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1 

2 Q. PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

3 A. My name is Kevan L. Deardorff. My business address is Pennsylvania 

4 Public Utility Commission, P.O. Box 3265, Harrisburg, Pa. 17105-3265. 

5 

6 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

7 A. I am currently employed by the Pennsylvania Public Utility Commission 

8 as a Fixed Utility Financial Analyst. I am assigned to the Office of Trial 

9 Staff as an expert witness. 

10 

11 Q. WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 

12 BACKGROUND? 

13 A. I have prepared this information and presented it in Appendix A which is 

14 attached to my direct testimony. 

15 

16 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

17 A. The purpose of my testimony is to respond to concerns regarding cost 

18 savings raised by PPL Electric Utilities Corporation (WPPLW) in its 

19 Objections to the Joint Petition for Settlement ("PPL Objections"). 

20 

21 Q. DOES YOUR TESTIMONY INCLUDE AN EXHIBIT? 



1 A. Yes. OTS Exhibit No. 1 presents the information I have gathered to 

2 determine savings to PECO's distribution customers that will result from 

3 the merger. 

4 

5 Q. WHAT IS PPL'S SPECIFIC OBJECTION TO THE SETTLEMENT 

6 WITH RESPECT TO THE RATE REDUCTION AND COST 

7 SAVINGS? 

8 A. On pages 20-22 of PPL's Objections, PPL addressed the lack of evidence 

9 in this proceeding regarding cost savings and hypothesizes that service 

10 quality may diminish if cost savings are insufficient to support the $200 

11 million rate reduction. 

12 

13 Q. DID PECO FURTHER ATTEMPT TO IDENTIFY COST SAVINGS 

14 OTHER THAN THAT WHICH IT PRESENTED IN DIRECT 

15 TESTIMONY? 

16 A. Yes. In response to OTS-11 (see Schedule 1, of OTS Exhibit No. 1), 

17 PECO estimated total merger savings for the five-year period to be 

18 $573.2 million1. PECO's share of the estimated five-year regulated 

19 merger savings is $113.1 million2. PECO's share of the estimated five-

1 OTS Schedule No. 1, response to OTS-11 and OTS Schedule No. 2, response to OTS-12. 
2 OTS Schedule No. 1. Regulated gas savings totaled $19.3 million and regulated electric savings totaled 
$93.8 million. 



1 year unregulated merger savings is $70.9 million3. As a result, PECO's 

2 share of the total merger savings is $184.0 million. 

3 

4 Q. DO YOU BELIEVE THESE ESTIMATES MAY BE 

5 CONSERVATIVE? 

6 A. Yes. 

7 

8 Q. WHY? 

9 A. It was in the best interest of PECO's shareholders to provide conservative 

10 cost saving synergy estimates. 

11 

12 Q. DO YOU BELIEVE THAT THE MERGER SAVINGS WILL BE 

13 SUFFICIENT TO SUPPORT THE RATE REDUCTIONS, THUS 

14 RESULTING IN NO MATERIAL IMPACT ON SERVICE 

15 QUALITY? 

16 A. Yes. PECO is well aware of its overall financial position and is willing to 

17 commit to those rate reductions. Consequently, it follows that PECO is 

18 convinced that it can achieve cost savings in excess of $200 million in 

3 OTS Schedule No. 1, response to OTS-12. The Company estimated total unregulated merger saving for 
the 5 year period to be $242.3 million. PECO's share of the savings was determined by dividing PECO's 
1998 generating capacity of 9.3 million kwh by the total PECO/Unicom capacity of 31.8 million kwh and 
multiplying that result by the total savings of $242.3 million. (Unicom and PECO 1998 Annual Report to 
Stockholders). 



order to create shareholder value, otherwise it would not have agreed to 

those terms. 

4 Q. DO YOU HAVE ANY EVIDENCE THAT THE IDENTIFIED 

5 SAVING MAY BE UNDERESTIMATED? 

6 A. Yes. Schedule No. 3 presents a Value Line sheet for Unicom that 

7 estimates the merger savings in the third year to be $180 million. PECO 

8 estimates the third year merger savings to be $156.3 million. 

9 

10 Q. HAVE YOU OBSERVED AN INSTANCE WHERE ACTUAL 

11 UTILITY MERGER COST SAVINGS EXCEEDED THE 

12 ESTIMATES? 

13 A. Yes. In the Bell Atlantic/NYNEX merger the actual cost savings greatly 

14 exceeded initial estimates. On page 4 of Bell Atlantic's 1997 Annual 

15 Report the following statement was made by the Chairman and Vice 

16 Chairman of the Board of Directors regarding the Bell Atlantic/NYNEX 

17 merger: 

18 "We have identified about $1.8 billion in annual 
19 expense synergies, capital savings and incremental revenue 
20 opportunities to be achieved by 2000-nearly twice what we 
21 believed possible before closing the merger in August 
22 1997.w-
23 



1 Q. DOES THIS COMPLETE YOUR TESTIMONY? 

2 A. Yes. 
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APPENDIX A 

Kevan L. Deardorff 
Educational and Professional Background 

I am a graduate of the Pennsylvania State University, where I received a Bachelor 
of Science Degree in Business Economics and Finance and a Master of Arts Degree in 
Economics. Before coming to the Pennsylvania PUC in 1983, I worked as a consultant 
for the United States Environmental Protection Agency between 1980 and 1981, and as a 
Research Economist for the Pennsylvania Department of Commerce during 1982. 

