s i t i o n s a r e , and where 

6 t h e i r d i f f e r e n c e s a r i s e as an a i d t o t h e p a r t i e s , t h e 

7 Judge, and t h e Commission. 

8 Q And i n g e n e r a l , you would agree t h a t i n 

9 making i t s d e c i s i o n i n t h e p r o c e e d i n g , t h e Commi s s i o n 

10 s h o u l d n ' t s i m p l y count t h e number o f p a r t i e s on each 

11 s i d e o f an i s s u e and f i n d i n f a v o r o f t h e p o s i t i o n 

12 w i t h more s u p p o r t ? 

13 A W e l l , I hope t h a t t h e Commission, i n 

14 r e a c h i n g i t s d e c i s i o n , t h e Judge, i n w r i t i n g h i s 

15 recommended d e c i s i o n , w i l l r e a c h t o t h e m e r i t s o f t h e 

16 arguments, r a t h e r t h a n t h e numbers. 

17 Q Can you n e x t t u r n t o Page 11, please? 

18 On l i n e seventeen, you d i s c u s s c o s t s 

19 independent o f o p e r a t i o n s . 

2 0 A That i s t h e heading on l i n e seventeen, yes. 

2 1 Q Oh, s o r r y . What p a r t i e s f a i l e d t o i n c l u d e 

2 2 c o s t s independent o f o p e r a t i o n i n t h e i r s t r a n d e d 

23 p l a n t a n a l y s i s ? 

24 A I b e l i e v e , as shown i n t h e t a b l e on Page 

25 10, t h e OCA f o r c e r t a i n , and I'm n o t sure about t h e 
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1 I n d u s t r i a l s per se. 

2 I t h i n k t h e i r d i f f e r e n c e s came out a l i t t l e 

3 d i f f e r e n t l y i n t h e i r a n a l y s i s , b u t c e r t a i n l y , t h e 

4 OCA, w i t h r e s p e c t t o the OCA, t h a t ' s t h e i r p o s i t i o n . 

5 Q S o i s i t your t e s t imony t h a t t h e 

6 I n d u s t r i a l s d i d not i n c l u d e c o s t s independent o f 

7 o p e r a t i o n ? 

8 A I'm s o r r y . D i d not? 

9 Q D i d not i n c l u d e c o s t s independent o f 

10 o p e r a t i o n i n t h e i r s t r a n d e d g e n e r a t i o n p l a n t 

11 a n a l y s i s ? 

12 A W e l l , i t i s my t e s t i m o n y -- and i f you w i l l 

13 bear w i t h me, I w i l l g i v e you t h e page c i t e -- i t i s 

14 my t e s t i m o n y on Page 26 t h a t t h e d i f f e r e n c e s between 

15 t h e company and t h e I n d u s t r i a l s are l a r g e l y 

16 a t t r i b u t e d t o market p r i c e assumption d i f f e r e n c e s , 

17 r a t h e r t h a n c o s t s independent o f o p e r a t i o n per se. 

18 Q So where would i t c o s t , i f t h e I n d u s t r i a l s 

19 d i d n o t i n c l u d e c o s t independent o f o p e r a t i o n i n the 

2 0 company 1s q u a n t i f i c a t i o n o f 208 m i l l i o n , o r would 

21 t h e y be d e p i c t e d on t h i s c h a r t on page 26? 

22 A Because - - b e c a u s e the I n d u s t r i a l market 

2 3 p r i c e assumption i s so much h i g h e r t h a n t he 

24 company's, p a r t i c u l a r l y i n the e a r l y y e a r s , d u r i n g 

25 the 1999 t o 2005 p e r i o d , t h e i s s u e o f shutdown o r 
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1 n e g a t i v e m a r gin o r zero margin p l a n t s does not a r i s e 

2 i n t h e I n d u s t r i a l s ' a n a l y s i s , and so as we show here 

3 on Page 26, t h e y s i m p l y show more m a r g i n from those 

4 p l a n t s t h a n t h e company does under i t s market p r i c e 

5 assumptions, and so we have shown t h a t whole 

6 d i f f e r e n c e as a market p r i c e d i f f e r e n c e . 

7 At some p o i n t , as we reduce t h e market 

8 p r i c e , and reduce t h e market p r i c e , a t some p o i n t , we 

9 c o u l d have c l a s s i f i e d a p a r t o f t h a t bar as - - from 

10 t h e n on i n as c o s t independent o f o p e r a t i o n s , but f o r 

11 the purposes o f Page 26, t h a t whole d i f f e r e n c e has 

12 been a t t r i b u t e d t o t h e d i f f e r e n c e between the 

13 company's l o w e r market p r i c e assumptions between 1999 

14 and 2005 and D I I ' s much h i g h e r market p r i c e 

15 assumption between 1999 and 2005. 

16 Q So are you s a y i n g t h a t t h e 208 m i l l i o n i s 

17 i n t h e D I I market p r i c e bar i n here? 

18 A I guess I'm not sure I know what t h e --

19 what you mean by the q u e s t i o n , i f t h e 208 m i l l i o n i s 

20 i n t h e r e . 

21 Q The c o s t independent o f o p e r a t i o n , I 

22 b e l i e v e our c o s t s t h a t these p l a n t s w i l l i n c u r , 

23 r e g a r d l e s s o f where th e y o p e r a t e , and i f the D I I 

24 market p r i c e s r e c o v e r those c o s t s , would t h e y be 

25 i n c l u d e d - - would t h a t 208 m i l l i o n c o s t , independent 
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1 o f o p e r a t i o n , be subsumed i n what you have d e p i c t e d 

2 as t h e market p r i c e bar i n your r e c o n c i l i a t i o n ? 

3 A T h e c o s t s independent o f o p e r a t i o n are i n 

4 t h e D I I ' s a n a l y s i s , i n t h e i r s pread s h e e t s and t h e i r 

5 c a l c u l a t i o n s ' . 

6 I n d e s c r i b i n g t he d i f f e r e n c e between t h e i r 

7 v a l u e and t h e company's v a l u e , t h a t 208 m i l l i o n 

8 d o l l a r d i f f e r e n c e i s a t t r i b u t e d t o a market p r i c e 

9 d i f f e r e n c e , as opposed t o broken o u t i n t o a c o s t 

10 independent o f o p e r a t i o n v i s - a - v i s market p r i c e . 

11 I t would be an a l t e r n a t e way o f d e p i c t i n g 

12 i t , b u t t h e t h i n g t h a t g i v e s r i s e t o t h e d i f f e r e n c e 

13 i s t h e d i f f e r e n c e i n market p r i c e a s sumptions, as 

14 shown on Page 26. 

15 Q So would t h a t d i f f e r e n t way o f d e p i c t i n g i t 

16 t a k e t h e 208 m i l l i o n out o f t h e r e and o n l y l e a v e --

17 what i s i t -- t h e two hundred f i f t y - f i v e m i l l i o n t h a t 

18 you a t t r i b u t e s o l e l y t o a d i f f e r e n c e i n market p r i c e 

19 c a l c u l a t i o n s , minus the 208 m i l l i o n would l e a v e 

20 a p p r o x i m a t e l y 47 m i l l i o n ? 

21 I s t h a t what i s t h e d i f f e r e n c e due t o 

22 market p r i c e c a l c u l a t i o n s , or i s i t 255 m i l l i o n ? 

23 I s i t somewhere i n between? 

24 A D I I c a l c u l a t e s a -- w e l l , l e t me g e t you a 

25 s p e c i f i c s i t e . 

HOLBERT ASSOCIATES 
(717) 540-9669 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

550 

D I I c a l c u l a t e s a g e n e r a t i o n o p e r a t i n g v a l u e 

-- I am now on Page 19 o f my t e s t imony - - o f 12 8 

m i l l i o n d o l l a r s f o r the company's p l a n t s as o f 

1-1-99, where g e n e r a t i n g o p e r a t i n g v a l u e i s d e f i n e d 

as t h e sum o f two elements, t h e m a r g i n a l a n a l y s i s , 

p l u s t h e c o s t o f independent o p e r a t i o n . 

