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BEFORE

THE PENNSYLVANIA PUBLIC UTILITY COMMISSION

Pennsylvania Public Utility Commission

V. Docket No. R-00072155

PPL Electric Utilities Corporation

SURREBUTTAL TESTIMONY OF STEPHEN J. BARON

Please state your name and business address.

My name is Stephen J. Baron. My business address is J. Kennedy and Associates, Inc.

("Kennedy and Associates™), 570 Colonial Park Drive, Suite 305, Roswell, Georgia

30075.

Have you previously submitted testimony in this proceeding?

J. Kennedy and Assaciates, Inc.
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Yes. [ previously submitted Direct Testimony, Supplemental Direct Testimony and

Rebuttal Testimony.

What is the purpose of your Surrebuttal Testimony?

I am responding to the Rcbuttal Testimony of witnesses for PPL Electric Utilities
Corporation ("PPL" or "Company") and the Office of Consumer Advocate ("OCA").
With regard to PPL, 1 will respond to the Rebuttal Testimony of Mr. Douglas Krall and
Mr. Oliver Kasper on the apportionment of the revenue increase in this case and on the

Company's proposed modifications to Tanff Rule 4A.

With regard to the OCA, I will respond to the Rebuttal Testimony of Mr. Richard
Galligan on class cost of service and the apportionment of the approved revenue

increase to rate schedules.

Response to PPL Rebuttal Witnesses

Do you have any response to the Rebuttal Testimony of PPL witness Douglas
Krall regarding the apportion#nent of the total revenue increase to rate

schedules?

J- Kennedy and Associates, Inc.
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Yes. Mr. Krall addresses the PPLICA proposed apportionment of the revenue
increase on the basis of a "50% reduction in the dollar subsidies paid or received” by
each rate schedule, The Company continueé to recommend a method that moves rate
schedules' rates of return "one-half of the way to full cost of service." Though, at the
end of two additional rate cases (the Company's proposed time table), the results of
the PPL method and the PPLICA method should be identical, I continuc to
recommend the use of a dollar subsidy reduction approach because this method
provides a direct reduction in the rate disparities that exist in PPL's distribution rates,
consistent with the Commonwealth Court's decision in Lloyd. Howcver, because the
dollar differences between the revised PPL proposal and my preferred 50% dollar
subsidy reduction approach are small, PPLICA can accept PPL's revised proposal
with one revision that would more reasonably reduce the subsidies paid by rate
schedules IS-P and IS-T. .As shown in Table 1 below, Rate Schedules IS-P and IS-T
will continue to have rates of return well in excess of other large customer rates
under the Company's proposal. This problem can be corrected with a relatively small

dollar adjustment to the Company’s proposed rate schedule increases.

J. Kennedy and Associates, Inc.
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Q. Would you please describe the revision that you recommend to the Company's

revenue apportionment?

A. Yes. The Company is recommending the rate schedule increases shown in Table 1
below. Also shown in Table 1 are the relative rates of return for each rate schedule at
PPL proposed rates.! ‘These increases and decreases reflect the Company's proposal
to move rates towards full cost of service, subject to a constraint that no rate schedule

receives an increase greater than two times the system average.

10

11

12

Table 1
PPL Proposed Increases

Rate Revenue Percent Rate of

Class Increase Increase Return Index
RS, RTD 72,507 18.76% 84.10%
RTS 999 25.03% -25.03%
GS-1, BL 198 0.27% 150.06%
GS-3, 1841 (932) -0.85% 154,80%
LP-4 {(339) -1.16% 155.63%

B

a1

A AR RN e Q2 %

LP-5 5 0.43% ~ 146.50%

ISR R O R B B AR
LP-§ 9 25.00% -36.54%
LPEP @) -2.10% 165.12%
GH 541 8.38% 116.84%
SLIAL 4,213 24.05% 45.43%
L5-§ @ 0.00% 100.95%
Total 76,980 12.19%

" Table 1 is a summary of information provided in Mr. Kasper's Attachment 3, Appendix A of his Rebuttal

Testimony.

J. Kennedy and Associates, Inc.
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As can be scen from this summary, the relative rates of return for Rate Schedules IS-
P and IS-T at PPL's proposed ratcs remain substanti'ally above the level for other
customer classes that are paying rates above cost of service. To address this
problem, the proposed decreases for Rate Schedules IS-P and IS-T should be further
decreased so that their relative rates of return are no greater than 165%, which is the

relative rate of return for Rate Schedule LPEP, the next highest rate of return.

Have you developed a schedule showing the impact of the required adjustment

to the Company's revenue apportionment?

Yes. Table 2 below shows the necessary adjustments. In order to bring the relative
rates of return (at proposed rates) for Ratc Schedules IS-P and IS-T to 165% (a rate
of return of 13.91), it is necessary to decrease rate schedule IS-P by an additional
$159,000 and Rate Schedule IS-T by an additional $153,000. In keeping with the
Company's proposed "2 times the system avcrage incrcasc cap,” the additional
revenue decreases should be applied to Rate Schedules RS-RDT, which is the only
class that is below the system average rate of return and not already at the "2 times
systemn average" constraint. The impact on RS-RDT is to change the increase from

PPL's proposed 18.76% to an adjusted 18.84% increase.

J. Kennedy and Associates, Inc.
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Table 2
PPL Proposed Increases
PPL
Rate Revenue Revenue Adjusted Adjusted
Class Increase Adjust. Increase % Iner.
RS, RTD 72,507 RY N 72,818 18.84%
RTS 999 999 25.03%
GS-1, BL 198 198 0.27%
GS-3, 151 (932) {932) -0.85%
LP-4 (329) {339) -1.16%
ISP {125) -159 (284) -15.92%
LP-5 § 5 0.43%
ST {89) -153 (242) -42,89%
LP-6 9 9 25.00%
LPEP 4] (7) -2.10%
GH 541 544 8.38%
SL/aL 4,213 4,213 24.05%
L5-5 0) {0) -0.13%
Total 76,980 0 76,980 12.19%

Do you have any comments regarding the Company's criticism of your

scaleback methodology?

Yes. Mr. Krall opposes the scaleback proposal that 1 presented in my Direct

Testimony on the basis that it would result in residential customers receiving a share

of the final rate allowance "meaningfully above the overall increase.” As shown in

Table 1, PPL itself is proposing a residential increasc meaningfully above the

average. This, of course, is required to address the large rate disparities in PPL's

distribution rates. A scaleback of the Company's requested increase should not be

used to disrupt the movement of ratcs to full cost of service, as proposed by PPL.

J. Kennedy and Associates, Inc.
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The scaleback proposal that I recommended in my Direct Testimony should be used
to adjust PPL's proposed apportionment of the approved increase (as modified for the
targeted reductions for Rate Schedules IS-P and IS-T that I discussed above).
Subject to the "2 times system average increase" constraint, any reductions in PPL's
requested overall revenue increase should be used to bring the rates of return for Rate
Schedules IS-P and IS-T to the level of Rate Schedule LP-5 and other large customer
ratcs (a rate of return index of above 165). The remaining reduction (from the
Company's requested overall increase) should be assigned to rate schedules on the
basis of ratc base. Allocating the "reduction" on each rate schedule's percentage
share of distribution rate base preserves the movement towards full cost of service

that underlies the Company's proposal in this case.

Have you reviewed thc Rebuttal Testimony of PPL witness Oliver Kasper
regarding your concerns on the Company's proposed modifications to Tariff

Rule 4A7?

Yes. In response to the concems raised by PPLICA in my Direct Testimony on this

issue, PPL has clarified its proposcd tariff rule change. In general, PPLICA is

satisfied with the proposed clarifications that confirm a continued obligation to

J. Kennedy and Associates, Inc,
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provide full service to PPL distribution customers taking service at voltages of 69 kV
or greater. However, the proposed clarification included in Mr. Kasper's Rebuttal
Testimony on page 11, beginning at line 7 [clarification of Tariff Rule 4A(2)] should
be further clarified to ensure that PPL's high voltage customers continue to receive

non-discriminatory, just and reasonable distribution rates.

The specific addition to Mr. Kasper's proposed clarification language is as follows

(additional PPLICA language in bold italics):

However, this definition does not affect the Company's obligations under the
Public Utility Code, Commission regulations and Commission orders to
provide safe, reliable and adequate retail electric service to customers taking
scrvice at voltages of 69 kV and above, and to provide just and reasonable
and non-discriminatory rates, terms and conditions of service to such
customers.

With this change (and PPL's other proposed clarifications), PPLICA can accept PPL's

proposed Rule 4A modification.

Response to the Office of Consumer Advocate

Q.

Have you reviewed the Rebuttal Testimony of OCA witness Richard Galligan in

this case?

J. Kennedy and Associates, Inc,
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Yes. Mr. Galligan responds to the Direct Testimony of witnesses for the OSBA, the
DOD and PPLICA on the issue of PPL's class cost of service study. He continues to
defend his recommendation to adopt a Peak and Average methodology to allocate all
primary and secondary distribution plant and expenses, except meters and services
such that 50% of all primary and common distribution plant and expenses are
allocated to rate schedules on the basis of kWh energy and 50% on kW demand. I
addressed Mr. Galligan's proposal in my Rebuttal Testimony and continue to strongly
oppose an energy allocation methodology to assign fixed, distribution facilities to
rate schedules. Mr. Galligan's Rebuttal Testimony does not provide any additional

support for his proposed methed.

Has Mr. Galligan identified any regulatory commission that has adopted his
recommended Peak and Average method for electric distribution cost of service

in the past 10 years?

‘No, In his response to PPLICA Set II, Question Numbers 11 and 12, he was asked

about regulatory proceedings in which he recommended the Peak and Average
methodology for distribution cost allocation. He indicated in his response to

Question Number 11 that he recommended the methodology in three proceedings

J. Kennedy and Associates, Inc.
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during the past 10 years. These cases included the most recent PPL remand
proceeding, a recent Duquesne Light Company proceeding and a Southern Indiana
Gas & Electric Company case. All of these cases were settled. Mr. Galligan could
not identify a single case in which the Peak and Average method was adopted by a

regulator.

Are you familiar with the Duquesne Light Company case and the PPL remand

case?

Yes. I participated in both of those cases. Though Mr. Galligan is correct that these
two cases were settled, the scttlements reflected allocations consistent with
traditional cost of service methodologies sponsored by the respective utilities.

Does that complete your Surrcbuttal Testimony?

Yes.

J. Kennedy and Associates, Inc.
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BEFORE THE

PENNSYLVANIA PUBLIC UTILITY COMMISSION

PENNSYLVANIA PUBLIC
UTILITY COMMISSION

DOCKET NO. R-00072155

V.

PPL ELECTRIC UTILITIES
CORPORATION

R g N A g

SUPPLEMENTAL DIRECT TESTIMONY OF RICHARD A. GALLIGAN

1. Introduction

Q. PLEASE STATE YOUR NAME FOR THE RECORD.

A. My name is Richard A. Galligan. My business address is 5565 Sterrett Place, Suite 310,

Columbia, Maryland 21044. [ previously submitted direct testimony in this proceeding

on July 6, 2007.

Q. WHAT IS THE PURPOSE OF YOUR SUPPLEMENTAL DIRECT
TESTIMONY?
A. Under discovery procedures in this case, PPL preferred to run its class cost of service

study as requested by the OCA, rather than make a working copy.of its study available to
participants. In making a study run for the OCA, an error relating to the allocation of
secondary costs occurred. PPL has corrected its study run and transmitted the corrected
study to the OCA on the afternoon of July 6, the direct testimony filing date. My
supplemental direct testimony presents the results of the requested Peak and Average cost
study and my recommended rate increase spread.

Q. PLEASE EXPLAIN SCHEDULE RAG-I.

Direct Testimony of Richard A. Galligan Pag

r
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Schedule RAG-1 presents the summary results from the Peak and Average class cost of
service study where present rates are PPL Docket No. R-00049255 Remand Settlement
raics. Pages 3 and 4 present class rates of return and class index rates of return on lines
28 and 29, respectively. Pages 5 and 6 of Schedule RAG-1 show class rates of return and
class index rates of return at PPL proposed rates, including its proposed $83,521,000 rate
increase. For example, these summary results show that regular Residential RS
cuslomers are paying present rates that yicld a 5.93 percent rate of return, which is 96.58
percent of the overall system average rate of return of 6.14 percent at present rates. This
result indicates that regular Residential RS customers should bear a portion of PPL’s
requested $83,521,000 rate increase. However, as shown on Schedule RAG-1 page 5,
PPL overshot the mark by proposing an RS increasc of $77,329,000 (shown on line 3).
Al this large proposed increase, RS customers would be paying rates that would yield a
class rate of return of 9.64 percent, or 114.90 percent of the overall requested system
average rate of return of 8.39 percent.

PLEASE EXPLAIN SCHEDULE RAG-2.
Schedule RAG-2 simply displays in one place a summary of class results under PPL’s
customer/demand study and the Peak and Average study. Lines (1) - (4) show the class
results under the two studies at present rates. Lines (5) - (8) show the class results at
PPL’s proposed rates. This is not an endorsement of PPL’s proposed rates, but merely a
device to allow presentation of a direct comparison between PPL’s customer/demand
study results and the Peak and Average study results.

PLEASE EXPLAIN SCHEDULE RAG-3.
Schedule RAG -3 presents my proposed revenue spread. As explained in my direct
testimony, I accept for purposes of this proceeding PPL’s proposal to move each class

onc-half way toward allocated costs of service. 1 further limit any class from

Direct Testimony of Richard A. Galligan Page 2
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experiencing more than twice the 13 percent average Distribution rate increase proposed
by PPL. Line (2) on Schedule RAG-3 shows the results of moving cach class one-half
way to costs of service. The one class affected by the percentage increase limit of twice
the system average increase is the SL/AL class. Line (3) shows my recommended rate
spread consistent with both the movement toward costs of service and consistent with the
percentage limitation as well.
WHAT DO YOU RECOMMEND FOR THE RESIDENTIAL THERMAL
STORAGE CUSTOMERS SERVED ON RATE SCHEDULE RTS?
I recommend that these special, grandfathered customers cxperience no more than the
$944 thousand dollar increase proposed by PPL. This can be accomplished by retaining
within the combined Residential RS and RTS classes the difference between the

$3,891,000 shown on Schedule RAG-3 line (3) and the $944,000. The result is shown on

Schedule RAG-3 hine (4).

14 Q. SHOULD THE COMMISSION AUTHORIZE A LESSER AMOUNT OF

15 REVENUE THAN PPL HAS PROPOSED, WHAT DO YOU RECOMMEND?
16 A, I recommend that the revenue increases shown on Schedule RAG-3, line (4) be

17 proportionately scaled back to the authorized revenue increase. For example, class

18 scaled-back revenues consistent with a $34.6 million increase are shown on Schedule
19 RAG-3 line (5).

20 Q. DOES THIS COMPLETE YOUR TESTIMONY?

21 A Yes, at this time.

WA300wagdirtest\Supplemental Direet PPL Electric.doc

Direct Testimony of Richard A. Galligan Page 3
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Docket No. R-00072155
Schedule RAG-1
Page 1 of 6

J. M. Kleha
(Updated 6/28/07)
(Revised 7/6/07)

PPL Electric Utilities Corporation
Response to Interrogatories of the
Office of Consumer Advocate, Set VIII,

Dated June 1,2007

Docket No. R-00072155

Reference response to OCA Set IV, Q-1. Please provide another run
incorporating the changes already included in the response, but please make the
following changes:

- - Allocate Primary Substations plant and expenses 50% on class peak
demands and 50% on class energy ("50/50");

- - Allocate Secondary Substations plant and expenses 50/50

- - Allocate Primary Overhead Lines plant and expenses 50/50,

- - Allocate Primary Underground Lines and expenses 50/50;

- - Allocate Services plant and expenses 100% on a customer basis.

Please make sure the study run you prepare in responding to this request links the
cost study spreadsheets so that those costs, whose allocations are affected by plant
allocations, are allocated on the basis of the re-allocated plant costs.

Attachment 1 provides the requested re-run of Exhibit JMK 2, using a 50/50
demand/energy allocation and the parameters set forth in this interrogatory. It should
be noted that, in order to accommodate the requested hypothetical within the existing
structure and format of the Company's cost allocation model, certain primary and
secondary plant and expense cost categories were combined for allocation as either
demand or energy. However, the totals for each plant and expense cost category do
agree with the totals shown in Exhibit JMK 2 as filed.

Note: Attachment 1 has been updated to include the effect on 2007 present
revenues of the remand proceeding settlement.

Note: Per the request of the Office of Consumer Advocate, Attachment 1 was
revised to separate the energy allocator between primary and secondary voltage
levels.



Docket No. R-00072155
Schedule RAG-1
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PPL ELECTRIC UTILITIES CORPORATION

Exhibit JMK 2A
Cost Allocation Study
Test Year Ending December 31, 2007

Witness: Joseph M. Kleha
Docket No. R-00072155
REVISED TO INCLUDE EFFECT ON 2007 PRESENT REVENUES OF
REMAND PROCEEDING SETTLEMENT

FURTHER REVISED FOR RESPONSE TO OCA SET Viil, Q.1.
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PPL ELECTRIC UTILITIES CORPORATION
COST ALLOCATION DETAILS - 12 MONTHS ENDED 123112007
PRESENT OPERATING REVENUES AND EXPENSES, RETURN, RATE OF RHETURN, AND CLASS RATE % OF TOTAL

PRESENT REVENUES INCLUDE EFFECT OF REMAND PROCEEDING SETTLEMENT

OPERATING REVENUES AT PRESENT RATE LEVELS

SALES OF ELECTRICITY
TRANSMISSION REVENUES
REVISED DISTRIBUTION REVENUES

LATE PAY CHARGES PRESENT RATES

SALE OF ELECTRICTY

ANNUALIZATION PRESENT REVENUES

ADJUSTED ELECTRIC SALES
OTHER OPERATIMG REVENUES
TOTAL OPERATING REVENUES
OPERATING EXPENSES

OPERATION AND MAINTENENCE EXPENSES

TRANSMISSION
RISTRIBUTION
OTHER QPER & MAINT EXPENSES
TOTAL OPER & MAINT EXPENSES
DEPRECIATION EXPENSE
TRANSMISSION
GiSTRIBUTION
OTHER DEPREC EXP
TOTAL DEPRECIATION AND
AMORTEZATION EXPENSE
TAXES
CAPITAL STOCK PRESENT LEVEL
OTHER QTHER TAXES
DEFERREQD INCOME TAXES
NET INVESTMENT TAX CREDIT
GROSS RECEIPTS TAX
TOTAL PA INCOME TAX
TOTAL FED INC TAX
TOTAL TAXES

TOTAL OPERATING EXPENSES
RETURN {LN 8 . 25)

TOTAL RATE BASE

RATE OF RETURN (LN 28 / LN 27)
CLASS RATE IN % OF TOTAL

$1.000
Pa Jurisdict
Ouiput  Cistribution RS
QCA Set vill, Q.1
o 0
831,657 385,480
RN 8,923 5,825
RRT 640,580 392,305
ANN 1.724 2,355
[ 842,304 384,860
ROOT 32,379 18,080
ROT 674,683 412,740
EE20 1} a
EE30 134,844 71.971
EECT 204,812 151,282
EEQQ 339,558 223,253
ED2Q ¢ 4
ED30Q 88,482 50,430
EDOT 23,343 14,708
EDQ0A 111,825 65,138
ET1 2,205 1,291
ET001 9.654 5,897
TXTA 8,378 4,879
TX83 (1.673) (935}
TXG 37,887 23,285
TSITY 5,705 5,015
TFTX 32,788 {7,308
TFITY £9.044 58,530
TEXP1 550,425 345221
PRERTM 124,258 67.518
RBX 2,022,468 1,138,053
PRRTR 6.14% 5.93%
PRCLRTY 100.00%

98.58%

RTS

‘3,091

46
4,037

{18)
4m9

4623

a
2,548
2.759
5.305

o
1,665
394

2,058

43
168
144
@
237
(462}
(1,378}
(1.278)
6,066

(1.483)

38,585

-3.79%
61.73%

GS5-1

0
73,888

1182
75.048

{s2)

74,958
2817
77,573

a
10,450
14,808
25,258

o
7,254
2024

9,278

188
820
845

(135)
4,422
3149

10,007

19,094

53,830

23,843
161,125
14.86%
242.02%

G5-3

0
109,784
1,137
110,924

386

111,307
7.635
118,942

2
32478
25,147
57,625

4]
18,711
4,563

24,274

546
1,935
1,887

(393)
8,567
1,045
3,566

15,133
97,032

21,910
453,424

4.53%
vI.T8%

P-4

29,104
417
29,521

(298)

28,223
1,334
30,557

8.445
4,185
10,630

3,328
624

3.952

95
335
324
(68)

1,724
1.077
3,420
6,906
21,488

0,089
85,020

1.67%
173.78%

Docket No. R-00072155
Schedule RAG-1

Page 3 of 6
18P LP-5

0 0
1,781 1,188
21 165
1,802 1.333
74 (51}
1,876 1,262
70 a8
1,946 1,328
0 0
338 238
213 198
L] 438
0 0
168 300
a2 21
200 321
5 4
18 1
15 12
{(3) 2)
111 76
90 a1
283 100
518 232
1,270 889
676 139
4,457 3,072
15.17% 11.04%
247.07% 170.80%
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PPL ELECTRIC UTILITIES CORPORATION

COST ALLOCATION DETAILS - 12 MONTHS ENDED 1273172007

PRESENT OPERATING REVENUES AND EXPENSES, RETURN, RATE OF RETURN, AND CLASS RATE % OF TOTAL
PRESENT REVENUES INCLUDE EFFECT OF REMAND PROCEEDING SETTLEMENT

DPERATING REVENLIES AT FRESENT RATE LEVELS

SALES OF ELECTRICITY
TRANSMISSION REVENUES
REVISED DISTRIBUTION REVENUES

LATE PAY CHARGES PRESENT RATES

SALE OF ELECTRICITY

ANMUALIZATION PRESENT REVENUES

ADJUSTED ELECTRIC SALES
OTHER OPERATING REVENUES
TOTAL OPERATING REVENUES
QOPERATING EXPENSES

OPERATION AND MAINTENENCE EXPENSES

TRANSMISSION
DISTRIBUTION
OTHER OPER & MAINT EXPENSES
TOTAL OPER & MAINT EXPENSES
DEPRECIATION EXPENSE
TRANSMISSION
DISTRIBUTION
OTHER DEPREC EXP
TOTAL DEPRECIATION AND
AMORTIZATION EXPENSE
TAXES
CAPITAL STOCK PRESENT LEVEL
OTHER OTHER TAXES
DEFERREQ INCOME TAXES
NET INVESTMENT TAX CREDIT
GROSS RECEIPTS TAX
TOTAL PA INCOME TAX
TOTAL FED INC TAX
TOTAL TAXES
TOTAL OPERATING EXPENSES

RETURN {LN 8 - 25}

TOTAL RATE BASE

RATE OF RETURN (LN 26/ LN 27}
CLASS RATE IN % OF TOTAL

Quiput

R11
RRT

ANN

ROCT
ROT

EE20
EE30
EEOT
EEQQ

ED20
ED3g
EQOT

EDOGA

ET1
ET001
TXTA
TX93

TG
TSI
TFTX
TFITY
TEXP1

PRERTM
RBX

PRRTR
PRCLRT

C

§1,000

15T

584

26
590

602
12
614

84
36
100

ugm

85

1

4

4
{1}

38

M4

107

185

370

244

818
20.83%
4B5.83%

LP-&

Eo 8o

18
52

56

LTI~ I C Y )

3
(8}
(8)

&0
(43

‘281
-1.37%
-22.31%

LPEP

333

333

336
24
360

95

820
11.59%
188.76%

15A

190
157.89%
2571.50%

GH

6,459

54
6,513

(61}

6,452
421
8,873

1.802
1.478
3.280

1,185
251

5,506

1277
28,731

4.76%
77.85%

Docket No. R-00072155
Schedule RAG-1

SUAL

t7.518
48
17.587

(625}

16,042
1,527
18,469

8,658
4411
12,089

4,218
710

4,926

93
50
n

{81)
1.000
(3v8)

(1.115)°

222
18,117

352
80282

0.44%
7.17%

L5-5

a3
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PPL ELECTRIC UTILITIES CORPORATION Schedule RAG-]
COST ALLOCATION DETAILS - 12 MONTHS ENDED 12/31/2007 Page 5 of 6
PROPOSED REVENUES AND EXPENSES, RETURN. RATE OF RETURN AND CLASS RATE % OF TOTAL
REVENUES INCLUDE EFFECT OF REMAND PROCEEDING SETTLEMENT

Line Pa durisdigt 1000
Mo. Output Distribution RS ATS GS-1 G5-3 P-4 ISP LP-5 '
OPERATING REVENUES AT PROPOSED RATE LEVELS OCA Sat VIl Q.1
SALES OF ELECTRICITY
1 TRANSMISSION REVENUES o L} 0 0 0 [\ 0 0
2 DISTRIBUTION REVENUES 631,657 386,480 3.991 73.866 108,784 29,104 $.781 1.168
3 PROPOSED REVENUE INCREASE 83.521 77.328 544 845 612 {3g14) {107} {138)
ADJUSTED RATE REVENUES 715,178 483,809 4,935 74,714 110,398 28,713 1674 1.033
El LATE PAYMENT CHARGES R15PR 8.923 5,828 48 1182 1,137 417 21 165
5  ANNUALIZATION ADJUSTMENT ANNP 1.726 2357 (18} {82) 385 (298) 74 {51}
] TOTAL SALE OF ELECTRICITY RRTP T25.827 471,991 4963 75,801 111,819 28,832 1,769 1.147
7’ FROPOSED SALES & L ATE PAYMENTS ARTTP 725,827 471,891 4,963 75,801 11118 28,832 1,769 1,147
8  OTHER QOPERATING REVENUES ROOT 323719 18,080 804 2,697 7.835 1,334 70 46
9  TOTAL OPERATING REVENUES ROTR 758,206 480.971 5567 78,418 119,554 30,166 1.639 1,163
QPERATING EXPENSES
OPERATION AND MAINTENANCE EXPENSES
10 TRANSMISSION EE20 ¢ a 0 L4 0 ¢ 4] 0
11 DISTRIBUTION EE30 134.844 71,971 2,546 10,450 32473 6,445 338 238
12 OTHER OPER & MAINT EXPENSES EEOT 205,261 151,901 2,764 14,836 25.163 4,186 213 198
13 TOTAL OPER & MAINT EXPENSES EEOO 40,225 . 223,872 5,307 25.286 57,641 10631 | 551 437
DEPRECIATION EXPENSE
14 TRANSLISSION ED20 o g [} o a o} 0 Q
15 BISTRIBUTION ED2D BB 487 50,430 1.665 1,254 19,711 3,328 168 300
16 OTHER DEFRECIATION EXPENSE EDOT 23.343 14,708 394 2.024 4,563 624 32 21
TOTAL OEFRECIATION AND
17 AMORT!ZATION EXPENSE EDOD 111,825 65,138 2,059 9.278 24,374 ' 3852 00 k73]
TAXES
18 CAPITAL STOCK PROP LEVEL ETP 2.517 1,416 47 203 5589 104 5 4
19 OTHER-WH CAP STOCK ETOM 9,654 5,684 169 820 1,935 335 18 1t
20  DEFERREOD INCOME TAXES TXTA B.378 4,879 144 645 1.867 324 15 12
21 NET INVESTMENT TAX GREDIT ™83 {1,673} {935) {3t} {135) (393) (63} ) 2}
22 GROS5S RECEIPTS TAX TXG 42,824 27,847 293 4,472 8.603 1,701 104 68
23 TOTAL bA INCOME TAX TSIT1 17,468 12,208 (374) 3,224 1,096 1,029 B0 19
24 TOTAL FED ING TAX TFTX 57,267 40,088 (1.101) 10,243 3.726 3.361 252 69
25 TOTAL TAXES TFIT 136.435 91,393 {853) 19,472 15.433 6.735 an 171
26 TOTAL OPERATING EXPENSES TEXP1 588,485 380,403 6,513 54,036 g7.348 2118 1,222 92g
27 RETURN (LN & - 26} PRERTN 169.72% 108,668 (846} 24,382 22,208 B.84B 617 264
28 TOTAL RATE BASE RBX 2,022,968 1,138,049 38,585 161,125 483,424 B%.020 4,457 3072
29 RATE OF RETURN {LM 27 fLN 28) PRRTR 8.39% 9.64% -245% 15.13% 459% 10.41% 13.84% 8.59%

30 CLASS RATE IN % OF TOTAL PRCLRT 100.00% 114.90% -29.20% 180.33% 54.71% 124,08% 164.96% 102.38%
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No.

PROPOSED REVENUES AND EXPENSES. RETURN, RATE OF RETURN AND CLASS RATE % OF TOTAL
REVENUES INCLUDE EFFECT OF REMAND PROCEEDING SETTLEMENT

PPL ELECTRIC UTILITIES CORPORATION

COST ALLOCATION DETAILS - 12 MONTHS ENDED 12/3172007

Ouiput

CPERATING REVENUES AT PROPOSED RATE LEVELS

SALES OF ELECTRICITY
TRANSMISSION REVENUES
DISTRIBUTIIN REVENUES
PROPOSED REVENUE INCREASE

ADJUSTED RATE REVENUES
LATE PAYMENT CHARGES
ANNUALIZATION ADJUSTMENT
TOTAL SALE OF ELECTRICITY

PRGPOSED SALES & LATE PAYMENTS

OTHER OPERATING REVENUES
TOTAL OPERATING REVENUES
OPERATING EXPENSES
OPERATION AND MAINTENANCE EXPENSES
TRANSMISSIGN
DISTRIBUTION
OTHER OPER & MAINT EXPENSES
TOTAL OPER & MAINT EXPENSES -
DEPRECIATION EXPENSE
TRANSMISSION
DISTRIBUTION
QTHER DEFRECIATION EXPENSE
TDTAL DEPREGIATION AND
AMORTIZATION EXPENSE
TAXES
CAPITAL STOCK PROP LEVEL
OTHER.W/O CAP STOCK
DEFERRED INCOME TAXES
NET INVESTMENT TAX CREDIT
GROSS RECEIPTS TAX
TOTAL PA INCOME TAX
TOTAL FED INC TAX
TOTAL TAXES
TOTAL OPERATING EXPENSES

RETURN [LN 9 - 26)

TOTAL RATE BASE

RATE OF RETURN (LN 27 /LN 28)
CLASS RATE IN % OF TOTAL

R11P
ANNP
RRTP

ARTTP

ROOT
ROTP

EE20
EE30
EEOT
EEGD

ED20
Sax]H
EDOT

Epo0

ETIP
ETD01
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TX93
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T5iM
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TFIT1
TEXPY

PRERTN
RBX

FRRTR
PRCLRT

$1,000
I5T

(121

475

{}}
28
22
69

127
312

175
818

21.39%
254.95%
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15)
31

16
a7

a7
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n
-2.41%
-28.72%

LPEP

333
m
gz

35

24
358

14
77
a1

11,46%
136.55%

15A
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(=]

S80
580

583

150

159.47%
1800, 72%

GH

5.458
542
7.00
54

81}
6,934

5,994

41
1,415

1,802
1.479
3.201

L]
1,185
1

1,438

2
138
102
(22
413
112
379

1,124
5,841

1,574
26,71

5.89%
70.20%
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Page 1 of 2
PPL Electric Utilities Corporation
Class Rates of Return Under Cost Study Alternatives
Test Year 2007
(%)
DISTRIBUTION RS RTS GS-1 GS-3 LP-4 ISP LP-5

OPERATING REVENUES AT

PRESENT RATE LEVELS
{1) Rate of Return (Peak & Average) 65.14 5.93 -3.79 14.86 4.58 10.67 15.17 11.04
{2} Index Return 100.00 96.58 -61.73 242.02 73.78 173.78 247.07 179.80
(3) Rate of Return {Customer/Peak) 6.14 4.08 -3.89 12.60 12.00 12.79 18.59 10.87
{(4) Index Return 100.00 66.45 -63.36 205.21 195.44 206.31 302.77 177.04
OPERATING REVENUES AT PPL

PROPOSED RATES
{5) Rate of Relurn {(Peak & Average) 8.39 9.64 -2.45 15.13 4,59 10.41 13.84 8.59
(6) Index Return 100.00 114.90 -29.20 180.33 54.71 124,08 164.96 102.38
{7) Rate of Return (Customer/Peak) 8.39 7.26 -2.56 12.84 12.10 12.50 17.05 8.43

(8} Index Return 100.00 86.53 -30.51 153.04 144.22 148.99 203.22 100.48



OPERATING REVENUES AT PRESENT
RATE LEVELS

(1) Rate of Return (Peak & Average)
(2) Index Return

{3) Rate of Return (Customer/Peak)
(4) Index Return

OPERATING REVENUES AT PPL
PROPOSED RATES

(5) Rate of Return (Peak & Average)
(6) Index Return

{7) Rate of Return (Customer/Peak)
{8) Index Return

PPL Electric Utilities Corporation
Class Rates of Return Under Cost Study Alternatives
Test Year 2007

7
—

29.83
485.83

28.76
484.69

21.39
254.95

21.34
254 .35

(%)
P-6

-1.37
-22.31

-1.70
-27.69

-2.41
-28.72

-2.38
-28.37

11.59
188.76

14.01
228.18

11.46
136.59

13.89
165.55

157.89
2,571.50

157.88
2,671.50

159.47
1,900.72

158.47
1,900.72

Docket No. R-00072155

GH SL/AL
4.78 0.44
77.85 717
7.57 0.56
123.29 9.12
5.89 3.18
70.20 37.80
8.94 3.38
106.56 40.29
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(1)

(2)

(3)

(4)

(5)

PPL Proposed Revenue Spread

OCA Calculated Revenue Spread’

Adjusted Revenue Spread®
OCA Proposed Revenue Spread

Scale-Back Revenue Spread

PPL Electric Utilities Corporation
Distribution Revenue Increase Spread

DISTRIBUTION

83,521

83.541

83,541

83,521

34,600

($000s)

RS

77,329

48,372

48,195

52,142

22,241

RTS

944

3,826

3,891

944

403

GS-1

845

(1,516)

(1,516)

(1,516)

(1,516)

Docket No. R-00072155

GS-3 LP-4
612 (391)
24,492 1,278
24,908 1,300
24,908 1,300
10,625 554

Schedule RAG-3
Page 1 of 2

(50) 40
(50) 40
(50) 40
(50) 17

! Adopt§ PPL Proposed total Distribution increase for illustrative purposes only. This calculated revenue spread shows the change in class revenues

necessary to close one-half of the indicated differences between class rates of return and system average rate of return.

? This adjusted revenue spread shows the effect on class revenues of limiting the SL/AL increase to twice the system average increase. The SU/AL
class is the only class whose rate increase is limited by the rule that no class should pay an increase that exceeds twice the system average increase.




IST
(1) PPL Proposed Revenue Spread (127)
{2) OCA Calculated Revenue Spread' {79)
(3) Adjusted Revenue Spread® (79)
(4) OCA Proposed Revenue Spread {(79)
(5) Scale-Back Revenue Spread (79)

25
11

ISA

(6)
(160)
(160)
(160)
(160)

GH
(542)
1,318
1,340
1,340

572

Docket No. R-00072]155

SL/AL
4,007
5,082
4,633
4,633
1,976

Schedule RAG-3
Page 2 of 2
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' Adopts PPL Proposed total Distribution increase for illustrative purposes only. This calculated revenue spread shows the change in class

reveniues necessary to close one-half of the indicated differences between class rates of return and system average rate of return.

% This adjusted revenue spread shows the effect on class revenues of limiting the SL/AL increase to twice the system average increase. The
SL/AL class is the only class whose rate increase is limited by the rule that no ¢lass should pay an increase that exceeds twice the system

average increase.
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REBUTTAL TESTIMONY OF RICHARD A. GALLIGAN

L. Introduction

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Richard A. Galligan. | am a Principal with Exeter Associates, Inc., a
firm of consulting economists specializing in utility economics. My business address
is 5565 Sterrett Place, Suite 310, Columbia, Maryland 21044. 1 filed Direct and
Supplemental Direct Testimony, OCA Statement Nos. 3 and [-Supplemental, on July
6 and 10, respectively.

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY?
Messrs. Knecht, Baron and Kincel coniment in their direct testimontes about the
choice of average cost studics to be used in the determination of how PPL should
spread any increased revenues resulting in this proceeding. Mr. Kincel further opines
that rates must be set at average embedded costs or the rates will be improper price
signals and will be economically inefficient. My rebuttal testimony addresses these

1ssues.
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PLEASE DESCRIBE THE AVERAGE, EMBEDDED ALLOCATED COST

OF SERVICE STUDIES PROPOSED BY THE PARTIES IN THIS

PROCEEDING.

There are two average, embedded allocated cost studics proposed by the parties in
this proceeding.

One, PPL’s proposed customer/demand study. This study is based on the
assumption that roughly 60 percent of PPL’s lines, poles and transformer distribution
plant and related costs are incurred to provide a customer “connection” service and
allocates these costs on a customer basis. The remaining 40 percent of these costs is
then allocated on each class’s peak demands. PPL’s proposed study allocates 100
percent of primary distribution costs on the basis of class peak demands. Messrs.
Knecht, Baron and Kincel endorse the utilization of PPL’s customer/demand cost
study results as the basis for determining how PPL’s need for additional revenues
should be spread among the classes.

Two, the Peak and Average study. This study allocates PPL’s primary and
secondary distribution plant upstream of meters and services 50 percent on the basis
of class average demands and 50 percent on the basis of class peak demands. These
are the lwo-class cost of service studies available in this proceeding for use as a guide
to determine a reasonable allocation among the classes of any Commission-
authorized increase in revenues.

IS THERE A COMMON BASIS AMONG MESSRS. KNECHT, BARON

AND KINCEL FOR PREFERRING PPL’S PROPOSED

CUSTOMER/DEMAND STUDY?

Yes. Messrs, Knecht, Baron and Kincel agree with PPL’s allocation of a substantial

portion of distribution costs upstream of meters and services on a customer basis with

Rebuttal Testimony of Richard A. Galligan Page 2
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the allocation of the remaining non-customer portion of costs on class peak demands.
Neither PPL nor Messrs. Knecht, Baron, and Kincel advocate the allocation of any

distribution costs on the base of average demands, or annual energy.

Q. MESSRS. KNECHT AND BARON ARGUE THAT DISTRIBUTION

PLANT MUST BE BUILT TO CONNECT CUSTOMERS AND TO
PROVIDE POWER DURING PEAK PERIODS, AND THEREFORE
DISTRIBUTION PLANT COSTS ARE TOTALLY CAUSED BY BOTH
THE NUMBER OF CUSTOMERS AND CUSTOMER PEAK DEMANDS.

PLEASE COMMENT.

A, At page 6, line 21 through page 7, line 1, Mr. Knecht states:

Distribution plant must be built to accomplish the dual objectives of
(a) interconnecting all of the customers on the system and (b)
providing power to customers during periods of peak demand.
Therefore, distribution plant costs are causally related to both the
number of customers and customer peak demands.

Mr. Baron, discussing the basing of customer cost determination on the minimum

system concept at page 12 of his testimony puts it this way:

This approach reasonably recognizes the “cost causation”
underlying distribution plant investment and shouid be used to
allocate costs.

Messrs. Knecht and Baron reason that since conductors and other related facilities are
required to flow electricity 1o PPL’s customers, a substantial portion of PPL’s
distribution facilities constructed upstream of services and meters is caused by the
existence of a customer. This reasoning is incorrect.

On the very first page of the chapter introducing the concept of cost studies,
“QOverview of Cost of Service Studies and Cost Allocation,” the NARUC Electric

Utility Cost Allocation Manual (“NARUC Manual™) explains that an important

Rebuttal Testimony of Richard A. Galligan Page 3
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purpose of cost studies 1s “To calculate costs of individual types of service based on

the costs gach service requires the utility to expend.” [NARUC Manual, p. 12,

emphasis added] Here, the NARUC Manual is not addressing any particular method
of cost allocation, but simply explaining that costs are properly allocated to the
service units based on the costs of each service. Clearly, costs are incurred to the
provide real service attributes, i.e., the delivery of electrical energy whenever and in
whatever amounts electricity is demanded, not to “connect” customers. Costs are
caused by the provision of service, and it is the provision of service that causes costs.
The primary service that PPL provides is the delivery of electric energy
anytime during the year whenever, and in the amounts, its customers demand
electricity. PPL also provides reliability (at all times throughout the year), accurate

and efficient billing and record keeping, etc.

. PPL is not in the business of providing “connection” service;
. PPL does not offer connection service;
. PPL’s tariff does not include connection service absent coincidental,

non-speculative, sustained requirements for electricity;

. PPL’s ariff contains terms and conditions that protect PPL and its
customers from incurring costs associated with a customer who would
demand “connection” service but has no requirements for electricity;

. There is no demand for “connection” service; and

. PPL would not be a viable business entity, being able to raise capital in
order to provide service and recover its capital costs, if it simply faced
a market for connection service by customers who had no sustained

demands for electricity.
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In contrast to the customer/demand study method, which allocates costs to a non-
existent customer connection service, the Peak and Average cost s.tudy method
allocates costs to average, i.¢., annual, demands -- a real service that not only causes
costs, but is the basic, primary service that is responsibie for PPL incurring electricity
delivery costs in the first place. And because demands are not constant but vary over
time, and because additional costs are caused by providing delivery service
commensurate with peak demands, the Peak and Average method also allocates a
significant portion of costs to those peak demands.
DO YOU AGREE WITH THE OTHER WITNESSES’ RELIANCE ON THE
NARUC MANUAL FOR THEIR VIEWS AS TO WHICH PARTICULAR
METHOD SHOULD BE UTILIZED TO CLASSIFY AND ALLOCATE
DISTRIBUTION PLANT AND RELATED COSTS?
No. At page 7, lines 16-19, Mr. Knecht testifies:

The standard application of cither the minimum system or the zero-
intercept methodology requires that both primary voltage and
secondary voltage distribution costs be split into demand and
customer components.3

B*Electricity Utility Cost Allocation Manual, “National Association of Regulatory
Utility Commissioners, January 1992, page 93.

The NARUC Manual does not “require” that primary costs be classified, in part, on a
customer basis.

First, the NARUC Manual explains how various cost practitioners allocate
costs when performing a cost study. The NARUC Manual is positive, not normative.
It is a simple, declarative document; it does not advocate a particular method. In

discussing the manual’s objectives, it states:

Rebuttal Testimony of Richard A. Galligan Page 5




Lh BN -

24
25
20
27
28
29
30

31

“The writing style should be non-judgmental; not advocating any
one particular method but trying to include all currently used
methods with pros and cons.” [NARUC Manual, p. ii]

At the end of the introductory chapter, “Overview of Cost of Service Studies and Cost

Allocation,” the NARUC Manual states:

This manual only discusses the major costing methodelogies. It
recognizes that no single costing methodology will be superior to any
other and the choice of methodology will depend on the unique
circumstances of each utility. Individual costing methodologies are
complex and have inspired numerous debates on application,
assumptions and data. Further the role of cost in ratemakings is itself
not without controversy.....

The purpose of this manual is to clarify, if not resolve, some of that
confusion.” [Ibid., pp. 22-23]

References to the NARUC Manual for authoritative support “requiring” any
particular cost allocation method are misplaced.

Second, while Messrs. Knecht, Baron and Kincel totally omit the allocation of
any portion of PPL’s distribution costs on an energy basis, that allocation method is
clearly included inthe allocation methodologies described in the NARUC Manual.
For example, the classifications listed on page 21 of the NARUC Manual clearly
include and provide for an encrgy allocation of distribution costs. Again, at page 34
of the NARUC Manual, the table shown there provides for an energy allocation of
distribution facilities upstream of meters and services. The NARUC Manual includes
the customer classification of costs that Messrs. Knecht, Baron and Kincel prefer, as
well as the energy classification that [ advocate, in its discussion of major costing
methodologies. The NARUC Manual explains, as discussed above, that its purpose is
to provide an exposition of all currently used methods, not advocating any onc

particular method.
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Q. IS THERE OTHER EVIDENCE THAT THE FARTHER UPSTREAM OF
SERVICES AND METERS, THE LESS APPLICABLE IS THE NOTION
OF SO-CALLED CUSTOMER COSTS, AND THE MORE
CONTROVERSIAL ARE THE RESULTS?
A. Yes. Professor Bonbright, in discussing the controversial nature of minimum-sized
distribution costs as customer costs limits the application of this concept to secondary

distribution costs:

The really controversial aspect of customer-cost imputation arises
because of the cost analyst’s frequent practice of including, not just
those costs that can be definitely earmarked as incurred for the benefit
of specific customers, but also a substantial fraction of the annual
maintenance and capital costs of the secondary (low voltage)
distribution system -- a fraction equal to the estimated annual costs of
a hypothetical system of minimum capacity.” [Bonbright, James C.,
Principles of Public Utility Rates, Public Utility Reports, Arlington,
VA, 1988, p. 491, emphasis added]

Extending the controversial notion of customer costs upstream of services and meters
into the higher primary voltage facilitics is not even considered by Professor
Bonbright. While the entire notion of a customer cost component of distribution costs
upstream of services and meters is fraught with controversy, the farther upstream the
facilitics, the greater the controversy. Discussing the concept of customer cost
classification in the performance of a gas distribution cost study Cas Rate

Fundamentals puts it this way:

The closer a plant item {e.g., a meter and service line) 1s located to a
customer, the more that particular item 1s rclated to the specific
requirements of that customer.” [American Gas Association Rate
Committee, Gas Rate Fundamentals, American Gas Association,
Arlington, VA, 1987]

Primary electric facilities are upstream of secondary facilitics and are higher

voltage facilities. Whereas meters and service are related 1o a specific customer,
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. secondary distribution facilities arc related to coincident customer load requirements.

Primary facilities are even mare remote to customers. Primary facilities deliver
electricity 1o secondary facilities. Primary facilities exist to provide for the delivery
of elecirical energy requirements whenever and in whatever amounts are required.
The concept of customer costs, however controversial at the secondary voltages level,
is even less applicable at primary voltage levels. PPL’s decision to not classify and
allocate primary costs on the basis of non-existent customer “connection” costs does
not correct the shortcomings or eliminate the controversy of classifying and allocating
a substantial fraction of its secondary distribution costs to a non-existent scrvice.
MR. BARON, AT PAGE 10 OF HIS DIRECT TESTIMONY STATES
THAT PPL’S COST STUDY IS CONSISTENT WITH METHODS
DISCUSSED IN THE NARUC ELECTRIC UTILITY COST ALLOCATION
MANUAL. PLEASE COMMENT.
PPL’s customer/demand cost study miethodology is consistent with one method
discussed in the NARUC Manual. As explained above, the NARUC Manual
“discusses the major costing methodologies™ but “recognizes that no one
methodology will be superior to the others, and “does not advocat|e] any one
particular method.” A simple declarative exposition of the theory and methodology
of any particular cost study variant included in the NARUC Manual does not alleviate
attendant controversy, nor is it dispositive of the issue of which cost study
methodology is superior to all others.
MR. KINCEL STATES AT PAGE 7 OF HIS DIRECT TESTIMONY THAT,
“THE NARUC ELECTRIC UTILITY COST ALLOCATION MANUAL
(JANUARY 1992, P. 12) CLEARLY STATES THIS *COST PRINCIPLE,

THAT IS, THAT THE COST ALLOCATION STUDY SHOULD
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‘ATTRIBUTE COSTS TO DIFFERENT CATEGORIES OF CUSTOMERS
BASED ON HOW THOSE CUSTOMERS CAUSE COSTS TO BE
INCURRED.”” PLEASE COMMENT.
In this portion of Mr. Kincel’s testimony, he is arguing that no portion of distribution
costs should be allocated on energy. Mr. Kincel further argues that the sole
determination of the need for additional distribution capacity is grealer peak load
requirements, and therefore, only peak demands should be used to allocate all non-
customer classilied costs,

Mr. Kincel creates two time periods -- a period coinciding with class peak
demands, and a period of time characterized by all lesser demands. Mr. Kincel
reasons that alt distribution costs are caused by a coincidence of energy demands that
would sum to the greatest total demand at some particular time during the year. Only
thal maximum load is deemed by Mr. Kincel to have caused all the distribution costs
that he does not otherwise call customer costs.

Mr. Kincel’s analysis is incomplete, at best. Under Mr. Kincel’s theory, no
costs would be allocated to the overwhelmingly primary service that PPL provides--
the delivery of energy whenever throughout the year delivery service is required.
Yes, peak demands are more costly to serve than annual, or average, demands. This
is recognized by the allocation of fully 50 percent of distribution costs on a peak
demand basis under the Peak and Average methodology. Mr. Kincel fails to
investigate and analyze the costs incurred to provide delivery service to meet average
demands and the extra or incremental costs that relate to delivering peak demands.
Mr. Kincel simply dismisses the impact of all other loads during the year by
reasoning that if you construct delivery capacity to meet the peak, you automatically

have cnough capacity to meet all other demands. Mr. Kincel's casual dismissal of all
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lesser demands mistakenly ignores the fact that PPL would not incur any costs (i.e., it
would not exist} if customers had a demand for electricity during only one of the
8,760 hours in a year. Thus, substantial costs are related to the annual, or average,
demands for electricity that cause those costs to exist, and additional costs, not all
costs, are related to the provision of service at the time of peak demand. Moreover,
PPL’s service extension rules are not consistent with Mr. Kincel’s allocation
proposal, because PPL is prohibited from extending service to a customer who would
use eleciricity only one hour per year. PPL’s customers do not have appliance stocks
that use electricity only at the time of class peak demands, and tﬁus, demand and
demand growth do not occur uniquely at only the time of class peaks.
AT PAGE 11 OF HIS DIRECT TESTIMONY, MR. KINCEL TESTIFIES,
“OPTIMAL EFFICIENCY OCCURS WHEN EACH CUSTOMER CLASS
IS PAYING THE AVERAGE SYSTEM RETURN TO THE COMPANY IN
I'TS RATES.” PLEASE COMMENT.
Mr. Kincel is incorrect. Optimal efficiency occurs when price equals marginal cost,
not average cost. This most basic of economic precepts is explained in all economic
principles textbooks. PPL’s marginal delivery cost is less than its average cost,
therefore, setling prices equal to average cost would ensure that price will not equal
marginal cost. No claims regarding optimal efficiency attend a prescription of setting
price equal to average cost.
MESSRS. KNECHT, BARON AND KINCEL SUPPORT MOVEMENT
TOWARD COST OF SERVICE IN THIS CASE, BUT EACH OF THEM
PROPOSES A VARIANT TO PPL’S PROPOSED SPREAD OF ITS

REQUESTED INCREASE. PLEASE COMMENT.
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I Al In PPL’s remand proceeding, Docket No. R-00049255, PPL moved classes toward

2 cost of service, proposed to move class one-half way toward allocated costs in this
3 case, and move classes 1o cost of service in its next case. The one-half movement
4 toward cost of service in this case and the proposed full movement to costs in PPL.’s
5 next case arc measured in terms of closing the gap between class index rates of return
6 and PPL’s system average rate of return. Under these circumstances, | see no
7 impelling rationale to stray from the Commission’s traditional reliance on class index
8 rates of return and adopt other alternative proposals in this proceeding.
9 Q. DOES THIS COMPLETE YOUR REBUTTAL TESTIMONY?

10 A Yes.

W:3300wrag\dirtestwebuttal PPL Electric.doc
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PPL ELECTRIC UTILITIES
CORPORATION

R . T s N g A

DIRECT TESTIMONY OF RICHARD A. GALLIGAN

1. Introduction

PLLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Richard A. Galligan. 1am a Principal with Exeter Associates, Inc., a firm of
consulting economists specializing in utility economics. My business address 1s 5565
Sterrett Place, Suite 310, Columbia, Maryland 21044,

WHAT IS YOUR EDUCATIONAL BACKGROUND?
I have two degrees from the University of Wisconsin, including a Master's degree in
economics and, in addition, | completed two years of graduate study at the University of
Minnesota, where I fulfilled all of the course work requirements for the Ph.D. degree.

WHAT IS YOUR PROFESSIONAL EXPERIENCE?
| have taught economics at the University of Minnesota, the University of Wisconsin,
Mankato State University, and Webster College. In these positions, I taught a wide range
of courses covering all aspects of economics.

In January 1975, [ joined the staff of the Minnesota Public Service Commission at

the commencement of that Commission’s responsibility over gas and electric utility
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operations in the State of Minnesota. From 1976 to 1984, I was an economic consultant
specializing in public utility rate regulation of gas, electric and telephone utilities.

From 1984 until 1987, 1 was Director of Ultilities Division at the lowa State
Commerce Commission and Executive Director of the Texas Public Utility Commission.
At lowa, my responsibilities included the management and administration of all Utilities
Division activities regarding the regulation of gas, electric and telephone utilities
operating in the State of lowa under lowa State Commerce Commission jurisdiction. At
the Texas Public Utility Commission, | was responsible for the management and day-to-
day administration of that Commission's regulatory activities regarding all aspects of its
jurisdictional responsibilities. 1 also served briefly as General Manager of Rates &
Regulatory Affairs at Gas Company of New Mexico before assuming my present position
at Exeter Associates, Inc. in October 1987.

HAVE YOU PREVIOUSLY TESTIFIED IN REGULATORY PROCEEDINGS

ON UTILITY RATES?

Yes. [ have previously presented testimony on more than 100 occasions before the
Federal Energy Regulatory Commission (“FERC”) and the public utility commissions of
Alabama, California, Connecticut, Delaware, the District of Columbia, Florida, Georgia,
Idaho, Illinois, Kansas, Louisiana, Maryland, Michigan, Minnesota, Missouri, Montana,
Nevada, New Hampshire, New Jersey, North Carolina, Ohio, Pennsylvania, Rhode
Island, South Carolina, South Dakota, Tennessee, Texas, Utah, and Vermont.

