
s i g n i f i c a n t l y increase the cost burden of the r e s i d e n t i a l 

customer cla s s . The Company's 12 CP method avoids extreme 

r e s u l t s , w h i l e p r o p e r l y r e f l e c t i n g cost r e s p o n s i b i l i t y i n c u r r e d 

by each customer cla s s . 

b. The 1 CP Methodology F a i l s To R e f l e c t Cost 
R e s p o n s i b i l i t y 

The UCC approach i s s i m p l i s t i c and unsupported. The 

Company's generating and transmission p l a n t costs are not 

i n c u r r e d s o l e l y t o meet a s i n g l e peak day requirement. Instead, 

customers impose generating and transmission o b l i g a t i o n s on PP&L 

throughout the year. As Mr. S i p i c s e x p l a i n s , the PJM o b l i g a t i o n s 

are q u i t e r e a l and a f f e c t the Company's peak load planning. For 

example, the PJM I n s t a l l e d Capacity Requirement i s based on 52 

weekly loads, not j u s t the w i n t e r peak, and i n t u r n i s based on a 

load model based on 52 weekly loads and a d i s t r i b u t i o n of 5 d a i l y 

peak loads about the weekly peaks (PP&L St. 9-R, p. 19). 

Moreover, as a p r a c t i c a l matter, the Company experiences usage 

l e v e l s r e l a t i v e t o i t s a v a i l a b l e c a p a c i t y t h a t place strenuous 

demands on the system even i n the so - c a l l e d "off-peak" months, 

due t o the heavy scheduling of maintenance i n off-peak periods 

(PP&L St. 7-R, pp. 6-7). Indeed, the Company has experienced 

c u r t a i l m e n t s and l o s s - o f - l o a d s i t u a t i o n s p r i m a r i l y i n the months 

outside of the w i n t e r season (Ex. JMK-3; Tr. 2142-43). 

I n a d d i t i o n , the 1 CP approach completely ignores the 

existence of d i f f e r e n c e s i n the composition and cost of the mix 
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of the Company's generating u n i t s . I f h y p o t h e t i c a l l y , the 

Company were t o match i t s generating p l a n t t o meet system demands 

only on a s i n g l e w i n t e r peak day, i t would not do so w i t h the mix 

of nuclear, coal and o i l u n i t s c u r r e n t l y i n ser v i c e . Instead, i t 

would r e l y h e a v i l y on gas t u r b i n e s , w i t h t h e i r lower c a p i t a l 

costs and higher operating costs. I n r e a l i t y , the Company must 

plan t o meet demands at a l l times throughout the year, and does 

so w i t h a mix of p l a n t s t h a t r e s u l t s i n a lower cost over the 

course of t h a t year. See PP&L St. 7-R, p. 16. The 1 CP approach 

completely ignores t h i s r e a l i t y of the Company's generating p l a n t 

system, has been r e j e c t e d i n p r i o r PP&L r a t e proceedings and 

should be r e j e c t e d again. 

C. The OCA's Peak And Average Method Should Be 
Rejected 

OCA's "peak-and-average" approach i s also f a t a l l y flawed i n 

theory and i n a p p l i c a t i o n , as several witnesses discuss (PP&L St. 

7-R, p. 8; PPLICA St. 7-R, pp. 3-19; BSC St. 1-R, pp. 2-12; OSBA 

St. 1-R, pp. 3-7). Fundamentally, energy usage simply i s not an 

appropriate measure f o r the a l l o c a t i o n of f i x e d generating costs. 

The cost of generating and transmission p l a n t and r e l a t e d 

d e p r e c i a t i o n and pr o p e r t y taxes are f i x e d costs t h a t simply do 

not vary w i t h energy usage (PP&L St. 7-R, p. 9 ) . 

The peak and average method seeks t o address the r e l a t i v e 

cost of baseload u n i t s and peaking u n i t s . As w i t h the 1 CP 

method, however, Mr. Johnson's "peak and average" energy 

-236-



component completely ignores the mix and cost of the d i f f e r e n t 

types of generating u n i t s used t o meet the Company's needs. See 

PPLICA St. 7-R, p, 4; see also BSC St. 1-R, pp. 11-12. His 

method also ignores, or at l e a s t i n a c c u r a t e l y o v e r s i m p l i f i e s , the 

generation planning process by focussing only on f u e l savings, 

r a t h e r than on t o t a l cost and r e l i a b i l i t y of service (BSC St. 1-

R, pp. 3-4) 

Moreover, assuming arguendo t h a t customers were t o be 

assigned higher costs as a consequence of higher use of baseload 

p l a n t s , they also should be assigned the lower average f u e l costs 

of these baseload p l a n t s . The OCA peak and average method f a i l s 

t o r e a l l o c a t e f u e l costs and thereby produces u n r e l i a b l e r e s u l t s 

(PP&L St. 7-R, p. 10; BSC St. 1-R, pp. 5-8) 

F i n a l l y , whatever the t h e o r e t i c a l pros and cons of the peak 

and average approach, the OCA's proposal here does not p r o p e r l y 

implement the theory. The peak and average method, p r o p e r l y 

implemented would l i k e l y a l l o c a t e more costs t o the r e s i d e n t i a l 

class. Mr. Baron asserts t h a t both a NARUC-based peak and 

average method and a peak and average method i n c o r p o r a t i n g h i s 

"break even" an a l y s i s would r e s u l t the a l l o c a t i o n of more costs 

t o r e s i d e n t i a l customers than the Company's 12 CP approach. 

59/ Mr. Brubaker also discusses a "double-counting" flaw as w e l l 
(BSC St. 1-R, pp. 9-11) . 

60/ As Mr. Baron notes, Mr. Johnson provides no basis f o r h i s 
proposal t o a l l o c a t e transmission costs as w e l l as 
generating costs using h i s peak and average approach (PPLICA 
St. 1-R, pp. 19-20). 
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Regardless of the merits of Mr. Baron's adjustments, OCA's peak 

and average approach c l e a r l y has serious problems i n both theory. 

2. The Company's I n t e r r u p t i b l e C r e d i t Properly 
R e f l e c t s The B e n e f i t s Of Customers' E l e c t i o n Of 
The I n t e r r u p t i b l e Option 

The Company's cost of service study accounts f o r the 

existence of i n t e r r u p t i b l e load by f i r s t a l l o c a t i n g costs t o the 

classes having an i n t e r r u p t i b l e o p t i o n (ISA, LP-4 and LP-5) 

according t o t h e i r c o i n c i d e n t peak demands, and then p r o v i d i n g a 

c r e d i t equal t o the value of i n t e r r u p t i b l e load on PP&L's system. 

This value was p r o p e r l y based on the cost of a peaking u n i t , a 

n a t u r a l gas f i r e d combustion t u r b i n e , at $300/kWh (PP&L St. 9, 

pp. 13-14; PP&L St. 9-R, pp. 24-25) The r e s u l t i n g c r e d i t amount 

($86 m i l l i o n ) was then subtracted from the cost of generating 

f a c i l i t i e s assigned p r o p o r t i o n a l l y t o the classes w i t h the 

i n t e r r u p t i b l e o p t i o n (PP&L St. 7, pp. 9-10). 

Two challenges were made t o t h i s approach. Not 

s u r p r i s i n g l y , the two are mutually i n c o n s i s t e n t and d i a m e t r i c a l l y 

opposed. On one hand, Mr. Baron argued at l e n g t h f o r a 

s i g n i f i c a n t l y higher c r e d i t t o be a p p l i e d i n the cost of service 

study (PPLICA St. 7, pp. 23-28). This adjustment would g r e a t l y 

increase the i n t e r r u p t i b l e c r e d i t over the Company's $86 m i l l i o n 

t o t a l c r e d i t 9 (PP&L St. 7-R, p. 14). I n a r e l a t e d v e i n , Mr. 

Brubaker proposes t o e n t i r e l y ignore the demands imposed by 

i n t e r r u p t i b l e s e r vice customers and would not assign these 

customers any generating costs (BSC St. 1, pp. 9-13). I n 
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c o n t r a s t , Mr. Johnson, on behalf of the OCA, proposes t o reduce 

the c r e d i t s i g n i f i c a n t l y (OCA St. 3, pp. 17-18). 

Once again the Company's study avoids the s u b s t a n t i a l 

customer impact of these more extreme proposals. None of these 

a l t e r n a t i v e s should be adopted. 

At bottom, Mr. Baron's proposal r e s t s l a r g e l y on h i s cl a i m 

t h a t the Company's approach creates a "mismatch" between cost 

a l l o c a t i o n (which r e s u l t s i n a c r e d i t of approximately $3.00/kWh 

month) and the $6.00-$8.00 c r e d i t proposed i n r a t e design. 

PPLICA St. 7, pp. 24-26. This claimed inconsistency, and h i s 

c r i t i c i s m s of the use of a combustion t u r b i n e standard f o r 

e s t a b l i s h i n g the value of i n t e r r u p t i b l e load, were f u l l y r e f u t e d 

by the Company. — / 

The a l l e g e d "mismatch" a r i s e s only because Mr. Baron 

confuses cost a l l o c a t i o n and r a t e design. The proper way t o 

value i n t e r r u p t i b l e capacity i n a cost of service study i s t o 

measure i t s c o s t / b e n e f i t t o the PP&L system. As explained below, 

f o r PP&L the cost avoided by i n t e r r u p t i b l e load, a t most, i s 

equivalent t o the cost of c o n s t r u c t i n g peaking u n i t s , 

s p e c i f i c a l l y combustion t u r b i n e s , and the Company p r o p e r l y 

r e f l e c t e d t h a t value as a c r e d i t i n i t s cost of service 

61/ Mr. Brubaker's s i m i l a r a t t a c k on the combustion t u r b i n e 
value standard are addressed here as w e l l . 
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study.~ / Rate design i s a separate issue, and as explained 

above, cost of service i s only one of several important f a c t o r s 

which should be considered i n designing r a t e s . 

For a v a r i e t y of reasons, p r i n c i p a l l y , economic development 

and gradualism, the Company has proposed an i n t e r r u p t i b l e c r e d i t 

above the l e v e l r e f l e c t e d i n the cost of service study. This 

does not create any "mismatch". I t simply r e f l e c t s a r a t e design 

t h a t considers f a c t o r s other than cost of service (PP&L St. 7-R, 

pp. 13-14). 

I f anything, the $300/kw value u t i l i z e d by the Company may 

overstate the value of the i n t e r r u p t i b l e c apacity. I n t e r r u p t i b l e 

c a p a c i t y a s s i s t s PP&L load management i n a manner analogous, at 

best, t o peaking u n i t s , not baseload coal and nuclear u n i t s . 

C l e a r l y , a "resource" t h a t can only be c a l l e d upon 20 times a 

year i s not equivalent t o baseload u n i t s which are a v a i l a b l e a l l 

year round. Market changes over the past ten years have also 

reduced the value of purchased power, as Mr. Johnson describes i n 

h i s testimony. 

Consequently, the $300/kw value u t i l i z e d by the Company 

i s f a r more l i k e l y t o overstate the value of peaking c a p a c i t y 

than t o understate i t . Further, i n t e r r u p t i b l e load i s simply not 

as r e l i a b l e a resource as generating capacity c o n t r o l l e d by the 

62/ I f the existence of a "mismatch" alone were r e a l l y the 
problem, the Company could also remedy i t simply by reducing 
the $6.00-$8.00/kw month c r e d i t s t o the $3.00 r e f l e c t e d i n 
the Company's cost of service study. 
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Company. PP&L cannot simply stop serving these customers dur i n g 

system emergencies i t must request t h a t these customers 

c u r t a i l . The customer may refuse and instead pay p e n a l t i e s . 

Hence, the capa c i t y might not be a v a i l a b l e at the time of system 

need (PP&L St. 7-R, pp. 16-25). The Company's a u t h o r i t y even t o 

request i n t e r r u p t i o n i s l i m i t e d t o 20 days a year, and f o r no 

more than 10 hours a day. I n t e r r u p t i o n s also r e q u i r e more lead 

time t o i n i t i a t e than s t a r t i n g up peaking u n i t s (PP&L St. 9, pp. 

13-14) . 

I n a d d i t i o n , because the Company has had adequate generating 

capacity i n the past, as a p r a c t i c a l matter, i n t e r r u p t i b l e 

customers have i n f a c t received e s s e n t i a l l y f i r m s e r v i c e . Only 

i n f r e q u e n t s e r v i c e i n t e r r u p t i o n s have occurred i n recent years --

only 15 times since 1984, w i t h no c u r t a i l m e n t s at a l l i n 1990, 

1993, or on the Company's a l l - t i m e system peak demand l e v e l i n 

February 1995 (PP&L St. 7-R, p. 16-17). 

F i n a l l y , a l l of the Company's i n t e r r u p t i b l e customers were 

e i t h e r f i r m customers i n 1984 or were a l l o c a t e d a f a i r share of 

Company generating costs at t h a t time. Since then, the Company 

has not added any new capacity, nor w i l l i t do so f o r some time. 

To assign an exaggerated value t o t h i s load would simply ignore 

the r e a l i t y of i t s l i m i t e d value t o the PP&L system.^ 

63/ For these same reasons, Mr. Baron's attempt t o use as a 
standard the PJM Capacity D e f i c i e n c y Rate 1, PPLICA St. 1, 
p. 68, i s i n c o r r e c t . As Mr. S i p i c s explained, the PJM 
Capacity D e f i c i e n c y c r e d i t s do not themselves r e f l e c t the 

(continued...) 
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The Company also opposes OCA's proposal, which i t f a i l e d t o 

adequately support. I m p o s i t i o n of a $15/kWh value would impose a 

sudden and d r a s t i c increase i n costs a l l o c a t e d t o i n t e r r u p t i b l e 

customers i n v i o l a t i o n of the p r i n c i p l e s of gradualism. The only 

purpose of such a step would be t o a r b i t r a r i l y s h i f t costs away 

from the r e s i d e n t i a l customers. 

3. D i s t r i b u t i o n Plant Cost A l l o c a t i o n 

The Company c l a s s i f i e d i t s d i s t r i b u t i o n p l a n t investment and 

oper a t i n g expenses by means of a minimum size system method 

("minimum system") c a l c u l a t i o n . See Ex. JMK-3. Under t h i s 

approach, a "minimum s i z e " system capable of p r o v i d i n g r e l i a b l e 

e l e c t r i c a l service t o customers i s used t o i d e n t i f y the 

a p p l i c a b l e customer and demand-related cost components (PP&L 

St. 7, p. 11). I n t u r n , t h i s data was used, along w i t h other 

non-cost f a c t o r s , t o determine an appropriate customer charge. 

The Company's methodology was supported by Mr. Knecht, on behalf 

of the OSBA. See OSBA St. 1-R, p. 16. 

Two p a r t i e s opposed the Company's minimum system: Central 

Eastern Pennsylvania Fuel O i l Dealers ("the O i l Dealers") 

(through Mr. Andersen) and OCA (through Mr. Johnson). Although 

63/ (.. .continued) 
t r u e value of capac i t y c r e d i t s . PJM members can avoid 
paying PJM d e f i c i e n c y payments by purchasing c r e d i t s from 
another member. Recent market t r a n s a c t i o n s show t h a t 
i n s t a l l e d capacity c r e d i t s have been purchased and s o l d f o r 
as low as 15%-20% of the PJM d e f i c i e n c y r a t e (PP&L St. 9, 
pp. 14-15.) 
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they a t t a c k PP&L's study, n e i t h e r witness has proposed an 

a l t e r n a t i v e method. Although Mr. Andersen appears t o support the 

"zero i n t e r c e p t " approach, but he f a i l s t o present such a study 

or even l i s t the s p e c i f i c parameters t h a t would be r e q u i r e d t o 

produce one. Mr. Johnson proposes "adjustments" t o the Company's 

study, but these would produce absurd r e s u l t s i f a c t u a l l y 

adopted. Consequently, the record r e f l e c t s no comprehensive 

study except the Company's minimum system study. The two 

opposing witnesses r a i s e three broad c r i t i c i s m s , none are of 

which j u s t i f i e d . 

A l leged T h e o r e t i c a l Shortcomings. Mr. Andersen contends 

t h a t the minimum system approach i s fundamentally flawed, c i t i n g 

language from Bonbright's t r e a t i s e on r e g u l a t i o n (CEPFOD St. 1, 

pp. 30-31). This a t t a c k i s completely without m e r i t . Mr. Kleha 

used the minimum system g u i d e l i n e s provided i n the NARUC Cost 

A l l o c a t i o n Manual (PP&L St. 7-R, p. 20). Although the manual 

does not advocate a p a r t i c u l a r methodology, Mr. Andersen cannot 

f a i r l y c laim t h a t the method i s without any m e r i t . Moreover, the 

Bonbright work does not adopt a s i n g l e method e i t h e r , and r e j e c t s 

Mr. Andersen's s o l u t i o n of t r e a t i n g the costs as e n t i r e l y demand-

r e l a t e d (OSBA St. 1-R, p. 12). Moreover, despite the t h e o r e t i c a l 

debate, Bonbright s p e c i f i c a l l y notes t h a t : 

I n a c t u a l p r a c t i c e , the vast m a j o r i t y of u t i l i t i e s 
u t i l i z e some form of minimum system t o c l a s s i f y 
costs, which i s i n l i n e w i t h FERC accounts. 

OSBA Ex. R-l, reproduced page 492. 
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As Mr. Knecht also notes, and Mr. Andersen ignores, the 

z e r o - i n t e r c e p t method has serious shortcomings as w e l l , and would 

r e q u i r e r e source-intensive, f a c t - s p e c i f i c s tudies (OSBA St. 1-R, 

pp. 10-11) .—/ As Mr. Knecht concluded, the question of 

customer costs i s a very d i f f i c u l t one and no one method may 

answer i t w i t h complete accuracy (OSBA St. 1-R, pp. 9-10). The 

Company's approach i s the only adequately supported study on the 

record and should be adopted. 

Alleged Methodological E r r o r s . Mr. Andersen f a u l t s the 

Company's c a l c u l a t i o n s f o r using the smallest sized equipment 

c u r r e n t l y being i n s t a l l e d , r a t h e r than the smallest sized 

equipment ever i n s t a l l e d . This c r i t i c i s m i s completely without 

m e r i t . The Company's approach i s f u l l y supported by the minimum 

system g u i d e l i n e s of the NARUC manual and p r o p e r l y seeks t o 

determine the c u r r e n t cost of i t s minimum system (PP&L St. 7-R, 

p. 20). He also ignores the inaccuracy and anomalies t h a t would 

r e s u l t from using h i s t o r i c a l r a t h e r than c u r r e n t equipment 

standards (PP&L St. 7-R, pp. 20-21). F i n a l l y , the c u r r e n t cost 

of the smallest equipment ever i n s t a l l e d by the Company may be 

s i g n i f i c a n t l y higher than the cost of the smallest equipment 

c u r r e n t l y being i n s t a l l e d (PP&L St. 7-R, pp. 21-22). Mr. 

64/ Contrary t o Mr. Andersen's claim, the Company d i d not use a 
z e r o - i n t e r c e p t study i n i t s l a s t base r a t e case, but r a t h e r 
a modified z e r o - i n t e r c e p t study t h a t was i n essence a 
p o r t i o n of a minimum system study. The Company considered 
using a s i m i l a r approach i n t h i s case, but found t h a t the 
necessary data was not a v a i l a b l e , and i n the past had 
produced obviously flawed r e s u l t s (PP&L St. 7-R, p. 22). 
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Andersen's c r i t i q u e simply lacks c r e d i b i l i t y . I t i s not based on 

any independent study of the system, but r a t h e r on the review of 

a few data responses. He i s not an engineer and had no 

engineering assistance i n preparing h i s testimony (Tr. 1301). 

Alleged "Double Count" Problem. Both Mr. Andersen and Mr. 

Johnson c l a i m t h a t the minimum system r e s u l t s i n a "double count" 

because the minimum system has some load c a r r y i n g a b i l i t y t h a t 

should be accounted f o r i n the demand charges (CEPFOD St. 1, pp. 

31 - 33; OCA St. 3, pp. 16-17). This claim should also be 

summarily r e j e c t e d . I n p a r t , i t i s simply another a t t a c k on the 

v a l i d i t y of any minimum system method -- an a t t a c k i n v a l i d f o r 

the reasons discussed above. Moreover, Mr. Johnson's e f f o r t t o 

"adjust" f o r the 11 double-count 1 1 creates an absurd r e s u l t --

negative customer components and g r e a t e r than 100 percent demand 

components f o r most cost categories (OSBA St. 1-R, pp. 13-16). 

Mr. Johnson d i d not and could not rebut t h i s testimony. 

4. Other Cost A l l o c a t i o n Adjustments Should Not Be 
Adopted 

a. Mr. Andersen's A&G And O&M A l l o c a t i o n s Should 
Be Rejected 

Mr. Andersen recommends changes t o the Company's a l l o c a t i o n 

of c e r t a i n A d m i n i s t r a t i v e and General (A&G) O&M costs (CEPFOD St. 