The D I I i s t h e 128 mi H i on, which i s t h e i r 

m a r g i n a n a l y s i s . 

For Duquesne, t h e comparable number i s 

minus 181. 

That's a d i f f e r e n c e o f t h r e e hundred and 

some odd m i l l i o n d o l l a r s , and i n t r y i n g t o i l l u s t r a t e 

what t h e key sources o f t h a t d i f f e r e n c e a r e , t h a t i s 

the purpose o f Page 26, and Page 26 shows t h a t D I I 

doesn't show any p l a n t s b e i n g shut down, hasn't 

p u l l e d any c o s t s o u t f o r shutdown, any u n a v o i d a b l e 

c o s t s , and h a v i n g done a l l t h a t , t h e y have j u s t shown 

way more revenue t h a n t h e company b e l i e v e s w i l l be 

r e a l i z e d , so Page 26 shows, yes, o f t h a t d i f f e r e n c e 

of t h r e e hundred and some odd m i l l i o n d o l l a r s between 

the v a l u e s , most o f i t i s a t t r i b u t e t o t h e 

i n c r e m e n t a l revenue t h a t D I I assumes t h e company 

c o u l d r e c e i v e , which i s a market p r i c e , n ot t h a t t h e y 

have e x c l u d e d c o s t s or somehow assumed t h a t c o s t 

25 c o u l d go away, because under t h e i r market p r i c e 
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1 assumption, t h a t those i s s u e s never came up. 

2 That i s what t h e e x h i b i t on Page 26 

3 i l l u s t r a t e s , and Page 19 i s the d i f f e r e n c e t h a t i t i s 

4 t r y i n g t o e x p l a i n , t h e minus 181, t h e p o s i t i v e 128. 

5 Q Would you t u r n n e x t t o , o r I guess 

6 backwards a l i t t l e b i t t o Page 21? 

7 A Yes. 

8 Q O n l i n e s seven t h r o u g h t h i r t e e n , you s t a t e 

9 t h a t t h e I n d u s t r i a l s are hedging t h e i r b e t t h r o u g h 

10 t h e s h a r i n g p r o p o s a l s ? 

11 A Yes. 

12 Q Can you p o i n t t o any I n d u s t r i a l t e s t i m o n y 

13 t h a t c onnects t h e market p r i c e f o r e c a s t w i t h t h e D I I 

14 e q u i t y r e t u r n d i s a l l o w a n c e ? 

15 A No, but I don't u n d e r s t a n d -- I don't 

16 u n d e r s t a n d t h e I n d u s t r i a l s ' p r o p o s a l s t o be 

17 s e p a r a b l e . 

18 I don't u n d e r s t a n d them t o be p r o p o s i n g 

19 t h a t t h e Commission accept i t s s t r a n d e d c o s t 

20 c a l c u l a t i o n and not accept i t s s h a r i n g p r o p o s a l . 

21 I u n d e r s t a n d them t o be, you know, two 

22 p a r t s o f a comprehensive p r o p o s a l , and a l l I am 

23 o b s e r v i n g here i s t h a t i t i s e a s i e r t o r e l y on t h a t 

24 one t i m e market p r i c e v a l u a t i o n , secure i n the 

2 5 knowledge t h a t you have b u i l t i n a 232 m i l l i o n 
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1 d o l l a r s s h a r e h o l d e r h i t b e f o r e t h e d e f e r r e d t a x 

2 e r r o r s t h a t Mr. C l a y t o n speaks o f , you know, t o 

3 i n s u l a t e y o u r s e l f i f i t t u r n s o u t t h a t y o u r market 

4 p r i c e f o r e c a s t t u r n s out t o be wrong. 

5 That i s t h e s o l e purpose f o r t h e s t a t e m e n t 

6 t o w h i c h you are r e f e r r i n g . 

7 Q I n your o p i n i o n , t h e Commission c o u l d not 

8 accept t h e D I I market p r i c e and s t r a n d e d c o s t t o t a l 

9 and r e j e c t t h e s h a r i n g p r o p o s a l ? 

10 A No. That i s not what I s a i d . I s a i d i t i s 

11 not my u n d e r s t a n d i n g t h a t t h a t i s what D I I i s a s k i n g 

12 t h e Commission t o do. 

13 My u n d e r s t a n d i n g i s t h a t you are a s k i n g 

14 them t o accept y o u r s t r a n d e d c o s t s q u a n t i f i c a t i o n and 

15 t o accept your s h a r i n g p r o p o s a l . 

16 I f I am m i s t a k e n i n t h a t , I am sure you 

17 w i l l c o r r e c t me, but t h a t i s my u n d e r s t a n d i n g o f 

18 D I I ' s p r o p o s a l . 

19 Q You agree t h a t t he s h a r i n g p r o p o s a l has a 

20 c o m p l e t e l y independent b a s i s --

21 A I t i s --

22 Q -- whether you agree w i t h t h e b a s i s o r not? 

23 A I t i s a r t i c u l a t e d as a c o m p l e t e l y 

24 independent b a s i s . 

25 I t h a s t h e e f f e c t o f i n s u l a t i n g r a t e payers 
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1 fr o m t h e f i r s t 232 m i l l i o n d o l l a r s o f market p r i c e 

2 e s t i m a t i o n e r r o r , and I t h i n k t h a t i s u n d e n i a b l e . 

3 Q Would you t u r n t o Page 49, l i n e s f i f t e e n 

4 t h r o u g h twenty? 

5 ( D i s c u s s i o n o f f t h e r e c o r d . ) 

6 JUDGE CORBETT: A l l r i g h t . L e t ' s go back. 

7 BY MS. POLACEK: 

8 Q On Page 49 of yo u r r e b u t t a l t e s t i m o n y , 

9 l i n e s f i f t e e n t h r o u g h t w e n t y , you d i s c u s s t h e need t o 

10 d e t e r m i n e t h e CGC y e a r l y i n o r d e r t o enable t h e 

11 company t o f u l f i l l i t s o b l i g a t i o n s under t h e r a t e 

12 cap. 

13 Are you aware o f whether Duque sne i s 

14 p r o p o s i n g l i m i t s on the a b i l i t y o f customers t o 

15 r e t u r n t o cap s e r v i c e a f t e r s h opping i n t h e market? 

16 A I'm s o r r y . I guess I c a n ' t accept your 

17 c h a r a c t e r i z a t i o n o f what t h i s - - what t h i s t e s t imony 

18 i s d e s c r i b i n g , b u t i f you would l i k e t o ask the 

19 q u e s t i o n w i t h o u t t h e c h a r a c t e r i z a t i o n , I would be 

20 happy t o t r y t o answer i t . 

21 Q One o f t h e reasons t h a t t h e company i s 

22 a r g u i n g t h a t t h e CGC s h o u l d be d e t e r m i n e d y e a r l y , 

23 i n s t e a d o f be i n g p r e d e t ermined f o r t he e n t i r e 

24 t r a n s i t i o n p e r i o d under a p r o p o s a l such as t h e 

25 I n d u s t r i a l s , i s because t h e company i s concerned 
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1 about f u l f i l 1 i n g i t s o b i i g a t i o n s under t h e r a t e cap? 

2 Am I c o r r e c t ? 

3 A I wo u l d n ' t c h a r a c t e r i z e i t as t h a t . The 

4 concerns are two. 

