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1 P R O C E E D I N G S 

2 ADMINISTRATIVE LAW JUDGE GEORGE M. KASHI: I c a l l 

3 t h i s proceeding back t o order. 

4 Are there any pr e l i m i n a r y matters from counsel t h i s 

5 morning? Mr. Russell? 

6 MR. RUSSELL: Not from the company, Your Honor. 

7 JUDGE KASHI: Any other counsel? Mr. DeBroff? 

8 MR. DeBROFF: Thank you. Your Honor, I n response t o 

9 your order f o r settlement proceedings t o go forward, the 

10 O f f i c e of T r i a l S t a f f has a p o s i t i o n on t h a t issue. 

H Cur r e n t l y , i t i s our impression t h a t the settlement 

12 proceedings t h a t have gone on i n t h i s case have been 

r e l a t i v e l y n i l t o t h i s date i n v o l v i n g the O f f i c e of T r i a l 

H S t a f f and very possibly most of the other p a r t i e s . 

15 Our opinion i s t h a t the d i r e c t testimony of a l l the 

16 p a r t i e s other than the company are obviously before the 

17 company f o r review. 

18 We view the company as having a l l of those p o s i t i o n s 

19 and the a b i l i t y t o respond t o those p o s i t i o n s w i t h some 

20 issue r e s o l u t i o n and also some obviously d o l l a r r e s o l u t i o n 

21 i n terms of the stranded cost issue. 

22 As noted i n our d i r e c t testimony, we do have probably 

23 the highest recovery of the p a r t i e s i n the stranded cost 

24 area, and i t ' s our p o s i t i o n t h a t the company should be 

25 responding t o the O f f i c e of T r i a l S t a f f as w e l l as the other 

C O M M O N W E A L T H REPORTING COMPANY [ 7 1 7 ) 7 6 1 - 7 1 5 0 



1763 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

i n t e r v e n i n g p a r t i e s and the other s t a t u t o r y p a r t i e s w i t h 

t h e i r i n t e r p r e t a t i o n of where they would l i k e t o go i n terms 

of the settlement, money and otherwise. 

We c e r t a i n l y have every i n t e n t i o n of going forward 

w i t h the settlement negotiations and w i l l p a r t i c i p a t e as 

much as we can, but obviously, w i t h our number being 

s i g n i f i c a n t l y higher than most of the other p a r t i e s , i t 

appears t h a t our involvement w i l l be r e l a t i v e l y l i m i t e d 

u n t i l discussions between the company and the other p a r t i e s 

would somehow r i s e from where they are, somewhere c l o s e r t o 

where possible settlement may go. 

We wanted t o i n d i c a t e t h a t t o you. We b e l i e v e t h a t 

i t was the company who should be i n a p o s i t i o n t o i n i t i a l l y 

respond not j u s t t o the O f f i c e of T r i a l S t a f f but we b e l i e v e 

t o the r e s t of the p a r t i e s i n the case. Thank you. 

JUDGE KASHI: Thank you, Mr. DeBroff. 

I guess my concern w i t h your statement i s t h a t having 

seen a l l of the testimony, having seen the wide d i v e r s i t y of 

p o s i t i o n s from the various p a r t i e s on numbers of issues as 

opposed t o merely numbers, t h a t my concern about the a b i l i t y 

of the intervenors t o come t o something t h a t looks u n i f i e d , 

as opposed t o t r y i n g t o have the company go running from 

room t o room t o room w i t h various i n t e r v e n o r s , I'm not q u i t e 

sure where t h a t would get anybody at t h i s p a r t i c u l a r time. 

And t h a t ' s why I t h i n k t h a t having the i n t e r v e n o r s be 
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able t o s i t down and t a l k among themselves f i r s t might be 

more productive i n producing a c o l l a b o r a t i v e e f f o r t . 

My sense i s t h a t there are matters, whether i t 

u l t i m a t e l y goes t o a l i t i g a t e d closure or whether i t goes t o 

a s e t t l e m e n t / l i t i g a t e d , whatever, i s t h a t there are c e r t a i n 

matters i n t h i s case t h a t are beyond the f a c t s of t h i s 

p a r t i c u l a r case and beyond the a p p l i c a t i o n i n t h i s 

p a r t i c u l a r matter. 

While not saying t h a t i t can't be done i n t h i s v e i n , 

I would say t h a t some of my general t h i n k i n g on the matter 

i s t h a t the issues regarding metering and b i l l i n g deserve 

more a t t e n t i o n than t h i s case can give i t . 

I t ' s not t h a t we can't struggle through and come up 

w i t h something out of i t , but my t h i n k i n g a t the present 

time, unless changed somewhere before the case f i n i s h e s , i s 

t h a t those are the generic type of issues t h a t can be 

handled outside of t h i s case and wouldn't n e c e s s a r i l y need a 

negotiated or c o l l a b o r a t i v e process, settlement. And 

there's a couple other issues too i n t h i s p a r t i c u l a r matter. 

But my sense i s t h a t i f i n f a c t the i n t e r v e n o r s — 

because q u i t e f r a n k l y , from some of the t h i n g s t h a t I see i n 

here, I mean, we've got problems t h a t i f — there are some 

p a r t i e s here t h a t I t h i n k could accept a settlement w i t h the 

company while other intervenors wouldn't want t o get 

involved i n t h a t . 
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And I would l i k e the intervenors t o be able t o see 

where i t i s they r e a l l y want t o go w i t h t h i s . My sense i s 

t h a t i f we l i t i g a t e t o conclusion, the chances of i t ending 

up i n the upper courts f o r a number of years i s p r e t t y good, 

as opposed t o a c o l l a b o r a t i v e e f f o r t by a l l the i n t e r e s t 

groups t h a t are involved, and the i n t e r e s t groups t h a t 

f a i r l y represent the Commonwealth, the constituency of the 

Commonwealth being able t o put together something t h a t 

complies w i t h the wishes of the L e g i s l a t u r e as f a r as how t o 

get t h i s t h i n g moving, complies w i t h the concepts of how the 

Governor i s concerned about keeping Pennsylvania i n the 

f o r e f r o n t of competition, which i s a good e f f o r t . 

And I t h i n k t h a t the l i t i g a n t s , i f the i n t e r v e n o r s 

redouble t h e i r e f f o r t s as f a r as t a l k i n g t o themselves, 

would make i t easier t o comply w i t h what you're t a l k i n g 

about, about g e t t i n g the company t o respond. 

I f the company can respond t o a u n i f i e d proposal, I 

t h i n k i t would make i t a heck of a l o t easier than — I 

guess at the present time we've got 36 i n t e r v e n o r s . 

A l l r i g h t ? Anything f u r t h e r ? 

(No response.) 

JUDGE KASHI: Hearing nothing, we w i l l have the 

O f f i c e of Consumer Advocate c a l l i t s f i r s t witness. 

MR. BURGRAFF: Yes, Your Honor. Before we do t h a t , I 

beli e v e we agreed yesterday we would s t i p u l a t e Mr. C a t l i n ' s 
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testimony i n t o the record. I would l i k e t o do t h a t a t t h i s 

time. 

JUDGE KASHI: A l l r i g h t , s i r . 

MR. BURGRAFF: I have previ o u s l y submitted t o the 

p a r t i e s . Your Honor, and I w i l l give two copies t o the c o u r t 

r e p o r t e r of a document e n t i t l e d OCA Statement No. 3, the 

d i r e c t testimony of Mr. C a t l i n . 

JUDGE KASHI: So marked f o r purposes of 

i d e n t i f i c a t i o n . 

(Whereupon, the document was marked 

as OCA Statement No. 3 f o r 

i d e n t i f i c a t i o n . ) 

MR. BURGRAFF: And also OCA Statement No. 3-S, the 

s u r r e b u t t a l testimony of Mr- C a t l i n , 

JUDGE KASHI: So marked f o r purposes of 

i d e n t i f i c a t i o n . 

(Whereupon, the document was marked 

as OCA Statement No. 3-S f o r 

i d e n t i f i c a t i o n . ) 

MR. BURGRAFF: I would ask t h a t they be moved i n t o 

the record. 

JUDGE KASHI: I t w i l l be accepted i n t o the record as 

s t i p u l a t e d t o by counsel. 

C O M M O N W E A L T H REPORTING COMPANY (717) 7 6 1 - 7 1 5 0 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1767 

(Whereupon, the documents marked as 

OCA Statements Nos. 3 and 3-S were 

received i n evidence.) 

MR. BURGRAFF: Thank you. We have Mr. LaCapra t h i s 

morning. He i s at the witness c h a i r and ready t o be sworn. 

JUDGE KASHI: Mr. LaCapra, would you r a i s e your r i g h t 

hand and be sworn, s i r ? 

Whereupon, 

RICHARD LaCAPRA 

having been duly sworn, t e s t i f i e d as f o l l o w s : 

JUDGE KASHI: Mr. Burgraff? 

MR. BURGRAFF: Thank you, Your Honor. 

Once again, we have previ o u s l y submitted t o the 

p a r t i e s and Your Honor and we w i l l give the court r e p o r t e r 

two copies of a document e n t i t l e d , OCA Statement No. 1, the 

d i r e c t testimony of Richard LaCapra c o n s i s t i n g of 33 pages 

of n a r r a t i v e testimony — 

JUDGE KASHI: So marked f o r purposes of 

i d e n t i f i c a t i o n — 

MR. BURGRAFF: — and E x h i b i t s RLC-l through 6. 

(Whereupon, the documents were 

marked as OCA Statement No. 1 and 

OCA E x h i b i t s Nos. RLC-l through 

RLC-6 f o r i d e n t i f i c a t i o n . ) 

MR. BURGRAFF: We have also given t o the p a r t i e s a document 
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e n t i t l e d , OCA Statement No. 1-S c o n s i s t i n g of 14 pages of 

n a r r a t i v e testimony and E x h i b i t RLC-7 through 

RLC-10. 

And before I ask t h a t t h a t be marked f o r 

i d e n t i f i c a t i o n . Your Honor, t h i s morning I have d i s t r i b u t e d 

what has been erroneously marked as E x h i b i t RLC-10. I would 

ask t h a t t h i s be marked as E x h i b i t RLC-9 Revised. This i s a 

r e c a l c u l a t i o n of t h a t e x h i b i t . We take i n t o account OCA 

Witness Smith's new e x h i b i t s LS-9R through LS-12R. 

So I would ask t h a t E x h i b i t 9 Revised be recognized 

as opposed t o the o r i g i n a l E x h i b i t 9. 

JUDGE KASHI: So marked f o r purposes of 

i d e n t i f i c a t i o n . 

(Whereupon, the documents were 

marked as OCA Statement No. 1-S, 

OCA E x h i b i t s Nos. RLC-7 through 

RLC-10 and OCA E x h i b i t RLC-9 

Revised f o r i d e n t i f i c a t i o n . ) 

MR. BURGRAFF: Thank you. 

DIRECT EXAMINATION 

BY MR. BURGRAFF: 

Q. Mr. LaCapra, do you have those two documents i n 

f r o n t of you? 

A. Yes, I do. 

Q. And do you have any c o r r e c t i o n s t o those 
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documents today? 

A. No, not other than the ones you've mentioned, 

s i r . 

MR. BURGRAFF: Your Honor, I would ask t h a t these two 

documents be admitted i n t o the record subject t o the caveats 

we've been o f f e r i n g . 

JUDGE KASHI: Subject t o any t i m e l y motions and/or 

objections made, pending cross-examination, t h a t which has 

been marked and i d e n t i f i e d w i l l be received i n t o the 

e v i d e n t i a r y record. 

MR. BURGRAFF: Thank you. Your Honor. The witness i s 

a v a i l a b l e f o r cross-examination. 

JUDGE KASHI: Thank you very much. 

Mr. Kleppinger? 

MR. KLEPPINGER: No questions. Your Honor. 

JUDGE KASHI: Mr. Nordstrom? 

MR. NORDSTROM: Yes, j u s t b r i e f l y . Your Honor. 

CROSS-EXAMINATION 

BY MR. NORDSTROM: 

Q. Good morning, Mr. LaCapra. My name i s Paul 

Nordstrom. I represent Allegheny Power. 

Mr. LaCapra, could you t u r n t o page 29 of your d i r e c t 

testimony? I r e f e r you t o the sentence a t l i n e 17 t o l i n e 

20. You say there, "The most e f f e c t i v e way t o address these 

m i t i g a t i o n values, however, i s not i n q u a r r e l i n g about t h e i r 
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exact numerical value but ra t h e r as a r a t i o n a l basis f o r 

sharing of costs and b e n e f i t s of r e s t r u c t u r i n g between the 

customers and investors of the company." 

Do you see t h a t , s i r ? 

A. Yes, I do. 

Q. Do I take i t c o r r e c t l y t h a t your recommendation 

f o r sharing of stranded costs between shareholders and 

ratepayers, which as I understand immediately f o l l o w s t h i s 

quoted language, has as i t s r a t i o n a l basis the company's 

m i t i g a t i o n e f f o r t s ? 

A. The company's basis? 

Q. That your proposal has as i t s basis, i t s 

r a t i o n a l basis, the company's m i t i g a t i o n e f f o r t s or lack 

t h e r e o f . 

A. The company has a m i t i g a t i o n r e s p o n s i b i l i t y and 

I'm not sure I'm connecting t o your question. My proposal 

i s t o put f o r t h a recommendation t h a t does not r e q u i r e an 

agreement on a l l values of a l l p o t e n t i a l m i t i g a t i o n . So 

t h i s proposal would i n f a c t , i n our op i n i o n , s a t i s f y the 

c r i t e r i a of m i t i g a t i o n . 

Q. And your proposal i s an e q u i t y disallowance, 

b a s i c a l l y ? 

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

Q. And how does t h a t r e l a t e t o m i t i g a t i o n ? 

A. I t r e l a t e s t o m i t i g a t i o n i n the f o l l o w i n g way. 
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t h a t the m i t i g a t i n g of stranded costs would r e q u i r e a proper 

v a l u a t i o n of various costs t h a t are d i f f i c u l t t o determine 

and d i f f i c u l t t o q u a n t i f y a t t h i s time. 

So m i t i g a t i n g of p a r t i c u l a r costs would r e q u i r e 

c e r t a i n actions t h a t the company could now take, and the 

value of those could be somewhat u n c e r t a i n . 

I t could i n v o l v e actions t h a t the company w i l l take, 

values t h a t the company may not have f o r several years t h a t 

i n f a c t cannot be reclaimed by customers. 

This attempts t o b r i n g f o r t h a formula t h a t can be 

appli e d now and s e t t l e out i n a reasonable fashion a l l of 

these p o t e n t i a l avenues of m i t i g a t i o n . 

The a l t e r n a t i v e t h a t we were saying i s d i f f i c u l t i s 

t o q u a n t i f y a l l of those p o s s i b i l i t i e s i n an agreeable form 

r i g h t now, numerically. 

Q. Does your proposal f o r sharing apply t o any 

u t i l i t y , no matter how much m i t i g a t i o n i t has achieved t o 

date? 

A. I n the cases t h a t we have seen thus f a r i n the 

Commonwealth, I would answer t h a t yes. This would apply t o 

a l l companies. 

Q. I s there any l e v e l of m i t i g a t i o n t o which your 

proposal would not apply? 

A. I f there were — and anything i s t h e o r e t i c a l l y 

p o s s i b l e , i n t h a t v e in — t y p i c a l l y , I would say no i n 

C O M M O N W E A L T H REPORTING COMPANY (717) 7 6 1 - 7 1 5 0 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1772 

p r a c t i c e , yes i n theory. 

Q. Could you explain t h a t f o r me, please? 

A. Yes, t h a t the types of m i t i g a t i o n and the types 

of v a l u a t i o n t h a t we are t a l k i n g about are very, very 

u n l i k e l y t o have happened i n the cu r r e n t environment. 

