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 _BEFORE THE CRSREREERARE
PENNSYIYAMIS BuBric urInITY CoMMISsION

Township of Springdale : Docket No.
: C~00967749
V. :
Duquesne Light Company and :
West Penn Power Company : JLs

. ANTERIM ORDER ONE ==
PERTAINING TO PREHEARING AND POSTHEARING MATTERS

Background
On February 28, 1996, the Township of Springdale (in
Allegheny County), by counsel, filed a formal complaint with the
g PennsyIVania‘Public Utility Commission (Commission)'against Duguesne
Light Company and West Penn PoWer Company alleging, as follows:

On or about May 16, 1994 the Township of
Springdale, which pays electric bills for
street 1lights, forwarded petitions Signed by
over 200 residents of the Township of
Springdale requesting electric service from
West Penn Power Company. Currently the
individuals are served by Duquesne Light. Both
Duquesne and West Penn agree, in general, that
a utility has an obligation uncer current
public utility law to provide service upon
request from a person or persons within its
certified service area. The residents of
Springdale Township are located within the West
Penn certified service area. Duquesne and West
Penn are stalemated in the transfer of electric
service in the area over a dispute as to how to
calculate the  purchase price of the
distribution facilities of Duguesne in the West
Penn certified service area of Springdale
Township. West Penn proposes to purchase and
compute = the depreciated costs of the
facilities. It is our understanding that West
Penn's depreciated cost offer to purchase is
$149,774.00. Duquesne is not willing to sell on
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As a remedy, the Township of Springdale (Township or Complainant)

a depreciated facility cost basis. Duquesne
wants to sell on a different theory, namely
recapturing the burden of stranded generation,
transmition {sic] and other regulatory asset
costs. Copies of the May 27, 1994 letter of
John L. Munsch, Esquire of West Penn to
Solicitor Steve Yakopec, Jr. is enclosed as
well as a copy of the June 9, 1995 letter of
Larry R. Crayne, Chief Counsel to Duquesne
Light to John L. Munsch, Esquire. It is now
February of 1996 and this transfer of electric
facilities and services is at a standstill. The
residents contained in the petition originally
requsted [sic] a transfer due to the fact that
when problems occur with electric service the
residents call Duguesne Light Company. Duquesne
Light Company tells them that they don't
provide électric service to the residents and
to call West Penn Power. The residents then
respond that they are billed by Duquesne Light
and they in fact pay Duquesne Light for their
power. Long delays then occur while the people
at Duquesne Light try to figure how they are
servicing people in West Penn's service area.
The township residents then become frustrated
as they go this ([sic] every time there is a
problem. They would like to be serviced by West
Penn. :

seeks the following:

Please step in to the stalemate between
Duguesne Light and West Penn Power to obtain
the transfer of the distribution facilities
from Duquesne Light +to West Penn Power.
Additionally, please provide and preside over
the dispute concerning the purchase of the
distribution facilities by West Penn Power from
Duguesne Light. Duquesne Light and West Penn
Power can litigate this before the Public
Utility Commission as to the proper method of
payment.

On or about March 22, 1996, Duquesne Light Company (by

counsel) filed an answer and new matter to the complaint.? It is

t Exhibits A and B to the New Matter of Duquesne Light
Company (were unintentionally omitted from the pleading and) were
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averred in the answer, in part, as follows:

[3.] 4. Adnitted. Duguesne admits that
Springdale is physically located within the
borders of West Penn's certificated service
area. By way of further response, Duquesne
subnits that it lawfully provides service in
Springdale pursuant to Articles of Agreement
dated April 16, 1917 between Duguesne and West
Penn. These Artlcles were approved by the
Public utility Commission ... in a Certificate
of Public Convenience dated June 27, 1923.

ek

£. Admitted. Duguesne has not
accepted West Penn's offer to acquire
Duguesne's distribution facilities at
depreciated book value. Dugquesne has calculated
that the distribution facilities West Penn
proposes to purchase have a depreciated cost of
$149,774.00. Duguesne submits that appropriate
compensation for the transfer of the Springdale
customers should reflect the generation,
transmission, and other regulatory asset costs
which will become stranded as a result of the
transfer of these customers. West Penn has so
far refused to pay such costs.

It is averred in the new matter, in part, as follows:

14. This Commission has also stated on
several occasions its support for the concept
of stranded cost recovery in the electric
utility 1ndustry In a recent Opinion and Order
publlshed within  the context of this
Commission's ongoing investigation into
electric power competition, this Commission

cited the fellowing language of the statement
of the Massachusetts Department of Public
Utilities:

Responsible policy must provide
electric utilities a reasonable
opportunity to recover net, non-
mitigatable stranded costs during the
 transition period ... [sic] Such a
policy is in the public interest.

filed on or about April 2, 1996.
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mitigatable stranded costs during the
transition period ... [sic] Such a
policy is in the public interest.

Opinion and Order, Investigation into Electric
Power Competition, Docket I-940032, published

at 25 Pennsylvania Bulletin 4283, 4287 (Oct. 7,
1995) .

15. This Commission‘has also expressed
its strong agreement with FERC "that the
recovery of legltlmate and verifiable stranded
costs is critical to the successful transmtlon
of the electrlc utlllty 1ndustry oL [g;g]

Uti

Commission to the FERC's Su lemental NOPR on
Recovery of Stranded Costs, Doc. __ No.
RM94-7-001, at p. 66 (Aug 4, 1995). This
Commission has also endorsed the FERC's finding
that direct assignment of the stranded costs to
departing customers is the appropriate method
for recovery of such costs. Id. at 70. This
Commission has also stated its agreement with
the principle espoused by the FERC, [sic] that
stranded costs should never be borne by the
remaining customers or by the utility
shareholders. Id. at 71. Finally, this
Commission has also expressed its agreement
with the '"reasonable expectation" standard
adopted by the FERC in its analysis of whether
to allow recovery of stranded costs. Id., at
66.

On -or about March 25, 1996, West Penn Power Company (by
counsel) filed an answer and new matter to the complaint. It is
averred in the new matter, in part, as follows:

9. West Penn and Duquesne have had a
general course of performance whereby customers
served by Duquesne in West Penn's service area
are transferred to West Penn, upon the
customers' request, and the facilities serving
the customers are transferred by Dudquesne to
West Penn at a wvalue representing trended
original cost minus depreciation.

10. West Penn and = Duduesne have
communicated concerning the requests of the
Township of Springdale residents. Duguesne has
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identified 221 customer accounts that would be
subject to the transfer. However, Dugquesne and
West Penn have been unable to come to terms
over the price to be paid for transfer of the
facilities. In general, West Penn is willing to
pay a value representing trended original cost
minus depreciation. Duguesne, on the other
hand, wants to transfer the facilities at a
value reflecting a purported burden of stranded
generation, transmission and other regulatory
asset costs. Duguesne has not been [sic]
guantified its "stranded asset" value.

11. Recovery of stranded cost is not
applicable to Duguesne's transfer of facilities
serving Harwick Village. Duquesne's service to
‘Harwick Village was finite in terms of time and
‘was dependent upon factors under the control of
Duquesne  or its  affiliates. Duguesne's
investment to serve Harwick Village was made at
its own risk.

On or about April 1, 1996, West Penn Power Company (WPPC
or West Penn) filed a reply to the new matter of Duquesne Light
Company: (DLC or Duquesne).? The reply includes the following
averment:

12. The statements contained in New
Matter paragraph 12 constitute legal arguments
and therefore need not be admitted nor denied.
By way of further answer, West Penn submits
that recovery of stranded investments, if any
exist, by Duquesne is inappropriate where the
investment was made in an area outside
Duquesne's service area. In the alternative,
West Penn submits that all Duquesne's arguments
concerning reasonableness of recovery of its
costs are premature, because Duquesne has not
guantified in dollar terms its claimed costs
[and, therefore, "as a practical matter, has
blocked the transfer of the customers" (e.g., 1
7.

By notice to the parties, dated May 31, 1996, a prehearing

It
s

On or about June 5, 1996, the Township of Springdale also
filed a response to the new matter of Duguesne Light Company.
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Pennsylvania, with ALJ James D. Porterfield as the assigned
presiding officer. The notice advised the parties that Charles
Hilmer, Jr., Mediator, would participate in the prehearing
conference telephonically.

- By letter dated June 5, 1996, counsel for the Township of
Springdale indicated that based on the admissions contained in the
answers.ahd new matter filed by the respondents (indicating that the
only matter at issue is the appropriate method of calculating the
purchase price of the invoslved facilities) that the Township would
have only limited participation in the proceeding.?

For the scheduled prehearing conference Stephen Yakopec,
Jr., Esquire, entered an appearance on behalf of the Township of
Springdale. John L. Munsch, Esquire, entered an appearance on behalf

of West Penn Power Company. Richard S. Herskovitz, Esquire, entered

an appearance on behalf of Duquesne Light Company‘ And as scheduled,

Charles Hilmer, Jr., Mediator (Office of Administrative Law Judge)

participated in the prehearing conference as a potential or

prospective mediator.

Prehearing memoranda were submitted on behalf of both DLC
and WPPC.* The prehearing memorandum of DLC indicated that inasmuch
as the primary issue in the proceeding is the compensation due to

Duquesne for the transfer of facilities, DLC had no objection to a

! The letter was identified and admitted into the record as
Pownship Pre-~hearing Exh. No. 1. (Tr. 23-24)

4 The memoranda were respectlvely identified and admitted
into the record as DLC Pre-hearing Exh. No. 1 and WPPC Pre-hearing
Ext. No. 1. -
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preliminary order directing it to immedistely transfer the
Springdale customers and facilities to West Penn. In addition, DLC
sdught a stay of the remainder of the proqeeding‘(until April 1997)
because it had not calculated a "final figure" due to it as stranded
costs primarily *"because the Commission had not yet defined the
components of such a calculation®:

In light of the above, Duquesne requests
that the determination of its compensation for
the transfer of its customers and facilities to
West Penn in this proceeding be stayed until
April 1997, at which time Duquesne anticipates
that its recovery plan will be developed and
filed with the Commission pursuant to the
above-referenced [Commission] Report.® No party
will be prejudiced by such a delay in this
proceeding inasmuch as the actual transfer of
the customers and facilities will have already
taken place by virtue of the Preliminary Order
recommended above. In addition, Duguesne is the
only party that will be due any compensation
for this transfer, and it is willing to defer
the determination and receipt of that amocunt
until next year. [Footnote added.]

DLC indicated that it did not desire mediation of the dispute "at

this time.®

The prehearing memoranhdum submitted on behalf of WPPC,
among other things, suggested a time-table for discovery, the

exchange of prepared, written testimony etc. That schedule was, for

the most part, agreed to by the parties and is reflected hereafter.
During the prehearing conference, it was determined at an

early stage that, given the "hard" opposed positions of Duguesne

2 West Penn contends that the concept of stranded costs is
not applicable in this matter because the involved assets are not

assets ‘that are devalued because of generation competition, as

contemplated in the Commission‘'s Report. (See, for example, Tr. 13)

-
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Light Company and West Penn Power Company, the Commissidn's
Alternative Dispute Resolution (ADR) process was inappropriate to
resolve the mattérs at issue. (Tr. 15-17; 52 Pa. Code §69.392)

The stay of the proceedings sought by‘DUquesne Light
’Company was denied. It did not appear reasonable, from West Penn's
business perspective, to immediately transfer Duguesne's facilities
and‘to have West Penn begin‘Sefving the inv01Ved ratepayers, subject
to a later determination of the purchase price of the facilities;
among other things, notes West Penn, it is uncertain as to which
party or parties will bear the burden of stranded costs if they are
recognized in the subject proceeding. (Tr. 12~14)

There was considerable discussion off the record about
whether a certified question to the Commission regarding the
applicability of the stranded cost concept would expedite the
subject proceeding. (Tr. 19-20) In view of the stated positions of
the parties, a certified guestion to the Commission did not appear
- necessary or appropriate.

THe impromptu statement by counsel for DLC and WPPC on the
~record is helpful to apprehend and appreciate the statement of
issues provided by WPPC in its prehearing memorandum. DLC offered
the following summary of position, regarding stranded cost recovery,
on the record (Tr. 20): |

' , Just simply wiﬁhout getting into the

details, number one, as I mentioned and it was

mentioned off the record, we feel it is tied

into competition, the stranded costs that we

would claim in this case.

Even if it is not tied into the
Commission's official competition proceeding,

8
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Duguesne's position is that it is still
entitled to stranded costs recovery regardless
of how the Commission determines stranded costs
and how you calculate it. We feel that we are
entitled to it and it doesn't have to be tied
into the Commission's proceeding.

If we are to proceed, we will present ouxr
own version, basically, of what we think the
stranded costs should be and why it is
applicable in this situation.

In response, the following summary of position was offered on behalf

of WPPC (Tr. 21):

West Penn Power's position with respect to
Duquesne's attempt to recover stranded costs is
that we are talking about monopoly retail
service territories and if Dugquesne Light was
serving outside its retail service territory,
it was doing so at its own risk, and it was its
own unilateral actions in the 1960s to cease
controlling Harwick Mine that caused the
territory to no longer come under Duguesne's

- eontrol.

Therefore, Duguesne Light could have no
assurance under the old regulatory compact of

recovery of its costs of serving the Township,

and West Penn's position is that West Penn is

willing to pay in accordance with the prior

course of conduct between Duquesne and West

Pennn an amount representing trended original

costs minus depreciation, which comes to

approximately $149,000.[00].

The transcript of the prehearing conference is 25 pages
in length.

By notice to the parties, dated July 29, 1996, the initial
evidentiary hearing is scheduled for December 10, 11, and 12, 1996,
at 10:00 AM, in the 11th Floor Hearing Room, Pittsburgh State Office
Building, 300 Liberty Avenue, Pittsburgh, Pennsylvania, with ALY

James D. Porterfield continuing as the assigned presiding officer.
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A. DISCOVERY

The consensus of the parties at the prehearing conference
was that discovery could be completed by September 20, 1996, that
is, approximately sixty (60) days from the date of the prehearing

conference.

B. DISTRIBUTION OF PREPARED TESTIMONY'
| 1. All parties shall serve written direct testimony on
or before October 18, 1996.
o2 All parties shall serve written rebuttal testimony
on or before November 15, 1996. |
3. Parties shall serve any written surrebuttal testimony

 on or before November 29, 1996.

WPPC in its prehearing memorandum sets forth the following
- matters as being at issue: |

1) It must be ascertained which of the
258 residents who signed the two petitions are
within the affected area.

S 2) Duguesne's right and duty to serve
the area of Harwick Village ceased when
Duquesne's operation of its mine ceased.

3) The issue of "stranded costs" raised
by Duguesne to increase the transfer price of
its facilities is inapplicable. The concept of
stranded cost is inapplicable because the
investment was made at Dugquesne's sole risk.

4) The Commission has recognized that
[gi¢] in its Report and Recommendation on

®  The dates provided are intended to mean that the relevant
documents shall be in the appropriate party's or parties' "hands"
~on the date(s) specified.

10




- e o
?
E
l
|
;

Electric Competition at Docket No. I-940032,
issued July 3, 1996, that stranded costs may
not be recovered absent statutory changes to
the "used and useful" standard of Section 1315
of the Public Utility Code. (Report p.4)

5) Even if the concept of stranded cost
were a legitimate issue, the facilities
Duquesne would claim to be "stranded" do not
fit the definition of the term applied by the
Commission in its Report of July 3, 1996. The
Report states at page 22 that MCommission—
authorized recoverable stranded costs must be
limited to costs which have decreased in value
as a result of the change to a competitive
generation market." The facilities arguably
stranded here are stranded due to a terrltory
dispute prior to beginning of competitive
generation.

6) West Penn and Duguesne have had a
course of conduct in exchanging distribution
facllltles in areas where one utility was
serving outside its service area. In those
1nstances, the transfer price was trended
original cost minus depreciation, which in this
case would amount to $149,774.00.

D. RIEFT CHEDULE_ AND OTHER MATTERS PF ING TO B FS

1. Main Briefs, in compliance with 52 Pa. Code §5.501,

. et seqg., shall be due and delivered to relevant parties no later

- than Friday, January 31, 1997.

2. Reply Briefs, in compliance with 52 Pa. Code §5.501,

ét,geqt, shall be due and delivered to relevant parties no later

than Friday, February 14, 1997.

3. Each party filing a brief is directed to serve a copy
of the filed brief on the presiding officer, by the due date
specifiéd,above,»at the following address: ALJ James D. Porterfield,
Pennsylvania Public Utility Commission, Room 1103, Pittsburgh State
office Building, 300 Liberty Avenue, Pittsburgh, Pennéylvania 15222.

11
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of the filed brief on the presiding offiCer, by the due date
specified above, at the following address: ALJ James D. Porterfield,
Pennsylvania Public Utility Commission, Room 1103, Pittsbﬁrgh State
Office Building, 300 Liberty Avenue, Pittsburgh, Pennsylvania 15222.

4.  The parties' briefs shall include, in addition to the
requirements of 52 Pa. Code §5.501(a), (1) a statement of the
questions involved, (2) proposed findings of fact with references
to transcript pages or exhibits where evidence of the purported fact
exists, and (3) proposed concluSions of law.

5. To the extent practical or convenient to any party

or parties submitting briefs, a settlement petition, or proposed

ttlement, it will be appreciated and helpful to the assigned

' presiding officer, if the parties will provide the presiding

officer, along with the official hard copy of the party's brief or
settlement documents, a computer = diskette containing a
representation of the brief or settlement documents. Some version

of WordPerfect is the preferred format.

E. IISCELLANEOU TERS

1. The record in the proceeding shall be closed on

February 14, 1997.

Date: September 6, 1996

12
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Phone: {412} 393-6000
Fax: - {412)393-6645

October 2, 1996

‘Mz. John G. Alford, Secretary

" Pennsylvania Public Utility Commission

Post Office Box 3265

North Office Building

North Street and Commonwealth Avenue
- Harrisburg, Pennsylvania 17105-3265

Re:  Township of Springdale v. Duquesne Light Company
' and West Penn Power Compuny
Pa. P.U.C. Docket No. C-00967749

Dear Secretary Alford:

Enclosed for filing in the above-captioned proceeding are an original and two (2)
copies of a Certificate of Service evidencing service upon the parties of Duquesne Light
Company’s Answers to West Penn Power Company’s First Set of Interrogatories and Request for
Production of Documents.

Thank you,

Very truly yours,

Corporate Attorney

RSH/mjp:062CKXA "~ 7 = = “ot
Enclosures

- cer  John L. Munsch, Esquire (w/enclosure)
Stephen Yakopec, Jr., Esquire (w/enclosure)
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Before the ‘\»f atad

PENNSYLVANIA PUBLIC UTILITY COMMISSION ______ ... g
a6 00T -7 1 32

300303 -
TOWNSHIP OF SPRINGDALE )  PROTHND RS GFFICE
V. ; Docket No. C-00967749
 DUQUESNE LIGHT COMPANY f ;
i\1>\nz§}:s;rPENN POWER COMPANY )
 CERTIFICATE OF SERVICE

I hereby certify that I have this day served Duguesne Light Company’s Answers to

‘West Penn Power Company’s First Set of Interrogatories and Request for Production of

- Documents, numbers 1-22, upon the participants, listed below, in accordance with the

requirements of 52 Pa. Code § 5.343(d).

Stephen Yakopec, Jr., Esquire
1706 Fifth Avenue
Arnold, Pennsylvania 15068

John L. Munsch, Esquire
West Penn Power Company
800 Cabin Hill Drive
Greensburg, Pennsylvania 15601

Dated this 2nd day of October, 1996.

LS NewattorZs
Richard S. Herskov@squire
Corporate Attorney
 Duquesne Light Company
411 Seventh Avenue, 16-006
P.O. Box 1930
Pitisburgh, Pennsylvania 15230 1930




Legat Unit

411 Saventh Avenue

P.O. Box 1930

Pittsburgh, Pennsylvania 15230-1930
Phone: (412) 393-6000

Fax: = (412)393-6645 ) Writer's DIRECT DIAL Number:
(412) 393-6129
g oy
October 17, 1996

Mr. John G. Alford, Secretary :

Peonsylvania Public Utility Commission 2

Post Office Box 3265 D07 23 10
~ North Office Building Ve
- North Street and Commonwealth Avenue SR

Harrisburg, Pennsylvania 17105-3265 , i L wili L, it

Re: T ownship of Springdale v. Duquesne Light Company
and West Penn Power Company
Pa. P.U.C. Docket No. C-00967749

Dear Secretary Alford:

Enclosed for filing in the above~capt1oned proceeding are an original and two (2)
coples of a Certificate of Service evidencing service upon the parties of Duquesne Light
Company’s Supplemental Answer to West Penn Power Company’s First Set of Interrogatories
- and Request for Production of Documents.

