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I. HISTORY

On July 27, 1979, Philadelphia Electric Company ("PECO" or the

‘"Company”) filed Supplement No. 6 to Tariff Electric - Pa. P U. C No. S

.25 to become effective ‘Beptember 25, 1979...Supp1ement'NOa 6,-1f approved,”"'

would increase the Company s revenues from electric operations by approxi—
mately $122,731,000 per year, or 10 9% of adJusted base rate revenue, |
based upon a future test year ended March 31 1980

By Orders entered August 14 1979 aﬂd September 10 1979 the
Pennsylvanla Public Utllity Commission,("PUC" or the "Commissmon")
directed that an 1nvest1gat10n be held on Commission motlon into the |
lawfulness, Justness, and reasonableness of the proposed rates and of
existing rates. Supplement No. 6 was. suspended By operation of law for
the seven-month period ended Apr11 25 1980 in acaordance w1th Sectlon
1308(d) of the Public Utlllty Code (66 Pa. C. 5. §1308) Thereafter, the
matter was ‘assigned- for hearlng and the issuance of a Recommended Deci51on
to the undersigned Admlnlstrative Law Judge. : |

A total of seventeen complaints Were flled agalnst the proposed

rates. These complalnts were consolidated with the Commlssion 8 1nvesti~ :

gation for hearing and declsion purposes. In addition,,after the hearings =

had commenced, three additional parties filed Petitions to Interveﬂejendf‘afﬁr’ :

were permitted to participate in'thetproceeding.

'Afpre—hearing conference attended by all active parties was =

held on September 5 1979. A total of 29 daYs of‘evidedtiary hearings'oerei.d;elj»rfe"’

held in Phlladelphla and Harrlsburg, producing 4 242 pages of transcript.;




During the course of the hearings, PECO submitted 32 written statements
prepared by 18 witnesses and filed 40 exhibits. The Commission s Trial
Staff (Trial Staff) presented 17 statements from 18 w1tnesses in its
direct case and 6 oral and written statements oni surrebuttal. The
Consumer Advocate presented 7 witnesses in its direct case and 5 on‘
surrebuttal. All other parties presented 16 witnesses. |

In addition*to these evidentiary hearings,‘fivefnonéevidentiary.;
hearings were held in order that the general public might participate in
thlS proceeding. In order to permit the widest possible public partlcipation,bp
these hearings, which;were attended bynthe members of_the,Commission, in
addition to the Administrative Law dudge, were~he1d in variOus’locations‘
in the PECO gervice territory during evening hours and on Saturdays.'m

Briefs have been filed by PECO, Trial Staff Offlce of Consumer
Advocate (OCA), Jack Aloff, The General Services Administratxve (GSA),
The Governor's Energybcouncii (GEC), Limerick Ecology Action, ﬁelaware
Valley Hospital‘Counciié‘United States’Steel, The City of Philadelphia
(city), iukens Steel Company, et al. (Industrial.Complainants), andithe o
Consumer Education and Protective Association, et al. (CEPA) =

| Oral Argument before ‘the Administratxve Law Judge was held on e

February 1, 1980. | |

Af ter reviewing the testimony, exhlbits and brlefs were flled 1n
" this proceeding;'my recommendation to‘the Commission is«that the companylffjg‘ :
has demonstrated the need for additional revenue relief of $79 871 000 =

in lieu of the $122,731,000 requested. The reasons leading to this

 conclusion will be set forth belowt

e e ek 2 o, i 53 i




II. THE PHILADELPHIA ELECTRIC COMPANY

hiladelphla Electric Company will renden electric service to:
a total of approximately 1,272, 499 retail customers at March 31, 1980,~
the end of the test period here (PECO Exhibit DPS-Z,’p‘ A —5) Its e
service territory of 2, 255 square miles has a population of approximately
3.9 million and 1nc1udes Philadelphia and surrounding territory in Bucks,’
Chester, Delaware, Montgomery and York Countiesv(EECO St.,9,fp., ;
Exhibit VSB-2, p. 1). Respohoent~has two wholesale customers served
under rates regulated‘by tﬁe Federal Energy Regulatory Commission. =

‘ The company: also reﬁders éasyservice,outside'of:Philadelohia and;

steam service in portions of central'Phiiadelphia;,‘A sutsidiary,_coaoWingo 
Power Company; providesbretail electrie servicewto eestomerstin Northera‘
Maryland. Two other subsidiaries,kSusouehanna Poweryéoﬁpany and Philadel—l
phia Electric Power Company, own the Conow1ngo Hydroelectric PrOJect and -
land ad301n1ng the pool. above the dam, A third subsidiary, Susquehanna f"
Electric Company, operates the ProJect and sells the electric power
output to PECO and Conowingo. Power Company.

The Company;SASOurees~of generatiohrioclude;vin addition t0‘the '
above-mentioned hydroelectrio aam;etheeMuddy Run'Pomped'Storage Project,
a share in two large nuclear units at Peach,Bottom étatioa and one'large ﬁ;‘, =
nuclear unit at Salem, a share in mine mouth statlons at Keystone and -

Conemaugh, Wholly owned coal burning fac11ities at Eddystone and Cromby,
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five other oil burning stations, and numerous internal combustion units

(gas turbines or diesels)'(PECd Exhibit VSB-2, p. 3)" The generating

capac1ty in service durlng the summer of 1979 was 7 727 MW (PECO Statement,‘:‘

1/

9, p. 33 PECO Exhibit VSB-l P 3). The Company bas under construction 5

Salem Unit No. 2, a large nnclear facility in which the Qompany has an

approximate 43% ownership interest, ~and the Limerick'Nuclear Generating

Station, a 2110 MW nuclear facility presently scheduled for completlon S

in 1975/1987
Within its territory, Respondent operates approximately 1, 100 d
mmles of transmission lines (69 kv or higher),. approximately 23 000 |
miles of distribution 1ines (33 kv or 1ower) and'severalyhundred ‘sub-
stations (PECO Statement 9; P. 3+ ’ | | |
| Phlladelphla Electrlc Company is a member of the Pennsylvania

New Jersey Maryland Interconnection (PJM)

gj A list of PECO's ‘generating statlons, contained in PEGO Ex. VSB—l, n3'

p.3, is attached as Appendlx A.




The PJM Interconnection consists of eleven operating companies in

Pennsylvania,vNew Jersey; Maryland,‘Delawareyandtthe:histrict:oﬁyColumbia’a
combined into six member»aystens asifolloWS; | .
Public Service Electric & Gas Company _f
Philadelphia Electric Company Group
Philadelphia Electric COmpany. :
Atlantic Electric Company °
Delmarva Power & Light Company
;Pennsylvanla Power & Light Company Group
Pennsylvania Power & nght Company i
United Gas Improvement Company
Luzerne Electric Diviaion
Baltimore Gas and ElectriC‘Company
'General Public UtilitiesvSystem
Jersey Central Power and LightvCompanyy
Metropolitan Edison Company :
Pennsylvania Electric Company
‘Potomac Electrlc Power Company
| The management of this 1nterconnection or pool coordinates the .
bulk power~system of these utilities, PJM,Schedules~the operation‘of |
the lowest‘cost availablekgenerating‘units to meet the'forecastedlpeakv'
demands of the pool. ‘By‘interchanging power generated at low cost,’thei
PIM Companles provide economical service for customers. ras:the demand,i
for power increases, additional generating units are placed into Service
on the basis’of costiefficiency, regardlessvofywhere these units’are :
located in relation to the demand.; Any company'in this'interconnectiOnyg

may be purchasing power during part of . the day but as demand shifts, may,

be selling power to members are other times.




Before endlng this dlscu531on of the PJM Interconnectlon, one

-further area should be explelned.’ In accordance with typlcal agreements

between interconnected electric utilities, the~econ0my dispatched energy
mentioned above, is sold at a price;midﬁay berneen the'cost of generation :
of the selling utility and the cost to the buying utility of ‘its next
available generation. Thls is the so-called "split—savings priclng

mechanism. Reference will be made to thiskconcept duringjdiscussionS‘of '

PECO's reserve margin and rate structure.

IIT. INTRODUCTION

Before dlscu551ng the many spec1fic rate case issues presented
in this proceeding, it would be approprlate at this tlme to. address the
concerns expressed with undOubted sincerity by three‘groupscof c;tizens
who usually are not personally present in this type«ofkproceeding.

These three are the Phlladelphla Electric ratepayers, who are: struggllng
to maintain thelr standard of 11v1ng in the. face of double—digit inflatlon'
the PECO shareholders who are‘watchlng their limited investment decline  “
both relatively and ebsolutely‘in Ehevface~of~inflation and poor earnings;
finally, the many serions, responsible’citizensfwhoifear'that nucleart,
energy presents unacceptablevrisks»to'our'eociety end who, as a resolt, e
vehemently oppose the company g reliafice on this form of power to meet |

the energy needs of the future.




£ s L

No person who attended the hearings in this proceeding eould

fail to be moved by the eloquent statements. of the many ratepayers who.

took time to come 'to the Commission hearlngs to present;their views.‘ !

H

The range of,speakers included teenagers from the inner city and:senlor-"

citizens from the suburb. While'their immediate concern was this:faﬁe'

increase, one could not help but reach the conclusion that this proceeding ;o'f“V“ 2N

was being used as a forum to vent their anger and express themr general
feeling of helplessness aga:mst the economic conditions which ex:l.st in :
this country today.’ While it is of small consolation to those onrllmlted :w
or fixed 1ncomes, for whom each trip to the food market or gas station i

is an exasperatlng and depre551no experience, the record here shows thatkdd
most of PECO's resxdentlal electric rates, have experlenced rate 1ncreasesk
well below the general level of inflation. ~Fop_example, 62% of :esidential
(Rate R)‘customers have experienced increases.ofdaﬁpﬁoximately'lz.per ‘ |

year during the period 1975~1979 (Trial Staff Exhibit MPB-L3). A

_statewide comparison of the percentage-increase for an average 250

kwh/month re51dent1al blll shows that 1ncreases for thlS customer have
. 2/
been the smallest in the Commonwealth (Trial Staff Exhlblt MPB—L4) ‘

Despite the relatlvely moderate lncrease 1n electrlc rates durlng thls

2/‘ Indeed, a res1dent1al customer of PECO using 250 kwh per month in:
December 1974 had a bill of $14.75. The use of that 250 kwh
decreased to $14. 64 by July 1979 (PECO Statement 24, P 7)
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period' compared to other'items; it is clear that,the‘inflationary‘
pressures buffetting our economy necessitates that any rate increase o
approved here be kept to the minimum consistent with the requirements of
the Public Utility Law and the needs of the company to assure safe and
adequate service in the future. |

While the ratepayer hasg suffered from inflation, so “has the
company's shareholder.k During the last 12 years PECO s*dividend has'
increased but once, from $l 64 to $l 80 in 1977 (PECO Statement l, D 7),5
yet inflation has risen steadily. PECO's real common stock div1dends
per share, adjusted by the Consumer Price Index,»declined about 44A :
since 1967 in spite of this lO%'increase.’ As adjustedvfor inflation, as‘
represented by the Consumer Price Index,'the dividendtthat'was worthk
$1.64 in‘1967 is'nowhworthv92'cents (PECO gtatementfl3,tp iO'/PECO
Exhibit FEJ—3) If the ‘PECO shareholder has not suffered enough as a
result of the failure of the company 5 leldend to keep up with inflation,
he has also been forced to watch the,value of hiS~investment declineé" B
In current unadJusted dollars, the average price of PECO's common.stock

3/
has declined from $31 69 a share in 1967 -to $l7 44 in '1978. AdJusted

for inflation as measured by the Consumer. Price Index, the value of the t?

- common stockholder s investment has declined from $Bl 69 a share in- 1967

3/ At the time of ‘this writing, the,prlce has decllned still further :
to $14.00. ris « ; ,




to $8.93 in 1978, or 727 (PECO Statement 13, p.’l‘Z) .+ This Counﬁiss‘ioz_nf
also has a'fesponsibility to the shareholders of a utility‘to aesereu
them that their investment; the life blood of the:utility industry, Qi1l_
not be eaten away By improper regulation‘and:that doéuﬁented proven
costs will be~recove£edﬁwithin a reasoﬁable time and ﬁotkpostpened to an
indefinite time in the'feture. "Today is never an ‘easy time to raise
rates, and stricetly speaklng, tomorrow never comes."A/ Finally, utilitj‘ i
investors have heard little in recent yearS'but exhortatibns that theyk
must share or, indeed shoulder the burdens of hard times."This carries
with it a concomltant obligation, in the interests of consumers, to ‘=.
permlt stockholders to share in good times also. ‘
The«potentlally dlsasterous events that qccu:red}ét Three Mile
Island last March ﬁeve given addediimpetes'tq the movemeht,‘alreedyi
wide-spread in the Philadelphia Elect:ic Companyfsféerviceeterfi:bry,‘to'
halt construction apd operation, of ?ECO'S nucleer“geﬁerating plant.eiﬁo =
" one can doubt the seriousness and sin'cerity‘o‘i ‘th,e'members of such ‘
groups as‘the'Keyetoﬁe Alliaqce or Limerick Ecology Actioneas they‘
appearedkiﬁ both the eVidentiarj aﬁduﬁonéevidentiary~perpsiof thisr
proceeding. These parties have,‘hQWEVer, apﬁrdachea;the‘wrohg'fOruﬁ.«

The health and safety'aspects;ofeﬁuclearienefgi;vwhich‘they seek to

4f Nlagara Mohawk Power Corp., 16 PUR 4th 317 344 (New York PSC,
Chairman Alfred Kahn, concurrlng)




address, are better left to the Nuclear Regulatory Agency than this -
Commis31on. This~ Commission has only those duties, powers, respon51-
bilities and Jurlsdlctlon ngen it by the General Assembly, ‘Western Pa.

Water Co. v. P.U. C., 10 Commw Ct. 533 (1973) It is especially pertinent

here to mnote that the General Assembly has consistently falled to approve
leglslation de51gned to give this Commission authorlty over the planning
and giting of generatlng plants. These parties~request~ however, that
the Commlssion do tangentlally, through its authority to set rates, hat
it cannot do direectly, that is, shut down nuclear generatlon in thlS
Commonwealth., '

By suggesting that these parties approach a dlfferent forum,
no reflection 1s made -on the’lssues advanced by them, They raise serlous,’
well-considered arguments and these arguments deserve a full,hearing
before a forum w1th the expertise and the time to consider them, something
this Commission, with no;spec1f1c’statutory~mandate 1nsthlsfrespect and :
a maximum seven-month suspensionrperlod‘lacks. | '

We now turn to specific rate case issues.

10—




updates comparlng actual results to its forecasts.:f

IV, TEST YEAR

" The ultimate purpose of this pfoceeding ig to estabiish retes \__5“; L

which ﬁill yield a level of revenues for the»company sufficienﬁ to

permit it the reasonable opportunity to cover:its operating expenses and

enable it to earn a fair return on the fair value of its property used
and useful in providing utility service to its‘ratepayers.,.This level

of revenues is established in the context of a test:year; that is, a 12—

month period which is assumed to be representative of the<peribd during

which the rates set'hefe will be'in“effecf;‘ since e4test year'based,dn‘
solely historical data would, due to 1nflat10n and changed conditions, ' _
fail to be representatlve of such a;periad the General Assembly has‘
provided that a utility may utillze.a.future test,year in setting forch
its basis for rate rellef In this proceedlng PECO presented two test f~
years; one hlstorlcal covering the period ended March 31, 1979"the

other a future test year covering the perlod ending March 31 1980 he
parties have agreed to use the March 31 1980 test perlod and the coﬁpany v

has submitted, in accordance with Comm1551on regulatlons, quarterly

5/

As noted above, the test year concept assumes<that the operating

results during the test perlod with appropriate adjustments, will be

‘sufflciengly representative of the time_in.which new rates will,be;;n..'“Vﬁf'”

5/ PECO Exhibits DPS-3 and 4.




effect. As the Commlssion noted in.PECD's last rate case, ad;ustmenrs
to test year revenue and expense data may not reflact normal conditions

or may ot account for known changes, Pa, P, U C, v. Philadelphia Electric

Co. (R;IﬁD.,438,,0rder~entered February 5, l979,vp‘6). To the extent
that revenues and'eXPéuses‘for the test year &o’hdt,accurately indicate
future revenue andgcosf;trends the Commission has the duty to maké

‘ adjustments. BellﬁTelephéne Cq. v.‘Pa‘kP.U;C;, - Commw. C£.~ T

To. 149 €.D. 1978 *(Oraez;- ‘£iled Decembér 12, 1979). ‘Y’et, such a duty is

not a license 31nce as the/Unlted States Supreme;Court teaches us,f

LEen

"elaborate calculatzons which are at ‘war with realities are of no avail

‘ ." Lindheimer v,;Illinois Bell‘Tel; Co., 292 V.S, 151 (1934),

v

V. MEASURES OF VALUE '
Uhder thé éxisiing 1aw Phiia&elphié,Eiecﬁric is‘entitledfto

the opportunlty to earn a fair return on the faip: value of its: plant,

used and useful in prcviding service to 1ts,ratepayérs.6{ Before readhing‘;_

a final conc1u51on as to what actually is the falr value of PECO sv ‘

1nvestment, two areas of controversy will be considered*j one immediately

§/'. Also included are such items as materlals and supplles used to

' - carry out the operations of the company and. the cash,worklng capltal
needed to sustain the company' s operatlans until 1t recelves payment
from its customers. : e R ,




affects the value of this 1nvestmentk one bears on it oﬁly slightly at
this time but looms large prospect1valy. The flrst is the questlon of
PECO's reserve capaclty marglns, the second is the company s Limerlck '
plant, o |
PECO presented fopr measures’of‘value ferdiﬁs:electric and
allocated common plant as of ‘March 31,’1980; anfariginal eost 1ess
depreciation; depreciated trended original costs at pfice levels’in
keffect at DecemBerVBl, l978dand average:ptice levels fer‘the:three~yeer'f
period ended December 31, 1978 and for the fxve—year perlod ended o
December 31,,1979 (PEGO Ex., HTW-&) The company s claimed measures of
value are summarized'below addAen‘Table I:

Philadelphia Electric Company

' Measures of Value

Mareh 31, 1980
~($OOO)_;«

Original Cost . 1-Year Trended :3—Yearkaeﬁded= o S—Year‘Trended :

Cost . Cost - . .Cost
2,501,616 4,339,391 4,182,764 3,980,585

Source; PECO‘Brief;,p.fSGA.

Trending original cost is a procedure’for convertlng the orlginal cost

- value of property installed in earlier years into more current value
levels based upon more recent prlees’for the same propertyi The purpose’
of this exerciseiiskto'express the'cost of the’ﬁtiliﬁyis pfopErty in j

terms which are relevant to the final determination of fair wvalue, to-
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‘which a fair rate of return may be applied s¢fas.to:dét¢rminelthe ovéraliff 3 W
reqﬁiréd return on investment.-

Original Cost

" PECO claims as thé dndéﬁréciatedvofigiﬁ3i<c§5t of its electric
plant at the end Qf-tﬁe hisﬁorié tést year eﬁdeﬁ Métcﬁ 31; 1979, the“
amount of $3,342,907,000 (PECO Exhibit DPS-1, 5.C=9Y . 1In addition, ‘the
company'has Qlaimed tﬁat pottidn of its common plant;(i;ea, pléﬁt,uééd |
by ali its operationé;iﬁcluding tﬁekgas and’steam’diﬁiéionS) whiéh_is' 
allocated to its eiectric‘operations‘br $100,321;000 (PECO Stateﬁent ﬁ,b
p.10; PECO Exhibit DPS-1, pp. B-17, -9 and c-11). These gmbunts have
been developéd from the company's bpokskof account which were origiﬁally
approved by'thQKCommissionrin the mid-1940"s, Thése Bonskﬁéve beep. 
maintained in accordance with the unifprm s?stém ofkacﬁounts preécribéd ‘;‘
by the~FéderalrEnergy Regulatory‘Commission and'adéﬁted by'thislcqmmiSSion;4i"
The accounts were last audited by the Féderal Pdwer;domﬁissiéﬁ ih'i§73 
and héve also been audited annually by a firm of independeht'éerfifigdv 
~ public acCountanté. |

In deriving the originél5cost«measures of valué forlelectrié
and common plant in séﬁvice'at March 31,'1980, thévepd:of the future
test Year, the company uséd tha_planﬁ ba1gﬁcé'aﬁlﬁéceﬁbe: 31; 1979, as ‘
indicated by 1979 budgetedrfigurés.¥'PECO.tﬁén_ahaiyzed its 1980 Forecast
to determine which plant additions'wbﬁldjbe-placeéviﬁgsérvice,during'the :'

first three months bf,l980. The resulting figuréfwaé_$3,455?500,000 »;iﬂh

gL
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(PECO Exhibit DPS-5, p. A-2). To this, PECO added that portion of
common plant allocable to electric operatiens, as calculated in accor=
dance with the same methodology‘and.allocation:faCtorodsed in determining

the historic test year amdunt,(Peco‘ExhiBit DPS-2, pp.. B-17, c~9, C-10,"

c~11), or $99,370,000. The resulting original cost'claim*is'$3,554,87o,ooo‘ffi7~

Three areas of discussion have’appearedpregarding the company?s"‘
original coet claim. They involve the approprlate regulatory treatment
of PECO's Salem Unit No 2' the Salem Unit No.1l construction program‘ and
the retirement of theiRichmond No.12 and Barbadoes,Nos.,S;and 4 generatingrf‘”
plants. | | i 7

Salem Unit No. 2

PECO and the Jersey Central‘POWer & Light Company (Jersey
Central), a General Public Utilities sub51diary, entered 1nto ‘an agreement
| shortly before this rate application was filed, under Whlch PECO would
sell its share of the energy and capacity equivelent‘to'the output of
the Salem No. 2‘Nuclear Generating Unit, which the’company forecasts
will go into commercial operation in October 1980;’ Under the agreement
Jersey‘Central will pay PECO a rate,per‘kiiowatt'hour'for tHe,ﬁnitfs |
production equal to 95% of the PJﬁ Interconnection,running;rate at the
time of sale. In addition Jersey Central will pay,?EGO for the eapacity'
of Salem No. 2 at a price equal’to 907 of the PJM‘cepecity,eharge; |
Capacity sales will bexthe 1esser of Jersey Central s need for capacity,“
the output of ‘the un1t or PECO s available capacmty for sale as determlned r

under the PJM.Agreement. o
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PECO notes that the 1nstant rate proceeding includes no costs

7/

"associated with Salem No, 2. PECO is proposing in this casge that the

sale be treated as a below-the—line,transaction.~ All costs_attributable
to Saleo,No. 2's operatioh will be segregated and‘exeluded from rate |
base and expense~claims for ratEmaking,purposes. 'Revenues fromrthis
sale will also be excluded from ratemaking'considerations. ‘The coﬁpany
estimates that based:on’the~anticipated EJM:ruhhing rate‘and‘Salem

capacity factors of approximatelyVGSZ, the‘reveﬁues?from this sale would

approximately eqﬁal,the unit's capital and7operatihg,eosts. Specifically,

it aopears that a base rate inerease of $467~5 million over the life’of
the contract would be requlred 1f Salem No._2 were 1ncluded 4in cost of
service (PECO Statement No, 1 Table 8). " PECO estimates that it will
recelve«$467.7 million in revenue from,Jersey’Central‘(Tr;1383—84).

In its order of August 9, 1975 the'Commission directed that
consideration be grven to whether this sale is in the public interest
and whether all revenue and expense aspects of this sale have been ~
considered. Former Chairman W Wilson Goode “in a*memo to Chief Adminis-
trative Law Judge Wllllam Shane: (the Goode memo is appended to- thls,,
initial decision as Appendix B) also requested that the gdle be explored

in this proceeding.

7/ PECO Witness Paquette testlfled that had the agreement not been
 entered PECO would be claiming, either in this case or in a sub-
sequent one, . an additional $100 million in annual revenues on
account of this unit (PECO statement No. 1, p. 15). .
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The Commission‘s Trial Staff notes that Salem 2 will not be
placed in service ﬁntil Octdber,l980,'well beyond the test'year'here
(PECO Statement 1-A,.p.3) and the.possibility exists for more delays -

(Tr. 3760-61). In viewfof this delay and the unceftainty‘of actual

operating costs which.will affect‘reVenues,kTrial,Staff proposes that .

Salem No. 2 not be included in rate base; this is nottin approval of'
PECO's praposal But 501ely because Salem No., 2 will not be used and

useful until a minimum of gix months after the future test year end.

Trlal Staff also proposes that PECO be required to file with the Commls~

gion, on an annual~basis, a comprehenslve_report detailingnall costs

incurred in comnection with Salem No. 2 as well as the revenues received =

from Jersey'Central.
The Consumer Advocate opines ‘that the Commlssion should offer

no opinion at thls;tlme on the Salem No. 2*sa1e. Due to the delay in

Salem's licensing, there is not yet, in OCA'S eplnicn, a definite set of

revenue/expense assumptlons that could 1ndicate the effect of the sale
with respect to the ratemaking treatment of the unlt., It should be
noted that the company is not seeking here regulatory;approvalffqr the
sale. PECO is eimply stating its tteatment of Salem‘No. 2-in this case.

No party disputes this«treatment' no party claimskthat*any revehues,‘

expenses or return,requlrements relating to Salem No. 2 are. included in - ~-}i7

the company's clalm. It 1s the Comm1531on that has 1nqulred as to
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whether the sale is in the public interest and, the answer to that query

is that, on'the basis of the information available'now, there is no Way‘k .

to determine an answetf Salem No. 2 has. been delayed ‘due -to the NRC 8
licensing moratorium (Tr. 3760-61) Undet the‘agreement,the billingf
rates for energy and the operating capacity purchaSed‘by'Jersey Central’
will vary each hour and will depend on the PJM runnlng rate which in.
turn,’ depends on. the avallabllity of equipment on the 1nterconnect10n,
the 1eveltof fuel prices and the‘capac1ty factot of the plant. As the

time when this agfeement will become operative is pushed‘further and.

further back due to the moratOrium,'estimates as to capacity factors and

“running rates becomekmore and ﬁore speculatiVe.f Trial‘Staff7s.proposed
comprehen31ve reportlngkrequlrement should- be adopted by the Commission
in order that the operations of this agreement ‘can be monltored,~d
Salem No. l k

As a result of iﬁcreases;in'the‘cost:ofVCOnstructing the
nuciear units at,Salem;‘the Consumer Advoeate‘and'the fdblic Advocate of
New'Jersey'engaged Theodore Barry &’Aéaociates (TB&A); a_management
consulting firm,,to'evaluate the'construction practiCea‘of Public Set; ‘
vice Electric and Gas Company (PSE&G) on the Salem Ptoject.l PSE&G‘was‘
the utility respoﬁsible for the design; conStruotion'and 0peration of’
the Salem Units; Phlladelphla Electrlc, with a 42 59 percent 1nterest

in the units, ‘is one of four ut111t1es ownlng Salem,
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The report filed by TB&A concluded that if the preferred
nanagement procedures had been adhfered to in thc construction of'the,

Salem Project, a savings of from $22 million to $70,million could have

been achieved and that PECO's possible saviﬁgs on Salem No, 1 would be R

from $5.9 to $l§.2 million;’:ln addition, the,reoort¥ﬁas;cxitical of
PECO's level of involvement in thé projecf.

The report was in issue in PECO's lasc rate*case,(R;I.ﬁ.'ABS).
Administratioe Law Judgc Joseph Matuschak,,who presided;aﬁothat inﬁeéci—
gation and heard the evidencé acd testimony, conciudcd tﬁét TB&A~hcdk
showed a lack of prudent,management‘by PECO in comnection withythe |
construction of‘Salem~No. 1. |

At the Commission's Public Meeting of Decemoeryzs, 1978, Judge
Matuschak'é,recommendation and the company‘s exceptions théreto oere
considcreo. Thc Commission adopted Judge Matuschakiskrecommendationsf 
PECO, in this pi:oceeding, presented two Witnesseé'~ﬁaho testified as to
the construction of‘Salem No. 1 (PECO Stétemént No. li; PECC Statement
No. 9, pp. 6-9). By Order of Octcbe: 29,1979, the Admioistrativc Léw’
Judge granted a motioo filed‘by‘OCA aﬂd‘CEPA,to Strike‘this teétiﬁonyf
That order was stayed pending appeal to the Commission (Order dated
December 11, 1979). On February 8, 1980, the‘Commiésion>upheld the

Administrative Law Judge's ruling. Consistent'with the Commission's

decision in R.I.D. 438, a $10.5 million adjustment to rate base will

also be made here..




’Rlchmond 12 and Barbadoes 3 and 4
‘ PECO stated that it has eliminated from both its historic and |
its future test year measures of'Value its 1nvestment in ‘the R;chmond :
No. 12 and Barbadoes Nos. 3 and 4 generating plants. These ﬁnits, rhich
had been mothballed prev1ously (see R I. D 438, p 11), are now retired
and, accordlng to the company, will not be used in future operations.
PECO also states that the expenses ‘associated W1th these plants have

'been ellminated from clammed expense 1evels (PECO Exhibits DPS—l

p. D~11, DPS—‘, P 'D—ll) This claim is disputed in part, by Trial .

Staff, whlch proposes certain adjustments to plant in service and claimed'~a

expenses relatlng to thlskplant. These adJustments will be discussed

below.

Accrued Deprec1atlon

| As explalned by the Commis51on in R I.D. 438 in determining
the rate to be charged~by a utility, it is appropriate-to include 1o
operating expenses an allowance,forkccnsumption4of‘caﬁitel,inforder;to
maintain the integrity‘dn the'service rendered. ,ThisdaIIOWance‘for the"
depreciation of the compah&'e investmentfcen he looked etrfromthO
angles: | | » | . | |

(a) Accrued depreciation, which is thelemeuht~‘
of wvalue which the property has lost-in

the past — or the difference between its -
"brand new" and the "present" value. -
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(b) Annual depreciation, which is the name of
the allowance permitted to be charged by.
a utility against the operating expenses
in order to build up a resgerve for the.
future retirement of propérty units as they
become consumed in public service and thus
keep the value of the utility property
intact for future public service. :

- Accrued depreclatlon is a plant or capltal account deduction

from valuation in connectlon with;rate base purposes. - Annual deprecia—

tion is an annual operating charge,’to be paid out of expenses, just ds-

wages and other operating expenses.
‘In this proceeding, Philadelphia Electric’Company claims -

accrued depreciation applicable to the original cost measures of'value

as of March 31, 1980 in the amount of $1 013 688 000 (PECO Statement 8";

PECO Exhiblt DPS~5, p. Ar27) The accrued depreciation claim was pre-
. sented by PECO witness Waddlngton, who employed procedures previously
approved. by the Commlssion. Both Tr1a1 Staff'and CEPAAdlspute the

company’s clalm for both accrued and annual depreczatiou on ‘the basis

that a longer life span should be used to calculate depreciation on- its

base load plants. Trial Staff proposes to increase the company's’
original cost rate base by $45, 114‘000 and to decrease.depreciation

expense by $5,432,000. (Trial Staff Statement DLB-1, App. E) CEPA

proposes no explicit rate base adgustment, but does Join in Trlal Staff s

reduction tovoperatlng expenses.
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Specifically, PECO, in this pwceeding, claims a 30~year life
span on its Eddystone 1 and 2 and Keystone 1 and 2 fossil plants, and a
35~year 1life span on its Conemaugh l and é fossil unlts. It olaims a~'
35~year life span for its nuclear units Peach Bottom 2 and 3 and Salem |
1.7 (PECO Exhlbit HTW~2, p+ 23, and PECO Statement 94, page 4) Trlal
Staff recommends a forty-year 11fe span for each of these base load
plants.

In general, the shorter the period over which a company 1s
permitted to depreciate its plants, the greater 1ts ravenue . requlrements*
in the ear;y years of . a plant’S‘llfe,kbecause it w;ll be recoverlng ts
" investment over a shorter period’of time.k ; R

As explalned by the company CPECO Brief, PP~ 172~79), the
depreciation expense attributable to major generating plants has been

determined by use of the life—span'prooedure. This methodology con51sts ,

of the determination of a life-span or retirementidate_for the generating

unit in question which, when ooﬁbined with a curve réflectiﬁg anticipéte¢ ’~"

interim‘compoﬁeot reoireﬁent35 yields the émount of ahnnal depreciAtion i“f
expénse requiréd tao permit reooVeryuof goneratioguylan£~invostment oosﬁs;'
(PECO Exhibit DPS-2, p. C-12), e k 0

The 35—year life span used by the company has been approved by i
the Comm1531on in the last two PECO rate cases (R I D.r295 and R I D. |

438) and is the same 11fe~span used by the Commlssion 1n depreciatlng

g




other nuclear facilities. See Pa. P.U.C. v. Metropolitan Fdison Co.,

R.I.D. 626 (Order adopted March 22,‘1979); Pa. ? U4C.av. Pennsylvania :};~'~fd{ ’ :d‘ ”k’if
Electric Co., R. I D.. 599 (Order adopted January 11, 1979) ety
Tt should be noted that the company opposed thia 1ife-span in
R.I.D. 438 (mimeo pp.k24f25) aﬂddin,thLS‘proceeding, BECO;Witness Boyer;'
testified that a’254to 30~year'lifeéspan &ould:be mere‘apprepfiatefbut |
tMtﬁewmmy%d&@&dﬁumofa%ﬁﬁrﬁﬁwmaﬁlﬁm@f‘
the repeatedly affirmed,Commisaibn poaition‘on tﬁie matter'(PECO'Statemeﬁte
9-A, p.4). | o
Trial Staff Witness Biix recommEnded use‘df a 40~year 1ife~
span on the basis of his conclusions that nuclear plants are constructed
more soundly than fcss1l units Whlch have a life ef 40 years (Tr1a1
Staff Statement DLB-l, De 7) and on the basis of conversatlons w1th
various NRC personal and utlllty englneers that a llfe span of 50 years
" for a nuclear plant is probable. |
Trlal Staff's adjustment should not be adopted - Dr. Birx
 recommendation is essentlally the same as he presented in the Metro-
politan Edison and Penelec cases cited above which thekCOmmi551on rejected
in favor of a 35-year llfe estimate.
, Nothlng in the record here‘warrants a modificatlon of the -

Commission's oft—stated‘f1nd1ng~that_although "there»is;slmply not
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'sufflclent experience with nuclear plants to establish a useful life‘

with preeision," -Q/ a 35—year 1ife-span_for nuclear plants is reasonable."
PEC0~c1a1ms a 30~year’life—span,on its Eddystone 1 and 2

fossil'generatina units~end its KeyStonell and zifOSSil plantstenﬁfe.BS-k

year llfe—span on its Conemaugh 1 and 2 fossil unlts. TrialtStaffnheref

again recommends a forty—year 11fe~span. PECO's estimates were‘determinedf"

by its witness Boyer Mr. fBoyer'stated that"the 3beyear‘1ife'cleﬁned‘
for depreciating the- Eddystone units: reflects their status as "state—of*‘iijr
" the-art" generatlon.‘g/ | |

Eddystone No. 1 was designed for turbine steam.conditions of
5000 psi pressure and 1200[/1050[/1050[ temperature (double reheat
unit). Eddystone No. 2 was designed for turbine steam condltions of
3500 psi pressure and 1050[/1050[/1050[ temperature (double reheat
unit). These supercrltical steam conditions w1th double reheat were -

selected in order to obtaln hlgh eff1c1ency unlts (about 40/) These

units were mot des:gned«for cycl;ng operat;on. For example, each of

8/ PRa. P. U.C. v. Pennsylvanla Electric Coi, 51 Pa. P.U.C. 649, 659
~(l978) ‘

9/ By this, Mr. Boyer stated, he meant that these units were at the o
forefront of the technology (Tr. 3742)., :
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these units has only one eritical tressufe.steen generater; Oider coal—i
fired plants usually had more than one boiler and were. capable of cycling |
operation. As a consequenced the Eddystone Units Nbf l and 2 cannot be
expected to have as long a life as older coal—fixed units.

In addition, the pollution control,system (flue;gas_sciubbers
system which are presently being instelled) isiestimated to_havega‘lifei
of betweenflo and 15 yeare.' Sinee the flue gesesctnbbet system also;is':
a-state—ef~tﬁe,artdsYStem, its life;expeeteney ean,be exneeted to be
shorter then normal. g

For those reasons PECO expects Eddystone Nos. 1 and’2 to have'f~
a life expectancy of abOut 30 years (PECO Statement 9—A pe7).

Mr. Boyer desctibed the Keystone and Conemaugh unlts as standard w
high pressure (3500 psi) ‘high temperature (1000°/1000°) supercritical
single reheat units. The Conemaugh unlts are expected to have a life of g
35 years which 1s associated with reheat units of the 800 mw-lOOO mw
size. Keystone is similar to Conemaugh except that the units have
forced draft boilers. Since any leakage from the boiler is out, not in,'
the vety hot corrosive gasSes tendeto’destroy thektbiler structure;"In t
addition, flyash tends to gether at‘theninside top of the~boiler whieh
causes boiler tubes toyfeil‘morefoften;' There hea been much concern o
over the unexpected erosion of turbine blades. As a consequenee of
these problems PECO estimates that the Keystone unit has a 1ife expectancy";‘
of only 30 years compared to Conemaugh unit s 1ife expectancy of 35 :;imf5dt

years (PECO Statement 9—A, Ds 8)
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In propoeing a 4O—yearflife—span5for tﬁeeefplants,:Trial‘Staff Cs

relies on the testlmony ‘of 1its witness Birx, who in turn relies in part :
on studies of actual- retirement dates of generating units made by
- Mr. Joseph Egg of Duquesne Light Cdmpany_(Trial Staff;Statement DLB—l,

Appendix C) and a September 1979 study by Joseph J. Sivulich‘of the

Commission's Staff (Trial Staff Statements DLBL—l;-p.ll).'fThese"studieS*‘

show that on the average life-spans of over 44 years were expected for,}f
fossml—fueled generating plants (Trial Staff Statement DLB-l, App. C, .-" =
pp..26;29). PECO’argues that the studies referred to use the conoept.of

‘economic life-spans which, if averaged, result in.the 44 year figureg'

This, the company argues, should not be confused with actual retirement

‘ages. or experieneed life~spans. PECO's witness Waddington defines

"experienced life span" to mean the actual ages of retirement, or, put

vanother way, the’life*spans»aetually experienoed. He»stated.thet'the‘f~*l:‘k

economlc 1ife-span, as presented in the Egg report is the. p01nt ‘at whichi
the plotted and extrapolated powar production curves reach a point of
ZE10 output (PECO Statement 9~A p 5) Mr. thdington cited, ag. an.

example, page ll of Appendix C to Statement DLB—l where the historic

progression of the annual kilowatt hour output of the generating units

of "Company A" is plotted, 10/ He stated that the.plotted points 1nd1cate

10/ This page is appendedpasﬂAppendix c. el
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that Company A's units produced'approxiﬁately~90 percent of the pOSSibled,; d‘f—‘

output when they were new and approximately 20 percent at age 35. ;There
yiare no data beyond age 35 ‘ Those points are smoothed and extrapolated |
' by a mathematical equation which, if relied upon, would indicate that
the units should have produced over 100 percent when they were new and
should continue to produce ‘to age 47 5, at which time production reaches

zero. The economic 1ife.span as used in the Egg study is that age»

(47.5) where the smOOthfccrve reaches zero output. It is not the average :

life or average age of retirement but is only a rough indication of
possible maximum life. A straight-line mathematical,curve fit to the'_f'

same points would result in an indication of an approximate 40-year,

rather than a,47.5~year, maximum life. He noted that the actual‘retire~"

ment ages for Company A are also shown on the chartfonvpage 11, plotted

as the open circles at the bottom'of the chart. “Retirements occurred~at g

ages: 18, 20, and 21, whlch are ages where the curve shows approximately
40 percent output.’ ThlS, he stated, is substantially greater than the
‘zero output age which the report desrgnates as "economic life span

(PECO Statement~9—A, p-6). In su;, Mr. Waddington stated, the Egg study
demonstrates a wide range of both experlenced 1ife spans and economic

life spans; The actual experienced aVerage life or life span of the

units upon which the Egg study was baSed equalled 31 years which the

actual experienced life spans for the Slvullch study was 43 years compared
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with an economicylife span of 61 years (PECO,Steteﬁent 9—App 7. 9>‘j

Finally, the company notes, the generating units used as the ba51s

of these studies dszer substantially in their operatlng characterlstlcs"

from the PECO units under;conelderetlon;
On the basis of the:recqrd here,~Ierec6mmend thet‘the
Trial Staff's adjustment not be fnade. In:'my: opinibn?Eco has met
its burden of showing that the Conemaugh unit's life expectancy ig
more properly 35 years than 40 and that the Keystone and Eddystone ;
anits' llVes are more properly 30 years than 40, ~To the extent that

this disagrees with the Commlss1on s flndlng in West Penn Power Company

(R?78100685 Order entered August 30, 1979), 1t nay be explained by ;
the fact that in West Penn the life span for super-critlcal coal~
fired plants was established by West‘Penn s management; Which submitted
no’testimony of its own sueporting thie’determinatioeg} Such,is not.
the case here. ,PECO'Witnees Bbyer,explained the reeseneywhieh led

the cdﬁpany'to eonelude that theseilife spans are apprcpriate.=;1t
‘should further Be ﬁoted that the'Egg and Sivulieh stu&ies;’uPOn
which Dr. Birx places great rellance, cover a great varlety of
: generatlng plants, not just these super crltical ones. Rellance on
these studles for purposes of determinlng the 1ife spans of these

special plants must, therefore, be llmited."
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One ether issue relatlng te depreclatlonaremains.’ This
concerns the amortlaatlon ‘of unrecovered costs relating to- the
Barbadoes Nos. 3.and 4 and Rlchmond No. 12 generatlng units and w1ll
be discussed in relation to the company s expense claims, below.cr

Additions to Plant In Serv1ce

PECO has ‘included as additions to its net plant in serv1ce""
certain amounts reflectlng its clalmed 1nvestment in Salem No.~1k
Nuclear Fuel non-revenue. produc1ng constructlon work 1n progress,’~
land held for future use, materials and supplles and cash Worklng

'capltal. These items w1ll be dlscussed 1nd1v1dually.

Sale Unlt No. L Nuclear Fuel

PECO claims $13 414 000 in its original cost ‘rate base for
its share of the average~balance of nuclear fuel in the reactorjatvk
Salem Unit’No;‘l'(PECO ExhibithPS-Z;‘p. B-Zl).wf?Ecocarrivedkat tll .
this amount~by averaging the actual fuel'balanCe:at theibeginning’ef”?l
the test year, as adJusted for the reload which began in Aprll 1979
and the estlmated balance at March 31 1980 after a year of operatlon.
- PECO notes that‘thls same methodology~was used in determining‘its’ |
nuclear fuel 1nventory in 1ts last rate case (R I. D 1 438).

The OCA argues that PECO failed to Welght properly the
fuel-balance on’hand,during the future test yearg ~Its witness

Mr. Thomas,Weiss’Proposed‘an adjustment,whiChdwould reduce”the"?'
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‘company s clalm by approxlmately $2 3 mllllon (OCA Statement No. 5,
p. 20, OCA Exhlbit TWW~1, P- 2). As PECO notes im its brief (p 68) ‘
Mr. Weiss offers no exPlanation of rhls adjustment and that~1tfisﬁ,
apparently basedion-the theory that the ruolearrfﬁel‘attrioutable ro
the reload of Salem No. 1 should be disregarded for inventory purposes
untll the schedule return to serviee of the unit on July 1, 1979 |
By not refleorlng the reload fuel inventory;until‘July‘l,,1979,; N
PECO's fuel balance iskredueed during'rﬁe first‘Qﬁarter;qfkthe»tesrk
. year, X e b
| PECO's witness Hill teStified‘that thiakruel was at.ther
reactor in’April, 1979 to begin the‘necessary reload proeese before
the unit's scheduled,retorn o serrice’gPECO Stateﬁent b, p.3). |
The OCA adjustment should not be adopred since tﬁisrfuel,<
~ represented an inveStment of thejeompanyfduringotﬁe entire test ' R
year., -The company s positlon that since the refueling procedure is o
a necessary service procedure, the fuel became "used and useful" in "
April, 1979 at the latest is reasonable. ’

Non Revenue-Produeing Construction Work In Progress e

PECO also claims $955, 000 for non—revenue producing construc~.’x
tion work in progress (GWIP)(PECO Statement'No.bé,,pyé; PECO,Exhibitj
DPS=53, p. €=22). The‘company states‘thatkthie‘ciaim is»based on
experieneed hlstorle test year—end data and, “in support of thls

claim, PECO prov1ded a descrlptlon of each project 1n progress at o
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March 31, 1979 (PECO Exhibit DPS-l, pp c-22, and 22A) | But, as
Trial Staff points out, the record does not show one sinvle project
that qualifies for CWIP treatment in the future test year (Tr. 116-~
117). : ; ‘ , ‘ ,
; The general,rulevlaid down by this Commiseion is that CWIP‘ |
treatment will be permitted fOr specific construction projects B
which: (l) were completed or- to be completed within a short time'
past the end of the test year, (2) were reasonably identifiable as'
non-revenue producing, (3) were reasonably identifiable as nonexpense
reducing, (&) did not affect the level of operations at the end of

the test year, (5) 1mproved enVironmental conditions, (6) improved

the quality and reliability of service, (7) 1mproved safety, (8)

disclosed that the amount ¢laimed was actually expended by a utility,
and (9) were significant,‘relevant, and substantial, “The Commission
has interpreted its criteria to‘mean that,projects not‘in service
withinyapproximately six months after the testyfear should not'be ,

considered in a fair value determination,_ Philadelphia Suburban Water

Co., 50 Pa. P.U.C. 407, 420-2L (1971).

Here PECO dld not 1dentify any prOJect but s1mp1y claimed
that the company expects the level of CWIP to remain stable. The
company has failed to sustain its burden of proof and its claim for

$955,000 should be regected. :

. Lai *‘:k'




Land Held For Future Use

PECO has ciaimedkrate’baseftreatment for'its investment in
land for the\expansioﬁ of existing or the loéation éf futureﬁproduction,
transmission and distribﬁtion facilitiéé (PECO Exhibit DPS—Z, ppi
C. 23 and 23a, PECO Exhiblt DPS—S, pp. G-23 and 23a) The amount ,
'claimed totals $3,391 000. The‘company notés ﬁhat pursuant to the
guidelines set forth 1n R.I.D..295 and R I.D. 438, it has included ’
in its claim only land where there ig" a definite plan for its utiliza~ o
tion and construction within 10 years from the ‘end ofuthe test yeaf.

‘The Trial Staff,ythr¢ugh its.witness'Mr. Henﬁy Hagan, argues a3
that the majority bf‘the amount claimed should‘be‘disailowed. This
position'is bésed on an inte?pret&tibn of‘the,phfase "dateﬂpf»usé"
to mean the date éctually in’serine, fathéﬁ thaﬁ_thé,date‘cdnstructign 1  (

is expected togstart.‘~Thisfinterpretation COmpcrts with the‘Commission's

position in Pennsylvanié Elgctric Cdmpaﬁy,,(RglgD,VBQZ, mimeb D.4)
and should be adopted. As Trial StaffVﬁotes PECO was.unab1e to
provide in~Service détes (Tr. 2735-36). Mr,7Hagén reviewed ﬁhe .
history of the land claimed in this c#se and defermine@‘that'most dfk’
these parcels have had revised coﬁstructibnvétait}dates. i/

Mr. Hagan recomménded'that the‘company’s claim’fof“$357,ooo;,repfeseﬁting‘

ll/ Mr, Hagan's llst of land parcels is appended to thls dec1szon
as: Appendlx,D. ' : : - ~
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investment in.land for‘the Fulton generatingfeite‘be rejected. This“

property was first claimed in 1972 with constructlon expected to

start in 1980. The company has 1ndefin1tely delayed or canceled the

- Fulton project (TR. ~120). Mr. Hagan ] reco‘mmendation should be‘

‘adopted.

