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1 JUDGE RAINEY: Good morning. My name i s 

2 Ch a r l e s Rainey, and a l o n g w i t h me i s Marlane 

3 C h e s t n u t . We are t h e A d m i n i s t r a t i v e Law Judges who 

4 have been a s s i g n e d t o t h i s case, and t h i s i s t h e 

5 case o f P e n n s y l v a n i a P u b l i c U t i l i t y Commission 

6 v e r s u s PECO Energy Company a t Docket Number 

7 R-00933953, R-00973953C0001 t h r o u g h C000 7 . 

8 I n o t e f o r t he r e c o r d t h e appearances o f 

9 W i l l i a m T. Hawke and Janet M i l l e r on b e h a l f o f Mid-

10 A t l a n t i c Power Supply A s s o c i a t i o n ; B e r n a r d Ryan on 

11 b e h a l f o f t h e O f f i c e o f Small Business Advocate; 

12 Noel Trask, Paul Bonney and Ward Smith on b e h a l f o f 

13 PECO Energy Company; Steven Steinmetz on b e h a l f o f 

14 t h e O f f i c e o f Consumer Advocate; J o e l l e Ogg on 

15 b e h a l f of Duke Energy E l e c t r i c C l e a r i n g h o u s e and 

16 NorAm Energy Management; Kenneth Mickens on b e h a l f 

17 o f t h e O f f i c e o f T r i a l S t a f f ; Paul Nordstrom on 

18 b e h a l f of A l l e g h e n y Power; Dan C l e a r f i e l d and G e r a l d 

19 G o r n i s h on b e h a l f o f Enron; C r a i g D o l l on b e h a l f o f 

20 C o n e c t i v Energy; David K l e p p i n g e r on b e h a l f o f 

21 P h i l a d e l p h i a Area I n d u s t r i a l Energy Users Group; Joe 

22 Dworetzky on b e h a l f o f New Energy V e n t u r e s ; and L i s a 

23 H e l p e r t on b e h a l f o f PP&L, I n c o r p o r a t e d . 

24 Today marks t h e second e v i d e n t i a r y h e a r i n g i n 

25 t h i s case. Y e s t e r d a y we heard f r o m f o u r w i t n e s s e s , 
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• 

1 and f o u r w i t n e s s e s are scheduled t o p r e s e n t 

2 t e s t i m o n y today. The f i r s t w i t n e s s i s 

3 Mr. Johnstone. 

4 Mr. Johnstone, would you s t a n d and r a i s e y o u r 

5 r i g h t hand, p l e a s e . 

6 DONALD E. JOHNSTONE, c a l l e d as a w i t n e s s , 

7 having been duly sworn, was examined and t e s t i f i e d 

8 as f o l l o w s : 

9 JUDGE RAINEY: Please be se a t e d . Give your 

10 f u l l name and address f o r t h e r e c o r d . 

11 THE WITNESS: My name i s Donald E. Johnstone. 

12 My address i s 1215 Fern Ridge Parkway, S t . L o u i s , 

13 M i s s o u r i . 

14 JUDGE RAINEY: Thank you. Counsel p l e a s e 

15 proceed. 

16 MR. HAWKE: Yes, Your Honor. Mr. Johnstone 

17 has b e f o r e him t h r e e s t a t e m e n t s , which have been 

18 p r e v i o u s l y d i s t r i b u t e d t o the p a r t i e s , and two have 

19 been g i v e n t o the r e p o r t e r t o d a y . The s t a t e m e n t s 

2 0 have been d e s i g n a t e d Numbers 1, 1-R, and 1-S. 

21 Statement 1 has one appendix d e s i g n a t e d 

22 Appendix A and two e x h i b i t s d e s i g n a t e d DEJ-1 and 

2 3 DEJ-2. There are no e x h i b i t s f o r Statement 1-R. 

2 4 There are two e x h i b i t s f o r Statement 1-S: DEJ-IS 

25 and DBJ-2S. 
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1 DIRECT EXAMINATION 

2 BY MR. HAWKE: 

3 Q. Mr. Johnstone, do you have those 

4 s t a t e m e n t s and e x h i b i t s b e f o r e you? 

5 A. Yes, I do. 

6 Q. And these s t a t e m e n t s c o n t a i n a s e r i e s o f 

7 Qs and As. I f I were t o ask you the Qs and t h e As 

8 to d a y , would your answers as r e f l e c t e d on those 

9 s t a t e m e n t s be t h e same? 

10 A. Yes, t h e y would. 

11 Q. Do you have any c o r r e c t i o n s o r a d d i t i o n s ? 

12 A. No. 

13 MR. HAWKE: Wi t h t h a t . Your Honor, I would 

14 o f f e r them i n t o t h e r e c o r d s u b j e c t t o c r o s s -

15 e x a m i n a t i o n . 

16 JUDGE RAINEY: Any o b j e c t i o n s ? 

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

18 JUDGE RAINEY: So a d m i t t e d . 

19 (MAPSA Statement Numbers 1, 1-R, and 1-S were 
produced, marked, and admitted into 

2 0 evidence.) 

21 JUDGE RAINEY: C r o s s - e x a m i n a t i o n . 

22 MR. TRASK: Yes, Your Honor. 

23 JUDGE RAINEY: Please proceed. 

2 4 CROS S-EXAMINATION 

2 5 BY MR. TRASK: 

HOLBERT ASSOCIATES 
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1 Q. Good morning, Mr. Johnstone. I'm Noel 

2 Trask, and I'm one o f PECO's a t t o r n e y s . 

3 A. Good morning. 

4 Q. Mr. Johnstone, you are an e l e c t r i c a l 

5 e n g i n e e r by t r a i n i n g ? 

6 A. Yes, s i r . 

7 Q. At the b e g i n n i n g o f yo u r c a r e e r , you 

8 worked f o r a u t i l i t y f o r a few years? 

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

10 Q. And a t t h a t u t i l i t y you d i d l o a d 

11 f o r e c a s t i n g and p l a n n i n g ? 

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

13 Q.' How l o n g ago was t h a t ? 

14 A. From 1973 t h r o u g h 1981. A p p r o x i m a t e l y 

15 seven y e a r s . 

16 Q. And s i n c e t h e n you've been a c o n s u l t a n t 

17 w i t h Drazen-Brubaker and t h e n a f t e r t h a t Brubaker 

18 and A s s o c i a t e s ? 

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

20 Q. Would i t be c o r r e c t t o say t h a t y o u r work 

21 has p r i m a r i l y been c o s t o f s e r v i c e and c o s t 

22 a l l o c a t i o n i n t r a d i t i o n a l r e g u l a t e d r a t e cases? 

23 A. That's been a good p a r t o f t h e work. 

24 There have been d o c k e t s d e a l i n g w i t h p o l i c y i s s u e s . 

25 There have been p r o j e c t s f o r c l i e n t s d e a l i n g w i t h 
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1 energy c o s t s a s s o c i a t e d w i t h v a r i o u s l o c a t i o n , p l a n t 

2 l o c a t i o n t y p e s t u d i e s . That would be t h e g e n e r a l 

3 c h a r a c t e r o f i t . 

4 Q. So i t would be c o r r e c t t o say t h a t a 

5 s i g n i f i c a n t amount of the work you've done i n y o u r - -

6 What i s i t ? - - 1 6 y e ars as a c o n s u l t a n t has had t o do 

7 w i t h c o s t o f s e r v i c e and c o s t a l l o c a t i o n i n 

8 t r a d i t i o n a l r a t e cases? 

9 A. Yes. 

10 Q. I s i t c o r r e c t t o assume t h a t , w h i l e a t 

11 Drazen-Brubaker o r Brubaker and A s s o c i a t e s , y o u r j o b 

12 r e s p o n s i b i l i t i e s d i d not i n c l u d e t h e purchase o r 

13 s a l e o f e l e c t r i c energy and/or c a p a c i t y ? 

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

15 Q. I s t h a t a l s o t r u e o f t h e u t i l i t y you 

16 worked f o r b e f o r e Brubaker? 

17 A. I n the sense o f d e a l i n g w i t h t h e market 

18 on a day-to-day b a s i s , t h a t ' s c e r t a i n l y t r u e . 

19 Q. Do you have any f o r m a l u n d e r g r a d u a t e o r 

20 g r a d u a t e degree i n t h e f i e l d o f economics? 

21 A. My u n d e r g r a d u a t e degree i s i n e l e c t r i c 

22 e n g i n e e r i n g . My master's degree i s i n b u s i n e s s 

2 3 a d m i n i s t r a t i o n . 

24 Q. So you don't have any f o r m a l degree i n 

25 economics? 
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1 A. That's c o r r e c t . 

2 Q. Do you c o n s i d e r y o u r s e l f t o be an e x p e r t 

3 i n economics or i n a n t i t r u s t a n a l y s i s ? 

4 A . I suppose i t depends on your d e f i n i t i o n 

5 o f e x p e r t . I don't know what t h e d e f i n i t i o n i s i n 

6 t h i s j u r i s d i c t i o n . But c e r t a i n l y an above-average 

7 knowledge o f those f i e l d s . 

8 Q. Based on your d e f i n i t i o n o f an e x p e r t , 

9 would you c o n s i d e r y o u r s e l f an e x p e r t i n economics 

10 o r a n t i t r u s t a n a l y s i s ? 

11 A. Most o f t e n I have found t h e term e x p e r t 

12 t o be d e f i n e d as somebody w i t h an above-average 

13 knowledge, and c e r t a i n l y w i t h t h a t d e f i n i t i o n I 

14 would c o n s i d e r m y s e l f e x p e r t . 

15 Q. Do you know what d i s c i p l i n e w i t h i n t h e 

16 f i e l d o f economics i s concerned w i t h t h e s t u d y o f 

17 market performance and c o m p e t i t i o n ? 

18 A. You're t a l k i n g about -- I'm n o t sure 

19 t h a t I f o l l o w your q u e s t i o n . 

2 0 Q. What i s the d i s c i p l i n e c a l l e d w i t h i n t h e 

21 f i e l d o f economics t h a t i s concerned w i t h t h e s t u d y 

22 o f market performance and c o m p e t i t i o n ? 

23 A. I don't know. 

24 Q. Have you per f o r m e d any independent 

25 a n a l y s e s t o p r o j e c t t h e w h o l e s a l e p r i c e o f energy 
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o 

1 and c a p a c i t y i n t h e PJM area d u r i n g t h e p e r i o d o f 

2 t i m e encompassed by t h e p a r t i a l s e t t l e m e n t ? 

3 A. No, I have n o t . 

4 Q. Are you aware o f any such a n a l y s e s 

5 p e r f o r m e d by any MAPSA member? 

6 A- I am not aware o f any. 

7 Q. D i d you ask any MAPSA member i f t h e y had 

8 conducted any such analyses? 

9 A. No. 

10 Q. By the way, do you know who t h e members 

11 o f MAPSA are? Can you t e l l us now who t h e members 

12 o f MAPSA are? 

13 A. I u n d e r s t a n d t h a t t h e y ' r e a group o f 

14 s u p p l i e r s and m a r k e t e r s . I do n o t have a l i s t o f 

15 a l l t h e members w i t h me. 

16 Q. Do you know who any o f them are? 

17 A. Yes. 

18 Q. Can you l i s t t h e ones t h a t you're aware 

19 o f ? 

20 A- The ones t h a t I'm aware of would be 

21 Du Pont Power M a r k e t i n g , Enron. Who e l s e ? E a s t e r n 

22 A s s o c i a t e s , CNG Energy. 

2 3 Q. As you p r e p a r e d your t e s t i m o n y o r f o r 

24 t h e s e h e a r i n g s , d i d you t a l k w i t h any people who 

25 work f o r any o f t h e companies you j u s t l i s t e d ? 
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1 A. Yes. 

2 Q. Who d i d you t a l k to? 

3 A. I t a l k e d w i t h a l l f o u r o f those w i t h 

4 r e s p e c t t o t h e d i r e c t t e s t i m o n y . W i t h r e s p e c t t o 

5 t h e a d d i t i o n a l , Enron d i d not p a r t i c i p a t e i n t h e 

6 c o n v e r s a t i o n s . And I do n o t b e l i e v e -- I'm t r y i n g 

7 t o r e c a l l . The p a r t i e s were p r o v i d e d a copy o f t h e 

8 d r a f t r e b u t t a l , and I don't r e c a l l w h ich o f them 

9 might have been on c a l l t o d i s c u s s t h a t . 

10 Q. D i d you ask any of them what c o s t s t h e y 

11 a n t i c i p a t e h a v i n g t o i n c u r t o serve r e t a i l 

12 customers? 

13 A. That i s a t o p i c t h a t we d i s c u s s e d , yes. 

14 Q. D i d you ask any o f them what p r o f i t 

15 margins t h e y are a n t i c i p a t i n g ? 

16 A. The d i s c u s s i o n s went t o what m i g h t be 

17 what I've c h a r a c t e r i z e d i n my t e s t i m o n y as r e t a i l 

18 b u s i n e s s c o s t s . Inasmuch as these people a r e 

19 c o m p e t i t o r s w i t h one an o t h e r , t h e y d i d n o t p r o v i d e 

2 0 me w i t h t h a t i n f o r m a t i o n . So I asked t h e q u e s t i o n s . 

21 We d i s c u s s e d t h e i s s u e , b u t t h e r e were no s p e c i f i c 

22 answers f o r t h c o m i n g . 

23 Q. D i d you ask them f o r i n f o r m a t i o n 

24 r e g a r d i n g what o f f e r s t h e y made t o customers o r t h e y 

25 have made t o customers f o r s e r v i c e d u r i n g t h e 
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1 P e n n s y l v a n i a p i l o t s ? 

2 A . I d i d n o t . 

3 Q. How about o f f e r s f o r s e r v i c e a f t e r t h e 

4 p i l o t s d u r i n g t h e t r a n s i t i o n p e r i o d ? D i d you ask 

5 them about o f f e r s t h e y made f o r s e r v i c e d u r i n g t h a t 

6 p e r i o d ? 

7 A. I d i d n o t . 

8 Q. D i d you ask any o f them whether t h e y 

9 would be w i l l i n g t o or whether t h e y expect t o s e l l 

10 power t o a r e s i d e n t i a l customer f o r 4.38 ce n t s per 

11 k i l o w a t t hour d u r i n g 1999? 

12 A. I d i d n o t . 

13 Q. Have you un d e r t a k e n any s t u d y f o r MAPSA 

14 members t o i d e n t i f y t h e f i n a n c i a l impact on any o f 

15 them o f t h e p r o p o s a l s you've made t h r o u g h y o u r 

16 a d d i t i o n a l t e s t i m o n y , i n p a r t i c u l a r ? 

17 A. No. 

18 Q. How about t h e p a r t i a l s e t t l e m e n t ? Have 

19 you u n d e r t a k e n any s t u d y f o r MAPSA members t o 

20 i d e n t i f y t h e f i n a n c i a l impact on them o f t h a t ? 

21 A . I have n o t . 

22 Q. I n your c o n v e r s a t i o n s w i t h t h e MAPSA 

2 3 members t h a t you spoke w i t h , d i d you ask any o f them 

24 what o t h e r s e r v i c e s or p r o d u c t s t h e y i n t e n d t o o f f e r 

25 w i t h t h e i r energy sales? 
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1 A. No. 

2 Q. So you d i d n ' t have any o p p o r t u n i t y t o ask 

3 them how much money t h e y might i n t e n d t o make on 

4 such s a l e s s i n c e you d i d n ' t t a l k t o them? 

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

6 Q. I ' d l i k e t o ask you a few q u e s t i o n s about 

7 one o f t h e e x h i b i t s t o y o u r a d d i t i o n a l t e s t i m o n y , 

8 and t h a t would be DEJ-2S, E x h i b i t DEJ-2S. 

9 MR. HAWKE: Your Honor, b e f o r e we proceed, 

10 t h e l a s t l i n e o f q u e s t i o n s c o n c e r n i n g t h e 

11 c o n v e r s a t i o n s w i t h i n d i v i d u a l MAPSA members, I t h i n k 

12 i t ' s a p p r o p r i a t e f o r t h e r e c o r d t o r e f l e c t t h a t 

13 MAPSA i s a c o r p o r a t i o n and t h e members are b o a r d 

14 members. As l o n g as t h e r e c o r d r e f l e c t s t h a t , I 

15 don't have any o b j e c t i o n t o t h e p a r t i c u l a r 

16 q u e s t i o n s . 

17 JUDGE RAINEY: Thank you f o r t h a t 

18 c l a r i f i c a t i o n , Mr. Hawke. 

19 BY MR. TRASK: 

20 Q. Mr. Johnstone, I'm g o i n g t o ask you some 

21 q u e s t i o n s about E x h i b i t DEJ-2S. I s t h i s y our workup 

2 2 o f a g e n e r a t i o n r a t e f o r a r e s i d e n t i a l customer f o r 

23 t h e y e a r 1999? 

24 A. Yes, i t i s . 

2 5 Q. Are you p a r t i c i p a t i n g i n o t h e r 
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1 P e n n s y l v a n i a r e s t r u c t u r i n g p r o c e e d i n g s ? 

2 A. Yes. 

3 Q. Could you i d e n t i f y t h e p r o c e e d i n g s i n 

4 which you're p a r t i c i p a t i n g ? 

5 A. P e n n s y l v a n i a Power & L i g h t . 

6 Q. Are you aware o f any w i t n e s s i n t h i s o r 

7 any o t h e r r e s t r u c t u r i n g p r o c e e d i n g i n P e n n s y l v a n i a 

8 who has c a l c u l a t e d a g e n e r a t i o n r a t e t h a t even 

9 approaches 4.38 c e n t s f o r 1999? 

10 A. I have n o t l o o k e d a t t h a t . I t h i n k most 

11 of t h e t e s t i m o n y has been i n t h e c o n t e x t o f t h e 

12 system average o r t h e w h o l e s a l e market c o s t . So, 

13 r e a l l y , t h e b u l k o f t h e numbers go t o t h a t p o i n t , 

14 and t h e r e has not been a l o t on t h e p a r t i c u l a r 

15 r e s i d e n t i a l r a t e . 

16 Q. Does t h a t mean t h a t y our answer i s t h a t 

17 you are n o t aware of anybody who has c a l c u l a t e d a 

18 g e n e r a t i o n r a t e component t h a t approaches 4.38 c e n t s 

19 f o r a r e s i d e n t i a l customer f o r 1999? 

20 A. I don't know about a p p r o a c h i n g i t . I 

21 t h i n k t h e o t h e r s are a l l l o w e r . 

2 2 Q. A l l r i g h t . On DEJ-2S, your L i n e 6, you 

23 have t h e market c o s t o f c a p a c i t y as $42. 

24 A. That's t h e market c o s t o f new c a p a c i t y . 

25 Q. Market c o s t o f new c a p a c i t y . $42 i s $42 
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1 a k i l o w a t t year? 

2 A. Yes, i t i s . 

3 Q. I s your b a s i s f o r t h i s number t h e 

4 c a r r y i n g c o s t o f a new combustion t u r b i n e ? 

5 A. Yes, i t i s . 

6 Q. I s i t your t e s t i m o n y t h a t MAPSA members 

7 w i l l charge r e t a i l customers $4 2 a k i l o w a t t y e a r f o r 

8 c a p a c i t y i n 1999? 

9 A. I t ' s my t e s t i m o n y t h a t , i f t h e excess 

10 c a p a c i t y t h a t i s c u r r e n t l y f o r e c a s t were n o t t o 

11 e x i s t , t h e n t h i s would r e p r e s e n t something l i k e t h e 

12 market p r i c e a t t h a t p o i n t i n t i m e . So i t depends 

13 on t h e market c o n d i t i o n s i n 1999. I t v e r y w e l l 

14 c o u l d be t h e p r i c e ; b ut based on t h e c u r r e n t 

15 f o r e c a s t s , t o t h e e x t e n t t h a t t h e y p l a y o u t , t h e 

16 market p r i c e would be l e s s . 

17 Q. Have you asked any o f t h e MAPSA members 

18 w i t h whom you spoke whether t h e y have o f f e r e d t o 

19 s e l l c a p a c i t y i n 19 99 and, i f so, a t what p r i c e ? 

20 A. I d i d n o t ask them t h a t . 

21 Q. Have you pe r f o r m e d any independent 

22 a n a l y s i s o f p r o j e c t e d l o a d s and r e s o u r c e s i n t h e PJM 

2 3 system t o d e t e r m i n e whether o r n o t t h e market w i l l 

2 4 be i n e q u i l i b r i u m i n 1999? 

25 A. I have r e v i e w e d t h e v a r i o u s t e s t i m o n i e s , 
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1 b u t I have p r e p a r e d no independent f o r e c a s t . 

2 Q. G e t t i n g back t o t h e e x h i b i t , i f you l o o k 

3 a t L i n e 14, t h e r e you have an i t e m c a l l e d r e t a i l 

4 b u s i n e s s c o s t s , and I t h i n k you have .48 c e n t s . 

5 A. Yes. 

6 Q. That's .48 c e n t s per k i l o w a t t hour? 

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

8 Q. On Page 7 o f t h e t e s t i m o n y -- S t r i k e 

9 t h a t . Are these c o s t s t h a t you b e l i e v e s u p p l i e r s 

10 w i l l have t o i n c u r t o serve r e t a i l load? 

11 A. Yes. 

12 Q. On Page 7 o f your t e s t i m o n y , you l i s t 

13 some o f them, do you not? 

14 A. Yes. 

15 Q. And t h e y i n c l u d e t h i n g s l i k e m a r k e t i n g 

16 c o s t s , t h e c o s t s a s s o c i a t e d w i t h t h e b a c k - o f f i c e 

17 o p e r a t i o n s t h a t you have t o do, l i k e energy 

18 p u r c h a s i n g and s c h e d u l i n g ; i s t h a t c o r r e c t ? 

19 A. Yes. 

2 0 Q. I n c i d e n t a l l y , does t h i s .48-cent f i g u r e 

21 i n c l u d e any p r o f i t margin? 

2 2 A. No. 

23 Q. So does t h a t mean t h a t you don't t h i n k a 

2 4 MAPSA member c o u l d make a p r o f i t even i f t h e y s e l l 

25 energy a t 4.38 c e n t s a k i l o w a t t hour i n 1999 t o a 
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r e s i d e n t i a l customer? 

A. That depends e n t i r e l y on t h e market a t 

t h a t p o i n t i n t i m e and on the a c t u a l l e v e l o f c o s t 

i n c u r r e d by an i n d i v i d u a l company t h a t ' s i n t h a t 

market. 

Q. Does t h a t mean t h a t you don't n e c e s s a r i l y 

t h i n k t h a t t h i s i s what a s u p p l i e r i s g o i n g t o have 

t o charge a r e s i d e n t i a l customer, 4.38 c e n t s , i n 

1999? 

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

Q. Am I c o r r e c t t h a t t h e .48-cent f i g u r e f o r 

r e t a i l b u s i n e s s c o s t s , was t h a t d e r i v e d e x c l u s i v e l y 

f r o m your r e v i e w o f 1996 data f o r PECO Energy 

Company? 

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

Q. D i d you make any i n q u i r y o f t h e MAPSA 

members w i t h whom you spoke t o de t e r m i n e what t h e y 

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

be? 

A. We t a l k e d about t h a t ; and as I mentioned 

e a r l i e r , inasmuch as t h e y ' r e c o m p e t i t o r s , t h e 

t h o u g h t was we r e a l l y c o u l d not have s u b s t a n t i v e 

comments and d i s c u s s i o n s on what t h e i r c o s t s would 

be . 

So we d i s c u s s e d t h e s u b j e c t , b u t under t h e 
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1 c o n d i t i o n s , i t was f e l t t h a t t he b e s t t h a t I c o u l d 

2 do would be t o develop an independent e s t i m a t e . I n 

3 o r d e r t o do t h a t , I went t o the company's '96 s t u d y , 

4 as you p o i n t e d o u t . 

5 Q. Wouldn't you agree t h a t i t would be 

6 b e t t e r t o use c o s t s t h a t c o m p e t i t i v e s u p p l i e r s 

7 e s t i m a t e t h a t t h e y w i l l i n c u r t o serve r e t a i l l o a d 

8 i f you c o u l d get t h a t i n f o r m a t i o n from them o r some 

9 o t h e r source? 

10 A. Yes. 

11 Q. I ' d l i k e t o ask you a few q u e s t i o n s about 

12 t h e f i r s t schedule i n your a d d i t i o n a l t e s t i m o n y . I 

13 t h i n k you c a l l t h i s DEJ-IS, Schedule A. I s t h a t 

14 c o r r e c t ? 

15 A. I t ' s s i m p l y DEJ-1S. 

16 Q. Okay. R e f e r r i n g t o Schedule A o f t h a t 

17 e x h i b i t -- Schedule A i s p a r t o f t h a t e x h i b i t ? 

18 A. Yes, i t i s . 

19 Q. T h i s i s your recommended rep l a c e m e n t f o r 

20 Table A as i t appears i n t h e p a r t i a l s e t t l e m e n t ? 

21 A. T h i s i s MAPSA's c o u n t e r p r o p o s a l t o t h a t 

22 Table A i n t h e p a r t i a l s e t t l e m e n t . 

23 Q. The column e n t i t l e d S t a n d a r d O f f e r , i s 

2 4 t h a t t h e p r i c e each year t h a t PECO would charge 

25 customers f o r energy i f t h e y d i d n ' t g e t t h e i r energy 
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1 and c a p a c i t y from a c o m p e t i t i v e s u p p l i e r ? 

2 A. That's my u n d e r s t a n d i n g . 

3 Q. And, c o n v e r s e l y , i f a customer o b t a i n e d 

4 energy from a c o m p e t i t i v e s u p p l i e r , t h e customer 

5 would n o t pay PECO t h a t amount? 

6 A. Yes. 

7 Q. These numbers t h a t you l i s t under t h e 

8 St a n d a r d O f f e r , these a r e n ' t based on any 

9 c a l c u l a t i o n s or p r o j e c t i o n s o f r e t a i l market p r i c e s 

10 f o r energy and c a p a c i t y t h a t you made; i s t h a t 

11 c o r r e c t ? 

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

13 Q. J u s t so t h a t I u n d e r s t a n d , what you d i d 

14 t o dev e l o p t h i s s c hedule, you to o k t h e t o t a l c r e d i t 

15 t h a t t h e Commission approved f o r PECO's p i l o t 

16 program and e s c a l a t e d t h a t t o t a l c r e d i t by t h r e e 

17 p e r c e n t per year f o r i n f l a t i o n ? 

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

19 Q. Do you u n d e r s t a n d t h a t t h e Commission 

20 o r d e r e d PECO t o c r e a t e two d i f f e r e n t c r e d i t s f r o m 

21 i t s r a t e s ? 

22 A. Yes. 

23 Q. And one was t h e market g e n e r a t i o n c r e d i t ? 

24 A. Yes. 

25 Q. That was an amount t h a t t h e Commission 
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1 t h o u g h t r e p r e s e n t e d t h e f u l l commodity c o s t s t h a t 

2 s u p p l i e r s w i l l have t o i n c u r t o be a b l e t o serve 

3 r e t a i l load? 

4 A. Yes. 

5 Q. I n a d d i t i o n t o t h a t c r e d i t , t h e r e was 

6 a l s o something c a l l e d t h e customer p a r t i c i p a t i o n 

7 c r e d i t ? 

8 A. Yes. 

9 Q. J u s t so we u n d e r s t a n d , you added thos e 

10 two c r e d i t s t o g e t h e r - - t h e market g e n e r a t i o n c r e d i t 

11 and t h e customer p a r t i c i p a t i o n c r e d i t ; and t h a t ' s 

12 what you used t o develop t h e s t a n d a r d o f f e r on 

13 Schedule A? 

14 A. The o n l y q u a l i f i c a t i o n I would g i v e you 

15 i s t h i s . T h i s i s a c o u n t e r p r o p o s a l p r e p a r e d by 

16 MAPSA and p r o f f e r e d by them whi ch I have p u t i n t h e 

17 r e c o r d f o r t h i s t e s t i m o n y . So I would n o t t e l l you 

18 t h a t I made t h a t c a l c u l a t i o n i n t h e f i r s t p l a c e , b ut 

19 I can t e l l you t h a t what you've d e s c r i b e d i s my 

20 u n d e r s t a n d i n g o f how t h i s was d e r i v e d , and t h a t ' s 

21 what t h i s t a b l e r e p r e s e n t s . 

22 Q. So you d i d n ' t p r e p a r e t h i s ? T h i s was 

23 g i v e n t o you by someone el s e ? 

24 A. Yes, s i r . 

25 Q. But you're here t o sponsor t h i s t o d a y ; i s 
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1 t h a t c o r r e c t ? 

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

3 Q. Now, i s i t your u n d e r s t a n d i n g t h a t t h e 

4 Commission developed t h e market g e n e r a t i o n c r e d i t 

5 u s i n g i t s adopted p r o j e c t i o n s f o r t h e p i l o t p e r i o d 

6 o f energy and c a p a c i t y p r i c e s ? 

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

8 Q. So would i t be c o r r e c t t o say t h a t , by 

9 e s c a l a t i n g t h e t o t a l p i l o t c r e d i t by t h r e e p e r c e n t , 

10 t h e r e ' s an assumption t h a t t h e u n d e r l y i n g p r i c e o f 

11 energy w i l l e s c a l a t e by t h r e e p e r c e n t per y e a r f o r 

12 10 y e a r s as w e l l ? 

13 A. I t h i n k what you have here i s a number 

14 t h a t i s v e r y much r e s u l t s o r i e n t e d . You c o u l d l o o k 

15 a t i t t h a t way. The v a r i o u s p i e c e s c o u l d change. I 

16 don't t h i n k t h e r e i s any need f o r those two t o be 

17 a b s o l u t e l y t i e d t o the same g r o w t h . 

18 Q. I f you were t o t a k e out a c a l c u l a t o r and check 

19 thes e numbers, would t h e y e s c a l a t e by t h r e e p e r c e n t 

20 per year? I guess t he answer t o t h a t would be yes. 

21 You s a i d t h a t b e f o r e . 

22 A. Yes. 

23 Q. L e t m e a s k t h i s t h e n . To t e s t t h e 

24 reasonableness o f t h i s s t a n d a r d o f f e r , you d i d n ' t 

25 p r e p a r e any f o r e c a s t p r i c e s f o r energy and t h e n r u n 
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1 them t h r o u g h an a n a l y s i s t o see whether t h i s 

2 s t a n d a r d o f f e r makes any sense f o r those p a r t i c u l a r 

3 years? 

4 A. I t h i n k t h a t what you have here i s a 

5 s t a r t i n g p o i n t , which i s t e s t e d by t h e c o m p u t a t i o n s 

6 I ' v e made, and t h e t h r e e - p e r c e n t e s c a l a t i o n . Most 

7 o f t h e f o r e c a s t s i n t h i s p r o c e e d i n g , a f t e r t h e f i r s t 

8 c o u p l e o f y e a r s , get t o t h e c o s t o f new c a p a c i t y as 

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

10 d r i v i n g t h e energy and t h e c a p a c i t y c o s t s t h a t are 

11 f o r e c a s t . 

12 So what I w i l l t e l l you i s t h a t t h e concept 

13 o f h a v i n g i t d r i v e n by t h e i n f l a t i o n r a t e seems t o 

14 me t o be q u i t e c o n s i s t e n t w i t h t h e t y p e o f a n a l y s i s 

15 t h a t ' s d r i v i n g most o f t h e o t h e r f o r e c a s t s i n t h i s 

16 p r o c e e d i n g . 

17 Q. L e t ' s t r y t o s e p a r a t e t h a t o u t . So are 

18 you now s a y i n g t h a t , a l l o t h e r t h i n g s b e i n g e q u a l , 

19 i f we h o l d t h e o t h e r elements o f your g e n e r a t i o n 

20 r a t e workup c o n s t a n t , t h a t t h i s s t a n d a r d o f f e r would 

21 r e f l e c t a p p r o x i m a t e l y a t h r e e - p e r c e n t - p e r - y e a r 

22 e s c a l a t i o n o f t h e energy p r i c e ? 

23 A . I t h i n k t h a t I would say t h i s . The most 

24 s i g n i f i c a n t d i f f e r e n c e i n my approach t h a t I 

25 recommend i n my d i r e c t and as r e f l e c t e d i n E x h i b i t 
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1 DEJ-2S i n t h e e a r l y y e a r s would be the use o f t h e 

2 market p r i c e o f new c a p a c i t y , as opposed t o a market 

3 p r i c e f o r c a p a c i t y b e i n g bought and s o l d . A f t e r t h e 

4 f i r s t c o u p l e o f y e a r s , those converge on one 

5 a n o t h e r . 

6 T h i s would, i n my o p i n i o n , be more c o n s i s t e n t 

7 w i t h my p r o p o s a l s b o t h i n my o r i g i n a l d i r e c t and i n 

8 t h e a d d i t i o n a l as r e f l e c t e d i n E x h i b i t 2S. The 

9 p o i n t b e i n g t h a t you've g o t an u n d e r l y i n g energy 

10 component o f --

11 MR. HAWKE: Excuse me. D i d you mean I S , j u s t 

12 f o r t h e re c o r d ? 

13 MR. TRASK: Why don't we l e t t h e w i t n e s s 

14 answer t h e q u e s t i o n . 

15 MR. HAWKE: I t h i n k he had a con f u s e d 

16 e x h i b i t . 

17 MR. TRASK: I f he has a q u e s t i o n about my 

18 q u e s t i o n , I ' l l be happy t o answer i t . 

19 MR. HAWKE: I was j u s t t r y i n g t o c l a r i f y t h e 

20 r e c o r d . 

21 JUDGE RAINEY: Okay. I t h i n k we can do 

22 w i t h o u t t h e c o l l o q u y . C e r t a i n l y c l a r i f i c a t i o n s a re 

23 a p p r e c i a t e d . 

24 MR. TRASK: Very w e l l , Your Honor. 

2 5 BY MR. TRASK: 
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• 

1 Q. I s t h e r e something about my q u e s t i o n t h a t 

2 you don't u n d e r s t a n d , Mr. Johnstone? 

3 A. No. I have no problem w i t h y o u r 

4 q u e s t i o n . I was j u s t about t o i t . 

5 What I was r e f e r r i n g t o , j u s t t o make t h e 

6 r e c o r d c l e a r , was E x h i b i t DEJ-2 and E x h i b i t DEJ-2S. 

7 Now, your p o i n t was. I s t h e energy g o i n g up 

8 a t i n f l a t i o n ? You have movement i n t h e energy which 

9 i s n o t p r e c i s e l y equal t o i n f l a t i o n . I t g e n e r a l l y 

10 goes up w i t h t h a t . You have a c a p a c i t y component 

11 which i n t h e e a r l y y e a r s , i f you l o o k a t t h e market 

12 p r i c e , r i s e s r a p i d l y . Then a f t e r i t g e t s t o t h e 

13 ' c o s t o f new g e n e r a t i o n , i t c o n t i n u e s t o e s c a l a t e a t 

14 r o u g h l y t h e i n f l a t i o n r a t e . 

15 So t h e r e i s some p l a y i n t h e f i r s t two y e a r s 

16 where t h i n g s , I would have t o t e l l you, are n o t 

17 moving a t equa l p e r c e n t a g e s i f you l o o k a t t h e 

18 market p r i c e s . They go up f a s t e r . But a f t e r you 

19 g e t p a s t t h a t , these t h i n g s do g e n e r a l l y move a t t h e 

20 i n f l a t i o n r a t e . 

21 I n e f f e c t , t h i s o f f e r s t a r t s a t t h a t h i g h e r 

22 l e v e l c o n s i s t e n t w i t h t h e c o s t o f new c a p a c i t y , as I 

23 have recommended, and t h e n i t goes a t t h e i n f l a t i o n 

24 r a t e f o r energy, c a p a c i t y , e t c e t e r a . 

25 Q. When you s a i d these t h i n g s g e n e r a l l y go 
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1 a t t h e i n f l a t i o n r a t e , you meant energy and 

2 c a p a c i t y ? 

3 A. Yes, s i r . 

4 Q. Let me j u s t t r y t o u n d e r s t a n d t h i s a 

5 l i t t l e b e t t e r . You're s a y i n g t h a t t h e r e are r e t a i l 

6 b u s i n e s s c o s t s ; t h e r e i s c a p a c i t y c o s t ; and t h e r e ' s 

7 energy c o s t . That's c o r r e c t ; r i g h t ? 

8 A. Yes. 

9 Q. And you don't know how much each o f these 

10 elements i s g o i n g t o v a r y over time? They may go up 

11 o r down a t d i f f e r e n t r a t e s ? 

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

13 Q. But you do know t h a t t h e y ' r e a l l g o i n g t o 

14 go up o r down a t d i f f e r e n t r a t e s and t h e end r e s u l t 

15 e v e r y year i s g o i n g t o be a t h r e e - p e r c e n t i n c r e a s e ? 

16 A. You make a v e r y i n t e r e s t i n g p o i n t , 

17 because one o f t h e d i f f i c u l t i e s , i n my o p i n i o n , w i t h 

18 t h i s docket i s t h e l o n g t i m e p e r i o d . Given t h e l o n g 

19 t i m e p e r i o d , t h e r e i s s u b s t a n t i a l u n c e r t a i n t y on a 

20 y e a r - t o - y e a r b a s i s and over a p e r i o d o f t i m e as t o 

21 t h e movement i n c a p a c i t y , energy. 

22 The q u e s t i o n r e a l l y i s , I n t h e c o n t e x t o f a l l 

23 o f t h a t , what makes the most sense as a number t o 

24 p u t i n t h i s p r o p o s a l i n t h e r e c o r d f o r t h e 

25 Commission t o d e c i d e , r e a l l y ? I t h i n k t h a t i n t h a t 
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1 c o n t e x t t h i s approach w i t h t h e t h r e e - p e r c e n t 

2 e s c a l a t i o n r e p r e s e n t s an a p p r o p r i a t e t h i n g t o do. 

3 Q. Why don't we t a l k a l i t t l e b i t about t h a t 

4 u n c e r t a i n t y , Mr. Johnstone. A r e n ' t t h e r e many 

5 f a c t o r s t h a t w i l l have an impact on what t h e p r i c e 

6 o f energy w i l l be d u r i n g t h e p e r i o d encompassed by 

7 t h e p a r t i a l s e t t l e m e n t ? 

8 A. Yes. 

9 Q. Fuel p r i c e s - - t h a t ' s c o a l , o i l , n a t u r a l 

10 gas, uranium--would t h a t be one i m p o r t a n t f a c t o r ? 

11 A. Yes, i t would. 

12 Q. How about u n i t a v a i l a b i l i t y ? Do you know 

13 what u n i t a v a i l a b i l i t y i s ? 

14 A. I do. 

15 Q. Would t h a t be an i m p o r t a n t f a c t o r ? 

16 A. That would be a more i m p o r t a n t f a c t o r 

17 w i t h r e s p e c t t o c o s t , as opposed t o p r i c e , f o r an 

18 i n d i v i d u a l s u p p l i e r , yes. 

19 Q. What about t h e c a p a c i t y f a c t o r o f 

20 g e n e r a t i n g u n i t s i n the PJM system? Would t h a t be 

21 an i m p o r t a n t f a c t o r ? 

22 A. Yes. 

23 Q. Customer l o a d o r customer demand d u r i n g 

24 t h e p e r i o d encompassed by the s e t t l e m e n t , i s n ' t t h a t 

25 a n o t h e r i m p o r t a n t f a c t o r t h a t w i l l have an impact on 

HOLBERT ASSOCIATES 
(717) 540-9669 



695 

1 t h e energy p r i c e ? 

2 A. I t w i l l . I f l o a d g r o w t h i s h i g h , you'11 

3 have a g r e a t e r r i s k t h a t y o u ' l l have a t i g h t market, 

4 which means p r i c e s w i l l be h i g h e r . L i k e w i s e , i f 

5 t h e r e i s low g r o w t h , you'd have a g r e a t e r l i k e l i h o o d 

6 o f excess c a p a c i t y and lower p r i c e s . 

7 Q. What about t h e heat r a t e s o f u n i t s i n t h e 

8 PJM system, would t h a t -- W e l l , f i r s t o f a l l , do 

9 you know what a heat r a t e i s ? 

10 A. Yes, s i r . 

11 Q. Would t h a t be a n o t h e r f a c t o r i n what t h e 

12 market p r i c e of energy i s l i k e l y t o be d u r i n g t h i s 

13 l e n g t h y p e r i o d o f time? 

14 A. These are a l l c o n s i d e r a t i o n s t h a t - - I 

15 have some h e s i t a t i o n , and i t i s s i m p l y t h i s . We're 

16 moving from an environment w h e r e i n we added up t h e 

17 c o s t s and t h a t became t h e p r i c e t o one which i s 

18 g o i n g t o be market d r i v e n . 

19 Now, t a k e n as a whole the s e t y p e s o f c o s t s 

20 f o r a l l t h e s u p p l i e r s w i l l c e r t a i n l y have something 

21 t o do w i t h t h e p r i c e a t which s u p p l i e r s are w i 1 l i n g 

22 t o s e l l . But i t w i l l n o t be t h e k i n d o f d i r e c t 

23 l i n k a g e t h a t we've had i n t h e p a s t . I t c e r t a i n l y i s 

24 an i n f l u e n c e , b ut i t ' s not t h e whole answer. 

25 Q. So t h e answer t o t h e q u e s t i o n I had was 
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1 t h a t a heat r a t e would be a n o t h e r i m p o r t a n t f a c t o r 

2 t h a t would have an impact on the energy p r i c e s --

3 A. Yes, s i r . 

4 Q• - - d u r i n g t he p e r i o d t h a t we're t a l k i n g 

5 about here, which i s 1999 t h r o u g h 2 008? 

6 A- Yes. 

7 Q. You haven't done any s t u d i e s , however, t o 

8 t r y t o p r o j e c t o r f i g u r e out how these v a r i o u s 

9 f a c t o r s t h a t we j u s t went t h r o u g h w i l l a f f e c t t h e 

10 market p r i c e o f energy d u r i n g t h a t p e r i o d o f t i m e , 

11 have you? 

12 A. No. My recommendation has been t h a t one 

13 o f t h e f o r e c a s t s t h a t has been s u b m i t t e d by t h e 

14 p a r t i e s be adopted by t h e Commission and t h e n a p p l y 

15 t h e method which I've o u t l i n e d here t o g e t t o t h e 

16 p r i c e s . That would be my main recommendat i o n f r o m 

17 my t e s t i m o n y . There i s t h e a l t e r n a t i v e t h a t ' s p u t 

18 i n here i n t h e c o n t e x t o f t h e MAPSA c o u n t e r p r o p o s a l . 

19 Q. I would l i k e t o ask you a cou p l e o f 

20 q u e s t i o n s about a response t h a t MAPSA p r o v i d e d t o an 

21 i n t e r r o g a t o r y . 

22 MR. TRASK: My problem, Your Honor, i s t h a t 

23 t h i s came i n a cou p l e days ago. I t was on t i m e and 

2 4 a p p r o p r i a t e . But I d i d n ' t r e a l i z e u n t i l about 2 0 

25 m i n u t e s b e f o r e t h e h e a r i n g t h a t I was g o i n g t o ask 
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q u e s t i o n s about t h i s . 

What I would l i k e t o t r y t o do i s ask 

q u e s t i o n s about t h i s and not have t h e need t h a t 

t h e r e be a break and make 35 c o p i e s and have PECO 

cr o s s - e x a m i n a t i o n e x h i b i t s. I f , however, you would 

p r e f e r , we can take f i v e minutes t o make a bunch o f 

c o p i e s o f t h i s document. 

Do you have a p r e f e r e n c e ? 

JUDGE RAINEY: Do a l l t h e p a r t i e s have t h e 

document ? 

MR. TRASK: I don't know who you se r v e d t h i s 

i n t e r r o g a t o r y on. B i l l . T h i s came from Janet on 

October 1 0 t h . I t was f a x e d t o us. I t ' s a response 

t o PECO Energy Company's I n t e r r o g a t o r y Number 3, Set 

IV. 

MS. MILLER: I t was served on a l l t h e a c t i v e 

p a r t i e s . 

MR. TRASK: I t was served on a l l t h e a c t i v e 

p a r t i e s ? 

MS. MILLER: Yes. 

BY MR. TRASK: 

Q. Do you have a copy o f t h a t i n t e r r o g a t o r y 

w i t h you, Mr. Johnstone? 

A. I'm n o t sure t h a t I have t h e f i n a l , q u i t e 

f r a n k l y . Set IV? 
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Q. Yes. I t h o u g h t I had an e x t r a copy, b u t 

A. I have g o t e v e r y t h i n g o t h e r t h a n Number 3 

here, i t seems. 

Q. Th i s one was ser v e d l a t e r t h a n t h e o t h e r 

i n t e r r o g a t o r y responses from t h a t s e t , i f t h a t 

h e l p s . 

A. Yes, I have t h a t . 

MR. TRASK: S h a l l we t r y t h i s w i t h o u t a c r o s s 

e x h i b i t . Your Honor? 

What would you p r e f e r ? Do you have any 

obj e c t ion? 

MR. HAWKE: Not a t t h i s t i m e . 

JUDGE RAINEY: Please proceed. 

I'm s o r r y . Counsel, do you have a copy f o r 

th e judges? 

MR. TRASK: Yes. 

BY MR. TRASK: 

Q- Mr. Johnstone, t h e q u e s t i o n t h a t PECO 

propounded on MAPSA asked MAPSA t o e x p l a i n t h e b a s i s 

f o r t h e l o a d g r o w t h f o r e c a s t o f two p e r c e n t p e r year 

t h a t ' s r e f l e c t e d i n your E x h i b i t DEJ-1S. 

A. Yes. 

Q. There's a response p r o v i d e d t o t h a t 

answer here. Are you r e s p o n s i b l e f o r p r e p a r i n g t h a t 
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1 response? 

2 A. I have r e v i e w e d t h i s response. I d i d n o t 

3 p e r s o n a l l y p r e p a r e i t . 

4 Q. D i d people under your d i r e c t i o n and 

5 c o n t r o l p r e p a r e i t ? 

6 A. I t was p r e p a r e d i n c o n j u n c t i o n w i t h my 

7 a t t o r n e y and w i t h a gentleman from Enron who had, i n 

8 f a c t , p r e p a r e d the f o r e c a s t . 

9 Q. There are two sources o f i n f o r m a t i o n 

10 h ere. One i s on a l l u t i l i t i e s . I don't know i f 

11 i t ' s i n t h e U n i t e d S t a t e s or j u s t a r e g i o n o f t h e 

12 ' U n i t e d S t a t e s . I s t h a t c o r r e c t ? That's one source? 

13 A. Yes. 

14 Q. The o t h e r source i s d a t a t h a t you have --

15 A c t u a l l y , I guess t h e r e a re t h r e e s o u r c e s . Two o f 

16 them are f o r a l l u t i l i t i e s , t h e f i r s t two l i s t e d i n 

17 t h i s response; i s t h a t c o r r e c t ? 

18 A. Yes. 

19 Q. And th e n the t h i r d one Excuse me. I 

20 guess t h e r e a re t h r e e sources. And t h e n you say, i n 

21 a d d i t i o n , i n f o r m a t i o n p u b l i s h e d i n E l e c t r i c Sales 

22 Overview f o r PECO Energy. So t h e r e ' s one t h a t 

23 p u r p o r t s t o be PECO s p e c i f i c ; i s t h a t c o r r e c t ? 

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

25 Q. Why don't we t a k e a l o o k a t t h a t l a s t 
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one . 

MR. TRASK: I don't know what page number t o 

r e f e r f o l k s t o . But t o w a r d t h e end o f t h i s sheet o f 

documents, on the t o p o f the page i t says E l e c t r i c 

Sales Overview (PECO Energy Co., U t i l i t i e s ) : ! . Then 

t h e r e ' s a t a b l e . 

BY MR. TRASK: 

Q. Do you have t h a t ? 

A. Yes. I t says 1994. 

Q. There's a s e r i e s o f them t h a t a l l l o o k 

t h e same. The f i r s t one I b e l i e v e i s -- I t ' s h a r d 

t o r e a d , b u t I t h i n k i t ' s 1998. I s t h a t c o r r e c t ? 

A. The f i r s t one, I b e l i e v e , i s 1988. 

Q. 1988. Thank you. I'm s o r r y f o r t h a t . 

I f you ta k e a l o o k a t t h e column -- F i r s t o f 

a l l , i s t h e r e a column on each one o f t h e s e s h e e t s 

c a l l e d R e t a i l T o t a l s ? 

A. I don't f i n d a R e t a i l T o t a l s column on 

1988 . 

Q. Do you mind i f I come over and l o o k t o 

see whether you're l o o k i n g a t t h e r i g h t page and I 

can p o i n t t o you what I'm l o o k i n g a t ? 

A. I'm s o r r y . I see a row. 

Q. You see a row. D i d I say column? I mean 

row. Excuse me. Do you see a row? 
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1 A. Yes. 

2 Q. There's a number under s a l e s i n megawatt 

3 hours t h a t ' s 31 - - I guess t h a t 31 m i l l i o n . What i s 

4 t h a t ? 31 b i l l i o n , 31.6 b i l l i o n , about? 

5 A. 31.6 m i l l i o n megawatt hou r s . At t h e t o p 

6 i s megawatts hours. 

7 Q. Below t h a t t h e r e ' s a n o t h e r row c a l l e d 

8 T o t a l Sales? 

9 A. Yes. 

10 Q. On t h i s page f o r 1988, t h e t o t a l s a l e s i s 

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

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

13 Q. Do you u n d e r s t a n d t h a t t h i s t o t a l s a l e s 

14 i s g r e a t e r t h a n r e t a i l s a l e s because i t i n c l u d e s 

15 PECO w h o l e s a l e sales? 

16 A. That would be my u n d e r s t a n d i n g . 

17 Q- The average l o a d g r o w t h o f 5.5 p e r c e n t 

18 f o r PECO t h a t you compute, t h a t ' s i n t h e 

19 i n t e r r o g a t o r y response? 

20 A. Yes. 

21 Q. Do you u n d e r s t a n d t h a t t o be a g r o w t h 

2 2 r a t e based on the R e t a i l T o t a l s column o r t h e T o t a l 

23 Sales column? 

24 A. I t appears t o be t o t a l s a l e s . 

2 5 Q. Okay. I ' d j u s t l i k e t o ask you a couple 
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1 o f q u e s t i o n s a b o u t t r a n s m i s s i o n and d i s t r i b u t i o n 

2 a l l o c a t i o n s , Mr. J o h n s t o n e . 

3 MR. HAWKE: Your Honor, I w o u l d l i k e t h a t 

4 e x h i b i t m a r k e d f o r t h e r e c o r d . 

5 MR. TRASK: V e r y w e l l . A t t h e b r e a k we c a n 

6 -- I s t h e r e a x e r o x m a c h i n e t h a t we c o u l d use? 

7 JUDGE RAINEY: T h e r e i s a x e r o x m a c h i n e t h a t 

8 c o u l d be u s e d . 

9 MR. HAWKE: I have no o b j e c t i o n t o b r i n g i n g 

10 i t b a c k a t some o t h e r p o i n t t h i s week. 

11 MR. TRASK: Do y o u have t h e r e , Y o u r Honor, 

12 what number we a r e on? 

13 JUDGE CHESTNUT: You a r e on Number 8, 

14 C r o s s - E x a m i n a t i o n E x h i b i t 8. 

15 MR. TRASK: T h i s r e s p o n s e t o I n t e r r o g a t o r y 

16 Number 3 o f PECO's S e t I V t o MAPSA w i l l be m a r k e d as 

17 PECO C r o s s - E x a m i h a t i o n E x h i b i t Number 8. 

18 JUDGE RAINEY: So marked. 

19 (PECO C r o s s - E x a m i n a t i o n E x h i b i t Number 8 was 
produced and marked f o r i d e n t i f i c a t i o n . ) 

20 

21 MR. TRASK: I guess I ' l l move i t i n t o t h e 

22 r e c o r d l a t e r a t some o t h e r t i m e , o r s h o u l d I move i t 

23 i n t o t h e r e c o r d a t t h e c l o s e o f t h i s t e s t i m o n y and 

2 4 t h e n we'11 j u s t assume t h a t t h a t ' s a p p r o p r i a t e ? 

25 JUDGE RAINEY: Why d o n ' t y o u do i t t h e n so 
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1 t h a t you can keep t r a c k o f e v e r y t h i n g a d m i t t e d i n t o 

2 e v i d e n c e . 

3 BY MR. TRASK: 

4 Q. Mr. Johnstone, you c r i t i c i z e d PECO's 

5 t r a n s m i s s i o n and d i s t r i b u t i o n r a t e s , have you n o t , 

6 because you contend t h a t t h e y i n c l u d e t o o much 

7 a d m i n i s t r a t i v e and g e n e r a l c o s t s ? 

8 A. Yes, s i r . 

9 Q. Have you conducted any a n a l y s e s o r 

10 i n v e s t i g a t i o n o f PECO's A & G f u n c t i o n s and 

11 a c t i v i t i e s t o dete r m i n e which o f these f u n c t i o n s and 

12 a c t i v i t i e s w i l l c o n t i n u e o r the e x t e n t t o wh i c h 

13 t h e y ' l l c o n t i n u e when a l l customers can choose t h e i r 

14 e l e c t r i c g e n e r a t i o n s u p p l i e r ? 

15 A. My a n a l y s i s I guess would c o n s i s t o f 

16 s i m p l y l o o k i n g a t what c o n s t i t u t e s A & G , t h e k i n d 

17 o f a l l o c a t i o n p r o c e d u r e s t h a t have been f o l l o w e d i n 

18 t h e p a s t and what's been proposed i n t h i s 

19 p r o c e e d i n g . 

20 Q . I guess my q u e s t i o n was. Have you 

21 conducted any s t u d i e s o r an a l y s e s o f PECO's 

22 a d m i n i s t r a t i v e and g e n e r a l c o s t s o r t h e f u n c t i o n s 

23 u n d e r l y i n g those c o s t s t o see whether o r n o t o r t o 

24 t r y t o de t e r m i n e whether o r not t h e f u n c t i o n w i l l 

25 s t i l l need t o be c a r r i e d o ut and, t h e r e f o r e , t h e 
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1 c o s t s w i l l s t i l l need t o be i n c u r r e d a f t e r everyone 

2 has t h e i r c h o i c e o f g e n e r a t i o n s u p p l i e r ? 

3 A. I f I u n d e r s t a n d your q u e s t i o n , i t ' s 

4 e s s e n t i a l l y whether I have i n d e p e n d e n t l y gone and 

5 l o o k e d a t t h e f u n c t i o n s and t h e c o s t s a s s o c i a t e d 

6 w i t h them. The answer i n t h a t c o n t e x t i s no. 

7 Q. You have a s i m i l a r c r i t i c i s m , do you n o t , 

8 o f t h e T & D r a t e s w i t h r e s p e c t t o customer accounts 

9 and s a l e s expense and I t h i n k customer s e r v i c e 

10 expenses as w e l l ? 

11 A. Yes, s i r . 

12 Q. Have you conducted any s t u d i e s o f t h o s e 

13 f u n c t i o n s t o see whether o r not PECO w i l l c o n t i n u e 

14 t o c a r r y o ut those f u n c t i o n s a t t h e same l e v e l o r a t 

15 a d i f f e r e n t l e v e l once everyone has t h e i r c h o i c e o f 

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

17 A. Some o f t h e t h i n g s l i k e b i l l i n g I t h i n k 

18 w i l l o b v i o u s l y a b s o l u t e l y have t o be c o n t i n u e d . 

19 Things l i k e s a l e s expense c e r t a i n l y expect t o be 

20 c o n t i n u e d . So I don't t h i n k t h e r e ' s a l o t o f 

21 a n a l y s i s i n v o l v e d t o de t e r m i n e t h a t t h e s e c o s t s j u s t 

2 2 have t o be a p a r t o f t h e environment t h a t we're 

23 moving i n t o now. 

24 The s e p a r a t e q u e s t i o n i s whether t h e r e ' s an 

25 independent a n a l y s i s of t h e p a r t i c u l a r l e v e l , and 
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t h e answer i s no. We're d e a l i n g w i t h t h e 1996 c o s t 

s t u d y here. 

Q. So you never d i d any a n a l y s i s o f t h e s e 

f u n c t i o n s t o de t e r m i n e whether o r not t h e c o s t s 

would c o n t i n u e t o be i n c u r r e d a t t h e same o r a 

d i f f e r e n t l e v e l f o l l o w i n g f u l l customer c h o i c e ? 

A. No. I'm u s i n g these c o s t l e v e l s t h a t 

were embedded i n the '96 s t u d y as an a p p r o x i m a t i o n 

o f what w e ' l l see g o i n g f o r w a r d . 

Q. I'm s o r r y t o b e l a b o r t h i s . I j u s t want 

t o make sure I u n d e r s t a n d , because you s a i d no and 

t h e n you q u a l i f i e d i t , w h i ch i s a p p r o p r i a t e . 

J u s t t o c l a r i f y t h e r e c o r d , you d i d n ' t do any 

s t u d i e s o f these expenses o r f u n c t i o n s t o d e t e r m i n e 

whether or n o t t h e y w i l l c o n t i n u e t o be needed once 

customers have c h o i c e o f t h e i r g e n e r a t i o n s u p p l i e r ? 

A. I t h i n k i f you tak e my response as a 

whole s t a r t i n g w i t h t h i s l i n e what I s a i d was some 

of them are so obv i o u s t h a t t h e y r e a l l y don't need 

independent s t u d y . Beyond t h a t , t h e answer i s no. 

Q. The ones t h a t are obv i o u s and don't need 

independent s t u d y are the ones t h a t we would 

c o n t i n u e t o i n c u r , o r PECO would c o n t i n u e t o i n c u r ; 

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

A. Yes. 
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1 MR. TRASK: I f I may have a moment, Your 

2 Honor. 

3 (Pause) 

4 MR. TRASK: Your Honor, I have n o t h i n g 

5 f u r t h e r . 

6 JUDGE RAINEY: Thank you. 

7 F u r t h e r c r o s s - e x a m i n a t i o n . Mr. K l e p p i n g e r . 

8 MR. KLEPPINGER: Thank you, Your Honor. 

9 CROSS-EXAMINATION 

10 BY MR. KLEPPINGER: 

11 Q. Good morning, Mr. Johnstone. 

12 A. Good morning. 

13 Q. Welcome t o P e n n s y l v a n i a . 

14 A. Nice t o be here. 

15 Q. Are you sure you s h o u l d n ' t be i n West 

16 V i r g i n i a today? 

17 A. I'm sure I s h o u l d be r i g h t here t o d a y . 

18 Q. J u s t a few f o l l o w - u p q u e s t i o n s h e r e . I f 

19 you c o u l d t u r n t o E x h i b i t DEJ-2S, I t h i n k Mr. Trask 

20 had asked you a few q u e s t i o n s r e g a r d i n g t h e c a p a c i t y 

21 component i n t h i s c a l c u l a t i o n . I ' d l i k e t o f o c u s a t 

22 L i n e 7, t h e r e s e r v e r e q u i r e m e n t o f 18 p e r c e n t . Am I 

23 c o r r e c t t h a t t h a t $7.56 number i s a l s o a p e r kW ye a r 

24 number? 