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

Exeter Associates, Inc. was retained by the Pennsylvania Office of Consumer Advocate
(“*OCA”) 1o review the class cost of service studies, proposed revenue allocation and rate
design proposals for the residential class reflected in PPL Electric Utilities Corporation’s

(“PPL’s” or “the Company’s™) current application for a general rate increase. My
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testimony addresses the allocation of certain distribution costs in the cost of service

study, the revenue allocation, and rate design issues applicable to the Residential class.

HAVE YOU PREPARED SCHEDULES TO ACCOMPANY YOUR

TESTIMONY?

Yes. Schedules RAG-1 through RAG-3 will be prepared by me after receipt from the
Company of a corrected cost of service study recently requested. As discussed in more
detail below, PPL is re-running a cost study I requested which inadvertently contained an
error. Schedule-4 is attached to my testimony.

HOW IS THE REMAINDER OF YOUR TESTIMONY ORGANIZED?
Following this introductory section, my testimony is divided into three additional
sections. The first additional section begins with a brief summary overview of the
distribution cost allocation philosophy reflected in the class cosl of service studies
submitted on behalf of PPL. Following the overview, I detail the reasons that support a
finding that the Company's proposed allocation of distribution costs produces an
unrehiable indication of the costs of serving the various customer classes.

The second additional section presents my recommended methodology regarding
the allocation among the various customer classes ol any revenue increase authorized in
this proceeding. The third additional section is a discussion of the Company's Residential
ratc design proposals and my evaluation and recommendations with respect to PPL's
proposals.

WHAT CONCLUSIONS HAVE YOU REACHED AS A RESULT OF YOUR

REVIEW AND ANALYSIS?

I have reached the {ollowing conclusions:
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PPL’s allocation of a large portion of its secondary distribution plant and related
costs is at odds with the principle of cost causality, and produces unrealistic
indications of calculated class rates of return;

The fundamental service that PPL provides is the delivery of its customers’
annual energy requirements at all times during the year, and at varying rates of
delivery;

A large portion of PPL.’s annual delivery costs are directly related to the
fundamental service that PPL provides;

PPL.’s proposed cost-of-service study allocates no distribution costs on the basis
of the fundamental service it provides, violating the prilllciple that costs should
be allocated on the basis of the service units that cause the costs to be incurred;
The allocation of Common Distribution plant investment, partially on the basis
of average demands and partially on the basis of peak demands climinates the
misallocations in PPL’s studies by reflecting the load carrying capabilities of the
distribution system, and is consistent with the principle of cost causality;

PPL’s proposed revenue spread, tied to its cost study which misallocates major
Distribution costs of service, is unrcasonable,

The requested authority to increase the Residential RS Distribution Charge from
$7.96 to $10.00 should be denied; and

PPL’s proposal to front-load its residential revenue increase by increasing its
first-block rate by 39 percent, its second-block rate by 27 percent, and actually

decreasing its third-block, or tailblock, rate by 6 percent should be rejected.
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II. Allocation of Distribution Costs in the Cost of Service Study

PLEASE DESCR!BE THE ATTRIBUTES OF A CLASS COST OF SERVICE

STUDY.
The performance of average, embedded, historic class cost of service studies of the type
performed by PPL and included in Exhibits JMK-1 and -2 is an attempt to determine the
share of total costs that is incurred to provide service to each class of customers. The
studies are called average, embedded, historic cost studies because they attempt to
directly assign or allocate primarily f{ixed, sunk, original cost, book plant and related
costs, adjusted to test year levels as authorized by the Commission, to cach customer
class. The costs are first functionalized into broad cost categornies such as Distribution
costs, often by voltage level, or Customer costs. Costs are then classified as to whether
the costs arc demand related, energy related, customer related or related to revenues.
Finally, the costs are allocated to the customer classes on the basis of various measures of
demand, customers, etc., in proportion to each class’ contribution to the various
allocation measures.

PLEASE DESCRIBE THE VARIOUS TYPES OF DISTRIBUTION PLANT

INVESTMENT THAT ARE INCLUDED IN THE COMPANY’S TOTAL COST

OF SERVICE IN THIS PROCEEDING AND THAT ARE SUBJECT TO

ALLOCATION IN THE COMPANY’S COST STUDIES.
PPL’s Distribution plant can be typified in a number of ways. One useful way to
understand the allocation issues regarding PPL’s distribution plant is to divide
distribution plant into three categories: (1) “Primary Distribution™ plant, which includes
PPL.’s distribution substations and primaty overhead and underground lines; (2)
“Common Distribution” plant, which consists of the lower, sccondary portion of PPL’s

distribution plant, including secondary overhead and underground lines, poles, and line
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transformers; and (3) “Services and Meters” plant. Common Distribution Plant is system
plant, since it generally serves more than onc customer and is built and must be sized to
provide for various demands that may be placed on the plant components. Services and
Meters plant consists of exactly those two components and is that portion of PPL’s plant
which is located closest to its customers, providing the delivery of electricity to
individual customers.

The Primary Distribution plant delivers clectricity from the Transmission system
to the secondary system, stepping the voltages down from 69 kV, 23 kV and 12 kV and
ultimately to secondary voltage levels. The Common Distribution plant distributes
electricity throughout PPL’s service arca by delivering electricity from the primary
system to customer Services while completing the transformation of voltages down to
delivery level voltages. Generally, Services complete the delivery of electricity from the
output side of line transformers to the Meter located on or near structures on the
customers’ premises. As mentioned above, Common Distribution plant, including
overhead and underground lines, poles and line transformers performs a system function,
being plant that is generally used by multiple customers. Primary Distribution plant, too,
including substations and primary lines, performs a system function and is generally used
by multiple customers. Just as with Common Distribution Plant, Primary Distribution
plant exists not only to provide for the delivery of electricity whenever customers require
clectricity, but must be sized to also provide for the maximum coincident loads that the
plant may be required to serve. Because Services and Meters plant is generally
associated with the provision of service to individual customers, it does not perform a

system function.
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PLEASE DESCRIBE THE BASIS UPON WHICH PPL ALLOCATED ITS
PRIMARY PLANT, ITS COMMON DISTRIBUTION PLANT AND ITS
SERVICES AND METERS PLANT.
Each of the three categories of distribution plant were allocated by PPL on one of three
different allocation bases. Generally, Services plant was allocated predominantly on the
basis of the number of customers and partially on the basis of class peak demands.
Meters plant was allocated by PPL to classes on a customer count basis. Common
Distribution plant, including lines, poles and line transformers, was allocated on both a
customer and a class peak demand basis. The customer/demand allo;:ation of Common
Distribution plant resulted in an overall 58.5 percent customer component and a 41.5
percent demand component when applied to lines, poles and line transformers. The
Primary Distribution plant was allocated to classes solely on the basis of class
noncoincident demands, regardless of when during the year the class peak 1s established.
PPL’s allocations of its Primary Distribution plant, its system integrated Common
Distribution plant, and its Services plant contain misallocations of costs and produce
unreliable indications of the cost of providing service to its several customer classes.
Immediately below I discuss the misallocations inherent in PPL’s allocation of its

Distribution plant.
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IN ITS HISTORIC AND FUTURE TEST YEAR STUDY VARIANTS, WHICH

CLASSIFY A PORTION OF ITS COMMON DISTRIBUTION PLANT AS

CUSTOMER-RELATED, HOW DID PPL DETERMINE THE AMOUNT OF

COMMON DISTRIBUTION PLANT INVESTMENT TO CLASSIFY AS

CUSTOMER-RELATED?
The so-called customer component of Commeon Distribution facilities i1s the amount of
plant required to connect the customers, but also is an amount so meager in design that it
can, in fact, deliver no electricity. The Company determined its customer component of
Common Distribution plant based on the minimum system cost concept. Under this
approach, the customer component of each plant account that is deemed to be partially
customer and partially demand related was determined by PPL based on the smallest
sized plant that is capable of providing service to the customers’ load. PPL determined
the customer related portion of its poles, lines and line transformers by first determining
how much of its investment installed in each of these type of plants would have cost, if
the total amount of each type of plant were based entirely on the costs of its minimum
sized equipment. PPL used the minimum sized equipment it currently installs as the
basis for determining the minimum cost it would incur to deliver clectricity to its
customer loads if all of ils customers were provided service with the minimum sized
system. Since the minimum sized system can, in fact, flow electricity and meet a portion
of customer load requirements, PPL adjusted its minimum sized system to remove the
estimated capacity costs included in the mininum sized system.

For example, the minimum sized pole PPL currently installs is a 40-foot pole.
The total calculated cost of all of PPL’s 893,138 actual poles of varying size would be

$440.685,089 if cach actual installed pole were to cost the same as PPL’s average
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embedded $493.41 cost of its 388,753 40-foot poles. This $440,685,089 plant investment
cost that PPL would have incurred, if all its poles were installed at th-c cost of its
minimum sized poles, compares to PPL’s actual book cost of $718,486,800 for the actual
poles PPL did install. The ratio of the calculated pole investment costs 1f all the poles
were of the minimum size, to the pole investment cost of PPL’s actual poles installed, in
this case 61.30 percent, is deemed fo be the customer portion. The cost in excess of the
61.30 percent customer portion, or 38.70% (100% - 61.30% = 38.70%), is deemed to be
demand related.

Details of PPL’s determination of each of the customer components that PPL
contends is included in its Common Distribution plant are shown in PPL witness Kleha’s
Exhibit IMK-3 at page 13. For each account deemed by PPL to have a customer
component, the customer component is based on the ratio of the investment cost PPL
would have incurred, if all pieces of equipment in the account were of the minimum sized
component that PPL currently installs, compared 10 the investment cost of PPL’s actual
equipment installed, adjusted downward to eliminate the estimated demands that could be
met with the minimum sized system.

PLLEASE EXPLAIN THE CONCEPT OF A SO-CALLED CUSTOMER COST

COMPONENT OF PPL’S COMMON DISTRIBUTION SYSTEM.

The so-called customer component of PPL’s Common Distribution facilities (poles,
transformers, conductors) relates to determining the costs of system facilities that are so
skimpy that they would be able to “connect™ the customers but not be able to actually
flow any electricity to the customers. Customer costs are supposed to vary with the
number of customers. Professor Bonbright refers o the estimated costs of the

hypothetical minimum sized system as a “phantom” system. [Bonbright, James C., et al.
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Principles of Public Utility Rates, Public Utilities Rates, Public Utilities Reports, Inc.,

Arlington, 1988, p. 491]
Meters and Services investment costs do vary with the number of customers--one
customer, one Service and one Meter are required. Because Services and Meters meet
the requirement that they are a function of the number of customers, and because
Services and Meters do not perform a system function, I have classified and allocated
Services and Meters on a customer basis. However, electric distribution facilities
upstream of Meters and Services including poles, transformers, conductors and
substations' are caused by the loads that are demanded, not to the number of customers.
This is so because the very existence of these facilities relates to sufficient loads over
which the costs can be amortized so as to warrant the incurrence of the costs by PPL in
the first place, and the sizing of the facilities will be larger or smaller depending on the
greater or lesser coincidence of those electric loads, respectively. Thus, Services and
Meters, which are properly classified as a customer cost, do vary directly with the
number of customers and exhibit no diversity of demand, are distinguished from
Common Distribution facilitics, which are built to meet the common diverse load
requirements of PPL’s customers.
YOU MENTIONED THAT FACILITIES UPSTREAM OF SERVICES
RELATE TO THE LOADS THAT ARE DEMANDED, NOT TO THE-
NUMBER OF CUSTOMERS. PLEASE EXPLAIN.
Customer costs vary uniguely with the number of customers. Using transformers as an
example, a conclusion that transformers are a customer cost would require a finding that
there is a unique relationship between an increase in the number of customers and the

number of transformers. A distribution company like PPL may serve a single customer

1 - . - .
Poles, ransformers and conductors are upstream of Scrvices and Meters in the sense that electricity {lows fromits
source through the Comimon Diswibution system facilities, into the Services and on to the Meters,
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with one transformer. Another transformer may serve two or three customers, four or
five customers, or twenty or more customers, depending on the transformer size and the
proximity of customers. Transformers are required when end-user loads are of sufficient
duration so as to warrant the incurrence of costs, and transformers will be sized to meel
the maximum coincident demand expected from the customers served {rom: the
transformer. Transformer facilitics do not vary uniquely with the number of customers,
but do relate to PPL’s end-user load characteristics. This stands in direct contradiction to
the requirement that customer costs vary uniquely with number of customers.
Transformers are required to meet customer load requirements at all times,
including the peak demand placed on each transformer. There is no unique requirement
to install a transformer for each customer, or for any given number of customers.
However, all electricity delivered to customers must be transformed to usable voltages,
and additional transformer costs are incurred to meet the coincident peak demands placed
on cach transformer. The peak demands on each transformer arc caused by the
coincidence of customer demands, or the lack of diversity of demands, not by the number
of customers. Thus, transformers are needed, and transformer costs are incurred, to mect
demands for delivered electricity whenever those demands occur, and transformers must
be sized to also meet the coincident peak demands of customers served from each
transformer.
IS IT REASONABLE TO CLASSIFY DISTRIBUTION FACILITIES
UPSTREAM OF METERS AND SERVICES AS A CUSTOMER COST AND
ALLOCATE THE COSTS ON A CUSTOMER BASIS?
No. There ts no demand for “connection” service. The demand for electricity is a
derived demand, dependent on the customers’ electricily using devices. Each customer

brings with him or her a stock of electricity using devices and an average annual demand
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for electricity (which exhibits variance by season, day of the week, time of day,
holiday/workday, weather features, etc.). If there are no devices, there is no demand for
electricity, and no need to be a customer. Neither does PPL sell connection service.
PPL’s tariff does not include an offering for connection service, nor does PPL invest in
phantom distribution facilitics that would carry no load. PPL would not invest the
hundreds of millions of doilars that it identifies as the cost it would incur to install a
system that could carry no load. [ believe it is reasonable to allocate costs on the basis of
actual service L'mits provided, rather than to ailocale costs on the basis of phantom
systems which would provide non-existent “connection” service -- a service for which
there is no demand, nor is it a service which is offered. Moreover, PPL has determined
that this phantom service would require substantial facilities and related costs -- costs
which could not be recovered from the application of rates to non-existent service
demands.

Q. IS THERE ANOTHER PROBLEM WITH THE HYPOTHETICAL
CONSTRUCT OF A SO-CALLED CUSTOMER PORTION OF
DISTRIBUTION SYSTEM FACILITIES UPSTREAM OF METERS AND
SERVICES?

A. Yes. Determining the customer cost component of Distribution facilities on the basis of

the minimum sized system produces a result that is both uncertain and arbitrary. Let me
use transflormer facilitics as an example. In the PPL case prior to its 2004 rate case, PPL

based its transformer customer cost determination on the costs of its 10 kVa transformers,

and determined that the customer component of its line transformers was 23 percent of its
line transformer investment. In its 2004 rate case at Docket No. R-00049255, PPL
determined its line transformer customer component on the basis of its 30 kVa

transformer investment and concluded the customer component was 63 percent of its line
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transformer investment. In the present case, PPL now bases its line transformer customer
component on a 10 kVa transformer, includes an adjustment to address the capacity
value, and concludes that the line transformer component is 53 percent of its transformer
investment. Assuming arguendo the validity of extending the customer cost notion
upstream of Services to include portions of PPL’s major distribution facilities, clearly the
proposed customer costs, at 23 percent, or 53 percent, or 63 percent, all based on the
minimum sized system, are both uncertain and arbitrary. Moreover, different methods
can be used to estimate so-called distribution customer costs, like the zero-intercept
method, which would be expected to produce yet different conclusions regarding the
customer component. These uncertain and arbitrary cost determinations do not provide
the Commission with a reasonable, certain or reliable basis on which to determine how
much revenue cach class should provide in order to cover their reasonably allocated

costs.

The Misallocation of Primary Distribution Plant

Q.

TURNING TO PPL’S PRIMARY DISTRIBUTION COSTS, WHICH PPL
ALLOCATES ENTIRELY ON THE BASIS OF CLASS PEAK DEMANDS,
ARE ALL OF PPL’S PRIMARY COSTS OF SERVICE CAUSED BY CLASS
PEAK DEMANDS WHICH OCCUR IN ONE OF THE 8,760 HOURS IN A
YEAR?
No. Customer demands for electricity vary throughout the year reaching a maximum
coincident peak demand sometime during the year. PPL distribution facilities exist,
operate, and provide service throughout the year in order meet all demands throughout
the year. Because cxlra costs are incurred to size the plant sufficiently to meet peak
demands, as well as sustained demands, some costs are caused by the peak demands.

PPL s large, fixed distribution costs would not exist if its customers had demands for
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electricity that existed only during the one peak hour each year. Thus, some costs are
caused by PPL’s sustained demands throughout the year, and some costs arc caused by
the maximum coincident demands. PPL’s allocating all of its Primary Distribution costs,
and all of its non-customer related Common Distribution costs on peak demands only
vastly overstates the importance of the extra costs incurred to meet peak demands, and
produces a significant misallocation of costs.
WHAT DO YOU CONCLUDE FROM YOUR REVIEW OF PPL’S COST OF
SERVICE STUDIES? *
Based on my review of PPL’s proposed cost study, I find that;
»  PPL improperly includes an allocation of its Common Distribution facilities and
rclated costs upstream of Services on a customer basis; and
»  PPL’s allocation of all of its Primary Distribution costs and the demand related
portion of its Common Distribution costs entircly on the basis of class peak
demands overallocales costs on the basis of peak demands resulting in a significant

misallocation of costs.

I conclude that PPL’s cost of service study results are an unreliable indicator of the
adequacy of class revenue components as compared to allocated costs. The cost
misallocations [ have identified are significant and substantial. Distribution plant
accounts that contain the misallocations | have discussed affcet 88 percent of the total
dollar value of PPL’s distribution plant accounts, A class cost of service study compares
each class’ revenues Lo cach class® allocated costs of service tn order to assist in the
determination of reasonable rates. Because PPL’s major categorics ot costs have been
improperly classified and misallocated, PPL’s cost of scrvice study results do not present

a uscful guide to the Commission for use in the setting of rates in this proceeding.
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II1. An Alternative Allocation of PPL’s Common Distribution Plant

Q. ARE THERE OTHER COST OF SERVICE STUDIES THAT CAN BE USED

TO ASSESS THE COSTS ASSOCIATED WITH THE PROVISION OF

SERVICE TO PPL’S SEVERAL CUSTOMER CHARGES?

Al Yes. There are numerous cost study variants that can be used to allocate PPL’s average,

embedded, historic costs among PPL’s several customer classes. Cost allocations will
vary among these studies to address the concerns or to represent the differing views of
cost practitioners performing the studies. For example, PPL has performed tts 2007 class
cost of service study in such a manner that it concludes that $1.0 billion dollars, or 44
percent of its total Common Distribution plant costs for overhead line, underground lines
and line transformers, is customer related. Professor James Bonbright warns of using the
customer cost category as a dump for the costs of minimum sized system. Professor
Bonbright puts it this way:

...But if the hypothetical cost of a minimum-sized distribution system is
properly excluded from the demand-related costs for the reason just given,
while it is also denied a place among the customer costs for the reason
stated previously, to which cost function does it then belong? The only
defensible answer, in our opinion, is that it belongs to none of them.
Instead, it should be recognized as a strictly unallocable portion of lotal
cosls. And this is the disposition that it would probably receive in an
estimate of long-run marginal costs. But fully-distributed ‘cost analysts
dare not avail themselves of this solution, since they are the prisoners of
their own assumption that “the sum of the parts equals the whole.” They
arc therefore under impelling pressure to fudge their cost apportionments
by using the category of customer costs as a dumping ground for costs that
they cannot plausibly impute to any of their other cost categories.
[Bonbright, James C., Principles of Public Utility Rates, Public Utility
Reports, Arlington, VA, 1988, second edition, p. 492, emphasis added]

Clearly, how the Common Distribution costs that PPL ascribes to the customer cost

function ar¢ allocated is controversial, at best.
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IS THERE ANOTHER VIEW AS TO HOW PRIMARY DISTRIBUTION

PLANT AND DISTRIBUTION COSTS RELATED TO POLES, LINES AND

TRANSFORMERS MAY BE REASONABLY ALLOCATED?
Yes. PPL has allocated the subject costs on two bases: One, that customers exist, and
two, that customers have a peak demand during one hour of a typical year’s 8,760 hours.
Quite frankly, from a practical point of view, if PPL only had potential customers who
merely wanted to be hooked up to an electric system and those potential customers only
wanted to use electricity one-hour per year, PPL’s distribution system, with its attendant
costs, would not be practical. From a financial perspective, if PPL faced a market
characterized by customers who wanted to be hooked up so they could use electricity
only one-hour per year, PPL would have difficulty raising capital for such an enterprisc.
In short, PPL’s proposed allocation, totally omitting its customers’ usage, or commodity,
and driven only by the existence of one, the number of customers and two, peak demands
during the one-hour per year when the classes peak, does not result in costs being
allocated on the basis of the services causing those costs to be incurred.

WHAT SERVICE DEMANDS HAVE CAUSED THE COSTS RELATED TO

PPL’S PROVISION OF DISTRIBUTION DELIVERY SERVICE?
The demands for delivered electricity, both in annual amounts sufficient to warrant PPL’"s
existence and in amounts that reflect maximum demands, cause the costs that PPL sceks
to recover in this proceeding. These demands for electricity are what cconomists call
“derived demands.”™ Electricity is not demanded for its own sake; rather. clectricity is
demanded because people have a demand for things like warmed and cooled living and
working spaces, refrigerated and {rozen and cooked foods, warm water showers, clcan
and dried clothes, home and business video and audio entertainment or presentations, or

the desire to see clearly at night, and in general, the usc of all the other electricity-using
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appliances and equipment that are used to satisfy the revealed demands of market
participants. The use of all these electricity-using appliances creates the demands for
delivered electricity on PPL’s system. These demands cxist year-round, creating an
annual demand for electric service.” Without this annual demand in sufficient amounts
there would be no PPL costs of service because there would be no PPL electric
distribution system. It is the sustained demand for electricity, which is ultimately
responsible for PPL’s existence and costs, which has been relieved of any cost
responsibility by PPL in its proposals to allocate its fotal costs of providing scrvice.
Now, if the annual demand for electricity delivered across PPL’s distribution
system were an absolutely level amount each day of the year and each hour of the day,
PPL’s distribution system would only have to be built to deliver this average hourly
amount of capacity. A system designed to meet this constant average demand is the
smallest sized system that could deliver the annual energy requirements of PPL’s
customers. But electricity demands are not constant. At times, the demands for the
delivery of electricity are higher than at other times. PPL distribution company exists not
only to service its customers’ average delivery service requirements, but PPL must also
stand ready to meet elevated delivery service requirements whenever they exist
throughout the year. From this perspective it is the annual, or average service demands,’
and the elevated, or peak demands, that cause PPL to incur its costs of providing service.
Consistent with this practical, realistic view of PPL’s delivery service operations
{compared to PPL’s view that its costs are driven by number of customers and their one-

hour per year peak demands only) PPL’s Primary and Common Distribution costs are

* When asked in Data Request OCA Set V, Q. 7 to list all residential electricity using devices that use clectricity
only at the time of class peak demands. PPL responded that to its knowledge. “there are no devices that use
electricity only at the time of class peak demands.”™

¥ Average demands for service bear the same relationship as annual demands, since average demands are anmual
demands divided by a constant 8,760 hours.
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related partially to PPL’s customers’ average demands for service and partially to

customers’ peak demands for service.

Q. IS THERE A COST STUDY VARIANT WHICH ALLOCATES COSTS ON

THE BASIS OF CUSTOMERS” ANNUAL, OR AVERAGE, DEMANDS AND

CUSTOMERS?

A. Yes, the Peak and Average cost study methodology allocates costs that are related to

meeting customers’ demands for electricity throughout the year on average demands, and
allocates costs that are related to customers’ peak demands that occur sometime during
the year on the basis of peak demands. PPL’s customers demanded 36,688,327 MWhs
during its 2007 test year, or an average of 4,188 MWs during ecach of the year’s 8,760
hours. PPL could not have met its customers’ test year demands for electricity without
incurring the costs associated with a system sized any smaller than a capability of 4,188
MWs. However, PPL’s customers do not use clectricity at a constant rate throughout the
year. Instead, demands for electricity vary, cstablishing customer class demands that
reached a maximum of 8,312 MWs. No smaller capacity than 4,188 MWs could deliver
the annual requirement of PPL’s customers, but PPL built its system to also meet its class
peak demands of 8,312 MWs and incurred the additional costs caused by its coincident
peak demands. Average demands account for 50.4 (4,188 MW/8,312 MW) percent of
PPL’s Distribution facilities, and peak demands account for 49.6 (100% - 50.4%) percent
of PPL’s Distribution facilities.® In other words, 50 percent of PPL’s delivery capacity is
required to provide for the delivery of PPL’s average demands, while an additional 50
pereent of PPL’s delivery capacity is essential to the delivery of PPL’s elevated, peak

demands. Unlike PPL’s customer/demand construct, the Peak and Average construct is

* In fact, one would clearly expect that additional capacity would cost less per unit than a smaller amount of

capacity, That is. the costs associated with peak demand requirememnts would be less than the costs associated with
lesser requirements. However, when performing an average cost of service study (as PPL does). cach unit of
capacity is valued at the same, identical average cost of capacity.
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grounded in reality. The delivery of each customer class’ annual, or average,
requirements is not only a service that PPL provides, it is the overwhelmingly dominant
service that PPL provides and is the main reason that PPL exists and functions as a
delivery service company. Delivery service throughout the year is the service for which
there is a demand, is the service that is included in PPL’s tariff, and is the service that
sells at prices that provide PPL with an opportunity to recover associated costs.
HAVE YOU PREPARED A STUDY BASED ON THE VIEW THAT PPL’S
DELIVERY COSTS ARE CAUSED BY CUSTOMERS’ ANNUAL, OR
AVERAGE, DEMANDS, AND BY CUSTOMERS HAVING ELEVATED
DEMANDS THAT PRODUCE, AT SOME TIME DURING THE YEAR,
CUSTOMER CLASS PEAK DEMANDS?
Because the Company said its cost of service model is proprictary, | specified the Peak
and Average allocation factors to apply to PPL’s Primary Distribution and Common
Distribution plant, and PPL re-ran its cost study. Distribution costs and Commeon
Distribution costs were allocated partially on the basis of class average demands and
partially on the basis of class pcak demands. Those study results are based on 50 percent
weighting of average demands and a 50 percent weighting of peak demands.
Theoretically, the capacity required to deliver average demands could properly be based
on the ratio of average demands 1o peak demands, which is simply the definition of
system load factor, because no smaller system capacity could deliver the annual demands
for clectricity on the PPL system. PPL has a system load factor in excess of 50 percent,
but the studies utilized a weighting of average demand cost responsibility at 50 percent so
as 10 present a conservative restatement ol costs that are causced by the annual, or average,
demands for electricity by PPL’s customers. Because PPL’s Primary and Common

Distribution plant must be sized to not only accommodate PPL’s average demands, bul to
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also deliver electricity at times of peak demand, the remaining Primary and Common

2 Distribution plant costs have been allocated on class noncoincident peak demands.
3 Q. WAS THERE A PROBLEM WITH THE COST OF SERVICE STUDY RUN
4 THAT PPL PREPARED FOR YOU?
5 A Yes. Some secondary distribution costs were inadvertently allocated to customers taking
6 service at primary voltages. The study | requested is being re-run to correct this problem.
7 Q. CAN YOU COMPARE THE RESIDENTIAL RS CUSTOMER COST STUDY
8 RESULTS PRODUCED BY YOUR ALTERNATIVE COST STUDY TO THE
9 RESULTS FOUND IN PPL’S COST STUDIES.
10 A. When costs are allocated on the basis of the service requirements which drive, or cause
11 the costs to be incurred, including average demands and elevated demands as explained
12 above, the cost misallocations inherent in PPL’s studies are eliminated. The PPL study,
13 based on the hypothetical no-load customer costs and the failure to ascribe any cost
14 responsibility to the basic service PPL providcs, i.e., annual electricity delivery service,
15 shows substantiatly lower Residential RS index returns of only 59.4 percent and 81.6
16 percent, respectively. [ will provide more data on residential customer and other
17 customer rates of return when | receive the corrected cost of service study run.
18
19 IV. Revenue Allocation
20 Q. HOW HAS PPL PROPOSED TO UTILIZE ITS COST OF SERVICE STUDY
21 RESULTS TO SPREAD ITS PROPOSED REVENUE INCREASE IN THIS
22 CASE?
23 A PPL generally proposes class revenue increases which move each class half way toward
24 closing the difference between allocated costs and class revenues. Under PPL’s
25 proposals, [or example, Residential RS customers would be allocated a $77,329,000
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Distribution service rate increase, or 20.5 percent, compared to an overall Distribution
service increase of $83,521,000, or 13.2 percent, because PPL’s study shows an index
rate of return for RS customers of only 59.4 percent at present rates.

WHAT REVENUE SPREAD PROCEDURES DO YOU RECOMMEND?

1 agree with PPL’s 50 percent rule for use in this proceeding, adjusted so no class pays
more than twice the system average. The remaining question is which cost study should
be adopted for application of this rule.

The choice of cost studies at this point is the adoption of either PPL’s
Customer/Demand study or my own Peak and Average study. PPL’s study allocates one
billion dollars, or essentially one-half of its Distribution common facilities on the basis of
a non-existent, hypothetical, phantom, no-load system for which there is neither a
demand nor a corresponding tariff service offering. The minimum sized system
measurement of this so-called customer component produces results that are widely
variable, uncertain and arbitrary. Importantly, PPL allocates no costs on the basis of its
customers’ average demands, which is the overwhelmingly dominant, primary service
requirement that PPL provides. [ do not believe PPL’s study reasonably allocates costs to
customers utilizing the dehvery service PPL provides.

This contrasts to the Peak and Average cost study which allocates cosls on the
basis of the service requirements which directly result in PPL incurrence of cost -- the
average demands for electricity throughout the year, and the peak demands which require
additional costs to be incurred. | recommend adoption of the Peak and Average cost
study as the more reasonable indicator of class allocated cost responsibility. If the
Commission bases its revenue spread determination on one cost of service study, |
believe the study that most reasonably allocates PPLs Distribution costs by service is the

Pcak and Average cost study.

Direct Testimony of Richard A. Galligan Page 21

S



10
11
12
13
14
15
16

17

21
22
23
24

25

ARE THERE ANY CONCERNS WITH PPL’S PREPARATION OF THE PEAK

AND AVERAGE COST STUDY?
Yes. As | discussed, I received the Peak and Average cost study run at remand rates on
Friday, June 29. While investigating the reasons for the differences in PPL’s
customer/demand study results and the PPL performance of the Pcak and Average study,
I discovered that PPL apparently and inadvertently allocated secondary costs of service to
its customers who receive service at primary voltages. | have discussed this with PPL.,
and have requested a corrected PPL study. PPL will attempt to provide a corrected cost
study by close of business, July 6. Upon receipt of a corrected cost study, I will submit
Schedules RAG-1, -2 and -3 as soon as possible reflecting the corrected cost allocations.

WHAT REVENUE SPREAD WILL YOU PROPOSE?
The schedules will show recommended class cost responsibilities consistent with the
principles of moving classes one-half way toward cost of service, and hmiting classes to
no more than twice the average increase. Generally, these recommendations can be
expected to reduce the proposed increases for classes containing large numbers of
customers, and increase rates for classes that use large amounts of energy.

SHOULD THE COMMISSION AUTHORIZE LESS THAN PPL’S FULL

REQUEST, WHAT DO YOU PROPOSE?
Should the Commission authorize a lower total cost of service than PPL proposes, cach
class ratc increase, as will be shown on RAG-3, should be scaled back accordingly.
Alternatively, PPL could be required to re-run the Peak and Average cost study to
comply with the Commission findings, and apply the 50 percent rule during the
compliance phase of this proceeding.

YOU MENTIONED THAT IF A COST STUDY IS ADOPTED, YOUR PEAK

AND AVERAGE STUDY IS THE MOST REASONABLE. ARE AVERAGE,
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EMBEDDED, ALLOCATED, CLLASS COST OF SERVICE STUDIES
CAPABLE OF YIELDING RESULTS THAT ARE SO PRECISE THAT THEIR

RESULTS SHOULD BE DEEMED DEFINITE?

A No. Coslt of service studies are not an exact science and are oflen referred to as more art

than science. For example, the bulk of PPL's costs are fixed costs. The allocation of
fixed costs is controversial, largely because in the short-run, thesc costs may not change
with the provision of a little more or less service. Regarding the allocation of fixed

customer costs, Bonbright puts it this way:

The really controversial aspect of customer-cost computation arises because
of the cost analyst’s frequent practice of including, not just the costs than can
be definitely earmarked as incurred for the benefit of specific customers, but
also a substantial fraction of the annual maintenance and capital costs of the
secondary (low-voltage) distribution system - a fraction equal to the
estimated annual costs of a hypothetical system of mimimum capacity. [Ibid.,
p. 491, emphasis added]

Also, regarding capacity related costs, the NARUC Manual, at page 23 states:

Dr. James Bonbright, whose Principies of Public Utility Rates is the
classic cxamination of regulation and ratemaking, wrote:

“Of all of the many problems of rate making that are
bedeviled by unresolved disputes about issues of faimess, the
one that deserves first rank for frustration is that concermed
with the apportionment among different classes of consumers
of the demand costs or capacity costs....Here. notions of “fair
apportionment’ are almost sure to conflict with economists’
convictions as to the relevant cost allocations. Bul thesc
notions are themselves, neither stable nor uniform, although
they reveal a general tendency in favor of a fairly wide
spreading out of costs, as butter would be spread over bread in
a well-made sandwich. Awareness of these unresolved
conflicts about *fair’ cost apportionment has lead the British
cconomist Professor W. Arthur Lewis to exclaim that, in rate
determination, ‘equity is the mother of confusion.”””
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Dr. Bonbright also includes the following regarding the allocation of capacity, or demand

related costs:

We come now to that category of costs, capacity, ready to serve,
or demand costs, the treatment of which has made a nightmare of utility
cost analysis (for two masterly theoretical treatments see Boiteux, 1960,
and Crew and Kleindorfer, 1986). As the FERC Handbook (1983, p. 139)
states: “For the problem which it presents is that of imputing joint costs to
joint products or byproducts, and not merely that of distributing those
common, but nonjoint, costs (See Chapter 2) which vary more or less
continuously with number of consumers or with rates of output....

Here, as with the other two categories of cost, there is no
general agreement as lo what items or portions of total costs should be
included among the demand-related costs, perhaps because cost functions
are far too complex to be reflected by the arbitrary, three-way classification
of customer, energy, and demand....

[ attempting to assess these relative responsibilities, the analyst
is offered a wide variety of alternative formulas of apportionment, each of
which has received support from some rate experts. Testifying before the
ICC in lllinois (1953) in a rate case, Corey noted the existence of twenty-
ninc such formulae; in their textbook Garfield and Lovejoy (1964, p. 159)
mention “20 or more allocation methods™; and Grainger (1972, 1976)
discusses several methods of aliocating the ready-to-serve costs. Most of
them have no claim whatever to validity from the standpoint of cost
determination and only a dubious claim to acceplance as compromise
measures of reasonable rates. A harsher critic might use the metaphor of
Bentham that these claims are “nonsense upon stilts™. [Ibid., pp. 494-495]

[ conclude that allocated cost of service study results based on often controversial cost
allocations are themselves controversial. Ailocated costs of service are one component of
information available for the Commission as it considers its affirmative responsibility to
set just and reasonable rates. The controversial aspect of fixed cost aliocations reinforces
the general regulatory principle' that cost of service results are often used as a guide to the
setting ol rates.

Q. 1S IT APPROPRIATE TO REQUIRE THAT CLLASS REVENUE

RESPONSIBILITIES MUST BE SET EXACTLY EQUAL TO THE RESULTS
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OF A SINGLE, ALLOCATED, EMBEDDED, HISTORIC, ACCOUNTING
COST OF SERVICE STUDY?
No. While such a prescription would lead to index rates of return equal to 100 percent,
revenue-to-allocated cost ratios of 1.0, and revenue minus allocated cost differences of
zero, in my opinion, this prescription is neither necessary nor desirable. First, this
revenue allocation prescription would produce a slavish, mechanistic basis for the setting
of rates to the exclusion of all other cost and non-cost considerations. This conflicts with
the long-standing Commission policy of using allocated cost study results as a guide to
the setting of rates. Second, this prescription implies a precision and a lack of allocated
cost controversy that simply does not exist. The very existence of numerous cost study
variants and the controversial nature of various cost allocations reinforces the use of cost
studies as guides to the setting of rates. 1 will include the range of results yielded by the
Peak and Average cost study and PPL’s customer/demand study when [ receive the
corrected Peak and Average cost study run.
YOU HAVE EARLIER CITED PROFESSOR BONBRIGHT’S COMMENTS
REGARDING THE DIFFICULTIES ATTENDANT TO THE ALLOCATION
OF FIXED COSTS, THE MANY AND VARIED METHODOLOGIES THAT
ARE USED TO ALLOCATE FIXED COSTS, AND THE CONTROVERSIAL
NATURE OF FIXED COST ALLOCATIONS. WHAT DOES PROFESSOR
BONBRIGHT SAY ABOUT THE EXTENT TO WHICH FULLY
ALLOCATED, AVERAGE, EMBEDDED, HISTORIC ACCOUNTING COSTS
OF SERVICE SHOULD BE USED AS A STANDARD AGAINST WHICH
CLASS REVENUES MAY BE DETERMINED?

When addressing capacity related embedded cost allocations, Professor Bonbright states,
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Should the capacity costs be assigned to the different ratepayers on the
basis of system peak responsibility, of coinctdent class demand, or any one
of the other thirty-odd proposed bases of assignment to be found in the
literature of rate theory? Here, notions of fair apportionment are almost
sure to conflict with economists’ convictions as to the relevant cost
allocations. But these notions are themselves neither stable nor uniform,
although they reveal a general tendency in favor of a fairly wide spreading
out of the costs, as butter would be spread over bread in a gourmet’s
sandwich. [Ibid., p. 184]

A standard that is best described as the wide spreading of costs as butter would be spread
over bread in a gourmet’s sandwich hardly supports a finding that class revenue
responsibilities should be set entirely on the basis of and consistent with costs atlocated in

accord with the standard. Unfortunately, such is the nature of allocated, fully distributed

cost of service findings.

Q. DOES YOUR FINDING THAT A PRESCRIPTION TO SET CLASS

REVENUES AT RESULTING ALLOCATED COSTS IS NOT WARRANTED
MEAN THAT CLASS COST RESULTS MAY NOT BE CONSIDERED IN

THE RATE SETTING PROCESS?

A. No. In this present case, for example, my own study, the fully complete Peak and

Average study, will demonstrate that PPL’s cost of service study over-allocates costs to
residential customers. While specific cost study results should not be slavishly converted
into rates by rate application of simple arithmetic, cost studies which most reasonably

allocate costs may be used as guides to the setting of rates.
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V. Rate Design
PLEASE DESCRIBE PPL’S PROPOSED RESIDENTIAL RS RATE DESIGN

CHANGES.
Below is a comparison of PPL’s present and proposed Residential RS rates shown on

PPL’s Exhibit Regs § 53.53, Part 1V, Attachment IV-C, page 1.

Present Rate Proposed Rate
Distribution Charge $7.96 $10.00
First 200 kWh 2.183¢ 3.010¢
Next 600 kWh 1.975¢ 2.500¢
Over 800 kWh 1.855¢ 1.742¢

The proposed Distribution charge rate increase of $2.04 represents a 25.6 percent
increase compared to a proposed residential RS Distribution service increase of 20.1
percent. PPL proposes a 38 percent first-block rate increase, a |5 percent second-block
rate increase, and a 6 percent tailblock rate reduction. The tailblock price discount
compared to middle-block consumption under proposed rates is a 30 percent discount
compared Lo the current tailblock discount of 6 percent.

HAVE YOU DETERMINED PPL’S RESIDENTIAL CUSTOMER COSTS FOR

INCLUSION IN PPL’S DISTRIBUTION CHARGE?

Yes. Schedule RAG-4 shows the determination of PPL’s customer costs that are
cligible for inclusion under my understanding of Commission precedent. [n
Pennsylvania, customer costs included in a monthly fixed charge, such as PPL’s
Distribution Charge, include return, taxcs on return, and depreciation on services plant
and meter plant. The return and taxes costs are $41.5 million, as shown on Schedule
RAG-4. Other fixed costs included in the Distribution Charge are the $10.1 million and
$10.8 million of depreciation expense on Services and Meters plant. Also considering

variable O&M costs included in the Distribution Charge, as shown on Schedule RAG-4,
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results in total Distribution Charge costs of $96.8 million. Utilizing the costs shown on
Schedule RAG-4, the calculated monthly Distribution Charge would be $6.76. A more
economically meaningful Distribution Charge price signal would exclude the fixed costs,
or depreciation expense and return and taxes, from the Distribution Charge
determination.
WHAT RATE DESIGN DO YOU RECOMMEND FOR PPL’S RESIDENTIAL
RS CUSTOMERS?
IFor illustrative purposcs and a direct comparison 1o PPL’s proposed rates, | show below a
Residential RS rate design consistent with PPL’s proposed $449,866;498 Residential RS

Distribution Rate Revenue shown on Attachment 1V-C, page | of Mr. Kasper’s

attachments.
Present Rate OCA Proposed Rate
Distribution Charge £7.96 8.00
First 200 kWh 2.183¢ per kWh 2.744¢ per kWh
Next 600 kWh 1.975¢ per kWh 2.536¢ per kWh
Over 800 kWh 1.855¢ per kWh 2.416¢ per kWh

The $8.00 Distribution Charge essentially maintains PPL’s current rate, which
excecds my understanding of Pennsylvania Commission precedent on this issue. All
other block rate prices have been increased by the same absolute 0.561 cents per kWh
amount. These proposed rates are consistent with PPL’s current three-block rate design.
The proposed, equal, absolute 0.561 cents per kWh increase is consistent with average,
cmbedded cost of service study results. These cost of service studics do not determine
costs by consumption level.

PLEASE DESCRIBE THE COMPANY'S PROPOSED TIME OF USE PRICING

PROGRAM.
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A. As a Demand Side Management offening, PPL proposes to develop time of use pricing

proposals for usc by its residential and small business customers under pilot programs.
Time of use pricing would be developed and implemented in the 2008-2009 time frame.
Pricing options under consideration are Day Ahead, Real Time, and Critical Peak pricing,.
Purposes of the Time of Use Pricing program include educating customers about market
price volatility, understanding demand response behaviors, and gathering information
regarding the demands and 1ssucs related to faclilitating demand responscs to time-
varying prices. Customer participation in the program will be limited during the
development period.

Q. AS THE TIME OF USE PRICING PROGRAM IS DEVELOPED AND

IMPLEMENTED, COULD YOU GIVE A FEW EXAMPLES OF THE KINDS
OF MATTERS THAT NEED TO BE CONSIDERED UNDER THE
PROGRAM?

A Numerous programmatic decisions will attend the development and offering of yet-1o-be
developed rates and terms of service under pilot time of use pricing schemes. A few of
the considerations under a time of use pricing program would include:

-- the voluntary nature of participation;

-~ pilot program participation limits and how participants will be selected,;

-- if inducements are required to gain participants, what inducements will be offered,
and how will the inducements be structured so as to achieve their objective and
not adversely affect pricing signals to be studied?

-~ what special equipment may be necded for participation, and who will bear the
cost of the equipment?

-- what pricing elements will be included in the various offerings?

-- what revenue targets make the most sensc for program participants?
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--how will pricing periods be defined under the various offerings?
-- length of the pilot programs,
-- on-going and final evaluation criteria; and
-- pilot program sunset arrangements.
The answer to these and to other questions and issues at the commencement of the Time
of Use Pricing program and throughout the program will affect the ultimate usefulness of
the program and the participants in the program. The main purpose of the program is a
learning tool for both the company and its customers. The structure of the program is
obviously of critical interest to all those who will both participate in the program and who
are part of the population that will ultimately be affected by the program resulls.
WHAT DO YOU RECOMMEND?
1f the Time of Use Pricing program is approved by the Commission, | reccommend that
PPL be ordered to adopt procedures that provide for the OCA’s and other interested
parties’ participation through systematic inclusion in all aspects of initial and on-going
rale development. The Company should work cooperatively with the OCA and other
interested parties regarding the issues being considered, the progress and options
addressing the issues, problems being encountered, basis of proposed rate development
and implementation recommendations, etc. Periodic meetings related to program
considerations and development should be conducted. 1 believe that this would be in the
best interest of PPL and its customers.
PPL HAS PROPOSED TO RECOVER ITS ESTIMATED $2.7 MILLION DSM
COSTS THROUGH THE APPLICATION OF A RECONCILABLE
SURCHARGE. DO YOU AGREE?
No. DSM costs should be recovered through base rates. DSM costs are neither

extremely volatile, like fuel costs, or outside of utility management control, like taxcs.
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Because the timing and unfolding activities under the proposed DSM program are
uncertain at this time, however, as explained by PPL witness Robert T. Homa, PPL
should be required to submit periodic scheduled reports to the Commission and to the
partics on the costs and benefits it incurs under its DSM program.

Q. DOES THIS COMPLETE YOUR TESTIMONY?

A. No, | will file supplemental direct testimony after receipt from PPL of the corrected Peak

and Average cost of service study.

W30 raghdirtestidirect PPL Electric.doc
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PPL Electric Utilities Corporation
Distribution (Customer) Charge Determination
' Residential RS

$000°s
Electric Plant
Services $444,156
Meters 176,390
$620,546
Depreciation Reserve
Services $225,600
Meter 57.979
$283.585
Net Customer Plant $336,961
Pre-tax rate of return 12.34%

Return & taxes

Depreciation Expense/Services
Depreciation Expense/Meters

O&M
Services
Meters
Meter Reading
Collection Expensc
Other Customer Accts Exp
Employce Benefits @ 0% of O&M

Total Cost

Customer Bills (12 x 1,193,921)

Schedule RAG-4

Cost

$41,581

10,105
10,821

3,869
7,808
2,728
8,250
8,543
3,120

$96,825

$6.76/Cust/mo.
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V. DOCKET NQO. R-00072155

PPL ELECTRIC UTILITIES
CORPORATION

SURREBUTTAL TESTIMONY OF RICHARD A. GALLIGAN
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Richard A. Galligan. Tam a Principal with Exeter Associates, Inc., a firm of
consulting economists specializing in utility economics. My business address is 5565
Sterrett Place, Suite 310, Columbia, Maryland 21044,
ARE YOU THE SAME RICHARD A. GALLIGAN WHO FILED DIRECT
AND REBUTTAL TESTIMONY IN THIS PROCEEDING?
Yes.
WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY?
The purpose of my surrcbuttal testimony is to comment on the rebuttal testimony of a
number of witnesses who addressed various cost allocation and rate design topics.
Witnesses whose rebuttal testimony [ address include Messrs. Oliver G. Kasper and
Joseph M. Kleha on behalf of PPL Electric Utilities Corporation (“PPL” or the

“Company™). | also respond to the rebuttal testimony of Mr. Robert D. Knecht on behalf

- of the Pennsylvania Office of Small Business Advocate, and Mr. Stephen J. Baron on

behall of PP&L Industrial Customer Alliance. My surrebuttal testimony responds 1o the

cost allocation and rate design issues addressed by these witnesses. | will respond to
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common themes addressed by several witnesses on an issue basis, rather than repeat

responses separately for cach witness.

_Cost of Service Issues

MR. KLEHA, AT PAGE 3 OF HIS REBUTTAL TESTIMONY ARGUES
THAT, UNLIKE YOUR COST OF SERVICE STUDY, PPL’S STUDY IS A
MORE MODERATE, MIDDLE-OF-THE-ROAD STUDY. IS MR. KLEHA
CORRECT?

No. At page 3 of his rebuttal lestimony, Mr. Kicha testifies:

Second, the only party in this proceeding who criticizes PPL
Electric’s cost atlocation study is Mr. Galligan, on behalf of the
Office of Consumer Advocate. Mr. Galligan proposes changes
which, if adopted, would reduce the level of costs assigned to the
residential class. The Company however, secks to take a more
moderate middle-of-the road position regarding the allocation of
costs to the various customer classes and, as such, does not favor
one customer class over another when assigning costs.”

Mr. Kleha is incorrect when he says my proposed changes reduce the level of costs only
for the residential class. Allocated costs are aiso less for the GS-1 customers. More to
the point, my study more accurately reflects system cost causality. Mr. Kleha does not

apply the same test to those supporting his model who benefit greatly from the

misallocation of costs. Mr. Klcha states on page 3 of his rebuttal testimony:

The Office of Small Business Advocate, the Department of
Defense, and the PPL Industrial Customer Alliance, which
represent commercial and industnal customers, all support PPL
Electric’s cost allocation study.
It is in the pecuniary interest of every one of these intervenors to support PPL’s cost

allocation study which “if adopted would reduce the level of costs assigned to™ their

respective classes compared to the study [ present. There are not three studies available
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in the record in this proceeding with PPL’s representing a “middle ground.”™ There are
only two studies, the Pcak and Average study and the customer/demand study. | belicve
it is better to determine which study more reasonably allocates costs to the services that
cause the costs, than to afford any weight to PPL’S erroncous assertions that because its
study is supported by all the partics who would gain from its acceptance, the PPL study is
the more modecrate.
MR. KLEHA ARGUES ON PAGE 24 OF HIS REBUTTAL TESTIMONY
THAT PPL HAS USED THE SAME FUNDAMENTAL ALLOCATION
METHODOLOGY IN PRIOR RATE PROCEEDINGS AND CONSISTENCY IS
IMPORTANT. PLEASE RESPOND.
In contrast to his consistency argument, Mr. Kleha also states that Lloyd has made the
fundamental principle of cost causation more important. [ agree. But, contrary to
Mr. Kleha, I believe that the unbundling and restructuring of PPL’s operations makes it
more important to get it right when it comes to the allocation of distribution costs. The

NARUC-commissioncd RAP Report puts it this way:

Efforts to restructure the electric industry, to create competitive
markets for generation and retail services, have, in a sense,
“uncovered” the distribution system and have cncouraged utilities,
consumer advocates, and regulators to re-examine pricing policies
for what appears to remain a naturally monopolistic component of
the industry. (The same can be said of transmission; however, our
focus is on that part of the system that falls primarily under state
jurisdiction.) The distribution network, which typically had
accounted for anywhere from ten to forty percent of a vertically-
integrated utility's total investment, has thus become the object of
central concern to firms that no longer own generation assets.
Recent ulility proposals to restructure distribution rates can be seen
as business strategies to mitigate risk and increase revenues,
understandable in themselves but not necessarily consistent with
the overall public interest. [Ibid., p. 6]
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Blind adherence 1o “consistency” in the newly unbundled and restructured operating
scheme does not seem to be supported by the changed circumstances drastically altering
the utility service subject to state regulation.

Moreover, PPL has changed its cost allocation methodology. In PPL’s prior case,
| argued that PPL’s so-called customer cost determination was improper because of the
capacity costs included in its customer classified costs. PPL argued against this view in
its 1995 and its 2004 rate cases. In the present case, PPL, of its own volition, changed its
cost allocation methodology, contrary to “consistency”™ and prior Commission precedent,
and adjusted its proposed customer classifications cost in an attempt to eliminate capacity
costs included in its “minimum system” customer costs. Clearly, it is inconsistent {or
PPL to argue that other parties should be bound by “consistency” considerations, when
PPL itself is not.

AT PAGES 9 AND 10 OF HIS REBUTTAL TESTIMONY, MR. KLEHA

PRESENTS THREE ENUMERATED ARGUMENTS AS TO WHY HE

BELIEVES ALLOCATING DISTRIBUTION COSTS UPSTREAM OF

METERS AND SERVICES ON THE BASIS OF PEAK AND AVERAGE

DEMANDS IS INAPPROPRIATE. PLEASE COMMENT.

Mr. Kleha’s first enumerated argument is that there is simply no rational basis for
opposing the principle that distribution costs are incurred to “connect” customers. [ have
presented the basis of allocating common distribution costs (related to facilities upstream
of meters and services) partially on annual, or average, demands and partially on peak
demands at pages 15-19 of my direct testimony, and at pages 3-5 and pages 9-10 of my
rcbuttal testimony. Suffice it to say here that PPL is not in the business and will not
extend its facilities to “connect” customers. PPL is in the business, and will extend

services lo acquire new annual delivery scrvice electric load requirements. Each
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customer brings its loads along with it, and PPL incurs costs to extend its system and
acquire and serve the new load requirements. No loads -- no extension, 1t is the
existence of loads that cause costs, not the existence of customers who have no load
requirements.

Mr. Kleha’s second-stated argument has commonality to arguments also advanced
by Messrs. Knecht and Baron, which | will address later in my rebuttal testimony.

Mr. Kleha’s third-stated argument is that distribution facilities do not vary based
on the amount of energy consumed by customers; rather, distribution facilitics are sized
to meet peak demands. [ explain at pages 16-19 of my direct testimony the portion of
costs that is related to average demands and the portion of costs that is related to serving
peak demands. Indeed, there are greater costs incurred to deliver electricity when
demanded at peak demand rates compared to the costs of meeting lesser, average
demands. The Peak and Average methodology accounts for this, assigning 50 percent of
PPL’s common distribution facilities and related costs on a peak basis. Mr. Kleha is
wrong when he concludes that a large portion of costs is incurred to “connect” customers;
that no costs are related to PPL’s primary service obligation -- the delivery of electrical
énergy whenever, over the course of a year, customers demand electricity; and that all
remaining non-customer costs are causced by one-hour demands each year. [t is simply
inconceivable that no costs are associated with, related to, or caused by, the primary,
essential service that PPL exists to provide.