I am currently employed as a Fixed Utility Financial Analyst IE. I have completed 
rate of return analyses in a large number of rate cases and assisted in the analyses of many 
electric, gas, water and telephone rate cases. I have prepared rate of return and price cap 
testimony in the following rate cases: 

Keystone Water Company R-822211-12 
R-822215-19 
R-822221 

Western Pennsylvania Water Company R-832381 

Philadelphia Suburban Water Company R-842592 

Duquesne Light Company R-842583 

Western Pennsylvania Water Company R-842621-25 

Riverton Consolidated Water Company R-842675 

Keystone Water Company R-842755-56 
R-842759 

Equitable Gas Company R-842769 

Western Pennsylvania Water Company R-850096-97 

West Penn Power Company R-850220 

Dauphin Consolidated Water Supply Co. R-860350 



Western Pennsylvania Water Company R-860397 

Philadelphia Electric Company (Gas 
Division) 

National Fuel Gas Distribution Corp. 

Western Pennsylvania Water Company 

Philadelphia Suburban Water Company 

Equitable Gas Company 

Chartiers Natural Gas Company 

Columbia Gas of Pennsylvania, Inc. 

Arrowhead Public Service Corp. 

Pennsylvania-American Water Co. 

Citizens Utilities Water Company of 
Pennsylvania 

Citizens Utilities Home Water Company 

National Fuel Gas Distribution 

York Water Company 

Columbia Gas of Pennsylvania, Inc. 

National Fuel Gas Distribution Corp. 

The Peoples Natural Gas Company 

York Water Company 

R-870629 

R-870719 

R-870825 

R-870840 

R-880971 

R-891283 

R-891468 

R-891557 

R-901652 

R-901663 

R-901664 

R-901670 

R-901813 

R-901873 

R-911912 

R-00922180 

R-00922168 



Pennsylvania & Southern Gas Company 

North Penn Gas Company 

North East Heat and Light Company 

Shenango Valley Water Company 

Mechanicsburg Water Company 

National Fuel Gas Distribution Corp. 

Roaring Creek Water Company 

Shenango Valley Water Company 

The Peoples Natural Gas Company 

Blue Mountain Consolidated Water Co. 

Allied Gas Company, et. al. 

National Fuel Gas Distribution Corp. 

Borough of Media Water Works 

Newtown Artesian Water Company 

Roaring Creek Water Company 

Borough of Schuylkill Haven 

Pennsylvania Power & Light Company 

National Fuel Gas Distribution Corp. 

Frontier Companies 

R-00922312 

R-00922276 

R-00922309 

R-00922420 

R-00922502 

R-00932548 

R-00932665 

R-00932798 

R-00932866 

R-00932873 

R-00932952 

R-00942991 

R-00943098 

R-00943157 

R-00943177 

R-00943156 

R-00943271 

R-00953299 

P-00951005 



PFG Gas, Inc. and North Penn Gas Company R-00953524 

Commonwealth Telephone Company P-00961024 

PECO Energy Company R-00973877 

PECO Energy Company R-00973953 

Ironton Telephone Company P-00971182 

Metropolitan Edison Company R-00974008 

Pennsylvania Electric Company R-00974009 

Pennsylvania Power Company R-00974149 

PG Energy Company R-00984280 

ALLTEL Pennsylvania, Inc. P-00981423 

Pennsylvania Telephone Association Small Group P-00981425, etal 

United Telephone Company of Pennsylvania P-00981410 

City of Lancaster Water Fund R-00984567 

York Water Company R-00994605 

Pittsburgh Thermal, L.P. R-00994641 
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OTS Exhibit No. 1 
Schedule 1 
Page 1 of 7 

OTS-11 Question: 

Rc: Response to Interrogatory OTS-4. Please estimate the merger savings allocated to the 
Pennsylvania jurisdiction. Please provide all assumptions necessary to make these 
estimates. 

OTS-11 Answer: 

Attachment OTS-11 provides the requested estimate. This estimate is based on customer 
and labor allocation factors applied to the various cost savings categories. Other 
allocation criteria could have been employed for certain cost hems but it is believed that 
the use of such factors would not materially affect the results of the estimate. While the 
Company believes the allocation method used in the estimate is a reasonable one, the 
allocation of the benefits will not be known until the merger is complete, actual savings are 
achieved, and actual costs directly assigned or allocated to the entity(ies) incurring the 
costs. 

Responsible Witness: Thomas J. Flaherty/Thomas P. Hill, Jr. 

1524&4 
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Proved Boofcenda 

Total Regulated Electric 
(S hi 00 Ot) 
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lotal 
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Total Regulated Gas 
(S IN OOOt) 
tabor 

1001 1001 1003 2004 200S Tfllnl 

Cwporalc 1,750 2,900 3,05-1 3,215 3,383 14^02 
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OTS Exhibi t No. 1 
Schedule 2 
Page 1 of 6 

OTS-12 Question: 

Re: Response to Interrogatory OTS-3, Attachment OTS-3. Please estimate total merger 
savings (both regulated and unregulated) for the 10 year period. Please provide all 
assumptions necessary to make these assumptions. 