2 5 A. That's c o r r e c t . 
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1 Q. That was j u s t d e r i v e d by t a k i n g 18 

2 p e r c e n t o f t h e $4 2 per kW per year number above i t ? 

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

4 Q. So, i f c a p a c i t y i s a v a i l a b l e i n 1999 a t 

5 l e s s t h a n $42 per kW year, i t would a f f e c t n o t o n l y 

6 L i n e 6 b u t a l s o L i n e 7 i n t h i s c a l c u l a t i o n ? 

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

8 Q. Do you c o n s i d e r t h i s a c a p a c i t y c o s t 

9 e s t i m a t e f o r t h e PJM r e g i o n or PECO s p e c i f i c a l l y , or 

10 are t h e y one and t h e same i n your mind? 

11 A- T h i s i s t h e c o s t o f new c a p a c i t y . Based 

12 on t h e m a t e r i a l s t h a t I have r e v i e w e d , t h e r e i s a 

13 r e l a t i v e l y t i g h t band. I t h i n k t h a t i t ' s v e r y 

14 c l o s e . I'm n o t sure t h a t t h e r e w o u l d n ' t be some 

15 d i f f e r e n c e , b u t not a l o t . 

16 Q. I don't b e l i e v e Mr. Trask asked t h e q u e s t i o n 

17 as t o whether or not you had conducted a s t u d y t h a t 

18 examined t h e l o a d v e r s u s t h e c a p a c i t y t h a t ' s 

19 a v a i l a b l e i n PJM t o de t e r m i n e whether o r n o t i n 1999 

20 new c a p a c i t y would be necessary t o be c o n s t r u c t e d t o 

21 meet t h e l o a d i n t h e r e g i o n . 

22 A. Based on t h e m a t e r i a l s t h a t I have 

23 r e v i e w e d , t h e y would i n d i c a t e t h a t based on p r e s e n t 

24 f o r e c a s t s and c u r r e n t c a p a c i t y p r o j e c t i o n s t h a t 

25 t h e r e w i l l n o t need t o be new c a p a c i t y i n '99. 
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1 Q. I n your r e v i e w o f those f o r e c a s t s , i f you 

2 r e c a l l , what year was new c a p a c i t y g o i n g t o be 

3 necessary? 

4 A. 2 0 01. 

5 Q. T u r n i n g t o Page 3 o f Statement I S , L i n e s 

6 9 t h r o u g h 11, you make t h e p o i n t t h a t c o m p e t i t i o n 

7 must e v o l v e t o t h e p o i n t t h a t i t w i l l be adequate t o 

8 r e g u l a t e t h e p r i c e o f e l e c t r i c i t y by t h e end o f t h e 

9 t r a n s i t i o n p e r i o d . Do you d e f i n e t h e t r a n s i t i o n 

10 p e r i o d t o be t h r o u g h 2008, c o n s i s t e n t w i t h t h e 

11 Schedule A t o E x h i b i t IS? 

12 A. The t r a n s i t i o n p e r i o d , I t h i n k t h e 

13 w o r k i n g d e f i n i t i o n p r o b a b l y ought t o be t h e p e r i o d 

14 o f t h e r a t e caps. So, as l o n g as you're t a l k i n g i n 

15 t h e c o n t e x t o f the s e t t l e m e n t s where t h e y ' v e been 

16 extended, t h a t would be t h e t r a n s i t i o n p e r i o d . 

17 O t h e r w i s e , i t would drop back t o 2005. 

18 Q. So, under t h e j o i n t p e t i t i o n f o r 

19 s e t t l e m e n t as w e l l as the MAPSA p r o p o s a l t h a t ' s 

20 r e f l e c t e d on Schedule A, t h e t r a n s i t i o n p e r i o d , i n 

21 y o u r mind, i s t h r o u g h December 31, 2008? 

22 A. Yes. 

23 Q. Do you have w i t h you t h e j o i n t p e t i t i o n 

24 f o r p a r t i a l s e t t l e m e n t or a t l e a s t Table A from t h a t 

25 s e t t l e m e n t ? 
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1 A . I have i t . 

2 Q. I f I u n d e r s t a n d Schedule A c o r r e c t l y , i n 

3 o r d e r t o compare i t w i t h Table A o f t h e j o i n t 

4 p e t i t i o n f o r s e t t l e m e n t , a t l e a s t i n terms o f market 

5 p r i c e s and CTC r e c o v e r y , we would need t o l o o k a t 

6 t h e column on Table A o f t h e j o i n t p e t i t i o n f o r 

7 s e t t l e m e n t t h a t ' s l a b e l e d CTC o r ITC and compare 

8 t h a t t o t h e column l a b e l e d CTC on MAPSA's Schedule 

9 A. I s t h a t r i g h t ? 

10 A. Yes. 

11 Q. Then f o r the energy and c a p a c i t y cap on 

12 Table A of t h e j o i n t p e t i t i o n f o r s e t t l e m e n t , we 

13 would compare t h e column t h a t ' s l a b e l e d S t a n d a r d 

14 O f f e r on Schedule A o f t h e MAPSA p r o p o s a l ; i s t h a t 

15 r i g h t ? 

16 A. Yes. That's what - - Oh, I'm s o r r y . 

17 Column 4, energy and c a p a c i t y cap? 

18 Q. R i g h t . 

19 A. I don't t h i n k t h a t ' s a cap, b u t t h a t ' s 

2 0 s i m p l y a d e r i v e d number. I t i s what i t i s . 

21 Q. The l a b e l i n g on t h e column i n Table A o f 

22 t h e j o i n t p e t i t i o n i s energy and c a p a c i t y cap? 

23 A. Yes. 

24 Q. Would you agree w i t h me t h a t t h e s t a n d a r d 

25 o f f e r c o n t a i n e d i n Schedule A o f t h e MAPSA p r o p o s a l 
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1 i s a f l a t t e r p r o j e c t i o n o f s t a n d a r d o f f e r s t h a n t h e 

2 p r o j e c t i o n i n t h e energy and c a p a c i t y cap column o f 

3 Table A? 

4 A. Yes, i t ' s f l a t t e r . What t h a t means i s i t 

5 s t a r t s a t a h i g h e r l e v e l b u t does not i n c r e a s e as 

6 r a p i d l y , so i t u l t i m a t e l y a c t u a l l y ends up a t a 

7 low e r l e v e l . 

8 Q- And f o r t h e CTC column, a t l e a s t 

9 g e n e r a l l y speaking, t h e Schedule A o f t h e MAPSA 

10 p r o p o s a l s t a r t s w i t h l o w e r CTCs i n t h e e a r l y y e a r s 

11 and e s c a l a t e s those t h r o u g h o u t t h e term o f t h e 

12 t r a n s i t i o n ? 

13 A. Yes. 

14 Q. Whereas, on Table A o f t h e j o i n t p e t i t i o n 

15 f o r s e t t l e m e n t , t h e r e i s a f l a t t e r o r d e c l i n i n g CTC, 

16 w i t h t h e e x c e p t i o n o f 2000 and 2 001 where t h e r e i s 

17 t h e i n i t i a l i n c r e a s e ? 

18 A. So i t goes up, and t h e n i t goes down. 

19 That would be Table A o f t h e p a r t i a l s e t t l e m e n t . 

20 Q. R i g h t . 

21 A. Yes. 

22 Q. Now, when we l o o k a t t h e end o f t h e 

2 3 t r a n s i t i o n p e r i o d , i f we l o o k a t t h e f i n a l two 

2 4 y e a r s , t h e energy and c a p a c i t y cap i n Table A o f the 

25 j o i n t p e t i t i o n exceeds t h e s t a n d a r d o f f e r i n 
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1 Schedule A o f MAPSA; c o r r e c t ? 

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

3 Q. Now, a t l e a s t i n t h a t y e a r , would I be 

4 c o r r e c t t h a t t h e r e i s t h e n more room f o r c o m p e t i t o r s 

5 t o e n t e r t h e market under Table A o f t h e j o i n t 

6 p e t i t i o n t h a n Schedule A o f the MAPSA p r o p o s a l ? 

7 A. Yes. 

8 Q. And t h e same would be t r u e f o r 2008? 

9 A. Yes. 

10 Q. C o r r e s p o n d i n g l y , i n those two y e a r s , t h e 

11 customer, who i s g o i n g t o have t h e a b i l i t y t o access 

12 t h e market a t t h a t p o i n t , w i l l s t i l l be p a y i n g a CTC 

13 under e i t h e r p r o p o s a l ? 

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

15 Q. And t h e CTCs i n t h e two ye a r s t h a t we've 

16 been d i s c u s s i n g are lower i n t h e Table A o f t h e 

17 j o i n t p e t i t i o n t h a n i n Schedule A o f t h e MAPSA 

18 p r o p o s a l ? 

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

20 Q. I t h i n k t h a t might be i t , Mr. Johnstone. 

21 One f i n a l area. I b e l i e v e you ment i o n e d t o 

22 Mr. Trask t h a t your u n d e r s t a n d i n g o f t h e d e r i v a t i o n 

23 o f t h e Stand a r d O f f e r column on Schedule A began 

2 4 w i t h t h e c r e d i t s t h a t t h e Commission has o r d e r e d i n 

25 t h e p i l o t programs--the energy and c a p a c i t y c r e d i t 
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1 p l u s t h e customer p a r t i c i p a t i o n c r e d i t ; r i g h t ? 

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

3 Q. Those c r e d i t s are o f f o f r a t e s t h a t a re 

4 c u r r e n t l y i n e f f e c t f o r a l l u t i l i t i e s i n 

5 P e n n s y l v a n i a today, i n c l u d i n g PECO? 

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

7 Q. So, a t l e a s t i n t h e PECO p i l o t , t h o s e 

8 p i l o t c r e d i t s would not i n c l u d e t h e 1 0 - p e r c e n t 

9 r e d u c t i o n across t h e board t h a t ' s c o n t e m p l a t e d i n 

10 t h e j o i n t p e t i t i o n f o r s e t t l e m e n t ? 

11 A. I t h i n k I agree w i t h you. Give me t h a t 

12 one more t i m e , p l e a s e . 

13 Q. The d e r i v a t i o n o f the c r e d i t s i n t h e 

14 p i l o t as w e l l as the s t a n d a r d o f f e r i n Schedule A o f 

15 t h e MAPSA p r o p o s a l does n o t i n c l u d e t h e 1 0 - p e r c e n t 

16 a c r o s s - t h e - b o a r d r e d u c t i o n t h a t w i l l o c c u r i n r a t e s 

17 on September 1, 1998 under t h e j o i n t p e t i t i o n f o r 

18 p a r t i a l s e t t l e m e n t ? 

19 A. I t c o u l d not p o s s i b l y do t h a t because i t 

2 0 preceded i t i n t i m e . 

21 Q. So, w i t h o u t t h e 10-percent r e d u c t i o n on 

2 2 Table A o f t h e j o i n t p e t i t i o n f o r p a r t i a l 

23 s e t t l e m e n t , t h e t o t a l b i l l cap r a t e would be a penny 

2 4 h i g h e r , would i t not? 

2 5 A. Yes. 
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1 Q. And t h a t penny c o u l d be p a r t o f t h e 

2 energy and c a p a c i t y cap, absent t h e 10-p e r c e n t 

3 r e d u c t i o n ? 

4 A. I can't see where t h e r e ' s a r e l a t i o n s h i p 

5 between t h e penny which comes o f f t he t o t a l r a t e , 

6 i n c l u d i n g a l l t he uneconomic c o s t s , o r s t r a n d e d 

7 c o s t s , i f you w i l l , and what's been l a b e l e d i n t h i s 

8 t a b l e as t h e energy and c a p a c i t y cap. Understand 

9 what we're t a l k i n g about here are numbers d e r i v e d 

10 from t h e market. I t h i n k t h e y ' r e u n r e l a t e d . 

11 Q. Let me t r y i t t h i s way. I f t h e r e ' s no 

12 a c r o s s - t h e - b o a r d r a t e r e d u c t i o n , t h e t o t a l cap i n 

13 PECO's r a t e s would be r a t e s i n e f f e c t January 1, 

14 1997; c o r r e c t ? 

15 A. Yes. 

16 Q. And t h e average system r a t e would be i n 

17 t h e range o f 9.95 c e n t s ; c o r r e c t ? 

18 A. Yes. 

19 Q. So, i n terms o f Table A, absent t h e 10 -

20 p e r c e n t r e d u c t i o n , where do you b e l i e v e t h a t e x t r a 

21 penny would be? 

2 2 A. I t would be i n t h e CTC/ITC column, Column 

23 3 . 

24 Q. Which would t h e n p r o v i d e --

25 A. I t would be i n a couple o f p l a c e s . 
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1 That's one o f the p l a c e s i t would be. I t would be 

2 i n t h e t o t a l b i l l r a t e cap column as w e l l . 

3 Q. At l e a s t under your t e s t i m o n y , i t 

4 d e f i n i t e l y w o u ldn't be i n the T & D r a t e because you 

5 b e l i e v e those are h i g h e r t h a n t h e y s h o u l d be 

6 a l r e a d y ; c o r r e c t ? 

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

8 Q. Columns 1 and 2 o f Table A, i t d e f i n i t e l y 

9 would not be t h e r e ? 

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

11 Q. At l e a s t i n t h e make-up columns t o get t o 

12 t h e 9.95, t h e r e would be o n l y two columns l e f t t o 

13 p u t i t i n . E i t h e r t h e CTC o r t h e energy and 

14 c a p a c i t y cap columns; c o r r e c t ? 

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

16 Q. Are you s a y i n g t h a t i t would a l l be i n 

17 t h e CTC column? 

18 A. I n my mind, t h a t ' s where I would p u t i t 

19 because I would suggest t h a t t he energy and c a p a c i t y 

20 cap, what's l a b e l e d as t h e cap, ought t o r e f l e c t t h e 

21 p r i c e a g a i n s t which a l l p a r t i c i p a n t s i n t h e s u p p l y 

2 2 market w i l l be o f f e r i n g o r t r y i n g t o b e a t . That's 

23 t h e bogey t h a t t h e y ' r e t r y i n g t o b e a t , i f you w i l l . 

24 So I c a n ' t see t h a t t h a t ' s a f f e c t e d by whether t h a t 

25 i n i t i a l r a t e i s h i g h e r o r l o w e r . 
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• 

1 Q. But t h e n , Mr. Johnstone, i f we add t h a t 

2 t o t h e CTC column, PECO would c o l l e c t more t h a n 5.46 

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

4 A. W e l l , t h a t ' s c o r r e c t . So t h e CTC would 

5 s t o p sooner. You would g e t t h e 5.4 b i l l i o n p a i d o f f 

6 sooner i f you d i d i t t h a t way, which I t h i n k would 

7 be a good t h i n g . 

8 Q. But t h a t w o uldn't change, would i t , one 

9 o f t h e c r i t i c i s m s o f MAPSA, which i s t h a t t h e energy 

10 and c a p a c i t y cap i s t o o low f o r market e n t r y i n 

11 thos e years? 

12 A. I ' m j u s t t r y i n g t o make sure t h a t I have 

13 y o u r q u e s t i o n i n mind. "That, 11 g i v e me what I'm 

14 r e f e r r i n g t o w i t h " t h a t . " 

15 Q. I f we t a k e t h e penny t h a t we're t a l k i n g 

16 about i n 1999 and add i t t o the CTC o f 4.04 and 

17 l e a v e t h e energy and c a p a c i t y cap a t 2.8, t h e MAPSA 

18 c r i t i c i s m t h a t t h e 2.8 i s t o o low t o a l l o w f o r 

19 s u f f i c i e n t c o m p e t i t i v e markets t o develop doesn't 

20 change. The MAPSA members w i l l be i n no b e t t e r 

21 p o s i t i o n t o compete t h a n t h e y would be w i t h t h e CTC 

22 a t 3.04 c e n t s , would they? 

23 A. I mean t h a t i s t h e p o i n t , yes. 

2 4 Q. Now, i f we were t o t a k e t h e penny t h a t ' s 

25 e v o l v e d w i t h t h e r a t e r e d u c t i o n and add i t t o t h e 
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1 energy and c a p a c i t y cap, would n o t t h a t be c l o s e r t o 

2 t h e s t a n d a r d o f f e r t h a t MAPSA i s p r o p o s i n g on 

3 Schedule A? 

4 A. The math works out t h a t way. 

5 MR. KLEPPINGER: Thank you. That's a l l I 

6 have. 

7 JUDGE RAINEY: Thank you, Mr. K l e p p i n g e r . 

8 Mr. Trask, so t h a t we don't l o s e t r a c k o f 

9 your e x h i b i t s , maybe t h i s would be a good t i m e t o 

10 move f o r a d m i s s i o n o f Cro s s - E x a m i n a t i o n E x h i b i t 

11 Number 8. 

12 MR. TRASK: Very w e l l , Your Honor. I move 

13 f o r t h e a d m i s s i o n i n t o evidence o f PECO Cross-

14 E x a m i n a t i o n E x h i b i t Number 8. 

15 JUDGE RAINEY: Any o b j e c t i o n s ? 

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

17 JUDGE RAINEY: H e a r i n g none, so a d m i t t e d . 

18 Mr. Ryan. 

19 MR. RYAN: Thank you, Your Honor. 

2 0 CROSS-EXAMINATION 

21 BY MR. RYAN: 

22 Q. Mr. Johnstone, I'm Be r n a r d Ryan w i t h t h e 

23 O f f i c e o f Small Business Advocate. 

24 My quest i o n s w i l l a l l - - a n d t h e r e are o n l y a 

25 few--make you compare Table A on the j o i n t p e t i t i o n , 
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1 w h i c h I t h i n k you had out f o r Mr. K l e p p i n g e r ' s 

2 quest i o n s , and your Schedule A o f E x h i b i t DEJ-IS, 

3 wh i c h you a l s o have o u t . 

4 A. Yes , s i r . 

5 Q. On Page 4 o f your Statement lS--and i t ' s 

6 L i n e s 14 and 15 --you i n d i c a t e t h a t t h e MAPSA 

7 c o u n t e r o f f e r p r e s e r v e s t h e p a r t i a l s e t t l e m e n t ' s r a t e 

8 caps i n f u t u r e y e a r s . Do you see t h a t ? 

9 A. Yes. 

10 Q. Now, i f you l o o k a t your E x h i b i t DEJ-S 

11 and l o o k a t t h e g e n e r a t i o n r a t e caps t h a t you show 

12 - - I ' m s o r r y , on Schedule A, t h a t you show f o r t h e 

13 y e a r s 2004 and 2005, a r e n ' t t h e y 7.25 c e n t s and 7.30 

14 c e n t s , r e s p e c t i v e l y ? 

15 A. Yes. 

16 Q. Now, t a k e a l o o k a t Table A o f t h e j o i n t 

17 p e t i t i o n . What's t h e g e n e r a t i o n r a t e cap f o r y e a r s 

18 2000 and 2 0 05 under t h e j o i n t p e t i t i o n schedule? 

19 A. 6.84. 

20 Q. So, t h e r e f o r e , t h e MAPSA c o u n t e r o f f e r 

21 r e a l l y doesn't p r e s e r v e t h e r a t e caps f o r t h o s e two 

22 f u t u r e y e a r s , does i t ? 

2 3 A. That's c o r r e c t . 

24 Q. On Page 12 o f yo u r Statement I S , L i n e s 18 

2 5 t o 20, you say t h a t i f a customer chooses g e n e r a t i o n 
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1 s e r v i c e from PECO t h a t customer w i l l pay t h e same 

2 t o t a l g e n e r a t i o n r a t e under e i t h e r t he p a r t i a l 

3 s e t t l e m e n t o r MAPSA's p r o p o s a l . Do you agree? Do 

4 y o u see t h a t ? 

5 A. I do. Thank you. Yes. 

6 Q. For t h e y e a r s 2004 and 2005, t h a t 

7 s t a t e m e n t i s n o t c o r r e c t , i s i t ? 

8 A. That's r i g h t . 

9 Q. On Page 13 o f your a d d i t i o n a l t e s t i m o n y , 

10 L i n e s 3 t o 6, you say t h a t MAPSA's proposed 

11 g e n e r a t i o n components, o r what I t h i n k you c a l l e d 

12 t h e s t a n d a r d o f f e r on yo u r schedule A, i s h i g h e r i n 

13 each y e a r t h a n t h a t c o n t a i n e d i n t h e p a r t i a l 

14 s e t t l e m e n t . 

15 A. J u s t l e t m e have t h e l i n e number, p l e a s e 

16 Q. I have L i n e s 3 t o 6, Page 13. I t h i n k 

17 i t ' s i n t h e p a r e n t h e s e s t h e r e b e g i n n i n g a t Page 13. 

18 A. Yes. 

19 Q. What i s the s t a n d a r d o f f e r on Schedule A 

20 o f yo u r e x h i b i t f o r t h e y e a r s 2007 and 2008? 

21 A. T h i s i s the p o i n t I t h i n k we j u s t 

22 c l a r i f i e d w i t h Mr. K l e p p i n g e r ; t h a t , i n f a c t , t h e 

23 MAPSA s t a n d a r d o f f e r i s low e r i n 2007 and 2008 t h a n 

24 t h a t which appears i n Table A. 

2 5 Q. So the st a t e m e n t on Page 13 t h a t I j u s t 
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1 r e f e r r e d you t o would n o t be c o r r e c t f o r t h o s e two 

2 years ? 

3 A. I t would need t o be m o d i f i e d f o r t h e l a s t 

4 two y e a r s . Yes, s i r . 

5 MR. RYAN: Given a l l t h e o t h e r c r o s s , t h a t ' s 

6 a l l I have. Your Honor. 

7 JUDGE RAINEY: Thank you, Mr. Ryan. 

8 Any o t h e r cross? 

9 Yes, Mr. St e i n m e t z . 

10 MR. STEINMETZ: I j u s t have a cou p l e o f 

11 q u e s t i o n s . Most o f these gentlemen have a l r e a d y 

12 asked most o f my q u e s t i o n s . 

13 CROSS-EXAMINATION 

14 BY MR. STEINMETZ: 

15 Q. Good morning, Mr. Johnstone. My name i s 

16 Steve S t e i n m e t z , and I'm w i t h t h e P e n n s y l v a n i a 

17 O f f i c e o f Consumer Advocate. 

18 A. Good morning. 

19 Q . I would j u s t l i k e t o f o l l o w up a b i t on 

2 0 Mr. Ryan's l a s t b i t of c r o s s and t a k e you t o your 

21 Schedule A. 

22 A. Yes. 

23 Q. S p e c i f i c a l l y , 2003 where you have t h e 

24 9.95 b i l l cap, which approximates t h e c u r r e n t c l a s s -

25 wide average o f PECO. I s t h a t c o r r e c t ? 
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1 A. Yes. 

2 Q. I f we l o o k a t your T & D comments i n 

3 r e l a t i o n s h i p t o t h e b i l l cap, we see t h a t t h e 

4 g e n e r a t i o n cap i s 7.2; i s t h a t c o r r e c t ? 

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

6 Q. So the 7.2 g e n e r a t i o n cap would be PECO's 

7 g e n e r a t i o n p o r t i o n c u r r e n t l y ? Would you agree? 

8 A. I don't know about t h e c u r r e n t l y . 

9 Q. W e l l , i f 9.95 i s t h e c u r r e n t systemwide 

10 average and your combined T & D i s 2.75, i t y i e l d s 

11 t h e 7.20. 

12 A. I u n d e r s t a n d . Yes, s i r . 

13 Q. Okay. And due t o t h e i n c r e a s e s i n --

14 W e l l , when we see your 4.51 s t a n d a r d o f f e r r a t e go 

15 t o 4.6 4 and t h e n 4.78, we a l s o see your g e n e r a t i o n 

16 cap g o i n g t o 7.25 and 7.30; c o r r e c t ? 

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

18 Q. Are you f a m i l i a r w i t h t h e r a t e cap 

19 p r o v i s i o n s o f the act ? 

2 0 A. I am. 

21 Q. Would you agree, t h e r e f o r e , t h a t y o u r 

22 movement from 7.20 t o 7.25 and t h e n 7.30 v i o l a t e s 

23 t h e g e n e r a t i o n r a t e cap? 

24 A. Yes. That need t o be lower e d t o t h e 7.20 

25 t o be c o n s i s t e n t w i t h t h e a c t . 
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1 MR. STEINMETZ: Thank you. 

2 That's a l l I have , Your Honor. 

3 JUDGE RAINEY: Thank you, Mr. S t e i n m e t z . 

4 Any f u r t h e r c r o s s - e x a m i n a t i o n ? 

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

6 JUDGE RAINEY: R e d i r e c t ? 

7 MR. HAWKE: Could I have a few m i n u t e s , Your 

8 Honor? 

9 JUDGE RAINEY: Yes. 

10 • JUDGE CHESTNUT: W e ' l l go o f f t h e r e c o r d f o r 

11 a second. 

12 ( D i s c u s s i o n o f f t h e r e c o r d . ) 

13 (Recess t a k e n . ) 

14 JUDGE RAINEY: Any r e d i r e c t , Mr. Hawke? 

15 MR. HAWKE: Yes, Your Honor. 

16 REDIRECT EXAMINATION 

17 BY MR. HAWKE: 

18 Q. Mr. Johnstone, would you p l e a s e s t a t e f o r 

19 t h e r e c o r d your reasons why you b e l i e v e y ou're 

20 q u a l i f i e d t o p r e s e n t t h e t e s t i m o n y you pr e s e n t e d ? 

21 A. F i r s t s t a r t i n g w i t h t h e f o r m a l e d u c a t i o n , 

22 c e r t a i n l y macroeconomics/ t h e t h e o r y o f monopoly, 

2 3 o l i g o p o l y , and so f o r t h i s a l l p a r t o f t h e MBA 

24 t r a i n i n g . 

25 Secondly, w h i l e a t Union E l e c t r i c , I was i n 
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1 t h e c o r p o r a t e p l a n n i n g f u n c t i o n d e a l i n g w i t h l o a d 

2 f o r e c a s t i n g a good b i t o f the t i m e , t h e p r i c e o f 

3 energy. F o r e c a s t s o f p r i c e s and consumption were an 

4 i m p o r t a n t p a r t o f t h a t work f o r s e v e r a l y e a r s . 

5 Since t h a t t i m e , I have been i n v o l v e d i n , o f 

6 cours e , c o s t o f s e r v i c e work, as was p o i n t e d o u t . I 

7 would t e l l you t h a t a good p a r t o f t h a t d e a l s w i t h 

8 t h e r e a c t i o n o f t h e customers t o t h e p r i c e s t h a t are 

9 b e i n g o f f e r e d . There i s v e r y much a market element 

10 t o t h a t . Of course, one o f the purposes o f 

11 r e g u l a t i o n i s t o o p e r a t e as a s u r r o g a t e f o r 

12 c o m p e t i t i o n . 

13 Then, f i n a l l y , I have been i n v o l v e d i n 

14 s e v e r a l o f t h e s t a t e s w i t h r e s p e c t t o t h e 

15 development o f t h e r e t a i l g e n e r a t i o n market. At 

16 t h i s p o i n t i n h i s t o r y , t h e r e i s n o t much o f a r e t a i l 

17 g e n e r a t i o n market b u t f o r a few p i l o t programs. So 

18 t h e r e i s p r e c i o u s l i t t l e a c t u a l market i n f o r m a t i o n 

19 t o know. 

20 But from t h e h i s t o r y o f t h e i n d u s t r y and from 

21 t h e v a r i o u s d i s c u s s i o n s t h a t have been had around 

2 2 t h e c o u n t r y , I t h i n k those are t h e t y p e s o f t h i n g s 

23 t h a t l e a d me t o make t h e recommendations s e t f o r t h 

24 i n my t e s t i m o n y . 

25 Q. Mr. Trask a l s o asked you some q u e s t i o n s 
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1 i n y o u r t e s t i m o n y c o n c e r n i n g r e t a i l b u s i n e s s c o s t s . 

2 E x a c t l y what can be s a i d about t h e r e t a i l b u s i n e s s 

3 c o s t s o f p r o v i d i n g s e r v i c e i n t h e f u t u r e , i n y o u r 

4 view? 

5 A. W e l l , c e r t a i n l y t h a t i s an i m p o r t a n t 

6 q u e s t i o n . These c o s t s w i l l e x i s t . There i s no 

7 q u e s t i o n t h a t these c o s t s w i l l e x i s t . Since we 

8 don't have a r e t a i l market r i g h t now, I don't t h i n k 

9 we can say w i t h any c e r t a i n t y what t h e y w i l l be. 

10 The b e s t we can do i s l o o k t o some i n d i c a t i o n s o f 

11 t h e p o s s i b i l i t i e s . 

12 By r e l y i n g on t h e c u r r e n t PECO c o s t , t h e r e 

13 are some t h i n g s t h a t go w i t h t h a t . F i r s t i s t h e y ' v e 

14 had t h e b e n e f i t , o f cours e , o f t h e monopoly p o s i t i o n 

15 and economies o f s c a l e . The o t h e r s i d e o f t h a t i s 

16 t h e r e have n o t been t h e same t y p e s o f p r e s s u r e s t h a t 

17 you would have i n a c o m p e t i t i v e environment t o h o l d 

18 thos e c o s t s as w e l l as o t h e r g e n e r a t i o n c o s t s t o t h e 

19 minimum l e v e l . 

20 Given a l l o f t h a t , I t h i n k what I have here 

21 i s a re a s o n a b l e approach t o e s t i m a t e t h e p o t e n t i a l 

22 c o s t s , t h e v e r y r e a l c o s t s t h a t w i l l be t h e r e , b u t a 

23 r e a s o n a b l e e s t i m a t e o f t h e l e v e l o f those r e t a i l 

2 4 b u s i n e s s c o s t s . 

25 Q. Now, i t ' s your u n d e r s t a n d i n g t h a t t h e 
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1 M i d - A t l a n t i c Power Supply A s s o c i a t i o n ' s p r o p o s a l 

2 i n d e e d was, as t h e name r e f l e c t s , a c o u n t e r o f f e r t o 

3 an o f f e r t h a t had been g i v e n t o MAPSA by PECO; i s 

4 t h a t c o r r e c t ? 

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

6 MR. HAWKE: Your Honor, t h a t ' s a l l I have. 

7 JUDGE RAINEY: Thank you. 

8 Any r e c r o s s on the r e d i r e c t ? 

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

10 JUDGE RAINEY: H e a r i n g none, thank you, 

11 Mr. Johnstone. You may s t a n d . 

12 MR. TRASK: Your Honor, i f I may have a 

13 moment, I may have a couple o f q u e s t i o n s . I ' d l i k e 

14 t o c o n f e r w i t h my c o l l e a g u e f o r a second, i f I may. 

15 JUDGE RAINEY: One second. 

16 (Pause.) 

17 MR. TRASK: Your Honor, I do have j u s t a few 

18 q u e s t i o n s on r e c r o s s , i f I may. 

19 JUDGE RAINEY: Please proceed. 

2 0 RECROSS EXAMINATION 

21 BY MR. TRASK: 

22 Q. Mr. Johnstone, t h e few q u e s t i o n s I have 

23 have t o do w i t h t h e r e t a i l b u s i n e s s c o s t s . I ' d l i k e 

24 t o d i s c u s s t h e c o s t s t h a t you r e l i e d on t h a t were i n 

25 PECO's accounts. These were c o s t s i n PECO's 
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A 

1 a ccounts f o r 1996; i s t h a t c o r r e c t ? 

2 A. Yes, s i r . 

3 Q. You a l s o t e s t i f i e d t h a t t h e r e i s n ' t much 

4 o f a r e t a i l g e n e r a t i o n market y e t ; i s t h a t c o r r e c t ? 

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

6 Q. Would any o f t h e c o s t s i n t h e accounts 

7 t h a t you l o o k e d a t and r e l i e d on i n c l u d e t h e c o s t o f 

8 m a r k e t i n g c o m p e t i t i v e energy? 

9 A. They would n o t . So t h a t would l e a d me t o 

10 t h i n k t h a t t h e y would be an u n d e r e s t i m a t e o f t h e 

11 r e t a i l b u s i n e s s c o s t s t o t h e e x t e n t I r e l i e d on 

12 t h a t . 

13 Q. Would t h e y be an e s t i m a t e a t a l l o f t h e 

14 r e t a i l b u s i n e s s c o s t s a s s o c i a t e d w i t h m a r k e t i n g 

15 c o m p e t i t i v e s u p p l y s i n c e t h e y have n o t h i n g t o do 

16 w i t h c o m p e t i t i v e s u p p l y m a r k e t i n g ? 

17 A. W e l l , t h a t ' s a f a i r p o i n t t h a t you make. Of 

18 c o u r s e , t h e r e i s nowhere any c o s t a s s o c i a t e d w i t h 

19 t h i s r e t a i l b u s i n e s s c o s t . That market i s n o t t h e r e 

20 t o d a y . So t h e q u e s t i o n i s . Where do we go f o r a 

21 r e a s o n a b l e s t a r t i n g p o i n t ? My t e s t i m o n y , I guess, 

22 speaks t o t h a t p o i n t . 

2 3 Q. Would d e t e r m i n a t i o n o f a g g r e g a t e d r e t a i l 

24 l o a d t o be se r v e d c o m p e t i t i v e l y , would t h e c o s t o f 

25 c o n d u c t i n g t h a t a c t i v i t y be i n any o f t h e accounts 
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1 t h a t you l o o k e d a t t o p r o j e c t r e t a i l b u s i n e s s c o s t s ? 

2 A. No, i t would n o t . 

3 Q. How about r e c o n c i l i a t i o n work 

4 n e c e s s i t a t e d by c o m p e t i t i v e s u p p l y o p e r a t i o n s ? 

5 A. Those are t h e t y p e s o f c o s t s t h a t would 

6 be i n c u r r e d i n t h e f u t u r e t h a t are not i n those 

7 e s t i m a t e s . 

8 Q. Not i n t h e accounts. What about t h e 

9 s c h e d u l i n g f o r r e t a i l purposes? 

10 A. Again, t h a t ' s an a d d i t i o n a l c o s t . I w i l l 

11 t e l l you t h a t I have got -- Of cours e , i n a d d i t i o n 

12 t o those c o s t s which I d e r i v e d from y o u r a c c o u n t s , 

13 t h e r e i s one m i l l w h ich I c h a r a c t e r i z e d as d e a l i n g 

14 w i t h t h e imbalances. There's n o t a l o t o f s c i e n c e 

15 t o t h a t , b u t I w i l l t e l l you t h a t a l o t o f t h e s e 

16 typ'es o f c o s t s t h a t we're t a l k i n g about here c o u l d 

17 a p p r o p r i a t e l y be viewed as a p a r t o f t h a t one m i l l . 

18 Q. You base t h a t e s t i m a t e on a c t i v i t i e s t h a t 

19 PECO conducted d u r i n g 1996 when i t was a r e g u l a t e d 

20 p u b l i c u t i l i t y b e f o r e t h e C o m p e t i t i o n Act was 

21 passed? 

22 A. That p a r t i c u l a r one m i l l i s based on an 

23 e s t i m a t e o f f i v e p e r c e n t o f market p r i c e o f energy. 

24 I t came up, as I r e c a l l , t o about 1.3 cents,- and I 

25 rounded i t down t o be c o n s e r v a t i v e . 
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1 Q. I s the answer t o the q u e s t i o n t h a t I 

2 asked you b e f o r e yes? The q u e s t i o n t h a t I asked you 

3 b e f o r e i s --

4 A. You asked me a l o t o f q u e s t i o n s . 

5 Q. The q u e s t i o n t h a t I j u s t asked you was, 

6 You base t h a t number on accounts o r d a t a i n accounts 

7 f r o m 1996 f o r PECO Energy Company? 

8 A. Yes. 

9 Q. Yes? 

10 A. T h i s i s an i m p o r t a n t c l a r i f i c a t i o n . The 

11 3.8 m i l l s was from those accounts. I n a d d i t i o n t o 

12 t h a t , t h e r e i s an a d d i t i o n a l one m i l l , and t h a t i s 

13 n o t based on those accounts. So t h e t o t a l o f 4.8 i s 

14 l a r g e l y based on t h e accounts, b u t t h e r e i s one m i l l 

15 o f t h a t w hich i s n o t . 

16 MR. TRASK: I have no f u r t h e r q u e s t i o n s , Your 

17 Honor. 

18 JUDGE RAINEY: Thank you, Mr. Trask. 

19 Mr. Johnstone, you may s t a n d down. 

20 THE WITNESS: Thank you. 

21 JUDGE RAINEY: The next s c h e d u l e d w i t n e s s i s 

2 2 Dr. Hieronymus. 

23 Dr. Hieronymus, would you s t a n d and r a i s e 

24 y o u r r i g h t hand, p l e a s e . 

25 WILLIAM H. HIERONYMUS, c a l l e d as a w i t n e s s , 
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tt 

1 having been duly sworn, was examined and t e s t i f i e d 

2 as follows: 

3 JUDGE RAINEY: Please be se a t e d and g i v e your 

4 f u l l name and address f o r t h e r e c o r d . 

5 THE WITNESS: My name i s W i l l i a m H. 

6 Hieronymus. My address i s Putnam, Hayes and 

7 B a r t l e t t , 1 Memorial D r i v e , Cambridge, 

8 Massachusetts. 

9 JUDGE RAINEY: Thank you. 

10 Please proceed, Mr. Bonney. 

11 MR. BONNEY: Thank you. Your Honor. 

12 DIRECT EXAMINATION 

13 BY MR. BONNEY: 

14 Q. Dr. Hieronymus, by whom are you employed 

15 and i n what c a p a c i t y ? 

16 A. I'm a managing d i r e c t o r o f Putnam, Hayes 

17 and B a r t l e t t . 

18 MR. BONNEY: Your Honor, we have p r e v i o u s l y 

19 d i s t r i b u t e d t h r e e p i e c e s o f t e s t i m o n y by 

20 Dr. Hieronymus--PECO Statement Number 6, PECO 

21 Statement 6-R, which i s t h e r e b u t t a l t e s t i m o n y o f 

2 2 Dr. Hieronymus, and most r e c e n t l y PECO Statement 

2 3 Number 6-RJ, t h e r e j o i n d e r t e s t imony o f W i l l i a m 

24 Hieronymus. A t t a c h e d t o those s t a t e m e n t s are n i n e 

25 e x h i b i t s , E x h i b i t s WHH-1 t h r o u g h 9. 
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BY MR. BONNEY: 

Q. Dr. Hieronymus, were these documents 

p r e p a r e d by you o r under your d i r e c t i o n and 

s u p e r v i s i o n ? 

A. Yes, t h e y were. 

MR. BONNEY: Your Honor, we would ask t h a t 

t h e s e documents be a d m i t t e d i n t o t h e r e c o r d s u b j e c t 

t o c r o s s -examinat i o n . 

JUDGE RAINEY: So a d m i t t e d w i t h t h o s e 

c o n d i t i o n s . 

(PECO Statement Numbers 6, 6-R, and 6-RJ were 
produced, marked and admitted into evidence.) 

MR. BONNEY: The w i t n e s s i s a v a i l a b l e f o r 

c r o s s - e x a m i n a t i o n . 

JUDGE RAINEY: Thank you. 

Any c r o s s - e x a m i n a t i o n ? 

MR. DOLL: I w i l l b e g i n t h e c r o s s -

e x a m i n a t i o n . 

CROSS-EXAMINATION 

BY MR. DOLL: 

Q. Good morning, Dr. Hieronymus. My name i s 

C r a i g D o l l , and I r e p r e s e n t C o n e c t i v Energy. 

A. Good morning, Mr. D o l l . 

Q. Doctor, I ' m g o i n g t o go t h r o u g h a l i t t l e 

l e a r n i n g process f o r me here. Are you f a m i l i a r , 
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1 g e n e r a l l y , w i t h PECO's r a t e c l a s s i f i c a t i o n s ? 

2 A. Not s p e c i f i c a l l y w i t h PECO's. I'm 

3 g e n e r a l l y f a m i l i a r w i t h u t i l i t y r a t e 

4 c l a s s i f i c a t i o n s . The acronyms t e n d t o be about t h e 

5 same. But PECO s p e c i f i c a l l y , no. 

6 Q. But i f I asked you about PECO's 

7 c l a s s i f i c a t i o n s o f LILR, EER, and I b e l i e v e i t ' s 

8 t h e i r Rule 4.6 customers, would you have a g e n e r a l 

9 i d e a about who those customers might be? 

10 A. I b e l i e v e so. 

11 Q. Okay. Thank you. Would you agree w i t h 

12 me t h a t those c u s t o m e r s - - t h e LILR, EER, and Rule 4.6 

13 customers--are g e n e r a l l y h i g h l o a d f a c t o r customers? 

14 A. I n most cases, yes. 

15 Q. Now, i s n ' t i t t r u e t h a t i n d o i n g a l o a d 

16 f a c t o r c a l c u l a t i o n t h a t i f you t a k e t h o s e customers 

17 away from a system average l o a d f a c t o r c a l c u l a t i o n 

18 t h a t , i n f a c t , t h a t would t e n d t o decrease y o u r l o a d 

19 f a c t o r ? 

20 A . I don't know s p e c i f i c a l l y . But on t h e 

21 p r e s u m p t i o n t h a t t h a t group o f customers had above-

2 2 average l o a d f a c t o r , i t would f o l l o w t h a t t a k i n g 

23 them o u t would reduce t h e l o a d f a c t o r . 

24 Q. J u s t so I u n d e r s t a n d t h a t , when you d i d 

25 your l o a d f a c t o r c a l c u l a t i o n When you speak o f 
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l o a d f a c t o r , you t a l k about a 65-percent l o a d 

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

A. That's c o r r e c t , yes. 

Q. Okay. I'm s o r r y . I found t h e r e f e r e n c e . 

On Page 6, L i n e 20, you t a l k about a 65- p e r c e n t l o a d 

f a c t o r . 

JUDGE RAINEY: I'm s o r r y . Mr. D o l l , what 

s t a t e m e n t are you r e f e r r i n g to? 

MR. DOLL: Statement 6-RJ. 

JUDGE RAINEY: Thank you. 

BY MR. DOLL: 

Q. Now, w i t h r e g a r d t o t h a t 6 5 - p e r c e n t l o a d 

f a c t o r , d i d you c a l c u l a t e t h a t l o a d f a c t o r ? 

A. No. As i t says here, I was i n f o r m e d by 

PECO t h a t t h a t was the l o a d f a c t o r . 

Q. Have you seen any documents t h a t would 

r e l a t e o r app r o x i m a t e t h e 65-percent l o a d f a c t o r ? 

A. I've seen no documents t o g i v e me PECO's 

l o a d f a c t o r , p e r i o d . 

Q. So someone a t PECO j u s t came and t o l d you 

t h a t ' s what t h e l o a d f a c t o r i s ? 

A. I asked them on a c o n f e r e n c e c a l l , and 

t h a t ' s what t h e y s a i d . 

MR. DOLL: May I approach t h e w i t n e s s . Your 

Honor? 
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JUDGE RAINEY: Yes. 

MR. D O l l : Mr. Bonney, I'm g o i n g t o show t h e 

w i t n e s s C o n e c t i v C r o s s - E x a m i n a t i o n E x h i b i t Number 2, 

w h i c h i s t h e 1997 r e s o u r c e p l a n . 

MR. BONNEY: Okay. 

MR. DOLL: And, i n p a r t i c u l a r , t h e d a t a f o r m . 

I n p a r t i c u l a r , t h e s h e e t w h i c h i s A p p e n d i x A-4, t h e 

h i s t o r i c a l and peak l o a d , m e g a w a t t s , l o a d g r o w t h 

s c e n a r i o b a s e . 

BY MR. DOLL: 

Q. Dr. H i e r o n y m u s , w o u l d y o u l o o k a t t h e 

l o a d f a c t o r t h e r e f o r 1996. 

JUDGE CHESTNUT: Excuse me. What was t h a t 

r e f e r e n c e t o t h a t document? 

MR. DOLL: The document was - -

JUDGE CHESTNUT: I have t h e document. B u t 

what page? 

MR. DOLL: I b e l i e v e i t ' s Page -- On t h e 

d a t a s h e e t s , a t t h e l o w e r r i g h t - h a n d c o r n e r , i t ' s 

m a r k e d 1997 ARPR, A p p e n d i x A-4. A t t h e t o p i t ' s 

m a r k e d PECO E n e r g y Base. 

A. The answer t o y o u r q u e s t i o n i s 6 2 . 5 1 

p e r c e n t . 

BY MR. DOLL: 

Q. L o o k i n g a t t h e h i s t o r i c a l p a t t e r n 
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1 b e g i n n i n g i n 1991, i s t h a t 62.91 p e r c e n t h i g h e r , 

2 l o w e r , about t h e same as t h e h i s t o r i c a l p a t t e r n on 

3 t h a t document? 

4 A. I t ' s h i g h e r . 

5 Q. I f we were d o i n g an average, would you 

6 agree w i t h me t o get an a p p r o p r i a t e average t h a t you 

7 would e l i m i n a t e a b n o r m a l i t i e s ? 

8 A. No. 

9 Q. Would you agree w i t h me t h a t t h e p r e v i o u s 

10 y e a r s ' l o a d f a c t o r s were a p p r o x i m a t e l y 58 p e r c e n t , 

11 i n t h a t g e n e r a l range? 

12 A. Yes. 

13 Q. Now, I'm not q u i t e sure how t h i s works. 

14 But c o u l d you e x p l a i n t o me how you would c a l c u l a t e 

15 an average energy p r i c e ? 

16 A. I'm s o r r y . I need more of a -- I need 

17 more o f a p r e d i c a t e t h a n t h a t . There are averages 

18 f o r h o u r s . There are averages f o r l o a d . There's 

19 averages f o r r e t a i l . There's averages f o r 

2 0 w h o l e s a l e . There's averages f o r d i f f e r e n t c l a s s e s . 

21 I t depends. 

22 Q. W e l l , l e t ' s l o o k a t your E x h i b i t WHH-9, 

23 f o r example. That 2.8 c e n t s f o r 1999, i s t h a t a 

24 s i m p l e average o r i s i t a w e i g h t e d average? 

25 A. I'm confused. The 2.8 i s n o t an energy 
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1 p r i c e a t a l l . I t ' s t h e ECC out o f the Appendix A o f 

2 t h e s e t t l e m e n t . 

3 Q. L e t ' s t r y i t a l i t t l e b i t d i f f e r e n t l y . 

4 MR. DOLL: May I approach a g a i n , Your Honor? 

5 JUDGE RAINEY: Yes. 

6 MR. DOLL: Mr. Bonney, I'm showing t h e 

7 w i t n e s s PECO Statement Number 4-R, t h e r e b u t t a l 

8 t e s t i m o n y o f Mr. John B u s t a r d . I s t h a t c o r r e c t ? 

9 MR. BONNEY: That's c o r r e c t , yes. 

10 MR. DOLL: P r i m a r i l y t h e e x h i b i t s t h a t a re 

11 a t t a c h e d t o h i s t e s t i m o n y , which I b e l i e v e -- And 

12 Your Honors can c o r r e c t me. I f i t hasn't been 

13 a d m i t t e d i n t o t h e r e c o r d , I t h i n k i t p r o b a b l y w i l l 

14 be by t h e end of t h i s p r o c e e d i n g . I t was on t h e 

15 l i s t . 

16 JUDGE RAINEY: That's c o r r e c t . I t has n ' t 

17 been a d m i t t e d . That's c o r r e c t . 

18 JUDGE CHESTNUT: I'm s o r r y . What e x h i b i t are 

19 you l o o k i n g a t ? 

2 0 MR. DOLL: E x h i b i t JFB-13. 

21 BY MR. DOLL: 

22 Q. Am I c o r r e c t , s i r , t h a t t h e PHB numbers 

23 t h a t are i n t h a t t e s t i m o n y were numbers t h a t were 

24 g i v e n by you t o Mr. B u s t a r d f o r t h e purposes o f 

2 5 p r e p a r i n g h i s t e s t imony? 
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A. I assume so. I b e l i e v e a t one t i m e I 

checked, and I t h i n k t h e y were, yes. 

Q. Now, on t h i s t a b l e , those PHB numbers f o r 

t h e v a r i o u s y e a r s , i s t h a t an average number? By 

t h a t I mean d i d you j u s t t a k e a sum o f numbers and 

d i v i d e by t h e t o t a l o f numbers t o come up w i t h a 

s i m p l e average? 

A. The a c t u a l number here i s t h e p r i c e a t 

t h e L i m e r i c k bus when L i m e r i c k i s r u n n i n g . Since 

L i m e r i c k i s a base l o a d p l a n t , t h a t ' s a t l e a s t 

a p p r o x i m a t e l y an a l 1 - h o u r s average p r i c e . 

Q. When you say a l l - h o u r s average, i n o t h e r 

words, you t o o k a l l the hours t h a t i t was r u n n i n g 

and you j u s t t o t a l e d i t a l l up and d i v i d e d by how 

many numbers you had t h e r e , a s i m p l e m a t h e m a t i c a l 

average; i s t h a t c o r r e c t ? 

A. Wei1, i t was a c t u a l l y t i m e s t h e w e i g h t e d 

average o f L i m e r i c k g e n e r a t i o n . But s i n c e L i m e r i c k 

runs f l a t - o u t , i t has t h e same e f f e c t as what you've 

suggested. 

Q. You mentioned a w e i g h t e d average. How 

would you c a l c u l a t e a w e i g h t e d average? 

A. I t depends on what I'm w e i g h t i n g f o r . 

Q. Would you l o o k a t E x h i b i t JFB Number 15, 

I b e l i e v e . I b e l i e v e , i f I have my e x h i b i t s r i g h t , 
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1 t h a t t a l k s about a w e i g h t e d energy p r i c e . I s t h a t 

2 c o r r e c t ? 

3 A. Yes. 

4 Q. How d i d you c a l c u l a t e a w e i g h t e d — L e t 

5 me back up t o l a y a l i t t l e f o u n d a t i o n . Were those 

6 t h e numbers t h a t you p r o v i d e d t o Mr. B u s t a r d f o r t h e 

7 purposes o f p r e p a r i n g h i s t e s t i m o n y , t h o s e PHB 

8 numbers? 

9 A. I f y o u ' l l g i v e me a moment, I ' l l check 

10 i t . 

11 Q. Sure. 

12 (Pause.) 

13 A. At l e a s t a p p r o x i m a t e l y , yes. There would 

14 be some minor d i s c r e p a n c i e s . 

15 Q. We've e s t a b l i s h e d t h a t you've g i v e n him 

16 You gave him those numbers; i s t h a t c o r r e c t ? 

17 A. As I say, I l o o k e d a t the source numbers 

18 i n my t a b l e i n my E x h i b i t WHH-6, and w i t h minor 

19 d e v i a t i o n s , t h e y match. 

20 Q. L e t me ask you. Did you p e r f o r m t h e 

21 w e i g h t e d -- Did you p e r f o r m t h e c a l c u l a t i o n t o 

22 a r r i v e a t t h e w e i g h t e d energy p r i c e , o r i s t h e 

23 d e v i a t i o n between those numbers because someone e l s e 

24 d i d t h a t w e i g h t e d average? 

25 A. Between my e x h i b i t and h i s e x h i b i t ? I s 
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t h a t t h e q u e s t i o n ? 

Q. Yes. 

A. W e l l , I p r e p a r e d my e x h i b i t . He p r e p a r e d 

h i s e x h i b i t , 

Q. So t h a t , i n o t h e r words, you d i d n o t do 

th e w e i g h t e d average c a l c u l a t i o n t h a t appears t h e r e ? 

A. I don't know t h e reason f o r t h e minor 

d i f f e r e n c e s between the numbers. I p r e p a r e d my 

e x h i b i t . I p r o v i d e d numbers t o him on t h e b a s i s o f 

whi c h he p r e p a r e d h i s e x h i b i t . 

Q. I f we can maybe make t h i s s i m p l e r . 

D o c t o r , d i d you c a l c u l a t e any w e i g h t e d energy 

p r i c e s ? 

A. Yes. I n the sense t h a t we're t a l k i n g 

about here, I p r e p a r e d a g e n e r a t i o n w e i g h t e d average 

revenue per k i l o w a t t hour produced by PECO. 

Q. A g e n e r a t i o n . Now, would t h a t i n c l u d e 

b o t h energy and c a p a c i t y ? 

A. Yes. 

Q You say those c a l c u l a t i o n s a r e c o n t a i n e d 

i n y o u r i n i t i a l e x h i b i t ? 

A. Yes, i n E x h i b i t WHH-6, Page 10 o f 18. 

Q. I f I c o u l d r e t r i e v e my document. 

Now, Doc t o r , have you r e v i e w e d Mr. M i t n i c k ' s 

w e i g h t e d energy p r i c e s ? 
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1 A. Yes. 

2 Q. And d i d you r e v i e w Mr. M i t n i c k ' s 

3 c a l c u l a t i o n s t o a r r i v e a t t h a t w e i g h t e d average? 

4 A. I n s o f a r as I c o u l d . 

5 Q. You s a i d i n s o f a r as you c o u l d . Was t h e r e 

6 d a t a t h a t you were miss ing? 

7 A. W e l l , t h e source f o r some o f t h e 

8 ad j ustment s a t t h e t ime, a t l e a s t a t t h e t ime I 

9 f i l e d my t e s t i m o n y , was a mystery. Since we're 

10 f o c u s i n g on w e i g h t e d v e r s u s l e v e l h o u r l y , t h e r e i s 

11 an a d j u s t m e n t he made o f 8.8 p e r c e n t as t h e 

12 d i f f e r e n c e between those two. And on t h e face o f 

13 h i s t e s t i m o n y , he gave no e x p l a n a t i o n f o r t h a t . 

14 Q. Did you speak w i t h c o u n s e l t o propound 

15 i n t e r r o g a t o r i e s t o f i n d o ut where t h a t --

16 MR. BONNEY: O b j e c t i o n , Your Honor. 

17 Relevance and p r i v i l e g e . 

18 JUDGE RAINEY: Do you have a response, 

19 Mr. D o l l ? 

20 MR. DOLL: I ' l l w i t h d r a w t h e q u e s t i o n . 

21 BY MR. DOLL: 

22 Q. D i d you t r y t o f i n d o ut what t h e , I 

23 b e l i e v e you s a i d i t was e i g h t - p e r c e n t m y s t e r y was o r 

24 f i g u r e t h a t you d i d n ' t know what t h a t r e p r e s e n t e d ? 

2 5 A. At the time I had n o t h i n g t o work w i t h 
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1 except t h i s t e s t i m o n y . As you r e c a l l , t h i s was a 

2 v e r y compressed schedule. 

3 Q . I r e a l i z e t h a t , b ut --

4 A. And t h e r e was n o t h i n g i n h i s schedule 

5 t h a t t o l d me a n y t h i n g . There was no way t o f i n d 

6 o u t . 

7 Q. You made no o t h e r a t t e m p t t o f i n d out? 

8 I s t h a t y our t e s t i m o n y ? 

9 A. There was no o t h e r p o s s i b l e way t o f i n d 

10 o u t a t t h a t t i m e . 

11 Q. Doct o r , i n your t e s t i m o n y you speak 

12 about, I b e l i e v e on Page 6 

13 JUDGE RAINEY: I'm s o r r y . Mr. D o l l , w h i c h 

14 t e s t i m o n y a re you r e f e r r i n g to? 

15 MR. DOLL: 6-RJ, which I seem t o have 

16 m i s p l a c e d . 

17 BY MR. DOLL: 

18 Q. L i n e s l 7 t h r o u g h 2 2, you t a l k about 

19 c h e r r y - p i c k i n g o f h i g h l o a d f a c t o r customers; i s 

20 t h a t c o r r e c t ? 

21 A. Among o t h e r t h i n g s , yes. 

22 Q. Would you c o n s i d e r an HT customer a h i g h 

23 l o a d f a c t o r customer, g e n e r a l l y ? 

24 A. I don't r e a l l y know whether t h e i r HT 

2 5 customers are h i g h l o a d f a c t o r cus tomers o r n o t . I 
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1 s i m p l y don't know. But t h a t wasn't t h e p o i n t . The 

2 p o i n t I was t a l k i n g about here was c h e r r y - p i c k i n g 

3 w i t h i n a c l a s s , r a t h e r t h a n among c l a s s e s . 

4 MR. DOLL: May I approach t h e w i t n e s s ? 

5 JUDGE RAINEY: Yes. 

6 BY MR. DOLL: 

7 Q. Dr. Hieronymus, I would l i k e t o show you 

8 what i s t h e HT, h i g h t e n s i o n , t a r i f f page from 

9 T a r i f f E l e c t r i c D e l i v e r y PA PUC Number 1, o r i g i n a l 

10 page, and t h e r e ' s two Xs. I t ' s f r o m Appendix C. 

11 I t ' s t h e r a t e HT, h i g h t e n s i o n , power. Are you 

12 f a m i l i a r w i t h t h a t a t a l l ? 

13 A . I presume i t ' s i n t h e package o f t a r i f f s 

14 t h a t were a t t a c h e d t o t h e s e t t l e m e n t , b u t I've not 

15 l o o k e d a t them. 

16 Q. You d i d n ' t have a n y t h i n g t o -- You 

17 d i d n ' t p r e p a r e t h a t e x h i b i t ? 

18 A. No. 

19 Q. Would you j u s t keep t h a t t h e r e f o r 

20 r e f e r e n c e , s i r . I ' d l i k e t o r u n you t h r o u g h a 

21 h y p o t h e t i c a l . 

22 MR. KLEPPINGER: Mr. D o l l , i f y o u're g o i n g t o 

23 pursue t h i s 1 i n e , what year i s t h a t t a r i f f f o r ? 

24 MR. DOLL: I'm s o r r y . 1999.' Thank you f o r 

25 b r i n g i n g t h a t up. I do want t o check t o make sure 
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1 my h y p o t h e t i c a l does have t h e r i g h t numbers i n i t . 

2 BY MR. DOLL: 

3 Q. Now, Dr. Hieronymus, l e t ' s assume a 

4 customer t h a t has a 143 k i l o w a t t b i l l i n g demand and 

5 he uses 72,000 k i l o w a t t hours i n a month and t h a t 

6 customer i s a 70-percent l o a d f a c t o r customer. Now, 

7 bear w i t h me. I f we r u n t h a t customer t h r o u g h t h a t 

8 r a t e s c hedule, would you agree w i t h me t h a t you 

9 would t a k e t h e 143 b i l l i n g demand t i m e s $2.94? 

10 A. Yes. 

11 Q. And t h e n you would r u n t h a t customer 

12 t h r o u g h t h e second b l o c k , which t h e c a l c u l a t i o n 

13 would be 2.96 cen t s t i m e s 15 0, I b e l i e v e i s t h e 

14 second b l o c k , a l s o t i m e s 14 3? 

15 A. I'm s o r r y . I was t r y i n g t o re a d . I f you 

16 would r e - a s k i t . 

17 Q. And t h e n you would r u n him t h r o u g h t h e 

18 t h i r d b l o c k , and f i n a l l y y o ur l a s t number would be 

19 1.68 c e n t s t i m e s 29,100. Would you acce p t t h o s e 

20 s u b j e c t t o check? 

21 A. Yes. J u s t t o n o t e , I d i d n ' t w r i t e them 

22 down, so I ' l l have t o w a i t f o r t h e t r a n s c r i p t t o 

23 check them. 

