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P R Q £ E E D X N £ 3 . 

ADMINISTRATIVE LAW JUDGE ROBERT A. CHRISTIANSON: I 

am A d m i n i s t r a t i v e Law Judge Robert Christianson. We're here 

t h i s morning t o have f u r t h e r hearings concerning t h i s PP&L 

r a t e f i l i n g . 

I ' l l say i t very b r i e f l y f o r the record. I've 

mentioned o f f the record about settlement p o s s i b i l i t i e s . 

One thought was t h a t the p a r t i e s work towards some of these 

problems and t r y t o work out a settlement. The other 

thought i s t h a t perhaps i t ' s not an appropriate case f o r a 

settlement because there are some s i g n i f i c a n t problems, 

p a r t i c u l a r l y the r e s i d e n t i a l heating and the i n d u s t r i a l 

i n t e r r u p t i b l e and some other problems; t h a t perhaps you need 

an o v e r t Commission de c i s i o n on these problems. But again, 

you f o l k s a l l know what happens i n t h a t area much b e t t e r 

than I do about settlements and the s i g n i f i c a n c e of a 

settlement or not a settlement or a s t i p u l a t i o n on c e r t a i n 

issues or whatever. But obviously, there are a l o t of 

pressures coming on i n a l o t of d i r e c t i o n s i n t h i s case. 

We'll j u s t see what happens, b a s i c a l l y . 

Frankly, I l i k e t o w r i t e up r a t e issues. I won't 

volunteer, but we may j ust have t o l i t i g a t e the t h i n g out. 

MR. MacGREGOR: I don't want t o s e t t l e t h a t p a r t of 

the case i f i t would disappoint you, Your Honor. 

JUDGE CHRISTIANSON: Yes, a l l t h a t fun I ' d have 
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w r i t i n g i t up. I love gradualism, by the way. The bottom 

l i n e i s gradualism. That's c l e a r l y of record i n decisions 

I've w r i t t e n over the years. 

MR. MacGREGOR: As long as i t takes i n t o account a 

longer time period. 

JUDGE CHRISTIANSON: But w e ' l l j u s t see what happens 

w i t h the whole t h i n g . But anyway, I guess f i r s t up would be 

the S i e r r a Club unless somebody has a reason t o change the 

order. 

Let's be o f f the record b r i e f l y . 

(Discussion o f f the record.) 

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

We might as w e l l s t a r t o f f w i t h the S i e r r a Club. 

I've been t o l d there i s some motion against the o f f e r i n g 

g e n e r a l l y , but we might as w e l l get the witness i n the stand 

and get s t a r t e d on the t h i n g and see where we go. 

So go ahead and c a l l your witness. 

MR. BARAK: Your Honor, a t t h i s time the S i e r r a Club 

c a l l s Bruce Biewald t o the stand and asks t h a t he be sworn. 

JUDGE CHRISTIANSON: Fine. Just as a cau t i o n , the 

noise l e v e l might get up high i n a few minutes when the 

Commissioners and the people a l l come out of Public Meeting. 

I c a l l i t the thundering herd, because they a l l leave 

together. 

Could you r a i s e your r i g h t hand? 
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Whereupon, 

BRUCE BIEWALD 

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

JUDGE CHRISTIANSON: Fine. Be seated then and take a 

moment t o s e t t l e your thoughts; and proceed, counsel. 

MR. BARAK: Thank you, Your Honor. 

DIRECT EXAMINATION 

BY MR. BARAK: 

Q. Mr. Biewald, could you please s t a t e your name 

and business address f o r the record? 

A. My name i s Bruce Biewald. I work f o r the T e l l u s 

I n s t i t u t e a t 11 A r l i n g t o n S t r e e t i n Boston, Massachusetts. 

Q. And are you the same Bruce Biewald whose name 

appears on a document e n t i t l e d , "Sierra Club Statement No. 

1, Testimony of Bruce Biewald On Behalf Of S i e r r a Club of 

Pennsylvania, A p r i l 12, 1995"? 

A. Yes. 

Q. I ' l l j u s t i d e n t i f y t h a t f o r the record and ask 

you t o a f f i r m i t as c o n s i s t i n g of 33 numbered pages. I s 

t h a t r i g h t ? 

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

Q. And does t h a t document have attached t o i t 

e x h i b i t s e n t i t l e d , "Sierra Club E x h i b i t No. IA, IB, IC, ID 

and IE? 

A. Yes. 

C O M M O N W E A L T H REPORTING COMPANY (7 17) 7 6 1 -7 I 50 
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Q. Now, l e t ' s r e t u r n t o S i e r r a Club Statement No. 

1. Was t h a t prepared by you or under your supervision? 

A. Yes, i t was. 

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

document? 

A. 

Q. 

A. 

Q-

Yes, I do. 

How many do you have? 

I have changes on three pages. 

Could you t e l l us b r i e f l y what they are and then 

very b r i e f l y e x p l a i n why you're making them? 

A. The f i r s t change i s on page 6, l i n e 15. 

Q. Which reads now? 

A. Line 15 reads: "and (c) f o r each r a t e class the 

f i x e d cost percentage i s m u l t i p l i e d by the t o t a l . " I would 

l i k e t o delet e the word "percentage" and s u b s t i t u t e the word 

" p o r t i o n . " So the new l i n e reads: "and (c) f o r each r a t e 

class the f i x e d cost p o r t i o n i s m u l t i p l i e d by the t o t a l . " 

Q. And the "c" i s i n parentheses; i s t h a t r i g h t ? 

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

Q. Please continue. 

A. On page 11, I have changes on l i n e s 32 and 33. 

The sentence c u r r e n t l y beginning on l i n e 32 reads: " ( c ) 

The system, at t h i s stage, should not be symmetrical. PP&L 

should be rewarded i f i t performs e x c e p t i o n a l l y , but not 

penalized i f i t f a i l s t o meet a minimum l e v e l . " 
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I'd l i k e t o s t r i k e the word "not" and on the next 

l i k e s t r i k e the words "but not" and replace them w i t h the 

word "and." So the new sentence from the beginning reads: 

"The system, a t t h i s stage, should be symmetrical. PP&L 

should be rewarded i f i t performs e x c e p t i o n a l l y , and 

penalized i f i t f a i l s t o meet a minimum l e v e l . " 

The f i n a l change i s on page 20, l i n e 3. That l i n e 

c u r r e n t l y reads: " a c t i v i t y i n a previous year. Under 

surcharge mechanisms, net l o s t revenues due t o . " I 'd l i k e 

t o i n s e r t the word "some" a f t e r the word "under." 

Q. So t h i s l i n e now reads? 

A. Line 3 on page 20 now reads: a c t i v i t y i n a 

previous year. Under some surcharge mechanisms, net l o s t 

revenues due t o . " 

Q. That completes your c o r r e c t i o n s ? 

A. Yes, i t does. 

Q. Could you very b r i e f l y t e l l us why you made 

those three c o r r e c t i o n s ? 

A. The c o r r e c t i o n s are typo g r a p h i c a l e r r o r s . The 

one on page 11 perhaps deserves a b i t of explanation. The 

meaning as i t c u r r e n t l y reads i s reversed. I t s t a t e s t h a t 

there should be p e n a l t i e s . That was simply an e r r o r . The 

testimony, i f you read l a t e r i n the testimony, i t i s c l e a r 

what was intended. 

JUDGE CHRISTIANSON: Yes, I agree w i t h you. The 
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i n t e n t i s c l e a r . Okay. 

THE WITNESS: That concludes the changes. 

BY MR. BARAK: 

Q. Now, as corrected i n the l a s t few minutes, i s 

S i e r r a Club Statement No. 1 t r u e and c o r r e c t t o the best of 

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

A. Yes, i t i s . 

Q. Let's t u r n t o the e x h i b i t s , which you said were 

prepared by you or under your supervision. Do you have any 

changes or c o r r e c t i o n s t o those? 

A. I do not. 

Q. Are Si e r r a Club E x h i b i t s Nos. IA through IE t r u e 

and c o r r e c t t o the best of 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 you were asked t o t e s t i f y o r a l l y t o the 

matters addressed i n Statement No. 1 and E x h i b i t s IA through 

IE f o r the S i e r r a Club today, would you t e s t i f y as st a t e d 

t herein? 

A. Yes. 

MR. BARAK: At t h i s p o i n t , Your Honor, I ask and move 

t h a t S i e r r a Club Statement No. 1 and S i e r r a Club E x h i b i t s 

IA, IB, IC, ID and IE be received i n t o evidence and would 

tender the witness then f o r cross-examination. 

JUDGE CHRISTIANSON: At t h i s p o i n t , I might as w e l l 
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go along w i t h my standard p r a c t i c e . Subject t o the motions, 

i t i s accepted. I t i s now p a r t of the record, but I 

understand t h a t Mr. Kleppinger has a motion. 

(Whereupon, the documents were marked 

as S i e r r a Club Statement No. 1 and 

E x h i b i t s Nos. IA through IE f o r 

i d e n t i f i c a t i o n , and were received i n 

evidence.) 

MR. KLEPPINGER: Yes, Your Honor. On behalf of the 

PP&L I n d u s t r i a l Customer A l l i a n c e , we would move t o s t r i k e 

p o r t i o n s of S i e r r a Club Statement No. 1. Those p o r t i o n s 

would begin on page 4, l i n e 5, and extend through and 

i n c l u d i n g page 7, l i n e 2. I t would include a l l of the 

m a t e r i a l contained on pages 9 through 24. And f i n a l l y , i t 

would include E x h i b i t IC. 

The j u s t i f i c a t i o n f o r the motion t o s t r i k e . Your 

Honor, i s based p r i m a r i l y on relevance and the i n a b i l i t y of 

Your Honor t o implement the recommendations contained i n the 

testimony. The express purpose, as s t a t e d on page 3 of t h i s 

testimony, i s t o respond t o the Commission's 1993 DSM cost 

recovery order at Docket No. 1-900005 and t o the 

Commonwealth Court's a p p e l l a t e d e c i s i o n at Docket No. 3104 

CD. 1993, which I would p o i n t out i s the subject of a 

P e t i t i o n f o r A l l o c a t u r t o the Pennsylvania Supreme Court. 

That p e t i t i o n was f i l e d by the Commission at Middle D i s t r i c t 
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Docket No. 0164 M.D. A l l o c a t u r 1995. 

The problem t h a t we see. Your Honor, i s t h a t w i t h the 

Commonwealth Court Order subject t o the A l l o c a t u r P e t i t i o n , 

the outcome i s unknown. Should the Supreme Court deny 

a l l o c a t u r , the Commonwealth Court Order would r e q u i r e a 

remand t o address at l e a s t the l o s t revenue recovery issue 

and the DSM recovery mechanism t o implement f o r a l l 

u t i l i t i e s i n Pennsylvania. I f the Supreme Court grants the 

a l l o c a t u r , obviously, we would need t o await i t s f i n a l 

d e c i s i o n . I n e i t h e r case, l i t t l e can be done, i f anything, 

i n t h i s proceeding which would not prejudge the remand or 

the outcome t h a t the Supreme Court has pending before i t . 

The recommendations contained i n the p o r t i o n s of the 

testimony t h a t we moved t o s t r i k e are i n f a c t c o n d i t i o n a l on 

what the outcome may be i n the a p p e l l a t e process. 

Perhaps most d i s t u r b i n g l y . Your Honor, the issues 

t h a t are r a i s e d i n the p o r t i o n s of the testimony which we 

are moving t o s t r i k e were f u l l y l i t i g a t e d e x t e n s i v e l y i n the 

Commission's DSM i n v e s t i g a t i o n . For example, should there 

be an i n c e n t i v e component t o the DSM recovery mechanism or 

shouldn't there? I s t h a t i n c e n t i v e mechanism l e g a l or i s n ' t 

i t ? Should there be l o s t revenue recovery or shouldn't 

there be l o s t revenue recovery? And i s t h a t l o s t revenue 

recovery l e g a l or not? What should be the methodology f o r 

c a l c u l a t i n g the i n c e n t i v e component i f there i s going t o be 
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one i n any DSM recovery mechanism? What are the methods f o r 

c a l c u l a t i n g l o s t revenues i n the event t h a t i n f a c t l o s t 

revenues are permitted? How do you even c a l c u l a t e the 

savings o f DSM programs t o in p u t i n t o an equation t h a t may 

be used f o r l o s t revenue recovery or i n c e n t i v e recovery? 

What are the components of a net l o s t revenue adjustment? 

These are the very issues t h a t were the subject of a very 

i n t e n s i v e piece of l i t i g a t i o n t h a t began i n 1990. 

What some of the recommendations i n t h i s testimony 

attempt t o do i s set a net l o s t revenue adjustment p o l i c y 

f o r PP&L and then have i t applied g e n e r i c a l l y t o a l l 

u t i l i t i e s on remand. That recommendation can be found a t 

page 6 on l i n e s 33 and 34. 

Frankly, Your Honor, the testimony places a l l the 

p a r t i e s i n t h i s case. Your Honor himself, and the Commission 

i n an untenable p o s i t i o n of p r e j udging the Commission's 

generic proceeding, which i s the subject of the appeal. We 

question how the r i g h t s of the p a r t i e s t o the o r i g i n a l DSM 

i n v e s t i g a t i o n can be protected when such generic issues are 

being addressed s o l e l y i n a PP&L r a t e case. 

We f i n d i t i r o n i c t h a t the S i e r r a Club would attempt 

t o do t h i s i n the PP&L case given i t s knowledge of the DSM 

i n v e s t i g a t i o n which began i n October of 1990 and culminated 

i n Commission decisions i n December of 1993 and A p r i l of 

1994. The S i e r r a Club d i d not p a r t i c i p a t e a c t i v e l y i n the 
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l i t i g a t i o n d u r i n g t h a t three-year process u n t i l the 

exception stage t o the A d m i n i s t r a t i v e Law Judge's 

Recommended Decision. At t h a t time, the S i e r r a Club as p a r t 

of an en v i r o n m e n t a l i s t group simultaneously f i l e d 

exceptions, a b r i e f and a r e p l y b r i e f . The Commission 

permitted t h a t l a t e i n t e r v e n t i o n and those pleadings. 

Meanwhile, i n the DSM l i t i g a t i o n , several members of 

PPLICA p a r t i c i p a t e d as p a r t of the Pennsylvania I n d u s t r i a l 

Energy C o a l i t i o n . PP&L a c t i v e l y p a r t i c i p a t e d . The Consumer 

Advocate a c t i v e l y p a r t i c i p a t e d . The Small Business Advocate 

p a r t i c i p a t e d ; and the Commission S t a f f p a r t i c i p a t e d through 

the Bureau of CEEP and the Law Bureau. A l l o f these p a r t i e s 

expended considerable resources i n the generic l i t i g a t i o n , 

and now the S i e r r a Club seeks t o r e - l i t i g a t e those issues 

here. We already had established s i x days of hearings i n 

the DSM case, almost 800 pages of t r a n s c r i p t , extensive 

d i r e c t and r e b u t t a l testimony by the p a r t i e s i n t h a t case. 

I f t h i s testimony i s received at t h i s time i n t h i s 

case, we e s s e n t i a l l y are asking the p a r t i e s t o redo the 

generic case f o r one u t i l i t y and not f o r the others i n 

Pennsylvania. We t h i n k i t i s i n c o n s i s t e n t w i t h 

a d m i n i s t r a t i v e and j u d i c i a l e f f i c i e n c y t o ask the p a r t i e s i n 

t h i s case t o have t o rebut and r e - l i t i g a t e the issues t h a t 

were i n the generic case. 

I t i s simply the wrong case and the wrong time f o r 
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t h i s testimony t o be received, and we move t o s t r i k e the 

p o r t i o n s p r e v i o u s l y s t a t e d . 

JUDGE CHRISTIANSON: Usually I have questions f o r 

counsel on a motion l i k e t h i s , but you p r e t t y w e l l covered 

your ground as f a r as your side of i t . We do have a 

d i r e c t i v e t o consider t h i s issue i n e l e c t r i c r a t e cases. 

I'm j ust l o o k i n g f o r the memo about i t , which I t h i n k I 

alluded t o before i n t h i s proceeding. 

Well, obviously, I'd l i k e t o hear from S i e r r a Club. 

At t h i s p o i n t , l e t ' s be o f f the record j u s t f o r a 

minute. 

(Discussion o f f the record.) 

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

We went o f f the record f o r a couple o f minutes. At 

t h i s p o i n t , some other counsel want t o be heard from; and we 

might as w e l l hear from the company at t h i s p o i n t b r i e f l y . 

MR. MacGREGOR: Yes, Your Honor. Thank you. I'm not 

going t o repeat Mr. Kleppinger's arguments, which I agree 

w i t h . I t h i n k i t i s c l e a r t h a t the Commission has 

determined t h a t t h i s issue should be addressed on a generic 

basis. I t i s being addressed on a generic basis, and t h a t 

process should be completed, and i t i s i n a p p r o p r i a t e t o 

pursue i t i n cases i n v o l v i n g i n d i v i d u a l u t i l i t i e s . 

I t h i n k i t i s p a r t i c u l a r l y i n a p p r o p r i a t e i n t h i s 

case. I t h i n k we have more than enough issues on the t a b l e , 
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more than enough issues t o deal w i t h i n t h i s case already 

w i t h o u t f u r t h e r complicating the matter a t t h i s p o i n t i n the 

proceeding and r e q u i r i n g the p a r t i e s t o prepare and f i l e 

extensive r e b u t t a l testimony on these broad-ranging 

recommendations; and I t h i n k the b e t t e r path would be t o l e t 

the generic proceeding take i t s course, l e t the a p p e l l a t e 

l i t i g a t i o n take i t s course, and proceed accordingly. 

JUDGE CHRISTIANSON: Okay. Let's hear b r i e f l y from 

Consumer Advocate. 

MS. KENNEY: Your Honor, we are not j o i n i n g i n the 

motion. However, we do need t o express s i m i l a r concerns t o 

what Mr. Kleppinger has expressed. We are very concerned 

t h a t the issues t h a t have been i d e n t i f i e d by Mr. Kleppinger 

are issues t h a t are c u r r e n t l y pending before the P e t i t i o n 

f o r A l l o c a t u r i n the Supreme Court, and the issue i s , even 

i f these issues were addressed i n t h i s proceeding, whether 

the Commission c u r r e n t l y , since i t has asked the Supreme 

Court t o take these very same issues up f o r review, whether 

t h i s Commission at any time u n t i l matters are decided i n 

t h a t area a c t u a l l y has a u t h o r i t y t o discuss or t o consider 

such issues. 

I n the i n t e r e s t of time and e f f i c i e n c y , we would ask 

t h a t these issues p o s s i b l y be postponed t o e i t h e r a l a t e r 

proceeding on remand or discussed a t a l a t e r time. 

JUDGE CHRISTIANSON: You are t a l k i n g more or less 
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about management of the issues. 

MS. KENNEY: These are important issues. They are 

issues t h a t were addressed, as Mr. Kleppinger reviewed the 

h i s t o r y , e x t e n s i v e l y i n the other proceeding. They were 

addressed by a number of p a r t i e s and by the Commission and 

by the Commonwealth Court, and t h a t matter i s apparently 

s t i l l pending. We don't b e l i e v e i t would be appropriate a t 

t h i s time t o address t h a t i n t h i s proceeding. 

JUDGE CHRISTIANSON: Then l e t ' s hear from S i e r r a 

Club. And we may go around again, but you might as w e l l 

have your speech at t h i s p o i n t . 

MR. BARAK: Thank you. Your Honor. I have two large 

bases f o r opposing the motion. One i s procedure; the other 

substantive; and I'11 make both arguments. 

The f i r s t i s t h a t i t i s , of course, untimely. We 

f i l e d t h i s testimony by in-hand d e l i v e r y on counsel f o r the 

i n d u s t r i a l s on A p r i l 12. I understand t h a t he had a p r e t t y 

b i g workload, and I'm very s e n s i t i v e t o t h a t , but the f i r s t 

we heard of t h i s was a phone c a l l pursuant t o the Bench's 

i n s t r u c t i o n or suggestion two days ago; and we are a l l a t a 

disadvantage here because of the untimeliness of t h i s 

motion, and I t h i n k Your Honor as w e l l . 

There are a l o t of assertions t h a t should be 

supported by law i n counsel's argument, and you haven't 

heard any law. I f t h i s matter i s t o be c a r e f u l l y 
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considered, then we should have an argument t o s t r i k e 

testimony supported by law. So pr o c e d u r a l l y , we are 

disadvantaged because we're hearing t h i s motion t o s t r i k e 

now instead of on paper w i t h some research and some weeks 

ago. 

Let me go t o the substance now, because the 

i m p l i c a t i o n of the arguments i s i n c o r r e c t . The i m p l i c a t i o n 

i s t h a t somehow e i t h e r there i s no basis i n law f o r o f f e r i n g 

the challenged testimony --

JUDGE CHRISTIANSON: I f you want t o , we can pause. 

That's the thundering herd I t a l k e d about. I can hear you 

f i n e . 

MR. BARAK: The i m p l i c a t i o n i s t h a t e i t h e r there i s 

no basis i n law f o r the challenged testimony or somehow 

we're v i o l a t i n g the i n t e n t or the l e t t e r of the Commonwealth 

Court d e c i s i o n , which i s now the law of Pennsylvania. 

Merely because someone sought a l l o c a t u r doesn't mean t h a t we 

have a stay of the Commonwealth Court d e c i s i o n . That i s a 

d i s c r e t i o n a r y , i f you w i l l , w r i t . 

So what i s the law r i g h t now? Well, the law i s t h a t 

the Commission pr o p e r l y r e q u i r e the i n c l u s i o n i n ra t e s on a 

surcharge basis of the d i r e c t costs of DSM programs, of 

demand-side management programs; t h a t w i t h respect t o l o s t 

revenues, the Commission has the o p t i o n of l o o k i n g a t how t o 

c a l c u l a t e those revenues i n a generic remand case or i n a 
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s p e c i f i c r a t e case on a company-by-company basis. 

And f i n a l l y , as t o i n c e n t i v e s , the law from the 

Commonwealth Court i s t h a t the Commission may not permit the 

c o l l e c t i o n of i n c e n t i v e s f o r DSM performance through a 

surcharge mechanism; t h a t only i n base r a t e s can such 

i n c e n t i v e s be c a l c u l a t e d and ordered recovered, only through 

the base r a t e mechanism. 

Now, there was mention of t h i s now another l e v e l of 

appeal from the Commonwealth Court d e c i s i o n t o the Supreme 

Court. The Commission has only sought review of the l o s t 

revenue issue. The Commission has e f f e c t i v e l y said t o the 

Supreme Court: Look, you're le a v i n g us k i n d of up i n the 

a i r on t h i s . We don't want t o look at l o s t revenues and how 

t o c a l c u l a t e them, come back t o the Commonwealth Court l a t e r 

only t o f i n d out we wasted our time. I t has happened t o us 

before. We don't want t h i s t o happen again. 

