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Please state your full name and business address.

Joseph R. Schadt, Two North Ninth Street, Allentown, Pennsylvania, 18101

By whom are you employed and in what capacity?

1 am employed by Pennsylvania Power & Light Company (“PP&L" or the
“Company”) as Manager-Financial Support Services in the Company’s Financial
Department.

Please describe your educational background and employment histod.

| received a Bachelor’s Degree in Accounting from Wake Forest University in
May 1979. Upon graduation, | worked f;:»r Duke Power Company for two years in
its Accounting Systems and Forecasting departments. in July 1981, | began
working for PP&L.

Please describe your employment history with the Company.

| began my employment with the Company as an Accountant in the General

Accounting Department and remained there for four years, progressing to the

position of Senior Accountant. In General Accounting, | participated in the

maintenance and cldsing of the Company’s books and records and had primary
responsibility for the caliculation of the actual cost components of the Energy
Cost Rate, unbilled revenues and the miscellaneous billing function.
Subsequently, | transferred to the Financial Reporting Department where |
remained for nine years. | was promoted to Accounting Analyst in Financial
Reporting and my responsibilities included the compietion and filing of the
Company’s Annual Report to Shareowners, Forms 10-Q and 10-K for the

Securities and Exchange Commission and FERC Form 1. Through my
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experience in General Accounting and Financial Reporting, | was able to
develop a thorough knowledge of accounting and reporting concepts applicable
to the electric utility industry in general and PP&L in particular. In November
1994, | was promoted to the position of Supervisor—Accounting Research. In
this position, | had primary responsibility for developing the Company’s position
on open accounting issues applicable to the industry. In addition, | was
significantly involved in special projects, such as ;ransmission access and other
deregulation issues. In February 1996, | was promoted to my current position,
Manager--Financial Support Services. In this position, | have primary
responsibility for the Company's financial forecasting, budgeting and business
planning functions. Additionally, my department continues to have primary
responsibility for accounting research and the analysis of the financial
implications due to the deregulation of the generation portion of the electric

utility industry.

Please describe any memberships in professional or industry associations.

| am currently a member of the Accounting Standards Committee and the
Nuclear Decommissioning task force of the Edison Electric Institute.

What is the purpose of your testimony in this proceeding?

My testimony and accompanying exhibit describe and support the Company’s
calculation of “stranded costs” as provided for in the Electricity Generation
Customer Choice and Competition Act (the “Act”).

Are you responsible for any of the Company’s responses to the Commission’s

filing guidelines submitted in Exhibit 27
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Yes. Under the caption entitted Restructuring Issues, | am responsible for the
following guidelines: RP-D.5., G4.,L.1,L2,L3.,L4,L5,L7,L8,LA10,
L.11., and L.17.

Please summarize your testimony.

Applying the definition of transition or stranded costs set forth in the Act, PP&L'’s
stranded costs at January 1, 1999 before mitigation equal $5.6 billion. Future
initiatives to mitigate stranded costs are described in Mr. Hill's testimony and
reduce PP&L’s stranded costs at January 1, 1999 to $4.6 billion.

What costs are included in the Company’s claim?

As provided for in the Act, the Company’s claim is comprised of (1) regulatory
assets and other deferred charges typically recoverable under traditional
regulation, and cost obligations under Commission-approved contracts with non-
utility generators (*"NUGs"); (2) prudent!y—incurred costs related to cancellation,

buyout, buydown or renegotiation of NUG contracts and (3) net plant

investments and operating costs associated with existing generation plants and

facilities, disposal of spent nuclear fuel, decommissioning costs associated with
existing generating plants, and other transition costs, including severance, early
retirement, outplacement and related costs for employees who are affected by
changes that are expected to occur as a result of the restructuring of the electric
utility industry pursuant to the Act.

| have segregated thé calculation of PP&L's stranded costs into the following

four areas:
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° Nuclear generation

° Fossil generation
0 NUGs
o Generation-related regulatory assets

The fossil category includes the Company's coal-fired, oil-fired, hydroelectric,
combustion turbine and diesel generating facilities.

Please describe the Company’s methodology for determining stranded costs.
As explained in the Act, stranded costs are the present value of net generation-
related costs that onuld be recoverable under traditional regulation but may not
be recoverable in a competitive market and thét remain after mitigation efforts.
The methodology for calculating nuclear generation piant and fossil genération
plant stranded costs compares the annual revenue requirements for each
generating plant to the projected annual revenues each plant would receive from

the sale of its output using market-based prices for each year beginning

_January 1, 1898 to the end of its remaining service life. A PUC jurisdictional

percentage was applied to the annual excess or deficiency. The calculation of
the PUC jurisdictional percentage is explained in Mr. Kleha's testimony and
exhibits. The resulting stream of annual excesses or deficiencies was |
discounted to present value. This present value figure is the PUC jurisdictional
amount of stranded costs for nuclear generating plants and fossil generating
plants.

For NUGs, | compared the expected annual cost of the output that PP&L is

required to purchase under each NUG contract from January 1, 1999 through
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the end of the initial contract term to the annual revenues from the sale of such
output using market-based prices. To the resulting deficiency, | added the
annual payments to be paid after December 31, 1998 for two NUG buyouts
recently negotiated by the Company. ‘A PUC jurisdictional percentage was
applied to the total annual deficiency. The resulting stream of annual
deficiencies was discounted to present value. This present value figure is the
PUC jurisdictioﬁal amount of stranded costs for NUGs.

For generation-related regulatory assets, | determined the annual amortization
that would be charged to expense beginning January 1, 1999 under traditional
cost-based regulation. A PUC jurisdictional percentage was applied to the
amortization. The resulting stream of annual amortizations was discounted to
present value. This present value figure is the PUC jurisdictional amount of
stranded costs for generation-related regulatory assets.

Have you prepared an exhibit setting forth the results of the Company's stranded

costs?

Yes. Exhibit JRS 1 shows the stranded costs by the four categories | previously
identified:” nuclear generation, fossil generation, non-utility generation, and
regulatory assets. It includes detailed calculations by plant, by NUG, aﬁd by
generation-related regulatory asset. For each category, | compared the revenue
requirements to competitive market revenues. The Economics Resgurces
Group, Inc. ("ERG”) calculated the market revenues, which include components

for energy and capacity. See PP&L’s response to the Commission'’s filing
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guidelines at Appendix A, Section L, ltem 9 for detailed information regarding

market revenues.

Nuclear Generation

Piease describe in more detail the calculation of the annual revenue
requirements for nuclear generation.

The annual revenue requirements for nuclear generation include the following
cost components: |

Return on investment

Income taxes associated with the return on investment

. Depreciation
. Fuel expense
. Operation and maintenance expense
. Decommissioning costs
i . Taxes other than income

A summary of the annual revenue requirements for nuclear generation is

provided in Tab C of Exhibit JRS 1.



10
1
12
13
14
15
16
17
18
19
20
21

22

¢

Return on Investment

| calculated the return on investment for each year beginning January 1, 1998 to
the end of the generating units’ lives by multiplying the Company’'s nuclear rate
base by the Company’'s weighted cost of capital at December 31, 1996. Details
of the weighted cost of capital are provided in Tab A of Exhibit JRS 1. Capital
structure and the embedded cost of debt and preferred stock were supplied by
the Company's Financial Department. The cost of equity (11.5%) is the
allowance in the Company's most recent base rate case at Docket No.
R-00943271 and is discussed in the testimony of Mr. Moul.

Nuclear rate base includes the net book value of nuclear generation plant,
capitalized software costs related to nuclear operations included in intangible
plant, an allocated portion of general plant supporting nuclear generation,
nuclear plant materials and supplies inventory, and prepayments applicable to

nuclear generation operations less accumulated deferred income taxes

. applicable to nuclear generation plant.

The starting point for the calculation is the net book value of the Company’s
nuclear generation plant, intangible plant and general plant at December 31,
1996, derived from the Company's books and records. Net book value was
reduced to reflect a reclassification of the nuclear depreciation reserve from
transmission and distribution depreciation reserves, which is one of the
Company’s mitigation strategies. Budgeted capital additions for 1997 were
provided by the Company’s Nuclear De‘partment and future capital additions

were projected by escalating 1997 budgeted additions by 2.5%. According to
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the Nuclear Depa&ment, the 1997 budgeted additions are representative of
annual amounts needed to operate properly and maintain the Susquehanna
pla;nt. The escalation factor of 2.5% is an estimate of the average long-term
inflation rate and was provided by ERG. Depreciation is described more fully
below, but essentially is calculated using straight-line depreciation over the
remaining life of the plant (the béok lives end on July 17, 2022 for Unit 1 and
March 23, 2024 for Unit 2), plus, in 1997 and 1998, the additional depreciation
related to the modified sinking fund method of depreciation, which converts to
straight-line depreciation in 1999. The accumulated deferred income taxes
applicable to nuclear generation were projected as of the end of each year. The
amount of prepayments related to nuclear operations and material and supplies
inventory was calculated by taking the average balance for the 13-month period
ended December 31, 1996 and escalati_ng that amount at a 2.5% rate for the
remaining life of the plant.

in summary, the Company's nuclear rate bése at the end of each year is the sum
of the net book value of nuclear generation plant, computer software used in
nuclear generation and included in intangibie plant, an allocated portion of
general plant, nuclear plant materials and supplies inventory, and prepayments
applicable to nuclear generation operations less accumulated deferred income

taxes applicabie to nuclear generation plant
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Income Taxes Associated with the Retumn on Investment

In contrast to the other items of revenue discussed herein, there is no
corresponding item of expense deductible for income tax purposes for the return
on equity capital. To ensure that the equity investors receive the after-tax return
on their investment, | grossed up the revenue requirement for Federal and State
income taxes payable on the return. | calculated the amount of the “gross up”

using the following formula:

Gross Up = After-Tax Return on Equity Capital minus After-Tax Return
(1 minus Effective Income Tax Rate) on Equity Capital

The Effective Income Tax Rate is 41.4935%, calculated as follows:

Statuatory Federal tax rate 35.0000%
Statuatory State tax rate _ 9.9900%
Less: Impact of State tax deduction for Federal taxes -3.4965%
Effective income tax rate _ 41.4935%

In accordance with Federal income tax law, the PUC allowed the Company to
return the benefit of the Federal investment tax credit to ratepayers ratably over
the life of the assets that generated the credit.

Therefore, total income taxes were reduced by the amortization of investment tax
credits applicable to nuclear generation. The amortization of investment tax

credits uses the straight-line methodology over the lives of the related assets.

Depreciation

Depreciation represents the return to the Company of its investment in nuclear

generation facilities and, beginning January 1, 1999, is calculated using the
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straight-line depreciation methodology over the lives of the generating units (the
scheduled retirement dates are July 17, 2022 for Unit 1 and March 23, 2024 for
Unit 2). The effect of the reserve reclassification is not reflected in the
depreciation basis; this effectively mitigates nuclear stranded costs by $317
million. Depreciation also includes the depreciation of the Company's general
plant allocated to nuclear generation and the depreciation of computer software
included in intangible plant. Depreciation of general plant is calculated using the
straight-line methodology over the book life, through June 30, 2044, and
computer software ‘inciuded in intangible plant is depreciated on a straight-line
method over five years. All capital additions ére assumed to be placed in
service in the middle of the year; accordingly; one-half year of depreciation is

calculated on each year's capital additions.

Fuel Expense

_ | obtained projected nuciear fuel costs for the Susquehanna plant from the

Company's Nuclear Department. Fuel expense is calculated by multiplying a
mills/kwh rate by the expected kwh output. Expected kwh output is calculated
using a 78% capacity factor, which is the average actual capacity factor. for
1993-1986 and is representative of the capacity féctor the Nuclear Department

believes will be attained in the future.
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Operation and Maintenance Expense

| obtained annual projected operation and maintenance expenses for the
Susquehanna plant from the Company’s Nuclear Department. These expenses
include payroil taxes and employee benefits. The annual projected operation
and maintenance expenses were derived by escalating 1997 budgeted operation
and maintenance expenses at the rate of 2.5%. | projected annual
administrative and general costs of the Company and allocated a portion to
nuclear generation (see Mr. Kleha's testimony and exhibits for an explanation of
allocation factors). Through 2001, administrative and general costs are projected
to decline as the Company re-engineers its processes in preparation for
competition. Beginning in 2002, administrative and general costs escalate at a

2.5% annual rate.

Nuclear Decommissioning

_ lincluded in annual nuclear decommissioning expense the amount that the

Company is recovering in its existing retail and wholesale rates and then

adjusted revenue requirements to the applicable PUC jurisdictional portion.

Taxes Other Than Income

| calculated the annual expense for taxes other than income. Taxes other than
income applicable to nuclear generation include an allocated portion of the

Company’s expense for Pennsylvania capital stock tax and Pennsylvania public

-1 -
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utility realty tax. | escalated these taxes at a rate of 2.5% for the remaining lives

of the nuclear generating units.

Fossil Generation

Q.

Please describe in more detail the calculation of the annual revenue
requirements for fossil éeneration.

The methodology is essentially the same as the methodology used for nuclear
generation. The annual revenue requirements for fossil generation include the

following cost components:

. Return on investment
. Income taxes associated with the return on investment
. Depreciation
o Fuel expense
. Operation and maintenance expense
. » Decommissioning costs
. . Taxes other than income

A summary of the annual revenue requirements for fossil generation is provided

in Tab D of Exhibit JRS 1.

Return On Investment

| calculated the return on investment for each year beginning January 1, 1999 to

the end of the life of each fossil, hydroelectric, combustion turbine and diesel

generating plant (fossil plants) by multiplying the Company’s fossil rate base by

-12-
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the Company's weighted cost of capital at December 31, 1996. Details of the
weighted cost of capital are provided in Tab A of Exhibit JRS 1. Capital
structure and the embedded cost of debt and preferred stock were supplied by
the Company's Financial Department. The cost of equity (11.5%) is the
allowance in the Company's most recent base rate case at Docket No.
R-00943271 and is discussed in the testimony of Mr. Moul.

Fossil rate base includes the net book value of fossil generation plant, an
allocation portion of general plant supporting fossil generation, fossil plant fuel
inventory, materials and supplies inventory, and prepayments applicable to fossil
plant generation operations less accumulated deferred income taxes applicable
to fossil generation plant.

The starting point for the calculation is the net book value of the Company’s
fossil generation plant and generat plant at December 31, 1996, derived from the

Company's books and records. Projected capital additions are detailed in

PP&L's five-year construction budget for 19'97-2001, with minor adjustments to

reflect updated information provided by the Power Production and Engineering
Department. For example, clean air compliance costs in the 1987-2001
construction budget exciude costs for Selective Catalytic Reduction (SCR) to
better reflect current compliance strategies. Beyond 2001, capital additions
have been forecast on an individual plant basis through their remaining book
lives by the Power Production and Engineering Department. Depreciation is
described more fully below but essentially is calculated using straight-line

depreciation over the remaining life of the plants. The accumulated deferred

-13 .
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income taxes applicable to fossil plant generation were projected as of the end
of each year. The amount of prepayments related to fossil plant operations and
fuel and material and supplies inventory was calculated by taking the average
balance for the 13-month period ended December 31, 1996 and escalating that
amount at a 2.5% rate for the remaining lives of the plants.

In summary, the Company’s fossil rate base at the end of each year is the sum
of the net book value of fossil generating plant, and allocated portion of general
plant, fossil plant fuel and materials and supplies inventory, and prepayments
applicable to fossil generation operations iess accumulated deferred income

taxes applicable to fossil generation plant.

income Taxes Associated with the Return on Investment

In contrast to the other items of revenue discussed herein, there is no

corresponding item of expense deductible for income tax purposes for the return

. on equity capital. To ensure that the equity investors receive the after-tax return

on their investment, | grossed up the revenue requirement for Federal and State
income taxes payable on the return. 1 calculated the amount of the “gross up”
using the following formula:

Gross Up = After-Tax Return on Equity Capital minus After-Tax Return
(1 minus Effective Income Tax Rate) on Equity Capital

-14 -
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The Effective Income Tax Rate is 41.4935%, calculated as follows:

Statuatory Federal tax rate 35.0000%
Statuatory State tax rate 9.9900%
Less: Impact of State tax deduction for Federal taxes -3.4965%
Effective income tax rate 41.4935%

In accordance with Federal income tax law, the PUC allowed the Compan? to
return the benefit of the Federal investment tax credit to ratepayers ratably over
the life of the assets that generated the credit.

Therefore, total income taxes were reduced by the amortization of investment tax
credits applicable to nuclear generation. The amortization of investment tax

credits uses the straight-line methodology over the lives of the related assets.

Depreciation

Depreciation represents the return to the Company of its investment in fossil

generation facilities and is calculated using the straight-line depreciation

. methodology over the lives of the generating plants. Depreciation also includes

the depreciation of the Company’s general plant allocated to fossil generation.

Depreciation of general piant is calculated hsing the straight-line methodology

over the book life, through June 30, 2044. All capital additions are assumed to
be placed in service in the middle of the year; accordingly, one-half year of

depreciation is calculated on each year's capital additions.

-15-
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Fuel Expense

The Power System Support Department, in cooperation with ERG, used the
Electric Generation Expansion Analysis System (EGEAS) to model the
Pennsylvania-New Jersey-Maryland power pool operations over time. Outputs
from the EGEAS model include the estimated amount of energy that each plant
within PJM will produce, fuel costs, and each plant’s projected capacity factor.
See PP&L's response to the Commission’s filing guideline at Appendix A,

Section L, Item 9 for detailed information about the outputs of the EGEAS model.

Operation and Maintenance Expense

| obtained annual projected operation and mailntenance expenses from the
Company's Power Production and Engineering Department. These expenses
include payroll taxes and employee benefits. For 1997 through 2001, the
Company has an operation and maintenance plan, which reflects specific costs

designed to achieve certain availability goails. Beyond that time frame, direct

_ operation and maintenance costs are escalated at the rate of 2.5%, with certain

adjustments. For exampie, in 2004, operation and maintenance costs are
increased to reflect the installation of additional equipment to combly with clean
air requirements. Other minor adjustments to reflect timing differences Eetween
plant outages also are incorporated. In addition, operation and maintenance
costs are projected to begin to decline in the two years before a plant is retired.
Because all plants are projected to retire on June 30 of their retirement year,
operation and maintenance costs in that final year are one-half the annual level.

| calculated the projected annual administrative and general costs of the
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Company and allocated a portion to fossil generation (see Mr. Kleha's testimony
and exhibits for an explanation of allocation factors). Through 2001, these costs
are projected to decline as the Company as it prepares for competition.

Beginning in 2002, administrative and general costs are calculated to escalate at

a 2.5% rate.

Fossil Plant Decommissioning

| included the projected cost of decommissioning for each coal-fired and oil-fired
generating plant beginning in the last year of the plant’s remaining life. The
decommissioning activities are projected over a 3-year period. Consequently,
40% of the projected cost is included in the last year of the plant's life, 40% in
the subsequent year and 20% in the following year. In conjunction with PP&L's
most recent base rate case at Docket No. R-00943271, PP&L submitted a study

that estimated the Company’s decommissioning costs for its wholly-owned fossil

plants. See PP&L’s response to the 'Commission's filing guideline at Appendix

A, Section L, Item 2 for the decommissioning study completed for fossil plants.
Decommissioning estimates for Keystone and Conemaugh are based on a 1996
study conducted by an independent consultant and well provided by the plant

operator.
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Taxes Other Than Income

| calculated the annual expense for taxes other than income. Taxes other than
income applicable to fossil plant generation include an allocated portion of the
Company’s expense for Pennsylvania capital stock tax and Pennsylvania public
utility realty tax. | escalated these taxes at a rate of 2.5% for the remaining lives

of the fossil generation plants.

Contracts with NUGs

Q.
A

Please describe the stranded cost NUG calculation.

| calculated stranded costs associated with NUG contracts by comparing the
difference between the contract cost of output purchased from NUGs, beginning
January 1, 1999 through the end of the contract terms, to the market value of
that output. | adjusted this difference for the PUC jurisdictional portion and

discounted the difference to determine the present value at January 1, 1999. In

. addition, | included the present value of payments occurring after December 31,

1998 for buyout costs associated with two NUG contracts discussed below. A

summary of NUG costs is provided at Tab E of Exhibit JRS 1.

Purchases
| calculated the amount the Company will have to pay to each NUG, in most
cases, by multiplying the estimated output purchases from the NUG by the

contract price. Annual output purchased from each NUG is estimated to equal

-18 -
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the average annual generation during the three years 1894-1996 and is
assumed to continue at this level until the contract ends.

This approach, however, was not applicable to three NUG contracts. First, for
one NUG which recently became dispatchable in lieu of being a must-run unit for
generation scheduling purposes, | directly included the projécted amount of
payments to that NUG. Second, for a NUG that is forecasted to come on-line
January 1, 1998, | used an 80% capaciiy factor to estimate annual output
purchases, based on information the NUG provided to the FERC. Third, | used
the 1996 capacity factor to estimate annual output purchased for a NUG that

only reached its “normal” operating capacity in 1996.

Market value of output purchased from NUGs

The market value of the purchased output was calculated by multiplying the

output purchased by the projected market clearing price of generation (MCPG),

‘ supplied by Dr. Jones. For all NUGs, except the one that is dispatchable, the

MCPG is the weighted average market price that applies to base-load units. For
the dispatchable NUG, the market price used is the peak MCPG, because the

output of this NUG is dispatched only during times of peak system demand

Buyout costs

As part of the Company's efforts to mitigate stranded costs, PP&L has entered
into agreements to buy out contracts with two NUGs. One buyout has been

approved by the Commission, and another buyout is still pending Commission

-19-
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approval. The payments to be made after December 31, 1898 to buy out these

two contracts are included in the calculation of the Company's stranded costs.

Requlatory Assets

Q.

A.

Please describe the calculation of stranded costs relative to regulatory assets.

Regulatory assets are costs, incurred by entities subject to cost-based rate

regulation, the recognition of which as an expense of which is deferred to the

time that Commission-approved rates authorizing the recovery of the cost are

recovered from customers. Entities that are not subject to cost-based regulation

recognize such costs as an expense when incurred.

The Company’s calculation of stranded costs related to regulatory assets is the

present value at January 1, 1992 of the PUC jurisdictional portion of net

regulatory assets that are generation-related and are comprised of:

Unrecovered energy costs

Post-retirement benefits other than pensions

Deferred Susquehanna operating and carrying costs

Utility plant carrying charges on common facilities after in-service date
Retired miners’ heaith care costs

DOE assessment

Deferred Susquehanna refueling costs

Voluntary early retirement plan

Employee transition costs

-20-
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. Rate case expenses

. Taxes recoverable

) Investment tax credits (regulatory liability)

A summary of the Company'As regulatory assets and tl;leir amortizations is

provided in Tab F of Exhibit JRS 1.

Unrecovered Energy Costs

On January 1, 1997, PP&L’s energy costs, which were being recovered through
the ECR, were rolled into base rates, and the ECR became inactive. As of that
date, PP&L had uncollected energy costs of $17.2 million associated with the
ECR. The Commission issued a tentative order at Docket Nos. P-00961131 and
R-00963842 allowing PP&L to defer as a regulatory asset its uncollected energy
costs as of December 31, 1996, as well as future amounts that represent the

difference between the amount of energy costs rolled into base rates and

. PP&L’s estimated on-going energy costs. PP&L booked as a regulatory asset

$16.9 million of the 1996 undercollection in Debember 1996 and the remaining
$0.3 million in January 1997. Average on-going energy costs for 1997 and 1998
are estimated to exceed the amount rolled into base rates by $31.5 million per
year for PUC jurisdictional customers.

| included in the calculation of stranded costs the $17.2 million of actual
uncollected energy costs as of December 31, 1996 and $31.5 million of

estimated unrecovered on-going energy costs for the years 1897 and 1998.

.21 -
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Post-retirement Benefits Other Than Pensions

The Commission, in its Final Order at Docket No. R-00943271, permitted
recovery of the PUC jurisdictional amount of retiree health care costs resulting
from the adoption of Statement of Financial Accounting Standard No. 106 (SFAS
106), “Employers’ Accounting for Post-retirement Benefits Other Than
Pensions.” In addition, the PUC permitted PP&L to recover, over a period of
about 17 years, the amount of SFAS 106 costs that would have been deferred
from January 1, 1993 through September 30, 1995.

| calculated the ann‘ual recovery that would occur through existing rates and
inclﬁded in the stranded cost calculation the pfesent'value of the PUC

jurisdictional portion of the generation-related amount of these costs.

Deferred Susquehanna Operating and Carryinqg Costs

The PUC, in its Finai Order at Docket No. R-00943271, permitted recovery over

. 10 years of certain deferred operating and capital costs, net of energy savings,

incurred from the time Susquehanna Unit 2 was placed in commercial operation
until the effective date of base rate recognition for that Unit.

| calculated the annual recovery that would occur through existing rates and
included in the stranded cost calculation the present value of the PUC

jurisdictional portion of these costs.
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Utility Plant Carrying Charges on Common Facilities After In-Service Date

PP&L has certain facilities that serve dual-unit power plants and are generally
referred to as common facilities. Although these facilities generally are placed in
service with the first unit, Pennsylvania ratemaking traditionally has allowed only
one-half of common facilities to be included in rate base when the first unit is
placed in service. Consequently, one-half of common facilities remains in
construction work in progress after the first unit at the plant is placed into service
and continues to accumulate carrying charges until the final unit is placed in
service. The regulatory asset represents carrying charges on common facilities
that were not included in rates when Susquehanna Unit 1 and Martins Creek
Unit 3 were placed in commercial operation. These charges were reclassified in
1987 from electric utility plant in service to a deferred debit in accordance with a
FERC order. Such charges are being amortized over the remaining depreciable

life of the related property and are included in PUC jurisdictional electric service

rates.

| calculated the annual recovery that would occur through existing rates and
included in the stranded cost calculation the present value of the PUC

jurisdictional portion of these costs.

Retired Miners’ Health Care Costs

The Energy Policy Act of 1992 imposed a liability on PP&L for the health care of
retired coal miners. The Commission allowed recovery of the PUC jurisdictional

portion of these costs through the ECR over a 10-year period beginning on
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April 1, 1994. In January 1997, the portion of the liability that was recorded on a

subsidiary’s books was transferred to PP&L’'s books to maximize tax benefits,
and PP&L reduced the regulatory asset by the additional tax benefits of $1.56
million.

Because the calculations for the health care benefits already are stated on a
present value basis and apply only to PUC jurisdictional customers, | included in
the calculation of stranded costs the recorded value of the regulatory asset at

January 1, 1999

DOE Assessment

The Energy Policy Act of 1992 provides for an assessment, over a 15-year
period, on utilities with nuclear power operétions, including PP&L, to provide
funds for the decontamination and decommissioning of the Department of

Energy's ("DOE") uranium enrichment facilities. The Energy Act states that the

assessment shall be deemed a necessary and reasonable current cost of fue!

and shall be fully recoverable in rates in all jurisdictions in the same manner as
other fuel costs.

| calculated the annual recovery that would occur through existing rates and
included in the stranded cost calculation the present vaiue of the PUC |

jurisdictional portion of this assessment.
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Deferred Susquehanna Refueling Costs

This regulatory asset represents incremental maintenance costs incurred during
refueling and inspection outages which are deferred and subsequently
amortized from the end of the outage until the next scheduled refueling and
inspection outage is completed.

|.calculated the annual recovery that would occur through existing rates and
included in the stranded cost calculation the present value of the PUC

jurisdictional portion of these costs.

