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P R O C E E D I N G S 

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

t h i s hearing back t o order. I apologize f o r being l a t e . 

The coffee shop was closed. 

Are there any p r e l i m i n a r y matters t h i s morning from 

counsel? 

MR. MULLINS: Your Honor, I spoke t o Mr. Nordstrom 

t h i s morning. I t ' s my understanding t h a t APS w i l l waive 

cross of OTS Witness Gruber and AARP Witness Cooper. He 

w i l l not be i n attendance. 

JUDGE KASHI: Who i s that? 

MR. MULLINS: That's Mr. Paul Nordstrom f o r APS, 

Allegheny Power. 

JUDGE KASHI: They read The Peoples settlement and 

p u l l e d out already? 

(Laughter.) 

JUDGE KASHI: Thank you, s i r . 

Yes, s i r ? 

MR. LAVELLE: Your Honor, John L a v e l l e on behalf of 

New Energy Ventures. We had two witnesses who were 

scheduled t o appear today, and we have been advised by a l l 

the p a r t i e s t h a t no one i s going t o have cross-examination 

f o r e i t h e r of them. 

JUDGE KASHI: Two today? 

MR. LAVELLE: Yes. 
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JUDGE KASHI: I only have Boonin down. Who else? 

MR. LAVELLE: Ms. Day had pre v i o u s l y been designated, 

but back at the beginning of the hearing, i t was determined 

t h a t no one had cross-examination f o r her. 

I have since found out t h a t no one has any 

cross-examination f o r Mr. Boonin, e i t h e r , so I would l i k e t o 

o f f e r t h e i r statements. 

JUDGE KASHI: Surely. 

MR. LAVELLE: Pursuant t o the s t i p u l a t i o n of the 

p a r t i e s , I ' d l i k e t o o f f e r and I w i l l present the co u r t 

r e p o r t e r two copies of NEV Statement No. 1, which i s the 

d i r e c t testimony of David Magnus Boonin; NEV Statement 2, 

which i s the d i r e c t testimony of Nancy I . Day; and also NEV 

Statement No. IA, which consists of a d d i t i o n s and 

co r r e c t i o n s t o NEV Statement No. 1. 

JUDGE KASHI: They w i l l be so marked f o r purposes of 

i d e n t i f i c a t i o n , and they w i l l be received i n t o the 

e v i d e n t i a r y record as agreed t o by counsel and so 

s t i p u l a t e d . 

(Whereupon, the documents were 

marked as NEV Statements Nos. 1, 

IA and 2 f o r i d e n t i f i c a t i o n and 

received i n evidence.) 

JUDGE KASHI: Anything f u r t h e r ? 

MR. LAVELLE: That's a l l . Your Honor. Thank you. 
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JUDGE KASHI: Anything else from any counsel? 

(No response.) 

JUDGE KASHI: I understand t h a t there i s some 

question as t o the CEO testimony or witnesses and the cross 

by the company. 

MR, RUSSELL: Yes, Your Honor. We had i n d i c a t e d we 

had b r i e f cross f o r the CEO witnesses, but upon review of 

t h e i r testimony yesterday, we concluded t h a t we d i d not need 

t o pursue t h a t cross. 

We t r i e d t o contact counsel f o r CEO t o n o t i f y them 

t h a t we would not have cross f o r them. I t ' s our 

understanding t h a t a t l e a s t one of t h e i r witnesses may be 

headed towards Harrisburg i n any event. 

JUDGE KASHI: You mean, even now as we speak, we 

can't stop them? 

MR. RUSSELL: I don't t h i n k so. We're t r y i n g t o . 

We're i n contact w i t h t h e i r counsel. 

JUDGE KASHI: Who i s counsel f o r — oh, Mr. Vough, i s 

t h a t i t , Michael Vough? 

MR. RUSSELL: That's r i g h t . 

JUDGE KASHI: And we j u s t haven't been able t o get i n 

contact w i t h him? 

MR. RUSSELL: No. We t a l k e d t o him and he informed 

us t h a t one witness was t r a v e l i n g . 

JUDGE KASHI: He knows t h a t they are not t o be 
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crossed? 

MR. RUSSELL: That's c o r r e c t . 

JUDGE KASHI: And I don't see anyone else on the 

ma t r i x , so not seeing anyone who wanted t o cross them, w e ' l l 

j u s t take t h e i r — i s Vough coming t o put t h e i r statements 

i n , or d i d he ask you t o do that? 

MR. RUSSELL: He di d n ' t ask us t o do i t , Your Honor. 

JUDGE KASHI: I would expect then t h a t he i s going t o 

come and put t h e i r statements i n by s t i p u l a t i o n . 

This i s g e t t i n g b e t t e r by the minute here. Anyone 

else want t o withdraw some witnesses? 

(Laughter.) 

JUDGE KASHI: I had a l a t e n i g h t l a s t n i g h t . I was 

p r i v i l e g e d t o get the fax from the PECO matter going on i n 

Phil a d e l p h i a . 

Do you wish t o c a l l your f i r s t witness, s i r ? 

MR. KAPLAN: Thank you. Your Honor. 

Pennsylvania Power & L i g h t Company c a l l s Luis A. 

Guth. 

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

hand and be sworn, s i r ? 

Whereupon, 

LUIS A. GUTH 

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

MR. KAPLAN: Your Honor, pursuant t o our standing 
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Statement No. 19-R, a statement of some 33 pages, and 

E x h i b i t s LAG-1 through 7. 

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 PP&L Statement No. 19-R 

and PP&L E x h i b i t s Nos. LAG-1 

through LAG-7 f o r i d e n t i f i c a t i o n . ) 

MR. KAPLAN: Your Honor, we have a c o r r e c t i o n t o one 

of the e x h i b i t s . 

DIRECT EXAMINATION 

BY MR. KAPLAN: 

Q. Mr. Guth, would you describe t h a t c o r r e c t i o n , 

please? 

A. Yes. LAG-7 contains four pages t h a t are taken 

from the Ibbotson Associates Cost of C a p i t a l Q u a r t e r l y , and 

i n a d v e r t e n t l y i n compiling the e x h i b i t , the t h i r d and f o u r t h 

pages both contained page SG-1 of t h a t r e p o r t , which i s 

f i n a n c i a l i n f o r m a t i o n f o r so-called large cap companies. 

I had intended t o have t h a t page included but then, 

i n a d d i t i o n t o t h a t , the page f o r companies i n the e l e c t r i c 

services business, t h a t i s t o say the e l e c t r i c u t i l i t i e s , 

and the c o r r e c t i o n i s t o put t h a t proper page i n i t s place 

i n E x h i b i t LAG-7. 
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MR. KAPLAN: Your Honor, we provided you w i t h a copy. 

I believe i t i s i n f r o n t of you up there . I t looks very 

s i m i l a r t o the pages t h a t are i n E x h i b i t LAG-7 except i t 

states on the top, " E l e c t r i c Services. This i n d u s t r y 

comprises 72 companies." 

JUDGE KASHI: A l l r i g h t , s i r . That w i l l be marked 

f o r i d e n t i f i c a t i o n as — 

MR. KAPLAN: I t ' s r e a l l y a c o r r e c t i o n t o LAG-7. 

JUDGE KASHI: Good enough. Thank you. 

BY MR. KAPLAN: 

Q. Are there any other c o r r e c t i o n s , Mr. Guth? 

A. No. 

MR. KAPLAN: With t h a t . Your Honor, PP&L moves f o r 

the i n t r o d u c t i o n i n t o the record of PP&L Statement No. 18-R 

and E x h i b i t s LAG-1 through 7. 

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

obj e c t i o n s 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. KAPLAN: We have some very b r i e f r e j o i n d e r . Your 

Honor. 

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

BY MR. KAPLAN: 

Q. Mr. Guth, i n order t o judge how r e l e v a n t the 

sale discussed by Mr. LaCapra yesterday of assets by New 
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England E l e c t r i c System t o P a c i f i c Gas & E l e c t r i c Company, 

how re l e v a n t those sales are t o measuring the market value 

of PP&L's f o s s i l u n i t s , could you discuss what the 

Commission should consider? 

A. Yes. Very b r i e f l y , I t h i n k Mr. LaCapra 

i n d i c a t e d t h a t there were 4,000 megawatts of capacity 

involved i n the sale. 

That sale consists of three f o s s i l p l a n t s , 

representing 2,800 megawatts, and 15 hydro u n i t s 

representing 1,200 megawatts. 

I n c o n t r a s t , PP&L, as I read the data, has 

approximately 5,650 megawatts i n e i g h t f o s s i l p l a n t s , about 

19 u n i t s a l t o g e t h e r , and 290 megawatts only i n th r e e hydro 

p l a n t s i n c l u d i n g the capacity t h a t they get from Safe 

Harbor, so t h a t hydro represents 30 percent of the New 

England E l e c t r i c System's New England Power Company 

p o r t f o l i o , but only 5 percent of the Pennsylvania Power & 

L i g h t p o r t f o l i o . 

Mr. LaCapra noted t h a t i n f a c t P a c i f i c Gas & E l e c t r i c 

had b i d 45 percent over book value f o r t h a t p o r t f o l i o , but I 

would note t h a t Mr. LaCapra's own estimates suggest t h a t the 

market value of hydro using h i s assumptions i s something i n 

excess of 2.5 times the book value of hydro. And i n 

p a r t i c u l a r , I have reference t o the 108 megawatt Holtwood 

u n i t included i n Mr. LaCapra's a n a l y s i s . That's the 
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Holtwood u n i t t h a t i s one of PP&L's hydro f a c i l i t i e s . 

I f you use t h a t r a t i o or an approximate of i t t o 

value the hydro component of the New England E l e c t r i c 

System, then I t h i n k y o u ' l l f i n d t h a t i n terms of the book 

value of the f o s s i l plants sold by New England E l e c t r i c , 

what P a c i f i c Gas & E l e c t r i c paid was less than book, and 

possibly s u b s t a n t i a l l y less than book under almost any 

assumptions you might c a l c u l a t e . 

So I don't t h i n k t h a t i n the main, t h i s sale t e l l s us 

very much about people w i l l i n g t o pay even as much as book 

value f o r f o s s i l u n i t s , l e t alone s u b s t a n t i a l l y i n excess of 

book value as Mr. LaCapra suggests i n h i s anal y s i s where he 

concludes t h a t the market value would be twice book value 

f o r those f a c i l i t i e s . 

Q. Mr. Guth, at page 11 of h i s s u r r e b u t t a l 

testimony, Mr. LaCapra s t a t e s , "Mr. Guth i n v i t e s me t o c i t e 

any evidence concerning the w i l l i n g n e s s of buyers c u r r e n t l y 

t o purchase nuclear u n i t s a t any p o s i t i v e p r i c e . He need 

look no f u r t h e r than Philadelphia. PECO has been very 

v i s i b l e i n expressing i t s i n t e r e s t i n i n v e s t i n g i n nuclear 

assets." 

Have you considered h i s response, and do you have a 

response t o him? 

A. Yes, I do. Yesterday, as I r e c a l l , Mr. LaCapra 

mentioned two p l a n t s , s p e c i f i c a l l y the River Bend u n i t i n 
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Louisiana and the Maine Yankee u n i t . Neither of them, 

however, seems t o me t o represent an i n d i c a t i o n of any buyer 

w i l l i n g t o purchase nuclear u n i t s a t any p o s i t i v e p r i c e , as 

I had suggested. 

And I say t h a t f o r a couple of reasons. F i r s t of 

a l l , as Mr. LaCapra noted, there were something l i k e 25 

bidders f o r the NETCO f o s s i l and hydro u n i t s . I n each of 

these two cases, there was only one bidder, namely PECO, the 

only one i n the country t h a t expressed an i n t e r e s t i n 

purchasing e i t h e r a share of River Bend t h a t was o f f e r e d f o r 

sale or the Maine Yankee u n i t s . 

Secondly, over the past s i x weeks, PECO has p u l l e d 

out of each deal. Each deal has collapsed, i n essence 

because PECO could not arrange terms t h a t i t found 

b e n e f i c i a l , t h a t i s t o say w i t h a low enough p r i c e f o r 

t a k i n g over the r e s p o n s i b i l i t i e s of those p l a n t s . 

S p e c i f i c a l l y w i t h regard t o the River Bend u n i t , the 

inf o r m a t i o n I have i n d i c a t e s t h a t PECO may have been w i l l i n g 

t o i n i t i a l l y pay something l i k e $50 m i l l i o n , but then found 

t h a t i t could not j u s t i f y even t h a t much t o buy a 

280 megawatt share of River Bend. 

With regard t o Maine Yankee, the owners of Maine 

Yankee concluded from t h e i r standpoint t h a t i t was more 

b e n e f i c i a l t o them t o simply close the p l a n t than t o s e l l i t 

t o PECO on any terms t h a t PECO was w i l l i n g t o o f f e r i t . 
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Again, t h i s a l l contrasts w i t h Mr. LaCapra's 

a s s e r t i o n t h a t the market value of Mr. PP&L's u n i t s i s w e l l 

over a b i l l i o n d o l l a r s , something i n excess of $500 a 

k i l o w a t t . 

MR. KAPLAN: Thank you. I believe t h a t ' s a l l the 

r e j o i n d e r testimony we have. 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: Thank you, Your Honor. 

CROSS-EXAMINATION 

BY MR. KLEPPINGER: 

Q. Good morning, Mr. Guth. 

A. Good morning. 

Q. Just a few questions on the discussion i n your 

testimony regarding the PP&L or r e g u l a t o r y method f o r 

c a l c u l a t i n g stranded costs versus the asset value method 

t h a t other p a r t i e s have used. 

And I'm s t i l l t r y i n g t o get a d e f i n i t i v e answer t o 

t h i s series of questions. When using the r e g u l a t o r y method 

i n the c a l c u l a t i o n of stranded costs, does the analyst 

include a r e t u r n on the p l a n t i n t h a t c a l c u l a t i o n f o r the 

du r a t i o n of the plant's l i f e , an equ i t y return? 

A, I n the r e g u l a t o r y method, you would include a 

r e t u r n on p l a n t during the pl a n t ' s l i f e both i n terms of 
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computing what i s u l t i m a t e l y the r e g u l a t o r y f l o w of revenues 

and i n computing what i s u l t i m a t e l y the market f l o w of 

revenues. So the answer would be yes. 

Q. Thank you. And then i n the c a l c u l a t i o n of 

income taxes, again staying w i t h the r e g u l a t o r y method used 

by PP&L, does the method include a c a l c u l a t i o n of income 

taxes being paid on t h a t equity r e t u r n component, again f o r 

the d u r a t i o n of the l i f e of the asset? 

