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Please state your full name and business address.

John F. Sipics, Two North Ninth Street, Allentown, Pennsylvania 18101.

By whom are you employed and in what capacity?
| am the President of PPL Electric Utilities Corporation (“PPL Electric” or the

“Company”).

What is your educational background?

| graduated from Lehigh University in 1970,.with a Bachelor of Science Degree
in electrical engineering. I received a Master of Science Degree in electrical
engineering from Lehigh University in 1977. From 1976 through 1981, | was
adjunct lecturer in the Electrical Engineering Department at Lehigh University.
| am a registered professional engineer in the Commonwealth of

Pennsylvania.

How long have you been employed by PPL Electric and in what capacities?

| was initially employed by PPL Electric as an Engineer in the System Planning

Department in 1970. | progressed to Project Engineer before transferring to

the System Operating Department in 1974. After a promotion to Operations
Coordinator in 1976, | returned to System Planning as a Senior Project
Engineer and served in various sections of System Planning until my
appointment as Manager-Resource Planning in May 1989. In September

1993, | was promoted to the position of Manager-System Operation. In



10
11
. 12
13
14
15
16
17
18
19
20
21

22

November 1994, | was promoted to General Manager-Power Systems
Support. In 1997, when Pennsylvania became one of the first states to open
its electricity market to competition, as vice-president of PPL'’s retail energy
supply group, | organized PPL’s entry into the competitive retail electricity
supply business. In October 1998, | was named Vice President of Delivery
Services and Economic Development (later renamed Regulatory Support) in
the Company's electricity delivery business. In March 1999, | also was
appointed President of PPL's natural gas delivery business. In October 2001,
| became Vice President-Asset Management for PPL Electric. In October
2003, | was named President of PPL Electric and Chief Execufive Officer of

PPL Gas Utilities.

Mr. Sipics, briefly describe the subject matter of your testimony in this
proceeding.

| will discuss three principal topics. First, | will explain PPL Electric’s current
financial condition and how it has deteriorated since the Company's last base
rate increase in 1995. Second, | will describe PPL Electric’s successful
management initiatives to control costs while maintaining high quality and
reliable service. Third, | will provide my perspective on this case and how
important it is to the future success of electric utility industry restructuring in

Pennsylvania.

Are you sponsoring any exhibits in PPL Electric’s filing?
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| am sponsoring the Statement of Reasons which is included as Section A of

Exhibit Future 1.

Please describe PPL Electric’'s current financial condition.

In calendar year 2003, PPL Electric earned approximately $40 million, which
equates to a return on equity of less than 2%. Return on equity is expected to
decline to about 1% in 2004. To put these returns in perspective, the
Commission’s order in the Company’s 1995 base rate case allowed an

opportunity return on equity of 11.5%.

Why has PPL Electric's financial condition deteriorated to this extent?

This inadequate earnings performance results from the combined impact of
two factors: (1) the caps on PPL Electric’s retail rates, and (2) iﬁcreases in the
costs of p-roviding regulated distribution service. PPL Electric agrees that rate
caps were an integral part of the electric restructuring process in
Pennsylvania. And, in its 1998 restructuring settiement, the Company agreed
to cap the sum of its transmission and distribution rates at 1997 levels through
the end of 2004. In PPL Electric’s case, its 1997 rates were set by the
Commission’s final order in the Company’s 1995 base rate case. Because the
1995 rate increase was, in large measure, offset by decreases in energy costs
experienced prior to that case, the Company’s 1995 rates’were essentially

equal to rates established in 1986. As a practical matter, the Company's retail
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rates have remained essentially unchanged since 1986, a period of rate

stability extending almost 20 years.

What has happened to the costs of doing business over that time period?
Although PPL Electric’s rates have remained stable since 1986, its costs of
doing business have continued to grow. Each of us has seen significant cost
increases in our daily lives. If there had not been any price increases in other
goods and services since 1986, a loaf of bread would cost only 56¢; a
Hershey bar would cost 40¢; and you could mail a letter for 22¢. Looking
specifically at the electric utility business, since 1986, the cost to buy a pole
has increased 85%; the price of a line truck has increased 50%; and the
Company's health care costs for employees have increased by 150%. The
result of these significant cost increases in a rate cap environment has been
the decline in PPL Electric's earnings to a return on equity of less than 2%, as

| mentioned earlier.

What has been PPL Electric’s response to this situa!tion?