24 Q. I can g i v e them t o you, s i r , i f you want 

25 t o do i t . 
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1 A. I f you don't mind. 

2 Q. The second b l o c k would be 2.96 c e n t s 

3 t i m e s 150 t i m e s 143. The t h i r d b l o c k would be --

4 T e l l me i f I'm g o i n g t o o f a s t f o r you. 

5 A. No. That's f i n e . 

6 Q. 2.31 c e n t s t i m e s 150 ti m e s 143. Then t h e 

7 f i n a l or t a i l b l o c k would be 1.68 c e n t s t i m e s 

8 2 9,100. 

9 A. A l l r i g h t . I ' l l a ccept t h a t s u b j e c t t o 

10 check. 

11 Q. S u b j e c t t o check, would you agree t h a t 

12 t h a t would come out t o - - i f you added up a l l t h e 

13 numbers, t h e number you would add up would be 2,039? 

14 A. As i n $2,039? 

15 Q. That's what I'm t r y i n g t o f i g u r e o u t . My 

16 decimal' p o i n t on my copy d i s a p p e a r e d . 

17 A. I t h i n k y our d e c i m a l p o i n t i s i n t h e 

18 r i g h t p l a c e . I t ' s t h e r i g h t o r d e r o f magnitude. 

19 Q. Okay. Then i f you d i v i d e d t h a t by t h e 

20 72,000 k i l o w a t t hours t h a t we use t o g e t an average 

21 kWh p r i c e , i t would come t o a p p r o x i m a t e l y 2.83 c e n t s 

22 p e r k i l o w a t t hour? 

23 A. I f you're a s k i n g me t o accept t h a t 

24 s u b j e c t t o check, I ' l l a ccept i t s u b j e c t t o check. 

2 5 Q. I f we t o o k a s i m i l a r customer w i t h 100 kW 
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1 b i l l i n g demand a g a i n u s i n g 72,000 kWh a month b u t 

2 he's 100-percent l o a d f a c t o r , would you a c c e p t , 

3 s u b j e c t t o check, r u n n i n g him t h r o u g h t h e same r a t e 

4 b l o c k s t h a t we d i d t h a t t h e p r i c e p er k i l o w a t t hour, 

5 t h e f i n a l b o t t o m - l i n e number would be a p p r o x i m a t e l y 

6 2.49 c e n t s per k i l o w a t t hour? 

7 A. Sure. 

8 Q. So, i f you l o o k a t those two examples, we 

9 have a 70-percent l o a d f a c t o r customer whose p r i c e 

10 an a l t e r n a t e s u p p l i e r would have t o beat would be 

11 2.83 c e n t s , and y e t a 100-percent l o a d f a c t o r 

12 customer, t h e p r i c e we would have t o beat would be 

13 2.49 cents? 

14 A. That's what you've asked me t o accept 

15 s u b j e c t t o check. 

16 Q. Yes, o f course. How does t h a t comport o r 

17 how would i t be p o s s i b l e t h e n o r why would we 

18 c h e r r y - p i c k a 100-percent l o a d f a c t o r customer when 

19 we're competing a g a i n s t t h e lower p r i c e ? 

20 MR. BONNEY: Your Honor, o b j e c t i o n t o t h e 

21 for m o f t h e q u e s t i o n . I m p l i c i t i n t h e q u e s t i o n i s 

2 2 t h a t t h e two h y p o t h e t i c a l s a re i d e n t i c a l except f o r 

23 t h e l o a d f a c t o r , and t h a t ' s n ot a c c u r a t e . 

24 JUDGE RAINEY: Mr. D o l l . 

2 5 MR. DOLL: I f I c o u l d e x p l a i n , i n o r d e r t o 
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1 g e t t h a t customer t o a 100-percent l o a d f a c t o r , t h e 

2 i d e n t i c a l customer, you must decrease t h e b i l l i n g 

3 demand. That's how you would c a l c u l a t e y o u r l o a d 

4 f a c t o r . So your l o a d f a c t o r would have t o go from 

5 143 t o 100. They are not i d e n t i c a l . The kWh 

6 b i l l i n g demand i s n o t i d e n t i c a l , b u t t h e y c a n ' t be 

7 i f you were t o t a k e t h e same usage and consumption 

8 and change t h e l o a d f a c t o r . 

9 MR. BONNEY: P r e c i s e l y , Your Honor. 

10 T h e r e f o r e , t h e y ' r e n ot comparable, and t h e q u e s t i o n 

11 t h a t he's p o s i n g i s not p r o p e r . 

12 JUDGE RAINEY: I ' l l d i r e c t t h e w i t n e s s t o 

13 answer t h e q u e s t i o n . He can make any c l a r i f i c a t i o n s 

14 w i t h r e s p e c t t o t h a t a f t e r he has responded' t o t h e 

15 q u e s t i o n . 

16 A. I n any event, I'm v e r y c o n f u s e d by t h e 

17 q u e s t i o n . I s your q u e s t i o n why would I choose t o go 

18 a f t e r t h e l a t t e r r a t h e r t h a n t h e f o r m e r customer? 

19 BY MR. DOLL: 

20 Q. I f i n f a c t t h e p r i c e we have t o compete 

21 a g a i n s t f o r a 100-percent l o a d f a c t o r customer i s 

22 below t h a t p r i c e f o r a 70-percent l o a d f a c t o r 

23 customer, why would a m a r k e t e r , i n your words, 

2 4 c h e r r y - p i c k t h e h i g h e r l o a d f a c t o r customer? 

25 A. W e l l , t h e q u e s t i o n i s whether I t i s 
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20 

21 

22 

23 

24 

25 

t h e r e l a t i o n s h i p between what t h a t customer pays 

under t h e t a r i f f t o the market p r i c e . I made t h e 

c a l c u l a t i o n as t o what t h e market p r i c e would be f o r 

t h a t customer. 

You r a i s e d t h e i n t r i g u i n g p o s s i b i l i t y t h a t 

t h e customers t h a t would be most advantageous may 

not be the h i g h e r l o a d f a c t o r customers. They may, 

i n f a c t , be t h e low e r l o a d f a c t o r customers i n t h e 

c l a s s . I don't know. I haven't made t h e 

c a l c u l a t i o n . 

But, i n any event, t h e r e a re some customers 

w i t h i n a c l a s s t h a t would be more advantageous t h a n 

o t h e r s . 

Q. Your r e f e r e n c e here t o c h e r r y - p i c k i n g i s 

not an a l l - i n c l u s i v e t y p e o f statement? You do 

acknowledge t h e r e may be cases where i t would be 

more advantageous t o go a f t e r a lo w e r l o a d f a c t o r 

customer? 

A. I'm s a y i n g i t ' s f a c t s p e c i f i c , and I 

don't know t h e answer t o t h e f a c t s . 

MR. DOLL: I f I may have a mi n u t e , Your 

Honor. 

JUDGE RAINEY: Yes. 

MR. BONNEY: Your Honor, I want t o c l a r i f y 

one t h i n g w i t h r e s p e c t t o the h y p o t h e t i c a l . I 
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1 b e l i e v e Mr. D o l l framed t h e q u e s t i o n as these are 

2 t h e p r i c e s t h a t m a r k e t e r s would be competing 

3 a g a i n s t . I b e l i e v e t h e p r i c e s t h a t he's r e f e r r i n g 

4 t o i n t h e Appendix C are p r i c e caps, n o t market 

5 p r i c e s t h a t would be charged t o customers. 

6 JUDGE RAINEY: Thank you f o r t h e 

7 c l a r i f i c a t i o n . 

8 MR. BONNEY: Thank you, Your Honor. 

9 MR. DOLL: Thank you. Your Honor, f o r l e t t i n g 

10 me have two minutes so t h a t I don't expend 30. 

11 Thank you v e r y much. I have no f u r t h e r 

12 c r o s s - e x a m i n a t i o n . 

13 JUDGE RAINEY: F u r t h e r c r o s s - e x a m i n a t i o n ? 

14 MR. CLEARFIELD: Yes, Your Honor. I have a 

15 few q u e s t i o n s . 

16 CROSS-EXAMINATION 

17 BY MR. CLEARFIELD: 

18 Q. Dr. Hieronymus, on Page 7 o f yo u r 

19 r e j o i n d e r t e s t i m o n y -- And I ' l l be r e f e r r i n g 

20 e x c l u s i v e l y t o your r e j o i n d e r t e s t i m o n y d u r i n g my 

21 c r o s s - e x a m i n a t i o n . 

22 A. Very w e l l , Mr. C l e a r f i e l d . 

23 Q. At the t o p o f t h e page, you d i s c u s s t h e 

24 f a c t t h a t , based on your a n a l y s i s --I'm quot i n g f r o m 

25 t h e quest i o n , b ut you answered i n t h e af f i r m a t i v e - -
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1 t h e r e ' s l i t t l e , i f any, head room between t h e market 

2 g e n e r a t i o n c o s t s and the EEC d u r i n g t h e f i r s t 

3 s e v e r a l y e a r s o f t h e t r a n s i t i o n . Do you see t h a t ? 

4 A. S u b j e c t t o t h e f a c t t h a t i t says ECC, 

5 yes. 

6 Q. I'm s o r r y . ECC. Thank you. 

7 I f , i n f a c t , t h e r e were c i r c u m s t a n c e s i n 

8 wh i c h t h e r e was n e g a t i v e head room, i f you w i l l , 

9 t h a t i s i n which t he market g e n e r a t i o n c o s t s , as you 

10 b e l i e v e them t o be or as t h e y o c c u r , a re a c t u a l l y 

11 below t h e ECC, would you agree t h a t , a l l o t h e r 

12 t h i n g s b e i n g e q u a l , t h a t s i t u a t i o n i s g o i n g t o 

13 r e t a r d c o m p e t i t i o n as compared t o t h e s i t u a t i o n i n 

14 w h i c h t h e r e ' s a t l e a s t some head room? 

15 A. W e l l , I t h i n k i n g e n e r a l p e o ple are g o i n g 

16 t o be more eager t o compete i n t h e market t h e more 

17 p o t e n t i a l margin t h e y have. So, w i t h o u t r e g a r d f o r 

18 t h e a b s o l u t e r e l a t i o n s h i p o f i t t o a n y t h i n g , i f t h e y 

19 have more, t h e y ' l l be more eager t o f i l e i n t o t h e 

20 market t h a n i f t h e y have l e s s . 

21 Q. I n a s i t u a t i o n , though, where t h e market 

22 g e n e r a t i o n o f d e l i v e r e d power i s a c t u a l l y below t h e 

23 g e n e r a t i o n cap t h a t ' s o f f e r e d by an EDC, f o r 

24 example, PECO, t h a t ' s g o i n g t o be a s i t u a t i o n i n 

25 which t h e s u p p l i e r would a c t u a l l y l o s e money i n 
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1 a t t e m p t i n g t o s e l l power i n t o t h a t market t o 

2 customers of t h a t EDC; i s n ' t t h a t r i g h t ? 

3 A. No, n o t n e c e s s a r i l y . 

4 Q. W e l l , c e r t a i n l y i f t h e y have t o pay t h e 

5 market p r i c e o f g e n e r a t i o n t h a t you've c a l c u l a t e d 

6 and t h e ECC i s h i g h e r , t h e y ' r e g o i n g t o s t a r t w i t h a 

7 c o s t t h a t ' s a c t u a l l y h i g h e r t h a n t h e c r e d i t t h a t t h e 

8 customer would r e c e i v e . I n t h a t s i t u a t i o n , t h e y ' r e 

9 g o i n g t o l o s e money i f t h e y s e l l t o t h a t customer, 

10 a r e n ' t they? 

11 A. No. They're g o i n g t o l o s e money i f t h e y 

12 s e l l t o t h e customer a t t h a t p r i c e . They're g o i n g 

13 t o have t o p r o v i d e v a l u e added t o customers t o 

14 e n t i c e t h e customer t o be w i l l i n g t o pay a h i g h e r 

15 p r i c e . O t h e r w i s e , I would agree w i t h you. They 

16 would l o s e money. 

17 Q. So an u n b u n d l i n g o f o t h e r s e r v i c e s ? 

18 A. Yes. The company you r e p r e s e n t i s i n t h e 

19 b u s i n e s s o f f i n d i n g l o t s o f ways t o add r e a l o r 

2 0 apparent v a l u e added. I won't 

21 Q. I s t h a t one o f them? 

22 A. B u n d l i n g i n o t h e r s e r v i c e s , i s t h a t what 

23 y o u ' r e saying? 

24 Q. I s a i d u n b u n d l i n g or o f f e r i n g i n a 

25 c o m p e t i t i v e way non-wire s e r v i c e s - - m e t e r i n g and 
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1 b i l l i n g . 

2 A. I suppose t h a t ' s t h e o r e t i c a l l y one 

3 p o s s i b i l i t y . That i s n ' t what I had i n mind. I had 

4 more i n mind b u n d l i n g i n o t h e r s e r v i c e s t h a n 

5 u n b u n d l i n g e l e c t r i c i t y s e r v i c e s . 

6 Q. They're g o i n g t o have t o do something 

7 e l s e t o make up t h e l o s s t h a t t h e y would i n c u r by 

8 b u y i n g t h a t power? 

9 A. That's r i g h t . 

10 Q. Would you agree, a g a i n , a l l o t h e r t h i n g s 

11 b e i n g e q u a l , t h a t t h e b e s t way t o produce p r i c e s i n 

12 t h e market t h a t r e f l e c t t h e a c t u a l market p r i c e o f 

13 power i s t o have as v i g o r o u s and c o m p e t i t i v e market 

14 as p o s s i b l e ? 

15 A. W e l l , here I t h i n k we need t o d i s t i n g u i s h 

16 between where we're t a l k i n g about c o m p e t i t i o n . The 

17 p r e s u m p t i o n t h a t u n d e r l i e s my p r i c e f o r e c a s t i s t h a t 

18 we have a v i g o r o u s l y c o m p e t i t i v e market. I t ' s t h e 

19 market i n which those p r i c e s are formed, whi ch i s 

20 t h e w h o l e s a l e market. I t has n o t h i n g t o do, i n 

21 s h o r t , w i t h t h e r e t a i l market. 

2 2 Q . I guess my q u e s t i o n was, A l 1 o t h e r t h i n g s 

23 b e i n g e q u a l , as an economist i s n ' t i t j u s t s o r t o f a 

2 4 t r u i s m t h a t a v i g o r o u s compet i t i v e market i s t h e one 

25 i n which you w i l l most l i k e l y see p r i c e s i n t h e 
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1 market approximate the i n c r e m e n t a l c o s t o r t h e 

2 market c l e a r i n g p r i c e s f o r the p r o d u c t t h a t ' s b e i n g 

3 s o l d ? 

4 A. Sure. The p o i n t I was t r y i n g t o make i n 

5 response t o your q u e s t i o n i s t h a t t h e c o m p e t i t i o n 

6 t h a t m a t t e r s i s t h e c o m p e t i t i o n i n t h e market t h a t 

7 produces t h e p r o d u c t , which i n t h i s case i s b u l k 

8 e l e c t r i c i t y . 

9 Q. You don't b e l i e v e t h e market i n t h i s 

10 i n s t a n c e t h a t we s h o u l d be e x a m i n i n g i s t h e r e t a i l 

11 market f o r e l e c t r i c g e n e r a t ion? 

12 A. I t h i n k you were a s k i n g me about t h e 

13 market t h a t forms t h e p r i c e s . The p r i c e s I t h o u g h t 

14 we were t a l k i n g about were t h e b u l k power p r i c e s 

15 t h a t are b e i n g compared t o t h e ECC. Those p r i c e s 

16 are formed i n t h e b u l k power market i n c o m p e t i t i o n 

17 among g e n e r a t o r s . 

18 Q. I s i t y o u r t e s t i m o n y t h a t t h e way i n 

19 which one would a t t e m p t t o d e t e r m i n e t h e 

20 reasonableness o f t h e ECC i n t h i s case i s t o examine 

21 t h e b u l k power o r t h e w h o l e s a l e p r i c e s t h a t are 

2 2 l i k e l y t o e x i s t o r a v a i l a b l e f o r 

2 3 A. No. I t ' s my t e s t i m o n y t h a t i t ' s y o u r 

2 4 w i t n e s s ' s p o s i t i o n t h a t t h a t ' s t h e case. 

25 Q. That's your u n d e r s t a n d i n g o f our --
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a 

1 Whose w i t n e s s are you speak i n g o f ? 

2 A. Mr. M i t n i c k , among o t h e r s . 

3 Q. On Page 9 of y o u r t e s t i m o n y I'm 

4 s o r r y . L e t me j u s t ask a n o t h e r q u e s t i o n . W i t h 

5 r e s p e c t t o r e s t r i c t i n g market power, a g a i n , would 

6 you agree t h a t g e n e r a l l y , a l l o t h e r t h i n g s b e i n g 

7 e q u a l , t he b e s t way t o p r e v e n t an incumbent t h a t has 

8 market power from e x e r c i s i n g t h a t market power and 

9 b e i n g a b l e t o r e a l i z e monopoly p r o f i t s i s by h a v i n g 

10 as v i g o r o u s a compet i t i v e market as p o s s i b l e ? 

11 A. W e l l , your q u e s t i o n i s a non s e q u i t u r . 

12 Q. How i s t h a t ? 

13 A. Because you've h y p o t h e s i z e d t h a t t h e 

14 incumbent has market power and he has i t by v i r t u e 

15 o f t h e f a c t t h a t you don't have a c o m p e t i t i v e 

16 market. 

17 Q. A l l r i g h t . L e t ' s change i t . How about 

18 d i s s i p a t i n g market power? 

19 A. W e l l , t h e r e are two ways t o c o n t r o l 

20 market power. There's r e g u l a t i o n , and t h e r e ' s 

21 c o m p e t i t i o n . Those are t h e o n l y two ways t h e r e a r e . 

2 2 Q. What's t h e b e s t way, as an economist? I 

2 3 j u s t want t o remind you. 

24 A. As an economist 

25 MR. BONNEY: As compared t o what, i f I m i g h t 
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1 ask, a l l t h i n g s equal? 

2 JUDGE RAINEY: Excuse me. So t h a t we don't 

3 g e t i n t o t h i s k i n d o f b a n t e r , what we '11 do i s , i f 

4 t h e r e ' s an o b j e c t i o n t o be made, make t h e o b j e c t i o n . 

5 O t h e r w i s e , don't make any sni d e remarks. 

6 I ' l l a l s o c a u t i o n c o u n s e l w i t h r e g a r d t o 

7 t e s t i f y i n g . A l l o w t h e w i t n e s s e s t o t e s t i f y . I f you 

8 have something t h a t you want t h e w i t n e s s t o b r i n g 

9 o u t t h a t you t h i n k was confused i n c r o s s -

10 e x a m i n a t i o n , p l e a s e b r i n g i t up i n r e d i r e c t 

11 examinat i o n . 

12 But we'11 t r y t o move t h i s a l o n g , and we 

13 won't be a b l e t o do t h a t i f we have t h e k i n d o f 

14 d i s r e s p e c t t h a t I see t a k i n g p l a c e r i g h t now. 

15 Please proceed. 

16 MR. CLEARFIELD: I a p o l o g i z e i f i n any way my 

17 comments were c o n s i d e r e d t o be d i s r e s p e c t f u l t o 

18 anyone. 

19 JUDGE RAINEY: I'm not d i r e c t i n g i t t o any 

20 p a r t i c u l a r c o u n s e l r i g h t now. 

21 Please proceed. 

22 A. I have t h e q u e s t i o n . G e n e r a l l y s p e a k i n g , 

23 economists o f t h e Western t r a d i t i o n , a t any r a t e , 

2 4 t e n d t o a c t on t h e assumption t h a t c o m p e t i t i o n i s 

25 p r e f e r a b l e t o r e g u l a t i o n i n g e n e r a l c i r c u m s t a n c e s 
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1 b u t w i t h r a t h e r s u b s t a n t i a l e x c e p t i o n s t o those 

2 c i r c u m s t a n c e s . 

3 BY MR. CLEARFIELD: 

4 Q. Do you c h a r a c t e r i z e y o u r s e l f as an 

5 economist i n t h e Western t r a d i t i o n ? 

6 A. Yes. When we're t a l k i n g about whether t o 

7 i n t r o d u c e c o m p e t i t i o n i n t o something, as we have i n 

8 d e r e g u l a t i o n o f e l e c t r i c u t i l i t i e s , i t seems t o me 

9 t h a t t h e t e s t we ought a p p l y i s whether i n t r o d u c i n g 

10 a l a y e r o f c o m p e t i t i o n where none p r e v i o u s l y e x i s t e d 

11 p r o v i d e s b e n e f i t s t o the p u b l i c , p r i n c i p a l l y i n t h e 

12 form o f lo w e r p r i c e s or b e t t e r q u a l i t y p r o d u c t s , 

13 t h a t c o u n t e r v a i l any c o s t s t h a t are added by 

14 i n t r o d u c i n g a l a y e r of a c t i v i t y . 

15 At t h e end, i t i s a cos t b e n e f i t c a l c u l u s . 

16 We have a c u l t u r a l p r e s u m p t i o n t h a t t h a t c a l c u l u s 

17 w i l l come up p o s i t i v e l y , b u t c l e a r l y t h a t ' s n o t t h e 

18 case i n a l l i n s t a n c e s . 

19 Q. G e n e r a l l y , i f you had t o choose between 

20 one o r t h e o t h e r , i t would be y o u r o p i n i o n t h a t t h e 

21 development o f a c o m p e t i t i v e market would be t h e --

22 t h e use o f c o m p e t i t i o n t o r e s t r a i n p r i c e s would 

23 produce t h e most s o c i e t a l b e n e f i t s ? L e t ' s p u t i t 

24 t h a t way. 

25 A. As I say, i n most i n s t a n c e s . 
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1 F o r t u n a t e l y , we don't have t o make t h a t j udgment 

2 g e n e r a l l y . We can make i t s p e c i f i c . 

3 Q. On Page 9 o f your r e j o i n d e r , D o c t o r , on 

4 L i n e s 8 t h r o u g h 2 0, you're d i s c u s s i n g Mr. M i t n i c k ' s 

5 t e s t i m o n y w i t h r e g a r d t o what you c h a r a c t e r i z e d as 

6 s e l l i n g g e n e r a l and a d m i n i s t r a t i v e c o s t s . You say 

7 on L i n e 18 t h a t you f i n d i t remarkable t h a t 

8 p r o p o n e n t s o f r e t a i l access contend t h a t customers 

9 s h o u l d pay h i g h e r p r i c e s as a r e s u l t o f t h e 

10 i n t r o d u c t i o n o f r e t a i l c o m p e t i t i o n . Do you see 

11 t h a t ? 

12 A. Yes, I do. 

13 Q. Do you have a r e f e r e n c e t o Mr. M i t n i c k ' s 

14 t e s t i m o n y where he has proposed t h a t customers pay a 

15 h i g h e r o v e r a l l r a t e f o r e l e c t r i c s e r v i c e f r o m PECO 

16 as a r e s u l t o f t h i s r e s t r u c t u r i n g ? 

17 A. I'm a f r a i d I don't have Mr. M i t n i c k ' s 

18 t e s t i m o n y i n f r o n t o f me, b u t my r e c o l l e c t i o n i s and 

19 what I'm r e f e r r i n g t o here i s t l i e s t a t e m e n t - - a n d I , 

20 f r a n k l y , don't remember whether i t ' s i n M i t n i c k ; i t 

21 c e r t a i n l y i s Mr. Johnstone's t e s t i m o n y ; i t ' s i n 

22 Ms. H u l l ' s t e s t i m o n y - - t h a t t h e ECC has t o be h i g h 

2 3 enough t o cover t h e r e t a i l s e l l i n g c o s t o f e n t r a n t 

24 r e t a i l e r s . That's what I was r e f e r r i n g t o . 

2 5 Q. So you were n o t cons i d e r i n g whether a 
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1 customer on an o v e r a l l b a s i s would be p a y i n g more 

2 f o r power i f t h i s r e a l l o c a t i o n o c c u r r e d , were you? 

3 A. I f the g e n e r a t i o n component o f p r i c e s has 

4 t o be h i g h e r t o cover an added c o s t , i t has t o be 

5 h i g h e r to- cover an added c o s t . I don 7 t u n d e r s t a n d 

6 t h e q u e s t i o n . 

7 Q. You're assuming i f you i n c r e a s e t h e 

8 g e n e r a t i o n cap you would i n c r e a s e t h e o v e r a l l charge 

9 t o customers? 

10 A. Unless you t o o k i t o u t o f PECO's 

11 s h a r e h o l d e r s ' h i d e s , s u r e . That's t r u e by 

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

13 Q. I f i n f a c t t h e o v e r a l l charge t o 

14 customers was a t t h e same l e v e l as proposed by PECO 

15 o r l o w e r , t h e n t h i s s tatement would n o t be t r u e , 

16 would i t ? 

17 A. The stat e m e n t t h a t I'm making i s t r u e ; 

18 t h a t i f you say t h a t t h e c o s t s have t o cover t h e 

19 added c o s t o f a r e t a i l i n g l a y e r , t h e y w i l l be h i g h e r 

20 t h a n t h e y would be i f you d i d n o t have p r i c e s t h a t 

21 would do t h a t . 

2 2 I f you're o f f s e t t i n g t h a t by some r e d u c t i o n 

23 i n something e l s e , whether i t ' s t h e r e d u c t i o n i n t h e 

2 4 CTC o r g e t t i n g t h e l e g i s l a t u r e t o get r i d o f t h e 

25 GRT, you can have r e t a i l p r i c e s n ot be any 
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1 d i f f e r e n t , b u t I don't see any r e l e v a n c e t o t h a t . 

2 Q. I t ' s t h e o v e r a l l r a t e t h a t d e t e r m i n e s 

3 whether customers a c t u a l l y pay more i f these c o s t s 

4 are acknowledged. I s n ' t t h a t f a i r ? 

5 A. I t i s t h e e f f e c t o f the acknowledgement 

6 o f those c o s t s on what t h e customer pays t h a t 

7 a f f e c t s what t h e customer pays, and i f f o r u n r e l a t e d 

8 reasons you're changing something e l s e , t h e n you may 

9 o f f s e t i t . But t h a t has n o t h i n g t o do w i t h what I'm 

10 t a l k i n g about here. 

11 Q. Did you examine t h e s p e c i f i c p r o p o s a l s 

12 t h a t Mr. M i t n i c k made on b e h a l f o f t h e P e n n s y l v a n i a 

13 E l e c t r i c C o m p e t i t i o n C o a l i t i o n w i t h r e s p e c t t o t h e 

14 o v e r a l l r a t e s t h a t customers would be p a y i n g b e f o r e 

15 you made t h i s s t a t e m e n t i n your t e s t i m o n y ? 

16 A. Yes. And t h e sta t e m e n t t h a t I made i n my 

17 t e s t i m o n y s t i l l i s a b s o l u t e l y t r u e . 

18 Q. I s i t t r u e i f i n f a c t Mr. M i t n i c k ' s 

19 p r o p o s a l n o t o n l y doesn't i n c r e a s e t h e o v e r a l l r a t e 

20 t h a t a customer would pay but a c t u a l l y decreases i t , 

21 so t h e customers a t the end o f t h e day would 

22 a c t u a l l y be p a y i n g l e s s t h a n under t h e p a r t i a l 

23 s e t t l e m e n t i n a p a r t i c u l a r year? Does t h a t a f f e c t 

24 y o u r o p i n i o n ? 

2 5 A. No, i t doesn't a t a l l , because what we're 
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1 t a l k i n g about here i s where t h e a l l e g e d o v e r c h a r g e 

2 o f CTC and T & D t h a t Mr. M i t n i c k a s s e r t s t o o k p l a c e 

3 goes. 

4 Q. W e l l , no. 

5 A. J u s t a moment, i f I can f i n i s h my answer. 

6 Q . I ' m s o r r y . 

7 A. I f we say t h a t i t has t o go t o cover t h e 

8 r e t a i l s e l l i n g c o s t of compet i t o r s r a t h e r t h a n t o 

9 reduce the o v e r a l l p r i c e cap, customers are worse 

10 o f f . 

11 Q. Even i f t h e y don't pay any more? 

12 A. They are p a y i n g more. 

i 

13 Q. Under Mr. M i t n i c k ' s p r o p o s a l ? 

14 A. No. They are p a y i n g more under 

15 Mr. M i t n i c k ' s p r o p o s a l i f i t goes t o cover t h e 

16 r e t a i l s e l l i n g c o s t o f c o m p e t i t o r s as opposed t o 

17 r e d u c i n g t h e o v e r a l l p r i c e cap. 

18 Q. You have t o agree, don't you, t h a t i f 

19 Mr. M i t n i c k ' s p r o p o s a l does not i n c l u d e a s u g g e s t i o n 

20 t h a t customers on an o v e r a l l b a s i s pay more as a 

21 r e s u l t o f t h i s r e a l l o c a t i o n , t h e n y o u r s t a t e m e n t --

22 t h a t customers, i n f a c t , a r e n ' t b e i n g asked t o pay 

23 h i g h e r p r i c e s t o cover t h e s u p p l i e r s ' A & G c o s t s ? 

24 I mean t h a t ' s j u s t a t r u i s m , i s n ' t i t ? 
25 A. The q u e s t i o n i s , Where does t h e money go? 
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1 Mr. M i t n i c k says t h a t t h e r e ' s money t h a t s h o u l d go 

2 t o someone. He has a t a b l e i n t h e e x h i b i t s y ou're 

3 g o i n g t o p r e s e n t t h a t you handed out y e s t e r d a y t h a t 

4 says where he t h i n k s i t s h o u l d go. 

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

6 t h a t i s b e i n g a p p l i e d i s t h a t t h e ECC has t o be h i g h 

7 enough t o cover a d d i t i o n a l r e t a i l s e l l i n g c o s t s by 

8 reason o f h a v i n g b r o u g h t i n r e t a i l c o m p e t i t o r s , t h e n 

9 i t a b s o l u t e l y must f o l l o w t h a t i t does n o t go t o 

10 someone e l s e . 

11 He's p r o p o s i n g t h a t i t be t a k e n away from 

12 PECO s h a r e h o l d e r s . He's p r o p o s i n g t h a t i t go t o 

13 cover these c o s t s . The a l t e r n a t i v e , i f you're g o i n g 

14 t o t a k e i t away from PECO s h a r e h o l d e r s , o b v i o u s l y 

15 would be t o g i v e i t t o customers, because t h a t ' s t h e 

16 o n l y people l e f t . 

17 Q. I t h i n k I u n d e r s t a n d . You're r e a l l y 

18 s a y i n g i t ' s not t h a t t h e y would pay more. I t ' s t h a t 

19 t h e y a r e n ' t b e i n g g i v e n under Mr. M i t n i c k ' s p r o p o s a l 

20 an o p p o r t u n i t y t o pay even l e s s o r be charged even 

21 l e s s ? 

22 A. They're not b e i n g g i v e n t h e o p p o r t u n i t y 

23 t o pay l e s s t h a n t h e y would i f t h e y weren't h a v i n g 

24 t o cover t h o s e c o s t s . 

25 Q. I un d e r s t a n d . On Page 10 o f yo u r 
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1 t e s t i m o n y , you t a l k about Let me see i f I can 

2 g i v e you a l i n e r e f e r e n c e . 

3 MR. CLEARFIELD: I'm g o i n g t o s t o p a t t h i s 

4 p o i n t . That's a l l t h e q u e s t i o n s I have. Thank you. 

5 JUDGE RAINEY: F u r t h e r c r o s s - e x a m i n a t i o n ? 

6 Mr. Dworetzky. 

7 MR. DWORETZKY: Thank you, Your Honor. 

8 CROSS-EXAMINATION 

9 BY MR. DWORETZKY: 

10 Q. Let me r e f e r you, Mr. Hieronymus, t o yo u r 

11 r e j o i n d e r t e s t i m o n y a t Page 2. A c t u a l l y , l e t ' s l o o k 

12 a t Page 3, L i n e 1. You say, " I t i s a x i o m a t i c i n 

13 economics t h a t t h e r e i s no such t h i n g as a f r e e 

14 l u n c h . " 

15 A. Yes. 

16 Q. Let me make sure I u n d e r s t a n d what you're 

17 s a y i n g t h e r e . You're s a y i n g t h a t under t h e 

18 s e t t l e m e n t agreement t h e r e are a number o f d i f f e r e n t 

19 components. You i d e n t i f i e d t h e overa11 cap on 

20 r a t e s ; t h e CTC r e c o v e r y ; t h e g e n e r a t i o n c r e d i t , o r 

21 t h e ECC; and what we've been c a l l i n g t h e T & D, 

22 t r a n s m i s s i o n and d i s t r i b u t i o n . I s t h a t c o r r e c t ? 

23 A. Yes, i t i s . 

24 Q. And t h a t t h e r e ' s a r e l a t i o n s h i p between 

25 t h e v a l u e s g i v e n t o each o f those? 
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o 
1 A. I n the sense t h a t t h r e e o f them have t o 

2 add up t o t h e f o u r t h . 

3 Q. What you mean by a f r e e l u n c h i s t h a t i f 

4 you t a k e something from one column you have t o add 

5 i t back i n a n o t h e r column i n o r d e r f o r t h a t 

6 r e l a t i o n s h i p t o remain m a t h e m a t i c a l l y t r u e ? 

7 A. O r e l s e t o decrease t h e f o u r t h column, 

8 which i s t h e sum o f the o t h e r t h r e e . 

9 Q. So you have s e v e r a l moving p a r t s , b u t i n 

10 t h e end, t h e y a l l have t o add up t o t h e same number 

11 you s t a r t e d w i t h ; c o r r e c t ? 

12 A. W e l l , t h e y don't have t o . 

13 JUDGE RAINEY: Let me d i r e c t t h e w i t n e s s . I f 

14 you can, answer yes or no, and t h e n i f any f u r t h e r 

15 c l a r i f i c a t i o n --

16 A. No, t h e y don't have t o . Your Honor. 

17 BY MR. DWORETZKY: 

18 Q. I t h i n k t h a t I do u n d e r s t a n d what you're 

19 s a y i n g , and I t h i n k t h a t I ' d l i k e t o ask you about 

20 an example. Suppose t h a t I were t o t e l l you and you 

21 were t o assume f o r purposes o f t h i s q u e s t i o n t h a t 

2 2 t h e r e had been a m i s t a k e i n the c a l c u l a t i o n o f one 

23 o f these components t h a t you i d e n t i f i e d . Are you 

24 w i t h me? 

25 A. Yes. 
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1 Q. And t h e e f f e c t o f t h a t m i s t a k e was t h a t 

2 t h e r e was $50 whi ch was mi saccounted f o r i n d r a w i n g 

3 up t h e i n i t i a l r e l a t i o n s h i p between thes e d i f f e r e n t 

4 components. Are you w i t h me? 

5 A. I am. 

6 Q. Now, yo u r p r i n c i p l e t h a t t h e r e ' s no such 

7 t h i n g as a f r e e l u n c h , how would t h a t a p p l y i n t h a t 

8 c o n t e x t ? 

9 A. I ' ' m s o r r y . I'm not f o l l o w i n g . 

10 Q. What would become o f t h e $50 t o be t r u e 

11 t o t h e p r i n c i p l e , t h e economic p r i n c i p l e , t h a t we 

12 s t a r t e d w i t h ? 

13 A. I would have t o e i t h e r reduce t h e sum o f 

14 t h e components by $50, le a v e i t where i t was d e s p i t e 

15 t h a t i t was m i s c a l c u l a t e d , or move i t someplace 

16 e l s e . 

17 Q. And t h a t would be t r u e i f t h e $50 was as 

18 a r e s u l t o f a misjudgment as w e l l as a mistake? 

19 A. W e l l , I'm t a l k i n g about t h e s i m p l e 

2 0 mathematics o f i t . I t doesn't m a t t e r . I f I change 

21 one number, I have t o change a n o t h e r one. 

22 MR. DWORETZKY: I t h i n k t h a t ' s a l l I have. 

23 Thank you. Your Honor. 

2 4 JUDGE RAINEY: Any f u r t h e r c r o s s - e x a m i n a t i o n ? 

2 5 MR. HAWKE: Yes, Your Honor. I have a few 
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1 q u e s t i o n s . 

2 JUDGE RAINEY: Mr. Hawke. 

3 CROSS-EXAMINATION 

4 BY MR. HAWKE: 

5 Q. Dr. Hieronymus, do you know what t h e 

6 average l o a d f a c t o r i s f o r r e s i d e n t i a l customers on 

7 PECO's system on r a t e schedules R and RH? 

8 A. No, not s p e c i f i c a l l y . 

9 Q. I n your t e s t i m o n y you've t e s t i f i e d - - a n d 

10 t h i s i s a f o l l o w - u p q u e s t i o n t o one o f 

11 Mr. C l e a r f i e l d ' s - - t h a t t h e r e w i l l be l i t t l e , i f any, 

12 head room between t h e market g e n e r a t i o n c o s t s and 

13 t h e ECC d u r i n g t h e f i r s t few ye a r s o f t h e t r a n s i t i o n 

14 t o c o m p e t i t i o n . Would you p l e a s e d e f i n e your use o f 

15 t h e word head room? 

16 A. That's . s i m p l y t h e d i f f e r e n c e between t h e 

17 two numbers. 

18 Q. The e n t i r e amount o f t h e d i f f e r e n c e ? 

19 A . I ' m s o r r y . 

20 Q. The e n t i r e amount o f t h e d i f f e r e n c e 

21 between t h e g e n e r a t i o n c o s t , t h e market g e n e r a t i o n 

22 c o s t , and t h e ECC? So t h a t ' s what you --

2 3 A. No. The comparison I a c t u a l l y had i n 

24 mind was between what I r e f e r r e d t o as w h o l e s a l e 

25 p r i c e s adj u s t e d t o average r e t a i l , t h e d e l i v e r e d 
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1 c o s t o f b u l k power, and t h e ECC. 

2 Q. Okay. Thank you. Now, w h i l e t h e r e w i l l 

3 be a l i t t l e head room i n t h e j o i n t s e t t l e m e n t 

4 p r o p o s a l , you a l s o b e l i e v e t h a t t h a t ' s n e c e s s a r y i n 

5 o r d e r t o p r o t e c t customers from o v e r - r e c o v e r y o f the 

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

7 A. W e l l , I wasn't p a r t y t o t h e n e g o t i a t i o n 

8 o f t h e s e t t l e m e n t . I'm n o t i n g t h a t t h a t i s a 

9 consequence o f i t and t h a t i f you d i d n o t have a 

10 t i g h t cap you would not have t h a t same p r o t e c t i o n . 

11 Q. And you're assuming, are you n o t , t h a t 

12 t h e r e w i l l be no adj ustment t o t h e CTC over t h e 

13 y e a r s o f t h e j o i n t s e t t l e m e n t ? 

14 A. Do you mean t h e r e w i l l be no change from 

15 what i s p r e s e n t l y proposed? 

16 Q. That's c o r r e c t . 

17 A. I c e r t a i n l y wasn't assuming t h e c o n t r a r y . 

18 So I guess, yes, I was assuming t h a t . 

19 MR. HAWKE: Thank you. That's a l l I have, 

20 Your Honor. 

21 JUDGE RAINEY: Anyone e l s e , c r o s s -

2 2 examinat ion? 

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

24 JUDGE RAINEY: R e d i r e c t , Mr. Bonney? 

25 MR. BONNEY: None, Your Honor. 
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2 

3 
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5 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

JUDGE RAINEY: Thank y o u v e r y much. I f t h e r e 

i s n o t h i n g f u r t h e r , t h i s w i t n e s s may s t a n d down. 

The n e x t w i t n e s s we have s c h e d u l e d i s 

Ms. J e a n i n e H u l l . 

MR. CLEARFIELD: You r Honor, o f f t h e r e c o r d . 

JUDGE RAINEY: Yes. 

( D i s c u s s i o n o f f t h e r e c o r d . ) 

JUDGE RAINEY: L e t ' s t a k e a f i v e - m i n u t e 

b r e a k . 

Recess t a k e n . 

JUDGE RAINEY: Ms. H u l l , w o u l d y o u s t a n d and 

r a i s e y o u r r i g h t hand, p l e a s e . 

B. JEANINE HULL, c a l l e d as a w i t n e s s , h a v i n g 

been duly sworn, was examined and t e s t i f i e d as 

fo l l o w s : 

JUDGE RAINEY: P l e a s e be s e a t e d . G i v e y o u r 

f u l l name and a d d r e s s f o r t h e r e c o r d . 

THE WITNESS: My name i s J e a n i n e H u l l . 

S t r a t e g i c E n e r g y A d v i s o r s , 1350 New Y o r k Avenue, 

1 1 t h F l o o r , W a s h i n g t o n , D.C. 

MR. CLEARFIELD: Your Honor, we have 

p r e v i o u s l y d i s t r i b u t e d t o a l l p a r t i e s and p r o v i d e d 

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

s t a t e m e n t w h i c h has been marked as PECC S t a t e m e n t 2, 

e n t i t l e d t h e S u p p l e m e n t a l T e s t i m o n y o f B. J e a n i n e 
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1 

2 

3 

4 
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22 
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24 
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H u l l on B e h a l f o f The Pe n n s y l v a n i a E l e c t r i c 

C o m p e t i t i o n C o a l i t i o n . I t c o n s i s t s o f 18 pages o f 

q u e s t i o n s and answers. There are no e x h i b i t s . I ' d 

ask t h a t t h e stat e m e n t be marked f o r i d e n t i f i c a t i o n 

JUDGE RAINEY: So marked f o r i d e n t i f i c a t i o n 

purposes 

(PECC Statement Number 2 was produced and 
marked for identification.) 

DIRECT EXAMINATION 

BY MR. CLEARFIELD: 

Q. Ms. H u l l , do you have b e f o r e you what 

we've j u s t marked f o r i d e n t i f i c a t i o n as PECC 

Statement 2, your s u p p l e m e n t a l t e s t i m o n y o f B. 

j e a n i n e H u l l ? 

A. Yes, I do. 

Q Was t h a t p r e p a r e d by you o r under y o u r 

s u p e r v i s i o n and d i r e c t i o n ? 

A. Yes, i t was. 

Q. Ms. H u l l , do you have any a d d i t i o n s o r 

c o r r e c t i o n s you w i s h t o make a t t h i s time? 

A. Yes. There are f i v e c o r r e c t i o n s . 

Q. Proceed w i t h them, p l e a s e . 

A. Page 9, L i n e 4. 

Q. Y o u ' l l p r o b a b l y want t o go s l o w l y . 

A. The r e f e r e n c e t o 89 c e n t s s h o u l d be 89 
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1 m i l l s . 

2 On L i n e 12 o f t h a t page, t h e answer s h o u l d 

3 b e g i n w i t h " i f , " t h e word " i f . " 

4 On Page 12, L i n e 1, the word " w i l l " s h o u l d be 

5 i n s e r t e d b e f o r e t h e word "complete" a t t h e end o f 

6 L i n e 1. 

7 On Page 13, L i n e 4, t h e column e n t i t l e d 

8 Working C a p i t a l a t 10 Per c e n t , t h e 10 p e r c e n t s h o u l d 

9 be seven p e r c e n t . 

10 On Page 14, L i n e 15, $2 per k i l o w a t t hour 

11 s h o u l d be two cent s per k i l o w a t t hour. 

12 Q. Thank you. Are t h e r e any o t h e r 

13 c o r r e c t i o n s you wi s h t o make a t t h i s time? 

14 A. No. 

15 Q. W i t h t h o s e c o r r e c t i o n s , i s yo u r t e s t i m o n y 

16 t r u e and c o r r e c t t o t h e b e s t o f your i n f o r m a t i o n , 

17 knowledge and b e l i e f ? 

18 A. Yes, i t i s . 

19 Q. I f I asked you t h e q u e s t i o n s t h a t a re 

20 c o n t a i n e d t h e r e i n t o d a y, would your answers be t h e 

21 same? 

22 A. They would be. 

23 MR. CLEARFIELD: Your Honor, Ms. H u l l i s 

24 a v a i l a b l e f o r c r o s s - e x a m i n a t i o n . 

2 5 JUDGE RAINEY: Thank you. 
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• 

1 C r o s s - e x a m i n a t i o n . 

2 JUDGE CHESTNUT: D i d you move i t i n ? 

3 MR. CLEARFIELD: I d i d not move i t i n . I was 

4 p l a n n i n g t o move i t i n a t t h e c o n c l u s i o n . 

5 JUDGE RAINEY: Move i t i n now. 

6 MR. CLEARFIELD: I move t h e t e s t i m o n y o f 

7 Statement 2 i n t o t h e r e c o r d s u b j e c t t o any 

8 a p p r o p r i a t e mot i o n s t o s t r i k e t h a t may be r a i s e d . 

9 JUDGE RAINEY: Any o b j e c t i o n s ? 

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

11 JUDGE RAINEY: So a d m i t t e d w i t h t h a t c a v e a t . 

12 Cross-examinat i o n . 

13 CROSS-EXAMINATION 

14 BY MR. SMITH: 

15 Q. Ms. H u l l , we've met b e f o r e . I'm Ward 

16 Smith, an a t t o r n e y f o r PECO Energy Company. How are 

17 you today? 

18 A. F i n e . 

19 Q. Do you have a copy o f your t e s t i m o n y i n 

20 f r o n t o f you? 

21 A. Yes, I do. 

2 2 Q. Could you p l e a s e f l i p t o Page 13 o f t h a t 

23 t e s t i m o n y . There you have a t a b l e l a b e l e d Table 

24 One. 

25 A. C o r r e c t . 
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1 Q. I ' d l i k e t o spend, I t h i n k , t h e b u l k o f 

2 t h e t i m e t h a t w e ' l l be t a l k i n g t o d a y on t h i s t a b l e , 

3 a l t h o u g h I w i l l t a k e you t o a few o t h e r p l a c e s i n 

4 your t e s t i m o n y . 

5 Now, I want t o j u s t s t a r t by g e t t i n g an 

6 o v e r v i e w u n d e r s t a n d i n g o f t h i s t a b l e . I t t a k e s us 

7 t h r o u g h a p e r i o d o f y e a r s , 1999 t o 2003. The f i r s t 

8 column a f t e r t h e y e a r s d e s c r i b e s t h e c r e d i t t h a t i s 

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

10 s e t t l e m e n t f o r those y e a r s , t h e energy and c a p a c i t y 

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

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

13 Q. Then t h e next column i s Market P r i c e . 

14 That i s your e s t i m a t e o f market p r i c e f o r t h o s e 

15 years? 

16 A. C o r r e c t , f o r t h e type o f s u p p l y t h a t I 

17 have d e s c r i b e d i n my t e s t i m o n y . 

18 Q. And t h e n t h e column a f t e r t h a t . L i n e 

19 Loss, Taxes and P e n a l t i e s , a g a i n , i s yo u r e s t i m a t e 

2 0 o f what those amounts would be f o r t h e ye a r s 

21 i n d i c a t e d i n the t a b l e ? 

22 A. W e l l , some o f them a r e n ' t e s t i m a t e s . The 

23 t a x e s are p r e t t y c l e a r . But yes. 

24 Q. The a d m i n i s t r a t i v e c o s t s , a g a i n , y o u r 

25 e s t i m a t e o f t h e a d m i n i s t r a t i v e c o s t s f o r those 
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A. That's c o r r e c t . 

• 

1 y e a r s ? 

2 

3 Q. The column a f t e r t h a t which i n d i c a t e s 

4 Loss i s t h e n t h e Market P r i c e column, t h e L i n e Loss, 

5 Taxes and P e n a l t i e s column and t h e A d m i n i s t r a t i v e 

6 Costs column minus the PECO C r e d i t column; c o r r e c t ? 

7 A. C o r r e c t . 

8 Q. A f t e r t h a t we the n have Working C a p i t a l 

9 a t Seven P e r c e n t . That's b a s i c a l l y an i n d i c a t i o n o f 

10 an a d d i t i o n a l c o s t t h a t you b e l i e v e s u p p l i e r s would 

11 i n c u r , a c o s t o f c a p i t a l t h a t was not r e f l e c t e d i n 

12 y o u r p r e v i o u s numbers? L e t ' s j u s t p u t i t t h a t way. 

13 A. That's t h e c o s t o f c a p i t a l o f c a r r y i n g 

14 t h e l o s s . 

15 Q. So you t h e n add t h a t on t o c r e a t e t h e 

16 Loss Per Year, which i s t h e a d d i t i o n o f Loss and 

17 Working C a p i t a l a t Seven Percent columns? 

18 A. That's r i g h t . 

19 Q. And t h e n t h e T o t a l Loss column a t t h e 

2 0 end, t h a t ' s t h e c u m u l a t i v e each year o f t h e Loss Per 

21 Year column added t o the t o t a l f r o m t h e p r e v i o u s 

22 y e a r . I s t h a t how t h a t works? 

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

24 Q. You s a i d a moment ago t h a t t h e numbers i n 

25 t h e market p r i c e column d e a l w i t h t h e k i n d o f 
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1 s e r v i c e t h a t you had d e s c r i b e d elsewhere i n y o u r 

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

3 A. R i g h t . 

4 Q. That b a s i c a l l y r e f e r s t o t h e p r i c e t h a t a 

5 s u p p l i e r would have t o pay on t h e m a r k e t p l a c e i n 

6 o r d e r t o g e t a f o u r - t o f i v e - y e a r f u l l - r e q u i r e m e n t s 

7 c o n t r a c t f o r c a p a c i t y and energy. I s t h e r e a n y t h i n g 

8 e l s e t h a t goes i n t o t h a t bundle o f t h i n g s t h a t t h e 

9 s u p p l i e r would be b u y i n g , i n t h e assumptions on t h i s 

10 t a b l e ? 

11 A. I d i d n ' t s p e c i f y f u l l r e q u i r e m e n t s . 

12 Those are y o u r s . 

13 Q. I'm s o r r y . Then my q u e s t i o n had an 

14 i n c o r r e c t assumption. I n t h a t s i t u a t i o n you s h o u l d 

15 c o r r e c t me. Let me j u s t ask i t as an open-ended 

16 q u e s t i o n t h e n . 

17 What are t h e assumptions on what k i n d o f 

18 p r o d u c t t h e s u p p l i e r s would be b u y i n g t h a t i s 

19 r e f l e c t e d i n t h e Market P r i c e column i n your Table 

20 One? 

21 A. I t ' s a l o n g - t e r m f i x e d p r i c e f i r m s u p p l y . 

22 Q. Long t e r m meaning f o u r t o f i v e y e a r s , I 

23 t h i n k . I s t h a t c o r r e c t ? 

24 A. C o r r e c t . 

25 Q. F i x e d p r i c e , s k i p over t h a t , I t h i n k . 
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1 And f i r m means what e x a c t l y ? 

2 A. The o b i i g a t i o n t o p r o v i d e energy and t h e 

3 c a p a c i t y t o back t h a t up. 

4 Q. So b o t h energy and c a p a c i t y ? 

5 A. C o r r e c t . 

6 Q. Thank you v e r y much. You were deposed 

7 about a week o r two ago; r i g h t ? 

8 A. About a week o r two ago, t h a t ' s c o r r e c t . 

9 Q. D u r i n g t h a t d e p o s i t i o n Mr. Bonney and 

10 you, a c t u a l l y , d i s c u s s e d W e l l , you were u s i n g 

11 some c a r a n a l o g i e s t o r e f e r t o some of thes e 

12 p r o d u c t s . I want t o r e c a l l t h a t w i t h you and j u s t 

13 g e t a c h a r a c t e r i z a t i o n on t h e r e c o r d h e r e . 

14 The s e r v i c e t h a t u t i l i t i e s are p r o v i d i n g 

15 r i g h t now t o t h e i r customers, a t one p o i n t you 

16 r e f e r r e d t o t h a t as a p l a t i n u m s e r v i c e , and a t 

17 a n o t h e r p o i n t you r e f e r r e d t o t h a t as C a d i l l a c 

18 s e r v i c e . I s t h a t a f a i r c h a r a c t e r i z a t i o n o f y o u r 

19 p r e v i o u s d e p o s i t i o n t e s t i m o n y ? 

20 A. And a t a n o t h e r p o i n t I r e f e r r e d t o i t as 

21 t h e Henry Ford you can have any c o l o r you want so 

22 l o n g as i t ' s b l a c k . 

2 3 Q. No d i f f e r e n t i a t i o n ? 

24 A. No d i f f e r e n t i a t i o n . 

25 Q. When you are t a l k i n g about t h e market 
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1 p r i c e i n t h e t a b l e on Table One, t h a t i s a l s o f o r 

2 f u l l C a d i l l a c , u n d i f f e r e n t i a t e d , b l a c k - o n l y p r o d u c t ; 

3 r i g h t ? 

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

5 Q. You do mention market p r i c e a t a number 

6 o f o t h e r p l a c e s i n your t e s t i m o n y . One example o f 

7 t h a t , i f you c o u l d f l i p t o Page 5, L i n e s 14 t h r o u g h 

8 15 o f yo u r t e s t imony. You say, "The c u r r e n t market 

9 p r i c e f o r e l e c t r i c i t y i n and around PECO's t e r r i t o r y 

10 f o r d e l i v e r y d u r i n g 199 9 and 2000 i s m a t e r i a l l y 

11 h i g h e r t h a n 2 . 80 c e n t s p e r k i l o w a t t hour . 11 

12 A. C o r r e c t . 

13 Q. Now, I j u s t want t o make s u r e . At t h i s 

14 and t h e o t h e r p l a c e s i n y o u r t e s t i m o n y where w e ' l l 

15 go i n j u s t a second where you t a l k about market 

16 p r i c e , t h e s e are r e a l l y t a l k i n g about e x a c t l y t h e 

17 same i s s u e as i s d e a l t w i t h i n your Table One under 

18 t h e column Market P r i c e ? 

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

20 Q. I want t o make su r e . T h i s i s k i n d o f a 

21 housekeeping t h i n g . Page 4, L i n e s 13 t h r o u g h 15 o f 

22 your t e s t i m o n y , t h e q u e s t i o n t h a t I asked a few 

23 moments ago about whether i t ' s t h e same i s s u e , i s 

2 4 t h a t t r u e f o r t h i s p i e c e o f t e s t i m o n y on market 

25 p r i c e a t t h a t p l a c e i n your t e s t i m o n y ? 

HOLBERT ASSOCIATES 
(717) 540-9669 



773 

• 

1 A . I ' m s o r r y . We're on Page 4 ? 

2 Q. Page 4, L i n e s 13 t h r o u g h 15. I b e t t e r go 

3 t h e r e i n c a s e I have a t y p o . " I t i s h i g h l y u n l i k e l y 

4 t h a t competing energy s u p p l i e r s w i l l be a b l e t o 

5 a c q u i r e and r e s e l l g e n e r a t i o n i n PECO's t e r r i t o r y 

6 f o r l e s s t h a n t h e g e n e r a t i o n c r e d i t o f 2.80 c e n t s 

7 p e r kWh." 

8 A. I n t h a t c o n t e x t , i t i s not o n l y t h e 

9 commodity p r i c e b u t a l s o t h e i n f r a s t r u c t u r e , t h e 

10 c o s t t o a c q u i r e , t o be a b l e t o be i n a p o s i t i o n t o 

11 o f f e r t h o s e s e r v i c e s . 

12 Q. So, when we l o o k a t yo u r t a b l e , y o u r 

13 Table One under t h e heading Market P r i c e , we're 

14 g o i n g t o be t a l k i n g about t h e c o s t t o a c q u i r e 

15 energy, f o r s u p p l i e r s t o a c q u i r e energy on t h e 

16 w h o l e s a l e m a r k e t p l a c e ? 

17 A- That's c o r r e c t . 

18 Q. And t o t h e e x t e n t t h a t t h i s t e s t i m o n y on 

19 Page 4, L i n e s 13 t h r o u g h 15, d e a l s w i t h t h e 

20 a c q u i s i t i o n o f energy, i t ' s t h e same i s s u e as i s 

21 d e a l t w i t h on your t a b l e ? 

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

23 Q. There's t h r e e more o f t h e s e , and I 

24 a p o l o g i z e . T h i s i s k i n d o f g r u e l l i n g . 

25 Page 6, L i n e s 11 t h r o u g h 14, you say, "Based 
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1 on d a t a and i n f o r m a t i o n a v a i l a b l e i n t h e m a r k e t p l a c e 

2 t o d a y from p a r t i c i p a n t s ( b o t h buyers and s e l l e r s ) 

3 and c u r r e n t p r i c e q u o t a t i o n s , t h e c u r r e n t p r i c e f o r 

4 power t o be d e l i v e r e d i n 1999 t h r o u g h 2003 i s h i g h e r 

5 t h a n t h e c r e d i t proposed" i n , I guess, "the PECO 

6 P r o p o s a l . " They're t a l k i n g , a l s o , about t h e same 

7 a c q u i s i t i o n c o s t i s s u e t h a t i s i n your t a b l e ? 

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

9 Q. Page 9, L i n e s 14 t h r o u g h 18, same 

10 q u e s t i o n . 

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

12 Q. F i n a l l y , Page 12, L i n e s 12 t h r o u g h 16, 

13 same q u e s t i o n . 

14 A. Page 12? 

15 Q. Yes. L i n e s 12 t h r o u g h 16. 

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

17 Q. S o t h e n l e t ' s g o back t o t h e t a b l e on 

18 Page 13. Now, you have a number i n 1999 i n d i c a t i n g 

19 a market p r i c e o f 3.40 c e n t s per k i l o w a t t hour; 

20 c o r r e c t ? 

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

22 Q. Now, t h i s p r i c e f o r ,the p r o d u c t t h a t 

23 s u p p l i e r s are g o i n g t o be g o i n g out and b u y i n g has a 

24 number o f component p a r t s t h a t make up t h e 3.4 

25 cents? 
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1 A. Yes. 

2 Q. I n c l u d i n g -- And t h i s i s from your depo, 

3 b u t you can s t i l l c o r r e c t me i f I 've g o t i t wrong. 

4 I n c l u d i n g spot energy, c a p a c i t y , a r e s e r v e 

5 r e q u i r e m e n t , l o a d f a c t o r , l i n e l o s s e s , l o n g - t e r m 

6 premium, and a bump f o r t h e f a c t t h a t you were 

7 b a s i n g i t on 1997 p r i c e s and t h i s i s a 1999 t a b l e ? 

8 A. The bump i s i n f l a t i o n , yes. 

9 Q. So t h a t ' s what goes i n t o making up t h e 

10 3.4 cents? 

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

12 Q. I n d i s c o v e r y you were asked i f you had 

13 any work papers t o s u p p o r t your development o f t h a t 

14 3.4-cent f i g u r e ; and you responded, I b e l i e v e , i n 

15 d i s c o v e r y t h a t t h e r e were no work papers t h a t were 

16 c r e a t e d , a l t h o u g h t h e r e were some documents t h a t you 

17 l o o k e d a t . I s t h a t c o r r e c t ? 

18 A. That's r i g h t . 

19 Q. The documents t h a t you p r o v i d e d i n t h e 

2 0 d e p o s i t i o n -- S t r i k e t h a t . Give me j u s t a second 

21 t o c r a f t a l i t t l e b e t t e r q u e s t i o n . 