A. I guess the answer i s , i t depends. I t depends 

upon whether, f o r purposes of c a l c u l a t i n g stranded c o s t , you 

want t o permit the company t o have the a b i l i t y t o pay i t s 

taxes and have revenues l e f t over s u f f i c i e n t t o pay the 

ret u r n s due t o equityholders as w e l l as debtholders. 

I f you do, then you include the taxes i n the 

c a l c u l a t i o n e i t h e r i n terms of t h e i r year by year incurrence 

or, a l t e r n a t i v e l y , i n terms of computing the present value 

of r e g u l a t o r y revenues versus market revenues and then, i n 

e f f e c t , grossing those up f o r the tax r e s p o n s i b i l i t y t h a t 

the company would have i n terms of the net present value. 

So e i t h e r one of those two would be c o r r e c t , i n my 

view. 

Q. And i n the performance of the r e g u l a t o r y method 

t h a t PP&L has presented i n t h i s case, which one of those was 

u t i l i z e d ? 

A. I n the re g u l a t o r y method, I b e l i e v e Mr. Schadt 
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i m p l i c a t i o n s as w e l l as a l l of the other d e t a i l s on a year 

by year basis. 

Q. So under the method t h a t PP&L has used i n t h i s 

case, there would be an income tax component f o r the l i f e of 

the asset associated w i t h the eq u i t y r e t u r n on the asset? 

A. Well, the problem I have w i t h your question i s 

t h a t I don't view t h a t as a methodology issue. I t i s simply 

a question of whether you intend t o include the e f f e c t s of 

f e d e r a l income tax and st a t e income tax p o l i c y or not i n the 

c a l c u l a t i o n , and t h a t applies whether you use the r e g u l a t o r y 

method or the so-called PECO or book value versus market 

value method. 

The tax issue i s not a methodological issue, i t ' s 

j u s t a question of whether you want t o do the c a l c u l a t i o n on 

a basis t h a t includes the f a c t of t a x l i a b i l i t y or you want 

t o do i t on the basis of a c a l c u l a t i o n t h a t ignores the f a c t 

of tax l i a b i l i t y . 

Q. And the PP&L c a l c u l a t i o n assumes a tax 

l i a b i l i t y ? 

A. The PP&L methodology recognizes the t a x 

l i a b i l i t y , yes. 

Q. And includes t h a t i n the c a l c u l a t i o n ? 

A. Correct. 

Q. That's the main p o i n t . 
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MR. KLEPPINGER: Thank you. That's a l l I have, 

JUDGE KASHI: Thank you very much, s i r . 

Mr. Caplan? 

MR. CAPLAN: Thank you, Your Honor. 

CROSS-EXAMINATION 

BY MR. CAPLAN: 

Q. Mr. Guth, my name i s Richard Caplan. I 

represent some independent power producers i n t h i s 

proceeding. I have a very few questions f o r you. 

By any chance, have you had occasion t o read an 

a r t i c l e e n t i t l e d , "Stranded Investments, U t i l i t y Estimates 

or Investor Expectations" which appeared I be l i e v e i n June, 

June 1, 1997 i n Volume 135, No. 11 of the Public U t i l i t y 

F o r t n i g h t l y p u b l i c a t i o n ? 

A. I'd have t o see i t t o r e f r e s h my memory. 

Q. I understand t h a t your testimony was l i m i t e d t o 

a comparison of two methods f o r c a l c u l a t i n g stranded costs. 

Are you f a m i l i a r w i t h any other methods t h a t have been 

proposed? 

A. I am not sure I could parse out separate methods 

from these basic two approaches. Obviously there w i l l be 

di f f e r e n c e s i n nuances. 

Q. Would you agree, s i r , t h a t the basis or at l e a s t 

one of the t h e o r e t i c a l underpinnings f o r stranded cost 

recovery i s the concept t h a t the in v e s t o r s i n an i n v e s t o r 
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owned u t i l i t y have c e r t a i n expected rates of r e t u r n which 

would be compromised i n a competitive environment, and they 

made t h e i r investments presumably at a time when they d i d 

not a n t i c i p a t e t h a t t h a t r e g u l a t o r y bargain would i n f a c t be 

breached by the i n t r o d u c t i o n of competition i n t o the 

generating sector of the business? 

MR. KAPLAN: Your Honor, t h i s i s beyond the scope of 

t h i s witness's testimony. That was Mr. Kahn. That was 

Mr. Bradford, not Mr. Guth. Mr. Guth's testimony on t h i s 

p o i n t i s comparison of the two methods, but not on 

h i s t o r i c a l expectations of in v e s t o r s . 

JUDGE KASHI: Mr. Caplan? 

MR. CAPLAN: Your Honor, what I am lo o k i n g a t i s t o 

see whether i n f a c t Mr. Guth i s i n a p o s i t i o n t o say t h a t 

e i t h e r of the two methods t h a t he compared i s i n f a c t i n h i s 

judgment the best one t h a t might be a v a i l a b l e . 

I mean, I t h i n k the Commission i s l o o k i n g f o r 

guidance as t o what method t o use. I f i t t u r n s out t h a t Mr. 

Guth i n f a c t t h i n k s t h a t there i s some other method than the 

two t h a t he was asked t o look at t h a t might produce a 

superior r e s u l t , I t h i n k i t would be appropriate f o r the 

Commission t o know t h a t . 

JUDGE KASHI: I t h i n k i t goes t o the witness's 

e x p e r t i s e . I ' l l o verrule the o b j e c t i o n . 

THE WITNESS: I'm not sure which question you want me 
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t o answer, Mr. Caplan. I f the question i s , am I aware of a 

method which I consider superior, the answer i s no, I have 

made no analysis of a l t e r n a t i v e methods t o those two 

considered here as t o whether any of those might i n some 

sense be superior. 

BY MR. CAPLAN: 

Q. Have you heard of anybody proposing a method 

which was based on in v e s t o r expectations, i n other words one 

i n which one d i d the analysis based on stock p r i c e and r a t e 

of r e t u r n t o the in v e s t o r and attempted t o determine the 

amount of cost recovery t h a t would make the i n v e s t o r whole, 

not the u t i l i t y whole but the i n v e s t o r whole? 

A. Of course, each of these methods i n and of 

themselves does something l i k e t h a t i n terms of considering 

what the cost of c a p i t a l t o PP&L i s which i n t u r n i s based 

upon i n v e s t o r expectations and w i l l i n g n e s s t o commit e q u i t y 

t o PP&L. So i t ' s impossible f o r me t o d i s t i n g u i s h between 

methodologies here and some other methodologies based on 

in v e s t o r expectations. I t seems t o me every one of these i s 

based on i n v e s t o r expectations. 

Q. But n e i t h e r of them i n f a c t approaches i t from a 

r a t e of r e t u r n a n a l y s i s , l o o k i n g a t stock p r i c e s and 

dividends; i s t h a t correct? 

A. Not r e a l l y . I n p a r t i c u l a r i n the r e g u l a t o r y 

method, there i s a c a l c u l a t i o n of a s p e c i f i c r e t u r n t o the 
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equ i t y holder which may take the form of dividend or may 

take the form of c a p i t a l a p p r e c i a t i o n . 

Obviously, once you get t o t h a t l e v e l of d e t a i l and 

s t a r t looking at issues from the i n v e s t o r s ' perspective, 

you've got t o take i n t o account the i n v e s t o r s ' own tax 

l i a b i l i t y and you get i n t o a very s u b j e c t i v e and k i n d of 

messy c a l c u l a t i o n because i t depends on j u s t who the 

inv e s t o r s are. But c e r t a i n l y i n my view, each of these 

methodologies considers t h a t f a c t o r as w e l l . 

Q. I n comparing these methodologies, d i d you have 

occasion t o review the Act i t s e l f ? 

A. I d i d read the Act at one p o i n t , yes. 

Q. And i s there anything t h a t you saw i n the Act 

from your perspective — I assume you're not a lawyer? 

A. Correct. 

Q. I s there anything i n the Act t h a t would impose 

upon PP&L the o b l i g a t i o n of paying any percentage of the 

stranded cost t h a t i t recovers t o i t s stockholders? 

A. I don't know. 

Q. Now, i n your judgment, are e i t h e r of these two 

methods superior because the l e v e l of v a r i a b l e f o r e c a s t i n g 

t h a t ' s required t o achieve the r e s u l t i s l e s s , i n other 

words t h a t they are less dependent upon p r o j e c t i o n s of 

f u t u r e events, or do they both share the same r i s k s w i t h 

regard t o r e l i a n c e upon pr o j e c t e d f u t u r e circumstances? 
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A. I t h i n k they share the same c h a r a c t e r i s t i c s 

because they are fundamentally the same. 

MR. CAPLAN: I have no f u r t h e r questions of the 

witness, Your Honor. 

JUDGE KASHI: Thank you very much, s i r . 

Ms. Moury — she's out. She i n d i c a t e d she d i d n ' t 

have cross. Mr. Burgraff? 

MR. BURGRAFF: Thank you. Your Honor. 

CROSS-EXAMINATION 

BY MR. BURGRAFF: 

Q. Good morning, Mr. Guth. My name i s Craig 

B u r g r a f f . I represent the O f f i c e of Consumer Advocate. 

F i r s t , i f I could, could I r e f e r you t o your E x h i b i t 

LAG-3? 

A. Dash three? 

Q. Dash three . 

A. I have i t . 

Q. Now, under the data shown here under the 

heading, "PECO method," you show a r e g u l a t o r y asset f i g u r e 

of $644 m i l l i o n . I'm i n t e r e s t e d t o know where t h a t came 

from and how you derived i t . 

A. The e n t i r e e x h i b i t was prepared by Mr. Schadt. 

Q. Mr. Schadt. So under the PP&L method t o t a l 

column, the t o t a l generation f i g u r e of $3.57 b i l l i o n also 

came from Mr. Schadt? 
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A. That's c o r r e c t . 

Q. I ' d l i k e t o generally r e f e r you t o the p o r t i o n 

of your testimony dealing w i t h your discussion of discounted 

cash flows and the wait-and-see o p t i o n . I be l i e v e i t ' s 

roughly pages 17 and 18 of your testimony. 

(Pause.) 

Q. Are you there? 

A. Yes. 

Q. You discussed e a r l i e r the New England Power 

sale; d i d you not? 

A. Yes. 

Q. Now, were you aware or d i d you read c e r t a i n 

published market assessment analyses by various analysts 

concerning t h a t sale before i t took place? 

A. No, I d i d not. 

Q. Now, i n focusing on the wait-and-see o p t i o n , I 

bel i e v e you s t a t e on l i n e s 15 through 18 at page 18 of your 

testimony t h a t we have t o recognize t h a t a p o t e n t i a l 

purchaser today would have t o be compensated f o r g i v i n g up 

the o p t i o n t o wait and see; i s t h a t correct? 

A. That's what the sentence reads, yes. 

Q. Now, under PP&L's recommendation i n t h i s case, 

Mr. Guth, e s s e n t i a l l y aren't PP&L's ratepayers being asked 

t o make the same ir r e v o c a b l e d e c i s i o n , t o give up the 

wait-and-see o p t i o n , or aren't they being r e q u i r e d t o , i f 
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t h a t would make you more comfortable? 

A. I f I understand your question, you're asking me 

something about the way i n which the Act should be 

i n t e r p r e t e d , and I don't t h i n k I'm r e a l l y q u a l i f i e d t o give 

you an opinion about t h a t . 

Q. Well, i f PP&L's recommendation as f a r as 

stranded cost recovery i s concerned i s accepted by the 

Commission i n t h i s case, wouldn't the r e s u l t of t h a t 

e s s e n t i a l l y be t h a t PP&L ratepayers give up any wait-and-see 

option? 

MR. KAPLAN: Your Honor, f i r s t of a l l , the witness I 

t h i n k answered the question, and secondly I have no idea 

where t h i s i s going other than the f a c t t h a t both under the 

proposal by OCA and under t h a t by the company, a s p e c i f i c 

amount i s projected and there i s no adjustable amount e i t h e r 

by t h e i r case or our case. Other witnesses have suggested 

t h a t , but not e i t h e r of us. 

MR. BURGRAFF: Your Honor, Mr. Guth's testimony 

suggests t h a t a buyer, i n order t o give up a wait-and-see 

o p t i o n , e s s e n t i a l l y would pay less than the value of the 

asset. I'm simply attempting t o t e s t h i s theory or h i s 

recommendation as i t applies t o the ratepayers i n t h i s case. 

JUDGE KASHI: A l l r i g h t . I ' l l o v e r r u l e the 

o b j e c t i o n . Answer the question. 

THE WITNESS: Well, f i r s t of a l l , t h a t ' s c e r t a i n l y an 
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i n c o r r e c t c h a r a c t e r i z a t i o n . I t h i n k my d i s c u s s i o n suggests 

t h a t what a buyer i s w i l l i n g t o pay i s p r e c i s e l y a f f e c t e d by 

h i s o r her e v a l u a t i o n o f a l t e r n a t i v e s i n c l u d i n g t h e o p t i o n 

o f p o s t p o n i n g a d e c i s i o n . 

So i t ' s n ot pay i n g l e s s t h a n what something i s w o r t h , 

i t ' s d e t e r m i n i n g e x a c t l y what i t i s w o r t h and why t y p i c a l l y 

t h e t y p e o f a n a l y s i s done by Mr. LaCapra i n t h i s case 

o v e r e s t i m a t e s what people a c t u a l l y a re w i l l i n g t o pay. 

That s a i d , as f a r as your q u e s t i o n i s concerned, i t 

seems t o me t h i s goes t o t h e n a t u r e o f how t h e A c t was 

drawn, what k i n d s o f g i v e and t a k e t a k e s p l a c e between t h e 

v a r i o u s i n t e r e s t s t h a t t h e L e g i s l a t u r e i s t r y i n g t o advance, 

i n c l u d i n g t h e d e s i r e t o make t h e t r a n s i t i o n t o a c o m p e t i t i v e 

g e n e r a t i o n market, and r e a l l y i s a v e r y d i f f e r e n t s u b j e c t 

m a t t e r f r o m a n y t h i n g t h a t I've c o n s i d e r e d i n my t e s t i m o n y . 