First and foremost, we have not wavered in our commitment to maintaining
high quality and reliable service to our customers. We are not willing to
reduce costs if that reduction would, in any way, jeopardize our operations. To
ensure continuation of our high quality and reliable service, we have invested
over $800 million in capital improvements since 1899. These capital

improvements include system expansions, facility upgrades, facility
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replacements and new technologies. We also have maintained the same
number of front-line forces performing lineman and electrical work as we had
in 1990. And we are hiring and training additional employees in these front-
line field positions, with 35 lineman helpers and 28 electrician helpers currently
in training. None of these increased costs currently are reflected in the

Company's retail rates.

Do you believe that PPL Electric has been successful in its commitment to
maintain high quality and reliable service?

Yes. The Commission and the electric utility industry in general use three
indices to assess the reliability of an electric utility's service. These indices
are CAIDI (Customer Average Interruption Duration index), SAIDI (System
Average Interruption Duration Index) and SAIFI (System Average Interruption
Frequency Index). As measured by those reliability indices, PPL Electric has
maintained high quality and reliable service throughout the transmission and
distribution rate cap period and, except for one year, has met all PUC reliability
standards. In the few instances when one of the indices declined, the
Company focused on that aspect of its performance, determined the cause for
the decline, and implemented appropriate initiatives to improve. PPL Electric
continually monitors its overall performance and recently created a team to
assess the integrity of its system during storms. The Company has met, and
will continue to meet, its ongoing commitment to provide continuous, reliable,

safe and dependable electric service to its customers.
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Are there other indications that PPL Electric’'s commitment to high quality and
reliable service has been successful?

Yes. As discussed in the Statement of Reasons, PPL Electric has received
numerous awards from J. D. Power and Associates for customer satisfaction
in both the midsize business customer sector and the residential customer
sector. And, in 2001, 2002 and 2003, PPL Electric ranked highest among
combined gas-electric utilities nationwide in the American Customer
Satisfaction Index. Customer opinion research shows that 88% of our
customers rank PPL Electric above averége as an electric service provider.
On a scale of 1 to 10 with “10” defined as “outstanding,” PPL Electric received
an overall satisfaction score of 8.3. In response to the question, "How does
the term ‘reliable electric service’ describe PPL Electric,” customers scored

PPL Electric at 8.7 on a scale of 1 to 10 with “10” defined as “perfectly.”

In addition to maintaining its commitment to high quality and reliable service,
how did management respond to these cost increases in a rate cap
environment?

We managed our costs in a very focused and disciplined way. Specifically, we
pursued an aggressive program of cost effective operations in three areas.
First, we made targeted reductions in our staffing levels. When the electric
utility industry was restructured in 1999, the Company had approximately
3,800 employees; it now has approximately 3,000. In June 2002, PPL Electric

eliminated 243 paositions, but none of these positions were in field operations.
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In fact, as | mentioned earlier, the Company has the same number of front line
forces performing lineman and electrical work as it had in 1990. Second, we
utilized new technology to manage costs. One example discussed in the
Statement of Reasons is the Work Management System which manages
workflow more effectively. Another example is the Automated Meter Reading
("AMR") system. The AMR project required the Company to replace current
meters with sophisticated AMR meters for all 1.3 million of its customers.
These AMR meters will reduce our costs and will provide an excellent platform
for future initiatives in the competitive electric supply market. Third, we
reviewed, and where appropriate modified, our business processes.

Examples set forth in the Statement of Reasons include implementation.of a
maintenance priority system, increased utilization of existing infrastructure and

installation of a new customer information system.

In your opinion, has PPL Electric been effective in managing its business over
the past 20 years?

Yes. The results speak for themselves. PPL Electric’s rates have remained
essentially unchanged since 1986. During that nearly 20-year period of rate
stability, we were able to maintain high quality and reliable service as
evidenced by reliability indices and industry awards. Moreover, PPL Electric’s
rates compare favorably with other electric utilities. A PPL Electric residential
customer using 900 KWH of electricity per month pays 11.6% less thanl the

Pennsylvania average; 24% less than Mid-Atlantic average; and 6.3% less
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than the national average for electric service. More fundamentally, we have

not lost sight of our obligation to be a good corporate citizen and a vital part of

.the communities we serve. As detailed in the Statement of Reasons, the

Company has played a vital role in bringing a significant number of jobs to its
service area. PPL Electric has offered innovative and effective programs to
assist its customers who experience problems with their ability to pay their

electric bill.

. How should the Commission reflect this mariagement effectiveness in

consideration of the Company's request for a distribution rate increase?

The Company’s rate of return expert, Paul R. Moul, recommends, in
Statement No. 9, that the Company be allowed an opportunity to earn a rate of
return on common equity of 11.50%. This recommendation is at the upper
end of the range of equity returns developed in his study. In my opinion, PPL
Electric's management effectiveness over nearly a 20-year period is one of
several considerations that support a return on equity finding at the high end

of Mr. Moul's range, that is, an 11.50% return on equity.