1, pp. 25-27). Generally, he attacks the Company's use of a 

p a y r o l l r a t i o basis f o r a l l o c a t i n g c e r t a i n expenses t h a t are not 

d i r e c t l y assigned t o s p e c i f i c o p erating f u n c t i o n s . Here again, 
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Mr. Andersen simply r e l i e s on a handful of data responses r a t h e r 

than a c a r e f u l study of the cost causation involved, and simply 

seeks t o s u b s t i t u t e h i s own judgment without any r e a l a n a l y s i s of 

the PP&L system. 

As he f a i l s t o note, the costs i n v o l v e d (e.g. software 

costs, a d m i n i s t r a t i v e supplies, i n j u r i e s and damages, shareholder 

r e p o r t i n g costs, EPRI dues) cannot be a l l o c a t e d d i r e c t l y on a 

cost causation basis t o any s p e c i f i c f u n c t i o n . Consequently, 

both the NARUC Cost A l l o c a t i o n Manual and the FERC's cost 

a l l o c a t i o n procedures recognize the labor r a t i o , used by the 

Company, as the reasonable, generic a l l o c a t o r f o r these types of 

costs, p r e c i s e l y because i t i s based on a comprehensive r a t i o of 

a l l the Company's f u n c t i o n a l labor costs t o t o t a l labor costs and 

provides a reasonable proxy f o r cost causation of overheads (PP&L 

St. 7-R, pp. 25-26). Supporting t h i s conclusion i s the f a c t t h a t 

45% of t o t a l non-assignable A&G expenses are labor costs 

associated w i t h s u p e r v i s i o n of a l l f u n c t i o n s of the Company (Tr. 

2144). Mr. Andersen's approach would a l l o c a t e these costs on the 

basis of class revenue, which i s c l e a r l y u n r e l a t e d t o the 

a c t i v i t i e s c r e a t i n g A&G expenses and i n t a n g i b l e p l a n t (PP&L St. 

7-R, p. 26). The Company's approach should be approved, as i t 

has been i n p r i o r PP&L r a t e proceedings. 

b. A l l o c a t i o n Of NUG Output Payments 

Messrs. Baron and Brubaker propose t o adju s t the 

demand/energy basis f o r a l l o c a t i o n of the NUG output payments i n 
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the r o l l - i n o£ the ECR. The Company opposes the s p e c i f i c 

proposals of those witnesses, but does recommend an adjustment i n 

i t s f i n a l accounting e x h i b i t s t o exclude from the ECR revenue 

adjustment c r e d i t on l i n e 4 of pages 83-84 of Ex. JMK-2 the 

e f f e c t of the NUG output payment demand/energy a l l o c a t i o n . This 

adjustment would r e s u l t i n a s i m i l a r , and minor, change i n the 

earned revenue requirements of the various r a t e classes as 

proposed by the two witnesses (PP&L St. 7-R, p. 19). Mr. Baron 

d i d not disagree w i t h t h i s adjustment (PPLICA St. 7-S, p. 2 ) . 

c. I n t e r r u p t i b l e Customers Should Not Be Treated 
As A Separate Class For Cost Of Service Study 
Or T a r i f f Purposes 

Contrary t o the request of Mr. Brubaker on behalf of 

Bethlehem Steel (BSC St. 1, p. 13), the LP-4, LP-5 and LP-6 

customers q u a l i f y i n g under the i n t e r r u p t i b l e s e r vice o p t i o n 

should not be segregated i n t o a separate r a t e class f o r cost 

a l l o c a t i o n or t a r i f f purposes.—'' The l a r g e power customers 

receive e s s e n t i a l l y the same service as f i r m or i n t e r r u p t i b l e 

customers (PP&L St. 7-R, p. 17). The only d i f f e r e n c e i n service 

i s the Company's r i g h t t o request c u r t a i l m e n t i n a l i m i t e d number 

(and duration) of circumstances; requests t h a t the customers are 

not r e q u i r e d t o honor (PP&L St. 8-R, pp. 34-35). I n t e r r u p t i b l e 

customers are only a subset of the Company's l a r g e power 

65/ Mr. Baron s i m i l a r l y urged separate treatment of Rate LP-
5/LP-6 service i n t e r r u p t i b l e customers as a separate r a t e 
class f o r r a t e design and a l l o c a t i o n purposes (PPLICA St., 
p. 63) . 
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customers and should remain so f o r both cost of service and 

t a r i f f purposes.— / 

B. A l l o c a t i o n Of The Rate Increase 

1. The Company's A l l o c a t i o n Of The Rate Increase 
Among Customer Classes Should Be Approved 

As noted above, each p a r t y has sought t o minimize i t s own 

rat e s at the expense of other customers. This tendency i s f u l l y 

d isplayed i n the sharply c o n t r a s t i n g proposals f o r a l l o c a t i o n of 

the r a t e increase among the various r a t e classes. The Company 

fol l o w e d p r i n c i p l e s of gradualism i n i t s f i l i n g , and e s t a b l i s h e d 

several sound p r i n c i p l e s t o guide i t s a l l o c a t i o n i n the proposed 

r a t e s : (1) move a l l classes c l o s e r t o the system average r e t u r n ; 

(2) l i m i t increases t o 1.5X the system average increase; (3) 

a l l o c a t e some r a t e increase t o a l l classes; and (4) c o r r e c t the 

overstated discount and r a t e design f o r i n t e r r u p t i b l e customers 

(PP&L St. 8-R, p. 3-4). This approach r e f l e c t s even-handed and 

equ i t a b l e treatment t o a l l r a t e classes -- not j u s t one or two 

favored classes. 

I n c o n t r a s t , the p a r t i e s ' proposals would s h i f t very 

s u b s t a n t i a l costs t o one class or another, i n v i o l a t i o n of the 

p r i n c i p l e s of gradualism and f a i r n e s s . For example, the UCC 

would cap increases at 3X system average, w i t h the goal of 

66/ As Mr. Kleha suggests, t h i s conclusion might be changed i f 
the Company had d i r e c t c o n t r o l over the customers' loads and 
could u n i l a t e r a l l y reduce t h e i r s e r vice (PP&L St. 7-R, pp. 
17-18). No p a r t y has proposed t h i s change, however. 
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s h i f t i n g r e s p o n s i b i l i t y f o r very large sums of money from the LP-

4 customers ( i n c l u d i n g the colleges) t o the r e s i d e n t i a l 

customers.^ Mr. Baron, although nominally i n favor of a 1.5X 

system average cap, takes t h a t p o s i t i o n only i f h i s adjustments 

t o the cost of service study and h i s segregation of the 

i n t e r r u p t i b l e o p t i o n customers i n t o a separate class were 

adopted. This would ensure a d r a m a t i c a l l y d i f f e r e n t e f f e c t on 

r e s i d e n t i a l customers than the 1.5X approach of the Company.—1 

Mr. Knecht proposes a ser i e s of automatic r a t e decreases t o the 

rat e s of h i s sponsors, the small commercial i n t e r e s t s (OSBA St. 

1, 7 ) . Mr. Johnson, concludes i n c o n t r a s t , t h a t r e s i d e n t i a l 

customers should bear less and Mr. Knecht's sponsors should bear 

more than proposed by the Company. See Table I , below. OTS 

would s i n g l e out r e s i d e n t i a l customers under t h e i r proposal. The 

major proposals, and t h e i r v a r y i n g r e s u l t s , are i l l u s t r a t e d i n 

Mr. Kasper's Table I , PP&L St. 8-R, p. 3, which i s reproduced 

here: 

67/ Tr. 1119. Underscoring the p r o p r i e t y of the Company's 
standard, Mr. E i s d o r f e r himself advocated a cap of 1.66X 
system average dur i n g the 1982 Company r a t e case, c i t i n g the 
need t o f o l l o w p r i n c i p l e s of gradualism (Tr. 1120-22). 
Although he attempted t o d i s t i n g u i s h t h a t case on grounds of 
the siz e of the r a t e increase, i n f a c t i t was of a 
comparable magnitude, i . e . , $261 m i l l i o n vs. $330 m i l l i o n . 

68/ Mr. Baron's approach would s h i f t a t l e a s t $40 m i l l i o n t o the 
r e s i d e n t i a l class alone. His proposal w i l l be addressed i n 
gre a t e r d e t a i l i n connection w i t h the LP-5 r a t e schedule 
discussion below i n Section V I I I . C . 
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TABLE I 

% Rate Increase 

Rate C l a s s PP&L 

UCC 

E i s d o r f e r 

PPLICA 

Baron 

OCA 

Johnson 

RS 15.29% 25.5% 17.55% 11. 7% 

GS-1 3.89% -2.4% 0 . 0% 5.93% 

GS-3 6.72% 0.2% 7.41% 11.00% 

LP-4 10.16% 0.2% 6 .32% 11.60% 

LP-5 15.45% 4.9% 10.91% 15.56% 

This chart i l l u s t r a t e s why the Company's approach i s i n f a c t the 

most f a i r and e q u i t a b l e . Despite the other p a r t i e s ' i n s i s t e n c e 

t h a t t h e i r own p a r t i c u l a r cost of service theory mandates huge 

cost s h i f t s , i t i s w e l l s e t t l e d t h a t "there i s no s i n g l e c o r r e c t 

cost methodology." Mobilfone v. Pa. P.U.C. 70 Pa. Cmwlth. 336, 

467 A.2d 902, 903 (1983); C i t v of P i t t s b u r g h v. Pa. P.U.C. 106 

Pa. Cmwlth. 437, 526 A.2d 1243, 1249 (1987). As long as each 

class c o n t r i b u t e s t o common f i x e d costs, and there i s no s i n g l e 

" c o r r e c t " method, the Company i s c e r t a i n l y under no o b l i g a t i o n t o 

equalize r a t e s . Given the dramatic r e s u l t s t h a t proceed from 

each p a r t i e s ' p r e f e r r e d theory, the Commission should accept the 

Company's reasonable middle ground. 

At the hearing, the ALJ asked several witnesses what 

a l l o c a t i o n would be appropriate i f the Commission were t o reduce 

s u b s t a n t i a l l y the t o t a l revenue requirement r e f l e c t e d i n the 

proposed r a t e s . The Company believes t h a t the f u l l requested 
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r a t e increase i s j u s t i f i e d , but i n the event of some 

disallowance, the Company g e n e r a l l y supports a p r o p o r t i o n a l 

scaleback as the most e q u i t a b l e approach, using the same 

p r i n c i p l e s being used f o r the cu r r e n t proposed increase (PP&L St, 

8-R, pp. 4-5). 

C. Rate Design 

1. Rate Schedule RS 

a- The Company's Proposed Customer Charge I s 
F u l l y J u s t i f i e d 

The Company has proposed a Rate RS customer charge of 

$7.20/month. I n c o n t r a s t , the Company's cost of service study 

shows t o t a l r e s i d e n t i a l customer costs of $17.51 per 

customer/month. B i l l i n g and metering costs per customer alone 

are $10.18/customer/month (PP&L St. 8-R, p. 6 ) . The Company's 

proposed customer charge i s f u l l y supported by e i t h e r f i g u r e . 

The Company considered various l e v e l s of customer charge, 

i n c l u d i n g both higher and lower l e v e l s , but determined t h a t the 

charge chosen was appropriate because i t d i d not unduly a f f e c t 

low or high users of energy. 

I n p a r t i c u l a r l y , a lower customer charge would send 

i n c o r r e c t p r i c e s i g n a l s and reduce s t a b i l i t y of revenue recovery 

Despite the large percentage increase i n the charge i t s e l f , a 

$2.40 a d d i t i o n a l charge should not impose hardships on Rate RS 

the customers -- p a r t i c u l a r l y since any costs s h i f t e d from the 
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customer charge should be recovered i n the f i r s t b i l l i n g block of 

usage charges i n any event. The cu r r e n t customer charge of $4.8 0 

was set over ten years ago, i s now s e r i o u s l y outdated and must be 

increased (See PP&L St. 8-R, pp. 7-8). 

OTS proposed an increase i n the RS customer charge of $1.10, 

t o b r i n g the customer charge t o $5.90, which i s approximately the 

median customer charge of other Pennsylvania u t i l i t i e s (OTS St. 

3, pp. 4-5). Mr. Y a r o l i n ' s concern w i t h the "50% increase" 

proposed by the Company i s misplaced (OTS St. 3, p. 4 ) . The 

Company f u l l y supports the p r i n c i p l e of gradualism, but believes 

t h a t i t should be ap p l i e d t o the t o t a l customer b i l l and not j u s t 

one component of t h a t b i l l . — 1 Looking at the t o t a l b i l l , small 

usage r e s i d e n t i a l customers w i l l see an a c t u a l increase of f a r 

less than 50%, even i f PP&L's t o t a l increase were approved. 

The O i l Dealers oppose any increase i n the RS customer 

charge above $5.80 (CEPFOD St. 1, pp. 42-43). Mr. Andersen 

admits t h a t despite various "adjustments" he would make t o the 

c a l c u l a t i o n of the customer costs, h i s proposed $5.80 charge 

remains w e l l below the cost-based customer charge l e v e l of $8.00 

(CEPFOD St. 1, pp. 41-42). Nonetheless, he voices vague 

concerns, without any e m p i r i c a l support, of " r a t i o n i n g " and 

69/ The comparison chart of other u t i l i t i e s should not c o n t r o l 
the r e s u l t e i t h e r . D i f f e r e n t companies have d i f f e r e n t cost 
s t r u c t u r e s and d i f f e r e n t a l l o c a t i o n s of customer charges 
among t h e i r b i l l i n g blocks, making a comparison of customer 
charges t o customer charges useless without a d d i t i o n a l data. 
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reducing i n c e n t i v e s t o conserve energy. These concerns are 

nebulous at best and do not support h i s proposed a l t e r n a t i v e . 

F i n a l l y , OCA opposes any increase, based on i t s adjustment 

t o costs a l l o c a t e d t o the customer component. This i s 

e s s e n t i a l l y "a second b i t e at the apple," using the same types of 

adjustments made i n i t s c r i t i q u e of the minimum system study. As 

explained above, these adjustments are without m e r i t and should 

be r e j e c t e d . See Section V I I I . A . 3 . supra. 

b. The Proposed T h i r d B i l l i n g Block For Rate RS 
I s Appropriate ' 

The proposed Rate RS includes a new, t h i r d b i l l i n g block. 

The f i r s t kWh step i s f o r usage up t o 200 kWh; the second i s f o r 

the next 600 kwh of usage, and the t h i r d a p p l i e s f o r usage above 

800 kWh. See Ex. OGK-4, Suppl. No. 50, F i f t h Revised Page No. 

20. Through t h i s r a t e design, the Company has sought t o ensure a 

more e q u i t a b l e recovery of both unrecovered customer-related 

costs and demand-related costs i n the e a r l y blocks of the r a t e , 

r a t h e r than the t r a i l i n g block (PP&L St. 8-R, pp. 8-9). 

The O i l Dealers and OCA oppose t h i s proposal, on d i f f e r e n t 

grounds. Mr. Johnson be l i e v e d t h a t the only purpose of the t h i r d 

block was t o f u l l y recover customer charges (OCA St. 3, pp. 

24-25). As the Company's r e b u t t a l made c l e a r , the Company's goal 

was t o more e q u i t a b l y recover both unrecovered customer costs and 

demand costs. Mr. Andersen also b e l i e v e d t h a t the t h i r d block 

was unnecessary t o recover customer costs and argued t h a t the 
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Company has not adequately supported the t h i r d block (CEPFOD St. 

1, pp. 43-44). This i s not the case. The median kWh usage among 

RS customers i s approximately 600/kWh/month. Therefore, many 

smaller users, i n c l u d i n g h a l f of the e n t i r e c lass, w i l l never 

reach the t h i r d block and would never pay any customer or demand 

charges included i n the t r a i l i n g blocks (Tr. 2163) . I n c o n t r a s t , 

under the Company's proposal, 88% of a l l customers costs w i l l be 

covered i n the f i r s t 200/kWh block (Tr. 2171). Therefore, the 

Company's proposal t o recover higher l e v e l s of f i x e d costs i n the 

e a r l i e r blocks, and lesser l e v e l s i n the t r a i l i n g block, w i l l 

remove an e x i s t i n g cross-subsidy f l o w i n g from l a r g e r RS users t o 

smaller ones. The t h i r d block w i l l address t h i s problem; 

r e t e n t i o n of the e x i s t i n g two blocks would n o t . — / 

2. Rate Schedule RTS 

a. Background And Company Proposal 

(1) Background 

Rate Schedule RTS i s a v a i l a b l e t o customers who i n s t a l l 

c e r t a i n e l e c t r i c thermal storage systems equipped w i t h t i m i n g 

devices t h a t permit the Company t o pre-set the time d u r i n g which 

t h e i r e l e c t r i c heat and/or hot water heating occurs. See Ex. 

OGK-1, PP&L E l e c t r i c Pa. P.U.C. No. 200, Supplement No. 50, N i n t h 

70/ As Ex. OGK-5 shows, i f the Company were t o r e t a i n the two 
block s t r u c t u r e , i n conjunction w i t h a lower customer charge 
as recommended by T r i a l S t a f f , the r e s u l t would be a f a r 
higher recovery of f i x e d costs i n the f i r s t block. See Tr. 
2169-71. 
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Revised Page No. 21. R e l a t i v e t o Rate Schedule RS, t h i s r a t e 

involves a lower per/kWh usage r a t e i n a s i n g l e b i l l i n g block, a 

higher monthly demand r a t e , and a d d i t i o n a l demand charges f o r 

usage i n excess of 2 kWh dur i n g peak periods. 

Rate Schedule RTS was developed as a load management t o o l 

d u r i n g the e a r l y 1980s, when the Company sought t o reduce peak 

load growth. The thermal storage technology o f f e r e d the 

o p p o r t u n i t y t o s h i f t heating load from the peak p e r i o d of the day 

through the use of t i m i n g devices. Thermal storage provided 

s i g n i f i c a n t advantages over other load management t o o l s (PP&L St. 

8-R, pp. 13-15). I n p a r t i c u l a r , the Company's peak load growth 

i n the mid- t o late-1970s and e a r l y 1980s displayed a growing 

morning peak problem. Thermal storage would allow the Company t o 

s h i f t h eating load t o the evening, a l l e v i a t i n g the morning peak 

(PP&L St. 6-R, pp. 10-11; Exh. JJS.-10 and JJS-11; Tr. 2123). 

Rate Schedule RTS was introduced i n 1984 and a t t r a c t e d 

approximately 14,000 customers by e a r l y 1995. By the l a t e 1980s, 

the Company became aware t h a t a general s h i f t i n peak usage 

towards the evening by non-RTS customers would, over the long 

term ( a f t e r 1995), create an evening peak on PP&L's system, which 

would reduce the b e n e f i t s of the RTS r a t e (PP&L St. 6-R, pp. 

3-7). Consequently, the Company began phasing out a d v e r t i s i n g 

promotions and grants f o r thermal storage customers i n 1991 and 

by 1995 i t had e n t i r e l y discontinued them. As a r e s u l t , fewer 

and fewer customers have subscribed t o the RTS service i n recent 
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years: 806 i n 1993, 549 i n 1994, and only 145 i n the f i r s t 

q u a r t e r of 1995 (PP&L St. 6-R, p. 8; Ex. JJS-9). 

I n a d d i t i o n , the Company commenced a p i l o t program t o study 

the e f f e c t and f e a s i b i l i t y of i n s t a l l i n g d i r e c t d i s p a t c h c o n t r o l s 

on RTS u n i t s , p e r m i t t i n g the Company t o use r e a l - t i m e p r i c i n g and 

improve the r e l a t i v e revenue c o n t r i b u t i o n from RTS u n i t s (Tr. 

723-27; PP&L St. 8-R, pp. 17-18). 

(2) Company Proposal 

Given the circumstances shown above, as w e l l as concerns 

expressed dur i n g the hearings by various p a r t i e s , i n c l u d i n g OCA's 

Mr. Johnson, OCA St. 3, pp. 27-28, the Company has proposed t o 

modify Rate Schedule RTS, as f o l l o w s : (1) t o accept new 

a p p l i c a t i o n s f o r Rate Schedule RTS only u n t i l December 31, 1995; 

(2) subsequently, t o allow persons e l i g i b l e t o use an e l e c t r i c 

thermal storage system t o use a new r a t e schedule t o inco r p o r a t e 

newer technology and appropriate terms, c o n d i t i o n s and r a t e s ; 

and, (3) provide service t o e x i s t i n g RTS l o c a t i o n s through the 

l i f e of the e x i s t i n g thermal storage u n i t s , and t o not propose t o 

reduce the e x i s t i n g 2.3 cent/kWh d i f f e r e n t i a l between RTS and RS 

customers before December 31, 1999. This proposal i s broadly 

s i m i l a r t o t h a t of the OCA, and was g e n e r a l l y s a t i s f a c t o r y t o i t s 

witness. OCA St. 3-B, pp. 17-18.^ 

71/ Mr. Johnson d i d not e n t i r e l y approve of l e a v i n g open a 
window u n t i l the end of the year, and suggested t h a t the 
Company inform a l l p o t e n t i a l customers of impending changes 
i n the RTS r a t e . 
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As Mr. Kasper explained, the new RTS proposal r e f l e c t s a 

r e c o g n i t i o n of both the changes i n the Company's load p a t t e r n s 

over the past few years, and changes i n technology t h a t make new 

forms of load management p r e f e r a b l e t o the e a r l y 1980s technology 

embodied i n the c u r r e n t RTS s e r v i c e . Equally important, the 

proposal balances the i n t e r e s t s of a l l customers. Those who 

invested i n the thermal storage systems w i l l be assured of 

continued RTS service and an extension of the c u r r e n t r a t e 

d i f f e r e n t i a l . Other r a t e classes p r o v i d i n g a higher r e t u r n on 

system costs w i l l see no f u r t h e r expansion of the RTS r a t e , and 

ins t e a d the Company w i l l focus on newer, more c o s t - e f f e c t i v e 

approaches t o load and cost management. New thermal storage 

customers w i l l be e l i g i b l e f o r new r a t e s and services 

i n c o r p o r a t i n g improvements i n load c o n t r o l technology. 