BY MR. BURGRAFF: 

Q. W e l l , by b e i n g asked t o pay e s s e n t i a l l y more 

t h a n , depending our a n a l y s i s , o r s l i g h t l y l e s s t h a n , under 

t h e company's a n a l y s i s , t h e n e t book v a l u e o f t h e f o s s i l and 

n u c l e a r a s s e t s i n t h i s case, r a t e p a y e r s f o r e g o t h e 

wait-and-see o p t i o n , don't they? I n o t h e r words, t h e y d o n ' t 

have t h e chance t o t r y and e s t i m a t e what t h e y would be 

w i l l i n g t o pay f o r these assets? 

A. The two are as s h i p s p a s s i n g i n t h e n i g h t . One 

i s s u e goes t o what k i n d o f d i s c o u n t r a t e i s a p p r o p r i a t e t o 
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use i n evaluating a decision of a company whether t o make an 

investment or not. The other goes t o the question of what 

kinds of considerations the L e g i s l a t u r e entered i n t o i n 

seeking t o make the t r a n s i t i o n t o competition i n generation 

versus the t r a d i t i o n a l r e g u l a t o r y approach. 

And they simply are two e n t i r e l y d i f f e r e n t questions. 

I f your question goes t o , why should consumers pay a 

competitive t r a n s i t i o n charge under the Act, t h a t addresses 

a whole host of issues which I assume the Act, i n the wisdom 

of the s t a t e L e g i s l a t u r e , has resolved. But i t c e r t a i n l y 

doesn't r e l a t e t o anything t h a t ' s incorporated i n my 

testimony. 

Q. Well, l e t ' s t r y i t t h i s way, Mr. Guth. Would 

you advise ratepayers t o i n essence s e l l the assets a t PP&L 

market pr i c e s and forego the opp o r t u n i t y t o see whether the 

market pr i c e s a c t u a l l y t u r n out higher than those prices? 

MR. KAPLAN: I ob j e c t , Your Honor. This i s so 

f o r e i g n t o t h i s case — ratepayers are not going t o be i n a 

p o s i t i o n t o s e l l PP&L assets. 

MR. BURGRAFF: Well, they're being asked t o pay f o r 

the assets, which i s e s s e n t i a l l y the same t h i n g . 

MR. KAPLAN: They're being asked t o pay p r e c i s e l y 

what the Act s p e c i f i e s should be paid, which i s a 

competitive t r a n s i t i o n charge. That i s a r a t e . They are 

not being sold assets, and t h a t i s completely outside the 
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scope of t h i s case. 

JUDGE KASHI: And i t r e a l l y c a l l s f o r a l o t of 

speculation. 

MR. BURGRAFF: Fine, Your Honor. I ' l l withdraw the 

question. 

JUDGE KASHI: Thank you, s i r . 

BY MR. BURGRAFF: 

Q. Mr. Guth, under the O f f i c e of Consumer 

Advocate's a n a l y s i s , PP&L's generating assets e s s e n t i a l l y 

have a negative value. I f t h a t r e s u l t i s c o r r e c t , would you 

advise PP&L t o o f f e r i t s generating assets f o r sale? 

A. Let me make sure I understand your question. 

You say they have a negative value. I t h i n k what you meant 

t o say i s the market value i s at excess of the book value, 

and t h e r e f o r e , t h a t you have a negative c o n t r i b u t i o n t o the 

measurement of stranded cost. I s t h a t a c o r r e c t 

understanding? 

Q. Yes, the stranded cost i s greater than the net 

book value. 

A. I don't t h i n k whether or not the OCA analysis i s 

c o r r e c t i s t e r r i b l y r e l e v a n t . I t h i n k the question i s i f 

PP&L gets an o f f e r t o buy i t s generating assets a t a p r i c e 

t h a t i t f i n d s a t t r a c t i v e , i t ought t o s e l l ; and i f i t 

doesn't, i t shouldn't. A l l I can say i s t h a t the OCA 

analy s i s r e s u l t s seem i n c o n s i s t e n t a t l e a s t i n i t i a l l y w i t h 
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where the market seems t o be s e t t l i n g out. 

Q. Would you advise them t o seek o f f e r s ? 

A. I'm not an investment banker. I'm simply an 

economist. A l l I can say t o them i s i f an o f f e r i s made and 

the p r i c e seems t o provide more b e n e f i t s t o t h e i r 

shareholders and t h e i r ratepayers than continued ownership, 

then they ought t o consider a c t i v e l y the sale; and i f i t 

doesn't, then they shouldn't. 

Q. On page 17, l i n e 3 of your statement, you begin 

by saying, "Consider the v a l u a t i o n work of investment 

bankers;" i s t h a t correct? 

A. Yes. 

Q. So under t h i s a n a l y s i s , would you recommend t h a t 

PP&L seek o f f e r s f o r these assets? 

MR. KAPLAN: Your Honor, t h i s has been asked and 

answered. 

MR. BURGRAFF: Well, Your Honor, he answered i t from 

the perspective of not being an investment banker. However, 

t h i s p a r t of h i s testimony seems t o be based on the 

v a l u a t i o n work of investment bankers, so I'm asking him t h a t 

question. 

JUDGE KASHI: The o b j e c t i o n i s over r u l e d . 

Can you answer the question, s i r ? 

THE WITNESS: I t h i n k I already d i d . I'm not an 

investment banker, and the previous answer stands on j u s t 
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t h e b a s i s t h a t I gave i t . 

BY MR. BURGRAFF: 

Q. Mr. Guth, I t a k e i t t h e r e c e n t s a l e o f New 

England Power's g e n e r a t i n g a s s e t s does n o t change your view 

o f t h e wait-and-see p o s t u r e o f buyers i n t h e g e n e r a t i o n 

a s s e t market. 

A. I t doesn't change my view about what t h e pro p e r 

d i s c o u n t r a t e l i k e l y s h o u l d be i n e v a l u a t i n g t h e market 

v a l u e o f g e n e r a t i n g a s s e t s today. You seem t o have i n mind 

some n o t i o n o f a wait-and-see approach as s u g g e s t i n g a 

pr o p e r s e t o f b e h a v i o r , which i s n o t a t a l l what I had i n 

mind i n t h i s a n a l y s i s o r what i n f a c t t h e l i t e r a t u r e t h a t I 

c i t e by P r o f e s s o r Dixon Pindyke had i n mind. That i s s u e 

c e r t a i n l y goes s o l e l y t o t h e q u e s t i o n why i t i s t h a t 

companies making i n v e s t m e n t i n new p r o j e c t s t e n d t o employ 

d i s c o u n t r a t e s t h a t a r e c o n s i d e r a b l y i n excess o f those t h a t 

you m i g h t o t h e r w i s e expect. 

Q. By t h e way, Mr. Guth, do you know how t h e s a l e 

p r i c e i n t h e New England Power m a t t e r compares t o any 

f o r e c a s t e d d i s c o u n t e d cash f l o w v a l u e f o r t h o s e assets? 

A. No, I do n ' t . 

JUDGE KASHI: I s t h e r e such an a n a l y s i s a v a i l a b l e ? 

MR. BURGRAFF: I don't know. My assumption i s t h e y 

were made. I j u s t wondered i f t h e w i t n e s s was aware o f i t . 

MR. KAPLAN: My s u s p i c i o n . Your Honor, i s t h a t t h e 
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discounted cash flow analysis conducted by P a c i f i c Gas and 

E l e c t r i c Company would be considered one of t h e i r most 

h i g h l y c o n f i d e n t i a l documents considering i t was probably 

used i n f o r m u l a t i n g t h e i r b i d . 

JUDGE KASHI: You're r i g h t . 

MR. BURGRAFF: I ' l l l e t i t go. Thank you, Mr. Guth. 

That completes our questions, Your Honor. 

JUDGE KASHI: Thank you very much, s i r . 

Mr. Simms? 

MR. SIMMS: Your Honor, I had e a r l i e r informed the 

company t h a t we had no cross-examination f o r the witness. 

JUDGE KASHI: Redirect? 

MR. KAPLAN: Could I have j ust about 15 seconds, Your 

Honor? 

JUDGE KASHI: Go ahead. 

(Pause.) 

MR. KAPLAN: Your Honor, we have no r e d i r e c t . 

JUDGE KASHI: Thank you very much. You are excused, 

Mr. Guth. 

(Witness excused.) 

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

as PP&L Statement 19-R and E x h i b i t s LAG-1 through 7 are 

received i n t o the e v i d e n t i a r y record without o b j e c t i o n . 

(No response.) 

JUDGE KASHI: Without o b j e c t i o n . 
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(Whereupon, the documents marked as 

PP&L Statement No. 19-R and PP&L 

E x h i b i t s Nos. LAG-1 through 7 were 

r e c e i v e d i n evidence.) 

JUDGE KASHI: PP&L, do you want t o c a l l y o u r n e x t 

w i t n e s s ? 

MR. KAPLAN: Yes, Your Honor. PP&L c a l l s Paul R. 

Moul. 

JUDGE KASHI: Raise your r i g h t hand to be sworn, s i r . 

Whereupon, 

PAUL R. MOUL 

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

MR. KAPLAN: I am i d e n t i f y i n g f o r t h e r e c o r d p u r s u a n t 

t o our s t a n d i n g procedures Pennsylvania Power & L i g h t 

Company Statement No. 6, a stat e m e n t o f some s i x pages; 

P e n n s y l v a n i a Power & L i g h t Company Statement No. 6-R, a 

sta t e m e n t o f some 36 pages; and E x h i b i t s PRM-1 t h r o u g h 6. 

JUDGE KASHI: So marked f o r purposes o f 

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

(Whereupon, the documents were marked 

as PP&L Statements Nos. 6 and 6-R 

and PP&L E x h i b i t s Nos. PRM-1 through 

PRM-6 for i d e n t i f i c a t i o n . ) 
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DIRECT EXAMINATION 

BY MR. KAPLAN: 

Q. Mr. Moul, do you have any c o r r e c t i o n s i n your 

statements or e x h i b i t s ? 

A. Yes. I have one c o r r e c t i o n t o the Rebuttal 

Statement No. 6-R. That c o r r e c t i o n would be on page 26 at 

l i n e 14, The t h i r d word i n t h a t l i n e , the word "nine" 

should be "seven." 

That i s the only c o r r e c t i o n I'm aware of at t h i s time 

concerning those statements. 

MR. KAPLAN: Thank you, Mr. Moul. With t h a t . Your 

Honor, Pp&L moves f o r the i n t r o d u c t i o n i n t o the record of 

Statement No. 6, Statement No. 6-R and E x h i b i t s PRM-1 

through 6. 

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 made pending cross-examination, t h a t which i s 

marked and i d e n t i f i e d w i l l be received i n the e v i d e n t i a r y 

record. 

MR. KAPLAN: Your Honor, we have some b r i e f r e j o i n d e r 

examination. 

JUDGE KASHI: Go ahead, s i r . 

BY MR. KAPLAN: 

Q. Mr. Moul, w i l l you please t u r n t o page 2, l i n e s 

1 through 10 of Mr. Deardorff's s u r r e b u t t a l testimony? 

A. Yes, I have t h a t . 

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 

ia 

16 

17 

18 

19 

20 

21 

22 

23 

24 

1878 

Q. At t h a t p o i n t he revises h i s recommended cost of 

e q u i t y by decreasing i t from 10.5 percent t o 10.25 percent. 

Why d i d he do t h a t , and do you agree w i t h h i s analysis? 

A. Mr. Deardorff i n h i s s u r r e b u t t a l reduced h i s 

cost o f e q u i t y by 25 basis p o i n t s , which he claims was 

necessitated due t o changes i n growth f o r e c a s t s , market data 

and t o c o r r e c t a computer programming e r r o r . Unfortunately, 

Mr. Deardorff has provided us i n h i s statement no discussion 

of the s p e c i f i c changes concerning each of these f a c t o r s , 

nor has he provided us any d e t a i l s which i n d i c a t e how these 

changes c o n t r i b u t e d t o h i s revised recommendation. 

The more important f a c t o r which should be considered 

w i t h regard t o t h i s updated cost of e q u i t y i n the 

s u r r e b u t t a l testimony r e l a t e s t o the f a c t t h a t the 

s u r r e b u t t a l was f i l e d j u s t seven weeks a f t e r h i s d i r e c t 

testimony was f i l e d on June 27, whereas h i s s u r r e b u t t a l was 

f i l e d on August 14, and i t seems t o me t h a t i n such a short 

time period such as seven weeks, t h a t t o r e v i s e the cost of 

e q u i t y recommendation at t h i s time i n d i c a t e s t h a t Mr. 

Deardorff i s t a k i n g f a r too short of a view of c a p i t a l costs 

i n t h i s proceeding, e s p e c i a l l y when we're loo k i n g towards 

viewing the company's costs f o r investments t h a t would e x i s t 

f o r up t o 30 years i n the f u t u r e . So t h a t i n a proceeding 

such as t h i s where we have t h i s longer-term view of company 

cost, a short-term view of c a p i t a l cost over a seven-week 
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p e r i o d seemed t o be i n a p p r o p r i a t e . 

Q. Now, on page 3, l i n e 9 i n Mr. D e a r d o r f f s 

S u r r e b u t t a l testimony through page 4, l i n e 12, Mr. Deardorff 

discusses the pre-tax i n t e r e s t coverage l e v e l f o r PP&L i n 

t h i s case. Has he added anything t o support h i s 

conclusions? 

A. What Mr. Deardorff has t a l k e d about i n h i s 

s u r r e b u t t a l testimony i s a set of c r i t e r i a which he 

developed r e l a t i v e t o the Standard & Poor's benchmarks, 

which he has attempted t o define i n the context of an 

A minus r a t i n g as opposed t o the A r a t i n g which S&P has 

published f o r i t s benchmarks. 

To the best of my knowledge, there are no published 

benchmarks f o r an A minus bond r a t i n g by Standard & Poor's. 

The c a l c u l a t i o n s shown on h i s page 4 regarding both the A 

minus r a t i n g and the BBB plus r a t i n g , t o the best of my 

knowledge, are f i g u r e s derived by Mr. Deardorff. 

Moreover, the ranges f o r a l l of the bond r a t i n g s 

Shown on t h a t page again are ranges developed by him and are 

not published by Standard & Poor's w i t h regard t o i t s r a t i n g 

process. I n f a c t , Standard & Poor's when i t changed i t s 

r a t i n g process and went t o a matrix approach t o t a i l o r each 

company's c r e d i t q u a l i t y t o a business p o s i t i o n . Standard & 

Poor's s p e c i f i c a l l y e l i m i n a t e d the range concept i n i t s 

c r e d i t q u a l i t y a n a l y s i s . So what we have here i s a set of 
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c a l c u l a t i o n s of Mr. D e a r d o r f f s and are not nec e s s a r i l y 

those t h a t are published or used by the r a t i n g agencies. 