Mr. Sipics, what is your overall perspective on this rate increase request?
This is a unique and important proceeding because it is the first distribution-
only rate case filed by a major Pennsylvania electric distribution company

since restructuring of the electric utility industry in the Commonwealth.
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Has the unique nature of this case been reflected in PPL Electric’s filing?
Yes. Recognizing the results of restructuring the electric utility industry, this
filing has been prepared on the basis of a distribution-only business, as
described in more detail in Statement No. 5, the direct testimony of Joseph M.
Kleha. Excluded from the filing are financial data related to operations subject
to the jurisdiction of the Federal Energy Regulatory Commission ("FERC");
operations related to generation; operations related to Provider of Last Resort
(“POLR”) service; and the recovery of stranded costs. In addition, the filing |
includes several pricing proposals that move the Company's rate design from
rates set on a usage basis toward rates set on a demand or customer basis.
As explained by Douglas A. Krall, in Statement No. 4, this proposed approach
to designing rates more accurately reflects the fact that costs incurred by a

distribution-only company tend not to vary with customer usage.

Are there other elements of this filing that reflect the changed nature of the
electric utility industry?

Yes. The Company is proposing a Distribution System Improvement Charge
(“DSIC™) to provide for recovery of the fixed costs of new distribution facilities
that go into service between base rate proceedings. PPL Electric also is
proposing a Transmission Service Charge (“TSC") to provide for recovery of
transmission service charges that PPL Electric must pay to the PJM
Interconnection, LLC ("PJM”). And, we have not forgotten the basics. As

discussed in more detail in Statement No. /7, the direct testimony of Timothy R.
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Dahl, PPL Electric is proposing a 23% increase in funding for two programs
created to assist low-income customers. The Compény also is proposing a
Community Betterment Initiative with initial funding from ratepayers and
shareowners of $2 million annually. And, it is proposing to extend customer
funding for the Sustainable Energy Fund at 0.01¢/KWH, or approximately

$3.4 million per year.

In your opinion, how does this filing relate to the restructuring of the electric
utility industry in Pennsylvania?

This distribution rate increase request is the next logical step in that process.
In the settlement of our restructuring case, we agreed to caps on both delivery
rates and generation rates. The transmission and distribution rate cap
temporarily suspended the filing of rate increase requests with the
Commission. However, that rate cap has an explicit termination date. In PPL
Electric's case, the transmission and distribution rate cap ends December 31,
2004, All parties clearly understood that rate increase requests are a normal
part of a regulated utility’s business. We are now at the point in the process
when those requests can be filed. And, as | discussed earlier, PPL Electric’s
financial condition requires that it seek a distribution rate increase to be
effective at the end of the transmission and distribution rate cap period.

Can the Commission reaffirm its strong support of industry restructuring in its

decision in this case?

-10 -
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Yes. This case will give the Commission an opportunity to demonstrate its
support for viable and financially healthy distribution companies as an
important element in the restructured electric utility industry. Although the
restructuring effort focused primarily on the deregulation of generation, the
success of a competitive supply market requires, among other things, reliable
delivery services by regulated distribution companies. The Commission’s
actions in this case will be closely followed by all stakeholders in
Pennsylvania. Moreover, because Pennsylvania is a leader in the
restructuring of the electric utility industry, its actions in this case also will be

followed throughout the country.

Does this conclude your direct testimony?

Yes, it does.

-11-
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years, progressing to the position of Senior Accountant. In General Accounting,
| participated in the maintenance and closing of Pennsylvania Power & Light's
books and records and had primary responsibility for the calculation of the
actual cost components of the Energy Cost Rate, unbilled revenues and the
miscellaneous billing function. Subsequently, | transferred to the Financial
Reporting Department where | remained for nine years. | was promoted to
Accounting Analyst in Financial Reporting and my responsibilities included the
completion and filing of the Annual Report to Shareowners, Forms 10-Q and
10-K for the Securities and Exchange Commission and the FERC Form 1.
Through my experience in General Accounting and Financial Reporting, | was
able to develop a thorough knowledge of accounting and reporting concepts
applicable to the electric utility industry in general and PPL Electric in particular.
In November 1994, | was promoted to the position of Supervisor-- Accounting
Research. In this position, | had responsibility for developing the Company’s
policies regarding open accounting issues applicable to the industry. In
addition, | was significantly involved in special projects, such as transmission
access, stranded costs, and other deregulation issues. In February 1996, | was
promoted to Manager—Financial Support Services and in January 2000 | was
promoted to Director—Financial Support Services, my current position. In this
position, | have primary responsibility for PPL Corporation and its subsidiaries’
(including PPL Electric) financial forecasting, budgeting and business planning

functions.

