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GPINION AND ORDER
BY THE COMMISSION:

. & o
I. INTRODUCTION AND BRIEF HISTORY OF THE CASE N

Oon April 27, 1984, Duquesne Light Company (herein-
aféer Duguesne, Company or Respondent) filed ‘Supplement '
No. 11 to its Tariff Electric~Pa. P. ‘J.C. No. 15, to become
effective June 26, 1984. Supplement No. 1l contained
proposed changes in rates, rutes and regulations calculated

,tOvproduce'an,inérease in annual electric revenues of

approximately $41,999,934 (4.8%) based upon the future test
year level of ‘eperations for the twelve month period ending
December 31, 1984. 4 4 C

i
L]

By Order entered May 25, 1984, we noted the
suspension of Supplement Mo. 11 by operatlon of law and

'Lnstltuted an investigation upon our. own motlon at R~842 503

into the lawfulness, justness and reasonableness of the
Company s existing rates, rules and regulations as well as
the rates, rules and regulatlons proposed in Supplement
NMo. 1l1. Thereafter, on June 8, 1984, Ducuesne filed Supole-
ment'No..l2 to its Tariff Flectric-Pa. P.U.C. No. 15,
suspending the effective date of Supplement No. 11 until"
January 26, 1985. '

1 ‘ -
Complaints against the proposed rates, rules and
requlations were filed by: Armcs, Inc. (Armco),
R-842583C001; David M. Barasch, Consumer Advocate (Consumer

‘Advocate or'OCA), R-842583C002; United States Steel Corpora-‘
tion (U.S. Steel or USS), R-842583C003; Shirley Brown,

Georgla Dedes and Victorig Finn, Pennsylvanla Utility Law




Project/Neighborhdod"Legal Services (PULP/NLS) ,
R-842583C004; American Standard} Inc. (American Standard) ,
R-842583C005; General Motors Corporation.(General M_tors or
GM) , Rw842583¢006: Pennsylyania Alliance.fdr Jobs and Enerav
(PAJE) - and Thomas G. Hoffman, R-842583C007; and LTV Steel
Company (Lvy, R-842583C008. The complaints were consoli=
aaﬁga with the Commission's investigation for the purpose of
hearing, briefing and disposition. The Petition %O

‘Inférvene of the Hospital Council of Western Pennsylvanid

~and Sewiékley valley Hospital (Hospital Council or
Hospitals)., filed on June 25, 1984, wasfgran+ed; The
Commission Trial staff filed its Notice of Appearance on

June 1, 1984. - - , -
4 } A Prehearing Confefence was seld on June 28, 1984.
Tweﬁty-five daYs of evidentiary hearings were held: between

July 19, 1984 and October 10, 1984, before Administrative

Law Judge (ALJ) Joseph P. Matuschak. In'addition,'public
input hearings were held on August 6, 1984, at Badeh{ Penn-
sylvania, and on August.7, 1984 at Pittsburgh, pPennsylvania.

. : S

. Main Briefs wete fi'led by Duguesne, the Staff, the

OCA, U.S. Steel, Armco, LTV, the Hospital Council and
jointly by American Standard and General Motors.

Reply briefs were'filed by Duquesne, the staff,

the OCA, Armcot LTV and jointly by American Standard and’

General Motors.

!
|
|
l
|
|




The ALJ's'Recomhended Decision was issued fér
exceptions on November 30, 1984. Exceptions were filed Ey
the Respondent, the Staff, the OCA, LTV, USS, and Armco.

.Repliqg to Excepﬁions Werg filed by the Respondent, the

~ Staff, the OCA, LTV, USS, American Standard and GM (jointly)
and the Hospitals.

s .

0




IT. RATE BASE AND INCOME STATEMENT UPDATES

Duquesne's rate base claim set forth in the data
accompanying its applLCatlon in this proceedlng, appears in
Exhibit 1B,.pages D1-D2, 1Its claim, applicable to Pennsyl~ |
vania juris@ictional operations, is $1,815,899,916. During |
the course of the proceedlngs, Duauesne s rate base claim
was updated in Exhibits 9A & JIB, which were marked for g . |
identification on October 3, 1984 (Tr. 2935). During a
colloquy at transcript pages 2940-2942, coﬁnsel for the oca -
objected to an update of the rate base claim, unless the
update merely reflected matters prev1ously testlfled to by a
wltness,4 Subsequently, at transcript pages 2988~ 3001,
counsel cross~-examined .the sponsoring witness for these
exhibits. From our reading of that portion of t@e,ﬁ
transcript ‘the questions appear to be in the nature of °
. discovery regarding the changes or dlfFerences between these
exhibits,and the material appearing in Exhlblt 1B, and
certain clarlflcatlon regardlng the matters shown in the
- exhibits. There were a total of only four additional
hearing days untll the close of the record én October 10,
1984, during whlch time Mr. Waddlngton, Duquesne's
sponsorina witness for Exhibits '9A & 9B did not reappear
-0On October 10, 1984, when Duquesne moved the adm1551on of
its many statements and exhibits, the 0OcCa 1nterposed a nore
formal objection to the admission of these exhibits and also

ta Exhibit 2H which was an updated income statement which
E .

1 ’ ’ “t
H .




oA

had been marked for identification on October 4,
(Tr. 3794-3795). This objection was overruled. The OCA

19841/

again }nterposed an objection to consideration of these

exhibits in its Main Brief.

i
i
'

followé:,

The updated rate base exhikdit (Ex. 9B), 1ncrease=
the rate base claim from $1,815,899,916 to $1,833,760, 602 or
by $17,860,686. The ALJ commented upon this subject, as

: . .

The Cohsumer Advocate complains

"that Duquesne Exhibit 9B was not pro-= .

vided to the parties until October 3,
1984, shortly before the record was
closed on October 10, 1984, It
asserts that there was little, if any,
time for an orderlv examination of
the claims ‘or the increase.

Duqupsne asserts that since in a
future test year it is essentlal that
any known changes in the projected plapt
construction be shown, it Aid so, showing
some increases agnd some decreases. It
further states that the increased dollars
are detailed in Dudquesne Exhibits Nos. 9A
and 9B by account and description and re-
flected updated in-service dates, retiremerts
and costs to be expencded in the remainder

‘of the future test year, which codts it

states were not chdllenged by the Consumer
Advocate. Additionally, it states that.

the OCA's own witness testified that the most
recent date should be used and that he urged

1/ Although Exhibit 2H was marked for idenhtification on

- October 4, 1984, Mr. Atkinson, the sponsoring
witness did not appear .and authenticate the exhibit
until October 9, 1984 (Tr. 3439).




an examination of the costs to establish "
the .accuracy of the Company's projections

and their inclusion in measure [sic] of
value. (OCA St. No. 2). It submits that
such updating has been done in Duquesne's
prior rate proceedings before this Commission.

The Consumer Advocate cites
our order of April. 17, 1979 in Pa.
P.U.C. v. West Penn Power Company
(R—78100685),,wherein‘we rejected
West Penn's attempt to make late
wholesale, blanket revisions to the

. future estimates of the test year
data to reflect new actual data.

That case must be distinduished from
the limited adjustments Involved here,
We 'said in‘thatlcase,'however:

On the other hand, we do not
regard the initial future
test year as a perfect device

- to predict the future, or to ’
constitute the sole basis fqr
ratemaking, or as a straight-
jacket confining West Penn or
the Commission, Appropriate
adjustment will be given con-
sideration on an individual .
basis, with due regard given, B
but not Timited, to the time
of their submission, the
nature and reliabilitv of such
‘adjustments, the ocppertunity
for testing, the effect upon

. the orderly process of the .

