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INTRODUCTION AND SUMMARY OF ARGUMENT

This brief is submitted on behalf of International Brotherhood of Electrical Workers,
Local 1600 (“IBEW?™). IBEW is the bargaining representative for more than 4000 employees of
the Pennsylvania Power and Light Company (“PP&L”). IBEW St. 1 at 1. In this proceeding,
IBEW is representing the interests of its current members as well as approximately 2000 retirees,
both as employees of PP&L and as consumers of electricity within PP&L’s service territory. /d.
IBEW presented the testimony of one witness, its president William Schmitt, who prepared
IBEW Statement | and testified at the hearing on August 21, 1997.

IBEW has directed its attention in this case to one issue: the ability of non-utilities to
provide billing and metering services for PP&L’s regulated distribution of electricity. Several
prospective marketers of electricity, including Enron Power Marketing, Inc. (“Enron™), Mid-
Atlantic Power Supply Association (“MAPSA”), and New Energy Ventures (“NEV”)
(collectively referred to herein as “Marketers™), have proposed that they should be permitted to
own, operate, and maintain customers’ electric meters and provide all billing and collection
services for PP&L’s regulated, distribution service.

In particular, Marketers argue that they should be allowed to provide — at each individual
Marketer’s option — all or any portion of the billing, metering, and collection services for
PP&L’s provision of regulated, distribution service.. IBEW strongly opposes this attempt by
Marketers to provide a few distribution services to a seiect group of electricity consumers.

Initially, in Section X.D.8.a, IBEW explains that it is unlawful for an entity that is not a

public utility either (1) to render a bill for utility service or (2) to own, operate, and maintain a



meter that is used for providing utility sefvice.! The legil requirements imposed by the Public
Utility Code for the billing and metering of utility services cannot be waived by this Commission
and can be met only by a public utility. Needless to say, the Marketers, by definition, are not
public utilities.

In Section X.D.8.b, below, IBEW discusses two recent Commission decisions that reach
the conclusion that billing, metering, meter reading, and other customer service functions must
be provided by a regulated public utility. While these decisions did not fully address the legal
analysis that is presented by IBEW in this case, they reach a conclusion that is fully consistent
with IBEW’s analysis: only a regulated public utility can bill for tariffed distribution charges
and provide metering, meter reading, and related customer services.

Moreover, as IBEW demonstrates in Section X.D.8.c, below, even if it were lawful for
non-utilities to meter and bill for utility services, the Marketers’ proposals in this case are grossly
unfair both to PP&L and to consumers. The result of adopting the Marketers’ proposals would
be to increase PP&L’s cost of providing service and to decrease the overall quality, reliability,
safety, and efficiency of electric service.

IBEW requests, therefore, that the Commission, act in this case, as it has in other cases, to
prohibit non-utilities from providing billing, metering, and other services associated with the
regulated distribution of electricity. Such services must be provided only by PP&L., as the

regulated distribution utility.

" In accordance with the Administrative Law Judge’s Briefing Order, IBEW is numbering the sections of this brief
to be consistent with the common brief outline. The issues presented in this brief could be placed in either of two
sections in that outline: Section X.D.8 (supplier provision of billing and agency services) or Section X.E.1
(unbundling of metering, billing, and collection rates and services). In an effort to streamline this brief, all
arguments are being presented under Section X.D.8. IBEW shows Section X.E.1 in this brief with just a cross-
reference to the argument presented in Section X.D.8.



ARGUMENT
"X, "  CobE oF CoNDUCT AND COMPETITION ISSUES
0. ADDITIONAL COMPETITIVE RESTRICTIONS PROPOSED
8. THE COMMISSION SHOULD NOT PERMIT ALTERNATE SUPFLIERS TO

BiLL FOR DISTRIBUTION SERVICES AND BE THE SOLE CONTACT FOR
CUSTOMER SERVICE

AL IT 1Is UNLAWFUL FOR NON-UTILITIES TO RENDER A BILL FOR
UTiLmy SERVICE OR TO OWN, OFERATE, AND MAINTAIN
UTiuty METERS.

Numerous provisions of the Public Utility Code and the Commission’s regulations
require that billing and metering for public utility services must be provided by a public utility.
As a conseguence, Marketers must be prohibited from billing or metering public utility services.

Before discussing the specific legal restrictions, it is important to note that when IBEW
uses the term “public utility services” it is referring only to the regulated transmission and
distribution of electricity by PP&L. That is, IBEW’s position is that.it is unlawful for anyone
other than PP&L to bill for and meter PP&L’s electricity distribution service. IBEW does not
dispute the ability of non-utilities to provide their own bills solely for the supply of electricity or
for other non-utility services.

The legal analysis of this issue must begin with the definition of “public utility.” As
amended by the Electricity Generation Customer Choice and Competition Act (Act 138 of 1996,
P.L. 802; hereafter “the Act™), Section 102 of the Public Utility Code, 66 Pa. C.S. § 102,
excludes “electric generation supplier companies” from the definition of public utilities. The Act
also defines “electric generation supplier” as “‘a person or corporation” that “sells to end-use
customers electricity or related services utilizing the jurisdictional transmission or distribution

facilities of an electric distribution company.” 66 Pa. C.S. § 2803. In contrast, that same section
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defines an “electric distribution company” to be a “public utility” that provides “facilities for the
' jurisdictional transmission and distribution of electricity to retail customers.” /d.

Thus, as a preliminary matter, jurisdictional transmission and distribution services must
be provided to end-users of electricity by an electric distribution company. That electric
distribution company, PP&L in this case, must be a public utility.

" The next step in this analysis is to determine whether billing and metering services are
part of the “distribution services™ that are provided by a public utility. Again, Section 102 of the
Public Utility Code provides the answer. That section of the Code defines “service” to include
“any and all acts done, rendered, or performed, and any and all things furnished or supplied, and
any and all facilities used, furnished, or supplied by public utilities ... in the performance of their
duties under this part to their patrons, employees, other public utilities, and the public ....”
Further, Section 102 defines “facilities” to include “all plant and equipment of a public utility,
including all tangible and intangible real and personal property without limitation, and any and
all means and instrumentalities in any manner owned, operated, leased, licensed, used,
controlled, furnished, or supplied for, by, or in connection with, the business of any public
utility.” It also should be noted that Commonwealth Court has held that the terms “service” and
“facilities” as used in the Public Utility Code are to be broadly construed. Country Place Waste
Treatment Co., Inc., v. Pa. Public Utility Commission, — Pa. Commonwealth Ct. —, 654 A.2d 72,
76 (1995).

Thus, when the Act speaks of “distribution services™ that are provided by a public utility,
that term is d;eﬁned to include all acts performed and all property used by the utility in serving its
customers and the public. There is no question that the electric meter is property that is “used ...

or supplied by public utilities™ in providing regulated electric distribution service to their



customers. There also is no question that the rendering of a bill for distributing electricity is an
“act done” in providing regulated electric distribution service to the utility’s customers.
In other words, under the Public Utility Code, the metering and billing for the distribution
. of electricity are part of the provision of service by a public utility. As of this point in time,
"PP&L is the only public utility that is authorized to provide electric distribution service within its
service territory. Any Marketer (or other entity) that desires to meter and bill for electric
distribution service first must receive a certificate of public convenience and necessity to provide
public utility service. 66 Pa. C.S. § 1101.
This interpretation of the law is fully consistent with numerous other provisions in the
Public Utility Code and in the Commission’s regulations. The following provisions evidence a
strong legislative intent that only a public utility should be permitted to bill for and meter utility
services. The Commission’s regulation of such billing and metering services is pervasive
precisely because such services are essential to the provision of utility service. As IBEW
explains in the following paragraphs, if such services are provided by Marketers and other non-
utilities, then the Commission would not have the statutory authority to regulate those services.
Chapter 15 of the Public Utility Code (Service and Facilities) contains several provisions
that require a public utility to bill for and meter utility services. Initially, Section 1504 gives the
Commission the authority to regulate: “(2) ... the measurement of quantity, quality, pressure,
initial voltage or other condition pertaining to the supply of the service of any and all public
utilities. (3) ... the examination and testing of such service, and for the measurement thereof. (4)
... the accuracy of all meters and appliances for measurement. (5) ... the examination and testing
of any and all appliances used for the measurement of any service of any public utility.” 66 Pa.

C.S. § 1504 (emphasis added). That is, the Commission’s authority to regulate the metering of



electricity, including the testing of meters; applies only to meters that are used to provide

- “service” by a “public utility.” If the Commission were to permit non-utilities, such as
Marketers, to provide metering services, the Commission would have no authority to regulate the
non-utilities’ meters.

Section 1507 of the Code requires every “public utility, furnishing service upon meter” to
maintain records of the meters’ accuracy, as well as equipment “for testing and proving the
accuracy of meters furnished by such public utility for use.” Moreover, the Commission is
required to approve and inspect these meter testing facilities. 66 Pa. C.S. § 1507. Importantly,
though, these testing and record-keeping requirements apply only to a “public utility” that
furnishes “service.” Once again, if the Commission desires to ensure that all electric meters are
tested in a certified laboratory, the meters must be “furnished by” a “public utility.” The
Commission has no jurisdiction over measuring devices that are used by entities that are not
public utilities.

Similarly, Section 317 of the Code permits the Commission to restrict the amount that
“public utilities” may charge “for the testing of their instruments of precision and measuring
apparatus.” 66 Pa. C.S. § 317(b). Here again, the Commission cannot regulate the amount that
is charged for testing a meter by any entity that is not a “public utility.”

The Code contains several other provisions that empower the Commission to regulate the
rendering of bills by “public utilities” but that do not apply if a non-utility were to render a bill
for a utility service. Section 1509 of the Code sets forth restrictions on the billing procedures
that are used by “a public utility as defined in paragraph (1)(i), (i1), (vi), or (vii) of the definition
of ‘public utility’ in section 102 ... to its service customers ...” 66 Pa. C.S. § 1509. For

example, this section contains requirements concerning the allowable time period for paying a



utility bill and the way in which information must be displayed on the utility bill. However,
these restrictions apply only to “public utilities” that are delineated in specified portions of the
definition in Section 102 of the Code. As was noted previously, Marketers are specifically
excluded from that definition. Thus, the Commission’s statutory ability to regulate the content
and payment period on a bill for electric distnbution service exists only when the bill for such
service 1s “rendered by a public utility.”

Similarly, Subchapter B of Chapter 15, 66 Pa. C.S. §§ 1521-1533, sets forth billing,
collection, and termination requirements that must be met for public utilities that supply service
to leased, residential premises. However, these provisions are limited to “public utilities as
defined in paragraph (1)(i) and (i1) of the definition of ‘public utility’ ...” 66 Pa. C.S. § 1522(a).
Thus, again, because Marketers are not defined as public utilities, they are not subject to the
statutory provisions regarding the discontinuance of utility service to leased premises. In order
for these statutory provisions to apply to electric distribution service, the bill and meter for that
service must be provided by a public utility.

All of these provisions of the Public Utility Code are designed to protect consumers and
to ensure that a minimum level of regulated, utility service is provided within the
Commonwealth. It is possible to implement these provisions only if a public utility is
responsible for the electric meter and renders the bill for electric distribution service.

In passing the Act, the General Assembly was aware of these restrictions when it
permitted electric generation suppliers the right to bill for their own services and nothing more.
In Section 2807(c}), the Code provides: “Subject to the right of an end-use customer to choose to
receive separate bills from its electric generation supplier, the electric distribution company

may be responsible for billing customers for all electric services, consistent with the regulations



of the commission, regardless of the identity of the provider of those services.” 66 Pa. C.S. §
2807(c} (emphasis added). That is, the statute does not permit electric generation suppliers to
bill for all services; that right is reserved to the distribution utility. Instead, the generation
supplier only has the ability to render a separate bill for the services that it provides and then only
if the customer requests it.

Section 2807(c) then sets forth requirements for how the electric distribution utility must
perform the billing for services provided by others. These provis;,ions cover the form and content
of the bill, the furnishing of data to the distributicn utility, and the allocation of payments. 66 Pa.
C.S. §§ 2807(c)(1) to 2807(c)(3). Importantly, the Code does not contain comparable provisions
that define similar obligations for electric generation suppliers performing the same function.

See 66 Pa. C.S. § 2809. The absence of a parallel obligation for generation suppliers provides
further support for the conclusion that the statute does not permit anyone other than the
distribution utility to bill for distribution services.

In addition, there is no doubt that distribution utilities are required to provide other
services that are directly related to the billing function. Section 2807(d) states:

The electric distribution company shall continue to provide customer service

functions consistent with the regulations of the commission, including meter

reading, complaint resolution and collections. Customer services shall, at a

minimum, be mainfained at the same level of quality under retail competition.

66 Pa. C.S. § 2807(d) (emphasis added). It is difficult to understand how it would be possible for
the electric distribution utility to continue providing these services unless it is also the entity that
is billing for the services that it provides. This is particularly true for complaint resolution and
collections, both of which are directly related to the actual bill that the customer receives.

Further, several important provisions in the Commission’s regulations do not apply to

electric generation suppliers. Under the Act, the only provisions of the Commission’s



regulations that are made directly applicable to generation suppliers are the “standards and
billing practices” found in 52 Pa. Code Ch. 56. 66 Pa. C.S. § 2809(b). It makes sense for these
requirements to apply if the generation supplier is going to render a separate bill for service that
it provides, as customers may request pursuant to 66 Pa. C.S. § 2807(c).

However, the Act does not provide that the requirements in Chapters 57 and 58 of the
- Commission’s regulations apply to generation suppliers. Specifically, these regulations contain -
the following requirements, among others, with which electric distribution utilities must comply:

» Limitations on the fees for meter testing, 52 Pa. Code § 57.22,;
» Procedures for adjusting bills for meter errors, 52 Pa. Code § 57.24;
» Procedures for engaging in sales promotion practices, 52 Pa. Code §§ 57.61-57.67,

» Maintenance of customer records that enable the utility to implement a low-income
usage reduction program, 52 Pa. Code Ch. 58.

Each of these requirements, among the many others that appear in Chapter 57, apply only
to public utilities that provide electric distribution service. As was noted previously, that term
does not include the Marketers or other electric generation suppliers. Moreover, it would be
extremely difficult, if not impossible, for electric distribution utilities to comply with many of
these requirements if the electric distribution utility is not the entity that renders the bill to the
customer, performs collection efforts, and is otherwise the primary contact point with the
customer.

Furthermore, there is nothing in the Act that requires a different result. Numerous
provisions of the Act state that the purpose of the Act is to provide for competition in the supply
of electric generation to customers. For example:

» “Because of advances in electric generation technology and federal initiatives to

encourage greater competition in the wholesale electric market, it is now in the public

interest to permit retail customers to obtain direct access to a competitive generation

market ...” 66 Pa. C.S. § 2802(3) (emphasis added).
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» “The purpose of this chapter is to modify existing legislation and regulations and to
establish standards and procedurés in order to create direct access by retail customers
to the competitive market for the generation of electricity ...” 66 Pa. C.S. § 2802(12)
(emphasis added).

» “The procedures established under this chapter provide for a fair and orderly
transition from the current regulated structure to a structure under which retail
customers will have direct access to a competitive market for the generation and sale
or purchase of electricity.” 66 Pa. C.S. § 2802(13) (emphasis added).

» “This chapter requires electric utilities to unbundle their rates and services and to
provide open access over their transmission and distribution systems to allow
competitive suppliers to generate and sell electricity directly to consumers in this
Commonwealth. The generation of electricity will no longer be regulated as a public
utility function except as otherwise provided for in this chapter.” 66 Pa. C.S.

§ 2802(14) (emphasis added).

» “Itis in the public interest for the transmission and distribution of electricity to
continue to be regulated as a natural monopoly subject to the jurisdiction and active
supervision of the commission.” 66 Pa. C.S. § 2802(16) (emphasis added).

That is, there is nothing in the Act, or anywhere else in the Public Utility Code, that
authorizes any entity other than a public utility to furnish an electric meter or to render a bill for
electric distribution service. On the contrary, there are numerous provisions in the law that
require that only a public utility can provide such services for its customers.

In summary, it is unlawful for any entity other than PP&L to provide a meter and render a

bill for the electric distribution services that PP&L provides.

B. RECENT COMMISSION DECISIONS REINFORCE THE
REQUIREMENT THAT ONLY PP&L IS AUTHORIZED TO PROVIDE
" BILLING, METERING, AND METER READING SERVICES FOR ITS
CUSTOMERS.

Within the past few months, the Commission has addressed this question on two separate
occasions. Both times, the Commuission has held that the electric distribution company (EDC) is
the only entity that is authorized and permitted to provide metering and meter reading services,

and it is the only entity that is authorized and permitted to bill for regulated distribution charges. . .

10



First, on November 24, 1997, the Commission issued a Proposed Rulemaking Order that
requires each EDC to own, install, and maintain all electric meters used to serve its customers.
Rulemaking re Advanced Meter Deployment for Electricity Providers, 52 Pa. Code §§ 57.250-
57.257, Docket No. L-00970128 (Pa. PUC Nov. 24, 1997). In that Order, the Commission
concluded “that metering should remain a regulated function of the EDC at this time. Metering
can remain a regulated function of the electric distribution utility, retaining all existing
requirements and procedures for meter installation, reliability, safety, accuracy and the like.” Id,,
slip op. at 12.

Second, in its recent decision involving the restructuring of PECO Energy Co., the
Commission reached a similar conclusion. Application of PECQO Energy Company for Approval
of its Restructuring Plan Under Section 2806 of the Public Utility Code and Joint Petition for
Partial Settlement, Docket No. R-00973953 (Pa. PUC Dec. 23, 1997), modified on other
grounds, slip op. (Jan. 16, 1998). In that decision, the Commission rejected Marketers’ attempts
to bill for PECO’s distribution services and to take responsible for metering and related services.
Specifically, regarding billing, the Commission held: “We ... cannot conclude that it is
appropriate to unbundle billing based on this record. Therefore, PECO shall provide all billing
services, including billing for generation services, unless a customer indicates a preference to
‘receive a separate bill directly from'the supplier for generation services.” /d., slip op. at 139. On
the issue of metering, the Commission referred to its rulemaking docket (discussed above) and
held that “we do not believe that it is necessary to unbundle metering as a competitive service at
this time. ... While PECOQ, as a regulated EDC, shall be responsible for ali physical work related

to the meter, the customer and/or the EGS [electric generation supplier] may select the qualified

11



meter to be used and shall pay as a regulated rate any nét incremental cost incurred by PECO as a
result of the metering choice.” /d., slip op. at 140-141.