Again, the opposing p a r t i e s a t t a c k the Company's proposal 

from d i f f e r e n t d i r e c t i o n s and on d i f f e r e n t grounds. The 

Commission should accept the Company's proposal as s t r i k i n g the 

best balance between the p a r t i e s ' competing i n t e r e s t s and 

p o s i t i o n s . 

b. No Basis E x i s t s For An I n v e s t i g a t i o n Of Rate 
RTS 

At p u b l i c hearings and i n several l e t t e r s t o the Company and 

to the Commission, a number of RTS customers expressed 

d i s s a t i s f a c t i o n w i t h the r a t e increase, which some viewed as 

being i n c o n s i s t e n t w i t h t h e i r understanding of the b e n e f i t s of 
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thermal storage ownership. E.g., Ex. OGK-9, l e t t e r s dated A p r i l 

11, A p r i l 12, and March 29, 1995. Subsequently Mr. Y a r o l i n , on 

behalf of the OTS, agreed w i t h the c l o s i n g of the RTS r a t e , see 

OTS St. SR-3, p. 9, but argued t h a t the Commission should 

i n v e s t i g a t e the representations made by the Company t o RTS 

customers. 2^ A b r i e f review of the f a c t s shows t h a t an 

i n v e s t i g a t i o n i s e n t i r e l y unnecessary and would be a m i s d i r e c t i o n 

of t h i s Commission's resources. 

(1) Complaints By RTS Customers At The 
Public Input Hearing Were Fueled By A 
Company M a i l i n g That I n a d v e r t e n t l y 
Overstated The Level Of The RTS Rate 
Increase 

The RTS customer complaints i n t h i s case r e s u l t e d , i n 

s u b s t a n t i a l p a r t , from a March 27, 1995 l e t t e r from the Company's 

Sales Ec Account Department. This l e t t e r was incomplete and l e d 

customers t o conclude t h a t the Company was seeking a much l a r g e r 

increase {30%-56%) than t h a t a c t u a l l y proposed (16%) (Ex. OGK-9). 

As explained i n l e t t e r s sent out t o each of the complaining 

customers l a t e i n A p r i l , the March 27 l e t t e r f a i l e d t o note other 

r a t e changes, p a r t i c u l a r l y an o f f s e t t i n g ECR re d u c t i o n , t h a t 

would, i f r e f l e c t e d i n the c a l c u l a t i o n s , y i e l d the 16% r a t e 

increase proposed by the Company (Ex. OGK-9). The customers' 

concern over the perceived high increases i s understandable, but 

72/ The proposed i n v e s t i g a t i o n would focus on the c o n d i t i o n s 
under which promises were made, whether savings were 
promised over a s p e c i f i c time pe r i o d , and whether the 
Company represented p a r t i c u l a r time periods f o r recovery of 
the thermal storage equipment investment (OTS St. SR-3). 
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d i d not r e f l e c t the f a c t s . No p a r t y has contested the f a c t t h a t 

the proposed increase t o RTS i s 16% and not the 56%, 39% or 41% 

t h a t produced the customer complaints. See PP&L St. 8-R, pp. 24-

25. 

2) Rate Schedule RTS Guarantees Rate 
Bene f i t s From Thermal Storage F a c i l i t y 
Ownership, But Does Not I n s u l a t e 
Customers From A l l Rate Increases 

The author of the A p r i l 12 l e t t e r expressed the view t h a t 

the f i l e d RTS was a c o n t r a c t not t o increase the r a t e l e v e l s . 

Rate schedules are not c o n t r a c t s , and the Company d i d not and 

indeed could not guarantee t h a t rates would not be changed over 

time (PP&L St. 8-R, pp. 24-25). So long as the r a t e changes are 

reasonable, the i n t e r e s t s of customer classes are p r o t e c t e d . 

Moreover, the key i n t e r e s t of the RTS customers, as expressed i n 

the A p r i l 12 l e t t e r , i s i n ensuring t h a t the b e n e f i t s of 

investment i n the thermal storage f a c i l i t i e s are recouped. 

The c h i e f concern of the A p r i l 12 l e t t e r , and of Mr. 

Y a r o l i n , i s t h a t the c a p i t a l cost sunk i n t o the f a c i l i t i e s not be 

l o s t as a r e s u l t of the proposed r a t e changes. I n both the f i l e d 

proposed r a t e s and the proposal advanced duri n g hearing the 

Company would p r o t e c t the RTS customers' investments. As Mr. 

Kasper explained, more than 90% of a l l RTS customers subscribed 

before 1993. Between t h e i r promotional payments and the RTS r a t e 

b e n e f i t s , these customers w i l l have recovered t h e i r investment, 

and more, by 1999 (Tr. 2160-61). The r e l a t i v e handful of RTS 
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customers added after 1992 will have mostly or entirely recovered 

their investment by the end of 1999, depending on the 

Commission's rate order in this proceeding (Tr. 2161) .—1 

Most i m p o r t a n t l y , nothing i n the Company's proposal suggests 

t h a t any RTS customer w i l l not f u l l y recover t h e i r investment 

over the l i f e of the f a c i l i t i e s . Under the Company's proposal, 

Rate RTS would s t i l l be i n e f f e c t a f t e r 1999. The l e v e l of the 

d i f f e r e n t i a l w i t h RS i s not guaranteed at a p a r t i c u l a r l e v e l , but 

the Company w i l l be e x p l o r i n g a successor r a t e t h a t would be 

a v a i l a b l e , presumably at a b e t t e r r a t e than RS. Moreover, i f 

necessary, the Company could grandfather any remaining handful of 

customers t h a t r e q u i r e i t , or adopt some other steps at t h a t time 

(Tr. 2161-62). I m p l i c i t i n Mr. Y a r o l i n ' s recommendation i s the 

f a c t u a l assumption t h a t the RTS customers may f a i l t o recover 

t h e i r investment because of the Company's proposal. That concern 

i s at best e n t i r e l y h y p o t h e t i c a l , and i s only a remote 

p o s s i b i l i t y f o r a t i n y number of customers t h a t w i l l o nly be 

known i n the year 2000. Under these circumstances, there i s 

simply no reason f o r an i n v e s t i g a t i o n . 

73/ For example, the two l e t t e r w r i t e r s who mentioned t h e i r 
investments would be guaranteed f u l l recovery of t h e i r 
investment. The customer who wrote the A p r i l 11 l e t t e r 
purchased h i s u n i t i n 1986 -- 9 years ago, and 13 years 
before the end of the proposed RTS d i f f e r e n t i a l guarantee 
and i n a d d i t i o n would have received a s u b s t a n t i a l grant from 
the Company. Undoubtedly, t h a t customer was long since made 
whole, and more. The author of the A p r i l 12 l e t t e r 
purchased the u n i t i n 1991 f o r $4,000; he would have 
received a grant, and would face at most an 8 year payback, 
would be f u l l y amortized by 1999, and would have the 
prospect of continued f u t u r e r a t e b e n e f i t s as w e l l . 
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c. The O i l Dealers' Recommendations, Based 
Largely On The Claim That Rate RTS I s Too 
Low, Are Grossly Inaccurate And Should Be 
Rejected 

The O i l Dealers' witness recommends r a t e a c t i o n s t h a t would 

be s t r i k i n g l y harsh and p u n i t i v e t o both the RTS customers and t o 

the Company.—'' These e x t r a o r d i n a r y remedies are even more 

remarkable i n l i g h t of Mr. Andersen's p r o f f e r e d support: a s t r i n g 

of w i l d l y inaccurate and e a s i l y disproved misstatements about the 

h i s t o r y , purpose and cu r r e n t impact of Rate Schedule RTS. These 

claims are g r o s s l y inaccurate and should be ignored. 

As a p r e l i m i n a r y matter, the Commission should view both the 

O i l Dealers' proposals and t h e i r a l l e g e d proof i n context -- and 

w i t h skepticism. The only i n t e r e s t s of t h i s p a r t y i n RTS ra t e s 

are (1) t o a r t i f i c i a l l y boost e l e c t r i c r a t e s f o r t h e i r own 

competitive advantage i n the home heating market; and/or (2) t o 

attempt t o b o l s t e r , i n some i n d i r e c t way, t h e i r c i v i l l a w s u i t s 

against the Company. 

74/ Mr. Andersen recommends e l i m i n a t i o n of the RTS r a t e and the 
t r i g g e r i n g of the t a r i f f p r o v i s i o n r e q u i r i n g the Company t o 
compensate customers by $50/month over the balance of the 
f i r s t ten years of t h e i r thermal storage o p e r a t i o n --
d e p r i v i n g the customers of the r a t e b e n e f i t s and burdening 
the Company w i t h absorption of up t o $8 m i l l i o n per year f o r 
a s e r i e s of years. I n the a l t e r n a t i v e , he urges t h a t : the 
RTS r a t e class be frozen; the 2 kw demand forgiveness 
f e a t u r e be removed; the r a t e be r a i s e d t o recover a l l 
a l l o c a t e d costs; the class receive a higher increase (the 
higher of 17.4% or twice system average); and t h a t the 
Company absorb the " e n t i r e RTS revenue d e f i c i e n c y " e x i s t i n g 
a f t e r these draconian steps were taken. Even i f , arguendo, 
Mr. Andersen had i d e n t i f i e d l e g i t i m a t e flaws i n the cu r r e n t 
RTS r a t e s , these proposals would be i n a p p r o p r i a t e and 
un l a w f u l . 
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(1) The O i l Dealers' P o r t r a y a l Of The 
H i s t o r y Of Rate Schedule RTS I s Largely 
I r r e l e v a n t And E n t i r e l y Inaccurate 

The O i l Dealers' testimony attempts t o p a i n t a black p i c t u r e 

of the Company's motives i n implementing and developing Rate 

Schedule RTS. As shown below, t h e i r v e r s i o n of h i s t o r y i s 

t r a n s p a r e n t l y f a l s e . More i m p o r t a n t l y , i t i s b a r e l y r e l e v a n t . 

None of the costs of developing, a d v e r t i s i n g or paying grants 

under Rate Schedule RTS are included i n the ra t e s i n t h i s 

proceeding. The sole issue i s whether the proposed r a t e 

s t r u c t u r e of the Company, i n c l u d i n g RTS, i s unduly p r e f e r e n t i a l 

or p r e j u d i c i a l . That question hinges p r i m a r i l y on the c u r r e n t 

cost a l l o c a t i o n s of the Company, the system b e n e f i t s and q u a l i t y 

of s e rvice c u r r e n t l y experienced, the Company's proposal f o r 

f u t u r e r a t e treatment, and s i m i l a r r a t e design f a c t o r s . The 

h i s t o r y and purpose of the r a t e , i n broad terms, may help the 

Commission understand where the r a t e schedule has been and where 

i t i s l i k e l y t o progress. A d e t a i l e d exegesis of the Company's 

i n t e r n a l p r o j e c t i o n s , hopes and fears from years i n the past, i s 

not necessary or even h e l p f u l . The i n q u i r y i n t h i s case should 

focus on the l e g i t i m a t e r a t e challenges discussed (and dismissed) 

below i n subsection b. 

This case i s not about displacement of o i l heat bv RTS 
heat, and the O i l Dealers have not produced any 
evidence t o support t h a t claim. 

Mr. Andersen claimed t h a t the RTS program was aimed at 

d i s p l a c i n g o i l heat, and i n f a c t harmed the O i l Dealers by 
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d i v e r t i n g business (CEPFOD St. 1, p. 4 ) . This c l a i m i s 

completely unsupported by any record evidence. O i l conversions 

t o RTS were n e g l i g i b l e (PP&L St. 8-R, p. 19). When pressed f o r 

data on discovery, the O i l Dealers s t i p u l a t e d t h a t they had no 

studies as t o what l e v e l of such conversions e x i s t e d . — / Mr. 

Andersen himself appears t o have l o s t f a i t h i n t h i s argument. On 

s u r r e b u t t a l , he assumes as a f a c t t h a t RTS customers would have 

otherwise been RS customers - - a n assumption i n c o n s i s t e n t w i t h 

the c laim t h a t they converted from o i l heat (CEPFOD St. SR-1 p. 

5) .—/ This claim i s a red h e r r i n g and should be ignored. 

• No question of the Company's "prudence" i s at issue. 

I n h i s d i r e c t testimony (CEPFOD St. 1, p. 12) and 

s u r r e b u t t a l , (CEPFOD St. SR-1, p. 1 ) , Mr. Andersen claims t h a t 

the prudence of the Company's promotion of Rate Schedule RTS i s 

at issue here. This c o n t e n t i o n i s p a t e n t l y wrong. A l l 

75/ See Ex. OGK-7. Compare I n t e r r o g a t o r y No. 2 f o r Central 
Eastern Pennsylvania Fuel O i l Dealers, dated A p r i l 14, 1995, 
and s t i p u l a t i o n regarding I n t e r r o g a t o r y No. 2 i n the l e t t e r 
from Christopher J. Barr t o Wayne M. Thomas dated May 3, 
1995. The O i l Dealers s t i p u l a t e t h a t they lack any data as 
t o the number of o i l heat customers converted t o RTS from 
1984 t o 1995, except as provided by the Company i n c i v i l 
l i t i g a t i o n , and have not prepared any independent a n a l y s i s 
or study based on t h a t i n f o r m a t i o n . I n a d d i t i o n , Mr. 
Andersen r e l i e d s o l e l y on the set of documents supplied by 
h i s counsel, attached as h i s e x h i b i t s , and performed no 
study of the competitive s t a t u s of energy sources, or 
competition between o i l and e l e c t r i c i t y i n Pennsylvania (Tr. 
1274-76). 

76/ Indeed, i t i s s t r i k i n g t h a t on s u r r e b u t t a l , Mr. Andersen 
drops n e a r l y a l l arguments except those d i r e c t l y r e l a t e d t o 
the r a t e reasonableness issues. 
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promotional expenses, and a l l revenue s h o r t f a l l s , experienced by 

the Company from 1994 t o 1995, were borne by the shareholders, 

and no recovery of those d o l l a r s i s sought i n t h i s case. There 

are no Company RTS-related promotional expenses or p l a n t 

investments i n RTS at i s s u e . — 1 There i s simply no prudence 

issue i n t h i s case. 

The O i l Dealers completely m i s i n t e r p r e t the h i s t o r y of 
Rate Schedule RTS. 

Mr. Andersen's p r i n c i p a l support f o r h i s recommended 

p u n i t i v e r a t e a c t i o n s l i e s i n h i s claims t h a t : (1) the company 

was guided by improper motives i n e s t a b l i s h i n g Rate RTS service 

(the d e s i r e t o maximize sales volumes through cross-subsidized 

rates)(CEPFOD St. 1, pp. 9-10); and (2) t h a t i t b l i n d l y continued 

t o promote the program i n the face of evidence t h a t RTS would 

worsen, not help, load management (CEPFOD St. 1, pp. 10-12, 

16-20) . Neither c l a i m i s t r u e , and they are b e l i e d by the 

Company's testimony and by the very documents r e l i e d on bv Mr. 

Andersen. 

Mr. Andersen admitted t h a t h i s conclusions were based on no 

more than h i s review of the Company documents attached t o h i s 

testimony as e x h i b i t s and a review of the Company's data 

77/ Despite s t a t i n g t h a t the Company "has not ceased i t s e f f o r t s 
t o promote RTS serv i c e , {CEPFOD St. 1, p. 13), Mr. Andersen 
acknowledged at the hearing t h a t he d i d not even know i f the 
Company was attempting t o recovery d e f e r r e d promotional 
costs i n t h i s case (Tr. 1301). I n f a c t , the Company i s not 
seeking any such cost recovery. 
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responses. See Tr. 1275. The problem w i t h t h i s b l i n d e d approach 

to assessing the h i s t o r y of the Rate Schedule i s shown at the 

very outset of h i s testimony. Mr. Andersen begins w i t h sweeping 

statements regarding the purpose of RTS when i t was f i r s t 

i ntroduced. However, he r e l i e s on a 1986 r e p o r t f o r these 

statements, when i n f a c t Rate RTS was f i r s t developed i n 1982 and 

introduced i n 1984. Mr. Andersen c i t e s and quotes documents only 

from the years 1986-1992 -- a p e r i o d w e l l a f t e r the program was 

developed and w e l l before the Company phased out i t s promotion of 

Rate RTS. 

I n c o n t r a s t . Company witnesses explained on r e b u t t a l how the 

RTS program was developed as a l e g i t i m a t e load management t o o l t o 

address a then-growing morning peak problem. The O i l Dealers, 

despite t h e i r access t o massive documentary discovery from t h e i r 

c i v i l l i t i g a t i o n , f a i l e d even t o challenge those f a c t s on 

s u r r e b u t t a l . 

I n a d d i t i o n t o r e l y i n g on an incomplete set of documents, 

Mr. Andersen also badly m i s i n t e r p r e t s , and even misrepresents, 

the contents of h i s own key documents.— 1 To support h i s 

conclusion t h a t the Company w i l f u l l y pursued RTS f o r shareholder 

advantage despite i n t e r n a l warnings of harm t o other customers, 

78/ The key f a c t u a l and documentary flaws i n h i s testimony are 
r e f u t e d i n Mr. Slivka's r e b u t t a l testimony and e x h i b i t s . 
See PP&L St. 6-R and Exh. JJS-2 through JJS-12. Mr. 
Andersen misrepresents other documents on s u b s i d i a r y p o i n t s 
as w e l l , but i n the i n t e r e s t s of b r e v i t y on a marginal 
issue, t h i s b r i e f w i l l focus on h i s p r i n c i p a l claims. 
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he s e l e c t i v e l y quotes from a 1987 document and badly d i s t o r t s i t s 

conclusion (CEPFOD St. 1, p. 11). I n f a c t , the document c l e a r l y 

f o r e c a s t s t h a t the RTS program w i l l y i e l d short-term b e n e f i t s 

(before 1995) but would create peak load problems i f pursued over 

the long term {post-1995). As a r e s u l t , the document recommended 

t h a t the Company pursue RTS i n the short term (when i t would 

produce system b e n e f i t s ) but de-emphasize the program over the 

long term t o avoid the p r o j e c t e d problems, and t o study more 

s o p h i s t i c a t e d RTS load c o n t r o l s t r a t e g i e s . This course of a c t i o n 

-- t o maintain customer and system b e n e f i t s -- was i n f a c t 

f o l l o w e d by the Company (PP&L St. 6-R, pp. 7-8). As a r e s u l t of 

the Company's de-emphasis of the RTS program, s u b s c r i p t i o n has 

sharply f a l l e n i n recent years, and the peak load p r o j e c t i o n s of 

1986-87 never m a t e r i a l i z e d . I n f a c t , the p r o j e c t i o n s of long-

term harm i n the 1987 study were premised on RTS growth 

p r o j e c t i o n s of up t o 52,000 customers bv 1995. I n f a c t , o n l y 

approximately 14,000 RTS customers e x i s t now (PP&L St. 6-R, pp. 

4-7, 8-9). I n sum, nothing i n Mr. Andersen's biased and 

incomplete a n a l y s i s supports h i s conclusions as t o the Company's 

motives, His testimony should be ignored. 

(2) Contrary To The O i l Dealers' Claims, 
Rate Schedule RTS Does Contribute To 
Fixed Costs And Improved The Company's 
Peak Load P r o f i l e 

The O i l Dealers do r a i s e two challenges on r e l e v a n t 

ratemaking issues. Both are completely without m e r i t . 
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Rate Schedule RTS d i d not worsen, but inst e a d improved, the 

Company's peak p r o f i l e . Mr. Andersen argues t h a t Rate Schedule 

RTS has "created" the Company's cu r r e n t n i g h t t i m e peak. See 

CEPFOD St. SR-1, p. 3. His conclusion i s based e n t i r e l y on h i s 

i n t e r p r e t a t i o n of a s i n g l e Company data response t h a t does not 

even s p e c i f i c a l l y address t h i s issue. 