. rate proceeding, the time con~

- straints, and more satisfactor
"basis for decision, {Slip,

p. 13; emphasis supplied]

% * % % *

. [W]e reject the obiection of the
Consumer Advocate to such revision, The
revision was such as by necessity was
required to be submitted toward the end
of the hearing pProcess, in order to catch
the latest changes in Projected plant

A




4

construction. The changes were few in

number and were such as could be inquired

into without extended time for testing.

such updating 1is not unusual in rate «

proceedings.
» The OCA has excepted (OCA'EX., p.- 1. Although
the ALJ"S comments qguoted above addresé only Exhibits 9A &
9B and he does'pot address Exhibit éﬁg/ elsewhere in his
recommended pDecision, the OCA objection at tfanﬁcript
page 57%4 clearly extended to poth the updated rate base
ékhibits (92 & 9B) and the updated incone ~tatement f
(Ex. 2H). similarly, the OCA's objection voiced fr. its Main
Brief (pp. 2-4) encompasses all three exhibits mentioned
above: Cénsequently, it appears clear to us that the ALJ
intended to reject the OCA objection as to all three
exhibits. - '

B

As we have mentioned above, the OCA hes excepted.
That exception extends to all taree exhibits and 1is
essentially an ektension of the objection raised before the
ALJ. It presents an issue fréquently raised with regard to
the timeliness of updates to exhibits. 1In our view it is
one thing to update exhibits to correétly‘reflect matters’
which have arisen during.crossnand redirect examination anc
reflect any co§comitant adjustments such as depreciatior

expensg,associated with a rate. base change and the resultant
4 : i ' . : '

. - . Y

2/ The significant changes from Exhibit 1B, pages Il
thrqugh I4 to Exhibit 2H, are (1) an increase in _
revenues of apprbximately $7 million; (2) an increase
in expenses of approximately $1.3 million; (3) an
increase in depreciation expense of approximately

$1 million; and, (4). associated and other changes in
income and gross receipts taxes. .
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income tax effect; it is another thing to update exhibits to
reflect the guarterly updates required by the Commission's
rules. In the latter instance consternation on the part of
Complainanté and the StAff who mav be required to redo much
of their presentation is understandable. On the other hand,
a timely update by the utility to reflect more current
actual data is reasonable. We have observed instances in
which the ALJ, in the scheduling process, has established a
final date for.the service of updated rate base and income
statement exhibits, in order to ensure that fhe other
parties have an adequate opportunity to respond thereto, :né
consequently are accoided due process. We find that this
practice is commendable and we would like to see this

. éracticeufollowed in every instance because all other:

parties‘wduld be n$tifiedQWell in advance that they must
expect to be confronted with updated exhibits, and the
timing of that event. In this instance this procedure was
not followed and based upon the timing here we conclude that
the presentation 6f these exhibits one week prior to the
close of the record was insufficient time to constitute the
due'proééSS to which the OCA was entitled. Consequently,
finaing that the OCA was denied due process as a result of
tHé untimely pres2ntation of the updéted exhibits, we
reverse the ruling of the ALJ and exclude from the
evidentiary record, Duguesne Exhibits 9a, 9B, and 2H.2/
Accordingly, the OCA's exception is granted. '

3/ There are a few exceptions to this general exclusion.
In those instances in which the updated material is
a mere recitation of matters or changes elicited during
cross or redirect examination we shall admit and con- '
gider that updated material. These instances will 'be
cléarly identified. ' . -




*

) ' III. RATE BASE
A. Fair Value 5 .

The Respondent presented only an coriginal cgét
measure of value in this préceeding. Consequedt;y,‘this
proceeding has been3liti§ated bv all parties on the basis
that the original cost measure of value of the Respondent's
electric plant, plus rate base additions and deductions will
be deemed to represent its fair value rate base. -For these
reasons we ‘shall adopt as the fair value of the Respondent S
rate base, the original cost measure of value as it shall be
fhereinafter determlned The Respondent's claimed rate base,

.on a Pennsylvanla ]urlsdlctlonal baszs,'us $1,815, 899 916. LY

1

B. Electric Plant in Service

Duquesne's cleim for undepreciated electric plant
in service as of December 31, 1984, the end of the future
test year, net of retirements associated with environmental
"control cohstruction work in progress and customer advances
for ‘congtruction, is $2,472,634,965

4/  Duquesné Exhibit 1B, p. Dl..




(Exhibit 1B, p. D2). The parties to the proceeding have
proposed a number of adjustments to this claim which we
shall address below. l

1. Deloitte Haskins ‘& Sells Studv

° v

Deloitte Haskins,aﬁd‘Sells‘(DH&S), commencing in
1981, performed .a study and ahalysis of Major Proiects
Construction Management, Transmission and Dlstrzbutlon
Facilities éonstructlon Management and the COHtlﬂUlnG
Property Records System of Duguesne. DH&S was paid
$1,365,119 during the period February 1981 through May 1983

.These costs were chargéd to Construction Order #1 and were

cleared on a monthly basis to projects in Construction’ Work
in Progress. | ’ ﬁ
L —_— |
. Staff witness Rose opined in his testemorv that
these costs .were erroneously capltallzed and alternatlxe;v

- proposed that rate base be reduced by the amount of

$1,365,119 and that these costs be amortlzed .over a three

year perlod ﬂ/

In its Main Brief (pp. 30 31),§ghe Staff urges
that these costs be disallowed and that thgliompany 5 rafé
base he reduced by the entirety of these costs and that

there be no amortization of them.S/

¥4 See also the Staff's commehts at page. 2 of its Reply
Brief.,




In'its.Main Brief (pp{ 22—23?,;Duquesne argues

that these costs were properly capitalized, but states thht
if the'Commissidn disagrees,; then its expense claim must be
adjusted to reflect the amortization proposed by Staf:

witness Rose.

o

Staff's response (Reply Brief, p. 2), is that it
is not bound by the opinion of its wjtness and urges total

disallowance of this expense.

The ALJ coricluded that the expense was prudently
incurred, but because the benefit derived was of a Guesticrn-
able nature heirecohmendea esséntialiy ﬁhat +he expense be
s%ared by s&bckholqers aﬂd ratepayers by its exclusion from
rate base and its émortdiétion over a three year period.

Duquésne“has excepted, in a perfhnctory'magnér, to
the ALJ's e#c&usion from rate base urging, however, tﬁat if
the cos£s are ‘excluded from rate base, the ALJ's
Eecomméndafibn that the costs ?e amortizéd over three'years
is- proper. In.our view{ Duqueéne has offered no more than a

hare assertion that capitalization is appropriate for this

éxpenéq. On the other hand, the Staff has not excepted to .

the ALJ's recommendation that this expense be amortized over

- 11 -




a three year period. We conclude that a proper resolution
of this matter is to adopt the ALJ's recommepdation and deny

g
7

the Company's exception.

2. Unrecorded Retired Line Transformers

s »
Staff witness Rose proposed a reduction in rate

base of $615,603 representing the net average cost of

'fetired iine transformers included in plant in service

accounts, 1t havxng been olscovered durlng a continuing

property cecord audit that the Respondent does not reconcile

the control account-(FERC Account No. 368, Line , | . ’

Transformers) or the CPR ledger with the subsidiarv accounts

for overhead transformers.

Noting.that Duquesne had stated in its Main Brief
(p. 23) that-this adjustment was appropriate, the ALJ
récommended that this rate base adjustment be made. No

party has excepted to thlS recommended adjustment and,

therwlse findlng lt approprlate, we shall make this adjust-

»

ment.




[}

3. Elrama Sewér’Project

and a concomltant depre01atlon expense reductlon of 536,‘30

wpertalnlng to a sewer constructlon project at the Elrama

~

power statlon. The basis for thlS proposal was that the
project was .not scheduled for oomplet;on until July 1985 and
the oCa steted thaE there was sohe'quesrion whether tﬁe
project would be completed et tgat time because of a delay

in the issuance of the necessary permltg\bv the Department
H

of Environmental Resources.'

ThlS adjustment was proposed byv the oca on the

‘contingency that the. Comm1551on adopted or con51dered the!

updated rate base claim reflected in Duquesne

Exhibits 9A-9B. (Tr. 3795 and Main Brief, pp. 32-34).
Sihce we have exéiuded Duquesne’'s Exhibits 9a and 9B frcm
the record and our con51deratlon, this proposal of the 0Ca,

has become moot, Addltlonally, with Exhlbkﬁs 9A and 9B

.excluded from the ev1dent1ary record the proposed adjustment

is without a factual foundatlon.s/

é/' Our exclusmon of Duquesne s EthbltS 9A and 9B results
"in the exclusion of the Company's claim in this regard.

“

- 13 -

b

. The 0OCA proposed a rate base reduction of S709 873 .




‘base and expense adjustment with regard to this item. We

“The Company excepted to the ALJ's recommended rate

conclude that this exception has been mooted as well. :

-~ C. Depreciation Reserve

Duquesne's claim with regard‘to its calculated
depreciation reserve is $589,998,478 (Exhibit 1B, p. D2),
The OCA préposes that the Company's adjusted book reserve of
$593,517,535 be utilized rather than the Company's proposed
calculated reserve. The OCA summarized the arguments in

|
|
|

support of this proposal, as follows: |
. ) . : ) . .