Mra'Hagan noted"thet'the‘most'aﬁpensine single parceltof

land clalmed is that for the 500 KV Bradford-Newlinville transmissionv"
line amountlng to $1,253,000 (PECO Exhlbit DPS- 2, p. C-23) The

company could not’ state when the line would be in serv1ce even though S

it 1n1tia11y 1nc1uded thlS plant in its claxm for plant held for -
future use in R. I D. 29, 12/ with constructlon;expected to start in

1976.  Now, PECO states that it expects to start construction in

1988, Mr. Hagen noted that fox all the remaining parcels of land

classified in the tranSmission group, PECO has changed the in~

service dates at 1east once.

With‘respect,to‘the property claimed for‘distributibn~use,

each tract of land has had its in-service date changed'once‘andvin '

one imstance tHe date has been changed three timeef S

";g/ ‘The test year in this proceeding ended Angust 31, 1972.
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While the company's‘argument that’tne'CommiSSion~has,never':n’
required that the utilities predict with pinpOint accuracy their future
operating needs is true, property in this category must be subject to
a definite plan. The frequent changesfof construction dates (as shown‘
in Appendix D) supports the Trial Staff s argument that deflnlte plans
’for use do not exist ‘and that the land ‘may not be in gervice in ten
years. The company s claim for the Peach Bottoerhitpain line ($892 OOO)(l:
- which has not had reVised construction start dates, and forfthe Eeach

Bottom—Newlinv1lle line ($161,000) which also has not had rev1sed con~

,struction start dares, should be allowed With respect to the remalnder i

 of the claim ($2 338 OOO), the company has not sustained its burden of

proof that there is a definite plan for use)oﬁythis land'wmthin ten"
years of the test~year{

Materials and Supplies

PECO .¢laims $88 389 000 for materials and supplies. Tﬁis;
represents the company s investment in coal and’oml 1nventor1es; planti
materials and supplies, tools and related equipment and undistributed
stores expense (PECO Exhibit DPS—Z, p. C—24) The only dispute arisesy"

from the OCA's claim that PECO s coal inventories are excessive (OCA

Statement No. 5, p.19). 13/ Approximately $25 million of the~c0mpany:s,fﬁs:.'

13/ In its initial brief, the City supports OCA's position (pp. 20-21).
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total Claim,for’matetials andVSupplies relatestto its:ooal inventory;"
As explained by PECOlwitness Ca:rol, the Philadelphiajarea coal inventofy‘}
is designed to provide a 60-day supply and afford,proteotion’against
interruptions‘in coal deliveries (PECO Statement‘s,»p 4) PECO claims -
that this amount equals the level approved by the Commission in R.I. D.“
438, after elimination of the~inventory asSociated with Cromby Unit No. z:t
where coal use in the 1mmediate future is not anticipated (PECO Br.,

p. 73) This Philadelphia inventory is priced at the mid—point of the
$40-~ $45 per tom range which the company. expects to incur during the test'

year (PECO Exhlbit DPS-Z, . C-24) - The mlne-mouth 1nventory at the ;

Keystone and Conemaugh-plants represents a145~day,supplyrof coal. ThlS, L

accordlng to the company, is in recognltion of the smaller threat of
dellvery dlsruptions ‘to these fac111ties and the 1nventory is priced.at
budgeted test year end levels (PECO‘Exhlblt DPS*Z, p. C=24Y. OCA claims

7 that these inventories are excessive and are desxgned ‘to guarantee
against all possible 1nterruptions during the test period, rather than-
being designed on the basis of historical experlence (Tr. 1240) OCA -
witness Weiss developed his own est;mate of,the app:oprlateylnventoty'
levels which is based on the ooupany's 1978kexperience and which &ou1d~‘
reduce the company;s claim;by $9,040, 000 (OCAfStatement No. 5, p."19-20; o
,OCA Exhibit THW—iB) PECO argues that the 180 000 ton or 27/ reduction |

B urged by Mr. Weiss should be reJected and I agree with the company.
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Mr, WelsS simply looked at the coal used during 1978, aSSUmed that it
was burned over a 365-day period and. assigned One—sixth of that as the
requirement for 1nVentory The methodology takes into account con-*
tingencies such as loss of energy, power Or«disruption of fuel supply :
only to the extent that such disruptions occurred in 1978 (Tr. 3045)

The issue of coal 1nventories was cons;dered in R.IL.D. 438

where the Commission affirmed its earlier position that a 60—dayninven*n

tory in the Philadelphia area'was‘appropriate.'~It rejected in that
: case a;proposed adjustment which would reduce the level of these in=

“wventories based on the employment of normal burn rates and accepted the

company's position that fuel inventorles are maintained notvonly to~meet“

normal 0perat1ng requlrements, but also to meet emergency requirements
arlsing from supply disruption, equipment fallure and other causes
(mlmeo, P 28) I see no reason to reduce the. company s 1nventory of
‘coal below the level which the Commission has previous found to be :
necessary for service rellabillty. k

Cash Working Capital

PECO clalms $52.7 mllllon for cash working capital. This :

claim consists ofrtwo_partse (l) cash’ working capital attrlbutable to

operating,and~maintenance expense of«$72,3 million; offset by the net of

taxes accrued and collectlons payable agalnst taxes prepaid and: other

prepayments of $30 1 million and (2) compensatory bank balances of $lO Syf'l'

million (PECO Exhibit DPS~5, pp. A—Z, c~25) Trlal Staff, oca, the Cityi, e

‘and CEPA a1l oppose thls claim.
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The standard definition of cash working capital and the

nece551ty for its allowance as an item of rate base has been set forth

by the Pennsylvanla Supreme Court in City of Plttsburgh Va Pa P U. C.,.
370 Pa. 305, 309 (1952)

Cash working capital ordlnarlly is the amount
of cash required to operate a utility during
the interim between the rendition of service
and the receipt of payment therefore. It is the
blood stream that gives life to- the physical
plant and facilities of the enterprise. It
can readily be seen that initially, at the
commencemernit of operation, capital supplies by
investors must, in order for the company: to
function, include such working cash in addition
to the amount required for physical plant and

facilities. Its allowance as an element of fair
value for ratemaking purposes has been approved
by decisions of both the Superior and Supreme
‘Courts of thils State and of the Appellate Courts
of other Jurlsdictions.~ ;

PECO presented a revenue—expehse lag study in this proceedlng
Whlch based on actual historic test year revenue and expense data, showsph
‘an average lag in the recelpt of revenue of 57 daYS. This is'offSet by‘f"
an average ‘lag indthe payment‘of oashvexpehses'ofpzs days (PECO Exhibit p
| DPS-1, p. C—ZSa)u The resultingfnet 1agkihuthe’receipt of reuehues (34~ﬁ“
“days) was‘then,multiplied by the~claimed average‘daiiy future test yearuf‘
operating and malntenance expense level of $2 129 000 to arrive at the
$72,386,000 cash investment clalmed (PECO Exhibit, DPS=-5, p. C= 25)
This cash requlrement was offset by $30.1 million Which is ‘the net

balance of accrued taxes and prepaid items determined on the basis of a
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el3~month aVetage at the historic test year end, adjusted by a 6A infla~'
tion factor and: the appropriate allocation factor for PECO g electric .
operation (PECO Exhibit DPS*Z, P 0*25) ‘
A principal issue of controversy is the company’s revenue ‘lag
day claim. As explained in PECO1S ‘brief (p.78); this lag~is compriSed
of three elementsf (l) a 15-day revenue lag between the midpoint of the
billing perlod and the end of the period in which service is being
rendered; (2) a 4~day bill preparation and presentation period‘ and (3)
.~ a 38-day period during which the bill remains outstanding (PECO Exhibit
DPS~-1, p.VC—ZSa). It is this‘38~day'period which‘is‘in questiop, ’This,
figure was determined by dividing the tﬁelve-month'average monthly
accounts recelvable balances by average daily revanue recelpts (PECO
Statement 7, . 23 PECO Exhlbit DPS—l, p.'C~ZSa, Tr. 378) -

“Trial Staff which takes the position that PECO has a negative -

cash working capital position, argued that th;S~38~day figure is unreason~‘ﬁ

able since PECO's residential customers and most of its commercial customers

have 20 days from billihg’date to pay before late charges are‘aSSessed.‘
Instead,~Trial Staff, thtough;its;witness George Matkovci‘calculated

PECO's revenue'lag'at 45 days. In making thlS adjustment Mr. Markovei

did not analyze PECO s accounts to determlne directly the lag in revenues,/;

Instead he started with PECO's four-day blll preparatlon flgure, added

15. 25 days from the m1dp01nt of the average month, plus an appropriate 'a' '7
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number of days”for each revenue class to the éﬁ&f5£‘the grace period
before~a;late charge is assessed. | For certain customers he also allowed~~l
2.5 days to the mldp01nt of an addltional five—day grace perlod allowed.::,;lk
by PECO for payment by mail. Then he calculated the revenue associated’

with the'later charges,collectedcby PECO. He lagged thlS'revenue for‘QSNl' :

days (Trlal Staff Exhlbit GFM- -1C) . 14/

PECO crltlclzed Mr. Markovci's presentatlon, hotingkthat the
lag days employad in his calculation are assumed; not measured. It
notes also that while Trial Staff criticizes'the company‘for~determiﬁingkf;
its cash working capital calculation on the basis of:a balance sheet and‘.’
lead-lag approach, it uses the same basic approach. - |

The OCA also argues that PECO;s claim is overstateﬁ.{ Through »
its witness Michael Arndt, it found that~PECQ,had a cashpworking capital_;
requirement of $39 317,815 L5/, M'r.’ Arndt r'ecommends use of a full
lead—lag study and p01nts out that PECO uses average monthly balances
for determining accrued taxes, prepayments and,bank balances (OCA,Statemehti

No. 5, pp. 5-6). The uSevof complete lead/lag analysis of operation‘andclhh

14/ Trial Staff's p031t10n here would. reduce PECO s cash worklng
capltal clalm by $25 368 000.

15/ ~CEPA supports the poSition ofyOCA, S

oae-




maintenance‘expense,'according to‘thefwitnessg'woﬁld resulf in an
adjustment of "other“ operation and,maintenance expense of $7 256 000

relatlng to the amortlzatlon of nuclear fuel assemblles, wh1ch OCA

maintains is a non—cash expense (Tx. 444~46) Mr. Arndt also used Trial

Staff's 45~day revenue lag estimate instead of the company 57—day

figure.

Another issue in controversy is whether accruals for lonmg-term =

debt interest and preferred,stock dividénds should be deducted from the

cash working capital requiremeﬁt.f‘BothtMr. Markchi,and Mr.‘Arhdt

proposed such a1'adjustment‘ In addition, Mr. Arndt reflected these | ‘?:QQ

amounts with revenue receipt 1ags (oCcA Exhibit MLA~1, p 1), but Mr.

Markovedi did not (PECO Statement 7~A, P 3)

A final issue of controversy concerns the allowance of mlnimum~

bank balances in the cash work;ng capltal,claim.k ‘PECO clalms 810.5
million for this item based on fhe'acﬁual’thirteen~month average of
‘monthly bank balances for the historic test period (PECO Statement 7,

p.3, PECO Exhibit DPS-1, p. C~25). The company takes the position that

the level of fequired bank bélances in the futore test year should not

differ significantiy from the experienced level.”

. In support of its claim, PECwaitness,Rimermaﬁ stated'that

these balances support - $159.1 million in bank‘liuee of.credit Outqu'a_"

total $209.1 million and provide PECO with a‘source;of eash~re5erves;k' '
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These balances also permit PECO to obtain sﬁort—term loans at a lower
interest cost than otherwise available (PECO Statement 7, p. 5) rThe
purposes for Whlch these bank loans are employed are varied. PECO
states that these loans are employed for interim financing constructiOn :
act1v1ties, prepayment of various taxes, interim financing for. debt e

retirement, general interim financ1ng requirements, general management

~of cash requirements 1ncluding payroll, interest and dividend payments,v~v]

fuel payments, etc. and as ‘a reserve against unforeseen operating,

financial or other events which create unusual cash requirements or

limit access ‘to normal 1nvestment sources.~ (PECOvBrief,,p.SG)} 'Trial

Staff and OCA oppose PECO s clalm. Mr.. Arndt stated that these'balances

represent a cost of money which is largely borrOWed to finance construc—'

tion As such, Mr. Arndt recommends that the appropriate rate treatmentf -

should be to capitalize as part of the AFUDC rate, those short-term :
funds reasonably used to finance construction (OCA Statement No. 5,
p. 12). | |
Trial~Staff argues tnat~the companY'Stactnal cash workingrr’
capital ;is applied towards its compensating bank balance requirements(and
that 'PECO is seeklng here a double,return for these balances (Trial
Staff Brlef, Pp- 42~43) Alternatively, it suggests that, 1f its first

pOSitlon is- reJected no more than one~quarter of PECO s compensating

- balances should berallowed. Trial Staff cites testlmony by Mr. leerman
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to the effect that to sell commerCial’paper, buyers 'of the paper require 'ef

‘bank‘credit lines which requife compensating balances (Tf.c432); Trial‘
"Staff maintains, however, that PECO is relying on the requirements for
compensating balances by purchases of commerclal paper ‘and that no proof
of these requlrements has been~provided (Trial Staff Brlef p 44)

Trial Staff malntalns that the compensating balance clalm With respect

to commercial paper is unsupported and’ should be ellmlnated.v According

to this p031tion only $2,625, OOO, if any, should be allowed (Trial Staffp."

Brief, pp. 45-46)

CEPA argues that PECO has not met its burden of proof in:

establishlng that compensating balances are necessary, proper or economical

to the ratepayer. It further argues that gince these bank balances are
chlefly used to secure short~term f1nancmng at a lower rate, the cost
effect of these balances should be included as an 1tem in the cost of

ST

capltal (CEPA Brlef, pp. 42—43)

With respect to the company s cash working capital calculation,'

and speleically its use of a 57 day revenue 1ag, I note that the Commis~

sion recently considered similar arguments in PECO s gas rate proceeding

(R—79030781) and there held that PECO's use of a 57 day revenue lag was 7

appropriate since "it was based upon its actual experience in receipt of

revenues . o . " (mimeo, Do 79). No reason has been presented here for

disturbing the Commission's recent determlnatlon.‘“
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The 0CA argument that a full leadelagjmethodoLOgy be used has -

appeal. If adopted here, using a 57-day lag;,however; 1t would produce o

a cash working capital requirement significantly in excess of the amount

believed necesSaryfby the company.' This simply demonstrates thetothereo

are many ways of determining cash working capital which would produce a
reesonable amount. Since the company’ s proposed methodology has been
recently considered and accepted‘by the‘Commission, 1 see no reason to‘
recommecd an elternative, whichreithough'reaeoheble;‘would'require
ratepayers to pay more for this item‘than believe& necessary by’the
company. On the basis of my recommended operation and maintenanoe ex?",
penses of $711, 326 000, PECO'S O&M cash working capital allowance is

$66,266,000.

The Commission, in R-79030781, also considered the arguments
of Trial Staff and the OCAythat PECO has available to it as sources of fe.f'

working capital, accrued;interest on 1oﬁg-term debt and accrued preferred .

stock diVidendef"This position hes been vociferousiycopposed by the
company.  Extended discussion on'tﬁievpoint would not be beneficial,to'k
aﬁ& perty or to‘the publdic. The ¢ommissioo heo over the'reoentkpast
consistently upheld the Tfial Scaff'3~end OCA's'pésition. See, e;g.

Pa. P.U.C. v. Philadelphia Electric;Co., R;I,D. 438‘(0rder entered

February 5, 1979); Pa. P.U.C. v. Peopies Natural Gas Co., R-78010545

(Order entered February 2, 1979)‘ This‘position has been'effirmedeby :

the Commonwealth Court}' UGI Corp+ V. Pa. P’U;C S Commw. Ct,o

,(No' 2242 Cc.D. 1978, Opinlon filed January 25, 1980) ; However, as the f,-"
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company points out (PECO,brief, p.84), and the Commission has recegé

nzzed, Pa. P.U.C. Ve Phlladelphia Elsctric Co. (R-79030781, mimeo pp

17—18), the revenue lag associated with interest and leldend collection
must also be considered. This reduces the claimed adgustment by
$16,431,000. |

With respeet to compensat1ng balances, the anewer to the‘
OCA positdion is thatfthls ergument has been»repeatedly’chsidered;and ‘
‘consistently rejected by the‘cemmission. ‘In R;Ifb;’438 (.31 the'v
Commission etated: |

. The Consumer Advocate and Park Towne argue that
PECO's bank balance claim should be disallowed
because ‘the balances are primarily employed to
finance construction work in progress, and as advance -
payment of taxes or other items for which a working
capital allowance has already been allowed. These
arguments have been repeatedly rejected by the
Commission. Pa. P.U.C. v. Pennsylvania Electric Co.,
R.I.D. 170 and 171; Pa. P.U.C. v. Metropolitan
Bdison Co., R.I.D. 170 and 171; Pa. P.U.C. v.
Philadelphia Electric Co., R.I.D. 129 (1975). They
ignore the many banking services received, and the
need to support and obtain a ready source of cash
for use in meeting all manners of emergency cash
requirements. Such claim for compensating bank
balances having been allowed the Company by the
Commission heretofore, we sSee no reason, under all
the circumstances presented here; to refuse such
claim.; :

Nothing in the record su?portsfe ehaﬁge’f;om'ehis positien..'

_CEPA's argument is an altefnetive treatment for coméenéating |
the'company for minimum benk‘balances. No reason is glven, however, for
preferring one methodology’over:the qtherg Slnce the Comm1551on has :
traditionally :reated thisees‘a‘rete baSe_ltem;‘consisteney dlctatesii,3

that this be continued.
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Trial Staff's position, that the cash working capital require— |
‘ment ineludes the.compensating balances requlrement, is well supported ;k
on thls record and should be adopted The record‘in this proceeding |
does not support a finding that.PECO‘requires a secarate retnrh on its"
ciaimed c0mpeneeting balance;tecdiremeccs off$12.3lmiliioc. Ae pointedf
out by Trial Staff ’the r‘atepaYers.‘aie valready >p'1"‘ov1'.’c’lving a return on ,‘th'e"
normal belances thatkthe:compéhy“feqﬁires to qﬁerefe."These ncrmali
balances amcunt‘to‘$12 million (Tr. 4293 PECO Exhibit 1, Vol. II,fsectioﬁ -
I1 A-16, p.3). PECO;S;Treasuref, Mc;gRimermah;testified in the proceedA ;
ing that‘theibanke do ﬁot requirevchatvthe fundS'used’to‘support theeef~
lines of credit be kept separate and apart from the.company 8 "normal"
dep051t. This exchange between Mr. leerman and- Trial Staff Counsel
Sayre is.reproduced»belcw (Tr. 423). . | | B
BY MR. SAYRE'
Q Now, let's say that the company uses scme of
: these banks, as I am sure it does, to deposit
" the amounts that it receives from its customers

and then uses those accounts to pay its
expenses, its payroll and other expenses.

'I presume that the banks with the high activity
balance shown would be that kind of bank 1s
that‘rlght9 : ~ :

A 'Yes.»'
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Now,; that money, the average daily balance,

let's say, that the company has in the bank,
that it uses for financing its expenses, do
these average daily balances. count. toward . the
five to ten per cent of line requirement or
toward the activity balance requlrement that

‘the bank requires’

It accounts toward both,

_That is, the company'is'not reqﬁired to main--

tain these amounts that you have shown in
column E separately apart from the company's
normal accounts and business that is transacted
at the bank?

Do I gather you are asklng whether we segregate
funds to satisfy activity requlrements and
segregate funds to satisfy line‘requlrementSV

I gather the answer is no?

Is ‘that wbatbyou are asking? k

'”Yes;

The answer is w0

And the bank doesn's obviously then require ,

‘you to do 503 right?

That is right,

From this exchange, one‘ean.only conclﬁde'that these‘normal

balances can be used to fulfill the bank'
ment. Under these c1rcumstances, 1t appears that Trial Staff is ccrrectf'
that the company is clalmlng a double return.
bank balance claim is §12. 3 mllllon (PECO Exhibit DPS—Z, p. C-25).

normal balance for operations is $12;million.k

That leaves S300 000

compensatlng balance require—b, o

PECO‘S‘total compensatlng_‘

‘Its e
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outstanding, not earning a return. The portion of this amountiaIIOCaBle"V“‘
“to PECO's‘electfic‘operationsdie 85.718%, or $2567000;‘ That amount Wlll

‘be included in PECO's measures of value. In summary, the recommended cash

worklng capital allowance is $19 991 000.

Unrecorded Retirements

Trial Staff Witnese Russellfwa Stovet'reeommended the PECO'S,~

origmnal cost rate base be reduced by gome - $4, 053 000 (Trial Staff

Statement No. RWS=1). This recommendation is the result of an audit of ‘

PECO's COntinuing Property Records. This-audit determined that Certain
property totalling $18;110,000 was reeorded in Aeconnt llOeElectrdck
Plant in Service, which is not used and useful in‘fufnishing'eiectric ’
service to the public. The'ptovision for depreciation‘reservektelated,
to this plant is $14, 057 000 leavlng a balance of $4 053 000 which -

should be ellmlnated from rate base. Two items included in this llSt

have caused controversy (PECO Statement 6~4, Part 3). The" first. adJust-

ment relates ‘to $123 000 of land at the Barbadoes generating site.

Mr. Stover noted that PECO has elimlnated all depreciable property at

this site and considers the plant as being mothballed. “He stated that‘;’
the land associated with the property‘should also be eliminated from{the
claimed original cost rate base. PEGO witness Hill stated on rebuttal

that the adjustmentkWould'be inapproptiate since~certain faciiitiesiwill,jf~’
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, | & | | 16/
remain at Barbadoes after the retirement of the mothballed units.

’ Mr. Stover explained,‘hbweVer, thét thé $123,000 adjustment represents
only the‘cést of land for the'mothbailed’geng:ating station (Triai Staff ’
Statement Nb. RWS-2, p,l).~ The’dther facilitigs.énd théir associated
land cost are nbt affectEd."Mr. Stover also recomhended~an elimination
of $83,000 répresenting,the ﬁet‘original cost,ofyaistructute at E&dystdﬁé
housing auxiliary Soilets. Thésé‘bdilers wereVrétirédkin piace inv1975
and 1976 (Trial Staff Statement No. RWS-1, p.3). PECO Witness Hill
state& that the boilers have‘beeh femoved;and the building is now tﬁder:
rehabilitation for use for sulfur:diokide scrubber equipment. In addi-
tion, he‘stated that the»building is attached to’the main structure ,
housing existing ﬁddystoné{facilitiés énd cénnot'betremoved;excepﬁ»at,
greatfexpenée (PEéO Statément 6~A, Part 3). ‘Ttiél Staff arguesjthat«if}_
the building is being,tehabilitatgd for sulfur‘dioxide'scrubbers;:it is
’construction work in progress and nOtfpart:of ratefBase. It also argﬁes
that a structure needkﬁbt be pﬁysicallykrem0ved~t§ héve it removed from
rate base (Triél Staff Brief, p.48). Trial Staff's arguments are

persuasmve and the proposed adjustments should be made.

16/ These fac111ties are 3 gas turbines and 2 substations (PECO =
Statement 6~A, Part 3) :
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‘ Trended Origlnal Cost

PECO's trended original cost study was prepared by Mr. rold ‘bf
Waddington who has frequently testified before thlS Commissmon in thlS
field (PECO Statement 8, PP- 1-4) Mr. ‘Waddington used the same methods"o
and procedures which were appr0ved by the Commission in PECO s most -
recent electric and gas rate proceedlngs (R.I.D. 438 and R—79030781)

Mt . Waddington,s study restates the original cost of PECO's -

electric and common plant at March 31, 1980 in terms of materials, labor

and equipment price levels in effect at December 31, 1978 and atyaverage'fo; -

prices during ﬁhe'34Year and‘S—&ear‘period‘endihg December»3l,'1979’
(PECO Statement 8; p.7)- ‘ ‘ |

In his etudy, Mr. Waddiﬁgton~first Separeted the~p1ent belances
into trendable property groups. He;then~develooed the‘eppropriatg~iodex;
- pumber series for apolicatioﬁ to theee groupé-after whichythekcaloula-7 
tions of tiendedfofiginel'coeﬁ aoythe various price,leﬁeis‘oere made
(PECO Statement 8, pp. y ~14; PECO Exhlbit DPS~1A, pp. C 1 to C-3, PECO
Exhibits HTW-l & HTW~4). Mr. Waddington stated that actual Company
experienced costs: were used where;possible to complle the 1ndex_numbersf
Where such data was not avaiiabie; reoogniéedvoubiished‘indexes;were

employed. This latter data includes equipment;Suppliersf'prieee and
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price indices, andcpublicatiOns'of the Buread of Labor Statistics.

rLabor costs have been trended employlng both. company data and union wage I

rates in the Phlladelphla area. Nuclear productlon plant at Salem Unlt
No.. 1 was included 1nAthe trended measures of value at origlnal cost
(PECO Statement 8, o.lS) | | |
"CEPA crlthlzeS Mr. Waddlngton s study for falling ‘to trend
.separately AFUDC (Allowance for Funds Used During Constructlon) (CEPA
Brief, pp. 28—30) - PECO points to thlS as an example of the conserva—,
“tive nature of Mr. Waddington s study since, had'he~done 80y the reSults '
Would have been hlgher due to the faet that current AFUDC rates, Whlch
are based on recent capital costs to the company exceed those experlenced_:f
by the company in prior years (PECO Reply Brief, P 22)
Mr. Waddington s basic trending methodology is reasonable and
‘snould be used for determlnlng trended orlginal cost value in this

proceeding.
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L _FAIR VALUE e
Fcnr parties, the company,bTrial Staff; QCA and CEPA make 
reconmendations coﬁcerningkthe eppropriate fair value of PECO's invest-
ment. The OCA's rééommendation is tnat the CenmiSSion'find che-originalc
cost rate base as the falr value of PECO s plant in service (oCA - Brlef
pp.-1-8). In the alternatlve, 1t recommends that the Commlss1on Welghcyf
the company s S-year trended orlginal cost by the percent of equlty in  ir

the capltal structure (OCA Brief, p. 8)

CEPA recommends a finding of $2 6 blllion on the ba31s of the L

ratio of faiy value to orlginal cost set by the Commission in PECO s
last electric rate case (CEPA Reply Brief, p-6).
The company argues that the proper fair value of its plant is

$3.3 billion. This is,basedvcn PECO's claimedyoriginal cost,measure bf'

value of $2. 5 bllllon and PECO s trended orlglnal cost at December 31, 1978“:

price levels ($4 3 bllllon) and the three-year average trended cost of
$4.1 billion. vThe $3.3 bllllon fair.value glves;approzlmate equal
neight tc original‘cost'(SQ.S billiqn)»andnpresent~value %4.1 ~’$4;3‘
billion)‘and in ‘the company’s'view, repreeents'en equal sharing’ef’the~,e
burdens of inflation‘becween invescors§and conecmers‘(PECC Stacement~8;‘f
p. 24); | o 7 | | i

Trialetaff set forth a,number‘of'methc&s‘for‘determining fair

value (Trial Staff'ExhibityDLB«lA; Schedule 4). The’first method uses

data from five electric companieefand develcps‘an1equation“fbr determining S
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“fair value based on the age of a company 8- plant CTrlal Statf Statement '

No DLB~1, pp« 2—4} The second‘method extrapolates the fair value to

original cost ratio from the Commission's finding in R.I.D. 438, trended

on the basis of company derived ratios based on company claims adJusted

as in the flrst method (Ibid.,,pp. 4=5). ‘The third,method,prOposed by
Trial Staff trends that part of rate base financed;byfcommon_equitylto
the five~year trended original cost figure, leaﬁing’debt‘eﬁddpreferred‘
capital at original cost. Trial Staff 8 fourth method trends that part.
of rate base financed by equity capital to spot trended orlginal cost.
The £ifth method trends the original cost at the time of RiIs D 438,
using the rat £10 developed in Method 2 and adds new plant since R.I. D.
438 at original cost. Trial Staff recommends use of Method 2 17/

On February 1, 1980, after all briefs had been filed in thlS

proceeding, the Supreme Court of this CommonWealth issued~its‘10ng— :

awalted decision in Pa. P.U. C. V. Pennsylvania Gas and Water Company,

Pa. (No.35 May Term, 1978) In this declslon, Mr. Justlce

Nix, writing for a unanzmous court, exhaustively reviewed the subject of

fair value and the weight to be given trended/reproduction costs these

terms will be used interchangeably in ascertaining the fair valee of.a '
utlllty 8 property. The Court?first stated that»thiS'Commission's .

primary duty here is to set Just and reasonable rates.v'Thus, our

17/ All flve methods are shown in Appendix E to this recommended decision }*'7’”“

(Trlal Staff Brlef, P 4)
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determinationyof tair value must be’viewedfin}the\context of just and
reasonable~rates. Determining fair value is not an end in itself it is T
srmply one step in the process of fixing Just and reasonable rates
(mimeo, p. 8). The Court further:stated that.this Commission must be
permitted flexibility in the exercise of its decision making process;
"°Tlhe term Just and reasonable was not 1ntended to cOnfine the ambit of
regulatory discretion to an absolute or mathematical formulation but
rather to confer upon the regulatory body‘the powar to make and apply
policy concerning the appropriate balance between prices charged to
utility customers and Teturns on capital to utility investors consonant
with constitutional protections applioable to both vais M (mimeo, P 9)
The COurr specifically reJected the concept previously enumerated by the
lower courts that the term "fair value was intended to have a fixed

meaning incorporating by reference the rule in Smyth v. Ames (169 U. S

466)(1898) and Bluefield Water Works V. Public Service Commission (262 ,"

U.s. 679)(1923)

Turning to the 1egislative history of- the Public Utility Law
' and its predecessor Public Service Law, the Court noted that the 1913’
Public Service Company Law expressly set forth the meaning of "fair

value" by 1ncorporat1ng each- factor enumerated in Smyth V. Ames. The

1937 Statute, which superseded the 1913 law omitted any definition or ’l"fcl

sPec1f1cation of the meanlng of "falr value While another~court;hed~‘
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‘earlier found that its omlssion ‘was consistent with a leglslatxve intent ‘
to deflne "falr value" as synonymous with that concept as expressly

deflned by the prior statute (Solar Electric Co V. P U C., 137 Pa, k

Supeér 325 (1939)), the Court here gstated that the omlssion could also be
viewed as evidence ofke legislative intent: SIS free itself‘from" the
shackles of exptess adherence to an‘understanding'of7the‘constitutionel
meaning of "fair value" which was an evolution at ‘the time that the 1937
statute was drafted (mimeo, p.10).

The Court found it unnecessefy to decideiWhich interpretation

is the more accurate. It found that the rule in Smyth V. Ames simply

sets the very broad constltutional boundaries within w”‘ch the legislature,
or the legislature § ‘agency, may act‘(mimeo, p 11)

The Court c1ted with: approval its earller dec1sion In the
18/
Ben Avon case where it stated

[Tlhe ascertainment of the fair value of the
property, for ratemaking purposes, is not a
matter of formulas, but it is a matter which
calls for the exercise of a sound and reason-

- ‘able judgment upon a proper consideration of
all relevant facts. The Commission is not
bound to adopt any one method to the exclusion :
of all others. . 260 Pa. at 308—09 S

l§/"Beo Avon Boro v. Ohio Valley Water Co;5)260 Pae'289;£308—09 (1918) .
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It then stated that there was no constitutionally mandated

nexus between the "fair value" standard'and,cost of reproduction figures.

(mimeo, p. 12?13), While reproduction cost flgures are clearly admis—

sible in rate proceedings, nothlng in the "fair value" rule requires‘
that they must be accepted_ig~whole.or in pggt for valuation purposes;:
In_clear terms the'COurt steted "We, therefore, repudiate any intima-
tions in these decisions or in prior case 1aw that has the effect of

suggesting a constitutional mandate requiring the inclusion of reproduc—,

_ tion cost figures’iniarriving at the appropriete réte stucture in public‘

utility valuation cases ves ™ Gnﬁneo, p. 13). The Court. further stated e

that it is unsound to attempt to apply a constitutional taklng analys1s

to valuatlons of property by the Commlssion whlch do. not go beyond

original cost, Ibid

Apply1ng~the teaehings of the Court to;the‘inStant‘proceeding,

T recommend that the Commission find that the'fair value of the utility's

plant is the original cost of such plant less accrued depreciation.

‘While I find the evidence'submitted‘here of the reproduction.cost of

this property to be probative of the reproduction cost of PECO's plant,

the use of estimated reproduction costs 15,’of necessity, speculatrve.
19/

,Further, as the Commission has noted ‘many times in the past the usge

19/ E.g. Bell TelephonefCo. Of”Péii 51 Pa. P.U;C,:STO,oSBZ'(1977}.t




of reﬁroduction,costs may faiicto,refiect'technelogical,changes and
1mprovements that have occurred through time-and changes in labor
productivity. In addition, no utillty, especially an electrlc utllity
would actually undertake to replace all of 1ts present assets; nor would

the actual replacement take place in the exact form and ‘manner assumed

by tHe trended orlginal‘cast,estimates. These infirmitiesfin theguse‘of &
reproduction costs have been recognized in the past,'yet the:Commiseionac'

has continued to rely on such costs in eStabli’shing, fair value ,be'caus'e v

it felt constrained’by prior case law whiCh‘seemedytc hold that use bf~v
such estimates'wae Conetitutionaliﬁy iequiﬁedf The Supreme Court in
gggg has disPelledksuch beliefs.. Under,chese,cifcﬁmstances, it:appears
that fairness to all,partiea, to,the ratepayers;‘aﬁd teethe'eharehclders
of PECO requires that'the rates set‘hefe’not befbased on fhecuse ef »
reproduction cost fighres, but on;origiﬁal cost’figures.‘ Amounts whicﬁ
“can be aScertalned with telative precmslon and. whlch do not rely on the

exercise of the discretlonary 20/ powers of the Commission, In maklng

this recommendat;onvl'agree;w1th‘the poéitionmof the OCA that theveffects_

of inflation on thekinvestment of PECO's shareholders,be considered in

determining the company's rate of return since inflation will no longer

be considered in establishing the‘fairfvalﬁe of'PECO's investment in

plant.

1. therefore, reccmmend to the CommlSSlon a falr value flndlng .

of $2, 452 909 000 (Table II)

ZQ/V'Seme might say arbitrary.

56~




VIL. LIMERICK NUCLEAR GENERATING 'STATION

In the late 1960 s PECO began plannlng the construction of the
Limerick Nuclear Generating Station (Units 1 and 2), a leO MW facility

located near Pottstown, Pennsylvania. Attthat tlme it was antlclpated

that the unlts would be in service in 1975 and 1977 (Tr. 3801) In*mid;'k“‘

1974, PECO recelved its permit enabllng it to begin constructlon of the
plant. As a result of the delay in obtainlngkthe constructlon permit, |
the estimated service dates of‘Units l,aad z,wéré ?ushed haok to 1981
~and 1982 respectiveiy. “In 1975 the company'puahed Back the‘in—serVice' G
date of Unit 2 Qntil;i983; In 1976, the infsefﬁloebdates_of both onits
were slipped until l983‘and11985; In 1978;ea futther delay, until 1985"’
and 1987 Was’annOUﬁced. . ' |

In ite Order of ‘August 9, 1979 the Commiéeion &irectedkthat’
the questioa of,whether~PECO has been imprudent in its actions in con= -
strueting new genetatingrélants bé explored | Since the only major' |

21/

generatlng plant under constructlon is Limerick, the question resolves
itself into whether the delays assocxated witthimerick have been prudent.

Flrst, and foremost, for purposes of this proceedlng, it

'should be noted that Limerlck has. no impact on: the rates to be set here i

except as far as the need to;raise money in:the capital markets;affects S

21/ Salem No. 2 is expected to go on line in the fall of 1980.
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PECO's overall capital costs. T Second; the controversy over Limerick =

has beenqdividedvinto three aspects: (1) have the delayseaSSociated'
with the construction of Limerick ‘been the result of improvident manage—
ment decislons, (2) should the leerick plants be completed and (3) 1f
they are to be completed should the coustructionAbe,accelerated g0 as to
put these plants in service by 1983 and - 1985.e‘ | |

PECO witness Paquette testified that the first delays in the
‘construction schedule were due to delays in receiving the necessary

23

construction permits. This set back the time of completion from

1976-1977 to 1979-1980 (PECO Statementil—B D). Beglnning in 1974 and

through 1978, changes in this time schedule were made due to the combina-,i k

tion of financial constraints and reduced load forecasts. The flnancial

constraints were generally related to PECO's claimedkinadequate”earnings"'

and interest coverage ratios and the reduced load forecasts were caused =

generally‘by increased energy prices. PECO states that its decisionnof :
May 1978 to extend the c0nstruction schedule by 2 years was made primarily

" because it was management s judgment that the nearwterm reduction in the

required rate increases for present customers justified the higher costs ﬁf

which would result from the delay. Data at that time, according to

22/ No party has been able £o. Quantify this‘inpact; if'anf (Tr.3406)a»

23/ The dates of and reasons for the varinus delays are shcwn in s
Appendix F to this decision. :
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o p.3).

Mr. Paquette, 1ndlcated that a postponement of one year w0uld save’
customers about $189 million in the flrst yedr and -would 1ncrease rates i?
$40—$50 mlllion per year for the next six years and by a 1esse1 amount’
thereafter. It would take, therefore, between 4*5 years to affect the
first year s saving. He noted that earlier declsion to delay the'
estimated service dates of the plant‘were‘also baeed'on‘COmparable datan
which indicated that: the short run economics benefitted the customer |
(PECO Statement 1~B, p. 2).

The decision to delay Limerick by two years reduced PECO s |
construction spendingvby $270 million overtthe,period 1979-1981 whlch‘
kept the level:of,nen‘financings down.- PECO notes that if it had kept
to ‘the 1974 schedule, this rate case would 1nclude leerick No. 1.in’
rate base and PECO Would ‘be asking now for $300—$325 mlllion 1nstead of “ |
$123 million. Another 1ncrease would have to be sought in 1980 to L

reflect Unit No. 2,,amountlng,to~$200fmlllion (PECO Statement 1<B, -

- Trial Staff’presented‘Dr. Birx Who‘reviewed‘theihietory of -
Limerlck and concluded that it Was not prudent to delay operations at
Limerlck (Trial Staff Statement No. DLB-Z, p.4) -~ He disputed the company Sti
contention of sav'ingsrig,tvo present ratepayers?, r’elying on a study prepared |
by the Pennsylvania Power & Light Compeny'(??&ﬁ)finxmarchil978‘based on P
1977 data. ~The'retort‘waskeventually inclnded~as‘an-addendum to PP&L'S |
SnSquehanna.Environmental Renorttfiledkwithkthe'NRS”(tr.;3404).‘ Thls |

report shows: that for the PP&L Susquehanna plant, the short term sav1ng
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over ﬁhe first years is far exceedéd_by the'additioﬁal:cﬁsts‘dvervthe
life of the plant. Dr. Birx noted thaf without the delays‘ordereé_by~’, S
'maﬁagement, Limerick Unit No. l‘would'héve been pnoje;tédito cdmeyon,; |
line in 1981 at a total cost fof both units ranginé frqm'$l.29,billion
to $i.74 billioh. The plant is now schedxiled to cost ’$3.118‘billion‘
(Trial Staff Statement DLB-2, p.6); Dr. Birx states that managément ig .-
responsiﬁle for the delay and‘resﬂltant cosﬁfincréasesjéﬁd; therefore,
the costs create& thereby should be borne by,the,stockholders. ‘He |
recommendéd tﬁat the’AfDC éhargesvassociated with theSg delays;:amount-
ing to $554 million (Trial Staff Statement No. REN—Z, Sche&ule 5), be’
eliminated from the rate base ét the time Zimerick becoﬁes pért‘of the
plant in service. He also recommended thét the increased energy cost
caused :b,y the dela‘ys‘,be eliminated as';fpért of the alléwéd révenue-
requirement and/ox énergy clausé‘apd that‘the;effecté 6f—tﬁe exfendedr
investmenﬁ period on the cost of Qépital be Qu;ntifi§d ahd'a1so elimi;
nated -as' part of the‘allowéd revénué‘requirehenﬁ (Triél~5taff Statémeﬁt
No. DLB-2, p.7)k.,‘ | | |

| PECO criticizesfbr, Birx’:recommendationvés’based on»a mis-
understanding of the basis of thekccmpaBY'511976‘aﬁd 1978 decisions. i
The decision was based,'thé ccmpanj sfatés; oﬁ both a'lbwef projectéd
load growth, askDf. Birx‘ﬁoteé, and because of the‘company’s weak finan- ‘ o
cial position (PECO Brief, p« 25426). it alsd»criticizesVBirx' reliaﬁce’; 

on the PP&L study to support his contention that there can never be
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benefits to ratepayers as the result of delay in the conetructiOn of a
generating unit. ’PECO points out‘that the situationrapperentlﬁ eristinéh
at the time of P?&L’s report,’that the fuel cost‘savings as a resuitmofh
mainteining Susqeuhamna's then seheduled in-service:dates woﬁld offset
the additional capital costs~required when~the plént went into commerciel

operation, is the same: 31tuatlon as exists now in 1980 with respect to

Limerick.  But, PECO states (PECO Brlef, PP, 26—27), that ‘was not the

situation in May'1978 ‘when the plant s present,constructlon schedule wes?
esteblished,n At that time; according,to‘the c0mpeny,kthe first yeer |
carrying’charges onﬁLimerickkexceeded eStimated‘fuei cost savings by
some $189 wmillion. The PP&L study is not’probative,'the company Stetes;
as to the reasonableness of PECO's'decisionfinyiight of'the differences
between the two ccmpanles with respect to Interconnection sales. P?&L
is a substantlal seller on the interchange, PECO is not. 24/

Upon rev1ew1ng the record 1n thlS proceedlng I recommend that 7‘ef‘

the Commission defer -any dec151on on Whether PECO s dec151ons to push

back completion of Limerick, taken during the'perlod,l975-1978;,were‘e'”

24/ The PP&L study states that the delay would result in more generation

“from higher cost generating units, increased purchases and a reduction:
in interchange sales. In the delay case, the muclear capacity.
provided by the-Susquehanma units would not be available to ‘augment
PP&L's base load. PP&L would have less other generation available -
which, even though more expensive than nuclear for PP&L, would still
have an economic advantage in the power for interchange sales (Trlal
Staff Statement No. DLB—Z; Schedule 3) '
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prudent untll such time as thekplants are ready to assume commerciel
operation. This recommendetlon 1s,based on two‘prxmary grounds. Flrst,
the benefits and the detriments of accelereted ﬁetsus deleyed coﬁstruci
~tion would require substantial economic cost studies. ‘Such studies haﬁe
not been done here due, no doubt, to the time.constraints imposed by the.
seven month statutory period (Tr. 3395 97 3405) In addltlon, the

adjustments propoged by Trial Staff cannot be quantifled w1th the pre—

cision necessary to warrant adoption. For example; the proposed ellmlna- fe

tion of $554 million from rate base when the plant goes into gervice in

1987 relies on estimates of inflation rates for the period 1981-87 -

(Trial Staff Statement No. REN-2, Tr. 3399) and, therefore, is speculative.

The second recommendationm, elimination of any increased energy cost due

to the delays, cannot be calculated at this’time'(Tr. 3398~99) . Similarly,;

the proposed adjustment reflectlng the effects of ‘the extended investment

period on the cost of capltal has not ‘been quantifled (Tr.-3406~07)
Flnally,‘these adJustments, as preV1ously noted, are- all :

eprospectlve and would‘not affect‘thekrates set heree At the most any -

Commission decision Would‘siﬁplytbe“advisoryﬂand not binding on any

future Commission. That futurefCommiseion would;eoceptyof rejeet these~ ‘

adviseﬁents in 1ighteof‘cohditions existingfﬁhen. Aﬁy‘decision now

would serve no useful purpose, but rather mlght be percexved as a cause:

for instability in the cap1ta1 markets. ThlS would only result in

higher costs to PECO s present ratepayers Wlthout necessarlly beneflttlng |

future ones.
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The second issue concerning Limerick is whether work on. the
plant should continue; It should be mnoted again that this- Commission
lacks jurisdiction over the planning and siting of electric generating
stations. As a result a utility may plan and constrdct a generating
station such as Lumerick without the need for the express approval of
this Commission. The first time that the utility‘must»seek thiS~Commis-;"
sion's approval of the used and useful nature of a facility is in the
rate proceeding subsequent to its being placed in serv1ce. While this k
mmmﬁmaBOMSmswdﬂcmmﬁkﬂmahowwtMsawdmof
the type-of fuel used to generate’the electric1ty, foursw1tnesses testi=
fied that Limerick should'not be c0mpleted as‘a nuclear'plant.

 The first Witness, elan'J. Nogee is an,employee of and‘a ‘ ,
witness for~the Keystone Alliance.(Keystone Alliance‘Statement'No; 1)¢v2§/

Mr. Nogee's formal educational training was in the field of psychology;

After leaving graduate school in 1973, he edited a magazine until 1977,

At that time he became interested in the energy field (Ibid.,.ptZ);' The
purpose.of ‘his testimony is to question whether PECO s decision to

construct and to continue to construct the Limerick nuclear station was

' prudent. Mr. Nogee concludes that the project should be cancelled.

Mr. Nogee calls for independent studies to. 1nvestigate what combination

25/ The Keystone Alliance is an organization of citizens opposed to
nuclear power. : ,
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of conservation, wind, solar and coal generatmon would be most: feasible"

for the PECO service area (Ibid., p. 5)., As the basis for his conclusion ey

26/ which showe an

Mr. Nogee uses data from a 1978 PECO publication
estimated capital cost for nuclear power of $1340 per kw in 1988. “This
would indicate a capitel cosﬁyof Limerick of $3.2 billion (Tr. 3487).

Mr. Nogee, however, notes that in his opinion the cost is likely to-

approach $3.5 billion. “He also points out that safety changes requifed-'H

as a result of the nuclear accident at Three Mile Island may result in

even higher costs-(Keystone Statement No. 1, supra, p.?), The witness

also attacked PECO's estimate of fuel costs in 1988 and‘its assumption

‘that a nuclear unit will attain‘aﬁd operate‘at‘e~ZOZvcepaCity factor R
(Ibid, p. 9-11) Ae acresuit of his criticiSme of fECO's’estimaced‘1988>
¢ost of‘nuclear’generation, My, Nogee,kusingfa.vafiety of‘aSSumptiooeo‘
more congenial'to hiS‘point~of:View,,caiculeﬁes the cost of nuclear.‘k
generation to be between 8 0. cents per kwh to lO 7 cents per wh. Tﬁie;

he compares to the company s estimate of wind generateo electrlcmty at

8.0 cents per kwh (Ibid., p. 12) 27/ ~He believes, howevar, that PEGO! s_f

estlmate of w1nd generation costs may be tao high since lt does not

26/ This document is entitled "Electrlc Power Generation Economics" by
V. 8. Boyer. :

27/ Mr. Nogee believes that even his revised estimate of the cost of -
miclear generation may be  too high since if does not include.
government subsidies to the,nuclear 1ndustry and health costs
(Ibld, p.13). : . o




consider‘technological advanceata In addition,’MrQ Nogee auégestscthat5“f"
alternatirely,fLinerick_be‘cancelled and the renainder,of theﬂfundé
which wouldehave~been‘spent on ‘the project be usedffor conservation!and
solar investment'(lbid., p.‘lG) He admltted however that he has not

developed such a plan or calculated its economic ramifxcations (Ibid.,

p. 17). Finally he suggested a referendum in the PECO serviceite:ritory‘

on whether work on Limerick should be continued.