Thank you.
Very truly yours,
Richard S. Hers oVit
' Corporate Attorney
RSHMjp:066CXXA '

Enclosures

| cc:  John L. Munsch, Esquire (w/enclosure)
Stephen Yakopec, Jr., Esquire (w/enclosure)




Before the
PENNSYLVANIA PUBLIC UTILITY COMMISSION

TOWNSHIP OF SPRINGDALE

)
) ‘
" ) Dacket No. C-00967749
) E
DUQUESNE LIGHT COMPANY }
and )
WEST PENN POWER COMPANY )
CERTIFICATE OF SERVICE

1 hereby certify that I haveg this day served  Duquesne Li‘g‘ht 'Compa‘ny’s
Supplementa! Answer to Number 22 of West Perin Power Company’s First Set of Interrogatories
and Request for Production of Documents, upon the participants, listed b_eléw, in accordance
with the mquiremen,ts of 52 Pa. Code § 5.342(d). |

Stephen Yakopec, Jr., Esquire
- 1706 Fifth Avenue
Arnold, Pennsylvania 15068

John L. Munsch, Esquire
West Penn Power Company
800 Cabin Hill Drive
Greensburg, Pennsylvania 15601

Dated this 17th day of October, 1996.

ETER £ W

Richard S. Hersko Esquire
Corporate Attorn ‘
Dugquesne Light Company
411 Seventh Avenue, 16-006
P.O. Box 1930
Pittsburgh, Pennsylvania 15230- 1930

‘zg@ e
" oLT 25 %
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Allegheny Power
800 Cabin Hilt Drive

Greensburg, PA . 15601-1689
Phone: {412} 837-3000 -
FAX: - (412) 838:6177 W

LEGAL SERVICES

Writei’s Direct Dial No.

October 17, 1996

Mr. Jdohn G. Ajford, Secretary
Pennsyvlania Public Utility Commission
P. 0. Box 3265
Harrisburg, PA 17105-3265

RE: Township of Springdale vs. Duquesne Light Company and

West Penn Power Company
PA Public Utility Commission Docket No. C-00967749

Dear Secretary Alford:
' Enclosed piease find for filing on behalf of West Penn Power
Company a copy of the cover letter and certificate of service for Testimony of
R. A. Phillips which were filed with the presiding officer in the above-
captioned proceedwng
Very truly yours,
Cmf:" Fipnn 5 %‘?ms »m—*\-s.
gyhn L. Munsch

JLM:bb ‘

Enc1o§ure

¢: Certificate of Service




- LEGAL SERVICES : ‘ A AﬂeghenyPower

800 Cabin Hill Drive
Greensburg, PA 15601-1689
Phone: ({412} 837-3000
FAX: = (412) 838-6177

Writer's Direct Dial Nb. 412-838-6210

October 17, 1996

'UPS_NEXT DAY DELIVERY 4 ”'fﬁ ‘?*?ﬂ
James D. Porterfield » Jﬁf & <X BB
Administrative Law Judge *§§ 4

Pennsylvania Public Utility Commission iR Ugygmgg@

1103 Pittsburgh State Office Building ‘

300 Liberty Avenue SRR D o UFFICE
Pitsburgh, PA 15222 pubiic Utility Gommission

RE:  Township of Springdale vs. Duquesne Light Company and
- West Penn Power Company
PA Public Utility Commission Docket No. C-00967749

Dear Judge Porterfield:

Enclosed please find for filing on behalf of West Penn Power

"Company in the abDVe-capt1oned matter the testimony of R. A. Phillips.

Very truly yours;

Original Signed By
SJOMN L MBSO
4 John L. Munsch
JM:bb
Fuclosure

e Certificate of Service

bes . S. Ault
M. A. Dandrea

T. K. Henderson - NY
R. L. Henry - Northern
J. R. Howells
~T. d. Kearney - State Co'ﬂege S.C.
Ko V. Pfirrmann
R. A. Phillips - A/K




CERTIFICATE OF SERVICE

I hereby certify that I have this day served a true copy of the

foregoing upon the following persons by first-class mail, postage prepaid, as

follow:
L B
Stephen Yakopec, Jr., Esquire ;'<§¥' ~%;§% I
1706 Fifth Avenue E 0cT 91 1996 LB
Arnold, PA 15068 .
" T L1

Larry R. Crayne, Esquire ?‘izbiiﬁﬂhm *s“wﬁfﬁ?%f@ﬁ
Richard S. Herskovitz, Esquire
Duquesne Light Company
Legal Unit
411 Seventh Avenue
PO Box 1930
Pittsburgh, PA 15230-1930

Dated: October 17, 1996 b K7Wt

j/ John L. Munsch

| aw@mm TE!
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gﬁ gé%Dt.«:gams@I.:sg‘ftCampan},&' -

411 Seventh Avenue

P.0. Box 1930

Pittsburgh, Peninsylvania 15230-1930

Phone: (412) 393-6000

Fax: = (412)393-6645 ~ Writer's DIRECT DIAL Number:

(412) 393-6129

October 18, 1996

Me. John G. Alford, Secretary
Pennsylvania Public Utility Commission
Post Office Box 3265

North Office Building

North Street and Commonwealth Avenue
Harrisburg, Pennsylvania 17105-3265

oy

v
W

Re:  Township of Springdale v. Duquesne Light Company
‘ and West Penn Power Company
Pa. P.U.C. Docket No. C-00967749

Dear Secretary Alfor‘d: ‘

Enclosed for filing are an original and two (2) ¢copies of a Certlﬁcate of Service
evzdencmg service of Duquesne Light Company Statement Nos. 1-3 in the above-captioned
proceeding.

- Very truly yours,

da pe

Richard S. Hersk
- Corporate Attorney

- RSH/jp:065CXXA
Enclosures

¢c: - The Hﬁotiotable James D. Porterfield (w/enclosure)
Parties of Record (w/enclosure)



Before the
PENNSYLVANIA PUBLIC UTILITY COMMISSION

'TOWNSHIP OF SPRINGDALE )
| v. % Docket No. C-00967749 . g
 DUQUESNE LIGHT COMPANY 1 T ;?33
| %nfgsr PENN POWER COMPANY § ocTai e L

“'.»lw:u. i swwgﬁfﬁ,ﬁ

CERTIFICATE OF SERVICE Fablic iy comrss

Griiaiig w.@mis?”ﬁ

I hereby certify that I have this day served a true copy of Dugquesne Light
| Company’s Statement Nos. 1-3 upon the participants, listed below, in accordance with the
requirements of 52 Pa. Code § 1.54. '

The Honorable James D. Porterfield
‘ Administrative Law Judge
- Pennsylvania Public Utility Commission
Pittsburgh State Office Building
300 Liberty Avenue - Room 1103
Pittsburgh, Pennsylvania 15222

Stephen Yakopec, Jr., Bs’duire
1706 Fifth Avenue
“Arnold, Pennsylvania 15068

John L. Munsch, Esquire
‘West Penn Power Company
800 Cabin Hill Drive
Greensburg, Pennsylvania 15601

Dated this 18th day of October, 1996.

L Hewskiniz
Richard S. Hersk6 ﬁ , Esquire
Corporate Attorney
Dugquesne Light Company
411 Seventh Avenue, 16-006
P.0. Box 1930
Pittsburgh, Pennsylvania 15230-1930




R BIAVERT i\l
STEPHEN YAKOPEC e [51 J*UU\_% |
| ATTORNEY AT Law N/ LiLALd il 4
1706 FIFTH AVENUE BY APBORTVENT
ARNOCLD, PA 15068 B ’ C Y :
i ; > 241 KENTUCKY DRIVE
T’EI?PH?{I:TLﬁkz ()4:;[:?5)) ?32:9‘83’77 : LOWBR BURRELL, PA 15068
A% ) 14 THLEPHONE: (412) 335-8773

October 18, 1996

Mr. John G. Alford, Secretary
Pennsylvania Public Utility Commission
North Office Building

North Street and Commonwealth Avenue
Harrisburg, PA 17105-3265

Re: Springdale Township vs. Duquesne Light Company and
West Penn Power Company ; :
Dear Secretary Alford:
 Enclosed for filing in the above captioned matter are an
original and two (2) copies of direct testimony submitted on behalf
of Springdale Township. '

1f you have any questions, please feel free to call.

SYJR/cd

ce: James D. Porterfield, Administrative Law Judge
John L. Munsch, Esquire
Richard S. Herskovitz, Esquire
Donna M. Diehm, Secretary

SN




~ Docket No. C-967749

TOWNSHIP OF SPRINGDALE

DUQUESNE LIGHT COMPANY and

)
) [ v &
Ve ) Direct Testimony
g 5
WEST PENN POWER COMPANY )

following direct testimony: -

1. Donna ‘M. Diehm is the Secretary of Sprlngdale Township.

2. At a public meeting various residents approached the
Pownship and requested the Board of Commissioners to assist them in
having their electric service changed from Duquesne Light Company
6 West Penn Powar Company for the Harwick Village Area which is
located within Springdale 'I'ownship‘ The Township filed a complaint

canc’erning this ’matté‘r with the P.U.C. and attached copies 6f the
' resx.dents' petitions.

3. The Township Secretary is responsible for the. paylng of
bills.

4, kSpringdale Township pays an electric bill to Duc;iues‘ne,
Light Company for street 1lights ’l'ocated within +the area in
guestion. See Exhibit "1".

5. Sspringdale Township is a political subdivision, a
Township of the first class having offices at P. 0. Box 177, Pillow
Avenue, Harwick, PA 15049.

Respectfully guybmitted,




CERTIFICATE OY SERVICE

The undersigned certifies that a true and correct copy of the
foregoing DIRECT TESTIMONY was served on October 18, 1996, by first

~class mail, postage pre-paid, on the following counsel:

John L. Munsch, Esquire
Allegheny Power

800 Cabin Hill Drive
Greensburg, PA 15601

Richard S. Herskovitz, Esquire
DUQUESNE LIGHT COMPANY

411 7th Avenue

P. 0. Box 1930

Pittsburgh, PA 15230-1930

Mr. John G. Alford, Secretary
Pennsylvania Public Utlllty Commission
P. O. Box 3265

North Office Building

North Street and Commonwealth Avenue
Harrisburg, PA  17105-3265

//Stegyén Yakoz7b, Jyy )yf*
1706 Fifth Avenue
Arnold, PA 15068
(412)  3396-3377

PA I.D. #41017




201 Geant Seedt :
Pttagurgh, PA 15273-0001 : , MAKE CHEGK PAYABLE TO DUQUESNE LIGHT
ACCOUNT NUMBER ‘ , '

1000001598001 : 784 .74

 TOWNSHIP OF SPRINGDALE
p o BOX 177 |
HARWICK, PA 150649~0177

10000015980013 000000794552 000000784740 000000784740

ACéOUNf NUMBER rERC‘URY VAPGR/HIGH PRESSURE SODIUM LIGHTING FOR SEP 1996

1000001598001 PG BOX 177 H
6R__PILL _INFORMAT

AMOUNT OF LAST BILL T84 TR

PAYHENT RECEIVED 09725/96 - THANK YOU 784 .749CR
AMOUNT YOU OME FRDM PRIOR BILL ' $6.00
CURRENT. GHARGES FOR HONTH _ENDING 09/30/96

BASIC SERVICE (TOTAL DF AMOUNT COLUMN) 4799.5¢%

PA TAX ADJUST  0.7855CR PERCENT (TOTAL QF PA TAX ADJ GOLUHK)  6.28CR i

ENERGY €OST RATE (YOTAL OF ECR coLuBM). 8.57CR

$784.7%

CURRENT BILLING CHARGES

§.003628CR PER KWH FOR EACH LINE XTEM

EHERGY COST RATE (ECR) IS CALCULATED AT
IF HOT SALD BY THE DUE DATE

' fHIS BILL 15 SUBJECY TO A 1,25 PERCENT LATE FAYHENT GHARGE

EXHIBIT "1"

CONTINUED OM NEXT PAGE
PAGE 1 DUE DATE AMOUNT NOW DUE

11201/96 $784.7¢

MR i rayarse Side doe oter IMPORTANT INFORMAT

!ﬁuuﬁtuasuﬂcalkﬂqt(;c311;yar§y




AUY (Ifaby Dt -
Pitaburgh, PA 15278-000%

MAKE CHECK PAYABLE TL) DUUMEING tasr

ACCOUNT MUMBER
ACCOUNT NUMBER TMERCURY VAPOR/HIGH PRESSURE SODIUM LIGHTING FOR. SEP 1996
; 1006001598001 # 0 BOX 177 H
B ACCOUNT DETAIL
KHH_HULT L AMOUNT  PA_TAX ADJ ECR Y J91AL
i 175 WATT MERCURY 19,596000 . i
74 74 19.59 .15CR L276R 19.17
52 160 WATT HERGURY ' ©15,006400 ‘ ~
a4 2,288 280,60 . _ . &,13CR B.30CR . , L 765.57
TOTALS $799.59 $5.28CR $8.57CR 189,74
FINAL PASE
PAGE 2
Duauesns Lidt Company , ,
Shn seutrse aigs for other IMPORTANT INFORMA




Allegheny Power

LEGAL SERVICES
| TLRRE by Coatnabing, PA 126011689
000637 I ., P iasraomn
B B 0 \E{:i’ﬁj"g;»

i I et
FR,GTHQ?“@GT"“‘Y \Writer's Direct Dial No. 412°838-6210

‘November 15, 1996

Mr. John G. Alford, Secretary

Pennsyvlania Public Utility Commission

P. 0. Box 3265 o '

Harrisburg, PA 17105-3265 ‘ ‘*‘»7i<;
RE:  Township of Springdale v. Duquesne Light Company '

and West Penn Power Company
pa. P.U.C. Docket No. €-00967749

- bib
Dear Secretary Alford: ; et lare
Enclosed please find for filing a copy of the co@ 1e4,ter and

cerftificaté of service for rebuttal testimony Statement 1 of West Penn Power
Company which were filed with the presiding officer in the above-captioned

proceeding.
Very truly yours,
A p Pl
gohn L. Munsch
JLM:bb
| Enclosure

¢: Certificate of Service




, a1y A o
S %ﬁm v b

ESE

BEFORE THE n&ﬁy ;iﬁwww
PENNSYLVANIA PUBLIC UTILITY comﬁ??%&bﬂﬂg

Tcwnshtp of Springdale,
~ Complainant

Vs, ‘
Duquesne Light Company, Dozket No. C-00967749
| and

West Penn Power Company,

Respondents

CERTIFICATE OF SERVICE

1 hereby certify that 1 have this day served a true copy of West
~Penn Power Company’s Rebuttal Statement No. 1 upon the participants, Tisted
below; in accordance with the requirements of 52 Pa. Code §1.S4.

Stephen Yakopec, Jr., Esquire
1706 Fifth Avenue
Arnold, PA 15068

Richard S. Herskovitz, Esquire
Duquesne Light Company .

411 Seventh Avenue, 16- oaéﬁ_;,
P. 0. Box 1930 Y
Pittsburgh, PA 15230*19‘ 4

Dated: November 15, 1996 ei:ZﬂQA.;z‘T7Z¢4»udyAi~
: John L. vyﬁnSCh




e

“evidencing service of Duquesne Light Company Statement No. 1R in the above—caj;iioned .

" ce: The Honorable James D. Porterfield (wienclosure)

Legal Unit

411 Seventh Avenua

P.0, Box 1930

Pittsburgh, Pennsylvania 15230-1930
Phone: (412) 393-6000

Fax  (412)393-6645 Writer's DIRECT DIAL Number:
(412) 393-6129
‘November 15, 1996 o
o
-
Mr. John G. Alford, Secretary —
‘Pennsylvania Public Utility Commission w
Post Office Box 3265
North Office Building
‘North Street and Commonwealth Avenue ‘ Js
Harrisburg, Pennsylvania 17105-3265 ~ '
Re:  Township of Springdale v. Duquesne Light Company =
- and West Penn Power Company @ ‘iﬁ?s
Pa. P.U.C. Docket No. C-00967749 Se f 3
: f ; sr
Dear Secretary Alford: ‘ ' , 2“;@; <

- Enclosed for filing are an original and two (2‘)‘copies of a Certificate of Se’ii;ice

proceeding, ‘
| Very truly yours,
i S
A&f% -
Richard S. Herskov 7 RPN i
Corporate Attorney
RSH/Mmjp:072CXXA

‘ Enclosures

Parties of Record {v/enclosure) , T T g
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PENNSYLVANIA PUBE?&?MT@@QMU Liv Ln,x Sl

| TOWNSHIP OF SPRINGDALE )
v. ; Docket No. C-00967749
DUQUESNE LIGHT COMPANY 3 |
%IJ%ST PENN POWER COMPANY %
CERTIFICATE OF SERVICE

I hereb’y certify that I have this day served a true copy of Duquesne Light
Company s Statement No. IR upon the participants, listed below in accordance with the

requirements of 52 Pa. Code § 1.54.

The Honorable James D. Porterfield
Administrative Law Judge

~ Pennsylvania Public Utility Commission —
Pittsburgh State Office Building o
300 Liberty Avenue - Room 1103 il
Pittsburgh, Pennsylvania 15222 _C_’:‘
o
Stephen Yakopec, Jr., Esquire
1706 Fifth Avenue
Arnold, Pennsylvania 15068
John L. Munsch, Esquire
West Penn Power Company -5
800 Cabin Hill Drive 3 =
Greensburg, Pennsylvania 15601 g ==
gm =
Dated this 15th day of November, 1996. 2y
poi
Yy O
e W o=
. B T Richard S. Hersko@ Esquire
wed e B 596 et Corporate Attorney A
OV 22 0 : Duquesne Light Company
411 Seventh Avenue, 16-006
N e I S P.O. Box 1930
SRS AT L AT A Pittsburgh, Pennsylvania 15230-1930

RSHAmjp072CXX ., .
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tegal Unit- -
411 Seventh Avenue
P O on 1930
l 1 3 (%04 s
Bigam = sz v
Fax: (412)393-6645 o Writer's 4D§HECT DIAL Number:
) G o K
SROTROND ?}:@5 '%92)3?1’&,@29
November 29, 1996
Mr. John G. Alford, Secretary B o | Jis
Pennsylvania Pubiic Utility Commission - ‘ o
Post Office Box 3265 ‘
North Office Building

North Street and Commonwealth Avenue
Harrisburg, Pennsylvania 17105-3265

Re: T ownship of Springdale v. Duquesne Light Company
and West Penn Power Company
Pa. P.U.C. Docket No. C-00967749

Dear Secretary Alford:

Enclosed for filing are an original and two (2) copies of a Certificate of Service
‘evidencing service of Duquesne Light Company Statement Nos. 1S and 28 in the above-

captioned proceeding.
Very truly yours,
A e
Richard S. Hersk
: Corporate Attorney
 RSH/njp:076CXXA
Enclosures

cc¢:  The Honorable James D. Porterfield (w/enclosure)

Parnes of Record (w/enclosure) | ; m {: b \;’IE N‘X
=) DE %7’




Before the
PENNSYLVANIA PUBLIC UTILITY COMMISSION i
' - ; g peC -2 Fiile L9
TOWNSHIP OF SPRINGDALE ; | or STHENOTARY'S OFFISE
| v. y Daocket No. C-00967749

)
DUQUESNE LIGHT COMPANY Y
and )
)

 'WEST PENN POWER COMPANY

CERTIFICATE OF SERVICE

1 hereby certify that I have this day served a true copy of DuQuesne Light
Company’s Statement Nos. 1S and 28 upon the participants, listed below, in accordance with the
requirements of 52 Pa. Code § 1.54.

The Honorable James D. Porterfield
Administrative Law Judge
Pennsylvania Public Utility Commission
Pittsburgh State Office Building
300 Liberty Avenue - Room 1103 a b s A ;
Pittsburgh, Pennsylvania 15222 g j %ﬁ @ é;?ﬁ E ? Eig
Stephen Yakopec, Jr., Esquire : DEC ¢ b
1706 Fifth Avenue : 04 1998

5

i

Arnold, Pennsylvania 15068

enttgaw  JOCUMENT
800 Cabin Hill Drive R o Qgﬁ:‘ B

Greensburg, Pennsylvania 15601
Dated this 29th day of November, 1996.

Kl Newslritm

Richard S. Hers z, Esquire
Corporate Attornéy

Dugquesne Light Company

411 Seventh Avenue, 16-006

P.0O. Box 1930 ,
Pittsburgh, Pennsylvania 15230-1930

 RSH/jp:076CXX




Before the
PENNSYLVANIA PUBLIC UTILITY COMMIS SION

000676 o5 DEC -2 PliizEh9

_ TOWNSHIP OF SPRINGDALE - pROT P&»t}%ﬁa\’ﬁs OFFICE

V. Docket No. C-00967749

‘DUQUESNE LIGHT COMPAN Y
and ‘
WEST PENN POWER COMPAN Y

CERTIFICATE OF SERVICE

I hereby certify that I have this day served a true copy of Duquesne Light
Company’s Statement Nos. 18 and 28 upon the participants, listed below, in accordance with the
requirements of 52 Pa. Code § 1.54.

o , ; ‘ The Honorable James D. Porterfield

e o Administrative Law Judge

o o Pennsylvania Public Utility Commission

‘ : Pittsburgh State Office Building
300 Liberty Avenue - Room 1103
Pittsburgh, Pennsylvania 15222

|

Stephen Yakopec Jr., Esquire
1706 Fifth Avenue
Armold, Pennsylvania 15068

John L. Munsch, Esquire
West Penn Power Company
800 Cabin Hill Drive
Greensburg, Pennsylvania 15601

" Dated this 29th day of November, 1996.

AL W

Richard S. Hersk z Esqmre
Corporate Attorney.

Dugquesne Light Company

411 Seventh Avenue, 16-006
P.O.Box 1930

Pittsburgh, Pennsylvania 15230-1930

RSH/njp:076CXX




Before the
PENNSYLVANIA PUBLIC UTILITY COMMISSION

00067 “i 95020 ~2 b 12: 49

ORECEWVED .
P?DTH&%& TARY'S OFFICE

Docket No.-C-00967749

TOWNSHIP OF SPRINGDALE
V.