The establishment of going concern values, of 

r e s i d u a l values t h a t we t a l k about t h a t are of r e a l value 

t h a t w i l l not be reclaimed, these are very u n l i k e l y t o have 

entered i n t o the system of a v e r t i c a l l y i n t e g r a t e d , 

regulated monopoly. The q u a n t i f i c a t i o n of these i s 

d i f f i c u l t . 

Now, I say " t h e o r e t i c a l l y , " because presumably we can 

e s t a b l i s h a system by which t h i s would not apply. Now, l e t 

me give you an example of t h a t system. 

I f you chose t o d i v e s t your generating assets under a 

c e r t a i n form i n a f a i r auction and we s e t t l e d out on t h a t , 

there would be no other requirements of t h i s s o r t . 

That i n i t s e l f would presume t o capture a l l 

appropriate m i t i g a t i o n and we would not need t o have a 

sharing formula. 

Q. I s the what I perceive t o be a very high l e v e l 

of m i t i g a t i o n t h a t you're discussing — one can say i t 

p r a c t i c a l l y has not been reached i n t h i s s t a t e — i s t h a t 

mandated by the Competition Act? 

A. I t h i n k the Competition Act does r e q u i r e 
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m i t i g a t i o n , and I t h i n k the i n t e n t of r e q u i r i n g m i t i g a t i o n 

i s t o ensure f a i r n e s s between the value l e f t r e s i d u a l l y w i t h 

the company and the values t h a t are returned t o the 

customers. So I would say t h i s t o me i s a high standard. 

Fairness i s a high standard. 

Q. And are the p a r t i c u l a r elements t h a t you have 

discussed l a i d out anywhere i n the Competition Act? 

A. The Competition Act does speak of a v o l u n t a r y , 

not mandatory d i v e s t i t u r e as an approach. 

Q. But t h a t i s v o l u n t a r y , i t ' s not mandatory; i s 

t h a t correct? 

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

Q. So i t i s not required? 

A. I t i s not required by the Act, t h a t ' s c o r r e c t . 

Q. I s i t f a i r t o say t h a t short of a l e v e l of 

m i t i g a t i o n t h a t would e i t h e r be v o l u n t a r y d i v e s t i t u r e or 

equal v o l u n t a r y d i v e s t i t u r e , t h a t u t i l i t i e s otherwise 

engaging i n m i t i g a t i o n , u t i l i t i e s t h a t otherwise have run 

t h e i r operations e f f i c i e n t l y and have provided power a t low 

cost and have taken other m i t i g a t i o n e f f o r t s s p e c i f i c a l l y i n 

l i g h t of competition, they would s t i l l be subject t o the 

f u l l e f f e c t of your sharing recommendation and placed i n the 

same p o s i t i o n as u t i l i t i e s t h a t d i d none of those things? 

A. No, I wouldn't say t h a t would be t r u e . 

Companies t h a t operated very e f f i c i e n t l y and have costs a t 
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or below n a t i o n a l averages would tend t o have very low 

stranded costs, and t h i s issue would not play out q u i t e the 

same way. 

I t i s the u t i l i t i e s t h a t have very high r a t e s 

r e l a t i v e t o the r e g i o n a l market or other averages where they 

would be a f f e c t e d by t h i s . So, no, the impact of i t i s 

very, very d i f f e r e n t among u t i l i t i e s — 

Q. But i n terms of sharing — 

A. — and very much a f u n c t i o n of the e f f i c i e n c y of 

the u t i l i t y . 

Q. I'm sorry, I thought you had completed your 

answer. Please continue. 

A. Sorry. The l a s t statement — I'm sorry i f I 

paused; I do t h a t sometimes — the e f f e c t on the u t i l i t i e s 

are very, very d i f f e r e n t , w i t h the e f f i c i e n t u t i l i t i e s 

having very, very l i t t l e impact from t h i s sharing formula, 

perhaps none. 

Q. Don't you t h i n k i t ' s possible f o r an e f f i c i e n t 

u t i l i t y t o come before the Commission w i t h the same l e v e l of 

stranded costs as an i n e f f i c i e n t u t i l i t y ? 

A. No. 

Q. What about d i f f e r e n c e s i n markets? 

A. The measure of the e f f i c i e n c y of a u t i l i t y and 

the rates of a u t i l i t y I would assume would be i n the market 

context i n which i t e x i s t s , t h a t b a r r i n g some completely 

C O M M O N W E A L T H REPORTING COMPANY ( 7 1 7 ) 7 6 1 - 7 1 5 0 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1775 

f o r t u i t o u s advantage t h a t one p a r t i c u l a r u t i l i t y may have 

had i n the marketplace, presumably a marketplace i s de f i n e d 

by reasonable the same access of f u e l and customers, markets 

and transmission. 

And what we have — and perhaps i t ' s not f a i r t o use 

only the term " e f f i c i e n c y " — but we have higher cost and 

lower cost u t i l i t i e s t h a t i n most cases i n a market had 

reasonably s i m i l a r o p p o r t u n i t i e s . 

Q. Do you believe t h a t there i s one market, one 

e l e c t r i c i t y market i n Pennsylvania? 

A. There i s a market i n PJM which i s the r e l e v a n t 

market i n t h i s case. Now, there's a b i l i t y import and export 

from PJM t o some region, but e f f e c t i v e l y I would say f o r 

these purposes we can look at PJM as a market t h a t would 

a f f e c t the applicant as i t s primary t r a d i n g area, primary 

market area. 

Q. Let me give you a h y p o t h e t i c a l . U t i l i t y A over 

the years has kept i t s costs very low, run i t s operations 

e f f i c i e n t l y . I t has engaged i n extensive m i t i g a t i o n i n 

a n t i c i p a t i o n of competition so t h a t i t s generation costs are 

5 cents. I t operates i n a market where the market 

competitive r a t e i s 2 cents, leaving i t w i t h a stranded cost 

c l a i m of 3 cents. 

U t i l i t y B i s a higher cost u t i l i t y . I t has done 

l i t t l e t o run i t s operations e f f i c i e n t l y . I t has done 
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l i t t l e t o m i t i g a t e stranded costs i n a n t i c i p a t i o n of 

competition. I t s generation costs are s i x cents. I t has 

the good f o r t u n e , however, of operating i n a market where 

the competitive p r i c e i s 3 cents, so i t s stranded cost 

c l a i m , s i x minus t h r e e , i s also three cents. 

The two u t i l i t i e s get t o the same stranded costs 

c l a i m , although one has operated e f f i c i e n t l y and one has 

not. Do you believe they should be t r e a t e d equally i n terms 

of a sharing proposal as you o u t l i n e i n t h i s case? 

MR. BURGRAFF: Your Honor, I hate t o o b j e c t , but I 

don't see the foundation f o r the h y p o t h e t i c a l or i t s 

a p p l i c a t i o n t o PP&L's proposal i n t h i s case. 

JUDGE KASHI: Mr. Nordstrom? 

MR. NORDSTROM: Well, Your Honor, there are several 

issues i n t h i s case. I t h i n k the sharing of stranded costs 

between — 

JUDGE KASHI: No, l e t ' s go back t o the foundation 

problem. Where i s the foundation i n the record f o r t h a t ? 

MR. NORDSTROM: Your Honor, there i s none. This i s 

simply a h y p o t h e t i c a l . We are t r y i n g t o explore how t h i s 

witness's — 

JUDGE KASHI: Yes, but a h y p o t h e t i c a l has t o be based 

on f a c t s t h a t are p a r t of the record, s i r . We j u s t can't 

s i t making things up as f a r as the e f f i c i e n c y of one u t i l i t y 

and another. 
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MR. NORDSTROM: W e l l , we're n o t a s k i n g him t o op i n e 

on t h e m e r i t s o f any p a r t i c u l a r u t i l i t y , b u t we're t r y i n g t o 

see how h i s p r o p o s a l , which t h e Commission c o u l d c o n c e i v a b l y 

adopt i n t h i s case, w i l l have a p p l i c a t i o n . 

I t h i n k i t ' s v e r y p o s s i b l e t o d e a l w i t h t h i s 

h y p o t h e t i c a l i n those c o n c e p t u a l t e r m s . I f n o t , I ' 1 1 

wi t h d r a w i t . 

MR. BURGRAFF: Your Honor, t h i s case i s about PP&L's 

p r o p o s a l and i t ' s about PJM. I don't see a f o u n d a t i o n 

b e h i n d Mr. Nordstrom's q u e s t i o n . 

JUDGE KASHI: I'm i n c l i n e d t o agree w i t h c o u n s e l , 

s i r , so I'm goin g t o s u s t a i n t h a t o b j e c t i o n . 

MR. NORDSTROM: Thank you. Your Honor. 

Your Honor, w i t h t h a t , I w i l l c o nclude. Thank you. 

JUDGE KASHI: Thank you v e r y much, s i r . 

Mr. R u s s e l l ? 

MR. RUSSELL: Yes, s i r . Thank you. 

CROSS-EXAMINATION 

BY MR. RUSSELL: 

Q. Good morning, Mr. LaCapra. My name i s Paul 

R u s s e l l . I am r e p r e s e n t i n g PP&L i n t h i s p r o c e e d i n g . 

A. Good morning. 

Q. I f you would t u r n t o page 8 o f your d i r e c t 

t e s t i m o n y a t l i n e s 23 t o 28, you're c i t i n g a r e t u r n on 

e q u i t y . And what I want t o ask you, t h e 10 p e r c e n t r e t u r n 
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on eq u i t y t h a t you c i t e here was r e f l e c t e d i n a Commission 

s e c u r i t i z a t i o n order; i s t h a t correct? 

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

Q. Have you reviewed any other recent PUC decisions 

regarding the Commission's allowed r a t e of r e t u r n on common 

equity? 

A. As the statement puts f o r t h , the l a s t Commission 

r u l i n g on the PP&L case, 11.5 percent, so we d i d review t h a t 

and we stated t h a t t h a t was the l a s t adjudicated case and 

made note of t h a t . 

Q. And you d i d n ' t review any others i n other 

i n d u s t r i e s , f o r example? 

A. Well, we have a number of cases i n other — you 

mean u t i l i t i e s or other i n d u s t r i e s ? Are you t a l k i n g about 

the s t e e l i n d u s t r y , or — 

Q. Other u t i l i t i e s before the Pennsylvania 

Commission. 

A. Before the Pennsylvania Commission? We had 

reviewed the PECO cases. I don't r e c a l l , I d i d n ' t do i t 

myself, but we had looked back at those as w e l l when making 

t h e i r f i l i n g . 

Q. Did you say you don't r e c a l l what the r e t u r n on 

eq u i t y was i n those cases? 

A. No. 

Q. Have you conducted your own s p e c i f i c cost of 
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e q u i t y analysis i n t h i s case? 

A. No, we have not. 

Q. Would you t u r n t o page 11, s t i l l i n your d i r e c t ? 

And on l i n e s 26 t o 28 there, you discuss — and i t c a r r i e s 

over t o the next page — you discuss the company's f i l i n g 

w i t h FERC regarding the S c h u y l k i l l Energy Resources p r o j e c t . 

Have you reviewed the company's FERC f i l i n g regarding 

t h i s p r o j e c t ? 

A. I have had my s t a f f review the f i l i n g , and a t 

the time the issue was i n doubt and we were u n c e r t a i n on the 

outcome, and t h i s i s why we made t h i s comment. 

Q. And as f a r as you know, the outcome i s s t i l l 

undecided before FERC; i s t h a t correct? 

A. As f a r as I know, t h a t ' s c o r r e c t . 

Q. I n reviewing the company's a p p l i c a t i o n or a f t e r 

reviewing the company's a p p l i c a t i o n , would you agree t h a t 

the company i s seeking t o revoke SER's status as a 

cogeneration QF as opposed t o a small power production QF? 

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

Q. And would you f u r t h e r agree t h a t even i f the 

company's p e t i t i o n i s granted by the FERC, SER would remain 

a small power production QF? 

A. We are not sure t h a t — w e l l , yes, but we're not 

sure t h a t t h a t would r e q u i r e or r e s u l t i n the same volume or 

p r i c e l e v e l . 
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Q. Turning t o the p r i c e l e v e l , are you aware t h a t 

i f PP&L's a p p l i c a t i o n i s granted, the company's payments t o 

SER would decline from 6.5 cents per kWh t o 5 cents per kWh? 

A. I can't personally t e s t i f y t o those numbers, but 

t h a t ' s the r i g h t d i r e c t i o n . 

Q. And do you have any i n f o r m a t i o n about what the 

annual savings would be from t h a t change i n payments? 

A. There was t h a t c a l c u l a t i o n done t o determine the 

red u c t i o n t h a t was c a l c u l a t e d . I s o l a t i n g t h a t one, I would 

have t o look a t the workpapers, but the sum of the 

adjustments as noted i s $106 m i l l i o n from the various 

f a c t o r s t h a t we looked a t . 

Q. Would you accept subject t o check t h a t the 

savings would be about $10 m i l l i o n a year? Does t h a t sound 

about r i g h t ? 

A. I don't r e c a l l the savings f o r t h a t i n d i v i d u a l 

p r o j e c t . 

Q. Turning t o page 12 of your d i r e c t testimony, a t 

the top, you are discussing NUGs on the company's system i n 

a more general sense. Have you examined the c o n t r a c t s under 

which PP&L purchases output from NUGs? 

A. Our s t a f f has I believe looked a t a l l the 

co n t r a c t s . 

Q. And they reported t o you what they — 

A. Right. This was t h e i r o p i n i o n , yes. 
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Q. Would you agree, based on the i n f o r m a t i o n from 

your s t a f f , t h a t these agreements o b l i g a t e PP&L t o pay only 

f o r energy produced by the NUGs? 

A. I t h i n k t h a t ' s generally t r u e , yes. 

Q. Would you f u r t h e r agree t h a t such a p r o v i s i o n 

would provide an i n c e n t i v e f o r the NUG owner t o operate a t 

the highest l e v e l s possible? 

A. A l l other things being equal, as t h e i r own costs 

would change and as other o p p o r t u n i t i e s may become 

a v a i l a b l e , the economic b e n e f i t t o the generator may change 

over time. There could be times when the p r i c e paid f o r 

energy i s not as economical as i t i s today, or not as 

valuable or p r o f i t a b l e t o the NUG as i t i s today. 

Q. The p r i c e paid by PP&L? 

A. The p r i c e paid by PP&L, t h a t ' s c o r r e c t , 

Q. So i s i t b a s i c a l l y your answer t h a t i f the NUG's 

cost of operation r i s e t o exceed the payments i t receives 

from PP&L, then i t may not have an i n c e n t i v e t o operate a t 

the highest l e v e l s possible? 

A. May not have the i n c e n t i v e t o operate as much, 

may have an i n c e n t i v e , on seeing t h i s on the horizon, t o 

s e t t l e out at some po i n t i n the f u t u r e . 

There are a l l o p p o r t u n i t i e s t h a t appear t o p o i n t i n 

more or less the same d i r e c t i o n , and t h a t d i r e c t i o n i s t h a t 

there i s some l i k e l i h o o d t h a t t h i s would be l e s s , and one 
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cannot r e a l l y e a s i l y conjure up a scenario where i t would be 

more. 

Q. I'm sorry, where i t — 

A. The output you're buying from NUGs. 

Q. Do you know or would you accept t h a t PP&L's 

payments t o NUGs are generally about 6 cents per kWh? 

A. That sounds about r i g h t . 

Q. On page 12 of your testimony, you i n d i c a t e t h a t 

used an 80 percent annual average capacity f a c t o r i n your 

analysis of f u t u r e NUG generation. Did you conduct a study 

or analysis t o derive t h i s 80 percent capacity f a c t o r ? 

A. We d i d not look at the s p e c i f i c NUGS. We looked 

at the technology and the average a v a i l a b i l i t y of the kinds 

of technology f o r data we had and found 80 percent t o be a 

reasonable number on which t o cast the long-term estimate. 

Q. But t h a t analysis d i d not evaluate s p e c i f i c a l l y 

the NUGs on PP&L's system? 