5 The concerns a r e , one, t h a t t h e r e be a f a i r 

6 c h o i c e f o r customers between t h e r a t e cap and t h e 

7 c o m p e t i t i v e s e r v i c e , and second, t h a t t h e company not 

8 j e o p a r d i z e i t s o p p o r t u n i t y f o r s t r a n d e d c o s t r e c o v e r y 

9 under t h e - - under t h e r a t e cap, b u t I wo u l d n • t 

10 d e s c r i b e e i t h e r o f those as conc e r n o v e r f u l f i l l i n g 

11 i t s o b l i g a t i o n s under t h e r a t e cap. I n any ev e n t , 

12 t h e company i s g o i n g t o p r o v i d e t h a t r a t e cap 

13 s e r v i c e . I t i s a q u e s t i o n as t o whether t h e 

14 customers have a f a i r c h o i c e on t h e one hand, and t h e 

15 company has a re a s o n a b l e o p p o r t u n i t y f o r s t r a n d e d 

16 c o s t r e c o v e r y on t h e o t h e r . 

17 That i s what t h e t e s t i m o n y addresses. 

18 Q But i s n ' t i t t r u e t h a t when we were 

19 d i s c u s s i n g your a l t e r n a t e p r o p o s a l , you s a i d t h a t a 

20 customer c o u l d choose t o g i v e up t h e r a t e cap i n 

21 o r d e r t o have a CGC s e t , o r a CTC and a c o r r e s p o n d i n g 

22 CGC s e t f o r more t h a n one year? 

23 A We were t a l k i n g about a p r o p o s a l t h a t t h e 

2 4 company had made i n t h e p i l o t a t t h a t j u n c t u r e , 

25 b ut yes. 
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1 BY MS. POLACEK: 

2 Q S e t t i n g t h e CTC i n advance, i n your view, 

3 i s n o t connected w i t h t h e r a t e cap and p e r f o r m i n g 

4 under t h e r a t e cap and customers b e i n g a b l e t o r e t u r n 

5 t o s e r v i c e i n th e event t h a t a c t u a l market p r i c e s 

6 exceed a p r e d e t e r m i n e d CGC? 

7 MR. MOOT: I would o b j e c t t o t h a t as a 

8 compound q u e s t i o n . 

9 MS. POLACEK: I ' l l r e p h r a s e i t , i f I can 

10 remember i t . 

11 BY MS. POLACEK: 

12 Q I s i t t r u e t h a t a concern t h a t t h e company 

13 has expressed i s t h a t i f a CTC and CGC are s e t f o r 

14 each o f t h e seven years o f t h e t r a n s i t i o n p e r i o d now 

15 t h a t whenever the market p r i c e goes above t h a t 

IS p r e d e t e r m i n e d l e v e l customers w i l l come back t o 

17 s u p p l i e r o f l a s t r e s o r t s e r v i c e from t h e company? 

18 A That i n c e n t i v e w i l l c l e a r l y e x i s t , and t h e 

19 concern t h a t customers w i l l a c t on t h a t i n c e n t i v e i s 

20 c l e a r l y a concern o f t h e company. But --

21 Q Go ahead. I d i d n ' t mean t o i n t e r r u p t you. 

22 A But i n t h a t r e s p e c t , t h e r e ' s no i n j u r y t o 

23 t h e company. The i n j u r y t o the company comes from 

24 t h e r e v e r s e c i r c u m s t a n c e , which i s a cause o f g r e a t e r 

25 concern fr o m t h e company's p e r s p e c t i v e . I f t h e CGC 
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1 i s s e t t o o h i g h , t h e r e w i l l be an a r t i f i c i a l 

2 i n c e n t i v e f o r customers t o l e a v e , and t h e company 

3 w i l l absorb a revenue s h o r t f a l l t h a t would o t h e r w i s e 

4 have been a v a i l a b l e t o r e c o v e r s t r a n d e d c o s t s . 

5 That i s a s i t u a t i o n t h a t would be o f more 

6 concern from t h e company's p e r s p e c t i v e . The f i r s t 

7 concern i s a concern as between s u p p l i e r s and t h a t 

8 t h e customers have a f a i r c h o i c e between r a t e cap 

9 s e r v i c e and c o m p e t i t i v e s e r v i c e . 

10 Q E a r l i e r w i t h c o u n s e l f o r ENRON you 

11 d i s c u s s e d P o r t l a n d General E l e c t r i c . D i d you make 

12 any comparison o f t h e o v e r a l l l e v e l o f r a t e s between 

13 P o r t l a n d General and Duquesne? 

14 A I t wasn't r e l e v a n t t o my a n a l y s i s . I d i d 

15 n o t . 

16 Q Would you expect o r do you know whether 

17 P o r t l a n d General's r a t e s a re g e n e r a l l y l o w e r t h a n 

18 Duquesne's? 

19 A I b e l i e v e t h a t t h e y a re g e n e r a l l y l o w e r 

20 t h a n Duquesne's. Again, t h a t ' s n o t r e l e v a n t t o t h e 

21 t e s t i m o n y on t h a t p o i n t . 

22 MS. POLACEK: Thank you v e r y much, 

23 Mr. S c h n i t z e r . 

24 I have no more q u e s t i o n s . Your Honor. 

25 JUDGE CORBETT: I s t h e r e any o t h e r p a r t y who 
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1 has n o t c r o s s -examined t h i s w i t n e s s who wishes t o 

2 cross-examine Mr. S c h n i t z e r a t t h i s time? 

3 (No a u d i b l e response.) 

4 JUDGE CORBETT: H e a r i n g no response, 

5 Mr. Moot, do you have any r e d i r e c t ? 

6 MR. MOOT: Yes, I do, Your Honor. 

7 JUDGE CORBETT: A l l r i g h t . 

8 REDIRECT EXAMINATION 

9 BY MR. MOOT: 

10 Q Would i t be a f a i r s t a t e m e n t , 

11 Mr. S c h n i t z e r , t h a t s e v e r a l i n t e r v e n e r s i n t h i s case 

12 s u p p o r t a l e v e l o f r e c o v e r y o f nuc1ear 

13 decommissioning c o s t s ? 

14 A Yes. As a s t r a n d e d c o s t , yes. 

15 Q Do you have any o p i n i o n r e g a r d i n g whether 

16 t h o s e c o s t s c o u l d be f a i r l y c h a r a c t e r i z e d as c o s t s 

17 independent o f o p e r a t i o n ? 

18 A Yes. Nuc l e a r decommissioning c o s t i s an 

19 example o f c o s t s independent o f o p e r a t i o n . They 

20 r e p r e s e n t c o s t s n o t y e t spent b u t which w i l l have t o 

21 be spent r e g a r d l e s s , l a r g e l y independent o f whether 

22 t h e u n i t s r u n anymore o r shut down now o r 15 o r 20 

23 y e a r s hence. As such, t h e y are a c a t e g o r y o f c o s t s 

24 independent o f o p e r a t i o n . 

25 Q Do you r e c a l l a c o l l o q u y w i t h Mr. Wiseman 
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1 r e g a r d i n g a b a s i s p o i n t a d j u s t m e n t t h a t a f f e c t e d t h e 

2 market p r i c e stream i n your e x h i b i t s ? 

3 A Yes. We d i s c u s s e d t h e b a s i s p o i n t 

4 d i f f e r e n t i a l as e f f e c t i v e t h e spot p r i c e d e r i v a t i o n 

5 between 1999 and 2005 based on t h e RFP r e s u l t s . 

6 Q Do you have any u n d e r s t a n d i n g o f , f o r 

7 example, what an i n c r e a s e i n 100 b a s i s p o i n t s would 

8 t r a n s l a t e i n t o w i t h r e s p e c t t o t h e e l e c t r i c i t y market 

9 p r i c e s ? 

10 A Yes. He had asked me whether I knew what 

11 t h e e f f e c t would be i f we had used a 300 b a s i s p o i n t 

12 d i f f e r e n t i a l , as opposed t o a 200 b a s i s p o i n t 

13 d i f f e r e n t i a l . I d i d n ' t a t the t i m e , and I so s t a t e d . 

14 But over t h e break we 've been a b l e t o do t h a t 

15 c a l c u l a t i o n , and t h e use o f a 300 b a s i s p o i n t 

16 d i f f e r e n t i a l would i n c r e a s e the spot p r i c e s over t h e 

17 1999 t o 2005 p e r i o d by an average of f o u r p e r c e n t , 

18 l e s s t h a n $1 a megawatt hour. 