. First, OCA submits that a calculated reserve
bears no relationship to-the appropriate
depreciation reserve measure. for ratemaking
purposes, namely, the measure of the investment
the Companv has already recovered from rate-
pavers through rates. Second, the use of }
a calculated reserve does not result in
a depreciated original cost measure of _
value that conforms with Pennsylvania law, |

|
|
|

. the Uniform System of Accounts or the
depreciation reserve shown in any company

. financial reports. Third, Duguesne's ad-
justed book reserve is a reasonably accurate
representation of the accrued depreciation
‘recovered from ratepayers that can be adopted :
by this Commission consistent with its prior = !
orders that adopted book reserve.

OCA Main Brief, p. 26. : . ' ' o
+ ¥ ‘ ‘ !
. With regard to the OCA's thi:d.point, Duquiesne : i’
witpess Waddington had the following comments: ‘

- 14 =
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The fact that depreciation accruals have
been recorded on a company's beocoks does not -
necessarily mean that the recorded dollar :
amounts have been charged to or received
from the ratepayers. Only if the actual
revenues received from ratepayers equalled
the total cost of service, including re-
corded depreciation expense, would it be
logical to draw the conclusion expressed by
Mr. Larkin, Generally, recorxded book
depreciation is not fully recovered through

- rates charged to the ratepayers. (Emphasis
added) . '

-

Duquesne Statement No. 9-1, p. 3. The thrust of Mr.
Waddington's testlmony is that the view that all expenses
are recovered before profit is earned is somehow incorrect.
Suffice it to .say, we do not concur in Mr. Waddington's
viewpoint. Rather, we subscribe to the more cronventional,
mainsteam view that‘qll expenses must be considered to be
recovered before profit is earned. fhis aside, in its Mairn
Brief (pp. 23-31) Duquesne argues at length rébarding the
inappropriateness of the use of the book depreciation, .
including therein,‘additfbnal quotations from the testimonv
of Mr, Waddingtdn. Duquesne also stated that "[t]ime and
time again this Commission and‘the appellate courts of
Pennsylvania have rejected the contention that book reserve

" should be used." (Main Brief, p. 28). This statement is

3
&

followed by more than a full page of

- 15 -
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citﬁtions.l/ Conversely, the OCA Main Brief contains

‘ citations of four Commission Opinions .and Orfders during the
L : JanuéryAl981 - March 1983 period wherein the Commission
adopted the use of a book depreciation reserve. Thus the
Commission has moved to use of a book depreciation reserve
'in recent cases when the existing book reserve‘was deemed
appropriate for use. ' '

J I As to the use of a book reserve for Duquesne, the
) Commission .in its Opinion and Order in the proceeding at

N ~ R-80011069 said:

The Consumer Advocate also recommends

that the commission initiate a generic :
depreciation study in order that a .
more accurate measure of depreciatiocn

will be available in future rate pro-

ceedings. Duquesne opposes this recom-,

mendation. We do not believe that a .

generic investigation is appropriate, at

least at this time. We believe that

this is a subject which is best approached

on a case by case basis. Although we '

reject the use of the book depreciation

Teserve in this proceeding, the subject .

Ts not so l|sic) closed in future proceedings

by any means, and it is one in which we

have a continuing interest. More'will be

said on this subjgyf‘under the topic of i
depreciation expense. The Administrative . ’
Law Judge recommended the use of the ~ : . .
calculated depreciation reserve as ; ‘ £

§ v

£y

¢ o

7/ We would note that in the f&rst three Commission Opinions

~ and Orders cited, which are the most recent, the use :
of the book depreciation reserve was not rejected upon |
theoretical grounds, but rather, upon the ground that !
an analysis of the adequacy and appropriateness of the o
existing book reserve had not been completed by the Staff.

L



— "

presented by the raspondent. The exceptions
of the Consumer Advocate and the Commerc1al
Complainants have been considered and are

‘accordingly denied. (Empha51s added)

P.U.C. 695, 706 (1981). Additidnally, under the
‘subject of depreciation expense the Commission said:

The Consumer Advocate' opposéd the use cf

'a calculated depreciation reserve, urging

the adoption of accumulated provision for
depreciation reflected on the books of
the company (book reserve). We rejected

this position. The Consumer Advocate also

sought an investigation inta the proper ;7
method of calculating the depreciation
reserve and depreciation expense. We
rejected this request as wgll.. The third
request by the Consumer Advocate as set
forth in Consumer Advocate Statement No. 3
at pp.1.l6, 17 was:

"The Commission should order Dunupsne to. keep

" records of the accumulated deprec*atlon

réserve determined by the study, and to add
to that figure depreciation expense at the
annual rates approved by‘the Commission.

"This will insure that an accurate depreciation

reserve w111 be establlshed for rate—maklng

_purposes,"

' This request cannot be granted entirely

because of our acceptance of a calculated
depreciation reserve in this proceeding.
However, -the depreciation expensé claimed
in this proceeding is of necessity based
upon accrual rates by class of property.
We shall order herein that the respondent !
keep records of depreciation accruals by

- depreciable group, predicated upon the -

depreciation expense allowed in this pro-
ceeding commencing with the effective date
of the rates established pursuant to this
Order., These records are to be established
and maintained in order that a ready com-
parison may be drawn between: the amounts

-

- 17 ~
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booked to the book reserve and the amounts
coTIectea in revenues from the rates
estab?Ishea pursuant to this order.
(Emphasis added) .

1d at 735. These comments are a clear indication that the
Commission jntended to consider the adoptlon of a book
\deprec1atlon reserve in future proceedlngs It is our
understanding that the. Company completed a study reaardlnc
its book depreciation reserve in December 1983 and that
since that date there have been communications petween the
staff Deprecxatlon Committee and the Company regardlng
timely accrual procedure and othgr mattérs. It is our
desire that the Staff and the Cgmpany pursue and resolve
outstandlng 'disagreements, issue and questions with all
dispatch in order for the adoptlon of a book ,depreciation

reserve to be a viable alternative in Duquesne's nexék '

general rate increase application procepdlnq. With this
objective in mind we shall direct’ that the staff and the
_'Company file a written report with the Secretary of the
Commissior. {joint or individual as the parties desire), not
later than March 153, 1985. and every 45 days thereafter,
adv151ng the Commission regarding (1) any matters then

' outstanding upon which the parties have rot agreed; (2) the
nature bf the disagreement between the parties; and (3) the
estimated date of final resolution®of each outstandlnq
issue.gl ’

4

8/ It is our exprctation that all matters will be resolved
not later than July 31, 1985.

]
!
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In this proceeding the ALJ recommended the
adoptibn of Duquesne's caiculated réserve, apparently
belieﬁing that .the necessary analyeis of the Companv's book
’reserve had not been completed. The OCA has excepted, The
'~Staff“has been 51lent on this subject 1n both its Maln and
Reply Briefs. However, as mentioned above, we are
informally advised that the analysis of Duquesne s book
depreciation reserve and associated matters has not been
completed, Accordingly, we shall adopt the Company's
calculated depreciation reserve in this proceeding. The

»

OCA's exception is denied.

D. Additions to Rete Base

1. Plant held for Future Use

Duquesne's claim for land held foér future use is
ques

§535, 889 (Ex. 1B, p. Elzf OCA witness‘Larkin proposed ‘that
this entire amount be excluded from, Jrate base on the basis
that the land was not used and useful,and also because the
‘Company had allegedly transferred a large porti on of this
“amount to the Land Held for Future Use account for
ratemaking pﬁrposes,'while-at the same time it remained in
the Conetruction Work in Progress Account on the Company's
books (OCA St. 3, pp. 4-6).
. ial

In its Main Brief the OCA's first contention is
that inclusion of land held fqr future use is'precluded by
the provisions of 66 Pa. C.S. §1315. The argument is, in
pertinent part, as follows: )

(<3
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The statute entitled wyimitation on '
consideration of certain costs for electric
utilities," at 66 Pa. Cc.S. §1315, provides:

Except for such nonrevenue producing,
~ nonexpense reducing investment -as may be o
. reasonably shown to be necessary to improve -
' environmental conditidhs at existing facilities
or improve safety at existing facilities or
as may be required to convert facilities to
the utilization of coal, the cost of con-
struction or expansicn of a facilitv uncertaken
y a public utl ity predqucing, generating,
transmitting, distributiRig or furg%shing{“
electricity shall not be ade .a part of
the rate base nor otherwise included in
The rates charged by the electric utilitv '
until such time:as the facility is used
and useful in service to the public.
- Except as stated in this section, no
electric utility property shall be deemed
Gsed and useful until it is presently
providing aotual utility service to the
customers. - N
{Emphasis. added) .

