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Duquesne Statement No. 6

DIRECT TESTIMONY OF FRANK HOFFMANN

QUALIFICATIONS

Please state vour name and business address.

Frank Hoffmann, Duquesne Light Company, 411 Seventh Avenue, P.O. Box 1930,
Pittsburgh, PA 15230-1930.

By whom are you employed and in what capacity?

I am employed by Duquesne Light Company as the General Manager, Marketing and
Sales.

What are your duties in that position?

I am responsible for the marketing and sales functions associated with Duquesne
Light's retail sales activities. This includes customer relations, new product
development, marketing communication and customer research.

Please describe your education, background and professional experience.

I graduated from Dartmouth College with a Bachelor of Arts ('73) and Bachelor of
Engineering ('74) degrees. | subsequently graduated from the University of Chicago
and was awarded a Master of Business Administration ('79) degree. I have over 23
years of experience in the electric utility industry. After receiving my undergraduate
degrees, | worked eight years with an architectural engineering firm, Sargent & Lundy,
as a structural engineer and project manager on high voltage transmission systems. |
then was employed for nine years by Price Waterhouse providing general management

consulting services to electric, gas, ielecommunications and water utilities nationwide.
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And, for the most recent six years, | have been employed by Duquesne Light, first in a
corporate planning function and more recently in marketing and sales.

SUMMARY OF TESTIMONY

What part of Duquesne's Appendix A filing was prepared by you or under your
supervision and direction?

All of the material related to Restructuring procedures (Section M, with the exception
of M-2) and customer service, education and conservation programs (Section P, with
the exceptions of P-13, 14 and 15) were prepared by me or under my supervision and
direction.

What is the purpose of your testimony?

First, I provide an overview of Duquesne's method for phasing-in customers for access
to competitively priced retail electricity in a fair and equitable manner during the three
year transition period. Second. I summarize Duquesne's proposals on universal service
and energy conservation. Third, I describe our Code of Conduct for ensuring that ail
alternative suppliers are treated fairly and that customer-specific information is kept
confidential as appropriate. Finally, I describe the Company's economic development
rates and how those rates will change or continue in the future.

PHASE-IN PROCEDURES

Please summarize your understanding of how the Electricity Generation Customer

Choice and Competition Act ("the Act") phases in retail access.
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The first step in the phase-in process is the establishment of retail access pilot
programs. The Act authorizes the Commission to order electric utilities to submit

proposals for retail access pilot programs to begin April 1, 1997. The Company has

filed 2 pilot program proposal and is awaiting final Commission approval.

The next phase begins on January 1. 1999, when the Act requires electric
utilities to allow direct access for up to thirty-three percent of the peak load of each
customer class. As of January 1, 2000, direct access must be allowed for an additional
thirty-three percent of the peak load of each customer class. As of Januarv 1, 2001,
direct access must be allowed for all customers.

How will the Company select residential and small commercial customers to
participate in the first two phases of retail access?

Residential and small commercial customers will be randomiy selected by zip code-
based geographic areas of choice (GACs). All GACs will be assigned to the first,
second and third year of the phase-in. Generally, this process will allow all residential
and small commercial customers in the same neighborhood to be phased-in together.
Why 1s this type of phase-in appropriate?

This approach ensures non-discriminatory eligibility, instead of eligibility driven by
which customers are better informed or respond more quickly 10 an open enroliment
process. Eligibility should not depend on whether customers are willing to pay $10 for
overnight mail delivery instead of 32 cents for U.S. mail. This approach also will

allow the Company to target its consumer education effort more precisely, to specific

-
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areas within our service territory. Finally, this approach will allow competing suppliers
to target their marketing efforts more precisely.

How will the Company select other customers to participate in the first two phases of
retail access?

Other commercial customers and all industrial customers will be selected for phase-in
by SIC code-based market segments. Duquesne's customers include eleven
commercial and five industrial market segments. Some of these segments may be
grouped to avoid competitive disadvantage. Duquesne proposes to prioritize the
release of these market segments based on the results of our pilot program open
enrollment process. Those market segments having the largest percentage of total
accounts being nominated by customers for participation in the pilot will be included in
the first phase until the requisite peak load contribution is reached or exceeded. This
process will allow customers that compete with each other to be phased-in together,
thus eliminating many disputes about competitive disadvantage.

How will Duquesne address any remaining disputes about competitive disadvantage?
Duquesne will ask the complaining customer to submit its complaint in writing,
showing the specific competitive disadvantage. To prevail, the customer must show
that: (1) their business has been misclassified by SIC code or other market segment; or
(2) other businesses within the service territory with the same product or service have

recetved a competitive advantage. Duquesne will review the situation case-by-case,
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attempt to resolve it to the satisfaction of the affected customer(s) and appropnately
address any competitive disadvantage.

Did the Company consider other methods for phasing in access for these commercial
and industrial customers?

The Company considered a first-come, first-served approach. The Company rejected
this approach for these customers because this approach could have caused
inappropriate competitive disadvantages. The Company also considered an approach
in which all of these customers would be allowed access for one-third of its load in the
first phase, two-thirds of its load in the second phase and all of its load in the third
phase. The Company rejected this approach as presenting excessive difficulties in
account administration and billing, triggering extraordinary volumes of customer
contacts and imposing unnecessary complexity and inconvenience on those customers.
How will the Company accommodate pilot program participants who also want to
participate in the first phase of direct access?

Duquesne expects that pilot program participants may want to continue choosing their
power supplier upon termination of the pilot program, even if they are not yet eligible
for direct access under Duquesne's phase-in plan. Duquesne proposes to allow these
customer accounts to “grandfather” into the first phase of retail access upon request.
While Duquesne will allow these customer accounts to be transitioned into the first

phase under unbundled service, the pricing for Duquesne services will be modified as
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necessary from the pilot program design to the unbundled service rate design approved
by the Commission for the transition period.

Does Duquesne propose to allow any other exceptions to its phase-in plan?

Yes. First, all customers taking service at specified economic development sites will
be allowed direct access upon commencement of their service. Exhibit No. FH-1 lists
the specific criteria that define the Economic Development Areas of Choice that would
be allowed direct access at the outset of the transition period. Customers located within
these designated areas will be offered unbundled service with access to competitively
priced generation. Second, all customers taking service at new premises (as distinct
from new customers taking service at premises previously served by Duquesne) will be
allowed direct access upon commencement of their service.

Will these exceptions (economic development sites and new premises) reduce the
number of other customers offered direct access during the first and second phases?
No. Customers allowed direct access under the two exceptions will be in addition to
the customers offered direct access under Duquesne's proposed plan for determinng
one-third and two-thirds of the peak load of each customer class.

How will the Company notify customers of their eligibility for direct access?

By mail. The Company will send a list of all licensed alternative suppliers to each
participating customer. Alternative suppliers will be responsible for giving customers
any additional marketing information about their products or services.

How will the Company confirm a customer's choice of alternative supplier?



1 A The Company will allow confirmation of a customer's choice of supplier and service
2 options in two ways. First, the supplier can send the Company a service agreement
3 signed by the customer. Second, the customer may call the Company. The Company
4 will verify that the calier is authorized to change the account’s status (through social
5 security number or other information). The Company will then ask the customer for
6 the name of the alternative supplier, the billing option (integrated or separate billing)
7 and the supplier rate plan (if the integrated billing option is chosen). The customer-
8 supplied information must be verified by supplier-supplied information.

9 Upon confirmation of the customer's choice in either of these two ways, the
10 Company will send the customer a notification of the changes in its service. This
11 notification will alert customers of any unauthorized changes in their account.

12 More information on these procedures is contained in [tem M-4 in Duquesne's
13 Appendix A filing.

14 IvV.  UNIVERSAL SERVICE AND ENERGY CONSERVATION

15 Q. Does Duquesne’s Restructuring Filing fully comply with the Commission’s

16 “Guidelines for Universal Service and Energy Conservation Programs”?

17 A Duquesne has only recently received the Commission’s Final Order [Docket No. R-
18 000960890F0010, entered July 11, 1997) on Universal Service and Energy

19 Conservation. As such, we are still evaluating the various aspects of the

20 Commission’s Order but have initiated actions to develop a comprehensive and

21 multi-year Universal Service and Energy Conservation Plan that would reflect the

o
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features of our existing policies, protections and services but also address (at a
minimum) such issues as:

¢ Needs assessment,

e Identification of the supplier of last resort,

¢ Inclusion of renewable resources,

e Customer education targeting low income customers,

¢ Customer access to competitive markets,

» Estimates of operational costs,

¢ Funding mechanisms, and

* Advisory panels.

Our Universal Service and Energy Conservation Plan is scheduled to be completed
on or before November 1, 1997.

What does "universal service and energy conservation” include?

Section 2803 of the Act defines "universal service and energy conservation" as
"[plolicies, protections and services that help low income customers to maintain
electric service. The term includes customer assistance programs, termination of
service protection and policies and services that help low-income customers to reduce
Of manage energy consumption in a cost-effective manner, such as the low-income
usage reduction programs, application of renewable resources and consumer

education."
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How does the Company plan to meet these objectives?

At this time, the Company plans to continue its existing programs, as described below.
The Company views these programs as an array of resources, not as stand-alone
programs, available to {ow-income customers. The Company will continue to fund
these activities at current levels pending future review of the need for, and effectiveness
of, these programs.

Please identify and briefly describe the existing programs,

Duquesne sponsors the following programs:

Customer Assistance Program: This is a pilot program currently with about
1,600 participants and annual funding of $500,000. The program writes off past
arrearages over three years if the customer makes monthly payments. The program
also helps customers to reduce electricity consumption.

Smart Comfort: This program helps about 700 customers each year, with
annual funding of $700,000. The program offers cost-effective appliance and lighting
replacements to low income customers with high electrical usage.

CARES: This program, currently with about 4,500 participants and annual
funding of $130,000, is targeted at low-income customers and senior citizens. The
program seeks to link customers with social service programs that will help them pay
for their electric service.

Hardship Fund: This program provides financial assistance to about 2,500

customers annually. The Company's stockholders match customer contributions up to

9
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$325,000 annually. Also, the Company contributed $65,000 in 1996 to provide

administrative support.

Gatekeeper: Under this program, which is funded as part of CARES,

Duquesne field personnel monitor for situations (e.g., mail not picked up, concerns

expressed by neighbors) where elderly people mayv need social service support. The
Company asks social support agencies to visit such customers.

LIHEAP: This federally-funded program is administered by the Pennsylvania
Department of Public Welfare. The Company promotes the availability of the program
through a variety of media (e.g., bill inserts, special mailings) at an annual cost of about
$65.000.

Write-offs and Waivers: Each year, the Company writes off substantial
arrearages or waives late payment charges for low income customers. The annual cost
of these write-offs and waivers is about $3.8 and $1.9 million, respectively. In
addition, the Company incurs about $5 million annually in collection costs associated
with low income customer accounts,

[s the Company proposing to sponsor any new programs in this area?

Not at this ume. However, the Company will continue to consider new ideas and
approaches that may be cost-effective in serving the needs of low-income, payment-
troubled customers. As the competitive market develops, other innovative models may
warrant testing and evaluation. In addition, the Company will continue to improve its

existing programs as appropriate.
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Will Duquesne continue to use communitv-based organizations ("CBOs") in providing
universal service programs?

Yes. Past experience has demonstrated that the partnership between the Company and
CBQOs is effective in providing universal service. Thus, the Company is committed to
continuing these existing relationships. There may be other CBOs with programs
available to assist low income customers and the Company will continue to explore
new ways to integrate such organizations into its universal service programs.

Will the Company maintain its current customer protections on termination of service?
Of course. The Company will continue to comply with the Commission's regulations
on termination of service, as well as related provisions on credit, collection and billing
standards. Section 2807(D) of the Act requires the Company to continue "to provide
customer service functions consistent with the regulations of the Commission,
including meter reading, complaint resolution and collections. Customer services shall,
at a minimum, be maintained at the same level of quality under retail competition."”
CONSUMER EDUCATION

Does the Act address consumer education?

Yes. Section 2807(D) of the Act requires all electric distribution utilities to develop
and implement a comprehensive plan informing customers of the changes in the
electric utility industry and providing them with information necessary to help them
make approprnate choices as to their electric service.

Please describe Duquesne's customer education program.

11
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Duquesne's program is multi-faceted. The program uses the media and methods most
effective to convey complex topics appropriately to the individual segments of our
customer base.

Duquesne's program started with a broad-based public information campaign.
This included a series of 500-word "advertorials" in local newspapers, with a
concurrent direct mailing to about 25.000 residential, commercial and industrial
customers. Each advertonial provided a detailed but understandable explanation of a
sigmificant issue related to direct access. This effort was paralleled by a series of 25-
word advertisements in local newspapers, with content and graphics targeted at a
broader segment of customers. In addition, the advertorials and advertisements appear
regularly on the Company's Internet website.

Duquesne’'s program also includes a team of specially trained telephone
representatives available to answer customer inquiries about direct access. A
dedicated, toll-free line is being used for this purpose. A brochure is also available for
mailing to customers upon request.

Duquesne has also trained other representatives to speak with customer groups
about direct access and the attendant changes. These presentations also provide a
forum for responding to customer questions.

A videotaped cable TV program will also be available for use by basic cable
channels accessible to residents in the service territory. The program contains general

educational material about direct access. Video cassette copies of the program will also

12
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be made available through community libraries, municipal offices and other public
sources.

In addition, our employees frequently convey information informally to family,
friends and acquaintances. To ensure they have (and thus convey) accurate
information, the Company's internal communications to emplovees regularly discuss
restructuring and related issues.

Finally, regular customer communications such as bill inserts also will address
direct access.

Will the Company work with other groups in its educational effort?

Yes. The Company will offer assistance to a range of third-party groups such as
universal service CBOs, Chambers of Commerce, community action agencies, senior
citizen groups and neighborhood improvement groups. Working with local
government officials and community outreach organizations, the Company will offer
information workshops on direct access. Similarly, Company emplovees are available
upon request for educational presentations to groups throughout the service territory.
The Company also will provide groups with prepared materials on restructuring to
supply to their members, clients or other interested parties. This is a cost-effective
outreach approach that enables the Company to enhance its educational efforts by
partnering with respected community organizations to deliver understandable
information to consumers.

Will the Company assess the effectiveness of its customer education program?
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Yes. The Company will use several established research techniques. Generally, the
Company will use the same kinds of techniques it has already used to assess its
educational efforts.

For example, the Company retained an independent research firm to conduct
one-on-one interviews to test consumers' reaction to the proposed advertorials, Most
respondents perceived the advertorials as promoting informed decisions in a fair and
unbiased perspective.

The Company also retained an independent research firm to conduct a series of
customer focus groups. Generally, the customers indicated a realistic understanding of
the upcoming changes due to restructuring. The customers also provided valuable
suggestions on improving Duquesne's educational program.

The Company also has used monthly surveys and other studies to evaluate
customers' understanding of restructuring. Tracking surveys have assessed customers'
awareness of the Company's advertisements and their understanding of the messages.

The Company also will solicit feedback from CBOs and other groups on the
effectiveness and understandability of its educational efforts.

The Company will adapt its educational materials and techniques as needed
based on this evaluation and on input from the Commission.

Does the Company use its educational program as a marketing tool?
No. Consumer education is separate from marketing. The Company recognizes that

consumer education should inform customers about restructuring, customer choices
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L

and changes in bill format, without seeking to influence customer decisions about
power suppliers. The principal purpose of marketing, on the other hand, is to convince
customers to select a particular supplier. In short, consumer education is supplier-
neutral; marketing is supplier-specific. The Company will seek to provide unbiased,
credible and understandable educational information in compliance with the
Commission's plain-language guidelines.

RETAIL SERVICES CODE OF CONDUCT

Will the Company compete for the sale of energy and energy-related services in its
service territory?

Duquesne expects to compete in the restructured retail market as a competitive supplier
of electric energy, capacity and related services. However, at the present time, the
specific structure and timeline for deing so has yet to be established.

Is the Company proposing a code of conduct that will assure that nonaffiliate suppliers
are treated fairly?

Yes. I have attached as Exhibit FH-2 a proposed code of conduct that applies to the
provision of regulated and unregulated services by Duquesne. This code will apply if
and to the extent that Duquesne offers unregulated services to customers within its
service territory. As indicated, Duquesne has not yet formulated a timeline or specific
strategy with respect to the provision of such services.

Please summarize the key principle on which the code of conduct is based.




1 A The key principle underlving the code of conduct is that Duquesne emplovees engaged

R

in providing regulated services should not provide preferential treatment to employees

engaged in unregulated services.

)

4 VII. ECONOMIC DEVELOPMENT RATES
5 Q. Does Duquesne presently have Economic Development rate incentives?

6 A Yes. Duquesne presently has Riders No. 8. 9 and 20 in its existing tariff. A brief

7 description of these Riders follows:

8 Rider No. 8 is applicable to existing qualifying manufacturing or processing

9 customers as defined in Section D of the latest Standard Industrial Classification (SIC)
10 Manual. It offers variable percentage discounts for load of 100 kW or greater on a 5
11 year contract basis 1o both the incremental Capacity and incremental Energy Charges
12 of Rates GM, GL, and L.
13 Rider No. 9 is applicable to all new qualifying manufacturing or processing
14 customers as defined in Section D of the latest Standard Industrial Classification (SIC)
15 Manual. It offers variable percentage discounts for load of 100 kW or greater on a 5
16 year contract basis to the entire Capacity and Energy Charges of Rates GM, GL, and L.
17 Rider No. 20 is applicable to all new or existing smaller qualifying
18 manufacturing or processing customers as defined in Section D of the Jatest Standard
19 Industrial Classification (SIC) Manual. [t offers variable percentage discounts for new
20 or incremental load up to 100 kW on a 5 vear contract basis to the Capacity Charge
21 only of Rate GS/GM.
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Have these economic development initiatives been effective?

Yes. Duquesne has taken a proactive role in attracting and retaining industrial and
commercial entities in Pennsylvania. As conveved to the Governor and the General
Assembly in her report (dated July 3, 1996), The Restructuring of the Electric Utility
Industry, (former) Vice Chairman Lisa Crutchfield noted:

"Duquesne Light Company has assisted 178 industrial customers with
discounts totaling $32.5 million while adding 107 MW of new load. In Duquesne's
service territory, industrial customers cannot claim that electric rates are making them
uncompetitive in the U.S. and in the global international markets. These electric rates
are lower than electnic rates in England, France, Germany and Japan." [Page 51)

Does Duquesne continue to see a role for Economic Development incentives after
customer choice is fully implemented by Januarv 1, 20017

Following the transition period which is scheduled to end January 1, 2001, Duquesne
believes the Economic Development rate incentives applicable for new Industrial
customers - Riders 9 and 20 - should continue to be available as part of bundled and
unbundled service. For those cusiomers choosing unbundied rates, the CTC
component may prove to be a disincentive to locate in Duquesne service area, unless
discounted comparable to the level of benefits associated with existing Economic
Development Riders 9 and 20. By continuing to offer Riders 9 and 20, we will provide
more pricing options for customers with comparable (therefore, unbiased) benefits

between bundled and unbundled service. Riders § and 20, applicable to expansion of

17
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existing industrial customers, will be discontinued. These riders provide economic
incentives for incremental load and usage for existing industrial customers. A
comparabie incentive (depending on load factor) will be embedded in the proposed
design of the unbundled rates because the CTC is based on historical, baseline usage
with all incremental usage being priced at lower tail block energy rates. Therefore, if a
customer is eligible for unbundled rates, there is sufficient incentive to expand their
business using unbundled rates, thus making the bundled rate with Riders 8 and 20
unnecessary.

Does Duquesne see a role for Economic Development rate incentives during the
transition period from January 1, 1999 to January 1, 20017

Because the customer choice legislation requires the continued offering of bundled
service, along with rate caps for total charges through the phase-in period, Duquesne
plans to continue to offer its Economic Development rate incentives for existing
customers through 2000. Riders 8 and 20 (applicable to existing Industrial customers)
will be discontinued and not available for any customers eligible to receive unbundled
service. Existing customers who are taking service with the economic development
riders will continue to receive the prescribed economic development incentive (ie.,
discount) through the remainder of their 5 vear contract through adjustments in the
CTC calculation. Dugquesne sees a role for Economic Development rate incentives for
new customers during this period for the same reasons as outlined in the preceding

answer.
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Does Duquesne have any other tools for use in Economic Development?

While the ED riders represent standard offers with pricing incentives that minimize the
need for time consuming negotiations and ensure comparable pricing among
customers, the riders do not offer the pricing flexibility for the attraction or retention of
load. Rule 4, in its present form, has proven to be a useful tool for developing
customer-specific pricing.  Additionally, Rule 4 has proven to be an effective
mitigation strategy, whereby the pricing flexibility of Rule 4 has allowed Duquesne to
secure significant incremental load and the associated contribution to fixed costs.
Without this competitive pricing, we would have lost incremental sales and lost that
potential contribution to stranded costs.

Does Duquesne expect to introduce any new economic development incentives?

Yes. As indicated in Mr. Lahuinen’s testimony, we will be introducing a new economic
development rider applicable to commercial and industrial customers who locate
within designated Economic Development Areas of Choice, as defined in Exhibit FH-
1. The design of this rider, and the incentives it will offer, are to be patterned after the
existing Rider 9. While the existing Rider 9 applies to larger (i.e.. >100kw)
manufacturing or processing customers, the new rider will apply to any qualifying
commercial or industria} customer (i.e., Rates GM, GL or L) with a load of 25 kw or
greater. This new rider effectively complements the existing Riders 9 and 20
previously discussed as an incentive for new business to locate within the service

territory. For a typical industrial or commercial customer, this rider will provide an

19
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average of 20-25% reduction in the tariff rate over a five-year period. The new rider
would go into effect at the start of the phase-in period, scheduled for January 1, 1999.
Does this conclude your testimony?

Yes.



Dugquesne Exhibit No. FH-1
R-00974104
Witness: Frank Hoffmann

Economic Development Areas of Choice
Definitions'

"City" - Any city of the first, second, second class A or third class. "The city" shall mean the
particular city for which a particular Authority is created.

n

Municipality" - Any county, city, borough or township.

"New Service Location" - A location having one or more delivery points for electric service
which will be billed separately by the Company under a single billing address:

(a) To which the Company has not previously supplied electric service

(b) To which the Company has previously supplied electric service provided that
such service had been discontinued prior to January 1, 1998, and has remained
inactive.

"Redeveloper” - Any individual, government, partnership or public or private corporation that
shall enter or propose to enter into a contract with an Authority for the redevelopment of an
area, or any portion thereof, or any building or structure thereon, under the provisions of this
act.

"Redevelopment Authority" - A public body and a body corporate and politic created and
organized in accordance with this act.

"Redevelopment-C" - Undertakings and activities for the elimination of blighted areas. Such
undertakings and activities may include the planning, replanning, acquisition, rehabilitation,
conservation, renewal, improvement, clearance, sale, lease or other disposition of real property,
buildings or other improvements in blighted areas. or portions thereof, the relocation of

. Title 35, Chapter 18a, Section 1703 of Purdon's Pennsylvania Statutes.



businesses and families affected thereby into or outside of a redevelopment area, or any
combination of such undertakings and activities. the installation, construction or reconstruction
of streets, utilities, parks playgrounds and other improvements necessary for carrving out in the
blighted areca the objectives of this activity in accordance with the redevelopment area plan,
and carrying out plans for a program of voluntarv repair, rehabilitation, and conservation of
real property, buildings or other improvemenis in accordance with the redevelopment area

plan.

"Redevelopment Area" - Any area, whether improved or unimproved, which a planning
commuissiont may find to be blighted because of the existence of the conditions enumerated in
section two of this act so as to require redevelopment under the provisions of this act.'

Site Qualifving Conditions

1. Economic Development Areas of Choice consist of New Service Locations located in a
City or Municipality within a Redevelopment Area.

[

The Redevelopment Area must have a minimum area of 100 acres under
Redevelopment by a Redeveloper.

(2%
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Duguesne Exhibit No. FH-2
R-00974104
Witness: Frank Hoffmann

DUQUESNE LIGHT COMPANY
CODE OF CONDUCT FOR RETAIL SERVICES
Scope

This code of conduct applies to the employees of Duquesne Light Company
("Duquesne™} or any of its affiliate or associate companies that are engaged in the
marketing and sale of products and services to Duquesne's franchised retail customers.

Definitions

"Aggregate Customer Information" shall mean data that relates to a group of
Duquesne's franchised customers and from which individual customer identities and
characteristics have been removed.

"Confidential Customer Information” shall mean nonpublic information
regarding an individual customer that Duquesne has obtained from the customer
regarding (i) the price, quantity, type, or destination of a Regulated Service provided to
the customer, (ii) information regarding the customer's billing, payment or credit
history for Regulated Services, or (iii) information regarding a custorner's desire to
purchase unregulated products or services.

"Market Information" shall mean information regarding the market for the
provision of energy or energy-related services that is obtained by Duquesne in the
course of providing Regulated Services.

"Regulated Service" shall mean a service for which Duquesne holds an
exclusive obligation to serve a customer under state law, including, but not limited to,
the provision of transmission or distribution services.



III.

IV.

"Transmisston or Distribution Information” shall mean nonpublic information
regarding the provision of retail transmission or distribution service to Duquesne's
franchised customers.

"Unregulated Service" shall mean a service for which Duquesne does not have
an exclusive obligation to serve under state law.

Separation of Functions

Duquesne employees that are engaged in the provision of Regulated Services shall
function independently from employees engaged in the provision of Unregulated
Services.

Nondiscrimination

Duquesne employees that are engaged in the provision of Regulated Services shall not
provide preferential treatment to emplovees that are engaged in Unregulated Services.
Regulated Services shall be offered without undue discrimination and without regard to
whether the customer for such services purchases Unregulated Services from Duquesne
or an affiliate of Duquesne.

Information Sharing

A. Confidential Customer Information

1. An employee engaged in the provision of Regulated Services shall
not disclose Confidential Customer Information to any person
without the prior consent of the customer.

2. An employee providing Regulated Services may solicit the release of
Confidential Customer Information to qualified suppliers of products
or services, but may not solicit the release of such information
exclusively on behalf of any entity, including affiliates providing
Unregulated Services.

|28



V1.

B. Supplier Charge Information

Supplier electricity charges provided to Duquesne employees engaged
in the provision of Regulated Services for the purpose of providing consolidated bills
to customers shall not be released by those emplovees to Duquesne emplovees
providing Unregulated Services.

C. Other Information

If Aggregate Customer Information, Market Information or
Transmission and Distribution Information is transferred from an employee providing
Regulated Services to an employee providing Unregulated Services, such information
shall be made available upon request to any nonaffiliate.

D. Reliability

Notwithstanding any other provision of this Code of Conduct, in
emergency circumstances affecting system reliability Duquesne employees may take
whatever steps are necessary to protect system reliability or the health and safety of
employees, customers or others.

E. Officers and Directors

Nothing in this Code of Conduct shall prohibit an officer or director of
Duquesne or any of its affiliates or subsidiaries from performing his or her duties,
provided that, in performing such duties. the officer or director does not provide
information that is subject to Section V of this Code of Conduct to employees engaged
in the provision of Unregulated Services or, if such information is provided to such
persons, the information must be disclosed to nonaffiliates upon request in accordance
with this Code of Conduct.

Pricing of Goods and Services
To the extent Duquesne provides support services, including, but not limited to,

legal, human resources, accounting, and information systems, to employees providing
Unregulated Services, the costs associated with the provision of such services shall be

(V3 )
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allocated on a nondiscriminatory basis and in a manner that reflects the degree 1o which
such empioyees have caused such costs to be incurred.

Dispute Resolution

Duquesne shall establish and file with the Commission a dispute resolution
procedure to address complaints alleging violations of this Code of Conduct.
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REBUTTAL TESTIMONY OF FRANK A. HOFFMAN

INTRODUCTION

Please state your name and business address.

Frank A. Hoffmann, Duquesne Light Company, 411 Seventh Avenue, Pittsburgh,
PA 15230-1930.

Have you previously participated in this proceeding?

Yes. Isubmitted direct testimony (Duquesne St. No. 6) and various supporting
exhibits with the Company’s August 1, 1997 Restructuring Application. A
statement of my qualifications is ;:ontained in my direct testimony.

What 1s the purpose of your rebuttal testimony?

The purpose of my rebuttal testimony is twofold. First, I would like to correct any
misinterpretations of my direct testimony by the various intervening witnesses and
secondly to respond to several conclusions and/or recommendations by these
witnesses that I believe lack ment. The specific subject areas of this rebuttal
include, economic development, the customer selection methodology associated
with the phase-in to customer choice, customer education and code of conduct
issues.

Would you summarize your rebuttal testimony?

First, Duquesne’s proposal to eliminate Riders 8 and 20 (for existing customers) and
not to unbundle Rule 4 contract pricing is wholly consistent with the economic

development objectives of the region and the state. Second, Duquesne’s proposed
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customer selection methodology is a simple, equitable and objective approach
giving customers opportunity for direct access in compliance with the legislation’s
schedule. Third, Duquesne’s customer education program has been structured to
effectively fulfill the Company’s role as a credible source of objective information
about the transition to Customer Choice while integrating that role with the PUC led
implementation of the core curriculum. And lastly, to restate Duquesne’s
commitment to a practical Code of Conduct that ensures fair competition.
In your.direct testimony you addressed Universal Service and Energy Conservation
issues. Are you going to cover these issues in your rebuttal?
Duquesne has taken a progressive approach to Universal Service that is in full
compliance with the PUC’s Guidelines. Based on our recent needs assessment, we
conclude that the current level of funding appears to be adequate to meet the
Programs’ objectives. Since our original Restructuring Plan filing, Duquesne filed
our Universal Service and Energy Conservation Plan with the Commission on
November 3, 1997. Given the disparate views on these issues by the various
ir_ltervening witnesses and the Commission’s apparent interest in these important

issues, Duquesne is introducing a new witness, Mr. Joseph P. Flynn JIr., to address

 these issues in depth. Mr. Flynn is the Director of our Customer Programs and is the

principle architect of Duquesne’s Universal Service and Energy Conservation

Programs.
ECONOMIC DEVELOPMENT

What is Duquesne’s general position vis a vis economic development?
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Dugquesne has been long recognized as an active leader in working with customers
and other stakehoider groups to promote the economic growth of the region. This
commitment to strengthening the regional economy remains strong and Duquesne

will continue in an active role.

DII witness Baron claims unequal treatment between new and existing customers

if Duquesne eliminates Riders 8 and 20 (as they pertain to existing customers).
Would there be unequal treatment?

No. Riders 8 and 20 were originally designed to provide a discount for incremental
load and usage as an incentive for qualifying business to expand their operations and
contribute to the economic growth of the region. With the introduction of
Duquesne’s unbundled rate design, as described by Duquesne witness Lahtinen, all
incremental usage for existing customers over the baseline usage used to determine
their CTC, will be billed at unit prices considerably below the bundled tariff tail
block rates. For example, based on an analysis of existing GL-rider 8 customers, the
unbundled tariff provides them with approximately 35% more savings on
incremental load. If Riders 8 and 20 were to be retained in the tariff structure in
their present form, the low tail block rates found in the unbundled tariff would be
discounted even further. This would have three adverse consequences. First,
maintaining the tariff as presently filed could be misinterpreted to mean that energy
charge ;iiscounts would also be applied to the unbundled generation charge (CGC).
This is not what Duquesne intended. To do so would mean that economic

development customers who take full requirements service from Duquesne would
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receive power prices as low as 25% below current market prices. Competitive
generation suppliers would find it difficult to compete against this below market
price. Second, the discount on the already low unit prices would provide more
economic incentive than necessary to stimulate the business expansion thus
suggesting economic inefficiency. And third, any inequity would in fact result from
preserving Riders 8 and 20 since existing customers would be receiving a "discount
on a discount” whereas for new customers the Rider 9 discount would apply to only
the baseline usage.

In the interest of economic development, should the Rule 4 contracts be unbundled?
Na. One would not expect any economic development effect by simply unbundling
each of the Rule 4 contracts. First of all, each Rule 4 contract was developed as a
mitigation strategy to attract or retain incremental load that Duquesne would have
otherwise lost to a competitive alternative (e.g., end-use technology using an
alternative energy, physical location outside the territory, etc.). In each instance, the
customer’s total economics associated with the relevant business operation (e.g.,
differences in energy costs, maintenance costs, capital requirements, etc.} were
considered in establishing the negotiated rate. As such, the terms and conditions of
each contract are unique to the specific competitive threat. It should be noted that
all contracts were priced to cover all of Duquesne’s incremental costs and make a

positive contribution to fixed costs thus mitigating stranded investment.
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With the unbundling proposed by Duquesne, where the generation credit is
established based on the market price of energy, the customer’s economics under a
unbundled Rule 4 would be unchanged. Furthermore, since the Rule 4 rate for each
customer was established based on the customer’s economics associated with the
competitive alternative, the pricing was efficient from an economic development
perspective (1.€., it was just low enough to attract/retain the incremental load for the
region, yet maximized the contribution to fixed costs.)

You mention that the Rule 4 contracts have the dual effect of supporting economic
development while also being a mitigation strategy. Could you describe the effect
they have had?

The economic development benefits and stranded cost mitigation under Rule 4 have
been substantial since its inception. Duquesne has 18 Rule 4 Contracts in effect
representing approximately 190 MW’s of load. The net present value of the
revenues associated with these contracts total more than $247.5 million. If
Dugquesne did not have this competitive pricing, it would have lost the incremental
sales assoctated with the competitive threat. For example, if the Rule 4 customers
had each implemented their next best alternative, the total revenue from the
remaining sales with bundled tariff rates would have totaled only approximately
$103 million (NPV). Without the pricing flexibility of Rule 4, the net present value
of the contribution to fixed costs for the remaining sales would total only about
$62.2 million. Under the current contracts, however, the contribution to fixed costs
totals $138 miilion (NPV). Thus using Rule 4 to secure long-term contracts for

5
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incremental load, which otherwise would have exercised a competitive alternative,
has helped Duquesne to mitigate fixed costs by almost $76 million ($138 million -
$62.2 million = $75.8 million NPV).

Is it valid to view the Rule 4 pricing as a discount from existing tariff levels?

No. As described above, the Rule 4 pricing was set at a level necessary to defeat the
competitive alternative after it was determined that the standard tariff schedule for
the relevant customer class and load would not achieve this objective. Thus the
pricing level under the standard tariff schedule as applied to the incremental {oad is

irrelevant since the incremental load would not have been attracted/retained. Rather

the customer’s savings would have accrued from the competitive alternative with no
incremental contribution to Duquesne’s fixed costs. OCA witness Smith suggests
that any Rule 4 discounts be imputed toward the CTC collections for the relevant
customer classes [Page 10, Line 1]. There are two obvious problems with this
position. First, as illustrated above, the alleged discount is fictitious. Secondly, the
practical effect of witness Smith’s suggestion will be to chill any activity under Rule
4, and by extension to all economic development incentives. This is because the
costs of all the incentives for economic development will be borne by Duquesne’s
shareholders while the benefits in terms of economic stimulus to the region accrue
to the ratepayers and other stakeholder groups. Given this asymmetrical arrange-
ment, Duquesne would have a disincentive to promote economic development in the
region and as a result would cease promoting the economic development incentives

inherent to Rule 4 and the relevant riders.
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Would you please summarize how you believe the key economic development
issues discussed above should be resolved?

Given our unbundled rate designed, the claim that it is somehow "unfair" for
Duquesne to eliminate economic development Riders 8 and 20, as they pertain to
new incremental load, should be rejected. Furthermore, it should be recognized that
the attraction/retention of customer load through the Rule 4 flexible pricing
provisions is an effective economic development initiative as well as a sound
mitigation strategy. As such, ratepayers throughout the region are benefitting from
these contracts.

CUSTOMER SELECTION

Duquesne has not advocated the "first-come, first-served" approach to customer
selection as suggested in the legislation. Why not?

First of all it should be noted that, while the legislation suggests that full direct
access be determined on a "first-come, first-served" basis, the final determination
of the phase-in methodology is to be determined by the Commission. Duquesne’s
primary reservation about the first-come, first-served approach is the inherent
inequities that it introduces among the customers. "First-come, first-served" is only
equitable if one presumes all customers are equally informed and educated about
both the benefits of competitively priced generation and the procedural aspects for
enrolling in the program. (The only remaining variable therefore is motivation.)
Given the extensive interest in customer education in this proceeding (which will be
subsequently discussed), there appears to be a consensus that this common level of
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knowledge does not currently exist and will be a challenge to achieve. While the
competitive disadvantage issue for commercial and industrial customers is an
obvious issue with this approach, residential customers who will also benefit from
direct access should not be disadvantaged simply because someone else who may
be better informed enrolls first.

Does Duquesne’s proposed approach using GAC’s and market segments meet the
objectives of the legislation?

Yes it does. The legislation requires that the phase-in be designed such that "each
customer class shall have the opportunity (emphasis added) for direct access" by the
prescribed dates, Duquesne’s approach provides this opportunity on a fair and equal
basis. Environmentalists witness Biewald suggests that the non-choosing customers
(i.e., customer given the opportunity for direct access but deciding to stay with the
existing service) should be allocated among the various generation suppliers serving
the other customers [Page 46, Line9] presumably against the customer’s wishes.
MAPSA witness Russell recommends that "suppliers should be able to sign-up
customers until one-third of Duquesne’s total load is transferred" (emphasis added)
[Page 62, Line 27]. Both of these witnesses, as well as other proponents of the first-
come, first-served approach seem to have the same objective in mind, i.e., force all
customers to feave their incumbent EDC whether they want to or not — an objective
that is no where evident in the legislation. The purpose of the legislation was to give
customers a choice, not to implement a new framework for regulating customer

decisions.




11

12

13

14

15

16

18

19

20

21

22

DII witness‘ Baron characterized Duquesne’s proposal as "vague and provides
absolute control to DLC" [Page 62, Line 19]. Is this true?

Not atall. In fact, with the pilot program enrollment completed, we have relied on
the customers’ responses to determine the actual phase-in schedule for both the
GACs and the commercial and industrial market segments. Exhibits FAH-3 and
FAH-4 show the results of the pilot enrollment. FAH-3 ranks communities-in
Duquesne’s service territory based on the percentage of total customer accounts
within the designated zip code that volunteered for Customer Choice. This list
serves as the basis for Duquesne’s proposed phase-in schedule such that a maximum
of one third of the peak load of each residential customer class shall have the
opportunity for direct access. For example, in the first phase, the top 38 communi-
ties listed collectively have 189,116 residential and small commercial accounts ~
one third of the system total. During the pilot enrollment these communities had the
largest percentage of customers who expressed interest in direct access by
volunteering for the pilot. Duquesne did not control who got on this list; the
customers did. Similarly, Exhibit FAH-4 ranks the commercial and industrial
market segments based on the percentage of total customer accounts within each
segment that volunteered for Customer Choice. From this list the first phase would
obviously include the entire load of all commercial/industrial customers in the
“Government”, "Education"”, "Industrial-Chemical”, "Industrial-Plastics", "Utility
Services", etc. Duquesne proposes to release customer segments from this list such
that one third of the respective load has the opportunity for direct access by January
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1, 1999. By extension, this list would also govern the market segment phase-in
sequence for the subsequent two years. Once again, Duquesne did not control which
segments were in the first phase - the customers within those segments did.

The simplicity of this approach is self-apparent.

It does not require any complicated pro-rata reductions to each subscriber’s
nominated load in the event of over subscription (as suggested by DII witness
Baron).

It avoids the "land rush" approach, and the attendant operational difficulties of
allowing all customers access at the same time (as suggested by Environmentalists
witness Biewald).

It ensures that similarly situated business customers are not competitively
disadvantaged (as acknowledged by OSBA witness Kalcic).

It allows all customer information now about when they will have the opportunity
for direct access so they can plan accordingly.

Is it feasible to accelerate the phase-in to compress the first and second years as
some have suggested?

The legislation specifies that the opportunity for direct access be phased-in in
accordance with the key milestone dates of January 1, 1999, 2000 and 2001. This
phase-in was prescribed primarily to ensur.e that direct access is implemented in an
orderly fashion such that all stakeholders are able to adjust to the new marketplace.
DII witness Baron and Environmentalists witness Biewald have suggested a rather

distorted interpretation of the legislation that would accelerate the time frame.
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IV,

Given the recent and ongoing experiences of the pilot programs across the state, it
is apparent that the phase-in as prescribed in the legislation is a prudent course of
action. As we gain further experience with the pilot program, Duquesne will
continue to evaluate its implementation plans for the operational feasibility and
desirability of accelerating the phase-in.

Would you please summarize how you believe the key customer selection issues
related to the phase-in of customer choice discussed above should be resolved?
Duguesne has proposed a fair and equitable customer selection methodology that is
wholly consistent with the legislation’s goals for phasing-in customer choice. We
recognize however, that it is desirable to have a uniform approach state-wide and
that other methodologies may have comparable results. The Commission has
recently issued a Request for Comment regarding Retail Access Phased iImplementa-
tion {M-00960890 F.0012). While the staff reccommendation contained within the
Commission’s request appears to be flawed in various respects, Duquesne will
continue to work within the Commission’s process to advance our views on this
matter and work toward an equitable resolution.

CUSTOMER EDUCATION

Has Duquesne Light proposed and implemented a customer education plan as
required by the customer choice act and the Commission's orders?

Yes. As required by the Competition Act, Duquesne Light presented a well-
structured customer information and education plan to effectively convey complex
topics to all of the individual segments of its customer base. The plan as designed,
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although preliminary in part, seeks to inform and educate customers about electric
competition, and help them understand how to evaluate their choices. Therole of the
consumer education plan is to provide factual, unbiased information and instruct
consumers on how to comfortably use that information to make the choice that is

appropriate to meet their needs.

As a regulated utility, Duguesne devotes significant resources to consumer
education, The Company maintains ongoing interactions with individual customers
as well as various local organizations catering to the needs of specific segments of
the community. These dialogues enable the Company to obtain additional insight
into local education needs, then factor that insight into its overall education pian.
Duquesne will continue to work with Jocal and state government officials and
community outreach organizations to deliver understandable information and
education to all of its consumer segments about competition and retail choice, The
Company annually establishes budgets to implement its planned consumer education
and evaluation initiatives. Any expansion of this plan by the Commission could
require additional funding above the established budget level. Duquesne would
consider these extra funds to be transition costs, and therefore fully recoverable.

These efforts may include the use of existing Company employees, facilities and
other in kind services, so the identification of a specific budget and educational staff
can be misleading if used as a sole means of determining the Company’s commit-
ment to its educational responsibility.  Instead, a better measurement of this
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obligation is by the quality and effectiveness of its resource utilization to achieve the

stated goals.

Duquesne continues to evaluate all available alternatives to provide the most
effective education efforts and allocates resources as appropriate. The Company
respects the needs of its customers and does not assume that low income, elderly or
non-English speaking customers are less intelligent or less capable of understanding
the impending changes. Duquesne research shows that older consumers understand
more than most, including high income customers, about the concepts of retail
choice.

Duquesne also adheres to Commission requirements to disseminate general
customer education materials such as the glossary of terms and dictionary. The
Company participates in state-wide efforts to incorporate additional initiatives
developed to support the Commission's core education curriculum, and provides
support to these efforts as appropriate for the needs of Duquesne customers. The
statewide Consumer Education Programs proposed by witnesses Alexander
(Alexander testimony - p. 20), Muench (Muench testimony - p. 28), and Biewald
(Biewald testimony - p. 24) do not exist, and may not for several months.
Duquesne cannot delay the development and implementation of its own education
plan since consumers are currently being exposed to decidedly biased and often
inaccurate messages about competition through the media, by suppliers and from
other special interest groups. Since the Company is providing objective educational
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information, it anticipates no difficulty in coordinating its planned efforts with future
statewide campaigns.

How will this customer education be funded?

Duquesne recognizes that it has an ongoing responsibility for providing its
customers with information about the safe, efficient and economical use of the
utility’s services. We view this role as continuing. Expenses assoctated with these
activities at their traditional level are contained within Duquesne’s cost of the
service. Specifically, based on Duquesne witness Lahtinen’s direct testimony (R-
00974104, Volume II, Statement No. 5, Exhibit JAL-1B) there is approximately
$0.9 million in {abor and $1.4 million in non-labor expense contained within the
relevant FERC accounts (1.e., 907 through 910, 913 and 916). The corresponding
1998 non-labor O&M budget to implement Duquesne’s customer education plan is
estimated to be $1.95 million, approximately $550,000 above the cost of service
level. It should be noted that this budget is preliminary and is based on both the
customer education plan and on our proposed approach to customer selection and
phase-in. The Commission has not yet specified the scope or tactics of implement-
ing its core curriculum, or the level of funding needed to execute it. Should these
costs be allocated to the various stakeholder groups including Duquesne, we would
have to adjust our budget accordingly. While Duquesne views the customer
education expense to be an inherent cost of fulfilling its role as the EDU, extraordi-
nary expenses above the cost of service level are clearly driven by the unique
educational requirements of the transitional period. As such, Duquesne will treat
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these incremental expenses as transitional costs and recover them through the
appropriate mechanism.

Does Duquesne Light's proposed education plan make it difficult for consumers to
distinguish education from marketing messages?

No. Duquesne Light clearly understands the distinctions between informational,
educational and promotional material, as do its customers, OCA witness Alexander
points out that "Tt does not take a marketing expert to realize that most Americans
are quite sophisticated at discounting marketing information and the 'hype' of most
commercial advertising" (Alexander testimony - pp. 17,18). Duquesne agrees with
this statement and strongly believes its customers are also sophisticated enough to
separate education from marketing, regardless of the banner under which the
information appears. The Company's consumer education program does notattempt
to influence customer behavior by motivating them to enter the market and choose
a particular generation supplier. Stimulating sufficient interest to participate in a
competitive market is the function of marketing communications as provided by
others such as the licensed electricity generation suppliers under the supervision of

the Commission. This is not the role of an effective consumer education program.

The Environmentalist's suggestion to coordinate consumer education with disclosure
and labeling requirements (Biewald testimony - p. 12) is problematic. Disclosure
of sources of electricity is a supplier responsibility, and could in fact represent

marketing information that might influence customer decisions about power
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suppliers. Duquesne agrees with witness Biewald's statement that "a customer
education program that presents clear and unbiased information to consumers 1§
essential for meaningful choice" (Biewald testimony - p. 25).

What will happen to Duquesne’s marketing activities and associated expenses as its
customers transition to Customer Choice?

As a regulated utility, Duquesne’s marketing activities have been closely aligned
with its traditional role of informing customers about the safe, efficient and
economical use of its services. From its cost of service study (previously cited),
Duquesne’s 1996 cost for marketing (e.g. sales expense) and communications (e.g.,
customer service and information) to customers was approximately $6.7 million (as
reflected in FERC accounts 907 through 916).. As Duquesne transitions from a
vertically integrated/regulated utility to some other structure, the separation between
customer service and marketing may become more pronounced, especially as it
pertains to regulated and non-regulated activities (as addressed in section V below
regarding Code of Conduct). It is not at all certain, however, that the level of
Duquesne’s marketing-related expenses supporting the regulated business will
diminish. Even functioning solely as a regulated EDU, Duquesne will still provide
delivery service to the same number of franchise customers, still need to provide
customer programs and still need to encourage the safe, efficient and economical
usage of its services. In the event that regulated marketing-related expenses are
avoidable and do diminish during the transition period, the ROE spill-over
mechanism proposed in this Plan (as described by Duquesne witness Clayton in

16



12

13

14

15

16

17

18

19

20

22

® L

Statement No. 2) will make the necessary adjustments to Duquesne’s recovery
period.

Has Duquesne Light used its consumer education materials to enhance its image and
position itself as a supplier in the new competitive market?

No. Duquesne's educational materials repeatediy emphasize the opportunity that the
new competitive marketplace will provide to its customers, not itself. The consistent
theme of the Company's educational materials is that despite all of the changes,
Dugquesne will provide local continuity by continuing to deliver the power, respond
to emergencies and answer customer questions about thgir electricity service,
regardless of whom they choose as a generation supplier. This has always been, and
will continue to be, Duguesne's role as a regulated, electric distribution company.
Contrary to Enron's claim (Muench testimony - p. 31), the Company has made no
marketing references, subtle or otherwise, as to why Duquesne 1s superior to

alternative suppliers.