OTS-12 Answer: 

The requested data was provided in response to OCA-V1-13 (unregulated) and OTS-3 
(regulated). 

Responsible Witness: Thomas J. Flaherty 

151708 
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UM I.4M IvMt Î M un UM IJUK MW i.m nm 
Utt Utt SJOB 1ZZI UM t i a un tm UM sm sun 

•WM tr.on t?.TO HA* nw SKtn nm nm •MM tn,m 

SHJBI s&nn $sua. mm ttUBI CUOK sum SftHI 

• • 0 t • • 1 0 • • • 

3 
O 
O 

$ 
3 

"MM nuw mm nun wun MMM mxn MUM tn.n« 
V) o 

SMUB 0 —* 
=r Co 
fD 

"o Q. m 
OJ c x 

tQ —• 13-
fD fD 

o-

itW.StitMlfliljSi MTrasMSMwrSMwm) o 
o 
OB 



UNICOM NYSE-ucu . 3 -

WEUHESS 4 tgandVt7M 

SAFETY 3 HvISM) 

TECHMCAL 3 taWaSTW 

Kn as (lA-wuU) 
2ttU4PfKUECTKM5 

- Ma OUn IWwn 

raa* 
r i l A I I J 4 * « 0 
0 0 0 0 1 0 0 0 0 
0 0 0 0 0 0 0 0 0 

a« o o o o o o o o o 
institutlonal Dtettions 

HIM SRW WM 
Oto 101 12S 130 
feM 133 120 117 
mrm uwes umt 142607 
1983119641198511886 

High: 33.4 40.0 

m _»,1. 

33 
37.9 
37-3 

LEQEN05 
IDZ^DMMndip* 

S U M PUM StmOh 
Ononj YM 

Ptraam frO 
•hBTM 0-0 
tmM *-0. 

42.0 
33J 

40.0 
21J 

Run ILy^Mtiftiu; KRJOIO \JM 
31.6 
23.0 

28.8 
204 

33.6 
234 

364 
224 

304 
184 

414 
304 

nvn 
424 
304 

'age x 

3%^a728 
Tiugit Prtoo Rangt 

% TOT. RETURN I IM 
T f • tLOTTH 

STOQI K G 
i -114 me 
Syr. 404 44.7 
Syr. • TUfl 121J 

2003 2004 
00 
BO 
so 
40 
32 
24 
20 
19 
12' 
10 
0 

«: 
K 4 

1987 1988 1989 1990 199 1992 1995 1996 1997 1996 2000 
27.71 
660 
4JB 
m 

"Off 
27.54 

27JB 
7.06 
443 
3J0 

•TO 
28.71 

W 

2&49 
7je 
4.45 

- 100 

-m 
29.96 

27.02 
7J6 

-44B 
100 

2&8B 
7.73 
4.73 
100 

JSJ* 
IM 
101 
3.00 

-is 
£.86 

27.15 
642 

ax 
32.68 

24.79 
653 
239 
100 

-is 
2949 

2051 
&S6 
267 
100 

2825 
635 
22a 
£30 

2441 
614 
14B 
140 

~m 
2S37. 

2928 
&6S 
146 
•140 

3Z.1S 
749 
296 
140 

3212 
747 
110 
1.60 

3268 
628 
113 
IflO 

TB 
2270 

3284 
6.70 
244 
1.60 

214fi 

2140 
7.15 
260 
140 

"OT 
too 

KM 
IX 

m 
140 

-CHtiRMrprsh ' 

CaplSpwtdngprrt 

J7J5 
825 
115 
148 

31.60 
7.72 

3327 

MB 
- m 

10.4% 

^ 0 0 
27.03 

4f f 
2661 

3.45 
25.42 2646 

4J6 
2127 

TiOT 

4.4; 
2SL50 

Common Shi Ouffg " 
AwgAnnlWERno 
MMtwRfERtik) 
AvgtanlOIVOVWd 

im 
51 
42 

11.1% 

CT 
42 

121% 

CT 
44 

102% 
.47 

92% 
47 

13% 

2122 
-TSF 

143 

m 
.'.42 
74% 

TCT 

17%-
•45 
66% 

"TST 
40 

44% 

U S 
40 

42% 

ISS 
JO 

11* 

ro 
.47 

94% 

Ui 
.78 

74V 

IM 
46 

16% 

M 
43 

17%-

M 
46 

54% 
CAPITAL STRUCTURE M oT SWM • -
TcWMIStB37.1nfl.DwtaSyrBMfi262 . 
itit ' -
LTOiMSTia&TmflL LTI««nISS22.5rrA 
(LT HMMI OBmct ZSx) — .' 

PmJmUMtittyNon* • ' . 

PM Stock S3614fflAL Pfd Dtv'd $29.7 nfl.-. 