Mr. Nogee s testimony would be of primary interest if this
Comﬁiséicn were determining how leerick“should;be built,’2§j' But we ‘L
are not. In addition Mr. Nogeefe'figurea‘failcto reflect certainvbaeic
elements necessaryato make a proper comparlson. Forkexample; thercoetsv

of a storage ystem for the generation powered by wind have not been

vincluded (Tz. 3495) - Finally, Mr. Nogee did not know the average wind

flow in the Philadelphia.area (Txr. 498) “Mr Nogee 5 testimony, whlle h;. S

1nteresting, lacks the probatiVe value needed to make an adjustment of

¢

-~ the magnitude proposed.  But this‘aSSumes,jhowever,\the authority to

direct PECO to halt work on Limerick 'an-aééunptibn'which is not based

on’ any clted provisions of "the Public Utility Law. 29/ Mr 'Nogee's »I

testimony does not show that the company 5 initial dec1sion to go nuclear,h;'

~ made- approximately a decade ago, was in error, much less an abuse of

management discretion.

28/ As noted above, however, ‘the Commlssion lacks such Jurisdlction.kf"V

29/ Trial Staff apparently questloned whether we have authorlty to directrh
PECO to accelerate constructlon (Tr.3407) : ,
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Marc Breslow, a teacher at the Commnnity College of Philadelphia,ﬁ‘k

also testified for the Keystone Alliance (Keystone Alllance Statements
No. 2 and No. -A) - He also’ calledffor'the halt of:constructaonvat"
»leerick attacking the plant on safety and cost grounds (Keystone
. Statement No.f2~A§ p.Z). Instead, he argued that the funds be spent fot
‘conservation. k

Louise Dufqur; Executive Coordinator Qf Liﬁerick Ecolegy

Action,:testified for that group (Limerick Ecology Action Statement No. s

1).  Limerick Ecology Action is an organization opposed to PECO's decision

to build the nuclear‘facility at Limerick. Its’objectives include,
seeing that Limerdick never operates as a nuclear plant and phasing

out all neciear plants. Much of Ms. Defout's.testiﬁoey‘is e-genetel
‘attack on nuciear energy. Ms. Dufour stated that‘Sﬁe has no direct
involvement either in capacity planning for an electric utility or With
. respect to: the operatlons of ‘a nuclear’planta Her: statement is- based on
knowledge acquired;frOm’reading~periodicalsj‘Journals and reports (Tr.
;4072 4073) Ms. Dufour states that,PECb'has excese~ca§acity, that due
to delays leerlck is becommng more expensive to ‘construct and that it

“is poorly sited (leerick Statement, supra, pp. 16—20)

Finally, oca witness Shakow testified that the Limerick progect ae
- was not cost effectxve and should,be cancelled‘;rrhe 0CA apparently_does~" o

not believe that the action recommended bytitsiwitness is fully warranted . = =
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on this record 31nce, on brief it requests not the suspension of the-

project but rather a further investigation into the whole area of: genera—!h -

tion planning, especially as it relates to Limerick to see- whether' |
PECO's construction program is apprOpriate (OCA Brief, pp. 44~46)
Before discussing the positions of these parties, one fact

should be made ‘¢lear in our minds =:at this point nver $l 2 billion has

been invested in the;faCility. Limerick is there' it cannot be ignored.~e

Dr. Shakow‘s’position~1s that PECthas anfexce531ve proportion
of baSeload'relatiVe to cycling and~peaking.facilities and,lwithin ther'

baseload category, a preponderantnemphasis on,nuclear plants;‘ He also "

claims that PECO has exaessive‘levels,Of"reserve,capacity (OCA Briefrp. o

XV; :0CA Statemeot~No. 4y pu3)a He estimated that by 1992 three 300 NW

coal- fired units and a 600 MW coal—fuel plant would be necessary in ke

o/

place of Limerick (OCA Statement Nb.,é, P 4) ‘: This assumption was ,k

based also on a reserve capacity level of between 14 and 22 percent (OCA'

Statement No. 4, ph 4) 31/

Dr. Shakow detailed_inntabular form eight pOSSible cases .
making various assumptious as to load growth,cplaﬁt'coSt'end capital

costs. The purpose of each of these cases as can be seen below is to

30/ PECO notes. that Dr. Shakow's conclusion that PECO s plan is based
in favor of base load generation is "eurious! in that he recommends
the addition of 1500 NW of base: load coal plant (Tr 1982 PECO
Brief, p<47, fn. 14) ' , :

~;/ The appropriate reserve capacity w1ll be discussed below.'




include various assumptions and determine what the optimal new capacity,f

would be under those assumptions (Tr, 2935) This table 1s shown on
page 69. As Dr. Shakow testifled the 1oad growth assumptions here do

- not affect the selection of the appropriate,plant (QCA Statement No. 4,

p.19; Tr. 2909, 2936). Under the incremental capital costing analysis,

decisions would be made on the basis that certain investments have been

“made and cannot be reversed. AS‘PECO'notes,:this‘requires recognition
‘that it has already invested $1.2 billion in Limerick (PECO Brief P50y
_Tr. 2936). Under this methodology,kWe would consider whether to go
ahead with Limerick on the basis of which WOuld'be.cheaper‘glven~the
fact that Limerick now is half*completed. | | R
Under the full costing method, supported by Dr.»Shakow, these
already 1ncurred or sunk costs would be ignored and*the unit would be
judged on the basxs of its total’ cost i.e. ag if we were starting from
the beginning.l This, he argues, more accurately reflects the position

of ratepayers who are not supporting the leerick investment at this ‘

time.  This assumes that the" company will recover its sunk 1nvestment inl‘

the Limerlck,unit Af it is cancelled (Tx. 2943)ie,Although supporting

the»full cost methodology, Dr. Shakow.has made norstudy of the potential

for selling the Limerick units ot for the'possiBility of a tax write-off

(Tr. 2943 2945-47). Dr;'Shakowldid state that‘if‘the Commission should i

allow the company to recover its existing 1nvestment there Would be

Justlfication,for using 1ncremental‘Costing insteadfof~full costing (Tr,_4

2945-46) .
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OPTTMAL 1992 BASELOAD PLANT CONFIGURATION UNDER ALTERNATIVE ASSUMPTIONS

Load , T o Optimal - ‘Reserve Margin:. .
Case # Growth  Plant Cost Capital Cost New Capacity  (Approximate Range) o
1 PECO PECO Rl 2400 Mw, Coal® 14 -22% .
2+ PECO" - PECO : Ihcremental 'r,Limerick»#l : fﬁ‘
: e ‘ . Limerick #2 - .30%
’ | - 600 Mw, Coal = - '
3 PECO  ESRG-HIGH  Full 1500 Mv, Coal 14 -22%

4  ESRG  ESRG-LOW . Full 600 Mw, Coal 14 - 220

1
e

N
PR3

5 PECO  ESRG-IOW ~ Full 1500 Mw, Coal 14
6  PECO  ESRG-LOW  Incremental 1500 Mw, Coal 14 - 224
7+ ESRG  ESRG-LOW ‘, Incremental  ' 6oo;ﬁw; Coa1~  ; 14 5_22zl;:"

8 . - ESRG f‘ PECO S 'Ingrementali‘ Limérick #1.° e =
o ‘ o Limerick #2 - 30%

% All coal units listed in‘tﬁis célgmn]arg.SOOyMW;units.
+ PECO Planning Case

Source: ESRG ModélVf  ; ‘ e ‘_1.K:«v,‘ B i - ff"'[kv ‘
++ Base Case
|




With respect to the cost estimate of the plant, PECO claims

that the completed Limerick station will cost $3 1 billion on a 1985/1987 '
schedule. OCA's estimates appear to be in the range of $4.2 billion to if,'
$4.9 billion (Tr. 2959) 32/ om surrebuttal Dr. Shakow gave a mew cost

estimate for LimErick of $7 billion. The company notes that this figure ’

lacks credibility since the Limerick plant is already 50/ complete at
approximately 17/ of Dr.kShakow s estimated cost (PECO Brief, p 52)

One last element must be considered and that ig the effect on
PECO if the Commission adopted the recommendation that construction at
Limerick be halted, PECO witnesstaquette~testified that 1if the plant'
'were terminated and ?ECOis investment'conld nottbeirecQVered by its'
eale, an assumption which.seems'reasonable on this‘record,,ééfpgco's

capital loss after taxes would amount tok$700~million. 34/ At the'

present time'PECO has a net work or—book eQuity inVestment of‘aboutf$l‘6

billion; a $700 million write—off would reduce the value of the company 'g

shares by 44%. " This w0uld, in effect, preclude PECO from access to the

capital markets (Tr. 3814—15)

32/ PECO also notes that this includes a'$l billion overstatement due

to AFUDC calbulation errors (0OCA Statement 4, Exhibit DS—E Sheet 5'

PECO Statement 15, pp. 20-22).
33/ Tr. 2943; 3784-85.

34/ This assumes that(PECO could get a taX‘write-off., At the present
time;PECO has no taxable 1ncome to offset such a loss (Tr. 3815)
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After weighing ail the evidence,‘I recommend that the‘Commisez
sion _reject the cleimys o‘fc ,certain pertiee that ,const‘i‘:uct’ion fet’- I;imerick» :
be;terminated; even.assuming tnat’such‘authOritj\reSided'in»the Commie— :
siom. | | | ‘ b

I find Dr. Shakow s presentatlon interesting and worthy of
future study by the Commlssion in any. subsequent proceeding on leerick
His conclusion that construction at Limerick shou1d~cease~is based,‘
however, on asSumotions Which.ate not‘supported on this}record.’ He :
aseumes a‘reserVe'cepacity of 14-22 petcent?Whicnvhae not been demon~
strated here.  He essumeekthat PECO‘can tecover'mOSt of its investment;
an assumption that cannot be supoorted here.' His originei cost eétimate
contains. a substantial mlscalculatlon 4s PECO points out. His subsequentt
cost estimate is so much greater that lt must be treated with considerable
caution (Tr‘;2959-7l).‘ The company S~arguments»caSt-sufficient doubt,on =
the‘validitj of the‘essumptionsfmade by Dr. ShakQW’in;his etudy to .
warrant rejection offhis'recommendetions in‘this’proceeding; especially‘
in llght of - the grave consequences which would result from its adoption.

Having reached the conclusion that work on Limerlck should not
be halted by Commission fiat, the next issue is Whether the construction
’ schedule should be accelerated. . | | | |
7 PECO Witness Paquette teetifiedothet,the recent~developmente ‘

in the world oil markets now make 1t in the public 1nterest to complete

L1mer1ck on an optimum schedule to reduce the plant s cost and to achieve,;“'»f'hbz




at the earliest pbssible date, the reduetions in fuel costs aﬁd'oll,
consumptlon whlch PECO antlcipates will result when the unit goes 1nto
service (PECO Statement lA, pP. 7) It is antlcipated that acceleratlon‘
of Limerick to a 1983/1985 completion date: Would reduce total plant cost
- from $3 1 blllion to $2:6 billion (PECO Brlef, D 22)
PECO states, however, that it will take approximately $200 :

million of addltional constructiou,expenditures in~the‘period 1980 to

1983 to accelerate that schedule (fECO StatemEnt 1~A p;7)t The‘compahy"l
also notes that when leerick goes into commer01al operation, it. will
nece551tate a base rate 1ncrease of approxmmately $300 million per unit. 
The company notes that customers will recexve fuel savings of approximatelj;
the same amount so that the net effect on{the~ratepayers total bill

will be minimal. The’comoany‘expresses fears, however,‘that'the Gommission,
will not move promptly to grant the base rate 1ncrease required to |
support the carrying charges on the plant when AFUDC is termlnated. Iu
addition, it fears ‘that adVancementfof Limerick Wlll lead to accusations

of "excess capaclty" durlng this 1983-85 perlod in future rate cases

(PECO Statement 1-A, pu. 8—9).~ ‘ | »

The company seeks to begln dlscussionskw1th the Commi351on and §

“dts staff Ut work together to agree on the best plan for completion of

the leerick plant." (PECO Statement l—A, p lO)
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: Trial Staff takes a ratheryamhiValent position. Its witness
Birx testified that the plant shOuld‘be completed'as soon~as'possible
(Tr.3388) but Trial Staff recommends a level of rate relief so low as to’
preclude this acceleration. The OCA requests an 1n—depth investigation
into the company's generation planning and the nece851ty of Limerick.
It is hornbook 1aw that this Commission is not a super-board
of -directors managing the affairs of a utility. This Commission was not
established for - the purpose of telling a: utility ‘when to place a gener~
rating plant on 1ine, nor is it proper for ‘a qua51—3udi01al body to work
out the ratemaking treating of a plant, such as Limerick outside the
context of a rate proceeding. It could well appear to the public ‘that
the company now is somehow seeking the*Commission's ﬁmprimatur on its
past, present and future construction plans.' The company has for the B
last ten years made dec151ons concerning leerick it should continue to
do so and let the Commission pass on the propriety of those decisions.
For the foregoingpreasons Itrecommend that the<CommiSSion makek
no deciSion‘now on Trial'Staff's‘prospective rate hase adjustments~for
Limerick; that the’ Commiss1on not direct PECO to halt construction on -
' the progect, that the Commission not order a special investigation 1nto’
the need for Limerick the time has. ‘long passed: for such a proceeding to

35/
result in any usefulvpurpose, E and that the Commission not interfere‘

35/ The OCA-might direct its attention to seeking legislative approval of'j,““
a 51ting bill gIVing this Commis51on such Jurlsdiction. ‘
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v ‘I.,~“lv:. ,'o:i;"e'cja:;s»l’]l‘lbﬁy
in the management of the‘company‘by erpreSSingoapproyal or‘disapproyali
of acceleration,of:this pfoject. The company shOuld‘be directed_to’
notify‘therCommission;approximately‘six months*prior to ﬁimerich's
commercial operation and‘at thatktineg'the COmmission should~institute',*
an investigation as to the construction practices of the company and as
to whether Trial Staff's recommendations are warranted.v Since the: ’

company will of necessity be seeking rate relief to~Cover‘the costs of

the plant at approximately the same time, these two investigations e

should be,coordinated. ,

VIII. EXCESS CAPACITY

A central,‘if‘not the centralhissue, in this,proceeding hasi
been the claims of:many parties that PECO has'such'excessive generating
capacity that ancadjustment‘to base’is necessary;:‘By‘Way of,explanation,'
I will refer throughout this discussion toi"excessfcapacity." This: is '
simply a phrase of- convenience which I will use to refer to PECO'
reserve;capacity over and above the level need to'comply with itScConf‘
tractual agreenents:with the PJM Interconnection“and MAAC Agreements;'
It should not Be taken in a pejorative sense. In a&dition the‘Conmission‘
in its August 9th Order sought exploration of the question of whether
the utility uses an<opt1mum mix of existing capacity. As detailed below

I do not find on this record that PECO s reserve capacity is 80 excessive

as to warrant an adJustment to its revenue requirement.‘ I also find on -7

‘thls record that’ the company s mix of generating plant is reasonable.




PECO's Capacity

PECO witnessiBoyer presented the eompany's pOSitiom on the,.
problem of excess capacity. ,This position,kbasicallysthe same 4s presented‘k"
in R.I.D. 438, is that the nature aﬁd amount of’gemerating eapacity
which must be added is based on the annual peak load review. Annual l
szles and peak demands are estimated for a minimum of 15 years into. the
future.  Generation reserves necessary to supply these.forecasted annual
peak demand plus regerve is compared to the installed generation minus
scheduled retirements plus eommitted,new generating capaCity. When the
total foreeasted,generatiom exceeds the forecasted{supmly, additiomal,
generating capacity is planned (PECO‘Exhibit VSBfZ, D. 1){

In additiom to‘gemeration sufficient to meet foreeasted annual R
peak demands, some additional generating capacity is necessary’to insure
that there is a margin to allow for day~to-day Variations in ‘the operating' »
condition of installed generation and for deviations of the annual peak
demand from its estimate.: | | ’

The amount of generation reserves required depends on thekn
amount of reliability desired. The reliability criterion uSedaby the'>
PIM Interconnection is that customers Will not experience a curtailment o
oin electric service more than one day every ten years because of an
inadequate supply of generation (PECOrExhibit VSB—Z« p.ﬁ). Approximately
20 percent of the estimated annual peak demand has been the reserve

generating capacity required to meet that reliability criterion. ;
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installed~generating capacity.

Hlstorical Annual Peak Loads .and- Installed Generatlng
Capacity L

" : o ' B o S Weather ,
Actual Change (2) Installed Change (2) Percent ~  __ _ Corrected (1)
Annual  in Peak Generdting - in Gen, - Generation S - Percent;‘
Peak = MW ' Capacity ~ Capacity - Reserve  Peak  Reserve
MW MW MW o Capaedlty MW © . Capaeity-

N

1966 3,673 | 3,572 (2. 3,680
1967 3,727 54 4,111 539 0 10.3 13,970
1968 4,375 648 4,800 689 9T 4,460
1969 4,592 217 5,066 266 ., 10.3 4,820
1970 4,712 120 5,357 291 13.7 4,910
1971 4,922 210 5,928 571 20.4 5,040
1972 5,313 391 6,136 208 155 5,340
1973 5,760 447 6,377 - 241 10,7 5,630
1974 5,431 (329) (3) 6,968 s91 28,3 5,620
1975 5,530 99 - 7,214 . 246 30.5 5,530

1976 5.346  (184) (3) 7.167 (47) (3) 3.1 5.650
1977 5,888 542 8,202 1035 39.3 . 5,580
1978 5,667 (221) (3) 7,727 @79 (3 364 5,630

" The failowihg table shows théfhiétoriCai énnual péék‘1cadsuand4 "; ‘>‘~‘ f-5
J
|
|
|
|
|
J
|
J
|
|

. » 2 SR »
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NLO OB W N WO U N W
ch’:o\mo_wxoc\n-meo\\o‘}
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Notes: (1) Corrected to the most sévere. temperature conditions which have a , ‘ fn |
504 probabillty of occurrence R N o Lo ;- L |

(2) Change from,prevlous year,'

- (3) DedteéSet
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PECO s estimates for the next ten years show that the reserve;,s,f[

levels will decline until 1985 when Limerlck Unit No. 1 is scheduled to;9:

come on line (See Appendix H).

These unusually high levels of reserve capacity have been thekl"

source of concern to the Commission in PEbO s last two rate cases (R I.D,vf:"

295 and R.I.D. 438),

- PECO states that the reasons for this excess capacity are many =

including the fact that the recent nuclear generating unit additions
were planned many years ago‘to Supply estimatedkannual peak loads which
were higher than those recently experienced Also additional short lead

time units had to be installed because of delays in construction of the

36/

large nuclear generating units. =2 ‘The reduCtion in annual peak loads‘ o

has been the result of the conserVation of electrical energy usage
. caused by a public appeal to reduce energy usage, the curtailment of

electric energy usage caused by the higher oil prices and the resulting

" higher prices for electriCity, the 1973—1975 business recession; and the'

\emigratlon of people from the ?hiladelphia region. tNone of thesetcircum-‘f_.'

stances, it is claimed, were or could have been foreseenuby PE peak load -

forecasters.

36/ It should be remembered that the Peach Bottom, Salem and Limerick‘
units were planned in the late 1960's (PECO Exhibit VSB-2, p.9).
During this same period and up through the early 1970's, the

Commission was encouraging the utility to plan for greater growth

than even it had forecasted and wag directing the utilities to- . .

construct combustion turbine capacity until these base load plants 2

came on line (PECO Exhibit VSB-2, App. C and D).




In summary, the present operating reserves of PECO are ‘in
excess of the requirements of the PJM\IntErconnectiOn‘andfthe Middle

Atlantic Area Council (MAAC) These reserves represent plant which PECO

has constructed and for which its ratepayers pay a return. Trial Staff, ]

OCA, CEPA and Philadelphia all propose‘that an adjustment,be made to

PECO's rate base 0T revenues §0. that the ratepayers are not called upon ‘

to support this plant. Three spec1f1c adJustments were proposed and
will be discussed 1nd1v1dually.

- Birx Adjustment

An adgustment for ' excess capac1ty" was proposed by Trial

- Staff Witness Dr. Donald Birx (Trlal Staff Statement No. DLB-l, pp. 13-:

. 20)., Dxr. Blrx recognized that reserve capacity is necessary to provide
for reliability of gervide When unita are down for either scheduled or‘
forced Outage. He stated that the prlmary factors influenc1ng the loss
of load probabllalty are the size of the 1nstalled units, the forced
outage experience, and the peak load‘probabllltles, Dr. Birx felt that_
these factors could be controlled through a varlety of load management

- techniques, better maintenanee'procednres and»through”installing smaller’
plants. Dr ;,"Birx stated that the present reserves for PECO amount to
36%. The differenceﬁbetween this andkthe‘PJM requirement of 227% amoant

to 773 megawatts whlch, ‘he states represents excess capacity. Dr.‘Blrx,,t

,referring'to PECO Exh;blt No. VSBf23 Table 1, ps 8 noted that the companyv;
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has a number of retirements andfderatings amounting to‘185 NW planned =

for the near future, thlS brings the excess down to 588 M. Rounding"'

‘this off, he suggested removal of 500 MW of plant in service.‘ Dr. BirX*"

derived a value for rate base ln $/MW for PECO's: peaklng capacity since

in hlS view it 1s peaklng capaclty that is excess on.PECO 8 system.

Using the Eddystone 3 and 4, Muddy Run and Croydon plants as typical ofhf'

PECO's peakmngncapacity,'he determlned the net,original cost amount in

rate base for these plants to. be $344,497,ooo}which amounts to $169, 487 -

per megawatt of installed capacity. He, therefore, recommendedfremoVal of

500 MW of excess at thls dollar value of $85 000 000.,

Dr. Birx testlfied that his’ adjustment would not have a serious htf

effect on the progected future regerve capacity of PECO. It would be
the company's dec151on as to whether or not to retire plants becauseyof,
excess capac1ty, his suggestion would 51mply remove the excess from rate

base until such time as it could be Justified as being used and useful.‘f

Depreciation expensekwould continue and a return Sufficient‘t0~cover the i

fixed capitalnobligations of the company'wouid«hefallOWed. If “the

physical retirement of 500 MW actually oecurred, under PECO's forecast,v'

the reserves would be 9 percent in 1984 Dr Birx suggests two alterna—'kd

tives for ach1ev1ng an adequate reserve load 1n 1984 The~first is to'

shave 9 percent of the progected peak load for 1984 The second is to

bring leerick on line in the 1984~l985 period rather than in l985~l987{ i

This would raise the 1984 reserve to 25 percent.e:d
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Boonin~Barrett Alternative

An alternative adjustment for the company excess capacity was

, proposed by Trial Staff Witnesses David M. Boonin and Eileen Barrett of

the Commission's Bureau of Conservation, Economics and Energy Planning
(Trial Staff Statement No. DMB/EMB-l) These witnesses determined that
PECO had excess capacity by examlning the company s projections of
installed generating capacity and estimated peak load contained 1n PECO :
Exhibit VSB-Z,-p.S For the three—year period l979~l981 they calculated d~

the average installed generating capacity at 7701 MW and‘the average

' peak load at 5850 MW, 'They then reduced the ayerage peak load for the

period by 2.4% to reflect the benefit from the diversity of PMJ peak

~ loads that PECO will receive in the planningkperiod‘1981~82 37/ by virtue

of "its memberéhip‘in the PJM pool. The adjusted nﬁmher, 5709 MW, is the
diversified planning peak. . The difference hetweenfthe average total

installed capacity1anthhe average diVetsified peak:is 1992 Mw, orka

- reserve margin of 35%. The witnesses determined that a'reserVefmargin

of 20% abOVe:peak iS‘adequate for the'company'S‘systema therefore, only.
6851 MW are needed ‘to serve its customers.. The‘soécalled excess gener—‘_c
ating capac1ty was calculated therefore at 850 MW (Trial Staff Exhlblt

DMB/EMB—1~A Schedule 3).

37/ This is the most recent estimate of future peak load (Trial Staff

Statement DMB/EMB-l, P 4)
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‘The witnesses selected‘207 as an adequate reserve margin.‘ In
reaching this conclusion, they point to a 1966 Joint meeting of regulatory i
commissions representing the PJM area, where a dec151on was reached to
inform the member companies of the PJM that 1mmediate preparations
should be made to increase installed generating capacity under a reserve
margin of 20% above forecasted loads was reached. Tbe selection of this y
margin, they state, was related not to'a loss of load'probability of one ’»
day in ten years but to the spatial distribution of the 1966 PIM generatlng
system, since 20% of the generating capacity of the PJM gystem. was. S ’, i
ingstalled or under construction in western Pennsylvania and tied to the |
eastern portion of the PJM territory by a single transmission line
(Ibid., p.7). =4 In 1975 the New York Publlc Service Commission concluded
that for ‘the New York Power Pool, a 20% . reserve margin was equal to a
loss of load probability of one day in ten years. They point out,that
'PECO now states that a reserve margin of - 25/-29/ is necessary for relia?
 bility of service, while 22% is required by PIM. ‘
The w1tnesses cite incaddition tw0‘recent studies~by’tbe
staffs of the North Carolina Utilities Commission and the Library of -
Congress which conclude that a standard percent reserve margin of lS/— -

20% would be adequate, the discrepancy between these two claims is

38/ Thls statement, however, is solely the w1tness s opinion and not ohs
the result of any analysis of any Commission document or mlnute of "
the meetlng (Tr. 3174) i e
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: explaine'd in part b'y the definition ofrthe one rday‘ in ten years ?relia-’ -
bility criterion and the way in which reserve margins are calculated.
They point out that Loss of Load Probability is defined as the proba— ufk
bility of any occurrence of any duration which results from the failure
of the operating generating capacity to deliver power. This may result

in voltage reductions, brownouts, load shedding as well as a complete

blackout. The failure to recognize that not all losses of load have the .

same impact on consumers leads to the erroneous conclusion, that any
outage must be more expenSive than the cost of an. additional generating
station. Another drawback ‘of the loas of load criterion, according to
the witness, is that it calculates reliability exclusively for the
generating system while ignoring the quality of the transmission and
distribution systems. | |

’,Ihekloss of lOad prohability criterion;of‘one day in ten years
is used to generate a’systen—wide reserve margin'for the,PJM system for‘
planning and contractualypurposes. Once the contractual reserve margin k
is established, the forecast obligation for each member company is‘
determined (PECO Exhibit VSB~2, App. E). This obligation is affected by
the forced outage rate of each company and PECO's forced outage rate has
been 00n31stently above the PJM average, according to these witnesses
(Trial Staff Statement No. DMB/EMB—ly,p.ll)’ ThlS 1s caused by equipment u{

problems:and a tendency not to repair-generating unitS.as fastuas p0881b1e’y?
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since an adequate reserve nargin existsfto permitegenerating'stationsuto'1k
be repaired during~normal~working hours (Ibid. p.12); .fn~conc1ueion,
the witnesses reject the claim that an adequate reserve margin must
 exceed the 20 percent level
The witnesses determined avvalue ($25}55'per KW) to he‘assigned
to the excess capacity from the PJMVAgreeﬁent (Trialxstaff'ﬁxhibit‘ |
DMB/EMB—l—A, Schedule 4),"This,represents the netfannualfcost of the
least expen51ve type of generating capacity in the PIM System and is, in L
their opinion, the lowest reasonable cost per KW of excess capac1ty
The w1tnesses recommend an upward adJustment to the total
revenues of the company to: recognlze that if there is a value to the
allegedsexcess capaclty, it-is to other,utllitles; They further state

that while generatlng capacmty is constructed 1n dlscrete units’ of

multlple megawatts, rather than by 1nd1vidua1~megawatts, any unnecessary =

capacity can be leasedior‘sold.y In their‘opinion, 850 MW of PECO's
installedkcapacity'is not neceseary~foerECO’s ratepayeres ‘They have
assignedha revenue‘level to this capacity, creatingcin their opinion an
inducement for,PECO to removevthis capacity. In conc1u31on, the w1tnessese:f
krecommend an upward adjustment to total revenues of $21 717 500 (850 MWX

$25.55 per KW)
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Weigs Adjustment

A thlrd adgustment for excess capaclty was proposed by Consumer
- Advocate Witness Thomas, H. Weiss (Consumer Advocate Statement No. 5, pp.
6-19). Mr. Weiss noted that in 1978 the company had an 1nstalled reserve
capaczty of 49% of system peak demand ?9/ and a net reserve generation

c capahillty of 35. 74., He testlfied that malnteining such a large reserve.
generatlng capacity can be detrimental to the oompany.‘ Mr. Weiss stated
‘that there is no generally accepted industry~wide standard for reserve
marglns althOugh most utillties generally plen for an installed reserve
margin of between 15/-25/ of peak demand.  Mr, Weiss noted that reserve'
marglns are the function of a number of items 1nclud1ng system economic
dispatch crlterla, the type and availabillty of the fuel used by the
system, the degree of separation between the two major peaks Which a
system w1ll experlence durlng the measured periodiand the adequacy of‘

the transmission and switching system to which the genmeration units are

attached. The differentvfactors,and the Weight assigned to these factors y

will cause reservebmargin estimates to. vary. fFor’example,kPECO has
determined that a reserve margin of125%'would bhe requiredffor'the test
period ending March'31 l980 The Mid—Atlantic Area Councll (MAAC)
estlmates that a 227 margin is sufflcient whlle the Energy Systems
Research Group, the Consumer Advocates load forecastlng experts, belleve

that ?ECO needs a margln_ln the range of 14 to 22 percent"

39/ PECO claims that thls calculation is 1ncorrect and should be 36 =
percent (PECO Statement lS-A, D ll) S :
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Mr Weiss stated that’the company s current excess capac1ty
stems from,dec151on.made in the mid—sixtles when it Was planning the
Eddystone 3 and 4 units. During this time oilefired generation appeared
to be a reasonable long—term base load generation alternative; kBj'theo
late 1960's PECO was planning to build nuclear plants at Peach Bottom
and Salem. By the mid-1970's when these plants’&ere stili under con~
,struction, PECO shbuld have‘seen;'the witness Stated‘thatithe costs

required to effect cOmp1Etion of’nﬁclear plantsﬁwere,being inflated due,"v

to safety requirements and that fuel oil was becoming 80 expensive as tO‘r :

nearly preclude electric utilities from any further consideration of
constructing oll-fired capacity. At the same time there was a decllne
in previously predlcted growth rates. - In spite of this, Mr. Welssv‘
stated, PECO continued with its construction plans and'even,plannedk’
construction at‘Limerick. Only- now, he stated, is the company maklng an
‘effort to adjust its ‘excess capa01ty by retlring the previoasly moth-
balled units at Richmond 12 and Barbadoes 3 and 4. L |

- Mr. Weiss stated that there were several ways to adjust rate
base to recognize the exlstence of excess capacity., One way is to : |
exclude the investment in de51gnated unlts based on-an analysis of the
current use of production plant, the eff1c1encies of the varlous plants’
and the company s own retirementfplans. Another method would be to

reduce the 1nvestment in all production plant by a\factor representlng
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the unneeded’capacity as a petcentage of total capacity Thls method hei‘;~,
stated fails to assess adequately the operating efficienc1es of individ—’
ual units. A third method is ‘to. designate older facilltiee as those
which are representatlve of the unneeded capacity and remove the 1nvest—.:‘
ment from the determination of the company g revenue requirement. This,y

however, does not quarantee that the most inefficient units would be j

removeda A final method would remove from rate base investment represent—,;

ing the excess capacity and would’capitalize a modified allOWance for{
funds used during construction (AFUDC) on the fendved<p1ant until snch
time as the plant is needed. The AFUDC rate would 1nclude an equlty
return at a zero cost level thereby representing only the embedded cost
of debt and annual depreclation expense wnuld cease. Thisg method;
however, would in the witness"opinion.shift the‘costs of the excese
capacity onto futnre ratepayers.' Mre Weiss statedkhis'preferencejfor~j
the first-mentioned methedology. E Hef‘dete‘rm‘ined 'k the level of PECOfs
alleged excess capacitylto~be 775'neganatt5~duting the 1981 summer peak,_r”'
on the basis of the 7;689;megawatt installed generating capacity shoWn e
by PECO for the summer of 1981. Fronfthis installed capacit?, he”eutn
tracted 6 914 megawatts whlch represents the capacity necessary to

service the 1981 peak demand with an installed generating reserve margin o
set at the mldp01nt of. the 14/—22/ range used by Dr.,Shakow of the ' |

Energy,Systems Research Grcup based‘on‘the ESGEM‘model.
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In order to decide which units should be eliminated for rate—
making purposes to reflect the removal of excess capacity from rate
‘base, he reviewed statistics describing the utlization of the company sv
generating units in 1978 as obtained from its filings,with the‘Federal
Energy Regulatory Comm1531on (Forms 1 and 12) and the company 8 retire—
ment plans. On the basis of his review, ‘he excluded the costs associated';

- with the following units.

"Chester 5 and 6v~: s 124 megawatts

‘kRichmond‘No.'9s : ‘d , "(looimegawatts
’Barbadoes'Nos; 6 and‘7, ‘ : ’38smeéawatts'
'Southwark Uni;s~1c§ . ’, 426 megawatts
Total L : : | ;‘ ’748 megawattS‘

He determined the deprec1ated original cost of these units to be~
$25,043,000 andfrecommended that this,amount.be,eluninated from‘rate v
base.

PECO's Position

PECO maintains that no excess capacity adjustment is warranted
As noted earlier PECO witness Boyer stated that the decisions regarding k
generating capacity, made many years before due to the long lead tlmeb s
'required to install major generating stations, were reasonable based on :"
the facts which existed at the time. Indeed if the 1973 oil embargo’

and resulting recession had not occurred the company maintains that the
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generating reserves available now and for the next few Years would have
been barely adequate (PECO EXhibit‘VSB—Z,‘Table I)lv~Hevéxp1ained;théf
the current reserve éapacity requirement for planning purposes is a .

reliability}criterion.bf loss of load probabilitylof one in ten-yeafs.

The current reserve éapacity réquirément, being used to determine PECO's
capacity obligation to the PIM Interconnection, is 22 percent.k The PIM.

Management Committee agreed to use 22 percent as a basis for calculating

member cdmpanies' capécity obligation for 1981. Mr. Boyer nOtedftﬁat ;
while rééerve;réquirements beydnd 1981 haVe ot béen.estimated, it is

expected that they will apprbach,ZSkpercent, 

©_ Mr. Boyer furthéf notedvthét the reliability,standard‘ofylosé..:

of load mno more than one day in ten yéafs has been followed by much‘of'
the electric industry'and has been employed‘by PJM for over fifteen
years. Under the PJM Agreement, PECO must'employ_this‘reliability

criterion in its gemerating plant planning program (PECO Sfatement 9~-A,

p.1l). While it is‘not'the only thetstandardfwhich could be’employed‘inf,

generating plant planning,'he’stated, it is the most apprbpriate one for
use at this time and is the standard that has been employed, with the
Commission's knowledge, in planning its present genefating~plant facili-

ties. He also noted that in future years, generating plant reserve

margins’invthe area of 25 percent to 29’percent'Will'bebreqniredvto;meet '

this standard (PECO Exhibit VSB-2, App A.).
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‘The company»also,presented Mr; Emil\Kasum, Chief'System ?lanning io_f

Engineer. First, ‘he addressed Consumer Advocate Witness Shakow s calcula—'u"

tion of system reliabllity levels (PECO Statement No. 15, p. 6-13)

Mr. Kassum critlcized Dr. Shakow '8 ESGEM model for uging a, simplistic - nf-f o

method to evaluate system reliability. He described it as a MonterCarolrk

k51mulatlon technlque in which the accuracy of its results depends on the

number of random-samples taken. He described the Loss of Load Probability

method used by PECO as an exact analytical technique Which has no: inherent

sampling error. ﬁQ/ He states that the ESGEM Model's reliability evaluation“

is also based on the erroneous assumption that PECO s reliability can be

evaluated through a single area analysis, w1thout detailed modeling of rl}“

the PIM system.; Mr. Kassum also testified that the ESGEM model 1ncorrectly -

assumes. that PECO s benefits from 1nterconnectlons should remain constant j"
at an average available capacity of 1072 megawatts regardlesskof PECO! 8
level of 1nstalled~reserves. It ‘is incorrect, he" stated to presume
that as PECO drops its installed raserve to a 14/ level -that the remaining”
interconnection members,WOuld provide the same,support as they do at the f*
existing‘BSZ interconnection reserye margin,,~~“ | |
He also testified that Dr. Shakow 8 calculated reliability
indices are not equivalent to the industrial standard. Dr fShakow»-

calculates the hours that load curtailment occur and translates them :

40/ An example of this potential for error was ¢ited by Mr. Kassum,
He points to Sheets 16 and 18 of Consumer Advocate Exhibit DS-C
which show that (given the ESRG construction program, ESRG demand
forecase and ESRG low cost and full plant estimates) when the ,
1987 reserve margin is increased from 22% to 30% the incidence of
voltage reductions increases from 0.2 to 2. 3 hours per year. This’
tenfold change is, ‘e states, obviously in the wrong direction
(system reliabllity should not decrease as reserves increase) and,
he states, can only be due to an inadequate number,of,samples.
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into a losseef-load probability (LOLP) iedek by‘assuming'that 24 hours”k;‘
of curtailment equate to one day of curtailment; Tbe defiﬁitioﬁfof LOLPb»
refers to daye per yeaf in'which‘curtaiiment'has occurredewithoutAregard_
to the length’of time within thoee‘days‘that thebcurtailment'occurred.
The model also aseumes that whee a capacity deficiency'occurs,’lead will
be only curtailed tokreduce the load tc'exaeﬁly‘equalyﬁhe currenﬁly |
available capacity. Thls, he argued, leaves 1o splnnlng reserve and
would make the system vulnerable, in the event of the sudden outage of‘a :.>V
major generatlng unit or transm1351on facil;ty, to cascadlng systemfwldedet‘”
interruptiona.;' » | -

Mr. Kassum also notes that the major focus in the ESGEM model
is on economics rather than technlcal rellability and that PECO is at
present bound by the PIM contract to have reserves to meet a reserve
requlrement based on the one day in. ten year LOLP or pay substantial
penalties; it cannot unllaterally planyltsfcapacitybon an alternatiVe
baeis. | |

‘Mr. Kassum further stated that wheh demahd gfowth~rates modé" :
erated beginning in the early 1970's, PECO moved to reflect this change
in its capaclty plannlngj No additional generating plent was planned
for conStructidﬁ aftef‘bhe Croyden unita in 1,972;‘i Elanning‘fcr the o

pr0posed‘Fult0n nucleaf‘facility was abandoned and,'in reCent;years;f'gi,~,~‘
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PECO has retired older gemerating units where economic to do so. . The

company has aiso sold the generation of Salem No5h2 to_Jefsey Central.
Mr. Kassum also explained that‘certain eCOnomic penaltieslcan reauit’for
the retirement of generating plant, even though such plant may not be ,’
needed for capac1ty reasons., Even thOugh the generating unit may not
actually be producing, it may be reducing energy costs thrOugh the PJM

contractual Spllt saving pricing mechanicsm to price purchased energy.~

- With the unit retired a more expensive unit must be employed in this

pr1c1ng analysis, resulting in greater costs to be borne by ratepayers.
Mr. Kassum also noted that addltional transmlssion facilities tora local’
area are sometimes required upon theiretirement of'generating‘plant in a-
given 1ocation in order to avodid possiblekinterrnptions of sefvice due

to transmlSSion lmmitations and/or outages. Mr. Kassum 1llustrated this
point by reference to the Richmond 9 and Southward Units 1 and 2 which Er

Mr. Welss recommended be eliminated from rate basef Thelretirement of

these unlts would require, according to the company, additional transmission i

reinforcements to assure local area reliabilaity in an amount greater
than $16 million. Southward Units 1 and 2 generated 394 325 MWH in 1978

and 344,068 in the first tén months of 1979. Mr, Kassum stated that

41/ These have 1ncluded Barbadoes 3 and 4 Richmond 12 and Ghester 5 and: S
6 (PECO Statement No. 15-A, p 2) . : ,
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this energy would‘need,to be generated frem‘highet'eoet sources should
the unite be retiréd;chStSVWhich WOuld,belpaeeed on. to ratepayereﬁ
through PECO's energy7clause.‘ Furthermore ln-the,firet ten months of o
l979;kSOuthward 1 and Zlgeneration costs Qeré uSed in computing split
savings energy Purchases for a total of'608~595,MWHf; If these units had
 not been available, combust*on turbines would have probably been used to
compute PECO's avoided costs; this would have 1ncreased the cost of
purehased energy by some $6,7 milllon‘fer that periudr(PECO Statement
No. 15-A, p.4). | | ; S
Mr. Kassum noted tnat,under the'PJM'Agreement, PECO's‘generQ
ating capacity’obligation is determined three years into the’future |
based upun’the eompany's forecast peak'load histerié fOrced nutage
rates and ether'data._ PECO's capacity obllgation for the next two: f
planning periods is shown below (Ibid., p 6)

" Capacity

Planning o g Installed v f‘ Capacity’ L - In Excess of
Year , ~_Capacity .- - ~Obligation. °~ ~_Obligation
1980-81 7689 7483 o206

1981-82 ; 7689 7476 S - 213,

Mr. Kassum states that 1f PECO were to reduce its installed
generatlng capac1ty by more than 206 MW in 1980-81 or 213 MW in 1981—82
‘then PECO would have to buy additional generating capacxty from the PJM

companies at the,cqntract~rate,of $25.55‘per KA. Furthermore, if PECO
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were to retire any units, lt would be combustion turbines with poor

perating records and which are. not needed for local reliability, such as; L

Barbadoes 6 and 7. If'these units were retired;nannual capital costs y Er

would be reduced by.about4$5.00 per,KW (Ibid., p.6).

Mr Kassum also testified that contrary to Trial Staff 5
(contention, PECO s clalmed future reserve margins are not inflated by .
high forced outage rates. He pointed out that the outage rates employed
by BJM to calculate the required reserve margin have been adjusted to
’eliminate the effects of maintenance periods which have been extended
for economic reasons (Ibid., P 8) A 20 percent across the board reduc—
tion in the forced outage rates of marginal and peaking units was usad
in the rellability calculations resulting in an additional 1 percent o
reductlon in reserve requirement. e

The Commission in R.I. D. 438 cons1dered virtually the same

arguments and concluded that no ad;ustment should be made (mimeo, PP g'

10~15) Since that time the Commission has had an Opportunity to review:f

the issue of excess capacity in West Penn Power Gompany (R 1.D. 183

Order entered June 29; 1979). There the,Commission affirmed an earlier
order Whlch reversed a still earlier order making at adjustment for’f,

alleged excess capacity The Commission specifically referred to the

standard necessary to warrant an - adjustment for excess capac1ty, stating ,
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‘Having recognized the need for some reserve
capacity, we must consider whether the reserve \ .
capacity here is so excessive as to demonstrate
serious miscalculations of.the system's require-
ments resulting from management 1mprudence. As
noted above we interpret the Court's remand here
as an admonition to us to review thoroughly the
record here to determine whether our original

“position that there waskimprudence can be clearly
and ‘convincingly demonstrated. After such a
review we find that while there is evidence for
our original position, it does not meet the high

standards of proof necessary to support such a
finding of imprudence. Under these circumstances
we-are compelled to conlude that our orlginal
finding must be modified. (mimeo, p. 5)

Applying this standard to thefrecord here,'I cannot find that
the reserve capacity here during the time these rates are in effective
will be so excessive as to demonstrate Serious misoalculations of the

system s requlrements resulting from management imprudence..

Before dlscu351ng the reasons for thlS conclusion, two other :

areas’ should be con61dered load forecasting and reliabillty standards.,




Load Forecasting

Two load forecasting studies Were,presented =~ -one by PECO
(PECO Exhiblt WCH—l), the other by the OCA witness Stutz (OCA Exhlblt
J5=-5). AlthOugh much has been stated concernlng these forecasts, several
things Should be borne in mind. First, forecasts -are. Just that - estimates 1
g of future condltlons made w1thout knowledge of future events. Thelr,usec
'for,ratemaklng purposes rs therefore lﬁnited.fnSecond, these two studies
have limited bearing on this proceeding, for eaample, according‘to OCA p"
witness Shakow it is not at all signlflcant whether one chooses PECO's -
load forecast or Dr. Stutz’ load forecast for decldlng what to do w1th
Limerick (Tr 2909—10) During the perlodfthese rates w1ll be in effect,‘ C
the dlfference between the two forecasts is relatlvely small and do not
materlally affect the dlfferent peak loads used for any excess capac1ty“
adjustment. For example, the company forecasts a perlod of load of 6000 o
MW in 1981, (PECO Exhiblt VSB~2 p 8) while Dr. Stutz forecasts a peak
of 5860 MW (OCA Exhlblt JS=4, p. 5), or a difference of 2.4 percent. For 7
1982 the difference between the two estlmates,is sllghtly over 3 percent;t
It might be interesting tc examlne in excruciating detall the difference'
between these two estmmates - but for purpoSes of determlnlng PECO s
revenue,requirements over the next few years theogame is,not worth‘the‘
candlet I can imagine'fenertareas oftinuestigation Withha lOWerppayback_'

ratio than a thorough“investigatiOnnofcthenvaricusafdrecasts governing




the saturationkgrowth>in home freezers in 1987. ﬁzjkllf history 1ig any
guide the only sure conclusion is that every estimate of load for 1987
will be wrong. This is not to say that load forecasting should not be -
done and thoroughly explored by the Commission. I simply p01nt out. its
limits in the context of a rate case. Finally, I note that the OCA s
‘base forecast growth rate approximates that progected for the PECO low t

range forecast (PECO Statement 10-A; OCA Statement No.'BeA, p.6).

Reliability Standards

As noted'elsewhere; PECO plans its generating plant capacity
to meet a reliability standard of loss of load no more than one day in
ten years. Under the PJM Agreement, this is the criterion to be used as:
the design objective (PECO Exhibit VSB-~ 2 -App. A PECO Statement 9-A
’p.l).

The three adJustments proposed by the witnesses here to’treat
excess capacity each use a. different reliability standard Dr. Birx
uses a 22 percent reserve margin which is. the present~contractual'reSerVe,
requirement for PJM. But this is notgthe same as'ankindividual companyfs
planning requirementswhich~may vary depending on~load’shape, seasonality
of peak, generating unit 31ze and generating unit outages (PECO Exhibit

VSB, App.A)

42/ If we were con51der1ng whether or not "PECO should start construction

of additional plant, this, of course, would be of primary importance. fly‘

But we are mnot and PECO is not.