In summary, on the only two occasions where the Commission has addressed this issue, it
concluded that billing, metering, meter reading, and other customer service functions must be
provided by as a regulated distribution service by a public utility. There is absolutely no reason

to reach a different result in this case.

C. EVEN IF IT WERE LAWFUL FOR NON-UTILITIES TO BILL AND
METER UTILITY SERVICES, THE MARKETERS' PROPOSALS IN
THIS CASE MUSsT BE REJECTED.

Even if the law did not prohibit the Marketers from metering and billing for electric
distribution services, the evidence of record in this case demonstrates that it is not in the public
interest for metering and billing services to be provided by the Marketers. The Marketers’

proposals, therefore, must be rejected.

The Marketers’ Proposals are Unprecedented.

On the first day of hearings, Enron sponsored the testimony of Dr. John Mayo, a
professor of economics at the University of Tennessee, who proposed that utility customers
should be able to decide who bills them for the distribution services that PP&L provides. Enron
St. 2.0 at 24, Tr. 592 (8/18/97). However, Dr. Mayo agreed that the seller of a product — not the
.customer —.decides.how it will bill the customer and provide other customer.service functions.
Tr. 593-595 (8/18/97). In fact, as the following colloquy demonstrates, he was unable to identify
any other instance in our society where the seller of a product is required to permit someone else
to bill its customer and provide other customer services:

JUDGE KASHI: No, that’s not the question. Should PP&L be required to let
someone else bill for services that PP&L provides?

THE WITNESS: The answer 1s, not exclusively, but the opportunity to do so, yes.

12



BY MR. RUBIN:

Q. Dr. Mayo, are you familiar with any other service in our economy where a
seller of a good or service is required to let someone else handle the billing,
payment or customer service?

A. Not as [ sit here right this minute, no.
Tr. 596 (8/18/97).

Later in the hearings, Enron witness Bowen agreed that he was unaware “of any entity
that states as a separate line item on its bills the costs for billing.” Tr. 1321 (8/22/97). Instead,
the witness testified, both within the utility industry and in all other portions of the marketplace,
the costs of billing customers and otherwise providing customer service are included in the price
of the product. Tr. 1321-1322 (8/22/97).

The notion of “customer choice™ sounds appealing, but as Dr. Mayo and Mr. Bowen both
noted, it is unprecedented in this country when it comes to billing services. Customers do not
choose who will send them a bill; the company that provides the service decides how it will bill

its customers.

The Marketers’ Proposals Do Not Allow Customers to Choose.

As the hearings continued and several more witnesses addressed this issue, it became
apparent that the Marketers were not really interested in customer choice anyway. Instead, the
Marketers want to be able to control the billing and metering process.

Enron witness Reising makes that abundantly clear in his proposed “Distribution Services
Tariff.” Enron Exh. 3.1, PDR-8. This proposed tariff sets out the rules that Enron would like to
see govern the relationship between PP&L (the “EDC” in the tariff), Marketers (the “Customer”
in the tariff), and the utility customer (the “End User” in the tariff). Those proposed rules make
it clear that the Marketers would be able to choose who serves the customer. Specifically,

proposed rule 10.1 states: “The Customer [that is, the Marketer], or at its election, the EDC [that

13



is, PP&L] shall be the Meter Service Provider and shall provide, own and maintain any meter or
meters required in the supply of service.” The rules continue, giving the Meter Service Provider
the responsibility for reading meters and for rendering bills to End Users (that is, to PP&L’s
customers). /d., Rules 11.1 to 11.4. Importantly, there is nothing in Enron’s proposed tariff that
would allow the End User to decide who provides it with a meter, bill, or other customer
services. Under the proposed tariff, that choice rests solely with the Marketer.

Enron’s position is reinforced by the provisions in its proposed “Electric Generation
Supplier Tariff” sponsored by its witness Coles. Enron Exh. 7, LRC-2. That tariff also fails to
give PP&L’s customers any choice about who provides them with billing and metering services;
instead, the Marketers are the only ones who have any choice. Specifically, proposed Rule 4.5
states: “Suppliers shall be responsible for billing all services to the Customer, including the
EDC’s charges for Energy Delivery Service, Transmission Service, Ancillary Services and other
related charges, unless the Supplier elects: (1) to have the EDC bill its charges separately to the
Customer or (2) to have the EDC bill all charges including all of the Supplier’s charges.” Id.,
page 6 (emphasis added). In other words, Enron’s proposal is to give the Marketer the choice of
billing options. Neither PP&L nor its customers would have any choice in how PP&L meters or

bills its customers.

The Marketers’ Proposals Violate the [aw.

The Marketers’ proposal cannot be adopted. This proposal violates the provisions of the
Act. Section 2807(c) speciﬁcélly states that the customer has “the right ... to choose to receive
separate bills” from the Marketer and PP&L. 66 Pa. C.S. § 2807(c). That section also states that
if the customer fails to choose to receive separate bills, then PP&L is responsible for rendering
bills for all electric services. /d. Thus, the Marketers’ proposal to give themselves the right to

choose billing and metering options must be rejected as violating the provisions of the Act.
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The Marketers’ Proposals Result in Unwarranted Discrimination.

Not only do the Marketers’ proposals violate the express language of the Act, they also
would result in unwarranted discrimination among similarly situated utility customers. By
giving a Marketer the power to choose whether it will provide billing or metering services to a
customer, the Marketer is free to skim off those customers that can be served at relatively low
cost; leaving higheR-cost customers to be served by PP&L. IBEW witness Schmitt addressed

these'concerns as follows:

Today, we have a system that ensures that everyone receives electric service of
the same high quality. Customers who live in remote areas, who have low
incomes, or who have special needs receive the same service at the same cost as
customers who live in densely populated areas and make no demands on our
customer service personnel. This type of universal service at a uniform price will
be in serious trouble if we let other companies pick and choose the customers they
want to provide revenue cycle services to. I have no doubt that Enron or NEV or
one of the other potential suppliers could provide customer service to some of our
customers at less than our average cost of providing customer service. So could
PP&L. But that’s not the point. Right now, PP&L employees are able to provide
high-quality customer service to all of our customers. The monthly customer
charge is the same for every customer who takes the same type of service. It
doesn’t matter if a customer calls us five times a month or once every ten years; it
doesn’t matter where they live or what their income is. The low-cost customers
make it possible to serve the high-cost customers at the same price and same high
quality. If competitors are allowed to skim off the low-cost customers (higher
incomes, fewer demands, living in more densely populated areas), then it will not
be possible to continue serving the higher cost customers at the same price,
because the average cost will increase significantly.

It’s similar to the way that the U.S. Postal Service is set up. The goal is to
provide a'service (first class mail) to everyone at the same price. Of course others
could deliver mail in New York City at less than the average, nationwide cost of
delivering mail. But those people are not also willing to provide service to rural
Montana or Alaska at the same price. Serving the high-cost customers is made
possible by the ability to also serve the low-cost customers.

Exactly the same thing is true for PP&L’s revenue cycle services. It’s
possible to provide a full range of customer services — metering, meter reading,
billing, collections, and customer service — at the same price to everyone only
because we serve everyone. Take away our low-cost customers and the average
cost to serve the remaining customers will increase.

[BEW St. 1 at 10-11 (emphasis in original).
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Incredibly, Enron and the other Marketers do not dispute that they intend to discriminate
among customers. Mr. Shapiro, Enron’s Vice President of Governmental Affairs, testified that
Marketers should be able to charge different rates for the distribution of electricity to customers
who receive the same class of service. Tr. 1615-1618 (8/26/97). Indeed, he stated: “Given that
not all customers are similarly situated, have different electricity requirements, different needs, I
think it’s very likely that there will be some differentiation in terms of the price that’s proposed
to various customers.” Tr. 1618 (8/26/97). Moreover, Enron does not believe that the amount it
bills customers for distribution charges should be subject to any regulation by the Commission.
Tr. 1618-1619 (8/26/97). See also IBEW Cross Exh. 2 (8/26/97), where Enron states that
“suppliers should be able to bill its customer however it chooses.”

Enron witness Jacobson reinforces the Marketers’ intention to discriminate among
customers and select those who are least costly to serve. The witness testified that PP&L would
be required to provide billing, metering, and other customer service, and that it would be required
to provide those services at a regulated, average price. Tr. 1354 (8/22/97). Marketers, however,
have the option of selecting those customers that they want to serve, and doing so under prices
that are not regulated. Jd. Mr. Jacobson also agreed that it would not make sense for a Marketer
to provide billing and metering services to a particular customer if the Marketer’s cost of serving
that customer exceeded the utility’s average cost, but it would make sense where the Marketer’s

cost were less than the utility’s average cost. Tr. 1359-1360 (8/22/97).

The Marketers’ Proposals Do Not Increase Economic Efficiency and Would
Increase the Average Cost of Providing Service.

Mr. Jacobson also suffers from the mistaken belief that Marketers’ cream skimming
would improve the efficiency of the electric distribution system. As Mr. Jacobson testified:

Q. Let me try a real simple example. Let’s assume obviously hypothetically
that PP&L has three customers, just so we can do all this in our heads here.
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And to provide metering service to one customer costs it S0 [cents], and
another customer costs it a dollar afid ahother customer costs it $1.50.
So the average cost of servicing these three customers would be a dollar, is

that right?
A Right.
Q. ... Let’s assume that Enron could serve the 50 cent customer who is

paying a dollar, because the rates are based on average cost, Enron could serve it
at a cost of 90 cents.

So that customer’s bill would go down by a dime. But does that mean that
Enron is providing the service more efficiently than PP&L is providing it?

A. I believe it does. I believe it does mean we are.
Tr. 1362-1363 (8/22/97).

Obviously, Enron’s view of economic efficiency is incorrect. Under this simple example,
the total cost of providing metering service increases from $3.00 ($0.50 + $1.00 + $1.50) to
$3.40 (30.90 + $1.00 + $1.50), increasing the average cost from $1.00 per customer to $1.13 per
customer. Even worse, 1f a Marketer is permitted to.skim off the lowest cost customer, the
average cost to the remaining customers would increase to $1.25. This is not economically
efficient and it is not in the public interest.

Simply, the Marketers believe that they should be permitted to bill utility customers for
regulated, distribution services at any price they choose — without regard to PP&L’s tariffed rate
for providing such service. Under the Public Utility Code, PP&L would be powerless to respond
to the Marketers’ efforts to skim off its lowest cost customers. Section 1304 prohibits a “public
utility” from discriminating among similarly situated customers or from charging a rate that is
gither higher or lower than its tariffed rate. 66 Pa. C.S. § 1304. See also 66 Pa. C.S. § 1303,
requiring public utilities to adhere to the provisions in their tariffs. But because the Marketers
are not “public utilities™ they believe that they should be allowed to charge different rates for

precisely the same regulated, distribution service. Moreover, the effect of such pricing tactics
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would be to increase the average cost of serving those customers who are left on the PP&L
system.

The real world is substantially more complicated than this simple, three-customer
example. In the real world, under the Marketers’ proposal, PP&L would be required to maintain
its entire infrastructure for billing, metering, and other customer service functions. As Enron
witness Shapiro admits, PP&L would need to maintain a customer service call center (Tr. 1624-
1627), the ability to deal with payment-troubled customers (Tr. 1627-1628), the ability to
physically terminate service to customers (Tr. 1628-1629), and the capability to bill and meter
any customer at any time (Tr. 1634) (all references are to the transcript of 8/26/97). This also
was confirmed by Enron witness Bowen, who agreed that PP&L would be required to “maintain
a billing, metering and customer service infrastructure sufficient to serve all returning
customers.” Tr. 1333-1334 (8/22/97). And, in case there was any remaining doubt, Mr. Bowen
also confirmed that Enron would oppose any attempt to require a Marketer to provide billing or-

metering services to any customer under any conditions. Tr. 1334 (8/22/97).

The Marketers® Proposals are Neither Pro-Consumer Nor Pro-Competition.

The Marketers obviously contend that their proposals would enhance competition and
would benefit consumers. In fact, exactly the opposite is true.
-~ ~~IBEW’s witness, Mr. Schmitt, testified as follows about-the problems that would result if
each Marketer could provide its own meter:

I am very concermned about what would happen if a customer changed electric
suppliers with the frequency that some customers change their long-distance
telephone supplier or the supplier of other competitive goods and services. If each
generation supplier installs its own meter, then a customer could see frequent
changes of his or her electric meter. As [ mentioned before, an electric meter is
not just an appliance that can be unplugged. The work is potentially hazardous,
must be done properly, and should not be done frequently to avoid the possibility
of wear or damage to the customer’s meter base. Further, there can be

considerable inconvenience to the customer of having a meter changed.

18



'

Depending on the location of the meter, the customer may need to be at home in
order to have the meter changed. And in all cases, the customer will suffer a
power outage while the meter is being changed. These kinds of outages will be
very inconvenient to the customer. ...

Q. Do you agree with the other witnesses that allowing generatioh suppliers
to provide the electric meter will improve the level of competition to customers?

A. Obviously, I am not an economist and I can’t point to any studies on this
question. But based on some very simple facts and my personal experience, |
think that it is more likely that allowing competition for metering will actually
result in reducing customer choice for generation supply.

Q. Why do you say that?

A. I am speaking from my experience and the experience of my friends,
neighbors, and family. From my experience, many customers do not have a great
deal of loyalty to specific suppliers. Many people will go to three or four different
stores to buy groceries because of what’s on sale. The next week, they’ll buy a
different set of items and different brands at different stores. Many people will
watch the ads and coupons carefully and change their buying habits accordingly.
If you get an offer from a long-distance telephone company that looks good, many
people will change long distance suppliers, and then change to another supplier
when they get a better deal. But customers will not do this if it is expensive or
inconvenient to change suppliers. Just imagine how many people'would change
long-distance telephone suppliers if you had to schedule an appointment, have
someone come to your house, lose telephone service for a period of time, and
have to pay a substantial charge in order to switch suppliers.

It’s also obvious to me that allowing suppliers to provide the electric meter
will make it more difficult for smaller suppliers to break into the market. The
small wind farm or hydroelectric dam, the factory producing some excess power,
and other small power producers would be locked out of the market because they
cannot provide metering and billing services.

t
In other words, it looks to me like having the generation supplier provide
the electric meter will result in less customer choice, not more.

[BEW St. 1 at 4-6. See also the testimony of Enron witness Jacobson, agreeing that there would

be some circumstances where a customer would need to obtain a new meter in order to change

electric suppliers. Tr. 1366-1367 (8/22/97).

These problems are serious. Customers will be reluctant to change suppliers if it means

having to obtain a different electric meter. Safety can be compromised if the meter 1s changed
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® o
frequently or if several different meter supplies must be contacted before a building can be
serviced. Meter installers that are not subject to the supervision and control of a public utility
would have to be licensed, and the procedures for such licensing do not exist today (see Enron
witness Jacobson’s testimony at Tr. 1367 (8/22/97)).

In addition, there would need to be special procedures to ensure that a customer is never
without an electric meter. But, as Enron’s witness Jacobson testified, “I don’t have an answer for
you today as to exactly how that will take place.” Tr. 1364 (8/22/97).

These concerns were highlighted through the testimony of one of the nation’s leading
utility consumer experts, Dr. Mark Cooper, who testified on behalf of the American Association
of Retired Persons. Dr. Cooper expressed serious concern about the packaging of numerous
services, including billing and metering services. As he testified: “[A]s the product gets
complex, with an uneducated consumer, people get away with things, consumers end up paying
for things they didn’t think they were buying, paying more than they would have if they had been
given a set of clear and concise choices.” Tr. 2053 (8/29/97). Dr. Cooper also noted that it is
“critical” to make it easy for customers to change generation suppliers. /d. As was noted above,
the Marketers’ proposals would result in customers also having to change billing and metering
suppliers, and on occasion having to arrange for a different meter altogether, greatly increasing
the complexity and difficulty of changing suppliers. See also IBEW Cross Exh. 3 (8/29/97),
where Dr. Cooper addressed the additional complexity that would arise from multiple suppliers
of billing and metering services.

The answer to these problems is simple: treat billing and metering as part of the
regulated distribution of electricity. PP&L should be solely responsible for providing and

maintaining a meter and for billing for the service that it provides. As Enron witness Jacobson
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agreed, under such an industry structure, there would be no need “for a customer to change its
electric meter if it changed generation suppliers.” Tr. 1364-1365 (8/22/97).

The Marketers’ Proposals Have Nothing to do With Providing Customer Choice
and Evervthing to do With Trying to Make Money.

What’s going on? Why are the Marketers proposing a system that is cumbersome,
discriminatory, anti-competitive, and inconvenient? Why do they want to inhibit the entry of
small suppliers into the generation market and cause serious concerns about the safety and
reliability of electric service (both to the public at large and-to utility workers)? The answer is
money. Like a breath of fresh air, NEV witness Day provided the real reason that Marketers
want to provide billing and metering services. It has nothing to do with customer choice. As she
testified:

Q. Why is distribution service unbundling an essential element of the
restructured energy services market?

A. The simple answer is profitability. Without the unbundling and
competitive provision of distribution services, new market entrants will eventually
be starved out of the market. This will be the inevitable result when the margins

on the sale of electricity are too small to support the new market entrant’s service
delivery overheads.

NEV St. 2 at 2 (Q/A 5).