5751.1 
GB3.7 

52620 
5B&4 

6275.6 
645.1 

60263 
5E24 

5260.4 
4664 

BZ774 
3544 

69101 
7118 

58374 
747.5 

7063.0 
4604 

71514 
5868 

«N0 
696 

mo 
620 38.3% 

62% 
244% 
62% 

394% 
44% 

361% 
67% 

124% 
10% 

474% 
11.7% 

41.1% 
14% 

316% 
54% 

404% 
82% 

37.3% 
28% 10% 

374% 
10% 

flmnuM(8mR) 
WPromtSffflQ 

7340 
650 

tneotrnTuRiti 
AFUDC % to NitPraft 

374% 
10% 

47.1% 
466% 

504% 
417% 

522% 
42.1% 

552% 
38.7% 

564% 
366% 

54.4%' 
398% 

493% 
414% 

464% 
416% 

411% 
421% 

513% 
310% 

674% 
405% 

SUI% 

n.o% 
Lon^Tam DMt Ratio 
Comnwn Equity Riflo 

620% 
464% 

14783 
15783 

14517. 
15505 

13659 
15003 

14411 
15283 

14M5 
17892 

13702 
17323 

13288 
17222 

13099 
17226 

11587 
16778 

13403 
13442 

75140 
TSISS 

12835 
13330 

Gonvnofi! [ 217416,983 ihs. M of 1(V3UM 
Warrants 70,607 a r t to convan Into com. al me 
nt* o* 3 tMs. for 1 com. ih. 
HARKET CAP: f l i bUJlon (Ufg? Girt 

64% 
64% 
17% 

63% 
12% 
10% 

74% 
94% 
94% 

ToUC4pttri(VT«} 
IMtPlwt(WBl 

72990 
12440 

11% 
15% 
14% 

54% 
74% 
74% 

48% 
17% 
54% 

74% 
108% 
11.1% 

7.7% 
104% 
104% 

60% 
7.7% 
7.5% 

11% 
107% 
100% 

65% 
105% 
105% 

74% 
114% 
120% 

ELECTWC 0PERATW6 STATISTICS 
1996 1S97 1908 
-1.1 4.9 +3.8 

15417 15373 13402 
6.10- 6.10 5 65 

22167 20108 20231 
16916 16497 191» 
53.3 54.6 54.6 

•.7 +.7 +.8 

MF 
105% 

NMF 
122% 

RttumonToUClpl 
RriumonShrEfiRy 
Httum on Com Equity <" 

7.0% 
105% 
105% 

(NF 
111% 

WF 
101% 

1.1% 
67% 

NMF 
115% 

11% 
59% 

13% 
67% 

4% 
95% 

12% 
73% 

40% 

m 
74% 
55% 

MtlliwdtoComEq 
AH OIV* to M Prof 

&0% 
55% 

SOmhUSlHinii BUSINESS: Worn Cwpoctfcn, p int d Corrrammith Edaon 
Conpiny. suppte ilictridtjr to • poputtion ttxa 8400,000 In 
•n .11425 Kfjtn ndo V M in HortfwRi K m . Aoprtt. 70% ol ta* 
MIM w i mtnm en Ot&mi bom oubida CHnga Etoctrtc m-, 
onuM: Mdmdal, 38%; corrrmraM, 33%; MuttM. 21%; otfwr. 
CV (xtua.y matzit indafrv ie *+ ptabpal MJS&W ostonw. 

Qmrtflng nuiceo, '98: nudMr, 65%; cod, 30%; nttuiti gas, 5V 
FtMt 26% ol m t n m Ittor costs, 15V -96 d^rec. mn 10%. 
Ettd plant IQK 13 yttn. Ku 15,962 mpnfm, 124,000 conv 
mon iharaholdan. Chcfman & OEO.: John Row. hcoip.: Knois. 
Addnss: P.O. Ben 767, Chicago, Ums 60304767. TtL 1-600-
960-2377. Intwnat WMi.ucm£om. 

2SO 1B2 220 
ANNUAL RATES Psft 
alctanet(pvtt4 tOVit. 
Ravonws 

Earnings 
OMdands -
Book Value 

2.0% 34% 
-1.0% . 14% 
•6.0% '2.0% 
•6.0% -7.0% 
•2.5% -1.0% 

Past tsTdW-^H 
ttn. • totB-IM 

2.0% 
4.0% 
1.0% 
10* 

Ctf-
mdsf 

QUARTERLY REVENUES (}D&) -
Uir41 JimJO Sep.30 DiM 

Fun 
Yaaf 

I
i
i
i
i
 

1684 1548 2068 1637 
1670 1651 2107 1655 
1712 1779 2096 1564 
1538 1688 2084 1550 
1560 1720 2120 1550 

6937.0 
7083.0 
71*1.3 

a& 
6*0' 

