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

2 ADMINISTRATIVE LAW JUDGE ROBERT A. CHRISTIANSON: 

3 Let's be on the record, I am A d m i n i s t r a t i v e Law Judge 

4 Robert Christianson. We are here today f o r the l a s t day 

5 t h i s week, but we have two more days next week of testimony 

6 from other p a r t i e s , so-called. We have at t h i s p o i n t a 

7 t h i r d p a r t y w i t h r a t e of r e t u r n testimony beyond the 

8 t r a d i t i o n a l T r i a l S t a f f and Consumer Advocate, and unless 

9 there's something p r e l i m i n a r y from counsel, we might as w e l l 

10 j u s t go ahead. I ' l l swear i n the witness and Mr. Kleppinger 

11 may proceed w i t h him. 

12 MR. KLEPPINGER: Thank you. Your Honor. PP&L 

13 I n d u s t r i a l Customer A l l i a n c e c a l l s Richard A. Baudino t o the 

14 stand. 

15 JUDGE CHRISTIANSON: Could you stand and r a i s e your 

16 r i g h t hand, please? 

17 Whereupon, 

18 RICHARD A. BAUDINO 

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

20 JUDGE CHRISTIANSON: Fine. Be seated. 

21 Proceed, counsel 

22 DIRECT EXAMINATION 

23 BY MR, KLEPPINGER: 

24 Q. Please s t a t e your name and business address f o r 

25 the r eco rd . 
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1 A. My name i s Richard A. Baudino. My business 

2 address i s J. Kennedy and Associates, Incorporated, 35 

3 Glenlake Parkway, Suite 475, A t l a n t a , Georgia. 

4 Q. On whose behalf are you appearing here today? 

5 A. I am appearing on behalf of the PP&L I n d u s t r i a l 

6 Customer A l l i a n c e . 

7 Q. Mr. Baudino, do you have before you a document 

8 which i s labeled " D i r e c t Testimony and E x h i b i t s of Richard 

9 A. Baudino" c o n s i s t i n g of some 57 pages of t e x t and f i v e 

10 e x h i b i t s labeled RAB-1 through RAB-5? 

n A. Yes. 

12 MR. KLEPPINGER: Your Honor, I would l i k e t o have 

13 marked f o r i d e n t i f i c a t i o n purposes PPLICA Statement No. 8, 

14 the d i r e c t testimony and e x h i b i t s of Richard A. Baudino. 

15 JUDGE CHRISTIANSON: That's r i g h t . This i s number 8, 

16 yes, a l l your i n d i v i d u a l people. So i d e n t i f i e d , number 8. 

17 (Whereupon, the documents were marked 

18 as PPLICA Statement No. 8 and PPLICA 

19 E x h i b i t s Nos. RAB-1 through RAB-5 

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

21 BY MR. KLEPPINGER: 

22 Q. Mr. Baudino, was PPLICA Statement No. 8 prepared 

23 by you or under your supervision? 

24 A. I t was. 

25 Q. Are there any a d d i t i o n s or c o r r e c t i o n s you would 
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1 l i k e t o make t o t h a t testimony a t t h i s time? 

2 A. I do not have any. 

3 MR. KLEPPINGER: Your Honor, I would l i k e t o note f o r 

4 the record t h a t one m a i l i n g of t h i s d i d go out w i t h A p r i l 

5 1994 on i t . I f anyone has one of those dates on the cover 

6 sheet, I t should be 1995, obviously. 

7 JUDGE CHRISTIANSON: Oh, mine has t h a t . I should 

8 confess, I j u s t worked on discovery t r o u b l e i n one case I 

9 had, a telephone case, and I had referenced a decision I had 

10 w r i t t e n January 10, 1994, which was 1995, and I referenced 

11 t h i s i n a l a t e r d e c i s i o n . The date I used was a year o f f . 

12 MR. KLEPPINGER: The p a r t i e s who were served by Fed 

13 Ex I t h i n k had the '•94 date, and those t h a t we hand-

14 d e l i v e r e d had '95 corrected on i t . 

15 JUDGE CHRISTIANSON: I must have had a p r i o r one, 

16 yes. 

17 MR. KLEPPINGER: I j u s t wanted t o make sure. 

18 JUDGE CHRISTIANSON: Okay. 

19 BY MR. KLEPPINGER: 

20 Q. Mr. Baudino, you don't have any other a d d i t i o n s 

21 or c o r r e c t i o n s then t o your testimony a t t h i s time? 

22 A. No, I do not. 

23 Q. I f I were t o ask you the questions contained i n 

24 PPLICA Statement No. 8 today, would your answers be the same 

25 as set f o r t h t herein? 
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1 A. Yes. 

2 Q. Are those answers t r u e and c o r r e c t t o the best 

3 of your knowledge, i n f o r m a t i o n and b e l i e f ? 

4 A. Yes. 

5 MR. KLEPPINGER: Your Honor, I would l i k e t o move f o r 

6 the admission of PPLICA Statement No. 8 a t t h i s time. 

7 JUDGE CHRISTIANSON: I t ' s accepted i n t o the record 

8 under the standard c o n d i t i o n s about possible motions on 

9 cross. 

10 (Whereupon, the documents marked as 

11 PPLICA Statement No. 8 and PPLICA 

12 E x h i b i t s Nos. RAB-1 through RAB-5 

13 were received i n evidence.) 

u JUDGE CHRISTIANSON: I should c o r r e c t myself 

15 s l i g h t l y . The Department of Defense witness d i d touch on 

16 r a t e of r e t u r n as w e l l , so i t ' s another p a r t y who has 

17 addressed r a t e of r e t u r n . 

18 MR. KLEPPINGER: And the witness i s a v a i l a b l e f o r 

19 cross-examination. 

20 JUDGE CHRISTIANSON: Fine. We can proceed w i t h the 

21 company. 

22 MR. GADSDEN: Thank you, Your Honor. 

23 CROSS-EXAMINATION 

24 BY MR. GADSDEN: 

25 Q. Mr. Baudino, maybe the best place t o s t a r t i s on 
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1 page 37 of your testimony where you provide us a t a b l e which 

2 sets f o r t h various components of your weighted cost of 

3 c a p i t a l or r a t e of r e t u r n recommendation i n t h i s case. 

4 As I understand t h a t t a b l e , as w e l l as your 

5 testimony, you are proposing t h a t the Commission adopt 

6 PP&L's h i s t o r i c t e s t year end c a p i t a l s t r u c t u r e ; i s t h a t 

7 correct? 

8 A. Yes. 

9 Q. Can we agree t h a t the company's h i s t o r i c t e s t 

10 year c a p i t a l s t r u c t u r e has more debt and less e q u i t y than 

11 what we've claimed i n terms of the f u t u r e t e s t year end 

12 c a p i t a l s t r u c t u r e ? 

13 A. Yes. 

14 Q. And a l l other f a c t o r s being equal, t h a t would 

15 lead t o an o v e r a l l lower r a t e of r e t u r n , would i t not, your 

16 recommendation? 

17 A. Yes. 

is Q. I n the question and answer which begins at the 

19 bottom of page 37 and runs over t o the top of 38, you note 

20 t h a t PP&L i s planning t o issue a s u b s t a n t i a l amount of 

21 a d d i t i o n a l common equ i t y f i n a n c i n g , and f u r t h e r go on t o 

22 p o i n t out t h a t i n your judgment the company hasn't provided 

23 a s u f f i c i e n t explanation f o r doing t h a t . I s t h a t a f a i r 

24 summary? 

25 A. Yes. 
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1 Q. How do you define s u b s t a n t i a l as you use t h a t 

2 term on l i n e 21 of page 37? 

3 A. Su b s t a n t i a l i n a q u a l i t a t i v e sense I would 

4 define as the end r e s u l t being, w i t h the company's proposed 

5 f i n a n c i n g plans, t h a t the common equ i t y r a t i o increases by 

6 one percentage p o i n t a t a time when the company has f i l e d 

7 f o r a f u t u r e t e s t p eriod. That would be a q u a l i t a t i v e 

8 d e f i n i t i o n of i t . 

9 Q. Do you have any estimate or do you know what the 

10 t o t a l c a p i t a l i z a t i o n of Pennsylvania Power & L i g h t Company 

11 i s? 

12 A. I can look t h a t up. I don't have i t r i g h t a t 

13 the t i p of my f i n g e r s . I can look i t up and give i t t o you. 

14 Q. You don't know o f f the top of your head what 

15 percentage of t h a t t o t a l c a p i t a l i z a t i o n the $100 m i l l i o n 

16 t h a t the company i s planning on i s s u i n g t h i s year would 

17 represent? 

18 A. I haven't c a l c u l a t e d i t as a percentage. 

19 Q. Assuming an adequate explanation were provided 

20 by the company, presumably i n the r e b u t t a l phase of t h i s 

21 case, would i t s t i l l be your view t h a t the p r o j e c t e d c a p i t a l 

22 s t r u c t u r e a t 9/30/95 should not be u t i l i z e d ? 

23 A. Possibly, yes. 

24 Q. Do you f i n d those r a t i o s per se unreasonable? 

25 A. The p r o j e c t e d r a t i o s ? 
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1 Q. Yes. 

2 A. I b e l i e v e they're unreasonable i n t h i s case. 

3 Q. Are there other reasons why you hold t o t h a t 

4 view other than those which you expressed i n your testimony? 

5 A. I be l i e v e t h a t the company asked i n an 

6 i n t e r r o g a t o r y request t o me what the company would have t o 

7 do i n order t o j u s t i f y i t s request, and I gave several items 

8 t h a t I t h i n k would have t o be s a t i s f i e d . 

9 I be l i e v e t h a t i n a d d i t i o n t o what I presented --

10 what I presented i n t h a t response t o the i n t e r r o g a t o r y was 

11 more d e t a i l e d than I've presented i n my testimony because 

12 the company's question was more d i r e c t and d e t a i l e d and 

13 asked f o r s p e c i f i c items. So t o the extent t h a t the answer 

14 i n my testimony i s supplemented by the response t o the 

15 i n t e r r o g a t o r y , then t h a t would be i t as f a r as my p o s i t i o n 

16 on t h a t . 

17 Q. Let me ask the question t h i s way then. Assuming 

18 t h a t the company presented evidence t o your s a t i s f a c t i o n 

19 t h a t addressed the various concerns t h a t you r a i s e i n your 

20 response t o our I n t e r r o g a t o r y Set I I , No. 10, under those 

21 circumstances would i t s t i l l be your view t h a t the h i s t o r i c 

22 t e s t year end c a p i t a l s t r u c t u r e should be u t i l i s e d ? 

23 A. Not ne c e s s a r i l y , but then I don't b e l i e v e t h a t 

24 the company's p r o j e c t e d c a p i t a l i s a t i o n r a t i o s would 

25 n e c e s s a r i l y be c o r r e c t e i t h e r . 
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1 Q. Why i s that? 

2 A. I b e l i e v e t h a t Mr. Kahal r a i s e d a p o i n t i n h i s 

3 d i r e c t testimony, which I hadn't considered, regarding the 

4 debt r a t i o and how you r e f l e c t the c a l l premiums, so I t h i n k 

5 there i s an issue there t h a t he ra i s e d t h a t deserves some 

6 a t t e n t i o n , and i f he's r i g h t , the eq u i t y r a t i o on a 

7 p r o j e c t e d basis would not d i f f e r s i g n i f i c a n t l y from the 

s equ i t y r a t i o on an h i s t o r i c basis. 

9 Q. The issue t h a t you j u s t a l l u d e d t o i s not 

10 addressed i n your d i r e c t testimony, i s i t ? 

11 A. I t i s not. 

12 Q. What i s the average equity r a t i o of your 

13 barometer group? 

u A. I haven't c a l c u l a t e d i t , but -- my comparison 

15 group, you mean as opposed t o Mr. Moul's barometer group? 

16 Q. No. I'm j u s t i n t e r e s t e d i n knowing what the 

17 e q u i t y r a t i o of your barometer group i s . 

18 A. I c a l l i t comparison group, so I j u s t wanted t o 

19 make sure our terminology i s --

20 Q- Sure. 

21 A. But you're t a l k i n g about my group versus 

22 Q. The barometer group t h a t you selected. 

23 A. Okay. I haven't c a l c u l a t e d i t , but i n reviewing 

24 the c a p i t a l r a t i o s , I b e l i e v e the e q u i t y r a t i o i s higher f o r 

25 t h a t group than i t i s f o r PP&L, both on an h i s t o r i c and a 
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1 p r o j e c t e d basis. 

2 Q. As an on-the-record data request I would ask 

3 t h a t you provide us w i t h the average c a p i t a l s t r u c t u r e 

4 r a t i o s f o r your barometer group, which you chara c t e r i z e as 

5 the comparison group, both a t the l a t e s t a v a i l a b l e date and 

6 as may be pr o j e c t e d a t year end 1995. 

7 A. May I make a statement on that? 

8 Q. C e r t a i n l y . 

9 A. I can provide you the ^93 a c t u a l numbers from 

10 Value Line. I don't know t h a t 1 would be able t o provide 

11 the c94 numbers. I don't know i f we nece s s a r i l y have a l l of 

12 the annual r e p o r t s from the companies t h a t were d e t a i l e d i n 

13 '94 c a p i t a l r a t i o s . 

14 JUDGE CHRISTIANSON: I guess counsel i s worried about 

15 '95. 

16 MR. GADSDEN: You're r i g h t . 

17 THE WITNESS: I could present the l94 pr o j e c t e d 

18 c a p i t a l r a t i o s from the Value Line sheets t h a t I've got, i f 

19 t h a t would be s u f f i c i e n t , and I could show the '95 

20 p r o j e c t i o n s as w e l l . I j u s t want t o make sure t h a t the form 

21 I present i s adequate. 

22 BY MR. GADSDEN: 

23 Q. I understand, and I understand t h a t you can't 

24 provide us i n f o r m a t i o n t h a t you don't have. You understand 

25 the request, and j u s t t o the extent you can. 
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1 A. I ' l l provide what I have. 

2 JUDGE CHRISTIANSON: Provide what i s reasonably 

3 a v a i l a b l e . 

4 MR. GADSDEN: Right. 

5 JUDGE CHRISTIANSON: Mr. Kleppinger took notes. I 

6 guess he's aware of t h a t request. 

7 BY MR. GADSDEN: 

8 Q. Mr. Baudino, even though you've u t i l i s e d PP&L's 

9 h i s t o r i c t e s t year end c a p i t a l s t r u c t u r e , am I c o r r e c t t h a t 

10 you have adopted, on Table 4 on page 37 of your testimony, 

11 the company's p r o j e c t e d f u t u r e t e s t year end embedded cost 

12 rates f o r long-term debt and p r e f e r r e d stock? 

13 A. Yes. 

14 Q. And those r a t e s are lower than the comparable 

15 f i g u r e s a t the end of the h i s t o r i c t e s t year, are they not? 

16 A. Correct. 

17 Q. Can we also agree t h a t the f u t u r e t e s t year end 

18 embedded cost rates are based at l e a s t i n p a r t on issuances 

19 of s e c u r i t i e s , redemptions and s a t i s f a c t i o n of s i n k i n g fund 

20 requirements which are a n t i c i p a t e d t o take place dur i n g the 

21 f u t u r e t e s t year? 

22 A. Yes. I be l i e v e some of those have a c t u a l l y 

23 taken place already as f a r as the issuance of new debt. 

24 Q. Just so the record i s c l e a r then, f o r embedded 

25 cost r a t e purposes, you're e f f e c t i v e l y recognising those 
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1 f u t u r e t e s t year issuances and redemptions, but f o r c a p i t a l 

2 s t r u c t u r e purposes, a t l e a s t a t t h i s p o i n t , you're i g n o r i n g 

3 them; i s t h a t correct? 

4 A. I t h i n k I would say t h a t I'm imputing a c a p i t a l 

5 s t r u c t u r e based on the company's September 30, 1994 

6 c a p i t a l i s a t i o n r a t i o s . 

7 Q. Which does not take i n t o account the issuances, 

8 redemptions or s i n k i n g fund requirements associated w i t h 

9 s e c u r i t i e s t h a t take place a f t e r t h a t h i s t o r i c t e s t year; i s 

10 t h a t correct? 

11 A. As a p r a c t i c a l matter t h a t ' s t r u e , but what I 

12 have done i s e s s e n t i a l l y imputed t h a t c a p i t a l s t r u c t u r e as 

13 being a reasonable one t o use, and e s s e n t i a l l y i t would 

14 impute s l i g h t l y more debt issuance, l e t ' s say, than the 

15 company had planned i n the 1995 t e s t period. 

16 Q. At various p o i n t s i n your testimony you, l i k e 

17 the other r a t e of r e t u r n witnesses i n t h i s case, touch upon 

18 the issue of r e l a t i v e r i s k , and I have a couple of questions 

19 w i t h respect t o t h a t . 

20 I f I could d i r e c t your a t t e n t i o n t o page 3, and 

21 s p e c i f i c a l l y a t l i n e 11, --

22 A. Yes. 

23 Q. -- you note t h a t PP&L, or a t l e a s t I i n t e r p r e t 

24 t h a t what you say there i n the f i r s t item, t h a t you be l i e v e 

25 PP&L i s a below average e l e c t r i c u t i l i t y . I s t h a t your — 
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1 A. Below average r i s k . 

2 Q. Below average r i s k e l e c t r i c u t i l i t y . 

3 A. Yes. 

4 Q. A minor p o i n t , but can I assume t h a t the "3" and 

5 "4" should be "2" and "3", or i s there an a d d i t i o n a l item i n 

6 the r e t h a t was omitted? 

7 A. I t should be "2" and "3". Thank you. 

8 Q. I s your op i n i o n t h a t PP&L i s a below average 

9 r i s k e l e c t r i c u t i l i t y based on the f a c t t h a t Value Line has 

10 assigned PP&L a 2 r a t i n g when i t comes t o safety r i s k ? 

11 A. Yes. And I would j u s t say t h a t i t ' s a safety 

12 rank. 

13 Q. Sorry. 

14 A. That's okay. Which considers the t o t a l r i s k of 

15 a stock. So yes, i t ' s based on t h a t . 

16 Q. As I understand your response t o one of our 

17 i n t e r r o g a t o r i e s i n which you provided us some m a t e r i a l s from 

18 Value Line, the safety rank represents an average of the 

19 u t i l i t y ' s p r i c e s t a b i l i t y r a t i n g and i t s f i n a n c i a l c o n d i t i o n 

20 r a t i n g ; i s t h a t correct? 

21 A. May I have a moment? 

22 Q. C e r t a i n l y . 

23 (Witness perusing documents.) 

24 A. I j u s t wanted t o make sure the terminology was 

25 c o r r e c t . I t s p r i c e s t a b i l i t y index and f i n a n c i a l s t r e n g t h 
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1 r a t i n g ; t h a t ' s c o r r e c t . 

2 Q. I n terms of assigning a s a f e t y rank, am I 

3 c o r r e c t t h a t companies are not ranked by Value Line 

4 v i s - a - v i s t h e i r peers but r a t h e r i n terms of a l l 1700 

5 companies t h a t are fo l l o w e d by Value Line? 

6 A. Yes. 

7 Q. So, i n other words, the ranking cuts across 

8 i n d u s t r y l i n e s , does i t not? 