(3

The clear and unambiguous lahguage of this
statute applies directly to the claimed
amounts for Land Held For Future Use. The

‘word "facility" used in the statute is

. defined in the Public Utility Code to

include "real...property."” 66 pPa., C.S. §102.

Further, "used and useful" is defined in

§1315 as property which...is presently
providinglactual utility service to the
customers. . Obviously mere planning or
preparation to use real property does. not
meet this standard. Thus Land Held For.
Future Use cannot be included in rate base.

OCA contends that this statute supercedes [sic]
any case precedent or prior Commissijion practice
regardiing Land Held For ‘Future Use. Thus, '
whether there is a definite plan for use
occurring. within some period of years is

gimply immaterial. (Footnote -omitted)

QCA'Main Brief, pp. 16-17.

~

®
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, We responded to a similar contention in our
Opinion and Order in the proceeding at Pennsgylvania Public

-~

Utility Commission v. Penn Power Company, R-832409,
(April 11, 1984), as follows: '

Second, OCA argues that Section 1315 of the
public Utility Code, 66 Pa. C.S. S§1315,
signed into law on December 30, 1982, when

b read in conjunction with Section 102 of the

- Code, 66 Pa. C.S. §102, requires that no

utility property, including real property,
should be considered used and useful un.il .
it is actually used in providing present ’ '
utility service. The land upon which this
claim is based will not be used in the
future test year, and therefore OCA
contends that the entire claim should be

. disallowed. ’ ' '

* & * * k-

Turning.to the OCA's argument that Section 1315 o |
of the Public Utility Code precludes the in- R B
clusion of property, including real property, :
as used and useful until actually placed in - ,
service, we repeat herée our contrary legal
conclusion as stated in Pa. P.UgC. V. g
Metropolitan Edison Co., Docket No. R-822249
(October 9, 1982): -

. S #
while the cost of unimprovegq land cr
land rights might be considered to be
a component of “the cost of construction
of a facility", as that term is used in |
, the statute,- the subject of plant held
for future use, has, historically, been a
subject separate and distinct from that of
/ . construction work in progress. We believe
that it would be an unreasonable reading
of the statute, to apply.the definition of,
used and useful in such a manner as to
result in a reversal of Commission practice
~ regarding plant held for future use, in the .
. face of legislative silence on this separate
~and distinct regulatory subject.”

-21’.‘.




See also, Pa, P.U.C. v, Pennsvlvania Power & .

Light Co., (PPal) Docket No. R-8227169 (August 23,
198337 Pa. P, U.C. v. Philadelphiga Electr.c

Co., Docket No. R=822791 (November 23, 1983);
a. P.U,C. v, Pennsylvania Electric Co.,

-Docket No, R-822250 [October 19, 1983y,

’
Minmeo, PP. 26-28. The aLJ fecommendéd that this contenticc
of the OCA be rejected. The OCA has excepted. We have
reviewed'the‘OCA's aryument on brief and in its4exception-
most carefully, and find no réasop to depart from the
conclusion which has been reached on all occasijons when the

. OCA has raised this contention, Accordingly, we deny the

OCa‘'s exCeption and reject this ground, as a basis for jts

Proposed adjustment, .
N

The OCA's second contention'isxthat: A K

|
|
1
|
|
|

The Uniform System o+ Accounts establisheg ° ‘ l
Account 105 for Lang Held For Future Use and f
_Account 107 for Construction Work In : C
‘Progress (CWIP) . On‘cross-EXamination, A !
Mr. Helfer, the Company's sponsoring witness% {
admitted that 5403,664 of the ¢laim, ' |
relating to Perry Units I ang II, had been }
~ transferred from Account 107 (cwrp) on the

‘Company's actual books to Account 105

(Land Held For Future Use) solely for rate

case purposes,

Q.. I ask You to refer to Roman 1-a-14, .
I ask you to turn to page four of g
four, . o . -

A.  Yes, sir,

Q.  You have tyo items there, item four

' and five which indicate lang for
Perry Unit No..1l and Perry Unit °
No. 2 and beneath both of those items
You say transferred from account 107,

- 22 -




Could you explain the nature why that
land was transferred from account 107,
to account 1057

A. The land was transferred from
account 107 to account 105 strictly
for rate filing. The land exists in
Dugquesne's accounting system in

- account. 107 construction work in pro-
gress. at . thls time.,

In order to have this 1and clalmed proper’v
before this Commission we transferred to
"account 105 plant held for future use,

Q. So this transfer is basically only for
this rate case, is that correct°

A, That is correct.
Tr. 1186-7. (Emphasis added.)

OCA submlts that this highly artificial
legerdemain should not be permitted. The
emphasized portion of Mr, Helfer'e
testimony leaves no doubt a& to the
‘Company's motives: if the land had keen
left in CWIP where it belongs, then it
could not earn a cash return-because it
would be excluded from rate base under
this Commission's policy of ewcludlng
most CWIP from rate base.

OCA Main Brlef, pp. 17-18,

“.~_

. The Company's response to this contention was:

As for the OCA's second contention, the fact
that approximately 80% of these dollars are
‘recorded .in Account’l107 does not affect '
the validity of the Company's rate base
claim. The claim is for land, net fer
normal construction workcin progtess and the
Company does not accrue AFUDC on these
dollars. The Company's claim for Land

Held For Future Use is entirely consistent
with prior Duquesne rate Orders and the
policy of this Commission to include in rate

°
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.
i

.base land held for future use when there
are definite plans for its use within a

. reasonable period of time. The OCA's
adjustment should be denied.

Company Reply Brief, p. 45,

The properties which the OCA assertc were
improperly ﬁransferred from Account 107 to Account 105 are
the sites for Perry ‘Unit Nos. 1 and 2. The Company ates
that it does not accrue AFUDCQ/ on these.prop?rties ﬁd .
neither the 0OCA nor its witness dispuéesfthis‘stateme t.

The OCA's position as enunciated by its witness Larkin is
that the Company could and should be accruing AFUDC and that
this is the "proper" ratemaking treatment to be accb;ded

this land,’rather than inclusion in rate base.

A

We beliefe it appropriate to look to the Uniform
System of Accounts for guidance on this subject. The >
' . , 1
Uniform System Accounts is set forth in 18 CFR,&Q/,Part 101,

Electric Plant Instruction 3(17) therein describé§ the
allowancé for funds used duxing construction, as follows:

v o
(17)  "Allowarce for funds used during
construction" includes the net cost for
the period of construction of borrowed
funds ysed for construction urposes
and a reasonabie’rate on other %nnds
when so used, not to exceed, without
prior approval of the .Commission,
allowances computed in accordance with

<

8/ Allowance for Funds Used During Constructien.

/ Code of Federal éegulations,

10

’




the formula prescribed in Paragraph (a)

of this sub-paragraph. No allowance for

. funds Gsed during construction charges shall
| be included in these accounts upon ex- '
» _ penditures for construction projects .
i . ' C which have been abandoned.

| (Emphasis added) ..

By its limitation on the allowance to funds useq for
- constructién, this provision excludes funds representing the

.- when it becomes associated with a construction project, The i ﬁ

meets established qualifyihg criteria.i~ In the proceedirg

®

at Pa. P.U.C. v. Penn Power Company, R-811510, 55 pa. puc
.552 (1981), the oca Proposed as an alternative to rate bace
'inclusion that an allowance similar to APUDC be booked in a
4 hside‘account". The Commiésion rejected this.prcposal.
v Here the'factual'situation 1s not entirely analogous for. ¢

construction has COmmenced‘and the Property has been
transferred to Account 107, Construction Work in P;ogress,
and transferred back to Account 105, Electric Plan€9Held fcr,
Future Use, for "ratemak;ng pPurposes", It gseems clear tha£
the Company's retransfer of the property is . designed to

. qualify the property for continued inclusion in rate base.

11/ The cgiteria historically applied i%: (1) a definitive

" plan for use; and, (2) an anticipated in servic _
date within 10 Vears of the test year. (pa. P.U.C. v.
Penn Power Company, 55 pa. PUC 552, 557 (1982).