A. Your NUGS? No, s i r , they d i d not. 

Q. I f you would t u r n t o page 15 of your d i r e c t ? 

S t a r t i n g here and c a r r y i n g over f o r a couple of pages, you 

describe some estimates of going-forward costs of the 

company's generation assets. Would you agree t h a t 

developing these estimates of going-forward costs r e q u i r e s a 

fo r e c a s t i n g of various cost components? 

A. Yes. 
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Q. Would you agree t h a t one o f t h e c o s t components 

t h a t must be f o r e c a s t would be o p e r a t i o n and maintenance 

expenses? 

A. Yes. 

Q. And would a n o t h e r be f u e l c o s t s ? 

A. Yes. 

Q. On page 16 a t t h e t o p , s t i l l i n your d i r e c t 

t e s t i m o n y , you c i t e a p r o d u c t i v i t y f a c t o r o f .2 p e r c e n t . 

D i d you conduct a s t u d y t o develop t h a t p r o d u c t i v i t y f a c t o r ? 

A. The s t u d y was n o t s p e c i f i c t o your NUGs. I t i s 

based on our own an a l y s e s . 

Q. I'm s o r r y . Your answer has confused me a l i t t l e 

b i t . I s t h e .2 p e r c e n t p r o d u c t i v i t y f a c t o r t o be a p p l i e d t o 

our NUGs? 

A. Yes. 

Q. On page 18 o f your d i r e c t where you a r e 

d i s c u s s i n g f o s s i l decommissioning c o s t s , would you agree 

w i t h me t h a t as a g e n e r a l p r o p o s i t i o n , f o s s i l 

decommissioning c o s t s t r a d i t i o n a l l y have been r e c o v e r e d i n 

r a t e s i n Pe n n s y l v a n i a as i n c u r r e d t h r o u g h n e t n e g a t i v e 

salvage? 

A. Yes. 

Q. And I b e l i e v e you i n d i c a t e t h a t you've reviewed 

t h e d e f i n i t i o n o f s t r a n d e d c o s t s i n t h e Customer Choice Act; 

i s t h a t c o r r e c t ? 
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A. That's c o r r e c t . 

MR. RUSSELL: Your Honor, c o u l d I approach t h e 

wi t n e s s ? 

JUDGE KASHI: Yes. 

BY MR. RUSSELL: 

Q. Mr. LaCapra, I ' l l show you a copy o f t h e 

Customer Choice A c t --

JUDGE KASHI: Show i t t o c o u n s e l , p l e a s e . 

(Document shown t o Counsel B u r g r a f f . ) 

BY MR. RUSSELL: 

Q. And what I'm l o o k i n g a t s p e c i f i c a l l y i s S e c t i o n 

2803, t h e d e f i n i t i o n s e c t i o n , t h e d e f i n i t i o n o f s t r a n d e d 

c o s t s , and under t h a t , subparagraph 3, and under t h a t , 

subparagraph IV. I ' d j u s t ask you t o l o o k a t t h a t . I t ' s 

v e r y s h o r t , i f you c o u l d j u s t read t h a t i n t o t h e r e c o r d . 

A. "Retirement c o s t s a t t r i b u t a b l e t o t h e u t i l i t y ' s 

e x i s t i n g g e n e r a t i n g p l a n t s o t h e r t h a n t h e c o s t s d e f i n e d i n 

paragraph 1 . " 

Q. And t h a t s e c t i o n I j u s t asked you t o read i s 

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

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

A. Other t h a n paragraph 1. 

Q. I agree, yes, s i r . 

A. I t r e f e r s t o s e v e r a l o t h e r t h i n g s , i n c l u d i n g 

decommissioning c o s t s . 
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Q. Am I c o r r e c t t h a t paragraph 1 r e f e r s t o nuclear 

decommissioning costs? 

A. Paragraph 1 r e f e r s t o decommissioning costs, 

yes. I t r e f e r s t o nuclear decommissioning costs, r e g u l a t o r y 

assets and unfunded costs of NUG c o n t r a c t s . 

Q. I guess what I'm t r y i n g t o understand i s t h a t i f 

the s e c t i o n t h a t I asked you t o look a t t h a t t a l k s about 

re t i r e m e n t costs a t t r i b u t a b l e t o the u t i l i t y ' s genera-ting 

p l a n t s does not r e f e r t o decommissioning of those p l a n t s , 

what would you expect i t i s r e f e r r i n g to? 

A. What i t i s r e f e r r i n g t o are the costs t h a t would 

be included i f strandable. There i s a presumption I t h i n k 

i n your question t h a t by p u t t i n g f o r t h a cost category 

e f f e c t i v e l y endorses i t as a stranded cost as opposed t o 

p u t t i n g i t f o r t h f o r a d j u d i c a t i o n or e v a l u a t i o n . 

Now, our p o s i t i o n i s t h a t costs, i f they would e x i s t 

i n the competitive i n d u s t r y , and costs which would be 

in c u r r e d by other competitive s u p p l i e r s should not be 

i s o l a t e d . So here the d e f i n i t i o n i s not t o say t h a t t h i s 

category i s nec e s s a r i l y stranded t o the f u l l extent 

possible. I t i s t o say i t i s appropriate f o r review; and 

our opinion i s i f the review would show t h a t these are costs 

t h a t would e x i s t i n the competitive market t h a t other 

generators would have t o pay, then i t i s not a p p r o p r i a t e l y 

strandable. 
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Q. So I understand i t , i t would be your t e s t i m o n y 

t h a t f o s s i l decommissioning c o s t s a re a c o s t t o be 

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

component o f s t r a n d e d c o s t s ? 

A. I t i s o b v i o u s l y t h e company's r i g h t , w h ich i t 

has done so, t o p u t f o r t h t h i s , and we do n o t b e l i e v e t h i s 

i s a s t r a n d a b l e c o s t . 

Q. And I understand t h a t . Then on page 18 a t l i n e 

5 where you say, and I quote, "These c o s t s s i m p l y do n o t f i t 

t h e d e f i n i t i o n o f s t r a n d e d c o s t s , " c l o s e d quote, would you 

a f t e r our d i s c u s s i o n here change t h a t and concede t h a t t h e y 

f i t t h e d e f i n i t i o n , b u t t h e n we have a p r o c e e d i n g here t o 

de c i d e t o what e x t e n t t h e y a re a l l o w a b l e ? 

MR. BURGRAFF: Your Honor, I'm g o i n g t o have t o 

o b j e c t a t t h i s p o i n t . I have no problems w i t h t h a t p a r t o f 

t h e q u e s t i o n g o i n g t o what Mr. LaCapra e x p l a i n e d about a 

r e g u l a t o r y v e r s u s a c o m p e t i t i v e environment. However, as 

f a r as a l e g a l c o n c l u s i o n on t h i s s e c t i o n , I don't t h i n k t h e 

w i t n e s s s h o u l d be asked --

JUDGE KASHI: He made a st a t e m e n t . He made a 

state m e n t i n h i s t e s t i m o n y t h a t t h e y don't f i t t h e 

d e f i n i t i o n . 

MR. BURGRAFF: W e l l , he e x p l a i n e d t h e p o i n t --

JUDGE KASHI: I t h i n k i t i s f a i r . The o b j e c t i o n i s 

o v e r r u l e d . Answer t h e q u e s t i o n . 
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THE WITNESS: I believe the question was would I 

change the statement of these do not f i t the d e f i n i t i o n of 

stranded cost. My answer i s simply no. What I am 

t e s t i f y i n g t o here i s what I am d e f i n i n g as stranded costs, 

meaning not the review of the universe of p o s s i b i l i t i e s , but 

b a s i c a l l y those costs which u l t i m a t e l y go through the f i l t e r 

and wind up as stranded costs. 

JUDGE KASHI: Your d e f i n i t i o n ? 

THE WITNESS: My d e f i n i t i o n , which i s a stranded cost 

i s t h a t cost which cannot be recovered i n a competitive 

market, and i t i s not a cost which a competitor i s l i k e l y t o 

face. 

Now, there are general costs t h a t could be stranded 

but may not be stranded. This i s one of them. Certain 

p l a n t costs could be stranded but may not be stranded. 

We're saying t h i s cost i s not strandable. I t i s not a 

stranded cost. I t i s does not f i t the d e f i n i t i o n of t h a t 

which would not e x i s t i n a competitive market. 

BY MR. RUSSELL: 

Q. But you 1 re saying those costs could be stranded, 

but i n your opinion i s not stranded? 

A. Certain types of decommissioning costs can be 

stranded. C l e a r l y , c e r t a i n nuclear costs we've recognized 

as costs t h a t may not have been stranded but i n f a c t are i n 

t h i s case. One can imagine a s i t u a t i o n where nuclear 
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decommissioning costs would not be stranded and be able t o 

be c o l l e c t e d i n a competitive market. So i t could be on 

e i t h e r side o f the d e f i n i t i o n i n t h i s s p e c i f i c instance. 

Q. Thank you. Turning t o page 20, beginning a t 

l i n e 15, you present some data regarding PP&L and some data 

regarding PECO, and I j u s t wanted t o work through t h i s data 

a l i t t l e b i t w i t h you and do some comparisons t h a t c a r r y on 

from a comparison t h a t you created. 

I f you look a t l i n e s 20 and 21, you conclude t h a t 

PP&L's stranded cost request i s more than 60 percent of 

PECO's stranded cost request. More than 60, t o use t h a t 

terminology, I d i d the c a l c u l a t i o n , and would you accept 

t h a t i t t u r n s out t o be 62 percent? 

A, Okay. I ' l l work w i t h t h a t . 

Q. Also i n t h a t s e c t i o n , you t a l k about the average 

ra t e s f o r both PP&L and PECO. You c i t e 7.2 cents per kWh 

f o r PP&L and 9.9 cents per kWh f o r PECO. And t o do the same 

comparison w i t h those rates t h a t you d i d w i t h the stranded 

costs, would you agree t h a t PP&L's average rates are 73 

percent of PECO's average rates? 

A. Yes. 

Q. And my f i n a l question i n t h i s area. I f you t u r n 

over t o the top of 21 where you look a t net book value f o r 

generation assets, there you show 3.92 b i l l i o n f o r PP&L and 

6.32 b i l l i o n f o r PECO. And again, making the same 
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comparison, would you agree t h a t PP&L's net book value f o r 

generation assets i s 62 percent of PECO's net book value f o r 

generation assets? 

A. Yes. 

Q. On page 23, you're t a l k i n g about the company's 

proposal f o r r e c l a s s i f i c a t i o n of d e p r e c i a t i o n reserve. Have 

you reviewed the m i t i g a t i o n p r o v i s i o n s of the Customer 

Choice Act? 

A. Yes. 

MR. RUSSELL: Again, Your Honor, could I approach and 

show t o counsel f i r s t ? 

JUDGE KASHI: Yes. 

(Document shown t o Counsel B u r g r a f f . ) 

BY MR. RUSSELL: 

Q. Mr. LaCapra, I would l i k e you t o look a t 2808 --

t h i s i s very complicated -- sub ( c ) , sub ( 4 ) , sub ( 3 ) , where 

the Act sets f o r t h examples of m i t i g a t i o n . I f you would 

j u s t look a t t h a t and then j u s t read t h a t i n t o the record. 

(Witness perusing document.) 

A. I t says, "Reallocation of d e p r e c i a t i o n reserves 

t o e x i s t i n g r a t e base generation assets." 

Q. And wouldn't you agree t h a t t h a t i s what PP&L 

has proposed i n t h i s case? 

A. PP&L i s i n f a c t proposing i t , and I t h i n k our 

recommendation here i s simply t h a t moving costs from one 

C O M M O N W E A L T H REPORTING COMPANY ( 7 W ) 7 6 1 - 7 1 5 0 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1790 

account t o another i s not m i t i g a t i o n i n a r e a l sense. 

Q. On page 25 of your d i r e c t at l i n e s 16 and 17, 

you s t a t e , and I ' l l quote, "The company has i n d i c a t e d i n 

response t o discovery (OCA-III-24) t h a t i t has no a d d i t i o n a l 

m i t i g a t i o n plans f o r NUG co n t r a c t costs," closed quote. 

Have I read t h a t accurately? 

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

MR. RUSSELL: Your Honor, I would l i k e t o mark f o r 

i d e n t i f i c a t i o n as PP&L Cross-Examination E x h i b i t No. 10 the 

company's response t o OCA I n t e r r o g a t o r i e s Set I I I , Question 

24. 

JUDGE KASHI: So marked f o r purposes of 

i d e n t i f i c a t i o n . 

(Whereupon, the document was marked 

as PP&L Cross-Examination Exhibit 

No. 10 for id e n t i f i c a t i o n . ) 

BY MR. RUSSELL: 

Q. Mr. LaCapra, am I c o r r e c t t h a t the i n t e r r o g a t o r y 

response t h a t has been i d e n t i f i e d as PP&L Cross-Examination 

E x h i b i t No. 10 i s the i n t e r r o g a t o r y response t h a t you r e l i e d 

upon i n t h i s s e c t i o n of your testimony t h a t I read i n t o the 

record a minute ago? 

A. Yes, i t i s . 

Q. Mr. LaCapra, I would j u s t ask t h a t you read 

PP&L's response as set f o r t h on PP&L Cross-Examination 

C O M M O N W E A L T H REPORTING COMPANY (717t 7 6 1 - 7 1 5 0 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1791 

E x h i b i t No. 10 i n t o t h e r e c o r d . 

A. C e r t a i n l y . Our sta t e m e n t i s i t has no 

a d d i t i o n a l p l a n s t o m i t i g a t e NUG c o n t r a c t c o s t s , and we've 

t a k e n t h a t o p i n i o n from t h i s s t a t e m e n t o f PP&L. "PP&L has 

e n t e r e d i n t o a buy-out arrangement w i t h one NUG which i s 

a w a i t i n g Commission a p p r o v a l . I t i s PP&L's p o l i c y t o pursue 

o p p o r t u n i t i e s t o e n t e r i n t o b uy-outs, buy-downs and 

r e n e g o t i a t i o n s as t h e y a r i s e c o n s i s t e n t w i t h t h e c o n t r a c t s 

which e x i s t between t h e company and t h e NUG owners." 

I b e l i e v e our sta t e m e n t i s c o r r e c t g i v e n t h a t 

response. 

Q. Thank you. Would you t u r n t o page 29 o f your 

d i r e c t ? Mr. LaCapra, are you a l i c e n s e d r e a l e s t a t e 

a p p r a i s e r i n Pennsylvania o r any o t h e r s t a t e ? 

A. I don't t h i n k so. I had a b r o k e r ' s l i c e n s e i n 

New York i n t h e e a r l y '705, b u t I'm n o t sure i f t h a t 

q u a l i f i e d me t o a p p r a i s e p r o p e r t y . I a c t u a l l y don't r e c a l l 

what t h e agreement a l l o w e d me t o do. 

Q. But you c e r t a i n l y don't have a c u r r e n t l i c e n s e 

i n Pennsylvania? 

A. No, I do n o t . 

Q. Do you have any e x p e r i e n c e w i t h r e g a r d t o r e a l 

e s t a t e a p p r a i s a l s ? 

A. As a c e r t i f i e d a p p r a i s e r , no, I do n o t . 

Q. I n your a n a l y s i s here i n t h i s p a r t o f t h e 
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testimony, d i d you consider what i s r e f e r r e d t o as, quote, 

"the highest and best use," closed quote, of the land on 

which the company's p l a n t s are located? 

A. Do you have a reference f o r me? 

Q. I'm on page 29, and I'm a t l i n e s 1 through 8. 

(Witness perusing document.) 

A. On 1 through 8, I don't see t h a t quote. 

Q. No. I t ' s not quoted there. I'm asking i n t h a t 

a n a l y s i s , d i d you consider the highest and best use? 