Are you active in any professional organizations?
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Direct Testimony of Joseph R. Schadt
Please state your name and business address.

Joseph R. Schadt, Two North Ninth Street, Alientown, Pennsylvania 18101.
By whom are you employed and in what capacity?
I am employed by the PPL Services Corporation as Director — Financial

Support Services.

What are your responsibilities as Director ~ Financial Support Services?

‘| am responsible for compiling the corporate operating budget, administering

our functional group (responsibility center) budget control system, and
preparing financial forecasts and various special studies which require

projections of corporate financial performance.

What is your educational background?

| received a Bachelor's Degree in Accounting from Wake Forest University in
May 1979. Upon graduation, | worked for Duke Power Company for two years
in the Accounting Systems and Forecasting departments. In July 1981, | began

working for Pennsylvania Power & Light Company.

How long haye you been employed by PPL or a subsidiary of PPL Corporation,
and in what capacities?
I began my employment with Pennsylvania Power & Light Company as an

Accountant in the General Accounting Department and remained there for four
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| am a past chairman and a current member of the Accounting Standards

Committee of the Edison Electric Institute.

What is the purpose of your testimony?
My testimony will describe the derivation of data used to calculate financial
results for the Historic Test Year ending December 31, 2003 and to project the

financial results for the Future Test Year ending December 31, 2004.

Mr. Schadt, are you sponsoring any exhibits in this proceeding?

Yes, | am sponsoring portions of the following: Exhibit Regs. Part [, a multi-
page document entitled "General Information"; Exhibit Regs. Part Il, a multi-
page document entitled "Primary Statements of Rate Base and Operating
Income"; Exhibit Regs. Part Ill, a multi-page document entitled "Rate of
Return”, Exhibit Regs. Part V, a multi-page document entitled "Plant and
Depreciation Supporting Data, Including Related Depreciation Study Report”;
Exhibit Regs. Part VI, a multi-page document entitled “Unadjusted Comparative
Balance Sheets and Operating Income Statements"; Exhibit Regs. Section
53.52, a multi-page document entitled "Information in Response to Section
53.52 of the Commission Regulations”; Exhibit Historic 1, a multi-page
document entitled "Summary of Measures of Value & Rate of Return for the
Year Ended December 31, 2003"; and Exhibit Future 1, a multi-page document
entitled "Summary of Measures of Value & Rate of Return for the Year Ending

December 31, 2004."
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Please explain how and why the foregoing exhibits were prepared.
With regard to Exhibit Regs. |, H, 1ll, V and VI, Section 53.53 of the
Commission's regulations requires that all electric utilities seeking a general
rate increase in revenues exceeding $1,000,000 must provide specific
responses to about 100 questions. The regulation categorizes these questions
into six parts as follows:
I General Information--Electric Utilities
1. Primary Statements of Rate Base and Operating Income
1. Rate of Return
IV.  Rate Structure and Cost Allocation
V. Plant and Depreciation Supporting Data, including Related
Depreciation Study Report
Vi Unadjusted Comparative Balance Sheets and Operating Income
Statements

PPL Electric's responses to the questions follow the same pattern.

Thus, responses to pertinent questions regarding general information are found

in Exhibit Regs. |, "General Information." Responses to questions regarding
primary statements of rate base and operating income are found in Exhibit
Regs. ll, "Primary Statements of Rate Base and Operating Income," and so
forth.

Generally, PPL Electric's responses to the questions reflect unadjusted
book data for the histo_ric year and unadjusted projected data for the future test
year. The various ratemaking adjustments are reflected in Exhibit Historic 1

and Exhibit Future 1, respectively.
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Individuals responsible for the response to a particular question are
noted in the upper right-hand corner of the page on which the question is
stated. If more than two individuals were involved in the preparation of a
response, the notation is "Various.”

With regard to Exhibit Regs. Section 53.52, the Commission's
regulations also provide that in addition to the questions set forth in Section
53.53, utilities seeking a rate increase must also provide responses to the
questions set forth in Section 53.52. PPL Eleciric's responses to the questions
set forth in Section 53.52 are found in this separate exhibit.

Exhibits Historic 1 and Future 1 provide book and projected data as well
as various ratemaking adjustments, for the years ended December 31, 2003
and December 31, 2004, respectively. As with Exhibit Regs. | to VI, individuals
responsible for the preparation of a particular schedule in Exhibit Historic 1 or

Future 1 are noted in the upper right-hand corner.

PPL. Electric is requesting an increase in electric distribution rates of
approximately $164.4 million annually. Is this requested increase supported by
data for a future or experienced test year?