AT PAGE 10 OF HIS REBUTTAL TESTIMONY, MR. KLEHA TESTIFIES

THAT AVERAGE DEMANDS SHOULD NOT BE USED TO ALLOCATE

COSTS BECAUSE ENERGY SALES DO NOT DEFINE THE DESIGN OF

THE DISTRIBUTION SYSTEM. PLEASE RESPOND.
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Here Mr. Kleha 1s restating his belief that none of the total delivery costs PPL incurs to
provide its main product -- delivery of clectricity whenever it is demanded -- are related
to the provision of this matin product. In Mr. Kleha’s view, all of PPL’s demand costs
relate to and are incurred to provide service during the one-hour of class peak demands.
There is no controversy over the capability of PPL’s distribution system to deliver peak
demands. The question is, are peak demands the cause of all of PPL’s demand related
costs?
While customers establish one-hour peak demands during a year consisting of
8,760 hours, it is clear that the PPL distribution system would not exist if electricity
delivery scrvice were demanded only one-hour per year. PPL concedes that the demand
requirements on its system are not limited to one or a few hours per year, responding to
OCA Data Request Set v, Q. 7, “there are no devices that use clectricity only at the time
of class peak demands.” Thus, there are costs related to meeting the sustained demands,
which are responsible for the existence of PPL’s electric distribution system, and there
are costs associated with meeting peak demands. 'Thc Peak and Average cost allocation
methodology allocates costs both to the sustained demands that cause PPL. to exist, and to
the peak demands that cause distribution system costs to be higher than they would be
absent variations in demand.
AT PAGE 1} OF HIS REBUTTAL TESTIMONY, MR. KLEHA TESTIFIES
THAT THE NARUC COST ALLOCATION MANUAL (*NARUC MANUAL”)
ON PAGE 90 “DEFINES A MINIMUM SIZE DISTRIBUTION SYSTEM AS
THAT BASED ON THE SMALLEST SIZE EQUIPMENT CURRENTLY
BEING INSTALLED BY THE UTILITY.” IS THIS STATEMENT
DISPOSITIVE OF THE ISSUE OF WHAT COSTS MAY BE USED TO

DETERMINE SO-CALLED CUSTOMER COSTS?
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A No. The material referred to by Mr. Kieha ts selective. Discussing minimum size
method at page 95, the NARUC Manual alerts the reader Lo size considerations attendant

to the method:

The results of the minimum-size mecthod can be influenced by
several factors. The analyst must determine the minimum size for
cach piece of equipment: “Should the minimum size be based
upon the minimum size equipment currentty being instailed,
historically installed, or the minimum size necessary to meet
safety requirements?” The manner in which the minimum size
equipment is selected will directly affect the percentage of costs
that are classified as demand and customer costs.

Clearly, the NARUC Manual does not dictate exactly which method a cost analyst might
use if the customer cost notion is going to be applied to facilities upstream of meters and
services, and if the minimum size method is utilized.

Q. AT PAGE 13 OF HIS REBUTTAL TESTIMONY, MR. KLEHA TESTIFIES

THAT YOU SEEM TO SUGGEST THAT THE ZERO INTERCEPT METHOD
IS BETTER THAN THE MINIMUM SIZE SYSTEM METHOD. AT PAGE 13,
MR. KLEHA TESTIFIES THAT YOU PROPOSE TO ADJUST THE
COMPANY’S ALLOCATORS BECAUSE THE EQUIPMENT USED IN THE
MINIMUM SIZE SYSTEM HAS SOME LOAD CARRYING CAPABILITY.
PLEASE RESPOND.

A. [ do not make any superiority claim for the zero-intercept method, nor do [ testify that
PPL’s determination of so-calied customer costs in this proceeding need to be adjusted
because the minimum size system has some load-carrying capability. | recognize that
PPL has considered the load-carrying capability of the minimum size system, and it has
proposed an adjustment to address this concern. While Mr. Kleha’s adjustment addresses

the problem that minimum sized facilitics are capable of meeting demands, the
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adjustment does not validate the notion that PPL incurs costs to “connect” customers
compared to the fact that PPL will incur costs to acquire customer loads.
AT NUMEROQUS PLACES IN THEIR TESTIMONY, MESSRS. KLEHA,
BARON AND KNECHT CITE THE NARUC MANUAL FOR AUTHORITY
FOR UTILIZING THE CUSTOMER COST NOTION TO ALLOCATE COSTS
UPSTREAM OF METERS AND SERVICES, AND THEIR ENSORSEMENT
OF PPL’S MINIMUM SIZE ME-THOD TO MAKE THOSE ALLOCATIONS.
PLEASE COMMENT.
Mr. Kieha appeals to the NARUC Manual in his rebuttal testimony at page 9, lines 7-16;
page 11, lines 12-22; and page 12, lines 5-7. Mr. Knecht appcals to the NARUC Manual
in his rebuttal testimony at page 11, lines 14-18; and page 16, linc 28 through page 17,
line 12. Mr. Baron appeals to the NARUC Manual in his rebuttal testimony at page 4,
line 11 through page 5, line 16; page 7, lines 1-17; page 10, lines 7-13; and page 11, line
18 through page 12, ling 4. Appeals to the NARUC Manual for authoritative support for
any one parlicular cost classification or allocation method are vain.
A major objective of the Manual, one of three objectives discussed in the NARUC

Manual’s Preface, is stated as follows:

The writing style should be non-judgmental; not advocating any one
particular method but trying to include all currently used methods with
pros and cons. [NARUC Manual, p. ii]

The NARUC Manual is expository, using simple declarative language. It is a how-to
manual. It docs not endorse, reccommend or judge the cost allocation methods it presents,
as revealed in the referenced statement embodying this principle.

MR. BARON, IN HIS FOOTNOTE 2 ON PAGE 10 OF HIS REBUTTAL

TESTIMONY STATES THAT YOU RECOMMEND AN ARBITRARY 5(/50
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WEIGHTING BETWEEN DEMAND AND ENERGY AS YOU APPLY THE
PEAK AND AVERAGE METHOD TO PPL, AND THAT THIS CONTRASTS
WITH YOUR WEIGHTING OF THE ENERGY PORTION OF YOUR
ALLOCATIONS BY THE SYSTEM LOAD FACTOR IN THE RECENT

DUQUESNE LIGHT COMPANY CASE. PLEASE COMMENT.

A. Theoretically, the capacity required to deliver average demands could properly be based

on the ratio of average demands to peak demands, which is simply the definition of load
factor. At page 18 of my direct testimony, [ report that PPL’s retail jurisdictional load
factor is 50.4 percent. The Peak and Average cost studies reported in Schedule RAG-1
Supplemental weight average demand responsibility at PPL’s 50 percent rounded load
factor. It is not accurate to refer to this 50 percent weighting of average demands as

arbilrary.

Q. AT PAGE 6 OF HIS REBUTTAL TESTIMONY, MR. BARON OPINES, “THE

CONCEPTUAL BASIS FOR THE MINIMUM SIZE METHOD IS THAT IT
REFLECTS A CLASSIFICATION OF THE DISTRIBUTION FACILITIES
THAT WOULD BE REQUIRED TO SIMPLY INTERCONNECT A
CUSTOMER TO THE SYSTEM, IRRESPECTIVE OF THE KW LOAD OF
THE CUSTOMER. FROM A COST CAUSATION STANDPOINT, THE
ARGUMENT SUPPORTING THIS APPROACH IS THAT ALL OF THESE
MINIMAL FACILITIES WOULD BE REQUIRED SIMPLY DUE TO THE
REQUIREMENT TO INTERCONNECT THE CUSTOMER....” PLEASE
COMMENT.
A PPL has no requirement Lo “connect” customers irrespective of load. PPL will extend its
system and incur related costs Lo attach loads that are permanent, for which there is no

doubt of continued usc of the new facilities by the customer, and the cxlension is non-

Surrebuttal Testimony of Richard A. Galligan Page 9




10

11

13

14
15
16
17
18
19

20
21
22
23
24
25
26

27
28

speculative. That is, PPL will incur costs to provide delivery service for sustained
demands, and to meet peak demands as well as average, or annual, demands. PPL is not
obliged to incur costs (without a compensatory one-time customer contribution or a
customer revenue guarantee) to “simply” hook up a customer irrespective of the
customer’s demand for electrical energy.
AT PAGE 7 OF HIS REBUTTAL TESTIMONY, MR. BARON STATES,
“THE NARUC MANUAL DOES NOT EVEN MENTION MR. GALLIGAN’S
PREFERRED METHOD, ‘PEAK AND AVERAGE,” FOR ALLOCATING
DISTRIBUTION COSTS.” AT PAGE 17 OF HIS REBUTTAL TESTIMONY,
MR. KNECHT, TOQ, SAYS THAT NARUC MANUAL DOES NOT CITE THE
P&A APPROACH AS A STANDARD APPROACH. PLEASE RESPOND.
A number of peak and average methods are illustrated in Chapter 4, Embedded Cost
Methods for Allocating Production Costs, in the NARUC Manual. The NARUC Manual

includes reference to the peak and average method at page 41:

Energy weighting methods include the average and excess method,
equivalent peak method, the base and peaker method, and methods
using judgmentally determined encrgy weighting, such as the peak
and average method and variants thereof.

As [ mention later in my surrebuttal testimony, the NARUC Manual includes the
classification of costs on an energy basis. Having discussed various peak and average
methods in Chapter 4, the NARUC Manual authors chose not to repeat the discussion in
Chaplter 6, Classification and Allocation of Distribution Plant,
S THERE EVIDENCE THA'T PPL’S PLANNING CRITERIA
ENCOMPASSES MORE THAN PROVIDING FOR ITS PEAK DELIVERY
DEMANDS?

Yes. At page 8, lincs 4-8 of Mr. Kicha’s rebuttal testimony, he states:
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It also should be noted that PPL designs and plans its distribution
systems to operate safely and efficiently. As such, this system is
planned and designed to maintain a proper balance between service
reliability and the cost of providing that service, and to avoid large-
scale, long-term or to avoid large-scale, long-term or frequent
interruptions because of the adverse effects on and hazards to the
public. [Emphasis added]

Maintaining scrvice reliability is a year-round function, not a peak-related function, and
certainly not a “customer-related cost” (since the customer facilities can deliver no
energy anyway, reliability considerations are moot). Similarly, avoiding large-scale,
long-term or frequent interruptions is important throughout the year, not just at the one
hour of class peak demands. The goals of planning and designing (and operating) a
system to provide reliable service and avoid large-scale, long-term, uninterrupted service
throughout the year are clearly related to meeting annual service requirements, not just
peak requircments, and certainly are not applicable at all to “phantom,” no-lead minimum
system requirements.

Q. AT PAGE 9 OF HIS REBUTTAL TESTIMONY, MR. BARON OPINES THAT
THERE IS NO “LEGITIMATE ‘CONTROVERSY’ AS TO THE PORTION OF
[DISTRIBUTION FACILITIES UPSTREAM OF METERS AND SERVICES]
THAT ARE RELATED TO A CUSTOMER’S KWH ENERGY USE BECAUSE
A CUSTOMER’S KWH USAGE DOES NOT INFLUENCE THE UTILITY’S
DECISTIONS TO INCUR DISTRIBUTION COSTS. MR. KLEHA ALSO
TESTIFIES AT PAGE 9 OF HIS REBUTTAL TESTIMONY THAT THERE 1S
NO ENERGY PORTION OF DISTRIBUTION-RELATED COSTS. PLEASE
RESPOND.

A. Mr. Kleha, in discussing his second enumerated argument against using the Peak and

Average method to allocate costs testifies at page 9 of his rebuttal testimony that “The
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NARUC Manual does not state, or even suggest. that any portion of an electric utility’s
distribution-related facilities should be assigned or allocated on the basis of energy
consumed by customers.” Messrs. Baron and Kleha are is wrong. First, the chart and
discussion on page 34 of NARUC Manual recognize and include the classificatton of
distribution facilities upstream of meters and services on an energy basis. That
classification is contested in this proceeding by PPL, OSBA, PPLICA and the
Department of Defense. Second, PPL absolutely considers a customer’s kWh usage, and
must do so under its tariff, as it determines whether it will incur costs to extend service to
a customer or whether guarantees or contributions will be required lc; protect PPL and its
customers from the cost consequences of the extension. Moreover, additional clectricity-
using devices or morc extensive use of existing devices will normally impact both a
customer’s energy usage and peak demand. A customer’s loads cannot be separated from
the customer, and it is the loads that drive PPL to incur costs of serving the loads.

Q. AT PAGE |1 OF HIS REBUTTAL TESTIMONY, MR. BARON ARGUES
THAT NON-PEAK ENERGY USE CAUSES NO COSTS AND THAT ALL
COMMON DISTRIBUTION COSTS SHOULD BE ALLOCATED ON PEAK
DEMANDS ONLY. AT PAGE 13 OF HIS REBUTTAL TESTIMONY, MR.
KNECHT, TOO, ARGUES THAT USE OF EQUIPMENT OUTSIDE OF THE
PEAK PERIOD HAS NO EFFECT ON COSTS AND IS NOT RELEVANT FOR
COST CAUSATION. PLEASE COMMENT. -

A. I have earlicr shown that a customer’s sustained cnergy usc is essential (o the incurrence

of costs by PPL, and without sustained usage PPL would not incur costs to extend its

systen1 and provide service. Sustained energy usc absolutely bears cost responsibility.'

| . . - - .
Rejection of this argument would produce an allocated cost result that somehow. miraculously, PPL could provide
annual electric encrgy delivery service, its main product, and incur no costs to provide this service. It could not.
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To the extent that the delivery of annual energy requirements is the main reason why PPL
exists and costs are incurred, all energy usage during the year bears cost responsibility.
Moreover, the Peak and Average cost allocation methodology recognizes that, because
average demands are not responsible for all of PPL’s distribution facilities investment,
peak demands are responsible for a portion of common distribution costs. The Peak and
Average method allocates fully one-half of such costs on the basis of customer’s peak
demands. The increased energy usage discussed here by Messrs. Baron and Knecht
would not result in an increascd allocation of the demand related costs allocated on peak
demands under the Peak and Average method.

AT PAGE 12 OF HIS REBUTTAL TESTIMONY, MR. BARON ARGUES

THAT NO ADDITIONAL DISTRIBUTION FACILITIES ARE ADDED

BECAUSE CUSTOMERS INCREASE THEIR ENERGY USAGE,

PARTICULARLY IN OFF-PEAK PERIODS. PLEASE COMMENT.

First, to the extent that Mr. Baron fails to limit his argument strictly to off-peak
consumption, he is wrong. Energy usage during peak periods will affect peak demands.
Second, increased appliance usage would normally not be limited to off-peak penods
when that usage results from more extensive usage of existing appliances generally or
when that usage results from usage of a customer’s increased appliance stock.

Third, Mr. Baron’s statement about additional facilities, and hence additional
cosls, is an argument that i1s presented in terms of marginal costs. In a marginal cost
study, off-peak usage is not responsible for peak related costs. [ agree, but note two
things. The Peak and Average mcthod does not allocate peak related costs (fully 50
percent of PPL’s common distribution facilities and related costs in this case) on the basis
of energy. Also, the cost study Mr, Baron prefers and the Peak and Average study are

both average, embedded, historical, fully allocated cost of service studies -- not marginal
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] cost studies. If Mr. Baron’s off-peak energy argument is based on short-run marginal

2 cost principles, virtually all of PPL’s common distribution facilities-related costs are
3 fixed, i.e., non-variable and hence non-marginal. Marginal cost allocations would result
4 in allocating only a small portion of PPL’s total costs. Hence, the allocation of short-run
5 marginal costs would not provide the cost analyst or the Commuission with enough
6 information 1o determine class cost responsibility [or PPL’s total cost of service. [f Mr.
7 Baron’s off-peak energy argument is based on long-run marginal cost principles, the
8 same results may be obtained, but perhaps with more controversy (and certainly no
9 estimate of Jong run marginal costs exists in this proceeding). We do know that PPL
10 absolutely will, and is required to, consider both peak and off-peak energy usage in
11 determining whether it will incur costs and extend service to meet additional load.
12 PPL.’s currently applicable tariffs do not encourage off-period-only consumption
13 as posited by Mr. Baron. Morcover, there is no pecumiary incentive for a customer to
14 shift energy usage or otherwise increase only off-peak usage if taniffs do not have time-
15 of-day billing features that contain incentives to assure greater energy usage off-peak.
16 Time varying prices could be cost-effective, and PPL’s proposed DSM program is
17 planned to investigate this possibility, especially if rate incentives are crafted on the basis
18 of marginal costs. In this proceeding, limited to total cost allocations, the application of
19 limited, unspecified and undeiermined marginal cost prescriptions lo an average cost
20 study is incomplete, unwarranted and at odds with fuily-embedded cost procedures.
21 Q. AT PAGE 14 OF HIS PRE-FILED REBUTTAL TESTIMONY, MR. BARON
22 TAKES ISSUE WITH YOUR RECOMMENDATION THAT THE
23 COMMISSION CONTINUE TO USE COST STUDIES AS A “GUIDE”.
24 PLEASE RESPOND.
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Cost studics are controversial. In my 30 years of regulatory experience, | have not
observed regulatory authorities being limited to finding in favor of the position of one of
the litigants to the exclusion of all other views. Rather, Commissions have an affirmative
responsibility to set just and reasonable rates. Presumably, Mr. Baron belicves that the
Commission is required to select one of the two costs of service studies presented in this

proceeding, when he testifies at page 74 of his rebuttal testimony:

One of the Commission’s functions is to decide issues related to
the assumptions for the cost of service study.

As an economist, [ do not read Lioyd as requiring the Commission to find that any
average, embedded, historic, fully allocated class cost of service study, all of which
attempt 1o allocate primarily fixed costs, so precisely determines cost responsibilit'y that
the results must be slavishly converted into rates. If one of the two studies in this case is
to be used in guiding the spread of PPL’s increased authorized revenues, | recommend
use of the Peak and Average cost method, which in my opinmon, more reasonably
allocates common distribution costs than the customer/demand study performed by PPL.
AT PAGE 7 OF HIS REBUTTAL TESTIMONY, MR. KNECHT CRITICIZES
YOUR DESCRIPTION OF PPL’S SERVICE AS THE DELIVERY OF ITS
CUSTOMERS’ ANNUAL ENERGY REQUIREMENTS AT ALL TIMES
DURING THE YEAR AND AT VARYING RATES OF DELIVERY. PLEASE
RESPOND.
Mr. Knecht does not take issue with my description of PPL providing annual delivery of
PPL’s customers’ annual energy requirements. Mr. Knecht explains that because
customers have no way of storing energy, their power demands fluctuate continuously.

Yes. This is why | further described PPL’s service to include varying rates of delivery.

If one were to sum up all the varying customer requirements throughout the year, the sum
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would equal the customer’s annual energy delivery requirement. This is exactly what one
would expect. PPL must, and indeed does, provide for the delivery of those annual
requirements, at the varying rates of delivery demanded by the customer throughout the
year. Mr. Knecht’s testimony here reveals no error in my description of PPL’s delivery
service.

However, Mr. Knecht scems to find fault with my describing a customer’s annual
requirements as an average hourly demand (by dividing a customer’s annual use of
clectricity by the 8,760 hours in a year), and using the average demand concept to
aliocate a portion of PPL’s common distribution facilities. For cost allocation purposes it
doesn’t matter if one refers to annual usage or average usage of clectricity. | explained in
my direct testimony at page 17, footnote 3, that average demands bears the same
relationship as annual élcmands. This means that an allocation on the basis of class
annual energy requirements is identical to an allocation on class average demands. Mr.
Knecht agrees with this result, as shown in footnote 2 on page 4 of Mr. Knecht's rebuttal
testimony. Simply referring to the allocation as an allocation on average demands, at
times, rather than any allocation on annual energy, does not invalidate the necessity of
sufficient annual electricity requirements in order for PPL to incur the costs related to
extending service to new loads.

Al page 7 of his rebuttal testimony, Mr. Knecht appears to argue that there should
be no variance around a customer’s average demand if average demand is going to be

used as a cost determiunant.

Moreover, the inability of the customer to store electric energy

makes the averaging of demand irrelevant for most costs. [f the
customer could store energy, he could have PPL deliver it on a

constant basis. The customer could put it in his closet when he

doesn’t need it, and take it out when he does. Under those
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conditions, the annual average energy demand would be a cost
determinant.

I have explained the importance of annual energy to the existence of costs on
PPL’s system and to PPL’s decisions to incur cosls to extend service. Whether one refers
to annual energy or to its equivalent, average demand, both of which incorporate all of a
customer’s varying energy usage every hour of the year, does not alter the conclusion that
energy usage causes a portion of PPL’s common distribution facilities costs. In my
opinion, because of the equivalence of average demands and annual energy when used
for cost allocation purposes, either term can be used to describe the basis of the resulting
class allocators.

AT PAGE 8 OF HIS REBUTTAL TESTIMONY, MR. KNECHT TESTIFIES

THAT YOU IGNORE ALTOGETHER THE ISSUE OF THE LOCATION TO

WHICH THE ELECTRICITY IS DELIVERED. PLEASE COMMENT.
The essence of my allocation of a portion of PPL’s common distribution costs of annual
encrgy (or average demands) is related to the absolute essentialness of sufficient
continuing, non-speculative annual requirements to warrant the incurrence of costs by
PPL. In short, PPL will incur costs to extend its facilities to acquire new loads. This
addresses the requirement to deliver electricity 1o where the electricity 1s used. PPL will
not incur costs to “connect” customers absent sufficient load requirements.

AT PAGE 8 OF HIS REBUTTAL TESTIMONY, MR. KNECHT ARGUES

THAT BECAUSE CAR RENTAL COMPANIES MAY CHARGE A FIXED

DAILY RATE FOR A CAR THAT THIS ESTABLISHES THE WISDOM OF

CLASSIFYING AND ALLOCATING A PORTION OF PPL’S COMMON

DISTRIBUTION FACILITIES ON A CUSTOMER BASIS. IS HE RIGHT?
No. First of all, car rental companies do offer rates that impose charges for usage.

Second, car rental companics can and do narrow the range of miles driven, thus reducing
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the variance around the average, by including contractual terms that limit the car’s usage,
say, to the state in which the car is rented. Third, notice in Mr. Knecht’s example, the car
can be rented for as short a period as a day.

When a service (car rental) can be purchased or not for very short time periods, its
price for all practical purposes is volumetric. For example, if the customer had to pay a
fixed fee equal to the car rental company’s annual cost (akin to what is at issue in this
proceeding -- the allocation of PPL’s annual cost of services) but only use it for onc or a
few days, Mr. Knecht might have a point. However, a car rental customer need only pay
a tiny portion of the annual cost of a car if he only rents it for one or a few days. And, a
customer would be a fool to incur a cost to rent a car on days when the customer did not
contemplate using the car, Moreover, in Mr. Knecht’s example, the customer need only
incur a cost on the day when he uses the car. Having rented the car once, the customer is
not subject to continuing fixed payments to the rental company just because the customer
may want to rent a car again sometime in the future. This 1s another stark contrast
between Mr. Knecht's allocation of significant, annual cost responsibility on a continuing
basis for payment by the utility customer to be “connected” to the system in case he
wants to receive service (i.e., rent the car in Mr. Knecht’s example) and because the
Company stands ready to provide the service.

Finally, if the car rental company in Mr. Knecht’s example, attempted to imposc a
continuing payable charge (i.., allocate a significant portion of its annual car costs) to a
customer who now has to pay for the car only on days when he needs to use a car, the
customer can simply avoid this result by avoiding the example company and renting a car
from another competitor. These important ditferences render Mr. Knecht’s car rental
example inappropriate and improper for use in discerning and prescribing how a large

portion of PPL’s common distribution costs should be allocated.
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Q. AT PAGE 11 OF HIS REBUTTAL TESTIMONY, MR. KNECHT STATES
PROFESSOR BONBRIGHT ADMITS THAT, “IN ACTUAL PRACTICE THE
VAST MAJORITY OF UTILITIES USE SOME FORM OF MINIMUM
SYSTEM TO CLASSIFY COSTS WHICH IS IN LINE WITH THE FERC
ACCOUNTS,” AND THAT PROFESSOR BONBRIGHT’S OPINION IS NOT
CONSISTENT WITH THE JUDGMENT OF MOST UTILITIES AND
REGULATORS. DOES THIS INVALIDATE PROFESSOR BONRIGHT’S
CRITICISMS OF THE SO-CALLED CUSTOMER COST NOTION?

A. The significance of the Professor Bonbright statement quoted by Mr’. Knecht is that,
knowing fuil-well that the minimum size method has it advocates, Professor Bonbright
analyzes the concept, is obviously critical of the concept, and does not belicve his
criticisms are answered by his obscrvation that the classification of a portion of
distribution costs upstream of meters and services has its advocates.

Q. AT PAGE 14 OF HIS REBUTTAL TESTIMONY, MR. KNECHT DISCUSSES

A DISTRIBUTION CUSTOMER AT PRIMARY WHQO DEMANDS STANDBY
SERVICE, WHICH WOULD REQUIRE PPL TO CONSTRUCT FACILITIES
CAPABLE OF MEETING THE CUSTOMERS MAXIMUM DEMAND, BUT
PRESUMABLY REQUIRE THE DELIVERY OF LITTLE ENERGY. DOES
THIS EXAMPLE IMPEACH THE NOTION OF CLASSIFYING PRIMARY
DISTRIBUTION SYSTEM COSTS INTO BOTH DEMAND AND ENERGY
COMPONENTS, AS ARGUED BY MR. KNECHT?

A. No. On the contrary, Mr. Knecht's example here shows the necessity of recognizing
energy as a determinant of costs, as PPL’s tanff requires PPL to do before it will incur

costs. Mr. Knechti testifies:
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This customer plans to install a generator at its site which is
capable of meeting the customer’s load for 90 percent of the
hours in the year.... To mect this customer’s requirements, PPL
would need to construct its distribution system such that it 1s
capable of meeting that customer’s maximum demand. That 1s,
PPL will incur costs that are no different than if the customer
had no self-generation, since the full capacity needs to be in
place as a backstop.

It is not true that, “PPL will incur costs. ...” absent considerations required in its
tariff. Foi cxample, for a new load to avoid being classified as speculative, there must be
no doubt as to the continued use of the new facilities. A speculative extension will
require a revenue guarantee or a contribution in atd of construction. The revenue
puarantee for speculative extensions equals the estimated fully allocated instailation and
removal costs, less salvage, with no length allowance. Under these circumstances, PPL
and its customers are protected from the consequences of PPL otherwise having to make
uneconomic investment decisions. If the customer insists on the extension, PPL will,
raiher than incurring the costs itself, pass the costs through to the specific customers
through the revenue guarantee or required contribution, effectively protecting the
Company and its customers from adverse cost consequences. Mr. Knecht’s standby
service exampie does not impeach the validity of the classification of primary distribution
costs 1nto both energy and demand components.

Q. AT PAGE 15 OF HIS REBUTTAL TESTIMONY, MR. KNECHT USES THE
AVERAGE AND EXCESS “STANDARD INDUSTRY ALLOCATION
METHODOLOGY™ AS A STANDARD AGAINST WHICH TO JUDGE THE
PEAK AND AVERAGE METHODOLOGY. WHEN WEIGHED AGAINST
THE AVERAGE AND EXCESS METHOD, MR, KNECHT FINDS THE PEAK

AND AVERAGE METHOD WANTING. PLEASE RESPOND.
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The Average and Excess method produces results that are similar or exactly equal to a
purc peak only allocation method. The arithmetic caltculations under the Average and
Excess method produce a result in the method’s pure form that is identical to a pure peak
only allocation. Thus, the Average and Excess method is a “wolf in sheep’s clothing”
method -- it recognizes the importance of allocating a substantial amount of costs on
energy (the load factor share), but the attendant arithmetic collapses the result right back
into a peak demand only method.

Mr. Knecht knows that the Average and Excess method, while professing to
allocate a load factor share of costs on an energy basis, really allocates all, or virtually all,
costs on peak demands.® In the recent and on-going Philadelphia Gas Works case,
Docket No. R-00061931, Mr. Knecht addressed the A&E method, debunking the method.
Mr. Knecht devoted a full page of his testimony to show the algebraic proof that in its
pure form the Average and Excess method produces class allocation that arc exactly
cqual to cach class’s share of peak demand.® I have included Mr. Knecht’s testimony
debunking the Average and Excess method in my Schedule RAG-1S accompanying this
testimony. For Mr. Knecht to now propose that the discredited Average and Excess
method be used as the objective standard against which to measure the reasonableness of
the Peak and Average method is wholly without merit.

MR. KNECHT, USING THE AVERAGE AND EXCESS METHOD,

CRITICIZES THE PEAK AND AVERAGE METHOD FOR COUNTING

AVERAGE DEMAND TWICE, BECAUSE THE PEAK COMPONENT OF

THE ALLOCATION METHODOLOGY INCLUDES BOTH AVERAGE AND

* PPL allocated all of its primary distribution costs on peak demand.

¥ 1f excess demands are measured as the excess of class non-coincident peak demands over average demands instead
of by the excess of class coincident peak demands over average demands, the resulting A&E factors will differ
slightly from the pure peak demand only factors.
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EXCESS DEMAND. MR. KNECHT FURTHER, AT PAGE 15 OF HIS
REBUTTAL TESTIMONY, SUGGESTS THAT A 100 PERCENT LOAD
FACTOR CUSTOMER WOULD BE TREATED UNFAIRLY BY INCLUDING
HIS PEAK DEMAND, WHICH EQUALS HIS AVERAGE DEMAND, IN THE
ALLOCATION OF PEAK DEMAND RELATED COSTS. PLEASE
COMMENT.
The Peak and Average method utilizes peak demands because all customers requiring
service at the time of peak are responsible for peak-related costs. In discussing peak
demand related costs, Professor Bonbright agrees that all customers demanding service at
time of peak are responsible for peak demand related costs. When discussing the concept

of incremental peak-related costs, Professor Bonbright puts 1t this way:

In short, prices based on marginal costs should be greater
during peak periods. Because an eleciric company must size
its system to meet the peaks, any peak period user is
contributing to the peak, regardless of its off peak usage.
Thus, all peak users contribute to the peak and all nonpeak
usage is irrelevant. [Bonbright, James C., Principles of Public
Utility Rates, Public Ultilities Reports, Arlinglon, VA, 1988,
p- 475, emphasis added)

Under the Average and Excess method, when peak demands arc calculated as the excess
of peak demands over average demands, a 100 percent load factor customer, who is
guaranteed to be demanding service whenever the peak occurs, would bear no
responsibility for the costs of meeting the peak (because such a customer would have no
excess of peak demand over average demand), thus violating the principle of cost
causality.

AT PAGE 16 OF HIS REBUTTAL TESTIMONY, MR. KNECHT MENTIONS

THAT PROFESSOR BONBRIGHT OFFFERS “QUALIFIED SUPPORT FOR
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THE PEAK DEMAND METHOD OF COST CLASSIFICATION FOR

CAPACITY-RELATED COSTS.” PLEASE RESPOND.
Mr. Knecht also mentions here in his testimony that Professor Bonbright goes on to
qualify his support by limiting it to only incremental capacity costs. By its own terms,
Professor Bonbright supports allocating only a portion of demand related capacity costs,
not ali demand related costs, on peak demands. In spite of this clear limitation and M.
Knecht’s recognition that the incremental cost approach is not used in Pennsylvania, Mr.
Knecht concludes that, “... Professor Bonbright’s reasoning genecrally supports PPL’s
methodology.” This conclusion of Mr. Knecht is also at direct odds of the further
statement in the very paragraph of Professor Bonbright's text that Mr. Knecht cites. lThat
next paragraph specifically states that the concept docs not apply to the average cost per

kilowatt of total capacity that is at issue here:

But the argument applies only to the allocation of incremental
capacity cost--to the cost per kilowatt of enhancing the
capacity rather than to the average cost per kilowatt of total
capacity. [Bonbright, James C., Principles of Public Utility
Rates, Public Utilities Reports, Arlington, VA, 1988, p. 504,
emphasis in original]

AT PAGE 18 OF HIS REBUTTAL TESTIMONY, MR. KNECHT TAKES
ISSUE WITH YOUR ALLOCATION OF SERVICES ON A CUSTOMER
BASIS. PLEASE RESPOND.
Mr. Knecht mentions that I state that one customer, one Service and one Meter arc
required. This is an accurate statement by Mr. Knecht, and the statement 1s true. Mr.
Knecht quibbles that | testified that [ ciassified and allocated Services and Meters on a
customer basis. Mr. Knecht correctly points out that [ allocate Services on a weighted
customer basis. | could have been more precise, however 1t would never occur to me that

a cost analyst would allocate services on a raw, unweighted customer basis.
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The classification and allocation of Services on a customer basis is a standard
procedure. For example, while not dispositive, the NARUC Manual includes a customer
classification for Services in the chart shown on page 34. A customer-only classification
and allocation, as opposed to the customer/demand allocation results Mr. Knecht
apparently prefers, recognizes that Services plant is generally associated with the
provision of service to individual customers -- it does not perform a system function.
Customer demands are less at the time of class peaks than the sum of individual customer
peak demands due to diversity of demand. However, there are no diversity benefits that
affect Services costs.

Mr. Knecht would apply different, but undetermined, weights to customers than 1
did, and he complains that my allocations understate Services costs for larger customers
and overstate them for the smallest customers, namely residential and GS-1 customers.
However, both residential and GS-1 customers are allocated less cost under the Peak and
Average cost study than under the customer/demand study. Since no one is proposing a
movement to fully cost-based rates under either study, the impact of any change that
would further reallocate costs away from smaller customers who arc already benefited
under the Peak and Average method, 1s moot.

Q. AT PAGE 19 OF HIS REBUTTAL TESTIMONY, MR. KNECHT ARGUES
THAT IT IS OKAY FOR THE COMMISSION TO CHANGE HOW THE
MINIMUM SYSTEM IS DETERMINED, IN CONTRAST TO HIS
TESTIMONY ON PAGE 1, WHERE HE TESTIFIES THAT YOUR
PROPOSAL IN SUPPORT OF THE PEAK AND AVERAGE METHOD IS
NOT REASONABLE BECAUSE, “IT REPRESENTS A RADICAL
DEPARTURE FROM LONG-ESTABLISHED COMMISSION PRECEDENT

FOR PPL ELECTRIC UTILITIES.” PLEASE RESPOND.
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Al pages 6-7 of my surrebuttal testimony. 1 address Mr. Kleha’s advice to the
Commission to usc PPL’s cost of service study to prescrve consistency. Mr. Knecht
points out, in its 1995 PPL Order, the Commission affirmatively found in favor of PPL’s
previously accepted minimum size system calculation procedures, even though the
procedures were challenged as improperly including some capacity costs. In this
proceeding, no party challenges PPL’s proposcd minimum size system calculations,
which have been changed to address this improper inclusion of capacity costs. If the
Commission were to accept PPL’s proposal in this case, the Commission would be

modifying its 1995 PPL Order on this issue.

Rate Design

Q.

AT PAGE 24 OF HIS REBUTTAL TESTIMONY, LINES 1-9, MR. KASPER
ARGUES THAT CUSTOMER COSTS ARE ON THE ORDER OF $24 PER
MONTH OR $13.00 PER MONTH WHEN BASED ON FULLY
DISTRIBUTED COSTS OR “DIRECT” COSTS, RESPECTIVELY, AND THIS
DEMONSTRATES THE CONSERVATIVE NATURE OF PPL’S PROPOSED
$10.00 MONTHLY CUSTOMER CHARGES. PLEASE COMMENT.
[ explained at page 28 of my direct testimony that a more meaningful customer charge
would exclude fixed costs. PPL’s current residential customer charge of $7.96 and
OCA’s proposed $8.00 charge already are high enough to include substantial amounts of
fixed cost recovery. Residential customers have only two billing elements applied to
their electric delivery service requirements -- the customer charge and volumetric
charges. Both PPL’s customer and volumetric charges include fixed cost recovery, as
rales are set to provide PPL with an opportunity to recover its Commission-determined
costs of service. PPL’s residential charge has increased from its $6.65 level in its 2004

rate case to its $8.00 level as a result of that rate case and is now proposed to increasc to
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its proposed $10.00 level, a 52.7 percent increase ($10.00 + $6.65 = 1.527) since the

expiration of PPL’s distribution rate cap.

Q. ARE THERE OTHER PROBLEMS WITH SHIFTING COST

RESPONSIBILITY TO FIXED CHARGES?
A Yes. In areport responding to the National Association of Regulatory Utility
Commissioners, addressing utility pricing in a post-restructured environment, the
Regulatory Assistance Project expressed its concermns with increased reliance on fixed

charges this way:

Fixed, recurring, unavoidable charges also violate certain
principles of rate design. They do not necessarily promote
economntic efficiency, since they tell a consumer little about the
costs that his or her consumption imposes on the system. This
can lead to uneconomic consumption and degraded system
reliability. Nor are fixed charges particularly fair, since
consumers contribute equally to the utility's revenucs, regardless
of the level of their usage. Consequently, lower-volume and, in
many cases, off-peak consumers would pay a disproportionate
share of the network's costs. Those who make greater use of the
nctwork should bear a proportionately greater share of its costs.
In addition, shifts from usage-based to fixed charges could have
undesirable revenue impacts upon a company, cither excessive
losses or earnings, that would require perhaps politically
unpalatable remedial actions. Revenue stability may be
jeopardized, and public faith in the regulatory institutions
threatened.

Usage-based rate designs promote economic ¢fficiency, faimess,
environmental protection, and the deployment of distributed
resources. Fixed charges, because they are unavoidable (except
where a customer goes off-grid entirely), discourage cost-
effective consumer demand responses and innovation, to which
firms would likewise respond. The constant pressure for dynamic
efficiency would be lost.

In sum, we urge regulators to adopt pricing and rate setting
policies that will serve the longer-term public interests: faimess,
cconomic efficiency, competitive provision and innovation, and
environmental protection. In the distribution system, this calis for
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usage-basced pricing--primarily volumetric (energy-bascd) but
also, where appropriate, demand-and energy-based. [Charging for
Distribution Utility Services: Issues in Rate Design. A Report
Prepared for the National Association of Reguiatory Utility
Commissioners, the Regulatory Assistance Project (“RAP”),
December 2000, pp. 7-8]
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Also, regulation is supposcd to emulate the results that would be obtained if the

9 utility service were provided under competition rather than by a regulated
10 monopolist. The RAP Report puts it this way:
11
12 It has often been said that regulation 1s meant, among other
13 things, to serve as a proxy for competition, to impose upon a single
14 provider the disciplines of competitive markets. Therefore, when
15 designing rates, it is appropriate for regulators to consider how
16 competitive markets price their goods and recover their costs of.
17 production. [Ibid., p. 17, footnote omitted]
18 Explaining that competitive markets overwhelmingly sell their goods and services
19 on a per unit basis, the RAP Report to NARUC continues:
20
21 How are products actually priced in competitive markets? Groceries,
22 automobiles, fuels, agricultural products, appliances, communications
23 services, entertainment, even electricity — the list 1s endless — are all
24 priced in ways that reveal something about how competitive markets
25 operate and about consumer preferences.
26
27 Commodity markets come closest to meeting the requirements of
28 economic theory's “perfect competition.” Sorghum, crude oil, pork
29 bellies, to name just a few, are all-traded in markets where both
30 suppliers and buyers generally lack the power to unilaterally affect
31 price, the product is homogeneous among all suppliers, and quality and
32 price information is instantly available. The commodity is sold on a
33 unit basis, and prospective buyers are not required to make minimum
34 payments, even if they choose to purchase nothing.!' As for virtuatly ail
35 goods, the production of these commodities invariably involves
36 agricultural, extraction, or other processes that require suppliers to
37 make investments in fixed asscts (land, processing equipment, etc.) and
38 to incur ongoing operational expenses (labor, fuel, transportation, etc.).
39
40 Mosl retail sales take place under similar conditions. Grocery stores,
41 department stores, boutiques all place a variety of offerings on their
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shelves. Consumers are free to pick and choose amongst them,
according to their needs and wants, and purchase as little or as much as
they wish. Included in the costs of their products are a host of costs —
the fixed and variable costs of production, delivery, and marketing —
which all must be recovered through the sale of the goods. The retailer's
own costs too must be covered, but it is rare indeed that 1t charges
potential customers simply to enter the premises. But even if some
retailers do impose such fees, they are nevertheless avoidable:
customers can simply choose alternative suppliers who do not exact
similar charges. [Ibid., pp. 18-19, footnote omitted]
MR. KASPER OBJECTS TO YOUR GREATER RELIANCE ON
VOLUMETRIC REVENUES THAN PPL PROPOSES BECAUSE YOUR
PROPOSED VOLUMETRIC RATES DO NOT TRACK CHANGES IN
DISTRIBUTION COSTS. PLEASE RESPOND.
At page 24 of his rebuttal testimony, Mr. Kasper testifies that my proposed “equal, across
the board increase to the kWh charges increases the dependence on kWh charges for the
Company’s Distribution function.” Mr, Kasper further testifies on page 24, when
discussing usage reductions that, “reduced usage will not reduce the cost to operale the
distribution system.” Becausc PPL has substantial fixed costs, its current and PPL’s
proposed residential volumetric rates and its customer charges are both set above
marginal cost. The same is true of the OCA proposed rates. Thus, under PPL’s proposed
rates it is also true that revenues will not exactly track costs because “reduced usage will
not reduce the cost to operate the Distribution system.”™ Moreover, Mr. Kasper’s
recommendation, to apply lower volumetric rates so as to determine a higher monthly
customer charge, would also result in unrecovered costs as customers lefi the system
because fixed costs would not fall commensurate with the loss of customer charge

revenucs, Mr. Kasper’s observation, that changes in PPL costs do not track changes in

revenucs when PPL’s rate elements are priced above marginal costs 1s a relevant
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observation for all of PPL’s proposed pricing elements as well as being relevant to
GCA’s proposed residential prices.
Q. DOES THIS COMPLETE YOUR TESTIMONY?

A. Yes, it does.
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In its CCOSS, PGW proposes to allocate the demand-related costs in proportion to class

~design day demand. The logic of this approach is relatively simple -- PGW must size its

distribution mains in order to accommodatc design day demands, and therefore design

day demand is the cost causation factor.

Mr. Kubas proposes to use a variant of the “average & excess” (“A&E™) allocation

methodology described in AGA’s Gas Rate Fundamentals text for the demand

component of mains costs. The A&E method is a hybrid allocation methodology,
consisting of an “average demand” component and an “excess demand” component. Mr.

Kubas proposcs-a 50/50 weighting of these components.

Mr. Galligan proposcs to use a “peak & average” ("P&A™) allocation methodology. The
P&A method is also a hybrid allocation methodology, consisting of an “average demand”
component and a “peak demand” component. Mr. Galligan proposes an 80 percent

average, 20 percent peak weighting scheme.

Are the A&E and P&A methods similar?

Despite the similarity in names, it is very important to recognize that they are not. In
practice, particularly for natural gas utilities, the A&E method will usually produce
results that are much closer to the results of a peak demand method (such as that used by

PGW) than to the P&A method (such as that used by Mr. Galligan).

Why does the A&E methed produce a result that is similar to a peak demand
method?

Remember that the A&E allocator represents a weighting of an average demand
component and an excess demand component, where excess demand represents peak
demand minus average demand. Thus, conceptually, the A&E consists of an average
component, and a peak minus average component. Because the average component is
deducted from excess demand, the overall all;)catog' is conceptually similar to a peak

methodology.

In fact, in its pure form, and in the absence of any demand diversity, the A&E allocator is

identical to a peak demand allocator. The specific formula for the A&E allocator is:

19
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A&E;=w * Aj/Art (1-w) * (P; - AY/(Pr-A)

where: “w” is the average demand weighting factor, “A” is average demand, “‘P” is non-

coincident peak demand, and “i” and “t” represent a class and the system total.

In the pure form of the A&E method, the weighting factor is set equal to the system ioad
factor. Because, in the absence of any load diversity between rate classes (which is
relatively common for NGDCs), rate classes all tend to peak durning extreme weather

conditions, we can substitute:
w = AJ/P,

into the preceding equation. It is relatively casy with a little algebra to simplify the

expression {o:
A&E; = AJP* AJAA (1- AYP) * (Pi - A(P-AY)
A&E; = AP+ {(P - AYP) * (P; - A)(Pi-A)
A&E; = PP,

That is, the A&E allocator for each class is ¢xactly equal to each class’s share of peak

demand.

Thus, the approach advocated by Mr. Kubas is canceptually much closer to that advanced

by PGW than the method presented by Mr. Galligan.'?

Q. Do you agree with Mr. Kubas regarding the use of the A&E allocator?

A, I agree with Mr. Kubas that the A&E allocator is a reasonable and accepted approach for
allocating demand-related mains costs. Conceptually, it is appealing because it
recognizes that costs are generally incurred in proportion to a measure of system peak

demand. Moreover, in contrast to Mr. Galligan’s P&A method, the excess demand

'? In facl, as shown in his workpapers, when Mr. Kubas calculates the excess demand factor, he assumes that there is
not demand diversity {i.¢, that there is no difference between class non-coincident peak demand and class coincident
peak demand). Thus, had Mr. Kubas used the standard weighting methadology, his A&E demand allocator would
be exactly the same as PGW's peak demand allocator.
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1 BEFORE THE
2 PENNSYLVANIA PUBLIC UTILITY COMMISSION

4 |[(n the Matter of: )
5 )
Pennsylvania Public Utility g
6 [[{Commission et al. ) Docket No. R-00072155
)
7 VS. )
8 )
PPL Electric Utilities Corporation )
9
10 Direct Testimony of Kenneth L. Kincel
11
12 |lq. PLEASE STATE YOUR NAME, TITLE AND OCCUPATION.
13 |, My name is Kenneth L. Kincel. I am President of Decision Analysis Corporation of
14 Virginia, an energy consulting firm located at 8009 Snowpine Way, Suite 100, McLean,
15 Virginia. Decision Analysis Corporation of Virginia was founded in 1980 and performs
16 energy modeling and forecasting, and utility market and rate analysis services for
17 government, industry associations, utility commissions and private energy firms. In this
18 capacity, [ am currently providing independent expert witness services to the U.S.
19 Department of Defense in utility rate and restructuring cases at federal and state
20 regulatory commissions.
21

22 [1Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE

23 || A. Details of my education and experience are described in Exhibit KLK-1 which is

24 attached to my testimony. A listing of my recent submissions and testimony to various
25 government utility regulatory agencies is shown in Exhibit KLK-2.
PPUC Docket No. R-00072155 Page | DOD/FEA Witness K. L. Kincel

July 6, 2007 Direct Testimony
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ON WHOSE BEHALF ARE YOU TESTIFYING?

[ am presenting testimony on behalf of the consumer interests of the U.S. Department of
Defense and all other Federal Executive Agencies, hereinafter collectively referred to as
“DOD/FEA.” In addition to representing the military establishments under his own
purview, the Secretary of Defense is delegated authority by the General Services
Administration to also provide representation of the consumer interests of the federal
civilian agencies in this proceeding. DOD/FEA is deeply interested and affected by the
revenue and rate increases being sought in this proceeding before the Pennsylvania
Public Utility Commission (“PPUC” or the “Commission”), because DOD/FEA is a very
large consumer of electricity from PPL Electric Utilities Corporation (“PPL” or the

“Company™).

PPL provides electric services to several major military installations including Carlisle
Barracks, Tobyhanna Army Depot, the US Naval Support Activity at Mechanicsburg, the
Defense Logistics Agency at New Cumberland and the Scranton Army Ammunition
Plant. PPL also provides electricity to civilian federal agencies such as the United States
Courthouses in Harrisburg and Scranton, the Veterans Affairs Hospital and a federal
penitentiary. Because of the diversity of the electricity applications within these facilities,
DOD/FEA is taking electric service off of many of the firm service rate schedules of
PPL. Therefore, it is important to DOD/FEA that all customer class rates of PPL are just

and reasonable.

Exhibit KLLK-3 summarizes 12 months of recent billings from PPL to the largest account

of each of the three largest military installations served by the Company, namely,

DOD/FEA Witness K. L. Kincel
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Carlisle Barracks, Tobyhanna Army Depot and the US Naval Support Activity at
Mechanicsburg. These three military installations alone account for over $9.7 million in
annual billings for electric service from PPL and consume over 156.7 giga-Watt-hours
(gWh) of electricity each year. In addition, the US Navy at Mechanicsburg pays PPL

$918,500 each year for Demand Side Management (DSM) projects.

Carlisle Barracks takes electricity from PPL at 69 kilo-Volts (kV) at its on-post
substation, and uses two Government-constructed primary loops for distribution
downstream of the substation. The non-coincident peak electricity demand at Carlisle
Barracks is slightly over 5 mega-Watts (mW). As a result, the Barracks takes electricity
primarily on PPL rate sc;hedule LP-5 rather than LP-6 because LP-6 requires payment for
a minimum of 10,000 kW of billing demand each month. On LP-5, the Barracks receives
25.2 gWh of electricity and pays PPL $1.64 million annually, averaging 6.5 cents per
kWh. The Barracks enjoys a reasonably high annual load factor (i.e., the average to peak
day ratio of electricity consumption) of 56.6%, which helps keep average unit electricity
costs low. Carlisle Barracks also receives much smaller volumes of electricity for the
more remote areas located on the base, particularly the golf course and Stanwix housing,

which are connected directly to PPL lines and therefore employ PPL rate schedule LP-4.

Tobyhanna Army Depot has a non-coincident peak load of 11.6 mW, but takes electricity
off of rate schedule LP-5 for two reasons: (1) in past years its monthly billing demand
fell below 10 mW for several months of the year, and (2) the Depot receives Economic
Development Initiative Credits of $463 thousand annually, which are not available to LP-|
6 customers. Recently, however, because of growth at the Depot, monthly peak demand

has stayed over 10 mW for nearly all months of the year. As a result, movement to rate

PPUC Docket No. R-00072155 Page 3 DOD/FEA Witness K. L. Kincel
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1 schedule L.P-6 may be cost-effective after the EDI credits expire at the end of 2009.

2 Currently, Tobyhanna Army Depot consumes 64.1 gWh each year and accounts for $3.8

3 million in billings from PPL, averaging a very reasonable 5.9 cents per kWh on Rate LP-

4 S. It enjoys a higher annual load factor than Carlisle Barracks, 63.3% versus 56.6%,

5 which contributes to the lower average cost per k Wh. The remainder of the difference

6 can be explained by the EDI credits that Tobyhanna Army Depot is receiving.

7

8 The US Naval Support Activity at Mechanicsburg is the largest military customer of PPL.

9 It has a non-coincident peak load of 12.6 mW and never drops below 10 mW in monthly
10 billing demand. As a result, it takes electricity off of PPL rate schedule LP-6. It
11 consumes 66.9 gWh and pays $4.3 million each year to PPL for electricity, averaging
12 6.45 cents per kWh. The Naval Base has a higher annual load factor than Carlisle
13 Barracks, 60.6% versus 56.6%, and therefore as expected, pays a slightly lower average
14 unit cost of electricity, 6.45 cents per kWh versus 6.50 cents per kWh for the Barracks.
15 This Naval Base takes advantage of PPL’s Demand Side Management Program (DSM),
16 as stated earlier, and now has two ongoing projects, requiring $918,500 annually in
17 payments to PPL. It also takes very small volumes of electricity delivered to remote areas
18 of the base off of PPL rate schedule LP-4.
19
20 Company Witness Oliver G. Kasper, as set forth in Appendix A of his Direct Testimony,
21 proposes to reduce the 2007 base rate revenue requirements for LP-5 customers by $135
22 thousand (7.37% of class distribution revenues). He further proposes a slight reduction of]
23 $5 thousand (3.2%) in 2007 base rate revenue requirements for LP-6 customers. These
24 dollar reductions in revenue requirements were computed and proposed by PPL prior to
25 any knowledge of the Joint Settlement Agreement resulting from the Remand Proceeding

PPUC Docket No. R-00072155 Page 4 DOD/FEA Witness K. L. Kincel
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under Docket No. 00049255 (hereinafter referred to as the “Remand Settlement
Agreement”), which is now before the Commission for consideration. PPL Witness
Joseph M. Kleha, in Statement No. 6A, indicated that the Company was not revising its
class revenue requirement allocations at this time as a result of the Remelmd Settlement
Agreement, but may choose to do so in its rebuttal testimony later in this proceeding.
Thus, there remains the possibility of rate increases on LP-5 and LP-6 resulting from this
proceeding. In addition, as shown in Exhibits KLK-4 and KLK-5, PPL is proposing rate
changes for other firm requirements rate schedules on which DOD takes service both at
military installations and other civilian federal facilities. Thus, it is vitally important to
DOD/FEA that the rates resulting from this proceeding be just and reasonable by being
adequately based on accurate measurements of class cost of service, and by being free of

egregiously high embedded class cross subsidies.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?
The purpose of my testimony is to address under this docket, on behalf of DOD/FEA,
distribution customer class cost allocation, revenue requirement allocation and rate
design issues associated with new rates to be placed into effect on January 1, 2008. In the
process of addressing these issues, I provide rebuttal for some of the Company’s

positions on these issues as presented within their Application.

Regarding cost allocation, I generally support the distribution cost of service study
performed by the Company. However, I call for a significant change in the Company’s
customer class allocation of necessary increases in total revenue requirements. The
Company’s class revenue requirement allocation does not adequately redress significant

cross subsidies among distribution customer classes that are presently occurring and will

PPUC Docket No. R-00072155 Page 5 DOD/FEA Witness K. L. Kincel
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continue to occur, albeit to a lesser degree, even with the Commission’s acceptance of
the Remand Settlement Agreement. I propose a class revenue requirement methodology
that can be applied whether or not the Remand Settlement Agreement is approved by the
Commission, and which will limit all customer classes to paying no more than 125% of
the system average return within base rates. This methodology is the same that I
proposed in the last PPL rate case (Docket No. R-0004925), but with movement of the
maximum allowable class return down from 150% to 125% of the system average retum.
Thus, I regard this testimony as the second step of a three step program which will be
fully implemented over three rate cases (including the next one) that will bring nearly all

customer classes to system return parity within base rates.

Regarding rate design, I do not oppose the Company’s requested change to make the
distribution charge a fixed customer charge for LP-5 and LP-6 customers, because
distribution charges to the three military reservations on these two rate schedules are a

very small percentage of total electric billings.

WHY DO YOU GENERALLY SUPPORT THE DISTRIBUTION COST OF
SERVICE METHODOLOGY EMPLOYED BY THE COMPANY?