19 Q Do you have any o p i n i o n r e g a r d i n g whether 

20 Duquesne's RFP g i v e s a m a r k e t e r t h e a b i l i t y t o hedge 

21 market p r i c e r i s k ? 

22 A Yes. For those m a r k e t e r s who might have 

2 3 been c o n t e m p l a t i n g making o f f e r i n g s under t h e v a r i o u s 

2 4 P e n n s y l v a n i a p i l o t s , t h e o p p o r t u n i t y t o have a one -

25 year f i x e d p r i c e commitment, as was o f f e r e d i n t h e 
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1 one-year RFP, would have been a way f o r th o s e 

2 m a r k e t e r s t o hedge o r balance a p o r t i o n o f t h e i r 

3 r i s k s i f t h e y so chose. 

4 Q Do you have any knowledge r e g a r d i n g whether 

5 P o r t l a n d E l e c t r i c o f f e r e d an i n c e n t i v e t y p e c r e d i t 

6 f o r t h e f u l l t r a n s i t i o n t o c o m p e t i t i o n ? And by t h a t , 

7 I mean t h e p o s t - p i l o t p e r i o d . 

8 A P o r t l a n d General f i l e d t h e d e t a i l s o f i t s 

9 more comprehensive r e t a i l c h o i c e p l a n I b e l i e v e on 

10 December 2nd, and t h a t p l a n d i d n o t i n c l u d e any 

11 a n a l o g o f s u p p l i e r i n c e n t i v e payment as had been 

12 proposed e a r l i e r f o r i t s p i l o t . 

13 Q Now, w i t h r e s p e c t t o t h e i n c e n t i v e c r e d i t 

14 f o r t h e P o r t l a n d p i l o t , what was t h e b a s i s f o r t h e 

15 CGC u n d e r l y i n g t h a t c r e d i t ? 

16 A The b a s i s f o r t h e CGC was t h e company's 

17 e s t i m a t e o f a v o i d e d energy c o s t s base, I b e l i e v e , on 

18 a r e c e n t h i s t o r i c a l a n a l y s i s o f a v o i d e d energy c o s t s 

19 t o serve r e t a i l l o a d . 

20 Q Was t h e r e a c a p a c i t y adder on those energy 

21 c o s t s ? 

22 A There was n o t . 

23 MR. MOOT: I have no f u r t h e r q u e s t i o n s . Your 

2 4 Honor. 

25 JUDGE CORBETT: Ms. M e l i l l o , do you have any 
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1 r e c r o s s ? 

2 MS. MELILLO: No, I d o n ' t , Your Honor. 

3 JUDGE CORBETT: Mr. B e r g e r . 

4 MR. BERGER: No, Your Honor. 

5 JUDGE CORBETT: OSBA and t h e C i t y d i d n o t 

6 c r o s s b e f o r e . Mr. Wiseman. 

7 MR. WISEMAN: No, Your Honor. 

8 JUDGE CORBETT: Mr. Z i e l o n i s . 

9 MR. ZIELONIS: No, Your Honor. 

10 JUDGE CORBETT: Mr. S t e w a r t . 

11 MR. STEWART: N o t h i n g f r o m me, Your Honor. 

12 JUDGE CORBETT: I d o n ' t b e l i e v e Mr . - - I 

13 f o r g e t t h e name. Mr. B a r a k i s o u t o f t h e room a t t h e 

14 p r e s e n t t i m e . 

15 Mr. C l e a r f i e l d . 

16 ' RECROSS EXAMINATION 

17 BY MR. CLEARFIELD: 

18 Q. Mr. S c h n i t z e r , do y o u know what t h e 

19 p r o p o s e d CGC f o r P o r t l a n d G e n e r a l was as a p e r c e n t a g e 

20 o f P o r t l a n d G e n e r a l ' s o v e r a l l r a t e ? 

21 A No, I d o n ' t , b u t I w o u l d --

22 Q I j u s t a s k e d y o u w h e t h e r y o u knew o r y o u 

23 d i d n ' t know. 

24 A I'm s o r r y . Am I n o t a l l o w e d t o c o m p l e t e my 

25 answer? 
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JUDGE CORBETT: He can e x p l a i n i t i f he 

wishes. 

A I'm not aware o f what i t would be expressed 

as a p e r c e n t a g e as you d e s c r i b e d . But, a g a i n , t h e 

reason I don't know i t i s I don't c o n s i d e r i t t o be 

r e l e v a n t . 

BY MR. CLEARFIELD: 

Q. W i t h r e s p e c t t o t h e i n c e n t i v e c r e d i t f o r 

s u p p l i e r s t h a t you r e f e r e n c e d t h a t was a p p l i c a b l e t o 

the p i l o t , you s a i d i t o n l y i n c l u d e d energy; i s t h a t 

c o r r e c t ? 

A No, t h a t ' s n o t c o r r e c t . 

Q What was the i n c e n t i v e c r e d i t f o r t h e 

p i l o t ? 

A The i n c e n t i v e c r e d i t was w h o l l y a p a r t from 

t h e CGC backout t h a t Mr. Moot had asked me about. I t 

was t he CGC backout t h a t i n c l u d e d o n l y a v o i d e d o r 

d e t r i m e n t a l energy. I d i d n ' t say a n y t h i n g about t h e 

i n c e n t i v e c r e d i t i n t h a t r e s p e c t . 

Q Do you know whether t h e i n c e n t i v e c r e d i t 

was t o account f o r any p a r t i c u l a r c o s t t h a t a 

s u p p l i e r m i ght i n c u r i n t h a t i n s t a n c e ? 

A I t h i n k I t o l d you i n our e a r l i e r 

c r o s s - e x a m i n a t i o n my u n d e r s t a n d i n g of t h e b a s i s o f 

t h a t s u p p l i e r i n c e n t i v e c r e d i t . 
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1 Q And t h a t i s i t w a s n ' t s p e c i f i c a l l y 

2 a p p l i c a b l e t o any p a r t i c u l a r c o s t as' f a r as y o u knew? 

3 A As f a r as I was aware, i t was n o t b a s e d on 

4 any A & G c o s t s a t P o r t l a n d b u t was d e r i v e d on some 

5 o t h e r b a s i s . 

6 Q So y o u d o n ' t know w h e t h e r i t was d e s i g n e d 

7 t o c o v e r o t h e r c o s t s ? 

8 A I d o n ' t know what o t h e r c o s t s i t was 

9 d e s i g n e d t o c o v e r . T h e r e ' s no m e n t i o n t h a t i t was 

10 b a s e d on P o r t l a n d ' s A & G . 

11 MR. CLEARFIELD: Thank y o u . 

12 JUDGE CORBETT: Ms. P o l a c e k . 

13 MS. POLACEK: No q u e s t i o n s , Y o u r Honor. 

14 JUDGE CORBETT: Any f u r t h e r r e d i r e c t , 

15 Mr. Moot? 

16 MR. MOOT: No, Your Honor. 

17 JUDGE CORBETT: Mr. S c h n i t z e r , t h a n k y o u v e r y 

18 much, s i r . Y o u ' r e f i n a l l y e x c u s e d . 

19 L e t ' s go o f f t h e r e c o r d f o r h o u s e k e e p i n g 

20 c h o r e s a t t h i s p o i n t . 

21 ( D i s c u s s i o n o f f t h e r e c o r d . . ) 

22 MORGAN K. O'BRIEN, c a l l e d as a w i t n e s s , b e i n g 

23 d u l y s w o r n , was e x a m i n e d and t e s t i f i e d as f o l l o w s : 

24 JUDGE CORBETT: Would you b e g i n , p l e a s e , b y 

25 g i v i n g us y o u r f u l l name f o r t h e c o u r t r e p o r t e r , 
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p l e a s e . 

A I t ' s Morgan K. 0 ' B r i e n . 