Witnesses Boonin/Barrett prOposes a 20 percent fixed feserve
capacity criteria and criticlzes use of the one-day An ten-year relia—:
b;llty criterion. k |

| 'M;.'Weissjuses,a 14—22'pereen£,reeerve capacity~reﬁge basedfeee:,
thé,competer'mddel (ESGEMdedel)vdesigned by OCA'witﬁesseshakow.~dThiee”'
uses afdifferenﬁ reliability'standard'thanlthe oeeeday in;ten;years loss
; of‘load,ncw‘uSed by‘PECO, the PJMertercoﬁneCtioﬁ;énd MAAC.‘
| After reviewing Ehe fecdfdvhere,‘certain conclusidns seem
evidence. Flrst, for all its claimed faults,kthe gne day in. ten years
plannlng crlterlon has been used by the company, by the PIM Interconnec—e

tion, by MAAC and by thls Commission over the last decade. It should be

used in this proceedlng tO determine PECO's reserve capaclty levels. It,7f»

is a reasonable standard, one in general use by the industry and the one%
upon which PECO has based its capacity planning.f

But one eannot belp but question in light of the testimonyv
'here'whether this is the best stagderd.-‘Certainly~the issues brought
"ferth‘by Me. Barrett and by'the,Shakew stdd? deeerve serious considera~
tion. Ihese questions‘transcendfany rate'case,end wOuid imﬁact all’:
juriSdictional utilities. At the’seﬁe time theyiraisekserious issues’of
public pollcy - would the c1tizens of the Commonwealth be willlng to
trade off the rellability assurances that thls standard prov1des for thee'

: greater possszlmty of brownouts, blackouts and voltage reductlons and

e




theit attendant social costs, if it would,reSultjinsiower electric ratesce
in the future. These are'just some of the questionshWhich‘must be
.explored before any decision"can be’made; It is my recommendation that
the Commission 1nst1tute an investigation on its own motion of the
proper reliabllity standard for‘the next decade. AL the same time the
CommiSSion could consider the 1oad‘growth forecasts[and long—range ,

planning of the utilities of this Commonwealth;’

Conclusion

As stated earlier, I do not find that the record shows such
managementyimprudence as to warrant an adjustment. Furthermore, the ’
adjustments proposed are sSeverly fiawed.

Dr. Birx otoposed an adjustment:eliminating_500 MW of capacityh
from PECO's system baseo'on a 22 percent‘reserue capacity level. He
prices out this adjustment using PECO's most receot:nonebasedlead’
~ generating plant faoilities‘~ These units, as the'company~points'out,
are highly valuable to PECO's customers which would not be retired by
the company. Dr Birx used these plants because he felt that it would
be unfai: to the company to take the entire,plant'of EECO'and use the
average cost per\kilowatt; ‘Heyrejected use.of the'mOSt fullyydepreciatedf
| plant because he felt 1t would be unfair to the customer "because if you i~;

take Eddystone-S and 4 for 1nstance, at the time of the Arab 011 embargo
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Philadelphia Electric had about $40 million invested in that the signal

flags were all flying and yet they went ahead and. completed the plant at,! i~“.

a cost of $501million or somewhere around there."‘,CTr. 2768).~,The
record‘indicates howeVer, that at December73l,~1973'eXpeaditures plusf

commitments at - the Eddystone 3 and 4 facilitles totalled $166 milllonll
43/

~out of a total plant cost at completion of $252 million,-—— (PECO

Statement 15 App.‘12)

“The Boonin/Barrett adjustmeht‘relies‘onfa,207percent'tEServé‘
criterion. 1In ad&ition; it iapcts a reVenuehof'$25.SSlpertkilbwatt,to,~t1
the 850 MW of capacity ﬁhich'it claims is eXcéaa on'the basis that'PEGd
could sell thlS capacity to some other utility. Nothing in the record -
indlcates that there is the sllghtest poss1bllity of such a sale.v In

fact,; the record clearly shows,that utilities‘infthe Eastern United

‘States and Canada are in a position similar to that of PECO since they‘lf;“f

too were subject to the same economic factors in the last 5 years as |

PECO (PECO Statement 15-A, pp. 4=5), “Where such adjustments‘havefbeenf

made in the past there has always been some historical basis or record

'evidence to support the~basic premiéevthat somevealesywould be made;‘the'

_issues was the level of such sales. E.g.‘Oraﬁge\and Rockland,Utilities;

vInc., 14 N.Y.P.5.C. 777 (1974). Without such a basis, such an imputation

of revenue would.be»arbltrary-and capricioue;~' k

43/ Installatlon of oil burnlng fac111t1es such as Eddystone in the
early 1970’5 was. nece531tated for env1ronmental reasons. _
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QCA witness Weiss ’adjustment proposes the elinination of the

Richmond 9 and Southwark Units 1 and 2. "PECO WitneSS‘Kasum pointsfout ~;
(PECO Statement 15A, pp 3-4) that retirement of these units would require tf~

dditional transmission reinforcements to assure 1ocal area reliability
in an amount greater th’an $16,000, 000. Southwark Units 16&2 oxl—fired :
steam units generated 394,325 mwhiin 1978 and 344‘068-mwh'in-the,fifst
ten nonths of 1979. This energy Would need to be generated from higher
cost sourcesrshonld the units bevretired, These additional costLs would
be passed on.to'ratepayers»through PECO's energy clause, ,Assuming the’
cost increment Wouln be as little as‘$5/mwh, this additional energy cost
for 1979 (10 nonths) woold,eQual appronimately~$1;7kmillion. In addirion,
during the first ten<months of 1979, Southwdrk 1 & 2 generation eosts
were used in computing Spllt sav1ngs energy purchases for a total of
608,595 mwh. If Southwark has not been available, combustion turbines
would have probably been used to compute PECO's avoided cost. Southwark'sff
generation cost is’aboutr$50/mwhvcompared to abOutr$7é/mWh. 'Therefore,
the cOSt of purchased energy could‘increase‘$ll/mwh'if the.Sonthwark
units were not avaiiable. PECO g -cost of purchased energy would have“‘
increased by $6.7 million in the first ten: months of 1979.‘ This increase k
would. have heen passed on t0'ratepayers through PECO s Energy Clause.r‘
These costs: exceed the cost sav1ngs Whlch could be obtained as a result

of the units' retlrement.
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If the Commission finds that an excess capacity is Warranted

I recommend that the Commission an,adjustment that is reflective of the ,_1

real world

Under the PJM Agreement, PECO s generatinc
is determined three years 1nto the future: based upon

Vforecast peak load hlstorlc forced outage rates and

capacity obligation
the company's y

other-data; As a

vconsequence, PECO's capacity obligation has. been determined for the next

two planning periods and is shown in the follow1ng table

' ?lanning

Installed
Year Capacity .
‘ . (Mw)
1980-81 - 7689
1931-82" 7689

If the company were to reduce its

Capacit? ' 1WIn Excess 0f
Obligation .nfObli ation b
7483
7476 -

inétalled generating\Capaciﬁ?“ffﬁVEi\.‘:f”i

by more than 206 mw in 1980—81 or 213 mw in l981~82 then PECO would

have to buy addltional generatlng CaPaCICY from the PIM companies at the f{""”

contract rate of $25 55 per kw to meet its forecast obligation (PECO :

Statement 15—A, pD. 56)

1f the Comm1531on finds that PECO s management was imprudent

in its planning and constructlon, the amount of excess capac1ty is in 3

the area of 200 MW.

If the Commisslon in effect tells PECO that there is too much

plant in its rate base, the resultant rate base adjustment should be :

calculated u51ng the. generating units whlch would be retired - the

oldest combustion turbines (PECO Statement lS—A, p»é).n




The‘recotd does'not; however,»snpport enohva'finding.':éﬁ/
Elnally, w1th respect to PECO s generating mix, OCA w1tnesa i
’Shakow testified that PECO's construction program was based on method-‘
ologies which are blased toward nuclear baseload plants (OCA Statement
4, p. 3). It is 1nteresting to noté that Trial :Staff' s witness Dr. Birx
believes that PECO has an excess of peaking capacity, ‘not base load plant
(Trial Staff Statement DLB«l, p. 18) and that Dr. Shakow recommends the
addition of 1500 MW of coal plants by 1992 (OCA Statement 4y pi 4) dn

place of Limerick. Nothing in the record indicates that PECO's present

mix of generatlng;units is 1nappropriate. Whilevthe conbustion turbines, o

installed in the eatly'1970’siare highly—expensive, they Were,needed,ati:
the time and installed atithe direction of the Commission. .PECOtis now
locked into leases for this equipment (Trial'Staff'Statement DLBel,yp;
19). The shakow testimony dealing with potential bias toward nuclear :

base load plant lacks specific factual support for its: conclus1ons

Finally, it should be noted that the question of PECO's generating mix S

~would have more relevance’if, we were net nOW)at the end of bueo s‘:e

~construction cycle.:

44/ In order to avoid extendlng this already lengthy discu851on, I
. attach as an appendix (Appendix I) the separate statement of former
‘Chairman Louis J. Carter on the subject of PECO's excess capacity
issued in connection with the demand of certain petitions for
reconsideration in R 1.D. 438. :




IX. RATE OF RETURN

After determining the fait value of PECO s investment, used and
useful in prOViding electric service to: its ratepa]ers, the next igsue
is the appropriate return to be permitted on this:amount.r In actuality,k :

of course, the Commiss1on does- not guarantee that this return will .be

achieved; it should, hOWeVer, provide the company with a reasonable

opportunity to;earn 1t.

The general guidelines to be followed in Setting:the,appt0priatei ﬁ;h S

rate of return have been set forth by the courts. IniPittsburgh V. Pa,

P.U.C., 182 Pa, Super. 376 (1956), the Superior Gourt recognized that

such rate necessarily varies with the particular circumstances of each
case and must. be determined eccording to the facts presented f"There
can be no set formula.“ Id. at 385. The Court then went on to list a
number of factors which if shown b& the evidence, may be considered in
determining a fair‘rate of return. These include:,'(l) The amount
necessarfrto assnre confidence in the financial sttncture of the oomneny B

and to maintain its credit standing (Bluefield‘Water Works & Improvement

Company v. Public Service Commission, 262 u.s. 679, 692 (1923));

(2) the payment of dividends and interest (Pennsylvania Power & Light

Company 7. Public Service Commission, 128 Pa. Super. Ct. 195, 211, 212

213 (1937));' (3) amount of the investment the'51ze and nature of the

utility, its rlSkS, and the c1rcumstances attending its origin, develop— T :;’

ment, and operation (Solar Electric Company V. Pennsylvania Public

Utility Commission, 137 Pa. Super. Ct. 325 387 388 (1939)),‘
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(Wall v. Pennsylvanla Public Utllity Commlssion, 182 Pa. Superior’ ct.

35, 46, 47f(1956)) There may be other factors which may enter into the
determination.of rate of return. Many‘items such’as the financial- o
structure, the credit standing, dividends, interest, the attendant
risks, regulatory lag, and wasting assets are naturally considered in g
determlnlng the cost of capitala ~In weighing these factors, the: Commlssion:f
exercxses its Judgment as to cost of capltal‘ However, this judgment
must be exercised upon the facts as they'have been presented;'

As is usual in these proceedlngs, the issues in controversy
here 1nclude, the appropriate cost of long-term debt, preferred stock
and~common’equity. No controversy exists however, DVer the capital
structnre to be used. |

PECO rate of return witness, JoSeph F Brennan, employed a-
projected March 31 1980 capital structure of 52 2 percent debt, 12.8
percent preferred stock ~and 35 percent common equlty. Wltness Brennan ,
belleved that rate maklng is prospective and that, as. such the estimated =
March 31, 1980 ratlosrare the best: indicator of hon the rate base may be A

‘flnanced in the future (PECO Statement 14, pp. 4 22-23 PECO Exhlblt
JFB-1 Sch. 9, Sch.l8,p.2, Sch.19; Ir.272).

Dr. MAtityahu Marcus; the Consumet Advocate rate‘ofireturn~’

w1tnesa, accepted ‘the company s pIOJected March 31 1980 capital structure‘f:

and employed it 1n his recommendation (OCA Statement l, P V—2)

e




. e
Donald Muth the Commission,Trial Staff rate of return witness,~b
also accepted the company s progected Mbrch 31 1980 capltal structure
and employed it in hls recommendatlon (Trlal Staff Statement DHM—l, p 3,
Trial Staff Exnlblt DHMélA Sch 2 Sch 3) Thisveapltal-structure should
be adopted by the Commlsslon.k‘ i ‘

'These w1tnesses positions on the appropriate cost of capital,

along w1th those of CEPA the Glty and GSA are shown belOW"

\Phi;gaelphia’Elébtriéfs;Pbsicion 45/

R S Cost.  Weighted
,Type'of Capital o ‘ Ratio ' Rate . Cost -

Long-term Debt 52.2 8.65 ffk_ _ 4;52w,:g‘*

Preferred Stock 128 S R

Common_EqultyvﬂH'ge 350 13000 4.5

[

<

|

.1 Appllcable to a Fair”ff"“
Value Rate Base

45/ Source: PECQ‘Brief, P. 103.~f:ﬁ2:




Consumer Advocate's Position
B R e e = Cost  Weighted
Type of Capital ~Ratio . - Rate . . Cost’
‘ o O % Lo ke : ‘ %

 Long-term Debr 52,2 s f,8.413f’  ~;.,\4S39i31*;
Preferred Stock 12,8 7.80 100

Common Equity 35.0 13,35 467

100,00 e ‘10,96 C

Appllcable to an '  :
Orlglnal Cost Rate Base

Commission Trial Staff's Position

’ AR S g  Cast - . Weighted i o
- Type of Capital . Ratio ‘ Rate ... . ~Lost . o
‘ : T - Ty

Lomg-Term Debt 52.2 8.40 438

Preferred Stock 128 778 . 1,00

Common Equity - 350 13.63 47

L " 

0.1

e

ot
o
o =
<
=

Applicable to Origlnal
Cost Rate Base :

46/ Sdutce' OCA;Brlef pp. 59-60 OCA<Reply'Br1ef, p 25 Oral Argument L G
o ST, 63) , : SR
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| ;32/ » (
. Consumer Education and Protective Associatidn '

Cost

Type of Capitai ‘ S Ratio . . Rate:
’ ’ : ‘%" S . %

Long-term Debt ~  52.2 . 8.65
Preferred Stock '112;8 ’ v,"7.73

Common Equity - 35.0 13,35

100.0

1

| o k8l
City of Philadelphia

, : ‘ R S T Coéf‘
~ Type of Capital ~ : Ratio " ‘Ratio

Lodg—term Debt 52,2 - ‘8540]“

Preferred Stock e , 12.8'~ | > k7;80,’i

Ut
<

Common Equity 5 : kk 3

=
o
(e
[

|

47/ - Source: ‘CEPA Reply Brlef Schedule 3.

48/ Source: ,Clty Brlef, p.59.

'bgioygv 5 o

12,90

 We1ghted‘,‘
: Cost

 Applicable to Original
-Cost Rate Bage -~ =

'.Weighte&  
~ Cost .
e

4.38
1,00
4,515

l.Appllcable to Orlginalﬂ?}:’_u1 
’,Cost Rate Base L R




. General‘Services Adminietretien

- percent (PECO Exhlblt MWR—l)

e

S S L TR L Cost Weighted
Type of Capital ‘ ‘ Ratio -~~~ Ratio = . _ Cost
E 3 N . ;%‘ o ({? p B %‘

’Lbﬁtherm Débtf~ A s ' 52.2 ‘, ; : ~8;31' ° f‘ - 4.35d2df‘
Preferred Stock - = = /"; k 12.8‘,‘ u ; ;‘7;80~,'1 (1, ‘l;Oerb

Common Equity . 35.0  13.35  4.67

L i———————

0.0 1001

Applicable to Originald;~e“
“Cost: Rate Base S
Cestkof'Debt ’ ’
V PECO'S original‘estimaie of its emﬁedded'debt'QOSt at March 31;,.d'

1980, es submitted with ite tariff‘filing in,Julj 1979, was 8. 31’§ercentd
(PECO Exhibit DPS-2, p. B~19); The originally progected March 31, 1980
embedded debtcost was based on the. assumption that the Company S mortgage _
bond 1ssue sold in October 1979 would be issued at a cost of 10,25 -
percent and -that the'aVerage’priﬁeerate;duriﬁg the period that the rates,5
here’requested will be in effeef would be inwthe aree'of'io'percent.
The Octobgg/mo:tgage bond isgue, hOWever, was sold at a cost of 12, 5 :

percent, Adjusting for thlS cost level and the net proceeds actually

received from the sale Would lndlcate an embedded debt cost of 8. 41
: 51/

49/ Source: GSA Brief, p.4

50/ The effective cost rate was 12. 62 percent (Trial Staff Statement

DHM-1, P. 4 Tr 1365)

51/ This is also the Consumer Advocate s position (OCA Reply Brief

P.25; Oral Argument Tr., p 63)
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PECO witness Rimerman;testified however, that use. of a lO

percent prime interest ate, assumed in the.company 8 original egtimate,
is no longer'realistic. Rather, he stated that the average prlme rate o
which is expected to apply to the company s long—term ‘bank notes durlng
the perlod the proposed rates are in effect will be 12.5 percent (?ECO
" Exhibit MWR-1). This projection, the company maintains, is eonservativek
in light of the record evidenee‘of‘a cdrreﬁﬁ inflatien rate‘of 12~percentA 
and a current priﬁevrate of 15 percent;1 Pfdjected iﬁflatiOn and\ﬁoitgage
bond- interest cost rates are shown on the record to be 9 percent and
10.5 to 11.5 percent, respectively. The present prime rate exceeds
current inflation and 10ng~term bond,rates by approximately,z to 3
percent (PECO Statement 14A, p.24;kmriai’3taff‘sﬁetement\nﬁﬁel,;p.S;
Trial Staff Exhibit DEM-1A, Sch. 7; Tr. 2008-09). '

| Mbreover, PECO states that it will 1ssue at least two additional
mortgage bond issues during 1980. Itskembedded;debt cqst rate, therefore,‘~w
will have risen still furiher; Aecoidingly,,it stetes‘the elaimedi » | i
embedded debt cost at March 31, 1980 of 8.65% 1s conservative and‘fully" ‘
-~ complies with the Commiesion'e recent difective thet embedded coet‘retes .
employed in ratemaking be thqee‘"whieh‘will be experienced during‘the~" |

period the proposed rates will be 1n effect. ’Pa. P‘U«C' V.ePhiladelphia

Electric Company, 3779030781 (mlmeo, P. 31) (PECO Exhibit DPS—Z, p- 3-19) S




Trial Staff*witnessimuth USed PECb’s original:Calculation Oftw
8. 31 percent (PECO Exhibit 1 Attachment II—Arﬁa, p 2) and updated it
-with the 12, 62 percent effective cost rate of the October 1979. debt
issue. He then reduced it; cost rate by an adjustment for PECO's gain
on reacquired,debt (Trial Staff Statement DHM-1,. pp.;3—4 Trial Staff
Exhibit DHM-1A, Schedule 4) to arrive at his 8. 40 percent cost rate (Tr.jﬁ
2046), T recommend use of an 8. 61 percent cost-of debt. This cost rate:d
is based on. PECO s March 31, 1980 debt cost as shown in PECO's Exh1b1t
1, Attachment II—A—6a, p°2, adjusted to‘reflect_the~effective COSt rate’;
(12.623percent) of the~compeny's October‘issuance;‘ This recommended‘
cost rate also reflects an increase in the prlme lending rate which dn
turn, affects the cost of $225 million of Term Bank loans.' It should bek'
noted that 1ts w1tness Brennan used a cost rate of 8 33 percent, not
8.31.percent as shown in PECO Exhibit-l. This slight difference is due
to his 1 use of the- yield to maturity bas1s of calculating 1ong—term debt
costs. | :

In addition‘PECO’s claimfdbes not consider the,gainofrom
reacquired debt. ,The'dommission:has in the tast regulariy‘made an:
adJustment to reflect gains on’ reacquired debt either in the cost- of

capital (Peoples Natural Gas Co. , 51 Pa. P U.C. 385 (1977) (Compare PECO~

EExhibit 1 with PECO Exhibit JFB-l Schedule lO, pp. 3—6 ), Equitable Gas‘

Comp any, 51 Pa. P. U C. 78 (1977) or through<a rate base deduction as in

m




PECO's last electric rate case (R I D. 438 mimeo D, 38) and gas rate |

case (Rr79030781 mimeo P 4) No one*way has been shown to be superior; -
in elther event, however, an adJustment should be mede since PECO has
received a gam‘wha.ch has been ed_ded' to’ retaineql earnings through
purchasing debt seeuririesvforsless tnan ihé originel'ﬁurcheses paid.

(PECO Exhibit 1, Attachment‘IIéAfﬁo,'ori;‘Tr. 13?4475)¢ . Trial Staff's

. proposed adjustment ‘to tne cost of.debt'shouldvberedopted.

Neither Mr. Muth nor‘Mr. ﬂarcus considered the effect on the
company's term,benk loss of the increased prime rete}o This,is‘in error:
since the prime rate influences rhe‘cost raﬁes ofvtnese‘issues. :i have
used a 12.5 percent prime rate as the prOJected cost of these loans’
without adJustment for any premium above prime which may be requ1red by
the varlous lendlng 1nst1tut10ns (PECO Exhibit JFB—l Schedule 10, P 4) 52/
It is unreelisticntO»use the 10 percent fateVoriginally,projected.by'the

eompany’andradopted by Trial Staff and OCA} This 1gnores completely the .

dramatlc rise. in idnterest rates which has occurred since the fall and
Whlch shows no 51gn of significant abatement. At the same time, slight o
downward varlatlons are possible and use of a flat 12 5 percent cost

rate recognizes the potential for a downward movement in these rates

from thelr exrstlng’record levels.

52/ ThlS explalns in part the &1fference between my recommended 8. 61
percent and PECO s 8.65 percent.{b'> : 5

e




~ Preferred Stock

" PECO claims 7.84 percent ds its“embedded:dost of'prefenredv
stock at March 31, 1980 (PECO Exhibit-JFB—l,‘SCheduie li;“p‘Z) The’
company claims that thls estimate is conservative in light of the |
ant1c1pated 1ssuance during 1980 of an addltlonal preferred stock issue.

~0ca w1tness,Marcue relied on PECO Exhlblt No. 1 53/ for his
estimate of 7.80 percentfaskthe‘cost of preferred stock Mr. Muth
relied on this exhibit also and d1d not use Mr. Brennan s estimate,
which calculates the cost rate using the average prlncipal outstanding
over the life of each‘issue‘SA/ and ‘reflects sinklng fund requirements
(PECO Statement 14, p.22; Tr. 271) S In addltion Mr. Muth~ad3usted this
cost rate to reflect galns from preferred stock redemptlons (Trial Staff
Statement DHM-1 , Dab) using the same method as his adJustment to the
debt cost rate (Tr1a1 Staff Exhiblt DHM—lA Schedule 5 p 2)  Trial
Staff's recommendation of 7 78 percent should be adopted., It 1s based
on the company's own. estimate of the cost.’ of preferred and as w1th ’
debt “the ratepayers should receive any benef1t of” PECO s acquisitlon of

preferred. It should also be noted that the welghted cost of all three

estimates 1s the same.

53/ "PECO Exhlblt l Attachment II - A—66

54/ PECO Exhlblt JFB-l Schedule 11

e




‘Common_ Equity

As usual*mds’t of the controx}ersy«'concerﬁiegﬁkrete ef return
cenLered o the approprlate cost of eqnity )

Mr. Brennan recommended a prospective equzty coet rate of 13
percent applicable to a fair value ‘rate base relatiVe to a 35 percent
common equity capital structure ratio (PECO Statement 14, p.48).

‘The witness' marketfderLVedfcost;of equity is based tpon. an

array of market-related ratios for‘PECO; Meedy's ZAVPublic Utiiitiee and
| a six electric company barometer group (PECO Statement 14, p. 19 23, 26,
30-31). Primary weight wag given to “PECO market—releted ratios since x
the witness employed PECO as a Proxy for the Electric Division (PECO
Statement 14, p.A4). ' | ‘ '
; From the array of,mérket—feleted ratiqs'&itnees~3reenan ehoosef“
earnings/price ratioslae theestarting»poiet,ef hisematket~detived eost 

.of‘equity'judgment (PECO Statement 14,;9.43)sa These,ere shown below:

Eerninge/Price’Ratioe* 1

5 year Average L SIS June 26,,

1974-1978 : 1978 , T'Af,‘l979
% S Z LA R TR
PECO - 12.3 114 o 12.8

*A study performed upon‘the Company's -
latest five issues indicates a market pres-
sure, selling and issudrce expense adjustment v
of 5 percent {(PECO Statement 14, Appendix B)

Source: PECO Statement 14, Appendix B; PECO Exhiblt JFB—l Schedules. f
¢ 8 and 14. ks
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The eompany'eehtendsfﬁhat 1979 eareings/piiee'ratios unﬂeeéﬂee‘
state requiied cest rates Beceese ef inVeétor'grOWth expeetations (Sﬁaﬁ;
14, p.43). Brennan contends that 1979 stack market was relatively |
normal and the price of stock used in his eernings/price ratio calcula*'
tion.reflects,‘not,the earnings of the moment, but expected.higher,

- future earnings (Stat. 14, p 43) ‘Thus the‘witnesé'believes greatet ;‘
weight should be given to ‘the most current data since it may be more-
indicative of the:future'(PECO~Statement 14, p.bb).

Secondly, the witness cons;dered earnings/net proceed ratios
for the last five issues (PECO Statement 14, p 44) Average earnings/net

proceedS'ratios forfthe last fivefissues (spanning l975~1979) were 12. 6 ;f

percent {(PECO Exhiblt JFB—l Sch.8). As- in the cese of earnings/price :
ratilos, earnings/net proceedsratios may understate the actual equlty
cast rate (PECO Statement 14, p 44) since investcrs in his view, expect,f
higher future earnlngs | ’ 7’ ‘  ‘ ;‘
| Mr. Brennan next considered Discounted Cash Flow Method (DCF)
This indicated an equlty cost rate of lO 5 to OVer 25 percent (PECO
Statement 14, p.. 44-46), the comparable earnings approach indicated a
cost rate of 14. l‘percent (PECO Statement 14 p 46), and the bare- rent
rate approach indicatad a range of 14 to 16 percent (PECO Statement 14
p.46). The company witness considered these methodoluvies to be second~e  S

ary and/or‘testlng tools.
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percent recommendation ig a minimum supported hy the evidence (PEGO

Statement 14, p. 49) Furthermore, in his opinion, an analysis of the‘

‘barometer group earnlngs/price ratios indlcates a hlgher cost of equity

 rate (PECO Statement lé,*p.49).

An‘originel‘cost'common equitY”retntnkof 15 percent isicon-,k
sidered by witness Btennan~to be the minimum'reqnitedfby investors,,, ;
although the dollareanount requested by the conpeny“only‘generates‘an v
original cost conmon equity returnkofy14.5>petcent4(PECO‘Statement 14,
p.52; PECO'Exhibit JFB~1, Schedule 19).~ A 15 pefcentbteturn~eouates to
a 10. 60 percent overall return. In addition, the 10 60 overall rate of
return on original cost should strengthen the company 3 bond rating of
A", although the witness believes that an "Aa bond rating is necessary
(PECO Statement 14, p.53). |

The Consumer Advocete w1tness Mercus recOmmends a prospective

equity cost rate of 13. 35 percent relative to a 35 percent common equ1ty

capital structure ratio (OCA Statement No. 1, Sch. MM—lA) : Marcus' kcostljk

of equity recommendation is applicable to an original cost rate base

the Witness employed the Discounted Cash Flow method the equity—bond

y1e1d spread, and a comparable.earningSamethod (OCA Statement No.;l, p.

IIres).

ll5it'

WitneSS'Brennan concluded from hiS'market analysis'that‘his‘lspyyr

“{OCA Statement No. 1, p. V-2) “From an array of equity cost rate determinants,,>s”




In employing the comparable earnings approach the witness

reviewed Standard and Poor’ s 400 industrial group a non—regulated group~"

and & group of regulated companies consisting of Mbody s 24 electric

utility group, the 32 largest electric companies and all Class A & B

electric utilities (oca Statement;l, P III-4{~8).5;Based upon & study o

of beta coefficients, MarCus'believed that electric utilities'representlr

a somewhat Lower investment riek than the S&P 400" industriale (OCA
’ Statement L, p. ILI-6, -7) : Since the returns for these industrials over
the period 1972-77 averaged 13,81 percent his approach would indicate a
cost of equity rate of less than that for electric utilities (OCA |

Statement 1, p. III 7~8) Mbody s 24's achieved 1978 retirn on equity

was 10.82 percent, the 32 largest electric utilitles and all class A&B' »7“‘

averaged returns in the range of 10 7 to 11 84 percent and the S&P 400
experienced an equlty return of 12 0 percent during that period (OCA

Statement 1, p. III*B)

The Discounted Cash Flow (DCF) method applled by'Dr. Marcus to. e

PECO‘produced a 12.75 percent,return (OCA Statement 1, p. III~21)
d1v1dend yleld employed by the w1tness of 10. 75 percent is the average

yield over the last 18 to 24 months (OCA Statement l, P. III—lS). While

the growth rate employed by Dr. Marcus of 2 percent is below that employedr"~‘

by ‘him in the PECO gas case a year ago, it is based upon historical

growth experience and Judgment: factor (OGA Statement l, p III-18). He

noted that relativetto the electric‘utility'industry,'PECOtS_growth;raten:‘”t~‘*

-




4 5 :

is- distinctly low and in his opinion, investor s view PECO's stock as a‘sl
current income stock (OCA Statement 1, P III—ZO) Thls DCF finding of ‘
‘12 75 percent is before any. consideration of an allowance for selling |
costs Witness Marcus, employed as a broad testing tool the DCF results
of the 32 largest electric utilities ‘group (OCA Statement 1, P III—9, —24)
The 32 largest electric utilitles,groupvexperienced an average div1dend‘ .

yield: of 9. 56 percent and a growth rate of 2. 57—3 37 percent or a DCF

findlng of 12.13 to. 12 93 percent before consmderation for selling costs i

(OCA Statement 1, p. III—24)f

The spread method as employed by the Witness 1nd1cates 1n.his fﬁ
view a cost of equity range of 12 51 to 12 93 percent for a market
price/book value range of 1 to 1.1, respectively (OCA Statement 1 P
| III—26 and Sch. MM'll)~ Marcus noted that the validity of a given
spread must ‘be conSidered in assoc1ation with the specific market/book
value ratio. A high market/book value ratio might 1ndicate “that the““ s
spreads were excessive while low market/book ratio might indicate thatlk
the spreads were inadequate, (0CcA Statement 1, op III~25)

Witness Marcus considers an adjustment for. selling costs of 5
percent to be adequate (ocA Statement 1, p. IV—4) Adjusting his DCF .
recommendation Marcus arrives at a return on equity of 13.32 percent ‘

(dividend yield 10. 75/ + QSA adjustment ll 32/ + 2% growth rate =

13.32%) (OCA Statement 1, p. IV—S) He rounded his DCF finding of 13 32 L

percent to the 13 35 percent return recommendatlon (OCA Statement l

Sch.'MMrIO)f
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Mr. Muth's cost of equity recommendation of 13. 63 percent is
prospective and 1s to be applied to a 35 percent common equity capital
structure ratio and an original cost rate baseé (Statement DHM%l, P 5)

From an array of cost of equity determinants, witness Muth
employed the earnings/price ratio;, and Discounted Cash Flow method
supplemented by-a comparative risk analysis considered in light of
economic business cycle theory (Trial Staff Statement‘DHMél, p. 5),
Muth‘appliedtthe'earnings/price and DCF/methods tofPECO and~eight
electric company barometer group (Trial Staff Statement DHMr > p 5).
Muth's return on equity is premised upon PECO's data and tested by the
results of the eight electric company barometer group (Trial Staff DHM—
1, p:6). In addition, Muth reViewed Moody s 24 electrics and the 100
largest electric utilities and concluded that on average, PECO as well~
as hlS eight electric company barometer group are higher investment |
risks (Trial Staff Statement DHM—l, D 7) o

As 4 cost of equity determinant, it is the witness s opinion :
that earnings/prlce ratios are valid only when averages for a group of ’
similar companies over various time frames are considared (Trial Staff
Statement DHM%l P l7)v Muth contends that PECO s earnings/price yb"
ratios understates its actual cost of equity because ‘of PECO experienced
lowvearnings/book ratlos during the currentifive year periodu(lrial

Staff Statement DHM-1, p. 17). A summary of the witness' earnings/price
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ratlo cost of equity ranges, using barometer group averages is as follows.e7,~

Earninge/Prlce Range;

BarometertGrouof(SchQ 9) . o ;12 15 - ,¥i3,48
Barometer chup'f_’(‘sch'., 9 12 06 - 15.23
s | 12.11 7'14.‘36_

Source:  Trial Stdff Statement'Dﬁmrl, p; 18.

In employing the DCF method tne witnees analyzed DCF findings‘
for the company and his. eight electric company barometer group and the
effect of economic and flnancial conditions upon a. DCF finding (Statement,i
DHM-1, p. 18-19). ‘ | ' |

Witness Muth analyzed the interaction of economic and company
finanecial conditionsyupon the two components of the DCFrmethod~(Tria1
Staff,Statement DHM-1, p. i9). In order to generate'reasonabie_futnre
equity cost rates, the mitness indicated 1t is neeessatykto review
historic inVestorerequired return rates (Triai Staff Statement DHMhl; p.i
20).’ A historical review of'dividend‘yielos‘and diyidend growth’rates
on a yearly basis produces a low?high DCF'equity,cost rate range‘of’
12.34-13.91 percent for the eight:eleetriefcompany barometer group and
12.63 ~14.67 percent for PECO (Trial Staff Statement DHM-1, p. 21-22).
Witness Muth eontends that electric ntilities hietotically’have in~i
creased dividends Constantly and that dividend'growth ratestare the beét'
indicator of investor growth expectatlons (Trial Staff Statement DHMrl

Pe 21—22). From the heretofore mentioned DCF. equity cost ranges, the ;
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¢‘I",'i - jif_':i giof.ogfi,ef.e:i‘l’
witness concluded that a DCF equity eost range of 12 34 - 14. 67 percent is~ i
reasonable (Trial Staff Statement DHM~1, p.23).
From his earnings/price ratiOVand DCF‘method,analysié, Mﬁth
concludes that~PECOfs-equity;cbst rate‘iediS;AQ péroeetftefore goneidefanl}fei"d”

tion of issuance and selling expenses (Trdal<Steff'Statemeﬁt DHMgl; iy

p.23}.
Cost of Equity Method Equity Range . Cost of Equity -
, - B A Ao i T
‘Eaming's‘,/tri’cekgtig B 12:;11’\—‘_14,.36‘;“' o ’,13.3_,5
Diseounted,cesh»Fiow’ 1 : d ‘ 12;34 - 14;67; VAQ;QZ”
kCoet of Equity | s Efﬁjéi

Wltness Muth believes that rate of retutn finding should be
prospective (Trial Staff Statement DHM-1, p. 18) , Therefore, the witnessv
claims that his recommendation is premmsed upon an improv1ng economy
during the period: the rates will be in effect (Trial Staff Statement
DHM-1, p.8=9).

In employlng his comparatlve risk analysls, witness Muth
assumes that the utlllty 1ndustry is capltal intensive with the result
that the 1ndustry is sensgitive to economid conditions (Trial Staff
Statement DHM-1 , D 8—9) In order to study the industry s sensztivity i
to - economic condltlons, witness Muth devised a study con51st1ng of :
fifteen financ1al indlces and ratios Whlch he considers 1mportant to .

investors (Trial Staff StatementhHM—l,'p,9~l0).' From an;analy31s;of
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these flfteen flnancial 1ndices and ratios, the Witness determlned a.:

cost of equity range into which ?ECO's cost of equity should fall

. {Trial Staff Statement DHM-1, ~p 5). From this method witness Muth

concludes that PECO s 1nvestment rlsk 1s somewhat higher than that of

the average of the eight electric company barometer group (Trial Staff v

Statement DHM— s P 24Y .

Wltness Muth, to arrive at his equity reture rate recommenda~' ng'
tlon, would adJust hlS 13, 49 percent recommendation by fourteen ba81s 5
pOlntS to reflect PECO 8 issulng expenses or a final recommendatlon of il
13.63 percent (Trial Staff Statement DHM~1, P 25) However, he stressed
that economic conditlons and pro;ections at. the time. of decision should
be considered and hlS recommmendation, therefore, adjusted accordingly

Although PECO’S electrlc operatlons represent 84 percent of
PECO s revenues, that d1v131on,‘of course, does not 1ssue common stock
on its own. Therefore, while prlmary’weight should be given to.: PECO
in developlng the electric leiSlon s common equity cost rate, the 16
percent of revenues represented by‘the gas and steam‘operations are
necessarlly reflected in PECO’S marked-related equlty cost rates.
Furthermore, although PECO s market~related xatios are the best indmcator
of the electrlc divisxon s common equity oost rates, a barometer group |
or groups of 31m11ar risk companies should be con31dered 51nce PECO b

competes for the 1nvestor s dollar in the capital markets.
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- The Commonwealth Court, in Pa. P.U.C;-v,—Pa;hGas and,WeterfCo;,'h

19 Pa. Commonwealth 214; (1975) stated
This element (cost of common equity) of the.
s fotmula is thevmost Speculatlve, for,it isﬂinteﬂded =

to he the‘bestiestimate of what investors wouldﬂpay -

fot a'cutrent issue offstocks of‘thé public utility

involves .,;fénd,cutrent!earnings/priceefetios’ate »

‘representative‘of’such costs. Id. at 231," |

Primary weight in my'cost~of equity finding wili he givenhto
earnings/prlce ratios and to the Commission s recent pronouncements in
the PECO gas case Wthh may 1ndlcate a Shlft in pollcy toward use of thef
Dlscounted,Cash Flow methodology Earnlngs/prlce ratlos may overstate -
or understate the equlty cost rate as 1nvestor attitudes change The
following table summarlzed experienced earnings/price ratios for- PECO,
Moody's 24 Publlc Utllltles, the. six company barometer group, and the

‘elght company barometer group used by the various witnesses here,

Earnings/Price'RatioS*'v U
‘ L ~ June  Jan,-Oct.

1976 1975 1976 1977 1978 1979 1979
Tl gl g g g T
PECO  13.2  14.7 | 122 102 114 12,8 127
Woody's 24 14.2 ‘15.5V;_ 13.3 112;4 13;51fff14§3 s
6 Co. Bar. = 13.7 ‘16;7 12, 4 *12;5‘ fls,s‘ffs14;of . 14.8 k’
8 Co. Bar. 14,0 161 13.0 :.'12 7 12;9'h;'i4 g e

*Earnlngs/prlce ratios were not adgusted by 5 percent to N
, reflect issuance expenses. e

Source: . PECO Exh -JFB-1 Sch. 8, 12 13 and 14,
' ‘Rebuttal Exh. Sch 4 Trlal Staff ‘Exh. DHM~1A,
Sch. 19 and 9. , L
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PECO's earnlngs/price ratios for the period January 1976 - :
October 1979, remalned relatlvely stable.~ pot data as of November 14,
1979 indlcates a Jump in experienced earnings/price ratios to 14 4
‘percent, 15.9 percent, -and 16 1 percent for PECO Hoody 824, and the‘:“‘
six company barometer group, respecrively.’ I{believe that most recent';'
data provides the best'indication of orospective”conmon'eduity cost'
' rates. However, spot data should not be used to deVelop 4 common equlty
cost rate unless such data is.a contlnuatlon of a long—term trend.
While there is no indlcatlon that the current hlgh 1nterest rates w1ll

continue indefinitely, = 55/

neither is there much sign of their imminent
decline.

It should be noted,that Witness Marcus did not emp10y the
earninga/price ratio in developing'his recommendation. WitnessrBrennan L
employed the earnlngs/prlce ratlos Ain a mammer consistent Wlth my usage. /
Wltness Muth contends that PECO s earnlngs/price ratios understates i
PECO's aetual cost,ofeequlty and I,agree. However, hls use of earn1ngs/pr1ce“"d

ratios based upon a barometer group ‘in ths proceeding and his use of :

averaging these ratlos is questionable.

55/ At this writing Bell debt is carrying a cost rate of over 12 percent :
and long-term treasury bonds were yleldlng ll 92 percent (N Y_ Tlmes,":~ﬁ;;
February 7, 1980, p. DlO) , . : s
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. issue expenses and market pressure and as SuchwdoJnot.require,adjustmentcfo:

1 to 1 is not debatable. For the 1974—Jan.~0ct 1979 period electrlc utility

. common stock securities experienced market/book ratios of less than L to 1.

A‘reﬁiew of the three‘positions cOnceroing At adjustmentdfoxd
common'stock seliing‘costs~indicates that Muth‘s adjustment d5~too
small, based on ‘spot data and not applied to the total equity of PECO'
Marcus five percent is reasonable and acceptable.but should be applied to’
the total equlty and not only to part of it and Brennan g five percent also
appears reasonable and is applied in a reasonable manner. :
PECO! s experienced earnings/net proceeds for the l976~l979 period
ranged between 10 6-11.9 percent and averaged ll l percent.c Witness Brennan,
although employlng a barometer group of similar rlsk companles ‘as’ a check
of reasonableness, choose not to supply the experienced earnings/nec proceeds

ratio ofkhls'barometet group, Furthermore, earnings/net proceeds ratios reflect o

issuance expenses as donedby‘ﬁitnesa Brenﬂan‘ However, PECO's'ekperiencede
earnings/net proceeds ratiosgare similar to PECD s unadjusted experienced o
earnings/price ratios. I used earnings/net proceeds adJusted to reflect a
market/book ratio of i to 1 as a testing tool. ’

Durlng relatively normal market periods, he principle’that a

common stock should sell at 1east at-a market/book value ratio of: approx:matelyifﬁ'
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‘Market~PriCe/Book‘Value;Ratios‘x
Earnings/BookTValue’Ratids‘

‘ , - : , June - Nov.
1974 . 1975 oo 1976 1977 1978 1979 1979

MP/BV-E/BV - MP/BV-E/BV - MP/BV~-E/BV MP/BV-E/BV MP/BV-E/BV MP/BV-E/BV MP/BV~E/BV -

% %‘ % %% % Aok h R A A
PECO 71.4 - 8.9 67.8 - 9.4 86.1~9.9 99.9 - 9.6 90.2 -9.7 79.7 -~ 9,7 82,3 -10.0
Moody's 24 79.9 -10.4 77.0 -10.8 91.9 -11.3 98.0 -11.4 88.6 -11.2 84.4-11.3 8l.6 - 11.5
6 Co. Bar. 78.3 - 9.9 75.2 -11.8 94.6 ~11.1 98.8 -11.5 89.8 =11.2 84.9 ~11.2 82,3 - 11.5 . -

8. Co. Bar * 76.2 -10. O 73 5 -11.1 91.8 -11.4 ‘97 3 e

-11.6 89.3 -10.8 éj“ f
*Calculated by w1tness Muth in a magner simllar'te that used “in determining
the other ratios in the table. - They are not signlficantly different in .
result because of witness Muth's method. o
Source: PECO Exh. JFB—l Sch. 8, 12, 13 and 143 Rebuttal Exh Sch. 4,

' - Trial Staff Exh. DHM-lA, Sch. 14 and 18,

Historlcally, the DCF method has not been used as a cost of

. equity determlnant {Pa. P U.C. v. Peoples Natural Gas Company, b4 Pa'

P.U.C. 102, 128 (1969)) This may be changing as ve have seen in ‘the

latest PECO gas case (R~79030781, p- 36) I belleve that the method

deserves consideratlon since it attempts to give expliait recdgnition te; i .
investor anticipations of grnwth, ihe difficulty comes in the choicevof:,f‘
dividend yield and greWth raﬁee. Using‘the‘same EeSic‘appfoach‘as the’
Commission in R—79030781, I employed a ‘dividend yield of 10. 99 percent

Which is the averece currenc yield for the 12 months ended June 30, 1979d‘>
(Trial Staff Exhlbit DHM~1A, Sehedule 10, pe 13 Tr 2064) I belleve g

this reflects the. trend toward. higher dividend yields trend w1thout

—rellance on spot data §§y -

56/ The same figure for the 12 months ended September 30, 1979 is 12. 20
percent (Tr. 2065). In R~-79030781 the Commission used the yield for
the 12 morths ended April 1979. I believe use of the Junme 1979 =
figure is a reasonable modification of the Commlssion s method
reflectlng ‘the later record here. - .
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The Commiesion in‘the gas case osed.algrowth,rateqof 2.5
percent, thetmidooint betweeniDr; MarcuS';recommeFdetion of 2 peroentjin“
that case and his indicated growth expection for theQelectriofindnStry;
The'same figures were‘preeented on'thisfrecord (OGAﬁétatementfl,~pprIII,
18-24; 0CA Brief, @p; 64565). A 2;5 peroent growth estimate is,reesoneble;
and borne out by PEGO witnese»Jeffriesf teétimony tTr. 95—97) which ‘
indicates that.current_earningskper shere are $1.90 and that’for 1980 an~n
increase to $l,95.may be expected, orf2;6‘percent; The Commissionralso,
used Dr. Marcus' 5% selling‘cost adjustment.  A similernadjustment was.
proposed here (OCA Statenent NO. l;'IV~4)e, Under‘tne’DCFoeporoech,  ,n
therefore, as ugsed by the: CommissiOn in R-79030781 the fair return on
eequlty would be approximately 14. 15 percent.

Another indication of‘the_cost of equity:oapital'is the so_
called bare rent theoryVwhich»attempts'to/deternine this cost on the
basis of (1) the amount of return investors demand for the use of thelr
money, (2) the rate above thls amount which investors demand in recognltion ‘
that prospective 1nf1ation reduces the purchasing power of’the dollar |
and (3) the amount above this total that innestors &enand to reflect the
degree of risk inherent'inyeqnity, as opposed’toedeot,"oapitel, As the
’Commiseion noted in R—79030781,’undér thie‘theory,‘a bare~rent'end |

inflation premium should theoretlcally equal the cost of first mortgage‘

bonds (mlmeo, P 38) U51ng a 10 percent cost, which,seems hlghly conservatlve,‘"f;&“
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based on the: recent cost of Arrated utility bonds (Trial Staft Exhlblt i

DHMFlA,Schednle 63 PECO Statement 14, p.36) and the last cost rates for S

PECO ‘bonds and ‘the lower end of the eQuity risk premium rate set forth

by the Commission in R~79030781 (mimeo, p. 38) results in a bare bones _ff;

’cost of equity capital of 14 percent. ", .1»-Tk »t’ - e :',5ftf5f7‘ J',3 f;
There is no set formula for dct&rmining the‘appropriatéfeqcity’ | ‘ |

cost rate, rather it’is a‘mattercfor'thefinformedijodgﬁent’of’theo' , ; : .  ;vT-Lt'f"@

¥

Commission. That judgment, of course, must be grounded on the record

evidence in this proceeding; ’Bittsburgh~v. Pa.'?.H}C., 208 Pa. Super’
260, 278 (1966} Factors which most be considéred are not only PECdi

: capltal attraction costs but also those of the- various barometer grOups.c
The Commlssion must also con51der that PECO s experlenced market to bookr
ratio has been less than 1; a condition which has exlsted during the o
last 5 years. Mr. Brennan stated the obvious truth that the cost of
capital is‘what 1nvestors,th1nk,1t is, not what theormsts or regulatots :
believe it ought to be (PECO Statement‘Noy 14,79.75. 'Weiccn use the :
tools provided us by these~expertskto”estiﬁéte what’itVestots démand§

but our detérmination'wili be immediétely tesued‘in~théfmarkethoiace.?’