22 You p r o v i d e d a t o t a l of s i x documents i n t h e 

23 d e p o s i t i o n as t h i n g s t h a t formed t h e b a s i s f o r y o u r 

24 o p i n i o n o f how t h a t 3.4 c e n t s was c r e a t e d ? 

2 5 A. No, t h a t ' s n ot e x a c t l y r i g h t . The b a s i s 
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1 o f my o p i n i o n i s The b a s i s o f my o p i n i o n i s my 

2 e x p e r i e n c e and l o n g - t e r m p a r t i c i p a t i o n i n t h i s 

3 market and d i s c u s s i n g w i t h o t h e r s t h e s e i s s u e s and 

4 g e t t i n g a sense o f t h e p r i c e a t which e l e c t r i c i t y i s 

5 l i k e l y t o be moving. 

6 Q. Thank you. My q u e s t i o n was v e r y 

7 awkwardly worded. I do i n t e n d t o ask you about t h a t 

8 e x p e r i e n c e l a t e r . R i g h t now I'm t r y i n g t o f i g u r e 

9 out which documents. I u n d e r s t a n d my q u e s t i o n was 

10 v e r y p o o r l y worded. 

11 There were s i x documents , and t h a t was a l l o f 

12 t h e documents t h a t you p r o v i d e d ; c o r r e c t ? 

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

14 Q. The f i r s t o f those documents was PECO 

15 Energy's 1996 annual r e p o r t ; r i g h t ? 

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

17 Q . I don't have c o p i e s o f t h a t , b u t we'11 

18 come back t o t h a t l a t e r . I j u s t want t o i d e n t i f y 

19 t h e s e s i x f o r everyone. 

20 The second o f the documents t h a t you 

21 i d e n t i f i e d I'm g o i n g t o have marked as PECO 

22 C r o s s - E x a m i n a t i o n E x h i b i t Number 8 and ask you i f 

2 3 you r e c o g n i z e t h i s document which I've marked as 

24 PECO 8. 

25 MR. CLEARFIELD: Could I see i t b e f o r e we --
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1 MR. SMITH: Bef o r e t ask a n o t h e r q u e s t i o n , I 

2 w i l l g e t you one. 

3 MR. KLEPPINGER: I t s h o u l d be Nine. 

4 JUDGE RAINEY: We p r e v i o u s l y have a PECO 

5 Cro s s - E x a m i n a t i o n E x h i b i t Number 8. So w i l l t h i s be 

6 Number 9? 

7 JUDGE CHESTNUT: I s i t a new one? 

8 MR. SMITH: I t i s . I t i s a new one. I 

9 a p o l o g i z e . I have a s e r i e s t h a t are t h e n mismarked. 

10 I f t h i s . Your Honors, w i l l n ot cause t o o much 

11 c o n f u s i o n , I a l r e a d y have 9, 10, 11 and 12 marked. 

12 Can I make t h i s 13 so we o n l y have t o re-mark one o f 

13 them? 

14 JUDGE CHESTNUT: Y e s . 

15 MR. S M I T H : L e t ' s make t h i s 1 3 . 

16 (PECO C r o s s - E x a m i n a t i o n E x h i b i t Number 13 was 
produced and marked f o r i d e n t i f i c a t i o n . ) 

17 

18 BY MR. S M I T H : 

19 Q. Ms. H u l l , have you seen t h i s document 

20 b e f o r e ? 

21 A. Yes, I have. 

22 Q. I s i t a document t h a t you p r o v i d e d t o us 

23 i n t h e d e p o s i t i o n as one o f the documents t h a t 

24 formed t h e b a s i s f o r your o p i n i o n ? 

25 A. Yes. 
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1 Q. I t says a t the t o p DowJones Wholesale 

2 E l e c t r i c i t y P r i c e Indexes; i s t h a t c o r r e c t ? 

3 A. R i g h t . 

4 Q. I'm j u s t t r y i n g t o g e t these t h i n g s 

5 i d e n t i f i e d so we can t a l k about them more e a s i l y 

6 l a t e r . 

7 Now I'm g o i n g t o g i v e you a s e r i e s o f - - I ' l l 

8 do these a l l a t once --a s e r i e s o f f o u r documents 

9 w h i c h I w i l l t h e n ask you whether you've seen them 

10 b e f o r e . 

11 MR. SMITH: These have been marked f o r 

12 i d e n t i f i c a t i o n as PECO 9, 10, 11 and 12. 

13 JUDGE RAINEY: So marked f o r i d e n t i f i c a t i o n 

14 purposes. 

15 (PECO C r o s s - E x a m i n a t i o n E x h i b i t Numbers 9 , 
10, 11 and 12 were produced and marked f o r 

16 i d e n t i f i c a t i o n . ) 

17 BY MR, SMITH: 

18 Q. Ms. H u l l , i n sum, t h e n , these f i v e 

19 documents which were j u s t handed o u t c o m p r i s i n g 

20 PECO'$ Cross E x h i b i t s 9 t h r o u g h 13 and, i n a d d i t i o n 

21 t o t h a t , PECO Energy's 1996 annual r e p o r t a re t h e 

22 u n i v e r s e o f documents t h a t you gave t o us a t t h e 

23 d e p o s i t i o n as b e i n g t h e documentary b a s i s f o r y o u r 

2 4 o p i n i o n s ? 

2 5 A. That's c o r r e c t . 
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1 Q. The PECO Energy Company annual r e p o r t , 

2 l e t ' s d e a l w i t h t h a t q u i c k l y . The da t a from t h a t --

3 MR. CLEARFIELD: May I approach and l o o k over 

4 her s h o u l d e r a t her copy? 

5 MR. SMITH: Oh, a b s o l u t e l y . 

6 MR. CLEARFIELD: That was d i r e c t e d t o you, 

7 Your Honor. I'm s o r r y . 

8 JUDGE RAINEY: Please proceed. 

9 BY MR. SMITH: 

10 Q. For s h o r t c u t , u l t i m a t e l y , t h e d a t a t h a t 

11 you l o o k e d a t i n t h e PECO Energy annual r e p o r t , you 

12 t o l d us i n t h e d e p o s i t i o n , was a l l of t h e s a l e s , t h e 

13 w h o l e s a l e , b u l k power s a l e s , made by PECO Energy i n 

14 t h a t y ear which had an average p r i c e o f 2.46 c e n t s 

15 p e r k i l o w a t t hour; i s t h a t c o r r e c t ? 

16 A. Yes, and t h e exchange s a l e s o f 2.78. 

17 Q. Thank you. I t h i n k t h a t ' s a l l w e ' l l need 

18 on t h e annual r e p o r t . 

19 Now, i f you can t a k e a l o o k a t what has been 

20 marked as PECO Cross E x h i b i t Number 13, t h e Dow 

21 Jones p i e c e . T h i s has a number o f pages o f t e x t a t 

22 t h e f r o n t o f i t k i n d o f d e s c r i b i n g some o f t h e d a t a , 

23 and t h e n about f i v e o r s i x pages back i t b e g i n s t o 

24 have some t a b l e s t h a t r e p o r t numbers a s s o c i a t e d w i t h 

25 c e r t a i n t y p e s of t r a n s a c t i o n s . 
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1 A. Yes. 

2 Q. Those t a b l e s i n t h e back o f t h i s , p r e t t y 

3 much what t h e y r e p o r t i s t h e p r i c e f o r t h e spot 

4 p r i c e s f o r s a l e s made on t h e PJM system f o r t h a t 

5 day; and i t i s l i m i t e d t o those s a l e s which were 

6 v o l u n t a r i l y r e p o r t e d by t h e p a r t i c i p a n t s , g e n e r a l l y 

7 l i m i t e d t o s a l e s o f one-day energy; and, by and 

8 l a r g e , these s a l e s p r i c e s c o n t a i n l i t t l e o r no 

9 c a p a c i t y . I s t h a t a f a i r c h a r a c t e r i z a t i o n o f what 

10 we have here? 

11 A. That's my u n d e r s t a n d i n g . 

12 Q. The f i r s t page o f d a t a , t h e r e ' s a column 

13 i n d i c a t i n g F i r m On-Peak, and un d e r n e a t h t h a t t h e r e ' s 

14 a s e r i e s o f numbers b e g i n n i n g w i t h f i v e o r s i x days 

15 o f z e r o s . Does t h a t i n d i c a t e t h a t nobody 

16 v o l u n t a r i l y r e p o r t e d any t r a d e s f o r t h a t day? 

17 A. That would be my e x p e c t a t i o n . 

18 Q. Then under t h a t t h e r e ' s 19.36. 

19 JUDGE RAINEY: What are you r e f e r r i n g t o , 

20 Mr. Smith? 

21 MR. SMITH: I a p o l o g i z e , Your Honor. I n PECO 

22 Cr o s s - E x a m i n a t i o n E x h i b i t Number 13, t h i s i s t h e --

23 JUDGE RAINEY: Page 1 under PJM Sheet DJ-PJM 

24 i n t h e l e f t - h a n d c o r n e r ? 

25 MR. SMITH: Yes, Your Honor. 
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1 JUDGE RAINEY: I have i t now. Please 

2 proceed. 

3 BY MR. SMITH: 

4 Q. Ms. H u l l , i n t h i s column l a b e l e d F i r m On-

5 Peak f o r t h e row l a b e l e d 25 September 1997, t h e r e ' s 

6 t h e number 19.36. What does t h a t r e p r e s e n t ? 

7 A. The p r i c e o f t h e megawatt. 

8 Q. I f we t r a n s l a t e t h a t t o k i l o w a t t hour, i t 

9 would be t h a t t h a t energy was s o l d t h a t day f o r 

10 1.936 cents? 

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

12 Q. S i m i l a r l y , a l l t h e way down t h i s column 

13 and o n t o t h e next page r u n n i n g - -

14 A. W e l l , assuming 100-percent d e l i v e r y . 

15 That's t h e p r i c e o f the megawatt. 

16 Q. S i m i l a r l y , f o r a l l o f t h e numbers i n t h a t 

17 column, those are p r i c e s f o r t h e s a l e , and we can 

18 c o n v e r t them t o k i l o w a t t hours u s i n g t h e same r a t i o 

19 t h a t we j u s t discussed? 

20 A. You can have a rough e s t i m a t e . I t 

21 doesn't t e l l you e x a c t l y what t h e exac t p r i c e i s , 

22 b u t you can come c l o s e . 

23 Q. Now, t h e document which was l a b e l e d as 

24 PECO Cross E x h i b i t Number 9, c o u l d you t a k e a l o o k 

25 a t t h a t , p l e a s e . I t says Cambridge Energy Research 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A s s o c i a t e s a t t h e t o p . 

A. R i g h t . 

Q. You a l s o used t h i s document as a b a s i s 

f o r y o u r o p i n i o n o f the 3.4-cent market p r i c e i n 

your t a b l e ? 

A. Yes. 

Q. There are f o u r c h a r t s o r graphs on t h i s 

t a b l e . The one i n t h e upper l e f t i s l a b e l e d 

N o r t h e a s t Market. Now r e a l q u i c k l y , t h e o t h e r s are 

Southern Market, Midwest Market, and Western Market. 

I t a k e i t t h a t those are not t h e ones t h a t you 

r e f e r r e d t o i n f o r m i n g a b a s i s f o r your o p i n i o n . 

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

Q. So i t was t h e N o r t h e a s t Market one. T h i s 

c o n t a i n s , n o m i n a l l y , graph l i n e s t h a t i n d i c a t e t h e 

p r i c e i n c e n t s per k i l o w a t t hour f o r spot 

e l e c t r i c i t y p r i c e s made i n the -- Go ahead. 

A. Weekly average p r i c e s . So I assume t h a t 

t h e y ' r e s p o t , but I don't know. 

I t says On-peak Spot E l e c t r i c i t y P r i c e s . 

Okay. 

So t h e y are spot e l e c t r i c i t y p r i c e s . 

Okay. 

For t h e N o r t h e a s t , what i s t h a t an 

i n d i c a t i o n o f on t h i s ? The N o r t h e a s t , what are 
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1 those d e s i g n a t ions? 

2 A. R e g i o n a l markets w i t h i n t h e N o r t h e a s t . 

3 Q. One f o r t h e N o r t h e a s t , o r i s t h a t t h e 

4 t o t a l o f a l l o f them? Do you know? I'm s o r r y . 

5 There's a l i s t h e r e. I t says N o r t h e a s t , NEPOOL, 

6 NYPP. I'm j u s t wondering i f t h e f i r s t on t h a t l i s t 

7 t h a t says N o r t h e a s t , i s t h a t a s e p a r a t e market o r i s 

8 t h a t t h e c o n g l o m e r a t i o n o f a l l o f them? 

9 A. I would guess t h a t t h a t ' s a s e p a r a t e 

10 market. I assumed i t was N o r t h e a s t U t i l i t i e s , b u t 

11 

12 Q. Then we have NEPOOL, N-E-P-0-O-L. What 

13 i s t h a t ? 

14 A. The New England power p o o l . 

15 Q. Below t h a t , NYPP, which i s what? 

16 A. The New York power p o o l . 

17 Q. And t h e n PJM, and below t h a t East New 

18 York, and below t h a t West New York. Now, t h i s 

19 document t h a t ' we have i n f r o n t o f us, can you 

20 d i s c e r n o f t h e s i x o r so l i n e s t h a t a re a l l j o i n t l y 

21 r e p r e s e n t e d on t h i s graph -- from t h e q u a l i t y , t h e 

22 copy q u a l i t y o f t h i s document, are you a b l e t o s o r t 

23 o u t which one i s which? 

24 A. No, b u t t h a t ' s n ot what i t ' s used f o r . 

25 I t ' s used t o show t h a t g e n e r a l l y t h e energy p r i c e s 
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1 are i n t h e low twos. 

2 Q. I j u s t want t o be c l e a r . We had a b e s t 

3 evidence i s s u e y e s t e r d a y . When you were l o o k i n g a t 

4 t h i s document t o p r e p a r e your t e s t i m o n y , i t was o f 

5 about t h i s copy q u a l i t y ? 

6 A. Yes. 

7 Q. How would you c h a r a c t e r i z e t h e graph 

8 l i n e s i n t h a t graph i n t h e upper l e f t q u a d r a n t o f 

9 t h i s page? 

10 A. They show t h a t t h e on-peak spot energy 

11 e l e c t r i c i t y p r i c e s i n t h e N o r t h e a s t Markets 

12 g e n e r a l l y t r a c k e d and g e n e r a l l y t r a c k e d i n t h e lo w e r 

13 t w o - c e n t range. 

14 Q. Now, we have t a l k e d about t h r e e o f t h e 

15 documentary p i e c e s o f s u p p o r t f o r your o p i n i o n . I 

16 j u s t want t o r e v i e w r e a l q u i c k l y . The annual r e p o r t 

17 numbers, i s i t your u n d e r s t a n d i n g t h a t t h o s e p r i c e s 

18 i n c l u d e d s a l e s o f c a p a c i t y as w e l l o r o n l y o f 

19 energy? 

20 A. I t wasn't c l e a r what t h e y i n c l u d e d . 

21 Q. PECO Cross E x h i b i t 13 s p e c i f i c a l l y i s 

22 o n l y energy? That's t h e Dow. 

2 3 A. Yes. W e l l , yes, f i r m energy, whatever 

24 t h a t i s . 

2 5 Q. The one t h a t we j u s t l o o k e d a t , Cambridge 
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1 Energy Research A s s o c i a t e s , a g a i n , i s s p e c i f i c a l l y 

2 o n l y t h e energy and n o t t h e c a p a c i t y ? 

3 A. Yes. 

4 Q. At the tim e t h a t you wr o t e y o u r t e s t i m o n y 

5 and t h a t you p u t these p r i c e s i n t o t h e t a b l e on Page 

6 13, those were t h e o n l y documents t h a t you a c t u a l l y 

7 had i n f r o n t o f you; c o r r e c t ? You had n o t y e t 

8 c r e a t e d or seen PECO Cros s-Examinat i o n E x h i b i t s 10, 

9 11 o r 12? 

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

11 Q. So, a t t h a t p o i n t i n t i m e , t h e documents 

12 t h a t you had seen t o s u p p o r t y o u r p r i c e s d i d n o t 

13 i n c l u d e any market d a t a i n d i c a t i n g what t h e p r i c e o f 

14 c a p a c i t y s a l e s i s ? 

15 A. D i d I have any documents? 

16 Q. Document s. 

17 A. I n f r o n t o f me a t t h e time? No. 

18 " Q. Any documents t h a t you r e l i e d upon. 

19 A. No. 

2 0 Q. Thank you. 

21 A. Documents are not - - Documentary p r i c e s 

22 are n o t e a s i l y a v a i l a b l e i n t h i s i n d u s t r y . 

2 3 Q. Now, PECO 10, 11, and 12 c o l l e c t i v e l y 

2 4 comprise some h a n d w r i t t e n n otes o f t e l e p h o n e c a l l s ; 

25 c o r r e c t ? 
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A. Yes. 

Q. These are not your n o t e s , I t a k e i t from 

our p r e v i o u s d i s c u s s i o n . They are t h e n o t e s o f your 

a s s o c i a t e Fred P o t t e r ? 

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

Q. You, n o n e t h e l e s s , r e l i e d upon them? I 

j u s t have t o ask t h a t t o make sure b e f o r e we can go 

on . 

A. Yes. 

Q. PECO Number 10 i s a d i s c u s s i o n w i t h whom? 

A. Jim P o t t e r . 

Q. Who works where? 

A. LG&E Energy M a r k e t i n g . 

Q. That's t h e company you worked a t f o r 

q u i t e a number o f y e a r s b e f o r e you began your 

c o n s u l t a n c y a few months ago? 

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

Q. Under c a p a c i t y i n 19 98, t h e r e ' s an 

i n d i c a t i o n here i n quotes i n t h e h a n d w r i t t e n n o t e s . 

As h i g h as $4 per k i l o w a t t month and as low as $2 

per k i l o w a t t month. What does t h a t i n d i c a t e ? 

A. The market range o f p r i c e s f o r c a p a c i t y 

i n PJM i n 1998. 

Q. D i d you o r Fred ask Mr. P o t t e r whether he 

had any s p e c i f i c t r a n s a c t i o n s i n mind when he gave 
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1 you those numbers? 

2 A . I don't know e x a c t l y what q u e s t i o n s were 

3 asked, but Fred was asked t o u n d e r s t a n d what p r i c e s 

4 were a v a i l a b l e i n t h e market today, which was 

5 September 2 9 t h . 

6 Q. J u s t t o be c l e a r , t h a t ' s t h e day you 

7 f i l e d y o ur t e s t i m o n y ? 

8 A. C o r r e c t . 

9 Q. And t h i s c a l l was made a t 1:45 t h a t 

10 a f t e r n o o n ? 

11 A. R i g h t . 

12 Q. I b e t t e r make su r e . $2 per k i l o w a t t 

13 month t r a n s l a t e s t o what p e r k i l o w a t t year? 

14 A. W e l l , m u l t i p l y i t by I t ' s 24. 

15 Q. $24 per k i l o w a t t year? 

16 A. Yes. 

17 Q. PECO 11 appears t o be notes o f a 

18 t e l e p h o n e c o n v e r s a t i o n h e l d a l i t t l e l a t e r t h a t 

19 a f t e r n o o n between Fred P o t t e r and C r a i g Baker o f 

20 AEP. 

21 A. C o r r e c t . 

22 Q. What i s AEP? 

2 3 A. American E l e c t r i c Power. 

24 Q. I s t h a t a PJM l o c a t e d e n t i t y ? 

25 A. No. I t ' s an ECAR e n t i t y . 
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0 

1 Q. We t a l k e d about t h i s p a r t i c u l a r p h r a s i n g 

2 i n t h e d e p o s i t i o n . I t appears t o say--and I t h i n k 

3 you agreed t h a t t h i s i s what i t d i d say--"Read C r a i g 

4 Baker f o l l o w i n g ' a l l i n ' p r i c e s , " and t h e r e ' s a 

5 t a b l e o f p r i c e s which are t h e same as t h e p r i c e s 

6 t h a t are i n your t a b l e on Page 13. 

7 Then t h e r e i s a nominal quote from C r a i g . 

8 "Depends on when you a s k - - v a r i e s a g r e a t d e a l 

9 depending on p e r c e p t i o n s r e g a r d i n g demand and 

10 a v a i l a b l e c a p a c i t y . Some would say you are h i g h , 

11 and some would say you are low." 

12 I s t h a t what you u n d e r s t a n d t o have happened 

13 on t h i s t e l e p h o n e c a l l ? 

14 A. That's what i t says. Yes, i t i s my 

15 u n d e r s t a n d i n g . 

16 Q. To your knowledge, was Mr. Baker asked 

17 what t h e b a s i s was f o r t h e o p i n i o n s i n d i c a t e d here? 

18 A. W e l l , t h e b a s i s i s h i s u n d e r s t a n d i n g and 

19 h i s company's r e g u l a r a t t e m p t s t o s e l l i n t o t h e PJM 

2 0 market. 

21 Q. He d i d n o t g i v e you any p r i c e s h i m s e l f on 

22 t h i s c a l l , d i d he? 

23 A. He was a p p a r e n t l y not asked f o r p r i c e s 

24 f r o m AEP. 

2 5 Q. PECO E x h i b i t Number 11 i s a l s o 
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1 h a n d w r i t t e n n otes o f a c a l l w h ich D i d I j u s t do 

2 11? I ' m s o r r y . 

3 PECO 12, a l s o h a n d w r i t t e n n o t e s . T h i s c a l l 

4 a c t u a l l y - t o o k p l a c e the day a f t e r you f i l e d y o u r 

5 t e s t imony, o r a c o u p l e o f days a f t e r on October 1 s t 

6 a t about 1 o ' c l o c k ? 

7 A. Yes . 

8 Q • Again, these are h a n d w r i t t e n n o t e s by 

9 y o u r a s s o c i a t e Fred P o t t e r ? 

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

11 Q. Who was he s p e a k i n g t o t h i s time? 

12 A. Rob C o u l t o n . 

13 Q • Of t h e N a t u r a l Resources Group? 

14 A. C o r r e c t . 

15 Q. And what i s t h a t ? 

16 A. An e l e c t r i c i t y m a r k e t e r and b r o k e r . 

17 Q. Based i n New York C i t y i t says. 

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

19 Q • He gave a s e r i e s o f p r i c e s t o you over 

20 t h e 1999- 2003 t i m e range. I s i t y o u r u n d e r s t a n d i n g 

21 t h a t t h e s e are h i s e s t i m a t e s o f -- L e t ' s say o f 

22 what -

23 A. Energy. 

24 Q • Ene r g y - o n l y p r i c e s ? 

25 A. I b e l i e v e so. 
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1 Q. So he e s t i m a t e s t h a t i f we t r a n s l a t e t h i s 

2 i n t o k i l o w a t t -- He e s t i m a t e s t h a t a megawatt hour 

3 o f energy i n 1999 w i l l c o s t between 26.40 and 26-70? 

4 A. W e l l , no. They're b i d s and asks. I f he 

5 were b u y i n g power, he would buy a t 26.40, and i f he 

6 were s e l l i n g power, he would s e l l a t 26.70. 

7 Q. Do you know t h e b a s i s o f t h e s e numbers, 

8 how he developed these numbers? 

9 A. He was asked f o r energy p r i c e s t h a t he 

10 would be w i l l i n g t o s e l l , t h e p r i c e a t w h i c h he 

11 would be w i 1 1 i n g t o s e l l energy i n those y e a r s . 

12 Q. Ms. H u l l , i n your d e p o s i t i o n t h a t e x a c t 

13 same q u e s t i o n was asked of you--whether you know t h e 

14 b a s i s f o r h i s numbers. I would l i k e t o r e f r e s h y o u r 

15 r e c o l l e c t i o n , i f t h a t ' s a l l r i g h t . Would you, j u s t 

16 t o y o u r s e l f , r e a d t h i s p o r t i o n o f t h e t r a n s c r i p t and 

17 whatever o t h e r p o r t i o n you would l i k e t o l o o k a t . 

18 MR. CLEARFIELD: Would you mind t e l l i n g me 

19 what page you're r e f e r r i n g to? 

20 A. Page 54. 

21 MR. SMITH: Near t h e bot t o m o f t h e page. 

22 MR. CLEARFIELD: Be f o r e you rea d i t i n --

23 D i d you ask her t o rea d i t i n ? 

24 MR. SMITH: S i l e n t l y . 

2 5 (Pause.) 
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• 

1 THE WITNESS: Yes. 

2 BY MR. SMITH: 

3 Q. Having r e v i e w e d t h a t , I ' l l ask you a g a i n . 

4 Do you know t h e b a s i s f o r h i s numbers? 

5 A. These were s a l e s t h a t he was w i 1 1 i n g t o 

6 make. That's e x a c t l y what I s a i d . No. He's a 

7 m a r k e t e r . I don't know where he g e t s h i s s u p p l y . 

8 Q. That was u n c l e a r t o me, and I a p o l o g i z e . 

9 D i d you mean t o say t h a t you do o r you do n o t know 

10 t h e b a s i s f o r h i s numbers? 

11 A. He i s i n the market t o s e l l power. When 

12 we asked him f o r the p r i c e a t which he would s e l l 

13 power, these were t h e numbers he gave. Energy. 

14 Q. You d i d not speak t o Mr. Coulton? 

15 A. No, I d i d n ' t . 

16 Q. Taken a l t o g e t h e r t h e n , we have now 

17 exhausted t h e documentary evidence t h a t formed t h e 

18 documentary b a s i s f o r your o p i n i o n o f what t h e 

19 market p r i c e s were as you s t a t e d them i n Table One? 

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

21 Q. I ' d l i k e t o -- I a p o l o g i z e . I have a 

22 note here. I f we can go back t o PECO E x h i b i t Number 

23 9, t h e Cambridge A s s o c i a t e s e x h i b i t , can you c o n f i r m 

24 t h a t a l l o f t h e h a n d w r i t t e n n otes t h a t are on t h i s 

25 a r e yours? 
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1 A. Yes, t h e y a r e . 

2 Q. Thank you. I want t o t a k e a few minut e s 

3 t o t a l k about t h i n g s o t h e r t h a n market p r i c e s , 

4 p l e a s e . Could you tak e a l o o k a t Page 8, L i n e s 17 

5 t h r o u g h 21, o f your t e s t i m o n y . 

6 A. Page 8, L i n e s --

7 Q. 17 t h r o u g h 21. 

8 A. Yes. 

9 Q. At t h i s p o i n t i n your t e s t i m o n y , you 

10 r e f e r t o t h e amount of d i s c o u n t s t h a t are ne c e s s a r y 

11 i n o r d e r t o induce customers t o change from one 

12 s u p p l i e r t o a n o t h e r . I s t h a t a f a i r 

13 c h a r a c t e r i z a t i o n o f t h e s u b j e c t m a t t e r o f t h e 

14 t e s t i m o n y a t t h a t p o i n t ? 

15 A. Yes, t h a t ' s f a i r . 

16 Q. Have you done any s t u d i e s t o s u p p o r t t h e 

17 a s s e r t i o n s , t h e o p i n i o n s t h a t you s t a t e i n y o u r 

18 t e s t i m o n y here r e g a r d i n g t h e amount o f d i s c o u n t t h a t 

19 would be necessary? 

20 A. As I s t a t e d i n my t e s t i m o n y , I'm s p e a k i n g 

21 from my own e x p e r i e n c e . 

2 2 Q . I want t o be v e r y c l e a r o f what t h a t 

2 3 means, though. Have you done any s t u d i e s o f i t ? 

2 4 A. No. 

25 Q. Have you f o l l o w e d t h e consumer b e h a v i o r 
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i n t h e P e n n s y l v a n i a p i l o t ? 

A. W e l l , t h e p i l o t i s a v e r y , v e r y d i f f e r e n t 

t h i n g t h a n what we're t a l k i n g about h e r e , w h i c h i s 

l o n g - t e r m c o m p e t i t i o n . A p i l o t i s -- You g e t 

people t h a t may never I mean a p i l o t i s a l l over 

th e map. I t i s i n no way r e p r e s e n t a t i v e o f what I 

am t a l k i n g about here. So, no. I c o n s i d e r e d i t t o 

be i r r e l e v a n t . 

Q. So, whether people d e c i d e d t o s w i t c h 

s u p p l i e r s i n the P e n n s y l v a n i a p i l o t i n response t o 

c e r t a i n "levels o f s a v i n g s i s , i n your o p i n i o n , 

i r r e l e v a n t t o the i s s u e addressed i n y o u r t e s t i m o n y 

o f how much o f a d i s c o u n t i t would t a k e people t o 

s w i t c h ? 

A 

Q 

b e h a v i o r 

A 

Yes . 

You are not an e x p e r t i n consumer 

No . 

Q. I t h i n k you s a i d i n your t e s t i m o n y t h a t 

you v o l u n t e e r e d . And I am s p e c i f i c a l l y n o t a PJM 

b e h a v i o r i s t . I s t h a t r i g h t ? 

A. I p r o b a b l y s a i d t h a t , yes. Everybody 

knows t h e PJM people are d i f f e r e n t . 

Q. C o m p e t i t i o n . I s c o m p e t i t i o n , t h e 

p r o c e s s , what we are a i m i n g t o get here; o r are we 
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1 a i m i n g t o get t o a p a r t i c u l a r r e s u l t o f l o w e r 

2 p r i c e s ? 

3 A. My u n d e r s t a n d i n g o f t h e o b j e c t i v e o f t h e 

4 l e g i s l a t i o n and t h e r e s t r u c t u r i n g p r o p o s a l i s t h a t 

5 you w i l l g e t b o t h t h r o u g h t h e mechanism o f 

6 compet i t i o n and t h a t by promot i n g genuine 

7 c o m p e t i t i o n i n t h e PECO t e r r i t o r y l o w e r p r i c e s w i l l 

8 r e s u l t from t h e market d i s c i p l i n e imposed by 

9 r i g o r o u s c o m p e t i t i o n . That i s my u n d e r s t a n d i n g o f 

10 t h e o b j e c t i v e . 

11 Q- You t e s t i f i e d b e f o r e Congress on Feb r u a r y 

12 1 s t , 1996? 

13 A. Yes, I d i d . 

14 Q. G e n e r a l l y speaking, what was t h e s u b j e c t 

15 m a t t e r o f t h a t t e s t i m o n y ? 

16 A. The need f o r f e d e r a l r e s t r u c t u r i n g 

17 l e g i s l a t i o n . 

18 Q. A copy o f t h a t t e s t i m o n y was p r o v i d e d by 

19 PECC i n d i s c o v e r y . 

20 MR. SMITH: Again, I don't have e x t r a c o p i e s 

21 o f t h i s . I a p o l o g i z e . Do you have t h e document you 

22 p r o v i d e d t o us? 

23 MR. CLEARFIELD: Not r e a d i l y a v a i l a b l e . 

24 May I approach t h e w i t n e s s . Your Honor, and 

25 peek over her sho u l d e r ? 
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1 JUDGE RAINEY: Yes. 

2 Do you have a n o t h e r copy o f t h a t , Mr. Smith? 

3 ' MR. SMITH: I t h o u g h t I d i d . 

4 MR. KLEPPINGER: Your Honor, I have one i f 

5 you'd l i k e t o borrow i t . 

6 MR. SMITH: A c t u a l l y , t h a t would be more 

7 h e l p f u l . 

8 JUDGE RAINEY: You have not marked t h i s as an 

9 e x h i b i t ; i s t h a t r i g h t ? 

10 MR. SMITH: C o r r e c t . 

11 BY MR. SMITH: 

12 Q. The pages are n o t numbered here, b u t t h e 

13 second page o f t e x t a t t h e t o p o f i t has t h e head i n g 

14 B e n e f i t s o f PURPA. 

15 A. C o r r e c t . 

16 Q. About two- t h i r d s o f t h e way down t h a t 

17 page i s a par a g r a p h t h a t b e g i n s . I t i s i m p o r t a n t t o 

18 f o c u s on t h e r e s u l t , n ot t h e p r o c e s s , which I have 

19 marked f o r you. 

20 A. R i g h t . 

21 Q. Have you had t h e o p p o r t u n i t y t o r e v i e w 

22 t h a t ? 

23 A. Yes. 

2 4 Q. Does t h a t t e s t i m o n y which you gave b e f o r e 

25 Congress i n d i c a t e t h a t a t t h a t p o i n t i n t i m e i t was 
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A 

1 y o u r o p i n i o n t h a t i t i s i m p o r t a n t t o f o c u s on t h e 

2 r e s u l t , n ot t h e p r o c e s s ; t h e g o a l i s not 

3 c o m p e t i t i o n , b u t t h e g o a l i s lower p r i c e s ? 

4 A. W e l l , t h a t was p r o b a b l y i n a r t f u l l y 

5 worded. O b v i o u s l y , i f you rea d t h e e n t i r e 

6 t e s t i m o n y , t h e g o a l i s t o c r e a t e v i g o r o u s 

7 c o m p e t i t i o n so t h a t t h e lo w e r p r i c e s c o u l d be 

8 a c h i e v e d , b u t t h a t c o m p e t i t i o n f o r c o m p e t i t i o n ' s 

9 sake was n o t t h e p o i n t . 

10 The p o i n t was, What can you get as a b e n e f i t 

11 o f h a v i n g c o m p e t i t i o n ? And t h a t ' s what t h a t 

12 sentence goes t o . 

13 Q. Thank you. I n your d e p o s i t i o n you were 

14 asked b a s i c a l l y t h e same q u e s t i o n . T h i s i s a t t h e 

15 b o t t o m o f Page 19, t o p o f Page 20. What i s t h e 

16 b a s i c advantage o f c o m p e t i t i o n over t h a t w h i c h 

17 e x i s t s today? Your answer was. S i g n i f i c a n t p r i c e -

18 MR. SMITH: I'm s o r r y . Go ahead, Dan. 

19 MR. CLEARFIELD: I don't b e l i e v e you've 

20 e s t a b l i s h e d t h a t t h e r e ' s an i n c o n s i s t e n c y o r a 

21 c o n t r a d i c t i o n t h a t would j u s t i f y t h e use o f t h e 

22 d e p o s i t i o n t o quote . What page was t h a t , again? 

23 MR. SMITH: Bottom o f 19, t o p o f Page 20. 

24 MR. CLEARFIELD: W e l l , you can proceed. I 

25 don't b e l i e v e t h e r e ' s a n y t h i n g i n c o n s i s t e n t about 
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1 t h a t s t a t e m e n t . 

2 THE WITNESS: I don't e i t h e r . 

3 BY MR. SMITH': 

4 Q. Do you have a copy o f t h e d e p o s i t i o n i n 

5 f r o n t o f you? 

6 A. Yes, I do. 

7 Q. What i s t h a t answer t h a t you gave t o t h e 

8 q u e s t i o n o f what i s the b a s i c advantage o f 

9 c o m p e t i t i o n ? 

10 A. The b a s i c advantage o f c o m p e t i t i o n over 

11 what e x i s t s t o d a y i s s i g n i f i c a n t p r i c e r e d u c t i o n s t o 

12 consumers and t o i n d u s t r y . 

13 What i s - t h e source o f t h o s e p r i c e r e d u c t i o n s ? 

14 E f f i c i e n c y , w hich o n l y comes from 

15 c o m p e t i t i o n . That which o n l y comes from 

16 c o m p e t i t i o n . 

17 MR. CLEARFIELD: Wait. J u s t d i f f e r e n t i a t e 

18 what's i n t h e d e p o s i t i o n and what you're a d d i n g here 

19 t o d a y . 

20 A. E f f i c i e n c y . And t h e n what do you e x p l a i n 

21 - - E f f i c i e n c y . 

22 BY MR. SMITH: 

23 Q. J u s t t o make sur e , a couple o f pages 

24 l a t e r i n t h e d e p o s i t i o n , on Page 22, you t h e n added 

25 p r o d u c t d i f f e r e n t i a t i o n . 
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1 A. That's c o r r e c t . 

2 Q. At s e v e r a l p l a c e s i n your t e s t i m o n y , you 

3 t a l k about t h e need t o achieve r o b u s t c o m p e t i t i o n . 

4 A. C o r r e c t . 

5 Q. We had a d i s c u s s i o n i n your depos i t i o n 

6 about what t h a t t e r m means, r o b u s t c o m p e t i t i o n . Do 

7 you r e c a l l t h a t ? 

8 A. Yes. 

9 Q . I t h i n k you i n d i c a t e d t h e n t h a t h a v i n g 

10 one h e a l t h y c o m p e t i t o r would be s u f f i c i e n t , o r c o u l d 

11 be s u f f i c i e n t t o c o n s t i t u t e r o b u s t c o m p e t i t i o n , i n 

12 your o p i n i o n . 

13 MR. CLEARFIELD: I'm g o i n g t o o b j e c t . Your 

14 Honor. I would p r e f e r --

15 MR. SMITH: I wasn't done w i t h t h e q u e s t i o n . 

16 MR. CLEARFIELD: I'm s o r r y . 

17 BY MR. SMITH: 

18 Q. I s t h a t your o p i n i o n today? 

19 JUDGE RAINEY: Mr. C l e a r f i e l d . 

20 MR. CLEARFIELD: I w i t h d r a w t h e o b j e c t i o n . 

21 A. What I was s a y i n g i n t h e d e p o s i t i o n , as I 

22 r e c a l l - - a n d I don't remember what page t h a t ' s 

23 on--was t h a t t h e numbers o f c o m p e t i t o r s , per se, was 

24 n o t c r i t i c a l . What was a b s o l u t e l y c r i t i c a l was t h a t 

2 5 t h e r e was a t l e a s t a n o t h e r c o m p e t i t o r t h a t was 
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1 capable o f p r e v e n t i n g t h e dominant s u p p l i e r f r o m 

2 b e i n g t h e p r i c e s e t t e r and was capable o f a t t r a c t i n g 

3 customers f r o m t h e dominant s u p p l i e r . I n some 

4 s i t u a t i o n s and i n some markets, one c o u l d be enough. 

5 I c e r t a i n l y was not a p p l y i n g t h a t s o l e l y t o PECO. 

6 BY MR. SMITH: 

7 Q. I ' d l i k e t o go back t o the t a b l e on Page 

8 13, p l e a s e , and t a l k f o r j u s t a moment about t h e 

9 column headed A d m i n i s t r a t i v e Costs. 

10 A. Yes. 

11 Q. D i d you t a l k t o Enron, New Energy 

12 V e n t u r e s , o r Delmarva about what t h e i r l e v e l o f 

13 a d m i n i s t r a t i v e c o s t i s b e f o r e you developed t h i s 

14 number? 

15 A. No. 

16 Q. Have you done so s i n c e your t e s t i m o n y ? 

17 A. No. 

18 Q. D i d you c o n s u l t those e n t i t i e s o r any 

19 o t h e r e n t i t y r e g a r d i n g what t h e i r a d m i n i s t r a t i v e 

20 c o s t s have been i n p r e p a r i n g f o r t h e P e n n s y l v a n i a 

21 p i l o t program? 

2 2 A. No, n o t f o r t h e P e n n s y l v a n i a p i l o t 

2 3 program. 

24 Q. D i d you t a l k t o any s u p p l i e r s about what 

2 5 t h e i r a d m i n i s t r a t i v e c o s t s have been i n p r e p a r i n g 
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1 f o r r e t a i l c o m p e t i t i o n ? 

2 A. When I was w i t h LG&E Energy, we spent a 

3 l o t o f t i m e on t h i s v e r y i s s u e . T h i s comes from my 

4 i n t i m a t e knowledge as a s e n i o r e x e c u t i v e i n t h a t 

5 company o f what c o u l d p o s s i b l y be. 

6 T h i s , as I s a i d i n my d e p o s i t i o n t e s t i m o n y , 

7 i s v e r y c o n s e r v a t i v e . But i t was based on my own 

8 e x p e r i e n c e , p r e p a r i n g f o r e x a c t l y t h i s t y p e o f 

9 market t h a t I have developed t h e numbers you see 

10 t h e r e . 

11 Q. Okay. Thank you. I'm coming near t h e 

12 end. Coming back t o t h e column on market p r i c e , 

13 t h a t w i l l be where we'11 s t a y f o r t h e r e s t o f t h i s . 

14 S t i l l on your Table One on Page 13, we t a l k e d 

15 e a r l i e r about how t h a t 3.40-cent number was c r e a t e d , 

16 t h a t i t had a number o f components. 

17 A. C o r r e c t . 

18 Q. Now, t h e l a s t o f those components t h a t we 

19 t a l k e d about was a bump o r an i n f l a t i o n a d j u s t m e n t 

20 f r o m 1997 t o 1999. 

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

22 Q. What you b a s i c a l l y d i d was g e t a base 

2 3 number, which a c t u a l l y t u r n e d o u t , I b e l i e v e , t o be 

24 3.2 p e r c e n t f o r 1997. 

25 A. That's c o r r e c t . 
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1 Q. And you i n f l a t e d i t a t t h r e e p e r c e n t p e r 

2 y e a r t o get 3.4? 

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

4 Q. You would agree t h a t , i n a c t u a l l y 

5 d e t e r m i n i n g market p r i c e s , t h e f u e l p r i c e s t h a t go 

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

7 an i m p o r t a n t f a c t o r i n d e t e r m i n i n g what p r i c e s w i l l 

8 be? 

9 A. W e l l , i t ' s an i m p o r t a n t f a c t o r i n 

10 d e t e r m i n i n g what t he s u p p l i e r ' s c o s t s a r e . I am 

11 assuming a m a r k e t p l a c e . And, o f cours e , a l l 

12 s u p p l i e r s l i k e t o g e t t h e i r c o s t s o u t . I n t h a t 

13 sense, i t w i l l be a f a c t o r , b ut t h i s i s n o t a c o s t 

14 p l u s i n d u s t r y anymore. 

15 Q. Could you t a k e a l o o k a t Page 45 o f y o u r 

16 d e p o s i t i o n . B e g i n n i n g a t around L i n e 8, you were 

17 asked whether t h e r e were a v a r i e t y o f f a c t o r s t h a t 

18 a f f e c t p r i c e s i n e l e c t r i c m arkets. You s a i d t h e r e 

19 were, and you agreed t h a t f u e l p r i c e s are one o f t h e 

20 most i m p o r t a n t f a c t o r s . C o r r e c t ? 

21 A. R i g h t . 

2 2 MR. CLEARFIELD: O b j e c t i o n , Your Honor. At 

23 t h i s p o i n t I'm g o i n g t o o b j e c t . A d e p o s i t i o n can be 

2 4 used by a p a r t i c i p a n t f o r t h e purpose o f 

25 c o n t r a d i c t i n g or impeaching t he t e s t i m o n y o f a 

HOLBERT ASSOCIATES 
(717) 540-9669 



802 

1 deponent o r w i t n e s s . That's Rule 5-364 o f t h e 

2 r u l e s . 

3 T h i s i s s i m p l y a d i f f e r e n t way -- Ms. H u l l ' s 

4 answer i s i n no way c o n t r a d i c t o r y t o t h e answer she 

5 gave i n t h e d e p o s i t i o n . I t i s s i m p l y an 

6 e l a b o r a t i o n . 

7 JUDGE RAINEY: Mr. Smith. 

8 MR. SMITH: My response t o t h a t , Your Honor, 

9 would be t h a t t h e w i t n e s s t e s t i f i e d on t h i s 

10 t r a n s c r i p t a moment ago t h a t t h e s e f a c t o r s go t o 

11 c o s t s and n o t t o p r i c e s , and i n her depos i t i o n she 

12 s p e c i f i c a l l y s a i d t h a t t h e y do a f f e c t p r i c e s . 

13 That i s a t l e a s t a r g u a b l y c o n t r a d i c t o r y and 

14 enough f o r me t o be a b l e t o p r e s e n t t o her t h i s 

15 a p p a r e n t l y c o n t r a d i c t o r y s t a t e m e n t from her 

16 d e p o s i t i o n and a t l e a s t ask her t o e x p l a i n , w h i c h 

17 was my ne x t q u e s t i o n , whether she meant t h e same 

18 t h i n g between these two f a c t o r s , because t h e y seem 

19 t o be v e r y c o n t r a d i c t o r y . 

2 0 JUDGE RAINEY: I'm g o i n g t o a l l o w t h e 

21 q u e s t i o n . However, I would c a u t i o n you, Mr. Smith, 

22 t o be v e r y m i n d f u l o f t h e amount o f t i m e t h a t you 

23 are u s i n g on what's q u e s t i o n a b l y c o n t r a d i c t i o n i n 

24 her d e p o s i t i o n as compared t o what she's s a y i n g 

25 r i g h t now, because i n c e r t a i n i n s t a n c e s i t ' s j u s t 
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1 n o t c l e a r t h a t t h e c o n t r a d i c t i o n i s t a k i n g p l a c e 

2 here, and we're spending a l o t o f t i m e on t h i s . 

3 Please answer t h e q u e s t i o n . 

4 A. I am s a y i n g t h a t a l l o f these t h i n g s go 

5 i n t o t h e s u p p l i e r ' s p r i c e o r s e t t i n g t h e p r i c e . 

6 Whether t h e s u p p l i e r i s a b l e t o a c t u a l l y e x t r a c t 

7 t h a t p r i c e from t h e m a r k e t p l a c e i s a d i f f e r e n t 

8 q u e s t i o n . 

9 They're a l l i m p o r t a n t . They a l l are p a r t o f 

10 t h e s u p p l i e r ' s p r i c e . Whether t h a t ' s t h e same t h i n g 

11 as a market p r i c e , which i s what I was g o i n g t o , i s 

12 n o t c l e a r , f o r e x a c t l y t h e reason I s a i d b e f o r e . We 

13 are no l o n g e r i n a c o s t p l u s e n v i r o n m e n t . 

14 BY MR. SMITH: 

15 Q. And you t o o k none o f these f a c t o r s i n t o 

16 c o n s i d e r a t i o n i n c o n s t r u c t i n g t h e bump i n t h e Market 

17 P r i c e column i n Table One? 

18 MR. CLEARFIELD: I'm s o r r y . O b j e c t i o n t o t h e 

19 form o f t h e quest i o n . I'm n o t sure which bump we're 

20 t a l k i n g about. 

21 BY MR. SMITH: 

22 Q. I n r a i s i n g t h e market p r i c e i n 1997 from 

23 3.2 t o 3.4 i n 1999 and t h e n e s c a l a t i n g i t i n y e a r s 

24 t h e r e a f t e r , you d i d not t a k e i n t o c o n s i d e r a t i o n f u e l 

25 p r i c e s or t h e o t h e r f a c t o r s which you have been 
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1 t e s t i f y i n g about f o r t h e l a s t few moments? 

2 A. What I took i n t o cons i d e r a t i o n i s an 

3 e s c a l a t i o n f a c t o r . The o t h e r i s s u e s g e t subsumed 

4 w i t h i n the market p r i c e . I was t e s t i f y i n g f r o m a 

5 market p r i c e p e r s p e c t i v e , not from a d i s -

6 a g g r e g r a t e d , s e p a r a t e t h a t p r i c e , t e a r i t a p a r t , 

7 f i g u r e out a l l o f i t s component p a r t s . That's n o t 

8 what I'm t e s t i f y i n g t o . 

9 Q. These p r i c e s on Table One under Market 

10 P r i c e have not been a d j u s t e d f o r l o c a t i o n ? 

11 A. For l o c a t i o n ? 

12 Q. For l o c a t i o n o f d e l i v e r y . I a p o l o g i z e . 

13 A. No. These are r e p r e s e n t a t i v e p r i c e s . 

14 These are n o t t r a n s a c t i o n p r i c e s . 

15 Q. There are no a c t u a l t r a n s a c t i o n s 

16 s u p p o r t i n g these p r i c e s i n Table One; c o r r e c t ? 

17 A. And I w o uldn't expect t h e r e t o be. As I 

18 s a i d , t h e r e i s not a l o n g - t e r m s u p p l y market now. 

19 Q. I n f a c t , you are not aware o f any 

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

21 A. There i s not a market t h a t s u p p o r t s t h i s 

22 k i n d o f c o n t r a c t now. 

2 3 Q. You are not aware of anyone who has 

24 o f f e r e d t o buy a t t h i s p r i c e ? 

2 5 A. There i s n ' t a market f o r t h a t now. The 
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1 market i s f o r r e t a i l s u p p l y , and t h a t market does 

2 n o t e x i s t today. 

3 Q. You have not checked w i t h y o u r c l i e n t s t o 

4 d e t e r m i n e what arrangements t h e y have made f o r t h i s 

5 k i n d o f purchase o r how much t h e y would buy a t t h i s 

6 p r i c e ? 

7 A. That's n o t what I was asked t o do. I was 

8 asked t o d e f i n e a p r i c e , t o l o o k a t t h e g e n e r a t i o n 

9 cap t h a t was c o n t a i n e d i n t h e p r o p o s a l , and t o 

10 d e t e r m i n e what e f f e c t t h a t would have on 

11 c o m p e t i t i o n . That's what I was asked t o do. 

12 Q. W e l l , l e t me be sure here. Would knowing 

13 t h e p r i c e a t which your c l i e n t s have a c t u a l l y 

14 c o n t r a c t e d t o r e c e i v e s u p p l y be m e a n i n g f u l 

15 i n f o r m a t i o n i n f o r m i n g such an o p i n i o n as you j u s t 

16 d e s c r i b e d ? 

17 A. No, because t h e y ' r e n o t f o r m i n g a s u p p l y 

18 t o meet t h e market t h a t i s t r y i n g t o be c r e a t e d 

19 under t h i s p r o p o s a l . 

2 0 Q. You have not done any computer mode1ing 

21 o f any p r i c e s ? 

2 2 A. No. I don't do computer m o d e l i n g . 

23 Q. You d i d n o t a t t e m p t t o make these p r i c e s 

24 s p e c i f i c t o t h e PECO Energy s e r v i c e t e r r i t o r y ? 

25 Rather, these are an a t t e m p t t o e s t i m a t e PJM p r i c e s ? 
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• 

1 A. These are g e n e r a l PJM p r i c e s . That's 

2 c o r r e c t . 

3 Q. You are not aware o f any p u b l i s h e d 

4 f i g u r e s t h a t match thes e p r i c e s ? 

5 A. As I s a i d , t h i s i s a market t h a t doesn't 

6 e x i s t y e t . 

7 Q. You formed these o p i n i o n s by j u s t k i n d o f 

8 c a 1 1 i n g around? 

9 A. No. I formed these o p i n i o n s f r o m b e i n g 

10 i n t h e m a r k e t p l a c e and i n r e g u l a r c o n v e r s a t i o n w i t h 

11 p e ople who p a r t i c i p a t e i n t h i s m a r k e t p l a c e . 

12 JUDGE RAINEY: Mr. Smith, I'm g o i n g t o ask 

13 you i f t h e r e ' s a n o t h e r l i n e of q u e s t i o n i n g t h a t you 

14 want t o pursue. I t h i n k t h a t we've j u s t about 

15 exhausted how she d e t e r m i n e d market p r i c e s h ere. 

16 Unless you need c l a r i f i c a t i o n from her a g a i n o f 

17 e x a c t l y how she went about t h a t , I t h i n k we've spent 

18 enough t i m e i n t h i s area. 

19 MR. SMITH: There are two o t h e r a s p e c t s t h a t 

20 we have not e x p l o r e d which were r e v e a l e d i n t h e 

21 d e p o s i t i o n . They w i l l go q u i c k l y , and t h e n I ' l l be 

2 2 done. 

23 JUDGE RAINEY: Please proceed. 

24 BY MR. SMITH: 

25 Q. I n t h e d e p o s i t i o n you a l s o s t a t e d t h a t 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

t h e r e were two p r o j e c t s t h a t you were aware o f t h a t 

formed the b a s i s f o r these market p r i c e s i n Table 

One . 

That"s c o r r e c t . 

One i s t h e AES Ironwood p r o j e c t ? 

Yes . 

And t h e second i s t h e LG&E E r i e p r o j e c t ? 

That's c o r r e c t . 

Q. As t o t h e AES Ironwood p r o j e c t , what's 

t h e p r i c e i n f o r m a t i o n from t h a t p r o j e c t t h a t you 

used t o s u p p o r t t h i s t a b l e ? 

A. That I b e l i e v e d i t was a t about $600 a 

kW. 

Q. You don't have and have never seen t h e 

a c t u a l c o n t r a c t i n t h a t ? 

A. No. 

Q. You s t a t e d t h a t you're p r e t t y c o n f i d e n t 

t h a t t h e p r i c e i s i n t h a t range. But you don't 

r e a l l y know? 

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

Q. As t o t h e LG&E E r i e p r o j e c t , no p r i c e has 

y e t been s e t ; i s t h a t c o r r e c t ? 

A. The c o n t r a c t i s not f i n a l . 

Q. The s t r u c t u r e o f t h e d e a l has n o t been 

determined? 
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4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

A. The s t r u c t u r e i s not f i n a l . 

Q. The l o w e s t p r i c e s t h a t you have h e a r d 

when you were t a l k i n g t o people i n r e c e n t t i m e s f o r 

energy and c a p a c i t y i n PJM are energy a t .8 c e n t s 

p e r k i l o w a t t hour? 

A. R i g h t . 

Q. And c a p a c i t y a t about $2 per what 

A. kW. 

Q. For what p e r i o d o f time? A month, a 

year 

A. A month. 

Q. Which comes t o what p e r kW a year? 

A. T w e n t y - f o u r . 

MR. SMITH: I t h i n k t h a t ' s a l l . Your Honor. 

Thank you. 

JUDGE RAINEY: Thank you, Mr. Smith. 

Mr. K l e p p i n g e r . 

MR. KLEPPINGER: Thank you. Your Honor. 

CROSS-EXAMINATION 

BY MR. KLEPPINGER: 

Q. Good a f t e r n o o n , Ms. H u l l . My name i s 

David K l e p p i n g e r , and I r e p r e s e n t t h e P h i l a d e l p h i a 

Area I n d u s t r i a l Energy Users Group. 

I not i c e d i n your resume p r o v i d e d i n 

d i s c o v e r y t h a t you a l s o have a law degree. 
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1 A. Yes, I do. 

2 Q. Are you c u r r e n t l y a p r a c t i c i n g l a w y e r , o r 

3 have you s w i t c h e d t o become a c o n s u l t a n t w i t h b e t t e r 

4 judgment? 

5 A. U n f o r t u n a t e l y , I c a n ' t c l a i m b e t t e r 

6 judgment. I am s t i l l a h y b r i d . I am a p r a c t i c i n g 

7 l a w y e r and a l s o a c o n s u l t a n t . 

8 Q. But you're n o t here t o d a y t o o f f e r l e g a l 

9 o p i n i o n ? 

10 A. A b s o l u t e l y n o t . 

11 Q. That's good. A f o l l o w - u p on one o f your 

12 answers t o Mr. Smith r e l a t e d t o t h e p i l o t . I f I 

13 u n d e r s t o o d y o u r answer--and p l e a s e c o r r e c t me i f I'm 

14 wrong--when you approached market p r i c e e s t i m a t e s , 

15 you d i d not w i s h t o u t i l i z e what t h e Commission d i d 

16 i n t h e p i l o t s i n terms of e s t a b l i s h i n g a customer 

17 p a r t i c i p a t i o n c r e d i t and an energy c r e d i t o f some 

18 s o r t . 

19 A. No, nor d i d I use the p r i c e s t h a t t h e y 

20 s t a r t e d w i t h . 

21 Q. I n one o f your answers t o Mr. Smith, I 

22 b e l i e v e you used t h e word i r r e l e v a n t t o t h a t as a 

23 c o n s i d e r a t i o n i n your a n a l y s i s . C o r r e c t ? 

24 A. I can't remember e x a c t l y what t h a t was i n 

25 r e f e r e n c e t o . But, g e n e r a l l y , I b e l i e v e p i l o t s are 
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1 an i n t e r e s t i n g e x p e r i m e n t , b u t t h e y w i l l have v e r y 

2 l i t t l e e f f e c t on a l o n g - t e r m , permanent r e t a i l 

3 c o m p e t i t i o n s i t u a t i o n . 

4 Q. Would you agree t h a t t h e Commission's 

5 a c t i o n on t h e p i l o t s has e s t a b l i s h e d 

6 a d m i n i s t r a t i v e l y - d e t e r m i n e d market p r i c e s and 

7 p a r t i c i p a t i o n c r e d i t s , as opposed t o c r e d i t s t h a t 

8 you would suggest are g e n e r a t e d by market analyses? 

9 A. I f you're a s k i n g -- I'm n o t sure I 

10 f o l l o w e d your q u e s t i o n , so l e t me r e s t a t e i t t h e way 

11 I t h i n k I hear d i t . 

12 You're s a y i n g would I agree t h a t t h e 

13 P e n n s y l v a n i a Commission a d m i n i s t r a t i v e l y d e t e r m i n e d 

14 what i t t h o u g h t t h e market p r i c e would be and t h e n 

15 s e t t h a t i n t h e p i l o t as an a d m i n i s t r a t i v e 

16 d e t e r m i n a t i o n of a market p r i c e and t h e n t h a t ' s what 

17 t h e c o m p e t i t o r s compete a g a i n s t . I s t h a t c o r r e c t ? 

18 Q. That's p a r t i a l l y c o r r e c t . Plus a 

19 customer p a r t i c i p a t i o n c r e d i t , w h i c h i s d i f f e r e n t 

2 0 t h a n t h e answer t h a t you gave. I mean i n a d d i t i o n 

21 t o t h e answer t h a t you gave. 

2 2 A . I b e l i e v e t h a t ' s t h e case. 

23 Q. And t o p r o j e c t what you b e l i e v e market 

24 p r i c e s t o be i n the o u t - g o i n g y e a r s , you would n o t 

25 endorse a concept which j u s t grows those Commission-
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d e t e r m i n e d numbers by some percentage? 

A. No. I wou l d n ' t s t a r t w i t h a Commission 

d e t e r m i n a t i o n . I wo u l d n ' t s t a r t w i t h anybody's 

model d e t e r m i n a t i o n . I would s t a r t w i t h market 

p r i c e s . 

Q. J u s t b r i e f l y , on Page 7 o f yo u r 

t e s t i m o n y , L i n e s 18 t h r o u g h 21. 

A. Yes. 

Q. You p r o v i d e some c a l c u l a t i o n here as t o 

t h e p e r c e n t a g e o f PECO's c o s t s a t t r i b u t a b l e t o 

g e n e r a t i o n . W i t h r e s p e c t t o the s e t t l e m e n t , t h e 

j o i n t p e t i t i o n f o r s e t t l e m e n t , you p o s t u l a t e t h a t 31 

p e r c e n t o f t h e t o t a l c o s t o f 8.95 i s a t t r i b u t a b l e t o 

g e n e r a t i o n . 

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

Q. I n u s i n g t h a t 31 p e r c e n t , you've e x c l u d e d 

t h e component t h a t ' s known as t h e CTC? 

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

Q. I s i t your u n d e r s t a n d i n g t h a t t h e CTC i s 

th e c o l l e c t i o n o f s t r a n d e d g e n e r a t i o n c o s t s ? 

A. I t h i n k t h a t would g e n e r a l l y s t a t e my 

u n d e r s t a n d i n g . 