Cat-
ante 

EAMNGS PER SHARE W ' 
Mir41 Jun40 Sep40 Doc41 YMr 

1986 
1997 
1988 
1999 
2000 

44 47 1.55 .44 
41 d06 123 .47 
& 47 122 40 
32 46 128 M 
AS JBQ 140 SS 

- 3.10 
2.13 
2-34 
m 
m 

Ca»-
andM 

QUARTERLY (XVDBOSnUDP)* 
HirJI JunJO Sao40 Doc41 

FtiO 
yaar 

I
i
i
i
i
 

40 .40 40 .40 
40 40 40 .40 
40 . 4 0 - 4 0 - 4 0 
40 .40 40 40 

.1.60 
1.60 
1̂ 0 
1.80 

Unicom plana to merge with P E C O 
Energy. The directors oi both companies 
have agreed to an alliance of equals. Each 
UCM common•'. shareholder will have the 
opportunity to receive .96 common share of. 
a new holding compaay (to be called Ex­
elon) or $42.76 in cub for each share held. 
PECO common ahareholders may select 
one holding company common share or $46 
in cash for each share held. The mayimym 
cash payment to each company^ stock­
holders will be $760 "lilliim. The exchange 
is expected to be tax free to shareholdera 
who select common stock..The cash portion, 
will likely be taxed as capital gains. The 
holding company's anticipated, yearly divi­
dend mil likely be $1.69 a share. Based on 
the exchange ratio, UCM; ahareholders 
would receive no increase.. Tlie combina­
tion retniires approval of both companies' 
shareholders and that of various state and. 

federal. regulatory bodies.. The closing is 
targeted for the fall of.2000. 
The company haa «wnH«—i the sale of 
all of its nonnuclear plants. The pack­
age includes 6,600 megawatts of coal-fired 
trumers, the .1,360-megawatt Collins sta­
tion which is..fueled with natural gaa or 

oil, and nine peaking units. Edison Mis­
sion Energy will buy the properties for 
$4.8 billion. After adjustments for above-
market coal contracts, UCM will realize an 
aftertax profit of $1.5 billion. But the gain-
will be oSset by the write-off of resrulatory 
asseta. Proceeds from the sale will be ap­
plied to improvement of the transmission, 
and distribution system, the upgrading of 
nuclear plants, and a $750 million loan to. 
PECO to pay its share of the cash portion 
of the merger transaction. UCM has a con­
tract to buy the output of the plants for-: 
three yean and an option to extend the 
purchase for another two years. 
We reoommend that most investors, 
hold their shares in-wpectation of the 
oonaolidatioii^rh^aihiuii^^, targeted to 
favo $100 million in year one And.^ 180 
^ ( t t ^ ^ TWri ^ ^ t ^ -tlft cash 
portion 4X the deal oners shareholders a-
premium over the stock's recent price. In 
addition, PECO will be able to help the 
company improve its nuclear performance. 
AU told, the union should help UCM attain 
better results than it would realize as a 
stand-alone company. 

Arthur R, Medalit ' January 7, 2000 
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P E C O Energy and Unicom are submit* 
ting the necessary regulatory filings1 

to complete their, merger. I D the deal,., 
PECO investors -may receive one common : 
share in the combined company or $45 in 
cash for each.of their common .shares. 
Unicom stockholders can elect to. receive 
0.95.of a share in the new.company or 
$42.75 is cash for each of the Chicago com­
pany's outstanding shares—there is a total 
cash cap of $1.5. billion. At closing, PECO 
and .Umcom stockholders will have equal. 
stakes in what:will he one of.the largest 
domestic utility, holding companies. We es­
timate annual cost synergies of $1.80 mil­
lion by the. t̂ urd year of operation. The 
new company, will pay. a yearly dividend of 
$1.69 a snarq: Management has submitted,, 
filings with the Federal Energy Regulatory 
Conunission and Pennsylvania regulators, . 
Other petitions. .will .be given, to .the 
Nuclear . Regulatory: Commission and 
Securities and Exchange. Commission. -
Shareholders in both companies must vote 
on the deal as well. PECO and Unicoqi 
likely will merge sometime next fall. , . 
AmerGen , Energy's nuclear acquisi­
tion spree continues. Since our Septem­

ber- report, the PECO/British Energy joint, 
venture has entered an agreement to pur-:' 

, chase GPU>. Oyster" • Creek „ plant • (619 
Mws) for $10: million and won a bid to buy 
Vermont Yankee (510 Mws) for $23.S mil-: 

-lion; The deals join the pending acqmsi-^ 
tiona of Three Mile Island Unit 1 (786. 
Mws), Clinton (930 Mws) and Nine-Mile 
Point (1,286 Mws) for $443' million. .Sepa­
rately, PECO will , pay Conectiv $174 mil: ' 
lion to increase its stake in the Peach Bot­
tom plant by 7.51% (164 Mws), to .60%: 

. Potential operating unprovements-.suggest 
sizable long-term earnings gains. '.;<;<. ;.;: 
PECO and Unicom stock valuationa 
have lost ground in recent months. We 
attribute the price' declihes^to investors^ 
concerns about possible future interest 
rate hikes and their rising skepticism OVOJ: 
projected merger benefits in general. Thg 
lower stock valuations suggest that the 
-deal's cash cap will be met. .We. believe 
.that the combined company' will compete 
well under deregulation and produce 3- .t6: 

5-year returns above the industry aver­
ages. AU said, PECO shareholders would 
do well to maintain their, current stakes. .. 
David M. Reimer December 10, 1939 
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1 

2 Q. WOULD YOU PLEASE STATE YOUR NAME AND BUSINESS 

3 ADDRESS? 

4 A. My name is Paul J. Metro. My business address is P.O. Box 3265, 

5 Harrisburg, Pennsylvania 17105-3265. 

6 

7 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY? 