In other words, it will be hard for Marketers to make money by doing what the law allows
- them to do — sell electricity. The profit margins will be small; the market will be very
competitive. It will be hard to differentiate one marketer from another. It will be hard to
compete head-to-head with efficient energy producers. It will be much easier for Marketers to
make money if they can also skim off the desirable customers and provide them billing and
metering services at less than PP&L’s average cost. And, just to make sure that they can make

money by cream skimming, the Marketers also want to prevent PP&L from competing by

charging anything other than PP&L’s average cost for billing and metering services.
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To be blunt: It doesn’t matter to the Marketers if it’s inefficient, inconvenient, unfair,
unlawful, or discriminatory. The Marketers will be able to make more money, so it must be a
good idea.

The Commission should reject the Marketers® proposals, and do so in no uncertain terms.
There is no reason why the Marketers should be allowed to provide billing and metering services.
There certainly is no reason why PP&L should be compelled to allow a Marketer to bill a PP&L

customer for the distribution services that PP&L provides to that customer.

C. CONCLUSION

Several provisions of the Public Utility Code would be violated or rendered
unenforceable if Marketers are permitted to provide billing and metering services to PP&L’s
customers. Moreover, even if it were not unlawful for Marketers to provide these services, there
are numerous reasons why it would not be in the public interest for them to do so. Simply, the
Marketers’ proposals would result in discrimination, economic inefficiency, confusion, safety
concerns, and other serious problems with the provision of safe, adequate, and reliable electric
service.

'The Commission, therefore, must reject the Marketers’ proposals to provide billing and
metering services to PP&L’s customers. PP&L, as the public utility charged with providing
regulated, electric distribution service, must be responsible for the electric meters that serve its
customers and must be permitted to render bills for distribution service to its customers.

E. FURTHER UNBUNDLING OF DISTRIBUTION RATES OR SERVICES

l. PP&L MUsT BE THE EXCLUSIVE PROVIDER OF METERING, BILLING
AND COLLECTION SERVICES FOR ELECTRIC DISTRIBUTION SERVICE

This issue is addressed in Section X.D.8 of this brief. As IBEW discusses in that section,

there is no need to further unbundie the rates for various components of distribution service (such
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as billing, metering, and collection), because it is unlawful and against the public interest for
anyone other than PP&L to provide these services.

CONCLUSION

For the reasons set forth in this Main Brief, the International Brotherhood of Electrical
Workers Local 1600 respectfully requests the Pennsylvania Public Utility Commission to issue
an order that prohibits any entity other than Pennsylvania Power and Light Company from
providing and maintaining electric meters and from rendering bills for electric distribution

service within the service territory of Pennsylvania Power and Light Company.
Respectfully submitted,

Scott J. Rubin

3 Lost Creek Drive
Selinsgrove, PA 17870
(717) 743-2233

Counsel for:

IBEW Local 1600

Dated: February 12, 1998
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INTRODUCTION
NEV East, LLC ("NEV")!, by and through its undersigned counsel, submits this
Memorandum of Law in opposition to the proposed restructuring plan (the "Plan") submitted by
Pennsylvania Power & Light Company ("PP&L") pursuant to Section 2806 of the Electricity
Generation Customer Choice and Competition Act, 66 Pa. C.S.A. §2801 gt seq. (the "Act"). The
specific aspects of the Plan addressed in this Memorandum are code of conduct and competition
issues related to consolidated billing services.?
ARGUMENT
X. CODE OF CONDUCT AND COMPETITION ISSUES®
A. PP&L Should Be Required To Implement Consolidated Billing For
Multiple Meter Customers In Accordance With The Commission's
Opinion And Order In The PECO Restructuring Proceeding.
Under the current regulatory system, the many customers who receive service on
multiple meters throughout an EDU's service territory are discriminated against when compared to

customers with similar loads served through a single meter. (Boonin, Direct Testimony, at 17). In

particular, a customer with multiple meters who is on the same rate schedule and who places the

' NEV, an intervenor in this proceeding, is a national leader in the formation of retail
energy power purchasers groups. NEV negotiates with energy suppliers nationwide to obtain the
lowest electricity prices through the collective purchasing strength of its buyers' group members.
NEV originally intervened in this proceeding as New Energy Ventures, Inc. Since intervening,
due to a corporate restructuring NEV has changed its name to NEV East, LLC.

?  NEV has joined in the Joint Post-Hearing Brief of the alternative suppliers group, and

submits this brief only with respect to these specific issues, in accordance with the letter of Alan
Kohler, lead counsel for the Competitive Intervenors Group, to the Hon. George M. Kashi, dated
September 3, 1997. Accordingly, NEV has not independently submitted herewith the schedules
and tables called for by the Briefing Order.

This section addresses the topics listed in Sections X.B, X.C and X.E.1 of the
"Restructuring Plan Case Issues” set forth in the Briefing Order.



same type of non-distribution related load on the system as a single-meter customer is being charged
more than that single-meter customer. (ld. at 18).

Although the Act is silent on this specific issue, it does give the Commission
authority "to approve flexible pricing and flexible rates, including negotiated, contract-based tanffs
designed to meet the specific needs of a utility customer and address competitive alternatives."
Section 2806(h); see also Section 2804(2) ("Customers should be able to choose among alternatives
such as . . . flexible pricing. . . ."). Moreover, leveling the playing field for multiple-meter customers
is in keeping with the Act's undisputed purposes, among others, of creating a competitive market and
promoting economic development in the Commonwealth.

In its Opinion and Order entered December 23, 1997 in the restructuring proceeding
involving PECO Energy Company*, the Commission exercised its authority to remedy the existing
discriminatory billing practices affecting multiple meter customers by approving billing
consolidation, such that aggregated customers will be billed based on the load that they place on the
system. [n its restructuring plan, PECO had defined "customer” to include a single point of delivery.
In rejecting that definition, the Commission stated:

In challenging PECO's position, it was asserted that EGSs

should be permitted to treat customers with multiple locations as a

single service for purposes of billing for transmission and CTC-

related charges. In other words, transmission and CTC-related
charges would not change with the number of installations or meters,

4

Application of PECO Energy for Approval of its Restructuring Plan Under Section 2806
of the Public Utility Code and Joint Petition for Partial Settlement and Petition of Enron Energy
Services Power, Inc. for Approval of an Electric Competition and Choice Plan and for Authority
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as they currently do, but with the amount of load placed on the
system.

PECO's restriction is inappropriate in a competitive

generation market because it makes it more difficult with multiple

sites to aggregate their load with a singie EGS. Accordingly. we shall

permit billing _consolidation. For administrative ease, billing

consolidation should only apply to customers who have multiple

meters on the same rate tariff. This change shall not apply to

distribution charges because customers with multiple meters may

impose a cost on the system that is different than a similar load from

a single location associated with the distribution of the service.
Order and Opinion, at p. 140 (emphasis added).’

The Commission's December 23, 1997 Opinion and Order is entirely consistent with
NEV's testimony in this proceeding regarding the need to eliminate the current discriminatory effect
on customers with multiple meters by ‘permitting alternative generation providers to treat these
customers as a single service for purposes of billing for transmission and CTC-related charges.
(Boonin, Direct Testimony, at 17). In particular, when a customer has multiple metering locations,
the customer should be permitted to elect to consclidate the bills for any or all of its meters served
under the same rate. Transmission and CTC-related charges would not change with the number of

installations or meters, as they currently do, but with the amount of load placed on the system. (Id.

at 18). As stated by the Commission in its December 23 Opinion and Order, for administrative ease,

> The Commission reaffirmed its intention that billing consolidation be implemented in its

subsequent Opinion and Order on Compliance Filing, adopted and entered on February 5, 1998,
in the same restructuring proceeding involving PECO Energy Company (at pp. 12 and 14).
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this billing consolidation should only be for customers of record who have multiple meters on the
same rate tariff. (Boonin, Direct Testimony, at 19).

Elimination of this present discriminatory effect on multiple meter customers is
particularly important now that competition -- and the innovation it will inevitably bring -- has been
introduced into the system. (ld. at 19). More and more customers will be metered so that hourly
loads can be determined, enabling consolidated billing. (Id.). Competition also challenges the
necessity of demand-based billing, particularly if customers are paying for the burden they place
upon the system virtually on an hourly basis. (ld.). At bottom, competition highlights the
importance of electric prices in economic competitiveness, and eliminates any excuse for the type
of blatant discrimination which exists under the current system. (Id.).

Accordingly, NEV proposes that the Commission adopt NEV's proposal that
alternative generation providers be allowed to consolidate bills for customers with multiple meters
within a single tariff, in accordance with the Commission's Opinion and Order entered December
23, 1997 in the PECO Energy Company restructuring proceeding. (Boonin, Direct Testimony, at
19). Only through this modification can the Commission prevent the discrimination that exists under

the current system. (Id. at 20). PP&L has not introduced any evidence against the adoption of such

8 The Commission would not need to take action with respect to generation itself because

the price of generation is deregulated and the EDU already has the right to issue a customer a bill
for its generation services on a consolidated basis. (ld. at 17). Nor would this proposed change
apply to distribution charges, as the Commission noted in its December 23, 1997 Order in the
PECO proceeding, because customers with multiple meters may impose a cost on the system that
is different than a similar load from a single location associated with the distribution of the
service, (ld.). Therefore, distribution charges should be billed as they are currently. (Id.).
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consolidated billing and so, although its proposal is silent on the issue, PP&L apparently does not
contest its adoption by the Commission.
CONCLUSION
For all of the foregoing reasons, NEV East, LLC requests that the Commission reject
PP&L's proposed restructuring plan and instead require PP&L to submit a modified restructuring

plan which incorporates NEV's proposal of consolidated billing as discussed above.

Respectfully submitied,

HANGLEY ARONCHICK SEGAL & PUDLIN

By: % L @
%eph A. Dwore%
John P. Lavelle, Ir.
Luke E. Dembosky
Attorney Id. Nos. 26968, 54279 and 75596
One Logan Square, 12th Floor
Philadelphia, PA 19103
(215) 568-6200

Dated: February 9, 1998
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Tefare the
Wennsyliania Fublic Weility Gommission

PENNSYLVANIA PUBLIC UTILITY
COMMISSION

V. Docket No. R-00973954
PENNSYLVANIA POWER & LIGHT COMPANY
(Application of Pennsylvania Power & Light

Company for Approval of its Restructuring Plan
Under Section 2806 of the Public Utility Code)

SUPPLEMENTAL
INITIAL POST-HEARING BRIEF
OF THE
PENNSYLVANIA PETROLEUM ASSOCIATION
and the
PENNSYLVANIA ASSOCIATION OF
PLUMBING, HEATING, COOLING CONTRACTORS, INC.

L. INTRODUCTION

This supplemental post-hearing brief is filed on behalf of the Pennsylvania
Petroleum Association (PPA) and the Pennsylvania Association of Plumbing, Heating

and Cooling Contractors, Inc. (PHCC) in accordance with the Order issued by the Hon.




l_ - .

George M. Kashi, Administrative Law Judge on February 2, 1998.

II. PRELIMINARY STATEMENT

This prc;ceeding involves consideration of the restructuring plan submitted
by Pennsylvania Power & Light Company ("PP&L" or "Company") in accordance with
the Electric Generation Competition and Customer Choice Act, 66 Pa. C.S'. §2801 et
seq. ("Act"). The underlying goal of the Act is to expose the monopolistic structure
which has governed the provision of utility service in the Commonwealth to competitive
forces thereby enabling consumers to experience lower rates, greater choice and
additional flexibility. This goal can only be achieved if PP&L is prevented from
leveraging its monopolistic position in the competitive markets now developing for the
provision of electricity and other related competitive services. Additionally,
restructuring will only be successful if the rate design, including the competitive
transition charge (CTC) is properly designed to provide accurate pricing signals to
customers rather than creating a disincentive for customers to purchase electricity from
an independent marketer.

This brief will address two issues of primary concern to PPA and PHCC:
the application of competitive safeguards to all competitive services and the CTC rate
design methodology. It is respectfully proposed that the Commission direct that the

competitive standards and code of conduct approved in this proceeding be applied to all
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competitive services provided by the utility and reject the Company's proposed CTC rate

design and customized rate proposal.

. THE COMPETITIVE SAFEGUARDS AND CODE OF CONDUCT
ESTABLISHED IN THIS PROCEEDING SHOULD BE APPLIED TO
ALL COMPETITIVE SERVICES OFFERED BY PP&L AND ITS
AFFILIATES

The success of the statutorily mandated restructuring process is contingent
upon creation of a market environment in which vendors can compete on a level playing
field unencumbered by a competitively advantaged utility. The importance of
establishing competitive safeguards and a related code of conduct to maintain an
effective balance in the competitive market, was most recently underscored in the

ion's R ] rder for PECQO Ener m ,! wherein the
Commission stated:

"As we enter the era of generation competition, this

Commission must ensure that competition can occur on a

level playing field without discrimination or inappropriate

competitive advantage to any market participant” (PECO

Order, p. 123).

With respect to transfers of assets between the utility and its competitive

affiliates, the Commission further underscored that it must ensure that such transfers do

12806 of the Public Utlity Code. R-00973953 (Dec. 23, 1997),
Rgcgngidg ration Qrder, (January 16, 1998) (collectlvely referred to as "PECO Order").
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® o
not "provide any inappropriate cross-subsidization of the competitive affiliate, and is
accompanied by...safeguards to protect the public interest” (Id., p. 124). Therefore,
successful restructuring of the electric utility industry requires the creation of a viable
competitive market which is protected by competitive safeguards and codes of conduct
goveming the relationship between the utility and its competitive affiliates.

The Legislature and the Commission have also noted the importance of
assuring a level competitive playing field in connection with gll competitive services
offered by the utility, not merely the provision of electric generation.

In Section 2806(e) of the Act the Legislature specifically directed each
electric utility to file a restructuring plan which includes

"unbundled prices or rates for generation, jurisdictional

transmission, distribution and other services.” (emphasis

added).

This language requires identification of all types of competitive services offered by a
utility associated with the sale of electricity. To assure compliance with this statutory
requirement, it is, of course, necessary to elucidate all services the utility offers in
connection with the sale of electricity, determine whether they will be performed on a
regulated or unregulated basis, and establish competitive safeguards to assure that such
services are provided in a manner that maintains a level playing field.

The Commission has also affirmed the relevance and importance of

identifying all regulated and non-regulated services each utility will provide.
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By its Order adopted on February 13, 1997 in Docket No.
M-00960890, F/3, Electric Utility Restructuring Filings Pursuant to 66 Pa, C.S
§2806(e), the Commission ordered each utility restructuring plan to include information
and data related to corporate structure issues. Specifically each utility was directed to:

"Provide a discussion of any contemplated acts of merger,

consolidation, acquisition or disposition by the company”,

and

"Provide a discussion and description of the utility's

proposed functional separation between regulated and non-

regulated operations.”

Docket M-00960890, F/3, Order adopted 2/13/97, Appendix A, p. 31, Items O(2) and
0(6).

Through its solicitation of this data, the Commission has recognized that
competition will be directly affected by each utility's policy concerning the provision of
unregulated services. |

Most recently, the Commission in the PECO Order clearly stated in a
number of contexts that a regulated utility must be prevented from undermining
competitive markets in which they operate, and this concern applied to all competitive
services regardless of whether they involve or are directly related to the sale of electric
generation.

Initially, the Commission made reference to various sections of the Code
which have general applicability to all competitive transactions. Specifically, the

Commussion noted that Section 2101 of the Public Utility Code which requires that all



contracts or agreements, whether in writing or not, involving a transaction between a
utility and its affiliate is not valid unless approved by the Commission. Additionally, the
provisions of Section 2101(b) of the Code obligate the Commission to approve an
affiliate transaction "only if it shall clearly appear and be established upon investigation
that it is reasonable and consistent with the public interest," and Section 2103 requires
the Commission to exercise continuing jurisdiction as necessary "to protect the public
interest" (PECO Order, p. 125).

After discussing the applicability of these sections of the Code to the
restructuring process, the Commission emphasized:

"Among other issues affecting the public interest, the

Commission must insure that affiliate transaction are not

inappropriately cross-subsidizing competitive affiliates or

divisions." (PECO Order, p. 125).

On the basis of this conclusion, the Commission directed PECO to "review all of its
affiliate transactions and submit requests for approval as necessary” (Id., emphasis
added).

In connection with the issue of functional separation, the Commission
firmly emphasized that anti-competitive cross-subsidies would be prohibited with
respect to all goods and services, not merely eleciric generation;

"Any transaction between PECO and an affiliate must be

approved pursuant to Chapter 21 of the Public Utility Code.

In order to ensure a 'level playing field', proposed affiliate

contracts for all goods and services, including power, must
not involve any anti-competitive cross-subsidy" (PECO



Order, p. 127, emphasis added).

It is evident that both the Commission and the Legislature have recognized
that cross-subsidization and other anti-competitive activities by a utility in connection
with all competitive services are inappropriate and inconsistent with the public interest.
As there is a need to ensure that such unlawful conduct is prescribed and prevented, it is
necessary in this proceeding to apply competitive safeguards to all competitive services.

It is also apparent that the development of a competitive generation market
- one of the primary goals of the Act - will be directly impacted by the various electric
services each utility will offer either on a regulated or unregulated basis through utility
personnel or by an affiliate or subsidiary. For example, PP&L could use the sale of
appliances or energy management services (activities which are highly competitive) at
prices which are subsidized by regulated operations, to leverage its position in the
generation market. In essence, as the goal of competition is affected by all services
offered by the utility, there is a clear and pressing need to ensure that all such services
are governed by appropriate safeguards.

Moreover, establishment of competitive safeguards for all competitive
services is especially relevant as we enter the era of utility restructuring. The
Commission is now in the process of considering the electric restructuring plans filed by
the electric utilities throughout the Commonwealth in response to the directives

contained in the Act. As the electricity utility industry as we know it will be



fundamentally changed and each utility will now attempt to compete in a more
competitive unregulated environment, implementation of safeguards that ensure a
competitive level playing field is extremely vital at this sensitive time.