The other t h i n g t h a t i s i n t e r e s t i n g about what i s 

contained on these two pages of testimony i s t h a t the 

benchmarks t h a t S&P does p u b l i s h are t o be d i s t i n g u i s h e d 

from the o p p o r t u n i t i e s t h a t are t y p i c a l l y discussed i n 

r e g u l a t o r y proceedings such as these. The benchmarks t h a t 

S&P puts out are t a r g e t s which i t expects u t i l i t i e s or other 

companies t o achieve i n order t o a t t a i n a p a r t i c u l a r bond 

r a t i n g . 

The bottom l i n e i s t h a t the 3.39 times pre-tax 

i n t e r e s t coverage Mr. Deardorff speaks about i n h i s 

s u r r e b u t t a l testimony i s w o e f u l l y inadequate f o r the company 

t o a t t a i n the type of c r e d i t q u a l i t y p r o f i l e i t needs t o 

maintain an A bond r a t i n g . 

Q. Thank you. On page 5, l i n e 10 through page 6, 

l i n e 8, Mr. Deardorff argues t h a t the DCF growth r a t e s have 

declined between the two cases f o r PP&L. Do you have any 

response t o t h a t argument? 

A. Yes. I believe he i s responding t o some 

r e b u t t a l testimony I put together, i n p a r t i c u l a r my 

Statement No. 6-R, page 11, where what I d i d there 

s p e c i f i c a l l y was t o compare the growth r a t e s f o r PP&L taken 

from the evidence Mr. Deardorff presented i n h i s d i r e c t 

testimony i n t h i s case w i t h t h a t which he presented i n the 
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company's l a s t base r a t e case where he a l s o t e s t i f i e d ; and 

What I show on page 11 o f my t e s t i m o n y i s t h a t i n f a c t , t h e 

gro w t h r a t e has i n c r e a s e d by 1.5 percentage p o i n t s u s i n g t h e 

Value L i n e f o r e c a s t between t h e f i r s t q u a r t e r o f 1995 and 

t h e second q u a r t e r o f 1997, and t h e g r o w t h r a t e f o r e c a s t 

i n c r e a s e d by 1 percentage p o i n t u s i n g t h e S&P f o r e c a s t f o r 

t h e s i m i l a r p e r i o d s o f t i m e . So i n f a c t , t h e g r o w t h r a t e s 

a r e up based upon t h e evidence he p r e s e n t e d i n b o t h cases. 

Q. Next, on page 6, l i n e s 14 t o 17, Mr. D e a r d o r f f 

r e f e r s t o an a b e r r a n t d i v i d e n d y i e l d f o r PP&L. Do you agree 

w i t h h i s c h a r a c t e r i z a t i o n ? 

A. W e l l , I'm s o r t o f p u z z l e d , because he r e a l l y 

doesn't s e t f o r t h t h e parameters t h a t he uses t o 

C h a r a c t e r i z e t h e PP&L d i v i d e d y i e l d as a b e r r a n t w i t h o u t some 

s o r t o f parameters o r d e f i n i t i o n . I'm s o r t o f a t a l o s s t o 

know what causes one d i v i d e n d y i e l d t o be a b e r r a n t and 

an o t h e r one t o be normal, however i t might be viewed. 

I t h i n k , however, t h e i m p o r t a n t t h i n g i s --

MR. SIMMS: Your Honor, I'm h a v i n g d i f f i c u l t y 

h e a r i n g . 

JUDGE KASHI: Can I g e t co u n s e l t o go o u t t h e r e and 

ask them t o pl e a s e --

(Pause.) 

JUDGE KASHI: 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 . ) 
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JUDGE KASHI: Let's get back on the record. 

You were discussing Mr. Deardorff's determination o f 

an aberrant dividend y i e l d and c r i t i c i z i n g i t on the basis 

t h a t he had not set any type of range f o r the somewhat 

f l e x i b l e word "aberrant;" i s t h a t c orrect? 

THE WITNESS: Yes, Your Honor. 

JUDGE KASHI: Okay. 

THE WITNESS: I suppose the best way t o deal w i t h the 

s i t u a t i o n t h a t we have here, even i n the absence of a 

d e f i n i t i o n or a range t h a t would defi n e what an aberrant 

y i e l d would be, would be the proposal t h a t I made i n my 

o r i g i n a l d i r e c t testimony, and t h a t was t o look a t stock 

market evidence, i n t e r e s t r a t e evidence, other c a p i t a l 

market evidence f o r the year 1996. I d i d t h a t i n the d i r e c t 

testimony f o r the purpose of attempting t o synchronize 

c a p i t a l costs w i t h the company's other evidence f o r the base 

per i o d i n t h i s proceeding. But now t h a t we're i n t o 1997 and 

we have the statement t h a t we do from Mr. Deardorff, I t h i n k 

i t would be worthwhile t o f u r t h e r emphasize the 1996 

evidence, because i f indeed the y i e l d s i n 1997 were aberrant 

due t o perhaps the impact on PP&L's stock p r i c e due t o t h i s 

proceeding, the b e n e f i t we have by lo o k i n g back t o 1996, we 

then have market evidence t h a t pre-dates the f i l i n g of t h i s 

proceeding and perhaps some of the other r a m i f i c a t i o n s t h a t 

have been revealed t o the c a p i t a l markets which have 
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impacted "the company' s stock p r i c e i n 1997. 

So perhaps the best way t o deal w i t h t h i s issue i s t o 

step back, look a t the market evidence f o r 1996. I t i s 

synchronized w i t h the other f i n a n c i a l i n f o r m a t i o n i n the 

base period, and i t pre-dates whatever i n f l u e n c e on the 

stock p r i c e which has occurred due t o t h i s proceeding. 

BY MR. KAPLAN: 

Q. Now, t u r n i n g b r i e f l y t o Mr. Gruber's s u r r e b u t t a l 

testimony, on page 4, l i n e s 3 t o 5, Mr. Gruber discusses 

changes i n the cost of c a p i t a l . Do you have any response t o 

the p o i n t s made by Mr. Gruber during t h a t discussion? 

A. Yes, I do. Perhaps I'm reading h i s testimony 

too narrowly, but I get the c l e a r impression, a t l e a s t from 

the statements made at the top of page 4, t h a t Mr. Gruber i s 

le a v i n g the impression t h a t changes i n the cost of c a p i t a l 

f o r PP&L are i n the hands of the company due t o the types of 

business decisions i t makes. C e r t a i n l y , business decisions 

have an impact on a company's cost of c a p i t a l , but there i s 

a whole host of other influences which impact the company's 

cost of c a p i t a l . 

I t ' s the sentiment i n the stock market, i t ' s the type 

of economic growth t h a t i s going on, i t ' s the l e v e l of 

i n t e r e s t r a t e s , and a whole host of market fundamentals over 

which the company management has no c o n t r o l whatsoever t h a t 

also impacts the company's cost of c a p i t a l , and I t h i n k the 
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Commission needs t o be aware and needs t o be concerned about 

these other influences and impacts t h a t i n f l u e n c e the 

company's cost of c a p i t a l aside from merely management's 

de c i s i o n . 

I t j u s t seems t o be somewhat naive t o b e l i e v e t h a t 

c a p i t a l costs are t o t a l l y i n the company's hands, because 

the company rai s e s c a p i t a l from i n v e s t o r s and needs t o 

compete w i t h other s i m i l a r l y s i t u a t e d f i r m s i n a t t r a c t i n g 

t h a t type of c a p i t a l ; and hence, these are the f a c t o r s t h a t 

need t o be considered as w e l l as any business decisions t h a t 

management may make. 

Q. And f i n a l l y , Mr. Moul, Mr. Bradford's testimony 

a t pages 5, l i n e s 29 through 35 makes three assertions 

regarding your work w i t h the Foley-Thompson r e s u l t s . Do you 

have any response t o these assertions? 

A. Yes, I do. Mr. Bradford i n h i s s u r r e b u t t a l 

testimony at the bottom of page 5 t a l k e d about three items 

concerning my update of what I c a l l e d the Foley study. Mr. 

Foley was an employee at the time at NARUC. S p e c i f i c a l l y , 

h i s f i r s t a l l e g a t i o n was t h a t the r e t u r n s f o r the u t i l i t i e s 

a t l e a s t i n h i s mind continue t o be i n the same range as the 

S&P I n d u s t r i a l s . Well, t h a t c e r t a i n l y i s n ' t what i s shown 

by my update. 

I f you look at page 34 of my Rebuttal Statement No. 

6-R, the r e t u r n s f o r the periods 1992 t o 1996 were roughly 
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8 percent f o r e l e c t r i c u t i l i t i e s i n general, roughly 4.5 

percent f o r PP&L s p e c i f i c a l l y a t a time when the S&P 400 

3 I n d u s t r i a l s were r e a l i z i n g r e t u r n s of 15 percent. Eight 

4 percent of 4 percent by my way of t h i n k i n g are not i n the 

5 same range as 15 percent. So I t h i n k t h a t i s a myth t h a t 

6 needs t o be d i s p e l l e d . 

7 The second p o i n t t h a t Mr. Bradford attempts t o make 

i s t h a t u t i l i t y stocks are g e n e r a l l y less v o l a t i l e . Well, 

9 i f you look a t my E x h i b i t No. PRM-2 which was attached t o my 

10 d i r e c t testimony at Schedule 9, you see t h a t the standard 

11 d e v i a t i o n s f o r the S&P Public U t i l i t y Index were 21.95 

12 percent as compared w i t h the S&P composite index of 20.39 

13 percent, which i s , by and lar g e , represented by i n d u s t r i a l 

14 companies, which i n d i c a t e s t h a t the standard d e v i a t i o n s f o r 

15 the u t i l i t i e s are close t o the standard d e v i a t i o n s of the 

16 market i n general. So t h i s evidence c l e a r l y shows t h a t 

17 u t i l i t y stocks are not gen e r a l l y less v o l a t i l e , as Mr. 

18 Bradford seems t o t h i n k . 

19 The t h i r d p o i n t he attempts t o make i n h i s 

20 s u r r e b u t t a l i s t h a t i n my update, I have overemphasized 

21 market performance f o r the u t i l i t i e s t e r m i n a t i n g i n the year 

22 1996. The p o i n t here i s t h a t 1996 i s important and should 

23 be emphasized because i t represents the c a s t - o f f p o i n t t h a t 

24 we're using i n t h i s proceeding t o begin the t r a n s i t i o n of 

25 competition, and 1996 i s also r e f l e c t i v e of a market 
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assessment o f what t h e r i s k f o r t h e u t i l i t y i n d u s t r y i n 

g e n e r a l w i l l be i n t h e f u t u r e ; and hence, t h e r e i s no reason 

t o a t t e m p t t o d i m i n i s h t h e s i g n i f i c a n c e o f 1996 market 

evidence i n coming up w i t h a c o s t o f e q u i t y i n t h i s 

p r o c e e d i n g . 

MR. KAPLAN: Thank you, Mr. Moul. That concludes t h e 

r e j o i n d e r e x a m i n a t i o n . Your Honor. 

JUDGE KASHI: Thank you v e r y much, Mr. Kaplan. 

Mr. K l e p p i n g e r ? 

MR. KLEPPINGER: We have no q u e s t i o n s . Your Honor. 

JUDGE KASHI: Mr. Zalcman? 

MR. CAPLAN: He's n o t here. Your Honor. 

JUDGE KASHI: Mr. Simms, you have i n d i c a t e d t h a t you 

have e x t e n s i v e c r o s s - e x a m i n a t i o n o f t h i s w i t n e s s . I s t h a t 

c o r r e c t ? 

MR. SIMMS: W e l l , Your Honor, I i n f o r m e d Mr. R u s s e l l 

t h a t I had b r i e f , b u t a f t e r Mr. Moul's r e j o i n d e r , I don't 

know whether i t w i l l be b r i e f o r e x t e n s i v e . 

JUDGE KASHI: What I am g o i n g t o do, g i v e n t h e 

e x t e n s i v e n a t u r e o f t h e r e j o i n d e r , and t h a t we would 

n o r m a l l y be t a k i n g o ur morning recess i n t e n minutes anyway, 

and g i v e n t h a t Ted's c o f f e e shop i s c l o s e d and you're a l l 

g o i n g t o have t o walk over t o t h e C a p i t o l t o g e t your 

morning c o f f e e , we're g o i n g t o t a k e t h e 15-minute recess a t 

t h i s p o i n t . W e ' l l come back and b e g i n w i t h t h e 
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3 cross examination of the T r i a l S t a f f . 

2 We stand i n recess f o r f i f t e e n minutes. 

3 (Recess.) 

4 JUDGE KASHI: Going back on the record. 

5 Cross examination, Mr. Simms. 

6 MR. SIMMS: Thank you. Your Honor. 

7 CROSS EXAMINATION 

8 BY MR. SIMMS: 

9 Q. Good morning, Mr. Moul. 

10 A. Good morning. 

11 Q. Mr. Moul, what i s PP&L's current r a t i n g ? 

12 A. A- by Standard & Poor's. 

13 Q. Now, can we agree t h a t Standard & Poor's p u b l i s h 

34 A r a t i n g and BBB r a t i n g ? 

15 A. That i s c o r r e c t . The benchmark c r i t e r i a f o r 

16 those r a t i n g s , c o r r e c t . 

17 Q. Now, i n your d i r e c t testimony on cost of c a p i t a l , 

18 would I be c o r r e c t t h a t you appear t o focus on revenue 

19 requirement c a l c u l a t i o n ? 

20 A. I'm not sure I understand your question e n t i r e l y . 

21 My d i r e c t testimony goes s p e c i f i c a l l y t o the cost of e q u i t y . 

22 Q. Well, i n your d i r e c t testimony you do, do you 

23 not, t e s t i f y regarding cost of c a p i t a l ? 

24 A. That's c o r r e c t , I make a c a l c u l a t i o n of what the 

25 company's o v e r a l l cost of c a p i t a l would be based upon the 
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ROE t h a t they put i n t h e i r cost of c a p i t a l c a l c u l a t i o n . 

That was on Schedule 1 of my PRM-2, t h a t ' s c o r r e c t . 

Q. Now, does t h a t cost of c a p i t a l a n a l y s i s r e l a t e t o 

revenue requirement c a l c u l a t i o n ? 

A. To the extent t h a t t h a t i s used i n developing 

revenue requirements, t h a t would be c o r r e c t . 

Q. Now, was i t your i n t e n t t h a t your cost of c a p i t a l 

recommendation also be used as a discount r a t e c a l c u l a t i o n ? 