9 A. Yes, i t does. 

10 Q. I b e l i e v e I noted t h a t PP&L's f i n a n c i a l 

11 c o n d i t i o n r a t i n g according t o Value Line was e i t h e r BBB or 

12 BBB+. Do you r e c a l l t h at? 

13 A. Did you say you mentioned that? 

14 Q. I thought I had no t i c e d i t --

15 A. I don't r e c a l l you mentioning i t . 

16 Q. -- i n e i t h e r m a t e r i a l s you had provided t o us or 

17 someone else had, 

18 A. I can look t h a t up. 

19 {Witness perusing documents.) 

20 A. I t ' s B++. 

21 Q. B++? 

22 A. Yes. 

23 Q. How does PP&L f a r e i n terms of Value Line's 

24 t i m e l i n e s s rank? I s i t above average, below average or 

25 average? 
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1 A. I t ' s below average. Not u n l i k e many e l e c t r i c 

2 u t i l i t i e s a t t h i s time. 

3 Q. How o f t e n are these safety ranks reviewed and 

4 revised? 

5 A. Quarterly. I should say the re p o r t s come out 

6 q u a r t e r l y , and I t h i n k d u r i n g t h a t time the analyst w i l l 

7 look and see i f any r e v i s i o n i s requ i r e d . They wouldn't 

8 n e c e s s a r i l y be revised q u a r t e r l y , but any r e v i s i o n would 

9 take place on a q u a r t e r l y basis, i f necessary. 

10 Q. Mr. Baudino, at page 13, and again l a t e r i n your 

11 testimony, --

12 A. Yes, I have t h a t . 

13 Q. you assert t h a t PP&L has increased i t s 

14 business r i s k by proposing what you ch a r a c t e r i z e as an 

15 excessive increase f o r i t s i n d u s t r i a l customers. Do you see 

16 that? 

17 A. I see t h a t I said i t may have increased the 

18 business r i s k . 

19 Q. You agree, do you not, t h a t the rates charged 

20 i n t e r r u p t i b l e customers should r e f l e c t the cost of serving 

21 them? 

22 A. I t h i n k t h a t ' s c o r r e c t . 

23 Q. Have you, y o u r s e l f , made any analysis t o 

24 determine what the cost of service i s t o i n t e r r u p t i b l e 

25 customers? 
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1 A. No, I have not. Mr. Baron of our f i r m addresses 

2 t h a t . 

3 Q. Do you happen t o know how the i n t e r r u p t i b l e 

4 ra t e s proposed by the company i n t h i s case compare t o the 

5 rates t h a t were charged those same customers ten years ago? 

6 A. No. 

7 Q. I n the same answer you r e f e r t o the r i s k of s e l f 

8 generation and bypass. What i s your d e f i n i t i o n of bypass i n 

9 t h i s context? 

10 A. Bypass would r e f e r t o e s s e n t i a l l y bypassing the 

11 company's system and using another s u p p l i e r of e l e c t r i c i t y . 

12 And i n t h i s case i t would be bypassing perhaps the company's 

13 generation. 

14 JUDGE CHRISTIANSON: And i f they used the PP&L 

15 d i s t r i b u t i o n system, probably. 

16 THE WITNESS: I t depends. They would probably s t i l l 

17 continue t o use i t , unless — I mean there may be other 

18 options. 

19 BY MR. GADSDEN: 

20 Q. Who would these other s u p p l i e r s be? 

21 A. I have not made a study of t h a t . I t h i n k the 

22 best witness we have t h a t I would r e f e r you t o would be Mr. 

23 Rooney, f o r Armstrong, who has a c t u a l l y looked at some s e l f 

24 generation and bypass a l t e r n a t i v e s . 

25 Q. Mr. Rooney i s the gentleman from Armstrong World 
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1 I n d u s t r i e s ? 

2 MR. KLEPPINGER: Yes; t h a t ' s c o r r e c t . 

3 THE WITNESS: Yes. 

4 JUDGE CHRISTIANSON: Yes. I t h i n k he had testimony 

5 about forming a l o c a l municipal e n t i t y . I was going t o say 

6 a u t h o r i t y , but I don't t h i n k a u t h o r i t i e s can do e l e c t r i c , i f 

7 I remember c o r r e c t l y . 

8 BY MR. GADSDEN: 

9 Q. Mr. Baudino, am I c o r r e c t t h a t f o r purposes of 

10 t h i s proceeding you r e l i e d e x c l u s i v e l y on the discounted 

11 cash flow i n developing your eq u i t y recommendation? 

12 A. Yes. 

13 Q. I n your response t o our I n t e r r o g a t o r y Set I I , 

14 No. 11, you i n d i c a t e d , d i d you not, t h a t you had u t i l i s e d 

15 the r i s k premium method i n the past but discontinued i t s use 

16 i n 1992? 

17 A. Yes. That r i s k premium was a c t u a l l y based on a 

18 DCF analysis of a comparison group of companies, the r i s k 

19 premium from which would be applied t o the subject company's 

20 bond y i e l d . 

21 Q. Do you r e c a l l p a r t i c i p a t i n g i n a 1993 proceeding 

22 regarding Arkansas Louisiana Gas Company? 

23 A. Yes. 

24 Q. Based on my reading of the order i n t h a t case, 

25 you also presented a r i s k premium ana l y s i s there. I s the 
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1 order i n er r o r ? 

2 MR. KLEPPINGER: Mr. Gadsden, would you have the 

3 order there? 

4 MR. GADSDEN: C e r t a i n l y . 

5 THE WITNESS: I r e c a l l the use of a CAPM i n '93 i n 

6 t h a t case. I presented a DCF analysis and a c a p i t a l asset 

7 p r i c i n g model, i f I c o r r e c t l y r e c a l l my testimony i n t h a t 

8 case. 

9 BY MR. GADSDEN: 

10 Q. I apologize t h a t I don't have a complete copy of 

11 the order, but l e t me hand you what I do have, and I've 

12 h i g h l i g h t e d the paragraph t h a t a t t r a c t e d my a t t e n t i o n . 

13 (Document handed t o witness.) 

14 A. Thank you. 

15 (Witness perusing document.) 

16 A. I t h i n k I would l i k e t o answer t h a t . 

17 Q. Sure. 

18 A. I need t o review the testimony, but as I r e c a l l , 

19 the r i s k premium an a l y s i s was one which I looked a t the 

20 r e s u l t i n g r i s k premium from the DCF analysis and determined 

21 t h a t i t was reasonable. I t wasn't a r i s k premium an a l y s i s 

22 as I had presented i t i n '92 and p r i o r t o t h a t . 

23 The ac t u a l numbers t h a t I presented i n t h a t case were 

24 f o r the DCF and the c a p i t a l asset p r i c i n g model, and my 

25 recommendation was based on the DCF. 
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Your r i s k premium study was i n e f f e c t used as a 

check? 

A. Right. 

Q. Mr. Baudino, you f u r t h e r note i n your response 

t o our I n t e r r o g a t o r y Set I I , No. 11, t h a t you r e l i e d 

p r i m a r i l y on the c a p i t a l asset p r i c i n g model i n a 1992 

Ci n c i n n a t i Gas & E l e c t r i c case. Do you r e c a l l that? 

A. P r i m a r i l y d i d you say? I r e l i e d i n p a r t on i t . 

Q. I'm sorry. P a r t i a l l y . 

A. Yes. 

Q. Thank you. 

Am I c o r r e c t t h a t you have also used the CAPM as a 

check i n subsequent proceedings i n v o l v i n g companies such as 

Minnesota Power & L i g h t , Monongahela Power Company and West 

Penn Power Company? 

A. Correct. 

Q. And a l l those testimonies were f i l e d i n 1994; i s 

t h a t correct? 

A. Correct. 

Q. Do you r e c a l l t e s t i f y i n g i n a 1993 Indiana 

Michigan Power Company case t h a t the CAPM was a b a s i c a l l y 

sound model t h a t was f r e q u e n t l y used f o r purposes of 

est i m a t i n g the cost of equity? 

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

Q. Again, I only have the LEXIS version of t h i s . 
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1 This i s an order issued by the Indiana U t i l i t y Regulatory 

2 Commission on November 12, 1993 i n Cause No. 39314, Re: 

3 Indiana Michigan Power Company. Again, I have h i g h l i g h t e d 

4 the p o r t i o n of the order t h a t I'm i n t e r e s t e d i n . 

5 (Document handed t o witness.) 

6 (Witness perusing document.) 

7 A. I t says, "While Mr. Baudino was c r i t i c a l of the 

8 CAPM model, he also acknowledges t h a t i t was a b a s i c a l l y 

9 sound model used f o r the purposes i n e s t i m a t i n g cost of 

10 equity . " 

11 Did you cha r a c t e r i s e t h i s as being '93? 

12 Q. The order was issued i n l93 at l e a s t , according 

13 t o the 

14 A. Right. The testimony was i n '92. A l l I r e c a l l 

15 from t h a t testimony and maybe I could provide you a copy 

16 of t h i s i s t h a t I had a c r i t i c i s m of Mr. Brennan*s 

17 c a p i t a l asset p r i c i n g model i n my testimony. I don't r e c a l l 

18 t h a t I -- t h i s may be the way the Commission characterized 

19 my testimony, but I don't r e c a l l saying t h a t i t was a 

20 b a s i c a l l y sound model. 

21 JUDGE CHRISTIANSON: You might have said, " I t ' s 

22 b a s i c a l l y a sound model, but," and then emphasized the "but" 

23 p a r t I guess. 

24 THE WITNESS: I would need t o see the t r a n s c r i p t , 

25 probably, of my cross-examination, but I don't r e c a l l saying 
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1 t h a t i n the d i r e c t testimony. 

2 BY MR. GADSDEN: 

3 Q. Mr. Baudino, as I understand i t , you appl i e d the 

4 DCF method t o data f o r PP&L, Mr. Moul's barometer group, and 

5 a group which you selected based on the c r i t e r i a t h a t you 

6 set f o r t h on page 22 of your testimony; i s t h a t c o r r e c t ? 

7 A. Yes. 

8 Q. And perhaps I missed i t , but were those analyses 

9 given equal weight or d i d you focus p r i m a r i l y on the 

10 barometer group analyses? 

11 A. I gave them equal weight i n terms of l o o k i n g a t 

12 the r e s u l t s . The a c t u a l recommendation was based on an 

13 average of the PP&L analysis and the barometer group 

u a n a l y s i s , and I noted t h a t the recommendation was at the top 

15 end of the range of the comparison group t h a t I d i d . 

16 Q. You j u s t i n d i c a t e d i n your answer t h a t you gave 

17 equal weight t o the PP&L analysis and the barometer group 

18 a n a l y s i s . 

19 A. I n f o r m u l a t i n g the recommendation, r i g h t . 

20 Q. Which barometer group are you t a l k i n g about? 

21 A. Mr. Moul 1 s. 

22 Q. You d i d not give any weight t o the r e s u l t s of 

23 the barometer group an a l y s i s of the companies t h a t you 

24 selected? 

25 A. I noted t h a t i t was w i t h i n the range, at the top 
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1 end of the range. 

2 Q. Now, i n s e l e c t i n g your barometer group I gather 

3 you d i d not consider generating mix and s p e c i f i c a l l y the 

4 extent t o which a u t i l i t y might r e l y on nuclear power; i s 

5 t h a t c orrect? 

6 A. No, I d i d not do t h a t . The Value Line safety 

7 rank tends t o be a good way t o s e l e c t companies, and they 

8 would tend t o look a t a l l r i s k f a c t o r s p e r t a i n i n g t o a 

9 s p e c i f i c company. So the safety rank would tend t o include 

10 nuclear generation t o the extent the i n v e s t o r s would 

11 consider t h a t an a d d i t i o n a l r i s k t o consider. 

12 Q. There may be some lack of c l a r i t y i n the record 

13 e i t h e r given my question or your answer, but j u s t so we 

14 can -- I understand what you said about the Value Line 

15 safety rank. The question we asked i n discovery was: d i d 

16 Mr. Baudino consider generating mix, and s p e c i f i c a l l y 

17 nuclear generation, i n developing the s e l e c t i o n c r i t e r i a ? 

18 Can we agree t h a t your answer was no? 

19 A. Oh, sure, I ' l l agree t o t h a t . 

20 Q. On page 23 you i n d i c a t e t h a t i t ' s been your 

21 general p r a c t i c e t o use s i x months of data i n c a l c u l a t i n g an 

22 average dividend y i e l d ; i s t h a t correct? 

23 A. Yes. 

24 Q. Have there been occasions when you've used more 

25 or less than s i x months? 
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1 A. Yes. 

2 Q. Mr. Baudino, do you have an estimate of the r a t e 

3 of i n f l a t i o n over the next several years? 

4 A. The p r o j e c t i o n s I've seen have been between 3 

5 and 4 percent over the next couple of years. 

6 Q. And the growth rates t h a t you've proposed i n 

7 t h i s case are s l i g h t l y less than t h a t ; i s n ' t t h a t correct? 

8 A. I t h i n k i f you look a t the midpoint of the 

9 growth r a t e range, i t would be less than i n f l a t i o n ; t h a t ' s 

10 c o r r e c t . 

11 MR. GADSDEN: That's a l l we have. Your Honor. 

12 JUDGE CHRISTIANSON: Then we can probably pause. You 

13 might want a couple of minutes w i t h your witness. 

14 MR. KLEPPINGER: Yes. 

15 JUDGE CHRISTIANSON: Let's take about f i v e minutes. 

16 Let's be o f f the record. 

17 (Discussion o f f the record.) 

18 JUDGE CHRISTIANSON: Let's be back on the record. 

19 We can proceed then w i t h r e d i r e c t examination. 

20 MR. KLEPPINGER: Thank you, Your Honor. 

21 REDIRECT EXAMINATION 

22 BY MR. KLEPPINGER: 

23 Q. Mr. Baudino, do you r e c a l l Mr. Gadsden's 

24 questions regarding what c r i t e r i a you would l i k e t o see PP&L 

25 meet before assessing the reasonableness of the proposed 
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equ i t y f i n a n c i n g i n August of 1995? 

A. Yes. 

Q. I be l i e v e he alluded t o an i n t e r r o g a t o r y 

response t h a t you had provided a t Set I I , No. 10; do you 

r e c a l l that? 

A. Yes. 

Q. Could you t e l l us what the c r i t e r i a were t h a t 

you l i s t e d i n t h a t i n t e r r o g a t o r y answer? 

A. Yes. I had f o u r c r i t e r i a . The f i r s t was 

demonstrate t h a t the proposed e q u i t y f i n a n c i n g i s 

economical; two, demonstrate t h a t the e q u i t y f i n a n c i n g i s 

unrela t e d t o the c r e a t i o n of the h o l d i n g company, PP&L 

Resources; t h r e e , demonstrate t h a t the proposed eq u i t y 

issuance i s not a temporary t i m i n g d i f f e r e n c e f o r purposes 

of i n f l a t i n g the revenue requirement i n t h i s proceeding; and 

fo u r , v e r i f y t h a t the proposed eq u i t y issuance has a c t u a l l y 

taken place. 

MR. KLEPPINGER: Thank you, Mr. Baudino. 

That's a l l I have, Your Honor. 

JUDGE CHRISTIANSON: I would guess there's no f o l l o w -

up. 

Anything from the company? 

MR. GADSDEN: Just one. 
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1 RECROSS-EXAMINATION 

2 BY MR. GADSDEN: 

3 Q. Mr. Baudino, your f i r s t c r i t e r i o n , demonstrating 

4 t h a t the proposed e q u i t y f i n a n c i n g i s economical, what kind 

5 of p r e s e n t a t i o n do you a n t i c i p a t e w i t h respect t o t h a t one? 

6 A. From the company? 

7 Q. Yes. 

8 A. I don't know. 

g Q. You don't know what the company would have t o 

10 present i n order t o s a t i s f y t h a t c r i t e r i o n ? 

11 A. No, I have some ideas of what i t could present. 

12 I thought your question was what do I a n t i c i p a t e from the 

13 company. 

14 Q- No. 

15 A. And I d i d n ' t know what the company was --

16 Q. No. I'm j u s t t r y i n g t o get a b e t t e r handle on 

17 what your t e s t i s . 
v 

18 A. My t e s t would be t h a t the company would show 
o 

19 t h a t there i s some b e n e f i t t o the ratepayers and t o the 

20 company through t h i s e q u i t y f i n a n c i n g , being savings i n the 

21 cost of c a p i t a l , both debt and lower cost of eq u i t y ; t h a t 

22 th e r e would be some b e n e f i t f o r the a d d i t i o n a l cost, i n 

23 other words, t h a t the company i s asking t o include i n t h i s 

24 case . 

25 MR. GADSDEN: T h a t ' s f i n e . Thank y o u . 
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JUDGE CHRISTIANSON: Any foll o w - u p on that? 

MR. KLEPPINGER: No, Your Honor. 

JUDGE CHRISTIANSON: Then the witness i s excused. 

(Witness excused.) 

JUDGE CHRISTIANSON: We might as w e l l get s t a r t e d 

w i t h Mr. Kahal. 
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W h e r e u p o n , 

MATTHEW I . KAHAL 

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

JUDGE CHRISTIANSON: Proceed, counsel. 

MS. KENNEY: Your Honor, pursuant t o discussions w i t h 

Mr. Gadsden, i t i s my understanding Mr. Kahal w i l l be 

crossed on OCA Statement 1 i n the morning and then OCA 

Statement 2 i n the afternoon. 

Your Honor, at t h i s time I would l i k e t o have them 

both marked f o r i d e n t i f i c a t i o n . 

JUDGE CHRISTIANSON: Fine. 

MS. KENNEY: Your Honor, I would l i k e t o have marked 

f o r i d e n t i f i c a t i o n as OCA Statement No. 1 the d i r e c t 

testimony of Matthew I . Kahal on f a i r r a t e of r e t u r n and 

nuclear decommissioning t r u s t fund earnings. Also, I would 

l i k e t o have marked as OCA Statement No. 2 the a d d i t i o n a l 

d i r e c t testimony of Matthew I . Kahal on capacity issues. 

I would note f o r the record t h a t t h i s testimony has 

been provided i n both a p r o p r i e t a r y and non-proprietary 

form. The p r o p r i e t a r y form i s i n a red cover and has been 

sealed, and the non-proprietary form i s i n the grey cover, 

and the m a j o r i t y of the p a r t i e s were provided w i t h the non­

p r o p r i e t a r y m a t e r i a l . 

I would note t h a t we have had some discussions w i t h 

the company about the c o n t i n u i n g p r o p r i e t a r y nature of the 
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•testimony, but at t h i s time we w i l l continue t o t r e a t t h i s 

m a t e r i a l as p r o p r i e t a r y and we w i l l continue those 

discussions w i t h the company. 

(Whereupon, the documents were marked 

as OCA Statement No. 1 and OCA 

Statement No. 2 f o r i d e n t i f i c a t i o n . ) 

DIRECT EXAMINATION 

BY MS. KENNEY: 

Q. Mr. Kahal, could you please s t a t e your business 

address f o r the record? 

A. I t i s Exeter Associates, 12510 P r o s p e r i t y Drive, 

S i l v e r Spring, Maryland, 20904. 

Q. Mr. Kahal, do you have before you copies of your 

prepared, p r e f i l e d d i r e c t testimony i n t h i s case, OCA 

Statement No. 1 c o n s i s t i n g of 60 pages of questions and 

answers and Schedules MIK-1 through MIK-10 and OCA Statement 

2 c o n s i s t i n g of 30 pages of questions and answers and 

Schedules MIK-11 through MIK-15? 