The i n c e n t i v e s issue i s s e t t l e d . The d i r e c t cost 

recovery i s s e t t l e d . Our testimony, as challenged, goes t o 

i n c e n t i v e s and l o s t revenues. We have taken the i n s t r u c t i o n 

of the Commonwealth Court. We've gone t o the f i r s t pending 

e l e c t r i c base r a t e case and we have provided the Commission 

w i t h a record t o permit the Commission t o c a l c u l a t e w i t h i n 

base r a t e s i n c e n t i v e s f o r appropriate DSM program 

performance. That's what Mr. Biewald's testimony, the 

challenged testimony, would do. 
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There i s no saying t h a t the Commission w i l l accept 

t h a t and go forward w i t h t h a t , but the only place, the only 

place t o go f o r those i n c e n t i v e s i s i n a base r a t e case. 

So Mr. Kleppinger's argument, which i s w i t h o u t c i t a t i o n t o 

any law of any s o r t , would e f f e c t i v e l y block the only remedy 

t h a t the Commonwealth Court has provided t o those p a r t i e s 

who t h i n k t h a t p r o v i d i n g somehow f o r i n c e n t i v e s f o r 

exemplary DSM performance pursuant t o the Commission's 

December, 1993 Order i s a good idea. 

The Commonwealth Court said: Go t o a base r a t e case 

only i f you're going t o do t h i s a t a l l . That's why we're 

here. 

With respect t o l o s t revenues, the Commonwealth Court 

s a i d : We're not r e a l l y sure how you, the Commission, i n 

your December Order intended t o have these l o s t revenues 

c a l c u l a t e d , so we're sending t h i s one back t o you; and by 

the way, you might even want t o address some of the l e g a l 

bases f o r these. That's e f f e c t i v e l y what the Commonwealth 

Court d e c i s i o n of January 9, 1995 d i d . The co u r t d i d not 

s p e c i f y whether t h a t would take place i n a remand proceeding 

or a generic proceeding or whether i t would take place i n a 

base r a t e case. 

Again, we have taken the law of t h a t case and applied 

i t t o the f o r m u l a t i o n of Mr. Biewald's testimony asking him 

how he would c a l c u l a t e l o s t revenues, addressing t h a t issue. 
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So p u t t i n g t h i s a l l a l i t t l e d i f f e r e n t l y , we are not 

here t o r e - l i t i g a t e four years of generic DSM proceedings. 

We're not at a l l . We are simply f o l l o w i n g the d i c t a t e s of 

the Commonwealth Court decision, a d e c i s i o n occasioned by 

p o s i t i o n s taken by some of the i n d u s t r i a l customers, who are 

p a r t of the c o a l i t i o n i n t h i s case, as p a r t o f a d i f f e r e n t 

c o a l i t i o n i n t h a t case. 

There was a suggestion t h a t -- the term "relevance" 

was used i n Mr. Kleppinger's argument. Although he d i d n ' t 

r e a l l y spend much time on i t , he at l e a s t r a i s e d the issue. 

The magic words, of course, are "relevant t o a m a t e r i a l 

p r o p o s i t i o n of the case." The m a t e r i a l p r o p o s i t i o n of t h i s 

base r a t e e l e c t r i c proceeding pursuant t o the Commonwealth 

Court i s : should i n c e n t i v e s or an i n c e n t i v e mechanism be 

ordered and c a l c u l a t e d f o r t h i s u t i l i t y f o r c e r t a i n kinds of 

performance r e l a t e d t o the conduct of i t s DSM a c t i v i t i e s , 

number one? 

Another m a t e r i a l p r o p o s i t i o n of t h i s case would be: 

should l o s t revenue recovery be ordered? And i f so, how 

should i t be c a l c u l a t e d , again, f o r t h i s p a r t i c u l a r 

u t i l i t y ' s a d m i n i s t r a t i o n of i t s DSM programs? 

Those are m a t e r i a l p r o p o s i t i o n s t h a t are provided t o 

us by the Commonwealth Court and by the Commonwealth Court 

only. 

By i n j e c t i n g i n t o t h i s case expert testimony on the 
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subject, we, of course, are not mandating, one does not 

mandate t h a t the Bench or the Commission take any p a r t i c u l a r 

a c t i o n or make any p a r t i c u l a r d e c i s i o n . The Commission has 

been given d i s c r e t i o n by the Court t o address these issues 

i n a base r a t e case or i n a generic case. That's the 

general r u l e . Exception: i t has no d i s c r e t i o n w i t h respect 

t o i n c e n t i v e s . The only place the Commission can deal w i t h 

i n c e n t i v e s f o r DSM programs i s i n a base r a t e case. 

There was a suggestion made t h a t gee, we ought t o 

hold back t a k i n g evidence i n t h i s case because everything i s 

kind of c o n d i t i o n a l on the outcome of the Supreme Court 

appeal. I f the Supreme Court takes the case, i t w i l l only 

deal w i t h the one issue, cost revenue recovery. I t w i l l not 

deal w i t h i n c e n t i v e s . That door i s closed. That matter i s 

s e t t l e d . There i s one place and one place only t o go f o r 

i n c e n t i v e s pursuant t o the Commission's December, 1993 

Order. That i s i n t h i s base r a t e case f o r t h i s company; and 

as the company's f i l i n g suggests, we won't be seeing PP&L i n 

a r a t e case f o r a number of years. This i s the time. 

There was a suggestion made t h a t we are r e - l i t i g a t i n g 

issues from t h a t generic case. This testimony i s very 

narrowly drawn. I t i s very narrowly drawn t o those two 

issues, and, as these counsel who are experienced i n t h a t 

generic case know, i t doesn't step outside the four corners 

of the dec i s i o n t h a t the Commission made i n 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 



1 

2 

.3 

4 

5 

6 

7 

8 

9 

10 

! I 

12 

13 

14 

15 

10 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1420 

December, 1993 Order, and t h a t ' s not our i n t e n t i o n . 

Our i n t e n t i o n i s t o take the remand as provided i n 

the Commonwealth Court d e c i s i o n and, w i t h i n the context of 

generic p r o t o c o l s and r u l e s developed by the Commission i n 

i t s December, 1993 Order, permit the Commission t o apply i t s 

DSM formulations t o PP&L's r a t e s . 

There i s no l e g a l standard argued t o you by any of 

the counsel here as t o why t h i s testimony, given the 

m a t e r i a l i t y of i t , should be excluded. The only word I 

heard as t o why you should exclude t h i s testimony at t h i s 

time i s , quote, " i n a p p r o p r i a t e , " unquote. That i s not a 

l e g a l standard, and t h a t suggests t h a t t h i s r e a l l y i s the 

wrong time t o be arguing these l e g a l issues. Counsel w i l l 

have ample o p p o r t u n i t y on b r i e f t o once again w i t h some law 

t r y t o urge Your Honor t o somehow take no account of the 

testimony. 

The law of the case, i f you w i l l , the law of t h i s 

matter i s the law of the Commonwealth Court. The 

Commonwealth Court t o l d the p a r t i e s t o t h a t case: you can 

go t o generic proceedings w i t h respect t o l o s t revenues. 

You can go t o base r a t e proceedings w i t h respect t o 

i n c e n t i v e s and l o s t revenues. That's why we're here. 

That's why we asked Mr. Biewald t o address the issues he d i d 

address, and t h a t ' s why the testimony t h a t was i d e n t i f i e d by 

counsel and t h a t one e x h i b i t should be per m i t t e d t o come 
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i n t o t h i s case and i t should be tendered f o r cross-

examination . Thank you. 

JUDGE CHRISTIANSON: Thank you. One question I have, 

which i s more f o r my problem, I t h i n k I allu d e d t o i t when 

Mr. Kleppinger mentioned t h i s when I t o l d him t o c a l l you. 

I had a l i t t l e memo from my s t a f f , which must be i n my 

papers i n my o f f i c e , i n d i c a t i n g t h a t t h e r e was a d i r e c t i v e 

t h a t t h i s matter g e n e r a l l y be considered i n e l e c t r i c base 

r a t e cases. I can't remember without l o o k i n g a t the paper 

whether t h a t was a p a r t i c u l a r Commissioner's admonition or 

ac t i o n by the Commission, but I can check w i t h my s t a f f on 

t h a t g e n e r a l l y . 

You can respond e s p e c i a l l y t o the question. Are you 

asking me t o use my d i s c r e t i o n because i t ' s j ust too b i g a 

case t o get t h i s issue in? 

MR. KLEPPINGER: No, Your Honor. 

JUDGE CHRISTIANSON: Or are you saying i t cannot be 

i n t h i s case? 

MR. KLEPPINGER: I'm saying i t cannot be i n t h i s 

case; and i f I might take an o p p o r t u n i t y t o respond. I 

t h i n k t h a t the d i r e c t i v e t h a t you are r e f e r r i n g t o i s 

r e l a t e d t o whether or not u t i l i t i e s are conducting DSM 

programs and what the scope of those programs are, but not 

t o the recovery mechanism, which i s the primary subject of 

the a p p e l l a t e l i t i g a t i o n . 
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JUDGE CHRISTIANSON: That i s the f l a v o r I got, t o 

s o r t of consider i t l i k e we throw issues i n t o base cases 

g e n e r a l l y . 

MR. KLEPPINGER: And PP&L has submitted testimony i n 

t h i s case as t o the scope of i t s demand-side management 

programs, and I understand t h a t t h a t i s f a i r game i n a base 

r a t e case, but what we are t a l k i n g about here are the 

s p e c i f i c components of a s p e c i a l recovery mechanism f o r 

those DSM costs. 

I n terms of responding t o Mr. Barak's arguments, the 

procedural t i m i n g i s p e r f e c t i n t h i s case. The r e g u l a t i o n s 

permit motions t o s t r i k e testimony t o be provided anytime 

p r i o r t o i t s submission f o r the record. Your Honor has the 

c o n t r o l over the r e c e i p t of evidence and the t i m i n g of 

evidence pursuant t o 52 Pa. Code Section 5.403, and the 

o b j e c t i o n t o the admission i s t i m e l y under the p r o v i s i o n s of 

the Code at 52 Pa. Code 5.243 and 5.103. 

I n terms of the substantive o b j e c t i o n s , w i t h a l l due 

respect t o Mr. Barak, he i s f l a t l y wrong i n terms of saying 

t h a t the i n c e n t i v e issue has been decided. The Commission 

i t s e l f i n i t s P e t i t i o n f o r A l l o c a t u r t o the Pennsylvania 

Supreme Court argues t h a t the d e c i s i o n below i s c l e a r l y 

erroneous because the Commonwealth Court, i n deciding t h a t 

the p r o v i s i o n of i n c e n t i v e s through DSM, through the use of 

an annual surcharge mechanism, was beyond the a u t h o r i t y of 
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the PUC, m i s i n t e r p r e t e d the meaning and i n t e n t of several 

sections o f the Public U t i l i t y Code; and t h a t i s at page 15 

of the Commission's own p e t i t i o n . 

I n terms of what i s the law, the law i s r i g h t now 

t h i s Commonwealth Court d e c i s i o n , which I would l i k e t o 

quote from page 36. The Commonwealth Court s a i d , "We remand 

the case t o the PUC." And I ' l l quote the e n t i r e paragraph. 

"We remand the case f o r the PUC e i t h e r t o consider t h i s 

matter i n t h i s proceeding or t o determine t h a t i t i s 

appropriate t o defer the matter t o l a t e r cases such as the 

approval of DSM programs or a base r a t e case i n v o l v i n g a 

balancing account. When the issue i s before the PUC, they 

should f u l l y address t h e i r power t o award l o s t revenues, how 

t o c a l c u l a t e l o s t revenues and how recovery i s a f f e c t e d i f 

o v e r a l l revenues increase. I f the p a r t i e s appeal t h a t 

d e c i s i o n , i t can be pr o p e r l y reviewed at t h a t time." 

What the court has t o l d the Commission t o do i s t o 

consider the remand i n the DSM case or determine t h a t i t i s 

appropriate t o defer t o l a t e r cases or base r a t e cases. The 

Commission has not yet made t h a t determination because i t 

has appealed the case t o the Supreme Court. 

JUDGE CHRISTIANSON: You're saying the remand has not 

occurred, i n fa c t ? 

MR. KLEPPINGER: That's c o r r e c t . So what we're being 

asked t o do i s t o respond t o l o s t revenue and i n c e n t i v e 
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issues, which are c l e a r l y open f o r debate based on the 

Commonwealth Court d e c i s i o n and the Commission's appeal i n a 

l i m i t e d , one u t i l i t y r a t e case, which cannot g e n e r i c a l l y 

apply t o t h a t i n v e s t i g a t i o n even though Mr. Biewald says at 

page 6 of h i s testimony: "The Commission should e s t a b l i s h 

i n a remand docket the generic treatment of net l o s t 

revenues f o r DSM, presumably c o n s i s t e n t w i t h t h a t provided 

here." 

So the c l e a r i n t e n t of t h i s testimony i s t o e s t a b l i s h 

a precedent i n t h i s case t h a t w i l l apply g e n e r i c a l l y t o a l l 

u t i l i t i e s i n Pennsylvania. I t i s f l a t l y c o n t r a d i c t o r y t o 

the whole d i r e c t i o n the Commission provided t o DSM recovery 

t o be addressed on a generic basis. And i n terms of any 

quote of l e g a l p r i n c i p l e , there i s a l e g a l p r i n c i p l e of 

a d m i n i s t r a t i v e e f f i c i e n c y ; and i t j u s t doesn't make sense t o 

ask a l l the p a r t i e s i n t h i s case t o i n d e t a i l rebut l o s t 

revenue issues and i n c e n t i v e issues when i t i s a l l s i t t i n g 

i n a case t h a t i s already pending a t the Commission. 

JUDGE CHRISTIANSON: One of your arguments then i s 

the S i e r r a Club i s attempting t o put the c a r t before the 

horse? 

MR. KLEPPINGER: Yes, Your Honor, on a one u t i l i t y 

basis when so f a r everything t h a t has been done on DSM cost 

recovery i s generic i n nature. 

JUDGE CHRISTIANSON: And there i s more generic 
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development t h a t should occur before we do t h i s i n d i v i d u a l 

case; i s t h a t what you're saying? 

MR. KLEPPINGER: That's c o r r e c t . I mean, we've got 

t o see what the Commission i s doing on the remand a f t e r the 

co u r t decides whether i t i s t a k i n g the appeal before we set 

any a d d i t i o n a l p r i n c i p l e s on what i s appropriate f o r l o s t 

revenues or what i s appropriate on i n c e n t i v e s . 

The issues i n Mr. Biewald's testimony c l e a r l y f i t 

i n t o the generic case. 

JUDGE CHRISTIANSON: Okay. Then maybe Mr. -- go 

ahead. Y o u ' l l get a response, too. 

MR. MacGREGOR: Just one p o i n t . Your Honor. I n terms 

of l e g a l p r i n c i p l e s , I t h i n k i t i s the f i r s t p r i n c i p l e of 

a d m i n i s t r a t i v e law t h a t an agency has broad d i s c r e t i o n t o 

determine whether t o provide p o l i c y g e n e r i c a l l y by 

r e g u l a t i o n or t o adjudicate issues on a case-by-case basis. 

I n t h i s instance, the Commission t o date has 

determined t h a t those issues should be d e a l t w i t h on a 

generic basis. The generic proceeding i s not done y e t , and 

Si e r r a Club should not be permitted t o s h o r t - c i r c u i t t h a t 

generic process by t r y i n g t o e s t a b l i s h these issues i n an 

i n d i v i d u a l r a t e case. The generic proceeding i s not over, 

as Mr. Kleppinger i n d i c a t e d . 

JUDGE CHRISTIANSON: Maybe focus on t h a t . Kleppinger 

focused on t h i s bottom of page 6, paragraph number 4. And 
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maybe focus on t h i s c a r t before the horse c h a r a c t e r i z a t i o n . 

But go ahead and have a response. 

MR. BARAK: Thank you. Your Honor. I do want t o 

c o r r e c t something. Counsel i s c o r r e c t . I conceded too much 

when I said t h a t the Commission d i d n ' t take the i n c e n t i v e 

issues up; and when he read t h a t , I do r e c a l l t h a t very 

w e l l , t h a t language. 

JUDGE CHRISTIANSON: A l o t goes on i n these t h i n g s . 

I t i s hard t o remember every d e t a i l . 

MR. BARAK: Well, i f we're a l l lucky enough and the 

Supreme Court takes the case and reverses the Commonwealth 

Court so we can --

JUDGE CHRISTIANSON: I s i t lucky or unlucky about 

t a k i n g i t and reve r s i n g i t ? 

MR. BARAK: Wei1, of course, I added the second p a r t . 

But i f they take i t and they reverse the Commonwealth Court, 

we get our i n c e n t i v e s and we get our l o s t revenues f o r a 

program t h a t we t h i n k i s very necessary here. But t h a t 

issue t h a t counsel r a i s e d on the c a r t before the horse I 

t h i n k i s a very important one, and we thought long and hard 

about whether t o r a i s e these matters i n t h i s case. 

I am very sympathetic t o the A d m i n i s t r a t i v e Law 

Judge, who has a $261 m i l l i o n c laim or some amount lower 

than t h a t , depending on which testimony one accepts, t o 

adjud i c a t e and the complexity of the case and the 
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m u l t i p l i c i t y of the issues i n the case. The language 

counsel read, however, i s the Catch 22 here. 

We have a f i l i n g i n which t h i s u t i l i t y says, "Hi„ 

f o l k s . This i s Brigadoon. We saw you f i v e years ago. 

We're here f o r a wh i l e , and w e ' l l see you i n another f i v e or 

many more years." 

JUDGE CHRISTIANSON: I t has been ten, h i s t o r i c a l l y . 

MR. BARAK: So when the Commonwealth Court said t o 

the Commission, "You decide whether you're going t o take 

t h i s up i n a r a t e case or you're going t o take t h i s up 

g e n e r i c a l l y , " the only way the Commission can take t h i s 

matter up i n t h i s case, short of somewhere w i t h i n our nine 

months reopening the record a f t e r the whole t h i n g has gone 

up on b r i e f , the only way i s i f someone comes i n t o the case 

and says, "Ah, yes. We've read what the Commonwealth Court 

s a i d . We understand t h a t t h i s could be one of those cases. 

Here i s the language. Here i s the expert testimony on t h i s 

very narrow issue, very narrow issue. I s t h i s the time t o 

set r a t e s f o r t h i s company because they won't be back f o r a 

while?" 

The Commonwealth Court cannot be req u i r e d t o 

understand the complexities of the Commission's docket, and 

I can't r e c a l l any p r i n c i p l e of law t h a t r e q u i r e s a cou r t t o 

somehow be cognizant of those kinds of d e t a i l s the way, say, 

a l i t i g a n t before a cou r t might have t o be of the court's 

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



1 

2 

3 

4 

5 

6 

7 

S 

9 

10 

11 

12 

13 

14 

18 

19 

20 

21 

22 

23 

24 

25 

1428 

docket . 

I agree w i t h counsel f o r the company t h a t there i s a 

p r i n c i p l e o f a d m i n i s t r a t i v e law t h a t says a Commission can 

make decisions t h a t have generic a p p l i c a t i o n s a number of 

ways. I t can make them by r u l e , and i n the o l d days i t made 

them on a case-by-case determination. Now, i n the l a s t , oh, 

10 or 15 years, we've seen around the country Commissions 

spend more and more time i n generic proceedings. 

JUDGE CHRISTIANSON: And t h a t process has become more 

muscle bound, so maybe they're going back t o doing i t case 

by case. 

MR. BARAK: Maybe there are some arguments as t o why 

generic cases are a very f a i r way or a very good way t o do 

e f f e c t i v e rulemaking. We're not arguing t h a t here today, 

but there i s a very persuasive argument t h a t the o l d way of 

deal i n g w i t h a very concrete set of costs and customers i s 

the way t o set a r u l e f o r t h i s u t i l i t y , and then one 

examines l a t e r on i f i t works f o r another u t i l i t y . The 

co u r t d i d not say th i n g s had t o be decided g e n e r i c a l l y . 

Our witness said, "Commission, because I'm here, 

because I've been asked t o give you t h i s testimony on t h i s 

issue pursuant t o the Commonwealth Court f o r t h i s u t i l i t y , 

i f you make a deci s i o n here, you may want t o do something t o 

r e c o n c i l e your d e c i s i o n i n t h i s case w i t h your decisions f o r 

other u t i l i t i e s . " That's what t h a t testimony on page 6 i s 
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about. I t i s p u t t i n g the horse before the c a r t , not the 

c a r t before the horse. I t responds t o the cou r t saying: 

Look, do i t i n a r a t e case or do i t g e n e r i c a l l y . We don't 

s i t here over i n the other o f f i c e b u i l d i n g and t e l l you who 

i s coming up when, but the r e a l i t y i s t h i s company won't be 

back f o r a while . 

JUDGE CHRISTIANSON: I guess my problem as a Judge i s 

one of our d i r e c t i v e s i s i f i n doubt, allow the development. 

Let me check from the company. I f t h i s issue i s 

excluded, e s s e n t i a l l y i f I grant the motion and we avoid 

t h i s d e t a i l of DSM, how i s the company going t o t r e a t i t and 

what i s l e f t as f a r as being concerned about the subject 

matter? 

MR. MacGREGOR: Well, I t h i n k the issue t h a t i s 

re l e v a n t , as i n d i c a t e d by the i n t e r n a l memorandum Your Honor 

r e f e r r e d t o e a r l i e r , i s t h a t we do have costs claimed i n 

t h i s r a t e proceeding f o r DSM programs. We have presented 

d i r e c t testimony --

JUDGE CHRISTIANSON: Costs i n the sense of normal 

costs; t h a t i s , j u s t l i k e expenses? 

MR. MacGREGOR: That's r i g h t ; not l o s t revenues and 

not i n c e n t i v e mechanisms and these k i n d of t h i n g s t h a t 

JUDGE CHRISTIANSON: Sala r i e s or whatever? 

MR. MacGREGOR: Well, the cost of ma t e r i a l s f o r the 

programs and s a l a r i e s and t h a t kind of --
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JUDGE CHRISTIANSON: I mean, i t ' s j u s t l i k e s a l a r i e s 

or any other cost? 

MR. MacGREGOR: That's r i g h t . We've claimed those 

costs and we've described the programs and we be l i e v e they 

are reasonable programs, and other p a r t i e s have presented 

testimony, p a r t i c u l a r l y the Commission on Economic 

Opportunity, who w e ' l l hear from next week, who argue t h a t 

we ought t o be spending more money on DSM programs, and they 

e x p l a i n why. 

I mean, I t h i n k the place where we're t r y i n g t o draw 

the l i n e i s I mean, i t i s one t h i n g t o deal w i t h the DSM 

programs and the reasonableness of those programs. This 

issue of i n c e n t i v e mechanisms and l o s t revenue recovery are 

r e a l l y the issues the Commission has taken out and sai d , 

"We're going t o deal w i t h those on a generic basis and we 

t h i n k t h a t process should f i n i s h before we take o f f i n t o 

some other d i r e c t i o n t h a t may or may not be what the 

Commission wants t o do." 

JUDGE CHRISTIANSON: You t h i n k your f i l i n g i s a 

s u f f i c i e n t response t o the Commission concern about the 

top i c ? 

MR. MacGREGOR: Yes, Your Honor. I t i s my 

r e c o l l e c t i o n t h a t t h a t kind of grew out of a West Penn case 

where West Penn was c r i t i c i z e d -- not the most recent one, 

but the one before -- where they were c r i t i c i z e d f o r not 
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presenting testimony on t h e i r DSM programs; and I t h i n k 

t h e r e was a d i r e c t i v e i n the Commission's Order or a t some 

p o i n t i n t h a t proceeding where they were t o l d t h a t i n f u t u r e 

cases they should come i n and say what t h e i r DSM programs 

are and what they are spending on DSM. 