It is important to underscore that the restructuring process will not only
affect the sale of electricity but will be expanded to cover a variety of related products
and services associated with the sale of electricity such as appliance sales and repair,
energy consulting and many others. The same concerns underlying the need to establish
competitive safeguards with respect to the sale of electricity apply equally as well to
other related competitive services in which the utility is able to leverage its corporate
assets, name and market position to secure an undue competitive edge.

Under these circumstances, application of competitive safeguards to all

competitive services is eminently timely, reasonable and prudent.

IV. CTC RATE DESIGN METHODOLOGY

The issues and concerns regarding the customized rate design methodology
and the CTC rate design proposal are comprehensively addressed in the testimony and
Initial Brief submitted on behalf of MAPSA, and need not be repeated here.

With respect to the CTC rate design, however, there is one aspect that
warrants additional comment. As proposed by PP&L (Witness Tierney) half of the

projected CTC revenues will be recorded through a fixed monthly charge similar to a



customer charge that is unrelated to the actual level of electnicity used by the consumer.
This approach fails to properly reflect why these costs were incurred in the first instance
and how they were recovered from consimers.

The costs of electric power used by PP&L to render electric service were
recovered from consumers through a usage based ¢/Kwh rate. Consumers who used a
greater level of electricity would therefore experience a greater charge for power costs.
This rate design approach correctly recognized that PP&L. acquired generation capacity
either tﬁrough purchase or construction of new. facilities, in order to meet the projected
level of demand or electric consumption on its system. A reasonable symmetry was
established between the basis of incurrence of power costs and the rate mechanisms by
which these costs were recovered. As generation was acquired to meet growth in usage,
the costs related thereto were recovered from ratepayers through a usage based rate.

The CTC is designed to recover stranded generation costs arising from the
introduction of competition. But they still remain electric power costs which, in the first
instance, were caused by an increase in usage and were reflected in rates by a Kwh
charge. Therefore, the entire CTC related revenues should be recovered through a usage
based Kwh rate, and its is inappropriate to recover any portion of these costs by a fixed
charge of any kind, as now proposed by the Company. In large measure, the Company's
proposal estai)lishjng a fixed monthly CTC improperly destroys the nexus between cost

incurrence and cost recovery.



V. LUSION

For the foregoing reasons, the Commission should direct that the
competitive safeguards adopted in this proceeding be applied to all competitive services,

and reject the proposed CTC rate design and customized rate proposal.
Respectfully submitted,

Pennsylvania Petroleum
Association and Pennsylvania Association
of Plumbing, Heating, Cooling Contractors, Inc.

By: /2(5@4\;; @u@

Usher Fogel, Counsel

Roland, Fogel, Koblenz &
Petroccione, LLP

1 Columbia Place

Albany, New York 12207

(518)434-8112

Dated: February 9, 1998
Albany, New York
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\ ANTHRACITE REGION INDEPENDENT POWER PRODUCERS ASSOCIATION

February 10, 1998 DOC
Office of the Prothonotary FO
Pennsylvania Public Utility Commission L
P.O. Box 3265
Harrisburg, PA 17105-3265

O R r

Re: Application of Pennsvlvania Power & Light Com or

Approval of a Restructuring Plan
Docket No. R-00973954

Dear Prothonotary:

The Anthracite Region Independent Power Producers
Association (“ARIPPA") joins in the brief that is being filed under
separate cover by two of its members, Schuylkill Energy Resources
and Gilberton Power Company. ARIPPA will not be filing a
separate brief.

ARIPPA in particular supports the need for a true-up
mechanism for payments that are made under contract with
independent power producers {(“IPPs”). Without such a true-up
mechanism, PP&L would have an economic incentive to curtail or
eliminate purchases from IPPs through inappropriate mears)
thereby allowing PP&L to retain projected payments as a Gr\b:)%dfall
to shareholders. P

~d

Nine {9) copies of this letter are enclosed with the original

for filing.

~ FEB 121998
Billie E. Ramsey
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cc:  As per Certificate of Service 5 3
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Administrative Law Judge George M. Kashi
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Re: Application of Pennsylvania Power & Light Company uy- o) 2:3
For Approval Of Its Restructuring Plan Under =1 e T~
Section 2806 the Public Utility Code - (&)
Docket No. R-00973954 sa
Dear Prothonotary:

Enclosed for filing are the original and nine {9) copies of the Main Brief
on behalf of the 0Office of Small Business Advocate in the above-docketed
proceeding. As evidenced by the enclosed certificate of service,

have been served on all active parties in this case.

three copies
If you have any questions, please do not hesitate to contact me.

Sincerely,

T Re

)
Bernard A. Ryan, Jr.
Small Business Advocate
Enclosures
ca: Hon. George M. Kashi
Administrative Law Judge

Parties of Record

Mr. Robert D. Knecht
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INTRODUCTION

On April 1, 1997, Pennsylvania Power & Light Company (“PP&L” or “Company”)
filed its Restructuring Plan pursuant to the Electricity Generation Customer
Choice and Competition Act, 66 Pa.C.S. §§2801-2813. As modified during this
proceeding, PP&L’s Restructuring Plan preojects stranded costs in the amount of
$4.5 billicn. Within the constraints of the statutory.rate caps and the limited
time period over which it may recover stranded costs, PPal proposes to collect
about $4.0 billion from its ratepayers through a competitive transition charge.

The ©Office of Small Business Advocate (“0SBA"} filed a Notice of
Intexvention on April 17, 1997 and actively participated in this proceeding. In
accordance with the procedural schedule, the OSBA submitted the Direct Testimeny,
Rebuttal Testimony, Surrebuttal Testimony and Exhibits of Robert D. Knecht.
These pre—filed documents were admitted into the record during the evidentiary
hearing on August 19, 1997, when Mr. Knecht appeared for cross-examination.

By this Main Brief, the OSBA does not recommend an overall level of
stranded costs to be recovered by PP&L. Rather, this Main Brief sets forth the
OSBA's primary concerns regarding the validity of key assumptions relied upon by
PP&L in projecting its stranded costs and submits a recommendation pertaining to
the use of PP&L’s electricity market price forecasts as a basis for calculating
stranded costs. Further, the OSBA f;cuses on the propriety of the specific
recovery mechanism by which PP&L proposes to recover stranded costs from its
small business customers. Finélly, by this Main Brief, the OSBA addresses
several other aspects of PPg&L’s Restructuring Plan that significantly impact the
small business community, proposing that certain safeguards be implemented to
ensure that PP&L’'s small business consumers are treated fairly during the

transition to a competitive generation environment.



This brief was ready to be served and filed when the procedural schedule
for this case was delayed to accommodate additional efforts to reach a settlement
among the active parties.' Despite diligent effcrts on the part of all parties
to reach such a settlement, none was achieved. While those settlement efforts
were underway, the Commission entered two Orders in the restructuring proceeding
involving PECO Energy Company® that provide some guidance to the parties on a
number of the issues discussed here; appropriate references to those two Orders

have now been added to this Main Brief of the 0SBA.

IThe Small Business Advocate acknowledges the lead role played by Karen 0ill Moury, then
serving as Deputy Small Business Advocate, in the presentation of the 0SBA’s case and the
preparation of this Main Brief. The small business customers of PP&L have been well served by
Ms. Moury’s diligent efforts and forceful advocacy con their behalf in this proceeding.

2The Opinion and Order that was entered by the Commission on December 23, 1997 (hereafter
called the *PECO Restructuring Order”) and the Opinion and Order (Restructuring Reconsideration
Order) that was entered by the Commission on January 16, 1998 (hereafter called the “PECO
Reconsideration Order”).




SUMMARY OF ARGUMENT

The cornerstone of this proceeding rests on the reliability of PP&L’s
electricity market price forecasts. Especially in view of PP&L’s residual method
for calculating stranded costs, the accuracy of those estimates hinges upon the
validity of the underlying forecasts of market prices. 1In fact, however, the
price forecasts utilized by PP&L in calculating its stranded costs are
unreasonably low and are not reliable for use im this proceeding.

By any comparison, PP&L's market price forecasts are conservative,
preducing understated projections of the future economic value of its generating
facilities. Particularly since the evidence in this proceeding demonstrates that
PP&L’s projections are insufficient to atéract the new capacity that it assumes
will be needéd early in the next decade, the Commission should not rely on the
Company'’s market price estimates. Rather, the Commission’s analysis should
incorporate more realistic projections of future market wvalue, such as those
advanced by intervenors in this proceeding, including the 0Office of Consumer
Advocate and the PP&L Industrial Consumers Alliance. Through the utilization of
market price forecasts that more closely track investors’ needs and expectations,
the Commission would ensure that the resulting level of estimated stranded costs
is more reliable.

It is also important for the Commission to carefully examine the
Competitive Transition Charge (“CTC”) propcsed by PP&L. While the residual
approach to calculating CTC revenues has certain benefits, it is necessary to
determine a method for assigning any excess CTC revenues if the Commission
authorizes the recovery of a level of stranded costs that is below the residual
CTC revenues. Depending upcn the ultimate level of stranded cost recovery in
this case, the Commission should consider whether it would be feasible to direct
that stranded costs be alleocated among customers in a way that is consistent with

PP&L’'s last cost allocation study. Through such an allocation approach, the



Commission would ensure that PP&L’s small businesses are not required to shoulder
more than an appropriate share of the stranded cost recovery. Morecover, the
Commission should reject any rate design proposals.advanced by PP&L or other
intervenors in this proceeding that would have the effect of shifting cost
responsibility among customers within the same c¢lass or among customers in
different classes.

Finally, the Commission should direct PP&L to develop phase-in procedures
that address the needs of the small business classes. In particular, the
Commission should seek to afford all small businesses a - fair and timely

opportunity to obtain direct access to a competitive generation market.



ARGUMENT
1. Overview of Competition Act

By Act 138 of 1996, known as the Electricity Generation Customer Choice and
Competition Act (“Competition Act”), the Pennsylvania General Assembly added
Chapter 28 to the Public Utility Code. 66 Pa.C.S. §§2801-2813. In promulgating
this legislation, the General Assembly declared that “[tlhis Commonwealth must
begin the transition from regulation to greater competition in the electricity
generation market to benefit all classes of customers and to protect this
Commonwealth’s ability to compete in the national and international marketplace
for industry and jobs.” 66 Pa.C.S. §2802(7}. The legislature also stressed the
importance of resolving the many transitional issues in a manner that is “fair
to customers, electric utilities, investors, employees of electric utilities,
local communities, nonutility generators of electricity and other affected
parties.” 66 Pa.C.S. §2802(7) and (8).

Through this amendment to the Public Utility Code, the legislature
established some basic standards and procedures desigﬁed to provide for direct
access by retail customers to the competitive market for the generation of
electricity, while maintaining the safety and reliability of the electric system
for all parties. In particular, the Competition Act requires “electric utilities
to unbundle their rates and services and to provide open access over their
transmission and distribution systems to allow competitive suppliers to generate
and sell electricity directly to consumers in this Commonwealth.” 66 Pa.C.S.
§2B02(14). As to the resolution of many of the specific issues required to fully
implement the directives of the Competition Act, the legislature delegated
extensive responsibility to the Commission. See, e.g., &6 Pa.C.S.'§§2804, 2806
and 2808.

Recognizing that electric utilities have incurred certain costs as a result

of long-term investments in generation facilities and long-term power supply




agreements which ™"may not be recoverable in a competitive market,” the
legislature empowered the Commission “to determine the level of transition or
stranded costs for each electric utility and to provide a mechanism...for the
recovery of an appropriate amount of such costs in accordance with the standards
established” in Chapter 28. 66 Pa.C.S. §2802(15). (Emphasis supplied).
“[T)ransition or stranded costs” are defined as an “electric utility’s knowrnt and
measurable net electric generation-related costs...which traditionally would be
recoverable under a regulated environment but which may not be recoverable in a
competitive electric generation market and which...will remain following
mitigation by the electric utility.” 66 Pa.C.38. §2803 (Definitions).

The extent to which the Commission may authorize the recovery of stranded
costs by electric utilities is specifically limited by the Competition Act to
those costs that are determined to be just and reasonable. 66 Pa.C.S5. §2804(13) -
(14); 66 Pa.C.S. §2808(c); 66 Pa.C.S5. §2812(a) (2) (1ii). In particular, while
Section 2808(c} requires the Commission to authorize the recovery of certain
costs associated with regulatory assets, nuclear generating plant decommissioning
obligations and non-utility generation projects, it expressly imposes an
obligation upon the Commission to determine what level of an electric utility’s
stranded cost claim attributable to generation plants may appropriately be
recovered. 66 Pa.C.S. §2808(c) (1}-(3}). Also, this provision of the Act requires
the Commission to ™“consider the extent to which the electric utility has
undertaken efforts to mitigate” its stranded costs, as well as any measures
employed by the electric utility to reduce or moderate customer rate levels prior
to the enactment of the Competition Act. 66 Pa.C.S. §2808(c) (4)-(5).

In establishing the general parameters for the non-bypassable stranded cost
recovery mechanism referred to as the Competitive Transition Charge {“CTC"},
Section 2808 (a) of the Act provides that electric utilities will be afforded an

opportunity to recover their transition or stranded costs, so long as the
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recovery of those costs is accomplished in a manner that “maintains consistency
with the allocation methodelogy for utility production plant accepted by the
commission in the electric utility’'s most recent base rate proceeding” and does
not "shift inter-class or intra-class costs.” 66 Pa.C.S. §2808{(a). As to the
time period over which electric utilities may collect the CTC from their
transmission and distribution (“T&D”) customers, Section 2808(b) authorizes such
recovery through December 31, 2005, nine years after the effective date of the
Competition Act. 66 Pa.C.S. §2808(bk).

During the period while electric utilities are recovering stranded costs
through the imposition of a CTC, ratepayers enjoy certain protections under the
Competition Act. Specifically, if eithe% an electric distribution utility is
still collecting a CTC or some customers still lack direct access, it may not
increase its transmission and distribution charges for any of its customers,
whether they purchase generation from the electric distributien utility or an
alternative generation supplier prior to June 30, 2061, fifty-four months after
the effective date of the Act. 66 Pa.C.5. §2804{4) (I). Further, as long as an
eiectric distribution utility is recovering gtranded costs through a CTC or some
of its -customers are ineligible for direct access, it is precluded from
increasing the generation rates above 1996 levels for any of its customers who
continue to purchase generation from the utility prior to December 31, 2005, nine
years after the effective date 6f the Act. &6 Pa.C.S. §iso4(4} {ii) .

A final provision of the Act that is particularly important to small
business customers is Section 2806, which provides for the- implementation of
direct access through a three-year phase-in period beginning on Jahuary 1, 1999.
Under this section, one-third of the peak léad of each customer class must have
the opportunity for direct access as of January 1, 1999, while two-thirds of the

peak load must be eligible for direct access as of January 1, 2000. All




customers of electric distribution companies must have direct access to a
competitive generation supply by January 1, 2001. 66 Pa.C.S.§2806(b).
Although the Competition Act suggests that customers be selected on a
first-come-first-served basis to attain direct access during the first two years,
it affords the Commission the discretion to choose a different approach. In
particular, this provision recognizes the need to examine other phase-in methods
s¢ as “to prevent competitive disadvantages among similarly situated customers

within a customer class.” 66 Pa.C.S. §2806(Db) (4).

II. PP&L’s3 Stranded Cost Calculations

Through the testimony of Joseph R. échadt, PP&L presented its calculation
of stranded costs, segregated into four categories: nuclear generation plants,
fossil generation plants, non-utility generation projects and generation-related
regulatory assets. PP&L Stmt. No. 8 at 4. According to Mr. Schadt’'s testimony,
PP&L’s total stranded costs, after mitigation, amount to $4.6 billion on a net
present value basis. PP&L Ex. JRS 8. This estimate was eventually lowered by
PP&L to $4.5 billion as a result of a change in the estimated market-clearing
energy prices. PP&L Ex. STJ 7 {xevised); Tr. 2327 (9/9/9%7).

Mr. Schadt explained that in order to calculate its stranded generation
plant costs, PP&L compared the annual revenue requirements for each nuclear and
fossil plant to the projected annual revenue each plant would receive from the
sale of output using market-based priées from January 1, 1989 to the end of the
remaining service life of each plant. After applying a PUC jurisdictional
percentage and discounting the resulting figures to present. value, PP&L's
stranded generation plant is estimated at approximately $3.6 billion. O©Of that
amount, PP&L designated nearly $2.9 billion as stranded nuclear generation plant,
while attributing the remainder to stranded fossil generation plant. PP&L Stmt.

No. B at 4; PP&L Ex. JRS 1A; PP&L Ex. JRS 8.



For non-utility generation (“"NUG”) projects, Mr. Schadt compared the
expected annual cost of the dutput that PP&L is contractually required to
purchase from these projects to the annual revenues from the sale of such output
using market-based prices. Alsc, he added the annual payments for the buy-out
of two NUG projects. PP&L Stmt. No. 8 at 5. Again, applying the jurisdictional
percentages and discounting to present value, he concluded that PP&L's stranded
costs associated with NUG obligations is about $657 million. PP&L Ex. JRS B.

Mr. Schadt computed the stranded costs for generation-related regulatory
assets by determining the annual amortization that would be charged to expense
under traditional cost-based regulation, applying jurisdictional percentages to
the amortization and discounting the resuiting stream of annual amortizations to
present value. PP&L Stmt. No. 8 at 5. According to these calculations, Mr.
Schadt estimated PP&L’'s stranded regulatory assets at roughly $354 million. PP&L

Ex. JRS 8.

III. Electricity Market Price Forecasts
A. The electricity market price forecasts, which impact the calculation
of PP&lL’s stranded costs and the development of an altermative
generation market, are c¢ritical and need to be thoroughly examined.

The key component affecting PP&L‘s calculation of stranded césts is its
electricity market price forecast. In particular, the accuracy of PP&L’'s
projections of the future econcomic value of its generating facilities hinges upon
the reliability of its underlying market price forecasts.

Indeed, Scott T. Jones, presenting the market price forecasts that he
developed for PP&L, emphasized the significance of electricity generation market
prices in this proceeding. Specifically focusing on the underlying fuel price
forecasts and the resulting market-clearing energy prices, Dr. Jones indicated

that these factors will ™“have the single largest impact on the utility’'s

estimated stranded cost.” PP&L Stmt. No. 7-R at 5.