A. Yes, I do. 

Q. Was t h i s testimony and were these schedules 

prepared by you or under your d i r e c t supervision? 

A. They were. 

Q. I would note t h a t OCA Statement No. 2, pages 23 

through 26 and Schedule MIK-15 have been designated as 

p r o p r i e t a r y . I s t h a t correct? 
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A. That's c o r r e c t . 

Q. Do you have any a d d i t i o n s , c o r r e c t i o n s or 

mo d i f i c a t i o n s t o make t o your testimony or schedules a t t h i s 

time? 

A. Yes, I do. I n OCA Statement No. 1, Schedule 

MIK-4, page 1, t h i s provides a l i s t i n g of dividend y i e l d s 

f o r Mr. Moul's group of companies. The f i r s t company i s the 

Allegheny Power System. As of September, 1994, I be l i e v e 

the schedule l i s t s i t s dividend y i e l d as 27.79 percent. 

That i s a b i t of an exaggeration. The dividend y i e l d i n 

f a c t i s 7.79 percent. I t i s a typo g r a p h i c a l e r r o r . 

That i s the only c o r r e c t i o n I have. 

Q. And does t h a t c o r r e c t i o n make any changes t o the 

conclusions on t h a t schedule? 

A. No. I t i s s t r i c t l y a typ o g r a p h i c a l e r r o r . I t 

d i d n ' t enter i n t o any of the other c a l c u l a t i o n s . 

Q. Subject t o t h i s c o r r e c t i o n , are the testimony 

and schedules i n OCA Statements 1 and 2 t r u e and c o r r e c t t o 

the best o f your knowledge, i n f o r m a t i o n and b e l i e f ? 

A. Yes. 

Q. I f I were t o ask you these same questions today 

under oath, would your answers be the same? 

A. They would. 

MS. KENNEY: Your Honor, we ask t h a t Mr. Kahal's 

testimony marked f o r i d e n t i f i c a t i o n as OCA Statements 1 
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and 2 and Schedules MIK-1 through MIK-15 be admitted i n t o 

evidence subject t o cross-examination and any t i m e l y motions 

by opposing counsel. 

JUDGE CHRISTIANSON: Yes. Under the standard 

c o n d i t i o n s . Statement 1 and Statement 2 w i t h the 

accompanying schedules are now accepted i n t o the record. 

(Whereupon, the documents marked as 

OCA Statement No. 1 and OCA 

Statement No. 2 were received i n 

evidence.) 

MS. KENNEY: Your Honor, a l l p a r t i e s and Your Honor 

were p r e v i o u s l y provided w i t h copies of Mr. Kahal's 

testimony. I would note t h a t only a couple of the p a r t i e s 

d i d receive the p r o p r i e t a r y version and I bel i e v e Your Honor 

has also received the p r o p r i e t a r y v e r s i o n of t h a t testimony. 

JUDGE CHRISTIANSON: Yes; and I've broken the seal on 

my copy. 

MS. KENNEY: And we have also provided complete 

copies of Mr. Kahal's testimony t o the co u r t r e p o r t e r . Mr. 

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

JUDGE CHRISTIANSON: And again, j u s t on Statement 1 

at t h i s p o i n t . And the company may proceed. 

MS. KENNEY: Oh, Your Honor. I would note, as a 

housekeeping matter, p a r t i c u l a r l y i n OCA Statement No. 2, 

t h a t a t t h a t time Mr. Kahal's testimony noted t h a t 
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supplemental testimony would be f i l e d i n response t o 

outstanding data requests and t h a t we are s t i l l w a i t i n g f o r 

the PPSL 10-K f o r 1994 and 1995 Annual Resource Planning 

Report. We s t i l l have not received t h a t i n f o r m a t i o n , so 

th e r e f o r e , there s t i l l may be a supplement t o t h a t 

testimony. 

JUDGE CHRISTIANSON: I remember ARPR. That brings 

back memories of NUG l i t i g a t i o n , not fond memories I might 

add. 

THE WITNESS: Not f o r any of us. 

JUDGE CHRISTIANSON: But t h a t i s noted f o r the 

record. 

MR. GADSDEN: And I would simply note f o r the record 

t h a t the Annual Resource Planning Report i s not due t o be 

f i l e d u n t i l Monday, and t h a t as soon as i t i s , we w i l l make 

i t a v a i l a b l e t o the Consumer Advocate. 

JUDGE CHRISTIANSON: Okay. 

MR. GADSDEN: And the other p a r t i e s . 

MS. KENNEY: Thank you. 

CROSS-EXAMINATION 

BY MR. GADSDEN: 

Q. Mr. Kahal, l i k e Mr. Baudino, you have not 

adopted PP&L's proposed c a p i t a l s t r u c t u r e , have you? 

A. I have made one small m o d i f i c a t i o n t o t h a t 

c a p i t a l s t r u c t u r e . Other than t h a t , I have accepted a l l of 
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the c a p i t a l i z a t i o n numbers. 

Q. As I understand i t , your problem l i e s not w i t h 

the company's proposed e q u i t y issuance provided t h a t i t 

takes place and s a t i s f a c t o r y proof of t h a t i s submitted, but 

r a t h e r r e l a t e s t o the f a c t t h a t Mr. Moul deducted 

approximately $116 m i l l i o n of unamortized losses on debt 

r e a c q u i s i t i o n s from h i s long-term debt balance i n developing 

h i s c a p i t a l s t r u c t u r e r a t i o ? 

A. That's c o r r e c t . That's my only disagreement. 

Q. And t h a t i s the issue t h a t Mr. Baudino alluded 

t o d u r i n g h i s cross-examination; i s t h a t c o r r e c t ? 

A. Yes. I thought he had i n d i c a t e d t h a t he was at 

l e a s t p o t e n t i a l l y i n agreement w i t h t h a t . 

Q. Whereas Mr. Moul subtracted those d o l l a r s out, 

you would add them back i n r e s u l t i n g i n a lower e q u i t y r a t i o 

and a higher debt r a t i o ; i s t h a t correct? 

A. I t h i n k t h a t a more accurate c h a r a c t e r i z a t i o n i s 

simply t h a t I wouldn 1t have subtracted the amount i n the 

f i r s t place. 

Q. You would leave them in? 

A. I would have -- w e l l , i t ' s not a question of 

l e a v i n g them i n . I would have simply used the a c t u a l debt 

balance. I would not have adj usted the debt balance. 

Q. Mr. Kahal, do you know whether t h i s issue has 

ever been p r e v i o u s l y addressed by the Commission? 
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A. I believe i t has. My r e c o l l e c t i o n was t h a t i t 

was addressed i n a National Fuel Gas D i s t r i b u t i o n case. 

Q. And you appeared i n t h a t case, d i d you not? 

A. Yes, I d i d . 

Q. Do you r e c a l l the outcome o f t h a t case? 

A. There was more than one case, and at t h i s p o i n t , 

we're pushing very hard on memories, but my r e c o l l e c t i o n was 

i n the f i r s t case where i t was presented I opposed i t and i t 

was disallowed. I n the -- and I don't know whether t h i s was 

the very next case or some cases subsequent where i t was 

presented and then i t was accepted. So i n one case i t was 

not accepted and i n another case i t was accepted. 

Q. Did you p a r t i c i p a t e i n the case i n which i t was 

accepted? 

A. I p a r t i c i p a t e d i n -- I be l i e v e I p a r t i c i p a t e d i n 

one o f the cases where i t was accepted. You have t o 

understand t h a t National Fuel Gas has had an awful l o t of 

r a t e cases over the l a s t e i g h t years. 

Q. Could you as an on-the-record data request 

provide us the c i t a t i o n t o the case i n which you be l i e v e 

t h i s adjustment was adopted? 

A. That i s was adopted? 

Q. Yes. 

MS. KENNEY: Your Honor, I would t h i n k t h a t t h a t 

i n f o r m a t i o n i s a matter of p u b l i c record. I t i s obviously 
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i n a Commission Order, and t h a t would be f u l l y a v a i l a b l e t o 

Mr. Gadsden, and Mr. Kahal should not ne c e s s a r i l y be doing 

l e g a l research. 

JUDGE CHRISTIANSON: I agree w i t h t h a t , but maybe he 

can f i n d i t as he s i t s here. I'm not sure. 

Can you reach i t f o r the record? 

THE WITNESS: A c t u a l l y , l e t me take a crack a t t h a t , 

because I do have a l i s t i n g of cases i n which I've t e s t i f i e d 

on r a t e of r e t u r n i n Appendix A. 

JUDGE CHRISTIANSON: Most witnesses do, yes. 

THE WITNESS: And my r e c o l l e c t i o n -- t h i s i s o f f the 

top of my head -- was t h a t i t was probably i n the second NFG 

case i n which I t e s t i f i e d on r a t e of r e t u r n . 

(Witness perusing document.) 

THE WITNESS: I f you have my Appendix A, i f you look 

at page A-4. 

BY MR. GADSDEN: 

Q. I do. 

A. I f y o u ' l l look a t Item No. 56, Docket No. 

R-901670. I'm not sure I can r e a l l y do any b e t t e r than t h a t 

f o r you, Mr. Gadsden, because my own records have my own 

testimony, but I don't r e a l l y keep a l l of the o l d Commission 

Orders. 

JUDGE CHRISTIANSON: So you are nominating t h a t case 

t o be the one? 
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THE WITNESS: Yes. I f you wanted t o search f o r an 

Order, I would recommend lo o k i n g a t t h a t case. 

BY MR. GADSDEN: 

Q. I have t h a t Order, Mr. Kahal, and I have 

reviewed i t . 

Did you present testimony i n any subsequent National 

Fuel Gas D i s t r i b u t i o n cases f o l l o w i n g your appearance at 

Docket R-901670? 

A. I don't know. I t e s t i f i e d i n some Nati o n a l Fuel 

Gas D i s t r i b u t i o n cases on some f o r e c a s t i n g issues, t h a t i s 

sales f o r e c a s t i n g issues, and t h a t wouldn't be p a r t of 

Appendix A, so I couldn't t e l l you o f f the top of my head. 

Q. Does Appendix A capture a l l of your p r i o r 

appearances i n the area of r a t e of return? 

A. I n r a t e of r e t u r n , i t does. 

JUDGE CHRISTIANSON: I've done a couple of NFG cases 

myself, and 1670 sounds f a m i l i a r . 

THE WITNESS: That's the best I can do f o r r i g h t now 

s i t t i n g here. 

MR. GADSDEN: That's f i n e . 

BY MR. GADSDEN: 

Q. Mr. Kahal, on page 12 of your testimony -- you 

can t e l l me when you're there. 

A. Sure. I'm there. 

Q. At l i n e s 20 through 21, you i n d i c a t e t h a t there 
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has been steady improvement so f a r i n 1995 f o r the e l e c t r i c 

u t i l i t y i n d u s t r y ; i s t h a t correct? 

A. Yes. 

Q. I s the evidence of t h a t steady improvement 

d e c l i n i n g dividend y i e l d s or are there other f a c t o r s which 

you had i n mind? 

A. P r i m a r i l y , I was r e f e r r i n g both t o d e c l i n i n g 

i n t e r e s t r a t e s , which obviously are b e n e f i c i a l t o the 

i n d u s t r y , and t o d e c l i n i n g dividend y i e l d s , which i s going 

t o be a proxy f o r r i s i n g stock p r i c e s . 

Q. To the best of your knowledge, has PP&L's 

dividend y i e l d declined i n 1995? 

A. The data t h a t I have a v a i l a b l e run only through 

February of t h i s year. I f you look at Schedule MIK-4, page 

2 of 2, as of December, 1994, the dividend y i e l d was 8.54 

percent. As of February -- and these are averages f o r the 

month -- i t was 8.14 percent. 

Q. Do you know where i t stands today? 

A. Where i t stands today, no. Keep i n mind t h a t I 

am planning on presenting an update i n May at the time of 

the r e b u t t a l hearings, and I would have data at l e a s t 

extending through A p r i l . 

Q. You haven't followed the course of the stock 

duri n g the course of t h i s proceeding? 

A. Not during the course of the proceeding, no. I 
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had planned t o do t h a t as p a r t of the updating process. 

That's probably the most e f f i c i e n t way of l o o k i n g a t i t . 

Q. I apologize f o r jumping around a b i t , Mr. Kahal, 

but i f I could d i r e c t you t o page 29 of your testimony. 

A. Yes. 

Q. Bear w i t h me f o r a moment. 

(Pause. ) 

Q. At l i n e s 13 and 14, you note t h a t "increasing 

wholesale and r e t a i l competition may erode earnings t o some 

degree." Do you see that? 

A. Yes. 

Q. And i n our I n t e r r o g a t o r y Set IV, No. 6, i f you 

could l o c a t e t h a t , we asked the f o l l o w i n g question w i t h 

reference t o t h i s p a r t i c u l a r sentence, and the question was 

as f o l l o w s : "To what extent d i d the prospect of 'increasing 

wholesale and r e t a i l competition' a f f e c t Mr. Kahal's 

determination t h a t 12 percent represented a reasonable 

expected f u t u r e earned r e t u r n on e q u i t y from Mr. Moul's 

barometer group?" 

Your answer reads as f o l l o w s : "Increasing 

competition t h e o r e t i c a l l y might argue f o r a lower ROE than 

12 percent. However, Value Line p r o j e c t s an average ROE of 

12.06 percent, which incorporates Value Line's own 

perception concerning the impact of competition, i f any, on 

p r o f i t a b i l i t y . " 
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Attached t o t h a t response was Value Line's an a l y s i s 

of the so- c a l l e d i n d u s t r i a l composite f o r February the 17th, 

1995; i s t h a t correct? 

A. No. Something got out of order. That was an 

attachment t o some other response, and i t might have gotten 

mislabeled, but i t was not p a r t of the response t o Set IV, 

Item 6, because i f you look a t t h a t response, there i s no 

reference t o an attachment. 

Q. Do you know what the attachment i s supposed t o 

be attached to? 

A. I s i t not labeled? 

Q. I t i s labeled, "Attachment t o Set IV, Item No. 

5," which i s t h i s question and your answer. 

MS. KENNEY: Your Honor --

MR. GADSDEN: We don't need t o waste time on the 

record. Your Honor, i f Mr. Kahal could check t h a t during the 

break and l e t us know. 

MS. KENNEY: I t h i n k he w i l l need t o check w i t h h i s 

attorne y s , who d i d the attachments. 

(Laughter.) 

THE WITNESS: I'm sure we can resolve t h i s . 

JUDGE CHRISTIANSON: Do I sense an element of g u i l t 

i n t h a t sentence? 

MS. KENNEY: The person i s not i n t h i s room, Your 

Honor. 
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( L a u g h t e r . ) 

JUDGE CHRISTIANSON: Was t h i s faxed? 

MR. GADSDEN: We've received hard copies since then. 

JUDGE CHRISTIANSON: Perhaps i t was j u s t a mistake i n 

f i l i n g , but then get back t o Mr. Gadsden sometime. 

THE WITNESS: Yes. I t h i n k we can e a s i l y resolve 

which i n t e r r o g a t o r y t h a t i s an attachment t o . 

BY MR. GADSDEN: 

Q. Mr. Kahal, am I c o r r e c t t h a t l i k e Mr. Baudino 

and Mr. Deardorff, t h a t you, i n developing your e q u i t y 

recommendation, have r e l i e d e x c l u s i v e l y on the DCF method? 

A. For the purposes of the recommendation, yes. 

I've obviously looked a t other methodologies as a way of 

reviewing the company's d i r e c t case. 

Q. Have you also r e l i e d e x c l u s i v e l y on the DCF 

method? 

A. I n the manner i n which I've j u s t described, yes. 

I have looked a t the other methodologies p r i n c i p a l l y f o r 

purposes of eva l u a t i n g the evidence submitted by others, but 

those other methodologies d i d not form the basis of my 

recommendations. 

Q. Do you r e c a l l t e s t i f y i n g i n a recent 

Pennsylvania-American Water Company case t h a t you, quote, 

"would not encourage the Commission t o disregard any 

evidence t h a t i s put before i t " ? 
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A. Yes. I very much b e l i e f t h a t a Commission 

should give a f a i r review of a l l evidence t h a t i s submitted 

before i t . That i s c l e a r l y not the same t h i n g as j u s t 

t a k i n g a l l of the numbers, adding them up, and d i v i d i n g by 

the number of witnesses, though. 

Q. Given the mathematics of t h a t , we would f u l l y 

agree. 

(Laughter.) 

JUDGE CHRISTIANSON: The company would be 

outnumbered. 

MR. GADSDEN: More than s l i g h t l y . 

BY MR. GADSDEN: 

Q. On page 22 of your testimony, you acknowledge 

the assumptions of the DCF method may appear t o be -- and 

I ' l l use your phrase -- "rather r e s t r i c t i v e , " but t h a t i n 

your view the model provides an acceptable approximation of 

r e l i a b i l i t y f o r r e l a t i v e l y s t a b l e companies. 

A. Yes. 

Q. W i l l increased competition or de r e g u l a t i o n i n 

whole or i n p a r t increase or decrease the s t a b i l i t y t h a t 

e l e c t r i c u t i l i t i e s have h i s t o r i c a l l y enjoyed? 

A. You mean i f i t occurs? 

Q. Yes. 

A. I f large scale d e r e g u l a t i o n occurs a t some p o i n t 

i n time i n the f u t u r e such t h a t e l e c t r i c u t i l i t i e s are 
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viewed or operate as competitive f i r m s r a t h e r than as 

regulated monopolies, i t i s q u i t e l i k e l y t h a t t h a t would 

lead t o a re d u c t i o n i n t h e i r f i n a n c i a l s t a b i l i t y , I t h i n k , 

unless they were t o o f f s e t t h a t by making very l a r g e changes 

t o t h e i r c a p i t a l s t r u c t u r e s . 

For example, i f they moved t o a very much higher 

e q u i t y r a t i o , then you might not observe t h a t i n s t a b i l i t y . 

But i f they were t o be financed the way they are now, i n a 

deregulated environment I t h i n k you would l i k e l y see less 

s t a b i l i t y . 

Q. Mr. Kahal, I have a few questions w i t h respect 

t o your a p p l i c a t i o n of the DCF method; and c o r r e c t me i f I'm 

wrong, but as I understand your testimony, you conducted 

t h r e e DCF analyses i n much the same fashion as Mr. Baudino, 

one i n v o l v i n g data f o r PP&L, one i n v o l v i n g data f o r Mr. 

Moul's barometer group, and one i n v o l v i n g data f o r a 

barometer group t h a t you selected. 

A. Yes. 

Q. And am I c o r r e c t t h a t your recommendation i n 

t h i s case i s based i n e f f e c t on an averaging of the r e s u l t s 

f o r the two barometer group company analyses? 

A. E s s e n t i a l l y , t h a t ' s r i g h t . S t r i c t l y speaking, 

the mathematics gave a f i g u r e of 11.0 or s l i g h t l y more than 

11.0 midpoints. I found t h a t i f I had given equal weight t o 

the PP&L stand-alone study, t h a t would have r e s u l t e d i n an 
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average of 11.1; and t o avoid controversy over whether the 

PP&L stand-alone study should have been given equal weight, 

my recommendation i s 11.1. 