Duquesne does not agree with Enron's assertion that "attempting to label information
as marketing or customer education oriented is completely unenforceable" (Muench
testimony - p. 29). The Commission's involvement in the development and
implementation of consumer education programs, along with their review of all
education materials, will clearly eliminate this concemn. In addition the Code of
Conduct, to which Duquesne Light subscribes, will ensure that marketing and
education activities remain separate.
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Has Duguesne conducted research to determine what its customers already know
and how they want to learn more about customer choice?

Yes. Duquesne conducts monthly research to determine its customers' knowledge
of electric competition legislation, what competition will mean to their electric
service, and how they want to receive information about customer choice. The
Company's ongoing research shows that most customers (88% - Overall 1997) claim
to be aware of changes in the electric industry, and nearly two-thirds (64% - August
1997) recall that they can soon choose the company that produces their electricity
(September 1997 residential survey). Duquesne specifically researched awareness
and perceptions of changes in the electric utility industry among energy decision-
makers in high income households (>$50,000), older households (50 years of age
or older) and mixed residential customers (March 1997 residential focus groups).
Customers in the older group tended to have a more extensive knowledge of changes
occurring in the electric industry than either of the other groups, and demonstrated
a solid understanding of the differences between the generation and distribution of

electricity.

Duquesne does not share Enron's view that "there is no reason for Duquesne to place
its name on any customer education communications" {Muench testimony - p. 31).
Customers naturally turn to a company that they recognize and feel comfortabie with
to ask questions and leam more about the issues relating to competition and
restructuring. They also expect the Company to distribute education materials
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developed specifically for Duguesne customers under the "corporate banner” since
they are still customers of Duquesne Light. In fact, 78% of Duquesne's customers
reported that they would find it useful to get educational information about customer
choice from Duquesne Light (January 1997 residential survey). High SES
consumers were more likely to say they wanted to receive information through
technological channels (i.e., via cable or Internet); whereas other customers were
more likely to want to learn from a "live" person, either in-person or by telephone
{March 1997 residential focus groups). It is important for consumers to have a local
source for information, and the use of the Company's name and toll-free hotline
provide them with such a source. Accordingly, Duquesne has incorporated these
and other research findings into the implementation of its education plan.

Has Duquesne Light conducted research of pilot program participants in other states
to determine what information and methods were most effective in the education
process, and used that research to improve its overall plan and education materials?
Yes. Duquesne conducted an analysis of pilot programs in New Hampshire,
Massachusetts and Illinois (March 1997) specifically focusing on customer
education efforts and customer responses to those efforts. Surveys of customers in
the New Hampshire pilot indicated that more than two-thirds (68%) said bill inserts
were a very effective way to educate consumers about retail competition, over one-
half (53%) said direct mail would be very effective and nearly one-half (49%) said
a toll-free telephone number would be very effective. (January 1997 Survey Report
of Retail Competition Pilot Program prepared for NH Public Utilities Commission).
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Duguesne has incorporated these and other findings into its education and evaluation
plans. The Company initially informed customers of the move toward retail choice
and pilot programs via bill inserts and feature articles in the ServiceLine newsletter
inserted in all residential electric bills. Duquesne direct mailed copies of the
advertorials to numerous opinion leaders in most residential communities, and
established a toll-free hotline to respond to consumer questions about the new

legislation and the impending switch to a competitive electric generation market.

Witness Alexander states that "... research of pilot program participants have
concluded that customers want information and education about electric competition
from neutral parties, such as newspapers, television and government organizations"
(Alexander testimony - p. 10). While surveys of participants in the New Hampshire
pilot show that consumers expected these sources to take lead responsibility for
educational efforts, the research also shows that the number of participants who
completely understood the pilot was very similar when compared by receipt of
information from these same neutral sources (Newspapers - 55.3%, Television -
57.4% NHPUC - 58.8%), and from a potentially "biased" source (Public Ultility -
55.7%). This suggests that the neutrality of the information source may be less
relevant to educational effectiveness than the utility of that information. Company
research of its own customers shows that only 9% find Duquesne Light not ar afi

believable when it talks about issues that concern customers, while 78% found it
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useful to get educational information from Duquesne (September 1997 residential
survey).

How does Duquesne Light's education program prepare consumers to be informed
shoppers for electricity and electricity suppliers?

By necessity, Duquesne assumed the role of chief information source about electric
restructuring because there were few sources as clearly accessible or recognizable
to the general public. Duquesne's education plan demonstrates that there are
distinct phases to a consumer's exposure to the onset of electric competition. Italso
identifies specific goals for each phase that mirror the objectives established by the
Commission as set forth in their Final Order on Duquesne's pilot program (as
entered August 29, 1997). The strategies for attaining these goals are evident in the
stated purpose indicated for each of the key activities. The activities introduce the
relevant information needed by consumers to understand and participate in each
phase of the transition to retail choice. The approach builds on previous knowledge
and allows consumers to establish their own comfort level with the current

information before moving on to the next phase.

The information stage establishes basic awareness of the changes occurring in the
electric utility industry, and uses Duquesne Light as a familiar reference point for
customers to understand how these changes will affect common relationships

associated with their own electricity service. The consistent theme is that while
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many things are changing, others will remain the same and there will always be

familiar resources in the local community to guide the way.

The solicitation, enroliment and administration phases of the education plan
currently focus on the pilot program, but similar phases will exist for the transition
to competition. Because the Commission has not finalized the procedures for
transition, current education materials and initiatives focus primarily on Duquesne
Light pilot participants. Subject matter is consistent with the key areas defined by
the Commission's core curriculum. The information provides facts about how the
pilot works and what consumers have to do to make informed decisions about
participation. Duquesne tested the content of this material with focus groups of high
income, older and mixed residential consumers, and overall impressions of the
content were generally quite good. Most customers felt the information was useful,
and generally limited their criticisms to the format of the package (which changed

for the published document).

Consistent with research findings of pilot participants in other states, Duquesne
customers particularly want information about suppliers, and how to accurately
calculate savings. To address these concerns, the Company mailed copies of the
Commission's licensed supplier list to all participants, and included relevant
questions to ask those suppliers about their generation service and rates. Duquesne
also provided detailed instructions on the sources of potential savings as a pilot
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participant. The pilot information provided a simple worksheet that enabled
consumers to use their own monthly electric bill to apply the pilot program credits,
then factor in the generation supplier's offer to determine potential savings as
compared to their current bill. This approach enabled all pilot participants to
evaluate the true impact on ultimate savings of different offers by separating the
pilot incentives from the actual prices quoted by the suppliers. Using an "apples-to-
apples" comparison of supplier prices, un-obscured by potentially misleading
savings claims, enables consumers to truly shop for the best offer rather than the best
average savings claini.

Has Duquesne Light.developed a plan to evaluate the effectiveness of its consumer
education plan?

Yes. As the pilot progresses, and the Commission refines the rules of competition,
Duquesne will continue to conduct detailed research to assess overall knowledge-as
well as evaluate customers' experience with the competitive market and choosing a
generation supplier. The Company disagrees wit'h witness Colton's statement that
it "provides no mechanism to evaluate and adjust its consumer education program
as it is implemented (Colton testimony - p. 26). Duquesne submitted a Customer
Choice Pilot Evaluation Plan as part of its compliance filing to describe the specific
information it will gather, compile, analyze and report to provide insights into the
efficacy of the retail choice pilot program. The plan also describes when and how
it will use established research techniques appropriate to the stated evaluation
objectives.
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The Customer Education Plan identifies specific areas in each phase of the plan
where these evaluation results will help assess the validity of the program and guide
changes where appropriate. Duquesne recognizes that the ongoing evaluation and
adjustment of its consumer education efforts are crucial to the introduction of
customer choice. Witness Colton proposes adoption of his 11-step plan for
evaluation of consumer education efforts (Colton testimony - p. 26). While this plan
is one way of approaching the issue, it is not the only workable method to evaluate
the effectiveness of education initiatives. Duquesne believes its own evaluation plan
will clearly address the issues inherent in communicating the changes occurring in
the electricity industry.

Does Duquesne support the development of a commission-led statewide consumer
education plan?

While a centralized approach, as suggested by Enron, Environmentalists, and OCA,
1s certainly one way to manage consumer education, there is no evidence to support
the claim that this is the most efficient way to reach all Pennsylvania households
(Alexander testimony - p. 22), or that it makes the most sense (Muench testimony -
p. 28). Duquesne Light recognizes the importance of public input into educational
messages; however, the creation of a "Consumer Education Joint Committee" as
suggested by the Environmentalists (Biewald testimony - p. 24) to control content
and timing of the Company's messages is neither practical nor necessary. It adds

needless layers of bureaucracy, time and expense to a review process that is
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currently adequate and thorough. There is no evidence to support the suggestion

that formation of a Committee will result in better communications than exist.

The demographic profiles and resulting educational needs of consumers throughout
the state vary from one service territory to the next, so a one-size-fits-all approach
is inappropriate. Duquesnerepresentatives throughout the company routinely gather
customer input on the information needs unique to our service area in addition to its
ongoing formal customer research. A combination of centralized and decentralized

messages coordinated at the local level may be more appropriate to address these

issues.

Duquesne acknowledges the appropriateness of a significant Commission rolein
statewide consumer education efforts, provided the Commission’s activities do not
supplant Duquesne’s initiatives addressing the specific educational needs of
consumers in its service area. The development of the core curriculum to establish

basic educational objectives and provide key information messages is one example

of how the Commission currently serves this capacity. Review and oversight of

education efforts by electricity generation suppliers, special interest groups and local
distribution companies to ensure consistent themes is another appropriate function
for the Commission’s statewide efforts. Duquesne could also support the
Commission’s role in establishing uniform criteria for evaluating the effectiveness
of consumer education activities statewide, provided the Commission develops these
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criteria with advice and input from major stakeholders, including the local
distribution companies. Duquesne disagrees with the inferences of witnesses
Colton, Biewald and Alexander that a Commission-led or Commission-supervised
gvaluation effort is the only effective way "...to make sure that the message about
customer choice is understood, and determine where further educational efforts are
needed..." (Alexander testimony - p. 25).

Until the nature and design of the state-wide program are complete, Duquesne does
not support the blind allocation of funding, nor can it commit millions of dollars'to
capitalize state-wide efforts that may prove inappropriate to local needs or redundant
to ongoing Company efforts (Colton Exhibit RDC-11 - pp. 1,2). Duquesne is also
of the opinion that any expenses related to consumer education prescribed by the
Commission should be fully recoverable, and does not support the Environmental-
ists' position that the use of ratepayer dollars be prohibited if an advisory committee
does not approve the Company's education materials (Biewald testimony - p. 27).
The Company could support witness Alexander's testimony that the state-wide plan
be funded by a combination of resources from the Commission itself, the distribu-
tion companies and other governmental, educational and non-profit organizations
(Alexander testimony - p. 26), provided the electricity generation suppliers also
participate as a funding source. As the principle beneficiaries of the education
efforts, all suppliers who have applied for, or received licenses to seil electricity in

the state of Pennsylvania must also be required to contribute to the funding of any
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state-wide education and or evaluation program in an amount proportionate to their
share of retail customers throughout the state.
Could you summarize Duquesne’s position regarding its approach to customer

education?

Duquesne has submitted to the Commission its Customer Information and Education
Plan that is designed to meet the Commission’s stated objectives regarding customer
education. We agree with the Commission that the responsibilities for customer
education should be shared between the Commission and the EDU, with input from
the relevant stakeholder groups. The customer education initiatives developed by
Duquesne and the Commission will focus on meeting the customer education
requirements unique to the transitional period. As such, thenew education programs
are expected 10 require extraordinary expenditures to implement (i.e., above
customer information expenses contained within the Restructuring Plan’s 1996 cost
of service) albeit just during the three-year phase-in period. Therefore, any customer
education expenditures above the existing cost of service level should be recovered
by the EDU as a transition cost, possibly through the Universal Service Charge.
C‘ODE OF CONDUCT

Has Duquesne proposed an effective Code of Conduct?

Yes. The Code of Conduct adopted by Duquesne 18 wholly consistent with that
proposed by the Pennsylvania Electric Association for the pilot program and
subsequently accepted by the Commission. It is interesting to note that the only
commentators on Duquesne’s Code of Conduct were ENRON and MAPSA, parties
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which have a vested interest in taking positions which would handicap the Electric
Distribution Utilities and/or its affiliates at the expense of the consumer. Other
intervenor groups in this proceeding who would be expected to have a more
objective view of Code of Conduct issues did not take issue with Duquesne’s
proposed policies. Contrary to MAPSA witness Russell’s belief (p. 47, line 8),
Duquesne is currently complying with the proposed Code of Conduct. Furthermore,
Duquesne has operated under a Commission approved Affiliated Interest Agreement
since 1989 [Docket G-890176].

Does Duquesne expect to modify its Code of Conduct in the future?
Asrecognized by the members of the Competitive Safeguard Working Group, there
are many issues that are complex and remain contentious among them and to date
have not been resolved through consensus. The relevant issues for the most part are
generic in nature and not unique to Duquesne. As a result we expect that they will
be addressed in a generic proceeding by the Commission through the issuance of
regulations after the Commission has received comment and input from all
interested parties. The outcome of that proceeding may necessitate as yet
unspecified modifications or additions to Duquesne’s Code of Conduct. Should the
outcome of the generic proceeding so dictate, Duquesne will obviously adjust its
Code of Conduct to be in full compliance.

CONCLUSION

Does this conclude your testimony?

Yes it does.
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Zip Total Zip Total Zip Total
Codle Municipality Accounts % Intares! Code Municipality Accounts 9% Inderest Code Municipality  Accounts % Inerast
15275 Parway West 2 100.00% 15116 Glenshaw 6,139 12.66% 15133 McKeesport 3242 10.18%
15084 Tarentum 18 11.33% . 15005 Baden 2,890 12.37% 15238 Fax Chapel 5282 10.13%
15021 Burpstistown 15 6.67% 15068 New Kensington 1,558 12.32% 15025 Clairton 5610 1004%
15071 Qakdale 308 24.19% 15147 Verona 8,269 12.26% 15061 Monaca 5689 10.02%
15080 Wexford 2% 23.08% 15126 Finday 1181 12.19% 15048 Glenwilard 310 10.00%
15243 Scot 4727 16.40% 15226 Brookdine 6,747 12.16% 15052 Indusiry 16813 9.52%
15102 Bethel Park 1,543 18.08% 15202 Bellevue 10,808 12.16% 15145 Turthe Creex 4,061 987%
15024 Cheswick 1,182 18.07% 15085 Traflord 1.877 12.04% 15212 Lower North Side 16,205 9.80%
15075 Rural Ridge 115 17.29% 15137  North Versailies §,376 11.94% 15027 Conway 1,006 9.67%
15142 Presto 264 17.05% 15136 Mckees Rocks 10,794 11.88% 15209 Millvale 6147 9.52%
15037 Elzabeth 94 17.02% 15009 Beaver 6,909 11.84% 15214 Observatory 6,819 925%
15236 Pleasar Hils 11.026 16.80% 15034 Dravosburg 1,699 11.74% 15074 Rochester 4,487 8.25%
15234 Caste Shannon 7,018 16.13% 16063 Zelienopie 206 11.65% 15066 New Brighton S.878 9.17%
15049 Harwick 23 16.12% 15106 Camegie 9,729 11.61% 15215 Sharpsburg 6,337 8.98%
15050 Hookstown 1,078 15.58% 15042 Freedom 3,198 11.54% 15132 McKeesport 11,048 8.89%
15222 Golden Triange 1,253 15.45% 15092 Wireton 52 11.54% 15050 Midland 2324 8.82%
15228 M. Lebanon 7.433 15.42% 15122 West Mifflin 8,648 11.54% 15045 Glanapon 25n 8.80%
15123 West Miffin 52 15.38% 15112 East Pittsburgh 1977 11.48% 15081 South Heights 266 8.65%
15026 Chnton 1419 15.15% 15207 Hazelwood 6225 11.42% 15211 M. Washinglon 6,550 8.63%
15668 Munrysvile 3 15.15% 15007 Bakerstosn 206 151.17% 15208 Homewood 6,128 8.44%
15137 McKeosport 3.981 15.00% 15225 Neville lsland 56 11.12% 15010 Beaver Falls 7,553 8.20%
15101 Aliison Park 9,435 14.49% 15218 Swiszvale 7.054 10.99% 15223 Etrm 4,001 7.97%
15017 Bridgevilie 564 14,36% 15642 North Huntingdon 3% 10.01% 15203 Caraon 6,124 795%
18115 Daringlon 42 14.29% 15035 East McKeesport 1.278 10.88% 15206 Easl Ubesty 15,8950 787%
15227 Brentwood 13,309 14.28% 15208 Crafton 11,562 10.78% 15110 Duguesne 3,428 7.83%
15108 Coraopolls 16,060 14.00% 15056 Leetndale &0 10.63% 15148 Wimerding 1,564 7.74%
15044 Gibeonia 8,088 13.91% 13139 Cakmont 3,584 10.556% 15233 Kiibuck 1659 7.66%
15148 Monroevibe 13,550 13.82% 15210 ML Oliver 14126 10.50% 15232 Shadyside 872 7.65%
15239 Plum 8,486 13.70% 15204 Corliss 4,235 10.48% 15091 Widwood 108 TAl%
15043 Georgetown 1,028 13.42% 15051  Indiancia 249 10.44% 15104 Braddock 5,304 7.35%
1526 Webash 8,383 13.26% 185221 Wikinsburg 18,260 1027% 15120 Munhall 9,906 71.32%
15143 Sewicidey 6927 13.25% 15213 Qaidand 8,468 10.21% 15201 Argenal 7.485 6.97%
15216 South Hils 1222 13.06% 19001  Aliquippa 15,644 10.21% 15077 Shippingport e 6.90%
15217 Squlrmel HN 12017 13.04% 15003 Ambridge 659 10.21% 15140 Pitcaim 15 6.67%
15235 Penn Hilla 17,799 12.93% 15224  Bloomfiewd 5,068 5.62%
1S008 Bairdsford 3 12.84% 16059 Valencia 110 6.36%
15228 Wesl Viow 5,661 12.79% 15219 Uptown 5,758 5.94%
15237 McKnight 11,408 12,70% 15279 Pitsburgh 203 3.94%
150032 Curtisville 1 0.00%
15076 Russefton 1 0.00%
15080 Glsgow 1 0.00%
15115 Glenfield 5 0.00%
15134 McKaesporl 2 0.00%
15244 Mohtowr 1 0.00%
TOTAL 188,116 TOTAL 189,410 TOTAL 183,686



Commercial/industrial Market Segment Raking

!

Market Segment Total Accounts Volunteered Accounts Percent of Total
Government Total 1,728 911 52.72%
Education Total 985 509 51.68%
Sindustrial - Chemicals Total 125 46 36.80%
Industrial - Plastics Total 64 21 32.81%
Utility Services Total 1,801 577 32.04%
Retail Foods Total 968 308 31.82%
Industrial - Steel Total 458 142 31.00%
Retail Restaurants Total 2,382 675 2B.34%
Industrial - Glass Total 148 40 27.03%
Retail Merchandise Total 4,733 1,195 25.25%
Office Buildings Total 7.931 1,864 23.50%
Industrial - Other Total 1,238 284 22.94%
Healthcare Total 1.813 352 19.42%
Mining Total 57 9 15.79%
Services Total 29,929 4,693 15.68%
Wholesale Trade Total 1,535 194 12.64%
Construction Total 1,349 159 11.79%
Agriculture Total 129 13 10.08%

Exhibit FAH-4
Page 1 of'1
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Duquesne Statement No. 8

DIRECT TESTIMONY OF FRED R, ALLISON

Qualifications

Please state your name and business address.

Fred R. Allison, 411 Seventh Avenue, P.O. Box 1930, Pittsburgh, Pennsylvania 15230-
1930.

By whom are you employed, and in what capacity?

[ am employed by Duquesne Light Company (“the Company” or “Duquesne”) as an
Assistant Controller in the corporate Controller’s Unit.

Please describe your educational background.

I graduated from Pennsylvania State University with a Bachelor of Science degree in
Business Administration with a major in Accounting in 1971, and from Ohio State
University with a Master of Accounting degree in 1974. In addition, I have completed
continuing education programs in accounting and budgeting at the University of
Pittsburgh and the University of Wisconsin, Madison, respectively.

Do you hold any professional licenses and are you a member of any professional
organization?

[ am a Certified Public Accountant (CPA) licensed by the Commonwealth of
Pennsylvania and am a member of the American Institute of CPA’s.

Please describe your employment history.

Immediately following graduation from Ohio State, I was employed by the accounting

firm of Haskins & Sells, now Deloitte & Touche, from 1974 to 1976. Since 1976, | have

been employed by Duquesne Light in the following positions: Statistical Accountant -



~

[

wh

10

i1

12

i6

17

18

19

Il

CAPCO, 1976-1978; Manager, Customer Accounting, 1978-1985; Manager, General
Accounting, 1985-1988; Manager, Financial Systems, 1988-1991; Manager, Corporate
Budgeting, 1991-1996; and the position [ now hold, Assistant Controlier.

Please describe your current responsibilities.

I oversee the operation of the accounts payable, customer accounting, payroll accounting
and valuation & property records departments. In addition, I am managing the business
process redesign to implement the Company’s Retail Access Pilot Program.

Please describe your memberships in any industry organizations.

I have been a member of various accounting and budgeting committees of the Edison
Electric Institute (EEI); the Pennsylvania Electric Association (PEA) and the Central
Area Power Coordination Group (CAPCO).

Have you previously testified before this or any other regulatory commission?

I provided testimony in a customer service billing dispute before an administrative law

judge of the Pennsylvania Public Utility Commission in the early 1980°s.

Purpose of Testimony and Conclusions
What is the purpose of your testimony in this proceeding?
My testimony and accompanying exhibits describe and support the Customer Choice Plan
for the implementation of metering, meter reading, billing, payment processing,
collections and supplier settlement during the Transition Period. In doing so, I will
address the reasons why Duquesne's implementation plan satisfies the requirements of the
Restructuring Legislation.

My testimony is organized as follows. I first discuss the requirements and

objectives of the Restructuring Legislation. [ next discuss the manner in which Duquesne
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will address the implementation issues associated with metering, billing and other
revenue cycle services. I next address the arguments of certain stakeholders that revenue
cycle services should be unbundled. Finally, I discuss the supplier settlement procedures
that Duquesne is proposing.

What are your principal conclusions?

First, I conclude that Duquesne's implementation plan for customer choice will maintain
or improve the reliability of service customers enjoy today and will treat customers and
competitive suppliers fairly. In particular, | conclude that the new automated metering
service being installed by Duquesne, the Customer Advanced Reliability System
("CARS"), which provides time differentiated pricing capability for customers, will
enhance the transition to competition by broadening the nature of generation services that
customers are able to purchase. Second, I conclude that the unbundling of revenue cycle
services is not appropriate at this time and that, even if it were appropriate to do so in the
future, the matter should be addressed generically by the Commission in a rulemaking
proceeding, not in this case. Third, I conclude that Duquesne's proposal for supplier
settlement is appropriate because it uses the best available information and technology in

determining whether suppliers' deliveries and customer consumption are in balance.

Statutory Requirements

Please describe the requirements of the Restructuring Legislation that apply to metering,
billing and other revenue cycle services.

There are a number of provisions of the Restructuring Legislation that discuss the
provision of revenue cycle services. These provisions are largely contained in Section

2807. I summarize them briefly below:

(")
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. Section 2807(a) states that an electric distribution company ("EDC"), with
Commission approval, "may require that the customer install, at the customer's
expense, enhanced metering capability sufficient to match the energy delivered by

the electric generation suppliers with consumption by the customer."”

. Section 2807(c) provides that "subject to the right of an end-use customer to

choose to receive separate bills from its electric generation supplier, the [EDC]
may be responsible for billing customers for all electric services." This section
also requires that (i) bills contain unbundled charges, (ii) electric suppliers provide
the EDC with certain billing data. and (iii) the EDC be protected from ha{fing to
remit payment to an electric supplier before having received payment from the

customner.

. Section 2807(d) requires that the EDC "continue to provide customer service

functions including meter reading, compiaint resolution and collections" and that
"customer services shall, at a minimum, be maintained at the same level] of quality

under retail competition."”

. Section 2804(3) provides that the Commission "shall require the unbundling of

customer bills to separate the charges for generation, transmission and
distribution” and that "the Commission may require the unbundling of other
services."

What do you conclude from these requirements?

[n my opinion, these requirements, taken together, demonstrate support for the following

three principles. First, maintaining customer service at current levels is a key priority and

no policy should be adopted that would degrade service levels. A necessary corollary is
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that customer service levels should be improved if possible. Second, the Legislation
recognizes the potential customer benefits of installing "enhanced metering capability"
and therefore authorizes the Commission to order such service. Third, the unbundling of
bills and services is contemplated, but the Legislation specifically indicates that the
unbundling of generation, transmission and distribution services is the first priority.

How do these requirements relate to Duquesne's implementation plan?

As [ will explain in more detail below, Duquesne's implementation plan is fully
consistent with the statutory requirements and objectives. First, CARS not only
maintains, but increases, the high level of service that Duquesne's customers enjoy today.
Second, CARS will provide customers the ability to obtain the full benefits of a
competitive generation market by providing them the ability, among other things, to
purchase products that are priced on a time-differentiated basis. Third, Duquesne will
unbundle customer bills to separate charges for generation, transmission and distribution
and will provide customers the option of having their electric supplier submit a separate
bill for the services it provides.

Duquesne's Implementation Plan for Revenue Cycle Services

Metering

Please describe Duquesne’s plan regarding metering during the Transition Period.

In January 1996, Duquesne signed a fifteen vear, full service contract with Itron, Inc. a
leading supplier of energy information and communication solutions to the utility
industry to install, operate and maintain CARS. CARS will provide Duquesne with an
electronic communications link to its approximately 580,000 customers in Allegheny and
Beaver counties. With the new system, customers’ use of electricity will be recorded and

5
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communicated electronically to a contro] center in the Company. As a result, customer
service personnel will have a much greater insight into the status of power delivery across
the system and for individual customers. Customers also will be able to request electric
service to start or stop with no advance notice, and service to the location can be stopped
or started without visiting the site. Additionally, customers who have electric meters
inside their homes will no longer have to provide access to have their meters read.

The system’s ability to process information about power delivery will provide
customers new choices and greater convenience. For example, customers may be able to
determine which day of the month to pay their bills. CARS will enable development of a
daily profile of the electricity usage of each customer. CARS also will allow customers
to obtain the benefits of time differentiated pricing and will facilitate supplier settlements.

Customers will benefit from increased energy security. The system will inform
the Company when a customer is out of service. Upon detection of an outage, CARS
automatically will notify Company personnel so that restoration can begin more quickly.
The new system also will enable the Company to track more effectively electric power
load growth. With more detailed information about customer demand, the Company can
improve its ability to respond to the need for higher capacity distribution equipment. In
these ways CARS will add a further tool by which the Company will strengthen its
commitment to the highest level of reliability in Pennsylvania. At its current
performance level, Duquesne Light provides service that is available to customers 99.99
percent of the time, one of the highest levels in the region over the past five years.

Are these benefits provided on an integrated basis?
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Yes, in order to achieve the full benefits of this system, customers must be connected to
Duquesne through the CARS network so that the advanced metering capabilities provided
within the network can be achieved. Tampering, outage detection and interval metering,
for example, require network processing in order for the additional customer benefits to
be realized. Qutage detection capabilities cannot be implemented without use of the head
end processor for interpretation of outage and restoration information. A meter separately
installed by a third party or supplier would not possess the capability to independently
process this information. Consequently, customers utilizing other metering devices
would experience a significantly lower level of service than the customers that are
connected to the network.

Please explain the timetable for the installation of CARS and whether all customers will
receive the associated metering equipment?

Most CARS functions should be operational by January 1, 1999. The CARS network
applies to residential and small commercial customers. In addition, using the UTS MV-
90 system, most, i.e., as many as 85 percent, commercial and industrial customers should
be connected to the network by January 1, 1999.

How will Duquesne recover the costs of CARS?

The Duquesne contract with Itron is a service agreement that requires Itron to acquire,
install and maintain the metering and other facilities necessary to support the automated
information network. Duquesne will incur no capital costs to implement CARS. The
costs of the service agreement for each vear and over the fifteen vear term are offset by

cost reductions associated with base operations, customer choice, improved reliability and
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enhanced base services. Customers will not be charged a price increase for the improved
and enhanced services from CARS.

Please describe how Duquesne’s metering plan complies with Section 2807 of the
Restructuring Legislation.

CARS meets the objectives and requirements of the legislation in two important respects.
First, CARS will allow Duquesne to provide an enhanced level of customer services,
rather than simply maintaining the current level of service. Duquesne thus will meet or
exceed the requirements of Section 2807(d). Second, customers will have "enhanced
metering capability sufficient to match the energy delivered by the electric generation
suppliers with consumption by the customer," as contemplated by Section 2807(a) and
customers will be required to pay only for those enhanced services that they desire to
purchase.

Will CARS be utilized during Duquesne's Retail Access Pilot Program, hereinafter,
“Retail Pilot?”

Yes. Duquesne has four objectives for CARS during the Retail Pilot: 1) to complete the
installation and acceptance of the system; 2) to use the system to develop load profiles; 3)
to gather daily consumption data for customer participants to aid supplier scheduling and
settlement; and 4) to further develop consumption data for the computation of premise-
specific customer baselines when historical data are not readily available. The lessons
learned from metering in the Retail Pilot will reduce the risks of customer complaints,
supplier scheduling problems and supplier settlement disputes during the Transition

Period.
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Meter Reading

Please describe Duquesne’s plan regarding meter reading during the Transition Period.
Traditionally, utilities have read customer meters monthly on a cyclical basis determined
by the utility. Due to the labor intensive nature of the process, costs were high and the
typical extent of the service provided was a meter reading at a point in time. With the
implementation of CARS, Duquesne has introduced to its customers a technologically
advanced system that will allow increases in the frequency, accuracy and timeliness of
meter reading at reduced cost. For example, customers may be able to determine which
day of the month to have their bills rendered. Most customer meters will be read daily.
Meter reading information is planned to be stored in a Customer Data Warechouse which
will provide improved security and facilitate limited, controlled access to this information
by customers and suppliers. Access to the Customer Data Warehouse may be required to
support: 1) customer evaluation of competing products and services from electricity
suppliers; 2) separate billing by electricity suppliers for generation charges if selected by
their customers, and 3) electricity supplier scheduling based on load profiles of their
customers.

Please describe how Duquesne’s meter reading plan complies with Section 2807 of the
Restructuring Legislation.

The advanced technology of CARS clearlv will allow Duquesne to gather more
information about customer behavior than ever before, more accurately and at a lower
cost, thereby enhancing the quality of these services and meeting the requirements of

Section 2807(d). Properly authorized supplier changes as defined in Section 2807(d) (1)
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would be activated on dates specified by customers. Finally, the obligation of the EDC to
acquire and deliver service would be measured and priced accurately with CARS as
required by Section 2807(e) (3).

Will Duguesne's Pilot Program provide an opportunity to test the implementation plan
with respect to meter reading?

Yes. Duquesne has three objectives for meter reading during the Retail Pilot: 1) to use
the CARS fixed network and vans to obtain meter readings for calculating monthly
customer bills for T & D and generation services and daily customer usage for supplier
settlement; 2) to finalize Customer Data Warehouse data design, structure, reteéntion
periods and access protocols; and 3) to facilitate planned enhancements in generation

billing and supplier settlement processes during the Transition Period.

Unbundled Billing

Please describe Duquesne’s plan regarding unbundled billing during the Transition
Period.

During the Transition Period, Duquesne will provide each customer a single consolidated
bill that includes unbundled transmission, distribution, competitive transition charge
(CTC), and any other electricity charges, regardless of the identity of the provider of the
services, unless the customer chooses to receive a separate bill for electricity from their
third party electricity supplier. No customer will receive a traditional “bundled” biil after
December 31, 1998. Duquesne will prepare consolidated bills by computing generation
charges based on rate schedules provided by the electricity suppliers. Customer bills will

be prepared on a monthly basis, based on meter readings obtained from CARS.
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Traditional cycle meter reading schedules determined by the EDC may be replaced by
customer determined reading, billing and payment dates, subject to processing
constraints.

Electricity suppliers who have large numbers of customers may encourage their
customers to receive separate bills. During the Transition Period separate billing of
generation charges is the only form of separate billing that will be supported by
Duquesne. For those customers who choose to receive a separate bill for generation
charges from their electricity supplier, the supplier will issue a bill directly to each
customer, the form and content of which will be determined by the suppliers, subject to
Commission regulation. Duquesne will make available to each electricity supplier, for its
customers, meter reading data and any other billing determinants.

The Duquesne consolidated, unbundled bill format has been designed to minimize
customer confusion. Exhibits FRA-1A, B and FRA-2A, B show sample bill formats for
residential and commercial customers. The appearance of these bills is similar to the
current bill except it unbundles Duquesne delivery charges into distribution, transmission
and CTC components, and clearly separates these EDC charges from competitively-
priced generation charges from electricity suppliers. This standard bill format will enable
customers to compare prices and services on a uniform basis. Duquesne will provide this
consolidated bill in compliance with Chapter 56 regulations and plain language
requirements. In addition, a message with the name and telephone number of the

electricity supplier also will appear on the bill.
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Consolidated billing services offered by Duquesne during the Transition Period
will be provided based on a contract between each electricity supplier and Duquesne for
the terms and conditions of the billing and related services.

Please describe how Duquesne’s unbundled billing plan complies with Section 2807 of
the Restructuring Legislation.

Consistent with Section 2807(c) of the Restructuring Legislation, Duquesne will be
responsible for billing customers for all electric services, consistent with the regulations
of the Commission, regardless of the identity of the provider of the services, subject to
the nght of an end-use customer to choose to receive separate bills from its electric
generation supplier. As described above, the single consolidated bill will present
transmission, distribution, CTC, and generation charges in a format sufficient to enable
customers to determine the basis for these charges. Currently, the Company intends to
identify universal service costs separately for ratemaking purposes, but include these
costs in the distribution charges on the bill in order to minimize customer confusion.

Will Duquesne's Retail Pilot provide information that will be helpful in ensuring a
smooth transition to unbundled billing for all customers?

I believe so. Duquesne has four objectives for unbundled billing during the Retail Pilot:
1) to implement successfully a separate generation billing system to compute the
generation charges for electricity suppliers based on traditional rate schedules, 2) to
develop policies, procedures and protocols for the exchange of information between
electricity suppliers and Duquesne to support separate generation billing, payment
processing, accounts receivable collection action, supplier scheduling and supplier

settlement, 3) to develop effective procedures for addressing customer billing disputes,
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and 4) to determine customer responses to the metering, meter reading and billing

processes as reflected in the customer bill.

Customer Pavment Processing

Please describe Duquesne’s plan regarding customer payment processing during the
Transition Period.

For those customers to whom Duquesne renders a single, consolidated bill, Duquesne
will process customer payments for electricity suppliers related to the generation charges
on the bill. Those customers who have chosen to receive separate bills from electricity
suppliers will remit payments for their generation charges directly to their electricity
suppliers. Customers will continue to have choice among a variety of payment options
provided by Duquesne. Duquesne will process walk-in payments at Company locations,
mail-in payments, walk-in payments at authorized payment agency locations, payments
by telephone bill paying service and pre-authorized electronic direct debit payments.
Duquesne will provide each electricity supplier a standardized daily report of customer
payments processed. These data may be transmitted electronically or placed in a
Customer Data Warehouse, subject to the information processing capabilities of
electricity suppliers. Duquesne will transfer funds to each electricity supplier within a
reasonable period of time following receipt and processing to ensure that payments are
good funds to Duquesne at the time of transfer. Customer payments that are dishonored
for any reason will be excluded from the funds transfer and will be reported to the
electricity supplier. Fund transfers between Duquesne and electricity suppliers will be in

United States dollars.
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In the absence of customer direction to the contrary, partial payments will be
applied in the following order: (1) first to extinguish Duquesne’s receivables, (ii) second
to extinguish electricity supplier receivables and finally, (iil) any residual will be applied
to Duquesne’s receivable balance. Credit balances resulting from overpayments will be
carried forward to future bills in the Duquesne receivable balance. This method of
applying payments is consistent with Chapter 56 and good business practice.

Please describe how Duquesne’s customer pavment processing plan complies with
Section 2807 of the Restructuring Legislation.

Duquesne’s customer payment processing plan affords customers choice among payment
options, minimizes customer confusion by focusing on a single payment for all electric
services and provides electricity suppliers with the information they need to properly
account for and collect, as appropriate, delinquent and unpaid accounts. Duquesne’s plan

clearly complies with Section 2807(c) (3) regarding forwarding of payments to suppliers.
Customer Collection Plan

Please describe Duquesne’s plan regarding customer collections during the Transition
Period.

Duquesne’s collection procedures for customers who receive a single, consolidated bill
will operate consistent with Chapter 56 and any Commission final orders from the
Maintaining Customer Service and Universal Service and Energy Conservation working
groups addressing these procedures. Duquesne will collect any delinquent, unpaid
amounts due from customers for transmission, distribution, CTC and any other EDC

related charges. Collection services for electricity suppliers to collect delinquent, unpaid
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generation charges will require separate action by the suppliers, or will require the
electricity suppliers to enter into a contract with Duquesne for the terms and conditions of
the collection service. Consistent with current practice, Duquesne will assess a late
payment charge on any delinquent, unpaid amounts owed to Duquesne. Duquesne will
address the needs of low income and payment troubled customers consistent with the
Universal Service and Energy Conservation final order(s) including, but not limited to the
Customer Assistance Program (CAP) and the Low Income Usage Reduction Program
(LIURP). Duquesne recognizes that only the EDC may terminate service for non-
payment of bills and will use payment arrangements consistent with this responsibility.
Finally, with the implementation of CARS, supplier switching and customer movements
within Duquesne’s service territory will be processed more efficiently, resulting in more
timely and effective collection action.

Please describe how Duquesne’s customer collection plan complies with Section 2807 of
the Restructuring Legislation.

Duquesne’s collection activities during the Transition Period will not only be maintained
at the same level of quality as required by Section 2807(d), but will be enhanced through
the use of CARS. Additionally, as appropriate, the Customer Data Warehouse may be
enhanced to facilitate access to information regarding delinquent customers. These
efforts will ensure that Duquesne’s collection activities comply with Chapter 56, Sections
2803 and 2807, of the Restructuring Legislation and any final orders from the
Commission working groups, including the Maintaining Customer Services and

Universal Service and Energy Conservation working groups.
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Do you believe that the Retail Pilot will provide information relevant to implementing
customer collections during the Transition Period?

Yes. Duquesne will evaluate the impact of retail competition on low income and
pavment troubled customers and develop new, innovative programs as appropriate to
meet their needs. Also, Duquesne will evaluate the impact of supplier switching and

customer movements on coliection policies and procedures.

Unbundling And Competition In Revenue Cycle Services

Is Duquesne proposing to unbundle and separately state the rates for revenue cycle
services?

No. The Restructuring Legislation does not require that these services be unbundied or
subjected to competition.

Are other stakeholders advocating that these services be unbundled and subjected to
competition?

Yes. In the restructuring proceedings of the other Pennsylvania companies, certain
stakeholders have argued that revenue cvcle services be unbundled and subject to
competition. These stakeholders have contended that, by doing so, consumers will save
money and receive an enhanced level of service.

What is your opinion of this position?

Based on the arguments of which [ am aware. I conclude that these stakeholders have not
presented a compelling case in a number of respects. First, these stakeholders have
argued that revenue cycle services can be provided at lower cost and a higher level of
quality if they are unbundled and opened to competition. This is a factual contention as
to which T have seen very little supporting evidence. In fact, as shown in the articles
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attached hereto as Exhibit FRA-4, the experience in the United Kingdom with respect to
the unbundling of metering services provides evidence to the contrary.  There, the
government opened metering services to competition; however, due in part to the
economies of scale in metering and meter reading, new entrants have not been able to
provide these services at a competitive price. According to these articles, "the U.K.
approach has produced only high costs, little actual competition in providing meter
operation, and virtually no real customer choice relative to metering." King Article at 25.

Second, the arguments of which I am aware provide scant, if any, discussion of
the safeguards that would be necessary to ensure, as the Restructuring Legisiation
requires, that service levels are not degraded. One must remember that the revenue cycle
services are part of an integrated package of customer services. Accurate metering
services (including installation, reading, removal, maintenance, procurement and testing)
are essential for the success of a new market structure, especially when issues related to
safety, reliability and supplier settlement are considered. Metering and metering data also
play a critical role in numerous distribution processes such as: providing a safe
termination point to the distribution grid for customer connection, preventing energy
theft, allowing distribution planning and maintenance and determining billing
requiremnents. The integrity of the metering, billing and customer service processes must
be ensured, and there are serious questions whether such integrity can be maintained if
these processes are fragmented among various parties. Meter installation, meter reading,
billing, payment processing, collection and customer contact, including outage related
activities, are not disjointed functions, but rather, interrelated functions that constitute the

distribution provider’s interface with its customers. Functional unbundling of some or all
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of these services could degrade existing services to customers. In the energy services
marketplace of the future, providers will survive and prosper based on their ability to
differentiate their products and services. In 1995, Duquesne was the first electric utility
in Pennsylvania to offer to its customers a service guarantee program. This program
guarantees timely arrival for scheduled appoiniments; accurate meter reading and billing;
courteous, professional service to customers; and timely processing of new electric
service requests. For the year ended December 31, 1996, Duquesne experienced fewer
than 1,500 service errors under this program, a rate of less than 0.01 percent.
Degradation of these levels of performance is simply unacceptable. While these services
potentially could be competitive in the future, numerous standards and protocols relating
to safety, reliability, and accuracy will need to be established first in order to protect
consumers. In other jurisdictions, this process has led to time-consuming negotiations
among a variety of interested parties, and certainly has the potential to delay retail access
impiementation.

Third, the stakeholders advocating unbundling also do not seem to have addressed
whether these services would be truly deregulated. It seems as if the proposals are
predicated on the assumption that the EDC would remain the supplier of last resort. This
1s not competition, but rather simply a one-sided plan that allows suppliers to pick and
choose customers that are profitable to serve, while ignoring those that are not profitable.

The critical question therefore is whether the market will be sufficient to provide all
customers these services at the high level of reliability that exists today, assuming that
EDCs are treated fairly and have the right, as all other suppliers, to enter or exit the

market to provide these services.
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Fourth, the unbundling proposals do not seem to recognize that the resulting
savings for customers would be minimal. if any. The costs associated with metering
activities represent a very small portion of the entire bill for an average customer.
Therefore, making these services competitive is unlikely to result in significant customer
savings. Even if metering were open to competition at the outset of retail access, there
would be very little avoided cost for Duquesne in the near-term since most of the
metering infrastructure costs are sunk. The calculation of the avoided cost, if any,
resulting from an alternate provider for metering services would be difficult, and involve
a complex analysis to consider customer class, size, and location, as well as the obligation
to provide metering to the remaining customers. Furthermore, if Duquesne were required
to provide an “average” avoided cost credit, the potential would exist for suppliers to
target low-cost customers, and thereby raise the metering costs for the remaining
customers.  Also, there are likely to be additional transaction costs associated with
allowing third party metering services, which could further reduce the potential savings
for customers.

If the Commission believes that unbundling should be considered more closely, what do
you recommend?

I recommend that any such examination take place in a generic proceeding involving all
the Pennsylvania utilities, not in individual restructuring cases such as this one. In fact,
the Commission has begun such an inquiry in Docket No. M-009608%0.F009, Request
for Comments - Metering, and has indicated that a tentative order may be issued in

August 1997,
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Supplier Settlement Process

Please define the supplier settlement issue and indicate why it is important to Duquesne.

“Supplier settlement” has two components: 1} scheduled delivery of service by each
electricity supplier to Duquesne’s system versus actual delivery by each electricity
supplier; and 2) actual delivery by each electricity supplier to its retail generation
customers on Duquesne’s system versus actual consumption by those retail generation
customers. The scope of the supplier settlement process in the following testimony will
be limited to the second definition, actual delivery versus actual consumption. This
process is important to Duquesne for two reasons: first, scheduled versus actual delivery
is traditional in the electric utility industry and is part of the wholesale purchase and sale
of energy that has occurred for years. Actual delivery versus actual consumption,
however, is unique to retail competition and is therefore new to Duquesne. Second, the
process, if not performed accurately, may misstate the total amount of the energy
imbalance and/or the amounts to be paid to or collected from electricity suppliers. The
supplier settlement process would not be an issue if, without exception, the usage of
every custormner were to be recorded as the price of that usage changed. However, even
with the functions and features of CARS, inevitably, this will not be the case on January
1, 1999. On that date, most customer meters will be read daily. CARS provides the
flexibility to record actual hourly usage for each customer. During the Transition Period,
Duquesne will evaluate the feasibility from an economic and technological perspective of
collecting and using actual hourly readings instead of load research. For purposes of
explaining the process in the following testimony, prices will be assumed to change on an

hourly basis.
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Please describe Duquesne’s supplier settlement plan during the Transition Period.
Electricity has differing prices at different times of the day and week. Therefore, the
question of how hourly loads and their costs should be attributed to individual customers
in the absence of hourly readings -- together with how those same loads should be
aggregated and charged to multiple electricity suppliers -- provides a good deal of
difficulty.

Since hourly readings will not be universally available during the Transition
Period, Duquesne will use representative customer load shapes based on actual hourly
readings from load profile meters and load research. It will be assumed that all customers
in a given class or category use electricity in a single pattern. Using representative load
shapes to attribute load resﬁonsibility is simple conceptually, but in practice the details
are complicated and quite important.

The supplier settlement process in its simplest form is aimed at determining the
amount of load attributable to each customer and thus each retail supplier on an hourly
basis, and then reconciling the determinations with actual metered customer load and
supplier delivery data as they become available. The process involves the matching of
each supplier’s hourly delivery of electricity to the estimated hourly consumption of that
supplier’s customers, and settling the megawatt-hour electricity imbalance. This process
requires reconciliation of data from many sources, as well as the necessary time to collect
these data. Duquesne’s general approach is to derive the supplier obligations based on
the best information available given the current technology, and within the constraints of
the schedule for implementing retail generation competition. The most accurate method
for determining supplier obligations would be to record usage continuously for every
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customer. However, it would be imprudent for Duquesne to assume this will be possible
beginning January 1, 1999.

The program will achieve its ends by using representative customer class load
shapes, keeping careful records, and reconciling as much as possible with actual meter
readings. Duquesne believes this process will produce reasonable results given the use of
actual daily meter reads for residential customers and hourly load profile meters on a
representative sample of Duquesne’s customers:

1) Daily consumption available for most customers. To the maximum extent
practical, Duquesne will make use of CARS. This system will facilitate the measurement
of actual customer usage on a daily basis during the pilot. For any customer for whom
CARS is not available, Duquesne will read their meter on a cyclical monthly basis;

2) Representative hourly load profiles based on sample metering data.
Furthermore, Duquesne plans to use contemporaneous kilowatt-hour readings from
existing hourly load profile meters to develop representative load shapes for pilot
customers. These special meters are located throughout Duquesne’s service territory and
provide hourly data for a sample of residential, commercial and industrial customers.

The combination of CARS for most customers and a representative sample of
contemporaneous hourly load profiles will increase the accuracy of Duquesne’s
settlement process. The difference between retail supplier deliveries and customer load in
every hour will be multiplied by the energy imbalance rates.

The basic steps of the supplier settlement process are summarized as follows: 1)

Submit schedules to Systems Operations by electricity suppliers. Electricity suppliers

22




2

wd

10

11

12

16

17

18

will submit informational schedules on a week-ahead basis and submit formal schedules
on a day-ahead basis.

2) Create representative load profiles for each customer class. Reading the load
profile meters for representative customer accounts will provide a sample of hourly
kilowatt-hour consumption patterns. These hourly load profiles wiil be developed for
each customer class.

3) Read customer meters. This will result in actual daily kilowatt-hour meter
readings for customers with CARS functionality, and monthly kilowatt-hour consumption
for customers without CARS functionality or when meter reading information cannot be
obtained from CARS.