The Company uses the class maximum demand method, which is based on the highest
annual non-coincident peak (NCP) demand imposed by each rate class on its distribution
system, to allocate its demand-related distribution costs. Distribution facilities are
separated between primary and secondary voltages, and secondary investment is further
classified as customer-related and demand-related using the “minimum size system”
method. Costs considered customer-related are then allocated on the basis of the numbers

of customers in each class.

PPUC Docket No. R-00072155 Page 6 DOD/FEA Witness K. L. Kincel
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Within its rate case application, as required, the Company presents a comparison cost of
service study based on the “average and excess” allocation method. Under the “average
and excess” allocation method demand-related distribution costs are allocated based on
average demand (i.e., energy consumption) and the “excess” over average demand (i.e.,
peak demand minus average demand). This method essentially allocates a greater portion

of demand-related costs to customer groups with higher load factors.

I believe that the best cost of service methodology is the one that most closely matches
cost allocation with cost causation. The NARUC Electric Utility Cost Allocation Manual
(January 1992, p. 12) clearly states this “cost principle,” that is, that the cost allocation
study should “attribute costs to different categories of customers based on how those
customers cause costs to be incurred.” Cost causation is best illustrated by the utility’s
planning process for adding new capacity. The NARUC Manual (p. 96-97) clearly
describes the utility’s planning process for new distribution capacity as follows:

There are several factors to consider when allocating the demand components of
distribution plant. Distribution facilities, from a design and operational
perspective, are installed primarily to meet localized area loads. Distribution
substations are designed to meet the maximum load from the distribution feeders
emanating from the substation. Similarly, when designing primary and secondary
distribution feeders, the distribution engineer ensures that sufficient conductor and
transformer capacity is available to meet the customer’s loads at the primary- and
secondary-distribution service levels. Local area loads are the major factors in
sizing distribution equipment. Consequently, customer-class non-coincident
demands (NCPs) and individual customer maximum demands are the foad
characteristics that are normally used to allocate the demand component of
distribution facilities.

Thus, in a distribution utility, the most significant factor influencing the Company’s

expansion plan is the level of peak demand projected for the system. The use of NCP

PPUC Docket No. R-00072155 Page 7 DOD/FEA Witness K. L. Kincel
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demands as a basis for allocating demand-related distribution plant, like the Company
used in its proposed cost-of-service study, is consistent with this principle. In contrast,
the “average and excess” allocation method, like any other which allocates distribution
facility costs partly based on energy use, fails to adequately satisfy the cost causation

principle as specified by NARUC, and should not be considered by the Commission.

The average and excess methodology rests on the assumption that while system peak
demands establish the level of capacity, providing continuous service creates additional
incentive for such capacity costs. This is not the case with distribution plant. The
provision of continuous service, that is, more throughput at a given peak demand level,
does not cause a need for additional capacity. The sole determination of the need for
additional distribution capacity is greater peak load requirements on the system. Thus, to
burden higher load factor customers with higher costs of distribution plant is grossly
inequitable. So, in my view, there is no uncertainty as to which is the more correct cost-

of-service methodology to apply — it is the Company’s NCP demand-based methodology.

I also support the Company’s proposal to use the minimum-size system method for
determining the demand and customer components of secondary distribution facilities.
The minimum-size system method requires less data to employ and is easier to
understand and apply. It is also less prone than the alternative method, the minimum-

intercept method, to produce anomalies caused by statistically unreliable results.

In this proceeding, PPL modified its methodology by separating out the demand-related
component of the “minimum size system” from the customer-related component. This is

discussed by Company Witness Joseph M. Kleha on page 20-21 of his Direct Testimony.

PPUC Docket No. R-00072155 Page 8§ DOD/FEA Witness K. L. Kincel
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The effect of this modification is to convert some of the minimum system costs to
demand-based from customer-based classification, when compared to the methodology
used in the last PPL rate case (Docket No. R-00049255). The result of this modification
is to shift certain distribution costs from the smaller customer classes (where there are
many customers) to the larger customer classes (where there are fewer customers). 1 do
not oppose this modification because I believe the methodology is essentially sound (as
presented in Exhibit JMK3) and because it more accurately classifies the costs of the

minimum system.

However, I would not have recommended that this methodology change occur during
this rate proceeding, because this rate case represents the second step of a three-step
program to bring all distribution customer classes to, or very near, the system average
return. This cost-of-service methodology modification essentially shifts the “polestar”
that the three-step program is using as a target basis for allocating revenue requirements.
The result may be a rate increase for certain customer classes (e.g., LP-6 customers if the
Remand Settlement Agreement is approved by the Commission) in this proceeding
followed by rate decrease in the last rate case, which may be difficult to explainto a

customer that is not following the details of these rate cases.

Q. WHY DO YOU OBJECT TO THE COMPANY’S PROPOSAL FOR THE
ALLOCATION OF INCREASED REVENUE REQUIREMENTS BY
CUSTOMER CLASS?

A. Within its application (Direct Testimony of Company Witness Douglass A. Krall, page

35), the Company proposes two criteria for allocating increased revenue requirements:

(1) that the relative rate of return for each customer class moves closer (about half-way

PPUC Docket No. R-00072155 Page 9 DOD/FEA Witness K. L. Kincel
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on a percentage basis for most rate classes) to 1.0, which is parity with the system
average rate of return; and (2) that no customer class be burdened with an increase
greater than twice the system average increase. These criteria are intended to implement
two principles, namely cost-of-service and “gradualism.” These criteria sound reasonable

until individual customer ¢lass results are scrutinized.

As shown in Exhibit KLK-4, column 4, enormous customer class subsidies have
continued to exist subsequent to the original 2004 rate proceeding (based on the
Compliance Filing as adjusted for Hurricane Isabel expense). For example, the Company
is earning 3.4 times its average system return from customers taking service under LP-5
and 2.9 times the system average return from customers taking service under LP-6.
Meanwhile, the Company is earning only 59% of its system average return from

residential customers.

Under the Company’s revenue allocation proposal in this proceeding, in the event that
the Remand Settlement Agreement is rejected by the Commission, the residential
customer will be paying only 82% of the system average return within its rates (see
column 7 of Exhibit KLK-4). In contrast, the LP-5 customers will still be required to pay
about 2.2 times the system average return and the LP-6 customer about 2.0 times the

system average return. The Company simply does not go far enough in redressing the

egregious pross inequities that presently exist in distribution rates.

The Remand Settlement Agreement goes a long way toward resolving many of these
gross inequities, but, in my judgment, more needs to be done. As shown in Exhibit KLK-

5, column 7, the Remand Settlement Agreement, when combined with the Company’s
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filed revenue requirement allocation proposal in this proceeding, results in the complete
elimination of subsidies from the LP-5 and LP-6 customers to smaller customer classes.
However, other large customer classes, such as the IST and ISP classes will still be

required to pay more than double the system average rate of return. Moreover, the

residential customer class will only be required to pay 87% of the system average rate of

return in its rates.

The Company can continue to operate only if it receives an adequate system return from
all its customers combined. Thus, if some customer groups are allowed to pay less than
their share of total cost of service (including return), then other customer groups must
pay more. This is what is occurring now, and will continue to occur even under the
Remand Settlement Agreement. This is not only patently unfair, but it leads to
inefficiencies. Customers paying less than their cost of service will value electricity
delivered by PPL at the price they are paying for it, not the higher cost of delivering it to
them. Thus, they will tend to limit their use of conservation measures and undervalue
end-use equipment technology that is more efficient in electricity use, as compared to the
behavior they would employ if they were receiving the proper pricing signals for
electricity. Meanwhile, customers paying more than the cost of service of delivering
electricity to them will tend to overvalue the commodity and to substitute other fuels
when in fact it would be cheaper to use electricity. Both customer groups are reducing

the general welfare of the society.

Optimal efficiency occurs when each customer class is paying the average system return
to the Company in its rates. However, the present class cross subsidies currently are so

large, and involve so many rate schedules (even if the Remand Settlement Agreement is
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approved), that a one-step movement during this proceeding to the system average return
for all customer classes would lead to sudden and huge impacts on several customer
classes, particularly the residential, residential thermal storage and lighting classes,
leading to “rate shock.” This calls for “gradualism,” the principle whereby several steps

are taken to approach unitized class returns.

The Company is proposing in this proceeding to implement “gradualism” by having each
customer class move only about half-way to the system average return. It proposes to
protect again “rate shock™ by limiting the rate increase for any one customer class to a
maximum of double the system average increase. | believe my proposed revenue
allocation methodology is superior to the Company’s because it also implements
“gradualism” and protects against customer “rate shock”, but additionally it directly
eliminates all egregious customer class cross subsidies that are embedded in distribution

rates.

PLEASE DESCRIBE YOUR PROPOSED CLASS REVENUE REQUIREMENT
ALLOCATION METHODOLOGY.
My proposed methodology is the same that [ advanced during the last PPL rate case
(including the Remand Proceeding), but with movement of the maximum allowed class
rate of return down from 150% to 125% of the system average return. My proposed
revenue allocation methodology is based on several premises, as follows:
¢ A “just and reasonable” set of rates has no single rate class paying more than a
defined multiple of the system average percentage return. In this case, I propose
that the acceptable maximum class return be set at 125% of the system average

return (i.e., a maximum class relative rate of return, or “RROR” of 1.25). This

PPUC Docket No. R-00072155 Page 12 DOD/FEA Witness K. L. Kincel
July 6, 2007 Direct Testimony




10
1
12
13
14
15
16
17
18
19
20
21
2
23
24

25

constitutes a reduction from the 150% maximum class return that | proposed in
the last PPL rate case.

¢ Rate shock can be defined as a specific maximum allowed percent class revenue
increase. In this case, I propose that rate shock be assumed to occur if a class rate
increase exceeds 40% if the Remand Settlement Agreement is rejected by the
Commission, and double the initial PPL proposed system average increase (i.e.,
26%) if the Remand Settiement Agreement is adopted. A lower threshold for rate
shock given adoption of the Remand Settlement Agreement is justified because
the Agreement itself implements rate increases for many customer classes. The
26% class increase ceiling is the same as that proposed by the Company in this
proceeding.

e A “fair” class allocation of any total revenue increase requires customer classes
now paying less than the system average percentage return to incur a greater-
than-average revenue increase; while customer classes now paying more than the
system average percentage return should be granted a less-than-average
percentage revenue increase. My methodology will accomplish this result
automatically.

¢ Gradualism can be implemented over several rate cases by reducing the
acceptable maximum class return multiple. In this instance, I recommend that
during the subsequent general rate case for PPL, all rate classes (except perhaps
the RTS and SL/AL classes which have very low RROR’s even after this rate

increase) be brought to parity with the system average return.

The results of applying this revenue requirement allocation methodology are shown in

Exhibits KLK-4 and KLK-5, columns 9 through 13, depending on whether or not the
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Commission rejects or adopts the Remand Settlement Agreement, respectively. The steps

used to create these columns within these two exhibits are as follows:

1. Set all the classes with present RROR’s over 1.25 to an RROR equal to 1.25, and
then derive the rate increase (or rate reduction) that is needed.

2. Leave the rate increase for class ISA at the PPL proposed level, since the rates for
this class are set by contract agreement and are not affected by this revenue
requirement allocation methodology.

3. For any rate class with a present RROR between 1.0 and 1.25, assign a rate
increase that will bring the class to an RROR equal to 1.0, provided that such a
rate increase will not exceed the system average rate increase. If the system
average rate increase is exceeded, set the class rate increase to the system average
rate increase and then derive the class return, rate of return and RROR.

4. Derive the rate increase for all remaining classes with present RROR’s under 1.0
such that their class RROR’s are gquivalent. Check to ensure that the maximum
allowable rate increase (40% in Exhibit KLK~4 and 26% in Exhibit KLLK-5) is not]
exceeded by any of these rate classes. If so, set the class rate increase to the
maximum allowable class rate increase and derive the class return, rate of return

and RROR for that class.

As shown in Exhibit KLK-4, in the absence of the Remand Settlement Agreement, both
the RTS and SL/AL classes receive the maximum 40% increase in class revenue
requirement. The L5-S (Standby) class, which has a present RROR of 1.04 is given a rate

increasc of 10.3%, which is below the system average percentage increase and is just
y 2ep
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sufficient to bring this class to parity with the proposed system average percentage
return. Rate increases (or decreases) are calculated to bring each class presently paying a
RROR more than 1.25 down to 1.25. Many of the customer classes now paying
significant cross subsidies, such as the LP-5 and LP-6 classes, will receive reductions in
revenue requirements. Then, the required return and corresponding rate increase for the
residential class is calculated as that sufficient to bring the total system return to the
proposed percentage return. The residential class is given a 27.3% revenue increase,
which will bring this class to paying 95% of the system average percentage return within
its rates. All egregious cross-subsidies have been eliminated because no customer class is

forced to pay the Company more than 125% of the system average percentage return.

If the Remand Settlement Agreement is adopted, the corresponding class revenue
increase results are somewhat different, as shown in Exhibit KLK-5. Because the present
revenue requirements have been adjusted by the Settlement Agreement, and because the
maximum allowed percentage revenue increase is reduced to double the original system
average percentage rate increase (26%), four classes are limited to the maximum
percentage rate increase, namely, RTS, LP-6, SL/AL and L5-S. The GH class is given a
revenue increase of only 5.1%, which is just sufficient to bring its class return to parity
with the system average return. The residential class is given a 24.6% rate increase,
which brings its RROR to 96% of the system average rate of return within its rates.
Again, all egregious cross-subsidies have been eliminated because no customer class is

forced to pay the Company more than 125% of the system average percentage return.
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HOW WOULD YOUR PROPOSED REVENUE REQUIREMENT CLASS
ALLOCATION METHODOLOGY BE IMPLEMENTED IF THERE IS A
SCALE-BACK OF PPL’S PROPOSED RATE INCREASE IN THIS
PROCEEDING?

My class allocation methodology would be implemented using the exact same steps that |
have described above given any level for the final allowed total revenue requirement
increase. [ have prepared Exhibits KLK-6 and KLK-7 to demonstrate how my class
allocation methodology would be implemented if PPL’s originally proposed 13% overall
distribution rate increase is scaled back in this proceeding by 65% to $54.3 million or
8.5%. The maximum allowable class rate increases are held constant at 40% if the
Remand Settlement Agreement is rejected (Exhibit KLK-6) and 26% if it is adopted
(Exhibit KLK-7). The class threshold for “Rate Shock” is not dependent on the overall
system percentage increase, but is more related to what the Commission feels any single
rate class can tolerate without a public outery. Note from these exhibits that most of the
reduction in revenue requirements is allocated to the residential class as the total revenue

requirement increase is scaled-back.

REGARDING RATE DESIGN, WHY DO YOU NOT OPPOSE PPL’S
PROPOSAL TO CONVERT DISTRIBUTION CHARGES TO FIXED
CUSTOMER CHARGES FOR THE LP-5 AND LP-6 RATE CLASSES?

DOD/FEA is subject to Federal Government regulations that require all conservation and
energy investments be justified through use of a life cycle cost analysis. These analyses
typically compare the original investment with the present value of the annual stream of
energy cost savings derived from the project. Fixed, non-volumetric utility rates, like

monthly customer charges, result in no savings from any reduction in demand or
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consumption resulting from an energy conservation or energy efficiency project. Thus, I
am usually opposed to the use of fixed rates when volumetric charges can be applied
because the use of fixed rates frustrates the justification of such projects. However, I do
agree with the Company that costs that do not vary with volume should be placed in
fixed charges. Unfortunately, the Company provided no data indicating that variable

O&M expense constitutes only a small percentage of its total distribution costs.

In fact, the distribution charges to the three military installations on these two rate
schedules are very, very small as a percentage of the total electric bill (much less than
1%). This occurs because these military installations use essentially none of PPL’s
distribution facilities. The Government constructed its own distribution facilities on these
military reservations and takes service only at transmission voltage from PPL. Thus,
because of the very small size of distribution charges to these three military reservations,
I do not oppose conversion of the demand-based distribution rates on rate schedules LP-5
and LP-6 to fixed monthly customer charges. I also agree with the Company that the
fixed monthly customer charge for distribution on these two rate schedules should
ultimately become equal because there is no significant difference in the use of PPL’s
distribution facilities or the level of customer services required when serving customers

on either of these two rate schedules.

DOES THIS COMPLETE YOUR DIRECT TESTIMONY IN THIS
PROCEEDING?

Yes it does.
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Commonwealth of Virginia

County of Nelson

Before me, the undersigned Notary Public, personally appeared Kenneth L. Kincel, who being
duly swomn on oath deposes and says that the foregoing prepared direct testimony, related
exhibits and statement of facts contained therein are true and correct to the best of his

knowledge, information and belief.

[dﬂw@é CA (.(ﬁb\c‘]p

Kenneth L. Kincel

President, Decision Analysis Corporation of Virginia

_ﬁ, Li
Subscribed to and swormn before me on this third day of-Ma-y{ 2007.

>

/

(BT o™

Notary Public / 7
My Commission Expires: gl 3 /OG
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Exhibit KLK-1
Education and Qualifications of Kenneth L. Kincel

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.
My name is Kenneth L. Kincel. My business mailing address is Decision Analysis

Corporation of Virginia, 8009 Snowpine Way, Suite 100, McLean, Virginia 22102.

WHAT IS YOUR OCCUPATION?
I am an energy consultant in the field of energy modeling, forecasting and economic
analysis, and I perform these services as President and Chief Executive Officer of Decision

Analysis Corporation of Virginia, an energy and environmental analysis consulting firm.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE.

I was awarded a Bachelor of Science Degree in Engineering by Rensselaer Polytechnic
Institute (RPI) in 1967, and a Master of Science in Business Management in 1968, also from
RPI. Subsequently, I served as Project Manager at Computer Sciences Corporation where [
performed management consulting services until the summer of 1972. From July 1972 through
June 1974, I served in several capacities performing industry economic analysis for the Cost of
Living Council of the Federal Government during the period of wage and price controls.
Following the oil embargo of 1973 -1974, 1 joined the Federal Energy Administration in the
capacity of Director, Office of Energy Demand Policy and Special Projects, and was later

promoted to Director, Office of Conservation and Resource Development Policy.
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During this period, I testified in several natural gas import cases before the Federal
Energy Regulatory Commission as to the economic benefits to the nation of limiting liquefied
natural gas imports. | also appeared before several committees of the U.S. Senate and the U.S.
House of Representatives on issues such as the availability of winter fuels, the domestic supply
and price of natural gas and horizontal oil company divestiture. I headed the Interagency Natural
Gas Emergency Task Force, the Synthetic Natural Gas Task Force and the Interagency Liquefied
Natural Gas Task Force for the Federal Energy Administration. When the Department of Energy
(DOE) was formed in 1977, | joined the Energy Information Administration of DOE, and
ultimately became the Deputy Assistant Administrator for Energy Applied Analysis (Modeling
and Forecasting). In this capacity, I managed over 200 professional economists, energy analysts
and computer scientists in the conduct of energy modeling and forecasting services to produce
the Short Term Energy Outiook, the Annual Energy Outlook and the International Energy

Outlook, the major energy forecasting publications of the Federal Government.

In August 1980 1 left the Federal Government and founded Decision Analysis
Corporation of Virginia (DAC). DAC performs energy and environmental modeling, forecasting
and analysis services for utilities, industry associations, utility commissions, private firms and
several agencies of the Federal Government, including DOD, Commerce and Energy. Since
1980, DAC has performed over 600 projects involving analysis of energy issues, and I have

served as Project Manager for most of these projects.

Since 1994 and to the present, DAC has assisted DOE in the development of the National
Energy Modeling System. Since the mid-1980’s and to the present, DAC has also provided
energy analysis and expert witness services to DOD on utility rate cases and cases involving the

restructuring of the natural gas or electric utility industry for competition. I, myself, have
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testified on cost of capital, revenue requirements, deregulation/industry restructuring policy
and/or rate design issues before the Georgia Public Service Commission (natural gas and
electricity), the New York State Public Service Commission (electricity), the Federal Energy
Regulatory Commission (natural gas), the Kentucky Public Service Commission (electricity), the
Public Utility Commission of Texas (electricity), the North Carolina Utilities Commission
(natural gas), the New Jersey Office of Administrative Law (electricity) and the Public Service
Commission of Maryland (gas and electricity), as listed in Exhibit KLK-2. I have submitted
testimony in the last PPL general rate case before the Pennsylvania Public Utility Commission
under Docket No. R-00049255 within both the initial 2004 proceeding and the Remand

Proceeding which is ongoing at this time.
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Recent Testimony and Reguiatory Submissions of Kenneth L. Kincel

Exhibit KLK-2

PPL Electric Utilities Corporation

PPUC Docket No. R-00072155

Direct Testimony of K. L. Kincel for DOD/FEA
July 6, 2007

{ Regulatory Commission | Date | O©OnBehalttOf | Submission Type | DocketNo. | Utility Issues I Toples Coverad
Georgia Public Service Commission October 18, 1998 US Dept. of Defense/FEA Dirnct Tastimony 6691.U United Ciliex Gas Company Natural gas rate increnss Revenue requirements, ROE
Federal Energy Requlatory Commissicn  Decemnber 13, 19868 US Dept. of Defense/FEA Direct Testimany RP9E-190-00 Colorado Interstale Gas Co. Intersiate gas transportation rates Cost allocation, raie design
New York Public Service Commission January 7, 1997 US Dept. of Defense/FEA Direc! Testimony S6-E-0134 Niagara Mchawk Power Co. Electric rale increase Revenua requirements
Georgia Public Service Commission Octobar 23, 1907 US Dept. of Dafense/FEA Direct Testimany 8044-U GPFSC NOPR implemeniation of gas retail dereg, Commaents on marketers' cenification
Gesrgia Public Service Commission October 23, 1897 US Dept. of Defense/FEA Direct Testimony 8053-U GPSC NOPR implementation of gas reiail dereg. I on randy o1 it of 5
Georgia Public Service Commission January 23, 1908 US Cept. of Defense/FEA Formal Comments a348-U GPSC NOPR Implemantation of gas retad dereg. Formal recorm i on unbundiing method:
Maryland Pubtic Service Commission February 12, 1998 US Dapt. of DatenselFEA Direct Testimany B780 Balimore Gas & Electric Co, Gas base rele incregse ROE, rate design
Geargia Pullic Service Commission March 31, 1998 US Dept. of Defense/FEA Direct Tastimony 2380-0 Allanta Gas Light Co. Unbundiing, Restruciuring ROE, rate desiga, performance rales
Georgia Pubiic Service Commission October 1, 1998 US Depi. of Defense/FEA Direct Testimony 9355-U Geomgia Power Company Base rale increase, eamings sharing ROE, eamings shanng mechanism
Maryland Public Service Commission Decemnber 18, 1998 US Dapl. of Dafense/FEA Diract Tastimony 8794 Baltimore Gas & Electric Co. Eleciric restrusiuring Siranded eosts, cost unbundling, rate deskgn
Maryland Public Service Commission Fabryary 3, 1999 US Depl. of Defense/FEA Direct Tastmony 8504 Baltimore Gas & Elactric Co. Eleciic base rates, raie design ROE, rate design
Kentuchy Public Service Cammission March 18, 1999 US Army Direct Teslimony 98474 Kentucky Ulfities Eleciric parformance based rates Performance based rates, eamings sharing mechanism
Kentucky Public Servica Commission March 18, 1899 US Army Diract Tastimony 95478 Louisville Gas & Electric Co. Electric performance based rales Performence based rates, eamings sharng mechanism
Texas Public Ulility Commission Sepiember 15, 2000  US Army Affidavit 23040 TXU Electrc Company Wholssale elsctric purchaser siatus information in support of petition for Fort Hood
Texas Public Ulikty Commission Fabruary 2, 2001 Us Amy Direct Tastimony 22350 TXU Etectnc Company Unbundfing, Restructuring Rata design
Georgla Public Service Commissien October 12, 2001 US Depl. of Defense/FEA Direct Testimony 14000 Georia Powar Company Base rate increase, samings sharing ROE, samings sharing mechanism
Horth Carolina Utdities Commissien Augist 23, 2002 US Dept. of DefensalFEA Direct Testimony G21 Sub 431 Norh Carclina Natural Gas Comp. Base rale rebalencing and increase Raia design
New Jersey Office of Admini: ive Law O ber 20, 2002  US Dept, of Defense/FEA Direct Testimony ER02080506-7 Jersey Cantral Power & Light Co. Base rate incroase, surcharges ROE, RO, rate design
PUCTS83 4.02
Kansas Siate Corporation Commission  July 10, 2003 US Dept. of Dafense/FEA Direct Testumony 03-KGSG-802-RTS Kansas Gas Division, ONEQK, Inc. NG base rals increase, rate design ROE, rate design
North Carolina Utilities Commission Augusi 12, 2003 US Dept, of Dafense/FEA Chwrect Tastimony 521 Sub 442 North Carclina Natural Gas Corp. NG base rate imcrease, rate cesign ROE, rev. regtls,.rate design, terms
Kentucky Pubiic Service Commission Mareh 19, 2004 US Depl. of Cefense/FEA Direct Testimony 200300433 Louisville Gas & Eleciric Company NG and electric base rala increases ROE, cos! sflocation, rale design, tarms and cenditions
Pennsytvania Public Utility Commission  June 28, 2004 US Dept, of Defense/FEA Direct Testmony R-00049255 PPL Electric Utilities Corporalion Eleciric base rais increases ROE, cost allocaticn, raie design, terms and condilions
Georgia Public Service Commission Oclober §, 2004 US Dept. of Defense/FEA Direct Tastimony 18300-U Geargia Power Company Eleciric bass raie incraases ROE, cost allocation, rate design, terms and conditions
Nerih Caroling Utilities Commission Augusi 26, 2005 US Dept. of Defonse/FEA Diract Testimony G-9 Sub 499; G-21 Piedmont NG Company/NGNG NG base rate increass, rate integration  ROE, rav. reqts,.rate dasign, terrns & conditions
Sub 461; G-44 Sub 15
Wisconsin Public Service Commission  Oclaber 12, 2005 US Dept. of DefenselFEA Direct Tesitmony 47220-UR-114 Excel Energy/Northem States Power Eleciricity and NG base rate increases  ROE, rev. reqts., cost allocation. rate design
HNew York Public Service Commission December 19, 2005 US Dep!. of Defense/FEA Diroct Testimony 0545-0835 and Central Hudson Gas & Electric Co. NG Base Rate Increase and Gas Cosi of service, cost allocation, rate dasign
05-E-0834 Balancing
Kansas Stale Corporation Commission  Seplember 27, 2006 US Dept. of Defanse/FEA Diroct Tostimeny 06-KGSG-1209-RTS Kansas Gas Division, ONEOK, Inc. NG Bsae Rate Incroase ROE, cost allecation, rate design
Pennsylvania Public Utinty Comumission  May 11, 2007 US Dep!. of DefenseiFEA Direct Testmony R-00049255 REMAND  PPL Electnc Wilities Carporation Remand Base Raies - PA Courl Decision Cos! Aocation 2nd Rate Design




Cost item/Month of Meter Reading

Electriaity Consumad {k\Wh)
DOemand (kW)

RWh Used

Bifing kW

First 200 kWh per kilowat of the Blling kW
Next 200 kWh par kilowat of the BlEng kW
Additional k¥

Distriburtio) G
Distribution Charpe Rate {centsXV}
Distribution Charge ($)
TYransmisslon Charges
Transmission Charge
Transmission Charge (5)

Compatitive Trensition Charge (CTC)
CTC Demand Charge Rate {$/kv)
CTC Demand Charge (39
1st Block CTC Enesgy Rate (conts/kWh)
1<t Block CTC Enesgy Charge (3)
2nd Block CTC Energy Chamge Rate (cents/kywh)
2nq Bleck CTC Eneigy Cherge (3)
3rd Block CTC Energy Charge Rate (centek¥vh)
3rd Block CTC Enetgy Charge {$)
Total CTC Charpes (5}

intangibts Transition. Gharas {ITC}
ITC Demand Charge Rate (KW}
ITC Damand Charge (3)
1st Block [TC Energy Rate (contskWh)
18t Block ITC Energy Charge (3)
2nd Block ITC Energy Charge Rats {centsxWh)
2nd Block 1TC Enetgy Charge ($)
3rd Bleck ITC Energy Chargs Rete (cems/kvh)
3rd Block ITC Energy Charge {$)
Total ITC Charges {$)

Qensration Chargs (Capacity and Eperpy)
Geperation Capacity Charge Rate (3kyY)
Generation Capacity Charge ($)
tst Block Gen, Energy Rate {conts/XWh)
5l Btock Gen, Energy Charpe ($)
2nd Brock Gon. Enefgy Charge Rate {conta/kWh)
2nd Block Gen. Energy Chame (§)
3rd Block Gen. Energy Charge Rete {cents/xvih}
3rd Black Gen, Energy Chaige (3)

Tolal Generation Capadity and Energy Chaspes ($)

Surcharges

PA Tax Adj. Swichamge on Distribution Chargs (%)
Tax Surcharge on Distribution Charge ($)

PA Tax Ad]. Surcherge on all other chargoes (%)
Tax Surcharge on ail other charges {$}

Totsl PA Adjrstment Tazes {3}

Totai Electric Service Blitings ($}
Average cents per kWh

Excess Payment and Cradit (5}
Late Penatties {$}
Total involcs {$)}

Annual Load Factor {Averaga to Peak Day)

Carlisle Barracks Calendar Year 2006 Billings from PPL

Jan 0%

2.213.000
3,732

3,732
748,400
F48 400
720,200

kIR
1501

0583878
2821

0.30445401
1,138
oezT2
2,077
0237818
1,775
0206332
1,480
EAT4

0.93150809
3478
0.850105

4,85751456
11,382
4,1B405800
3,081
3.503685
28152
3.008825
21,668
4,282

0.020120
0.24
o.o0%241
11.18
11.40

$136,646
€17

5136,848

Feh ‘o8

1,874,000
3,547

3,547
738,400
T09.400
455200

31.90
1,11

0.805
11,338

0.305
1,082
0,285
2,029
0.244
1,13
0.212

865
5,807

0.901
3,196
0.545
5094
0.720
5.108
0628
2850
17,148

4,844
17,182
4.268
30,480
2.818
25,652
2108
14,139
87,482

-3.052

0.38
-0.051
52,09
€258

$122,823
6.56

e

Mar *%

2,000,000
3.525

3525
705,000
705.000
580,000

380
1.12%

0803
2,100

0,305
1,075
C.288
2018
D.244
1,720
0212
1251
6,062

0.901
2178
0.84%
5,857
0720
5078
0.528
3,662
17,903

4.844
17,075
4.298
30,301
3618
25,493
3.908
18,325
B1.184

-0.052

£58
-0.051
6490
-85.49

$128,318
6.42

sizss

PPL Rate Schedule LP-5

Apr ok May '06 Juns ‘0%
1,875,000 2.065.000 2,175,300
3504 3848 4575
3504 3,848 4575
718,800 720,200 915,000
718,800 720,200 915.000
£37.400 808,600 345,800
.0 Hw 31,90
1447 1.183 1,459
0605 0.505 0.805
14,549 12.493 13,164
0.305 0,305 0.305
1.006 1112 1,385
0285 0.228 0.288
2,056 2,086 2817
0244 0.244 0244
1,754 1,778 2233
0.212 0212 022
£,138 1,288 733
6,045 8,263 8,978
0.901 0.901 0.601
3238 3,205 4122
0,845 0.845 0.845
6,074 8,162 7732
] o720 0.720
5175 5250 8,588
0,628 0.626 ¢.626
3,364 3797 2,165
17.852 18494 20,807
4,044 4304 4844
17409 17,861 22,181
4298 4288 4.298
30,884 3,341 39,027
3.818 1818 3848
25,892 26,368 33,084
3108 3,108 2106
16,692 18,841 10,741
£0,987 44211 105,315
£0.052 £.052 -0.052
£80 -0.80 078
0.051 0,051 -0.051
£488 £7.05 7448
£5.28 &7.65 ~15.25
$127,913 $132,657  §147,447
6.43 6.42 678
$127,013 $132,557 $147 447

Juty 'th Aug 08
2,186,919 2653100
4,000
4,000 -5,089
800,000  1.017.800
800,000 1,017,800
588,819 817,400
31.90 3180
1,278 1623
0.805 0.605
13,231 16,051
0.305 0.305
1,220 1,562
0.288 0.288
2.288 2,911
0.244 0.244
1,952 2.483
0212 0.212
1,244 1,308
6.704 8255
0,901 0.901
3,604 4585
0.845 0.845
8,760 5600
0120 0.720
5,760 1328
0.626 0626
3.674 3,865
18,708 24,379
[N €044
19,378 24,851
4298 «208
34,384 43,745
2816 1616
28,928 38,804
3.106 3.108
18,230 10,178
100,818 124,376
0.052 £.080
0.68 129
0.051 0.062
T3 -107.35
T2.40 -108.64
$141,866 5174,676
6.49 6.58
$12,003 -$12,002
$153,858 $162,572

Sept 0k

2,251,800
4.380

4,120
876,000
878,000
528,800

30
1,387

0.805
13.805

6,305
1,336
0.288
2,505
0.244
2497
9.212
118
7102

0.901
3840
0.845
7402
0.720
8.307
0,626
37
20,972

4.844
a.17
4.298
37,850
3818
31,078
3.108
16,458
106.9%3

$160,171
6.58

503N

Exhibit KLK-3 Schedule 1

PPL Electric Utilities Corporation

PPUC Dotket No. R-00072155

Direct Testimony of K. L. Kincel for DOD/FEA
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Oet 06 Neov 'Ok Dac '0d Total
1860200 1m0 1985800 _Zozioie]
3,838 3,386 3,460 46,782
3,838 3,39 3.480 6702
767.600 679,200 692000 0356400
767,600 672,200 §92.000 9,356,400
325,000 811,200 571800 6467319
3180 n.90 31,90
1224 100 1,104 14823
0.605 0.605 0505
11254 11,018 11,833 152,054
0.305 0.305 0.305
1.1 1.0% 1,058 14,267
0.266 0.288 0208
2185 1,843 1.979 28,702
0.244 0.264 0.244
1,873 1,657 1,688 22,783
212 0.212 0.212
aag 1,208 1,212 13,733
5028 5,831 5835 77.485
0.8 0901 Q.508
3458 3.080 317 42268
0845 0,845 0.345
6488 5738 5847 79,100
o720 0720 0720
5527 4,290 4982 67,397
0.626 0828 0826
2008 2.626 3578 40,703
17,505 17.515 17,527 220.485
4,644 4844 4,844
18,581 18,450 16,760 225,916
4.268 4.268 4298
2.6 m1m 20,742 404,138
3.816 3.818 2618
2.15% 24,560 25,023 337,480
3.108 3108 3.108
10,083 10,904 17,780 201,108
25,434 22,188 24,285 1,165,640
0097 -0.007 0097
-1.18 -5.05 -1.07 -10
-0.089 -0.088 -0.06%
2584 a5 £5.08 a8
-58.83 28,99 5703 -7
$126,269  $126,646  $126,696 31,635,706
813 6.37 6.42 6.60
®
52,511 $2,511
$125.250  $125545 128100 518027
£6.6%

Note §; For the July billing, the detailed invoice was unavaiiable from Carhilse Barracks. 5o the illing detormingats were esumated from the geaphs provaded by PPL ea the Angust biling. The total electne service billings amount for the month 15 comect
Neve 2 For Juoe 2004 billing, the reported tmeter resdisg was 2,041,400 £Wh, b the ingtallatios was billed a1 2,175,800 kWh. The resslt s a2 overtxlling ef §6,11. Shown bere ia what was acrually bifled eod paid.




Cost tam/Month of Meter Reading

Electricity Consumed (k¥vh)
Damand (kW)

EWh Lised

Bilkng kw

First 200 kWh par kitowal of the Billng kW
MNext 200 KWh per kilowat of the BIling kW
Additional K¥Wh

Distributlon Charges
Distributlon Charga Rate {cents/k\)
Distribution Cherge ($)

Teansmission Charges
Tirnsmissicn Charpe {centsk¥Wh)
Transmission Charpe ($}

Semastitive Transition Charas (CTC}
CTC Damand Chasge Rete ($00)
CTC Demand Chatge (5)
st Block CTC Energy Rate (cents&kyh)
1st Bloek CTC Energy Chargs (5}
2nd Block CTC Energy Charge Rate (cents/uwh)
2nd Block CTC Energy Charge ()
3rd Block CTC Energy Charge Rete {cents/kWh)
3rd Block CTG Energy Charge (5}
Total CTG Charges (5)

Intanaible Transitien Chatae ATCH
ITC Demand Charge Rate [(S/kW)
ITC Demand Charge {§)
15t Block ITC Enesgy Rate {cams/kvh)
141 Block ITC Energy Charge (5)
2nd Block 1TC Energy Charpe Rate (cents/kWh)
2nd Block ITC Energy Charge ($)
3wd Biock iTC Energy Charge Rate (cents’kWh)
3ed Biock ITC Enetgy Charge (3)
Total STC Charges (8)

Ganeration Charge (Capacity and Epergy)
Generation Capacity Charga Rate (/W)
Generation Capacity Charge (5)
15t Block Gen, Eneigy Rate {cems/kWh)
15t Block Gen, Energy Charge (§)
2nd Black Gen, Ensrgy Charpe Rats (cema/k¥h)
2nd Block Gen. Energy Chasge {$)
Ard Block Gen. Energy Charga Rate (centa®vvh)
3 Bleek Gen, Energy Charge ($)
Total Generation Capacity and Enerpy Chaeges ($)
copemic Devalopment |nithative Credicts
Tetal KW Bifling Crodits {3)
Toial KWH Bllling Credits ()
Total ED Credits ($)

Burcharges

PA Tax Adj. Sutcharge on Distribution Charge (%)}
Tax Surcharge on Distributon Chargs ($)

PA Tax Adj. Surcharge on all other charges (%)
Tax Swcharge on ail other charges (§)

Total PA Adjustmem Taxes ($)

Tota] Elactric Service Biliings ($}
Average conts per kWh

Annual Load Factor (Average to Peak Day)

Tobyhanna Army Depot Calendar Year 2006 Billings from PPL

Jan ‘D8

5.835.000
10,602

10692
2,138,400
2,138 400
1,561,200

3190
341

0585120
34,159

0.30455110
3,256
0.278726
5,950
0.238180
5,093

0.93005510
5,845
0.545348
18,473
0.723878
15,473
0.620877
2,834
53,431

468848230
48915
417193800
29,213
3510308
75,084
3.014262
47.086
281,253

0970
35,214
44 285

0015878
0.54
0.004757
15.32
15.88

$325,621
6.68

Feb 06

$,123.000
10538

10,538
2,107,200
2,307,200

208,600

31.80
3,381

0.605
904

0.305
an3
0.288
8,027
0.244
5,142
0.252
1.026
16,302

4.901
9,493
0.845
17.808
0.720
15172
0626
5688
48,158

25,881

£.052
-1.75
5,051
-155.81
-157.55

$308,708
5.03

Mar'§

5,640,000
10,840

10.640
2,128,000
2,128,000
1,384,000

N
3,384

0.805
372

0.305
3245
0.286
8,086
0.244
5,192
o2z
2934
17.458

0.901
9,587
0.845
17.082
0.720
15,322
0.626
8,664
51,554

4.644
51.540
4202
81,481
asie
78,848
3.106
42,867
262,837

-B,506
+32,680
41186

-0.052
-1.76
-G,051
+185.89
-167.48

$328,111
6.82

PPL Rate Schedule LP-5

Apr'06 May 0% June 06
5,781,000 5,082,000 5,080,000
10,524 10,164 10,853
10,524 10,16 10,853
2,104,800 2,032,200 2,130,800
2,104,800 2,032,200 2,130,800
1,571,400 997,600 816,500
NN N0 3190
3,357 3241 3,398
2.605 0.605 0605
34975 30.625 30.74
0.308 £.305 0.305
3.0 3,009 3249
0.288 0.285 0.28¢8
8,020 5812 B,004
D.244 0.244 0.244
5,138 4,958 5,199
0.212 0.212 0.212
3,21 2,115 1,738
17,657 15,985 18,277
0.901 0.5 0.90%
.482 8,155 8,588
0.545 0.845 0.545
17.788 AEAYL] 13,004
0.720 0.720 D.720
15,155 14,632 15,340
o0.628 0.626 0.626
8,837 6,245 5126
52,259 47,204 48,088
4,844 4,844 4.844
50.978 48.220 51,603
4,203 4283 4.208
0,484 87,344 91,573
518 3818 3,818
76,110 73484 77.042
2108 3.108 3.108
48,808 30,985 25432
288,380 241,004 245651
-8,674 -7.898 8,558
«32,858 28,482 27,017
-41.532 -35.181 -35.575
-£.052 B.052 04952
-1.7% -1.69 -7
-0.051 -0.051 -0.951
-188.18 -152.32 -155.63
-189.02 -154.01 -157.40
$332,946  $301,764 $208,3%6
5,76 £,96 6.07

duly ‘6 Aug ‘0%
5,485,000 5,351,000
10,679
10,679 11,573
2,135,800 2,314,600
2,125,800 2,314,600
1,182,400 751,800
380 380
3,407 3,682
0.605 0.605
33.083 32555
Q305 0.305
3257 31530
0.288 0.286
8,108 8,820
0.244 0.244
5.211 5,648
0212 Q242
2,530 1584
17,907 17,351
0.801 0.901
8622 10427
0845 0.B45
18,048 14,558
0.720 0.720
15378 16,665
0626 0826
7471 £.708
50,518 51,357
4,844 & 044
54,720 56,0650
4.286 4298
94,787 80,482
3.818 asie
7.2 B3, 596
3108 3105
37,087 23,351
257,823 262,588
-7.608 -10,353
+29,768 -30,165
-37.488 40518
0,052 0,083
-1.77 -3.07
-0.051 0.083
-153.73 -205.08
-165.50 -208.13
$324,286  $326,856
6.93 8.07

Sept ‘06

5,320,000
40,281

10,381
2,076,200
2.078,200
1,167,800

3180
3312

0.805
32.186

0.305
3,168
0.286
5938
0.244
5.068
0212
2475
16,645

2.501
8,333
0.B45

17,544
0.720

14349
0.626
7.308

48,155

4844
50,288

89,235
3816
75,075
3905
38,268
250,862

-8.,488
+30,551
-29,020

-6,097
-3.21
«0.089
-2i378
-218.89

$312,923
5.88

Ezhibit KLK-3 Schedule 2

PPL Electric Utilities Corporation

FPUC Docket No. R-00072155

Direct Testimony of K. L. Kinedl for DOD/FEA
July 6, 2007

Oct ‘06 Nov ‘06 Dec '06 Total
5,119,000 5,023,915 5,293,000
9,966 10,000 10,658 126,264
9,086 10,000 10,459 126,264
1,893,200 2000000 2,091,800 25252600
1893,200 2000000  2095,800  25252.800
1,132,600 1023.915 1108400 13,620,315
31,50 3,80 31.00
3170 3,180 3,338 40,279
0.605 0.805 0.605
30,970 30,395 32,023 386,801
0.305 0.305 0.305
3,040 3,050 3,100 38,506
0288 0.286 0288
5,701 5,720 5983 12,087
0.244 0.244 0244
4,883 4,800 5,104 81,492
0212 o2 0212
2,407 2,174 2,352 28,792
18,005 15,823 16,528 200,657
0.501 0.904 0.901
8,979 2,016 0,424 114,075
0.645 0.545 0.545
18,843 18,000 17,676 213,400
0.720 0.720 0.720
14,351 14,400 15,081 181,803
0.528 0.628 0,826
7,000 8410 8,045 85,324
47,253 48,720 49,105 554,792
4844 5544 4844
48,275 48,440 50,663 509,746
4.2808 2288 +208
85,665 85,950 B9.908 1,082 870
3.616 3816 3816
72,074 12,320 5639 910,881
3,108 3,108 3,106
15,179 31,803 34,456 421,618
241,196 238,523 250,666 3,024 813
7,736 8,120 8,849 -101.703
27,568 28,886 29,710 -361,110
-35,703 -37,007 38,358 462,313
-0.097 o.007 +5.007
-3.08 -3.00 3,24 28
£.069 £0.060 £0.089
-206.81 20347 212.84 1,688
208.90 ~206.27 217,18 2014
$302,699  $297,436  $313,183 $3,782,813
591 5.92 592 6,30
63.3%

Note §: For the November billing, the detailed invoice was unavailzble fram Tobyhanny Army Depol. so the billing Scterminants were estimated from ihe graphs provided by PPL on the subsequent blling The total slectne service billing arnount fox the month 15 coxrres.



US Navy at Mechanicsburg Recent Billings from PPL
PPL Rate Schedule LP-6

Cost Item/Month of Meter Reading Fab 06 Mar 4 Apr o6 May 06 June ‘06
Efsciricity Consumed {kWh) 5,459,000 5,353,000 5,185,000 5,290,000 5,414,000
Demmand (kW) 13.073 10.757 10,152 16,152 11.578
EWh Used
Bifing kv 10,873 10,757 10,152 10,152 11,578
First 200 kWh per kiknwat of the Bilkng kv¥ 4,389,200 4,302,800 4,060,200 4,060,800 4,631,200
Next 200 k¥Wh per kilowat of the Biling kY 1,068,800 1,050,200 1,124,200 1,328,200 782,800
AdgEtional kyvh 0 [ 0 ] 0
Distriby L
Distribution Chargs Rate {cents/xW) .10 2310 23490 .10 23140
Distribuion Charpe () 2,535 24085 2,345 2,345 2674
Iransmission Charges
Transmission Charge (cantaxvyh) 0.805 0.805 0.805 0.605 0605
Trensmission Charge (3} 027 32008 31,389 12850 2,75
{y * C

CTC Demand Charge Rate (S/xW) 0875 -0.875 -0.475 04875 0875
CTC Demand Charge ($) -9.801 -8, 412 -3,883 -5,833 -10,131
151 Block CTC Energy Rate {cenis/k¥vh) Q71 £0.711 0.1 4 B XA
181 Block CTC Energy Charge ($) w267 30,593 <2872 -28,872 «32,928
2nd Block CTC Energy Charge Rata {centskVWh) D440 0440 D.4d0 D440 0440
2nd Block CTC Energy Charge (§) 4,707 4821 -4 48 -5,848 <3444
3rd Bleck CTC Enargy Charge Rats {cents/kwh} 0354 -0.354 -0.354 +0.354 0,354
3rd Bleck CTC Enargy Chargs {3} [ H] 0 [} [ ]

Total CTC Charges (5) -+5518 -44.028 42,702 -42,804 -48,503
Intangible Yransition Charpe (TG
ITC Demand Chargs Rats ($4W) 220 2.20 229 220 22¢
ITC Demand Charge {$) 24,141 23,885 234 2234 25472
151 Block [¥€ Energy Rate (cents/kyvh) 1.783 1.783 1.783 1.783 1.8
151 Block ITC Energy Chatpe (8 78.259 8,18 T2,404 T2.404 82,574
2nd Block ITC Energy Charpe Rate {cants/kWh) 1107 1.107 1107 1107 1.107
2nd Block ITC Energy Charge {3) 11,843 11,828 12,445 14,714 8,680
3rd Block ITC Energy Charpe Rate {centsk\Wh) 0.893 0.893 0.292 0.893 0.893
3rd Biock ITC Energy Charge (§) 0 0 1] "] ¢

Total ITC Charges (3) 114,243 . 112,010 107,183 100,453 118,714
Qensration Charge (Capacity snd Ensrgy)
Ganerallon Capacity Charge Rate (3v) 4732 4732 4,732 4,732 4732
Gensration Capacity Charge (5) 51,924 £0,902 40,029 48,039 64,787
151 Block Gen. Energy Rate {cents/kwWh) 31958 3,958 3.956 3.e5e 1958
15 Block Gen. Energy Charpe (3} 173,837 170,219 180,845 180,845 183,210
2ng Block Gen. Energy Charge Rate (cents/x¥vh) 2339 2339 23% 2239 238
2nd Block Gen, Energy Chargs ($) ™08 24,564 2.295 31.090 18,310
3 Block Gen. Energy Charge Rate (cents/RWh) 1.828 L.028 1.828 1.628 1.£28
3rd Black Gen, Energy Charges {5) -} 4] 1] ] o

Total Generation Capacity and Enegy Charges ($) 250.584 245.805 234,980 239,775 258307
Surcharges
PA Tax Adj. Surcharge on Distibudon Charge (%) 0.052 £.052 £0.052 -0.052 0052
Tax Sorcharge on Distribution Chargs (3} -1.32 -1 -2 RF- -1.3%
PA Toax Ad]. Surchargs on 2il other champes (%) -0.051 -£.051 -0,051 -0,051 -0,051
Tax Surcharge on all other charges ($) -A70.69 «176.18 «i68.72 «1T2.50 -182.23
Total PA Adjustment Taxes (3) -181.01 -177.47 -489,04 173,72 -184.82
Totaf Eloctric Service Billings {$) $364,691 3347762 4333008  $340,404  $361,760
Average cents per kWh 6.50 6.50 6.42 8.32 8,68
DSM Project Billings ($) 76.540 78,540 768,540 76,540 78,540
Total Invoics ($) $431,231  $424,302 54095456 $476,544  $438,300
Annual Load Factor (Avarage to Poak Day)
Nt 1; For the Sepiember inlling, the detmled invorce was unavatiable from US Navy a1 b g 30 the bitling o wese

duly *08

5,543,000

12,118
4,847,200
1,135,800

0

o310
2719

2.805
34,187

0875
-10,803
4

220
25,560
1.783
88,428
1407
12,573
0.893

o
125,858

4722
57,342
365
101,755
31y
28,568
1.828

o
275664

-0.05%
-1.54
-0,052
-202.24
-203.73

$330,061
6.52

78,540

$468,691

Aug 08

5247 000

12,592
5,037,200
1,309,800

1}

2310
2909

0.805
33,399

0875
-11,048
0.
<3584
0.440
-5,783
0354

a
-52,596

20
27,705
1783
89,813
1.107
14 4599
£.853

[
132,017

4732
58,590
3856
109,272
2.339
30,638
1.22¢

o
289,496

~0.087
2.8
-0.08%
-281.05
-283.87

$409,943
648

78,540

$486,483

Sept 06

5,671,600
11.617

11,617
4,648,800
1,024,800

4

<Al
2,684

0.605
34,313

-0.875
-10,185
L.m
-33,038
0.440
~4,500
0,354

4]
47,7113

220
25.557
1.783
82,852
1.407
11,345
0.293

0
110,754

4,732
54,872
3958
1B3,827
2339
23,870
1.828

0
262,769

-0.097
260
-0.089
-254.70
-257.30

$371,650
6.55

78,540

$448,090

Exhibit KLK-3 Schedule 3
PPL Electric Urtilities Corporation
PPUC Docket No. R-00072155

Direet Testimony of K. L, Kincel for DOD/FEA

July 6, 2007
Oect o Nov ‘0§ Dec 08 Jan 07 Total
4895000 5800000 5555000  5.717,000f  60.660.600]
10411 10,088 10822 11,148 132,381
10411 10,086 10,62 31,148 132,385
4164400 4025400 4328800 4458400 52,954,000
830500 1773600 1228200 1258500 13915600
] ] o 9 '}
2310 2310 2310 18.83
2405 2325 2,500 1478 23,882
0.605 0.605 0.605 0.570
30,220 35,080 33,608 32,609 402,582
-0.875 -0.875 -0.875 0478
110 -2.808 0.450 5332 11418
.71 0. -0.7111 388
-29,609 28,628 00,778 730 282514
-0.440 -0.440 -0.440 ~0.241
-3,855 7,804 5,305 2,030 -58,721
0,354 0,354 2.354 8182
8 o 0 o 0
42373 45,239 45,842 25872 -532.250
2.20 220 2.20 175
22,504 22,145 3,608 19,454 258,180
783 1783 1.783 1414
74,251 74,791 .48 63,0680 921,337
1107 1107 1107 0879
8,195 19834 13,574 11.080 151,173
2.893 £.893 £.803 0.698
0 o 0 0 0
108,250 113570 114585 9574 1385080
4732 4732 4732 4780
48.265 47,832 51210 53,379 627,002
3.9%8 9% 1958 4.002
184,744 159,284 171,247 178418 2.096.904
233 2339 233 2367
19,428 41485 28,80 2792 225839
1828 1828 1028 1.850
o 0 ° 0 9
233.43% 240,401 251,138 261,589 3,049,825
2.087 0007 2007 0.052
-2.33 -2.28 -2.42 0.8 -2
0,089 -0.089 -0.080 0113
2807 -242.70 244,03 41009 1520
22848 24501 24848 400.71 -1.942
$329,810  $363,902  $365,922  $364,306 §4,313,186
6,60 5,10 6.41 8,37 646
78,540 76,540 16,540 8,540 N&4Te
$406,260  $430,442 3432461  $440,926 35,211,664
60.6%

d from the graphs provided by PPL oo ihe subsequent balling. The totat elecine service billing amount for the month ts comect.