I t h i n k t h a t i s what the i n t e r n a l memo addresses and 

t h a t i s what we were t r y i n g t o address i n t h i s f i l i n g , but I 

t h i n k there i s a d i f f e r e n c e between a DSM program, which i s 

l i k e a conservation program or a weather i z a t i o n program or 

any other program we have where we have costs t h a t we are 

i n c u r r i n g and claiming i n rates -- and those can c e r t a i n l y 

be examined. We have those issues on the one hand. On the 

other hand, these more broad-ranging p o l i c y issues about 

i n c e n t i v e mechanisms and l o s t revenue recovery are q u i t e a 

d i f f e r e n t boat. 

JUDGE CHRISTIANSON: I guess we're about --do you 

have any f u r t h e r thoughts? I'm t h i n k i n g a t the moment. I f 

you want t o t a l k meanwhile, go ahead. 

MR. KLEPPINGER: We'll only make you do one t h i n g a t 

a time. 

JUDGE CHRISTIANSON: I'm s o r t of pausing. I'm 

i n c l i n e d as a matter of e f f i c i e n c y t o exclude the issue, but 

on the other hand, you hate t o deny the Commission the 

p o s s i b i l i t y of reaching an issue of they want t o . 

T r i a l S t a f f d i d n ' t volunteer anything. Do you want 
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t o help us decide t h i s ? 

MR. SIMMS: No comments. Your Honor. 

JUDGE CHRISTIANSON: Okay, f i n e . I'm i n c l i n e d on the 

thought of e f f i c i e n c y t o go w i t h the motion, but I'm not 

sure i f the Commission would want t o do the same t h i n g i s my 

problem. 

(Pause.) 

JUDGE CHRISTIANSON: I t h i n k , considering the matter, 

I don't t h i n k I'm under the force of t h a t d i r e c t i v e . I 

t h i n k I agree w i t h the company's t h i n k i n g t h a t the d i r e c t i v e 

does not r e q u i r e me t o go i n t o the mechanism element o f i t , 

and I guess I i n t i m a t e d the same t h i n g e a r l i e r i n another 

context t h a t I have a r a t e case before me and t h a t might be 

enough of a p l a t e t o worry about. 

I'm going t o go ahead and grant the motion. I 

appreciate the e f f o r t s of S i e r r a Club. As a matter of f a c t , 

mechanically, the p r e f i l e d testimony w i l l p h y s i c a l l y remain 

p a r t of the record, subject t o the motion t o s t r i k e . I 

grant the motion. I'm l a r g e l y t h i n k i n g of matters of 

e f f i c i e n c y and the pendent nature of the whole t h i n g . I 

appreciate the e f f o r t t o get i t i n the proceeding as e a r l y 

as p o s s i b l e and get the issue presented as e a r l y as 

possi b l e , but I t h i n k mainly I'm concerned about e f f i c i e n c y 

and s o r t of a -- not q u i t e a due process, but a I guess 

e f f i c i e n c y method i s the best way t o c h a r a c t e r i z e i t on 
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thoughts o f a d m i n i s t r a t i v e expediency you might even say. 

I t ' s not q u i t e the word I want. 

I t h i n k , though t h i s i s a candidate f o r the matter, I 

t h i n k my t h i n k i n g of the c a r t before the horse i s probably 

my best basis. Things are s t i l l pending, and we may never 

a c t u a l l y reach t h i s matter i n a base case, depending on how 

th i n g s a c t u a l l y go, but I guess e v e n t u a l l y we w i l l get t o 

t h a t p o i n t . We w i l l get t o t h a t p o i n t I hope w i t h more 

d i r e c t i v e than we have at t h i s time; and r a t h e r than t o t r y 

t o do the t h i n g p r e l i m i n a r i l y and wit h o u t a l l the answers i n 

you might say, I t h i n k we're b e t t e r o f f t o defer the matter 

perhaps f o r not more than a couple of years. I don't know 

when PP&L might be i n next. PP&L doesn't know when PP&L 

might be i n next. 

But b a s i c a l l y , on Mr. Kleppinger's t h r u s t of 

e f f i c i e n c y and concern f o r the t e n t a t i v e nature of the whole 

t o p i c and w i t h some co n s i d e r a t i o n t o the burden placed on 

the p a r t i e s t o respond t o t h i s issue and i t might be an 

unnecessary issue -- I was going t o use the word "spurious," 

but t h a t ' s not q u i t e the word I want. Unnecessary I guess 

i s a b e t t e r thought I'm gr a n t i n g the motion. 

I t h i n k t h a t i s perhaps a f a i r l y incoherent 

explanation, but i t i s the best I can muster a t the moment. 

I appreciate the e f f o r t s of S i e r r a Club, and i t i s a 

very important t o p i c . Personally, I'm not i n love w i t h the 
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t o p i c . I t h i n k i t smacks of old-fashioned r e g u l a t i o n at a 

time when we're going i n t o competition and t h a t aspect of 

u t i l i t y r e g u l a t i o n and t h a t the two t h i n g s might be somewhat 

incompatible, but t h a t would draw t o the other d i r e c t i o n ; 

you do i t now before we get i n t o competition too much and we 

get DSM i n the works now while we s t i l l have more or less a 

monopoly model working. That goes i n the other d i r e c t i o n of 

where I'm going on the issue, but I j u s t mention my personal 

thoughts i n case t h a t f l a v o r s my d e c i s i o n . 

I hope I'm not avoiding the issue, because 

pers o n a l l y , I t h i n k i t might be an issue of the past r a t h e r 

than an issue of the f u t u r e . But i n any case, I ' l l mention 

t h a t possible element i n my t h i n k i n g . I'm going more or 

less on e f f i c i e n c y and the f a c t t h a t t h i n g s are s t i l l up i n 

the a i r about the whole issue and might come t o e a r t h who 

knows how a f t e r the Supreme Court i s done w i t h i t and the 

Commission might chew on the matter a l i t t l e b i t . 

I n any case, I've had s u f f i c i e n t , I t h i n k , 

conversation on the t h i n g . I'm g r a n t i n g the motion w i t h my 

apologies t o S i e r r a Club f o r a l l the work they d i d and t o 

counsel, obviously, too. 

MR. BARAK: Thank you. Your Honor. Pursuant t o the 

Commission's r e g u l a t i o n s , I'd make an o f f e r of proof of the 

testimony t h a t i s p r e f i l e d , w r i t t e n and the e x h i b i t as we 

provided them i n the record today. 
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JUDGE CHRISTIANSON: Yes. 

MR. BARAK: I don't b e l i e v e I have t o do anything 

f u r t h e r . 

JUDGE CHRISTIANSON: Yes. I t i s p r o p e r l y done. I t 

w i l l remain p h y s i c a l l y there subject t o Mr. Kleppinger's 

motion. And i f the Commissioners hate me f o r i t , you're 

r i g h t and I'm wrong. 

Then i f people don't have anything more, we can go 

ahead w i t h cross. 

MR. BARAK: Just, Your Honor, again f o r the record, I 

request the c r e a t i o n of a separate record w i t h respect t o 

the s t r i c k e n testimony so t h a t any pa r t y seeking t o cross-

examine the witness on t h a t testimony has an o p p o r t u n i t y t o 

do i t now so t h a t i f the Commission i t would have t o be 

on exceptions -- should reverse your d e c i s i o n , t h a t we are 

not i n a p o s i t i o n of having t o remand and b r i n g Mr. Biewald 

back. 

JUDGE CHRISTIANSON: You're t h i n k i n g about the 

p o s s i b i l i t y of i n t e r l o c u t o r y review? 

MR. MacGREGOR: Your Honor, t h a t i s completely 

i n a p p r o p r i a t e . The cross-examination alone i s not what 

would be necessary. We'd have t o f i l e extensive r e b u t t a l 

testimony f o r the witness. I t i s e i t h e r i n or i t ' s out. 

JUDGE CHRISTIANSON: I n f a c t , i t i s i n t e r e s t i n g . I t 

occurred t o me as I sat here t o hold o f f my r u l i n g u n t i l 
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cross f o r the witness had been completed so we'd have some 

s o r t of a record on t h i s witness, but I t h i n k I ' d r a t h e r 

j u s t go w i t h the a c t i o n I've taken. 

I f some counsel wants t o cross the witness, I ' l l 

a llow i t . 

MR. KLEPPINGER: Your Honor, I have no i n t e n t i o n of 

crossing any testimony t h a t has been s t r i c k e n from the 

record. I t h i n k i t i s wholly i n a p p r o p r i a t e p r o c e d u r a l l y 

from an e v i d e n t i a r y standpoint t o do t h a t . The motion has 

been granted. Like you said, i t stays p h y s i c a l l y i n the 

f i l e , but i t i s not p a r t of the o f f i c i a l record, and I am 

not going t o cross-examine testimony t h a t i s not i n the 

record. 

JUDGE CHRISTIANSON: Yes. Like I sai d , i t occurred 

t o me t o allow t h a t , but I t h i n k Mr. Kleppinger i s probably 

r i g h t i n the f i n a l a n a l y s i s . I t w i l l remain as an o f f e r of 

proof a t t h i s p o i n t . And again, i f counsel wants t o do i t , 

f e e l f r e e , but I suspect they would r a t h e r not cross-examine 

on the t o p i c . 

MR. BARAK: Thank you. Your Honor. I tender the 

witness f o r cross-examination. 

JUDGE CHRISTIANSON: Fine. Thank you. Again, my 

sympathies f o r the S i e r r a Club's e f f o r t s . You came close, 

but l e t ' s t r y cross s t a r t i n g w i t h the company. 

MR. MacGREGOR: I have no questions. Your Honor. 
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JUDGE CHRISTIANSON: Does T r i a l S t a f f have any? 

MR. MICKENS: No questions. Your Honor. 

JUDGE CHRISTIANSON: Anybody else? 

MS. KENNEY: As a r e s u l t of the motion being granted, 

the OCA has no questions. 

JUDGE CHRISTIANSON: You would have had otherwise? 

MS. KENNEY: Yes, Your Honor. 

JUDGE CHRISTIANSON: So would have others. 

Anything from the f e d e r a l people? 

MR. McCORMICK: No questions. Your Honor. 

MS. MOURY: No, Your Honor. 

JUDGE CHRISTIANSON: Mr. Kleppinger? 

MR. KLEPPINGER: Yes, Your Honor. 

CROSS-EXAMINATION 

BY MR. KLEPPINGER: 

Q. Good morning, Mr. Biewald. 

A. Good morning. 

Q. I'd l i k e you t o t u r n t o page 25 of your 

testimony. Here you discuss the issue of discount r a t e s a t 

l e a s t g e n e r a l l y , c o r r e c t , at t h i s p o r t i o n of your testimony? 

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

Q. Now, have you reviewed PP&L*s t a r i f f s i n 

pre p a r a t i o n f o r your testimony today, the a c t u a l c u r r e n t l y 

e f f e c t i v e t a r i f f s of PP&L? 

A. Only very b r i e f l y . 
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Q. Are you able t o t e l l us which r a t e schedules 

would f i t w i t h i n your d e f i n i t i o n of discount r a t e s f o r PP&L? 

A. I can't p o i n t t o the s p e c i f i c r a t e schedules. I 

understand t h a t there are rates t h a t are j u s t i f i e d i n terms 

of economic development and are s p e c i f i c a l l y discount r a t e s , 

but I couldn't p o i n t t o the s p e c i f i c ones. 

Q. And you characterized economic development rates 

as discount rates? 

A. There are a v a r i e t y of j u s t i f i c a t i o n s o f f e r e d 

f o r discounted r a t e s . I would say discounted r a t e s i s the 

general term. Sometimes they are c a l l e d i n c e n t i v e r a t e s . 

Sometimes they are c a l l e d 

Q. Could I have your d e f i n i t i o n o f discount rates? 

What i s your d e f i n i t i o n ? 

JUDGE CHRISTIANSON: Are we focusing on the reason 

f o r the discount, I guess, as opposed t o competition or 

avoidance of capacity cost and such? You are focusing on 

development r a t e s , e s s e n t i a l l y . 

THE WITNESS: Well, when I use the word "discount," I 

mean i t g e n e r a l l y as rates t h a t are below what one would get 

through a normal cost a l l o c a t i o n . I t can be j u s t i f i e d i n 

terms of keeping the customers on the system, i n terms of 

p r o v i d i n g f o r expansion, c r e a t i n g jobs, and so on. 

BY MR. KLEPPINGER: 

Q. Let me ask you t h i s . I f a r a t e i s above cost. 
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above what an otherwise a p p l i c a b l e cost a l l o c a t i o n study 

would produce, but i t i s below what the t a r i f f r a t e f o r t h a t 

schedule i s , i s t h a t a discount r a t e under your d e f i n i t i o n ? 

A. Yes. 

Q. Even though i t i s above cost? 

JUDGE CHRISTIANSON: Let me c l a r i f y , Mr. Kleppinger. 

Are you t a l k i n g about an incremental cost? 

MR. KLEPPINGER: No. What I'm t a l k i n g about i s --

BY MR. KLEPPINGER: 

Q. Let's say you have a t a r i f f r a t e of 6 cents a 

ki l o w a t t - h o u r . That i s the t a r i f f , e x p l i c i t t a r i f f . The 

cost of service study shows t h a t t h a t class has a cost of 

5.5 cents a k i l o w a t t - h o u r , but because of r e g u l a t o r y reasons 

and whatever the company has been allowed t o charge 6 cents 

A. Of the a l l o c a t e d costs? 

Q. The a l l o c a t e d costs are 5.5, but the company i s 

being permitted by the Commission t o charge 6. 

JUDGE CHRISTIANSON: To cross-subsidize another r a t e 

category or whatever. 

MR. KLEPPINGER: Whatever. 

BY MR. KLEPPINGER: 

Q. Now, i f the company chooses t o discount t h a t 

r a t e t o t h a t customer t o 5.6 cents, does t h a t f i t w i t h i n 

your d e f i n i t i o n of discount even though i t i s s t i l l above 
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c o s t ? 

A. Above the marginal cost of serving those --

JUDGE CHRISTIANSON: Again, we've got t o -- I t h i n k 

he i s t a l k i n g about f u l l y d i s t r i b u t e d cost. 

BY MR. KLEPPINGER: 

Q. I'm t a l k i n g about the f u l l y d i s t r i b u t e d cost 

a l l o c a t i o n study t h a t would be submitted i n a r a t e case t h a t 

produces an average cost l e t ' s say f o r a given customer 

class of 5.5 cents. That would be the system average r a t e 

of r e t u r n f o r t h a t customer cl a s s . However, because of 

p r i o r cases or the l i k e , t h a t class i s a c t u a l l y p r o v i d i n g 

6 cents per k i l o w a t t - h o u r i n revenue t o the company. So i t s 

r a t e of r e t u r n i s higher than the system average. 

I f the company chooses t o reduce t h a t class 

v o l u n t a r i l y t o 5.6 cents a k i l o w a t t - h o u r , i s t h a t a 

discounted r a t e under your d e f i n i t i o n ? 

A. Could you c l a r i f y the reasons t h a t the a c t u a l 

r a t e i s higher than the cost i n t h i s example? 

Q. Well, h i s t o r i c a l l y , there are c e r t a i n customer 

classes t h a t have earned rates of r e t u r n t o u t i l i t i e s above 

the system average. 

I ' l l do t h i s f o r the b e n e f i t of Ms. Moury. Let's 

c a l l i t a GS-3 customer under PP&L's r a t e schedules. Their 

r a t e s of r e t u r n i n t h i s case are under almost any cost study 

t h a t we've seen above the system average r a t e of r e t u r n . 
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Okay? 

JUDGE CHRISTIANSON: And the Commission might invoke 

gradualism --

BY MR. KLEPPINGER: 

Q. And the Commission has allowed t h a t t o happen 

since the l a s t PP&L r a t e case. That's what I mean by t h a t 

c l a s s p r o v i d i n g an above system r a t e of r e t u r n . 

JUDGE CHRISTIANSON: And you're b r i n g i n g the r a t e 

down so t h a t they provide more than the r a t e of r e t u r n of 

the system but less than they would have provided under the 

general t a r i f f ? 

MR. KLEPPINGER: That's c o r r e c t . And the question i s 

whether i n t h a t scenario he would c a l l t h a t a discounted 

r a t e . 

THE WITNESS: I would, but I take the Commission's 

a l l o c a t i o n and r a t e design as a s t a r t i n g p o i n t here and as a 

given and then d e v i a t i o n s from -- based on whatever 

reasoning they used --

JUDGE CHRISTIANSON: Yes. The Commission might have 

gotten these r e s u l t s from gradualism or whatever p r i n c i p l e 

kept those r a t e s hung up a l i t t l e b i t above system r a t e of 

r e t u r n . 

THE WITNESS: -- and take t h a t whole process as a 

given, and then what I am addressing here are discounts from 

those r a t e s t h a t the Commission otherwise found t o be j u s t 
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and r e a s o n a b l e . 

JUDGE CHRISTIANSON: So he has answered you b a s i c a l l y 

yes, as I understand i t . 

BY MR. KLEPPINGER: 

Q. Then l o o k a t your t e s t i m o n y a t l i n e s 10 t h r o u g h 

12. 

MR. BARAK: I'm s o r r y . What page? 

MR. KLEPPINGER: Page 25. 

MR. BARAK: Page 25. Okay. Thank you. 
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JUDGE CHRISTIANSON: Off the record. 

(Discussion o f f the record.) 

JUDGE CHRISTIANSON: Back on the record. 

BY MR. KLEPPINGER: 

Q. Now, i n the h y p o t h e t i c a l I j u s t gave you, you 

would have found t h a t t h i s GS-3 customer who i s now paying 

5.6 cents would be r e c e i v i n g a discount. 

So focusing now on page 25, l i n e s 10 through 12, you 

i n d i c a t e t h a t non-discount customers o f t e n bear the burden 

of s u b s i d i z i n g the l o s t revenues t h a t r e s u l t from the 

discount r a t e . 

Can you expla i n t o me how t h i s GS-3 customer would be 

r e c e i v i n g a subsidy i f i n f a c t t h a t 5.6 cent k i l o w a t t - h o u r 

r a t e t h a t I'm h y p o t h e t i c a l l y p u t t i n g forward i s above t h e i r 

system average f u l l y d i s t r i b u t e d cost of service? 

JUDGE CHRISTIANSON: I see what you're doing. 

(Laughter.) 

JUDGE CHRISTIANSON: You're decreasing the subsidy 

f l o w i n g from t h a t c l a s s , r a t h e r than f l o w i n g i n the other 

d i r e c t i o n . 

MR. KLEPPINGER: Correct, Your Honor. 

THE WITNESS: I f I understand the p o i n t , i t ' s t h a t 

there wouldn't be l o s t revenues i n t h a t case. And I would 

p o i n t out t h a t the sentence reads, "can lead t o r a t e 

i n e q u i t y . " 
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I t ' s going t o depend on the ratemaking treatment, you 

know, whether the other customers are asked t o pay f o r those 

costs. 

JUDGE CHRISTIANSON: You wouldn't n e c e s s a r i l y c a l l i t 

" i n e q u i t y " i n Mr. Kleppinger's s p e c i a l i z e d scenario of 

dim i n u t i o n i n subsidy from the class t o other classes? 

THE WITNESS: Right. And i f the ra t e s — I mean, 

eq u i t y i s a t r i c k y issue. One not i o n of i n e q u i t y i s simply 

t h a t one customer i s g e t t i n g the discount and another i s 

not. Even i f t h e i r r ates are not going up, there's arguably 

an i n e q u i t y — 

JUDGE CHRISTIANSON: Compared t o what i s always the 

question, I guess. 

THE WITNESS: Right. I n t h i s case, you know, 

comparing t o the customer t h a t i s o f f e r e d the discount, 

arguably there's an i n e q u i t y . 

BY MR. KLEPPINGER: 

Q. Let me t r y t o stay w i t h my h y p o t h e t i c a l . W i l l 

you agree w i t h me t h a t i f the company e l e c t s t o reduce the 

r a t e t o t h i s customer from 6 cents per k i l o w a t t - h o u r t o 5.6 

cents per k i l o w a t t - h o u r , t h a t there w i l l be l o s t revenues t o 

the u t i l i t y company as a r e s u l t of t h a t action? They w i l l 

r eceive less revenue from t h a t customer than they would a t 

the 6 cents, okay? Do you agree w i t h that? 

A. That's c o r r e c t . 
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Q. Now, i f t h a t l o s t revenue i s then c o l l e c t e d from 

customer classes who are p r o v i d i n g rates of r e t u r n t o the 

u t i l i t y below the system average r a t e of r e t u r n , would you 

s t i l l say t h a t those non-discount customers who are 

pr o v i d i n g revenues t o the u t i l i t y a t a l e v e l below the 

system average r a t e of r e t u r n are being subsidized by t h i s 

customer who i s s t i l l paying 5.6 cents per k i l o w a t t - h o u r , 

which i s s t i l l above the system average r a t e of r e t u r n i n 

the cost of service study? 

A. Well, I believe t h a t who i s s u b s i d i z i n g who i n 

each case depends upon what the base l i n e i s t h a t we're 

comparing i t against. 

Q. I'm t r y i n g t o compare i t against cost of 

serv i c e . That's the base l i n e f o r a l l customers. I t h i n k 

t h a t was evident from the question. 

JUDGE CHRISTIANSON: Cost of service i n c l u d i n g the 

o v e r a l l r a t e of r e t u r n f o r t h a t — 

MR. KLEPPINGER: System average r a t e of r e t u r n . 

JUDGE CHRISTIANSON: Right. 

THE WITNESS: And we have some customers t h a t are 

c o n t r i b u t i n g a higher percentage t o the system average r a t e 

of r e t u r n than others? 

BY MR. KLEPPINGER: 

Q. And some customers who are not p r o v i d i n g the 

system average r a t e of r e t u r n , they are below the system 
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average r a t e of r e t u r n . 

A. Well, speaking very s t r i c t l y w i t h your 

h y p o t h e t i c a l , then even before the discounted r a t e , then I 

suppose by t h i s very p a r t i c u l a r d e f i n i t i o n , you may have a 

cross-subsidy, depending on the base l i n e . And you've 

defined the base l i n e very — 

Q. And from where i s the subsidy f l o w i n g , and t o 

whom? I n my h y p o t h e t i c a l , i s n ' t the subsidy f l o w i n g from 

the customer who a c t u a l l y received the r a t e r e d u c t i o n , from 

6 cents t o 5.6, i s s t i l l s u b s i d i z i n g those customers who are 

non-discounted but pr o v i d i n g a r e t u r n below the system 

average? I s n ' t t h a t the d i r e c t i o n the subsidy i s f l o w i n g , 

c o n s i s t e n t w i t h His Honor's questions? 

A. You've o u t l i n e d a h y p o t h e t i c a l example where 

what we have i s a reduction i n an e x i s t i n g cross-subsidy due 

t o the discount r a t e . 