In addition to highlighting the substantial impact that market price
forecasts have on the overall magnitude of PP&L’'s stranded cost claim, the 0SBA's
expert witness, Robert D. Knecht, also stressed the use of reliable electricity
price forecasts because of the effect on the meaningful development of a
competitive generation market. ©OSBA Stmt. No. 1 at 8-10. Commenting that
“undex-forecasted market prices give rise to below-market rates for utility
generation service, under PP&l’'s residual CTC methodolegy,” Mr. Knecht cpined
that the market price forecasts will determine “how competitive the industry will
be during the transition period.” OSBA Stmt. Ne. 1 at 8 and 10. Given the
fundamental importance of reliable market price forecasts underlying PP&L's
stranded cost calculations, it is critic;l that the assumptions relied upon by
Dr. Jones be carefully scrutinized. O©OSBA Stmt. No. 1 at 10.

Aside from the significant impact that PP&L’'s market price forecasts have
on its calculation of anticipated stranded costs, Mr. Knecht set forth another
particularly compelling reason for thoroughly examining the wmarket price
forecasts developed Ey Dr. Jones. In particular, he noted the mnatural incentive
that PP&L has “to wutilize a ‘conservative’ market price forecast for
electricity.” OSBA Stmt. No. 1 at 8. As Mr. Knecht explained:

First, in the transition period (1999-2005), a low forecast of

market prices improves the competitive position of PP&L vis-a-vis

other generation suppliers. (Note that in the transition peried, if

PP&L’s market price forecast were adjusted upward, both its stranded

cost claim and its CTC revenues would decline relative to the

existing proposal.} After the transition period, a low market price

forecast increases PP&lL’s stranded cost claim.
OSBA Stmt. No. 1 at 9. On the other hand, the use of "[h]igher forecast market
prices in the transition period would reduce CTC charges and make alternative

generation suppliers more competitive,” while “higher post-transition period

price forecasts will reduce the stranded cost claim.” 1Id.
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B. Dr. Jones described the development of his market price forecasts
for energy and capacity.

Dr. Jones explained that electricity prices are based on prices in both the
energy and capacity markets, which “"satisfy two different forms of demand for
electricity: the capacity requirements of producers and the demand for power
supplied by the energy market.” ©PP&L Stmt. No. 7 at 6. As to the energy
component of market prices for electricity, Dr. Jones indicated that the energy
or kilowatt-hour price for electricity “is driven mainly by the incremental cost
of fuel required to generate electricity.” PP&L Stmt. No. 7 at 11. To arrive
at projected market energy prices, Dr. Jones relied on the results of the
Company‘s EGEAS (Economic Generation Expansion Analysis System) model. PP&L
Stmt. No. 7 at 8, 25.

Although Dr. Jones eventually utilized the market energy price forecasts
produced by the EGEAS model to project hourly market clearing prices for PJM, he
separately developed the capacity component of market prices for electricity.
PP&L Stmt. No. 7 at 45; Tr. 1416 (8/25/97). On the subject of capacity, Dr.
Jones testified that the factors affecting these prices “include the short-term
costs associated with the last capacity-holder that succeeds in making its
capacity avallable to the system.” PP&L Stmt. No. 7 at 7. Specifically, Dr.
Jones explained as follows:

In an excess capacity situation, those c¢osts tend to be the

incremental fixed costs of keeping a plant available for operation

(e.g., a single year’s fixed O&M costs, any necessary investment,

and taxes). In a capacity deficit period, the marginal cost of

capacity would tend toward the cost of adding new capacity.

PP&L Stmt. No. 7 at 7. Despite Dr. Jones’ articulation of these sound econcmic
principles, he actually did not adhere to these thecories in forecasting capacity
prices. Rather, in developing his capacity forecasts, he relied almost

exclusively “on PP&L’s energy marketers’ experience negotiating with buyers of

the Company‘'s capacity.” PP&L Stmt. No. 7 at 45; OSBA Stmt. No. 1 at 31-32.
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The results of Dr. Jones’ PJM market price analyses are shown on Exhibits
STJ 7 (revised) and STJ 8. BAccording to those exhibits, Dr. Jones'’ projections
of the average market clearing electricity prices for the years 1999 through 2016
range from $22/mWh to $37/mWh, while the forecast capacity prices begin at
$22/kW/year in 1999 and rise to a level of $61/kW/year in 2016. As shown by
Michael J. Gruber, an expert witness for the Office of Trial Staff (“OTS”), Dr.
Jones’' estimates produce average projected market prices paid to PP&L over that
period of 2.63¢/kWh to 4.51¢/kWh. OTS Ex. No. 1, Schedule 3.

C. A comparigon of Dr. Jones’ projected market prices with forecasts
developed by other expert witnesses demonstrates that Dx. Jones’
projections are conservativa.

When Dr. Jones’ projected market- prices are compared with forecasts
developed by other expert witnesses in this proceeding, as well as in other
restructuring cases, the conservative nature of his projections, particularly in
the later years of the transition period, becomes clear. To illustrate, focusing
on the year 2005, we note that compared to Dr. Jones' projected market price of
3.47¢/kWh,? Douglas Smith, an expert witness sponsored by the Office of Consumer
Advocate (“OCA"), estimated a PJM market price (all-hours baseload) in that year
of 3.72¢/kWh.* Similarly, Randall Falkenberg, an expert witness presented by
PP&L Industrial Consumers Alliance ({(“PPLICA"”), projected a PJM market price of
3.74¢/kWh in 2005.°

By way of further comparison, Mr. Smith showed that the three estimates of
PJM market prices in 2005 that were submitted by PECO Energy Company in its

restructuring proceeding range from 3.6l¢/kWh to 3.76¢/kWh, and thus center

See 0TS Exhibit No. 1, Schedule 3.

OCA Exhibit DCS5-7. Note that Mr. Smith‘’s PP&L weighted generation price for that year is

4.156¢/kwh, as shown on OCA Exhibit DCS-8.

PPLICA Exhibit RJF-5.
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around his own figure of 3.74¢/kWh.® Obviously, the strong correlation among the
figures furnished by the OCA, PPLICA and PECO witnesses establishes the
conservative nature of Dr. Jones’ projections for 2005.

Additionally, testifying for the OTS, Mr. Gruber referred to the market
price estimates supplied by Metropolitan Edison Company and Pennsylvania Electric
Company in their restructuring proceedings of 3.53¢/kWh and 3.54¢/kWh in 2005.°7
OTS Stmt. No. 1 at 12. Clearly, even though those figures are somewhat lower
than the PJM market price estimates supplied by Mr. Smith and Mr. Falkenberg in
this case, they we?e provided by electric utilities who have the same incentives
as PP&L does to produce conservative market price forecasts. As ;uch, they
clearly lend a measure of additional suppo;t for the proposition that Dr. Jones’
market price forecasts are simply too low to be afforded any credibility or
weight in this proceeding.

Moreover, Mr. Gruber’s exhibit illustrates the disparity between PP&L’Ss
market price projections and the average of the forecasts presented by PP&L, PECO
and the GPU Companies. Specifically, we note that again referring to 2005, the
average forecast of these companies is 3.83¢/kWh, compared to PP&L’'s projection

of 3.47¢/kWh. See OTS Exhibit No. 1, Schedule 3.

D. Conservative assumptions regarding key factors driving electricity
market price forecasts cause Dr. Jones’ low projections of market
value.

Several witnesses have offered testimony challenging many of the critical
assumptions underlying Dr. Jones’ low market price forecast. In particular, Mr.
Knecht and other experts testifying for the intervenors identified numerous

conservative or flawed assumptions that Dr. Jones has incorporated into his

6 . . . .
OCA Exhibit DCS-%. Note that PECO’'s weighted market price estimates for 2005, as shown on

OTS Exhibit No. 1, Schedule 3, range from 3.93¢/kWh to 4.17¢/kWh.

0TS Exhibit No. 1, Schedule 3.
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analyses, which have had the combined effect of producing much lower than average
projections of market value during the transition period.
1. Rather than relying on independent fuel price forecasts, Dr.
Jones’ developed his own outlcok which contain projections
that are in the lower end of the range of independent
forecasts.

A key factor driving Dr. Jones’ low market price forecast is his fuel price
outlook. As Pr. Jones recognized, *“[iln the PJM region, the single most
important driver of electricity price in a competitive generation market...is
fuel prices.” PP&L Stmt. No. 7-R at 4-5. He further observed that whatever
“"fuel price forecast the Commission implicitly or explicitly adopts in this
p?oceeding will have the single largest impact on the resulting'market-clearing
energy price, no matter what medel is used to prgduce the forecasted competitive
price for energy.” 1I1d.

a. Dr. Jones’ method

In his direct testimeny, Dr. Jones indicated that he had reviewed several
independent fuel price forecasts, such as those prepared by Data Resources, Inc.
{(*DRI”) and the Energy Information Adminisfration (“EIA”). Also, he “examined
the recent historical record for price behavior in assessing the short-to-
intermediate term forecasts of others.” PP&L Stmt. No. 7 at 39. Then, applying
hig judgment to that data, he produced his own outlock for delivered prices of
oil, natural gas and cecal, as set forth in PP&L Exhibit STJ 3. Dr. Jones
described that exhibit as representing “a reasonable consensus forecast of fuel
prices.” PP&L Stmt. No. 7 at 40.

In rebuttal testimony, Dr. Jones offered a different explanation of his
methodology for forecasting fuel prices. Criticizing the various independent
sources that he had discussed and apparently relied upon in his direct testimony,

Dr. Jones seemed to abandon his previous description of his forecast as

reflecting a consensus of those independent forecasts. Rather, on rebuttal, he
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declared that his forecast was “guided mainly by actual changes in oil and gas
prices during this century.” PP&L Stmt. No. 7-R at 47.

b. Comparison of Dr. Jones’ fuel price forecasts with those
produced by independent sources

A review of wvarious independent forecasts of natural gas, coal and oil
prices, as reported by the Energy Information Administration in 1997, reveals
that Dr. Jones’' fuel price outlcok is hardly representative of a "consensus”
view. Rather, based upon a comparison of Dr. Jones’ fuel price forecasts with
other independent forecasts of fuel costs, Mr. Knecht £ound that Dr. Jones’
projections are consistently in the lower end of the range of independent
forecasts. OSBA Stmt. No. 1 at 27-30.

Mr. Knecht’'s observations tracked those of Mr. Falkenberg, who also
examined various independent scurces of fuel price outlooks and described Dr.
Jones’ fuel price forecast as a consensus of “low” forecasts. PPLICA Stmt. No.
2 at 30. Moreover, testifying for the OCA, Mr. Smith reached similar
conclusicns, ‘particularly when he compared Dr. Jones’ fuel price estimates to the
DRI price escalation rates for each fuel relied upon by PECO expert witnesses in
its restructuring proceeding. OCA Stmt. No. 2 at 10.

c. Review of oil price trends

Attempting to justify his fuel price forecast on the basis of historical
trends in oil prices, Dr. Jones reviewed oil prices over the last one hundred
years and concluded that they have tracked a flat real price trend. As Mr.
Knecht observed, however, it would be more accurate to say that Dr. Jones
analyzed “selective historical changes in oil prices.” OSBA Stmt. No. Sl at 19.
Specifically, “by eliminating the price spike caused by the Iranian Revolution,
Dr. Jones effectively assigns a zero percent likelihood to similar price spike
in the next twenty years” without providing any analysis to support his decision

to exclude certain data observations. OSBA Stmt. No. S1 at 19.
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Further, Mr. Knecht demonstrated that Dr. Jones’ claim that oil prices have
exhibited a flat real trend over the last one-hundred vyears is unfounded.
Specifically, Mr. Knecht explained that if “"oil prices have exhibited a flat real
trend over long pericds of time, then the average real price over time should
remain reasonably constant.” OSBA Stmt. No. 51 at 19. Yet, as Mr. Knecht noted,
Dr. Jones performed no such analysis of the trends in the average price of oil.
Rather, he simply performed a static computation, calculating the average price
over a single period of time (1900-199%6), which provided no information about
whether the average real prices are increasing, decreasing or remaining constant.
id.

In view of that deficiency in Dr. Joﬁes' presentation, Mr. Knecht analyzed
the trend in average oil prices over time and presents those results both
graphically and statistically. A review of OSBA Exhibit RDK-52 shows that “even
ignering the Iran price spike, real crude oil prices have trended upwards, at an
average annual rate cof 0.8 percent.” OSBA Stmt. No. S1 at 19.

Mr. Knecht also raised concerns about Dr. Jones’ analysis of the historical
correspondence between real gas, oil and coal prices. Specifically, he refuted
Dr. Jones’ claim that the use of a correlation coefficient measure indicates that
“there is no real-world precedent for a sustained and growing gap between
competing fuels.” OSBA Stmt. No. S1 at 28. Through 0OSBA Exhibit RDK-S3, Mr.
Knecht demonstrated that Dr. Jones’ conclusion is unsupported because " [h]igh
correlation coefficients can be associated with an increasing, constant, or
decreasing gap between variables.” ©OSBA Stmt. No. S1 at 21.

d. Reliance on independent fuel price forecasts

In addition to raising serious questions about the wvalidity of Dr. Jones'’
fuel price forecasts, Mr. Falkenberg also appropriately emphasized the lack of
independence between these forecasts and Dr. Jones' estimates of market prices

and stranded costs. PPLICA Stmt. No. 2-5 at 34. Recommending that “the
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Commission consider recognized forecasts prepared by independent organizations”
in lieu of Dr. Jones’ own assumptions about the direction of fuel prices, Mr.
Falkenberg warned the Commission to be “skeptical of forecasts of fuel prices
prepared by witnesses, such as Dr. Jones, who also are presenting market electric
price forecasts.” PPLICA Stmt. No. 2 at 28-29.

As Mr. Falkenberg observed, it is “impossible to separate the end result
(the electric market prices) from the judgmental fuel price inputs.” PPLICA
Stmt. No. 2 at 29. As a result, the Commission should “insist that the fuel price
forecasts that are used be developed independently from the consideration of any
impacts on market prices or stranded costs.” Id. 1In surrebuttal testimeny, Mr.
Falkenberg reiterated his concern relatiﬁg to Dr. Jones’' fuel price forecasts,
stressing that it is this lack of independence between these forecasts and his
estimates of market prices and stranded costs that is critical, even more than
the actual validity of his forecast values. PPLICA Stmt. No. 2-S at 34.

2. Besides relying on his own conservative fuel price forecasts,
Dr. Jones made other conservative assumptions about future
market conditions.

Another flaw in Dr: Jones’ market price forecast identified by Mr. Knecht
is that “it is based on optimal capacity configuration and perfect foresight for
demand.” ©OSBA stmt. No. 1 at 30. As Mr. Knecht explained, this assumption
“precludes periods of tight capacity and high demand-based pricing...and periods
of excess capacity and marginal cost pricing.” Id.

Mr. Knecht alsoc criticized Dr. Jones’ expectations for plant closures,
again observing that while these assumptions are not unreasonable, they are quite
conservative. He noted, that in modeling PJM plant availability, "“PP&L has
conducted no economic tests to determine whether existing plants will close
before the end of their engineering lives.” OSBA Stmt. No. 1 at 30. Recognizing
that generation plant owners may evaluate plant shutdowns on an incremental cash

flow basis, Mr. Knecht opined that plants may be closed before the end of their

17



useful lives if they “require significant ongoing capital expenditures and have
high ‘fixed’ O&M costs” or if generators with numerous plants find “that shutting
some of their facilities...will have a favorable impact on market prices earned
at other facilities.” OSBA Stmt. No. 1 at 30-31.

3. Dr. Jones incorporated two gignificant congervative
assumptions into the EGEAS model.

Mr. Knecht also identified two conservative assumptions that PP&L
incorporated into its EGEAS model. First, “by using a probalistic approach to
capacity availability in its EGEAS mcdel, PP&L appears to effectively” assume
that there is no correlation in the forced cutages among plants. Mr. Knecht
noted that “[t]o the extent forced outages-are correlated, due to extreme weather
conditions for example, PP&L’s forecast understates periods of capacity shortages
and demand-driven prices.” OSBA Stmt. No. 1 at 32.

Also incorporated into the EGEAS model was an assumption relating to the
modeling of non-utility generators as must-run facilities with zero cost. Since
“[ilt is likely that at least some of these facilities have marginal costs in
excess of the PJM system spot price at certain times” and “would purchase spot
market power to meet their contractual cobligations, rather than generate,” the
effect of modeling these facilities as having zero cost was to lower the supply
curve and reduce forecast market prices. OSBA Stmt. No. 1 at 32.

4. Dr. Jones’ approcach te developing future capacity wvalues is
flawed.

Further, Mr. Knecht challenged the wvalidity of Dr. Jones’ approach to
developing capacity values. Althpugh Mr. Knecht agreed with Dr. Jones’ téstimony
as to the proper method for estimating capacity prices, he noted that Dr. Jones
did not adhere to that approach when he actually developed those forecasted
prices. In particular, Mr. Knecht observed that in his testimony, Dr. Jones
recognized that capacity prices in the near term must reflect the going forward

incremental costs of existing capacity and that in the longer term, the
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combination of capacity and energy prices must be sufficient to induce new plant
construction. Despite his articulation of those principles that Mr. Knecht
described as “well-grounded in economic theory,” Dr. Jones apparently relied on
informaﬁion provided to him by PP&L personnel, along with his understanding of
the market, for developing near-term capacity price forecasts rather than
adhering to that scund econcmic theory. OSBA Stmt. No. 1 at 31. See also OCA
Stmt. No. 2 at 14-1S5.