- DUQUESNE LIGHT COMPANY
and
WEST PENN POWER COMPANY

L S G N W g

CERTIFICATE OF SERVICE

I hereby cextify that I have this day served a true copy of Duquesne Light
Company’s Statement Nos. 1S and 2S upon the particijpants, listed below, in accordance with the
requitements of 52 Pa. Code§ 1.54. ' ’ |

The Honorable James D. Porterfield
Administrative Law Judge
Pennsylvania Public Utility Commission
~ Pittsburgh State Office Building
300 Liberty Avenue -~ Room 1103
Pittsburgh, Pennsylvania 15222

SO Stephen Yakopec, Jr., Esquire
5{ ' 1706 Fifth Avenue
1 ' : Arnold, Pennsylvania 15068

John L. Munsch, Esquire
West Penn Power Company
800 Cabin Hill Drive
Greensburg, Pennsylvania 15601

- Dated this 29th day of November, 1996.

Rmhard S- Hersh z, Esqmre
Corporate Attorn€y
- Duquesne Light Company
411 Seventh Avenue, 16-006
~P.O.Box 1930
Pittsburgh, Pennsylvania 15230-1930

RSH/mjp:076CXX
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. CasoName Townshipof Springdale | Heainghed 'YES et

V e s | Tostimony taken - | ) | YES/ NO
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COMMONWEALTH OF PENNSYLVANIA
PUBLIC UTILITY COMMISSION

- DATE: - December 17, 1996
SUBJECT: | C-00967749 Township of Springdale v. Duquesne Light Company and West Penn
‘ Power Company ;
TO: -Aggie Brewster, Supervisor
: Secretary’s Office - Office of Prothonotary Docket Section JLe

FROM: - Janice Zurat, Scheduling Officer
‘ . Office of Administrative Law Judge
‘Please be advised that the hearing secheduled for Thursday, December 12, 1996 was cancelled.
‘The hearings for Tuesday, December 10 and Wednesday, December 11, 1996 were held as scheduled
and noted on the appearance sheet.
pe: ALJ Porterfield
; Norma R. Lewis
Beth Plantz
Office File
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L Allegheny Power

, g -3 PR 30T 500 copintiip
. G O 02 3 0 37FEB - Green:bllx?g, PA 18601-1689
CCEIVED Phone: (412) 837-3000
o Eholy FAX:  (412) 8386177

in@TH"NGT&&‘%’ 5 OFF

LEGAL SERVICES

Writer's Direct Dial No. 412-838-6210

January 30, 1997

The Honorable James D. Porterfield

~ Pennsylvania Public Utility Commission
1103 Pittsburgh State Office Building
300 Liberty Avenue
Pittsburgh, PA 15222

Re: Township of Springdale vs. Duquesne Light Company and
West Penn Power Company
Pennsy1Van1a Public Utility Commission Docket No. C-00967749

Dear Judge Porterfield:

N Enclosed please find a copy of the Motion of West Penn Power Company
to Open Record Pursuant to Section 5.431 in the above-captioned matter.

: An original and two (2) copies of this Motion will be filed with
Secretary Alford’s office, and a copy served on the parties of record.

Very truly yours,

Jghn L. Munsch :
- Attorney
JLM/iss
Enclosures

cc: Certificate of Service




~Township of Springdale,

F %@
P THE R
peNNYLVANGRORJREIE b1t 1Ty conmss%FEB -3 B 3 97

CEIVE

RECE
PROTHONDTARY'S OFFICE

Complainant

vs.

: Duquesne Light Company,
‘ Respondent ¥ Docket No. C-00967749

~and ;

West Penn Poww Conipany, :
Respondent :

MOTION OF WEST PENN POWER COMPANY
TO OPEN RECORD PURSUANT TO
SECTION 5.431

West Penn Power Company ("West Penn") hereby requests that the

Presiding Officer open the record in the above-captioned proceeding in order to

identify and admit as evidence the Report and Recommendation to the Governor and

General Assembly on Electric Competition of the Pennsylvania Public Utility

Commission (“Commission") at Docket No. I-940032, and in support thereof, West

Penn submits as follows:
1.  Hearings in this proceeding were held December 10 and 11, 1996.

2. At various times during the proceeding, and in the direct

written testimony of West Penn’s witness, Alexander Galatic, there weve

references made to the Commission’s Report at Docket No. 1-940032, titled the

Report and Recommendation to the Governor and General Assembly on Electric

Lot E
ST P | R O
T ﬁ‘ [ ;

FEB QL 1597

s\ fzheleb\springd N \notepen. reg




Competition, issued July 3. 1996. The Report itself. however, was not identified
as an exhibit.

3. West Penn submits that the Report of the Commission s

important to the resolution of the parties’ disputes.

| 4, Section 5.406 of the Commission’'s Rules provides that public
. documents of the Commission may be offered into evidence by specifying +hé
document, and that they need not be produced or marked for identification. For
'the'convenience:df the Presiding Officer and the parties, however, West Penn is

providing copies.

5. Counsel for Duquesne Light Company. Richard S. Herskovitz,
Esquire, was contacted January 28, 1997 about this Motion and Mr. Herskovitz
authorized West Penn to state that he did not object to West Pemn’s Motion to

_ Open the Record for the purpose stated herein.

“s:\jsheleh\springdl\motaopen.rec : 2




; WHEREFORE, West Penn Power Company requests that the record in the
- above proceeding be opened for the limited purpose cf admitting as evidence the

‘Report and Recommendation to the Governor and General Assembly on Electric

Competition of the Pennsylvania Public Utility Commission at Docket No. 1-940032,

- issued July 3, 1996. The document would be West Penn Power Company Exhibit

- Ne. 4. ‘
Respectfully submitted,

Dol L P s

JﬁﬁﬁiL. Munsch

Attorney for ,

- WEST PENN POWER COMPANY
800 Cabin Hill Drive
Greensburg, PA 15601
(412) 838-6210

s Visheleb\sptingdnotapen. rae . 3



CERTIFICATE OF SERVICE

1 hereby certify that I have this day served an original and two (2)

“copies of West Penn Power Company’s Motion to Open Record Pursuant to Section

5.431 by first-class mail upon:

Mr. John G. Alford, Secretary
Pennsylvania Public Utility Commission
North Office BU11d1ng

P. 0. Box 3265

Harrisburg, PA 17105-3265

and one (1) copy upon:

‘Dated: January 30, 1997

Richard S. Herskovitz, Esquire
Duquesne Light Company

Legal Unit

411 Seventh Avenue

- P.0. Box 1930

Pittsburgh, PA 15230-1930

Stephen Yakopec, Jr., Esquire

1706 Fifth Avenue
Arnold, PA 15068

A? John L Munsch
4:/‘




DATE:

S8UBJECT:

TO%

“FROM:

COMMONWEALTH OF PENNSYLVANIA

' February 5, 1997

C-00967749
Office of Administrative Law Judge

John G. Alford, Secretary

Township of Springdale
V. ‘ ;
Duquesne Light Company and West Penn Power Company

‘Attached is a copy of a motion filed on behalf of West Penn Power
Company to open the record in the above entitled proceeding.

Attachment - copy of motion

cc: Office of’Special Assistants - w/copy of motion
Office of Trial staff - w/copy of motion

JEP

'~ This matter is assigned to your Bureau for necessary action.




98, -
s Duquesne Light Company

411 SeventhrAvénue
P.0O. Box 1830

Pittstiurgh, Pennsylvania 15230-1930 R s}
Phone: (412) 393-6000 ;

Fax: (412)393-6645 Wciter'&g RECT DIAL Number:

/2
3

(412) 393-6129
i}

February 10, 1997
Via Telecopiet
“The Honorable James D. Porterfield b R
Administrative Law Judge 2 =
- Pennsylvania Public Utility Commission By :g
Pittsburgh State Office Building il
300 Liberty Avenue - Room 1103 e
Pittsburgh, Pennsylvania 15222 = Lo
. . ) ‘:;;‘a . -
' ‘ 8w
 Re:  Township of Springdale v. Duguesne Light Company g}% or
o and West Penn Power Company &5 =2
Pa. P.U.C. Docket No. C-00967749 i
Dear Judge Porterfield:

In accordance with our conversation this morning, this letter will confirm my
request for an extension of one week for the parties to file Main Briefs in the above-captioned
~ proceeding and your approval of same. Iwould also request that the due date for Reply Briefs be

extended a week as well, to March 3, 1997. I have contacted counsel for the other parties, and
they have no objection to the requests.

Thank you.

Very truly yours,

Corporate Attbrney
RSH/njp:OlSC T L
ACHMENT
ce: - John G. Alford, Secretary. o MM ’

John L. Munsch, Esquire cOyNER
S‘;el}glhen Y‘;‘lz;ec, ; g?%:quite 3 X\} %w 9 E ET% -




Legal Unit

411 Sevenil Avenug

P.O. Box 1930

Pittsburgh, Pennsylvania 15230-1930

Phorie: (412) 393-6000

Faxt  {412) 3936645 Writer's DIRECT DIAL Number;

7 &%Duqu&sne Licht Company

(412) 393-6129

February 17, 1997

Via Qvernight Express Delivery Mail

Mr. John G. Alford, Secretary RE CE! VED
Pennsylvania Public Utility Commission : '

Post Office Box 3265 1 "
 North Office Building , FEB 17 }“9 !

[1 North Street and Commonyvealth Avenue

Hartisburg, Pennsylvania 17108 PA PUBLIG UTILITY COMMSS) IO

| - PROTHONOTARY'S OfFiCE
- . Re:  Township of Springdale v. Dugquesne Light Company ‘

' ‘ , and West Penn Power Company ~
Docket No. C-00967749

Dear Secretary Alford:
Enclosed are an original and nine (9) copies of the Main Brief of Duquesne Light
" Company to be filed in the above-captioned proceeding. A Certificate of Service ig attached to
each Brief.
Thaok you.

Very truly yours,

AL

Richard S. Herskovil
~ Corporate Attorney

e © (OCUMENT
- FOLDER

¢c:  The Honorable James D. Porterfield (Enclosure w/diskette)
John L. Munsch, Esquire (Enclosure 2) o
Stephen Yakopec, Jr., Esquire (Enclosure 2)

g, e, E it I




‘ Before the .
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Docket No. C-00967749

TOWNSHIP OF SPRINGDALE
| V.

DUQUESNE LIGHT COMPANY
and
WEST PENN POWER COMPANY

MAIN BRIEF OF
DUQUESNE LIGHT COMPANY
(RESPONDENT)

Richard S. Herskovitz, Esquire
Attorney LD. No. 21907

Larry R. Crayne, Esquire
Attorney 1.D. No. 09996

Duquesne Light Company
411 Seventh Avenue, 16-006
P.0. Box 1930

Pittsburgh, PA 15230-1930
(412) 393-6129

(412) 393-6645 (FAX)

" Counsel for:
Duquesne Light Company

FEB 20 1397

‘OCUMEN]
FOLDER
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L L. Statement of the Questions Involved

€ o |

: L. Whether Duquesne is entitled to recover its stranded costs under the facts of this case?

o 2 Whether the amount of the stranded costs recoverable by Duquesne in this case was

¥ caleulated properly? ‘

@ | -

| 3. Whether the Township has standing to represent Duquesne’s customers who reside in
5 Harwick Village and who requested service from West Penn? :

LR




II.  Statement of the Case

On February 28, 1996, the Township of Springdale (“Township™) commenced this
proceeding by filing a Complaint with the Pennsylvania Public Utility Commission
(“Commission”) against Duquesne Light Company (“Duquesne”) and WestPenn Power
Company (“West Penn™. The Township avers, inter alia, that more than 200 residents of the
Township, while located in the certificated service territory of West Penn, are being served by
Duquesne. The residehts now request electric service to be provided by West Penn instead of
Duquesne. The Township further avers that Duquesne and West Penn are at a stalemate
regarding the transfer of customers and facilities from Duquesne to West Penn. The alleged
stalemate, according to the Township, is a result of a dispute between Duquésne and West Penn
over what Duquesne should receive for its facilities. The Township requests the Commission to
resolve this dispute. |

Duquesne filed its Answer and New Matter with the Commission on or about

March 20, 1996. In it, Duquesne contends, infer alia, that it is willing, and in fact has agreed to

transfer the customers and facilities to West Penn without delay. In doing so, however,

Duquesne submits that its compensation to be determined later should reflect the generation,

transmission, and other regulatory asset costs which will become stranded as a result of the

transfer. Duquesne admits that it has not accepted West Penn’s offer to acquire its facilities at
depreciated book value. Duquesne’s contention is that net book cost is inadequate compensation
for the substantia] investments Duquesne has undertaken since 1916 to provide service to its
Springdale customers. ; ‘

" Inits Answer and New Matter filed with the Commission on or about March 25,
1996, West Penn also acknowledges that it has been unable to agree on the price to be paid fo
Duquesne for the transfer of the facilities to West Penn. West Penn states that it is willing to pay
depreciated book value,! but that recovery of stranded costs is not applicable to the customer

transfer at issue.

! West Penn refers to “depreciated book value” as “trended original cost minus depreciation. Trended original cost -

adjusts book value to current year dollars and is an attempt to determine replacement value. However, for purposes

“here, these terms will be treated synonymously.




On or about April 1, 1996, West Penn filed its Reply to Duquesne’s New Matter.
West Penn  rejterates therein that depreciated book value is adequate 'compensation for
Duquesne’s facilities and recovery of stranded costs is 'inapplicable and inappropriate. The
Township, on or about June5, 1996, filed with the Commission separate Responses to
Duquesne’s and West Penn’s New Matier averring that the central dispute at issue rests between
Duquesne and West Penn.

Both Duquesne and West Penn filed a Prehearing Memorandum. Duquesne
asserts that the issue here is not over the transfer of customers and facilities from Duquesne to
West Penn (it is acknowledged that customer transfers require Commission approval), but
whether the compensation due to Duquesne should reflect stranded costs. Duquesne requested
that the Commission issue a Preliminary Order directing immediate transfer of the Springdale
customers and facilities to West Penn if warranted, and a stay until April 1997 of that portion of
the proceeding involving appropriate compensation due to Duquesne.® West Penn, on the other
hand, maintains that stranded costs are not at issue, but if they were, Duquesne’s compensation
should not include them here because they arise over a territory dispute, fiot as a result of the
change to a competitive‘generation market. West Penn proposed that the Townshipfs Complaint
be ruled upon without delay.

A Prehearing Conference was held on July 25, 1996 before Administrative Law
Judge (“ALJ”) Porterfield. = At that conference, ALJ Porterfield denied Duqueshe”s proposed
stay, and he scheduled evidentiary hearings.

On September 6, 1996, ALJ Porterfield issued “Interim Order One.” In it, he

- summarized the substantive course of events including the parties’ positions set forth at the ;

% As part of the Commission's July 3, 1996 report on competition to the Governor and General Assembly at
Docket No. 100940032, Investigation Into Retail Competition, the Commission recommended that all Pennsylvania
electric utilities file a tentative restructuring plan by April 1997 documenting each company’s proposed transition to
a competitive generation market. These plans are to include the utility’s proposal for calculating stranded costs.
Duquesne requested to stay until sometime after April 1997 that portion of the instant proceeding involving the issue
of stranded costs in order to reflect Commission recommendations, if any, regarding Duquesne’s proposed

‘methodology for calculating stranded costs. After April 1997, Duquesne could reflect in this proceeding the

Commission’s final order concerning calculation of stranded costs. The Commission’s recommendation has since

* been superseded by enactment of the Electricity Generation Customer Choice and Competition Act, 66 Pa. C.S.

§§ 2801, etseq., (“Electric Competition Act”), which directed electric utilities to file restructuring plans between
April 1, 1997 and September 30, 1997. 66 Pa. C.S. § 2806(D). The Commission has since ditected Duquesne to file
its testructuring plan on August 1, 1997. See, Procedural Schedule Re Restructuring Filings and Retail Access Pilot
Program Filings, Docket No. M-00960890F0005, Order entered January 24, 1997.
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P’rehearing Conference. Moreover, he set the schedule for distribution of prepared testimony,
and he defined the matters that were at issue. ‘ |

At the hearings on December 10 and 11, 1996, Richard S. Bower, James M.
Coulter and James Lahtinen testified on behalf of Duquesne, Alexander Galatic testified on
behalf of West Pénn and Donna Diehm testified on behalf of the Township. All of these
witnesses were cross-examined by opposing counsel. Additionally, ALJ Porterfield admitted the
prepared testimony of each of those withesse's, as well as Duquesne witness William D, Garland
and Wést Penn witness Richard A. Phillips, neither of whom were cross-examined.

By notice dated January 10, 1-997; the parties were directed to file main briefs.
This brief is in support of Duquesne’s contention that it is entitled to recovery of stranded costs

as a result of the transfer of its customers to West Penn.




Il Summary of Argument

Since 1917, Duquesne has provided adequate and continuous electric service to
customers in the Harwick village area of Springdale Township as a result of an exchange of

service territories with West Penn which was approved by the Public Service Commission. In

- meeting its obligation to serve for eighty years, Duquesne has undertaken substantial investments

in generation, transmission and distribution facilities with the reasonable expectation of serving

the long-term requirements of these customers. Although Duquesne’s sale of its mining
properties in Harwick Village in the late 1950’s did not divest it of its obligation to continue to
provide electric service to these customers, Duquesne has agreed to transfer the customers to

West Penn if approved by the Commission and if West Penn pays to Duquesne $149,744 for

Duquesne’s distribution facilities and $1,266,723 of costs that would otherwise be stranded

resulting from the transfer.
There is no dispute that absent compensation, Duquesne will be forced to seek

recovery of the costs for investments made on behalf of Harwick Village residents from its other

~customers. Allowing customers to avoid paying their fair share of costs by shifting responsibility

t,o; other customers is contrary to historical regulatory practice of cost allocation and inconsistent

with the intent of the restructuring legislation. Recovery of non-mitigable stranded costs is a key

component of the legislation. However, even in the absence of restructuring, it is bad public

policy to allow customers to evade responsibility for costs incurred on their behalf. Although

Pennsylvania law is silent on the matter, case law in other states and the Federal Energy

" Regulatory Commission (“FERC”) recognize recovery of stranded costs in circumstances similar

to the facts of this case, i.e., customer departures in non-cornpetitive situations.

Dugquesne’s right to recovery of stranded costs here is based upon its reasonable
expectation of continuing to serve the Harwick Village customers, equity and fairness to its
remaining ratepayers, and efficiency within the marketplace. ,

‘Duquesne’s calculation of stranded costs is based on the “revenues lost” approach,
which has been accepted by the FERC and other states as a fair and efficient means to determine
such costs.
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Finally, the Township has no statutory authority to represent its residents in this
proceeding, and it should therefore be precluded from doing so.




IV. ARGUMENT

A Introduction.

On April 16, 1917, Duquesne and West Penn entered into Articles of Agreemenr
{“Articles™ or “Agreement™) for the purpose of consolidating the territories in which each
provided public utility service. The Articles provided for the exchange of certain service
tetritories between the two utilities. In paragraph Fifteenth of the Articles, Duquesne reserved
the right to furnish electric service to coal mining properties it owned or controlled in several
municipalities, including Springdale Township. These Articles were filed with and approved by
the then Public Service Commission.

Since the 1917 Agreement, and cdntinuing to the present day, Duquesne has

provided adequate and continuous electric service to Springdale Township, including Harwick

Village, the area of the Township involved in this proceeding. To provide this service, Duquesne

has undertaken substantial investments in generation, transmission and distribution facilities with

 the reasonable expectation of serving the long-term requirements of its Springdale (and Harwick

Viliage) customers, These costs were incurred pursuant to Duquesne’s obligation to serve these
customers created by the Commission’s issuance of a Certificate of Public Convenience
approving the 1917 Agreement, as amended.

Around 1958-1959, Dugquesne sold its interest in the Harwick Village mining
propertles xdentxﬁed in paragraph Fifteenth of the 1917 Agreement. Duquesne did not, however,
cease to provide electric service to those customers located in that area of the Township because
they would have had the right to demand continued service from Duquesne. Duquesne continued
to provide electric service to those customers without objection for almost forty more years.
Indeed, it is unreasonable to expect that Duquesne could have refused to provide service to the

Harwick Village customers even after it sold its mining properties.

While Duquesne no longer owns the Harwick Village mining propettieis, its rights

under the 1917 Agreement and subsequent Certificate of Public Convenience approving that

Agreement have not been terminated. Paragraph Fifteenth of the Agreement exempts the

customers in those locations from being transferred to West Penn. This exemption was not

contingent upon Duquesne’s continued ownership of the mining properties. The Agreement



makes no mention of transferring the customers on these coal mining properties back to
West Penn if Duquesne ever divested itself of those properties. The plain language of the
Agreement demonstrates that Duquesnéf’s right to continue to provide electric service to the
Harwick Village customers survived Duquesne’s sale of its owhership intetest in the mining
-properties. | ‘

Nevertheless, Duquesne has agreed to the transfer of these customers to
W'est Penn as long as Duquesne is reimbursed for the cost of Duquesne’s assets used to provide
service to these customers. The net book cost of the assets, which West Penn is willing to pay, is
inadequate compensation for the generation and transmission assets which will become stranded
by virtue of the transfer of these customers to West Penn. Net book cost is inadequate
éompensatiori for the substantial investments Duquesne has undertaken since 1917 to provide
service to Harwick Village. Thus it is Duquesne’s claim that it is entitled to recovery of these
stranded costs (to avoid burdening its remaining customers) which forms the basis for this
 proceeding? '
B. Duquesne is entitled to recover stranded costs under the facts of this case.