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

A. And as a h y p o t h e t i c a l or a b s t r a c t matter, I can 

agree t h a t t h a t could happen. Now, f o r my testimony here, I 

do accept the current rates or proposed — whatever r a t e s 

the Commission f i n d s t o be j u s t and reasonable as a s t a r t i n g 

p o i n t , and then discounts are d e a l t w i t h from t h a t p o i n t . 

So I'm addressing the discounts r a t h e r than the cost 

a l l o c a t i o n s . 

JUDGE CHRISTIANSON: Are you saying — 
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MR. KLEPPINGER: Okay, so does t h a t mean — I'm 

sor r y . 

JUDGE CHRISTIANSON: Let me t r y a question. 

You're d e f i n i n g the Commission's d e c i s i o n about 

t a r i f f s as e q u i t a b l e , so a reduc t i o n from what the 

Commission decides i s i n e q u i t a b l e , even under Mr. 

Kleppinger's scenario? 

THE WITNESS: B a s i c a l l y , yes. The whole — 

JUDGE CHRISTIANSON: Go ahead and e x p l a i n f u r t h e r , i f 

you want t o . 

THE WITNESS: We're dealing w i t h e q u i t y or i n e q u i t y 

r e l a t i v e t o some base l i n e . And I wasn't, my testimony i n 

t h i s case doesn't go t o the cost a l l o c a t i o n or e x i s t i n g 

cross-subsidies and whether there are cross-subsidies or not 

or whether they're appropriate or not as a s t a r t i n g p o i n t . 

I want t o take the rates t h a t the Commission f i n d s t o 

be appropriate given a l l o c a t i o n p r i n c i p l e s of e q u i t y and so 

on as a s t a r t i n g p o i n t , and then t a l k about discounts from 

t h a t , those r a t e s . 

JUDGE CHRISTIANSON: Mr. Kleppinger obviously has the 

t h r u s t t o go t o costs because of h i s t o r i c reasons and the 

people he represents, obviously. 

BY MR. KLEPPINGER: 

Q. So i f I understood your response, Mr. Biewald, 

your base l i n e are e x i s t i n g r a t e l e v e l s and not system 
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average cost of service r a t e l e v e l s ; i s t h a t a f a i r summary 

of your response t o the Judge's question? Your base l i n e 

measurement i s o f f of e x i s t i n g r a t e l e v e l s and not o f f of 

rate s which would be based on system average r a t e of r e t u r n 

i n a cost of service study? 

MR. BARAK: I don't know i f t h i s i s an o b j e c t i o n or 

c l a r i f i c a t i o n . I heard the phrase, " e x i s t i n g r a t e l e v e l s , " 

and as I'm l i s t e n i n g t o the back-and-forth, I t h i n k e x i s t i n g 

a t what p o i n t i n time i s probably not g e t t i n g communicated 

between the questioner and the witness. 

JUDGE CHRISTIANSON: We can take away the presence of 

a base case. 

MR. KLEPPINGER: By " e x i s t i n g , " I mean the c u r r e n t l y 

e f f e c t i v e r a t e s t h a t PP&L has i n place. 

JUDGE CHRISTIANSON: That have been set by the 

Commission i n a previous base case, and now we're t a l k i n g 

about maybe departing from those r a t e s f o r some reason. 

MR. KLEPPINGER: I guess I'm asking b a s i c a l l y , what 

i s h i s base l i n e . 

BY MR. KLEPPINGER: 

Q. I s your base l i n e r ates t h a t are c u r r e n t l y i n 

e f f e c t today f o r a l l customers, or something other than 

t h a t , from where you're going t o measure i f a given customer 

has a discount or not? 

A. Well, i t ' s something other than t h a t . To the 
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extent t h a t there are e x i s t i n g discounts j u s t i f i e d on the 

basis of keeping the customer on the system or economic 

development, those are e x a c t l y the discounts t h a t t h i s 

s e c t i o n of the testimony speaks t o . 

Q. Well, then, what i s the base l i n e f o r your 

measurement of the size of the discount, assuming one e x i s t s 

today? What i s your base l i n e i n t h a t s i t u a t i o n ? 

(No response.) 

Q. You are hypothesizing t h a t there are c u r r e n t l y 

discounted rates on PP&L, correct? 

A. Correct. 

Q. From where have you measured t h a t discount? 

What was your base l i n e t o reach the conclusion t h a t t h e r e 

are i n f a c t discounted rates today? 

JUDGE CHRISTIANSON: For PP&L, the answer might be 

the rates set ten years ago i n the l a s t base case. 

THE WITNESS: Well, I don't have a s p e c i f i c 

q u a n t i t a t i v e base l i n e i n mind. I haven't q u a n t i f i e d what 

the discounts are or w i l l be, but r a t h e r t h a t — 

(Pause.) 

THE WITNESS: My d e f i n i t i o n of the base l i n e would be 

the rates t h a t the Commission would otherwise a r r i v e a t i f 

not f o r considerations of i n c e n t i v e s or economic development 

t o these p a r t i c u l a r customers. 
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BY MR. KLEPPINGER: 

Q. And then i f I could p i c k up on your own 

counsel's question, at what p o i n t i n time would we be making 

t h a t determination as t o what the Commission believes the 

r i g h t l e v e l i s , i f you have a time? 

A. I t h i n k t h a t as a general matter, i t would be 

good p r a c t i c e at a l l p o i n t s t o know s p e c i f i c a l l y what the 

-discounts being provided are t o customers t h a t are given 

discounted r a t e s . 

I n the past and i n the f u t u r e , i f the discount i s 20 

percent o f f of what the r a t e would otherwise be or 25 

percent, I t h i n k t h a t should be e x p l i c i t . 

Q. Your testimony doesn't c o n t a i n any 

q u a n t i f i c a t i o n of the l e v e l of discount t h a t you know e x i s t s 

on the PP&L system today, does i t ? 

A. That's r i g h t , and I'm not t e s t i f y i n g f o r or 

against the use of the discounts. 

Q. Do you know, Mr. Biewald, i f any of PP&L's 

pre s e n t l y e f f e c t i v e rates are set on a long-run marginal 

cost basis as you've used the term at l i n e s 17 and 18 on 

page 25? 

A. I honestly don't know what the s p e c i f i c 

discounts are or what the basis i s f o r determining those 

discounts. 

Q. Do you know today, Mr. Biewald, whether or not 
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any of PP&L's proposed r a t e s i n t h i s case are based on long 

run marginal costs as you've used the term a t page 25, l i n e s 

17 and 18? 

A. I'm not c e r t a i n . 

Q. I f you t u r n t o page 27 of your testimony, l i n e s 

4 through 6, you use the term " c e r t i f i e d energy a u d i t . " 

Could you t e l l me who would be the c e r t i f y i n g e n t i t y of such 

an audit? 

A. Yes. I discussed t h a t at the bottom of page 29, 

l i n e s 28 through 31. The c e r t i f i c a t i o n could be by any 

appropriate energy e f f i c i e n c y o r g a n i z a t i o n . 

The purpose i s t h a t i t ' s knowledgeable, q u a l i f i e d , 

p r o f e s s i o n a l , and unbiased. I'm not proposing a s p e c i f i c 

o r g a n i z a t i o n . 

Q. Do you know of any such organizations i n 

Pennsylvania? 

A. I don't know of any p a r t i c u l a r o r g a n i z a t i o n s , 

f i r m s or i n d i v i d u a l s who I would recommend f o r t h i s , but I'm 

sure t h a t such organizations e x i s t . 

Q. Now, you reference the New York a u d i t procedure 

and you include I believe as E x h i b i t ID the g u i d e l i n e s on 

f l e x i b l e r ates from New York. Do you have t h a t e x h i b i t ? 

A. Yes, I do. 

Q. When I read t h a t e x h i b i t , I d i d not f i n d a 

requirement t h a t the a u d i t be c e r t i f i e d . Could you t e l l me 
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i f i n f a c t I missed something on E x h i b i t ID t h a t r e q u i r e s a 

p r o f e s s i o n a l l y c e r t i f i e d audit? 

A. Well, the language regarding the a u d i t i s a 

l i t t l e b i t d i f f e r e n t f o r the d i f f e r e n t u t i l i t i e s . They use 

terms such as "comprehensive production a n a l y s i s and energy 

a u d i t , " "recent energy a u d i t t o i d e n t i f y p o t e n t i a l energy 

e f f i c i e n c y improvements." I'm reading from pages 2 and 3 of 

the e x h i b i t . 

Q. But none of those pages c a l l f o r a 

p r o f e s s i o n a l l y c e r t i f i e d a u d i t , do they, Mr. Biewald? 

A. They don't use those words, no. I do recommend 

i t , though. 

Q. Turning t o page 31 of your testimony, here you 

discuss a system b e n e f i t s charge f o r p o t e n t i a l l y stranded 

b e n e f i t s , I take i t i n a more competitive 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 generally what you're discussing here? 

A. That's c o r r e c t . There are p o t e n t i a l l y stranded 

costs and p o t e n t i a l l y stranded system b e n e f i t s as we go i n t o 

the f u t u r e . 

Q. And i f I understand t h i s proposal, t h e r e would 

be some type of r a t e recovery mechanism t o assure t h a t those 

stranded b e n e f i t s continue i n a competitive environment; i s 

t h a t correct? 

A. That's c o r r e c t . I t h i n k t h a t i f and when we 

have a more competitive environment t h a t might or might not 
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include d i r e c t access, t h a t demand-side management won't be 

a t h i n g of the past. 

I b e l i e v e t h a t i t ' s up t o r e g u l a t o r s and the r e s t of 

us t o insure t h a t those b e n e f i t s are not l o s t , t h a t they can 

be, DSM programs can be continued, other important p u b l i c 

programs can be continued, and t h a t NARUC has recognized 

t h i s i n i t s r e s o l u t i o n . 

And I t h i n k t h a t i t ' s important t o put i n place 

p o l i c i e s t h a t w i l l i n f a c t keep those b e n e f i t s c o n t i n u i n g . 

Q. I guess, Mr. Biewald, my confusion i s over the 

use of the term "system b e n e f i t s charge" i n co n j u n c t i o n w i t h 

your testimony at page 31, l i n e s 8 through 10, because t h e r e 

you say, "cost recovery of these stranded b e n e f i t s . " 

So i t ' s s t i l l a cost t h a t you want ratepayers t o 

continue t o absorb, even though the costs a t l e a s t i n your 

mind are being i n c u r r e d i n order t o create system b e n e f i t s ; 

i s t h a t r i g h t ? 

A. That's r i g h t . There are costs associated, f o r 

example, w i t h DSM programs and low income programs. I 

bel i e v e there are net b e n e f i t s , and t h a t ' s why the term 

"system b e n e f i t s charge" i s used. 

And t h a t ' s t o d i s t i n g u i s h these from stranded costs 

f o r example t h a t might be associated w i t h investments i n 

uneconomical power pla n t s which ought t o be t r e a t e d 

d i f f e r e n t l y . 
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Q. But you would agree t h a t before such a cost 

would be recovered i n a system b e n e f i t s charge, you would a t 

l e a s t r e q u i r e a demonstration t h a t i n f a c t t h a t cost i s 

producing those benefits? 

A. Or a reasonable expectation t h a t i t w i l l produce 

the b e n e f i t s . To the extent your question may have i m p l i e d 

t h a t there's a d e t a i l e d monitoring and e v a l u a t i o n r e s u l t 

r e q u i r e d , I would disagree. I t h i n k i t can be done on a 

forward l o o k i n g basis. 

But the standard, say a prudence review ought t o 

s t i l l apply. I don't t h i n k I could remove t h a t i f I wanted 

t o , and I don't. 

Also, the DSM programs should be i n the p u b l i c 

i n t e r e s t . They should produce net savings say by the t o t a l 

resource cost t e s t , or t o the extent these are low income 

programs, they should have been found t o be i n the p u b l i c 

i n t e r e s t . 

Q. But before you would allow costs t o be recovered 

i n a system b e n e f i t s charge, you would at l e a s t want, would 

you not, a review of some cost b e n e f i t a n a l y s i s associated 

w i t h a given program, whether i t ' s DSM or whatever? 

A. That's r i g h t , cost b e n e f i t a n a l y s i s and 

cons i d e r a t i o n of perhaps non-monetary or non-monetizable 

b e n e f i t s . 

To the extent we're t a l k i n g about say low income 
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programs or research and development t h a t might have a 

long-term but uncertain payoff, development of renewable 

resources — you know, some states are considering or have 

i n place set-asides f o r renewable resources where those 

programs are e x p l i c i t l y above near-term avoided c o s t s . 

And the reason i s there are thought t o be long-term 

b e n e f i t s i n terms of s t i m u l a t i n g the market and having 

options a v a i l a b l e i n the f u t u r e . 

So those are the s o r t of system b e n e f i t s t h a t NARUC 

t a l k s about i n i t s r e s o l u t i o n and t h a t there's concern t h a t 

as we move t o a competitive i n d u s t r y , some of those b e n e f i t s 

w i l l be l o s t . 

So t h i s charge i s intended t o provide c o n t i n u i t y , 

some assurance of cost recovery f o r those s o r t s of programs 

t h a t are very important and found t o be i n the p u b l i c 

i n t e r e s t . 

So I don't want a c o s t / b e n e f i t t e s t t o be i n t e r p r e t e d 

too narrowly or applied too narrowly, t h a t i n f a c t some of 

these t h i n g s may f a i l a very narrowly defined c o s t / b e n e f i t 

t e s t because the payoffs are i n terms of e q u i t y , the long 

term, the environment and so f o r t h . 

Q. F i n a l l y , Mr. Biewald, l e t ' s t u r n t o page 33 of 

your testimony. You pose the question t o y o u r s e l f as t o 

whether the system b e n e f i t s charge would change cost 

a l l o c a t i o n or DSM cost recovery. 

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



2 

:i 

4 

5 

0 

7 

,8 

9 

10 

11 

12 

i;t 

14 

ir. 

10 

17 

18 

If) 

20 

21 

22 

23 

24 

1456 

And your answer i s t h a t i t would not, and you c i t e 

then as an example i n the next question the Washington Water 

Power mechanism. 

My question gets t o whether t h i s i s a general i n t e n t 

of your proposal t h a t however these costs t h a t we're t a l k i n g 

about p u t t i n g i n t o a system b e n e f i t s charge are being 

recovered c u r r e n t l y should also be the way they are 

recovered a t l e a s t on a class basis under your system 

b e n e f i t s charge. Are you looking f o r consistency i n those? 

A. Well, those are two separate p o i n t s . One i s how 

the costs are a l l o c a t e d , and two i s the system b e n e f i t s 

charge. 

And what my testimony speaks t o here i s the systems 

b e n e f i t s charge aspect t o i t . So the main p o i n t i s t h a t 

some assurance should be provided t h a t these costs w i l l be 

recoverable i n the f u t u r e even i f competition develops i n a 

way t h a t might cause t h a t otherwise t o be a problem. 

And so i t ' s not necessary t o change the a l l o c a t i o n i n 

any way, t h a t whatever the cu r r e n t cost a l l o c a t i o n , 

c o l l e c t i o n — a l l o c a t i o n t o classes and the whole c o l l e c t i o n 

approach can remain i n t a c t , and i t ' s r e a l l y a matter of what 

we c a l l them and p r o v i d i n g some assurance t h a t they w i l l be 

c o l l e c t i b l e i n the f u t u r e . 

Q. So i f I understand what you're saying then, i f 

these types of costs are c u r r e n t l y being c o l l e c t e d under our 
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t r a d i t i o n a l system and are a l l o c a t e d t o customer classes, 

l e t ' s say on a customer basis, t h a t you would suggest t h a t 

i n the system b e n e f i t s charge a l l o c a t i o n of those same 

costs, i f t h a t mechanism i s created, they continue t o be 

a l l o c a t e d on a customer basis? I s t h a t what you mean a t 

l i n e s 9 and 10 on page 33? 

A. That takes i t a l i t t l e b i t f u r t h e r than I ' d l i k e 

t o . I mean, my main p o i n t here — I don't want t o endorse 

the method of c o l l e c t i o n t h a t ' s been i n place, and I don't 

want t o t e s t i f y today t h a t I've reviewed t h a t and b e l i e v e 

t h a t i t ' s appropriate i n the f u t u r e t o use t h a t same method. 

Q. I'm not asking you t o do t h a t . 

A. That's separate from my testimony. My testimony 

i s t h a t some assurance should be provided t h a t those costs 

w i l l be recovered, and t h a t can be provided w i t h o u t changing 

the cost c o l l e c t i o n mechanisms. 

Q. But i n order f o r your statement t o be c o n s i s t e n t 

a t l i n e s 9 through 10 on page 33, w i l l you agree w i t h me 

t h a t i f we have a body of costs i n today's r a t e s t h a t are 

c u r r e n t l y a l l o c a t e d on a customer basis and t h a t body of 

costs becomes the body of costs t h a t are going t o be 

c o l l e c t e d i n your system b e n e f i t s charge, t h a t i n order f o r 

there not t o be a change i n the a l l o c a t i o n , those costs 

would s t i l l have t o be a l l o c a t e d on the customer basis? 

A. Correct. 
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MR. KLEPPINGER: Thank you. 

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

JUDGE CHRISTIANSON: Then I guess we're about done 

w i t h cross. Anybody have follow-up on Mr. Kleppinger's 

c o n t r i b u t i o n ? 

(No response.) 

JUDGE CHRISTIANSON: I guess you want a l i t t l e time 

w i t h the witness. 

MR. BARAK: Please. 

JUDGE CHRISTIANSON: Let's be o f f the record. 

(Discussion o f f the record.) 

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

My apologies t o counsel. I took a l o t of time but I 

had a l o t of a d m i n i s t r a t i v e s t u f f t o take care of and I j u s t 

couldn't break away. 

I understand there i s l i m i t e d r e d i r e c t , and counsel 

may proceed. 

MR. BARAK: Thank you. Your Honor. 

REDIRECT EXAMINATION 

BY MR. BARAK: 

Q. Mr. Biewald, counsel during cross asked you 

whether you were aware of persons who were c e r t i f i e d t o 

perform the DSM evaluation services t h a t you describe i n 

your testimony, whether such persons e x i s t e d i n 

Pennsylvania. Do you r e c a l l that? 
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A. Yes, I do. 

Q. To what extent i s i t your b e l i e f t h a t such 

persons e x i s t or don't e x i s t i n Pennsylvania? 

A. Well, I know i n d i v i d u a l s who would be q u a l i f i e d 

i n various l o c a t i o n s around the country. I would recommend 

looki n g t o a couple of n a t i o n a l associations on t h i s , 

i n c l u d i n g the Association of Energy Engineers and the 

Ainerican Society of Heating, R e f r i g e r a t i n g and V e n t i l a t i n g 

and A i r Conditioning Engineers, ASHRAE ( p h o n e t i c ) , f o r t h e i r 

members and any c e r t i f i c a t i o n process t h a t they may have i n 

place. 

I'm q u i t e c e r t a i n t h a t there are i n d i v i d u a l s and 

fir m s i n Pennsylvania who would be able t o provide 

knowledgeable, high q u a l i t y , unbiased a u d i t s . 

The exact system t h a t ' s put i n place would r e a l l y 

depend on what the Commission wants t o do and how i t wants 

t o deal w i t h q u a l i t y c o n t r o l type issues, how much o v e r s i g h t 

and how much c e r t i f i c a t i o n or what the s p e c i f i c 

c e r t i f i c a t i o n requirements would be. 

But the key elements are t h a t you want engineers who 

know both energy e f f i c i e n c y and the i n d u s t r i a l process t h a t 

i s a t issue, along w i t h some assurance t h a t they're not 

biased. 

JUDGE CHRISTIANSON: You're saying b a s i c a l l y t h a t the 

f u n c t i o n or service e x i s t s or can be developed i f necessary? 
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THE WITNESS: I believe so, yes. 

JUDGE CHRISTIANSON: Okay. Go ahead. 

MR. BARAK: Thank you, Mr. Biewald. 

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

JUDGE CHRISTIANSON: Fine. Any follow-up? We 

probably don't need too much follow-up. 

MR. KLEPPINGER: No, Your Honor. 

JUDGE CHRISTIANSON: Then the witness i s excused. 

He expected t o have more t e r r i t o r y t o cover, but we 

denied him t h a t . Thank you. 

(Witness excused.) 

JUDGE CHRISTIANSON: Let's be b r i e f l y o f f the record. 

(Discussion o f f the record.) 

JUDGE CHRISTIANSON: Back on the record. 

I understand t h a t S i e r r a Club wants t o withdraw a t 

t h i s p o i n t , having done t h e i r duty. 

MR. BARAK: I f I may be excused. Your Honor? 

JUDGE CHRISTIANSON: Yes, c e r t a i n l y . 

MR. BARAK: Thank you. 

JUDGE CHRISTIANSON: Then we might as w e l l j u s t go 

ahead w i t h i t . I ' l l swear i n the witness. 

Whereupon, 

THOMAS J. PRISCO 

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

JUDGE CHRISTIANSON: My apologies f o r being so 
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f a s t . Sometimes I can speak f a s t easier than speaking slow. 

Go ahead, counsel. 

DIRECT EXAMINATION 

BY MR. McCORMICK: 

Q. S i r , would you please s t a t e your name f o r the 

record? 

A. My name i s Thomas J. Prisco. 

Q. And by whom are you employed? 

A. I'm employed by the Department of the Army as an 

accountant and f i n a n c i a l adviser. 

Q. Do you have before you 17 pages of testimony i n 

question-and-answer form and your E x h i b i t Schedules TJP-1 

through TJP-14 which were pr e v i o u s l y f i l e d w i t h the 

Commission? 

A. Yes, s i r . 

Q. Was t h i s testimony and the attached e x h i b i t 

schedules prepared by you and under your d i r e c t c o n t r o l and 

supervision? 

A. Yes, s i r . 

MR. McCORMICK: Your Honor, I ' d l i k e t o have the 

document c o n s i s t i n g of the 17 pages and the attached e x h i b i t 

schedules marked f o r i d e n t i f i c a t i o n as DOD Statement No. 1, 

i f t h a t would be appropriate. 

JUDGE CHRISTIANSON: Yes, f i n e , your Statement No. 1, 

so i d e n t i f i e d . 
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(Whereupon, the document was marked as DOD 

Statement No. 1 f o r i d e n t i f i c a t i o n . ) 

BY MR. McCORMICK: 

Q. Mr. Prisco, do you have any changes or 

co r r e c t i o n s t o your prepared testimony and e x h i b i t s ? 

A. I do not. 

Q. Are the testimony and the f i g u r e s i n your 

e x h i b i t s and so on t r u e and c o r r e c t t o the best of your 

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

A. Yes, s i r . 

MR. McCORMICK: Your Honor, I ' d l i k e t o tender Mr. 

Prisco f o r cross-examination. 

JUDGE CHRISTIANSON: Yes, and I ' l l a n t i c i p a t e perhaps 

counsel. I now accept the statement i n t o the record along 

w i t h the schedules subject t o possible adverse motions on 

cross. 

MR. McCORMICK: Thank you. Your Honor. 

(Whereupon, the document marked as DOD 

Statement No. 1 was received i n evidence.) 

JUDGE CHRISTIANSON: I do t h i s t o lawyers. I t r y t o 

keep them a l i t t l e o f f balance t h a t way, but t h a t ' s my 

p a t t e r n . 