Moreover, as Mr. Falkenberg highlighted, the actual data relied upon by
Dr. Jones considered only the period prior to restructuring, which is “largely
meaningless because it only reflects market prices for the next few years.”
PPLICA Stmt. No. 2-S at 15. Noting that PJM has excess capacity now and will
continue in that status for the next few years, Mr. Falkenberg observed that
these pre-restructuring transactions do not reflect market-equilibrium values and
apparently only incorporate data relating to wholesale transactions. PPLICA
Stmt. No. 2-8 at 15. On the basis of Dr. Jones’ “totally judgmental” computation
of capacity values, Mr. Falkenberyg analogized these projections te Dr. Jones’
forecast of fuel prices, noting that both analyses suffer “from the same problems
related to lack of independence.” PPLICA Stmt. No. 2-S at 16. Emphasizing that
*[{tlhe Commigsion simply has no way to determine whether Dr. Jones’ forecast of
fuel prices and capacity prices is a result-oriented effort,” Mr. Falkenberg
opined that “PP&L‘s claim for $4.6 billion-of stranded costs rests on little more

than the judgment of a single witness without. substantial quantitative

evidentiary support.” PPLICA Stmt. No. 2-S at 16.
E. PP&L’s Electricity Market Price Forecasts Are Insufficient To Induce
The Conatruction Of Capacity That Will Be Needed Early In The Next
Decade.

The conservative, or possibly result-oriented, biases that are inherent in
Dr. Jones’ market price forecasts have resulted in very low projections of the

future economic value of PP&L‘ generating facilities. This point can perhaps
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best be illustrated through an analysis of whether those forecasts are sufficient
to induce the construction of capacity that will be needed early in the next

decade.

1. The OSBA’s analysis establishes the insufficiency of PP&L’s
market price forecast.

Mr. Knecht has conducted and presented the results of such an analysis,
demonstrating that, in fact, Dr. Jones’ market price forecasts are not sufficient
to justify the addition of new capacity early in the next decade. OSBA Stmt. No.
1 at 32. In particular, Mr. Knecht presented two cash flow analyses of new gas-
fired combined cycle generating units that would begin operation in 2005, with
both scenarios using Dr. Jones’ assumptions for costs and revenues, as best as
Mr. Knecht could determine from various interrogatory responses. As he
explained, an analysis of the equity return that an investor would expect from
investing in a natural gas fired combined cycle plant in PJM, using Dr. Jones’
forecasts and replacement cost assumptions, is “the critical test of a forecast’'s
reasonableness.” OSBA Stmt. No. S1 at 22. Specifically, he offered the following
rationale:

The analysis looks at the problem from the point of wview of a

potential investor, and therefore addresses the entire economic life

of a facility. If the forecast is reasonable, the returns to equity

holders should approximate the cost of equity capital. When

investors consider new projects, and market price expectations
produce a return that is well in excess of the cost of equity
capital, these investors will construct capacity and these economic

rents will disappear. If, however, market expectations produce an

inadequate return, no capacity will be added wuntil price

expectations firm.
OSBA Stmt. No. S1 at 22 (footnotes omitted).

The first version of Mr. Knecht's analysis, which is set forth in Schedule
5 of OSBA Exhibit RDK-2, utilized extremely favorable assumptions regarding
costs, including no gas transmission costs, no maintenance capital expenditures,

no working capital requirements, and no decommissioning costs. As Mr. Knecht

concluded, such a project “produces only an internal rate of return below
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Dr. Jones’ assumed cost of equity (i.e., a négative NPV at Dr. Jones’ reported
cost of equity).” OSBA Stmt. No. 1 at 33. In the second version, which
incorporated wvery modest provisions for the excluded costs and is shown in
Schedule ‘6 of OSBA Exhibit RDK-2, “the project will not come close to providing
an adequate return.” OSBA Stmt. No. 1 at 33.

In rebuttal testimony, Dr. Jones attempted to aiscredit Mr. Knecht’'s
conclusions about the insufficiency of PP&L’s market prices to attract investment
in new capacity early in the next century. As part of that effort, Dr. Jones
produced an exhibit to support his claim that his capacity forecast is adequate
to induce investors to construct combined cycle units. PP&L Ex. STJ 28.

In response, Mr. Knecht noted that‘the primary reason for the difference
in their conclusions is that in rebuttal testimony, Dr. Jones changed many of his
key assumptions. OSBA Stmt. No. 81 at 23. Nevertheless, in an effort to
incorporate those changes of Dr. Jones that appeared reasonable, Mr. Knecht re-
examined this issue and presented the results of his revised analysis. Again,
Mr. Knecht concluded that “Dr. Jones’ price forecast is too conservative and is
insufficient to induce sufficient capacity additions to meet demand plus the PJM
reserve margin requirement.? QSBA Stmt. No. S1 at 23; OSBA Ex. RDK-S4.

While we will not attempt to reiterate here all of the differences in the
assumptions that Dr. Jones either changed or corrected during ﬁis rebuttal
testimony, Mr. Knecht has set forth a detailed discussion in his surrebuttal
testimony of each of those factors. Also, Mr. Knecht’s surrebuttal testimony
described how Dr. Jones’ revisions should be treated for purposes of comparing
the conflicting analyses. See OSBA Stmt. No. S1 at 23-26. In any event, the
studies presented by Mr. Knecht thoroughly address and adequately consider all
factors that are relevant to a determination of whether Dr. Jones' price forecast
is sufficient to provide an adequate return to an independent power plant

investor. As Mr. Knecht found on his second pass at this issue, using
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assumptions that are generally optimistic for adopting the project, "“the present
value of the project based on Dr. Jones’ price forecast is negative $89% million
on an equity investment of $207 million.” OSBA Stmt. No. 81 at 26.

2. The OSBA‘s witness determined what level of long-term prices
would be sufficient to induce investment in new capacity.

In an effort to determine the level of long-term market prices that would
be necessary to induce investment in a combined cycle facility in 2005, Mr.
Knecht attempted to ascertain what escalation rates would be necessary for each
price forecast to produce a zeroc NPV project. He noted that a zero NPV project
provides an equity return equal to the equity cost of capital, 12.5%, and
produces prices that are just high enough to induce an entrant with a required
return on equity of 12.5%. OSBA Stmt. No. S1 at 25.

In particular, Mr. Knecht’s exercise was designed to determine the level
of market prices that would be necessary in 2016 to justify the construction of
a combined cycle facility in 2005. Another way of stating his goal was to
ascertain the energy and capacity values in 2016 that would indicate a break-even
project commenced in 2005. The results of his analysis are set forth in OSBR Ex.
RDK-55, which demonstrate that escalating Dr. Jones’ 2002 energy forecast at
nominal rates of 4.6% per year and his capacity forecast at 2.8% per year would
produce a zero net present value project. OSBA Stmt. No. S1 at 26-27.

In the year 2016, Mr. Knecht’s “break-even capacity price forecast is $74
per kW per year and the energy forecast is $45 per mWh, with both values being
a little more than 20% above Dr. Jones’ forecast.” OSBA Stmt. S1 at 27.
Overall, Mr. Knecht’'s analysis demonstrates that for a new combined cycle
facility to be economic, the average market price received in 2016 should be

$56.9/mWh." We note that the capacity and energy values shown on Mr. Knecht's

Using PP&lL’s average capacity factor forecast for new CC facilities of 73 percent, a
capacity price of $74/kW/year produces an average capacity cost of §11.6/mWh. When that figure
is added to the energy price forecast of $45.3/mWh, the resulting average market price is
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exhibit for the year 2016 are significantly higher than PP&L's market price
forecasts for that year, but actuwally compare very favorably to the other
projections furnished in this proceeding. Since 2015 data is more readily
available, a comparison of the various 2015 energy and capacity projections with

the values calculated by Mr. Knecht, is set forth in the table below:

Energy Capacity Total

5/mWh 5/kW/year $/mwh
OSBA? 43.3 72.0 54.5 i
PP&L® 36.0 60.0 44 .2
PPLICA™ 42.3 80.0 55.2
OCA-1I'? 52.8 66.7 60.4
OCA-II™ 50.8 66.7 58.4
OCA-III™ 47.4 66.8 55.0

As the above table illustrates, the market estimates produced through

Mr. Knecht’s break-even analysis are far above PP&L's projections and very

$56.9/mwh.

See OSBA Exhibit RDK-S55. Although these capacity and energy values for 2015 appear on the
exhibit, the average market price of $54.5/mwh is derived by dividing the revenues of $178.55
million by 3,274 gWh, both of which are included on that exhibit.

10 1 s :
PP&L Exhibit 8TJ-7 (revised); PP&L Exhibit STJ-8. The $44.2/mWh shown in the last column

does not appear in either of these PP&L exhibits, but is set forth in OTS Exhibit No. 1, Schedule
3.

11 .
See PPLICA Exhibit RJF-8. Although the capacity wvalue of $80.04/kW/year for 2015 is

¢clearly shown on RJF-8b, it is necessary to calculate Mr. Falkenberg’s energy value for that year
from the data set forth in RJF-8c. Specifically, the energy estimate of $42.3/mWh can be
derived by starting with the total wmarket energy revenues shown on page 3 of RJF-8c, of
$1,186,521 ($1,000), and dividing that by the generation figure shown on page 1, of 28048 gWh
(under the heading “Large Unit Output Report“}. Alsc, the figure of $55.2/mwh shown in the last
column can be derived by first multiplying Mr. Falkenberg’s assumed capacity price of
$80.04/kW/year by his assumed large unit capacity of 4516 mW that appears on page 1 of RJF-8c,
which produces $361,460 {$1,000) in projected capacity revenues. To that amount, it is necessary
to add the projected energy revenues of $1,186,251. That sum should then be divided by 28048 gwh
(generation for large units). The implicit c¢apacity factor in this analysis is 71%.

12 OCA Exhibit Drsg-7.

OoCA Exhibit DCs-10.

14 -
OCA Exhibit DC$-13.
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closely track the long-term market price estimates submitted by Mr. Falkenberg
and Mr. Smith.3s

In fact, the comparison between Mr. Knecht’s and Mr. Falkenberg’s combined
energy and capacity values ($54.5/mWh and $55-2/mWh), assuming very similar
capacity factors, provides extremely compelling evidence of the reasonableness
of relying on market price projections such as those advanced by Mr. Falkenbery,
rather than those presented by Pr. Jones. Simply stated, as Mr, Knecht'’s
analysis demonstrates, Mr. Falkenberg’s market price. projections closely match
the long-term prices that would be sufficient to induce the capital necessary to
construct capacity early in the next century.

3. Other intervenors raised similar concerns about the
sufficiency of PP&L’s market price forecast to justify the
construction of new capacity.

It is noteworthy that Mr. Smith, testifying for the 0CA, also raised
questions about the adequacy of Dr. Jones' capacity price assumptions to support
the introduction of new combustion turbines at the time he has assumed they will
be needed. As. Mr. Smith observed, “I[blased on a reasonable carrying charge rate
{to reflect recovery of and return on the capital investment), the annual
carrying charges associated with this new combustion turbine would be higher than
Dr. Jones’ estimated market capacity price when he assumes the addition.” OCA
Stmt. No. 2 at 1is5.

Moreover, Mr. Falkenberg found that the “capacity credits” utilized by
Dr. Jones “will not provide sufficient revenues to Justify the addition of
combined cycle or combustion turbine generators in PJM anytime over the period
1999 to 2015 as modeled in EGEAS.” PPLICA Stmt. No. 2-S at 16. To support his
findings, Mr. Falkenberg “performed an economic analysis of new combustion

turbines based on Dr. Jones’ estimated capacity values, and the EGEAS fuel costs

further, a review of Mr. Gruber‘s exhibit reveals that the market price estimates of PECO
and the GPU Companies range from $51.4 to $62.2/mWh in 2015. 0TS Exhibit Ne. 1, Schedule 3.
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and energy revenues for new units,” the results of which he has set forth in
PPLICA Exhibit RJF-l1lla. Since it would be uneconomic te build new CT capacity
in 1999, as they would fail to recover their cost every year from 1599 to 2015,
Mr. Falkenberg copined that “no reasonable developer would add any type of new
generation under these circumstances.” PPLICA Stmt. No. 2-5 at 17.

F. The use of more optimistic market price forecasts is further
justified when the stranded cost issue is viewed from the
perapective of potential buyers.

Besides the fact that the market price forecasts presented by Mr.
Falkenberg and Mr. Smith closely mirror the level of capacity and energy prices
that would be needed to induce the capital necessary to construct capacity in the
years ahead, Mr. Knecht highlighted another basis for the Commission to “lean”
a little toward reliance on more optimistic forecasts of market value. OSBA
Stmt. No. 1 at 33-34.

In particular, noting that the regulatory approach is not the only way to
evaluate stranded costs, Mr. Knecht testified that the asset method, which
defines stranded costs as the difference between the market value of a utility’s
assets and its book value, also has merit. As he observed; “[i1f a utility can
sell its assets at book wvalue, it has no stranded costs.”  Suggesting that
stranded costs could “be valued by requiring divestiture of generating plant,”
he explained that the stranded costs would simply be those reflecting the
difference between the market sale price of the assets and the book value. OSBA
Stmt. No. 1 at 33. While Mr. Knecht did not advocate divestiture by PP&L, he
appropriately concluded that if stranded costs were determined in that manner,
the enormous number of assumptions that necessarily go into the development of
market wvalue would reflect the “market’s expectations for all of these
factors...and not those of the parties with vested interests 1n a regulatory

proceeding (utilities, customers and competitors).” OSBA Stmt. No. 1 at 34.
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Mr. Knecht’'s realistic approach to the dilemma facing the Commission in
determining a proper level of stranded costs is to “try to incorporate
assumptions that would reflect those of potential buyers.” OSBA Stmt. No. 1 at
34. He-pointed. out that if PP&L “... were to offer.some of. its generation:assets
for public sale, it can safely be assumed that they wcould sell to the bidder with
the highest offer price.” Id. Obviously, the successful buyer would likely be
the one with the most optimistic economic prospects for the facility, which
supports the utilization of market price forecasts that “reflect assumptions on
the optimistic side of reascnable, rather than the pessimistic side.” OSBA Stmt.
No. 1 at 34.

G. The Commission should not rely on the low market price forecasts

- submitted by PP&L and should instead utilize the more realistic and
more optimistic projections offered by the witnesses for PPLICA and
OCA.

Based upon the foregoing, the OSBA supports reliance by the Commission on
more optimistic (and more realistic) market price forecasts than those that have
been tendered by PP&L. With PP&L’s market price forecast for 2015 being far
below the necessary level for an investor to break-even on a combined cycle unit,
especially. as. compared to.other estimates.of. market.walue, .it..is_clear . that
PP&lL‘s market price projections are substantially understated. Since PP&L’'S
estimates are not reliable, they should be afforded no weight for purposes of
determining stranded costs in this proceeding.

The Commission can and should, however, rely on the forecasts provided by
both PPLICA and OCA, both of which appear to meet the important objective of
ensuring that the prices support the construction of needed additional

capacity.’® Moreover, those market price estimates more closely reflect

assumptions that would be made by successful purchasers of generation facilities.

16

The OSBA notes that the Cowmission specifically endorsed the market price forecast of CCA
witness Smith in the PECO Restructuring Order (at p. 88). Those market prices should certainly
be equally applicable tc PP&L which, like PECO, is a member of the PJM power pool.
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As such, they provide a solid and credible basis upon which to calculate PP&L’s

stranded costs.

Iv. Competitive Transition Charge

A. The Company’'s Competitive Transition Charge is designed to collect
$4.0 billion in stranded costs.

Although PP&L projected that its stranded costs will total about $4.5
billion, it does not expect to recover that amount due to the rate caps in the
Act and the limited statutory time period for recovering stranded costs. Rather,
according to PP&L witness Douglas Krall, the Company’s CTC would collect stranded
costs over the transition period of. about $4.0 billion.. PP&L Stmt. No. .10 at 10.

As Mr. Krall explained generally, PP&L’s proposed CTC. is the..difference .
between the Company'’'s current bundled rates and the sum of the transmission and
distribution costs and the projected market price of generation. In other words,
after subtracting its transmission and distribution costs and the projected
generation market price from its existing bundled rates, PP&L designated the
residual amount as the CTC. PP&L Stmt. No. 10 at 8.

Since. the .market-- price of generation .is .expected_.to_rise. . during. the
transition period, PP&L’'s proposed CTC would decline in order to aveoid exceeding
the statutory generation rate cap. PP&L Stmt. No. 10 at 10; PP&L Stmt. No. 9 at
26; PP&L Ex. SFT 10. The CTC charges for each of the seven years are shown on
the rate schedules provided in PP&L‘s proposed tariff. See PP&L Ex. OGK 2.
Testifying for PP&L, Joseph Kleha explained that if actual sales during the
transition period would differ from the sales levels projected by PP&L, the
Company would track any over/under collections and then either reduce or extend
the term of the CTC to reflect these differences. PP&L Stmt. No. 3 at 17.

PP&L witness, Susan Tierney, provided further explanation of the Company'’s

unbundling wmethod, describing it as a “bottom-up” approach, as compared to “top-
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down” unbundling approach. As Dr. Tierney indicated, a “top-down” approach would
have begun with the Company’s stranded cost estimate and then allocated
‘responsibility for those costs among the various customer classes. PP&L Stmt.
No. 9 at:23=24. By contrast, following a bottom-up. 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.” PP&L Stmt. No. 9 at 24.

Thus, although the Company relied on the cost allocations from its last
base rate case to identify that portion of the rate related to delivery versus
generation charges, it did not actually employ allocation factors from its last
cost of service study to assign CTC responsibility among the classes. Rather,
for each class, the amount that was left, after subtracting transmission,
distribution and market generation charges from existing rate levels, was
designated as that class’ CTC, or its share of the stranded costs. Noting that
PP&L estimated its total stranded costs as exceeding the amount it would be able
to collect under the rate cap during the course of the transition period, Dr.
Tierney .concluded that *PP&L must use all of the remaining room under.the cap --
after delivery and supply charges are backed ocut -- in order to recover those
stranded costs that can be recovered under the rate cap.” PP&L Stmt. No. 9
at 24.

B. Although the 0SBA‘s witness found the Company’s overall unbundling
approach to be reasomnable, he addressed the issue of assigning
excess CTC revenues.