What are stranded costs?

In general, stranded costs refer to the difference between the revenues

utilities would receive, under traditional cost of service regulation, for

historical investments and contractual obligations and the revenues that

they would receive (market value) if generatxon services were sold in a

competitive market.

Dugquesne Statement No. 3, p.4.

3 Duquesne and West Penn are not in dispute over whether Duquesne will incur stranded costs in this case. As
evidenced herein, Duquesne will suffer some measure of stranded costs, and both parties recognize this, although
West Pénnt often refers to them in this case as “uneconomic investments.” West Penn Statement No. 2, p. 3.
West Penn’s testimony focuses not on the issue of whether Duquesne will incur stranded costs, but rather whether
Duquesne is entitled to recover stranded costs, and if so, what is the appropriate dollar amount. West Penn states:

The purpose of this testimony is to .., explain the reasons why Duquesae should not
recover what Duquesne is calling stranded costs relating to the transfer of electric service
customers in the Harwick Village area . . . to West Penn.

West Penn Staternent No. 2, pp. 2-3. Thus, the difference between the parties’ posmom is the recoverabxhty and
dollar amount of the stranded costs, not whether Duquesne will incur them.




Stranded costs are certainly not limited to competitive circumstances within the
industry as West Penn would have the Commission believe. They can arise any time there is
(1) a customer departure, (2) a corresponding loss of revenue not offset by corresponding cost
savings. and'(3~) no teadily available means of replacing that revenue loss.

Duquesne’s proposed treatment of stranded costs in this case is consistent with the

regulatory treatment afforded the transfer of assets in the past. Historically, assets were

transferred at net book values with little regard for potential stranded costs because until most
recently, market values were close to or exceeded book values. As a result, stranded cost

considerations wete of little concern. However, in today’s environment , book values exceed

‘market levels, and thus, stranded costs have become a substantial concern. Duquesne Statement

No.3,p. 7.

It is acknowledged that the primary reason stranded costs have come to the
forefront of the electric utility industry in the past two years is because of the industry’s move
toward a competitive environment, The reason, quite simply, is that competition paves the way
for customer departure and a corresponding loss in revenue without any guarantee of finding
replacement customers or revenue. Under the traditional regulatory regime, customers could not
readily depart from an electric utility’s system, and therefore, revenues were eSsentially fixed.
An electric utility could fix its costs and investments so that the revenues it expected to receive
would cover those costs plus provide a fair rate of return for its investors. In a competitive
environment, customers have a choice, at least in part, to depart from their electric provider's
system.  With customer departures, the electric provider’s revenues may decline leaving it unable

to recover the costs of investments it made to serve those customers prior to the inception of a

‘competitive marketplace.

Recognizing that competition is one means that can lead to customer departure,
loss of revenue and ultimately stranded costs, that is not to say that other means of customer loss
cannot also lead to stranded costs. The Electric Competition Act acknowledges co-generation as
another means of customer depatture leading to stranded costs. 66 Pa. C.S. § 280‘8(A). The
cases discussed below involve still other means of customer departure that can result in stranded

costs.




In Re City of Clyde, 168 PUR4th 114 (1996), the City of Clyde (“City” or
“Clyde”) filed an application with the Ohio Public Utilities Commission requesting approval to

{1) substitute its municipal electric service for service provided by Toledo Edison within the

City’s corporate limits, (2) require Toledo Edison to remove ifs distribution facilities therein, and

- {3)ymodify Toledo Edison’s certificate from the Commission to the extent necessary to relieve

Toledo Edison of its obligation to furnish electricity within the City. This case was not a product
of competition. The City had the right to municipalize electric service within its corporate limits,

and the Ohio Commission recognized that if it would have granted the City’s application, Toledo

~ Edison would have incurred stranded costs. The Commission wrote:

1t is clear from the evidence presented that there will be an extraterritorial
impact on Toledo Edison, not only in facility removal costs but also in that -
Toledo Edison would arguably suffer a certain amount of “stranded
investment” (i.e., investment which was built under Toledo Edison’s
obligation to serve the residents of Clyde which will now be rendered
stranded as a result of Clyde’s actions). :

The utility has provided stranded investment cost calculations for the
record, which it purports to be approx1mately $32 million based upon the
revenue lost approach . .

aaw e

While Clyde has raised a number of arguments regarding the
reasonableness of Toledo Edison’s calculations, we believe that, even after
giving some weight to Clyde’s arguments, the utility will still incur
significant costs which potentially will have a neganve impact on the
utility and its ratepayers. »

168 PURA4: at 134-135. The Commission appropriately denied Clyde’s application. In its
application for rehearing filed May 13, 1996, Clyde argued, inter alia, that the Commission’s
reliance on hypothetical concerns about stranded investment as grounds for denial of Clyde’s

application is undercut by the FERC’s Order No. 888 Re Promoting Wholesale Competition

 Through Open Access Non-discriminatory Transmission Services by Public Utilities; Recovery

of Stranded Costs by Public Utilities and Transmitting Utilities, 18 CFR Parts 35 and 385, 61
Fed. Reg. 21,540 (1996) (“Order No. 888”), confirming that there are no stranded investments

10




under the circumstances of the case. See, Re City of Clyde, 171 PUR4th 283 (1996). To this,

the Commission responded:

The second issue raised by Clyde, regarding the Commission’s
consideration of the stranded investment impact on Toledo Edison also
does not warrant rehearing in this case. The Commission finds that costs
to be incurred by Toledo Edison ... to remove or relocate facilities, as
well as the possibility that Clyde could leave the Toledo Edison system
without the issue of stranded costs even being considered, are factors that
must be considered in determining whether it is in the public welfare to
grant the abandonment. The fact that the FERC’s definition of stranded
investment, in . . . Order No. 888 . . ., does not include the costs that would
be incurred by Toledo Edison does not materially alter our determination.
Thus, Clyde’s arguments on this issue are not persuasive.

171 PUR4th at 285.

Similarly, In Re Cambridge Electric Light Company, 164 PURAth 69 (Mass.
D.P.U. 1995), Massachusetts Institute of Technology (“MIT”) was an all-requirements customer

of Cambridge Electric Company (“Cambridge”) when it constructed its own cogeneration facility

to supply its power needs. Upon leaving Cambridge’s system, MIT petitioned the Massachusetts
Department of Public Utilities to establish standby, maintenance and supplemental rates for
service from Cambridge. As an addition to those rates, Cambridge proposed to include a

Transition Charge which was intended to recover stranded costs. The following excerpt from the

Massachusetts® Commission’s Opinion is instructive in resolving the issue of stranded cost

recovety:

Cambridge argued that it should be allowed to recover prudent costs that
were incurred to serve MIT as an all-requirements customer and that its
approach [in determining the amount of stranded costs] is consistent with
the principles set out in the Department’s Order in Electric Industry
Restructuring, D.P.U. 95-30. MIT asserted that the imposition of the CTC
[the Transition Charge] is unlawful because it is inconsistent with the
requirements of PURPA, is an improper tying arrangement, and is not
calculated properly.

The Department stated in D.P.U.95-30 that utilities should have a
reasonable opportunity to recover net, non-mitigable stranded costs
associated with commitments previously incurred pursuant to their legal
obligation to provide electric service. The Department’s focus there was -
on stranded costs that may arise as the result of Department initiatives to

11




promote competition in the generation sector of the electric utility industry
by giving customers access to other sources of electricity supply in
addition to the electric company in whose distribution territory these
customers were located. The matter currently before the Department
differs somewhat from the model described in D.P.U. 95-30. [Cambridge]
did not file the CTC tariff as the result of D.P.U. 95-30, or any other
Department initiative to promote competition in the electric utility
industry. In fact [Cambridge’s] tariff filing pre-dates the Department’s
Order in D.P.U. 95-30. Moreover, cogeneration has been an option for
many years, and has been promoted as a national policy since at least 1978
with the passage of PURPA. The record is clear that MIT has been
investigating the cogeneration option since 1985, and that [Cambridge] has
been aware of MIT’s interest.

Given the length of time over which MIT planned but did not act,
[Cambridge] could well have regarded the MIT project as one of any
number of plans by customers that do not go beyond the design or
financing stage. In the meantime, Cambridge had to plan and procure
resources to meet its obligations to serve MIT, a long-term customer of
significant load. In fairness, the Company should have a reasonable
opportunity to recover its investments, including those to serve MIT.
Moteover, the Department is concerned about the significant impact of the
loss of MIT on [Cambridge] and its ratepayers . . .

164 PURA4th at 103-104 (citations omitted). The Commission then concluded:

[T]he Department has expressed clearly its policy with respect to allowing
utilities “a reasonable opportunity to recover costs for existing
commitments that might be stranded in the transition to competition”. The
instant Order [allowing Cambridge to include the Transition Charge in its
standby, maintenance and supplemental rates for MIT and thus recover
stranded costs] is a further articulation of the Commonwealth’s regulatory
policy.

164 PURA4th at 108 (citations omitted).

Following this decision, MIT filed a petition with the FERC for enforcement
pursuant to section 210(h) of the Public Utility Regulatory Policies Act of 1978 (16 U.S.C.
§ §24a-3(h)) (“PURPA”) against the Massachusetts Commission. See, Re Massachusetts
Institute of Technology, 74 F.ER.C. 61,221, 1996 FERC LEXIS 280 (1996). In the petition,
MIT alleged, inter alia, that the Transition Charge violates the requirement of section 210(c) of
PURPA (16 US.C. § 824a-3(c)) that rates for sales by utilities to Qualifying Facilities (“QFs™)

12




be non-discriminatory. Following some discussion about the Transition Charge, QFs and the
PURPA, the FERC responded:
The Massachusetts Commission’s approval of the Transition Charge is
“generally consistent with our preliminary gmdance in the Open-Access
NOPR [“Notice of Proposed Rulemaking™)’, although our Open-Access

NOPR only applies to situations where requirements customers leave due
to the availability of transmission access.

1996 FERC LEXIS 280, *12 (footnote ‘ad'ded). Thus, the FERC explicitly acknowledged that
Cambyridge’s Transition Charge was consistent with the FERC’s policy on the recoverability of
stranded costs as set forth in the NOPR (and later in Order No. 888), even though the stranded
costs incurred by Cambridge did not arise becausé of competition, but rather by voluntary
customer departure. | ‘

In looking to the facts of the present case, ‘the contemplated departure of

Duquesne’s Harwick Village customers and accompanying revenue loss were not brought on by
) competition, but rather were a result of the 1917 exchange of certificated territories between
' ‘D‘uquesne and West Penn. Duquesne Statement No. 3, p. 3; Exhibit JAL-1. However, that does
nai mean that Duquesne did not incur stranded costs. Clearly, the opposite is true. The customer
aepa'rture and revenue loss leaves Duquesne unable to fully recover its investmerité and the costs
it incurred to serve those customers unless rates to remaining customers are increased. By selling

the load reserved for the Harwick Village residents in the wholesale market, Duquesne will be

 able to recover only some of its stranded costs. Mr. Lahtinen states Duquesne’s dilemma best by
saying: “
Duguesne would receive substantially less revenues from the sale of
energy at market prices than it now receives from a similar amount of
electrical energy to the Harwick Village residents under current cost based
tariffs.
Dugquesne Statement No. 3, p. 6. Without the allowance for recovery in this case, Duquesne’s

ratepayers ultimately will have to absorb these stranded costs.

*The FERC adopted the Open Access NOPR, 60 Fed. Reg. 17,662, as Order No. 888.
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Duquesne asserts that its right to recovery of stranded costs is based upon the
following reasons. First, Duquesne made substantial investment in generation, transmission and
* distribution facilities to serve the customers of Harwick Village. It did so with a reasonable
| expectation of (1) continuing to serve those customers in the future and (2) receiving a fair rate of
‘yeturni on its investment. Second, it would be grossly inequitable to require Duquesne’s
‘remaining ratepa},fyersi its shareholders, or both to bear the costs left stranded by others, namely
the departing Harwick Village customers. Lastly, efficiency within the marketplace and societal

benefits derived therefrom, dictate recovery of stranded costs for Duquesne.
Reasonable Expectation

- The underlying reason for the legitimacy of stranded cost recovery is reasonable

“expectation. Duquesne Statement No. 3, p. 5. In Order No. 888, the FERC succinctly stated:

[A] utility seeking to recover stranded costs must demonstrate that it had a
reasonable expectation of continuing to serve the departing customer.
Whether a utility had a reasonable expectation of continuing to serve a
customer, and for how long, will be determined on a case-by-case basis,
and will depend on all the facts and circumstances.

61 Fed. Reg. at 21,653 (emphasis added). In footrote 793 of the Order regarding reasonable
expectation, the FERC wrote:

The examples that the Commission provided in the Supplemental NOPR
«of possible ways to establish reasonable expectatlon were not intended to
be dispositive of the issue. As we make clear in this Rule, whether a
particular utility had a reasonable expectation that a [service] contract
would be extended will depend on all of the facts and circumstances.

61 Fed. Reg. at 21,653, The FERC then continued:
- Whether the state law . . . imposes a mandatory obligation to serve would
be among the factors to be considered in determining whether the

reasonable expectatmn is met in a particular case.

61 Fed. Reg. at 21,653.
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The facts and circumstances in the present case clearly warrant the finding that
Duquesne had a reasonable expectation to serve its Harwick Village customers. Duquesne had a
lawful duty to provide adequate, safe, reasonable, and continuous electric service to its customers
“in Harwick Village. 66 Pa.C.S.A. § 1501. Duquesne has satisfied its duty. T r. 83. The only
way Duquesne could accomplish this was to make investments in generation, transmission and
distribution facilities to serve the Harwick Village residents. Duquesne Statement No. 3, pp. 4-5.
That is exactly what Duquesne did; it made investments in fucilities to satisfy its duty to serve,
but it did so under the reasonable expectation that (1} it would continue to serve the Harwick
Village ’cust()mers and (2) it would receive a fair rate of return on the investments. Duquesne
- Statement No. 3, pp. 4-5; Duquesne Statement No. 1S, pp. 12-14.
Duquesne’s reasonable expectatibn has its roots in the 1917 “Afticles of
Agreemen ” between Duquesne and West Penn whereby Duquesne and West Penn agreed to
exchange certain service territories.  Duquespe Statement No.3, p.3; Exhibit JAL-1.
Essentially, West Penn extended to Duquesne the right serve coal mining properties owned by
Duquesne yet located in West Penn’s certificated service territory. Similarly, Duquesﬁe extended
to West Penn the right to serve coal mining properties owned by West Penn and located in
Duquesne’s certificated service territory.
| Some forty (40) years subsequent to this Agreement, Duquesne’s then president,
P.H. McCance sent a letter, dated April 30, 1957, to West Penn’s theﬁ President, P.H. Powers,
wherein he stated that West Penn has the “right to purchase” Duquesne’s distribution facilities
and take over the customers in Harwick Village at any time after Duquesne discontinued mining
operations. West Penn Statement No. 1, p. 2; Exhibit RAP-1. Duquesne sold the last of its coal
mirning properties and ceased mining operations by 1958 or 1959. Duquesne Statement No. 3,
p. 3.
For the next 37 years (1957 to 1994), West Penn remained silent, declining to
i exercise its option to serve the residents in Harwick Village. West Penn never made any effort to
take over the Harwick Village customers. Even in this proceeding it was the residents of
 Harwick Village, not West Penn, that raised the issue of transferring to West Penn. Duquesne
Statement No. 1R, pp. 1-2. It is precisely the decades of silence and acquiescence that formed

the basis of Duquesne’s reasonable expectation to continue to serve, and be compensated for the
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‘investment to serve the residents of Harwick Village. Not only does common sense support that

it was reasonable for Duquesne to expect to continue to serve and be compensated, but the
equitable concept of latches also recognizes that when one party sits on its rights for a significant
amount of time, that party loses its rights in favor of an opposing party.

West Penn asserts that the significance of the 1957 letter “clearly shows that

Dugquesne did not have a reasonable expectation of continuing to provide electric service to

Harwick Village past the time it ceased mining operations.” West Penn Statement No. 1, p. 2.
Such an argument might have been persuasive in 1960, but not in 1994. To the contrary,
West Penn’s failure for almos: forty years to assert any intent to serve the customers confirms
that West Penn never expected to serve the customers and that Duquesne had a reasonable
expectation of cbntinuing to serve the customers. West Penn’s current opportunistic arguments
are unpersuasive.

| Finally, it is completely illogical to think that the Commission would have
permitted Du,thesne to refuse to serve the Harwick Village residents, or alternatively, that
Duquesne could have lawfully and unilaterally provided degraded service to them. The
Commission would not have given to Duquesne the right to serve the residents of Harwick
Vﬂlagé and authorize pricing and investment plans unless Duquesne’s promises to provide

service were credible. Duquesne Statement No. 3, p. 5. Duquesne could not have made such

promises without fully believing and expecting that it would continue to serve Harwick Village

and receive a fair rate of return in exchange. Duquesne’s expectations were reinforced by

West Penn's inaction in failing to assert any right to serve the customers for almost eighty years.

Equity and Fairness to Duquesne’s Remaining Ratepayers and its Shareholders

Equity and fairness to Duquesne’s remaining ratepayers and shareholders also
require that Duquesne be entitled to recover its stranded costs. The fact of the matter is, if
Duquesne does ndt recover its stranded costs caused sblely by the departure of Harwick Village
customers, Duquesne’s remaining ratepayers and/or its shareholders will bear the stranded
financial burden.

With regard to the remaining ratepayers, it is fundamentally unfair to burden these

customers with costs and obligations originally undertaken on behalf of the Harwick Village
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“customers. Duquesne Statement No. 3, pp. 5, 7. The California Commission put it best in
describing the equities of allowing stranded cost recovery so as not to burden remaining

ratepayers. It said:

The first principle of fairness is that the [stranded cost charge] should fall

~on all customers in rough proportion to the benefits they have received
from the utility’s system. If some customers avoid those charges, others
will consequently and unjustly bear more than their fair share.

~ Re: P_ropoéed{ Policies Governing Restructoring California’s Electric Service Industry and
- Reforming Regulation, 168 PURA4th, 484, 488 (1996).

With regard to Duquesne’s shareholders, these investors would not have been
" willing to commit capital to carry out Duquesne’s obligation to provide service to Harwick

Village unless they believed the Pennsyivania regulators” offer of an opportunity to earn a fair

- rate of return on their capital investment was credible. Duquesne Statement No. 3, p. 5. Sound

policy and ‘regulation requires that a public utility providing service under rate-of-return
regulation must be given the opportunity to recover and rjecéive a fair return on all its prudent
investment. Duquesne Statement No. 1S, pp. 4-5. By disallowing recovery of Duquesne’s
' stfanded costs in this case, Duquesne would not receive a fair rate of return on investments it
made to serve the Harwick Village customers. Consequently, Duquesne’s investors and

shareholders Wmﬂd be denied their fair rate of return.

~ Finally, when Duquesne transfers assets at a premium above book value,

Duquesne passes these benefits onto remaining customers by writing down its investment in
nuclear generation, accelerating amortization on plant, and providing a credit on ratepayer bills
through the ECR. The sale of Duquesne’s interest in its Ft. Martin plant is one such example.
See, Petition of Duquesne Light for Declaratory Order and Application of Duquesne Light

Company for Approval to Transfer its Interest in the Ft. Martin No. 1 Generating Unit to AYP
Cap’ital.’ Inc., DOCket Nos. P-00951001 and A~110150F0011, Order entered June 20, 1996.

 Flowing through all or a portion of these bensfits is completely consistent with the notion of

allowing a utility an opportunity to earn a reasonable return on capital. Conversely, where
- Dugquesne incurs stranded costs in transferring assets, equity demands that regulators must afford

symmetrical treatment and allow these costs to be recovered so that (1) shareholders are given
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~ their opportunity to earn a fair rate of return on their invested capitat and (2) remaining customers

- do-not absorb the cost responsibility through higher rates. Duquesne Statement No. 3, p. 7.

In sum, the recovery of stranded costs associated with customer departure is a
legitimate charge to insure that Duquesne’s other remaining customers, stockholders or both are

not adversely impacted. Duguesne Statement No. 3, p. 5.

Efficiency in the Marketplace

Stranded cost recovery is necessary to insure that customer departures, either in a -

competitive marketplace or in transfers like the situation here, are consistent with efficiency and
the overall public interest. Duquesne Statement No. 3, p. 8.

- Efficiency in the marketplace can be defined in two ways. From a cost
perspéctiva efficiency occurs where a certain amount of goods or services are produced at the
minimum cost. From a production perspective, efficiency occurs where a maximum amount of
goods are produced from a fixed set of production inputs. Duquesne Statement No. 3, p. 8.

Efficiency is important in a marketplace because it allows customers buying a particular product

~ to pay the minimum price while providing a fair return for the seller. Any efficient transaction in

the marketplace will benefit all parties involved because each party will either experience a cost
savings or added value (e.g., all parties will gain in some manner). Duquesne Statement No. 3,
p. 8.