Voluntary Early Retirement Plan
The Commission, in its Final Order at Docket No. R-00943271, permittéd the

Company to recover over five years the PUC jurisdictional cost of the 1994
Voluntary Earily Retirement Program.

| calculated the annual recovery that would occur through existing rates and

_included in the stranded cost calculation the present value of the PUC

jurisdictional portion of the generation-related portion of these costs.

Employee Transition Costs

| estimated additional severance aﬁd incremental pension costs expected to be
incurred between 1997-2001 as a result of the Company's projected decline in
the number of employees due to its efforts to prepare for a competitive market.
PP&L's Human Resources and Develobment Department provided the per-

employee estimate for these transition costs. | calculated a S-year amortization
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period for these costs incurred in each of those years. | included in stranded
costs the present value of the PUC jurisdictional portion of the generation-

related portion of these costs.

Rate Case Expenses
The Commission, in its Final Order at Docket No. R-00843271, permitted the

Company recovery, over four years, of expenses incurred in connection with that
rate case.

| calculated the annual recovery that would occur through existing rates and
included in the stranded cost calculation the present value of the generation-

related portion of the costs.

Taxes Recoverable

Taxes recoverable represent tax liabilities that (1) emanate from past regulated

. operations which have not been funded by ratepayers and (2) the Compeny is

obligated to pay to taxing authorities in the future. Taxes recoverable arise from
differences between book and tax depreciation and from differences in how the
cost of property is calculated for book and tax purposes.

The Internal Revenue Code permits taxpayers to depreciate the cost of plant
and equipment over periods that generally are shorter than the property’s useful
life, as determined under generally accepted accounting principles. Rates are
set using the longer GAAP lives. Accordingly, in the initial years of the

property’s life, the cost of the property is depreciated faster for tax purposes than
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for regulatory purposes. This higher level of tax depreciation results in tax
benefits greater than the level associated with the book depreciation used for
ratemaking purposes. Conversely, depreciation of the same property in the later
years of its life is lower for tax purposes than for regulatory purposes. Because
the Company made the bulk of its capital improvements a number of years ago,
book and regulatory depreciation currently exceeds tax depreciation for many of
the Coﬁ‘npany’s assets. |

In Pennsylvania, utility rates traditionally have been set based on the doctrine of
“actual taxes paid,” except where Federal law requires normalization.
Consequently, the tax benefits produced by the difference between book and tax
depreciation are used to reduce customers’ rates below the levels that otherwise
would apply in the absence of such tax benefits.

A second difference between book and tax cost arises from the accounting for

financing costs. Cost for book and reguiatory purposes includes the cost of debt

_ and equity issued to finance construétion. Until the early 1980's, the tax cost

excluded this cost of money. In 1982 and 1986, Congress changed the tax rules
to require that interest costs be capitalized.

Pursuant to its adoption of Statement of Financial Accounting Standards No.
109, “Accounting for Income Taxes” (SFAS 109), PP&L calculated the amount of
taxes recoverable, as follows: In determining the amount of deferred taxes
required under the standard, PP&L calculated the total amount of taxes that
would have been recorded on the Company’s books, if the Company had fully

normalized income taxes to reflect the book/tax timing differences discussed
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above. The total amount of deferred taxes that would have been recorded if
PP&L had recognized these differences was compared to the amount of deferred
income taxes already recorded on the Company's balance sheet. The net
difference, or the amount of unrecorded deferred taxes, was then “grossed up” to
produce the appropriate revenue requirements level. The sum of the
unrecorded deferred tax amount and applicable revenue requirements “gross
up” component represents the SFAS 109 taxes recoverable amount which is
recorded currently on the Company’s balance sheet and would be recoverable
through future rate;s, under traditional regulation.

| calculated the annual amortization amount of generation-reiated taxes
recoverable applicable to PUC jurisdictional customers beginning January 1,
1999 that would apply under traditional regulation and included in the stranded

cost calculation the present value of that annual amortization.

Investment Tax Credits (Regulaforv Liabilitv)

When Federal tax law allowed the Company to take advantage of investment tax
credits, the Company deferred immediate recognition of these credits as income
by recording a liability for accumulated deferred investment tax credits. 'The
amortization of accumulated investment tax credits, including the associated
income tax effect, reduces the cost-of-service over the lives of the assets that
generated the investl;nent tax credits, and accordingly, customer rates. In
connection with the adoption of SFAS 109, the Company recorded a deferred tax

asset for the associated income tax effect of accumulated deferred investment
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Q.

tax credits and a regulatory liability to recognize the ratemaking treatment of the
tax effect.

I calculated the annual amortization of the generation-related portion of the
regulatory liability applicable to PUC jurisdictional customers beginning
January 1, 1999 that would apply under traditional regulation and reduced ihe

stranded cost calculation by the present value of the annual amortization.

Market revenues

Please explain the calculation of future revenue recovery in a competitive
market.

In a competitive market, the sales price of a product or service is set by market
forces, not by cost-of-service rate regulation. Thus, future revenues will depend
upon the market price of electricity. To determine revenues in this context, one

must project the market price of electricity and then determine the market

. revenue expected from each of the Company's generating plants. These

projections and calculations are discussed more fully in the testimony of Dr.
Scott T. Jones. A summary of the market prices used in PP&L's stranded cost
calculation is provided in Tab J of Exhibit JRS 1.

Please explain how you utilized these market price and market revenue inputs in
your analysis.

For the nuclear generating plant and for each fossil generating plant, ! used the

revenue projections applicable to each plant for each year from January 1, 1999

to the end of that plant's life
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For each NUG contract, | applied the market price of electricity to the projected
output purchases for each year beginning January 1, 1999 to the end of the

contract term.

Calculation of stranded costs

Q.

A

Please explain how these two revenue streams were compared and discounted.
For the nuclear plant and for each fossil generating plant, | calculated the .
difference between its projected market revenue and its brojected revenue
requirement for each year from January 1, 1999 to the end of its useful life.

For each year from January 1, 1999 to the end of the contract term, | calculated,
for each NUG, the difference between (1) the projected market vaiue of the
output purchaséd and (2) the cost of that output under existing contract rates or
the buyout payments projected to 6ccur after 1998.

| then discounted each generating plant's and each NUG's stream of differences

* between market revenues and revenue requirements using a discount rate of

7.92%.

For regulatory assets, | calculated the annual PUC jurisdictional amount of the
amortization of generation-related regulatory assets. Because market revenues
are not associated with regulatory assets, | discounted that stream of
amortizations to January 1, 1999 at a 7.92% discount rate.

How is the discount rate derived?
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Q.

A

The discount rate of 7.92% used in the calculations is the Company's weighted
after-tax cost of capital as of December 31, 1996. Details are providéd in Tab A
of Exhibit JRS 1.

Have you reflected mitigation efforts in your analysis?

Mitigation measures are specifically discussed in Mr. Hill's testimony. For
purposes of my testimony, there are two categories of mitigation, past and
future. Past mitigation efforts are reflected in PP&L’s current rates which are
below the Pennsylvania average and very near the national average. Without
this mitigation, PP&L’s rates would be much higher today and so would its
stranded costs. Future mitigation relates to PP&L's plans that have not yet been
implemented. If these efforts are successful, they will reduce the Company’s
stranded costs. Even though there is no assurance that this future mitigation will
occur, PP&L has elected to deduct these projected mitigation efforts from its

stranded cost claim.

What is the impact of future mitigation efforts on the Company's stranded costs?

The Company's stranded costs would be more than 20% higher without future
mitigation efforts. This difference of over $1 billion is. comprised of:

. $649 million reduction in nuclear generating plant costs

. $258 million reduction in fossil generating plant costs

o $100 million for NUG buy-outs

What are the Compaﬁy’s total stranded costs net of future mitigation efforts?
The Company’s stranded costs, net of future mitigation efforts, total $4,611

million and are comprised of:

-31-



$2,852 million for nuclear generating plant costs

$718 million for fossil generating plant costs

$657 million for NUGs

$384 million for regulatory assets
Exhibit JRS 1 provides the details of the Company’s stranded costs after
mitigation.
Does this conclude your testimony?

Yes, it does.
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NAME, BUSINESS ADDRESS AND POSITION

Please state your name and business address.
My name is Susan F. Tierney. My business address is One Mifflin Place,

Cambridge, Massachusetts, 02138.

What position do you hold?

I am a Principal and Managing Consultant, The Economics Resource
Group, Inc. My firm specializes in economic and regulatory policy consult-
ing services to private and public organizations in traditionally regulated

industries.

QUALIFICATIONS

Please describe your educational background and prior work experience
pertaining to the matters before the Pennsylvania Public Utility Commis-
sion (“Commission™).

| have been involved in issues related to utility regulation and policy for
nearly fifteen years, as a regulator, a policy maker, a professor, and now a
consultant. Over this period, | have been directly involved in issues that
are the subject of this proceeding: economic regulation of utilities, includ-

ing policies to introduce competition into industries previously character-
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ized by monopoly conditions, electric supply and demand forecasting;
market pricing for energy products; resource cost analysis; and rate
design. My particular expertise is with regard to the role of governmental
policies to make markets work more effectively in industries and activities
(like the provision of electricity service, or telecommunications) traditionally
subject to heavy government regulation, while also ensuring the mainte-
nance of certain pdblic benefits that are not delive-red through market
forces alone.

Prior to joining The Economics Resource Group, Inc., | served as
the Assistant Secretary for Policy at the U.S. Department of Energy (1993-
95). Before that, | held senior positions in the Massachusetts state gov-
ernment as Secretary of Environmental Affairs (1991-1993); Commissioner
of the Department of Public Utilities (1988-1991); Executive Director of the
Energy Faf:ilities Siting Council (1984-1988); and Senior Economist,
Executive Office of Energy Resources (1383-1984).

Prior to my work in state and federal government, | was an Assistant
Professor at the University of California (Irvine). | hold a Ph.D. in Regional
Planning and Public Policy from Cornell University (1980). My resume is
attached as Exhibit SFT 1, listing my background and experience in further

detail.
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PURPOSE AND CONCLUSIONS

What is the purpose of your testimony?

Pennsylvania Power and Light Company (“PP&L" or the "Company”} has
asked me to address the economic and policy basis for the Company’s
proposed rate design filed as part of this Restructuring Plan. Specifically, |
will explain the reasons why PP&L has proposed a Progressive Rate
Design package in this restructuring proceeding.

First, my testimony explains the important elements of electric
industry restructuring that have shaped PP&L's proposed rate design
approach. Then | my testimony describes the important goals of rate
design in this transition period and evaluates how PP&L's Progressive
Rate Design proposal satisfies those goals.

The second half of my testimony will describe the starting point for
PP&L's new Progressive Rate Design package: the unbundling of today's
rates into their functional elements. Then | will describe the Company's
proposed rates as they pertain to the non-bypassable portion of the Com-
pany’s service. This portion of the rates includes transmission and distri-
bution charges; competitive transition charges (“CTC"); and universal
service/social programs charges. My testimony then describes how PP&L
proposes to charge for Basic Utility Supply Service for those customers
who decide to stay with or return to PP&L for supplies during the transition

period.
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Please state your conclusions and recommendations.

My overall conclusion is that this Restructuring Plan is an important opbor-

tunity for PP&L to move its current rates to a more progressive rate

design -- one that is better aligned than today's rates to fit consumers’

needs in a competitive market.

PP&L sees the transition from regulated monopoly service to fuily com-
petitive electricity service as an important period for:

readying customers for choice and equipping them with information
they need to make educated supply decisions;

ensuring that all customers are provided non-discriminatory access to
monopoly utility service (i.e., transmission and distribution services)
regardless of who supplies them with power;

enabling competitors to reach consumers on a comparable basis with
the host electric utility company; and

enabling PP&L to recover its stranded costs and its revenue require-
ments for transmission and distribution service, social and universal
service programs, and supply services provided to consumers under
PP&L's continuing obligation to serve as the supplier of last resort
under Section 2807 of Pennsylvania's 1996 Electricity Generation

Customer Choice and Competition Act (“the Act”).
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The rates proposed as part of this overalli Restructuring Plan are an

important element in ensuring that all of these elements are part of a

successful transition period.

Consistent with these objectives, PP&L has adopted an approach for
unbundling its current rates designed to avoid cost-shifting across or
within rate classes, by using a “bottom-up” approach based o‘r-1 the
tariffed rates themselves as the unit of unbundling.

The rates are unbundled for all customérs and redesigned for some

customers, as described below:

All residential customers will be offered a Traditional Rate Option that is

identical to today's rate except that it is fUIIy unbundled.

All customers will also have the option of taking service under a Cus-
tomized Rate Design Option that shifts half of the amount of a cus-
tomer's competitive transition charges from a usage-based (cents-per-
kilowatt-hour) charge under the unbundled Traditional Rate Option, to a

fixed monthly CTC customer charge.

All other customers will take service under this progressive Customized
Rate plan, which again shifts half of the competitive transition charges

into a fixed CTC customer charge.
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o For PP&L's Basic Utility Suppily Service, provided to customers who (1)
do not yet have the opportunity for direct access, (2) have the oppor-
tunity for direct access but have not selected an alternative electric
generation supplier or (3) who contract for electric energy and that
energy is not delivered, the energy and capacity rate will be tied to the

prevailing market price.

s Prices will be based on the average annual supply costs for

customers taking Basic Utility Supply Service from PP&L.

s Customers with appropriate time-of-use or demand meters will
be charged rates that reflect their pattern of use or demand as

appropriate.

* All such supply customers will enjoy the benefits of supplier
choice, rate cap protection and market prices.

This approach is appropriate for many reasons. First, it establishes rates
for incremental use of electricity that are more efficient than today’s rates.
This Progressive Rate Design better reflects the marginal cost of providing
service to customers, enabling them to make better informed consumption
decisions. The Progressive Rate Design reduces the distortive effects of
stranded cost collection on energy use, while maintaining a dggree of
continuity with today's rates by moving only half of the transition charges

into a fixed customer charge.
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The more price-sensitive customers will be required to take service
under the more efficient rate design, while RS residential customers will be
given the option of switching to the more efficient rate design or remaining
on the traditional but unbundled rate design. The Progressive Rate Design
not only complies with the overall rate cap, but also affords rate relief for all
customers in the form of sharply lower marginal energy rates for customers
taking sérvice undér the efficient Customized Rate redesign.

For these reasons, | recommend that.the Commission approve the

Company's proposed Progressive Rate Design plan.

THE CONTEXT FOR RATE DESIGN

Iv.A Overview

Please describe the context in which the Company has designed its rates.
PP&L's Progressive Rate Design proposal has its direct roots in Pennsyl-
vania’s efforts to introduce market forces into the electric power industry.
As described in the testimony of Dr. Joseph Kalt, the past few years
have witnessed significant change in the electric power industry in Penn-
sylvania and elsewhere. Perhaps the most significant change is the ini-
tially gradual and recently accelerated introduction of market forces into
the generation market -- first, through competition in the incremeﬁ.tﬁgl sup-

plies of power introduced through the Public Utility Regulatory Policies Act.
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then more recently with the opening up of transmission facilities on a non-

discriminatory basis through the enactment and implementation of the

Energy Policy Act of 1992. Subsequently, regulatory actions of the
Federal Energy Regulatory Commission in bulk power markets and recent
activities of various states with high retail electricity rates have begun to
introduce competition into retail electricity markets.

Clearly, Pennsylvania is a leader among states in restructuring retail
markets. With passage of the Act, Pennsylvania has set the stage for
retail competition to begin in earnest in 1999, with the intervening period
dedicated to readying customers and suppliers for choice through pilot
programs, consumer education and information, rate caps, the unbundling
of rates, and the setting of transition charges. The transition period will

last through 2005.

Please identify the specific constraints and considerations that have
shaped PP&L's proposed rate design in this filing.

There are three major constraints that have shaped PP&L’s proposed rate
design: (1) the specific provisions of the Pennsylvania Act; (2) the long-
standing principles of sound rate design as they are applicable to services
in transition from fully regulated to partially regulated rates; and (3) the
current level of PP&L’s rates relative to those of other utility companies in

Pennsylvania and in other states.
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IV.B The Electricity Generation Customer Choice and Competition
Act

Please describe the features of the transition period that have affected the
design of the Company’s proposed rates, both in the short term and longer
term.

Several features of the Act have shaped PP&L's rate design for the transi-
tion period. Overall, the Act creates a transition period that moves retail
electricity service from a regulated monopoly to a set of unbuﬁdled serv-
ices which include competitive and regulated functions.

First, and perhaps most importantly, customers will be able to
choose their supplier. Starting with the three-year phase-in period from
1999 through 2001, consumers will be able to select their preferred sup-
plier. They will have the opportunity to choose their supplier or to stay with
(or return to) the local utility for electricity supply service. As a conse-
quence, consumers will have the opportunity to shop for competitively
priced supplies, with terms and conditions established in the market
(subject to limited regulation).

Secondly, even though they will be ~able to choose their supplier, all
customers will take unbundled transmission and distribution service from
the local utility under regulated rates. These rates will be capped through
June 30, 2001. As part of local delivery service, all customers will support

universal service through non-bypassable charges paid to the local utility.
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Third, all customers also will pay a non-bypassable transition
charge to recover the utility's stranded costs during the transition period.
As described in the testimony of Mr. Joseph Schadt, PP&L's stranded
costs exceed the amount that -- given the rate cap -- PP&L will be able to
collect through competitive transition charges even with the CTC set at the
maximum level under the cap. All customers will be assessed these tran-
sition charges according to the allocations approved in the Company's last
rate case, as described in the testimony of Mr. Joseph Kleha. Consistent
with the overall move towards markets and efficiency, transition charges
will need to be consistent with or at least not distort efficient market price
signals, taking other important rate design objectives into account as well.

Fourth, non-bypassable deliveri/ and transition charges will be
unbundled and non-discriminatory for all consumers regardless of who
supplies them with their power. There also will be no cross subsidies
across delivery and generation-related services.

Fifth, while the transition period will move the industry and its cus-
tomers away from a traditional rate-reguiated environment based on cost-
of-service principles, consumers will not fully experience rates associated
with a deregulated generation market during the transition period for sev-
eral reasons. Electric utility companies must offer regulated (bundied)
electricity service at unbur.ndle'd rates subject to a nine-year rate cap that

commenced on January 1, 1997. Unlike sellers in a purely competitive

-10 -



10

11

12

13

14

15

16

17

18

19

20

21

22

market, these companies are required to serve as the supplier of last
resort, unless the Commission decides to give this role to another entity.
The fact that an electric company must serve as supplier of last resort
means that customers may choose to take supply service from another
supplier, then come back to that local utility, or stay with the local utility for
supplies over the transition period. Thus, regardless of the price signals
offered in the competitive market during the transition, PP&L's distribution
customers wili always have the escape vélve of obtaining basic utility
service at capped rates.

Sixth, at least at the start of the transition period, when customers
begin to have choice among suppliers, there is a good chance that many
customers will still lack sufficient information about the mechanics, implica-
tions and obligations of having the right to choose their electricity supplier.
As part of their preparation for choice, many consumers will take with them
certain expectations about what competition will offer to them. Having
never had the opportunity to select from among various retail electricity
suppliers in the past, many consumers may lack information about the val-
ues and risks of various options. To the extent that they have thought
about what competition might mean for them as individuals, they may be
looking for, among other th‘ings. lower rates, better service, a credible
service provider. Many may not understand that some portions of electric-

ity service will be competitive while others may not. Many consumers --

211 -
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especially residential customers -- may need time to get ready to make the
kinds of informed choices regarding competitive electric supply service that
they make all the time about obtaining other competitive goods and serv-
ices in their daily lives. To help them, PP&L will provide educational infor-
mation to customers during the transition to retail ch;)ice.

Seventh, all customers must benefit from choice: all must be able
to choose by 2001., and there may be no cost shifting in transition rates
either within or across rate classes.

Together, these seven features of the transition period set the stage
for the rate design that PP&L has developed for the transition period and
proposes as part of this Restructuring Plan.

What are the specific elements of the Act that set the direction of PP&L’s
rate design?

There are two aspects of the Act that provide the foundations for PP&L's
proposed rate design: the overall conceptual underpinnings of the Act's
policy direction; and the specific provisions that relate to rates and rate
design during the 1997-2005 transition period.

There are several features of the Act's conceptual underpinnings
that shape the policy goals of the Company's rate design. These are:
preparing customers for choice; improving efficiency in the production,
delivery and use of electriéity; providing rate relief, ensuring non-discrimi-

natory access to supply and support for transition charges and delivery

12 -
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charges; and ensuring the provision of supplies to all consumers, by hav-
ing PP&L or some othef company be the “supplier of last resort”.

With regard to the specific relevant statutory provisions of the Act,
there may be no increase in rates during the transition period, with délivery
rates capped for four and a half years, and generation-related rates
(supply and transition charges) capped for nine years,; there may be no
interclass or intraclasé cost shifting; rates must be unbundled consistent
with the allocations most recently approvéd by the Commission; tariffs
must allow customers to remain with PP&L as their supplier, or to choose
another supplier, or to return to PP&L after having chosen another
supplier, or to obtain supply service from PP&L as a new customer; and

tariffs must treat returning customers the same as new customers.

IV.C Traditional Rate Design Principles

Are therg elements of traditional rate design policy which continue to be
relevant in the transition period?

Yes. Given the fact that during the transition period, PP&L’s utility rates
will continue to be regulated, there are several features of traditional rate
design policy that are relevant, and that are appropriate for shaping
PP&L’s rate design.

These principles are:

-13 -
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Rates should be designed to produce revenues sufficient to
cover cost of service and transition charges;

Rates should be designed to produce both revenue and rate
stability and predictabil.ity', |
Efficient rate classes and price signals in the different elements
of the rate structure (i.e., customer charges, demand-related
charges, energy-related charges) should be established so as to
discourage wasteful use of electricity while promoting all efficient
types and levels of use;

Rates should be designed to ensure fairness and non-discrimi-
nation in apportioning total costs of service among the different
ratepayers so as to E';IVOid arbitrariness and to discourage tactics
that could impose costs unfairly on the utility and its remaiﬁing
customers; and finally,

Rates should be designed so that on balance they satisfy the
objectives of efficiency, simplicity, continuity, gradualism, con-
venience of payment, economy in collection, understandability,

public acceptability, and feasibility of application.

Please comment on the appropriateness of placing importance on effi-

ciency as an objective during this transition period.
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This Restructuring Plan is a particularly opportune time for Pennsylvania to
begin to place greater weight on efficient pricing of electricity in retail rates.
As stated above, it should be balanced with other objectives, but it should
play an important role as Pennsylvania moves towards competition.

As viewed even by the leading proponents of marginal-cost-based
pricing, efficiency is a principle that should be pursued insofar as it is com-
patible with other desirable objectives, but "must play a major or even a
dominant role in any scheme of rates or prices that seriously pretends to
have as a major motive the efficient utilization of available resources and

"1 While marginal-cost-based pricing is by no means a new con-

facilities.
cept -- it has been promoted by such regulatory leaders as Alfred Kahn
and cthers in state commissions since the 1‘9703_ -- it has yet to see full
application in electric rate setting, as commissions around the country
have balanced its use against a variety of competing objectives. In the
context of the current movement to introduce market forces into Pennsyl-
vania’s retail electric industry in order to capture the efficiency benefits of
competition, it seems the appropriate time to have marginal-cost-based

pricing play a more dominant role in the design of that portion of rates that

will rematn regulated.

' Quotation from William Vickrey (“Some Implications of Marginal Cost Pricing for Public Utilities."
American Economic Review, Paper and Proceedings, May 1955, 45. 605-620), in James
Bonbright, Albert Danielsen and David Kamerschen, Principles of Public Utility Rates (Public Utility
Reports, Inc.: Arlington, Virginia, 1988). '
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IV.D PP&L’s Rates in Comparison to Other Companies’ Rates

Please describe the goal of rate relief and how it appliés to PP&L, in light
of how its rate levels compare to those of other companies in Pennsylvania
and in other states.

In many respects, the impetus for the legislation that was passed last year
was the fact that Pennsylvania’s electricity rates are high relative to other
states. Indeed, 1996 data from the Energy Information Administration
(“EIA”)’ show Pennsylvania’s average retail rate was 7.9 cents per kilo-
watt-hour -- a penny above the national average rate of 6.9 cents per kiio-
watt-hour. (See Exhibit SFT 4} Political support for restructuring policy in
the Commonweaith has been implicitly predicated upon an expectation of
rate relief in the future -- with this point of‘view explicitly codified in the
nine-year rate cap established in the new law.

As the Act itself recognizes, rates in Pennsylvania vary considerably
across electric utility companies in the state. Consumers in some part of
the state face quite high rates, while others enjoy rates close to or below
the national average. A comparison of retail rates within Pennsyivania and
in other states reveals important context for PP&L’s rate design challenge.

My Exhibit SFT 2; using 1995 data, the latest full-year data that are

available, illustrates how Pennsylvania and PP&L rates compare with utility

2 EIA, Electric Sales and Revenue, 1995. ElA's data for 1996 is not final.
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rates elsewhere. PP&L’s average rate in 1995 was 7.2 cents per kilowatt-
hour -- more than half a penny below the statewide average of 7.9 cents
per kilowatt-hour, and only 3 mills per kilowatt-hour above the national
average (6.9 cents per kilowatt-hour). (See Exhibit SFT 2.) PP&L's rates
are therefore already relatively low in the state, in part because PP&L
maintained retaiively flat base rates over the past decade. (See Exhibit
SFT 3.) PP&L's .rates are nearly 30 percent lower than PECO's (at 9.9
cents per kilowatt-hour in 1995) and néarfy 20 percent lower than
Duquesne's (at 8.9 cents per kilowatt-hour in 1995), and have been
substantially below these other companies’ rates for more than a decade.

In fact, in real terms, PP&L’s rates dropped by 25 percent over the
past decade. As shown in Exhibit SFT 4, PP&L’s rates have gotten closer
to the national average over the past decade, while the spread between
Pennsylvania's average rate and the national average rate has stayed
fairly consistent over the decade.

In fact, rates for PP&L'’s residential customers have 'dropped below
the national average over the past decade, while Pennsylvania’'s overall
residential rate has been well above the national average for the past 10
years. (Exhibit SFT 5.) Today, PP&L'’s residential customers’ monthly bills
are well below those paid by customers in the region.

PP&L’s rates have been well below the average rates in several

other states in the region (e.g., New York and New Jersey, with rates
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above 10.0 cents per kilowatt-hour), and only slightly above other nearby
states (e.g., Maryland, having rates close to 7.0 cents per kilowatt-hour).
(See Exhibits SFT 2 and SFT 6.) Some of the companies in these regions
have had even higher rates, such as Long Island Lighting (154
cents/kwh), Con Edison (13.5 cents/kwh), and Jersey Central Power and
Light (11.3 cents/kwh). (See Exhibit SFT 2.)