MR. McCORMICK: I appreciate your t a k i n g care of me. 

JUDGE CHRISTIANSON: Thank you. 

Then we can l o g i c a l l y s t a r t w i t h the company. 
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MR. MacGREGOR: Thank you, Your Honor. 

CROSS-EXAMINATION 

BY MR. MacGREGOR: 

Q. Good afternoon, Mr. Prisco. 

A. Good afternoon. 

Q. Could I r e f e r you t o page 6 of your testimony, 

please? 

A. A l l r i g h t . 

Q. Where you discuss the company's r a t e case 

expense claim. Am I c o r r e c t t h a t the company has proposed 

t o spread i t s r a t e case expense over two years, and you 

propose three years? 

A. Yes, s i r . 

Q. And you c i t e a number of j u r i s d i c t i o n s i n your 

testimony who have at l e a s t a t some p o i n t i n time used a 

three-year average of r a t e case expense. 

Were those decisions t o your knowledge based on any 

s p e c i f i c analysis of how f r e q u e n t l y the u t i l i t y was expected 

t o f i l e r a t e cases? 

A. Yes, they were. 

Q. Do you have any in f o r m a t i o n a v a i l a b l e t o you t o 

support the p r o p o s i t i o n t h a t PP&L i s l i k e l y t o f i l e r a t e 

cases every three years as opposed t o some other period? 

A. No, I do not. 

Q. And we asked you an i n t e r r o g a t o r y . Set I I , 

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



8 

9 

10 

11 

12 

Ki 

14 

15 

10 

17 

18 

19 

20 

21 

22 

2:i 

24 

25 

1464 

No. 1, t o provide relevant excerpts from r a t e decisions 

issued by other r e g u l a t o r y commissions i n which a three-year 

average was u t i l i z e d t o determine the allowed l e v e l of r a t e 

case expense. 

A. Yes, s i r . 

Q. Do you have a copy of t h a t response w i t h you? 

A. Yes. 

Q. Am I c o r r e c t t h a t i n your response, you c i t e d 

two cases, one from the F l o r i d a Commission and one from the 

Texas Commission? 

A. Yes, s i r . 

Q. Am I c o r r e c t t h a t i n both instances, the quoted 

p o r t i o n s which you provided i n d i c a t e t h a t the Commission 

• adopted three-year amortizations of r a t e case expense? 

A. Yes, s i r . 

Q. Do you know whether t h i s Commission f o l l o w s an 

amo r t i z a t i o n or normalization approach f o r e s t a b l i s h i n g r a t e 

case expense i n r a t e cases? 

A. No, I do not. 

JUDGE CHRISTIANSON: Before you leave page 6, j u s t a 

minor housekeeping matter. I f you go t o l i n e 2, i s the r e a 

word missing a t the end of t h a t l i n e ? " F o s s i l Fuel Plant 

Lives," i s i t ? 

(No response.) 

JUDGE CHRISTIANSON: Do you t h i n k i t stands the way 
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i t is? 

THE WITNESS: I t could stand the way i t i s . 

JUDGE CHRISTIANSON: Okay, go ahead. 

THE WITNESS: "Lives," okay, "Lives" would be f i n e . 

JUDGE CHRISTIANSON: Okay. I ' l l s o r t of read t h a t i n 

myself. I t j u s t d i d n ' t seem t o q u i t e compute p e r f e c t l y . 

Go ahead, counsel. 

BY MR. MacGREGOR: 

Q. Refe r r i n g t o page 7 of your testimony, Mr. 

Prisco, where you assert t h a t PP&L i s paying an excessive 

i n t e r e s t r a t e on customer deposits, when you prepared your 

testimony, had you had an opp o r t u n i t y t o review Pennsylvania 

r e g u l a t i o n s on t h i s subject as published i n the January 14, 

1995 Pennsylvania B u l l e t i n ? 

A. No, s i r . 

Q. Did you have an opp o r t u n i t y t o review the 

company's response t o O f f i c e of Consumer Advocate 

I n t e r r o g a t o r y Set IV, No. 74 which was provided t o you as a 

pa r t y i n t h i s case? 

A. No. 

(Document handed t o the witness.) 

JUDGE CHRISTIANSON: We w i l l give the witness a 

moment, and then we can proceed. 

(Witness perusing document.) 

THE WITNESS: Okay. 
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BY MR. MacGREGOR: 

Q. Does t h a t response i n d i c a t e t h a t the Commission 

has issued r e g u l a t i o n s r e v i s i n g the methodology f o r the 

c a l c u l a t i o n of i n t e r e s t on customer deposits? 

A. Yes. 

Q. And the methodology w i l l be the average of 

one-year T - b i l l rates f o r September, October and November of 

.the previous year? 

A. Yes, s i r . 

Q. And does i t f u r t h e r i n d i c a t e t h a t the company 

intends t o rev i s e the i n t e r e s t r a t e i t pays on customer 

deposits i n t h i s proceeding? 

A. Yes. 

Q. Next, w i t h respect t o your adjustment regarding 

the v o l u n t a r y e a r l y retirement program, your adjustment as 

shown on E x h i b i t TJB-7 was based upon the company's i n i t i a l 

f i l i n g i n t h i s case; i s t h a t r i g h t ? 

A. Yes, i t was, s i r . 

Q. And Mr. Berish's d i r e c t testimony f i l e d w i t h 

t h i s case i n d i c a t e d t h a t h i s f i g u r e was an estimate and 

would be updated during the proceeding? 

A. Yes. 

Q. And i n preparing your testimony, d i d you have 

the o p p o r t u n i t y t o review the company's response t o O f f i c e 

of Consumer Advocate I n t e r r o g a t o r y Set IV, No. 75, which 
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provided an update of the company's claim? 

A. No, I d i d not. 

Q. So your adjustment does not in c o r p o r a t e any 

changes t h a t may have been made i n t h a t i n t e r r o g a t o r y 

response? 

A. Correct. 

Q. Now, you c a l c u l a t e your adjustment using an 

average annual p a y r o l l f i g u r e ; i s t h a t c o r r e c t ? 

A. Yes, s i r . 

Q. But the company employees who r e t i r e d are 

s p e c i f i c company employees who might be paid more or less 

than average; i s t h a t correct? 

A. Correct. 

Q. I n preparing your testimony, d i d you have an 

op p o r t u n i t y t o review the company's response t o O f f i c e of 

Consumer Advocate I n t e r r o g a t o r y Set IV, No. 76, where the 

company provided the salary f i g u r e s f o r each of the 580 

employees who r e t i r e d ? 

A. No, I d i d not see t h a t . 

Q. I f t h a t s p e c i f i c i n f o r m a t i o n were a v a i l a b l e , 

would i t be more c o r r e c t and accurate t o use those numbers 

r a t h e r than j u s t an average number? 

A. Yes. 

Q. Now, at the bottom of page 9 and going over t o 

page 10, you discuss the company's request f o r nuclear 
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decommissioning expenses. 

Am I c o r r e c t t h a t you propose t o r e l y upon the cost 

r e q u i r e d f o r decommissioning by the Nuclear Regulatory 

Commission? 

A. No, not the a c t u a l cost i t s e l f . I was j u s t 

r e f e r r i n g t o t h a t as, you know, leave i t the same as i t i s 

because the Nuclear Regulatory Commission i n t h i s case does 

not r e q u i r e non-nuclear decommissioning a t t h i s time. 

Q. On page 10 of the testimony, you s t a t e , "At t h i s 

time, I would recommend t h a t the Commission not change i t s 

present p r a c t i c e f o r recouping decommissioning costs." 

To the extent you are aware, i s the Commission's 

cur r e n t p r a c t i c e at t h i s time t o r e l y on s i t e s p e c i f i c 

studies f o r decommissioning costs or t o r e l y upon NRC 

figure s ? 

A. S i t e s p e c i f i c . 

Q. And you're not opposed t o t h a t as a general 

matter, s i t e s p e c i f i c ? 

A. No. 

Q. Turning t o pages 13 and 14 where you discuss the 

company's c a p i t a l s t r u c t u r e and cost of c a p i t a l , you 

recommend a r e t u r n on eq u i t y i n t h i s proceeding of 11.5 

percent; i s t h a t correct? 

A. I'm using i t f o r c a l c u l a t i o n purposes. 

Q. And you use t h a t based upon the Commission 
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allowance i n the recent West Penn Power Company order? 

A. Correct. 

Q. To the best of your knowledge, does West Penn 

Power Company have any nuclear power p l a n t s on i t s system? 

A. No, they do not. 

Q. To the best of your knowledge, are West Penn's 

cu r r e n t rates lower than PP&L's rates? 

A. Not r e a l l y . I haven't matched them up. 

Q. I s i t your testimony i n t h i s proceeding t h a t a 

u t i l i t y such as West Penn t h a t has no nuclear u n i t s and 

r e l a t i v e l y lower rates as compared t o PP&L has the same 

business r i s k i n the cu r r e n t market environment as PP&L? 

A. I n my i n t e r r o g a t o r y , I t h i n k I answered t h a t . 

That's the reason why I selected West Penn. I t h i n k i t was 

I I - 6 . 

Q. Right. 

Am I c o r r e c t t h a t i n t h a t response, one of the 

reasons you noted was t h a t Mr. Moul, the company's r a t e of 

r e t u r n witness i n t h i s proceeding, had included the 

Allegheny Power System of which West Penn i s a p a r t i n h i s 

barometer group? 

A. Correct. 

Q. And i n preparing your testimony, d i d you have an 

op p o r t u n i t y t o review Mr. Moul's testimony? 

A. B r i e f l y , not i n d e t a i l . 
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Q. And s p e c i f i c a l l y , d i d you have an o p p o r t u n i t y t o 

review the answer on page 26 of Mr, Moul's testimony where 

he s t a t e s t h a t , "The investment r i s k of PP&L i s , i n my 

opin i o n , somewhat greater than t h a t of the barometer group"? 

(Document handed t o the witness.) 

A. I've read t h a t , okay, yes. 

Q. Now, you've also opposed the company's proposal 

regarding the r e t u r n of the capacity sold t o Jersey C e n t r a l 

Power & L i g h t ; i s t h a t correct? 

A. I have not opposed i t , j u s t t h a t i t should be 

under base r a t e i f i t ' s — yes, whatever p o r t i o n they decide 

on, I t h i n k t h a t the capacity should be done i n a base r a t e 

case. 

And I said I was making a p o l i c y statement t h e r e 

versus any c a l c u l a t i o n . 

Q. Now, i f you know, when the Jersey C e n t r a l Power 

& L i g h t capacity, as i t ret u r n s t o the PP&L system, would i t 

be c o r r e c t as a general matter t h a t , a l l else equal, t h a t 

PP&L's capacity cost w i l l go up and i t s energy cost w i l l go 

down? 

A. Well — 

Q. I f you know? 

A. I haven't looked a t t h a t . 

Q. You don't know? 

A. I don't know. 
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MR. MacGREGOR: That's a l l I have. Your Honor. 

JUDGE CHRISTIANSON: Okay. We can check around the 

t a b l e . Anything from T r i a l S t a f f ? 

MR. SIMMS: No, Your Honor. 

MS. KENNEY: No questions. Your Honor. 

JUDGE CHRISTIANSON: Anything from Small Business? 

MS. MOURY: No, Your Honor. 

JUDGE CHRISTIANSON: Mr. Kleppinger? 

MR. KLEPPINGER: No questions. Your Honor. 

JUDGE CHRISTIANSON: Then we seem t o be done w i t h 

cross. Let's be o f f the record b r i e f l y . 

(Discussion o f f the record.) 

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

I understand there's some b r i e f r e d i r e c t . 

REDIRECT EXAMINATION 

BY MR. McCORMICK: 

Q. Mr. Prisco, the Judge drew your a t t e n t i o n t o 

page 6, l i n e 2. Am I c o r r e c t t h a t you have no o b j e c t i o n t o 

adding the word "Lives" a f t e r the word "Plant" on t h a t l i n e ? 

A. No, I have no o b j e c t i o n t o t h a t . 

MR. McCORMICK: With t h a t r e d i r e c t . Your Honor, I 

have no f u r t h e r r e d i r e c t . 

JUDGE CHRISTIANSON: Fine. The witness then i s 

excused. 

THE WITNESS: Thank you, s i r . 
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(Witness excused.) 

JUDGE CHRISTIANSON: Then perhaps we can p r o f i t a b l y 

break f o r lunch. Let's be o f f the record, i n any case. 

(Whereupon, at 12:30 p.m., the hearing was adjourned, 

t o be reconvened a t 1:30 p.m., t h i s same day.) 
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AFTERNOON SESSION 

( 1 : 3 3 p . m . ) 

JUDGE CHRISTIANSON: Let's go ahead and be back on 

the record. 

We have the two S t a f f witnesses t h i s afternoon. I 

might as w e l l go ahead and swear i n the f i r s t one. 

Whereupon, 

KEVAN L. DEARDORFF 

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

JUDGE CHRISTIANSON: Be seated. 

Go ahead, counsel. 

MR. SIMMS: Mr. Gorka w i l l be sponsoring Mr. 

Deardorff. 

JUDGE CHRISTIANSON: Fine. 

DIRECT EXAMINATION 

BY MR. GORKA: 

Q. S i r , could you st a t e your name f o r the record? 

A. My name i s Kevan L. Deardorff. 

Q. What i s your business address and p o s i t i o n ? 

A. My business address i s P. 0. Box 3265, 

Harrisburg, Pennsylvania, ZIP Code 17105-3265. I am 

employed by the Public U t i l i t y Commission as a f i x e d u t i l i t y 

f i n a n c i a l analyst and I am assigned t o the O f f i c e of T r i a l 

S t a f f i n the finance section of the Telecommunications and 

Water D i v i s i o n . 
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MR. GORKA: Your Honor, the O f f i c e of T r i a l S t a f f has 

marked f o r i d e n t i f i c a t i o n and d i s t r i b u t e d t o the p a r t i e s and 

t o the court r e p o r t e r two documents. 

The f i r s t i s i d e n t i f i e d as OTS Statement No. 1, the 

d i r e c t testimony of Kevan Deardorff concerning f a i r r a t e of 

r e t u r n . The second i s marked OTS E x h i b i t No. 1, schedules 

t o accompany Mr. Deardorff's d i r e c t testimony. 

May they be so marked? 

JUDGE CHRISTIANSON: So marked. 

(Whereupon, the documents were marked as OTS 

Statement No. 1 and OTS E x h i b i t No. 1 f o r 

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

BY MR. GORKA: 

Q. Mr. Deardorff, do you have a copy of what has 

been marked f o r i d e n t i f i c a t i o n as OTS Statement and E x h i b i t 

No. 1? 

A. Yes. 

Q. I s t h i s statement of d i r e c t testimony and 

accompanying e x h i b i t prepared by you or under your d i r e c t 

supervision? 

A. I t i s . 

Q. Are there any changes or c o r r e c t i o n s t o be made 

at t h i s time? 

A. Not at t h i s time. 

Q. I f I were t o ask you these questions today. 
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would your answers be the same? 

A. Yes, they would. 

Q. And are these answers t r u e and c o r r e c t t o the 

best of your knowledge and b e l i e f ? 

A. Yes, they are. 

MR. GORKA: Your Honor, I would l i k e t o move t h a t OTS 

Statement No. 1 and E x h i b i t No. 1 be entered i n t o the record 

at t h i s time subject t o cross-examination and t i m e l y 

motions. 

JUDGE CHRISTIANSON: Yes, subject t o the standard 

motions p r o v i s i o n , the statement and the associated e x h i b i t 

are accepted i n t o the record. 

(Whereupon, the documents marked as OTS 

Statement No. 1 and OTS E x h i b i t No. 1 were 

received i n evidence.) 

MR. GORKA: The witness i s now a v a i l a b l e f o r cross-

examination • 

JUDGE CHRISTIANSON: And again, we might as w e l l 

s t a r t w i t h the company. 

MR. GADSDEN: Thank you, Your Honor. 

CROSS-EXAMINATION 

BY MR. GADSDEN: 

Q. Mr. Deardorff, f i r s t a minor housekeeping 

matter. We have not yet received responses t o our 

I n t e r r o g a t o r i e s Set I I I , Nos. 3 and 4. We received a fax 
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t r a n s m i t t a l yesterday or the day before, and those were not 

included i n the package. 

And I d i d n ' t know whether t h a t was by inadvertence or 

whether you are s t i l l working on those, and i f so, i f you 

could give me a status r e p o r t as t o where you stand. 

MR. SIMMS: Your Honor, i f I may, we faxed out I know 

two separate responses t o the company's i n t e r r o g a t o r i e s t o 

the O f f i c e of T r i a l S t a f f . 

How many d i d you receive? 

MR. GADSDEN: We received a fax t r a n s m i t t a l on A p r i l 

24th p r o v i d i n g us Mr. Deardorff's responses t o Set I . We 

received a fax t r a n s m i t t a l on A p r i l 25th p r o v i d i n g Mr. 

Deardorff's responses t o a l l i n t e r r o g a t o r i e s i n Set I I I 

other than Questions 3 and 4. 

JUDGE CHRISTIANSON: We can be o f f the record f o r a 

minute. 

(Discussion o f f the record.) 

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

E v i d e n t l y there was a problem the f a x , and I 

understand 2 and 3 you d i d n ' t receive? 

MR. GADSDEN: Set I I I , Nos. 2 and 3, yes. 

JUDGE CHRISTIANSON: Then again, a copy was provided 

j u s t now by the witness, and Consumer Advocate has i t , so I 

guess there was some mix-up i n the fax somehow or other , 

which happens. 
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MR. GADSDEN: C e r t a i n l y . We're happy t o proceed. 

BY MR. GADSDEN: 

Q. Mr. Deardorff, you have accepted the company's 

proposed c a p i t a l s t r u c t u r e i n developing your r a t e of r e t u r n 

recommendation; have you not? 

A. Yes, I have. 

Q. At pages 12 and 13 of your d i r e c t testimony, you 

discuss c e r t a i n problems t h a t you perceive w i t h s o - c a l l e d 

i n e f f i c i e n t c a p i t a l s t r u c t u r e s . 

And i n your response t o our I n t e r r o g a t o r y Set I , No. 

1, you i n d i c a t e d t h a t you believe the barometer group's 

average c a p i t a l s t r u c t u r e reasonably s a t i s f i e d your goals 

w i t h respect t o e f f i c i e n t c a p i t a l s t r u c t u r e s ; i s t h a t 

c orrect? 

A. Yes. I used i t as a standard. 

Q. And does the same hold t r u e f o r PP&L's proposed 

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

A. Well, I used the barometer group's c a p i t a l 

s t r u c t u r e as a standard t o compare PP&L's c a p i t a l s t r u c t u r e 

t o , and I found t h a t the c a p i t a l s t r u c t u r e i s i n the 

v i c i n i t y of t h a t standard. 

Q. So you're s a t i s f i e d t h a t PP&L's proposed c a p i t a l 

s t r u c t u r e i s an e f f i c i e n t one at l e a s t f o r purposes of i t s 

use i n t h i s proceeding? 

A. Yes. 
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Q. D i r e c t i n g your t o your testimony a t page 13, 

s p e c i f i c a l l y a t l i n e s 15 through 17, you provide c e r t a i n 

c a p i t a l s t r u c t u r e r a t i o f i g u r e s and conclude t h a t PP&L has 

s l i g h t l y higher f i n a n c i a l r i s k ; i s t h a t c orrect? 

A. Yes, i t i s . 

Q. And t h a t analysis i s based on the data shown i n 

your Schedule 2, page 1? 

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

Q. I n our I n t e r r o g a t o r y Set I I I , No. 1, we asked 

you t o provide e q u i t y r a t i o s f o r the barometer group and 

PP&L at calendar year end 1994-1995; do you r e c a l l t h a t 

question? 

A. Yes, I do. 

Q. And can we agree t h a t your response i n d i c a t e s 

t h a t the barometer group's e q u i t y r a t i o was approximately 

350 basis p o i n t s higher than PP&L's at the end of '94 and 

280 basis p o i n t s higher than PP&L's on a p r o j e c t e d basis a t 

the end of 1995? 

A. Yes. Based upon those p r o j e c t i o n s , t h a t i s 

c o r r e c t . 

Q. With respect t o the company's claimed embedded 

cost of debt and p r e f e r r e d stock, you again have adopted 

what has been proposed by PP&L i n t h i s case; have you not? 

A. Yes. 

Q. So the only areas of dispute a t t h i s p o i n t 
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between you and Mr. Moul r e l a t e t o the company's claimed 

equ i t y allowance and o v e r a l l r a t e of return? 

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

Q. Now, Mr. Deardorff, I not i c e from your Appendix 

A t h a t you have t e s t i f i e d i n a number of recent cases. For 

example, you presented testimony i n the l a s t N a t i o n a l Fuel 

Gas case; d i d you not? 

A. Yes. 

Q. Can we agree or would you accept subject t o 

check t h a t your eq u i t y recommendation i n t h a t case was 10.25 

percent? 

A. Yes, I ' l l accept t h a t subject t o check. 

Q. And s i m i l a r l y , would you accept subject t o check 

t h a t i n the most recent Blue Mountain Consolidated Water 

Company case, your recommendation was 9.75 t o 10 percent? 

A. I ' l l accept t h a t subject t o check als o . 

Q. And f i n a l l y , would you accept subject t o check 

t h a t your eq u i t y recommendation i n the pending Roaring Creek 

case was 10.25 percent? 

A. Yes. 

Q. And your recommendation here i s 10.63 percent? 

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

Q. Can we agree t h a t i n each of those cases t h a t I 

r e f e r r e d t o and i n the current case, you r e l i e d e x c l u s i v e l y 

on the DCF method i n developing your recommended e q u i t y 
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allowance? 

A. Yes. 

Q. You have o f f e r e d testimony on r a t e of r e t u r n f o r 

a number of years; have you not? 

A. Yes, I have. 

Q. And throughout your career, have you always 

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

A. No. 

Q. I f we r e f e r t o page 41 of your testimony a t 

l i n e s 5 through 8, you acknowledge, do you not, t h a t other 

methods such as the r i s k premium method and the c a p i t a l 

asset p r i c i n g model are considered by investors? 

A. Yes. I n t h e i r d ecision making process, they do 

look at those methods or the r e s u l t s of those methods. 

Q. And i f you know, would you agree t h a t those 

methods are also considered or taken i n t o c o n s i d e r a t i o n by 

other r e g u l a t o r y commissions i n e s t a b l i s h i n g e q u i t y 

allowances f o r regulated u t i l i t i e s ? 

A. I believe a few do consider the r e s u l t s i n t h e i r 

recommendations, a very few. 

Q. Are you aware t h a t a recent study commissioned 

by the National Association of Regulatory Commissioners 

found t h a t 80 percent of the responding s t a t e commissions 

i n d i c a t e d they consider the r e s u l t s of more than one method? 

(No response.) 
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Q. Maybe I should ask t h i s question: Are you aware 

of t h a t study? 

A. I'm aware of the study, but I am s k e p t i c a l of 

the r e s u l t s . 

Q. Skep t i c a l i n the sense t h a t you don't t h i n k t h a t 

the responses provided by the commissions a c t u a l l y r e f l e c t 

what they do i n practice? 