I remarked i n my testimony t h a t I f e e l a great deal 

less comfortable w i t h a stand-alone s i n g l e company study. 

Q. I s i t your testimony t h a t a DCF an a l y s i s of PP&L 

data should or should not be given equal weight? 

A. I don't b e l i e v e i t should be given equal weight 

even though t h a t i s c o n s i s t e n t w i t h the 11.1 percent 

recommendation, but gen e r a l l y , I do not b e l i e v e i t r i s e s t o 

the same l e v e l of r e l i a b i l i t y as does a proxy group study. 

Q. Backing up a b i t , Mr. Kahal, t o page 7 of your 

testimony, at page 7 up at the top, you set f o r t h the 

various c r i t e r i a t h a t you u t i l i z e d i n assembling your proxy 

group; i s t h a t c orrect? 

A. Yes. 

Q. The f i r s t f a c t o r noted i s t h a t the u t i l i t y must 

have, quote, " s i g n i f i c a n t nuclear operations." 

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

Q. Do you have a s p e c i f i c percentage i n mind? 

A. Yes. Generally, I cut t h a t of f a t about 10 

percent. I f i t i s less than 10 percent, I would probably 

not include a company as being a nuclear company. I believe 

t h a t a l l of my proxy companies have nuclear operations i n 

excess of 10 percent. 
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Q. Do you be l i e v e t h a t i n v e s t o r s perceive u t i l i t i e s 

w i t h s i g n i f i c a n t nuclear operations as more r i s k y than 

u t i l i t i e s w i t h no nuclear operations? 

A. I have t o answer t h a t i n an a l l else held equal 

context, i f t h a t ' s a l l r i g h t . 

Q. C e r t a i n l y . 

A. I n an a l l else held equal context, the answer i s 

at l e a s t some i n v e s t o r s would perceive i t as being r i s k y , 

and t h e r e f o r e , i t would be reasonable t o consider t h a t as 

being a r i s k f a c t o r . 

Q. The second c r i t e r i o n i s t h a t the u t i l i t y must be 

ra t e d e i t h e r 2 or 3 f o r safety by Value Line; i s t h a t 

c o r r e c t ? 

A. Yes. 

Q. Can we r e f e r t o your Schedule MIK-3, page 3? 

Can we agree t h a t two of the barometer group companies t h a t 

you selected, the Southern Company and Union E l e c t r i c , at 

l e a s t according t o your e x h i b i t , are ranked 1 as f a r as the 

saf e t y r a t i n g ? 

A. Yes. Let me j u s t double-check t h a t . 

(Witness perusing document.) 

A. Yes. Those two do have a No. 1 s a f e t y r a t i n g , 

and i t may have been t h a t they were r a t e d at the 2 l e v e l 

when I i n i t i a l l y began t o put together the group, so t h e i r 

i n c l u s i o n i s r e a l l y i n a d v e r t e n t . 
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Q. Can we agree t h a t your barometer group on 

average employs less leverage than PP&L? 

A. That my group? 

Q. Yes. 

A. I don't want t o r e a l l y quibble w i t h you too 

much. That may be t r u e . What t h i s shows i s t h a t the 

average e q u i t y r a t i o i s 47 percent. This r e f e r s t o the 

common e q u i t y r a t i o . U nfortunately, I don't have the 

p r e f e r r e d stock r a t i o s i n here. 

The PP&L e q u i t y r a t i o i s shown as 43.5 percent. At 

t h i s same p o i n t i n time f o r t h i s r a t e case, i t i s e i t h e r 45 

or 46 percent, so there i s a s l i g h t d i f f e r e n c e w i t h PP&L 

having a s l i g h t l y lower e q u i t y r a t i o . 

One of the d i f f i c u l t i e s i s t h a t many analysts also 

look at off-balance sheet leverage o b l i g a t i o n s , which i s not 

fa c t o r e d i n t o these Value Line numbers. When you're dealing 

w i t h a close c a l l l i k e t h i s and you may have l e f t some 

important t h i n g s out, i t ' s a l i t t l e hard t o be d e f i n i t i v e . 

The only t h i n g I can say i s t h a t i t i s possible t h a t PP&L 

may be s l i g h t l y more leveraged than the average company i n 

t h i s group. 

Q. Jumping forward t o the bottom of page 24 of your 

testimony, you express some disagreement w i t h Mr. Moul's 

exclusion of u t i l i t i e s t h a t cut t h e i r dividends i n the past. 

S p e c i f i c a l l y , I'm r e f e r r i n g t o the sentence which runs over 
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t o the top of page 25. Do you see that? 

A. Yes. 

Q. And I gather i t i s your p o s i t i o n t h a t , provided 

the u t i l i t y d i d not cut i t s dividend w i t h i n the past two 

years, t h a t i t i s okay t o u t i l i z e i t f o r barometer group 

purposes? 

A. That's r i g h t . I'm suggesting t h a t there ought 

t o be a s t a t u t e of l i m i t a t i o n s on dividend reductions. 

Q. How about a u t i l i t y t h a t may have cut i t s 

dividend i n three of the l a s t f i v e years? Do you t h i n k t h a t 

i s an appropriate candidate f o r the barometer group? 

A. You mean had three cuts w i t h i n the l a s t f i v e 

years? 

Q. Yes. 

A. I t ' s not obvious t o me t h a t i f i t has not cut 

i t s dividend w i t h i n the past two years t h a t you could not 

apply the DCF model t o such a company, because a f t e r a l l , 

what you're i n t e r e s t e d i n i s what the prospective dividend 

growth i s , so I would not a u t o m a t i c a l l y toss out a company 

i f i t s l a s t dividend r e d u c t i o n took place several years ago, 

such as three or four years ago; and I b e l i e v e t h a t has been 

the p o s i t i o n of the Federal Regulatory Commission as w e l l . 

Q. Do you know whether any of your barometer group 

companies have cut t h e i r dividend three times i n the l a s t 

f i v e years? 
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A. Three cuts i n the l a s t f i v e years? No, I don't 

know t h a t any have. I t would take me a few minutes t o check 

t h a t . 

Q. Do you have a Value Line sheet f o r Midwest 

Resources? 

A. I do. 

Q. There i s a l i n e on the Value Line sheet s t y l e d , 

"Dividend Declared Per Share." Do you see t h a t one? 

A. Yes. 

Q. Can we agree t h a t s t a r t i n g i n 1989, the f i g u r e s 

read $1.59; 1990, $1.32; 1991, $1.56; 1992, $136; 1993, 

$1.16; and 1994, again, $1.16? 

A. Yes. 

Q. I s t h a t what i t shows? 

A. Yes. That's an unusual h i s t o r i c p a t t e r n . 

During t h a t time period, Midwest Resources was involved i n 

some merger a c t i v i t y . I don't know whether t h a t accounts 

f o r i t . One p o s s i b i l i t y i s t h a t there may have been some 

ki n d of a s p e c i a l dividend paid out i n 1991, and t h a t 

obviously would be unimportant f o r prospective purposes. 

And i f t h a t was the case, other than the f a c t t h a t 

there was a r e d u c t i o n i n the dividend between 1989 and 1990 

and i t appears another small dividend r e d u c t i o n i n 1992, 

there i s nothing e x t r a o r d i n a r y about t h i s t h a t would t r o u b l e 

me f o r DCF purposes. 
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Q. I understand. Have there been many e l e c t r i c 

u t i l i t i e s t h a t have cut t h e i r dividend three times i n the 

l a s t f i v e years? 

A. No, there have not, and I'm not saying t h a t 

Midwest Resources has e i t h e r . As I said, the f i g u r e i n 1991 

may have been a s p e c i a l dividend payment such as a stock 

dividend t o shareholders. So I wouldn't take t h i s as an 

i n d i c a t i o n t h a t there have been three cuts i n the dividend. 

Q. Can we agree t h a t your barometer group also 

includes a company f o r which Value Line at l e a s t i s 

p r o j e c t i n g w i l l experience negative earnings growth over the 

next f i v e years on a normalized basis? I would r e f e r you t o 

Schedule MIK-6, page 5. I s t h a t what i t shows f o r D e t r o i t 

Edison? 

A. Yes; and t h i s i s a wonderful example of why i t 

i s u s e f u l t o use a f a i r l y l a rge proxy group, because those 

kinds of aberrations disappear i n the averaging when you 

have a l a r g e proxy group. 

The r e s u l t s f o r D e t r o i t Edison have very, very l i t t l e 

e f f e c t on the averages. 

Q. Mr. Kahal, your recommended e q u i t y allowance i n 

t h i s case i s 11.1 percent, as you i n d i c a t e d p r e v i o u s l y ; i s 

t h a t correct? 

A. Yes. 

Q. What i s Value Line p r o j e c t i n g t h a t Mr. Moul's 
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barometer group or your barometer group w i l l a c t u a l l y earn 

on book e q u i t y over the next f i v e years? Do you have those 

figur e s ? 

A. By over the next f i v e years, I t h i n k t h a t you 

mean f i v e years hence, not the average f o r the next f i v e 

years, because the i n f o r m a t i o n I have i s the earned ROE i n 

the l a t e 1990s. 

Q. What f i g u r e do you have t o give me on that? 

A. For my own proxy group, i t i s 12.27 percent i s 

the average; and f o r Mr. Moul 1s companies, the average i s 

12.06; and I guess t o be complete, I would p o i n t out t h a t 

f o r Pennsylvania Power & L i g h t , i t i s 11.5 percent. 

Q. I n h i s d i r e c t testimony, Mr. Moul expressed 

various concerns regarding the DCF method, and you respond 

t o those concerns roughly at pages 38 t o 44 of your 

testimony. I s p e c i f i c a l l y d i r e c t you t o page 40, where you 

address Mr. Moul's c i r c u l a r i t y argument. 

I n the paragraph t h a t begins on l i n e 7, you c i t e a 

s i t u a t i o n where i n v e s t o r s become convinced, t o use your 

phrase, t h a t the u t i l i t y would receive an adverse r e g u l a t o r y 

d e c i s i o n . Do you see that? 

A. Yes. 

Q. And you i n d i c a t e t h a t i f t h a t happens, 

presumably i n v e s t o r s would b i d the p r i c e of the stock down, 

thereby incr e a s i n g the dividend y i e l d and the i n d i c a t e d DCF 
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cost of e q u i t y ; i s t h a t c orrect? 

A. Yes. 

Q. At what p o i n t i n the process do you t h i n k 

i n v e s t o r s would become convinced t h a t an adverse r e g u l a t o r y 

d e c i s i o n would take place? 

A. What process? 

Q. Ratemaking process. 

A. At what p o i n t i n the process? 

Q. Yes. 

A. I would say i n most cases i t would be when a 

Commission issues a F i n a l Order. That would be the more 

t y p i c a l case. There could be cases where they may become 

convinced before a r e g u l a t o r y order i s issued, but t h a t 

would probably be less t y p i c a l . 

Q. So you're not suggesting i n t h i s p a r t i c u l a r 

example t h a t the f a l l i n g p r i c e stock and the r i s i n g dividend 

y i e l d and the increased DCF cost of e q u i t y would somehow get 

r e f l e c t e d i n the Commission's Order i t s e l f ? 

JUDGE CHRISTIANSON: You're t a l k i n g about s o r t of a 

s e l f - f u l f i l l i n g prophecy? 

THE WITNESS: Well, p a r t of the problem i s t h a t I 

t h i n k t h a t the t y p i c a l a p p l i c a t i o n of the DCF model i s t o 

proxy companies r a t h e r than the subject company i t s e l f . So 

one i s going t o be loo k i n g at data f o r a whole group of 

companies t h a t somehow are r e p r e s e n t a t i v e o f the operations 
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of the subj ect u t i l i t y ; and adverse r e g u l a t o r y decisions 

t h a t might have a f f e c t e d those companies are going t o be 

r e f l e c t e d i n the stock p r i c e s . 

BY MR. GADSDEN: 

Q. But i f , f o r example, i n v e s t o r s perceived , f o r 

whatever u n j u s t i f i e d reason, t h a t PP&L would receive an 

adverse r e g u l a t o r y d e c i s i o n i n t h i s case and b i d i t s p r i c e 

down and i t s y i e l d up e i t h e r today, tomorrow or a t some 

p o i n t i n the next several months, t h a t development would not 

be r e f l e c t e d i n your DCF an a l y s i s , would i t , t o the extent 

t h a t you've r e l i e d on barometer group company data and not 

PP&L s p e c i f i c data? 

A. That would be t r u e i f you assume t h a t some 

adverse r e g u l a t o r y d e c i s i o n would make the proxy companies 

t h a t I have selected or t h a t Mr. Moul has selected no longer 

r e p r e s e n t a t i v e , i f t h a t ' s the case. I n other words, t h a t 

would suggest t h a t we erred i n the s e l e c t i o n of our proxy 

companies. 

However, I t h i n k t h a t the only t h i n g t h a t we can go 

on are the published and a v a i l a b l e r i s k i n d i c a t o r s t h a t are 

a v a i l a b l e t o the i n v e s t i n g p u b l i c such as bond r a t i n g , the 

published beta, something l i k e the Value Line s a f e t y 

ranking. 

You know, i t i s t r u e t h a t I t h i n k i n any r a t e case on 

any issue, whether i t i s r a t e of r e t u r n or anything else. 
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we're l i m i t e d t o the record evidence, and i t i s obviously 

d i f f i c u l t , i f not improper, f o r the Commission t o be basing 

i t s p o s i t i o n on post-record evidence; and c l e a r l y , the 

Commission, even i f i t wanted t o , couldn't in c o r p o r a t e 

evidence t h a t became a v a i l a b l e a f t e r i t ' s Order was issued. 

Q. Quite r i g h t . Now, Mr. Kahal, on page 41 of your 

testimony a t l i n e s 4 through 5, you r e f e r t o an alle g e d 

concern on Mr. Moul's p a r t t h a t the a p p l i c a t i o n of the DCF 

method t o an o r i g i n a l cost r a t e base w i l l not s u s t a i n the 

stock p r i c e a t , quote, " i t s l o f t y l e v e l . " Do you see that? 

A. Yes. 

Q. And when we asked you i n our I n t e r r o g a t o r y Set 

IV, No. 12 t o define what you mean by " l o f t y l e v e l , " you 

r e f e r r e d t o a 50 percent premium, d i d you not? 

A. I r e f e r r e d t o a 50 percent premium as an 

example. What my i n t e r r o g a t o r y said i s t h a t there i s no 

precise d e f i n i t i o n of what the term " l o f t y l e v e l " means, and 

I was not i n t e n d i n g t o imply t h a t there was a precise 

d e f i n i t i o n of the term " l o f t y . " 

Q. I s i t your testimony t h a t PP&L's stock i s 

c u r r e n t l y t r a d i n g a t a l o f t y l e v e l ? 

A. I f you mean c u r r e n t l y today, I don't know what 

the stock p r i c e i s today. 

Q. Do you have a f i g u r e which you can give us as t o 

PP&L's book value? 
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A. I have a f i g u r e of PP&L's book value -- do you 

mean per share? 

Q. Correct. 

A. -- at December, 1994; and t h a t f i g u r e i s $16.55. 

The estimate f o r 1995 i s $17.10. So I assume the book value 

i s somewhere between those two f i g u r e s c u r r e n t l y . 

Q. Would you accept subject t o check t h a t PP&L's 

stock has traded w i t h i n the l a s t several weeks i n the $18.50 

range? 

A. Sure. I would accept t h a t . I t h i n k i f t h a t i s 

t r u e , t h a t completely undercuts Mr. Moul's argument. 

Q. Mr. Kahal, i s i t your p o s i t i o n t h a t the proper 

a p p l i c a t i o n o f the DCF method w i l l not r e s u l t i n an 

understatement of a u t i l i t y ' s cost of c a p i t a l ? 

A. Could you repeat t h a t , please? 

Q. Sure. I s i t your p o s i t i o n t h a t i f the DCF 

method i s p r o p e r l y applied, i t w i l l not r e s u l t i n an 

understatement of a u t i l i t y ' s cost of e q u i t y c a p i t a l ? 

A. No. I t i s my p o s i t i o n t h a t the DCF model, i f 

p r o p e r l y applied, w i l l r e s u l t i n a reasonable estimate of 

the cost of e q u i t y , but t h a t ' s a l l i t ever i s i s an 

estimate. I t ' s not a precise measurement. 

Q. You t e s t i f i e d r e c e n t l y i n a Commonwealth Edison 

Company case, d i d you not? 

A. Yes. 
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Q. Have you had an o p p o r t u n i t y t o review the F i n a l 

Order i n t h a t case which was issued i n January? 

A. I have seen the F i n a l Order, yes. 

Q. And i s i t your understanding of t h a t Order t h a t 

the I l l i n o i s Commerce Commission r e j e c t e d your presentation 

as w e l l as t h a t of c e r t a i n other witnesses on the grounds 

t h a t the DCF anal y s i s understated Commonwealth Edison's cost 

of equity? 

A. What the Commission i n d i c a t e d i n i t s Order i s 

t h a t the DCF estimate t h a t I presented and t h a t the Attorney 

General presented and a witness f o r the i n d u s t r i a l group 

presented underestimated what the Commission believed t o be 

the cost of e q u i t y . The Commission also s t a t e d i n t h a t 

Order t h a t the DCF studies of the company witnesses 

overstated the cost of eq u i t y . You might c a l l t h i s a 

Goldilocks Order; t h a t i t was somewhere i n the middle. 

The Commission d i d accept the anal y s i s of the 

Commission s t a f f i n t h a t case. E s s e n t i a l l y , the d i f f e r e n c e 

between my analysis and t h a t of the Commission s t a f f w i t h 

regard t o DCF i s t h a t the Commission s t a f f used a q u a r t e r l y 

compounding model which the I l l i n o i s Commission accepts, 

whereas I used I t h i n k what would be c a l l e d the standard 

model, such as the model t h a t i s used by a l l of the 

witnesses i n t h i s case. 

That was r e a l l y the only m a t e r i a l d i f f e r e n c e i n our 
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DCF r e s u l t s . 

Q. Just f o r my c u r i o s i t y , could you e x p l a i n t o me 

the reference t o a Goldilocks decision? 

A. Yes. By Goldilocks d e c i s i o n means some of the 

numbers are too high, some of the numbers are too low, and 

the one i n the middle i s j u s t r i g h t . 

Q. Ah, the three bears? 

A. The three bears, yes. 

Q. Okay. Mr. Kahal, beginning at page 45 of your 

testimony, you o f f e r various c r i t i c i s m s i n Mr. Moul's 

an a l y s i s , and more s p e c i f i c a l l y , a t pages 47 t o 48, you 

describe an a l t e r n a t i v e form of r i s k premium ana l y s i s which 

you performed; i s t h a t correct? 

A. Yes. 

Q. And as I understand, t h a t a l t e r n a t i v e approach 

s t a r t s w i t h a DCF-derived e q u i t y cost r a t e and subtr a c t s out 

contemporaneous bond y i e l d s t o d e r i v e a r i s k premium. 

A. Yes. 

Q. I n what respects i s t h i s p a r t i c u l a r approach 

d i f f e r e n t , i f you know, than those t h a t were presented t o 

and c o n s i s t e n t l y r e j e c t e d by the Commission i n the l a t e 

1970s and e a r l y 1980s? 