Beyond the Pennsylvania-New Jersey-Maryland Interconnection
region and New York, other states with higH electricity costs are actively
restructuring their retail electric industries. As shown in Exhibits SFT 2 and
SFT 6, rates in these states are as high as 11.72 cents per kilowatt-hour
(Public Service Company of New Hampshire). In New England, where all
six states have active restructuring activities, all of the states now have
average rates higher than those in Pennsylvania and have seen their rates
rise dramatically over the past decade.

Further, as compared to companies in high cost states now under-
going restructuriné, PP&L's rates are very low and have stayed low for the
past ten years. (See Exhibits SFT 2 and SFT 6.) Despite that, the new
Act's nine-year energy and capacity rate cap will likely cause PP&L's cur-
rently low rates to decrease further in real terms, by about 20 percent over
the next nine years on top of the 25 percent decrease in real terms over

the past decade.
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By contrast, customers of Massachusetts Electric Company, for ex-
ample, whose rates are at 9.4 cents/kilowatt-hour, have seen their rates
rise by 2.5 cents per kilowatt-hour over the past decade. Even with its
recently approved 10-percent rate reduction in exchange for full recovery
of stranded costs, Massachusetts Electric's rates wili still be 17 percent
higher than PP&L’s existing rates. California's highly publicized electric
industry restructuring will result in rates in the short term that are still 20-
percent higher than PP&L's are today. A rei:ently announced proposal to
gradually reduce Loﬁg Istand Lighting Company's rates by 30 percent over
the next few years would still leave that company's customers paying 3.5
cents more per kilowatt-hour than a PP&L customer pays today. (See
Exhibit SFT 2.}

By the end of the transition period, PP&L's rates will have been flat
for nearly two decades.® Twenty years of flat nominal prices is virtually
unheard of in American commerce. * Yet, even in light of these facts,
PP&L has designed its rate proposal in a way that provides additional
appropriate and strategic rate relief to its customers in the form of reducing

the marginal rate in the Company's Progressive Rate plan.

® Total rates will have been flat for 15.5 years. Any increase after that will be limited to an
increase, if any, in transmission or distribution rates.

* Two decades of fiat nominal rates {1985-2005) is equivalent to a 50 percent reduction in real
terms.
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PP&L'S PROGRESSIVE RATE DESIGN

V.A Overall Approach

How has PP&L designed its rates, in light of these statutory, rate policy,
and comparative rate level constraints and objectives?

First, PP&L has maintained the spirit and letter of the Act: a rate cap for all
customers; unbundled, non-discriminatory rates; and no interclass or
intraclass cost shifting.

Second, PP&L has proposed a rate package.that keeps customers’
rates below average in Pennsylvania and that provides effective rate relief
by reducing the marginal rate for electric energy. This is fair and maintains
the relatively low prices that PP&L customers have enjoyed for many
years.

Third, PP&L has taken the opportunity to provide more
efficient marginal price signal to consumers as part of the move toward a
more competitive market in Pennsylvania. Using today’s rate designs as a
starting point, PP&L’s proposed Progressive Rates gradually move
towards a more efficient price signal in the usage-related portions of the
rate (i.e., dollar/kilowatt demand charges and cents/kilowatt-hour energy
charges).

This is desirable for several reasons. , It is socia—lly efficient:

consumers making consumption decisions on the margin should not be
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influenced by transition costs. It speeds the transition to the competitive
world, by reducing the influence of transition charge recovery on prices in
emerging competitive markets. And it fosters economic development as
commercial and industrial customers “see" prices that more accurately
reflect the cost to serve.

Since PP&L's current rate structures do not reflect marginal costs in
the usage-related portions of the rates, considerable rate restructuring
would be required to bring today’s rates fully to marginal cost.- Moving all
the way to marginal cost is not possible if other important rate design
policy objectives, such as continuity, gradualism, and public acceptability,
are to be respected. Therefore, the goal of efficiency has had to be
tempered with these other objectives.

Fourth, PP&L has attempted to keep rates as simple as possible at
a time when there already is tremendous change underway for electricity
consumers. PP&L has placed a high premium on maintaining simplicity
especially for residential consumers, and has therefore given them the
default option of traditional unbundled rates with no raté redesign. Resi-
dential consumers may, however, voluntarily elect the more efficient rate
design. Only the more efficient Customized Rate will be available for busi-

ness and industrial customers.
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Fifth, PP&L's tariffs offer non-discriminatory rates for delivery serv-
ices and transition charges for all customers regardless of who supplies
them with their electricity.

Sixth, PP&L has designed rates to ensure the collection of ade-
quate revenues in order to provide transmission and distribution services,
market-priced generation services for customers who take Basic Ultility
Supply Service from PP&L, and collection of competitive transition
charges -- all subject to the rate cap. Pricing electricity service more
closely to marginal costs affords benefits not only to consumers, but also
to PP&L. Shifting some of the competitive transition charges into fixed
charges reduces the impact of weather and cother factors affecting demand
on CTC collection, and therefore reduces the degree of revenue risk to
PP&L.

Finally, PP&L has designed its tariff so as to protect the Compaﬁy
from abusive gaming of supplier choice during the transition period, in

which PP&L is the provider of last resort.

V.B Description of the Progressive Rate Design

Please describe PP&L's Progressive Rate design proposal.
There are three topics that are relevant for explaining PP&L’s Progressive
Rate package:

(a) The methodology for unbundling PP&L's current rates;
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(b) The Company’s proposed rate design for the non-bypassable portion of

the rates; and

{c) PP&L's proposal for designing its “provider of last resort” Basic Utility

Supply Service.

V.B.1 PP&L’s Unbundling Methodology

Please describe the approach that PP&L has used to unbundle its rates,
as directed by the Act and the Commission. |
As further described in the testimonies of Mr. Joseph Kleha and Mr.
Douglas Krall, the Company has adopted an unbundling approach that is,
by its design and application, consistent with the statutory rate caps estab-
lished for delivery services and for generation-related services® for individ-
ual customers. Further, this approach satisfies the Act’s requirement that
transition charges be allocated to customer classes in a manner that does
not shift interclass or intraclass costs, and is consistent with the allocation
method most recently approved by the Commis.sior).6

To assure this consistency with the customer-specific rate cap and
with the prohibition against cost shifting, PP&L developed its unbundling
approach in a “bottom-up” fashion, rather than a “top-down” fashion.

Rather than start with a company-wide estimate of stranded costs, for

® Section 2804 of the Act.
® Section 2808 of the Act.
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example, which would then be assigned to all customer classes -- the top-
down approach -- PP&L started with the _individual rate structure for each
customer class and unbundled that rate first in order to separate delivery
costs from generation-related costs, and then to separate the latter into
supply costs (priced at prevailing market rates) and competitive transition
charges. (See Exhibit SFT 7.) This is PP&L’'s “bottom-up” approach to
unbundling.

For each rate, the Company used the cost allocations from the last
approved (base) rate case to identify that portion of the rate related to
del'ivery versus generation charges and to assign these charge's to the
appropriate rate elements in that rate class (i.e., customer, energy, and
demand charges). The delivery charges were separated into transmission
and distribution charges. The market-priced supplies were separated out
of the generation-related charges, leaving the residual amount as that rate
class’' competitive transition charges (See Exhibit SFT 7). Because
PP&L’'s total transition costs are estimated to exceed the amount that
PP&L expects to be able to collect under the rate cap over the transition
period, PP&L must use all of the remaining room under the cap -- after
delivery and supply charges are backed out -- in order to recover those
stranded costs that can be recovered under the rate cap.

Exhibit SFT 8 shows the steps in PP&L's unbundling methodology,

using the Rate Schedule RS as an example. The process starts with
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collection of data from the past base rate case and from Company records
on numbers of customers, demand levels, and kilowatt-hour sales. Then,
the process commences with the current bundled rate design, which in the
case of Rate Schedule RS includes a $6.47 customer charge and a three-
part declining-block kilowatt-hour usage rate.

The next unbundling step is to determine the transmission and dis-
tribution portion of the rates, using the allocations approved in the Com-
pany's mt;st recent rate case. From thesé approved allocations, PP&L
established the portion of total Rate Schedule RS revenues that recover
delivery costs. Some of these distribution revenues are collected through
customer charges. The remainder is recovered in kilowatt-hour charges.
As shown in Exhibit SFT 9, lllustrative Unbundiing Example, the delivery
charges in each rate class are backed out of the overall capped rate for
that class, leaving generation-related charges as the residual in that class’
rate. From the generation-related amount,” supply costs are backed out
using estimated market prices, leaving the remainder as competitive tran-

sition charges for this rate class.

Since customers on Rate Schedule RS have no demand charges, any capacity-related (dollar
per kilowatt) costs are combined with energy-supply related costs (cents per kilowatt-hour) to

~ make up total supply-related costs collected through kilowatt-hour charges. For other customer
classes with demand charges, the unbundling process works the same as described for the
kilowatt-hour charges above: starting with total supply-related demand charges, the ‘amount
associated with the market price for capacity (by customer class) is subtracted, leaving the
residual amount of supply-related demand charges attributable to CTC. For these classes, then,
there are CTC charges in the fixed charge and the variable dollar/kilowatt and cents/kwh charges.
(See Section V.B.2, below, and Exhibit SFT 8.)
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Since market prices are projected to increase while the rate cap is
in place, CTC charges will also change over time -- indeed CTC charges
will decrease over the years. As part of this Restructuring Plan, annual
CTC charges will be established for each rate class for each year, with the
CTC fixed in advance, but declining from one year to the next. (See
Exhibit SFT 10.)

The unbundled customer bill will have the separated items noted on
the bill, as shown conceptually in Exhibit Sl-=T 9. The testimonies of Mr.
Krall and Mr. Kieha will describe this unbundling approach in greater detail,
and will demonstrate the implications of this unbundling approach on
overall revenue collections, and collection of stranded costs in particular.

In summary, PP&L’s overall “bottom up” methodology accomplishes
the multiple objectives of separating delivery from generation-related
charges on the bill in a non-discriminatory manner while offering rate cap
protection for all distribution customers regardiess of who supplies them,

without shifting costs within or across classes.

V.B.2 Rate Design for Non-bypassable Portions of the Rates:
Transmission and Distribution, Competitive Transition
Charges, and Social Programs '

How do these unbundled rates relate to the Company’s Progressive Rate
Design proposals for the non-bypassable portion of customers rates?
PP&L's unbundled rates are the starting point for the Company’s proposed

rates for the basic regulated retail services: transmission and distribution
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charges, transition charges, and socia! program charges (which are
included in delivery rates). Based on these unbundied rates, PP&L has
designed the standard rates for its distribution customers: All customers
other than residential customers must take service under redesigned
Customized Rates, as described conceptually below. Residential RS
customers will have the option of taking service under unbundied Tradi-
tional Rates (whichl include no redesign from today's rates) or under redes-
igned Customized Rates. These Progressivé Rate proposals are summa-
rized here, and are explained in greater detail in the testimony of Mr. Krall

and Mr. Oliver Kasper.

V.B.2.a Residential (RS) Cdstomers
Piease describe the “basic” Progressive Rate plan offered to residential
consumers.
All residential customers will bg offered rates during the transition .period
that are structured identically to today’s rates, except that the rates will be
unbundled, as described above. In this Traditional Rate, customers will
continue to pay a 3$6.47 custorner charge to cover a portion of delivery
charges. Customers will also be charged three other unbundled rate ele-
me;wts:

1. a flat cents-per-kilowatt-hour charge for delivery services;
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2. aflat cents-per-kilowatt-hour charge for supply (which includes
both energy and capacity-related charges) for those customers
who take PP&L's Basic Utility Supply Service, as described in
Section V.B.3);a and

3. a declining block structure for the residual CTC charges. (See
Exhibit SFT 9.)

Together, these charges would be capped at today’s rate.

Additionally, each residential customer will have the opportunity to
take service under an optional Customized Rate design. This customized
redesign is intended to offer residential consumers the opportunity to have
a more efficient rate than the Traditional Rate which is based on today’s
rate .structure. In this optional Customized Rate design, some of the CTC
amounts coliected in kwh charges in the Traditional Rate would be shifted
into a CTC customer charge, resulting in a higher total customer charge,
and a lower marginal usage rate. The Customized Rate would shift 50
percent of the CTC dollars collected in a traditional kwh charge to a CTC

customer charge. The total amount of CTC shifted to and collected in

® Customers who take supply service from a supplier other than PP&L will have no PP&L supply
line item on thetr bili; if these other suppliers’ charges are billed by PP&L, then this amount would
appear on the bill.

.08 .



10
11
12
13
14
15
16
17
18

19

fixed charges would vary by customer, based on each customer’s historical
use in the year immediately preceding the effective date of the Act®

For each customer who elects this Customized Option, the rate
redesign will be calculated in a way that avoids an overall rate incfease or
decrease given that customer's historical level of electricity use. This will
be done through a customer-specific 'analysis that looks at average
monthly kilowatt-hour usage over each customer’s twelve months of actual
use prior to January 1, 1997, then multiplies that monthiy average kilowatt-
hour usage level times the CTC rates in the Traditional Option for the RS
class. This produces a dollar amount for total CTC charges.

Half of the amount collected in CTC charges would then be shifted
into a CTC customer charge, which will be stated separately from the
$6.47 existing distribution customer charge. The CTC kilowatt-hour rate
would be modified to collect exactly the other half of the CTC dollars at
that customer's historical level of use. Once redesigned, this new custom-
ized CTC customer charge would be retained for the rest of the transition
period, although the level of the cents-per-kilowatt-hour charge would de-
cline over time consistent with the established schedule for CTC charges,

as discussed above.

® This period was chosen to avoid gaming and to hold to the cost allocations in place at the time
the Act was passed.
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This approach -- including the redesigned Customized Rate Option

and the default Traditional Option available to all residential customers --

produces the following benefits:

No residential customer will be forced to adopt a more efficient
rate redesign, although all residential customers may choose to
do so.

Residential customers who stay on the Traditional Rate design,
along with those who choose the more efficient Customized
Option, will have rates consistent with their current rates at their
own recent historical level of use. (See Exhibit SFT 11, which
provide iflustrative customer bills for residential customers using
300 kilowatt-hours, 600 kilowatt-hours, and 1200 kilowatt-hours
a month.) New and returning residential customers who choose
the Customized Rate will have their rate structured according to
the usage patterns of residential customers with comparable
end-uses.

The Customized Option moves customers’ rates in the direction
of marginal prices, but does not go all the way all at once.
Customers who take service under the efficient Customized
Rate design will see an estimated rate reduction qf 16 percent
for all use in the tail block (i.e., usage above 600 kilowatt-hours).

(See Exhibit SFT 12.)
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¢ There will be no cost shifting among customers either within or
across classes.

s All customers will enjoy the rate cap benefits, and will face non-
discriminatory delivery and CTC charges, regardless of who
supplies them with their power.

¢ The Company will use the same methodology fdr customizing
the rates of all individual consumers who choose efficient rates,
with customer-specific historical data.

The policy of offering residentiél customers traditional unbundled
rates, with an option to elect a more efficient rate redesign, properly
balances the multiple objectives of rate design. It clearly satisfies the Act's
rate design requirements. It meets traditional rate design objectives by
balancing simplicity, gradualism, efficiency, predictability, and enhance-
ment of revenue collection. Further, PP&L’s Progressive Rate proposal
provides rate r;alief in the form of a rate cap for ail customers, and rate re-

ductions for customers who elect the customized redesign.

Earlier, you stated that, for the Customized Rate, the total amount of CTC
shiffed to fixed charges would vary by customer, based on each
customer's historical use in the year immediately preceding the effective

date of the Act. Please explain further your statement that this period was
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chosen to avoid gaming and to hold to the cost allocations in place at the
time the Act was passed.

PP&L sought to select an appropriate historical benchmark period for
setting CTC collections that was consistent with the rate designs, stranded
costs and stranded cost allocations in place prior to the commencement of
the transition to competition. A principal goal in choosing the benchmark
was fairness: givén that the Restructuring Plan’s costs, cost allocations,
rates, and billing data are based on 1996 d'ata, equity required that cus-
tomers’ redesigned rates should aiso be based on 1996 data. For all
customers other than new customers for whom no such historical billing
data exists, the use of 1996 data provides an appropriate common, consis-
tent and just basis for restructuring rates.

Therefore, PP&L chose the effective date of the Act as the end of

the benchmark period, since this is the date at which the rate cap went into

effect, and in which transition cost allocations were frozen.

V.B.2.b All Other Customers
Please describe the Company's proposed Progressive Rates for non-
bypassable service charges for all other customers.
All customers other than residential customérs would be required to take
service under the same efficient Customized Rate redesign that residential

customers may elect as an optional rate. Because these other customer
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groups are generally more price sensitive, PP&L has made these efficient
Customized Rate designs the required rate for all other customers other
than residential customers.

As described above, this rate redesign would restructure the rate,
shifting a portion of CTC charges into a customer charge. For each
customer, half of the usage-based CTC charge as calculated under tradi-
tional unbundled rates would be moved to a fixed CTC customer charge,
and the usage-based CTC charge would be cut in half in order to collect
exactly the remaining CTC dollars at that customer's actual average his-
torical monthly use’in the year ending December 31, 1996.

With the rate redesign, customers will see' an immediate marginal
rate reduction, which varies in size by customer class. (See Exhibit
SFT 12.) For example, GS-1 customers will see a 16-percent reduction in
théir marginal rate; GS-3 customers will see a 5-percent reduction; LP-4
customers, a 8-percent reduction; LP-5 customers an 8.5 percent reduc-
tion; GH1 and GH2 customers, 11 percent and 13.5 percent reductions,
respectively.

No PP&L customers, including residential-customers, will see an
increase in their marginal rates; 99 percent of all customers will be able to

receive'® at least a 5-percent decrease in marginal rates; and 88 percent

" This reference to the fact that customers "will be able” to receive a rate reduction of at least a -
certain amount is meant to reflect the fact that RS customers, who make up 87 percent of PP&L’s
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of all PP&L customers will be able to receive marginal rate reductions in
the range of 11 percent to 16.5 percent. Across all customer classes, the
weighted average reduction in the marginal rate is 15 percent."

For new customers in the RS class opting for the Customized Rate
design and all new customers in other rate classes, the Company will
determine historical use based on Company estimates of usage levels for
the appropriate comparable residential, commercial or industrial estab-
lishments. Consistent with the Act's requ'irement that customers who
choose to return to PP&L for service be treated tﬁe same as new custom-
ers, the CTC fdr returning customers in all rate categories will be calcu-

lated on the same basis.

V.B.3 Rate Design for the Bypassable Portion of the Rates:
PP&L’s “Basic Utility Supply Service”

Q. Please describe PP&L's proposal for providing tariffed supply service to its
distribution customers under the Company's status as “supplier of last
resort.”

A. Under the new Act, PP&L will have the "universal service” responsibility to
provide electricity to all consumers who do not choose another supplier.

After retail choice begins in the Commoriwealth, customers may stay with

customer base, have the option to elect efficient Customized Rates, but are not required to do so.
If they do, they will see a marginal rate reduction of 16 percent.

""" This weighting is based on the sum of each class' percentage of total PP&L customers times

that class' percentage reduction in the marginal rate.
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PP&L, select another supplier, or return to PP&L after having been served
(or even while still being partially served) by another supplier. In fact, over
the transition period, customers have the right to go back and forth
between PP&L and other suppliers for their electricity supply service. The
Act explicitly states that PP&L's distribution customers who leave PP&L as
a supplier once they have choice and then return to PP&L for ‘their
supplies are entitled to the same service as any new customer of PP&L.
Any customer who stays with or returns to PP&L will enjoy rate cap protec-
tion.

This situation affords customers a substantial benefit during the
transition period. It also sets up a significant opportunity for gaming, to the
potentially significant disadvantage of the supplier of last resort who must
stand ready to provide bundled service (at unbundled rates) to all comers,
even if the average cost to provide that service changes significantly over
time and even if supply prices unexpectedly rise significantly during the
transition period. One can expect that marketers will aggressively pursue
customers with good load characteristics and other low-cost-to-serve at-
tributes, potentially leaving PI—:’&L'S regulated utility with the job of
supplying mainly high-cost customers. Without reasonable séfeguards,
PP&L could be put in the financially untenable_ situation of becoming a
revolving-door supplier during high cost supply periods (e.g., peak hours of

a day, or peak seasons of the year), and losing customers during low-cost
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supply periods. If this happens, it will become relatively more costly for
P‘P&L to serve customers that do not choose another supplier, which will
have to be reflected in higher rates for this service, subject to the cap.

In light of this potential problem and -in keeping with the statutory
requirement that it offer supply services to all comers at rates that are
effectively capped, PP&L has proposed the following Basic Utility Supply
Service:

o After choice is available to any individual consumer, he or she
may stay with PP&L, or choose another supplier as required by
the Act.

« Except during the grace period for residential customers
(described below), If an existing -customer chooses another
supplier and then returns to PP&L for supply service, he or she
would return to PP&L as a “new customer.”

e All new customers would be subject to the provision in the
current tariff that they remain with PP&L as a supplier for a
minimum of one year.

o There will be a grace period of approximately 6 months at the
beginning of the choice transition period for each of the three
phase-in periods from 1999 through 2001, during which a PP&L
residential customer who chooses another supplier may return to

PP&L as an existing customer.
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* New and existing customers will have their supply priced at
market prices, subject to the cap.

+ All customers without appropriate time-of-use meters (e.g., RS
customers) will have supply priced on an average annual
kKilowatt-hour price basis, tied to prevailing market prices -- read-
justed annually to reflect price changes and reduced, if neces-
sary, to éomply with the cap.

e For customers with time-of-use rﬁeters, PP&L would have the
right to peg supply prices to hourly spot market prices (again
subject to thé cap).

» For all of these customers, CTC charges would be set according
to a predetermined schedule at the beginning of the transition
period, as described in Sections V.B.1 and Exhibit SFT 10. For
customers on hourly or other time-of-use market rates for basic-
utility supply, compliance with the rate cap will be based on an
annual review of CTC charges against the price of the Basic
Utility Service.

This proposal assures appropriate rate protection for consumers, by
charging for supply at prevailing market pri‘ces, by limiting total generation-
related costs (both CTC and the market prices) to no higher than today’s
capped rates, by passing through to consumers reductions in market

prices where the combination of CTC charges and market prices fall below
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the cap, and by protecting PP&L from excessive gaming based on its

supplier of last resort obligation during periods of high-cost supply.

CONCLUSIONS

Please state your conclusions and recommendations.
My overall conclusion is that PP&L’s Restructuring Plan is an important
opportunity to move the Company’s current rates to a more Progressive
Rate design -- one that is better aligned than today’s rates to fit consum-
ers’ needs in a competitive market.
e PPA&L sees the transition from regulated monopoly service to fully com-
petitive electricity service as an important period for:
o readying customers for choice and equipping them with informa-
tion they need to make educated supply decisions;
o ensuring that all customers are provided non-discriminatory
~access to monopoly utility service (i.e., transmission and distri-
bution services) regardless of who supplies them with power;
* enabling competitors to reach consumers on a comparable basis
with the host electric utility company; and
« enabling PP&L to recover its stranded costs and its revenue
requirenﬁents for transmission and distribution service, social

and universal service programs, and supply services provided to
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consumers under PP&L’s continuing obligation to serve as the
supplier of last resort.

The rates proposed as part of this overall Restructuring Plan are an

important element in ensuring that all of these elements are part of a

successful transition period.

Consistent with these objectives, PP&L has adopted an approa'ch for
unbundling its current rates designed to avoid cost-shifting across or
within rate classes, by using a “bottom-up” approach based on the
tariffed rates themselves as the unit of unbundting.

The rates are unbundled for all customers and redesigned for some

customers:

All residential customers will be offered a Traditional Rate Option that is

identical to today’s rate except that this rate is fully unbundled.

All residential customers will also have the option of taking service
under a Customized Rate Design Option that shifts haif of the amount
of a customer's competitive transition charges from a usage-based
(cents-per-kilowatt-hour) charge under the Traditional Rate Option, to a

fixed monthly CTC customer charge.

All other customers will take service under this progressive Customized
Rate plan, again shifting half of the competitive transition chargeé into a

fixed CTC customer charge.
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e For PP&L's Basic Utility Supply Service, provided to customers who
either stay with PP&L after they have retail choice or return to PP&L’s

service, the rate will be tied to the prevailing market price.

e Prices will be based on the average annual supply costs for

customers taking Basic Utility Supply Service from PP&L.

¢ Customers with appropriate time-of-use or demand meters will
be charged rates that reflect their pattern of use or demand as

appropriate.

o All such supply customers will enjoy the benefits of supplier

choice, rate cap protection and market prices.

This approach is appropriate for many reasons. First, it establishes
rates for incremental use of electricity that are more efficient than today's
rates. This Progressive Rate Design better reflects the marginal cost of
providing service to customers, enabling them to make better informed
consumption decisions. The Progressive Rate Design reduces the distor-
tive effects of stranded cost cblléction on energy use, while maintaining a
degree of continuity with today's rates by moving only half of the transition
charges into fixed customer charges. | The more price-sensitive customers
will be required to take service under the more efficient rate design, while

residential customers.will be given the option of switching to the more effi-

.40 -



cient rate design, or remaining on the traditional, but unbundled rate

design.

The bottom line is that with this Progressive Rate Design, custom-
ers will enjoy the benefits of supplier choice, rate cap protection, market
prices, and a more efficient price signal that is appropriate to the transition
to competition. For these reasons, | recommend that the Commission

approve the Company’s proposed Progressive Rate Design plan.

Does this conclude your testimony?

Yes.
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Please state your name and business address.
My name is Douglas A. Krall. My business address is Two North Ninth

Street, Allentown, PA 18101.

By whom are you employed and in what capacity?
| am employed by Pennsylvania Power & Light Company (“PP&L" or the

“Company”) as Manager-Resource Planning and Pricing.

What is your educational background?

| graduated from Stevens Institute of Technology in Hoboken, New Jersey
in 1973 with a Bachelor of Engineering degree in Mechanical Engineering.
| have completed additional courses in Business Administration at

Muhlenberg College in Allentown, Pennsylvania.

Are you a registered professional engineer?
Yes. | have been a registered professional engineer in the Commonwealth

of Pennsylvania since 1977.

Piease describe your professional experience.
| joined PP&L’s Mechanical Engineering Department in 1973 as an
Engineer-Level |. In 1974, the engineering functions were restructured,

and | became a member of the Power Plant Engineering Department. In
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1975, | was promoted to the position of Engineer-Level Il, and in 1978 to
the position of Project Engineer within that department. Later in 1978, 1
transferred to the System Planning Department, and in 1981, | was pro-
moted to the position of Senior Project Engineer. In 1984, | was promoted
to the position of Manager-Generation Development and Planning within
the System Planning Department. In April 1996, | became the Manager-
Resource Planning and Pricing. In this capacity, | supervise the develop-
ment of integrated resource plans, the administration of PP&L's responsi-
bilities regarding non-utility generation, the development of the Company’s
construction budget and the development and administration of the Com-

pany’s tariff for electric service.

Have you previously submitted testimony before the Pennsylvania Public
Utility Commission ("PUC"), the Federal Energy Regulatory Commission

(“FERC?"), or any other regulatory agency?