A. No. We simply escalated the property value by 

an i n f l a t i o n r a t e , and t h i s i s , i n my o p i n i o n , being more 

f a m i l i a r w i t h v a l u a t i o n of e l e c t r i c a l property and 

generation, t o be remarkably conservative i n t h a t generation 

s i t e s are extremely valuable. Our approach was simply t o 

attempt t o value the land asset at some nominal amount, 

which i s the cost t h a t was on the book times i n f l a t i o n , and 

I would, f r a n k l y , be very pleased t o purchase a l l your land 

at t h a t p r i c e . 

Q. Did you assume the land would be used f o r 

l o c a t i o n of generation assets i n the future? 

A. I don't t h i n k we i m p l i c i t l y assumed t h a t i n t h i s 

c a l c u l a t i o n . This c a l c u l a t i o n was simply an e s c a l a t i o n of 

the book cost by i n f l a t i o n . My own o p i n i o n i s t h a t t h i s 

would appear t o be one of the l o g i c a l uses f o r generating 

property. 
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Q. T u r n i n g t o your s u r r e b u t t a l t e s t i m o n y , on page 

5, you d i s c u s s I don't want t o go t o t h e symmetry 

argument so much as i n c r e a s e s i n p r i c e o f energy. Would you 

agree t h a t i f p r i c e s f o r energy i n c r e a s e , consumers w i l l 

t e n d t o conserve? 

A. As a g e n e r a l p r o p o s i t i o n , yes. 

Q. And would you a l s o agree t h a t i f p r i c e s f o r 

energy i n c r e a s e , p r o d u c e r s w i l l a t t e m p t t o f i n d new sources 

t o b r i n g t o t h e market? 

A. That may o r may n o t be t r u e . Not w i t h i n 

r e a s o n a b l e bounds. I f , f o r example, a l l f o s s i l and f u e l s 

were t o go up i n p r i c e and t h e r e were no n u c l e a r 

c o n s t r u c t i o n , no more hydro s i t e s , w e l l , s i m p l y t h e p r i c e 

l e v e l o f t h a t p r o d u c t would r i s e and t h e r e would be v e r y 

l i t t l e o p p o r t u n i t y f o r a producer t o come i n w i t h something 

e l s e . So we've e x p e r i e n c e d many t i m e s i n t h i s i n d u s t r y 

where t h e r e has been an a b s o l u t e p r i c e l e v e l t h a t was n o t 

a b l e t o be c u r t a i l e d by some d i f f e r e n t t e c h n o l o g y o r some 

new i d e a . The p r i c e s s i m p l y went up. 

Q. J u s t f o c u s i n g on o i l and gas, wo u l d n ' t you agree 

a f t e r t h e o i l p r i c e i n c r e a s e i n t h e '705, t h a t t h e p r i c e s 

f e l l a g a i n w i t h i n a decade? 

A. Yes. 

Q. And as a g e n e r a l p r o p o s i t i o n t h e n , would you 

agree t h a t energy p r i c e i n c r e a s e s t e n d t o be 
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s e l f - c o r r e c t i n g ? 

A. W e l l , t h e y d i d n ' t f a l l back t o o r i g i n a l l e v e l s . 

Energy, p a r t i c u l a r l y o i l and gas have had a v e r y s p i k y p a s t , 

p a r t i c u l a r l y from t h e e a r l y '703 t o t h e mid '80s, b u t t h e y 

have n o t r e v e r t e d t o t h e i r p r i c e i n t h e '60s. 

Q. On your s u r r e b u t t a l , page 13, am I c o r r e c t here 

t h a t you expect market revenue i n t h e c o m p e t i t i v e market t o 

i n c r e a s e over time? 

A. Yes. 

Q. And am I f u r t h e r c o r r e c t t h a t t h i s revenue w i l l 

e n a ble PP&L t o r e c o v e r t h e c o s t s o f i t s g e n e r a t i n g 

f a c i l i t i e s ? 

A. Most o f i t s f a c i l i t i e s , yes. 

Q. Now, would you agree t h a t t h e company w i l l be 

a b l e t o r e c o v e r a j u s t and r e a s o n a b l e amount o f t h e s e c o s t s 

o n l y i f y o u r market p r i c e p r o j e c t i o n s t u r n o u t t o be 

c o r r e c t ? 

A. I t h i n k t h e r e a r e two t h i n g s g o i n g on here. One 

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

due somewhat t o some e a r l i e r PJM excesses. Now, t h e s e w i l l 

go away t h r o u g h a normal g r o w t h c y c l e , which r e a l l y i s n ' t i n 

d i s p u t e , t h e b e s t I can t e l l . So p a r t o f t h e p r i c e w i l l 

c l e a r l y v a n i s h -- p a r t o f t h e p r i c e r e d u c t i o n , t h e l o w e r 

p r i c e , t h i s w i l l c l e a r l y v a n i s h w i t h i n a c o u p l e o f y e a r s . I 

don't t h i n k anybody d i s a g r e e s w i t h t h a t . 
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The a m b i g u i t y o f t h e f o r e c a s t i s something t h a t I 

t h i n k g e t s o v e r s t a t e d . There are two p a r t s t o t h i s . 

C l e a r l y , t h e f u e l p r i c e i s a f o r e c a s t and i t i s s u b j e c t t o 

i t s v a g a r i e s . On t h e o t h e r hand, once t h e r e a r e c a p a c i t y 

a d d i t i o n s coming on, I b e l i e v e we and a l o t o f o t h e r people 

have a v e r y good handle on what t h e s e new t e c h n o l o g i e s are 

c o s t i n g t h a t a r e i n t h e p l a n n i n g and m a n u f a c t u r i n g stages. 

I t h i n k t hese are p r e t t y good numbers. I t r e a l l y g e t s down 

t o f u e l f o r e c a s t s can v a r y somewhat, b u t o f t h e major 

components, i f I were t o i s o l a t e t h o s e t h r e e , I would say 

two o f them are r e a s o n a b l y p r e d i c t a b l e a t t h i s p o i n t ; and o f 

two o f t h e t h r e e , I don't t h i n k t h e r e i s any d i s p u t e among 

any o f t h e a n a l y s t s t h a t t h e s e a r e a l l g o i n g t o p u t upward 

p r e s s u r e on p r i c e s . 

Q. But you would agree t h a t f u e l i s v e r y u n c e r t a i n ? 

A. Fuel i s a f o r e c a s t , and f u e l I t h i n k over t i m e , 

i f you l o o k a t t h e t r e n d , has behaved i t s e l f o v er l o n g 

p e r i o d s o f t i m e , b u t has been v e r y s p i k y i n t h e s h o r t term 

f o r s h o r t p e r i o d s . 

Q. F i n a l l y , i f you would l o o k a t pages 10 and 11 o f 

your s u r r e b u t t a l , you d i s c u s s some r e c e n t market a c t i v i t y i n 

New England and elsewhere. 

A. Yes. 

Q. Regarding t h e New England e x p e r i e n c e , you 

d e s c r i b e d t h e s a l e as j u s t r e c e n t l y completed. Would you 
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agree t h a t the sale i s not closed as of today? 

A. The c l o s i n g has not occurred as of today, t h a t ' s 

c o r r e c t . 

Q. And you i n d i c a t e t h a t the sale was f o r nearly 

4,000 megawatts. Would you agree the t r a n s a c t i o n was f o r 

4,000 megawatts of NEES p l a n t plus c o n t r a c t s t o receive 

another 1,110 megawatts f o r a t o t a l t r a n s a c t i o n of 5,110 

megawatts? 

A. The con t r a c t s t h a t you r e f e r r e d t o were NUG 

con t r a c t s , and these were handled under a separate t r a n s f e r 

and a separate deal. They were a c t u a l l y handled separately 

i n the b i d package as w e l l . 

Q. But there was a second t r a n s a c t i o n f o r the --

A. There was a t r a n s a c t i o n which s e t t l e d out an 

amount t h a t required a t r a n s f e r from the u t i l i t y t o the 

purchaser f o r c e r t a i n of the above-market costs. So what 

was negotiated there or what was b i d there was e f f e c t i v e l y a 

s t r i k e p r i c e on the output w i t h the company paying the 

d i f f e r e n t i a l , and t h i s i s how the m i t i g a t i o n was handled 

e f f e c t i v e l y f o r the NUGs. 

Q. Would t h a t t r a n s a c t i o n have been an o f f s e t 

against the other one t o some extent? 

A. No. They were handled very, very separately. 

One was a sale of assets. The other was a m i t i g a t i o n of NUG 

co n t r a c t s . From the b i d i t s e l f , they were issued 
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independently and could have j u s t as e a s i l y gone t o 

d i f f e r e n t bidders. There was an aggressive b i d by one 

company and i t won both p a r t s of the b i d . 

Q. Do you know t h a t under the NUG t r a n s a c t i o n , NEES 

would make payments t o PG&E; am I correct? 

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

Q. Of the 4,000 megawatts, are you aware t h a t 2,800 

i s f o s s i l and 1,200 i s hydro? 

A. I would need t o check t h a t . 

JUDGE KASHI: W i l l you accept i t subject t o check, 

s i r ? 

THE WITNESS: I t doesn't seem e x a c t l y r i g h t t o me, 

but t o proceed, l e t ' s assume i t i s a mixture of f o s s i l and 

hydro of about t h a t p r o p o r t i o n . 

BY MR. RUSSELL: 

Q. I want t o spend j u s t a minute t a l k i n g about the 

environment i n New England. Are you aware t h a t M i l l s t o n e 

Units 1, 2 and 3 are now closed? 

A. They are not operating now. The u n i t s are not 

closed. The u n i t s are s t i l l a c t i v e u n i t s t h a t are 

undergoing, according t o the company, r e p a i r s t h a t have a 

completion p o i n t , and the company at l e a s t has put out 

schedules f o r each of the three t o r e t u r n t o ser v i c e . 

Q. Thank you. That's a more precise way t o s t a t e 

i t . They're not operating, but they're not --
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A. They're n o t c l o s e d . 

Q. And t h a t ' s what I meant. Thank you. Are you 

aware t h a t t h e r e i s some doubt whether t h e y w i l l b e g i n 

o p e r a t i o n again? 

A. I t h i n k t h e r e i s some doubt about, f r a n k l y . 

M i l l s t o n e 1. There i s n o t as much -- t h e r e i s r e l a t i v e l y 

l i t t l e about 2, and I t h i n k most a n a l y s t s i n t h e r e g i o n 

b e l i e v e t h a t M i l l s t o n e 3 w i l l r e t u r n t o s e r v i c e more o r l e s s 

as scheduled. I t h i n k t h a t i s t h e c u r r e n t f e e l i n g . 

Q. And those t h r e e u n i t s t o t a l about 2,600 

megawatts; i s t h a t c o r r e c t o r w i l l you accept s u b j e c t t o 

check? 

A. Those u n i t s t o t a l 2,500 megawatts. 
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Q. Are you aware t h a t Maine Yankee i s closed? 

A. Yes. 

Q. Would you accept, subject to check, t h a t Maine 

Yankee i s about 580 megawatts? 

A. I t i s 584 megawatts; t h a t ' s r i g h t . 

Q. F i n a l l y , I 'd l i k e t o t u r n t o the Duquesne Light 

t r a n s a c t i o n , which i s closer t o home. Do you know what 

Duquesne's i n t e r e s t i n the Fort M a r t i n Unit 1 was, or is? 

A. I t ' s i n t e r e s t ? 

I'm so r r y ; what percentage i n t e r e s t i s what I'm 

asking. 

Q-

A. 

Q-

No, I don't r e c a l l . 

Are you aware t h a t the buyer was Allegheny Power 

System? 

A. Yes. 

Q. And t h a t Allegheny Power System i s the operator 

of Fort Martin? 

A. Yes. 

Q. Are you aware t h a t Allegheny Power System and 

Duquesne subsequently have announced the i n t e n t t o merger? 

A. Yes. 

Q. On page 11 you discuss PECO's i n t e r e s t i n 

a c q u i r i n g nuclear assets. To your knowledge, has PECO 

acquired any nuclear u n i t s t o date? 

A. They're i n n e g o t i a t i o n s . I have not heard of 
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Q. And those n e g o t i a t i o n s deal w i t h what plant? 

A. They deal w i t h the Louisiana River - - a pl a n t i n 

Louisiana, a p l a n t i n Colorado and a p l a n t i n Maine, the 

ne g o t i a t i o n s I'm aware of. 

Q. That goes t o my next question. Did PECO 

r e c e n t l y seek t o acquire the Maine Yankee nuclear plant? 

A. Yes, i t d i d , and t h e i r n e g o t i a t i o n s broke down 

at some p o i n t a f t e r i t was believed t o be a p r e t t y much 

completed deal. I don't know the circumstances of why those 

n e g o t i a t i o n s unraveled at the l a s t moment. 

MR. RUSSELL: Thank you, Mr. LaCapra. I have nothing 

else . 

JUDGE KASHI: Thank you, s i r . 

Redirect, counsel? 

MR. BURGRAFF: I f I could have j u s t one or two 

minutes. Your Honor? 

JUDGE KASHI: Five minutes? 

MR. BURGRAFF: Five minutes. 

JUDGE KASHI: We stand i n recess f o r f i v e minutes. 

(Recess.) 

JUDGE KASHI: Going back on the record. 

Redirect, Mr. Burgraff? 

MR. BURGRAFF: Thank you. Your Honor. 
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1 REDIRECT EXAMINATION 

2 BY MR. BURGRAFF: 

3 Q. Mr. LaCapra, do you r e c a l l Mr. Russell asking 

4 you a question r e l a t i v e t o the 0.2 percent annual 

5 p r o d u c t i v i t y f a c t o r shown on the top of page 16 of your 

6 Statement No. 1? 

7 A. Yes, I do. 

8 Q. I believe you answered t h a t t h a t was NUG-

9 s p e c i f i c only. Do you r e c a l l that? 

10 A. Yes. 

11 Q. Do you care t o o f f e r another response? 

12 A. Right. R e f e r r i n g t o the NUGs, I said i t was 

13 used s p e c i f i c a l l y f o r the NUGs. The 0.2 percent 

14 p r o d u c t i v i t y f a c t o r was used i n es t i m a t i n g of O&M f o r a l l 

15 u n i t s , i n c l u d i n g company-owned and n o n - u t i l i t y generation 

16 u n i t s . 

17 Q. Mr. LaCapra, do you also r e c a l l several 

18 questions from Mr. Russell concerning page 10 of your 

19 s u r r e b u t t a l testimony? 

20 A. Yes. 

21 Q. Do you r e c a l l him asking c e r t a i n questions about 

22 the M i l l s t o n e units? 

23 A. Yes, I do. 

24 Q. I believe you t e s t i f i e d t h a t Units 2 and 3 are 

25 a n t i c i p a t e d by many planners t o r e t u r n t o service. Of the 
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amount of t h a t number do Units 2 and 3 represent? 

A. I t ' s a l i t t l e under 2,000. I t ' s about 1,950 

megawatts are represented by the two u n i t s t h a t are very 

l i k e l y t o be back s h o r t l y . 

Q. What i s the impact of t h a t on the capacity 

s i t u a t i o n i n New England? 

A. This would r e t u r n New England more or less t o 

the s i t u a t i o n which has been forecast i n the past, a year of 

need somewhere between 1999 and the year 2000, so i t ' s 

s i m i l a r t o PJM i n the year of need by a year or two, and New 

England w i l l have a year or two of excess and then re q u i r e 

capacity. So I t h i n k the two pools are r e l a t i v e l y s i m i l a r 

i n t h a t regard. 

MR. BURGRAFF: Thank you, Mr. LaCapra. 

That's a l l we have. Your Honor. Obviously, i f Mr. 

Russell has f u r t h e r questions on the 0.2 percent 

p r o d u c t i v i t y f a c t o r , f e e l f r e e . We misspoke there. 

MR. RUSSELL: Thank you, Mr. Bu r g r a f f . 

We have no recross, Your Honor. 

JUDGE KASHI: Thank you. 

MR. RUSSELL: I would l i k e t o move i n t o the record 

PP&L Cross-Examination E x h i b i t No. 10. 