Q. I f we were t o put t h e --

A. W e l l , w a i t a min u t e . L e t me 

Stranded? No. Excuse me. I j u s t heard t h e 
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s t r a n d e d g e n e r a t i o n c o s t s . I don't know what makes 

up PECO's CTC. I don't know what i t has i n terms o f 

r e g u l a t o r y a s s e t s i n t h a t number. So I do n o t have 

any o p i n i o n how much o f t h a t number i s made up o f 

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

Q. So, i n p r e p a r i n g f o r y o u r t e s t i m o n y , you 

d i d n ' t r e v i e w t h e s t r a n d e d c o s t c l a i m as t o what t h e 

components are f o r g e n e r a t i o n , r e g u l a t o r y a s s e t s , 

n o n - u t i l i t y g e n e r a t i o n ? 

A. My t e s t i m o n y does n o t go t o s t r a n d e d 

c o s t s a t a l l . 

Q. I n p r e p a r a t i o n f o r y o u r t e s t i m o n y t o d a y , 

d i d you r e v i e w t h e E l e c t r i c G e n e r a t i o n Customer 

Choice and Compet i t i o n Act i n Penns y l v a n i a ? 

A. No . 

Q. So you wouldn't know whether t h e CTC i s 

p e r m i t t e d t o c o l l e c t s t r a n d e d g e n e r a t i o n , s t r a n d e d 

g e n e r a t i o n r e l a t e d r e g u l a t o r y a s s e t s , n o n - u t i l i t y 

g e n e r a t i o n a s s e t s and the l i k e ? 

A. My t e s t i m o n y goes t o market p r i c e s f o r 

r e a l power, n o t f o r something t h a t happened i n t h e 

pa s t . 

Q. W e l l , i n c a l c u l a t i n g t h e 7 0 p e r c e n t on 

L i n e 18, what c o s t s were you u s i n g t o a r r i v e a t t h e 

c o n c l u s i o n t h a t 70 p e r c e n t o f PECO's c o s t s are 
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a t t r i b u t e d t o g e n e r a t i o n ? 

A. They were numbers i n t h e annua l r e p o r t . 

They were t a k e n out of the annual r e p o r t . 

Q. And would those numbers i n t h e annual 

r e p o r t i n c l u d e c o s t s which are now be i n g 

c h a r a c t e r i z e d as s t r a n d e d c o s t s , i n your judgment? 

A. I have no i d e a . I assume t h a t t h e r e may 

be some, b u t I don't have any i d e a . 

Q. I n L i n e 2 0 you s t a r t w i t h t h e 2.8 c e n t s . 

I s t h a t t h e number t h a t you t o o k from t h e j o i n t 

p e t i t i o n f o r s e t t l e m e n t f o r January o f 1999 as t h e 

energy and c a p a c i t y cap? 

A. Yes, t h a t ' s what t h a t number i s . yes. 

Q. Would you agree w i t h me t h a t i f you t a k e 

t h e 2.8-cent number i n your t e s t i m o n y and add t h e 

CTC component f o r t h a t same year, which i s 3.04 

c e n t s , t h a t i f you t h e n t a k e t he sum o f thos e two 

numbers as a per c e n t a g e o f 8.95 ce n t s you come up 

w i t h a number i n the range o f 65 p e r c e n t ? 

A. As a m a t h e m a t i c a l - - I c a n ' t do t h o s e 

numbers i n my head. 

W i l l you accept t h a t s u b j e c t t o check? 

Sure. So the number r e p r e s e n t s what? 

The t o t a l o f t h e energy and c a p a c i t y cap 

p l u s t h e CTC as a per c e n t a g e of t h e t o t a l b i l l cap. 
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1 A. W e l l , t h a t s t i l l presumes t h a t t h e r e ' s a 

2 s i g n i f i c a n t p a r t o f g e n e r a t i n g a s s e t s i n - t h a t . 

3 Given t h a t caveat t h a t I don't know how much o f t h e 

4 g e n e r a t i n g a s s e t s are i n t h e CTC, as opposed t o 

5 o t h e r t y p e s o f a s s e t s , I w i l l agree t h a t you can 

6 p r o b a b l y add. 

7 Q. Even though I'm a l a w y e r ; r i g h t ? 

8 A. Even though you're a l a w y e r . 

9 MR. KLEPPINGER: W e l l , I a p p r e c i a t e your 

10 c o n f i d e n c e i n me. That's a l l I have f o r you, 

11 Ms. H u l l . 

12 JUDGE RAINEY: Let t h e r e c o r d r e f l e c t t h a t 

13 c o u n s e l i s p u t t i n g words i n t h e w i t n e s s ' s mouth. 

14 Please proceed, Mr. K l e p p i n g e r . 

15 MR. KLEPPINGER: I'm done. 

16 JUDGE RAINEY: Thank you, Mr. K l e p p i n g e r . 

17 Mr. Ryan. 

18 CROS S-EXAMINATION 

19 BY MR. RYAN: 

2 0 Q. Mr. K l e p p i n g e r t o o k away one o f t h e two 

21 areas t h a t I wanted t o cover, so w e ' l l g e t r i g h t t o 

22 t h e o n l y t h i n g t h a t remains. 

23 At t h e bottorn o f Page 8, c a r r y i n g over t o 

2 4 Page 9, you make s t a t e m e n t s t h a t you were asked a 

25 few q u e s t i o n s about e a r l i e r about t h e need f o r a 
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• 

1 f i v e t o 10 p e r c e n t minimum s a v i n g s t o spur consumers 

2 t o change. I s t h a t an a c c u r a t e c h a r a c t e r i z a t i o n ? 

3 A. Yes. 

4 Q. Now, would you agree t h a t t h e key may n o t 

5 r e a l l y be t h e perc e n t a g e r e d u c t i o n b u t t h e d o l l a r 

6 r e d u e t i o n t h a t a customer sees i f t h e y go t o an 

7 a l t e r n a t i v e s u p p l i e r ? 

8 A . I don't know t h a t a customer t h i n k s i n 

9 terms o f p e r c e n t a g e s . But yes, t h e d o l l a r , t h e 

10 p e r c e n t . Some w i l l t h i n k i n p e r c e n t a g e s . Some w i l l 

11 t h i n k i n d o l l a r s . 

12 Q. L e t ' s assume, f o r example, t h a t a 

13 customer t h i n k s t h e y ' r e g o i n g t o g e t a two- t o 

14 t h r e e - p e r c e n t s a v i n g s . I f t h a t customer i s a 

15 r e s i d e n t i a l customer w i t h , l e t ' s say, a 500 kWh 

16 consumption i n a month, t h a t may n o t mean much i n 

17 d o l l a r s . But i f i t ' s a s m a l l b u s i n e s s customer w i t h 

18 3,500 t o 4,000 kWh, 3,500 t o 4,000 kWh a month, t h a t 

19 m i ght spur consumer a c t i o n i n t h e form o f a change 

2 0 t o an a l t e r n a t i v e s u p p l i e r ? 

21 A. I t may be. What I say i n my t e s t i m o n y i s 

2 2 i t ' s g o i n g t o - - The customer i s g o i n g t o weigh t h e 

23 i n c o n v e n i e n c e , t h e u n c e r t a i n t y o f a new s u p p l i e r , 

24 and most i m p o r t a n t l y g i v i n g up i t s o p t i o n t o g e t an 

25 even b e t t e r d e a l i n t h e f u t u r e . So i t ' s g o i n g t o 
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weigh a l l o f those t h i n g s . As I say, I t h i n k 

p r o b a b l y you might g et a couple t h a t w i l l want t o do 

t h a t . So, yes. 

Q. T h i s whole area, you s a i d e a r l i e r , was 

based on your e x p e r i e n c e as a consumer. Your 

e x p e r i e n c e as a consumer, I t a k e i t , i s as a 

r e s i d e n t i a l consumer on t h e more modest l e v e l s o f 

consumption, perhaps, t h a n maybe a b u s i n e s s 

consumer. I s t h a t c o r r e c t ? 

A. W e l l , I'm a l s o a b u s i n e s s consumer now, 

and I'm p a y i n g a l o t o f a t t e n t i o n t o t h i s . 

Q. Very r e c e n t l y . Would two o r t h r e e 

p e r c e n t be enough t o make you s w i t c h ? 

A. I t depends on what I ' d have t o g i v e up t o 

get t h a t . 

MR. RYAN: That's a l l I have. 

JUDGE RAINEY: Thank you, Mr. Ryan. 

Any f u r t h e r c r o s s -examinat ion? 

Yes, Mr. Steinmet z. 

CROSS-EXAMINATION 

BY MR. STEINMETZ: 

Q. Good a f t e r n o o n , Ms. H u l l . My name i s 

Steve S t e i n m e t z . I'm here on b e h a l f o f t h e 

Pe n n s y l v a n i a O f f i c e of Consumer Advocate 

few b r i e f q u e s t i o n s f o r you. 
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1 Would i t be a f a i r c h a r a c t e r i z a t i o n o f y o u r 

2 t e s t i m o n y t o say t h a t you would l i k e t o see a 

3 g e n e r a t i o n c r e d i t a g a i n s t which customers c o u l d shop 

4 s e t a t a l e v e l so t h a t a l t e r n a t i v e s u p p l i e r s would 

5 have an o p p o r t u n i t y t o p r o v i d e s a v i n g s t o 

6 r a t e p a y e r s ? 

7 A. Yes. 

8 Q . I b e l i e v e , as you've t e s t i f i e d 

9 p r e v i o u s l y , t h a t you b e l i e v e i n a l l l i k e l i h o o d 

10 customers would need a p p r o x i m a t e l y a f i v e - t o 10-

11 p e r c e n t area i n t h e r e i n which t o e n t i c e them t o 

12 shop and s w i t c h s u p p l i e r s . I s t h a t c o r r e c t ? 

13 A. That's my e x p e c t a t i o n . 

14 Q. You are a PECC w i t n e s s , so you would 

15 s u p p o r t t h e g e n e r a t i o n c r e d i t s i n Mr. M i t n i c k ' s 

16 SAM-7, 7A and 8 e x h i b i t s . 

17 A. Yes. 

18 Q. The market p r i c e s you recommend f o r 

19 i n c l u s i o n as a g e n e r a t i o n c r e d i t p r o v i d e , under your 

2 0 e s t i m a t i o n , f o r t h i s 10-percent s a v i n g s f o r 

21 customers? 

22 A. W e l l , t h e 10-percent s a v i n g s comes o f f o f 

23 t h e t o t a l c o s t . The g e n e r a t i o n i s o n l y about one-

24 t h i r d o f t h a t c o s t , so i t would have t o be o f f t h e 

25 t o t a l c o s t . 
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1 Q . I un d e r s t a n d . But w i t h i n t h e market 

2 g e n e r a t i o n c r e d i t s p r o v i d e d i n Mr. M i t n i c k ' s 

3 t e s t i m o n y , t h e r e would be t h a t room f o r s a v i n g s , i n 

4 your a p p r o x i m a t i o n ; i s t h a t c o r r e c t ? 

5 A. Yes, I b e l i e v e so. 

6 Q. Now, t h a t 10-percent s a v i n g s , i t ' s n o t 

7 n e c e s s a r i l y g u a r a n t e e d by t h e m a r k e t e r s ; c o r r e c t ? I 

8 mean people c o u l d be s a v i n g more t h a n 10 p e r c e n t o r 

9 l e s s t h a n 10 p e r c e n t ? 

10 A. The p o i n t o f g e t t i n g t h e g e n e r a t i o n cap 

11 s e t p r o p e r l y i s t h a t you get t h e c o m p e t i t o r s t o come 

12 i n . Perhaps n o t i n the f i r s t y e ar b u t w i t h i n a v e r y 

13 s h o r t t i m e t h e c o m p e t i t o r s w i l l be a b l e t o move i n 

14 t h a t number, so t h a t maybe not t h e f i r s t y e ar b u t 

15 t h e second o r t h i r d o r t h e f o u r t h year you'11 s t a r t 

16 t o see those s a v i n g s . 

17 Q. I f customers c o u l d o n l y r e c e i v e , say, a 

18 t w o - p e r c e n t s a v i n g s from shopping, most customers 

19 would p r o b a b l y j u s t remain w i t h t h e i r incumbent 

20 s u p p l i e r ? 

21 A. That i s my e x p e c t a t i o n . I have no i d e a 

22 how much customer l o y a l t y PECO has g e n e r a t e d . 

23 MR. STEINMETZ: That's a l l I have. Your 

24 Honor. 

25 JUDGE RAINEY: Thank you, Mr. S t e i n m e t z . 
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Any o t h e r c r o s s - e x a m i n a t i o n ? 

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

JUDGE RAINEY: R e d i r e c t , Mr. C l e a r f i e l d ? 

MR. SMITH: Your Honor, perhaps I s h o u l d move 

my e x h i b i t s i n t o evidence b e f o r e r e d i r e c t . 

JUDGE RAINEY: That would be f i n e . 

MR. SMITH: I , t h e r e f o r e , move t h e a d m i s s i o n 

o f PECO Cross-Examination E x h i b i t s 9 t h r o u g h 13. 

JUDGE RAINEY: Any o b j e c t i o n s ? 

MR. CLEARFIELD: No obj e c t i o n s , Your Honor. 

JUDGE RAINEY: H e a r i n g none, so a d m i t t e d . 

R e d i r e c t . 

MR. CLEARFIELD: A moment t o c o n f e r , o r would 

you p r e f e r --

JUDGE RAINEY: We'11 t a k e a couple m i n u t e s . 

(Pause.) 

JUDGE RAINEY: We're back on t h e r e c o r d . 

Mr. C l e a r f i e l d . 

REDIRECT EXAMINATION 

BY MR. CLEARFIELD: 

Q. Ms. H u l l , I have a few q u e s t i o n s . F i r s t , 

s t a r t i n g w i t h t h e l a s t p a r t o f t h e c r o s s - e x a m i n a t i o n 

of Mr. St e i n m e t z , Mr. Steinmetz asked you some 

q u e s t i o n s about Mr. M i t n i c k ' s recommendation f o r a 

g e n e r a t i o n c r e d i t and whether t h a t c r e d i t , as you 
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1 u n d e r s t o o d i t , e x p l i c i t l y b u i l t i n an in c r e m e n t t o 

2 p r o v i d e a f i v e - t o 10-percent d i s c o u n t t o customers, 

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

4 c o u l d o f f e r t h a t d i s c o u n t . 

5 Have you had a chance t o r e f r e s h y o u r 

6 r e c o l l e c t i o n w i t h r e s p e c t t o Mr. M i t n i c k ' s 

7 recommendation w i t h r e s p e c t t o a g e n e r a t i o n c r e d i t 

8 f o r use f o r PECO i n t h i s r e s t r u c t u r i n g p r o c e e d i n g ? 

9 A. Yes, I have. 

10 Q. Does i t , i n f a c t , i n c l u d e a f i v e - t o 10-

11 p e r c e n t d i s c o u n t ? 

12 A. I n t h e f i r s t y e a r , h i s number i s 3.8, 

13 w h i c h i s t h e same numbers as I have. 

14 Q. You say t h e same numbers as you have. 

15 What do you mean by t h a t ? 

16 A. W e l l , t h e same d e l i v e r e d c o s t , t h e c o s t 

17 t o t h e s u p p l i e r . So t h e r e i s , i n f a c t , no head room 

18 i n t h e f i r s t y e ar i n my numbers o r i n Mr. M i t n i c k ' s 

19 numbers, a l t h o u g h f o r t h e f i r s t y e ar t h e r e i s i n 

20 Mr. Hieronymus's numbers a l i t t l e b i t o f head room. 

21 But even i n Mr. Hieronymus's numbers, from t h e n e x t 

22 y e a r f o r w a r d , t h e r e i s no head room. H i s numbers 

2 3 are h i g h e r t h a n t h e ECC, e l e c t r i c --

24 Q. Energy and c a p a c i t y c r e d i t . 

25 A. Energy and c a p a c i t y c r e d i t , r i g h t . So, 
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under t h e p r i c e caps t h a t are i n t h i s p r o p o s a l , 

t h e r e ' s no head room ever, o t h e r t h a n t h e f i r s t y e ar 

i n Mr. Hieronymus's numbers. 

Q. Mr. Ward asked you s e v e r a l q u e s t i o n s 

about documents t h a t you produced and, i n f a c t , 

moved those t h a t you r e l i e d on i n t o t h e r e c o r d . Why 

don't you have more documents t o s u p p o r t your 

recommendat ion? 

A. T h i s i s an i n d u s t r y t h a t i s n o t n o t e d f o r 

i t s t r a n s p a r e n c y o f p r i c i n g . These are t h e most 

c o n f i d e n t i a l , most p r o p r i e t a r y t y p e i n f o r m a t i o n o f 

a l l p a r t i c i p a n t s i n t h i s m a r k e t p l a c e . These 

documents s i m p l y don't e x i s t . 

What I know i s I have t h e b e n e f i t o f 

c o n f i d e n t i a l c o n v e r s a t i o n s w i t h people who 

p a r t i c i p a t e i n t h i s market, b o t h on t h e b u y i n g s i d e 

and on the s e l l i n g s i d e . So I have access t o 

i n f o r m a t i o n t h a t I p r o b a b l y s h o u l d n ' t have. But, 

n o n e t h e l e s s , I don't have documents. 

MR. CLEARFIELD: That's a l l t h e q u e s t i o n s I 

have. Thank you. 

JUDGE RAINEY: Any r e c r o s s on t h e r e d i r e c t ? 

MR. SMITH: No. 

JUDGE RAINEY: Thank you, Ms. H u l l 

s t a n d down. 
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1 Maybe t h i s might be a good t i m e f o r us t o 

2 t a k e a l u n c h break. 

3 Yes, Mr. Bonney. 

4 MR. BONNEY: Your Honor, Dr. Hieronymus was 

5 asked t o accept c e r t a i n f i g u r e s subj e c t t o check. 

6 He has s i n c e had an o p p o r t u n i t y t o check thos e 

7 f i g u r e s and has d e t e r m i n e d t h a t one o f them - - The 

8 h y p o t h e t i c a l 100 - k i l o w a t t -hour customer, t h e p r i c e 

9 t h a t he was asked t o accept s u b j e c t t o check was 

10 2.49 c e n t s . He has c a l c u l a t e d t h a t t o be 2.66 

11 c e n t s . 

12 We can e i t h e r p ut him back on t h e s t a n d t o 

13 d e s c r i b e t h a t o r s t i p u l a t e t h a t ' s t h e c o r r e c t 

14 number. 

15 JUDGE RAINEY: What i s t h e p a r t i e s 7 d e s i r e 

16 w i t h r e g a r d t o e i t h e r p u t t i n g Dr. Hieronymus back on 

17 t h e s t a n d o r s t i p u l a t i n g t o t h e c o r r e c t e d number? 

18 MR. DOLL: Could I take a l o o k a t those 

19 numbers and j u s t 

20 JUDGE RAINEY: L e t ' s do t h a t over l u n c h t i m e . 

21 Maybe we can do t h a t by s t i p u l a t i o n . That might be 

22 t h e b e s t way t o do t h a t . 

23 L e t ' s reconvene a t 2 o ' c l o c k . 

2 4 (Luncheon recess t a k e n 12 : 55 p.m.) 

2 5 (H e a r i n g reconvened a t 2:05 p.m.) 
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1 JUDGE RAINEY: P r i o r t o t a k i n g t e s t i m o n y f r o m 

2 Mr. M i t n i c k , t h e r e are some m a t t e r s t h a t we need t o 

3 address w i t h r e s p e c t t o t e s t i m o n y t h a t was t a k e n 

4 p r i o r t o t h e l u n c h break. 

5 Mr. D o l l . 

6 MR. DOLL: Yes, Your Honor. Over t h e l u n c h 

7 break I had an o p p o r t u n i t y t o c o n f e r w i t h 

8 Mr. Bonney and w i t h Dr. Hieronymus. Dr. Hieronymus 

9 had r u n t h e numbers, and we w i l l agree t h a t t h e 

10 number t h a t I p r e s e n t e d i n t o t h e r e c o r d was 

11 i n c o r r e c t f o r t h e second example, and t h a t number 

12 s h o u l d have been 2.66 c e n t s . I t doe.sn't change t h e 

13 c o n c l u s i o n , b u t we want t o make sure t h a t t h e 

14 numbers are c o r r e c t . 

15 JUDGE RAINEY: Thank you, Mr. D o l l . 

16 Any o t h e r housekeeping m a t t e r s p r i o r t o 

17 t a k i n g t h e t e s t i m o n y o f Mr. M i t n i c k ? 

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

19 JUDGE RAINEY: I f n o t , I would l i k e t o c a l l 

20 Mr. M i t n i c k t o t h e s t a n d . 

21 MR. CLEARFIELD: Thank you, Your Honor. Your 

22 Honor, w h i l e Mr. M i t n i c k i s g e t t i n g s i t u a t e d , I 

2 3 propose t o proceed as f o l l o w s . I w i l l a u t h e n t i c a t e 

24 t h e t e s t i m o n y t h a t was s u b m i t t e d by Mr. M i t n i c k 

25 e a r l i e r , t h e su p p l e m e n t a l t e s t i m o n y t h a t ' s been 
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1 d i s t r i b u t e d t o a l l p a r t i e s . 

2 Then we propose t o submit l i m i t e d s u r r e b u t t a l 

3 o r r e j o i n d e r t e s t imony o r a l l y t h i s a f t e r n o o n , 

4 c o n s i s t e n t w i t h c e r t a i n e x h i b i t s t h a t have been 

5 d i s t r i b u t e d t o a l l t h e p a r t i e s y e s t e r d a y . The 

6 s u r r e b u t t a l o r r e j o i n d e r would respond t o t h e 

7 t e s t i m o n y t h a t was p r e s e n t e d by PECO w i t n e s s e s H i l l , 

8 Cohn, Warren, and Dr. Hieronymus and w i l l , I t h i n k , 

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

10 p r o c e e d i n g and g i v e us an o p p o r t u n i t y t o respond t o 

11 t h a t t e s t i m o n y . 

12 JUDGE RAINEY: Any o b j e c t i o n f r o m any o f t h e 

13 p a r t i e s w i t h r e g a r d t o t h e procedure j u s t s t a t e d by 

14 Mr. C l e a r f i e l d ? 

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

16 JUDGE RAINEY: I f n o t , l e t ' s p r o ceed. 

17 MR. CLEARFIELD: Thank you. Your Honor. 

18 JUDGE RAINEY: Would you s t a n d and r a i s e y our 

19 r i g h t hand, p l e a s e . 

20 STEVEN A. MITNICK, c a l l e d as a w i t n e s s , being 

21 duly sworn, was examined and t e s t i f i e d as follows: 

22 JUDGE RAINEY: Please be seated and g i v e y o u r 

2 3 f u l l name and address f o r t h e r e c o r d , p l e a s e . 

24 THE WITNESS: My name i s Steven, w i t h a V, A. 

25 f o r A l l e n , M i t n i c k , M-I-T-N-I-C-K. My b u s i n e s s 
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o 

1 a d d r e s s i s 15 3 0 W i l s o n B o u l e v a r d , A r l i n g t o n , 

2 V i r g i n i a 22209. 

3 JUDGE RAINEY: Thank y o u . 

4 P l e a s e p r o c e e d , Mr. C l e a r f i e l d . 

5 MR. CLEARFIELD: Thank y o u , You r Honor. I 

6 a s k t h a t a document e n t i t l e d S u p p l e m e n t a l T e s t i m o n y , 

7 S t e v e n A. M i t n i c k on B e h a l f o f P e n n s y l v a n i a E l e c t r i c 

8 C o m p e t i t i o n C o a l i t i o n , w h i c h has been p r e v i o u s l y 

9 m a r k e d as PECC S t a t e m e n t 1 , be so i d e n t i f i e d f o r t h e 

10 r e c o r d . 

1 1 JUDGE RAINEY: So i d e n t i f i e d f o r t h e r e c o r d . 

12 (PECC S t a t e m e n t 1 was p r o d u c e d and m a r k e d f o r 
i d e n t i f i c a t i o n . ) 

13 

14 MR. CLEARFIELD: You r Honor, t h i s document 

15 has been d i s t r i b u t e d t o a l l p a r t i e s , and c o p i e s a r e 

16 b e i n g p r o v i d e d t o t h e c o u r t r e p o r t e r . 

17 DIRECT EXAMINATION 

18 BY MR. CLEARFIELD: 

19 Q. Mr. M i t n i c k , do y o u have what we have 

20 m a r k e d f o r i d e n t i f i c a t i o n as PECC S t a t e m e n t 1 , w h i c h 

2 1 i s e n t i t l e d S u p p l e m e n t a l T e s t i m o n y , S t e v e n A. 

22 M i t n i c k on B e h a l f o f 

23 A. Yes, I do. 

24 Q. -- P e n n s y l v a n i a E l e c t r i c C o m p e t i t i o n 

25 C o a l i t i o n ? 

HOLBERT ASSOCIATES 
(717) 540-9669 



826 

• 

1 I s t h a t y our s u p p l e m e n t a l t e s t imony f o r 

2 p r e s e n t a t i o n i n t h i s proceeding? 

3 A. Yes. 

4 Q. Was i t p r e p a r e d by you o r under y o u r 

5 s u p e r v i s i o n and d i r e c t ion? 

6 A. Yes. 

7 Q. Do you have any c o r r e c t i o n s o r a d d i t i o n s 

8 you wi s h t o make a t t h i s time? 

9 A. W i t h t h e e x c e p t i o n o f s u b m i t t i n g t h e s e t 

10 o f t a b l e s , no, I do n o t . 

11 Q. I s t h a t PECC Statement 1 t r u e and c o r r e c t 

12 t o .the b e s t o f your i n f o r m a t i o n , knowledge, and 

13 b e l i e f ? 

14 A. Yes, as r e v i s e d i n t h e t a b l e s we 

15 d i s c u s s e d . 

16 Q. W e ' l l g e t t o t h a t . Mr. M i t n i c k , t h e 

17 t a b l e s you're r e f e r r i n g t o are t a b l e s t h a t w i l l 

18 accompany y o u r r e j o i n d e r o r s u r r e b u t t a l t e s t i m o n y 

19 t h a t you wi s h t o p r e s e n t a t t h i s time? 

20 A. Yes. 

21 MR. CLEARFIELD: L e t ' s t u r n t o t h a t a t t h i s 

22 p o i n t . Your Honor, and t h e n I w i l l -- W e l l , s t r i k e 

23 t h a t . 

24 Let me move i n t o evidence PECC Statement 1 so 

25 t h a t I don't f o r g e t t o do t h a t , and t h e n w e ' l l t u r n 
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1 t o t h e s u r r e b u t t a l o r r e j o i n d e r , i f Your Honor so 

2 p l e a s e s . 

3 JUDGE RAINEY: Yes. Any o b j e c t i o n s ? 

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

5 JUDGE RAINEY: H e a r i n g none, so a d m i t t e d . 

6 Let me j u s t ask you a t t h i s p o i n t , 

7 Mr. C l e a r f i e l d . D i d you move f o r t h e a d m i s s i o n i n t o 

8 evidence t h e sta t e m e n t o f Ms. H u l l and her e x h i b i t s ? 

9 MR. CLEARFIELD: I b e l i e v e we d i d , Your 

10 Honor/ p r i o r t o her c r o s s - e x a m i n a t i o n . 

11 JUDGE RAINEY: Very w e l l . Please proceed, 

12 Mr. C l e a r f i e l d . 

13 BY MR, CLEARFIELD: 

14 Q. Mr. M i t n i c k , t u r n i n g t o yo u r r e j o i n d e r , 

15 would you p l e a s e e x p l a i n t h e purpose o f t h e 

16 t e s t i m o n y you're g o i n g t o p r o v i d e today? 

17 A. Yes. On response t o my s u p p l e m e n t a l 

18 t e s t i m o n y , PECC 1, t h e r e were a number o f q u e s t i o n s 

19 and concerns and i s s u e s r a i s e d by v a r i o u s p a r t i e s . 

2 0 So what I've a t t e m p t e d t o do i n t h e s u r r e b u t t a l i n 

21 these t a b l e s i s , as s i m p l y and as t r a n s p a r e n t l y as I 

22 can t h i n k t o do, respond t o those q u e s t i o n s so t h a t 

23 we can see i n v e r y s i m p l e , comprehensible terms what 

24 we are d i s c u s s i n g h e re; and any elements o f 

25 d i s c u s s i o n can c e n t e r on these t a b l e s . 
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MR. CLEARFIELD: You r Honor, f o r t h e p u r p o s e s 

o f t h i s r e j o i n d e r , I w o u l d 1 i k e t o have m a r k e d f o r 

i d e n t i f i c a t i o n a s e r i e s o f s c h e d u l e s , t h e f i r s t o f 

w h i c h i s e n t i t l e d Summary, and i n t h e c o r n e r i t ' s 

l a b e l e d SAM-SRI. F o r t h e p u r p o s e s o f p r e s e n t a t i o n . 

Y o u r Honor, I w o u l d ask t h a t t h e y c o l l e c t i v e l y be 

i d e n t i f i e d as PECC E x h i b i t I A . 

JUDGE RAINEY: So marked f o r i d e n t i f i c a t i o n 

p u r p o s e s 

(PECC E x h i b i t I A was p r o d u c e d and m a r k e d f o r 
i d e n t i f i c a t i o n . ) 

JUDGE RAINEY: J u s t f o r c l a r i f i c a t i o n , 

Mr. C l e a r f i e l d , i s t h a t j u s t i n r e f e r e n c e t o t h e 

SAM-SRI p a c k e t , as compared t o SR2 and SR3, o r a r e 

yo u m a r k i n g them a l l as PECC E x h i b i t I A? 

MR. CLEARFIELD: I was p r o p o s i n g t o mark t h e 

pa c k a g e as E x h i b i t I A , and each o f them w o u l d be 

s c h e d u l e s w i t h i n t h a t e x h i b i t , i f t h a t ' s a c c e p t a b l e . 

JUDGE RAINEY: T h a t ' s f i n e . Thank y o u . 

BY MR. CLEARFIELD: 

Q. A r e t h e r e o t h e r i s s u e s t h a t y o u w i s h t o 

a d d r e s s i n y o u r r e j o i n d e r t e s t i m o n y t h a t go b e y o n d 

t h e s c h e d u l e s j u s t g e n e r a l l y w i t h r e s p e c t t o 

Dr. H i e r o n y m u s ' s t e s t i m o n y ? 

A. Yes, t h e r e a r e a c o u p l e o f q u e s t i o n s t h a t 
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1 I would l i k e t o address. Yes. 

2 Q. L e t ' s t u r n t o t h e schedules t h a t are 

3 l i s t e d as PECC E x h i b i t IA. Would you d e s c r i b e those 

4 schedules g e n e r a l l y , p l e a s e . 

5 A. The f i r s t p a c k e t , which i s e n t i t l e d w i t h 

6 a c o v e r sheet o f SAM-SRl--and y o u ' l l n o t e I have 

7 f o l l o w i n g i t as backup t a b l e s SR1A, two pages, SR1B, 

8 two more pages, and SR1C, two more pages — l a y s out 

9 as s i m p l y as I t h i n k I can t h e d i s c u s s i o n t h a t I had 

10 i n my s u p p l e m e n t a l t e s t i m o n y , and i n a way t h a t I 

11 t h i n k responds w e l l t o v a r i o u s q u e s t i o n s t h a t were 

12 d i s c u s s e d by o t h e r p a r t i e s , of t h e s u b s t a n t i a l over-

13 r e c o v e r y embedded w i t h i n t h e proposed s e t t l e m e n t o f 

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

15 So a l l t h a t we do i n SRI and t h e backup 

16 t a b l e s i s q u a n t i f y i n the most a c c e s s i b l e way 

17 p o s s i b l e t h a t under any range, any c r e d i b l e range o f 

18 s c e n a r i o s t h a t i n t h i s proposed s e t t l e m e n t t h e 

19 company would not r e c e i v e a s t r a n d e d c o s t r e c o v e r y 

20 o f $5,461 b i l l i o n as r e p r e s e n t e d i n t h e agreement 

21 and as d i s c u s s e d i n p u b l i c i t y about t h e agreement 

22 b u t an amount on t h e o r d e r o f $2 b i l l i o n i n excess 

23 of t h a t . 

24 That's a l l t h a t SRI does. I c o u l d b r i e f l y 

2 5 d e s c r i b e what i s on the summary page, and t h e backup 
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1 t a b l e s j u s t s u p p o r t i t . 

2 Q. Why don't you t r y t o do t h a t , and t r y t o 

3 be b r i e f . 

4 A. Very b r i e f l y , t h e r e are t h r e e columns 

5 and, e f f e c t i v e l y , f o u r rows i n t h i s summary t a b l e . 

6 The t h r e e columns are s i m p l y t h r e e d i f f e r e n t 

7 p o s s i b l e l e v e l s o f s a l e s o f e l e c t r i c i t y i n t h e PECO 

8 s e r v i c e area. 

9 On t h e no gr o w t h , you have a s i t u a t i o n where 

10 t h e r e ' s a b s o l u t e l y no g r o w t h i n s a l e s . To me, i t ' s 

11 n o t a c r e d i b l e p o s s i b i l i t y , b u t i t has been b r o u g h t 

12 up i n t h i s case. 

13 To t h e f a r r i g h t - h a n d column, we have a 

14 s i t u a t i o n u s i n g t h e l e v e l o f s a l e s t h a t are 

15 c o n t a i n e d i n a st a t e m e n t by the company t o t h e 

16 Commission j u s t f i v e months ago, i t s i n t e g r a t e d 

17 r e s o u r c e p l a n . 

18 We've added here, f o r c l a r i t y and t o show t h e 

19 s e n s i t i v i t y o f our r e s u l t s , a m i d d l e s c e n a r i o . 

20 That's something t h a t I d i d n ot p r e s e n t b e f o r e , b u t 

21 I have here. That shows a m i d d l e s c e n a r i o . I t uses 

2 2 l e v e l o f s a l e s t h a t are c o n t a i n e d i n sub m i s s i o n s by 

23 t h e company and PJM t o t h e F e d e r a l Energy R e g u l a t o r y 

2 4 commission. 

25 So t h r e e d i f f e r e n t s c e n a r i o s o f s a l e s , f o u r 
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1 d i f f e r e n t rows. 

2 The f i r s t row. Base Case, i s j u s t v e r y s i m p l y 

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

4 d i s c o u n t r a t e . We f i n d t h a t t h e l e v e l o f CTC monies 

5 t h a t would come i n t o t h e company add up t o on t h e 

6 o r d e r o f $6.3 b i l l i o n , a l r e a d y w e l l i n excess o f t h e 

7 5.461 number. 

8 Q. I s t h a t on a n e t p r e s e n t v a l u e b a s i s ? 

9 A. Yes. 

10 Q. Continue, p l e a s e . 

11 A. The second row s i m p l y shows t h e 

12 a d d i t i o n a l monies t h a t would come t h r o u g h t h e CTC t o 

13 t h e company because you would have s a l e s i n excess 

14 o f zero g r o w t h i n t h e m i d d l e column and i n t h e f a r 

15 r i g h t - h a n d column. These are new a d d i t i o n a l monies 

16 and pushes t h e t o t a l amount o f s t r a n d e d c o s t 

17 r e c o v e r y s t i l l h i g h e r above t he 5.461. 

18 The t h i r d row i s t h e v a l u e o f s e c u r i t i z a t i o n , 

19 and t h i s i s a l s o something s i m p l e r and i n response 

20 t o comments. Here we have, e f f e c t i v e l y , t a k e n t h e 

21 way t h a t PECO l o o k s a t t h e v a l u e o f s e c u r i t i z a t i o n , 

22 a c c e p t e d i t as i s . We've p u t a s i d e a l l t h e 

2 3 c o m p l e x i t i e s t h a t one c o u l d i n c o r p o r a t e i n t o such an 

2 4 a n a l y s i s and j u s t used t h a t . So, f o r s i m p l i c i t y so 

25 we don't have t o have a c o n t r o v e r s y about i t , t h a t ' s 
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1 what we have here, t he v a l u e o f s e c u r i t i z a t i o n under 

2 each o f t h e c a t e g o r i e s . 

3 On t h e f o u r t h row e n t i t l e d T & D , thes e are 

4 amounts t h a t are a d d i t i o n a l monies t h a t PECO would 

5 r e c e i v e i n excess o f t h e i r r e a s o n a b l e T & D c o s t s . 

6 That i s a l s o embedded i n t h e s e t t l e m e n t because 

7 t h e r e ' s a f i x e d cap on T & D. 

8 You add t h a t a l l t o g e t h e r , and i n e i t h e r o f 

9 t h e s c e n a r i o s from 7.7 b i l l i o n f o r t h e l e f t - h a n d 

10 c o r n e r t o 8.2 b i l l i o n , i n any case these are amounts 

11 t h a t are a p p r o x i m a t e l y o r i n excess o f $2 b i l l i o n i n 

12 excess o f t h e 5.461 t h a t ' s a d v e r t i s e d w i t h i n t h e 

13 agreement. 

14 Q. I s t h e r e a base case -- I s t h e r e a t a b l e 

15 w h i c h d e s c r i b e s i n more d e t a i l t h e base case t h a t 

16 you l i s t on your summary schedule? 

17 A. Yes. The backup t a b l e s j u s t p u t v e r y 

18 s i m p l y , s h o u l d be v e r y a c c e s s i b l e f o r a l l , t o t h i s 

19 summary t a b l e . 

20 So, f o r example, SR1A, t h a t f i r s t page 

21 s u p p o r t s t h a t base case NPV o f $6.3 b i l l i o n , i f you 

22 l o o k i n t h e l o w e r r i g h t - h a n d c o r n e r . That's where 

23 you see t h a t number. That f o o t s t o t h e f i r s t page. 

24 That's where we get t h a t number. 

25 Q. Be f o r e you go beyond t h a t , a t what p o i n t 
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1 a re these net p r e s e n t v a l u e s c a l c u l a t e d , from what 

2 p o i n t ? 

3 A. B a c k t o t h e d a t e o f January 1 s t , 19 9 9. 

4 Q. Why d i d n ' t you use September 1 s t , 1998 as 

5 suggested i n t h e t e s t i m o n y o f Mr. Cohn and I b e l i e v e 

6 Mr. H i l l ? 

7 A. F r a n k l y , t h a t would be c o m p l e t e l y 

8 u n s u p p o r t a b l e . I t v i o l a t e s t h e fundamental premise 

9 o f s t r a n d e d c o s t r e c o v e r y . The fun d a m e n t a l premise 

10 o f s t r a n d e d c o s t r e c o v e r y i s t h a t we've had a 

11 r e g u l a t o r y compact. 

12 The government d e c i d e d , t h e g o v e r n o r and t h e 

13 s t a t e l e g i s l a t u r e and people o f P e n n s y l v a n i a , have 

14 d e c i d e d t o move t o c o m p e t i t i o n . That change b e g i n s 

15 t o be phased i n on January 1 s t , 1999 under t h i s 

16 p r o p o s a l where some p o r t i o n , i n t h i r d s , o f t h e 

17 monopoly consumers o f PECO are p u t a t r i s k t o 

18 c h o i c e . 

19 The whole p o i n t o f s t r a n d e d c o s t r e c o v e r y i s 

20 t o p r o t e c t t h e s h a r e h o l d e r o f t h e u t i l i t y from t h e 

21 p o t e n t i a l f o r l o s t revenues from c o m p e t i t i o n . 

2 2 C o m p e t i t i o n s t a r t s January 1 s t , 1999. That's how 

23 you have t o l o o k a t the s t r a n d e d c o s t r e c o v e r y . 

24 Q. Do you want t o c o n t i n u e t o q u i c k l y 

25 d e s c r i b e t h e schedules? 
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1 A. Very q u i c k l y , on Page 2 o f SR1A, you'11 

2 see two o t h e r key numbers t h a t f o o t t o t h e summary 

3 page--at t h e bottom o f t h e page, the s e c u r i t i z a t i o n 

4 NPV o f 685 m i l l i o n , t o the r i g h t t h e excess T & D 

5 net p r e s e n t v a l u e o f 678 m i l l i o n , rounded. 

6 N o t a b l y , i n t h e s e c u r i t i z a t i o n we are now 

7 r e f l e c t i n g t h e PECO a n a l y s i s o f the v a l u e o f 

8 s e c u r i t i z a t i o n . I have p u t a s i d e a l l o f t h e 

9 c o m p l e x i t y and a l l o f t h e p o s s i b l e ways t h a t one 

10 c o u l d have l o o k e d a t t h e v a l u e o f s e c u r i t i z a t i o n . 

11 For s i m p l i c i t y and f o r t h e sake o f p u t t i n g a s i d e t h e 

12 c o n t r o v e r s y , I'm u s i n g t h e PECO approach. 

13 Q. E x a c t l y what l e v e l o f s a v i n g s , i f you 

14 w i l l , o r r a t e r e d u c t i o n are you i m p l i c i t l y i n c l u d i n g 

15 i n t h a t c a l c u l a t ion? 

16 A. For s i m p l i c i t y , i t ' s .3 c e n t s per 

17 k i l o w a t t hour. 

18 Q. Continue. Do you want t o e x p l a i n t h e 

19 n e x t column on t h e r i g h t ? 

20 A. Here we have f u r t h e r responded t o 

21 comments, and here we have p u t a gr o s s r e c e i p t s t a x 

2 2 a g a i n s t t h e excess T & D. That's a f u r t h e r 

23 c o n s e r v a t i s m i n f a v o r of t h e company. 

24 As an a d d i t i o n a l c o n s e r v a t i s m i n f a v o r o f t h e 

25 company, w h i l e we have our cap f o r f i v e y e a r s , a t 
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1 t h e end o f t h e f i v e y e a r s , f o r Years 6 t h r o u g h 10, 

2 we e s c a l a t e t h a t a t the per annum r a t e o f one and a 

3 h a l f p e r c e n t , a l l o w i n g f o r g r o w t h . Those are 

4 a d d i t i o n a l monies f o r t h e company. That's a n o t h e r 

5 way t h a t I've responded t o the comments. 

6 Going ahead on t o SR1B, t h i s whole s c e n a r i o 

7 i s new, as I s a i d . I n my o r i g i n a l s u p p l e m e n t a l 

8 t e s t imony, I j u s t had the zero s a l e s g r o w t h 

9 s c e n a r i o , which I do not b e l i e v e i s c r e d i b l e , b u t as 

10 a bo t torn end. And I had t h e i n t e g r a t e d r e s o u r c e 

11 p l a n n i n g s c e n a r i o f o r s a l e s f o r e c a s t g r o w t h , which I 

12 do b e l i e v e a re re a s o n a b l e numbers t o use. 

13 But i n response t o c r i t i c i s m about t h a t , I 

14 have p u t f o r t h an i n t e r m e d i a t e s c e n a r i o , and t h a t ' s 

15 what's d e s c r i b e d i n SR1B. 

16 Q. That's t h e e i g h t - t e n t h s o f one p e r c e n t 

17 demand growth? 

18 A. R i g h t , which r e f l e c t s t h e demand g r o w t h 

19 t h a t has been s u b m i t t e d under t h e FERC Form 714 by 

20 PJM and t h e PJM companies, i n c l u d i n g PECO. So I 

21 t h i n k t h a t ' s p r e t t y r e a s o n a b l e s i n c e t h e y ' v e 

22 s u b m i t t e d i t t o t h e FERC. 

23 Then SR1C i s t h e v e r y same f o r m a t . I t g i v e s 

24 you t h e base case. I t g i v e s you t h e e f f e c t o f 

25 g r o w t h i n s a l e s . That's what t h a t l o w e r r i g h t - h a n d 
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1 c o r n e r number i s a t 448 m i l l i o n . On t h e l a s t page, 

2 a g a i n , you have t h e s e c u r i t i z a t i o n v a l u e , i n t h i s 

3 case t h e 733 m i l l i o n , and t h e excess T & D v a l u e , 

4 t h e 723 m i l l i o n . 

5 S o a l l o f t h e s e numbers do n o t h i n g more t h a n 

6 s u p p o r t . I t s h o u l d be f a i r l y s t r a i g h t f o r w a r d t o 

7 see. 

8 Q. Mr. M i t n i c k , does your o v e r - c o l l e c t i o n 

9 a n a l y s i s t a k e i n t o account or i n c l u d e a 

10 q u a n t i f i c a t i o n o f t h e t a x e f f e c t , i f t h e r e i s any, 

11 o f t h e w r i t e - o f f o f $2 b i l l i o n i n s t r a n d e d 

12 i n v e s t m e n t ? 

13 A. No. 

14 Q. Does i t e x p l i c i t l y i n c l u d e t h e t a x 

15 e f f e c t s o f i n c r e a s e d i n t e r e s t expense as a r e s u l t o f 

16 s e c u r i t i z a t i o n ? 

17 A. No. 

18 Q. Does y o u r r e v i s e d c a l c u l a t i o n i n c l u d e an 

19 a l l o w a n c e f o r a r e t u r n on t h e unamort i zed p o r t i o n o f 

20 t h e s t r a n d e d i n v e s t m e n t as Mr. Cohn and Mr. H i l l 

21 have a l l e g e d s h o u l d be i n c l u d e d i n any c a l c u l a t i o n 

22 o f t h e r e c o v e r y by PECO of s t r a n d e d c o s t s ? 

23 A. D e f i n i t e l y n o t . 

24 Q. Why i s t h a t ? 

25 A. W e l l , f o r a number o f reasons t h a t I hope 
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1 s h o u l d be f a i r l y c l e a r - c u t . 

2 Jeez, I guess I would s t a r t f i r s t o f f w i t h 

3 t h e agreement, as I read i t and u s i n g common sense, 

4 says t h a t t h e s t r a n d e d c o s t r e c o v e r y i s $5,461 

5 b i l l i o n . The company's p r e s s r e l e a s e h i g h l i g h t s 

6 t h a t v e r y same number, and a l l o f t h e p u b l i c i t y and 

7 t h e d i s c u s s i o n o f t h e $2 b i l l i o n w r i t e - o f f r e f e r s 

8 d i r e c t l y t o t h e number b e i n g $5,461 b i l l i o n . I mean 

9 i f i t ' s r e a l l y n ot $5,461 b i l l i o n b ut some g r e a t e r 

10 amount because o f t h e r e t u r n on, t h a t ' s q u i t e 

11 c o n f u s i n g , t o say t h e l e a s t . 

12 Second o f a l l , f o r me i t would be a g r o s s 

13 v i o l a t i o n o f t h e p r i n c i p l e t h a t ' s b e i n g a p p l i e d 

14 n a t i o n a l l y on s t r a n d e d c o s t r e c o v e r y . What we have, 

15 a g a i n , i s where government has d e c i d e d as a p u b l i c 

16 p o l i c y t h a t a c o m p e t i t i v e regime f o r t h e e l e c t r i c 

17 i n d u s t r y i s p r e f e r a b l e t o a r e g u l a t o r y regime. 

18 So i t comes t o a p o i n t i n t i m e ; and i t says, 

19 i n e f f e c t , t o the u t i l i t y s h a r e h o l d e r . We w i l l make 

20 you whole o r whole t o a p a r t o r however t h e p o l i c y 

21 d e c i s i o n i s , and t h e n f r o m t h a t p o i n t on we move 

22 i n t o a c o m p e t i t i v e f u t u r e . 

23 So what you do i s you l o o k a t t h e d i f f e r e n c e 

2 4 between t he market v a l u e o f the a s s e t s -- PECO has 

25 done t h a t , and t h e i r c o n s u l t a n t s have done these 
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1 s t u d i e s . You l o o k a t t h e market v a l u e o f t h e 

2 a s s e t s . You compare t h a t t o t h e n e t book v a l u e o f 

3 t h e a s s e t s . And the d i f f e r e n c e i s a r g u a b l y t h e 

4 range o f s t r a n d e d c o s t r e c o v e r y . 

5 I t doesn't have a n y t h i n g t o do w i t h r e t u r n 

6 on. I was s u r p r i s e d t o see t h a t d i s c u s s i o n i n t h o s e 

7 p a r t i e s ' t e s t i m o n y . 

8 Q. Does your c a l c u l a t i o n o f o v e r - r e c o v e r y 

9 i n c l u d e any o f f s e t s f o r t h e q u a n t i f i c a t i o n , as PECO 

10 has r e p r e s e n t e d i t , f o r program c o s t s a s s o c i a t e d 

11 w i t h , f o r example, c e r t a i n r a t e c oncessions f o r LILR 

12 and o t h e r l a r g e i n d u s t r i a l customer loads? F i r s t 

13 b e f o r e you answer - - Go ahead. Answer t h a t one. 

14 A. Can you r e p e a t the q u e s t i o n ? 

15 Q- Let me ask a p r e c u r s o r q u e s t i o n . I n your 

16 o r i g i n a l t e s t i m o n y and here today, do you have a 

17 p o s i t i o n as t o whether t h e p r o v i s i o n s o f the 

18 s e t t l e m e n t t h a t d e a l w i t h l a r g e i n d u s t r i a l customer 

19 r a t e schedules LILR and EER s h o u l d c o n t i n u e as t h e 

2 0 p a r t i a l s e t t l e m e n t proposes them? 

21 A. Yes. I need t o say t h a t c e r t a i n l y t h i s 

2 2 i s a p o l i c y d e c i s i o n on t h e p a r t o f t h e Commission. 

23 I don't want t o p r e j u d g e what t h e Commission would 

24 want t o do. 

25 I n my own o p i n i o n , I u n d e r s t a n d t h a t 
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1 p r a g m a t i c a l l y t h e r e are many p a r t i e s t o t h i s 

2 agreement. There are many good t h i n g s i n t h e PECO 

3 proposed s e t t l e m e n t agreement, i n c l u d i n g t h e s e 

4 p r o v i s i o n s f o r low income consumers, f o r t h e 

5 i n d u s t r i a l consumers. And I a p p r e c i a t e t h a t . 

6 F o r t u n a t e l y , as you w i l l see i n t h e o t h e r 

7 t a b l e s , t h e r e ' s enough d o l l a r s i m p l i e d i n t h e 

8 agreement so t h a t those two programs-- t h e i n d u s t r i a l 

9 program and t h e low income program--are e a s i l y 

10 i n c l u d a b l e w i t h i n my proposed Table A and my o v e r a l l 

11 p r o p o s a l . 

12 Q- Does your recommendation, y o u r o v e r a l l 

13 p r o p o s a l propose t h a t t h o s e agreements be adopted by 

14 t h e Commiss i o n o r cont i n u e d by t h e Commi s s i o n ? 

15 A. P e r s o n a l l y , yes, I would go w i t h t h a t . 

16 Q. Now, have you a t t e m p t e d t o o f f s e t t h e 

17 o v e r - r e c o v e r y t h a t you've c a l c u l a t e d w i t h any o f t h e 

18 v a l u e s q u a n t i f i e d by PECO a s s o c i a t e d w i t h t h o s e two 

19 programs t h a t you mentioned, t h e a d j u s t m e n t s f o r 

2 0 LILR, EER, o r t h e expansion of u n i v e r s a l s e r v i ce 

21 program? 

22 MR. KLEPPINGER: Your Honor, I must o b j e c t t o 

23 t h e form o f t h e q u e s t i o n . There are n o t a d j u s t m e n t s 

24 t o t h e LILR, EER, o r 4.6 c o n t r a c t s c o n t a i n e d i n t h e 

25 j o i n t p e t i t i o n f o r s e t t l e m e n t o r c o n c e s s i o n s , and 
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1 t h o s e are two words t h a t have been used i n th e s e 

2 q u e s t i o n s . 

3 BY MR. CLEARFIELD: 

4 Q. Are you f a m i l i a r w i t h t h e p r o v i s i o n s o f 

5 t h e s e t t l e m e n t t h a t d e a l w i t h LILR, EER, and Rule 

6 4.6? 

7 A. Yes. 

8 Q. Are you aware t h a t PECO i n i t s r e b u t t a l 

9 t e s t i m o n y has a t t e m p t e d t o q u a n t i f y t h e c o s t , i f you 

10 w i l l , t o PECO o f those p r o v i s i o n s over t h e l i f e o f 

11 t h e s e t t l e m e n t ? 

12 A. Yes. 

13 Q. Does your a n a l y s i s t h a t y ou're p r e s e n t i n g 

14 here t o d a y i n c l u d e an o f f s e t t o t h e o v e r - r e c o v e r y 

15 c o n c l u s i o n s t h a t you've made s p e c i f i c a l l y t o account 

16 f o r these q u a n t i f i c a t i o n s t h a t PECO has p r e s e n t e d i n 

17 i t s r e b u t t a l t e s t imony? 

18 A. I n t h i s way, Mr. C l e a r f i e l d . I f you 

19 q u i c k l y t u r n t o SAM-SR3, t h e summary t a b l e , w i t h o u t 

20 g o i n g i n t o i t s d e t a i l t o o much, l e t me b r i e f l y say 

21 t h a t i n these t h r e e s c e n a r i o s t h e o v e r - r e c o v e r y 

22 t h a t ' s e f f e c t i v e i n the proposed s e t t l e m e n t 

23 agreement i n the t h r e e s c e n a r i o s v a r i e s from, i f you 

24 l o o k a t t h e t o p o f t h e columns', 2 .2 b i l l i o n t o 2.8 

25 b i l l i o n , t h e exact same numbers as i n SRI. 
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1 Those monies can be u t i l i z e d , e f f e c t i v e l y , t o 

2 t a k e t h e g e n e r a t i o n c r e d i t and s e t i t a t a l e v e l i n 

3 w h i c h we w i l l have e n t r y and c o m p e t i t i o n . That 

4 meets a p r i m a r y g o a l o f t h e l e g i s l a t i o n . 

5 And a d d i t i o n a l monies are a v a i l a b l e f o r 

6 a d d i t i o n a l r a t e decreases t o consumers beyond t h e 

7 proposed s e t t l e m e n t agreement. So we go beyond t h a t 

8 w i t h a d d i t i o n a l monies, r a t e c u t s , t o t h e consumer. 

9 But t h e n e t - - And t h a t ' s what I want t o 

10 show you, i s the n e t . The n e t amounts a t t h e b o t t o m 

11 o f those columns, which v a r y f r o m 159 m i l l i o n t o 392 

12 m i l l i o n , we analyze and f e e l t h a t t h o s e numbers are 

13 s u f f i c i e n t t o s u p p o r t b o t h o f those programmatic 

14 changes t h a t are suggested, embedded i n t h e 

15 p r o p o s a l . 

16 So we f e e l t h a t you can meet t h e t r i p l e g o a l s 

17 o f t h e r e s t r u c t u r i n g , w hich i s t o promote and a l l o w 

18 c o m p e t i t i o n , t o make sure t h a t you have t h e f a i r 

19 s t r a n d e d c o s t r e c o v e r y f o r t h e company, t o p r o v i d e 

2 0 g u a r a n t e e d r a t e decreases u p - f r o n t t o t h e consumer, 

21 and s t i l l make sure t h a t those a d d i t i o n a l f a c t o r s 

22 w i t h i n t h e PECO s e t t l e m e n t are a b l e t o be funded. 

23 Q. L e t me j u s t ask you t h i s . Those amounts 

2 4 t h a t you j u s t mentioned which are on t h e Net l i n e , 

25 do t h e y r e p r e s e n t amounts over and above $5,461 
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1 b i l l i o n t h a t PECO would r e c o v e r even i f your 

2 r e a l l o c a t i o n o f o v e r - r e c o v e r y was adopted? 

3 A. Yes. That's a g r e a t way t o p u t t h a t . I f 

4 we d i d n ' t , f o r example, i n our p r o p o s a l i n c l u d e 

5 these two programs--the programs f o r t h e i n d u s t r i a l s 

6 and f o r t h e low income--and j u s t l e f t i t t h e r e and 

7 stopped, t h e n t h e r e would be some o v e r - r e c o v e r y by 

8 t h e company on t h e o r d e r o f 159 m i l 1 i o n i n a no 

9 g r o w t h s i t u a t i o n t o 392 m i l l i o n i n the IRP g r o w t h 

10 s i t u a t i o n . 

11 Q. Are t h e r e any o t h e r o f the programmatic 

12 or s e t t l e m e n t concessions t h a t were r a i s e d by PECO 

13 w i t n e s s e s as p o t e n t i a l o f f s e t s t o t h e a l l e g e d over-

14 r e c o v e r y on t h e CTC t h a t you b e l i e v e s h o u l d be 

15 c o n s i d e r e d by t h e Commission l e g i t i m a t e l y as o f f s e t s 

16 o r t h a t t h e company s h o u l d be a l l o w e d t o r e c o v e r i n 

17 some o v e r - r e c o v e r y o f CTC over t h e 5.461 m i l l i o n ? 

18 I'm t h i n k i n g here about t h e a l l e g a t i o n r e g a r d i n g t h e 

19 v a l u e o f e x t e n d i n g t h e t r a n s m i s s i o n and d i s t r i b u t i o n 

20 cap and t h e e a r l y r a t e r e d u c t i o n s i n September o f 

21 1998 . 

22 A. Oh, I see. Yes. 

23 MR. SMITH: Your Honor, I would o b j e c t t o --

2 4 That's two i n a row t h a t are r e a l l y , r e a l l y , r e a l l y 

25 l e a d i n g . I t ' s k i n d o f l i k e o b j e c t , b u t i f he wants 
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1 t o - - I know t h a t w i t h r e a s k i n g i t a t t h i s p o i n t i n 

2 t i m e he's j u s t g o i n g t o answer i n the same way. 

3 JUDGE RAINEY: I j u s t c a u t i o n c o u n s e l t o be 

4 c a r e f u l o f h i s p h r a s i n g . 

5 MR. CLEARFIELD: I a p o l o g i z e , Your Honor. I 

6 am t r y i n g , i n t h e i n t e r e s t o f e x p e d i t i n g t h i s , move 

7 i t a l o n g . 

8 BY MR. CLEARFIELD: 

9 Q. Do you remember t h e q u e s t i o n ? 

10 A. Yes. F i r s t o f f , i n t h e new t a b l e s t h a t I 

11 s u b m i t t e d i n t h e l a s t couple o f days, i n response, 

12 a g a i n , t o what o t h e r p a r t i e s have, s a i d , we do what 

13 t h e PECO proposed s e t t l e m e n t agreement does and 

14 s t a r t o f f t h e s i g n i f i c a n t r a t e decreases f o r t h e 

15 consumer n o t on January 1 s t , 1999, as I o r i g i n a l l y 

16 had, b u t on September 1 s t , 1998, as t h e PECO 

17 p r o p o s a l has. 

18 Q. You're t a l k i n g about t h e p a r t i a l 

19 s e t t l e m e n t when you say t h e PECO s e t t l e m e n t ? 

20 A. That's r i g h t . So t h a t ' s a match. 

21 H o p e f u l l y , we can t a k e t h a t o f f t h e t a b l e and n o t 

2 2 w o r r y about t h a t . The two p r o p o s a l s - - t h a t i s t h e 

23 proposed s e t t l e m e n t agreement and the p r o p o s a l 

2 4 here --match as f a r as s t a r t i n g t h e consumer 

25 d i s c o u n t s on September 1 s t , 1998. 
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1 Q. What about t h e quant i f i c a t i o n o f t h e 

2 a l l e g e d v a l u e o f e x t e n d i n g t h e t r a n s m i s s i o n and 

3 d i s t r i b u t i o n cap f o r two years? 

4 A. Yes. I must say t h a t PECO and some 

5 w i t n e s s e s make q u i t e a b i g t h i n g o f t h i s as a g r e a t 

6 v a l u e f o r the consumer, and t h a t does n o t seem 

7 s u p p o r t a b l e t o me. 