4) Estimate customer usage by supplier. Using the estimated load shapes for
each customer class, and the meter readings described above, the amount of retail load for
each supplier will be estimated as follows:

a} Aggregate kilowatt-hour readings by customer class for each supplier

For residential customers with CARS functionality, these will be daily kilowatt-

hour figures, and for all other customers these will be monthly figures.

b) Apply hourly load profiles to each rate class for each supplier

The estimated load profile for each rate class will be used to derive the estimated

hourly consumption. These hourly kilowatt-hour figures by rate class will be

summed for each supplier to determine that supplier’s estimated megawatt-hour
load obligation.

¢) Reconcile and adjust estimated hourly consumption to actual hourl tem

load. The estimated kilowatt-hour amounts by rate class by supplier will be
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summed and this tota] compared to the actual system hourly load, as measured by

the Systemn Operations Unit. Differences will be allocated based on each

supplier’s pro rata share of the total to yield an adjusted estimate of each
supplier’s retail load obligation.

5) Calculate imbalance charges for each supplier. Financial settlement is
calculated for each supplier by multiplying the difference between supplier deliveries and
the adjusted estimates of retail load obligations by the energy imbalance rate in each
hour. The energy imbalance rate is based on energy imbalance service. Energy
imbalance service is provided by the control area to balance supply and consumption on
an hour-by-hour basis. The energy imbalance charges are based on the difference
between the megawatt-hours supplied and the megawatt-hours consumed by customers.
If the imbalances are in excess of an hourly “deadband” of 1.5% (per the pro forma
tariff), the supplier will pay the following rates (i) in off-peak periods, the higher of
Dugquesne’s out-of-pocket costs (plus 10%), or $50/mWh, and (ii) in on-peak periods, the '
higher of Duquesne’s out-of-pocket costs (plus 10%), or $100/mWh. These charges
provide a reasonable incentive for suppliers to schedule accurately. As Duquesne gains
experience with scheduling practices, modification of these charges may be appropriate.

Due to the constraints inherent in the collection of meter readings on a billing
cycle basis, the supplier settlement process is expected to lag the calendar month by at
least thirty days. The settlement process can be accelerated when daily readings are
implemented across the distribution system. As discussed above, based on the results of a
feasibility study, should hourly meter reading be adopted, supplier settlement will rely
less on load research.
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Does this conclude your testimony?

Yes,
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DUQUESNE LIGHT COMPANY

P. Customer Service, Education and Conservation Programs

13. In instances in which the end-use customer chooses to receive a single bill from the
electric utility for all electric services regardless of generation supplier, provide a
proposed billing format. Show how charges will be unbundled to enable customers to
determine the basis for each charge. State the procedures which will be employed to
recejve accurate, timely billing data from other providers in rendering customer bills
after restructuring commences. State how the company intends to prevent the
improper disclosure or use of sensitive or proprietary customer information, obtained
from outside generation suppliers for billing purposes, within the company or to third
parties. Indicate how the company will apply partiai payments in satisfaction of the
unbundled charges. State how customer billing inquirtes or complaints will be
handled in a timely and effective fashion.

Response:

Consglidated Bill Form
Duquesne will provide each customer the choice to receive a single consolidated bill

with itemized charges. Its appearance is similar to the current bill except that it unbundles
transmission, distribution, competitive transition charge (CTC) and electricity generation
charges. The bill form clearly separates the utility delivery charges from the competitively-
priced electricity generation charges. A standard bill form will enable customers to compare
prices and services on a uniform basis. Duguesne will provide this consolidated bill in
compliance with Chapter 56 regulations and plain language requirements.(Exhibits P-13A
and P-13B show sample bill forms). In focus group sessions conducted in March 1997,
customers who examined the proposed residential consolidated bill form without any prices
or charges responded that the proposed itemization of the various charges was helpful in
understanding the bill,

onsolidated Billi ervice
Duquesne will provide metering services for customers who choose to receive a
single consolidated bill. For information purposes Duquesne will provide electricity
suppliers monthly kilowatt-hour readings and monthly maximum kilowatt demand readings
(if applicable) in accordance with the existing Duquesne meter reading and billing cycles.
Duquesne will provide metering services consistent with Chapter 56 regulations, including
estimated readings for utility service when actual meter readings cannot be obtained.

Duquesne plans to offer a complete billing service to the suppliers during the
Transition Period, i.e., 1999 through 2005. Duquesne will prepare consolidated bills by
computing the generation charges based on rate schedules provided by the electricity
suppliers. Calculated bill amounts for generation will be forwarded to the electricity
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electricity supplier and Duquesne for the terms and conditions of the billing and related
services.

Supplier electricity charges will remain confidential, consistent with Duquesne’s code
of conduct. Customer information regarding load and consumption shall be provided directly
to each customer upon request. Duquesne shall not release the following information
(“confidential information™) to Duquesne’s Retail Marketers or any other generation
suppliers without the customer’s explicit authorization: the price, quantity. type or
destination of a regulated service provided to a customer; the customer’s billing, payment or
credit history for regulated services; or information on a customer’s desire to purchase
unregulated products or services. If authorized by a customer, Duquesne shall
simultaneously make available to all generation suppliers any confidential information
Duquesne provides to its Retail Marketers.

Customer Payment Processing

For those customers to whom Duquesne renders a single, consolidated bill, Duquesne
will process customer payments for electricity suppliers related to the generation charges on
the bill. Customers will continue 10 have choice among a variety of payment options
provided by the Company. Duquesne will process walk-in payments at Company locations,
mail-in payments, walk-in payments at authorized payment agency locations, payments by
telephone bill paying service and pre-authorized electronic direct debit payments.

In the absence of customer direction to the contrary, partial payments will be applied: (i)
first to extinguish Duquesne’s receivables; (ii) second to extinguish electricity supplier receivables;
and (ii1) any residual to be applied to Duquesne’s receivable balance. Payments applied to
Duquesne’s receivables will extinguish the competitive transition charge balance first. Credit
balances resuiting from overpayments will be carried forward to future bills in the Duquesne
receivable balance. This method of applying payments is consistent with Chapter 56 and good
business practice.

Duquesne will transfer funds to each electricity supplier within a reasonable period of time
following receipt and processing to ensure that payments are good funds to Duquesne at the time of
transfer. Customer payments that are dishonored for any reason will be excluded from the funds
transfer and will be reported to the electricity suppliers. Fund transfers between Duquesne and
electricity suppliers will be in United States dollars. Gross receipts tax on the generation charges
of the electricity suppliers will be remitted to the Commonwealth of Pennsylvania by the electricity
suppliers.

Customer Billing Inquiries or Complaints

Duquesne will develop new and enhance existing customer information online data
displays which will enable service representatives to answer customer inquiries for the
transmission and distribution and electricity supplier portions of the bill. The new online
data displays will detail the breakdown of bills and payments for both Duquesne and
electricity suppliers and will detail all components of the consolidated bill.
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Duquesne will provide the supplier’s name and telephone number in the message
center on the consolidated bill. Any inquiry or dispute related to supplier plans or rates will
be referred to the customer’s electricity supplier for further explanation.

Duquesne will handle any inquiry or dispute related to the transmission and
distribution portions of the bill in compliance with Chapter 56 regulations. Duquesne will
notify the supplier when a billing dispute is initiated and will stop all collection activity on
the disputed portion of the bill. Duquesne will again notify the supplier when the dispute is
resolved and collection activity resumes.
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RATE (RSP) - Residential Service

Account Number
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Exhibit FRA-1A

Page 1 of 1

Duquesne Light Company Billing Information

Meter Read Information

Present: Mar 1, 19XX - Actual
Feh 1, 19XX - Actual

Prior:
Difference
Your Meter Multiplier

Total kWh used

Electric Usage Bi-Monthly

kivh
1400 |
1200 |
1000 |
800 |
600

400_|
290_]
0.1

APR JUN AUG OCT DEC FEB
MAY JUL SEP NOV JAN MAR

B Prior 12 Months{ ] Latest 12

Months

0500
0000
500
X 1]
500

Current Charges

Prior Billing Information
Amount Of Last DLCo Bill

Payment Received; Feb 15 - Thank You
Amount Owed From Your Last DLCo Bill

Customer Distribution Charge
Competitive Transition Charge - Fixed
Transmission Charge
Distribution Charge

Competitive Transition Charge - Variable
Current DLCo Billing Charges

Your Pledge To The Dollar Energy Fund

Total DLCo Account Bajance

500 kWh @ X.XXX¢
500 kWh @ X.XXX¢
500 kWh @ X.XXX¢

FAX KX
-XX XX
XXX

EXXX
XXX

XXX
XXX

XXX
XX XX

XXX

FXX.XX

Messa__ge Center

Supplier ABC Billing information

For questions regarding the Supplier ABC

Prior Billing Information

portion of the bill, please call 1-800-555-4567 | Amount Of Last Supplier Bill BXX XX
Payment Received: Feb 15 - Thank You XX XX
Your Total Taxes: Arcund 14.3% of your Amount QOwed From Your Last Supplier Bill XXX
total bill is for Federal, State and Local taxes.
Current Charges
Usage: 500 kWh From Feb 1 To Mar 1 XXX
Total Supplier Account Balance XX XX
Total Amount Due $XN.XX
Estimated Gross Receipts | Estimated PA State Late charge after PAYMENT BUDGET AMOUNT
Taxes Taxes Mar 20, 19XX DUE AMOUNT DUE
FXXX EXAX XXX Mar 25, 19XX FAXXX  or PAX XX
MAKE CHECK PAYABLE TO DUQUESNE LIGHT
AMOUNT PAYMENT BUDGET AMOUNT
ENCLOSED DUE AMOUNT DUE
Account Number Mar 25, 19xXX EXHK XK $HX XX

1000-123-456-001

IIIIlllHIII|IIl|III”III|I”|II!|I[I|II1||I|||]I||1II|II||III”III[I|”l|l|l|l|t|l|

CHOICE CUSTOMER
123 MAIN ST
PITTSBURGH PA 15212-0884

YOU MAY PAY EITHER AMOUNT
Please return this portion with your payment,

Actual Meter
Reading 8ill
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EXHIBIT P-13B
ACCOUNT NUMEER SERVICE USED AT: 321 MAIN ST DATE PREPARED
2000654321001 RATE GS/GMP - GENERAL SERVICE SMALL AND MEDIUM H  SEP 01, 14XX
TYPE SERVICE PERIOD KILOWATT HOUR INFORMATION KW DEMAND INFORMATION
OF METER READINGS METER KILOWATT DEMAND PWR. FACT. BILLING
SERV FROM TO PRIOR | PRESENT DIFFERENCE CONSTANT HOURS READING MULT. DEMAND
P 02-08  03-10 3442 3465 23 480.0 11040 .08 1.00 38.40
L 02-08  03-10 0193 0387 194 12.0 2328 93 11.20
TOTAL 13368 49.60
BUGUESNE LIGHT COMPANY BILLING INFORMATION UPPLIER ABC BILLING INFORMATION
IAMOUNT OF LAST BILL FHAK X AMOUNT OF LAST BILL XXX X
PAYMENT - FEBRUARY 23 XXXX CR |PAYMENT - FEBRUARY 23 XXXX CR
ACCOUNT BALANCE REMAINING $X.X ACCOUNT BALANCE REMAINING $X.X
CHARGES FOR 02-08 THRU 03-10
CUSTOMER DISTRIBUTION CHARGE - BILLING PERIOD ( 4.00 MO.) $X X KWH: 13368 KW: 49.6 XXX X
COMPETITIVE TRANSITION CHARGE - FIXED XXX PENNSYLVANIA SALES TAX XXX
CURRENT BILLING PERIOD AMT XXX X
DELIVERY CHARGES - DEMAND PRESENT ACCOUNT BALANCE FXXX.X
TRANSMISSION CHARGE 5 KW @ NO CHARGE X
44.6 KW @ $X.XX / KW XX.X
DISTRIBUTION CHARGE 5 KW @ NO CHARGE X
44.6 KW @ $X. XX 1 KW XXX
COMPETITIVE TRANSITION CHARGE 29.56 KW @ $X.XX XX X
Kw
MESSAGE CENTER
DELIVERY CHARGES - ENERGY
DISTRIBUTION CHARGE 550 KWH @ X.XX¢ / KWH XXX FOR QUESTIONS REGARDING THE SUPPLIER ABC
750 KWH @ X.XX¢ / KWH XXX (OF YOUR BILL, PLEASE CALL 1-800-555-4567.
12068 KWH @ X.XX¢ / KWH XXX
COMPETITIVE TRANSITION CHARGE 550 KWH @ X .XX¢ / KWH XXX APPROXIMATELY 16.5% OF YOUR BILL 1S FOR FEDERAL,
750 KWH @ X.XX¢ / KWH XX.X ISTATE AND LOCAL TAXES.
12068 KWH @ X.XX¢ / KWH XX.X
PENNSYLVANIA SALES TAX XXX
CURRENT BILLING PERIOD AMOUNT XXX
PRESENT DLCO ACCOUNT BALANCE SXXX.X
TOTAL AMOUNT DUE [ sXXxxX
EST. PASTATE TAXES | LATEPYMTCHARGE PAYMENT DUE DLCo AMOUNT | SUPPLIER AMT | TOTAL AMT DUE
SKXX. XX 1.25% MAR 28 "XX XXX XX XHOLXX XXX XX
. AMOUNT ENCLOSED PAYMENT DUE TOTAL AMOUNT DUE
[ g MAR 28 ‘XX XXX XX

One Oxford Centre
301 Grant Street
Pittsburgh, PA 15273-0001

ACCOUNT NUMBER 2000654321001

COMMERCIAL CHOICE CUSTOMER

321 MAIN ST

PITTSBURGH, PA 15212-0084

MAKE CHECK PAYABLE TO BUQUESNE LIGHT

PLEASE RETURN THIS PORTION
WITH YOUR PAYMENT.

2000654321001 000CCO00000C0 000000000000 000COO0CCO0Q0D
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DUQUESNE LIGHT COMPANY

P. Customer Service, Education and Conservation Programs

14.  Provide a proposed billing format for customers who choose to be billed separately
for energy service by their electric generation provider. Show how charges will be
unbundled to enable customers to determine the basis for each charge. State the
procedures from other providers (if any) in rendering customer bills after
restructuring commences. Indicate how customer billing inquiries or complaints will
be handled in a timely and effective fashion.

Response:

Separate Billing
Duquesne will provide each customer the choice to receive a separate bill from their

electricity supplier. If a customer chooses separate billing, they will receive two bills: one
from Duquesne for charges related to transmission and distribution and one from their
electricity supplier for their generation charges.

For those customers who choose to receive a separate bill from their electricity
supplier, the supplier will issue a bill directly to the customer, the form and content of which
will be determined by the suppliers, subject to Commission regulations.

Duguesne Bil]l Form

The Duquesne bill form will be the same as for those customers who receive a single
bill from Duquesne. The only difference will be that the electricity supplier data will not be
included on the bill. (See Exhibit P-14A and P-14B.) A bill message will show that the
customer has selected billing from their electricity supplier.

eparate Billing Service

Duquesne will provide metering services for customers who choose to receive a
separate bill from the electricity supplier. For bill calculation purposes Duquesne will
provide electricity suppliers monthly kilowatt-hour readings and monthly maximum kilowatt
demand readings (if applicable) in accordance with the existing Duquesne meter reading and
billing cycles. The information will be electronically forwarded to electricity suppliers for
their customers on the day after the normal meter reading cycle. Duquesne will provide
metering services consistent with the Chapter 56 regulations, including estimated readings
for utility service when actual meter readings cannot be obtained.

Customer Payment Processing
Customers who have chosen fo receive separate biils from electricity suppliers will

remit payments for electricity directly to them.
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Customer Billing Inquiries or Complaints

Duquesne will handle any inquiry or dispute related to the transmission, distribution
or competitive transition charge (CTC) items of the bill in compliance with Chapter 56
regulations. Customer inquiries or disputes related to the electricity supplier bill will be
documented and referred to the electricity supplier for handling.
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EXHIBIT P-14A
ﬁy‘ . CHCICE RATE (RSP) - Residential Service Account Number H
7K Dudquesne Lidht CUSTOMER 1000-123-456-001
AN 123 MAIN ST
| Duquesne Light Company Billing Information
Meter Read Information Prior Billing Information
Present: Mar 1, 19XX - Actual 0500 { Amount Of Last DLCo Bill FXKXX
Prior:  Feb 1, 19XX - Actual 0000 | Payment Received: Feb 15 - Thank You XK XX
Difference 500 | Amount Owed From Your Last DLCo Bill FUXX
Your Meter-Multiplier X 1
Total kWh used 500
Current Charges
Customer Distribution Charge FAXX
Electric Usage Bi-Monthly Competitive Transition Charge - Fixed XXX
Kwh Transmission Charge 500 kwh @ X.XXX¢ XXX
1 4onJ Disfribution Charge 500 KWh @ X.CKK¢ XXX
1200 Competitive Transition Charge - Variable 500 kWWh @ X.XXX¢ XXX
1000 | Current DLCo Billing Charges XX XX
BOQ_|
00| Your Pledge To The Dollar Energy Fund XXX
400
20.:,: Total DLCo Account Balance $XX.XX
.

APR JUN AUG OCT DEC FEB
MAY JUL SEP NOV JAN MAR

I Prior 12 Months[J Latest 12
Months

Messac__:je Center

Supplier ABC Billing Information

For questions regarding the Supplier ABC
portion of the bill, please call 1-800-555-4567

Your Total Taxes: Around 14.3% of your
total bill is for Federal, State and Local taxes.

OUR RECORDS INDICATE THAT YOU HAVE REQUESTED
A SEPARATE BILL FOR YOUR SUPPLIER ENERGY CHARGES.

Estimated Gross Receipts | Estimated PA State Late charge after PAYMENT BUDGET AMOLINT
Taxes Taxes Mar 20, 19XX DUE AMOUNT DUE
SAXX SX XX $X XX Mar 25, 19XX SXXXX  or XX XX
MAKE CHECK PAYABLE TO DUQUESNE LIGHT
AMOUNT PAYMENT BUDGET AMOUNT
ENCLOSED DUE AMOUNT DUE
Account Number Mar 25, 19XX PIOCXX XX XX
1000-123-456-001 YOU MAY PAY EITHER AMOUNT
Please return this portion with your payment.
IIH!]I”III|Il||III||III|I|”I]I|I!I|III”IIIM||[II!II[|Il[”lll|l“|l|l|!| I'I]I|
CHQICE CUSTCOMER Actual Meter
123 MAIN ST Reading-Bill

PITTSBURGH PA 15212-0884
10001234560011 0000C0C000000 0O0OQOOOCO0OCQD 0QO0O0OQCOQOCO00O
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EXHIBIT P-14B
ACCGOUNT NUMBER SERVICE USED AT: 321 MAIN ST DATE PREPARED
2000654321001 RATE GS/GMP - GENERAL SERVICE SMALL AND MEDIUM H  SEPO1, 194X
TYPE | SERVICE PERIOD KILOWATT HOUR INFORMATION KW DEMAND INFORMATION
OF METER READINGS METER KILOWATT DEMAND PWR_ FACT, BILLING
SERY_ | FROM TO PRIOR _ [ PRESENT | DIFFERENCE | CONSTANT | HOURS REAQING MULT. DEMAND
P 02-08  03-10 3442 3465 23 480.0 11040 .08 1.00 38.40
L 02-08  03-10 0193 0387 184 12.0 2328 93 11.20
TOTAL 13368 49.60
DUQUESNE LIGHT COMPANY BILLING INFORMATION UPPLIER ABC BILLING INFORMATION
AMOUNT OF LAST BILL SXXX.X
PAYMENT - FEBRUARY 23 XXX.X CR| ©OURRECORDS INDICATE THAT
ACCOUNT BALANCE REMAINING $XX YOU HAVE REQUESTED A
SEPARATE BILL FOR YOUR
CUSTOMER DISTRIBUTION CHARGE - BILLING PERIOD ( 1.00 MO.) FX.X SUPPLIER ENERGY CHARGES
COMPETITIVE TRANSITION CHARGE - FIXED XXX
DELIVERY CHARGES - DEMAND
TRANSMISSION CHARGE 5 KW@ NO CHARGE X
44,6 KW @ SX. XX / KW XXX
DISTRIBUTION CHARGE 5 KW @ NO CHARGE X
44.6 KW @ $X.XX / KW XXX
COMPETITIVE TRANSITION CHARGE 49.6 KW @ SX.XX XX.X
Kw
MESSAGE CENTER
DELIVERY CHARGES - ENERGY
DISTRIBUTION CHARGE 550 KWH @ X XX¢ / KWH XXX FOR QUESTIONS REGARDING THE SUPPLIER ABC
750 KWH @ X.XX¢ / KWH XX.X OF YOUR BILL, PLEASE CALL 1-800-555-4567.
12068 KWH @ X.XX¢ / KWH XX.X
COMPETITIVE TRANSITION CHARGE 550 KWH @ X XX¢ / KWH XXX APPROXIMATELY 16.5% OF YOUR BILL IS FOR FEDERAL,
750 KWH @ X.XX¢ / KWH XX X STATE AND LOCAL TAXES.
12068 KWH @ X.XX¢ / KWH XXX
PENNSYLVANIA SALES TAX XXX
CURRENT BILLING PERIOD AMOUNT XXX
PRESENT DLCO ACCOUNT BALANCE SXXX.X
TOTAL AMOUNT DUE 1 sxxXxx.X
EST. PA STATE TAXES | LATE PYMT CHARGE PAYMENT DUE DLCo AMOUNT [ SUPPLIER AMT [ TGTAL AMT DUE
SXXX.XX 1.25% MAR 28 XX XXX.XX XXX.XX XXXX.XX
. AMOUNT ENCLOSED | PAYMENT DUE TOTAL AMOUNT DUE
Ducuesne Lid MAR 28 XX XXAX XX

One Oxford Centre
301 Grant Street

Pittsburgh, PA 15279-0001

ACCOUNT NUMBER 2000654321001

COMMERCIAL CHOICE CUSTOMER
321 MAIN 8T
PITTSBURGH, PA 15212-0084

MAKE CHECK PAYABLE TO DUQUESNE LIGHT

PLEASE RETURN THIS PORTION
WITH YOUR PAYMENT.

2000654321001 000000000000 000000C00000 00CO00000000
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DUQUESNE LIGHT COMPANY

P. Customer Service, Education and Conservation Programs

15. If the utility intends to permit generation suppliers (including its own generation
affiliate or division) to bill all charges, provide a proposed billing format. Show how
charges will be unbundled to enable customers to determine the basis for each charge.
State the procedures which will be employed to transmit accurate, timely billing data
to other providers in rendering customer bills after restructuring commences. Indicate
how the billing company will apply partial payments in satisfaction of the unbundled
charges. State how customer billing inquiries or complaints will be handled in a
timely and effective fashion.

Response:

Duquesne will continue to perform essential regulated metering, billing, and other
customer related services during the Transition Period. The precise line of demarcation
between regulated distribution services and competitive retail services will need to be
established. There is a question of whether metering, billing, and certain types of customer
services - which are regulated distribution services today - should be deemed to be regulated
or competitive services after the Transition Period. Whether these services can and should be
provided on a competitive basis at the end of the seven-year Transition Period will depend in
part on market developments that may occur during the Transition Period, but are uncertain
today.

Duquesne believes that metering, billing and customer services should remain regulated as
distribution services until the ability to provide them competitively in a safe and reliable manner
has been demonstrated as part of a Commission proceeding. Duquesne recognizes that these
services could eventually become competitive. However, during the Transition Period, as the new
industry structure evolves, Duquesne believes that the potential costs of allowing metering to be
competitive exceed the benefits for the reasons stated in Mr. Allison’s testimony.

Therefore, the Company recommends that metering, billing and related services

remain regulated until a generic proceeding involving all the Pennsylvania utilities to address
further unbundling of these services has been completed.

See the responses to Exhibit FRA-1 and Exhibit FRA-2.
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etering represents one of
the more complex issues
in retail electric competi-
tion—one that suffers from major
misperceptons. In fact, most in-
dustry participants remain un-
aware that metering techniques
effective enough for competition
(hourly reads, daily retrieval)
already exist today not only in
-scale, but also at low cost.

Issues like transmission pricing
receive the most attention, but
metering will actually have far
greater effects on consumers and
any successful operation in a2 com-
petitive retail environment. The
United Kingdom learned that les-
son in 1994, when it expanded

By Chris S. King

Lessons

From the U.K.

Metering lies at the heart of electric
competition, but may work hest as a “natural”
monopoly controlled by the distribution utility.

to competition in 1990. Half-hourly
metering of customers, with daily
data retrieval, currently forms the
standard, because the Electricity
Pool of England and Wales (“the
Pool”) prices power by the half-
hour fsee Figure 1). In 1998, small
commerdial and residential con-
sumers will be able to choose their
power suppliers. This market of
23 million potential customers will
bring the metering issue to the
fore.

Back in the United States, the
California Public Utilities Commis-
sion (CPUC) has called for a sys-
tem generally similar to that in the
United Kingdom: a centralized
power pool, an independent

In 1994, when the UK. expahdéal customer choice, dVer

80 percent of customer bills had to be estimated.

access from retail suppliers to cus-
tomers with lower load levels and
discovered that over 50 percent of
customers’ bills had to be -
estimated:’ C e :
The United Kingdom began
opening retail electricity markets

- v

transmission grid operator, a regu-
lated distribution company, and
retail choice of energy supplier. To
address implementation issues,
incdluding metering, the CPUC
formed the Direct Access Working
Group (DAWG) in April 1996. The

DAWG examined these issues in
detail, filing its draft report on
August 30, 1996.

Experience gained in the United
Kingdom and preliminary work in
the DAWG process in California
indicates that dedisions on meter-
ing will affect key aspects of the
competitive market, including con-
surner choice and confidentiality,
billing rates and structures, and
balandng supply and demand.

Nevertheless, current trends
appear to be leading to a market
in which meaningful cheice is
restricted to large customers and
consumer protections are eroded.
In such a market, econemies of
scale are diminished and lost.

Gauging Consumption:
A Key to Choice

In competitive electricty mar-
kets, consurners may choose
between peak energy, offpeak
energy, or something in between,
according to the hourly prices set
in the wholesale power market by
the competitive power pool. Thus,
the only way to determine exactly
how much of each “type” of elec-
tricity consumers use is to meter
them in the same way the pool

Pusuc Uniumes Fornnchmy, November. 1, 1996



operates: hourly (in California), or
half-hourly {(in the United
Kingdom).

Marketers may bundie hours to
offer a peak/offpeak or weekday/
weekend rate, but they need to
know how many kilowatt-hours
their customers use during each
hour so they can settie with the
pool. Marketers need to know
these quantities daily, so they can
settle with energy suppliers daily,
just as the pool operates.

However, due to the perceived
high cost of half-hourly metering,
the United Kingdom plans to

their fellow customers use. Thus,
customers lose out on the “triple
benefits” of restructuring origi-
nally foreseen by the CPUC: cost
reduction for any customer that
can shift load off peak, deferral of
new peaking generation, and
more productive use of exjisting
generating plant.

Second, load profiling limits the
customer to a choice of supplier,
eliminating choice of rates that
reflect time-varying prices in the
wholesale power market.

Third, as power marketers
cherry pick customers with good

$160.00
$140.00
3120.00
$100.00
$80.00
$60.00

$/ Mwh

Half-Hourly Prices in the U.K. Poal
Tuesday, June 11, 1996

$0.00

0:00
1:00
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4:00
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meter small commerdal and resi-
dential customers by class load
profile: measuring total consump-
tion and estimating half-hourly
usage by assuming an individual
customer’s load profile is the same
as that of all other customers in
the class. Relying on old-style,
total-consumption meters, the
U.K Pool will use such load pro-
files to avoid the cost of actual
half-hourly metering—but will
incur a projected cost of $480 mil-
lion for the associated data-
processing systems.

In California, meanwhile, the
CPUC’s Direct Access Working
Group has identified several dis-
advantages to using load profiles.

First, customers do not pay for
what they use; they pay for what

Exhibit FRA-4
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Finally, load profiling eliminates
the critical real-time link between
supply and demand that will
ensure reliability in a competitive
electric generation market. Meter-
ing enables custamers to respond
to crifical peaks—and their corre-
sponding high prices—by drop-
ping load that obviates the need
for brownouts. A five-utility test
conducted by the UK. Electricity
Assodiation found that customers
reduced peak loads from 20 to
40 percent. One UK. customer, a
steel mill, earned more in 1995
from dropping load during critical
peak periods than from its steel
business.

Hourly metering is ciearly
preferable to load profiling, but
only as long as it poses no addi-
tional or unjustified cost burden.

High Costs?
A Question of Scale

Metering carries three significant
economies of scope and scale: size,
functionality, and technology. A
firm that buys a million meters
obtains a lower price than one
purchasing 100,000. A meter

Using load profiies to éstimat:e- usage will limit

customers to a choice among suppliers, denying a choice

amiong rates.

profiles, small commercial and res-
idential customers will be forced
into groups with bad load profiles
and correspondingly higher
prices. Officials in the United
Kingdom at the Office of Electric-
ity Regulation (OFFER} admit that
the existing and proposed Peol
rules enable suppliers to select a
group of customers and, based on
statistically valid sampling, estab-
lish a new load profile for just that
group. Marketers will do this, of
course, only if the new profileis a
better one.

Pusuc Unimes FormvcHTy, November 1, 1996 R

reader reading 500 meters in a
consecutive path reads 10 times
the number of meters per day as
one who reads every 20th meter
A telemetry system for one million
meters can provide hourly meter-
ing for close to $1 per meter per
month for small users and $20 per
meter per month for the largest
users. Since savings for some uti-
ties exceed $1 per metef per
month, telemetry may be available
at zero net cost. In contrast, the
current system in the United
Kingdom, which only supports
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20,000 meters, costs $120 per meter
per month for the largest users.

As a multifunctional unijt, the
meter plays a critical role in eight
distribution and customer-service
processes:

1) Safety. The meter provides a
safe, reliable termination to the
distribution grid.

2) Reliability. Telemetering turns
the meter into an outage detection
device that communicates critical

~ At one time, 30 new firms had sought approval in the

UK. as meter operators. . . . Interest dried up by 1296,
when econorics favored the distribution companies.

Sources -

1) Office of Electricity Regulation,
personal communication, Sept 3,
1996, '

2) Office of Hlectricity Regulation,
personal communication, June 6,
1996.

3) UK Data Collection Services Lid.,
"UKDLS & The UK Electricity
Pool,” presentation to the Califor-
nia Direct Access Working Group,
May 17, 1996.

4) The Electricity Pool of England and
Wales, “1998 Operational Frame-
work, Business Requirements,”
March 26, 1995.

5) The Electricity Pool of England and
Wales, personal communication,
June 11, 1996.

6) Direct Access Working Group,
“Report of the Direct Access
Working Group to the California
Public Utilities Commission,”
August 31, 1996.

7) The Electricity Association, UK,
“Domestic Customer Response to
a Multi-Rate Tanff November
1992, - ) .

8) Intervenor Comments, Diretit .
Access Working Group. Meeting, ...

. Sacramento, CA, June 20, 1996. .
9) .The Blectricity Pool of England and
Wareé *A Blueprint for:1988, <

- Qverview of The Electricity. Pool S
perahonal Framework:™ Decem—d

information about the scope, tim-
ing, and frequency of outages, as
well as the restoration of power.

3) Customer Servire. The meter
forms the dividing line between
equipment the utility is responsi-
ble for and equipment the cus-
tomer is responsible for.

4) Credit. The meter is used to
connect and disconnect the cus-
tomer’s service for nonpayment,
move-infout, and other reasons.

5) Energy theft. A secure meter
provides a reliable cash register for
the power supplier and the distri-
bution company.

6) Distribution planning. Meter-
ing data helps to plan the opera-
tion, maintenance, and expansion
of the distribution grid.

7) Billing. The meter records
consumption, and may be read
manually or remotely.

8) Prepayment In the United
Kingdom, about 15 percent of cus-
tomers use prepayment meters.
These meters are programmed to
provide a certain amount of
power, and then shut off.

These functions all become more
efficdent when combined at the
meter. Among other benefits, the
meter permits field employees to
perform multiple functions, pro-
vides a single entity with numer-
ous operating economies, and
distributes training and adrninis-
trative costs over multiple
employee groups.

The third metering economy lies
in the scope of the technology. A

meter can be used simply to record
consumption, or as an element of a
multifunctional system that sup-
ports some or all of the functions
listed above. The savings realized
from the multifunctional system
far exceed those from the single-
purpose technology.

The technology itself can also
achieve significant economies of
scale: A network meter-reading
(NMR) systern can perform ad-
vanced processing within the net-
work to record hourly data, for
example, or to process outage
alarms. Upgrading existing meters
instead of replacing them substan-
tially lowers the cost of hourly
metering and other functions.
Moreover, the cost of the network
itself can be shared with other
services, such as gas NMR.

Forced Unbundling:
An Initial Failure

Who should provide metering
services?

In the United Kingdom, OFFER
made meter operation (installa-
tion, maintenance, and reading) a
competitive service. However, few
new competitors showed any
interest in entering the meter
operation market in 1930, when
retail access was made available to
only 5,000 large customers.

In 1994, when access was ex-
tended to approximately 55,000
customers, over 30 entities sought
the Pool's approval as meter oper-
ators. By 1996, interest had nearly
disappeared among all but distrib-
ution companies. The combination
of technical expertise and scale
economies gave the local distribu-
tion companies an insurmount-
able competitive advantage.

The high cost (approximately
$1,600 per year) also discouraged
competitors. In addition to the
communications costs for radios or
phone lines that collect the half-
hourly reads daily, there is the cost
of amortizing a central data repos-
itory across only 25,000 customers.

Pueuc Unumes FortniGHTLY, Novernber 1, 1996
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Although 20 meter operators still
exist, the 12 distribubion compa-
nies provide virtually all customer-
site. metering services.

Allowing customers to choose
meter operators proved a massive
initial fajlure. According to OFFER,
customers had no dear incentive
to get meters installed properly
and on time. For UK Data Collec-
tion Services, Inc. (UKDCS)—cur-
rent manager of the metering data
repository—that failure took the
form of missing half-hourly data.
As a result, over 50 percent of cus-
tomers’ bills had to be estimated.
In short, according to UKDCS, the
“U.K competitive market [was]
close to chaos.” :

OFFER and the Pool have now
decided to make power marketers
respensible for qualifying meter
operators in 1998. While custo-
mers will theoretically have a
choice, the supplier will actually
select the meter operator.

Thus, the UK. approach has
produced only high costs, little
actual competition in providing
meter operation, and virtually no
real customer choice relative to
metering.

Although California leans
toward retaining the regulated
distribution company {DisCo) as
the meter operator, this approach
remains debatable. On the posi-
tive side, using the DisCo would
offer a number of advantages:

A Ensure equal and equitable
access to low-cost metering for all
customers of all classes.

A Achieve the scale economies
associated with network-based
approaches to hourly metering.
Instead of a total cost of $10 to
$100 per meter per month for
point-to-point, electronic hourly
reads with individual meters, the
total cost would fall to between
$1.00 and $2.00 per meter per
month.

A Guarantee data accuracy.

A Guarantee customer privacy.

A Guarantee access to the data,
as mandated by the CPUC or
specified by the customer.

A Ensure public safety assod-
ated with the distribution
network.

traditional marketing, or pridng
design).

As it deddes whether to unbun-
dle metering services, the CPUC
should consider applying the fol-
lowing test, which establishes the

By 1986, power marketers will take responsibility for

certifying meter operators in the UK

A Provide additional scale econ-
omies (the DisCo needs access to
the meter to fulfill its distribution
operations duties), including out-
age management and restoration,
distribution system planning, turn-
on/turn-off, line-loss management,
and energy-theft identificatior.

A Guarantee the requisite ex-
pertise in meters and metering
systems to select and implement
them.

A Achieve the lowest possible
price, since the DisCo can enter
into large-scale, long-term con-
tracts through competitive
bidding.

A Keep all these services under
regulatory protection.

To be sure, using the DisCo as
the meter operator carries with it
some important, but surmount-
able, disadvantages:

A Customers and power mar-
keters cannot select their meter
operator from among competing
providers.

A Changes in metering proc-
esses and procedures must be
addressed through a sometimes
burdensome regulatory process.

A Without adequate regulatory
oversight, meter ownership by the
DisCo may provide an unfair com-
petitive advantage to the power-
supply side of the utlity company.

A Power marketers would not
be able to use metering to differ-
entiate their services (but have
greater ability to achieve differen-
tiation through advertising,

Pusuc Unumes Foatwichmy, November 1, 1996

metering part of the natural DisCo
monopoly:

Any equipment, facilities,
processes, or services used
in the distribution of elec-
tricity that are shared by or
affect multiple customers,
and which lead to signifi-
cant loss of economies of
scope or scale when dupli-
cated by multiple firms,
should remain within the
regulated electric distribu-
tion company, unless doing
so would inhibit competi-
tion in electric supply.

Up to this point, the experience
gained in the United Kingdom
indicates that the benefits of
retaining meter operation within
the scape of the regulated distrib-
ution company appear to out-
weigh the perceived advantages
obtained from creating a competi-
tive business sector for electric
metering services. W

Chris 5. King is vice president for
CellNet Data Systems, Inc. Involved
in electric metering issues since 1982,
he is active in regulatory proceedings
in the United Kingdom, California,
New York, and Massachusetts, edu-
cating industry participants on the
policy, economic, and technical issues
of metering. Mr. King has g BS and
MS in environmental science from
Stanford University and an MS in
management science from Stanford’s
Graduate School of Business.
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By Alex Henney

With no system in place to collect

data, retail choice brought gridiock to
England and Wales in 1994, California,

The Metermg Muddie

Consider what happens when one moves from dealing
with a few thousand sizable customers that are easily
identifiable, to more than 20 million residential custo-
mers who suddenly acquire the “power to choose.”

C ongressman Schaefer’s bill
promises that “by no later
than December 15, 2000, all

electric utility retail customers

shall have the right to purchase
retail electric energy.services from
any person offering to provide
those services to such customers.”

Even more daunting, the Califor-

nia Public Utilites Commission

has called for “direct access” open
to all sizes of customer, beginning

in 1998.

However, as we found out the
hard way on the other side of the

thus far—5,000 sites taking over
one megawatt were given compet-
itive choice in 1990, then 45,000
sites taking over 100 kilowatts in
1994. We are promised-—or per-
haps more accurately, threat-
ened—with a free-for-all in 1998,
which at the moment looks like
chaos for many.

1980-94-
A Shambies
Opening the market in 1990 was
not without its problems: short-
ages of meters and modems

Competition requires a system for identifying each
meter, its characteristics, ite operator, its supplier, its

Aflantic, these promises are easier
to make than to deliver Competi-
tion in England and Wales has:.. -
been introduced in two phases - .

line-loss factors, and so on.

connected into the central Pool
settlement system, arguments
about the price that the distribu-
tion companies charged for

metering and data collection and
aggregation, disputes over who
owned the data. But since there
were relatively few sites, and they
included the biggest hitters in the
market, and many of the custo-
mers had energy engineers who
were familiar with the electricity
industry and metering and com-
munications, the problems were
sorted out fairly quickly. That said,
it was only possible to implement
competition for customers because
there was an agreed-upon market
structure. That structure provided
three key advantages:

A A means of reflecting the
time-varying value of electricity in
a market-based manner

A Anaccounting and legal
framework to ensure that parties
consuming electricity paid for it
and that those providing it get
paid (the Pooling and Settlement
Agreement)

A A mechanism in the Pool to
settle discrepandes between

Pusvic Uniumes FortnigHTLY, Novermnber 1, 1986
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power contracted and power con-
sumed. (Such an arrangement
avoids penalty payments that dis-
tort market behavior by either
requiring power retailers to in-
dulge in unnecessary feats of load
control or handing an artificial
advantage to parties providing a
so-called balandng service.)

Simple as these instruments
appear, they do not yet appear on
the 11.5. agenda. Yet, they lie
buried like minefields waiting
{with attorneys in attendance) for
the fadile.

Opening access in 1994 was quite
another experience: a shambles.
Part of the mess was the fault of
distribution companies that had
not organized themselves prop-
erly; part of the mess was due to
the electricity regulator’s enthusi-
asm for competition regardless of
practicalities. He introduced com-
petitive metering late in the
process, without defining the
responsibilities of the “meter oper-
ator” to ensure that meters were
not only on site but connected to a
modem that was, in turm, con-
nected to the data aggregation sys-
tem and the whole setup both
commissioned and registered.
Competition requires a system for
identifying each meter, its charac-
teristics, its operator, its supplier, its
line-loss factors, and so on. Intro-
ducing such a systemn becomes far
from trivial when tens, if not hun-
dreds, of thousands of meters are
involved. Worse, the regulator
dedided to allow customers lacking
a half-hour meter to take competi-
tive supply on load profiles.

In the ensuing chaos, some com-
panies were not billed for six
months. The cash flow of the dis-
tribution compandies suffered
severely (the larger ones were
$100 million down for a while)
and the problem took two years of
intense clerical effort to straighten
out. The Pool auditor qualified the

Pool’s accounts.

1998:
Consider the Reality

So on to 1998, when, in theory,
2 million nonresidential customers
and 21 million residential custo-
mers will gain competitive choice.
The prospect is not merely that of
inconveniendng a few thousand
commerdal customers, but of

example, if the objective really is
to create access:

A Should customers !akmg
competitive supply be required to
have an hour meter (which may
be regarded as a transaction-cost
barrier to trade),or should they be
profiled, whichris where the fun
and complexity reaily start?

If we do not trust the incumbent utilivy to play fair, are
we going to unbundle meter operation, data collection, -~

and data aggregatlon and apen them to competitive

operation?

making the voters unhappy on a
grand scale and incurring the risk
of the nightmare scenario of losing
the billing systems if there is a
mighty mess.

It probably will not happen. This
time reality will temper ideological
enthusiasms, and distribution
companies will not allow them-
selves to be railroaded into intro-
ducing untested systems again.
But the bare fact that one can
make such an observation at this

-time, only a year and a half from

the date competition is supposed
to start, indicates the magnitude of
the task at hand.

Consider some of the issues that
must be addressed once one
moves from dealing with a few
thousand or tens of thousands of
sizable customers that consume a
significant value of power, that are
fairly readily identifiable, that are
cormnumerdially competent, and on
which one can afford to spend a
reasonable amount of administra-
tive time and effort sorting out
their problems on a customized
basis. Extending the market to
everyone is not only a major sys-
tems project, but a move that
raises public policy and legal
issues, and demands a recasting of
the regulatory framework. For

PusLic Unumes FormugcHTLY, November 1, 1996

A What—if any—measures
should be taken to overcome some
of the advantages of the incum-
bent distributor, which has the
customer database? Should there
be a registration system for states
or market areas (if we can define
them), with a common meter
identfication systern that is elec-
tronically accessible by other par-
tdes (are there data privacy issues?)
and.can be linked into postal
information?

A [f we do not trust the incum-
bent utility to play fair, are we
going to unbundle meter cpera-
tion, data collection, and data
aggregation and open them to
competitive operation? If so, how
are we going to define the legal
relationships between these oper-
ations (which have traditionally
been part of an integrated utility
meter reading, billing, and collec-
tion system) and ensure reliable
operation?

A How are we to define the
responsibilities for interfacing with
customers as between the trans-
mission provider (WiresCo) and
the power retailer Who does the
customer call on the telephone
when a power glitch arises? Does
the WiresCo have a record of the
customer’s name, or is that an
unfair competitive advantage?

27




We would have been well advised to proceed incrementally,
rather than go for a big bang that may produce a big flop.

New Hampshire's retail-access pilot for

17,000 small customers (3 percent of

each utiity's customer base) appéars to- -

be a success so far: There has been
some confusion, however, and the PUC
chairman agrees that the project was
..“less than fully baked.™ The pilot repre-
sents a different order of magnitude than
the effort undertaken in England and
Wales.. :

The “profile risks" (e, the probability of

misallocating costs between power re-
tailers) for such a small rumber and pro-
portion of custemers are not financially
significant to the players, most of whom
have joined in o leam rather than to make
money. The conventional NEPOOL sette-
ment arrangement serves adequately for
settling “overs™ and “unders” because the
sums at stake are not large. ACcess {o so
few customers is easy to organize of a
few DisCos. There is no need to ensure
the uniformity of data format between util-
fties. And data cleanup will be easy.

With string and sealing wax, existing
customer-service systems can produce
the data for billing the wires charges and
for running into programs to aggregate,
then to load profile, and then to reconcile
with NEPOOL and between the power re-
tailers. The volumes of data are relatively
smali (atthough the Public Utilities Com-
mission did have to mandate common
protocols and electronic data inter-
change). And with.so few customers, util-
fies need fear no big roflout problem of
perhaps being overwhelmed with custo-
mers wanting to change suppliers. While
half-baking & small pilot project is man-
ageable, half-baking for millions of custo-
mefs would create chaos.

This is not to decry the pilot project.
indeed, far from i We would have been
well advised o proceed incrementally,
rather than go for a big bang that may be a
big flop. Coupled with our experience, the
pilot will give the wise the opportunity to
measure the problems that have to be
faced in opening up the market on a farge
scale and help them avoid the bear pits.

A How are we to define the
relationship between a WiresCo
and the same utility’s power re-
tailing? Will supply to customers
that do not seek competitive sup-
ply be priced at energy pass-
through? Will there be functional
unbundling and Chinese walls, or
do we suspect them and require at
least affiliate unbundling?

A How will customers change
power retailers? Exactly what fiexi-
bility is allowed for contract start
date? (Will the computer systems
cope?) What provisions will be
made for past debt? What happens
when husband and wife both sign
contracts, or when one power
retailer clairns that (s)he stll has a
valid contract and another claims
that a new contract is in force?

A What, if any, sodial obliga-
tions will be imposed on new
entrant power retailers?

4 What has to be done to con-
vert a relationship between a bun-
dled supply on a tariff that is
backed by legislative provisions to
a contract based on unbundled
supply?

A What legal wrinldes lurk in
decades of legislation? Perhaps
there may be difficulty in discon-
necting if a retailer other than the
local utility supplies the power

Before determining the broad
parameters of change, shouldn’t
someone descend from the
Olympian heights of political ide-
ology and try to anaiyze what's in
it for the customers, a question
that should point up how complex
it is worth making the systems.
Last, but not least, who is going to
lead this grand and complex pro-
ject and arbitrate the differences of
opinion among the stakeholders?

. Exhibit FRA-4
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Beyond Public Folicy:
Never Pure and Simple
Having resolved the public pol-

icy issues, we can start to think
about how to design and provide
the basic systems infrastructure of

registration and settlement (i.e., ‘
working out which power retailers o
owe which generators how much f

for what power). Then utiliies
will have to consider the impact
on their internal computer sys-
tems. How are they going to bill
for use of transmission and use of
distribution? What changes will
have to be made to the main
billing system to accommodate the
flexibility of presentation that cus-
tomers will not merely want, but
will demand? And last, but defi-
nitely not least, consider how to
try out the system with real peo-
ple. Which publicly minded utility
is going to volunteer part of its
service territory for a pilot so that
others can come in and go at its
customers and the media can
berate it for any system messes?
How are we going to roll the
show out in a manner that will
ensure that utility systems and
staff can cope with the possible
lével of early switchers? (In the
gas trial in England—which
opened access to a half-million
residential custorners in April—
30,000 households wanted to
switch on the first day, overload-
ing the capability of British Gas.
The rate of switching has now set-
tled to 2,000 per week, which is
manageable.)

Thus far I have only talked
about the mechanics: How will
utiliies and/or others organize the

power-retailing function, develop i
the new systems that will be i
required—e.g., pricing, risk man- i
agement, contract management, l‘

forecasting and business planning,
accounts reconcdliation}—and
determine their policies?