Mr. S l i v k a , who has had r e s p o n s i b i l i t y t o analyze the 

Company's load c h a r a c t e r i s t i c s since the e a r l y 1980s, thoroughly 

r e f u t e s t h i s claim using hard data. The movement of the 

Company's load toward an evening peak has been caused by a 

v a r i e t y of f a c t o r s , c h i e f l y the growth and s h i f t i n usage 

pa t t e r n s of the r e s i d e n t i a l class as a whole, not RTS customers. 

During the three most recent n i g h t t i m e peaks, i n 1988, 1992 and 

1993, the n i g h t t i m e peak would have occurred even i f the RTS 

service d i d not e x i s t {PP&L St. 6-R, pp. 9-12). Mr. Andersen d i d 

not and could not rebut h i s evidence. Moreover, PP&L continues 

t o have a s i g n i f i c a n t morning peak a f f e c t i n g i t s costs, as the 

load curves i n Exh. JJS-10 and JJS-11 demonstrate. Any r o l e t h a t 

the RTS service may have had i n i n c r e a s i n g n i g h t t i m e usage has 

been more than compensated by i t s s i g n i f i c a n t r o l e i n reducing 

the Company's morning peak by approximately 85 MW (Tr. 2123) . 

Rate Schedule RTS provides a c o n t r i b u t i o n t o f i x e d costs and 

i s not unduly low._ Mr. Andersen r a i l s against the RTS service 

f o r p r o v i d i n g f a r less than i t s f u l l y - a l l o c a t e d costs, despite 

the f a c t t h a t c o n t r i b u t i o n of less than average costs i s r o u t i n e 

-267-



i n u t i l i t y ratemaking and c a r r i e s no presumption of undue 

preference: "We r e i t e r a t e t h a t a mere v a r i a t i o n i n r a t e s among 

classes of customers does not v i o l a t e the Public U t i l i t i e s Code." 

B u i l d i n g Owners and Managers Ass'n. v. Pa. P.U.C., 79 Pa. Cmwlth. 

598, 470 A.2d 1092, 1095 (1984). Unequal r a t e s based on 

d i f f e r e n t c h a r a c t e r i s t i c s of use, may be not only l a w f u l , but 

de s i r a b l e : 

Differences i n r a t e s between classes of 
customers based on such c r i t e r i a as the 
q u a n t i t y of [the product] used, the nature o f 
the use, the p a t t e r n o f the use, or based on 
d i f f e r e n c e s o f c o n d i t i o n s o f s e r v i c e , o r cost 
of service are not only permissible but o f t e n 
are d e s i r a b l e and even necessary t o achieve 
reasonable e f f i c i e n c y and economy of 
operati o n . (Emphasis added.) 

Ph i l a d e l p h i a E l e c t r i c Co. v. Pa. P.U.C., 79 Pa. Cmwlth. 445, 470 

A.2d 654, 658 (1984) ( c i t i n g , P h i l a d e l p h i a Suburban 

Tr a n s p o r t a t i o n , 3 Pa. Cmwlth. at 196-97, 281 A.2d at 186). Other 

services, notably Rate RS servi c e , also are w e l l below the 

average a l l o c a t e d costs; yet t h a t does not render them u n l a w f u l . 

The Company i s g r a d u a l l y b r i n g i n g a l l classes c l o s e r t o t h e i r 

a l l o c a t e d cost of se r v i c e , and the proposed r a t e s do so f o r both 

the RTS and RS r a t e schedules. 

The very s l i g h t l y negative r e t u r n of the RTS class (on a 

f u l l y - a l l o c a t e d basis) i s a matter f o r concern, and the Company 

i s a c t i v e l y addressing t h i s issue. The negative class r e t u r n i s 

a recent development stemming from the advent of evening w i n t e r 

peaks (PP&L St. 8-R, p. 21). The proposed c l o s i n g of the RTS 

ra t e w i l l minimize any f u t u r e impacts t h a t the class w i l l have, 
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as w i l l the Company's commitment t o developing a d d i t i o n a l and 

a l t e r n a t i v e steps t h a t w i l l produce b e t t e r load management/real 

time p r i c i n g b e n e f i t s f o r thermal storage customers. Moreover, 

as Mr. Andersen completely f a i l e d t o acknowledge i n h i s 

s u r r e b u t t a l testimony, the Company i s not l i m i t e d t o r e t r o f i t t i n g 

w i t h d i r e c t c o n t r o l devices t o improve the class r e t u r n of RTS 

customers. The e x i s t i n g timers of the thermal storage u n i t s can 

e a s i l y be re-set t o move them away from the cu r r e n t peak, (PP&L 

St. 8-R, pp. 17-18). Moving the o p e r a t i o n a l hours of the u n i t s 

t o the e a r l y afternoon and l a t e r evening periods would improve 

the class r a t e of r e t u r n t o a p o s i t i v e 2.4%, even before d i r e c t 

d i s p a t c h could be implemented (Tr. 2162) 

Claims t h a t the RTS customers receive u n j u s t i f i a b l y low 

rat e s also overlooks the d i f f e r e n c e i n t h e i r q u a l i t y of service 

r e l a t i v e t o t h a t of the Rate RS customers. As the courts have 

repeatedly held, d i f f e r e n t r a t e s may be charged when customers 

are r e c e i v i n g a d i f f e r e n t type or grade of servi c e , and 

"di f f e r e n c e s i n the value of service provided t o customers can 

also be a v a l i d basis f o r r a t e d i f f e r e n t i a t i o n . 11 Barasch v. Pa. 

P.U.C., 111 Pa. Cmwlth. 339, 533 A.2d 1108 (1987); see also 

Zucker v. Pa. P.U.C., 43 Pa. Cmwlth. 207, 401 A.2d 1377 (1977). 

RTS customers accept inconveniences such as s u b s t a n t i a l p e n a l t i e s 

i f the customer operates major appliances d u r i n g the on-peak 

79/ Mr. Johnson also c a l c u l a t e d t h a t a s h i f t of the RTS 
customers f u r t h e r off-peak would r e s u l t i n a p o s i t i v e r e t u r n 
(Tr. 1370-74). 
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p e r i o d - - a time p e r i o d t h a t i s also subject t o change by the 

Company. Tr. 2162. OCA acknowledged the s i g n i f i c a n c e of t h i s 

value of service f a c t o r as w e l l (OCA St. 3, p. 20, Tr. 1377-78). 

Mr. Andersen also claimed t h a t Rate Schedule RTS i s so f a r 

below cost t h a t i t does not recover f u e l costs (CEPFOD St. 1, 

p. 8), and t h a t i t does not recover any f i x e d costs (CEPFOD St. 

SR-1, p. 5 ) . As Mr. Kasper explained, and Mr. Andersen could not 

deny, the average revenue from the RTS customer i s 5.4 cents/kwh, 

compared w i t h the Company's average and incremental f u e l costs of 

1.8 cents/kWh and 2.2 cents/kwh, r e s p e c t i v e l y (PP&L St. 8-R, pp. 

20-21). Thus, there can be no reasonable argument t h a t they f a i l 

t o c o n t r i b u t e very s i g n i f i c a n t revenues t o cover f i x e d costs. 

Mr. Andersen's only response i s a non-sequitur: t h a t these 

customers c o n t r i b u t e less f i x e d costs than they would i f they 

belonged t o a d i f f e r e n t c lass, and t h e r e f o r e should be considered 

t o c o n t r i b u t e nothing. As Mr. Kasper p o i n t s out, t h i s argument 

i s completely unreasonable (Tr. 2162-63). On the same l o g i c , 

p a r t i e s could argue t h a t the i n d u s t r i a l customers c o n t r i b u t e 

"nothing" i n f i x e d costs because they could be c o n t r i b u t i n g more 

f i x e d costs i f they would be classed as GS-1 or GS-3 customers. 

Mr. Andersen's argument i s simply wrong and should be r e j e c t e d . 

3. Rate Schedules LP-4, LP-5 And LP-6, I n t e r r u p t i b l e 
Option 

The debate over the value and l e v e l of the i n t e r r u p t i b l e 

r a t e s f o r l a r g e customers was a s i g n i f i c a n t issue i n t h i s 
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proceeding. Here again, the i n d u s t r i a l customers argue based on 

general claims of competition, r e l a t i v e r a t e increase l e v e l s , 

e t c . , M / t h a t they should pay as l i t t l e as poss i b l e of the 

Company's f i x e d costs, w h i l e imposing a greater cost burden on 

the r e s i d e n t i a l and commercial consumers. P a r t i c u l a r l y i n the 

area of r a t e design, many f a c t o r s a f f e c t i n g a l l customers must be 

balanced by the Company. The balance s t r u c k by the Company i n 

a l l o c a t i n g r a t e s t o the i n t e r r u p t i b l e customers i s reasonable and 

t h e r e f o r e should be accepted by the Commission. 

a. The Claim That The Company's I n t e r r u p t i b l e 
Rates Are "Uncompetitive" I s Misplaced And 
Inaccurate 

Both Bethlehem Steel (BCS St. 1, pp. 3-7) and PPLICA^ 

argue t h a t the Company's ra t e s are "uncompetitive" or "too high" 

r e l a t i v e t o other u t i l i t i e s and other r a t e s , and may fo r c e the 

customers t o s h i f t p r o d u c t i o n or even shut down. These arguments 

are flawed f o r a v a r i e t y of reasons. 

A t h r e s h o l d e r r o r i n t h e i r arguments deserves note: The 

witnesses t r e a t e l e c t r i c i t y as the deciding f a c t o r i n whether t o 

s h i f t p roduction or r e l o c a t e . I n f a c t , companies weigh a wide 

range of costs and s i t i n g c h a r a c t e r i s t i c s before making a s i t i n g 

r e l o c a t i o n or produc t i o n d e c i s i o n (PP&L St. 10-R, pp. 1-4). 

80/ The arguments over the value of i n t e r r u p t i b l e c a p a c i t y 
discussed above i n Section VI.A.2., are simply another prong 
of t h i s broader e f f o r t . 

81/ E.g.. Messrs. Chamberlain, Williams, Schneider, Hornung, 
F e l t e r and Rooney. 
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E l e c t r i c r a t e s are only one f a c t o r , and o f t e n a minor f a c t o r i n 

these decisions. The various PPLICA i n d i v i d u a l company witnesses 

c a s u a l l y r e f e r r e d t o s h i f t i n g production away from PP&L's service 

t e r r i t o r y , but provided no i n f o r m a t i o n on labor costs, shipping 

costs, c a p i t a l costs, other input costs, or any other s i t i n g 

c o nsiderations (such as p l a n t p r o f i t a b i l i t y ) t h a t would i n 

r e a l i t y d r i v e such a deci s i o n . 

(1) The Company Has Both The I n c e n t i v e And 
Tools To Prevent Competitive Load Loss 

The Company's proper t o o l t o address the t h r e a t of 

i n d i v i d u a l customers' reducing t h e i r consumption or l e a v i n g the 

Company's system i s not the i n t e r r u p t i b l e r a t e o p t i o n . As Mr. 

Kasper exp l a i n s , the Company has several t o o l s t o r e t a i n and 

a t t r a c t businesses, i n c l u d i n g EDI/IDI c r e d i t s , demand f r e e days, 

r e a l time p r i c i n g ("Price Response Service") and the Competitive 

Rate Rider ("CRR") (PP&L St. 8-R, pp. 26-28) . Indeed, the new 

Rate Schedule LP-6, i s a response t o the competitive problems 

posed by very large customers t h a t g e n e r a l l y have competitive 

options as a class (PP&L St. 8, pp. 8-9). Under the Price 

Response Service, customers can access hou r l y energy p r i c e s t o 

change production r a t e s t o r e f l e c t f l u c t u a t i o n s i n energy p r i c e s 

-- e a r l y r e s u l t s show t h a t customers can r e a l i z e s u b s t a n t i a l 

savings. The CRR provides f o r i n d i v i d u a l l y - c a l c u l a t e d r a t e s 

responsive t o i n d i v i d u a l companies' competitive challenges. 
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These customer-specific competitive options are f a r 

p r e f e r a b l e t o the across-the-board lower i n t e r r u p t i b l e r a t e s 

urged by PPLICA and Bethlehem, f o r two reasons: (1) i n d i v i d u a l 

customer circumstances vary widely, and any attempt t o respond by 

means of a uniform i n t e r r u p t i b l e r a t e must f a i l unless i t f a l l s 

t o the lowest l e v e l needed t o meet competition f o r one or a few 

customers,-^ and, (2) t h a t response would ignore the Company's 

duty t o balance the i n t e r e s t s of a l l customers, i n d u s t r i a l , 

commercial and r e s i d e n t i a l (PP&L St. 8-R, pp. 28-29)— / I n 

c o n t r a s t , the Price Response Service and CRR can be t a i l o r e d t o 

82/ The i n d i v i d u a l PPLICA witnesses' statements i l l u s t r a t e t h i s 
p o i n t . Their competitive circumstances vary widely, and 
c l e a r l y do not i n v i t e a blanket r a t e discount. For example, 
Mr. Rooney, on behalf of Armstrong World I n d u s t r i e s , Inc., 
PPLICA St. 6, pp. 7-13, claimed (without any s u b s t a n t i a l 
support) t o have the options of s e l f - g e n e r a t i o n or 
m u n i c i p a l i z a t i o n t o cut energy costs d i r e c t l y , as w e l l as 
the o p t i o n of s h i f t i n g p roduction. He provided no 
i n d i c a t i o n of the importance of e l e c t r i c i t y i n h i s t o t a l 
costs. I n c o n t r a s t , Mr. Chamberlain of BOC Gases described 
a p l a n t whose costs were 71% e l e c t r i c i t y , s e r ving a 
p o t e n t i a l l y c l o s i n g s t e e l m i l l , and l e a s t e f f i c i e n t of i t s 
s i s t e r p l a n t s , w i t h no claimed s e l f - g e n e r a t i o n or 
m u n i c i p a l i z a t i o n options (PPLICA St. 1, p. 3 ) . C l e a r l y , any 
l e g i t i m a t e i n d i v i d u a l competitive needs of these customers 
cannot be met e f f e c t i v e l y w i t h a s i n g l e , blanket 
i n t e r r u p t i b l e r a t e , as Mr. Baron contends. 

83/ The c u r r e n t i n t e r r u p t i b l e r a t e s t r u c t u r e being r e v i s e d i n 
t h i s f i l i n g i s a good example of why broad-spectrum 
competitive responses are problematic. As i s discussed 
below, the 1992 i n t e r r u p t i b l e r a t e s proved t o be too 
generous and encouraged uneconomic actions by customers, 
r e q u i r i n g f i r s t a r a t e closure approved by the Commission 
and now a r e s t r u c t u r i n g of the r a t e . 
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f i t customers' needs, and w i l l not be a p p l i e d unless there i s a 

demonstrated need.— / 

Mr. Baron completely ignored these t o o l s as being i r r e l e v a n t 

t o h i s testimony. See Tr. 1182-86. I n c o n t r a s t , the Commission 

r e j e c t e d a challenge t o the Company's c l o s i n g of the 

i n t e r r u p t i b l e r a t e e a r l i e r t h i s year on grounds t h a t i t would 

harm the competitive standing of the l o c a l businesses. There, 

the Commission s p e c i f i c a l l y adopted the ALJ's f i n d i n g s t h a t t o o l s 

were a v a i l a b l e t o the Company other than the i n t e r r u p t i b l e r a t e , 

p a r t i c u l a r l y the then-new Competitive Rate Rider and r e a l - t i m e 

p r i c i n g r i d e r s . Commenting on the CRR the Commission s t a t e d : 

[ t ] h i s r i d e r w i l l permit PP&L t o address 
i n d i v i d u a l customers' l e g i t i m a t e competitive 
options, r e t a i n load t h a t might otherwise be l o s t , 
and avoid s h i f t i n g a l a r g e r p r o p o r t i o n of f i x e d 
costs t o f i r m s e r v i c e , r e s i d e n t i a l and commercial 
customers. 

Pa. P.U.C. v. Pennsylvania Power & L i g h t Co., Docket No. R-

00943081, Opinion and Order issued February 9, 1995 

{ " I n t e r r u p t i b l e Rate Order") at 13 (quoting ALJ's o r d e r ) . The 

Commission's conclusion applies here as w e l l . 

F i n a l l y , the i n d u s t r i a l argument of competitive harm 

overlooks a key p o i n t : The Company i t s e l f has a c r i t i c a l 

i n t e r e s t i n prev e n t i n g these customers from reducing t h e i r 

purchases of e l e c t r i c i t y . I f t h i s load i s l o s t , the Company's 

84/ These t o o l s are adequate under c u r r e n t circumstances, i n 
which r e t a i l wheeling i s not o c c u r r i n g . Even Mr. Brubaker 
acknowledged t h a t r e t a i l c ompetition from other s e l l e r s was 
not at issue i n t h i s case (Tr. 1236). 
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shareholders would bear the f u l l impact of l o s t revenues u n t i l 

the next general r a t e case. 

(2) The Company's I n d u s t r i a l Rates Are Not 
Out Of Line With Those Of Comparable 
Companies 

Mr. Brubaker's comparative analysis of the Company's r a t e s 

r e l a t i v e t o other u t i l i t i e s focusses on the wrong comparison 

companies and should be disregarded. His sample of e l e c t r i c 

companies from the " i n d u s t r i a l i z e d s t a t e s of I l l i n o i s , Indiana, 

Michigan, Minnesota, Ohio, Pennsylvania and Wisconsin," (BSC 

St. 1, p. 6), i s overwhelmingly dominated by companies from the 

Midwest t h a t operate as p a r t of a d i f f e r e n t power pool than PJM, 

have f a r d i f f e r e n t generating p r o f i l e s , and simply do not compete 

on any comparable f o o t i n g w i t h PP&L f o r i n d u s t r i a l load (Ex. MEB-

1, Sch. 1, p. 1 ) , includes only seven Pennsylvania companies, and 

no New York, New Jersey or Maryland companies. 

As Mr. Kasper's E x h i b i t OGK-12 shows, i n the r e l e v a n t 

geographic area (New York, Pennsylvania, New Jersey, Maryland and 

Delaware), the p r i c e s p a i d by PP&L's i n d u s t r i a l customers 

compares f a v o r a b l y w i t h the p r i c e s p a i d by customers of many 

nearby c o m p e t i t o r s . — 7 On t h i s basis, PP&L fares b e t t e r than 

Rochester Gas & E l e c t r i c Co., New York State Gas & E l e c t r i c Co., 

Orange & Rockland U t i l i t i e s , PECO Energy, Public Service E l e c t r i c 

85/ C l e a r l y the o v e r a l l i n d u s t r i a l p r i c e i s more r e l e v a n t than 
Mr. Brubaker's i n t e r r u p t i b l e and c a r e f u l l y - s e l e c t e d 
l o a d / r a t e comparisons. 
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Ec Gas Co., and the New York C i t y and other New Jersey u t i l i t i e s , 

and i s v i r t u a l l y equal t o M e t r o p o l i t a n Edison and Duquesne. 

Even taken at face value, Mr. Brubaker's comparison proves 

nothing of relevance t o the question here -- whether the r a t e s as 

increased are j u s t and reasonable. A l l of h i s comparisons i n 

t h i s e x h i b i t show no s i g n i f i c a n t change i n competitive s t a t u s as 

a r e s u l t of the proposed increase. The Company r i s e s only two t o 

f o u r places at most. I n no instance does i t s p o s i t i o n worsen 

v i s - a - v i s other Pennsylvania u t i l i t i e s . 

F i n a l l y , Mr. Brubaker f a i l s t o demonstrate the relevance of 

his comparisons. Despite the r h e t o r i c of the imminent r e t a i l 

c o mpetition i n h i s testimony, he admitted on the stand t h a t t h i s 

r a t e case i s not about r e t a i l wheeling, and t h a t the only 

competitive impact of v a r y i n g i n d u s t r i a l r a t e s i s companies' 

decisions t o s h i f t p roduction or r e l o c a t e (Tr. 1238-39). 