JUDGE KASHI: I t ' s received without o b j e c t i o n . 
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(Whereupon, the document marked as 

PP&L Cross-Examination Exhibit No. 

10 was received i n evidence.) 

JUDGE KASHI: Mr. LaCapra, you're excused. 

(Witness excused.) 

JUDGE KASHI: That which has been p r e v i o u s l y marked 

and i d e n t i f i e d by OCA as OCA Statement No. 1, 1-S and the 

attendant e x h i b i t s are received i n t o the e v i d e n t i a r y record, 

without obj ection? 

(No response.) 

JUDGE KASHI: Without o b j e c t i o n . 

(Whereupon, the documents marked as 

OCA Statements Nos. 1 and 1-S and 

OCA E x h i b i t s Nos. RLC-l through 

RLC-10 were received i n evidence.) 

JUDGE KASHI: The Environmentalists, Mr. Zalcman. 

MR. ZALCMAN: Thank you, Your Honor. The 

Environmentalists c a l l Mr. David Schoengold. 

JUDGE KASHI: Mr. Schoengold, w i l l you raise your 

right hand and be sworn, s i r ? 

Whereupon, 

DAVID SCHOENGOLD 

having been duly sworn, t e s t i f i e d as follows: 

JUDGE KASHI: Please be seated. 

MR. ZALCMAN: Your Honor, i n accordance w i t h the 
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procedures established i n t h i s case, the Environmentalists 

have served copies of prepared testimony and e x h i b i t s of 

David Schoengold c o n s i s t i n g of 4 0 pages of question and 

answer type m a t e r i a l and accompany E x h i b i t s DS-l through 5. 

We ask t h a t t h a t be marked. 

JUDGE KASHI: So marked f o r purpose of 

i d e n t i f i c a t i o n . 

(Whereupon, the documents were marked 

as Environmentalists' Statement No. 

1 and Environmentalists' E x h i b i t s 

Nos. DS-l through DS-5 f o r 

i d e n t i f i c a t i o n . ) 

MR. ZALCMAN: I n a d d i t i o n , Your Honor, the 

Environmentalists have provided copies t o the court 

r e p o r t e r , the p a r t i e s and Your Honor of Environmentalists' 

Statement 1-SR, the s u r r e b u t t a l testimony of David 

Schoengold, c o n s i s t i n g of ten pages of n a r r a t i v e testimony, 

and E x h i b i t DS-6. We ask t h a t t h a t be marked. 

JUDGE KASHI: So marked f o r purpose of 

i d e n t i f i c a t i o n . 

(Whereupon, the documents were marked 

as Environmentalists' Statement No. 

1-SR and Environmentalists' Exhibit 

No. DS-6 for identification.) 
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DIRECT EXAMINATION 

BY MR. ZALCMAN: 

Q. Mr. Schoengold, do you have any co r r e c t i o n s 

you'd l i k e t o make t o your d i r e c t testimony. 

Environmentalists' Statement 1? 

A. No. 

Q. Are there any c o r r e c t i o n s you'd l i k e t o make t o 

your s u r r e b u t t a l testimony. Environmentalists' Statement 

1-SR? 

A. No. 

MR. ZALCMAN: Thank you. 

Your Honor, we would move f o r the admission of 

Environmentalists' Statement 1, Environmentalists' Statement 

1-SR, and E x h i b i t s DS-l through 6, subject t o t i m e l y motions 

and o b j e c t i o n s , and would tender the witness f o r cross-

examination. 

JUDGE KASHI: Subject t o any t i m e l y motions and/or 

o b j e c t i o n s , t h a t which has been p r e v i o u s l y marked and 

i d e n t i f i e d w i l l be received i n t o the e v i d e n t i a r y record. 

Mr. Nordstrom. 

MR. NORDSTROM: Thank you. Your Honor. 

CROSS-EXAMINATION 

BY MR. NORDSTROM: 

Q. Good morning, Mr. Schoengold. My name i s Paul 

Nordstrom. I represent Allegheny Power i n t h i s proceeding. 
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Mr. Schoengold, I not i c e t h a t your testimony i s 

r e p l e t e w i t h references t o past and accurate p r o j e c t i o n s i n 

the e l e c t r i c i t y i n d u s t r y , u n c e r t a i n t i e s inherent i n 

p r e d i c t i n g market e l e c t r i c i t y p r i c e s now, and an admonition 

t o the Commission not t o r e l y on such p r o j e c t i o n s i n t h i s 

case. I s t h a t g e n e r a l l y correct? 

A. C e r t a i n l y i n p o r t i o n s of my testimony t h a t i s 

weighed very h e a v i l y . 

Q. Your p o s i t i o n here i s t h a t there i s j u s t too 

much at stake t o r e l y on these h i g h l y u n c e r t a i n p r o j e c t i o n s 

i n t h i s case; i s t h a t r i g h t ? 

A. Yes. 

Q. And t o deal w i t h t h a t u n c e r t a i n t y you propose 

two methods of c a l c u l a t i n g stranded costs f o r PP&L; i s t h a t 

r i g h t ? 

A. Yes. 

Q. And both methods, as I understand them, s t a r t 

w i t h the establishment of a pro forma market p r i c e and a 

t r a c k i n g account f o r true-up adjustments. One method would 

r e q u i r e the s e l l - o f f of generation assets a f t e r a period of 

time, and the other method would simply continue the 

t r a c k i n g mechanism throughout the t r a n s i t i o n p e r i o d ; i s t h a t 

r i g h t ? 

A. E s s e n t i a l l y , yes. 

Q. Now, conceptually do these two a l t e r n a t i v e 
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methods leave the u t i l i t y i n the same place w i t h respect t o 

the amount of stranded cost recovery? 

A. They should, assuming t h a t under the approach 

t h a t requires the s e l l i n g o f f of the assets, t h a t the buyers 

under the auction are r e f l e c t i n g the market p r i c e s i n what 

they're w i l l i n g t o pay f o r the assets. 

Q. R e f l e c t i n g the ac t u a l market p r i c e s at the time? 

A. The a c t u a l and t h e i r p r o j e c t i o n of what the 

f u t u r e market p r i c e s w i l l be. 

Q. And the true-up mechanism i n the other proposal, 

a c t u a l l y i n both proposals, t h a t i s a true-up based on 

ac t u a l market prices? 

A. Yes. 

MR. NORDSTROM: Thank you. Your Honor. I have no 

f u r t h e r questions. 

JUDGE KASHI: Thank you very much. 

Mr. Kaplan. 

MR. KAPLAN: Good morning, Mr. Schoengold. My name 

i s Donald Kaplan. I ' l l be examining you on behalf of 

Pennsylvania Power and Li g h t Company t h i s morning. 

JUDGE KASHI: Let's stop r i g h t here one second. We 

have not taken our morning recess. Rather than l e t t i n g you 

go and breaking here s h o r t l y , l e t ' s take 15 minutes now, and 

w e ' l l come back and s t a r t . 

(Recess.) 

C O M M O N W E A L T H REPORTING COMPANY ( 7 1 7 ) 7 6 1 - 7 1 5 0 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1808 

JUDGE KASHI: Going back on the record. 

Mr. Kaplan, cross-examine. 

MR. KAPLAN: Thank you. Your Honor. 

CROSS-EXAMINATION 

BY MR. KAPLAN: 

Q. Mr. Schoengold, would you agree w i t h the general 

p r o p o s i t i o n t h a t one of the purposes of competition, one of 

the goals of competition, i s t o u l t i m a t e l y lead t o lower 

costs t o consumers of purchasing e l e c t r i c i t y ? 

A. I don't know t h a t I would say i t ' s one of the 

purposes of competition. I would say the purpose i s to give 

customers choice, and there's an assumption t h a t by the 

presence of t h a t choice, there w i l l be lower p r i c e s , but I'm 

not sure t h a t t h a t ' s n e c e s s a r i l y the purpose of the 

competition i t s e l f . 

Q. But t h a t i s the a n t i c i p a t e d r e s u l t of 

competition? 

A. I t ' s c e r t a i n l y the hoped-for r e s u l t . 

Q. Of competition. 

Now, wouldn't you agree t h a t under PP&L's customized 

r a t e design, the incremental costs of e l e c t r i c i t y t o 

consumers would be lower than they are today? 

A. The incremental cost t o current consumers f o r 

use beyond t h e i r --

Q. Current --
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A. -- current l e v e l would be lower than i t i s 

today. 

Q. Would you agree t h a t under PP&L's proposal, no 

r e s i d e n t i a l customer would be re q u i r e d t o take the 

customized r a t e design? 

A. No r e s i d e n t i a l customer would be required; 

t h a t ' s c o r r e c t . 

Q. Are you aware t h a t i n the r e j o i n d e r testimony 

l a s t week of Mr. K r a l l , he stated t h a t subject t o c e r t a i n 

c o n d i t i o n s , t h a t the company would be w i l l i n g t o extend the 

op t i o n of the customized r a t e design t o other r a t e classes, 

I mean the o p t i o n of not t a k i n g the customized r a t e design 

t o other classes? 

A. I was not aware of t h a t , no. 

Q. Not aware. 

Please t u r n t o page 28 of your prepared d i r e c t 

testimony. Here you propose e l i m i n a t i n g the block s t r u c t u r e 

from e x i s t i n g r a t e s ; i s t h a t correct? 

A. Where are you r e f e r r i n g ? 

Q. Page 28, l i n e 15, of the d i r e c t . 

A. Yes. 

Q. Your proposal i s th a t the e x i s t i n g block 

s t r u c t u r e which was c a r r i e d over i n t o the CTC should be 

el i m i n a t e d ; i s t h a t correct? 

A. E s s e n t i a l l y , yes. 
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Q. And t h a t CTC should be c o l l e c t e d on a constant 

k i l o w a t t - h o u r basis; i s t h a t correct? 

A. Yes. 

Q. Now, t h i s would r a i s e the incremental p r i c e of 

e l e c t r i c i t y t o a l l consumers, i n c l u d i n g r e s i d e n t i a l and 

commercial customers; i s t h a t correct? 

A. I t would r a i s e the incremental cost f o r usage 

above the current l e v e l s f o r current consumers. 

Q. Right. Now, you also would recommend th a t PP&L 

be p r o h i b i t e d from moving any of i t s transmission costs from 

t h e i r c u r r e n t r a t e design of a per k i l o w a t t - h o u r charge t o 

any r a t e design t h a t contains a f i x e d charge; i s t h a t 

correct? 

A. Could you --

MR. ZALCMAN: Do you have a reference? 

BY MR. KAPLAN: 

Q. Page 33 of your d i r e c t testimony. Take a look 

at the answer beginning on l i n e 4. 

(Witness perusing document.) 

A. I'm having a b i t of a problem because the page 

numbers and l i n e s i n my testimony don't match e x a c t l y w i t h 

yours. 

Q. Perhaps we have an a d d i t i o n a l copy. 

A. That would be u s e f u l . I n the production of the 

testimony, there was a change at the p r i n t e r s and the paging 
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got - -

Q. I f I am using a p r i n t e d out ve r s i o n , I 

3 apologize. 

4 A. I believe you may have the c o r r e c t one. 

5 MR. KAPLAN: I f I may examine t h a t copy of h i s 

testimony t o make sure we're coordinated on l i n e s . I s th a t 

v okay? 

8 MR. ZALCMAN: Yes. 

9 BY MR. KAPLAN: 

10 Q. Yes. This i s the version t h a t I -- you are 

11 using the same version. 

12 A. I'm s o r r y f o r the problem. 

13 Q. The question on the t a b l e i s t h a t you would 

14 propose t o prevent any proposal from PP&L t h a t would move 

15 the recovery of transmission and d i s t r i b u t i o n costs from a 

16 per k i l o w a t t - h o u r charge t o a f i x e d charge; i s t h a t correct? 

17 A. I am recommending t h a t the company not be 

18 allowed t o move charges t h a t are c u r r e n t l y on the per 

19 k i l o w a t t - h o u r side of the charging t o the f i x e d charge side, 

20 not t h a t there be -- I'm not proposing t h a t there be no 

21 f i x e d charge, but t h a t the movement of costs from per 

k i l o w a t t - h o u r t o f i x e d should not be allowed. 

23 Q. This would have the e f f e c t of preventing any 

24 f u r t h e r reductions i n the incremental p r i c e of e l e c t r i c i t y 

25 t o consumers which would r e s u l t by moving charges from the 
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v a r i a b l e charge t o the f i x e d charge? 

A. Again, f o r e x i s t i n g customers, the use of 

a d d i t i o n a l e l e c t r i c i t y , under the PP&L proposal, there would 

be a lower cost f o r t h a t a d d i t i o n a l amount of e l e c t r i c i t y , 

which i n my proposal would not be there. 

Q. Right. And by proposing t h a t any movement of 

charges from the v a r i a b l e component t o the f i x e d component 

be p r o h i b i t e d , you would i n f a c t propose t h a t those 

incremental costs not be lowered even more? 

A. Incremental costs would remain as they are now. 

Q. And you would recommend t h a t the Commission 

r e j e c t a proposal t o lower them even f u r t h e r ? 

A. To lower the cost of increased use of 

e l e c t r i c i t y ; yes, I would recommend against t h a t . I t 

doesn't a f f e c t the cost of using the same amount of 

e l e c t r i c i t y as the customers are using now. 

Q. You also propose -- one of your CTC c o l l e c t i o n 

proposals, as you discussed w i t h Mr. Nordstrom t h i s morning, 

involves the v a r i a b l e recovery of CTC; i s t h a t true? 

A. Well, w i t h Mr. Nordstrom I discussed the t r u i n g 

up of the CTC t o r e f l e c t the a c t u a l market p r i c e as opposed 

t o the p r o j e c t e d market p r i c e . 

Q. To t r y t o put t h i s i n r e l a t i v e l y simple terms, 

as the market p r i c e declines, CTC would expand; i s t h a t 

correct? 
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A. Yes. And, on the contrary, as market p r i c e went 

up, CTC would go down. 

Q. And the sum t o t a l would remain the same? 

A. No, t h a t ' s not nece s s a r i l y the case, because, on 

the one hand, i f you determine a CTC based on an assumed 

market p r i c e and f i x t h a t CTC, i f the market p r i c e i n 

a c t u a l i t y goes up, the f i x e d CTC w i l l not go down, but --

Q. Under your true-up proposal, though --

A. Under the true-up proposal, i t would, but under 

a proposal which doesn't allow f o r a true-up, i f the market 

p r i c e goes up, the CTC w i l l not go down, so there won't be a 

redu c t i o n . 

I was t a l k i n g about your proposal w i t h the t r u e -Q. 

up 

A. Okay. I'm sorry. 

Q. So i n the simplest terms, I r e a l i z e there may be 

other issues regarding t i m i n g and such, but, b a s i c a l l y , as 

the market p r i c e goes down, the CTC would go up, and, 

conversely, as the market p r i c e went up, the CTC would go 

down? 

A. Under my proposal, yes. 

Q. As a r e s u l t , at l e a s t while the CTC i s being 

c o l l e c t e d , customers would not see any reduc t i o n i n t h e i r 

incremental cost of e l e c t r i c i t y i f market p r i c e s went down? 

A. That's c o r r e c t . And they would not see an 
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1 increase i n the incremental cost of e l e c t r i c i t y i f the 

2 market p r i c e went up. 

3 Q. The net e f f e c t of a l l of these recommendations 

4 i s , e s s e n t i a l l y , t o maintain the current incremental cost of 

5 e l e c t r i c i t y t o customers, at lea s t throughout the t r a n s i t i o n 

$ p e r i o d ; i s t h a t correct? 

7 A. That would depend on what the Commission decides 

8 i n terms of how much recovery of stranded costs i s allowed 

9 and what customers choose t o do i n terms of t a k i n g t h e i r 

10 power e i t h e r from PP&L or from other marketers. I f the 

11 Commission chooses t o allow less than 100 percent recovery 

12 of stranded costs, and customers choose t o take t h e i r power 

13 from other marketers, presumably they w i l l see a lower p r i c e 

14 of e l e c t r i c i t y than they're seeing now. 