With regard to the transfer of Harwick Village customers nd assets in the present
caSe, it certainly is not an efficient transaction if Duquesne’s remaining customers and its
shareholders experience a loss. Duquesne Statement No. 18, pp. 9-11, 15-17. Duquesne’s
recovery of stranded costs in this case assures that all parties can gain, demonstrating it is an
efficient transaction. Duquesne Statement No. 1S, p. 18.

The present movement to competition in the electric utility industry around the

country evidences the importance of achieving efficiency in providing the least cost product in
the electric generation marketplace. There is no reason, at least from an economic perspective,

‘why the transaction at issue in this case should be treated differently from what legislatures are

attempting to achieve generally in the electric supply industry today. Not coinc:identally, the

Commission considered the impact of efficiency in developing its recommendations to the
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Governor and General Assembly on electric utility industry restructuring in Pennsylvania. Since
the issue of efﬁciency present in this case is essentially the same one the Commission dealt with
in its investigation on competition, the Commission should consider efficiency in this case as
well. Duquesne Statement No. 3, p. 9. This principle of efficiency was recently codified in the

Electric Competition Act, which mandates a just and reasonable recovery of stranded costs.>

C.  Using the revenues lost approach, Duquesne properly calculated $1,266,723 as the
dollar amount of stranded costs it will incur when its Harwick Village customers
transfer to West Penn.

Using the revenues lost approach, Duquesne calculated that $1,266,723 in costs
will become stranded when its Harwick Village customers transfer to West Penn. - Duquesne
Statement No. 3, p. 11. With regard to the revenues lost approach, the FERC concluded in its
Order No. 888: ‘

We reaffirm our proposal that the determination of recoverable stranded
costs should be based on the “revenues lost” approach. We find that the
revenues lost approach is the fairest and most efficient way to balance the
competing interests of those involved.

61 Fed, Reg. at 21,658. See, also Duquesne Statement No. 3, p. 14.

The revenues lost approach calculates stranded costs by computing the difference

in the net revenues that Duquesne expected to receive from the Harwick Village customers

‘versus the niet revenues it estimates it would receive from the sale of the same incremental load

on the open market. Duquesne Statement No. 3, p. 11.

: To demonstrate the calculation, it is best to use round numbers. The actual figures
are presented in tabular format in Exhibit JAL-3 and explained in greater detail in Duquesne
Statement No. 3, pp. 11-15. Duquesne receives annual net reverues of approximately $284,000

from the Harwick Village customers. This revenue amount is reasonable assuming 300

% Duquesne recopnizes that some of the cited authority in this brief pertains to competition. However, the economic
reasoning that persuaded legislatures and regulatory commissions to adopt provisions for stranded cost recovery is -
the very same reasoning espoused by Duquesne herein. Moreover, that reasoning also persuaded state public utility
tommiissions in other jurisdictions (e.g., Ohio and Massachusetis) to allow or recognize stranded cost recovery by
utilities under non-competitive circumstances. See Re City of Clyde and Re Cambridge Electric Company cited
supra,
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customers paying an average of about $1000.00 per year. Duquesne estimates that it would
receive $44,594 by selling the same incremental load on the open market. Duquesne calculated
ihis amount by multiplying the Harwick Village customers’ annual load of 2,347,071 kilowatt-
hours ("kWh) by 1.9¢/kWh, the current rate Duquesne receives for sales of firm energy into the
wholesale power market.®  In addition, Duquesne ‘estimates that it would no longer incur
approximately $7300 to $9300 per year on operation and maintenance costs (“O&M”) due to the
loss of the Harwick Village customers. Applying the net revenues lost formula to these numbers,
it turns out that Duquesne®s annual loss of revenue will be approximately $230,000 per year.”
Exhibit JAL-3 and Duquesne Statement No. 3, pp. 11-15.

The annual revenue loss is then capitalized over the number of years that

Duquesne estimated it would incur the revenue loss. Duquesne assumed nine years was an

appropriate number of years because it appears that the Commission envisions a process whereby

utilities would have an opportunity to recover stranded costs through the year 2005 3 The total

revenue loss Duquesne will experience as a result of losing the Harwick Village customers,

therefore, is $2,070,000 (e.g., $230,000 x 9). This is a conservative number because it assumes

1o change in base rates over the nine-year period. Exhibit JAL-3 and Duguesne Statement No. 3,

pp. 11-15.

From this number, it is appropriate to subtract out the net book value for
Duquesne’s distribution facilities ($149,744) so as to not double count that amount.” This leaves
a total stranded cost liability of approximately $1,920,000 ($'2,070,000' - $149,744) that
Duquesne will experience over a nine-year period. When that number is adjusted to its present
value, the result is an amount totaling $1,266,723. Exhibit JAL-3 and Duquesne Statement
No. 3, pp. 11-15.

® The 1.9¢/kWh is subject to change. Duquesne is considering offering for sale capacity and associated energy

through a competitive solicitation as part of its retail pilot program. The sale proceeds will more adequately

establish a market value for power which can be plugged into the revenues lost formula. Duquesne Statement No., 3,

gyNet revenves expected to be received from the Harwick Village customers ($284,000) minus net revenues
estimated to be received from the sale of the same incremental load ox the open market ($44,594) minus savings in

, O&M costs {$9300).

¥ In fact, after Duquesne’s testirony was submitted, the Electric Competmon Act was enacted which specifically sets
nine years as the usual penod for the collection of stranded costs. 66 Pa.C.S.A. §2808(B).
% 1t would be inappropriate to count $149,744 in the revenues lost calculation and then also require a separate
payment for Duquesne’s distribution facilities.
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Calculating stranded costs by comparing the difference in net revenues that
Duquesne expected to receive from the Harwick Village customers to the net revenues that
‘Duquesne estimates it would receive if it sold Harwick Village customers’ incremental load on
‘the open market properly measures the value of assets left stranded as a result of the customers’
departure. Duquesne Statement No. 3, p. 14. If a different methodology of calculating stranded
costs is ultimately approved by the Commission, Duquesne would have no objection to updating

the stranded cost charge in this case. Duquesne Statement No. 3, p. 16.

D. The Township does not have standing to represent Dugquesne’s customers who reside
in Harwick Village and who requested service from West Penn.

Duquesne’s Motion to exclude the Township from representing its residents and

. businesses who are customers of Duquesne in Harwick Village was denied on the basis of

‘Township of Findlay v. Duguesne Light Co., et al., Docket No. C-00935374, Order entered

- September 4, 1996, Tr. 164. That case is currently on appeal before the Commonwealth Court,

However, the following argument is set forth at this time merely to presetve this issue in the
event of an appeal of this case. ‘

The Township can maintain this action only in its capacity as a municipal
customer of Duquesne. The Township’s attempt to represent the interests of its Harwick Village
residents is inconsistent with the First Class Township Code. 53 P.S. § 55101, et seq.

In this action, the Township seeks to represent a disparate grdup of electric
consumers. The residents and businesses located in Harwick Village have different Toad
characteristics and use electrical energy for different purposes. Some of them may not even want -
to transfer to West Penn.

The Township is a governmental body which haé only those powers expressly
granted by the Legislature. Thus, the Township must be authorized by the Legislature to
represent the intérests of its residents in Commission proceedings. Nowhere under the First
Class T ownship Code is the Township given such express or implied authority to represent the
interest of its residents in administrative proceedings before the Commission. To the contrary,
the Code is silent concerning any authority for a first class township to represent the claims and

interests of its residents.
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The United States District Court for the Eastern District of Pennsylvania recently

reviewed the Pennsylvania case law concerning the parameters of a municipal cotporation’s

authority in holding that the Borough of Schuylkill Haven did not have the authority to build and

operate a cable television system. In Warper Cable Communications, Inc. v. Borough of

Schuylkill Haven, 784 F. Supp. 203 (E.D. Pa. 1992), the Court provided the following summary :
~ ofthe law in this area:

1t is well established that Pennsylvania has adopted the Dillon rule, which
states that a municipal corporation does not possess and cannot exercise
any other than the following powers: (1) Those granted in express words;
(2) Those necessary or fairly implied in or incident to the powers expressly
granted; (3) Those essential to the declared objects and purposes of the
corporation, not simply convenient, but indispensable. Any fair,
reasonable doubt as to the existence of power is resolved by the courts
against its existence in the {municipal] corporation, and therefore denied.

~ The reason behind this strict rule is that a borough or othet municipal

- corporation is not & sovereign with inherent powers, but tather a creature
of the state. As such, it is completely subject to the state legislature’s
authority and may do only those thmgs which the legislature has placed in
its power.

784 F.Supp at 210-211 (citations omitted).

Moreover, the Commonwealth Court has found that municipal corporations,
absent express statutory authorization, lack standing to assert the rights or claims of individual
property owners in light of the municipality’s purpose to merely carry out 1ocal government
functions.  Department of Environmental Resources v. Borough of Carlisle, 16 Pa.
Commonwealth Court 341, 330 A.2d 293 (1974). See, also Snelling v. Pennsylvania Department
of Transportation, 27 Pa. Commonweaith‘(?ourt 276, 366 A2d 1298 (1976); Township of Upper
Moreland v. Pennsylvania Department of Transportation, 48 Commonwealth Coutt 27, 409 A.2d
118 (1979); and Strasburg Associates v. Newlin Township, 52 Pa. Commonwealth Court 514,
415 A.2d 1014 (1980). |

The lack of express statutory authority for representational standing in the First

Class Code supports Duquesne’s argument that the Township cannot represent its Harwick

Viﬁage residents in this proceeding. Further, the Harwick Village residents are not without
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‘representation. As customers, they may file individual complaints with the Commission. The

Office of Consurmer Advocate, Ofﬁce of Small Business Advocate and Office of Trial Staff are
publicly funded representatives charged with the objective representation of customers” interests.
There is, therefore, no need for such gratuitous efforts by the Commonwealth’s thousands of
municipalities to undertake the representation of consumers before the Public Utility
Commission. Municipalities have no special expertise in representing consumers before the
Cdmmissibn, are often motivated more by the politics of the situation rather than the best
interests of customers, and may very well act contrary to the desires of a significant number of
their residents.

For all of these reasons, the Township should not be allowed representational

standing in this proceeding.
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Conclusion

" For the above stated reasons, Duquesne requests the Commission to approve the

transfer of the Harwick Village customers from Duquesne to West Penn subject to West Penn’s

. ~payment to Duquesne of $149,744 for Duquesne’s distribution facilities and $1,266,723 for

V.
Q  stranded costs resulting from the transfer.
.
. IS
o Dated this 17th day of February, 1997.
3

© RSH/LRC/ajp:016CX
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APPENDIX

PROPOSED FINDINGS OF FACT

1. | Dugquesne is a corporation and a public utility, duly organized under the laws of
Pénnsylvania and having it principal place of business at 411 Seventh Avenue, P.O. Box 1930,
Pittsburgh, Pennsylvania 15230-1930. |

2.  West Penn is a corporation and a public utility, duly organized under the laws of
Pennsylvania and having its principal place of business at 800 Cabin Hill Drive, Greensburg,
Pennsylvania, 15601-1689. '

3. © The Township of Springdale is a Township of the First Class and a political
subdivision of the Commonwealth of Pennsylvania. It has its offices at P.O. Box 177, Pillow
Avenue, Harwick, Pennsylvania 15049. Harwick Village is the area of the Township at issue in

this proceeding. Sptingdale Statement No. 1; Tr. 72.

4. On or about May 18, 1994, residents of Harwick Village submitted a letter and an
attached signed petition to West Penn. In the letter, the residents stated that they wete currently
being served by Duquesne, and requested that West Penn provide them with service instead of

Dugquesne. Duquesne Statement No. 3, p- 4; West Penn Statement No. 1, p. 5.

5. On or about February 28, 1996, the Township, on behalf of the Harwick Village
residents, filed a Complaint with the Commission to effectuate the transfer of electric service

from Duquesne to West Penn. Springdale Statement No. 1; Complaint.

6. The Township is a customer of Duquesne. It pays the electric bill for street lights
located within Harwick Village. Springdale Statement No. 1; Tr. 69.




7. Harwick Village is located within West Penn’s certificated service tetritory.

Duquesne Statement No. 3, p. 4.

8. Duquesne’s right to serve the Harwick Village residents dates back to an
agreement, entitled “Articles of Agreement,” between Duquesne and West Penn, dated April 16,
1917, wherein Duquesne and West Penn agreed to exchange certain service territories described

therein. Duquesne Statement No. 3, p. 3; Exhibit JAL-1.

9. The Pennsylvania Public Service Commission issued a Certificate of Public
Convenience by Report and Order dated June 27, 1923 approving certain amendments to the
Articles."’ Duquesne Statement No. 3, p. 3; Exhibit JAL-2. |

10. - In paragraph Fifteenth of the Articles, Du@uesne reserved the right to furnish
electric service to coal mining properties it owned or controlled situated in several townships,
including the Township of Springdale. One of the coal mining properties referred to in the
Articles was in the area now known as Harwick Village. This is how Duquesne came to serve its

customers in Harwick Village. Duquesne Statement No. 3, p. 3 Exhlbxt JAL-1;Tr. 97.

11. Duquesne believes that it sold the Jast of the coal mining properties by 1958 or
1959, Duquesne Statement No. 3, p. 3.

12. During the sale of the last of the coal mining properties, Duquesne’s then
president, P.H. McCance drafted a letter, dated April 30; 1957, to West Penn’s then President,
P.H. Powers wherein he stated that West Penn has the “right to purchase” Duquesne’s
‘ disf:riﬁution facilities and take over the customers in Harwick Village after Duquesne ceased

mining operations. West Penn Statement No. 1, p. 2; Exhibit RAP-1.

0 Duquesne was not able to Iocate the Public Service Commxsslon s approval of the original 1917 Agreement.
Duquesne Statement No. 3; p. 3 :
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3. For 37 years (1957 to 1994), West Penn remained silent, declining to exercise its
option to serve the customers in Harwick Village. West Penn never made any effort to take over
the Harwick Village customers after Duquesne ceased its mining operations and sold its
properties in the late 1950s. It was the residents of Harwick Village, not West Penn, that
ultimately raised the issue of transferring to West Penn, obviously because of a temporary rate
dispafity between Duquesne’s and West Penn’s rates. As a result of West Penn’s silence and

acquiescence, Duquesne continued to base its transmission and generation plans on the

reasonable expectation of (1) serving the load in Harwick Village and (2) feceiving a fair rate of

return on its transmission, generation and distribution investment there. Duquesne Statement

No. IR, pp. 1-2; Duquesne Statement No. 18, pp. 12-14.

14. : In accordance with the 1917 Agreement, Duquesne has provided continuous

- electric service to the residents and businesses of Harwick Village to the present date and without

objection from West Penn. Duquesne Statement No. 3, pp. 3-4.

15. Duquesne’s distribution facilities in the Harwick Village area which Duquesne
proposes to transfer to West Penn include 127 wood poles, 183 crossarms, 72 guys, 41 anchors,
35 racks, 1 pole top extension, 61 insulators, 63,634 feet of conductors, 219 services and

43 luminaires. Duquesne Statement No. 1, p. 2.

16. In addition to these distribution facilities, Duquesne uses its entire mix of
generation, including purchased power sources, and bulk transmission facilities to serve the

Harwick Village area. vDuquesner Statement No. 3, p. 4.

17. Dugquesne is willing to transfer its customers and distribution facilities in Harwick
Village to West Penn upon West Penn’s payment of the depreciated costs (alternatively referred
to as “net book value” or “trended original cost minus depreciation”) of Duquesne’s distribution

facilities in the Harwick Village area, plus stranded costs. Duquesne Statement No. 3, p. 4.
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- 18, Duquesne informed West Penn of its desire to recover stranded costs as early as

June 9, 1995 in a letter frém Duquesne’s then Chief Counsel, Larry R. Crayne, to West Penn’s

\ ~ counsel, John L. Munsch. West Penn never responded to Mr. Crayne’s letter or his proposal
~ therein. Duquesne Statement No. IR; Exhibit JAL-IR.

19. | - West Péﬁn is prepared and able to provide electric service to Harwick Village.
West Penn is willing to pay to Duquesne “net book value” or $149,774 for Duquesne’s
distribution facilities in Harwick Village. West Penn is unwilling to compensate Duquesne for
stranded costs Duquesne will incur as a result of the loss of the customers and revenues.

West Penn Statement No. 1, pp. 6-8.

20. Stranded costs amount to $1,266,723 while the net book value of Duquesne’s
distribution facilities totaled $149,744. Dugquesne Statement No. 3, p. 4; Exhibits JAL-3 and

‘WDG-1; West Penn Statement No. 1, p. 7.

2L Dugquesne relied upon the * ‘revenue lost approach” in calculating stranded costs in
this caSe. This approach, while comparing the difference in nét\ revenues under continued
, fegnléticn versus net revenues under competition, properly measur'esi the value of assets left
~ stranded as a result of customer departures, whether through retail Whéeling-, or as in this case, a
- transfer of customers. Moreover, the revenue Idst appr‘dach has been adOpted by the Federal

- Energy Regulatory Commission (“FERC”) in its recent Order No. 888. Duquesne Statement

No. 3, pp. 11, 14.

22., Equity, efficiency and reasonable expectations provxde the bases for Duquesne to
recover stranded costs in this proceeding. With regard to equity, it is fundamentally unfair to
burden Duquesne’s remaining customers with costs and obligations originally undeltaken on
behalf of customers located in Harwick Village. Recovery of costs associated with premature
customer departure is a legitimate charge to insure that Duquesne’s other remaining customers,
stockholders or both are not adversely impacted. Duquesne Statement No. 3; pp. 4-5.

Regardless of whether a transfer of customers and/or facilities occurs in a fully regulated regime,
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~ as in the present case, or in a competitive environment after deregulation occurs, recovery of

stranded costs assure that everyone, utilities and consumers, gain and that efficiency and equity

will be achieved. Duquesne Statement No. 18, p. 3.

23, - In regards to efficiency, Duquesne’s transfer of facilities and customers to
West Penn without receiving compensation for stranded costs results in West Penn and it
customners recognizing a gain at the expense of Duquesne and its remaining customers, Such a

transfer is economically “inefficient” Duquesne Statement No. 3, pp. 7-9; Duquesne Statement

 No. 18, pp. 9-11, 15-17.

24,  Regarding reasonable expectations, although a competitive marketplace in the

electric industry is one way electric utilities will incur stranded costs, it is not the underlying

reason for the legitimacy of stranded cost recovery. The underlying rationale concerns

reasonable expectations. Duquesne Statement No. 3, p. 5.

25. In providing service to Harwick Village over the p:st 8 decades, Duquesne has

 undertaken substantial and prudent investments in generation, transmission, and distribution

facilities. Duquesne made these investments based, in part, upon its reasonable expectations that

(1) it would contintie to serve the residents of Harwick Village and (2) that it would receive a

~ reasonable rate of return on its investments. Duquesne Statement No. 3, pp- 4-5; Duquesne

Statement No. 1S, pp. 12-14. Duquesne’s expectations were a result of West Penn’s forty years
of silence and acquiescence regarding Duquesne’s continuous service of electricity to the

Harwick Village customers. Duquesne Statement No. 1R, pp. 1-2; West Penn Statement No. 1,

p. 2; Exhibit RAP-1.

26. Duquesne’s proposed treatment of stranded costs in this case is consistent with the

~regulatory treatment afforded the transfer of assets in the past‘v' Historically, assets were

transferred at net book values with little regard for potential stranded costs because until most

recently, market values were close to or exceeded book values, As a result, stranded cost

considerations were of little concern. However, in today’s environment , book values exceed
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market levels, and thus, stranded costs have become a substantial concern. Dugquesne Statement
No.3,p. 7.

27. Duquesne would receive substantially less revenues from the sale of energy at

market prices than it now receives from a similar amount of electrical energy to the Harwick

Village residents under current cost based fariffs., Dugquesne Statement No. 3, p. 6.

28, On three (3) prior occasions referred to by WestPenn, Duquesne’s and

West Penn’s transfer of customers and/or facilities did not reflect stranded costs, but rather was

'compl’eted‘at “net book value.” West Penn Statement No. 1, pp. 3-4; Exhibits RAP-2, RAP-3

and RAP-4. Duquesne’s policy of requesting recovery for stranded costs was not established
until the summer of 1994, which was subsequent to these three transfers. Dugquesne Statement
No. 1R, p. 2.

29. The Commission has made a policy determination that stranded costs should be

recovered to prevent cost shifts among customers. Duquesne’s proposal in this case treats the

customers in the Harwick Village area consistent with the Commission objectives, as expressed

in its July 3, 1996 report to the Pennsylizarﬁa Legislature (“PUC Report and Recommendation to

the Governor and General Assembly™), (and the recently enacted Electricity Generation
Customer Choice and Competition Act, 66 Pa. C.S. § 2801, et seq.). Duquesne Statement No. 3,
p. 16; West Penn Exhibit No. 4. |
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The Honorable James D. Porterfield ~ )

Pennsylvania Public Utility Commission F-3 819

1{1]'03 Pgtt‘sburgh State Office Building =
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STATEMENT OF QUESTIONS INVOLVED

. Were the "stranded costs" claimed by Duquesne caused

by regutatory change?

“ANSWER: No.

Was there a reasonable expectation on behalf of
Duguesne to continue to serve the Harwick Village
customers?