Yes. | have testified before the PUC on four occasions. Most recently, |
testified on behalf of PP&L at Docket No. P-00961114 regarding an
agreement between the Compam./ and a non-utility generator for the
buyout of a power purchase agreement. | also have testified on behalf of
PP&L régarding its construction budget and deactivation dates for its fossil

and hydro generating stations during the Company’s most recent base rate
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proceeding at Docket No. R-00943271 and the impacts on PP&L and its
customers of an existing power purchase agreement at Docket Nos.
R-009533486, et al., and P-00950915. | testified on behalf of Interstate
Energy Company, a subsidiary of PP&L, regarding its application to pro-
vide natural gas transportation service to existing customers at Docket No.
A-140200. Before the FERC, | have testified regarding PP&L's compli-
ance plans under the 1990 Clean Air Act Amendments at Docket No.
ER95-1267, and regarding PP&L’s investment in generating plants to

serve its wholesale customers at Docket No. SC97-1-000.

Please describe the purpose of your testimony.

The purpose of my testimony is to describe PP&L's “Progressive Rate
Design”, which represents the.unbundled rates that PP&L proposes to
charge its retail service customers beginning January 1, 1999, the start of

the customer choice phase-in period.

How does your testimony relate to that of Dr. Tierney and Mr. Kleha?

Dr. Tierney explains the economic and regulatory considerations that form
the basis for the design of PP&L’s progressive rate design. Mr. Kleha
presents PP&L's most recent cost allocation.study which forms the basis
for approved retail rates and the unbundling of the retail costs of providing

service and applicable revenue requirements into functional components,
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principally, energy, other production, transmission, and distribution. |
present the application of the Progressive Rate Design, described by

Dr. Tierney, to the cost-of-service data provided by Mr. Kieha.

Please summarize the conclusions of your testimony.

My testimony, in combination with the testimony of Mr. Kleha, Dr. Tierney,
and Mr. Kasper, sets forth a proposed unbundling of PP&L’s current retail
rates which will facilitate the efforts of customers who wish to choosé their
generation supplier and will provide a mechanism for PP&L to recover
costs which may become stranded by the transition to competition. This
unbundling has been accomplished without the shifting of costs within or
between rate classes, and it has been done in way which should promote

customer understanding.

Please summarize PP&L's Progressive Rate Design.

Exhibit DAK 1, which is attached to my direct testimony, is a cha& which
sets forth all of the major rate categories under the Progressive Rate
Design proposal. Other rates which apply to fewer customers and to spe-
cial circumstances can be found in the proposed retail tariff provided as

Exhibit OGK 2.

Is PP&L changing any of its existing customer classes?



10

11

12

13

14

15

16

17

18

19

20

21

22

No. All of the major customer classes reflected in its current tariff will
remain the same. Customers will continue to qualify for the rates of their
current classes as long as they continue to take service within the criteria”
of those classes. As explained by Mr. Kasper, the availability of certain
provisions of PP&L’s current bundled rates will be closed to new custom-
ers and will not be available to those customers who purchase. generation

from alternative suppliers.

RATE SCHEDULE RS OPTION

Please describe the development of the Rate Schedule RS rate options.

As described by Dr. Tierney, under the Progressive Rate Design, there are
two alternative rate options, the Traditional Rate Schedule RS
("“RS-Traditional”) rate option and the Customized Rate Schedule RS ("RS- -

Customized”) rate option.

Why do you refer to each rate structure as an option?
In PP&L's proposal, residential customers will have the option to elect to

receive service under either of these rate structures.

What are the components contained in the RS-Traditional optidn?
The RS-Traditional option includes charges for delivery, a competitive

transition charge ("CTC"), and an optional charge for generation.
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Please describe the components that make up the delivery charge.

The delivery charge is designed to recover the revenue requirements
associated with the transmission, distribution and customer service func-
tions, and public purpose programs applicable to the Rate Schedule RS
rate class. The delivery charges for Rate Schedule RS include a customer
charge of $6.47 per month, which is identical to the current customer
charge, and a flat cent/kWh charge. The amount of the monthly customer
charge was established in the Company’s most recent base rate case and
recovers only a portion of the distribution and customer service function
revenue requirements. The remaining revenue requirements for the
distribution and customer service function, as well as all of the revenue
requirements associated with the transmission function, are recovered
through per-kWh use charges -in both the existing Rate Schedule RS rates

and in the RS-Traditional option.

Why does PP&L propose a flat cent’/kWh charges for delivery insiead of a
blocked structure?

PP&L determined that a flat charge was much more straightforward. By
moving the blocked charges to the CTC, which is a temporary charge,
PP&L is moving toward a much simpler and easier to understand pricing

approach.
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Does the delivery charge consist of several components.

Yes, the delivery charge includes charges for transmission, distribution and

universal service.

How will PP&L inform its customers of the nature of the components within
the delivery charge?

The.charges for transmission and public purpose programs are explicitiy
described in PP&L's proposed tariff which is provided as Exhibit OGK 2.
Although these charges will not appear as line items on the bill, the Com-
pany proposes to include messages on the bill which inform customers of
these charges. The transmission charges, of course, will be subject to

approval by the FERC.

Are there any additional services that PP&L will provide under transmis-
sion service?
Yes. As discussed in Mr. Whitehead's testimony, PP&L will provide ancil-

lary services obtained from the PJM Independent System Operator (“ISO”).

What will PP&L charge for these additional ancillary services?
At this time, PP&L does not know what price it will be charged by the I1ISO
for these services. Therefore, charges for ancillary services are not

included in the transmission service rate. When the cost of these services
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is determined, and approved by the FERC, PP&L will add a charge for
ancillary services o the transmission service rate. At that time, PP&L will
adjust the generation-related CTC component, if necessary, to avoid
exceeding the rate cap requirements of the Electricity Generation Cus-

tomer Choice and Competition Act ("Act”).

Please discuss development of the CTC.

The CTC is used to recove.r the stranded cost amount discussed in the
testimony of Mr. Schadt. The CTC is equal to the residual amount in each
energy block that remains after subtracting the delivery charge and an
estimated charge for market-based generation from the total rates
allowable under the rate cap. The total estimated charge for market-based
generation includes separate, éxplicit estimates for markét—based energy

and market-based capacity.

How did PP&L determine the rate level allowable under the rate cap?

The rate cap is based on the rates in effect on December 31, 1996. This
includes the SBRCA tariff provisions at December 31, 1996, which provide
for the expiration of the SBRCA T;lt April 1, 1997. Subsequent rate
changes in the Company'’s current tariff that were scheduled to go into
effect on or after the beginning of the transition to retail competition

(January 1, 1899) are not reflected in the Company’s rates during the rate
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cap periods under the Act. For example, the Economic and Industrial
Development Initiative (“EDI/ID1") Riders were scheduled to expire during
the competition phase-in period and would have resulted in rate increases
for participants in those programs. Howéver, PP&L believes, that it would

be inconsistent with the policy behind the Act to implement these changes.

In PP&L’s most recent base rate case, the Company indicated that it would
reduce the depreciation charges for its Susquehanna plant, beginning in
1999, and that this reduction would reduce customer rates at January 1,
1999. Has the Company revised this proposal in light of the Customer
Choice Act?

Yes. The Company’s filing reduces Susquehanna’s annual depreciation
expense beginning January 1,‘1999, and uses the additional revenue
available under the rate cap. The Company does not propose to reduce

rates below the rate cap to reflect this reduction in depreéiation expense.

Why not?

In its most recent base rate case, PP&L did propose to reduce its rates
existing at January 1, 1999, under the assumption that traditional rate
reguiation would continue. Under traditional rate regulation, PP&L would
have been able to file for a base rate increase during 1997, 1998, or

thereafter to recover increased costs of providing service, including gen-
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eral inflation and other factors. Because of the rate caps in the Act, this is
no longer possible. Indeed, based on current inflation estimates, as a
result of the rate cap, PP&L’# rates, in real terms, will be lower at

January 1, 1999, than they were at January 1, 1996, by more than twice
the $85 million reduction contemplated as a result of the change in
Susquehanna depreciation expense. To require a rate reduction to reduce
the rate cap under these circumstances would be unfair, inappropriate,
inconsistent with the Act and inconsistent with the assumptions undérlying

the PUC’s 1995 rate order.

Does the proposed CTC fully recover the Company’s estimated stranded
costs?

No. Based on the Company'svprojections, the proposed CTC will recover
$4.210 billion in stranded cos;,ts, which is $401 miilion less than the Com-

pany's calculated stranded costs.

Is the CTC set at the same level in all years of the transition period?

No. As discussed in the testimony of Dr. Tierney, because the market-
based cost of generation is forecast to increase during the transition
period, the mégnitude of the CTC charges must decline during the transi-

tion period to stay within the cap established on generation-related
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charges. The CTC charges for each of the seven years are shown on

each rate schedule provided in PP&L’s proposed tariff (Exhibit OGK 2).

How did you develop the estimate .for the market-based generation compo-
nent that was used to determine the CTC charges?

The estimate for the market-based generation component uses-estimates
of the future price of market-based energy and capacity from the price
forecasts that were presented in the testimony of Dr. Jones. The market-
based energy cost is an estimate of the average (cent/kWh) market price
of a block of energy with the same hourly profile as the residential cus-
tomer class. The market-based capacity price is an estimate of the aver-
age (cent/kWh) cost of the required amount of capacity needed to meet
the projected PJM capacity obiigation resulting from serving the residential

customer class.

How will customers who do not choose an alternative supplier obtain

energy and capacity?

In accordance with the Act, PP&L will serve as the so-called “supplier of
last resort” for customers who do not choose an alternative generation |
supplier and for customers whose alternative supplier fails to del‘iver. The
Act specifies that PP&L will have the obligation to acquire generation at

“prevailing market prices” to serve such customers.

-11-
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How will PP&L establish the actual optional price of generation for
customers who choose not to shop or who return to basic utility service?
Dr. Tierney's testimony describes the nature of PP&L’s Basic Utility Supply
Service. PP&L is not able, at this time, to specify exactly how that will be
done because the market place is in the very early stages of its evolution.
One possibility is that the market will develop rapidly and there will be an
active and visible market price signal which will estabiish the market price.
If such a signal does not exist, an aiternative might be for PP&L to conduct
a competitive solicitation for energy and capacity for the upcoming year.

The result of that solicitation would establish the market price.

How will PP&L determine the price for customers whose supplier fails to
deliver? |

As | already indicated, it is difficult to be specific until markets have devel-
oped; however, it would be fair to say that the price in this instance, would
probably reflect spot market prices. Prices for customers who elect to take
service from PP&L would reflect their ability to plan and contract for energy

and capacity.
Please describe how the "Customized” option was developed.

The Customized option produces a fixed, individualized CTC for each cus-

tomer for a portion of stranded cost recovery. The determination of the

-12 -
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fixed portion of the CTC is the result of taking 50% of each CTC step in the
RS-Traditional rate structure and calculating a customer's monthly CTC for
this portion of the total charge based on a fixed base historic period. The
historic period will be calendar year 1996 for each customer signing up for
the Customized rate option. This calculated fixed CTC will remain

unchanged through the entire transition period.

Is this inconsistent with your earlier statement that the CTC will decline
through the transition?

No. Although the fixed portion of the CTC will remain constant, the usage-
based portion will decline. in fact, it will not only decline for those custom-
ers electing the Customized option, but, also, for those opting' for the
Traditional option. The followiﬁg example for a singie month with two dif-

ferent usages will demonstrate the principle:

RS- DITIONAL CALCULATION OF CTC

Average monthly usage in 1996 1.000kWh 500 kWh
3.917 cents per kWh for first 200 kWh $7.83 $7.83
2.919 cents per kWh for next 600 kWh $17.52 $8.76
2.320 cents per kWh for all remaining $4.64 $0.00
TOTAL CTC CHARGES : $29.99 $16.59

13-
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S-CUSTOMIZED CALCULATION OF CT

Average monthly usage in 1996: 1,000 kWh 500 kWh
Fixed CTC equal to 50% of RS-Traditional $14.99 $8.29
1.959 cents per kWh for first 200 kWh $3.92 $3.92
1.460 cents per kWh for next 600 kWh $8.76 $4.38
1.160 cents per kWh for all remaining $232 $0.00
TOTAL CTC CHARGES $29.99 $16.59

Note, that for the same usage in a given month, both methods produce the
same total CTC charges. Also, note that the fixed charges in the Custom-
ized calculation of the CTC are considerably different between the two
usage ievels, hence the individualized nature of the fixed CTC charge per

customer.

Will new residential customers who do not have 12 months of historical
usage be able to select the Customized option?

Yes. PP&L will use the type of information used to establish budget billing
parameters for new customers to develop a Customized option, if a new
customer so desires. Whenever 12 months of history is available, the CTC
will be recalculated in order to aséure that it is a reasonable representation
of the customer’s usage. This practice is consistent with the Company’s

existing budget billing program.
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GENERAL SERVICE AND LARGE POWER RATES (RATE SCHEDULES
GS-1, GS-3, LP-4, LP-5 LP-6
Please describe the development of the General Service and Large Power

rate designs.

The rate designs that are provided for all General Service and Large
Power customers are similar to the Customized option for residential cus-

tomers.

Were the members of the Genéral Service and Large Power rate classes
given the option of a traditional unbundled rate design?

No. As explained by Dr. Tierney, customers in these classes are more
price sensitive and more familiar with economic issues than the average
residential customer. These Cl-Jstomers should move to the efficient rate
design so that the Commonwealth can achieve the economic benefits

intended by Act.

What are the components contained in the General Service and Large
Power customer rate designs?

The General Service and Large Power customer rate designs include
charges for delivery, a CTC and an optional charge for generatioh.

How was the charge for the delivery component developed?

-15-
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The delivery charge is designed to recover the revenue requirements
associated with the distributioq, transmission and customer services func-
tions, and public purpose programs applicable to the General Service and
Large Power rate classes. For example, the distribution charges for Rate
Schedule GS-1 include a customer charge, which is identical to the current
customer charge in Rate Schedule GS-1, and a flat cents/kWh charge.
The delivery charges for the other General Service and Large Power rate
schedules include a meter charge, which is identical to the current méter

charge in those rate schedules, and a flat cents/kWh charge.

Why did you use a flat cent/kWh charge for the delivery charge instead of
a blocked structure?

Consistent with the reasoning -used for residential customers, PP&L
determined that a flat charge was much more straightforward. By moving
the blocked charges to the CTC, which is a temporary chérge, PP&L is

moving toward a much simpler and easier to understand pricing approach.

Please discuss development of the CTC.

Development of the CTC follows the same approach used for the RS-
Customized option. First, the residual amount in the demand charge and
in each energy block that remains after subtracting the delivery charge and

an estimated charge for market-based generation was calculated. The
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determination of the fixed portion of the CTC is the result of taking 50% of
each CTC charge and calculating a customer’s unique monthly CTC for
this porfion based on a fixed base historic period. The variable CTC then

becomes 50% of the total residual amount.

Is the CTC set at the same level in all years of the transition period?
No. As | explained previously, because the market-based cost of genera-
tion is expected to increase during the transition period, the magnitude of

the CTC charges declines during the transition period.

How did you develop the estimate for the market-based generation compo-
nent that was used to determine the CTC charges?

The estimate for the market—ba;sed generation component uses the esti-
mates of the future price of market-based energy and capacity from the
price forecasts that were discussed in the testimony of Dr. Jones. The
marke;t-based energy cost is an estimate of the average (cents/kWh) mar-
ket price of a block of energy with the same hourly profile as the General
Service and Large Power customer classes. The market-based capacity
price is an estimate of the average (cents/kWh) cost of the required
amount of capacity needed to meet the PJM capacity obligation' resulting

from serving the General Service and Large Power customer classes.

- 17 -
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Could you please summarize the conclusions of your testimony?

My testimony, in combination with the testimony of Mr. Kleha, Dr. Tierney,
and Mr. Kasper, sets forth a proposed unbundling of PP&L’s current retail
rates which will facilitate the efforts of customers who wish to choose their
generation supplier and will provide a mechanism for PP&L to recover
costs which may become stranded by the transition to competition. This
unbundling has been accomplished without the shifting of costs within or
between rate classes, and it has been done in way which should promote

customer understanding.

Does this conclude your testimony?

Yes.

-18 -
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PP&L’'s Proposed Progressive Rate Design

Residential

Rate Schedule RS (RS - Traditional)

Delivery $6.47 per month
1.961 cents per KWH
- CTC First 200 KWH 3.917 cents per KWH
Next 600 KWH 2.919 cents per KWH
Additional KWH 2.320 cents per KWH

Generation - Optional

. Rate Schedule RS (RS - Customized)

Delivery $6.47 per month
1.961 cents per KWH
.CTC Fixed Customized $ per month
" First 200 KWH 1.959 cents per KWH
Next 600 KWH 1.460 cents per KWH
Additional KWH 1.160 cents per KWH

(Generation Optional



General Service

Rate Schedule GS-1 {(GS-1 - Customized)

Delivery $7.48 per month
3.104 cents per KWH
CTC Fixed Customized $ per month
Demand $0.07 per KW in excess of 5 KW
First 150 KWH 2.456 cents per KWH
Additional KWH 1.158 cents pe.r KWH
Generation Optional

R Schedule GS-3 (GS-3 - Customize

Delivery 1.438 cents per KWH
CTC Fixed Customized $ per month
Demand $2.51 per KW

First 200 KWH 1.295 cents per KWH
Next 200 KWH 0.596 cents per KWH
Additional KWH . 0.498 cents per KWH

Generation Optional



Large General - Service

Rate Schedule LP-4 (LP-4 Customized).

Delivery 0.800 cents per KWH
CTC Fixed Customized $ per month
Demand $2.175 per KW

First 200 KWH 1.490 cents per KWH
Next 200 KWH 0.791 cents per KWH
Additional KWH 0.492 cents per KWH

Generation Optional

Rate Schedule LP-5 (LP-5 - Customized)

Delivery 0.366 cents per KWH
CTC Fixed Customized $ per month
Demand $1.98 per KW

First 200 KWH 1.393 cents per KWH
Next 200 KWH 0.994 cents per KWH
Additional KWH 0.693 cents per KWH

Generation Optional



Rate Schedule LP-g (LLP-6 - Cgstgmized!

Delivery
CTC Fixed
Demand
First 200‘ KWH
Next 200 KwH

Additional KWH

Generation

Q.367 cents per KWH
Customized ¥ per month
$2.035 per Kw
1.194 cents per KWH
0.247 cents per KWH

-0.054 cents per K\WH

Optiona
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Please state your full name and business address.

QOliver G. Kasper, Two North Ninth Street, Allentown, Pennsylvania, 18101.

By whom are you employed and in what capacity?
| am employed by Pennsyivania Power & Light Company ("PP&L" or the

“Company”) as Manager-Pricing and Contract Administration.

What are your principal duties and responsibilities as Manager-Pricing and
Contract Administration?

| am responsible for tariff administration whiph involves the development of
PP&L’s retail tariff rules and regulations, and ensuring the uniform admini-

stration of these rates, regulations and interpretations throughout the Com-
pany. | also direct the development of the Company’s rate design function

and supervise the cost of service function.

What is your educational background?
| graduated from Michigan Technological University in 1973 with a Bachelor
of Mechanical Engineering. | am a Registered Professional Engineer in the

Commonwealth of Pennsylvania.

Please describe your professional experience.
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| was employed by Westinghouse Electric Corporation in 1973 and served in
the Marketing Department of the Steam Turbine Division as an Application
Engineer. During this period, | was involved with all aspects of the initial
design and proposal preparation for large steam turbine generator sets. |
also was the technical license contact for two foreign manufacturers of
Westinghouse turbine generators.

In 1976, Ijoined PP&L as a construction engineer for the Susquehanna
Steam Electric Station. In this position, | was responsible for long-term stor-
age and maintenance for all equipment during construction, and assembly of
the Unit 1 and Unit 2 turbine generator sets.

In 1978, | was named Energy Management Engineer in PP&L's Energy
Conservation Department in the former Northern Division. My
responsibilities included energy conservation, service coordination, and
marketing with PP&L’s large industrial and commercial customers in that
division.

In 1982, | was promoted to Senior Engineer-Research and Technical
Services, later the department was renamed Industrial and Commercial
(1&C) Marketing Programs. My responsibilities included residential thermal
storage heating systems research, commercial and industrial HYAC and
process heating/cooling applications, research and development, commer-
cial and industrial lighting design, and educating PP&L's staff and customers

about cogeneration.
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In 1989, | was promoted to the position of I&C Marketing Manager in
PP&L's Lancaster Division. My responsibilities included managing a staff
who provided direct service and marketing contacts for all industrial and
commercial customers in that division. | was promoted to Manager-Pricing

and Contract Administration in 1981, the position | now hold.

Mr. Kasper, what is the purpose of your testimony?

My testimony addresses three subjects: (1) prd-forma impact of the pro-
posed uhbundled rate designs (proof of revenues) as described in Mr. Krall's
testimony, (2) the changes required to the availability of several current
bundled rates and service options as a result of the transition to retail com-

petition, and (3) other proposed tariff rule changes.

PRO-FORMA IMPACT OF THE PROPOSED RATE UNBUNDLED DESIGN

Mr. Kasper, please explain how the proposed unbund!ed rates were devel-
oped.

Unbundled rates consist of three major components: delivery, energy and
capacity, and the Competitive Transition Charge ("CTC"). Revenue require-
ments for unbundled delivery service were obtained from the cost allocation
study presented by Mr. Kieha. Delivery service rates were designed to

recover the delivery service revenue requirements reflected in PP&L's retail
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customer rates filed in compliance with this Commission’s Final Order at
Docket No. R-00943271.

Unbundled capacity and energy charges were developet.j based on the
forecasted market value of energy and capacity for 1999. The CTC was
then calculated as the difference between the existing bundled retail rates
and the sum of the unbundled delivery and capacity and energy charges.

The resulting unbundled rates were then adjusted for the State Tax
Adjustment (STAS) and Energy Cost Rate (ECR) roll-ins that became effec-
tive on January 1, 1997. This was done by first adjusting the delivery
service charges for the STAS roll-in, then adjusting the CTC for both the
STAS and ECR roll-ins.

The “Customized” unbundled rate design was then calculated as
described in Mr. Krall's testimony. Due to rounding, this resulted in some
minor adjustments to the.final rates to ensure that all customers rates were
consistent with revenue neutralality or received a slight decrease in the
move from a straight unbundled rate design to the Customized rate
structure.

To calculate the CTC for the years 2000 through 2005, the fore-
casted energy and capacity values for each year were used and a new CTC
was calculated consistent with the rate caps established by Section 2804(4)

of the Electricity Generation Customer Choice and Competition Act ("Act”).
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Mr. Kasper, please describe the Proof of Revenues developed for the
proposed rates.

Exhibit OGK 1 is the Company’s current Tariff No. 200. Exhibit OGK 2 is the
Company's proposed unbundled Tarnff No. 201. The Proof of Revenue
Summary Sheet in Exhibit OGK 4 shows the revenues produced on both a
bundled and an unbundled basis for the 12-month period ended

December 31, 1996. As shown in that exhibit, the total revenues produced
by the present Tariff No. 200 bundled rates and proposed Tariff No. 201
unbundled rates are essentially the same, with the unbundled rates in Tariff
No. 201 producing the same or slightly less revenue than the present Tariff
No. 200 bundled rates. The proposed rate design in.Tariff No. 201 includes
the delivery charge, the competitive transition charge, and forecasted market
price for both energy and capacity in 1999. The definition of these terms is

provided in Exhibit OGK 4.

Does this unbundled rate design produce any intra-class rate impacts?

No. This can be demonstrated by the following examples:
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RESIDENTIAL RATE CLASS

Rate Schedule Present Rates Proposed Rates Difference
RS (Tariff 200) (Tariff 201)

0 KWH $6.47 $6.47 0

500 KWH $47.70 $47.70 0

1000 KWH $85.74 $85.74 0

1500 KWH $121.98 $121.98 0

COMMERCIAL AND INDUSTRIAL RATE CLASSES

Rate KW KWH Present Rates | Proposed Rates Difference
Schedule (Tariff 200) (Tariff 201)

GS-1 12 1,500 $178.02 $178.02 0

GS-3 20 12,500 $1,117.58 $1,117.58 0

LP-4 1000 | 400,000 $28,154.00 $28,154.00 0

LP-5 5000 |2,500,000 |$150,520.00 $150,520.00 0

LP-6 10000 | 5,000,000 | $292,040.00 $292,040.00 0

As shown in these tables, the proposed unbundled rate design is revenue

neutral when compared to the Company’'s present bundled rate design.

AVAILABILITY OF BUNDLED RATES

Q. Does the introduction of retail'competition affect the Company's current

bundled rate design?




10

11

12

13

14

15

16

17

18

19

20

21

22

Yes. The Company's current bundled rates reflect the effects of the various
riders and options included in the existing tariff structure. Many of these
provisions are no longer applicable or appropriate when the Company does
not provide bundled service. As a result, the Company is proposing to
eliminate a number of these provisions as of January 1, 1999. However, in
order to comply with the rate caps established by the Act, customers taking
service under these 'provisions at December 31, 1996 will be grandfathered
to the extent that the Company, as the electric distribution utility, remains the
customer's bundled suppilier of last resort, i.e., provides Basic Utility Supply
Service (“BUSS"). These provisions will not be available to customers who
purchase energy from alternative suppliers, including the Company's Retail
Energy Supply group, and will not be available to those who return to the

Company for BUSS after purchasing generation from an alternative supplier.

ECONOMIC INDUSTRIAL DEVELOPMENT INITIATIVE (EDI/IDI) RIDERS

Please describe the Economic Development and Industrial Development
Riders.

The Econornic Development Initiative (EDI) credits initially were made
avatilable in 1987 to PP&L’s Rate Schedule GS-3, P-4, and LP-5
customers with loads over 500 KW. The EDI credits for existing customers
are 1¢/KWH and $2/KW, respectively, for energy and capacity taken in

excess of defined base period amounts. To receive these credits,
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customers must have signed contracts agreeing to expand production or
expand physical facilities. For new customers, the EDI credit is 1¢/KWH for
energy taken in excess of 400 hours use of demand. The EDI credit
program was closed to new applicants at the end of 1989. Those customers
on the program receive the full credit through 1997. Thereafter, the credit is
reduced to 70% of the full level in 1998, 35% of the full level in 1989, and
eliminated as of January 1, 2000.

The Industrial Development Initiative (I:DI) credits were intfoduced in
1992. The terms are essentially identical to the EDI programs except that
IDI credits are available only to industrial customers, the normal base period
for calculation purposes is 1991, ._amd the IDI rider currently is open to eligible

customers through the end of 1997.

What is the impact of the current EDI/IDI programs?

According to PP&L’s EDI monitoring reports filed with the PUC, as of
December 31, 1996, there were 411 customers on the EDI rider and 389
customers on the IDI rider. As showq on the summary sheet in Exhibit -
OGK 4, customers utilizing the EDI/IDI riders réceive about $30.6 million in

credits annually.

Does PP&L propose to continue the EDI/IDI credits?
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PP&L is proposing to eliminate the phase-out of the credit and extend the
programs for current participants through 2005, which is the end of the
transition period established in the Act. No new customers will be eligible for

these credits.

Why do you plan to continue EDI/IDI credits for those currently on the
program?