A. I was not s p e c i f i c a l l y asked t o come up w i t h a 

discount r a t e f o r net present value purposes, no. I was 

aware t h a t the inputs i n my cost of e q u i t y and o v e r a l l cost 

of c a p i t a l would be used i n t h a t regard, but I was not 

ret a i n e d t o s p e c i f i c a l l y develop t h a t . 

Q. You i n d i c a t e d t h a t you knew t h a t was going t o be 

used i n t h a t regard. Was i t used? 

A. By Mr. Schadt i t was. I mean, he developed the 

discount r a t e . And I knew what he was doing i n t h a t regard, 

but — 

Q. Let me ask you t h i s question. I s i t your 

testimony the discount r a t e should be based on a weighted 

cost of c a p i t a l c a l c u l a t i o n using the cu r r e n t cost of 

c a p i t a l ? 

MR. KAPLAN: I t h i n k Mr. Moul t e s t i f i e d t h a t t h a t was 

not h i s task. And I t h i n k j u s t f o r c l a r i f i c a t i o n , the 

discount r a t e was i n i t i a l l y developed by Mr. Schadt, and 
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then there was testimony t h a t i t was appropriated by 

Mr. Guth. Mr. Moul c a l c u l a t e d the company's weighted 

average cost of — w e l l , he c a l c u l a t e d the cost of e q u i t y , 

from which the weighted average cost of c a p i t a l was 

determined, and Mr. Schadt used t h a t t o do h i s discount. 

MR. SIMMS: Right, he t e s t i f i e d , I b e l i e v e . Your 

Honor, t h a t , as Mr. Kaplan said, t h a t he used the weighted 

cost of c a p i t a l . My question i s simply whether or not 

believed t h a t the discount r a t e should be based on a 

weighted cost of c a p i t a l t h a t he formulated using the 

cur r e n t cost of c a p i t a l . 

JUDGE KASHI: A l l r i g h t . The o b j e c t i o n i s overruled. 

THE WITNESS: I suppose the answer t o the question 

i s , I would have come up w i t h a higher r a t e . The company's 

weighted average cost of c a p i t a l r e f l e c t e d 11.5 percent ROE, 

which was taken from the l a s t r a t e case d e c i s i o n . 

My independent an a l y s i s i n d i c a t e d t h a t number should 

have been higher. To the extent you develop a discount r a t e 

on an a f t e r - t a x b a s i s , as d i d Mr. Schadt, he j u s t used 

d i f f e r e n t i n p u t s . 

We used the same c a p i t a l s t r u c t u r e , we used the same 

bedded cost of debt, and the same --

JUDGE KASHI: I t h i n k I missed the answer t o the 

question. Somewhere the t h i n g was whether or not you 

believed t h a t the discount r a t e should be based upon the 
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weighted average cost of c a p i t a l . 

I s n ' t t h a t c o r r e c t , Mr. Simms? 

MR. SIMMS: Yes. 

THE WITNESS: The short answer i s yes. 

BY MR. SIMMS: 

Q. Now you d i d r e f e r t h a t the company use 11.5 

percent cost of e q u i t y . Can we agree t h a t the company's 

cost of e q u i t y i s based on dated information? 

A. The cost of e q u i t y derived from c a p i t a l market 

i n f o r m a t i o n , c o r r e c t . 

Q. On dated i n f o r m a t i o n , from the l a s t base r a t e 

case; i s t h a t correct? 

A. Correct, the 11.5 came from the r a t e case 

decisio n . 

Q. Now, i n your e x h i b i t s , you r e f e r t o a number of 

sources of i n f o r m a t i o n ; do you not? 

A. Yes. 

Q. And t h a t some of those sources included Value 

Line and Blue Chip F i n a n c i a l Forecast; correct? 

A. Correct. 

Q. Now, page 4 of your d i r e c t testimony, you 

t e s t i f i e d t h a t although i t i s always possible t h a t i n t e r e s t 

r ates could move lower, t h a t p o s s i b i l i t y i s outweighed by 

the prospect of higher f u t u r e i n t e r e s t r a t e s ; do you not? 

A. Yes, I said t h a t i n the context of making t h a t 
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statement during a per i o d of r e l a t i v e l y low i n t e r e s t r a t e s . 

Q. Mr. Moul, i t would help me i f you say "yes" or 

"no," then e x p l a i n . I f you want t o be a l l day, we can. I 

haven't done much cross examination, so I'm p r e t t y w e l l 

rested. 

MR. KAPLAN: Your Honor, I t h i n k t h a t ' s p r e c i s e l y 

what the witness d i d . 

JUDGE KASHI: I'm having d i f f i c u l t y , Mr. Moul, I 

genuinely am. I f , i n f a c t , you can give us a "yes" or "no," 

and then go on t o ex p l a i n , I t h i n k i t would be h e l p f u l f o r 

the r e s t of us. 

THE WITNESS: C e r t a i n l y , Your Honor. 

JUDGE KASHI: Thank you. 

BY MR. SIMMS: 

Q. Now, looki n g a t your testimony, page 4, l i n e s 7 

through 9, what evidence have you presented i n PRM-1 through 

PRM-6 t o support t h a t statement? 

A. I'm sorr y ; could I have t h a t reference again, 

please? 

Q. I'm lo o k i n g a t page 4, l i n e s 7 through 9. And my 

question t o you i s : What evidence, i f any, have you 

presented i n PRM-1 through PRM-6 t o support t h a t statement? 

A. That would be found i n PRM-3. 

Q. PRM-3? 

A. Yes, the chart on PRM-3. 
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MR. SIMMS: I f I may have a b r i e f moment. Your Honor. 

JUDGE KASHI: Yes. 

(Pause.) 

BY MR. SIMMS: 

Q. What schedule i s that? 

A. I t ' s a separate e x h i b i t . The way the testimony 

was organized, there were, how do you say, three 

attachments. I c a l l e d them e x h i b i t s t o my d i r e c t testimony. 

JUDGE KASHI: I t i s the l a s t sheet i n h i s testimony, 

Mr. S imms. 

BY MR. SIMMS: 

Q. So you used PRM-3, you based t h a t upon i n t e r e s t 

r a t e trends from November 1986 t o December 1996; i s t h a t 

correct? 

A. Yes. 

Q. Now, have you had an o p p o r t u n i t y t o review the 

Value Line investment survey f o r August 22, 1997? 

A. Yes, I have. 

MR. SIMMS: To save time, may I approach the witness. 

Your Honor? 

JUDGE KASHI: Yes, please. I f you have something, 

show i t t o counsel f i r s t . 

( A t t y . Simms handing document t o A t t y . Kaplan.) 

MR. KAPLAN: Does the witness have a copy of t h i s ? 

THE WITNESS: No, I do not. 
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(Document handed t o witness.) 

BY MR. SIMMS: 

Q. Mr. Moul, I'm so r r y , I only had one copy of t h i s . 

Are you f a m i l i a r w i t h t h i s p u b l i c a t i o n ? 

A. Yes, I am. 

Q. Could you read i n t o the record the 30-year 

Treasury Bond r a t e , the t r e n d , f o r the year 2000 t o 2002? 

A. The f i g u r e there i s 6.5 percent. 

Q. And also, Mr. Moul, are you f a m i l i a r w i t h the 

Blue Chip F i n a n c i a l Forecast? 

A. Yes, I am. 

Q. Once again, I only have one copy. But could you 

read i n t o the record f o r me the Treasury Bond y i e l d f o r 30-

year f o r the year 2003 t o 2007? 

(Document handed t o witness.) 

JUDGE KASHI: What's the date on t h a t , Mr. Simms? 

MR. SIMMS: June 1, 1997. 

JUDGE KASHI: Thank you. 

THE WITNESS: That f i g u r e would be 6.1 percent. 

BY MR. SIMMS: 

Q. And could you also read i n t o the record f o r me 

the A u t i l i t y bond y i e l d f o r the same time period? 

A. That would be 7.1 percent. 

Q. Thank you. Now, Mr. Moul, i f I could r e f e r you 

to your r e b u t t a l testimony. 
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A. Yes, I have t h a t . 

Q. Now, I ' d l i k e t o r e f e r you t o page 13. 

A. Yes. 

Q. Now, you t e s t i f i e d t h a t stranded cost a r i s e from 

not only investment i n high f i x e d cost nuclear generating 

assets, but also from f o s s i l f u e l generating assets, high 

cost purchased power co n t r a c t s ; do you not? 

A. Yes. 

Q. Are you t e s t i f y i n g t h a t these f a c t o r s are equally 

important? 

A. They're a l l important. I don't know how else I 

can respond t o your question. They vary company t o company 

i n importance. 

Q. Well, since we are dealing w i t h PP&L, are they 

e q u a l l y important f o r PP&L? 

A. I t h i n k they're equally important. Yes, I 

be l i e v e they're e q u a l l y important. The magnitude of the 

d o l l a r s associated w i t h each are c e r t a i n l y d i f f e r e n t . But I 

t h i n k they're a l l important. I mean, they a l l give r i s e t o 

stranded cost. But the d o l l a r s , obviously, are d i f f e r e n t . 

Q. Can we not agree t h a t w i t h respect t o PP&L's 

nuclear generating p l a n t costs, t h a t i t represents 61 

percent of stranded costs? 

A. I could accept t h a t subject t o check. I haven't 

made the c a l c u l a t i o n . I t sounds i n the b a l l park. 
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Q. I would r e f e r you t o page 32 of Mr. Schadt's 

testimony, when you have an o p p o r t u n i t y t o check. 

Now, r e f e r r i n g you t o page 28 of your r e b u t t a l 

testimony, I'm look i n g a t l i n e s 20 through 22, i n which you 

t e s t i f i e d t h a t the i n t e r e s t r a t e on the bonds issued t o 

m i t i g a t e costs should represent the c a r r y i n g charges on the 

unamortized balance of those stranded costs; correct? 

A. Yes. 

Q. I s i t your testimony t h a t once CTC i s 

s e c u r i t i z e d , then a cost of c a p i t a l of those stranded assets 

i s the i n t e r e s t r a t e on a newly issued t r a n s i t i o n bonds? 

A. Yes, t h a t would be my testimony i n t h a t context. 

MR. KAPLAN: Excuse me. Can I get the reference 

again? 

MR. SIMMS: Page 28, l i n e s 20 through 22. 

BY MR. SIMMS: 

Q. Now, could you please r e f e r back t o page 22 of 

your r e b u t t a l testimony? And I'm look i n g a t l i n e s 18 

through 20. 

A. Yes, I have t h a t . 

Q. Now, w i t h respect t o the i n t e r e s t r a t e on AAA 

rated p u b l i c u t i l i t y bonds, i s i t your testimony t h a t the 

i n t e r e s t r a t e on PP&L's t r a n s i t i o n bonds would receive the 

r a t e on AAA rate d p u b l i c u t i l i t y bonds? 

MR. KAPLAN: Excuse me. Your Honor. T r a n s i t i o n 
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bonds? 

MR. SIMMS: T r a n s i t i o n bonds, yes. 

MR. KAPLAN: We have no t r a n s i t i o n bonds. We have no 

s e c u r i t i z a t i o n request. 

MR. SIMMS: Well, I t h i n k the witness p r e v i o u s l y 

i n d i c a t e d t h a t on page 28, l i n e s 20 through 22, t h a t the 

i n t e r e s t r a t e s on the bonds issued t o m i t i g a t e these costs 

should represent the c a r r y i n g charges on the unamortized 

balance of those stranded costs. I t h i n k t h a t question was 

answered by the witness. 

MR. KAPLAN: I t was sai d as an aside t o the extent 

the company engages i n s e c u r i t i z a t i o n . 

MR. SIMMS: Well, h y p o t h e t i c a l l y . 

BY MR. SIMMS: 

Q. Well, put " h y p o t h e t i c a l l y " i n f r o n t of the 

question, Mr. Moul. 

JUDGE KASHI: H y p o t h e t i c a l l y , i f the company does 

what you say they do? 

MR. SIMMS: Yes. 

MR. KAPLAN: On t h a t basis. Your Honor, we do not 

obj e c t . 

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

THE WITNESS: I f I r e c a l l the question c o r r e c t l y — 

w e l l , maybe I ought t o have the question back again. 
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BY MR. SIMMS: 

Q. H y p o t h e t i c a l l y — and I'm r e f e r r i n g t o your 

testimony on page 22 — do you be l i e v e t h a t the i n t e r e s t 

r a t e on PP&L's t r a n s i t i o n bonds would exceed the r a t e on AAA 

rated p u b l i c u t i l i t y bonds? 

A. They could, yes. By exceed, you mean i t could be 

higher? 

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

A. Yes. 

Q. Mr. Moul, i f I could j u s t r e f e r you t o your 

E x h i b i t PRM-1, page 3. 

Am I c o r r e c t t h a t you are recommending adding 50 

basis p o i n t s t o the growth r a t e , e s s e n t i a l l y because 

analysts could not f u l l y account f o r market-wide fac t o r s ? 

A. Correct. 

Q. So, based upon t h a t answer, are you suggesting 

t h a t analysts c o n s i s t e n t l y underestimate growth rates by 50 

basis points? 

A. No, what I'm saying i s t h a t w h i l e t h e i r estimates 

might be r i g h t on t a r g e t , there are other f a c t o r s aside from 

t h e i r forecasts of what earnings would be f o r a p a r t i c u l a r 

u t i l i t y t h a t also a f f e c t the stock p r i c e i n s o f a r as what 

i n v e s t o r expectations of growth are. 

Q. And your testimony i s t h a t these analysts do not 

consider those other f a c t o r s ? 
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A. I t ' s d i f f e r e n t t o respond, because we don't know 

i f they do i t or they do i t u n i f o r m l y . Some may, some may 

not, but we don't know t o what extent t h a t those f a c t o r s may 

be taken i n t o account. 

Q. Generally speaking, aren't analysts i n the 

business of t r y i n g t o be as accurate as possible? 

A. That's c o r r e c t , they're t r y i n g t o do the best job 

possible t o come up w i t h a forecast of a p a r t i c u l a r 

company's earnings. 

Q. Now, on page 8 of your E x h i b i t PRM-1, you make a 

reference t o maintenance of a strong A bond r a t i n g f i n a n c i a l 

p r o f i l e ; do you not? 

A. Yes. 

Q. Now, I understand t h a t t h a t was the o b j e c t i v e i n 

r a t e based r a t e of r e t u r n r e g u l a t i o n . Are you suggesting 

t h a t t h a t should be the o b j e c t i v e i n the r e s t r u c t u r i n g of 

the e l e c t r i c u t i l i t y i n d u s t r y 

A. Yes. 

Q. And your testimony i s t h a t t h a t i s the o b j e c t i v e 

of the competition act? 