ANSWER: No.
Assuming that the Presiding Officer rules in favor of
Duquesne that its so-called stranded costs should be

recovered from Harwick customers, was Duquesne’s
method of calculating stranded costs reasonable?

ANSWER:  No.
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PROPOSED FINDINGS OF FACT

1. By letter dated May 16, 1994, Stephen Yakopec, Jr., Solicitor for
the Township of Springdale, presented to West Penn a petition signed by 258
HarWick Village customers of Duquesne Light in Springdale Township, to switch
théir eiecﬁriC'service from Duquesne Light to West Penn. Of those customers,
Duquesne Light has concluded that 221 are outside Duquesne Light’s service area.
(West Penn Statement No. 1, pg. 5). (Duquesne Statement No. 3, pg. 2; Duquesne
Light’skAnswer'and New Matter, dated March 20, 1996, paragraph 3b).

2.  Harwick Village is an unincorporated community in Springdale

. Township, Allegheny County, Pennsylvania. The Village was first constructed in

the early 1900°s to provide housing for employees who worked at the Harwick Mine,

- which was owned by Duquesne Light or its predecessor, and which provided coal to

Duquesne Light’s nearby power station. Duquesne Light originally served the area
because 1in the early 1900’s it had electric facilities in place to serve the area

even though it was in West Penn’s service territory. (West Penn Statement No.

1, pg.4).

3. Under Articles of Agreement, dated April 16, 1917 (Duquesne®™

Statement No. 3, Exhibit JAL-1), between Duquesne and West Penn, the utilities
agreed to describe their service territories for the purpose of defining their
territories. In the fifteenth paragraph of the Articles, Duquesne reserved the

right to furnish electric service to certain coal mining properties, including

~ Harwick Village in the Township of Springdale.  Article 15 provides that

"Duquesne Light Company shall have the right to furnish electric current for
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Tight, heat and power to coal mining properties now or hereafter owned or
controlled by it...." (Duquesne Light Statement No. 3, pg. 3). In terms of
electrical supply, Harwick Village is an island served by Duquesne Light,

surrounded by area served by West Penn.

4. In 1958 and 1959, howevek, Duguesne Light sold the mining
pPOpeftiES. (Duquesne Light Statement No. 3, pg. 3). But it continued to
provide electric service to the residents in Harwick Viilage, even though the
vareayis within the service territory of West Penn Power Company. ‘Duquesne Light
atknow]edges that Harwick Village is in Wést Penn’s service territory. (Duquesne

Light Statement No. 3, lines 3-4).

5. About the time that Duquesne sold its mining properties, Duguesne

acknowledged that its right to serve Harwick Village was Timited. In a 1957

letter from Duguesne Light’s then~PreSident,'R; H. McCance, to P. H. Powers, then

West Pennfs President, Mr. McCance recited the understanding that West Penn would
haVe\the right, at any time, to purchase Duquesne’s facilities and take over the
customers in Harwick Village upon Duquesne Light‘s cessation of its mining
6perations, subjeCt to regulatory approval. (West Penn Statement No. 1, pg. 2;
Exhibit RAP-1). |

6. Duquesne Light has continued to serve Harwick Village since 1917.
However, there were two exchanges of customers to West Penn Power. (West Penn
Statement No. 3, pgs. 3-4). On AuQUSt 13, 1993, nineteen (19) customers in
~ Harwick Village had their electric service transferred from Duquesne to West

Penn. The transfer was completed pursuant to an Order at A-111250, F0049, dated
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June 3, 1993. In the joint petition at that docket number, West Penn and
Duquesne recognized'that the customers in Harwick Village are in an area in which
West Penn has charter service rights. The cost of the transaction was based on

Duquesne’s book investment in the facilities determined as trended original cost

less depreciation. (West Penn Statement No. 1, Exhibit RAP-3).

’ 7. In the Order of the Commission approving the joint petition of
DuQUesne and West Penn, the Commission noted that, "Due to the Tocation of its
distribution facilities, Duquesne constructed facilities and served customers in

the Village of Harwick area of Springdale Township, Allegheny County, which is

~in West Penn’s service area, on a temporary basis until West Penn had

distribution Tines in the area." (Exhibit RAP-3; Order at A-111250 F0049).

8.  Through a Joint Application of Duquesne and West Penn in 1993, at
Docket No. A-111250 F0054, another group of customers in Harwick Village was
transferred by Duquesne to West Penn. (West Penn Statement No. 1, Exhibit No.

‘ RAP~4). The joint petition stated, and the Commission Order stated, that Harwick

Village was in the certificated area of West Penn Power. Although the Joint
Petition and the Commission Order do not recite the monetary figure paid by West
Penn to Duquesne for the transferred facilities, witness Richard Phi11ipskstated
that the figure was developed using a "trended original cost minus depreciation”

methodology. (West Penn Statement No. 1, pg. 7, Tines 19-24).

- 9. In this proceeding West Penn offered to purchase Duquesne Light’s
facilities in Harwick Village for an amount representing the trended original

cost, minus depreciation, of the facilities. The offer was a value of
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| $149,774,00_ The figure of $149,774.00 was developed by Duquesne Light. (Tr.

108). 1t was based on trended original cost minus depreciation. {(West Penn
Statement No. 1, pg. 7; Duquesne Light Statement No. 2, Attachment 1, last page
(showing break-even price at $149,774.00)). The $149,774.00 represents the value
of the Faci}ities,to'bE‘transferked; it does not reflect Duquesne’s stranded cost
claim. (Tr. 104). The $149,774.00 figure is acceptable to West Penn. (West
Penn Statement No. 1, pg. 8).

~10.  Duquesne wanted a higher figure representing the entire costs and
mix of generation including purchase power sources, transmission facilities and
local area distribution facilities used to supply the residents of Harwick
¥itlage that Duquesne contended would be lost or stranded if Dugquesne were to
give up its service to the Harwick Village customers. (Duquesne Light Statement

No. 3, pg. 4; West Penn Statement No. 1, pg. 7).

11. Duquesne calculated its stranded costs as $1,266,723.00 as
calculated in Exhibit JAL-3. (Duquesne Light Statement No. 3). Presented for
the purpose of argument only, West Penn’s calculation of Duquesne’s stranded cost

ranged from $84,749.00 to $263,731.00, although West Penn argues that no recovery

is allowed. (WP Rebuttal Statement No. 1, pg. 12). The stranded cost figure

wuuld,bevin-addition to the $149,744.00 figure representing trended original cost
minus depreciation. Duquesne’s method of calculating its stranded costs is based

on a revenue-loss approach, which calculates the utility’s net revenues from

serving Harwick Village from the present through the year 2005 (Duquesne Light

Statement No. 3, pgs. 11, 12), deducts a market value of the stranded costs, and

reduces the total value to net present value.
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12. West Penn was willing to buy the facilities at the $149,774.00
figure but West Penn refused to pay any additional amount representing stranded

costs, contending that stranded costs were not applicable for several reasons.

13. West Penn is able and willing to provide electric service to Harwick
Village. It states that it has substation service near Harwick Village with two

138-kY Tines and two 138-12 kV transformer banks supporting its distribution load

surrounding Harwick Village. It further states that engineering and construction

for the exchange could be completed within a three-month period with Timited or

no electrical outage during the exchange. (West Penn Statement No. 1, pg. 6).

| 5viskelemepringdPinstnbret Jin ; 6




PROPOSED CONCLUSIONS OF LAW

West Penn will provide Proposed Conclusions of Law with its Reply Brief

or, if a Reply Brief is not filed, as a stand-alone filing.
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ARGUMENT

1. THE CONCEPT OF ANY “STRANDED COSTS" IS INAPPLICABLE IN THIS
PROCEEDING. |

Since the Harwick Village customers’ request in 1994, thé concept of

stranded cost has become more refined in Pennsylvania, first as a result of the

Commission’s Report and Recommendation to the Governor and General Assembly on

Electric Competition at Docket No. I1-940032, issued July of 1996 (hereinafter

YReport"), and second, in the passage of "The Electricity Generation Customer

- Choice and Competition Act," 66 Pa. C.S. §2801 et seq., which became effective

‘1January'1, 1997 (hereinafter “"Chapter 28").

The term "stranded costs" was raised by Duquesne as a barrier to the
departure of the Harwick Village residents. Duquesne’s change of heart from
using a "trended-original-cost-minus-depreciation" approach is a change from its
position in other Harwick Village customer transfers, at Docket No. A-111250 F.49
(West Penn Statement No. 1, Exhibit RAP 3) and A-111250 F.54. ’(Nest Penn
Statement No. 1, Exhibit RAP 4).]

The définiticns of stranded cost in both the Report and in Chapter 28
Specifﬁéa]?y‘exc1ude the kind of losses claimed by Duquesne. Specifically, the

Regoht,states under "Exclusions from Recovery" on pgs. 21-22:

, IaTthough the Joint Application at the second transfer of customers does not
describe the transfer as being made at ‘“trended-original-cost-minus-
depreciation,” West Penn Witness Phillips, who was closely involved in the
transfer, states that the transfer price was at trended-original-cost-minus-~
depreciation. (West Penn Statement Nos. 1 and 7, Tines 19-24).
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"Additionally, Commission-authorized recoverable stranded costs
must be Timited to costs which have decreased in value as a
result of the change to a competitive retail generation market."

Report, pgs. 21-~22

t is quite clear that the request of the Harwick customers is not due
to the change to a competitive generation market. The request of the Harwick
customers could have been made anytime since 1917 and was not due to a change in

Taw or regulation. Even Duquesne’s consultant, Dr. Bower, recognized that the

potential switch of the Harwick customers could have occurred anytime since 1517.

(Tr. 44). This is so because the ability to switch retail service area providers
has always existed under the existing monopoly area laws. Dr. Bower candidly
stated that the customers could always have switched to West Penn since they were

in WeSt Penn’s service territory (Tr. 44), and moreover, he stated they couid

. have requested to do so "even if they were not in West Penn’s territory." (Tr.

44, Tine 23).

Chapter 28 adopts the concept of stranded costs from the Report, and

similarly Timits its applicability to assets lost as a result of the regulatory

tkansition‘tO»a»competitive‘eTectric generation market, as created by Chapter 28.

Chapter 28 defines stranded costs as follows:

"Transition or Stranded Costs." An electric utility’s
known and measurable net electric generation-related costs,
determined on a net present value basis over the life of the
asset or Tiability as part of its restructuring plan, which
traditionally would be recoverable under a vegulated environment
but which may not be recoverable in a competitive electric
generation market and which the commission determines will
remain following mitigation by the electric utility.

66 Pa. C.S. §2803. (Emphasis added).
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The general costs that Duquesne claims will be stranded have nothing to do with

the passage of Chapter 28 and the commencement of a "competitive electric

generation market." The request by the Harwick customers to be served by the

- utility in whose service territory they are physically Tocated is not prompted

bkahapter'ZB or any regulatory charge. Such a request could have been made (and

indeed in this case was made) under the traditional regulated environment. Such

& reqhest can also be made after the passage of Chapter 28. In short, Chapter

28 does not affect the ability of a customer to seek to be served distribution
service from the area’s certificated service provider. Chapter 28 allows all
customers in the Commonwealth to choose different generation suppliers by the
year 2001. Even Duquesne’s witness Mr. Lahtinen acknowledges in his written

testimony that stranded costs occur when generation services must be sold in a

competitive market. (Duquesne Light Statement No. 3, pg. 3, Tines 13-16).

The fact that there is no common law basis for Duguesne to recover the
stranded costs was recognized by the Commission in its Report. There the

Commission makes a frank statement about the limits of its authority, writing:

- f. Legal and Policy Issues Related to Stranded Costs.
There are two primary legal issues related to stranded cost
recovery. First, the Commission must have legal authority to
authorize utilities to recover stranded costs. The Commission
concludes that it may not have sufficiently clear Tlegal
authority to provide for the recovery of stranded costs.

i‘R’e‘port at pg. 22 (citing in footnote the case of Barasch v. Pa. Public Utility

Commission, 516 Pa. 142, 532 A.2d 325 (1987); Duguesne Light Co. v. Barasch, 488

U.S. 299 (1989); emphasis added). West Penn’s point is simply that in July of
1996 the Commission said it could not order stranded cost recovery absent new
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legislation. And the new legislation with which the General Assembly responded
was Chapter 28, and Chapter 28 does not envision recovery of purported generation

stranded costs unless they have been created by the change to competitive

generation.

The request of the Harwick Village customers is merely an attempt to
change their electrical supplier to the company certificated to supply service.

It has nothing to do with generation choices or Chapter 28.

The cause of the defection of the Harwick Village residénts was not
reguiatory change. The most likely reason was the disparity in rates between
Duguesne and West Penn. Mr. Lahtinen testified that the difference in rates was
large -~ residents pay 11.74 cents per kWh to Duquesne, versus 7 cents per kWh
to West Penn. (Tr. 95). This has caused two homeowners to move their homes from

Duquesne’s side of the street to West Penn’s side. (Tr. 87).

II. DUQUESNE DID NOT HAVE A REASONABLE EXPECTATION TO CONTINUE TO
SERVE THE HARWICK CUSTOMERS. '
FERC’s Order 888 provides that, to be a recoverable stranded cost, an
‘asset must not only be stranded by regulatory change, but also, the utility must
have had a “reasonable expectation” of continuing to serve the customer who

" departs the system. (West Penn Rebuttal Statement No. 1, pg. 3).

The "reasonable expectation" is not applicablie at all in this case,
becayse one never gets past the requirement that the customer must be Tost due

to regulatory change. Even assuming for the purpose of argument, however, that
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the "reasonable expectation" standard were an issue, still, Duquesne does not

meet that standard.

Duguesne did not have a reasonable expectation of continuing to serve
Harwick Village because Harwick ViTTageywas not in Duquesne’s certificated retail
territory. The 1957 letter of Duquesne Light President Presley McCance portrays
Duquesne’s expe#tation~df serving Harwick as being very limited, at best. (West

Penn Statement 1, Exhibit RAP-1). Mr. McCance stated:

“Duquesne Light will continue to serve its Harwick mining
operation and customers in Harwick Village so long as its mining
operations continue in this area, with the understanding that
West Penn Power Company shall have the right to purchase such
facilities and take over the customers in Harwick Village at any
time after suah mining operations are discontinued.

Mr. McCance’s statement reflects the expectation of Duquesne. Those
expectations were, or should have been, as Mr. McCance stated, that West Penn had

, after mining operations ceased, and

the right to purchase Duquesne’s facilities
that right could be exercised at any time. These are hardly expressions of a

reasonable expectation on Duquesne’s part to continue to serve the area.

While Duquesne claims it had a reasonable expectation to serve Harwick
Village, and in theory at least, included the Harwick customers in its generation
construction plans; Duquesne’s service to retail customers outside its service

territory was done at Duquesne’s own risk.

Both the Report and the ensuing Chapter 28 recognize that the stranded

cost concept in the state-jurisdictional area hinges on a utility’s duty to serve

<
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within its certificated service territory. The Report explains the relationship

between stranded cost and certificated service territory‘on'page 20, as follows:

Report,

Electric wutilities have invested heavily in their

dgeneration assets based on the existing system of rate base/rate
of return regulation. That is to say, a ut111ty receives a
certificated service territory in which it is the supplier of

power.

In return it commits to build its system as necessary to

serve the current and future needs of all customers in the
service area. The utility is then allowed to recover the cost
of prudent investment it makes to provide such service, plus the
opportunity to earn a regulated return on investment.

page 20 (Emphasis added).

Chapter 28 similarily recognizes the relationship between stranded costs

and certificated service areas, when in its declaration of policy, it provides:

(15) In establishing the standards for the transition to

and creation of a competitive electric market, heretofore,
public_ utilities denerally have had an_obligation to_ serve

customers within their defined service territories; consistent

with that obligation, have undertaken long-term investments in
generation, transmission and distribution facilities in order to
meet the needs of their customers; and have entered into Tong-
term power supply agreements as required by Federal Taw. In
many instances, these investments and agreements have created
costs which may not be recoverable in a competitive market. The
commission is empowered under this chapter to determine the
level of transition or stranded costs for each electric utility
and to provide a mechanism, the competitive transition charge,
for recovery of an appropriate amount of such costs in
accordance with the standards established in this chapter.

Thus,

€.S. §2802(15) (Emphasis added).

not only do Duquesne’s claimed stranded costs not meet the

requirement of having'been caused by regulatory change, the claimed stranded
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costs also were not incurred in serving Duquesne’s certificated service
territory. As such, the generation costs of serving Harwick Village, which are

theoretical costs, were made at Duquesne’s risk.

III EVEN ASSUMING THAT "STRANDED COSTS" WERE APPLICABLE DUQUESNE’S
' CALCULATION OF STRANDED COSTS IS UNREASONABL” AND OVERSTATED.

- The "competitive transition charge" anticipated under Section 2808 of
Chapter 28 is the mechanism whereby utilities recover their stranded costs. See,
Pa. C.S. §2808. West Penn submits that, even assuming for the purpose of

argument that Duquesne is entitled to stranded costs for departing Harwick

- customers, its stranded cost figure is too high. Duquesne witness James Lahtinen

calculated stranded cost based on a "revenues Tlost" approach.  (Duguesne
Statement No. 3, pg. 11). This method assumes that Duquesne would have continued
to receive its historic annual revenues from the Harwick Village residents for

nine (9) years. It then deducts from that total revenue amount the market value

of Duquesne’s investment in generating, transmission and distribution Faci1ities
The result of subtractlng the market va]ue from the total "lost revenues" yields

the stranded cost.

Mr. Lahtinen assumes the market value of Duquesne’s generation to be 1.9
cents per kWh. (Duguesne Statement No. 3, pg. 2, line 13). A major point of

difference between Mr. Lahtinen’s estimate of stranded cost and that of West

Penn’s,witness, Alexander Galatic, is the estiméte of market value. Mr. Galatic

stated that the 1.9 cents per kWh figure was too low and that in his opinion, the
mafket value should be closer to 3 cents per kih. (Tf‘ 179). Suffice it to say
that for a company with a high claim of stranded cost facilities, the lower the
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market value the better, because it yields a higher stranded cost. Moreover,

~ Dugquesne’s witness Lahtinen stated that Duquesne’s market value of power would

be based on a competitive solicitation which would occur as part of its "pilot
program" -~ which had not yet occurred as of the hearing and still has not
occurred.? Indeed, even Duquesne witness Dr. Bowers was extremely skeptical of
anyone's ability to forecast market value, as shown in the following question and

response:

Q: Who is supposed to determine the market value of that
uneconomic generation?

A: I would Tike to think the Lord might help us, but
that’s not going to work. Duquesne’s plan to see —-
to bid the property, that seems like a reasonable way.
It’s going to be a problem. In New York, they have
been talking about not doing it as a one-shot deal,
but doing it through time so that you have the benefit
of marginal costs through time for energy as a key.
After all, a plant that today appears to be uneconomic
in the current forecast may become quite economic, if
that’s the way to describe it, if prices zoom upwards,
if the prices of energy sources zoom upwards.

Cross-examination of Dr. Bowers (Tr. 56-57).

| The position of Duquesne’s Lahtinen and Strategic Energy, Ltd.’s Galatic
- over future market price of generation was a major disagreement in thuir

respective positions.

Duguesne’s calculation of its stranded costs that would occur as a result

| of the Harwick Village defection was $1,266,723.00. West Penn’s calculation,

*Chapter 28 provides that "piTot programs" should be implemented by April 1,
1997. 66 Pa. C.S. §2806(G). While pilot programs may start in terms of customer
selection in April, the utilities® actual piTots, with selection of generation
suppliers by participating customers, will not begin until 1998.
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performed by Witness Galatic, was a range of $84,749!00 to $263,731.00, depending
on whether or not Duquesne’s regulatory asset claim was allowed. (West Penn

Rebuttal Statement No. 1, pg. 12).