T e e e e

. ‘ "
(4
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This controversy éives rise to several questions.

! "} .
. 1. Is Property transferred to Account 107 .
eligible for the accrual of AFUDC under the Uniform System
of Accounts? ® S ‘

2, If the answer’to,the bPreceding question ig T
no, should ‘this 'Commission Permit the dccrual of AFUDC as an
exception to the Uniform éystem of Accounts? '

yes, shouldléuch transfers and commencement of AFUDC accrual
be permitted between rate case proceedings with the

A resultant duplicative return, i.e. continued rate base, g
inclusion reflected in current rates, plus an AFUDC accrual?

transfer to Account 107 appropriate and a preferred
alternative to accrual of AFuUDC? : ‘ i

5.  Should.rate base inclusibn of propertywsbe ’ B
terminated upon transfer to Account 107 even if AFUDC
accrual is not permitted? '

The Company-in its Reply Brief states that.the
Compény'é claim "ig entirely consisfent with-prior Duquesne
rate Orders". If;.by this, the Company is attembting to

to Account 105 for "ratemaking.purposes", We are unaware of
this fact, . We believe that: this is a case of first -

impression. We note that the Staff has not addressed this r
subject in-its B;iefs and consequently we do not have the.

]
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benefit of the Staff's views on this subject. Conéequently,
we conclude that the most appropriate course at this point 4
is to reject the OCA proposal for the accrual of AFUDC and
' to consider the‘Company's claim ungder our historic criteria
for.réte base inclusion.

»
While there does not appear to be any substantial

question but that the majorlty of the Cempany's claim meets
the criteria of a deflnltlve plan and en iq-sefvice date
within 10 years, this cannot be said for the land associated
with Perry Unit No. 2. The matter of the future of that
unit is decidedly unclear at th&% time. The alternatives
being considered by the CAPCO Companles 12/ are: ,

(1) reactivating construction work (essentially terminated
at this point) ; (2)‘speeding up the pace of construction
after reactivation; (3) deferrinq reactivation untili after
Perry Unit No. 1 is in service; and (4) capcellatlon.13/
'Understandably, Duquesne as a mlnorlty owner is unable to
dictate such a decision or foretell what dec151on may be
made. However, the consequence is that we do not have

' before us even a base assertion that the land for the Perry
Unit No. 2 site will be in serv1ce within 10 years or. eve
Wwe therefore conclude that Duquesre has not met its burden
of proof as to this item and, accord;ngly, we shall deny
$201,832 of its claim, representing the investment in land
associated with the siting of Perry Unit No. 2. ‘

12/ Duquesne is only one of several owners of Perry Unit
No. 2 with a 13.7% interest.

13/ Transcript pages 200-210. . -

- 27 -




2. - Cash Working Capital - -

. . .
a, Uncollectible Accounts

Staff witness Hbrsfield recommends the elimination

of uncollectible accounts expense from Duquesne's operations
. and maintenance expense cash working capital calculation.
~This would reduce the Company's claim by $37,000. In its
Main Brief Dﬁquesne states:

Duguesne submits that uncollectible. accounts
_expense is-a recognized expense for rate-
making purposes. The uncolléctible expense
is for service rendered some five to seven
months previous thereto. "Thus to the .
extent service is clearly provided to
customers prior to ccllection through rates
of the uncollectible expense, a cash working
-capital requirement is created. KL The Trial
Staff's proposed adjustment should be denied.
' (Emphasis added) .. ' ,

~

Main Brief, pp. 35-36f' The ALJ® recommended rejéction cf the
Staff proposal without discussion.ii/ The Staff and the OCA
have®excepted. In its exceptdon the staff states that its

proposed adjustment is one which has been repeatedly and

|
|
|
|
|
I
l
1
I
|
!
'orrebt,ié/“We do not perceive any-new or novel argument oOr !
|
|
I
|
|
|
[

jioutinely adopted by the *Commissicn. The Staff is
. " a . .
14/ We note that the Staff did not address this subject
" in:its Briefs.
15/ See for example Pa. P.U.C. v. Columbia Gas of Pa.,
B Inc., R-832393 (August 27, 1984); Pa. P.U.C. V. ‘
Shiladelphia Electric Company, R-832410, (April 27, ’
1984); Pa. P.U.C. v. The Peoples Natural Gas Co.,
R-83231%, (January 13, 1984); Pa. P.U.C. v. Equitable .
Gas Co., R-822133 (July 11, 1983); Pa. P.U.C. v. UGI
CorE},-R-831899 (December 22, 1982).
4 ! A}
!
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factual situation offered by Duquesne in support of its
claim here. Consequently, we are not dissuaded that the
prior-conclusions reached on this subject are incorrect.

Uncollectible expense is a misnomer. The item normally

allowed in a rate proceeding is properly described ‘as a

provision for uncollectibles. The collection of this
naxpense” is reflected in revenueslé/ and the underlying
expensés are'reflected‘iﬁ'the 0sM expenses included in the
customary lEad'iag.study. ‘'We deny the Respondent's’élaim

and, accordingly, the Staff's exception is granted.ll/
L. Prepayments and Deferred Rentals Under

Nuclear Lease

. ,The7Company has claimed a cash working capital
requirement of $10,483,177 for this item. OCA witness

Larkin and the OCA do not oppose the claim as such, but,

rather, the amount of the claim, The claim represents the

¢

)

6/ The guotation from Duguesne's Brief set forth above,

-7 implies that an unpaid bill becomes an uncollectible

some 5 to .7 months after service 1is rendered, and that
the associated provision for uncollectibles is only

. then commenced to be received in customer revenues.
We do. not understand this view. 1In our yiew, the
provision for uncollectibles included in the rates
established in this proceeding will be collected
commencing with the payments received for the first
billing cycle. These funds will then be available in
the reserve to be written of when uncollectibles are
later determined. Oonly im this way could these be a
continuous balance in the reserve qfcount as there is.

17/ 'The repeatea claims by utilities for‘suchfan'ahlowance

and litigation of the issge is, in light of the
repeated adverse decisions§ on this subject, approach-
ihg the level of friviality. ’

[
A
1 v
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_because the balance could be expected to further decline

_have existed, in the absence of a similarly proposed
<adjustﬁent, the prior decision would likely be considered

average of 13 month ending balances. ‘OCA witness Larkin .
suggests that since this balance is declining, the test year
end balance is the appropriate figure to use. This amount
is $6,822,784, or $3,660,393 less than claimed.. Mr. Larkin
asserted that the.reduced amount was a conservative figure

after the end of the test year, during the period that rates

to be established in this proceeding would be in effect.
e TR

The ALJ agreed with the reasoning cfféfédnin ‘ |
support of the proposed adjustment and recommended its
adoption. The Respondent haé»excepted,"ln its‘except{on
Duquesne states that: S

Duquesne's clain for deferred rental under
nuclear lease, predicated on a thirteen
month average, is in accord with prior
Commission orders: in Duquesne's rate
proceedings and is consistent with.
working capital principles. To allow

a selective use of a vear end balance for
this one item, ignores all those instances
in which the year end balances are higher
than the thirteen month averages. The
reduction of cash working capital by
$3,660,393 is improper and in error and
should be rejected.

i ’ ‘ ‘
Bxcepiicﬁs, pp. 5-6. .Duquesne's claim of consistency with

prior Commission orders without. citation thereto is of scant
assistance to us in resolving this matter. However, we find
noteworthy the absence of a claim that such prior orders

involved the same factual situation, i.e. a significantly
declinipg'balance. Even were such a factual situation to

not precedential in value. As for ignoring other items with

&
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higher year-~end balances than the 13 month average balances,
it is not the responsibility of either the OCA, the ALJ or

this Commission to search out, analyzg and sportaneously -
make Some adjustment. It ig Duquesne's responsibility to
pursue these items if it feels that the instant proposal is

unfairly,.selectiveo We find no merit to the Company's
exception, A .