My recommendatlon to the Comm1sszon is- that the cost of equity5c‘
capital to PECO 1s 14 0 percent.~ In my opinion, no IOWer flnding can be'a‘ 
supported ‘on thls record

T recognlze that the Comm1551on only recently found that a
13,75 pcrcent return was appropriate for PECO s gas operatmons. AS‘can”4'; o

be sean a sllght updatlng of the record, to reflect changes 1n the, l(
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gconomy since the record in thet cgge cloaed,ysuppcrts a higher returﬁ'
tiere. The Commiseion should also consider Whether in'this time of
plentiful gas suppiies, gaa operations really are riskier than electric. :

This equity return will result in an overall return of. 10 39
58/

percent,  as shown belows and should, if achieved result 1n an

after-tax 1nterest coverage,of 2,3 tlmes,

Cost 'Weighted

Type of Capital o ggggfg{ R ~Ratip Cost
Long-term Debt ‘, 7“‘;52,.-'2 o | : "’:8'?51 "_14'.*49"
Preferred Stock A( -'12;8,” : : R ’7§78  'w“,ekev 1QdOf
Common Equity | = _g_s___g_ o ;L&__Q_Q_ L i ﬁ_gg

On the ba51s of the avallable ev1dence, I flnd PECO s electrlc'

d1v131on s fair rate of return of lO 39 percent applicable to an orlginal

cost fair value rate base of $2 452 909 000 generates an income available .

t

for return of $254 858 OOO (Table IV)

57/  The Comm1331on s dockets are replete with instances of the removal =
of restrictions from attaching new customers on the basis of adequate
gas supplies available to the utilities. This was mentiomed
prominently in the PECO gas rate order (mimeo,. p. 44). It is of
historical interest that gas operations have not always been con-
sidered as riskier than electric or water. See Columbus Gas & Fuel
Co., PUR 1933A 337, 361 (Ohio P.U.C.). ' :

58/ . As noted earlier, I have recommended that the Commission find the

T company's original cost to be the fair value of its investment. In
the event the Commission believes that some greater weight should
be given to reproduction costs, I recommend that it weight the
original cost by the debt and preferred ratios of PECO's capital ,
structure and the S-year trended origimal cost by the equity ratio.

 This will give a fair value of . $2,966, 755 000. The reaturn on

equity would then be 8 86 percent.;~"/ IR S
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X. OPERATING REVENUES, EXPENSES & INCOME
In thig proceeding, PECO'submitted financial and~accounting :
data depicting the results of itS'operationsfbothiduring the,histOric

test year ended March 31 1979 (PECO Exhibit DPS~1) and as progected for

the future test year ended March 31 1980 (PECO Exhlblts DPS—Z & DPS—S)

The future test year has been developed upon the basis of PECO s off1c1al, '

- 1979 budget (i.e. Apr11 to December 1979) and from the company s 1980
forecast (1.e. January to March 1980). Since the‘latter is prepared On
Can annual rather than monthly basis, 1980 forecast data~was multiplied
by 25% to deve10p quarterly figures. Revenue and power production k
expense levels for the first three months of 1980 were further refined
to reflect the seasonality of sales and the anticipated availability of
generating units. | e |
Revenues

| The‘compauy s total revenue‘claim under proposed rates was s
$l 287,148, 000 as shown below., .

Q'Thousand

°f‘Dollars

Operating Revenue, Actual T s s L ‘-‘~$l 253 200
Adjustments - t SR R I B e ;

STAC Revenue = - ($45,911) .

Load Growth : S 7,030 SRR

Energy Clause Revemue . . - (49,902) .. ( 88,783)
Adjusted Revenues -~ S T
- Present Rates : TR e 1,164,417
Rate Increase ; - S 122,731
Adjusted Revenues = R LR e

Under Proposed Rates - o S 81,287,148

Source: PECO Exhibit,DPS~5fk’
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~  PECO started~with;the Statement_of revenues taken from its
1979 budget and 1980 fOrecaSt; These:fiénres nereradjusted:to eliminate
revenues and associated tax expenses recovered under the State Tax o
Adjustment Surcharge (STAS) as Well as revenues and associated energy :
costs recovered under PECO's energy clause. (PECO Statement No. 2, p 7,
PECO Exhibit DPS-2, PP- D-1, D-4).

The company states that revenne and ekpensehienels Were adjusted i
for customer load growth to reflect‘saies‘leVeis at March 31,f1980 ’

This increase in operating revenues is, according to the company, $7 030 000’

Deduction of the associated energy costs ($2 640 000) and
gross receipts tax ($1l41, 000) would yield additional after tax income S
for return of $2, 134 000 (PECO Exhibit DPS-5, p. D—3)

PECO's Witness Williams stated that the,revenue increase_
attributable to gr0w’t’hb :m busag‘e of existing customers’ w_as compnted : :
employing the average‘annual growth rate in kilowatt hour nSage forleachﬁ”!t
custoner class ‘during the past three years (PECO Statement 2, pp. 6 7)
’One-half of thls annual growth was multiplled by the number of customers
in each rate class atvthe‘beginning of the test year~period, with the f s‘
resultfmultipiied bY*the average revenue in cents‘per‘kilowatt.hour'
‘received during the test year from each class. Usé‘of one—half of the
annual growth rate in this computation was based on the assumption that
the growth was unlform during the test year s0 that annualizatlon was :'h
required for the.remalnlng one half of the.annual growth within the test

year,




The revenue effect of ‘new customer usage was4similarly calculated,
by multiplying one half of the customers added during the test year by
the average annual test year use per customer, w1thothe result being |
'multiplied by average cents of revenue per kilowatt hour for the several
rate classes. (PECO Statement 2, PD. 6-7 Ex. DPS—S, P D~3)
associated expense increase was determined by applying the average base
cost of energy (as stated in PECO s energy clause) to the additional
fuel and interchange required to provide the additional kilowatt hours
comprising the load growth.i;The company did notzclaimuany incremental
operating and maintenanCe expenSe‘which,might he generated_by these
additional sales (PECO Exhibit DPS-—S, b D—35 |

Finally, the company adjusted historic test year revenues by s
$26 615,000 to give a full year s effect to the 1ncreased rate levels
approved by,the‘Commission at R.I.D. 438 (BECO,Exhiblt DPS—l,,p.VD-Z).
y A similar adjuStment of $1,577, 000 vas made to reflectfincreased rates‘
filed with the Federal Energy Regulatory Commission for wholesale electric ir‘~
service to the Borough of Lansdale and Conowingo Power COmpany (PECO B
Exhibit DPS=1, p. D-lO).. These two rate’requests became effective,
k subject to refund, on;September~l,‘1978. Both‘ofbthese adjustmentsfwere
fully reflected inithe Conpany's budget and‘forecasthfigures.and;1thej »
company states, no further revision of future test year revenues is

required (PECO Brlef, p. 150)
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Triel Staff proposed 3 adjustments to PECO's revenue estﬁmatesg/' :
and the OCA one.60/ Trlal Staff's,first adjustment would increase test
vear reVenues by $597,DOO,(based en,its recdmmended'rate of returp and};’
rate’base)rto refleet‘reeenues which it’ciaiﬁs.shouldrbe iﬁphtedifrom'
seles to:other‘utilities. ¥ el | | g

Trial Stsfffnotes that:PEéQ‘sepperts itskfilieg,ente'totelf
- company basis, rather then'aIIOCating~revenues; expenses, rate'base‘end :
return on the basis of jurlsdictional and, non—jurisdictional operations.‘,F
The company subtracted actual non—gurisdictional revenues from total .
revenue requirements in determining its Jurisdietionalvrevenue require~
ments. Trial Staff eleims that the COmpany‘should have imputee a return
and'revenﬁe requirement for these sales consistent‘rith’the‘return' k
proposed for Jurlsdlctlonal sales |

For example, if PECO is seeking an overall return of 10.42
percent on a system~w1derbasls,vthe return;on "Other'Utilities Revenues"’
of 8.74 perceﬂt increases the return'requirement frbm‘jﬁriSdietionel' 
customers to 10.44 percent. This difference‘in return reqﬁirement
translates into a revenue requlrement of $1,053, 000 According to Trial

Staff, proper 1mputat10n of the overall return requlrement to the "Other

Utilities’ ~category (Exhlblt RCW—lA), therefore, results in a reductlon

59/ CEPA joins in Trial Staff's proposal.

60/ Philadelphia joined iﬁ‘theﬁOCA prepqsal.g




-

in jurisdictional~revenuefrequirement of $1,053,000.rBased upon theiv

. Trial Staff's reconmended rate'Of-return and,rate'baSe the additional

revenues appllcable to non—Jurisdlctional sales is $597 000, in lleu of
$l 053, 000 (Trial Staff Brief pp. 140—41)
- The Comm1351on recently considered a similar proposal in

West Penn Power Co., R~78100685-(0rder enterethugust 30,.1979)’ ~Theref

the Commission stated that to allow such an imputatlon of revenues would

“be to determlne the reasonableness of wholesale rates, a matter over

which thig Comm1551on has no Jurlsdlctlon.
lThe Commission stated further~

"Even if we were to accept: the argument that such
imputation of interstate wholesale rates is per-
missible merely as a ratemaking vehicle in this
proceeding, then we must conclude that the rate
~of veturn allowed would be unreasonable, and the
‘action of the Commission would be arbitrary and
’capr1c1ous, sinc¢e the return would be based on:
flctltlous revenuesc" Gnlmeo, p. 40). '

For these reasons, the adJustment should be denied here also.
Trial Staffkalso proposes an adgustment to~reflect additional

revenues from customer load growth, Trial Staff witnesstoseph Kleha

' argues that this method understates annualized KWH sales and- operating

revenues since it attributes average annual sales to all customers

regardless of  the ‘time each customer comes. on line*(Trial Staff State~
ment JMKrl) Mr. Kleha 8 method seeks to recognize when new customers
actually came on llne durlng the test year and WOuld 1ncrease reveuues

61/ : u
by $476,OQQV or 7 ‘percent,’ and expenses by<$64 000.~,k':‘

61/ Compare Trial Staff Exhibit JMK-1A with PECO Exhibit DPS-5, p. D-3.
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OCA Witness weiés propoSed~e similar edjuStment; :It‘is‘his
position that the'eompenj's proposal.does not accuretely refleet~e
linear growth pattern and thus uniform growth throughout ‘the: perlod (OCA k
Statement No. 6, pp. 3—4). OCA states that to reflect llnear growth it ‘_'
is necessary to averege the beglnning and'ending balance,of customers |
(Tr.,3054). U51ng thls methodology would result in increased revenues-
of some $69 000 (or 1 percent) and additional expenses of §15,000. 62/

-There are many ways to estimate growth 1n future revenues. ~As

the Commis51on noted in the PECO gas case (R~79030781), in the final

determlnatlon it is sxmply a matter of 1nformed Judgment (mlmeo, P 42)

The company 's methodology is a reasonable one, haV1ng been used in the"
past, The adjustments proposed by Trlal Staff and OCA attempt to further
fine tune What is essentially an estxmate. I recommend that the Commlssion'f‘
find that the‘company s estimate~iS'reasonable andiuseuit;to determine |
rates in this proceeding;n | A

Finally, PECO's future test yearrinolnoes the~first‘three
months~of 1980r For e:number of revenﬁe eceounts; PECO has not chosen
tokanalyzefexpected révenues*for‘eaehtof the firstfthree months of 1980;"
but rather has chosen to inclﬁde twenty~five peroent'ofhantictpated 1986, .
revenue in the future test year. ThlS methodology assumes unlform e

collection of revenue throughout the yearr,,t

62/ Compare OCA Exhlblt THW@4, p. "1 with PECO Exhlblt DPS S, p. D—3:5
0CA Reply Brief, Exhlblt THW-3 (rev1sed 1/24/80) » :
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“An analysis of revenue accounts, which have been handled in
this manner, was undertaken by TrialeStaff Witness John T. Crawford.
After an analysis of earlier yedrs, Mr.~Crswfordnfound~that»certarn‘of
these accounts do not hehavefas respohdeht has treated them. He foeused
on 3 particular acconnts in his testimcny (Trial Staff Statement No.
JIG-1) which based upon past experience, do not generate revenue on a
uniform basis throughout a twelve month period.~ TrialySteff states that‘
for these three accounts’sn adjustment toVrespondent's‘dse ofytwenry* -
Five percent of anticipsted 1980 reVenuefisywarraﬁted rofdbhainfan |
accurate picture of 12-month revenues. " e

The specific accounts addressed in Mr. Crawford s testxmony

and ‘the adjustment requlred are-as follows: Account No.‘454~Rents from

Electric Property~is overstated by £8,000, Account No. 455 - Iute]:'depart-~ -

mental Rents -is understated by 8406, OOO and Account,No. 456 -Other
Electric Revenues - is overstated byk$128,000. The’total of threev
accounts reﬁresents an{dnderstatemeht ef fdture test:yesr'revenues in
the amount of $27O 000. Here, unlike the‘other rsVenue‘sdjustmehts,

there is an 1dentifiable historlcal basis for modifying the company s

estimate. Mr. Crawford's adjustment should be adopted by the Commission.
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Ogerating and Maintenance Expense

“As noted earlier, PECO submitted data for both a historical
and a future test.year;"jFutureftest year data was‘deVEloped frOm'PECO's
official 1979 bndgetn(April‘to December 1979) and'fron*PECOiselQSO |
forecast (Jenuary to March 1980)?"Because PECO'e ferecast is prepared ;J

on an annual rather than monthly adjustment, 1980 data was: multiplled by

k25 percent to develop greater figures., Pcwer produetion’expense levels

were further adjusted to reflect seasonality of sales and availability
of generatlng units.; |

As explained by PECO witness Carroll (Tr. 1684«92) PECO's
budgeting process for~operating and meintenance expenseeestarts in the
Eleetric Production Depertnent Whichvreviews major outage~maintenence
requi:emente and prepdres a maintenanee'schedule. HThis,scheduie; togethe;

with estimates of anticipated generating needs, is then submitted to the

ten individual Generation Station Superintendents. Based upon their

review of historical cost deta,etheee Superintendents determine the

dlevel of expenditures-which‘theynwould expect'to‘be asgoclated withwboth,f”

routine and specific:maintenance nrojects during the:budget_and,fo:eceste
period. | |

.These cost estlmates are then reviewed by the Superintendent
of the Generatlng Divmslon, the Superintendent of Services and by ME. Carroll.

In the course of thls»process, any varietionsrbetween pro;ected expense
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leVels and recent'expense experience are analyzed_and,‘where necessary,
additional informati,on obtained from the plant. After ‘2 final 15_ﬁdfget
‘has’been prepared; it is preeented to corporate‘management for ite rkxlr;,k,‘
review and approval. | | ! | | el

» PECO states that forecast year figures are estimated on an
annual, rather than monthly, basis. Therefore, to determine first p
quarter 1980 expense 1evels, annual expenditures were first classified
into two categories - unique outage maintenance and routine maintenance.
Outagermaintenance expense anticipated to he‘incurredfin the first three ¥
months ofil980 was then separately identified‘ineaccordance'with thei
company's current'maintenance schedule., One quarter, or 25%, of all
routine maintenance was considered to be expended during this period and
accordingly added. The resultlwas then combined with the 1979 budgeted
maintenance expense figures to derive PECO s future test year claim.

As noted by the company, all operating and maintenance expenses
associated With the retired Barbadoes Stations 3 and 4 have been eliminated
from historic¢ and future test year figures (PECO Exhibit DPS—l p. D-11,

PECO Exhibit DPS— ’ p. D-ll) Since operating and maintenance functions

associated With the retired Richmond No. 12 unit ceased before April l 1978'p31;= s

no expenses are reflected in either test year (PECO Statement Sy Do 7)

All operating costs and associated investment tax credit

related to Salem Unit No. 2 have also been eliminated (PECO Exhibit DPS~ _5: e

63/
2, p. D-B PECO Statement S, p. 8 PECO Statement 4, pp. 4-5)

63/ This, however, is not strictly the ‘case. As Trial Staff Witness
' Crawford points out some $158,000 relating. to- insurance premiums .
for Salem IT have been included (Trial Staff Statement JTC-1).

They will be eliminated from the recommended allowance..

T
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Trial staff here argues that PECO's claim is overstated by
some $32.4 million (Trial Staff Brief, p. 98);'iAs PECO notes;-under

thisg recommendation, 10 percent of the company S non—fuel expense clalmﬂ

: would be eliminated. “PECO's expense allowance_would behreduced,to $287

million, or 6 percent below the level actuelly‘enperienced-during the
hietoric‘teSt year kPECO EnhibithPS—l, po.,B-Q‘to 3;13), 'PECO ‘also
notes that actual future test year exnenSee'enperienced to date exceed .
those‘which would be anticipated under Trial Staff's, recommendation.

According to the company, non—fuel operatlng and maintenance expense

~during the first 6»months of the future test yeer (April -Sep;ember,

1979) approximated $157 million compared to the budgeted levellof $153’
million (PECO Reply Brief, PP 31432).

Instead of'separately analyiing PECO'eeaccounts,fTrial Staff

w1tnesses Dr. Nelldis and Mr Wagner employed a regression analysis known

as the least squares method to determine PECO's expenses during the test
year (Trial Staff's Statement ¥o. EKW/REV-l, pp. 4-5) ~In brief Trial

Staf‘ took PECO’S experises ‘over a lS-year period and adjusted them for

1nf1ation. ,The resultant constanttdollar expenses wereithen regressed

against measures of output, using least squares procedures; to estimate
PECO's total coet,curVe. A,totai cost curve WaS'defined'as,a two~ .
dimensional graph with dollar costs measured on the vertical axis and

units of output on the~hor120ntel.exie.t'PlottEEAOn”tﬁié;graph\Were u
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vardious levels of outout and the dollat costs assoc1ated w1th each
level. As Trlal Staff explalns (Trlal Staff Statement No EKW/REN—l
p.6) total cost Curves;generallytfall into threekbasic‘patterps: the:‘
Type I curve illustrates the case where equal iﬁcreases in outputuate
accompanied by eQual inc:eases'in costs; the Type II,cuse iliuettateskt
the case where equal inCreases'iu output are eseOciated~ﬁith 1essening
increases in costs, and the Iype III curve illustrates the condition
where equal increases in output are accompanied by 1ncreas1ngly larger
increases in costs. To arrive at its recommended edJustment,,Trlal
Staff attempted to determine which measure, orbcombiﬁetiou'of measures,
of output, and which type of ‘Gost curve best describes edch of the five
function gtoups of accounts: power production (1ess fuel aud putchased:
power), transm1351on, distrlbutlon, customer accounts, nd administra— e
tive and general. Trial Staff in 1ts attempt used. simple and multlple
regression. The data came from "PECO's annuel,reports to ‘the Commlsslon~
for the 15 year period 1964ithrough 1978."’ 1 of thecexpense data Wete
adjusted for inflation by the Gross Natlonal Product Impllcit Prlce
Deflator.‘ An inflation factor of 8 9 percent was" then applled to the
results obtained to arrive at estimated expense levels for the future 1
year., PECO criticizes thls study on. several grounds., The Tr1a1 Staff

recommendatlons are contalned in the follow1ng table.,= :
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At the outset, the company states, it should be recognized
that the Trial Staff 4odel is based solely on historical expense levels
and, consequently, completely ignores present and projected conditions
: (PECO Statement 6-A, pp. 2-3; PECO Statement SA, p. 3) Consequently;'
any. expenses which are not contained 1in the historic data, such as new
environmental costs and the addition of generating plant (w1th associated

‘expenses such as the refueling outage for Salem Unit No. l), erejeither

omitted or not fully reflected in the "normalized" expense levels developed. ‘~1$V”

The company argues that simple statistical analysis, not refined by the
application of 1nformed Judgment based ona knowledge of the operating
’activities giving ‘rise to the expenses involved,«is of littlevalue
either ttom‘an operating or tatemaking point‘of’view (PECO'StatementLSA,
p. 1; Tr. 4065~ 66) L

An example which PECO gives concerns production plant maintenancek
expenditures. Trial Staff ‘regressed these expenditures on the ba515 of :
" capacity. During the 1972—1977 period PECO had substantial capacity
additiOns. During the 1977 to 1983 period, when no such additions are
planned, these. maintenance expenditures, according to PECO w1ll continueif‘l
to rise because of inflation and,increased.plant age.k The ‘theory underlying
the‘Trial Staff's analysis indicates'that‘this should not ocaur;’uAnother;il
example, according to PECO was the deciSion of management to reducekp"

51gn1ficantly budgeted power productlon maintenance expense levels due
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to the unavailability,of oeeded funﬂsxin i97&~and}1975. This reduction:

ig reflected in Trial Staff's statistical deta and reduces the level: of
its recommended "normalized" expenses but is of 1o relevance to the
future, as the pollcy is no 1onger in effect (PECO Reply Brief P 34)

- PECO witness Hill also described'verious sratlstical errors,

. which he alleges are found in the Wagner/Nellis analysis{ As he nofed, R

the witnesses' "Durbiﬁ—WatsaeV;eraristicsrfeilzrd_comply with‘thelsrandardsr
which they theﬁselves~enunciated'for_aeteroihrng:the:validity,of'their
statistical models. Thekwitnesses,also;ibecause of liﬁitations‘in the
capablllty of the computer program available to them, failed to calculate’
the best fitting model for use in determlning “normal" adminlstration

and general expenses, Mr Hill computed this model, pointlng out that
under the witnesses own standards it is tbe propervmodel to. be employed~
with this expense category, and found that it indicates an increase of

$10.1 million in normal" administrative and general expenses (PECO

, Statement 6-A, pp. 3*6)

Moreover, as p01nted out by Mr. Hlll, the product of a regression
analyszs is merely a. trend line which most closely fits a set of data
points. In fact any data. point (i.e. in this case an annual expense '

level) which fits wrthln a 95? confidence interval in the case of the

~ Wagner/Nellis regression line ‘may be viewed as . normal" relative to ‘the

data employed in the line's development. Accordingly, the regre551on %
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analysis provides no basis,forfadjueting.such’an exoenee‘level; As:i
noted by Mr. Hill, eVenVaccepting”thet‘the Nellis~aﬁd Wagner»mOdels are
meanlngful, the company 8 clalms fit within the. 95? confldence envelope s
in all five cases (PECO Statement 6—A, p 7) | Accordingly, the company
argues, the witnesses analysis, flawed ag it is, fully supports the :
“company's claimed cost 1evels. |

| An‘additionalkerror'is the‘applioetionkof»an,S;QZflnfletionf'
factor to everage 1978 expense figures, The effect of this adjustment
is to increase expenees to july'l~’1979 price levels, or some nine
months short of the future test ‘year end ba31s employed by the company
in it filing. &/ Thls‘alleged oversight alone aCoounts for over $18
million of Trial Staff's recommended’adjustment (PECO‘Statement 6-A,’»;
e : S A o

Finally, PECO states the choice of variables used in the -

different analyses is clearly arbitrary and without logical support
(PECO Statement 6A, pp. 2-3) This is perhaps the most critlcal flaw in

the‘w1tnesse3‘ analysis and 1ndeed, in the use of any simple statlstlcal

technique. Expenses, PECO states;“do not 1n fact vary,on the,baSIS‘Of

64 The company unotes ‘that Trial Staff computes revenues by 1ncluding
full customer sales growth up to ‘and including March 31, 1980
(Staff .Statement JMK-1). :




the output factors chosen by the witnesses, but rather based on multiple

factors and- occurrences (PECO Statement 6A, pp 2-3). 65/ For example,

Messrs. Nellis and Wagner regressed power production expense against

total 1nstalled capaeity and thereby gave 10, con31deratipn to the operational i
dlstinctions between different types of capacity, i e., steam, nuclear,:

etc. To illustrate the 51gn1f1cance of thlS clammed error, M. Carroll

employed the same data included in the Nellis and Wagner presentation

but performed a separate regression analy81s for each type of capacmty.;

When further corrected to eliminate atypical data and using the witnesses'ﬁ

8.9% inflation adjustment, a "normal" expense level of $126 mlllion 15"'

1nd1cated (PECO Statement SA p. 1—5), compared with Trial Staff's recommended’r i

$lOl million.
The use of regr6551on analyses to estlmate expense levels has

been considered many times by the Commission. In ‘the Commission S order

of January 11, 1979 in Pa. P U C. et al v. Pennsylvania Electric Company,; .ﬂf'Tg#
R-78040599, the Commi351on stated' |

"Power Productlon and Other Expenses fv

"Comm1351on Staff combined the budgeted
expense of Penelec in a number of accounts, and
the total amounted to $96,242,000. These accounts
were' steam power generation and other power .
generation (less fuel expense accounts) hydrau-
lic power generation, transmission: expenses,
distribution expenses, customer accounts, and
administrative and: general. '

65/ TFor thlS reason, PECO states, the witnesses' characterization of
PECO's expenses as "Type I, Type II or Type III" has no meaning.
Expenses don't vary directly by the output factor,- therefore
whether they are increasing or decreasing relative to. that factor
is of no moment. For example, transmission expenses are likely to
have increased at the average annual inflation rate of approx1mately
8% in recent years while sales have increased but’ approxxmately 2%.

- Obviously, when this has been the case, a Type III -expense comparlson
will result when sales is the chosen output factor (Staff Statement
.;EKWYREN—l, P9, . -
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"The Staff position was that the expenses
in these accounts are too high. They used a least
‘squares statistical technique on the historlcal
data for the years 1968-1977 to arrive at an
estimated expense level for the test year. By
this technique the Staff determined the appro-
priate expense level to be $83,695, 000.  Conse~
quently, they recommended a disallowance of -
$12,547,000 of respondent's budgeted expenses
in these accounts. The Administrative Law Judge
dismissed this approach and refused the recommenda-
tion. - Staff take exception, : ~

"Staff contended its method is proper in that
it has smoothed out ups and downs and established
a reasonable level.  We agree with Judge Mindlin.
The historical data used in this method fails to
sufficiently account for the higher rates of infla-
tion experienced by respondent in recent years
and the addition to these expenses associated with
the end of period addition of Home Clty No.2."
mimeo, P. .27,

The same conclusibn was reached in Pa. P.U.C. et al;yv;,Metr6p011tanfEdisonf

Company, R.I.D. No. 626, at pages 46~48:

"Nonnuclear Operation and Maintenance Expenses

"Staff proposes a downward adjustment in the
amount of $5,427,000. The basis of Staff's pro-
posed adjustment is the utilization of the least
squares technique of regression analysis upon
respondent’s actual expenses for the period
January 1, 1968 to March 31, 1978.

"Respondent criticizes Staff's methodology,
alleging: (1) It did not consider anything other
than raw FPC reported totals for various operating
accounts during the period under congideration;

(2) It ignores recent additional expenses asso-
ciated with operating and maintaining. devices to
comply with envirommental regulations; (3) It
implicitly assumes that the inflation rate for
1979 w1ll be identlcal to the‘average for the years




stated:

1968 to 1977; (4) It fails to recognize increases
expenses caused by such factors as the aging and
need for costly maintenance at Titus and Portland
stations and for respondent's combustion turbimes;
(5) - Respondent's actual operation and ma1ntenance
expenses for the eilght month period ending

- November 1978, totaled $49,588,000 as compared to

the budgeted amount of $49,639,000 (exclusive of
T™I-2) for the same period of time.

"Actual expenditures for the period, therefore,
were-99.9 percent of the amount budgeted therefor
(Respondent Exhibit B-16=6, p. 2).

“The fact that respondent's actual experience opera-
tion and maintenance expenses, exclusive of TMI-2,
for the eight month period ending November 1978,
deviates-less than one tenth of one percent of its

‘budget for that same time period is substantial

evidence of the accuracy -of its budgeting process.
In saying this, we do not wish to imply that the
least squares method of regression analysis is
inapplicable to predicting a level of expense ot
revenues, but merely wish to indicate that the
results of any particular statistical methodology,
otherwise recognized as a standard statistical pro-
cedure, are only as valid ag the ‘data base and the-
assumptions utilized in the application -of “that
partlcular methodology." : ;

In the recent West Penn Powér~cése, (R-78100685) thé‘Ccmmission

The results of ahy particular statistical technique,

otherwise recognized as a standard procedure, are
only as valid as the data base and assumptions utilized
in the application of that particular methodology.

 While the use of the least squares method employed by

Staff may be appropriate when properly applied, it
cannot, of itself, make corrections in its results for
inadequate or improper input data. ..., Moreover,
where the data and assumptions either fail to recog-
nize, or improperly or inadequately treat matters of

great import affected by changes in‘plant capacity, in

,»,4:i45;h./ _




plant type ‘and complexity, in rate of 1nflation, in
environmental level of maintenance requxrements, over
thé years utilized, we cannot place reliance upon the
results flowing from such statistical exercise

(mimeo p. 53 ) '

I recommend that the Cammissionocontinue its- policy of

'not relying on these statistical studies. I do not accept the‘premise‘

that current and future expenditures can be estimated aolely on hiatorical -

‘levels without consideratlon of changes in,expense levels due to changes

Jn plant type and complexity during and after the historic period. In

additlon, the 1mpact of recent types of expenses can be dlluted or’ 1gnored ;f; S
by this approach. 1 also question whether this approaehlglves adequate»yd
COnSideration to the~validityvof Specifie'items in a utilitY’s expense.f e

claim. - Such analysis need not audit every account . or work order, nor :

does it require a CPA's certification of a claim. Here, however, the

Trial Staff is proposing & normalizatlon adjustment of great. magnltude L

~w1thout, in my view, adequate’ consideration of the costs which the

company will incur during the period these rates are in effect,

Trial Staff presented an alternative approach w1th regard to :
power production and admlnistrative and general expense. These~approaches*
used three«year and five~year average expenses, adgusted for known |

abnormal or inappropriate expenses. As. Trial Staff notes, these alterna—,~a"‘

tive approaches generally Support equivalent or lower, 1evels of expenses

than thcse recommended by use of its statistical analyses (Trmal Staff

Brief, pp. 102, 104, 105). Trial Staff urges that 1f 1ts regression i
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analysis is not used in determining_approptiatefexpehseflevele, then

PECO's expense claims be_reducedfontthe basiefof,(i) itsvthree-year

average productioﬁ exPeﬁse adjeSted:for inflation $13.2 million);: (2)
its three*year‘aﬁetage,Administrative'& Generaleexpenee adjﬁsted‘forl

1nf1ation ($9 2 million),v (3) elimination of liquid Metal.Fast Breeder

Reactor expense ($522 000), and (4) corporate computer expense ($l 265 0005;* ,,”'

(Trial Staff Reply Brief p .33).

PECO notes that in developing these average figuree, Trial

- Saff dlsregarded changes in output varlables - capacity for production oimﬁ
~expenses;.customers squared for administrative and general expenses.,tIﬁeg,‘;f:('”'
'~addition PECO witness Hlll argues that Trial Staff's use of &an 8 9
.percent inflatlon factor raises average 1978 expenses only to a July 1,,otae

'11979 level, nine months short of the future test year end.. He recommends --:

use of a 15 6 percent factor. 66/ Adoption of these two adjustments

'would bring PECO' s 3-year average productlon expenses to $119 161, OOO

compared to its clalmed $119 337 OOO (PECO Statement 6A, pp. l 10) and ‘

its claimed administrative and general expenses to $63 371 000 compared

to its clalmed $67, 271,000. (Ipid.)

66/ Acceptlng 8 9 percent as the appropriate,inflatlon factor for 12
months (July 1, 1978 = June 30, 1979), the proPer factor for the 21
month period from July 1, 1978 to March 31 -1980 wauld be 15 6

‘ percent (PECO Statement 6—A P 10) Foars
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It should alse be noted that Trial Staff and CEPA claim PECO' l‘;~ L

level of production expense during this three year period is overstated hﬁ~f'
due ‘to the company s attempt to catch up“ during this time Wlth its -
lack of maintenance in: the early 1970’5 (Trial S*aff Statement No. Cd’
SEKW/REN-l, PP. lS 16), CEPA Brief, PP- 80-83. PECO denies this (PECO‘dSV
Statement 5-A, pp. 2—3)67/ and has presented an analysis by its Witness
Mr. Carroll, which indicates that the average 1977 and 1978 expense =
levels were not atypically hlgh (PECO Statement 5A, P 3)

It has been stated many times that the Commission should not
rely on a reckonlng when actual experience is available and establishes
that the predlctions ‘have. been substantially 1ncorrect. E. g. West Ohio,

Gas Co. V. Public Utilities Comm1351on, 294 . S 63 (1935) New York

‘Telephone Co. V. NYPSC, 29 N.,Y.2d 164 (1971), Here,-a comparisonvof 4,

PECO's budget figures with actual results Shons'that‘theSe estimates are;l
ksubstantlally correct (Compare PECO Exhibits DPS—l ‘DPS-3, DPS~4 with

DPS 2). The Unlted States Supreme Court, although speaking in a slightly
different context, aptly stated "Elaborate calculations which are at war

with realities are of no avail." Lindheimer v. IllinOis Bell Tel. Co.,

292 U 5 151 (1934) ' The Trial Staff s adjustment, although rationalized ,p,’

by means. of elaborate calculations, is at odds with What is actually

happening to the»company, When the,penalty for belng wrong is so great,

’67/ If Trial Staff is correct, even its adgustment which: relles on
©.allegedly atypical data overstates the proper level of productlon
expenses. , ; ~ :
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~present in the proposals of the Trial Staff

The record here convinces me that PECO has borne its burden of
k'proof that 1ts expense estimates for the lZ-month period ending March 31
'1980 are reasonable and except for certain adJustments made below, o
should be adopted byathe Commission. : i

L1qu1d Metal Fast Breeder Reactor

PECO 1s clalmlng approximately $600 000 in 1ts estﬁmated

' productlon expense for its contribution to the 11qumd metal fast breeder AR s

‘._reactor project. Trial Staff notes that PECO has not actually paid this
expense since 1977‘ The Commission: has not allowed thlS expense in the

‘past and the Federal government has not yet decided to support the

proJect (Trial Staff Statement No. EKW/REN—l, P 17) This amount should ‘

lbe disallOWed here also.

Corporate Computer j'd

) Trlal Staff notes that PECO: estlmates that it will spend

1$l 660 000 1n the future test year, of a total $S 630, 000 for installa-‘

tion of a new computer. They;propose»that'this~amount be amortized over

4 twenty-year period. The queStion of PECO's ootporate‘computer‘wasi o
considered in the recent gas case (Rr79030781) ‘There, the Commiseion >

.'declded that a flve~year amortization was proper. It is recommended

the need tb‘be right demands a faf7gteatef degree of'certainty‘thanjie,_~Vi;“""

that the same‘petlod be used heteai This reduces PECO s cTalm by 81, 328 ODO




Budget Method Adjustmentk

" As noted above'in diScuséing‘revenues; Trial Staff witness

: Crawford's 1nvest1gation disclosed that certain expenses were not :>J~
x'expected to be 1evel through the year and that the portion of the 19801,

forecast 1ncluded in the test year should be 1ess than the 25 percent o

used (Trlal Staff Statement‘JTC~1, p.S); As a result he proposed a

downward adjustment to expenses of $1,169, 000 (Trial Staff ,Exhibit No. =

-JTC—l Schedule 2) For ‘the reasons stated above with respect to

Mr. Crawford's revenue adjustment, this adgustment should also be madef;

"to~expenses.
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Credit and Collections

Trial Staff presented three witnesses (Daniel W. Giffiths, :
Consumer Research Analyst Debra Holzman, Consumer-Research Analyst and e
Susan C. Bertram, Supervisor of the Service Termination Mediation Unit)
from the Commission's" Bureau of Consumer Services.' These witnesses i

testifled regarding the.ccmpany 8 credit and collection activities and

recommended a downward adjustment of $533 496 in the company g cleim for, e

uncollectibles.

These witnesses testified thet, in their oplnlon; the company g
collection activmty has not been effective in collecting overdue bills
and in controlling the size of arrearage. They'notef:hat the company:s"
uncollectible accounts as a pefcentege'of fevenues‘have beenfhigher then
those of other electric utilities (Trial Staff Exhlblt DWG/DH~1~C~
Schedule 1). The witnessee critlcize the company for allowing these
arrearages to reach substantial 1evels before moving to termlnate servieeei
(Trial Stafr Exhiblts DWG/DH—l—A DWG/Dﬂ—l—C—Schedule 2).

The speclfie collectlon practlces, whlch had led to those
arrearages, criticized by the Trial Staff imclude sending out large B
‘numbers of termihation notlces withOut the staff to follow—up on these: 
notlces (Trlal“Staff'Statement No. DWG/DH—l,fPVS- Trial,Staff Exhibit
DWG/DH-l—C—Schedule 4y, Commission reguiations (52 Pa. Code §56 93)
require that each custoner that PECO 1ntends to termlnate must be contacted.’

;at'lease three dayS'prlor toftermlnation,e;ther;by telephone or in f'
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ilfdd'l'rrhe’iji';}f,;__fit-a;fl{ ,ﬂ;‘l'; & ,ifyld’dd‘i;dtld;d?‘;5‘5"

person‘ The company,‘accnrding'to:lrielzSteffndattempte to’cerry out
this contact by phone but staff limitations frequently preclude phone
contacts and personal contact is attempted at considerable expense.’
From April through Oétober 1979, PECO was unable to make either pereonal jef o
contAct or termlnatlon visrts on 44 percent of the account designed for |
action (Trlal Staff Statement No. DWG/DN~1, D 6)

Trial Staff crltlcized the cémpany for allowing arrearages to
grow large. Tr1a1 Staff Exhlbit DWB/DHrl—C—Schedule 5 purports to show
that over $ 63 on the dollar are recovered from every overdue account eeal
which is termlnated for an arrearage of $lOO or less, while only $ 25 is
recovered from each dollar associated With terminated accounts of over S
$1, OOO Tr1a1 Staff argued that PECO 5 management of the collectlons
system contributes to the growth of arrearages - especially arrearages
.of aver $l 000 and proposed to disallow all unrecovered arrearages of :
over $l 000. It has recommended a downward adjustment of $533 496 to
the company clain for uncollectible expense (Trial Stafﬁ Exhibit DWG/DH— }fmd":ﬁd

~l—E-Schedu1e l)

Trial Staff also criticized the company's implementation of
the CommlssiOn s Cold Weather Interim Procedures (CWIP) whlch were in
effect from December lO 1978 to April 9, 1979. As described by the
Trial Staff, the CWIP program was designed to insure that all p0551b111t1esh,;~“
for settlement wvere exhaustedeby utllities during ‘the winter prlor to o g

the terminarlon'of,eervice‘fornnonrpayment, Trial Staff 3 critlclsms




- are centered in two areass first, PECO dld fot focus its efforts on

those accounts w1th large arrearages where it could have demonstrated
the need for termination. In addition, the company allegedly submitted
over a thousand improperly completed forms (Trial Staff Statement DWG/DH
No. l, PP 12~13) | k

Several other practices were criticized including a failure to e

collect undisputed portlons of dlsputed bllls and.a failute to handlek

disputes focu51ng on how to pay : a blll. Finally,‘the company is criticized
for failure to use the termination procedure to obtain an actual meter
read. | |
“In addltion to the expense adjustment detailed above, Trlal
Staff requests that the Commission order that the company report to the
Bureau of Consumer Services within two months regarding
(1) Why it should not de31gn and. implement a clear‘
‘and complete set,of written standards\for the
deVelopment oftpayment agteementekforgomerdue»
accounts. | | | |
(2) Whylit‘ehonld not,tevise its‘collectionsioolioies
and Prqéeduteéyto prevant~theeisaniﬁg~of7tefmina— )
tion notices which cannot~be aeteo on by its
fleld collectlons staff. | | ’
(3): Why it should not act to prevent the 1ssuing of

'dupllcate termlnatlon notiees on overdue accounts‘
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'(4)13Why 1t should not undertake,to eliminate res1den—t
| tial arrearages of over $1, 000 and to otherwise
; reduce the average size of arrearages. v
‘(5) 'Why it should not reach compliance with 52 Pa. *
| Code Chapter 56. ,Inlspeclfic, those;sectionse
Iregardlng‘using termination:as_aycollection:device,; 7
kmestimation ofybills, payment ofVundisputed portion‘;;“
of bills, and the consideration of ability to pay 0
ﬂyin medlation disputes. s E

The company responded to Trial Staff's allegations through

Mr. Frank J. Dougherty, an~employee infits'Credit and Collections,Departmentf .

(PECO Statement No. 16) Mr. Dougherty contended that it was inappropriate'
-~ to compare PECO s uncollectible accounts w1th those of other utilities

without also considering the various factors whlch made PECO and its

service territory unique. He pOinted out that PECO prov1des gas and e R

electric service whiCh can cause»arrearages to accumulate at a much'morelri{;»
rapid,rate.r In addition, the unemployment rate in PECO s service, territory
is cons1derably greater than the state-wide 1evel and; based on’ 1977

of all Pennsylvania residents receiving public""q
assistance resided in PECO's serv1ce‘territory; Mr. Doughertysalso b
pointed out that PECO'skService territory‘includes a~large number~ofii’:
multi-unit dwellings. In order to terminate’serVice to a specifié |
.. tenant, the company must gain access: to the inside of the building.,;Inl:"

’4many cases thls is dlfflcult, 1f not 1mpossible.: rhe company must in
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"I'lftl iliif o v,?[p m,vif‘I'
those instances 80 to court. ‘Mr; DoUgherty’analvzed‘all accounts nith
outstanding arrearages in excess of $1, 000 as of December l 1979 and
testified that 45% of those accounts represent either access problems or -
multi—unit dwellings (PECO Statement No. 16, p 4) ‘

Mr. Dougherty also testified “hat the company has recently
undertaken a number of changes in its policy including., (l) exPansion l .
’of the application for service requirements, (2) expansion of the outside
,collection field force, (3) reinstatement of the residential customer
deposit policy, (4) aggressive purSuit of delinquent accounts where the Qi

debtor no longer resides in the company's service territory and (5)

separation of disputed and undisputed billing periods on’'a customer s i‘:ki,,'f

‘record file. The company has also undertaken several short—term remedies o
including‘ (1) splitting collection teams in non—hazardous areas to
enable credit representatives to make additional field visits, (2)
extending the work day of credit representatives by an additional two :‘.,
hours, (3) expanding clerical staff during early evening hours to increasek
the number of telephone calls made to customers during non—buSiness
_hours and (4) 1ncrea51ng the field supervision of collections personnel
Mr. Dougherty also disputed allegations made by the Trial |
Staff that the company serioulejmishandled the Cold Weather.Interim r'
Proceduresr . : | S
Trial Staff’s adjustmentfshouldhbe alloned, lt is‘clear from'
the record.that PECO s collection procedures are amiss.~:Whileythef!

company attempts to assert that the reason for its high percentage of




uncollectible accounts to revenues lies in its service territory and
'customer'pOPulation,‘the”record'does not bear out this asSeftiom;:
?ECO's witness could not state that the fact that the company provxdes gas

serv1ce would: result 1n a greater arreages in electrlc bills (Tr. 4137—

" 39). He could not state that there was‘eny~correietion between delinqueoeiee“ S

and the number"of cuetomers'on public aesistance or'unemploymemt‘insutance -
(Tr. 4139—41) . The fact remains that PECO's management in this areathas .
‘been less than successful a point. which the company itself realizes  i
since 1t has outlined a series of 1mprOVements in its collection procedures;
It may be assumed ‘that these revised procedures will result in
an improvement in revenue collections so that the 1eve1 of uncollectiblesf‘jif
anticipated by the company for the future test year will be reduced. ’
Trial Staff s adgustment, which disallows all unrecovered arrearages of
over $1, 000, produces a reasonable estimate of this improvement. Asva vt' eci:f
result of these new policies, it is unlikely thet arrearages of OVer |
$1,000 will accumulate, |
 Ttial étafffs other oroposal,trequitimgna reportkonkthe five
“issues mentioned above should not be'adopted. If the company is violating

“the Commission s rules and regulations the proper procedure is to 1nstitute :

a complaint'proceeding. Rate caseS{shouldrnot be,cluttered with extraneous,;_i '

albeit.important;iissues‘which\necesaatilyudo notfreceive the attemtionaf i

they deserve due to the press Of,othet‘bﬁsineSngrri
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Spent Fuel Dlsposal

| Included in the company s claim for expenses here is $8 238 000 e

to c¢over ltS costs of spent fuel disposalffrOm‘PECO's three nuclear :
‘ generatlng units.," h
| PECO witness Dr. N Barrie McLeod presented the company' s
claim (PECO Statement 12) Dr. McLeod reviewed the history of nuclear
spent fuel disposal. Throughout the 1960's and eerly 1970's, he stated,‘
the Federal Government actively promoted the reprocessing of spent
- nuclear fuel'end' a thriving'domestic‘spent fuei,repIOCeesing industry
soon emerged.~ Since recoverad fuel values then exceeded the costs of
recovery and disposal, prompt reprocessing was. justified and accordlngly,,
spent fuel storage facilities at new plants were sized on the assumption h,”
that fuel would be shipped within approxxmately one year of discharge
(PECO Statement 12 p+3) .