15 Q. But i f , i n f a c t , the p r i c e they take from other 

16 marketers r e f l e c t s a market p r i c e , then i t i s possible t h a t 

17 the CTC would expand t o f i l l i n t h a t d i f f e r e n c e i n the gain 

18 from competition? 

19 A. Well, there are two elements t o the size of the 

20 CTC. One i s the d i f f e r e n c e between the cost of power, as 

21 PP&L produces i t , and the market p r i c e , and the other i s the 

22 f r a c t i o n of the stranded costs which the Commission allows 

23 recovery o f . I f the Commission allows recovery of less than 

24 100 percent stranded costs, whatever the market p r i c e does, 

25 presumably, the customers w i l l end up w i t h an op p o r t u n i t y t o 
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1 see p r i c e s lower than they c u r r e n t l y see. 

2 Q. That depends upon, of course, the recovery 

3 p e r i o d of the CTC and p r e c i s e l y how much the Commission 

4 allows? 

A. Yes. That's what I was saying. 

6 Q. But once t h a t amount i s set, under your 

7 proposal, as competition reduces the p r i c e of e l e c t r i c i t y 

from some s t a r t i n g p o i n t , the CTC w i l l then expand to t r u e -

9 up t h a t d i f f e r e n c e i n the p r i c e of e l e c t r i c i t y r e s u l t i n g 

10 from the re d u c t i o n due t o competition? 

11 A. To the extent t h a t the market p r i c e i s lower 

12 than the i n i t i a l assumption, yes, the CTC would expand. I f 

13 the market p r i c e becomes higher than the i n i t i a l assumption, 

14 the CTC would c o n t r a c t . 

15 Q. Now, I t h i n k I misspoke j u s t a couple questions 

16 ago i n c h a r a c t e r i z i n g your proposal. One of your proposals, 

17 the e l i m i n a t i o n of the block s t r u c t u r e , would a c t u a l l y 

18 increase the incremental p r i c e of e l e c t r i c i t y . Assuming the 

19 same l e v e l of -- p u t t i n g aside the l e v e l of the CTC f o r the 

20 moment, e l i m i n a t i o n of the block s t r u c t u r e would increase 

21 the incremental p r i c e of e l e c t r i c i t y ? 

9? A. I t could serve t o increase at l e a s t one p o r t i o n 

23 of the p r i c e . The e f f e c t on the t o t a l p r i c e of e l e c t r i c i t y 

24 wouldn't be c l e a r ; i t depends on how other elements are 

2.ri t r e a t e d , and also, i t depends on what other decisions are 
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made on stranded costs. 

Q. Could you please t u r n t o page 7 of your 

s u r r e b u t t a l testimony? 

A. Yes. 

Q. I'm working o f f a f a c s i m i l e copy, so h o p e f u l l y 

we both have the same vers i o n . 

A. I t h i n k there was only a problem w i t h my version 

of the d i r e c t testimony. 

Q. Now, here you take the p o s i t i o n t h a t the 

j u r i s d i c t i o n a l a l l o c a t i o n of PP&L's generation assets upon 

which stranded costs are based should be f i x e d at the l a s t 

p o i n t i n time i n which the a l l o c a t i o n was made; i s t h a t 

c orrect? 

A. Yes. 

Q. Would you agree --

A. Well, t h a t ' s not e x a c t l y c o r r e c t . I t ' s at the 

p o i n t i n time i n which the dec i s i o n i s made t o end the 

monopoly s t r u c t u r e . To the extent t h a t those are the same 

as when the l a s t a l l o c a t i o n was made, then your question 

would be c o r r e c t . 

Q. You understand t h a t the d e f i n i t i o n , s t a t u t o r y 

d e f i n i t i o n , of stranded costs i s costs t h a t " t r a d i t i o n a l l y 

would be recoverable under a regulated environment, but 

which may not be recoverable i n a competitive e l e c t r i c 

generation market"? Do you r e c a l l t h a t d e f i n i t i o n from the 
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1 s t a t u t e ? 

2 A. I t sounds f a m i l i a r . I don't have a copy of --

•3 Q. I'm p e r f e c t l y happy t o show i t t o you, i f you'd 

4 l i k e t o see i t . 

A. I probably should check j u s t t o make sure, but 

t h a t sounds r i g h t . 

(Document handed t o witness.) 

Q. You can keep t h a t i n f r o n t of you. 

9 A. Okay. 

10 Q. Would you agree t h a t under r e g u l a t i o n , which i s 

11 the f i r s t p a r t of t h a t t e s t , PP&L would have been required 

12 t o continue t o serve i t s e x i s t i n g customers? 

13 A. Yes. 

14 Q. And one of the elements of p r o v i d i n g t h a t 

15 mandatory service would have been maintaining adequate 

16 capacity and adequate reserve margins; i s t h a t correct? 

17 A. Yes. 

18 Q. Would you agree t h a t one way PP&L could have met 

19 t h a t r e s p o n s i b i l i t y t o maintain adequate capacity and 

20 adequate reserve margins would be, assuming growing demand, 

21 not t o renew wholesale contracts, but instead t o use i t s 

99 a v a i l a b l e capacity t o serve i t s customers whom i t had a 

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

24 A. That would be one possible approach, but i f t h a t 

vo e x i s t i n g capacity was at a cost higher than e i t h e r the cost 
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of power i n the market or the cost of adding new f a c i l i t i e s , 

then i t would not be a very good d e c i s i o n ; i t would be 

b e t t e r t o continue t o use those f a c i l i t i e s t o serve the 

e x i s t i n g c o n t r a c t s and t o b r i n g i n newer, lower cost 

supplies t o meet the r e t a i l load. 

Q. Subject t o whatever t e s t the Commission would 

have app l i e d at the time, there would have been some costs 

i n c u r r e d , however, t o meet growing demand, be i t contract or 

the e x i s t i n g capacity t h a t was avai l a b l e ? 

A. Yes. 

Q. Please t u r n t o page 19 of your d i r e c t testimony. 

(Witness perusing document.) 

A. Okay. 

22 

23 

24 

25 
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Q. Now, i f you please t u r n t o page 19, l i n e 9, you 

s t a r t out t h i s discussion w i t h the p r o p o s i t i o n t h a t you 

believe PP&L's stockholders have already received, and I'm 

quoting, "a f a i r l y decent r e t u r n on t h e i r investment"; i s 

t h a t correct? 

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

Q. Then you make the statement t h a t even though you 

don't r e a l l y know how much PP&L stockholders have already 

earned or received, t h a t t o understand t h a t f u l l y you would 

need t o do, quote, "an extremely i n t e n s i v e review of PP&L's 

books over the past decades." And t h a t language i s found on 

l i n e 16 of t h a t page; i s t h a t correct? 

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

Q. Please t u r n t o page 21. I'm l o o k i n g now a t the 

chart on the bottom of the page e n t i t l e d , "PP&L Stockholder 

Return on Investment." 

A. Yes. 

Q. Now, as I understand i t , your 42.7 percent 

sharing proposal would mean t h a t PP&L stockholders would 

recover zero f u t u r e d o l l a r s on and of t h e i r investment; i s 

t h a t correct? 

A. Yes. 

Q. And i f I look t o the top of t h a t row, 100 

percent recovery would mean $2.22 b i l l i o n of f u t u r e 

recovery; i s t h a t correct? 
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A. Yes. 

Q. And as I understand, then, the t o t a l import of 

your proposal i s t h a t you are proposing not t o permit the 

recovery of $2.2 b i l l i o n based upon what you c h a r a c t e r i z e as 

something other than an extremely i n t e n s i v e review of PP&L's 

books and records. 

A. Yes. 

Q. Please t u r n t o page 22. Now, here you say at 

the end of the process, even i f the Commission allows only a 

25 percent recovery, PP&L stockholders w i l l be able t o 

recoup some of t h e i r r e t u r n on t h e i r o v e r a l l investment; i s 

t h a t correct? 

A. The wording s p e c i f i c a l l y i s t h a t the 

stockholders w i l l end up recouping a l l t h e i r money plus some 

r e t u r n on t h e i r o v e r a l l investment. 

Q. Plus some r e t u r n on o v e r a l l investment? 

A. Yes. 

Q. Now, you spent a good deal of your career i n 

r e g u l a t i o n ; i s t h a t correct? 

A. Yes. 

Q. And you're generally f a m i l i a r w i t h the standard 

t e s t s by which r e g u l a t o r y commissions judge the 

reasonableness of rates and retur n s t o i n v e s t o r s ; i s t h a t 

correct? 

A. Yes. 
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Q. Now, could you please t u r n i n t h i s copy of the 

s t a t u t e t here, and i t ' s probably marked, t o Section 2804(13) 

of the Customer Choice Act, t h i s yellow tab? 

A. Okay, yes. 

MR. KAPLAN: I f I may approach the witness. Your 

Honor. 

JUDGE KASHI: Yes. 

BY MR. KAPLAN: 

Q. And you can read t o yo u r s e l f t h a t short s e c t i o n , 

2804(13), and the standard f o r recovery of stranded costs 

s t a t e d there i s the standard, " j u s t and reasonable"; i s t h a t 

correct? 

A. The s t a t u t e says t h a t the Commission has the 

power and duty t o approve a competitive t r a n s i t i o n charge 

f o r the recovery of t r a n s i t i o n or stranded costs i t 

determines t o be j u s t and reasonable t o recover from 

ratepayers. 

Q. And t h a t language, " j u s t and reasonable," i s i n 

f a c t the standard language under which r e g u l a t o r y 

commissions i n the United States, as you understand i t , have 

been operating f o r years; i s t h a t correct? 

A. D i f f e r e n t commissions i n d i f f e r e n t s t a t e s 

operate under d i f f e r e n t l e g a l standards, and I don't know 

t h a t the exact wording " j u s t and reasonable" i s i n the 

st a t u t e s under which a l l or most commissions operate. I 
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have not reviewed the l e g i s l a t i o n i n a l l the s t a t e s . 

Q. But you are aware t h a t the United States Supreme 

Court has i n t e r p r e t e d those words, i s t h a t c o r r e c t , i n the 

Hope Natural Gas case and more r e c e n t l y i n the Barasch 

versus Duquesne case? 

A. I know t h a t the Supreme Court has i n t e r p r e t e d 

language. I'm not sure exa c t l y i f the language t h a t they 

have i n t e r p r e t e d s p e c i f i c a l l y says, " j u s t and reasonable." 

I have not reviewed those decisions i n a w h i l e . 

Q. I won't press you. You are not a lawyer, you 

are an economist. 

A. I am not a lawyer. 

Q. Please t u r n t o page 18, l i n e 9. 

A. Yes. 

Q. I'm sorry, t h a t should be l i n e 19. 

A. Yes. 

Q. You say here t h a t PP&L i s c a l l i n g f o r 100 

percent recovery of stranded generating asset costs; i s t h a t 

correct? 

A. Yes, I do. 

Q. I j u s t want t o be c e r t a i n t h a t you understand 

t h a t under PP&L's proposal and the r a t e cap, PP&L w i l l not 

be able t o recover $600 m i l l i o n of stranded costs; i s t h a t 

correct? 

A. I understand t h a t t h a t ' s what PP&L i s saying i n 
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t h e i r testimony. 

MR. KAPLAN: Your Honor, may I approach the witness? 

JUDGE KASHI: Yes, s i r . 

MR. KAPLAN: We would l i k e marked as an e x h i b i t PP&L 

Cross-Examination E x h i b i t No. 11. 

JUDGE KASHI: So marked f o r purposes of 

i d e n t i f i c a t i o n . 

(Whereupon, the document was marked 

as PP&L Cross-Examination E x h i b i t 

No. 11 f o r i d e n t i f i c a t i o n . ) 

BY MR. KAPLAN: 

Q. Now, you r e c a l l some time ago, not too long ago, 

i n f a c t less than a month ago, t e s t i f y i n g i n hearings 

conducted by t h i s Commission on the reasonableness of the 

proposed p i l o t program settlement; i s t h a t c o r r e c t ? 

A. Yes. 

Q. And they were i n f a c t before Judge Ch r i s t i a n s e n 

probably r i g h t across the h a l l ; i s t h a t correct? 

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

Q. And do you r e c a l l t h a t we a c t u a l l y spoke d u r i n g 

those hearings? 

A. Yes, we d i d . 

Q. Now, you can take a second t o examine i t , but 

I'm showing you — and what I have marked. Your Honor, i s my 

t o t a l cross-examination of Mr. Schoengold i n t h a t hearing, a 
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sum t o t a l of approximately four pages; a c t u a l l y l e s s , 

probably closer t o three. 

And I simply want t o ask you i f t h i s i s an accurate 

t r a n s c r i p t t o the best of your knowledge of what you s a i d . 

(Witness perusing document.) 

A. Yes, i t looks l i k e an accurate t r a n s c r i p t i o n of 

the cross-examination as I remember i t . 

MR. KAPLAN: Your Honor, I would l i k e t o o f f e r i n t o 

evidence PP&L Cross-Examination E x h i b i t No. 11. 

JUDGE KASHI: I t i s received i n t o the e v i d e n t i a r y 

record, without objection? 

MR. ZALCMAN: Your Honor, i f I may, I don't know t h a t 

an adequate foundation has been l a i d f o r t h i s . This 

testimony was given i n the context of the p i l o t program, and 

r e a l l y there has been no establishment t h a t what the witness 

has said i n the context of a p i l o t program i s t r a n s f e r a b l e 

t o what i s a t issue i n t h i s proceeding, which i s a longer 

term r a t e r e s t r u c t u r i n g plan. 

MR. KAPLAN: Your Honor, t h i s would f a l l i n the 

category of what I understand t o be a s e l f - f o u n d a t i o n l a y i n g 

document, because on the face of the document, assuming 

these statements are t r u e , i t i s c l e a r l y r e l e v a n t t o issues 

t h a t not only have been r a i s e d i n t h i s case but have been 

t e s t i f i e d t o by other witnesses i n t h i s case. 

JUDGE KASHI: I t w i l l be received over the o b j e c t i o n 
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of counsel. 

(Whereupon, the document marked as 

PP&L Cross-Examination E x h i b i t 

No. 11 was received i n evidence.) 

BY MR. KAPLAN: 

Q. Mr. Schoengold, as I understand the 

environmentalists' p o s i t i o n , a higher marginal cost of 

energy i s closer t o what i n your view i s society's 

incremental cost of energy when society's environmental 

e x t e r n a l i t i e s are i n t e r n a l i z e d i n t o the p r i c e ; i s t h a t a 

f a i r statement? 

A. Well, your question t a l k s about a higher 

marginal cost. I guess I would have t o say, compared t o 

what? You've got a comparative. I'm not sure what your 

reference i s t o . 

Q. Well, l e t me t r y t o make i t easier. Your 

p o s i t i o n i s t h a t decreasing the marginal cost of energy from 

c u r r e n t l e v e l s would not f u l l y cover p r o p e r l y i n t e r n a l i z e d 

e x t e r n a l environmental e x t e r n a l i t i e s ? 

A. My p o s i t i o n i s t h a t there are e x t e r n a l costs of 

the production of e l e c t r i c i t y which are not included i n the 

cur r e n t cost of production, and t h e r e f o r e are not r e f l e c t e d 

i n customer rates at t h i s time. 

Q. And are they not r e f l e c t e d i n customer 

incremental rates at t h i s time? 
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A. They would not be r e f l e c t e d i n customer 

incremental r a t e s a t t h i s time. 

Q. Now, would you agree t h a t reducing the company's 

stranded costs claim by 50 percent or approximately — over 

50 percent or more than $2 b i l l i o n would have p r e c i s e l y the 

opposite e f f e c t on incremental rates t o consumers? 

A. Opposite t o what? I don't f o l l o w your question. 

Q. That t h a t would lower p r i c e s t o consumers. 

A. That would lower the t o t a l p r i c e per 

k i l o w a t t - h o u r t o consumers. Whether i t would lower the 

incremental cost or not would depend upon the s t r u c t u r e t h a t 

was used i n s e t t i n g those r a t e s . 