8 I n my p r a c t i c e and i n my company's p r a c t i c e , 

9 we're w o r k i n g w i t h u t i l i t i e s around t h e c o u n t r y . 

10 Around t h e c o u n t r y i n t h e T & D area, i n t h e 

11 t r a n s m i s s i o n and d i s t r i b u t i o n area, t h e r e i s 

12 s u b s t a n t i a l r e - e n g i n e e r i n g , c o s t c u t t i n g , and 

13 p r o d u c t i v i t y improvements t h a t are marked. I 

14 imagine t h a t PECO i s e n j o y i n g and w o r k i n g on these 

15 changes as w e l l . There's a number o f reasons why 

16 thes e o p p o r t u n i t i e s f o r improvements are p o s s i b l e , 

17 and u t i l i t i e s around the c o u n t r y are d o i n g t h e s e . 

18 So, t o me, the v a l u e o f PECO s a y i n g . Gee, 

19 we're g o i n g t o t a k e our c u r r e n t T & D r a t e , t h r e e 

2 0 p o i n t something c e n t s per k i l o w a t t hour, and j u s t 

21 c o n t i n u e t h a t out and not i n c r e a s e i t , t o me i t 

2 2 would be, W e l l , how much are you g o i n g t o decrease 

23 i t ? 

24 So, I do not a s c r i b e a v a l u e t o t h e company 

25 s a y i n g , We won't i n c r e a s e i t even f u r t h e r , i n t h e 
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1 l i g h t o f a l l t h i s c o s t c u t t i n g above t h e c u r r e n t 

2 l e v e l . 

3 MR. SMITH: Your Honor, I move t o s t r i k e t h e 

4 p o r t i o n o f t h a t answer t h a t d i r e c t l y d e a l s w i t h 

5 Mr. M i t n i c k ' s statement t h a t he imagines t h a t PECO 

6 Energy i s engaging i n c e r t a i n a c t i v i t i e s . W i t h o u t 

7 f o u n d a t i o n , a t l e a s t , t h a t i s , o b v i o u s l y , a guess 

8 and s p e c u l a t i o n and s h o u l d n o t be p a r t o f t h i s 

9 r e c o r d . I t ' s one sentence o ut o f t h a t f u l l answer. 

10 MR. CLEARFIELD: Your Honor, t h a t can be 

11 e x p l o r e d on c r o s s - e x a m i n a t i o n , and the w e i g h t t o 

12 which i t 

13 JUDGE RAINEY: Why don't you handle i t t h a t 

14 way, Mr. Smith. 

15 MR. SMITH: Thank you. Your Honor. 

16 BY MR. CLEARFIELD: 

17 Q. Mr. M i t n i c k , we l e f t t h e PECC E x h i b i t IA 

18 a t a p o i n t where we were g o i n g t o b e g i n d e s c r i b i n g 

19 t h e schedules t h a t s t a r t w i t h SAM-SR2. Would you 

20 p l e a s e , a g a i n , as b r i e f l y as you can, d e s c r i b e 

21 what's shown on SAM-SR2. 

22 A. Yes. I n SR2 t h e r e i s a summary page, 

23 a g a i n , and t h e n t h r e e backup pages. The reason f o r 

2 4 t h e r e b e i n g t h r e e backup pages, v e r y s i m p l y , i s 

2 5 because, as I've s a i d , I have t h r e e s c e n a r i o s about 
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f u t u r e s a l e s o f e i n t h e PECO s e r v i c e 

area . 

So, j u s t d o i n g t h e backups, t h e f i r s t backup 

i s f o r t h e IRP l e v e l o f s a l e s . That i s t h e l e v e l o f 

s a l e s t h a t PECO p r e d i c t e d i n i t s s u b m i s s i o n on May 

1st t o t h e Commission. 

I n SR2B we are us i n g t he s c e n a r i o based on 

t h e l e v e l o f s a l e s t h a t PECO f o r e c a s t e d and used i n 

i t s s u b m i s s i o n t o t h e F e d e r a l Energy R e g u l a t o r y 

Commission i n Form 714. 

I n SR2C we use t h e l e v e l o f s a l e s , w h i c h 

a g a i n I have d i f f i c u l t y t h i n k i n g t h a t i s c r e d i b l e , 

b u t t h e l e v e l o f s a l e s as i f t h e r e were no i n c r e a s e s 

i n s a l e s f o r t h e n e x t 10 ye a r s f r o m a l e v e l t h a t 

t h e y p r o j e c t . 

So t h a t ' s what thos e t h r e e backups do. 

Anyway, g o i n g t o t h e summary page, what we 

show, v e r y i m p o r t a n t l y , i s we have f o r each o f t h e 

yea r s t h e t o t a l cap. That i s t h e maximum r a t e t h a t 

consumers can pay f o r a l l o f t h e s e r v i c e s f o r 

e l e c t r i c s e r v i c e f o r PECO, and t h a t ' s i n t h e second 

column under the PECO proposed s e t t l e m e n t agreement, 

t h e proposed s e t t l e m e n t agreement. I t goes from 

8.95 t o 10.95 over t h e p e r i o d . 

You'11 see i n t h e f i r s t column PECO's c u r r e n t 
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1 r a t e s . So t h e r e ' s a r a t e r e d u c t i o n t h a t ' s i m p l i e d , 

2 o f course , and t h i s t a k e s d i r e c t l y f r o m t h e proposed 

3 s e t t l e m e n t agreement. 

4 Then t o t h e r i g h t w i t h i n t h e box, f o r each o f 

5 t h e t h r e e s c e n a r i o s I show our proposed t o t a l cap. 

6 That i s t h e maximum t h a t consumers w i l l pay i n each 

7 y e a r . N o t a b l y , those amounts under any o f t h e 

8 s c e n a r i o s are never h i g h e r t h a n t h e t o t a l amounts 

9 t h a t are i n t h e PECO p r o p o s a l . 

10 For example, t h i s r h e t o r i c about how, i n 

11 o r d e r t o do some t h i n g s on t h e gen. cap, we're g o i n g 

12 t o i n c r e a s e r a t e s f o r consumers, t h e t o t a l r a t e cap 

13 i s never h i g h e r and o f t e n lower t h a n i n t h e proposed 

14 s e t t l e m e n t agreement. That's what t h a t shows, and 

15 t h e d e t a i l i s on SR2A, B, and C. 

16 Q. Would you j u s t q u i c k l y , f o r t h e c l a r i t y 

17 o f t h e r e c o r d , examine t h e t o t a l r a t e cap f o r 2005 

18 t h a t y ou're p r o p o s i n g and compare t h a t t o PECO's. 

19 A. Okay. Yes. For example, i n 2 005, t a k e n 

20 f r o m t h e proposed s e t t l e m e n t agreement, PECO s t a t e s 

21 t h a t i f you use c u r r e n t r a t e s t h e maximum average 

2 2 r a t e would be 9.95 cent s p e r k i l o w a t t hour. That's 

23 i n t h e f i r s t column. 

2 4 The second column, under t h e proposed 

2 5 s e t t l e m e n t agreement, t h e r e would a c t u a l l y be t h e 
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1 same maximum r a t e . So, i n t h e year 2005, t h e r e 

2 would be no r e d u c t i o n , and t h a t ' s what's shown i n 

3 t h e t h i r d column, zero p e r c e n t . 

4 I n our box i n t h i s y e a r , a c t u a l l y we have 

5 t h a t our maximum l e v e l - - s o I see I must c o r r e c t what 

6 I s a i d j u s t a second ago--our maximum l e v e l i n t h e 

7 ye a r 2005 under t h e t h r e e s c e n a r i o s would be 10.15, 

8 o r two p e r c e n t above t h e 9.95. That's what t h a t 

9 i l l u s t r a t e s . That shows t h e t o t a l r a t e cap. A 

10 consumer w i l l n ot pay more t h a n t h a t i n any y e a r 

11 under t h e PECO proposed sett1ement agreement o r 

12 under t h i s one. 

13 Q. Does SR2A show the consumer c r e d i t s o r 

14 t h e proposed consumer c r e d i t s t h a t you b e l i e v e 

15 s h o u l d be implemented f o r PECO? 

16 A. Yes. J u s t as an example, i f you go t o 

17 SR2A, you see, i n e f f e c t , a r e p r o d u c t i o n w i t h some 

18 s m a l l changes t o Table A, the a l l - i m p o r t a n t Table A 

19 t h a t i s i n t h e proposed s e t t l e m e n t agreement. 

20 There we see, f o r example, t h e T & D , 

21 t r a n s m i s s i o n and d i s t r i b u t i o n r a t e s , t h e CTC, o r 

22 c o m p o s i t i o n t r a n s i t i o n charge, and, Mr. C l e a r f i e l d , 

23 i n Column 4 t h e consumer c r e d i t . I t ' s been c a l l e d 

24 v a r i o u s l y i n t h i s p r o c e e d i n g t h e g e n e r a t i o n cap, o r 

2 5 gen. cap, o r now i n t h e l a s t c ouple o f days t h e ECC. 
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1 I n any case, t h e consumer c r e d i t . The amount t h a t 

2 t h e consumer has t o u t i l i z e h i s consumer c h o i c e and 

3 t o l o o k around f o r t h e b e s t s u p p l i e r f o r t h a t 

4 consumer i s c o n t a i n e d i n t h a t column. 

5 So, f o r example, i n 1999 t h a t amount i s 3.80. 

6 That's t h e monies, i n e f f e c t , t h a t t h e consumer can 

7 use t o shop f o r t h e best s u p p l i e r , be i t PECO, t h e 

8 incumbent company, o r an a l t e r n a t i v e s u p p l i e r . 

9 Q. How does t h a t consumer c r e d i t g e n e r a l l y 

10 compare t o t h a t w hich you s u b m i t t e d i n y o u r 

11 s u p p l e m e n t a l t e s t i m o n y ? 

12 A. There are smal1 changes from y e a r t o 

13 y e a r , b u t t h e y ' r e g e n e r a l l y e x t r e m e l y c l o s e i n a l l 

14 t h e s c e n a r i o s . 

15 Let me add, t h e g o a l , o f course , o f t h e 

16 consumer c r e d i t -- I t o n l y has one g o a l o f t h e 

17 consumer c r e d i t . I t needs t o be a t a l e v e l i n which 

18 i t ' s p o s s i b l e f o r new companies o t h e r t h a n PECO t o 

19 l o o k a t t h e P h i l a d e l p h i a area and say, Yeah, we 

20 t h i n k we can come i n here and we t h i n k we can 

21 compete. 

22 Q. Can you e x p l a i n Column 5 t h a t ' s l a b e l e d 

2 3 PECO S e c u r i t i z a t i o n Savings? 

24 A. Yes. Th i s uses t h e v a l u e o f 

25 s e c u r i t i z a t i o n u s i n g t h e i m p l i e d approach o f PECO, 
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1 t h e .3 c e n t s per k i l o w a t t hour, and we p u t a g a i n s t 

2 i t t h e g r o s s r e c e i p t s t a x . That's why you see .29. 

3 Q. Would you e x p l a i n SAM-SR3 a t t h i s p o i n t ? 

4 A. SR3 s i m i l a r l y has a summary t a b l e w hich 

5 i s easy t o u n d e r s t a n d and backup t a b l e s . We've 

6 t a l k e d about SR3 a l i t t l e b i t . But, f o r s i m p l i c i t y , 

7 l e t me a g a i n note t h a t t h e t o p row, t h e s o - c a l l e d 

8 over- r e c o v e r y , i n t h e t h r e e s c e n a r i o s matches 

9 e x a c t l y t h e o v e r - r e c o v e r y amount, t h e bott o m row o f 

10 SRI. 

11 I n e f f e c t , we have l o o k e d i n SRI. We've 

12 s a i d , s t a r t i n g from t h e proposed s e t t l e m e n t 

13 agreement, i n Table A i n t h a t s e t t l e m e n t agreement, 

14 we f i n d i n those numbers t h a t PECO would r e c e i v e 

15 monies w e l l i n excess o f t h e $5,461 b i l l i o n . That's 

16 what we do i n SRI. 

17 Then i n SR3 we say, okay, i f t h a t ' s t h e case, 

18 be t h a t 2.2 b i l l i o n , be t h a t 2.8 b i l l i o n , how can 

19 we, as an o p p o r t u n i t y , u t i l i z e those monies t o t a k e 

20 t h i s proposed s e t t l e m e n t agreement, w h i c h has a l o t 

21 o f good f e a t u r e s , and improve i t so t h a t , i n 

22 p a r t i c u l a r , you can have c o m p e t i t i o n i n t h i s r e g i o n . 

23 And t h a t ' s what we do. 

24 So, i n e f f e c t , you t a k e these monies and use 

25 i t f o r a d j u s t i n g t h e g e n e r a t i o n c r e d i t , consumer 
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1 c r e d i t , whatever you want t o c a l l i t . We g i v e some 

2 a d d i t i o n a l r a t e d ecreases , and t h a t ' s what you have 

3 i n SR3. 

4 SR3A, two pages, and SR3B are backups. Those 

5 r e s u l t s f o o t t o t h e f i r s t page. 

6 Q. Thank you. What c o n c l u s i o n would you 

7 make as a r e s u l t o f t h i s r e v i s e d a n a l y s i s i n 

8 response t o t h e r e b u t t a l t e s t i m o n y o f t h e PECO 

9 w i t n e s s e s and o t h e r w i t n e s s e s i n t h e p r o c e e d i n g ? 

10 A. When I p u t f o r t h t h e s u p p l e m e n t a l 

11 t e s t imony, I made t h e suppos i t i o n - - And i t al m o s t 

12 perhaps t o some p a r t i e s must have seemed l i k e i t was 

13 t o o good t o be t r u e t h a t I was s t i l l a b l e t o p r o v i d e 

14 t h e f a i r r e c o v e r y t o t h e company, p r o v i d e t h e r a t e 

15 decreases f o r consumers, i n f a c t more r a t e decreases 

16 f o r consumers, and cap consumer r a t e s , and t u r n t h e 

17 g e n e r a t i o n c r e d i t i n t o a s i t u a t i o n i n which you had 

18 a c o m p e t i t i v e market. Perhaps t o some p a r t i e s i t 

19 seemed l i k e i t was t o o good t o be t r u e . 

2 0 Here i n thes e t a b l e s I backed down on some 

21 c a l c u l a t i o n s and methods t h a t m i ght have seemed t o o 

22 complex t h a t may be c o n t r o v e r s i a l . I ' v e adopted 

23 e v e r y t h i n g I c o u l d from t h e company's m e t h o d o l o g i e s . 

24 I show i n a c l e a r e r f a s h i o n t h a t , yes, we g e t 

25 s t r a n d e d c o s t r e c o v e r y o f $5,461 b i l l i o n . We g e t a 

HOLBERT ASSOCIATES 
(717) 540-9669 



852 

• 

• 

1 g e n e r a t i o n cap i n which you w i l l have companies 

2 coming i n , and PECO w i l l be here t o o . H o p e f u l l y , 

3 t h e y ' 1 1 a l l work as har d as p o s s i b l e t o m i n i m i z e 

4 p r i c e as much as p o s s i b l e and maximize s e r v i c e t o 

5 t h e consumer. And we g e t the r a t e decreases, t h e 

6 u p - f r o n t r a t e decreases and more i n t h i s p r o p o s a l 

7 r e l a t i v e t o t h e s e t t l e m e n t agreement. 

8 Q. Let me ask you a q u e s t i o n w i t h r e s p e c t t o 

9 t h e a l l e g a t i o n s t h a t Dr. Hieronymus made i n h i s 

10 t e s t i m o n y t h a t r e l a t e t o a t l e a s t one o f t h e 

11 a d j u s t m e n t s . I b e l i e v e Mr. H i l l may have made t h e 

12 same r e p r e s e n t a t i o n . 

13 Dr. Hieronymus suggested t h a t , t o t h e e x t e n t 

14 t h a t t r a n s m i s s i o n and d i s t r i b u t i o n c o s t s which t h e 

15 company has a l l o c a t e d t o those c a t e g o r i e s are 

16 d e t e r m i n e d t o be not a s s o c i a t e d w i t h t r a n s m i s s i o n 

17 and d i s t r i b u t i o n , t h a t t h o s e c o s t s s h o u l d be, 

18 n o n e t h e l e s s , c o n s i d e r e d t o be s t r a n d e d r a t h e r t h a n 

19 added t o t h e g e n e r a t i o n c r e d i t o r t a k e n care o f i n 

20 some o t h e r way and t h a t , t h e r e f o r e , i f you make t h a t 

21 r e a l l o c a t i o n i t would be a p p r o p r i a t e t o add t o o r 

2 2 i n c r e a s e t h e company's s t r a n d e d c o s t r e c o v e r y 

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

24 A. Sure. 

25 Q. I s Dr. Hieronymus r i g h t about h i s 
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1 c o n c l u s i o n about how one would t r e a t r e a l l o c a t e d 

2 t r a n s m i s s i o n and d i s t r i b u t i o n c o s t s ? 

3 A. No. I t h o u g h t t h a t concept was v e r y h a r d 

4 t o gr a s p . F i r s t o f a l l , Mr. R e i s i n g has i d e n t i f i e d 

5 a s i g n i f i c a n t p o r t i o n o f T & D. These are l a r g e l y 

6 o p e r a t i o n a l c o s t s . There may be some f i x e d c o s t s o r 

7 c a p i t a l c o s t s i n t h e r e , b u t t h e y ' r e l a r g e l y 

8 o p e r a t i o n a l c o s t s , c o s t s t h a t are a v o i d a b l e i n t h e 

9 f u t u r e . And he s a i d t h a t t h e y ' r e s t r a n d e d . 

10 When we t a l k about s t r a n d e d c o s t s , we're 

11 n o r m a l l y t a l k i n g about g e n e r a t i o n or o t h e r a s s e t s , 

12 f i x e d c o s t s t h a t have book v a l u e , f i x e d book v a l u e . 

13 And we need t o address t h a t need o f s h a r e h o l d e r s t o 

14 make them whole i n p a r t o r however t h e Commission 

15 d e c i d e s . 

16 So I had a l o t o f problem f o r t h a t i n one 

17 reason because, a t l e a s t i n l a r g e p a r t , t h e s e must 

18 be o p e r a t i o n a l c o s t s . They're not f i x e d c o s t s . 

19 Secondly, these c o s t s , i n l a r g e p a r t , a re 

20 p r o b a b l y s e l l i n g and r e t a i l c o s t s , n ot g e n e r a t i o n 

21 c o s t s . 

22 T h i r d l y , because these c o s t s are p a r t o f t h e 

23 overhead c o s t s o f t h e c u r r e n t r e g u l a t e d PECO e n t i t y , 

24 and we're about t o go i n t o a v e r y d i f f e r e n t w o r l d , 

25 and PECO w i l l be u n b u n d l i n g . Some o f these c o s t s 
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1 t h a t are w i t h i n t h e c u r r e n t PECO i n f r a s t r u c t u r e a re 

2 n o t s u p p o r t a b l e i n t h e c o m p e t i t i v e market. Some o f 

3 those c o s t s which are o p e r a t i o n a l , a v o i d a b l e c o s t s 

4 are j u s t n o t g o i n g t o be t h e r e . 

5 F o u r t h l y , i n my e x p e r i e n c e , when you l o o k a t 

6 s t r a n d e d c o s t s and you do s t r a n d e d c o s t a n a l y s i s o f 

7 g e n e r a t i o n , you put i n t h e r e overhead c o s t s , 

8 o p e r a t i o n s and maintenance c o s t s , b o t h f i x e d and 

9 v a r i a b l e , t h a t a re s u p p o r t a b l e i n t h e c o m p e t i t i v e 

10 market. To j u s t do a c l a s s c o s t o f s e r v i c e 

11 a l l o c a t i o n s t u d y and assume t h a t a l l o f t h e c o s t s i n 

12 t h e c u r r e n t PECO e n t i t y are g o i n g t o move t o 

13 g e n e r a t i o n and t h e n you've got t o cover t h o s e 

14 because those c o s t s w i l l be i n c u r r e d i n t o p e r p e t u i t y 

15 doesn't make sense t o me. 

16 Those are t h e problems I have w i t h t h a t 

17 concept. 

18 MR. CLEARFIELD: Thank you, Mr. M i t n i c k . 

19 That completes our s u r r e b u t t a l o r r e j o i n d e r , 

20 Your Honor. I would ask t h a t PECC E x h i b i t I A be 

21 moved i n t o t h e r e c o r d a t t h i s t i m e . 

22 JUDGE RAINEY: Any o b j e c t i o n s ? 

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

2 4 JUDGE RAINEY: H e a r i n g none, so a d m i t t e d . 

25 C r o s s - e x a m i n a t i o n . Mr. Mickens. 
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1 MR. MICKENS: Thank you, Your Honor. 

2 CROSS-EXAMINATION 

3 BY MR. MICKENS: 

4 Q. Good a f t e r n o o n , Mr. M i t n i c k . 

5 A. Good a f t e r n o o n . 

6 Q. My name i s Ken Mickens. I r e p r e s e n t t h e 

7 O f f i c e o f T r i a l S t a f f i n t h i s p r o c e e d i n g . 

8 My q u e s t i o n s w i l l come from your s t a t e m e n t 

9 PECC 1. I'm l o o k i n g a t Page 4 o f yo u r s t a t e m e n t . 

10 Here you i n d i c a t e t h a t you r e p r e s e n t members o f 

11 PECC, and t h e y are C o n e c t i v Energy, Enron, and New 

12 Energy V e n t u r e s ; i s t h a t c o r r e c t ? 

13 A. I ' m t e s t i f y i n g on t h e i r b e h a l f , yes. 

14 Q. You're r e p r e s e n t i n g them i n t h i s 

15 p r o c e e d i n g ? 

16 A. Yes. Okay. Yes. 

17 Q. Now, i f t h e p a r t i a l s e t t l e m e n t i s 

18 approved by t h i s Commission, t o your knowledge, w i l l 

19 C o n e c t i v , Enron, and New Energy Ve n t u r e s pursue 

20 customers i n the PECO s e r v i c e area? 

21 A. I'm not p r i v y t o what t h e y might d e c i d e 

22 as t h e i r s t r a t e g y . A l t h o u g h I ' d l i k e t o add t h a t I 

23 have t h i s p r i n c i p a l concern t h a t w i t h t h e proposed 

24 p a r t i a l s e t t l e m e n t agreement t h a t a l l o r v i r t u a l l y 

25 a l l companies l i k e NEV, C o n e c t i v , and Enron would 
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o 
1 pass over t h e S o u t h e a s t e r n P e n n s y l v a n i a market. 

2 Q. You b e l i e v e t h e r e ' s a p o s s i b i l i t y t h a t 

3 t h e y may n o t p a r t i c i p a t e i f t h e p a r t i a l s e t t l e m e n t 

4 were approved? 

5 A. E x t r e m e l y s t r o n g p o s s i b i l i t y . 

6 Q. Would you agree t h a t C o n e c t i v i s 

7 c u r r e n t l y p u b l i s h i n g a d v e r t i s e m e n t s i n t h e media i n 

8 t h e PECO s e r v i c e t e r r i t o r y s e e k i n g t o have customers 

9 choose them as t h e i r g e n e r a t o r i n t h e p i l o t program? 

10 Are you aware o f t h a t ? 

11 A. I wasn't, but I imagine i t ' s t h e case, 

12 yes. 

13 Q. Would t h a t s u r p r i s e you? 

14 A. Not a t a l l . I can come i n t o P h i l a d e l p h i a 

15 and see ads by GPU and a l l s o r t s o f companies. 

16 Q. So, s i n c e C o n e c t i v i s i n d i c a t i n g t h a t i t 

17 wants t o p a r t i c i p a t e i n t h e p i l o t program, l e t ' s say 

18 i t does p a r t i c i p a t e i n the p i l o t program, and l e t ' s 

19 say t h e Commission adopts t h e p a r t i a l s e t t l e m e n t . 

20 I n y o u r view, do you t h i n k C o n e c t i v , f o r example, 

21 would c o n t i n u e t o serve customers or t h e y would end 

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

2 3 program? 

24 A. L e t me p u t i t t h i s way. I t h i n k t h i s 

25 answers your q u e s t i o n w e l l . I f I was t h e s t r a t e g y 
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1 c o n s u l t a n t f o r C o n e c t i v on t h a t m a t t e r , which I am 

2 n o t , I would t e l l them i n a minute t o p u l l and l o o k 

3 f o r o t h e r r e g i o n s i n t h e c o u n t r y i n which t h e i r 

4 p o t e n t i a l f o r competing i s much f a i r e r . I c a n ' t be 

5 more b l u n t t h a n t h a t . 

6 Q. Let me ask you t h i s . Has Enron 

7 p a r t i c i p a t e d i n New Hampshire's e l e c t r i c 

8 r e s t r u c t u r i n g program, t o your knowledge ? 

9 A. I saw t h e i r commercial on TV, so I guess 

10 so. 

11 Q. You b e l i e v e t h a t t h e y have? 

12 A. Yes. 

13 Q. Would you agree w i t h me t h a t Enron has 

14 e n r o l l e d customers i n t h e New Hampshire program a t 

15 an energy r a t e t h a t i s lower than' t h e r a t e t h a t 

16 would r e s u l t from t h e PECO p a r t i a l s e t t l e m e n t , o r 

17 t h e p a r t i a l s e t t l e m e n t proposed i n t h i s p r o c e e d i n g ? 

18 A. Would you r e p e a t t h a t q u e s t i o n ? 

19 Q. Would you agree w i t h me t h a t Enron has 

20 e n r o l l e d customers i n t h e New Hampshire program a t 

21 an energy r a t e t h a t i s l o w e r t h a n t h a t w hich would 

22 r e s u l t f r o m t h e p a r t i a l s e t t l e m e n t i n t h i s 

23 p r o c e e d i n g ? 

24 A. I a c t u a l l y don't know any o f t h e d e t a i l s 

25 o f t h e i r p a r t i c i p a t i o n , n o t o n l y s a l e s and p r i c e s 
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1 b u t a l s o t h e i r c o s t s . 

2 Q. So you're n o t aware o f t h a t ? 

3 A. R i g h t . 

4 Q. Would you accept t h a t s u b j e c t t o check? 

5 A. That t h e y have e n r o l l e d customers a t 

6 p r i c e s below? 

7 Q. Yes. 

8 A. Sure. 

9 Q. Would you r e f e r t o Page 6 o f yo u r 

10 s t a t e m e n t , L i n e s 10 t h r o u g h 11. Now, you s t a t e 

11 t h e r e "Approval o f PECO's p r o p o s a l w i t h o u t 

12 m o d i f i c a t i o n w i l l d e s t r o y t h e promise o f c o m p e t i t i o n 

13 i n e l e c t r i c g e n e r a t i o n i n P e n n s y l v a n i a . " C o r r e c t ? 

14 A. Yes. T h i s s h o u l d mean S o u t h e a s t e r n 

15 P e n n s y l v a n i a . I can't say what w i l l o c c u r i n o t h e r 

16 s e r v i c e t e r r i t o r i e s . 

17 Q. I t ' s i n t e r e s t i n g t h a t you made t h a t 

18 m o d i f i c a t i o n , because I was g o i n g t o say t h a t ' s a 

19 f a i r l y s t r o n g s t a t e m e n t t o me. So you've m o d i f i e d 

20 t h a t t o S o u t h e a s t e r n Pennsylvania? 

21 A. Yes. The d i s c u s s i o n here o n l y concerns 

22 t h e PECO s e r v i c e t e r r i t o r y . 

23 Q. And are you f a m i l i a r w i t h r e s t r u c t u r i n g s 

24 o f o t h e r e l e c t r i c companies i n Penn s y l v a n i a ? 

25 A. Only t o the e x t e n t o f r e a d i n g t h e 
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1 n e w s l e t t e r s and web s i t e s and j o u r n a l s , n o t beyond 

2 t h a t . 

3 Q. So you're n ot aware o f the r a t e s t h a t 

4 have been proposed by, f o r example, Duquesne L i g h t 

5 Company o r PP&L a t t h i s p o i n t ? 

6 A. No, I'm n o t . 

7 Q. Now, are you aware o f whether your c l i e n t 

8 companies--Conectiv, Enron, New Energy V e n t u r e s - -

9 p l a n o r are c u r r e n t l y p a r t i c i p a t i n g i n p i l o t 

10 programs o r p l a n t o serve i n o t h e r e l e c t r i c company 

11 s e r v i c e t e r r i t o r i e s i n P e n n s y l v a n i a ; f o r example, 

12 Duquesne's s e r v i c e t e r r i t o r y o r PP&L o r West Penn? 

13 A. Mr. Micken ( s i c ) , I am a c t u a l l y n o t 

14 aware, and I don't know what t h e i r p l a n s would be i n 

15 t h a t r e g a r d . 

16 Q. Now, would you r e f e r t o Page 8 o f y o u r 

17 t e s t i m o n y , Mr. M i t n i c k . Do you have t h a t ? 

18 A. Yes, s i r . 

19 Q. Roughly L i n e s 7 t h r o u g h 22. Now, here 

20 you p u r p o r t t o i d e n t i f y t h e h i g h l i g h t s o f t h e 

21 p a r t i a l s e t t l e m e n t ; i s t h a t c o r r e c t ? 

22 A. Yes, s i r . 

23 Q. And over on Page 8 you c o n t i n u e y o u r 

24 d i s c u s s i o n a t L i n e s 11 t h r o u g h 13. 

25 JUDGE RAINEY: I'm s o r r y , Mr. Mickens. Are 
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1 you r e f e r r i n g t o Page 9? You were j u s t r e f e r r i n g t o 

2 Page 8. 

3 MR. MICKENS: I'm s o r r y . As a m a t t e r o f 

4 f a c t , I'm s t i l l on Page 8, s p e c i f i c a l l y L i n e s 11 

5 t h r o u g h 13 c o n c e r n i n g s e c u r i t i z a t i o n . 

6 A. Yes, s i r . 

7 BY MR. MICKENS: 

8 Q. Would you agree w i t h me t h a t PECO has n o t 

9 y e t sought t o s e c u r i t i z e $4 b i l l i o n i n s t r a n d e d 

10 c o s t s ? 

11 A. Yes. 

12 Q. F l i p over t o Page 9 o f your t e s t i m o n y , 

13 r o u g h l y L i n e s 14 t h r o u g h 16. Mr. M i t n i c k , what are 

14 t h e l e g a l impediments t h a t would need t o e x i s t i n 

15 o r d e r t o a l l o w PECO t o reduce t h e amount o f t h e 

16 r e d u c t i o n f r o m 10 t o seven p e r c e n t which you 

17 r e f e r r e d t o ? 

18 A. Yes, s i r . I don't have s p e c i a l knowledge 

19 on t h e s u b j e c t beyond what's i n t h e proposed 

20 s e t t l e m e n t agreement, Page 10, p a r t i c u l a r l y F o o t n o t e 

21 4, where PECO s t a t e s i t s l i m i t a t i o n s and p o t e n t i a l 

22 c o n s t r a i n t s . I don't have any o t h e r knowledge on 

23 t h e subj e c t . 

24 Q. And do you know what those impediments 

25 are? What would need t o e x i s t ? What c o n d i t i o n s 
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1 would need t o e x i s t i n o r d e r f o r t h e r e d u c t i o n t o go 

2 from 10 p e r c e n t t o seven p e r c e n t ? 

3 A. W e l l , n ot i n s p e c i a l d e t a i l , b u t i t i s 

4 l a i d out p r e t t y w e l l i n F o o t n o t e 4. There are 

5 c e r t a i n impediments t h a t PECO s t a t e s i f t h e y o c c u r 

6 would cause a r e f o r m i n g o f r a t e s and o t h e r 

7 impediments i n w hich PECO would t a k e t h e r i s k and 

8 wou l d n ' t r e f o r m Table A. 

9 Q. Those impediments concern appeals i n t h e 

10 c o u r t system; i s t h a t c o r r e c t ? 

11 A. I f you want, I c o u l d r e a d t h e -- Should 

12 I r e a d t h e f o o t n o t e ? 

13 Q. No. I'm t r y i n g t o f i n d out i f you know 

14 a t a l l e x a c t l y what those a r e . I f you d o n ' t , t h a t ' s 

15 f i n e . 

16 A. I've r e a l l y n o t s t u d i e d i t . 

17 Q. You a l s o i n d i c a t e here t h a t PECO may 

18 c u r r e n t l y b e l i e v e t h a t t h e l e g a l impediments 

19 c u r r e n t l y e x i s t . D i d you s t a t e t h a t i n y our 

20 t e s t i m o n y ? 

21 A. Yes, but t h a t ' s o n l y a -- Yes. I t ' s 

22 o n l y a r e s t a t e m e n t o f t h i s f o o t n o t e . I c o u l d have 

23 q u o t e d t h e f o o t n o t e . 

24 Q. You b e l i e v e t h a t the f o o t n o t e i n d i c a t e s 

25 t h a t PECO c u r r e n t l y b e l i e v e s t h a t those l e g a l 
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1 impediments e x i s t ? I s t h a t your t e s t i m o n y ? 

2 A. Yes. I t a k e t h e f o o t n o t e a t i t s word. 

3 Q. You're s a y i n g t h a t ' s what t h e f o o t n o t e 

4 says? 

5 A . I assume t h a t e v e r y t h i n g t h e y p r e s e n t e d 

6 here on Page 10 r e g a r d i n g those l e g a l impediments i s 

7 t r u e . I 've r e a l l y n ot s t u d i e d i t . 

8 Q. A l l r i g h t . Thank you. S t i l l on Page 9 

9 a t L i n e s 17 t h r o u g h 20, do you have t h a t ? 

10 A. Yes, s i r . 

11 Q. Would you agree w i t h me t h a t PECO cannot 

12 r a i s e i t s r a t e s above t h e C o m p e t i t i o n A c t ' s r a t e cap 

13 whether t h e p a r t i a l s e t t l e m e n t i s approved o r not? 

14 A. Could you r e p e a t t h e q u e s t i o n ? I want t o 

15 make sure I get i t r i g h t . 

16 Q. I ' d be happy t o . Would you agree w i t h me 

17 t h a t PECO cannot r a i s e i t s r a t e s above t h e 

18 C o m p e t i t i o n A c t ' s r a t e cap whether t h e p a r t i a l 

19 s e t t l e m e n t i s approved o r not? 

20 A. I r e a l l y don't know what i s t h e s c e n a r i o 

21 i n which t h i s agreement i s set a s i d e and t h e r e ' s no 

2 2 agreement t h a t t a k e s p l a c e or d e c i s i o n by t h e 

23 Commission i n l i e u o f i t . And I'm n o t a l a w y e r . 

24 I've not s t u d i e d t h e l e g a l a spects o f t h e a c t . 

25 Q. Okay. The C o m p e t i t i o n Act i s the law i n 
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1 P e n n s y l v a n i a . 

2 A. Yes. 

3 Q. So you do u n d e r s t a n d t h a t i f t h e r e i s a 

4 r e q u i r e m e n t i n t h e s t a t u t e a company i n P e n n s y l v a n i a 

5 cannot agree t o a s e t t l e m e n t which would o v e r r i d e 

6 what was i n the s t a t u t e ? 

7 MR. CLEARFIELD: Your Honor, I don't want t o 

8 o b j e c t , b u t t h i s r e a l l y c a l l s f o r a l e g a l 

9 c o n c l u s i o n . I'm concerned t h a t t h e r e c o r d m i g h t g et 

10 muddled. What does o r doesn't c o n t r o l , even i n t h i s 

11 c o n t e x t , i s r e a l l y g o i n g t o be a q u e s t i o n o f law. 

12 JUDGE RAINEY: I t h i n k t h e w i t n e s s may have 

13 a l r e a d y answered your q u e s t i o n when he s a i d he's not 

14 a la w y e r and he doesn't a p p r e c i a t e a l l t h e l e g a l 

15 i m p l i c a t i o n s a s s o c i a t e d w i t h t h e a c t . 

16 I f t h e r e ' s a n y t h i n g i n a d d i t i o n t o t h a t t h a t 

17 he can add t o t h e q u e s t i o n s , p l e a s e do so. 

18 A . I don't t h i n k so. I've c e r t a i n l y r e a d 

19 t h e a c t , b u t I've not done a l e g a l a n a l y s i s . 

20 MR. MICKENS: Your Honor, t h e q u e s t i o n was 

21 geared t o respond t o t h e s t a t e m e n t . C e r t a i n 

2 2 s t a t e m e n t s were made which a t l e a s t i n d i c a t e d t o me 

23 t h a t perhaps t h e w i t n e s s was n o t aware t h a t t h e r e 

2 4 were c e r t a i n l i m i t a t i o n s i n t h e c u r r e n t law, and 

25 t h a t ' s a l l t h e q u e s t i o n was designed t o e l i c i t . He 
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1 has a l r e a d y i n d i c a t e d t h a t he's not aware. I'm 

2 w i l l i n g t o accept t h a t and move on. 

3 JUDGE RAINEY: Thank you. 

4 BY MR. MICKENS: 

5 Q. Would you r e f e r t o Page 10 o f your 

6 t e s t i m o n y , Mr. M i t n i c k . 

7 A. Yes, s i r . 

8 Q. Roughly L i n e s 13 t h r o u g h 14. Here you 

9 r e f e r t o t h e p a r t i a l s e t t l e m e n t as p r e s e n t i n g a 

10 t a k e - i t - o r - l e a v e - i t p r o p o s i t i o n ; i s t h a t c o r r e c t ? 

11 A. Y e s , s i r . 

12 Q. Are you s a y i n g t h a t t h e r e ' s something 

13 u n u s u a l about t h i s p r o p o s i t i o n i n terms o f 

14 s e t t l e m e n t p r o p o s a l s i n Pennsylvania? 

15 A. I d i d n ' t say a n y t h i n g about i t b e i n g 

16 u s u a l o r u n u s u a l . I j u s t s t a t e d , w hich I t h i n k i s 

17 f a c t u a l , t h a t t h e r e are s t a t e m e n t s i n here t h a t a re 

18 v e r y s t r o n g about i t s t a k e - i t - o r - l e a v e - i t a s p e c t s . 

19 Q. You're n o t s a y i n g t h a t t h i s i s t h e f i r s t 

20 s e t t l e m e n t agreement i n P e n n s y l v a n i a t o i n c l u d e such 

21 language o r t h a t i t i s not somewhat common -- t h a t 

22 t h e language i s not somewhat common i n s e t t l e m e n t 

23 agreements f i l e d b e f o r e t h e Commission? Are you 

24 s a y i n g t h a t ? 

25 A. No. I haven't been f o l l o w i n g t h e o t h e r 
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1 agreements. 

2 Q. Okay. Thank you. Would you r e f e r t o 

3 Page 14 o f your t e s t i m o n y . Near t h e b o t t o m o f t h e 

4 page, L i n e s 20 t h r o u g h 22, you t a l k about t h e l a r g e 

5 c a p i t a l i n f u s i o n t h a t PECO w i l l r e c e i v e , and you 

6 i n d i c a t e t h a t i t w i l l r e s u l t i n a s i z a b l e r e d u c t i o n 

7 i n r i s k . Do you see t h a t ? 

8 A. Yes. Yes, s i r . 

9 Q. What k i n d o f r i s k are you r e f e r r i n g t o 

10 t h e r e ? 

11 A. W e l l , presumably, t h e v a l u e o f 

12 s e c u r i t i z a t i o n comes from t h e s e c u r i t i z e d bonds 

13 b e i n g much l e s s r i s k y t h a n t h e c u r r e n t debt 

14 s t r u c t u r e o f the company. 

15 Q. So you're r e f e r r i n g t o t h e o v e r a l l 

16 i n v e s t m e n t r i s k ? 

17 A. Yes. 

18 Q. J u s t a couple o f q u e s t i o n s , Mr. M i t n i c k , 

19 about t h e i n t e g r a t e d r e s o u r c e p l a n t h a t you r e f e r r e d 

20 t o . You r e f e r r e d t o some numbers t h a t you t o o k from 

21 t h e p l a n which had been s u b m i t t e d by PECO; i s t h a t 

22 c o r r e c t ? 

2 3 A. Yes, s i r . 

24 Q. Are you f a m i l i a r w i t h t h e Commission's 

2 5 r e q u i r e m e n t s as t o how a u t i l i t y must f i l e i t s 
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1 i n t e g r a t e d r e s o u r c e plan? 

2 A. I n g e n e r a l . I'm not f a m i l i a r w i t h a l l 

3 t h e d e t a i l s o f t h a t . 

4 Q. Would you agree w i t h me t h a t PECO f i l e s 

5 i t s e s t i m a t e d s a l e s i n t h e i n t e g r a t e d r e s o u r c e p l a n 

6 on an average, h i g h e r t h a n average, and l o w e r t h a n 

7 average b a s i s ? 

8 A. That comports w i t h what's i n t h a t 

9 document i n which t h e r e ' s a base case -- I t h i n k 

10 t h e cases are c a l l e d low, base, and h i g h . That's 

11 p r e t t y common i n i n t e g r a t e d r e s o u r c e p l a n n i n g 

12 f i l i n g s around t h e c o u n t r y . 

13 Q. Which b a s i s d i d you u t i l i z e f o r PECO's 

14 s a l e s numbers i n your e x h i b i t s and yo u r updates 

15 today? 

16 A. The base, t h e m i d d l e . 

17 Q. You used t h e middle? 

18 A. Sure. 

19 Q. I s t h a t i n d i c a t e d i n your f o o t n o t e s ? 

20 A. I f i t wasn't t r a n s p a r e n t somewhere, I 

21 a p o l o g i z e , b ut I t h i n k t h e base use i s on average. 

22 I n t h e IRP f i l i n g , i t ' s a r o u n d - - I hope I'm g e t t i n g 

23 t h i s r i g h t - - 1 . 1 4 p e r c e n t on average p e r annum g r o w t h 

24 i n energy, and we use t h e base case. The h i g h i s 

25 1.7 something. So t h a t would be a case t h a t would 
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1 be much h i g h e r t h a n t h e s e . 

2 Q. And t h e low would be lower? 

3 A. R i g h t . I t h i n k i t ' s around .7 something. 

4 I t ' s p r o b a b l y between .7, .8 p e r c e n t p e r annum, 

5 s u b j e c t t o check. I t ' s on t h a t o r d e r . 

6 Q. A l l r i g h t . 

7 . Q. But t h a t wasn't i n c l u d e d ? 

8 A. Oh, no. D e f i n i t e l y n o t . I'm u s i n g base. 

9 Q. R e f e r r i n g g e n e r a l l y t o Page 15 o f yo u r 

10 t e s t i m o n y , Mr. M i t n i c k , you t a l k about b a r r i e r s t o 

11 e n t r y i n c o n n e c t i o n w i t h your d i s c u s s i o n o f 

12 c o m p e t i t i o n ; r i g h t ? 

13 A. Yes. 

14 Q. And s p e c i f i c a l l y you t a l k about t h e r a t e s 

15 t h a t would be c r e a t e d by t h e p a r t i a l s e t t l e m e n t and 

16 how t h a t would c r e a t e a b a r r i e r t o e n t r y f o r 

17 c o m p e t i t o r s ; i s t h a t c o r r e c t ? 

18 A. Yes. 

19 Q. What t y p e o f p r i c i n g -- So we u n d e r s t a n d 

20 e x a c t l y what you mean when you say a b a r r i e r t o 

21 e n t r y , what t y p e o f p r i c i n g c r e a t e s a b a r r i e r t o 

22 e n t r y , i n your mind, i n your o p i n i o n ? 

2 3 A. Wei1, i n t h e proposed s e t t l e m e n t 

24 agreement where you have t h e gen. cap concept, you 

2 5 say e x p l i c i t l y t o PECO, PECO cannot ser v e a customer 
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1 above some v e r y low c e i l i n g . PECO's j u s t n o t even 

2 p e r m i t t e d t o go over t h a t , f o r example, i n t h e f i r s t 

3 year 2.8. So i t c o u l d p r i c e below t h a t , b u t i t 

4 d e f i n i t e l y c a n 't go above t h a t . 

5 W e l l , t h a t means I t h i n k Mr. Hieronymus 

6 r e f e r r e d t o t h i s as a t i g h t cap. That c o u l d end up 

7 b e i n g so t i g h t a cap t h a t e n t r a n t s c o u l d n ' t f e e l 

8 t h a t t h e y c o u l d compete w i t h PECO. I n f a c t , I t h i n k 

9 t h a t ' s q u i t e an e a s i l y f o r e c a s t a b l e r e s u l t . 

10 That's a l l t h a t i s . A l l t h a t means i s you 

11 can s e t t h e gen. cap so low I mean l e t ' s t a k e 

12 t h e extreme. L e t ' s say you set i t a t one cent per 

13 k i l o w a t t hour; and you s a i d , i n e f f e c t , PECO, you 

14 c a n ' t charge more t h a n one cent a k i l o w a t t hour t o 

15 consumers. I hope i t ' s o b v i o u s i n t h a t case, t h e n , 

16 t h e r e would be no compet i t i o n , no e n t r y . There 

17 would be no c o m p e t i t i o n , and t h e g o a l o f t h e a c t 

18 would be t h w a r t e d . That's a l l . 

19 Q. A l l r i g h t . What I'm t r y i n g t o f i n d o ut 

20 i s a more g e n e r a l d e f i n i t i o n t h a t you use i n o r d e r 

21 t o d e t e r m i n e when a r a t e i s t o o low. The concept o f 

22 v a r i a b l e c o s t s o r t h e company's a b i l i t y t o cover i t s 

23 v a r i a b l e c o s t s , does t h a t e n t e r i n t o y o u r 

24 d e t e r m i n a t i o n as t o whether a r a t e p r e s e n t s a 

25 b a r r i e r t o e n t r y f o r c o m p e t i t o r s ? 
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A. Yes. As I have done and as o t h e r 

w i t n e s s e s i n t h i s p r o c e e d i n g have done, t h e y have 

t r i e d t o f o r e c a s t t h e c o s t f o r power, and t h e y ' v e 

t r i e d t o compare i t t o t h e gen. cap. We've a l l 

t r i e d t o do t h a t . 

Mr. Micken ( s i c ) , i f I c o u l d j u s t p u t t h i s i n 

p e r s p e c t i v e j u s t v e r y b r i e f l y , none o f us have a 

c r y s t a l b a l l , whether we're u s i n g -- PECO had t h r e e 

c o n s u l t a n t s . I'm a c o n s u l t a n t . Ms. H u l l has her 

own f o r e c a s t . None of us have a c r y s t a l b a l l , so we 

can ' t say f o r c e r t a i n what market c l e a r i n g p r i c e s 

w i l l be. 

But t h e low e r t h a t gen. cap i s , by 

d e f i n i t i o n , t h e g r e a t e r t h e r i s k i s t h a t y o u ' l l 

f o r c e o ut and choke away c o m p e t i t i o n . 

Q. You would agree w i t h me t h a t under t h e 

p a r t i a l s e t t l e m e n t t h e market r a t e f o r 1999, f o r 

example, i s 2.8 c e n t s per k i l o w a t t hour; i s t h a t 

c o r r e c t ? 

A. Yes. 

Q. For t h a t year, as you s i t here now, a t 

what l e v e l would your c l i e n t s e n t e r t h e market? 

A. That's r i g h t . 

Q. J u s t i n terms o f t r y i n g t o g i v e me an 

i d e a o f what your t h i n k i n g i s about where t h e 
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1 b a r r i e r s t a r t s . 

2 A. I f I'm here f o r any purpose whatsoever, 

3 Mr. Micken ( s i c ) , i t ' s t o say --

4 Q. I f you would j u s t add an S t o t h e end o f 

5 t h a t , you would be f i n e on my name. 

6 A. Oh, I'm s o r r y , Mr. Mickens. Our names 

7 are so s i m i l a r . You can c a l l me t h e wrong name t o o . 

8 Mr. Mickens, what I'm s a y i n g i s , i f t h e r e ' s a 

9 s i n g l e purpose beyond any o t h e r f o r me t o be here 

10 and t o add any v a l u e t o t h i s p r o c e e d i n g , i t ' s t o say 

11 t h a t w i t h a gen. cap o f 2.8 t h e p r o b a b i l i t y t h a t 

12 t h e r e w i l l be no c o m p e t i t i v e e n t r y and t h a t PECO 

13 w i l l remain t h e m o n o p o l i s t s u p p l i e r w i t h o u t 

14 c o m p e t i t i o n i n t o p e r p e t u i t y , t h e p r o b a b i l i t y o f t h a t 

15 i s way t o o h i g h , t o o c l o s e t o 100 p e r c e n t , i n my 

16 e s t i m a t i o n . 

17 Q. What I'm t r y i n g t o f i n d o ut i s , Where 

18 does t h e b a r r i e r cease i n your mind? We're a t 2.8. 

19 That's t o o low, i n your view. W e l l , a t what p o i n t 

20 does i t s t o p b e i n g t o o low? Where i s i t ? Where i s 

21 t h e c u t o f f ? 

22 A. That's an e x c e l l e n t q u e s t i o n . 

23 Q. I want an answer t o i t b e f o r e tomorrow. 

24 A. W e l l , I can't s t a t e w i t h c e r t a i n t y what 

25 t h a t b a r r i e r i s , t h a t p o i n t a t which no c o m p e t i t i o n 
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1 and t h e n you h i t t h a t b a r r i e r and t h e n above 

2 c o m p e t i t i o n . I ca n ' t say w i t h c e r t a i n t y what t h a t 

3 i s , nor can any o f t h e c o n s u l t a n t s o f PECO. 

4 I have p u t f o r t h i n my proposa1 a l e v e 1 o f 

5 gen. cap t h a t I t h i n k f a i r l y s a f e l y p r o v i d e s t h a t we 

6 be a t t h a t p o i n t or enough above so t h a t t h e r e would 

7 be e n t r y . 

8 I n t h e l e v e l t h a t ' s i n my t a b l e s , I b e l i e v e 

9 t h a t we can have w i t h good c o n f i d e n c e t h a t t h e r e 

10 would be e n t r y , t h a t t h e r e would be v i g o r o u s 

11 c o m p e t i t i o n , 10, 20, 30 c o m p e t i t o r s . H o p e f u l l y 

12 t h e y ' r e a l l b a t t l i n g i t o u t . PECO i s t h e r e t o o . 

13 So what t h a t magic c u t o f f i s , I don't know, 

14 and none o f t h e c o n s u l t a n t s know. I t ' s a m a t t e r o f 

15 g e t t i n g t h a t balance i n which you're f a i r l y s a f e 

16 t h a t t h e g o a l o f the a c t w i l l be f u l f i l l e d . 

17 MR. SMITH: Your Honor, move t o s t r i k e t h e 

18 two p o r t i o n s o f t h a t answer i n which Mr. M i t n i c k 

19 p u r p o r t s t o say what t h e o t h e r c o n s u l t a n t s do and do 

2 0 n o t know. 

21 MR. CLEARFIELD: Your Honor, f i r s t , t h i s i s 

22 c r o s s - e x a m i n a t i o n by Mr. Mickens. Secondly, a g a i n , 

23 Mr. M i t n i c k was e x p r e s s i n g h i s o p i n i o n . I t was 

24 t a k e n i n t h a t c o n t e x t . He wasn't s t a t i n g as a f a c t 

25 whether t h e y d i d o r d i d n o t know i t , b u t i t was an 
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1 o p i n i o n . 

2 JUDGE RAINEY: I ' l l a l l o w t h e t e s t i m o n y . 

3 Please c o n t i n u e . 

4 MR. MICKENS: Thank you. Your Honor. 

5 BY MR. MICKENS: 

6 Q. M r . M i t n i c k , Page 16, L i n e s 4 t h r o u g h 15, 

7 you t a l k about how PECO i s a monopoly s u p p l i e r a t 

8 t h i s p o i n t and i f t h e r a t e s proposed i n t h e p a r t i a l 

9 s e t t l e m e n t are approved t h a t i t would a l l o w PECO an 

10 e i g h t - y e a r head s t a r t . You r e f e r t o t h e f a c t t h a t 

11 i n t h e t e l e p h o n e i n d u s t r y , l o n g d i s t a n c e , AT&T, i t ' s 

12 t a k e n 10 ye a r s f o r v i g o r o u s c o m p e t i t i o n t o come t o 

13 t h e f l o o r . I s t h a t what you s t a t e t h e r e ? 

14 A. That's g e n e r a l l y , yes. 

15 Q. Do you b e l i e v e t h a t PECO's customers 

16 t h i n k t h a t t h e y pay h i g h r a t e s ? 

17 A. I've n ot done a sur v e y . I 've l i v e d i n 

18 P h i l a d e l p h i a f o r a couple o f y e a r s . I imagine t h a t 

19 some customers f e e l t h e y pay h i g h r a t e s , and o t h e r s 

20 p r o b a b l y don't t h i n k about i t t h a t much. 

21 Q. That's what you t h i n k about P h i l a d e l p h i a ? 

22 I'm n o t t r y i n g t o be funny. 

23 A. Would you r e p e a t t h e q u e s t i o n ? I'm 

24 s o r r y . Please r e p e a t t h e q u e s t i o n . 

25 Q. I j u s t wanted t o know whether you t h i n k 
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1 t h e average P h i l a d e l p h i a PECO r a t e p a y e r b e l i e v e s h i s 

2 o r her r a t e s are h i g h . 

3 A. I don't know t h e answer t o t h a t . I 

4 haven't seen p o l l s o r su r v e y s . I know as a 

5 s p e c i a l i s t i n the e l e c t r i c i t y i n d u s t r y t h a t y o u r 

6 r a t e s , u n f o r t u n a t e l y , are r e l a t i v e l y h i g h compared 

7 t o o t h e r r e g i o n s i n t h e c o u n t r y , b u t I don't know 

8 what t h e average P h i l a d e l p h i a n t h i n k s . 

9 Q. You r e a l i z e t h a t PECO i s t h e h i g h - c o s t 

10 e l e c t r i c company i n Pennsylvania? You do r e a l i z e 

11 t h a t ? 

12 A. Even h i g h e r t h a n Duquesne? 

13 Q. Yes. 

14 A. I d i d n ' t . But, yes, I accept t h a t . 

15 MR. MICKENS: I b e l i e v e t h a t ' s a l l I have, 

16 Your Honor. 

17 JUDGE RAINEY: Thank you, Mr. Mickens. 

18 Mr. K l e p p i n g e r . 

19 MR. KLEPPINGER: Thank you. Your Honor. 

2 0 CROS S-EXAMINATION 

21 BY MR. KLEPPINGER: 

22 Q. Good a f t e r n o o n , Mr. M i t n i c k . 

2 3 A. Good a f t e r n o o n , Mr. K l e p p i n g e r . 

24 Q. J u s t q u i c k l y , t h e members o f t h e 

25 c o a l i t i o n , when you l i s t Enron, i s t h a t Enron t h e 
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1 p a r e n t o r Enron Power M a r k e t i n g t h a t ' s t h e p a r t y i n 

2 t h i s docket i n t h e group t h a t you r e p r e s e n t ? 

3 A . I don't t h i n k I know. 

4 Q. Because t h e r e ' s a n o t h e r Enron e n t i t y t h a t 

5 f i l e d a p e t i t i o n w i t h t h e Commission t h a t 

6 c o n s o l i d a t e d w i t h t h i s d o c k e t . I wondered i f you 

7 r e p r e s e n t them tod a y as w e l l , Enron Energy S e r v i c e s 

8 Power, I n c . 

9 MR. CLEARFIELD: For t h e r e c o r d , Your Honor, 

10 i t ' s Enron Power M a r k e t i n g , I n c . t h a t ' s 

11 p a r t i c i p a t i n g i n a p a r t i a l s e t t l e m e n t o f t h e case. 

12 The Enron p e t i t i o n t o which Mr. K l e p p i n g e r r e f e r r e d 

13 was f i l e d by a new s u p p l i e r c a l l e d Enron Energy 

14 S e r v i c e s Power, I n c . 

15 JUDGE RAINEY: Thank you f o r t h e 

16 c l a r i f i c a t i o n . 

17 MR. KLEPPINGER: On Page 4, L i n e 21, t h e 

18 Enron t h e r e s h o u l d read Enron Power Market i n g , I n c . 

19 I s t h a t f a i r ? 

20 JUDGE RAINEY: I s t h a t L i n e 21? 

21 MR. CLEARFIELD: Yes, Your Honor. That's 

2 2 c o r r e c t . 

23 BY MR. KLEPPINGER: 

24 Q. Now, t u r n i n g over t o Page 6 o f your 

25 t e s t i m o n y , Mr. M i t n i c k , t h e L i n e s 10 and 11 t h a t 
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1 Mr. Mickens a l r e a d y c a l l e d your a t t e n t i o n t o , when 

2 you menti o n PECO's p r o p o s a l t h e r e , are you r e f e r r i n g 

3 t h e r e t o t h e j o i n t p e t i t i o n f o r p a r t i a l s e t t l e m e n t ? 

4 A. R i g h t . T h i s j o i n t p e t i t i o n f o r p a r t i a l 

5 s e t t l e m e n t o f PECO Energy Company's proposed --

6 Yes . 

7 Q. Would your comment t h e r e be a l s o t r u e f o r 

8 PECO's o r i g i n a l p r o p o s a l i n t h i s p r o c e e d i n g t h a t was 

9 p r e s e n t e d A p r i l 1 s t , 1997? 

10 A. I have n o t s t u d i e d t h e o r i g i n a l p r o p o s a l 

11 except t o the e x t e n t t h a t I p r o b a b l y r e a d i t and 

12 a l s o saw summaries o f i t i n n e w s l e t t e r s and so 

13 f o r t h . So I've n o t done a comparison s i d e by s i d e 

14 o f t h e two i n any r e g a r d . 

15 Q. But, as I r e c a l l , you d i d n ' t submit p r e -

16 f i l e d t e s t i m o n y on the o r i g i n a l PECO p r o p o s a l on 

17 b e h a l f o f PECC o r Enron Power M a r k e t i n g , I n c . 

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

19 Q. Moving over t o Page 9 o f yo u r t e s t i m o n y , 

20 g e n e r a l l y L i n e s 17 t h r o u g h 23, when you i n d i c a t e 

21 t h a t PECO's r a t e s would r e v e r s e course i n 2001 and 

2 2 2 0 02 under t h e proposed s e t t l e m e n t , which elements 

23 o f PECO's r a t e s are you r e f e r r i n g t o t h a t would 

24 i n c r e a s e a t t h a t p o i n t i n time? 

2 5 A. We11, f o r example, Mr. K l e p p i n g e r , i f you 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

l o o k a t Page 8, Table A, o f t h e proposed s e t t l e m e n t 

agreement, s t a r t i n g i n January 2001 t h e t o t a l b i l l 

cap, i n s t e a d o f h a v i n g gone down from c u r r e n t r a t e s , 

t u r n s course and s t a r t s t o go up from 8.95 t o 9.475 

and t h e n t o 9.75 and then t o 9.95. So, d u r i n g t h a t 

p e r i o d o f 2000 t o 2003, t h e r e ' s a c t u a l l y a 

s i g n i f i c a n t i n c r e a s e . 

Q. My quest i o n went t o which element s d r i v e 

t h a t i n c r e a s e . I t ' s not T & D; c o r r e c t ? 

A. C o r r e c t . 

Q. And i t ' s o n l y t h e CTC i n one o f those 

t h r e e years? 