Exhibit KLK-4

FFL, Electric Urilities Carporation
PPUC Docket No. R-00072155
Direct Testimony of K. L. Kincel for DODFEA

July &, 2007
DOD/FEA Allocation of PPL's Proposed Total Distribution Revenue Requirements Increase By Customer Class
Based on PPL's Proposed Cost of Service Study
Assuming Commission Rejection of Remand Settlement Agreement
$ {Thousands)
m @ L] ] (<] ® @ (L] U] 1) oy 12) 43 [
Distribution RR at Clnas Ratatn &t Diat. RR at PP PPL's % Incraase in OISt Class Raturn Bt DOOITEA BODIFEA DODIFEA RR 'DODIFEA Class RR
Rate Clzan Rate Baza Pranant Rtas Presatt Rutes Proposed Pt RR st Proposed Rates PPL's Propossd Rates Gioss-Up Propossd RROR Propossd Raturn Incraass Aliocation Petcent Increxss Rats Clasn
3 s : ] _» | RrroR 3 ' * $ 1% | rror | Fector § stPeiLsPropossdarR 3 1% [

RS 1,321,609 384 053 48,002 18I% 050 441 382 739 20.1% 00,337 8.52% 0.82 0.85 105,337 7.95% 104 945 7. RS
RTS 38,737 kXAl -1.871 -4 31% 071 4,855 Da4 25.4% 1,955 S2BI% £ 38 o7 882 -2.23% 1,464 40.0% RTS
551 170,443 78,527 23483 $2.08% FALY 77,382 B4 1,1% 23,901 13.30% 1,58 125 18.74% 10.45% 4,652 -11.0% GS1
GS-d 798479 117,481 2715 13 14% 215 318,092 812 0.5% 9524 12.24% 1.58 128 14188 10 45% -14.747 -12.6% GS3
P-4 75,643 30,649 10,482 1283% 22 0,258 -3 -1.3% 10,241 12.54% 1.82 128 71,904 10 45% -4 608 -5 X% LP-4

5P 3,836 1,011 2 19 68% 312 1,004 -107 -5.8% 873 17.54% AL 125 401 10.45% £08 -31,0% ISP
LP-5 3,072 1,832 837 20.74% 3w 1,697 -13% =A% 582 18.29% 219 125 -3} 10.45% -580 31T 1P-5

18T 320 mn 340 41.48% are 450 7 -8 3% I 23.05% 395 128 a8 10 45% 467 £0.1% 15T
LP-8 M 155 52 17.60% M 150 -5 A% 49 18.6/% 1498 1.25 3 10.45% 3% -25.7% [§2-3
LPEP 73] I 114 13.80% 2277 313 -1 -0.3% 142 13.76% 1.85 125 -] 10.45% -52 -15.5% LPEP

ISA 10 574 300 157.89% 25.84 580 [ 10% 303 15047% 1968 10068 303 15947% 3 1.0% ISA

GH 21,854 7.002 1,082 020% 1.51 7,835 542 7.6% 2,288 10.57% 128 126 2,202 10.45% 497 7.0% GH
SUAL 7a74 18,100 =24 +D.03% 201 20107 4007 24 0% 2178 279% 033 %3 3482 4 45% 0,450 40.0% SUAL
1558 o4 3 8 8.28% 1.04 35 2 8% ] B51% 1.02 100 ] 8.36% 3 10.3% Ls5
Total" 2,072,098 841740 121620 a1% 1.00 T24,781 83,521 12.0% W09 B.3Y% 1,00 1.4 1.00 169,093 8.38% 83,521 TL0% Totel*

Soutce Exhitat IMK-2, Sechon 2 which s PPL' Proposed Cost Allacsbion Study,
Columns 2 theough 7 were taken from Extubrt JMK-2 values In the remamng columna are decheed.
Cotumn B The RROR i et af 1.25 for &t ckssen (axcept fof ESA) having 8 RROR of grester thi 1.25 ut presant rates; the RROR for the resioentsl cdass |s derdved 2ol o otied dass RROA's sie fixed by #ther the mudmum incf sase parceatage of the RROR cap of 4295 (sxcent the ISA cless)

Clsss ISA revanues mie set by a Special Ag

and ere by thv revenue

Cotymn 13: The Increass 1o bath the RTS and tha SUAL Class is held to 40% (o wvold “raty shock.”
Column B. The increase 1o the L5-S dass tx Lmited to bring the GH rsts ciass [0 the sysier svaiage reburn pacertage,
RR = Reverue Requrements; RROR = relatve rate of retumn, | &, tha daag zeturn percentage dvkied by tha system sversps [eturn percentage.
* Shghi differonces octw in lotals when compered 1o cortesponding columns on Exbitst JMK-2 due 16 teunding

: the RR incresss It ol aqued 10 the PPL peopossd RR Incrasss.




Exhibit KLK.5

PPL Electric Utitities Corporation
PPUC Docket No. R-D0072155
Direct Testimoay of K. L. Kietel for DOD/FEA

July &, 2007
DODIFEA Allocation of PPL's Proposed Total Distribution Revenue Requirements Increase By Customer Class
Based on PPL's Proposed Cost of Service Study
Assuming Commission Adoption of Remand Settlement Agreement
§ (Thousands)
D] 2 ) 0] 9 @ m ® 110) m 12) 13 {1
Distribetion RR at Class Rututn &t Tt Wm % tnotease In OISt Class Retarn al DODIFEA DODFEA RR DOIVFEA Ciase RR
Rate Claas Rats Bavs Present Ratey Prasent Rates Prepossd Rates RR st Proposad Rales PPL's Proposed Rates Proposed Raturn Incraxse Alfocation Patountl Inciesse Rate Clase
3 $ ] % ] RRor 3 3§ ] % ] l % ] rror 3 % 3 %

RS 1,321,099 394 850 53,867 4.08% 068 471,981 T7.32% 19.6% 6.00% 7.25% o.s? 058 106,744 8.08% 97,118 24.8% RS
RTS m737 4019 41,508 -3.00% 083 4,983 044 23.5% -2 -2 55% L3 929 -539 247% 1,045 20.0% ATS
GS1 170,448 74058 22,608 12 BDW 205 75,801 845 1.1% 049 12.34% 153 125 18019 10 40% 8,054 -2.1% GS1
GS-3 298 479 ML 358 12 DO% 1.95 133,019 ez o.5% 6,130 1210% 1.44 125 35,302 10.40% 8,300 -T.5% G5-3
LP4 75,848 0222 9.878 12.70% 208 28,832 -39 -1.3% 9,457 12.50% 1,49 1.25% T.033 10.48% -3.204 -11.0% LP4

ISP 3636 14878 713 18 59% in 1,769 07 -5.7% B854 17.05% 203 1.25 2 10.454% -571 +30.4% ISP
Lp.s 3072 1,282 334 10.6T% i g 1,147 135 +10.5% 249 s4X% .00 125 3 10 45% -2 “1.7% LP-5

IST (.7 &z 244 H.76% 4.84 475 =127 -21.1% 175 23.34% 254 125 Bs 10.40% -220 -A3.2% IST
LP-g 2 52 -3 -1.70% -0.z8 a7 -5 -08% -7 -2 18% £.18 Q.10 2 0.80% " 20.0% LP-&
LPEP a1 336 115 14 1% 228 335 Bl +0.3% 14 13 83% 188 125 85 10.40% <15 8% LPEP

154 190 574 300 157.80% 2574 580 8 1.0% 03 1504T% 1%01 0o 303 45Q.4T% L] 1.0% 1S4

GH 21,854 8,452 1,835 7.57% 123 8,004 542 a4% 1,935 8.04% 1.07 1,00 107 4.20% e 51% GH
BLAL T8 174 18,042 Az 0.56% 0.00 20,848 4,007 237% 2842 338% 0.40 0.83 2838 3.83% 4,405 20 0% SL/AL
L5S [} 3 1 1.08% 017 25 2 B7% 2 213% 035 0.54 4 4 53% 8 28.0% 55
Totw* 2022008 aa7 304 124,745 .14% 1.00 725817 83521 13.0% 189,720 8.30% 1.00 184 1.60 169,720 438% BISAN 12.0% Tota*

Source_ Extutat JMK-2A, Saction 2.
Columns 2 thiough 7 wara taken freen Exhibt JMK-ZA; vlued In the remaining columng s danived
Cotumn @ The RROR iy 1ot ot 1.25 o0 81 clesses (ercepl 1or 154) having a RROR of grester than 1.25 ai present rstes: the RROR [of the residentel ¢rase I3 Sertvad after 21 other class RROR's are fixed by sither the madmum incraase percentage of tha RROR cap of 1.25 {except the ISA dass)

Class (5A revenues ure el by a Speaxd Agr

nt and are

by the revenus

Column 13: The increasa to the RTS, LP-8, SL/AL and L5-S Classes s1e held to 26% to wvold “rate shock "™

Colurn @ The increwse 1o the GH dlaxs ks rmited o bring the GH rate class 15 D Systeen svalege eturn paontegs

RR = Revenue Requazetnents. RROR © roldtive 1ite of retwen, 1o, the cless return patcendage dvided by ihe system average reburn percantage.
* Sight dfferehiors oot i totals when compwred o coltesponding columns on Exhilit JMK-2A duw to reunding

; the RR incresde |3 sat squid 1o the PPL propoted RR Inclesss.




Exhibit KLK-¢

PPL Electric Utilities Corporation
PFUC Docket No. R-00072155
Direct Testimany of K. L. Kineel for DOD/FEA
Jely 6, 2007
DOD/FEA Allocation of 65% of PPL's Proposed Total Distribution Revenue Requirements Increase By Customer Class
Based on PPL's Proposed Cost of Service Study
Assuming Commission Rejection of Remand Settlement Agreement
$ {Thousands)
(L] [c4] 3 ok} 1£] {6} n 1] [ (10} (1) n2) {13} i
Distribation RA % Tlxas Return 2 Dht RR ol PPL R noreate in DL Class Rstorn o DODITEA DOGIFEA DODITEA RR DODIFEA Clisa RR
Rate Cluss Rate Base Prosart Rates Piasant Rates Preposed Rates RR 2t Propcaed Rates PPL's Pioposad Rates Qicas-Up Proposed RROR Proposed Relurn Insteass Allocation Patoert Inciussa Rate Clesn
] 3 3 ] =% | rrORm $ 3 | $ ] % | RRor Factol [} %, ] +*%
RS 1,321,899 384,053 48,002 300% 0.59 481,382 732%  201% 90137 B8% 082 0.5 78 LR AT 86,258 225% RS
RTS 38,737 3718 a1 AN 071 4,855 Bad 25 4% 4,155 .298% 038 BT .83 2% 1404 4D 0% RTS
GS-1 179,448 0537 23483 13.08% 2.4 77,362 845 11% 20001 13.32% 158 125 18,085  946% 11,809 A55% G581
G5-3 208,470 17,481 9215 1% 215 118,003 812 0.5% 3524 1324% 1.58 125 28,251 9 45% 20,138 BEALY G52
LP-4 75.648 30,840 10462 13,09% 226 30,259 391 1.3% 10,241 13.54% 182 125 7,80 0 48% 4,085 -10.0% [
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Exhibit KLK-?

PPL Electric Utilities Corporation
PPUC Docket No, R-00072155
Direct Testimony of K, L. Kincel for DOD/FEA

July 6, 2007
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BEFORE THE
PENNSYLVANIA PUBLIC UTILITY COMMISSION

In the Matter of:

Pennsylvania Public Utility
Commission et al.

VS.

PPL Electric Utilities Corporation

Docket No. R-00072155

R L T A"

Surrebuttal Testimony of Kenneth L. Kincel

PLEASE STATE YOUR NAME, TITLE AND OCCUPATION.

My name ts Kenneth L. Kincel. | am President of Decision Analysis Corporation of
Virginia, an energy consulting firm located at 8009 Snowpine Way, Suite 100, Mcl.ean,
Virginia. | am testitying on behalt of the consumer interests of the U. S. Department of
Defense and all federal executive agencies (“DOD/FEA™). The largest military customers
of PPL Electric Utilities Corporation (“PPL” or the “Company”) are Tobyhanna Army
Depot (Rate LP-5), Carlisle Barracks {(Rate LP-5) and the U. S. Naval Support Activity
in Mechanicsburg (Rate LP-6). | am the same person that submitted direct testimony in

this proceeding on July 6, 2007.

WHAT IS THE PURPOSE OF YOUR SURREBUTTAL TESTIMONY IN THIS
PROCEEDING?
The purpose of my surrebuttal testimony is to oppose the revised rate class allocation of

the proposed total revenue requirement as presented by the Company in its rebuttal

PPUC Docket No. R-00072155 Page | DOD/FEA Witness K. L. Kincel
August 8, 2007 Surrebuttal Testimony
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testimony. (See Rebuttal Testimony of Company Witness Douglas A. Krall and Exhibit
IMK-2A Revised.) | will also update my recommended class allocation of the
Company’s proposed revenue requirement using the same methodology that 1 employed
in my direct testimony. 1 will then contrast my class revenue requirement increase results
with those of the Company, and address several criticisms of my revenue class allocation
results which were put forth by Company Witness Douglas A, Krall within his rebuttal
testimony. Finally, [ will present my class revenue allocation given a possible scaleback
of the total revenuc requirement by the Commission to 65% of the Company’s request
within its rebuttal testimony. These scaleback allocation results also constitute an update

to those presented within my direct testimony.

WEHY DO YOU OBJECT TO THE COMPANY’S REVISED PROPOSAL FOR
THE ALLOCATION OF INCREASED REVENUE REQUIREMENTS BY
CUSTOMER CLASS?

As descnbed by Company Witness Douglass A, Krall in his rebuttal testimony (page 25-
26), the Company again proposes two gencral criteria for allocating increased revenue
requirements: (1) that the relative rate of return for cach ;:ust0111er class moves closer
(about half-way on a percentage basis for most rate classes) to 1.0, which is parity with
the system average rate of return; and (2) that no customer class be burdened with an

increase grealer than twice the system average increase (about 25%).

The Company adds a refinement that it didn’t include within its initial application,
namely, that the “deficiency” from rate classes that are capped at twice the system
average increase should be spread to other similar rate classes that are not capped. Thus,

the RTS deficiency is allocated by the Company to the RS rate schedule class and the

PPUC Docket No. R-00072155 Page 2 DOD/FEA Witness K. L. Kincel
August 8, 2007 Surrebuttal Testimony
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LP-6 deficiency is allocated to all rate schedules taking service at 69 kV or above. The
street lighting deficiency is spread to all rate schedules because “all customers share the
use of street lights and receive the benefit of lower street lighting costs through lower

1%

taxes.” These criteria are intended to implement two principles in rate design, namely
cost-of-service and “gradualism.” They sound reasonable until the Company’s individual

customer class results are scrutinized.

The Company’s class revenuc allocation results are shown in Exhibit IMK 2A Revised
and are summarized in Attachment 3, Appendix A to Company Witness Oliver G.
Kasper’s rebuttal testimony. These results are reproduced within the first scven
numbered columns of Exhibit KLK-5 Revised. As can be seen from this exhibit,
enormous customer class subsidies continue to exist after the Company’s class allocation
methodology is applied. For example, the Company will continue to earn 2.9 times its
average system return from [ST customers and 1.9 times the system average return from
ISP customers. Meanwhile, the Company will earn only 84% of its system average return

from RS (residential) customers. The Company again does not go far enough in

redressing the egregious gross inequities that presently exist in distribution rates. 1
described in my direct testimony how such egregious class cross subsidies motivate
consumer behavior that wastes energy and is deleterious to the general welfare of the
society. Although [ will not repeat all of that here, those same arguments apply here as

well,

| believe my proposed revenue allocation methodology is superior to the Company’s

because it also implements “gradualism” and protects against customer “rate shock,” but
p g

PPUC Docket No. R-00072155 Page 3 DOD/FEA Witness K. L. Kincel
August 8, 2007 Surrebuttal Testimony
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additionally it directly climinates all egregious customer class cross subsidies that are

embedded in distribution rates.

PLEASE DESCRIBE YOUR REVISED RECOMMENDED CLASS REVENUE

REQUIREMENT ALLOCATION METHODOLOGY.

My proposed methodology is exactly the same as | advanced in my direct testimony. It is

based on several premiscs, which I will repeat here for emphasis.

PPUC Docket No. R-00072155 Page 4

August 8, 2007

A “just and reasonable” set of rates has no single rate class paying more than a
defined multiple of the system average percentage return. In this case, | propose
that the acceptable maximum class return be set at 125% of the system average
return {1.e., a maximum class relative rate of return, or “RROR” ot 1.23). This
constitutes a reduction from the 150% maximum class return that [ proposed in
the last PPL rate case.

Rate shock can be defined as a specific maximum allowed percent class revenue
increase. In this case, { propose that rate shock be assumed to occur if a class rate
increase exceeds about double the initial PPL proposed system average increase
(i.e., 26%). The 26% class increase ceiling is the same as that originally proposed
by the Company in this proceeding. In its rebuttal testimony, the Company
reduced the class maximum increase slightly to 25%.

A “fair” class allocation of any total revenuc increase requires custormer classes
now paying less than the system average percentage return to incur a greater-
than-average revenue increase; while customer classes now paying more than the

system average percentage return should be granted a less-than-average

DODV/FEA Witness K. L. Kincel
Surrebuttal Testimony
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percentage revenue increase. My methodology will accomplish this result
automatically.

Gradualism can be implemented over several rate cases by reducing the
acceptable maximum class return multiple. In this instance, [ recommmend that
during the subscquent general rate casc for PPL, all rate classes (except perhaps
the RTS and SL/AL classes which have very low RROR’s even after this rate

increase) be brought to parity with the system average return.

The results of applying this revenue requirement allocation methodology are shown in
Exhibit KLK-5 Revised, columns 9 through 3. The steps used to create these columns

within these two exhibits are as follows:

Set all the classes with present RROR’s over 1.25 to an RROR equal to 1.25, and
then derive the rate increasc (or rate reduction) that is needed for each class.
Leave the rate increase for class [SA at the PPL proposed level, since the rates for
this class are set by contract agreement and are not affected by this revenue
requirement allocation methodology.

For any rate class with a present RROR between 1.0 and 1.25, assign a rate
increase that will bring the class to an RROR equai to 1.0, provided that such a
rate increase will not exceed the system average rate increase. If the system
average rate increase is exceeded, set the class rate increase to the system average
rate increase and then derive the class return, rate of return and RROR.

Derive the rate increasc for all remaining classes with present RROR’s under 1.0
such that their class RROR’s are equivalent. Check to ensure that the maximum

allowable rate increase (26% in Exhibit KLK-5) is not exceeded by any of these

PPUC Docket No. R-00072155 Page 5 DOD/FEA Witness K. L. Kincel
August 8, 2007

Surrebuttal Testimony
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rate classes. [ so, sct the class rate increase to the maximum allowable class rate

increase and dernive the class return, rate of return and RROR for that class.

As shown in Exhibit KLLK-5 Revised, the RTS, SL/AL and LP-6 classes receive the
maximum 26% increase in class revenue requirement. Rate increases (or decreases) are
calculated to bring cach class presently paying a RROR morc than 1.25 down to 1.25.
Many of the customer classes now paying significant cross subsidies, such as the GS-3,
LP-4, ST, LPEP and ISP classes, will receive reductions in revenue requirements that
exceed 10%. The required return and corresponding rate increase for the residential class
is then calculated as that sufficient to bring the total system return to the proposed
percentage return. Thereby, the residential class is given a 24.9% revenue increase,
which will bring this class to paying 96% of the system average percentage return within
its rates. All egregious cross-subsidies have been climinated because no customer class is
forced to pay the Company more than 125% of the system average percentage return,

Rate shock is eliminated because no customer class incurs an increase higher than 26%.

PLEASE ADDRESS THE COMPANY’S CRITICISM OF YOUR
RECOMMENDED CLASS REVENUE ALLOCATION METHODOLOGY.
Company Witness Krall (Rebuttal Testimony, p. 29) mischaracterizes my methodology
as having a “single focus” on reducing the indexed returns ot all rate classes to no more
than 125% of the systemn average. He goes on to say that “the principal flaw in Mr.
Kincel’s methodology is that it does not give any real consideration to gradualism for the
classes, primarily the residential class.” In fact, as described above, my methodology
implements gradualism by limiting any single rate class to a 26% increase. That 1s the

exact same way that gradualism was implemented by the Company in its initial

PPUC Docket No. R-00072155 Page 6 DOD/FEA Witness K. L. Kincel
August 8, 2007 Surrebuttal Testimony
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application. In its revision, the Company reduced this class ceiling increase only slightly
to 25%. Thus, in addition to the cost-based principle, my methodology applies the
“gradualism” principle, almost to the same extent and in the same manner as the
Company does, and rests not on any “single focus.” The residential (RS) class does not
even incur the maximum ceiling increase; receiving only a 24.9% increase as stated

above, at the full proposed total revenue increase.

Company Witness Krall further cries that my methodology requires a revenue
requirement increase that exceeds the total revenue requirement increase, which he
deems not to be appropriate. Yet, the Company promises to bring all customer classes to
or very near parity with the system average return percentage with just one more rate
casc. The Company likely cannot have it both ways, given any rcasonable total rate
increase level in the next rate casc. Within this rate casc or the next, the RS class will
likely be required.to incur a rate increase that is more than the total revenue requirement
increase if all rate classes are to be brought to or very near parity with the average system

return.

The following math illustrates this point. As Mr. Baron points out (Table 1 A of his
Supplemental Direct Testimony), the RS class presently enjoys subsidies of about $50
million from all the other rate classes. Within this rate case, PPL is proposing to allocate
to the RS class 94.2% of the total revenue requirement increase, thereby reducing the RS

subsidy to about $32.8 million in revenues.' [f PPL plans to erase this remaining RS

' Obtained by multiplying 8.43% times the RS rate base of $1,335,501k to yicld $112,582k, then subtracling the RS

class return at PPL's proposed rates of $94,739k and multiplying the resuli by the gross-up factor of 1.84.

PPUC Docket No, R-00072155 Page 7 DOD/FEA Witness K. L. Kincel
August & 2007 Surrcbuttal Testimony
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subsidy in the next rate case by again applying 94.2% of the next rate increase 1o the RS
class, the total revenue requirement increase would have to be a staggering $112 million

or morc.2

Company Witness Krall also complains that my revenue allocation methodology would
require a compliance filing with a revised cost of service study, which the Company
doesn’t want to perform because such an exercise will add “unneeded complexity and
disputes to the compliance filing process™ and perhaps cause delays n the
implementation of the new rates. For one thing, | never requested a compliance cost of
service study. The use of my Exhibit KLK-7 Revised should be sufficient to perform the
class revenuc requirement allocation as | have done, when the final total revenue
requirement increasc is known. However, if more precision is desired by other parties,
therc is ample time for the Company to prepare and all parties to review a compliance
filing containing a revised cost of service study without delaying implementation of new

rates that will not go into ettect until January 2007,

HOW WOULD YOUR PROPOSED REYENUE REQUIREMENT CLASS
ALLOCATION METHODOLOGY BE IMPLEMENTED IF THERE IS A
SCALE-BACK OF PPL’S REVISED PROPOSED RATE INCREASE IN THIS
PROCEEDING?

My class allocation methodology would be implemented using the exact same steps that |

have described above given any amount for the final allowed total revenue requirement

¥ Obtained by subtracting 64.8% which is the percentage of RS distribution revenues to total distribution rate

revenues wilh PPL’s proposed rate increase from 94.2% Lo yield 29.4% and dividing this into $32.8 million.

PPUC Docket No. R-00072155 Page 8 DOD/FEA Witness K. L. Kincel
August §, 2007 Surrebuttal Testimony




¥
12
13
14
15
16
17
18
19
20
21
22
23
24

25

increase. | have prepared Exhibit KLK-7 Revised to update my demonstration of my
class allocation if PPL’s currently proposed $76.98 million (12.2%) overall distribution
rate increase 18 scaled back in this proceeding to 65% of that amount, or $50 million
(7.9%). The maximum allowable class rate increases are held constant at 26% because
the class threshold lor “Rate Shock” is not dependent on the overall system percentage
increase, but is more related to what the Commission feels any single rate class can
tolerate without a public outery. Note when comparing Exhibit KLK-5 Revised with
KLK-7 Revised that most ot the reduction in revenue requirements is allocated to the
residential class as the total revenue requirement increase is scaled-back. Of the total
scaleback of $26.9 million, $17.5 million or 65% is applied to reduce the RS revenue
requirement. As a result, the RS class will receive only a 20.4% increase at the scalcback
level. Even with that increase, the RS class will continue to provide only 95% of the

system average rate of return within their distribution rates.

HAVE YOU REVISED YOUR EXHIBITS TO REFLECT REMOVAL OF DOE
CREDITS FROM PRESENT REVENUES? |

Yes. Mr. Baron (on page 5-6 of his Supplemental Direct Testimony) highlighted the fact
that the “Present” rate schedule revenues include the effects of the expiring DOE/SEF
rate credits. He further concluded that the present revenues associated with the LP-6
class in particular are grossly incorrect and misleading for the revenue increase class
allocation. Within DOD/FEA I[nterrogatory Set [I, DOD/FEA asked for a correction of
rate class present revenues and class returns with the effect of the DOE/SEF rate credits
removed. PPL’s response is shown in Attachment I, which [ am formally hereby
submitting for the record in this proceeding. Exhibits KLK-5R-DOE Refund Adjusted

and KLK-7R-DOE Refund Adjusted present the effect of the removal ot these DOE

PPUC Docket No. R-00072155 Page 9 DOL/FEA Witness K. L. Kincel
August 8, 2007 Surrebuttal Testimony
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credits tfrom present revenues when my allocation methodology is applied. Because this
adjustment for removal of the expiring DOE rcfunds renders a more accurate
presentation ot 2007 class revenues under present rates, the class revenue requirement
increase allocations shown in Exhibit KLK-5-DOE Refund Adjusted and Exhibit KLK-
7-DOE Refund Adjusted constitute my recommended allocations to the Commission at

the total PPL proposed revenue increase and the 65% scaleback level, respectively.

DO YOU BELIEVE THAT ._YOUR RECOMMENDED CLASS REVENUE
INCREASE ALLOCATION METHODOLOGY IS SUPERIOR TO THOSE
PRESENTED BY PARTIES OTHER THAN PPL?

Yes. The allocation methodology presented by OCA is based on a cost of service study
that is inconsistent with NARUC guidance for the proper allocation of distribution plant,
as I discussed in great dctail within my direct testimony. For this reason alone, the OCA
class allocation of the revenue requirement increase should be rejected out-of-hand by
the Commission. PPLICA and OSBA still must submit updated class revenue allocations
based on the rebuttal testimony of the Company. But assuming the results are similar to
those already filed in direct testimony, neither of these two allocation methodologies
remove egregious and onerous rate class cross subsidizes as effectively as my

recommended allocation methodology, as measured by RROR’s.

DOES THIS COMPLETE YOUR SURREBUTTAL TESTIMONY IN THIS
PROCEEDING?

Yes it does.

PPUC Docket No. R-00072155 Page 10 DOD/FEA Witness K. .. Kincel
Angust §, 2007 Surrebutial Testimony
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Commonwealth of Virginia

County of Nelson

Before me, the undersigned Notary Public, personally appeared Kenneth L. Kineel, who being

duly sworn on oath deposes and says that the foregoing prepared direct testimony, related

exhibits and statement of [acts

contained therein are true and correct to the best of his

knowledge, information and belief.

/éan—e_zt/ '

.

Kenneth L. Kincel

President, Decision Analysis Corporation of Virginia

Subscribed to and sworn before me on this third day of August 2007.

9N

(7

Notary Public

My Commission Expires: D

PPUC Docket No. R-00072155
August 6, 2007

) !6\ {08

Page 11 DOD/FEA Witness K. L. Kincel
Surrebuttal Testimony




DODIFEA Allocation of PPL's Proposed Total Distribution Revenue Requlréments Increase By Customer Class
Based on PPL's Proposed Cost of Service Study

With Commission Adoption of Remand Settlement Agreement
3 {Thousands)

Exhibit KLK-5 Revised

PPL Eteetrle Utllities Corporatlpn
FPUC Docket No. R-00072155
Surrebuttal Testimany of K, L. Kineel for DOD/FEA

Auguse §, 2007

0] (2} (3 O] (5) (8 4] @ @) {10} {11} {12) (3] (%)
Distribution RR &t Cikas Returm at Qist. RR at PPL's PPL"# % Inc @ in Dist. Cless Raturn at DODIFEA DODIFEA DODIFEA RR DODIFEA Class RR
Rate Class Rato Bass Prasent Rates Prasant Ratas Propcasd Ratas RR at Propossd Ratas PPL's Propassd Rutas Gross.Up Propoasd RROR Ptoposed Return Increase All fon Percent Rate Clazs
3 3 ] % ] RROR 3 3 | 3 | % | mrrRor Factor_| atPPL's Proposed AR 5 ] % %

RS 4,335,501 288, 480 55,214 4.13% Q.85 458,087 72507 18.8% 94,739 T.05% 0.64 0.06 107.710 B.07% 96367 24.9% RS
RTS 37413 3,998 -1.338 +3.56% +0.56 4,590 999 25.0% i -2 1% -0.25 -0.25 -773 -2.07% 1.038 268.0% TS
551 183,070 73,686 22,823 12.60% 1.08 74,064 198 0.9% 22,908 12.65% 1.50 125 14,079 10.54% -6,872 8.3% G581
Gs-3 282,885 108,784 37.452 13.24% 2.08 108,852 832 -3.8% 38,818 13.05% 1,55 125 29,809 10.54% -14.024 -12.6% GS-2
LR 75,577 20104 19102 13.37% 210 28,765 -39 +1.2% 2,512 13,12% .58 .25 7.964 10.53% -3,926 -13.5% 1P
15P 380 1.7 623 17.06% 2.83 1.656 -125 -7.0% 618 16.16% 1.82 5.25 404 10.54% 522 -28.3% ISP
LP.5 3,070 1,168 376 1225% 1.83 1473 E] 0.4% 379 12.35% 1.26 1.26 323 10.54% 95 8.3 LP-5
157 :1:] S84 245 20.95% 4,71 475 -B& +15.8% 197 24.08% 2.E6 . B 10.54% 282 51T 15T
LA-8 282 36 -15 +5.14% -0.81 a5 [] 25.0% & -31.08% -0.37 -0.40 +10 S1.30% ) 26.0% LP-§
LPE® a9 333 i 14.78% 228 28 -7 2% 114 13.92% 1,65 1.25 88 10.54% 58 -36.9% LPEP
154 169 538 283 407N 2357 538 ¢ 0.0% 263 140.73% 17.76 .78 283 14B.74% 0 0.0% I1SA

GH 20,698 8,559 TE2 B8.42% 122 7.000 541 B.3% 2,039 0.85% n7 125 2,183 10.54% BOS 12.5% GH
Sural TE.083 i7.518 672 £.88% 8.4 P} 4.243 24.0% 2.589 383% @45 0.48 3153 4.04% 4.355 26.0% st/aL
L5 2 a5 8 3.51% 1. B @ C.0% -] a51% .01 125 ) 10.54% 3 10.0% L5-5
Tolel® 2,020,330 631,657 128,374 8.35% 1 708.637 78,980 12.2% 170,306 8.43% 1.00 .84 .08 170,306 B.43% 78.980 122% Total*

Source: Exniti JMK-2A Reviges, Section 2.
Cotumns 2 ttvough 7 wees taken from Exevbil JMK-2A Revised: vatuwa in 1be remaining columns ata derived.

Cotumn & The AROR is sel al 1,25 lor all classas (orgapt for 1SA) heving a RRCR cf greatac thnn 1,25 at prassn) zales: tha RROR ¢ the residantinl class is darved alfier all othey class RROR's &7e fixed by s:lber (he maximum increars prreantsge o: the RROR cap of 1.25 {aezept the IS4 class)

Clas3 ISA ravermes are sel Dy & Special Agreamant amd aia uns’fecisd by tha reverua aflocalions; ine RR Increass Is sof squal Lo he PPL troposad RR increass.
Column {3: The inctoase !0 the RTS, LP-4, ancd SL/AL Clastes afe hald 1o 26% (0 avoid ‘reté shock.”

RR = Ravenus Requitemenis; RROR = refatlva rate of rsturn, i.o0, Ihe class return percantage divided by Lhe system average return parceninge.

° Slighl diferences oceur In tolals when comaarad 1o dorfespanding cotymns on Exhibly JAK-24 Ravised due to rounding.




Exhibit KLK-7 Revised

PPL Electrie Utilities Corporation

PPUC Docker No. R-00072155

Surrebutial Testimony of K. L. Kineel {or DOD/FEA
August 8,2007

DOD/FEA Allocation of 65% of PPL's Proposed Total Distribution Revenue Requirements Increase By Customer Class
Based on PPL's Proposed Cost of Service Study
With Commission Adoption of Remand Settlement Agreement

$ {Thousands}
|__Sralebac to 65% of PPL's Requested Increase In Distribution Rate Revenue Requirements |
1t (2} 3 {4) (5} (L] N @ (8} (10) an 12y (1) (1}
Distribution RR at Tlazs Relurn at ‘Dist. RR alPPL's | PPL'S ' Increase in Diat. Clazs Retarn ot “DODIFEA DODIFEA DODIFEA RR DOCIFEA Class RR
Rate Class Rate Bane Praaent Rales Prasant Ratea Propoasd Rates RR xt Propossd Rates PPL's Propoued Ratas Gross-Up Propgsad RROR at Propossd Return incraass Allecation Parcent Increaas Rate Clasy
s [ [ ] % | =ror s 3 1 =% [ [ % | ®ROR | Faeter | B83% PPL's Prooosed RR ] | % 3 %

RS 1,335,501 386,480 55,24 1% 0.65 458,587 72507 16.6% 5¢,739 7.09% 0.84 0.95 98,190 7.35% Ta7 26.4% RS
E3) 37412 3,991 4,338 -a5e% 0.56 2,900 =] 25.0% 9 % -0.25 -0.27 T3 207% 1.008 25.0% TS
G5 184,070 73,866 22,823 1260% 1.68 74.084 <98 0.3% 2908 1265% 1.50 .25 17,535 2E3% 8,891 -13a% 651
G653 282,805 00,784 454 1228% 208 108,852 -532 0.8% 36918 15.05% 1,55 125 27,240 5.63% -1B.750 RERL G52
LR 78,517 29,104 10,102 11.3T% 2.0 28,765 e -1L.7% o912 5% 158 1.25 7,277 S.63% -5,1B8 aTEm LP-4
15 2,830 1,781 688 17.96% 283 1.656 -izE TN 519 16.16% 1.92 1.25 389 953% 586 -32.9% 15P
LP.5 3,070 1,168 75 1225% .93 1,473 s 4% 379 1235% 1.46 125 208 0% -148 SZE% LP-5

15T 8ie 554 745 20.05% 471 &5 -89 -15.8% 197 24.08% 288 5. L0 0.69% 305 -54,1% 157
P8 262 3 S5 BN 0.8 a5 3 25.0% 5 -30B% -0.37 0.4 o -3.39% % 26.0% LP-6
LPEF 819 EEE Ny 14.29% 2125 26 T -2.1% 14 IL92% 145 .28 7 8% 70 21.0% LRER

154 188 523 282 14RT4% 7357 Sag G o.0% 283 140.74% N6 17.76 283 149.74% 0 0.0% 154

GH 20,699 8,259 1,742 8.42% 1.32 7,000 544 8.4% 2,039 5.85% 147 1,25 1,903 Ra3% <81 T.i% GH
sual 78.063 17518 §72 0,66% 01 Ay 213 24.0% 2,989 2.83% Q.45 0.52 3153 4.04% 4,555 28.0% SUAL
L5-5 9 35 8 85i% 1 £ 2 8.9% a2 a51% 191 .25 [ 2.63% 2 5.5% L5-5
Tl 2,020.330 635,657 128,373 £.35% X 708.637 75,980 12.2% 170,306 B.43% 106 1.8 100 155,629 1.70% 50037 79% Total”

Scale Eacik of PP Fropesed RR fo % of Oslginet Request: 5%
Targel Tolal Revenue Ragurisment Increasa » 50,037 %
Totsl Ratwrn 3l Scalsd Bacr RR = 155,820
Systam Averags ROR al Scelec Sack RR a Te%

This Tabla assumes (hat the Revenus RoquirdMent (ncrease coquas] by PPL I8 récucac Iy 35% in I6is proceeding.
Sautce: Exnioit J1K-24 Revised, Socuon 2.
Columns Z hveugh 7 wars aken rom Exiibit J12KK-24 Revisea; vatues in tha remeiring columns are gerivad.
Calumn & The RROR i3 50l at 1,25 for ad ciassaes {axcapt for 1SA) having a RROR of grealer ihan 1,25 a1 peasanl rales: the RROR for Ihe resiiential class is dotived alter all othor clesa RROR'S ate linad Dy #ither the maximum inctaase parcantsga of ihe RROR cap of 1,25 (sxcapt ine 1S4 class)
Class 1S4 ravanucs are 38t by a Spocial Agraement and are tnaffacled by the ravenua afloctions; the RR inciaase ia s&t aqual (o the PPL propased RR incrzeass,
Column 13: The incraase 19 tha RS, LP-8, and SL/AL Clasaes are held 1o 28% Lo aveld 'rale shock.”
RR = Reverws Recuiremaents; AROR = relalive rate of return, Lo, [he class relsm parcantaga divided by tha syalem averace r&urm paccanisge.
* Slight diflerencas ocsur in lolaly when compared Lo corraapending columns oa Exnibil JMK-2A Revised due i rounding,



With Present Revenues Adjusted for Expiring DOE Refunds

DODI/FEA Allocation of PPL’s Proposed Total Distribution Revenue Requirements Increase By Customer Class
Based on PPL's Response to DOD Interrogatory Set !l

Exhibit KLK-5 Revised BOE Refund Adjusted
PPL Electric Utilities Corporztion
PPUC Docket No. R-0007213%

Surreburtal Testmony of K. L. Kincel for DOD/FEA
August &, 2007

$ (Thousands)
(4] {2) {3} 4 (5) &) 7} (8) " {30 an [434] 13 {
Olstribution RR at Ciass Return at Olst, RR at FPL's | PPL's % Incraaas In Dlst, Claps Raturn at DODIFEA CODIFEA DODIFEA RR OODIFEA Class RR
Rate Clasx Rate Baaze Pressnt Rates Prasent Ratea Proposad Rates RR at Propossd Rats PPL’s Propossd Rates Oross-Up Pzopossd RROR Propossd Return incranzs Altocation Parcent Increass Rata Glaxs
3 [ % | RROR 3 1 % [ ] % | RROR | Factar ] s1PPL's Prososed RR %

RS 1,335,501 3ar.108 55.562 4.16% 0.65 458.259 71,991 18.4% 4,351 70T% 0.84 098 107,673 8.06% 95,5604 24.7% RS
27s 37,442 4,009 3,328 -3.55% -0.55 5611 1,002 25.0% 778 -208% -0.25 -9.2¢ -760 +2.03% 1,042 26.0% RTS
351 15070 73,885 22,874 12.63% 1.57 74,024 66 1% 28B4 1284% 1.50 1.25 9079 10.54% 8,963 -B.2% GS-1
G653 282.895 110,181 37.672 13.32% 2.08 108,995 BRE" ~11% 36,996  12.08% 455 1.25 29808  10.55% RIS ~13.1% G65-3
LP-1 75.577 28,370 10.248 12.56% 2,32 28,946 -£24 % otz 13.25% 157 1.25 7,563 10.5¢%h 4,195 -13.3% LP-a
157 3,830 707 174 18.20% 284 1,666 REL) -T.3% §2¢  16.20% .53 +.25 404 10.5¢% -539 -30.0% 150
Lo 3.0M0 3 456 14.85% 232 1,273 25 -31% 431 1450% 187 125 23 10.54% -233 S185% [
ts7 818 656 208 36.10% 5.65 538 118 -IB.0% 23 28.24% 335 1.25 B5  10.54% -385 -58.7% IST
LP-§ 282 53 -5 -5.71% -0.27 [ 13 24.5% 2z 0.68% 9.08 0.1 3 0.85% 14 26.0% LP-§
LPEP 819 33% 118 14.53% 2.2¢ a2y -9 -2.7% 14 1392% 185 1.28 8 10.54% 80 17.6% LPEP
154 189 553 262 154.50% 2414 553 o 0.0% 202 154.50% 8.3 1633 292 154.50% Q 6.6% 154
GH 20,899 8,475 1.753 B.48% 132 .01 526 81% 2,628 9.85% 147 .25 2181 10.54% 790 12.2% GH
SLAAL 78,063 17.523 675 0.85% 014 21,808 4.381 25.0% 3,084 2185% Q.47 0.48 3,156 4.04% 4,556 28.0% SLIAL
L5.8 s a5 a 8.51% 1.33 a7 z 57% 9 2.57% 154 1.25 0 10.54% 3 0.0% L&
Totat* 2,820,330 £33.065 126,315 5.40% 1,00 708,637 75,272 14.0% 170,304 8.43% 1.00 1.84 1.00 170,304 823% 78,272 i1 Tout*

Source: Exnibil J%-24 Revised DOE Ralund Acjusiad,

Columns 2 trvpugh 7 wers taken from Exhipil JM<.2A Revised DOE Rafuna Adjusisd; values in the remeining columns are derbved.

Column 3 The RROR i3 sat a% 1.25 for slf classos [oxcoot for [SA) having a RAOR of graster than .25 ol orasant ralas: Lhe RROR for I residential class is dafived atter 24l olber class IROR'S are fixed by sither the maxitmum increass percercags o the RROR cao of 1,25 {sxtent the 154 class)

Class ISA revenues are sal by 4 Special Agreement and are unafaciad by (e revenue allocalions: (ha RR increnas is sat ecusl Lo Ihe PPL oroposed KR increase.
Cotums 13: The Incraase 1o the RTS. LP-6. and SL/AL Classas are held 19 26% [0 avokd “rale snock.”

AR = Sevenus Requiremensts; RRCOR = relstive rals of relurn, Lo, iha tlaxs raturn perzenlege divided by the system average relur,

seniape.




. Exhibit KLK-7 Revised DOE Refund Adjusted
PPL Electric Utilities Corporation
PPUC Docket No. R-00071155
Surreburtal Testimony of K., L. Kincel for DODIFEA
August 3. 2007

DODIFEA Allocation of 65% af PPL's Proposed Total Distribution Revenue Requirements Increase By Customer Class
Based on PPL's Response to DOD Interrogatory Set !

With Present Revenues Adjusted for Expiring DOE Refunds
$ {Thousands}

| Scaleback to 5% of PPL's Recuested Increasa In Distribution Rate Revenue Requirements |
i (2) (3} {%) {5} {5) {7} {8 €] (1 {1 (12) (g 4]
Distribition RR a1 Claxa Raturn at Diat, RR at W"m Incrazas In Olsl, Tiaas Return at i DODIFEA DODIFEA DODIFEA RR DODIFEA Class RR
Rata Class Ratw Basw Prasunt Rates Prasant Ratss Proposed RR al Propossd Rates PPL’s Proposed Rales Grass-Ug Propossd RAOR at Propossd Return Ineraase Allocation Percent Increase Rals Claza
5 s 3 1 % | rRROR s 3 % 3 | % | rrom Facter | #5% PPL's Provosed RR s ] % 5
RS 1.335.504 387,108 55,563 4.16% 0.2 456,299 T1LIR 18.4% 82,361 T.07% 0.74 0.85 98,375 73m% 78.62% 26.3% as
/TS 37,413 2,000 -1.328 -3.55% 042 5013 1.002 25.0% 779 S2.08% -0.22 -0.26 760 2.00% 1,042 26.0% RTS
G5! 151.070 73.955 22.87% 1202% 148 74,024 66 g,1% 22884 12.84% 1.32 .25 17,472 P.B5% -5.915 -13.4% GS-1
=1 282.845 110,181 7.872 13.32% 1.36 105,595 -5.186 1% 36098 13,08% 37 525 27,297 9.65% -15,052 S1.3% G&.3
LA 76577 28,370 0,248 12.56% 1.59 28546 224 -54% 10,012 13.25% .38 .28 7263 S.85% 5,427 -18.5% LR
ISP 3,830 1,787 687  18.20% 214 1666 R} L% 624 18.26% 1.70 .25 376 2.65% -601 -335% ]
LP.5 3.070 1312 454 1:.85% 1.75 1.273 a1 -31% 433 1490% 1.47 .28 208 9.85% -283 22.3% (X
ts7 a8 656 286 36.10% 525 538 118 -1B.O% 231 28.24% 2.85 1.25 il B65% 359 -60.6% 15T
LP-5 292 53 E] S1L.71% .29 56 3 24 5% 2 D.58% 0.07 0.1 3 0.86% i 25.0% LP-§
LPEP Big 3% 19 14.53% i 327 -8 2.7% 16 13.42% 1.45 1.25 bl 5.85% 73 21.6% LPEP
1S3 189 553 202 154.50% 18.45 553 o 0.0% 262 154.50% 18,14 16.14 202 154.50% [+ o.o% 1SA
cH 20,659 6,475 1,753 8.48% 0,58 7,00t 526 B.1% 2,038 8.85% 1.03 .25 4,807 2.05% 452 7.0% GH
SULLAL TELDE3 17.523 875 0.88% cie 25,904 4,381 25.0% 3088 A.95% o.44 4.52 3,156 £04% 4,558 28.0% SLIAL
155 84 s 3 BS1% .00 37 z 5% ] o.57% 1.00 1.25 ) 9.65% 2 5.6% LSS
Total® 2.020.330 533,365 129,315 5.40% .00 708,637 75,272 TLE% 170.304 8a3% 100 .84 1.00 155,958 iM% 48,927 % Totat*
Scale Back of PFL Proposed RR 15 % of Otiginal Reguasy B5%
Targe! Tolat Ravenue Requtiement Incraase = 48,927 TN
Total Rsturn at Scaied Back RR = 156,058
Sysiem average ROR al Scaled Back RR = TI2%

This Tatla assumes thal the Ravenus Reguremant increass raquest by PPL is (educed by 35% in this procescing.

Sgurce: Exhibil JMX-2A Revised DGE Refund Adjustioa.
Columns 2 theowgh 7 were Lakan from Exhibil JMK-24 Revised DOE Hefund Adjusied; values in tha remeining columns #re cefved.
Cotumn 9; The ARUR Ia set at 1.25 for o1 clasass [sxcent for |SA) having a RROR of greater than {.25 st preasnt rates.
Class ISA revenuas 2at by a Spocisl Agreement and are unaffacted by Lhe tevanua sllocatons; the RR incransa i sal squal to e PPL proposed RR increage.
Catumn 12; The increaye o the RTS, LP-8, and SL/AL CI

AR = Rovenue Requiroments; RROR * relative rale of raium, Le, the class relurn oercentsgs divided by tha syilem average f8lsTl cercontife,

; tha AROR for tha cesidants) £isaz [3 derived a'ter a0 otnar clasa RRCR's ate fixsa by sithet Ihe maximum increzss parcaniaga or tha RROR cap of 1.25 (excaol the (54 claay)

o1 sre held 1o 20% 1o pveid “rate shock,”




ATTACHMENT 1




Q.2-1.

A.2-1.

0. G. Kasper
J. M. Kleha

PPL Electric Utilities Corporation
Response to Interrogatories of the
U1.S. Department of Defense, Set I,

Dated August 1, 2007
Docket No. R-00072155

Please provide a schedule which shows the results of revising Exhibit JMK
2A-Revised to exclude the effect of the DOE Refund from present rate
revenue before allocating the proposed revenue increase.

Attachment 1 provides the requested information. Specifically, the attachment
shows the effect of eliminating the DOE Refund from present tariff rate
revenue before applying the Company's proposed revenue allocation
principles of moving each rate class one-half of the way to the system average
return, with the constraint that no rate class receive an increase of more than
twice the system average revenue increase. These calculations are provided
for informational purposes only and do not reflect a change in the Company's
position as set forth in Exhibit JMK 2A-Revised.



PPL Electric Utilities
2007 Distribution Rate Filing

Comparison - JMK 2A-Revised to JMK 2A-Revised - Adjusted Present Revenues - DOE Refund

{S000s)

Present Tariff Revenuas
JMK 2A Revised
DOE Refund Adjustment
Adjusted Present Revenues

Proposed Revenue Increase
JMK 2A Revised
JMK 2A Revised DOE Relund Adjusted
Change

Pctincrense - D Revs
Total Revenue Increase Required
Overall Change from-JMK 2A-Revised

Present Rate of Return
JMK 2A Revised
Return
ROR
Pcl ot System ROR

JMK 2A Revised DOE Relund Adjusted
Return
ROR
Pct of System ROR

Proposed Rate of Return
JMK 2A Revised
Return
ROR
Pct of System ROR

JIWIK 2A Revised DOE Aefund Adjusted
Retumn
ROR
Pct ot System ROR

Revenue Increase - Process Steps
Increase
Pctof D Revs
Uniform Ingrease - System Pet
50% Move to System ROR
25% Cap Adjustment - ATS & LP-6
50% Move to % of System ROR
25% Cap Adjustment - SL/AL

Final Revanue kncrease

System RS RIS GS-1 GS-3 LP-4 ISP LP-5 1ST LP LPEP ISA GH SLAL L5-5
631,657 386,480 3,991 73,866 109,784 20,104 1,781 1,168 564 35 333 538 6,459 17,518 as
1,708 628 8 a9 357 266 16 145 8z 17 3 15 16 5 0
533,365 387,108 4009 73,855 110,181 29,370 1,797 1,314 656 53 336 553 6,475  17.523 35
76,980 72,507 959 198 (932) (33%) (125) 5 (Be)ﬁ%@ﬁ?ﬁ“ 7} ) 541 4,213 0
75,272 73,191 1,002 66 (1.i86) (424) (131) {41) (118) EEERnNAY (s} ] 526 4,381 2
(1,708} {1.318) 3 {132 (254) (B5) {5} {45) {29 (2} ) (15) 168 2
11.88%  18.39%  24.99% 0.08%  -1.08%  -1.44%  -7.29%  -3.12% -17.99% 2453%  -2.68% 0.00% 8.12%  25.00% 5.71%
76,980 71.819 1,020 155 (785} (158) (i15) 105 (285) 39 (5) 15 542 4,386 2
] {688) 23 {43) 143 181+ 10+ ‘oo 83 21 1 15 1 173 2
128,371 55,214 (1,338) 22,823 37454 10,102 688 276 245 (15) 17 283 1,742 672 8
6.35% 4,13%  -3.58%  12.80%  13.24%  13.37%  17.96%  12.25%  29.95%  -5.14%  14.20%  148.74% 8.42% 0.85% 8.51%
j00.00%  65.04% -56.38% 198.43% 208.50% 210.55% 282.83% 192.91% 471.65% -80.94% 225.04% 2358.11% 132.60%  13.54% 134.02%
129,315 55,563 (1.328) 22,871 37,672 10,248 637 458 296 {5) 119 292 1,751 675 5
6.40% 4.18%  -3.55%  12.63%  13.32%  13.55% 18.20% 14.85% 36.18%  -1.71%  14.53% 154.50% 8.46% 0.86% B.51%
100.00%  65.00% -55.47% 197.34% 208.13% 211.88% 284.38% 232.03% 565.47% -26.72% 227.03% 2414.06% 132.19%  13.44% 132.07%
170,304 94,737 (791) 22,008 36,919 9,512 619 379 197 ) 114 283 2,039 2,989 8
8.43% 7.09%  -211%  12.65%  13.05%  13.12%  16.16%  12.35% 24.08%  -3.08%  13.92% 149.74% 9.85% 3.83% 8.51%
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DIRECT TESTIMONY OF ROBERT D. KNECHT

Introduction and Overview

Mr. Knccht, please state your name and briefly describe your qualifications.

My name is Robert D. Knecht. | am a Principal and the Treasurer of Industrial
Economics, Incorporated (“IEc”), a consulting firm located at 2067 Massachusetts
Avenue, Cambridge, MA 02140. As part of my consulting practice, 1 have prepared
analyses and expert testimony in the field of regulatory cconomics on a variety of topics.
| obtained a B.S. degree in Economics from the Massachusetts Institute of Technology in
1978 and an M.S. degree in Management from the Sloan School of Management at
M.L.T. in 1982, with concentrations in applied economics and tinance. |am appearing in
these procecdings on behall of the Pennsylvania Office of Small Business Advocate
("OSBA™). My résum¢ and a listing of cxpert testimony that 1 have filed n utility

regulatory procecdings arc attached in Exhibit [Ec-1.

What is the purpose of this testimony?
This testimony presents my cvaluation of the cost allocation, revenue allocation and
commercial class rate design proposals of PPL Electric Utilities Corporation (“*PPL” or

“the Company”) in this proceeding.

PPL recently submitted supplemental direct testimony with revised cost of service
study analyses. What is your understanding of the current status of thec Company’s
proposal?

In its original filing, PPL submitted a cost of service study (*“COSS™) analysis at current
ratcs, where “current rates” were defined as the rates that were in cffect as of the
compliance filing in PPL’s 2004 base rates case, Docket No. R-000492535. For
convenience, | will refer to those rates as “current compliance rates.” PPL also submitted
a revenuce allocation approach that assigned the proposed rate increase of $83.0 million

among the various rate classes (including some rate decreases). In addition, PPL
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developed a rate design proposal for cach rate class to recover the $83.0 million increase.'

Subsequent to PPL’s original filing, the partics to the remand phasc of PPL’s 2004 base
rate case reached a settlement. If that settlement is approved, it will implicitly change the
“current rates” starting point for this proceeding. In recognition of that, PPL submitted
supplemental dircet testimony and Exhibit JMK-2A, which provided the results of a

revised COSS analysis at “current settlement rates” and at proposed rates.

In preparing its COSS analysis at proposed rates in Exhibit IMK-2A, PPL set each class’s
rale increase at the same dollar incrcase proposed in its original filing.> Thus, for
cxample, for Rate RS, PPL originally proposed a revenue increase of $77.3 million. That
represented a 20.5 pereent increase over the “current compliance rates” of $376.7 million
for Rate RS. In Exhibit JMK-2A, PPL assigns a $77.3 million increase to Rate RS,
which represents a 20.0 percent increase over “current settlement rates” of $386.5

million.

PPL has not submitted a specific proposal regarding the rate design for cach rate class
regarding this change. Morcover, Mr. Kleha's supplemental direct testimony indicates
that PPL is continuing to revicw its revenue allocation to determine whether it remains

appropriate, and may offer a revised proposal in the rebuttal phase of this proceeding,

Rather than confuse the issue by working from two different starting points, | have relied
upon PPL’s updated filing {“‘current settlement rates”) as the starting point for my

evaluation.

" PPL’s overall proposed revenue increase is $83.5 million, of which $83.0 million relates to rate revenues and
approximately $0.5 million relates to annualization adjustments, late payment revenues, and STAS changes. See
Exhibit Future 1 D3, However, the 2007 distribution revenues shown in the 2007 proof of revenues provided in
response lo OTS-RE-43-D are at least $16 million higher than those shown in Exhibit Future 1 D3, Morcover, that
response indicates that the proposed rates will produce a rate increase of $84.7 million. Once certain pending
discovery responses are received and PPL files its promised rebuttal testimony regarding revenue allocation, 1 will
address this discrepancy in my surrcbuttal testimony as necessary,

*The system-wide rate of return shown in Exhibit IMK-2A at proposcd rates is 8.39 percent, slightly above the 8.36
percent cost of capital claimed at Exhibit Future | B-9 {(and reported in the original Exhibit IMK-2). T assumc that
PPL will make adjusiments to its proposed revenucs in its rebuttal 1estimony to reconcile this discrepancy.