JUDGE CORBETT: T r y t o keep your v o i c e up a 

l i t t l e b i t , i f you can, Mr. O'Brien. 

DIRECT EXAMINATION 

BY MR. MOOT: 

Q Mr. O'Brien, d i d you submit d i r e c t and 

r e b u t t a l t e s t i m o n y and accompanying e x h i b i t s i n t h i s 

case ? 

A I d i d . 

Q And would those d i r e c t and r e b u t t a l 

s t a t e m e n t s have been Numbers 4 and 4-R? 

A They a r e . 

Q Do you have any c o r r e c t i o n s t o those 

s t a t e m e n t s o r e x h i b i t s ? 

A I do n o t . 

Q Are those s t a t e m e n t s and e x h i b i t s t r u e and 

c o r r e c t t o the best o f your knowledge, i n f o r m a t i o n , 

and b e l i e f ? 

A Yes, t h e y a r e . 

MR. MOOT: I'm now handing t o t h e c o u r t 

r e p o r t e r two cop i e s o f s a i d t e s t i m o n y and e x h i b i t s , 

and I move t h a t t h e y be a d m i t t e d i n t o e v i d e n c e 

s u b j e c t t o any a p p r o p r i a t e m o t i o n s . 

JUDGE CORBETT: A l l r i g h t . The documents 
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p r e v i o u s l y i d e n t i f i e d w i l l be a d m i t t e d i n t h e r e c o r d 

s u b j e c t t o a n y p r o p e r mot i o n s . 

(Duquesne S t a t e m e n t Numbers 4 and 4 - R w e r e 
marked and admitted i n t o e v i d e n c e . ) 

(Duquesne E x h i b i t Numbers MKO-1A t h r o u g h 
MKO-1E and MKO-2 were marked and a d m i t t e d i n t o 
e v i d e n c e . ) 

BY MR. MOOT: 

Q Mr. O'Brien, are you g e n e r a l l y f a m i l i a r 

w i t h Mr. W e i s e n m i l l e r ' s s u r r e b u t t a l t e s t i m o n y ? 

A I am. 

Q Would i t be a f a i r s t a t e m e n t t h a t he t a k e s 

i s s u e w i t h whether Duquesne has a c h i e v e d an 

a p p r o p r i a t e l e v e l o f e f f i c i e n c y a t i t s c o a l p l a n t s ? 

A Yes, i t ' s c o r r e c t t o c h a r a c t e r i z e i t t h a t 

way. 

Q Do you have any o p i n i o n w i t h r e g a r d t o 

whether t h e merger w i l l a l l o w a m a t e r i a l r e d u c t i o n i n 

th e c o s t s o f o p e r a t i n g those p l a n t s ? 

A Yes. One o f t h e b e n e f i t s o f t h e A l l e g h e n y -

DQE merger i s t h a t t h e r e are c e r t a i n s y n e r g i e s o r 

c o s t r e d u c t i o n s o f combining t h e two e n t i t i e s . A 

p o r t i o n of those c o s t r e d u c t i o n s would be a l l o c a t e d 

t o t h e g e n e r a t i o n p a r t o f t h e b u s i n e s s f o r Duquesne 

L i g h t . 

Q Do you have any o p i n i o n r e g a r d i n g t h e 
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1 r e l a t i v e l e v e l o f c o s t r e d u c t i o n s t h a t would r e s u l t ? 

2 A As I b e l i e v e was t e s t i f i e d y e s t e r d a y i n 

3 Mr. M a r s h a l l ' s t e s t i m o n y , he gave an example o f , f o r 

4 i n s t a n c e , i n the year 2000, which i s a ye a r when the 

5 merger has been up and r u n n i n g and we've been a b l e 

6 t o , h o p e f u l l y , a c c o m p l i s h t h e b e n e f i t s t h e m s e l v e s . 

7 We e s t i m a t e d i n t h a t year t h a t t h e r e would be about 

8 n i n e t e e n and a h a l f m i l l i o n o f g e n e r a t i o n s a v i n g s , 

9 s a v i n g s a t t r i b u t e d t o t h e g e n e r a t i o n p o r t i o n o f t h e 

10 b u s i n e s s i n t h a t y e a r . Of t h a t , we t h e n a l l o c a t e t o 

11 t h e s p e c i f i c p l a n t s themselves. 

12 Because o f how the s t u d y was p u t t o g e t h e r , 

13 w h i c h I 've t e s t i f i e d i n t h e j o i n t merger case, s o r t 

14 o f t h e parameters o f the s t u d y , b u t some o f t h e 

15 s i g n i f i c a n t parameters were t h a t t h e r e were -- We 

16 were r e v i e w i n g f o r d u p l i c a t i o n o f c o s t s . When you 

17 combine t he companies, c e r t a i n o f those c o s t s would 

18 go away. That's r e a l l y where t h e s a v i n g s come from . 

19 A l a r g e p o r t i o n o f t h a t i s i n t h e 

20 a d m i n i s t r a t i v e and overhead c o s t s c a t e g o r y , where 

21 we've g o t two s e t s o f a c c o u n t a n t s , two s e t s o f 

22 l a w y e r s , and d i f f e r e n t overhead, which would be 

23 somewhat e l i m i n a t e d i n t h e merged e n t i t y . Then those 

24 c o s t s would the n be a l l o c a t e d t o t h e power s t a t i o n s . 

25 When we l o o k a t overhead, we e x c l u d e d 
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1 F i r s t o f a l l , l o o k i n g a t s a v i n g s , we e x c l u d e d t h e 

2 n u c l e a r o p e r a t i o n s because A l l e g h e n y Energy, 

3 A l l e g h e n y Power, doesn't have any n u c l e a r o p e r a t i o n s . 

4 I n a d d i t i o n , t h e o t h e r i s s u e was i n t h e 

5 f o r e i g n f o s s i l s t a t i o n s . F o r e i g n b e i n g f o s s i l 

6 s t a t i o n s t h a t Duquesne L i g h t has ownership i n but 

7 t h a t i t i t s e l f doesn't o p e r a t e . There, a g a i n , we've 

8 s a i d t h a t t h e r e wouldn't be much s y n e r g i e s t h e r e 

9 because we don't o p e r a t e t h o s e , and t h e r e w o u l d n ' t be 

10 e f f i c i e n c i e s i n combining t h o s e . 

11 So t h e b u l k o f t h e d o l l a r s i n t h e g e n e r a t i o n 

12 area would be a t t r i b u t e d t o the E l Rama and Cheswick 

13 power p l a n t s . I n t h e year 2000, t h a t n i n e t e e n and a 

14 h a l f m i l l i o n , we've a l l o c a t e d over n i n e m i l l i o n t o E l 

15 Rama power s t a t i o n i n t h a t one ye a r and a l i t t l e o v er 

16 seven m i l l i o n a t Cheswick. 

17 Q Do you have any b a s i s f o r comparing thos e 

18 numbers on a perce n t a g e b a s i s o f what t h e c o s t s 

19 o t h e r w i s e would be? 

2 0 A Wel1, one o f the compari sons i s comparing 

21 th o s e s a v i n g s t o t h e a c t u a l n o n - f u e l O & M c o s t s 

2 2 p r o v i d e d i n PJC-20, which on a pe r c e n t a g e b a s i s i t ' s 

23 over 40 p e r c e n t , a 40-p e r c e n t r e d u c t i o n i n those 

24 c o s t s . 

25 MR. MOOT: At t h i s t i m e , Your Honor, I would 
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1 l i k e t o have marked as an e x h i b i t a copy o f a 

2 s t a t e m e n t o f F i n a n c i a l A c c o u n t i n g S t a n d a r d Number 71. 

3 I would p u t a l l t h e p a r t i e s a t ease t h a t we 

4 w i l l n ot i n t r o d u c e t h i s . I w i l l j u s t ask Mr. O'Brien 

5 a q u e s t i o n about i t . 