A. W e l l , t h e CTC i s h i g h e r d u r i n g t h o s e 

t h r e e y e a r s . But d u r i n g those t h r e e y e a r s , i t ' s 

h i g h e r a t a s t a b l e p o i n t , i f t h a t ' s what you mean. 

Q. C o r r e c t . 

A. Yes. 

Q. I'm t r y i n g t o focus on t h i s r e v e r s i o n o f 

co u r s e . The course r e v e r s e s on t h e CTC from 2 00 0 t o 

2 001 by ju m p i n g from 3.04 t o 3.14? 

A. Yes. 

Q. And t h a t s t a y s c o n s t a n t , t h e n , f o r t h r e e 

years? 

A. Yes. 

Q. And t h e o t h e r element t h a t i s d r i v i n g t h e 
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1 r e v e r s e i n course i s the e s c a l a t i o n i n t h e energy 

2 and c a p a c i t y cap; i s t h a t c o r r e c t ? 

3 A. Yes. 

4 Q. I t ' s t h a t energy and c a p a c i t y cap t h a t i s 

5 t h e one where customers may or may n o t pay t h a t cap. 

6 That i s t h e maximum t h a t t h e y would pay t o PECO o r 

7 any o t h e r s u p p l i e r ? 

8 A. R i g h t . H o p e f u l l y , i f t h e r e ' s v i g o r o u s 

9 c o m p e t i t i o n , t h e c o m p e t i t i o n w i l l d r i v e i t below 

10 t h a t l e v e l . I n the p r e v i o u s y e a r s i f i t ' s 

11 s u f f i c i e n t t o have a t t r a c t e d t h e Enrons, NEVs, 

12 c o n e c t i v s and o t h e r s , t h e n , h o p e f u l l y , w e ' l l be a b l e 

13 t o p r e s s t h a t p r i c e l o w e r . 

14 Q. I n f o l l o w i n g up on Mr. Mickens' 

15 q u e s t i o n s , even i f t h e r e are not market e n t r a n t s i n 

16 199 9 and 2000 because o f the 2.8 p r i c e , perhaps t h e 

17 3.2-cent energy and c a p a c i t y cap p r i c e i s s u f f i c i e n t 

18 f o r c o m p e t i t o r s t o come i n . 

19 A. I t h i n k t h a t ' s u n l i k e l y , b u t t h a t 

20 p o s s i b i l i t y i s t h e r e . 

21 Q. T u r n i n g t o Page 10 o f your t e s t i m o n y , t h e 

22 L i n e s 1 t h r o u g h 4, t h e u n d e r l i n e d p o r t i o n t h e r e 

23 addresses t h e i m p l a u s i b i l i t y t h a t December '96 r a t e s 

24 c o u l d have been s u s t a i n e d f o r t h e next few y e a r s . 

25 DO you see t h a t r e f e r e n c e ? 
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1 A. Yes, u n d e r 1 i n e d . 

2 Q. Emphasized. Absent t h e passage o f t h e 

3 E l e c t r i c G e n e r a t i o n Customer Choice and C o m p e t i t i o n 

4 A c t , do you have any u n d e r s t a n d i n g o f what needs t o 

5 oc c u r p r i o r t o t h e P e n n s y l v a n i a P u b l i c U t i l i t y 

6 Commission r e d u c i n g Commission-approved r a t e s ? 

7 A. Do you mean the s t a t u t o r y r e q u i r e m e n t s 

8 and what would cause a g e n e r a l r a t e - c a s e t o begin? 

9 Q. One t h a t i s not v o l u n t a r i l y s u b m i t t e d by 

10 t h e u t i l i t y . 

11 A. Every s t a t e has d i f f e r e n t r u l e s on t h a t 

12 and r u l e s as t o whether t h e Commission can c a l l i n 

13 t h e company v e r s u s t h e company h a v i n g t o come i n 

14 v o l u n t a r i l y . I don't know those r u l e s i n d e t a i l . 

15 Q. Do you know enough t h a t t h e r e would have 

16 had t o be some e x t e r n a l event o r e x t e r n a l p a r t y , 

17 whether i t i s the Commission o r a t h i r d p a r t y , 

18 demanding a p r o c e e d i n g t h a t PECO's c u r r e n t r a t e s be 

19 examined f o r t h e i r j u s t n e s s and reasonableness? 

20 MR. CLEARFIELD: Your Honor, I'm s o r r y . I'm 

21 g o i n g t o have t o o b j e c t . I t h i n k i t c a l l s f o r a 

2 2 l e g a l c o n e l u s i o n . I don't know whether t h a t i s , i n 

2 3 f a c t , t r u e o r n o t . 

24 MR. KLEPPINGER: I'm a s k i n g i f he knows. He 

25 s a i d i t ' s i m p l a u s i b l e t h a t t h e r a t e s would s t a y t h e 
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1 same, and I'm t e s t i n g what t h e i m p l a u s i b i l i t y i s and 

2 a l s o r e f e r e n c e l a t e r , I b e l i e v e , i n h i s t e s t i m o n y t o 

3 t h e body p o l i t i c n o t s u p p o r t i n g those r a t e s . I'm 

4 j u s t t e s t i n g how those r a t e s go down. 

5 JUDGE RAINEY: The w i t n e s s can answer i f he 

6 knows - I f he doesn't know, he can say so. 

7 A. Yes. Mr. K l e p p i n g e r , as t o t h e l e g a l 

8 p r o c e d u r e , I'm no t knowledgeable i n d e t a i l . I must 

9 p o i n t o ut t h a t my st a t e m e n t here and l a t e r on t h a t 

10 you r e f e r r e d t o hing e s on what t o me seems as common 

11 sense. 

12 As a s p e c i a l i s t i n t h e e l e c t r i c i n d u s t r y and 

13 o t h e r s p e c i a l i s t s a l l know, c o s t s a l l t h e way a l o n g 

14 t h e v a l u e c h a i n o f e l e c t r i c s e r v i c e a re d e c r e a s i n g 

15 because o f p r o d u c t i v i t y g a i n s , r e - e n g i n e e r i n g , 

16 p r o c e s s improvements, new t e c h n o l o g i e s , a number o f 

17 reasons. 

18 I n t h e f a c e o f t h a t , f o r c o s t s t o be so 

19 d r a m a t i c a l l y b e i n g c u t around t h e c o u n t r y , f o r me t o 

20 imagine t h a t , under whatever t h e r u l e s a r e , t h a t 

21 PECO r a t e s would remain a t c u r r e n t l e v e l s i n t o 

22 p e r p e t u i t y , t h a t doesn't make common sense t o me. 

23 So I'm j u s t making t h a t i n my o p i n i o n w i t h o u t r e g a r d 

2 4 t o t h e s p e c i f i c l e g a l p r o c e d u r e . 

25 BY MR, KLEPPINGER: 
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1 Q. One o f t h e p r e d i c a t e s t o my q u e s t i o n was 

2 t h e absence o f t h e c o m p e t i t i o n a c t , w h i c h means 

3 we're s t i l l i n a t r a d i t i o n a l r e g u l a t o r y scheme. I 

4 guess we c o u l d debate whether common sense ever 

5 p l a y e d a r o l e i n t h e t r a d i t i o n a l r e g u l a t o r y system. 

6 MR. CLEARFIELD: Move t o s t r i k e i n t h e 

7 i n t e r e s t o f a l l those who made comments, Your Honor. 

8 BY MR. KLEPPINGER: 

9 Q. T u r n i n g now t o E x h i b i t SAM-7A, I d i d n ' t 

10 q u i t e u n d e r s t a n d , Mr. M i t n i c k , i f t h e updated 

11 e x h i b i t s t h a t came out today a re i n t e n d e d t o r e p l a c e 

12 t h i s o r t o supplement t h i s . 

13 A. C e r t a i n l y i n r e g a r d t o E x h i b i t SAM-7A, t o 

14 r e p l a c e . 

15 Q. L e t ' s l o o k a t SAM-SR3 and go t o 3A, which 

16 c o n t a i n s y o u r l i s t o f consumer c r e d i t s . 

17 MR. DWORETZKY: What was t h a t r e f e r e n c e ? 

18 MR. KLEPPINGER: SAM-SR3A, Page 1. 

19 BY MR, KLEPPINGER: 

2 0 Q. These consumer c r e d i t s , i n yo u r mind, 

21 Mr. M i t n i c k , do t h e y equate t o t h e p r e v a i l i n g market 

22 p r i c e s i n these years? 

23 A. Almost. You use t h e term equate, and 

24 t h a t ' s t o o s t r o n g . These l e v e l s are s e t m i n d f u l o f 

25 and on t h e b a s i s o f e s t i m a t e s o f energy and c a p a c i t y 
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1 c o s t s and t h e c o s t s o f d e l i v e r i n g energy t o t h e 

2 consumer. They're m i n d f u l o f and based upon. 

3 They're c e r t a i n l y n o t n e c e s s a r i l y equated. 

4 Q. That's f a i r . Are t h e y r e g i o n a l p r i c e s 

5 f o r PJM? 

6 A. W e l l , a g a i n , i t ' s my b e l i e f t h a t no 

7 c o n s u l t a n t can have p e r f e c t knowledge o f t h i s . They 

8 are aimed towards d e l i v e r y o f s e r v i c e t o PECO, 

9 r e p r e s e n t i n g t h a t i t i s w i t h i n t h e PJM 

10 i n t e r c o n n e c t i o n power p o o l t h a t t h e r e a re l o c a t i o n a l 

11 d i f f e r e n c e s w i t h i n t h e power p o o l b ut aimed towards 

12 d e l i v e r y o f e l e c t r i c s e r v i c e t o t h e PECO s e r v i c e 

13 t e r r i t o r y . 

14 Q. On t h e l o c a t i o n a l d i f f e r e n c e i s s u e , i s 

15 t h e r e a n y t h i n g o t h e r t h a n t r a n s m i s s i o n c o n s t r a i n t s 

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

17 t h a t come i n t o y our mind, o t h e r t h a n t r a n s m i s s i o n 

18 c o n g e s t i o n ? 

19 A. W e l l , t h e r e can be o t h e r l o c a t i o n a l 

20 i s s u e s i n o t h e r -- Here t h e o n l y a p p l i c a b l e one i s 

21 power t r a n s f e r c o n s t r a i n t s . 

22 Q. Would i t be your t e s t i m o n y t h a t whatever 

23 consumer c r e d i t s , as you've c a l l e d them, o r energy 

24 and c a p a c i t y caps, as t h e j o i n t p e t i t i o n c a l l s them, 

25 are u l t i m a t e l y g o i n g t o be PJM a p p l i c a b l e f o r o t h e r 
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1 P e n n s y l v a n i a u t i l i t i e s w i t h r e s t r u c t u r i n g p l a n s i n 

2 f r o n t o f t h i s Commission? 

3 A. Could you summarize t h a t q u e s t i o n again? 

4 Q. The b a s i c q u e s t i o n i s . As we l o o k a t your 

5 consumer c r e d i t s o r the energy and c a p a c i t y caps 

6 t h a t are i n t h e j o i n t p e t i t i o n f o r s e t t l e m e n t , can 

7 we assume t h a t because t h e y are PJM o r i e n t e d , w i t h 

8 t h e e x c e p t i o n o f l o c a t i o n a l p r i c e d i f f e r e n t i a l s f o r 

9 t r a n s m i s s i o n , t h a t those would be the c r e d i t s o r t h e 

10 caps a p p l i c a b l e t o a GPU o r a PP&L i n t h e i r 

11 r e s t r u c t u r i n g p lans? 

12 A. That's i n t e r e s t i n g . I d i d n ' t cons i d e r 

13 t h e r o l e i n these r a t e s s e t t i n g precedence f o r t h e 

14 whole s t a t e , b ut when I t h i n k about i t , I would want 

15 t h e Commission t o u n d e r s t a n d t h a t t h e r e are n o t 

16 i n s i g n i f i c a n t d i f f e r e n c e s between t he companies 

17 because o f l o c a t i o n a l d i f f e r e n c e s . 

18 PECO i s r i g h t up a g a i n s t t h e t r a n s f e r 

19 c o n s t r a i n t s from PJM c e n t r a l west t o e a s t . The 

20 P e n n s y l v a n i a GPU companies are c l e a r l y i n PJM 

21 c e n t r a l and west and, a l l t h i n g s b e i n g e q u a l , a t 

22 some t i m e s o f t h e year have cheaper power. 

23 So I w i s h t h a t i f t h e Commission l o o k e d t o 

24 t h e s e as precedence i t s h o u l d be m i n d f u l o f some o f 

2 5 these l o c a t i o n a l d i f f e r e n c e s . 
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1 Q. Have you seen q u a n t i f i c a t i o n s o f what 

2 those l o c a t i o n a l t r a n s m i s s i o n c o n g e s t i o n c o s t s are 

3 i n terms o f t h e i r impact on the economic d i s p a t c h i n 

4 t h e PJM system? 

5 A. I've s t u d i e d i s s u e s l i k e t h a t q u i t e a b i t 

6 i n my c a r e e r . Yes, I've seen them, developed them, 

7 modeled them. 

8 Q. Let me ask you i f you're f a m i l i a r w i t h 

9 t h e q u a n t i f i c a t i o n o f those s p e c i f i c a l l y f o r PJM i n 

10 t h e c o n t e x t o f t h e PJM r e s t r u c t u r i n g p r o c e e d i n g 

11 t h a t ' s pending a t t h e FERC r i g h t now. 

12 A. I am not i n v o l v e d i n those FERC 

13 p r o c e e d i n g s and the PJM ISO p r o p o s a l and t h e v a r i o u s 

14 d i s p u t e s i n c l u d i n g PECO ve r s u s t h e o t h e r companies. 

15 I am not i n v o l v e d and have been f o l l o w i n g i t o n l y a t 

16 t h e p e r i p h e r y , r e a d i n g some t e s t i m o n y f r o m t i m e t o 

17 t i m e and summaries o f t h e case. 

18 Q. My r e c o l l e c t i o n from your p r i o r work was 

19 t h a t you are not a proponent o f t h e l o c a t i o n a l 

20 m a r g i n a l p r i c i n g approach t o t r a n s m i s s i o n c o n s t r a i n t 

21 p r i c i n g ; i s t h a t c o r r e c t ? 

22 A. As t h a t i s p r e s e n t e d , t h e s o - c a l l e d n o d a l 

23 p r i c i n g approach, t h a t ' s s t r i c t l y p r e s e n t e d by, 

24 among o t h e r s . Dr. Hogan o f Har v a r d U n i v e r s i t y . 

25 That's r i g h t . I do have problems w i t h t h a t . 
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1 Q. But you're not aware o f what 

2 q u a n t i f i c a t i o n s o f t h a t t r a n s m i s s i o n c o n g e s t i o n have 

3 been p r e s e n t e d i n t h e FERC proceeding? 

4 A. No. Only i n t h e b r o a d e s t t e r m s . No. 

5 Q. Moving t o SAM-SRI, a cou p l e o f q u e s t i o n s 

6 h e r e . The l i n e t h a t ' s l a b e l e d on Page 1, Agreed 

7 Strand e d Costs, would you c h a r a c t e r ! z e t h a t number 

8 as a book v a l u e number? 

9 A. No. I t ' s r e l a t e d t o t h e n e t book v a l u e 

10 o f v a r i o u s PECO a s s e t s , and the n e t book v a l u e i s 

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

12 amounts by PECO. I t i t s e l f i s n o t a book v a l u e . 

13 Q. Again, i f we c o u l d t a k e a s t e p back t o 

14 t r a d i t i o n a l r e g u l a t i o n . I n o r d e r t o r e c o v e r n e t 

15 book v a l u e o f a u t i l i t y ' s a s s e t s , i s t h e r e t y p i c a l l y 

16 a r e t u r n i n c l u d e d i n t h e r e c o v e r y o f t h a t book v a l u e 

17 under t r a d i t i o n a l r e g u l a t ion? 

18 A. Yes. Under t r a d i t i o n a l r e g u l a t i o n , t h e r e 

19 i s a net book as s e t as approved i n the r a t e base and 

20 i s r e t u r n ' o f and r e t u r n on. A b s o l u t e l y . 

21 Q. I f I u n d e r s t o o d your e a r l i e r t e s t i m o n y , 

2 2 o r I guess i t was t h e r e j o i n d e r t e s t imony, y o u ' r e 

23 a d v o c a t i n g i n t h i s case t h a t t h e r e be no r e t u r n on 

2 4 t h e u n a m o r t i z e d balance o f t h e s t r a n d e d c o s t 

25 r e c o v e r y , t h e way you've c a l c u l a t e d i t ? 
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1 A. I'm d e f i n i t e l y an advocate. 

2 Q . I j u s t want t o make sure t h a t --

3 A. A b s o l u t e l y . 

4 Q. I s i t your t e s t i m o n y t h a t on any s t r a n d e d 

5 c o s t r e c o v e r y t h e r e s h o u l d be no r e t u r n o f o r on 

6 t h a t s t r a n d e d c o s t asset? 

.7 A. That's t h e g e n e r a l p r i n c i p l e t h a t ' s b e i n g 

8 used around the c o u n t r y . 

9 Q. That's Enron's and C o n e c t i v ' s and NEV's 

10 p o s i t i o n ? 

11 A. I'm s p e a k i n g i n my own o p i n i o n . 

12 Q. But you're here on t h e i r b e h a l f , and I'm 

13 t r y i n g t o n a i l down whether or n o t t h a t ' s t h e i r 

14 p o s i t i o n i n t h i s case. 

15 A. Maybe you can ask t h a t q u e s t i o n a g a i n t o 

16 make sure I can u n d e r s t a n d i t and can answer i t . 

17 Q. As a w i t n e s s p r e s e n t e d t o d a y f o r 

18 C o n e c t i v , NEV, and Enron Power M a r k e t i n g , I n c . , are 

19 you t e s t i f y i n g t h a t t h e r e s h o u l d be no r e t u r n o f o r 

2 0 on s t r a n d e d assets? 

21 A. Yes, t h a t ' s my o p i n i o n . Yes. 

22 MR. CLEARFIELD: I'm s o r r y . Your Honor, I --

23 JUDGE RAINEY: I s t h e r e an o b j e c t i o n ? 

24 MR. KLEPPINGER: I meant on. I a p o l o g i z e . 

25 A. Yes. I t i s my o p i n i o n t h a t --
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1 MR. KLEPPINGER: I t ' s not t h a t bad. No 

2 r e t u r n whatsoever. 

3 MR. CLEARFIELD: No r e t u r n whatsoever. That 

4 was f a c e t i o u s , j u s t f o r t h e r e c o r d . 

5 BY MR. KLEPPINGER: 

6 Q. J u s t so the r e c o r d i s c l e a r , I meant no 

7 r e t u r n on t h e a s s e t . 

8 A. R i g h t . I t ' s my o p i n i o n t h a t t h a t ' s 

9 i n a p p r o p r i a t e . 

10 Q. Now, i n t h e l i n e on t h i s e x h i b i t l a b e l e d 

11 Base Case -- And l e t ' s j u s t use t h e no g r o w t h 

12 s c e n a r i o . We're a t $6.3 b i l l i o n . Does t h a t l i n e 

13 i n c l u d e what PECO would r e c o v e r f o r income t a x e s 

14 a s s o c i a t e d w i t h t h i s revenue stream? 

15 A. No. As you'11 see, i t ' s l a i d out v e r y 

16 c l e a r l y on t h e next page. There's no income t a x 

17 a n a l y s i s whatsoever, w i t h t h e e x c e p t i o n o f t h e gross 

18 r e c e i p t s t a x . T h i s spreadsheet c o u l d n o t be more 

19 s t r a i g h t f o r w a r d . 

20 Q. W i l l PECO be p a y i n g income t a x e s on t h a t 

21 $6.3 b i l l i o n number? 

22 A. I n th e a n a l y s i s i n t h e n e x t page, t h e r e ' s 

23 no income t a x a n a l y s i s . 

24 Q. You haven't i n c l u d e d i t i n y o u r a n a l y s i s . 

25 I guess t h e next q u e s t i o n i s . As PECO be g i n s t o 
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1 r e c e i v e t h i s revenue stream t h a t ' s p r o d u c i n g $6.3 

2 b i l l i o n , w i l l t h e y be p a y i n g income t a x on t h a t 

3 revenue stream? 

4 A. The company may o r may not have income 

5 t a x e s based on i t s t a x books and how i t t i m e s 

6 v a r i o u s t h i n g s . I'm not a d d r e s s i n g t h a t i s s u e . I 

7 t h i n k i t ' s p r e t t y s t r a i g h t f o r w a r d . 

8 Q. W e l l , t h e n , I'm dense. I'm s o r r y . Have 

9 you e x c l u d e d income ta x e s from t h i s a n a l y s i s ? 

10 A. Yes. I have n o t -- Okay. 

11 JUDGE CHESTNUT: J u s t t o c l a r i f y , when you 

12 say e x c l u d e , you d i d n ' t mean t a k e out? You mean 

13 d i d n ' t c o n s i d e r ? 

14 A. Yes, Your Honor. I d i d not c o n s i d e r 

15 income t a x , f e d e r a l income t a x , a t any p o i n t w i t h i n 

16 t h i s a n a l y s i s . Thank you. 

17 MR. KLEPPINGER: Thank you. Your Honor. 

18 You're always more t h o r o u g h . 

19 BY MR. KLEPPINGER: 

20 Q. L e t ' s move t o SAM-SR2. I n t h e PECO's 

21 Proposed Rates column -- And these are t h e proposed 

22 r a t e s under t h e j o i n t p e t i t i o n f o r s e t t l e m e n t ; 

23 c o r r e c t ? 

24 A. Yes, s i r . 

25 Q. When we get t o the 9.95 l e v e l i n 2003, 

HOLBERT ASSOCIATES 
(717) 540-9669 



888 

1 i t ' s y o u r u n d e r s t a n d i n g t h a t t h a t r a t e l e v e l i s t h e 

2 companywide average r a t e l e v e l as o f January 1, 

3 19 97; i s t h a t c o r r e c t ? 

4 A. As o f January 1, 1997, yes, s i r . 

5 Q. The c u r r e n t t o t a l r a t e cap, i n o t h e r 

6 words? 

7 A. Yes. Yes. 

8 Q. Now, under t h e s c e n a r i o s t h a t you've l a i d 

9 out t o t h e r i g h t , t h a t number g e t s exceeded i n t h e 

10 year 2005, i s t h a t r i g h t , t o 10.15? 

11 A. Yes, s t a r t i n g i n 2005. That's c o r r e c t . 

12 Q. And have you re v i e w e d t h e r a t e cap 

13 p r o v i s i o n s o f the E l e c t r i c G e n e r a t i o n Customer 

14 Choice and C o m p e t i t i o n Act t o t e s t whether o r n o t 

15 you are p e r m i t t e d s t a t u t o r i l y t o exceed 9.95 i n 

16 2005? 

17 A. 11 would s u r p r i s e me i f t h a t was a 

18 v i o l a t i o n o f the s t a t u t e . A l t h o u g h , s i n c e you can 

19 see t h a t t h a t ' s t h e o n l y year i n which I'm h i g h e r 

20 t h a n PECO's proposed r a t e s - - a n d j u s t by a l i t t l e - - i t 

21 would n o t be hard t o t i m e t h e d o l l a r s s i i g h t l y 

22 d i f f e r e n t l y so t h a t i n e v e r y year, and n o t i n n i n e 

2 3 o f t h e 10 y e a r s , I was below PECO's l e v e l s . I t 

24 would n o t be hard t o do t h a t . 

2 5 Q. And t h i s i s t h e t o t a l r a t e cap? I mean 
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1 we're t a l k i n g about a t o t a l r a t e here, as opposed t o 

2 j u s t t h e g e n e r a t i o n r a t e cap, on t h i s page a t l e a s t ? 

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

4 Q. Now l e t ' s t u r n over t o SR2A, Page 1. To 

5 p r e f a c e t h i s , I would l i k e f o r you t o t a k e a moment, 

6 Mr. M i t n i c k , and r e v i e w t h e E l e c t r i c G e n e r a t i o n 

7 Customer Choice and C o m p e t i t i o n A c t , S e c t i o n 

8 2804(4) ( i i ) . I w i l l mark t h e c o n c l u d i n g phrase o f 

9 t h a t p o r t i o n o f t h e s t a t u t e so t h a t ' s what you can 

10 f o c u s on. 

11 MR. KLEPPINGER: W i t h Your Honors' 

12 p e r m i s s i o n . 

13 JUDGE RAINEY: Yes. Mr. K l e p p i n g e r , t h a t was 

14 S e c t i o n 2804. And what was t h e r e s t o f t h a t ? 

15 MR. KLEPPINGER: Sub 4 ( i i ) . 

16 JUDGE RAINEY: Maybe we s h o u l d j u s t t a k e a 

17 b r i e f break now. O f f t h e r e c o r d . 

18 ( D i s c u s s i o n o f f t h e r e c o r d . ) 

19 (Recess taken.) 

20 JUDGE RAINEY: I b e l i e v e , Mr. M i t n i c k , a 

21 q u e s t i o n has been posed t o you by Mr. K l e p p i n g e r . 

2 2 Are you p r e p a r e d t o answer i t now? 

23 MR. KLEPPINGER: I don't t h i n k --

24 MR. CLEARFIELD: Your Honor, we d i d n ' t g e t t o 

25 t h e q u e s t i o n y e t . 
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1 MR. KLEPPINGER: I t h i n k he was j u s t 

2 r e v i e w i n g t h e s t a t u t e . We haven't posed a q u e s t i o n , 

3 b u t he's a n x i o u s l y w a i t i n g . 

4 JUDGE RAINEY: I'm sure he has some i d e a what 

5 t h e q u e s t i o n would be. 

6 BY MR. KLEPPINGER: 

7 Q. Mr. M i t n i c k , t h e p o r t i o n o f t h e s t a t u t e 

8 t h a t I had you read concludes w i t h t h e phrase " s h a l l 

9 n o t exceed t h e g e n e r a t i o n component charged t o t h e 

10 customers t h a t has been approved by t h e Commission 

11 f o r such s e r v i c e as o f t h e e f f e c t i v e d a t e o f t h i s 

12 c h a p t e r . " Do you see t h a t f i n a l phrase o f t h e 

13 s e c t i o n I had you read? 

14 A. Yes. 

15 Q. And do you know, as you s i t here t o d a y , 

16 what g e n e r a t i o n component charge t o customers i n 

17 PECO's s e r v i c e t e r r i t o r y on a companywide average 

18 b a s i s was i n e f f e c t as o f t h e e f f e c t i v e d ate o f t h i s 

19 a c t , which, s u b j e c t t o check, was January 1, 1997? 

20 A. I don't know t h a t , and I don't know t o 

21 what e x t e n t or i f t h e Commiss i o n has approved any 

2 2 such q u a n t i t y . 

23 Q. Do you agree t h a t t h a t i s t h e t e s t , 

24 however, o f whether o r not t h e g e n e r a t i o n cap, 

25 c o n s i s t i n g o f t h e CTC o r ITC charge and the energy 
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1 and c a p a c i t y p r i c e cap o r c r e d i t , must n o t exceed? 

2 A. I t ' s o b v i o u s l y a s t a t u t o r y t e s t t h a t a l l 

3 p r o p o s a l s must meet. 

4 Q. Now, when we unbundle PECO's r a t e s i n t o 

5 t r a n s m i s s i o n , d i s t r i b u t i o n , and g e n e r a t i o n 

6 components, would you agree t h a t what t h a t 

7 g e n e r a t i o n component i s becomes t h e g e n e r a t i o n cap? 

8 A . I ca n ' t say t h a t I r e a l l y u n d e r s t a n d t h i s 

9 i n d e t a i l . For example, i t does say approved by t h e 

10 Commission. I don't know i f t h e r e has t o be some 

11 s o r t o f judgment made by t h e Commission o r some s o r t 

12 o f remeasurement. 

13 I t ' s o b v i o u s l y a t e s t t h a t has t o be met. I 

14 assume i t i s met i n t h e PECO proposed s e t t l e m e n t 

15 agreement. I've s a i d t h a t we have t h e a b i l i t y t o 

16 move d o l l a r s t e m p o r a l l y f r o m one year t o t h e n e x t . 

17 I p r e s e n t e d t h r e e p o s s i b l e p r o p o s a l s . There are 

18 v a r i a t i o n s , o b v i o u s l y . I would t h i n k t h a t we c o u l d 

19 meet a v a r i e t y o f re a s o n a b l e t e s t s . 

20 Q. I f you presume t h a t t h e j o i n t p e t i t i o n 

21 f o r s e t t l e m e n t meets t h e t e s t o f the g e n e r a t i o n cap, 

22 c o u l d you t u r n , t h e n , t o Table A o f t h e j o i n t 

23 p e t i t i o n , Page 8. 

24 A. Yes, s i r . 

25 Q. The l a s t column i n t h a t t a b l e i s l a b e l e d 
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1 G e n e r a t i o n Rate Cap. Do you see t h a t ? 

2 A. Yes. 

3 Q. Now, i n the year when t h e t o t a l b i l l r a t e 

4 cap g e t s back t o t h e January 1, 1997 l e v e l t h a t you 

5 and I had agreed upon e a r l i e r as 9.95 c e n t s , what i s 

6 t h e g e n e r a t i o n r a t e cap component o f t h a t b i l l ? 

7 A. That's 6.84 c e n t s . 

8 Q. Now, i n your a n a l y s e s on E x h i b i t 

9 SAM-SR2A, don't you b e g i n t o exceed 6.84 c e n t s as 

10 t h e g e n e r a t i o n cap when we add Column 3, CTC, and 

11 Column 4, Consumer C r e d i t , as e a r l y as 2001? 

12 A. Mr. K l e p p i n g e r , I r e a l l y don't know t h e 

13 l e g a l i m p l i c a t i o n s o f t h i s t e s t , so I ca n ' t comment 

14 on t h a t . A l l I can say i s , f o r example, i n t h e year 

15 2 0 0 3, which you've c i t e d 

16 Q. I t h i n k I s a i d 2001. I'm s o r r y . 

17 A. W e l l , we were l o o k i n g a t 2003, w h i c h i s 

18 t h e p o i n t where -- Do you want t o go back t o 2001? 

19 Q. I focus e d on 2003 on Table A because 

2 0 t h a t ' s t h e h i g h e s t the g e n e r a t i o n r a t e cap can be 

21 under any s e t o f c i r c u m s t a n c e s a c c o r d i n g t o t h e 

22 j o i n t p e t i t i o n f o r s e t t l e m e n t . 

23 A. Okay. I n 2001 t o c r e a t e t h i s g e n e r a t i o n 

24 r a t e cap -- Again, i t ' s ambiguous t o me what i s t h e 

25 l e g a l meaning o f t h i s and t o what e x t e n t t h e r e has 
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1 t o be a d e t e r m i n a t i o n o f what t h i s amount i s and 

2 what t h a t would be i n t h i s p r o p o s a l , as opposed t o 

3 t h e PECO p r o p o s a l . 

4 But t h a t n o t w i t h s t a n d i n g , i n 2001 I add 2.58 

5 and 4.41, t h e two numbers i n my t a b l e . That g e t s 

6 o u t t o 6.99. I s u b t r a c t .29, and I g e t 6.7, and 

7 i t ' s below t h e 6.84. 

8 Q. So you t o o k o f f your s e c u r i t i z a t i o n 

9 s a v i n g s , assuming t h a t o c c u r s . I f s e c u r i t i z a t i o n 

10 doesn't occur, t h e n you exceed 6.84 as e a r l y as 

11 2001? 

12 A. On the o r d e r o f .15 c e n t . I would submit 

13 t h a t i t would not be har d f o r me t o come up w i t h a 

14 v a r i a t i o n o f t h i s t a b l e t h a t would t a k e care o f 

15 t h a t . That's a f a i r l y s m a l l amount o f .15 c e n t . 

16 Q. I n each o f t h e y e a r s , w i l l you agree w i t h 

17 me f o r 2001 t h r o u g h 2005, e x c l u d i n g s e c u r i t i z a t i o n , 

18 t h a t y our CTC and consumer c r e d i t columns exceed, 

19 when you sum them, 6.84 cents? 

2 0 A. Yes, i t exceeds 6.84 c e n t s . 

21 Q. I n some o f those y e a r s , w i t h o u t g o i n g 

22 t h r o u g h t h e c a l c u l a t i o n s on the record--we can do 

23 t h a t a t a n o t h e r time--even i f you t a k e 

2 4 s e c u r i t i z a t i o n s a v i n g s o f f , a t l e a s t i n t h e y e a r s 

25 2003, 2004, and 2005, and you sum your Columns 3, 4, 
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1 and 5, you s t i l l exceed 6.84 cents? 

2 A. I n t h i s t a b l e as stands w i t h o u t any 

3 v a r i a t i o n ? 

4 Q. Yes. You agree w i t h t h a t ? 

5 A. Yes. 

6 Q. T u r n i n g t o SR2B, I b e l i e v e t h e CTCs and 

7 t h e consumer c r e d i t s i n t h e ye a r s t h a t we were 

8 l o o k i n g a t , 2 0 01 t h r o u g h 2 0 0 5, are i d e n t i c a l t o what 

9 t h e y are i n SR2A; i s t h a t r i g h t ? 

10 A. Y e s , s i r . 

11 Q. So, i n terms o f what does o r does n o t 

12 exceed 6.84 c e n t s , your answers would be t h e same as 

13 you gave me on SR2A? 

14 A. Yes. 

15 Q. Now l e t ' s l o o k a t SR2C. I b e l i e v e t h e r e 

16 are some s i i g h t v a r i a t i o n s here between Columns 3 

17 and 4 from t h e p r i o r e x h i b i t . Would you agree t h a t 

18 i n 2001 w i t h o u t s e c u r i t i z a t i o n t h e 6.84 would be 

19 exceeded? 

20 A. You have t o g i v e me j u s t a moment t o --

21 Could you r e p e a t your q u e s t i o n , p l e a s e . 

22 Q. I n t h e year 2001 would t h e combined 

23 e f f e c t o f y o u r CTC and consumer c r e d i t w i t h o u t 

24 s e c u r i t i z a t i o n exceed t h e 6.84-cent cap? 

25 A. Again, i t r e t u r n s . 6.99 b e f o r e 
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1 s e c u r i t i z a t i o n and 6.70 a f t e r s e c u r i t i z a t i o n , 

2 e x a c t l y as b e f o r e . 

3 Q. And 2002, t h e CTC and consumer c r e d i t 

4 would exceed 6.84 and even w i t h s e c u r i t i z a t i o n would 

5 be s l i g h t l y i n excess o f 6.84; i s t h a t c o r r e c t ? 

6 A. By .05 c e n t , yes, s i r . 

7 Q. I s a i d s l i g h t . I n 2003 t h r o u g h 2005, 

8 w i t h o r w i t h o u t s e c u r i t i z a t i o n , i t ' s s a f e t o 

9 conclude t h a t your CTC and consumer c r e d i t would 

10 exceed 6.84 c e n t s ; i s t h a t c o r r e c t ? 

11 A. Yes. 

12 , MR. KLEPPINGER: Thank you, Mr. M i t n i c k . 

13 I have no f u r t h e r q u e s t i o n s , Your Honor. 

14 JUDGE RAINEY: Thank you, Mr. K l e p p i n g e r . 

15 Mr. Ryan. 

16 MR. RYAN: Thank you, Your Honor. 

17 CROS S-EXAMINATION 

18 BY MR. RYAN: 

19 Q. Good a f t e r n o o n , Mr. M i t n i c k . I'm Be r n a r d 

20 Ryan from t h e O f f i c e o f Small Business Advocate. I 

21 have a cou p l e o f q u e s t i o n s I ' d l i k e t o ask you f i r s t 

22 f r o m t h e t h i n g s you've s a i d on c r o s s o r i n t h e 

23 r e j o i n d e r t e s t i m o n y , and t h e n I ' l l g e t t o what's 

24 s t i l l l e f t o f my p r e p a r e d q u e s t i o n s a f t e r a l l t h a t 

25 my c o l l e a g u e s have done, and I t h i n k t h e r e may be a 
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1 few l e f t . 

2 You have r e f e r r e d s e v e r a l t i m e s - - a n d I t h i n k 

3 e a r l i e r w i t n e s s e s d i d t o o - - t o t h e 2.8-cent f i g u r e , 

4 t h e cap t h a t ' s p r o v i d e d i n t h e p a r t i a l s e t t l e m e n t i n 

5 1999. There was some t a l k about n o t much head room 

6 and t h i n g s l i k e t h a t . ' Would you agree t h a t t h e 2.8-

7 cent f i g u r e we're t a l k i n g about i s an average across 

8 t h e system f o r PECO? 

9 A. Yes, s i r . 

10 Q. And t h a t f o r c e r t a i n r a t e s c hedules t h a t 

11 cap i s a c t u a l l y h i g h e r ? That f i g u r e would be 

12 h i g h e r ? 

13 A. By d e f i n i t i o n , h i g h e r f o r some and low e r 

14 f o r o t h e r s . 

15 Q . I r e p r e s e n t t h e -GS customers. Would i t 

16 s u r p r i s e you t o l e a r n t h a t i t ' s p r o b a b l y h i g h e r f o r 

17 t h e GS customers, GS1; or w i l l you accept s u b j e c t t o 

18 check t h a t i t i s , i f you're n ot f a m i l i a r w i t h i t ? 

19 A. GS i s s m a l l commercial? 

20 Q. Small commercial. 

21 A. Yes, I would t h i n k so. Yes. 

22 Q. W e l l , t h e n would you agree t h a t t h e r e may 

23 be more head room f o r some c l a s s e s o f customers t o 

2 4 be se r v e d t h a n f o r o t h e r s ? 

2 5 A. No. 
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1 Q. You wouldn't? 

2 A. No, I would n o t . 

3 Q. Why not? 

4 A. Because t h i s i s an average a n a l y s i s . For 

5 your consumers, t h e s m a l l commercial consumers, t h e 

6 energy and c a p a c i t y cap, t h e ECC, would be h i g h e r 

7 t h a n 2.8. But t h e c o s t f o r any m a r k e t e r t o serve 

8 them would be s i m i l a r l y h i g h e r . So i t ' s n o t a t a l l 

9 i m p l i c i t t h a t t h e r e would be more head room. There 

10 c o u l d be l e s s head room. 

11 I t h i n k t h a t g e n e r a l l y under t h e 2.8 o r how 

12 i t breaks out f o r each r a t e c l a s s t h e r e would be 

13 v e r y l i t t l e head room. Even Dr. Hieronymus had s a i d 

14 t h a t t h i s i s a t i g h t cap. 

15 Q. I don't doubt t h a t . Maybe we have a 

16 l i t t l e d i f f e r e n c e on what head room means. L e t ' s 

17 move on t o something e l s e . 

18 I ' d l i k e t o have you l o o k a t y o u r Schedule 

19 SAM-SR3 and t h e summary sheet, t h e f i r s t sheet o f 

20 t h e schedules you p u t i n today. I f I u n d e r s t a n d i t , 

21 t h i s schedule a t t h e b e g i n n i n g a t t h e t o p shows what 

22 PECC c a l c u l a t e s t o be t h e o v e r - r e c o v e r i e s o f 

23 s t r a n d e d c o s t s as you f i g u r e them o u t under t h e 

2 4 t h r e e d i f f e r e n t s c e n a r i o s o f no gr o w t h , s m a l l 

25 g r o w t h , what I ' 1 1 c a l l FERC gr o w t h , and t h e n t h e IRP 
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1 g r o w t h ; i s t h a t r i g h t ? 

2 A. Yes, s i r . 

3 Q. Those f i g u r e s range from $2.2 b i l l i o n o f 

4 a l l e g e d o v e r - r e c o v e r i e s t o 2.7, almost 2.8? 

5 A. Yes, s i r . 

6 Q. On t h a t schedule, i f I u n d e r s t a n d t h e 

7 n e x t two l i n e s , you're showing what PECC says c o u l d 

8 be done w i t h those over- r e c o v e r i e s , how t h e y c o u l d 

9 be d i s t r i b u t e d o r r e a l l o c a t e d ; i s t h a t c o r r e c t ? 

10 A. Yes. 

11 Q. When you l o o k a t t h a t b o t t o m l i n e , i t 

12 seems t o me t h a t ' s showing t h e a d d i t i o n a l r a t e 

13 decreases t h a t c o u l d be passed on t o customers from 

14 t h a t under your p r o p o s a l s , and t h e y range from about 

15 $258 m i l l i o n t h a t c o u l d be passed d i r e c t l y t o 

16 customers t o 278 m i l l i o n under t h e t h r e e s c e n a r i o s . 

17 Are t h e y t h e p r o p o s a l s t h a t are made and shown on 

18 t h e t h i r d l i n e on t h a t summary sheet? 

19 A. Yes. 

20 Q. So about 10 p e r c e n t o f these a l l e g e d 

21 o v e r - r e c o v e r i e s you're p r o p o s i n g s h o u l d go d i r e c t l y 

22 t o t h e customers, and t h e n t h e r e s t would go t o 

2 3 i n c r e a s e t h e ge n e r a t i o n c r e d i t t o g i v e your c l i e n t s 

2 4 more room t o charge h i g h e r p r i c e s ; i s t h a t c o r r e c t ? 

25 A. That's r e a l l y n ot c o r r e c t . 
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1 Q. What do you want t o do? What does i t 

2 mean by a d j u s t e d g e n e r a t i o n c r e d i t ? What do you 

3 want t o do? You want t o r a i s e t h e g e n e r a t i o n 

4 c r e d i t , don't you? 

5 A. Yes. Let me r e - e x p l a i n b r i e f l y t h a t t h e 

6 g e n e r a t i o n c r e d i t j u s t has t o be h i g h enough so t h a t 

7 t h i s area w i l l a t t r a c t c o m p e t i t o r s o f a l l s o r t s , n o t 

8 j u s t t h e t h r e e t h a t I r e p r e s e n t b u t , h o p e f u l l y , 

9 dozens o f o t h e r s . Once i t ' s a t t h a t l e v e l , t h e n you 

10 w i l l have v i g o r o u s c o m p e t i t i o n , and p r i c e w i l l be 

11 d r i v e n down t o i t s l o w e s t p o s s i b l e l e v e l . 

12 Q. So what you're s a y i n g i s 

13 MR. CLEARFIELD: Your Honor, I don't t h i n k he 

14 was f i n i s h e d . 

15 MR. RYAN: Oh, I'm s o r r y . I t h o u g h t he was. 

16 THE WITNESS: A c t u a l l y so, yes. 

17 MR. RYAN: I was l o o k i n g a t him, Dan, and I 

18 t h o u g h t he was. 

19 THE WITNESS: I was s u c c i n c t , as u s u a l . 

20 JUDGE RAINEY: Please c o n t i n u e . 

21 MR. CLEARFIELD: Maybe t h a t ' s why I t h o u g h t 

22 he wasn't f i n i s h e d . 

23 MR. RYAN: You s a i d i t . I d i d n ' t . 

2 4 BY MR. RYAN: 

25 Q. But what you're s a y i n g i s w i t h a h i g h e r 
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1 g e n e r a t i o n c r e d i t you may a t t r a c t more c o m p e t i t o r s 

2 i n , so maybe t h e y ' l l have more v i g o r o u s o r more 

3 r o b u s t , I t h i n k i s a word we l o v e i n P e n n s y l v a n i a , 

4 c o m p e t i t i o n w i t h t h a t s c e n a r i o , so t h e r e might be 

5 some more s a v i n g s . 

6 But t h e g u a r a n t e e d s a v i n g s , i f I can use t h a t 

7 term, t h e p a r t you're g o i n g t o make sure goes 

8 d i r e c t l y t o t h e customers, t h a t ' s t h a t t h i r d l i n e , 

9 t h e A d d i t i o n a l Rates Decreases. You're s a y i n g 

10 t h a t ' s how much more you're w i l l i n g t o a l l o c a t e t o 

11 t h e customers t h a n the p a r t i a l s e t t l e m e n t g i v e s them 

12 g u a r a n t e e d ; i s t h a t c o r r e c t ? 

13 A. Yes. 

14 Q. Okay. That's t h e o n l y p o i n t I'm t r y i n g 

15 t o make. Now l e t ' s see what's l e f t o f my own 

16 q u e s t i o n s b e f o r e we s t a r t e d t h i s . 

17 On Page 9 o f your t e s t i m o n y on L i n e s 17 t o 

18 23, you summarized the g u a r a n t e e d d i s c o u n t s under 

19 t h e p a r t i a l s e t t l e m e n t f o r t h e years 1998 t o 2003. 

20 Then you say t h a t , r e m a r k a b l y , t h e r a t e s w i l l r e t u r n 

21 t o t h e i r December 19 96 l e v e l i n January o f 2003; i s 

22 t h a t c o r r e c t ? 

2 3 A . I ' m sure I say t h a t somewhere. 

2 4 Q. The v e r y l a s t l i n e s , 2 2 and 23, o f Page 

25 9 . 
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1 A. Oh, Page 9. 

2 Q . I ' m s o r r y . Page 9. 

3 A. Yes, s i r . 

4 Q. Now, f o r the r a t e s t o r e t u r n i n 2003 t o 

5 t h e i r 1996 l e v e l s , t h e market p r i c e f o r e l e c t r i c i t y 

6 would have t o meet o r exceed t h e average of 3.7 

7 c e n t s per k i l o w a t t hour; i s t h a t r i g h t ? 

8 A. Yes. 

9 Q. To t h e e x t e n t t h a t t h e market p r i c e o f 

10 e l e c t r i c i t y i s l e s s t h a n 3.7 i n t h e year 2003 --and I 

11 agree w i t h you t h a t none o f us can say w i t h 

12 p r e c i s i o n what i t w i l l b e - - r a t e p a y e r s would have an 

13 o p p o r t u n i t y t o save money compared t o t h e t o t a l 

14 r a t e s i n e f f e c t a t December '96, w o u l d n ' t they? 

15 A. W i t h a s i n g l e e x c e p t i o n . Yes, g e n e r a l l y 

16 s p e a k i n g . But a f e a r t h a t I do have i s t h a t i f t h e 

17 ECC cap o v e r a l l i s t o o low t h e n PECO w i l l remain the 

18 m o n o p o l i s t and i n t h e absence of c o m p e t i t i o n , even 

19 i f market p r i c e s a r e , say, below 3.7, would be a b l e 

20 t o charge up t o t h e 3.7. 

21 Q. Do you mean because t h e y don't a t t r a c t 

22 enough c o m p e t i t i o n i n t o t h e area t o compete? 

23 A. Yes. I f c o m p e t i t o r s are squeezed o u t o r 

24 d i s c o u r a g e d u n t i l t h a t t i m e and t h e n l e t ' s say i n 

2 5 t h a t year market p r i c e s go t o 3.5 o r 3.6, j u s t 
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1 below, I don't t h i n k we can assume t h a t PECO, t h e 

2 incumbent m o n o p o l i s t and now t h e m o n o p o l i s t f o r 

3 s e v e r a l more y e a r s , would p r i c e down t o t h e market 

4 l e v e l . 

5 E n t r y would have t o r e - b e g i n t h e n a t t h a t 

6 p o i n t . So i t ' s a t e c h n i c a l p o i n t t h a t I'm making. 

7 G e n e r a l l y , you're r i g h t . 

8 Q. L e t ' s go back t o t h e more g e n e r a l p o i n t . 

9 To t h e e x t e n t t h a t t he market p r i c e s exceeded 3.7 

10 c e n t s a k i l o w a t t hour i n 2003, w o u l d n ' t t h e 

11 customers be p r o t e c t e d from an i n c r e a s e t h a t would 

12 o t h e r w i s e cause t h e t o t a l p r i c e o f e l e c t r i c i t y t o 

13 exceed t h e 1996 l e v e l s because o f the p a r t i a l 

14 s e t t l e m e n t ' s e x t e n s i o n o f the r a t e cap a cou p l e o f 

15 more years? 

16 A. Yes, Mr. Ryan. As i n t h e p r o p o s a l I've 

17 p u t f o r t h , t h e r e i s an o v e r a l l r a t e cap t h a t 

18 p r o t e c t s t h e customer a g a i n s t h i g h p r i c e s , and our 

19 r a t e caps are g e n e r a l l y l o w e r . 

20 Q. Would you agree t h a t t h e c o m p e t i t i o n a c t 

21 p r o v i d e s f o r a t o t a l p r i c e cap up u n t i l June 3 0 t h o f 

22 2001 but n o t l o n g e r ? That's t h e end o f t h e r a t e 

23 caps, i s n ' t i t , absent, I t h i n k , s e c u r i t i z a t i o n , 

24 ITC? 

25 A. S u b j e c t t o check. I d i d n ' t know t h a t f o r 
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1 a f a c t . 

2 Q. Can you t h i n k o f v e r y many p r o d u c t s t h a t 

3 are a v a i l a b l e where you c o u l d say r i g h t now t h e r e ' s 

4 a gua r a n t e e t h a t t h e y ' r e n ot g o i n g t o c o s t any more 

5 i n January o f 2003 t h a n t h e y d i d i n December o f 

6 1996? 

7 A. Could you r e p e a t t h a t quest i o n . 

8 Q. W e l l , I'm j u s t s a y i n g i s n ' t t h i s a r a t h e r 

9 u n u s u a l s i t u a t i o n ? We have by s t a t u t e and a c t u a l l y 

10 extended under t h e p a r t i a l agreement, i f i t were t o 

11 be approved, a cap t h a t g u a r a n t e e s t h a t t h e p r o d u c t , 

12 i n t h i s case e l e c t r i c s e r v i c e o f PECO, w i l l c o s t no 

13 more and may c o s t l e s s i n January o f t h e y e a r 2003 

14 t h a n i t d i d i n December o f 1996, t h e day b e f o r e t h i s 

15 a c t t o o k e f f e c t . 

16 A. R i g h t . R e c o g n i z i n g t h a t v a l u e t o 

17 consumers, i n the PECC p r o p o s a l as w e l l t h e r e i s 

18 such a cap on the same o r d e r o f magnitude and even 

19 s l i g h t l y l o w e r , so even more p r o t e c t i v e o f 

20 consumers' upward p r i c e r i s k . 

21 MR. RYAN: Thank you v e r y much. I don't have 

2 2 any more. 

2 3 JUDGE RAINEY: Thank you, Mr. Ryan. 

24 Mr. Hershey. 

25 MR. HERSHEY: Thank you, Your Honor. 
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CROSS-EXAMINATION 

BY MR. HERSHEY: 

Q. Mr. M i t n i c k , am I c o r r e c t t h a t you have 

no degree i n p o l i t i c a l s cience? 

A. No. I do have a degree i n p o l i t i c a l 

s c i e n c e . 

Q. Which i s not l i s t e d i n your t e s t i m o n y ? 

A. No. I imagine i t i s . I t ' s c e r t a i n l y i n 

my resume. I have a b a c h e l o r o f s c i e n c e i n 

p o l i t i c a l s c i e n c e from Rensselaer P o l y t e c h n i c 

I n s t i t u t e , 1974. 

Q. D i d you ever work f o r a l e g i s l a t i v e body? 

A. No. 

Q. Have you ever been employed by t h e 

Pe n n s y l v a n i a government? 

MR. CLEARFIELD: I'm g o i n g t o o b j e c t . Your 

Honor. I don't see the r e l e v a n c e o f t h a t q u e s t i o n . 

JUDGE RAINEY: I'm not sure where you're 

g o i n g w i t h t h i s . 

MR. HERSHEY: There's some t e s t i m o n y as t o 

what would happen w i t h t h e body p o l i t i c . I t seems 

t o me t h a t we have a r i g h t t o probe h i s 

u n d e r s t a n d i n g o f t h e body p o l i t i c , and w e ' l l g e t 

t h e r e a l i t t l e l a t e r i n t h e c r o s s . But much o f h i s 

t e s t imony i s based on what would happen i n 
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• 

1 a l t e r n a t i v e s c e n a r i o s . 

2 JUDGE RAINEY: The w i t n e s s w i l l answer t h e 

3 q u e s t i o n . 

4 THE WITNESS: S i r , c o u l d you r e p e a t t h e 

5 q u e s t i o n . 

6 BY MR. HERSHEY: 

7 Q. Have you ever been employed by t h e 

8 P e n n s y l v a n i a government? 

9 A. No, I have n o t . 

10 Q. Have you ever conducted a s t u d y o f 

11 P e n n s y l v a n i a p o l i t i c s ? 

12 A. No, I have n o t . 

13 Q. Have you ever been employed by a 

14 r e g u l a t o r y Commission? 

15 A. As a c o n s u l t a n t , yes, I have. 

16 Q. But as a s t a f f person? 

17 A. No. 

18 Q. I b e l i e v e y our t e s t i m o n y i n d i c a t e d t h a t 

19 you worked f o r t h e navy a f t e r you completed y o u r 

2 0 educat i o n . 

21 A. As a c o n s u l t a n t . I was a c o n s u l t a n t t o 

22 t h e U.S. Navy. I was a l s o an employee o f t h e 

23 f e d e r a l government, t h e Department o f Defense. 

24 Q. I n what c a p a c i t y were you h i r e d as a 

25 c o n s u l t a n t f o r t h e navy? 
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1 A. W e l l , i n i t i a l l y when I was a g r a d u a t e 

2 s t u d e n t a t The Wharton School, U n i v e r s i t y o f 

3 P e n n s y l v a n i a . The Wharton School had a c o n t r a c t 

4 w i t h t h e U.S. Navy, and I worked on t h a t c o n t r a c t . 

5 That was my f i r s t work f o r t h e U.S. Navy. 

6 Q. What was the s u b j e c t o f t h a t c o n t r a c t ? 

7 D i d i t have a n y t h i n g t o do w i t h r a t e s o r r e g u l a t o r y 

8 m a t t e r s i n v o l v i n g u t i l i t i e s ? 

9 A. No. I t had t o do w i t h t h e c o s t s o f j e t 

10 a i r c r a f t , f i g h t e r j e t a i r c r a f t . 

11 Q. Am I c o r r e c t t h a t you have never as a 

12 c o n s u l t a n t r e p r e s e n t e d r e s i d e n t i a l consumers? 

13 A. W e l l , I have been a c o n s u l t a n t t o p u b l i c 

14 s e r v i c e commissions and have t e s t i f i e d on b e h a l f o f 

15 t h e s t a f f s of p u b l i c s e r v i c e commissions, and I ' v e 

16 a l s o been a c o n s u l t a n t t o the consumer advocate i n 

17 t h e s t a t e o f New Je r s e y i n r a t e p r o c e e d i n g s . 

18 Q. You're f a m i l i a r w i t h t h e r a t e cap 

19 p r o v i s i o n s i n t h e s e t t l e m e n t ? 

2 0 A. G e n e r a l l y so. 

21 Q. I'm s o r r y . The cap r a t e p r o v i s i o n s . 

22 A. Could you r e p e a t t h e q u e s t i o n . 

23 Q. Are you f a m i l i a r w i t h t h e cap r a t e 

24 p r o v i s i o n s i n the s e t t l e m e n t agreement? 

25 A. I'm g e n e r a l l y f a m i l i a r w i t h t h e proposed 
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1 s e t t l e m e n t agreement. 

2 Q. Do you know what I'm r e f e r r i n g t o when I 

3 ask t h e q u e s t i o n cap r a t e ? 

4 A. No. Could you be more s p e c i f i c ? 

5 Q. That's t h e p r o v i s i o n t h a t has t o do w i t h 

6 e x t e n s i o n o f u n i v e r s a l s e r v i c e f o r low income 

7 customers. 

8 A. Oh, yes, s i r . 

9 Q. Have you c a l c u l a t e d t h e c o s t o f t h e 

10 e x p a n s i o n o f t h a t program? 

11 A. No, I've n o t . 

12 Q. You'd agree t h a t t h a t p r o v i d e s 

13 s i g n i f i c a n t b e n e f i t s t o consumers? 

14 A. I have n o t a n a l y z e d t h a t m a t t e r . 

15 Q. Now, a t s e v e r a l p o i n t s i n y o u r t e s t i m o n y , 

16 you r e f e r t o the PECO p r o p o s a l . I b e l i e v e you 

17 t e s t i f i e d e a r l i e r t h a t you're r e f e r r i n g t h e r e t o t h e 

18 j o i n t p e t i t i o n f o r a p p r o v a l o f t h e s e t t l e m e n t . 

19 A. Yes. 

20 Q. And you'd agree t h a t , i n f a c t , t h a t ' s n ot 

21 a PECO p r o p o s a l , i s i t ? I t ' s a s e t t l e m e n t agreement 

22 among t h e consumers and PECO i n t h i s p r o c e e d i n g ; 

2 3 i s n ' t t h a t r i g h t ? 

24 A. I t seems l i k e I used i t as a c o n v e n i e n t 

25 s h o r t h a n d . However --
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1 Q. But i t ' s n ot a c c u r a t e , i s i t ? 

2 A. I see i n t h i s p r o c e e d i n g my p r o p o s a l as 

3 b e i n g r e f e r r e d t o as the Enron p r o p o s a l . I d i d n ' t 

4 even know what e n t i t y Enron --

5 JUDGE RAINEY: I don't we need t o b e l a b o r t h e 

6 p o i n t . I t h i n k everyone un d e r s t a n d s t h a t t h e j o i n t 

7 s e t t l e m e n t p e t i t i o n i n c l u d e s a number o f p a r t i e s . 

8 Please move on. 

9 MR. HERSHEY: W e l l , t h a t i s o f some 

10 s i g n i f i c a n c e here. 

11 BY MR. HERSHEY: 

12 Q. You would agree t h a t i t r e p r e s e n t s a 

13 s e t t l e m e n t among v a r i o u s p a r t i e s , doesn't i t ? 

14 A. Among v a r i o u s p a r t i e s , yes. 

15 Q. And t h a t ' s v e r y d i f f e r e n t f r o m a 

16 p r o p o s a l , i s i t not? 

17 MR. CLEARFIELD: Your Honor, f o r t h e r e c o r d , 

18 i t ' s a p r o p o s a l u n t i l i t ' s accepted by t h e 

19 Commission. 

20 I would o b j e c t t o t h i s l i n e o f q u e s t i o n i n g 

21 because i t ' s t o t a l l y i r r e l e v a n t as t o whether i t ' s a 

22 PECO p r o p o s a l o r c h a r a c t e r i z e d i n some o t h e r way. 

23 L e t ' s c a l l i t a banana. I don't see how i t a f f e c t s 

2 4 t h e substance o f t h e t e s t i m o n y we s u b m i t t e d h e r e . 

25 JUDGE RAINEY: L e t ' s move on. Are you g o i n g 
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1 t o move t o a n o t h e r l i n e ? 

2 MR. HERSHEY: No, I'm n o t . I have o n l y 

3 touched t h e b e g i n n i n g o f t h a t . I'm a c t u a l l y g e t t i n g 

4 t o something which I t h i n k --

5 JUDGE RAINEY: I t h i n k we can a l l agree as t o 

6 what t h e j o i n t s e t t l e m e n t p e t i t i o n i s . L e t ' s move 

7 on. 

8 BY MR. HERSHEY: 

9 Q. Have you ever p a r t i c i p a t e d i n t h e 

10 n e g o t i a t i o n o f a u t i l i t y case? 