PPL Electric will rely primarily on data for a future test year ending

December 31, 2004. These data are included in Exhibit Future 1. The
Commission's regulations require that a public utility which uses a future test
year also must submit data for a historic year, consisting of the twelve months

preceding the future test year. As a result, PPL Electric also has submitted
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data for the 12 months ended December 31, 2003. These data are set forth in

Exhibit Historic 1.

Mr. Schadt, will you now briefly explain how the schedules included in Exhibits
Historic 1 and Future 1 are organized?
Yes. These exhibits contain information required by the Commission’s
regulations and each contains a series of schedules. The schedules are
grouped into four major categories: Schedule A-1 is a Statement of Reasons
for the proposed increase. Those schedules prefixed with the letter "B" are
financial statements and data regarding PPL Electric's securities and capital
structure as of December 31, 2003 and December 31, 2004. Those schedules
prefixed with the letter "C" relate to measures of value as of
December 31, 2003 and December 31, 2004. Those schedules prefixed with
the letter "D" pertain to operating revenues, expenses and income for the years
ended December 31, 2003 and December 31, 2004, and adjustments thereto.
It should be noted that for both Exhibit Historic 1 and Exhibit Future 1
rounding to the nearest thousands of dollars generally was empioyed.
The various schedules in Exhibits Historic 1 and Future 1 are
consistently numbered. For exampie, the claim for Plant Materials and
Operating Supplies is Schedule C-5 in both exhibits. This should facilitate

working with both documents simultaneously.
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You have stated that the data in Exhibit Future 1 are for the 12 months ending
December 31, 2004. This is obviously a projection of future data. Will you
please explain the source of this future data?

The basic data in Exhibit Future 1 was derived from PPL Electric's budget and
forecast figures for the 12 months ending December 31, 2004. | will explain the
procedures followed in preparing the Operating Budget later in my testimony.
D. A. Krall, PPL Electric's Manager-Regulatory Strategy, explains the
procedures followed in preparing the Capital Budget. In effect, the budget
figures take the place of PPL Electric's actual book figures which serve as the

basis for the December 31, 2003 data in Exhibit Historic 1.

Mr. Schadt, would you describe the material presented on Schedules B-1
through B-9 of Exhibits Historic 1 and Future 1?

Schedules B-1 show the balance sheets of PPL Electric at December 31, 2003
and December 31, 2004, which include the assets and liabilities related to the
electric utility operations, and investments in non-utility property and associated
companies.

These balance sheets exclude the assets and liabilities of PPL
Transition Bond Company, LLC, a wholly owned subsidiary formed to issue
transition bonds under the Customer Choice Act. Schedules B-2 are statements
of electric utility operations showing the operating revenues and expenses and
income for the year ended December 31, 2003 and year ending
December 31, 2004. Electric operating revenues shown on these schedules

are set forth by source in Schedules B-3.
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Schedules B-4 provide the operation and maintenance expenses of the
electric utility operations by detailed accounts, including the major categories of
expense: power production, transmission, distribution, customer accounts,
customer service and informational, sales, and administrative and general. The
expenses in the power production category represent the cost of purchased

power and include, among other items, purchases to meet Provider of Last

Resort (“POLR") requirements, nuclear decommissioning costs and purchases

from non-utility generation companies. Power production costs are not germane
to the determination of distribution revenue requirements in this filing. Later in
my testimony | will explain certain allocations that were used to arrive at
projections of operation and maintenance expenses in the categories shown on
both Schedules B-2 and B-4 of Exhibit Future 1.

Schedules B-5 present the details of taxés applicable to the electric
utility operations. The embedded cost of debt and preferred capital at
December 31, 2003 and December 31, 2004 are shown on Schedules B-6 and
B-7. PPL Electric's capital structure from 1999 through December 31, 2004 is
shown on Schedules B-8.

All the data shown in Schedules B-1 through B-8 were taken either from
the books and records of PPL Electric for the 12 months ended December 31,
2003 and prior, or were derived from operating and construction budget data for
the 12 months ending December 31, 2004.

Schedules B-9 set forth the claimed composite rate of return as of
December 31, 2003 and December 31, 2004. In each instance, the

capitalization ratios at the end of the respective year, as shown on Schedule B-




17
18
19
20
21
22
23

8, were used. The composite cost rate for long-term debt (Schedule B-6) and
the composite cost rate for preferred (Schedule B-7) are reflected as
embedded costs. As to common equity, the claimed rate of return on common
equity is 11.5%. PPL Electric's rate of return expert, Paul R. Moul, is
recommending, and his studies support, a fair rate of return on common equity
at this level. The overall rate of return reflected on Schedule C-1 in Exhibit

Future 1 will produce a return on common equity of 11.5%.