The planned phase-out of the credits would increase charges for participat-
ing customers. Extension of the credits will keep rates revenue neutral

throughout the transition period.

Will these credits be available to customers who elect to purchase energy
and capacity from alternative energy suppliers?

No. The EDI and ID! credits are energy and capacity credits related to the
Company's bundled generation fuhction. If a customer chooses to buy
energy and capacity from another source, including the Company’s Retail

Energy Supply group, the credits no longer apply.

Will the credits be available to a customer that begins purchasing energy
and capacity for an alternative supplier and later returns to the Company as

the provider of last resort?
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No. The EDI and IDI credits are not be available to new customers after
1989 and 1997, respectively. Under the Act, returning customers will be

treated as new customers and will not be eligible for these credits.

DEMAND FREE DAYS RATE OPTION

Please describe the Demand Free Days (DFD) billing option?

In January 1988, as a means of encouraging economic development and
improving the system load factor, PP&L implemented a Demand Free Days
billing option for customers served on Rate Schedule LP-5 with a monthly
demand of at least 10,000 KW or greater. Eligible customers could pre-
select two weekdays per week, from Tuesday tp Friday, as “demand free."
The demand created by the customers on the pre—selected days would not
be used for billing purposes. This option was expanded in July 1992 to
include three demand-free days and to include customers having a monthly
maximum demand of at least 5,000 KW. There currently are 24 customers
served under this option, which is scheduled to be eliminated on January 1,

1898.
Do you plan to continue the Demand Free Days billing option?

This option will be closed to new customers on January 1, 1998.

Participants who were in the program at December 31, 1996, however, will

-10 -
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continue to receive this option through the end of the transition period, i.e.,

December 31, 2005.

Will these credits be available to customers that elect to purchase energy
and capacity from other providers?

The Demand Free Days option, like EDI/IDI credits, are capacity and energy
credits, related to the Company’s bundled generation function. If a customer
chooses to buy energy and capacity from an alternative supplier, including
the Company’s Retail Energy Marketing Group, they will not receive the
credit. In addition, as with the EDI/IDI credits, demand-free days credits will

not be available to returning customers.

COMPETITIVE RATE RIDER
Please describe the Competitive Rate Rider.
In October 1994, PP&L filed the Competitive Rate Rider(“CRR") as a com-
petitively-priced rate ohtion' for new and existing customers with monthly
demands greater than 5000 KW and served under Rate Schedule LP-5. [n
1895, this option was expanded to include customers on Rate Schedules
LP-6 and IS-T. The CRR was a three-year experimental rate rider, which is
scheduled to terminate December 31, 1997.

This rate rider was designed to enable PP&L to compete for load in the

electric utility marketplace. To be eligible for the CRR, a customer must first

-11 -
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demonstrate that it has a verifiabie competitive alternative to service under
the applicable rate schedule and that the customer intends to select that
alternative. Once these conditions are met, PP&L, at its discretion, can
develop an alternative rate to meet competition, as long as the competitive
rate recovers all of the Company’s short-run marginal costs of providing
service and provides a contribution to fixed costs. As of December 31,

1996, 2 customers had signed CRR contracts with PP&L.-

Does the Company plan to continue the CRR?

Yes. Under the Company’s current tariff, the CRR rate rider is an
experirﬁental tariff provision scheduled to end on January 1, 1998. Supple-
ment No. 65, Exhibit OGK 3, extends this provision to January 1, 1999,
Tariff No. 201 extends the CRR through December 31, 2005, but it is

applicable to delivery charges and the CTC only.

OTHER RATE RIDERS

Do you plan te carry forward with the other rate riders that currently are
available in the Company’'s Tariff 2007

Yes. The Time-of-Day (TOD) rate options currently available for Rate
Schedules RWO, RTS, RTD, GS-1, GS-3, LP-4, LP-5, etc., will remain in
their current form and availabitity for those customers who purchase BUSS

from the Company. These credits were used to offset generation costs and

-12 -
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improve system load factor. Accordingly, as with the other credits discussed
above, if a customer chooses to buy energy and capacity from an alternative
supplier, including the Company’s Retail Energy Supply group, these options

will no longer be availabie.

RATE SCHEDULES

Describe the Price Response Service-1 (PR-1) and Price Response Serv-
ice-2 (PR-2) Rate Schedules.

In October, 1994, PP&L filed a real time pricing option for use in a three-year
pilét program ending December 31, 1997. The pilot program was designed
to provide customers with demands greater than 2,000 KW an opportunity to
respond to hourly price signals by reducing usage during high-cost hours
and increasing usage during low-cost hours. To implement the program, the
Company created two new rate schedules:

1) Rate Schedule PR-1 (Price Res;ponse Service - Firm Power) - This
is an experimental rate for industrial and commercial customers with firm
service requirements selected by the Company for a three-year real-time
pricing pilot program.

2) Rate Schedule PR-2 (Price Response Service - Interruptible
Power) - This is an experimental rate for industrial and commercial cus.tom-
ers with interruptible service requirements selected by the Company for a

three-year real-time pricing pilot program.

-13 -
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Both rate schedules have a two-part rate consisting of: (1) the cus-
tomer's base bill and (2) real-time prices for use above or below the cus-
tomer’'s base load. As of December 31, 1996, there were fifteen PR-1 and

ten PR-2 customers participating in the pilots.

Do you plan to continue this experimental program?

Yes, under certain conditions. PR-1 and PR-2 will remain available to all
eligible customers through December 31, 1998. Thereafter, it will be avail-
able to. those customers who are not eligible for retail competition in 1999

and 2000. These rates will expire for all customers on January 1, 2001.

What are the proposed changes to Rate Schedules PRS-1 and PRS-2 in
Supplement 657

Two changes are proposed to respond to customer demand for this rate
option: (1) The Company will expand the availability of this experimental
program from twenty-five (25) to thirty-five (35) customers; and (2)
customers will need to have a monthly demand of at least 300 KW year-

round be served under Rate Schedule LP-4, LP-5, LP-6, IS-T, or IS-P.

INTERRUPTIBLE SERVICE

Are there any proposed changes to Rate Schedule IS-1, ISP, IST, or ISA in

Supplement 657

-14 -
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Yes. As with the other rate options discussed above, interruptible service is
part of the Company's bundled service. Since it is generation-related, it is
not appropriate to continue interruptible service after the transition to retail
competition. Therefore, the Company proposes to close these rate
schedules to new customers as of January 1, 1999. In addition, the rate
schedule will not be available for those who choose an alternative supplier,
including the Company's Retail Energy Supply group and witl not be
available to returning customers. Those customers receiving service under
these rate schedules as of December 31, 1996, can remain through 2005,
as long as they continue to take BUSS from the Company. [f a customer
purchases capacity and energy from an alternative supplier, the customer’s
delivery and CTC will be calculated under Rate Schedule LP-4, LP-5 or

LP-6, whichever is appropriate.

Is the Company proposing any other changes to the tariff regardiné inter-
ruptible service?

The Company’s current tariff has a 500 MW cap on the amount of
interruptible load. The Company p-roposes to retain the cap, but remove the

definition contained in the tariff.

Why is the Company proposing to remove the definition?

-15-
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The Company consistently has calculated the amount of available inter-
ruptible load as a customer's maximum actual annual demand (in any 12-
month period) and the customer’s firm contract demand. This is consistent
with the underlying purpose of interruptible load (to reduce peak demand)
and how the Company caiculates interruptible load as a capacity reserve
obligation in the Pennsylvania-New Jersey-Maryland Interconnection.
Unfortunately, the definition of the cap in the Company’s tariff has created
some confusion and has led some customers to propose a substantially
different method for calculating interruptible load based upon 12-month
monthly average data. This alternative definition is inconsistent with how the
Company has always calculated interruptible load, completely at odds with
the purpose of and need for interruptible load, and substantially understates
the amount of interruptible load on the Company’s system. If this alternative
definition were adopt‘ed, it would force the Company to contract for
excessive amounts of interruptible load to the detriment of the Company and
its other customers. To avoid continued controversy, the Company seeks to

remave the definition from the tariff.

Is the Company proposing any change in the way it calculates interruptible
load?
No. The Company proposes to calculate interruptible load in the same

manner as it always has done.

-16 -
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Is the Company proposing to change the 500 MW cap?
It is not, as long as its method of calculation is approved. If an alternative
definition is adopted, then the cap should be significantly reduced because it

would provide excessive and unneeded interruptible load.

TARIFE RULE CHANGES

What other significant changes are proposed by PP&L in this proceeding?
Several significant changes are being proposed for various tariff rules. In.
Supplement 65 to Tariff 200 and Tariff 201:

. Rule 4 is changed to indicate that the Company may upon request,
supply services over and above those which the Company would
normally provide, if the customer agrees to pay the Company a fair and
non-discriminatory price for those related services.

o Rule 9k was changed to indicate that the Budget Billing interest rate is
changed from 1% per month to one-twelfth of the average of 1-year
Treasury Bills for the months of September, October, and November of
the previous year.

In Tariff 201:

s Rule BA:

- Aline is added to exclude fuel supply disruption from qualifying for

backup power supply.

-17 -



- Paragraph E(5) is added to indicate that a customer-specific, fixed,
per month CTC developed by the Company, which is equal to 100%
of the customers estimated CTC revenue, if the customer elects to

install on-site generation on or after January 1, 1999.

Q. Does this conctude your testimony?

A. Yes.

_18 -
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Please state your full name and business address.
William H. Whitehead, Two North Ninth Street, Allentown, Pennsylvania

18101.

By whom are you employed and in what capacity?
| am employed by Pennsylvania Power & Light Company (PP&L or the

Company) as a Senior Project Engineer.

Please describe your educational background.
| graduated from Bucknell University in 1973 with a Bachelor of Science
Degree in Electrical Engineering. | also completed a two-year course of

study in Power Systems Engineering.

Please describe your employment history with the Company.
| joined PP&L in 1973 as an entry-level Engineer in the former Relay and
Control Engineering Department. | moved through the engineering pro-
gression line within Relay and Control until | became a Project Engineér.
My résponsibility during that time included the design and implementation
of protective relay schemes for substations and switchyards from 12 kV
through 230 kV.

In 1982, | accepted an assignment as a Senior Engineer in the Load

Management section of the former Energy Conservation and Customer
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Services Department. My primary responsibility was to chair a task team
evaluating direct control load management and to make a recommenda-
tion to corporate management.

In 1983, | became a Senior Engineer in the Alternative Energy Pro-
grams group. [n that role, | assumed responsibility for the negotiation of
agreements with non-utility generators that wanted to interconnect with the
PP&L system. | also assumed the additional responsibility of administra-
tion for the signed agreements. In late 1986, this function was moved to
the former System Planning Department. [ retained these responsibilities
as a Senior Project Engineer-System Planning, and accepted additional
responsibiiities in support of corporate strategy development.

in 1994, | accepted an assignment in the Transmission and Distri-
bution Planning section of the former System Planning Department. in
that role, | was responsible for overseeing the development of the capital
budget for transmission and distribution facilities in PP&L’s former
Lancaster Division, inpluding the conversion of the 62 kV system in the
Lancaster area to 138 kV.

In 1995, | accepted my current assignment as a Senior Project
Engineer. In this position, | have been responsible for representing PP&L
on various PJM committees, including the PJM Operating Arrangements
Commitiee. | also have participated in the evaluation of various alternative

structures for PJM. My most recent responsibilities have included rep-
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resenting PP&L on several sub-groups that are developing the ISO gov-
ernance structure and reliability criteria for the restructured PJM Power
Pool, and in the group overseeing the development of the comprehensive

PJM restructuring filing.

Are you sponsoring any exhibits?

Yes. | am sponsoring Exhibits WHW 1, WHW 2, and WHW 3.

Are you responsible for any of the Company's responses to the Commis-
sion’s filing guidelines submitted in Exhibit No. 27
Yes, | am responsible for responses to the following Commission filing

guidelines: RP-G.1, G.2, M.1 and M.6.

What is the purpose of your testimony?

The purpose of my testimony is threefold. First, | will describe the
Pennsylvania-New Jersey-Maryland Interconnection (“PJM”) and explain
how the ongoeing restructuring of the PJM is important to the transition to
retail competition. Second, | will present PP&L’s allocation of its delivery
system between unbundled. transmission regulate;df by the Federal Energy
Regulatory Commission (“FERC"} and distribution regulated by this
Commission using the FERC's seven-part jurisdictional test. Third, | will

discuss how PP&L will offer retail open access transmission following the
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Q

introduction of customer choice under the Electricity Generation Customer

Chaice and Competition Act (“Act”).

Please summarize your testimony.

My testimony contains three major conclusions:

(N

(2)

(3)

The restructured PJM will be designed to accommodate retail
competition and to facilitate the development of an open and robust
cdmpetitive retail market though institution of an Independent
System Operator (“ISQ"}, a new governance structure, and a power
exchange.

PP&L proposes that its 69 kV and above transmission system be
designated unbundled interstate transmission regulated by the
FERC. Facilities for power delivery at lower voltages would remain
within this Commission’s retail distribution jurisdiction.

Following the introduction of customer choice, PP&L will offer retail
transmission under the network transmission service terms and
conditions of the PJM Open Access Transmission Tariff, usiﬁg a
rate schedule designed to recover the transmission portion of its

costs currently reflected in bundled retail rates.

[. PUM RESTRUCTURING

What is the status of the PJM restructuring effort?
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The members of the PJM filed a complete restructuring plan with the
FERC on July 24, 1986. The purpose of the PJM restructuring is to open
the pool to full wholesaie compé-tition for electric generation output in
accordance with the directives of the Energy Policy Act of 1992 and FERC

Order No. 888, while maintaining the long-standing energy supply reliability

- associated with operation of the PJM pool. The PJM pool restructuring

also will enable individual PJM utilities to accommodate retail access in
accordance with appropriate state requirements. The restructuring
provides for a new pool-wide transmission tariff and a competitive energy
market for PJM, including an ISO. The FERC rejected PJM’s July 24 filing
on November 13, 1996, primarily because of concerns with the ISO
structure and the perceived lack of broad stakeholder input. The FERC
encouraged “all of the PJM members as well as the stakeholders to craft a
new ISO proposal.” FERC also reiterated that PJM and other power pools
were still required to file a joint pool-wide pro forma open-access
transmission tariff by the December 31, 1996 compliance deadline
required by Order No. 888. Subsequently, the PJM member companies
submitted an Order No. 888 compliance filing to FERC on December 31,
1996 which included a pool-wide transmission tariff proposal and revisions
to the PJM agreement to allow open membership in PJM. The PJM
members indicated that a comprehensive restructuring proposal would be

developed with input from all stakeholders and submitted to the FERC by
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May 31, 1997. The FERC accepted PJM’s December 31, 1896, compli-
ance filing on February 28, 1997 for implementation on an interim basis
beginning March 1, 1897. However, with regard to transmission
congestion pricing, FERC announced that a technical conference will be
scheduled to resolve questions related to implementation of a method for

transmission congestion management.

Why is PJM restructuring relevant to PP&L's Restructuring Plan?

Although much of the PJM restructuring will be transparent to the retail

rﬁarket, several aspects of a restructured PJM will directly impact retail

market operation:

o The new PJM ISO will be responsiﬁle for transmission operation in
the PJM control area, including the administration of the PJM Open
Access Transmission Tariff. Retail transmission transactions will be
arranged through the 1SO, and most ancillary services will be
provided by the ISO.

. The ISO will include a power exchange that facilitates a residual
spot energy market. This spot market will be open to all eligible
entities supplying load in the control area, to help provide efficient,
low-cost energy. This will replace the current “split-the-savings”

pricing system.
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. All load-serving entities are likely to be required to maintain suffi-
cient generation reserves, and be willing to share those reserves in
an emergehcy. This will help to maintain the high level of reliability

that customers have come to expect.

Please describe the operations and functions of the PJM pool prior to April

1, 1997, that are important for understanding the proposed changes.

The foundation of PJM is reliability. Although the current members of PUM

monitor their own local facilities, PJM, through its control center, monitors

the cumulative effects of ali the PJM members’ operations on reliability
more comprehensively and economically than if each member were to act
as its own control area. A real-time monitoring system allows the regipn’s
generation and transmission resources to be utilized to near maximum
capability while maintaining reliability. Reliability, in conformance with

North American Electric Reliability Council ("NERC") and Mid-Atlantic Area

Council ("MAAC”) guidelines, has several facets:

e Reliability of the transmission system is assured by operating the sys-
tem to withstand the failure or loss of any single system component
without causing damage to any facilities, loss of customer load or
excessive change in system voltage.

e Real-time, instantaneous operation and control of all available

resources to meet customers’ instantaneous demands;
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¢ Short-term planning of generation supply for the next hour and longer
periods of time; and

e Long-term planning for the adequacy of generation supply, including
the sharing of reserves, and the ability to deliver that supply to custom-
ers over reliable transmission facilities.

PJM provides a central economic dispatch of available generating
capacity with energy delivered over “free-flowing” ties among the member
companies. The pool also provides for power transactions with systems
outside the PJM pool. Power flows on key indicator transmission lines are
monitored and géneration and/or transmission of énergy is adjusted by
PJM as needed to most economically relieve any single contingency reli-
ability concern. Costs to run higher cost (“off-cost”) generation to relieve
the overload or voltage concern are shared by all members, not just by the
member that causes the dispatich of “off-cost” generation.

PJM dispatches the most economic combination of generating units
to meet the system load, and the energy consumption of individual mem-
ber companies are detailed in the interchange accounting. The inter-
change accounting is adjusted for any bilateral sales that member compa-
nies make with other members or with non-members. Residual energy
adjustments are allocated among the member companies on a “split sav-
ings” basis -- that is, the difference between what it would have cost each

utility to generate all of its own customers’ power requirements and the
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actual pool costs under the optimum economic scheduling of generating
units - split equally between buying and selling utilities. In this way, the
most economic energy always is dispatched, with the appropriate charges
and credits to the member companies. .The savings are reflected in each
of the utilities’ customer rates.

The PJM bulk power transmission system consists of the 500 kV,
345 kV, and 230 kV transmission facilities owned by the member compa-
nies. Within PJM there are over 50 intra-system interconnections and_
more than 30 interconnections with other pools. Most, but not all, of the
500 kV transmission faéilities are governed by three extra-high voltage
agreements, with joint investrﬁents by multiple member companies.
Transmission “uses” on the joint-investment systems are monitored “after-
the-fact” and charges and credits are made to the member companies
based on usage. Transmission within the pool is free-flowing, and inter-
connections withh other pools are used to deliver economic energy, as well
as fo meet emergency energy needs.

Eligible wholesale customers have open access 1o the transmission
facilities within PJM under the individual member companies’ Open Access
Transmission Tariffs. Under these tariffs, an eligible customer is able to
reserve and schedule transmission for the delivery of energy within the
pool, or the delivery of energy through or out of the pool. No individual

PJM member company has ties with every one of the pools adjacent to

-10 -
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PJM. As a result, eligible wholesale customers sometimes would need to
obtain transmission service from more than one PJM member company in
order to deliver the energy to the load.

PJM has implemented an Internet-based Open Access Same-time
Information System (“OASIS"), in accordance with FERC Order No. 889,
for the use of the member companies in implementing their Open Access
Transmission Tariffs. Eligible customers have requested transmission
service with an individual member company using the OASIS. Each
member company has responded to the requests on its OASIS page and
provided mechanisms for the scheduling of the transmission service with
the PJM pool. Although all transmission service reservations are made via
the Internet using the OASIS, the scheduling of the transmission service
generally is completed by telephone or FAX. The PJM member com-
panies then reported the scheduled transactions to PJM for eligible cus-
tomers who were not members of the pool.

PJM is governed by a Management Committee comprised of repre-
sentatives of the eight member utilities. The Management Committee is

responsibie for policy regarding pool operations.

Describe the operation and function of the PJM Power Pool beginning

April 1, 1997.

-1 -
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On April 1, 1997, PJM's operation will change in several respecfs to com-
ply with the February 28, 1997 FERC Order. In that Order, which is appli-
cable for an interim pericd until the comprehensive PJM pool restructuring
plan is submitted on May 31, 1997 and subsequently approved by the
FERC, the PJM members were ordered to implement a pool-wide open
access transmission tariff, establish open and non-discriminatory PJM
membership provisions, and to create a new independent Board to over-
see the 6perations of the PJM interconnection office. The FERC also
ordered that, for the interim period, the costs of congestion should be
allocated among all transmission users.

The interim open access transmission tariff is comprised of zonal
rates for network service and a pool-wide rate for point-to-point services.
Network service for each of the ten transmission zones, which generally
are the same as the ten utility service areas within PJM, is provided at
rates designed to recover the transmission revenue requirements for the
respective zone in which the customer load is located. The rate for firm
point-to-point service is the sum of the revenue requirements for the teﬁ
zones divided by the peak load in the PJM pool. There is no charge for
the embedded transmission system for non-firm point-to-point customers.
However, all transmission service customers are required to pay for losses

and ancillary services as specified in the PJM tariff.
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A new Management Committee structure will be implemented in
PJM as of April 1, 1997. Each party to the PJM Interconnection
Agreement, including new parties not previously involved with the
governance of PJM, will appoint a representative to serve on the
Management Committee. The Management Committee will be composed
of five sectors: (1) Generation Owners, (2) Other Suppliers, (3)
Transmission Owners, (4) Wholesale System Users (and the
representative of the FERC, if any), and (5) Retail System Users (and the
representatives of state electric utility regulatory commissions or offices of
consumer advocates, if any). The Management Committee will elect the
FJM Board. The PJM Béard, which will be comprised of seven voting
members, will have authority for supervision and administration of all
matters pertaining to the Interconnection. The Management Committee
will act in an advisory role to the PJM Board.

" A cost-based bidding system for determining the “merit-order”
dispatch of generation will replace the current cost-based dispatch system.
This is the initial step in anticipation of market-based price bids that will
likely replace cost-based bids. The remainder of the day-to-day PJM pool

operations generally will remain unchanged.

Describe the proposed restructuring of the PJM, the details of which will be

filed with the FERC by May 31, 1997.

-13 -
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Recognizing that not all of the details are set, and that FERC approval is
necessary before the key changes take place, PP&L believes that the PJM
will be restructured along the following lines. Because the foundation of
PJM is reliability, the restructured PJM will assure continued electric
system reliability by requiring all participants in the marketplace to agree to
adopt the MAAC, NERC and other applicable reliability criteria. In PP&L's
opinion, the restructured PJM will have the foliowing elements:

INDEPENDENT SYSTEM OPERATOR - The restructured PJM is

expected to incorporate the use of an ISO to administer a power exchange
aﬁd operate the regional transmission system. Among other things, the
ISO will:
o Operate the PJM control area,
» Direct and coordinate the operation of all transmission facilities
in the PJM controf area;
* Administer the PJM control area Open Access Transmission
Tariff, including the determination 01'c available transmission
capability to provide service under the tariff,
o Administer a protocol for regional transmission expansion plan-
ning, including the development of a regional transmission plan;
o Coordinate the planned outages of all transmission facilities,
including coordinating outages of such facilities with related

generation outages;

-14 -
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s Develop and promulgate directives and other guidelines for the
operation of the transmission facilities in the PJM control area;
and

¢ Operate the PJM OASIS.

RELIABILITY - Reliability of electric supply will be assured by

requiring all load-serving entities to agree to maintain and share sufficient
generation reserves. A capacity benefit margin (CBM) will be maintained

for impo&s to assure that sufficient generation can be imported from other
regions during times of emergency. Transmission system reliability will be
maintained by assuring operation in accordance with NERC guidelines.

POWER EXCHANGE - The power exchange will operate a whole-

sale energy market that facilitates both a vigorous bi-lateral market and a
residual 'spot’ market. The power exchange may be integrated with the
1SO to provide the most efficient operation of generating units through the
“‘merit order” scheduling and dispatch of bid resources. The spot market
will clear at the marginal price of energy bids. The power exchange also
may coordinate with other regional power exchanges on a day-ahead |
basis to assure operation of the most cost-effective generation on a
regional basis to provide consumers with the maximum benefit. The
design of the energy market will support and facilitate retail customer

choice of supplier as the states adopt retail access legislation/regulations.
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MARKET OPERATION - The energy market will provide fair and

balanced comparable access for all buyers and sellers. All parties will be
accountable for their commitments to day-ahead price quotes for genera-
tion offers and energy purchases.

TRANSMISSION SERVICE AND PRICING - The [SO will adminis-
ter customer transmission service requirements on a comparable and non-
discriminatory basis for both intra-pool and inter-pool transactions. The
transmission rate design will ensure recovery of 100% of the transmission
system revenue requirements of each transmission owner and no trans-
mission owner will recover more than the owner's transmission revenue
requirements. Transmission service will include all ancillary services
defined by the FERC in Order No. 888. Any pool-wide transmission rate
filed with the FERC will be applicable for providing retail access service

requirements.

What are the impacts on PP&L's Restructuring Plan if the new PJM struc-
ture is significantly different from PP&L’s expectation?

It is difficult to predict the impacts on the Company’s Restructuring Plan
because there simply is not sufficient information available at this time.
However, PP&L will inform the Commission if the new PJM structure is
different from PP&L's expectation and if there is an impact on PP&L’s

Restructuring Plan.
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Il. JURISDICTIONAL SEPARATION OF TRANSMISSION AND DISTRIBUTION

Q.

How did the FERC address the jurisdictional boundary between the FERC

and the States?

In Order No. 888, the FERC stated that:

a) it has exclusive jurisdiction over the rates, terms and conditions of
unbundled retail transmission in interstate commerce up to the point of
local distribution.

b) the states have jurisdiction over local distribution facilities. Thel Com-

| mission said it will give deference to state views on which facilities are
transmission and which are local distribution.

In Order No. 888, the FERC recogniéed that there is no clear way to
distinguish those facilities used for transmission from those used for distri-
bution. Therefore, the FERC established a list of seven indicators as a
test for determining which facilities serve a distribution function. Those
seven indicators are:

1. Local distribution facilities are normally in close proximity to retail

customers.

2. Local distribution facilities are primarily radial in character.

3. Power flows into local distribution systems; it rarely, if ever, flows

out.

.17 -
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4. When power enters a local distribution system, it is not recon-
signed or transported on to some other market.
5. Power éntering a local distribution system is consumed in a
comparatively restricted geogréphical area.
6. Meters are based at the transmission/locatl distribution interface
to measure flows into the tocal distribution system.
7. Local distribution systems will be reduced voltage.
Moreover, the FERC recognized the knowiedge and expertise of the state
regulatory authorities qonceming the facilities that they reguiated. Thus,
the FERC agreed to defer to the recommendations of the state regulatory
authorities regarding where to draw the jurisdictional Iine.under its
technical test for local distribution facilities. [n granting such deferenc?,
the FERC expects the state regulators to specifically evaluate the seven
indicators and any other relevant facts in order to make recommendations

consistent with the essential elements of the rule.

How would the application of the seven-part test apply to PP&L?