As to the Company’s overall unbundling approach, OSBA witness Mr. Knecht
testified that in his opinion, “the PP&L approach is reasonable.” OSBA Stmt. No.
1 at 7. He explained, that through calculating the CTC as the residual, PP&L‘s
*method puts all classes on an equal basis with respect to the attractiveness of

purchasing generation services from non-PP&L suppliers.” OSBA Stmt. No. 1 at 7.
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Recognizing the possibility, however, that the Commission could determine
that PP&L has a lower level of stranded costs than it has projected, Mr. Knecht
discussed the need for the Commission to determine how to assign any excess CTC
revenues~” In other words, if the Commission -authorizes-stranded cost recovery
in an amount that allows PP&L to collect all of those costs and still have room
under the rate cap, it is necessary to consider how those excess revenues should
be handled. Specifically, existing rates should be reduced in order to prevent
PP&L’s shareholders from receiving those excess revenues. OSBA Stmt. No. 1 at 11.

1. A proportional reduction of CTC charges would be appropriate
if PP&L’'s stranded costs are socmewhat lower than its residual
CTC revenues.

In his direct testimony, Mr. Knecht recommended a method for handling a
situation where PP&L’s stranded costs are lower than. its residual CTC revenues.
Under Mr. Knecht’'s suggested approach, every CTC charge proposed by PP&L would
be reduced by the ratio of approved stranded costs to base case stranded
revenues.” OSBA Stmt. No. 1 at 12. Describing this approach, Mr. Knecht
observed that it would “provide immediate and tangible benefits to existing
ratepayers from deregulation, in the form of lower fully bundled rates.” OSBA
Stmt. No. 1 at 12. The OSBa nptes that this proposal was eventually endorsed by
PP&L, through Dr. Tierney, who indicated agreement with a pro rata reduction of
CTC revenués if reliance on the residual calculation contained in PP&L‘s original
proposal is not feasible. Tr B27.

2. An allocation of stranded costs among customer classes is a
fairer way of recovering stranded costs. ’

In offering his scale-back recommendation, Mr. Knecht recognized that small
business customers served by Rate Schedules GS-1 and GS-3 would actually be
treated more fairly if stranded costs were allocated among the customer classes.

Specifically, because customers on those rate schedules currently exhibit rates

29



of return that are far above system average returns,'’ a pro rata reduction of
residual CTC revenues simply perpetuates the existing inequities assoclated with
over-recovery from thoge customer c¢lasses. Stated differently, since those small
businesswclasses currently pay rates: that exceed cost-of-service- indications,. -
they effectively have wmore room under their rate caps to accommodate the
assignment of CTC revenues under the Company’s residual approach. See OSBA Stmt.
No. 1R at 3-4, 8.
a. Applicability of simplicity criterion

Although agreeing with the concept of the residual CTC approach, Mr. Knecht
also realized that the allocation of stranded costs that are near the residual
CTC revenues would be unduly complicated. In particular, an allocation of
stranded costs in that situation could easily cause rate cap problemé.
Therefore, he concluded that a scaleback approach “makes sense if estimated
stranded costs are at or near residual CTC revenues.” OSBA Stmt. No. 1R at 8.

In rebuttal testimony, Mr. Knecht further refined his recommendation on
this issue. Noting that when he filed hie direct testimony, he “had not
considered the possibility that the approved stranded costs might be
significantly less than residual CTC revenues,” Mr. Knecht emphasized that his
original scaleback propcsal was “designed for simplicity.” OSBA Stmt. No. 1R at
8. Specifically, Mr. Knecht had opted for simplicity so as to aveoid causing
rate cap violations that might have occurred via an allocation of stranded costs
at or near the residual CTC calculation. In view of some of the intervenors'
proposals, however, for stranded cost recovery at a level that is significantly
below the CTC revenues proposed by PP&L, Mr. Knecht determined that it was

necessary to revisit this issue especially since rate cap violations would no

17 .
Mr. Kieha's cost allocation study shows rates of return for the GS-1 and GS-3 classes of

15.7 percent and 11.4 percent respectively, as compared to system average retuxns of 9.5 percent.
See OSBA Stmt. Neo. 1 at 40-41.
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longer be a concern. OSBA Stmt. No. IR at 2-5. BAs he explained, “if estimated
stranded costs fall substantively below residual CTC revenues (say more than 10
or 20 percent below residual CTC revenues), fairness should override simplicity
as the key criterion.” OSBA Stmt. No. 1R at 8.

b. Applicability of fairness criterion

Relying on the fairness criterion, Mr. Knecht urged the Commission to avail
itself, under these circumstances, of an opportunity to minimize the inequities
resulting from PPgL’s residual approach to calculating stranded costs. Indeed,
an examination of Section 2808 (a) of the Competition Act expressly supports the
allocation of stranded costs among customer classes “in a manner that...maintains
consistency with the allocation methodology. for utility production plant.accepted.
by the Commission in the electric utility’'s most recent base rate proceeding.”
66 Pa.C.5. §52808(a). See OSBA Stmt. No. 1R at 6-8.

Specifically, Mr. Knecht recommended that a “broad-based, unbiased total
generation cost allocator be developed” so that the “allocator for stranded costs
would then be each class’ share of total allocated generation costs.” OSBA Stmt.
No. 1R at 7. While Mr. Knecht generally agreed with the approach proposed by
Ms. Lee Smith, testifying for the OCA,' he-believed that it would be necessary
for PP&L to develop a broad-based, unbiased generation allocator so as recognize
past treatment of interruptible service classes by the Commission. OSBA Stmt.
No. 1R at 7-8.

3. PPLICA’S proposal for assigning stranded costs to individual
rate classesz unfairly penalizes small business classes who

currently pay rates that are above cost of service
indications. :

18
Ma. gmith, in proposing that stranded costs be amortized on a levelized basis over the

transition period, had recommended that these costs be allocated among the customer classes on
the basis of the 12 CP production plant allocator used by PP&L in the cost study performed in the
last base rate proceeding at Docket No. R-543271.
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Further, in rebuttal testimony, Mr. Knecht responded to the alternative
method for assigning stranded costs to individual rate classes that had been
proffered by PPLICA witness, Mr. Stephen Baron. Describing Mr. Baron’s proposal
to impose the residual CTC only until stranded costs are recovered, Mr. Knecht
explained that under “PPLICA's calculation of stranded costs...residual CTC
revenues are sufficient to recover [PPLICA’'s much lower level of] stranded costs
within the first year of the transition period.” OSBA Stmt. No. 1R at 3.

Since Mr. Baron’'s approach effectively allocated stranded costs to customer
classes on the basis of how much room exists under the rate cap, Mr. Knecht found
that "[c]lasses such as G5-1 and GS-3 which have historically over-recovered
costs are therefore assigned a greater share of stranded costs.” OSBA Stmt. No.
1R at 6. Noting that “Mr. Baron’'s approach serves to extend and exacerbate a
historical inequity,” Mr. Knecht relied on the criterion of fairness as a basis
for recommending its rejection. Id.

The wunfairness of Mr. Baron's proposal for assigning CTC revenue
responsibility to the customer classes can perhaps best be illustrated through
an analogy of existing ¢lass rates to empty pitchers. Rather than viewing the
customer classes as have varying levels of existing rates, this analogy
recognizes that they have different sizes of pitchers. Through PP&L’s “bottom-
up” approach to unbundling, it “pours” transmission and distribution charges into
each pitcher and then adds the market generation prices into each pitcher. The
total remaining space in the pitchers is available for CTC revenues. Under
PP&L’s proposal, all of the pitchers would be filled to the brim each year and
then after seven years, the Company would have collected $4 billion, which is
about $500 million less than the amount of stranded costs that it anticipates.

Under Mr. Baron‘s approach, however, each class’ pitcher would be filled
to the brim with CTC revenues until a much lower level of authorized stranded

cost recovery is achieved. Thus, while an allocated share of that significantly
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lower level of stranded costs might only fill the small business “pitchers” one-
half or two-thirds full, his approach would not stop there. Rather, he would
continue filling those larger pitchers with CTC revenues that are properly
allocable=to other ‘customer classes and should be poured into their pitchers over -
a longer period of time. It is this feature of Mr. Baron's proposal that raises
serious fairness concerns from the standpoint of small businesses.

An additional factor of which the Commission should be aware in reviewing
Mr. Baron's proposal to shorten the CTC recovery 'period, is the language in
Section 2804 {4) of the Competition Act relating to rate cap protections for
distribution and generation charges. In particular, although the statutory rate
cap protections extend until June. 30,.2001. for distribution charges and until .
December. 31, 2005 for generation charges, .those protections -automatically
terminate earlier if an electric distribution utility ceases to recover stranded
costs from its customers and all of its customers have direct access. Since
adoption of Mr. Baron’s proposal would result in a significantly earlier
termination of rate cap protections than is envisioned by the statute, it would
adversely imﬁacf any small business customers whe are unable to obtain or
otherwise avail themselves of lower generation prices via the competitive market.

4, To summarize, the OSBA recommends that the Commission exercise
its discretion, depending on the level of stranded cost
recovery authorized for PP&L, to arrive at an appropriate
sharing of these costs among customer classes.

If the Commission determines that PP&L’s stranded costs are greater than
the residual CTC revenues, small businesses on Rate Schedules GS-1 and GS-3 would
have paid a larger portion of their allocable share of the CTC revenues than
other classes whose current rates do not cover costs. Because that would occur
simply because of the combined effects of the existing rate levels, the rate caps
and the limited time period over which stranded costs may be recovered, éhe OSBA

has not challenged that result. See OSBA Stmt. No. 1 at 6-7.
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If ppsl‘s authorized stranded cost recovery is only moderately lower than
the residual CTC revenues, a proportional reduction in each class’ CTC revenue
responsibility does not address the existing inequities but also does not
exacerbat&'themL In other words,.while small. business classes would .still pay
a greater than allocable share of their- CTC revenue responsibility than other
classes, they would not be called upon to shoulder the CTC responsibility of any
other classes. In the interests of simplicity, the OSBA has also not challenged
that result. See OSBA Stmt. No. 1-R at 8.

To the extent, however, that the Commizsion concludes that PP&L’s stranded
costs are likely to fall far below the residual CTC revenues, the 0SBA advocates
greater reliance on the critericn of fairness.than on simplicity. Specifically,
under this scenaric where there is significant room under the rate caps, the
Commission should seek to minimize the economic distortions caused by stranded
cost recovery. OSBA Stmt. No. 1-R at 5-8. Accordingly, in that situation, the
Commission should require PP&L to allocate CTC revenues in a manner that is
consistent with each c¢lass’ share of total allocated generation <osts.
Alternatively, if the Commission is not persuaded by the fairness of this
approach; a proportional reduction in CTC' revenues would be clearly superior to
the method advanced by Mr. Baron. In any event, the Commission must avoid any
method that would result in an assignment of CTC revenues that effectively shifts
responsibility for stranded generation-related costs to classes that simply have
more room under their existing rate caps as a result of historically having been

required to pay rates that are above their cost-of-service indications.
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V. Rate Design

A. PP&L proposes the use of a Customized Rate Design for implementing
its CTC.
1. The Company would calculate customer-specific CTCs.

The Company’'s proposal for implementing the CTC is described by
Dr. Tierney. Referring to PP&L’'s proposal as offering a Customized Rate Design
("CRD”) to all customers, Dr. Tierney explained that the Company would calculate
a CTC for each customer, based upon historical usage. Half of that CTC would be
collected through a monthly fixed charge known as a “CTC customer charge”, while
the remaining portion would be recovered through a variable (kWh) charge.
Dr. Tierney indicated that *“this new customized CTC customer charge would.be
retained for the rest of the transition period, although the level of the cents-
per-kilowatt-hour charge would decline over time consistent with the established
schedule for CTC charges.” PP&L Stmt. No. 9 at 29,
2. The Company’s rationale for the CRD is economic efficiency.
In support of the CRD, Dr. Tierney suggested that this appréach
“egtablishes rates for incremental use of electricity that are more efficient
than today‘s rates.” PP&L Stmt. No. 9 at 6.. .By better reflecting the “marginal
cost of providing service to customers, Dr. Tierney contended that the CRD
enables customers “to make better informed consumption decisions.” PP&L Stmt.
No. 9 at 6. She further described the CRD as “providing effective rate relief
by reducing the marginal rate for electric energy.” PP&L Stmt. No. & at 20.

3. While the CRD would be optional for regidential customers, it
would be mandatory for commercial and industrial customers.

NOtiné that the CRD would be optional for residential customers, who could
choose to remain with a traditiomal rate design where the CTC charges would be
collected on the basis of kilowatt-hour consumption, Dr. Tierney testified that
all other customers would be required to take service under the CRD. PP&L Stmt.

No. 9 at 32. In an effort to justify a mandatory CRD for commercial and
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industrial customers, she testified that “these other customer groups are
generally more price sensitive.” PP&L Stmt. No. 9 at 33. Echoing Dr. Tierney'’s
comments, Mr. Krall added that “customers in these classes are...more familiar
with economic issues than the average residential customer.“ PP&L Stmt. No. 10
at 15.

Through oral rejoinder testimony provided by Mr. Krall, PP&L expressed its
willingness to offer the CRD on an optional basis to all customers, provided that
a customer’'s election of a particular rate design would be in effect for a period
of twelve months and that PP&L would reconcile its CTC collections on the basis
of revenues rather than sales. Tr. 734 (8/19/97). The effect of this
reconciliation on the basis of revenues is set forth in OSBA Cross-Examination
Exhibit 1, which was admitted into the record on September 9, 1837. The OSBA
considers those conditions reasonable, given PP&L’'s explanation of the need to
avoid a revenue shortfall resulting from customers choosing the best option for
them.?

The OSBA is uncertain, however, as to just what PP&L’s final position will
be with regard to making its CRD proposal mandatory for commercial and industrial
customers. On cross-examination after saying that the CRB could be optional for
all customers, Mr. Krall appeared to revert to PP&L’'s initial preference for
mandatory CRDs for the commercial and industrial classes. TR. 760, 774
‘(8/19/97). To aveoid having to argue here over what we hope is a non-issue at
this juncture, the OSBA simply lists its objections to the mandatory CRD in the

following summary manner :

19 '
Mr. Knecht had actually suggested this solution as a way of addressing the self-selection

problem expressed by PP&L. OSBA Stmt. No. 1 at 43; OSBA Stmt. No, 81 at 10. Further, Dr.
Tisrney recognized that some small business customers would not chocose the rate design that makes
the most economic sense. Tr. 891 (8/19/97).
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o The impacts of a mandatory CRD can be seriously adverse to a small
business customer whose consumption of electricity in the future is
significantly different than that customer’s 1996 consumption.

® - A CRD that is optional for residential.customers but-mandatory for
commercial and industrial customers is inherently discriminatory and
unfair.

L] PPgL’'s Jjustification for the mandatory CRD for commercial and
industrial customers apparently is based on its wviews about ({(a)
price elasticity, and (b) business customers greater familiarity
with economic issues, contentions that are both unpersuasive and
unsupported on the record in this case.

If PP&L in its Main Brief goes back to its initial proposal and asks that the CRD
be mandatory for all of its commercial and industrial customers, the OSBA may
more fully develop these objections to that proposal in its Reply Brief.

B. PP&L has included other features in its proposed rate design that
have an unfair impact on small businesses.

Mr. Knecht identifiedltwo particular aspects of PP&L‘s rate unbundling
proposal-that .inappropriately impact. small business customers.. Both. features.
resulted from certain tariff design decisions made by PP&L in the process of
backing out the transmission/distribution costs and the forecast market prices
to arrive at a residual CTC. OSBA Stmt. No. 1 at 43-47.

1. PP&L’s proposed treatment of the demand charge in GS-1 tariff
adversely affects some small business customers.

The first relates to PP&L’s proposed treatment of the demand charge in the
GS5-1 tariff. When PP&L backed out the transmission and distribution costs for
the GS classes, it opted to assign custcomer charge and unblocked energy charge
revenues to the transmission/distribution costs, which left a blocked energy

charge and a demand charge. Further, in backing out the market price, PP&L

37



deducted market energy rates from the residual energy charges and deducted market
capacity charges from the demand charge, which left a blocked energy structure
and demand charge for the CTC tariff. OSBA Stmt. No. 1 at 44.

The.problem. with. this approach.is that .the. demand.charge.on.the GS-1 tariff
applies only to billing demand above 5 kW. Thus, as Mr. Knecht discovered,
“{clustomers who are not demand-metered, or who have billing demand of less than
5§ kW, will see no reducticon in their transmission/distribution service bill
associated with the market rate demand credit, because they now pay no demand
charge.” OSBA Stmt. No. 1 at 45. Moreover, Mr. Knecht found that since the
market .rate credit .will apply only: to. demand over 5 kW, “smaller GS-1.customers
will effectively..face rates_for utility generation service that.are below the
market rates.forecasted.by. Dr.. Jones.’ OSBA Stmt. .No. 1 at. 45..

To resolve this problem, Mr. Knecht recommended that PP&L simply-leave ‘the
existing demand charge in the component of the rates designated for transmission
and distribution. He explained that “[mlarket demand charge revenues should then
be backed out of the first block energy rate, and if necessary, the second
block.” OSBA Stmt. No. 1 at 45. Mr. Knecht provided a detailed proof of revenues
for 1999. tariff levels that would result from_implementing only. this change. . See.
OSBA Ex. RDK-2, Schedule 9.

During oral rejoinder testimony, the Company’s rate design witness, Oliver
Kasper, agreed to implement Mr. Knecht’s suggestion. Tr. 1051-1052; 1099
{(8/20/97). Therefore, the OSBA urges the Commission to include this directive
in any order approving PP&L’s Restructuring Plan.

2. PP&L‘s proposal to recover delivery charées through a £lat
energy tariff and a modest customer charge also adversely
affects some small business customers.