6 BY MR. MOOT: 

7 Q Mr. O'Brien, would i t be a f a i r s t a t e m e n t 

8 t h a t Mr. W e i s e n m i l l e r ' s t e s t i m o n y f a i r l y h a r s h l y 

9 c r i t i c i z e s t h e s t a n d a r d f o r r e c o v e r y o f a r e g u l a t o r y 

10 a s s e t b e i n g used by the company? 

11 A Yes. 

12 Q I s t h e r e a n y t h i n g i n F i n a n c i a l A c c o u n t i n g 

13 S t a n d a r d Number 71 t h a t would be r e l e v a n t t o h i s 

14 c r i t i c i s m ? 

15 A I guess, f i r s t o f a l l , on Page 5 of my 

16 d i r e c t t e s t i m o n y , he t a k e s where I have s a i d i n s h o r t 

17 and t r i e d t o summarize FAS 71. B a s i c a l l y , i t appears 

18 t h a t he's t a k i n g t h a t s u m m a r i z a t i o n and i n t e r p r e t e d 

19 t h a t t o be more r e s t r i c t i v e t h a n t h e a c t u a l 

20 a c c o u n t i n g pronouncement. 

21 My a t t e m p t was m e r e l y t o summarize, i n g e n e r a l 

22 terms, what Statement 71 s a i d . He was r e a c h i n g t h e 

23 c o n c l u s i o n , based on my t e s t i m o n y , t h a t t h e r e had t o 

24 be a v a l i d o r d e r which p r o v i d e d f o r c e r t a i n t y o f 

25 r e c o v e r y i n o r d e r t o q u a l i f y f o r a r e g u l a t o r y a s s e t . 
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1 The purpose o f l o o k i n g a t t h e a c t u a l s t a t e m e n t 

2 i s t o l o o k on Page 707 of t h e p u b l i c a t i o n t h a t I 

3 c o p i e d t h e s t a t e m e n t from. 

4 Q I f I c o u l d j u s t i n t e r j e c t , f o r purposes of 

5 t h e c o p i e s c i r c u l a t e d t o t h e p a r t i e s and perhaps 

6 t h o s e g i v e n t o t h e c o u r t r e p o r t e r , i t appears t h a t 

7 t h e number of the page has been c u t o f f , b u t i t i s 

8 t h e second page, t h e r i g h t - h a n d p o r t i o n o f t h a t page. 

9 A The paragraph number i s Paragraph 9, which 

10 i s t h e g e n e r a l s t a n d a r d s o f FAS 71. B a s i c a l l y , under 

11 Paragraph A t h e r e ' s a t w o - p a r t r e q u i r e m e n t , and t h e 

12 f i r s t p a r t i s t h a t i t ' s p r o b a b l e t h a t f u t u r e revenue 

13 i n an amount a t l e a s t equal t o t h e c a p i t a l i z e d c o s t 

14 w i l l r e s u l t from i n c l u s i o n o f t h a t c o s t i n a l l o w a b l e 

15 c o s t s f o r r a t e m a k i n g purposes. 

16 The t e r m " p r o b a b l e 1 1 i s f o o t n o t e d t o t h e b o t t o m 

17 o f t h e page, which i s h i g h l i g h t e d . The d e f i n i t i o n o f 

18 p r o b a b l e p r o v i d e d i n t h e f o o t n o t e i s t h a t t h e t e r m 

19 p r o b a b l e i s used i n t h i s s t a t e m e n t w i t h i t s u s u a l 

20 g e n e r a l meaning, r a t h e r t h a n i n a s p e c i f i c t e c h n i c a l 

21 sense, and r e f e r s t o t h a t which can r e a s o n a b l y be 

2 2 e x p e c t e d o r b e l i e v e d on t h e b a s i s o f a v a i l a b l e 

23 e v i d e n c e o r l o g i c b u t i s n e i t h e r c e r t a i n nor p r o v e d . 

24 Then i t goes on. 

25 MR. MOOT: Thank you, Mr. O'Brien. 
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1 I have no f u r t h e r q u e s t i o n s . The w i t n e s s i s 

2 a v a i l a b l e f o r c r o s s - e x a m i n a t i o n . 

3 JUDGE CORBETT: We're g o i n g t o t a k e a p a r t y 

4 o u t o f t u r n b e cause Mr. R u b i n i s u n a v a i l a b l e f o r a 

5 p o r t i o n o f t o m o r r o w m o r n i n g , and no o t h e r p a r t y 

6 o b j e c t s . 

7 Mr. R u b i n , do y o u need a few m i n u t e s t o d i g e s t 

8 t h e r e j o i n d e r t e s t i m o n y ? 

9 MR. RUBIN: No. I t h i n k we can move f o r w a r d . 

10 JUDGE CORBETT: A l l r i g h t . V e r y g o o d . You 

11 may go f o r w a r d . 

12 MR. RUBIN: Thank y o u . I t h a n k y o u and t h e 

13 p a r t i e s f o r t h e c o u r t e s y , Y o u r Honor. 

14 CROSS-EXAMINATION 

15 BY MR. RUBIN: 

16 Q Good a f t e r n o o n , Mr. O ' B r i e n . 

17 A Good a f t e r n o o n . 

18 Q C o u l d we s t a r t i n y o u r r e b u t t a l t e s t i m o n y , 

19 p l e a s e . On Page 3 s t a r t i n g on L i n e 1 1 , y o u s t a t e 

20 t h a t p r o p e r t y t a x e s a s s o c i a t e d w i t h g e n e r a t i n g p l a n t s 

21 i n P e n n s y l v a n i a w o u l d be r e d u c e d t o z e r o i f t h e 

22 company s h u t down a p l a n t . Have y o u e v a l u a t e d t h e 

23 e f f e c t o f t h i s t a x l o s s on t h e c o m m u n i t i e s t h a t w o u l d 

2 4 be a f f e c t e d b y a p l a n t s h u tdown? 

25 A No, we h a v e n ' t . The a t t e m p t h e r e was 
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1 m e r e l y t o q u a n t i f y c o s t s t h a t would be a v o i d a b l e f r o m 

2 t h e company's p e r s p e c t i v e v e r s u s c o s t s t h a t would 

3 cont i n u e . 

4 Q On Page 5 i n your r e b u t t a l , t h e sentence 

5 t h a t ' s on L i n e s 4 t h r o u g h 6, here you e s t i m a t e t h a t 

6 i f E l Rama were shut down you would have t o pay 

7 a p p r o x i m a t e l y $8 m i l l i o n i n severance c o s t s t o t h e 

8 people who work a t t h a t p l a n t , and the comparable 

9 f i g u r e f o r Cheswick i s a p p r o x i m a t e l y s i x m i l l i o n . I s 

10 t h a t r i g h t ? 

11 A That's c o r r e c t . 

12 Q F u r t h e r down on Page 5 you i n d i c a t e t h a t 

13 t h e s e f i g u r e s were c a l c u l a t e d assuming an average 

14 severance c o s t o f $48,000 per employee. Would I be 

15 c o r r e c t t h a t t h a t $48,000 i s a f i g u r e t h a t you 

16 e s t i m a t e d f o r t h e merger, f o r t h e merger case? 

17 A That's c o r r e c t . 

18 Q And would I a l s o be c o r r e c t t h a t t h a t ' s 

19 based on t h e assumption t h a t t h e severance package 

20 would i n c l u d e two and a q u a r t e r weeks o f compensation 

21 f o r each y e a r t h a t an employee was employed by 

22 Duquesne? 

2 3 A That's c o r r e c t . 

24 Q And you assumed an average l e n g t h o f 

2 5 s e r v i c e o f 16 years? 

HOLBERT ASSOCIATES 
(717) 540-9669 



571 

1 A R i g h t . 

2 Q I n a d d i t i o n t o t h a t , t h e r e are some 

3 b e n e f i t s , such as m e d i c a l coverage, f o r a p e r i o d o f 

4 t i m e ; i s t h a t r i g h t ? 