1o
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Q.
A.

Please summarize the conclusions from your analysis.

In summary, my conclusions are as follows:

PPL’s COSS provides a reasonable cost basis for allocating revenue and setting
rates in this proceeding. It is reasonably consistent with the Commission-
approved methodology that PPL has used for many years. In addition, PPL has
adjusted its COSS to recognize the most credible economic complaint lodged

against it in prior rate proceedings.

If PPL’s full proposed rate increasc is granted, PPL’s proposed allocation of the
revenue incrcase will generally result in reasonable progress toward cost-based
rates for the major distribution voltage rate classes. However, the amount of
progress will be somewhat less than that claimed by PPL. Furthermore, in light
of the rate reductions alrcady given o some classes in the remand scttlement,
PPL’s proposed rate changes for Rates LP-5, LP-6 and L3-S in this proceeding

should be modified.

If the Commission reduces PPL’s proposed ratc increase, the “proportional
scaleback mechanism” traditionally used by the Commission cannot be adopted,
because it will substantially reduce the progress toward cost-based rates that is
inherent in PPL’s proposal. The proportional scaleback mechanism will also
produce illogical results for those rate classes which are assigned rate decreascs.
Therefore, rather than apply thc proportional scaleback mechanism, |
reccommend a two-step approach. First, first-dollar relief should be provided to
Ratc Class GS-1, in recognition of the relatively limited progress for GS-1
inherent in PPL’s revenue allocation proposal. Second, any further reductions
should be shared among the rate classes using the “differential scalcback
mechanism.” Under the differential scalcback mechanism, for example, 1if the
Commission reduces PPL’s proposed increase from 13.1 percent to 10.1
percent, each class’s proposed percentage rate change is lowered by 3.0 percent

(13.1 pereent minus 10.1 percent).
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* [f PPL’s COSS mcthodology is approved, PPL’s rate design proposals for the
commercial rate classes (rate classes GS-1, GS-3, and GH) arc gencrally
rcasonable. However, PPL should conduct an evaluation as to whether cach
Rate GH-1 customer would facce lower rates under the proposed Rate GH-1 or
Ratc GS-3. PPL should then advise GH-1 customers to switch to GS-3 if they

would pay lower ratcs.

¢ |f the Commission approves PPL’s proposed demand-side management funding
proposals, it should modify the proposed Encrgy Efficiency Rider (“EER") to
put a cap on the overall amount of costs that PPL may recover from the rider.
The Commission should also modify the reconciliation mechanism to be class-
specific, 1.c., to recover from cach class only what was spent on behalf of that

class.

PPL’s Cost of Service Study

In your view, what are the key issues involved in PPL’s COSS in this proceeding?

First: This is a distribution rates procceding. Therefore, PPL submitted a COSS for 1ts
distribution costs only. Because large industrial customers tend to take service at either
transmission voltage or at primary distribution scrvice voltage, the vast majority of
distribution costs are related to residential, commercial, and lighting customers. While
industrial customers represent almost onc-third of PPL’s kWh dcliveries, they are

responsible for less than 5 percent of PPL’s distribution costs.

Table 1Ec-1 below compares the share of distribution costs and revenues for the major

customer groupings.
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Table IEc-1
Rate Class Group Share of Distribution Costs and
Revenues
Share of Costs | Share of Revenues
Residential 70% 66%
Commercial 22% 27%
Industrial 4% 5%
Lighting 4% 3%
Total 10054 100%
Sowrce: Derived from FExhibit JMK-24, costs and revenues at
u)l'f)‘!)().\'tfd raies.

Second: The cost allocation methodotogy presented in PPL’s COSS in this proceeding is
consistent with the mcthodology that PPL has used for many yecars. Consistent with
Pennsylvania practice, the PPL COSS is an “‘embedded cost” study, meaning that it
allocates each component of PPL’s revenuc requirement to the various rate classes, based
on an assessment of the cost causation factor for that cost item. Because the revenue
requirement is based on the historical cost of investments, this approach is referred to as

" 3
an “‘embeddcd cost” approach.

Based on my cxperience in PPL’s basc rates proceedings in 1995 and 2004, the key
disputed issuc affecting distribution cost allocation is the *“‘classification” of distribution
plant and related O&M costs.” Historically, PPL has followed the practice of classifying
its primary distribution system as 100 percent demand-rclated, and classifying its

sccondary distribution system as partly demand-rclated and partly customer-related. That

' Rather than relying on embedded cost studies, some jurisdictions rely on marginal cost studics, wherein the costs
for cach rate class are based on the cost to provide an incremental unit of domand, and to provide service to an
additional customer. Rather than being bascd on the historical cost of the entire systen, marginal cost studies tend to
be based on the replacement value of equipment needed to meet incremental load. Marginal cost studies require a
“true-up” mechanism to reconcile marginal costs with the utility’s revenue requircment,

" In cost allocation study jargon. “classification™ relates to identifying what general cost causation factor applies to a
particular cost item. Typically, the classification categorics are demand, energy, and customer. “‘Allocation” refers
to the arithmetic distribution of the classified costs among the various rate classes. For example, a cost item that is
classified as demand-related will be allocated among the rate classes in proportion to each class's contribution 1o
some measure of peak demand.



28]

method has been explicitly approved by the Commission.® Other partics have contended
that distribution plant is not causally rclated to the number of customers, and they have
offered alternative classification approaches based on a combination of peak demand and

annual encrgy consumption.

To classify its secondary distribution costs, PPL uses a “minimum system’ approach,
which is one of the industry standard methods.® In the minimum system approach, the
customer component of costs is set at the cost of the smallest piece of cquipment that is
currently being installed on the system. For ecxample, the customer component of
transformers is set at the cost of installing the minimum-sized transformer at all locations
on the system, rather than at the cost of the actual mix of transformers. The balance of

the costs above the cost of the minimum system arc then deemed to be demand-related.

However, PPL's approach is sometimes criticized for the reason that the “*minimum
system” retains some load-carrying capability, meaning that some demand-rclated costs
arc implicitly included in the customer component. (With Mr. Ewen of IEc, | madec this
argument in PPL’s 2004 base rates procceding.7) In this procceding, PPL has attempted
to address that concern by developing a “no-load adjustment factor,” which adjusts the
minimum system customer component downward to reflect the load carrying capability of

the minimum system.

In your opinion, does PPL’s proposed classification of distribution costs in Exhibit
JMK-2A provide a reasonable cost basis for setting rates in this proceeding?

Yes it does.  Distribution plant must be butlt to accomplish the dual objectives of (a)
interconnecting all of the customers on the system and (b) providing power to customers
during periods of peak demand. Thercfore, distribution plant costs are causally related to

both the number of customers and customer peak demands. Moreover, classifying costs

* See Recommended Decision, Docket No. R-00943271C001-C0143, AL Robert A. Christiansen, page 208; and,
Opinion and Order. Docket No. R-00942371C001-C0145, Pennsylvania Public Utility Commission, page 197.

¢ “Eleetric Utility Cost Allocation Manual,” National Association of Regulatory Utility Commissioners, January
1992, pages 90-92,

T OSBA Statement No, 1, Docket No. R-00049255, Junc 29, 2004, pages 15-16.



into both demand and customer components recognizes the cost economies of serving
larger customers. That is, because it generally takes more poles, more transformers, and
morc feet of conductor to provide service to one hundred 5-kW customers than it does to
provide service to five 100-kW customers, it is more costly per unit of demand to serve

smaller customers.

[n addition, in this proceeding, PPL has made an effort to recognize that the minimum
system approach uscd in the past tended to overstate the customer component of
sccondary distribution costs. PPL addressed this issuc by adopting a no-load adjustment
factor approach. Although | recommended that PPL usc an alternative classification
approach in the last proceeding (namcly the “zero-intercept” approach, another industry
standard method), it is my understanding that PPL does not have the detailed data with
which to perform such a study. Since the preferred approach is not available, 1 consider

PPL’s adjustment in this casc to be rcasonable.

Finally, PPL’s methodology implicitly recognizes that some analysts do not believe that
distribution plant costs have a customer component at all. The standard application of
cither the minimum system or the zero-intercept methodology requires that both primary
voltage and sccondary voltage distribution costs be split into demand and customer
components.®  However, PPL treats all primary voltage asscts as demand-related, and
uscs the classification split only for sccondary asscts. In cffect, PPL employs a hybrid

methodology.

What are the implications of PPL’s COSS for revenue allocation in this procceding?
For the major distribution voltage rate classes, PPL’s COSS shows that, rclative to the
other rate classes, the residential and street lighting classes are under-recovering allocated

costs at current settlement rates, while the commercial and industrial rate

*-Electric Utility Cost Allocation Manual,” National Association of Regulatory Utility Commissioners, January
1992, page 93.
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classes arc over-recovering allocated costs,

I base this conclusion on the following cost performance metrics:

Class Rate of Return: Class rate of return is measured by taking a class’s

revenues at current  settlement rates; subtracting that class’s operating,
depreciation, and tax costs to produce class net income; and then dividing class
net income by the allocated class rate base. If a class’s rate of return is below
the system average rate of rcturn, the class is said to be under-recovering
allocated costs, in comparison to the other rate classes. Conversely, 1t a class’s
rate of returm is above the system average, the class is considered to be over-

recovering allocated costs, relative to the other rate classes.

Indexed Rate of Return: The indexed rate of return represents the ratio of a

class’s rate of return to the system average rate of retum. If the ratio exceeds
100 percent, the class is decmed to be over-recovering allocated costs on a
rclative basis. On the other hand, if the ratio is less than 100 percent, the class is

deemed to be under-recovering allocated costs on a relative basis.

Dollar Subsidies: Dollar subsidies for each rate class arc calculated as the

difference between class revenuces and all costs allocated to that class, including

10

the cost of capital (i.c., return on rate base).” When performed at current

scttlement rates, the cost of capital is set at the actual return achieved by the

{ . . . . . .

? In the revenue allocation phase of a rate proceeding, it is important to recognize that over- or under-recovery of
allocated costs is measured on a refarive basis, rather than on an absolute basis. For example, a rate class may
exhibit a class rate of return of 7.5 percent at current rates, compared to a system average rale of return of 6.1

percent. That class is said 1o have revenues that over-recover allocated costs, because the evaluation is made ona
relative basis. That finding implies that the class should be assigned a below system average rale mercase.
However, il the utility has a claimed rate of return of 8.4 percent, the class might be thought of as under-recovering
fully allocated costs on an absolure basis, because its rate of return is only 7.5 percent. It would therefore need to be
assigned some rate increase 1o get its proposed revenues into line with allocated costs (albeit an increase that is a
lower percentage than the system average increase). Nevertheless, it is normal practice (and less conlusing) to make
the cost performance comparisons al current rates on a relative basis,

""“Ihe dollar subsidy approach is arithmetically very similar o the rate of return differential approach. In the rate of
return differential method, relative class cost performance is measured as the difference between the class rate of
return and the system average rate of return. Because the differential rale of return approach measurcs progress
toward cost-bascd rates that is identical to the dollar subsidy approach, | report only the latter in this testimony.
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utility at current scttlement rates. A positive value indicates that a class is over-

recovering atlocated costs; a negative value indicates cost under-recovery.

» Revenue-Cost Ratio: The revenue-cost ratio is measured as the ratio of class

revenuces to all costs allocated to that class, including the cost of capital. When
performed at current settlement rates, it is “normalized” such that the system-
wide average is 100 percent. A revenuc-cost ratio above 100 percent indicates
that a class is over-recovering allocated costs. A revenue-cost ratio below 100

percent indicates that a class is under-recovering allocated costs.

The results for cach of thesc metrics for the major distribution rate classes arc shown in
Table 1Ec-2 below. Bold-faced numbers indicate that the metric shows that a class is

under-recovering allocated costs.

Table 1Ec-2
Subsidy Metrics for PPL Distribution Costs
At Current Compliance Rates
boliar Revenue-
Class RoR Indexed RoR Subsidy ,
. Cost Ratio

(Smm)
RS 4.1% 66% ($50.2) 920%
RTS -3.9% -63% ($7.1) 39%
GS-1 12.6% 205% $21.3 137%
GS-3 12.0% 195% $32.1 135%
LP-4 12.8% 208% $92 141%
GH 7.6% 123% $0.6 107%
SL/AL 0.6% 9% ($8.0) 0%
Total 6.1% 100% 30 100%
Source: bxhibit [Ee-2, Schedule A
Note that “Total” includes the ISP, LP-5, IST. 1.-6, LPEP, ISA, and L3-S classes,
although these classes have very titde impact on distribution costs and revenues.

Under cvery metric reported, Rates RS, RTS, and SL/AL (Lighting) under-recover
allocated costs. On the other hand, under every metric reported, Rates GS-1, GS-3, LP-4,

and GH over-rccover allocated costs.



[ B

9
10
11

Revenue Allocation

What arce the common criteria used by utilities and regulators to determine the
appropriate level of revenue that each rate class should contribute at proposed
rates?

In my experience, the key criteria are: Cost, Gradualism, and Value of Service.

The Cost criterion implies that it is desirable that class revenues at proposed ratcs arc
moved morc into linc with allocated costs than they are at current rates, i.c., that the
revenuc allocation proposal results in progress toward cost-based rates. Generally, this
critcrion implies that rate classes that arc under-recovering costs at current rates receive a
higher than system average rate increase, while rate classes that are over-recovering costs

receive below-system-average increascs.

The Gradualism, or “avoidancc of rate shock,” criterion serves as a judgmental brake on
the cost criterion, in that it sccks to avoid excessive rate increascs for any particular rate
class in the interests of rate stability. The gradualism criterion necessarily conflicts with
the principle of fairness (or equity), in that it allows utilities to over-recover costs from

particular ratc classes, often for very long periods of time.

The Value of Service criterion can be used by regulators to set lower rates for those

classes which assign less value to the utility’s service than for those classes which value
the service more highly. In practice, value of service is often a euphemism for the market
power of the utility with respect to scrving a particular rate class or customer. Those ratc
classes which have few options to utility service (i.e., they have what economists call a
“low price clasticity of demand™) are deemed to value the service more highly. Those
classes which have competitive options (such as relocating the business, closing down, or
expanding the business clsewhere) arc deemed to ascribe less value to the service. Thus,
under this criterion, regulators will sometimes permit rates to be sct below fully allocated
costs for a customer the utility would otherwise lose. In so doing, the regulator may kecp
rates lower for all customers, because the utility retains at least some margin from the

competitive customer who would otherwisc leave the system.

10
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How does PPL reflect these criteria in its revenue allocation proposal?

With respecet to costs, PPL indicates that it would generally like to move rates into line
with allocated costs in three base rates proceeding, with this case being the second. To
that end, PPL developed a revenue allocation proposal that moved the indexed rate of
return for cach class at current compliance rates about halfway toward 100 percent at
proposcd rates. For example, for Rate Class GS-1, PPL’s indexed rate of return at current
compliance rates was 214 percent. Under PPL’s proposed rates, the GS-1 class’s indexed
rate of return dropped to 159 percent. Based on this metric, the class progress toward
cost-based rates is 48 pereent. (Progress is measured by the change in class indexed rate
of return from actual to proposed rates divided by the change in class indexed rate of
return needed to get to cost-based rates. For GS-1, that calculation 1s (214% -

159%)/(214% - 100%) = 48%.)

PPL also applies the criterion of gradualism, by limiting the overall rate of increase for
any particular rate class to two-times the system average increase. This limit constrains
the rate increases for Rates RTS and the lighting (“SL/AL"} classes. While there is no
definitive standard for gradualism, the “two-times rule” applied by PPL is a relatively

common rule-of-thumb.

Finally, because most of PPL’s distribution voltage customers have few competitive
alternatives to distribution service, and the distribution costs represent only a very small
portion of most large industrial customers’ bills, the valuc of service principle has little

relevance for PPL in this procecding.

Do you have any concerns about PPL’s revenue allocation?

PPL’s proposal to move rates significantly more closely into line with allocated costs 1s
rcasonable and appropriate, as is PPL’s philosophy to bring rates into line with allocated
costs over three rate proceedings. Unfortunately, the indexed rate of return metric used

by PPL to evaluate progress toward cost-based rates tends to overstate the actual progress
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being made.””  In addition, with the switch from current compliance rates 0 current
settlement rates as the starting point, the measure of progress toward cost-based rates

veers away from PPL’s original intent.

Table 1E¢-3 shows the progress toward cost-based rates under PPL’s revenue allocation
proposal (as calculated by the three alternative metrics) with the current settlement rates,

rather than the current compliance rates, as the starting point.

Table IEc-3
Progress Toward Cost-Based Rates
PPL. Revenue Allocation Proposal Relative to Current Settlement Rates
Indexed RoR D(J/fg’()‘zz;i)srdy Revc[;r:[c;;Co.s'!
RS 60% 46% 49%
RTS 20% - 9% 5%
GS-1 50% 31% 38%
GS-3 54% 37% 40%
LP-4 55% 38% 42%
GH 72% 62% 58%
SL/AL 34% 10% 19%
Source: Exhibit 1Ec-2, Schedule A

As Table 1Ec-3 demonstrates, the progress toward cost-based rates under either the dollar
subsidy method or the revenue-cost ratio method is substantially less than 50 percent for
the GS-1, GS-3, and LP-4 rate classes. This result means that PPL will have to make
significantly more progress in the third base rates case than the Company has assumed,

or it will not be able to meet its goal of achicving cost-based rates in that proceeding.

Of the three metrics, | consider the revenuc-cost ratio metric to be the best, because it
generally indicates that if a class receives a system-average (“ncutral’™) rate increase, its
revenue-cost ratio will stay approximately the same at present and proposed rates. Under

the indexed rate of return mctric, a neutral rate increase will tend to move the class

" In fact, as 1 demonstrated in the remand phase of PPL’s 2004 base rates case, the indexced rate of retum can
indicate that a revenue allocation proposal is making progress toward cost-based rates when it does not. That
complaint docs not apply to PPL’s proposal in this procceding.

12
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indexed rates of return toward unity (indicating progress when there is none).
Converscly, the dollar subsidy approach will indicate that a neutral rate increase results in
the subsidics getting larger (implying that rates are moving away from allocated costs
despite a neutral rate increasc). Note that Table 1Ec-3 shows that progress under the

revenue-cost ratio metric lies between the other two metrics’ results for most rate classes.

In light of the results shown in Table IEc-3 and Exhibit 1Ec-2, Schedule A, what do
you propose for the revenue allocation at PPL’s full proposed rate increase?

Regarding the major distribution rate classes, [ could perhaps quibble with PPL’s
proposcd revenue allocation, in that it does not make sufficient progress toward cost-
based rates for the GS-1, GS-3 and LP-4 rate classes. However, | recognize that the rate
increases for Rates RTS and SL/AL are constrained by gradualism. [ also recognize that
PPL’s proposal will move Rate RS approximately halfway toward cost-based rates, using
the revenue-cost ratio metric. In that context, it would be difficult to make significantly

more progress for the commercial and industrial classes.

Thus, at the full revenue requirement, I deem PPL’s revenue allocation proposal to be

reasonable for the major classes.

Regarding the other rate classes, however, Exhibit [Ec-2 Schedule A shows that Rates
LP-6 and L5-S are under-recovering costs at current scttlement rates. Thercfore, a rate
decrecase {or a below system-average increasc) is not appropriate for those classes. (In
cffect, the remand settlement already apphied the rate relief for those classes that PPL

originally intended to apply in this proceeding.)

Similarly, PPL’s proposal would result in rates for LP-5 customers moving fully into linc
with allocated cost, which is likely to be perecived as inequitable by the other rate classes

that make much less progress.

I thercfore proposce the following revenue-neutral adjustments to PPL’s proposed revenue

allocation:
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e Rather than apply a rate decreasc of $131,000 to Rate LP-5, sct the revenue

increase for that ¢lass at $0.

e Rather than apply a rate decrease of $8,000 to Rate LP-6, assign a rate increase

of $12,000.

e Rather than apply a rate increase of $4,000 to L3-S, apply a rate increase of

$12,000.

*  Credit $159,000 to the GS-1 rate class, because GS-1 makes the least progress

toward cost-based rates of all the major distribution rate classes.

If the Commission awards a smaller rate increase than that proposed by PPL, would
you recommend that the Commission use a proportional scalcback mechanism to
reduce each class’s proposed rate increase?

No | would not. The traditional “proportional scaleback mechanism” fails for two

reasons.

First: PPL proposcs rate decrcases for some industrial rate classes. Under the arithmetic
of the proportional scaleback mechanism, the customers in these classes would pay
higher rates if the Commission reduces PPL’s allowed revenuc requirement than if the

Commission approves the full proposed increase.

For example, PPL proposes to assign Rate LP-4 customers a $353,000 rate decrcase with
a system-wide incrcase of $83.0 million. [f the Commission reduces the $83.0 million
increase by 20 percent to $66.4 million, the rate decreasc for LP-4 will be reduced to
$282,000. In cffect, taking $16.6 million out of PPL’s rate increasc will cause LP-4 rates
to rise by some $71,000 under the proportional scaleback mechanism. This effect would
put LP-4 customers in the awkward position of benefiting by opposing any reductions to
the proposed rate incrcase. Thus, the proportional scalcback mechanism cannot

reasonably apply to these customers.

14
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Second: More importantly, however, the proportional scaleback mechanism significantly
reduces the progress toward cost-based rates that is inherent in the full requircments

proposal.

For example, at the full revenue requirement, the GS-3 class’s progress toward cost-based
rates is 40 percent undcer the revenue-cost ratio metric. However, if PPL’s proposed rate
increase is reduced by 20 pereent, the GS-3 class’s progress toward cost-based rates falls
to 32 percent. Thus, applying the proportional scalcback mechanism 1s inconsistent with
PPL’s stated goal of moving rates into line with allocated costs in threc base rates

proceedings.

What do you propose as an alternative to the proportional scaleback mechanism?

| propose a two-step adjustment.

First: I rccommend that the Commission adopt a “first dollar relief” proposal for the GS-
| rate class. Specifically, I propose that the GS-1 rate increase be reduced to zero. Under
PPL’s full requirements proposal, the GS-1 rate increase is about $828,000. Afier the
large industrial rate class adjustments [ proposc above, that amount is reduced to
$669,000. Thus, [ recommend that the first $669,000 in an overall rate reduction be

applicd to Rate GS-1."2

By way of explénation, as shown in Exhibit [Ec-2 Schedule A, PPL’s proposed revenue
allocation results in less progress toward cost-based rates for the GS-1 class than for any
other major distribution rate class, as calculated under any metric. In fact, while not all
partics agrec with PPL’s cost allocation methodology, every COSS filed in PPL’s 2004
basc rates procceding, and, as far as | have been able to determine, every altcrnative
COSS filed by PPL in responsc to interrogatories in this proceeding, indicates that the
GS-1 class currently provides revenues in excess of allocated cost. This statement is not

true for any other rate class.

11 the Commission does not approve my proposed adjustments for the LP-5, 1.P-6 and L3S classes, | recommend
that the first $828,000 in an overall rate reduction be applicd to Rate GS-1.
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Second: [ recommend that the Commission apply any further reduction in the overall
revenuc increase using the “differential scaleback mechanism.” In this approach, the
same pereentage adjustment to the rate increase (or rate decreasc) 1s applied to every rate

class.

For example, il the Commission reduces the overall proposed increase by 3.0 percentage
points (from, say, 13.1 to 10.1 percent), cach class’s revenue allocation at the full revenue
requirement is scaled back by 3.0 percent of that class’s current rates. Thus, for example,
a class that was assigned an 18.2 percent increase at thc full proposed revenue
requirement  would receive a 152 perecent increase under the reduced revenue
requirement,  Similarly, a class that was assigned a 7.4 percent increase at the tull
proposed revenuc requirement would be assigned a scaled back 4.4 percent incrcase. In
addition, a class that was assigned a .0 percent increase at the full proposed revenuc

requirement would be assigned a scaled back 2.0 percent decrease.

Can you provide a specific example of how your adjustments would work?

An cxample is attached in Exhibit IFc¢-2, Schedule B, For the reasons explained above,
PPL’s full requirements increases for the LP-5, LP-6 and L5-S classes shown in that
example are first adjusted to reflect my proposed changes to PPL’s original proposal for
the effccts of the remand settlement. This results in a reduction of $159,000 for the GS-1
class and an increase of $159,000 for LP-5, LP-6 and L5-S. This adjustment has no
impact on the overall revenue requirement and is made if PPL is awarded the entire

revenue increase it has requested or if PPL is awarded less than the full requirement.

To demonstrate the cffects of a scaleback, the example in Exhibit [Ec-2, Schedule B is
based on the assumption that the Commission awards PPL a 10.7 percent return on
cquity, rather than its proposed return of 11.5 percent. That change reduces PPL’s target
rate of return on rate base from 8.39 percent (in Exhibit JMK-2A) to 8.02 percent. To
achicve this rate of return, [ cstimate that PPL’s proposed revenues should decline by

approximatcly $13.59 million.

16
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Under my proposal, the $13.59 million is allocated among the various rate classes

through the following steps:

1. The first $0.67 million of the $13.59 million is assigned to the GS-1 rate class in
order to get that rate class’s rate increase to zero. This leaves a balance of
$12.92 million to be allocated among all classcs using the differential scaleback

mechanism.

b

The $12.92 million represents 2.05 percent of current scttlement ratc revenues.
Using the differential scaleback mechanism, the rate increase (in dollars) for
cach class is then reduced by an amount cqual to 2.05 percent of that class’s

current scttlement rate revenucs.,

A summary of the results of this analysis are shown in Table 1Ec-4 below, and in detail in

Exhibit 1Ec-2 Schedule B,

Table IEc-4
The Differential Scaleback Mechanism Example

PPL Proposed IEc Scaled Back | Progress Toward
Rate Increase Increase Cost-Based Rates
RS 19.9% 17.8% 50%
RTS 23.7% 21.7% 5%
GS-1 1.1% -2.0% 41%
GS-3 0.5% -1.6% 40%
LP-4 -1.2% -3.3% 42%
GH 8.5% 6.5% 56%
SL/AL 23.5% 21.4% 20%
Total 13.1% 11.0% -

Source: Exhibit llze-2, Schedule B
Notes: Progress is measured using the normalized reveauc-cost ratio metric.

“Total " includes all vate classes, including unreported large industrial classes.

As Table IEc-4 shows, the differential scaleback mechanism, combined with my
proposals for Rate GS-1, maintains the rcasonable progress toward cost-based rates for

the commercial and industrial rate classes that was inherent in PPL’s original proposal.
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Commercial Class Rate Design

Please summarize PPL’s approach to distribution tariff design for the commercial
classes.

In general, PPL proposes to increase its customer and demand charges within all of the
ratc classes (to the extent practicable), and to reduce or climinate energy charges. PPL’s
rationale for this proposal is that distribution costs are virtually atl customer or demand-
related, and should therefore be recovered from customer and demand charges. For the
GS-1 class, this proposal takes the form of higher increases for the customer charge, the
demand charge, and the first block energy chargc.” For the GS-3 and GH classcs, this
proposal ¢liminates the energy charges and recovers all distribution costs with a demand

charge.

Do you have concerns about this methodology?

I gencratly agree that utility rates should be reasonably aligned with the classified costs
that they are designed to recover. That is, demand charges should recover demand costs,
cnergy charges should recover cnergy costs, and customer charges should recover
customer costs. However, it is important to recognize that raising demand charges will

have a disproportionate impact on low load factor customers.

Morcover, there is a theoretical reason to rctain an cnergy component in distribution
charges that arc designed to recover demand costs. In PPL’s COSS, distribution demand
costs arc allocated using a class non-coincident peak (“NCP”) allocator. This NCP

allocator measures the total demand for the class at the time when the overall class s at

its peak demand level.

For cxample, commercial class non-coincident peaks usually occur in the summer,
because these classes have relatively more air conditioning than heating load. PPL’s
residential classes’s non-coincident peaks tend to occur in the winter.  However, cach

individual customer within a class may not expcerience its own peak at the moment of the

" PPL’s GS-1 tarifT is blocked on a kWh per kW basis. That is, the kWh that are subject to the higher first block
charge arc proportionate to billing demand. In this specific case, the block size is 150 kWh per kW. Thus, except
for extremely low load factor customers (below 20 percent), an increase in the first block charge ts identical to a

demand charge increase.
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class peak. For ¢xample, some general service cusiomers may be heating customers and
experience winter peaks; therefore, their contribution to the class NCP is lower than their

overall pcak. In other words, the class NCP contains some demand diversity.

However, on a billing basis, each customer is billed for his full undiversified peak
demand. For example, customers with very low load factors will tend to peak when the
class 1s not peaking, and therefore will pay more than their share of the class NCP
demand costs. By including an energy charge in the tanff design, the low load factor

customers are morc accurately charged for the costs that they cause.

Do you propose any changes to PPL’s tariff design philosophy for GS-1, GS-3 or
GH customers?
Not in this proceeding. For the following reasons, I do not believe that PPL’s proposals

to modify the tariff cause any inappropriate impact on these customers:

e The GS-1 distribution tariff continucs to recover over 11 percent of revenues in its tail
block energy charge and some 44 percent of revenues 1n its first block encrgy charge.
By doing that, PPL at lcast partly recognizes demand diversity. However, | do
rccommend that PPL preparc an analysis of demand diversity within the class before

reducing the tail block energy component of billing charges further.

e The GS-3 distribution tariff already recovers most costs on a demand basis.
Morcover, the evidence available does not suggest that there is significant diversity of
demand in the GS-3 class, Average monthiy billing demand for GS-3 customers is
about 7 percent higher than class NCP demand. Thus, therc is no pressing nced to

reflect demand diversity through the use of an energy charge for this class.

* PPL does not usc billing demand “ratchets” for GS-3 customers. As such, if a low
load factor customer experiences a high peak demand in a particular month, it will
necd to pay a demand charge for that peak only once, and will not continuc to

experience that charge for the whole year.
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= The GH-1 and GH-2 rate classes have been closed to new customers since 1972,

PPL’s rate design proposal will facilitate the long-overdue phase-out of these rates.

Do you have any other recommendations regarding the phase-out of the
grandfathered GH rate classes?

As noted above, service under tarift GH-1 has been closed to new customers since 1972,
The customers who take service under that schedule are commercial electric space
heating customers. The average monthly electricity consumption for a GH-1 customer is
similar to (albeit a little lower than) the average GS-3 customer. Further, like GS-3,
service under GH-1 has a 25 kW billing demand minimum. At current compliance rates,
almost half the distribution revenues are recovered from the demand charge. PPL
proposes to adopt a 100 percent demand charge approach, which will parallel the
proposed GS-3 distribution rate design. While this change may have a relatively large
impact on the low load factor customers within the class, these customers are the electric
heat customers who cause the class to attract a significant amount of demand-related

distribution costs in the COSS.

Morcover, parallcling the GS-3 design has other advantages. | estimate that the average
(GS-3 generation charge (encrgy, capacity, CTC, ITC) is now about 6.8 cents per kWh,
and the average GH-1 generation charge is very similar, at about 6.9 cents per kWh.
Since the transmission rates for GS-3 and GH-1 are the same, thc generation rates arc
similar, and the proposcd distribution charge for GH-1 will be higher than that for GS-3, 1
would expect that a significant number of customers would benefit by migrating from
GH-1 service to GS-3 service. | therefore recommend that the Commission direct PPL to
preparc a customer-by-customer ratc comparison under the proposed GH-1 and GS-3
tariff schedules, for cach current GH-1 customer. Further, PPL should notify all GH-1

customers who could reduce their bills by switching to GS-3 scrvice.

Finally, 1 understand that PPL’s rcecently-approved POLR plan will sct the same
generation rates for GS-3 and GH-1. Therefore, once that plan goes into effect, the GH-1

rate class can be eliminated, since rates for all GH-1 customers will be lower under GS-3,

20
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Do you have any other comments regarding PPL’s commercial class rate design
proposal?

Yes. My rccommendations are based on the Commission’s continued acceptance of
PPL’s COSS mcthodology, which classifies distribution costs into demand and customer
components. However, | recognize that experts representing the Pennsylvania Office of
Consumer Advocate have, in the past, advanced an alternative theory of distribution cost
causation, in which costs arc classified into demand and cnergy components (the “*peak-
and-average” approach). If the Commission adopts the OCA methodology, or if it
considers both the PPL approach and the peak-and-average approach for revenue
allocation purposes, PPL’s demand-based rate design proposal for all of the commercial
classes would be hopelessly inconsistent with the approved COSS and therefore would be

wholly inappropriate.

In that eventuality, PPL’s commercial class rate design would nced to be revisited. In
particular, it would likely be necessary to recover a significant portion of distribution

costs from a flat per-kWh cnergy charge.

Energy Efficiency Rider

Please summarize your understanding of PPL’s proposed Energy Efficiency Rider
(“EER”).

PPL proposes to expand its efforts to cncourage conservation and energy cfficiency
among its small volumc customers. The proposed programs involve a variety of
customer cducation, appliance rebates, and other demand-side management initiatives,
The initial funding amount for these programs is targeted at $2.7 million. PPL proposcs
to recover the costs of these programs through a reconcilable rider charge, applied as a

constant percentage of distribution revenucs from rate classes RS, RTS, RTD, and GS-1.

Do you agree with the need for PPL to provide encrgy efficicncy programs to its
customers?

Philosophically 1 do not. In the days of fully bundled electric rates, utility-funded
demand-side management (*‘DSM”) programs were cconomically justified because the

price signals in embedded cost rates were far below the marginal cost of providing



electrical service from new generating units. Thus, it would oficn be less expensive for a
utility to subsidize conservation than it was for it to construct new gencerating facilities.
Under those conditions, a utility could reduce its overall costs by making DSM
investments.  However, with the advent of market-based rates for gencration, that

cconomic justification has disappeared.

Ncvertheless, [ recognize that PPL has not yet moved to market-based gencration rates. |
also recognize that there is political support for requiring distribution utilities to retain the
historical responsibility for DSM that their integrated predecessors had. While assigning
utilitics the responsibility for DSM may be akin to letting the fox guard the henhouse
(because demand reductions reduce base rate revenues and margins), I am not objecting
to PPL’s claim for $2.7 million in this proceeding. However, [ encourage the
Commission to procced with caution. Specifically, 1 recommend that the Commission
limit recovery o the $2.7 million identified by PPL in this procecding, by either including
these costs in base rates on a non-reconcilable basis or by setting a cap on the reconcilable

amounts,

Do you have any other concerns about the proposed EER?
Yes [ do. PPL proposes to recover the EER as a percentage of distribution revenucs.
That percentage will be the same for Rates RS, RTS, RTD, and GS-1. This i1s an

inequitable allocation of cost responsibility for two reasons.

First: Judging by the programs listed by PPL in its filing, it appears that much of the
ctfort is focused on PPL’s RTS customers. By applying the same percentage charge to all

customer classes, PPL’s proposal will not match costs and benefits.

Second: By imposing costs as a percentage of distribution revenucs, PPL’s proposal will
result in a disproportionately higher cost for those classes that over-recover allocated
costs (1.e., GS-1) than for the classes that under-recover allocated costs. As such, it

compounds the inequity long-imposed on PPL’s GS-1 customers.

This inequity persists despite the fact that PPL’s proposed revenue allocation in this

proceeding will make substantial progress toward cost-based rates. Howcver, as an
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cxample. RTS customers will still pay only about 1.4 cents per kWh for distribution
service, while GS-1 customers will pay 3.9 cents per kWh. Thus, PPL’s EER proposal
will charge GS-1 customers almost three-times as much per kWh as RTS customers,

despite the apparent focus of the program on RTS customers.

Therefore, to the extent that the Commission approves a separate rider for these
programs, | recommend that the charge be class-specific, based on the costs of providing

the benefits to each rate class.

Does this conclude your direct testimony?

Ycs it does.
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for industry restructuring studies involving the steel and iron ore industries in Venczucla, Poland, and

Nigeria,

For the U.S, Department of Justice and for several private seetor clients, Mr. Knecht has prepared
analyses of economic damages in a variety of litigation matters, including ERISA discrimination,
breach of contract, frawdulent conveyance, natural resource damages and anti-trust cases.
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EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS

DOCKET # REGULATOR UTILITY DATE CLIENT TOPICS
P-00072245 Peppsylvama .Pu‘bllc Pike County Light & Power March 2007 Pennsylva_nia Office of Deftault service procurement, rate
Utility Commission Company Small Business Advocate design

. Pennsylvania Public National Fuel Gas Pennsylvania Office of . .

R-00072043 Utility Commission Distribution Company March 2007 Small Business Advocate Design day requirements

) Pennsylvania Public Pike County Light & Power Pennsylvania Office of Whalesale power procurement by
€-20065942 Utility Commission Company November 2006 Small Business Advocate provider of last resort

., o . Post-patrimonial generation cost
R-3610-2006 gigé‘se‘c’e tEnergie, Hydro Québec Distribution November 2006 | AQCIE/CIFQ allocation; cross-subsidization; rate
design
P.00052188 Peppsylvama _Pu'blic Pennsylvania Power September 2006 Pennsylva.nia Office of Affiqavit: POLR rates, wholesale to
Utitity Commission Company Small Business Advocate retail.
- . . . . Rate of return, load forecasting, cost

] Pennsylvania Public National Fuel Gas Pennsylvania Office of . ' S

R-00061493 Utility Commission Distribution Corporation September 2006 Small Business Advocate allo'c ation, revenue allo;atmn, rate
design, revenue decoupling.
R-00061398 Peppsytvama _Pu_bllc PPL Gas Utilities Corporation August 2006 Pennsylva‘ma Office of Cost allo_catlon, revenue allocation,
Utility Commission Small Business Advocate rate design
R-00061365 Pennsylvania Public PG Energy/Southern Union July 2006 Pennsylvania Office of Merger savings, cost allocation,
Utility Commission Company y Small Business Advocate revenue allocation, rate design,

) Pennsylvania Public fes - Pennsylvania Office of Design day weather and throughput
R-00061519 Utility Commission PPL Gas Utilities Corporation July 2006 Small Business Advocate forecasts; gas supply hedging.
R-00061518 Pennsylvania Public PG Energy/Southern Union July 2006 Pennsylvania Office of Design day weather and throughput

Utility Commission Company Y Small Business Advocate forecasts; gas supply hedging.
; . - - . Public benefits of proposed sale of PG

i Pennsylvania Public UGI Utilities, Inc., Southern Pennsylvania Office of ;

A-123146 Utility Commission Union Company June 2006 Small Business Advocate Energy to UG, asset management
agreement.

i Pennsylvania Public Columbia Gas of Pennsylvania Office of Gas supply and hedging plan;
R-00061335 Utility Commission Pennsylvania May 2006 Small Business Advocate procedural issues

) Pennsylvania Public . . . Pennsylvania Office of Gas procurement and procedural
R-00061296 Utility Commission Philadelphia Gas Works April 2006 Small Business Advocate issues.

i Pennsylvania Public National Fuel Gas Pennsylvania Office of Gas procurement; unaccounted for gas
R-00061246 Utitity Commission Distribution March 2006 Small Business Advocate retention rates
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DOCKET # REGULATOR UTILITY DATE CLIENT TOPICS
] New Brunswick Board New Brunswick Power - .
200.5 .002 of Commissioners of Distribution and Customer February 2006 New Brunswick Public Cost allocation, rate design
Refiling . ees . Intervener
Public Utilities Service Company |
) Pennsylvania Public Pennsylvania Power Pennsylvania Office of Cost allocation and rate design for
P-00052188 Utility Commission Company December 2005 Small Business Advocate POLR supplies.
i ) Régie de I'Energie, . e Generation cost allocation; cross-
R-3579-2005 Québec Hydro Québec Distribution November 2005 AQCIE/CIFQ subsidization: revenue allocation
New Brunswick Board New Brunswick Power : .
2005-002 of Commissioners of Distribution and Customer August 2003 Tfew Brunswick Public Cost allocation, rate design
: o . ntervenor
Public Utilities Service Company
) Pennsylvania Public Pennsylvania Office of . e
R-00050538 Utility Cornmission PG Energy July 2005 Small Business Advocate Gas procurement diversification
i Pennsylvania Public i . Pennsylvania Office of Gas procurement, hedging, retention
R-00050540 Utility Commission PPL Gas Utilities Corporation July 2005 Small Business Advocate rates, sharing mechanism
) Pennsylvania Public Columbia Gas of Pennsylvania Office of Gas procurement, hedging and
R-00030340 Utility Commission Pennsylvania May 2005 Small Business Advocate diversification.
) . Régie de [Energie, . P . Generation cost allocation; industrial
R-3563-2005 Québec Hydro Quebec Distribution April 2005 AQCIE/CIFQ demand response
_ Pennsylvania Public . . . Pennsylvania Office of Gas procurement, risk hedging,
R-00050264 Utility Commission Philadelphia Gas Works April 2003 Small Business Advocate financing costs in the gas cost rate,
) Pennsylvania Public National Fuel Gas Pennsylvania Office of Gas supply procurement and forward
R-00050216 Utility Commission Distribution March 2005 Small Business Advocate pricing policies.
. . . ) Cost allocation and rate design for
EB-2004-0542 Ontario Energy Board Union Gas Limited March 2005 Tribute Resources Inc. service to embedded storage pools.
] Pennsytvania Public Pike County Light and Power Pennsylvania Office of Fair rate of return, cost allocation,
R-00049884 Utility Comrmission (Gas Service) January 2005 Small Business Advocate | class revenue assignment.
. . . . . Fair rate of return, uncollectibles
R-00049656 E‘:T‘[f‘t“lc"a”‘a Public g?tt“?ga‘t."'“e‘ Gas December 2004 gi’;’fﬁ‘é‘:ﬁ;‘gg?g&iﬁc";te costs, automatic rate adjustments,
Tty Lommission 1stribution cost allocation, rate design.
a1 Régie de Energie, . e Allocation of post-patrimonial
R-3541-2004 Québec Hydro Québec Distribution November 2004 AQCIE, CIFQ generation costs.
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EXPERT TESTIMONY SUBMITTED IN REGULATORY PROCEEDINGS

DOCKET # REGULATOR UTILITY DATE CLIENT TOPICS
) Pennsylvania Public Columbia Gas of Pennsylvania Office of Customer assistance program funding
C-20031302 Utility Commission Pennsylvania July 2004 Small Business Advocate and cost allocation.
. . . s . - Transmission and distribution cost
nomiss | Febania e | PRL et it o004 | Femmmani OFice of | alccaio, e desgn,automatc
P distribution increases.
P-042090 et Pennsylvania Public . . Pennsylvania Office of Coliections and universal service cost
al. Utility Commission Philadelphia Gas Works June 2004 Small Business Advocate issues.
Vulnerable Energy - .
. . T > Cost allocation, rate design for
RP-2003-0203 Ontario Energy Board Enbridge Gas Distribution May 2004 glonsumers Coalition et pipeline and storage costs
R-049157 Pennsylvania Public . . : Pennsylvania Office of : i
P-042090 Utility Commission Philadelphia Gas Works April 2004 Srmall Business Advocate Cash receipts reconciliation clause
. Pennsylvania Public National Fuel Gas Pennsylvania Office of Uncollectible cost responsibility for
R-049108 Utility Commission Distribution March 2004 Small Business Advocate standby charges
Application Alberta Energy and - Calgary Industrial Group T&D cost allocation, rate design,
1306819 Utilities Board ENMAX Power Corporation January 2004 Calgary Building Owners ratepayer equity funding
R-3492-2002 Régie de lEnergie, . e ) R
Phase 2 Québec Hydro Québec Distribution November 2603 AQCIE, CIFQ Rate policy, cross-subsidization
Pennsylvania Public National Fuel Gas Pennsylvania Office of Cost allqcation, d_eficnency assigament,
R-038168 Utility Commission Distribution July 2003 Small Business Advocate | 2L design, pension cost
¥ reconciliation, rate of return
R-3492-2002 Régie de {Energie, , . Cost allocation; maintenance of
Phase 1 Québec Hydro Québec Distribution January 2003 AQCIE, AIFQ historical cross.subsidization
) Pennsyltvania Public . . Pennsylvania Office of Natural gas restructuring, cost
M-021612 Utility Commission Philadelphia Gas Works September 2002 Small Business Advocate allocation, rate unbundling
Pennsylvania Public . Pennsylvania Office of Purchased gas cost incentive
R-027385 Utility Commission PG Energy (Southern Union) July 2002 small Business Advocate | mechanisms.
12509372 Alberta Energy and Aquila Networks Canada July 2002 Senior Petroleum Distribution ptant and cost allocation,
Utilities Board (Alberta) Ltd. Y Producers Association rate design.
R-027204 Pennsylvania Public Columbia Gas of May 2002 Pennsylvania Office of Purchased gas cosl incentive
Utility Commission Pennsylvania 4 Small Business Advocate | mechanisms, rate design
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DOCKET # REGULATOR UTILITY ) DATE CLIENT TOPICS
. . o . Classification/allocation of generation
R-3477-2001 gigéltfe?:e lEnergie, Hydro Québec Distribution May 2002 AQCIE, AIFQ costs, subject to constant unit cost
constraint.
1248859 Alberta Energy and ESBI Alberta Limited March 2002 | IPPSA Transmission congestion management
Utilities Board principles
) Pennsylvania Public . . Pennsylvania Office of Cost of gas; commodity price
R-016378 Utility Commission Philadelphia Gas Works August 2001 Small Business Advocate forecasting
R-016179 Pennsylvania Public Columbia Gas of Mav 2001 Pennsylvania Office of Recovery of CAP costs; PGC treatment
Utility Commission Pennsylvania Y Small Business Advocate of pipeline credits
i Pennsylvania Public PFG Gas Inc. and North Penn Pennsylvania Office of . " .
R-005277 Utility Commission Gas Company November 2000 Small Business Advocate Cost allocation, rate design.
s Régie de Energie, Société en commandite Gaz Industrial Gas Users . )
R-3443-2000 Québec Métropolitain November 2000 Association (ACIG) Tariff unbundling
990005 All:'u-?r.ta Energy and ESBI Alberta Limited November 2000 IPPSA Location-based credits for transmission
Utilities Board rates
. Pennsylvania Public : Pennsylvania Office of Cost allocation, rate design, weather
R-005119 Utility Commission PG Energy (Southern Union) July 2000 Small Business Advocate | normalization
i Pennsylvania Public PFG Gas, Inc. and North Pennsylvania Office of Natural gas restructuring, retail access,
R-994788 Utility Commission Penn Gas Company February 2000 Small Business Advocate tariff design
A Pennsylvania Public National Fuel Gas Pennsylvania Office of Natural gas restructuring, retail access,
R-994785 Utility Commission Distribution Corp. December 1999 | §all Business Advocate | tariff design
i Pennsylvania Public Pennsylvania Office of Natural gas restructuring, retail access,
R-994783 Utility Commission PG Energy, Inc. November 1999 Small Business Advocate tariff design
Alberta Energy and ESBI Alberta Limited Transmission tariff cost allocation, rate
99005 Utilities Board (Transmission Administrator) September 1993 IPPSA design, industry restructuring
Alberta Enerey and Independent Power Electric industry restructuring, rate
REG5080 Utiﬁti: B gdy Alberta Power Limited December 1998 | Producers Society of unbundling, cost allacation and rate
> boar Alberta and SPPA design.
S IPPSA and Senior . .
Alberta Energy and TransAlta Utilities Industry restructuring, cost allocation,
RE95081 Utilities Board Corporation November 1998 zgst;oleum Producers rate design.
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DOCKET #

REGULATOR

UTILITY

DATE

CLIENT

TOPICS

Expansion
Feasibility
Test

R-984280
EQ97070455

R-973981

R-973954

1996 Electric
Utility Tariff
Applications

R-963612
R-953444
R-953406
R-953297
R-943271

EBRO 488

RE92071

R-941986

Public Utilities Board of
Manitoba

Pennsylvania Public
Utility Commission

New Jersey Board of
Public Utilities

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Alberta Energy &
Utilities Board

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Pennsylvania Public
Utility Commission

Ontario Energy Board

Alberta Public Utilities
Board

Pennsylvania Public
Utility Commission

Centra Gas Manitoba

PG Energy, Inc.
Atlantic City Electric
Company

Allegheny Power (West Penn
Power)

Pennsylvania Power & Light

TransAlta Utilities, Alberta
Power Edmonton Power,
Grid Company of Alberta

PG Energy, Inc.

Trigen-Philadelphia Energy
Corp.

T.W. Phillips Gas & Qil
Company

UGI Utilities, Inc.
(Gas Division)

Pennsylvania Power & Light

Natural Resource Gas
Limited

Alberta Power Limited

West Penn Power Company

August 1998

August 1998

February 1998

January 1998

August 1997

October 1996

QOctober 1996

November 1995

October 1995

May 1995

April/May 1995

November 1994

November 1994

August 1994

Simplot Canada Limited

Pennsylvania Office of
Small Business Advocate

New Jersey Board of
Public Utilities

Pennsylvania Office of
Small Business Advocate

Pennsylvania Cffice of
Small Business Advocate

Independent Power
Producers Society of
Alberta (IPPSA)

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Pennsylvania Office of
Small Business Advocate

Matural Resource Gas
Limited

Independent Power
Producers Society of
Alberta

Pennsylvania Office of
Small Business Advocate

Expansion feasibility and customer
contribution methodology

Cost allocation, revenue deficiency
assignment, rate design

Industry restructuring, audit of
unbundled rates

Industry restructuring, cost unbunding,
cost allocation, and rate design.

Restructuring, stranded costs, market
price forecasting, cost allocation, and
rate design.

Industry restructuring; transmission
cost allocation and rate design.

Cost altocation and rate design -- direct
and rebuttal.

Steam energy cost rate -- direct and
rebuttal.

Weather normalization, cost aliocation
and rate design.

Cost allocation and rate design -- direct
and surrebuttal.

Cost allocation and rate design -- direct
and rebuttal

Customer classification, cost allocation
and rate design.

Cost allocation and rate design for
export transmission service.