The second rate design concern raised by Mr. Knecht affects both the GS-1
and GS-3 tariffs. It occurs as a result of PP&L‘s proposal to recover all

transmission and distribution c¢osts, which are essentially fixed, with a flat
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energy tariff and a modest customer charge. This contrasts with PP&L's current
tariffs which impose transmission and distribution costs ﬁhrough a customer
charge and a declining block energy charge. As Mr. Knecht noted, this proposal
raises serious questions relating to the “accuracy of-.intra-class cost recovery
and intra-class equity.” OSBA Stmt. No. S1 at 12.

Although Mr. Knecht recognized the simplicity of PP&L’'s approach, he
observed that PP&L’'s proposed rate design changes may not actually reflect the
load patterns within the G5-1 and GS-3 classes. 1In the absence of load research
data to justify the elimination of the declining block tariff for delivery, Mr.
Knecht simply recommended that further examination of this issue await the rate
proceedings that PP&L initiates after the end of the transmission/distribution
rate cap in mid-2001. OSBA Stmt. No. 1 at 46.

The problem with eliminating the declining block structure for delivery,
in the context of this proceeding, is the potential for larger customers within
those classes who have higher locad factors to subsidize the very small consumers,
such as billbecards, detached garages, etc., in those classes. ©OSBA Stmt. No. 1
at 46-47; OSBA Stmt. No. S1 at 12-13. As Mr. Knecht explained, “[elach of these
very small customers attracts customer.costs.in.the cost.allocation study. Under
PP&L’'s proposal to phase out the declining block structure, these customers will
provide less in revenue that their allocated costs. Larger, small business
customers will be obliged to pick up the difference.” OSBA Stmt. No. S1 at 13.

Concluding that sound economic reasons exist for retaining PP&L’'s current
declining block tariff for delivery service, Mr. Knecht recommended that it
should be maintained in each area of the GS-1 and GS-3 tariffs. OSBA Stmt. No.
l at 46-47; OSBA Stmt. No. 51 at 13, To that end, he provided the details of
such tariffs in OSBA Exhibit RDK-2, Schedules 10 and 11. The OSBA urges the
Commission to direct PP&L to retain its current declining block charges for

delivery, as set forth in those schedules.
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c. Universal Service Pund costs should be allocated on the basis
proposed by PP&L.

Using an unweighted customer allocator, PP&L proposes to assign
approximately $6 million of Universal Service Fund (“USF”) costs to the
residential and general service classes. This allocation method results in the
imposition of a USF costs of §731,914 on the General Service classes, which
amounts to a USF charge of 0.008¢/kWh on the bills of commercial customers. See
0TS Stmt. No. 2 at 4-8; OTS Ex. No. 2, Schedule 1. Since that proposal is
consistept with the approach approved in PP&L’‘s last base rate proceeding, the
OSBA submits that it is the appropriate method to follow here. OSBA Stmt. No.
1-R at 10.

Testifying for the OCA and the 0TS, however, Ms. Brockway and Mr. Reed
proposed in their respective' pieces of ‘direct testimony that universal =service
costs be allocated and recovered in rates on an energy consumption basis. OCA
Stmt. No. 6 at 44; OTS Stmt. No. 2 at 6. Specifically, under Mr. Reed's
approach, the General Service classes would be responsibie for $1.7 million of
the USF costs, which amounts to a USF charge for those customers of .019¢/kWh.
0TS Stmt. No. 2 at 6. Moreover, despite Mr. Reed’s -concern that PP&L's proposal
places “a significant burden on the Residential and General Service customer
groups, “?’ his recommendation would actually increase the General Service
responsibility for USF costs by about $1 million over the Company’s method.*

As Mr. Knecht testified, PP&L‘’s approach complies with the allocation
method approved in the last base rate case. Further, since universal service

costs benefit only residential class customers, there is no justification for a

20
OoTsS Stmt. No. 2 at 5.

21 ) . . . .
Under Mr. Reed’s method, it is necessary to multiply his propesed .019¢/kwWwh USF charge by

the General Service total kWh sales level (8,973,5654,000) to arrive at his proposed USF cost
responsibility for the General Service classes of approximately $1.7 million. OTS Stmt. No. 2 at
6-7; OTS Ex. No. 2, Schedule 1.
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change in the allocation scheme that would shift cost responsibility to general
service, or small business, customers. OSBA Stmt. No. 1R at 10.

Moreover, the Commission has expressly interpreted Section 2804(7) of the
Competition Act, which. precludes unreasonable discrimination, as prohibiting
intexrclass and intraclass cost shifting in the context of allocating universal
service costs. See Commission Order entered on July 11, 1997 at Docket No. M-
00960890F0010. In that Order, the Commission specifically rejected a kWh
assessment of universal service costs on all customexr c¢lasses, noting that *“it
places a disproportionate respensibility for funding universal service...programs
on high kWh (high volume) users in violation of Section 1301.” Order at 20. &As
the Commission found, the prohibition against. cost.shifting requires the use of
a funding mechanism that is consistent. with “rate treatments for these programs
in recent base rate cases.” Id.

For that reason, the Commission again stated in its two PECO decisions that
it would retain the principle of allocating universal service costs in an
electric restructuring case in the same manner by which those costs were
previcusly allocated for that particular utility. See PECO Restructuring Order,
at p. 146, and PECC Reconsideration Order, at p. 1l6.

Accordingly, the Commission should approve PP&L’s proposal to adhere to the
method used in its last base rate proceeding of allocating USF costs on the basis
of an unweighted customer allocator. Any changes in cost allocation methods or
inter-class rate design should clearly await the filing of proceedings that
follow the termination of the statutory caps on distribution rates. OSBA Stmt.

No. 1R at 12.

4]
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VI. Phase-In Issues

A. The Company proposes to utilize a random selection process if
customer classes are over-subscribed.

The OSBA has also raised concerns about PP&L’s proposals for the phase-in
of its customers to retail choice. 1In particular, if customer classes are over-
subscribed during the enrollment periods for the first and second phases of
direct access, the Company intends to select participants on a random basis.
PP&L Stmt. No. 14 at 4. Although PP&L’s original filing was not clear as to how
the statutory percentage requirements would be applied, the Company’s witness,
Henry Baumann, subsequently clarified that the one-third and two-thirds portions
would be detgrmined for each rate class. For example, rather than simply
including one-third of the load of the commercial class during the first phase,
PP&L intends to phase-in one-third of the available load for the each of the
commercial (GS-1 and GS-3) rate classes. Tr. 1251 (8/21/97).

Further, Mr. Baumann indicated that *“[tlhe 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 competitors.” PP&L Stmt. No. 14 at 5. Mr.
Baumann's proposed solution to that dilemma is to have the Company review such
situations on “a case-by-case basis and attempt to resolve it to the satisfaction
of the affected customers.” PP&L Stmt. No. 14 at 5.

B. PP&L's proposal fails to adequately address the potential for
competitive concerns within customer classes.

Mr. Knecht raised two primary concerns with PP&L’'s proposed phase-in plan.
First, PP&L has not adequately addressed the need tc resoclve competitive
distortions within the small business classes. OSBA Stmt. No. 1 at 51-52.

In particular, Mr. Baumann's suggestion that the Company simply review
these gituations on an individual basis is deficient. As Mr. Baumann conceded,
PP&L has developed no procedures for reviewing individual requests and has

established no guidelines for determining how to resolve such requests. Tr.
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1244-1245; Tr. 1251 (8/21/97). Further, he acknowledged that he was unaware how
extensive such requests might be and whether PP&L would even be willing or able
to accommeodate all of them. Tr. L1247-1249 (8/21/97). See OSBA Stmt. No. 1 at
52.

Mr. Baumann also attempted to downplay the significance of the competitive
disadvantages that might be created during the phase-in period. Specifically, he
indicated that “any problem will exist for a maximum of two years and since
customers only are allowed to shop for generation service, it will not affect fhe
majority of the total bill.” PP&L Stmt. No. i4-R at 6. Despite those general
observations, however, he admitted that he has not surveyed small businesses to
determine how seriously they might be affected by their competitors having access
to lower electricity prices. Tr. 1252 (8/21/97). BAdditionally, he eventually
recognized that for businesses operating on thin prefit margins, any break on
electricity costs could afford one business a competitive advantage over its
competitors. Tr. 1250 (B/21/97). Moreover, he conceded that a business which
is enrolled in the pilot program and then grandfathered into the first phase
would have an advantage over its competitors for a period exceeding three years.
Tr. 1253 {8/21/97).

As Mr. Knecht recommended, PP&L needs to establish procedures and
guidelines to address competitive concerns among small business customers who are
adversely affected by exclusion from an early phase of direct access. It is
simply not sufficient for PP&L to suggest that special requests will be resolved.
Given the potential for a large number of small businesses to be competitively
disadvantaged during the phase-in period, it is critical “that PP&L develop
specific details about the information that will be required from a customer who
appeals for competitive relief, and alsoc details for the appeal process.” OSBA
Stmt. No. 1 at 52. We note that PP&L has not objected to this recommendation and

also has not set forth any particular reason for rejecting this approach.
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Further, as both Mr. ﬁaumann and Ms. Lennon agreed, PP&L should include
information in its consumer education materials to notify small businesses of
their ability, as well as the procedure they should follow, to request
eligibility for .direct access on -the basis-of competitive disadvantages: Tr.
1251 (8/21/97); Tr. 2000 (8/29/97).

C. PP&L’s proposal fails to address the possibility of a few large
customers dominating the entire load that is eligible for direct
access in a particular phase.

A second major concern expressed by Mr. Knecht relating to PP&L’'s phase-in
proposal is the potential for a few large customers within the GS-1 and GS-3
classes to dominate the available load. He noted that:

In- the GS-1 class, the top 5.7 percent of customer bills account for.

33- percent. of kWh consumed, based..on the 19%6 bill frequency

analysis shown in Exhibit OGK-5. For the GS-3 class, the top 3.8

percent of customer bills constitute .33 percent of kWh consumption.. -
O8BA Stmt. No. 1 at 53, Therefore, as Mr. Knecht concluded, “even with random
sampling, large customers could potentially dominate the competitive access
within both classes.” OSBA Stmt. No. 1 at 53.

As a way of addressing this problem, Mr. Knecht suggested that minimum
levels of customer. participation be set for.the GS classes, for.each of the two
phase-in years. While it would not be feasible tc expect cone-third of the GS
customers to be represented in one-third of the load available for direct access
in the first phase, it would be reasonable to establish some guidelines to
prevent the entire eligible load from being dominated by a very small percentage
of @GS customers. In particular, during the first phase, Mr. Knecht recommended
that at least 20% of the GS-1 and GS-3 customers be permitted to obtain direct
acecess, and that in the second phase, a minimum of 40% of the GS customers be
afforded direct access. In that manner, if the random drawing process produces

too few customers, the large customers c¢ould be limited in the amount of their

load that is available for competition. This approach would ensure that more
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customers in these diverse business classes have access to competitive suppliers
in the first two phases. OSBA Stmt. No. 1 at 53-54.

The OSBA notes that the Commission directed an accelerated phase-in of
customer.choice: in the PECO.Restructuring Order (at.pp 47-49).: Under.that .Order,
up to 33% of all customer classes will be eligible to shop on January 1, 1999 and
another 33% become eligible to do so the next day. By January 2, 2000 all PECO
customers will be able to shop for electric generation service. That more rapid
phase-in of customer choice effectively makes the potential for competitive
disadvantages to small business customers a one year rather than a two year
problem. The OSBA agrees that speeding up the phase-in to customer choice in

that manner is another.way to address and minimize the potential competitive -

.problems that. Mr. Knecht. discussed in his direct testimony. OSBA Stmt. No. 1,

at 53-54.
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CONCLUSION

On the basis of the foregoing, the 0Office of Small Business Advocate
respectfully requests that the Commission (1) utilize market price forecasts such

as those..presented.by: the .0ffice of Consumer.  Advocate.or.the PP&L Industrial .. .
Consumers ‘Alliance, in lieu of the unreasonably low projections of future market-
value utilized by PP&L, for determining an authorized level of stranded cost
recovery, (2) select the fairest possible method for assigning stranded &ost
revenue respensibility among customer classes, (3) allow PP&L to implement its
proposed “customized rate design” only if it is opticnal for small business
- - classes, (4) require PP&L to revise its proposed rate design to.eliminate certain

- . provisions-that_alter. .existing .rate-structures._to:ther detriment.of .some-.small.. ..

business customers, {(5) approve PP&L’'s method for allocating universal service
- costs among customers, {(6) direct that either PP&L -establish specific procedures
for handling competitive distortions within the small business classes during the
phase-in to direct access, while also defining specific targets for the
percentage of commercial customers who are eligible for direct access during the
early phases, or implement the accelerated phase-in ordered by the Commission in

® the PECO~Restructuring Order,-and (7) mandate that PP&L modify its consumer - -
education materials to reflect information about the effect of the customized
rate design on small businesses, if it is approved on an opticnal basis for those

customers, and alsoc revise its customer education materials to inform small

@
businesses of the ability and the method to request eligibility for direct access
during the early phases if they would otherwise be competitively disadvantaged.
Respectfully submitted,
®
Bernard A. Ryan, Jr.
Small Business Advocate
@

Date: February 10, 1998
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(717) 233-5838

(717) 233-4578 (fax)

{hand delivered 2/10)



‘ l

Michael T. Vough, Esquire

Vough & Mecadon

Greater Pittston Prof. Center

126 South Main Street

Pittston, PA  18B640-1793
(Commission on Economic Opportunity)
{717) 654-6499

(717) 654-6509 (fax)

(overnight mail 2/9)

Gary A. Jeffries, Esquire
CNG Energy Services Corp.
Cne Park Ridge Center

P.O. Box 15746

Pittsburgh, PA 15244-0746
(For CNG Energy Services)
(412) 787-4268

(412} 787-4464 (fax)
(overnight mail 2/9)

Susan M. Shanaman, Esquire

212 North Third Street

Suite 203

Harrisburg, PA 17101-1505

(For Center for Energy/Econ Dev)
(717) 236-2055
- {717) 236-2070 (fax)

{hand delivered 2/10)

Joseph A. Dworetzky, Bsgquire
Hangley Aronchick Segal & Pudlin
One Logan Square, Twelfth Floor
Philadelphia, PA 19103-6933
(New Energy Ventures)

(215) 496-7014

{215) 568-0300 (fax)

{overnight mail 2/9)

David M. Boonin

New Energy Ventures, Inc.

1845 Walnut Street, Suite 2525
Philadelphia, PA 12103

(New Energy Ventures)

(215) 563-9290

(215) 563-9292 (fax)

(First class mail 2/9)

Gordon Smith, Esquire

John & Hengerer

1200 17th Street, N.W., Suite 600
Washington, DC 20036-3006
{Duké Energy Trading/Marketing)
{Electric Clearinghouse, Inc.)
{(Vastar Power Marketing, Inc.)
{NorAm Energy Management, Inc.)
{202) 429-88059

{202) 429-8805 (fax)

(overnight mall 2/9)

Linda C. Smith, Esquire
Dilworth, Paxson, Kalish

& Kauffman LLP
305 N. Front Street, Suite 403
Harrisburg, PA 17101-1236
{AARP)
{(717) 236-4812
{717) 236-7811 (fax)
{(hand delivered 2/10)

Mr. Scott T. Jones

The Ecconomic Resource Group
One Mifflin Place

Cambridge MA 02138

(first class mail 2/9)

Brian A. Rider, President
Pennsylvania Retailers' Assoc.
224 Pine Street

Harrisburg, PA 17101-1325
(717) 233-7976

(hand delivered 2/10)

David W. Francis, Esquire-

Powell, Trachtman, Logan, Carrle,
Bowman & Lombardo

114 North Second Street

Harrisburg, PA 17101

{Quaker Oats Company)

{(Mount Joy Wire Corporation)

(717) 238-9%300

(717) 238-9325 (fax)

{(hand delivered 2/10)

Robert A. Mills, Esquire
McNees, Wallace & Nurick
100 Pine Street

P.O. Box 1l66

Harrisburg, PA 17108-1166
(717} 232-8000

(717) 237-5200 (fax)

{hand delivered 2/10)

Gene Stilp, Coordinator

1550 FCVR

Harrisburg, PA 17112-9240
(PP&L Ratepayers Association)
(first class mail 2/9)

John J. Gallagher, Esquire
Lebeoeuf, Lamb, Greene & MacRae
200 North Third Street, Suite 300
P.O. Box 12105

Harrisburg, PA 17108-2105
(Duquesne Light Company)

{717) 232-8199

{717) 232-8720 (fax)

{hand delivered 2/10)



John R. Orr, Esquire

Duke Energy Trading/Marketing
One Westchase Center

10777 Westheimer, Suite 650
Houston, TX 77042

(Duke Energy Trading/Marketing)
{713} 260-1800

{713) 260-6511 (fax)

{(first class mail 2/9)

Mr. David L. Cruthirds
Electric Clearinghouse, Inc.
1000 Louisiana, Suite 5800
Houston, TX 77002-5050
{Electric Clearinghouse,
{713) 507-3761

(first class mail 2/9)

Inc.)

Keith M. Sappenfield, II
Director of Marketing Support

NorAm Energy Management, Inc.
P.0O. Box 2628

Houston, TX 77252-2628

(NorAm Energy Management, Inc.)

(713) 654-5864
(first class mail 2/9)

Date: February 10, 19958

Norma J. Rosner,

Houston, TX 77079
(Vastar Power Marketi
{713) 584-3980

{(first class mail 2/9

Mr. Richard LaCapra
LaCapra Associates
The Province Building
333 Washington Street
Boston, MA 02108
(Witness for OCA)
{617) 367-6500

{617) 951-0528

(fEirst class mail 2/9

Stephanie A. Sugrue,
Duane,
1667 K Street, N.W.,

Washington, DC 20006-
(QST Energy, Inc.)
(202) 776-7800

(202) 776-7801 (fax)

{overnight mail 2/9)

M@%

Esquire
Vastar Power Marketing,
200 Westlake Park Boulevarde

Inc.

ng,
)

)

Esquire

Morris & Heckscher

Inc.}

Suite 700

1608

Bernard A. Ryan, Jr.
Small Business Advocate

331340 S.AUVIONOHLOYd
DNV
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