A. I would say t h a t the main d i f f e r e n c e i s t w o f o l d . 

One i s t h a t a number of the r i s k premium studies t h a t have 

been r e j e c t e d by t h i s Commission have been analyses or r i s k 
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premium analyses t h a t have been based upon h i s t o r i c , a f t e r -

t h e - f a c t r e a l i z e d r e t u r n s and encountering the problem t h a t 

r e t u r n s r e a l i z e d a f t e r the f a c t are not the same t h i n g as 

req u i r e d r e t u r n s . 

I b e l i e v e another problem i s t h a t some of the r i s k 

premium studies t h a t have been presented and r e j e c t e d have 

encountered the problem of j u s t using very o l d data or i n 

f a c t even n o n - u t i l i t y data. Even the studies t h a t don't 

r e l y on required r e t u r n s very o f t e n are based upon 

i n f o r m a t i o n from the '60s or '70s or perhaps even the e a r l y 

'80s. 

This study I t h i n k i s much more c u r r e n t than most 

t h a t have been presented, and i t i s based e x c l u s i v e l y on 

e l e c t r i c u t i l i t y data. I t h i n k those are the major 

d i f f e r e n c e s . 

Q. Are you aware t h a t i n the e a r l y t o mid '80s, 

t h i s Commission time a f t e r time repeatedly r e j e c t e d r i s k 

premium studies t h a t used a DCF-derived cost of e q u i t y as 

the s t a r t i n g point? 

A. I don't know t h a t much r e a l l y about e l e c t r i c 

u t i l i t y r a t e decisions, r a t e of r e t u r n decisions during t h a t 

time period. That was somewhat before my time, but I t h i n k 

i t i s important t o keep i n mind, Mr. Gadsden, t h a t I'm not 

advocating t h i s e i t h e r . I t h i n k t h a t the DCF evidence i s 

superior t o t h i s r i s k premium study t h a t i s shown on 
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page 4 8 . 

Q. I understand, Mr. Kahal. You've made t h a t 

p e r f e c t l y c l e a r . 

Now, your s t a r t i n g p o i n t i s the benchmark or generic 

e q u i t y r e t u r n r a t e f i x e d by FERC during the period 1985 t o 

'91; i s t h a t correct? 

A. Yes. 

Q. Are you aware of any case adjudicated during 

t h a t six-year period i n which FERC's e q u i t y allowance was 

a c t u a l l y set at the benchmark rate? 

A. Exactly a t the benchmark rate? 

Q. Yes. 

A. No, but I r e a l l y haven't followed very many 

e l e c t r i c r a t e of r e t u r n cases at FERC. The few t h a t I've 

been involved i n involved the pre s e n t a t i o n of new evidence, 

new DCF evidence. 

The only t h i n g I can t e l l you i s t h a t the FERC has 

c o n s i s t e n t l y r e l i e d on the DCF method f o r making r a t e of 

r e t u r n determinations. 

Q. So s i t t i n g here today, you can't c i t e us a case 

i n which the benchmark r a t e was a c t u a l l y u t i l i z e d or where 

the e q u i t y allowance was a c t u a l l y set a t the benchmark rate? 

A. Yeah. I don't know whether t h a t i s the case or 

not. The only t h i n g t h a t I can t e l l you i s t h a t the FERC 

believes i n r a t e cases i t i s proper t o take i n t o account 
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i n d i v i d u a l company r i s k c h a r a c t e r i s t i c s . The benchmark i s 

an industry-wide f i g u r e and t h e r e f o r e obviously does not. 

Q. At pages 49 through 53, you discuss Mr. Moul's 

CAPM an a l y s i s , and at page 52, you make reference t o the 

i n d u s t r i a l composite and i n d i c a t e t h a t t h i s group includes 

t h r e e - f o u r t h s of a l l i n d u s t r i e s covered by Value Line. 

A. Yes. 

Q. Can we agree t h a t the i n d u s t r i a l composite also 

encompasses less than one-half of the companies covered by 

Value Line? 

A. I don't know i f i t i s l e s s . I t h i n k i t i s on 

the order of about one-half. I t c e r t a i n l y accounts f o r the 

vast m a j o r i t y of assets. I t h i n k i t i s f a i r t o describe the 

i n d u s t r i a l composite as being corporate America excluding 

the u t i l i t y sector and the f i n a n c i a l services sector. 

Q. Returning t o the infamous Set IV, No. 6, where 

you d i d provide us the i n d u s t r i a l composite write-up, can we 

confirm t h a t a t l e a s t t h a t i n d i c a t e s t h a t the composite 

c o n s i s t s of 810 companies? 

A. Yes. 

Q. Value Line covers or f o l l o w s approximately 1700; 

i s t h a t c orrect? 

A. Yes; and the exclusions are as I've described i n 

my testimony. 

Q. Mr. Kahal, you have o f f e r e d testimony and 
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continue t o o f f e r testimony i n r a t e cases i n v o l v i n g a 

v a r i e t y of d i f f e r e n t types of f i x e d u t i l i t i e s ; i s t h a t 

c o r r e c t ? 

A. Yes. 

Q. How would you rank the d i f f e r e n t f i x e d u t i l i t y 

groups i n terms of r e l a t i v e r i s k or cost of equity? 

A. Any response I 'd have t o give you would be a 

g e n e r a l i z a t i o n . 

Q. I'm happy w i t h t h a t answer. 

A. As a g e n e r a l i z a t i o n , I would rank them as water 

u t i l i t i e s being the l e a s t r i s k y . T r a d i t i o n a l l y , next would 

come e l e c t r i c u t i l i t i e s , and then, f o l l o w i n g t h a t , gas 

d i s t r i b u t i o n u t i l i t i e s . However, at the present time I 

don't know i f I can make a d i s t i n c t i o n between e l e c t r i c and 

gas d i s t r i b u t i o n . That may be too close t o c a l l . 

Following t h a t would be gas p i p e l i n e companies, and 

then, f o l l o w i n g t h a t , telephone u t i l i t i e s . 

MR. GADSDEN: I t h i n k t h a t ' s a l l we have f o r Mr. 

Kahal, Your Honor. 

JUDGE CHRISTIANSON: Okay. Then l e t ' s be o f f the 

record f o r a l i t t l e b i t . 

(Recess.) 
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JUDGE CHRISTIANSON: Let's be back on the record, 

then- I understand there i s some r e d i r e c t , and counsel may 

proceed. 

MS. KENNEY: Thank you. Your Honor. 

REDIRECT EXAMINATION 

BY MS. KENNEY: 

Q. Mr. Kahal, you may r e c a l l a t the beginning of 

the cross, there was some confusion over an attachment t h a t 

had been marked as an attachment t o OCA Set IV, No. 6. 

During the recess, were you able t o determine what 

i n t e r r o g a t o r y t h a t package should have been attached to? 

JUDGE CHRISTIANSON: With the able assistance of 

counsel, I suspect. 

THE WITNESS: That's a b s o l u t e l y c o r r e c t . With the 

able assistance of counsel, the two of us were able t o solve 

the mystery. 

That attachment goes t o Set I I I , Item 6. So i t was 

i n a d v e r t e n t l y marked as Set IV r a t h e r than Set I I I . 

1 BY MS. KENNEY: 

Q. Also, Mr. Kahal, Mr. Gadsden had asked you t o 

gen e r a l l y , as I r e c a l l , give a ranking of u t i l i t i e s i n terms 

of r i s k , and you d i d provide such a ranking. 

What was the basis f o r the ranking t h a t you provided? 

A. When I provided t h a t ranking t o Mr. Gadsden, 

what I was s p e c i f i c a l l y r e f e r r i n g t o were business r i s k 
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rankings. 

And I believe t h a t a t l e a s t as a gross 

g e n e r a l i z a t i o n , t h a t ' s a reasonable ranking of those types 

of u t i l i t i e s w i t h respect t o business r i s k . 

The q u a l i f i c a t i o n I would make i s t h a t i n some 

instances, there could be d i f f e r e n c e s i n c a p i t a l s t r u c t u r e 

t h a t might o f f s e t those business r i s k d i f f e r e n c e s . 

For example, there are some p i p e l i n e s t h a t have 

r e l a t i v e l y high business r i s k t h a t also have high e q u i t y 

r a t i o s o f f s e t t i n g t h a t , and the same t h i n g i s t r u e f o r some 

telephone companies. So t h a t ' s a business r i s k r a n k i n g . 

MS. KENNEY: Your Honor, we have no f u r t h e r 

questions. 

JUDGE CHRISTIANSON: Okay, then we can pause, i f you 

need anything about the discovery matter. 

MR. GADSDEN: No. I appreciate the c l a r i f i c a t i o n , 

and we have no recross. 

JUDGE CHRISTIANSON: Then we seem t o be done w i t h the 

witness and the witness i s p a r t i a l l y excused. 

MR. GADSDEN: Excused f o r lunch. 

JUDGE CHRISTIANSON: Yes, and we can be o f f the 

record then. 

(Witness t e m p o r a r i l y excused.) 

(Whereupon, at 11:55 a.m., the hearing was adjourned, 

t o be reconvened at 2:00 p.m., t h i s same day.) 
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AFTERNOON SESSION 

( 2 : 0 5 p . m . ) 

JUDGE CHRISTIANSON: Let's be back on the record, 

then. The witness i s obviously under oath from t h i s 

morning. I remind him t h a t he continues t o be under oath. 

Whereupon, 

MATTHEW I . KAHAL 

having p r e v i o u s l y been duly sworn, t e s t i f i e d f u r t h e r as 

f o l l o w s : 

JUDGE CHRISTIANSON: Go ahead and introduce the 

witness again — w e l l , you've already got h i s testimony i n . 

MS. KENNEY: Yes, Your Honor. This afternoon, we are 

presenting Matthew Kahal and I believe there w i l l be cross-

examination on OCA Statement No. 2, which addresses c a p a c i t y 

issues i n t h i s proceeding. 

JUDGE CHRISTIANSON: And i s already of record from 

t h i s morning. 

MS. KENNEY: Yes. His testimony has already been 

i d e n t i f i e d . 

JUDGE CHRISTIANSON: Fine. Then go ahead. The 

company might as w e l l j u s t s t a r t cross. 

MR. GADSDEN: Thank you, Your Honor. 

I might j u s t s t a t e a t the outset t h a t the cross-

examination w i l l not get i n t o areas of Mr. Kahal's testimony 

which have been designated as p r o p r i e t a r y . 
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JUDGE CHRISTIANSON: Okay. That w i l l help the c o u r t 

r e p o r t e r out. We probably wouldn't have t o c l e a r the 

courtroom, but we might have t o t h i n k about i t . 

MR. GADSDEN: I t may be empty by the time we get 

through, anyway. 

JUDGE CHRISTIANSON: I was counting the other day. 

There were l i k e 30 people here. There were more people here 

than a t some p u b l i c i n p u t sessions held i n the case. 

FURTHER CROSS-EXAMINATION 

BY MR. GADSDEN: 

Q. Okay, Mr. Kahal, l e t ' s t a l k about OCA Statement 

No. 2. By way of overview, the u l t i m a t e proposal t h a t you 

advance i s t h a t PP&L be denied an e q u i t y r e t u r n on i t s 

claimed j u r i s d i c t i o n a l investment i n Susquehanna U n i t No. 2; 

i s t h a t correct? 

A. Yes. 

Q. And as I read your testimony, t h a t proposal i s 

based on the f o l l o w i n g two p r i n c i p a l f i n d i n g s : Number one, 

your conclusion t h a t PP&L pres e n t l y has somewhere between 

400 and 800 megawatts of excess generating c a p a c i t y when 

viewed from a physical r e l i a b i l i t y standpoint; and number 

two, your conclusion t h a t Susquehanna Unit No. 2 represents 

economic excess capacity when measured against the market 

cost of power. I s t h a t a f a i r summary? 

A. Yes. 
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Q. Mr. Kahal, before we get i n t o the r e a l meat of 

your testimony, I have a few p r e l i m i n a r y questions, the 

f i r s t of which i s d i r e c t e d t o a statement you make at the 

bottom of page 2, l i n e s 21 through 25, s p e c i f i c a l l y a t l i n e s 

23 through 25 where you discuss the company's long-term 

capacity sale t o A t l a n t i c E l e c t r i c . 

And you i n d i c a t e t h a t we are proposing t o terminate 

the c u r r e n t p r a c t i c e of f l o w i n g through t o customers the 

revenues t h a t we receive from t h a t sale. 

We can agree, can we not, t h a t i n l i e u of t h a t 

p a r t i c u l a r ratemaking device, we are i n e f f e c t recommending 

a d i f f e r e n t method of t r e a t i n g t h a t capacity sale i n which 

the costs and revenues would be a l l o c a t e d out of 

j u r i s d i c t i o n a l rates? 

A. Yes, t h a t ' s my understanding from my review of 

the cost of service study, t h a t i s instead of i n c l u d i n g the 

cost of the capacity serving A t l a n t i c i n r a t e s and c r e d i t i n g 

the revenues, you a l l would simply a l l o c a t e the cost of the 

p l a n t associated w i t h serving A t l a n t i c E l e c t r i c out of the 

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

Q. And I assume, based on your response t o one of 

our i n t e r r o g a t o r i e s , t h a t you do not o b j e c t t o t h a t 

proposal? 

A. Right. 

Q. Turning now t o page 4, s p e c i f i c a l l y l i n e 23, you 
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r e f e r t o a high capacity f a c t o r . Could you i n d i c a t e f o r the 

record what you had i n mind w i t h respect t o a high c a p a c i t y 

f a c t o r as you used i t i n t h a t context? 

A. The high capacity f a c t o r t h a t I was using r e f e r s 

t o the company's own p r o j e c t i o n s of i t s output from the 

Susquehanna p l a n t t h a t were presented and published i n the 

1994 Annual Resource Planning Report. 

And t h a t capacity f a c t o r approximates about 80 

percent, maybe s l i g h t l y less than t h a t i n years i n which 

there are r e f u e l i n g outages. 

Q. And can we agree t h a t h i s t o r i c a l l y , the 

Susquehanna has operated at a 75 t o 80 percent ca p a c i t y 

f a c t o r ? 

A. Well, not necessarily i n every year, but t h a t ' s 

a reasonable c h a r a c t e r i z a t i o n I t h i n k of i t s h i s t o r y . And 

f o r a nuclear p l a n t , t h a t ' s a r e l a t i v e l y high c a p a c i t y 

f a c t o r . 

Q. So the p l a n t has run p r e t t y w e l l , a t l e a s t i n 

your judgment? 

A. Yes, i t has. I n t h a t regard, I t h i n k the p l a n t 

has been successful. 

Q. At page 6 a t l i n e s 9 and 10, you s t a t e , quote, 

" I n an unregulated, competitive market, shareholders would 

absorb 100 percent of uneconomic costs." 

Does t h a t imply an immediate t r a n s i t i o n from 
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r e g u l a t i o n t o competition? 

A. No. That statement doesn't have any 

i m p l i c a t i o n s w i t h regard t o a t r a n s i t i o n from r e g u l a t i o n t o 

competition. I t ' s simply a general statement t h a t r e f e r s t o 

the way competitive markets work i n general, t h a t i s any 

i n d u s t r y . This wasn't even a s p e c i f i c reference t o the 

e l e c t r i c u t i l i t y i n d u s t r y . 

Q. So we should not take t h i s statement t o o f f e r or 

have any i m p l i c a t i o n s w i t h respect t o your p o s i t i o n or the 

p o s i t i o n of the O f f i c e of Consumer Advocate w i t h respect t o 

the recovery of what are c a l l e d stranded investment costs? 

A. That wasn't the i n t e n t i o n of t h i s statement. 

That's c e r t a i n l y t r u e . The OCA's p o s i t i o n on stranded cost 

recovery I t h i n k i s l i k e l y t o be expressed a t other places, 

but t h i s was simply a statement of general economic 

p r i n c i p l e s . I t ' s not a p o l i c y recommendation i n any way. 

Q. Fine. Mr. Kahal, l e t ' s t u r n t o page 7. And 

beginning a t l i n e 13, you s t a t e t h a t w i t h reference t o the 

company's l a s t base r a t e proceeding i n 1984 and 1985, t h a t 

the a d d i t i o n of Susquehanna Unit 2 a t t h a t time was the 

d i r e c t cause of excess capacity. Do you see that? 

A. Yes. 

Q. Why was Susquehanna Unit No. 2 perceived t o be 

the d i r e c t cause of excess capacity i n the Unit 2 case? 

A. Because Susquehanna 1 had already been excluded 
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from r a t e base. And although I may not be completely sure 

of the t i m i n g , f o l l o w i n g the exclusion of Susquehanna Unit 1 

from r a t e base, the company concluded a s l i c e of system sale 

w i t h Jersey Central Power and L i g h t t h a t e s s e n t i a l l y 

absorbed Susquehanna 1, thereby removing the amount of 

capacity represented by Susquehanna 1 as the proximate cause 

of the excess capacity. 

Consequently, when Susquehanna Unit 2 came on l i n e , 

t h a t added 945 megawatts approximately t o the company's 

generating capacity, which immediately had the e f f e c t of 

s u b s t a n t i a l l y increasing reserves above the minimum planning 

l e v e l s . 

Q. I n other words, i t was perceived as the d i r e c t 

cause of the excess capacity because i t was the l a t e s t 

c apacity added t o the system? 

A. Well, t h a t ' s r i g h t . I t was simply the event 

t h a t was occurring at t h a t time t h a t r e s u l t e d i n a change i n 

the amount of capacity reserves. 

That's not t o say t h a t there weren't other t h i n g s 

going on at t h a t time. For example, i f loads had been 

higher, I suppose t h a t also would have r e s u l t e d i n less 

excess capacity. 

Q. Now, i n our I n t e r r o g a t o r y Set I I , No. 13, we 

asked you t o what you a t t r i b u t e d PP&L's al l e g e d c u r r e n t 

excess capacity. 
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Am I c o r r e c t t h a t you pointed t o a v a r i e t y of 

p o t e n t i a l f a c t o r s i n c l u d i n g but not l i m i t e d t o the a d d i t i o n 

of the Susquehanna u n i t s , the f a i l u r e of n a t i v e load t o grow 

more r a p i d l y , the a d d i t i o n of QF capacity and the f a i l u r e of 

PP&L t o s e l l more capacity off-system? 

A. Yes. Excess capacity i s simply the r e s u l t of 

the r e l a t i o n s h i p between capacity resources and load. And 

obviously, anything t h a t a f f e c t s capacity resources and 

anything t h a t a f f e c t s load can be considered a cause of 

excess capacity. 

Q. At page 8 of your testimony at l i n e s 10 through 

13, you al l u d e t o the Commission's order i n the U n i t 2 case, 

and o f f e r your i n t e r p r e t a t i o n of t h a t order. 

I assume you read the Commission's order i n t h a t 

case? 

A. The p o r t i o n of the order r e l a t i n g t o the excess 

capacity issue, yes. 

Q. And can we agree t h a t what the Commission 

determined i n t h a t case was t h a t the c o n t i n u a t i o n of the 

excess capacity adjustment would be contingent upon e i t h e r 

one of two thi n g s happening: One being PP&L's a b i l i t y t o 

show t h a t Susquehanna 2's net economic b e n e f i t s had begun t o 

outweigh i t s net costs; or t h a t the power was needed from a 

r e l i a b i l i t y standpoint? 