As Oscar Wilde once observed,
“The truth is rarely pure and never

Pusure Urumies Foramuicamy, November 1, 1996
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simple.” I have said enough to
indicate why we are having diffi-
culties. There has been no attempt
to analyze customer benefits and
possible behavior Although indus-
tries do on occasion implement
joint projects, they only do so
when they share a comrnon inter-
est, something completely lacking
in this venture. Comunerdal poli-
tics and distrust among the players
is rife. The interests of the genera-
tors are not the same as those of
the distributors, and the l[atter dif-
fer among themselves. Not one
key program date has yet been
met. Indeed, it took a year to get
an agreed program toward which
the distribution companies and

regulator are working. The regula-
tor-—really the only person capable
of leading the show-—has tried to
distance himself from responsibil-
ity, while berating the industry for
not getting an act together No one
knows how much the changes will
cost, but few would dispute that it
will make change out of a half-
billion, and could cost as much as
a billion. We will never know.
Given the American ability to
generate so much heat and so lit-
tle light out of the PoolCo versus
bilateral trading debate, the forth-
coming discussion about access for
all promises at least an equal out-
pouring of ill-informed nonsense
and corporate wheel spinning.

The change will be paradise
where consultants with imagina-
tion but no practical experience
will peddle snake oil, and attor-
neys (as always) will pass Go. ¥

Alex Henney, a former director of
London Electricity, was involved in
the privatization of the electricity
supply industry in England and
Wiales. He has advised electric compa-
nies, governments, and regulators in a
number of countries, increasingly the
United States and Canada. Mr. Hen-
ney recently formed Competitive Elec-
tric Strategies, Inc. with Resource
Dynamices Corp. of Vienna, VA.

Exponentially
Superior R

We're your unequals
services, We 3
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REBUTTAL TESTIMONY OF FRED R. ALLISON

Introduction

Please state your name and business address.

Fred R. Allison, 411 Seventh Avenue, Pittsburgh, Pennsylvania 15230-1930.

Did you present written direct testimony in this proceeding?

Yes. Isubmitted direct testimony, Duquesne Statement No. 8, in the

August 1, 1997, Duquesne Light Company Restructuring Plan filing.

What issues will you address in your rebuttal testimony?

I will address the following major issues which witnesses for intervenors Enron

Power Marketing, Inc. (ENRON), Mid-Atlantic Power Supply Association

(MAPSA), New Energy Ventures (NEV) and the Office of Consumer Advocate

(OCA) identified in their written direct testimony:

. Should revenue cycle services, 1.e., metering, meter reading, billing,
customer payment processing, and collection, be unbundled from regulated
distribution functions at this time and be provided competitively?

. Is the proposed method of applying payments from customers to whom
Duquesne renders consolidated bills reasonable and consistent with Penn-
sylvania Public Utility Commission (Commission) requirements?

. Are Duquesne’s proposed customer service procedures consistent with the
Guidelines for Maintaining Customer Services at the Same Level of

Quality as ordered by the Commission?
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Is your rebuttal testimony organized around these three topics?

Yes, it is. Each is addressed in tum.

Unbundling Of Revenue Cycle Services

Several intervenors have suggested that Duquesne unbundle its revenue cycle
services. Can you please summarize their positions?

I will try. OCA witness Alexander states that the PUC should not finalize a
restructuring plan that assumes metering and billing will continue as monopoly
services. (Alexander direct at pp. 41-42) MAPSA witness Russell proposes a list
of metering and billing optlions that he believes Duquesne should implement.
(Russell direct at pp. 42-46) Enron has several witnesses that address this subject.
Enron witness Muench argues that the PUC should presume all services are subject
to competition and asserts that the unbundting of billing as well as other non-wire
services is important for competition because these services represent such a large
proportion of small customers” monthly bills. (Muench direct at pp. 5-6) Enron
witness Steffes claims that permitting competition means unbundling all services
that a utility currently embeds in its service - transmission, distribution, metering,
billing, and customer information services. (Steffes direct at p. 5) Enron witness
Brown concludes that the PUC should order Duquesne to unbundle non-wire
services as part of their restructuring plans. (Brown direct at p.22) Mr. Boonin and

Ms. Day on behalf of NEV also contend that consumers should be allowed to
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choose their provider of metering, meter reading, billing and information services

through open market competition. (Day direct at p. 4 and Boonin direct at p. 21)

What is your response?

I have three major points:

A.

First, Duquesne believes that it would be inappropriate to unbundle reve-
nue cycle services in this proceeding as supported by the Commission’s
recent Proposed Rulemaking Order Regarding Advanced Meter Deploy-
ment for Electricity, 52 Pa. Code 57.250-57.257, Docket No. L-0097
(hereafter referred to as the "Proposed Rulemaking").

Second, if at some later date it becomes appropriate to unbundle certain
services, Duquesne will be prepared to do so.

Third, Duquesne’s prior commitment to install the Customer Advanced
Reliability System (CARS) will provide better distribution service at lower
cost and is pro customer choice.

I describe each of these points in more detail in the testimony that follows.

It Is Inappropriate To Unbundle Revenue Cycle Services In This
Proceeding

Please summarize your first point.

Certainly. First of all, numerous important issues need to be resolved prior to

unbundling of revenue cycle services in order to ensure reliability, safety, customer

protections, and the integrity of the current system. Secondly, the PUC has already
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established a collaborative process to address several of these issues on a generic
basis across Pennsylvania. Thirdly, retail access can move forward as planned
without unbundling these services now. Therefore, I recommend that the PUC
wait until this collaborative process is completed before making any decisions.
This general approach is supported in the Commission’s recent Proposed
Rulemaking.

Please explain.

The Commission "concludes that advanced metering is not an essential require-
ment for all customers to participate in the competitive generation market at this
time...The Commission does not believe that it is necessary at this early stage of
electric generation competition to unbundie metering from distribution ser-
vices...and concludes that metering should remain a regulated function of the EDC
at this time." (Proposed Rulemaking, pp.11-12})

Do you think the same logic applies to other revenue cycle services, such as billing
and customer services?

Yes, [ do. Establishing competition in the generation market should be the first

priority. Efforts should be focused on getting the generation market structure in

place and developing the necessary policies, interactions and communication
procedures. It already requires a significant effort to complete these tasks. If the
Commission is interested in pursuing unbundling of revenue cycle services, this

decision should be postponed.
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Furthermore, a competitive generation market can proceed without compet-
itive revenue cycle services. Duquesne’s proposal promotes an orderly transition
that minimizes customer confusion. Unbundling the revenue cycle services from
the existing distribution company structures would require a significant number of
administrative and procedural details to iron out. Customers have significant
changes to adapt to without further confusing the issues and potentially affecting
the service they receive.

Does the Restructuring Legislation require the Commission to unbundle revenue
cycle services?

No, it does not.

Please summarize your conclusions regarding the requirements of the Restructur-
ing Legislation that apply to revenue cycle services.

First, the Legislation states that customer services shall, at a minimum, be main-
tained at the same level of quality as today, suggesting that no policy should be
adopted that would degrade service levels. Second, the Legislation recognizes the
potential customer benefits of installing "enhanced metering capability". Third,
the unbundling of these services is contemplated, but the Legislation specifically
indicates that the unbundling of electric utility service charges into generation,
transmission and distribution charges is the first priority.

Several intervenors have suggested that concerns regarding safety, accuracy,

installation and performance should be addressed with the assistance of the
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Commission, through task forces, working groups and generic docket proceedings
(Brown direct at pp. 19-21, Muench direct at p. 12). Do you agree?

Yes. Furthermore, I believe it would be unwise for the PUC to set a course of
action to unbundle these services in this proceeding until it is known that these
very important issues can be resolved in a manner that maintains existing safety
and consumer protections.

Has the Commission established a process to address these and other issues related
to the unbundling of revenue cycle services?

Yes. The Commission has established working groups in the areas of Metering,
Customer Information and Billing, Reliability, Supplier/Utility/Customer Interac-
tion, Competitive Safeguards, Consumer Education, Retail Access Phase-in,
Universal Service and Conservation, and Taxes to address these issues and to
develop the boﬁcies, procedures, standards and implementation requirements
related to the transition to retail competition in Pennsylvania. Stakeholders from
virtually every constituency are represented on these working groups.

As contemplated by the Legis{ation, can retail access be implemented without
unbundling and deregulating revenue cycle services?

Yes, this is clearly the case. Retail access programs currently in progress in
Pennsylvania and other states support this conclusion.

Witnesses Alexander (Direct at p. 41); Brown (Direct at pp. 3-8, 9-10); Muench
(Direct at pp. 5-6); Boonin (Direct at p. 2) and Day (Direct at pp. }4) contend that
without unbundling revenue cycle services, suppliers will be unable to attract

6
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customers, customers will see fewer benefits, and the market will be less competi-

tive and efficient. They argue this will lead to few market participants as profit

margins in the commodity market for generation decline. Do you agree?

No. Duquesne shares the Commission’s view expressed in the Proposed

Rulemaking that market participants need to first have an opportunity to gain

experience in the primary industry change to competitive generation markets.

Later it may be possible to unbundle other services.

B. If Appropriate Later, Duquesne Will Be Prepared To Unbundle
Services

At a future date, following the conclusion of a generic proceeding involving all

Pennsylvania electric distribution companies (EDCs), if ordered by the Commis-

sion, will Duquesne be prepared to unbundle its revenue cycle services?

Yes. Assuming Duquesne’s concerns are addressed by the Commission and the

various stakeholders, Duquesne will unbundle these services from current rates and

give customers that choose alternative providers a credit based on Duquesne’s

avoidable service costs.

OCA witness Alexander (Direct at p. 42) cites the need for Duquesne’s short-term

policies to be compatible with the possibility of increased competition in metering

and metering services. Are Duquesne’s current activities compatible with the

possibility of increased competition?
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Yes. Duquesne believes its infrastructure improvements provide benefits in the
short-term and are consistent with the long-term direction of the Commission in its
Proposed Rulemaking.

Enron Witness Mr. Brown states that Pennsylvania can implement retail open
access with existing meters (Brown direct at p. 16). Do you agree?

Yes, but [ also believe that Pennsylvania can implement retail open access with
distribution-related meters that are cheaper to operate and more reliable. The
intervenors provide no compelling reason why fair and efficient competition could
not occur if more advanced meters were installed prior to unbundling. If anything,
this should provide more suppliers an opportunity to offer new value-added
services.

Witnesses Alexander (Direct at pp.40, 43) and Russell (Direct at pp. 45-46) request
information regarding Duquesne’s metering policies. What are Duquesne’s
metering policies?

Consistent with the Proposed Rulemaking, Duquesne will perform all existing
functions related to metering. Duquesne is already well into the process of
installing the Customer Advanced Reliability System (CARS) for customers in its
service area. Customers shall also have the opportunity to choose a Qualified
Advanced Meter to support the generation services provided by their chosen
suppliers. Any alternative meter installed by Duquesne will be billed to the

customer or supplier at net incremental cost as described in the Proposed
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Rulemaking. Customers who wish to have a second meter installed may do so
subject to the same conditions described above.

Does the Proposed Rulemaking specify qualified advanced meter standards?

No. The Commission states that it is not appropriate to adopt rigid standards for
advanced metering at this time. Instead the regulations are designed to adopt a
flexible set of standards that will be adopted by the Commission from time to time
as requirements based on recommendations of a working Meter Commuttee. This
Committee is supposed to report to the Commission on or before September 1,
1998 and at least annually thereafter with its considerations and recommendations.
(Proposed Rulemaking pp.15, 17)

Does the Commission provide any guidance with respect to defining what consti-
tutes a "Qualified Advanced Meter"?

Yes. The Commission states that "an advanced meter or network must possess, at
minimum, open, non-proprietary communications capabilities, which allow both a
supplier and EDC to assess the information in a standard data format with multiple
callout capability, unless the Qualified Advanced Meter is to be used in conjunc-
yion with a second meter. In addition, a Qualified Advanced Meter must be
capable of supporting the expected minimum market requirement of hourly usage
and may support one or more other functional requirements such as the ability to :
(1) modify profile intervals; (2) provide a communications port for the customer to

monitor usage; (3) provide a pulse output to allow for usage monitoring; (4)
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provide password protection; and (5) operate in two directions for net metering."
(Proposed Rulemaking, pp. 17-18)
Do you expect the CARS system to be able to meet those minimuin requirements?

Yes.

Several intervenors have expressed concerns that the CARS system may somehow
be anti-competitive. Does the Proposed Rulemaking support that conclusion?
No, not at all. In fact, the Commission states that it encourages the integration of
new technologies into the marketplace and wants to monitor the trends. (Proposed
Rulemaking, p.14) I explain the benefits of CARS and address the intervenors’
concerns further in the next section of my testimony.
C. CARS Will Provide Better Distribution Service At Lower Cost And Is
Pro Customer Choice
Please briefly summarize this section of your testimony related to the installation
of CARS.
Approximately eleven months before the "Electricity Generation Customer Choice
and Competition Act" was signed into law, I?uquesne signed a fifteen year, full
service contract with Itron, Inc. to install, operate and maintain its CARS system.
This system is already in the process of installation and will make a significant
improvement in infrastructure to improve and enhance distribution services.
The CARS system will provide numerous benefits both to customers and
retail suppliers. First, the installation of CARS will improve system reliability,
provide advanced electronic metering capabilities, improve the use of distribution

10




10

11

12

13

14

15

16

17

18

19

20

2
38

system assets and provide enhanced information about customer usage. CARS
will enable Duquesne to provide better distribution service (particularly in the
areas of improved reliability and meter reading) at lower cost than it would have
without these improvements. These benefits will accrue to customers that choose
alternative suppliers as well as elect to stay with Duquesne.

Second, the CARS Project is pro customer choice. CARS will support a
more reliable and accurate supplier settlement process than other programs based
on estimated load profiles. CARS will allow retail suppliers serving customers in
Duquesne’s service area to offer new value-added services to their customers
(time-of-use pricing, real-time pricing, and group consolidated consumption
metering, etc.}). Duquesne will make available optional services to competitive
suppliers and/or customers in a non-discriminatory manner consistent with open
access codes of conduct. These optional services will be cost-based and Duquesne
will submit tariffs for these services to the Commission for approval. Finally, the
CARS system does not preclude the unbundling of billing or other services in the
future. Duquesne plans to modify CARS as appropriate to meet the standards
described in the Proposed Rulemaking.

Has the Commission reviewed the CARS project prior to this proceeding?

Yes. Duquesne reviewed this project with representatives of the Commission and
sought temporary relief from certain watthour meter testing standards and actual
meter reading requirements. Duquesne not only was granted the requested relief,
the Commission, in correspondence dated February 27, 1996, indicated that, "We
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are extremely pleased that your company has decided to install an automatic meter
reading system". See Exhibit FRA-S.

What is the current status of the CARS implementation?

Field installation of meters with encoder receiver transmitters (ERTs) has been
completed. Approximately 550,000 ERTs have been installed. The majority of
the fixed network has been installed and communication links have been estab-
lished to read over 123,000 meters from the fixed network. In addition, approxi-
mately 350,000 accounts are being read monthly through use of the van. The
system should be fully operational by December 31, 1998.

Witness Brown in his testimony (p. 12) does not agree that there are considerable
benefits to customers by implementing the Itron system. What are the distribution-
related benefits of installing the CARS system for Duquesne and its customers?
The CARS system provides improved basic operation of the distribution system,
enhances the operation of the distribution system, improves reliability of the
distribution system and finally supports the introduction of customer choice,
Distribution system efficiency and operational information will be extracted from
the CARS system and utilized to reduce the risk of outages due to circuit loading,
improve the planning for distribution expenditures, allow efficient loading and
operation of the system and allow the system operators in general to enhance
system operation. The Commission expects customer service to remain at the

level prior to the introduction of competition and expects it to improve. The
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CARS system is an integral part of the Company’s capability for maintaining and
improving distribution services.

In addition to distribution system enhancements, the CARS system will
allow Duquesne to offer: 1) improved load profiles for suppliers and for balancing;
2) improved billing choices for customers; and 3) easier and more friendly service
connection through remote access to the device.

In summary, CARS provides operational benefits to the functioning and
efficiency of the distribution system itself and offers customers better service. The
CARS system is integral to the continued improvement in distribution services to
our customers.

A list of the specific benefits of the CARS system by function is provided
below:

. System Reliability

QOutage Notification and Restoration Functions
Tamper Monitoring and Reporting Functions
Service Voltage Test

Service Current Test

Power Quality

Diagnostics
System Load Control

OO OC OO

. Improved Utilization of Distribution Assets
O Extended Transformer Life
v Power Qutage Management
¢ Load Research
0 System Load Control

. System Advanced Electronic Metering Capabilities
¢ System Service Tests
o Instrumentation
¢ Power Quality Monitoring Functions

13
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. New Business Processes
L0 New Service Diagnostics
O Instrumentation Readings

o Power Quality Diagnostics

. Customer Service Benefits

Consumption Meter Reading

Turn Off/On and Dual Service Orders

Group Summary Billing

Internet Access to Data

Energy Management

Daily Read Functions

Virtual Disconnect Usage Alarms

Billing Cycle Selection

Eliminates Inside Customer Access and Property Damage

e e e AR R RS RS IR e

Many of the services listed above would be provided to customers at no
charge, while optional services would be available to customers and retail suppli-
ers under open access tariff rates to be filed with the Commission. For an ex-

panded description of these benefits, see Exhibit FRA-6.
Do the projected financial benefits for the distribution system exceed their cost?

Yes. Projected financial benefits for improved reliability and the advanced meter
reading features of CARS exceed their cost. These benefits will result in lower
distribution costs. Exhibit FRA-7 summarizes the cost effectiveness of the CARS
system for Duquesne. Referring specifically to page S of this exhibit, the projected
savings from improved base operations, enhanced operations and improved

reliability of the distribution system, absent customer choice benefits, more than
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offset the cost for installation of the CARS system. For an overview of the
cost/benefit analysis, see Exhibit FRA-7.

Have Duquesne’s meter reading costs been reduced as a result of the implementa-
tion of CARS?

Yes. The CARS system was partially implemented in 1996. As a result, the cost

of meter reading declined from 1995,

OCA witness Alexander and other intervenors suggest that Duquesne’s sharehold-
ers, not ratepayers, should assume the risk of CARS. (Alexander direct at p. 42}

Please explain how Duquesne will recover the costs of CARS.

The Duquesne contract with Itron 1s a service agreement that requires Itron to
acquire, install and maintain the metering and other facilities necessary to support
the automated information network. Duquesne will incur no capital costs to
implement CARS. The costs of the service agreement for each year and over the
fifteen year term are offset by cost reductions associated with base operations,
improved reliability, enhanced base services, and customer choice. This means
that the cost of providing distribution service will be lower than it would have been
without CARS. This is a source of cost mitigation, not unlike other cost-cutting
measures, and will allow Duquesne to amortize its stranded costs more quickly, as
described in Mr. Clayton’s testimony. Thus, it is irresponsible and unfair for these

parties to claim that this lower level of costs should be disallowed from rates.
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OCA witness Alexander asserts that CARS will provide a big marketing advantage
to Duquesne since the reliability benefits are not shared by other suppliers (Alex-
ander direct at pp. 40-41). Is this true?

No. As stated earlier, Duquesne will provide retail suppliers equal access to the
service offerings of the CARS system in a non-discriminatory manner. Moreover,
the reliability benefits that I discussed earlier relate to distribution service, not the
supply of generation. Finally, the issues raised regarding accessibility to the
CARS system information by witnesses Alexander and Brown (Direct at pp. 12-
14) should be resolved through the qualification process. As described in witness
Brown’s "Non-Wire Communications Network Conceptual Model", (Exhibit JAB-
4), standards and protocols have not been developed for two of the three communi-
cation areas addressed. Duquesne agrees with the Commission that the Metering

Committee is the proper vehicle to resolve these issues.
Does CARS facilitate or hinder retail choice of alternative suppliers?

CARS will provide several benefits to promote fair and efficient retail choice. The
load profiling capabilities of CARS will allow Duquesne to compute the aggregate
hourly consumption for each supplier’s customer more accurately than by using
historical load profiles based on sample interval reading data to develop estimates
of consumption. These load profiles are essential to the supplier settlement

process. This certainly is an important component of providing retail access. All
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parties should have more comfort in knowing that actual customer consumption
can be measured as opposed to being estimated.

Please describe some of the other capabilities of CARS that may be available to

customers or retail suppliers other than those already detailed?

Over time, the capabilities of CARS will be increased to provide suppliers and/or
customers with new products and services. With more information available about
individual customer use, flexible rates can be tailored to provide new value-added
services. The ability of CARS to process information about energy usage will
provide customers or their suppliers new choices and greater convenience. For
example, customers would be able to select which day of the month to pay their
bills. CARS will permit development of a daily profile of the electricity usage of
each customer. CARS can provide Duquesne’s customers or suppliers with a wide

variety of advanced metering capabilities:

. Daily scheduled consumption meter readings
. On-request readings

. Flexible start and end-of-service readings

. " Flexible time-of-use rates

e Load profile information

. Energy Management Opportunities

_. Wil the distribution system benefits of CARS and these other capabilities, such as

those that facilitate customer choice, be accessible to competitive suppliers?
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Yes. Consistent with the Proposed Rulemaking, Duquesne and Itron will work
with the Metering Committee to qualify the CARS system to meet Sections 57.252
and 57.253 of the Proposed Rulemaking.

Some features of the CARS System described in the CARS Financial Analysis
Report refer to marketing benefits. Please comment.

As discussed previously, Duquesne plans to qualify the CARS system as a
Qualified Advanced Metering network consistent with the Proposed Rulemaking.
By doing so, customers and suppliers will have equal access to, and choice of, the
capabilities of the CARS system. Suppliers will not be disadvantaged because
Duquesne affiliates will be treated comparably to non-affiliates in accessing the
CARS system,

Please provide examples of fees charged by Itron, Inc. to Duquesne for some of
these option-al services?

As indicated in Exhibit FRA-7, Itron, Inc. will assess Duquesne optional charges
for the use of demand (kW) reads ($0.20 per meter per month), time-of-use (TOU)
metering reads (30.30 per meter per month), real-time pricing reads ($0.50 per
meter per month) and load profile reads ($2.75 per meter per month). In addition to
these out-of-pocket costs, Duquesne will include any other net incremental costs in
its tariff for these services to be billed to those customers or suppliers who choose

to use them.




10

11

12

13

14

16

17

18

19

20

Enron witness Muench states that Duquesne charges should be "cost based”,
"reasonable" and with "Commission oversight" (Direct at p. 15). Does Duquesne
agree?

Yes. Ialso note that many of the distribution-related services will be provided to
customers at no additional cost, given that Duquesne expects distribution-related
costs to be lower than what they would have been without these improvements. In
any event, the Proposed Rulemaking allows Duquesne to assess the net incremen-
tal cost it incurs as a result of the use of Qualified Advanced Meters in its network.
A customer surcharge or supplier payment for optional value-added services will
be filed by Duquesne and subject to Commission review consistent with the
Proposed Rulemaking.

OCA witness Alexander assumes that Duquesne will not charge other fees related
to implementing customer choice since no mention of them was made in my direct

testimony. (Alexander direct at p. 44) Is that correct?

No. The Restructuring Legislation allows the Company to recover such transition
costs. Duquesne will establish cost-based charges and file them with the Commis-
sion for their approval. These costs could potentially be recovered in user fees
and/or as a transition cost regulatory asset.

What related retail choice services does Duquesne plan to provide and at what

cost?
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Duquesne will charge customers and/or suppliers the net incremental cost of

providing the following services:

. Changing Customer’s Electric Supplier of Record (except for the first
change)

. Supplier Settlement

. Customized Billing

. Collection Activities

. Customer Payment Processing

. Customer Service

. Others (as they are identified)

It 1s impossible at this time to know with certainty all the direct transition
costs associated with implementing retail choice. Duquesne will continue to
montitor this process and will develop and file cost-based charges for Commission

approval as deemed necessary.

D. Other Issues Regarding Unbundling

OCA witness Alexander states that Duquesne should be required to -describe how it
would comply with three billing options. (Alexander direct at p. 44) What is
Duquesne’s position regarding the three billing options addressed by the Commis-
sion in its final order regarding Guidelines for Maintaining Customer Services at

the Same Level of Quality (Folder 11 Order)?
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The three billing options allow a retail customer to choose among the following:

. Receive a single bill from Duquesne for both its charges and supplier
charges.

| Receive two bills -- one for services from Duquesne and one for services
from the alternative supplier.

° Receive a single bill from a supplier for both its charges and those of
Duquesne,

Duquesne supports the first two billing options as mandated by Section
2807(C) of the Restructuring Legislation and affirmed by the Commission in the
Folder 11 Order (p. 11).

Witnesses Alexander (Direct at pp. 44-45); Russell (Direct at pp. 42-45); Brown
(Direct at p. 18); Muench (Direct at pp. 4, 7-8); Boonin (Direct at p. 21); and Day
(Direct at pp. 4-5) suﬁport the third billing option, "supplier compiete billing", to
allow suppliers to provide more comprehensive and value added services and to
enhance profitability when commodity prices yield thin profit margins. Why

doesn’t Duquesne also support this option?

Duquesne’s concerns center around its experience in the Customer Choice Pilot
Program. First, six of the seventeen suppliers participating in the Pilot are requir-
ing their customers to adopt the two-bill billing option, contrary to Mr. Muench’s
testimony (Direct at p.9). Second, at least one supplier has implemented a cancel-
Iation fee to its residential customers, a clear disincentive to return to Duquesne.
Third, the exchange of information with suppliers by electronic media during the

Pilot has been somewhat problematic. For these reasons, Duquesne believes this
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issue should be addressed by a working group within a generic rulemaking
proceeding.

Witness Muench (Direct at p. 13) broaches the issue of allowing a supplier to act
in an agency capacity with respect to billing and collection. What is Duquesne’s
position regarding this proposal?

Duquesne believes the following points are significant:

. Only the EDC, Duquesne, can provide metering services for customers.
. Only the EDC, Duquesne, can physically disconnect service.
. The Commuission requires the EDC’s service representatives to determine

whether the customer is requesting discontinuance of service at their

current location, or discontinuance of suppfy from their current supplier.
. The single supplier bill option has not been endorsed by the Commission.

Given the above, Duquesne does not see the benefits to the customer of

modifying its tariffs to allow suppliers to act in an agency capacity.

Enron witness Muench (Direct at p. 3) addresses the need to provide adequate
information to determine the basis for all of the various charges included in the
EDC’s bill in an understandable format. What is Duquesne’s position regarding
the information to be presented on the customer’s bill?

Duquesne, like Enron, takes pride in its billing and customer service activities and
strives to provide its customers with the highest quality billing services possibie.

Duquesne was one of the first utilities to implement a customer guarantee pro-
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gram. However, the Commission has been very clear in section 56. 15 of Chapter
56 and in the proposed rulemaking order regarding Customer Information Disclo-
sure for Electricity Providers as to the information content of bills for residential
and small commercial customers. At issue here is the definition of non-basic
services. Duquesne proposes that the appropriate working group(s) address this
issue. The unbundling of charges and their presentation on the billing statement
proposed by witnesses Alexander (Direct at p. 42) and Muench (Direct at p. 3-4)
have not been ordered by the Commission in any of its rulemakings.

Does Duquesne plan to restrict the types of charges or rate design supported by its
billing system?

In the Customer Choice Pilot Program currently in progress, Duquesne has been
able to accommodate all of the rate schedules proposed by suppliers to prepare
consolidated bills. Based on this experience, it appears that the concerns of OCA
witness Alexander (p. 45) in this regard may not be an issue. Also, the CARS
system may enable suppliers to offer new pricing options and any customized

billing options offered by Duquesne would be cost-based.

Application of Customer Payments
OCA witness Alexander (Direct at pp. 45-46) expresses concerns about
Duquesne’s proposed application of partial payments when Duquesne renders a

single consolidated bill. How does Duquesne plan to apply customer payments?
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Duquesne will maintain accounts receivable balances (Alexander direct p. 45) and
apply customer payments in the consolidated bill scenario consistent with the
Guidelines for Maintaining Customer Services at the Same Level of Quality
(Folder I Order). These Guidelines are set forth below:

For a customer who has a pre-retail access balance, the payment should be
applied by the EDC as follows: (1) outstanding pre-retail access balance or the
installment amount for a payment agreement on this balance; (2) intangible
transition charge (ITC) and competitive transition charge (CTC); (3) EDC trans-
mission and distribution charges (T&D); (4) supply charges, and (5) non-basic
service charges. If the customer’s account develops a post-retail access balance,
partial payments should be applied to the pre-retail access balance, according to
the terms of the pre-retail access payment agreement, before being applied to any
other outstaﬁding post-retail access charges. For a customer with no pre-retail
access balance but with a post-retail access balance, partial payments should be
applied as follows: (1) balance due for prior ITC, CTC, and T&D service; (2) ITC
and CTC; (3) T&D, (4) balance due for prior supply charges; (5) supply charges,

and (6) non-basic service charges.

Enron witness Muench (Direct at pp. 17-19) does not agree with the proposed
method of applying payments proposed by Duquesne. Please explain Duquesne’s

position.
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Duquesne has modified its proposed method of application of customer payments
to comply with the Folder Il Order. The issues raised by Muench have been, for

the most part, addressed by the Commission in the rulemaking.

Customer Service Procedures

OCA witness Alexander expenses concerns regarding complaint resolution (Direct
at p. 46), service interruptions and outages (Direct at p. 47), requests to discontinue
service by customer (Direct at p. 48) and termination and payment agreements

(Direct at p. 48). What is the position of Duquesne with respect to these issues?

First, Duquesne’s procedures will be consistent with the Commission guidelines,
rules and regulations. Second, these procedures are being developed and will be
implemented during the Customer Choice Pifot Program. Attached as Exhibit
FRA-8 is the most recent release of Duquesne’s procedures for customers and
suppliers during the Customer Choice Pilot Program. These procedures will be
revised as appropriate based on Duquesne’s experience during the Pilot Program.
OCA witness Alexander (Direct at p. 44) addresses the use of standard load
profiles and the need for these profiles to be updated frequently and approved by
the Commission. What is Duquesne’s position?

Duquesne has provided historical hourly load profiles for each rate class, hourly
average temperature data and hourly humidity data to suppliers for scheduling

purposes during the Customer Choice Pilot Program. As described previously,
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Dugquesne plans to make the load profile information from the CARS system,
based first on daily, and then hourly readings, available to customers and suppliers.
This information will be updated frequently and should not require Commission

approval since it will be based on actual, and not estimated, metering information.

Conclusions

What do you conclude?

I have five major conclusions:

. First, the Commission should postpone the decision whether or not to
unbundle revenue cycle services since (2) numerous issues need to be
resolved first in order to maintain the integrity of the system, (b) the
Commission has already established a process to address these issues in a
generic proceeding, and (c) it is not required to meet the primary objective

of the Restructuring Legislation to develop competitive generation markets,

. Second, if at some later date, the various parties are able to adequately
address the concerns associated with unbundling certain services,
Duquesne 1s prepared to do so.

. Third, the CARS system will provide better distribution service at lower
cost and will promote, not hinder, customer choice.

. Fourth, Duquesne will apply customer payments consistent with the Folder

I Order for the consolidated billing scenario.
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. Fifth, Duquesne will use the Customer Choice Pilot Program to develop
and implement customer service procedures to meet Commission guide-

lines and rulemakings by January 1, 1999.
Q. Does this conclude your testimony?

A. Yes,
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Exhibit FRA-5 - Letter from the Commission
Exhibit FRA-6 - Distribution System Benefits
Exhibit FRA-7 - Customer Advanced Reliability System Cost/Benefit Analysis

Exhibit FRA-8 - Customer Choice Pilot Customer and Supplier Procedures
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PENNSYLVANIA PUBLIC UTILITY COMMISSION o
PO. BOX 3265, HARRISBURG, PA 17105-3265 ibit FRA

' February 27, 1996 N BEPLY PLEASE

F.M. Nadolny, General Manager
Regulatory Affairs Unit
Duquesne Light

411 Seventh Avenue

P.O. Box 1930

Pittsburgh, PA 15230-1930

—

Dear Mr. Nadolny:

Thank you for your recent visit to Harrisburg to discuss your company’s request for
waiver of our regulations with regard to your meters. Our discussions have been productive and
have cleared up all questions regarding what Duquesne intends to do over the next two-year
period. We are extremely pleased that your company has decided to install an automatic, meter-

reading system.

‘ Accordingly, your request for waiver of 52 Pa. Code §57.20 and §56.12 is granted for a
two-year period beginning Apnl 1996. During this period, you should submit annual reports to
the Bureau of Transportation and Safety detailing your experience with the new system. The
information that you should provide on an annual basis is set forth in your February 14, 1996,

letter to me.

At the expiration of the waiver penod, it is recommended that you formally request a
waiver from the Commission. For your use and information, enclosed 1s a copy of an order
which grants similar refief to PECO Energy Company.

If you have any questions or concerns regarding this matter, we can address those during
my visit to Pittsburgh on March 7, 1996. Thanks again for your prompt response to our concems

regarding your request.

Very truly yours,

Keén’é&\ Nicely, Director

Bureau of Transportation and Safety
KEN:jm

pc.  Jerry Wells, Standardization Lab



DUQUESNE LIGHT COMPANY
Customer Advanced Reliability System

DISTRIBUTION SYSTEM BENEFITS

Installation of the CARS system will bring about many distribution system benefits when the
network is fully installed.

SYSTEM RELIABILITY

Outage Notification and Restoration Functions

CARS outage detection capabilities will provide reliable analysis and reporting benefits for
power outage conditions. The system’s power restoration verification capabilities will help
identify secondary (downstream) outages and eliminate customer call-backs. The CARS
system provides a capability to identify which customers have lost electric power. For
decades, utilities have relied on customer phone calis to know when and where an outage
occurred and whether power was restored. The CARS system provides the required
information without relying on phone calls or customer interaction.

The CARS system uses the distributed inteiligence of the system's neighberhood Cell
Control Units (CCU) to gather and report outage noftification. When a CCU loses AC power,
it will report this condition to Duquesne Light's Operations Center (DOC). Once in the DOC
database, outage information is available and can be transferred to other applications such
as a trouble call. This provides a positive and recorded verification that an cutage condition
exisis.

When power is restored to an area, the CCU immediately senses the presence of AC power.
Meter modules formerly without power aiso respond to polls by the CCU.and send
appropriate information to the DOC. This provides positive confirmation that an outage
condition has been corrected. Positive verification of power restoration provides very
important benefits. For example, repair crews will no longer leave an area assuming the
outage was corrected only to find out later that there was another nearby outage (e.g. blown
line fuses). What's more, the need for customer call-backs is reduced, which is especially
beneficial for outages corrected at night.

The CARS system will be integrated with other outage management systems and
Geographic Information Systems (computerized mapping) to provide a pictorial view of
outage areas. Telephone-based trouble reports can be combined with CARS outage
information to provide a complete picture of the outage, and accelerate restoration efforts.

Since CARS data and control structures are stored in one of several Duquesne Light
relational databases, full access to the data can be obtained for any distribution application
capable of data access. This will allow Duquesne Light to create additional applications in

the future. :
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Key benefits to the distribution company are the rapid response to power outages, reduced
repair costs by dispatching the line crew to the right location and verifying that the entire
outage has been corrected, thereby avoiding redispatch of the crew to the same area later.
Reduced customer service costs could also be experienced by reducing trouble cali
frequency and outage duration which helps to improve customer satisfaction. It also allows
for a standard database format for interface with other related applications, such as SCADA.

Customers will benefit from shorter outages due to the improved response time and
verification that an outage has been corrected. Quicker, more accurate responses to trouble
calls and outage detection and correction verification, even when customer is not at home,
will greatly improve customer satisfaction.

Tamper Monitoring and Reporting Functions

CARS tamper monitoring and reporting functions will provide remote meter tamper
monitoring and reporting of all meters connected to the Duquesne Light system. Losses due
to theft will be minimized, as system alarms provide the distribution company with the ability
to quickly respond to theft conditions.

The CARS tamper monitoring and reporting features eliminate much of the burden of theft
investigation by providing new capabilities and benefits that are otherwise too costly and
inefficient. Any meter connected to the Duquesne Light system wifll monitor and report
tampers. Immediate notification when a tamper occurs will result in the identification of theft
and bring about a reduction in losses. The CARS system will provide complete information
by automatically generating a daily report of all accounts showing any changes in tamper
status. Any meter showing a tamper status can be isolated and Duquesne Light can then
view information on the account. The Duquesne Light user interface will show account and
meter module information as well as a log of past meter readings. In addition, any suspect
account can be selected and viewed for tamper activity.

Each meter module has a built-in tamper indicator. For electric meters, the system monitors
meter tilt and removal tampers. When a tamper occurs, the tamper counter on the meter is
activated. Each time the meter is read by the fixed network, the tamper count is transmitted.
If the current tamper count differs from the tamper count obtained on the previous read, a
tamper is reported.

A specific account could be more closely monitored by the distribution company by initiating
a specific read interval. Each time the selected meter is read and a tamper is identified, a
tamper alarm would be reported. Any meter in the system can be monitored and reported,
and changes can be monitored remotely from utility headquarters. The tamper monitoring
interval could be set for a particular time period by establishing start and stop dates and
times and monitoring interval times.

Important benefits to the distribution company are the reduced costs associated with theft
investigation, elimination of liability and risk associated with on-site investigations, and the
immediate identification of theft and resulting avoided losses. Remote monitoring capability
and a log of the tamper history can provide proof of theft. Any meter can be monitored, and
Duquesne Light's system will provide reporting capabilities on any account mcludmg status,

history and exception reporting.
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improved ability to analyze theft losses will also aid the distribution company in the

evaluation of system line losses which will bring about an improvement in overall distribution
system integrity.

IMPROVED UTILIZATION OF DISTRIBUTION ASSETS

The DOC and System Planning will be able to improve line inefficiencies and better balance
loads through utilization of CARS system capabilities. Presently, System Operations has
limited telemetering information beyond the substation. Telemetry data from individual
customers’ meter points provides information that will help optimize circuit regulation and
balance. This optimization process should result in lower energy loss expenses.

CARS will provide an information based data platform permitting the distribution company to
incrementally add power system capacity. Additions or changes could be made one
customer at a time through utilization of demand control processes during peak periods.
Market and customer incentives can be developed to encourage customer participation in
load shifting programs. However, if the necessary infrastructure is not in place, customer
participation is irrelevant. Hence, CARS and its data communications platform is expected
to become a valuable component of Dugquesne Light's ability to provide strategic energy
shaping management programs.

An important system planning benefit of CARS supported load management capability is the
potential to better manage significant capital expenditures. Several power distribution plant
areas within Duquesne Light's service territory are meeting or exceeding their capacity
fimits, Utilizing CARS obtained customer usage profiles, Duquesne can better forecast
loading, plan capacity additions, and provide market incentives for strategic load shaping to
minimize the need for capacity additions. The new distribution company's business planning
process can optimize utilization of existing assets with information gathered from CARS.
Significant annual capital expenses for distribution transformer replacements may be
averted through application of CARS information,

The bulk of transformer failures are due to repeated overloads. If CARS is used to analyze
and proactively manage transformer replacements prior to failure, a majority of overload
failures could be averted. This means that transformers can be replaced, when necessary,
on a straight-time basis and need not be repaired since they have not failed. Not
incidentally, a significant number of unplanned customer outages will be avoided annually.

Extended Transformer Life - Transformer life will be extended. In addition to severe
overload failures, this type of proactive distribution plant management will minimize
overloading. Any overloading shortens the life of the transformers. Fewer failed
transformers will be reworked in Duquesne's shops. Many transformers are repaired in the
shop annually. Less labor will be required since this number would be greatly reduced.

Power Outage Management - Annual system disturbances cause lost revenue due to
unplanned outages of this type. Minimizing outages due to failed distribution transformers,
along with quicker restoration through improved outage information should reduce annual
lost revenue significantly.
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Load Research - Currently, there are approximately 300 [oad research meters manually
read by field meter service technicians. CARS will provide access to these and many more
meters automatically to greatly enhance the distribution company’'s load research
capabilities, while eliminating the manual reading efforts.

System Load Control - Duquesne experiences a needle peak of about 400 megawatts
during summer months. This requires a potential reserve of 400 megawatts to supply an air
conditioning ioad that is only needed for approximately one percent of the total time in a
year. CARS will provide an information platform that supports the distribution company’s
ability to incrementally improve power system capacity load factor through customer demand
control, on an as-needed basis as customer demand versus system capacity tightens.

SYSTEM ADVANCED ELECTRONIC METERING CAPABILITIES

Through the CARS project, new automated functionality will be available to enhance service
reliability to Duquesne’s customers. This higher level of service reliability was not possible
prior to the installation of new advanced electronic meters. Features of new electronic meter
technology that contribute to increased service reliability include system service tests,
instrumentation and power quality monitoring.

System Service Tests - System service tests are performed to check the validity of the
electrical service as wired to the meter. Advanced electronic meters can verify the service
type, phase rotation and validity of phase voltages; it also determines whether the phase
currents are reasonable.

Service Voltage Test helps to locate misapplied or incorrectly wired voltage transformers
and aids identification of open or missing line-side fuses.

Service Current Test - A test of the service current can also be scheduled. When current
on any phase falls above or below the programmed limit, when current is negative or missing
on any phase, or when the power factor is outside the preset limit, the meter will provide a
service error code.

Instrumentation - Instrumentation provides instantaneous displays of metering values
which will enable Duquesne Light to analyze the customers’ electrical service at the moment
of delivery. Service instrumentation and power monitoring information will provide Duquesne
Light with the unique capability of performing site diagnostics and service checks locally at
the customer site and remotely using data collection capabilities of the CARS system.

Power Quality - Advanced electronic meters can monitor circuit parameters on a cyclical
basis, 24 hours per day. With system power quality monitors (PQM) advanced electronic
meters can monitor voitage, current and total hamonic distortion (THD) for variations
outside pre-selected threshold limits. Every time conditions fall beyond these parameters in
1, 2 or all 3 phases, the incident will be noted in an event counter and an event timer.
Separate event counters and timers are available for each of ten power quality monitors.
Event counters keep a cumulative count of how many times each parameter was exceeded;
event timers give the total elapsed time for each parameter.
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For further study of power quality issues, an advanced electronic meter can record a date
and time stamp when any of the monitored quantities exceed a programmed threshold, and
again when the event returns to normal conditions.

Momentary Voltage Sag - One power quality monitor that will significantly benefit customer
service reliability is dateftime stamp of momentary voltage sag. Since voltage sag may be a
reduction in voltage for only a few line cycles, the advanced electronic meter monitors each
phase voltage on a continual basis, measuring the rms voltage every two line cycles. This
permits the recognition and recording of events occurring when the voltage drops below a
specified threshold for two cycles or longer. A maximum time.duration provides a dividing
line between short duration sags and longer term iow voltage conditions.

Advanced data collection and analysis tools provided by CARS enable dynamic graphic
interpretations and display of power quality and power measurement data obtained through
end point devices located at customer premises served by the distribution company. The
chart of advanced electronic metering capabilities identifies the features that are integrated
into the CARS system. In addition to consumption information needed for revenue billing,
the electronic meter and end point devices provide timely access to critical information
needed by the distribution system to meet customer expectations for reliable service in a
competitive energy market.

ADVANCED ELECTRONIC METER CAPABILITIES

5 CUSTOMERE v 2 RELIABILITY,OF 2
e

. Instrumentatmn

~ Service Voltage Test

—  Service Current Test

— Per Phase Voltage

~ Per Phase Current

— Per Phase Voltage Phase Angle

- Per Phase Current Phase Angle

— Per Phase Power Factor

— Per Phase Power Factor Angle

- Per Phase Watts

— Per Phase VARS

— Per Phase VA

— Per Phase Total Harmonic Distortion for
Voltage

— Per Phase Total Harmonic Distortion for
Current

- System Line Frequency

— System KW

—~ System KVAR

- System KVA
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<

ANENENEN
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° Power Quéhty Momtors (Event Counters and_—

Timers)
- Momentary Voltage Sag
— Service Voltage Test
- Low Voltage Test
— High Voltage Test
— Reverse Power and PF Test
— Low Current Test
— Abnormal Power Factor
— Second Harmonic Test DC
— Total Harmonic Distortion for Current
— Total Harmonic Distortion for Voltage
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Power Quality Event Logs

— Time/Date of Extended Outages

- Time/Date of Test Mode Events

— Time/Date of Time Change Events
— Time/Date of Demand Resets

— Time/Date of Voltage Sags

QOutage Callback

QOutage Restoration Notification

Power Quality Output Alarms
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Load Contro! Relay Outputs (Time and Data)

AN

Reverse Energy Flow Warning

Demand Overload Warning

<
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Consumpticn Measurements
— Total Real Energy (KWH)
— KW Demand

— Total KVARH (Quadrants I, [l, Il and V)

-  Total KVAH

— Cumulative KW Demand

- Load Profile Data Recording
— TOU (4 or 5 Rate)

= Cumulative Energy for Each TOU Rate

Period

= Maximum Demand With Its Date and Time

for Each TOU Rate Period

= Cumulative Demand for Each TOU Rate

Period

= Separate Demand Thresholds for Each

TOU Rate Period
— Programmable Demand Threshold

-~ Programmable Demand Forgiveness After

Power Qutage
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- Installation Warning Flags
= Voltage Transformer Polarity
= Current Transformer Polarity
= Service Wiring

- Site Diagnostics

— Power Relationship Graphs

— Harmonics Graphing Software

— Pbasor Graphing Software

75 ol YT o
R-E“-f's-; ey N&k"

iy

ASANENENENENEN

RN

NEW BUSINESS PROCESSES

CARS implementation will bring about a significant improvement in the distribution
company’s ability to connect new services to power distribution networks in a timely manner
and to cancel old services no longer required by the customer. When linked with the
Company’s Work Management System, new services will automatically be scheduled for
installation of CARS system meter devices and will support the Company’s goal of providing
new service connections within 48 hours. Once connected to the CARS system, a customer
will be able to receive enhanced meter data and other benefits such as timely processing of
canceled service and eventually new energy management applications.

New Service Diagnostics

Customers equipped with advanced metering devices can initially and periodically check the
service wiring to make sure it is accurate. This feature increases the quality of electricity
service by reducing the potential for installation errors or subsequent tampering situations
that could otherwise go undetected.

Instrumentation Readings

More sophisticated commercial and industrial customers can receive very accurate, key
engineering units of the electricity flowing through the wires. This data is useful to both the
utility distribution company as well as the customer when setting up new business
processes. Today it is not uncommon for industrial customers to pay energy management
companies to provide this kind of information.

Power Quality Diagnostics

Advanced metering power quality diagnostic software can provide key indicators for help in
troubleshooting new services with known power quality problems. The software will
communicate directly with the meter -- either locally or over a modem. This software also
provides visual indication of the accuracy of the wiring and meter application at the
customer’s site.
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V. CUSTOMER SERVICE BENEFITS

Many of the features provided through CARS system implementation will have significant
customer satisfaction benefits. Customer service representatives will be able to provide a
wide range of information obtained through the distribution company’s integrated system
network. Once connected to the network, a customer's meter can become a valuable
source of information for monitoring energy use and ensuring that power conditions are
satisfactory for equipment operated on the distribution network for business or home use.
Some applications which will become available through the system that will enhance
customer satisfaction are as follows:

Daily Read Functions

Virtual Disconnect Usage Alarms
Billing Cycle Selection
Time-of-Use Rates

lLoad Profile Information

Consumption Meter Reading
On-Request Reads

Tum On/Offs and Dual Service Orders
Group Summary Billing

Internet Access to Data

Energy Management

In addition, the benefits of improved outage detection and restoration described above will
also contribute significantly to improved customer satisfaction through a reduction in the
number and duration of outages experienced by custorers on the Company's distribution

lines.
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I Purpose

The purpose of this document is to identify the interfaces with participating customers
and suppliers and the procedures for transferring and communicating information.

Il. Qualifying for the Duquesne Light Customer Choice
Pilot Program

Suppliers wishing to participate in Duquesne’s Pilot Program must request participation
and provide satisfactory documentary evidence of certification or licensure by the
Pennsylvania Public Utility Commission (PUC). Requests and documentation should
be sent to: Robert A. Irvin, General Manager, Duquesne Light Company, Systemn
Operations Unit, 2839 New Beaver Avenue, N2-SO, Pittsburgh, PA 15233.