Please describe the source and method used to establish the book cost of plant
shown in the accounts of PPL Electric.

The.accounts of PPL Electric are kept in accordance with the Uniform System
of Accounts prescribed by the PUC and the Federal Energy Regulatory
Commission (“FERC") for Electric Utilities and Licensees. By several orders at
Docket No. E.O.C. 34, the last dated December 30, 1947, the PUC determined
the original cost of PPL Electric's plant as of November 30, 1947. Since that
time, PPL. Electric has recorded its plant transactions in accordance with the
Commission's required system of accounts. PPL Electric's books, therefore,

reflect the original cost of its plant at December 31, 2003.

Are these accounts audited?
They are audited annually by an independent certified public accounting firm.

In addition, the FERC and PUC audit staffs conduct periodic audits.
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How do you determine that all property reflected in Account 101, Plant In
Service, as shown on Page 1 of Schedules B-1, is actually in service?

The Asset Management and Benefit Accounting Section of PPL Services
maintains Fixed Asset Records for PPL Electric which represent a Physical
Inventory of all property in service. The doliar value total of the Continuing
Property Records is the same as the balance shown in Account 101 at
December 31, 2003.

The Uniform System of Accounts requires that utilities record all
construction and retirements of electric piant by means of work orders or job
orders. In addition, the work order system must show the nature of each
addition to, or retirement from, electric plant, the total éost thereof, and the
plant account or accounts affected.

PPL Electric has maintained such a work order system since the
establishment of its Continuing Property Records system in 1937. Under this
system, an authorized capital work order is used for all work performed.

When any unit of property is taken out of service permanently, PPL
Electric personnel record the removal under a work order and transmit that
information to the Asset Management and Benefit Accounting Section, where
the necessary retirement accounting entry is made. Because many retirements
can occur in connection with capital improvement projects, the retirement work
is part of a construction authorization.

Costs of new construction are reported by work order number and Asset
Management accumulates, by work order, all costs associated with a specific

job. At the completion of the job, Asset Management receives reports from

-10 -



construction forces which show the date the project was placed in service and a
complete inventory of property constructed. Based on this information and the
costs accumulated under the work order, the property constructed is recorded
in apprapriate detail on PPL Electric's Continuing Property Records. With this

system and its supporting detail, the costs comprising the total value of any

.item recorded as Plant In Service can be supported and verified through an

audit by the various regulatory agencies which | previously identified.

Mr. Schadt, would you explain Schedules C-5, "Plant Materials and Operating
Supplies™?
Schedules C-5 reflect the amount required to be invested in the materials and
supplies stored at service area storerooms to supply line crews. Pages 1-3 of
Schedule C-5 in Exhibit Historic 1 shows the average dollars invested by PPL
Electric in materials and operating supplies for the thirteen months ended
December 31, 2003 plus the stores expense applicable to this inventory
balance.

Monthly detail of materials and operating supplies on a projected basis
for the 13 months ending December 31, 2004 are shown on pages 1-3 of

Schedule C-5 in Exhibit Future 1.

Mr. Schadt, can you provide any background on how the Future Test Year
Financial Statements were prepared?
The Future Test Year financial statements and data have been based on

information which the Company used to prepare its 2004 Operating and Capital
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Budgets. Generally, this unadjusted projected data has been utilized in
responding to the Commission's filing regulations. The various ratemaking

adjustments are reflected on the D-Schedules of Exhibit Future 1.

Please summarize the additional adjustments made on the D Schedules?

We prepared various other applicable rate case adjustments’(see Future Test
Year D Schedules for the other applicable pro-forma rate case adjustments).
Three of the largest Schedule D adjustments were to: (1) Decrease
transmission and distribution wages, taxes, and benefits by about $6.0 miilion
for employee reductions primarily due to the Automated Meter Reading Project
as noted on Future Test Year Schedules D-5 and D-9; (2) Increase distribution
operating expenses by about $4.8 million for the increase in the cost of social

programs as noted on Future Test Year Schedule D-8; and (3) Increase

®:

14
15
16
17
18
19
20
21
22
23
24

distribution operating expenses by about $3.0 million for the amortization of the

Hurricane Isabel deferred costs as noted on Future Test Year Scheduie D-10.

Mr. Schadt, were you aiso responsible for the preparation of certain exhibits

which accompany your direct testimony?

Yes. Exhibit JRS1 through Exhibit JRS4 were prepared under my supervision. |

will be specifically referring to each of the exhibits in the balance of my

testimony.