A. Well, I'm s k e p t i c a l i n the sense t h a t j u s t 

reviewing what they reported as the Pennsylvania PUC's 

methodologies t h a t they use, they said t h a t they use more 

than one method, and they s t a t e t h a t they use the CAPM and 

the r i s k premium. 

And they haven't used the CAPM and r i s k premium i n 

recent years, so I don't know i f the i n f o r m a t i o n they're 

using i s dated or whether i t ' s i n c o r r e c t . I have no idea. 

I'm j u s t s k e p t i c a l of the r e s u l t s . 

Q. I s i t your testimony t h a t t h i s Commission has 

completely ignored the r e s u l t s of other methods i n the l a s t 

several years? 

A. They from time t o time look a t the methods, but 

I don't t h i n k they r e l y upon them very h e a v i l y . 

Q. I s i t your testimony t h a t the Commission should 

ignore the r e s u l t s of other methods, even though those 

methods may be considered by investors? 

A. At t h i s p o i n t i n time, I do. 
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JUDGE CHRISTIANSON: You a c t u a l l y would use the word 

"ignore"? 

THE WITNESS: Yes. 

MR. GADSDEN: Mr. Deardorff — 

THE WITNESS: As presented, as presented. I b e l i e v e , 

i f they were going t o use a proper r i s k premium c a l c u l a t e d 

w i t h expected r i s k premiums, I believe t h a t t h a t could be 

used. 

But the methods t h a t are presented, the CAPM method 

as presented i n t h i s case and the r i s k premium method, I 

t h i n k i t should be ignored. 

JUDGE CHRISTIANSON: Fine. 

BY MR. GADSDEN: 

Q. Mr. Deardorff, a t various p o i n t s i n your 

testimony, you address the issue of r e l a t i v e r i s k . I have a 

few questions on t h a t subject, the f i r s t of which r e l a t e s t o 

your testimony on page 22. 

At l i n e s 18 through 20, you contend t h a t the o v e r a l l 

r i s k of pu b l i c u t i l i t i e s w i l l d e c line f u r t h e r r e l a t i v e t o 

t h e i r i n d u s t r i a l counterparts. Do you see that? 

A. Yes. 

Q. I n our I n t e r r o g a t o r y Set I , No. IV, we asked you 

t o e x p l a i n why you f e l t t h a t way, and am I c o r r e c t t h a t your 

response e s s e n t i a l l y addressed the issue of f i n a n c i a l r i s k ? 

A. No. I d i d n ' t r e f e r t o e i t h e r types of r i s k , I 
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b e l i e v e r i s k i n general. 

Q. Did you r e f e r s p e c i f i c a l l y t o the amount of debt 

i n c a p i t a l s tructure? 

A. Yes. 

Q. Did you consider, i n making the statement a t the 

bottom of page 22, what might be characterized as business 

r i s k f a c t o r s and more s p e c i f i c a l l y the prospect of increased 

competition and/or deregulation of the e l e c t r i c u t i l i t y 

i ndustry? 

A. No. That statement was made i n the absence of 

t h a t c o n s i d e r a t i o n . I was only concentrating on the e f f e c t 

of i n t e r e s t r a t e s . 

Q. Do you believe t h a t increased competition and/or 

p a r t i a l or t o t a l deregulation of the e l e c t r i c i n d u s t r y could 

a f f e c t the cost of equity f o r e l e c t r i c companies? 

A. Yes. 

Q. Mr. Deardorff, i f we could t u r n now t o page 27 

of your testimony, you observe at l i n e s 10 through 13 t h a t 

Value Line i s p r o j e c t i n g t h a t price/earnings m u l t i p l e s of 

the barometer group w i l l r i s e s l i g h t l y over the next f i v e 

years, and t h a t PP&L's P/E r a t i o w i l l f a l l from 12.4 t o 10.5 

percent. 

A. Yes, t h a t i s c o r r e c t . 

Q. We asked you i n an i n t e r r o g a t o r y why you f e l t 

t h a t was the case. The i n t e r r o g a t o r y i t s e l f i s Set I , 

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



9 

10 

H 

12 

10 

U 

18 

19 

20 

21 

22 

20 

24 

1484 

No. 8, but as I r e c a l l your answer t o i t , i t was simply the 

f a c t t h a t — w e l l , l e t ' s take a look at i t . 

You s t a t e t h a t , " I m p l i c i t i n Value Line's expectation 

of P/E r a t i o s f o r the barometer group i s t h a t the growth i n 

p r i c e over the next f i v e years w i l l be greater than the 

growth of earnings, and t h a t the converse i s t r u e of PP&L." 

My question f o r you i s , why do you t h i n k t h a t t h a t i s 

what i n v e s t o r s are expecting or at l e a s t what Value Line 

might be p r o j e c t i n g ? Why are they moving i n d i f f e r e n t 

d i r e c t i o n s ? 

A. Why do inv e s t o r s t h i n k t h a t , or why doesn't 

Value Line t h i n k that? 

Q. Why do you t h i n k Value Line i s p r o j e c t i n g t h a t ? 

Are you aware of any f a c t o r s t h a t would cause PP&L's 

price/earnings m u l t i p l e t o drop w h i l e the barometer group's 

price/earnings m u l t i p l e would r i s e , and i f so, what are 

those fact o r s ? 

A. I d i d n ' t make t h a t a n a l y s i s . 

Q. Mr. Deardorff, i f we could t u r n t o your 

a p p l i c a t i o n of the DCF method, p r e l i m i n a r i l y , I understand 

from your testimony on page 23 t h a t i n your view, one of the 

advantages of the DCF method i s t h a t i t i s compatible w i t h 

what you characterize as the long run process of ratemaking; 

i s t h a t correct? 

A. Yes, i t i s . 
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Q. Do you have any opinion as t o how long the r a t e s 

set i n t h i s case are l i k e l y t o remain i n e f f e c t ? 

A. Any estimate on my p a r t would be s t r i c t l y a 

guess. I have no idea. 

Q. I t could be a year, i t could be ten years? 

A. Given the h i s t o r y , i t could be ten years. 

Q. Now, as I understand your testimony, you 

performed DCF analyses of both PP&L and the barometer group 

t h a t Mr. Moul u t i l i z e d ; i s t h a t c orrect? 

A. Yes. 

Q. And at page 17, you note t h a t i t ' s important t o 

look a t both because events could cause short-term market 

aberrations i n the data f o r any i n d i v i d u a l company; i s t h a t 

c orrect? 

A. Yes, t h a t i s c o r r e c t . 

Q. But I also understand from your response t o Set 

I , No. 2 t h a t you're not aware of any short-term a b e r r a t i o n s 

t h a t may have a f f e c t e d the data which you analyzed f o r PP&L; 

i s t h a t correct? 

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

Q. Now, f o r both PP&L and the barometer group, you 

analyze both recent market data and p r o j e c t e d data; i s t h a t 

c orrect? 

A. Yes. 

Q. And d i d you give equal weight t o each, or d i d 
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you r e l y p r i m a r i l y on the recent market data? And by 

"recent market data," I'm r e f e r r i n g t o the analyses where 

you c a l c u l a t e d dividend y i e l d s based on a recent spot and 

12-month average basis. 

A. Yes. I gave 100 percent weight t o t h a t 

i n f o r m a t i o n t h a t appears on Schedules 4, pages 1 and 2, and 

no weight t o what appeared on page 3. 

Q. Just so the record i s c l e a r , t h a t data t h a t 

appears on page 3 i s the pro j e c t e d dividend y i e l d s and 

growth r a t e s ; i s t h a t correct? 

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

Q. As I alluded t o a minute ago, w i t h reference t o 

your analysis of recent market data, as I understand your 

testimony, you c a l c u l a t e d dividend y i e l d s on the basis of a 

spot y i e l d , a s p e c i f i c p o i n t i n February of 1995, as w e l l as 

average y i e l d s f o r the 12 months ending February, 1995; i s 

t h a t correct? 

A. Rather than average 12 month, i t was average 52 

week high and low. 

Q. We'll get t o t h a t i n a minute. 

And the reason f o r looking a t both, a t l e a s t as given 

i n your response t o our I n t e r r o g a t o r y Set I , No. 6, was t o 

provide balance and smooth out p o t e n t i a l problems i n the 

data s e r i e s ; i s t h a t a f a i r summary? 

A. That i s c o r r e c t . 
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Q. I am going t o be discussing your y i e l d f i n d i n g , 

so i t might be h e l p f u l t o be look i n g a t page 28 of your 

testimony and the t a b l e t h a t you present a t the t o p . 

As t h a t t a b l e i n d i c a t e s , and focusing f i r s t on your 

spot y i e l d c a l c u l a t i o n s , those were based on c l o s i n g p r i c e s 

f o r the l a s t Wednesday i n February; i s t h a t c o r r e c t ? 

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

That happened t o be February 22nd; i s t h a t Q-

correct? 

A. 

Q. 

That i s c o r r e c t . 

And when we asked you i n our I n t e r r o g a t o r y Set 

I , No. 9 i f you had updated your DCF anal y s i s t o in c l u d e 

data f o r the month of March, you i n d i c a t e d t h a t you had and 

provided us c e r t a i n f i g u r e s . 

Do you have t h a t response? 

A. Yes. I updated those f i g u r e s f o r the response 

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

Q. Okay. My understanding of your response i s t h a t 

when you updated the spot y i e l d f o r PP&L, again presumably 

using the l a s t Wednesday i n March, the spot y i e l d had 

dropped from 8.15 percent t o 7.23 percent; i s t h a t c o r r e c t ? 

A. Yes, as c a l c u l a t e d by the Value Screen. 

Q. Now, Mr. Deardorff, would you accept subject t o 

check t h a t the 7.23 percent y i e l d f i g u r e i m p l i e s a stock 

p r i c e of $23 per share? 
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A. Well, the dividend y i e l d presented here was 

based upon Value Screen's p r o j e c t i o n of a $1.40 d i v i d e n d , 

and the p r i c e s as of those dates. That i s why they are much 

lower, not because of im p l i e d higher p r i c e . 

Q. Just so everybody i s c l e a r on t h i s , i n your 

d i r e c t testimony, the y i e l d s were c a l c u l a t e d on the basis of 

$1.67 dividend, which i s the c u r r e n t d i v i d e n d , and i n your 

update you u t i l i z e d a $1.40 dividend based on a p r o j e c t i o n 

by Value Line t h a t the dividend might be c u t ; i s t h a t 

correct? 

A. Yes. 
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1 Q. Mr. D e a r d o r i i , can we agree t h a t yesterday 

2 happened t o be the l a s t day i n A p r i l ? The l a s t Wednesday i n 

3 A p r i l ; I'm sorry, 

4 JUDGE CHRISTIANSON: I got worried there. 

5 {Laughter.) 

6 THE WITNESS: That i s c o r r e c t . 

7 BY MR. GADSDEN: 

8 Q. Can we agree or would you accept subject t o 

9 check t h a t PP&L's stock closed yesterday a t 18-5/8ths? 

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

11 Q. Can you also agree t h a t i f we c a l c u l a t e d a y i e l d 

12 based on t h a t spot p r i c e and the c u r r e n t dividend, not Value 

13 Line's p r o j e c t i o n of a dividend cut but the c u r r e n t dividend 

14 of $1.67, t h a t we would come up w i t h a y i e l d of 

15 approximately 9 percent? 

16 A. Sure, based upon your f i g u r e s . 

17 Q. Let's take a look a t your 12-month average 

18 y i e l d s , and here, as the t a b l e on page 28 shows, you've 

19 derived 52-week averages of 7.50 and 7.68 percent, the 

20 l a t t e r f i g u r e being f o r PP&L, f o r the 52 weeks ended 

21 February 28; i s t h a t correct? 

22 A. Yes, t h a t i s c o r r e c t . 

23 Q. I n our I n t e r r o g a t o r y Set I I I , No. 5, we asked 

24 you t o ex p l a i n how those f i g u r e s were derived, and I bel i e v e 

25 you allud e d t o i t i n a p r i o r question -- w e l l , l e t me back 
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1 up a minute. 

2 These f i g u r e s were derived or r e t r i e v e d from the 

3 Value Line-Value Screen Data Base? 

4 A. Yes. 

5 Q. And what t h a t data base provides are the annual 

6 high and low c l o s i n g p r i c e s and an average of the two; i s 

7 t h a t correct? 

8 A. Yes. 

9 Q. And t h a t ' s what you've u t i l i z e d ? 

10 A. I u t i l i z e d t h a t as my p r i c e and the p r o j e c t e d 

11 dividend f o r the dividend i n the dividend y i e l d c a l c u l a t i o n . 

12 Q. So Value Line does not c a l c u l a t e average monthly 

13 y i e l d s , i t simply takes the highest p r i c e t h a t the stock 

14 traded at duri n g the p r i o r 12 months and the lowest and 

15 d i v i d e s by two? 

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

17 Q. Let's j u s t walk through a b r i e f example t o see 

18 i f I can understand how t h i s works. Let's assume we have a 

19 dividend ox $1.00 per share and t h a t on the f i r s t day of the 

20 year the stock closes a t $20. The y i e l d would be 5 percent; 

21 i s t h a t correct? 

22 A. Yes. 

23 Q. Let's assume on the second day ox the year the 

24 stock dropped t o $10 a share. The y i e l d would r i s e t o 10 

25 percent; i s t h a t correct? 

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 



1491 

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

2 Q. Let's f u r t h e r assume t h a t the stock traded at 

3 $10 per share f o r the remaining 364 days of the year, 

4 c o n s t a n t l y y i e l d i n g 10 percent. Under the methodology used 

5 by Value Line, the 12-month average y i e l d would be 7.5 

6 percent; i s t h a t correct? 

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

8 Q- Did you compute average y i e l d s on a monthly 

9 basis, or d i d you j u s t r e l y on the Value Line materials? 

10 A. I j u s t r e l i e d on Value Screen. 

11 Q. B r i e f l y , Mr. Deardorff, I do have a few 

12 questions w i t h respect t o your DCF ana l y s i s i n which you 

13 used p r o j e c t e d dividend y i e l d data, as I was under the 

14 impression from your testimony t h a t you had conducted those 

15 analyses as a check on the reasonableness of your primary 

16 analyses. 

17 A. Well, I have, i n a c e r t a i n respect. I t gives a 

18 time perspective, and i f c a p i t a l cost r a t e s are d e c l i n i n g 

19 and the f u t u r e shows a c o n t i n u a t i o n of t h a t d e c l i n e , then my 

20 c u r r e n t recommendation f i t s i n very w e l l w i t h t h a t t r e n d . 

21 Q. So there i s some relevance i n your view t o those 

22 analyses 

23 A. Yes. 

24 Q. even though you d i d not d i r e c t l y u t i l i z e them 

25 i n c a l c u l a t i n g your recommendation? 
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1 A. That i s c o r r e c t . 

2 Q. There i s not a t a b l e i n your testimony I can 

3 p o i n t t o , but the f i g u r e s are provided i n n a r r a t i v e form on 

4 page 25. I n t h i s instance you derived DCF expected e q u i t y 

5 r e t u r n rates of 9.25 percent f o r the barometer group and 9.4 

6 percent f o r PP&L; i s t h a t correct? 

7 A. Yes. 

8 Q. I f I could r e f e r you t o your answer t o our 

9 I n t e r r o g a t o r y Set I I I , No. 5, and f o r c l a r i t y of the record, 

10 i n t h i s i n t e r r o g a t o r y we e s s e n t i a l l y asked t h a t the 

11 barometer group composite be broken down by i n d i v i d u a l 

12 company data. 

13 Can we agree t h a t what your response shows are 

14 p r o j e c t e d e q u i t y rates as low as 8.2 percent f o r A t l a n t i c 

15 Energy and 8.4 percent f o r Delmarva? 

16 A. I'm confused. Which response are you 

17 Q. This i s Set I I I , No. 5. And i f I'm 

18 m i s i n t e r p r e t i n g the data, I apologise, but i f I could d i r e c t 

19 you t o the second page which i s attached t o t h a t response, 

20 which i s captioned "Value Line Five-Year Projected Dividend 

21 Y i e l d s and Growth Rates." Do you have that? 

22 A. Yes. 

23 Q. I f we look, f o r example, f o r A t l a n t i c Energy, we 

24 see a y i e l d of 6.7 percent and an average growth r a t e of 1.5 

25 percent, do we not? 
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1 A. That i s c o r r e c t . 

2 Q. I f we look at Delmarva, we see a dividend y i e l d 

3 of 6.4 and an average growth r a t e of 2.0 percent, and t h a t 

4 would give us 8.5 percent? 

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

6 Q. Do you have an estimate f o r what A-rated p u b l i c 

7 u t i l i t y bonds are y i e l d i n g a t the present time? 

8 A. Yes. The p r o j e c t i o n i s f o r the next year they 

9 w i l l be i n the 8.3 t o 8.5 percent range. 

10 Q. E i g h t - p o i n t - t h r e e t o 8.5? 

11 A . Y e s . 

12 Q. Thank you. 

13 Now, these are p r o j e c t e d equity r e t u r n s using Value 

14 Line data; i s t h a t c orrect? 

15 A. Yes. 

16 Q. Keeping those f i g u r e s i n mind of 8.2 percent f o r 

17 A t l a n t i c Energy and 8.4 percent f o r Delmarva, and t a k i n g a 

18 look at your Schedule 4, page 7 — do you have that? 

19 A. Yes. 

20 Q. How do we r e c o n c i l e those low numbers w i t h the 

21 expected r e t u r n s on e q u i t y p r o j e c t e d f o r A t l a n t i c and 

22 Delmarva of 12.5 percent and 11.5 percent, r e s p e c t i v e l y ? 

23 A. Well, one i s c a l c u l a t e d on book and the other i s 

24 the expected r e t u r n of the i n v e s t o r , two t o t a l l y d i f f e r e n t 

25 numbers. I f t h a t ' s the way i t t u r n s out, then i t w i l l be an 
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1 i n c e n t i v e f o r the in v e s t o r s t o b i d the p r i c e up on those 

2 stocks. They w i l l be earning a l o t more than they're 

3 a c t u a l l y expecting. 

4 Q. What i s the expected r e t u r n f o r i n v e s t o r s based 

5 on? You drew a d i s t i n c t i o n between the expected r e t u r n of 

6 i n v e s t o r s and book. 

7 A. Book i s what the company w i l l a c t u a l l y earn on 

8 the book value. 

9 Q. I n an o r i g i n a l cost r e g u l a t o r y environment, i s 

10 not the r a t e base set at something approximating book value? 

11 A. Yes. 

12 Q. Mr. Deardorff, l e t me j u s t ask you a few 

13 questions regarding your c r i t i q u e of Mr. Moul's 

14 pr e s e n t a t i o n . 

15 On page 39, at l i n e s 10 through 15, you r e j e c t Mr. 

16 Moul's ex-dividend adjustment because he was unable t o 

17 supply (1) any academic evidence i n support of t h i s 

18 adjustment, or (2) any reference t o i n v e s t o r i n f l u e n c i n g 

19 p u b l i c a t i o n s t h a t provided t h a t k i n d of i n f o r m a t i o n . I s 

20 t h a t a f a i r summary of your testimony? 

21 A. Yes. 

22 Q. I n our I n t e r r o g a t o r y Set I , No. 12, we 

23 e f f e c t i v e l y asked you t o ignore those two f a c t o r s and t o 

24 ex p l a i n t o us why, i n your opinion, t h i s adjustment was 

25 i n a p p r o p r i a t e . The response simply r e f e r r e d back t o the 
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1 d i r e c t testimony and the same two f a c t o r s t h a t we discussed 

2 a minute ago. 

3 Apart from the reasons you s t a t e i n your d i r e c t 

4 testimony, what a d d i t i o n a l problems, i f any, do you perceive 

5 w i t h Mr. Moul's ex-dividend adjustment? 

6 A. Well, we're supposed t o be determining what 

7 i n v e s t o r s expect, and i f they do not use t h a t type of 

8 methodology t o determine t h e i r investment decisions, then by 

9 using i t you're going t o have erroneous r e s u l t s . 

10 Q. How do we know t h a t they don't consider t h a t 

11 k i n d of information? 

12 A. Well, i t ' s a f a i r assumption t h a t i f i n v e s t o r s 

13 use i t and want t h a t type of i n f o r m a t i o n f o r t h e i r 

u investment decision-making process, the f i n a n c i a l j o u r n a l s 

15 are going t o provide i t . The Business Investors D a i l y 

16 prides themselves on p r o v i d i n g s t a t i s t i c s t o i n v e s t o r s t h a t 

17 they need and want. I f t h a t ' s one of the s t a t i s t i c s t h a t 

18 they use i n t h e i r decision-making process, you can be sure 

19 The Business Investors D a i l y i s going t o provide i t . 

20 Q. Does The Wall S t r e e t Journal provide any data 

21 w i t h respect t o ex-dividends? 

22 A. They provide ex-dividend dates. 

23 Q. I f you were t o l e a r n t h a t other Commissions had 

24 accepted t h i s adjustment, would you reconsider your 

25 p o s i t i o n ? 
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1 A. I would have t o read t h e i r reasons why --

2 Q. F a i r enough. 

3 A. -- before I would make any decision upon t h a t . 

4 Q. L a s t l y , Mr. Deardorff, a t page 42 you c r i t i c i z e 

5 the r i s k premium and CAPM methods and note t h a t the 

6 v a r i a b l e s determining the cost of equ i t y and debt are 

7 d i f f e r e n t ; i s t h a t correct? 

8 A. Yes. 

9 Q. But there i s a d i r e c t r e l a t i o n s h i p between the 

io cost of eq u i t y and the cost of debt, i s there not? 

n A. There i s a r e l a t i o n s h i p over time, but i t ' s not 

12 completely a 100 percent c o r r e l a t i o n . I t v a r i e s 

13 s i g n i f i c a n t l y from time t o time. The biggest example i s the 

14 crash of 1987 when the bond market was going i n one 

15 d i r e c t i o n and the eq u i t y markets were going i n the opposite 

16 d i r e c t i o n , t o t a l l y i n c o n s i s t e n t w i t h t h a t type of theory. 

17 Q. But you do t e s t i f y , do you not, t h a t t h e r e i s a 

18 d i r e c t r e l a t i o n s h i p between bond y i e l d s and dividend y i e l d s ? 

19 A. Yes. 

20 Q. You also note on page 42 t h a t changing economic 

21 c o n d i t i o n s can a f f e c t premiums over time. 

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

23 Q- Can we agree t h a t changing economic co n d i t i o n s 

24 can also a f f e c t dividend y i e l d s and growth rates? 

25 A. Yes. 
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1 MR. GADSDEN: Your Honor, t h a t ' s a l l we have f o r Mr. 

2 Deardorff. 

3 JUDGE CHRISTIANSON: Then we can check. Anybody else 

4 have cross f o r the witness? 

5 (No response.) 

6 JUDGE CHRISTIANSON: I hear no volunteers 

7 immediately. Let's go o f f the record b r i e f l y , 

8 (Discussion o f f the record.) 

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

10 I gather t h e r e i s some r e d i r e c t of the witness? 

11 MR. GORKA: Some, Your Honor. 

12 JUDGE CHRISTIANSON: Proceed. 

13 REDIRECT EXAMINATION 

14 BY MR. GORKA: 

15 Q. Mr. Deardorff, do you r e c a l l Mr. Gadsden asking 

16 you a question as t o whether you conducted an analysis of 

17 the P/E r a t i o s ? 