Finally, Duquesne made a major switch at the hearings when it concluded
- that the responsibility for paying its claimed strahded'custs should fall, not
onVNESt Penn, but rather on the departing customers of Harwick Village. Duquesne
~ Light’s witness, Dr. Bower, recognized that the Harwick Village customers, not

West Penn, should pay any stranded cost. (Tr. 41). Dr. Bower was then supported
| by Duguesne’s Mr. Lahtinen, who testified that "if the Commission were to decide
that stranded costs were recoverable, that for efficiency reasons, they would be
properly recovered from the Harwick Village residents.” {Tr. 115, Tines 22-23).
Yest Peﬁn submits, of course, that Duquesne Light is not entitled to a stranded

cost claim from either the TOWnship'residents or from West Penn.
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CONCLUSION

The relief requested in the Complaint of the Township of Springdale
should be granted and Duquesne Light Company should be ordered to transfer its

patrons in the Township of Springdale area known as Harwick Village to the

~service of West Penn Power Company, and further, Duquesne Light Company should

~ be ordered to transfer its facilities to West Penn Power Company in said area at

a cost of $149,774.00.
Respectfully submitted,

"Date;f February 18, 1997 By: C::ZHKV éz? 7&%¢«~A@44;

Jobft L. Munsch
At¥orney for - ,
WEST PENN POWER COMPANY
800 Cabin Hill Drive
Greensburg, PA - 15601
(412) 838-6210
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CERTIFICATE OF SERVICE

1 hereby certify that 1 have this day served an original and nine (9)
copiesrothhe Main Brief of West Penn Power Company by Express mail upon:

Mr. John G. Alford, Secretary
Pennsylvania Public Utility Commission
North Office Building

P. 0. Box 3265 v

Harrisburg, PA 17105-3265

~and two (2) copies by first-class mail upon:

Richard S. Herskovitz, Esquire
Duquesne Lught Company

Legal Unit

411 Seventh Avenue

P.0. Box 1930 ‘ ’
Pittsburgh, PA 15230-1930

| - : , , Stephen Yakopec, Jr., Esquire
5 ‘ , 1706 Fifth Avenue
L Arnold, PA 15068

é/\ John L. Munsch

i
|
[ | Dated: February 18, 1997 gi:%7€; ;70 ;Z%‘4M~°w45~




.STEPI—IEN YAKOPEG, JR. Q
ATTORNEY AT Law o
1708 BT AVENUE
ARNOLD, PA 15068
L EPEONE: (412) 839-3377
FaAX: (412) 859-3414

BY APBPOINTMENT!
241 KENTUCKY DRIVE
LOWER BURRELL, PA 15068
- TELEPHONE: (412) 8335-8773

February 18, 1997

. The Honorable James D. Porterfield
: ' pennsylvania Public Utility Commission
y 1103 State Office Building
‘ 300 Liberty Avenue
pittshurgh, PA 15222

&

Re: Township of Springdale vs. Duguesne Light Company
and West Penn Power Company : .
Pa. PUC Docket No. C-00967749

Dear Judge Porterfield:

. Enclosed please find a letter of joinder of the Township of
springdale in the main brief of West Penn Power Conpany in the
above captioned matter. An original and nine (9) copies have been
served on Secretary Alford, two (2) copies have been served upon
all parties of record, as shown on the attached. '

‘SYJR/cd

Enclosure

ce:  John L. Munsch, Esquire
Richard S. Herskovitz, Esquire
John G. Alford, Secretary
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- @-rerneN Yaxorse, Ir. @
i ATTORNEY AT LAW '
1706 FIFTH AVENUE ' BY APPOINTMENT:
o -~ ARNOLD, PA i506e8 , : 241 KENTUCKY DRIVE
| . mmﬁomz (4;12) 3:39-3377 ’ LOWER BURRELL, PA 15068
FAX: (4;12) 389-83414 TELEPHONE: (412) 335-8773

February 18, 1997

The Honorable James D. Porterfield.
Pennsylvania Public Utility Commission
1103 State Office Building

300 Liberty Avenue

Pittsburgh, PA 15222

- Re: Township of Springdale vs. Duquesne Light Company
and West Penn Power Company ‘
Pa. PUC Docket No. C-00867749

ﬁ; .~ Dear Judge Porterfield:

: The Township of Springdale hereby joins in the main brief of
West Penn Power Company. The Township submits the additional
information to the Court for consideration.

The 200 residents of the Township who are requesting transfer
from Duguesne Light to West Penn Power simply could not afford this
transfer at the price requested by Duguesne Light Company. As you
will recall, West Penn Power indicated that it would seek to recoup
the costs from the residents if the Court required it to pay
Duguesne Light's reguested price. Part of the purpose of the
Public Utility Commission is to insure that residents are charged

" a fair rate by the service providers. Such a dramatic price with
a corresponding increase in rates to the Township and its residents
simply would not be fair. :
cc: John L. Munsch, Esquire 1k

Richard S. Herskovitz, Esqafée . N R
John G. Alford, Secretary SRS 1
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PENNSYLVANIA PUBLIC UTILITY COMMISSION -

' TOWNSHIP OF SPRINGDALE o
R Docket No. C-Od967749 |
 DUQUESNE LIGHT COMPANY | |
WEST PENN POWER COMPANY RECE] VED

~ REPLY BRIEF ‘O,F, MAR 111997
- DUQUESNE LIGHT COMBANXc yp 7y COMMISSION
(RESPONDENT)  PROTHONOTARY'S OFFICE

L Statement of the Case

Dugquesne Light Company (“Duquesne”) incorporates by reference the “Statement

of the Case™ in its Main Brief as if set forth more fully herein.

Il Argument
In its Main Brief, West Penn Power Company (“WestPenn”) asserts that
Duquesne should not be entitled to recover stranded costs in this case on the following grounds.

First, West Penn argues that the concept of stranded costs is inapplicable in this case.

: (West Penn’s Main Brief, pp. 8-11). Next, West Penn contends that Duquesne did not have a

- reasonable expectation to continue to serve its Harwick Village customers. (West Penn’s Main

Brief, pp. 11-14). Lastly, West Penn asserts that Duquesne’s calculation of stranded costs is

unreasonable and overstated. (West Penn’s Main Brief, pp. 14-16). To each of these, Duquesne

~ replies as follows.




Not Only Are Stranded Costs Applicable in this Case,
But the Fuacts Dictate that Duquesne Is Entitled To Recover Them
As Duquesne demonstrated in its Main Brief (Duquesne Main Brief, pp. 8-19),
stranded costs are undeniably applicable in this case. The reason, quite simply, is that the
departure of its Harwick Village customers will cause Duquesne to suffer a loss of revenue which
cantot be fully replaced. Due to this loss of revenue, Duquesne will not be able to recover the
costs of its generation, transmission and distribution facilities that were put in place to serve
specifically those customers in Harwick Village. Thus, these costs become stranded.
West Penn makes the argument that stranded costs are only applicable in a
competitive marketplace, unlike the facts here. Yet, even West Penn’s expert, Mr, Alexander
- Galatic, acknowledges that stranded costs can occur in any industry and are certainly not limited

to competitive circumistances within the electric utility industry. Mr. Galatic states:

Stranded cost[s] generally could occur in any business. They are costs of
capital that cannot be recovered if your business goes away. For example,
10 ¢ite a non-utility example, if a steel company invests in plant to serve an
auto maker customer and the auto maker switches steel suppliers and the
steel supplier cannot find a replacement customer, then their costs, their
fixed costs, their capital investment ate stranded by that departmg
customer.
Tr. 189-190. Applying this to the instant case, Duquesne invested in plant (e.g., generation,
transmission and distribution facilities) to serve its Harwick Village customers. When these
customers switch to West Penn, leaving Duquesne without replacement customers or alternative
sources of revenue, Duquesne’s cost of its facilities and its capital investment become stranded.
Thus, to conclude that stranded costs are inapplicable in this case is clearly erroneous.
In support of its contention that stranded costs are inapplicable in this case,
‘West Penn cites the Commission’s Report and Recommendation to the Governor and General

Assembly on Electric Competition at Docket No. 1-940032, issued July 3, 1996 (“Report”), and

The Electricity Generation Customer Choice and Competition Act, 66 Pa.C.S. § 2801 er seq.

(“Eiectnc Competition Act”), which became effective Janvary 1, 1997. (West Penn’s Main
Brief, p. 8). West Penn argues, essentially, that these authorities mandate that stranded costs, and

their recovery, be limited to competitive circumstances. This just is not correct. Nothing in the




Janguage of either the Commission’s Report or the statute mandates that stranded costs, and their
recovery, be limited to a competitive environment. West Penn cites the following language from
the Commission’s Report as support for this proposition: ‘
Commission-authorized recoverable stranded costs must be limited to
costs which have decreased in value as a result of the change to a
competitive retail generation market. :
West Penn Main Brief, p. 9 citing the Commission’s Report, pp. 21-22. A closer look at the
- Reportasa whole reveals that what the Commission was suggestinig by this requirement was that
costs incurred by a particular electric utility, which do not become stranded as a result of the
change to a competitive retail generation market, should not be included in that company’s
Competitive Transition Charge (“CTC”). Stated more simply, stranded costs which did not arise
because of competition cannot be recovered through a CTC. This in no way is tantamount to
- saying that stranded costs which did not arise because of competition cannot be recovered at all.
Moteover, West Penn cites the Legislature’s definition of stranded costs (66
- Pal.S.A. § 2803) to further support its contention that stranded costs are limited to competitive
- circumstances and, thus, are inapplicable in this case. West Penn Main Brief, p. 9. While it is
true that the quoted language from the statute and from the Commission’s Report are couched in
terms of competition, this can be attributed to the fact that the sole purpose of the Commission’s
R’epoﬁ and the Electric Competition Act were to specifically address Pennsylvania’s electric
utility industry’s transition to competition, not to address generally the problem of stranded costs.

For example, the first paragraph of the Executive Summary of the Commission’s Report states:

The Pennsylvania Public Utility Commission (Commission) submits this
Report and Recommendation to the Governor and General Assembly in
response to the nationwide interest in restructuring of the electric utility
industry. As a result of its Tnvestigation concerning electric competition,
the Commission recommends that it is in the public interest for
Pennsylvania to begin a careful transition that will provide all retail
customers the opportunity to choose their electric generation provider, and
that will end the regulation of electric generation as a retail monopoly.

Likewise, in the Electric Competition Act, the Legislature’s enumerated declarations of policy
(66 Pa.C.8.A. § 2802) pertain only to issues surrounding competition.




What must not go unnoticed is the fact that the Commission’s Report and the
Electric Competition Act did not in any manner prohibit stranded cost recovery in instances
outside of competition. Quite frankly, the Commission and théf Legislature were silent in this
regard.

Additionally, it appears from the similarities in the language of the Commission’s
Report and the language of the Massachusetts Department of Public Utilities” opinion in Re
Industry Restructuring, D.P.U. 95-30, 163 PUR4th 96 (1995), that the Commission followed

closely how the Massachusetts Commission handled the transition to a competitive generation

market. Assuming this, the Commission should be mindful of the Massachusetts Commission’s
opinion in Re Cambridge Electric Light Company, 164 PUR4th 69 (Mass. D.P.U. 1995) decided
shortly after Re Industry Restructuring, cited above, where the Massachusetts Commission
stated:

The [Commission] stated in D.P.U. 95-30 that utilities should have a
reasonable opportunity to recover net, non-mitigable stranded costs
associated with commitments previously incurred pursuant to their legal
obligation to provide electric service. The [Commission’s] focus there
was _on stranded costs that may arise as the result of [Commission]
initiatives to promote competition in the generation sector of the electric
utility industry by giving customers access to_other sources of electric

- supply in addition to the electric company in whose distribution territory
these customiers were located.  The matter currently before the
[Commission] differs somewhat from the [competitive] model described
in D.P.U. 95-30. [Cambridge] did not file the CTC tariff as the result
D.P.U. 95-30. or any other [Commission] initiative to promote
competition in the electric utility industry. In fact, [Cambridge’s] tariff
filing pre-dates the [Commission’s] Order in D.P.U. 95-30.

In fairness, {Cambridge] should have a reasonable opportunity to recover
its investments, including those to serve MIT [the departing customer]
164 PUR4th at 103-104 (citations omitted).

[Tlhe [Commission] has expressed clearly its policy with respect to
allowing utilities “a reasonable opportunity to recover costs for existing
commitments that might be stranded in the transition to competition.” The




instant Order [allowing Cambridge to include the CTC in its rates to MIT
to recover its costs stranded as a result of MIT’s voluntary departure] is a
further articulation of [this] Commonwealth’s regulatory policy. 164
PURA4th at 108 (citations omitted).

See Duquesne Main Brief, pp. 11-12.

Finally, West Penn contends on page 10 of its Main Brief that “[e]ven Duquesne’s
witness Mr. Lahtinen acknowledges in his written testimony that stranded costs occur when
generation services must be sold in a competitive market”. This is an incorrect interpretation of
Mr. Lahtinen’s testimony. Mr. Lahtinen is clearly speaking of the sale of generation in the
competitive bulk pdwer market to determine the amount of stranded costs. Duquesne Statement
No. 3, p.4<7. He is not stating that stranded costs only occur as a result of lost load due to
‘competition. Mr. Lahtinen is stating how stranded costs are measured, not caused.

k' In sum, it is irrefutably clear that as a factual matter, Duquesne will suffer
 stranded costs when its Harwick Village customers depart. It is a‘lsd clear that the Commission,
in its Report, and the Legislature, in the Electric Competition Act, addressed stranded costs only
~ in the context of competition and did not prohibit recovery of such costs in non-competitive
situations. These authorities are not dispositive of the stranded cost recovery issue. West Penn’s
argument that stranded costs are inapplicable and/or that the Commission does not have authority

to award the same, should be rejected.

Duquesne Had a “Reasonable Expectation™
 fo Continue Serving its Harwick Village Customers
West Penn argues that Duquesne did not have a reasonable expectation to
_ continue serving its Harwick Village customers for two reasons. First, West Penn relies upon the
1957 letter from Duquesne’s then president, Pressly H. McCance, to West Penn’s then president,

P.H. Powers, wherein Mr. McCance stated:

Duquesne Light will continue to serve its Harwick mining operation and
customers in Harwick Village so long as its mining operations continue in
this area, with the understanding that West Penn Power shall have the right
to purchase such facilities and take over the customers in Harwick Village
at any time after such mining operations are discontinued.




According to West Penn, this passage “portrays Duquesne’s expectation of serving Harwick as
 being very limited, at best.” West Penn Main Brief, p. 12. As fully discussed in Duquesne’s
Main Brief, Duquesne contends that West Penn’s 37 years of silence, of acquiescence, and of
sitting on its rights, is more than ample time to allow Duquesne to develop a reasonable
expectation fo continue to serve. See Duquesne Main Brief, pp. 15-16.

k West Penn further argues that both the Commission’s Report and the ensuing
Electric Competition Act recognize that the stranded cost concept hinges on a utility’s duty to
serve within its certificated territory. According to West Penn, because Duquesne’s claimed
‘stranded costs were not incurred in serving Duquesne’s certificated service territory, Duquesne
did not have a reasonable expectation to continue to serve; that the costs of serving Harwick
Village were made at Duquesne’s own risk and are, therefore, not recoverable. West Penn’s
argument fails on its face because Duquesne’s claimed stranded costs were in fact incurred while

serving in its certificated service territory.

In 1917, the predecessor to the present day Commission, the Pennsylvania Public
Service Commission, approved the transfer of the Harwick Village area from West Penn fo
Duquesne. This approval was evidenced by the ‘Publ‘ic Service Commissidn’s issuance of a
Certificate of Public Convenience in 1923 approving Duquesne’s and West Penn’s amendments
to the agreement and obligating Duquesne to serve Harwick Village.! As a matter of fact, this
proceeding, whereby the Commission was requested to issue a Certificate of Public Convenience
apprbving the transfer of Duquesne’s Harwick Village customers and facilities to West Penn,
~acknowledged by implication the fact that Duquesne holds rights and obligations to serve
Harwick Village. |
For ﬁhe above reasons, West Penn’s argument, that Duquesne’s claimed stranded
costs were not incurred in serving Duquesne’s certificated service terrifory and that its claim for

stranded costs must therefore fail, is devoid of merit and must be rejected.

! As stated in its Proposed Findings of Fact, Duquesne could not locate the Public Service Commission’s approval of
the original 1917 Agreement, Duquesne Main Brief, p- A-2. However, neither party disputes that the Public Service
Commission approved the 1917 Agreement. As a matter of fact, the 1923 Certificate of Public Convenience
expressly provided that the 1917 “[Algreement is . . . made a part hereof . . . Duquesne Exhibit JAL-2,

6




Dugquesne’s Calculation bf Stranded Costs in this Case
Was Reasonable in Light of FERC Order No. 888 and the
Data Duguesne Possessed at the Time of Calculation
The last argument raised by WestPenn is that Duquesne’s stranded cost
calculation was unreasonable and overstated in this case. West Penn Main Brief, pp. 14-16.

‘West Penn’s sole point of contention is that Duquesne’s estimate of 1.9¢ per kWh as the market

 value of its generation was too low. By undervaluing the market, asserts West Penn, Duquesne

overstates stranded costs. The fact of the matter is, Duquesne used the best data that it had, and it
plugged that data into a reasonable and accepted formula (e.g., the revenue lost formula approved
by FERC in its Order No. 888). It should be noted that it was West Penn who advocated that this
case was ripe for a decision. Tr. 1k4-15. Duquesne, on the other hand, emphasized that it was
' imsure how to reasonably calculate stranded costs at this time. During the prehearing corference,
Duquesne requested a stay of that portion of the proceeding dealing with stranded cost
caléulation until guidelines were established by thé Commission. Tr. 8-9. West Penn, however,
opposed the requested stay. Tr. 12-14. Moreover, Duquesne’s expert, Mr. James A. Lahtinen,
expressly made clear that Duquesne will be better equipped to determine the market value for
Duguesne’s generation through the competitive solicitation process Duquesne will undertake as
part of its pilot program. The stranded costs amount in this case will be based upon that market
valuation, Duquesne Statement No. 3, pp. 12-13. Additionally, Mr. Lahtinen testified that if a
different methodology is approved by the Commission, Duquesne has no objection to updating
its stranded cost calculation in this proceeding. Duquesne Statement No. 3, p. 16. |

’ As the record clearly indicates, Duquesne has fully demonstrated its willingness to

work with West Penn and the Comumission on the issue of stranded costs calculation in this case.
Finally, West Penn stated in its Main Brief that Duquesne made a major switch at
the hearings by concluding that the responsibility for paying stranded costs should fall, not on
West Penn, but rather the departing customers of Harwick Village. West Penn Main Brief, p. 16.
To this Duquesne responds that jts main concern is recovery of its stranded costs, Both
- Dr. Bower and Mr. Lahtinen agree that efficiency calls for the departing customers to be
r‘esponsiblé for their fair share of unavoidable or stranded costs. Tr.41, 115-116. These costs

were incurred under the expectation that Duquesne would continue to serve the demands for




e‘letfﬁcal service in Harwick Village, like it has since 1917. However, this does not mean that
the Harwick customers should bear stranded costs plus the applicable West Penn retail tariff rate.
(This seems to be what West Penn suggests through the rebuttal testimony of Mr. Galatic.
West Penn Rebuttal Statement No. 1, pp.9-10.) What efficiency calls for is Duquesne’s
recovery of stranded costs from the Harwick customers and West Penn’s recovery of the
marginal costs incurred by West Penn in serving these customers during the period over which
stranded costs are recovered. Duquesne Statement No. 1S, pp. 9-11; Tr. 41-42. After stranded

costs have been recovered, Harwick residents could be placed on West Penn’s applicable retail

tariff (bundled or unbundled) at that time. This approach would allow the Harwick customers to

realize savings to the extent West Penn could provide power at costs that are less than the market
value of power (since Duquesne has committed to credit Harwick customers based on the market

value established under its competitive solicitation). In addition, since West Penn would recover

its marginal costs, there would be no burden placed on its other ratepavers. And after stranded

costs were fully recovered, West Penn and its other customers would realize contributions from
the Harwick residents through sales of power and delivery services at market or approved
regulated rates. Regardless of the ratemaking treatment between West Penn and the Harwick

Village customers, Duquesne is entitled to fully recover its non-mitigable stranded costs

~associated with the customer transfers. Moreover, if the transfer is socially beneficial (i.e.,

efficient), it can be accommodated so that no party is made worse off as a result.

In the Absence of Recovery of Stranded Costs,
Duquesne Should Continue to Serve in Harwick Village
Duquesne’s agreement in principle to transfet its facilities and its Harwick Village
customers to West Penn is contingent, of course, upon an agreeable purchase price. Duquesne
will not accept any purchase price that does not reflect compensation for its stranded costs.
Thus, if the Commission is unsure as to the applicability of stranded costs in this proceeding, or
if it concludes that Duquesne is not entitled to recovery of stranded costs in this proceeding, then

Duquesne withdraws its offer to transfer its customers.”* In such an event, the public interest

* The only other alternative would be for Dugquesne to collect the amount of the stranded costs from its remaining
customers, which would be inappropriate here because these costs were incurred on behalf of the Harwick Village
customers, o




would be best served by just allowing Duquesne to continue serving Harwick Village pursuant to
the Public Service Commission’s approval of the 1917 Agreement and the Certificate of Public
Convenience issued on June 27, 1923, Duquesne Exhibits JAL-1 and JAL-2. ,

| Beginning January 1, 1999, all of Duquesne’s customers, including of course
those in Harwick Village, will begin the transition to choice of electric suppliers. Duquesne
submits there is no need to rush to judgment in this proceeding because the ability to choose
generation suppliers is imminent. The Electric Competition Act, as previously discussed, was
not intended to impact existing certificated rights to provide transmission and distribution

services.

Amended Proposed Findings of Fact

Proposed Finding of Fact Number 7 on page A-2 of Duquesne’s Main Brief is
incorrectly stated. It should have stated that “Harwick Village is physically located within
 West Penn’s service territory, but only Duquesne is certificated in that service térritory to furnish
electricity to Harwick Village”. Duquesne Statement No.3, pp.3-4; Tr. 97, 222-223;
Exhibit JAL-1-2. Harwick Village is not within West Penn’s “certificated” service territory, it is
within Duquesne’s “certificated” service territory. There is a critical distinction between the two.
As stated above, and in Duquesne’s Proposed Findings of Fact Numbers 8-10, the Pennsylvania
Public Service Commission’s issuance of a Certificate of Public Convenience on June 27, 1923,
approving the 1917 Agreement between West Penn and Duquesne, authorized Duquesne to serve
in Harwick Village even though it was physically located in West Penn’s territory. Thus,
Harwick Village is physically located within West Penn’s geographical service territory, but
Duquesne is the only electric utility certificated by the Commission to serve the customers in
Harwick Village. |

1.  Conclusion
For the reasons set forth above and in Duquesne’s Main Brief, the Commission
should approve the transfer of the Harwick Village customers from Duquesne to West Penn
subject to payment by West Penn to Duquesne of $149,744 for Duquesne’s distribution facilities




and $‘15266,723 for stranded costs resulting from the transfer. Alternatively, the Commission

should order Duquesne to continue serving the Harwick Village customers pursuant to its

authority to do so under the Certificate of Public Convenience issued June 27, 1923.