In the PJM restructuring filing, PP&L identified all of its facilities operating
at voltages of 69 kV and above as transmission facilities. Many of the
facilities in the 69 kV and the 138 kV voltage class provide a significant
bulk power network transmission function. Additionally, the 69 kV and 138

kV voltage leveis frequently are used as an outlet for generation, both util-
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ity and non-utility. Although other portions of the 69 kV and 138 kV system
may not currently provide the same level of support to the network
transmission system, because all 69 kV and 138 kV facilities are capable
of being used to provide similar generation outlet or network support
services, they have been included in a common transmission voltage
category. The map provided in the response to the Commission’s filing
guideline at Appendix A, Section G, Item 2 shows all of PP&L’s 500 kV
through 69 kV transmission facilities. Exhibit WHW 1 provides a schematic
illustration of PP&L’s transmission and distribution facilities.

PP&L currently serves some FERC jurisdictional customers at the
local distribution level of 12 kV. Because both wholesale and retail
customers are served from the same local distribution facilities, PP&L
believes that the same ‘local delivery’ rate should apply for all customers

served at a given local distribution voltage level.
Have you performed the FERC seven part distribution test on PP&L's pro-
posed transmission facilities?

Yes.

Please describe the results of your evaiuation?

The results are presented in Exhibit WHW 2.

-19-



10

11

12

13

14

15

16

17

18

19

20

21

22

Will retaii customers taking service under 69 kV and above pay any retail
Commission jurisdictional retail distribution charges?

Yes. Under Order No. 888, the FERC assumes that there always will be a
state jurisdictional element for ail retail customers. Thus, all retail delivery
custormners will still be subject to the Commission’s jurisdiction that requires
the retail customer to pay a fair share of transition charges. In PP&L’s
case, the Company’s electric meter and any associated equipment will
constitute the minimum retail jurisdictional distribution property applicaple

to all retail delivery customers.

ll. RETAIL TRANSMISSION TARIFF AND RATES
How will Transmission Service be provided for retail access customers
within PP&L’s franchised area?
Unbundled transmission service will be provided to retail access cus-
tomer’'s within PP&L’s franchised area according to the provisions of the
PJM control area Open Access Transmission Tariff. The PJM tariff was
accepted by the FERC on February 28, 1997, as an interim tariff for pool-
wide transmission service. The PJM tariff is considered interim until a new
transmission rate structure and tariff is submitted to and accepted by the
FERC. The PJM stakeholders expect to file a new transmission service
rate design as part of the comprehensive pool restructuring package by

May 31, 1997.

-20-



10

11

12

13

14

15

16

17

18

19

20

21

22

What is the Transmission Service rate applicable to retail access custom-
ers located in PP&L’s franchised area?
The PJM control area Open Access Transmission Tariff, which is acces-
sible via the Internet on the PJM home page (www.pjm.com) and is set
forth in Exhibit WHW 3, provides both network and point-to-point services,
in conformance with the FERC Order No. 888 pro forma tariff. All retail
access customers will use Network Integration Transmission Service.
PP&L expects to file a separate rate schedule for retail transmission
service to be used in conjunction with the terms and conditions in the PJM
control area Open Access Transmission Tariff. PP&L will seek to recover
its applicable transmission service revenue requirements for retail
customer transmission services through customer rates. The PP&L retail
transmission rates will be based on a per-kWh use charge. The
transmission rate schedules PP&L expects to propose to the FERC are
provided in the direct testimony of Oliver G. Kasper and proposed Tariff
Electric - Pa. P.U.C. No. 201 (“Tariff 201"}, provided as Exhibit OGK 2.
The rate schedules for retail transmission service meet the requirements of
the Act in that there is no shifting of transmission costs within or across
rate classes. The transmission rate schedules for recovery of transmission
service revenue requirements associated with unbundled retail customer

rates are, of course, subject to FERC review and approval. In addition,
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modifications to these rates may be required as necessitated by the on-

going restructuring of PJM.

Is there a need for PP&L to file a full retail transmission tariff?

No, PP&L views the proposed PJM control area Open Access
Transmission Tariff, which includes PP&L’s 500 kV through 69 kV
transmission facilities, as being adequate for all wholesale suppliers to
transmit energy to the PP&L system. Final delivery of energy to end-use
customers served by PP&L’s local distribution service then will be provided
pursuant to PP&L’s tariff, applicable to each retail customer rate class.
PP&L's position appears to be consistent with the FERC’s views. In The
Washington Water Power Company, Docket No. ER97-960-000, the FERC
stated: “... absent a showing that a separate retail transmission tariff is
appropriate to accommodate the state’s open access program, we expect
unbundled retail transmission service in interstate commerce by public
utilities to be provided pursuant to the open access compliance

transmission tariffs.”

How do the current costs of transmission service paid by all retail custom-

ers compare with the rates based on the PJM control area Open Access

Transmission Tariff?
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The PJM control area Open-Access Transmission Tariff, filed with the
FERC on December 31, 1997, is based on the terms and conditions in
FERC Order No. 888. The transmission tariff provides for three types of
service: Non-firm Point-to-Point (Non-Firm PTP), Firm Point-To-Point
(Firm PTP), and Network Integration (Network) Transmission Service.
PP&L submitted revenue requirements for inclusion in the PJM control
area Open Access Transmission Tariff that were based on PP&L's Open
Access Transmission Tariff filed on July 8, 1996. The PP&L tariff was
based on costs used in the then most recent PP&L proceeding before the
FERC which reflected data for the future test year ended December 31,
1994.

PP&L's currently approved retail rates include recovery of transmis-
sion service revenue requirements from retail customers based on a pro-
jection of costs for the future test year ended September 30, 1995. With
the rate cap imposed by the Act as of January 1, 1997, customer rates are
capped at this level for a period of 4-1/2 years.

Because the July 9, 1996 tariff was based on costs for the future
test year ended December 31, 1994, the cost bases for transmission
service under existing PUC-approved base rates and the July 9, 1998
FERC transmission tariff filing are different. Even though the cost bases

are different, the methodologies for determining the transmission service
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rates for the FERC tariff and under PP&L’s retail customer rates are con-

sistent.

What are the differences between retail transmission services and whole-
sale transmission services?

There is no physical difference between retail and wholesale transmission
services. Current differences in rates for each service are simply due to
the different test year cost data used for the FERC wholesale rate com-
pared to the PUC retail rate and the fact that the wholesale tariff is stated
in terms of demand charges and PP&L'’s retail transmission tariff is stated

in terms of usage.

What are the rates for point-to-point (PTP) services under the PJM control

area Open Access Transmission Tariff.

The PJM tariff provides for wholesale energy deliveries over the bulk

power transmission facilities located within the PJM service territory. The

monthly rates, not including ancillary services, for Firm PTP service are:
Yearly delivery: one-twelfth of the demand charge of

$22.382/kW of Reserved Capacity per year.

Monthly delivery:  $ 1.865/kW of Reserved Capacity per month.
Weekly delivery:  $ 0.4304/kW of Reserved Capacity per week.

Daily delivery: $ 0.0861/kW of Reserved Capacity per day.
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The charge for non-firm transmission service will not include an embedded

cost component, but will include charges for ancillary services and losses.

Describe the ancillary services associated with transmission service that

are required for retail transmission service for the PP&L Retail Pilot Pro-

gram,

Ancillary services are needed for transmission service to maintain reliability
within and among the control areas affected by the transmission service.
For the PP&L Retail Pilot, all retail customers in the PP&L franchised
service area will receive ancillary services as part of the bundled
transmission and distribution services recovered through PP&L's bundled

retail rates.

Describe the ancillary services associated with transmission service that
are required for retail transmission service for full retail access on Janu-
ary 1, 1999.
For full retail access on January 1, 1999, all ancillary services will be pro-
vided by the PJM control area 1SO.
a. PJM must offer and the retail customer must take the following
ancillary services:

1. Scheduling, System Control and Dispatch Service; and
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2.  Reactive Supply and Voltage Control from Generation
Source Service.
b. PJM must offer, but the retail customer may obtain elsewhere, the
following ancillary services:
1.  Regulation and Frequency Response Service;
2. Energy Imbalance Service;
3. Operating Reserve - Spinning Reserve Service; and

4. Operating Reserve - Suppiemental Reserve Service.

What will the 1SO charge for ancillary services?

At this time, there is insufficient information to predict what the 1SO will
charge for ancillary services. PP&L expects that it will simply pass through
to retail customers any ISO charges for ancillary services attributable to its

retail customers.

What is the procedure for securing retail transmission service?

Retail transmission service will be secured by the load-serving entity
(“LSE") -- the supplier of electricity - acting as the agent of the retail
access customer. Based on PP&L’s understanding of the future
restructured PJM, the LSE will secure transmission service from the PJM

[SO.
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Alternative suppliers using energy sources located outside the PJM
control area for delivery to retail customers located within the PJM controi
area will be required to use the OASIS to obtain transmission service to
deliver the energy from their source into the PJM control area.

Energy that is delivered into the PJM control area or energy from
sources located within the PJM control area may be delivered to end-use
customers located within the PJM contro! area underé retail taniff which

does not require use of the OASIS for deliveries within the pool.

Does this conclude your testimony?

Yes.
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Comparison of PP&L’s 69 kV And 138 kV Facilities
to FERC’s Seven Local Distribution Indicators

FERC_INDICATOR

Local distribution facilities
are normally in close
proximity to retail cus-
tomers.

Local distribution faciiities
are primarily radial in
character

Power flows into local
distribution systems; it
rarely, if ever, flows out.

When power enters a local
distribution system, it is not
reconsigned or transported
on to some other market.

Power entering a local
distribution system is
consumed in a com-
paratively restricted
geographical area.

PP&L COMPARISON

Although a few PP&L retail customers receive
high voltage service directly from the
transmission system at 69 kV through 230 kV,
most customers receive supply at 12 kV and
lower voltage levels.

Many of PP&L’s 69 kV and 138 kV lines are
normally operated in a network rather than
radial configuration or, through switching, can
be operated in network. Lines operating
below 69 kV are radial and very localized.

Many of PP&L's 69 kV and 138 kV lines are
operated in network or capable of network
operation allowing power to flow into or out of
the system. Power generally enters into the
portion of the system operated below 69 kV to
supply end-use customers and rarely flows
out.

Power flowing over some of PP&L’s 69 kV
and 138 kV facilities may be directed to
another market. All of PP&L’s 69 kV and 138
kV facilities are readily capable of providing a
generation outlet (e.g. to accommodate small
power sources). Power flowing over facilities
operating beiow 69 kV supplies locally
connected customers and is not reconsigned
or transported to another market.

Power flows on PP&L's 69 kV and 138 kV
facilities may merge with network flows and
travel over a considerable distance. Power
entering PP&L'’s facilities operating below 69
kV is generally consumed in a comparatively
restricted local geographical area.



FERC INDICATOR

Meters are based at the
transmission/local distri-
bution interface to measure
flows into the local
distribution system.

Local distribution systems
will be reduced voltage.

PP&L COMPARISON

PP&L performs distribution load checks, using
flow-based metering, at substations where
voltage is transformed from 69 kV and above
to levels below 69 kV.

PP&L’s facilities operating at 68 kV and
above are not considered to be at reduced
voltage. PP&L's facilities operating at 23 kV,
12 kV and lower are considered to operate at
reduced voltage, and therefore, are part of
PP&L'’s distribution system. PP&L

" differentiates, in its work rules and

procedures, the 23 kV and 12 kV facilities
from the 69 kV and higher facilities.
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Please state your full name and business address.
Robert M. Geneczko, Two North Ninth Street, Allentown, Pennsylvania

18101

By whom are you employed and in what capacity? . .
| am employed by Pennsylvania-Power & Light Company (“PP&L" or the

“Company”) as its Vice President-Electrical Systems.

Please describe your educational background.
| graduated from Lafayette College in 1974 with a Bachelor of Science Degree
in Electrical Engineering. [ also have taken many of the fundamental courses

that would be required for an MBA.

Please describe your employment history with the Company.

| joined PP&L in 1974 as an entry-level Engineer in the former System
FPlanning Department. | moved through the Engineering progressionl line
within System Planning until | became Managef— New Capacity Planning and
Energy Analysis. My responsibilities during that time included various
engineering economic analyses of load management and capacity options,
power plant fuels and efficiency improvements, PJM studies and committee
participation, PP&L retail marketing appiications, and bulk power sales

evaluations. As Manager, | had oversight responsibility for those studies.
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in 1987, | accepted a rotational assignment in the Planning section of
the Fuels Department, returning to my former position in 1988.

| became Manager of the System Planning Department in 1988 and
aésumed additional responsibiiities for: planning the PP&L Electrical System,
capital budget coordination for the Company, PJM planning, NUG contract
administration, and for certain bulk power sales.

In 1993, | became Vice President of PP&L’s former Susquehanna
Division. In that role, | assumed line responsibility for field operations of one
of PP&L's five Divisions. These responsibilities included distribution
construction and maintenance, service connections, customer service,
marketing and economic development, and local community relations.

In late 1994, | became Vice President of Electrical Systems. In this
role, | assumed responsibility for (;versight of engineering, construction, and

maintenance coordination for all of PP&L's electrical facilities. That

" responsibility was recently broadened to include pianning and operation

responsibilities, as well as the transmission interface responsibility for PJM. |

remain in this position at present.

Please describe any memberships in any professional or industry
associations.

| am a Registered Professional Engineer in the State of Pennsylvania,
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Q.

A.

Q.

What is the purpose of your testimony in this proceeding?

My testimony and accompanying exhibits describe and explain how PP&L will
implement its new responsibilities under the Electric Generation Customer
Choice and Competition Act (“the Act”), principally Section 2804(6), to
“provide transmission and distribution service to all retail electric customers in -
their service territory and to electric cooperative corporations and electric
generation suppliers, affiliated or nonaffiliated, on rates, terms of access and
conditions that are comparable to the utility's own use of its system.” In doing
so, | will describe the Company’s.recent corporate restructuring that will
facilitate its participation on a fair and equitable basis in the retail market as a
generation supplier, as well as the internal rules it has adopted for these

purposes.

Are you sponsoring any exhibits?

Yes, | am sponsoring Exhibits RMG 1, RMG 2, and RMG 3.

Are you responsible for any of the Company’s responses to the Commission’s
filing guidelines submitted in Exhibit No. 27
Yes, | am responsible for responses to the following Commission filing

guidelines: RP-1.1., 0.6., P.21., P.23., P.24. and P.25.

Please summarize your testimony.
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Because PP&L intends to compete in the restructured retail electric power
industry as a competitive supplier of electric energy, capacity and related
services, PP&L is implementing a functional separation between its electric
delivery activities, principally transmission and distribution, and its generation
supply and marketing activities. The Company also is extending its Code of
Conduct adopted pursuant to FERC Order Nos. 888 and 889 to govern the
relationship between its delivery and supply functions on the retail level, and
will supplement that Code of Conduct with specific protections for its retéil
delivery customers. Once implemented, these measures will ensure fair and
equitable participation to alternative electric suppliers, PP&L’s competitive
electric supply business, and all PP&L delivery customers, regardless of their
supplier. PP&L’s continuing obligation to serve non-choosing or new
customers under Section 280?(e)k3) of the Act will be implemented as a

function of the Company’s delivery business because this obligation arises

" from PP&L's residual utility obligations and is subject to continuing regulation

under the Act.

Please explain the relationship of FERC Order No. 889 to PP&L'’s
restructuring proposals regarding corporate structure under the Act.

As described in the direct testimony of Mr. Whitehead, under FERC's Order
No. 888 and the recently issued Order No. 888-A, after PP&L unbundles its

retail electric rates, as it must do under Section 2804(3) of the Act, it must
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offer transmission service to its retail customers under a FERC-approved retail
transmission tariff. The FERC has stated that it sees no reason why its open
access wholesale transmission tariff should not apply to retail transmission as
well, which is what PP&L is proposing. Because all of PP&L’s customers who
purchase electric power from an alternative supplier or from PP&L's -
Generation Supply Group will be using transmission, the FERC’s rﬁtes, of
which Order Nos. 889 and 889-A are principally relevant here, will apply.
Accordingly, PP&L believes that the Code of Conduct set forth in FERC
regulations at 18 C.F.R. § 37.4 generally governs how PP&L’s delivery
function will deal with aiternative suppliers and PP&L’s competitive electric
supply business, the Generation Supply Group. PP&L already has taken
steps to comply with those rules for its wholesale operations and will simply
extend its Order No. 889 Code of bonduct to its retail transmission operations.

PP&L also will adopt specific measures to protect its rétail delivery customers

" and permit them to have access to the competitive electric power

marketplace.

Please describe how PP&L has revised its corporate structure to prepare for
retail customer choice.

The Company organizationally has separated generation supply fuﬁctions,
which will become unregulated, from the electric delivery functions which will

continue to be regulated. Generation supply functions will be carried out by
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the Generation Supply group which is comprised of three departments:
Generation, the Energy Marketing Center, and Retail Energy Supply. Electric
delivery functions will be carried out by the Electric Delivery group which is
comprised of three departments: Electrical Systems, Delivery Services and
Economic Development, and Customer Service. Each department in-both -
groups is headed by a corporate officer. This separation also is illustrated in

Exhibit RMG 1.

Please describe the functions of the Generation Supply group.

The Generation department is responsible for operating and maintaining fossil
and nuclear generating units and purchasing coal and nuclear fuel. The
Energy Marketing Center is responsible for bulk power energy purchases and
sales, commodity fuel transaction-s. and scheduling its generation and energy
transactions with the power pool. The Retail Energy Supply department is

responsible for non-tariff energy sales to retail customers.

Please describe the functions of the Electric Delivery group.

The Electrical Systems department is responsible for the planning,
engineering, and operation of the transmission and distribution system. The
Delivery Services and Economic Development department is responsible for
supply planning, tariff development and administration, tariff electric sales,

economic and community development activities, and electrotechnology
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development. The Customer Service department is responsible for metering,
billing, call answering, complaint resolution, customer education and Chapter

56 compliance.

How do the Generation Supply and Electric Delivery groups relate to other
departments in the Company?
The Generation Supply group and Electric Delivery group will receive
financial, legal, human resource, and other support from various corporate
service organizations at fair and non-discriminatory prices. In addition, PP&L
will take steps to ensure that support service employees do not act as a
conduit for improper communications between Electric Delivery employees
and Generation Supply employees.
How does the Company propose -to insure that all alternative suppliers are
treated on a fair and equitable basis?
First, as noted above, the Company has deveioped and implemented a Code
of Conduct to comply with FERC Order No. 889 which requires the séparation
of the transmission function and wholesale energy merchant function. This
Code of Conduct has been filed with the FERC. A copy of this Code of
Conduct is provided as Exhibit RMG 2. 1t will be extended to cover the
provision of retail transmission service to alternative suppliers.

Second, the Company is proposing another code of conduct, the Retail

Access Gode of Conduct, to govern the relationship between the Generation
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Supply group, the Electric Delivery group, supporting service organizations

and alternative energy suppliers.

The Retail Access Code of Conduct is designed to control the
diésemination of confidential customer information, restrict access to
competitive information, prevent cross-subsidies between regulated and - .
unregulated activities, and prevent discriminatory practices, primarily in the
context of PP&L dealing with its retail customers and their alternative
suppliers of electricity, including PP&L's Retail Energy Supply Group.

The Code:

(1)  describes the customer and supplier information that will be
considered confidential and restricts access to this information to only
those individuals involved in the administration of energy supply by
alternative suppliers; |

(2)  restricts the assignment of responsibilities between employees in the
Generation Supply group and Electric Delivery group;

(3) requires separate cost accounting between groups and appropriate
cost allocations for shared services;

(4) specifies conditions to ensure the Electric Delivery group will provide
delivery services in a non-discﬁminatory manner,;

(5)  requires the Code be communicated throughout the Company;

(6)  specifies enforcement procedures; and

(7)  proposes to develop a dispute resolution procedure.
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The Code is provided as Exhibit RMG 3.

How does the Retail Access Code of Conduct relate to PP&L’'s Order No. 889
Code of Conduct?

The two must be read together. The Order No. 889 Code of Conduct deals
with a great many details of the wholesale competitive market and the posting
of information on an Open Access Same-time Information System (“OASIS”).
Many of these functions will be carried out by the reorganized PJM
Interconnection Association and the Independent System Operator. As noted
in the testimony of Mr. Whitehead, PP&L will provide retail transmission
access under the terms and conditions of the PJM open access tariff filed with
the FERC. The Retail Access Code of Conduct addresses specific issues
relevant to retail competition, in pf;lrticular, issues arising from the fact that
PP&L's Electricity Delivery group has had, and will continue to have, a long-
term relationship with its retail customers and,, of ﬁecessity, bossesses
competitively-sensitive information regarding their demand for and uée of
power. Of course, should any conflict of interpretation or implementation arise
between the two codes of conduct, the Order No. 889 code would take

precedence.

Please describe how the Company plans to participate in the retail market as

a generation supplier.
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First, as required by law, the Company will continue to provide energy to retail
customers in its franchised territory at regulated rates. This will include
customers who do not yet have a choice of generation supplier, customers
who have a choice, but do not choose an alternative supplier, or customers
who have chosenran alternative generation supplier who fails to.deliver
electricity. This function, because it will remain regulated, will be conducted
by the Electric Delivery group.

In addition, the PP&L Generation Supply group will market energ*} at
competitive, non-regulated prices to retail customers within and outside the

Company’s franchised service territory who have a choice of generation

supplier. These sales also will be made to customers participating in

Pennsylvania pilot programs, including the Company's own pilot program.

Will the Electric Delivery group n‘;aintain investment in generation to meet its
supply obligations.

No. Itis expected that the Electric Delivery group will meet its supplg-(
obligations by obtaining power at prevailing market prices at “arms length”

from either the Generation Supply group or from alternative suppliers.
Who is responsible for administering PP&L's Code of Conduct?
Under PP&L’s Order No. 889 Code of Conduct, the Manager - T&D

Operations generally is responsible for administering the code and ensuring

10-
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that all employees observe the code and that all suppliers and customers are
treated in a non-discriminatory manner. As Vice-President of Electricali
Systems that responsibility rests with me. |n general, however, PP&L’s Order
No. 889 and Retail Access Codes of Conduct will be incorporated into the
Company's Standards of Integrity and, as such, are an obligation of all
employees. Mr. Frank A. Long, the Company's Executive Vice President and
Chief Operating Officer, has responsibility for ensuring that these codes are

honored.

Does this conclude your testimony?

Yes.

_11.-
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Organization of Generation Supply and Electric Delivery Groups '

Executive Vice President &
Chief Operating Officer

Generation Supply Group Electric Delivery Group

Senior V.P. Generation and Chief Nuclear Officer | V. P. Electrical Systems

V. P. Energy Marketing Center 1 V. P. Delivery Services and Economic Development

V. P. Retail Energy Supply L V. P. Customer Service
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Standards of Conduct for cdmpliahco with FERC Order 889
Pennsylvania Power & Light Company

. (effective January 3, 1997)

(a) Applicability

These Standards apply to 2ll employees and contractors of
Pennsylvania Power & Light Company ("PP&L") and its
Affiliates.

(b) Purpose

The purpose of these Standards is to fulfill FERC’s
requirement that PP&L maintain written procedures
implementing the FERC Standards of Conduct described in FERC
order No. 889.Y The FERC Standards of Conduct contained

in 18 C.F.R. § 37.4 are incorporated herein.

(c) Definitions

(1) Affiliate, in accordance with the definition in 18
C.F.R. § 161.2(a), means another person which controls,
is controlled by, or is under common control with,
PP&L.

. (2) FERC means the Federal Energy Regulatory Commission.

(3) OASIS means the Open Access Same-time Information
System. PP&L participates in the Pennsylvania-New
Jersey-Maryland Interconnection ("PJM") OASIS. The
address of the PJM OASIS is http://oasis.pjm.com.

(4) Transmission Functions means functions involving the

design, construction, maintenance, reliability
planning, engineering, and operation of PP&L’s
transmission system. The Manager - T&D Operations, or
his designee, will determine which personnel are
engaged in these functions.

(5) Wholesale Merchapt Functions means functions involving

the sale for resale, or purchase for resale, of
aelectric energy in interstate commerce by PP&L or any
Affiliate. The employees in PP&L’s Energy Marketing
Center are currently the only personnel that perform
these functions.

v Open_Access Same-Time ormati stem (formerl
-Real-Time Information Networks) and Standardg of Conduct, 61 Fed.

. Reg. 21,737 (May 10, 1996), FERC Stats. & Regs. { 31,037 (1996).




(d) Gen

(1)

(2)

(e) es

(1)

(2)

Rules

Except as provided in paragraph (d)(2) of this section,
personnel engaged in Transmission Functions will
function independently of personnel engaged in
Wholesale Merchant Functions. Personnel who provide
services and support to the Transmission Function, the
Wholesale Merchant Function, or both functions are
required to adhere to all appropriate provisions of
these Standards.

Notwithstanding any other provisions in these
Standards, in emergency circumstances affecting system
reliability, Transmission Function personnel may take
whatever steps are necessary to Kkeep the system in
operation. The Manager - T&D Operations is responsible
for reporting to FERC and on the OASIS each emergency
that resulted in any deviation from these Standards,
within 24 hours of such deviatioen.

verni e

Prohibitions. Wholesale Merchant Function personnel
are prohibited from:

(i) conducting Transmission Functions; and

(ii) having access to the Transmission Coéntrol Center
and regional Transmission and Distribution
Operations centers. Cardkey access will be used
to enforce these restrictions. If access to
these facilities is provided for the purpose of
training or personnel familiarization with
transmission operations, such access will be
provided to all PP&L transmission customers.

Transfers. The transfer of employees between the
Transmission Function and Wholesale Merchant Function
is permitted provided that these transfers are not used
as a means to circumvent these Standards. The Manager
- T&D Operations will notify the Human Rescurces
Department of each employee and position engaged in
either of these functions. The Human Resocurces
Department will then notify the Manager - T&D
Operations when an employee is transferred to or from
either of these functions. The Manager - T&D
Operations will post notice of any such employee
transfer on the OASIS as provided in 18 C.F.R.

§ 37.6(g)(3). The information to be posted must

- include: the name of the transferring employee, the

respective titles held while performing each function,

-2 -



(3)

(4)

and the effective date of the transfer. The
information posted under this section must remain on
the OASIS for 30 days.

Information Access

(i)

(ii)

Wholesale Merchant Function personnel:

(A) shall have access to only that infermation

(B)

avajlable to PP&L’s open access transmission
customers (j.e., the information posted on an
QASIS), and will not have preferential access
to any information about PPEL’s transmission
system that is not available to all users of
an OASIS; and

are prohibited from obtaining information
about PP&L’s transmission system (including
information about available transmission
capability, price, curtailments, ancillary
services, engineering, design, outages,
status, and the like) through access to
information not posted on the OQOASIS that is
not otherwise available to the general public
without restriction, or through information
through the OASIS that is not also publicly
available to all QOASIS users.

PP&L will limit access to information by:

(A)

(B)

the physidal separation and the cardkey
access described in section (e) (1) {ii) above;
and

the maintenance of computer firewalls and
other restrictions to prevent Wholesale
Merchant Function personnel from having
access to computerized information about
PP&L’s transmission system that is not at the
same time available to all OASIS users.
PP4L’s Information Services Department will
administer these computer restrictions.