18 A. Yes. 

19 Q. What i s the purpose of your Schedule 4, page 5, 

20 of OTS E x h i b i t No. 1? 

21 A. Well, the main purpose of t h a t was t o examine 

22 the price/earnings r a t i o s and t o determine whether or not 

23 price/earnings r a t i o i s st a b l e and i s expected t o be sta b l e 

24 i n the f u t u r e . The numbers i n d i c a t i n g there are t h a t f o r 

25 the barometer group they are expected t o be r a t h e r s t a b l e 
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1 over the next f i v e years, and the numbers f o r PP&L are 

2 expected t o decline s i g n i f i c a n t l y from the 12.4 l e v e l . 

3 I d i d n ' t do a s p e c i f i c analysis of each i n d i v i d u a l 

4 component of the price/earnings r a t i o because the c u r r e n t 

5 P/E does f l u c t u a t e around the p r o j e c t i o n t h a t Value Line has 

6 there. For example, based upon Value Line's p r i o r t h r e e -

7 month p r o j e c t i o n dated January -- w e l l , based upon the 

8 December 16 issue of Value Line, which was three months 

9 p r i o r t o the March 17, the cu r r e n t P/E f o r PP&L was 10.1, 

10 which i n d i c a t e d t h a t i t was going t o increase. So i n my 

n mind t h a t i n d i c a t e s t h a t while i t f l u c t u a t e s i n the short 

12 term, i t i s tending towards the Value Line f o r e c a s t . 

13 Therefore, I d i d n ' t t h i n k i t was necessary t o analyze why 

14 Value Line thought the p r i c e s were going t o increase or 

15 decrease. 

16 Q. F i n a l l y , why d i d n ' t you include a response t o 

17 Schedule 4, which was c a l l e d an update, i n t o the record and 

18 r e f l e c t t h i s i n your recommendation? 

19 A. Well, there's some confusion over how I 

20 c a l c u l a t e d t h a t dividend y i e l d . The way Value Screen 

21 presents the i n f o r m a t i o n , I used the expected dividend t h a t 

22 Value Screen was presenting, which they were f o r e c a s t i n g 

23 t h a t there's a p o s s i b i l i t y t h a t the dividend w i l l be cut 

24 from 1.67 down t o 1.40. So I used t h a t as the expected 

25 dividend, and I a p p l i e d t h a t t o the spot and the 52-week 
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1 p r i c e , high/low p r i c e . 

2 Now, Mr. Gadsden suggested t h a t I should use the 

3 1,67. That would i n d i c a t e a s i g n i f i c a n t l y higher dividend 

4 y i e l d . The reason I d i d n ' t include t h i s , a t t h i s p o i n t i n 

5 time I t h i n k t h a t there's s i g n i f i c a n t aberrations o c c u r r i n g 

6 i n not only the dividend but also the p r i c e of PP&L, which, 

7 when using updated i n f o r m a t i o n , i s g i v i n g some bias. I 

8 d i d n ' t include t h a t i n my recommendation, and I don't t h i n k 

9 I should. 

10 JUDGE CHRISTIANSON: Just because the numbers are 

11 strange r i g h t now? 

12 THE WITNESS: Yes. There's aberrations going on, 

13 which i s r e f l e c t i n g short-term u n c e r t a i n t i e s . 

14 JUDGE CHRISTIANSON: But you don't t h i n k i t ' s 

15 s i g n i f i c a n t i n the long run? 

16 THE WITNESS: No. I don't t h i n k i t should be 

17 considered f o r a long-term r a t e of r e t u r n . 

18 JUDGE CHRISTIANSON: Which i s what you're t a l k i n g 

19 about. 

20 THE WITNESS: Yes. 

21 JUDGE CHRISTIANSON: Okay. 

22 MR. GORKA: No f u r t h e r questions. 

23 JUDGE CHRISTIANSON: We can pause. Go ahead i f 

24 you're ready t o go. 

25 
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1 RECROSS-EXAMINATION 

2 BY MR. GADSDEN: 

3 Q. Mr. Deardorff, when you r e f e r r e d t o your 

4 Schedule 4, page 5, you i n d i c a t e d t h a t -- I bel i e v e you 

5 i n d i c a t e d t h a t you had presented t h a t data and reviewed i t 

6 f o r purposes of e v a l u a t i n g s t a b i l i t y of price/earnings 

7 r a t i o s ; i s t h a t a f a i r c h a r a c t e r i z a t i o n of what you st a t e d 

8 t o your counsel? 

9 A. Yes. S t a b i l i t y of expected price/earnings 

10 r a t i o s . 

11 Q. Would s t a b i l i t y of a price/earnings r a t i o 

12 suggest t o you more r i s k or less r i s k , or do you see no 

13 r e l a t i o n s h i p between the two? 

14 A. I t ' s hard t o determine because you have two 

15 d i f f e r e n t v a r i a b l e s moving possibly i n two d i f f e r e n t 

16 d i r e c t i o n s . 

17 Q. I s r e l a t i v e p r i c e s t a b i l i t y a f a c t o r which Value 

18 Line analyzes and reports? 

19 A. Yes. 

20 Q. You i n d i c a t e d i n response t o a question by your 

21 counsel and then by the A d m i n i s t r a t i v e Law Judge t h a t there 

22 were, i n your view, aberrations a t the present time i n terms 

23 of PP&L's dividend and p r i c e . Could you j u s t elaborate a 

24 l i t t l e b i t more on what those aber r a t i o n s are and why you 

25 t h i n k they are occurring? 
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1 JUDGE CHRISTIANSON: F i r s t , do you know what they 

2 are? 

3 THE WITNESS: Well, the expected dividend. Value 

4 Line on the issue of March 17 said i t was s t i l l going t o be 

5 $1.67 i n t h e i r sheet, but on t h e i r other sheet dated the 

6 same time they p r i n t e d $1.40 as a possible dividend. Now, 

? t o me, in v e s t o r s l o o k i n g a t t h a t , they're going t o s t a r t t o 

a wonder which i s the dividend; i t ' s going t o s t a r t t o provide 

9 u n c e r t a i n t y t o i n v e s t o r s . 

10 JUDGE CHRISTIANSON: Would t h a t feed i n t o p r i c e of 

11 stock, the sale price? 

12 THE WITNESS: Well, i t w i l l s t a r t t o be r e f l e c t e d i n 

13 the p r i c e . 

14 Now, i n the Value Screen, which i s the same company 

15 but .lust a d i f f e r e n t source of i n f o r m a t i o n , there they j u s t 

16 r e p o r t i t as 1.40; they don't say anything about the 1.67. 

1? So they're saying i t ' s a p o s s i b i l i t y , but i t ' s not probable. 

18 JUDGE CHRISTIANSON: So you might have two markets, 

19 one f o r the computer l i t e r a t e and one f o r the paper 

20 THE WITNESS: Yes. 

21 JUDGE CHRISTIANSON: Okay; go ahead. 

22 THE WITNESS: At the same time, on the p r i c e side, 

23 there's some v o l a t i l i t y going on on the p r i c e side t h a t ' s 

24 r e f l e c t i n g t h i s r a t e case. And t h a t i s short-term 

25 v o l a t i l i t y ; i t i s r e f l e c t i n g short-term u n c e r t a i n t y , When 
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the order i s f i n a l l y issued, t h a t u n c e r t a i n t y w i l l 

evaporate. 

BY MR. GADSDEN: 

Q. What i s i t about t h i s r a t e case t h a t i s having 

an e f f e c t on the p r i c e , i n your opinion? 

A. The u n c e r t a i n t y of the outcome. 

JUDGE CHRISTIANSON: Consumer Advocate's negative 

number I guess. 

MR. GADSDEN: Thank you. Your Honor. 

MS. KENNEY: No comment. 

(Laughter.) 

BY MR. GADSDEN: 

Q. Let me ask you t h i s question. I s u n c e r t a i n t y an 

i n d i c a t o r of greater r i s k i n the eyes of an investor? 

A. Yes. I t ' s a f a c t o r i n t h e i r r i s k determination. 

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

MR. GORKA: Nothing f u r t h e r , Your Honor. 

JUDGE CHRISTIANSON: Then the witness i s excused, and 

w e ' l l be o f f the record j u s t b r i e f l y . 

(Witness excused.) 

(Discussion o f f the record.) 
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JUDGE CHRISTIANSON: Let's be back on the record. 

I ' l l go ahead and swear i n the witness. 

Whereupon, 

PAUL J. METRO 

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

JUDGE CHRISTIANSON: Proceed. 

MR. SIMMS: Thank you. Your Honor. 

DIRECT EXAMINATION 

BY MR. SIMMS: 

Q. Mr. Metro, please s t a t e your f u l l name f o r the 

record. 

A. My name i s Paul J. Metro. 

Q. By whom are you employed and i n what capacity? 

A. I am employed by the Pennsylvania Public U t i l i t y 

Commission i n the O f f i c e of T r i a l S t a f f as a Fixed U t i l i t y 

V a l u a t i o n Engineer working i n the Rate Structure/Engineering 

Section of the Energy D i v i s i o n . 

Q. What i s your business address f o r the record? 

A. My business address i s P.O. Box 3265, 

Harrisburg, Pennsylvania. 

MR. SIMMS: Your Honor, at t h i s time I ask t h a t a 

multi-page document e n t i t l e d "The D i r e c t Testimony of Paul 

J. Metro" be marked f o r i d e n t i f i c a t i o n as OTS Statement No. 

5. May i t be so i d e n t i f i e d ? 

JUDGE CHRISTIANSON: So i d e n t i f i e d . 
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(Whereupon, the document was marked 

as OTS Statement No. 5 f o r 

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

MR. SIMMS: Also attached t o t h a t d i r e c t testimony i s 

a multi-page document e n t i t l e d " E x h i b i t t o Accompany the 

D i r e c t Testimony of Paul J. Metro." May i t be marked f o r 

i d e n t i f i c a t i o n as OTS E x h i b i t No. 5? May i t be so 

i d e n t i f i e d ? 

JUDGE CHRISTIANSON: Yes. 

(Whereupon, the document was marked 

as OTS E x h i b i t No. 5 f o r 

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

BY MR. SIMMS: 

Q. Mr. Metro, I show you what has been marked f o r 

i d e n t i f i c a t i o n as OTS Statement No. 5 and OTS E x h i b i t No. 5. 

Were the d i r e c t testimony and e x h i b i t prepared by you or 

under your supervision and c o n t r o l ? 

A. Yes, they were. 

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

t o e i t h e r your d i r e c t testimony or t o your e x h i b i t s ? 

A. I have two c o r r e c t i o n s . The f i r s t one i s on 

page 14, l i n e 17. A f t e r the l e t t e r s "MW," I would i n s e r t 

"per year." So i t would read: "forced outages of 250 MW 

per year." 

The second one i s i n E x h i b i t No. 5, Schedule 1. 
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About halfway down the page i n the l e f t column --

Q. Mr. Metro, could I ask you t o slow down a l i t t l e 

b i t , please? 

A. Sure. 

Q. Could you once again i d e n t i f y the page and 

e x h i b i t ? 

A. Okay. The f i r s t c o r r e c t i o n was on page 14, l i n e 

17. I i n s e r t e d the words "per year" a f t e r megawatts on t h a t 

l i n e . 

The second c o r r e c t i o n i s on OTS E x h i b i t No. 5, 

Schedule 1. About halfway down the l e f t column, there i s a 

l i n e t h a t says "PJM Requirement." Beside those words should 

read "112 percent" instead of the 1.12 percent. 

Q. Does t h a t conclude your c o r r e c t i o n s ? 

A. Yes, i t does. 

Q. Mr. Metro, i f today I was t o ask you the 

questions o r a l l y which are contained i n OTS Statement No. 5, 

would your answers be the same as contained therein? 

A. Yes, they would. 

Q. Are your answers t r u e and c o r r e c t t o the best of 

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

A. Yes, they are. 

MR. SIMMS: Your Honor, at t h i s time I 'd ask f o r the 

admission i n t o the record of OTS Statement No. 5 and OTS 

E x h i b i t No. 5 subject t o cross-examination and t i m e l y 
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motions made by the p a r t i e s i n t h i s proceeding. 

JUDGE CHRISTIANSON: Yes, accepted i n t o the record 

now under the standard c o n d i t i o n s . 

(Whereupon, the documents marked as 

OTS Statement No. 5 and OTS E x h i b i t 

No. 5 were received i n evidence.) 

MR. SIMMS: Mr. Metro i s a v a i l a b l e f o r cross-

examination . 

JUDGE CHRISTIANSON: Again, Mr. Gadsden w i l l have 

most of i t , I'm sure. 

MR. GADSDEN: Thank you, Your Honor. 

CROSS-EXAMINATION 

BY MR. GADSDEN: 

Q. Mr. Metro, you've never been employed by an 

e l e c t r i c u t i l i t y , have you? 

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

Q. And can I assume as a r e s u l t of t h a t you've 

never been responsible f o r f o r e c a s t i n g loads or ev a l u a t i n g 

the r e l i a b i l i t y of e l e c t r i c generating resources? 

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

Q. And t h i s i s the f i r s t time t h a t you've presented 

testimony w i t h respect t o a u t i l i t y ' s need f o r e l e c t r i c 

power? 

A. Yes. 

Q. Now, j u s t by way of overview, you've proposed 
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t h a t the company be denied a t o t a l r e t u r n -- and by t h a t I 

mean the o v e r a l l r a t e of r e t u r n set i n t h i s proceeding -- on 

a 564 megawatt s l i c e of i t s investment and production 

f a c i l i t i e s ; i s t h a t c orrect? 

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

Q. There are, i n my view, three key components t o 

the development of t h a t recommendation, which we might as 

w e l l l a y out up f r o n t . The f i r s t i s t h a t i n developing your 

recommendation, you concluded, d i d you not, t h a t f o r 

ratemaking purposes, the company's reserve margin should be 

set a t approximately 16 percent. 

A. That's c o r r e c t . The reserve margin should be 

set a t 16 percent over the defined planning period t h a t I 

used, which was nine years. 

Q. You f u r t h e r determined t h a t power which PP&L i s 

re q u i r e d by s t a t u t e t o purchase from q u a l i f y i n g f a c i l i t i e s 

or s o - c a l l e d QFs should be counted as an a v a i l a b l e capacity 

resource f o r purposes of c a l c u l a t i n g i t s reserve margin. 

A. That's c o r r e c t . I i d e n t i f i e d the QFs, as you 

put i t , as NUGs. 

Q. And f i n a l l y , as you alluded t o a minute ago, you 

developed an average l e v e l of excess capacity over a 

planning period which you define as the next nine years, and 

i t was on the basis of your f i n d i n g s t h a t t h e r e was an 

average excess capacity amount of 564 megawatts t h a t form 
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the basis f o r your recommendation. 

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

Q. Mr. Metro, as a general matter, would you agree 

t h a t a p a r t i c u l a r reserve margin f i g u r e has no independent 

s i g n i f i c a n c e but i s only r e l e v a n t i n terms of the 

r e l i a b i l i t y t h a t i t can provide? 

A. I t h i n k i t i s r e l e v a n t i n t h a t i t i s a s i g n a l 

f o r planning purposes f o r the u t i l i t y on where t h e i r 

resources should be. 

Q. But i t i s re l e v a n t only t o the extent t h a t i t i s 

compatible w i t h whatever r e l i a b i l i t y c r i t e r i o n the u t i l i t y 

plans f o r ; i s n ' t t h a t c orrect? 

A. The r e l i a b i l i t y c r i t e r i a i s one aspect o f the 

reserve margin. 

Q. And i n e f f e c t -- w e l l , l e t me ask you t h i s . 

I s n ' t the reserve margin i n e f f e c t a f a l l - o u t of the 

r e l i a b i l i t y c r i t e r i o n ? Don't we f i r s t determine what l e v e l 

of r e l i a b i l i t y we want t o plan f o r and then make an 

ev a l u a t i o n of how much capacity we need t o meet t h a t t a r g e t ? 

A. Yes, I would agree w i t h t h a t . 

Q. And t h a t determination can only be made, can i t 

not, i n the context of the s p e c i f i c c h a r a c t e r i s t i c s of the 

generating system i n question? I n other words, what might 

be an adequate reserve margin f o r one u t i l i t y might be 

t o t a l l y inadequate f o r another even though they might be 
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t r y i n g t o achieve the same l e v e l of r e l i a b i l i t y . 

A. Yes. The c h a r a c t e r i s t i c s f o r each u t i l i t y would 

depend upon when the u t i l i t y ' s customers have t h e i r peaks. 

Some u t i l i t i e s have summer peaks. Other u t i l i t i e s have 

w i n t e r peaks. I n t h i s case, PP&L was a w i n t e r peaking 

company. 

Q. But i t would r e l y also, would i t not, on the 

i n d i v i d u a l u t i l i t y ' s customer mix, o v e r a l l system load 

f a c t o r , generating l i n e u p and forced outage r a t e s , t h i n g s of 

t h i s nature? Wouldn't those a l l go i n t o the equation as 

well? 

A. Those are p a r t of the f a c t o r s t h a t c o n t r i b u t e t o 

when the u t i l i t y has i t s peak. 

Q. The r e l i a b i l i t y c r i t e r i o n t h a t you c i t e i n your 

testimony i s the so-called one event i n t e n years standard, 

i s i t not? 

A. Yes. 

Q. And you reference t h a t on page 13 o f your 

testimony? 

A. Yes. 

Q. Now, i n our I n t e r r o g a t o r y Set I I , No. 2, we 

asked whether you believed t h a t standard was a reasonable 

c r i t e r i o n f o r purposes of e v a l u a t i n g the adequacy of a 

u t i l i t y ' s reserve margin, and the words t h a t you used i n 

your response was t h a t you believed i t was the foundation 
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f o r e v a l u a t i n g the adequacy of a u t i l i t y ' s reserve margin. 

Do you b e l i e v e i t i s a reasonable foundation? 

A. Yes. Those are my words. The one event i n ten 

years standard i s the foundation f o r e v a l u a t i n g the reserve 

margin. There are other aspects t h a t go i n t o the reserve 

margin, but the one-in-ten-year p r o b a b i l i s t i c c a l c u l a t i o n i s 

the foundation f o r i t . 

Q. And you're not t a k i n g issue w i t h t h a t p a r t i c u l a r 

r e l i a b i l i t y standard i n t h i s case, are you? 

A. No. 

Q. And we began t o get i n t o i t a few minutes ago, 

but can we agree t h a t the determination of whether a 

p a r t i c u l a r u t i l i t y system w i l l s a t i s f y t h a t standard 

inv o l v e s a s e r i e s of very complex c a l c u l a t i o n s ? 

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

Q. And those c a l c u l a t i o n s would r e l y on any number 

of d i f f e r e n t assumptions regarding customer demands, u n i t 

a v a i l a b i l i t y and the l i k e , would they not? 

A. That's p a r t of i t , yes. 

Q. And you i n d i c a t e d before t h a t t h i s i s i n e f f e c t 

a p r o b a b i l i s t i c analysis as t o which there i s no guarantee 

t h a t the r e s u l t s are going t o be p e r f e c t ? 

A. That's c o r r e c t . When you look a t a one-in-ten-

year load c r i t e r i a , you set a range of, f o r example, 95 

percent assurance t h a t y o u ' l l h i t t h a t c r i t e r i a or 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

18 

19 

20 

21 

22 

23 

24 

25 

1511 

90 percent assurance t h a t you'11 h i t , so there i s a f a c t o r 

t h a t you w i l l not h i t t h a t c r i t e r i a . 

Q. Do you know whether the PJM, the Pennsylvania-

Jersey-Maryland i n t e r c o n n e c t i o n , as a pool or PP&L as an 

i n d i v i d u a l company have been able t o s a t i s f y the one-event-

in-ten-year standard i n recent years? 

A. I be l i e v e i t has except f o r the w i n t e r o f 1994, 

which was the worst w i n t e r t h a t Pennsylvanians l i v e d through 

i n 100 years. 

Q. Were you i n the hearing room when Mr. S i p i c s was 

cross-examined l a s t month? 

A. Some of the time. 

Q. Do you r e c a l l him t e s t i f y i n g t h a t the PJM and 

PP&L had experienced e i g h t such events i n the l a s t seven 

years? 

A. No. 

Q. Now, Mr. Metro, s t i c k i n g on page 13 of your 

testimony, you s t a t e t h a t PP&L's reserve margin should be 

thought of as a s i n g l e f i g u r e . Do you see that? 

A. Yes. 

Q. However, i n response t o one of our 

i n t e r r o g a t o r i e s , s p e c i f i c a l l y Set I I , No. 2, you also 

i n d i c a t e d t h a t you d i d not believe t h a t a u t i l i t y should 

plan t o meet t h a t s p e c i f i c f i g u r e each and every year. Do 

you r e c a l l that? 
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A. That's c o r r e c t . That's because i n my ana l y s i s , 

when I sai d t h a t the reserve margin should be thought of as 

a s i n g l e f i g u r e , I was r e f e r r i n g t o the defined planning 

p e r i o d i n which I examined PP&L's data f o r excess capacity. 

Q. And under your an a l y s i s and adjustment, there 

would be years i n which PP&L would be above t h a t 16 percent 

f i g u r e and years i n which PP&L would be below i t ; i s t h a t 

c o r r e c t ? 

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

Q. I t i s s o r t of a range, i f you w i l l ? 

A. Right. The 16 percent i s an average f o r the 

nine years. 

Q. Right. I n your response t o our I n t e r r o g a t o r y 

Set I I , No. 4 -- l e t me back up a minute. I n t h a t 

i n t e r r o g a t o r y , we asked you whether i t was your testimony 

t h a t PP&L re q u i r e d a 16 percent reserve margin above i t s 

w i n t e r peak load t o provide safe, reasonable and adequate 

s e r v i c e . And your response was yes; i s t h a t c o r r e c t ? 

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

Q. Now, focusing on the 16 percent f i g u r e , as I 

understand i t -- and l e t ' s simply l i m i t ourselves t o the 

f i r s t year the 16 percent f i g u r e or, more pr o p e r l y , the 

15.72 percent f i g u r e t h a t you derived was developed by 

t a k i n g the company's 12 percent i n s t a l l e d capacity 

o b l i g a t i o n t o the PJM i n t e r c o n n e c t i o n and adding t o i t 
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250 megawatts, which on page 14 at l i n e 17 you r e f e r t o as 

PP&L's 1994 experienced forced outages. 

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

Q. Can we agree the 250 megawatts doesn't r e a l l y 

represent a forced outage f a c t o r , but r a t h e r an amount of 

l o s t generation based on c e r t a i n assumed capacity f a c t o r s ? 

A. Yes, I would agree. The c a l c u l a t i o n i s derived 

from an i n t e r r o g a t o r y response -- I b e l i e v e i t was 69 --

t h a t the company r e p l i e d t o , one of my i n t e r r o g a t o r i e s ; and 

the 250 r e l a t e s t o the l o s t generation of forced outages as 

you look at a l l the u n i t s ' r e l i a b i l i t y . 

Q. I t ' s not intended t o r e f l e c t an average l e v e l of 

u n i t outages at the time of PP&L's w i n t e r peak or any other 

s p e c i f i c p o i n t i n time, i s i t ? 