We adopt the OCA's ﬁroposed adqutment as
recommended by the ALJ and, %§cordingly,xthe Respondent's
exception is denied. - ; : ‘ Co

c. Deferred Quarto ang Warwick Coal Costs

The Company's. cash working capital requiremen+ |
A}
" claims for thegé items are,$22,454,294 and $1,976,l48, ) ) w

-

feépectively.
" The Commission's Opinion and Order it pa',

P.U.C. v. Duguesne Light co., R-80011069, 54 Pa. p.u.C, 95
(1981), addre:sed the Warwick mine Situation with regard to

a claim for rate base inclusion. * we believe that a porticn
of that discussion is relevant to the instant claim for
inclusion of deferred Warwick coal coéts in the cash working
capital allowance, At the risk of boring the réader, we '
'shgll quote at some length frbm'that>ppini0n and Order,

As a result of our audit of Duquesne's
fuel cost adjustment claim. for the years
1975and 1976, we directed the Company " : ‘
at D=76F00017 (later redocketed at o
D-78MO01HO) to retain an outside con- ' .
sulting firm to perform a comprehensive

review of the operation of Duquesne's



Waxwick. No. 3 mine (Warwick). In June
1979, the Commission approved Cecil V.
Peake to perform the management audit of
Warwick, which has been included in
Duquesne's rate base (the original cost

measure of value is $36,395,168), and to -

_recommend what steps, if any, could be N
taken by Dugquesne to minimize Warwick's

cost of coal. 1In our Order entered June 11,
19807, in this rate proceeding, we directed
the Administrative Law Judge to make spécific
récommendations with respect to the con-
clusions and issues raised in the management
audit at docket D-78M00140 of Duquesne's

operation of its Warwick mine.
° ¢

on June:12, 1980, Peake submitted his final
report which was moved intb evidence in.

this proceeding. The report addressed three
major questions, viz.: is the Warwick

mine being managed effectively; what are

the areas for modification to reduce cost:
and should there be a change in the ownership
structure? Basically,.the Peake repcrt

.recommends changés in the mining operatiens

and in management, but concludes that
Duquesne should continue its operation of -
the mine. In his Recommended Decision,

the ALJ recommended that: 'the mine remain -
open; Duquesne pe provided an opportunity
to remedy any existing deficiencies; and, °*
the Commission monitor the progress of
these activities. Further, the ALJ rejected
arguments of the trial staff, the OCA, the
city of Pittsburgh, and the commercial com=-
plainant’'s that the. Warwick mine should '
be excluded from Duguesne's rate base.

Inefficiencies at Warwick can, and in this
case has [sic), significantly decreased pro-
duction. We agree with the ALJ that ' '
Duquesne should be provided ‘an opportunity
to review its operations in light of the
recommendations and criticisms advanced by
the Peake report which indicates that there

‘exist numerous operational areas at Warwick

that require modification. Rather than
ordering that all of the appropriate
modifications be made at this time, or

w\" »
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making adjustments to eliminate unreasonable
costs from Duguesne's base rates (and later,
, ‘from Duquesne's net energy clause, if
s ‘ necessary), we agree with the various
complainants that the removal of Warwick
from rate base will pefmit competitive
- market forces to allocate risk and mini-
mize costs, thereby serving the best
interests of ratepayers and Duquesne's E o ‘
investors.

.Duquesne, in arqguing that it shculd not
bear the risk of the Warwick investmant
and that the mine should remain in rate
base, asserts that in Pennsylvania the
test for inclusién of property in a
utility's rate base is whether the in-
vestment is in that [sic] property is used .
‘ A ‘ v and useful in the public service, and that
v o risk is irrelevant. See e.g, Citv of
‘ : ‘Pittsburgh v. Pennsylvania Public Utility .
Commission (1952) 171 Pa. Super, Ct. 187, . .
96 PUR NS 161, 90 A.2d 607. Gas wells, for - :
example, have been included in rate bases '
of gas utilities, notwjthstanding the
existence of risk differences between gas . .
- exploration and gas distribution. See » '
e.g., City of Erie v. Pennsylvania Public . »
\ .. Sexvice Commission, 279 Pa. 512, PUR1924D t
-."89,. 123 Atl 471; Pennsylvania Power & Light
Co. v.. Pennsylvania Public Service Commission
(1937) 128 Pa. Super. Ct. 195, 19 PUR NS
- 433, 193 Atl 427; Re Montana-Dakota Utilities
Co. (Mont 1966) 64 PUR3d 266.

-

Although a.coal mine may be used and useful . -
in an indirect sense for the production
of electricity, it is not ipso facto o "
.included in .a utility's rate base, rather, .
_its inclusion therein is a matter within
: the Commission's discretion. City of
. Pittsburgh. In the latter case, the court
noted (171 Pa. Super. Ct. at p. 187, 96
‘ PUR NS 161, 90 A.2d at p. 614): "There
is undpubtedly a limit to which a utility
may engage in mining, manufacturing or
other enterprises not a necessary part of
‘ the utility's business on the ground that
“ is it within the discretion of management.

§
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The incorporation of such enterprises in
the .rate base of a utility should be carefully
scrutinized. The activities of a utility
.should be confined to utility functions ir
the rendition of public service. The in-
clusion of coal land in theé rate base is
debatable, but on the present record we
think the commission's .action must be sus-
tained as within the area of its administrative
discretion.”

i

Coal mining is not a'ﬁtility furcticn in the
sense that it is not essential for the
production of electricity (that is, coal can

be purchased on the open market); there-

fore, the investment should not be included

in rate base unless there exist sound recordr

. justifications supportlng the’ 1nclu51on therein.

Coal mining, as both parties agree, is an

" intensely competitive and risky undertaking.
As explained below in greater detail, such
risks inglude: (1) market based pricings

(2) *vagaries of supply and demand; (3) govern-
ment regulation; and (4) uncertainties of
finding more attractive alternatives.

The primary risk'in the coal miring business
is arguably market-determined product prices.
A Duguesne witness noted that "in an un- .
regula&ed, competitive situation, the market-
place is usuallv free to set the prlce a
product or service can command. .
(Duguesne ‘statement Ne., 12, at pp. 3, 4.)
As a captive supplier to Duquesne, Warwick
does not  face the typical risks of the market-
» place, rather, the ratepayers must absorb any
increases since Warwick's production costs
are passed through its net energy clause.
The vagaries of supply and demand also pose g
- a risk in the coal mining industry. Coal ’
.prices, like gny commedity, have tended
to fluctuate (commercial complainant's
Exh. No. 1 at p. 1~1). For example,
during the Arab 0il embargo, coal prices
skyrocketed (Tr. 3552) but since then

"spot prices. for coal have been generally
soft ... when compared with the commodity

AY
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price index." (Commercial complainants'

Exh. 1l at p. 3.) Although. the Peake report
provides a reasonable basis for antici-
pating supply-demard equilibriumm in coal over
the long term (commercial complainants' Exh. 1
at p. 3-5), such equilibrium would not
.preclude extreme swings in price on cccasion
(Tr. '3555.) . '

- Government regulation at both-the state. and
federal levels are other risks. One can
neither anticipate the form or substance of
new laws. Presently, legislation and the
requlations promulgated thereunder, require
mine operators to chalge safety and pro—”l
duction procedures on a continual basis,
purchase new equipment, etc., The impact
that these requirements have on producti-
vity and cost is significant. (Duquesne

‘statement No.” 26 at p. 4.)

Uncertainty as described by OCA witness
Cotton is anothér risk:

"There is always uncertainty in any

natural resource. There is also un~-
certainty as to whether we will come up
with a substitute which will be much more
appealing than coal, shortly. There are all
sorts of uncertainties that create risk."
(Tr. 3045). ‘

Warwick's monopoly. status results in ad-
ditional consequences disadvantageous to

the ratepayer. As Mr. Hill testified,

"There 'is little pressure [at Warwick]

to increase output ..." (Commercial _
Complainants' Statement No. 3 at p. 4.) '
Given Warwick's artificidl monopoly status,
this reluctance to maximize output is
-.unsurprising. Second, Warwick's pro-
duction costs exceed the minimum level .
attainable; thus, the Warwick No. 3 mine

is' not a competitive and efficient source

of supply (commercial complainants' Exh. 1.
at p. 1; statement No. 3 at p. 4; OCA
Statement No. 3 at p. 8; Tr at pp. 3055; 3577,
3578) . THird, Warwick's senior manage- :
ment may lack initiative .and appears

7
[
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resistant to change. (Commercial com-
plainants' statement No. 2 at pp. 10, 12;

Tr. 3549.) These risks possibly could be
significantly decreased, if Warwick were’
removed from measures of value ané the

costs arising from its coal production treated
as those incurred by purchasing coal on the
private market.

In City of Pittsburgh, Duquesne established

that 1ts coal land 1nsured its ratepayers & f

having a reliable and continuous source of

coal strengthened [sic] Duquesne's bargaining

position in buying coal on tHe open market.