5 A That's c o r r e c t . 

6 Q D i d you conduct any a n a l y s i s t o d e t e r m i n e 

7 whether t h i s companywide e s t i m a t e t h a t was c a l c u l a t e d 

8 f o r t h e merger case would a p p l y t o t h e p e o p l e who 

9 a c t u a l l y work a t Cheswick and E l Rama? 

10 A No. I mean t h e e s t i m a t e i n t h e merger case 

11 was b a s i c a l l y d e r i v e d , One, w i t h t h e h e l p o f a 

12 c o n s u l t a n t who had worked on numerous o t h e r mergers 

13 i n a r r i v i n g a t what a normal severance package, a 

14 t y p i c a l severance package may be. 

15 The companies a t t h a t p o i n t , t h e merged 

16 company, and t o t h i s date hasn't e s t a b l i s h e d a 

17 severance p o l i c y o r package. So t h i s was r e a l l y 

18 based on management and some guidance from a 

19 c o n s u l t i n g f i r m . 

20 Q At t h i s p o i n t Duquesne does n o t have a 

21 severance package where i t c o u l d say t h i s i s e x a c t l y 

2 2 what you would get? T h i s i s j u s t an e s t i m a t e ? ' 

23 A Not n e c e s s a r i l y Duquesne, but t h e merged 

24 company. I mean t h i s was an e s t i m a t e a f t e r t h e 

25 merger and we become A l l e g h e n y Energy, what would be 

HOLBERT ASSOCIATES 
(717) 540-9669 



572 

1 t h e severance p o l i c y under t h a t s e t o f f a c t s . 

2 Q I u n d e r s t a n d t h a t . But now you're t a k i n g 

3 t h a t same number and p u t t i n g i t i n t o t h i s case, which 

4 we've been t o l d over and over i s t h e s t a n d - a l o n e 

5 case. 

6 A R i g h t . A b s o l u t e l y . 

7 Q By u s i n g t h a t number as your e s t i m a t e h e r e , 

8 i s t h a t r e l a t e d t o a s p e c i f i c severance package t h a t 

9 Duquesne has adopted? 

10 A No. No. I t ' s based on what we b e l i e v e i s 

11 a r e a s o n a b l e e s t i m a t e and t h e n a p p l y i n g i t t o t h e s e t 

12 o f f a c t s . 

13 Q Again, even a p p l y i n g t h a t e s t i m a t e , you 

14 haven't, f o r example, c a l c u l a t e d t h e y e a r s o f s e r v i c e 

15 o f t h e employees a t Cheswick and E l Rama? 

16 A I t ' s n ot t h a t d e t a i l e d . 

17 Q M r . O ' B r i e n , h y p o t h e t i c a l l y , i f Duquesne 

18 d e c i d e d t o shut down E l Rama or Cheswick i n 19 9 9, 

19 would i t be a b l e t o l a y o f f t h e employees a t those 

20 p l a n t s ? 

21 A I guess t h e r e ' s two i s s u e s . There's two 

22 groups o f employees t h a t work a t t h e p l a n t . There's 

23 u n i o n employees and management employees. But t h e 

24 management employees, I don't b e l i e v e t h e r e ' s a 

25 q u e s t i o n t h a t we c o u l d l a y those employees o f f . I'm 
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1 n o t aware o f a n y t h i n g t h a t would cause us n o t t o be 

2 a b l e t o l a y th o s e o f f . 

3 MR. MOOT: Can I i n t e r j e c t j u s t t o c l a r i f y ? 

4 Was t h a t a s k i n g f o r j u s t h i s u n d e r s t a n d i n g as a 

5 l a y p e r s o n or a f o r m a l l e g a l o p i n i o n o r p o s i t i o n o f 

6 t h e company? 

7 MR. RUBIN: I'm not a s k i n g him f o r a l e g a l 

8 o p i n i o n . 

9 JUDGE CORBETT: T r y t o keep your v o i c e up, 

10 Mr. O'Brien. 

11 A W i t h r e g a r d t o t h e u n i o n employees, t h e 

12 company, Duquesne L i g h t , has a u n i o n c o n t r a c t i n 

13 p l a c e which g e n e r a l l y guarantees employment t h r o u g h 

14 t h e y e a r 2001, o r I guess i t ' s October 2001, a t some 

15 p o i n t i n 2001. 

16 There i s a p r o v i s i o n i n t h a t c o n t r a c t which 

17 a l l o w s , under c e r t a i n c i r c u m s t a n c e s , an employee 

18 b e i n g severanced f o r i n v o l u n t a r y .release. One o f 

19 thos e c i r c u m s t a n c e s i s a shutdown o f a p l a n t . 

20 My u n d e r s t a n d i n g i s t h a t i n a d d i t i o n t o t h a t 

21 t h e r e ' s o t h e r language i n t h e c o n t r a c t which t a l k s 

22 about r e t r a i n i n g those employees i f t h e r e are c e r t a i n 

23 o p p o r t u n i t i e s w i t h o u t s i d e c o n t r a c t o r s , t h e use o f 

2 4 those employees t o t r a i n t h e r e . 

25 I d i d not go t h r o u g h an a n a l y s i s as t o whether 
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1 t h a t e x i s t s and what t h e c o s t o f t h a t would be v e r s u s 

2 t h i s s c e n a r i o . 

3 BY MR. RUBIN: 

4 Q Mr. O'Brien, you f i l e d r e b u t t a l t e s t i m o n y 

5 i n t h e merger case l a s t week, d i d n ' t you? 

6 A Yes. 

7 Q I n your t e s t i m o n y i n t h a t case, I ' d l i k e t o 

8 r e a d you a sta t e m e n t t h a t you made, and t h e n I can 

9 show you t h e t e s t i m o n y i f you need i t . 

10 A Sure. 

11 Q You say, Both DQE and APS have c o n t r a c t s 

12 w i t h t h e i r r e s p e c t i v e u n i o n work f o r c e w h i c h a r e i n 

13 e f f e c t t h r o u g h 2001. Both c o n t r a c t s ensure j o b 

14 s e c u r i t y f o r the e n t i r e u n i o n work f o r c e t h r o u g h o u t 

15 t h e c o n t r a c t . I n a d d i t i o n , the c o n t r a c t s ensure t h a t 

16 t h r o u g h o u t t h e c o n t r a c t p e r i o d t h e u n i o n work f o r c e 

17 compensation l e v e l would not be reduced. 

18 Then you go on and s t a t e . A l l o f these 

19 employees w i l l be p r o t e c t e d from h a v i n g t h e i r 

20 p o s i t i o n s e l i m i n a t e d p r i o r t o 2001. 

21 Would you l i k e t o l o o k a t t h i s ? 

2 2 A No. I'm f a m i l i a r w i t h those s t a t e m e n t s . 

2 3 Can I e x p l a i n t h e c o n t e x t of those s t a t e m e n t s ? 

24 Q I would be happy t o have you do t h a t . 

25 A I d o n ' t know i f a que s t i o n i s be i n g asked 
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1 o r j u s t --

2 Q The q u e s t i o n was, I s t h a t c o n s i s t e n t w i t h 

3 what you j u s t t o l d me? 

4 A I n the merger case, t h e companies, 

5 A l l e g h e n y and DQE, do not propose s h u t t i n g down 

6 p l a n t s . That's n ot i n t h e company's f i l i n g . 

7 What we're a d d r e s s i n g i n those s t a t e m e n t s i s 

8 t h e f a c t t h a t i f t h e r e are no p l a n t shutdowns o r none 

9 o f these e x t r a o r d i n a r y events t h a t we're r e f e r r i n g 

10 t o , which are not i n our f i l i n g as our p o s i t i o n , t h a t 

11 under those c i r c u m s t a n c e s , a l l those employees under 

12 t h e c o n t r a c t , my b e l i e f i s t h e y ' r e p r o t e c t e d . T h e i r 

13 j o b s are p r o t e c t e d . 