However, as explained above, r e l o c a t i o n decisions are d r i v e n by 

many other f a c t o r s than mere e l e c t r i c i t y p r i c e s (PP&L St. 10-R; 

Farber Reb. pp. 1-2). As noted above, any such i n d i r e c t 

c ompetitive problems can be addressed by t a r g e t e d Company 

programs -- not by r a t e giveaways t o the e n t i r e i n d u s t r i a l class 

i n the hope of addressing customer-specific problems. 
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b. The Level Of The Rate Increase To 
I n t e r r u p t i b l e Customers I s Just And 
Reasonable 

The i n d u s t r i a l customers argue strenuously and at l e n g t h 

t h a t the i n t e r r u p t i b l e LP-5 customers receive a d i s p r o p o r t i o n a t e 

share of the r a t e increase (PPLICA St. 1 , pp. 43-47). These 

claims s u f f e r from several i n f i r m i t i e s , but even viewed most 

favor a b l y , the c h i e f problem i s a complete absence of perspective 

and balance -- key f a c t o r s i n the r a t e design process. The only 

reason t h a t Mr. Baron can c a l c u l a t e s i g n i f i c a n t increases f o r the 

i n t e r r u p t i b l e o p t i o n r a t e s i s t h a t those same i n t e r r u p t i b l e 

customers -- and those i n t e r r u p t i b l e customers alone -- received 

major r a t e decreases commencing i n 1992. R e l a t i v e t o the 1984 

base r a t e s -- t h a t i s , using a basis comparable t o base r a t e of 

every other customer -- the i n t e r r u p t i b l e customers w i l l receive 

a 5% r a t e decrease i n t h i s case (PP&L St. 8-R, pp. 30-31). They 

continue t o enjoy f a r lower r a t e s than are a v a i l a b l e t o f i r m 

l a rge power customers. The i n d u s t r i a l customers c l a i m 

nonetheless t h a t the i n t e r r u p t i b l e r a t e s are u n l a w f u l l y high and 

should be lowered ( i n p a r t ) by a s h i f t of $40 m i l l i o n t o 

r e s i d e n t i a l customers. See PPLICA St. 7, p. 56. Their proposal 

would ignore the r a t e r e a l i t i e s and sound r a t e design, would be 

i n e q u i t a b l e t o other classes and should be r e j e c t e d . 

The f a c t s as t o the h i s t o r y of the i n t e r r u p t i b l e r a t e s under 

LP-5 are not i n question. Beginning i n 1992, as a r e s u l t of the 

Company's f i l i n g i n Docket No. R-00943081, new i n t e r r u p t i b l e 
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t a r i f f s became e f f e c t i v e under which the i n t e r r u p t i b l e customers 

experienced a r a t e decrease of 21% i n the aggregate (PP&L St. 

8-R, p. 30). 

Subsequently, the Company found t h a t the new i n t e r r u p t i b l e 

r a t e was s e r i o u s l y flawed. The then-new i n t e r r u p t i b l e c r e d i t , 

$11.60/kWh, was set at a higher l e v e l than was j u s t i f i a b l e on 

p u r e l y cost of service grounds, i n the hope of encouraging 

economic development and preventing load l o s s . Instead, the new 

r a t e f a i l e d t o provide commensurate b e n e f i t s t o the Company and 

i t s other customers. A f t e r 1992, the value of i n t e r r u p t i b l e 

c a p a c i t y f e l l m a t e r i a l l y and the high l e v e l of the c r e d i t 

encouraged many la r g e power customers t o i n s t a l l backup 

generation t o q u a l i f y f o r i n t e r r u p t i b l e s t a t u s , broadening the 

pool of e l i g i b l e customers beyond the o r i g i n a l t a r g e t group t o 

the detriment of other large and small customers (PP&L St. 8, 

p. 11) . 

As a r e s u l t , the Company f i l e d i t s Supplement No. 4 0 on May 

13, 1994 t o close the i n t e r r u p t i b l e r a t e s f o r LP-4 and LP-5. 

Early t h i s year the Commission approved t h a t a c t i o n and the 

Company's r a t i o n a l e : 

[W]e f i n d s u b s t a n t i a l evidence t h a t the 
i n t e r r u p t i b l e r a t e p r o v i s i o n s have ceased t o be i n 
the p u b l i c i n t e r e s t as an economical a l t e r n a t i v e 
f o r those q u a l i f i e d customers, as such r a t e s now 
operate t o the detriment of PP&L and i t s other 
r a t e classes. 

I n t e r r u p t i b l e Rate Order at 9. The Commission s p e c i f i c a l l y found 

t h a t the ALJ "set f o r t h several cogent reasons supportive of h i s 
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conclusion t h a t the competitive p o s i t i o n of PP&L's customers w i l l 

not be adversely a f f e c t e d by the implementation of Supplement No. 

40," because new load, t h a t i s , load q u a l i f y i n g a f t e r the c u t - o f f 

date f o r the closed i n t e r r u p t i b l e r a t e s , t y p i c a l l y r e q u i r e d the 

use of o n - s i t e generation. Yet, he found, and the Commission 

agreed, t h a t , " [ u ] s e of o n - s i t e generation s u b s t a n t i a l l y 

diminishes any economic b e n e f i t s t h a t might be achieved." 

I n t e r r u p t i b l e Rate Order at 9-10. The key, the Commission 

concluded, was t h a t c l o s i n g the r a t e was co n s i s t e n t w i t h the 

Company's assessment t h a t the costs t o the system outweighed the 

b e n e f i t s . I n t e r r u p t i b l e Rate Order at 14-15. 

To c o r r e c t the i n t e r r u p t i b l e r a t e s c o n s i s t e n t w i t h t h a t 

order and r a t i o n a l e , the Company f i l e d the proposed r a t e s t o 

e l i m i n a t e the outsized and insupportable i n t e r r u p t i b l e c r e d i t and 

r e s t o r e i n t e r r u p t i b l e r a t e s t o t h e i r p r i o r r a t e design, using, as 

the Commission d i r e c t e d , an appropriate cost of service 

a l l o c a t i o n . — 1 The cu r r e n t i n t e r r u p t i b l e c r e d i t c o n s t i t u t e s an 

approximately 50% r e d u c t i o n i n the l e v e l of average annual 

discount between f i r m and i n t e r r u p t i b l e s e r v i c e . (PP&L St. 8, 

p. 14) . 

86/ This a c t i o n accounts f o r the f a c t t h a t , as PPLICA's witness 
noted at the hearing, even wi t h o u t any r a t e increase being 
granted, the i n t e r r u p t i b l e customers would receive as 
approximately 22% increase (Tr. 1179). Far from being 
s i n g l e d out a r b i t r a r i l y , however, the i n t e r r u p t i b l e 
customers would merely experience a r e t u r n t o the sta t u s 
quo. 
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This change, or r a t h e r r e t u r n t o the norm, exp l a i n s , i n 

short, why the proposed r a t e s "burden" the i n t e r r u p t i b l e LP-5 

customers under the snapshot approach used by Mr. Baron. I n 

co n t r a s t , Mr. Kasper's e x h i b i t s demonstrates the absence of r a t e 

shock f o r the i n t e r r u p t i b l e customers i n the proposed r a t e s . — / 

The proposed r a t e s would also continue t o r e s u l t i n costs per kWh 

f a r lower than those a r i s i n g from the LP-5 r a t e (Tr. 2219-20). 

The i n d u s t r i a l customers simply p a i n t a profoundly 

incomplete p i c t u r e of the t r u e r a t e impact of the proposed r a t e 

design. I n f a c t , under the Company's cost of service and r a t e 

a l l o c a t i o n p r i n c i p l e s , the i n t e r r u p t i b l e customers w i l l continue 

t o enjoy appropriate r a t e b e n e f i t s from p r o v i d i n g the system w i t h 

some r e l i e f from peak load o b l i g a t i o n s -- even as such b e n e f i t s 

continue t o dwindle. PPLICA would p r e f e r , i n e f f e c t , t o freeze 

i n place a mistaken i n t e r r u p t i b l e c r e d i t as a permanent r a t e 

b e n e f i t ; t h e i r request should be denied. 

Mr. Baron argued t h a t h i s proposal i s c o n s i s t e n t w i t h 

the Commission's I n t e r r u p t i b l e Rate Order, a s s e r t i n g t h a t the 

only a c t i o n of the Commission there was t o cap the amount of 

i n t e r r u p t i b l e load (PPLICA St. 7-S, p. 8 ) . This claim i s simply 

wrong. The Commission found t h a t the p r i o r i n t e r r u p t i b l e c r e d i t 

87/ Ex. OGK-10 demonstrates t h a t the proposed LP-5 i n t e r r u p t i b l e 
o p t i o n costs per kwh are less than or ne a r l y equal t o those 
costs i n 1986-87 and 1990-92. Ex. OGK-10 also shows the 
average cost per kwh f o r LP-4 i n t e r r u p t i b l e o p t i o n shippers; 
although proposed l e v e l s do exceed the costs f o r 1993-94 and 
19889 and 1993, they are less than the costs f o r 1990-92 and 
1986-87, and ne a r l y equal t o 1988. 
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provided too great an i n c e n t i v e t o customers t o self-generate t o 

q u a l i f y f o r the r a t e , while p r o v i d i n g too l i t t l e cost b e n e f i t t o 

the system, i n l i g h t of the value of the i n t e r r u p t i b l e load. 

Mr. Baron proposes a c r e d i t which, on average, i s equal t o 

$8.00/kWh, but f o r high load f a c t o r customers, the c r e d i t would 

be $11.00 -- f a r above the costs t o b u i l d a gas t u r b i n e u n i t per 

kWh, and n e a r l y the same l e v e l as the $12-14/kWh c r e d i t s found 

i n a p p r o p r i a t e by the Commission (Tr. 2164). Indeed, customers 

w i t h an 85% load f a c t o r would see an even higher e f f e c t i v e c r e d i t 

of $15/kWh. Thus, Mr. Baron's proposal contains the very same 

i n c e n t i v e f o r high l o a d - f a c t o r customers t o b u i l d s e l f - g e n e r a t i o n 

c a p a b i l i t y t h a t the Commission j u s t r e j e c t e d i n PP&L's 

I n t e r r u p t i b l e Rate Order (Tr. 2165) . His proposal t h e r e f o r e i s 

f l a t l y i n c o n s i s t e n t w i t h t h a t Order and should be r e j ected. 

4. Rate Schedule SE (Street L i g h t i n g ) 

The O f f i c e of T r i a l S t a f f ' s witness Mr. Y a r o l i n advocated an 

off-peak r a t e f o r Rate Schedule SE, on the grounds t h a t : (1) the 

service i s not used d u r i n g peak hours f o r seven of the twelve 

months of the year (OTS St. 3, p. 14); (2) t h a t the charge "can 

place a f i n a n c i a l s t r a i n on a given community," c i t i n g concerns 

over s t r e e t l i g h t i n g costs by three municipal o f f i c i a l s , OTS 

St. SR-3, p. 12;— 1 and (3) t h a t s t r e e t l i g h t i n g i s a community 

88/ I n i t i a l l y , Mr. Y a r o l i n argued t h a t the hardship was shown by 
the 70% l e v e l of the SE increase (OTS St. 3, p. 15). 
Subsequently at hearing, however, he acknowledged t h a t the 
70% f i g u r e was i n c o r r e c t , and t h a t 20.49% was the c o r r e c t 
increase (Tr. 1091). 
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service from which a l l customer classes b e n e f i t . He also 

suggested t h a t the Company f i l e a r a t e w i t h higher on-peak 

(winter) month rates and lower off-peak (summer) month r a t e s (OTS 

St. SR-3, p. 12). 

Rate Schedule SE has c o n s i s t e n t l y c o n t r i b u t e d t o monthly 

system peaks since the r a t e was f i r s t e s t a b l i s h e d i n 1982. OTS 

has shown no change i n circumstances t o support a change i n r a t e 

design here. 

Proving the l i k e l i h o o d , r a t h e r than the mere p o s s i b i l i t y , of 

f i n a n c i a l hardship on communities re q u i r e s more than three 

generalized statements at p u b l i c hearings. More i m p o r t a n t l y , Mr. 

Y a r o l i n ' s f i n a l proposal would not a l l e v i a t e the cost impact on 

m u n i c i p a l i t i e s . Charging higher r a t e s i n the w i n t e r and lower 

r a t e s i n summer w i l l r e d i s t r i b u t e , but not n e c e s s a r i l y reduce, 

the costs t o the communities (PP&L St. 8-R, p. 47). I n a d d i t i o n , 

on-peak/off-peak p r i c i n g i s g e n e r a l l y used f o r customers who can 

s h i f t load t o off-peak periods and achieve savings. Rate SE 

cannot move load off-peak i n response t o off-peak p r i c i n g and 

t h e r e f o r e would not b e n e f i t from an off-peak r a t e (PP&L St. 8-R, 

p. 47) . 

Mr. Y a r o l i n has also f a i l e d t o support h i s claim t h a t no 

s i g n i f i c a n t peak costs are i n c u r r e d due t o s t r e e t l i g h t i n g . 

Under any of the demand cost a l l o c a t i o n methods under review i n 

t h i s case -- the 12 CP method, the 1 CP method, or even OCA's 

"peak and average" method -- Rate SE makes a s i g n i f i c a n t 
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c o n t r i b u t i o n t o w i n t e r monthly peaks. Given t h i s f a c t , the 

request t o exclude Rate SE f o r any r a t e increase would r e q u i r e a 

subsidy from other r a t e classes, and would v i o l a t e the Company's 

p r i n c i p l e of moving a l l classes towards cost of service (PP&L St. 

8-R, pp. 46-47). 

5. Rate Schedule ISA 

B r i e f o p p o s i t i o n i s voiced t o the proposed treatment of Rate 

Schedule ISA, on the ground t h a t the existence of a c o n t r a c t 

should not block a p p l i c a t i o n of a p o r t i o n of the r a t e increase 

(OCA St. 3, p. 20). The f a c t t h a t the r a t e was embodied i n a 

co n t r a c t accepted by the Commission wi t h o u t p r o t e s t or c o n d i t i o n 

should be accorded weight. Moreover, as Mr. Kasper explained, 

c r e a t i o n of t h i s r a t e class was a s p e c i f i c a l l y - d e s i g n e d 

competitive response t o the end-use environment and customer 

needs f o r lower r a t e s , as demonstrated by the customer (PP&L 

St. 8-R, p. 41). The Commission should not discourage r a t e s 

t a r g e t e d t o r e t a i n s p e c i f i c , competitive business, p a r t i c u l a r l y 

where a r b i t r a r i l y withdrawing the c o n t r a c t terms would l i k e l y 

r i s k l o ss of load. 

C e r t a i n l y , the OCA has f a i l e d t o e s t a b l i s h the unlawfulness 

of t h i s r a t e schedule. The sum t o t a l of the witness' evidence on 

t h i s subject i s as f o l l o w s : 

I see no j u s t i f i c a t i o n f o r c o n t i n u i n g t o provide 
massive subsidies t o t h i s customer and recommend a 
reasonable increase i n ISA charges. 
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This cursory reference, without any supporting a n a l y s i s , f a l l s 

w e l l short of the minimum needed t o support changing the 

Company's proposed r a t e . 

6. Other Issues 

a. The Company's Treatment Of EDI/IDI C r e d i t s I s 
Reasonable 

The OCA opposed f u l l recovery of EDI/IDI c r e d i t s , on grounds 

t h a t the Company f a i l e d t o show ratepayer b e n e f i t s (OCA St. 5, 

pp. 15-17). I n a d d i t i o n , both OCA and PPLICA proposed t h a t costs 

of the EDI/IDI c r e d i t s be d i s t r i b u t e d among a l l of the classes, 

r a t h e r than the classes t o which the c r e d i t s a p p l i e d (OCA St. 3, 

p. 17; PPLICA St. 7, p. 34). Mr. Biewald of the S i e r r a Club 

suggests implementing DSM a u d i t s as a p r e c o n d i t i o n t o EDI/IDI 

c r e d i t s (SC St. 1, p. 29). None of these adjustment i s 

warranted. 

1) The Company Has More Than Adequately 
Supported Recovery Of A l l EDI/IDI 
Credits I n I t s Rates 

There should be no serious question regarding the Company's 

r i g h t t o f u l l y recover these c r e d i t s i n r a t e s . Mr. Kasper f u l l y 

explained the o r i g i n and nature of these c r e d i t s , and provided a 

demonstration of system b e n e f i t s (PP&L St. 8, pp. 16-21). The 

program provides c r e d i t s of 1 cent per kWh and $2 per kWh t o 

encourage the expansion of use by e x i s t i n g commercial customers, 

thus p r o v i d i n g b e n e f i t s t o the system by spreading the Company's 
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f i x e d costs over l a r g e r volumes. Moreover, these c r e d i t s were 

only provided t o customers who were able t o submit data 

demonstrating an i n t e n t t o expand p h y s i c a l p l a n t and add 

production capacity. Without such a showing, no EDI/IDI c r e d i t s 

were a v a i l a b l e (PP&L St. 8-R, p. 38). 

The program also c l e a r l y worked as intended and has produced 

s u b s t a n t i a l b e n e f i t s t o the Company's customers. The program 

provided s u b s t a n t i a l b e n e f i t s t o the p a r t i c i p a n t s and helped t o 

r e t a i n 20 p l a n t s i n the Company's service t e r r i t o r y (PP&L St. 8-

R, p. 39). From a broader prospective, the Company presented a 
i 

c o s t / b e n e f i t a n a l y s i s using the Commission's " a l l - r a t e p a y e r s " DSM 

t e s t . This t e s t measures the d i f f e r e n c e between the change i n 

t o t a l revenues paid t o the Company and the change i n the t o t a l 

costs r e s u l t i n g from the program, using marginal f u e l costs, and 

based on r e t e n t i o n versus p o t e n t i a l loss of 20 i n d u s t r i a l 

customers (a conservative estimate, given the p a r t i c i p a t i o n of 

f a r more customers i n the program). Over the 10-year study 

pe r i o d , the cumulative present value of revenues exceeded the net 

present value of the incremental costs, thus reducing the 

Company's average revenue requirement (PP&L St. 8-R, pp. 39-40). 

F i n a l l y , the record also shows t h a t the program d e t e r r e d a 

number of i n d u s t r i a l customers from c o n s t r u c t i n g s u b s t a n t i a l on-

s i t e cogeneration capacity over the past ten years, which would 

have r e s u l t e d i n major losses of the incremental sales produced 

by the EDI/IDI p a r t i c i p a n t s (PP&L St. 8-R, p. 42). OCA has not 
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r e f u t e d t h i s f a c t u a l showing i n any way, except t o cl a i m lack of 

proof. The Company has c l e a r l y supported t h i s program. 

F i n a l l y , i f the Commission were t o f i n d , because of changed 

standards, t h a t the EDI/IDI programs were not recoverable i n 

r a t e s , the Company would argue strenuously t h a t the programs, 

which shareholders have already funded f o r several years, simply 

be terminated without f u r t h e r payment of c r e d i t s . Forcing 

shareholders t o fund a p r o j e c t t h a t was designed and s u c c e s s f u l l y 

implemented t o b e n e f i t ratepayers would be i n a p p r o p r i a t e and not 

acceptable t o the Company (PP&L St. 8-R, p. 43). 

(2) The Cost Of The EDI/IDI Credits Should 
Be A l l o c a t e d To The B e n e f i c i a r y Rate 
Classes 

OCA and PPLICA also urge t h a t any EDI/IDI c r e d i t s be 

a l l o c a t e d among a l l r a t e classes. The Company disagrees. 

Although the e n t i r e system b e n e f i t s from the program, as 

discussed above, there i s a major d i f f e r e n c e i n the degree t o 

which they b e n e f i t . The EDI/IDI programs b e n e f i t both 

p a r t i c i p a n t s and n o n - p a r t i c i p a n t s , but provide f a r g r e a t e r 

b e n e f i t s t o p a r t i c i p a n t s 1 A l l o c a t i n g the costs of these 

programs t o a l l classes would f a i l t o assign costs and b e n e f i t s 

p r o p o r t i o n a l l y , and would also depart from the Commission's 

89/ Ex. OGK-4 shows t h a t absent the sample of 20 customers whose 
load would not have been r e t a i n e d without EDI/IDI, the class 
r a t e of r e t u r n f o r the system would d e c l i n e from 7.31% t o -
17.10%, which i s fa r e less than the e f f e c t d i f f e r e n c e f o r 
LP-4 (8.96% t o -51.56%) and LP-5 (5.34% t o -109.18%). 

-286-



treatment of costs i n analogous circumstances (PP&L St. 8-R, p. 

38) . 

(3) Implementation Of Customer DSM Audits 
Should Not Be Preconditions To EDI/IDI 
Procrram P a r t i c i p a t i o n 

Mr. Biewald c i t e s t o requirements i n a number of New York 

discount c o n t r a c t s t h a t mandate DSM a u d i t s , and recommends 

s i m i l a r requirements f o r the Company's "discount plans," 

apparently i n c l u d i n g EDI/IDI c r e d i t programs. The New York 

u t i l i t y cases described i n h i s e x h i b i t s are q u i t e d i f f e r e n t from 

the programs at issue i n t h i s case, and he made no attempt t o 

r e l a t e the theory and reasoning of the New York Commission t o the 

issues before t h i s Commission. Therefore, the general 

p r o p o s i t i o n advanced by Mr. Biewald i s simply unsupported. 