Q. Can we please t u r n t o your E x h i b i t DS-3? 

A. Yes. 

Q. Now, as I understand t h i s exercise, you looked 

at accumulated d e p r e c i a t i o n and r a t e base and r e t u r n and 

went down t o Year 11, which you determined i s roughly the 

percentage of the company's book value t h a t has been 

recovered through d e p r e c i a t i o n ; i s t h a t c orrect? 

A. Yes. 

Q. So, your s e l e c t i o n of a cumulative r e t u r n of 

104.8 percent i s based upon what you understand — you 

understand t h a t the company already has recovered 

31.4 percent of i t s depreciation? 

A. Of the generation assets, yes — no, t h a t ' s not 
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q u i t e c o r r e c t — 31.4 percent of the o r i g i n a l investment, 

not of the dep r e c i a t i o n . 

Q. Now, i f we can t u r n t o DS-5, Schedule 5. 

A. Yes. 

Q. Here you show a de p r e c i a t i o n t o date f i g u r e of 

— bear w i t h me a second; I want t o make sure I have the 

numbers r i g h t . 

(Pause.) 

Q. Would you agree t h a t the amount of l i n e 12 of 

DS-5, Schedule 5 of $2,961 b i l l i o n was a r e s u l t of applying 

the percentage on l i n e 11, 31.4, t o the o r i g i n a l e q u i t y 

investment i n generation of $2,825 b i l l i o n on l i n e 3? 

A. Yes. 

Q. Now, does not the amount on l i n e 12 of E x h i b i t 

DS-5, Schedule 5 contain $.887 b i l l i o n of cumulative 

d e p r e c i a t i o n the eq u i t y investment i n generation? 

A. Could you repeat the question? 

Q. Do you agree t h a t the amount on l i n e 12 contains 

$887 m i l l i o n of cumulative de p r e c i a t i o n on the e q u i t y 

investment i n generation? 

A. No, t h a t ' s not c o r r e c t . 

Q. I t does not contain $.887 b i l l i o n ? 

A. No, i t doesn't. There i s no d e p r e c i a t i o n 

included i n t h a t number. I t ' s j u s t the cumulative r e t u r n . 

Q. Cumulative r e t u r n on e q u i t y , not of i t ? 
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A. Cumulative r e t u r n on e q u i t y , not of e q u i t y . 

Q. No r e t u r n of equity i n t h a t number? 

A. No. That appears elsewhere. 

Q. Where does t h a t appear? 

A. On l i n e 13, t o t a l t o equityholders t o date 

includes both the r e t u r n on equ i t y and the d e p r e c i a t i o n t o 

date. 

You can see t h a t i f you look back at E x h i b i t DS-3 

where the 104.8 value comes from. The cumulative r e t u r n 

column on t h a t t a b l e does not include any d e p r e c i a t i o n 

t h a t ' s been taken by the company already. I t ' s j u s t the 

t o t a l of the return s on investment, not of investment. 

Q. Okay, thank you. I am done w i t h t h a t e x h i b i t , 

now. 

A. Okay. 

Q. Now, you i n your d i r e c t testimony, page 19, you 

said t h a t Dr. Jones confirms t h a t nobody knows how the 

market i n the f u t u r e w i l l behave as i t develops; i s t h a t 

correct? Page 19, I believe i t ' s near the bottom of your 

d i r e c t . 

A. I don't f i n d t h a t reference on page 19 of my 

testimony i n my d i r e c t . 

Q. We're probably, again, working o f f d i f f e r e n t — 

A. Page 19 i s where I t a l k about stranded asset 

recovery f r a c t i o n . 
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Q. I may have the wrong reference. Bear w i t h me 

j u s t a second. 

A. Sure. 

Q. Yes, page 9, I'm sorry. Bad case of e d i t i n g . 

A. Okay. What was your question again? 

Q. You say t h a t Dr. Jones — I bel i e v e t h i s i s the 

page — you say here t h a t Dr. Jones confirms t h a t the f u t u r e 

i s uncertain w i t h respect t o the p r i c e of e l e c t r i c i t y ; i s 

t h a t correct? And I t h i n k you, i f you c a r r y over t o the 

bottom of — t h i s i s whole answer which c a r r i e s over t o the 

bottom of 10. 

Look at page 10, l i n e 19 or 20. 

A. Yes. 

Q. Now, would you agree t h a t i n f a c t what Dr. Jones 

does say, t h a t the p r i c e of energy i n the f u t u r e as a r e s u l t 

of competition w i l l most c e r t a i n l y r e f l e c t increased 

e f f i c i e n c y and lower costs? 

A. I don't have a copy of Dr. Jones' testimony w i t h 

me, but I believe he made statements of t h a t nature. 

MR. KAPLAN: Thank you. We have no f u r t h e r 

questions. Your Honor. 

JUDGE KASHI: Redirect, counsel? 

MR. ZALCMAN: Your Honor, may we have a few minutes? 

JUDGE KASHI: Yes. 

(Discussion o f f the record.) 
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JUDGE KASHI: Back on t h e r e c o r d . 

R e d i r e c t , counsel? 

MR. ZALCMAN: Your Honor, we have no r e d i r e c t . 

JUDGE KASHI: Thank you v e r y much. 

You are excused, s i r . 

(Witness excused.) 

JUDGE KASHI: That which has been marked 

E n v i r o n m e n t a l i s t s ' Statement No. 1 and 1-SR t o g e t h e r w i t h 

t h e a t t e n d a n t e x h i b i t s are r e c e i v e d i n t o t h e e v i d e n t i a r y 

r e c o r d , w i t h o u t o b j e c t i o n ? 

(No response.) 

JUDGE KASHI: W i t h o u t o b j e c t i o n . 

(Whereupon, t h e documents marked as 

E n v i r o n m e n t a l i s t s ' Statements Nos. 

1 and 1-SR and E n v i r o n m e n t a l i s t s ' 

E x h i b i t s Nos. DS-l t h r o u g h DS-6 

were r e c e i v e d i n evidence.) 

JUDGE KASHI: I t i s now 12:30, and I see t h a t we have 

one w i t n e s s l e f t w i t h o n l y b r i e f c r o s s d e t e r m i n e d by PP&L. 

MR. RUSSELL: And we have b r i e f c r o s s . Your Honor, I 

would say 10 t o 15 minutes. 

JUDGE KASHI: L e t ' s do i t . C a l l y our n e x t w i t n e s s , 

s i r . 

MR. ZALCMAN: Thank you. Your Honor, t h e 

e n v i r o n m e n t a l i s t s c a l l Mr. Bruce B i e w a l d . 
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JUDGE KASHI: S i r , would you rai s e your right hand 

and be sworn? 

Whereupon, 

BRUCE EDWARD BIEWALD 

having been duly sworn, t e s t i f i e d as follows: 

JUDGE KASHI: Mr. Zalcman. 

MR. ZALCMAN: The Environmentalists have provided 

copies t o the court r e p o r t e r and the p a r t i e s of 

Environmentalists Statement No. 2, the D i r e c t Testimony of 

Bruce Edward Biewald, c o n s i s t i n g of 41 pages, and 

accompanying e x h i b i t s BEB-1 through 3. We ask t h a t t h a t be 

marked f o r i d e n t i f i c a t i o n . 

JUDGE KASHI: So marked f o r purposes of 

i d e n t i f i c a t i o n . 

(Whereupon, the documents were marked 

as Environmentalists Statement No. 2, 

i n c l u d i n g E x h i b i t BEB-1 through 3 f o r 

i d e n t i f i c a t i o n . ) 

MR. ZALCMAN: I n a d d i t i o n . Your Honor, the p r e f i l e d 

Environmentalists Statement No. 2-SR, the s u r r e b u t t a l 

testimony of Bruce Edward Biewald, c o n s i s t i n g of s i x pages 

of n a r r a t i v e testimony. We ask t h a t t h a t be marked. 

JUDGE KASHI: So marked. 
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(Whereupon, the document was marked as 

Environmentalists Statement No. 2-SR for 

id e n t i f i c a t i o n . ) 

DIRECT EXAMINATION 

BY MR. ZALCMAN: 

Q. Mr. Biewald, do you have any c o r r e c t i o n s t o make 

to your d i r e c t testimony? 

A. No, I do not. 

Q. And s i m i l a r l y , w i t h respect t o Environmentalists 

Statement No. 2-SR, your s u r r e b u t t a l testimony, do you have 

any corrections? 

A. I have no c o r r e c t i o n s . 

Q. Thank you. 

MR. ZALCMAN: Your Honor, we would move f o r the 

admission of Environmentalists Statement 2, Statement 2-SR, 

and E x h i b i t s BEB-1, 2 and 3. 

JUDGE KASHI: Subject t o any t i m e l y motions and 

Objections made pending cross examination, t h a t which has 

been marked and i d e n t i f i e d w i l l be received i n t o the 

e v i d e n t i a r y record. 

MR. ZALCMAN: Thank you. We tender the witness f o r 

cross examination. 

JUDGE KASHI: Mr. Russell? 

MR. RUSSELL: Thank you. Your Honor. 
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CROSS EXAMINATION 

BY MR. RUSSELL: 

Q. Good afternoon, Mr. Biewald. 

A. Good afternoon. 

Q. My name i s Paul Russell, and I'm representing 

PP&L i n t h i s proceeding. 

I f you would look a t page 14 of your d i r e c t 

testimony, the answer on t h a t page t h a t begins on l i n e 4 and 

runs through l i n e 24, you're discussing operation of 

e l e c t r i c power pools. I s i t your i n t e n t i o n t h a t t h a t 

d e s c r i p t i o n apply t o PJM? 

(Witness perusing document.) 

A. That's a generation d e s c r i p t i o n , not s p e c i f i c a l l y 

d e s c r i b i n g PJM. But I t h i n k the p r i n c i p l e would apply t o 

the PJM system, yes. 

Q. And you're f a m i l i a r w i t h c u r r e n t operations a t 

PJM? 

A. Generally, yes. 

Q. Are you ge n e r a l l y f a m i l i a r w i t h the proposed 

r e s t r u c t u r i n g of PJM? 

A. Yes. 

Q. Under t h a t proposed r e s t r u c t u r i n g , would a s p l i t 

savings type of p r i c i n g continue? 

A. I'm not sure how t h a t p r i c i n g would work f o r 

automatic exchanges i n the proposed PJM system. 
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Q. I n t h i s p a r t of your testimony you t a l k about, at 

l i n e 8, "each company i s assigned i t s own u n i t s f i r s t 

towards i t s own load." 

I n t h a t reference, would each company be r e f e r r i n g t o 

an v e r t i c a l l y i n t e g r a t e d e l e c t r i c u t i l i t y ? 

A. That's r i g h t , t h a t ' s a company t h a t both owns 

u n i t s and has a f i r m load, yes. 

Q. I n a r e s t r u c t u r e d PJM, would you a n t i c i p a t e t h a t 

t h a t concept would continue t o be present? 

A. Well, I t h i n k there s t i l l w i l l be v e r t i c a l l y 

i n t e g r a t e d u t i l i t i e s , u n f o r t u n a t e l y . And so, t o some extent 

t h a t would be the case, there would be companies t h a t have 

both generating resources and f i r m load. 

Q. And i t would be your expectation t h a t the 

generating resources of those companies would be assigned by 

the pool t o the load of those companies? 

A. By some system, yes. And then, presumably 

there's also a system f o r dealing w i t h surpluses and 

d e f i c i t s t o make the market work smoothly and e f f i c i e n t l y . 

Q. Do you have any idea o f how many generating u n i t s 

c u r r e n t l y are i n operation on PJM? 

A. I don't know the exact number. I modeled the PJM 

system a few years ago, and I r e c a l l i t was q u i t e a few, and 

i t was more than the number of generating u n i t s t h a t were 

present i n New England, f o r example. 
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But i t involved q u i t e a few smaller u n i t s as w e l l . 

So the t o t a l number was dominated by smaller u n i t s , but the 

t o t a l capacity was dominated by the fewer number of l a r g e r 

u n i t s , obviously. 

Q. Fine. With your f a m i l i a r i t y w i t h PJM, you're 

aware, are you not, t h a t u n i t s from outside PJM also 

operated and import t h e i r output i n t o the PJM pool? 

A. Well, I know there are c o n t r a c t s f o r imports from 

outside. I can't t e s t i f y t o the s t r u c t u r e of those 

c o n t r a c t s . 

Q. Are you g e n e r a l l y f a m i l i a r w i t h the operation of 

spot market purchases i n PJM? Sales and purchases, r e a l l y ? 

A. Well, I know t h a t there i s a p r o v i s i o n i n the PJM 

agreement f o r , again, smooth exchange of excess energy among 

the p a r t i c i p a n t s . But I don't know s p e c i f i c a l l y how t h a t 

works. 

Q. And i n general 

A. And also, I t h i n k t h a t w i l l change i n the f u t u r e . 

Q. Are you aware t h a t those spot market t r a n s a c t i o n s 

c u r r e n t l y take place on an hour-to-hour basis? 

A. I imagine t h a t ' s c o r r e c t . 

Q. I f you would look at page 14 of your d i r e c t 

testimony, at l i n e 32, you're discussing environmental 

d i s c l o s u r e requirements f o r r e t a i l s e l l e r s i n Pennsylvania. 

I'm not aware t h a t " r e t a i l s e l l e r s " i s a defined term. 
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Could you help me t o understand who a l l would have the 

o b l i g a t i o n t o provide t h i s disclosure? 

A. Yes. I t would be the e n t i t i e s t h a t are marking 

and serving customers at r e t a i l . Those are the ones t h a t I 

assume the Commission's i n f o r m a t i o n p o l i c y would apply t o . 

That's the order t h a t came out of the p u b l i c meeting of 

July 10, 1997. 

So, the e n t i t i e s t h a t are regulated under those 

p r o v i s i o n s would be the e n t i t i e s t o which I would expect 

t h i s d i s c l o s u r e requirement t o apply. 

Q. Would i t be your expectation t h a t t h a t would 

apply t o load aggregators? 

I should r e s t a t e t h a t . Would i t be your expectation 

the requirement would apply t o load aggregators t h a t are 

dealing d i r e c t l y w i t h r e t a i l end use customers? 

A. Well, I would a n t i c i p a t e -- I would recommend and 

expect t h a t the requirement would apply t o every k i l o w a t t 

hour sold at r e t a i l . So someone would be responsible f o r 

i t . 

I f there's some s o r t of a sale t h a t involves an 

aggregator and then some other r e t a i l s e l l e r of generator, 

one o f those e n t i t i e s would have the o b l i g a t i o n t o dis c l o s e 

the f u e l mix t o the customers. 

Q. But as long as one of the e n t i t i e s disclosed i t , 

you don't have a s p e c i f i c proposal on which one; i s t h a t 
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correct? 

A. Well, what I've recommended here i s a company-

based system. So, what i t would amount t o -- i f you had, 

say, a small aggregator being supplied by a company w i t h 

many generating resources and purchased power co n t r a c t s , 

then what t h a t l a r g e r e n t i t y — i f i t were the smaller 

aggregator who i s d i s c l o s i n g , what t h a t aggregator would 

d i s c l o s e i s the mix of resources i n the p o r t f o l i o of i t s 

s u p p l i e r . 

So, i t would amount t o the same resource mix being 

disclosed. I f somehow the aggregator had two d i f f e r e n t 

s u p p l i e r s w i t h two d i f f e r e n t resource p o r t f o l i o s , then I 

would see those being weighted together. The average of 

those two would be what gets d i s c l o s e d t o those p a r t i c u l a r 

customers. 

Q. And disclosed by the aggregator i n t h i s example? 

A. That's r i g h t . 

Q. Are you f a m i l i a r w i t h the o b l i g a t i o n i n the act 

t h a t l o c a l d i s t r i b u t i o n companies provide what we've been 

r e f e r r i n g t o here as l a s t r e s o r t s e r v i c e , t o customers who 

e i t h e r cannot shop or choose not t o shop? 