- Dated this 11th day of March, 1997.
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Respectfully submitted,
Duquesne Light Company
By Counsel

Richard S. Herskv Esquite -
Corporate Attorney

411 Seventh Avenue, 16-006
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Pittsburgh, PA 15230-1930
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fmy(&Me, Esquxre M
Assistant General Counsel

411 Seventh Avenue, 16-006
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REPLY BRIEF OF SPRINGDALE TOWNSHIP -

AND NOW, come Springdale Township by and through its attorney,
Stephen Yakopec, Jr., and sets forth the following reply brief to

that submitted by Duquesne Light Company.

- Dugquesne claims it is entitled to recover stranded costs under
the facts of this case (DUQ. Brief Pgs 8-14). This is incorrect.

Duguesne relies upon In_ Re: city of clyde, 168 PUR4th

 114(1996)« ,HoWéver, this case concerns the stranded cost for an
entire city. This is inapplicable to the case in Springdale
. Township. Springdale Township is in West Penn's service territory.

A1l of Springdale Township except one small portion is served by

West Penn Power. In fact, prior transfers of facilities in this

aréa from Duguesne to West Penn have;occurred; Likewise, In _Re:
‘ ‘Cambridge Electric Lighﬁ Company, 164 PUR4th 69 (1995) concerned
the entire college. Both of these cases are factually dissimilar
in’thét'no other utility was servicing the entire area in question.
Hefé,:West‘Penn servés all other gortions of the Township. The

" prior transfer of other Harwick village customers was done at the




original cost minus depreciation method. (West Penn Statement #1,

,Exhibit RAP #3.) Moreover, any revenues which Duquesne might lose,

could be mitigated by their obtaining the certified territory
indicated in the 1917 exchange of territory agreement. (Duguesne
Statement #3, Exhibit JAL-1, West’Penn Statement #1, Exhibit RAP=-
o : : :

Duguesne cannot claim that it has a reasonable expectation of
continuing to serve the Harwick Village residents. (Dug. Brief 14-
18.) There was a prior tranéfer of Harwick village residents in
the area. (Wést Penn Statement #1, Exhibit RAP #3 ‘a‘nd #4.) These
customers have not been lost due to any regulatory change. The
1957 letter of Duquesne Light President Presley McCance does not
show a reasonable expectation of continuing to serve the Harwick
Village residents. (West Penn Statement #1, Exhibit RAP-1).
Duquesne's statement that West Penn did not exercise its options to

serve residents in Harwick Village is simply wrong. (DUQ. Brief

Pgs 15~16). To the contrary, West Penn Power is serving the

municipal building as well as new developments in the Harwick
Village area. All of which are contiguous to the small area in
question served by Duquesne Light. Again, there was a prior
transfer of customers in this area to West Penn from Duguesne.
Roughly, there are only 200 customers which are requesting the
change.

Duquesne Light's principal reason for serving this small area

| in question was its coal mine (Transcript pages 124-127). Duquesne

had a coal mine in Harwick and had to run electrical generation in

order to operate its mine. The service of the people in Harwick




Village was incidental to this priﬁary‘purpcse. A‘coal mine has a
fiﬁité life span.‘ Duguesne is.hard put to argue that it had a
continuing expectation to serve the 200 residents of Harwick
Village in the West Penn certified territory when the original
reaSOn;‘for servicing the area —its--mine - no longer exists.
Duquesne cannot honestly represent to this court that it had a
reaSonable expectation of continue& service to this area when it
made prior transfers of customers to West Penn. Such an argument
is disingenuous, at best.

This case and the trémsfer of these 200 residents of
Springdale Township, is insignificant in terms of Duguesne Light's
bottom line. (Transcript 121). Therefore, this case has a minimal
impact on Duquesne Light. AdditiOnallY; Duguesne Light has the
ability to serve the residents of West Penn's mining facility in
Duguesne's certified service territory. This would enable Duquesne
to re-*‘coupv the money in guestion. Basically, West Penn and
Duquesne‘Light swapped territories once before -~ they.caﬁ do so
again = without the necessity of engaging in this acadenic
&isgussiOn of stranded coét recovery. West Penn and Duguesne Light
cahvuselthé trended original cost minus depreciation method. This
is’the fairest method for the 200 residents of Harwick Village who

wish to be served by West Penn Power.




For the foregoing reasons, this court should order the

transfer of the customers in questions at a cost of $149,774.00.

Respectfully submitted,

| Y/
//Stephen Yakégéc,
1706 Fifth enue
Arnold, PA 15068

(412) 339-3377
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Pennsylvania Public Utility Commission

1103 Pittsburgh State Office Buﬂdmg PA PUBLIC UTILITY COMM SQ‘.CN

300 Liberty Avenue ARY'S CFFiGE
pittsburgh, PA 15222 PROTHONOT
 Re: Township of Springdale vs. Duqueshe Light Company and
West Penn Power Company
Pennsylvania Pub11c Utility Commission Docket No. C~00967749

 ‘ Dear Judge Porterfield:

Enclosed please find a copy of the Rep]y Brief of West Penn Power
Company in the above-captioned matter.

: An original and nine (9) copies have been served on the Prothonotary.
Two copies have been served upon on all parties of record as shown on the
attached Certificate of Service.

Thls filing is made by Federal Express delivery so that the filing date
is deemed to be taday, March 11, 1997.

Very truly yours,
oo & I scse
hn L. Munsch
Mttorney
JdLM/iss

Enclosures

ce:  Certificate af Service




PENNSYLVANIA PUBLIC UTILITY COMMISSION s

Township of Springdale,
Complainant

VS.

Duquesne Light Company,
Respondent

and

West Penn Power Company,

Respondent

BEFORE THE

14 1y
:  Docket No. C-00967749

g e

AR 11 1997

REPLY BRIEF OF o oijg)iG UTILITY COMMISSION

WEST PENN POWER com?&?; ONGTARY'S OFFICE

Reply Brief of Respondent, West Penn Power Company, filed
pursuant to Order of the Presiding Officer, dated January
10, 1997, directing briefing schedule, and pursuant to 52
Pa. Code §1.4 and §5.502 '

ﬂffﬁ73k ~John L. Munsch
et Attorney 1.D. No. 31489
Sk David L. Williams

Attorney I1.D. No. 58624
West Penn Power Company
800 Cabin Hi1l Drive
Greensburg, PA 15601
(412) 838-6210

(412) 830-5642

Fies
Lawinid




REPLY BRIEF OF WEST PENN POWER COMPANY

At page 8 of its brief, Duquesne Light Company ("Duquesne") presents
a definition of stranded costs which is incorrect because it does not include the

requirement that the costs or assets be stranded as a result of competition and

~ that they be recoverable under the traditional requlated environment.

The term "transition or stranded costs" is specifically defined in the
Electricity Generation Customer Choice and Competition Act at Section 2803, as

‘foTTows:

"“Transition or stranded costs." An electric utility’s
known and measurable net electric generation-related costs,
determined on a net present value basis over the Tife of the
asset or liability as part of its restructuring plan, which
traditionally would be recoverable under a requ1ated
environment but which may not be recoverable in a
competitive electric generation market and which the
commission determines will remain following m1t1gat1on by
the electric utility. (Emphasis added).

66 Pa. C.S. §2803.

The Pennsylvania statutory definition clearly requires that the costs are such
as would be vrecoverable in the traditional regulated environment, but are

stranded due to the new competitive genebation market.
Under the regulated environment, compensation to Duquesne for the

- revenue loss of the Harwick customers would not have been recoverable, and it

should not be recoverable in a new environment.
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West Penn Power Company ("West Penn") again emphasizes that the
Pennsylvania Public Utility Commission’s ("Commission") report to the legislature
- indicates that recoverable stranded costs should be Timited to "costs which have

decreased in value as a result of the change to a competitive retail generation

market.” (Report and Investigation at Docket No. I-940032, pg. 22).

In fbotnoteyB in Duquesne’s Brief at page 8, Duquesne makes the
statement that West Penn does not focus on whether Duguesne should incur stranded
costs But rather on whether such costs are recoverable. West Penn’s position is
‘ tﬁat there are no stranded costs in this case, because stranded costs require a
change to a competitive environment. West Penn’s arguments about the amount of
Duduesne’s so-called stranded costs are made for the purposes of afgument only,
contending that even if Duquesne Light were entitled to its so-called stranded
cost claim, its c¢laim is too high. Again, Duquesne’s so-called stranded costs
do not fit the statutory definition because they are not lost due to generation
 competifion, and would not have been recoverable in the traditional regulated

environment.

At page 9, Duquesne makes the argument that stranded costs are not
Timited to competitive circumstances‘and they can arise whenever there is 1) a
customer departure; 2) a corresponding Tloss of vrevenue not offset by
corresponding costs savings; and 3) no readily available means of replacing
revenue loss. West Penn submits that Duquesne unrealistically is attempting to
Tive in a risk-free world. Even in the world of traditional regu1atioh, in which
Springdale made its request in 1994, utilities did not operate in a risk-free

worid. For example, if a customer physically departed a utility’s service area,
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the utility could not claim as a “stranded cost" the future revenue "lost" from

that customer.

The case presented by Duquesne of Re City of Clyde, 168 PUR 4th 114

(1996) (Ohio PUC), is not applicable at all to the Springdale Township situation.

And to the extent that the policy underlying the Ohio Commissicn’s'rationa1e in

City of C]vdevis‘appiicable, the rationale actually argues in favor of denial of

Duquesne’s stranded cost claim. In the City of Clyde case, Clyde wanted to eject

Toledo Edison (the traditional utility supplier) and its facilities from the

‘jurisdictioﬁai boundaries of the City in order for the City to provide municipal

electric service. The Ohio Commission concluded that it would not allow Clyde

to eject Toledo Edison because 1) the financial effect on Toledo Edison would be

too great; and 2) there could be a duplication of facilities that would not be ;

in the public interest. But most important, the Ohio Commission recognized that

even though Toledo Edison would suffer a financial detriment if Clyde were to

municipalize its electric service, it concluded that there was "no clear

mechanism for Toledo Edison to vecover its stranded costs should these amounts

be identified." (168 PUR 4th at 135).

After the issuance of FERC Order 888 in April of 1996, the City of

Clyde applied for rehearing of the issue on the ground that perhaps FERC Order

888 would allow Toledo Edison to recover stranded costs. But the Ohio Commission

concluded that "final rule in Order No. 888 issued on Apri1'24, 1996, does not

include the costs that would be incurred by Toledo Edison.... [t]hus Clyde’s

arguments on this issue are not persuasive." (171 PUR 4th at 285). Thus,

$:\Jshatervspringdreplybrf. §1m 3
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Clyde’s purported stranded costs were neither recoverable under Ohio or federal

Taw.

The City of Clyde case is inapplicable, therefore, for several reasons.

One is that Toledo Edison was properly serving within its Tong-standing service

'kterritory and the City of Clyde wanted to eject it. In this case, Duquesne is

serving outside its territory in West Penn’s service territory. The City of

Clyde is also inapposite to Duquesne’s position because both in the original case
~and in the rehearing application, the Ohio Commission recognized that Toledo

Edison would not be entitled to stranded cost recovery.

The Massachusetts Institute of Technology case at 74 FERC 61,221 (1996)

cited by Duquesne is also inapplicable. In that case, MIT wanted to self-
generate to serve its campus facilities and to supplant the traditional utility,
Cambridge Electric Company, from so serving. Cambridge Electric sought to

recover its purported stranded costs. FERC allowed the recovery by Cambridge of

a transitional charge. But the case is not applicable to Duquesne’s situation

or to its argument in the Springdale Township case because Pennsylvania law
already recognizes that where a customer installs self-generation equipment and
causes a revenue toss to a utility, that utility can claim the lost revenue as

a stranded cost. 66 Pa. C.5. §2808(a) provides:

§ 2808. Competitive transition charge

(a) General rule.--To provide each electric utility
with an opportunity to recover its transition or stranded
costs following the commission’s determination under
subsection (c), every customer accessing the transmission or
distribution network shall pay a competitive transition
charge to the electric distribution company in whose
certificated territory that customer is located. The costs
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to be recovered shall be allocated to customer classes in a
manner that does not shift inter-class or intra-class costs
and maintains consistency with the allocation methodology
for utility production plant accepted by the commission in
the electric utility’s most recent base rate proceeding. If
a_customer installs on-site generation which operates in
parallel with other generation on the public utility’s
system and which significantly reduces the customer’s
purchases of electricity through the transmission and
distribution network, the customer’s fully allocated share
of transition or stranded costs shall be recovered from the
customer through a competitive transition charge. The
recovery of transition or stranded costs associated with
existing generating facilities is contingent on continued
operation at reasonable availability 1levels of the
dgeneration facilities for which recovery has been approved,
except when the generation facility 1is uneconomic on a
production cost basis because of the transition to a
competitive market. (Emphasis added).

Thus, the self-generation that Cambridge Electric argued should allow recovery

of stranded costs and would indeed entitle a utility in Pennsylvania to recover

stranded costs through its competitive transition charge.

Duquesne argued repeatedly that it had a reasonable expectation to
continue to serve Harwick Village under Rule 888 of FERC, 61 F. Reg. at 21,653.
1t also contends that the equitable concept of laches applies because West Penn
did not request Duquesne to Teave Harwick Village and is therefore estopped from
ﬁkeveﬁting stranded cost recovery argued by Duquesne. West Penn is not aware of
any application in law or in equity of the laches arguménts applied to the

certified territories of utilities.

Assuming for the purpose of argument that there is validity to
Duquesne’s "laches" argument, Duquesne failed to provide a factual presentation

of the time of construction of generation facilities it built in supposed
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‘reliance on the Harwick Toad. The investments certainly were not made in 1997 -

-~ and it is more likely they were made in the 1960°s or early 1970%s, just a few

years after the statement of Mr. McCance that West Penn could take over the

~facilities in Harwick Village at_any time. As the proponent of stranded costs

argument, it was Duquesne’s burden to present the dates of which the generation

facilities it claims are now stranded (or hypothetically stranded in part) were

built.

 West Penn does not agree with Duquesne’s efficiency arguments on page
18 of Duquesne’s main brief. Efficiency for Duquesne seems to be synonymous with
maximizing profit. Certainly Duquesne’s definition of efficiency seems to be

what would get Duquesne the most money in any situation. For example, Duquesne

stated it was efficient for Duquesne to continue to serve the Harwick customers

outside its load in the first place back in the 1957 period. (J. Lahtinen’s

Cross-examination at Tr. 100). And now Duquesne claims it is efficient for

Duquesne to continue to collect its revenue Toss as claimed for the next nine (9)
years. Contrary to Duquesne’s claim, payment of a stranded cost claim is not a
"win-win" situation for the Township residents as it would prevent them from

sWitchingfto West Penn, now and in the future.

~Finally, West Penn emphasizes again that the customers are in West Penn

certificated service area, and Duguesne has earned a profit on providing them

electric service -- outside Duquesne’s service territory -- for many years.
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PROPOSED COMCLUSIONS OF LAW

1. The area of Springdale Township, known as Harwick Village, is in
the certificated area of West Penn Power Company, although it has been provided

electric service by Duguesne Light Company since 1917.

2.  The articles of agreement between West Penn Power Company and

Duquesne Light Company, dated April 16, 1917, provided as follows:

FIFTEENTH. It is further understood and agreed that
the Duguesne Light Company shall have the right to furnish
electric current for light, heat and power to coal mining
properties now or hereafter owned or controlled by it or by
the Philadelphia Company, or mining properties in which said
companies are substantially interested by stock ownership,
situate in the Townships of Harmar, Springdale, Indiana,
East Deer and West Deer and the Borough of Springdale and

- Cheswick, Allegheny County, Pennsylvania, without opposition
or objection either directly or indirectly from the West
Penn Power Company, its affiliated or subsidiary companies,
their successors or assigns. '

3. Mining operations ceased in the approximate time frame of 1957

~through 1959 and Duquesne Light Company sold its property in Harwick Village.

4. Most or all of the Harwick Vi]iage residents have requested to
switch retail electric supp1iérs from Duquesne Light Company to West Penn Power

Company.

5.  Harwick Village residents and the Township of Springdale have

requested\that electric service be provided by West Penn Power Company.
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6. West Penn Power Company is able to provide reasonable, adequate
and reliable electric service to the area knoWn as Harwick Village pursuant to

the requirements of Section 1501 of the Public Uti]ity Code.

7. West Penn Power Company and Duquesne Light Company have
transferred customers in Harwick Village in 1993 and 1994 with the cost of the

facilities being measured at trended original cost minus depreciation. -

8. Duquesne Light Company has measured the trended original cost

minus depreciation for the transfer of facilities proposed by Springdale Township

- in this proceeding at $149,000.00.

‘9. Duquesne Light Company is not entitled to a monetary claim for

stranded costs {which it measures as loss of revenues over nine (9) years due to

the departing customers) which it claims to be $1.2 million because the costs

alleged by Duquesne Light Company were not caused by regulatory change to a

| competitive generation market and would not have been recoverable in the

~traditional regulated environment. 66 Pa. C.S. §2803.

Respectfully submitted,

Date: March 11, 1997 - | By:

At¥orney for

WEST PENN POWER COMPANY
800 Cabin Hi1l Drive
Greensburg, PA 15601
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- BEFORE THE : ,
PENNSYLVANIA PUBLIC UTILITY COMMISSION

Township of Springdale,
Complainant

NS,

Duquesne Light Company, ;

e

Respondent Docket No. C-00967749

and

Hest Penn Power Company,

Respondent.

CERTIFICATE OF SERVICE

1 hereby certify*that I have this day serVed.an'origina1 and nine (9)

copies of the Reply Brief of West Penn Power Company by Federal Express mail

upon:
Robert F. Frazier, Prothonotary
Pennsylvania Public Utility Commission
P. 0. Box 3265
Harrisburg, PA 17105-3265

and two (2) copies by first-class mail upon:

Richard S. Herskovitz, Esquire
Duquesne Light Company
Legal Unit
411 Seventh Avenue
P.0. Box 1930
Pittsburgh, PA 15230-1930
Stephen Yakopec, Jr., Esquire
1706 Fifth Avenue
Arnold, PA 15068

Dated: March 11, 1997 W M n L

John L. Munsch
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%ﬁmlquesnehgﬁCompany

Legal Unit

411 Saventh Avenue

P.O. Box 1930

Pittsbtirgh, Pennsylvania 15230- 1930

Phone: {412) 393-6000 )

Fax:  (412) 383-6645 Writer's DIRECT DIAL Number:

(412) 393-6129

April 28,1997

o
<3
<
VIA FACSIMILE AND g
U.S. FIRST CLASS MAIL =
The Honorable James D. Porterfield
Pennsylania Public Utility Commission
1103 Pittsburgh State Office Building
300 Liberty Avenue
Pittsburgh, PA 15222 TR
Re:  Township of Springdale v. Duquesne Light Comp3
and West Penn Power Company :
Docket No. C-00967749 g
Dear Judge Porterfield: ‘ S iy

Duquesne Light Company has no objection to and concuts with tﬁe
Complainant’s Motion for Stay of Proceedings as set forth in Mr. Yakopec’s letter of
Apnl 14, 1997.

| Very truly yours,

Richard S. HerSkefitz
Corporate Attorney
RSH/dIm
ce:  Stephen Yakopee, Jr., Esquire Ay 06 m?

- John L. Munsch, Esquire
James J. McNulty, Prothonotary/



 Allegheny Power
800 Cabin HIll Drive

Greensburg, PA 15601-1689 .
Phone; (412} 837-3000

LEGAL SERVICES

4 Vs P 1T T . EAX:  (412) 838-6177
A A { i b i :
pos Bom Writer"s Direct Diaf No. 1412) §36-6210
;’“l;{‘ ‘“’g«l E-mail: imurisch hen )
ol S dpe -inails jmonsch@alleghenypower.com
- ' I 1 '

April 30, 1997

VIA FAX AND U.S. FIRST-CLASS MAIL

The Honorable James D. Porterfield : § } CKETRED oy
Pennsylvania Public Utility Commission BTN S g
1103 Pittsburgh State Office Building ‘ v A0 168° P
300 Liberty Avenue | maY 02187 3
~ Pittsburgh, PA 15222 £

Re:  Township of Springdale v. Duquesne Light Company

and West Penn Power Company; Docket No. C-00967749
Dear Judge Porterfield: :
West Penn Power Company has no objection to the Complainanit’s Mafion for

Stay of Proceedings requested by Attorney Yakopec in his letter to you of April 14, 1997.

2
Very truly yours, N
éj}ﬁl. f 7/,?1,,moi,~ &1
: ¥, . e o fs\}

Jéhn L, Munsch &7

Attorney
~ce: - Stephen Yakopec, Jr. Esquire
- Richard S. Herskovitz, Esquire
“Protliomotary -
Pennsylvania Public Utility Commission
S‘ashtf:msvnnsmgxesmida . . . : Q‘@