A. Oh, I don't know t h a t the — 

Q. Based upon from your perspective as a r a t e of 

r e t u r n a n a l y s t . 

A. I don't know t h a t the act addresses t h a t issue. 

MR. SIMMS: Your Honor, I be l i e v e t h a t concludes my 
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JUDGE KASHI: Thank you very much, s i r . 

Do you need a couple minutes, Mr. Kaplan? 

MR. KAPLAN: Very, very b r i e f . Your Honor. 

(Off - t h e - r e c o r d pause.) 

JUDGE KASHI: Back on the record. 

Redirect, Mr. Kaplan? 

MR. KAPLAN: None, Your Honor. 

JUDGE KASHI: Thank you very much, s i r . 

You're excused, s i r . 

THE WITNESS: Thank you, Your Honor. 

(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 as PP&L Statement Nos. 6, 6-R, and E x h i b i t s 

JRM-1 through 6 are received i n t o the e v i d e n t i a r y record. 

Without objection? 

(No response.) 

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

(Whereupon, the documents marked as 

PP&L Statement Nos. 6 and i n c l u d i n g 

E x h i b i t s PRM-1 through 6, were received 

i n evidence.) 

JUDGE KASHI: Thank you very much, s i r . 

Mr. Simms, do you want t o c a l l your witness? 

MR. SIMMS: Your Honor, Mr. DeBroff w i l l be 
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responsible f o r Mr. Gruber. But w h i l e Mr. Gruber i s making 

h i s way t o the witness stand, i t ' s my understanding from the 

company t h a t they have no cross examination f o r OTS Witness 

Stephen Reed. With t h a t understanding. Your Honor, I would 

l i k e t o a t t h i s time have marked f o r i d e n t i f i c a t i o n the 

d i r e c t testimony of Stephen Reed as OTS Statement No. 2, the 

attached e x h i b i t s , which contains multiple-page schedules, 

t o be marked f o r i d e n t i f i c a t i o n as OTS E x h i b i t No. 2, and 

t h a t the s u r r e b u t t a l testimony of Mr. Reed be marked f o r 

i d e n t i f i c a t i o n as OTS Statement No. 2-SR. And they may be 

admitted i n t o the record by s t i p u l 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 , and they are received i n t o the record by 

s t i p u l a t i o n . Thank you, Mr. Simms. 

(Whereupon, the documents were marked 

as OTS Statement No. 2, including 

Exhibit 2, and OTS Statement No. 2-SR for 

i d e n t i f i c a t i o n and received i n evidence.) 

JUDGE KASHI: Mr. Gruber, do you want to stand and 

ra i s e your right hand and be sworn, s i r ? 

Whereupon, 

MICHAEL J . GRUBER 

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

JUDGE KASHI: Please be seated, s i r . 

Mr. DeBroff. 
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MR. DeBROFF: Thank you. Your Honor. 

DIRECT EXAMINATION 

BY MR. DeBROFF: 

Q. Mr. Gruber, can you s t a t e your f u l l name and 

t i t l e w i t h the O f f i c e of T r i a l S t a f f ? 

A. My name i s Michael J. Gruber, and I am employed 

as a v a l u a t i o n engineer i n the O f f i c e of T r i a l S t a f f . 

Q. Thank you. Have you prepared w r i t t e n d i r e c t 

testimony and r e l a t e d e x h i b i t s f o r the purpose of t h i s 

proceeding? 

A. I have. 

MR. DeBROFF: Your Honor, I ask t o be marked f o r 

i d e n t i f i c a t i o n OTS Statement No. 1 and E x h i b i t No. 1 of 

Michael J. Gruber, and also OTS Statement No. SR-1, the 

s u r r e b u t t a l of Michael J. Gruber. 

JUDGE KASHI: So marked f o r purposes of 

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

MR. DeBROFF: Thank you. 

(Whereupon, the documents were marked 

as OTS Statement No. 1 , i n c l u d i n g OTS 

E x h i b i t No. 1, and OTS Statement No. SR-1 

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

MR. DeBROFF: And i n accordance w i t h our s t i p u l a t i o n . 

Your Honor — 
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BY MR. DeBROFF: 

Q. One other t h i n g , Mr. Gruber. Your d i r e c t 

testimony and s u r r e b u t t a l testimony, do you have any 

co r r e c t i o n s t o those two a t t h i s time? 

A. I do not. 

Q. Thank you. 

MR. DeBROFF: Mr. Gruber i s a v a i l a b l e f o r cross 

examination pending any t i m e l y motions and/or o b j e c t i o n s . 

Your Honor. 

JUDGE KASHI: Pending 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 as Statement 1 and Statement SR-1 w i l l be 

received i n t o the e v i d e n t i a r y record. 

Mr. Russell? 

MR. RUSSELL: Thank you. Your Honor. 

CROSS EXAMINATION 

BY MR. RUSSELL: 

Q. Good morning, Mr. Gruber. 

A. Good morning. 

Q. My name i s Paul Russell, I'm representing PP&L i n 

t h i s proceeding. 

Mr. Gruber, could you t u r n t o page 8 of your d i r e c t 

testimony? And I'm look i n g p r i m a r i l y a t l i n e s 7 through 14 

on t h a t page. 

I s i t your opinion t h a t recovery of CTC revenues w i l l 
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be r i s k free? 

A. Yes. 

Q. And t h i s would be during the t r a n s i t i o n p eriod; 

i s t h a t r i g h t ? 

A. Yes. 

Q. Have you considered any other r i s k s t h a t the 

company might face during the t r a n s i t i o n period? 

A. I was only l o o k i n g at the r i s k involved w i t h 

recovery of the CTC. 

JUDGE KASHI: Wait j u s t one second. When you said 

t h a t the only r i s k t h a t you looked a t was the CTC, does t h a t 

imply t o me t h a t any of the other r i s k s t h a t the company 

faces during a t r a n s i t i o n period do not r e f l e c t on or a f f e c t 

the CTC recovery? 

THE WITNESS: Yes. 

BY MR. RUSSELL: 

Q. But you have not looked a t or considered any of 

these other r i s k s ; i s t h a t correct? 

A. No, I have not. 

Q. When you used the phrase a t l i n e s 9 t o 10, 

"guaranteeing the company's p r o f i t a b i l i t y , " were you using 

t h a t phrase only i n the context of the r i s k - f r e e nature, i n 

your o p i n i o n , of CTC recovery? 

A. Yes. 

Q. I f you t u r n t o page 10 of your d i r e c t , a t l i n e s 
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16 t o 19, would i t be your opinion t h a t the average w e l l -

informed i n v e s t o r would consider investment i n PP&L's 

recovery of stranded cost and investment i n a nine-year 

Treasury r a t e t o be of equal r i s k ? 

A. Could you elaborate your question? I'm not q u i t e 

sure what you — 

Q. What I'm t r y i n g t o focus on i s the discussion on 

page 10 of having i n v e s t o r s i n v e s t i n PP&L. And I'm t r y i n g 

t o explore your o p i n i o n on r e l a t i v e r i s k s between investment 

i n PP&L inherent i n t h a t recovery of stranded cost, as 

compared t o investment i n a nine-year Treasury note. And 

b a s i c a l l y , I'm asking i f you t h i n k an i n v e s t o r would 

consider those r i s k s t o be comparable. 

A. I'm not r e a l l y concerned w i t h what — I'm not 

sure what i t would take f o r an in v e s t o r t o i n v e s t i n PP&L. 

I was concerned w i t h the r i s k involved w i t h recovery of the 

CTC. 

25 
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Q. Thank you, Mr. Gruber. 

Could you t u r n t o page 11, s t i l l i n your d i r e c t ? I'm 

focusing now on j u s t 18 and 19 on t h a t page. Would you 

agree t h a t a number of d i f f e r e n t events could cause an 

increase i n the p r i c e of e l e c t r i c i t y ? 

A. Yes. 

Q. And would you agree t h a t one such event could be 

an increase i n the cost of fuel? 

A. Yes. 

Q. Could you assume f o r a minute t h a t the p r i c e of 

e l e c t r i c i t y increases because of an increase i n the p r i c e of 

f u e l , and f u r t h e r assume t h a t PP&L also experienced an 

equivalent increase i n i t s cost of f u e l ; and under those 

assumptions, would you agree PP&L would not see an increase 

i n i t s p r o f i t s associated w i t h t h a t increase i n the p r i c e of 

e l e c t r i c i t y ? 

A. That could happen, yes. 

Q. Could you t u r n t o page 17 of your d i r e c t , 

please? Are you aware t h a t PP&L i n t h i s proceeding has 

ca l c u l a t e d a t o t a l stranded cost c l a i m of approximately 

$4.6 b i l l i o n ? 

A. Yes, I am. 

Q. And f u r t h e r , are you aware t h a t PP&L has 

ca l c u l a t e d t h a t i t can recover only approximately $4 b i l l i o n 

through r a t e s under the r a t e cap? 
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A. Yes, I am. 

Q. Would you agree t h a t i f the Commission accepts 

PP&L's c a l c u l a t i o n of i t s stranded costs, then the company's 

shareowners would be forced t o absorb $600 m i l l i o n of the 

company's t o t a l claim? 

A. I f the company can only c o l l e c t $4 b i l l i o n and 

t h e i r stranded costs are $4.6 b i l l i o n , t h a t ' s c o r r e c t . 

Q. Would you t u r n t o page 20, s t i l l i n your d i r e c t ? 

I'm loo k i n g — l e t me give you a l i n e c i t e — s p e c i f i c a l l y 

the answer appearing a t l i n e s 4 t o 13. 

I s one of your reasons f o r — 

A. Excuse me, d i d you say page 20? 

Q. I'm sorry, yes. I t ' s d i r e c t testimony, page 20, 

l i n e s 4 t o 13, where you are discussing the sharing. 

And my question there i s , i s one of your reasons f o r 

proposing a sharing of stranded costs t o provide an 

i n c e n t i v e f o r PP&L t o operate e f f i c i e n t l y ? 

A. I t ' s one of the i n c e n t i v e s f o r PP&L t o operate 

more e f f i c i e n t l y , yes. 

Q. Would you agree w i t h me t h a t a f i x e d CTC 

recovery l e v e l already provides PP&L w i t h an i n c e n t i v e t o 

operate more e f f i c i e n t l y ? 

A. Yes, because any savings they get a f t e r f i x e d 

CTC would be p r o f i t f o r the company, yes. 

Q. On page 21 now of your d i r e c t , the answer a t 
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l i n e s 4 t o 7, i s the take-or-pay buyout cost of long-term 

supply contracts you reference there the r e s u l t of the 

Commission's p o l i c y statement on recovery of take-or-pay 

costs? 

A. I believe there was a p o l i c y statement, yes. 

Q. Mr. Gruber, are you f a m i l i a r w i t h t h a t p o l i c y 

statement? 

A. I know about i t and I have read i t , but i t has 

been a w h i l e , yes. 

Q. I f you know, d i d the p o l i c y statement give l o c a l 

d i s t r i b u t i o n companies the op t i o n of recovering through base 

ra t e s a l l take-or-pay costs t h a t were demonstrated t o be 

prudently incurred? 

A. The 90/10 sharing was a s p e c i a l p r o v i s i o n f o r , I 

don't remember what the type of f i l i n g was, but i t was a 

separate f i l i n g , yes. I f they wanted t o go f o r base r a t e 

recovery, they could get 100 percent, yes. 

Q. And i f they elected not t o go f o r base r a t e 

recovery and accept 90 percent, they would avoid a prudence 

review of the take-or-pay costs? 

A. I believe t h a t was p a r t of the p o l i c y statement, 

yes. 

Q. On your s u r r e b u t t a l , page 2, l i n e s 1 t o I guess 

9 where you're discussing the true-up of the CTC, I j u s t 

want t o t r y t o c l a r i f y your understanding of the company's 
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proposal. 

Is i t your understanding the company i s proposing t o 

extend the CTC t o t r u e up f o r s h o r t f a l l s from what the 

Commission authorizes the company t o recover? 

A. I don't believe t h a t t h a t ' s the company 

p o s i t i o n , no. 

Q. Could you t e l l me what you understand the 

company's p o s i t i o n t o be? 

A. The extension of the CTC was p r i m a r i l y f o r the 

decommissioning costs, I b e l i e v e . 

Q. And t h a t ' s c o r r e c t , t h a t was one element. I'm 

t r y i n g t o focus on the r e c o n c i l i a t i o n of the CTC. 

A. The r e c o n c i l i a t i o n of the CTC was done on an 

annual basis between projected energy and a c t u a l energy. 

The company pr o j e c t e d how much they would c o l l e c t based on a 

p r o j e c t i o n of the amount of energy they s e l l . And i f the 

energy i s d i f f e r e n t , then there's a true-up based on t h a t . 

Q. And i s i t your understanding t h a t t h a t true-up 

i s designed t o t r u e up back t o the l e v e l of CTC recovery 

authorized by the Commission i n t h i s proceeding? 

A. Yes, i t i s . 

Q. S t i l l on page 2 of your s u r r e b u t t a l , a t l i n e 17 

i s where the answer begins, carry over t o the top of page 3, 

you t a l k about the $800 m i l l i o n cushion. 

A. Yes. 
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Q. I s t h a t $800 m i l l i o n a t o t a l , i n your 

discussion, your testimony, a t o t a l over the t r a n s i t i o n 

period? I t ' s not an annual number, i s what I — 

A. No, i t ' s t o t a l . 

Q. Do you have a sense of what an annual number 

would be equivalent t o the $800 m i l l i o n over the t r a n s i t i o n 

period? 

A. $800 m i l l i o n d i v i d e d by seven. 

Q. Well, I t h i n k there would also be a di s c o u n t i n g 

f a c t o r , wouldn't there? 

A. Yes, roughly maybe $100 m i l l i o n . I'm not 

exa c t l y sure what i t would be, no, on an annual basis. 

Q. Would you accept, subject t o check, i t ' s about 

$150 m i l l i o n ? Does t h a t sound about r i g h t ? 

A. That sounds l i k e i t would be i n the b a l l p a r k , 

yes, 

MR. RUSSELL: I have nothing else. Your Honor. 

JUDGE KASHI: Thank you very much, s i r . 

Redirect, Mr. DeBroff? 

MR. DeBROFF: One second. Your Honor. 

(Pause.) 

MR. DeBROFF: We have nothing, Your Honor. 

JUDGE KASHI: Thank you very much. You are excused, 

Mr. Gruber. 