A. Yes. 

Q. Under the circumstance where a customer i s 

r e c e i v i n g l a s t r e s o r t s e rvice from a l o c a l d i s t r i b u t i o n 

company, would the l o c a l d i s t r i b u t i o n company, i n your 
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op i n i o n , have an o b l i g a t i o n t o provide the environmental 

d i s c l o s u r e information? 

A. Yes. One of the p r i n c i p l e s of a good system f o r 

f u e l mix or expanded d i s c l o s u r e i s t h a t a l l of the 

generation i n the system, adjusted f o r losses, would get 

recorded a t the p o i n t of r e t a i l sale. So there's a kind of 

a check on the whole system t h a t i n the aggregate nothing's 

f a l l i n g between the cracks or being recorded twice. 

Q. Have you performed a study t o determine the cost 

of implementing a mandatory environmental d i s c l o s u r e system 

as you've described here? 

A. I have not conducted an estimate of the cost of 

implementing such a system. I have — I r e f e r you t o 

E x h i b i t BEB-3, Appendix B, on page 29 of the r e p o r t provided 

as E x h i b i t BEB-3, where I lay out the equations t h a t could 

be used t o implement such a d i s c l o s u r e system. 

And i t ' s a c t u a l l y q u i t e a s t r a i g h t f o r w a r d set of 

equations. And given t h i s simple data, the tr a n s a c t i o n s 

between the companies, the o r i g i n a l generation mix, and the 

r e t a i l sales, i t would be very s t r a i g h t f o r w a r d data 

processing a c t i v i t y t o c a l c u l a t e the r e t a i l mix o f , r e a l l y , 

any number of s u p p l i e r s . With a computer, once you've done 

two, i t ' s r e l a t i v e l y s t r a i g h t f o r w a r d t o do 100. 

And so I have explored t h i s i n general i n terms of 

these equations, and considered i t i n the context of 
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p a r t i c u l a r systems. 

I n New England — on t h i s issue of the cost of 

implementing i t , i n New England there was a c e r t a i n b a l l p a r k 

estimate o f f e r e d of $3- t o $5 b i l l i o n t o implement the 

t r a c k i n g required f o r such a system. 

Q. But t h a t was an estimate i n New England, and 

you've not done an estimate i n Pennsylvania? 

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

Q. I f you'd look on page 21 of your d i r e c t , a t l i n e s 

12 t o 28 the r e , there's a c i t a t i o n from an order of the 

Federal Energy Regulatory Commission. 

Am I c o r r e c t t h a t the docket t h a t t h a t appears i n was 

the Notice of Proposed Rulemaking t h a t FERC opened t h a t 

e v e n t u a l l y l e d t o Orders 888 and 889? 

A. I ' l l accept t h a t subject t o check. 

Q. Are you aware t h a t FERC Order 889 established a 

requirement f o r j u r i s d i c t i o n a l u t i l i t i e s t o f i l e codes of 

conduct? 

A. Not s p e c i f i c a l l y , no. I understand t h a t 

u t i l i t i e s are developing codes of conduct. 

Q. I f you know, do you know whether Pennsylvania 

Power & L i g h t Company has f i l e d a code of conduct w i t h the 

FERC under Order 889? 

A. I am not f a m i l i a r w i t h t h a t . 

Q. Are you aware t h a t PP&L has f i l e d a proposed code 
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of conduct i n t h i s proceeding? 

A. Yes. 

Q. Have you reviewed t h a t code of conduct? 

A. Not i n d e t a i l , no. 

Q. On page 28, s t i l l i n your d i r e c t , a t l i n e s 12 t o 

15, you recommend t h a t decommissioning revenues be placed i n 

ex t e r n a l decommissioning funds. Are you aware t h a t PP&L 

c u r r e n t l y i s p l a c i n g i t s nuclear decommissioning revenues 

i n t o an e x t e r n a l fund? 

A. Yes, I am. This recommendation i s w i t h regard t o 

a d d i t i o n a l costs i n the f u t u r e . 

Q. S t i l l on t h a t page, are you ge n e r a l l y f a m i l i a r 

w i t h ratemaking p r a c t i c e i n Pennsylvania? 

A. Very g e n e r a l l y , yes. 

Q. Are you aware, or would you agree t h a t nuclear 

decommissioning costs are an allowable expense f o r 

ratemaking? 

A. Yes, I understand t h a t these are the subject of 

review i n p e r i o d i c cases, and t h a t t y p i c a l l y i n the past, 

perhaps w i t h a few adjustments, t h a t the u t i l i t i e s ' 

estimates of decommissioning costs have been, as I sa i d , 

adjusted, and then the adjusted numbers put i n t o r a t e s . 

Q. I s i t your testimony t h a t PP&L should be 

responsible f o r some p o r t i o n of any decommissioning cost i n 

excess of current p r o j e c t i o n s , even i f those a d d i t i o n a l 
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decommissioning costs are prudent? 

A. Yes, i t i s . 

Q. Would you look, s t i l l i n your d i r e c t , a t page 28 

— w e l l , t h a t ' s where we s t i l l are — l i n e 25, where you 

suggest the Commission should address the complicated 

t e c h n i c a l and p o l i c y issues of nuclear decommissioning. I s 

i t your o p i n i o n t h a t the Pennsylvania Public U t i l i t y 

Commission has the a u t h o r i t y t o address t e c h n i c a l issues of 

nuclear decommissioning? 

A. I f they don't, they should. 

Q. On page 30 — and I j u s t t h i n k t h i s may be 

ina d v e r t e n t , but I wanted t o clear i t up on l i n e 33, you 

r e f e r t o the Limerick p l a n t . I assume you're aware t h a t 

Limerick i s owned by PECO? 

A. I apologize. The i n t e n t i o n there was t o r e f e r t o 

the Susquehanna p l a n t and i t s c u r r e n t l i c e n s e e x p i r a t i o n 

date. The p o i n t i s a generic one about the u n c e r t a i n t y of 

the operating l i v e s o f , r e a l l y , any nuclear u n i t . 

MR. RUSSELL: That's a l l I have. Your Honor. 

JUDGE KASHI: Thank you very much, s i r . 

Any r e d i r e c t . Counsel? 

MR. ZALCMAN: Your Honor, I be l i e v e I may have some; 

but i f I may confer w i t h the witness. 

JUDGE KASHI: Okay. 

(Off - t h e - r e c o r d pause.) 
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JUDGE KASHI: Back on the record. 

I had made some e a r l i e r comments, and given the f a c t 

of the sparse attendance by most counsel, I t h i n k I j u s t 

would r a t h e r have i t on the record than not. Those comments 

went t o the f a c t t h a t there i s a problem w i t h the tab l e s 

t h a t are normally presented by the Commission t o the p a r t i e s 

f o r b r i e f i n g i n r a t e cases, t h a t they don't seem t o 

n a t u r a l l y f i t i n t h i s p a r t i c u l a r case, and I , t h e r e f o r e , 

have i n v i t e d any of the p a r t i e s who wish, they can provide 

me w i t h sample t a b l e s , which I w i l l submit t o our t e c h n i c a l 

s t a f f t o see what might be useable and what might not be 

useable. I mean, I'm not asking t h a t the p a r t i e s have t o 

ab s o l u t e l y do t h a t . I f they choose t o do t h a t , they can do 

t h a t . 

Secondly, I stated t o the p a r t i e s , both the 

int e r v e n o r s and t o the company, t h a t when i t comes t o 

b r i e f s , t h a t we should be t h i n k i n g i n terms o f , a t best, a 

common h i s t o r y so t h a t not everybody has t o read i t , w r i t e 

i t or do anything w i t h i t . 

F i n a l l y , what I would l i k e t o have put on the record 

i s t h e r e has been, not a controversy, but every once i n a 

wh i l e I hear the r a t t l e of my designation of lead counsel i n 

t h i s p a r t i c u l a r proceeding. 52 Pa. Code 5.76 on " L i m i t a t i o n 

of p a r t i c i p a t i o n i n hearing," Section Sub ( a ) , s p e c i f i c a l l y 

says, "Where there are two or more in t e r v e n o r s having 
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S u b s t a n t i a l l y l i k e i n t e r e s t and p o s i t i o n , the Commission or 

Presiding O f f i c e r may, i n order t o expedite the hearing, 

arrange appropriate l i m i t a t i o n s on the number of attorneys 

who w i l l be permitted t o cross-examine and make and argue 

motions and ob j e c t i o n s on behalf of the i n t e r v e n o r s . " That 

together w i t h what I have already c i t e d as 5.403 I t h i n k 

leaves us on f i r m ground w i t h the lead counsel. 

Redirect, counsel? 

MR. ZALCMAN: Yes, Your Honor. 

REDIRECT EXAMINATION 

BY MR. ZALCMAN: 

Q. Mr. Biewald, you were asked by Mr. Russell i f 

you had any estimate of the cost i n implementing your 

recommendation f o r environmental d i s c l o s u r e . Do you r e c a l l 

t h a t? 

A. Yes, I do. 

Q. And you're aware, are you not, t h a t the 

Commission has r e c e n t l y established p o l i c i e s regarding 

d i s c l o s u r e of a s u p p l i e r ' s f u e l mix? 

A. Yes, I am. 

Q. And costs w i l l be i n c u r r e d i n implementing t h a t 

system; i s n ' t t h a t correct? 

A. Some costs w i l l be i n c u r r e d , yes. 

Q. What w i l l be the a d d i t i o n a l cost of implementing 

your proposal f o r environmental disclosure? 
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A. I b e l i e v e i t w i l l be a small p o r t i o n of the 

costs of implementing the t r a c k i n g mechanism i n the f i r s t 

place. That i s , t o implement the p o l i c y t h a t the Commission 

has already a r t i c u l a t e d w i l l i n v o l v e some costs of t r a c k i n g 

the mix of resources through the various markets, and 

r e a l l y , what I'm proposing here i s simply adding another b i t 

of i n f o r m a t i o n t o t h a t , several f i e l d s i n the database, i f 

you w i l l , and the processing i s very much the same. So the 

incremental cost would be very low. 

Q. Turning t o another area, you were asked by Mr. 

Russell whether i t i s your p o s i t i o n t h a t nuclear 

decommissioning costs, even i f prudently i n c u r r e d , should be 

allowed. Do you r e c a l l that? 

A. Yes, I do. 

Q. And your answer, I beli e v e , was t h a t , indeed, 

your p o s i t i o n i s t h a t some costs should be disallowed. 

A. That the costs should be shared, t h a t ' s r i g h t . 

Q. I'd l i k e you t o elaborate, i f you could, on why 

t h a t i s the case. 

A. I see nuclear decommissioning as an 

e x t r a o r d i n a r y issue, separate from other e l e c t r i c i t y 

r e s t r u c t u r i n g issues. There are p u b l i c h e a l t h and s a f e t y 

and very long term p o t e n t i a l e f f e c t s , and so i t i s very 

important on the one hand t o have the money, the funds 

a v a i l a b l e f o r decommissioning at the time t h a t they are 
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needed. 

On the other hand, w i t h decommissioning p o t e n t i a l l y 

exceeding a b i l l i o n d o l l a r s , i t i s very important t o have 

m i t i g a t i o n i n c e n t i v e s t o c o n t r o l those costs so t h a t we 

don * t get cost over-runs and decommissioning c o s t i n g even 

more than the cu r r e n t estimates. 

Therefore, a system t h a t puts the company and i t s 

ratepayers i n the same boat together i n terms of sharing 

those costs would be very u s e f u l . I t would be an e x c e l l e n t 

system f o r p r o v i d i n g an i n c e n t i v e t o c o n t r o l those costs 

even i f the share t h a t the company would bear i s a small 

f r a c t i o n of the t o t a l . 

Q. Thank you. Now, on the same area of 

decommissioning costs, you were asked by Mr. Russell whether 

the Commission has the a u t h o r i t y t o undertake a t e c h n i c a l 

review of decommissioning costs. Do you r e c a l l t h a t l i n e of 

questioning? 

A. Yes, I do. 

Q. And by t e c h n i c a l review, what d i d you e n v i s i o n 

t h a t the Commission would undertake? 

A. Really, i t ' s a look at a s i m i l a r set of issues 

t o what the Commission has looked at i n the past r o u t i n e l y 

i n the u t i l i t y - s p e c i f i c r a t e cases and i n i t s generic look 

at decommissioning i n the past; t h a t i s the method o f 

decommissioning, the u n c e r t a i n t y i n the estimates, the 
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v a r i o u s con-tingencies t o a l l o w f o r such as t h e DOE' s 

schedule f o r a c c e p t i n g t h e spent n u c l e a r f u e l , and so on. 

So t h e r e a re many, quote, " t e c h n i c a l i s s u e s " t h a t have 

b e a r i n g upon t h e c o s t and t h e a p p r o p r i a t e p o l i c y and 

rat e m a k i n g t r e a t m e n t f o r decommissioning c o s t s . That's 

r e a l l y what I had i n mind. 

MR. ZALCMAN: Thank you. Your Honor, we have n o t h i n g 

f u r t h e r . 

JUDGE KASHI: Thank you v e r y much, s i r . 

MR. RUSSELL: I have n o t h i n g . Your Honor. 

JUDGE KASHI: You're excused, s i r . 

(Witness excused.) 

JUDGE KASHI: That which has been marked as 

E n v i r o n m e n t a l i s t s 1 Statement No. 2 and 2-SR w i t h t h e 

a t t e n d a n t e x h i b i t s a r e r e c e i v e d i n t o t h e e v i d e n t i a r y r e c o r d 

w i t h o u t o b j e c t i o n . 

(No response.) 

JUDGE KASHI: W i t h o u t o b j e c t i o n . 

(Whereupon, t h e documents marked as 

E n v i r o n m e n t a l i s t s ' Statements Nos. 2 

and 2-SR and E x h i b i t s BEB-1 t h r o u g h 

3 were r e c e i v e d i n evide n c e . ) 

JUDGE KASHI: I b e l i e v e t h a t now concludes what we 

had planned f o r today. We w i l l s t a r t tomorrow a t 9:30. 

MR. RUSSELL: Could we go o f f t h e r e c o r d a minute. 
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Your Honor? 

JUDGE KASHI: Sure. O f f t h e r e c o r d . 

( D i s c u s s i o n o f f t h e r e c o r d . ) 

JUDGE KASHI: Back on t h e r e c o r d . 

Having d i s c u s s e d t h e s c h e d u l i n g f o r tomorrow and t h e 

s e t t l e m e n t c o n f e r e n c e t h a t has been d i r e c t e d by t h i s 

A d m i n i s t r a t i v e Law Judge t o t a k e p l a c e among t h e 

i n t e r v e n o r s , we w i l l c onclude f o r t h e day, and we w i l l 

resume tomorrow morning a t 9:30 i n Hea r i n g Room No. 2. 

The Commission has a P u b l i c Meeting tomorrow. 

I f t h e r e i s n o t h i n g f u r t h e r , we a r e recessed u n t i l 

9:30 tomorrow morning. 

(Whereupon, a t 12:58 p.m., t h e h e a r i n g was ad j o u r n e d , 

t o be reconvened a t 9:30 a.m., Thursday, August 28, 1997, i n 

H a r r i s b u r g , P e n n s y l v a n i a . ) 

*** 
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£ E R T £ F I C A T E 

I hereby c e r t i f y , as t h e s t e n o g r a p h i c r e p o r t e r , t h a t 

t h e f o r e g o i n g p roceedings were t a k e n s t e n o g r a p h i c a l l y by me, 

and t h e r e a f t e r reduced t o t y p e w r i t i n g by me o r under my 

d i r e c t i o n ; and t h a t t h i s t r a n s c r i p t i s a t r u e and a c c u r a t e 

r e c o r d t o t h e b e s t o f my a b i l i t y . 

COMMONWEALTH REPORTING COMPANY, INC 
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By: 4L 
W i l l i a m J. H o r s t 

*** 
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