Participating Suppliers who wish to purchase transmission service from Duquesne will
need to execute a Service Agreement under Duquesne's Open Access Transmission
Tariff.

i1l. Customer and Supplier Selection

During the customer participation management process, several events can occur that
will require communication and coordination with suppliers. These events are
described below.

A. Identifying Selected Customers

Once customers representing approximately five percent of Duquesne Light Company’s
non-coincident peak load have been randomly selected from the pool of customers that
expressed interest in participating during the open enrollment, a file will be developed
and made available to participating suppliers by Advantis mailbox. Information
regarding Advantis is available by calling 1-800-727-2222. This ASCII file will contain
the name, service address, mailing address, telephone number and customer type for
each selected customer who did not expressly restrict the release of their information to
suppliers. See Appendix A for the Eligible Participants File description.

In addition, this list of selected customers is available on a secure web site,
www.dlcopilot.Im.com, as of Monday, October 13, 1997, to PUC licensed suppliers only.
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B. Changing from Duquesne to an Electricity Generation
Supplier

1. Customer Oral Confirmation

Duquesne will change a customer to an electricity supplier through direct
oral confirmation with the customer if the customer is properly identified
by:

Name

Address
Social Security Number (if in the Duquesne customer record)

Present Supplier (for initial change this will be Duquesne)

Proposed Supplier
Duquesne Account Number

2. Customer Written Authorization

Duquesne will change a customer to an electricity supplier through written
evidence if the customer is properly identified by:

¢ Name
Address
Social Security Number (if in the Duquesne customer record)
Present Supplier {for initial change this will be Duquesne)
Proposed Supplier
Duquesne Account Number

Note: The customer will be advised to use the form in Appendix B -
Customer/Supplier Agreement Document.

3. Supplier Contact

Duguesne wilt change a customer who calls a supplier if the supplier
immediately transfers the call to Duquesne so the change can be initiated.
The electricity supplier may stay on the telephone for a three-way phone
call.

« [f the three-way phone call is unable to occur, the supplier will
give the customer Duquesne’s phone number so the customer
can initiate the change.

e Alternatively, the supplier may acquire written authorization from
the customer and provide this to Duquesne to initiate the
change.
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Suppliers should use the form in Appendix B - Customer/Supplier
Agreement Document.

4, Agent or Marketer Contact

e The proposed regulations offer similar options to agents and
marketers involved in the direct marketing of a supplier's
services. One exception is that for supplier initiated contacts,
immediate telephone transfers to Duquesne are prohibited. In
this case, the customer would have to make direct contact with
Dugquesne to initiate the change.

e Valid written authorization from an agent or marketer is
constituted by a document signed by the customer of record
whose sole purpose is to obtain the customer’s consent o
change electric generation supplier. Such written authorization
will result in Duquesne’s initiation of the customer’s request.

C. Customer Deselection

Any customer participating in the Retail Pilot may “deselect” from further participation
and return to Duguesne Light generation service at capped rates. Deselection must be
authorized by the customer and processed by Duquesne subject to the adequate notice
provisions to become effective as of the next scheduled meter reading date. These
customers will not be readmitted into the Pilot.

D. Changing Customers to a New Generation Supplier

Consistent with the above guidelines and subject to timely notification, Duquesne Light
will switch the customer to the new supplier at the next scheduled meter reading date.
Duguesne will assume that the customer has terminated the current supplier agreement
and has the capacity to enter into a valid agreement with the new supplier.

E. Customer Electricity Supplier Status

On a daily basis using the Advantis Mailbox, an ASCI! file of each customer change in
supplier, active or pending, will be delivered to each supplier. See Appendix C,
Customer Status File Format, for the file definitions.
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IV. Billing

A. Consolidated Billing

1. Supported Rate Structures

For the Retail Pilot, Duguesne Light will support a genération rate structure consisting
of a single price per kWh, a single price per kW and a fixed monthly charge, or any
subset of this structure.

2. Providing Rate Information
Suppliers are to provide Duquesne Light with their rate structures. Set forth below is
the rate structure supported by Duguesne for generation bifling during the Retail Pifot.
Rate schedules with greater complexity cannot be supported by Duquesne.

Supplier A Rate Plans

| Fixed
Price Per. | Price . [ Monthly
Supplier Rate Name kWh Per KW [Charge | RatelID

XXXXXXXAAXKXAXXXXXXXX | X XX¢ XX XX XX XX | XXXXX

il

Duquesne Light will establish a naming convention for the Rate ID with each supplier,
including a rate class, e.g. residential. Each Rate |ID must have a rate class. The Rate
ID is a five digit alpha-numeric field. The first two fields will be alphabetic, will be
unique to each supplier and will be assigned by Duquesne Light. The last three digits

will be numbered according to the rate class:
» Residential Rates will be designated through the 100 number series, i.e.,

100-198.

« Commercial Rates will be designated through the 200 number series, i.e.,
200-299.

* Industrial Rates will be designated through the 300 number series, i.e., 300-
399,
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The supplier will send by fax to Gwen Pielin at (412) 393-6119 or (412) 393-6157 the
Supplier Rate Name, Price Per KWH, Price Per KW (if applicable) and the Fixed
Monthly charge (if applicable). Duquesne Light will establish the naming convention for
the Rate ID with each supplier as described above and communicate this to the

supplier.

3. Processing Billing Data

For those customers who choose to receive one bill, Duguesne Light will calculate and
bill both the Electric Distribution Company {(EDC) and generation charges on the bill.
The generation charge on the bill will be calculated in accordance with the rates
provided to Duquesne Light by each supplier. Duguesne Light will provide each
supplier with a file detailing the results of billing for their customers on a daily basis.
These ASCI| files will generally be in the suppliers’ Advantis mailboxes by 6:00 AM the
morning following calculation of the bills. See Appendix D for the Billing Interface File.

4. ' Bill Format
A consolidated customer bill will include one section for the EDC portion of the bill and a
separate section for the supplier charges. The supplier's name will be presented at the
top of the supplier section. The supplier's name and phone number will be presented in
the message center. To avoid customer confusion, the pilot bills are formatted to
closely resemble the current bills of Duquesne Light. See Appendices E through G for
Residential, Commercial and industrial bilf formats.

5. Bill Messages

a) Required Messages
It is required that each supplier provide Duquesne Light with their customer service
telephone number. This telephone number will be printed on consolidated bills in the
message center.

b) Optional Messages
Duquesne Light will provide the suppliers with the ability to have up to four lines {forty-
five characters each) of bill messaging subject to PA Public Utility Commission

information requirements. Duquesne Light will support three levels of suppiier
messaging: global, revenue class and rate plan.

» Global Messages will appear on every bill produced for the supplier. For
example, internet web site information.

* Revenue Class Messages will appear on every bill for the supplier in the
designated revenue class.

e Rate Plan Messages will appear on every bill for the supplier in the
designated rate plan.

This messaging functionality provides each supplier with the ability to target messages
to specific groups of customers, subject to the appropriate approved Codes of Conduct.
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Multiple lines can be tied together to form one message.

It should be noted that if bill conditions require certain messages to comply with the
Chapter 56 or any other PUC regulations, some or all supplier messages may not be
presented.

The bill print process will attempt to fit supplier bill messages on the bill in the
following manner.

« First, Global messages will be processed. Any Global message that
will not fit on a bill due to space limitations will not be printed.

e Second, Revenue Class, e.g., residential, commercial, industrial
messages will be processed. Any Revenue Class message that will
not fit on a bill due to space limitations will not be printed.

» Third, Rate Plan messages will be processed. Any Rate Plan message
that will not fit on a bill due to space limitations will not be printed.

The supplier must provide Duquesne Light with advance notice of at least five business
days for new bill messages or changes, including deletions, to existing bill messages.
This information will be on a standard form similar to the one shown below.

(Supplier Name ) Bill Messages

Global | Rev Rate | Msg | Message
Class | Plan | No.

Each time a supplier changes their messages, the supplier will provide the above form
showing the most current messages to be applied to the bill. Any prior existing
messages will be replaced with the messages indicated on the form.
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6. PaPUC Chapter 56 Regulations

EDCs and suppliers are required to comply with the Chapter 56 requlations unless a
specific waiver is requested by the EDC or a supplier and approved by the Pa PUC.

Duquesne Light's consolidated billing processes are designed to comply with Chapter
56,

7. Account Balance and Budget Billing

For residential customers who choose consalidated billing, Duquesne Light will provide
both account balance and budget billing for both the EDC and the supplier portions of
the bill. See Appendix E, Residential Consolidated Bill Format.

a) Actual Balance Billing

For bill presentation purposes, the following rules will determine what appears in the
account balance box on the bill:

« [fthe account is an actual balance customer, i.e., the customer regularly pays the
account balance:

« if both the Duquesne Light account balance and the supplier account balance
are debits, the sum of the two balances will be printed in the account balance
(amount due) box

« If either the Duquesne Light actual balance or the supplier account balance is
a credit, but the other is a debit, the debit balance amount will be printed in
the account balance {(amount due) box

» If both the Duquesne Light account balance and the supplier account baiance
are credits, “NONE" will be printed in the account balance (amount due) box

b) Budget Billing
The supplier budget amount will be determined by applying the budget kWh as
determined by the Duguesne Light budget billing process thraugh the applicable
supplier's schedule.

For bilt presentation purposes, the following rules will determine what appears in the
budget box on the bill;

« |If it is the account anniversary date, the sum of the Duquesne Light and supplier
actual balances wili be printed in both the actual and budget boxes
« If the account is a budget customer, i.e., the customer requiarly pays the budget
amount:
« [f both the Duquesne Light budget balance and the supplier budget balance
are debits, the sum of the two balances will be printed in the budget box
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« If either the Duquesne Light budget balance or the supplier budget balance is
a credit, but the other is a debit, the debit balance amount will be printed in
the budget box

e If both the Duquesne Light budget balance and the supplier budget balance
are credits, “NONE" will be printed in the budget box

8. Estimated Meter Reading and Billing

Duquesne reads meters for billing purposes on a monthly basis using predetermined
schedules. Duquesne will generate estimated readings based on historical usage when
the customer's bill cycle cioses and no acceptable actual reading(s) is available.

For consolidated billing, estimated readings will be used to calculate both the EDC and
generation charges on the bill. For separate billing, the estimated reading data will be
passed to the appropriate supplier so they can perform their bill calculation.

B. Separate Billing by the Electricity Supplier

1. Providing Billing Determinants

Duquesne Light Company will provide metering services for all customers participating
in the pilot program. All meter readings will continue to be subjected to the existing
validation routines. Readings will not be forwarded to suppliers until they have been
successfully posted in Duguesne’s customer information system. [f readings are not
successfully posted before the billing cycle closes, estimated readings will be generated
by and provided to the suppliers.

For those customers who elect to receive separate bills (one from Duquesne Light
Company and one from the supplier), a file will be built for each supplier containing the
billing determinants that will be required by each supplier to calculate their bills. See
Appendix D for a description of the Billing Interface File.

Monthly meter readings for pilot customers will be provided by Duquesne Light
Company to generation suppliers for their customers in accordance with the existing
Duquesne Light meter reading and billing cycles. Duquesne will provide tota! kWh and
total kW consumption data to suppliers for each of their separately billed customers for
whom such data are available. These reading data will be either actual or estimated.
This information will be available to suppliers the morning after Duquesne calculates the
EDC portion of the bill.

Each participating supplier will be requested to maintain an Advantis mailbox to
facilitate the transfer of ASCII files between Duquesne Light Company and suppliers.
These ASCI files generally will be in the suppliers’ Advantis mailboxes by 6:00 AM the
morning following the calculation of the EDC portion of the bill. Duquesne generates
bills and processes payments on business days, Monday through Friday, excluding
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company holidays. Files will be provided to suppliers on Tuesday through Saturday.
Using this information, each supplier will calculate the generation portion of the bill in
accordance with their rates. See Appendix K for Company holidays.

V. Payment Processing

A. Partial Payment Order of Extinguishment

During the pilot, the following partial payment allocation order of extinguishment will be-
utilized:

« First, Duguesne Light utility receivables will be extinguished'

e Second, supplier receivables will be extinguished

« Third, any residual will be applied to the Duquesne Light Company utility
receivable balance and a credit balance will result.

Any deviation from this priority will require written instructions from the customer as
required by Chapter 56.

tf multiple supplier balances are outstanding, i.e., the customer has switched suppliers
at least once and has an arrearage with more than one supplier, the supplier portion of
the payment allocation will be applied to the oldest supplier balance first. Any residual
supplier payment allocation will be applied to remaining supplier balances oldest to
newest.

Note: It will not be possible for a supplier balance to become a credit balance as
a result of payment processing, with the exception of customer directed
payments. However, an account can achieve a credit supplier balance as a result
of a corrected bill or payment adjustment/correction.

B.  Providing Payment Data to Suppliers

For customers who have selected consolidated billing, Duguesne Light will process
cash for suppliers during the pilot. Suppliers will be provided with a daily transaction file
detailing payments received in an ASCI format. These files generally will be in the
suppliers’ Advantis mailboxes by 6:00 AM the morning following the processing of the
payments. See Appendix H for the Payment Processing Interface file.

' If the customer has an active payment arrangement with Duquesne Light Company, instead of
extinguishing the account's total outstanding balance, an amount sufficient to meet the payment
arrangement will be applied to the Duquesne Light Company payment arrangement balance.
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C. Retfurned Checks

When a check is returned by the bank for any reason, the check amount will be
reversed. The reversal will be posted to Duquesne Light Company receivables and
supplier receivables in the same manner as the payment was originally applied.

Returned checks will be included as debit transactions in the daily transaction file
described above. '

D. Payment Corrections

In the event that a payment is misapplied, the payment will be reapplied by Duquesne
Light's Customer Accounting Department. Such payment corrections will be included in
the daily transaction file described above.

E. Disbursement Of Collected Payments

On a daily basis, Duquesne Light will generate a report showing payments received,
returned checks, corrections and adjustments for each supplier. The report will net
these amounts, resulting in the amount to be disbursed to each supplier. Duquesne
Light's Electronic Commerce Department will receive this report and disburse cash
accordingly. The method of disbursement will be determined by the Electronic
Commerce Department on a supplier by supplier basis, e.g., check, wire transfer, ACH,
EDI, ete.

VI. Reconciling Customer Receivables - Duquesne Light
Company to Suppliers

As described previously, Duquesne Light Company will provide each supplier with a
daily ASCII file containing payment, returned check, correction and adjustment data.
This file will contain a header and a trailer record. The trailer record will contain various
control totals. Among these controf totals will be the total number of records and the
sum of the transaction amounts. Suppliers should verify that the file actually contains
the number of records and the total amount indicated on the trailer record.

The trailer record will also contain the sum of all the supplier's actual account balances.
The supplier should sum the actual balances for all Duguesne Light accounts on their
system and reconcile this sum to the amount on the trailer record. Any discrepancies
should be reported to the Supervisor of Billing and Accounts Receivable at (412) 393-
6169 or (412) 393-6106.
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VIl. Taxes

A. Unbundled Billing

1. Consolidated Billing

Each supplier must ensure that they (1) properly reflect the recovery of taxes in their
rates provided to Duquesne and (2) properly coliect and remit such taxes to the
appropriate taxing authority. The taxes to be included are itemized below.

a) PA State Sales Tax

The PA State Sales Tax that applies to the supplier
portion of the bill wiit be presented in the “Sales Tax” line
item in the supplier portion of the bill which includes both
PA State and Allegheny County Sales Tax

Tax rate is 6 percent

PA State Sales Tax calculated for the supplier portion of
the bill will be passed to the supplier in the billing
interface file

The exemption percentage will be applied to both the
Duquesne Light and supplier portions of the bill

b) Allegheny County Sales Tax

The Allegheny County Sales Tax that applies to the
supplier portion of the bill will be presented in the “Sales
Tax" line item in the supplier portion of the bill which
includes both PA State and Allegheny County Sales Tax
Tax rate is 1 percent

Allegheny County Sales Tax calculated for the supplier
portion of the bill will be passed to the supplier in the
billing interface file

The exemption percentage will be applied to both the
Duquesne Light and supplier portions of the bill

c) PA Gross Receipts Tax (GRT)

DUQUESNE LIGHT COMPANY

Required by Chapter 56

This will continue to be detailed only on residential bills
The sum of Duguesne Light Company and supplier PA
Gross Receipts Tax will be presented in the “Estimated
Gross Receipts Tax” box on the bottom of the bill.
Suppliers must include PA Gross Receipts Tax in their
rates, i.e., Duquesne Light Company will not calculate
GRT and apply it to the supplier portion of the bill, or,
“gross up” the GRT rate to recover the surtax portion.
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« GRT will be calculated in the following manner:
Calculated as 4.4 percent of the bill as follows:
« Supplier GRT = Supplier Bill Amount (including
GRT in rates, but excluding sales taxes) * 4.4
percent
« or Supplier GRT = Supplier Bill Amount (excluding
GRT and sales taxes) * 4.6 percent.
* The PA Gross Receipts Tax calculated for the supplier
portion of the bill will be passed to the supplier through
the billing interface file

d) Estimated PA State Taxes
= Estimated PA State Taxes will be calculated in the
following manner:
¢ Supplier Estimated PA State Taxes = Supplier Bill
Amount before taxes * Percentage Provided By
Supplier + Supplier Sales Tax (PA and Allegheny
County)

« ‘“Estimated PA State Taxes" represents all taxes paid to
PA?

» Suppliers must include all PA State Taxes (other than
sales tax) in their rates, i.e., Duguesne Light will not
calculate them and apply them to the supplier portion of
the bill

+ The Estimated PA State Taxes calculated for the supplier
portion of the bill will be passed to the supplier through
the billing interface file

2. Separate Billing

Since Duquesne Light will not be generating bills or processing payments on behalf of
any supplier for separately billed unbundled customers, Duguesne Light Company will
have no obligation or responsibility for taxes associated with such bills.

B. Tax Responsibility

The Electricity Generation Customer Choice and Competition Act, Section 66 Pa. Code
Section 2809 (C) (1) states in part:

2 Public utilities remit taxes including public utility realty tax (PURTA), corporate net income tax, gross
receipts tax and capital stock tax to Pennsylvania. Due to the unigue circumstances of each supplier,
Duquesne cannot compute an effeclive tax rate for purposes of computing the Estimated PA State Taxes.
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{(C) Financial Responsibility.

(1) In order to ensure the safety and reliability of the generation of
electricity in this Commonwealth, no energy supplier license shall be
issued or remain in farce unless the holder complies with all of the

following:

(i) Furnishes a bond or other security approved by the Commission, in
form and amount to ensure the financial responsibility of the electric
generation supplier and the supply of electricity at retail in accordance
with contracts, agreements or arrangements.

(ii) Certifies to the Commission that it will pay and, in subseguent years,
has paid, the full amount of taxes imposed by articles Il and Xl of the act
of March 4, 1971 (P.L.6, Na.2), known as the tax reform code of 1971 and
any tax imposed by this chapter.

(iv} Agrees that it shall be subject to all taxes imposed by the tax reform
code of 1971 and any tax imposed by this chapter. Failure of an
electricity supplier to pay a tax referred to in this paragraph or to otherwise
comply with the provisions of this paragraph shall be cause for the
Commission to revoke the license of the electricity supplier.

As discussed previously, suppliers should ensure that their rates recover all appropriate
taxes, including, but not limited to, Gross Receipts, Public Utility Realty (PURTA),
Allegheny County and any future tax that may be passed by the state legisiature. As
indicated previously, Pennsylvania Sales tax is a separately itemized charge.

To ensure such taxes have been paid, Duquesne Light reserves the right to secure
independent verification of compliance by any supplier with the requirements of the
appropriate taxing authorities. Duquesne Light will use any and all appropriate legal
remedies to recover any tax and related interest and penalties and costs of collection
which it must pay or incur on behalf of any supplier.

VIl Collection of Unpaid and Overdue Amounts (Draft)

For customers who select a single, consolidated bill, their electricity generation provider
will be responsible for collecting any unpaid and overdue amounts for generation
service. Payment arrangements are a method of collecting unpaid and overdue
amounts, and therefore, for customers who elect to receive a single, consolidated bill,
any such arrangements are the responsibility of the supplier.
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For those customers who elect separate billing, i.e., to receive two bills per month, the
supplier that bills their generation charges will be responsible for coltecting unpaid and
overdue amounts. As described previously, Duguesne will provide billing and payment
data sufficient to allow suppliers to collect unpaid and overdue amounts from their

customers.

IX. Customer Service

A. Customer Billing Inquiries

Duquesne Light Customer Service Representatives (CSR) will attempt to resolve
general questions pertaining to the supplier's portion of the bill when contacted by a
customer. If the Duguesne Light CSR is unable to satisfy the customer’s inquiry, the
customer will be directed to contact the supplier at the telephone number indicated on
the face of each bill.

B. Disputes & Dispute Resolutior’

1. Calls received by Duquesne Light Company

a) Consolidated Billing Inquiries

All customer inquiries and disputes received by Duquesne Light will be processed
by Duquesne Light. Duquesne Light will attempt to answer all customer inquiries
during the first phone cali. If the inquiry cannot be resolved, Duquesne Light wifl
initiate a dispute and notify the supplier®. The supplier must be notified in order to
suspend al! appropriate coliection activity as identified in Chapter 56. Electricheck
payments will be stopped until the dispute is closed. Duquesne Light will then
investigate the dispute to determine what corrective action is required, if any.
Corrective action may need to be taken by Duquesne Light, the supplier or both.
Once appropriate action has been taken, the customer will be notified, the supplier
will be notified and the dispute will be closed in accordance with the provisions of
Chapter 56. See Appendix | for a flowchart of the dispute process for consolidated
billing customers.

¢ Duquesne Light Billing Disputes
1. Notify customer

3 Chapter 56 dictates a 10 day waiting period. This means that collection activities (Duguesne Light and
supplier) may be suspended for up to 40 days.

* During the pilot, a daily list of opened and closed disputes wili be mailed or faxed to the supplier by the
Duquesne Light Company Customer Dispute Coardinator. This list will include all disputes opened or
closed on the preparation date for accounts currently supplied by the supplier regardless of billing aption

(separate or consolidated).
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Record the resolution in the customer record and close the dispute
Include in the daily list of opened and closed disputes which will be
mailed or faxed to each supplier by the Duquesne Light customer
dispute coordinator

W

e Supplier Billing Disputes

1. Duquesne Light will notify customer

2. The CSR will report the dispute to the Duquesne Light customer
dispute coordinator

3. The dispute will be recorded in the customer record.

4. The Duquesne Light customer dispute coordinator will mail or fax the
dispute report to the supplier

5. The dispute will be listed on the daily list of opened and closed
disputes which will be mailed or faxed to the supplier by the Duquesne
Light customer dispute coordinator

6. The supplier will resolve the dispute and notify the customer and
Duquesne Light customer dispute coordinator

7. Duguesne Light will record the resolution in the customer record and
close the dispute.

8. The dispute will be included in the daily list of opened and closed
disputes which will be mailed or faxed to the supplier by the Duguesne
Light customer dispute coordinator

+ Common (Duquesne Light and Supplier) Billing Disputes
The process is the same as that for Duquesne Light billing disputes.
b) Separate Electricity Supplier Billing Inquiries

All customer inquiries and disputes received by Duquesne Light will be processed
by Duquesne Light. Duquesne Light will attempt to answer all customer inquiries
during the first phone call. Customer inquiries or disputes directly related to the
electricity supplier bill will be recorded but referred to the electricity supplier for
handling. All other inquiries or disputes will be managed by Duquesne Light. For
those calls being handled by Duquesne Light, if the inquiry cannot be resolved,
Duquesne Light will initiate a dispute and notify the supplier’ . The supplier must be
notified in order to suspend all appropriate collection activity as identified in Chapter
56. Duquesne Light will then investigate the dispute to determine what corrective
action is required, if any. Corrective action may need to be taken by Dugquesne
Light, the supplier or both. Once appropriate action has been taken, the customer
will be notified, the supplier will be notified and the dispute will be closed in

° During the pilot, a daily list of opened and closed disputes will be mailed or faxed to the supplier by the
BDuquesne Light Company Customer Dispute Coordinator. This list will include all disputes opened or
closed on the preparation date for accounts currently supplied by the supplier regardless of billing option
{separate or consolidated).
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accordance with the provisions of Chapter 56. See Appendix J for a flowchart of the
dispute process for separate billing customers.

2. Inquiries from customers received by suppliers

a) Consolidated Billing Inquiries

Inquiries related to the charges for generation and related payments will be addressed
by suppliers. Any other inquiries must be referred to Duquesne Light at 1-888-393-
7100. '

b) Separate Billing Inquiries
Any inquiry related to the demand and consumption billed should be referred to
Duquesne Light at 1-888-393-7100.

X. Advanced Metering Equipment

Customers may acquire, at their expense, advanced metering equipment for
measurement of consumption and demand provided that :

o The equipment is consistent with Duquesne’s metering and communication
infrastructure and

« The metering equipment provides data sufficient to meet Duquesne’s needs
for load scheduling, supplier settlement and billing.

Due to processing constraints, Duquesne may not be able to use the additional data
available from advanced metering equipment during the Retail Pilot.

Xl. Cancellation Of Service

Customer participation in the pilot will be terminated upon cancellation of service.
Customers who have had their pilot participation terminated as.a result of cancellation
of service may re-register for possible participation at their new location in the event
Duquesne Light needs to re-solicit our customer base for additional participants at a
later date. Suppliers will be made aware of customer cancellations through the billing
interface file. All cancellations of service result in a final bill. Receipt of a final bill
transaction in the billing interface file will indicate a cancellation of service to the
supplier. Due to processing requirements a supplier may not be notified of a customer
termination of service for seven days in disconnect for non-payment situations.
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XIl. Customer Assistance Program (CAP) Customers

CAP customers who wish to participate in Duquesne Light's customer choice pilot will
be billed manually.

1. The CAP coordinator and Customer Accounting will maintain a list of the CAP
customers who are participating in the pilot.

2. Customer Accounting will manually calculate the Duquesne Light portion of the
unbundied bill (T, D, G%).

3. if the customer has seiected consolidated billing, Customer Accounting will manuaily
calculate the supplier portion of the unbundled bill.

4. The CAP coordinator will manually prepare a comprehensive bill including the
unbundled Duquesne Light and supplier amounts. These amounts will be provided
by Customer Accounting. This comprehensive bill will inform the customer of the
total amount due and will contain a coupon with no scan line.

5. For separate billing customers, Customer Accounting will fax the customer’s
consumption to the supplier.

6. For consolidated billing customers, Customer Accounting will fax the billing and
payment information to the supplier to provide them with information to manually
update their accounts receivable systems. '

Xill. Supplier Settlement Process
A. Background

The supplier settlement process in its simplest form is aimed at determining the amount
of load attributable to each customer and thus each retail supplier on an hourly basis,
and then reconciling these determinations with actual metered customer load and
supplier delivery schedule as they become available. The process involves the
matching of each supplier's hourly delivery schedule of electricity to the estimated
hourly consumption of that suppilier's customers, and settling the MWH electricity
imbalance. This process requires a reconciliation of data from many sources, as well
as the necessary time to collect and process these data.

B. Guiding Principles Underlying Duquesne Light’s Approach

Duquesne Light's general approach is to derive the supplier obligations based on the
best information available given the current technology, and within the constraints of the
pilot implementation schedule.
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Duquesne Light will use representative customer class load shapes, keeping careful
records, and reconciling as much as possible with actual meter readings. Duquesne
Light will use actual daily meter readings for residential customers and hourly load
profile meters on a representative sample of Duquesne’s customers:

e Daily consumption available for some customers. To the maximum extent
practical, Duquesne Light will make use of a new wireless metering service
currently being installed on its system. This system will facilitate the
measurement of actual customer usage on a daily basis during the pilot. For
other residential customers for whom the wireless metering system is not
available, and all commercial and industrial customers in the pilot program
Duquesne Light will have their meters read on a cyclical monthly basis.

« Representative hourly load profiles based on sample metering data.
Furthermore, Duquesne Light plans to use contemporaneous kilowatt-hour
readings from existing hourly load profile meters to develop representative
load shapes for pilot customers. These special meters are located
throughout Duquesne Light’s service territory and provide hourly data for a
sample of residential, commercial and industrial customers. If these data are
not available during the early stage of the pilot, Duquesne will use historical
hourly load profiles from 1996.

The combination of the new wireless metering service for some customers and a
representative sample of contemporaneous hourly load profiles will increase the
accuracy of Duquesne Light's settlement process. The difference between retail
supplier delivery schedule and customer load in every hour will be multiplied by the
energy imbalance rates.

C. Major Steps
1. Electricity suppliers submit schedules to System Operations. Suppliers will submit
informational schedules on a week-ahead basis and submit formal schedules on a
day-ahead basis.

2. Create representative load profiles for each customer class. Reading the load
profile meters for representative customer accounts will provide a sample of hourly

kilowatt-hour consumption patterns. These hourly load profiles will be developed for

each customer class.

3. Read customer meters. This will result in actual daily kilowatt-hour meter readings
for the residential customers with new wireless meters, and monthly kilowatt-hour
consumption for other residential customers, and all commercial and industrial
customers.
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4. Estimate customer usage by supplier. Using the estimated load shapes for each
customer class, and the meter readings described above, the amount of retail load

for each supplier will be estimated.®

* Aggregate kilowatt-hour readings by customer class for each supplier.
For residential customers with wireless meters, these will be daily kilowatt-
hour figures, and for all customers these will be monthly figures.

« Apply hourly load profiles to each rate class for each supplier. The
estimated load profile for each rate class will be used to derive the
estimated hourly consumption. These hourly kilowatt-hour figures by rate
class will be summed for each supplier to determine that supplier's
estimated MW hourly load obligation.

5. Calculate energy imbalance for each supplier. Energy imbalances will be settled
with each supplier in accordance with Open Access Transmission Tariff of the
Duquesne Light Company filed July 9, 1996 at FERC Docket ER 96-2573-000 (also
referenced at OA 96-56-000), as amended.

Due to constraints inherent in the collection of meter readings on a billing cycle basis,
the supplier settlement process is expected to lag the calendar month by at least thirty-
five days.

® Estimated usage by supplier for each hour will not be aggregated and reconciled to the total system load
during the Retail Pilot. This reconcilement will be performed during the Transition Period.
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A. Appendix A - Eligible Participants File

Header
Starting
No. Field Name & Description Position Length Type Comments
1 BEGIN-KEY {sorting value} 1 15 A
Spaces
2 EXTRACT-PARM 16 1 A
Value S = Supplier
3 FILLER 17 94
4 CREATE-DATE 95 10 A
5 FILLER 105 122 A
6 SORT-SUM-FLD-BREC 227 1 N Check for duplication
Value 0
Data Record
Starting
No. Field Name & Description Position Length Type Comments
DATA RECORD
1 ACCOUNT-NO 1 13 N The customer DLCo account
number.
2 CUST-NAME 14 26 A Last Name  X(15)
Name of customer associated with First Name  X(10)
the account Middle Initial X(01)
3 CODE-NAME-TYPE 40 1 A A - abusiness name
How the name is formatted B - an individual name
(last name, first name,
riddle initial)
4 CUST-NAME-2 41 26 A May consist of ; a person’s name;
The second name of an address. a company name or a location
name.
5 CODE-NAME-TYPE-2 67 1 A A - a business name
How the name is formatted B - an individual name
(last name, first name,
middle initial)
6 CUST-TYPE 68 1 A R - residential
Code that indicales type of customer. C - commercial
| - industrial
7 CUST-PHONE-NO 69 10 A
Consists of premise phone number
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Appendix A - Eligible Participants File Format - continued

Starting
Field Name & Description Positian Length Type Comments

No.

8 CUST-ADDRESS-LN1 79 33 A This field will contain the first line of the
Consists of premise street address premise street address, and will consist

of the following fields:
House Nurnber X(05)
Space X{01)
Address Prefix1 X{03)
Space X(01)
Address Prefix2 X{02)
Space X(01}
Street Name  X{16)
Space X(01)
Street Suffix X(03)

9 CUST-ADDRESS-LN2 112 9 A This field will consist of the following
Contains the 2™ line of the premise fields:
street address & will contain apt/bldg AddressLocation1 X{04)
info when applicable. Space X{01)

AddressLocation2 X(04)

10 CUST-ADDRESS-CITY 121 16 A
This field will contain the city in which
the premise is located.

11 CUST-ADDRESS-STATE 137 2 A
This field will contain the 2 digit state
code in which the premise is located.

12 | CUST-ADDRESS-ZIP 139 9 N
This field wili contain the 5 digit zip
code and the plus 4 in which the
premise is located.

13 | MAILING-ADDRESS 148 35 A This address is different from the
This field will contain the alternate premise address and is where the bill
mailing street address when and any DLCO material is sent.
applicable.

14 | MAILING-CITY-STATE 183 20 A
This field will contain the alternate
city & state.

15 | ZIP-CODE 203 9 N
This field will contain the alternate
Zip Code.

16 | KWH-LAST-12-MTHS 212 9 N The sum of the accounts kWh's far the

last 12 bills.

17 PEAK-KW-LAST-12-MTHS 221 6 N The account’'s peak demand over the

last 12 bills.

18 | SORT-SUM-FLD 227 1 N Checks for duplication
Value 0
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Trailer
Starting
No. Field Name & Description Position Length Type Comments
DATA RECORD TRAILER
1 END-KEY 1 15 A
999999999993 99 9
2 FILLER 16 11 A
3 RECORD-COUNT-EREC 27 7 N
Count of detail records excluding
header & trailer.
4 FILLER 34 169
5 FILLER 203 196
6 SORT-SUM-FLD-EREC 399 1 N Checks for duplication.
Value 0
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B. Appendix B - Customer/Supplier Agreement Document

DUQUESNE LIGHT COMPANY

CUSTOMER/SUPPLIER AGREEMENT
Customer Information

Duguesne Light Company Account Number

N Y Y O Y I A

Name (Last Name, First Name, Midd!e Initial}

N N O O B

Daytime Phone Number Evening Phoae Number

EEEREEDEEEEREEER RN EEN

Customer Service Address

House Number Street Name

LI L1 (T T T TP TPt d bl

Apt # or Fir Locstion

L1 1]

City State Zip Code

HEEEEREEREEEEE 1 LIt -1

Mailmg Address fLeave blank if same as Service Address)

Street

HEEEEERE RN
HEEEENEE NN

S gy

S A | L1 |

Generation Supplier Data

Supplier Name

AT PP PPt PPl rrry

Supplier Rate Please check the type of billing you would like to receive. Do NOT check both.

I | [ One bill each month from Duquesne Light

Two bills each month - one from the suppiier and one from Duquesne Light

Customer Signature:

(Date)
Authorized Supplier:

{Date)

We have entered into an agreement containing the terms and conditions af an alternate eleciric power source. We undersiand that under Duguesne Light
Company's Retail Pilot Program, billing will be rendered according to the rate and bill type selected abeve. Execution of this agreement cannot accur unfil this
completed form is received and processed by Duquesne Light Company.

Mailed this agreement to:
Duguesne Light Company
Customer Relations Department
30t Grane Street (16-1)
Pivsburgh, PA 1527%
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Appendix C -

Data Record

stomer Status File Format .

No.

Field Name & Description

Starting
Position

Length

Comments

1.

FILLER

1

1

Space

SUPP-ID - Supplier-1D
Unique identifier assigned by OLCO
to a supplier

2

10

REC-TYPE

12

A = Header
8 = Detail
C = Trailer

ACCQUNT-NO - DLCO Account Na.

Identifies the intersection between a
Customer and a Premise.

13

13

Composed of a 10 digit
Customer ID number
plus a 3 digit extension
which is increased by
one each time a
customer moves lo a
new premise.

b

DATE-START

26

10

CCYY-MM-DD

o

DATE-TERM

36

10

CCYY-MM-DD

CODE-CHOICE-STAT

46

2| 3| 3=

AC Active

CT Contract
Terminated

CC Customer
Canceled

MA Moved While
Active

MP Moved While
Pending

PS Pending Switch
PA Pending
Activation

RB Returned To
Bundled

RU Return To
Unbundled

o

BILL-CYCLE

48

The account's bill cycle.

READ-CYCLE

52

The account’s meter
reading cycle. This
number can be
correlated to the meter
reading schedule to
determine the account's
scheduled read dates.

10.

REVENUE-CLASS

56

The account's revenue
class.

401 Residential

421 Commercial (<20
kW)

425 Commercial (220
kW)

426 Industrial

441 Municipal Street
Lights

471 Borough Of
Pitcairn

1.

RATE-PLAN-NO

60

The account’s DLCo
rate plan.

DUQUESNE LIGHT COMPANY
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Appendix C - Customer Status.e Format - continued

12. SUPP-RATE-ID 63 5 The account’'s supplier rate
The supplier rate associated with the plan.
account.
13. CUST-NAME 68 26
The name of the customer
associated with the account,
14. | CODE-NAME-TYPE 94 1
15. ClUST-ADDRESS-LN1 95 33 This field will contain the
The premise street address. first line of the premise
street address, and will
consist of the fellowing
fields:
House Number X({05)
Space X(01)
Address Prefix1 X(03)
Space X(01)
Address Prefix2 X{(02)
Space X{01)
Street Name  X{16)
Space X{01)
Street Suffix  X(03)
16. CUST-ADDRESS-LN2 126 9 This field will consist of the
The 2™ line of the premise street following fields:
address. Contains APT/BLDG info Address Location X(04)
when applicabie. Space X(01)
Address Location 2 X(04)
17. | CUST-ADDRESS-CITY 137 16
The city in which the premise is
located. _
18. | CUST-ADDRESS-STATE 153 2
The 2 digit state code identitying the
state in which the premise is located.
18. CUST-ADDRESS-ZIP 155 9
The 5 digit zip code and the plus 4 in
which the premise is located.,
20. FILLER 164 36 Spaces
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Appendix C - Customer Status File Format - continued

Header
Starting
No. Field Name & Description Position | Length® | Type Comments
4
1. FILLER 1 1 A Space
2. HDR-SUPP-ID - Supplier-1D 2 10 A
Unique identifier assigned by DLCO
to a supplier.
3. HOR-REC-TYPE 12 1 A A = Header
B = Detail
C = Traller
4, HDR-PROCESS-DATE 13 10 A CCYY-MM-DD
5. FILLER 39 161 A Blanks
Trailer
Starting
Field Name & Description Position | Length | Type Comments
1. FILLER 1 1 A Space
2 TLR-SUPP-ID - Supplier-ID 2 10 A
Unique identifier assigned by DLCO
to a supplier.
3. TLR-REC-TYPE 12 1 A A = Header
B = Detail
C = Trailer
4, TLR-REC-COUNT - Total number of 13 9 N
detail records.
5. FILLER 22 178 A Blanks

* Length - n.d represents whole number with decimal positions
* Type - A - alphanumeric & N - numeric {all numeric types are signed numbers)
DUQUESNE LIGHT COMPANY
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Appendix C - Customer Status File Format - continued

Duguesne Light will provide each supplier with a file detailing accounts that have
left the supplier, joined the supplier or are pending a switch to the supptier on a
daily basis. These files will generally be in the suppliers’ Advantis mailboxes by
6:00 AM the morning following Duguesne’s nightly batch processing.

This file will be a major component of a supplier's load scheduling process. Ata
high level, suppliers should:

» stop scheduling load for accounts that have left
e start scheduling load for accounts that have joined
» begin projecting load requirements for accounts that are pending a switch to the

supplier.

This file will identify each account’'s DLCo read cycle and DLCo rate plan. These
two pieces of information will play a critical role in the suppliers’ load scheduling
activities. For accounts that are pending a switch to the supplier, the read cycle
can be used to determine the scheduled read date for the account. This is the
date on which the account will most likely begin taking power from the supplier.
Therefore, this is the date on which the supplier should begin scheduling load for
this account. By providing the rate plan for each account, the supplier will be
able to associate each account to a load profile in order to determine the
appropriate amount of hourly load to schedule.
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D. Appendix D - Billing Interface File
Starting
No. Field Name & Description Position | Length | Type® Comments
5
1 HDR-SORT-KEY 1 50 F No Data Supplied
2 HDR-DISTRIB 51 4 A ‘DLCO’
Distribution company 1D.
3 HOR-SUPP-ID (Supplier-ID) 55 10 A Supplier can confirm receipt
Unique identifier assigned by DLCO of appropriate files by
to a supplier. matching to assignec D).
4 HDR-CODE-BILL-METHOD 65 1 A
5 HDR-CODE-BILL-CPTION 66 1 A
DATA HEADER
5 HOR-DT-BILLED (Date-Billed) 67 10 A ccyy-mm-dd
Date bill was generated &
receivables posted.
6 HDR-TRANS-DT (File Creation 77 26 A Timestamp
Date)Date fite created that will be ccyy-mm-dd-
sent to suppliers. hh.mm.ss. XxxXxxx
7 Filler 103 598 A
Data Record
Starting
No. Field Name & Description Position Length | Type Comments
DLCO KEY
1 PREMISE-NO 1 10 N
This number is a unique DLC
identifier for the premise where
service is provided.
2 BILL-NO 11 9 N Only unigue within premise.
Sequentiat bill number from DLCO
system.
3 CODE-UTIL-TYPE (Utility Type 20 1 A E - metered
Code) Type of Service Code U - unmetered
4 1C-NO 21 4 N
5 BILL-ITEM-TIMESTMP 25 26 A Format:
Date and time item was created. ccyy-mm-dd-
hh.mm.ss.x0x
6 DISTRIB-ID 51 4 A ‘DLCO’
Distribution company ID.
7 SUPP-ID 55 10 A

Unique identifier assigned by DLCO
to a supplier.

DUQUESNE LIGHT COMPANY

> Length - n.d represents whole number with decimal positions
®Type- A- alphanumeric & N - numeric (all numeric types are signed numbers)
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Appendix D - Billing Interface F, continued

Starting
No. Field Name & Description Position Length Type Comments
SORT KEY
8 CODE-BILL-METHOD 65 1 A T - Passthru
Method of Bill Calculation. C - Complete Billing
Service
9 CODE-BILL-OPTION 66 1 A S - Separate
Customer’s billing option. | - Integrated
DLCO BILLING DATA
10 | SUPP-ACCT-NO 67 20 A A stand alone field with.a
The number assigned to the account relationship to one & only
by the supplier. one DLCO Account No.
1 ACCOUNT-NO (DLCO) 87 13 N It is composed of a 10 digit
Identifies the intersection between a Customer |D number plus
Customer and a Premise. a 3 digit extension which is
increased by one each
time a customer moves to
a new premise.
12 | CODE-BILL-TYPE 160 1 A A - Normal
Type of bill generated. B - Final
C - Charge Off
D - Initial
13 | CODE-BILL-ITM-TYPE 101 1 A B - Backout
Status of this bill item. C - Current
14 | CODE-COUNTY 102 2 A AL - Allegheny County
Used for determination of additional WE - Westmoreland Cty.
1% sales tax for Allegheny county BE - Beaver County
| customers only.
15 | DATE-ORIG-BILL 104 10 A Conditional - Only
The date of the originai bill provided onbackout bills
_ {ccyy-mm-dd)
16 | DATE-CURR-READ (Date of Current 114 10 A ceyy-mm-dd
Reading)
| 17 | DATE-PRIOR-READ 124 10 A ccyy-mm-dd
18 | NO-DAYS 134 4 N Days between meter
Number of days for this bill. ' readings
19 NO-MONTHS 138 5 N
Number of manths for this bill.
20 | KWH 143 9 N
[ Kilowatt-hour usage
21 OPT-KWH (Optional Kilowatt-Hour) 152 9 N The customer is given the
This field describes an alternate option of paying either the
energy usage amount for use in standard bill based on
determining a budget bill for actual or estimated meter
residential customers, reading{s) or the budget
bill amount based on the
calculated “Optional
Kilowatt-Hour" usage
amount.
22 | Actual KW (Demand) 161 7.2 N Used for Demand readings
on account,
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Appendix D - Billing Interface F’ continued

No.

Field Name & Description

Starting
Position

Length

Type

Comments

23

ADJUSTED-KW (Adjusted Demand
Usage)

The prevailing calculated demand
arnount used for bill pricing in
situations where minimum demand,
minimum charge based on demand,
percentage of contracted demand, or
maximum average charge pre-empt
calculating the bill based on the
actual metered demand usage.

170

7.2

If no Adjusted Demand Usage is
available, the Actual Kilowatt Usage
{actual metered demand usage) will
be replicated into this field).

24

CODE-READ-TYPE
Type of Meter Reading

179

A - Actual
E - Estimated

25

DATE-BILL-DUE (Payment Due
Date)

180

10

ceyy-mm-dd

SUPPLIER DATA

26

PRIOR-ACCT-BAL
Generation portion balance prior to
execution of this bill.

190

9.2

includes any payments and/or
adjustments occurring since the last
bill.

27

AMT-LATE-PYMT-CHRG
Supplier determined fate payment
charge applicable to generation
portion of the bill.

201

8.2

‘Not used at present time.’

28

AMT-ACCT-ADJMTS

Amount of any account receivable
adjustments made to the supplier's
portion of the account since the last
bill was issued.

212

g.2

29

AMT-ACCT-PYMTS

Amount of any account receivable
adjustment made to the supplier's
portion of the account since the last
bill was issued.

223

9.2

30

DATE-LAST-PYMT

Date the supplier portion of the
payment was applied to account
receivables,

234

10

ceyy-mm-dd

3N

AMT-CUST-CHRG
Flat account charge assessed by
supplier.

244

9.2

32

AMT-KWH-CHRG (Supplier Energy
Charge} Dollar amount reflecting the
charge for generation of energy.

255

9.2

33

AMT-KW-CHRG (Supplier Demand
Charge) Dollar amount reflecling the
charge for generation of demand.

266

9.2

DUQUESNE LIGHT COMPANY
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Appendix D - Billing Interface FQ— continued

No.

Field Name & Description

Starting
Position

Length

Type

Comments

34

AMT-STATE-TAX

State tax amount applied to the
generation portion of the customer's
bill.

277

9.2

35

AMT-COUNTY-TAX

County tax(where applicable) amount
applied to the generation portion of
the customer's bill.

288

9.2

36

AMT-CURR-BILL
Total amount of current bill exclusive
of any prior balances.

209

9.2

37

CURR-ACCT-BAL
New account balance including
current & past due charges.

316

9.2

38

Optional Account Balance

New account balance for ‘Budget
Billing’ charges including current &
past due budget billing charges.

321

9.2

Budget billing charges are based on
Optional KWH usage detailed in the
DLCO Billing Data.

39

OPT-CURR-AMT
Current month's ‘Budget Billing'
charges only.

332

9.2

40

EST-PA-TAXES
All ytility state taxes.

343

9.2

Calculated the same way as for
DLCO portion of the bill. {For hill
presentation purposes not tax
accounting.)

41

EST-GROSS-RCPT-TAX
Gross Receipt Tax.

354

9.2

Calculated the same way as for
DLCO portion of the bill, (For bilt
presentation purposes not tax
accounting.)

42

KWH-LTTR-OF-CR-DB

Energy usage amount affected by
letter of credit or debit as applicable
to the generation portion of the bill.

365

43

KW.LTTR-OF-CR-DB

Demand usage amount affected by
letter of credit or debit as applicable
to the generation portion of the bill.

374

7.2

DUQUESNE LIGHT COMPANY
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Appendix D - Billing Interface IQ- continued

Starting
No. Field Name & Description Position Length Type Comments

44 | AMT-LTTR-OF-CR-DB 383 8.2 N
Dotllar amount affected by letter of
credit or debit as applicable to the
generation portion of the bill,

45 | CODE-SUPP-RATE-ID (Supplier) 394 5 A (Format to be determined)
Internal code used to define the rate
siructure used for calculation of the
generation portion of the bil|,

46 | CODE-REJECT (Supplier) 399 1 A Space - No reject occurred.
Code indicating type of reject that R - Account rejected within the
occurred when processing the generation billing system.
Supplier's portion of the bill, K - Account rejected within the

DLCO portion of the bill.
47 BILL-MSG-1 400 45 A Messages 1 -5
Actual supplier message(s) printed
on the bill.

48 BILL-MSG-2 445 45 A

49 BILL-MSG-3 490 45 A

50 BILL-MSG-4 535 45 A

51 BILL-MSG-5 580 45 A

52 | DATE-CALCULATED 625 26 A Datestamp
When Supplier portion of the bill ceyy-mme-dd-hh.mm_ss.xxxxxx
processed. (Can differ from DLCO billing

date).