8 A. I am employed by the Pennsylvania Public Utility Commission in the 

9 Office of Trial Staff as a Fixed Utility Valuation Engineer. 

10 

11 Q. WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 

12 BACKGROUND? 

13 A. I am a 1982 graduate of The Pennsylvania State University, University 

14 Park, Pennsylvania, where I earned a Bachelor of Science Degree in 

15 Mineral Economics. Immediately subsequent to graduation, I attended 

16 The Pennsylvania State University and met the requirements for a 

17 Bachelor of Science Degree in Industrial Engineering. I am also a 

18 graduate of The Pennsylvania State University with a Masters of 

19 Engineering Degree, majoring in Engineering Science with an emphasis 

20 on Industrial Engineering/Operations Research. I have been employed by 

21 the Pennsylvania Public Utility Commission since May of 1985. Attached 



1 to this testimony, as Appendix A is a statement, which more fully 

2 describes my educational background and employment experience. 

3 

4 Q. WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY? 

5 A. The purpose of my testimony is to address Nuclear Decommissioning and 

6 Market Power Analysis relating to the proposed PECO Energy Company 

7 (PECO) and Unicom merger. This is in response to the Objections of 

8 PPL Electric Utilities Corporation ("PPL") to the Joint Petition for 

9 Settlement. 

10 

11 Q. HOW IS YOUR TESTIMONY ORGANIZED? 

12 A. My testimony is organized in sections related to the following issues: (1) 

13 Nuclear Decommissioning and (2) Market Power Analysis. 

14 
15 Issue I - Decommissioning 

16 Settlement Position 

17 Q. MR. METRO, DOES THE SETTLEMENT ADDRESS NUCLEAR 

18 DECOMMISSIONING? 

19 A. Yes. In particular, PECO agrees in the Settlement that it will not seek to 

20 recover through Pennsylvania retail electric distribution rates the costs 

21 associated with the ownership and operation of any nuclear generating 

22 plants, or any fractional interests in such nuclear generating plants that it 



1 did not hold on December 31,1999 (See Joint Petition, page 10). In 

2 addition, PECO has also agreed that i f and when it seeks to increase its 

3 annual nuclear decommissioning expense allowance above the base 

4 $29,162 million annual accrual level used for the purpose of calculating its 

5 Nuclear Decommissioning Cost adjustment Charge ("NDCAC"), it will, 

6 under specifically defined circumstances as set forth in the Distribution 

7 Tariff, voluntarily forego recovery of (1) $50 million of its total 

8 decommissioning cost obligations, plus (2) 5% of any additional"increase in 

9 the annual accrual level above the base $29,162 million annual accrual 

10 level (See Joint Petition, page 11). 

11 

12 Q. MR. METRO, IN REGARD TO THE NUCLEAR 

13 DECOMMISSIONING PROVISIONS IN THE SETTLEMENT, PPL 

14 ARGUES THAT THE COMMISSION CANNOT APPROVE THE 

15 PROVISIONS REGARDING NUCLEAR DECOMMISSIONING 

16 COST (See PPL Objections, page 18). THE BASIS OF PPL'S 

17 ARGUMENT IS THAT THE AGREEMENT WILL LEAD TO AN 

18 UNDER-FINANCED OR INCOMPLETE DECOMMISSIONING 

19 FUND. DO YOU AGREE? 

20 
21 A. No. The financial concessions made by PECO in the Settlement in no way 

22 impact this Commission's (or the appropriate federal and state agency's) 



1 ability to review the appropriate level of the decommissioning fund and/or 

2 PECO's ability to safely decommission its nuclear plants. PECO will 

3 continue to provide the appropriate level of decommissioning funding. In 

4 addition, PECO will still be responsible to file actuarial reports which assist 

5 the Commission in monitoring the condition of the decommissioning fund 

6 as it always has. And finally, the ratepayers are protected from the first 5% 

7 of potential additional decommissioning costs. 

8 
9 Q. MR. METRO, WHAT IS DECOMMISSIONING? 

10 
11 A. Decommissioning is the dismantlement, decontamination, removal and 

12 disposal of the components of a generating facility at the end of its useful 

13 life. 

14 

15 Q. HOW IS THE EXPENSE FOR DECOMMISSIONING 

16 RECOVERED? 

17 A. The Commission has authorized PECO to collect funds through rates for 

18 the recovery of nuclear decommissioning based on PECO's ownership 

19 share in Limerick Units 1 and 2, Peach Bottom Units 1,2, and 3, and Salem 

20 Units 1 and 2. 

21 

22 Q. DOES PECO RECOVER FUNDS ASSOCIATED WITH FOSSIL 

23 FUEL DECOMMISSIONING? 



1 A. No, not at this time. 

2 

3 Q. HOW DOES PECO CURRENTLY HANDLE THE FUNDS IT 

4 RECEIVES FOR NUCLEAR DECOMMISSIONING EXPENSE? 

5 A. As required by the Nuclear Regulatory Commission's (NRC) regulations 

6 and applicable Commission orders, the funds collected for nuclear 

7 decommissioning expenses are deposited in external nuclear 

8 decommissioning trust funds, which the IRS has designated as qualified for 

9 tax purposes. In a qualified fund, the Company can claim a current tax 

10 deduction for amounts paid into the fund for both federal and state tax 

11 purposes. In addition, the earnings on the fund are not treated as taxable 

12 income to the Company. Currently, PECO's estimated nuclear 

13 decommissioning costs total approximately $29.2 million per year and are 

14 being recovered from retail customers within the PECO service territory 

15 (See PECO Statement No. 3, page 7). 