A. No. 

Q. Did you make any a n a l y s i s t o determine what 

PP&L's a c t u a l forced outage r a t e had been a t the time of i t s 

w i n t e r peak i n the l a s t several years? 

A. I b e l i e v e I d i d do t h a t a n a l y s i s . When I looked 

at the 250 megawatts t h a t I derived, I also knew t h a t w i t h i n 

the 12 percent PJM requirement was a s p e c i f i c percentage f o r 

forced outages, so I d i d n ' t want t o d u p l i c a t e t h a t amount 

w i t h the 250. The 250 could be looked a t as a padding 

f a c t o r . 

Q. Did you or d i d you not do the a n a l y s i s t h a t you 

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



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

10 

17 

18 

19 

20 

21 

22 

23 

24 

25 

1514 

r e f e r r e d t o or don't you r e c a l l ? The question would be: 

d i d you look at the w i n t e r peak day of 1995, 4, 3, 2, what 

have you, and make an ana l y s i s of how much generation may 

have been on forced outage at t h a t time? 

A. I d i d an ana l y s i s of t h a t type. I t wasn't a 

formal a n a l y s i s . I looked through some o f the i n f o r m a t i o n 

t h a t PP&L had f i l e d i n the f i l i n g . 

Q. That analysis has not been presented i n the 

testimony, I take i t ? 

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

Q. Can we agree or would you accept subject t o 

check t h a t the average siz e of PP&L's generating u n i t s , 

other than i t s combustion t u r b i n e s , i s s u b s t a n t i a l l y i n 

excess of 250 megawatts? 

A. I ' l l agree, subject t o check. 

Q. Mr. Metro, i n preparing f o r t h i s proceeding, d i d 

you review the Commission's Order i n PP&L's l a s t base r a t e 

proceeding which concluded i n 1985? 

A. Parts of i t . 

Q. Did you review the pa r t s of i t t h a t d e a l t w i t h 

excess capacity? 

A. Yes. 

Q. And I gather, t h e r e f o r e , t h a t you are aware t h a t 

i n t h a t case the Commission measured PP&L's excess capacity 

by reference t o an approximate 22 percent reserve margin; i s 
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t h a t c o r r e c t ? 

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

Q. And t h a t was based on the recommendation of 

O f f i c e of T r i a l S t a f f Witness Mr. Gruber, was i t not? 

A. Yes, i t was. 

Q. I f you r e c a l l , d i d not Mr. Gruber c a l c u l a t e t h a t 

f i g u r e by i n e f f e c t doubling PP&L's forced outage rate? 

A. I be l i e v e t h a t ' s how Mr. Gruber c a l c u l a t e d h i s 

-- how he came t o deriv e the 22 percent. 

Q. Did you make any attempt t o determine what 

reserve margin f i g u r e would be derived i f one were t o 

r e p l i c a t e Mr. Gruber's an a l y s i s i n t h i s case? 

A. No. 

Q. Are you aware of any Commission d e c i s i o n i n 

which a reserve margin as low as 16 percent has been adopted 

f o r purposes of determining whether or not a u t i l i t y has 

excess capacity? And by any Commission, I'm r e f e r r i n g 

s p e c i f i c a l l y t o t h i s Commission. 

A. I'm not aware of any other Commission Order 

r e l y i n g on an excess capacity reserve margin of 16 percent. 

However, I would add t h a t PP&L i s unique i n t h a t they are a 

wi n t e r peaking company and the r e s t of the Pennsylvania 

e l e c t r i c companies are summer peaking u t i l i t i e s . 

Q. Was PP&L a win t e r peaking company i n 1985? 

A. I don't know. 
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Q. I s i t your understanding t h a t a l l other 

Pennsylvania u t i l i t i e s are summer peaking companies? 

A. That's my understanding. 

JUDGE CHRISTIANSON: Did you say i n Pennsylvania or 

PJM? 

MR. GADSDEN: Pennsylvania I b e l i e v e i s what he 

t e s t i f i e d t o pr e v i o u s l y . 

THE WITNESS: Pennsylvania i s what I t e s t i f i e d t o . 

Your Honor. 

BY MR. GADSDEN: 

Q. Mr. Metro, i f we look a t your Schedule 1 --

A. I have i t . 

Q. can we agree t h a t i n c a l c u l a t i n g PP&L's 

reserve margins, you have e f f e c t i v e l y assumed a constant 

forced outage r a t e over time, recognizing, of course, t h a t 

the number of megawatts l i s t e d as forced outages w i l l grow 

simply as a f u n c t i o n of a v a i l a b l e resources? I t i s the same 

r a t i o used throughout the t a b l e , i s n ' t i t ? 

A. Yes. When I c a l c u l a t e d the forced outages, I 

trended the forced outages each year f o r the net resource 

increase t h a t was applied each year. 

Q. So i t 1 s a constant r a t i o , although the r e s u l t i n g 

f i g u r e grows over time? 

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

Q. Would i t seem reasonable t o you t h a t a u n i t ' s 
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forced outage r a t e might increase as t h a t u n i t aged? 

A. That would depend on the maintenance of t h a t 

u n i t . 

Q. You can't accept t h a t as a general proposition? 

A. No, I wouldn't accept i t as a general 

p r o p o s i t i o n . 

Q. Now, i n your c a l c u l a t i o n s , you've also t r e a t e d 

i n t e r r u p t i b l e load as a capacity resource, have you not? 

A. Yes. 

Q. Can we agree t h a t from an o p e r a t i o n a l standpoint 

at l e a s t PP&L has no c o n t r o l over whether an i n t e r r u p t i b l e 

customer a c t u a l l y c u r t a i l s load when asked t o do so? 

A. That's c o r r e c t . That's one o f the r i s k s t h a t a 

u t i l i t y faces when i t has i n t e r r u p t i b l e customers. 

Q. And i f you know, have there not been numerous 

occasions when an i n t e r r u p t i b l e customer was asked t o 

c u r t a i l i t s load but d i d not c u r t a i l i t t o the extent 

requested? 

A. That could have happened. 

Q. You don't know whether i t has or not? 

A. I don't know. 

Q. F a i r enough. Now, Mr. Metro, i n your reserve 

margin c a l c u l a t i o n s , you've also r e f l e c t e d as a v a i l a b l e 

capacity the power PP&L i s purchasing from q u a l i f y i n g 

f a c i l i t i e s , have you not? 
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A . Y e s , I h a v e . 

Q. And as you i n d i c a t e d e a r l i e r , t h a t i s what you 

r e f e r t o as NUG generation? 

A. Yes. 

Q. On page 17 of your testimony, you l i s t various 

reasons why i n your view i t i s appropriate t o r e f l e c t NUG 

generation i n PP&L's reserve margin c a l c u l a t i o n s . F i r s t you 

observe t h a t PP&L i s o b l i g a t e d by s t a t u t e t o buy t h i s power; 

i s t h a t c orrect? 

A. Yes. 

Q. Why does t h a t suggest t o you t h a t i t should then 

be used t o i n e f f e c t penalize PP&L through an excess 

capa c i t y adjustment? 

A. The Federal Energy Regulatory Commission has 

requ i r e d t h a t the e l e c t r i c u t i l i t i e s purchase the NUG 

generation, and i n my opinion, since they r e q u i r e i t , i t 

should be used i n t h e i r net resources. 

Q. Well, l e t me ask you t h i s question then. I f 

PP&L was not o b l i g a t e d by s t a t u t e t o purchase t h i s power but 

ele c t e d t o do so, would i t be your p o s i t i o n t h a t t h a t 

capacity should not be r e f l e c t e d i n i t s reserve margin 

c a l c u l a t i o n s ? 

A. That's a d i f f e r e n t scenario, and I d i d n ' t review 

t h a t type of scenario. 

Q. Second, you assert t h a t NUG generation i s as 
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r e l i a b l e as PP&L's own generation. And here I'm r e f e r r i n g 

t o the sentence on l i n e s 4 and 5. 

A. Yes. 

Q. Are QF f a c i l i t i e s r e q u i red by law t o operate, i f 

you know? 

A. Not t o my knowledge. 

Q. I s i t possible t h a t s i g n i f i c a n t changes i n f u e l 

p r i c e s such as were experienced i n the 1970s and e a r l y '80s 

could a t some p o i n t make i t uneconomic f o r a q u a l i f y i n g 

f a c i l i t y t o continue t o operate? 

A. That could happen. 

Q. Do you know whether any of the QFs from which 

PP&L i s buying power have declared bankruptcy? 

A. May I have a minute? 

Q. Sure. 

{Pause.) 
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1 A. I'm ready t o respond. 

2 Q. Sure. 

3 A. I t i s my understanding through an i n t e r r o g a t o r y 

4 response, OTS-RB-52, t h a t there i s one NUG who has f i l e d f o r 

5 bankruptcy. 

6 Q. On l i n e s 6 through 10 of page 17 you all u d e t o 

7 bad t i m i n g and luck or possible poor planning and v i s i o n . I 

8 gather from one of your i n t e r r o g a t o r y responses t h a t you are 

9 not t e s t i f y i n g today t h a t PP&L was g u i l t y of poor planning 

10 and v i s i o n w i t h respect t o the development of NUG 

11 generation, are you? 

12 A. That's c o r r e c t . The i n t e r r o g a t o r y response 

13 states t h a t i t ' s been many years since t h a t d e c i s i o n whether 

14 t o b u i l d Susquehanna 1 and 2 and the development of NUG 

15 power came i n t o t h i s s t a t e , i t ' s been maybe 20 years, so I'm 

16 not blaming PP&L f o r lack of v i s i o n or f o r bad luck. 

17 Q. Just so the record i s c l e a r , the 20-year f i g u r e 

18 t h a t you allu d e d t o was w i t h reference t o what? 

19 A. I t ' s my understanding t h a t PP&L began planning 

20 f o r Susquehanna 1 and 2 i n the 1970s, e a r l y '70s. 

21 Q. And we can agree t h a t i t d i d not enter i n t o a 

22 NUG c o n t r a c t u n t i l the mid 'SOs; i s t h a t correct? 

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

24 Q. With respect t o the co n t r a c t s t h a t i t d i d enter 

25 i n t o , PP&L i s not c u r r e n t l y making any capacity payments, i s 
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1 i t ? 

2 A. I don't know t h a t . 

3 Q. You're not aware of any; i s t h a t c orrect? 

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

5 Q. Mr. Metro, i f PP&L were f o r c e d t o sign up 

6 another 500 megawatts of QF power tomorrow, would i t be your 

7 recommendation t h a t the company be denied a r e t u r n on an 

8 a d d i t i o n a l 500 megawatts? 

9 A. I f the company was forced t o buy 500 megawatts, 

10 yes, i t would be my testimony t h a t i t would be i n excess. 

11 Q. I f Congress passed a law next year t h a t r e q uired 

12 the company t o buy 1,000 megawatts of power from the 

13 Tennessee Valley A u t h o r i t y , would i t be your recommendation 

14 t h a t we throw t h a t onto the p i l e and deny the company a 

15 r e t u r n on another 1,000 megawatts of power? 

16 A. Yes. 

17 Q. Doesn' t t h a t s t r i k e you as a b i t u n f a i r ? 

18 A. No. 

19 Q. I n preparing your testimony, d i d you review any 

20 Commission documents or statements, decisions, which 

21 addressed the issue of whether NUG power should be counted 

22 f o r excess capacity purposes? 

23 A. Not t h a t I r e c a l l . 

24 Q. Just a few more, Mr. Metro -- a few, few more. 

25 As we discussed a t the beginning of your testimony, 
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1 the 564 megawatt adjustment i s based on an average over a 

2 nine-year planning p e r i o d extending from capacity year 

3 'SS-'Se t o 2003-2004; i s t h a t correct? 

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

5 Q. Maybe i t would be h e l p f u l t o r e t u r n t o your 

6 Schedule 1. 

7 A. I have i t . 

8 Q. Let me ask you t h i s question before we get t o 

9 s p e c i f i c numbers. This nine-year averaging concept i s 

10 dependent, i s i t not, on the Commission's adoption of PP&L's 

11 proposal t h a t i t be allowed t o phase i n through the ECR the 

12 capacity t h a t w i l l be r e t u r n i n g from e x p i r i n g off-system 

13 sales? The two are t i e d together, are they not? 

14 A. The two are t i e d together i n t h a t Mr. S i p i c s 5 

15 E x h i b i t JFS-1 includes those increments of the JCP&L 

16 c o n t r a c t coming back i n over the several f i v e years, and as 

17 a consequence of those coming back i n I u t i l i s e d those as 

18 net resources a v a i l a b l e . 

19 Q. But the only way they could come back i n , at 

20 l e a s t and be recognized f o r j u r i s d i c t i o n a l r a t e purposes, 

21 would e i t h e r be through a se r i e s of base r a t e cases or 

22 through adoption of Mr. Kleha's proposal t h a t the ECR be 

23 used f o r t h a t purpose; i s n ' t t h a t c orrect? 

24 A. That's the two ways they could come i n t o base 

25 r a t e s , yes. 
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1 Q. And i t would be i n a p p r o p r i a t e , would i t not, t o 

2 develop an excess capacity adjustment on the basis of 

3 capacity f o r which Pennsylvania j u r i s d i c t i o n a l customers 

4 were not being asked t o pay anything f o r ? 

5 A. I f the increments, 189 increments, megawatt 

6 increments, d i d not come back i n t o the system, i n my opinion 

7 then there would be no excess capacity adjustment. 

8 Q. Let's get back t o your Schedule 1. Can we agree 

9 t h a t i f the Commission disagreed w i t h your nine-year 

10 averaging proposal, f o r whatever reason, and confined i t s e l f 

11 t o the f i r s t year d u r i n g which the new ra t e s i n t h i s case 

12 w i l l be i n e f f e c t , t h a t the i n d i c a t e d excess capacity 

13 adjustment, assuming a l l other aspects of your p r e s e n t a t i o n 

14 were blessed, would be 371 megawatts? 

15 A. Could you r e s t a t e t h a t ? I missed something. 

16 Q. Sure. Let's assume the Commission adopts a l l of 

17 your recommendations other than the proposal t h a t excess 

18 capacity be q u a n t i f i e d i n terms of the nine-year planning 

19 horizon and simply said, "We're going t o look at the f i r s t 

20 year t h a t these rates are i n e f f e c t and see how much excess 

21 capacity PP&L has i n t h a t year." Under those circumstances 

22 the adjustment would drop from 564 t o 371; i s t h a t correct? 

23 A. I f the Commission decided t h a t they d i d n ' t want 

24 t o use the nine-year average planning p e r i o d i n the excess 

25 capacity c a l c u l a t i o n and decided t o skip t o Schedule 1, OTS 
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1 E x h i b i t No. 5, and they look at the 1995-1996 year, they 

2 would see, a l l th i n g s equal, they would see 371 megawatts of 

3 excess capacity. 

4 Q. Can we f u r t h e r agree t h a t i n a d d i t i o n t o 

5 deciding t o focus only on the f i r s t year t h a t new ra t e s were 

6 i n e f f e c t , the Commission d i d not agree t h a t NUG power 

7 should be r e f l e c t e d i n the c a l c u l a t i o n , and under those 

8 circumstances there would be no excess capacity adjustment, 

9 would there? 

10 A. I would agree t o t h a t , yes. 

11 Q. And even i f we look t o the second year, any 

12 excess capacity adjustment would be de minimis, about 7 

13 megawatts; i s t h a t correct? 

14 A. B a s i c a l l y zero; c o r r e c t . 

15 Q. Can we also agree or would you accept subject t o 

16 check t h a t i f we s t r i p p e d out completely the NUG generation 

17 from your Schedule 1, t h a t the r e s u l t i n g reserve margins 

18 t h a t you show at the bottom of the schedule would never get 

19 above 15.7 percent over the e n t i r e nine-year period? 

20 A. I f the NUG power was completely removed from the 

21 nine-year planning period, what was the number f o r reserve 

22 margins? 

23 Q. The i n d i c a t e d reserve margins t h a t would be 

24 c a l c u l a t e d at the very bottom of the schedule would never 

25 exceed 15.7 percent. Are you w i l l i n g t o accept t h a t subject 
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1 t o check? 

2 A. Before I agree subject t o check, you are 

3 i n c l u d i n g the net resources a t peak time plus the 

4 i n t e r r u p t i b l e load? 

5 Q. My understanding i s we're j u s t r e c a l c u l a t i n g 

6 your numbers and s t r i p p i n g out the "plus NUG" l i n e . 

7 A. I don't t h i n k I can agree t o t h a t then. 

8 Q. Okay. 

9 A. And I can t e l l you why. The bottom of Schedule 

io 1 shows reserves a t the time of peak as a percent, and i f 

H you include t h i s i n t e r r u p t i b l e load i t v a r i e s from 14.19 

12 percent t o a high of 19.18 percent. 

13 Q. Okay. That's without r e c o g n i t i o n of the for c e d 

14 outage adjustment t h a t you've proposed; i s t h a t r i g h t ? 

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

16 Q. F i n a l l y , Mr. Metro, a t pages 28 and 29 of your 

17 testimony you recommend, apparently on advice of counsel, 

18 t h a t the company's request t o accrue AFUDC on p l a n t hel d f o r 

19 f u t u r e use be r e j e c t e d ; i s t h a t correct? 

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

21 Q. I s i t your understanding t h a t the o b j e c t i o n t o 

22 t h i s request i s t h a t p o r t i o n where the company asks t h a t i t 

23 be allowed t o accrue AFUDC as an accounting matter, or i s 

24 the o b j e c t i o n t o the n o t i o n t h a t i t be authorized i n advance 

25 t o include those accrued amounts i n r a t e base a t some f u t u r e 
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1 time, or don't you know? 

2 A. I would r a t h e r not speculate. I don't know. 

3 MR. GADSDEN: I'm sure w e ' l l f i n d out i n the T r i a l 

4 S t a f f ' s b r i e f . 

5 Your Honor, t h a t ' s a l l I have. 

6 JUDGE CHRISTIANSON: Anybody else have cross? 

7 Mr. Kleppinger. 

a MR. KLEPPINGER: Yes, Your Honor. I d i d have one 

9 b r i e f area. 

10 CROSS-EXAMINATION 

11 BY MR. KLEPPINGER: 

12 Q. Mr. Metro, I would l i k e t o focus on page 27 of 

13 your testimony. 

u A. Yes, I have i t . 

15 Q. At l i n e s 15 through 18 you discuss your p o s i t i o n 

16 w i t h respect t o the company's ECR proposal as i t r e l a t e s t o 

17 the r e t u r n of the JCP&L capacity; correct? 

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

19 Q. And you i n d i c a t e there t h a t you do not oppose 

20 the company's proposal. My question i s whether your lack of 

21 o p p o s i t i o n t o the company's proposal i s premised upon the 

22 excess capacity adjustment t h a t you are recommending i n the 

23 sense t h a t should the Commission r e j e c t your excess capacity 

24 adjustment, does your p o s i t i o n then change w i t h respect t o 

25 whether or not you agree w i t h the company's proposal t o 
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1 phase i n the 189 megawatts per year of Jersey Central 

2 capacity i n the ECR? 

3 A. There sounds l i k e there's two questions the r e . 

4 The f i r s t answer t o the question would be t h a t i n my opinion 

5 promoting an excess capacity adjustment and al l o w i n g the 

6 JCP&L co n t r a c t increments t o come through the ECR i s a 

7 package deal. On the other hand, i f the Commission says 

8 there i s no excess capacity, I haven't addressed t h a t 

9 p o r t i o n i n my testimony. I haven't done a study t o see what 

10 the e f f e c t s would be of running the revenue requirements of 

11 the JCP&L co n t r a c t through the ECR or not running i t , or 

12 j u s t f i l i n g a base r a t e case. I haven't looked at the 

13 e f f e c t s on the customers. 

14 Q. So a t t h i s p o i n t a t l e a s t T r i a l S t a f f doesn't 

15 have a p o s i t i o n on whether or not the company's ECR proposal 

16 should stand i f there's no excess capacity adjustment? 

17 A. That's c o r r e c t . Normally we would be against 

18 running the revenue requirement through the ECR as the 

19 company has proposed; however, because of the excess 

20 capacity adjustment, we t h i n k i t ' s a good idea. 

21 MR. KLEPPINGER: Thank you, Mr. Metro. 

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

23 JUDGE CHRISTIANSON: Then we're probably a t the end 

24 of cross unless somebody has follow-up. 

25 (No response.) 
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1 JUDGE CHRISTIANSON: Let's go ahead and be o f f the 

2 record b r i e f l y . 

3 (Discussion o f f the record.) 

4 JUDGE CHRISTIANSON: We can go ahead and be back on 

5 again. 

6 I guess there i s some redirect? 

7 MR. SIMMS: That's correct, Your Honor. We have a 

8 few questions here. 

9 JUDGE CHRISTIANSON: Go ahead. 

10 REDIRECT EXAMINATION 

11 BY MR. SIMMS: 

12 Q. Mr. Metro, do you r e c a l l being asked a question 

13 i f , i n fa c t , the JCP&L contract came back, that there would 

14 not be any excess. Do you remember answering that question? 

15 A. Yes. I believe I was asked whether, i f the 

16 incremental portions of that JCP&L contract did not come 

17 back in t o the net resource base, i f there would be an 

18 excess, and I answered that's correct, there would not be an 

19 excess capacity. 

20 Q. That was over a nine-year period that you 

21 answered that question; correct? 

22 A. That's correct; yes. 

23 Q. As a point of c l a r i f i c a t i o n , i f i n fact the 

24 contract came back i n , would there be an excess capacity 

25 over a short period of time? 
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A. I n my anal y s i s there would probably be a one t o 

three-year excess capacity time period. Over the nine-year 

planning period there would be no excess. 

Q. Now, i n answering one of the questions by Mr. 

Gadsden you r e f e r r e d him t o Schedule 1 of OTS E x h i b i t No. 5, 

lo o k i n g a t the bottom of the page i n the column "Plus: 

I n t e r r u p t i b l e Load." Do you r e c a l l t h a t you i n d i c a t e d the 

highest was 19.18 percent? 

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

Q. I s i t not c o r r e c t t h a t the highest i s 18.58 

percent? 

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

Q. Do you r e c a l l , Mr. Metro, a series of questions 

regarding whether or not PP&L was the only w i n t e r peaking 

company? 

A. Yes. 

Q. As a p o i n t of c l a r i f i c a t i o n , as a member of PJM, 

i s PP&L the only w i n t e r peaking company? 

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

MR. SIMMS: That concludes my r e d i r e c t . Your Honor. 

JUDGE CHRISTIANSON: Then we can pause. Anything 

more? 

MR. GADSDEN: No. I have no recross. 

JUDGE CHRISTIANSON: Then the witness i s excused. 

(Witness excused,) 
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JUDGE CHRISTIANSON: We seem t o be at the end of the 

day f o r the witnesses today. We'll be back again 10:00 

tomorrow. We'll be o f f the record f o r today. 

(Whereupon, a t 3:31 p.m., the hearing was adjourned, 

t o be reconvened at 10:00 a.m. on Friday, A p r i l 28, 1995, i n 

Harrisburg, Pennsylvania.) 
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1 C E R T I F I C A T E 

2 I hereby c e r t i f y , as the stenographic r e p o r t e r , t h a t 
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