Would you please explain how the operating budget process is carried out by

PPL Electric?
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Yes. In explaining the budget process, | will be referring to certain exhibits
(JRS1 to JRS4) which accompany my direct testimony. | was responsible for
preparing these exhibits. During the summer of each year, PPL Corporation’s
Business Planning Group begins preparing a detailed operating budget for the
succeeding calendar year. Information used in compiling the operating budget
generally can be categorized into three major groups: (1) that which is of a
specialized nature (e.g., depreciation and amortization, financing, taxes) and is
generally supplied by a PPL Services Corporation staff group having the
expertise in forecasting this information; (2) that which comes directly from PPL
Electric (e.g., employee levels and other operating costs such as materials,
contract work, postage, rents); and (3) Service Group support costs, which are
ultimately fully charged and/or allocated to PPL Corporation subsidiaries,
including PPL Electric.

In developing specialized infermation provided by PPL Services
Corporation staff groups, each of the staff groups develops its specific phase of
the budget based on their specific experience and expertise. Specialized data
from each PPL Services Corporation staff group is coordinated with other staff
groups requiring this information to complete their phase of the budgeting
process. For example, depreciation and interest expense information is
needed for the tax budget to be completed.

PPL Electric’s Business Services Group is responsible for coordinating
detailed budget information supplied directly to it from departments and
responsibility centers within PPL Electric. Budgeted sales and capital

expenditure information are significant pieces of information that PPL Electric’s
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departmental personnel supply to the Business Services Group. Additionally,
each of PPL Electric’'s responsibility centers develops its own operation and
maintenance budget and forwards it to the PPL Electric’'s Business Services
Group, which then summarizes the budgets and presents them for review and
approval by PPL Electric’s executive management.

After executive management approves the budget, the data is released
to my functional group, Financial Support Services, where the data is
incorporated into the overall PPL Electric's operating budget.

In developing Service Group support costs for PPL Electric, each
Service Group computes the level and expected cost of providing identifiable
services (direct costs) to PPL Electric based on discussions of required
services between the Support Group and PPL Electric personnel. The Service
Groups submit these direct support costs to Financial Support Services.
Additionally, the Service Groups identify and submit to Financial Support
Services budgeted costs that are not directly identifiable and chargeable to a
specific PPL Corporation affiliate but instead benefit various PPL Corporation
affiliates (indirect costs). Financial Support Services has developed an
allocation methodology, as recommended in the Commission’s 2002 Focused
Management and Operations Audit, to distribute these indirect support costs to
PPL Electric and other PPL Corporation subsidiaries. After this process is
completed, direct and indirect support costs are accumulated and incorporated
into PPL Electric’s Operating Budget.

After the final pieces of the budget are received from all three groups

discussed above and approvals have been obtained, a tentative operating
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budget is prepared for PPL Electric. The tentative budget is reviewed with
management with particular emphasis on key operational and financial
indicators. After this review, the final budget is prepared and reviewed with the
President and Board of Directors of PPL Electric. This budget is the key tool
used by PPL Electric and senior management to establish an operating plan for

the upcoming year and for measuring actual results against this plan.

You stated that certain specialized data for the budget are provided by PPL
Services Corporation staff groups. Could you tell us specifically what data are
provided, and who provides this data?

Yes. Exhibit JRS1 lists the specific PPL Services Corporation staff groups
responsible for providing specialized data and describes the data provided by

those groups.

You also stated that the remaining data for your operating budget comes from
responsibility centers. What are responsibility centers, and how many
responsibility centers does PPL Electric have?

The PPL Electric organization is broken down into six major departments.
Each department is subdivided into functional groups referred to as
responsibility centers. Each responsibility center has an assigned manager
who is responsible for all costs incurred by that responsibility center. Each
employee is assigned to a particular responsibility center. PPL Electric has 93
active responsibility centers. Exhibit JRS2 contains a list of the responsibility

centers providing data for the 2004 Operating Budgets.
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What type of data do they provide?
PPL Electric provides a projection of their employee levels for the year that
becomes the basis for projecting total wages. They also provide a budget of

their other operating costs.

Could you explain how the budget for wages is determined?

Yes. Early in the summer, Financial Support Services notifies the affiliates of
the "Date of Estimate”, which is the starting point date at which the system
determines the number of employees, and their associated wages, in each
responsibility center. Any changes from the Date of Estimate starting point,
including new hires, decreases due to work force reductions or retirements and
changes in salary levels, must be identified. Employee levels are reviewed and
approved in conjunction with the overall budget review.

The budget system automatically calculates a budget for wages based
on the starting level of employees and their actual earnings and the employee
changes input. The system then applies assumed management and bargaining
unit wage changes.