16 

17 Q. WHAT IS PECO'S POSITION REGARDING WHERE THE 

18 ULTIMATE DECOMMISSIONING FUNDING RESPONSIBILITY 

19 RESIDES? 

20 A. PECO states that the ultimate responsibility to fund decommissioning will 

21 remain with PECO, the regulated utility, for those units that were built to 

22 serve PECO's retail customers (See PECO Statement No. 3, pg. 8). 



1 Q. DOES UNICOM HAVE AN EXISTING DECOMMISSIONING 

2 LIABILITY? 

3 A. Yes. However, the Company avers that the merger will not cause a shift in 

4 that liability (See PECO Statement No. 3, Page 9). 

5 

6 Q. IF THE MERGER IS APPROVED, WILL THE 

7 DECOMMISSIONING LIABILITY OF UNICOM, IN ANY WAY 

8 AFFECT PECO AND ITS RETAIL CUSTOMERS? 

9 A. No. PECO states that Unicorn's decommissioning liability will in no way 

10 affect PECO or its customers and that PECO's distribution customers are 

11 only responsible for funding the decommissioning cost of the nuclear plants 

12 that were built to serve them (See PECO Statement No. 3, pg.9). 

13 

14 Issue 2 - Competitive Effects of the Merger and Market Power 

15 Company Position 

16 Q. DID PECO PERFORM AN ANALYSIS OF THE COMPETITIVE 

17 IMPACT OF THE MERGER ON ELECTRICITY MARKETS? 

18 A. Yes. The Company performed an analysis of the competitive impact of the 

19 PECOMJnicom merger on electricity markets as part of their Application to 

20 the Federal Energy Regulatory Commission (FERC) for approval of the 

21 merger. The Company avers that the analysis was conducted in 



1 accordance with the Competitive Analysis Screen described in Appendix A 

2 to the FERC's Merger Policy Statement (See PECO Statement No. 5, pg.4). 

3 

4 Q. WHAT WERE THE RESULTS OF THE ANALYSIS? 

5 A. The Company witness, Dr. Hieronymus, states that the analysis shows that 

6 the proposed merger will not lead to material increases in market 

7 concentration or lead to increases in PECO and Unicorn's market share in 

8 any relevant market (See PECO Statement No. 5, pg.4). 

9 

10 Q. MR. METRO, DO YOU AGREE WITH PECO'S ANALYSIS 

11 RELATING TO MARKET POWER AND MARKET 

12 CONCENTRATION? 

13 A. I agree with the HHI analysis. However, there are other factors to consider, 

14 such as public benefit, in determining whether the merger should be 

15 approved. In my opinion, the Joint Petition for Settlement addresses the 

16 public benefit issue. 

17 

18 Q. MR. METRO, ARE YOU SURPRISED BY THE RESULTS SHOWN 

19 IN THE COMPANY'S COMPETITIVE ANALYSIS SCREENING 

20 MODELS? 

21 A. No. I would expect, given the geographic separation of Unicorn's market 

22 and PECO's market and the fact that Unicom has no generation plants in 



1 PJM, that the merger would not create a market power issue in 

2 Pennsylvania. 

3 

4 Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

5 A. Yes. 



APPENDIX A 

Professional and Educational Experience 
of 

Paul J . Metro 

Education 

The Pennsylvania State University, University Park, Bachelor of Science, Mineral 
Economics, 1982 

Earned additional credits in Industrial Engineering from 1982-1984, The 
Pennsylvania State University, University Park 

The Pennsylvania State University, Capitol Campus, Master of Engineering 
Science, Industrial Engineering/Operations Research Emphasis, 1992. 

Professional Experience 

April 1996 to Present: Pennsylvania Public Utility Commission, Fixed Utility 
Valuation Engineer in the Office of Trial Staff - Participates in the review and 
prosecution of gas, electric, telecommunications, water, and sewer rate filings in 
the areas of valuation, depreciation, rate base, rate structure, and purchased gas. 

March 1994 to March 1996: Pennsylvania Public Utility Commission, Fixed Utility 
Valuation Engineer - Rate Structure/Engineering Section, Energy Division, Office 
of Trial Staff. Participates in the review and prosecution of natural gas and electric 
rate filings in the areas of valuation, depreciation, rate base, rate structure, and 
purchased gas. 