Cost allocation and rate design.
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DOCKET # REGULATOR UTILITY DATE CLIENT TOPICS
R-932862 Pennsylvania Public UG Utilities, Inc. March 1994 Pennsylvania Office of - Cost aliocation and rate design --
Utility Commission (Electric Oivision) Small Business Advocate direct, rebuttal and surrebuttal.
EBRO 485, and )
S . August Canadian Independent . .
Generic Direct Ontario Energy Board Consumers’ Gas Company, 1993, September | Gas Marketing Clasmﬁ;atnon and a!lqcat:o_n of
Purchase Ltd. s marketing and administrative costs.
Heari 1993. Association
earings
Hearings for ies .
. . - Classification of bulk power costs, rate
Cost of Service NOV? >cotia Utility and Nova Scotia Power, Inc. May 1993 Bowater Mersey Paper design for interruptible service and
and Rate Review Board Company, Ltd. S
. other rate design issues.
Design
- Board of Commissioners - . .
Generic of Public Utilities, New | hew Brunswick Power November 1991 | Large Power Users Group | ¢ V.e Of cost allocation and rate
Hearing #4 . Corporation design,
Brunswick
EBRO-473 Ontario Energy Board E;)dnsumers Gas Cpmpany, October 1991 gg;tf?rlo Energy Board Cost allocation and rate design
. : Ontario Energy Board Cost allocation and rate design;
EBRO-470 Ontario Energy Board Union Gas, Ltd. February 1991 Staff evaluation of load shifting study.
Rate Area Prince Edward island P ;
Boundaries Public Utilities Maritime Electric Co., Ltd. February 1991 PEI Island Department of | Customer classification by geographical
. . Energy and Forestry area.
Hearings Commission
. Ontario Energy Board Cost allocation and rate design for
EBRO-467 Ontario Energy Board Centra Gas, Ltd. January 1991 Staff technology, cogen and bypass.
Arbitration Cost allocation and rate design for
Tbitratio Arbitrator ARINC, Inc. July 1990 ARINC Inc. aircraft to ground data communications
Hearings .
service.
. . Ontario Energy Board Seasonal cost allocation study, and
EBRO-462 Ontario Energy Board Union Gas, Ltd. January 1990 Staff allocation of costs to export markets.
Nova Scotia Board of R - . .
e . Interruptible industrial Cost allocation and rate design of
NSPC-857 gzrbrrglas;ﬁlnt?é: of Nova Scotia Power Corp. February 1989 customers interruptible electric service.
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Induslrial Economics, Incorporated Docket No. R-00072155

Exhibit IEc-2, Schedule A
PPL Distribution Revenue Allocation Proposal: Adjusted For Remand Setilernent from Exhibit JMK-2A

I I I [

| Total RS RTS GS-1 GS-3 LP4 | ISP LP-5 I1ST LP-6 LPEP 1SA GH SL/AL L5-S

Adjusted "Present” Rates

Net Rate Revenues 631,657 386,480 3.901 73.866 109,784 29,104 1,781 1,168 564 36 333 938 6,459 17,518 35
Other Revenues 43,026 29,029 642 3.987 6,364 1.306 155 160 30 20 27 39 340 918 {11}
Total Revenues 674,683 415,509 4,633 77,853 116,148 30,410 1.936 1,328 514 56 360 577 6,799 18,438 24
O&M Expenses 339.552 243.401 5,345 27,195 37.341 9.622 484 436 98 38 88 22 2.7 274 i2
Dep'n/Amortization 111,824 73.527 2,102 10,144 15.524 3.651 182 329 87 32 58 20 1,217 4,941 10
Total Taxes 99,062 44,714 {1,306} 17,908 27,452 7,459 557 229 185 () 99 235 1.212 314 1
Retum 124,245 53.867 {1,508} 22,606 35,821 9,678 713 334 244 (5) i15 300 1.639 440 1
Total Cost 674,683 485.671 11,773 56,573 84,022 21,167 1,059 1,081 258 98 24 47 6.231 26,447 33
Rate Base 2022966 | 1,321.699 38,737 179.448 298,479 75,648 3.836 3.072 820 294 821 190 21,654 78174 94
Rate of Return 6.14% 4.08% -3.89% 12.60% 12.00% 12.79% 18,59% 10.87% 29.76% -1.70% 14.01% 157.89% 7.57% 0.56% 1.06%
Indexed RoR 100.0% 66.4% -63.4% 205.1% 185.4% 208.3% 302.6% 177.0% 484.5% -27.7% 228.1% 2570.9% 123.2% 9.2% 17.3%
Normalized R/C Ratio 100.0% 89.8% 39.0% 136.6% 135.4% 140.6% 178.5% 125.3% 236.4% 57.6% 146.5% 1164.1% 107.3% 69.9% 73.3%
Differential RaR 0.00% -2.07% -10.03% 6.46% 5.86% 6.65% 12.45% 4.73% 23.61% -7.84% 7.87% 151.75% 1.43% -5.58% -5.08%
Subsidy - I (50.162) {7.140) 21.280 32,126 9,243 877 267 356 {(42) 119 530 568 (8.011) {9)
Tentative PPL Proposed Rates |

Percent Rate Increase 13.1% 12.9% 23.7% 1.1% 0.5% -1.2% 5.7% -11.3% -23.1% -21.0% 0.2% 0.0% 8.5% 23.5% 10.7%
Rate Increase 83,036 76,818 946 828 521 {353) (120) {131) {130} {8} {1} - 551 4,110 4
Rate Revenues 714,693 463,298 4,937 74.694 110,305 28,731 1.661 1,037 434 28 332 | 538 1.010 21,628 38
Other Revenues 43,513 29.542 640 4,004 6,455 1,268 168 156 53 23 27 45 33 815 (13)
Total Revenues 758,206 492,840 5.577 78.698 116,760 30,019 1,829 1.193 487 ) 359 S83 7.341 22,443 26
O&M Expenses 340,221 244,018 5,336 27.237 37.357 9,623 484 437 98 36 88 22 2,732 12,741 12
Dep'n/Amortization 111,824 73,527 2,102 10,144 15,524 3.651 182 329 87 32 58 20 1,217 4,941 10

| |
Total Taxes 136,446 79,292 (880) 18,288 27,748 7.288 509 168 127 | {10} 99 238 1,457 | 2,119 2
Return | 169.715 96,003 (981) 23,029 36,130 9,457 654 259 175 %) 114 303 1,935 2,642 2
Total Cost 758,206 520172 13,348 64,050 96,390 24,305 1,219 1,191 292 109 276 56 7.124 29,637 37
Rate Base 2,022,966 | 1,321,699 38,737 179,448 298,479 75,648 3,836 3.072 820 294 821 190 21,654 78,174 94
Rate of Retum 8.39% 7.26% -2.53% 12.83% 12.10% 12.50% 17.05% 8.43% 21.34% -2.38% 13.89% 159.47% 8.94% 3.38% 2.13%
| | )
indexed RoR 100.0% B6.6% -30.2% 153.0% 144.3%| 149.0% 203.2% 100.5% 254.4% -28.4% 165.5% 1900.9% 106.5% 40.3% 25.4%
Revenue/Cost Ratio 100.0% S4.7% 41.8% 122.9% 121.1% 123.5% 150.1% 100.2% 166.8% 46.7% 130.0% 1046.6% i03.1% 75.7% 70.6%
Differential RoR 0.00% -1.13% -10.92% 4.44% 3.72% 4.11% 8.66% 0.04% 12.95% -10.77% 5.50% 151.08% 0.55% -5.01% -65.26%
Subsidy - _(27.332) (7.771) 14,648 20,370 5714 610 2 195 (58) 83 527 217 {7,194} {i1}
Progress Toward Cost-Based Rates
indexed RoR ] | 60% 20% S0% 54% 55% 49% 95% 80% -1% 49% 27% 72% 34% 10%
Normalized R/C Ratio | 49% 5% 38% 40% A42% 36% 99% 51% -26% 35% 11% 58% 19% -10%
Differential RoR | 46% 9% 31% 37% 8% 30% 99% 45% -37% 30% 0% 62% 10% -23%
Subsidy | 46% 9% 31%| s 38% 30% 9% 45% -37% 30% 0% 62% 10% -23%
PPL BRO7 IEc Exhibits v2 xIs; 2A Page 1 of 1 71312007
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Industrial Ecenomics, Incorporated Docket No. R-00072155
Exhibit iEc-2, Schedula B
PPL Distribution Revenue Allocation Propesal: Adjusted For Remand Settlement, IEc Scaleback Proposal
[
I Total RS RTS GS-1 GS-3 LP4 ISP Lp.5 IST LP-6 LPEP ISA GH SUAL L5-8

Adjusted “Present” Rates

Nel Rate Revenues 631,657 386,480 | 3.891 73.866 109,784 29,104 1.781% 1.168 564 36 333 538 6,459 17.918 35

Qther Revenues 43,026 | 29,029 | 642 3.987 5.364 1.306 155 160 50 20 27 39 340 9i8 {11)

Total Revenues 674,683 415,509 | 4,633 77.853 116,148 30,410 1.936 1,328 614 56 360 577 6,799 18,436 24

| |

Q&M Expenses 339.552 243,401 | 5,345 | 27,195 37,3414 9.622 484 436 93 36 88 22 2,731 | 12,741 i2
|

Dep'n/Amortization 111,824 73,527 2,102 10,144 15,624 3.651 182 329 87 a2z 58 20 1217 | 4.941 i
|

Tolal Taxes 99,062 44,714 {1.306) 17,908 27,462 7.459 557 229 185 {7} Q9 235 1,212 | 314 1
|

Retum 124,245 53,867 {31.508) 22,606 35821 9,678 713 334 244 (8) 115 300¢ 1,639 | 440 1

Total Cost 674,683 465,781 11,789 56,526 83,952 21,147 1,057 1.060 258 98 241 46 6,230 | 26,465 33

Rale Base 2,022,966 | 1,321,699 38,737 179,448 298,479 75.648 3836 3.072 820 294 821 190 21,654 78,174 94

Rate of Retum 6.14% 4.08% -3.89% 12.60% 12.00% 12.79% 18.59% 10.87% 29.76% -1.70% 14.01% 157.8%% 1.57% 0.56% 1.06%

Indexed RoR 100.0% 66.4% 63.4% 205.1% 195.4% 208.3% 302.6% 177.0% 484.5% -27.7% 228.1% 2570.9% 123.2% 9.2% 17.3%

Nommalized R/C Ratio 100.0% 88.7% 33.0% 136.8% 135.9% 141.1% 179.3% 125.5% 236.9% 57.7% 146.9% 1192.5%, 107.5% 69.9% 73.4%

Differential RoR 0.00% -2.07%| -10.03% 6.46% 5.86% 6.65% 12.45% 4.73% 23.61% -7.84% T87% 151.75% 1.43% -5.58% -5.08%

Subsidy - (50,272) (7.156) 21327 32,196 9,263 879 268 356 {42) 119 531 569 {8.029) (9)

IEc Scaleback Rates 2.05%

Adj. Full Increase % 13.15% 19.88% 23.71% 1.12% 0.47% -1.21% 6.73% -11.26% -23.05% -20.98% £.16% 0.00% 8.53% 23.46% 10.66%

Net Increase % 11.0% 17.8% 21.7% -20% -1.6% -3.3% B.3% 21% -25.1% 32.5% -2.2% -2.0% 6.5% 21.4% 31.5%

PPL Rate Increase 83,036 76,818 946 | 828 521 {353) {120} [131) {130) {8} (1) - 551 4.110 4

IEc Adj. Full Increase - (159) 131 20 8

IEc GS-1 FDR {669) {669)

Differential Scaleback {12,917) (7.904) (82} {1.511} (2,245) {595) (36) (24) (12) (1) (7) {11} (132) {358) (i)

Rate Revenues 701,107 455,395 4,856 72.356 108,060 28,156 1,625 1,144 422 48 326 527 6.878 21,270 46

Other Revenues 43.513 29,542 | 640 4,004 6,455 1,268 68 156 53 23 27 45 331 815 {13)

Total Revenues 744,620 484,936 | 5,485 76,359 114 515 29,424 1,783 1.300 475 70 352 572 7.208 22,085 33

03M Expenses 340,221 244,018 5336 27,237 37,357 9,623 484 437 98 35 a8 22 2,732 12,741 12

Dep'rvAmortization 111.824 73527 2,102 10,144 15,524 3,651 182 329 ar 3z 58 20 1.217 4,941 10

Total Taxes 130.340 75,740 (917) 17,237 26,740 7,020 493 216 122 (1) 96 233 1.398 1.958 S

Retum 162,235 91,652 {1,026) 21,742 34,894 9,129 634 318 169 4 110 297 1.862 2,445 6

Total Cost 744.620 511,343 13.103 62,828 94,344 23,786 1,182 1,168 286 107 270 53 6,978 | 29,125 36
|

Rate Base 2,022,966 | 1,321,699 38,137 179.448 298,479 75,648 3.836 3072 820 294 821 180 21.654 | 78,174 94

Rate of Retum 8.020% 6.93% -2.65% 12.12% 11.69% 12.07% 16.53% 10.35% 20.57% 1.23% 13.43% 156.25% 8.60% 3.13% 6.39%

indexed RoR 100.0% 86.5% -33.0% 151.1% 145.8% 150.5% 206.1% 129.1% 256.5% 15.3% 167.4% 1948.8% 107.2% 39.0% 78.7%

RevenuelCost Ratio 100.0% 94.8% 41.9% 121.5% 121.4% 123.7% 150.4% 111.3% 166.2% 65.6% 130.2% 1071.1%,; 103.3% 75.8% 92.2%

Differential RoR G.00% -1.09% -10.67% 4.10% 3.67% 4.05% 8.51% 2.33% 12.55% £.79% 5.41% 148.27% 0.58% -4.85% -1.63%

Subsidy - (26.406) {7.608) 13,531 20,171 5,638 601 132 189 (37) 82 519 231 (7.041) (3)
!

Progress |

Indexed RoR 60% 19% 51% 52% 53% 48% 62% 59% 34% 47% 25% 69% 33% 5%

Normalized R/C Ratio 50% 5% 41% 40% 42% 6% 56% 52% 19% 36% 1% 56% 20% 1%

Differential RoR | 47% 6%| 37% 37% 39% 32% 51% 47% 13%! Ji%l 2% 59% 12% 68%

Subsidy | 47% -6%] 37% 37% 35% 32% 51%l 47% 13%I 3%l 2% 59% 12% 68%

PPL BRO7 |IEc Exhibits v2.xls; 2B Page 1 of 1 7732007
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REBUTTAL TESTIMONY OF ROBERT D. KNECHT

Introduction and Overview

Mr. Knecht, please state your name and briefly deseribe your qualifications.

My name is Robert D. Knecht. | submitted direct testimony earlier in this proceeding and

my qualifications were presented therein.

What is the purpose of this testimony?

OSBA requested that [ evaluate the cost allocation methodology offered by Pennsylvania
Officc of Consumer Advocate (“OCA™) witness Mr. Richard Galligan, as well as the
implications of that methodology for commercial class rate design were the Commission

to approve it. Second, OSBA requested that | cvaluate the universal service cost recovery

proposal of OCA witness Mr. Roger Colton.

Please summarize the conclusions from your analysis.

[n summary, my conclusions arc as follows:

¢ Mr. Galligan’s proposed cost allocation methodology does not provide a

rcasonable cost basis for revenue allocation in this procceding, for the following

rcasons.

o

It allocates a significant share of distribution costs on the basis of
customer class annual energy use, even though there is no causal
relationship between energy use and the incurrence of distribution costs;
It fails to recognize that sccondary distribution system costs arc causally
related to both peak customer demands and the number of customers on
the system;

It fails to adequatecly recognize that services costs are related both to the
number of customers in a rate class and to the sizc of the customer;

It represents a radical departurc from long-established Commission
precedent for PPL Electric Utilities (“PPL”); and

It fails to present the information regarding the classification of costs that

is necessary for class rate design.




-2

o 0~ O

10
1
12

13

14

16
17
18
19

* If Mr. Galligan’s cost allocation mcthodology is adopted by the Commission, in
whole or in part, PPL’s proposed changes for rate design for the commercial
classes (Rates GS-1, GS-3, and GH) would need to be radically revised. At a
minimum, PPL’s proposed demand charges for commercial customers would
need to be reduced and PPL’s proposed energy charges increased.

e Mr. Colton’s proposal that universal service costs be broadly allocated among
all customer classes is not consistent with cost causation principles or with
Commission precedent. The Company’s proposal regarding the allocation of

universal service costs should be adopted for this proceeding.

How is your rebuttal testimony organized?

Section 2 responds to Mr, Galligan’s testimony. Section 3 responds to Mr. Colton’s

testimony.,

OCA Cost of Service Study
2.1 Summary of Cost Allocation Methodology Differences

Mr. Galligan bases his revenue allocation recommendations on an alternative cost
allocation study, also known as a cost of service study (“COSS”). Please explain the
basic differences between the methodology used in Mr. Galligan’s COSS and the
methodology used by PPL in its COSS.

Mr. Galligan contests three major aspects of PPL’s cost allocation methodology.

First, the Company believes that the costs for its secondary distribution equipment are
caused both by the clectricity demands on the secondary system, and by the number of
customers attached to the secondary system. Mr. Galligan believes that the costs for this

cquipment are caused only by customer demands.

Second, the Company believes that the demand-related costs for all of its distribution
cquipment arc caused by customer peak demands. Mr. Galligan believes that these
demand-related costs arc related to both peak demand and average annual demand. He

identifics his approach as a peak-and-average (“P&A™) allocation method.



Third, like PPL, Mr. Galligan believes that services costs arc related partly to the number
of customers and partly to the size of the customer. However, PPL believes that larger

customers impose somewhat more services costs than does Mr. Galligan.

What are the general implications of Mr. Galligan’s proposed changes to PPL’s cost
allocation results?

First, because Mr, Galligan believes that sccondary distribution system costs are unrelated
to the number of customers, he would assign all costs based on usage. This change would
affect only those customers who arc attached to PPL’s distribution system at secondary
distribution voltage. Therefore, this change would reduce the costs assigned to the
secondary distribution classes with many smaller customers (RS and GS-1} and increase
the costs assigned to the classes with fewer customers but higher electricity usage per

customer (GS-3 and GH).I

Second, Mr. Galligan believes that distribution costs arc caused both by peak demand and
by average annual energy use. Because Mr. Galligan includes average energy
consumption in his allocation method, his method would assign more costs to thosc rate
classes which use more energy relative to each unit of peak demand. That is, his method
would assign morc costs to classes with flatter loads, i.c., classes with loads that do not
fluctuate significantly. Similarly, this method would assign less costs to classes which
nced more power during peak periods, i.e., classes with loads that do fluctuate
significantly. In cffect, his method would shift costs from the “peaky” residential and

GS-1 rate classes to the “less peaky” GS-3, GH, and LP-4 classes.

Third, because Mr. Galligan believes that services costs are less related to the size of the
customer than does PPL, his method would assign more services costs to smaller
customers in the RS and GS-1 rate classes, and less costs to larger customers in the RTS,
GS-3 and GH classes. This change would have the cffect of partially offsetting the

impact of Mr. Galligan’s first proposed change.

' Mr. Galligan's proposal has only a small impact on lighting customer classes, because most of the distribution plant
costs for those classes is not allocated but is directly assigned. In addition, Mr. Galligan's method would assign
more costs lo residential RTS customers than PPL’s method,
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'Q. How much of PPL’s COSS would be affected by Mr. Galligan’s proposed changes?

A. Virtually all of it. Mr. Galligan proposes to change the classification and allocation of
virtually all major plant accounts, including substations, primary system poles and
conductors, secondary system poles and conductors, line transformers, and services. The
only major plant account that is unaffected by Mr. Galligan’s proposed changes is meters
plant. Moreover, duc to the nature of PPL’s COSS, the classification and allocation of
general and intangible plant costs, capital-related costs (rate of return, income taxes, and
depreciation), most distribution operating and maintecnance (“O&M”) costs, and the

administrative and general (“A&G"”) costs would also be changed.

Therefore, Mr. Galligan’s proposed COSS methodology would affect the allocation of
virtually afl costs related to PPL’s distribution system, as compared to the way PPL has

proposed to allocate them.

Q. Can you explain a little more about what cost allocation analysts mean when they

talk about cost “classification” and “allocation?”

A. Yes. Simply put, when performing a COSS, the objective of cost classification is to
determine the factor (or factors) that most directly cause the utility to incur each of the
various costs. There arc three major categories into which costs are classified: energy-

related, peak-demand-related, and customer-related.”

It is not unusual for particular cost items to be caused by more than one factor, and
therefore be classified into more than one category. For example, many utilitics classify
their secondary distribution costs as both peak demand-related and customer-related, on
the theory that the utilities incur these costs because of both of those factors. In the
parlance of cost allocation analysts, these costs are said to have a customer component

and a demand component.

* One issue to recognize is that, for cost allocation purposes, annual energy is exactly the same as annual average
demand. Average demand is simply annual energy divided by the number of hours in the year. For example, a
20,000 kWh per year customer has an average demand of 2.283 kW (20,000 kWh per year divided by 8,760 hours
per year), Therefore, a rate class’s share of annual encrgy is exactly the same as its share of average demand.
Allocating cosis on the basis of annual energy, or allocating them on the basis of average demand, produces the same
arithmetic resull.
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The next step of a COSS is the allocation stage. In the allocation stage, the classified
costs arc assigned to each customer class in proportion to that customer class's
contribution to the various classified costs. For example, if a particular cost item is
classified as encrgy-related, a customer class that incurs 20 percent of the system annual

energy usc will be assigned 20 percent of the system’s annual energy costs.

Mr. Galligan’s P&A proposal can be viewed as ecither a change to PPL’s cost
classification method or to its allocation method. From a classification perspective, Mr.
Galligan’s proposal represents classifying costs into peak demand and average demand
components, and allocating them scparately. From an allocation perspective, Mr.
Galligan’s approach can be seen as allocating these costs using a hybrid allocation factor
that reflects both peak and average demands. In this testimony, I will refer to Mr.

Galligan’s proposal as a cost classification methodological change.

With that background, can you provide a summary of the cost classification
differences between Mr. Galligan’s proposal and PPL’s methodology?
The diffcrences in the cost classification approaches used in Mr. Galligan’s COSS and

PPL’s COSS are summarized in Table IEc-R1 below:




Table 1Ec-R1
Comparison of Cost Classification Methods
PPL versus OCA
PPL 0CA
. 50% NCP Demand
Substations NCP Demand 50% Annual Energy
0,

Primary System NCP Demand 55000 /fﬁniza?fﬁzl::;
Sccondary OH Lines 43% NCP Demand 50% NCP Demand

57% Customer 50% Annual Energy
Secondary UG Linc 32% NCP Demand 50% NCP Demand

68% Customer 50% Annual Energy
Line Transforrmers 47% NCP Demand 50% NCP Dc_mand

53% Wid. Customer* | 50% Annual Encrgy

0,
Services " 720/30 ’:{;Vll\ld(.jl()ltljjs?(r)?flzfs . | Weighted Customers*
Mecters Weighted Customers* | Weighted Customers*
* For the reasons explained below, a weighed customer classification approach
implicitly recognizes both the number of customers and the peak demand of the
customers.
OF refers to overfiead lines, UG refers to underground iines.
NCP refers to class non-coincident peak demand. NCP is a demand classification
that reflects demand diversity within each rate class but not between rate classes.

1 In short, Mr. Galligan believes that all system plant, excluding meters and services, is

2

caused by both peak demands and average annual energy use. In Mr. Galligan’s view,

3 the number of customers has ne impact on cost causation at all.

In contrast, PPL believes that its primary system plant is built to meet the peak demands
put upon it, regardless of the annual average cnergy that flows through it. For the
secondary system, PPL belicves that its costs are caused both by the peak demands on the
system as well as the number of customers that the system must interconnect. Regarding

meters and services, the PPL and OCA approaches are similar, although PPL belicves that

4
5
6
7
8
9

service costs increasc somewhat more for larger customers than does Mr. Galligan.
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Before he gets into the specifics of his proposals, Mr. Galligan begins his testimony
with the assertion that “[t|he fundamental service that PPL provides is the delivery
of its customers’ annual energy requirements at all times during the year, and at
varying rates of delivery,” Do you agree with Mr. Galligan’s summary of the
product that PPL provides?

No l do not. The product that PPL provides is the delivery of electrical pewer to each
customer’s premises exactly when it is demanded. This product has two important
attributes that contribute to cost causation. Both are either overlooked or given short

shrift in Mr. Galligan’s definition.

First, the power demanded by most customers fluctuates continuously. In other words, it
fluctuates from instant to instant -- not just annually, monthly, or even hourly. Because
customers have no way to store electricity on their shelves or in their closets, PPL must
be able to deliver the product exactly when it is demanded. Morcover, the inability of the
customer to store electric energy makes the averaging of demand irrelevant for most
costs. If the customer could store encrgy, he could have PPL deliver it on a constant
basis. The customer could put it in his closct when he doesn’t need it, and take it out .
when he does. Under those conditions, the annual average energy demand would be a
cost determinant. However, in the real world, averaging demands that fluctuate from
instant to instant has no relevance to causation. Even for electricity supply, energy costs
vary from minute to minute in modern spot markets. A kWh of energy consumption at 5
p.m. on the hottest day of the summer cannot be considered identical for cost causation

purposes to a kWh of energy consumed at 3 a.m. on a day in April.

Second, PPL does not have the luxury of delivering electricity to the local supermarket or
to a warehouse, where it can be picked up by the customer at his convenience. PPL must
construct facilitics to fully deliver the product directly to the customer’s residence or

place of business. This mcans that PPL must interconnect that customer to the grid.

Thus, Mr. Galligan's description of the product provided by PPL includes an irrelevant

consideration (annual average energy demand). Furthermore, his description pays little



heed to the instantaneously varying characteristic of the product. Finally, his description

ignores altogether the issue of the location to which the electricity is delivered.

2.2 Secondary Plant Classification

Let’s start with the issue of whether or not secondary distribution costs are causally
related to the number of customers served. Mr. Galligan argues that there is no
customer component to distribution system costs because PPL does not provide a
“conncction service,” i.e.,, PPL does not provide a scrvice that would connect a
customer who is using no electricity. Is that a valid justification for not recognizing
a customer component of distribution costs?

No it is not. First, as [ cxplained earlier, connecting each customer is an integral part of
the product that PPL, provides. While it is not the only attribute, it is most certainly an
important onc. Thercfore, the cost of connecting the customer should be a basis for cost
allocation. That logic applies whether we are addressing scrvice drops or secondary

distribution poles and conductors.

Many commonplace pricing practices show the fallacy of Mr. Galligan’s logic. Consider
the car rental business. Most companics impose a significant share of their charges in the
form of a fixed daily rate for the car, regardless of whether or not the customer actually
drives the car. Under Mr. Galligan’s logic, because no customer would want to rent a car
and not drive it, no car rental company should price its service on any basis other than the
number of miles that the car is driven. However, even though the car rental company
does not provide a “connection” service in the form of leasing cars that will not be driven,
it prices its service on the number of days the car is leased, becausc that is how the rental
car company incurs its own costs. It does not price its product solely based on miles

driven, even though that is the primary reason for renting a car.

Is there any basis for concluding that distribution costs are causally related to both
customer demands and to the number of customers?
Yes. As lexplained in my direct testimony, distribution plant must be built to satisty two

needs. First, the distribution plant must be large enough to meet the peak demands of the
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customers served by the distribution cquipment. Second, the distribution system must be

built to interconnect all of the customers on the system.

The first aspect of system design recognizes that costs are, in part, caused by peak
demands, i.e., the maximum amount of clectricity each customer uscs at any one time.
The second aspect of system design recognizes that costs are related to the geographic
distribution of the customer base, i.c., where each customer is located relative to the other
customers. In general, the more customers on the system, the more spread out the
distribution system must become, and thc more poles, transformers and conductor feet
that must be installed. It simply costs more to provide distribution service to onc hundred
5-kW customers than it does to provide service to five 100-kW customers. As |

cxplained in response to PPL-OSBA-1:

The number of poles and . transformers, as well as conductor foolage, are
related to load density. It is unarguable that it requires more distribution
equipment to serve 300 kW of load in a tight geographic location than to serve
500 kW of load spread out over a rural area, '

Thus, larger customers have proportionately less cost responsibility for
distribution equipment for two reasons. First, simply by having a higher load
in a single location, larger customers contribute less per kW to distribution
cost causation than geographically separate smaller customers. By
definition, a single load is more geographically dense than multiple loads.
Second, larger business customers tend to be more concentrated than smaller
residential customers, particularly in suburban and rural areas. PPL Llectric
confirms this statement for its service territory, in its responses to OCA-V-16
and QCA-V-17. Because the smaller residential customers tend 1o be more
rural and therefore in lower load density areas, they contribute more per kW
of demand io distribution cost causation than larger business customers.”

Mr. Galligan cites Professor Bonbright’s famous text as a reason to reject the
inclusion of a customer component in distribution costs. Do you agree?

Professor Bonbright’s critique of the inclusion of a customer component of costs is
somewhat perplexing, since theoretical cconomists recognize that a product’s “production

cost function” can have many factors that contribute to cost incurrcnce. For the reasons |

3 PPL-OSBA-1. All referenced interrogatory responses are attached in Exhibit 1Ec-1R.
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explained above, common sense suggests that the number of customers would be a
logical factor to consider in measuring cost causation. Therefore, it is obvious that
Professor Bonbright somehow concluded that the number of customers did not correlate
well with distribution costs (élespite its intuitive appeal to PPL’s engineers and at least

some economists).

When pursued further, it appears that Professor Bonbright’s rejection of the idea of a

customer component rests entirely on the following assessment:

What this last-named cost imputation overlooks, of course, is the very weak
correlation between the area (or the mileage) of a distribution system and the
number of customers served by this system. For it makes no allowance for the
density factor (customers per linear mile or per square mile). Our casual
empliricism is supported by a more systematic regression analysis in (Lessels,
1980) where no statistical association was found between disiribution costs
and number of customers.”

In effect, Professor Bonbright concludes that there is no relationship between number of
customers and the length of the overall distribution system, based on his economist’s

intuition, as well as a statistical analysis by Mr. Lessels.”

However, as | noted above, PPL has already submitted evidence that its smaller
customers are focated in the less geographically dense portions of PPL’s service territory.
Therefore, Bonbright's claim that density does not affect costs is not consistent with the

cvidence, at lcast as far as PPL’s system is concemned.

Second, Mr. Lessels’ statistical analysis appears to be of no relevance to PPL’s
distribution system. His analysis has been criticized for including only those utilitics
which were borrowing from the U.S. Rural Electrification Administration. Therefore,
Mr. Lessels’ limited sample casts doubt on Professor Bonbright’s observation that Lessels
conducted a “systematic” analysis. In addition, Mr. Lesscls’ analysis has been criticized

because it was conducted during a time (1971 through 1978) when farms were closing

* Principles of Public Utility Rates, Second Edition, Bonbright, Danielsen, Kamerschen, 1988, page 491.

* This analysis is referenced as “The Economics of Electric Distribution System Costs and Investments,” David J.
Lessels, Public Utilitics Fortnightly, Dec. 4, 1980, pages 37-40.

10
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5 For thesc reasons, |

and customers were relocating to more densely populated areas,
deem that Mr. Lessels’ analysis, and Professor Bonbright’s conclusion, have very little

relevance to PPL’s cost causation in this proceeding.
Finally, even Professor Bonbright admits:

In actual practice the vast majority of utilities use some form of minimum
system to classify cosis, which is in line with the FERC accounts.

Thus, by his own admission, Professor Bonbright’s opinion is not consistent with the
judgment of most utilitics and regulators. As such, | do not believe it constitutes

sufficient evidence upon which to reverse Commission precedent or to reject a commonly

used methodology.

Q. In addition to the vast majority of utilities cited by Professor Bonbright, do other

authorities on cost allocation support classifying distribution system costs into both

customer and demand components?
A. Yes. The NARUC Electric Utility Cost Allocation Manual indicates that both primary

and secondary distribution costs should bc classified into demand and customer

c0mp0nc—:nts.7

In addition, the NARUC Manual cites the minimum system approach as onc of the
standard methods for making that classification.? Finally, Constantine Bary advocates a

stmilar approach in his text on clectric system costing.’

b See, for example, “Deva!opmcﬁl of Demand/Customer Classification Factors for Distribution Assets,” Foster
Associates, Inc., prepared for ATCO Electric Ltd., May 2004, Sec
hitp//www3 eub.oov.ab.ca/cub/dds/iar query/ShowAttachment.aspx?DOCNUM=453821

" As | mentioned in my dircct testimony, it is important to recognize that, if PPL had scrupulously followed the
manual and classified both secondary and primary system costs into customer components, it would have allocated
even more costs to smaller customers and less to the larger customers. Therefore, PPL has already implicitly used a
compromise methodology between a minimum system approach and the zero-customer-component approach
advocated by Mr. Galligan.

* “Llectric Ulility Cost Allocation Manual,” National Association of Regulatory Utility Commissioners, January
1992, For example, the manual states, “When the utility installs distribution plant to provide service to a customer
and to meet the individual customer’s peak demand requirements, the utility must classify distribution plant data
separately into demand- and customet-related costs,” (page 90)
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‘Q. Mr. Galligan goes on to complain that the minimum system methods used by PPL
for classifying costs are unstable and therefore unreliable. He cites two changes in
the cost classification percentages for line transformers. Do you agrec with this
critique?

A. No [ do not. Mr. Galligan claims that the customer component of line transformer costs
varies from 23 percent in “the PPL case prior to its 2004 rate case,” to 63 percent in the
2004 base rates case, and to 53 percent in the current case. While I am unsure where Mr.
Galligan got his figures, my records from PPL’s 1995 base rates case indicate that the line
transformer customer component in that case was 56 percent, not 23 percent.]0 In the
2004 proceeding, my records indicate that PPL’s proposed customer component was 70
percent, not 63 percent. In the current proceeding, I can confirm that PPL’s proposecd

customer component for line transformers is 53 percent.'’

[n general, a cost classification range from 56 percent to 70 percent to 53 percent over a
12-year period does not indicate that the methodology is unstable. Furthermore, such a
range certainly does not justify Mr. Galligan’s assumption that the customer component
should be zero in every period. Morcover, | note that my recommendation in the 2004
proceeding was for a customer component of 50 percent for line transformers, based on a
zero-intereept analysis. In the current proceeding, PPL has made an adjustment for the
load carrying capability of the minimum system, thereby bringing the customer
component down into the range that [ recommended. In addition, it is likely that PPL’s
adjustment will tend to dampen the cffects of any changes on how the minimum system is
defined. Thus, Mr. Galligan’s concerns about the instability of the methodology are

overstated,

? Operational Economics of Electric Utilities, Bary, Constantine W., Columbia University Press, 1963, page 29.

'® My records supporting the 56 percent cost classification for line transformers include Exhibit R2 of my rebuttal
testimony, the direct testimony of CEPFOD witness Dr. Steven Anderson (page 56), and the workpapers of OCA
Witness Dr. Charles Iz, Johnson (attached as Exhibit R7 10 my rcbuttal testimony).

"' All of these classification percentages represent an average of the classification percentages for overhead and
underground transformers. Note also that PPL allocates the customer-related transformer costs using a weighted
customer allocation factor. Because this factor partially reflects the size of the customer, it implicitly includes a
demand component, Thus, the effecrive customer component of costs is lower than that reported in this paragraph.
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Moreover, Mr. Galligan would apparently sacrifice accuracy on the altar of cost allocation
stability. Mr. Galligan proposes to reject a methodology that makes a reasonable estimate
of the customer component of costs becausc it produces results that vary somewhat from
year to year. In so doing, Mr. Galligan is essentially abandoning the effort to accurately

classify costs in favor of a methodology that is known with certainty to be wrong,

Finally, it is my view that the issue of rate stability is better addressed in the revenue
allocation and rate design phases of a regulatory proceeding, rather than in the cost
allocation phase. The goal of cost allocation should be to provide the most accurate
assessment of costs caused by each customer class, not to simply adopt an approach that
provides the most stable results from proceeding to proceeding. To the cxtent that cost
responsibility shifts from proceeding to proceeding, its effects can and should be
mitigated by consideration of the principle of gradualism in both the revenue allocation

and rate design phases of a base rates procceding.

2.3 Classification of Usage-Related Distribution Costy

Let’s turn to the issue of the classification of those costs that are related to electricity
usage, i.e., the costs that are deemed not to be related to the number of customers.
What is the basic principle that underpins PPL’s existing methodology?

As | mentioned earlier, distribution equipment must be built with sufficient capacity to
mect the peak demands thél are placed on it. Thereforc, each rate class’s contribution to
the peak demands on the cquipment contributes to the size and therefore the cost of the
cquipment. The usage of the equipment outside of the peak period has no effect on costs.
Thercfore, any customer demands that do not contributc to the peak, or that could not

reasonably contribute to the peak, are not relevant for cost causation.

To reflect this fundamental cost principle, PPL classifics these costs as peak-demand-
rclated. PPL then uses a class “non-coincident pcak” (“NCP”} demand allocation
methodology as a rcasonable cstimate of the relevant peak demand measure for cost

causation. PPL’s approach is consistent with industry practice.

13
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In support of his P&A methodology, Mr. Galligan argues that it would not be
practical to hook up a customer who wanted to be served in only one hour of the
vear, and that it is only the sustained demand over the course of the year that gives
rise to the existence of a distribution system. Does this argument justify classifying
primary distribution system costs into both demand and energy components?

No it does not. Mr. Galligan presents an extreme example, and then draws an
unwarranted conclusion from it regarding cost causation. It is a fact of life that it costs
the same amount to provide the capacity nccessary to serve a customer who averages only
I kW of demand over the course of the year but contributes 10 kW to distribution system
peak demand as it does to serve a customer who exhibits a constant 10 kW of demand at
all times. While the latter uses 10 times as much clectrical energy as the former, the cost
to provide the primary distribution system capacity that is necessary is the same for both.
The system must simply be built to have 20 kW of capacity to scrve both those

customers, regardless of their respective annual energy use.

In addition, it is interesting to notc that Mr. Galligan’s example is not as extreme as it
might appear. Consider the case of a fairly large industrial customer which wants to take
service from PPL at primary distribution voltage. This customer plans to install a
generator at its site which is capable of mecting the customer’s load for 90 percent of the
hours in the ycar. However, the customer wants PPL to provide backstop distribution
service so that the customer will be able to have replacement power delivered at the

customer’s full maximum load at any time that the customer’s generator trips off.

To meet this customer’s requircments, PPL would need to construct its distribution
system such that it is capable of mecting that customer’s maximum demand, That is, PPL
will incur costs that are no different than if the customer had no sclf-generation, since the
full capacity needs to be in place as a backstop. However, under Mr. Galligan’s peak-
and-average costing methodology, the cost allocated to that customer’s rate class would

be only slightly more than half that of the cost that would be allocated for a customer with



no generator.'> And, of course, the extra costs incurred in providing that service to the

backstop customer would need to be borne by the other rate classes.

Is there another way of explaining the conceptual flaw in the use of Mr. Galligan’s
P& A approach?

The P&A approach is often criticized as a form of double-counting,” Peak demand can be
vicwed as a combination of average demand and excess demand. Excess demand
represents the difference between a rate class’s peak demand and its average annual
demand. The average demand represents the part of the demand that is unrelated to load
fluctuations. The excess demand represents the maximum load fluctuation. This view of
peak demand gave rise to a standard industry allocation methodology known as the
average and excess (“A&E”) demand methodology. In that approach, costs are allocated

partly on the basis of average demand and partly on the basis of excess demand.

The P&A methodology proposed by Mr. Galligan should not be confused with the A&E
approach. In the A&E approach, average demand is counted only once in the allocation,

because excess demand does not include average demand. In the P&A approach, average

demand is counted twice, because the peak component of the allocation methodology

17 includes both average and excess demand. In effect, the P&A approach is an “average &
18 average & excess” methodology, since average demand is counted twice.

19 Consider the case of a 100 kW customer with a perfectly flat load, at 100 kW cvery hour
20 of the year, i.e., a “100 percent load factor” customer. This customer’s excess demand 1s
21 zero, becausce its peak demand is the same as its average demand. The A&E allocator
22 would count this 100 kW of load only once, in the average component of the allocator.
23 Mr. Galligan’s P&A approach, however, would count the 100 kW twice, once as average
24 demand and once as pcak demand.

' Under PPL’s peak attribution approach, the customer's allocated costs are based on the customer’s peak demand.
Under the OCA peak and average approach, the cost would be allocated based on one-half the peak demand and one-
half the average demand. Since the average demand is quite small with a 90% generator availability, the allocated
costs arc only roughly half the magnitude under the peak and average approach,
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Does Professor Bonbright support the use of an cnergy allocator for electric utility
capacity costs, as proposed by Mr. Galligan?

No he does not. In fact, while theoretical economists tend to cast doubt on the relevance
of any arbitrary allocation of “joint costs” such as distribution capacity, Professor
Bonbright offers “qualified support” for the peak demand method of cost classification

for capacity-related costs. He states (in economists’ jargon):

The continued presence of peaks and valleys in public utility utilization gives
qualified support to the system peak responsibility principle of capacity-cost
allocation. Regardless of the reason for the persistence of peaks and valleys
in the load curves of utility systems, as long as they persist they raise the
problem of cost imputation as between on-peak and off-peak service. The
problem is soluble, under familiar principles of joint-cost imputation subject
to a number of simplifying assumptions. The reason why it is soluble, despite
the general principle that joint costs are unallocable costs from the standpoint
of cost analysis, is that we now have that limiting case of joint production in
which one of two products, the off-peak service, is a byproduct in the strictest
sense of that term, whereas the other product, the peak-time service, is the
main product.”

In short, and in contrast to Mr. Galligan’s proposal, Professor Bonbright concludes that
capacity-related costs can reasonably be assigned in proportion to the peak demands that
cause the utility to need to incur additional capacity costs. Professor Bonbright goes on to
qualify his support by limiting it to only incremental capacity costs. However, the
incremental (or marginal) cost approach favored by Professor Bonbright 1s simply not

used in Pennsylvania. Furthermore, Mr. Galligan has presented no incremental cost

analysis.

Thus, given the context of Pennsylvania regulatory practice, Professor Bonbright’s

reasoning generally supports PPL’s methodology.

Does the NARUC Manual support Mr. Galligan’s classification of distribution costs

as partly energy-related?

13

Principles of Public Utility Rates, Second Edition, Bonbright, Daniclsen, Kamerschen, 1988, page 504.

16
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No it does not. As I noted earlier, the manual deems that distribution costs should be
classified as pcak demand- and customer-related. With respect to the appropriate

allocator for demand-related costs, the manual indicates:

Distribution substations are designed to meet the maximum load from the
distribution feeders emanating from the substation. Similarly, when designing
primary and secondary distribution feeders, the distribution engineer ensures
that sufficient conductor and transformer capacity is available to meet the
customer's loads at the primary- and secondary-distribution service levels.
Local area loads are the major factors in sizing distribution equipment.
Consequently, customer-class noncoincident demands (NCPs) and individual
customer maximum demands are the load characteristics that are normally
used to allocate.the demand component of distribution facilities.
The manual does not cite the P&A approach as a standard approach to either classifying

or allocating distribution costs.

2.4 Classification of Services and Meters

Let’s turn to Mr. Galligan’s proposals for allocating meters and services plant. At
page 10, he indicates that meters and services plant costs “do vary with the number
of customers -- one customer, one Service and one Meter are required.” He then
indicates that, “I have classified and allocated Services and Meters on a customer
basis.” Are his statements accurate?

No they arc not. First, neither meters costs nor services costs arc incurred in direct
proportion to the number of customers. Larger customers require larger, more complex
and more costly meters, which arc capable of recording peak demands and interval
demands. Similarly, larger customers require scrvice lines that are capable of carrying the
larger customer load and arc therefore morc costly than the service lines for small
customers. Furthermore, under Mr. Galligan’s logic, the meter cost for a residential
customer should be the samc as that for a transmission voltage steel foundry taking
service under Rate LP-5. Similarly, Mr. Galligan’s logic would imply that the cost of a

service drop for a residential customer should be the same as the service cost for a

SR

lectric Utility Cost Allocation Manual,” National Association of Regulatory Utility Commissioners, January

1992, pages 96-97.
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Walmart store under Rate GS-3. However, contrary to Mr. Galligan’s assumption, both
meters and services costs reflect the overall size of the customer. That is, these costs are
rclated both to the number of customers and to each customer’s peak demand level. Both

the service and the meter must be large enough to handle the customer’s peak demand.

Second, Mr. Galligan does not practicc what he preaches. For -services plant, Mr.
Galligan allocates the costs in proportion to the weighted number of customers. The
weighting factor reflects the nature of the service provided (generally single-phase versus
three-phase scrvice). Thus, Mr. Galligan’s approach assigns a somewhat higher service
drop cost to each larger GS-3 customer than it does to each smaller GS-1 or RS customer.
Unfortunately, the weighting factor Mr. Galligan uses for the customer count does not
recognize that larger customer load will also lead to an increcase in the cost of a service
line, beyond that recognized in the single versus three phase adjustment. For that reason,
PPL’s methodology quite reasonably includes both a demand and a customer component
for services costs. Mr. Galligan's approach thercfore understates the services costs for
larger customers, and overstates the costs for thc smallest customers, namely the

residential and GS-1 customers.

Similarly, Mr. Galligan uses PPL’s weighted customer allocator for meters costs. That
allocator is bascd on the average meter cost for each customer class. Customers with
larger demands have larger and more costly meters. Therefore, the meters cost

classification approach implicitly includes both a customer and a demand component.

Thus, when Mr., Galligan uses weighted customer allocators to assign meters and services
costs, he implicitly includes both a customer component and a demand component in his
cost allocation methodology. Therefore, Mr. Galligan is willing to accept the idea that
meters and services costs, which he argucs are customer-related, implicitly also have a
demand component. Unfortunately, as discussed above, Mr. Galligan is unwilling to

accept the idea that a similar duality in cost causation applies to other distribution plant.
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2.5 Commission Precedent

Q. Has the Commission approved PPL’s cost allocation methodology with respect to

distribution cost classification in the past?

A. In general, yes it has. In PPL’s 1995 rate case at Docket No. R-00942371, Administrative

Law Judge Robert A, Christianson approved the Company’s minimum system method for

classifying distribution plant costs. He concluded:

A standard controversy arose about minimum system calculations. The
Company used a straightforward approach which has been accepted
previously and is a fairly standard approach. Variances were offered by OCA
and CEPFOD. I accept the PP&L method. 1 also accept the PP&L approach
relating to the CEPFOD argument concerning certain operating and
maintenance costs."”

In that proceeding, the Commission rejected the OCA’s Exception that the minimum
system mecthod overstated the customer component of distribution plant costs.

Spccifically, the Commission ruled:

The ALJ's recommendation concerning issues relating to the Company’'s NUG
capacity allocation and the Company’s minimum system study are adopted
and PP&L is so directed to implement these revisions. 16

In this current proceeding, PPL has proposed to continue using the mimimum system
method which the Commission approved in the 1995 case. However, as [ discussed in
my direct testimony, PPL has proposed a modest modification to its classification of
some of the distribution plant costs, to reflect the load carrying capability of the minimum
system. For the reasons presented in my direct testimony, | do not believe that PPL’s
modification is unreasonable. In addition, I note that the impact of PPL’s proposed
change from the approved methodology is relatively small, both conceptually and

quantitatively.

I therefore conclude that PPL’s proposal is consistent with Commission precedent.

"% Recommended Decision, Docket No. R-00943271C001-C0145, ALJ Robert A, Christiansen, page 208, emphasis
in original.

'* Opinion and Order, Docket No. R-00942371C001-C0145, Pennsylvania Public Utility Commission, page 197.
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2.6 Revenue Allocation

Do you have any conclusions regarding Mr. Galligan’s revenue allocation proposal?
Mr, Galligan’s revenue allocation is based on his COSS methodology. Because his
COSS is not consistent with practical cost causation, theoretical economics or
Commission precedent, | recommend that the Commission reject Mr. Galligan’s proposed

revenue allocation.

2.7  Rate Design Implications

Suppose Mr. Galligan’s cost allocation methodology were accepted. What
implications does his cost allocation methodology have for commercial class rate
design?

Mr. Galligan's proposal would have profound implications for commercial class rate
design. It is important to recognize that cost classification in the COSS serves two
purposes. First, it determines how the cost will be allocated. Second, and sometimes
overlooked, the cost classification provides important information for rate design within

each rate class.

Recall that the cost classification categories arc encrgy-related, demand-related and
customer-related. At each rate class level, these classified costs can be used as cost
signals for the appropriate level of energy charges (based on kWh consumed), demand
charges (based on pcak kW demand) and customer charges (a flat monthly chargc).
When Mr. Galligan proposes to substantially reduce the customer component of
distribution costs and to create a very substantial energy component of cost, this change
(if adopted) must nccessarily precipitate a change in PPL’s distribution rate design

philosophy.

For example, PPL’s proposed rate design for the GS-3 and GH rate classes consists solely
of a demand charge, based on the customer’s peak demand within cach month. This is
based on the philosophy that costs for those classes are primarily demand-related. Under
Mr. Galligan's proposal, a significant share of costs would be related to cncrgy
consumption. To be consistent with how costs are allocated 1o these classcs, it would be

necessary for PPL to modify its rate design proposal in order to recover a significant share
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of costs from an encrgy charge. Moreover, because the costs would be allocated to the
class based on annual energy, the energy charge would nced to be a flat energy charge that

does not vary by time of day or by season.

A gimilar argument applies to the GS-1 rate design, although that class’s rate design is
cven more complicated. Suffice it to say that PPL would likely need to reduce both its
demand charge and its load-factor-blocked energy charges (in the “Wright tariff”) and

replace these reductions with a flat per-kWh energy charge.

Are you able to quantify the magnitude of the impact of adopting Mr, Galligan’s
COSS on commercial class rate design?

Unfortunately | am not. The simulation of the COSS upon which Mr. Galligan relies
does not fully classify costs into encrgy, demand and customer components. Instead, it
appears to lump cnergy-related and customer-related costs into the same category, thereby
rendering it uscless for rate design purposes. Because of time and budget constraints, and
because 1 do not recommend the adoption of Mr. Galligan’s COSS, | have not attempted
to fully classify all of the allocated costs in his COSS to provide a specific, quantitative

response to this question.

If the Commission adopts Mr. Galligan’s proposal, in whole or in part, what would
you recommend regarding commercial class rate design?

If the Commission does adopt Mr. Galligan’s proposal, it will have no commercial or
industrial class rate design proposals before it that are consistent with that methodology.
Bccause adopting Mr. Galligan’s proposal would represent a radical departure from past
practice, | would recommend that the Commission re-open the proceeding for the purpose
of rate design, particularly for the commercial (GS-1, GS-3, and GH} and industrial (LP-
4) rate classes. 'In any such re-opened proceeding, PPL would be given an opportunity to
propose an alternative rate design based on the new cost allocation methodology. Parties

would be allowed to respond if they disagree with PPL’s new proposal.
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OCA Universal Service Cost Allocation Proposal

Mr. Colton indicates that he has been informed by counsel that the matter of the
allocation of universal service cost responsibility is “pending on appeal at this time.”
Is your understanding consistent with that of Mr. Colton?

Yes it is, based on the advice of counsel. 1 am also aware that the Commission explicitly
directed that universal service costs be allocated only to the residential class in PPL’s
2004 basc rates proceeding. It ruled:

We will deny the Exceptions of the OCA and Mr. Epstein. Universal service
programs, by their nature, are narrowly tailored to the residential customers
and therefore, should be funded only by the residential class. We note that
neither the OCA nor Mr. Epstein have presented any concrete evidence in the
Jform of costs studies to support their respective proposals that the universal
service program cost should be more broadly allocated. Accordingly, we will
adopt the ALJ's recommendation on this issue. 17

In his testimony in the current proceeding, Mr. Colton offers no “concrete evidence in the
form of cost studies”™ to justify alternative treatment of these costs. Therefore, it is
unclear why Mr. Colton is raising this issue in this proceeding. Any change in the
allocation of universal service costs should be deferred until the issue is resolved by the

courts.

Does Mr. Colton offer a specific proposal for how the Commission should allocate
universal service costs among all rate classes?

No he docs not. Moreover, any such allocation is a difficult problem. Even if Mr,
Colton’s argument that all rate classes bencfit from the universal scrvice programs were
accepted, that argument does not provide any useful insight into how the universal service
costs should be assigned between the residential and non-residential customer groups.
Mr. Colton’s argument also docs not provide any useful guidance regarding how
universal service costs should be assigned among the non-residential customer groups. If
such benefits for non-residential customer classes were demonstrated to exist, it would be
logical to assign the costs among the various customer classes in proportion to the

benefits cach class receives. However, Mr. Colton offers no quantitative assessment of

"7 Opinion and Order, Pennsylvania Public Utility Commission, Docket No. R-00049255, order entered December
22, 2004, pages 97-98.
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the relative benefits of the universal service programs among small and large business
customers. He also does not provide any indication as to whether those benefits are
related to energy consumption, peak demand, number of customers, total electric bill,

total distribution bill, total revenues, total assets, or any other attribute of cach customer.

Mr. Colton argues that the Electricity Generation Customer Choice and
Competition Act (“the Competition Act”) requires that universal service costs be
“non-bypassable,” and that he interprets that to mean that all customers must
contribute to paying for these costs. Is Mr. Colton’s interpretation of the expression
“non-bypassable” consistent with your cxperience with utility restructuring
legislation?

No it is not. With the proviso that [ am not an attorney, my experience with the concept
of bypass in utility restructuring legislation is that “bypass™ refers to the ability of a
shopping customer to avoid paying for (i.e., to bypass) costs that customers who do not
shop must pay. In this case, the most likely interpretation of the legislation is that the
legislature did not want customers who would otherwise be required to pay for universal
service costs to be able to bypass them by shopping. It makes little sense to me to
interpret the provision to mean that customers who were previously not responsible for
universal service costs must suddenly become responsible as a result of industry

restructuring, rate unbundling, and competition for electricity supply.

Mr. Colton appears to argue that commercial and industrial customer classes
benefit more from industry restructuring than do residential customer classes, and
therefore that the business customers must contribute to the expansion of universal
service costs that were precipitated by restructuring. Do you agree with that logic?

No I do not. Mr. Colton offers no evidence that business customers have
disproportionately benefited from industry restructuring or the ability to shop. In fact, my
experience with the Pennsylvania Power Company suggests that the rate increases faced
by industrial customers far outpaced the increases to the other rate classes, at the time

prices transitioned to markct.



[ OS]

E - )

—_— 0 ND OO -

i3
i4

15
16
17
18
19
20

In addition, while | am not an attorney, | do not find any language in the Act relating to
the benefits of restructuring inuring primarily to business customers. 1 also do not find
any language suggesting that an cxpansion of universal service benefits for residential
customers was the guid pro quo for this alleged benefit to business customers. In fact, in
several places, the Competition Act specifically states that competition is intended to

benefit all rate classes. For example:

This Commonwealth must begin the transition from regulation to greater
competition in the electricity generation market to benefit all classes of
customers and to protect this Commonwealth's ability to compete in the
national and international marketplace for industry and jobs. (§2802(7),
cmphasis added)

The Commission shall require that restructuring of the electric utility industry
be implemented in a manner that does not unreasonably discriminate against
one customer class to the benefit of another. (§2804(7))

Finally, 1 should also note that the percentage of customers who shop is not a reliable
indicator of which customers are benefiting from industry restructuring. Even if
residential and small commercial customers continue to take service from their EDCs
through default service rates, they benefit from competition for default supply at the
wholesale level. Under the Commission’s final form default service regulations, such

service must be competitively procured and supplied at prevailing market prices.

Thus, Mr. Colton’s argument that businesses somehow disproportionately benefit from

industry restructuring is simply wrong.

Mr, Colton refers to PPL’s Sustainable Development Program (“SDP”) as an
cxample of a benefit that is available only to business customers but that is paid for
by all ratepayers, including residential customers. Is his example relevant for
universal service cost funding?

[ do not believe so. Utilities will often provide ratc discounts or other benefits for
“economic development” programs in order to expand their business bases to more
cfficiently use the distribution systems and thereby reduce the rates for all customers. In
that way, the programs provide a hard economic benefit to all rate classes. Therefore, it is

common that regulators require all ratcpayers to contribute to the cost of the discounts.
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If PPL cannot demonstrate that the additional load that it obtains (or retains) as a result of
the Sustainablc Development Program lowers the rates for all customer classes, the

program should not be funded by ratepayers, either business or residential.

Does this conclude your rebuttal testimony?

Yes 1t does.
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PPL-OSBA-I-1

Interrogatories of the
PPL Electric Utilities Corporation to
Office of Small Business Advocate
Docket No. R-00072155

Reference page 7, lines 3-6. Provide all empirical evidence relied upon to support the
claim that it takes more poles, more transformers and more feet of conductor to serve
one hundred 5 kW custémers than to serve five 100 kW customers.

Response:

I.

Mr. Knecht has not prepared any quantitative analysis of PPL Electric’s
distribution system. The referenced statement is based on the following
logic. The number of poles and transformers, as well as conductor
footage, are related to load density. It is unarguable that it requires more
distribution equipment to serve 500 kW of load in a tight geographic
location than to serve 500 kW of load spread out over a rural area.

Thus, larger customers have proportionately less cost responsibility for
distribution equipment for two reasons. First, simply by having a higher
load in a single location, larger customers contribute less per kW to
distribution cost causation than geographically separate smaller customers.

By definition, a single load is more geographically dense than multiple
loads. Second, larger business customers tend to be more concentrated
than smaller residential customers, particularly in suburban and rural
areas. PPL Electric confirms this statement for its service territory, in its
responses to QCA-V-16 and OCA-V-17. Because the smaller residential
customers tend to be more rural and therefore in lower load density areas,
they contribute more per kW of demand to distribution cost causation than
larger business customers.