11 MR. CLEARFIELD: O b j e c t i o n , Your Honor. 

12 Relevance. 

13 JUDGE RAINEY: Mr. Hershey. 

14 MR. HERSHEY: I t goes s p e c i f i c a l l y t o t h e 

15 compari son between an agreement s e t t 1 i n g s u b s t a n t i a l 

16 i s s u e s i n a case l i k e t h i s as compared t o how 

17 r e a l i s t i c i s a p r o p o s a l t h a t has n o t met c e r t a i n 

18 t e s t s among the p a r t i e s . 

19 MR. CLEARFIELD: Your Honor, t h a t i s 

2 0 argument. I f Mr. Hershey or h i s c l i e n t s w i s h t o 

21 r a i s e t h a t , t h e y can - -

22 JUDGE RAINEY: I'm not sure where we're g o i n g 

23 w i t h t h i s so t h a t i t p r e s e n t s t h e Commission w i t h 

24 something t h a t i t can use i n o r d e r t o make t h e 

25 d e c i s i o n t h a t i t needs t o make w i t h r e g a r d t o t h i s 
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1 p a r t i c u l a r case, Mr. Hershey. 

2 MR. HERSHEY: Your Honor, I t h i n k t h e p o i n t 

3 here i s t h a t w i t h t h e j o i n t p e t i t i o n t h e r e ' s been a 

4 negot i a t i o n p rocess which has been p a r t i c i p a t e d i n 

5 by a number o f p a r t i e s who have e v a l u a t e d t h e 

6 v a r i o u s c o s t s , and t h e f a c t t h a t t h e y ' v e s i g n e d on 

7 has some w e i g h t i n t h e Commission's c o n s i d e r a t i o n o f 

8 what i s j u s t and rea s o n a b l e f o r t h e v a r i o u s p a r t i e s . 

9 On t h e o t h e r hand, we have a u n i l a t e r a l p r o p o s a l 

10 w h i c h has n o t gone t h r o u g h t h a t p r o c e s s . 

11 JUDGE RAINEY: I'm h a v i n g problems w i t h t h e 

12 back and f o r t h about what a p r o p o s a l i s and what an 

13 agreement i s and yo u r d e f i n i t i o n . I f you want t o 

14 d e f i n e what you mean and then ask q u e s t i o n s on t h a t , 

15 t h a t ' s f i n e . But I don't want t o get i n t o a back-

16 a n d - f o r t h about what Webster says o r what Funk and 

17 Wagnalls says. L e t ' s move on, p l e a s e . 

18 MR. CLEARFIELD: Your Honor, I'm g o i n g t o 

19 renew my obj e c t i o n , however. The m a t e r i a l on which 

20 Mr. Hershey i s i n t e r r o g a t i n g t h e w i t n e s s i s 

21 argument. I t has t o do w i t h i t s p o s i t i o n t h a t i t 

22 would advance t o t h e Commission. I t ' s n o t de s i g n e d 

23 n o r w i l l i t e l i c i t r e l e v a n t and m a t e r i a l e vidence 

24 from t h i s w i t n e s s . 

25 T h i s w i t n e s s p r e s e n t e d t e s t i m o n y on t h e 
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1 t e c h n i c a l a s p e c t s o f the p l a n and changes t h a t 

2 needed t o be made t o make i t more p r o consumer. 

3 Beyond t h a t , Mr. Hershey's s t a t e m e n t s s h o u l d be 

4 d i r e c t e d t o t h e Commission i n h i s b r i e f . 

5 MR. HERSHEY: Your Honor, a number o f t i m e s 

6 d u r i n g h i s t e s t i m o n y on c r o s s Mr. M i t n i c k r e f e r r e d 

7 t o "our p r o p o s a l . " He s p e c i f i c a l l y used t h a t t e r m . 

8 That's a v e r y i m p o r t a n t use, because i t i s i n f a c t a 

9 u n i l a t e r a l p r o p o s a l , and he's a t t e m p t i n g t o compare 

10 t h a t w i t h a document which i s a n y t h i n g b u t a 

11 p r o p o s a l . 

12 JUDGE RAINEY: Again, t o t h e e x t e n t t h a t 

13 we're g e t t i n g i n t o argument about d e f i n i t i o n s , I 

14 don't t h i n k t h a t we are a t a l l moving t h i s p r o c e s s 

15 f o r w a r d . I would ask you t o move on. I'm g o i n g t o 

16 s u s t a i n t h e ob j e c t i o n and ask you t o move on, 

17 Mr. Hershey. 

18 BY MR. HERSHEY: 

19 Q. M r . M i t n i c k , a t Page 9 o f yo u r t e s t i m o n y , 

20 you r e f e r t o v a r i o u s l e g a l impediments t h a t m ight 

21 erode t h e r a t e r e d u c t i o n s . Do you have t h a t ? 

22 A. Yes, s i r . 

23 Q. I f those l e g a l impediments e x i s t e d , t h e 

24 r a t e r e d u c t i o n s would erode from 10 p e r c e n t t o seven 

2 5 p e r c e n t ; i s t h a t r i g h t ? 
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A. C e r t a i n l e g a l impediments would do so, 

yes, a c c o r d i n g t o Page 10 o f t h e s e t t l e m e n t . 

Q. And you'd agree w i t h me t h a t a t Page 10 

o f t h e s e t t l e m e n t document, among o t h e r l e g a l 

impediments, are i n c l u d e d c o u r t cases t h a t would 

p r e v e n t s e c u r i t i z a t i o n ; i s n ' t t h a t r i g h t ? 

A. I'm n o t a l a w y e r , and I can o n l y - - I 

can quote t h i s f o o t n o t e . 

Q. I f you u n d e r s t a n d , i s i t your 

u n d e r s t a n d i n g t h a t i n c l u d e d i n those l e g a l 

impediments are c o u r t cases t h a t would p r e v e n t 

s e c u r i t i z a t i o n ? 

A. I t says, Such l e g a l impediments s h a l l 

i n c l u d e s t a t u t o r y changes and s t a t e o r f e d e r a l c o u r t 

a c t i o n s or d e c i s i o n s t h a t p r e c l u d e s e c u r i t i z a t i o n . 

Q. F i n e . So you would agree w i t h me t h a t 

c o u r t a c t i o n s c o u l d p r e v e n t s e c u r i t i z a t i o n and be 

such a l e g a l impediment? 

A. Makes sense. 

Q. Are you aware o f any pen d i n g l e g a l 

a c t i o n s t o d a y t h a t c o u l d p r e v e n t s e c u r i t i z a t i o n ? 

A. I have n o t s t u d i e d t h a t s u b j e c t . 

Q. But you d i d i n d i c a t e i n your p r i o r 

t e s t i m o n y t h a t PECO b e l i e v e s t h a t t h e r e are 

c u r r e n t l y l e g a l impediments t h a t would p r e v e n t 
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1 s e c u r i t i z a t i o n , d i d n ' t you? 

2 A. I made t h a t s t a t e m e n t p u r e l y based on 

3 t h i s f o o t n o t e , which I t a k e a t f a c e v a l u e . I have 

4 no o t h e r i n f o r m a t i o n on t h e s u b j e c t . 

5 Q. W i l l you accept s u b j e c t t o check t h a t 

6 ' such ap p e a l s , c o u r t a c t i o n s are c u r r e n t l y p e n d i n g 

7 and t h e y have been a m a t t e r o f r e c o r d b e f o r e t h i s 

8 Commission? 

9 MR. CLEARFIELD: Your Honor, I'm g o i n g t o 

10 o b j e c t . T h i s i s not something t h a t Mr. M i t n i c k can 

11 check. I t may c a l l f o r a l e g a l c o n c l u s i o n . I f t h e y 

12 e x i s t , t h e y e x i s t . 

13 MR. HERSHEY: Mr. C l e a r f i e l d , would you 

14 s t i p u l a t e - -

15 JUDGE RAINEY: J u s t a moment, p l e a s e . I f t h e 

16 w i t n e s s knows, he can say he does. I f he doesn't 

17 know -- We need t o j u s t move f o r w a r d and s t o p w i t h 

18 a l l t h e b i c k e r i n g g o i n g back and f o r t h . 

19 MR. CLEARFIELD: I'm not t r y i n g t o . b i c k e r , 

20 Your Honor. F r a n k l y , Your Honor, I'm j u s t n o t i n a 

21 p o s i t i o n t o make a d e t e r m i n a t i o n t o d a y as t o whether 

22 t h e r e are l e g a l impediments or n o t . 

23 I w i l l say t h a t I b e l i e v e Mr. M i t c h e l l i n a 

2 4 d e p o s i t i o n d i d say t h a t PECO b e l i e v e d t h e r e was a 

25 l e g a l impediment. 
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1 JUDGE RAINEY: I don't want a t t o r n e y s 

2 t e s t i f y i n g . The w i t n e s s can t e s t i f y w i t h r e g a r d s t o 

3 whether o r not he knows t h e answer t o t h a t q u e s t i o n . 

4 THE WITNESS: B a s i c a l l y , Mr. Hershey, I don't 

5 know about t h i s s u b j e c t , and I'm n o t a l a w y e r . 

6 BY MR. HERSHEY: 

7 Q. I f t h e r e were l e g a l impediments t h a t 

8 p r e v e n t e d PECO's s e c u r i t i z a t i o n , i s i t p o s s i b l e - - I ' m 

9 n o t a s k i n g you f o r a l e g a l o p i n i o n - - i s i t p o s s i b l e 

10 t h a t such l e g a l impediments t o PECO's s e c u r i t i z a t i o n 

11 m i g h t a l s o p r e v e n t t h e s e c u r i t i z a t i o n under y o u r o r 

12 any o t h e r p r o p o s a l ? 

13 A. I r e a l l y c a n 't say. 

14 Q. I f s e c u r i t i z a t i o n c o u l d not proceed under 

15 y o u r p r o p o s a l or any o t h e r p r o p o s a l , what would be 

16 t h e impact on t h e r a t e r e d u c t i o n s f o r consumers 

17 under your p r o p o s a l ? 

18 A. That's something I can answer. I n t h a t 

19 case, t h e v a l u e o f s e c u r i t i z a t i o n would be absent. 

20 I t h i n k , i f I u n d e r s t a n d t h i s Page 10, PECO i n t h i s 

21 s e t t l e m e n t agreement would have t o back down on i t s 

2 2 up- f r o n t d i s c o u n t s , temporary r a t e d i s c o u n t s t o 

23 consumers, by about t h r e e p e r c e n t ; f o r example, f r o m 

2 4 10 t o seven. S i m i l a r l y , here we would have t o back 

25 down i n t h i s p r o p o s a l on t h e same o r d e r o f magnitude 
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1 o f t h r e e p e r c e n t . I f we had 14, we'd have t o go t o 

2 11 . 

3 The s e t t l e m e n t agreement, as you p r e f e r t o 

4 c a l l i t , i s 10 t o seven. We would go from 14 t o 11. 

5 Yes, I imagine t h a t ' s t h e way i t would work. 

6 Q. Did you p a r t i c i p a t e a t a l l i n t h e 

7 p r e p a r a t i o n o f t h e Enron p r o p o s a l which has been 

8 f i l e d w i t h t h i s Commission? 

9 A. No. 

10 Q. You've had s u b s t a n t i a l e x p e r i e n c e i n 

11 r e g u l a t o r y m a t t e r s r e l a t e d t o u t i l i t y cases, have 

12 you not? 

13 A. Yes. 

14 Q. And has i t been your e x p e r i e n c e t h a t 

15 Commission d e c i s i o n s are f r e q u e n t l y appealed t o t h e 

16 c o u r t s ? 

17 A. There's a c e r t a i n p e r c e n t a g e o f m a t t e r s 

18 t h a t are appealed t o t h e c o u r t s , yes. I t depends on 

19 t h e j u r i s d i c t i o n , v e r y much. 

20 Q. Have you made any such s t u d y o f t h e 

21 Commission d e c i s i o n s i n P e n n s y l v a n i a which have been 

22 appealed? 

23 A. Not s p e c i f i c a l l y . I know t h e r e ' s a t 

24 l e a s t one case i n P e n n s y l v a n i a t h a t was a Supreme 

25 Court d e c i s i o n . I t ' s happened a t l e a s t once. 

HOLBERT ASSOCIATES 
(717) 540-9669 



916 

1 Q. On Page 13, L i n e 10, of y our t e s t i m o n y , 

2 you make r e f e r e n c e t o t h e body p o l i t i c . Do you see 

3 t h a t r e f e r e n c e ? 

4 A. Yes , s i r . 

5 Q. What d i d you mean by t h a t term? 

6 A. J u s t t h e phrase body p o l i t i c ? 

7 Q. Yes. 

8 A. The government o f t h e Commonwealth o f 

9 P e n n s y l v a n i a and t h e people of P e n n s y l v a n i a . 

10 Q. A c t i n g t o g e t h e r i n whatever l e g a l means 

11 are a v a i l a b l e t o them? 

12 A. Sure. 

13 Q. And i t ' s t h a t body p o l i t i c w h ich you 

14 b e l i e v e w i l l produce f a i r e r r a t e s t h a n t h e proposed 

15 s e t t l e m e n t agreement; i s t h a t r i g h t ? 

16 A. A c t u a l l y , t h a t was not my p o i n t . I f I 

17 can j u s t b r i e f l y e l a b o r a t e , i t i s not c r e d i b l e t o 

18 assume t h a t i n t h e absence of t h i s j o i n t p e t i t i o n 

19 t h a t r a t e s would s t a y a t t h e i r c u r r e n t l e v e l s i n t o 

20 p e r p e t u i t y and t o measure the b e n e f i t s o f t h i s 

21 document r e l a t i v e t o r a t e s s t a y i n g as t h e y c u r r e n t l y 

2 2 are i n t o p e r p e t u i t y . That's n o t a r e a s o n a b l e case. 

23 That's a l l . I t ' s a s i m p l e p o i n t . 

24 Q. A side from t h e f a c t t h a t p e r p e t u i t y i s a 

25 v e r y l o n g t i m e --
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JUDGE CHESTNUT: And t h e r e ' s a r u l e a g a i n s t 

MR. RYAN: Which none o f us can remember. 

MR. HERSHEY: There are many r u l e s a g a i n s t 

i t . 

BY MR. HERSHEY: 

Q. Wouldn't you agree w i t h me t h a t i t ' s t h a t 

v e r y body p o l i t i c which you d e s c r i b e t h a t g o t us 

i n t o t h i s mess? 

A. Would you r e p e a t your q u e s t i o n ? 

Q. Would you agree w i t h me t h a t i t ' s t h a t 

body p o l i t i c t h a t you're r e f e r r i n g t o t h a t c r e a t e d 

t h e s i t u a t i o n t h a t b r o u g h t us i n t o t h i s h e a r i n g 

room? W e l l , l e t me re p h r a s e t h e q u e s t i o n . I s i t 

t h a t body p o l i t i c t h a t produced PECO r a t e s as t h e y 

c u r r e n t l y are? 

A. Yes. 

Q. Would you l a b e l t h o s e r a t e s as a success 

f o r consumers ? 

A. No. 

Q. I n your o r a l s u r r e b u t t a l t e s t i m o n y t o d a y , 

you s t a t e d t h a t government n a t i o n a l l y has d e c i d e d 

t h a t c o m p e t i t i o n i s p r e f e r a b l e . Do you r e c a l l t h a t 

s t a t e m e n t ? 

A. I don't know i f t h a t was a d i r e c t q uote, 
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1 b u t t h a t ' s p r o b a b l y c l o s e enough. 

2 Q. I t ' s t h e best I c o u l d come. You would 

3 agree w i t h t h a t statement? 

4 A. The f e d e r a l government t h r o u g h t h e 

5 F e d e r a l Energy R e g u l a t o r y Commission and many s t a t e 

6 governments i n v a r i o u s forms have d e c i d e d and t a k e n 

7 a c t i o n on t h e premise t h a t a c o m p e t i t i v e system i s 

8 s u p e r i o r t o t h e r a t e base r e g u l a t i o n system. 

9 Q. When you say many s t a t e governments, how 

10 many, i f you know? 

11 A. S u b j e c t t o check, b u t c e r t a i n l y a t l e a s t 

12 20 t o 25 s t a t e governments i n v a r i o u s forms have 

13 t a k e n a number of a c t i o n s t h a t move u t i l i t y 

14 r e g u l a t i o n from i t s t r a d i t i o n a l form t o a much more 

15 c o m p e t i t i v e model. 

16 Q. Have you p e r f o r m e d any s t u d y o f t h e 

17 economy i n t h e PECO s e r v i c e t e r r i t o r y ? 

18 A. Not t h e g e n e r a l economy, no. 

19 Q. Are you f a m i l i a r w i t h t h e economic 

20 a c t i v i t y i n the s e r v i c e t e r r i t o r y t h a t ' s 

21 p a r t i c u l a r l y s e n s i t i v e t o t h e p r i c e o f e l e c t r i c i t y ? 

2 2 A. W e l l , I l i v e d i n P h i l a d e l p h i a f o r a 

23 c o u p l e o f y e a r s . I l i v e an hour and a h a l f t r a i n 

24 r i d e from here. I've worked o f f and on i n 

25 P e n n s y l v a n i a f o r P e n n s y l v a n i a u t i l i t i e s many t i m e s 
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1 i n my c a r e e r . I t h i n k I have a g e n e r a l 

2 u n d e r s t a n d i n g t h a t v e r y h i g h e l e c t r i c r a t e s can be 

3 i n j u r i o u s t o t h e economy as w e l l as i n d i v i d u a l 

4 f a m i l i e s and b u s i n e s s e s . 

5 Q. But beyond t h a t g e n e r a l u n d e r s t a n d i n g 

6 t h a t anyone w i t h a good e d u c a t i o n might have, have 

7 you p e r f o r m e d any k i n d o f a n a l y s i s t o show what 

8 i n d u s t r y , what commerce i s here t h a t m i ght do b e t t e r 

9 i f t h e p r i c e o f e l e c t r i c i t y were lower o r i s 

10 p a r t i c u l a r l y s e n s i t i v e i n any way t o t h e p r i c e o f 

11 e l e c t r i c i t y ? 

12 A. I t ' s an i n t e r e s t i n g q u e s t i o n . I ' v e not 

13 done such a s t u d y . 

14 Q. L e t ' s go back f o r a minute t o a q u e s t i o n 

15 t h a t Mr. Mickens asked. He asked you i f you c o u l d 

16 i n d i c a t e a t what p o i n t do t h e f l o o d g a t e s open. Do 

17 you r e c a l l t h a t q u e s t i o n ? 

18 A. More or l e s s , yes. 

19 Q. You s a i d you d i d n ' t r e a l l y know. I t ' s 

20 j u s t t h a t a t the l e v e l s proposed i t won't work, b u t 

21 you don't know where you'd draw t h e l i n e when i t 

22 w i l l work? 

23 A. W e l l , I d i d n ' t say t h a t I d i d not know. 

24 What I s a i d - - a n d l e t me say i t more c l e a r l y - - i s t h a t 

25 i t ' s a t r u i s m t h a t as t h a t cap, as t h a t ECC i s 
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1 r a i s e d t h e p r o b a b i l i t y t h a t e n t r a n t s w i l l be 

2 a t t r a c t e d and you'11 have s u f f i c i e n t compet i t i o n i n 

3 t h i s area i s i n c r e a s e d . 

4 V a r i o u s e x p e r t s can s p e c u l a t e as t o t h a t 

5 p r o b a b i l i t y f u n c t i o n , where i t passes 50 p e r c e n t 

6 p r o b a b l e , 75 p e r c e n t . The e x p e r t s can argue about 

7 i t , b u t i t ' s n ot an e i t h e r / o r w i t h c e r t a i n t y . I t 

8 would be a p r o b a b i 1 i t y . 

9 At t h e l e v e l s t h a t we have here o f t h e 2.8., 

10 I would f e e l s t r o n g l y t h a t t h e p r o b a b i l i t y t h a t 

11 t h e r e w i l l be e n t r a n t a t t r a c t i o n and v i g o r o u s 

12 c o m p e t i t i o n i s u n a c c e p t a b l y low. 

13 Q. Yet, p i c k i n g up on Mr. Ryan's quest i o n 

14 w i t h r e g a r d t o SAM-SR3, you're o n l y w i l l i n g t o g i v e 

15 t h e consumers 10 p e r c e n t o f the o v e r - r e c o v e r y t h a t 

16 you've i d e n t i f i e d i n the s e t t l e m e n t document; i s 

17 t h a t r i g h t ? 

18 A. I would answer t h a t by s a y i n g t h i s . ' I 

19 o f f e r here t h r e e p r o p o s a l s , o r a p r o p o s a l i n wh i c h 

20 t h i s i s t h e mix o f a d d i t i o n a l r a t e decreases t o 

21 consumers beyond t h i s document ver s u s t h e gen. 

22 c r e d i t . There are numerous v a r i a t i o n s . 

23 F o r t u n a t e l y , t h e r e ' s enough d o l l a r s w i t h i n t h e t o t a l 

24 p i e so t h a t t h i s Commission can make p o l i c y 

2 5 d e t e r m i n a t i o n s as t o how t o s p l i t t h e p i e . 
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1 Q. But you're recommending t h a t consumers 

2 g e t o n l y 10 p e r c e n t ? 

3 A. Wei1, i t seems t o be somewhere between 10 

4 and 15 p e r c e n t , b u t whatever i t i s . 2.58 r e l a t i v e 

5 t o -- I t ' s over 10 p e r c e n t i n e v e r y case, b u t j u s t 

6 a l i t t l e o v e r . 

7 Q. J u s t a l i t t l e over? 

8 A. R i g h t . And you c o u l d do i t d i f f e r e n t l y . 

9 Q. Sure. 

10 MR. HERSHEY: Thank you, Your Honor. That's 

11 a l l I have. 

12 JUDGE RAINEY: Thank you. 

13 Mr. Smith. 

14 MR. SMITH: Thank you, Your Honor. 

15 CROS S-EXAMINATION 

16 BY MR. SMITH: 

17 Q. Mr. M i t n i c k , e a r l i e r you t e s t i f i e d t h a t 

18 you d i d n o t f i n d i t c r e d i b l e t h a t t h e r e would be a 

19 s i t u a t i o n where s a l e s g r o w t h would not i n c r e a s e . Do 

20 you r e c a l l t h a t t e s t i m o n y ? 

21 A. Oh, yes. 

22 Q. I ' d l i k e you t o assume a h y p o t h e t i c a l f o r 

23 me. I would l i k e you t o assume t h a t i n f a c t s a l e s 

24 g r o w t h has remained f l a t f o r 10 years i n t h i s 

25 s e r v i c e t e r r i t o r y . Would t h a t i n any way a f f e c t 
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1 your c o n c l u s i o n about whether i t ' s c r e d i b l e t o 

2 assume t h a t s a l e s g r o w t h would c o n t i n u e t o remain 

3 f l a t ? 

4 A. A c t u a l l y , Mr. Smith, I've s t u d i e d 

5 c a r e f u l l y t h e s a l e s g r o w t h f o r t h i s 10-year p e r i o d . 

6 That i n f o r m a t i o n i s p r o v i d e d i n a number o f forms, 

7 i n c l u d i n g i n your i n t e g r a t e d r e s o u r c e p l a n f i l e d 

8 j u s t f i v e months ago. 

9 Y o u ' l l note t h a t t h e r e has been v i g o r o u s 

10 g r o w t h i n your company's s e r v i c e t e r r i t o r y i n t h e 

11 r e s i d e n t i a l and commercial s e c t o r s , p a r t i c u l a r l y 

12 commercial. Now, t h e r e has been some d r o p - o f f i n 

13 i n d u s t r i a l , p a r t i c u l a r l y i n the l a s t r e p o r t i n g y e a r . 

14 I imagine p a r t o f t h a t i s a s c r i b a b l e t o t h e 

15 P h i l a d e l p h i a navy y a r d . 

16 So I t h i n k when you l o o k a t t h e l a s t 10 ye a r s 

17 and you make a gross s t a t e m e n t t h a t s a l e s g r o w t h has 

18 been f l a t a t the same t i m e as your company has p u t 

19 i n a f o r e c a s t t o t h e Commission j u s t f i v e months ago 

20 t h a t t h e base case i s 1.14 p e r c e n t per annum and 

21 f o r e c a s t e d t o t h e FERC j u s t a l i t t l e w h i l e ago t h a t 

22 i t would be a p p r o x i m a t e l y .8 p e r c e n t , I t h i n k t h a t ' s 

2 3 a s i m p l i f i c a t i o n . 

2 4 Q. I t ' s what we c a l l f i g h t i n g a 

2 5 h y p o t h e t i c a l . I'm a s k i n g you t o assume t h a t i t has 
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1 been f l a t f o r 10 years and t o t h e n answer would t h a t 

2 change your o p i n i o n about whether i t i s c r e d i b l e t o 

3 have a g o i n g - f o r w a r d assumption o f f l a t g r o w t h . 

4 A. Okay. Good. I accept the h y p o t h e t i c a l , 

5 and i t would not change my b e l i e f t h a t t h e no s a l e s 

6 g r o w t h i s i n c r e d i b l e . I c a n ' t imagine t h a t an 

7 e x p e r t i n t h e f i e l d would come f o r t h here b e f o r e t h e 

8 Commission and m a i n t a i n t h a t t h e r e would be no s a l e s 

9 g r o w t h i n t h i s area over t h e n e x t 10 y e a r s . 

10 Your company has r e t a i n e d c o n s u l t a n t s by --

11 has had ICF. ICF has a f o r e c a s t f o r PJM-wide g r o w t h 

12 p e r annum t h a t ' s w e l l over two p e r c e n t . I j u s t 

13 c a n ' t imagine i t . 

14 Q. So your answer t h e n - - I want t o make sure 

15 I u n d e r s t a n d t h i s - - i s t h a t , on t h e assumption t h a t 

16 g r o w t h has been f l a t f o r 10 y e a r s , i t would s t i l l be 

17 i n c r e d i b l e t o you t o t h i n k t h a t i t would c o n t i n u e t o 

18 be f l a t ? 

19 A. Yes, i f o n l y because t h r o u g h t h i s p r o c e s s 

20 we a r e l o w e r i n g r a t e s one way o r t h e o t h e r . Under 

21 your company's p r o p o s a l , t h i s p r o p o s a l , some o t h e r 

22 p r o c e s s , r a t e s are g o i n g t o go down. I cannot 

23 b e l i e v e t h a t i n an environment o f l o w e r r a t e s t h a t 

24 t h e r e ' s not g o i n g t o be any s a l e s g r o w t h . I t ' s n o t 

25 c r e d i b l e . 
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1 Q. The l a s t s t a t e m e n t i s based on p r i c e 

2 e l a s t i c i t y o f e l e c t r i c i t y ? 

3 A. Yes, t h e l o n g - t e r m p r i c e e l a s t i c i t y . 

4 Q. You t e s t i f i e d v e r b a l l y , o r a l l y , a l i t t l e 

5 w h i l e ago t h a t you imagine t h a t PECO i s d o i n g some 

6 t h i n g s t o improve i t s overhead i n T & D . Do you 

7 r e c a l l t h a t ? 

8 A. Yes. 

9 Q. Have you done any r e v i e w o f PECO's 

10 c a p i t a l budgets over t h e p a s t y e a r s and t o da t e t o 

11 d e t e r m i n e whether t h e y have a l r e a d y u n d e r t a k e n such 

12 e f f o r t s ? 

13 A. I've n o t s t u d i e d t h e c a p i t a l budgets o f 

14 PECO. 

15 Q. Do you know whether t h e t h i n g s t o improve 

16 i t s overhead t o which you were r e f e r r i n g have 

17 a l r e a d y been accomplished by PECO Energy over t h e 

18 p a s t years? 

19 A. I'm sure t h a t y our company has made g r e a t 

20 s t r i d e s . For example, PECO i s one o f t h e l e a d e r s 

21 i n d u s t r y w i d e i n t h e decrease o f i t s work f o r c e . 

22 There's h a r d l y any company i n t h e c o u n t r y t h a t ' s 

23 s l a s h e d i t s o v e r a l l t o t a l work f o r c e as much as yo u r 

24 company. So I imagine t h a t you've a l r e a d y been 

2 5 making g r e a t s t r i d e s . But, a g a i n , beyond t h a t I 
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1 have no d e t a i l e d knowledge. 

2 Q. You have not done a s t u d y o f c a p i t a l 

3 budgets, e a r l y r e t i r e m e n t , O & M , o r a n y t h i n g e l s e 

4 t o d e t e r m i n e whether t h e r e are a d d i t i o n a l s a v i n g s 

5 t h a t c o u l d be accrued? 

6 A. C o r r e c t . 

7 Q. Have you done any a n a l y s i s o f t r e n d s o f 

8 T & D c o s t s , o f PECO Energy's T & D c o s t s ? 

9 A. I have o f companies n a t i o n a l l y , a l t h o u g h 

10 n o t o f PECO s p e c i f i c a l l y i n d e t a i l . 

11 Q. Have you l o o k e d a t PECO's A & G f u n c t i o n s 

12 t o d e t e r m i n e i f and t o what e x t e n t t h e y would s t i l l 

13 be c a r r i e d o ut under t h e s e t t l e m e n t ? 

14 A. No. I've made no s p e c i f i c -- Ag a i n , 

15 maybe t h i s w i l l be h e l p f u l . I've made no s p e c i f i c 

16 s t u d i e s o f -- I've n ot been h i r e d as a c o n s u l t a n t 

17 t o yo u r company, and I've made no s p e c i f i c s t u d i e s 

18 o f t h e degree t o which you have r e - e n g i n e e r e d o r 

19 t h e r e i s p o t e n t i a l f o r f u r t h e r r e - e n g i n e e r i n g . 

20 Q. Would you go t o E x h i b i t SAM-SRI t h a t was 

21 handed out today. How much s e c u r i t i z a t i o n do you 

2 2 assume i n these e x h i b i t s ? How many b i l l i o n s o f 

23 d o l l a r s do you assume has been s e c u r i t i z e d i n each 

24 o f th e s e e x h i b i t s ? 

25 A. I do i t more s i m p l y . I f you l o o k on t o 
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1 SR1A, Page 2, I s i m p l y assume t h a t t h e r e ' s a v a l u e 

2 o f s e c u r i t i z a t i o n o f .3 c e n t s per k i l o w a t t hour, 

3 p e r i o d . I don't do any f u r t h e r d e t a i l e d a n a l y s i s . 

4 I t a k e a t f a c e v a l u e your company's own a n a l y s i s 

5 t h a t w i t h v e r s u s w i t h o u t s e c u r i t i z a t i o n t h a t would 

6 be t h e change i n v a l u e . 

7 Q. I t may be s i m p l e r t o you, b u t what I'm 

8 a s k i n g i s , t h e j o i n t p e t i t i o n f o r p a r t i a l s e t t l e m e n t 

9 says t h a t PECO would have t h e o p t i o n o f s e c u r i t i z i n g 

10 up t o $4 b i l l i o n . Your t a b l e s , what l e v e l d i d you 

11 assume t h a t t h e y would s e c u r i t i z e ? I f t h e answer i s 

12 I don't know, t h e n t h a t ' s f i n e . 

13 A. No, i t ' s n o t even an I don't know. I t 

14 wasn't a c o n s i d e r a t i o n . Your company sent a v e r y 

15 s t r o n g s i g n a l and has i n d i c a t e d t h a t t h e v a l u e o f 

16 s e c u r i t i z a t i o n i s .3 c e n t s p e r k i l o w a t t hour, so I 

17 use t h a t number as i s . 

18 Perhaps as you developed t h a t number you t o o k 

19 i n t o account t h a t you would s e c u r i t i z e f o u r b i l l i o n 

2 0 o r 3.5 b i l l i o n . Perhaps you made an assumption o f 

21 how much would go t o l o n g - t e r m debt v e r s u s p r e f e r r e d 

22 debt v e r s u s common. I don't know t h a t . I don't 

23 know how you came up t o t h a t number. A l l I know i s 

24 you came up t o t h a t number and I t o o k i t . 

25 MR. SMITH: Your Honor, I would r e q u e s t t h a t 
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1 t h e w i t n e s s be d i r e c t e d t o e i t h e r say t h a t he has a 

2 number i n mind f o r the amount o f s e c u r i t i z a t i o n t h a t 

3 i s i n c l u d e d i n these t a b l e s or t h a t he do e s n ' t . 

4 JUDGE RAINEY: I b e l i e v e t h e w i t n e s s s a i d he 

5 d i d n ' t c o n s i d e r t h a t i n h i s c a l c u l a t i o n s . 

6 I s t h a t what you're s a y i n g , Mr. M i t n i c k ? 

7 THE WITNESS: Yes. I t o o k PECO's methodology 

8 as i s . 

9 BY MR. SMITH: 

10 Q. Under t h e s e t t l e m e n t what i s y o u r 

11 u n d e r s t a n d i n g of the date on which t h e company 

12 b e g i n s t o p r o v i d e d i s c o u n t s and l o s t revenues? 

13 A. The date on which your d i s c o u n t s s t a r t , 

14 y o u r t e m p o r a r y 28-month 10 p e r c e n t , s t a r t s September 

15 1 s t , 1998. 

16 Q. Speaking as an economist and l o o k i n g a t 

17 t h e q u e s t i o n o f n e t p r e s e n t v a l u e s , do you n o r m a l l y 

18 d e t e r m i n e t h e date a g a i n s t which t o s e t n e t p r e s e n t 

19 v a l u e s by r e f e r e n c e t o economic events o r l e g a l 

20 s t a t u t e s ? I f t h a t was u n c l e a r , t h e n I can r e p h r a s e . 

21 A. Could you rephras e i t . 

22 Q. When you are s e t t i n g n et p r e s e n t v a l u e , 

23 t h e d a t e a g a i n s t which you do t h e p r e s e n t v a l u i n g 

24 a f f e c t s t h e outcome; c o r r e c t ? 

25 A. I t can. 
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1 Q. As a g e n e r a l m a t t e r i n economic t h e o r y , 

2 how does one choose t h a t d ate f o r net p r e s e n t 

3 v a l u i n g purposes? 

4 A. I t ' s p r e t t y s p e c i f i c t o t h e c i r c u m s t a n c e s 

5 o f t h e problem. Here the problem i s -- I won't say 

6 any more. You can ask t h e q u e s t i o n . 

7 Q. There i s no g e n e r a l p r i n c i p l e o f wh i c h 

8 you're aware? 

9 A. W e l l , one p r i n c i p l e i s you want t o be 

10 c o n s i s t e n t so you're always comparing a p p l e s t o 

11 a p p l e s . I f you're n et p r e s e n t v a l u i n g one t h i n g and 

12 a n o t h e r t h i n g , you would want t o l o o k a t i t t h e 

13 same. There are a number o f p r i n c i p l e s o f f a i r n e s s 

14 and o b j e c t i v i t y t h a t you would want t o employ. 

15 Q. I t h i n k I ' l l l e a v e i t a t t h a t . I f you 

16 would, t u r n t o t h e l a s t page o f SAM-SRI, which I 

17 guess becomes SAM-SR1C, Page 2. Are you t h e r e , s i r ? 

18 A. Yes. 

19 - Q. I t i n d i c a t e s a t t h e b o t t o m o f t h a t page 

20 s e c u r i t i z a t i o n NPV about 733 m i l l i o n . I t h i n k you 

21 d e s c r i b e d t h i s b e f o r e . But c o u l d you j u s t b r i e f l y 

22 d e s c r i b e a g a i n what t h a t number i s i n t e n d e d t o 

23 r e p r e s e n t ? 

24 A. Simply, i t ' s t h e v a l u e o f s e c u r i t i z a t i o n 

25 t o PECO u s i n g the methodology o f t h e company i t s e l f , 
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1 o f .3 c e n t s per k i l o w a t t hour, p e r i o d . 

2 MR. SMITH: I'm t r y i n g t o c u t o u t some s t u f f . 

3 JUDGE RAINEY: Thank you. 

4 JUDGE CHESTNUT: Keep t r y i n g . 

5 BY MR. SMITH: 

6 Q. I n your t e s t i m o n y - - a n d I a p o l o g i z e t h a t I 

7 don't have a page and l i n e r e f e r e n c e - - y o u b a s i c a l l y 

8 s t a t e d t h a t each $1 b i l l i o n i n s e c u r i t i z a t i o n would 

9 reduce PECO's c o s t by a p p r o x i m a t e l y one p e r c e n t , o r 

10 t h e r a t e s by about one p e r c e n t . 

11 A. R i g h t . I make r e f e r e n c e t o t h a t , yes. 

12 Q. What i s t h e b a s i s f o r t h a t c o n c l u s i o n o r 

13 f o r t h a t s t atement? 

14 A. I don't r e c a l l t h e r e f e r e n c e . I d i d n ' t 

15 g e n e r a t e t h a t m y s elf t h r o u g h my own a n a l y s i s , so I 

16 t h i n k I t o o k t h a t f r o m a n o t h e r source. I c o u l d 

17 r e s e a r c h t h a t and p r o v i d e t h a t . 

18 But I want t o say, a g a i n , t h a t ' s n o t t h e 

19 methodology t h a t I 've used here. I've used t h e PECO 

20 method, t h e .3 c e n t s per k i l o w a t t hour, p e r i o d . 

21 Q. Thanks. I n your t e s t i m o n y on Page 16, 

22 you used t h e l o n g - d i s t a n c e t e l e p h o n e market as a 

23 comparison here t o i l l u s t r a t e t h e v a l u e o f 

24 incumbency i n r e t a i l markets. Have you conducted 

25 any ana l y s e s o f t h e v a l u e o f incumbency i n t e l e p h o n e 
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1 markets? 

2 A . I ' v e n o t , but those s t u d i e s are v e r y w e l l 

3 known and read by economists such as m y s e l f p r e t t y 

4 w e l l . 

5 Q. Have you ever t e s t i f i e d on t h e s u b j e c t ? 

6 A. No. 

7 Q. Would you t a k e a l o o k a t Page 18 o f your 

8 t e s t i m o n y , L i n e 17. I t says a d i s c o u n t r a t e o f 7.15 

9 p e r c e n t , as recommended by t h e Commission i n i t s 

10 o r d e r . That's a t y p o ; r i g h t ? I t ' s supposed t o be 

11 7.53 p e r c e n t ? 

12 MR. CLEARFIELD: I'm s o r r y . 

13 MR. SMITH: On L i n e 17. 

14 BY MR. SMITH: 

15 Q. A d i s c o u n t r a t e o f 7.15. That's a typo? 

16 A . I b e l i e v e so, subj e c t t o check. We don't 

17 use t h i s number i n any r e g a r d o u t s i d e o f t h i s 

18 r h e t o r i c . So we never used t h i s number. 

19 Q. Have you p r e p a r e d your own c a l c u l a t i o n s 

20 o f d i s c o u n t r a t e f o r t h i s case? 

21 A. No. We f u l l y adopted your company's, 

22 8.71 p e r c e n t . 

2 3 Q. Have you p r e p a r e d an assessment o f f u t u r e 

2 4 market p r i c e s f o r t h i s case, you p e r s o n a l l y ? 

25 A. No. I adopted w i t h o u t q u e s t i o n y o u r 
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1 company's c o n s u l t a n t ' s f o r e c a s t s o f market p r i c e s . 

2 Q. On Page 2 0 o f your t e s t i m o n y , L i n e s 11 

3 t h r o u g h 13, you say, "PECO p l a n s t o r e c o v e r funds 

4 t h r o u g h t r a n s m i s s i o n and d i s t r i b u t i o n , and has made 

5 t h e g e n e r a t i o n cap as low as p o s s i b l e t o b l o c k 

6 c o m p e t i t i o n . " Do you mean t o say t h a t you have 

7 evidence t h a t PECO i n t e n d e d t o do th e s e t h i n g s ? I s 

8 t h a t y our t e s t i m o n y ? 

9 A . I don't t h i n k I have evidence t h a t y o u r 

10 management made a co n s c i o u s d e c i s i o n t o have a 

11 p r o p o s a l t h a t ' s p r e d a t o r y . The e f f e c t i s c e r t a i n l y 

12 t h a t , b u t - -

13 Q. That's what I want t o be c l e a r o f here, 

14 because t h e r e i s a d i f f e r e n c e between t e s t i m o n y t h a t 

15 PECO has made a consc i o u s d e c i s i o n t o do something 

16 and t h a t you t h i n k i n your o p i n i o n e f f e c t s can o n l y 

17 be i n t e r p r e t e d i n a s i n g l e way. I t ' s t h e l a t t e r 

18 t h a t you're t e s t i f y i n g t o ? 

19 A. Yes. Thank you. I a p o l o g i z e i f I have 

20 i m p l i e d i n any way t h a t I know t h a t t h e r e has been a 

21 c o n s c i o u s d e c i s i o n by PECO management t o be 

22 p r e d a t o r y . 

2 3 Q. Page 2 1, L i n e s 18 t h r o u g h 19, s i m i l a r l y , 

24 you have s a i d , "PECO's s t r a t e g y i s t o maximize t h e 

25 e x t e n t t o which i t can s h i e l d i t s o p e r a t i o n s f r o m 
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1 t h i s d i s c i p l i n e " o f t h e m a r k e t p l a c e . Same q u e s t i o n : 

2 Do you have any knowledge t h a t t h i s i s something 

3 t h a t PECO i s i n t e n d i n g t o do? 

4 A. I don't have knowledge t h a t PECO's s e n i o r 

5 management s a i d , Our s t r a t e g y i s t o quash any e n t r y . 

6 I don't know one way o r t h e o t h e r . The e f f e c t o f 

7 t h e p r o p o s a l i s c l e a r l y t h a t . 

8 Q. Would i t be a f a i r s t a t e m e n t t h a t i n your 

9 t e s t i m o n y where you have made s t a t e m e n t s - - a n d I 

10 t h i n k t h e r e are more t h a n t h i s - - w h e r e you i m p l i e d 

11 t h a t PECO i n t e n d s t o do something o r t h a t PECO has a 

12 c e r t a i n s t r a t e g y t h a t , g e n e r a l l y s p e a k i n g , you d i d 

13 n ot i n t e n d t o say t h a t you had knowledge o f t h e 

14 t h o u g h t p r o c e s s or a d e c i s i o n t h a t had been made by 

15 PECO Energy; b u t , r a t h e r , what you were s a y i n g was 

16 i n yo u r o p i n i o n t h e p r o p o s a l c o u l d o n l y have one 

17 outcome, and t h a t was r e a l l y what you i n t e n d e d t o 

18 say? 

19 A. I ' d l i k e t o say t h a t ' s a much b e t t e r way 

20 o f s a y i n g i t . You say i t much b e t t e r t h e r e . 

21 Q. Thank you. Page 21, L i n e s 5 t h r o u g h 9, 

2 2 - - No. I t h i n k we a l r e a d y answered t h a t one. 

23 Pag e 2 2 , you t a l k about p r e d a t o r y p r i c i n g . 

2 4 P r e d a t o r y p r i c i n g g e n e r a l l y means p r i c i n g below c o s t 

2 5 i n o r d e r t o d r i v e o t h e r s out o f t h e market and t h e n 
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© 

1 l a t e r r a i s i n g your p r i c e s t o above what t h e 

2 m a r k e t p l a c e would o t h e r w i s e have a l l o w e d and 

3 r e c o v e r i n g your c o s t s down t h e l i n e i n a monopoly 

4 f a s h i o n ; r i g h t ? E v e n t u a l l y --

5 MR. CLEARFIELD: Wait a min u t e . D i d you say 

6 yes, Mr. M i t n i c k ? 

7 THE WITNESS: I'm s o r r y . Could you r e p e a t --

8 JUDGE CHESTNUT: Mr. Smith, where i s t h e 

9 r e f e r e n c e t o p r e d a t o r y p r i c i n g on Page 22? 

10 MR. SMITH: L i n e s 7 t h r o u g h 10, a c c o r d i n g t o 

11 my n o t e s . 

12 BY MR. SMITH: 

13 Q. Do you r e c a l l t h e d e f i n i t i o n o f p r e d a t o r y 

14 p r i c i n g I gave a moment ago and a s k i n g i f you agreed 

15 w i t h t h a t d e f i n i t i o n , o r do I have t o r e s t a t e i t ? 

16 A. The l e g a l d e f i n i t i o n o f p r e d a t o r y p r i c i n g 

17 i s you have t o have. One, p r i c i n g below c o s t and 

18 e x e r c i s e d by a company w i t h market power. Then once 

19 c o m p e t i t i o n i s knocked out o r weakened, t h e n t h a t 

20 market l e a d e r r a i s e s p r i c e s above i t s c o s t s f o r 

21 excess p r o f i t s . 

22 There's a whole body o f law around t h a t . I'm 

23 n o t an a n t i t r u s t a t t o r n e y , so I'm o n l y s p e a k i n g i n ' 

24 g e n e r a l terms. 

2 5 Q. Speaking as an economist who has 
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e 

1 t e s t i f i e d about p r e d a t o r y p r i c i n g i n t h i s 

2 p r o c e e d i n g , t h e second h a l f o f t h a t e q u a t i o n where 

3 t h e p r i c e s go up a t some p o i n t i n the f u t u r e and the 

4 p r e d a t o r y p r i c e r r e c o v e r s a t above market, i s t h a t 

5 an i m p o r t a n t p a r t o f t h e d e f i n i t i o n o f p r e d a t o r y 

6 p r i c i n g ? 

7 A. I t ' s p a r t o f i t . 

8 Q. I s i t an i m p o r t a n t p a r t o f i t ? 

9 A. They're a l l i m p o r t a n t . Okay. I t ' s 

10 i m p o r t a n t . 

11 Q. L e t ' s put i t t h i s way. I n t h e absence o f 

12 that thing, if all you ever had was lower prices, 

13 even below c o s t p r i c e s , and you never ended up w i t h 

14 a s i t u a t i o n a t t h e o t h e r end o f t h a t where p r i c e s 

15 t h e n went up above and became monopoly p r i c e s , you 

16 w o u l d n ' t a c t u a l l y have p r e d a t o r y p r i c i n g ; r i g h t ? 

17 A. Not i n a n t i t r u s t law, yes. 

18 Q. On Page 23 o f your t e s t i m o n y . L i n e s 21 

19 t h r o u g h 22, you s t a t e - - I ' m t a l k i n g about A & G c o s t s 

20 h e r e - - t h a t t h e d i s t r i b u t i o n f u n c t i o n c o u l d o n l y 

21 have t h e same l e v e l o f A & G a f t e r c o m p e t i t i o n i f i t 

2 2 m a i n t a i n e d a 100-percent market share. Do you see 

2 3 t h a t t e s t i m o n y ? 

24 A. Yes. 

25 Q. How much o f t h e market share f o r 
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1 d i s t r i b u t i o n f u n c t i o n s do you expect PECO Energy t o 

2 m a i n t a i n a f t e r c o m p e t i t i o n begins? 

3 A. That's a c t u a l l y a b i t more c o m p l i c a t e d a 

4 q u e s t i o n t h a n I t h i n k you were t h i n k i n g , and i t ' s 

5 because o f t h i s . C u r r e n t l y i n your d i s t r i b u t i o n 

6 c o s t s and f u n c t i o n you p l a y s e v e r a l r o l e s , p a r t o f 

7 which w i l l remain a monopoly, r e g u l a t e d n a t u r a l 

8 monopoly. I t h i n k t h a t PECO wi 1 1 have a 100-percent 

9 market share o f , f o r example, l i n e maintenance o r 

10 l o w - v o l t a g e l i n e maintenance i n t h i s a r e a. 

11 However, p a r t o f what's i n your d i s t r i b u t i o n 

12 f u n c t i o n now, which i s meter r e a d i n g , customer 

13 s e r v i c e , v a r i o u s b undled s e r v i c e s t o t h e customer, 

14 c a l l c e n t e r s , and so f o r t h , much o f t h a t i s n o t a 

15 n a t u r a l monopoly, and you w i l l n o t have a 100-

16 p e r c e n t share, I would t h i n k , sometime i n t o t h e 

17 f u t u r e . 

18 Q. Those t h i n g s w hich you j u s t d e s c r i b e d as 

19 p o t e n t i a l l y b e i n g unbundled i n t h e f u t u r e , t h e y are 

20 i n c l u d e d a t a 100-percent l e v e l i n PECO Energy's 

21 r a t e s under t h e s e t t l e m e n t p r o p o s a l ? 

22 A. Was t h a t a q u e s t i o n ? 

23 Q. Yes. I'm a s k i n g you. I'm s o r r y t h a t I 

24 d i d n ' t have t h e r i s i n g i n f l e c t i o n . 

2 5 A. Could you r e p e a t t h e q u e s t i o n . 
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1 Q. Under t h e s e t t l e m e n t p r o p o s a l , would PECO 

2 Energy m a i n t a i n a 100-percent market i n t h e s e r v i c e s 

3 and f u n c t i o n s t h a t you d e s c r i b e d a moment ago? 

4 A. A c t u a l l y , I t h o u g h t -- I c o u l d be 

5 r e a d i n g t h i s wrong. I t h o u g h t t h o s e were among 

6 these u n s e t t l e d i s s u e s . There are these v a r i o u s 

7 u n s e t t l e d i s s u e s t h a t a r e n ' t w i t h i n your p e t i t i o n . 

8 I t h i n k t h a t would, i n p a r t , r e l a t e t o whether you 

9 c o n t i n u e t o do a l l b i l l i n g , a l l customer s e r v i c e , 

10 t h a t k i n d o f a t h i n g . 

11 Q. I t h i n k I misspoke. That's f i n e . 

12 You are not s u g g e s t i n g t h a t PECO Energy be 

13 d e n i e d s t r a n d e d i n v e s t m e n t r e c o v e r y , are you? 

14 A. C e r t a i n l y n o t . 

15 Q. You t e s t i f i e d e a r l i e r t h a t you were 

16 s a y i n g t h a t PECO Energy s h o u l d be d e n i e d a r e t u r n on 

17 i t s s t r a n d e d i n v e s t m e n t ; c o r r e c t ? 

18 A. Yes. 

19 Q. You s a i d t h a t p o s i t i o n had been adopted 

20 around t h e c o u n t r y ? 

21 A. That's t h e common way o f d o i n g i t . 

22 Q. Where has t h a t p o s i t i o n been adopted? 

2 3 A. I f necessary, I would p r o v i d e - - I ' v e 

24 n o t done t h e r e s e a r c h . S u b j e c t t o check, I ' d be 

25 happy t o -- I t would be v e r y easy t o document t h a t 
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1 i n f o r m a t i o n . 

2 Q . I would l i k e one example now. 

3 A. Okay. A c t u a l l y , I would t h i n k t h a t i n 

4 a l l o f the s t a t e s t h a t I know o f - - s u c h as 

5 C a l i f o r n i a , Massachusetts, New York, w h i c h i s g o i n g 

6 t h r o u g h t h i s p r o c e s s , New Hampshire, Rhode I s l a n d , 

7 t h e r e would be o t h e r s t a t e s - - ! a c t u a l l y don't know 

8 o f a case - - And I was v e r y s u r p r i s e d when I saw 

9 your r h e t o r i c about r e t u r n on. I don't know o f a 

10 case i n which s t r a n d e d c o s t r e c o v e r y i n c l u d e s t h i s 

11 r e t u r n on f u n c t i o n . 

12 The c a l c u l a t i o n i s s i m p l y you l o o k a t yo u r 

13 market v a l u e , you s u b t r a c t your n e t book v a l u e , and 

14 t h e d i f f e r e n c e i s t h e f u l l s t r a n d e d c o s t amount. 

15 MR. SMITH: Your Honor, a moment ago t h e 

16 w i t n e s s t e s t i f i e d t h a t i t would be v e r y easy t o p u t 

17 t o g e t h e r a f u l l l i s t of these examples, and I would 

18 l i k e t o make an o n - t h e - r e c o r d d a t a r e q u e s t t h a t t h a t 

19 be p r o v i d e d . 

20 JUDGE RAINEY: Any problem w i t h t h a t , 

21 Mr. C l e a r f i e l d ? 

2 2 MR. CLEARFIELD: No. 

23 JUDGE RAINEY: The r e c o r d w i l l n o t e t h e on-

24 t h e - r e c o r d data r e q u e s t . 

2 5 MR. SMITH: I f I can have j u s t about two 
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1 m i n u t e s , I can knock most o f t h e r e s t o f t h i s o u t . 

2 JUDGE RAINEY: Yes. 

3 (Pause) 

4 MR. SMITH: I have no f u r t h e r q u e s t i o n s , Your 

5 Honor. 

6 JUDGE RAINEY: Thank you, Mr. Smith. 

7 Any f u r t h e r c r o s s - e x a m i n a t i o n ? 

8 Yes, Mr. S t e i n m e t z . 

9 CROSS-EXAMINATION 

10 BY MR. STEINMETZ: 

11 Q. Good a f t e r n o o n , Mr. M i t n i c k . My name i s 

12 Steve S t e i n m e t z . I'm here on b e h a l f o f t h e 

13 P e n n s y l v a n i a O f f i c e o f Consumer Advocate. I w i l l be 

14 b r i e f . 

15 I s SAM 8 s t i l l r e l e v a n t , o r has i t been 

16 r e p l a c e d by SR2A, B and C? 

17 A. I t ' s been r e p l a c e d . 

18 Q. I t has been.replaced? 

19 A. R i g h t . 

20 Q. J u s t a few q u e s t i o n s on s e c u r i t i z a t i o n . 

21 On Page 14 o f your t e s t i m o n y . L i n e 3, you s t a t e t h a t 

22 under i t s p l a n PECO keeps t h e b e n e f i t s o f t h e 

23 revenue r e q u i r e m e n t s r e d u c t i o n due t o 

2 4 s e c u r i t i z a t i o n . Do you see t h a t ? 

25 A. Yes. 
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1 Q. Are you aware t h a t t h e r e are c e r t a i n 

2 c o s t s a s s o c i a t e d w i t h s e c u r i t i z a t i o n , such as c a l l , 

3 t e n d e r o f f e r premiums, r e t i r e d d e b t , t e n d e r o f f e r 

4 premium expenses, commissions a s s o c i a t e d w i t h 

5 r e t i r i n g o f common e q u i t y ? 

6 A. Makes sense. 

7 Q. Would you agree t h a t t h e l e v e l o f these 

8 expenses has a d i r e c t impact on t h e l e v e l o f s a v i n g s 

9 a c h i e v a b l e t h r o u g h s e c u r i t i z a t i o n ? 

10 A. Yes. 

11 Q. Would you agree t h a t t h e r i s k s a s s o c i a t e d 

12 w i t h any i n c r e a s e o r decrease i n any p r o j e c t i o n s 

13 c o n c e r n i n g t h e amount o f these c o s t s remains w i t h 

14 t h e company under t h e p a r t i a l s e t t l e m e n t ? 

15 A. Yes. I t ' s f o r t h a t reason and those 

16 c o m p l e x i t i e s t h a t , r a t h e r t h a n d o i n g an independent 

17 c a l c u l a t i o n , w hich i s what we were d o i n g a t f i r s t , 

18 we j u s t adopted a s - i s t h e .3 c e n t s from t h e company, 

19 f i g u r i n g t h a t t h e y would know b e t t e r t h a n anyone, 

20 t a k i n g i n t o account a l l o f those c o m p l e x i t i e s , what 

21 t h e v a l u e i s . That's why we used t he .3 c e n t s . 

22 Q. You would agree t h a t t h e r e are r i s k s t h a t 

23 t h e c o s t s c o u l d i n c r e a s e o r decrease over t h e 

24 p r o j e c t i o n s t h a t even PECO used t o c a l c u l a t e t h a t 

25 l e v e l o f s a v i n g s and t h a t does remain w i t h t h e 

HOLBERT ASSOCIATES 
(717) 540-9669 



940 

1 company under t h i s p r o p o s a l ? 

2 A. Both up and down? 

3 Q. Yes. 

4 A. Sure. 

5 MR. STEINMETZ: That's a l l I have, Your 

6 Honor. 

7 JUDGE RAINEY: Thank you. 

8 Any r e d i r e c t ? 

9 MR. CLEARFIELD: J u s t a couple o f c l a r i f y i n g 

10 q u e s t i o n s . 

11 REDIRECT EXAMINATION 

12 BY MR. CLEARFIELD: 

13 Q. Mr. M i t n i c k , on SAM-SR2C i s i t your 

14 u n d e r s t a n d i n g t h a t t h e column marked PECO 

15 S e c u r i t i z a t i o n Savings would be u t i l i z e d i n a l l 

16 e v e n t s o t h e r t h a n when t h e r e i s a d e t e r m i n a t i o n t h a t 

17 t h e r e ' s a l e g a l impediment t o s e c u r i t i z a t i o n ? 

18 A. Yes. 

19 Q. You were asked s e v e r a l q u e s t i o n s about 

20' t h e p o i n t a t which a market would be open t o 

21 c o m p e t i t i o n v i s - a - v i s gen. c r e d i t s . You s t a t e d t h a t 

22 you c o u l d n ' t r e a l l y p r o v i d e a s p e c i f i c p o i n t . 

2 3 I f you have t o be below t h e m i d p o i n t o r above 

2 4 t h e m i d p o i n t i n terms o f promot i n g compet i t i o n , 

25 where, i n your view, s h o u l d t h e balance be s t r u c k ? 
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1 A. I've s a i d t h a t i n my t a b l e s i n my 

2 p r o p o s a l . I've s e t a l e v e l o f consumer c r e d i t , gen. 

3 cap, ECC, whatever, t h a t I t h i n k i s a s a f e l e v e l so 

4 t h a t we can s a f e l y assume t h a t t h e r e w i l l be e n t r y 

5 a t t r a c t i o n . There w i l l be a r o b u s t number o f 

6 c o m p e t i t o r s , and we w i l l have v i g o r o u s c o m p e t i t i o n . 

7 Then l e t them f i g h t i t out and p r o v i d e t h e b e s t 

8 s e r v i c e and t h e lo w e s t p r i c e t o consumers. 

9 MR. CLEARFIELD: That's a l l I have. Your 

10 Honor. 

11 JUDGE RAINEY: Thank you, Mr. C l e a r f i e l d . 

12 Any r e c r o s s on t h e r e d i r e c t ? 

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

14 JUDGE RAINEY: Thank you. You may s t a n d 

15 down, Mr. M i t n i c k . 

16 I b e l i e v e t h a t completes t h e w i t n e s s l i s t f o r 

17 tod a y . L e t ' s go o f f t h e r e c o r d . 

18 ( D i s c u s s i o n o f f t h e r e c o r d . ) 

19 JUDGE RAINEY: There was a b r i e f d i s c u s s i o n 

20 o f f t h e r e c o r d w i t h r e g a r d t o tomorrow's h e a r i n g , 

21 and i t was de c i d e d t h a t we w i l l s t a r t a t 9:30 

2 2 tomorrow. 

23 I f t h e r e i s n o t h i n g f u r t h e r t h a t needs t o be 

24 t a k e n up here today, t h i s h e a r i n g i s a d j o u r n e d . 
(Whereupon, t h e h e a r i n g a d j o u r n e d a t 5:10 

25 p.m.) 
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I hereby c e r t i f y t h a t t h e p r o c e e d i n g s 

and evidence are c o n t a i n e d f u l l y and a c c u r a t e l y i n 

t h e n o t e s t a k e n by me on t h e w i t h i n p r o c e e d i n g s and 

t h a t t h i s copy i s a c o r r e c t t r a n s c r i p t o f t h e same. 
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