53 | CODE-BILL-MSG 651 5 A

54 | PRI-BILL-ACCT-BAL 656 9.2 N NOT INCLUDING any payments
Supplier's prior account balance after and/or adjustments made to the
the last bill. supplier portion of the account

balance since the last bill.

55 | Filler 667 34 A

Trailer
Starting
No, Field Name & Description Position | Length | Type Comments
DATA
1 TLR-KEY 1 50
2 TLR-DISTRIB-ID 51 4 A ‘DLCO
Distribution company 1D.
3 TLR-SUPP-ID 55 10 A
Unique identifier assigned by DLCO
to a supptier
4 TLR-CODE-BILL-METHOD 65 1 A
5 TLR-CODE-BILL-OPTION 66 1 A
6 | TLR-DT-BILLED 67 10 A ccyy-mm-dd
Date bill was generated &
receivables posted.
7 TLR-TRANS-DT (file creation date) 77 26 A Timestamp
Date file created that will be sent to ccyy-mm-dd-hh.mm.ss.xxxxxx
suppliers.
8 TLR-COUNT 103 7 N
Count of data records
9 Filler 110 591 A
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CHOICE CUSTOMER
123 MAIN ST

Appendix E - Residential Consolidated Bill Format

Date Prepared
Sep 01, 18XX

RATE (RSP) - Residential
Service

Account Number
1000-123-456-001

Ny . . .
o RET B

Duquesne Light Company Billing Information

|

Meter Read Information
Present: Mar 1, 19XX - Actual
Prior:  Feb 1, 18XX - Actuat
Difference
Your Meter Multipiier
Total kWh used

Electric Usage Bi-Monthly
kiwh

400,
1200
1000 |
"o,
6004
400_‘

3

—
APR IUN  AUG OCT DEC FEB

MAY JuL  SEP NOV JAN MAR

B Prior 12 Months[] Latest 12 Months

0500
0000
500
X 1
500

Prior Billing Information
Amount Of Last DLCo Bill
Payment Received: Feb 15 - Thank You

| Amount Owed From Your Last DLCo Bill

Current Charges
Customer Distribution Charge

Transmission Charge
Distribution Charge
Generation Charge

Pennsylvania Tax Adjustment
Customer Generation Credit

Customer Participation Credit

Current DLCo Billing Charges
Your Pledge To The Dollar Energy Fund

Total DLCo Account Balance

500 KWh @ X.XXX¢
500 kWh @ X.XXX¢
500 kWh @ X.XXX¢

500 KWh @ X.XXX¢

SXX.XX
- XX XX
XXX

XXX

XXX
XXX
XXX

XXX
-X.XX
XXX

$X0CXX
XXX

$XCXX

I_ Message Center

Supplier ABC Billing Information

-

For questions regarding the Supplier ABC

Prior Billing Information

portion of the bill, please call 1-800-555-4567. Amount Of Last Supplier Bill EXHXX

Generation prices and charges are set by the Payment Received: Feb 15 - Thank You XX XX

generation supplier that you have chosen. Amount Owed From Your Last Supplier Bill SX.XX

The Public Utility Commission regulates

retail transmission and distribution prices and Current Charges

services. Usage: 500 kWh From Feb 1 To Mar 1 XXX

For general information, please see the

reverse side of this bifl. Total Supplier Account Balance $XHXX

Your Total Taxes: About 14.3% of your Total Amount Due $300XX

total bill is for Federal, State and Local taxes.

Estimated Gross Receipis | Estimated PA State Taxes [.ate charge after PAYMENT BUDGET AMOQUNT

Tax Mar 20, 19XX DUE AMOUNT DUE
XXX FX XX XXX Mar 25, 19XX XX XX  or EXX XX

m'WMmm"Wm"i5.l'égég'Fé't'{i'r'ﬁ“(ﬁi';bodion V\-r-i-t-ﬁ'-;b"i.nr pay-rhent. ................................................................................
YCU MAY PAY EITHER AMOUNT
Account Number SHXXX XX XX
1000-123-456-001 Amount Enclosed $ [T T 1 |

LR e e e e e e e e LA T A

CHOICE CUSTOMER

123 MAIN ST

PITTSBURGH PA 15212-0884

10001234560011 000000000000 00000000000C 000000000000
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Duquesne Statement No. 9

DIRECT TESTIMONY OF MARK G. KARL

I. Qualifications:
Q. Please state your name and address.
A My name is Mark G. Karl. My business address is 411 Seventh Avenue, P.O. Box 1930,

Pittsburgh, Pa. 15230 -1930.

Q. By whom are you employed and in what capacity?

A. [ am employed by Duquesne Light Company as a Senior Consultant, and [ am responsible for

managing Duquesne’s Integrated Resource Planning Department.

Q. Please state your educational qualifications.

A. I graduated from the University of Pittsburgh with a Bachelor of Science Degree in Mechanical
Engineering with an option in Aerospace Engineering. In addition, | earned a Masters Degree in
Business Administration (MBA) from the University of Pittsburgh Katz Graduate School of ‘
Business, where I majored in General Management with emphasis on Finance. I am a registered

Professional Engineer in the Commonwealth of Pennsylvania.

Q. Please describe your professional experience.

A I have more than fifteen years of diverse experience at Duquesne Light Company. [ have worked
professionally in a variety of assignments and functional areas within Duquesne, including both
fossil and nuclear engineering; corporate and strategic planning; economic analysis; wholesale
power marketing; and integrated resource planning. In support of the development of
Duquesne’s integrated resource plan, and as part of my benchmarking analysis of Duquesne’s

strategic business units, [ have performed numerous economic analyses of Dugquesne’s
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generating facilities. As part of the development of wholesale sales proposals, 1 have developed
projections of operating cost and performance for new and/or refurbished generating facilities,
both internal and external to Duquesne’s current franchise territory. [ was involved in the initial
physical condition assessment of the Phillips Power Station in support of Duquesne’s efforts to
sell long term power to General Public Utilities (GPU), and I was Project Manager for the
assessment and reactivation project at the Brunot Island Power Station, also in support of the
GPU sale. Prior to my employment at Duquesne, | was employed for two years by the Space
Systems Division of Rockwell International Corporation as a systems engineer/ analyst working

on space shuttle flight control system software,

What are your current responsibilities?

| manage and participate in the development of Duquesne's integrated resource plan. I direct the
devetopment and submittal of regulatory filings regarding integrated resource planning and assist
in representation of Duquesne interests in regulatory proceedings concerning integrated resource
planning and related issues. I direct the performance of production cost and preliminary financial
analyses concerning proposals and projects involving power generation assets, and I participate
extensively in the development and analysis of Duquesne’s sales initiatives in the wholesale
power marketplace, from the sale of power up to and including the sale of assets such as the Fort

Martin Power Station.
Purpose of Testimony

What is the purpose of your testimony?
My testimony serves three main purposes:
a) I support the use of Duquesne’s hourly marginal cost curve as a known and
measurable surrogate for the true market price duration curve which, together with the
bid prices from Duquesne’s recent power sale solicitation, yields hourly market

prices. These hourly market prices are used in my production cost analysis for the
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period 1999 through 2005 (“Transition Period™), and are used by Mr. Lahtinen to
calculate competitive transition charges (“CTC”).

b) I support the forecast of production costs and generation output of Duquesne’s units
under the Integrated Resource Plan least cost planning scenario, which was provided
as input to Mr. Clayton’s generation cost of service analysis for the period 1999
through 2005.

¢) I support the forecast of production costs and generation output, by unit, for the
period 2006 through end of unit life, which was provided to Mr. Clayton as input to

his estimation of the market value of each of Duquesne’s units at year end 2005.
Introduction

Please describe the Integrated Resource Planning process used at Duquesne.

The resource planning process begins with the development of a 20 year load forecast. This
forecast is the product of a regional econometric model, which predicts future electric demand
and energy requirements as a function of economic performance within the market region. The
resulting electric forecast is weather normalized, to eliminate year to year variations in demand
resulting from changes in the weather. The electric forecast is then compared to Duquesne’s
current expected generating and load management capacity, and future resource requirements are
quantified as the difference between actual resources and expected demand. The next step in the
process is to conduct a technology screening study, to identify viable supply and demand
technologies to fulfill future resource requirements. Viable technologies are then assembled into

various alternative resource scenarios.

(P 3]
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Each scenario is analyzed using the PROMOD production cost analysis computer program.
PROMOD has been developed by Electronic Data Systems Corp., for use in the prediction of
electric utility production costs, and has been reviewed and accepted for this use by the
Pennsylvania Public Utilities Commission (“Commission™). The production costs generated by
PROMOD for each resource scenario are then entered into a corporate finance model, which uses
the production costs and capital requirements of each scenario to generate an annual revenue
requirement prediction. The chosen scenario is the scenario with the lowest twenty year net
present value revenue requirement. In the past, this lowest net present value plan was referred to
as the least cost plan, and the methodology was referred to as least cost planning. With the
inclusion of both demand and supply side resource options, the name of the planning process has

been changed to integrated resource planning.

Please describe the function of the PROMOD computer program.
A description of the function and operation of the PROMOD production cost analysis program is

contained in Exhibit MGK-1.

For how many years into the future does Duquesne plan?
Consistent with the requirements of the Commission, Duquesne’s resource plan extends for a

twenty year planning horizon.

Are these resource plans submitted to any regulatory commission?

On a yearly basis, every electric utility in the state, including Duquesne, must submit an annual
resource plan to the Commission. These annual plans detail each utility’s expected load for the
next twenty years, and detail the means by which the utility plans to serve load in its service

territory.

How are the resource plans reported to the Commission?
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State of Pennsylvania, 52 Pa. Code §§ 57.141-57.134, which governs the electric utility planning
process, includes specific requirements regarding the reporting of resource plans to the
Commission and to the public. In accordance with these requirements, Duquesne prepares and
submits an annual report which consists of three main parts: 1) an Executive Summary which
summarizes the report and its conclusions; 2) the Annual Resource Plan, which details the
selected plan, the alternate plans, the load forecast, and all relevant assumptions; and 3) the
Report Appendix, which includes supporting information and detailed information tables in a
prescribed format and aids the Commission in preparation of a summary report to the State
Governor. The informational tables in the Report Appendix are submitted to the Commission in
electronic spreadsheet form as well as on paper hard copy. Copies of the Integrated Resource
Plan are required to be submitted on or before May 1, to the Secretary of the Commission, the
Office of Consumer Advocate, the Pennsylvania Energy Office, and the Office of Small Business
Advocate. Informational copies are also submitied to the personnel of other State Bureaus and
Offices, and to other utilities in the State. In addition, as a public record, the report is available

to consumers and interested parties upon request.

What is the purpose of these least cost plans?
The purpose of these integrated resource plans is to ensure that electric utilities reliably provide

electric service to all customers within the franchised service territory at the lowest possible cost.

What is the difference between the analysis traditionally performed for Duquesne’s Annual
Resource Plan and the analysis you are presenting here?

The traditional annual resource plan analysis assumes Duquesne operates indefinitely as an
integrated utility, with a traditional obligation to supply bundled service, including generation, to
any party requesting service within the utility’s franchised territory. The focus of a resource plan
within this environment is to predict future customer requirements, and to build or acquire

appropriate generation resources which meet customer needs at the lowest reasonable cost.
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Future revenues for the utility would be set by the revenue requirement of the utility system

throughout the planning period.

With the onset of competition in Pennsylvania, utilities will no longer be in a position to operate
in the manner described above, but rather will operate as “price takers.” Operating as a price
taker seeking to maximize profit, Duquesne will operate its generation resources until the
marginal cost of operation of these resources equals the prevailing market price. This prevailing
market price will vary hourly, and will be set by the marginal operating cost of the last unit

dispatched to serve load within the market region.

As a price taker, Duquesne’s generation will effectively be decoupled from customer demand
within its existing service territory, since it is assumed Duquesne can always buy or seil at the
prevailing rarket price. Duquesne’s units will therefore be dispaiched to meet the market price.
If the market is able to meet Duquesne’s incremental load requirement at a lower cost than
Duquesne’s next available resource, Duquesne will buy at the market price. Conversely, if
Duquesne’s resources can produce at a marginal cost less than the prevailing market price, these
resources will be dispatched to their full availability or to the point where their marginal cost

equals marginal revenue, independent of Duquesne’s local requirements.

The analysis I am presenting here will predict future generation output and operating cost for
each of Duquesne’s units in that competitive price taker mode rather than in the traditional utility
obligation to serve mode of operation. Duquesne’s Integrated Resource Plan provides the
starting point for this analysis. All of the input assumptions, such as fuel prices and unit
availability, as well as any operating constraints used in Duquesne’s most recent Integrated
Resource Plan will be used here. The analysis wiil be divided into two parts, corresponding to:
(1) operation during the Transition Period (1999-2005); and (2) operation of Duquesne’s units

after the transition to competition is complete through the end of life of each generating unit.
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This analysis will therefore provide an estimate of the generating cost and output of each of

Duquesne’s units, operating as a price taker, over the remaining life of the unit.

The generation cost and output during the Transition Period are inputs to Mr. Clayton’s cost of
service analysis used to calculate an ending book value for generation at year end 2005. The
generation cost and output beyond 2003 through the end of unit life are inputs to Mr. Clayton’s
margin analysis used to compare an estimated market value to book value as of December 31,

2005.

How will this PROMOD analysis of generation output and operating cost be performed during
the Transition Period ?

As described in the testtmony of Mr. Irvin, Duquesne has recently completed the bidding process
for two forward market sales of electricity: a one-year sale and an eight-year sale. Prices
revealed in the eight-year sale are used to set the price level at which Duquesne’s units are
dispatched in this PROMOD analysis. Since the price of electricity varies hourly as a function of
regional load, the annual sale price for each year of the Transition Period is mapped into a set of
hourly prices using a price duration curve. This hourly representation of the market, for each
year of the Transition Period, is then entered into Duquesne’s PROMOD model as an exchange
transaction. By this I mean that the market is treated as both a buying and a selling opportunity

for Duquesne.

For each hour of the analysis, PROMOD will dispatch Duquesne’s generating resources on a
lowest incremental cost basis until either Duquesne’s service area load is met or the marginal
cost of generation equals the hourly market price. If Duquesne’s generation is able to meet the
system load requirement at an hourly price less than the market price, PROMOD will continue to
dispatch units and seil into the market until either Duquesne exhausts its available resources or
the marginal cost equals marginal revenue. Conversely, if the PROMOD dispatch reaches the

market price before meeting Duquesne’s service area load, the remaining load will be met
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through a purchase from the market and Duquesne’s generation whose marginal cost exceeds the

market price will stand idle.

Whether Duquesne will be serving all the customers in its service territory as a generation
supplier is not matenal as 1t 1S assumed there will always be buyers or sellers at the prevailing
market price. This function of the market effectively decouples Duquesne’s generation from
service territory load. This analysis will continue for each hour of the Transition Period.
PROMOD will accumulate, on a generating unit basis, hourly generation and operating cost.
This data is input into Mr. Clayton’s generation cost of service analysis. This process will be

described in more detail later in my testimony.

Why use PROMOD for this analysis? Wouldn’t it be simpler and more direct to just model the
Duquesne system on an hourly basis using a computerized spreadsheet?

A spreadsheet mode] could be constructed for each of Duquesne’s units which would simply
comnpare, on an hourly basis, the incremental operating cost of the unit to the market price. This
model could then decide whether or not the unit should operate for that hour-and would
accumulate revenue and costs accordingly. The problem is that such a model ignores a number
of real-world operating requirements and constraints that PROMOD is equipped to address. For
example, while the economics of the marketplace may dictate that a particular unit may run for
one or two hours then shut down, units are not operated this way in the real world. Most units
have minimum run times and minimum off times, costs are not linear with output, and unit
output 1s not continuously vanable. In order to minimize operating costs, a system operator may
choose to increase load at an operating unit even though the incremental cost of power at that
unit is higher than the first load block of a shutdown unit, if the power is only needed for a
transient peak. The operator chooses to pay a higher marginal cost for a short period rather than
incur the startup and shutdown costs of another unit. Much of the relative complexity of

PROMOD is due to these issues.
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An annual resource plan normally details any capacity additions planned by the utility to meet
future load requirements. What is Duquesne proposing in this regard?

During the transition to competition, Duquesne will maintain reserve generation sufficient to
serve generation customers within the franchised service territory. Duquesne will ensure
customers enjoy traditionally high levels of service reliability by effectively maintaining a 12%
generation reserve, through either direct operation of existing units or through purchase of
capacity as required. This level of reserves provides a margin over and above the required 6%
ECAR operating reserve requirement, and is also above the 8% reserve identified by ECAR in its
August 1996 “Assessment of ECAR-Wide Capacity Margins” as the reserve necessary to meet
the ECAR DSCR reliability criterion of 1-to-10 davs per year through 2005. The actual amount
of firm capacity purchases required to maintain a 12% reserve will depend on the number of
customers leaving Duquesne as a generation supplier (and the expected percentage of those
customers who will return). If, for example, slightly more than 9% of Duquesne’s customers
exercise choice by 2004, Duquesne’s remaining customers would enjoy a 12% reserve without

any purchased capacity.

How will reserve margins be dealt with in the future?

The planning reserve is an artifact of vertically integrated utilities which traditionally provided
bundled service. A traditional utility would forecast future requirements, and would build
capacity to meet those needs. In a competitive environment, capacity needs will be met through
choices which arise from free market forces. It would be imprudent of Duquesne to construct
new assets to meet a planning reserve requirement, on the expectation that all customers will
remain with Duquesne. Accordingly, during the Transition Period, when it appears that
Duquesne will fall below the targeted 12% reserve, firm capacity will be purchased at market

prices to achieve this target reserve level.

Does this mean that Duquesne is not planning to build any new generation facilities at any time

in the future?
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At present, Duquesne does not have any plans to construct additional generating facilities. This
does not mean, however, that Duquesne or a Duquesne affiliate or successor would not construct
new facilities. Any newly constructed facility would have to be profitable at prevailing market
prices. If prevailing market prices rise to the point where Duquesne, an affiliate, or a successor
believes a facility could be constructed which would be profitable at the market price, then such a
facility might be constructed. The decision process would be comparable to similar decisions

made every day by companies operating in a free market.

Duquesne’s generating units have operating lives which extend beyond the end of the Transition
Period. How are the generation, operating cost, market revenue and net margin calculated
through end of unit life?

Post-2005, the analysis of generation, revenue, and cost, is performed on an annual rather than an
hourly basis. It is conservatively assumed that since Duquesne’s generating assets are primarily
baseload facilities, they will be operated at any time they are available to be operated. The
annual operating capacity of each of Duquesne’s generating units, post 2005, is therefore
assumed to be equal to its equivalent availability. The annual revenue from each generating unit
is assumed to equal its generation output (calculated at a capacity factor equal to annual
equivalent availability) times the annual market prices provided by Mr. Schnitzer. Annual
operating cost and output for each unit is obtained from PROMOD programmed to dispatch units

at equivalent availability.

Why do you use an hourly model for the margin analysis during the Transition Period while
changing to an annual analysis after the Transition Period has ended?

There are several reasons for changing from an hourly to an annual analysis. During the
transition, market prices are essentially set by the marginal cost of excess generating capacity.
As a result, prevailing market prices during many hours of the year are below the operating cost
of many existing units. As Mr. Schnitzer explains in his testimony, he has made the

“conservative” assumption that the cost of new entry will establish a ceiling price for electricity

10
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by the end of the Transition Period. To be consistent with this assumption, we have assumed that
all Duquesne’s base load facilities will actually be dispatched at any time they are available post
2005. These assumptions are conservative in the sense that they will likely overstate the market

value of Duquesne’s generation for purposes of estimating stranded costs as of 2005.

Because the existing units will operate whenever they are available, it is reasonable to use an
annual capacity factor with an average load weighted price to calculate annual revenue. An
hourly analysis beyond 2005 would require the derivation of a new price duration curve, and
since the derivation of such a curve would be highly speculative, it was decided that an annual

analysis would be sufficiently accurate.

IV. Variable Operating Costs and Availability

Q. What are the key input assumptions used in your calculation of variable operating and production
costs?
A. The key input assumptions include fuel costs, variable operating and maintenance costs (0O&M),

and unit availability which is a function of both planned and scheduled outages. Also required
are fuel escalation rates and unit operational data such as heat rates, minimum loads, on and off

time requirements, dispatch blocks, and any specific unit operating constraints.

Q. What is the source of your fossil fuel price projections and what prices are used in your analysis?
A. Fossil fuel prices and projected escalation used in this analysis were obtained from the Duquesne
Fossil Fuel Department. Wherever possible the unit fuel prices used are derived from actual fuel
contracts with fuel suppliers, with spot price forecasts and forecasts of prices beyond contract
limits obtained from Energy Ventures Analysis (EVA), Resource Data International (RDI), and
Wharton Econometric Forecasters (WEFA). These forecasts are blended according to the
judgment of the Fossil Fuel Department and are then submitted for use in production cost

analyses. The Fossil Fuel Department is also responsible for developing forecasts of emission
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credit prices which are treated as a variable fuel related cost in the unit dispatch. Projected sulfur
credit prices are also obtained from EVA. The forecasts used in the preparation of this analysis

are set forth in Exhibit MGK-2.

What is the source of your nuclear fuel price projections and what prices are used in your
analysis?

Nuclear fuel prices and projected escalation used in this analysis were obtained from the
Duguesne Nuclear Fuel Department. Wherever possible the unit fuel prices used are derived
from actual fuel contracts with fuel suppliers, with forecasts of prices beyond contract limits
obtained from Energy Resources International, Inc. The forecasts used in the preparation of this

analysis are set forth in Exhibit MGK.-3.

What is the source of your annual inflation projection?
The annual inflation projection 1s used to escalate all non-fuel costs, such as variable O&M, used
in the analysis. These projections of annual Gross National Product Implicit Price Deflator were

obtained from Wharton Econometric Forecasters (WEFA) and are presented in Exhibit MGK-4.

What is the source of the unit availability data used in your analysis?

The unit availability data is based upon the most recent five year actual outage data. The forced
outage rate input into PROMOD is the five vear average unit equivalent forced outage rate.
Scheduled maintenance outages are obtained from the latest actual unit outage schedule
maintained by the Duquesne System Operations Depariment. Beyond the horizon of that actual
schedule, PROMOD uses an automatic maintenance schedule generation routine, which
replicates the outage frequency used in the actual schedule. The forced and scheduled outage

data used in this analysis are presented in Exhibit MGK-5.

What is the source of the unit Operating and Maintenance budget data and unit operating and

performance characteristics used in vour analysis?

12
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Unit O&M data is obtained from the Fossil and Nuclear Generation departments. The operating
and performance characteristics of each unit are obtained from the Duquesne Fossil Generation,
Nuclear Generation, and System Operations departments as appropriate. The data reflect real
world operating limitations used in the operation of Duquesne’s system, and in the case of
performance data, are the result of operational testing and record keeping. The unit O&M data
and unit summary performance data are discussed in the testimony of Mr. Nelson and Mr.

Duckworth for the fossil fueled and the nuclear units respectively.

Previously you stated that your analysis of Duquesne’s generating units extends through the life
of the each unit. How are these unit lives set?
For the purposes of this analysis unit retirement dates are set at the end of each units’ financial

book life. These unit retirement dates are presented in Exhibit MGK-6.

Price Duration Curve and Calculation of Generation Cost and Qutput During

the Transition Period

Given the production cost input data presented in the previous section, what other input data is
required for this analysis of unit generation and operating cost?

The production cost data input into PROMOD allows the program to calculate production cost at
any level of output. The level of output from each unit is a function of its operating cost as
compared to hourly market prices. Therefore, the key input is the hourly market price for each

hour of the transition period.

How is this hourly market price determined?
The basis for determination of market prices is the forward sale resulting from Duquesne’s RFP
as described in the testimony of Mr. Schnitzer. Mr. Schnitzer has derived an annual all-hours

spot price for each year of the Transition Period from the forward sale data. The resulting single
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annual all-hours price is mapped into an expected hourly market price using a price duration

curve or price shape for each vear of the Transition Period.

Describe what is meant by a price duration curve or price shape.

The price shape defines the relationship of the market price in any given hour to the all-hours
average price for the entire year. For this analysis the price shape is expressed as a series of
hourly percentages, with each percentage representing an hourly price as a percentage of average
price. For example, if the price shape value for noon on January 15 is 52% with a yearly average
price of $20/MWh, the predicted market price for this hour of this day would be $10.4/MWh. If
the price shape value for noon on June 135 is 128%, the predicted market price would be
$25.6/MWh. The price shape is a simple way of expressing the normal hourly, daily, and

seasonal variation in the market price of power.

What is the source of Duquesne’s price shape?

For this analysis, the price shape is derived from Duquesne’s 1996 measured hourly lambda,
which is simply the marginal cost of generation on an hourly basis. This choice is consistent
with economic theory which holds that the market will clear at the price where marginal revenue
equals marginal cost. Since Duquesne is already selling available generation into the wholesale
market whenever generation is available at a cost equal to or below the market price, it is

expected that Duquesne’s hourly lambda should track market prices fairly closely..

Is the same price shape used throughout this analysis or are different shapes used for different
years?

This analysis uses the 1996 price shape for all years of the Transition Period. Although, the price
shape will likely change over time as the current excess of capacity in ECAR comes back into
balance, forecasting the demand and supply trends would require speculation. Duquesne,
therefore, will rely on existing date.

Is there any other use made of the 1996 price shape you are sponsoring?
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Yes. Mr. Lahtinen uses the 1996 price shape and the market price from the one-year forward
sale in Duquesne’'s RFP to calculate pro-forma generation audits and CTCs for [999.
Prospectively, the use of the price shapes bv Mr. Lahtinen to calculate CTCs each year will use

updated price shapes during the Transition Period.

How do you use the price shape to convert the bid price into an hourly market price?

Mr. Schnitzer’s testimony has described the process by which he has used the results of
Duquesne’s forward sale of power to derive an all-hours spot price of electricity for each year of
the Transition Period. This all-hours price is simply the average market price at which a unit
could expect to sell power throughout the year. As I have described above, the price duration
curve is expressed as a percentage of the average yearly price. To calculate hourly prices, the
yearly all-hours price provided by Mr. Schnitzer is simply multiplied by the price duration curve
percentage for each hour of the year to yield hourly prices. This process is repeated for each year
of the transition, muitiplying the yearly all-hours price by the price duration curve. The results of

that analysis are a set of hourly market price estimates for each hour of the Transition Period.

Now that you have calculated an hourly market price for each year of the transition, how do you
calculate unit generation and operating cost?

The hourly market prices for the seven year Transition Period are entered into the PROMOD
production cost program as both a buying and a selling opportunity. As previously described in
Section III of my testimony, for each hour of the analysis, PROMOD dispatches generating units
on a lowest cost basis until either Duquesne’s native load is served or marginal generating cost
equals the market price. If the marginal cost of Duquesne’s generation reaches the hourly market
price before native load is served, the remaining load is served through a purchase from the
market. On the other hand, if Duquesne’s load is met before the marginal cost of generation
reaches the market price, PROMOD will continue to dispatch generation until either marginal
cost equals marginal revenue or Duquesne’s available generation is fully loaded. This process

continues through each hour of the study, and PROMOD accumulates the hourly operating cost
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and output for each generating unit, which are standard outputs from PROMOD. This data is set

forth in Exhibits MGK-7A and MGK-7B.

Does this analysis consider the costs associated with repeatedly starting and stopping generation
units mn response to market prices?

The reason PROMOD was used for this analysis is that the actual operation of Duquesne’s
system is more complicated than the simple economic dispatch described above. Large
generating units can not instantly start and stop in response to market economics, and the process
of starting a unit consumes considerable fuel and other resources. Generating units are incapable
of operating below minimum load levels. Likewise, the marginal generating cost is not linear
over unit output, and in fact, output itself is not increased linearly, but rather in a discrete series
of levels of output. All of these limitations and constraints are captured and considered in the

PROMOD analysis.

If units are constrained from repeatedly starting and stopping in response to market prices does
this analysis assume Duquesne’s generating system will operate in an uneconomic manner?

No it does not. The goal of the PROMOD dispatch logic, like the goal of a human system
operator, is 10 operate the generation system in the most economic manner possible. A human
operator, when considering the choice whether to start a shutdown unit or to increase output at an
operating facility, considers more than just the incremental operating cost of each choice. Before
incurring the cost of starting a unit, the human operator will make a judgment as to how long the
additional generation will be needed. If for example, this decision is being made late in the
afternoon, and the operator knows that load will decline quickly after the work day is over, the
operator may choose to increase output at an operating unit with a higher marginal cost than the
shutdown unit. This is the economic choice to make in this situation, and this is the way the
system is operated both in the real world and in the PROMOD analysis. A unit which could

somehow instantly start, stop, and change load levels all while operating at a baseload price

16
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would be in a position to extract maximum revenue from the market. However, no such unit

actually exists.

How are the unit output and operating costs used in Duquesne’s restructuring plan?

The analysis described in this section of my testimony yields hourly unit output and operating
cost for each year of the Transition Period. As described in the testimony of Mr. Clayton, these
outputs are used to calculate the cost of generation service throughout the Transition Period.
This cost of service 18 used in Mr. Clayton’s determination of Duquesne’s remaining generation
book value in 2005 assuming maximum acceleration of depreciation and amortization consistent

with earmning a fair rate of return.
Calculation of Cost and Market Revenue After the Transition Period

How has the analysis been simplified post-2005?

As described earlier in my testimony, the analysis uses an annual market price with generation
output based on umt availability. As described in Mr. Schnitzer’s testimony, the purpose of
calculating the post-2005 market value of Duquesne’s generation assets is to show that Duquesne
is entitled to a rate cap under Section 2804(4)(v). For purposes of this analysis, Mr. Schnitzer
has assumed that the cost of new entry in 2006 will set a ceiling on the market price. These price
ceiling estimates are used to estimate a range of market prices from which Mr. Clayton calculates

market value.

What are the inputs used in this post-transition analysis?

The inputs for this analysis are the range of annual load-weighted market price ceilings described
by Mr. Schnitzer in his testimony, unit fuel price projections, unit availability data, and the
annual operating and maintenance costs provided in the testimony of Mr, Nelson and Mr.

Duckworth.

17
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Is PROMOD used to calculate unit operating costs in this analysis?
Yes. As I indicated previously, the hourly market price target is set to an artificially high value

to ensure that the unit will operate whenever it is available.

How is generating unit revenue calculated in this analysis?

Generating unit revenue for the period from 2006 until the end of unit life is calculated by Mr.
Clayton on an annual basis. Annual unit capacity factor is assumed to equal that units’
equivalent availability. Annual generation is first calculated using PROMOD and provided as

an input to Mr. Clayton’s analysis. This data is set forth in Exhibit MGK-8A.

How do you calculate future generating unit operating costs for this analysis?

As with the analysis for the period through 2005, unit operating costs are calculated by
PROMOD. The model uses the fuel costs. operating and maintenance costs, and unit
performance and availability data previously described, to calculate annual unit operating cost
with the unit operating at its equivalent availability. These costs are set forth in Exhibit MGK-

7B.

How are the results of this post-transition analysis used in Duquesne’s restructuring plan?

This analysis accumulates unit generation and operating cost ont an hourly basis from 2006
through end of unit life. These hourly results are accumulated into annual values, and are
included in Exhibits 8A and 8B, which are inputs to Mr. Clayton’s analysis. Mr. Clayton
estimates the market value of Duquesne’s generation assets as of December 31, 2005. Those

calculations are described in Mr. Clayton’s testimony.

Does this conclude your testimony?

Yes it does.

18
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. . Exhibit MGK-1

1. INTRODUCTION

1.1 QOverview

The PROMOD HI® system is a computer, software package that simulates the operation of an .

electric utility power system. It is first and foremost a comprehensive production costing model
for projecting future operating costs. It can also be used to evaluate system reliability.

PROMOD I differs from less sophisticated production costing programs in its treatment of
generating unit forced outages. It is these forced outages that comprise the major factor in the
disruption of fuel budget forecasts, operating cost estimates, and projected utilization of high-
cost peaking and mid-range units. Since these outages are random and unpredictable, PROMOD
Il employs a special mathematical technique to properly consider their resultant impact on
fuel requirernents and operating costs.

Forced outages are treated within the program by a complete probabilistic model. Generating
units can be represented by a seven-state failure model to give explicit consideration to partial
. loss of unit capability and forced outages of varying severity. All possible failure states of
each unit are considered, in combination with all possible failure states of all other units, in
order to obtain the best possible forecast of expected foel consumption, operating costs, and plant
capacity factors.

For fuel budget applications and system planning studies, PROMOD Il will produce better
results than less sophisticated programs because of the comprehensive representation provided
for simulating detailed electric utility operations on an hourly basis while recognizing the
importance of generating unit full and partial forced outages. Without explicit recognition of
these forced outages, accurate recognition of fuel consmumption is not possible. PROMOD I also
serves as a generation reliability program, since loss-of-load hours and emergency energy
requirements are standard outputs. Both measures are needed to determine appropriate reserve

ievels.

PROMOD III has developed into the most effective tool for studying a host of problems
confronting utilities today:

Making Fuel Budget Forecasts

Examining New Plant Capacity Additions

Planning Nuclear Refueling Outages

Projecting Utdlity Operating Costs

Pricing Firm Power and Energy

Analyzing Fuel Conversion and Restricted Fuel Supplies
Investigating Demand-Side Management Programs
Projecting Hourly Marginal Energy Costs

Calculating Avoided Energy Costs and Cogeneration Rates

S & & &8 & & 8 @ @

PROMOD III (V303) i-1
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« Evaluating New Power Supply Technologies

In power system operations, the relative efficiencies (operating costs) of the generating units
are used to match generator output with electric demand in the most economical manner.
Numerous operating restrictions must be observed: spinning and quick-start reserve
requirements, minimum shutdown restrictions, limitations of the transmission network, and
deliverability restrictions of fuel suppliers, to mention only a few. These and other operational
considerations are explicitly modeled in the PROMOD III program. its strength lies in the
combination of probabilistic production costing techniques with detailed modeling of operating
considerations to produce realistic estimates of fuel consumption and operating costs. -

Critical user features include:

e Flexibility - PROMOD IH can simulate more generating unit types, utility system
characteristics, and operating modes than any other probabilistic production
costing program. The user can model various situations with as little or as much
detail as required. Computer run time can be controlled by selectively activating
only those modeling capabilities that are required for the study.

e Ease of Use - PROMOD I has a simple user interface that allows data to be
entered in any order. Input override capability fadilitates quick setup of change
case runs by selective replacement of base case data with changed values.

+  Cornvenient Reporting - PROMOD I produces a generalized data base from which
the user can obtain a wide variety of standard printed reports. The PROMOD II!
system includes post-processors that can transfer model results to corporate and

finandial models, and help the user build customized reports.

1.2  Basic System Description

Figure 1-1 is a simplified block diagram of the PROMOD III system. Basic inputs, shown on the
left side of the diagram, are generally described in Chapter 2, “Utility System
Representation”, and are described in detail in Chapter I, "Input Data™. Briefly, these inputs
fall into five categories:

* Generating Unit Data - unit types, heat rates, fuel types, capacity states, forced
outage rates, seascnal derations, maintenance requirements, minimum downtimes,
and penalty factors. Specialized data is required for nuclear, pumped hydro,
conventional hydro and combined cycle units. '

*  Fuel Data - cost, availability, and inventory information for various fuels used by
the generating units.

* Load Data - demand and energy forecasts, chronological load shapes, and levels of
interruptible load. Historical load data in EEI load data format can be directly

input to define chronological load shapes.

* Transaction Data - type, capacity, energy, availability, iming, and costs.

PROMOD IO (VI3) 1-2
SEFTEMBER, 1990
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Figure 1-1. PROMOD ITI Block Diagram
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« Utility System Operating Data - Operating reserve requirements, target
reliability levels, emergency power purchase costs, available tie support,

forbidden maintenance periods, and system-wide escalation rates.

Major outputs of the program, shown on the right side of Figure 1-1, are described and
illustrated in Chapter O, "Output Reports”. -

Figure 1-1 shows how the optional modules interface with the basic program and with each
other. These modules have been developed to:

s Model the behavior of unconventional generation resources, such as combined cyde
units or pumped storage plants.

+ Model utility system behavior under different operating modes, such as pooling
(multi-area dispatch), emission restricted “dispatch, and fuel supplies with -

limitations.

= Support studies by the rates (Hourly Marginal and Average Energy costs) and
marketing (Controllable and End Use Load Management modules) departments.

e Develop customized reports and pass PROMOD I results to other models and
databases (EXTRAC and Report Writer).

As shown in Figure 1-1, these optional modules usually require additional input data and
provide additional output reports. Optional modules can be installed with the initial delivery
of PROMOD I, or they may be added at any later time. The full set of optional modules
offered is given below. Modules denoted by an asterisk (*} are described in this manual. Other

modules have separate user's manuals.

Hourly Marginal Energy Costing Module
Hourly Average Energy Costing Module
Combined-Cycle Unit Module

Economy Energy Interchange Module
Limited Fuel Module

Nuclear Energy Allocation Module

Energy Storage Module (pumped storage)
Hourly Multi-Area Dispatch and Transmission Module (hourly interchange

L I T N I I R ]

accounting)

Multi-Company Reporting Module

* Environmental Dispatch & Reporting Module
End-Use Load Management Module
Controllable Load Management Module
Multi-Area Reliability Module

General Qutput Interface Module

With these capabilities, PROMOD I can be used to address a broad range of applications
within the electric utility industry:

* Production Costing - This is the prindpal application of the program.

* Fuel Budgeting - Analyses can be performed on the basis of fuel costs, fuel
requirements, fuel burns, inventory requirements or inventory values.

FROMOD I (V303) 1-3
SEPTEMBER, 1990



. . Exhibit MGK-1
Page 5 of 10

s Reliahility Analysis - The program computes the amount of unsatisfied customer
ioad (unserved energy) and the number of hours during which customer curtailments
occur. PROMOD 11 automatically determines the amount of additional generating
capacity needéd to achieve a user-specified loss-of-load hours target. If capacity
reserve levels exceed this acceptable service standard, then PROMOD, III will
determine the amount of surplus capacity which could be sold to neighboring

systems on a firm basis.

e Maintenance Evaluation - Alternate maintenance schedules can be analyzed for ..
their impact on production cost or systemn reliability. : -

o Generation Planning - Future capacity additions can be evaluated for production
cost savings and improved system reliability. Al types of generating unit
alternatives can be studied, including coal, oil, nuclear, combined cycle, combustion
turbines, hy<dra, and energy storage.

o Marginal Energy Cost Analysis - The program can report expected hour-by-hour
marginal energy costs and hourly loss-of-load probability, key inputs to rate design
studies. Interactive post-processing programs can be used in conjunction with these
outputs to drive time-of-day and seasonal rates. This application requires the
optional Hourly Marginal Energy Costing Module.

» Energy Storage Evaluation - The benefits of production cost savings and improved
system reliability from pumped-hydro, compressed air energy storage projects, and
battery storage can be determined. Selection of optimum capacity and storage
reservoir size, and utilization of multiple projects can be studied. These
evaluations require the optional Enetgy Storage Module.

e Evaluation of Contract Transactions - PROMOD III offers a number of modeling
options for purchase and sale contracts.

* Economy Energy Interchange Evaluation - PROMOD TII can be used to evaluate the
effects of economy energy interchange, or changes in the opportunities for such
interchange, on system operation, production costs and fuel consumption. The
optional Economy Energy Interchange Module is required. In this case, an hourly
price profile characterizes the neighboring systems’ incremental operating costs for
each month.

» Hourly Multi-Area Dispatch - When a number of utilities are operated as a pool,
integrated cperations can be analyzed with the PROMOD Il Hourly Multiple
Area Dispatch and Transmission Module. Centralized pool dispatch and the
exchanges of economy energy between areas are modeled recognizing the bulk
transmission network limitations. A flexible billing algorithm allows the user to
test proposals for allocating the benefits of centralized dispatch simply by
changing a few inputs. Using the Hourly Multiple Area Dispatch & Transmission
Module, studies can be performed for a utility member company within a pool as
weli as for the entire pool. In these instances, fuel budgeting, generation planning,
marginal energy cost analyses, energy storage economics and outside-system
transaction evaluations can all reflect the benefits of pooled operation. Most
im;::ﬁnﬂy, the effects of adding transmission capabilities between areas can be
studied.

PROMOD IO (V303) i4
SETTEMBER, 1990
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e lLoad Management - PROMOD III can be used to analyze load management
proposals at varying levels of detail. Overall daily, weekly, and seasonal load
management strategies of various types can be modeled with the basic program.
More precise study of modifications to user patterns (such as with hot water heaters
or air conditioners) can be performed using the optional End-Use Load Management
and Controllable Load Management modules. -

e Fuel Limitations - The effects of fuel supply limitations and contractual restrictions
on system operations and production costs can be anatyzed with PROMOD III using _
the optional Limited Fuel Module. Minimum burn requirements, maximum " 7’
available suppiy limits, take-or-pay contract provisions, maximum hourly
consumption rates (e.g., gas flow rates), and suspension of coal deliveries can be
modeled.

« Environmental Constraints - PROMOD IOI's optional Environmental Dispatch and
Reporting Moduie calculates the release of atmospheric pollutants from fuel burned
at utility plants. Restrictions can be imposed on the dispatch under varying
environmental constraints allowing the user to analyze the system effects and
direct costs which such conditions impose.

1.3 [ustration Of Probabilistic Modeling

At the heart of PROMOD III is a modeling technique which allows the explicit consideration
of randomly occurring forced outages, forced derations and postponable maintenance outages of
every generating unit and generation resource alternative. The probabilistic modeling
technique accounts not only for the effects of a unit's outages and derations on its own operation,
but also for the effects of a unit's outage on the operation of all other units in the utility system.

Probabilistic modeling is necessary from several standpoints:

1. Accurate prediction of peaking and mid-range capacity factors requires
probabilistic treatment.

2. Monte Carlo techniques require prohibitive computer run-times to obtain
statistically meaningful resuits.

3. PROMOD II's probabilistic technique, in effect, dispatches every possible
configuration of the generation system, from one unit on outage at a time, two units
on outage another time, and so on to the very unlikely but disastrous situation of all
units on simultaneous outage. The properly weighted average of all such
occurrences represents the best estimate of future operating costs.

4. Results must be repeatable from run to run. The probabilistic technique produces the
best -projection of the future; accurate forecasts are now possibie in reasonable
computer run tirnes.

A.simple example has been constructed below to provide an introduction to this technique. In
this example, there is a single hour’s load to be satisfied by two generating units. The value of
the load is 150 MW. The generating unit to be considered first on the basis of cost, has a

PROMOD I (V303) 1-5
SEFTEMBER, 1990
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capacity of 80 MW and an 80% probability of being available, while the second unit has a
capacity of 100 MW and an availability of 90%.

In Figure 1-2, the loading of the first unit is depicted. The unit may be either available fc?r
service (probability 0.8) or unavailable (probability 0.2}. In the event the unit is avijlable, it
will satisfy 80 MWH of load and leave 70 MWH remaining. In the event the unit is
unavailable, it will supply nothing and 150 MWH will remain. The expected generation of unit
1 is therefore 64 MWH, and the expected remaining load is 86 MW

In Figure 1-3, the loading of the second generating unit is illustrated. Because of the two
possible outcomes from the loading of the first unit, there are now four possibilities for the

loading of the second unit. The calculations show that the expected generation of unit 2 is 65.4
MWH and the expected remaining load is 17.6 MWEL

If more units existed, the number of outcomes would continue to expand exponentially. For
example, a relatively small system with 32 generating units would have more than 4.2 billion
outcomes. ‘

PROMOD I1I employs a computationally efficient algorithm that produces results identical to
those obtained with direct enumeration of all availability states.

The PROMOD I algorithms include much more than a multi-state version of the probabilistic
calculation illustrated above. The basic program contains dispatch logic capable of simulating
the effect of unit commitment and economic dispatch carried out under detailed utility
operating procedures as well as special computations for limited-energy resources including
fixed-energy transactions, hydraulic resources and fixed-energy thermal wnits. The economic
dispatch details have been deliberately omitted from the simplified discussion above. 54ll
further complexities in the calculations arise in the extended modeling capabilities of the

optional modules.

PROMOD [l combines probabilistic modeling with (1) the flexibility to analyze diverse types
of generating units and complex purchase and sale arrangements and, (2) the capability to
reflect real world utility operating procedures. PROMOD III can quickly suppty management
with accurate production cost estimates for a wide variety of generation expansion scenarios or
operational strategies and soon becomes an indispensable tool for the utility system planner and
operational planner. The probabilistic structure, detail and accuracy also make PROMOD I .
the perfect tool for related applications ranging from supplying cost information for use in rate
proceedings to analyzing the benefits of load management programs. PROMOD Il enables
utility system planners and operators to develop efficiently and accurately the ever-increasing
amount of information that is being demanded by management and by regulatory agencies.

Most importantly, the information is developed consistently from analysis to analysis. Users
derive additional benefit from the combined experience of the planning staffs of PROMOD IIT's
growing utility base. PROMOD III is continually maintained and enhanced by EMA, making it
responsive to new production costing applications and modeling requirements. The continuing
evolution of the program and EMA's commitment to keep PROMOD I as the industry standard
will extend its useful life indefinitely.