Finally, Mr. Knecht has participated in only one rate proceeding in which
an electric distribution company prepared an analysis that directly
assigned individual distribution system components to the customers
served by each component, and then using a sampling methodology. The
results of that utility’s “component analysis methodology” resulted in a
significantly higher percentage of both primary and secondary distribution
system costs being assigned to smaller residential customers than to larger
commercial customers than was the case under a traditional “minimum
system” approach.

Sce Aquila Networks Canada Application No. 1250392, before the
Alberta Energy & Utilities Board, 2002. The methodology was generally
approved by the AEUB at Decision 2003-019.

Witness: Robert D. Knecht



D. A. Krall

PPL Electric Utilities Corporation
Response to Interrogatories of the
Office of Consumer Advocate, Set V,
Dated May 21, 2007
' Docket No. R-00072155

Q.16. For questions 16-18, a square mile means about a square mile. The exact

A.16.

locations of the requested square mile areas are not expected to be specified,
but are left to the discretion of the responder, who is presumably familiar
enough with PPL's service territory to distinguish in his/her own mind, which
parts of PPL’s area are typical, densely populated and sparsely populated. The
description sought includes the types of customers to be found in the requested
areas, and their numbers (ordinal, relative share, or a comparison to the
customer makeup found in the other areas requested, will suffice), and a
description of the kinds of distribution plant that would typify each area. Please
describe anecdotally the typical PPL customer base and PPL facilities located in
a typical square mile of service territory.

The Company’s service territory covers approximately 10,000 square miles and
is comprised of areas that can be described as urban (the most densely
populated areas including, for example, the cities of Allentown, Harrisburg, and
Scranton}, suburban (such as the townships and boroughs immediately adjacent
to the aforementioned cities), and rural (the least densely populated areas
including farmland and state game lands). As of December 31, 2006, PPL
Electric served a total of 1,377,750 customers; therefore, a typical square mile
would include about 138 customers. Such an environment would be more rural
than suburban and generally would consist of primarily residential customers.
The Company's distribution facilities typically would consist of poles and
overhead distribution conductors, pole-mounted transformers, overhead service
drops, and meters. Facilities typically would follow a radial rather than a

network configuration.



D. A Krall

PPL Electric Utilities Corporation
Response to Interrogatories of the
Office of Consumer Advocate, Set V,
Dated May 21, 2007
Docket No. R-00072155

Q.17. Please describe anecdotally the PPL customer base and PPL's facilities in a

A7,

square mile of the most densely populated portion of PPL’s service territory.

The most densely populated portions of PPL Electric’s service territory are
urban areas typified by, for example, the cities of Allentown, Harrisburg, and
Scranton. Such areas would exhibit a mix of residential, commercial, and
industrial customers. The Company’s distribution facilities are likely to include a
mix of overhead and underground equipment connected in a network
configuration.  Premises are likely to include apartment buildings and
commercial space that house multiple customers and multiple metered services.
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SURREBUTTAL TESTIMONY OF ROBERT D. KNECHT

Introduction and Overview

Mr. Knecht, pleasec state your name and briefly describe your qualifications.

My name is Robert D. Knecht. | submitted direct and rebuttal testimony earlier in this
proceeding on behalf of the Pennsylvania Office of Small Business Advocate (“OSBA™).

My qualifications were attached as Exhibit 1Ec-1 to my direct testimony.

What is the purpose of this testimony?

This testimony has two components. First, in its rcbuttal filing, PPL Electric Utilities
Corporation (“PPL" or “the Company”) revised its original filing with respect to the
overall revenue requirement, the revenuc allocation among the various rate classes, and
the proposed rates for cach class of customers. This surrebuttal testimony therefore
updates my direct testimony to respond to PPL’s revised proposals. Second, I address the
critiques of my dircct testimony presented in the rebuttal testimony of the following

witnesses:

e Pcnnsylvania Office of Consumer Advocate (*OCA™) witness Mr. Richard A.

Galligan, regarding cost allocation methodological issues;

o PP&L Industrial Customcr Alliance (“PPLICA™) witness Mr. Stephen J. Baron,

regarding revenue allocation issues;

s PPL witness Mr. Oliver G. Kasper, with respect to the implications of PPL’s proposed

rate design for the GH-1 and GS-3 classes;

e PPL witness Mr. Douglas A. Krall with respect to revenue allocation, scaleback

mcthodology, and PPL’s proposed Energy Efficiency Rider (“EER™).

How is your surrcbuttal testimony organized?

Section 2 addresses PPL’s revised revenue allocation proposal, and responds to Mr.
Krall’'s observations regarding my proposed “ditferential scaleback” methodology.
Scction 3 addresses Mr. Galligan’s rcbuttal testimony regarding the cost allocation

methodology. Secction 4 explains why Mr. Baron’s rebuttal to my direct testimony is
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moot, in light of PPL’s revised revenue allocation proposal. Scction 5 addresses
customer migration issues involving the GH-1 and GS-3 rate classes. Section 6 responds

to Mr. Krall’s assertions regarding the EER proposal.

PPL’s Revised Revenue Allocation Proposal
Please summarize the key changes to its original filing that PPL presented in its
rebuttal testimony.

PPL’s revised filing contains the following basic changes:
* PPL reduced its proposed revenue increase from $83.5 million to $77.0 million.

e Of this $6.5 million reduction in the revenuc requirement, approximately $3.0 million
is related to an upward restatement of current revenues. This $3.0 million increase in
current revenues resulted from (a) sctting current ratcs to be consistent with the
settlement of the remand phase of PPL’s last base rates proceeding (Docket No. R-

00049255), and (b) updating the revenue annualization calculations.

e The remaining $3.5 million reduction results from PPL’s proposed changes to
depreciation and amortization expenses, as well as a modest reduction in working
capital rate base. These decreases are partially offset by a proposed increase in the

allowed rate of return from 8.36 percent to 8.43 percent.

¢ PPL updated its cost of service study (“COSS") at both the current and the new
proposed rates, reflecting the aforementioned cost and revenue changes. This study is

prescented in Exhibit IMK-2A Revised.

¢ PPL modified its revenuc allocation proposal to reflect the changes in current
revenues, while maintaining its philosophy of trying to move all rate classes about

halfway toward cost-based rates using the indexed rate of return metric.

o PPL modified the specifics of its proposed rate design to reflect the revised revenue
allocation proposal, although the rate design philosophy remains consistent with its

original filing.

a2
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Please comment on PPL’s revised COSS analysis.

It is my understanding that PPL intended to apply the same COSS methodology in its
rebuttal filing as it did in its original filing, adjusted only for the changes to its proposed
revenue requirement and to reflect rates that go into effect as a result of the settiement of

the remand phase of PPL’s last base rates proceeding,.

Unfortunately, it appears that PPL made an inadvertent error in its COSS analysis.
Exhibit IMK-2A (Revised) classifies all services costs as customer-related, whereas both
Exhibit JMK-2 and Exhibit JMK-2A classified services costs as partly demand-related
and partly customer-related. This error results in an over-allocation of costs to Rates RS
and GS-1, and an under-allocation of costs to Rates RTS, GS-3 and GH. No other classes

should be affected by this error, because services costs are related only to those five

classes.

At this stage of this proceeding, | do not have sufficient time to prepare a full COSS
analysis to correct this error. However, my calculations indicate that correcting this error
will have only relatively modest implications for allocating the revenue increase among
the rate classes in this proceeding. This testimony therefore addresses PPL’s COSS
figures as reported. | recognize that the COSS will need to be corrected in PPL’s

compliance filing, if the Commission chooses to rely on it for revenue allocation.

Please comment on PPL’s revised revenue allocation proposal.

PPL’s revised revenue allocation proposal is conceptually similar to that in its original
filing, in that it proposes to move rates approximately halfway toward allocated costs. To
measure progress toward cost-based rates, PPL continues to rely on the indexed (or
relative) rate of return metric. For example, at current rates, Exhibit JMK-2A (Revised)
indicates that the GS-1 rate class exhibits an indexed rate of return of 198 percent.' At
PPL’s proposed rates, the GS-1 indexed rate of retumn is 150 percent. Because an indexed

rate of return of 100 percent implies revenues that are exactly equal to allocated costs,

' The indexcd rate of return metric is calculated as the ratio of a class’s rate of return to the system average rate of
returnl. For GS-1, the class rate of return at current rales is 12.6 percent, compared to system average 6.35 percent,
yielding a 1.98 or 198 percent indexed rate of return (12.6% divided by 6.35% = 1.98).
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PPL’s proposal moves the GS-1 class about halfway, going from 198 percent to 150

5
percent.”

In addition to its cost criteria, PPL’s proposal incorporates the principle of rate
gradualism, by constraining the percentage increases for rate classes to be no more than

twice the system average increase,

The primary change in PPL’s proposal is that the “current rates” starting point for
calculating indexed rates of return is different. The adjusted current rates are now based
on the scttlement in the remand phase of PPL’s last base rates proceeding. As I explained
in my direct testimony, some of the rate adjustments that PPL proposed in its filing in z4is
proceeding were achieved in the remand phase of the /ast proceeding, particularly for
some large industrial rate classes. Therefore, the rate reductions that PPL had proposed
in its direct testimony for some large industrial classes, notably Rates LP-5 and LP-6, are

significantly adjusted in the Company’s rebuttal filing.

Table IEc-S1 below shows the differences in the proposed rate increases for all of PPL’s

rate classes, between PPL’s original filing and the rebuttal proposal.

In addition to the reductions in the proposed rate decreases for LP-5 and LP-6, Table [Ec-
S2 demonstrates that PPL now proposes to assign a lower rate increase to the GS-1 class.
As I noted in my direct testimony, in PPL’s original filing the GS-1 class made the least
progress toward cost-based rates of all of the major distribution rate classes. PPL has

presented a more balanced proposal in its rebuttal testimony.

Note also that PPL’s filing shows the ratc increase for the GS-3 class shifting from

positive to negative. This change is likely the result of PPL’s COSS error, which should

* Arithmetically, progress toward cost-based rates using the indexed rate of return is measured as the ratio of the
changg in the indexed rate of return between current and proposed rates to the difference between the current-rates
indexcd rate of return and one hundred percent. For example, suppose a rate class has an indexed rate of return at
current rates of 160%. To completely gel to cost-based rates, that class needs to reduce its indexed rate of return by
60% (i.c., the 160% minus 100%). Suppose further that the class exhibits an indexed rate of return at proposed rates
of 145 percent. That class will exhibit progress that is equal 1o the change in the indexed rate of return of 15%
(160%-145%) divided by the 60% change needed to achieve cost-based rates. The progress in this cxample is
therefore 25% (15/% divided by 60%).



1 be corrected. However, my calculations indicate that correcting PPL’s error would result

2 in the need for only a rclatively modest adjustment to its revenue allocation proposal for
3 (GS-3 customers. I estimate that if the GS-3 rate increase werc set back to PPL’s original
4 proposal, at about a $600,000 rate increase rather than the $900,000 decrease, the
5 progress toward cost-based rates would be consistent with PPL’s goal to move rates
6 halfway to allocated cost,
Table 1Ec-S1
PPL Proposed Revenue Increases
5000
Original Rebuttal
Proposal Filing

RS 77,329 72,507

RTS 944 999

GS-1 845 198

GS-3 612 (932)

LP-4 (391) (339)

ISP (107) (125)

LP-5 (135) 5

IST (127) (89)

LP-6 (5) 9

LPEP (N M

ISA 6 0

GH 542 541

SL/AL 4,007 4,213

L5-S 2 0

Total 83,521 76,980

Note: Revenuce increascs include rate and other revenues.

Sources: Exhibit IMK-2A, Exhibil IMK-2A (Revised)

7 Q. In your direct testimony, Mr. Knecht, you proposed several adjustments to PPL’s
8 originally filed revenue allocation proposal, in order to reflect the revised starting
9 point revenues resulting from the settlement of the remand proceeding. Mr. Krall
10 indicates that PPL generally agrees with your findings, and that he believes that the
11 revised revenue proposal will address your concerns. Is he correct?
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While 1 continue to belicve that the indexed rate of return metric overstates

Yes he is.
progress toward cost-based rates, | belicve that PPL’s revised proposal makes reasonable
progress for all rate classes, consistent with the constraints of gradualism. | have updated
my analysis of PPL’s proposal in Exhibit [Ec-S2, Schedule A, which shows progress
toward cost-based rates using a variety of metrics. As that exhibit shows, while the
reported progress toward cost-based rates is lower using alternative metrics, the progress

is significant.

| therefore withdraw my proposal to adjust PPL’s revenue allocation proposal to reflect
the impact of adopting the remand settlement rates. 1f PPL is awarded its full proposed
increase of $77.0 million, | recommend that the Commission adopt PPL’s revenue
allocation proposal. However, I also recommend that PPL’s analysis be corrected for its

COSS crror.

To address the error, [ rccommend that the Commission approve PPL’'s revenue
allocation methodology. 1 further recommend that the Commission direct PPL to correct
the COSS error in its compliance filing, and to submit a corrected revenue allocation

proposal based on the methodology presented in its rebuttal testimony.

Suppose PPL is not awarded the full $77.0 million and that a scaleback of the
revenue allocation is required. Please describe PPL’s scaleback proposal.

PPL proposes to adopt a “modified proportional scaleback” methodology. In the normal
“proportional scaleback” methodology, cach clasﬁ’s rate increasc at the full revenue
requirement is scaled back in proportion to the reduction in the overall rate increase. For
example, supposc the Commission reduccd PPL’s proposed $77.0 million increase by
$20.0 million, to $57.0 million. Under the preportional scaleback approach, each class’s
revenue increase at the full revenue requirement would be reduced by the factor of §57.0
million divided by $77.0 million, or 74.0 percent. Under this approach, for example, the
proposed increase for the RS class would be reduced from $72.5 million to $53.7 million

{$72.5 times 74.0 percent = $53.7).

However, this approach is not reasonable in a case where rate decreases are proposed. If

the proportional scaleback is applied to a class that is assigned a ratc decrcase, that
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class’s rates will actually be higher as a rcsult of a reduction in the overall revenue
requirement. For example, if a rate class was assigned a $5.0 million rate decrease at the
full revenue requirement, it would see only a $3.7 million rate decrease after the
scalcback. Its rates would thercfore have increased by $1.3 million. Under those

conditions, an adjustment of some kind is neccssary.

In the Company’s maedified proportional scaleback, PPL proposes to give those classes
that arc assigned a rate decrease at the full revenue requirement the same dollar rate
decrease at the reduced revenue requirecment. For example if a rate class is assigned a
$5.0 million rate decrease at the full revenue requirement, it is assigned a $5.0 million
rate decrease at the reduced revenue requirement. Thercfore, classes that are imtially
assigned a rate reduction would neither benefit from nor be harmed by a reduction to the
overall revenue requirement, Under PPL’s proposal, a proportional adjustment would

then be applied to all of the other rate classes.’

Do you agree with PPL’s approach?

No. As I stated in my direct testimony, PPL’s approach will reduce the progress toward
cost-based rates that is built into the original proposal. Thus, PPL’s modified
proportional scaleback will make it much harder for the Company to achicve its goal of

sctting rates at or near allocated cost in the next base rates proceeding.

For example, as shown in Exhibit 1Ec-28, Schedule A, PPL’s proposed progress toward
cost-based rates for the GS-1 rate class at the full revenue requirement is about 49
percent, with the indexed rate of return falling from 198 percent to 150 percent.
However, if the Comimission reduces PPL’s rate increase by $20.0 million and applies
PPL’s modificd proportional scalcback, the GS-1 indexed rate of rcturn declines from
198 percent to 160 percent. Thus, rather than moving halfway toward cost-based rates,

the modified proportional scaleback reduces the progress to less than 40 percent. My

3 Under the PPL modified proportional scaleback. the percentage adjustment factor would be calculated only for
those rale classes that do not face a rate increase. Thus, the total rate increase for classes with no decreascs is $78.5
million, and the adjustment factor would be ($78.5 - $20.0)/$78.5 = 74.5%.
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analysis of the implications of PPL’s modified proportional scaleback proposal for all rate

classes is shown in Exhibit [E¢-S2, Schedule C.

Mr. Krall complains that your proposal “gives additional rate decreases to classes
that are already receiving rate decreases under the Company’s proposal.” He also
indicates that, under the mechanics of the proposal, residential customers “will pay
a greater percentage of the rate increase as the total increase is reduced.” Please
comment on his arguments?

Mr. Krall’s rebuttal testimony fails to recognize PPL’s basic goal of revenue allocation
that is laid out in his dircct testimony. In his direct testimony, Mr. Krall indicates that it
is PPL’s goal to move rate class revenues into line with allocated costs in two rate
proccedings, including this one.  Thus, when cvaluating alternative scaleback
methodologies, it is important to assess whether the approach is consistent with PPL’s
overall goal. Ncither of Mr. Krall’s calculations addresses this issue, nor does either

calculation provide a credible reason for rejecting my proposal.

Let me turn to Mr. Krall’s first observation. While it is arithmetically true that my
proposal would assign a larger rate decrease to thosc rate classes that are originally
assigned a rate decrease, there is no reason why that should not be the case. At PPL’s full
revenue requirement proposal, each class’s rate increase or decreasc is based on the costs
allocated to it under the full revenue requirement. If PPL were to re-simulate its COSS
model for, say, a lower ratc of retum, the costs allocated to each rate class will decline,
including the costs allocated to the rate classes that are assigned a rate decrease. Under
my proposal, that cost reduction will be reflected in lower rates for all rate classes.’*
Under PPL’s proposal, the classes who are assigned a rate decrease will recognize none
of the benefits of the lower allocated costs in their rates. PPL’s proposal is therefore not

consistent with either cost causation or with the principle of fairness.

Turning to Mr. Krall’s sccond observation, he is again arithmetically correct that my

proposal will result in the residential class bearing an increascd share of the overall rate

* As a technical matter, I exclude the ISA rate class from the adjustment. As Mr. Krall westifies, that class is subject
to contract rates.
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incrcase. However, there is nothing magical about each class’s share of the rate increase.
PPL did not originally develop cach class’s rate increase by looking at the class sharc of
the overall incrcase. PPL developed its proposal based on the goal of moving rates
halfivay toward allocated costs. Each class’s share of the increase is not an input to that
calculation; it is an output of the calculation. Had PPL proposed a lower overall revenue
requirement in its original filing, its own goals would have required it to assign a larger

share of the overall increase to the residential class.

My differential scaleback approach is thercfore designed to better approximate what
PPL's own mecthodology would have achieved had the Company proposed the lower
revenue requirement. The PPL modified proportional scaleback methodology, by

contrast, fails to accomplish PPL’s stated goals.

Can you update the example in your direct testimony of how the differential
scaleback mechanism would work?

My calculations are presented in Exhibit IEc-2S, Schedule B. In that example, I assume
(for illustrative purposes) that PPL’s revenue increase is reduced by $20.0 million, from
$77.0 million to $57.0 million. As shown in the cxhibit, the effect of such a dollar
reduction would reducc the system-wide average percentage increase from 11.4 percent to

8.4 pereent, a reduction of 3.0 percent.

To implement the differcntial scaleback, 1 then apply that 3.0 percent reduction to each
class’s proposed increase at the full revenue requirement. For cxample, the RS class
increasc of 17.4 percent is reduced to 14.4 percent, and the GS-1 rate increasc is reduced
from +0.3 percent to -2.7 percent.  All classes therefore share in the reduction on a

comparablc basis.

Note also that my approach retains much of the progress toward cost-based rates that was
present in PPL’s original proposal. For example, under PPL’s full requirements proposal,
the GS-1 indexed rate of return drops from 198 percent to 150 percent implying progress
of 49 percent. Under PPL’s modified proportional scaleback, as I noted earlier, the
reduction in GS-1 indexed rate of return is from 198 percent to 160 percent, or about 39

percent progress. Under the differential scaleback, the GS-1 indexed rate of return drops




s L 2

~ S A

from 198 percent to 153 percent, thereby retaining most of the progress that was built into

PPL's original proposal,

Cost Allocation Methodology; OCA Witness Galligan

Mr. Galligan begins his rebuttal testimony by asserting that you support PPL’s
distribution cost classification approach, that “is based on the assumption that
roughly 60 percent of PPL’s lines, poles, and transformer distribution plant and
related costs are incurred to provide a ‘connection service’ and allocates these costs
on a customer basis.” Is his assertion correct?

No it is not. First, Mr. Galligan has his numbers wrong. PPL’s distribution plant is
classified as approximately 40 percent customer-related, not 60 percent customer-related
as Mr. Galligan testifies.” Second, my cost classification recommendations are not based
on the assumption that PPL provides a “connection service.” It is my testimony that PPL
needs to connect every customer to the system to provide service, and that therefore a
portion of the costs are causally related to the number of customers attached to the
system. Third, the customer component in PPL’s methodology is not assumed. It is

calculated using a generally accepted cost classification methodology.

Mr. Galligan asserts that the NARUC Electricity Cost Allocation Manual (“the
Manual”®) does not require that distribution costs be classified with a customer
component. Is his testimony accurate?

No it is not. As a general rule, the Manual is rcasonably careful to lay out the various
methodologics in use for allocating all types of elcctric utility costs, including generation,
transmission, and distribution costs. However, regarding the specific distribution cost
classification methodologies that are in use, the Manual makes a specific conclusion with
respect to cost classification.  As the quote presented in Mr. Baron’s rebuttal testimony
indicates, the Manual asserts that distribution costs should be classified into both
demand-related and customer-related components, and that the utility must develop a

mcthod for classifying costs into thosc categories.

5 I substation costs are excluded, the customer component is approximately 45 percent of distribution costs. 1t is
possible that Mr, Galligan was referring o secondary distribution costs, although his testimony does not say so.
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Mr. Galligan asserts that the Manual provides for classification of distribution costs
as partly energy-related, in addition to demand-related and customer-related. Can
you comment on his assertion?

As shown in the attachment to Mr. Baron's rebuttal testimony (Exhibit SIB-1R), the
Manual contains a full chapter regarding the classification and allocation of distribution
costs in an embedded cost allocation study. That chapter indicates clearly that costs
should be classified into demand and customer-related components. It also indicates that
demand-related costs should be allocated using peak demand allocators. The chapter

itself does not recognize any form of energy-classification for distribution costs.

However, Mr. Galligan is technically correct that the Manual’s summary chapters do
suggest that distribution costs may be partially energy-related. The only justification for

such a classification approach that 1 can locate in the Manual is the following:

The costs of transmission and subtransmission are generally considered fixed
costs that do not vary with the quantity of energy transmitted. Flowever, to the
extent that transmission investment enables a utility 1o avoid line losses, some
portion of transmission may be classified as energy related. . . . The costs of
electric distribution systems are affected primarily by demand and by the
number of customers. As in transmission, it may be possible to identify some
energy component of the cost.®

Note, of course, that this quote also confirms the Manual’s conclusion that some
distribution costs should be classificd as customer-related. Moreover, the Manual
confirms that the “primary” cost classifications are demand-related and customer-related.
In contrast, the Manual provides no justification for the very large energy component of

distribution costs that Mr. Galligan advocates.

Mr. Galligan indicates, “The NARUC Manual includes the customer classification
of costs that Messrs. Knecht, Baron and Kincel prefer, as well as the energy
classification that I advocate, in its discussion of major costing methodologies.” Is

Mr. Galligan’s Peak-and-Average (“P&A”) methodology consistent with the

¢ “Llectric Utility Cost Allocation Manual,” National Association of Regulatory Utility Commissioners, 1992, page
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Manual’s reference to setting an encrgy component of costs based on avoiding line

losses?

No 1t is not.

First, Mr. Galligan’s P&A approach has no customer component, as the Manual specifies.
While I do not advocate it, it would certainly be possible to classify PPL’s distribution
costs into a customer component and a demand component, and then allocate the demand
component using an allocator that reflects both demand and energy. This approach would
then be consistent with the Manual’s conclusion that distribution system costs do contain

a customer component. Mr. Galligan has not adopted this approach.

Second, unlike the Manual, the P&A methodology is not grounded in the idea of avoided
line losses. Mr. Galligan indicates that the P&A approach is based on the idea that no
customer would take service without receiving cnergy. As [ discussed in my rebuttal
testimony, that idca is not consistent with the principle of cost causation. It is also not
consistent with the Manual’s hypothesis that any encrgy component of distribution costs

should be related to avoided line lossces.

Third, neither PPL nor Mr. Galligan has preparcd any analysis that shows what the
avoided energy costs associated with the hypothetical savings in line losses are, if any.
Mr. Galligan arbitrarily assumes that 50 percent of the distribution costs arc energy-
related. He has made no showing that any costs are related to avoiding line losses, much

less 50 percent of all distribution system costs.

Fourth, cven if an energy component of distribution could be determined, Mr. Galligan’s
energy allocator would not be the correct allocation method. In the P&A approach, Mr.
Galligan uses an annual energy allocator for assigning energy-related costs. When
applicd to the costs that are associated with avoiding line losses costs, Mr. Galligan’s
allocator would assume that a reduction in losses in a peak hour has the same valuc as a
reduction in losses in an off-peak hour. This assumption is incorrect for two rcasons.
First, linc loss rates tend to be higher during peak periods, implying that any reductions in
line losses would have a greater impact on peak demands. Second, the value of line loss

encrgy savings arc higher during peak periods, because the market price for energy is

12
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higher during peak periods. If Mr. Galligan were to follow the Manual’s suggestion and
develop an energy component of distribution costs based on avoided line losses, he would
then nced to develop a time-of-usc energy allocator to reflect the value of those savings

during different time periods. Mr. Galligan has made no such calculations.

For those reasons, 1 conclude that the Manual is in no way consistent with Mr. Galligan’s

proposcd approach.

Is Mr. Galligan’s P& A method recognized by the Manual as a standard method for
classifying and allocating distribution costs?

No it is not.

Has Mr. Galligan provided any evidence from Professor Bonbright’s text that
explicitly supports the use of a P&A allocator?

No he has not.

Mr. Galligan also provides a quotation from Gas Rate Fundamentals in support of

his assertion that only meters and services costs are customer-related, and that no
part of the distribution system is cutomer-related. Can you comment on this
reference?

Mr. Galligan’s reliance on the AGA text is misplaced, because that text explicitly rejects
his conclusion that distribution costs have no customer component. Simply adding the

next sentence from that text to Mr. Galligan’s quote yields the following:

The closer a plant item (e.g., a meter and service line) is located to a customer
the more that particular item is related to the specific requirements of that
customer, Thus, the customer component of distribution costs reflects the
theoretical distribution system that would be needed to serve customers at
nominal or minimal load conditions. (cmphasis added)’

In contrast to Mr. Galligan’s asscrtion, PPL’s method is entircly consistent with setting

the customer component of distribution costs at the theoretical distribution system at

! Gas Rate Fundamentals, Fourth Edition, American Gas Association, 1987, page 136.

13
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minimal load conditions. It is Mr. Galligan’s P&A approach that is hopclessly

inconsistent with both Gas Rate Fundamentals and with the NARUC Manual.

Mr. Galligan’s rcbuttal also presents various reasons why primary distribution
costs should not be classified as customer-related, including a quote from Professor
Bonbright’s text. Can you respond to his rebuttal testimony?

First, it is important to recognize that neither PPL nor any party to this proceeding has
recommended that primary distribution system costs be classified as both customer-
related and demand-related. Therefore, Mr. Galligan’s assertions are not particularly

relevant.

Second, while Professor Bonbright’s text may not agree, it is relatively common for
clectric utilities to classify both secondary and primary system costs (excluding
substations) as both customer-related and demand-related. To interconnect all customers,
utilities will often need to extend the primary distribution system as well as the secondary
distribution system, particularly in rural areas. Therefore, it is not unreasonable to
hypothesize that primary distribution costs have a customer component as well as a
demand component. In addition, the Manual explicitly refers to developing classification

splits scparately for both primary and secondary system costs.”

Thus, in contrast to Mr. Galligan’s portrayal of it as an cxtreme approach, PPL’s
approach is a compromise approach. It recognizes that a customer component of costs
exists for the secondary distribution system, but it does not attempt to derive a customer

component in the primary system.

Can you summarize your rcasons why PPL’s cost classification methodology is
superior to Mr. Galligan’s P& A approach?

My reasons are as foilows:

¥ Sce, for example, page 93. In addition, the Manual does not state that it is necessary to segregate primary voltage

system costs from secondary voltage system costs for mintmum system calculations, except to recognize thal
substation costs are generally all demand-related.




-2

-~ o W

10
1

13
14
15

16
17
18

e

To provide service, PPL must mect its customers’ peak demands and it must
interconnect all of the customers. Distribution costs are therefore causally related to

both peak demand and the number of customers.

The authorities consistently support the classification of costs into customer-related

and demand-rclated components. These authoritics include NARUC’s “Electric

Utility Cost Allocation Manual,” AGA’s Gas Rate Fundamcntals, and Bary’s

Operational Economics of Electric Utilities. None of these authoritics supports the

P&A Mecthod.

Bonbright’s Principles of Public Utility Rates appears to oppose the classification of

costs as partly customer-related, but docs not offer a credible alternative for
embedded cost allocation. In addition, the conclusion in that text is based on a flawed
and irrelevant statistical study involving rural clectric utilities. Morcover, Professor
Bonbright admits that most utilities classify distribution costs into demand and
customer components. Finally, Professor Bonbright’s text does not support the P&A

methodology advocated by Mr. Galligan.

PPL’s mcthodology has been used for many years, it has been explicitly approved by

the Commission, and it is the basis for PPL’s proposed commercial and industrial

class rate design in this proceeding,

Revenue Allocation; PPLICA Witness Baron

Mr. Baron opposes your proposal for first dollar relief for the Rate GS-1 class,

indicating that PPL did not submit a revised revenue allocation and rate design

proposal. Please respond to Mr. Baron’s argument.

Mr. Baron’s complaint is moot. In its rebuttal filing, PPL has made a revised revenue

allocation and rate design proposal. Morcover, as PPL witness Mr. Krall suggested,

PPL’s modifications did address my concerns with respect to class revenue allocation and

the implications of the remand settlement.  As stated above, | have therefore withdrawn

my proposal for first dollar relief for the GS-1 class.

15
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Commercial Class Rate Design; PPL Witness Kasper

In your direct testimony, you concluded that some customers who are currently
served under PPL’s proposed Rate GH-1 may be eligible for lower overall utility
bills under PPL’s proposed Rate GS-3. Mr. Kasper indicates that PPL will not
make any recommendations to those customers regarding which service to choose.
Can you respond to Mr. Kasper’s rebuttal?

First, 1 note that Mr. Kasper does not dispute that some GH-1 customers may be able to
achieve lower bills under Rate GS-3. Second, 1 did not testify that PPL should make a
recommendation to GH-1 customers. [ testified that PPL should notify those customers

that they may be able to obtain lower rates under GS-3 service.

Mr. Kasper testifies that “PPL Electric would be willing to prepare rate comparisons for
all customers currently taking service on Rate Schedule GH-1 who qualify to take service
fon] Rate Schedule GS-3, to show the current rate differences based upon their prior
year’s usage.” While it appears that Mr. Kasper agrees with me, this statement is a little
ambiguous about whether PPL will actually provide the results of its analysis to the GH-1
customers. It is my understanding that PPL has an obligation to reasonably inform its
customers of their options with respect to taking service under alternative tariffs. I
therefore recommend that the Commission direct PPL to provide the results of its analysis

to the GH-1 customers, if PPL does not agree to do so voluntarily.

Mr. Kasper testifies that the PPL revenue requirement should be increased by the
$670,000 in revenue loss associated with customers converting to GS-3 from GH-1
service. Do you agree with Mr, Kasper’s recommendation?

No [ do not, for two reasons.

First, my recommendations regarding notifying customers were based on PPL's proposed
rates, not my proposed rates. PPL was presumably aware when it prepared its filing that
it was proposing distribution rates for GH-1 customers that exceeded GS-3 rates, and that

some GH-1 customers may be able to achieve lower overall bills by switching, It

16
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therefore had ample opportunity to evaluate the potential customer migration from GH-1

to GS-3 service.

Second, I am advised by counsel that PPL has the burden of proof with respect to
justifying its revenue requirement. For PPL to claim that it is entitled to additional
revenue related to customer migration, the Company must provide reasonable evidence
about how many customers and how much load would switch. PPL has made no such

demonstration.

Why is Mr. Kasper’s calculation of lost revenue of $670,000 not a reasonable
calculation of the impact?

Mr. Kasper’s $670,000 figure is substantially overstated for two reasons. First, Mr.
Kasper’s calculation is based on the assumption that the entire GH-1 load would convert

to GS-3 service. This assumption is unsubstantiated for the following reasons:

o It is inconsistent with Mr, Kasper’s own testimony, since he indicates that only GH-1
customers with polyphasc service will be allowed to convert to GS-3. Mr. Kasper
provides no evidence about the magnitude of the GH-1 load that currently takes single

versus polyphase service.

e Mr. Kasper indicates that “TOD” GH-1 customers will not be eligible for GS-3 TOD
service. Therefore, GH-1 TOD customers may be better off staying on PPL’s
proposcd GH-1 TOD service than by converting to regular GS-3 service. Mr. Kasper
provides no analysis of the impact of this effect on cach customer’s decision as to

whether to migratc.

e Even if they face higher distribution rates, some GH-1 customers are likely to be able
to obtain lower overall bills under GH-1 service relative to GS-3, due to differences in

the electricity supply charges.” Mr. Kasper provides no analysis of the differences in
pp

® These charges include PPL’s Energy & Capacity charges, the Competitive Transition charges, and the Intangible
Transition charges. As I demonstrate in my direct testimony, the average electricity supply rates for G8-3 and GH-1
service are about the same. owever, because the tariff design for GH-1 is very different from GS8-3, there are likely
to be much larger differences for individual customers.
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clectricity supply rates that would also affect each customer’s decision about whether

to migrate to GS-3 service.

Second, Mr. Kasper appcars to have used the wrong demand charges in his analysis, in
that he used the demand charges as proposed in PPL’s original filing. Mr. Kasper’s
updated ratc design proposal would result in a lower lost revenue figure, cven if total

customer migration were assumed.

For that reason, 1 do not agree that PPL has met its burden of proof with respect to this

particular revenue requirement item.

Energy Efficiency Rider (“EER”); PPL Witness Krall

In your direct testimony, you recommended that the Commission “limit (EER]
recovery to the $2.7 million identified by PPL in this proceeding, by cither including
these costs in basc rates on a non-recconcilable basis or by setting a cap on the
reconcilable amounts.,” Mr. Krall indicates that such a proposal “might be
appropriate if the scope of consumer education and programs were fully known.”

Is his critique reasonable?

I do not believe so. In fact, it is exactly because the scope of potential activities is not
known that a cap should be sct on the EER amount. Without such a cap, the Commission

would be faced with two unpleasant alternatives.

The first alternative is that PPL would be granted a blank check for pursuing whatever
“encrgy cfficiency” programs that it wanted to undertake. As PPL has an ecconomic
disincentive to reducc encrgy consumption, I expect that, without oversight, PPL. would
be sorely tempted to focus on programs that provided public relations or other bencfits to
itself and its affiliatcs. For the reasons stated in my direct testimony, providing PPL with
a capped amount of ratepayer funds to engage in vaguely-defined energy efficiency
programs is alrcady suspect. Eliminating rcgulatory controls cntircly could result in

signiticant waste.

The second alternative is that the Commission establishes an expensive and intrusive

reconciliation review process, to ensure that the EER costs are prudently incurred. Such a
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process would necessarily be litigious and costly. Also, it would likely provide a forum
for various parties to provide a wide range of energy efficiency proposals, and for other
parties to voice all of their complaints about PPL’s choices. In light of the relatively
small magnitude of the costs involved, 1 do not believe this approach would be cost-

cftective.

In my view, the efficacy of PPL’s efforts should be evaluated in PPL’s next base ratcs
case. Combined with a cap on the overall spending amount that is included in rates, this
approach will provide much better incentives for PPL to operate these programs

cffectively and efficiently.

Mr. Krall indicates that the EER program targeted at RTS customers may
potentially help commercial customers, and that the RTS program comprises only
16 percent of the estimated $2.7 million in costs. Are those reasons sufficient to
reject your recommendation that an EER program, if approved by the Commission,
be rate class specific?

[ do not believe so, for three reasons.

First, | note that PPL proposes to assign the EER to the RS, RTS, RTD, and GS-1 rate
classcs as a percentage of distribution revenucs. According to page 6 of Attachment | to
PPL Rebuttal Statement No. 7-R, PPL intends to charge GS-1 customers with $471,000,
or 16.6 percent of the $2.857 million estimated EER costs (including GRT). According
to Exhibit JMK-2A Revised, GS-1 customers are responsible for 12.3 percent of the
cnergy, 10.8 percent of the system pcak demand and 10.8 percent of the number of
customers for the RS, RTS, RTD, and GS-1 rate class group. Thus, to support his
proposal, Mr. Krall necds to demonstrate why the commecrcial customers should be

disproportionately paying for these programs. He provides no such evidence.

Second, PPL’s programs are not defined particularly well at this stage. While Mr. Krall
may opine that the “Time-of-Use Pricing for Residential Thermal Storage Customcrs
Program” will somchow benefit commercial customers, he makes no specific analysis of
what that benefit will be, or how much of it could possibly relate to commercial

customers. Absent any better cvidence, it must be concluded that a program so entitled
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will benefit RTS customers almost exclusively. | note also that, under any cost allocation
study filed in this procceding, RTS customers are already receiving substantial subsidies

from the business rate classes, particularly from the GS-1 class. There is no need to

‘exacerbate that problem with the EER.

Third, PPL has made no effort to cvaluate whether EER programs would be as effective
for commercial customers as they are for rcsidential customers. In some ways,
commercial customers are less flexible than residential customers, particularly with
respect to reducing on-pcak demands. For example, set-back thermostats may be
cffective in reducing residential class heating and cooling during peak periods of the day,
when many residential customers are out of the house. However, many small business
customers may not find it practical to adjust their thermostats during normal business
hours, sincc the effect will be to make their customers and/or their employees
uncomfortable. Thus, depending on the program, small business customers could end up

paying for programs that are of no benefit to them.

For those reasons, 1 retain my conclusion that, if the Commission determinces that an EER

is in the public interest, it be made specific to each rate class.

Does this conclude your surrebuttal testimony?

Yes it does.
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Exhibit [Ec-18, Schedule A
PPL Distribution Revenue Allocation Proposal: Exhibit JMK-2A {Revised)
] f [ | | I | i
1 Total | RS | RTS G511 GS-3 | LP4 ISP LP-5 IST LP-6 LPEP I5A GH SUAL | L5S

Current Rates {Remand Proceeding) I |
I t

Toltal Revenues 676,582 416,704 4,630 78,035 115,930 | 30,988 1,880 1,389 615 36 360 547 6.773 18,658 ] 7
|

O&M Expenses 339,648 245,002 5,213 27,397 35,825 | 9.614 483 437 100 36 88 23 2.633 12,785 12
f

Dep'n/Amontization 109.647 73.038 1,987 10.058 14,296 | 3,582 179 323 85 30 57 20 1,136 4,845 10
|

Total Taxes 98,916 43,450 {1,232)] 17.756 28,3551 7,690 530 253 185 {15) 98 223 1,262 356 7
|

Return 128,371 55,214 (1,338 22,823 I7.454 | 10,102 638 376 245 (15) 117 283 1,742 572 8

Total Cost 676,582 471,312 11.449 57.262 80,178 | 21,260 1,064 1,057 261 98 241 50 5,990 28,529 33
I

Rate Base 2,020,327 | 1,335,498 374i3 181,070 282,895 | 75,577 3,830 3,070 818 292 819 i89 20,699 78.063 94
+

Rate of Return 6.35% 4.13% -3.58% 12.60%| . 13.24%} 13.37% 17.96% 12.25% 29.95% -5.14% 14.29% 148.74% 8.42% 0.86% 8.51%
1

Indexed RoR 100.0% 65.1% -56.3% 198.4% 208.4%| 2104% 282.7% 192.8% 471.4% -B0.8% 224.8%| 2356.6% 132.5% 13.5% 133.9%

Normalized R/IC Ratio 100.0% 88.9% 40.1% 135.4% 141.9%1 142.9% i72.8% 131.8% 235.4% 37.6% 148.2% 1072.3% 111.4% 70.5% i11.8%

Difterential RoR 0.00% -2.22% -9.93% 6.25% 6.89%] 7.01% 11.61% 5.89% 23.60% -11.49% 7.93% 143.38% 2.06% -5,49% 2.16%

Subsidy - {54,408) (6.819) 20.773 35,752 § 9,728 816 332 354 (62) 119 497 783 (7.871) 4
|

PPL Proposed Rates |
|

Total Revenues 753,562 489,211 5,629 78,233 114,998 | 30,649 1,755 1,394 526 45 353 547 7,314 22,871 37

Total Revenue lncr. 76,980 72,507 599 198 (932} {339) {125} 5 {89) 9 {7) - 541 4,213 -

Percent Revenue Incr. 11.4% 17.4% 21.6% 0.3% -0.8%] -11% 5.6% 0.4% -14.5% 25.0% -1.9% 0.0% 8.0% 22.6% 0.0%
|

O&M Expenses 340,264 245,572 5,215 27,423 35,840 | 8,615 483 438 100 36 88 23 2634 12,785 12
i

Dep'n/Amortization 109,647 73,038 1.987 10,059 14,296 1 3.582 179 323 85 30 57 20 1,136 4,845 i0
|

Total Taxes 133.339 75,856 (782) 17.843 27,943 | 7,540 474 254 144 {12) 94 221 1,505 2,252 7
|

Return 170,312 94,745 791 22,908 36,819 9,912 619 379 197 9 114 283 203%]  2983] &

Total Cost 753.562 521,949 12,870 64,203 91.007 | 24,130 1,211 1,473 291 107 270 57 6,774 29.463 37
|

Rate Base 2,020,327 | 1,335,498 37,413 181.070 282,895 | 75,577 3.830 3,070 818 292 819 189 20,699 78,062 94
{

Rate of Return B.43% 7.09% -2.11% 12.65% 13.05%; 13.12% 16.76% 12.35% 24.08% -3.08% 13.92% 149.74% 9.85% 3.83% 8.51%
|

Indexed RoR i00.0% 84.2% -25.1% 150.1% 154.8%! 155.6% 191.7% 146.4% 285.7% -36.6% 165.1%|  1776.2% 116.9% 454% 101.0%

Revenue/Cost Ratio 100.0% 83.7% 43.7% 121.9% 126.4%! 126.8% 144.9% 118.8% 180.8% 42.2% 130.5% 962.8% 108.0% 77.6% 100.4%

Differential RoR 0.00% -1.34% -10.54% 4.22% 4.62%} 4.69% 7.73% 3.92% 15.65% -11.51% 5.49% 141.31% 1.42% -4.60% 0.08%

Subsidy - (32,738} {7.241) 14,030 23,991 | 6,499 544 221 235 (62) 83 480 540 {6.592) 0
|

Progress Toward Cosi-Based Rates |

Indexed RoR 55% 20% 48% 49% 50% 50% 50% 50% 24% 48% 26% 48% 37% 97%

Normalized R/C Ratio 43% 6% 38% 7% 7% 38% 41% 40% % 3% 11% 0% 24% 97%

Differential RoR 40% 6% 32% I3% 33% 3% 34ﬂ 34% 0% 3i1% 1% % 16% 98%!

Subsidy 40% £% 32% 33%l 33% 33% 4%I 34% 0% 3% 1% 1% 16% 96%
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Industriat Economics, incorporated Docket No, R-00072155

Exhibit |IEc-18, Schedule B
PPL Distribution Revenue Allocation Proposal: lEc Scaleback Proposal
| | .
| Total | RS RTS G5-1 GS-3 LP4 ISP LP-5 IST LP-6 LPEP I1SA GH SL/AL L5-8

Current Rates (Remand Proceeding

Total Revenues 676,582 416,704 4,630 78,035 115,930 30,988 1,880 1,389 615 36 360 547 6,773 18,658 37
0O&M Expenses 339,648 245,002 5,213 27.397 35,825 9.614 483 437 100 36 g8 23 2.633 12,785 12
Dep'n/Amortization 109.647 73,038 1.987 10,059 14,296 3,582 179 323 85 30 97 20 1.136 4,845 10
Total Taxes 98,916 43,450 (1,232) 17,756 28,355 7.690 530 253 185 {15) 98 221 1,262 356 7

|

Retumn 128,371 55.214 (1,338) 22,823 37,454 10,102 688 376 245 {15) 17 283 1.742 672 8
Total Cost 676,582 471,112 11,449 57.262 80,178 21,260 1,064 1,057 281 98 241 50 5,980 26,529 33
Rate Base 2,020,327 | 1,335,498 37,413 181.070 282,895 15,577 3.830 3.070 818 292 819 189 20,699 78,063 94
Rate of Retum 6.35% 4.13% -3.58% 12.60% 13.24% 13.37% 17.96% 12.25% 29.95% -5.14% 14.29% 148.74% . 8.42% 0.86% 8.51%
Indexed RoR 100.0% 65.1% -56.3% 198.4% 208.4% 210.4% 282.7% 192.8% 471.4% -B0.8% 224.8% 2356.6% 132.5% 13.5% 133.9%
Normalized R/C Ratio 100.0% 88.8% 40.1% 136.6% 142.2% 143.4% 173.5% 133.4% 235.4% 37.6% 148.6% 1078.6% 191.7% 70.5% 111.6%
Differential RoR 0.00% -2.22% -9.93% 6.25% 6.89% - T01% 11.61% 5.89% 23.60% -11.49% 7.93% 143.38% 2.06% -5.49% 2.16%
Subsidy - (54.408) (6.819) 20,773 35,752 9.728 B16 332 354 (62) 119 497 783 (7.871) 4
IEc Scalgback Rates

PPL Revenue Increase 76,980 72,507 999 198 {932} _{339) (125) 5 (89) 9 {7} - 541 4,213 -
PPL % Revenue Incr. 11.4% 17.4% 21.6% 0.3% 0.8% -1,1% -6.6% 0.4% -14.5% 25.0% -1.9% 0.0% B.0% 22.6% 0.0%
Adjustment $ (20.000)

Adjustment Parcent -3.0% o o
 Adj. Rev. Increase % 8.4% 14.4% 18.6% -2.7% -3.8% -4.1% -9.6% -2.6% 17.4% 22.0% 4.9%7 -0 E Tl 5.0% 19.6% -3.0%
_Adi. Rev. Increase 56,980 60,179 862 2111 (4.362) {1.256) (181) (36) (107) 8 {18) - 341 3,661 (1)
Total Revenues 733,962 476,883 5492 75,924 111,568 29,732 1,689 1,353 508 44 342 547 7,114 22,319 36
O&M Expenses 339,913 245475 52151 27120 35,5895 8,618 483 430 700 36 88 23 2,634 12,785 i2
Dep’nfAmortization 109,647 73,038 1.987 10,059 14,296 3,582 179 323 85 30 57 20 1,136 4,845 10
Total Taxes 124,350 70,315 (844) 16,805 26,402 7.128 449 236 136 (12) 89 221 1415 2,004 | C 7
Retumn 159,652 88,055 (BE6) 21,940 34,978 9.405 588 365 187 (10} 108 283 1,929 2,685 7
Total Cost 733,562 508,967 12,508 61,917 88,404 23433 1.175 1129 233 104 263 35 6,575 28.713 36
Rate Base 2,020,327 | 1,335,498 37,413 181,070 282,895 75,577 3,830 3,070 818 292 818 189 20,699 78,063 94
Rate of Return 7.902% 6.59% -2.32% 12.12% 12.26% 12.44% 15.36% 11.88% 22.86% -3.28% 13.20% 149.74% 9.32% 3.44% 7.87%
Indexed ROR 100.0% 83.4% -29.3%! 153.3% 156.5% 157.5% 194.4% i50.3% 289.3% 41.5% 167.1% 1894.8% 117.9% 43.5% 99.6%
Revenue/Cost Ratio 100.0% 93.7% 43.9% 122.6% 1262% 126.9% 144.6% 119.8% 179.3% 42.3% 130.3% 594.8% 108.2% 7% 99.8%
Differential RoR 0.00% -1.31% -10.22% 4.21% 4.46% 4.54% 7.46% 3.97% 14.96% -11.19% 5.30% 141.83% 1.42% -4.46% -0.03%
Subsidy - (32,084) (7.018) 14,007 23,184 6,300 524 224 225 {60} 80 492 538 (6.394) (O
Progress Toward Cost-Based Rates

Indexed RoR ] 53% 7% 46% 48% 48% 48% 46% 49% 22% 46% 20% 45% 35% 101%
Normalized R/C Ratio 44% 6% 38% 38% 38% 39% 41% 41% 8% 38% 9% 30% 25% 101%
Differential RoR [ 41% -3% 33% 35% 35% 3I6% 33% 37% 3% 33% 1% 3% 18% 102%
Subsidy | 41% -3% 33% I5% 35% 6% 33% 37%] 3% 33% 1% 3% 19% 102%
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industrial Economics, Incorparated Docket No. R-00072155

Exhibit IEc-15, Schedule C
PPL Distribution Revenue Allocation Proposal: Implications of Modified Proportional Scaleback
] ] [ I
| Total | RS RTS G5-1 GS-3 LP-4 ISP LP-5 IST LP-6 LPEP ISA | GH | SUAL L5-S

Current Rates (Remand Proceeding

Total Revenues 676,582 416,704 4,630 78,035 115,930 30,958 1,880 1,389 615 36 360 547 6,773 18.658 37
O&M Expenses 338.648 245,002 5213 27.397 35,825 9.614 483 437 100 36 a8 | 23 2,633 12,785 12
Dep'nfAmartization 109.647 73,038 1,987 10.059 14.296 3.582 179 323 a5 30 57 20 1,136 4,845 10
Total Taxes 98,916 43.450 {1,232} 17,756 28,355 7,680 530 253 185 {15) a8 22% 1,262 356 7
Retum 128,371 55.214 (1,338) 22,823 37.454 10,102 688 376 245 {15) 17 283 1.742 672 8
Total Cost 676,682 471,112 11,448 57,262 80,178 21,260 1.064 1,057 261 98 241 50 5.990 26.529 33
Rate Base 2,020,327 | 1,335,498 37413 181,070 282.895 75,577 3.830 3.070 818 292 819 189 20,659 78.063 94
Rate of Return 5.35% 4.13% -3.58% 12.60% 13.24% 13.37% 17.96% 12.25% 29.95% -5.14% 14.29% 149.74% B.42% 0.86% 8.51%
Indexed RoR 100.0% £65.1% -56.3% 198.4% 208.4% 210.4% 282.7% 192.8% 471.4% -80.8% 224.8% 2356.6% 132.5% 13.5% 133.9%
Normalized R/C Ratio 100.0% 88.8% 40.2% 135.6% 142.5% 143.6% 173.7% 131.8% 235.7% 37.6% 148.7% 1079.3% 111.8% 70.5% 111.6%
Ditferential RoR 0.00% -2.22% -9.93% 6.25% 6.89% 7.01% 11.61% 5.89% 23.60% -11.49% 7.93% 143.38% 2.06% -5.49% 2.16%
Subsidy {0) {54,408) {6.819) 20,773 35,752 9,728 816 ] . 332 34 (62) 119 497 783 {7,871) 4
Proportional Scaleback Rates

PPL Rev, Increase 76,980 72.507 938 198 {832) {339) (125} 1) {89) g {7} - 541 4,213 -
PPL % Revenue Incr. 11.4% 17.4% 21.6% 0.3% 0.8% -1.1% -6.6% 0.4% -14.5% 25.0% -1.9% 0.0% 8.0% 22.6% 0.0%
Adjusiment § (20,000)

Scaleback Factor 74.5%

Adj. Rev. Increase 56,980 54.027 744 148 {832) (329) (125) 4 {89) 7 {7} - 403 3.138 -
Total Revenues 733,562 470,731 5374 78,183 114,998 30,649 1,795 1,393 526 43 353 547 7,176 21,797 37
O8M Expenses 340,111 245,427 5214 27,416 35.840 9.615 483 438 100 36 88 23 2,634 12,785 i2
Dep'nfAmortization 109,647 73.038 1.987 10,059 14,296 3,582 179 323 &5 30 57 20 1136 4.845 10
Total Taxes 124,350 67,550 (596) 17,820 27,943 7.540 474 253 144 {13} 94 221 1,443 1,769 7
Retum 159.454 84,716 (931) 22,887 36,919 9,912 619 3rg 197 {10} 114 283 1,963 2,358 8
Total Cost 733,562 508,702 12,502 62,405 88,216 23,404 1,174 1,143 283 104 262 55 6,571 28,704 36
Rale Base 2,020,327 | 1,335.4498 37.413 181.070 282,895 75.577 3,830 3.070 818 292 819 189 20,699 78,063 94
Rate of Return 7.892% 6.34% -2.49% 12.64% 13.05% 13.12% 15.16% 12.33% 24.08% -3.51% 13.92% 149.74% 9.49% 3.07% 8.51%
Indexed RoR 100.0% 80.4% -31.5% 160.1% 165.4% 166.2% 204.8% 156.2% 305.1% -44.5% 176.4% 1897.2% 120.2% 38.9% 107 8%
Revenue/Cost Ratio 100.0% 92.5% 43.0% 125.3% 130.4% 131.0% 149.5% 121.9% 185.9% 41.1% 134.5% 995.4% 109.2% 75.9% 103.0%
Ditferential RoR 0.00% -1.55% -10.38% 4.75% 5.16% 5.22% 8.27% 4.44% 16.59% 11.41% 6.03% 141.84% 1.59% -4.82% 0.62%
Subsidy - {37,971 (7.128) 16,777 26,782 7.245 581 250 243 (61) 91 492 605 {6.907) 1
Progress Toward Cost-Based Rates
Indexed RoR 44% 16% 39% 40% 40% 43% 39% 45% 20% I%% 20% 38% 28% 7T%
Normalized R/C Ratio 33% 5% 25% 29% 29% 33% 3i% 37% 6% 29% 9% 22% 19% 75%
Differential RoR 30% -5% 24% 25% 26% 28% 25% 31% 1% 24% 1% 23% 12% 71%
Subsidy 30% -5% 24% 25%| 26% 29% 25% 31% 1% 24% 1% 23% 12% 1%
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