~In the m1d—1970's, however, federal policy changed abruptly ’ﬁ"
and in April 1977 Pre31dent Carter proposed the indefinite deferral of ‘o
reprocess1ng. When this decision was announced no'clearly acceptable
method of disp051ng of. permanent waste had yet been demonstrated At
the same time, it was readily apparent that at~reactor storage facili—’f‘;
ties would not accomodate diecharges much beyond ‘the mid-1980's. ’

In response to its announced policy agalnst reproce351ng,‘the

Adminlstration developed a program of spent fuelodiSPOSal and is cur—~vlr

rently seeklng leglslatxve authorlty to implement 1t.. Thls program was

e';15j .




e e
' | outlinedchy DrtiMcleod and,conSistskprimarily‘of,three'elements;f
! bkl),storage Offspent'fuel;by;theyutility for a
| ; period of at,leaetAfiye’yeersifolloying\l
‘discharge: from the reactor,_'"j ER
(2) shipment of the fuel at utility expense to
a'federally—operated InterlmnSpent Fuel
Storage'facilityc(lsfs) targetedyfor,1984
S availability)'and~ uponvdelivery,'a payment
of $202/kg of Heavy Metal (HM) (plus escala»
~tion from 1978) to the Department of Energy
' to cover all costs of interim storage' and
(3) shipment at‘utility~expensevto’ajfederally—
. opereted permanenthaSte Repositoryi(WR)'f
(not ant1c1pated ‘to he available until the
“early 1990's) w1th payment to DOE of $1l4/kg
HM (plus escalatlon from 1978) for permanent,u
storage (PECO St. ‘12, pp. 6-7)

Based on these charges and 1978 shlpping costs, Dr. McLeod
developed total expense figures for ‘permanent spent fuel disposal kﬁé;j’p.;:f
then rev1ewed the company's planned spent fuel discharge and shipment
schedules which currently indicate 1nit1al shipment to the ISFS facility
in 1985 and shipment to the permanent repository in 1992 He concluded

that these estlmates were reasonable in: view of the targeted availability

eoiaBgl




~have expended con51derab1e tlme in argulng Whether this expense should

Company decision (29 P. u. R. 4th 65 (1979)) There that Commission '

of those two facilities and the anticipatedﬁexhaustion by 1985,of PECO's
on-site storage capacity Restating disposal costs 4in 1980 dollars,’r

Dr, McLeod then calculated the Company g total anticipated apent fuel

‘expenditure requirement, atjapproximately~$230fmilllon;, The cOmpany's f’t

claim in this proceeding,is,basedvon amortization of thishfigare,tless f i
accrued deferred tax credits associateé,withytheseycostsf(PECG‘Exhibit:y'
DPS-2, p. D—l7) e | |

| Both Trial Staff w1tness Birx and Consumer’Advocate witness i
Weiss have ‘recommended ‘that PECO’s claim for spent fuel disposal be :
digallowed (Trlal Staff Statement DLB/RLP—l, P 93 OCA Statement SA p,r,'-h
10). These witnesses argue that the claimed expense‘is speculative in

view of the p0551billty that the Federal government may reverse its §
pollcy‘and permit reprocessing and that th1s expense w0u1d not be 15-“
curred until 1985, if at all. CEPA and the Clty also oppose thls requesti

(CEPA Brmef pp 130-33; Clty Brlef, pp. 33—34) Although the partles

be permitted,. the resolutlon is falrly slmple.,'This.expense is too
speculative to be assessed against ratepayers at this time. As the City ‘

points out in its brief, this issue was recently considered by the

Vlrglnla State Corporation Commisszon in ltS Vlrginla Electrlc and Power ‘g‘

rejected a claim 51m11ar to the one. put forth here by PECO on the ba51s
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that the unpredictabil1ty associated with nuclear fuel applicators and;

the national controversy on the appropriate hand11ng of spent fuel
makes anykprovi81on for thlsvexpense~in'present‘rateS'premature. The
k Vlrglnia Commission specifically states (Id. at 73-74)

Obviously; the technology, economics, and pub-
lic interest considerations of nuclear fuel cycles,
including the problem of permanent disposal of
spent fuel, are controversial subjects. The Presi-
dent's position, favoring the permanent storage of
spent nuclear fuel and the indefinite postponement
of completion of reprocessing facilitiles, has
heightened the controversy. - Further, the limited
utility industry experilence in permanent disposal -~
because of the relatively brief existence of nuclear
fuel generation, and the past practice of recyeling
fuel -~ adds to the uncertainties surrounding the
disposition of $pent nticlear fuel. Because the
disposal of spent fuel is a mational controversy,
there exists the potential for change in public
policy even to allow reprocessing of the fuel now
permanently stored. But even if this were not. the
case, experience has taught us that nuclear tech~
nology, public policy consideration of technological
development, and their applications and costs stem~
ming from technological and public policy decisioms,
have fluctuated widely from costs which have been
forecast or assumed. ' S ;

- The entire;spectrom of nuclear design, construction,
operations, raw materials, and regulation has been
marked by unforeseen changes and contyoversy since -
the inception of nuclear fuel development. Tt is
~our position that the historic umpredictability in
nuclear fuel applications continues,.and any attempt
by us to forecast the technology and costs of per~
manent waste, and to account for those costs in




~ present rates, is futile. 15/ Based upon the un-—
predictability associated with nuclear fuel
applications and ‘the natdional controversy on the
appropriate handling of spent fuel, we find that
it is premature in present rates to provide for the
estimated cost of permanent storage of ‘nuclear fuel.
Accordingly, company's proposal is not eﬁcepted.

;2/ There are special ¢ircumstances that pertain
to permanent disposal of nuclear fuel. Our finding
is based upon those "special circumstances" and not
upon ‘any notion that because permdnent disposal
expenses are estimated they are unreliable. As
VEPCO correctly points out in its brief, many account-
ing figures are estimates. - For example, deprecidtion
rates are based on estimated service lives and sal-
vage values. Also, the current cost of nuclear fuel
per kwh is estimated based upon: the predicted amount
of generation from the fuel

' ’For these reasons, PECO 8 adjustment here should be regected.

Decommlssioning Expenses k

PECO witness Kenneth W. Sieving testified in support of its clalm -

for decommissioning expense (PECO Statement 12~A)
| PECO proposed that the expense which will be incurred upon ‘the |
retirement of Peach Bottom Nos. 2 & 3 and Salem No. 1 be amnrtiZed over the :
~remaining lives of those fac111ties.f As the»Commission has noted else~‘ |

where (e.g. Pennsylvania Blectric Co., 51 Pa. P U C. 649 668 (1978)),

deferring the»recovery of these costs until the units are actually
retlred would be unfair to future ratepayers who will derive no bene— ;,’\;i.

.f1ts fromrtheir operatlon.ﬂ
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Inpdeveloping’PECO's'claimiin thisiproceeding,'Mr; Sievingkyljﬁiff‘”
first reviewed the three retirement options described in Regulatory k o
Guide 1. 86 issued by the Nuclear Regulatory Commission - (l) mothballing, ; ,’
- or minimum decommissioning,c(Z) entombment and 3) removal'(PECO State~ k
ment‘lZ A,ipp, 2-5).k Mr. Sieving stated thatrthe\firSt two‘altErnativesi’f,ff
would involVe:significanteOn—going eXpenses inCluding the costs’of’sited‘
security, maintenance, surveillance, property insurance, nuclear indemni—~’
fication ‘and, in the latter case, installation and removal of entombment o
Lfacilities (PECO Statement lZ—A, P 4) Based on this analysis, Mr. SleVing_fii
determined that the prompt removal alternatiVe was preferable. |

‘Mr., Siev1ng then stated that he reviewed the plant designs and
engineering plans of the company 8 three units and discussed each w1th gff‘
company personnel-and- inspected each site and its maJor structures,
assessing phys1cal differences between those plants and others for which
he had made.detalled decommissioning cost studies. He then analyzed and
confirmed that PECO construction, site superv1sory and home office |
personnelklabor costs approximated those employed in the development of d_d
these other studies (PECO Statement 12—A, p. 8),

Based on this data,”as welllas’his‘prior knowledge ofidecom;,l s
missioning erpense,‘MI. Sieving deyeloped an‘estimated totalddecommisek
s1on1ng cost in 1980 dollars, of Peach Bottom Nos. 2 and -3 and Salem No,

1 of approx1mately $237 million (PECO Statement lZ-A p 9) Ihis fﬂ_'d"u

162




-

estimate employs the prompt removal decommissioning procedure and is

L

based upon a recent detalled decommissioning cost analysis made by

Mr. Sleving of a comparable nuclear facility (Er. 167&—76 PECO Exhibltsje,ff

KWS l & 2).,
" On the basis of the total estimates developed by Mz, Sieving, e

the company calculated its share of the cost. of decommissioning the 5

three units at: $1oo 765 000 (PECO Exhibit DPS-Z, p D~l6) This figure :
bwas then amortized over the remaining 1ife of the facilities, and ad~'

~ justed for deferred income taxes associated with the tax deduction which’f' i

the Company will obtain when the cOSt is inourred PECO clarm here is
$3,599,000. : _ | Ce L
The companyfs;claim"isroppose&fby Tiiai;Staff, OCA, CEPA and

the City.

Trial Staff witness Dr. Birx testlfied that in his opmnion 1t :_Z’T
'imay be necessary in forty years. to "replace major portlons of the opera—f;ff5":‘ﬁ' o

tingjequipment; 1nclud;ng, perhaps, the reactor. Once this rejuvenatlon k,j“

is aecomplishedu however generatlon at eritlng smtes should continue.
(Trial Staff Statement DLB/RLP l, p. 4) Dr. Birx developed estimates»

from dismantllng studles summarized on Schedules 1, 2 and 3 of Trial

Staff Statement DLB/RLP-l and. concluded that the disposal of the radlo— d‘k

active materlal is only approximately 25 percent of the total cost. -

Dr. Blrx applled the 25 percent figure to Mr. SleVlng s estlmates of the,[ff?

cost of total dlsmantllng, removxng and restorlng PECO s nuclear plants.'
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‘Dr. Birx's estimate of 25 percent covers the cost necessary before s:
reconstructlon could take place (Trlal Staff Statement DLB/RLP—l pages sh‘
4-5). | '

OCA witness Weiss opposed any con51deration of decommis31on1ng
enpense in thls proceedlng. In hlS view, the 1ack of a speciflc study
of the SlteS of PECO s nuclear plants provided an 1nsufficient basis for A:pr
an adjustment (OGA Statement 6, p. 14) )

The: Commission s pollcy on: decommdssioning expenses is to
reflect only expenditures for the containment of the nuclear components

of a statlon (Pennsylvanla Electric Co. 51 Pa.,P U C. at 669) 3 PECO s

claim therefore, is overstated. A“ the same time 1t appears that dv
Dr. Birx' use of’a 25 percentjfactor may be~understated.: The.w;tness~‘
testified that there could be wide variatlons in the percentage of the ¢
total cost related to the dlsposal of radioactive materlal (Tx. 3433~34) h;‘t
" On the basis of this record I recommend use of a 46 percent factor. |
According to the study done by NUS Corporation for Pacific Gas & Electric~;:w
Company with respect to the Dlablo Canyon Units l and 2 thls is the
nuclear—related portion of decommlssionlng costs if only those costs ;'
related to actual decontamlnatlon are con51dered (PECO Exhiblt KWS~lV
Cpp. 3 4) 7 | |

OCA's p081tion 1s unreallstic. It recognlzes the need for
SOmeballowance but w0u1d reJect any clalm that cannot be definltely

,proved, The Gomm1531on prev1ously reJected such a- strlngent standard,of h*fh
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proof in Pennsylvanla Electric Company, statlng (Sl Pa. P.U.C. at 669)

It is true that the total costs of decommlssion~ L
ing a nuclear power plant cannot mnow be determined
‘ w1th,precision and may be termed speculatlve by
some,

Although the total amount determined to be needed
may not be accurate, the rejection of the claim
would ignore the vital issues of health and safety

© which are reasonably foreseeable. Changes in the
estimates of decommissioning costs may be dealt with
through periodic review and adjustment of the total
estimate (and its annual provision) within ‘each rate
case, or at any time upon the initiative of the
commission when it feels that such review is
necessary. : ‘
‘CEPA proposes a reduction of $2, 819'000.ffomcthe PEcozrequest;.'
~This is based in part on an assumed useful life of 40 years, reJected
'elsewhere, end an averaglng of PECO witness hearlngs estimate and an
estimate derlved from a generic study done. by the Atomic Industr1a1
Forum The latter study is based;on a 104 year mothballlng perlod for
the nuclear plant, an assumptmon which is unreallstic for PECO s plants.
Using 46 percent as a reasoneble estimatecof nuclear related
costs, I recommend that the Commmssion permit the company to include in '
test year expenses the amount of 81, 655 000 for decommissioning resulting
in a reductlon to PECO' s claim of $1,944, 000. E
Con51stent w1th earlier Comm1351on decisions, thlS amount"’

should be kept 1n,escrow and invested in tax-free PennsylVanla bonds,

‘Nuclear Operation and Maintenance Expenses

During‘the course of these hearings, PECO requested an'addi—r7
tional $5.3 mllllon to reflect increased nuclear operatlon and main— :

tendnce expenses due in 1arge part to 1ncreased safety requirements
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(PECO Exhibit JJG-1). This $5.3 million is broken down into the following

parts:

Peach Bottom outage § 425,000 '7
Escalation S $ 796,000
NRC Bulletdin S 183,5063,000
Post TMI Studies : . '$ 185,000

- Miscellaneous T $ 831,000

: ‘ Total' o $523002000'~

The OCA opposes this request primarily for the reason that .

these expenses are non-recurring (OCA Brlef PP+ 113—15)

PECO does not contend that each specific expense item will "fh' f' khh‘ : |
7 necessarlly be 1ncurred in the future. It claims that, rather, these o
’costs represent an on—going level of 1ncreased nuclear expense whlch 1t f'f Hli,f» i
w1ll experilence. due to greater enforcement act1v1ty by the Nuclear ;1 | |
~Regulatory Commission. (PECO Reply Brief, P 36) . |

The fact that an expense is nonrecurring does not mean‘that it

should be dlsallowed,ksee U.G.I. Corp. s Pa. P.U. C., Pa. melth Ct. ,Ap‘“'

No. 2242 C. D 1978 (mlmeo, PP 17 18), neither should it be recovered rn’
one year. AlthOugh it may be assumed that enforcement actlvity by the
hfederal authorlties will increase in the foreseeable future, it would be
,speculative to state that these costs sought to be recovered here represent‘pi
the on~going level of increased nuclear expense that the company will
experience. e |
These costs shOuld be amortlzed over a reasonable period ot‘

‘ time——ﬁiVe»years.' As a result, T recommend that the COmmlssion dlsallow :: ‘

$4,240,000 of this claim.
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Depreciation Expenses

' PECO's claim 1ncludes some $2 349 000 reflecting the amortized
amount mnecessary to permit recovery of the unrecovered cepital costs~of
its Barbadoes Nos. 3 and 4 and Richmond No. 12 generating units“ fECCcr
notes (PECO Brief, p. 180), that in R.I.D, 438 it proposed to put these Q;lc
plants in cold storage. It was subsequently decided ‘that these plants
would not be required in the future and should be retired. Total ‘unre- o
“covered ¢osts of these facilities, according to the company are $ll 744 000
‘ The‘company‘seeks to amortize this amount.over five years (PECO State*
ment 8, pp. 20-22; PECO Exhlblt DPS-Z, p C~lSa* PECO Exhibit HTW~5)

Trial Staff witness Mr. Harry Hagan recommended that this
elaim be disallowed ‘The OCA (OCA Brief, PP, 99—102) and Philadelphia
(Philadelphia Briefg PP 37—38) supportfthis'claim.‘ Mr. Hagan bases his
position on his view that PECO has not proved the actual unrecovered
original cost and because PECO i1s seeking to recover more than it would
have recovered had the plants been depreciated normally | k

Trial. Staff and 0CA point out that PECO's depreciation Witnees
Mr. Waddington edmitted that he could not sayfwhether'PECO would recaver‘
more than its'actual dnrecorered claim. He:statedtthat it wes‘not . |
determinablekhoﬁ,much hes eetoally‘been'recorered‘for(Barbadoes endi

Richmond,lz (Tr. 153—55) |

Trial Staff also claims that PECO is attempting to relitigate

an 1ssue settled in R.I.D. 438 where the Commission reJected all depreclation,«frf

-expense for the plantsf(Tr.‘161~62) : Trial Staff notes that here, PECO g
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is attemptlng to recover Mr. Waddington s estimated orig1na1 cost for -
both the Rlchmond and Barbadoes plants by m1d~1985 (Tr._162), whlle the o
company would normally have depreclated the plants -to thelr retirement-'

dates of 1987 (Richmond) and 1989 (Barbadoes) (Tr. 161)

Trial Staff's position should be adopted.» The company has f"”“

failed to carry its burden of proof here of showing the actual remainingff~,

original cost.

XI.  TAXES
Several areas of controverSY‘have erisen-COncerning"PECO‘s ;
claimed provision for taxes. These w1ll be dlscussed indiV1dually. ot

Normalizatlon of State Income Taxes

PECO in this proceeding has normalized Pennsylvania state " ‘fff

income tax benefits resultlng from the use of accelerated depreciatlon ‘

for tax purposes° Trial Staff OCA CEPA and the Gity argue that the
state income tax benefits, accruing as a result of the uSe of aceel-
eratededepreciatlon, 'should be flowed through to ratepayers.

As the company notes (PECO Brlef, p. 188) normalizatlon 1s an;
accountlng process whereby the effect of ‘a. particular expendlture 1s
reflected in utillty rates at the time the expenditure is incurred and

recognized for_book—accounting,purposes, «FlQWT@hIQUQh'iS an.aecountlng“,~i




procedure whefeby utility‘retes are set on the basisiofkthe teet year

tax deduction even though the actual expenees associated With those

deductions will not be experienced untll some time in the future.

Extended discussion on this point is not warranted. The L

_ Commission directed the use of flow through in PECO's 1ast rate case

(R.I.D. 438) where'it'stated:

MTwo questions are presented First, can the Commis-
sion legzally adopt such proposed adjustment; and
"second, should the Commisgsion adopt such adjustment
under all of the circumstances? As concerns the
first question, it is our opinion that the Commis-
sion clearly has the right and power to limit state
income tax expenses charged to customers to the
amount of state taxes actually paid. TFederal law
does not -prohibit flow-through ratemaking., It states
that if flow-through ratemaking is mandated then the
Internal Revenue Service will deny the Company the
right to use accelerated depreciation for tax pur-
poses. This Commission is free to take this step if
it sees fit. Obviously, since federal law does not
prohibit flow-through ratemaking vis-a-vis federal
taxes, state law cannot be said, by analogy; to pro-
hibit floWchrough ratemaking vis—arvis state income
taxes.

Because the Commission understood that the beneflts
of accelerated depreciation would be denied the
ratepayer were it to require flow-through, it approved
the normalization method in its June 24, 1979 State—
ment of Policy. See Pa. PUC v. Metropolitan Edison
Co., 46 Pa. PUC 239, 274 (1972). In our opiniom, the
Fflow-through of the effect of accelerated depreciation
of state income taxes will not jeopardize the Com~
pany's ability to continue accelerated depreciation
for state or federal income tax purposes. Thus, the
underlying rationale for the Statement of Policy has
no forece as 1t ‘concerns state income taxes." memeo,
P, 78). o :




- This position was recently affirmed in PECO's gas rate proceeding 7

(R—79030781 mimeo pP. 60—62) There 1s no ba81s on- this record for jvhcif‘rf”'

disturbing thls announced policy

Repalr Allowance

As explained by the Trial Staff in its brief (Trial Staff

Brief, PP 81-82), the repair allowance is an OptiOn under the Internal
Revenue Code permltting the corporate taxpayer to ¢laim-a certain amount"
of expenditures as current deductions rather than capital expenditures, ,"
provided,that the companykhas actually expended‘the amount in questiontcﬂlf
(Trial'Staff Statement'WFbél, pp,,B—Sjt | | A

: Generallypspeaking,'for tax pnrposes;oa’company must capi;"f
talize expendituree that’either’increase the producti#e Capacity:of‘the f
plant investment or significantly'extend itS'useful‘life. Other ekpendi- Govs
tures are deductible currently as maintenance expense or repairs. The‘ |
repair allowance is determined for a class of plant by applying a guide—U”k‘
line repair allowance percentage to- the plant 1nvestment. Separate
plant classes have been created for hydroelectric production/and combus—
tion turbine production plant. Electric transm1551on and distributlonv
vplant:eonstitute a single class, The regulations permit a utility to be :
very selective in deciding whether or not to use the repair allowancei
The. utility may use the repair allowance for one class of plant and use‘jcflwt
actual maintenance expenses for another class in the same year. In i

addition, the election is made annually so. that a deCiSiOn to use the =
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repalr allowance for one class of plant in one year, does not requiref'””

that the repailr allowance for the same class of plant be used in- a
'Visubsequent year when it may be benefic1al not to do so. |

PECO took advantage of thls allowance and estimated that 1tff‘
‘has saved $2 463, 000 in tax expense as a result.‘ ECO proposes to ﬁ
, normalize.these tax benefits. Trial Staff OCA CEPA and/the Clty
propose that'they be flowed through to ratepayers,

PECO s arguments in favor of retaining these tax benefits now

and flowing them back;gradually over a 30~year period relate primarily i7‘

to the benefits whlch acerue to a utility s financ1a1 p031tion from 7

normallzatlon (PECO Statement by p 12 Tr. 575—76) It is also~true k

that ratemaking pr1nc1ples would seem to dictate that customers who bear S

an expense should also receive the benefit of the tax deduction associ—

“ated w1th that expense (Tr. 3354) N | |
Whatever the merits of the company 8 position during normal

times, during ‘the present perlod of double—digit 1nf1ation, I can findb

no v1rtue in burdening ratepayers Wlth higher rates to relmburse PECO

for a level of taxes Which 1t Wlll not. pay during the'period these rates» y

are in affect. For this reason, PECO 8 state tax allowance should be

 reduced by 32,463,000(

o an




Tax Benefits Assoc1ated With Barbadoes and Richmond

As noted elsewhere, PECO is seeking to recover its estimated
undeprec1ated original cost on Barbadoes 3 and 4 and Richmond 12 for a Sed
yéar period. At the same time though it is seeking to amortize the tax e
benefits assoc1ated with these mothballed plants 68/ over the originally
estimated useful lives of the plants (Txr. 540—43) - Trial Staff-claims :
that no matter what position the Commission takes with respect to the -
undeprec1ated orlginal cost of.. thlS plant, these tax benefits should be
passed on over a five—year period The basis for this position is that
once the plants are no longer used and useful all tax benefits should
“be passed through to ratepayers as. soon as possible.

PECO has attempted to argue that this adjustment violates'p
Internal Revenue Code §46(f)(z) and Regulations §1. 167(1)—1(h)(z) Wlth

respect to the 1nvestment tax credit and liberalized deprec1ation. ;But;

as Trial Staff poxnts out (Trial Staff Brief, pp-. 84 85) these provi31onsffd"

deal only with public utility property and not retlred property. Since»
PECO- is seeking to retire the units in question, these provisions are -
not applieable. Trial Staff's adjustment should be allowed and the

company's tax allowance be reduced by $l54,5255g_

“68/ These benefits “include depreciation expense, unamortized investment ;
. tax credit and: unamortlzed deferred taxes due to accelerated :
depreclation. : i S :
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Deferred Federal Income Tax

When PECO normallzed the benefits associated with the Invest— ',’ |

‘ment Tax Credit and accelerated depreciation, it collected these deferred‘

taxes from ratepayers at the existlng 48 percent rate. As a reSult of
recent’ legislation, the statutory tax rate is now 46 percent. PECO
originally sought to return. the benefits of the deferred taxes to rate—
payers using the present 46 percent rate (PECO Statement 4, p, 5 Trial
Staff Statement WFD-l, pp. lO—ll) Trial Staff OCA, CEPA, and the City
oppose thlS. OCA, "the Clty and CEPA,propose that the excessfzfpercent

be amortized over a five-year period. Trial Staff ptoPoses.that the

excess 2. percent be amortized over the remaining tax life of the property,t

while maintalnalng the full amount'. of the deferred tax reserve as a
deduction from rate base.
The appropriate treatment of excess amounts whichvmight.exist

in the aCcumulated deferred tax accounts caused by the reduction in the

corporate Federal income tax rate from 48 pefcent to 46 percent has been.

the subject of much~consideration‘both in this jurisdiction,(see PECO’'s

gas rate proceeding_R—79030781, mimeo, pp.'18-19) and‘elsewhere (see,

e.g., Generic Proceeding Concerningkthe Impact of‘the'Reduced Cotporate L

Income Tax Rate on the Deferred Tax Account, Caae 27513 (New York Public

Service Commission) Policy Statement, iasued December 28 1979)
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on;the record Bere,,tneredeppeers to be‘no'disputeftnat thesee‘
amounts should be returned. PECO‘preferetthat they be'refunded at the’e‘
end of the associated property's useful‘life'(PECOdRepiy Brief, 9347);
Trial Staff proposes that the refunding occur over the llfe of the
associated property, OCA Joined by CEPA and the City want these amounts =
amortized over a five-year perlod.

As a result of the change in tax ratee, PECO 8 accumulated
deferred income tax,balance 1g overstated in theesense that motre deferred 
taxes have accrued in the paet than will be amortized in the future.

"It is appropriate, therefore, that the customers receive the benefit of

this overaccrual since they Have provided for these deferred taxes dn

the pest through their rates.",(Philadelphia:Eleotric Co;, R~79030781;
mimeo p. 19). PECO'e methodology for returning this amount,is clearly“
unsatisfactory since ratepayers would not recelve anyfbenefite until
well intobthe future. It seems clear that the preferabie method'would
be one that returns the surplus to ratepayers as. soon as possible over a:
set period of years. Contrary to: the allegations of the oompany, nothing’
cited 1ndicates that this method is contrary to the Internal ReVenue
Code.

OCA witness Towers propoeedtthat the amountite amortized oyeri
five,years‘istreaeonable,,‘As he notes‘(OCA~Statement 7,'o;f37> it ie 
important to adopt a felativél&‘Short amortizetiondneriodato maxinize

the opportunity for thoeeAcustomers‘who“were’charged7the,48,peKCentﬁrate~ﬁ




tor,PECO‘sfincomeftaxes7in the pastfto receive'the benefit of the,tsg’

rate reduction. In addltion a large part of the tax reserves were .

accumulated;over:the«past‘fivelyears. This accords with the Commission s“;p‘

treatment_of‘this'issue in’R~79030781. PECO s tax expense should be - *5'
reduced by $1,096,000 (OCA Exhibit RGI-3). P

Interperiod Allocation'of Normalized Taxes i

OCA w1tness Towers proposed an adjustment to PECO’ s federal
income tax expense which would eliminate the income tax effects of the
tax/book timing differences resulting from PECO s normalization of
certain tax benefits and which Would also’ elhminate the 1nterperiod |
~ effects ‘that the deferred income tax expense has upon PECO 8 llability
for taxes currently payable. |

Speciflcally, OCA witness Towers proposed that an addltlonal

prov151on for deferred 1ncome taxes be establlshed to defer the recognl-,p .

' tlon of the addltlonal current income taxes 1ncurred by PECO as a result s

of 1ts tax normallzation electlons (OCA Statement 7, p. 27). Under the
banner of "full normallzatlon",,Mr. Towers’ proposes the elimination of

both the income tax effects of the underlying tax/book t1m1ng differences

and the interperlod effects that the deferred income tax expense has on f‘

PECO's liability for‘taxes currently payablef(OCA Statement No. 75 ;

p 27).  Mr. Towers argues that the practlce of normallzatlon, ‘as. applledrbk‘

rhere, subverts the concept of levellzed,payments of taxes over the llfe

of an asset by requlrlng ratepayers to pay doublecdurlng early years andhf
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one-half in later years. This can be elﬁninated, heistated;'by'eStab—‘e

lishing an additional reserve for deferred income taxes to defer the =

recognition of the additional current income taxes incurred by PECO asa

result of ite‘tax normalization elections. He illustrated,this'conceptl["

in his Exhibit R‘GT—L This exhibit and his narrrative are attached as

"Appendix'G.f Thls adgustment would: affect those items which the Commission

, permittedito be normalized in,R;I.D. 438: the normalization of the tax ,~‘":

benefits resulting from accelerated depreciatlon and the normalization '
of the debt 1nterest deductlon w1th respect. to constructlon work 1n
progress. Its effect would reduce PECO's income tax expense byvsome f
$29 2 million. That is, money which the company would haveocollected
under the provisions of R.I.D. 438 and set a51de in reserve accounts to -
pay future taxes, would as a result not be collected. k ‘

PECO opposes this adjustment CEPA and the City support: it. .

ThlS adgustment albeit intrlcate and novel, should be reJected';k'

by the Commission. ~Whethetvtermed Vfull nOrmallzatlon' or ~partial’

flow-through', it is no more nor less than an attempt to avoid and-evade

the oft—stated“Congressional intentkthat,utilities retain the fuil,yi

‘benefit ofythese‘&eferred taxes. As such,»itsyadootion by the Commission jof

could jeopardize PECO's‘ability~to-take'a¢celerated‘depreciation’under',_}"v
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Section 167(1) of'the Internal Revenue Code. It should be noted

also that the Rhode Island Public Utilities Commission conszdered an .
adjustment sxmilar ‘to that proposed by Mr Towers and reJected it,/
belieVing that the adjustment would conflict with IRS regulations govern—
lng the deferred tax reserve which must be maintained by a utility using
normalization. This decmsion was appealed to the Rhode Island Supreme

Court in the case of Valley‘Gas Ca. v. Burke, 406 A 2d 366 (1979)

There the court stated:

Here the Attorney General faults the resultant
tax burden that current rate payers must shoulder
in funding. the deferred tax reserve. Because it
does not reflect actual taxes paid, the fund is not
considered a presently deductible cost-of~service
expense. According to the Attorney Ceneral, this
nondeductible status, combined with the company s
49.56 percent tax rate, forces current users to pay
almost twice the amount in pretax revenues to o

produce the required reserve amount. o i

69/ This point is extensively discussed in. Central Maine Power CO. V.
Public Utilities Commission, 405 A.2d 153 (Maine Supreme Judicial
Court, 1979) and New England Telephone & Telegraph Co. v. Public
Utilities Commission, 390 A.2d 8 (Maine Supreme Judicial Court,
1978) and nothing in the record here disputes the conclusion
reached there that when accelerdted depreciation was used, no tax
savings were affected but rather payment of the tax was deferred
in part; and Congress intended by this deferral to create a :
deferred tax reserve which provided interest—free capital to the
utility for plant expan81on. o : -
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The Attorney General argues that this procedure
works an injustice against current rate payers by
forcing them to prov1de a fund which will benefit
later rate.payers. T¢o that end the Attorney General .
argues that the commission should have adopted the
division's proposal to have. current rate: payers pay
only that amount actually needed for the reserve and
leave the additional tax consequence to later rate
payers. ' S :

The commission's prinecipal reason for rejecting
this proposal was its opinion that such an adjust-
ment might jeopardize the company's ability to main-
 tain the advantages of accelerated depreciation.
Specifically, the commigsion ruled that the adjust-
_ment would conflict with Internal Revenue Service
(IRS) regulations governing the deferred. tax reserve
which must be maintained by a utility using normal-
ization, ,

The:basic issue before us, therefore, is whether
the commission was correct in interpreting the IRS
regulations as preventing the proposed adjustment,

It .is reasonable to assume that the IRS regulations
do not contemplate a delaying of the tax consequences
of creating the reserve fund. The regulations speak
of maintaining a separate and distinct fund which is
readily identifiable. See Rhode Island Consumers'’
Council v. Smith, 113 R.I. at 389-90, 322 A.2d at 20.
It is conceivable that the IRS may not treat the
division's proposed adjustment as cutting not only
the tax consequences of creating the fund, but also
the fund itself. TIn light of the possible risk that
the company may lose the right to use-accelerated
depreciation, the commission's actions were entlrely
reasonable. Id at 374, :

Even if this adjustment could ‘be made without endangering the

- ability of PECO to take advantage of,adgelerated~depreciation, it~should “fid‘

not be adopted.
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accounting procedure known as the income tax:allocation under which tax
interest deductions'assdciated with debt'employed~in construction activ-
~ities are used to reduce the AFUDC applied to such projects, rather than‘p

reducing base rate 1evels. By reducing the AFUDC that is accumulating

component of that AFUDC is making possible, future rate payers will have
the benefit of the tax deductions related,to the construction of,thesel

plants, ~Since thege futurefcuStomers willyhear the burden of the interestk

associated with those interest.deductions.‘ At the same time, this
procedure aids the company and its ratepayers., As noted elsewhere PECO

has a relatively high proportion of noncash earnings (?ECO Statement l, p'

pP.5). Accruing AFUDC net of income taxes on plants under construction
~prov1des PECO with added cash flow and better quality earnings, thus 1
having a beneficial effect on the interest rates charges the company |

In addition, 1t must be noted that the interest deductions related to
AFUDC occur before plant being constructed is placed in serv1ce.’

Without income tax allocation, these deductions would be flowed through :
to current customers although nopother costleEjthat plant are~included}-”
in*the‘cost of service.,*Inksummary, this procedureiadoptedkby:then' |

Commission provides PECQ'with‘financial'helpﬁduringrconstructionlof”,‘
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on a plant under construction by the income tax savings that the interest‘tfi'

charges'incurred during construction they should receive the tax benefits =
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plante, but as SOOefes the plants are‘placedein Service'theee dollars

g

- are returned to ratepayers in the form of 1ower depreciation expenses 2l
‘and capital. Adoption of Mr..Towers proposal would reverse ‘the use: of

~income tax allocation and would have_severe)financial repercuseions on

PECO and its ratepayers.

As the Commission "nof_:’e'd 'izi-_"iP;Eéd"s last ’v‘i:a:te'ﬁrbceeaing, rejecf:-—1
ing a complainant's pﬁopoeel to :everse'its_appraval of income tax |
allocation:

In this proceeding, we are attempting to meet the
major issues with some sense of priority. Even .
where some adjustment may, under proper circumstances,
have merit, we must treat each proposed adjustment
in its relation to its overall effect upon the
financial stability of the Company. Singularly, an
adjustment may pose no problem; in combination with
other adjustments, it may tilt the scales into an
exessive ‘burden (mimeo, s 80) S

For the same reasons, th;s adjustment Shbuld»be rejéatedfhere;

Capital Stock.Refund

Trlal Staff witness Doyle testifled that PECO has filed petl—e_l
tions for resettlement of its. 1972 through 1977 Capital Stock Tax as

assessed by the Commonwealth PECO is seeking to use the manufacturlngv

'exemption in the computatlon of its tax. IfisﬁcceSSfUI; its taxes for

»the years in questlon would be reduced substantially and the company

would receive a refund of up to $26 455, 848 (Trial Staff Statement WFD-

1, pp. 13-14). Trial Staff recommends that PECO be directed to notify ‘

~ the Commission if a refund occurs. This recommendatlon,should be

adopte& by the Commisgsion,

-‘180‘-‘




,Miscellaneous

Among the active partlclpants throughout these hearlngs was -
DaV1d C. Thomsen. Mr. Thomsen presented one w1tness, Mr. Norman G. Kurland ‘:"’
who testlfled on the subject of customer stock ownership plans (Thomsen
Statement No. l) In general terms, such a plan works as follows. "tgéu”‘“:‘
vutlllty woulu set up a trust in which all customers would have an account;f?
When, for example, the utility needs to borrow $1.00 milllon, the customer ;
trust, instead of the utility itself would borrow that amount from the |

capital markets, That loan would necessarlly be guaranteed by the _

general credit of the corporation. fThe trustees,of the customer.trust;’
would use the: $100 million to purchase an equivalent amount of newly |
: issued corporate stock The d1v1dends recelved would be: used by the
trust to pay off the loan (Tr. 2423-2426) The ultlmate goal of such a‘slt':w" i
plan, accordlng to. Mr. Kurland is to expand thecbase of corporate .5d 2 jklf; : 'lg‘ﬁ
ownership., | | | | f
There are no such customer stock ownershlp plans 1n ex1stence |
, , |
now although there are many employee stock ownershlp plans (Tr. 2434) ]
‘While the parties have raised many serious questions concernlng the k |
mechanlcs of such a plan, as well as the legalities 1nvolved there is [- , k;'~tj
R
no doubt that such a plan presents a potentlal avenue for rais1ng capltal f ;
by the utilities of the Commonwealth. Unfortunately, a rate case, which j
deals with only one utillty and which 1s. constrained by statutory time"f
limitations, ‘is not an approprlate vehicle to explore the potentlal of e
this plan. It ls recommended that the Comm1551on informally 1nvest1gate
the concept of customer stock ownership plans to see 1f further conszderatlon

in the context of a generlc proceedlng 1s warranted. "_-:' g 7.;7ffrfw;f fagfffl
]
|
E
|
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XII; RATE STRUCTURE

Having determlned that Philadelphia Electric Company has shonn
“the need for substantial revenue. relief the issue now is Who should
bear this résponsibility | The setting of rates must be founded in the
first instance on costs. Unless the cost to service each class of
customers is the bench mark from which‘we begin, the rates established
cannot be said to be fair and equitable., Five witnesses made specific
rate proposals, while several others discussed ;ste structure in general B

terms .

PECO s Cost-of Serv1ce Study

The company, through its witness Mr. Raymond C. Williams, presented» L

Exhibit No. RCW—l a cost of service study based on the twelve—month period
ended December 31, 1978. 1t also presented Exhibit RCW—lA covering the |

v twelve—month perlod ended March 31 1980 This study, which used the same e
‘methaodology adopted by the Commlssion at R 1.D. 295 and R I D. 438, grouped
costs by account or functlonal Subd1v131on W1th1n an account. These costsi~
were then allocated to the several rate classes based on the factors Whlch
result in cost 1ncurrence. Production and transm1Ssion plant ‘and related

expenses are allocated on the basis of the contribution of the different

rate classes to the system peak since these fac111ties are required to meetf Lot

the peak The system peak used here is the average of the system hourly
peaks in aach of the four Summer months (June-September) : The_company uses”
kthe four peak method of allocating costs because 81nce 1958 PECO has been aji
summer peaking company,and accordlng to the company, the peak can occur in“fj

: any one of these four months (PECO Statement No. RCW-Z p 9)




' Dlstrlbution plant costs and related‘enoenses are dlvided between‘:
demand customer and directly" ass1gned costs. Distribution;customer cOStso_'h‘
- are deflned by the company,as those costs which are,incurredvtO'provideka it
minimum 51zed distribution system needed to- reach all customers regardless
of their energy usage or demand. The company allocated tnesa costs on .a per
customer basis. Distribution demand costs are allocated between customer
classes based on non—coincident class demands because, the company states,‘n
,distrlbution facilities must be sized to,meet the~minimum demand of the‘ ‘
area served by the: fac111ty regardless of the time at which it occurs,
Mr. Willlams further stated that where p0531b1e distribution plant and exe e
penses have been dlrectly.ass1gned to the respon31ble rate class; fuel and
other expenses, whose incurrence depends upon energy sales levels are
allocated on the basis of class energy sales' and varlous general expenses'
not directly assignable to a functional group, have been assigned on the
basis of allocation factors (PECO Statement RCW- > P 10)

The results of the cost of ServiCe study are‘summariZed belon;j'
This shows the rate of return by classes that would have been earned if the :
increase. granted 1n March 1979 at R. I D 438 had been in effect during Vk-‘
1978, as well as the returns that would be earned 1f the entlre rate in=
crease now requested Would be granted [ (PECO‘Statement-No; RCWEZ,vp3~12;‘

k,PECO Statement No. RCW¥2A, p 13)

'v70/ Rate POL (Private Outdoot" Lightlng) is: providing a return in excess of |
twice ‘the system average so that 1no. increase has been proposed for thlsn
class. L . R 5
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Systew __R___ R _ _GS  _PD _HT Sl _SLS

Present (1978) 9.02 . 7.1%  10.2%  13.2%  10.1%Z  9.4%  4.6%  7.2%

% of System Return 100% - 79% . 113% 1477 1127 - 1047 451%;,Js‘-89%_f
‘Proposed (1978)  11.3%7 9.4%  12.8%7  15.7% 12.3%7 11.6%  6.1% - 9.2%

% of System Return 100% 83% ° 113% 139%  109% 1037% 54% . 81%-
Proposed (3/31/80)  10.4% 8.0%  11.9% 15.3%  12.4% 11.0%2  4.2%2  6.02
A of System Return 100%- 77?" 114/ _ 1477 ‘ 1197, 1057d~,, 40/‘ ’; 58%

Mr. Williams described the company 8 rate classifications ‘as. follows'
Residential | |

Rate R - This is the basic residentlal rate under which approximately
82% of serv1ce to res1dent1al customers 1s supplied.

Rate WH -~ This is a separately—metered water heating rate for resi~v
dential customers which offers service on a. controlled bas1s Thls accounts for":i'l'
approximately 6% ofkresldentlal usage. The uncontrolled portlon of this rate~“' ‘
wag frozen under the‘Commission's Order in R.I. D. 438: The company proposed tok
eliminategit. Ex1sting customers will be encouraged to switch to WH controlled
and 1if they do not; 'their water heating 1oadrwill be served on Rate R. |

| Rate RH = This class serves residential homes with electric space o
heating. The rate is identical to Rate R except that usage above 500 KWH in Jv
the eight»w1nter months is currently~priced approximately 2. 6 cents per KWH
below the comparable price in Rate R in recognltlon of: the seasonal, off"peak
nature of electrlcbheatlng load. This” category accounts for approximately 12/
of total re31dential usage | |

Commerc1al and Industrlal - These customers are d1v1ded into three

groups dependlng on. serv1ce voltage
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Rate GS - Thls is a general service rate for customers supplied at
secondary voltage (120 or 240 volts) It is available both with and without
demand‘measurement. In additlon, there is Rate,GLP,5a¢demand~energy chargea

rate Whlch has been frozen since 1969

Rate PD - This. is for commercial and industrlal customers served at

primary voltage (AOOO,VOlts). Approximately 3 800 customers are served under
this rate with demands ranglng from 25 KW to 100 KW. |

' Rate HT - This is for customers served at hlgh—ten31on voltage of

13.2 KV and above. Approx1mately 2, 000 customers are served under this rate,if:i”‘

accounting for about 50/~of PECO S'sales.

Street Lightlng Rates - Rate SLP serves the City of Phlladelphla

where lightlng flxtures are not supplled by the company. -Rate SLS sexves thets'u .

suburban area where PECO does suPPly the flxtures,:"
: Rate POL - Serves prlvate outdoor 1ighting

Mlscellaneous Rates

" Rate MLP 1s avallable only to the City of Philadelphla and Rate FLP-;F“

is a similar rate available to the Federal government., Both rates would be

eliminated under the company s proposed tarlff and these customers transferred :

to Rate GS. Rate TL-1s for service to traffic lights installed and OWned by
municipalitles. Rate BLI is for service to adJaoent utilities where PECO is

more accessmble to their customers (PECO Statement No: RCW;Z PP 13-14)

PECO s cost of service study uses a methodology prev1ously accepted

by the Commission. It reasonably reflects,costs as,they occur 1n~PECO s serviceg‘ro

territory and should be used inrthis»proceeding;-fgd ‘
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OCA cites 5 alleged errors in PECO'S cost of service study L
(OCA Brief, pp. 156—65).‘ The first is 1ts claim that the costs ‘associ=

ated with the minimum distr1but10n~grid —~that‘part of'the distribution"

_plant needed Just to reach a customer - should be allocated on a: demand s

' basis instead of on a'cuStomer basis.~ The. company 8 methodology should'»~ i

be used. OCA's allocation does not account for the fact that the vast d; &

magority of the costs associated with the minimum distribution grid are~;
related directly to the number of custoners served Distribution costs
1ncurred because the plant exceeds minimum 51ze are allocated on 4
demand basis. This procedurefisfcon51stent with the‘NARUC~Cost Alloel7%'
cation Manual (PECO Statement ZB, p. 2) | | s
OCA also states that PECO s cost of service study is based ono.

allocating energy expense on an average kwh baSis and does not: reflect‘
energy cost.varlations over time, Thls would be a difficult task 51nce o
to carry‘outbthisballocation fully, 8760'hours of‘customer loads;andj

energy cost loads. would have to be developed It should also be noted‘

that at least one w1tness (Mr. Brubaker representing certain Industrial f.

Complainants) has testlfied based on his experlence with other utili—
ties, that 1arge 1ndustr1a1"customers.typically use an above'average~r.*
proportion of their total energy during off-peak hours. If this is'
correct, ‘the allocatlon methodology proposed by OCA, would raise the

large industrial rate of return relative to what it would be under a i
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uniform per kwhfallocation,of enérgthOSts and’lower‘the,residential :
rate of return 51nce that class tends to have a larger than averageV

* proportion of total. consumption during on peak hours (Tr. 2561—62 2569)

On the basis of the record here, the company s methodology is reasonable;id\“’

OCA also ‘states that PECO's study failed to recognize the

impact of its reserve margins on\energy c¢ost and that certain generatlng‘

faCllltles capital cost should be allocated on-the, ba51s of energy
rather than demand (OCA Statement 2, p. 21) PECO argues that gener-
ating plant costs are 1ncurred to meet: capac1ty needs, not energy pro-

duction needs (PECO”Statement ZB, P 3). Furthermore, 1t points out,

the effect of acceptlng OCA‘s assumptions would be a shift in allocation

of only $25 million’out'of $2,5 billion,ofyplant, |

The OCA's objectionsito‘the cost of'service'studyfon this
basis, if accepted are clearly de mlnimls and should not be used as a
basis for disregarding PECO's gtudy. Furthermore, Trlal Staff Exhlblt ¥
MPB-SL15 shows that thete is no\causal‘relat;onshinkbetween,reserve
, capac1ty and OCA's submltted energy: costs. | ;

OCA also crit1c1zes the company s‘study because the study
assumes that there is no-risk d;fferentlal among theyvar;oua classes Qf"
custome‘rs. PECO point‘s out that here‘; as’ in'R.I.b,. 1;38‘ oca has failed

to provide any ev1dence to substantlate that thls 1s a reasonable pos—

sibility. The objectlon has no. support in the record and should not be .

0

used as a basls to dlsregardvthe companyws‘study. k nf'
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Flnally, the OCA claims that PECO's study uses out—of—date
load data.‘ PECQ notes that this data was 1ess than 4 years old when
used in its study and falls Within<the.currentAPURPAHregulatlonwguide~: ’{,Lfff~«‘
lines, OCA's objections do not ﬁareyrecord scpoortgibct are simply o
allegations "that there‘ﬁayVWellkhavefbeen substactialychanges‘in’usage5s”
patterns” Since the:data wasicollected‘(OCA Brief}fﬁd,l&i)}‘ This.sﬁould
not be a basis for‘disregarding the companf's study;d e o

" Customer Charges

PECO :is proposing a customer charge for Rates GS PD and HT
for the purpose of relating the prlcing of all of those rates to the -
" cost of providing~serv1ce.' The company states that chese customerey
“related costs are incurred regardless of the level of service used and
should be reflected separately from the unlts of energy or demand usage.‘f
No separate customer charge for re51dential rates was proposed because o
the company belleved such adchargeowould createfac additlonal burden on fie
these.smail'customers.i | : “ |

PECO's proposal 1s reasonable, consistent with the Commlssmon s’t
general directions in R I.D. 438 and should be adopted.,4: |

Rate GS

PECO also proposes to introduce a Night Service Rider provi-
sion for Rate GS similar to that now available for RatesyPD andeT; >The ST ,';-f
company states that this w1ll prov1de an incentive for GS customers to

move load to off—peak perlods 31nce under the.Rmder, the customer s b111lf;ff

i
|
|
|
|




which is in excess of the on—peak demand will be billed at a low price.‘iel ‘

g

iS‘computed‘0n~the basis of his registeredldenand dnring the on-peak

hours of 8 AM to 10 PM.' AnY‘demand‘registered during the offepeakfhonrsv

ThlS proposal is in accordance with the principles of load management o

and should be adopted. Zlf,

Rates PD and HT

In accordance w1th the Comm1551on s recommendation at R. I D. 438
one block has been eliminated from the demand charge and the 100 hour minimum ;ﬁ :
use prov1sion has been eliminated from Rates D and HT.~

These proposals should be adopted.,j

Street Lighting RateS~‘

The company has made several pricing changes w1th1n the Street

nghtlng Rates SLP and SLS. to more closely relate cost to service. The

‘company also has proposed to freeze the evallabillty of service for 1n— ;k

candescent street lighting and Rate SLS in the 1nterest of. conservatlon.f‘;k""
These proposals should beeadopted.