(Witness excused.) 
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JUDGE KASHI: That which has been marked and 

i d e n t i f i e d as OTS Statement No. 1, SR-1 and E x h i b i t 1 are 

received i n t o the e v i d e n t i a r y record, w i t h o u t objection? 

(No response.) 

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

(Whereupon, the documents marked as 

OTS Statements Nos. 1 and SR-1 and 

OTS E x h i b i t No. 1 were received i n 

evidence.) 

JUDGE KASHI: Mr. Simms? 

MR. SIMMS: Thank you. Your Honor. 

Your Honor, at t h i s time, the O f f i c e of T r i a l S t a f f 

c a l l s t o the witness stand Kevan L. Deardorff. He has not 

been p r e v i o u s l y sworn. 

JUDGE KASHI: Would you r a i s e your r i g h t hand and be 

sworn, s i r ? 

Whereupon, 

KEVAN L. DEARDORFF 

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

MR. SIMMS: Your Honor, pursuant t o agreement, I ask 

t h a t the d i r e c t testimony of Mr. Deardorff be marked f o r 

i d e n t i f i c a t i o n as OTS Statement No. 3. May i t be so 

i d e n t i f i e d ? 

JUDGE KASHI: So marked f o r purposes of 

i d e n t i f i c a t i o n . 
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(Whereupon, the document was marked 

as OTS Statement No. 3 f o r 

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

MR. SIMMS: I ask t h a t a separate document, e x h i b i t s , 

be marked f o r i d e n t i f i c a t i o n as OTS E x h i b i t No. 3. May i t 

be so i d e n t i f i e d ? 

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 OTS E x h i b i t No. 3 f o r 

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

MR. SIMMS: I ask t h a t the s u r r e b u t t a l testimony of 

Mr. Deardorff be marked f o r i d e n t i f i c a t i o n as OTS Statement 

No. SR-3. May i t be so i d e n t i f i e d ? 

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 OTS Statement No. SR-3 f o r 

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

MR. SIMMS: And contained i n t h a t s u r r e b u t t a l 

testimony are e x h i b i t s , and I ask t h a t they be marked f o r 

i d e n t i f i c a t i o n as OTS E x h i b i t No. SR-3. May i t be so 

i d e n t i f i e d ? 

JUDGE KASHI: So marked f o r purposes of 

i d e n t i f i c a t i o n . 
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(Whereupon, the document was marked 

as OTS E x h i b i t No. SR-3 f o r 

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

DIRECT EXAMINATION 

BY MR. SIMMS: 

Q. Mr. Deardorff, do you have any c o r r e c t i o n s t o 

make t o your testimony or ex h i b i t s ? 

A. Yes, I have two minor c o r r e c t i o n s . 

I n the index of my d i r e c t testimony, the docket 

number was i n c o r r e c t l y put a t a P-docket. I t should be an 

R-docket, the second l i n e . 

And i n my s u r r e b u t t a l testimony on page 3, l i n e 1, 

the word "supplemental" should be " d i r e c t " . 

MR. SIMMS: Your Honor, w i t h those c o r r e c t i o n s , I 

would move f o r OTS Statement No. 3 and OTS E x h i b i t No. 3, 

OTS Statement No. SR-3 and OTS E x h i b i t No. SR-3 i n t o 

evidence, subject t o any any motions and cross-examination. 

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 pr 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. SIMMS: Mr. Deardorff i s a v a i l a b l e f o r cross-

examination. 

JUDGE KASHI: Thank you, Mr. Simms. 

Mr. Kaplan? 
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MR. KAPLAN: Thank you, Your Honor. 

CROSS-EXAMINATION 

BY MR. KAPLAN: 

Q. Good morning, Mr. Deardorff. My name i s Donald 

Kaplan. I ' l l be examining you t h i s morning on behalf of 

Pennsylvania Power and Light Company. 

A. Good morning. 

Q. Could you please r e f e r t o page 6 of your d i r e c t 

testimony? Am I co r r e c t t h a t f o r purposes of t h i s 

proceeding, you've accepted the company's proposed c a p i t a l 

s t r u c t u r e r a t i o s and the company's proposed cost of long-

term debt and p r e f e r r e d stock? 

A. Yes, I have. 

Q. Would you agree t h a t the company has requested 

an e q u i t y r e t u r n of 11.5 percent i n t h i s proceeding? 

A. Yes. 

Q. Would you agree t h a t your recommendation was 

10.5 percent r a t e of r e t u r n on e q u i t y i n your i n i t i a l 

testimony, and 10.25 percent i n your s u r r e b u t t a l testimony? 

A. Yes. 

Q. Now, would you agree t h a t the Commission 

authorized the company cost of e q u i t y i n I t s l a s t base r a t e 

case of 11.5 percent? 

A. Yes; t h a t i s c o r r e c t . 

Q. Am I corr e c t t h a t you t e s t i f i e d i n the l a s t base 
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1 r a t e case? 

2 A. Yes, I d i d . 

3 Q. Was your recommendation f o r the cost of common 

4 e q u i t y 10.63 percent? 

5 A. I ' l l accept t h a t subject t o check. I don't have 

6 t h a t i n f r o n t of me at t h i s time. 

7 Q. Do you r e c a l l t h a t the Commission determined 

8 t h a t the cost of common e q u i t y i n t h a t case was 11.5 

9 percent? 

10 A. Yes. 

11 Q. Just doing the simple math, you would agree t h a t 

12 there was a d i f f e r e n c e between your recommendation i n th a t 

13 case and the r a t e adopted by the company; i s t h a t correct? 

14 A. Yes. 

15 Q. And t h a t was some 87 basis points? 

16 A. Yes; t h a t i s c o r r e c t . 

17 Q. I s i t f a i r t o say, based upon your 

18 recommendation i n the l a s t base r a t e case and your 

19 recommendation i n t h i s case, t h a t you believe t h a t the 

20 company's cost of e q u i t y c a p i t a l has declined 38 basis 

21 p o i n t s since the company's l a s t r a t e case? 

22 A. Yes; t h a t i s c o r r e c t . 

23 Q. Now, i f we apply t h a t 3 8 basis p o i n t reduction 

24 i n your recommendation i n the l a s t base r a t e case and your 

25 recommendation i n t h i s case t o the Commission's allowed r a t e 
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of r e t u r n on e q u i t y i n the l a s t base ra t e case of 11.5 

percent, would you agree t h a t the i n d i c a t e d cost of equity 

c a p i t a l would be 11.12 percent? 

A. As a mathematical exercise, t h a t i s c o r r e c t . 

Q. Do you r e c a l l t e s t i f y i n g i n a 1995 National Fuel 

Gas case at Docket No. R-00953299? 

A. I may have t e s t i f i e d i n t h a t case, but I don't 

remember every case. 

MR. SIMMS: Do you have a copy of h i s testimony? 

MR. KAPLAN: I f I may approach, the witness, Your 

Honor? 

JUDGE KASHI: Show i t t o counsel f i r s t . 

(Document shown to Counsel Simms.) 

BY MR. KAPLAN: 

Q. I'm going t o show you a document which I believe 

i s your d i r e c t testimony i n t h a t docket. W i l l you j u s t 

confirm t h a t , hold your f i n g e r at the page, and then I ' l l --

(Document handed t o witness.) 

A. Yes. 

Q. Do you recognize t h a t testimony? 

A. Yes. 

Q. Do you r e c a l l what your recommendation f o r the 

cost of common equ i t y was i n t h a t case? 

A. Yes. 

Q. What was t h a t , s i r ? 
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A. My recommendation i n t h a t case f o r common equ i t y 

was 10.25 percent. 

Q. Thank you. 

Do you r e c a l l what the Commission de c i s i o n was i n 

t h a t case? 

No, I do not, not offhand. 

Would you accept subject t o check t h a t i t was 11 

I'11 accept t h a t subj ect t o check. 

Of course, we can determine t h a t from the report 

A. 

Q. 

percent? 

A. 

Q. 

of the case. 

And t h a t would be 75 basis p o i n t s higher than your 

recommendation; i s t h a t correct? 

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

Q. Now, at page 8 of your testimony, i f we could 

t u r n there, you summarize your 10.5 percent i n i t i a l 

recommendation and i n d i c a t e t h a t i t ' s based on g i v i n g equal 

weight t o the r e s u l t s f o r PP&L and your barometer group; i s 

t h a t correct? 

A. Yes. 

Q. W i l l you agree t h a t the issue i n t h i s proceeding 

i s the cost of common equ i t y c a p i t a l of PP&L, not the cost 

of common e q u i t y c a p i t a l of the barometer group? 

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

Q. Could you please r e f e r t o your E x h i b i t No. 3, 
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1 Schedule 5? Would you agree t h a t the average r e s u l t f o r 

2 PP&L i s 10.76 percent? 

3 A. Yes; t h a t i s c o r r e c t . 

4 Q. Would you agree t h a t r e f e r r i n g t o your i n d i c a t e d 

5 cost of common eq u i t y c a p i t a l f o r the barometer group -- I'm 

6 sorr y . Would you agree t h a t the r e s u l t f o r the barometer 

7 cost of common eq u i t y i s 10.49 percent? 

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

9 Q. That would be the average? 

10 A. Yes. 

11 Q. Of course, your i n i t i a l recommendation i n t h i s 

12 case was 10.5 percent; i s t h a t correct? 

13 A. Yes. 

14 Q. Would you agree w i t h me t h a t the average, g i v i n g 

15 equal weight t o a 10.9 percent and a 7.76 percent cost of 

16 common equ i t y , would y i e l d 10.625 percent, not 10.5 percent? 

17 A. I ' l l accept your c a l c u l a t i o n , but t h a t was not 

18 the way I c a l c u l a t e d i t . 

19 Q. You d i d not give equal weight? 

20 A. I gave equal weight t o my DCF r e s u l t as I 

21 reported i t f o r PP&L and the average f o r the barometer 

•>? group, but as I explained i n my d i r e c t testimony, I 

23 disregarded the spot r a t e , the DCF r e s u l t f o r PP&L based 

24 upon the spot r a t e , because i t was aberrant. 

25 Q. So, t h e r e f o r e , you gave greater weight t o the 
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1 barometer group? 

2 A. No. 

3 Q. You ignored some of the r e s u l t s f o r PP&L, but 

4 you d i d not ignore those r e s u l t s f o r the barometer group? 

5 A. I gave equal weight t o the 10.43 percent, the 

6 52-week average of PP&L, and the average 10.49 percent f o r 

7 the barometer group. 

8 Q. And you ignored some of the r e s u l t s f o r PP&L? 

9 A. Just the 11.10 percent, because i t was my 

10 o p i n i o n t h a t i t was based upon aberrant data. 

11 Q. Please t u r n back t o page 12 of your d i r e c t 

12 testimony. Now, you assert t h a t , o v e r a l l , the three 

13 i n d i c a t o r s i n the investment r i s k you analyzed i n d i c a t e t h a t 

14 PP&L has s l i g h t l y lower investment r i s k i n comparison t o 

15 your barometer group; i s t h a t correct? 

16 A. Yes. 

17 Q. Now, lower investment r i s k should mean lower 

18 cost of common e q u i t y c a p i t a l , a l l else being equal; i s th a t 

19 correct? 

20 A. Yes. 

21 Q. Your own analysis i n d i c a t e s t h a t PP&L's cost of 

23 common e q u i t y i s higher than t h a t of your barometer group; 

23 i s t h a t also true? 

24 A. Yes, but i t must be understood, when I q u a l i f i e d 

25 i t I said s l i g h t l y . When you get t o the p o i n t where you're 
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d e a l i n g i n j u s t hundredths, rounding e r r o r could make the 

d i f f e r e n c e i n being e i t h e r s l i g h t l y lower investment r i s k or 

s l i g h t l y higher investment r i s k . And the same way w i t h the 

close p r o x i m i t y of the DCF r e s u l t s t o the mean; the 

v a r i a t i o n i s very small. 

Q. So you looked at the r e s u l t s and then exercised 

some judgment on top of the r e s u l t s , mathematical re s u l t s ? 

A. Yes. 

Q. Your own personal judgment. 

A. Yes. 

Q. Now, i f we could t u r n t o page 34 of your d i r e c t 

testimony -- not 34. I don't have the c o r r e c t reference, 

but would you agree, Mr. Deardorff, t h a t i n your d i r e c t 

testimony you c r i t i c i z e Mr. Moul's barometer group s e l e c t i o n 

i n p a r t because PP&L has 31 percent nuclear capacity whereas 

hi s barometer group has only 15 percent? 

A. Yes. 

Q. And would you agree t h a t your barometer group 

has nuclear exposure of 49 percent? 

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

Q. Would you agree t h a t a nuclear exposure of 

ne a r l y h a l f the company's generating assets i s a q u a l i t a t i v e 

d i f f e r e n c e than a nuclear exposure of less than a t h i r d ? 

A. Could you repeat the question, please? 

Q. Would you agree t h a t the exposure t o the r i s k s 
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and costs of operating nuclear p l a n t s when they c o n s t i t u t e 

n e a r l y h a l f of the company's generating assets i s of a 

q u a l i t a t i v e l y s i g n i f i c a n t d i f f e r e n c e than exposure of under 

one-third? 

MR. SIMMS: I'm going t o ob j e c t . Your Honor, t o the 

simple form of the question. Could you --

MR. KAPLAN: I ' l l rephrase i t , i f you would l i k e me 

t o rephrase the question. 

MR. SIMMS: Yes; rephrase i t , please. 

(Pause.) 

MR. KAPLAN: Your Honor, we have no f u r t h e r 

questions. I w i l l withdraw the question at t h i s time. 

JUDGE KASHI: Thank you very much, s i r . 

Redirect, Mr. Simms? 

MR. SIMMS: Can I have a b r i e f moment, Your Honor? 

JUDGE KASHI: Sure. 

(Discussion o f f the record.) 

JUDGE KASHI: Back on the record. 

Redirect, counsel? 

MR. SIMMS: Thank you, Your Honor. I do have a few 

on r e d i r e c t . 

REDIRECT EXAMINATION 

BY MR. SIMMS: 

Q. Mr. Deardorff, do you r e c a l l Mr. Kaplan's series 

of questions regarding your reference t o s l i g h t l y lower 
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investment r i s k which i s set f o r t h on page 12 of your d i r e c t 

testimony? 

A. Yes, I do. 

Q. For the record, can you c l a r i f y your i n t e n t of 

what you mean by " s l i g h t l y " ? 