A. Well, you're paraphrasing, of course, but what 
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the Commission i n d i c a t e d — 

Q. Would you l i k e t o review the order? 

MS. KENNEY: Could we have a c i t e , please, so t h a t we 

could give Mr. Kahal a copy of the order? 

MR. GADSDEN: I'd be happy t o pass i t out, page 22 of 

the Commission's order. 

(Document handed t o the witness.) 

MS. KENNEY: May I approach the witness. Your Honor? 

JUDGE CHRISTIANSON: Yes, go ahead. 

MS. KENNEY: Here's a f u l l copy of the order. 

(Document handed t o the witness.) 

THE WITNESS: Now I've got three copies. 

MR. KLEPPINGER: Hopefully they're a l l the same. 

JUDGE CHRISTIANSON: I f there are discrepancies, l e t 

us know. 

MR. GADSDEN: Mine i s yellow. 

THE WITNESS: Not s u r p r i s i n g l y , I'm t u r n i n g t o my own 

copy. 

The Commission said something I t h i n k very s i m i l a r t o 

what you j u s t s a id. I t ' s not q u i t e e x a c t l y t h a t . What the 

Commission i n d i c a t e d was t h a t i f the company came back and 

presented evidence e i t h e r t h a t the p l a n t was needed f o r 

r e l i a b i l i t y or t h a t the p l a n t would provide I suppose one 

might say imminent net economic b e n e f i t s f o r ratepayers, 

then the Commission would e s s e n t i a l l y reconsider i t s 

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



2 

'A 

4 

5 

fi 

7 

8 

9 

10 

11 

12 

1:1 

14 

18 

19 

20 

21 

22 

2.'! 

24 

1601 

adjustment. 

I want t o make i t c l e a r t h a t I don't read t h i s order 

as saying t h a t the Commission commits t o r e v e r s i n g the 

excess capacity adjustment, and t h i s of course i s only 

p r o s p e c t i v e l y . 

The Commission merely said t h a t i f e i t h e r one of 

those events took place, i t would then reconsider what the 

appropriate a c t i o n i s at t h a t p o i n t . 

So I t h i n k t h a t we're very close, Mr. Gadsden, but I 

t h i n k t h a t there are some important s u b t l e t i e s of language 

i n t h a t order. 

BY MR. GADSDEN: 

Q. Now, Mr. Kahal, on t h a t same page, i n the answer 

which begins on l i n e 16, you i n d i c a t e t h a t i t i s your 

understanding based on advice of counsel t h a t Section 1323 

of the Public U t i l i t y Code applies t o t h i s case; i s t h a t 

c orrect? 

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

Q. And I assume t h a t you took the o p p o r t u n i t y t o 

review t h a t p a r t i c u l a r s t a t u t o r y provision? 

A. Yes. 

Q. And can we agree t h a t Section 1323 s p e c i f i c a l l y 

r e f e r s t o u n i t s being claimed i n rates f o r the f i r s t time? 

A. Yes, i t does. And I t h i n k t h a t there's a f a i r 

amount of Commission precedent regarding what t h a t means. 
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Q. Now, t o the best of your knowledge, has i t ever 

been appl i e d t o a generating f a c i l i t y t h a t was already 

r e f l e c t e d i n rates? 

A. To the best of my knowledge, no, but I would 

have t o p o i n t out t h a t t h a t also would be t r u e of 

Susquehanna 2 since Susquehanna 2 i s only p a r t i a l l y i n 

r a t e s , t h a t i s there i s not f u l l r e c o g n i t i o n i n ra t e s of 

Susquehanna 2, the Commission having denied the e q u i t y 

r e t u r n and t h a t c o n t i n u i n g t o t h i s day. 

Q. Has i t ever been applied t o a generating 

f a c i l i t y t h a t was placed i n service p r i o r t o the enactment 

of the s t a t u t e , t o the best of your knowledge? 

A. I'm so r r y , has what been applied? 

Q. Section 1323. Has i t ever been a p p l i e d t o a 

generating f a c i l i t y t h a t was placed i n service p r i o r t o the 

date of enactment of t h a t statute? 

A. I don't know whether I'm missing something, but 

unless I'm misunderstanding, I t h i n k you're asking me 

whether a s t a t u t e was applied before t h a t s t a t u t e was even 

enacted. 

Q. I'm asking you i f 1323 has ever been a p p l i e d t o 

a generating f a c i l i t y t h a t was placed i n service p r i o r t o 

the date of enactment of the s t a t u t o r y p r o v i s i o n . 

A. Oh, I'm sor r y . You're r e f e r r i n g t o when the 

generating u n i t entered se r v i c e , not when the Commission 
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d e c i s i o n was rendered. 

JUDGE CHRISTIANSON: A c t u a l l y , the Susquehanna 2 was 

'85 and the s t a t u t e i s '86. 

THE WITNESS: Right. 

I don't know the answer t o t h a t . I t h i n k t h a t the 

f i r s t a c t u a l a p p l i c a t i o n a f t e r the s t a t u t e was passed may 

have been w i t h Duquesne L i g h t . 

JUDGE CHRISTIANSON: One minor p o i n t . The beginning 

of 1323 s t a r t s , "Whenever a pu b l i c u t i l i t y claims the cost 

f o r the f i r s t time," which i s d i f f e r e n t from n e c e s s a r i l y 

being allowed i n . But again, t h a t ' s j u s t the language. 

I t h i n k I worried about t h a t a t the time. I t was not 

yet out i n '85, and we worried about i t s h o r t l y a f t e r t h a t . 

But go ahead w i t h your development. 

MR. GADSDEN: Thank you. 

BY MR. GADSDEN: 

Q. Mr. Kahal, a t page 8, a t l i n e s 21 and 22, you 

o f f e r your i n t e r p r e t a t i o n of Section 1323 and s t a t e t h a t on 

the r e l i a b i l i t y side t h a t the u t i l i t y must demonstrate t h a t 

the a d d i t i o n of the u n i t does not create excess c a p a c i t y , 

i . e . capacity i n excess of what i s needed t o meet an 

appropriate r e l i a b i l i t y standard. 

As a p r e l i m i n a r y matter, can we agree t h a t what the 

s t a t u t e speaks t o i s a reasonable reserve margin? 

A. Yes. 
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Q. Do you draw any d i s t i n c t i o n between what may be 

req u i r e d f o r r e l i a b i l i t y purposes and what might be 

reasonable f o r ratemaking purposes? 

A. I draw a small d i s t i n c t i o n , Mr. Gadsden, and I 

t h i n k t h a t t h a t small d i s t i n c t i o n a r i s e s i n the context of 

the reserve requirement range t h a t I discuss l a t e r i n my 

testimony. 

And t h a t i s , f o r a PJM u t i l i t y , I b e l i e v e t h a t i t 

would be reasonable f o r the PJM u t i l i t y t o u t i l i z e the 

reserve margin associated w i t h the prescribed c a p a c i t y 

o b l i g a t i o n . 

For example, i n the case of PP&L, t h a t would be 12 

percent. I n the case of another u t i l i t y I'm f a m i l i a r w i t h , 

PEPCO, t h a t would be 16 percent. That prescribed reserve 

margin, then, i s a minimum reserve margin t a r g e t f o r 

planning purposes. 

To me, based upon my knowledge of planning, one can 

never h i t t a r g e t s or r a r e l y h i t t a r g e t s f o r planning r i g h t 

on the nose. Hopefully, i f you have a good planning 

process, you're going t o come close, but you're not going t o 

h i t i t r i g h t on the nose. 

Consequently, i f a u t i l i t y had experienced a reserve 

margin t h a t was s l i g h t l y higher than i t s minimum t a r g e t — 

l e t ' s say i n the case of PP&L i t was 12.5 percent, whereas 

the t a r g e t i s 12.0 percent — i n my op i n i o n , t h a t would not 
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warrant an excess capacity adjustment. I t would simply be 

too small of a d i f f e r e n c e . 

And i n t h i s case, what I suggested i s something l i k e 

t hree percentage p o i n t s , going from 12 percent t o 15 

percent, based upon my knowledge of u t i l i t y planning, would 

provide a zone of reasonableness, given t h a t you j u s t can't 

h i t these t h i n g s r i g h t on the nose. 

Q. Let's t u r n t o page 11. At l i n e 4, you r e f e r t o 

numerous f a c t o r s and op e r a t i o n a l parameters t h a t enter i n t o 

an analysis of whether a u t i l i t y i s experiencing excess 

capacity. 

And i n the next sentence, you l i s t t hree f a c t o r s , 

"and so f o r t h . " What i s "and so f o r t h " ? Do you have any 

other f a c t o r s i n mind? 

A. Yes. The "so f o r t h " could include load shape. 

I t could include the u n i t c o n f i g u r a t i o n , t h a t i s u n i t s i z e s . 

I t could include the c h a r a c t e r i s t i c s of i n t e r c o n n e c t i o n s . 

Those are the f a c t o r s t h a t come t o mind. 

Q. Okay. Now, on page 12 of your testimony, you 

ex p l a i n why i n your view NUG generation or power from 

q u a l i f y i n g f a c i l i t i e s should be counted i n reserve margin 

c a l c u l a t i o n s . 

And you s t a t e a t l i n e s 10 and 11 t h a t an excess 

capacity adjustment deals w i t h the f a c t of excess c a p a c i t y 

and not whether the u t i l i t y has acted imprudently. 
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I s i t your opinion t h a t r e g u l a t o r s should be 

i n d i f f e r e n t t o the cause of excess capacity? 

A. No. I t h i n k t h a t I answered t h a t i n a data 

response. The cause of excess capacity may have an 

in f l u e n c e on the s p e c i f i c remedy, the ratemaking remedy f o r 

the excess capacity. 

For example, i f i t i s due t o u t i l i t y imprudence, then 

c e r t a i n l y the r e g u l a t o r would be j u s t i f i e d i n d i s a l l o w i n g 

imprudently i n c u r r e d costs. 

Q. Now, on page 12 a l i t t l e f u r t h e r down a t l i n e s 

16 and 17, you i n d i c a t e again on advice of counsel t h a t the 

issue of i n c l u s i o n of QF capacity i n reserve margin 

c a l c u l a t i o n s i s addressed i n Section 1323(c). Do you see 

that? 

A. Yes. 

Q. Was i t the advice of counsel t h a t t h i s s e c t i o n 

required the r e c o g n i t i o n of QF capacity under the 

circumstances as are presented i n t h i s case, or t h a t such 

determination was l e f t t o the d i s c r e t i o n of the Commission? 

A. I don't t h i n k t h a t I ever discussed t h a t 

s p e c i f i c d i s t i n c t i o n w i t h counsel. I t h i n k t h a t the way 

t h a t our discussions — 

MS. KENNEY: Your Honor, a t t h i s time, I want t o j u s t 

impose an o b j e c t i o n about i n q u i r i n g i n t o i n q u i r i n g i n t o 

a t t o r n e y - c l i e n t or attorney-witness p r i v i l e g e , t h a t those 
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discussions necessarily are p a r t of an att o r n e y work 

product, 

JUDGE CHRISTIANSON: Yes. I n t h i s p a r t i c u l a r 

instance, he said he d i d n ' t t a l k about i t , but I acknowledge 

your problem, and b r i n g i t up again i f you have i t again. 

Then he went on. The witness i s about t o give h i s 

own op i n i o n , I t h i n k . Go ahead, and maybe ask him a 

question. 

BY MR. GADSDEN: 

Q. Well, p u t t i n g aside what your counsel may or may 

not have advised you, i s i t your recommendation t h a t Section 

1323(c) be i n t e r p r e t e d as mandating t h a t QF power be taken 

i n t o account i n reserve margin c a l c u l a t i o n s ? 

MS. KENNEY: Your Honor, I have an o b j e c t i o n t h a t Mr. 

Gadsden i s asking f o r a l e g a l i n t e r p r e t a t i o n and Mr. Kahal 

i s not here as an attorney. 

JUDGE CHRISTIANSON: Let's ask the witness, do you 

have an opinion? 

THE WITNESS: I have an opi n i o n , and i t may not be 

the opinion t o the question e x a c t l y the way Mr. Gadsden has 

sta t e d i t . 

But my perspective on t h i s i s simply t h a t I b e l i e v e 

t h a t t h i s s e c t i o n provides c l e a r guidance regarding 

l e g i s l a t i v e i n t e n t . 

I r e a l l y don't know whether t h i s i s a l e g a l mandate 
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or not, but I t h i n k i t ' s a c l e a r expression of l e g i s l a t i v e 

i n t e n t , even i f i t i s n ' t a mandate. 

BY MR. GADSDEN: 

Q. Well, speaking of l e g i s l a t i v e i n t e n t , d i d your 

counsel draw your a t t e n t i o n t o Section 523 of the Public 

U t i l i t y Code? 

A. No. This may exhaust my l e g a l t r a i n i n g . 

JUDGE CHRISTIANSON: Again, I ' l l a l l o w some probing, 

because a l o t of t h i s s t u f f i s a mixed matter of e x p e r t i s e 

and law. But i f you l i k e , we can t u r n t o 523. Just f o r the 

record, 523 shows up as performance f a c t o r c o n s i d e r a t i o n s . 

MR. GADSDEN: Factors t h a t the Commission should take 

i n t o c o n s i d e r a t i o n i n s e t t i n g r a t e s , one of which i s the 

encouragement of cost e f f e c t i v e cogeneration. 

18 

19 
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22 
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1 BY MR. GADSDEN: 

2 Q. Mr. Kahal, again, not asking you t o o f f e r a 

3 l e g a l opinion, but l e t me ask you t h i s : have you read any 

4 Commission orders or Commonwealth Court decisions which may 

5 have addressed t h i s p a r t i c u l a r issue, or at l e a s t discussed 

6 i t ? 

7 A. I'm not sure which issue we're t a l k i n g about. 

8 Do you mean excess capacity or do you mean --

9 . Q. Well, we're s t i l l on the issue of QF capacity 

10 and the extent t o which i t should or should not be taken 

11 i n t o account i n reserve margin c a l c u l a t i o n s , and i f so, 

12 under what circumstances. 

13 Did you review any decisions t h a t may have touched on 

14 t h a t subject? 

15 A. No. 

16 Q. Mr. Kahal, can we agree t h a t r e q u i r e d reserve 

17 margins can change over time as system c o n d i t i o n s change? 

18 A. Yes, and i n p a r t i c u l a r as PJM co n d i t i o n s change. 

19 Q. Can we agree t h a t a u t i l i t y might need a higher 

20 reserve margin i f i t experienced increases i n forced outage 

21 r a t e s as e x i s t i n g u n i t s aged? 

22 A. Yes; t h a t ' s c o r r e c t . From what I can t e l l from 

23 i n d u s t r y experience g e n e r a l l y , the t r e n d has been the other 

24 way; t h a t i s , i n d u s t r y planning reserve margins have gone 

25 down and p a r t of the explanation f o r t h a t i s t h a t generating 

FORM 2 C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717) 761-7150 



1610 

1 u n i t r e l i a b i l i t y has improved over time. 

2 Q. Would another f a c t o r be the poss i b l e degradation 

3 of r e l i a b i l i t y from increased r e l i a n c e on load management 

4 and QF capacity? 

5 A. You mean as a t h e o r e t i c a l matter or as a f a c t u a l 

6 matter? 

7 Q. As a t h e o r e t i c a l matter. 

8 A. As a t h e o r e t i c a l matter, i f the a d d i t i o n of QF 

9 capacity had the e f f e c t of reducing r e l i a b i l i t y , then t h a t 

10 could cause a reassessment of reserve margins, p o s s i b l y 

11 leading t o higher t a r g e t reserve margins. As a p r a c t i c a l 

12 matter, I b e l i e v e the experience has been the other way; 

13 t h a t i s t h a t QFs and NUGs have proven t o be extremely 

14 r e l i a b l e , perhaps even more r e l i a b l e than u t i l i t y - o w n e d 

15 u n i t s , and i f anything have created a possible o p p o r t u n i t y 

16 f o r reducing t a r g e t reserve margins. 

17 Q. Would you ch a r a c t e r i z e the company's 

18 i n t e r r u p t i b l e t a r i f f o f f e r i n g s as a load management program? 

19 A. Yes. 

20 Q. Am I c o r r e c t t h a t you d i d not review the 

21 company's i n t e r r u p t i b l e t a r i f f s p r i o r t o s u b m i t t i n g your 

22 testimony t o determine what l i m i t a t i o n s might e x i s t on the 

23 a v a i l a b i l i t y t o PP&L of those capacity resources? 

24 A. I d i d n ' t s p e c i f i c a l l y review t h a t because what 

25 i s important here and what matters here i s what PJM accepts; 
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1 t h a t i s , does PJM accept t h i s as a capacity resource, and 

2 the answer i s yes. I simply have a general knowledge of the 

3 subject of i n t e r r u p t i b l e t a r i f f s , and i n t e r r u p t i b l e t a r i f f s 

4 almost always have l i m i t a t i o n s ; t h a t i s , I don't know of any 

5 i n t e r r u p t i b l e t a r i f f t h a t would allow a u t i l i t y t o i n t e r r u p t 

6 a customer 8,760 hours a year. 

7 Q. Now, I gather you haven't performed any analysis 

8 t o determine the extent t o which i n t e r r u p t i b l e customers may 

9 or may not have a c t u a l l y c u r t a i l e d t h e i r load when requested 

10 t o do so, at l e a s t i n the case of Pennsylvania Power & L i g h t 

11 Company? 

12 A. No. And as I i n d i c a t e d , t h a t ' s the s o r t of 

13 issue t h a t r e a l l y needs t o be evaluated by PJM, and i f PJM 

14 f i n d s t h a t the i n t e r r u p t i b l e load does not meet the proper 

15 standards of r e l i a b i l i t y , then PJM would undertake t o 

16 de-rate t h a t i n t e r r u p t i b l e load, and probably should. 

17 Q. Mr. Kahal, have you ever t e s t i f i e d t h a t 

18 c u r t a i l a b l e load should be t r e a t e d as f i r m load f o r purposes 

19 of assessing an e l e c t r i c u t i l i t y ' s need f o r generating 

20 capacity? 

21 A. That i n t e r r u p t i b l e load should be t r e a t e d as 

22 f i r m load f o r determining need f o r capacity? 

23 Q. Yes. 

24 A. Not t h a t I r e c a l l . 

25 Q. Do you r e c a l l t e s t i f y i n g i n a case i n v o l v i n g 

FORM 2 
C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717) 761 -7150 



1612 

1 Public Service Company of Oklahoma? 

2 A. Yes. 

3 Q. And you performed a review of Public Service of 

4 Oklahoma's o f f i c i a l f o r e c a s t and made c e r t a i n adjustments t o 

5 i t , d i d you not? 

6 A. That's r i g h t . 

7 Q. Am I c o r r e c t t h a t f o r purposes of your analysis 

8 i n t h a t case, you d i d not recognise load management? 

9 A. I d i d no ana l y s i s of load management i n t h a t 

10 case. That was done by another witness, who t e s t i f i e d , I 

11 b e l i e v e , t h a t the load management, because of i t s 

12 c h a r a c t e r i s t i c s , or f o r whatever reason, d i d not have 

13 capacity value. And I simply incorporated t h a t witness' 

14 f i n d i n g . I d i d no analysis of my own i n t h a t case of 

15 i n t e r r u p t i b l e load. 