Nonetheless, the Company would not ob j e c t t o r e q u i r i n g 

companies t o perform or present DSM a u d i t s as p a r t of the EDI/IDI 

process, w i t h two caveats as t o Mr. Biewald's proposal: (1) there 

should be no r i g i d requirement t h a t a l l of the r e s u l t s of the 

a u d i t be implemented, because of the balancing of needs f o r 

c a p i t a l p r o j e c t s , and (2) the customers should pay f o r the a u d i t s 

(PP&L St. 8-R, p. 43). 

b. The OSBA's Recommendation Of A Rate Design 
Tracker Should Not Be Implemented 

Mr. Knecht, on behalf of the OSBA, recommended t h a t the 

Commission implement an annual, automatic r a t e adjustment t o 
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ensure t h a t the GS r a t e schedules be moved toward system average 

r a t e of r e t u r n d u r i n g any years p r i o r t o the Company's f i l i n g of 

a new r a t e case {OSBA St. 1, pp. 6-7). The Company does not 

bel i e v e t h a t Mr. Knecht has s u f f i c i e n t l y explained or j u s t i f i e d 

t h i s request. 

c. The Company Has J u s t i f i e d The Scope Of I t s 
DSM Programs 

The CEO c r i t i c i z e d the Company's DSM i n i t i a t i v e s as being 

inadequate, and recommended t h a t the Commission r e q u i r e t h a t the 

Company expand them {CEO St. 2, pp. 13-14). This claim simply 

ignores the basic f a c t s regarding PP&L. 

F i r s t , there can be no doubt t h a t the company operates a 

s u b s t a n t i a l and e f f e c t i v e s e r i e s of DSM programs. As Mr. Farber 

described, these include a range of programs, from the Thermal 

I n t e g r i t y , Energy E f f i c i e n t Equipment and Home Energy Analysis 

and Comfort Home programs f o r r e s i d e n t i a l consumers, t o a seri e s 

of research p r o j e c t s and i n i t i a t i v e s w i t h manufacturers of energy 

e f f i c i e n t products, t o the E f f i c i e n t Energy Management, Energy 

Conscious Construction, Electrotechnology and Environmental 

programs f o r i n d u s t r i a l and commercial customers, and the Area 

L i g h t s Conversion program f o r a l l consumers, as w e l l as other 

p r o j e c t s {PP&L St. 10, pp. 4-10). The only r e a l c r i t i c i s m of CEO 

i s aimed at the l e v e l of expenditures, based on a comparison w i t h 

other u t i l i t i e s . But these are f a u l t y , f o r several reasons: 
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(1) As a u t i l i t y w i t h adequate cap a c i t y through 2008, and as 

a net s e l l e r of e l e c t r i c i t y t o other u t i l i t i e s , accelerated 

investment i n DSM w i l l not reduce PP&L's c a p i t a l costs. PP&L St. 

10-R, pp. 4-5. 

(2) N a t i o n a l / r e g i o n a l comparisons are not app r o p r i a t e . PP&L 

spends more than any other major u t i l i t y i n Pennsylvania, despite 

the continued u n c e r t a i n t y over recovery mechanisms (PP&L St. 10-

R, p. 5) . 

Other c r i t i c i s m s are also without m e r i t . The focus of the 

Company's e f f o r t s i s designed t o maximize DSM b e n e f i t s i n l i g h t 

of the Company's s p e c i f i c circumstances. As a u t i l i t y w i t h a 

major e l e c t r i c heat load, the Company p r o p e r l y focusses on 

r e s i d e n t i a l heating. New home-oriented programs maximize 

b e n e f i t s more than e x i s t i n g home programs (which the Company also 

addresses), and successful DSM implementation i n l a r g e i n d u s t r i a l 

companies w i l l have a greater impact than on smaller companies. 

I n sum, the Company's DSM programs are s u f f i c i e n t i n scope 

and well-focussed on the key concerns f o r i t s own circumstances. 

CEO, at best, expresses a preference t h a t the Company r e d i r e c t 

i t s resources i n a manner more t o CEO's advantage; t h a t i s not 

s u f f i c i e n t t o support the r e l i e f they request. 
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IX. ENERGY COST RATE ISSUES 

A. The ECR Should Be Retained 

As does every other Pennsylvania e l e c t r i c u t i l i t y , PP&L has 

an Energy Cost Rate ("ECR") clause i n i t s t a r i f f , and proposes t o 

continue t o use i t i n the current case. GSA witness Mr. Prisco 

recommends t h a t the Commission e l i m i n a t e the Company's ECR. His 

proposal i s completely unsupported and c o n t r a r y t o e s t a b l i s h e d 

Commission r e g u l a t i o n s and p o l i c y . 

A Commission-approved ECR mechanism i s s p e c i f i c a l l y 

sanctioned by Section 1307 of the Public U t i l i t y Code (66 Pa.C.S. 

§1307). As the courts have noted, the " c e n t r a l purpose" of the 

pass-through mechanisms authorized by § 1307 i s "to permit the 

r e f l e c t i o n i n customer changes of charges i n one component of a 

u t i l i t y ' s cost of p r o v i d i n g the p u b l i c service without the 

necessity of the broad, c o s t l y , and time consuming i n q u i r y 

r e q u i r e d i n the case of r a t e increases g e n e r a l l y . " N a t i o n a l Fuel 

Gas D i s t r i b u t i o n Corp. v. Pa. P.U.C., 81 Pa. Cmwlth. 148, 473 

A.2d 1109, 1121 (1984). 

Since 1978, the Commission has approved an ECR (or 

predecessor f u e l clause and l e v e l i z e d energy clause) t o provide 

c u r r e n t recovery of a l l a p p l i c a b l e energy-related costs and 

cur r e n t f low through t o customers of a l l a p p l i c a b l e energy-

r e l a t e d c r e d i t s . The Company's ECR has been approved by the 

Commission i n p r i o r r a t e cases. Nothing has changed t h a t would 
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j u s t i f y e l i m i n a t i n g t h i s mechanism and i t s s u b s t a n t i a l b e n e f i t s 

r a t e s t a b i l i t y ; avoidance of repeated base r a t e f i l i n g s ; t i m e l y 

customer r e c e i p t of cost reductions; and l e v e l i z a t i o n of costs 

over a 12-month p e r i o d (PP&L St. 7-R, p. 32). 

B. The Commission Should Approve The Company's Proposal 
For ECR Treatment Of Non-Energy Costs Associated With 
Terminated Off-System Sales 

1. The Company's Proposal I s F u l l y J u s t i f i e d And 
Would Provide Important B e n e f i t s To The Company 
And I t s Customers 

I n t h i s proceeding, the Company has proposed an in n o v a t i v e 

m o d i f i c a t i o n of the ECR t o r e f l e c t the expected r e t u r n of 

capaci t y costs and revenues a t t r i b u t a b l e t o off-system capacity 

sales t h a t w i l l terminate i n the near f u t u r e . The Company's 

proposal s p e c i f i c a l l y addresses the r e t u r n of a 945 MW s l i c e of 

system capa c i t y and energy s o l d t o Jersey Central Power & L i g h t 

Co. ("JCP&L"). 

I n PP&L's 1982 base r a t e case the Commission determined t h a t 

PP&L had excess generating ca p a c i t y and, as a remedy, disallowed 

recovery of a l l r e t u r n on a 945 MW s l i c e of the Company's system. 

A f t e r t h a t case, PP&L sol d t h a t capacity t o JCP&L. I n the 

Company's 1984 base r a t e case, a l l of the costs and revenues 

associated w i t h t h a t 945 MW were a l l o c a t e d out of PUC 
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j u r i s d i c t i o n a l r a t e s . The same approach was f o l l o w e d i n t h i s 

f i l i n g . a s / 

On January 1, 1996, t h i s sale t o JCP&L begins t o wind down 

over a f i v e - y e a r p e r i o d . O n e - f i f t h of the 945 MW, or 189 MW w i l l 

r e t u r n t o PP&L each year. Absent an in n o v a t i v e s o l u t i o n , PP&L 

w i l l have t o choose among three a l t e r n a t i v e s f o r addressing t h i s 

r e t u r n i n g capacity: (1) f i n d another buyer i n the bulk power 

market, (2) f i l l p e r i o d i c r e t a i l base r a t e cases, or (3) absorb 

the associated costs. 

A f t e r a n a l y s i s , PP&L concluded t h a t none of these three 

options was s a t i s f a c t o r y or i n the p u b l i c i n t e r e s t . The bulk 

power market i s becoming i n c r e a s i n g l y competitive and p r i c e s are 

being d r i v e n inexorably toward marginal costs. P e r i o d i c base 

r a t e f i l i n g s r e q u i r e the commitment of s i g n i f i c a n t resources by 

a l l p a r t i c i p a n t s , most p a r t i c u l a r l y the Commission and i t s s t a f f . 

And, f i n a l l y , the Company i s not i n a f i n a n c i a l p o s i t i o n t o begin 

absorbing a d d i t i o n a l costs. Accordingly, PP&L developed an 

inn o v a t i v e a l t e r n a t i v e which i t presented i n t h i s case. 

Under i t s proposal i n t h i s case, the Company would r e f l e c t 

the f u l l costs of each " s l i c e " of r e t u r n i n g c a p a c i t y i n the ECR, 

as w e l l as c r e d i t a l l revenues from off-system sales. The 

90/ PP&L also has so l d capacity and energy t o A t l a n t i c C i t y 
E l e c t r i c (125 MW s l i c e of a l l c o a l - f i r e d p l a n t s ) and 
Baltimore Gas & E l e c t r i c (125 MW s l i c e of the Susquehanna 
P l a n t ) . The Company has fo l l o w e d the same ratemaking 
p r a c t i c e s w i t h these sales as i t has w i t h the JCP&L sale and 
would i n t e n d t o f o l l o w the same ECR treatment. 
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capacity could serve a range of uses t h a t would u l t i m a t e l y 

b e n e f i t customers, e.g., se r v i n g n a t i v e load, or making o f f -

system c a p a c i t y - r e l a t e d PJM i n s t a l l e d c r e d i t , output r e s e r v a t i o n 

and transmission e n t i t l e m e n t sales. 

As the Company's n a t i v e load increases, t h i s r e t u r n i n g 

c a p a c i t y can provide a valuable resource f o r meeting t h i s 

a d d i t i o n a l customer demand. A l t e r n a t i v e l y , the Company may be 

able t o make various c a p a c i t y - r e l a t e d off-systems sales t h a t w i l l 

produce s i g n i f i c a n t revenues t o be c r e d i t e d t o r e t a i l customers. 

Under t r a d i t i o n a l ratemaking p r a c t i c e , customers would not 

receive these c r e d i t s u n t i l the Company's next base r a t e case and 

even then only i f the revenue was r e f l e c t e d i n the t e s t year.— 1 

Under PP&L's proposal customers would receive the net b e n e f i t s of 

a l l such t r a n s a c t i o n s a u t o m a t i c a l l y through the ECR (PP&L St. 7, 

p. 22) . 

This m o d i f i c a t i o n of the ECR i s opposed by three witnesses 

(PPLICA St. 7, p. 75 ; OCA St. 1, p. 6; DOD St. 1, pp. 15-16). 

Generally, they oppose the Company's proposal on grounds t h a t any 

automatic pass-through of costs not subject t o review i n t h i s 

proceeding i s i n a p p r o p r i a t e . The Company recognizes t h a t i t s 

proposal i s in n o v a t i v e and novel, but i s disappointed i n the 

"knee j e r k " response of opposing p a r t i e s who minimize or overlook 

91/ I n the settlement of various complaints against i t s ECR, the 
Company agreed t o r e f l e c t a p o r t i o n of these revenues i n the 
ECR u n t i l i t s next base r a t e case. This p r a c t i c e should not 
continue a f t e r the conclusion of t h i s case. 
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several major advantages of the Company's proposal: (1) the costs 

of the r e t u r n i n g f a c i l i t i e s are known now and are not 

spe c u l a t i v e ; (2) customers would immediately receive the b e n e f i t s 

of a l l revenues from off-system c a p a c i t y sales; (3) the proposal 

would r e l i e v e a l l p a r t i e s and the Commission of the cost and 

r e g u l a t o r y burden of p e r i o d i c base r a t e cases which otherwise may 

be unnecessary; and (4) any concerns as t o p o t e n t i a l overearnings 

can be obviated by monitoring the Company's q u a r t e r l y r e p o r t s t o 

the Commission, i n co n j u n c t i o n w i t h the r i g h t t o i n s t i t u t e 

i n v e s t i g a t i o n s (PP&L St. 7-R, p. 33-34). 

The Company urges the Commission t o examine t h i s proposal 

c a r e f u l l y and t o r e j e c t the u n r e f l e c t i v e o p p o s i t i o n of some 

p a r t i e s t o the Company's c r e a t i v e s o l u t i o n t o t h i s d i f f i c u l t 

issue. The ECR m o d i f i c a t i o n should be approved. 

2. I f The Company's Proposal I s Not Adopted, An 
A l t e r n a t i v e Adjustment To The ECR Should Be 
Approved 

Should the Commission not accept the Company's proposal, 

then f a i r n e s s and sound ratemaking p r i n c i p a l s r e q u i r e t h a t two 

steps be taken as t o the ECR. 

F i r s t , i f the Commission decides t o exclude from the ECR any 

capacity costs associated w i t h e x p i r i n g c o n t r a c t s , then a l l 

revenues from off-system c a p a c i t y - r e l a t e d sales also should be 

excluded from the ECR and t r e a t e d as an element of base r a t e s 

only (PP&L St. 7-R, pp. 34-35). This i s the t r a d i t i o n a l 
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ratemaking p r a c t i c e and would permit the Company t o r e t a i n 

revenues from incremental off-system c a p a c i t y - r e l a t e d sales t o at 

l e a s t p a r t i a l l y o f f s e t the cost of capa c i t y r e t u r n i n g under 

e x p i r i n g agreements. S i g n i f i c a n t l y , even Mr. Baron notes the 

p r o p r i e t y of t h i s approach (PPLICA St. 70, p. 76). 

Second, the Company should be e n t i t l e d t o r e t a i n a l l energy-

r e l a t e d savings made possi b l e by the r e t u r n of t h i s capacity t o 

PP&L. For example, when the f i r s t increment of JCP&L capa c i t y 

r e t u r n s on January 1, 1996, the Company's capacity costs w i l l 

increase by about $3 5 m i l l i o n and i t s energy costs w i l l decrease 

by about $15 m i l l i o n . Under c u r r e n t r e g u l a t o r y p r a c t i c e i n 

Pennsylvania, the Company's shareholders would absorb a $35 

m i l l i o n cost increase and ratepayers would a u t o m a t i c a l l y receive 

a $15 m i l l i o n cost decrease through the ECR. Under the Company's 

p r e f e r r e d proposal, both the capacity costs and the energy 

savings would be r e f l e c t e d i n the ECR, along w i t h a l l of the 

revenues received from other off-system c a p a c i t y - r e l a t e d sales. 

I f the Company's p r e f e r r e d proposal i s r e j e c t e d , however, at a 

minimum, the Company should be p e r m i t t e d t o r e t a i n the energy 

savings t o o f f s e t a p o r t i o n of the capacity costs t h a t produced 

those savings. Although t h i s would not be a complete s o l u t i o n t o 

the problem, i t at would l e a s t avoid the fundamental mismatch of 

costs and savings described above and could help the Company 

avoid the need f o r an immediate r a t e f i l i n g t o r e f l e c t the 

r e t u r n i n g JCP&L capa c i t y and energy (PP&L St. 7-R, p. 35). 
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X. PUBLIC INPUT HEARINGS 

A t o t a l of 11 p u b l i c i n p u t hearings were held between 

March 30 and A p r i l 6, 1995, i n l o c a t i o n s throughout PP&L's 

service area. The ALJ, re p r e s e n t a t i v e s from various 

Commissioner's o f f i c e s , the PUC Bureau of Public L i a i s o n , the 

OTS, the OCA, the OSBA and the Company attended each hearing. 

The p u b l i c input testimony d i d not reveal any s i g n i f i c a n t 

concerns w i t h the Company's serv i c e , customer r e l a t i o n s or 

economic development e f f o r t s . I n f a c t , several witnesses p r a i s e d 

PP&L's performance i n these areas. One witness t e s t i f i e d t h a t 

the Company's service would be judged as "very good, above 

average"; PP&L i s "the most p r o a c t i v e company i n t h i s community 

f o r economic development"; and the Company's service i s r e l i a b l e 

{Tr. 189-90). Another witness t e s t i f i e d t h a t e l e c t r i c service i s 

"extremely important" t o h i s business; he gave several examples 

of r e c e i v i n g good service from PP&L and concluded t h a t the 

Company's "service has been superior" (Tr. 227-29). Another 

witness gave examples of PP&L's assistance i n economic 

development such as marketing a v a i l a b l e f a c i l i t i e s , p a r t i c i p a t i o n 

at trade shows and co-op a d v e r t i s i n g (Tr. 250-51). F i n a l l y , a 

witness i n v o l v e d i n the a d m i n i s t r a t i o n of several PP&L customer 

programs t e s t i f i e d t h a t h i s experience w i t h the Company has been 

"the most g r a t i f y i n g and the most pro d u c t i v e " and t h a t PP&L i s 

"the most c a r e f u l i n t h e i r treatment of customers who have an 

i n a b i l i t y t o pay" (Tr. 635). 
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C r i t i c a l comments presented at the p u b l i c i n p u t hearings can 

be grouped i n t o the f o l l o w i n g f o u r major categories: 

• The impact of the requested increase on r e s i d e n t i a l 

customers; 

• The amount of the requested increase f o r Rate Schedule 

RTS; 

• The impact of the requested increase on business and 

economic development; and 

• The performance and s a f e t y of Susquehanna. 

PP&L submitted testimony t h a t f u l l y responded t o each of these 

concerns. Much o£ t h a t testimony i s discussed throughout t h i s 

b r i e f ; a summary of the Company's responses i s provided below. 

A number of witnesses t e s t i f i e d t h a t the proposed increase 

would adversely a f f e c t r e s i d e n t i a l customers, p a r t i c u l a r l y the 

e l d e r l y and r e t i r e d . The o v e r a l l magnitude of the increase t o 

Rate Schedule RS was questioned as w e l l as the proposed design of 

t h a t r a t e . 

The Company responded t o these concerns w i t h f o u r p r i n c i p a l 

p o i n t s . F i r s t , the Company's cost a l l o c a t i o n study supports an 

increase t o Rate Schedule RS t h a t i s somewhat gr e a t e r than the 

o v e r a l l average system increase (Ex. JMK-2). Second, the 

Company's minimum system study i n d i c a t e s t h a t the proposed 

increase i n the customer charge component of Rate Schedule RS i s 

ap p r o p r i a t e . See Section V I I I , supra. T h i r d , the Company's 

proposed design of Rate Schedule RS p r o p e r l y r e f l e c t s data from 

-297-



the cost of service study, and the minimum system study and i t s 

r a t e design i s c o n s i s t e n t w i t h a l l a p p l i c a b l e ratemaking 

p r i n c i p l e s . Fourth, PP&L o f f e r s a number of e x i s t i n g programs 

f o r r e s i d e n t i a l customers t h a t experience d i f f i c u l t y i n paying 

t h e i r b i l l s . Examples include Operation HELP and the CARES 

program (PP&L St. 11). Moreover, PP&L proposed a d d i t i o n a l 

programs i n t h i s f i l i n g t o a s s i s t these customers. 

Witnesses t e s t i f i e d t h a t the amount of the increase proposed 

f o r Rate Schedule RTS was too high; the amount of the increase 

proposed f o r Rate Schedule RTS was compared t o the amount of the 

increase proposed f o r Rate Schedule RS. Other witnesses c i t e d 

the impact of the proposed increase on t h e i r p r o j e c t e d payback 

per i o d . F i n a l l y , many witnesses commented on the confusion 

r e s u l t i n g from a l e t t e r sent t o them by PP&L e x p l a i n i n g the 

proposed increase i n Rate Schedule RTS. 

The Company presented testimony responding t o each of these 

concerns. The amount of increase proposed f o r Rate Schedule RTS 

and the r e l a t i o n s h i p of t h a t proposal t o the amount of the 

increase proposed f o r Rate Schedule RS are f u l l y supported by the 

Company's cost a l l o c a t i o n study and i t s p r i n c i p l e s of r a t e 

design. Recognizing the concerns r a i s e d by various witnesses i n 

t h i s proceeding, PP&L proposed t o modify Rate Schedule RTS as 

f o l l o w s : 

• A p p l i c a t i o n s f o r service under Rate Schedule RTS w i l l 

be accepted only through December 31, 1995; 
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• A f t e r t h a t date, customers d e s i r i n g t o use an e l e c t r i c 

storage system w i l l be e l i g i b l e t o do so under a new 

r a t e schedule i n c o r p o r a t i n g newer technology and 

appropriate terms, c o n d i t i o n s and r a t e s ; 

• Customer l o c a t i o n s served under Rate Schedule RTS w i l l 

continue t o receive service under t h a t r a t e d u r i n g the 

l i f e of the c u r r e n t l y i n s t a l l e d thermal storage system; 

the Company w i l l not propose t o reduce the e x i s t i n g 

2.3C/KWH d i f f e r e n t i a l between RS and RTS customers 

before December 31, 1999 (PP&L St. 8-R, p. 12). 