Today, however,. Ducuesne hardly meets those |
standards., As explained below, its ccal P
is qualitatively inferior and is supplied

at prices in excess of the' coal purchased

on the spot market or under long-term

contracts. '

In Pennsylvania Public Utility Commission v,
Pennsvlvania Power & Ligh® Co. (PP&L),
(1981) - 54 ‘Pa, PUC 645, we were asked whether
coal reserves of PP&L's Arcadia Comrpany,
Inc., should be included in PPslL's rate base
in view of the fact that PP&L, like Duquesne,
bought sp.. market coal at a cost lower

than it could mine Arcadia coal. Rather

than inéluding this item in rate base, we
treated the coal reserves as a asset of the
subsidiary ead financed the carrying costs

of the reserves through the subsidiary.
Carrving costs were to be capitalized ard
recovered from ratepavers through PP&L™s X
energy clause as the coal is sold to PPsL.
In so doing, we stated:

"[W]e are. encouraglng the acquisition of
coal supplies to insure the adequacy of
supplies for the production the rate-
payers by allowing recovery of the portion
of capitalized costs associated with that
coal sold to PPsL. An additional safe-
guard is PP&L's coal purchasing practices
.and our continued auditing of the PP&L
energy clause.”

-~
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What distinquishes PPsL from the instant
case is that Dugquesne did not present a
precise breakdown of costs’. This failure
makes monitoring just and reascnable costs
difficult if not impossible; similarly this
failure renders difficult the determination
whether expenses are properly capitalized.

As indicated in the Peake report, there
exist numerous operational area# at Warwick
that require modification. Most signifi-
cantly, the cost of Warwick coal is consis-
tently more expensive than Duquesne's
long-term contract coal or spot purchased
coal (commercial complainants' Exh. 1 at .
p. 1). Duquesne's Warwick coal is pricec
. above the amount that would be charged
ratepayers if bought in the marketplace
~under by long-term contracts. Duquesne
defends the cost of Warwick coal by point-
ing out that Warwick is an especially deep
mine and further, if-it is not permitted

to recover the cost of Warwick coal, it will
have two alternatives: (1) sell the mine
and rely on the vagaries of the spot
market' as to price and reliability, or .

(2) sell the mine and negotiate a long-term
supply with the buyer, Duquesne further
argues that Warwick has saved customers

in excess of $11 million dollars, and that

to abandon Warwick coal now would bé poor
judgement ‘for its coal costs, will be
competitive with the soft coal market,
whose prices are bound .to increase in View
of the pressure being exerted on industry’
to use coal. ‘ '

We find that Duquesne's excessive costs are
riot justified for many reasons. First, r
as noted by the Commission's Trial Staff, the
millions of dollars that ratepayers saved
prior to 1974 because of Warwick,. were
.offset by excessive charges from 1974 to
date. Since 19176, for eéxample, the
average coal costs from Warwick have been |
20 per cent higher than the spot price of
coal. Klso, if Duquesne had a long-term
‘supply contract during the 1974 oil embargo,

-




the price of coal would not have been
changed or maneuvered to ‘mirket conditions.
Second, we are even less sympathetic to
Duguesne's p051tlon because it buys and
sells coal without a middleman. Third,
Warwick coal costs =re understated for:

(1) the costs only include the "cost of
production from Warwick for the months

and years. shown plus transportation to
.whatever power station it went to on a
weighted average basis for the per*od shown
on a cent per million basis®™ (Tr. 1475, 1754-
57); and, (2) unlike market prices,

Warwick prices exclude a fully allccated
share of indirect costs or any return on
capital investment' in the mine."  Hence,
evidence supporting Duguesne's Warwick

coal costs compares the cost of Warwick

coal versus the total prlce of the
alternatives. All comparisons between
Warwick costs (as shown on Duquesne's

books) and market prices for «oal, in-
cluding prices paid by Duguesne for non-
Warwick coal, understate Warwick's true

cost disadvantage; market prices incorporate
a pro rata share of fixed costs plus a return
on capital, while the Warwick costs provided
by Duquesne do not. Results of a study
initiated by the OCA further clarifies this,
point,

Office of Consumer Advocate witness James D.
Cotton easily confirmed the Peake report's
conclusion. (OCA statement No. 3 at p. 8.)
In a study covering the eighteen months

from July, 1978, to December, 1979, ; B
Mr. Cotton compared.the cost Duquesne bookeo
for Warwick coal versus the next highest
prices [sic] coal obtained in the market for
each of Duquesne's three coal~fired genera-
. ting stations to which Warwick coal is shipped.
Of the 54 observations, only seven showed the
Warwick cost to be less than the next highest
‘price coal, (Id., Tr. 3072.) It must be
_reiterated that this comparison understates
Warwick's relative cost disadvantage for the
rgasons stated above. Further, as Mr. Cotton
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to Dugquesne 1S [sic] changing over time.

téstifiéd, theré is nd statistical bas for
of [sic) alternative sources of coal available

4

(Tr. 3038.)

0y

The analyses by the.Peake report and witness
Cottor conc}usively demonstrate that Warwick's

costs are excessive. Given the mine's unnatural

monopoly status, with a gquaranteed return

of costs including a return component, high

costs and inefficiencies are inevitable.

~ In addition to excessive cost, the
quality of Wwarwick coal is somewhat in-
_ferior to that of purchased coal. Too
muich' ash is being. ‘taken along with coal
during mining operations. The high ash
* content ‘increases ineffidiencies of a coal
fired plant and, consequently creates ‘
additional raintenance and environmental’
costs. In addition, the quality of coal
purchased by a utility has ramifications
of a significant nature and increases the

cost of fuel at the puss bar. With respect | -

to Warwick, the Peake report at p. 38
states that: : - ®

1. Eight per cent moisture limit on
Warwick coal causing 12 per cent of the
coal to be discarded at the prep plant;-
2. Cutting the roof rock in the mine 'to

-, ease operations and thereby overloading

the prep-plant with extra ashj
3. Being unable toO quantify the cest -

of fuel utilization so that the prices that

are paid for coal reflect its coSt at the

buss bar instead of at the combustion
chamber door.

'§C1early, the problems inherent in mininq°
lower quality coal shoulu induce Duquesne
Light Company to consider the purchase

of better quality coal at lower prices
from long-term and spot suppliers.
However, lack of market and regulagory

" pressures Or other inducements apparently
do not encdg;age Du%uesne to minimize its

E




"coal expenses which are passed through the
net energy clause.

The  Consumer Advocate and Commercial
Complainants argue persuasively that the
Peake report provides probative evidence
that inefficient and mismanaged operations
do exist at Warwick; as already noted,

one possible explanation. therefor lies in ,
the fact that Duquesne is insulated from i I
competition. As a captive mine, Warwick '
does not compete with private coal operators

in the open market.’ Furthermore, by setting

the rates for Warwick coal, Duquesne can pass

the costs thereof to the ratepayers under the

net energy clause; consequently, with little

économic pressure, there is no incentive

for 'Duquesne to emphasize efficiency. o

In view of all of the above findings and - -

discussion, we conclude that Duguesne has oo~

falled to, demonstrate’ sound justifications

supporting thé inclusion of Warwick in

rate base. By removing the mining opera-

tion from rate base, “owever, we are. not

denying Duquesne the orvoortunity to recover

the costs of coal used bv the Company, for

these costs may be claimed in future energy -

cost rate proceedings. It is our expecta- N

tion that such costs claimed will be |

competitive with.market prices of similar ‘ , |
1
1
i

quality coal purchased by Pennsvlvania
utilities in -the open market. To the

extent that Warwick coal prices exceed
competitive prices, the Companv ¢can defer
such excess cost, which may be charged

to the utility's fuel accounts, to the

extent that the subsequent unit cost may

fall below 'the competitive market price.

In this manner, the Company should be

able to recover its costs as indicated py
market conditions, which cost includes a ..
return component. The Commission sees no
reason why Warwick should not be entitled ‘
to earn a reasonable profit on its coal,

so .long: as the prices charged to Duquesne - .
are competitive with prices paid by
Pennsylvania utilities for similar quality




eoal. Information ,on current cocal market
prices is readily available from monthly
fuel cost filings with this Commission,
as well as with the Federal Enerqgy .
Regulatory Commission.