16 Q. And your c l i e n t i n t h a t case was the Smith 

17 Cogeneration Management Company? 

18 A. That's r i g h t . 

19 Q. Mr. Kahal, your analysis of PP&L's reserve 

20 margins ignores s o - c a l l e d capacity c r e d i t sales; i s t h a t 

21 correct? 

22 A. Of reserve margins? That's c o r r e c t . I t ' s not 

23 p a r t of e i t h e r the resources or the load, i t ' s something 

24 separate. 

25 Q. Can a u t i l i t y t h a t purchases capacity c r e d i t s 
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1 choose t o buy energy on the basis of t h a t purchase? 

2 A. No. The capacity c r e d i t s are sometimes r e f e r r e d 

3 t o as being paper capacity. I t doesn't i n v o l v e r e a l 

4 capacity resources. I t i s simply an accounting issue of how 

5 d o l l a r s are spread around, 

6 Q. So i t ' s your testimony t h a t a u t i l i t y t h a t 

7 purchased capacity c r e d i t s cannot exercise those capacity 

8 c r e d i t s and buy power on the basis of them? I s t h a t what 

9 you t e s t i f i e d to? 

10 A. The capacity c r e d i t s are unre l a t e d t o energy. A 

11 u t i l i t y t h a t ' s a member of PJM c e r t a i n l y has the r i g h t t o 

12 buy energy on the pool, but t h a t ' s i r r e s p e c t i v e of the 

13 capacity c r e d i t s . I n other words, t h a t ' s independent of the 

14 capacity c r e d i t s . The capacity c r e d i t s themselves do not 

15 carry w i t h them a s p e c i f i c energy e n t i t l e m e n t . 

16 Q. Have you ever characterized capacity c r e d i t 

17 purchases as an a v a i l a b l e resource? 

18 A. I t ' s not an a v a i l a b l e resource i n the p h y s i c a l 

19 sense. I t can be used as a method t h a t a u t i l i t y can use t o 

20 meet i t s capacity o b l i g a t i o n . I t has no e f f e c t on 

21 r e l i a b i l i t y one way or the other, because r e l i a b i l i t y i s 

22 determined at the l e v e l of the PJM power pool. 

23 Q. I s i t a f a c t o r t h a t should be taken i n t o 

24 con s i d e r a t i o n i n e v a l u a t i n g whether a u t i l i t y may need t o 

25 const r u c t a d d i t i o n a l capacity? 

FORM 2 
C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717) 761 -7150 



1614 

1 A. I n the f o l l o w i n g sense i t might; t h a t i s , i f a 

2 u t i l i t y i s able -- l e t me back up a second. Let's f i r s t 

3 assume t h a t a u t i l i t y i s loo k i n g ahead t o a capacity need; 

4 t h a t i s , d u r i n g the planning period, t h a t u t i l i t y does not 

5 p r o j e c t i t s e l f based upon e x i s t i n g resources as being 

6 excess. Therefore, t h a t u t i l i t y must make a decision as t o 

7 what k i n d of resources t o acquire i n order t o meet i t s 

8 capacity t a r g e t . 

9 I t i s q u i t e possible t h a t capacity c r e d i t s may be one 

10 o p t i o n t h a t t h a t u t i l i t y has. That u t i l i t y then would need 

11 t o look at both the a v a i l a b i l i t y of the capacity c r e d i t s and 

12 the cost of those capacity c r e d i t s compared t o other 

13 options; and i f the u t i l i t y i s convinced t h a t those capacity 

14 c r e d i t s w i l l be a v a i l a b l e f o r purchase and represent the 

15 most economic o p t i o n , then the u t i l i t y should go ahead, 

16 purchase those c r e d i t s as i t s l e a s t cost o p t i o n and meet i t s 

17 capacity o b l i g a t i o n t h a t way. That, of course, means t h a t 

18 i t has no e f f e c t on r e l i a b i l i t y per se, because t h a t ' s 

19 determined by the PJM pool. The capacity c r e d i t s can only 

20 e x i s t i f r e l i a b i l i t y i s already adequate i n the PJM pool. 

21 Q. Mr. Kahal, what i s your understanding of how 

22 capacity c r e d i t sales are handled f o r r a t e purposes at the 

23 present time? 

24 A. My understanding at the present time, there was 

25 a settlement -- i t ' s governed by a settlement which took 
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1 place I b e l i e v e i t was i n 1993. Under t h a t settlement there 

2 i s a o n e - t h i r d flow-through of the capacity c r e d i t sales 

3 revenues t o customers and the company r e t a i n s the other two-

4 t h i r d s . 

5 Q. What i s your understanding of the company's 

6 proposal i n t h i s case? 

7 A. My understanding i s t h a t i t ' s the company's 

8 proposal i n t h i s case t o f l o w through the f u l l amount of any 

9 capacity c r e d i t sales i f the company's proposal w i t h regard 

10 t o what I would c a l l the flow-through of the JCP&L r e t u r n i n g 

11 capacity i s accepted; t h a t i s , the company has o f f e r e d t o 

12 f l o w the c r e d i t s through, but i t i s t i e d t o the Commission 

13 accepting the company's treatment t h a t capacity costs 

14 r e l a t e d t o t e r m i n a t i n g off-system c o n t r a c t s get flowed 

15 through the ECR. 

16 Q. Mr. Kahal, your reserve margin recommendation, 

17 as you i n d i c a t e d e a r l i e r , i s 15 percent, i s i t not? 

18 A. I t ' s a range of 12 percent t o 15 percent. 

19 Q. Your adjustment i s based on 15 percent? 

20 A c t u a l l y , your adjustment i s based on economic excess 

21 capacity; i s t h a t r i g h t ? 

22 A. That's c o r r e c t . My adjustment r e l a t e s t o the 

23 e n t i r e j u r i s d i c t i o n a l p o r t i o n of Susquehanna Unit 2. 

24 Q. As you i n d i c a t e d e a r l i e r , the 15 percent f i g u r e 

25 was derived by t a k i n g PP&L's i n s t a l l e d capacity o b l i g a t i o n 
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1 of 12 percent and adding t o i t approximately 200 megawatts? 

2 A. Yes, or three percentage p o i n t s . I t h i n k i n the 

3 context of the way u t i l i t i e s do planning these days, a 

4 cushion of 3 percent i s completely adequate. 

5 Q. I n f a c t , i n your testimony you ch a r a c t e r i s e i t 

6 as generous; i s t h a t c orrect? 

7 A. I t h i n k i n the case of PP&L i t ' s generous 

8 "because I don't see PP&L, over i t s planning horizon, even 

9 adding any resources. 

10 Q. Now, are you aware of any case i n which t h i s 

11 Commission has set a reserve margin as low as 12 t o 15 

12 percent? 

13 A. You mean f o r excess capacity purposes? 

14 Q. Yes. 

15 A. No. 

16 Q. I n a response t o our I n t e r r o g a t o r y Set I I , 

17 No. 15, you noted t h a t the basis f o r the 3 percent cushion 

18 was t h a t u t i l i t y generating u n i t a d d i t i o n s normally f a l l i n 

19 the range of 100 t o 300 megawatts; i s t h a t correct? 

20 A. Yes. 

21 Q. And you i n d i c a t e d a minute ago, d i d you not, 

22 t h a t t o the best of your knowledge PP&L i s not planning t o 

23 add any new generating u n i t s i n the foreseeable f u t u r e ? 

24 A. Yes. 

25 Q. Can we agree t h a t the average size of PP&L's 
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1 e x i s t i n g generating l i n e - u p excluding CTs i s s u b s t a n t i a l l y 

2 greater than 200 megawatts? 

3 A. Yes, That's -- excuse me. I have t o say I 

4 haven't done t h a t c a l c u l a t i o n . I f you want me t o accept 

5 t h a t subject t o check, t h a t ' s f i n e . 

6 Q. Sure. I ' l l ask you t o accept t h a t subject t o 

7 check. 

8 A. There has been, c e r t a i n l y , a pronounced t r e n d 

9 over at l e a s t the l a s t decade t o move toward smaller 

10 generating u n i t s t h a t match load growth more p r e c i s e l y than 

11 may have e x i s t e d i n the past, going back ten, 20 years. 

12 Q. Mr. Kahal, i n response t o our I n t e r r o g a t o r y Set 

13 IV, No. 24, you provided a copy of a paper which you 

14 prepared l a s t October e n t i t l e d "An Economic Perspective on 

15 Competition and the E l e c t r i c U t i l i t y I n d u s t r y . " Do you 

16 r e c a l l t h at? 

17 A. Yes. 

18 Q. I would l i k e t o read a couple sentences from 

19 t h a t r e p o r t and see whether you s t i l l agree w i t h the 

20 p o s i t i o n s t h a t you expressed l a s t f a l l . These both appear 

21 on Roman V, which I guess i s the Executive Summary or 

22 i n t r o d u c t o r y s e c t i o n a c t u a l l y , i t ' s s t y l e d "Executive 

23 Summary. " 

24 The f i r s t sentence i s , and I quote, "Under a f u l l 

25 r e t a i l competition world, e x i s t i n g power pools and 
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1 longstanding cooperation among u t i l i t i e s i n management of 

2 r e g i o n a l g r i d s are l i k e l y t o break down." 

3 Do you s t i l l b e l i e v e that? 

4 A. I f we're t a l k i n g about power pools as we know 

5 them now, the answer i s yes, they w i l l change s u b s t a n t i a l l y . 

6 I n f a c t , I r e c e n t l y had the o p p o r t u n i t y t o review the 

7 comments t h a t were submitted by PJM i n the FERC's 

8 rulemaking, or i n q u i r y , r e a l l y , on power pooling, and PJM i s 

9 proposing some major changes. I f we were i n a f u l l y 

10 deregulated world, I t h i n k there would be more changes, and 

n i t would be very much open t o question whether PJM could 

12 survive as an i n s t i t u t i o n . 

13 Q. The second sentence, which i s on the same page, 

14 i s , and I quote, "The p o t e n t i a l f o r degradation of service 

15 and the loss of c o o r d i n a t i o n economies must be viewed as 

16 important r i s k s . " 

17 Again, i s t h a t something t h a t you s t i l l subscribe to? 

18 A. I t h i n k t h a t we need t o c l a r i f y t h a t , Mr. 

19 Gadsden. That was w r i t t e n i n the context i f we went t o a 

20 f u l l y deregulated, not j u s t i n the wholesale sense, but 

21 f u l l y deregulated r e t a i l market --

22 Q. I understand. 

23 A. -- where r e t a i l loads would be served by 

24 numerous i n d i v i d u a l generating companies. And i n t h a t case, 

25 i n my opinion, unless t h e r e were c e r t a i n i n s t i t u t i o n a l 
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1 changes introduced t o accompany t h a t change, then there 

2 would be r e a l questions about r e l i a b i l i t y . The problem 

3 being t h a t i n a completely unregulated competitive market, 

4 no one would have the economic i n c e n t i v e t o oversee and 

5 insure t h a t there would be g r i d i n t e g r i t y . And I t h i n k t h a t 

6 t h i s i s the source of the various Poolco proposals t h a t have 

7 been set f o r t h by some who f e e l t h a t i n s t i t u t i o n s l i k e t h a t 

8 must accompany deregulation. 

9 Q. Mr. Kahal, j u s t a few questions w i t h respect t o 

10 economic excess capacity. 

11 A. Sure. 

12 Q. I gather t h a t i t i s your view t h a t an excess 

13 capacity adjustment should be made f o r uneconomic generating 

14 capacity even i f t h e r e i s a demonstrated need f o r t h a t 

15 capacity from a r e l i a b i l i t y standpoint? 

16 A. Well, i n t h a t case they wouldn't be independent. 

17 R e l i a b i l i t y can be t r a n s l a t e d i n t o d o l l a r s , and the d o l l a r 

18 value of t h a t r e l i a b i l i t y would then a f f e c t the economic 

19 assessment. But i f i t turned out t h a t the cost of t h a t 

20 capacity i s so high, t h a t i s the f u l l revenue requirement 

21 cost of t h a t capacity was so high t h a t i t exceeded the sum 

22 of both the energy value and the r e l i a b i l i t y value, then i t 

23 would be proper t o deem t h a t as being excess capacity. And 

24 I t h i n k the reason f o r t h a t i s because i f the capacity i s 

25 t h a t expensive, as we've been discussing i n t h i s question 
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1 and answer, then c l e a r l y there are much cheaper ways of 

2 meeting t h a t same r e l i a b i l i t y . I t ' s not a question of do 

3 you have r e l i a b i l i t y or don't you, The assumption i s you 

4 are going t o have r e l i a b i l i t y . I t ' s simply what do you have 

5 t o spend t o get i t . 

6 Q. Well, r a t h e r than speak i n the a b s t r a c t , l e t ' s 

7 get a l i t t l e more s p e c i f i c . I f the Commission were t o 

8 disagree w i t h you and r e j e c t your proposed f i n d i n g t h a t the 

9 company has p h y s i c a l excess capacity, i s i t your 

10 recommendation t h a t the Commission nonetheless deny PP&L an 

11 e q u i t y r e t u r n on i t s investment i n Susquehanna 2? 

12 A. Yes. I b e l i e v e t h a t the company must meet both 

13 the r e l i a b i l i t y need t e s t and the economic excess capacity 

14 t e s t or c r i t e r i a under Section 1323. I b e l i e v e t h a t ' s what 

15 t h a t s t a t u t e s t a t e s . 

16 Q. Do you b e l i e v e t h a t the need f o r the capacity i s 

17 a f a c t o r which the Commission should take i n t o c o n s i d e r a t i o n 

18 i n determining whether t o adopt an adjustment, or 

19 a l t e r n a t i v e l y , what type of adjustment might be appropriate 

20 under the circumstances? 

21 A. I t h i n k you mean "need" i n the r e l i a b i l i t y 

22 sense? 

23 Q. Yes. 

24 A. Of course, they should take t h a t i n t o account. 

25 That's why I presented both the ph y s i c a l and economic excess 
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1 capacity analyses. I n other words, the two analyses I t h i n k 

2 are r e i n f o r c i n g . 

3 Q. As you note on page 17, a t l i n e 16, Section 1323 

4 r e f e r s t o economic b e n e f i t s being expected w i t h i n a 

5 reasonable pe r i o d of time. Based on your review of p r i o r 

6 Commission orders, what i s your understanding of how t h a t 

7 phrase has been i n t e r p r e t e d t o date? 

8 A. I t has not been i n t e r p r e t e d w i t h anything t h a t 

9 one might consider t o be p r e c i s i o n . That i s , I don't t h i n k 

10 t h a t the Commission has r e a l l y come up w i t h a precise 

11 d e f i n i t i o n of what a reasonable time p e r i o d i s . I t h i n k 

12 i t ' s more a matter of the Commission knows a reasonable time 

13 pe r i o d when i t sees one. 

14 This issue was discussed i n the l a s t PP&L case back 

15 i n i t s 1985 order, and at t h a t time the Commission simply 

16 found t h a t although t h e r e was evidence t h a t the u n i t might 

17 e v e n t u a l l y become cost e f f e c t i v e , t h a t the t i m i n g was so f a r 

18 out i n the f u t u r e as not t o be meaningful. There was a 

19 s i m i l a r f i n d i n g w i t h regard t o Limerick and Pennsylvania 

20 Power & Li g h t Company — I'm sorry; P h i l a d e l p h i a E l e c t r i c , 

21 as i t was c a l l e d back then. 

22 The Commission has never come up w i t h a precise 

23 d e f i n i t i o n of what a reasonable time p e r i o d i s . I t has 

24 never sa i d i t ' s e x a c t l y f i v e years or ex a c t l y three years or 

25 anything l i k e t h a t . 
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1 Q. But i t has addressed the subject i n several 

2 cases, has i t not? 

3 A. Yes, i t has. 

4 Q. On page 17 you e x p l a i n t h a t you evaluated the 

5 economics of Susquehanna 2 by reference t o the market p r i c e 

6 of power a t the wholesale l e v e l ; i s t h a t correct? 

7 A. Yes. 

8 Q- Are you aware of any case i n which the 

9 Commission has applied Section 1323*3 economic b e n e f i t t e s t 

10 i n t h a t fashion? 

11 A. No. I don't t h i n k t h a t the Commission has ever 

12 found i t necessary t o look a t t h a t . One of the reasons why 

13 I t h i n k i s t h a t i n the p r i o r cases t h a t I'm aware of, which 

14 are g e n e r a l l y during, say, the 1980 t o 1990 time frame, the 

15 concept of a wholly competitive generation market r e a l l y 

16 wasn't very w e l l developed. 

17 Q. Do you know whether a market-based economic 

18 b e n e f i t s t e s t has ever been proposed as the appropriate 

19 method f o r applying Section 1323's economic b e n e f i t s t e s t ? 

20 A. No. I don't t h i n k t h a t anyone has ever found i t 

21 necessary t o use t h a t . I t h i n k t h a t the assumption i s t h a t 

22 the k i n d of planning studies t h a t were done e i t h e r by the 

23 u t i l i t y or the OCA those are generally the two p a r t i e s 

24 t h a t submitted these economic studies -- were i n a sense 

25 attempting t o mimic the market i n the sense t h a t the studies 
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1 t h a t were presented were purported t o be l e a s t cost planning 

2 studies. Least cost simply means t h a t you take the resource 

3 t h a t has the lowest cost, and t h a t ' s e i t h e r a resource t h a t 

4 you can add you r s e l f or the purchase. So I t h i n k t h a t the 

5 assumption i s t h a t new resources t h a t a u t i l i t y i t s e l f would 

6 b u i l d , whether i t ' s a peaking u n i t or a combined cycle u n i t , 

7 would themselves r e f l e c t the cost of o b t a i n i n g something 

equivalent i n the market. 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

FORM 2 C O M M O N W E A L T H R E P O R T I N G C O M P A N Y (717) 761-7150 



3 

4 

5 

6 

7 

8 

9 

10 

II 

12 

13 

14 

18 

19 

20 

21 

22 

23 

24 

1624 

Q. Are you aware of any other Commission which has 

app l i e d t h e approach you've proposed t o d i s a l l o w a r e t u r n on 

an e x i s t i n g generating u n i t ? 

A. No. I r e a l l y haven't studied the matter t o t e l l 

you what other Commissions have done. 

Q. Are you aware of any nuclear generating f a c i l i t y 

c onstructed i n the l a s t 20 years t h a t could pass your 

market-based economic b e n e f i t s t e s t today? 

A. I r e a l l y don't know. I'm not aware o f any. 

Q. That's f i n e . 

A. But — 

Q. That's f i n e . 

A. I t h i n k i t ' s g e n e r a l l y understood t h a t recent 

v i n t a g e nuclear p l a n t s are uneconomic. I t ' s an unfortunate 

f a c t of l i f e . 

Q. Now, Mr. Kahal a t page 18, l i n e 14, you r e f e r t o 

e a r l y year cost p e n a l t i e s . What do you have i n mind there? 

A. I'm sor r y . Which l i n e i s that? 

Q. Fourteen, page 18. 

A. There what I was r e f e r r i n g t o was the remaining 

l i f e of Susquehanna. The remaining l i f e o f Susquehanna i s 

approximately 30 years. Consequently, i f we had a scenario 

whereby there was an e q u i t y r e t u r n disallowance -- excuse 

me. What I'm r e f e r r i n g t o here i s the f a c t t h a t i f we're 

l o o k i n g at the remaining l i f e of the Susquehanna Unit 2, 
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which i s approximately 30 years, the e a r l y year cost 

p e n a l t i e s simply r e f e r t o the f a c t t h a t i n the near term, 

l e t ' s say the next approximately t e n years, t h a t the f u l l 

revenue requirement cost i s above market p r i c e , and t h a t may 

not be t r u e i n the l a t e r years- That i s , i n the l a t e r years 

the f u l l revenue requirement cost may be below market p r i c e . 