December 1987 to March 1994: Pennsylvania Public Utility Commission, Fixed 
Utility Valuation Engineer - Engineering Section, Engineering and Rate Design 
Division, Office of Trial Staff. Participates in the review and prosecution of gas, 
electric, telecommunications, water, and sewer rate filings in the areas of valuation, 
depreciation, rate base, rate structure, and purchased gas. 



September 1986 to December 1987: Pennsylvania Public Utility Commission, 
Fixed Utility Valuation Engineer - Engineering Section, Rate Design Division, 
Office of Trial Staff. Participated in the review and prosecution of gas, electric, 
telecommunications, and water rate filings in the areas of cost of service and tariff 
rules and regulations. 

May 1985 to September 1986: Pennsylvania Public Utility Commission, Fixed 
Utility Valuation Engineer - Valuation Section, Gas Division, Bureau of Rates. 
Participated in the review and prosecution of gas rate filings in the areas of 
valuation, depreciation, rate structure, purchased gas, and cost of service. 

Professional Affiliations 

Engineers Society of Pennsylvania 

Testimony Presented Before The Pennsylvania Public Utility Commission 

Equitable Gas Company, Transportation Investigation, R-870666 

UGI Corporation - Gas Division, Transportation Investigation, R-870665 

National Fuel Gas Distribution Corporation, General Rate Case, R-870719 

Equitable Gas Company, 1307(f) Proceeding, R-880932 

Pennsylvania Gas & Water Company, 1307(f) Proceeding, R-880958 

Equitable Gas - Energy Company, General Rate Case, R-880941 

Equitable Gas Company, General Rate Case, R-880971 

Equitable Gas Company, 1307(f) Proceeding, R-891238 

Lake Latonka Water Company, General Rate Case, R-891257 

2 



Philadelphia Electric Company, General Rate Case, R-891364 

Equitable Gas Company, 1307(f) Proceeding, R-901645 

Roaring Creek Water Company, General Rate Case, R-901625 

Equitable Gas Company, General Rate Case, R-901595 

West Penn Power Company, General Rate Case, R-901609 

Pennsylvania Gas & Water Company, 1307(f) Proceeding, R-901699 

Western Utilities, Inc., General Rate Case, A-210017 

T.W. Phillips Gas & Oil Co., 1307(f) Proceeding, R-911889 

Columbia Gas of Pennsylvania, Inc., General Rate Case, R-901873 

Columbia Gas of Pennsylvania, Inc., 1307(f) Proceeding, R-911921 

Pennsylvania Gas & Water Company, 1307(f) Remand Proceeding, R-901699 

Olwen Heights Water Company, General Rate Case, R-891226 

Peoples Natural Gas Company, General Rate Case, R-922180 

Pennsylvania Gas & Water Company, Transportation Tariff Filing, R-922169 

Pennsylvania Gas & Water Company, 1307(f) Filing, R-922324 

West Penn Power, General Rate Case, R-922378 

Peoples Natural Gas Company, 1307(f) Filing, R-932598 

i 

Equitable Gas Company, 1307(f) Filing, R-932599 

• 3 



National Fuel Gas Distribution Company, General Rate Case, R-932548 

Peimsylvania Gas & Water Company, Transportation Tariff Filing, R-932655 

Allied Gas Company ET AL, Transportation Tariff Filing, R-932662 

Peoples Natural Gas Company, General Rate Case, R-932866, R-932915 

Peoples Natural Gas Company, 1307(f) Ftfing, R-943028 

Columbia Gas of Pennsylvania, 1307(f) Filing, R-943029 

Equitable Gas Company, 1307(f) Filing, R-943022 

Pennsylvania Gas & Water Company, Tariff Filing, R-943078 

Pennsylvania Power & Light Company, General Rate Case, R-943271 

Equitable Gas Company, Transportation Filing, R-943272 

UGI Utilities, Inc., General Rate Case, R-953297 

Equitable Gas Company, 1307(f) Filing, R-953320 

National Fuel Gas Distribution Corporation, 1307(f), R-953487 

Equitable Gas Company, 1307(f) Filing, R-963576 

PFG Gas, Inc. and North Penn Gas Co., General Rate Case, R-963524 

PECO Energy Company, Electric Securitization Filing, R-973877 

PECO Energy Company, Restructuring, R-973953 

Peoples Natural Gas Company, 1307(f) Filing, R-973896 



Equitable Gas Company, General Rate Case, R-963858 

West Penn Power Company, Restructuring, R-973981 

Duquesne Light Company, Restructuring, R-974104 

DQE, Inc., Allegheny Power, System, Inc. And AYP Sub, Inc., Merger, 
A-110150F0015 

Metropolitan Edison Company, Restructuring, R-974008 

Pennsylvania Electric Company, Restructuring, R-974009 

Pennsylvania Power Company, Restructuring, R-974149 

The Peoples Natural Gas Company, 1307(f), R-984281/A-122250 

PG Energy, General Rate Case, R-984280 

Bell/GTE Merger, A-310200 

Peoples Natural Gas Company, 1307(f), R-994600 

Pittsburgh Thermal, LTD, Base Rate Case, R-994641 

Peoples Natural Gas Company, Restructuring, R-994782 

National Fuel Gas Distribution Corporation, Restructuring, R-994785 

PECO Energy Company, Restructuring, R-994787 