A. I had t o say s l i g h t l y because the averages 

i n d i c a t e t h a t there i s s l i g h t l y lower investment r i s k ; 

however, on f u r t h e r examination of the a c t u a l data on 

E x h i b i t No. 3, Schedule No. 3, most of the data there 

i n d i c a t e s t h a t the investment r i s k i s almost i d e n t i c a l . The 

only one t h a t does i n d i c a t e s l i g h t l y lower investment r i s k 

i s the sa f e t y rank, and as I pointed out, the rounding e r r o r 

i n v o l v e d w i t h t h a t could p o s s i b l y put PP&L above the average 

number f o r the barometer group; t h e r e f o r e , you would have to 

consider t h a t i n these q u a l i t a t i v e type of statements. 

Q. Mr. Deardorff, do you r e c a l l a series of 

questions by Mr. Kaplan regarding Commission orders i n cases 

i n which you made a recommendation f o r r a t e of r e t u r n 

analysis? 

A. Yes. 

Q. Could you give us one recent Commission order i n 

which you t e s t i f i e d t h a t the Commission may have adopted 

your recommendation? 

A. Yes. The orders t h a t Mr. Kaplan h i g h l i g h t e d 

were r a t h e r dated. The more recent case t h a t I t e s t i f i e d i n 
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was the PECO QRO hearing, and the Commission decided t h a t 10 

percent on e q u i t y was the most c o r r e c t . That was the cost 

of e q u i t y t h a t I t e s t i f i e d t o . 

Q. What's the docket number of t h a t case? 

A. That was Docket No. R-00973877. 

Q. And j u s t f o r the record, Mr. Kaplan made a 

reference t o a National Fuel Gas Company case. What's the 

docket number f o r t h a t p a r t i c u l a r case? 

A. That was Docket No. R-00953299. 

MR. KAPLAN: I'm sorry; 29? 

THE WITNESS: 299. 

MR. KAPLAN: Yes. 

MR. SIMMS: Thank you, Mr. Deardorff. 

That concludes my r e d i r e c t . Your Honor. 

JUDGE KASHI: Thank you very much, s i r . 

Mr. Deardorff, you are excused, s i r . 

(Witness excused.) 

JUDGE KASHI: That which has been marked and 

i d e n t i f i e d as OTS Statement No. 3, E x h i b i t 3, Statement SR-3 

and E x h i b i t SR-3 are received i n t o the e v i d e n t i a r y record, 

without objection? 

(No response.) 

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

much, s i r . 
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(Whereupon, the documents marked as 

OTS Statements Nos. 3 and SR-3 and 

OTS E x h i b i t s Nos. 3 and SR-3 were 

re c e i v e d i n evidence.) 

JUDGE KASHI: I b e l i e v e t h a t concludes our day. I'm 

not q u i t e sure how I want t o handle t h i s , b u t our normal 

custom and h a b i t has been t o recess and come back a t 1:30. 

Since we have i n f a c t concluded t h e h e a r i n g f o r today, and I 

have d i r e c t e d t h e i n t e r v e n o r s t o have a s e t t l e m e n t 

c o n f e r e n c e f o r t h e purposes o f d e v e l o p i n g a u n i f i e d p r o p o s a l 

t o be a b l e t o submit t o t h e company, I guess i t ' s g o i n g t o 

be up t o t h e i n t e r v e n o r s as t o when t h e y want t o come back. 

I w i l l t e l l you t h a t I w i l l keep myself a v a i l a b l e from 2:30 

on t h i s a f t e r n o o n s h o u l d anyone w i s h t o d i s c u s s some 

t h o u g h t s , I guess, as t o where t h i n g s a r e . 

One second. 

(Pause.) 

JUDGE KASHI: Hearing Room 1 w i l l be a v a i l a b l e f o r 

you, so you can have your d i s c u s s i o n s over t h e r e . 

There's a couple o f t h i n g s t h a t I want t o say, and 

t h e y go w i t h o u t s a y i n g , s i n c e I'm n o t g o i n g t o come i n t h e r e 

t o convene t h e m a t t e r . One i s I expect l e a d counsel t o 

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

t o g e t h e r . I f any counsel who i s n o t here has a b e r r a n t 

o b j e c t i o n about l e a d c o u n s e l , you w i l l c i t e t o them 52 Pa. 
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Code 5.76, which I c i t e d yesterday. 

You are a l l p a r t i c i p a t i n g i n an h i s t o r i c event, which 

goes without saying, and I'm not saying t h a t t o you i n any 

manipulative type of manner other than the f a c t t h a t I want 

you t o keep t h a t uppermost i n your mind. I t h i n k t h a t 

p e r s o n a l l y , while the matter can a b s o l u t e l y be resolved by 

l i t i g a t i o n -- there's no question; we a l l know t h a t -- that 

the best r e s u l t s w i l l probably come from a c o l l a b o r a t i v e 

e f f o r t of a l l the i n t e r e s t s t h a t are involved here. I 

consider a l l the i n t e r e s t s of the Commonwealth t o be f a i r l y 

represented by the groups t h a t are present i n t h i s case. 

With t h a t said, I t h i n k t h a t the r e s u l t t h a t could come out 

of such a group would be i n the best i n t e r e s t of our 

constituency, t h a t being the c i t i z e n s of Pennsylvania, not 

ne c e s s a r i l y each and every one of your constituency. 

There i s obviously a d i s p r o p o r t i o n a t e sharing of 

power among the inter v e n o r s , i f I want t o put i t t h a t way. 

We range from Mr. Epstein t o Enron. Mr. Epstein obviously 

cannot place an ad on the Super Bowl. But I don't t h i n k 

t h a t i n approaching t h i s t h a t anybody should be t h i n k i n g 

t h a t we can adve r t i s e our way i n t o a settlement or we can 

adv e r t i s e our way against a settlement which i s the 

consensus of the p a r t i e s . I understand and I'm f u l l y 

c o g n i t i v e of the f a c t t h a t we're dealing w i t h non-regulated 

corporate e n t i t i e s who play the game d i f f e r e n t l y . There's 
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1 j u s t no question about t h a t . The i n s t i n c t s are d i f f e r e n t 

2 than the i n s t i n c t s of those who have been groomed and combed 

3 through the r e g u l a t o r y process f o r a number of years. I'm 

4 going t o ask t h a t you t r y t o temper those i n s t i n c t s , because 

5 my bottom l i n e i n t h i s i s I genuinely want t o see t h i s as 

6 the Governor and the l e g i s l a t u r e , and I know as a l l of you 

7 want t o see t h i s t h i n g o f f the ground and moving. My 

8 greatest concern i s t h a t a l i t i g a t e d e f f o r t i s n ' t going t o 

9 get i t o f f the ground as w e l l as a c o l l a b o r a t i v e e f f o r t on 

10 your p a r t . I don't want t o see t h i s t h i n g i n the courts f o r 

11 f i v e years, and I don't want t o see a p a r t i a l settlement 

12 l i k e I saw out of PECO. 

13 While, granted, there are things t h a t I believe 

14 cannot be s e t t l e d by you people, I be l i e v e there are things 

15 t h a t should be put i n t o generic proceedings, and I mentioned 

16 some of those yesterday. I t h i n k t h a t reasonable people can 

17 come t o a reasonable r e s u l t without having t o be o u t r i d e r s 

18 and not on board. You know the saw about the thousand mile 

19 journey beginning w i t h the f i r s t step, w e l l , the thousand 

20 mile journey beginning w i t h the f i r s t step goes a l o t 

21 quicker i f we a l l take the step i n the same d i r e c t i o n . 

22 With t h a t i n mind, I w i l l adjourn yes, s i r , Mr. 

23 Kleppinger? 

24 MR. KLEPPINGER: Your Honor, I appreciate a l l of 

25 those comments, and I'm anxiously a w a i t i n g our discussion 
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1 t h i s afternoon, but there i s a concern t h a t I would l i k e t o 

2 b r i n g t o your a t t e n t i o n . There's a v a r i e t y of p a r t i e s and 

3 in t e r v e n o r s i n t h i s case, some of whom have put on 

4 s u b s t a n t i a l formal testimony, others have not, some have 

5 conducted cross-examination, some have not; some have done 

6 n e i t h e r . The complication t h a t I see t h i s afternoon i s 

7 having an open dialogue among the int e r v e n o r s who have, f o r 

8 lack of a b e t t e r word, forced the issues i n t h i s case when 

9 other intervenors may attend t h a t meeting who have cases 

10 pending before t h i s Commission, under the same s t a t u t e , 

11 l i t i g a t i n g many of the same issues. For my c l i e n t , I cannot 

12 have as open of a dialogue f o r settlement purposes w i t h 

13 those e n t i t i e s i n the room; i t w i l l have a c h i l l i n g e f f e c t 

14 on the openness of the n e g o t i a t i o n s . 

15 JUDGE KASHI: Then I would suggest t h a t you ask them 

16 t o leave i f you're going t o t a l k t o the other p a r t i e s . A 

17 conference doesn't necessarily have t o be each and every 

18 person s i t t i n g there i n the room t a l k i n g down the same page, 

19 as opposed t o a group here and a group there and working i t 

20 t o an u l t i m a t e k i n d of conclusion. 

21 MR. KLEPPINGER: The reason I'm b r i n g i n g i t up i s 

22 t h a t the order d i r e c t e d a l l i n t e r v e n o r s , and I did n ' t want 

23 those other e n t i t i e s t o f e e l they were v i o l a t i n g t h a t order 

24 i f they were excluded from the process. 

25 JUDGE KASHI: I understand. I understand. Let me 
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say, I have been informed by Mr. Nordstrom from Allegheny 

Power t h a t they w i l l not be p a r t i c i p a t i n g ; t h a t they, i n 

f a c t , have spoken w i t h the O f f i c e of Consumer Advocate; t h a t 

they were d i r e c t e d by t h e i r c l i e n t t o r e t u r n t o Washington; 

and t h a t they a n t i c i p a t e the co o r d i n a t i o n e f f o r t t h a t they 

w i l l pursue w i t h the other u t i l i t y companies. So I would 

expect, perhaps, we w i l l not see any other u t i l i t y companies 

at t h a t conference. 

Obviously, I t h i n k t h a t i n the r o l e of lead counsel , 

we a l l know who's been pushing t h i s t h i n g and who's been 

t a k i n g i t , and we a l l know the people t h a t are j u s t hanging 

on t o the case, f o r lack of a b e t t e r word, while claiming t o 

maintain a c t i v e s t a t u s , I would hope t h a t -- you can 

communicate t h i s t o whoever you w i l l ; t h a t i n f a c t I am 

leaning t o the lead counsel and those people who have 

d i r e c t l y p a r t i c i p a t e d throughout t h i s two-week process and 

have not sat back and j u s t waited t o throw i n a p a r t i c u l a r 

p o s i t i o n . Obviously, any k i n d of u n i f i e d proposal has t o be 

r a t h e r general, because i f i t ' s not r a t h e r general, we're 

not going t o be able t o encompass a l l of the p o s i t i o n s t h a t 

I've read by a l l of the p a r t i e s i n the testimony t h a t has 

been presented. 

Again, i n t h a t v e i n , I t h i n k the question comes down 

t o the a b i l i t y t o get i t going and t i n k e r w i t h i t along the 

way, as opposed t o t r y i n g t o cross the t ' s and dot the i ' s 
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immediately. We a l l know t h a t ' s not going t o work, t h a t ' s 

not a secret, and I don't f e e l badly about making t h a t kind 

of statement on the record; i t ' s j u s t not going t o work t h a t 

way. I could get a t e n - f o o t whip and i t wouldn't work t h a t 

way. There are sincere d i f f e r e n c e s here; i t ' s j u s t a major 

change i n the way things are going. But again, I t h i n k i f , 

i n f a c t , we a l l make one step i n the r i g h t d i r e c t i o n towards 

t h i s , we can what are we t a l k i n g about, seven years here? 

By the time seven years are done, we may have t h i s t h i n g 

r i g h t . But I don't expect t o have i t r i g h t when I submit my 

dec i s i o n ; i f I do the decision by November 13 f u l l y 

l i t i g a t e d , i t ' s not going t o be r i g h t , I know t h a t , and i t ' s 

not going t o be r i g h t i f , i n f a c t , some of the intervenors 

put t h e i r i n t e r e s t s ahead of the e n t i r e c i t i z e n r y of 

Pennsylvania and the wishes of the l e g i s l a t u r e and the 

Governor and decide t h a t they have s u f f i c i e n t resources t o 

be able t o conduct an a d v e r t i s i n g campaign t o get t h e i r w i l l 

across by r e v i s i t i n g the l e g i s l a t u r e , f o r a l l I know. I 

don't t h i n k t h a t would be h e l p f u l at a l l . 

I w i l l , once again, conclude. I guess the question 

i s : when are you guys going t o get back together again? 

I'm going t o submit an appearance sheet t o -- I ' l l give i t 

t o you, Mr. Kleppinger, and i t can be passed around, because 

I would l i k e t o see who's i n attendance. So you can c a l l i t 

f o r --do you guys want t o come back at 1:30, i t ' s now ten 
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a f t e r 12 : 00, o r --

MR. KLEPPINGER: One t h i r t y i s f i n e . 

JUDGE KASHI: We w i l l a d j o u r n t h i s h e a r i n g . The 

i n t e r v e n e r s e t t l e m e n t conference w i l l b e g i n a t 1:30 i n 

He a r i n g Room No. 1. I w i l l make mys e l f a v a i l a b l e f o r 

whatever reasons t h e p a r t i e s might t h i n k are necessary a f t e r 

2:30, and we w i l l reconvene t h e h e a r i n g tomorrow morning 

a t -- can we sl e e p t i l l 10:00? 

MR. RUSSELL: I t h i n k so, Your Honor. 

JUDGE KASHI: We w i l l convene a t 10:00 tomorrow 

morning i n He a r i n g Room No. 2 t o conclude t h e h e a r i n g . 

Thank you v e r y much, co u n s e l . 

(Whereupon, a t 12:12 p.m., t h e h e a r i n g was adjourned, 

t o be reconvened a t 10:00 a.m., on F r i d a y , August 29, 1997, 

i n H a r r i s b u r g , Pennsylvania.) 

* * * 
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C E R T I F I C A T E 

I hereby c e r t i f y , as the stenographic r e p o r t e r , t h a t 

the foregoing proceedings were taken 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 or under my 

d i r e c t i o n ; and th a t t h i s t r a n s c r i p t i s a t r u e and accurate 

record t o the best of my a b i l i t y . 

COMMONWEALTH REPORTING COMPANY, INC. 

By: 

J u d i t h A. Valenc ik 

* * * 
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