But the penalty t h a t I was r e f e r r i n g t o here simply r e f e r r e d 

t o i n the near term, the f u l l revenue requirement cost would 

be above market. 

Q. So you are not t e s t i f y i n g t h a t PP&L customers 

have been r e q u i r e d t o pay e a r l y year cost p e n a l t i e s during 

the f i r s t t e n years of operations of Susquehanna U n i t No. 2; 

you're simply l o o k i n g on a prospective basis? 

A. That's what t h a t statement means. I b e l i e v e 

t h a t Pennsylvania ratepayers i n f a c t have probably paid an 

economic penalty on Susquehanna Unit 2, yes. 

I n other words, Susquehanna U n i t 2 has been 

uneconomic, and I be l i e v e t h a t burden has been shared 

between shareholders and ratepayers under the Commission's 

1985 d e c i s i o n . 

Q. You said you thought t h a t t h a t was the case. 

Have you done any analysis t o determine whether i t i s or 

not? 

A. Well, the only a n a l y s i s t h a t I have done i s the 

anal y s i s t h a t estimates what the revenue requirement cost of 
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Susquehanna i s w i t h and without the e q u i t y r e t u r n 

disallowance, and w i t h the e q u i t y r e t u r n disallowance, the 

cost i s on the order of 5 cents a k i l o w a t t - h o u r ; and I t h i n k 

5 cents a k i l o w a t t - h o u r has been above market p r i c e during 

the l a s t ten years. 

Q. I s i t your understanding t h a t i f we d i d the same 

ana l y s i s based on the ra t e s which are c u r r e n t l y i n e f f e c t 

and r e f l e c t e d the e q u i t y allowance t h a t was adopted i n the 

Uni t 2 case t h a t we would also come t o the 5-cent per 

k i l o w a t t f i g u r e ? 

A. You went a l i t t l e too f a s t f o r me. Could you 

t r y t h a t again? 

Q. The numbers you gave me, as I understand i t , 

were based on your ana l y s i s of the revenue requirements 

associated w i t h Susquehanna 2 as presented i n t h i s case. 

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

Q. And my question i s : again, w i t h reference t o 

the r a t e s t h a t have been i n e f f e c t f o r the l a s t t e n years, 

i s i t your testimony t h a t one would come up w i t h the same 

5-cent f i g u r e per KWH based on those rates? And i f you 

don't know, t h a t ' s f i n e . 

A. I haven't done a c a l c u l a t i o n , but I have every 

reason t o b e l i e v e i t would be a higher number, the reason 

being t h a t the -- l e t me r e f e r t o a s p e c i f i c schedule so we 

can f o l l o w t h i s through. 
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Q. Mr. Kahal, i f you haven•t made the a n a l y s i s , I 

don't want t o speculate as t o what you t h i n k the answer may 

be. 

MS. KENNEY: Your Honor --

MR. GADSDEN: No. 

BY MR. GADSDEN: 

Q. You i n d i c a t e d you hadn't made the a n a l y s i s , and 

t h a t was my only question. I 'd l i k e t o move on. 

MS. KENNEY: Your Honor, I bel i e v e t h a t Mr. Kahal has 

been t r y i n g t o answer Mr. Gadsden's question. 

MR. GADSDEN: He has answered i t . He i n d i c a t e d he 

hadn't done the a n a l y s i s . 

JUDGE CHRISTIANSON: Yes. I ' l l allow counsel t o 

c o n t r o l him, and then w e ' l l worry l a t e r i f Consumer Advocate 

counsel wants t o b r i n g i t out on r e d i r e c t and address the 

issue a t t h a t p o i n t , but I'11 allow counsel t o c u r t a i l the 

response. 

MR. GADSDEN: Thank you. Your Honor. 

BY MR. GADSDEN: 

Q. Mr. Kahal, j u s t a few more. I n our 

I n t e r r o g a t o r y Set I I , No. 21, we asked you whether you 

bel i e v e r a t e s should be set on the basis of the lesser of 

f u l l cost of service and market value; and am I c o r r e c t t h a t 

your response was, quote, "As a broad g e n e r a l i z a t i o n , the 

answer i s no"? I s t h a t your answer? 
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A. I f you give me the reference again. 

Q. Set I I , No. 21. Did I read your answer 

c o r r e c t l y ? 

A. Right. I would not adopt t h a t as a r e g u l a t o r y 

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

should be set a t the lesser of f u l l cost of se r v i c e and 

market value, and I c e r t a i n l y haven't done t h a t i n my 

testimony here. 

Q. Mr. Kahal, p u t t i n g your market-based t e s t aside 

f o r the moment, can we agree t h a t there are other ways t h a t 

one might assess the economic b e n e f i t s of generating 

capacity? 

A. There are other ways. They should reach the 

same answer. 

Q. And what would some of those ways be? 

A. You could use the avoided costs t h a t you f i l e 

w i t h the Commission. To me, t h a t would give you a s i m i l a r 

r e s u l t . You could use some combination of the avoided costs 

and new generating u n i t s such as the cost of power from 

l e t ' s say a combined cy c l e u n i t . I n f a c t , I looked a t t h a t . 

I looked a t these various t h i n g s , and they a l l seem t o p o i n t 

t o the same t h i n g . 

The market p r i c e i s the p r i c e at which a company such 

as PP&L can s e l l power or buy power. Therefore, the 

company's own costs at the margin should be brought i n l i n e 
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w i t h the market. 

Q. You r e f e r r e d t o the cost o f other generating 

f a c i l i t i e s t h a t might be constructed i n l i e u of the u n i t i n 

question, and you have performed analyses i n the past which 

have looked at the cost of so-called proxy u n i t s , have you 

not? 

A. Yes. 

Q. Mr. Kahal, you note on page 19 a t l i n e 6 t h a t 

you determined the revenue requirement cost of Susquehanna 

as claimed by PP&L t o be approximately 6 cents per KWH. Do 

you see that? 

A. Yes. 

Q. Do you know what PP&L i s c u r r e n t l y paying i t s QF 

suppliers? 

A. Something p r e t t y close t o t h a t i s my 

understanding. Maybe a l i t t l e b i t higher than 6 cents. 

Q. F i n a l l y , i n the sentence which precedes -- w e l l , 

I guess i t i s t h a t same sentence, which reads, "Using a 

range of cost parameters f o r possible disputed items such as 

r a t e of r e t u r n and d e p r e c i a t i o n , I f i n d the cost at t h i s 

time t o be roughly 6 cents per KWH." 

Did you run a ser i e s of c a l c u l a t i o n s i n p u t t i n g 

d i f f e r e n t assumptions i n preparing t h i s p o r t i o n of your 

testimony? 

A. Do you mean w i t h regard t o cost? 
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Q. Yes. 

A. Only the ones t h a t are shown on Schedule 12. I 

mean, t h a t ' s i t . This seemed t o provide a reasonable range 

t o look a t the cost of Susquehanna; and when I came up w i t h 

these r e s u l t s , i t also seemed t o be roughly c o n s i s t e n t w i t h 

the company's own estimates of the cost of power from 

Susquehanna, which i s f i n e . I t assured me t h a t I r e a l l y 

d i d n ' t need t o go any f u r t h e r . 

Q. Just f o r my e d i f i c a t i o n , l o o k i n g at Schedule 

MIK-12, page 1, the r a t e of r e t u r n r e f l e c t s on the low side 

the e f f e c t of your r a t e of r e t u r n proposal on a pre-tax 

basis and the high number assumes adoption of Mr. Moul's 

proposal? 

A. Yes, t h a t ' s c o r r e c t . 

Q. And how about the spread i n decommissioning 

costs; i s t h a t the d i f f e r e n c e between what the company has 

claimed and what the OCA i s proposing i n t h i s case? 

A. I don't know. I t h i n k i t i s probably close. 

The 30 m i l l i o n i s the company's proposal i t i s my 

understanding on a t o t a l company basis. At the time t h a t I 

prepared t h i s , I d i d n ' t have the OCA's f i g u r e on 

decommissioning. I n f a c t , I s t i l l don't know what i t i s . 

Q. Would the same be t r u e w i t h respect t o 

depreciation? 

A. Not e x a c t l y . Depreciation, my understanding of 
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t h i s range, the high end of the range i s the company's 

proposal. That i s r i g h t out of the cost of se r v i c e study. 

The 147 m i l l i o n , as I understand i t -- and t h i s i s 

based on discussions w i t h Dr. Johnson -- i s an approximation 

of what d e p r e c i a t i o n expense would be under the c o n t i n u a t i o n 

of modified s i n k i n g fund. 

Q. So t h a t number was provided t o you by Dr. 

Johnson? 

A. That's r i g h t . 

Q. And i f we have any questions w i t h respect t o i t s 

d e r i v a t i o n , they should be addressed t o him? 

A. Yes. I don't t h i n k t h a t t h e r e i s much involved 

i n d e r i v i n g i t . I t h i n k i t i s a company number. There are 

d i f f e r e n t philosophies on d e p r e c i a t i o n . 

MR. GADSDEN: That's a l l we have. Your Honor. 

JUDGE CHRISTIANSON: Then I guess th e r e i s no other 

cross type examination. Let's go ahead and be o f f the 

record f o r a few minutes. 

(Recess.) 
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JUDGE CHRISTIANSON: Let's be back on the record, 

then. I understand there i s some r e d i r e c t , and r a t h e r than 

continue these background conversations on other t o p i c s , we 

might as w e l l go ahead and close out t h i s record. 

You may proceed. 

MS. KENNEY: Thank you. Your Honor. 

FURTHER REDIRECT EXAMINATION 

BY MS. KENNEY: 

Q. Mr. Kahal, you were asked several questions by 

Mr. Gadsden, and he was using as a reference the copy of the 

a r t i c l e , or document, t h a t you had prepared i n response t o 

OCA — excuse me, PP&L I n t e r r o g a t o r y Set 4, Number 24. 

He asked you a number of questions regarding 

r e l i a b i l i t y i n the f u t u r e r e l a t i n g t o power p u l l s and what 

would happen possibly i n the f u t u r e r e l a t i n g t o power p u l l s 

and r e l i a b i l i t y . 

How i s t h a t r elevant t o your p h y s i c a l excess c a p a c i t y 

adjustment i n t h i s proceeding? 

A. I t r e a l l y has no bearing on i t . I b e l i e v e t h a t 

the subject t h a t Mr. Gadsden and I were discussing i s what 

might happen t o system r e l i a b i l i t y i n the f u t u r e , and 

consequently appropriate reserve margins under a f u l l y 

deregulated, and I'm i n c l u d i n g r e t a i l deregulated 

environment. 

And t h a t ' s a very i n t e r e s t i n g question, but i t ' s a lso 
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h i g h l y speculative as t o what might happen. I n f a c t , i f 

2 there was f u l l d e r e g u l a t i o n , we don't even know i f th e r e 

•i would be an o b l i g a t i o n t o serve, f o r example, and t h e r e f o r e 

4 whether planning reserve margins would even have any meaning 

other than through customer contacts, 

fi But i t r e a l l y has nothing t o do w i t h the p h y s i c a l 

7 excess capacity analysis i n t h i s case, because I based my 

8 p h y s i c a l excess capacity analysis based upon reserve margin 

9 and r e l i a b i l i t y c r i t e r i a during the t e s t year and the year 

10 f o l l o w i n g . 

11 That's the standard t h a t the Commission has f o l l o w e d 

12 and t h a t ' s the standard prescribed by Section 1323. What 

l'i might happen many years i n t o the f u t u r e i f and when there's 

M de r e g u l a t i o n i s r e a l l y completely i r r e l e v a n t t o the 

15 determination of ph y s i c a l excess capacity i n t h i s case. 

Hi Q. You were also asked some questions about whether 

you knew whether ratepayers had paid a p r i c e or a pe n a l t y , a 

18 p r i c e above market p r i c e during the l a s t 10 years. Do you 

19 have any opinion as t o that? 

20 A. Yes, I do. I present the c a l c u l a t i o n of the cost 

21 of power f o r Susquehanna Unit 2 w i t h and w i t h o u t the excess 

w capacity penalty. And at the present time, w i t h o u t the 

penalty i t would be around 6 cents, and w i t h the penalty i t 

24 would be around 5 cents. 

25 And of course, the penalty has been i n e f f e c t d u r i n g 
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t h i s time p e r i o d . However, the costs t h a t ratepayers are 

c u r r e n t l y paying and have paid over the l a s t t e n years f o r 

Susquehanna Unit 2 are not based upon what the r a t e base 

value of Susquehanna 2 i s r i g h t now. 

I t ' s based upon the r a t e base value of Susquehanna 2 

at the time t h a t t h a t p l a n t went i n t o s e r vice i n 1995. And 

t h a t r a t e base value i n 1995 i s s u b s t a n t i a l l y higher than 

the r a t e base value a t the present time because of 

accumulated d e p r e c i a t i o n and deferred taxes. 

I n a d d i t i o n t o t h a t , the company also received a t 

l e a s t the debt and p r e f e r r e d stock r e t u r n on Susquehanna 

Unit 2. That debt and p r e f e r r e d stock r e t u r n was a much 

higher number back i n 1985 than i t i s today. 

Q. Mr. Kahal, j u s t f o r c l a r i f i c a t i o n , twice when you 

were r e f e r r i n g t o a year, you said "1995" and then you 

mentioned today. Would I be c o r r e c t t h a t when you mentioned 

"1995," you a c t u a l l y meant 1985 when the Commission's order 

when i n t o e f f e c t ? 

A. Yes, t h a t ' s r i g h t . I n other words, the r a t e s 

t h a t ratepayers are paying today and t h a t ratepayers have 

paid over the l a s t ten years are based upon the r a t e base 

value of Susquehanna Unit 2 back i n 1985 when the p l a n t went 

i n t o service at t h a t time. And t h a t was a much, much higher 

f i g u r e . 

Q. What i s the basis f o r your opinion? 
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A. Well, the r a t e base value of Susquehanna U n i t 2 

was mentioned i n the Commission's order. I n a d d i t i o n t o 

t h a t , the company i n an i n t e r r o g a t o r y response provided me 

w i t h the o r i g i n a l p l a n t i n service f o r the p l a n t . 

And accumulated d e p r e c i a t i o n over the l a s t t e n years 

and accumulated balance of deferred taxes, both of which are 

o f f s e t s f o r the c u r r e n t — t h a t i s , i n t h i s case — r a t e 

base value of Susquehanna Unit 2 are much, much l a r g e r than 

the c a p i t a l a d d i t i o n s t h a t are t a k i n g place. 

MS. KENNEY: Thank you. 

Your Honor, I have no f u r t h e r questions. 

MR. GADSDEN: Just a few, Your Honor. 

RECROSS-EXAMINATION 

BY MR. GADSDEN: 

Q. Mr. Kahal, we've been doing a l o t of dancing 

around on the second issue t h a t you discussed. 

MS. KENNEY: Your Honor, I'm going t o o b j e c t t o Mr. 

Gadsden's c h a r a c t e r i z a t i o n . I would ask him t o rephrase. 

BY MR. GADSDEN: 

Q. Well, I'm not sure t h a t the responses e i t h e r i n 

r e d i r e c t were responsive t o my cross-examination or even t o 

your counsel's questioning. 

But l e t ' s focus again on page 18 and the phrase, 

" e a r l y year cost p e n a l t i e s . " My question i s simple. When 

you r e f e r t o e a r l y year cost p e n a l t i e s , are you r e f e r r i n g t o 

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



fi 

7 

8 

9 

10 

11 

12 

i:t 

14 

ir> 

ifi 

17 

18 

19 

20 

21 

22 

2.1 

24 

1636 

the period 1985 t o 1995 or are you r e f e r r i n g t o some p e r i o d 

other than that? 

A. My testimony's purely prospective, t h a t i s I'm 

t a l k i n g about from here forward, I was t r y i n g t o respond t o 

your question a l i t t l e e a r l i e r t h a t went t o , "Gee, d i d 

ratepayers pay above market f o r Susquehanna U n i t 2 i n 

e a r l i e r years?" 

And my answer i s — although I d i d n ' t do t h a t 

c a l c u l a t i o n — a l l the i n f o r m a t i o n t h a t I would have would 

lead me t o the conclusion t h a t yes, they have. 

Q. And by "market," how do you d e f i n e "market" 

during the period of 1985 t o 1995? 

A. Market i s simply the cost at which PP&L could 

have bought or sold power during t h a t time p e r i o d . I t might 

be represented by the avoided cost c a l c u l a t i o n s t h a t the 

company d i d during t h a t time period. 

Q. And do you know — 

A. Not the projected ones, but what the a c t u a l ones 

were. I t might be represented by the PJM t r a n s a c t i o n s 

p r i c e s . 

Q. Do you know what the company's avoided cost 

c a l c u l a t i o n showed i n 1985? 

A. I don't have t h a t i n f o r m a t i o n . I've been 

in v o l v e d , of course, i n many, many planning studies d u r i n g 

t h a t time, so I'm generally aware of what the PJM 
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tra n s a c t i o n s were during the l a s t ten years, 

Q. Do you know whether the p r i c e t h a t the company i s 

c u r r e n t l y paying i t s q u a l i f y i n g f a c i l i t i e s was based on 

avoided cost c a l c u l a t i o n s ? 

A. They were based upon p r o j e c t i o n s . They weren't 

based upon ac t u a l s . I'm r e f e r r i n g t o the a c t u a l s . 

Obviously, the p r o j e c t i o n s turned out t o be wrong, and I 

t h i n k t h a t , you know, PP&L i s no d i f f e r e n t than anyone else 

i n overestimating long term p r o j e c t i o n s of avoided cost. 

Q. And i n f a c t , i n a Central Maine Power case, you 

i n d i c a t e d t h a t t h a t problem was almost u n i v e r s a l w i t h i n 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. I can't t h i n k of any exceptions, so I guess t h a t 

makes i t u n i v e r s a l . Just about everybody ove r p r o j e c t e d 

where avoided costs were going t o go i n the long term. 

MR. GADSDEN: That's a l l we have, Your Honor. 

JUDGE CHRISTIANSON: Fine. That perhaps does c l a r i f y 

i t . Any follow-up? 

MS. KENNEY: No, Your Honor. I have no f u r t h e r 

questions. 

JUDGE CHRISTIANSON: Grudgingly, no fol l o w - u p . 

MS. KENNEY: I t could go on fo r e v e r , but w e ' l l end i t 

here. 

JUDGE CHRISTIANSON: For the present time, w e ' l l be 

done. Thank you. 
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(Witness excused.) 

JUDGE CHRISTIANSON: Then we seem t o be done w i t h 

t h i s phase. We have two days next week. And we can be done 

f o r the record t h i s afternoon. 

(Whereupon, at 3:33 p.m., the proceedings were 

concluded.) 
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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 t h a t t h i s t r a n s c r i p t i s a t r u e and accurate 

record t o the best of my a b i l i t y . 

COMMONWEALTH REPORTING COMPANY, INC. 

By: 

John A. K e l l y , 
C e r t i f i e d Verba t im Reporter 
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