PROMOD OI (V30.3) 1-6
SEPTEMBER, 1990
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Figure 1-2. Probabilistic View of Loading One Unit
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Expected
Remaining
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0.8 x 70
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86 MWH

PROMOD III (V30.3) 1-6a
SEPTEMBER, 1990



_ SIUN OMYL, JUPBOT JO MmN dPSPIGEqOIY TE- ANy

Page 9 of 10

HMIN 921 © HMW v'89

Exhibit MGK-1

pvoy
Bujumpwey

ST XTOXZ0 O0XITO0YXYeOo MW 051

uoliBIeusp
. . . . U
0S X 60 X 20 00l X 60 X 20 miyon 0
Peo BuumEwey
MA 09
0L X L'0OX80 00X '0Xg0 super N
MW 0L M 091
10 d
8jqe|RANYN
@ 0
uo{IIOUDE /
8'0 0L%X 80 %X B0 MA 02 7
M 0L
_....i.i,A MW 007
peon WOeRWYD 603 Alj|1qu)juay ¥'0 = Aifjjquyeay
Bujujewoy po1oedxg MW 001 = Ayowden MW 09 = Ajondey MA 051
peioedag T un zun | Hun peo)

1-6b

PROMOD IIT (V30.3)

SEPTEMBER, 1990



150 MW

Exhibit MGK-1
Page 10 of 10

Unit 1 Unit 2
Capaclty = 80 MW Capacity = 100 MW
Avaltabllity = 0.8 Avaliabitity = 0.9

150 150
8O MW
80 MW
70 70
Remaining
o 50 4 load =
; Remaining 150 (0.2 —0.0)
< load= + 70 (0.1 -0.02)
150 x (02 - 0.0} + 50(0.28 - 0.1)
+ 70x{1.0-0.2) + 0(1.0-0.28)
- 86 MWH = 17.6 MWH
0 0
0.0 02 ) ¥ |.10 1.0
00 92 28
Unit 1 Generation Unit 2 Generation
= 150 — 86 = 86-176
= 64 MWH = 68.4 MWH

PROMOD III's Method Of Probabilistic Simulation

PROMODIIX (V30.7)
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Year

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

Fossil Plant Fuel Cost cents/ mmBtu

Cheswick

115.7
118.1
121.4
125.1
129.0
131.5
134.9
138.9
143.4
148.5
152.5
157.6
170.3
177.2
183.6
190.0
196.7
203.7
211.1
2185

Duquesne Light Company

Elrama

105.6
106.0
108.4
107.6
108.2
111.1
114.2
117.5
120.8
124.2
127.7
131.4
135.0
138.9
142.9
146.9
151.1
1554
159.7
164.4

Sammis

128.5
132.7
136.3
145.1
152.0
155.0
161.0
163.5
169.3
165.7
171.2
178.3
185.4
193.1
200.9
209.1
217.4
226.7
235.7
2458

Eastlake

133.9
119.8
121.5
125.1
128.7
132.6
136.7
140.6
144.83
149.4
153.7
158.3
163.2
167.9
172.9
178.4
183.5
189.1
194.8
200.6

Mansfield

159.4
164.0
161.0
108.8
107.5
110.1
113.3
116.5
119.9
123.3
126.9
130.5
1343
138.1
142.1
146.1
150.5
154.7
159.3
163.8
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SO2 Allow
$/ton
100
108
115
133
143
153
164
177
190
204
219
234
252
271
290
311
334
358
384
412



Year

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020
2021
2022
2023
2024
2025

2026

Nuclear Plant Fuel Cost cents/ mmBtu

Beaver Valley 1

47.24
45.11
45.39
44.00
43.72
45.85
45.48
46.22
49.82
49.92
51.86
53.98
56.11
58.42
60.92
63.32
65.82
68.40
71.09

Duquesne Light Company

Beaver Valley 2

40.00
41.60
42.07
43.39
4471

44.24
45.46
47.06
46.88

48.57
50.73

52.90
55.06
57.32
59.58
62.03

64.57
67.11

69.84
72.63

75.53

78.56
81.70
84.97
88.37
91.90
95.58

99.40

103.38
107.52

Perry

57.28
53.83
60.15
56.22
62.63
59.28
63.68
60.72
64.35
61.48
65.31
67.60
70.09
72.48
75.16
77.74
80.51
83.48
86.35
89.41
92.47
94.96
97.53
100.16
102.86
105.64
108.49
111.42
114.43
117.52

Exhibit MGK-3
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Spent Fuel
S/ MWHr
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
1.00
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Duguesne Light Company
Projected General Escalation Rate (GNP Deflator)
Year Yearly Price Increase (%)
1997 2.4
1998 2.5
1999 2.5
2000 2.5
2001 26
2002 26
2003 2.7
2004 2.7
2005 2.7
2006 2.7
2007 2.6
2008 2.6
2009 2.7
2010 2.7
2011 2.7
2012 2.7
2013 2.7
2014 2.7
2015 2.7
2016 2.7
2017 2.7
2018 2.7
2019 2.7
2020 2.7
2021 27
2022 2.7
2023 2.7
2024 2.7
2025 2.7

2026 2.7
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Duquesne Light Company
Projected Unit Equivalent Availability (Annual %)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Cheswick 67.6 804 808 774 841 808 708 774 841 808 775 841 707 774

Elrama 1 655 585 655 696 682 654 696
Elrama 2 564 587 480 599 587 563 599

Elrama 3 557 525 625 588 613 625 588

Elrama 4 657 779 704 704 779 600 704

Sammis 912 825 912 822 845 842 912 842 912 755 912 842 912
Eastlake 738 559 795 708 708 793 715 664 690 708 717 791 708 725

Mansfield 1 827 896 724 896 827 896 827 896 690 896 827 896 827 89.6
Mansfield2 850 920 779 885 850 920 850 920 744 885 850 920 850 920
Mansfield3 908 856 908 818 788 3838 908 838 908 870 737 838 908 838

Perry 935 832 935 832 935 832 935 832 935 832 935 332 93.5 83.2
Beaver 1 94.1 825 825 941 825 825 941 825 825 941 825 82.5 94.1 82.5
Beaver 2 825 825 941 3825 825 941 825 825 941 825 825 94.1 82.5 82.5

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Cheswick 841 808 774
Elrama 1
Elrama 2
Elrama 3
Elrama 4
Samrmis
Eastlake
Mansfield 1 690 896 827 896
Mansfield2 742 887 850 920 850
Mansfield3 908 746 861 838 90.8 838 90.8 908
Perry 935 832 935 832 935 832 935 832 935 832 935 832 935 935
Beaver ] 82.5 94.1 825 825
Beaver 2 94.1 825 825 94.1 825 825 941 825 825 941 825 825 941 941
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Duquesne Light Company
Book Life Retirement Dates - Nuclear Plants

Beaver Valley 1 January 2016
Beaver Valley 2 January 2026
Perry March 2026

Book Life Retirement Dates - Fossil Plants

Cheswick January 2015
Sammis January 2011
Eastlake January 2012
Elrama January 2005

Mansfield 1 January 2016
Mansfield 2 January 2017
Mansfield 3 January 2020
Brunot Island 1A, 1B, 1C January 2012

Brunot Island 24, 2B January 2013



Cheswick
Elrama 1
Elrama 2
Elrama 3
Elrama 4
Sammis
Eastlake
Mansfield 1
Mansfield 2
Mansfield 3
Perry
Beaver 1
Beaver 2

Cheswick
Elrama |
Elrama 2
Elrama 3
Elrama 4
Sarnmis
Eastlake
Mansfield 1
Mansfield 2
Mansfield 3
Perry
Beaver |
Beaver 2

1998
3272
541
436
533
990
1370
1110
1580
449
869
1343
3172
816

2012
4211

1382
404
877
1346
2790
934

1999
3599
459
458
473
1131
1215
827
1642
465
™
1191
2781
816

2013
4032

1789
482
719
1195
3172
8l6

2000
3647
517
373
572
1028
1326
1165
1344
395
845
1347
2790
934

2014
3828

1652
461
829
1343
2781
816

Duquesne Light Company
Projected Annual Unit Qutput (GWHTr)

2001
3528
544
466
531
1017
1212
1040
1698
454
759
1195
3172
316

2015

1769

. 500

808
1195
3137
931

2002
3830
537
462
558
1133
1232
1052
1567
436
730
1343
2781
816

2016

453
877

1346

§19

2017

808
1195

816

2018

875
1343

931

2005
3652

1271
1000
1738
490
787
1195
2781
816

2019

369
£195

816

2006
4197

1493
1120
1376
404
874
1343
2781
931

2020

1347

819

2007
4032

1236
1149
1789
481
839
1195
3172
816

2021

1196

931

2008
3876

1498
1166
1657
463
712
1346
2790
819

2022

1343

816

Exhibit MGK-7a
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2009
4195

1378
1286
1787
499
807
1195
2781
931

2023

1195

816

2010
3528

1474
1149
1652
461
875
1343
3172
816

2024

1347

934

2011
3865

1178
1789
500
808
1195
2781
816

2025

1343

816
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Duquesne Light Company

Projected Annual Unit Production Cost ($millions)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Cheswick 680 661 691 709 T2 754 845 Bl9 935 947 956 106.6 1100 1100
Elrama | 1.6 132 124 13.5 135 136 146

Elrama 2 102 1.2 116 118 119 1.9 127

Elrama 3 11.6 13.7 13.2 13.3 13.9 14.5 14.1

Elrama 4 202 238 219 229 251 248 247

Sammis 226 228 242 249 253 278 282 296 311 301 336 350 358

Eastlake 216 190 239 231 242 268 262 265 297 311 32.6 36.2 34.9 36.9
Mansfield 1 377 402 295 310 307 325 332 357 346 385 382 41.0 40.7 43.6
Mansfield 2 10.5 1.1 83 85 g4 89 9.1 29 9.7 10.5 16.4 1.3 11.2 12.0
Mansfield 3 19.3 187 149 149 154 150 171 16.2  17.8 184 18.3 8.8 20.8 19.8
Perry 253 275 251 289 305 304 321 319 337 336 362 359 386 38.3
Beaver 1 529 630 569 484 603 617 527 662 679 581 72.9 75.3 64.4 80.7
Beaver 2 178 17.0 137 166 169 14.8 18.1 185  16.1 198 205 17.9 22.0 22.7

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Cheswick 1202 1222 1223
Elrama 1

Elrama 2

Elrama 3

Elrama 4

Sammis

Eastlake

Mansfield 1 416 460 456 497

Mansfield 2 116 125 124 138 133

Mansfield 3 214 210 229 231 25.3 222 243 24.8
Perry 413 408 440 436 471 529 50.1 564 535 582 533 58.2 53.5 61.2

Beaver 1 836 714 894 756
Beaver 2 8.9 243 252 21.8 26.5 27.2 23.5 28.7 294 25.4 31.0 318 27.5 269
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REBUTTAL TESTIMONY OF MARK G. KARL

Overview
Please state your name and address.

My name is Mark G. Karl. My business address is 411 Seventh Avenue, P.O.

Box 1930, Pittsburgh, Pa. 15230 -1930.

Have you previously testified in this proceeding?
Yes. Isubmitted direct testimony (Duquesne Statement No. 9) and various
supporting exhibits (MGK-1 through MGK-7 ) with the Duquesne Light

Company August 1, 1997 restructuring filing.

What is the purpose of your rebuttal testimony?

My testimony has three main purposes. First, I respond to intervenor testimony
concerning their assumptions about the required level of planning reserves in
ECAR. Second, I respond to specific modeling issues raised in the intervenor
testimony. Third, I discuss the transmission constraints in the Duguesne system
that must be considered in any shutdown of the Elrama plant, as advocated by a
nurﬁber of witnesses. In addition to these purposes, I respond to a number of

miscellaneous issues raised in the intervenor testimony.

Planning Reserves in ECAR
A number of intervenor witnesses have modeled or forecast market prices based
on assumptions about the required or likely level of planning reserves in ECAR.

Is there a specific reserve margin required in ECAR?
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ECAR does not set specific reserve margins for its members, nor does it require
its members to meet reserve margin criteria, such as a "one day in ten years" loss
of load probability. ECAR is unlike PJM in this regard; in PJM, the member
utilities are required to maintain specific reserve margins that are assigned by the
pool. The planning reserves adopted by individual utilities within ECAR are
therefore simply that: planning reserve margins adopted by individual utilities,
not reserve margins required by ECAR. Traditionally, each utility set its reserve
margin at a level consistent with prevailing regulatory policies regarding the
appropnate level of reliability. The only mandatory generation reserve
requirement 1s the 6% ECAR operating reserve (comprised of 3% spinning and
3% supplemental reserve). This requirement was discussed in the direct
testimony of Mr. Irvin and the pricing of the associated services was discussed in

the direct testimony of Mr. Lahtinen.

How have the intervenors modeled the reserve margin requirements?

Mr. Smith for the OCA (p.4) models an 8% reserve margin as appropriate for
market projections. To do so he models the value of capacity as an adder to the
energy price based on the levelized carrying cost of a new combustion turbine.
Mr. Falkenberg adopts the same approach and uses 15%. Mr. Russel of MAPSA
does not explicitly model the effect of a reserve margin requirement but asserts

that a 12% reserve margin will be required,

The 12% to 15% reserves referenced by Mr. Russell and Mr. Falkenberg are
planning reserves which would typically be used by a regulated utility in the

development of a Resource Plan. As indicated, however, these reserve margins,
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III.

as it relates to ECAR, are not based on regional requirements. It is inappropriate

for these witnesses to assume that any particular level of reserves will be required
by ECAR in the future; it may be that ECAR permits the market to determine the
level of reserves that it is willing to pay for (with the exception, as indicated, of

the 6% daily operating reserves).

Dugquesne’s position with regard to reserves is similar to that of ENRON as
described in the testimony of Mr. Lynn Coles (pp.15-21). Competitors should
only be expected to provide spinning reserves, and the deregulated marketplace
should be allowed to set the planning reserve level. It is inappropriate to force all
suppliers to meet a ‘one size fits all’ reserve level, and it is incorrect to assume a
planning reserve level in the development of market prices where no such reserve

level 1s required by the region.

Modeling Issues and Limitations of Forecasting

Duquesne has argued in its direct case for a market-based approach. What
concerns do you have about the forecast approach adopted by the opposing
intervenor witnesses?

Mr. Schnitzer's direct and rebuttal testimony addresses the inherent limitations on
forecasting avoided costs and market prices. Mr. Schnitzer describes at length the
inability of forecasters to predict, with reasonable accuracy, future energy prices,
given the inability to predict changes in technology and other factors that material
effect those prices. I agree with those conclusions. My focus in this section is on
a related, but conceptually distinct, issue. To explain, it is necessary to

understand that Mr. Schnitzer's conclusions are valid whether or not he believes



forecasters are using the best data available (or even whether the best data
available has substantial flaws). His point is that no one can accurately predict,
using any data source, events 10 to 30 years into the future. My testimony
focuses, instead, on the inherent flaws or limitations in many of the data sources
available today, and particularly those that are utilized by the OCA and DIL.
Given the limitations in these data sources, I conclude that, even if one were to
desire a long-range forecast of electricity prices, the data sources relied upon by
these parties have substantial limitations, thereby severely limiting their utility in

forecasting electricity prices.

Both Mr. Smith for the OCA (p. 15) and Mr. Falkenberg for the Duquesne
Industrial Intervenors (p. 41) state they obtain unit availability data from the
NERC GADS database. Are there limitations on the usefulness of this data?

Yes. The problem with using this source is that the data for specific generating
facilities is not available from NERC, since the data is provided under a
confidentiality provision that states individual plant data will not be made
available without the written permission of the owner. As a result, the GADS
data is available only for groupings of ‘stmilar’ plants. The problem with this
situation is that it 1s nearly impossible to find plants/ units sufficiently similar to a

plant such as Elrama to accurately model its availability.

In the testimony of Mr. Smith for the OCA (p. 16) he uses a 75% annual
availability for both the Beaver Valley and Perry nuclear facilities. Mr. Kahal for

the OCA (p. 43) cites the low availability of these units as both a rationale for




closure, and as a potential area for improvement. Are these claims regarding
Duquesne’s nuclear units valid?

No. The nuclear operations units of both Duquesne and Centerior are engaged in
programs to improve the financial and operational performance of these units.
Mr. Duckworth has testified to the projections associated with both the Perry
Course of Action and with the Excellence 2000 prograrﬂ at Beaver Valley. Itis
particularly interesting, given the amount of testimony criticizing Duquesne for
supposedly neglecting to take performance improvements into account, that in this
instance Mr. Kahal has chosen to arbitrarily reduce Duquesne’s nuclear
availability projection to bolster his shutdown argument. In this analysis,
Duquesne has built high nuclear availability numbers into its case, and should
these units fail to meet these availabilities, the impact will be borne by

Duquesne’s shareholders through the minimum amortization commitment.

Mr. Falkenberg for DII (p. 35) states that his probabilistic model requires the
creation of a load duration curve. Does your analysis include such a curve and if
so what was the source of your data?

A load duration curve typically refers to the distribution of loads throughout the
year. Such a curve is a graph which depicts the number of hours in a year that
system load is expected to equal a given megawatt level. With a load duration
curve, the actual hourly, daily, and weekly variation in load is obscured, since
duration curves are typically developed on an annual basis. If a load duration
curve were to be used as input to a production cost simulation, the cost analysis

could only be conducted on an annual basis. In a traditional production cost
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simulation, a load duration model would produce results that would benchmark

reasonably well to more detailed models such as PROMOD.

While this analysis would produce reasonably accurate annual cost data, it would
not accurately predict the revenue derived from a competitive market. In
competition, it is assumed all operating generators would be compensated at the
hourly market price. Since there is considerable variation in the hourly price, 1t is
essential that an hourly model be used to capture the revenue each generator will
derive from the market. An annual model will not capture the actual variation of
on and off peak revenue both above and below the production cost line. This
simply comes down to the difference between a cost based versus a market based

analysis.

The PROMOD analysis presented in testimony uses Duquesne’s actual 1996 load
shape. The model converts the actual hourly load data into a percentage of peak,
and this shape is multiplied by Duquesne’s peak load forecast to develop
projected hourly loads. Duquesne’s analysis therefore uses a projection of actual

hourly loads derived from the 1996 load shape, not a load duration curve.

Why did Duquesne choose to utilize the actual 1996 load shape for this load
projection?

The competition statute required all data used in the calculation of stranded costs
to be obtained from ‘known and measurable’ sources, and directed that the most
current available data be used. Duquesne had considered various means of

deriving ECAR load and price shapes, but any such derivation would fail the
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‘known and measurable’ test. It was therefore decided to utilize the 1996 actual
hourly loads to derive the load shape, and to utilize the 1996 system lambda to
derive the market price shape. As addressed in my previous testimony, the hourly
lambda only set the price shape; the actual hourly prices were derived from

Duquesne’s forward sale.

Mr. Smith for the OCA (p. 15) uses an average of the 1995/ 1996 combined
Allegheny and Duquesne load shapes in his analysis. How does that shape
compare with the shape used by Duquesne?

Allegheny and Duquesne have very different {oad shapes. Allegheny has winter
peaking load while Duquesne has summer peaking load. Development of a
combined load shape requires an assessment of the individual customer classes of
each company, and the loads of each customer class should be aggregated together

to ensure that class load diversity is considered in the load projection.

Simply averaging two years together could also create a distorted shape. Since
load is strongly correlated with weather, the normal procedure is to adjust the
hourly loads for actual observed weather conditions. Most forecasters use an
algérithm which adjusts load up or down as a function of the number of degree-
days above or below normal. If loads were averaged over a number of years, the
result of the average should converge with the degree-day calculation, but a two

year average would not.

In addition, using the 1995 load shape in the development of a production cost

based market price projection would upwardly bias the market price projection.
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1995 was an all-time record load year for Duquesne and likely for many other
midwestern utilities. Since that year had many days with well above normal
temperatures, and as a result above normal loads, using that load shape would
over-utilize many intermediate and peaking load facilities. If that load shape is
‘locked into’ the analysis and projected forward, the resulting analysis would
predict higher than average load requirements and market prices. It appears that
Mr. Falkenberg for the DII may have ‘locked in’ the 1995 load shape, while it is

clear that Mr. Smith for the OCA ‘locked tn’ his 1995/ 1996 average shape.

Are there any other issues which must be considered regarding the choice of load
shape for this analysis?

Yes. The discussion in the above response regarding the issues of load diversity
and the need to address customer class load shapes was directed 1o the analysis of
the combined Duquesne/ Allegheny system by Mr. Smith. These issues are
significantly more important in the analysis of all of ECAR conducted by Mr.
Falkenberg. Although Mr. Falkenberg obtained his load data from ECAR, and
ECAR does attempt to correct for the effects of load diversity in its forecast, no
single unified load forecast for the ECAR region exists. The ECAR forecast is an

aggregation of all the individual company submissions.

Another significant caveat exists regarding the load shape used in this analysis. It

. 15 normal practice to use a single shape for the duration of a production cost study.

Strictly speaking, this is incorrect, since different customer classes grow at
different rates, and since each class has its own load characteristics, the overall

toad shape changes over time. Under traditional utility regulation this effect is not




a large problem, but as the market deregulates it is likely that different customer
classes will respond to retail choice in vastly different ways. The result is that
system load shapes are likely to change dramatically as customers respond to
opportunities in the marketplace. These changes are impossible to predict. By
using a static load shape to predict future market prices, the analysis fails to

capture the true nature of the deregulated market.

Is it correct that other important inputs into a production cost analysis are the heat
rate and the operating characteristics of the generating plants in the study.

Yes.

Are the heat rates used in the production cost analyses of Mr. Smith and Mr.
Falkenberg reasonable?

Mr. Smith uses the as-operated heat rates which he obtains from FERC Form 1.
He argues that this data reflects real world operating factors, and is the best
indication of the performance which can actually be expected from the unit.
While this argument has some ment, the problem with as-operated heat rates is
that they are only accurate for levels of output near those in the year the data was
reported. If the production cost model operates the unit differently than in the
data year, the predicted fuel cost could differ substantially from the cost which

really would be observed at that level of output.

Mr. Falkenberg uses the EIA Form 860 for full load heat rates as his heat rate
input data. While the full load heat rate is a better choice for this analysis, once

again, use of a single heat rate throughout the output range is incorrect, as is the
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implicit assumption that output is continuously variable over the output range.
While this assumption would resuit in lower cost operation for the regional
dispatch, thereby moving results toward a lower market price, it also neglects the
impact of unit must run status, minimum load blocks, and discrete versus

continuously variable output increments.

Fuel prices are another major input to a production cost study. Are the fuel prices
used by the intervenor witnesses reasonable?

Mr. Smith obtains base year fuel data from the testimony of this witness and from
testimony filed in the West Penn restructuring case, supplemented by FERC data.
These data sources were utilized since Mr. Smith only modeled the joint
Duquesne/ Allegheny system. Mr. Falkenberg obtained his base fuel data for the
ECAR region from FERC Form 423 and Form 1. Both of these are reasonable
sources of data for these analyses; however as with heat rate data, this fuel data is

only accurate for levels of output close to the base data year.

Most fuel contracts contain both fixed and variable price components, and the fuel
supply portfoiio for an individual plant is likely to contain a mix of contracts
involving different volumes and price points. If calculated plant outputs deviate
significantly from base year levels, the calculated fuel cost is likely to differ from
the cost which actually would be observed at that level of output. This is another
example of the problems with the use of production cost analyses to determine a

market price.

10
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For fuel escalation, Mr. Smith uses escalation rates obtained from DRI’s spring
1997 forecast, while Mr. Falkenberg uses the 1997 EIA Annual Energy Outlook.
Either of these forecasts are reasonable sources of escalation data for coal or
nuclear fuel. The difficulty with these forecasts lies in their natural gas price
projections. Although Duquesne’s gas price forecasts are more thoroughly
addressed in the testimony of Mr. Schnitzer, Duqueshe Has found that the gas
forecasts have consistently predicted market prices and escalation rates
substantially in excess of the actual market price. Essentially, over the years, the
forecasts have anticipated a surge in market prices when ‘the gas bubbie bursts’.
This price surge has consistently been three to five years after the forecast date,
and each time the forecast is updated the surge date is delayed. In reality the
bubble hasn’t burst, and over the past eight years the forward market has more

accurately predicted market prices.

Regarding gas prices, Mr. Weisenmiller for Hospital Shared Services (p. 128)
points out a discrepancy between the gas prices used in Duquesne’s Integrated
Resource Plan and the prices used by Mr. Schnitzer. Please explain this
discrepancy.

At present, the only use of natural gas on the Duquesne system is as light off fuel
and flame stabilization at the Cheswick and Elrama plants. Cheswick is also
equipped for gas co-firing which will be used to help this plant meet NOx
standards. Since these are relatively low volume and intermittent uses, it is
difficult to obtain the type of favorable contract which could be expected for fully
gas fired plant. The other use of gas in the Integrated Resource Plan was as a fuel

source for proxy ‘future combustion turbines.” Without good contract data to rely

11
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upon, Duquesne has historically obtained gas price forecasts from organizations

such as DRI and WEFA for use in the Integrated Resource Plan.

However, Duquesne believes that use of market price evidence for gas contracts
as provided by Mr. Schnitzer is preferable to the use of public gas price forecast
data as part of a stranded cost analysis. This is consistent with Duquesne's
proposals for a market-based approach to determining stranded costs 1n this

proceeding.

Operating and maintenance cost projections for Duquesne’s facilities are
addressed by Mr. Smith and Mr. Kahal for the OCA and by Mr. Weisenmiller for
Hospital Shared Services. Duquesne’s projections are compared to benchmark
data and O&M cost reduction targets are proposed. Please comment on these
targets.

Mr. Smith (p. 15) states that he obtained variable O&M costs from assurﬁptions
provided by Philadelphia Electric in their restructuring proceeding. Mr. Kahal
(pp. 20-21) states he feels it is reasonable to factor some productivity
improvement into the O&M forecast, then later in his testimony assumes a 40%
reduction in non-fuel O&M. Dr. Weisenmiller (p. 17) proposes that Duquesne

factor in reductions to bring the company up to ‘best practices’, then later (p. 62-

64) benchmarks Duquesne’s costs to the rest of ECAR.

The key to performing meaningful benchmarking is the development of relevant
performance measures and the selection of a relevant comparison panel. Within

Duquesne’s own system, a comparison of Elrama Q&M costs to those of

12
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Mansfield 1 is irrelevant, even though both are scrubbed coal units located in
Southwest Pennsylvania. Elrama is a four unit plant at 470 MW, while Mansfield
1 is one of three 800 MW units. Elrama will never achieve the level of O&M
performance that could be expected of Mansfield. In determining the potential for

cost reduction at Eirama, this facility must be compared to comparable units.

With regard to the potential for cost reductions, Mr. Duckworth has provided
testimony concerning the ‘Perry Course of Action’, and the Beaver Valley
‘Excellence 2000’ program. Mr. Nelson has testified to Duquesne’s fossil “Vision
2000’ program. The benefits associated with these programs are already built into

this analysts.

Dr. Weisenmiller (pp. 129-132) has questioned the difference between the
inflation forecast provided in your prior testimony and the inflation used by Mr,
Clayton and Mr. Schnitzer. He also has questioned the validity of the forecast.
Please explain the discrepancy between the Duquesne witnesses and explain why
Duquesne considers the forecast to be valid.

Duquesne obtained the forecast of inflation from Wharton Econometric
Forecasting Associates (WEFA), a commonly used and reputable econometric
forecasting service. The forecast is the Gross National Product Implicit Price
Deflator (GNPIPD), and the forecast was given to intervenors in discovery. This
forecast was provided to Mr. Clayton, who simply rounded the yearly fluctuations
to a single inflation rate of 2.5%. Mr. Schnitzer used the same inflation rate used
in Mr. Clayton's analysis. In the PROMOD production cost model, the analyst

used the escalation stream directly from WEFA. The impact on final results

13
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between an escalation stream which moves between 2.4% and 2.7% versus a 2.5%

flat rate is unlikely to be material.

The final major input to the cost-based market analyses is the capital cost
associated with new capacity. Mr. Weisenmiller (p. 123) has pointed out a
discrepancy between the assumed cost of new capacity in Duquesne’s Resource
Plan, and the costs in the testimony of Mr. Schnitzer. Please explain this
discrepancy.

This discrepancy is similar to that discussed above regarding gas price forecasts.
The new combustion turbine units included in Duquesne’s Resource Plan were
not actually intended to be constructed. The Resource Plan clearly stated that
these units were simply proxies for future competitive solicitations. As such, they
were intended to represent an upper boundary price. There was not a detailed
construction estimate prepared for these facilities as part of the Integrated
Resource Planning process. Duquesne believes that the range of costs presented

by Mr. Schnitzer represents an appropriate cost estimate for new capacity.

Mr. Falkenberg (p. 16) states that a production cost analysis to forecast market
prices requires a forecast of capacity additions in a competitive market. He
obtains this forecast from the ECAR OE-411. Is this an accurate projection of
capacity additions in the competitive market.

Review of the OE-411 seems to indicate that utilities have a tendency to report
future units to meet some internally preferred reserve margin target, and that these
targets are not consistent. In addition, a single market would likely build fewer

units to meet regional reliability criteria, instead of a reserve target, because of

14
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diversity benefits. This reserve margin issue has already been discussed in this

testimony.

The real problem with using the OE-411 data is that this data represents the
regulated status quo, not the competitive market. The data reported in the OE-411
is prepared by regulated utilities with an obligatioln to serve, and the data 1s
typically drawn from each utilities Integrated Resource Pian. The units proposed
for addition are regulated units, with a cost-of-service guarantee. In a competitive
marketplace generation suppliers might build entirely different units. They may
offer enhanced incentives for customers to accept interruptable service, and
customers may freely choose different reliability and therefore different reserve
levels. The OE-411 data will be largely irrelevant in a competitive generation

market.

With regard to the valuation of existing assets, Dr. Weisenmiller (pp. 101-102)
discusses the value of the Brunot Island facility. On those pages he claims that
Duquesne plans to exploit the value of Brunot Istand by building new capacity on
this site. Is this true?

No, this statement is not true and has been constructed by taking a number of
issues out of context. Dr. Weisenmiller, at p.102:2-6 states “According to the
Company’s IRP filed in September, 1997, Duquesne expects to restore to
commercial operation Brunot CT units, ‘to support. ..... long-term off system
sales,” presumably at deregulated rates, after the year 2000, and to reactivate a CC

facility in 2007, after the transition period contemplated by the Act.”
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I will address each of these issues in turn. Duquesne’s annual resource plan was
filed with the Pennsylvania Utility Commission in May of 1997, not in September
of 1997. Regarding the 1997 IRP, the PaPUC, Office of CEEP issued a letter
stating that for 1997, since Pennsylvania utilities were filing restructuring plans
that would address many of the issues contained in the IRP, it would be
acceptable to simply update the 1996 plan to include 1996 actual operational data.
A complete plan did not have to be developed separate from the restructuring

filing, and no such plan was developed.

In the case of Duquesne, the May 1997 filing consisted of a copy of the 1996 plan
with a set of updated data tables from the appendix of that report. None of that
data was optimized for changes in the market which occurred since that plan was
filed in May 1996, which would include the change from an obligation-to-serve
market to a competitive market. A copy of the letter from CEEP was provided to

HSS in response to interrogatories.

Dr. Weisenmiller seems also to imply that Duquesne is secretly planning to
reactivate Brunot Island after the transition to competition is complete, to capture
deregulated sales revenue to the sole benefit of shareholders. As evidence he
includes the quote “to support.....long-term off-system sales”. It was difficult to
locate this quote in the resource plan, but it turned up as a footnote to tabie IRP-
ELEC-3A. The full quote reads “Duquesne expects the Brunot Island Simple
Cycle Combustion Turbines to be restored to commercial operation in 2001, 2003,
and 2005 to support retail load growth and long term off-system sales.” The

portion of the quote Dr. Weisenmiller apparently forgot to include in testimony,

16



refers to a reactivation “to support retail load growth” which should be a clear

indication that this plan was developed for a regulated, not a deregulated market.

Further evidence that this plan is out of date comes from the reference to planned
reactivation of the simple cycle turbines in 2001, 2003, and 2005. However,

Brunot Units 2A and 2B were actually reactivated in the summer of 1996, as part
of the Fort Martin sale agreement. To determine what Duquesne’s plans actually
were, and are, regarding Brunot Island and other future capacity, perhaps it would

be useful to review the entire plan rather than just the Appendix.

As stated above, the plan referenced in Dr. Weisenmillers’ testimony was
optimized for a 1996 regulated market, not a 1997 deregulated market. Still, it is
instructive to review this document to reveal Duquesne’s thinking with regard to
new generating capacity prior to the passage of deregulation legislation in
Pennsylvania. The following paragraphs are extracted directly from Duquesne’s
1996 IRP, Section 10 - Evaluation and Integration of Resources, under the

heading “Preferred Supply Side Plan”, with emphasis added.

Duquesne's Brunot [sland Combined Cycle (BICC) facility is expected to be utilized to

provide peaking and intermediate service capacity for Duquesne's retail customers and

will also serve as back-up capacity for long-term firm bulk power sales. The combined

summer rating of the BICC combustion turbines and steam turbine will be 267 MW, For
current planning purposes the BICC facility is assumed to return to service in stages
beginning in the summer of 1997. Two of the three combustion turbines, each rated 45 MW
summer capacity and 56 MW winter capacity, are expecled to be returned to service in 1997.
The remaining combustion turbine and the steam turbine generator are expected io be

returned Lo service in 2001. The anticipated reactivation of BICC assumes that each

component meets a least-cost resource test. However, depending on the actual rate of

growth in peak demand, the success of DSM programs and the level and timing of the

17
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implementation of long-term firm bulk power sales, the reactivation schedule for BICC

can be advanced or delaved with minimal impact on the least-cost resource plan.

In the long term, in order to continue to move in the direction of an optimized capacity mix,
any additional future capacity acquisitions and/or projects are expected to be limited to
peaking resources. A gas turbine peaking facility having a summer capacity rating of 140
MW has been established as representative of the Company's preferred supply-side resource
for the purpose of establishing the Company's avoided capacity cost._The identification of

this peaking facility is presented for planning purposes enly and should not be assumed

to be a commitment by the Company to pursue this resource at the exclusion of other

alternatives.

Duquesne intends to aggressively pursue additional DSM programs which meet market-
based avoided cost tests. In addition, the avoided cost of the gas turbine peaking facility
establishes a cost cap for the acquisition of non-utility generation and bulk purchases of
energy and/or peaking capacity from other utilities, marketers or other potential suppliers.
Based on this cost cap, Duquesne intends to pursue all least-cost opportunities to
acquire peaking resources, such as firm purchases from other utilities, diversity
exchange agreements with other utilities, non-utility generation facilities and/or
competitive procurement solicitations, in order to defer or eliminate the need for the

construction by Duguesne of anv power generation facilities.

The timing of the addition of peaking resources will be affected by the actual experience in

load growth, the actual results of the Company's DSM programs, the Campany”s ability to

purchase power from other utilities and the availability of new cost-effective

cogeneration and renewable resource generation. Based on the use of a gas turbine

having a summer rating of 140 MW as a proxy unit to represent the addition of peaking

resources, the 19935 preferred resource plan includes the addition of peaking resources in the

vears 2009 and 2015. As discussed earlier, the Company intends to vigorously pursue all

least-cost opportunities which will defer or eliminate the need for the addition of

peaking facilities.

To forestall any attempt to portray the “long-term firm off-system sales”
described in the passages above as deregulated sales, these sales were

contemplated as taking the same form as the GPU-Phillips reactivation project,
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1V.

which Dr. Weisenmiller references on p. 103 of his testimony. That sale was
structured such that Duquesne would earn return on and of new capital,
depreciation of embedded capital, and sale profits were to be returned to

ratepayers.

As stated previously, this TRP was developed in 1996, prior to passage of the
retail choice legislation. That plan has, of course been superseded by Duquesne’s
current restructuring filing, and that filing clearly shows the remaining cold
reserved units at Brunot Island as stranded. At this time, Duquesne has no plan to
build, reactivate, construct, cause to be constructed, or otherwise plan to add
generating capacity at Phillips, Brunot Island, or anywhere on the Duquesne

system.

Elrama Transmission Issues

A number of intervenors have questioned the economic viability of Elrama and
other Duquesne generating units. Please describe the impacts on Duquesne’s
transmission system which would arise from a permanent shutdown of the Eirama
facility.

As Mr. Clayton's rebuttal testimony demonstrates, when the proposed shutdowns
are subjected to a proper avoidable cost analysis, only the Elrama unit is still
subject to questions of economic viability. The preliminary shutdown analysis set
out in Mr. Clayton's Exhibit DJC-13 evaluated Elrama as a generating unit only.
Assuming a shutdown of Elrama would raise serious issues for Duquesne's

transmission systern,
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Have you looked at these issues?

Yes. This Elrama shutdown issue has been reviewed with Duquesne’s
transmission planning group. The Elrama station provides both reactive and real
power to support the southeast side of Duquesne’s transmission system. The
Elrama-Mitchell transmission tie line 1s one of Duquesne’s primary
interconnections with the Allegheny Power system, and during peak periods,
Elrama also provides significant support to the Allegheny system in that area.
The Elrama station serves as a first contingency in Duquesne’s transmission
planning. Assuming no other system faults occur, at peak, the system should
remain stable without Elrama. However, any other transmission or generation

fauit could result in an inability to serve customers.

Has Duquesne done any load flow modeling of the impact of the loss Elrama?
Yes. Preliminary load flow studies have been done to simulate the loss of Elrama.
The transmission upgrade to fully replace Elrama would require extension of a
345kV line from the Collier Substation to the Elrama Substation. Without
extension of the 345kV system, Elrama could be replaced with 200 Mvar of
capacitors for reactive support and 100 MW of generation to supply real power.

In zladdition to capacitors and generation, the Elrama-Mitchell tie would have to be
opened on peak to back off flows from Duquesne to Allegheny. This would

increase operating costs on the APS system.

i Please describe the transmission line extension required to replace Elrama.

To replace the Elrama station without any additional generation resources, a new

345 kV line would be required from the existing Collier substation to Elrama.
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The most direct route for this line would run through Upper Saint Clair and
Mount Lebanon, but due to property values and anticipated fierce political
resistance, this route is infeasible. The most likely routing for this line would
follow the rivers, and in a best case scenario, railroad rights-of-way could be
procured for this purpose. This line extension would require significant
modification of the Elrama substation, with the acidition of transformers and
controls. Starting from scratch, the lead time for this project would be at least 4
or 5 years, and Elrama could not be closed until the line is completed. Any right-

of way problems would add significantly to the lead time and cost of the project.

Are there other options to deal with these Elrama transmission issues?

Yes. By installing 200 Mvar of capacitors on the system, the reactive power
problem can be alleviated. The system would still need at least 100 MW of
generation at the substation site, and there are at least three potential options for
addressing this need. The first option would be to allow Elrama Unit 4 to remain
in operation, while closing Units 1, 2, and 3. The second option would be to
relocate the Brunot Island units 2A and 2B to the Elrama substation. These units
are rated 56 MW (ISO), and together would provide 112 MW of generation. No
environmental or other permitting issues associated with this move have yet been
addressed. The final option would require installation of a new 100 MW turbine
at this site. No permitting issues associated with installation of a new emission

source have yet been addressed.

Has the company reached a final decision regarding the shutdown of Elrama?

21



No. As discussed in Mr. Marshall's testimony, Duquesne has committed to file a

detailed shutdown analysis with the Commission by the end of 1998.

Miscellaneous Intervenor Issues

In the testimony of Mr. Schoengold (pp. 4-9) for ENV, he argues that all existing
generating facilities in Pennsylvania should be required to meet environmental
new source performance standards, and that all out of state generation selling to
Pennsylvania should also meet these standards. What would be the impact of
such a requirement?

The imposition of such a requirement would force Pennsylvania utilities to invest
hundreds of millions of dollars in environmental controls that would reduce the
operational efficiency of generation facilities, and dramatically increase the cost
of generation in the state. Many otherwise viable older generating units in
Pennsylvania would be incapable of meeting new source standards. These units
would have to be shut down and replaced with new capacity at significantly
higher cost. Out of state generation would not mitigate the cost increases, since
no out-of-state generator would invest the enormous sums necessary to sell to
Pennsylvania. The result would be that Pennsylvania would become isolated
from the competitive marketplace. Implementation of this requirement is ill-

advised.

Mr. Schoengold (pp. 4-9) also requests that utilities be required to offer incentives
for renewable generation resources. Is this a reasonable requirement?
No. If this generation makes economic sense it will be built. If there is a

premium market available for renewable generation from customers willing to pay
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for this generation, it will be built. An opportunity now exists for the free market
to decide if customers actually are willing to pay more for “clean” power. The

market should decide what level of environmental control in excess of existing

federal clean air standards customers are willing to purchase.

On pp. 16-18 Mr. Schoengold states that Duquesne should in the future use
“targeted area planning”. Please respond to that request.

The Integrated Resource and Transmission Planning units within Duquesne are
unfamiliar with the termn “targeted area planning”. However, from reading the
proposal of Mr. Schoengold, it seems that this term may be summarized as
referring to a consideration of the transmission cost and constraints associated

with capacity expansion, and a recognition that it may be beneficial to locate

_generation resources closer to load to avoid the need for construction of additional

transmission resources. Duquesne refers to this process generically as a

“distributed generation” analysis.

Distributed generation has not been much of an issue on the Duquesne system,
since the transmission system is relatively small, and recent load growth has not
required much in the way of transmission or generation expansion. Duquesne has
invested in small pilot and demonstration programs involving distributed
generation technology such as fuel cells. If the market had remained regulated,
when Duquesne eventually would have considered transmission or generation
expansion, these location related issues and the benefits of distributed generation
would have been considered. Although the role of utility planning is unclear in a

deregulated market, because the consideration of these location issues makes
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economic as well as environmental sense, it is likely that they will still be

considered in some form by whomever performs the planning function,

Are there any other matters you wish to discusss?

Yes. I am sponsoring certain revised exhibits to my direct testimony. These
exhibits were circulated to the parties on October 16, 1997 as part of Duquesne's
corrections to its stranded cost calculations. For convience, the entire package of
revisions is included in Duquesne's rebuttal case as Ex. DJC-21, including my

revised exhibits.

Does this conclude your testimony?

Yes.
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REBUTTAL TESTIMONY OF JOSEPH P. FLYNN JR.
INTRODUCTION

Please state your name and business address.

Joseph P, Flynn Jr., One Oxford Centre, MS 16-10, Pittsburgh, PA 15279.

For whom do you work and in what capacity?

I am Duquesne Light Company’s Director, Customer Programs.

Have you previously testified in this proceeding?

No, I have not. I did, however, prepare the Company’s Universal Service Plan

submitted on November 3, 1997.

What is your experience with the design and implementation of universal service
type programs?

From 1980-1986, I was the US Department of Energy’s Director of Weatherization
Assistance Programs. In that capacity, [ oversaw the work of 10 Federal regional
offices, 50 state offices and the District of Columbia, and approximately 1,000 local
agencies. I sireamlined program regulations, increased production with an emphasis
on quality, and initiated energy-related for-profit business development opportunities

for the program’s non-profit operators.

I joined Duquesne Light in November 1988 as Weatherization Coordinator
responsible forthe design, development, and implementation of the Company’s low-
income usage reduction program. In 9 years, the Smart Comfort Program has been
recognized by the Pennsylvania Governor’s Energy Office, the US Department of
Energy, the Edison Electric Institute, and The Results Center for program innovation

and results.

In 1994, I was given the responsibility for developing the Company’s pilot customer

assistance program (CAP). This 3-year pilot was approved by the Pennsylvania
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Public Utility Commission in October 1994 and enrolled its first participant in

September 1995.

Both the Smart Comfort program and the pilot CAP utilize community-based

organizations (CBOs) and other contractors.

[ have often been asked to make presentations at state and national conferences on

low-income usage reduction.

What is the purpose of your testimony?

I will respond to the testimony relating to universal service issues raised by Ms.
Nancy Brockway on behalf of the Pennsylvania Office of Consumer Advocate
(OCA); Mr. Roger D. Colton on behalf of the City of Pittsburgh, the Pittsburgh
Branch of the NAACP, Low-income Advocate Parties, and Citizen Power, Inc.; Mr,
Craig R. Kuennen on behalf of the Community Action Association of Pennsylvania
(CAAP); Mr. Gayle Muench on behalf of Enron Power Marketing Inc. (Enron); Mr.
John A. Wilson on behalf of the Community Action Association of Pennsylvania
(CAAP); and Mr. Paul J. Yarolin on behalf of the Pennsylvania Public Utility
Commission’s (PUC) Office of Trial Staff (OTS).

Mr. Flynn, please summarize your testimony.

The goal of the Company’s universal service and energy conservation programs is
to cost-effectively ensure that low-income, payment troubled customers have access
to affordable energy. To achieve this goal, the Company will work with eligible
customers to establish affordable payment arrangements which maintain electric

service and move them toward seif-sufficiency in paying their electric bill.

The Company will meet the unique needs of individual low-income, payment
troubled customers by providing an array of services rather than limiting its solutions

to prescribed, one size fits all programs. This array will include, but not be limited
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to, usage reduction and payment assistance programs as well as the full range of

customer protections called for in Chapter 56.

Duquesne Light recognizes that customers are not easily divisible into “programs”
and has begun to combine the efforts of its Smart Comfort program with those of its
pilot Customer Assistance Program (CAP). The Company has attempted to offer its
low-income, payment troubled customers appropriéte “services” to deal with their
unique situations. It will continue to emphasize holistic solutions to individual
customers’ problems rather than achieving enrollment targets or reaching spending

targets in specific programs.

While raising a number of other issues which are addressed in this testimony, the
intervenors’ two main points of contention are that the Company has neither sized

nor funded universal service appropriately. Neither assertion has any merit.

In general, intervenors argue for a larger eligible population than does the Company
by using census or other data sources and relying only on income criteria. Similarly,
they argue for increased funding based on either an inflated estimate of need and
program operating costs or on an arbitrary, unsupported percentage of operating

revenue.

The Company estimated its eligible popul.ation based on a needs assessment
conducted using program eligibility criteriaapproved by the PUC. The funding level
corresponds to the PUC’s Guidelines and is sufficient to meet the commitment
contained in Duquesne Light’s universal service goal. If additional funding should
be required, the Company will approach the PUC for relief from its rate cap to meet

the need.

In summary, the Company has been and will continue to be a leader in providing

customer-focused, quality-driven, results-oriented universal service and energy
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conservation programs in a cost-effective manner. Its Universal Service Plan reflects
this record and meets the requirements of the Guidelines on Universal Service and
Energy Conservation Programs. Duquesne Light requests that its plan be approved

without change.

Pennsylvania Public Utility Commission Guidelines

Please identify the policies, protections, and services described in the PUC’s
Guidelines on Universal Service and Energy Conservation Programs.

Atpage 29 of the Guidelines, the following existing policies, protections and services
are identified:

1. The requirements of 52 Pa. Code Chapter 56 (Standards and Billing Practices for
Residential Utility Service),

2. The requirements of 52 Pa. Code Chapter 58 (Low-Income Usage Reduction
programs) or other comparable program (emphasis added);

3. The Commission’s Policy Statement at 52 Pa. Code § 69.261 et seq. (Customer
Assistance Programs) or other comparable program (emphasis added),

4. The Commission’s Secretarial [etter dated November 30, 1992 (CARES
programs) or other comparable program (emphasis added),

5. The administration of hardship funds; .

6. The Commission’s Policy Statement at 52 Pa. Code § 69.251 (Plain Language);
and

7. The Secretarial letters identified in Appendix C relating to collection activities.

Also, three proposed universal service and energy conservation policies, protections,
and services are identified on page 30 of the Guidelines:

1. Provider of last resort;

2. Renewable resources; and

3. Consumer education.

What eligibility guidelines did the PUC establish?
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At page 31 of the Guidelines, the following statement appears:
“In general, these universal service and energy conservation programs shall be
available to electric customers whose household income is at or below 150% of

federal poverty guidelines and who meet other non-income criteria” (emphasis

added).

On pages 32-34, the following additional eligibility criteria appear:

Chapter 56 regulations apply to all residential electric customers.

Low—fncome Usage Reduction Program (LIURP) eligibility is atwo-part requirement
based on income and high energy usage.

Customer Assistance Program (CAP) eligibility requires an applicant to be a verified
ratepayer or new applicant, have verified household income at or below 150% of the
Federal poverty guidelines, and be payment troubled, 1.e., be a household which has
failed to maintain one or more payment arrangements. When determining if a CAP
applicant is payment troubled, an electric distribution company (EDC) should select
one of the following priorities for payment troubled:

A household whose housing and utility costs exceed 45% of the household’s total
income. Housing and utility costs are defined as rent or mortgage/taxes and gas,
electric, water, oil, telephone, and sewage;

A household who has $100 or less disposable income per month after subtracting a//
household expenses from all household income;

A household who has a reasonable arrearage as defined by the EDC; or

A household who has received a termination notice or who has failed to maintain one
Or more payment arrangements.

Customer Assistance and Referral Evaluation Services (CARES) eligibility may be
targeted to special needs customers which may include those who have experienced
a family crisis such as loss of income, divorce, disability, or major illness.
Hardship fund eligibility shall be determined by the administrators of the hardship
funds.

Plain language policy statement applies to all residential customers.
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Secretarial letters related to collection activity express direction for all residential

customers.

Existing Duquesne Light Universal Service Policies, Protections, and Services
Please describe any existing policies, protections, and services offered by Duquesne
Light which meet the definition of “universal service and energy conservation”
contained in the Electricity Generation Customer Choice and Competition Act (the
“Competition Act”).

The Company currently offers the following universal service policies, protections,
and services: Chapter 56 policies and protections; Smart Comfort, its LIURP; a pilot
CAP; CARES; and a hardship fund administered by the Dollar Energy Fund. The
Company applies the plain language requirements to its customer communications

and follows the various Secretarial letters related to collection activity.

Do these activities comply with PUC requirements?

Yes. The Company’s billing and collection practices are regularly reviewed by the
Commission through its complaint and mediation processes. The Company’s Smart
Comfort and pilot CAP were approved in detail by the Commission and are subject
to the PUC’s on-going review. In its recent Activity Report, the PUC’s Bureau of
Consumer Services indicated that Duquesne Light’s CARES program “reflect(s) the
guidelines in the Commission’s Secretarial letter.”” The Company has been a long-
time participant in the Dollar Energy Fund. The Company conducts a plain language

review before issuing its customer communications,

What funding level does the Company propose for funding universal service and
energy conservation programs in the future?

Duquesne Light is committed to maintaining existing funding support for universal
service programs. Should it determine that additional needs exist requiring
additional funding, the Company will seek Commission approval for rate cap relief

to collect those moneys through its universal service charge.
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Is this funding level consistent with the PUC’s Guidelines?