Risclogure. Transmission Function personnel are
responsible for ensuring compliance with the following
provisions:

(1)

Transmission Function personnel may not disclose

to Wholesale Merchant personnel any information
concerning the transmission system of PP&L or the -
transmission system of another (including

-3 -



(ii)

(iii)

information received from non-affiliates or
information about available transmission
capability, price, curtailments, ancillary
services, etc.) through non-public communications
conducted off the OASIS, through access to
information not posted on the OASIS that is not
at the same time available to the general public
without restriction, or through information on
the OASIS that is not at the same time publicly
available to all OASIS users (such as e-mail).

If Transmission Function personnel disclose
information not posted on the OASIS in a manner
contrary to these Standards, such disclosure
shall be reported to the Manager - T&D Operations
for immediate posting on the OASIS.

Transmission Function personnel may not share any
market information, acquired from non-affiliated
transmission customers or potential non-
affiliated transmission customers, or developed
in the course of responding to requests for
transmission or ancillary service on the OASIS,
with Wholesale Merchant Function personnel except
to the limited extent information is required to
be posted on the OASIS in response to a regquest
for transmission service or ancillary services.

(5) Implementing Tariffs

(1)

(i1)

(1ii)

(iv)

Transmission Function personnel will strictly
enforce all tariff provisions relating to the
sale or purchase of open access transmission
service, if these provisions do not provide for
the use of discretion.

Transmission Function personnel will apply all
tariff provisions relating to the sale or
purchase of open access transmission service in a
fair and impartial manner that treats all
customers (including PP&L and any Affiliate) in a
non~discriminatory manner, if these provisions
involve discretion.

Transmission Function personnel will maintain a
log, available for FERC audit, detailing
circumstances and manner in which discretionary
terms of the tariff were exercised.

Transmission Function personnel will not, through
PP&L tariffs or otherwisa, give preference to

-4 -



(£)

(9)

wholesale purchases or sales made on behalf of
PPEL’s own power customers, or those of an
Affiliate, over the interests of any other
wholesale customer in matters relating to the
sale or purchase of transmission service
(including issues of price, curtailments,
scheduling, priority, ancillary services, etc.).

(v) If Transmission Function personnel offer a
discount on purchases of transmission service
made on behalf PP&L’s own power customers or
those of any Affiliate, then, at the same time,
an offer will be posted on the OASIS to provide
the same discount to all transmission customers
on the same path and on all unconstrained
transmission paths.

(vi) If Transmission Function personnel offer a rate
discount on ancillary services to an Affiliate,
or attribute a discounted ancillary service rate
to PPiL’s own transactions, an offer will be
posted on the OASIS to provide the same discount
to all eligible customers.

(6) Books and Records. PP&L will maintain its books of
account and records (as prescribed under 18 C.F.R.
Parts 101 and 125) separately from those of its
Affiliates and these will be available for FERC
inspection. g '

ainin

All employees engaged in Transmission Functions and
Wholesale Merchant Functions will receive a copy of these
Standards. These employees will be required to undergo
training on these Standards and the FERC Standards of
Conduct. The Manager - T&D Operations is responsible for
the development of training and communications material to
ensure that these Standards are understood by all personnel
involved in either the Transmission Function or the
Wholesale Merchant Function.

Violatjons

Violations of these Standards will be treated as a violation
of PP&L’s Standards of Integrity and disciplinary action, up
to and including dismissal, will be administered in
accordance with PP&L‘s Responsible Behavior policy.



(h) Auditing

Periodic audits of the provisions of these Standards will be
conducted to ensure compliance.

(i) <communications and Revisions
These Standards are filed with FERC and are available for

public inspection at PP&L’s offices in Allentown,
Pennsylvania. Revisions to these Standards will be filed

with FERC in accordance with FERC regulations.



FORM OF NOTICE

UNITED STATES OFP AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Pennsylvania Power & Light ) Docket No. ER97~ -
Company )

NOTICE OF FILING

Take notice that on January 3, 1997, Pennsylvania Power &
Light Company ("PP&L") tendered for filing its Standards of
Conduct in compliance with the Commission’s Order No. 889, 61
Fed. Reg. 21,737 (May 10, I596), FERC Stats. & Regs. § 31,037

" )

(1996), reh’qg pending.

Any person desiring to be heard or to protest such filing
should file 2 motion to intervene or protest with the Federal
Energy Regulatory Commission, 888 First Street, N.E., Room 1-A,
Washington, D.C. 20426, in accordance with Rules 211 and 214 of
the Commission’s Rules of Practice and Procedure (18 C.F.R. §§
385.211 and 385.214). All such petitions and protests should
be filed on or before ;, 1997. Protests will be
considered by the Commission to determine the appropriate
action to be taken, but will not serve to make protestants
parties to the proceedings. Any person wishing to become a
party must file a motion to intervene. Copies of this filing
are on file with the Commission and are available for public

inspection.

Lois D. Cashell
Secretary
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Code of Conduct

The relationship of the Generation Supply group, Electric Delivery
group, supporting organizations and alternative energy suppliers will be governed by
the following code of conduct which is intended to control dissemination of confiden-
tial customer information, restrict access to competitive information, prevent cross-
subsidies between regulated and unregulated departments, and prevent discrimina-
tory practices.

Seqgreqgation of and Restricted Ac o Information

1. The following information shall be considered confidential and
access to this information shall be limited to only those employees involved in the
administration of energy supply by alternative suppliers for the purpose of customer
billing, supply scheduling and reconciiiation, supplier payments, and customer assis-
tance.

Supplier pricing and billing information;

Supplier customer lists;

Individual customer consumption;

|dentity of the supplier of a participating customer.

2. The Electric Delivery group will release mformatlon to a supplier
.concerning individual customer account history and individual customer consumption
only after written approval from the customer.

Assignment of Responsibilities

1. Employees in the Generation Supply group directly mvolved in
marketlng energy to customers choosing competitive generation service will not be
assigned any responsibilities within the Electric Delivery group and vice versa.

Accounting and Cost Allocations

1. Costs associated with the Generation Supply and Electric Deliv-
ery groups will be kept separate.

2. Charges for services between the Generation Supply group,
Electric Delivery group and other internal service organizations will be provided at fair
and non-discriminatory prices.



Comparability

1. The Electric Delivery group will not condition any discountto a
customer or condition any deviation from standard terms of service to a customer on
the purchase of energy from the Generation Supply group.

2. The Electric Delivery group will make meter reading, billing and
other customer assistance services available to all generation suppiiers at non-dis-
criminatory rates, terms and conditions.

3. The Electric Delivery group will process requests for access by
all generation suppliers in a non-discriminatory manner.

4. The Electric Delivery group will apply tariff provisions in a non-
discriminatory manner.

Communications to Employees and Enforcement

1. The code or conduct will be communicated throughout the Elec-
tric Delivery and Generation Supply groups, and other internal service organizations.

2. The code of conduct will be incorporated into the Company’s
Standards of Integrity.

3. Periodic audits of the code of conduct will be conducted to
ensure compliance.

- 4, Violations of the code of conduct will be treated as a violation of
the Company’s Standards of Integrity and disciplinary action will be administered in
accordance with the Company’s Responsible Behavior policy.

5. As deemed appropriate, employees involved in the administra-
tion of energy supply by alternative suppliers and having access to competitive
information will sign a confidentiality agreement prohibiting improper disclosure of
competitive information.

esolution Pro

1. The Electric Delivery group will establish a procedure for receiv-
ing, recording and resolving complaints concerning this code of conduct.
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Please state your full name and business address.
My name is Henry W. Baumann and my business address is Two North Ninth

Street, Allentown, Pa. 18101.

By whom are you employed and in what capacity?
| am employed by Pennsylvania Power & Light Company ("PP&L"). | am the
Project Manager of Competitive Intelligence in the Marketing Research sec-

tion of Marketing & Economic Development.

Please describe your educational background.
| graduated from Allentown College in 1983 with a Bachelor of Arts degree in
Business and from Lehigh University in 1989 with a Master of Science degree

in Economics.

Please describe your employment history with the Company.

| have been employed by the Company since 1977. | started as a Laborer in
the Construction Department at the Martins Creek Steam Electric Station and
progressed through a variety of bargaining unit positions while attending
college. | was hired as an Analyst in the Rates & Market Research Depart-
ment in 1985. My responsibilities included load and sales forecasting and
conducting market research surveys. | was named to my present position in

1995.
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Please describe your membership in any professional or industry associa-
tions.

| am a member of the Society of Competitive Intelligence Professionals.

Are you responsible for any of the Company’s-responses to the Commis-
sion’s filing guidelines in Exhibit No. 27
Yes, | am responsible for the responses to filing guidelines RP-M.3., M4,

M.5.and P.12.

Are you familiar with the Company's retail access pilot program that was filed
with the Commission on February 28, 19977

Yes. | actively participated in development of the Company’s pilot program.
Currently, | am leading the team which is responsible for implementation_ of

the pilot program.

Please summarize the major elements of the pilot program that are relevant
to the Company’s Restructuring Plan filing.

| believe there are two major elements of the pilot program that are relevallnt
to the Company’s Restructuring Plan. The first is the education program
which is designed to provide customers with enough information about the
changes underway in the electric utility industry so that they can make an

informed choice. The second element is establishment of rules and proce-
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dures for moving into a competitive market. The Company has developed a
communications plan and procedures for the pilot program which are good
first steps toward customer choice. The pilot program will allow the Company

to make changes to these elements based on experience acquired over time.

Please summarize your understanding of how the Electricity Generation
Customer Choice and Competition Act (“Act”) phases in retéil access in
Pennsylvania.

The first step in the phase-in process is the establishment of retail access
pilot programs. The Act authorizes the Commission to order electric utilities
to submit proposals for retail access pilot programs which will begin no later
than April 1, 1897. The Company has. filed a pilot program proposal and is
awaiting Commission approval.

The next phase begins on January 1, 1999 when the Act requires
electric utilities to make thirty-three percent of the peak load of each customer
class availabie for direct access. An additional thirty-three percent of the
peak load rﬁust be available on January.‘l, 2000. All customers will have

direct access as of January 1, 2001.

How will the Company select customers to participate in the first two phases

of retail access?
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The enroliment period for the first phase which starts on January 1, 1999, will
begin on June 1, 1998 and end on October 1, 1998. The Company will pub-
licize enrollment procedures before and during the enrollment period and will
allow customers to volunteer by mail or through the Company’s Internet web
site. The Company will determine the amount of load for each customer
class that will be eligible for retail access. If a customer class is over-sub-
scribed, participants will be selected on a random basis. If a rate schedule is
not fully subscribed, enroliment will re-open to all customers within that par-
ticular rate schec':lule. Customers who are participating in the first phase of
direct access will be notified by November 2, 1998.

Customer selection for the second phase of retail access will begin on
June 1, 1999 and end on October 1, 1999. The selection process in the
second phase will proceed in the same manner as the first phase and partici-

pants will be notified by November 1, 1999.

How will the Company accommodate customers who are participating in its
pilot program and also want to participate in the first phase of retail access?
Customers who are participating in the Company’s pilot program can enroll in
and will be selected for retail access as described above. However, there is
one significant difference. The Company recognizes that a customer partici-
pating in the pilot program may be reluctant to return to fully regulated rates

and service. For that reason, customers who are participating in the Com-
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pany's pilot program, biit are not selected for the first or second phase of
retail access can elect to be “grandfathered” into retail access. However,
customers in the Primary and Transmission/Subtransmission groups who
have lpad limits in the pilot program will be limited to that level of load when

“grandfathered” into retail access.

How will the Company address competitive distortions affecting customers
that may arise during the customer selection process?

The Company is sensitive to the fact that the selection process may result in
a customer being eligible for retail access in a later group than its competi-
tors. If such a competitive distortion arises, the Company will review the
situation on a case-by-case basis and attempt to resolve it to the satisfaction

of the affected customers.

How will customers be notified of their status as participants or non-partici-
pants?

Participants will be notified by mail.

What customer information will be released to alternative suppliers?
The Company will release a customer’s name, address, and telephone num-

ber unless restricted by the customer.
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How will customers sign-up to take service from alternative suppliers?

The Company will send a list of all licensed alternative suppliers to each par-
ticipating customer. The customer's chosen supplier will contact the Com-

pany to arrange service.

How will the Compahy confirm a customer's initial selection of or change of
alternative suppliers?

The Company will require that the alternative supplier provide written notifi-
cation to PP&L of a customer's decision to purchase electricity from that
alternative supplier. The Company will send the supplier's notification infor-
mation to the customer and request that the customer.inform the Company if
any of the information is incorrect or inaccurate. If the customer does not
respond, the Company will assume the supplier’s notification information is
correct. | believe these customer verification procedures should address

concerns regarding improper customer “slamming” by alternative suppliers.

Can a customer purchase electricity from more than one alternative supplier
at a time?

A customer participating in PP&L’s pilot program cannot purchase electricity
from more than one alternative supplier at a time. Beginning on January 1,

1999, customers participating in retail access can purchase from multiple
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suppliers and can change suppliers at their discretion subject only to the

agreements with their suppliers.

Can a customer return to PP&L?
Yes. A custorner can return to PP&L’s Basic Utility. Supply Service at any

time.

How will the Company provide service to a customer who returns to PP&L’s
Basic Utility Supply Service?

The Company will provide service to returning customers under the most
appropriate tariff retail rate schedule. Returning customers will be considered
new customers and will be treated as new customers under the tariff.
Accordingly, they will not be eligible for service under tariff provisions that
have been closed to new applicants. In gddition, they will be required to
enter into one year service contracts to avoid “gaming” concerns. However,
there is an exception to this rule. All residential customers will have one six-
month grace period to gain experience with competition. If a residential cus-
tomer returns during that grace period, he or she will be considered and

treated as an existing customer, not a new customer.

How will the Company select generation suppliers to participate in retail

access?
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The Company will not select suppliérs. Any supplier which is licensed by the
Commission and which satisfies any requirements imposed by PJM or its

successor can participate.

Will the Company provide information regarding generation suppliers to its
customers?

The Company will send a list of all aiternative suppliers licensed by the
Commission to customers at the time they become eligible for retail access.
Alternative suppliers, of course, will be responsible for informing prospective

customers about their products.

Did the Company propose rules and procedures for alternative suppliers in its
retail access pilot program?

Yes.

Why did the Company propose these rules and procedures?

The Company is responsible for maintaining the safety and reliability of the
electric transmission and distribution system. The Company has proposed
these rules to insure that this goal is met and to insure that all alternative

suppliers are treated fairly and equitably.
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In addition, because PJM has not yet created an Independent System
Operator (“ISO”") to manage these transactions, the Company would be

required to assume a management role for some period of time.

Is the Company proposing similar-rules and procedures for generation sup-
pliers in this Restructuring Plan filing?

No. The Company anticipates that an ISO will be in place before retail
access begins and that the 1SO will establish appropriate rules and proce-
dures to manage retail transactions. For example, transmission to the PP&L
delivery system will be accompiished under the PJM open access tariff
administered by the 1ISO. Accordingly, there is no need to create additional
requirements. As explained in the testimony of Mr. William H. Whitehead,
however, the Company intends to file a retail transmission rate schedule for

use with the PJM open access tariff.

Will the Company consider imposing such rules and procedures if an ISO is
not established by January 1, 19997 |

Yes. Although the Company believes an ISO will be in place, this may not
occur by January 1, 1999. In that event, the Company will evaluate the
situation and consider imposing any rules and procedures required to protect

safe, reliable and efficient operation of its system.
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suppliers?
Yes. The Company is proposing to charge alternative suppliers for billing

services. The alternative supplier does not have to pay these charges if it

. chooses to perform its own billing.

Why does the Company believes it is appropriate to collect these fees and
charges?

The Company bélieves that the costs of its billing system should be shared
by alternative suppliers and their customers that use the system and not be

borne soiely by customers who do not benefit from these services.

Does that conclude your testimony?

Yes.

-10 -
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Please state your full name and businéss address.

Bernard J. Bujnowski, Two North Ninth Street, Allentown, Pennsytvania

18101.

By whom are you employed and in what capacity?
| am employed by Pennsylvania Power & Light Company as Manager -
Customer Contact Operations. | am currently on special assignment to

replace PP&L’s customer information system.

Please describe your educational background and employment history.

i received a B.A. Liberal Arts Degree from King's College, Wilkes-Barre,
Pennsylvania and a B.S. from Michigan State University in Planning
Administration. | have been e-mployed by PP&L since 1978. Prior to that, |
was employed by a consulting engineering firm in New Haven,
Connecticut, for five years. | also was employed for an 18-month period in
the Federal Energy Regulatory Commission's Division of Licensed

Projects.

Please describe your employment history with the Company.
| have held various positions in PP&L's Customer Services, Marketing and
Economic Development, and Community Services Departments. Prior

positions included Community Planning Consultant, Supervisor of Com-
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munity Services, Manager - Special Projects, Director - Customer Serv-

ices, and my current position, Manager - Customer Contact Operations.

Please describe any memberships in any professional or industry associa-

tions.

| am a member of the EEIJAGA Customer Services Committee,

What is the purpose of your testimony in this proceeding?
My testimony and accompanying exhibits describe and support the Com-

pany's proposals for customer metering, billing and collection procedures.

Are you responsible for any of the Company's responses to the Commis-
sion's filing guidelines submitted in Exhibit No. 2.
Yes. ! am responsibie for the Company's responses to the following

Commission filing guidelines: RP-P. 13., P. 14 and P. 15,

Please summarize your testimony.

PP&L will provide and maintain its standard meter installations for
customers. The meters wili be re.ad monthly on a schedule determined by
the Company. In addition, the Company will bill participating customers for
all electric services provided by PP&L and services provided by alternative

suppliers, unless the customer requests two separate bills. In the latter
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circumstance, the Company will supply all appropriate meter reading data
to the alternative suppliers on a monthly basis. The Company intends to
apply its current bill collection procedures and practices consistent with the

requirements of Chapter 56.

Please describe the Company's proposals regarding meter reading.

The Company will provide and maintain its standard meter instaliations for
customers. Pursuant to Section 2807(B) of the Electricity Generation
Customer Choice and Compeﬁtion Act ("Act”), participating customers will
be required to compensate PP&L for any non-standard meter installations
required by alternative suppliers. Current customer meter reading
scheduies will be maintained (i.e., spread throughout the month) so that
billing cycles do not fall on the same day.

The Company recognizes that additicnal service options may be
available to the customer in a more competitivé environrﬁent. The
Company will evaluate these options and endeavor to provide the metering
eguipment consistent with the objectives of customer choice and accurate,

economical billing.

Will the Company charge customers for these meters?
At the present time, the Company has no plans to charge customers for

meters, except where alternative suppliers require special meters.
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Customers will be billed for the additional costs of those non-standard

metering installations.

Will the Company permit any other parties to provide meters or meter
reading services?

The Company does not intend to permit other parties to provide meters or
meter reading services at the present time. PP&L believes that this
approach is consistent with current regulatory policy and the intent of the
Act which opens electricity generation and supply to competition, but

retains electric transmission and distribution services within a regulated

utility.

Will the Company provide metér reading data to customers or any other
parties? |

If a customer requests a separate bill from an alternative supptier, the
Company will provide that customer's meter ;eading data to the alternative
supplier. This data would include the type of reading, KW and/or KWH
consumption, and meter reading date. In addition, the Company will
provide meter reading data directly to a customer, if the customer requests

that data in wriiing.

Please describe the Company's proposals regarding customer billing.
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PP&L will bill customers consistent with the procedures described in
Exhibit BJB 1. In addition, the Company is in the process of replacing its
current information system, which supports all customer service functions, -
including billing, with a new, state-of-the-art information system. PP&L
believes that this new system, which will take over two years to build and
install, will result in improved levels of customer satisfaction reg'arding bill-
ing accuracy, timely resolution of customer inquiries, and increased billing
options consistent with customer choice. The new systiem is scheduled for

depioyment on January 1, 1999,

Will the Company be able to bill alternate suppliers, as well as customers
for all cf the services it provides?

The Company will be able to Sill custemers or the alternative supplier for
all of the services it provides. In addition, the Company expects to be in a
position to provide “third party” billing services, including billing services for

alternative suppliers.

Is the Company willing to permit other parties to bill customers?

The Company is not willing to permit other parties to bili its customers for
the services PP&L provides to them.

| believe this approach is consistent with current regulatory policy and the

intent of the Act which opens electricity generation and supply to competi-
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tion, but retain electric transmission and distribution services within a

regulated utility.

How will the Company administer customer requests for billing by an alter-
native supplier?

In those instances where the customer requests billing by an alternative
supplier, it will be necessary for the Company to provide the alternative
supplier with energy usage and other customer account information. This
exchange of data would be accomplished through electronic data transfer.
Experience gained through PP&L's retail access competition pilot program
wiil provide valuable insights in the development of standard procedures in

the administration of billing by alternative suppliers.

Will the Company charge either the customer or the alternative supplier for
these services?

The Company intends o assess a billing charge on alternative suppliers in
those instances where the customer elects a single bill. Under the pro-
vision of the Company’s retail access competition pilot program, these
charges include a $1.10 billing charge which is intended to cover billing
overheads. There wili be no additional charge if customers elect to be

billed separately for energy and capacity by their alternative supplier.
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Please describe the Company's current customer bill collection procedures
and practices.
Customer meters are read and bills are issued each month. Residentia!
customers have 20 days to pay their bill and commercial/industrial cus-
tomers have 15 days. Primarily, collection efforts are conducted by PP&L
personnel. These efforts involve telephone and mail contact with delin-
quent customers. Various outbound calling campaigns are conducted to
encourage delinquent customers to pay. If the customer does not pay, the
service termination process begins. For commercial/industrial customers,
only a 3-day notification is required prior to service termination. For
residential customers, a 10-day notice and a 3-day notice are required
prior to service termination. For continued service, payment plans are
established for residential cust-omers. Commercial and industrial
customers generally are required tc pay the full overdue amount before
being reconnected.

The Company’s collection efforts are supplemented by referral of
some customers to third-party collection agencies and attorneys. Alsc, a
variety of programs are available to assist low-income residential custom-
ers who do not have the ability to pay their electric bill.

These procedures have been developed consistent with the Com-

mission's Chapter 56 reguirements..
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Is the Company propoesing to continue these bill collection practices after

the phase-in of retail access has begun?

Yes. The Company's collection practices have been carefully developed

over time and, | believe, will continue to be appropriate even after retail

access Is available. However, the Company will place increased emphasis

on positive identification and on verification of the credit worthiness of new

épplicants.

Does this conclude your testimony?

Yes.



EXHIBIT BJB 1



Pennsylvania Power & Light Company
Billing Procedures

PP&L will bill customers for PP&L and Alternative Supplier (“A/S") charges unless
the customer requests two separate bills.

A/S will provide to PP&L billing information regarding the A/S charges in order for
PP&L to provide the customer one bill.

PP&L will continue to read the meter for all customers.
PP&L will continue to bill customers on their current billing cycles.

PP&L will bill customers receiving energy from an A/S based on charges provided
by the A/S. '

Where the Company bills for an A/S, charges will be a separate line on the bill. A
message with the name, address and telephone number of the A/S also will
appear on the bill.

"PP&L wiil submit electronically all billing information to the A/S regarding their
customers.

Billing information sent to the A/S will include the following if applicable: account
number, customer name, service address, mailing address, type of meter read-
ing, KW and/ocr KWH consumption, meter reading date, number of days in billing
cycle, A/S energy charge, A/S Pennsylvania sales tax, due date, gross receipts
tax.

If PP&L provides billing services, the A/S will be required to enter into a contract
with PP&L for the terms and conditions of the billing and collections.

The funds remitted to the A/S will reflect actual billed amounts to A/S customers
less charges for biiling.
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Please state your full name and business address.

Timothy R. Dahl, 827 Hausman Road, P.O. Box 3500, Allentown, Penn-

sylvania 181086.

By whom are you employed and in what capacity?
| am currently a Customer Relations Specialist for Pennsylvania Power &
Light Company (PP&L). One of my primary responsibilities is to oversee

and coordinate the Company’s universal service programs.

Please describe your educational background and employment history.

| graduated from Central Washington University in 1973 with a Bachelor of
Arts degree in Political Science and from Arizona State University in 1978
with a Master of Arts degree in Political Science. | started my full-time

working career with Pennsylvania Power & Light Company in June 1978.

Please describe your employment history with the Company.

| joined PP&L in June 1978 as a Consumer Affairs Specialist and was
promoted to Coordinator-Consumer Programs in July 1980. In May 1986, |
was promoted to the position of Supervisor-Consumer Programs. My pri-
mary responsibilities included: developing and implementing programs
such as CARES, Operation HELP, and WRAP; coordinating public

participation activities; conducting special studies on consumer issues
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(e.g., elderly, Hispanic customers); and developing working relationship
with consumer groubs, coalitions, government agencies, and community-
based organizations. In June 1992, the Customer Services Department
was reorganized and my title was changed to Coordinator-Consumer
Affairs.

PP&L encourages job rotations as a means of career development
for employees. From March 1993 through May 1994, | completed a job
rotation as Research Associate in the Company's Public Affairs Depart-
ment. My duties included tracking federal legislation on environmental
issues and developing processes to strengthen the department'’s client
services. | returned to my former position in Customer Services in May
1994. As the result of a department reorganization, | assumed my current
position of Customer Relations Specialist in April 1995.

| have participated in numerous training and professional opportuni-
ties at PP&L, such as: public participation, conflict resolution, effective
writing, team building, government relations, and personal computer
applications. In addition, [ have completed numerous business

administration courses at Muhlenberg College and Allentown College.

Please describe any memberships in any professional or industry

associations.
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| have served in various capacities, including chairperson, of the Edison
Electric Institute's (EEI) Consumer Affairs Committee, and | am currently a
member of EEI's Consumer and Community Affairs Corﬁmittee. lam a
member of the Pennsylvania Electric Association’s Consumer Services
Committee, and my responsibilities have included serving as chairperson
of the Committee. | belong to the National Low Income Energy Consor-
tium, and | am a member of the Pennsylvania Energy Assistance and
Weatherization Coalition. | am a long-time member of the Society of Con-
sumer Affairs Professionals, and | have previously been a member of the

National Fuel Fund Network.

What is the purpose of your testimony?
My testimony describes and supports the Company’s universal service

pragrams and its energy conservation programs.

Are you responsible for any of the Company’s responses to the Commis-
sion’s filing guidelines submitted in Exhibit No. 2.

Yes. | am responsible for the responses to the following Commission filing

guidelines:

RP-P.1.,P2,P3.,P5,P6., P7,P.8, P9, P10, and P.11.

Please summarize your testimony.
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PP&L has been among the industry leaders in implementing programs to
address customer and community needs, especially those of low-income
customers. In 1996, the Company's annual funding level for universal
service programs and energy conservatién programs was over $7 million.
The Company has reviewed its existing programs and concluded that it
must continue its leadership role in this area. In addition, PP&L
determined that its annual funding for universal service programs aﬁd
energy conservation programs would increase from a current level of $7

million to approximately $14.3 million by the year 2002.

Please explain the history of PP&L's commitment to universal service pro-
grams and energy conservation programs.
PP&L has been among the industry leaders in implementing programs
a'ddres’sing customer and community needs, especially those of low-
income customers. The programs are an extension of the Company's
long-standing commitment to deal fairly and eqﬁitably with all of its cus-
tomers. They also reflect PP&L's desire to offer programs that address the
needs and priorities of its diverse population of customers. The Company
believes such activities are in the broad public interest.