Customer Charges for Residential Rates

Trial Staff Witness ‘Bloom also testified that at the present time, E

PECO has inverted rates for Residential Rates R and RH He proposed that

. this be gradually eliminated so that eventually the residentlal rates should 1f,f‘

consist of a flat rate, a uniform charge per KWH and a customer charge., :f"' ‘

Zl/ The company clalms that thls will cause a $900 000 revenue lossv
but does mnot detail what offsets inuexpenses will result from o
these off-peak sales. : .
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‘Dr Bloom deV1sed a modified set of residential rates which would recover

the same revenue requirements as requested by the company and which Wlll

take«a'majorJStep‘ln realizingerates withccosts.f These are shown below o

(Trial Staff Exhibit M.P.B.-IR 3): -

' Respondent's Proposed Rates
Supplement No. 6 to Pa., P.U.C. No. 25

6 23 cents ‘per KWH for the lst 500 KWH ;
6.82 cents per KWH for additional KWH (summer) - -
5,65 cents per KWH for addigiOnaIYKWH‘(winter)“

k Minimum,Charge:, $2,87'

Trial Staff Proposal No. 1
Customer'Charge:~ $2.00 | '
'5.83 cents per: KWH for the lst 500 KWH

6.42 cents per KWH for additional KWH (summer)
5.34 cents per KWH for additional KWH (winter)

Trial Stagt Prooosal No. 2
Customer Charge' $3 OO
. 5.63 cents per KWH for the 1st 500 KWH
6.22 cents per KWH for additional KWH (summer)
5.17 cents per KWH for additional KWH (winter)
Dr. Bloom noted that the Commissxon has previously adopted a sepa-, :
rately stated customer charge for reszdentlal services for most electric ‘u

utilities in the Commonwealth (Trial Staff Statement No. M.P.B. -1, P- 46)

Dr Bloom 8 proposal,which expands on PECO s proposal (discussed

, earlier),has con51derable merit and should be adopted.; ;
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Rate WH ~ Off Peak -

Under the company controlled water heating rate, the company
has a 24 hour time clock dev1ce which interrupts service for a daily

6.5 hour period."The rate utilizes a two block*design broken to“deoline _f

above 400 KWH. .Trial Staff witness Rosenthal stated that a major problem

with the rate design is the collectionvof custonet‘telated costs through'
the usage charges'of the rate.c?The rate class itself,dhe'exPlained; is
allocated only:a minor emount Ofidemand-related cost.taThe base energyw‘
cost for the rate‘is 1.3478 cents. Tne declindng.nature of‘the”KWHecﬁargev
results from the attempt to collect customer'costsithrougncthe blocks.
Through the collection ofkfixed coste in the usage charge, the actual KWH'l
charge is hlgher than . it should be, Mr. Rosenthal stated end the recovery

of revenues to support the fixed investment is less efficient than it can

of a separate customervcharge and a flat,energy~charge. While the cost of

servicekstudy gubmitted by‘PECO supports a customer charge of $4.62, Mr.

Rosenthal recommended that~only a $2'50 charge beoeet at this time. If the ;

total company increase were granted the flat rate Would be 2. 797 -cents:
per KWH. | |

Mr. Rosenthal also suggested that PECO expand the opportunity
for u31ng thls rate by maklng available a. control mechanlsm whlch allows

weekends to be off—peak and to allow other hard—W1red appliances ‘to: be =

served under the rate,, These suggestzons will benefit customers by IOWer o
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;bllls and the.company by a reduction in the growth of peak demand and
by better utillzation of'ex1sting plant. In the long run, he testified '

each newnwater heater‘attached‘to'this rate will save approx1mately~l.5'KWi
of d1vers1f1ed demand at time of system peak requiring $153 of" demand i

related expenses. Slnce the company is forecasting an increase of about o

100, 000 unrestricted water heaters during the. ten—year period ending 1988

this would add approximately 150 MW at tlme of peak costing $15 3 mlllion. .

He also pointed out that, on the average, a restrlcted water heating cus—
tomer w:Lll consume 2,000 KWH less annually than an unrestricted custOmern
He did note, however, that a different time clock would be necessary upon

the expansion of‘the;prov151ons of the ratef(Trlal Staff StatementiNo."

RAR”I, p 5)# :

Mr.‘Williams, testifying for PECO did not object to this proposal,'

but stated that the controller to prov1de off-peak service on‘weekends is

‘more expen51ve. He estlmated that the costs which PECO would incur to- con-‘»_dj

vert an ex1st1ng Rate WH-off peak customer to a controller that would provide

off-peak 'service on: weekends would be $54 10, resulting in an additional

carrying charge of~$10 82 or.-a monthly charge of $ 90. As a result, PECO '

proposes that if Mr. Rosenthal‘s proposed customer charge of $2 50 is adopted,

a customer charge of $3 50 should be established for service inclnding ,'

weekends as off—peak period (PECO Statement No. RCW—ZB, P 12)
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| While the‘Trial‘Staff does not in‘principie Sppdséla;ﬁiéhefffff*7‘°
customer charge for. the "expanded hours" subscrlber, it does oppose any
increase in the total revenue requirement for the water heating class. G
Trlal Staff Exhlbit RARrZ shows that Rate WH is now earning 2. 5 times

the system»average. PECO's proposed rate increase for thls class would

- increase the return to 2.8 times the system averageiy PECO s proposed

higher'customer»charge would increase this to over 3 times. As Trial ‘~“m'

Staff polnts out, this class of service by desrgn beneflts the system

and its operatlon. Lt recommends that if a dlfferent customer charge 1s

‘ordered, the anticipated additional customer‘charge‘revenue be-usednto- “7

reduce the uniform charge per kilowatt ‘hour for all Rate WH subscrlbersr ctt_
' Mr. Rosenthal s pr0posal to charge all WH customers a $2 50 'frff
a month customer charge should be adopted. PECO’s proposal that those |
customers who adopt to take expanded serv1ce requlrlng a dlfferent tlme
clock control pay for th1S'extra~cost by'an:extra customer charge, 1s»ruv

consistent with the pollcy of having those customers who place cost burdens '

on the system bear ‘their share of the cost. Someone will have to pay for

these meters - the questlon is should it be those customers Who will

benefit from lower rates, or should it be all customers. Trial Staff. is

correct, howevar, that-in view of the exceedingly hlgh return now being

: prov1ded by this class, the antic1pated additional customer charge revenue;f',”

. should be used to reduce the unlform charge per KWH for all WH customers..‘ o
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Charge for New or Transferred Service :

Mr. Rosenthal also’ proposed that the company begin ‘to charge
for new or transferred service.: . Asnhe pointed out,~whenra'customer’e
either moves into or withln PECO's service territory, the company incurs
certaln expenses’ which ‘under present arrangements must be paid for by all
customers, PECO handled approximately 225, 000 moves or additions durlng
1978 and the expenses associated,with these moves, added approximately
$1.00 onto the annual b111 of each Customer.f Mr. Rosenthal snggested.v
that the customer who requlres thls service bear the cost ﬁé proposed's
a customer charge of $6 00 on all requests for new7§7 transferred serv1ce

which will partlally cover the expenses involved’

Thls proposal should be adopted for the reason stated above.v/:

- Consumer AdvocatevW1tness Rohr

'As. noted earlier, najor Criticisngoftthe:company'sucost'of;lf
service‘nethodology came from Consumer Advocate'WitnesseDr; Robert Jf
’Rohr. | |

Dr. Rohr believes strongly in the use of marg1na1 cost pr1c1ng-,'d
and 1n tne necessity to structure rates by approxrmatlng marglnal costs;;?h
PECO s proposed rates are based instead On a fully allocated embedded

cost of service study.

72/ Basically, the ‘same expense is 1ncurred for new: as for transferred
service (Trlal Staff Statement No. RAR=1, P- 7)




Dr. Rohr believed thet'the~most‘importent‘date in'his,enelysis
of rate structure are the PJM power 1ambdes and the PECO system loads:h-
He noted that, llke other power pools, PIM encourages its membeér utlllties
to plan az a group so that the most efficient mix of plants’ will be: |
’available to satisfy the generation requirements of the group as a
‘whole. The pool uses its plants 80 as- to minimize total running cost.
The pool dlspatching unlt con51ders the running cost of each plant on |
line and each plant that mlght be put on line. The diSPatching unit-
then adds load by calllng'On the unused capeclty'aveilable’atlthe iOWest’
running'cost’or‘sheds 1oad by cutting back‘capacitytthatvhas thefhighestb;
running cost., The running cost at this add/shed margin, ‘he stated, is
the system 1ambda. He stated that since it represents the incremental
-cost for any period it will be above the everage energy cost for the : ’
same period.- Before u31ng these lambdas in designlng»rate»stuctures,'

Dr. Rohr adjusted them to a common oil price level . e

Dr. Rohr stated that since PECO experiences an immed1ate
change in energy cost when its ratepayers c¢hoose to use or not to use an
additional KWH the lower bound for the energy charge of PECO g rates
should be set by using the incremental eost 1nformatlon on energy genera—.
tiomn conteined in the PJM lambdas. “In brief he recommended that rates,‘
should be de51gned so that the energy portion of the rate structures 1s,

on average, never below the 1ncrementa1 cost to PECO of generatlng an
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additional KWhiandgthet’thekdemand portionkof the}rsté;structures,should;
be applicahleconly3during those perlods‘when‘additlonalvxw’reqoirements
of PECO's ratepayers~Willfcause*PECC to incur additional costs. As[a
result he found PECO's proposed rates in need of revision since many of

the rate structures in hlS view- contain energy charges that are below

PECO's incremental cost of prov1ding an additional KWH and that although"‘

PECO is a summer—peaking company, 1ts rate proposals call for demand

charges throughout the year (Ibld., PP- 34-35) ‘
Dr. Rohr believed that the PIM lambda, as adjusted, 1s a‘

reasonable estimate of PECO's marginal running cost for the test year

ended March 31, 1980 - Upon examination he found that thls average :

annual adjusted lambda of §. O400/KWH, after further adJustment for line

losses and PECO's fuel adJustment clause, is greater than PECO s energy
charge in all categorles except the residential winter tail block (Ibld.,

P * 36_37) .

- Dr. Rohr prepared rate structure'propossls‘for'the'residentisl_‘M

~class and recommendations on the rate form for the other maJor classes,
‘based on PECO's requested revenue requirement.‘ These.recommendations
are summarized in Appendlx J. Dr. Rohr recognized»that*the typical

water heatlng and all electric customers WOuld recexve relatlvely large‘

1ncreases (Ibid., PP, 42~43) but believe these increases were Justified"'

‘ on,the basis of costs. Dr..Rohr also recommended;that PECO hegrn the,; ’




necessary studies to allowsit to‘deVelop mandatory~time—of-day rates'for' Ny
its largest customers for consideratlon in 1ts next flling (Ibid., p. 45)

Wlthout con51deration right now of the valldity of Dr. Rohr 8 f}rfk

uba51c premlse - that PECO s marginal energy costs -are’ very close to the ‘

PIM system lambda, it is plain that hls rate proposals should be reJected

because they would 1mpose extreme changes in the bills for PECO s customers‘ii;

and promote revenue 1nstability. This is clearly contrary to the Commis—f :

sion's past policy of avoiding any dlsruptlve changes in rates. DT Rohr S‘t‘l7

proposal would increase ‘the summey. bills for a 500 W resmdentlal customer
by 65 percent, whlle bllls in the winter would be,decreased. Customers j:“
who use electrlc space heatlng would receive a 35 7 percent increase ln ‘
the w1nter (OCA Exhlbit RJR—ll) |

With respect to the OCA's‘HT customer, brr’Bloom'points out f '
that a calculation of only the revenue attrlbutable to the energy component
of the 0CA proposal shows that more than $74 milllon in excess revenue |
relative to the~company's revenue requlrement from that class would be
collected. - The customer demand charge, therefore, Would have to be‘negatlve"?

Accordlng to Dr. Bloom, this would glve HT customers an erroneous prlce?

‘31gnal - that the,hlgher the peak demand the smaller the overall bill

(Trlal'Staff Statement No. MPB-2, p.lO), In additlon Dr. Rohr [ proposal
for demand measurement only in the‘fourosummer months would mean the

abandonment of thefdemand‘charge'in‘non~summer~months;‘ This~hardlyv“““'
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s 4
promotes conservation and is contrary to the\Commission 8 inteut lu
R. I.D. 438 of naving metering equipment installed to monltor the power ;r‘
factor of 1ndustr1al customers over: 2, 000 KW 80 as to increase the .
demand charge when a customer s power: factor is not satisfactory.,x
. Dr., Rohr s proposed lambda based systemuwill produce radicallyif~s
varylng rates dependlng upon’ the month of year employed to obtain the :

adjusted ‘system- lambda data used as a base for the rates derivatlon._,h'b

As shown in PECO Exhlbit RCW¥7 the lambda based system produces a o

' ‘demand charge of $4.81 per kilowatt and a kilowattnhour charge of 0302¢5fb"t5

for Rate HT customers when his adjusted lambdas (i.e. for August fuel e

costs) are employed HOWever, when October data is- used in the calcular;:fhﬂff-if_b‘b

tion, the demand charge is reduced to $2 15 per kllowatt with a kilowattr_““ﬂ"

hour charge of 0322¢ (Tr. 3627-3631)

Finally, Dr. Bloom has cast suffic1ent doubt on the ex1stence_‘w

of ‘a clear causal relationshlp between system 1ambda and the englneerlng_"iff*“:

parameters of the PECO system o make adoption of thls proposed rate
structure unwise (Trlal Staff,Statement-No. MPB-Z PP, 2-5). I also
noted that the Commlss1on has rejected a s1m11ar proposal in the most

, recent Pennsylvanla Power Company rate proceedlng (Rr77110521 Order

" adopted Jannary 22, 1979,'mimio, p,3l) For the above reasons these 't;»;fﬁ7" e

proposals Should elsokbe:rejected.
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Industrial'Complaiﬁantsf
"The'lndustrial'Complainantabpresented’tWOlwltneeses in ehel‘

areakof rate etfocture; Mr Jeffrey Pollock testlfied as to PECO's

class cost—of—service study, PECO s proposed revenue allocation and  the

Justlflcatlon for rate level dlfferentials (Industrial Statement No. 1).

~ Mr. Pollock testlfmed that the prlmary purpose of a\cost—of-servlce

study is to show the‘relationship between rates of return earned from
service rendered to various classes of customers and the average return

earned by a‘utility; Thie class rate\of returﬁ is ascertained by allo-'

- gating revenue, expense and property investment to the customer classes.

In allocating costs, one-must first grcup them into various operating
functions - productlon, transmission andfdistribution, Alter the costs
have been,broken down by fuﬁction, they ﬁcsflbeVClassifled“into demaod,
energy or custoﬁer componentsQ After the costs have been functlonallzed
and classified, they must be allocated among the varlous classes of.
service. Mr, Pollock explalned thatfcuetomer—:elated costs a;e genexallﬁl

allocated inlproportion‘toythe’number of‘custome:e:in*eachfrateiclass.

Energy-related costs are allOQatedlin propoftion to'the,number‘of,kiloWattf'

hours sold. There are three generally accepted wayeﬁof allocating

demand-related costs: peak responsibility, n0n~coincident peakvah&
average'and'excess; He noted that PECO allocated demand—related productlon{

‘costs usmng a varlatlon of the peak respon51bility method the four peak
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. method. This mechodologfdusesrthe ayerago of,the'cOntributions‘of each,‘
‘of the customer classes to ?ECO's;peak demands‘occurring in the,montnsf?
June through September. . Mr, Pollock noted however, that durlng the
last ten years the annual system peak has occurred only once in’ Septembem.'
While he believed that PECO's generating capacity requirement is deternify‘"
mined in large measure by the magnitude of its summer peak demand, and, e
consequently, - slgniflcant weight should be given to: Summer peak demands:,
in allocatlng demand responsmbility, he believed that a fourdmonth
average dllutes the demand responsmbillty of the more Weather—sensitlved
customer classes whose demands tendkto be’proportionately higherrdnring’
the more critical peak months. | o ’k - .
Mr. Pollock compared production demand allocation factors'
between the fOur-peak and contribution to thecannual system peak methods’
(Exhibit JP—l, Schedule 2). This showad that residential customers are
- dsgessed a higher demand'responsibility under.the annual system'peak
method due to their strong propen31ty +0 use air condltioning on those '
hot days when PECO's annual system peak occurs. The‘HT (high tension)
class is assessed a 1ower demand respon51bi11ty under the annual system
‘peak method due to~the mo:enconstanﬁ natureaof its use. As a result the

rates of return, according to Mr. Pollock, are welljaoovefaverage for_,u‘;,




the HT class.‘; M. Pollock concluded that the cost of serv1ce rela—"' o

tionships dre not 51gnificantly affected by the choice of a particular
demand allocation method (Industrlal.Statement No;%l, p.lo)‘

Mr. Pollock'also'COmpared'fuel~costfrecouery‘by;rate schedule:’,'
and found tha,tr with r"espect to Rate R (re'sidenktial)' 26 percent 6f pre;e,‘_e;i;f -
‘revenues Tecover fuel cost whlle for. Rate HT, fuel cost represents ' |
' approxlmately 46 percent of present revenues (Exhibit JP—l, Schedule 5).

He concluded that service to Rate HT customers is considerably more i’f"
~energy—intens1ve and therefore less capital—intensive than service to
re51dent1al customers. | : ‘

| Mr. Pollock'recommended‘thatythe‘allocation;of an&'increase be
such aecthat thecdeviations fromfthe‘eystem averaée~rate,of return would
be uniformly lower for all classes,{lndustrial Statement NO. 1, p. 14).

Mr. Pollock aiso addressed the'queetion:oflwny some custoners
_pay a lower average revenue per kllowatt hour than others.v He noted
that consideration must also be givan to the difference in costs per:
kllowatt hour.c In his opinion, 1ndustr1al customers are less costly to

serve because of differences in load factor, delivery voltage and size

73/ The residential class produces a 5. 84/ under the four-peak method
and a 5.26% return under the annual system peak method. The system.
average rate of return is 8.0% (Exhibit JP-1, Schedule 3). The HT'
class showed a rate of return of 8.57% under the four~peak method
and 9. 67% under the annual peak method : e v




(Industrial Statement No. l, P- 16) for example, .he:load factor for’?t:ti‘
residential consumers is approximately 51 percent whlle the load factor
- of HT customers 1s approx1mately 65 percent (Exhibit JP- l, Schedule ll)
The system average load factor is about 5745 percent Mr. Pollock notes_gf*'
that on the basis of the contributlon to the annual system peak, the :
load. factor of the residential class is only 75/ as high as. the load
factor of large 1ndustr1al customers, therefore, the demand- elated
costs attrlbutable to the HT customers, if expressed on a per kllowatt
hour ba31s, would be only 75/ of the demand-related costs for resrdentlal
customers, 1f also expressed on a per kllowatt hour basrs.b

Mr. Pollock claimed that there is a difference between the,f'k
type of investment that PECO must make to serve a resldentlal customer‘4
and that necessary to serve an 1ndustrial customer. Residential and
secondary commerclal and 1ndustrial classes are served entlrely at the :
secondary dlstrlbutlon level. No poWer is supplied directly from prlmary 2
~distribution lines or hlgh voltage transm1531on levels. 1t is, therefore,'
necessary for PECO to 1nvest ln step—down substatlon and dlstrlbution
circuits and transformers requlred to convert service to the llO/220
volts. None of the energy sold to PT customers is dellvered at- the
prlmary‘or secondary distrlbution level This means, Mr.’Pollock stated,’v
that the cost per unlt of supplylng power to hlgh tension customers is

lower than the cost per unlt of‘supplylng power to those nonlndustrlal
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customers~who‘are‘seruea from the,low'voltage‘distrihutionhsystem.
Addltlonally, because most 1ndustr1al customers are served on the hlgh
tension rate at higher dellvery voltages,,line losses are 1ess (Exhlblt wil‘
JP-1, Schedule 15), Finally, Mr‘,Pollock points Outfthat the substantial~:
“differences in kilowatt hour sales per customer for the different customer
classes 74/ give r1se toyeconomies of. scale in customer~re1ated costs,;
such as meter readlng, billlng and customer accountlng expense. Mr. Pollocki‘”
calculated that each kllowatt hour sold to the re51dent1al class requlred |
~ the utilityfto make;anllnvestment of’12;89¢ Whlle the 1nvestment~requ1redl°,‘
for HT customers is 5. 98¢, Simllarly, the operating expense before :
income tax per kilowatt hour sold ‘to’ residentlal customers is 4. 50¢ while f‘
to HT customers, the operatlng expense 1s 2 53¢ per kllowatt hour (Exhiblt
JP-1, Schedule 17). Lo ¢

The Industrlal‘Complainants"other;witness,uasrMrthauriceg""
Brubaker. Mr. Brubaker tes’tif.yied concerning the hroader areas‘ of' rate B
structure. The thrust of his presentatlon was that, although other
factors may be con51dered in rate design, the governing principle should hi
be that of cost—relatedness (Industrlal Statement No.,z, p 4) Heﬁrbl

testifled that 1f rates to one class of customers are set below the coste’ "

174/ Schedule 16 of EXhlblt JP- l shows the average re51dent1al custOmer %hi ‘
using 6,244 kwh during the test year and hlgh tens1on customers
u51ng 75 OOO 000 kwh per. locatlon..' ‘ o :
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Mr Brubaker reJected the contention that there are recognlzable ke

risk dlfferentlals between customer classes. It was his contentlon that |
the rlsk‘of serv1ng 1ndustr1al‘customers 1s no- greater than the rlsk of
serving other customer classes. Furthermore, if an industrlal rate is
properly designed,’increases‘or:decreases;in the~1eve1;o£~kilowatt.hour‘
sales will produce increases or'decreases in reVentesrthat”are infline
with increases or decreases in varlable costs. | |

| Mr’ Brubaker noted that Rate HT contalns separately-stated
demand and energy charges. As proposed'the~rate contalns a customer ’
charge, a two—block demand‘charge and a three—biock Vhours';use"lenergy_i
charge. There is a-biliing demand'ratchet and1ptovisiongfor higher
‘demands during off—peak'honrs than doring on—peak honrs,f Thelwitness.:
found that the presence~of.separately—stated demand and energytcharges
prov1des 1ncentive for customers to ‘dImprove their 1oad factor as does
- the 80 percent summer demand ratchet. Due to Rate HT s nonhomogeneous"
character;,several blocks are reqnired'to‘accomodate-customers,w1thkw1de
Variations in size,‘load factor‘andfvoitageyievel.i‘

Mr.dBrcbaker teStified that:in his view the‘companY’s proposedf
allocation of any rate 1ncrease is 1nsuff1cient to prevent 1ncreases in
interclass subsidies., In his opinion the proposed increase to the‘yv
residential and street 11ght1ng classes is less than it should be and ’

the increase to the hlgh;ten51on prmmary and secondary classes 1s hlgher‘

than it should be in terms of the movement of rates of return,toward thejf

system average., -

k“’;f2Q5:_~
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of serv1ng that class, and the rates to other classes of customers‘are
established at levels which exceed the cost of service those classes of
customers, changes in use will‘cause changes in revenues that are not in
proportion to changes in the costs that result from those changes in: .
use.  Mr. Brubaker recognized however, that cost specification cannot‘
be absolutely prec1se and does not prov1de the only guide for designing ’
rates, and that historlcal relatlonships between classes must also be ‘
recognized to av01dtabrupt changes in rates.k‘ | | |

| Mr. Brubaker testlfied, din response to Chalrman Goode‘s memo
of August 9, 1979 (see Appendlx B) that rates of return should be pr1n—~
c1pally based upon cost of serv1ce, Whlch includes earnlng the same ratek
of return from each customer class. Wlth respect to the question contained
in the Goode nemo regardlng the possible allocatlon of some portlon of
the investment in generation and transmission facilitles on the basis of
energy consumptlon, Mr. Brubaker stated that such a cla351f1cat10n would
be 1nappropriate; All of these 1nvestment~related costs should be
classified as demand ‘he stated and allocated in accordance w1th the
approprlate demand allocation factor‘(lndustrial Statement~No. 2, p 7)
Given an existing system, he continued, ‘the capital,costs do not vary
with the'number of kilowatt~hours~generated, bntiare=fixedoand areii

properly related to system demands;7not to kilowatt”honrsfsold;

S B0K s
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'The‘Industrialscomplainants orop05al tofmodify'PECO’s demand |
allocatlon'methodology should also be regected., As shown by Trial Staff h
- Exhibit MPB—4 PAL, the average monthly peak demands for, June, July, -
August and September are significantly different from the average monthlyf,h
peak demands for the eight remaining months. Moreover, there is no .
statistical evidence of dlfferences in the average monthly peak demands .
for the four summer months. h;»i ‘

General Servmces Adminlstration

The General Services Adminisrrarion presented one w1tness,i;‘l’,:“
Mr. Carter S. Ward who testlfied concerning the: HT rate (GSA.Statement
No. CSWel). Mr.‘Ward noted that therproposed HT rvate: calls for a'customer
charge of $75 per month, a tﬁo—step demand charge‘mithkthe break poinﬁ ,’
“at 50 KW,and’avthree—step energ? charge wirh breakpoints'at 150 hours“oﬁd
use and 300 hours of use. Heﬁfurther‘noted‘that the energy'eharge has
the apoearanee‘ofrdeclining bloek rates which he’bélieéed to_beejus£ified‘e
based on the cost of service studyQ, Mr.'Ward; using‘?ECO's E#hibit Row;f
1A, computed the monthlyyfigﬁres forythe various HTrelaSSdcosr eomponentsix

to be:

Demand Cost per KW per month ©4$8.88447
Energy Cost per KWH ; $0.01624
Customer Cost per month R $152 86

While the energy cost and customer cost can be applied dlrectly to a‘ff

customer s 'bill, 1t 1s necessary to make an adgustment to the demand'[ .
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charges because the $8 88 per KW is’ the cost for one KW thatlis 100/
coincident with the 4-summer month average peak. The customer 8 meterf
shows the maximum demand durlng the month not the demand at thevtlme of
the peak. Mr Ward proposed that PECO be dlrected to revise the blocking ‘
in the energy charges of its HT rate so. that demand revenues will be7

closer to demand cost PECO in 1ts proposed HT tarlff would collect

‘part of the,demand related cost through demand charges and the balance _f~"

of the demand charges through the blocking in the energy charges.

Mr Ward ‘calculated the energy cost to PECO at $O 01624 ‘per KWH, but o

: noted that ‘the rate schedule shows energy charge prices of $0 0363,

$0 0275 and $O 0190. Thus, these energy charges contribute to the

capaclty cost. In Mr. Ward s opinion, the declining block rates in the HTtafffﬁx':"73M‘ &

class do not encourage cousumption or inbibit conservation. The decllningf:fhfd:l"'“'

lock structure of the energy component is a mechanism to collect the ;et:
demand cost. (GSA Statement (Sw—l, p. 6 = :
Mr. Ward proposed that PECO be directed to revise the blocking
in the energy charges s0. that demand revenues will be closer to. demand
cost and proposed a revised HT rate schedule which in his view w0uld eet ol
forth the varlous cost components w1rh greater clarity (Tr. 2554) e’~‘
also stated that generating units. or transmiSSion llnes should not be d
allocated on,the ba51s of energy usage since such an,allocation method

would not reflect load;factor He also opposed setting the rate of

SR
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return on industrial service at an.amount greater than the system‘aVeragev‘

gince this would represent inter=-class subsidizatlon.l
bstantlal increases to

‘Mr. Ward's- proposal would result in- s

over 50, 000kwh These customers vould have thelr

customers with-usage
rates lncreased about 17 percent instead of the class average of‘9.4
"percent under the company s proposal. There 1s no cost basis for such a
posal should be denied.’

large increase tO these customers' the GSA'S pro

University of Pennsylvanla

- The University of ?ennsylvan tness,’ﬁorace .

1a presented one‘w1

1. Bomar, 113, Assistant Dlrector of Phy51cal Plant for Englneerlng
gervices and Energy Management. He descrlbed the Unlver51ty as one;of’
s largest steam customer. The

PECO's largest electrlcal customers and. it
'Unlverslty is in Rate Class HT and has a 13. 2kv servrce.
The University took no 9031t10n on the company 8 overall
equest, it opposes, however, the company s rate proposal :Tﬁe

revenue T
amount

receive the total

if the cOmpany would
ely $690 ooo

rease by approxxmat

t II)

yUniversity stated that

:requested, 1ts electrlc bill would inc
annually of 14.3% (Unlver51ty of Pennsylvanla Ethbl
the present hlgh tension class capac1ty

it proposes that
ed. Alternatlvely it suggests

structure be retaln

ge and three . block
t capacity charge

‘char

that‘a ceiling be placed on the presen
gh tension class

to the'University, A thlrd suggestlon is that the hl
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rate structure ‘be modified to spread the: rate 1ncreases more equitably

Another suggestion is that non—profit institutions be exempted from the

'Pennsylvania ‘State Tax Adjustment Surcharge. Finally, it proposed that

a separate rate class be d veloped or special economic assistance he
provided for~non—profit educational institutions.‘ This proposal should
be denied. '

’ The Universityvopposed 1mplementation of a simple block or »"1
level rate structure stating that such a structure would not reflect the :
utility s cost to serve no¥Y ecomonies of scale. If a charge of SO 04
per kwh for all kwh were established, ‘as proposed by OCA the result,
confined just to energy charges, would beran approximate 40% increase in
the University's'annual bill;» =
Governor's Energy Council '

Robert A. Shinn, Executive Director of the‘Governor s Energy =
Council (GEC) stified concerning PECO s stand—by charges and the -
Readiness—to—Serve Rider contained 1n PECO s tariff (GEC Statement No. - 1)
| The readiness-to—serve rider applies to customers whose elec—
trical requirements are regularly provided by other than company ownedk:

facilities, and where the company supply can be substituted for that o£

the‘customer. Typically, this type of charge is applied to- those customers o

who have or could develop co-generation facilities, small scale hydro—ir

electric generating units or'other alternative energy sources and who s '
7 5/

wish to use the electric utility as a supplemental source of supply

______________————-— «

et

5/ parently “the only customer on this rider is one residential‘3'
‘ customer With a Windmill (Ibid, p. 4) ' ' S




Mr. Shinn testlfied that the current structure of the rlder

hlnders the development of alternatlve energy sources It.does thls, in t B

" his view, pbecause of the level of demand and energy components (Ibld, p.

4). Like most other rates, except residential, stand-by charges have a

demand and an energy component Which a customer must pay even if that

person were not to take any. electriclty during the billing period The'

~demand component is the- price set by the company to cover its fixed

costs -- the costs which ‘a utility must incur in order to have the
capaclty to serve its customers. The energy component inoludes the
operating_costs or the- costs whlch vary depending on the amOunt of
electricity:consumed. e et

PECO s demandrcharge component.of ite=readinees;toeserve rider.*
now states that the kilowatt bllllng demand is7the largeet‘ofteither theb
contractual demand levels establlshed by the utllity and the cuetomer» :
or a ratcheted demand (equal to 90% of the peak level demanded by the
customer durlng the precedlng 11 months or 5 kllowatts)

The energy component of the monthly charge cannot'beyleSS.than‘
what would result £rom 100 hours use of the bllllng demand. e

As a result, accordlng to the W1tness, the PECO customer w1th

alternaflve generatlng ability ends up paylng for the same amount of

utility generatlng capac1ty that he would Without any alternatlve electricityit L

source. The-cnStomer would also pay for a large nnmber of kilowatt hours :
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. eyery month. Mr. Shlnn recommends that the energy component becremoved“
(Ibld, p- 5) and that the demand component should be reduced (Ibld, P. 6)
Mr Shinn stated that the minlmum energy com ponent should be

elimlnated since 2 stand—by charoe should cover an expense inturred in o o
reserv1ng a certa in amount of back—up or reserve capacity Here, the»y
only operatlng expenSe jnvolved is that assoc1ated thh spinning reserve
which is more apprOprlately covered in ‘the demand charge; He further
testlfled that the demand component should be,reduced because 1t~hinders :
the development of renewable resource technologies in that 1t xmposes a:.
substantlal flnanc1al hardship. The‘potentlal customer would be requlred
to pay for the same amount of capaclty twice—once in the capital expendl—t '
tures for an alternatlve supply source and agaln in the'demand charge oﬁy
the utility. | | L

| Mr. Shlnn proposed that a customer should pay a full‘demand‘
charge~only for those tlmes when an actual demand is placed upon the ,
system; a separate stand—by charge should be applled when “the customer

ig not plac1ng an actual demand on the systemQr This separate charge :
would 1nclude; 'a reasonable portion of the transmmssion and dlstrlbﬂthﬂ ‘
costscand the unav01dable or out*of—pocket costs of maintaining splnnlng

'reserve .‘,(lbrd, p,.S)
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‘Mr. hrnn set forth the Stand—by-Servrce Tariff of the Pacificp7

 Gas and Electrlc Company as a m odel Wthh mlght be adopted by thls

Commission. That prov151on is attached to thlS recommended declsion as

'Appendix K.

GEC has made a valuable contribution in pointing out'the 1

dlsincentives now contalned in PECO's tarlff for the use of cogeneration.

 Tts recommendation should be: adopted,

erall Revenue Increase

ov

" The company has proposed that the rate 1ncrease be spread by

an equal percentage for each rate class except Rate GS, PD, POL and GuP

Since Rates GS and PD are now providing more than the system average
return, the 1ncrease to these classes was limlted to the average for allq‘
rates includlng base fuel of 10. 9%.. Rate POL was. not 1ncreased since it

is currently provrdlng a return more than twice that of the system

 average. Rate GLP has been frozen srnce 1969 and, in order to mOVe

customers off thlS rate, the company proposes an above average 1ncrease
(PECO Statement No. RCWZ, P 12)
OCA proposes that the increase be spread in an across—the—

bOard fashron Wlth each class bearing an equal percentage 1ncrease in. <o

' revenues. OCA also urged that the percentage should be applied to a

base flgure that includes fuel OCA's first proposal would, in effect, e

leave undlsturbed the exxstlng relatlonshlp among the classes.' This

.12 -




would be warranted if PECO's cost-of-service study were faulty, but it

is not. Of course such studles are subject to different opinions as to -

methodologies ard therefore, should not be slavishly followed —--Lbut

neither should cost of serv1ce studies be 1gnored since there would

always ‘be-a difference of opinion concerning one allocation or another.f;

This proposal should be reJected.
With respect to OCA's second proposal the Commission has :
consistently rejected the zero fuel methodology contained in PECO's

proposal.

For the reasons stated below, it should be reJected here also;
I recognlze that, as Trial Staff p01nts out, no party has put any ev1dence e g
on the record to 111ustrate the effect of tejecting the Zero fuel concept

(Trial Staff Reply Brief, P. 44, The company should supply such 1nforma~f

tion to the Commission so that it might be available to them during its

deliberatlons.




| gIIL. oURPA STANDARDS

The Publlc Utlllty Regulatlon Policy Act of 1978 (PURPA),«

s state regulatory bodies to consmder

16U.C.S., 2601, et seg., require

and make a determlnatlon concernlng whether or not ce

shed by the Act are appropr ate to be implemented 1n the

ortant to note that the Congress

dards eStabll

‘state (16 U.S.C §2621) 1t is imp

spec1flcally stated that nothlng prohlblts this Comm1551on from maklng ‘

any determination that it dis not appropriate to. xmplement any of the

delineated standards (16 U, S C. §2621(a)) The only requirements are.
ination be arrived at after public notice and

that the Comm1551ons determ

hearing; that the determlnation be in wrltlng, on record eV1dence, and,
if the Comm1531on decllnes to 1mplement a standard, the reasons for that
lable to the public. Sectlon 2621(d) o

decision be in writing and aval

eStablishes the follow1ng,standards:

(1) Cost of serv1ce. - Rates charged by any electrlc utility.fd

for providing~electr1c serv1ce to each class of electrlc

consumers shall be- de51gned, to the maxxmum extent practlcable, '
to reflect ‘the costs of prov1d1ng electrlc serv1ce to such ‘

class, as’determlned under sectlon 2625(3) of thlS tltle.’

(2) Decllnlng block rates.
or. the amount attrlbutable to the energy component 1n a rate, o g

',;,Zlana'j

rtaln rate stanr Sl ,

- The energy component of‘a7nate,‘ 5 ;3'ffff,¥:




charged‘by any electrichutilitj‘for‘providingfelectric‘serﬁice -

during any period to any class of electric cbnSumers‘may not -

LY
5

‘decrease as kilowatt-hour consumption by such class inecreases

during such periodfeXCept to the extent that such'utility,,
demonstrates that the costs to- such utillty of prov1d1ng

electric service to such class, whlch costs are attrlbutable L

‘to such energy‘component, decrease asbsuch‘consumptlon"

increases during such period.

(3) ,Time—of-day°rates.’~'The'rates charged‘hy'any-electrigri
utlllty for providing service to each class of electric‘
consumers shall be on a tlme—of—day basis whlch reflects i
the costs of providing electric servicefto such‘classyqf
electric consnmers'at.diffEreht'times cf'the'cay‘unless"
such rates are mot cost-eff1c1ent with respect to such

class, as determlned under Sectlon 2625(b) of ‘this title.>'

(4) Seasonal rates. =~ The rates charged byfanyeiectric’

utility for providing,eleCtrichservice to each~class:of

electric consumers shall be on,akseasonal-basis which

‘reflects the costs of providingiserVice to,snch‘class

of consumers at dlfferent seasons of the year to the

‘extent that such costs vary seasonally for each utillty. ;h~

e le‘tsﬁh
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(S)VrInterruntible rates: - Each electric“ntilitvlShall:}

offer each indnStrial‘andrcommercial'electrlc consnmer

an 1nterrupt1ble rate which reflects the cost of prOV1d1ng
1nterrupt1b1e service to the class of Whlch such consumer f“'lljv

is a member,

(6) Load management technlques —'Each eletric‘dtility shall 2
,offer to its electric consumers such load management technlques
as the State,regulatory authority (or the nonregulated electric“ :

: utlllty) has determlned will —‘

'(A) be practlcable and cost—effectlve, as determined
;under Sectlon 2625(c) of this title,‘olyﬁif

'(B) be rellable, and |

l(C) provide useful energy’or capacity management

"advantages to the electric utility.

Mr. Williams of the company, and Dr.;Bloom oftthe GommissiOn's‘7~
Trial Staff and Dr. Rohr of the Office of Consumer Advocate addressed
" these standards in full. Other witnesses gave consideratron to one or

severaliofathem. Each standard will be addressed indlvidually.
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CostvoffService‘

" PURPA establlshes the standard that the rates charged for each
class of service be de51gned to the maximum extent practlcable to: reflect
the cost of prov1ding service to that class. Mr. Williams testifled
that the company prov1ded as part of its filing requlrements a complete
cost allocation study based on extensive load testing for all classes of
customers (PECO Statement RCW ZA, P l) As ‘he explained, the loads of
each customer class at the time of the four summer monthly peak system
loads are used to allocate the generation and transmlssion facillties to ‘
the various customer classes. The distribution system is allocated to 3,'j L
the various customer classes on the basis of the maximum load of each |
class no- matter when it occurs. The costs are diV1ded into customer-

related, demand related and energy related components. The demand

charges and energy charges in Mr. William s VleW, take Adnto account thef,:
cost of prov1ding additlonal capaclty or energy to electrlc customers. L
. Mr. Wllllams stated that the company s cost of: service study prov1des e

proper ba51s of compliance with this ratemaking standard.

Dr. Bloom in his testlmony (Trial Staff Statement No. M P B.’

1, p. 15) noted that the PURPA standard in this area referrred to
Section 2625(a) of the Act whlch provides that 1n.making the. determina-‘ghf

tion w1th respect to the standard concernlng cost of serv1ce, the costs R




of providlng electric Service to. each class of customer shall be deter~"

mined on the basis of methods prescribed by the regulatory authority

Such methods shall be to the max1mum extent practicable

1

permit 1dent1f1cation“of'dlfferenceswinvcost incﬁréff

‘ rence, for each such class of electrlc customers,

attributable to dally and seasonal time of use" of

‘serv1ce,and

2

tpermit identification»of differences in coetéincur— o

rence attrmbutable to dlfferences in customer, demand, ‘Uf
i B

and energy'components of cost In prescriblng such

methods, such State and regulatory authorlty'or non-

fregulated electrlc utllity shall take into account o

‘the extent to Which total costs to an electric utllity e ;.
vare 1ikely to change if—~‘»

(A) addltlonal capacity 18 added to meet peak

demand relatlve to base demand and

(B) addltlonal kilowatt ‘Hours of electric

energy are delivered to electrlc customers

Dr. Bloom noted that the statutory language does not requ1re L i

use -of marglnal cost methodology,76/ but leaves the cholce of costlng

‘methodology to the state.

76/ ‘Marginal cost may be deflned Very generally as the cost of soc1ety s
scarce resources Whlch must be used to produce one additional unit
some commodity or the value of resources that would be saved by
.producing one less unit of that commodlty . See Rate Design for-

Electric Corporations,. 16 NYPSC 671,, 15 P. U R. 4th 434 439*40 (NY‘Publlc{f

~ Service Comm1351on, '1976).
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Dr. Bloom testlfied that the use,of margrnal cost analysis as
‘a basis for determzning costs upon which rates are to be establlshed ig
not appropriate for 1mplementatlon in the Phlladelphla Electric Company
service territory at the-present tmme. (Trlal Staff Statement M P ‘B. —1,,
p. 17): Dr. Bloom s reasons for thlS conclusion 1nclude~hls belief that :
‘1mplementatlon of thls methodology may result in a further dlstortlon of
price. 51gnals to consumers and the revenue gap problem 1nherent 1n any
marginal cost methodology where revenue requirements are determlned ontt' o
an average cost basis but prices are based on marginal costs.’ In con~
clusion, Dr Bloom stated ‘that the current PECO methodology is- well
founded and the results of its cost—of~service study reasonably and
equltably reflect the relatlve costs as they occur. |

Two w1tnesses testlfied in favor of the use of marglnal cost
pricing. h Dr. Robert J. Rohr, appearlng for the Offlce of Consumer
AdVOcate, stated his belief that the PURPA standards requlre and theff;::d £y
PURPA goals requlre a rate structure which approximates incremental ‘
costAZZ/(OCA Statement RJR—Z p. 6 Tr. 2275) Incremental ot marglnal~
cost was defined as the addition to cost associated with some action
such as calling for an added kilowatt hour of electriclty during peak
'hours (Ibld, . 7) It is necessary, 1n Dr. Rohr s oplnlon, to structure '
rates in such a mannex in order to satlsfy the falrness and efflciency ;; ¥
crlterla set forth by PURPA, ‘ | ’

The Consumer Educatlon and Protectlve Assoclatlon et al o

‘(CEPA) presented Professor Wllllam H. Greene for the purposes of dlscu551ng

’_Jj Dr. Rohr does not dlstlngulsh between 1ncremental and marglnal cost
(Tr. 2358) ‘ . S SheE




the pr1nc1ples of marginal cost prlcing (CEPA Statement No. l) ro—'

ended the adoptlon of marginal cost as th

fessor Greene. Tecomm
e dlfferentlated

the design of electric ‘rates for PECO and the use of txm

He testlfled that wh

per informatlon upo

n rates are- set equal to marglnal cost
con- .

rates.
n Whlch o base thelr

consumers recexve the pro
sumption declslons. He noted that although allocated revenue
s should be based on marglnal costs.

T embedded costs, rate

on average. o
use ls the marglnal S

oc1a1 cost, Whldh he -,

- The correct marglnal cost to
prlvate cost plus external costs (l.e. pollution,

deflned as the marginal
Be also

s of transm1351on and distrlbution systems)

the aesthetlc cost
rejected the contentlon that because other fuels are not speciflcally »
priced on & marginal cost ba51s, such priclng of electraclty Wlll not
result 1n optlmum soc1al welfare.‘ He sxmllarly dlscounted the P
requlrements on an average or

rom sett:mg revenue

Whlch may result £
a marginal cost bas1s.

ba51s and prlces on

e be disposed by any

He proposed

embedded cost
means-l~“

at any excess revenu
em that is important.

‘ynder a marginal co

simply ‘th
al cost prlce syst
ied additionally that
ing block rates.

s vary because of

margin
“He tes tif

systems there is no room for declin
ctime,'marglnal costs of serV1ng dlfferent customer

, thelr size, but it does not 1n,any way vary b

tomers consumed earller 1ntthe bllllng perlod. ,L‘,""
of marglnal cost P

© With respect to the use

deduction from the blll of each
s not related to

sed 4. lump sum.
as long as this deduction 4
1, P- lO)s_

78/ He spec1flcally propo
(CEPA Statement No.

customer 4n the- ¢lass,
the amount consum

- 220 =

oA

e ba51s for K

5 are based L

roblem o

8/k~ 1t 1s the o

st'pricing . :

At any point in f.;~

ecause of what those cus—‘ L

ricing is the design




of utility rates, the Industrial Complainant s witness, Mr. Brubaker wasd_

unenthusiastic. First, he believed that since embedded costs are used
to establish the company s total revenue requirement, any attempt at T
costing using a different ‘get of costs Would be difficult.‘ There is no -

rational way; he testified to COnvert marginal costs to rates which

‘Wlll equal the utillty s total revenue requirement. In addition, he

stated, there are no reliable methodologies for calculating marginal

COStS.

It is recommended that the PURPA standard on cost of service
be adopted.and that PECO be found in compliance With this standard ‘The

costﬁof—serv1ce study submltted by PECO should be'used‘in setting rates

here. While OCA seems to suggest that federal regulations mandate use R

of marginal costs, no such requirement ex1sts (Tr. 2135 36)

This does not mean that marginal costs'haVe'no plaoe~in'rate~,"’v

making. Ideally, it Would seem, an economically efficient rate structure I

will use as a starting pornt marginal or incremental costs. These

prices established in Such a rate structure will give the ratepayer the -

decision as to when;the,incremental costs outweigh the incremental‘

satisfactions. This also means that an econbmically;efficientfrate

structure should he'based on\current or future costs;f‘lt‘is the incur- .

rence of only these costs that can be‘Subjectftoyeconomizing; fHaving ;

Co-2zl-




stated what would be the ideal case, the questibn remains to what extent"f
marginal or incremental costs can and should be used in developing.
electric ratesstructures. The Trial Staff and the Industrial Complainants-h’
here'cite many arguments agalnst‘the use of marginal'costs“ There is
difficulty 1n calculating such costs, there is the problem of second |
best" which may 1ead to an inefficient allocation of resources; there lS'
the need to reconcile the revenues which Would be produced with the -
: utility S revenue requirement there is the potentially adVerserimpact
on different customers. |

; The fact that problems exist with the application of this
methodology should not be grounds for ignoring if 1t has applicabllity s
to electric rates, but addltionalvstudy is needed. I note that the .

Commission's Final Report in 1ts Generic Rate Structure Investigatlon o

(1ssued December: 1977) simply stated that little Was available on the

’record there to provide detailed guidance for the 1ndividual utilities

~in preparing a marginal cost analysis. It appears therefore that a

thorough study of this issue for Gommission resolution has not been
made. | | |

1 recommend therefore that the Comm1551on 1nstitute forthwith
a proceeding to determine if 1ncremental or marginal cost pricing should
be applied to the rates of electric energy.« Iffsuch,costs dofprovidena. ,fh*
reasonable ba31s, then~add1tlonal study should‘be éiuen’as to,how a irlll
marginal cost analy51s should be prepared 80 that each utility‘can

“present such an analysis in ltS subsequent rate fillngsr

e 222 e




Declining Block Rates

Under thls standard, the energy component of a rate to any,

class of customer may not decrease as consumptlon 1ncreases except where

cost justified.

Dr Bloom testlfied that, the energy component in all applicable‘

blocks is constant at 1. 3753é per KWH (PECO - Exhlbit l Schedule IV C 1)
This Standard~should be accepted by the Comm1591on, PECO 1s in compliance
'with this standard. | ’ |

Time of Day Rates

Under this standard a ntility s rates shell be on & time-of~ B
day basis unless such rates are mot cost effectrVe.‘i"

At the present t1me PECD has in place a nlght serv1ce rider

~ for general serv1ce cnstomers taking serv1ce at primary‘voltage or

higher on rates PD and HT under’ whlch these customers are charged rates

which are time differentiated (PECO Statement RCW~2A, p. 23 'I.‘rial Staff Wi

Statement‘MrP.B.Fl, p.VZQ) The proposed tariff would expand the time

differentiated rate format to all demand metered secondary voltage

general service customers.;'

Early in 1980 the company w111 experlment with demand measure~ :

ment f£ox residential heatlng customers One group of customers will

have their demands measured only during on—peak hours ‘The company

. jntends thereby to provide a prlce 1ncentive for customers in this
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experiment. to limit their demands during the on—peak period and thereby
obtain knowledge as to the effect of such an incentive. Thls should

determine the feas1bility of offering time differentiated rates to this’g'

class of customers.