Yes, it is. On page 28 of the Guidelines, the PUC notes “that neither the Act nor
these guidelines specify any particular spending level for universal service and
energy conservation as a whole. No inherent increase or decrease in spending is
mandated, provided that the total level of resources directed to universal service and

energy conservation is ‘appropriate’ and the benefits are made ‘available.’”
The Company’s proposed funding level meets this test.

Duquesne Light’s Universal Service Program Proposal
Has the Company proposed a Universal Service Program?
Yes. It was served on the parties to this proceeding on November 3, 1997, and it is

attached to my rebuttal testimony as Exhibit JPF - 1.

What is the goal of the Company’s universal service and energy conservation
programs?

The goal of the Company’s universal service and energy conservation programs is
to cost-effectively ensure that low-income, payment troubled customers have access

to affordable energy.

To achieve this goal, the Company will work with eligible customers to establish
affordable payment arrangements which maintain electric service and move them
toward self-sufficiency in paying their electric bill. The Company believes that its
responsibility to offer assistance is matched by the customer’s responsibility to use
electricity wisely and efficiently and to make agreed upon payments for its

consumption.

Did the Company conduct a needs assessment as required by the Guidelines?
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Yes, the Company conducted the required needs assessment using its customer
information system, which contains income and expense information provided by its
customers. The Company sought to identify the number of its customers who are

low-income and payment troubled, as defined by the Commission.

What were the results of this assessment?

The detailed results can be found in the Company’s November 3, 1997 universal
service program filing. Inshort, the Company identified 115,055 customers who are
“low-income, payment troubled.” Of these, 5,731 appeared eligible for its CAP,
21,226 appeared eligible for Smart Comfort. When a 3-month delinquent balance
eligibility requirement is added, the total eligible pool drops from 115,055 to 26,277.
The Company did not conduct an analysis of the impact of this requirement on its

CAP/Smart Comfort pool.

Based on its CAP and Smart Comfort enrollment experience, the number of
customers enrolling in CAP may be as low as 2,349, the number accepting Smart

Comfort may be as low as 12,000.

How does the Company respond to those parties who disagree with the Company’s
findings regarding the level of need?

Ms. Brockway and Messrs. Colton, Kuennen and Wilson suggest that the Company
is not addressing the universe of need as they define it. Typically, they use census
or other data sources to establish a much larger number of eligible customers based

only on income criteria.

Neither the Competition Act nor the Guidelines for Universal Service and Energy
Conservation Programs require that a// customers with household income at or below
150% of the Federal poverty guideline be eligible for a//universal service and energy

conservation policies, protections, and services.
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Section 2804 of the Competition Act requires that such activities be “appropriately
funded and available in each distribution territory . . . subject to the administrative

oversight of the Commission which will ensure that the programs are operated in a

cost-effective manner.”

The Commission’s Guidelines specifically include “other non-income criteria” in the
definition of eligibility. Accordingly, the Company ha;s included such criteria to
enable it to better target its resources and to maximize the likelihood of
accomplishing its stated universal service goal. CAP eligibility, for example,
requires a minimum balance, a 45% or greater expense to income ratio, and 12
months residency at the current address. Smart Comfort requires a range of daily use
and a minimum number of payments in the year preceding service. A fuller
discussion of eligibility criteria for Duquesne’s universal service and energy
conservation programs can be found in its Universal Service Plan, attached as Exhibit

JPF - 1.

How does the Company respond to those parties who disagree with the Company’s
findings regarding funding requirements?

Ms. Brockway and Messrs. Colton, Kuennen, and Wilson all call for significantly
increased funding of Duquesne Light’s universal service and energy conservation
programs. Typically, this call i1s based on an excessively inflated estimate of the

universe of need and program operating costs.

As stated above, the Company disagrees with an approach to estimating need based
solely on income. Nowhere in the original CAP policy statement, the Competition
Act, orthe PUC’s Guidelines on Universal Service and Energy Conservation is there
an expectation that all low-income customers receive the complete range of
“untversal services.” The standard is “appropriate” and “available” and that is what

Duquesne Light proposes to meet.
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The Company has established additional non-income criteria, which were approved
by the PUC, for its two largest funded programs, Smart Comfort and CAP. It intends

to continue using these criteria.

The Company’s funding level for Smart Comfort was negotiated with the PUC. Tt
has been sufficient to meet the number of customers seeking its assistance. There is

no indication of a current need to raise the amount allocated for this program.

Similarly, CAP funding was based on an estimate of costs associated with the pilot,
Operating costs, including write-offs, have been lower than estimated despite

reaching full enrollment. In fact, the expansion of the program planned for the

Spring of 1998 will not require an increase in the annual operating budget.

Other universal service programs are also sufficiently budgeted.

If the Company determines that the funding is insufficient to meet its universe of
need, then it will approach the PUC and seek relief from the rate cap for the
additional funds. At the current time, there is no indication that this step will be

necessary.

What steps will the Company take should it require additional funding for Universal
Service and Energy Conservation Programs?

If the Company determines that it needs funds beyond those currently allocated for
universal service and energy conservation programs, it will request that the PUC

permit it to exceed the rate cap to recoup these costs.

How does the Company respond to the description of its universal service proposal
as “dramatically different in approach” and “risky?”
The Company is proud of the fact that its efforts are recognized as “dramatically

different in approach.” They are that way for a good reason -- the Company is

10
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committed to finding ways to work with its low-income, payment troubled customers
to enable them to maintain electric service while maximizing the revenue collected.
This commitment to cost-effective program design was the basis for the redirection
of the Company’s successful Smart Comfort program from heating to baseload -- a
change which itself was “dramatically different in approach” from all other electric
utilities and an approach which is today being adopted by many if not all such

utilities.

For too long, programs have been evaluated on “head count” criteria. The Company
wishes to move from a “one size fits all” paradigm of program management to one
which focuses its resources on the needs of individual customers. The approach

outlined in our universal service plan does this.

As to nisk, the Company does not accept the premise that CAP is a “tried and true”
approach to assisting customers. The pilot which the Company began in 1995 has
shown promise of delivering cost-effective results but neither it nor its evaluation is
yet completed. If begun today, the pilot would be implemented differently.
Controlled risk, i.e, risk with a potential upside, is part of doing business

successfuily.

The Company finds the threerisks identified by Ms. Brockway on pages 11-12 of her

testimony to be without merit.

First, she believes that the Company does not match its commitment to tailored
customer services with an adequate budget commitment.

Response: Earlier, I described the Company’s response to the issue of program
funding. The Smart Comfort Program has for 5 years been customer focused, quality
driven, and results oriented. The Company’s approach to universal service will be
similarly driven. Based on its needs assessment, the Company believes that the

proposed budget is sufficient to deliver on its commitment.

11
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Second, she believes that the failure to adopt target enrollment and benefit amounts
leaves too much uncertainty about actual levels of CAP service under the Plan.

Response: In Section 2803 of the Act, “universal service and energy conservation”
is defined as “policies, protections and services that help low-income customers to

maintain electric service.” (Emphasis added.)

Building on this definition and the PUC’s goals found on page 42 of the Guidelines,
the Company’s goal is “to cost effectively ensure that low-income, payment troubled

customers have access to affordable energy.”

None of these goal statements implies or requires enrollment targets for any universal

service and energy conservation policy, protection, or service.

Inthe listing of universal service and energy conservation programs in its Guidelines,
the PUC identifies the Commission’s Policy Statement at 52 Pa. Code § 69.261 et
seq. (Customer Assistance Programs) or other comparable program (emphasis
added) as a requirement. There are no required “target enrollment and benefit
amounts.” The Company has long supported this language as a way to permit
continued development of alternative approaches to the issue of affordability and

collectability.

CAP is a tool which works for some, not all “eligible” participants. There are

. numerous other approaches to establishing “affordable” payments. The Company

intends to create “an array of services” aimed at “affordability.” A CAP enrollment
target does not guarantee more commitment to maintaining electric service than does

the Company’s goal.

Third, she believes that some of the concepts for “additional services” proposed in
the Plan sound like punitive or counterproductive measures that degrade the quality

of service a participant receives.

12
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Response: The Company rejects the notion that its “additional services” are
“punitive or counterproductive.” Its goal, again, is “to cost-effectively ensure that
low-income, payment troubled customers have access to affordable energy.” It is
committed to working with customers to establish “affordable payments.” Nothing
contained in its proposal is or will be administered in a “punitive or
counterproductive” manner. That service limiters and pre-payment meters are

disliked by some is not a reason for the Company to revise its proposal.

Earlier 1n her testimony, Ms. Brockway states that “(i)t is possible that Duquesne’s
holistic approach will be successful.” She goes on to state that the “plan does not
contain adequate assurances that it will be operated in such a way as to meet the
objectives of the statute and the Commission’s (final order).” Given the above view
of risk, the Company is hard put to offer “adequate assurances.” It should be
remembered that the Company will be required to regularly report to, and its
performance will be periodically reviewed by, the PUC. The Company simply
believes that a fair reading of its plan and a review of its past practice would
demonstrate its commitment to its stated goal and alleviate the concerns of most

parties.

How does the Company respond to the CAP program elements recommended by Ms.
Brockway, on behalf of the Office of Consumer Advocate?

Beginning on page 29 of her testimony, Ms. Brockway identifies 13 program
elements to be included in a CAP. Many of these, she acknowledges, are already

incorporated in Duquesne Light’s CAP plan. [ will respond to each point she makes.

1. A copayment calculated to require only what is affordable, e.g., 5% of income
from general use customers, and 8% of income from primary electric heating
customers.

Response: The Company’s pilot CAP, with PUC approval, offers 4 alternate

payment plans -- percent of income, percent of bill, minimum payment, and average

13
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annual payment. The first three are contained in the PUC’s original CAP guidelines.
The fourth recognizes that CAP participants should not necessarily be able to pay
less in CAP than they paid in the year prior to enrollment. In addition, the
Community Based Organization (CBO) enrolling the CAP applicant may propose an

alternate payment if, in its judgment, none of the calculated payments is appropriate.

The Company believes that this approach provides adequate opportunities to

establish “affordable” payment arrangements.

2. Optimal use of low-income community-based organizations for outreach, intake,
and service delivery.
Response: Ms. Brockway acknowledges that this point is incorporated into

Duquesne’s plan.

3. Responsiveness to, and interaction with, participants in the CAP, particularly
during the first year of any given program.
Response; Ms. Brockway acknowledges that this point is incorporated into

Duquesne’s plan.

4. Reasonable efforts to achieve a 50% participation rate of the eligible low-income
households.

Response: Ms. Brockway sets an enrollment target of 24,000 households over three
years. This number does not square with the Company’s estimate of need. Rather,
it is based on the number of customers which could be accommodated if the budget
was set at 0.5% of gross operating revenues (a number for which she provides no
further justification) and per customer costs matching those of the pilot’s experience

to date.

k]

The 1ssue here seems to be the definition of “eligible.” The Company’s needs

assessment, using eligibility criteria approved by the PUC for its pilot, identified less

14
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than 6,000 potentially eligible households. Given its experience in verifying
eligibility and in customers’ enrollment patterns, the Company estimates that about

2 in 5 will actually enroll, or about 40% of those eligible.

5. Overall CAP billing deficiency budget sufficient to meet the need.

Response: Again, it is asserted that the Company’s budget cannot meet the need,
though the “need” is undefined. Experience to date éuggests that the combination of
payments, energy assistance, and usage reduction hasworked to constrain the amount
of billing deficiency being written-off for CAP participants, including those who
default. Unti! such time as the Company determines that its participant estimates are
low, its budget estimates are reasonable. It sees no reason to adjust its budget to

meet an undetermined future possibility which may not materialize.

6. Eligibility Iimited to customers with incomes at or below 150% of the Federal

Poverty Guidelines.
Response: Ms. Brockway acknowledges that this point is incorporated into

Duquesne’s plan.

7. Targeted program offering and program to payment-troubled households among
the eligible population.

Response: The Company is waiting for the results of its pilot impact evaluation to
determine areas where it can better target its CAP Another interim report is due to
Duquesne Light in late January 1998. The final impact evaluation is due in 1999,
When its results are available, the Company will review its customer targeting
approach, and conduct another round of CAP enrollment in the Spring of 1998 based

on lessons learned.

Regarding the concerns voiced by Ms. Brockway about the income to expense ratio

and Duquesne’s eligibility requirement for a $500 bill delinquency, it should again

15
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be noted that these eligibility requirements were approved by the PUC. Their

purpose was and is to target available resources to those with a demonstrated need.

The income to expense ratio is one of several approaches to priority setting endorsed
by the PUC in its Guidelines. It has the advantage of treating a customer’s electric
bill as an important obligation, not as the last bill to be paid. Its virtually cost-free
calculation is performed electronically within the Company’s customer information
system, is based on customer-provided information, and is available on-line to the
CBOs implementing CAP. CBOQs are able to verify customer income and expenses
during the customer’s enrollment visit. This verification results in an immediate
recalculation of the income to expense ratio and the customer’s CAP payment

options.

The purpose of the $500 delinquency was to ensure continued eligibility for energy
assistance payments, a key element in the cost-effective delivery of the program.
Even as energy assistance eligibility requirements change, the screen is still useful

to enable the Company to better target its resources.

CAP is not for everyone who is low-income. The Company believes other
approaches may be more cost-effective when dealing with low delinquencies. It
proposes to provide these under its approach to universal service. In fact, these
alternative approaches may enable the Company to reach more customers than would

CAP.

8. Coordination with effective LIURP services to achieve potential usage (and
related bill) reduction via persistent savings measures.

Response: Ms. Brockway acknowledges that this point is incorporated into
Duquesne’s plan.

9. Benefits available regardless of the supplier of generation to the customers.

16
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Response: Duquesne Light CAP participants who choose an alternate supplier will
receive assistance in dealing with their non-generation electric charges. Like the
PUC, we encourage alternate suppliers to develop and offer universal service

programs for their low-income customers with their own resources.

10. Incentives for customers to maintain on-time, full payments of their copayment
obligations,

Response: As indicated by Ms. Brockway, the Company offers frozen arrearage
forgiveness for full and timely payments. It also writes off billing deficiency
balances. However, the Company’s believes that a $5 payment toward a customer’s
arrearage as part of a CAP payment is reasonable when it is included in a payment

arrangement.

11. Advisory input from key stakehoiders on an ongoing and effective basis.
Response: Ms. Brockway acknowledges that this point is incorporated into

Duquesne’s plan.

12. Coordination and cooperation with stakeholders in other service areas, to achieve
cross-fertilization of design concepts and evaluation material, and efficiencies in
service delivery.

Response: The Company has, and will continue to, support appropriate opportunities
for the exchange of ideas. It will continue to work with its stakeholders, CBOs and
the PUC to improve its universal service plan and the beneficial impact it has on its

low-income, payment troubled customers.

It is important to note that such coordination and cooperation among “stakehoiders
in other service areas” is likely to become less frequent in an era of competition.
Yesterday’s colleagues are today’s competitors. A company’s approach tosupplying
quality customer service is becoming more and more proprieta}y as competition for

customers increases.

17
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13. Periodic evaluation against the goals of universal service.

Response: It was and is premature to file a detailed evaluation plan at this time. The
Company agrees that an evaluation plan should be developed before new or
expanded programs are implemented. This is the method it used when changing its
approach to LTURP and when implementing its pilot CAP. The Company would
hope, however, that this time, unlike with the pilot CAP, it is able to complete its

evaluation before additional changes are mandated.

How does the Company respond to the changes to its universal service program
recommended by Mr. Colton, on behalf of the City of Pittsburgh, the Pittsburgh
Branch NAACP, et al.

Mr. Colton is unclear in consistently identifying his “recommendations.” At several
locations in his testimony, he presents “recommendations” for “universal service”
and for “LIURP.” In Exhibit RDC-7, he provides a “Summary of Universal Service
Recommendations” containing references to “universal service” and to “LIURP.”

However, not all recommendations are restated in the summary.

A basic difficulty with Mr. Colton’s testimony is that he seems to equate “universal
service” with CAP, or rate affordability, but does not include LIURP or other
appropriate policies, protections, or services in his definition. It is more commonly
accepted that “universal service and energy conservation” programs encompass the
list found on pages 29-30 of the Commission’s Final Order Re: Guidelines for

Universal Service and Energy Conservation Programs.

“Universal Service and Energy Conservation” is defined in the statute as:

Policies, protections and services that help low-income customers to maintain
electric service. The term includes customer assistance programs;
termination of service protection(;) and policies and services that help low-
income customers to reduce or manage energy consumption in a cost-

effective manner, such as the low-income usage reduction programs,

18
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application of renewable resources and consumer education. (Punctuation

added.)

It is upon this definition that the Company has built its approach to “universal

service.”

I will respond to the list of recommendations contained in Exhibit RDC-7. In doing
s0, 1 am not necessarily agreeing to any other recommendations which may be found

elsewhere in Mr. Colton’s testimony.

1. Define universal service as affordable service for all customers, including low-

Income customers.

Response: Neither the Electric Generation Customer Choice and Competition Act
nor the Guidelines for Universal Service and Energy Conservation Programs require
that al] customers with household income at or below 150% of the Federal poverty
guideline be eligible for all universal service and energy conservation policies,

protections, and services.

Section 2804 of the act requires that such activities be “appropriately funded and
available in each distribution territory . . . subject to the administrative oversight of
the Commission which will ensure that the programs are operated in a cost-effective
manner.” The Commission’s Guidelines specifically include “other non-income

criteria” in the definition of eligibility.

As described earlier in my testimony, the Company’s universal service goal and its
eligibility criteria are consistent with the Act and the Guidelines and do not need to

be changed.

2. Define “affordable” service as having two components, including an “absolute”

component and a “relative” component.

19
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Response: The Company’s pilot CAP, with PUC approval, offers 4 alternate
payment plans -- percent of income, percent of bill, minimum payment, and average
annual payment. The first three are contained in the PUC’s original CAP guidelines.
The fourth recognizes that CAP participants should not necessarily be able to pay
less in CAP than they paid in the year prior to enrollment. In addition, the CBO
enrolling the CAP applicant may propose an alternate payment if, in its judgment,

none of the calculated payments is appropriate.

The Company believes that this approach provides adequate opportunities to
establish “affordable” payment arrangements which enable low-income customers

to “have enough” electricity and “to bear the cost without serious detriment.”

3. Adopt an “income supplement” component to the rate affordability program,
including implementation of a BOSS system and implementation of an EITC
promotion,

Response: This concept is worthy of further review. The BOSS system appears to
systematize referrals to other social service support. Whether it actually provides an
“income supplement” appears to lie in the definition. The Company currently relies
upon the CBOs engaged in Smart Comfort and CAP to make appropriate referrals of

customers to other sources of support.

Similarly, Duquesne relies upon CBOs to remind program participants of the
opportunity to apply for the EITC. An expansion of Duquesne’s EITC efforts into

a larger campaign will be considered.

4. Adopt an expansion of the company’s rate affordability program, to be funded at

$14.750 million.
Response: As discussed elsewhere in this testimony, the Company does not believe

that funding proposals which require set levels of dollars or persons in each program

are appropriate.

20
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5. Contract administration of the universal service program to a non-profit
community-based organization.

Response; Mr. Colton has not given any valid reason to accept this proposal. In fact,
on page 16 of his testimony, he answers, “No” when asked “So you are not
criticizing the structure or operation of the Duquesne Light Smart Comfort
Program?” The same management team leading that effort also leads CAP, the
apparent equivalent of “universal service.” The use. of CBOs will continue as long

as they remain cost-effective means of delivering these services.

Although not contained in his summary, Mr. Colton’s proposed creation of a LIURP
Oversight Committee does require comment. As part of its Universal Service Plan,
the Company will create an advisory committee to assist in the design,
implementation, and evaluation of its universal service activities. It will not,
however, turn over program management approval authority to a third party as

recommended by Mr. Colton.

6. Maintain CARES and Hardship Fund efforts at existing funding levels, provided
that Duquesne shareholders continue their existing level of matching funds for the
Hardship Fund.

Response: Duquesne has already addressed this concern. In the November 3, 1997
filing of its proposed universal service plan, the Company indicated its commitment
to continue funding CARES at current levels ﬁnd to maintain its Dollar Energy Fund

contribution at present levels at least through 1998.

7. Adopt an expansion of the company’s LIURP efforts, to be funded at 0.20% of
total gross revenues (32.214 million).

Response: As discussed elsewhere in this testimony, the Company does not believe
that funding proposals which require set levels of dollars or persons in each program

are appropriate.
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8. Make an explicit tie between LIURP and the rate affordability program, by
automatically referring all high use participants in the rate affordability program for
LIURP treatments.

Response: The Company has already begun efforts to strengthen the linkage between
its Smart Comfort and CAP efforts. CAP participants are referred to Smart Comfort
for appropriate in-home service. CAP and Smart Comfort staff meet regularly to
discuss better ways of targeting their individual efforts in contacts with CAP
participants. They have also observed each other’s customer interactions. This

interaction will continue under universal service.

9. Assure personal follow-up with high use rate affordability participants to ensure
that those de facto electric heating or water heating cases are receiving the services
they need in order to get their central heating or water heating restored.

Response: Both the Company’s CAP and Smart Comfort programs contain
provisions for regular follow-up with its participants. This will continue into the

future.

10. Incorporate a renewable pilot project as part of the company’s LTURP efforts.
Response: As discussed in its universal service plan, the Company will investigate
new technologies that appear promising, but will not include a renewable pilot

program at this time.

11. Adopt the recommended 1 1-part consumer education program.

- Response: The Company’s response to this proposal will be found in Mr.

Hoffmann's rebuttal testimony.

How does the Company respond to the recommendation of Mr. Wilson, on behalf of
the Community Action Association of Pennsylvania, to establish separate budgets
for Electric Competition Consumer Information and Customer Assistance, Training

and Technical Assistance, and Research and Development?
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Mr. Wilson, at page 7 of his testimony, sets the stage for his argument to establish
these funding categories when he discusses the need for DQE to fund and provide
“these programs . . . through the same agencies that provide existing low income
energy services.” Later on the same page he speaks of “the network of independent

low income assistance agencies.”

Duquesne Light delivers its Smart Comfort and pilot CAP programs through CBOs
which are nof part of this network. Our success in both programs comes from the
emphasis we place on continued communication, training, and exploration of new
approaches and technologies with our Smart Comfort and CAP contractors, the vast
majority of whom are not part of Mr. Wilson’s “network.” The strength of the
Company’s low-income assistance programs, in fact, lies in its close and continuing

working relationship with those contractors who support its efforts.

The Company will not establish separate budgets as suggested by Mr. Wilson.
Rather, it will continue to provide the resources to enhance the capability of its

internal and external staff.

How does the Company respond to the recommendations of Mr. Muench, on behalf
of Enron Power Marketing, Inc., regarding the portability and pro-rata allocation of
universal service support to each component of a low-income customer’s electric
bill?

I note that Mr. Colton also supports “portability.” The Company believes that the
observations of both Mr. Muench and Mr. Colton are based on a misconception about
the source of “universal service support.” This “support,” ¢.g., program operating
costs and frozen arrearage and billing deficiency write-offs, comes from Duquesne
Light’s ratepayers and shareholders. Further, on page 40 of its Guidelines, the PUC
has determined that “Universal service and LIHEAP benefits should be assigned to

the EDC.” Finally, absent a contrary determination by the PUC, the Company will
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be the provider of last resort. Therefore, there is no basis for any “pro-rata

allocation” of this support.

Nor is there any “support” which is portable. The Company’s low-income customers
who choose an alternate electric supplier will continue to incur transmission and
distribution costs. The Company will continue to offer them an opportunity to

participate in its universal service and energy conservation programs.

Should an alternate supplier wish to assist low-income customers to pay the
generation portion of their bill, then that alternate supplier may wish to establish its

own universal service and energy conservation programs with its own resources.

How does the Company respond to the recommendation of Mr. Yarolin, on behalf
of the Office of Trial Staff, that the universal service charge be shown as a separate
line item on the customer’s bill?

I note that Mr. Colton takes an opposite position on the issue of separating the charge
as a line item on the bill. The Proposed Rulemaking Order Re: Customer
Information Disclosure for Electricity Providers, 52 Pa. Code, Chapter 54, Docket
No. L-00970126, defines Distribution Charges as follows:

Basic service charges for delivering electricity to the home or business.

These charges include basic service under section 56.15(4) (relating to

Billing Information) and universal service,

. Therefore, Duquesne proposes to include universal service charges in the bundled

- Distribution Charge consistent with this proposed rulemaking.

How does the Company respond to the comments or recommendation of Ms.
Brockway and Messrs. Colton and Yarolin on the appropriate method for charging

and collecting the universal service charge?
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The Company’s desired approach to collecting the universal service charge is by rate

class on a per kWh basis based on allocated distribution costs for each rate class.

Ms. Brockway has her own preferred alternative but states that the Company’s

proposal “would appear not to be inconsistent with the Commission’s directives in

the Final Order.”

Mr, Colton asserts that the Company should recover its costs “through distribution
charges” which should “remain bundled.” The Company’s approach is based on

distribution costs and I agree that it should remain bundled.

Mr, Yarolin prefers that the charge be collected as a fee on a per customer basis
rather than cents/kWh. While operationally simple, the Company does not believe
that this approach is the most equitable way of distributing or sharing the costs of
universal service. The effect would be to have a low-income family and a major
cotporation making the same monthly payment. Therefore, there is no reason to
change Duquesne’s proposed method of charging and collecting theuniversal service

charge.

How does the Company respond to those calling for it to initiate renewable energy
projects, particularly photovoltaic demonstration projects?

In its discussion of its Final Order establishing the Guidelines for Universal Service
and Energy Conservation programs, the Commission states that it “will include
language to allow for pilots” but “will not require the inclusion of any particular

renewables program.” The Company concurs with this permissive approach.

Asto the specific photovoltaic proposal propounded by Ms. Brockway, the Company
does not believe that its universal service goal is furthered by the expenditure of
moneys on a technology which, by the proponent’s own analysis, is not cost-effective

and which has a payback more than 3 times that of its current efforts. It is worth

25



0 ~1 Oy n b W R

> o

noting that 1995 meteorological data for the Greater Pittsburgh Airport shows that
Pittsburgh, well known as a cloudy city, received 42% possible sunshine, meaning
that it was cloudy 58% of the time. With so little sunshine in the Pittsburgh area, a
photovoltaic demonstration has little likelihood of being successful, let alone being

cost-effective,

Does this conclude your rebuttal testimony?

Yes, it does.
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DUQUESNE LIGHT COMPANY
Universal Service and Energy Conservation Programs

Exhibit JPF - 1

I. INTRODUCTION

A. Legislative and Regulatory Requirements
In The Electricity Generation Customer Choice and Competition Act, the General Assembly found

and declared that:

The Commonwealth must, at a minimum, continue the protections, policies and services that
now assist customers who are low-income to gfford electric service. (Emphasis added.)

Later in the Act, the General Assembly said:

The public purpose is to be promoted by continuing universal service and energy
conservation policies, protections and services; and full recovery of such costs is to be
permitted through a non-bypassable rate mechanism.

Still later, the General Assembly defined Universal Service and Energy Conservation as:

Policies, protections and services that heip low-income customers to maintain electric
service. The term includes customer assistance programs; termination of service
protection(;) and policies and services that help low-income customers to reduce or manage
energy consumption in a cost-effective manner, such as the low-income usage reduction
programs, application of renewable resources and consumereducation. (Punctuation added.)

Finally, the General Assembly charged the Pennsylvania Public Utility Commission (PUC) with ensuring
“that universal service and energy conservation policies, activities and services arexppropriately funded and
available in each electric distribution territory (emphasis added).

The PUC issued its Final Order Re: Guidelines for Universal Service and Energy Conservation Programs on
July 11, 1997 In these Guidelines, the Commission put forth its goals, its requirements in implementing the
above legislative mandates, and the general structure for electric distribution companies to follow in
submitting their universal service and energy conservation programs plan.

The PUC’s goals, as found in the Guidelines, are:

To protect low-income consumers (sic) health and safety by ensuring that electric service

is available;

To provide for affordable service by making available payment assistance to low-income
customers;

To assist low-income consumers conserve energy and reduce residential utility bills; and
To ensure that universal service and energy conservation program components are cost-
effective.

Against this backdrop, Duquesne Light submits its Universal Service and Energy Conservation Programs
plan.



B. Duquesne Light Company Overview

The Company has been and will continue to be a leader in providing customer-focused, quality-
driven, results-oriented universal service and energy conservation programs in a cost-effective manner. This
commitment is best demonstrated by its award winning Smart Comfort program.

The goal of the Company’s universal service and energy conservation programs is: to cost-
effectively ensure that low-income, payment troubled customers have access to affordable

energy.

To achieve this goal, the Company will work with eligible customers to establish affordable payment
arrangements which maintain electric service and move them toward self-sufficiency in paying theirelectric
bill.

We continue to believe that to be meaningful universal service! should impose both a requirement on the
electric distribution companies (EDC) “to offer assistance” and a responsibility on customers “for wisc
consumption and prompt payment.” This is particularly true because the untversal service charge is non-
bypassable and will be paid by all low-income customers. We are encouraged, therefore, by the PUC’s
assertion that “the consequences of nonpayment should be loss of service.”

We will meet the unique needs of individual low-income, payment troubled customers by providing an array
of services rather than limiting our solutions to prescribed, one size fits all programs.

At Duquesne Light, we recognize that customers are not casily divisible into “programs” and have begun to
combine the efforts of our Smart Comfort program with those of our pilot Customer Assistance Program
(CAP). We have attempted to offer our low-income, payment troubled customers appropriate “services” to
deal with their unique situation. We will continue to emphasize holistic solutions to customers’ problems, not
achieving enrollment targets in specific programs.

In the following sections of this paper, we will identify Duquesne Light’s existing policies, protections, and
services; provide an assessment of the expected needs for the identified services; identify existing funding;
and discuss Duquesne Light’s approach to meeting the legislative and regulatory requirements for providing
universal service.

II. DETAILED ITEMIZATION OF EXISTING POLICIES, PROTECTIONS AND SERVICES

In addition to the following universal service programs, all customers, including those who are low-income
and payment troubled, receive the appropriate protections of Chapter 56. We wili continue, though perhaps
with modification, all of these universal service activities. The primary delivery vehicies for all these services
have been community-based organizations (CBOs). We will continue to use CBOs as long as they remain
a cost-effective means of service delivery.

A. Pilot Customer Assistance Program
Duquesne Light is in the third year of its pilot CAP. The pilot program targets customers who have
been a resident at their current address for one year, have gross houschold income less than 150% of the

! Through the remainder of the paper, unless specified otherwise, "universal service" includes
energy conservation programs.



poverty level, have housing expenses more than 45% of their gross income, and have at least a $500
arrearage on their electric bill. In this pilot, the customer’s arrearage at the time of enrollment will be written
off over three vears if the customer makes full and timely monthly payments. The program also helps the
customer to lower electric consumption so that at the end of the program the customer can have an affordable

etectric bill.
Funding--$550,000/year Participant level--1,600

B. CARES

The purpose of Duquesne Light’s HELP Program (CARES) is to assist payment troubled customers
and customers with special needs obtain necessary social service support and assistance. The program targets
customers whose income is less than 150% of the poverty guidelines and senior citizens, although no necdy
customer will be tumed away. The goal is to have an outreach worker or community agency act as an
intermediary between the customer and the Company in an effort to link the customer to the necessary social
service programs that will enhance the customer’s ability to pay for electric service. An outreach worker
contacts referred customers and, if necessary, makes a home visit to the customer. Referrals are made by
Duquesne Light, other utilities, community based agencies, the PUC, and word of mouth.

Funding--$60,000/vear Participants--approximately
4_500/year

C. Smart Comfort
Smart Comfort is Duquesne Light’s low-income usage reduction program (LIURP). It targets
customers who have been a resident at their current address for one year, whose gross household income is
less than 150% of the poverty level, and whose electric usage is 125% above the average customer usage.
This program evolved from strictly weatherization to an “end use” strategy. As such, reduction measures
include cost effective appliance and lighting replacements.

Funding--$700,000/vear
Participants--approximately 700/year

D. Hardship Fund
Duquesne Light’s hardship fund is a partnership with the Dollar Energy Fund.

Funding--The company’s stockholders match Participants--approximately 2,500/vear
customer contributions up to $325,000 annually.

In addition, the Company contributes 10% of the

total contributions ($65,000 in 1996) to provide

administrative support.

E. Consumer Credit Counseling Service

Duquesne Light has contracted with Consumer Credit Counseling Service (CCCS) to provide
counseling and debt management support to our customers who are in serious financial trouble. The program
offers free help to debt-troubled consumers to rehabilitate their finances and assists the Company in
maintaining customer loyalty and avoiding losses to charge-off or bankruptcy.

Funding: $6,000 Participants--approximately 710/year

F. New Requirements



As stated in the Guidelines, the Act introduces three additional efforts: provider of last resort,
renewable resources, and consumer education,

1. Provider of Last Resort

Duquesne Light will fill this role by default unless the PUC approves an alternate provider
of last resort. We expect that low-income, payment troubled customers will be afforded the opportunity to
obtain electricity from altemate suppliers like all other customers. Should they cease obtaining electricity
from an alternate supplier, we will sell them electricity until such time as they choose another alternate

supplier.

2. Renewable Resources

Duquesne Light has no existing renewable resource programs in place nor does it have plans
for any at this time. As we continually look for new technologies for our Smart Comfort program, we will
explore such approaches if we determine there is a likelihood of successfully integrating them into our encrgy
conservation programs.

3. Consumer Education

Participants in Duquesne Light’s universal service programs have been permitted to enter
the customer choice pilot? and will be permitted to choose alternate generation suppliers when retail choice
is phased in for all customers beginning in 1999. We will use CBOs to explain the options and decisions
necessary to fully participate in choice.

Our basic outreach strategy with universal service participants will be to utilize points of individual contact
to answer questions and explain the options available to them. As appropriate we will use multi-lingual
communication and other targeted educational opportunities.

I11. NEEDS ASSESSMENT

We have used DISCuS, our customer information system, as the source of information in conducting our
needs assessment.

We initially ran three queries: the total population which is low income and payment troubled as defined in
the Guidelines; the subset of the total population which meets existing CAP eligibility criteria; and the subset
of the total population which meets existing Smart Comfort eligibility criteria. Later, we asked for data on
low-income, payment troubled customers with a current balance equal to or greater than three times their
average bill.

These are the results of that assessment. Please note that the initial table showing a potential universal service
customer pool of 115,055 is based on the Guidelines’ definition of low-income (at or below 150% of the
federal poverty guideline) and payment troubled (a customer who has failed to maintain one or more payment
arrangements.) This number includes customers who are and have been current but who, at one time, broke
a payment arrangement with us.

We currently have 25,413 active low income customers who are delinquent. It is from this customer pool
that universal service participation should and is most likely to come.

? Thirteen were chosen in the lottery.



Total Low-Income, Payment Troubled Customers
Poverty # Eligibte | Annual Bills Annual Annual Current Current Annual Daily
Level Customers {$000) Payments | Energy Asst [ Account Arrearage Electric Electric
{$000) Payments Balance Balance Usage Usage
(3000) ($000) (3000) (000 kWh) (kwh)
0-50% 68,221 58,117 45,610 1,029 14,659 9,638 434,237 17
51-100% 24,733 20,242 16,353 775 12,857 11,013 152,244 17
101-150% 22,101 18,040 16,696 216 9,700 7,921 144178 18
Total 115,055 97,389 81,659 2,020 37,216 28,572 730,659
Low-Income, Payment Troubled Customers with a Current Account Balance equal to or-greater than J times the
average bili
Poverty # Eligible | Annual Bills Annual Annual Current Current Annual Daily
Level Customers ($000) Payments | Energy Asst | Account Arrearage Electric Electric
($000) Payments Balance Balance Usage Usage
($000) ($000) {3000) (000 kWh) {kWh)
0-50% 9,129 7,011 4,238 548 9,210 8542 51,183 15
51-100% 9,858 8,309 5,892 480 11,220 10,411 62,5649 17
101-150% 7,280 5,339 5,130 139 7,900 7,272 47,868 18
Total 26,277 21,659 15,260 1,267 28,330 26,225 161,610
CAP Eligible {from Total Eligible Count)
Poverty # Eligible | Annual Bills | Annual Annual Current Current Annual Daily
Level Customners ($000) Payments | Energy Asst | Account Arrearage Electric Electric
{3000} Payments Balance Balance Usage Usage
($000) ($000) ($000) {000 kwh) (kWh)
0-50% 2,255 2,284 1,532 248 3,639 3,425 17,063 21
51-100% 2,294 2,313 1,801 183 3,811 3,589 17,921 21
101-150% 1,182 1,227 1,045 48 1,864 1,741 9,328 22
Total 5,731 5,824 4,378 479 9,314 8,755 44,312
Smart Comfort Eligible {from Total Eligible Count)
Poverty # Eligible | Annuai Bills Annual Annual Current Current Annual Daily
Lavel Customers ($000) Payments | Energy Asst | Account Arrearage Electric Electric
($000) Payments Balance Balance Usage Usage:
| (s000) ($000) {$000) {000 kwh) {kWWh)
0-50% 12,119 12,268 10,689 235 3,204 2,107 99 456 22
51-100% 4,644 4,715 4,083 210 3,192 2,794 37,712 22
101-150% 4,463 4,552 4,204 59 2,270 1,839 36,706 23
Total 21,226 21,535 18,976 504 B 666 6,700 173,874
Eligibitity is based on income as reported/verified and the PUC's definition of ‘payment troubled,' i.e, having had at least one
broken payment arrangement,

In filling our pilot CAP, we found that only 41% of customers referred to a CBO actually enrolled in the
program. Nearly 2 in 5 of those referred, expressed no interest or failed to keep an appointment. 1 in 5 were

rejected for being over income or having an income to expense ratio below that required.?

5

* In initially determining eligibility, we used the income provided by the customer in their last
contact with the company. To enroll a customer, the CBO actually verified income and expenses,




Similarly, in Smart Comfort we find that we must schedule 50 appointments to visit 30 customers. Keeping
in mind that this is a voluntary program usually unrelated to immediate payment problems, the 21,226

potentially eligible customers might produce approximately 12,000 visits.

As warranted, we will phase-in program expansion over the three years in which choice is introduced to our
customers. We will modify eligibility requirements and administrative procedures as we continue to lcam

from our implementation experience and evaluations.

IV. CURRENT UNIVERSAL SERVICE AND ENERGY CONSERVATION EXPENDITURES

Duquesne Light is committed to maintaining existing funding support for universal service programs as
directed in The Electricity Generation Customer Choice and Competition Act. In 1996, approximately
$12,275,000 was allocated for these programs and is the amount which will be recovered in the non-

bvpassable universal service charge. The 1996 budget and actual expenditures are shown below.

Universal Service and Energy Conservation Policy, Activity, and Service
Policy, Activity, and Service 1996 Budget 1996 Actual

Pilot Customer Assistance $550,000 $385,163
Program*

CARES $60,000 $£59.538
Smart Comfort (LIURP) $700,000 $788.460
Hardship Funds—Administration $65,000 $65,000
Low Encome Collection Costs, N/A £5,000,000
including labor *

Low Income Write-offs © N/A $5.804,226
Consumer Credit Counseling $6.,000 $6,335
Services

catching any discrepancies.

* Expenses include, but are not limited to program start-up, labor, equipment, programming and
evaltuation costs. Billing deficiency write-offs are included here. Frozen arrearage write-offs are
included below in Low-income write-offs.

*The amount expended for low income collections is part of the overall collection budget.
Dugquesne Light does not divide the budget into low-income vs. non-low-income. Based on this,
the listed funding amount is estimated in a manner similar 10 the Equitable Gas top down
approach which is recommended in the Final Order on Universal Service and Energy
Conservation Programs. The $£5,000,000 includes allocated expenses such as mainframe
computer operation time, building rents, utilities, etc. These amounts may not be available o fund
other programs. All Duquesne Light labor costs associated with supporting all of the listed low
income programs, except Smart Comfort and CAP, are included in this number.

¢ Budgeted write offs are based on actual write offs in prior years. Write offs associated with low
income customers is not a criteria for budgeting future expected write offs. Based on this,
Duquesne Light is unable to provide this data.

6



V. UNIVERSAL SERVICE AND ENERGY CONSERVATION PROGRAMS OPERATIONS

A. Overview
The Company is committed to continuing to provide customer-focused, quality-driven, results-

oriented universal service programs in a cost-effective manner.
The goal of our universal service and energy conservation programs is:

To cost-cffectively ensure that low-income, pavment troubled customers have access to
affordable energy, :

To achieve this goal, the Company will work with eligible customers to establish affordable payment
arrangements which maintain electric service and move them toward self-sufficiency in paying their clectric
bill,

Universal service programs are not for everyone. Generally, they will be targeted to low-income, payvment
troubled customers. These pcople will generally have gross household income at or below 150% of poverty
and have at least one broken payment arrangement, as defined in the Guidelines.

We do not intend to offer stand alone programs.j.e. our goal is not to achieve an enroliment target for a given
program. Rather, we will attempt to build a bridge that enables an eligible customer to move out of a
collection mode and become a regular paving customer.

To be meaningful, universa! service should impose both a requirement on the EDCs "to offer assistance” and
a responsibility on customers "for wise consumption and prompt payment." This is particularly true because
the universal service charge is non-bypassable and will, therefore, be paid by all low-income customers. Like
the PUC, we believe that "the consequences of nonpayment should be loss of service."

Universal service participants must leamn that failure to maintain their agreement will result in swift and sure
consequences, following the procedures in Chapter 56, including termination of service with a full catch-up
pavment and, potentially, a security deposit needed to restore service. The PUC, then, will be a partner in
this process by affirming through its actions its statement that "the consequence of nonpayment should be
the loss of service." Customers must know that universal servicc policies, protections, and services are the
"best game in town" and that failure to maintain an agreement will be not be supported by the PUC.

We further believe that the best way to meet the unique needs of individual low-income, payment troubled
customers is by providing an array of services rather than limiting solutions to prescribed, one size fits all
programs. However, when we work with customers to meet their unique needs, we expect the customers to
fully participate and work toward self-sufficiency.i.e. the ability to make a full, affordable payment for their
clectric service.

[n meeting with community-based stakeholders, an overriding concern of theirs was that we not make
customers dependent on us for assistance. Rather, they asked that we provide improved communications and
training for them so they can work with customers to move them toward self-sufficiency.

At Duquesne Light, we have begun to increase the impact of our Smart Comfort and pilot CAP activities by
combining their efforts in recognition of the fact that our customers are not casily divided into "programs.”
We have attempted to offer them the appropriate "services" which deal with their unique situation. We will



continue to emphasize holistic solutions to customers’ problems rather than enroiling numbers in specific
programs.

B. An Array of Services

Duquesne Light will establish an array of services to enable its staff and supporting CBOs to work
with individual customers to meet their individual needs in establishing and making regular, affordable
payments to maintain electric service.

Existing services will form the foundation of the array. We will monitor enrollment and performance as we
do currently. Our purpose, however, will be to blend the impact of the services to maximize benefits to the
customer and the Company rather than fill slots in a program. Similarly, we will blend universal service
funding into one operating fund from which services will be supported.

We expect to build upon the experience we are gaining in the integrated delivery of CAP and Smart Comfort
as we go forward into the competitive future.

C. Duquesne Light Policies, Protections, and Services
1. Policies
It is the general policy of Duquesne Light Company to work with low-income, payment
troubled customers to enable them to maintain electric service by making affordable payment arrangements.
Such payment arrangements will be based on the customer’s household income and will requirc the
customer’s active participation in controlling their ¢lectric use and obtaining available energy assistance
grants,

Universal service programs have been and will continue to be designed to assist low-income, payment
troubled customers to maintain electric service. The way into these programs will be through an effort to
make affordable payments. These programs will not be available merely on the basis of income but will be
used to make electricity affordable, to return customers to a "current” staie as soon as possible, and/or to
head-off a customer’s payment problems before they occur.

2. Protections

Low-income, payment troubled customers, like all customers, are covered by Chapter 56 and
will receive the appropriate protections contained therein. Continued participation in any universal service
program offered by Duquesne Light will require the customer’s active participation and maintenance of all
agreements. As suggested by the PUC, the consequence of nonpayment may be loss of service.

3. Services
a. Basic Existing Services
The three primary universal service programsj.e. CAP, CARES, and LIURP (Smart
Comfort) will continue and be funded at current leveis. Modifications will be made as appropriate to increase
and/or re-target their beneficial impacts.

We will offer CAP and Smart Comfort as part of an integrated effort to enable eligible customers to maintain
electric service. We will monitor, evaluate, and report on performance but will not strive to cnroll a target
number in any one program. We will attempt to maximize the positive impact of these programs on as many
customers as possible, recognizing that customers do not usually have easily compartmented energy
problems.



We are committed to current funding of our Dollar Energy Fund partnership through 1998. Future funding
will depend on business conditions at that time.

b. Potential Opportunities
Duquesne Light will continue its efforts to identify new services and programs which
will enable its low-income, payment troubled customers to make affordable payments for the electric service

they use.

Examples may include matching programs which more rapidly reduce arrearage balances or creative payment
arrangements which recognize temporary customer problems. Our intent is to take into account a customer’s
past performance with us while finding ways to increase revenues collected and reducing collection costs.

In addition, we will continue to explore the introduction of new energy conservation measures and may
choose to explore alternate metering or usage control devices which will help make the customer’s pavment
for electric service more affordable.

D. Program Operations
To maximize the beneficial impact of universal service programs, Duquesne Light will continue to

augment the efforts of its own staff with those of CBOs.

Customer service representatives will be trained in the programs’ costs, benefits, and targeted audience.
These representatives will take time with the customers to better understand their needs in order to offer thosc
services which will enable the customer to have and maintain an affordable payment for electric service.

CBOs will verify income and expenses for any customer receiving service resulting in a payment which is
less than the current bill.” They may be involved in the direct delivery of some programsge.g, Smart
Comfort. They will provide case management support to customers enrolled in CAP who choose to select
alternate generation suppliers and refer universal service participants to other social service agencies and
forms of assistance.

E. Cost Recovery

The following table identifies the universal service charge per kWh for each rate class under
Duquesne’s current tariff. The charges were calculated based on the allocated distribution costs for cach
rate class. Rate classes GS/GM, GMH, GLH, GL and L pertain to both commercial and industrial class
customers. Rate class HVPS pertains to industrial customers.

Rate Class Description Charge per
kWh

RS Residential Service $0.0018
RH Residential Service Heating $0.0014
RA Residential Service Add-On Heat Pump $0.0014
GS/GM General Service Small and Medium $0.0011
GMH General Service Medium Heating $£0.0010
GLH General Service Large Heating $0.0005
GL General Service Large $0.0005

7 A current bill includes the budget payment plan.
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L Large Power Service $0.0005
HVPS High Voltage Power Service $0.0003
AL Architectural Lighting $0.0013
SE Street Lighting Energy $0.0047
MTS Municipal Traffic Signals $0.0010
SM Street Light Municipal $0.0093
SH Street Lighting Highway $0.0028

F. Reporting and Evaluation
Dugquesne Light will provide appropriate bi-annual reports to the PUC, Similarly, we will meet the
required evaluation guidelines.

G. Advisory Panels
In developing this plan, we sought the assistance of CBOs in our service territory. Some of them

have worked with us in CAP and Smart Comfort; others have not. We will establish an advisory pancl made
up of similar organizations, customer representatives, and Company staff to advise us on the scope, design,
and administration of our universal service programs.

VI. CONCLUSION

Duquesne Light will continue to be a leader in the development and delivery of universal service
to low-income, payment troubled customers.

We will continue to fund universal service policies, protections, and services at current levels.

Our goal is to cost-effectively ensure that low-income, pavment troubled customers have access to affordable
energy. To achieve this goal, the Company will work with eligible customers to establish affordable payment
arrangements which maintain electric service and move them toward self-sufficiency in payving their electric
bili. -

We will expect participating customers to use electricity wisely and to make prompt and full payments.
Failure to comply with our programs’ requirements will return a customer to routine collections procedures
with the real likelihood of termination of service for failure to maintain a payment arrangement. In this, we
will expect the support of the PUC in affirming its position that "the consequences of nonpayment should be
loss of service."
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