Since the late 1970s, PP&L has implemented a variety of.programs
and services designed to serve the needs of customers and communities.

The Company’s approach to developing these programs has been inclu-
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sive, rather than exclusive. Programs have been based on customer and
community needs, and community-based organizations (CBOs) have
played a key roie in developing policies and procedures for programs.
Without their “buy-in" and support, these programs could not have suc-
ceeded. In addition, many CBOs have been involved in the direct imple-
mentation of low-income programs sponsored by PP&L. The Company
believes that the programs discussed in my testimony are the outgrowth of

an effective approach that has existed for nearly two decades.

When did PP&L get involved in universal service programs and energy
conservation programs?
PP&L has a 75-history of community support throughout its 29-county
service area. The genesis of the Company's current efforts supporting
universal service programs can be traced back to 1972 when PP&L estab-
lished a Consumer Affairs function. The initial objective of Consumer
Affairs was to listen to consumers, identify their needs, and develop pro-
grams to meét their expectations. PP&L was one of the first electric utili-
ties to establish a Consumer Affairs function. .

Through its Consumer Affairs function, the Company established
effective working relationships with national, regional, and state consumer
organizations. This early partnering activity cumulated in the first-ever

Consumer-Utility Conference, which was held in Hershey, Pennsylvania in
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September 1976. Over 400 people from throughout the United States rep-
resenting consumer groups, utilities, and government agencies partici-
pated in the conference. This consumer-utility dialogue was a watershed
event in terms of PP&L taking an active role in developing consumer and
community programs.

The Company’s involvement with consumer organizations and local
CBOs created a greater awareness about the needs and concerns of low-
income customers. In 1980-81&PP&L began a program called CARES
(Customer Assistance & Referrals Evaluation Service). It was an innova-
tive outreach and referral service for customers who were faced with tem-
porary personal or family hardships. The Commission subsequently has
encouraged all electric and gas utilities to establish CARES programs.

In 1983, PP&L was one of the first utilities in the nation to start a
private fuel fund to help fow-income customers pay their energy bills.
Known as Operatioﬁ HELP, the program is supported by donations from
PP&L, its customers and employees. From 1983 through the end of 1996,
the program has raised nearly $7 million in donations to help almost
32,000 low-income households.

To address the energy conservation needs of low-income families,
PP&L started the Winter Relief Assistance Program (WRAP) in 1985.
WRAP provides free weatherization services and energy conservation

education to qualified low-income customers. In 1988, the PUC directed



. 1 all electric and gas utilities in Pennsylvania to start similar weatherization

2 programs, known generically as Low Income Usage Réduction Programs
3 (LIURP).
4
5 Q. Please describe PP&L's existing universal service programs and energy
6 conservation programs?
7 A The Company’s universal service programs and energy conservation pro-
8 grams include the following:
g o Customer Assistance & Referral Evaluation Service (CARES)

10 ¢ Operation HELP

11 e Winter Relief Assistance Program (WRAP)

. 12 o Keep Warm Plan
13 | e OnTrack Payment Program Pilot
14

15 Q. What is the current level of funding for these programs?

16 A A summary of the 1996 annual funding level for the programs is shown

17 below.
18 CARES $ 260,000
19 Operation HELP 795,000"

1 This total includes $375,000 in donations from customers and PP&L

. employees and $420,000 in corporate support from the Company.
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WRAP 3,023,300
Keep Warm Plan 1,000,000
OnTrack 2.000,000

Total $7,078,300

Please describe the CARES program.

This special outreach and referral service started in late 1980 as a pilot
and was expanded system-wide in early 1982. CARES handles customers
whose hardship circumstances prevent them from paying the full amount
of their electric bills. The program provides affordable payment plans,
protection against shut-offs, and referrals to a variety other assistance
programs. CARES targets customers who are confronted with temporary
personal or family hardships. The referral criteria for CARES include
iliness, injury, and/or medical bills that significantly reduce household
income; a previously good-paying customer with a temporary hardship
sitdation; recent loss of job or major reduction in household income; aban-
doned spouse or low-income elderly. The program is administered by
PP&L’s five Customer Programs Directors (CPDs), who work closely with
an extensive network of social service agencies. At the end of 1996, the

CPDs had about 450 active CARES cases.

Please describe the Operation HELP program.
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PP&L started this fuel fund in 1983. Itis supported by donations from
PP&L, its customers and employees and is administered by 16 CBOs
throughout the Company's service area. The fund operates year-round
and pays any type of home heating bill. Assistance is limited to one grant
annually, and all payments go directly to the energy vendor. The program
targets low-income customers (at or below 175 percent of the federal pov-
erty level) who are confronted with hardships and have overdue energy
bills. To receive assistance, applicants must participate in personal inter-
views with the administering organizations to determine their eligibility and
need.

From March 1983 through December 1996, Operation HELP has
raised nearly $7 million to assist almost 32,000 households. Donations
from the various funding sources are shown below:

Customers $3,207,387

PP&L 3,153,737

PP&L Employees 624,078

Total $6,985,202
PP&L will continue to actively solicit donations to Operation HELP. Over
the past five years ended December 31, 1996, donations to the program
from all sources have risen over 27 percent. PP&L is confident that the
program will continue to receive solid support from shareowners, custom-

ers, and employees.
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Please describe the WRAP program.

WRAP is a free weétherization program for low-income customers. Im-
plemented in 1985, WRAP offers weatherization services and individual-
ized energy conservation counseling. To qualify for WRAP services, appli-
cants must meet the income guidelines; be individually-metered PP&L
customers; be at least 18 years of age; and own or rent a home or apart-
ment. WRAP income guidelines are set at 150 percent of the federal pov-
erty level, but can go as high as 175 percent of the federal poverty level for
hardship cases. The annual budget for WRAP is $3,023,300.

The program is adminfstered by 13 CBOs, and their services
include conducting energy audits, installing weatherization measures, and
providing energy cc‘unservation counseling. From March 1985 through
December 1996, WRAP has provided weatherization services to 33,253
homes at a cost of about $32 million. |

PP&L has a significantly higher proportion of electric heating resi-
dential customers than other electric utilities in Pennsylvania. As a result,
WRAP has targeted low-income households that have electric heat. The
combination of strong diagnostic tools (e.g., blowerdoor technology),
weatherization measures, and energy conservation education have yielded
average annual energy savings of 15-18 percent for nearly 70 percent of

those WRAP customers who use electric heat.

-10 -
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Please describe the Keep Warm Plan program.
This free weatherization program targets the “working poor” families (those
between 151 p;ercent and 200 percent of the federal poverty level). The
Keep Warm Plan, which was started in 1996, offers the same weatheriza-
tion services and energy conservation counseling provided through
WRAP. |n fact, the organizations that deliver WRAP services also deliver
the Keep Warm Plan services. Except for the income levels, the guide-
lines and procedures for WRAP and the Keep Warm Plan are identical.
The annual funding level for the Keep Warm Plan is $1 million. In

1996, there were 406 jobs completed.

Please describe the OnTrack Payment Program Pilot.
Through a Policy Statement issued by the PUC, electric and gas utilities
were encouraged to develop and implement special payment programs for

low-income customers. These programs are known as customer assis-

tance programs, or CAPs. PP&L began its CAP (known as the OnTrack

Payment Program) in January 1994 as a pilot program with a goal to enroll
2,000 participants. The enrollment goal of 2,000 was achieved by July 31,
1995. OnTrack offers a special reduced monthly payment based on family
size, income, electric use, and previous payment history; protection from
service shut-off; arrearage forgiveness; and referrals to other assistance

programs, such as: weatherization and energy assistance.

-11-
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PP&L's pilot targeted low-income residential customers who have
overdue balances and expenses that exceeded household income. Low-
income is defined as household income at or below 150 percent of the

federal poverty level. The primary objectives of OnTrack are as follows:

1. Improve customers’ bill-paying habits;

2. Stabilize or reduce energy usage;

3. Lower uncoliectible balances for pilot participants; and

4. Determine the overall impact on PP&L's overdue receivables.

OnTrack is beiﬁg administered jointly by PP&L and 11 CBOs. The
CBOS are responsible for verifying customers’ eligibility, establishing
affordable payment plans, making referrals to other assistance programs,
conducting follow-up activities for missed payments or increased energy
usage, and re-certifying customers’ eligibility annually.

From PP&L's perspective, the preliminary results from the OnTrack
pilot have been encouraging. About 70 percent of participants make their
monthly OnTrack payments, and the default rate for non-payment is
approximately 15 percent. Historically, over the winter months, PP&L has
seen a decline in the number of payments received from payment-troubled
customers. OnTrack customers’ payments over the winter (i.e., customers
who made four or more payments between November and March)

increased from 40 percent before they joined OnTrack to 86 percent after
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they joined OnTrack. In addition, OnTrack customers’ energy usage has
remained relatively flat.

Cost avoidance has been another benefit of the OnTrack pilot.
Collection efforts (e.g., ietters, phone calls, field visits, shut-offs, and
reconnections) are expensive and time consuming. PP&L’s traditional
collection efforts for OnTrack customers have been limited. The Company
also has avoided the regulatory costs (e.g., mediations, informal com-

plaints, formal complaints) associated with collection efforts.

Does PP&L have experience with other customer and community pro-
grams and services?
Yes. | will explain these other programs briefly below.
ouble Notice Protection Plan
This plan allows a customer to designate a third party (e.g., family

member, minister, social service agency) te receive copies of all Company
collection notices. However, third-party participants are under no obliga-
tion to pay the customer’s bill. This procedure provides another level of
protection to prevent unnecessary shut-off for special needs customers.
Extended Due Date Plan

.Pension checks normally reach people within the first few days of
each month. A senior citizen’s bill may be due at a time when it cannot be

conveniently paid from the customer’s pension check. This plan allows

-13 -



10

11

12

13

14

15

16

17

18

19

20

21

Social Security recipients and othérs who depend on a pension to extend
the due date of the'ir electric bills to avoid late payment charges.
Waiver of Late Payment Charges

PP&L routinely waives late payment charges for customers
receiving a grant through the Low Income Home Energy Assistance
Program (LIHEAP).
LIHEAP

This federally-funded program is administered by the Pennsylvania
Department of Public Welfare. In Pennsylvania, the program targets cus-
tomers with very low incomes (at or below 110 percent of the federal pov-
erty level) and overdue balances. PP&L promotes the availability of
LIHEAP to customers through a variety of media (e.g., bill inserts, special
mailings). The Company’s customer service representatives at its
centralized customer contact center refer customers to local organizations
that administer LIHEAP. PP&L also advocates for adequate federal fund-
ing for the program.

Special Communications Needs

PP&L has the capability to communicate directly with customers
who are hearing- or speech-impaired. Through the use of a telecommuni-
cations device for the deaf (TDD), customers can contact PP&L’s customer

contact center. A toll-free TDD number is available Monday through Friday

-14 -



10

11

12

13

14

15

16

17

18

19

20

21

22

from 7 a.m. to 7 p.m. In addition, thé Company offers electric bills in
Braille to sight-impaired customers.
Guardian Program

PP&L’s field personnel have the opportunity to observe customers’
circumstances first hand. if Company field personnel encounter unusual
conditions at customers’ residences (e.g., piled up newspapers, unkempt
lawns, concerns expressed by neighbors}, they can contact PP&L's CPDs.
The CPDs, who administer CARES, will investigate the situation and
intervene on behalf of the customer, if appropriate.

Earned Income Credit

PP&L informs customers about the availability of the federal Earned
Income Credit (EIC), which offers tax benefits to lower income working
families. The Company uses bill inserts and targeted mailings to alert
customers about the EIC. In addition, customer service representatives
can provide information about the program in order to answer customers’

inquiries.

Did you review these existing programs for the purpose of this
Restructuring Plan filing?

Yes. | was a member of a PP&L interdepartimental task force that
reviewed the Company’s universal service programs and energy conser-

vation programs in light of the Restructuring Plan filing and increased
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competition in the electric utility industry. These programs also were

reviewed with the Company's other competition working groups.

Did you also review these existing progréms with individuals or groups
outside the Company?

Yes. On February 26, 1996 in Harrisburg, Pennsylvania, | participated in a
workshop sponsored by the Pennsylvania Weatherization Task Force in
which universal service programs and energy conservation programs wefe
discussed. As a part of the workshop, | participated in a breakout session
to discuss PP&L's programs and plans in more detail with task force mem-
bers that administer the Company’s existing programs. On February 27,
1997, | participated in a follow-up meeting in Wilkes-Barre, Pennsylvania
with community-based organizations that administer PP&L’s universal
service programs and energy conservation programs.

In addition, | have actively participated in the deliberations of the
PUC-spons;ored universal service working group. This group, which
includes representation from a variety of stakeholders, hés conducted a
series of meetings in an attempt to reach consensus on issues related to

universal service programs and energy conservation programs.

What conclusions did you reach after these reviews?
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The primary conclusion reached was that PP&L must continue its leader-
ship role in providing quality programs that address the needs of low-
income customers. The Company has been a strong proponent of
increased competition in the electric utility industry and took a lead role in
advocating for new legislation. PP&L, however, understands fully that
electric utilities provide an essential service that has broad implications for
the public health and well-being of the Commonwealth’s citizens. Because
competitive markets may not necessarily recognize the importance of
these public interests, the Company stated early in the competition debate
that the needs of low-income customers must be addressed. As a result,

PP&L intends to continue its commitment to the special programs and

~ services it has implemented for low-income customers.

What changes is the Company proposing to its current universal service
programs and energy conservation programs?

PP&L’s universal service programs include CARES, Operation HELP, and
the OnTrack Payment Program pilot; its energy conservation programs
include WRAP and the Keep Warm Plan. The Company will continue its
efforts fo maintain the current level of annual funding for CARES, WRAP,
and the Keep Warm Plan. Because PP&L will continue to solicit donations
from its customers and employees, donations to Operation HELP are

expected to increase annually. The annual level of funding for OnTrack
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will be expanded from $2 million to $9 million over a three-year period
beginning January'1, 1999. The Company's annual funding for universal
service programs and energy conservation programs would increase from
a current level of $7 million to approximately $14.3 million by the year

2002. The projected funding levels are summarized below.

1999 2000 2001 Ongoing
CARES $ 260,000 $ 260,000 $ 260,000 $ 260,000

Operation HELP? 856,000 877,000 899,000 922,000
WRAP 3,023,000 3,023,000 3,023,000 3,023,000

Keep Warm Plan 1,000,000 1,000,000 1,000,000 1,000,000

OnTrack 5875.000 7,750.000 9.625.000 9.100.000
Total $11,014,000 $12,910,000 $14,807,000 $14,305,000

As of February 28, 1997, there were 1,040 customers enrolled in
PP&L's OnTrack program. The Company is proposing to move OnTrack
from its pilot phase to a full-time program. The level of enroliment would

be increased from 1,040 customers to about 10,000 customers by the year

2001. This “ramping up” of OnTrack over three years anticipates an

increase of 3,000 new participants annually. Based on PP&L’s experience
with its pilot, the annual turnover rate (i.e., existing customers leaving

OnTrack and new participants joining the program) is expected to be

Assumes a 2.5 percent annual increase in donations from all sources.
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approximately 25-30 percent. In other words, between 2,500 and 3,000
customers would be added annually after 2001 to replace those who left
OnTrack for a variety of reasons (e.g., default for non-payment, left service

area, requested removal).

Who will be eligible to participate in the expanded OnTrack Payment Pro-

gram?

- The expanded OnTrack program will target customers who have the

following characteristics:

e Annual household income at or below 150 percent of poverty

e Payment troubled

e Overdue electric bill
There are approximately 58,000 customers who may be eligible for
OnTrack based on the above characteristics. As a result, PP&L will seek
to concentrate the program on low-income customers who have a
demonstrated ihability to pay and may be subject to service termination.
However, the Company desires the flexibility to enroll customers wﬁo have
mitigating circumstances as long as their annual household incomes do

not exceed 175 percent of the federal poverty level. This type of

‘enroliment flexibility is built into both WRAP and Operation HELP.

How will OnTrack be administered and implemented?
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PP&L will continue to have the oversight responsibility for the OnTrack
Payment Program. Major activities will include reviewing and developing
policies and procedures in cooperation with the CBOs that administer
OnTrack; referring customers to the prog;am; offering training to the
CBOs; providing technical support; arranging for a third-party evaluation of
OnTrack; and providing periodic reports to the PUC.

The majority of the day-to-day administration of OnTrack (e.g.,
determining eligibility, establishing payment plans, explaining program
requirements, conducting follow-up) will continue to be the responsibility of
the 11 CBOs that are currently administering OnTrack. They have several
years of experiehce with the program and are familiar with all of its
procedures. However, PP&L will work closely with the OnTrack agencies
to carefully and thoroughly plan for the program’s expansion. If needed,

PP&L will recruit and train other CBOs to help administer OnTrack.

Is the Company proposing to sponsor any new programs in this area?
No, not at this time. However, PP&L will continue to consider new ideas
and approaches that may be cost-effective in serving the needs of low-
income, payment-troubled customers. As the competitive environment
develops and matures over time, there may be other innovative models
that should be tested and evaluated. In addition, the Company will

continue to make improvements to existing programs where warranted.
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Will the OnTrack Program and other programs discussed above be
available to those customers who purchase generation from alternative
energy suppliers?

It is the Company's goal to make these programs available, at least in
some form, to customers who purchase generation from alternati\}e suppli-
ers. However, these programs were developed for and are applicable to a
bundled bill for electricity. Difficult issues regarding pro-ration and partici-
pation by alternative energy suppliers will have to be resolved before a
final determination can be made as to whether and how specific programs
will be f}JI{y or partially available to those customers who do not purchase
energy from PP&L. The Company is committed to working with all of the
affected parties to resolve these issues in a way which is both fair and

equitable.

Does that conciude your direct testimony?

Yes.
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Please state your full name and business address.
Dawn G. Lennon, 827 Hausman Road, P.O. Box 3500, Allentown, Penn-

sylvania 18106.

By whom are you employed and in what capacity? .
I am employed by Pennsylvania Power & Light Company as Business

Support Manager.

Please describe your educational background and employment history.
I have a BA degree in English from Marietta College in Ohio and an MA
degree in English from Lehigh University in Pennsyivania. As a certiﬁed
secondary school teacher in New Jersey and Pennsylvania, | taught
grades 7 through 12 for nine yéars between 1968 and 1978. | also worked
for Head Start of the Lehigh Valley from 1972 to 1973 as assistant to the
director in charge of volunteers, ancillary personnel, parent participation,
and grants. |

I was hired in 1978 by PP&L as Consumer Education Coordinator to
develop the Company’s school energy education program to enhance
energy awareness and knowledge of energy conservation. In 1980, |
became Energy Education Programs Director; then Manager - Consumer
and Education Programs in 1981. In 1983, | became Supervisor - Man-

agement Training Programs and then Manager - Management Develop-
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ment & Training in 1988. In 1991, | became Manager - Customer Services
and then Continuous Improvement Manager in 1993. | assumed my cur-

rent position as Manager - Business Support in 1997.

What is the purpose of your testimony in this proceeding?
My testimony and accompanying exhibits describe and support the Com-

pany's Customer Choice Education Program (CCEP).

Are you responsible for any of the Company’s responses to the Commis-

sion’s filing guidelines submitted in Exhibit No. 2.

Yes. | am responsible for responses to filing guidelines RP-J.1., J.2, J.3,,

P.4.,P16.,P.17, P18, P.19., P.20., P.21 and P.23.

Why does PP&L believe a customer education program is needed?

In a competitive electric generation market, it will be critical for all.consum-
ers to have access to up-to-date information about a variety of topics (e.g.,
price, steps for selecting a generation supplier and consumer protections).
This information will be particularly important in an evolving market that will
include new, non-traditional sellers. Searching for and interprefing data on
selecting a generation supplier could be a daunting task for many con-

sumers. As a result, customer education programs will meet an important
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need. Even if such customer education programs were not required by the
Act, PP&L believes that an effective transition requires that such programs

be undertaken.

What principles will the Company use to develop the CCEP?

PP&L has a long and respected history of providing education materials to

the educational community and consumer groups. Consistent with this

history, the Company maintains its belief that customer choice education
materials and approaches should be objective and balanced. To this end,
the key principles for the CCEP are:

1. PP&L will provide c‘lear, balanced and practical explanations of what
customer choice is, how it works, what the risks and trade offs are,
and how to select an eléctricity supplier.

2. PP&L will be recognized as a consistent, reliable and trustworthy
source of information on customer choice.

3. PP&L will separate customer choice education efforts from- sales
and marketing initiatives.

4. PP&L will produce customer choice educational materials which are
easy to read and understand and which meet high standards of
objectivity.

5. PP&L will pursue partnerships with the PUC and with educational,

service, and consumer organizations in the development, impie-
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mentation, dissemination, and evaluation of educational materials
and programs on customer choice.

6. PP&L will continue its customer choice education efforts to address
new needs and changes, ensuré understanding, and provide

ongoing support for customers.

What will be the primary component of the CCEP?

The centerpiece of the CCEP will be the Customer Choice Handbook
which is designed to serve as a consumer reference for understanding and
participating in the opportunity to choose an electricity supplier. The
handbook will include an overview of the restructuring of the electric utility
industry, an explanation of customer choice and how it works, consumer
protection tips, worksheets for-determining the customer’s choice of sup-
pliers, and answers to important questions about the retail access market-

place.

How will the Customer Choice Handbook be developed?

The “Customer Choice Handbook: An explanation of Pennsylvania
Power & Light Company's pilot program” will serve as the prototype for a
more comprehensive version of the handbook that will be used throughout
the transition period. Lessons learned about the effectiveness of the com-

petition pilot handbook will be incorporated into the full retail access edition
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of the handbook. A draft of the Customer Choice Handbook will be devel-
oped by a team of PP&L employees in conjunction with a wide range of
people with an interest in education on retail access -- e.g., customers at
large, community agencies and groups, local and state government offi-
cials. The final version of the Customer Choice-Handbook will reflect the
input of representatives from a wide range of outside community organiza-

tions and groups.

What groups or individuals will provide input or review during this
process?

A draft copy of the handbook will be sent to the PUC staff, other stake-
holders and over 30 community and social service agency leaders, includ-
ing Chambers of Commerce, c-ommunity action agencies; economic devel-
opment agencies, educators, and local governments. Many of these
leaders have worked with PP&L over the years on numerous educational,
social service, and community development initiatives. Each indiQiduaI will

be asked to evaluate the handbook using an evaluation form provided.

Is the Company seeking additional input or review?
Yes. The Company will continue to seek review of the full retail access
edition of the Customer Choice Handbook and other customer choice edu-

cation initiatives throughout the transition period. As part of its competition



10
11
12
13
14
15
16
17
18
19
20
21

22

pilot, PP&L will undertake a third-party evaluation of the effectiveness of
the handbook and other educational efforts. Evaluation of the Company’s
overall education efforts through a third party will be ongoing throughout
the transition period as well. The findings of fhis evaluation will enable
PP&L to make continuous improvements to all aspects of its customer
choice education program so that the needs of customers can be met as

the marketplace continues to change through 2001.

What are the Company’s plané for release and dissemination of the Cus-
tomer Choice Handbook?

The Company will inform customers of the availability of the handbook
through a variety of means: bill inserts, the Company’s monthly “Connect”
newsletter included in custome;r bills, newspaper advertisements, and
PP&L's Internet website. Customers will be directed to a dedicated, toll-
free telephone number to order a handbook tﬁfough the Company’s inter-
active voice response technology. If customers have a question ébout the
handbook or about customer choice, they may stay on the line and speak
directly to a Customer Service Representative. Customers also will be
able to order a handbook over the Internet. In addition, PP&L will provide
a supply of the handbooks to community agencies and groups for distri-

bution to constituents interested in learning about customer choice.
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What other activities will the Company undertake in support of the CCEP?
In addition to the handbook, the Company will offer a variety of other edu-
cational opportunities for customers. The Company's interactive voice
response technology will be used to answer the most frequently asked
questions about customer choice. The Company also will train a group of
employees as customer choice “educators” who will offer comprehensive
and balanced presentations on the restructured electric utility marketplace.
These presentations will address questions such as what customer c.:hoice
is and how it works, what the risks and trade offs are, how customers can
protect themselves against fraud, where to find the information they need
to make choices, and how to cglcu!ate the best choice for their needs.

The Company aiso will sponsor a customer choice education advi-
sory committee composed of leaders from consumer, education, and
community organizations which, with the support of Company personnel
and resources, will oversee the development of customer choice educa-
tional workshops for target groups, such as low income customen:s, small
business owners, municipalities, and educators. The development of other
supplemental educational materials also will be considered to meet estab-
lished customer needs, including: (1) an audio-tape series that explains
the electric industry restructuring and teaches the basics of customer

choice, and (2) interactive computer software available on disk or CD-ROM
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and found on the Internet which also explains the restructuring and

teaches the basics of customer choice.

How does the CCEP relate to the Company’s communications and market-
ing efforts?

PP&L’s customer choice education program will be kept separafe from its
communications and marketing efforts. Customer choice education is a
developmental process of providing timely, basic information to customers,
using a variety of educational methods, so they can make informed deci-
sions when choosing their electricity suppliers. Education provides funda-
mental knowledge and understanding -- the generic concepts and facts
upon which informed choices are made. It will be competitively neutral,
favoring no suppliers of energy or capacity. The Company’s communica-
tions efforts will focus on PP&L's activities in the restructured industry and
the Company's marketing efforts will seek to promote products and serv-
ices. Customer choice education initiatives will be managed by the Com-
pany’s Customer Services department; customer information through the
Corporate Communications department; and product and services promo-

tion through the Delivery Services & Economic Development department.

Has the Company initiated other customer education programs in the

past?
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Yes, the Company initiated its school energy education program in 1978
and has sustained it until the present. A complete kindergarten through
twelfth grade curriculum that offers a total package of energy knowledge
was developed and has been disseminated to over 6,100 teachers through
workshops that explain how the materials were developed and how to use
them most effectively. These materials were developed through energy
education advisory councils composed of teachers, principals, superinfen-
dents, and other educators. In addition, the Company and educators
worked in partnership to develop two teacher development programs: the
Nuclear Energy Seminar for Teachers and Teaching Environmental
Awareness. PP&L's business-education partnership also includes the
PP&L 2000 program under which the Company works closely with schools
and communities to identify an-d address opportunities to increase student
learning and expand the capacity of teachers. This is a grass-roots, em-

ployee volunteerism program.

How successful were these other educational programs?

These have been highly successful programs as attested to by both the
Company and the educational community. In 1987, the Department of
Energy gave national recognition tp PP&L for its school energy education
program. The fact that this multi-faceted program has continued and

grown for nearly two decades is iestimony to its success.
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Do you expect similar results from CCEP?

Yes, the Company expects to follow this same effective model of working
in partnership with educators, community organizations and groups to
develop customer choice education materials that meet the varied needs
of customers. This partnering is the key to the success of the effort and
the assurance that educational initiatives are balanced, unbiased, and
clear. PP&L expects that its commitment to providing educational pro-
grams through the transition period will ensure that the fundamentals of
choice will be reinforced with customers and that they will have a reliable
source of information available to answer their questions and address their

needs.

Does this conclude your testimony?

Yes.
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