PP&L submits t h a t t h i s proposal w i l l address concerns r a i s e d by 

customers at the p u b l i c i n p u t hearing. F i n a l l y , the Company 

submitted testimony c l a r i f y i n g the i n t e n t of the l e t t e r t h a t i t 

sent t o customers and explained t h a t i t i s responding w i t h 

a d d i t i o n a l c l a r i f i c a t i o n t o any customers t h a t contact the 

Company regarding these issues. 

A number of witnesses t e s t i f i e d t h a t the proposed increase 

would adversely a f f e c t i n d i v i d u a l businesses or economic 

development i n the region. 

The Company presented testimony by Gerald S. Farber, PP&L's 

Manager - Sales and Account Management, t h a t r e f u t e d these 

concerns. I n h i s op i n i o n , the proposed increase w i l l not 

discourage i n d u s t r i a l customers from l o c a t i n g i n or remaining i n 

PP&L's service area (PP&L St. 10, p. 2 ) . He c i t e d two reasons. 

F i r s t , the cost of energy o f t e n i s a r e l a t i v e l y minor 
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c o n s i d e r a t i o n when a business i s deciding where t o l o c a t e i t s 

operations ( I d . ) . Q u a l i t y of service may be more important and 

PP&L's customers b e l i e v e the Company provided high q u a l i t y of 

serv i c e . Second, the Company i s pursuing numerous i n i t i a t i v e s , 

both r a t e - r e l a t e d and non-rate r e l a t e d , t o a t t r a c t and r e t a i n 

businesses i n i t s service area ( I d . ) . 

Several witnesses at the p u b l i c i n p u t hearings questioned 

the appropriateness of c o n s t r u c t i n g the Susquehanna p l a n t and/or 

i t s impact on PP&L's r a t e s . I n a d d i t i o n , E r i c Epstein t e s t i f i e d 

*at the Harr i s b u r g i n p u t hearing and also submitted s u r r e b u t t a l 

testimony i n the t e c h n i c a l phase of t h i s case. I n essence, he 

questioned the performance, economics and s a f e t y of Susquehanna. 

For the reasons discussed below, these comments should not be 

given any weight i n t h i s proceeding. 

F i r s t , none of the witnesses were q u a l i f i e d on the record as 

experts i n nuclear power p l a n t c o n s t r u c t i o n , o p e r a t i o n , s a f e t y or 

economics. Second, t h e i r testimony was not based on f i r s t - h a n d 

experience or knowledge. Rather, these witnesses r e l i e d 

p r i m a r i l y on hearsay sources of i n f o r m a t i o n such as s t o r i e s i n 

newspapers and/or a r t i c l e s i n the trade press. 

Most i m p o r t a n t l y , the Company presented expert testimony by 

George T. Jones, PP&L's Vice President-Nuclear Engineering, t h a t 
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completely r e f u t e d these c r i t i c i s m s of SSES.—1 Mr. Jones 

addressed Susquehanna's op e r a t i n g record and various s a f e t y -

r e l a t e d issues. 

At the outset, Mr. Jones explained t h a t Susquehanna has had 

an outstanding o p e r a t i n g record and has always compared f a v o r a b l y 

t o the "best p l a n t s " i n the United States. Since 1986 when PP&L 

began t r a c k i n g three-year average performance, Susquehanna has 

been a top q u a l i t y performer i n the NRC Systematic Assessment of 

Licensee Performance (SALP) r a t i n g - (PP&L St. 15, p. 3 ) . Mr. 

Jones also explained t h a t PP&L had f u l l y addressed the concerns 

r a i s e d by Mr. Epstein regarding Thermolag f i r e p r o t e c t i o n , 

disposal of r a d i o a c t i v e waste and the adequacy of f u e l pool 

c o o l i n g ( I d . ) . 

I n s u r r e b u t t a l testimony, Mr. Epstein challenged Mr. Jones' 

statement t h a t the NRC uses SALP r a t i n g s t o determine the amount 

of a t t e n t i o n t o devote t o a licensee. Mr. Jones c i t e d NRC SALP 

D i r e c t i v e 8.6 as f u l l y supporting h i s statement (Tr. 2246). 

I n a d d i t i o n , Mr. Epstein questioned the s e v e r i t y of 

v i o l a t i o n s of NRC r e g u l a t i o n s a t the p l a n t . Mr. Jones t e s t i f i e d 

t h a t PP&L has never received a Level I v i o l a t i o n (the most 

severe) or a Level I I v i o l a t i o n (Tr. 2247)'. 

92/ Mr. Jones has over 25 years of experience i n the o p e r a t i o n 
and design of nuclear power p l a n t s . At PP&L, he i s 
responsible f o r the nuclear engineering f u n c t i o n c o n s i s t i n g 
of engineering design, nuclear f u e l s and engineering 
a n a l y s i s (PP&L St. 15, pp. 1-2). 
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Mr. Epstein claimed t h a t the number of Licensee Event 

Reports (LERs) increased by 30% at the p l a n t i n 1994. Mr. Jones 

responded t h a t LERs at Unit 1 increased by only one; LERs at Unit 

2 d i d not increase at a l l ( I d . ) . 

I n h i s s u r r e b u t t a l testimony, Mr. Epstein c r i t i c i z e d PP&L's 

t e s t i n g and i n s t a l l a t i o n of Thermolag, a f i r e b a r r i e r , at 

Susquehanna. Mr. Jones explained t h a t the Company t e s t e d 

Thermolag and, w i t h NRC approval, added an a d d i t i o n a l f i b e r g l a s s 

b a r r i e r before i n s t a l l i n g i t at the p l a n t (Tr. 2248-49). 

Mr. Epstein r a i s e d concerns regarding the storage of 

r a d i o a c t i v e waste at Susquehanna. Mr. Jones explained t h a t the 

p l a n t i s designed, l i c e n s e d and constructed t o t e m p o r a r i l y s t o r e 

r a d i o a c t i v e waste; i t i s not a permanent r e p o s i t o r y (Tr. 2249) . 

F i n a l l y , Mr. Epstein contended PP&L i s double b i l l i n g 

customers f o r high l e v e l r a d i o a c t i v e waste storage. Mr. Jones 

disagreed; the disposal of high l e v e l r a d i o a c t i v e waste i s a 

m u l t i - s t e p process t h a t always was designed t o use the spent f u e l 

pools (Tr. 2249-50) . 

The issues r a i s e d by Mr. Epstein were t o t a l l y r e f u t e d by 

PP&l, are not r e l e v a n t t o t h i s proceeding and should be 

disregarded. 
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XI. CONCLUSION 

For the reasons set f o r t h above, Pennsylvania Power & L i g h t 

Company requests t h a t the Commission terminate i t s i n v e s t i g a t i o n , 

dismiss a l l Complaints and grant the f u l l r a t e increase requested 

i n Supplement No. 14. 

Re s p e c t f u l l y submitted, 
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APPENDIX A 

TESTIMONY AND EXHIBIT SCHEDULE 



PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Statement 
Number 

DIRECT TESTIMONY: 

Witness 

Ronald E. H i l l 

Michael J. Berish 

Ronald J. B e r n i n i 

Donald S. Hoch 

Douglas A. K r a l l 

John J. S l i v k a 

Date 
Id e n t i f i e d 

3/27/95 

3/27/95 

3/27/95 

3/21/95 

3/21/95 

3/23/95 

Date 
Admitted 

3/27/95 

3/27/95 

3/27/95 

3/21/95 

3/21/95 

3/23/95 

Subj ect 

O v e r a l l Rate Philosophy, 
Management E f f e c t i v e n e s s , 
Financing Plans, Investment 
Of Nuclear Decommissioning 
Reserve Fund 

Operating Budgets, 
Voluntary Early Retirement 
Program, SFAS 106 Cost 
Containment 

Expense Adjustments, Taxes, 
Cash Working C a p i t a l , Fuel 
I n v e n t o r i e s And Reserves, 
Decommissioning A n n u i t i e s , 
Early Window Costs 

Depreciation, Levelized 
Sinking Fund Depreciation 

C a p i t a l Budget, P o l l u t i o n 
Control CWIP, F o s s i l Plant 
Lives, Coal Upgrading 

Sales And Peak Demand 
Forecasts, An n u a l i z a t i o n Of 
Sales And Revenue, Load 
Research 



Statement 
Number 

10 

11 

11-S 

12 

PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Witness 

Joseph M. Kleha 

O l i v e r G. Kasper 

John F. S i p i c s 

Gerald S. Farber 

Thomas C. Stathos 

Thomas C. Stathos 

Paul R. Moul 

Date 
I d e n t i f i e d 

3/23/95 

3/28/95 

3/23/95 

3/29/95 

3/29/95 

3/29/95 

3/21/95 

Date 
Admitted 

3/23/95 

3/28/95 

3/23/95 

3/29/95 

3/29/95 

3/29/95 

3/21/95 

Subject 

Cost A l l o c a t i o n , Energy-
Cost Rate, Special Base 
Rate Cre d i t Adjustment, 
Property Held For Future 
Use 

Pro Forma Revenue 
Adjustments, Class Revenue 
A l l o c a t i o n , Rate Design, 
Proof Of Revenues 

E l e c t r i c a l System, Capacity 
Planning And Reserve 
Margins, Value Of 
I n t e r r u p t i b l e Load 

Economic Development, 
Demand-Side Management, 
Energy E f f i c i e n c y 

Customer And Community 
Needs Programs 

Customer And Community 
Needs Programs 

Cost Of Common Equity, F a i r 
Rate Of Return, C a p i t a l 
S t r u c t u r e , Embedded C a p i t a l 
Cost Rates 
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Statement 
Number 

13 

14 

PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Witness 

Thomas S. LaGuardia 

Clyde D. Beers 

Date 
I d e n t i f i e d 

3/30/95 

3/21/95 

Date 
Admitted 

3/30/95 

3/21/95 

Subj e c t 

N u c l e a r And F o s s i l P l a n t 
Decommissioning 

SFAS 106 Costs 

REBUTTAL TESTIMONY: 

2R M i c h a e l J. B e r i s h 

3R 

4R 

Robert J. B e r n i n i 

Donald S. Hoch 

5/24/95 

5/24/95 

5/23/95 

5/24/95 E n v i r o n m e n t a l R e m e d i a t i o n 
Expense, U n c o l l e c t i b l e 
Accounts Expense, 
Susquehanna R e f u e l i n g 
Costs, Pension Costs, SFAS 
112 Costs, V o l u n t a r y E a r l y 
R e t i r e m e n t Cost 

5/24/95 Rate Base And O p e r a t i n g 
Expense Adj u s t m e n t s 

5/23/95 L e v e l i z e d Susquehanna 
M o d i f i e d S i n k i n g Fund 
D e p r e c i a t i o n Expense, 
A m o r t i z a t i o n A c c o u n t i n g For 
C e r t a i n General P r o p e r t y 
Accounts, Decommissioning 
Expense For F o s s i l 
G e n e r a t i n g P l a n t s , L i v e s Of 
Older F o s s i l P l a n t s 
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Statement 
Number 

5R 

6R 

7R 

PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

8R 

Witness 

Douglas A. K r a l l 

John J. S l i v k a 

Joseph M. Kleha 

O l i v e r G. Kasper 

Date 
I d e n t i f i e d 

5/23/95 

5/25/95 

5/25/95 

5/25/95 

Date 
Admitted 

5/23/95 

5/25/95 

5/25/95 

5/25/95 

Subject 

PP&L Proposal To Shorten 
The Depreciation Lives Of 
Holtwood 17, Martins Creek 
1 & 2, And Sunbury 1, 2, 3, 
And 4 

Re s i d e n t i a l Thermal Storage 

Cost A l l o c a t i o n 
Methodology, I n t e r r u p t i b l e 
Service Rate, EDI/IDI 
C r e d i t s , NUG Output 
Payments, Use Of Minimum 
Size System Study, A&G O&M 
Expenses, E l e c t r i c Plant 
Held For Future Use, 
E l i m i n a t i o n Of ECR 

A l l o c a t i o n / P o t e n t i a l Scale 
Back Of Increase, 
R e s i d e n t i a l / R e s i d e n t i a l 
Thermal Rate Design, 
General Service Rates, 
EDI/IDI Riders, 
I n t e r r u p t i b l e Rate Levels, 
Competitive P r i c i n g , 
S t r e e l i g h t i n g 

-4-



Statement 
Number 

9R 

10R 

11R 

12R 

12R-1 

13R 

14R 

PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Witness 

John F. Si p i c s 

Gerald S. Farber 

Thomas C. Stathos 

Paul R. Moul 

Paul R. Moul 

Clyde D. Beers 

Date 
I d e n t i f i e d 

5/26/95 

5/24/95 

5/24/95 

5/23/95 

5/23/95 

Thomas G. LaGuardia 5/25/95 

5/23/95 

Date 
Admitted 

5/26/95 

5/24/95 

5/24/95 

5/23/95 

5/23/95 

5/25/95 

5/23/95 

Subject 

Physical And Economic 
Excess Capacity, PP&L 
I n s t a l l e d Capacity 
O b l i g a t i o n , R e l a t i o n s h i p 
Between I n t e r r u p t i b l e Load 
Rate And Cost Of Service 

Competitiveness Of 
Commercial And I n d u s t r i a l 
Customers, Demand-Side 
Management Programs 

Customer And Community 
Needs Programs 

F a i r Rate Of Return 

Proposal To Reduce Rate 
Base To Re f l e c t Deferred 
Incomes Taxes Related To 
PP&L's C a l l Premiums 

Nuclear And F o s s i l Plant 
Decommissioning Expense 

Pension Expense And Other 
Post-Retirement B e n e f i t 
Costs (OPEBs) Claims 

-5-



PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Statement 
Number 

15R 

16R 

17R 

Witness 

George T. Jones 

W i l l i a m H. 
Hieronymus 

John M. Chappelear 

Date 
I d e n t i f i e d 

5/26/95 

5/26/95 

5/23/95 

Date 
Admitted 

5/26/95 

5/26/95 

5/23/95 

Subj ect 

Susquehanna Plant Operating 
Record, Strategy 2000 
Report 

Excess Capacity 
Disallowance 

Company NDT Fund 

-6-



PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Exhibit 
Number 

EXHIBIT: 

PP&L E x h i b i t 

Part 1 

Part 2 

Part 3 

Part 4 

Part 5 

Part 6 

E x h i b i t 
H i s t o r i c I 

E x h i b i t 
Future I 

Future I 
Revised 

MJB 1 

Witness 

Various 

Various 

Various 

Various 

Various 

Various 

Various 

Various 

Various 

Michael J. Berish 

Date 
I d e n t i f i e d 

3/21/95 

3/21/95 

3/21/95 

3/21/95 

3/21/95 

3/21/95 

3/21/95 

3/21/95 

3/21/95 

5/24/95 

3/27/95 

Date 
Admitted 

3/30/95 

3/30/95 

3/30/95 

3/30/95 

3/30/95 

3/30/95 

3/30/95 

3/30/95 

3/30/95 

5/24/95 

3/27/95 

Subj ect 

Summary Of F i l i n g 

Primary Statements Of Rate 
Base And Operating Income 

Rate Of Return 

Rate S t r u c t u r e And Cost 
A l l o c a t i o n 

Plant And Depreciation 
Supporting Data 

Unadjusted Comparative 
Balance Sheets And 
Operating Income Statements 

Summary Of Measures And 
Value And Rate of Return 

Summary Of Measures And 
Value And Rate Of Return 

Summary Of Measures And • 
Value And Rate Of Return 

I n t r o d u c t i o n To The Budget 
Manual-Chapter 110 
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PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Exhibit 
Number Witness 

MJB 2 Michael J. Berish 

MJB 3 Michael J. Berish 

MJB 4 Michael J. Berish 

MJB 5 Michael J. Berish 

MJB 6 Michael J. Berish 

MJB 7 Michael J. Berish 

MJB 8 Michael J. Berish 

DSH 1 Donald S. Hoch 

DSH 2 Donald S. Hoch 

DAK 1 Douglas A. K r a l l 

DAK 2 Douglas A. K r a l l 

Date 
I d e n t i f i e d 

3/27/95 

3/27/95 

3/27/95 

3/27/95 

3/27/95 

3/27/95 

3/27/95 

3/21/95 

3/21/95 

3/21/95 

3/21/95 

Date 
Admitted Subject 

3/27/95 Sp e c i a l i z e d Data Produced 
For The Operating Budget 

3/27/95 Cost Areas - September 1, 
1994 

3/27/95 1995 Budget Preparation 
Schedule 

3/27/95 Budget Item Codes 

3/27/95 Operating Budget Data 
12-Months Ended September 
30, 1995 

3/27/95 E l e c t r i c Operating Budget 
Data By Quarters 12-Months 
Ended September 30, 1995 

3/27/95 Estimated Cost Of The 
Voluntary E a r l y Retirement 
Program 

3/21/95 Service L i f e Study 

3/21/95 Future Plant Estimation 
Process 

3/21/95 1994-95 Construction Budget 

3/21/95 1995-96 Construction Budget 
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PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Exhibit 
Number 

DAK 3 

DAK 4 

JJS 1 

JJS 2 

JMK 1 

JMK 2 

JMK 3 

OGK 1 

Witness 

Douglas A. K r a l l 

Douglas A. K r a l l 

John J. S l i v k a 

John J. S l i v k a 

Joseph M. Kleha 

Joseph M. Kleha 

Joseph M. Kleha 

O l i v e r G. Kasper 

Date 
I d e n t i f i e d 

3/21/95 

3/21/95 

3/23/95 

3/23/95 

3/23/95 

3/23/95 

3/23/95 

3/28/95 

Date 
Admitted Subject 

3/21/95 Adjustment To The 1994-95 
And 1995-96 C a p i t a l 
Construction Budget 

3/21/95 Proposed D e a c t i v a t i o n Dates 
For F o s s i l And Hydro 
Generating Plants 

3/23/95 Annual Sales By Customer 
Class 

3/23/95 A f f i d a v i t of John J. S l i v k a 

3/23/95 Cost A l l o c a t i o n Study Test 
Year Ended September 30, 
1994 

3/23/95 Cost A l l o c a t i o n Study Test 
Year Ended September 30, 
1995 

3/2 3/95 D i s t r i b u t i o n 
S u b f u n c t i o n a l i z a t i o n / 
C l a s s i f i c a t i o n Studies; 
A l l o c a t i o n Of Meter Costs 

3/28/95 Supplement No. 50 To T a r i f f 
E l e c t r i c - Pa. P.U.C. No. 
200 

-9-



Exhibit 
Number 

OGK 2 

OGK 3 

OGK 4 

JFS 1 

JFS 2 

PRM 1 

TSL 1 

PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Witness 

O l i v e r G. Kasper 

O l i v e r G. Kasper 

O l i v e r G. Kasper 

John F. Si p i c s 

John F. Si p i c s 

Paul R. Moul 

Thomas S. LaGuardia 

Date 
I d e n t i f i e d 

3/28/95 

3/28/95 

3/28/95 

3/23/95 

3/23/95 

3/21/95 

3/30/95 

TSL 2 Thomas S. LaGuardia 3/30/95 

Date 
Admitted Subj ect 

3/28/95 Digest Of Proposed Changes 
Requested I n Supplement No. 
50 t o T a r i f f E l e c t r i c - Pa. 
P.U.C. No. 200 

3/28/95 A l l o c a t i o n Of Proposed Rate 
Increase 

3/28/95 Cost Of Service Analysis Of 
EDI/IDI Programs 

3/23/95 PP&L Load And Capacity 
Forecast 1994-2003 

3/23/95 1993-94 Winter Forecast 
Conditions vs. Annual 
Conditions 

3/21/95 Schedules Concerning F a i r 
Rate Of Return 

3/30/95 Dismantling Cost Study For 
The Holtwood, Sunbury, 
Martins Creek, Brunner 
I s l a n d and Montour Steam 
E l e c t r i c S t a t i o n s 

3/30/95 Decommissioning Cost Study 
For The Susquehanna Steam 
E l e c t r i c S t a t i o n , U n i t s 1&2 
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PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Exhibit 
Number 

CDB 1 

Witness 

Clyde D. Beers 

REBUTTAL EXHIBITS: 

MJB-9 

MJB-10 

MJB-11 

MJB-12 

MJB-13 

Michael J. Berish 

Michael J. Berish 

Michael J. Berish 

Michael J. Berish 

Michael J. Berish 

Date 
I d e n t i f i e d 

3/21/95 

5/24/95 

5/24/95 

5/24/95 

5/24/95 

5/24/95 

Date 
Admitted 

3/21/95 

5/24/95 

5/24/95 

5/24/95 

5/24/95 

5/24/95 

MJB-14 Michael J. Berish 5/24/95 5/24/95 

Subject 

P r e l i m i n a r y A c t u a r i a l 
Report For F i s c a l Year 
Ending December 31, 1995 
And Plan Year Beginning 
January 1, 1995 

News Release - A p r i l 27 -
DER, PP&L Sign Innovative 
Environmental Agreement 

Excerpt - Implementation 
Plan For The PP&L 1994 
S t r a t i f i e d Management And 
Operations Audit 