As departments budget for their employee levels, they generally allocate
their available manpower by functional activity. As part of this process, they
designate the applicable accounting to be charged— to capital or expense.
Wages identified as expense ultimately appear on the Future Test Year

Schedule B-2 income statement as an expense.
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You mentioned the budget for other operating costs. What costs fall into this
category?

The Company's budgeting system requires budgeting by category of
expenditure referred to as budget items. Exhibit JRS3 is a list of PPL Electric's

various budget items.

How are these budget items estimated?

Non-payroll requirements, such as rents, materials and contractors, are
generally entered by budget item and functional activity, and in the month or
months the expenses are anticipated. Budgets for payroll and non-payroll
budget items are then approved electroni'cally and then summarized by

department for review by the department vice presidents and president.

As part of the Future Test Year data in the present rate filing, budget
expenditures have been provided by account. Do the departments also budget
by account?

No. The budget is created by category of expenditure (budget items listed in
Exhibit JRS3) and sometimes by functional activity. We believe it is more
meaningful to budget and monitor expenditures by category of expense (e.g.,
payroll, employee expenses, material and supplies) rather than by FERC
accounts. However, to satisfy the requirements for this rate filing, we have
allocated expenditures into FERC accounts. This was accompiished by first
allocating operating and maintenance costs budgeted by category of

expenditures to FERC accounts where the budget classification was specifically
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identifiable to those accounts. For those budget classifications not identifiable
to a specific FERC account, the total remaining budgeted expenditures were
allocated to FERC accounts based on the same relationship to the total as the
actual costs shown for the Historic Test Year operating and maintenance
expenditures, which are reported by both budget classification and FERC

account.

How was the operating budget used in this rate filing?

The operating budget was used as the basis for forecasting PPL Electric’s
Operating Income for the test year ended December 31, 2004. Please refer to
Attachment II-E-1. The forecasted data shown in Attachment |I-E-1 was
reformatted to correspond to FERC account classifications and is shown in
Schedule B-2 of Exhibit Future 1 and throughout PPL's responses to the filing

regulations.

Are you aware of the requirement that a comparison of actual to budget data is
to be supplied quarterly when a utility utilizes a Future Test Year?

Yes. In preparation for complying with this requirement, Exhibit JRS4 has been
provided, showing a breakdown of revenues and expenses for electric
operations for the Future Test Year into calendar quarters beginning in January
of 2004 and ending December of 2004. The Company will provide quarterly
comparisons of actual results to the budget as shown in Exhibit JRS4 as the

actual data becomes available.
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. 1 Q. Does this conclude your direct testimony?
2 A Yes, it does.
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Page 1 of 1
PPL ELECTRIC UTILITIES CORPORATION
SPECIALIZED INFORMATION USED IN COMPILING THE OPERATING BUDGET

DEPRECIATION AND AMORTIZATION - Information is supplied by PPL Services
Corporation's Asset Management and Analysis Section of the Financial Department.

. FINANCING - Information is supplied by PPL Services Corporation's Finance and Treasury

Section of the Financial Department.

. TAXES - Information is supplied by PPL Services Corporation’s Tax Section of the Financial

Department.
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PPL Eiectric Utilities
2004 ResBonsibiliz Centers

Responsibility

Business Ling Section Center Description Responsibility Center Head
PPL Electric Utilitias: President 21 PPL Electric Utilities Sipics,Jehn F
Automated Meter Reading: AMR 708 AMR Project Bujnowski,Bernard J
Asset Management: Administration S00 Asset Management Cole,David G
Business Planning 808 Business Planning Dreisbach,Anthony F
BO7 Utility Business Services Swankoski,Linda J
Regulatory Strategy 924 Regulatory Strategy Krall,Douglas A
Asset Financial Evaluation 918 Asset Financial Evaluation Cole,David G
209 Load Analysis Woodruff David R
925 Pricing & Contract Administration Kasper,Oliver G
Asset Operations Evaluation 601 Asset Operations Evaluation Smith, Gregory J '
663 System Dev & Tech Support Covalaski,Donald R
870 Asset Maintenance.& Reliabilty Filipovits, R W
878 System Maint Engrg-Trans & Sub O'Neill,Michael J
Interconnection Affairs 602 Interconnection Affairs Laczo,Gabriel
Engineering & Design: Administration 880 Engineering & Design Schleicher,David E
.Asset Operations 603 Asset Operations Distribution Rolz,Alan C
661 T&D Operations Grover,Robert D
Design Engineering 883 Substation Design Sheemaker,Martha B
881 Transmission Design Faisetty,John D
665 Relay Test Dighl,Gerald
Standards B76 Sub