It is- recommended that the Commission accept thlsqstandard,fort,[_y”

PECO and find that PECO is in compllance at the present time.” el

Seasonal Rates

The applicable PURPA standard prov1des that rates to each

class of customers shall reflect the costs of prov;ding serv1ce to these.~'

customers at dlfferent seasons of the year to the extent that such costs d?-'“

vary seasonally for the utlllty The company notes that it has had a |
summer peak for ‘years and that since 1969 the rates to all classes of
. customers have- prov1ded a seasonal prlce 51gnal There is a summer—
w1nter differential for energy—only metered customers and a seasonal
demand ratchet for demand metered customers (PECO Statement RCW—ZA,
P; 3)" ; ‘ .
Lrlal Staff believes, howaver; that when monthly average total,h

osts of electric productlon are considered, ‘the current seaaonal rate
provrslons may not. be totally approprlate ('I‘ria1 Staff Statement MPB-l,
P. 21).‘ Trial Staff belleves that due to PECO's partlclpatlon in the‘ “,'
PIM pool, there is no casual relatlonshlp between total monthly average

: productlon costs and monthly peak demands (Trlal Staff Exhlblt MPB—SR3) o

a2~




Trlal Staff belleves that additional study on a pool—w1de ba51s w111 be

| requmred to determine whether PECO should have e rate structure that

will focus on the control of peak demand or will be designed to track
costs. | | ’

The Industrial Complainants recommend that the standard be

adopted ‘and that the Comm1331cn find that PECO s rates reflect considera— V;ffiyﬁ'”"

tion of and 1mp1ementatlon of cost—based seasonal rates.f'

It is recommended thet the Comm1951on not adopt thls standard

at the present tlme, it should‘defer any decision until the addltlonal

study of cost causality proposed by Trial Staff is completed.

Interruptible Rates

 The PURPA standard regardlng interruptible rates states that =
each electric utllity shall offer 1ndustrlal and commerclal customere an

lnterruptlble rate.. The company states that because of 1ts adequate 1" :

: reserve»capac1ty,:1nterrupt1ble rates would prov1de‘11m1ted.benefltsuto ‘

it but would instead be-a dlscount rate for such customers 51nce the o
rlSk of 1nterruptlon would,be small. It has no 1nterruptible rates at
this time,'

Fﬁrthefmore as Trial Staff pointa out,‘under'an ieterfupﬁible",‘o

rate, the suppller would be permitted to cease dellvery of power.- Moet 5

large commerc1a1 or 1ndustr1al customers could not operate under condltlons

where thelr electrlc supply mlght be 1nterrupted for a con51derab1e .d;fﬁ
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‘ period'of time.‘ Cniy:specialized operations‘snchtas,those'withSSeif—,f
generation capacity wouioyavail themselvesfof ££is'fate and only.tontt :
customers in the Commonwealth now subscrlbe to such a service‘mhere
offered (Trlal Staff Statement No. M.P:B. —1, pp 26~27) Trlal Staff'
'proposes instead that the company 1nvestigate the fea81bllity of a
curtailable rate whlch would be. a combination of firm—mnterruptible
power. That‘is,‘a'fixed portion of a customer,s~load»wou1d be served on_vp
an intetruptible basis with a remaining portion on a firm basis.n‘ e
OCA would have PECO implement~such rates on‘thetbasis of potentiaip’
energy savings (OCA Brlef p. 153) o | | |

’ For the reasons stated above, I recommend that the Commlssaon
fot accept the PURPA interruptible standard at this time. Instead‘I'
recommend that the Commlssion defer any declsion until PECO has studled
the p0351b111ty of a curtallable rate provision as proposed by Trlal
";Staff. Such a study should be completed prlor to 1ts next general rate
increase filing. | .

Load Management ~'; o ‘ e i ‘-okﬂ"h

““Load management has been defined: as any method of alterlng or.
controlllng a utllity =} customer load (Trial Staff Statement No. M. P, B,

1, P. 23). The PURPA ‘Standard states that each electrlc utlllty shall

offer to its customers such 1oad management technlques as the appropr1ate;]~‘7‘7"' )

" state regulatory‘authorlty has determlned wlll—be;practlcable;,costkf'
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effectlve, and reliable PECQ at the present time offers several such
techniques 1nclud1ng an off—peak re51dent1a1 water heatlng rate v_2/
PECO also has demand meterlng for large general serv1ce customers,

seasonal demand ratchet, off—peak and nlght serv1ce riders, controlledv

. water heating and seasonal rates for energy only metered customers

PECO ‘and the Commlssion s Trial Staff are also beglnnlng an experrmental

study of re51dent1al load management through continuous and time differ— 33f7"“”f34?'*

entiated demand metering. In addition PECO is proposging here to expand

the nlght service rlder and Trial Staff is proposrng that PECO expand ,‘”:

the controlled water heatlng rate to allow for*addltlonal hard—w1red

240 volt appllances and that PECO determine the feasibility of a curtallable#se;i
rate. | g ' ,

The Commission ShOUld adOPt the Load Management standards of
PURPA and flnd PECO to be in compliance with such standards..SQ/,;lgwy

Lifeline’Rates*

PURPA also requires that consideration te given°to soécalled"
lifeline rates. Speciflcally, the statute states that no provision of t_, e
the Act prohlblts an. essentlal needs rate'§l/ from - g01ng into effect

(16 USC §2624(a) and ‘that 1f a utlllty does not have such a rate, the

12/ Under thlS rate approximately lOO 000 customers are 1nterrupted e
for 6 1/2 hours durlng the onrpeak period each day. i

80/ PECO has filed w1th this Commlsslon as part of thls proceeding a

Load and Cost Management Report pursuant to’ the Commlssion Order o
in R.I.D. 438 , e B

81/ 'Such a rate is to be defined by the state agency but, the statute i

notes, the essential needs rate will be lower than a rate reflectlng
'the cost of prov1ding service to that class.5 16 U.s. C. §2624(a)




hioo

r :;f ‘..1:.,g ,g‘ ';~’, ,’ins’.gigt“I' ;
regulatory agency shall determine whether such a rate should be imple—:~k5’;if
mented. Lifellne rate concept has been defined on- the record here asl‘ :
the establishment of specialwbe10w—c05t’subsidized“rates for users of
small quantities of electricityf(Trial,Staff Statement'No.'M.PQBQ-l{

P. 32). It is not so'much a specific rate:proposalfasda'c0ncept that

consumers should belable‘to obtain the:electricity eSSentiel'foribesic

human needs at‘ancaffordable‘rate, even if‘that'rate‘isjbelow‘the’cost
of service. G

ThlS issue was considered in the’Commission s Generic Rate
Structure Investigation conducted at PRMD—7(1977)' The Final Report
1ssued by the Commission concluded that, while a relationshlp between +
average KWH usage and income does exist, the variance or range of KWH
usage within any - income level precludes using KWH alone as a means of’
determinlng with accuracy the level of 1ncome., The general lifeline
concept will penalize, the Report concluded many low income consumers]"h
who need a351stance, ‘while benefitting others not in need of aid. (Generic“nﬁ

Rate Structure Investigation (PRMD -7 5 Final Report, . 21))

It is-with that background that the record developed on this

~in this proceeding must'be,con31dered Mr. Williams of PECO and Dr. Bloom

of the Trial Starf specifically addressed the lifeline issue.‘ Mr.'Williams o

testified that the conclus1ons’contalned:in;PRMD-?,aregvalid todayt(PECO,,i"

Statement No. RCW;ZA, P 7. Any‘"lifeline" assistance,should,_inihisf~




opinion, be prov1ded by State: agencies and not through utility rates.

He additionally noted that as a result of various rate structure. directives -

from this Comm1s31on in recent PECO rate cases; the loW use customer has

received very 1ittle increase in rates. In fact, the low use residential

customer in PECO ‘s service territory using 250 KWH per ‘month has experi~*
enced a slight decrease in his electric bill, from $14 75 in December 1974
to $14.64 in July 1979 For comparison purposes, the customer using

1000 KWH per month has experienced a 334 increase from $46 00 to" $61 12.

Dr. Bloom was of the opinion that a simple lifeline rate as .
defined in PURPA,has been in effect in PECO s:servicejterritory for ,'
several years in the sense'thatvsomeyminimum~1evel ofpresidential~servicei
is heing-provided at a price’below the'cost~to'provide‘that service;f‘He -

stated that at present rates 11.5% of monthly bills (well over 100 000) -
: 82/ :

: produce a zero or negative rate of return. o Six percent of monthly

bills, corresponding to 100 KWH per month or less (over 60,000 bills)

‘have a negative rate of return in excess of 4 0% (Trial Staff Statement

No. M.P.B.-1, pp. 35-36; Trial Staff Exhibit M.P. B. —Ll) This phenomenonof
was also noted by Mr. Williams (Tr. 1105~ 1107 PECO Exhibit & RCW—&)
Mr. Williams noted that the existing residential rate is prOV1ding
service up . to the level of approximately 200 KWH per month at a price~a
below the cost to prov1de that service. The point where residential :

usage reaches: the system average return of 10 percent 1s 1250 KWH

;_82/ If the company were granted its total 1ncrease, this number Wouldl,

drop to 9. 5/
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Ninety-six percent of residential bills fall below that amount;‘ There?'d'
fore, under the PURPA definition, almost all residential customers of =
PECO receive a lifeline rate. |

Dz. Bloom also made an- analySis of the effect recent rate e
increases have had on consumer‘s bills.' He concluded ‘that 62 percent'of"
vresidential,bills'haveiexperiencedfincreasesiof’anprorimatelydl%rper'yearti
for consumption in the range of 100—500 KWH per month during the period
.1975-1979 (Trial Staff Exhibit M.P.B. 3. |

0CA argues that the current rate proceeding, due to the statutorily
imposed time constraints, does mat comply with the requirements of :
PURPA for an evidentiary hearing on this matter and proposes that the r:
Commigsion set the matter down for another investigation.

 The Industrial Complainants and U. S. Steel argue that imple—ylﬁ
mentation of lifeline rates would ‘be impossible One difficulty with'a.
targeted lifeline proposal. is defining the amount of electricity required
to maintain essential human needsf Two Witnesses,;Mr. Williams and
Dr. Bloom addressed this issue.“ S

Mr. Williams testified that the’minimum monthly energy needs,;
necegsary to supply essential human requirements for a non—heating

83/

customer is 250 KWH, ~= broken down as follows: 17(

83/ For the customer’ heating his home. with electriCity, a total of
12 000 kwh during the 1ight heating seaSOn months must be added
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" Refrigerator = oo oo e o900
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Clocks T k i
Lighting o330
Furnace Motor . e A i 3
Electric Frypan or Grill s g
Misc. Small Appliances - - S ey 13
: R RO e B 250

Using the assumption contained in Chairman‘Goode?s letter that ':,

the rates applicable to these minimnm needs are:set‘at a ratexdesigned S

to recover no ‘more - than 75/ of the 1nd1cated cost of service of these S

customers, no change in the company s current rate structure relatlonshlsz

would be requlred As shown in PECO Exhlblt RCW—l, pe 49, the proposed
rate for 250 KWH per month is about equal to 75/ of the 1nd1cated cost uh:f
of service. The revenue deficiency is collected from hlgh use Rate R
customers and customers in’ other rate classiflcatlons. i
Dr. Bloom listed several essential needs for which electr1c1ty4
provides power, 1nclud1ng. llghtlng, refrlgeration, water heatlng,' |
space heating and cooking Only llghtlng and refrlgeratlon are usually
powered by electrlcity whlch adds to the complexity of de51gning an :‘
essential human. need rate.‘ Such a rate also should take 1nto account
famlly 51ze (Trlal Staff Exhlbit M. P.B. —Lll—lB) ‘ Dr. Bloom also noted c

the dlfferences in level of consumptlon between suburban and re51dent1a1
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customers of PECO, estimating that average monthly usage in the suhurbs b

is approx1mately 117 XWH per month greater (Trial Staff Statement

No. M.P.B.~1, p. 40; Trial Staff Exhibit M.P. B.-L14). | .
First, I believe that thlS proceeding qualifies under 16

U’S C. §2602(6)(A) as an ev1dentiary hearing.' All partlcipants had

notice both in the Commission s August 9 1979 Order and Chairman '

Goode's memo that thlS issue would be con31dered Con31derable tlme has ‘j'

been taken and testlmony,filed on this issue.
Second,kI reconnend that the Commission nothdirect_PECO to_

implement a specific human,needs rate, Thesreesons:given in the Final~

Rehort of PRMD-7 are appropriatectoday as when written; It is impossible

to tailor a rate to benefit the truly needy As'Dr.'Bloom‘points'out,

there is a great potent1a1 for discriminatlon and abuse “dn. attempting to

set an essentlel needs rate strictly on level of usage.‘ I,find nothing
in this record to support the premise that the needy are~neCessari1y
small consumers of electricity. 1f the putpose_of‘such'alrate is to

benefit the poor, care must he~taken'that the‘leVel«set is not such as

to benefit the wealthy reszdent of a well—lnsulated townhouse who leaves"

on weekends when the whole purpose of thls is to. assist the large

immobile family on public a551stance 1iving in poorly insulated house ,«"

~and relying on telev1sion.as‘the,sole‘means to provide.diversicn and

electric resistance heaters to proyide gonme warmth;:




No persons “could have listened to the public statements given

in the course of these hearings without being acutely aware that something

must be done soon to ass1st in the payment of energy bills —— electric,r”

gas and heatingﬁoil. ‘But.anveSSEntial needs rategwouldrnot benefit S

those whO‘need assistance. -

Inverted Rates

‘The Commission s suspension order of August 9, l979>also
requests that consideration be given to whether some form of inverted
rates should be adopted. Mr. Williams and Dr.;Bloom addressed this
iSSue.v Mr.~Wi11iams pointed out that~the question of'inverted‘rates'wasi
‘reviewed as part:ofl?RMD—l and it Was’concluded«inlthat proceeding thati‘

inverted rates were not appropriate because they did not track costs.

Mr. Williams agreed with that conclusion.: He also stated that an 1nverted ">~1"'

rate structure would create revenue 1nstab11ity (PECO Statement No. RCWZ&A,‘

PP- 78)

Dr. Bloom also opposed an inverted rate structure.k Infaddition‘~‘

to the pOints raised.by Mr. Williams, Dr. Bloom noted a paradox assoclatedk

Y‘Wlth this concept.b In essence, he stated if the method works,,and a

consumer cuts back on- usage there must be a revenuekerosion problem,yif
it does not and the consumer. does not alter his usage, then PECO could
realize a windfall Dr. Bloom also pointed out that the inverted rate

form also assumes that most of a utility - growth occurs at the tail end
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,portions of the rateHSchedule. ~An analysis of. the percentage of energy
‘'sold to customers as a function of monthly consumption over the time
»perlod 1972 through 1978 for residentlal customers, shows that growth 1n

blocks is for all practlcal purposes unlform (Trxal Staff Statement , .1h3“

No. M.P.B.-1, p.,44; Trial Staff Exhibit M,P;B;flRl).

Dr. Bloom alsoc noted that PECOinow has‘inverted rates‘forid:'"'
residential and reSidential water heating customers. He propoSes‘that
this be gradually eliminated and 1nstead the residential rates should

conslst of 'a flat rate - that 1s, a uniform charge per KWH and a

customer charge (Trial Staff Exhlbit M.P. B.~IR3) - Ten other‘ut;lltiesft"j

in the‘Commonwealth have a;separately*stated'customer“charge1andzsuchha
charge‘is proposed here.
1 recommend that an 1nverted rate structure not be implemented

for‘Several Tedsons. First, it has not been shown that such a rate

structurebw0uld track costs.~ Indeed, the record here indicates that, toit o

the contrary, ‘such a rate structure ‘would mandate a collection of revenue

which is out-of-phase with the,costs;incurred in prov1ding service. ‘As” E

- Dr, Bloom and Mr. Brubaker point out, the cost to serve'a cuStomer'

'depends on such thlngs as’ voltage levels, load factors and customer

costs in relatlon to other'costs. All things being equal, any of these

factors generally implles 1ower per unit cost.f Furthermore, Implementationl,yﬂ

“of such a rate structure would promote revenue instabllity.,
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-~ Class Rates‘of‘Retura

the following«rates;of return be considered»reasonable goals fordtheey
various classes of service: v
Residential - 80 - 100% of SystemiAverage :

Commercial = 95 - 105% of System Average
Industrial - 100 - 120%Z of System Average .

All opposed such a stated goal. Mr;tWilliams argaed'that the

Commission's goal ghould be to striVe for~an equal rate of return from

all classes. Any other goal is dlscriminatory in his opinion. Mt.‘f
Brubaker argued the same p01nt Dr. Bloom noted that PECO s rate .
structure is set up on the basis of the phy51cal manner in supplying =
service, i.e4, voltage~level not in end use. Appllcatlon of the pro-‘:

posed goals to PECO's systen Would have “the: effect of pena11z1ng effl-‘

fc1ent utlllzat:Lon of resources

1 ‘recommend that such a proposal not be the goal of the Commls—'v'

sion, First, as Dr. Bloom points out, PECO's rate elassiflcations are

based, not on end use, but on the physical manner in supplying power Sh

(Trial Staff Statement M. P. B.nl, pp 48~49) Second there appears to o

be no ‘bagig for thlS distribution except to benefit arbitrarily one
class of customer as agalnst another.

Allocation of Peaking Unlts and Transmissiou Facilities :

, Chalrman Goode § memo also proposed that peaklng unlts be »
allocated on. the ba51s of contributlon to the system peak and other ;d

generating units omn the bas1s»of energy,usage. He also set forth the
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proposal that that portion of the‘transm1351on systemvde31gned to: meet ;
system peak be allocated on the basis of contributlon to system peak -
while remalning‘investment‘in~transmission facilitiesfbetallocated’on'l7
the basis of energy usage. | S < |

Mr. Wllliams noted that PECO has submitted a cost allocationff
which allocated all of the production and transm1551on system on the f
basis of the 1nd1vidual class contrlbution to system peak. Another
allocatlon u31ng 1nd1vidual class energy use was submitted Thesell‘

results are shownnbelow:' o

BT P G RE R

Single Peak  12.24% 13.39% 15.18% 12.86% 8.867%

Energy 0 10.37%  16.28%7 18.35%  8.55% 9.93%

Average of 4 Summer e o o e
Peaks' (Company) 11.59% - 12, 327 .15'727' '12 827 - 9.36%

Mr. Williams noted that Chalrman Goode' s proposal would be'
part way between the 31ngle peak»and the energy allocatlon‘methods
Dr. Bloom noted that PECO g8 allocation methodology (the average of thefm

four summer peaks) generally produces rates of return between the two

other methods. Dr. Bloom opposed the Goode allocation’method~because,

in his View,'it is not proper tofutilize a Single alloeation‘methodology;
for a331gn1ng productlon and transm1551on expenses. ‘He7Was also of the

oplnlon\that if thls proposal ‘be ngen further con51derat10n, equlty -

~would requlre a subd1v1s1on of energy costs relative to the allocatlon P

of the Capltal expenses (Trlal Staff Statement No.'M P B ~l, pp. 52—53)
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Mr. Brubaker testified that it 1s‘inappropriate to - classlfy a
' portion of these costs on the basis of energy 31nce, in his v1ew, 1nvest-7
ment in generatlon plant is a demand related cost. He also argued that,
if «this methodology ‘were adopted energy costs allocated to that group '
of customers Who are required to bear the hlgher capital costs associated"
with this equlpment, should be reduced to recognlze the lower operating
costs whlch result. from the higher capital costs of the base load plants.f“’

B ‘ It is recommended that thms proposal not be adopted¢ ; |

Declining Block Rates

Chalrman Gooee also requested that consideration be glvea to ‘
the question of whether declining block rates encourage consumption
and/or 1nh1b1tbconeervat;on. 'Speeifically,,whether:rates‘such‘as,pro—
posed rate HT contain cooserﬁationjineeetivee and whethet,declining:
block rates ete eost ﬁustifie&.t: k o i ‘

| Many of tﬁese'questions were'addreaseo earlier inothe:eonteatl‘l
of the PURPA Standarde.t Df;’Bloom testified that in hiafviee ahY’tY?éfx !
of rate structure which 1s not cost reflectlve by belng prlced below
cost will encourage consumptlon and inhlbit conserVation.a If it is
'de51gned'properly, this form ofarate‘structure‘should~ne1ther-encourage“'N'
consuootion nor'inhibit conServatlon.f In hls v1ew, rates such as HT are
designed besed upon the relatlonshlp between 1oad factor and dlver81ty |
factor- and produce prlces whlch are reflectlve of costs. “As such he g

testlfled that these rates contaln approprlate conservatlon 1ncent1ves.,“
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Mr. Williams also testified that the company s rates are |
_ des1gned to reflect cost of service,’including those few rates w1th
declinlng-energy~blocks. The proposed Rate HT contains three energy
_blocks. These are” required to follow the cost curve,which rises rapidlyip
at low-load factors and then tapers off at high‘load“factors (PECO |
Exhibit No. RCW—l; PP. 46—49). Slnce the rate. follows cost of service,;‘i::i
in his view, 1t contains conservation incentives.' Mr. Brubaker testiflede'
in a -similar manner (Industrial Complainants Statement No. 2 pp. 15= 16)v

The answer to Chairman Goode S question, quite simply, is" that
anyltype of rate. structure that does not reflect costs will: encourage‘i'
consumption and inhihit,conservation. The:record shows that proposed
rates PD and HT are dQSigned based upon,the relationship'between’10add'
factor and diversitv factor. Since thlS ‘rate de31gn produces rates

~which reflect costs, they contain approprlate conservation incentives.s k‘

Elimination of RevenuekAssociated With Energy -
Chairman Goode'S'memo also requested a discussion of whether"
it is proper to eliminate revenue assoc1ated with the energy component e

contained in base rates prlor to distributing the revenue increase.@"'"&

Mr. Williams testified that after total energy expenses are removed from,ff'

f~rates, the items remaining are other expenses and return on plant invest—f
ment. Practically all expenses other than energy have increased s1nce i

» the last case due to inflation, according to Mr.fWilliams. Although,-ti b
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plant investment 1ncluded in rate base 31nee the last case has not

increased, the return on that investment is, in the company s opinlon, |

-not'adequate.- It 1s, therefore, appropriate,to~inerease the total~nons;f:'~*

‘enetgy portlon of all rates.

Dr. Bloom noted: that all major electric utilities in Pennsyl- ; 

vania ave made whole on fuel/energy costs by means of the Energy Adjust*.7‘ff

ment Clause. Since fuel costs are not at issue here, it is proper, in
his opinion, to exclude the energy compouent of fuel from base rates
prlor to distributlng any rate increase. 7

The Industrial Complainants agree with PECO and Trial Staff.
The OCA argues the opposite.

" The Commission has many times considered thls issue most
recently in PECO' s gas rate case (R—7903078l) There, thekCQmmission‘
stated (mimeo, p. 63). k |

The Trial Staff also proposes a redistribution of

the allowable revenue increase based on an average

of base revenues less fuel costs and sales volumes.
This proposal results in an increased burden on the
residential customers to the benefit of the industrial -
customers rather than under PECO's proposal for
distributlon of the revenue increase.

We have,; in past,proceedings, rejected any revenue
distribution based on a "zerofuel" methodology as
proposed by Trial Staff (Pa., P.U.C. v. West Penn
Power Co., R.I.D. 183; Pa. P.U.C. v. West Penn Power
Co., R.I.D. 369; Pa. P.U.C. v. Peoples Natural Gas
Co., R.I.D. 99). We stated in Pa. P.U.C. v. West
Penn Power Co., R-78100685, that the weakness of

the argument of the Industrlal,Complalnts (advocatlng




the "zerofuel" methodology) is that utilizing "reason

(£)or increase' as a basis for allocation of costs

requires the ability to identlfy all costs increases

and to properly allocate them among - the various

classes who are responsible for their incurrence.,

We therefore reJect Trial Staff's proposed redistribution of
the allowable revenue increase for the reason. quoted above.

The same reasons, for and against this methodology Were ad~
vanced in this proceedlng. In the absence of any new evidence,~the
Commission' s stated policy should be affirmed and the increase recom—“y4
mended here allocated in the traditional manner, i. e., with the revenue .
; assoc1ated with the energy component included inxbase'ratespprior-to

dlstrlbutlng the rate increase

Operatlng Practice" Standards of PURPA

In addition to the six standards diScnssed applicable to. rate~xxi
making, PURPA also contains five Federal Standards regarding utillty 5 :»
Operatlons which must»be considered, 16 U S C §2623(b) These standards:if,
‘are as follows. | | ' ’ .

(1) Master metering - To the extent determined

appropriate under Section 2625(d) of this tltle,‘

: master metering of electric service in the case |
of new buildings shall be prohibited or restricted

,to the extent necessary to carry out the purposes 4'

of this chapter. ~
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energy used in the unlt, and the long run beneflts to the electric ;
consumers in the buildlng exceed the costs of purchasing and 1nstalling

separate meters.

Mr. Williams, testifying fcr PECO, beliened that the objec- -

tives of PURPA could be achleved with master metering7by the‘compeny:and‘

submetering of ' the individual;tenants‘load,by the 1anlerd as~we1l>as:by,‘ vy

individual metering of all of the tenants; 'Accerding tO‘thefcompany,ev

S ‘ | Sy _ R L
the customer receives the same direct price signal under either arrange-

ment. PECO points out that in some cases it may be desirablerto‘have
the landlord supply the total heating and ventilating load as Well as
the energy for water heatlng. It proposes that the Company s -Tariff

Rule 13 1 (Resale of Serv1ce) be: revised to specmfy indivrdual metering E

by the company of the landlord for the basmc electric serV1oe supply to o

each unit of a multi occupancy buildlng.
Mr Robert Rosenthal testlfled for the Trlal Staff. He noted—‘

that based on a 1975 study, approximately 12 percent ‘of the dWelllng

unlts in the Phlladelphia area are master metered along w1th a majorltyky

of the.commerclal space. (Trlal Staff Statement No. RAR—l, P 10)

CMr. Rosenthal p01nted out that there is a 1ack of incentive to conserve

where the tenant does not pay for hls 1nd1vidual serv1ce.' Master'metered

apartment dwellers consume on the average 35 percent more energy than S

rndrv1dually~metered'apartment dwellers. In.Philadelphla one study
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(2) Automaticiadjﬁstiept eleeseé —,Noueieetric
utility maY;iﬁeréaeefany faté'pureueﬁt tb‘en,eutoé'
matieteajustment.ciedse.unieesveqch»clause_ﬁeeté”kv
the Tequirements of Section 2‘62{5("9.’) of this title.
(3)~ Iﬁfbrmation’to-consumers ;'Eaeh'eleétrie utility
bshall transmit to each of its: electric consumers in—':‘
formatlon regarding rate Schedules in. accordance with
‘the requmrements ‘of Section 2625(£) of‘this title.

»

" (4) Procedures for termination of electric service -

mehﬂncﬂﬂﬂymyﬁmhﬂed%mks%ﬁwta_  '
any electric consumer except pursuant to. procedures‘1;
descrlbed in Section’ 2625(g) of this tltle.~-‘
(5 Advertlslng - No electric utlllty may recover

:vfrom any person other than the shareholders (or t:
'other owners) of ‘such utility any direct or indlrect

’ expenditure by such,utility for promotional or politi~
cal advertlslng as deflned 1n Sectlon 2625(h) of thls

~t1tle.

Master Metering

Under the'PURPA'standards‘separate meteringlshall be determined
appropriate for any new bullding 1f there 1s more than one unlt 1n the

-building; the unit's occupant has control over a portlon of the electrlc ?kf>7 ;




5 . e L : S ey : RS

showed that-master—metered apartment'dwellers:consumed 60‘percent more“,::f

energy. . Mr. Rosenthal recommended that master meterlng be restricted to i

a -

current locations for re51dential serv1ce and that new residentlal
buildings be requ;red to have indlvidualumetering for each-dwelling~ﬂ1¢g;’f
unit. His recommendation with respect'to conmercial'buildingsfwas

different. He felt that the relatively small amount of . thls expense and

‘its tax deductible status for commerclal operatlons would affect the

conservation effect from 1ndiv1dual~meter1ng. In-addltlon, general

commercial bulldlng “design mlght well cause problems in 1mplement1ng

 master metering.- For these reasons, he concluded that the PURPA standards g

should not be adopted for commerc1a1 applicat10n.>:
Mr. Rosenthal stated however, that there was no basic dlf—
ference between his recommendations and those of Mr. Williame (Tr. 2177)
I recommend that this standard be adopted for service to |

re31dential dwelllngs, but, for the reasons given by Mr. Rosenthal, the

: standard not be adopted for commercial customers.;i:vj

Automatlc Adjustment Clause

The PURPA Standard for automatic adJustment clauses requlres
that the clause be determlned at- least every four years to prov1de
1ncentives for efflcient use of resources. In addition,the clause is: to~

be rev1ewed at least every two years with respect to each utllity, to

o 1nsure the max1mum.econom1es in thoce operations to which the clause
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applies. Mr. Williams testified that the Commission under Section 1307(&)‘
has already established an annual audit procedure for the energy clause
to review fuel procurement procedures. Under Section 1307(e), each |
‘ utlllty must reconcile total fuel’ expense and revenues Both Mr. Williams
‘and Mr. Rosenthal agree that these procedures are in compliance with the :
second requirement of PURPA. k

©Mr. Rosenthal contends‘that'gnderkthe’cnrrent energy~clansekno hi;
factor operates as an incentive for efficient use of resources7(Trial'~v
‘Staff 'Statement No.‘RA’R—l, P. 16) Mr. Williams, however, believes that |

the Section 1307(d) hearings provlde a strong incentive to the utility

to purchase fuel at the'lowest.pOSSible;cost (PECO‘Statement,Nog RGWZfA,fr= A

p. 5

Mr. Rosenthal noted that the CommiSSion inVestigated the
. problems of 1ncentiVes at I D 214 and concluded there that inclusion of s
efﬁiciency incentives Within an energy or fuel clause was impractical 84/‘dlr

He recommended that the Commission not adopt‘the~PURPA standard since it

has already concluded that use of,efficiency‘incentives within an'energyek:,;:\‘;r'

‘clause could be counterproductive.‘ All other portions of the PURPA

standard are in agreement w1th current Commission pOllCY+ vHe»further P

84/ I.D. 214 concluded after 15 public hearings across the Common—‘lh
wealth resulting in 2, 290 pages of testimony c




noted that’I.D. 214 is'about'to‘be_reopened:ahdcthaﬁ this provides':;”
another opportunity to reexamine the potential'forfefiiciency incen~
tives., -

I recommend that the Commission not adopt this standard

Information To Consumers

The PURPA Standard requires that the Company on an annual

basis supply each electric consumer a clear-and conclse’explanatlon of-'”‘

the existing rate ‘schedule and any rate schedule appllcable to the

consumer. The explanatlon,must be- provided to new customers With1n~ :

30.days of JOlnlng the system and each consumerpmust'be 1nformed~of any .

‘change within 30 days of application for suchiChange.

‘Mr. Williams :ioted “that with’in 30 days of ~joini’ng’ the "system,

a new re51dent1al ‘customer receives all appllcable residential rate.

schedules.. Wlthln 30 days after appllcation for a rate inecrease is.

filed, the company'sends each customer a notlce of" the increase 1nc1ud1ng G

the effect on an average residential bill. vAdditiOnally, each customer

is offered on'an~annual~basis,‘a copy ofathe Consumer’Bill offRights"

S Mr. Rosenthal noted that except for»annually 1nforming customers‘ o

of rate schedule availablllty, the PURPA requlrements are not dlfferent
from current-operating,procedures. Mr. Rosenthal‘recommended that the
PURPA standard should be adopted sincefcorreot statutory regulationa afe”

in compliance and were formulated within the PURPAﬁguidelines.'"The,"
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additional requirement of 1nforming consumers annually of their own and d‘

pther appllcable rate schedules will contrlbute to a better informed

consumer.

The standard should be adopted and PECO directed to bring its BRI

operating procedures 1nto compllance.\

Termlnatlon of Servmce

_ The applicable PURPA Standard regarding termlnation of service‘

¥

requires that no electric service may~be‘terminated,unless reasonable

prior notice is ngen to the ‘consumer and the conSumer has a reasonable

opportunity to dispute the‘reasonijor‘such termination. . It also pro-
hibits termination when it would be especiallyydangerOus‘to;health:and_
the consumer shows that he is unable tofpay in~acc0rdance with the

company's bllllng or that he can pay only in 1nstallments.k

Mr. Willlams testified that the extensive service termlnation~7

procedures established as a result of 76-PRMD-1O equal or exceed those’

designated by‘PURPA.

Mr. Rosenthal also referred to the Commission's inmvestigation

at 76-PRMD-10 and noted that the7investigation at,tﬁat docket coﬁtained,~

~ publie heariﬁgs throughout the Commonwealth. PECO's tariff (Supplement"

" No. 85 to Tariff Electric Pa, P. U.C. No. 24) 1s in compllance with
76-PRMD—10. Mr Rosenthal recommended adoptlon of the PURPA standards,‘

notlng that PECO Would be in compllance

The standard should be adopted and PECO found to be 1ntcom—iyl S

_plidance.
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Advertising

Under the applicable,PURPA Standard no electric utility may
recover from ary ratepayer any direct or lndirect exnenditure for promo—:,tdt
tional or political advertising. AdvertiSing is defined as the commercial,
use, by an electric utility, of any media, including newspaper printed
matter, radio and television, in order to transmit a. message to a substan—i‘
~tial number'of members»of,the public or to the utility s consumers.
Political edvettising is defined as any edVertising fofbtﬁe purpose ef
influeneing public opinionfwith respect.to.legislative;kadninistrative

or electoral matters‘or’With respect to any cbntroversiel issuekeﬁk
‘publie importance. Promotienal;advertisiné‘means edVettieing’forfthe ‘ ,
purpose,of‘encouraging’any‘person t0»se1ect er]use;the service'er addi—[‘
tional serviee of an electric utility or the seledtion'or installetien ‘
of any appliance or equipment de61gned to use the utility g service. 3i
The Act specifically lists 51x types of advertising‘which are deemed not
to be political or promotionel.‘ They are:

1. | adpertising which'inietmsieleet:icdconsuners

howtghey cendeonserVe'eneféytor can'reduee l
‘peak demand for electrie enefgy; i
2. advertising required by law or regulation,,:‘
including advertising required under Pert 1
of Title II,ef;the_NationalpEnergy;Conserya—i

" tion Policy Act;




ﬁi"l.faf   ’.;‘1 -»lu'f 'ff'#d,ffhf{l'fi_fd ,

3L advettising regarddng sefvice interruptions;
| vsafetYLmeesnres or emergency conditions}“
k. Aadvertlslng c0ncern1ng employment opportunl— »
ties with such utility, »,J~ |
5. advertising which promotes the‘useiof energy‘
‘ efficient‘appliances;-egnipnentiot:setnices;
6. keny explanationfof jnstifdeetion;of”existing_'
4,ot prooosed'rete'sehednles;ﬂorfnotifieations =
of hearings thereon. | v
Mr Rosenthal stated that Part l of Tltle II of the Natlonal
Energy Conservatlon Pollcy Act subtitled the Utility Program, will deal’
with re51dential conservatlon measures; Expenses for thls advertlslng
would be greater under the PURPA standard than the past Commission P
allowance. Mr. Rosenthal recommended adoptlon of the: PURPA Standard
er Williams stated hlS belief that the company does not engage in any
polltlcal promotlonal or 1nst1tut10nal advert131ng as defined 1n the
Act. (PECO Statement 2A “Pe 6) i
' OCA requests the Gommiseion to adopt thie standard and requests
- that the Gommission find ‘that the company has complied with the promo~ i
'.tionel advert1sing standard but defer any declsion on' whether PECO has.:x

complled with this standard untll a decision has been reached in the S

proceedlng at Docket No C—78080549 ggystone Alllance, et al. v. S e B

lPhlladelphla Electrlc Co (OCA Brlef PP 102-13)
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CEPA urges adoption of the PURPA Standard An this area. ’;Ini
‘addition it claims that the record here shows expenditures of $661 172

for political advertising and requests that this amount be eliminated

from claimed operating expenses. Flnally, 1t requests the 1nstitution Jf["""f“

of an 1nvest1gation to assure that all expenses associated with political wt
advertising can be identified and charged below the lineSS/ (CEPAt f |
Brief, pp. 101-04). == | | |

‘There is little controversy over’the promotional advertising
standard.  All parties agree that it should be adopted and that PECO |
complies w1th its requlrements. I recommend to the CommisSion that it ,
be adopted
86/

The area of political adverti51ng is more controversial

First, it should be noted that we are not discu551ng "politlcal" adver-

tising in terms of polltlcal elections. ~That, of course, 1s'a below the ;f(p'tl

line 1tem. The dlspute arises here over expenditures promoting one v1ew

in a controver51al.matter, nuclear energy.

85/ "Below the line" is a term used to mean that the shareholders,.not
- the ratepayers bear the cost.

86/ It should be noted at this point that the Commis51on has congidered Qdi‘

- the issue of controversial advertising at length and has failed o
_adopt any policy. See 76-PRMD~6 P . : &
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- For the—reasons‘detailed below;uI recomnend‘that the Conmission
not adopt ‘that part of the PURPA standard which addresses advertising
"with respect to any controver31al issue of public importance.r Instead
I would recommend that the Commission consider adopting a policy of
permitting a small lump—sum allowance (such as one-half of ‘one percent ‘
to one percent of revenues) in operating expenses to cover. all institu~ :

: 87/
tional advertiSing I can think of nothing more fruitless from the

standpoint of this Commis51on, dts staff, the company and its ratepayers'

than spendlng valuable time poring over specific advertisements and

attempting to decide what portion should be allowed as an appropriate

advertisrng expense., Surely the time thus spent could be put to better 1cp“"

use with a higher,pay~back ratio»to~consumer55‘

The traditional prohibition against'political advertising
belng borne by ratepayers arose during the debates on public,versuS'ff
privately-supported~power. In,such a case there Was no question that
the advertlslng 1nvolved was obviously for the benefit of the.stockr
holders. ' Today, however, the issues are much more complicated and ’I
believe, it is in therultimate interesthof;the,ratepayer that-all pointsf

of view be'presented..‘There‘are'no simple answers to such questions as

. 87/ Instltutlonal,advertlsing is a rather amorphous phrase covering such“

things as advertising associated with 1mplementation of the National
Energy Conservation Policy Act, safety, meter readlng, plans for
changes and 1mprovements in servmce, ete. c fa




the comparétive safetyhehd economics of.nucleariverSus foséiifueledi
generation. Nor can it be simply stated as 'some parties do here; that
the advertisements on- this subJect are: prlmarily for the bEHEflt of
utlllty stockholders. Nothlng 1n the record here shows that this is the .
case and such a view is extremely‘difficult to meintain with respect to
utilities plans to build extremely costly nuclear plants, for- example;“
when the companies are forced to finance that construction, in part, by :
selling their ‘commorn stock‘below book Value. §§/ There is a definite
ratepayer interest in a free and fair public discussion of the issues
and that utmlities have an,important contribution to meke regardless of
whether one agrees with the content of their messages An any SPECIfiC‘
instance. | | |

The contentien that coSts’of‘sueh advertisemehts;sheul&;be,pﬁt "
below the’line.has been answered,by'ChairmanrAlfred’E; Kahn;in,his_
separate dissenting and COnenrriﬂg'statement to the‘NeweYork State

Public Service Commission's Stetement of Pciicy on,Advertising and'

Promotional Practices of Public Utilities (issued February 25, 1977)

There he stated

88/ See, e.g., Long Island nghting Co,; Case 26887 (Order'lssued May 28, ,yk‘e'
1976), mimeo . p.9 New York Publlc Serv1ce Commlssion. RSN
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.+ » . Since we set our allowance for return
on equity at something close to the minimum cost
of capital, and most companies in the state are
in any event earning something short of that
amount, any continuation of such "disallowed"
expenditures by utility company managements would _
in principle require us to-raise the return on :
equity allowance correspondingly. ~In these
‘circumstances, telling companies to put: certaln
expenditures "below the line" comes out either to
telling them to stop making the expendltures
entirely, or is essentlally cosmetic - and a
trifle ingincere. , . . S

I would have been happy to go along with the
resolutlon of this delemma proposed by Commis-
sioner Berlin to the RG&E and LILCO cases -- namely
that utility companies be required to provide equal
support for the presentatlon of opposing viewpoints.
A reading of the responses to our call for comments
‘on this subject persuades me, however, that his
proposed requirement would expose us to- endless
litigation; I reluctantly conclude that its admln-,'
1strat10n would be 31mply Impractlcal.,

In these circumstances, my own preferente

~would be to extend the modest lump—sum allow=-
ance we have decided to provide for institu-
“tional advertising to cover discussions of
general public policy issues such as the
desirability of nuclear power as well. The
logic, I suggest, is ‘the same: company manage-
ments are likely to feel a continued obligation
to present their views on the merits of nuclear
energy; they are likely to feel that. this is in
the interest of their ratepayers, possible more
 than their stockholders (who hardly benefit. _
- when companies -must sell stock below book value
 in order to finance these extremely costly

" plants); and I would be inclined to agree.




Following this same reasoning, I repeat my
extreme satisfaction at the Commission's resolu-
tion of the issue of institutional advertising. R
Our decision here is both sensible and non-
idealogical. We decline to cater to the vulgar
view, often. demagogically expressed, that public . -
utility companies have no right to communicate
with their customers, or to answer the often
unjust criticisms to which they are subjected,
and that if they wish to do so, the expenditures
should be placed "below the line" -~ an expedient

 that is in my Judgment something of a sham.

. The speciflc items which CEPA proposes to eliminate for

operating expense are listed below

Item

‘Peach Bottom & Limerick
Information Center

Films

Written Materials

Dues paid to indﬁstty_
lobbying associations
(EEI and AIF)

Energy education progiam

"Three Mlle Island"
pamphlet

TOTAL

Cost.

$137,891

28,175

38,000

193,000

260,809

3,207

- TeeL 17z
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' ‘Locatlon in Record

- CEPA- Exhlblt 2

Attachment 7

n_CEPA Exhibit 2,
- Attachment 4

:'CEPA Exhlbit 2,

Attachmeuts 3-3;

Tr. 1737-8

,CEPA Exhibitf 3

CEPA Exhibit 6-8

: Tr. 1478

. CEPA Exhibit by
o TEL465-70
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?ECO responds that none of these items fall within the deflnl— 'ti'f

tion of politlcal advertlsing contained ifi the PURPA standard (PECO

vReply Brlef, p 50) 31nce none 1nvolve the commerc1a1 use of the medla to

transmit a message. PECO states that it incurred these expenses for

_educational and 1nformatlonal purposes; the program and written material =

were not transmitted by the commerc1al use of any media rather but were
made available to persons and groups upon their request.

Upon reviewing the record here I am in basic agreement with -

the company. The only items I find which might violate the PURPA. standards;tjjtw’-”'“stvf

are advertisements placed in newspapers by the Edlson Electr1c Institute

(EEI) and the Atomic Industrlal Forum (AIF) Since part of PECO's dues

paid for these advertlsements, 1t would seem to fall thhln the PURPA

prohlbltlons The amount of PECO's dues to these trade assoc1at10ns

~ which went toward paying for these adVertisements has not been determlned G

" on the record but can be deseribed as de minimis., Even if all of

PECO's dues to EEI and AIF went towards nucleer advertising, a,contentlon

absurd on its face, the amount involved wnuld be $l93 000 less than ';*-7
89/ , :

‘0.0ZA’of revenues.

In the event the Cdmmission:adopts'tﬁe'?URPA:Standerdenon
political advertising;‘llrecemmend thatuPECO,be‘fOund~in suﬁstentieifgi~

compliance.

89/ Tor every $100 of revenues, less than 2 cents goes to EEL and AIF,

Cowase e




X1V, 'CO‘NGLUSIOl\I'

Upon review of the record here, I conclude that Philadelphla
Electrlc Company has shown the need for additional revenue‘relief of
$79 871,000 (TabLES'II“IV)“ The ‘amount of rate relief recommended
almost $80 000, OOO, although large in absolute terms, is the lowest

reasonable amount that can be supported‘on thiS“record. This amdunt‘isf

based on actual costs which the company is now or will experience during~,.

the time the rateS'set here are in effect. It is based on the lowest
reasonablekvaluation of PECO's investment, reflecting plant Which is
used and useful to the ratepayer consistent w1th actual operating coad1¥_f71
tions and the high standards of service which PECO 'S customers have comei
to expect. The return recommended reflects the minimum necessary so as’

not. to 1mpa1r the utility 8 financial integrity

PECO has been experiencing the devastating economic effects of\.k

inflation and high Interest rates like every other consumer, but unlike
,other retailers WhO may gradually and continually pass on. cost increases,
PECO can only do so Wlth this Commlssion s approval. If this Comm1351on |
has been doing its job in paring PECO g earlier rate requests to the :

bone, there is little Toom for the company to absorb cost increases and

still maintain high levels of service. Therefore, when a rate'hike'; i'f~ L

~comes, it necessarily is substantial.
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Rates must reflect economlc realities and eventually, they‘
will. ThlS will either come through a series of gradual moderate
increases which will permlt the malntenance of existing service stan—lk
dards -and at the same time cause the minlmum disruption poss1ble to;f-:'
ratepayers budgets or 1t W111 come only after con31derable trauma,ﬁ.
nece531tat1ng laroer 1ncreases than otherw1se necessary due to‘the . t 
veakening of the company s financial posture.o There can be no avoidance¥
of these costs, only a temporary postponement which will ultlmately ‘i
result in higher costs to consumers' | | |
THEREFORE, “
IT IS RECOMMENDED:
I. That the several complaintsrshall be ‘deemed dismissed
except as otherWise indicated heretofore.r k
2..' That Philadelphia Electric Company shall file, effective s)f
for service rendered on or after the date of entry of the i
Commission & Order, or within thirty (30) days there~f 7
after, as it may elect, tariff or tariff supplements
prepared in accordance with‘the,Recommended Decision,
containing rates‘designeduiniaccordance with the recom=
mendatlons herein regarding rate structure to provide
annual electric operating revenues of $l 244, 558 000,
exclu31ve of state tax adjustment surcharge revenues and

,'net energy clause revenues. R
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Dated:’

3. That Philadelphia Electfié Company'shailﬁfile detailed‘ 

calculatlons with the tariff filing which shall demon— ;
‘strate to the Commission '8 satisfactlon that the filed*
“rates comply w1th this Order. ‘
b, That the,tax-surcharge shall be computed in éccordancé
with. the State Tax AdJustment Surcharge Order of March 1b,

1970, as rev1sed

5. That upon the filing of tariff revisions acceptable to

the Commission as being‘in'compliance with the Commis-

~sion's Order, and‘upon‘Commissioﬁ approva1 of the tariff

réviéions5 the inquiry and inVestigétiQh at R-79060865, -

‘et al.,,shail be terminated and‘the‘reCOrd.marked‘cloééd;'“71"

Recommended to the Pennsylvania
Public Utility Commission

seph’J kvekornl")- '
Adminlst‘; ive Law Judge

Fébruary 29, 1980