Environmental Remediation 
Expense 

On Track Payment Program 
Expense Claim 

C a l c u l a t i o n Of H i s t o r i c 
Test Year And Future Test 
Year Amounts For D e f e r r a l 
And A m o r t i z a t i o n Of 
Refueling Outage Costs 

Pension Data 1987-98 
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PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Exhibit 
Number Witness 

MJB-15 Michael J. Berish 

MJB-16 Michael J. Berish 

MJB-17 Michael J. Berish 

DSH-3 Donald S. Hoch 

DSH-4 Donald S. Hoch 

DAK-5 Douglas A. K r a l l 

DAK-6 Douglas A. K r a l l 

JJS-2 John J. S l i v k a 

JJS-3 John J. S l i v k a 

Date 
Id e n t i f i e d 

5/24/95 

5/24/95 

5/24/95 

5/23/95 

5/23/95 

5/23/95 

5/23/95 

5/25/95 

5/25/95 

Date 
Admitted Subj ect 

5/24/95 Be n e f i t Data - Future Test 
Year Expense 

5/24/95 Susquehanna Outage H i s t o r y 

5/24/95 Supplemental Response To 
OCA-IV-59 

5/23/95 Susquehanna Depreciation 

5/23/95 General Plant Account 
Am o r t i z a t i o n 

5/23/95 Martins Creek 1&:2 Continued 
Operation vs. Retirement 
(1994) 

5/23/95 Martins Creek 1&2 Continued 
Operation vs. Retirement 
(1995) 

5/25/95 1986-2006 Data -
Re s i d e n t i a l Customers On 
Demand Management Programs 

5/25/95 1985-2006 Data - Average 
Number Of Customers By 
Customer Class ( I n t e g r a t e d 
Forecast) 
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PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Exhibit 
Number 

JJS-4 

JJS-5 

JJS-6 

JJS-7 

JJS-8 

JJS-9 

JJS-10 

JJS-11 

Witness 

John J. S l i v k a 

John J. S l i v k a 

John J. S l i v k a 

John J. S l i v k a 

John J. S l i v k a 

John 

John 

J. S l i v k a 

J. S l i v k a 

John J. S l i v k a 

Date 
I d e n t i f i e d 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

Date 
Admitted Subject 

5/25/95 1985-2006 Data - Average 
Number Of Customers By 
Customer Class (Base Case 
Forecast) 

5/25/95 1985-2006 Data - Annual 
Sales By Customer Class 
( I n t e g r a t e d Forecast) 

5/25/95 1985-2006 Data - Annual 
Sales By Customer Class 
(Base Case Forecast) 

5/25/95 1994-97 Demand Changes Due 
To Cogeneration, Off Peak 
Systems And Marketing 

5/25/95 1994-97 Hourly Loads Under 
Scenarios And Diff e r e n c e 
From Rate Base 

5/25/95 1986-94 Data - Customers 
With RTS Heating 

5/25/95 1985-94 Customer Class 
Heating And Cooling Season 
System Peaks 

5/25/95 1981-94 January/February 
Weekday Peaks 
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PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Exhibit 
Number Witness 

JJS-12 John J. S l i v k a 

JMK-4 Joseph M. Kleha 

OGK-5 O l i v e r G. Kasper 

OGK-6 O l i v e r G. Kasper 

OGK-7 O l i v e r G. Kasper 

OGK-8 O l i v e r G. Kasper 

OGK-9 O l i v e r G. Kasper 

OGK-10 O l i v e r G. Kasper 

OGK-11 O l i v e r G. Kasper 

Date 
I d e n t i f i e d 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

5/25/95 

Date 
Admitted Subj ect 

5/25/95 1991-94 Winter Peak Hour 
Demands By Class 

5/25/95 Curtailment Summary 

5/25/95 RS Rate Design Using OTS 
Customer's Charge And Two 
Energy Steps 

5/25/95 Losch B o i l e r Sales & 
Service Company v. PP&L -
Opinion L e t t e r Of The PUC 
S t a f f 

5/25/95 CEPFOD's Responses To 
PP&L's Data Requests 

5/25/95 Single RTS Customer 
Compari son (Examp1e) 

5/25/95 Rate Schedule RTS-Letters 
And Supporting Documents 

5/25/95 I n t e r r u p t i b l e Customers 
H i s t o r i c And Proposed 
Average Cents Per KWH 

5/25/95 I n t e r r u p t i b l e B i l l 
C a l c u l a t i o n 
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PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Exhibit 
Number 

OGK-12 

OGK-13 

JFS-3 

JFS-4 

JFS-5 

JFS-6 

JFS-7 

PRM-2 

Witness 

O l i v e r G. Kasper 

O l i v e r G. Kasper 

John F. Sipi c s 

John F. Si p i c s 

John F. Si p i c s 

John F. Si p i c s 

John F. Si p i c s 

Paul R. Moul 

Date 
I d e n t i f i e d 

5/25/95 

5/25/95 

5/26/95 

5/26/95 

5/26/95 

5/26/95 

5/26/95 

5/23/95 

Date 
Admitted 

5/25/95 

5/25/95 

5/26/95 

5/26/95 

5/26/95 

5/26/95 

5/26/95 

5/23/95 

Subject 

Months Ended December 1994 
Average Price For 
I n d u s t r i a l And Commercial 
Customers 

Demand-Side Management 
(DSM) A l l Ratepayers 
Analysis Of EDI/IDI 
Programs 

1991-95 PP&L Planned And 
Actual Winter Reserve 
Requirement 

Excess Capacity 
Ca l c u l a t i o n s 

L i m i t a t i o n s On A v a i l a b i l i t y 
Of Capacity Resources 
Represented By 
I n t e r r u p t i b l e Load 
Customers 

Excess Capacity 
Calculations 

Determination Of PJM 
Forecast D i v e r s i f i e d 
Planning Period Peaks 

Fai r Rate Of Return 

-15-



PENNSYLVANIA POWER & LIGHT COMPANY 

DOCKET NO. R-00943271 

TESTIMONY AND EXHIBIT SCHEDULE 

Exhibit 
Number 

PRM-3 

PRM-4 

WHH-1 

WHH-2 

WHH-3 

WHH-4 

Witness 

Paul R. Moul 

Paul R. Moul 

W i l l i a m H. 
Hieronymus 

W i l l i a m H. 
Hieronymus 

W i l l i a m H. 
Hieronymus 

W i l l i a m H. 
Hieronymus 

Date 
Id e n t i f i e d 

5/23/95 

5/23/95 

5/26/95 

5/26/95 

5/26/95 

5/26/95 

Date 
Admitted 

5/23/95 

5/23/95 

5/26/95 

5/26/95 

5/26/95 

5/26/95 

Subj ect 

F a i r Rate Of Return 

F a i r Rate Of Return 

C a l c u l a t i o n Of Reserve 
Margins 

Major Data Inputs And 
Sources For SSES 2 -
Revenue Requirements 
Analysis 

Major Data Inputs And 
Sources For A l t e r n a t i v e 
Coal Plant Revenue 
Requirements Analysis 

Net B e n e f i t s To PP&L 
Ratepayers From SSES 2 

PP&L Cross Examination E x h i b i t 

1 6/7/95 6/7/95 Excerpt Of D i r e c t Testimony 
of Matthew I . Kahal and MIK 
5 And 7 Regarding Avoided 
Cost/Contract Cost-
Effectiveness 
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APPENDIX B 

SUMMARY STATEMENTS OF RATE BASE AND INCOME 



PENNSYLVANIA POWER & LIGHT COMPANY 

C-l 
Various 

(Revised 5/12/95) 

Measures of Value and Rates of Return 
As of September 30,1995 

(Thousands of Dollars) 

Line 
No. Description 

Electric Plant 

Electric plant in service (C-2) 
Reserve for depreciation (C-2) 

Net Electric Plant in Service 

Additions and Deductions 

Total 
Company 

Original Cost 
PPUC 

Jurisdictional 
(Exhibit JMK 2) 

$9,607,472 
2,860,571 
6,746,901 

$8,196,706 
2,477.122 
5,719,584 

4 Pollution control projects (C-3) 
5 Retirements associated with pollution 

control projects (C-3) 
6 Net Additions and Deductions 
7 Total Electric Plant (net) 

Working Capital 
8 Cash working capital (C^) 
9 Fuel stock and materials 

and operating supplies (C-5) 
10 Total Working Capital 

Deductions 
11 Accumulated deferred taxes on income (C-6) 
12 Customer advances for construction (B-l) 
13 Customer deposits (B-I) 
14 Total Deductions 

15 Measures of Value (net) 

15,274 

(414) 
14,860 

6,761,761 

226,697 
226,697 

1,107,512 
40 

1,106 

1,108,658 

$5,879,800 

12,723 

(345) 
12,378 

5,731,962 

188,808 
188,808 

901,916 
40 

1.106 

903,062 

$5,017,708 

Pro forma return at present rates 
16 Amount (D-l, col. 4) 
17 Percent 

365,276 
7.28% 

Pro forma return at proposed rates 
18 Amount (D-l, col. 6) 
19 Percent 

508,929 
10.14% 



C-4 
Page 1 

R. J. Bernini 
(Revised 5/12/95) 

PENNSYLVANIA POWER & LIGHT COMPANY 

Cash Working Capital 
As of September 30.1995 

(Thousands of Dollars) 

Line 
No. Description Amount 

1 Operation and maintenance expense (C-4, pg. 2) $ 17,683 

2 Average prepayments (C-4, pg. 3) 14,416 

3 Accrued taxes (C-4, pg. 4) (190) 

4 Interest payments (C-4, pg. 5) (31,072) (a) 

5 Preferred dividend payments (C-4, pg. 6) (837) 

6 Total cash working capital requirement $ 

(a) Interest offset adjusted to get working capital to zero. 

I 



£ ^ Page 2 
R. J. Bernini 

(Revised 5/12/95) 

PENNSYLVANIA POWER & LIGHT COMPANY 

Working Capital Required for Operation and Maintenance Expenses 
As of September 30.1995 
(Thousands of Dollars) 

The Company bills its customers every month. On this basis, there is a considerable span of days between the 
time electricity is furnished to a customer and the time the customer pays for such electricity. 

In many instances the Company must pay its bills for payroll, fuel and other operating expenses prior to 
the time it is able to collect the amount due for the service producing such expenses. Thus, the Company has examined 
its records to detennine, as to the major categories of expense, the average span of days which exists between the 
time an expense is incurred and the time it must be paid. Schedule C-4, page 2, of Exhibit Historic 1 sets forth the 
individual components which result in the days lag between payment of expenses and receipt of the related revenues 
employed in the determination of the working capital required for pro forma operating and maintenance expense for 
the test year ended September 30, 1995. 

Line 

No^ Description ' Amount 

t Pro forma operation and maintenance expense (a) $ 1,574,289 

2 Operating expense per day (line 1 - 365 days) $4,313 

3 Average lag in days between payment of operating expenses 
and receipt of revenue (b) 4.1 

4 Working capital requirement (line 2 x line 3) _$ 17,683 

(a) Pro forma operation and maintenance expense 
(D-l) $ 1,591,221 

Less: Non-cash items 
Uncollectible accounts expense per budget (B-4) 16,932 

Total pro forma O&M expense $ 1,574,289 

(b) See Exhibit Historic 1, Schedule C-4, page 2. 



r 

I - ' PENNSYLVANIA POWER & LIGHT COMPANY 

Average Prepayments 
As of September 30,1995 

(Thousands of Dollars) 

Line Insurance 
NRC 

Annual 
PUC 

Annual 
No. Month Nuclear Other Fee Assessment Postage Other Total 

1 September 1994 $2,245 $1,641 $0 $2,321 $242 $2,043 $8,492 

2 October 1,937 1,244 0 2,063 184 2,756 $8,184 

3 November 2,889 802 462 1,805 87 1,829 $7,874 

4 December 2,306 2,753 0 1,547 191 1,518 $8,315 

5 January 1995 3,297 5,697 0 1,290 112 2,231 $12,627 

6 February 2,714 5,266 444 1,032 74 1,292 $10,822 

7 March 2,693 4,857 0 774 156 68,114 $76,594 

8 April 2,391 4,476 907 516 163 2,034 $10,487 

9 May 2,089 4,033 426 258 185 1,121 $8,112 

10 June 1,827 3,633 0 3,309 173 209 $9,151 

11 July 1,519 3,194 0 3,033 132 1,135 $9,013 

12 August 1,210 2,748 0 2,758 157 2,143 $9,016 

13 September 2,321 2,338 0 2,461 178 1,428 $8,726 

14 Total 
Prepayments $29,438 $42,682 $2,239 $23,167 $2,034 $87,853 $187,413 

15 Monthly Average $2,264 $3,283 $172 $1,782 $156 $6,758 $14,416 
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PENNSYLVANIA POWER & LIGHT COMPANY 

Accrued Taxes 
As of September 30.1995 
(Thousands of Dollars) 

(a) PA gross receipts tax 
Amount per D-18, pg. 3 
Amount due to proposed increase (D-19, pg. 5) 

TOTAL 

(b) PA capital stock tax 
Amount applicable to electric operations (D-18, pg. 2) 
Amount applicable to proposed increase (D-19, pg. 5) 

TOTAL 

$99,940 
11,512 

'• '̂Sl 11,452 

line 
No. Descriotion Amount 

12-Month 
Accrued 

Factor (ci 
Accrued 
Taxes 

1 Federal income tax (D-l, line 6, 
col. 3 + col. 5) $256,992 -6.72% $(17,270) 

2 PA income tax (D-l, line 7, col. 3 + col. 5) 90,588 -11.72% (10,617) 

3 PA gross receipts tax (a) 111,452 22.87% 25,489 

4 PA capital stock tax (b) 37,873 -11.72% (4,439) 

5 PA public utility realty tax (D-l 8, pg. 4) 45,750 14.53% 6,647 

6 Total Accrued Taxes $(190) 

$36,041 
1,832 

$37,873 

(c) The 12 month average factor represents, in the case of Federal and State income tax and public utility 
realty tax, the portion ofthe tax liability which is available to the Company for the payment of other costs. 
This situation exists since revenue is available from customers prior to payment dates ofthe tax. The 
factors for the other Pennsylvania taxes represent the portions of those tax liabilities which must be 
provided by the Company due to payment ofthe taxes before the revenue is available from customers. 
Exhibit Historic 1, Schedule C-4, pages 7 through 12 reflect the computation of such factors. 



PENNSYLVANIA POWER & LIGHT COMPANY 

Interest Payments 
As of September 30. 1995 

(Thousands of Dollars) 

Line 

No. Description 

1 Measures of value at September 30,1995 (C-l) 

2 Long-term debt ratio (B-9) 

3 Embedded cost of long-term debt (B-9) 

4 Pro forma interest (line 1 x line 2 x line 3) 

5 Daily amount (line 4 : 365) 

6 Days to mid-point of interest payments 

7 Less: Revenue lag days 

8 Interest payments lag days (line 6 - line 7) 

9 Total interest payments (line 5 x line 8) 

90 

35.6 

C-4 
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Amount 

$ 5,879,800 

46.53% 

7.97% 

$ 218,049 

$ 597 

54.4 

32,477 



PENNSYLVANIA POWER & LIGHT COMPANY 

Preferred Dividend Payments 
As of September 30.1995 

(Thousands of Dollars) 

Line 
No., Description 

1 Measures of value at September 30, 1995 (C-l) 

2 Preferred stock ratio (B-9) 

3 Embedded cost of preferred stock (B-9) 

4 Pro forma dividends (line 1 x line 2 x line 3) 

5 Daily amount (line 4 : 365) 

6 Days to midpoint of dividend payments 

7 Less: Revenue lag days 

8 Dividend payments lag days (line 6 - line 7) 

9 Total preferred dividend 
payments (line 5 x line 8) 

45 

35.6 

C^ 
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Amount 

$ 5,879,800 

7.59% 

7.31% 

$32,623 

$89 

9.4 

$837 



PENNSYLVANIA POV> & LIGHT COMPANY 

Operating Income 
Pro Forma at Present and Proposed Rates 

Year Ended September 30. 1995 
(Thousands of Dollars) 

(1) (2) (3) (4) (5) 
PPUC Jurisdictional 

(6) 

Line 
No. Per Budget 

Adjustments 
(0-2) 

Pro Forma at 
Present Rates 

Pro Forma at 
Present Rates 

(Exhibit JMK 2) 

Rate 
Increase 

(D-19. Pe 51 

Pro Forma 
at Proposed 

Rates 

1 Operating Revenues $2,757,934 $ 8,739 $ 2,766,673 $ 2,401,887 $ 261,635 $ 2,663,522 

2 
Operating Expenses 

Operation and Maintenance 1,511,326 79,895 1,591,221 1,375,408 $ 1,375,408 

3 Depreciation 339,837 43,550 383,387 320,797 - 320,797 

4 Regulatory Debits/Credits (36,348) - (36,348) (2938) - (2938) 

5 
Provision for Taxes 

Taxes Other Than Income 204,772 (1,413) 203,359 186,536 13,344 199,880 

6 
7 

Income Taxes 
Federal 
State 

193,011 
70,411 

(13,370) 
(7,110) 

179,641 
63,301 

153,502 
54,091 

77,351 
27,287 

230,853 
81,378 

8 Deferred Income Taxes (24,096) 646 (23,450) (15,424) - (15,424) 

9 Investment Tax Credit (11,037) 928 (10,109) (8,625) (8,625) 

10 Total Taxes 433,061 (20,319) 412,742 370,080 117,982 488,062 

11 Gain from Disposition of Emission Allowances (486) 0 (486) (466) (466) 

12 Total Operating Expenses 2,247,390 103,126 2,350,516 2,036,611 . 117,982 2,154,593 

13 Operating Income $ 510,544 (94,387) $ 416,157 $ 365,276 $ 143,653 $ 508,929 
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BEFORE THE 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 

PENNSYLVANIA PUBLIC UTILITY 
COMMISSION, ET AL. 

v. 

PENNSYLVANIA POWER & LIGHT 
COMPANY 

DOCKET NO. R-00943271 

CERTIFICATE OF SERVICE 

I hereby c e r t i f y t h a t I have t h i s day served a copy of the 
foregoing document upon the p a r t i c i p a n t s l i s t e d below, i n accordance w i t h 
the requirements of Section 1.54 ( r e l a t i n g t o service by a p a r t i c i p a n t ) . 

BY HAND DELIVERY 

Tanya J. McCloskey, Esquire 
O f f i c e of Consumer Advocate 
14 2 5 Strawberry Square 
Harrisburg, PA 17120 

Johnnie E. Simms, Esquire 
O f f i c e of T r i a l S t a f f 
Pennsylvania Public U t i l i t y 

Commission 
P i t n i c k Bldg. - 3rd Floor 
901 N. 7th S t r e e t - Rear 
Harrisburg, PA 17102 

Karen O i l l Moury, Esquire 
O f f i c e of Small Business Advocate 
Suite 1102, Commerce B u i l d i n g 
300 North Second Str e e t 
Harrisburg, PA 17101 

David M. Kleppinger, Esquire 
McNees Wallace & Nurick 
100 Pine S t r e e t 
P.O. Box 1166 
Harrisburg, PA 17108-1166 

James P. Melia, Esquire 
K i r k p a t r i c k & Lockhart 
240 North T h i r d St 
Harrisburg, PA 17 . 

Wayne M. Thomas, Esquire 
Kohn, Nast & Graff, P.C. 
1101 Market S t r e e t , 24th Floor 
P h i l a d e l p h i a , PA 19107 

Joan 0. Brandeis, Esquire 
Schnader, Harrison, Segal & Lewis 
Suite 3600 
1600 Market St r e e t 
P h i l a d e l p h i a , PA 19103-4252 

Kenneth Z i e l o n i s , Esquire 
Stevens & Lee 
208 North 3rd S t r e e t , Suite 310 
Harrisburg, PA 17101 

Robert P. Haynes, I I I , Esquire 
Mette, Evans & Woodside 
3401 N. Front S t r e e t 
Harrisburg, PA 17110-0950 
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BY FEDERAL EXPRESS 

Stephen J. Selden, Esquire 
A s s i s t a n t General Counsel 
Bethlehem Steel Corporation 
Eighth & Eaton Avenues 
Bethlehem, PA 18 016 

E r i c J. Epstein 
2308 Brandywine Drive 
H a r r i sburg, PA 17110 

David A. McCormick, Esquire 
General Attorney 
O f f i c e of the Judge Advocate 

General 
901 North S t u a r t S t r e e t 
A r l i n g t o n , VA 22203-1837 

D. Jane Drennan, Esquire 
Drennan & Associates 
1216 16th S t r e e t , N.W. 
Washington, D.C. 20036 

Craig Kuennen 
Commission on Economic Opportunity 
211 S. Main St r e e t 
Wilkes-Barre, PA 18701-1596 

Alan J. Barak, Esquire 
Mid A t l a n t i c Energy P r o j e c t 
Energy Law C l i n i c 
3700 Vartan Way 
Harrisburg, PA 17110 

Dated: June 16, 1995 
Thomas P. Gadsden 
Counsel f o r Pennsylvania Power 
& L i g h t Company 