14 Q J u s t so we're c l e a r on t h i s . , when you 

15 e s t i m a t e d t h e employee severance c o s t s a t E l Rama and 

16 Cheswick, would I be c o r r e c t t h a t you assumed t h a t i f 

17 you c l o s e t h e p l a n t i n 1999 you would have t o pay t h e 

18 e q u i v a l e n t o f about n i n e months o f wages t o those 

19 employees f o r 1999 and you wouldn't have t o pay them 

20 a n y t h i n g i n t h e ye a r 2000 or 2001 o r any ye a r a f t e r 

21 t h a t ? 

22 A Yes. A l l I've q u a n t i f i e d i s i n t h e ye a r o f 

23 shutdown. I n your i n s t a n c e , 1999, t h a t ' s t h e ye a r we 

24 would i n c u r t h e severance. 

25 Q Do you know how Mr. C l a y t o n has used y o u r 
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1 e s t i m a t e i n h i s a n a l y s i s ? 

2 A I am f a m i l i a r w i t h t h a t . 

3 Q Would I be c o r r e c t t h a t Mr. C l a y t o n used 

4 t h e numbers you gave him and assumed a shutdown i n 

5 1999 and --

6 A I t would be a one-time payment. 

7 Q And assumed your a p p r o x i m a t e l y $8 m i l l i o n 

8 a t E l Rama b e i n g p a i d i n 1999? 

9 A That's r i g h t . 

10 Q Do you b e l i e v e t h a t ' s an a p p r o p r i a t e way t o 

11 use t h e f i g u r e s t h a t you p r o v i d e d t o him? 

12 A I do. I b e l i e v e these are -- I n c o n t e x t 

13 o f l o o k i n g a t what t he company's a v o i d a b l e c o s t s a r e , 

14 which i s t h e c o n t e x t o f what we're p r o v i d i n g , t h a t ' s 

15 a c t u a l l y a c o n s e r v a t i v e e s t i m a t e o f what t h e 

16 company's a v o i d a b l e c o s t s a r e . 

17 I f t h e c i r c u m s t a n c e s d i d e x i s t t h a t we shut 

18 t h e p l a n t down based on an o r d e r o r by some d e c i s i o n , 

19 t h e a c t u a l c o s t i f those employees c o u l d n ' t be l e t go 

2 0 would be t h a t t h e i r l a b o r would become a non-

21 a v o i d a b l e c o s t . So our n o n - a v o i d a b l e c o s t s would 

22 a c t u a l l y be g r e a t e r i n t h a t s i t u a t i o n . 

23 Q I n f a c t , i f t h e y c o u l d n ' t be l e t go, your 

2 4 n o n - a v o i d a b l e c o s t s m i g h t e x t e n d f o r as l o n g as 36 

25 months, r a t h e r t h a n j u s t n i n e months? 
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1 A A b s o l u t e l y . 

2 Q By the way, are you f a m i l i a r w i t h what 

3 t y p e s o f severance packages o t h e r u t i l i t i e s have 

4 o f f e r e d t o t h e i r employees when t h i s k i n d o f work 

5 f o r c e r e d u c t i o n t a k e s place? 

6 A No. My o n l y f a m i l i a r i t y was when t h e 

7 c o n s u l t a n t who came i n t o l o o k a t the merger t a l k e d 

8 about t y p i c a l merger packages, and t h e y ' v e worked on 

9 dozens o f e l e c t r i c mergers. 

10 Q So you haven't been f o l l o w i n g what's been 

11 happening out i n Los Angeles w i t h t h e Department o f 

12 Water and Power? 

13 A I have n o t . 

14 Q Then I won't ask you about i t . 

15 I n your E x h i b i t MJO-2, which i s p a r t o f y o u r 

16 r e b u t t a l , you show a c a l c u l a t i o n o f what you t e r m 

17 a v o i d a b l e overhead. Do you know a p p r o x i m a t e l y how 

18 much o f t h a t overhead r e p r e s e n t s s a l a r i e s o r wages 

19 p a i d t o Duquesne employees? 

20 A I d i d n ' t do the c a l c u l a t i o n t o d i s t i n g u i s h . 

21 We b a s i c a l l y went t h r o u g h what t h e c o s t s were and 

22 what would cause them t o be reduced. 

23 Q I s a t l e a s t a s u b s t a n t i a l p o r t i o n o f t h a t 

24 a v o i d a b l e overhead s a l a r i e s o r wages? 

25 A Yes. 
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1 Q And would what we've j u s t d i s c u s s e d about 

2 t h e employees a t E l Rama and Cheswick a l s o a p p l y t o 

3 these employees, t h a t t h e y might have some p r o t e c t i o n 

4 t h a t doesn't make i t p o s s i b l e f o r you t o a v o i d t h a t 

5 w i t h j u s t a severance payment? 

6 A That's r i g h t , i f t h e y were u n i o n employees 

7 under t h e c o n t r a c t . 

8 Q So what you term here as a v o i d a b l e overhead 

9 may n o t a c t u a l l y be a v o i d a b l e ? I mean t h e a v o i d a b l e 

10 p i e c e o f t h a t may be much l o w e r ; i s t h a t r i g h t ? 

11 A What t h i s i s i s j u s t , a g a i n , an e s t i m a t e o f 

12 what c o s t s c o u l d go away i f t h e p l a n t were shut down. 

13 Those are c o s t s t h a t e i t h e r are based on t h e f a c t 

14 t h a t t h e r e ' s t r a n s a c t i o n s a d m i n i s t e r i n g t h o s e number 

15 o f employees, a d m i n i s t e r i n g t h e i n v o i c e s r e l a t e d t o 

16 those employees, d i f f e r e n t t r a n s a c t i o n s t h a t have t o 

17 be a d m i n i s t e r e d . As those are reduced, t h e 

18 r e q u i r e m e n t o f a d m i n i s t r a t i o n i s l e s s . 

19 Q But, a g a i n , t h e r e ' s no s p e c i f i c program i n 

20 p l a c e t o d a y t o q u a n t i f y what t h e impact o f th e s e 

21 t y p e s o f d e c i s i o n s would be on Duquesne's employees? 

22 A The company -- I mean t h e company has 

23 proposed t o do a f u l l s t u d y . That's i n , I b e l i e v e , 

2 4 Mr. C l a y t o n and Mr. M a r s h a l l ' s t e s t i m o n y . 

25 Q I'm not a s k i n g you about what t h e y s a i d . 
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1 I'm s a y i n g r i g h t now t o d a y y o u d o n ' t have a n y t h i n g 

2 where y o u can t e l l us what t h e i m p a c t o f t h i s 

3 d e c i s i o n w o u l d be on Duquesne's e m p l o y e e s . We've 

4 t a l k e d a b o u t a l o t o f t h e i s s u e s t o d a y , b u t we d o n ' t 

5 have a n s w e r s y e t ; i s t h a t r i g h t ? 

6 A No. The c o n t e x t o f t h i s was r e a l l y on what 

7 i m p a c t s t h e f i n a n c i a l r e s u l t s , t h e a b i l i t y t o r e c o v e r 

8 s t r a n d e d c o s t s . I mean t h a t ' s t h e c o n t e x t o f t h i s 

9 a n a l y s i s . I t w a s n ' t d i r e c t e d a t what were t h e 

10 i m p a c t s on t h e e m p l o y e e s . 

11 MR. RUBIN: I a p p r e c i a t e t h a t . Thank y o u . 

12 Thank y o u , Y o u r Honor. T h a t ' s a l l I h a v e . 

13 JUDGE CORBETT: I s t h e r e any o t h e r b u s i n e s s 

14 b e f o r e we a d j o u r n f o r t h e day? 

15 (No a u d i b l e r e s p o n s e . ) 

16 JUDGE CORBETT: Okay. Thank y o u a l l . W e ' l l 

17 resume a t 9 o ' c l o c k t o m o r r o w m o r n i n g . 

18 {Whereupon, a t 5:20 p.m., t h e h e a r i n g r e c e s s e d 

19 u n t i l December 17, 1997.) 
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