Id at 755=761. Duguesne's comment with regard to this
action is as follow:

L]

(Wlhen this Commission ordered the removal = °
of the Warwick mine from rate base and
: - ~authorised the deferral of any excess in the
cost of Warwick coal, it clearlv contemplated
providing Duguesne the ability to recover
its costs. In this respect Duquesne's
claim 1s minimized inasmuch as the Company' s
deferral reflects only deferred production
cests and does not include any allowance for .
return on the Company's ‘investment in .
" plant and facilities used to produce the
Warwick coal. See Dugquesne Statement No. 8~2]
Cat 2. ’ :

Main Brief, p. 45. We agree that the gquoted Oplnlon and .
Order contemplated prov1d1ng Duguesne an opportunlty to
recover those current Coal‘COStS,wthh it permitted to be
déferred,' In our view there was no regulatory princ;ple
whi®h required the granting of permission to defer such
costs with‘é then'cdntemplated future recovery of such
costs, lf current casts fell below the market price of
alternatlve coal supply sources. = Alternatively, simple
disapproval of such .costs would have been defensible. Be
that as it may, the issue here is whether Duquesne should be
permitted to earn a return on such ‘costs through rate base

" inclusion gﬁtil'such time as the market place permits gdch
recbvery. The Company argues that these costs and those
related to Quarto coal were prudently incurred, ‘and that
prudently incurrediquts'should be included in cash wofking
capital, according;bit says, to Staff witness Horsfield ané

»




"are most apt. BHe said:

oCA witness Larkin. We disagree'with the witnesses.
prudently incurred césts are not necessarily reasonable
costé and reasonableness of costs is the ultimate criteria .
for cosf recovery or other means of cost recdgnition. This
Commission has repeatedly and cohsistgntly denied utilities
a return on coéts\whose recovery is deferred. over a term of
years pending amortization of those costs. Thgs gives rise

to the principle of return of capital without return on

capital. ' ‘ -

¢
s

We believe that the ALJ's comments on this subject

I3

Ratemaking involves a balancing of consumer
and investor interests; it does not provide
an insurance policy against unfortunate
management decisions, whether prudently
made ‘or not, nor even against unfortunate
results beyond management‘control (storms,
etc.), incurred with investcr-supplied
funds. ‘ ;

Even in general business enterprises,
’ unfortunate or inexpedient management
' expenditures, even if prudently. made,
may’ not always be totally recovered
from their customers; the market may not
so permit as customers may reject the
product or service at such cost. :
Regulation provides a substitute for market
. influences so as to protect. the interest
of captive customers of the public utility.

We cannot agree with the Company's argument
that a return on the Quarto coal costs

must necessarily be permitted by the
Commission especially where not found to
belimprudently‘incurred. ‘Where expenditures
have been imprudently made, indeed, the
Commission may totally refuse recovery.
where unfortunate results have occurred.

as a result of managements decisions,
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even i1f not 1mprudently incurred -ex-
penditures, the Commission may exercise

its discretion as how to balance the
investor-consumer interests.’ It.is not
‘jntended that captive utility consumers, who
had no part in management decisions, '
should bear all business risks of the
utility: at Teast the risks should be

shared w1th the investors., °

& ok % k%

Here, the Commlssion, in deference to 1nvestor
interests, provided for the recovery of the

deferred ... coal costs from Duquesne's
customers upon certain conditions. On balance,
we believe that the Commission, in ¢

deference to consumer interests, should

deny the Company a return on the deferred

oo coal costs, found to be excessive and

~unreasonable, incurred by management.
Recommended Decision, pp. 34-35. The Company has excepted,
stating that (1) to deny recovery of a return on its
prudently . incurred costs is arbitrary and a denial of equal
protectlon of the law; and (2) to disallow Duquesré's claim
is not a matter of ‘the balancing of interests, but rather is
.an arbitrary penaltv on Duquesne. Duquesne also states that

"case law in this Commonwealth 1s. abundant to the efFPcL

that a utility is entitled to recover its prudently 1ncurre€
costs, 1nclud1ng carrv1ng costs." (Emphagis added)

(Exceptions, pp. 9-10). We would respond that case law is
replete with 1nstances in which the Courts have approved
‘actions by this Comm1551on which in providing for the
recovery of costs, has denled a return on such costs pending
their recovery. In our view, ‘the effect of denylng current
recovery: of unreasonable costs would largely be defeated by
permitting a return on such costs pending such recovery.
.This would result in shifting the entire burden of the

‘
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business risk of unfortunate management decisions to
ratepayers while, at the same time, absolving the
-stockholders from such risk. 18/ Thxs risk is a busxness
risk which we believe is reflected in the markeg cost of
Equitj capital. We conclude that the ALJ's recommended
adoptlon of the OCA's proposed adjustment results 'in an
appropriate sharing of the burden of the risk inherent in
the ownership and operation of the Warwick mlne. We adopt

the OCA's proposed adjustment and deny Duquesne's exceptlon

The situation with regard to Quarto coal ie not
distinguishable in any pertinent reqard There, rather tharnr
ownership being involved, the arrangement is one of a lona
term cost plus. contract with the mine owner for, coal to "be
furnished to the Mansfield generating stations. The ‘
Commission's xnvestlgatlon into the costs of Quarto coal was
initiated by Order, dated December 11, 1980 at I-80120343.

In our Order of. September 14,1984, there was a provision fcr
the deferral of exce551ve" Quarto coal costs, similar tc
that in the Order quoted above‘thh regard to Warwick coal
costs. Duguesne has not suggested any basis for'any
differential treatment of either deferred Querto coal costs
or, therefore, the result to be reached, and neither the ALJ
nor .any other party has drawn any distinction between the ‘
ratemaking £reatment_to'be accorded those two claims.
Accordingly, we shall also adopt the OCA's proposed denial

lg/' Were the courts to hold to the contrary on such an issue,
determlnat;ons regarding the market cost of capital for
Pennsylvania utilities. :

'
-~

e
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df the deferred Quarto coal cost cash working capital claim,
denying Duqupsne s exception as to this claim as well.

d. Westinghouse Settlement -

The ALJ provided the following factual background.

Duquesne, Ohio Edison and Pennsvlvania Power
Company (the Companies) has a contractual
-agreement with the Westinghouse Corporation
that required Westinghouse to precvide :
uranium for two re-load regions [sic] ¢£ nuclezr
fuel at~Beaver Valley Urit No. l. Westinghcuse
subsequently gave notice to the Companies
that it could not honor the contract and
deliver the uranium. Because'Westinghcuse
failed to deliver thé nuclear fuel at the
specified contractural price, the Companies
sued for recovery of the higher cost -of
fuel which ‘had to be purchased from other
vendors. After hearings and extensive
negotiations, the action was settled with
the approval of the Federal District Court
- of Western Pennsylvanla.

The Companv recelved $3 263,767 as the
result of the settlement, and recorded

thig amount of funds as a liabkility on

its balance sheet because this amcunt is .
being amortized and flowed back to rate-
payers as an offset to nuclear fuel costs.,

‘Recommended Decision, pp. 27-28. OCA,witness Larkin

proposed a reduction in rate base of $l 577,670, by reason
of the unamortized balance of this recovery from
Westinghouse. Essentially the OCA's contention is that thlS
deferred liabllity represents capital available to Duquesne
which is cost free, :




Duquesne's comment is that: o

_Since the Company's ratepayers are receiving
a credit against the higher cost fuel and
since the ratepayers have not really provided
the funds which the OCA would have us deduct
. from rate base, the proposed adjustment is
improper_ and it 1Is inconsistent with the
above accounting treatment and ratemaking
principles. Tn the simplest of terms, the
ratepayers have no claim to such settle=
ment funds. Furthermore, the cash received
under the settlement has been spent and is
N not available for working capital purposes.
In addition, the equipment and services
received from Westinghouse have benefitec
the customers. The OCA's adjustment for
the Westinghouse settlement should be re-
jected. Finally, we request, the Commission
to take official notice that on October 19,
1984, the Commission adopted a show cause
order at D-83E00391 which removes ‘the’
Westinghouse settlement from a base rate
igsue to an ECR issue. (Emphasis added)

Duquesne Main Brief, p. 40.-- )
’ The'ALJ'recommended adoption of the OCA's proposed
adjustment of $1,577,670. The Company has excepted. In its
exception'Duqueéne states'that the money has been spent and
is not available for cash workinq’capital. This contentior
is specious since the funds are recorded in a reserve
account. Duguesne also notes again the issuance of the
Order to Show. Cause and states. that it. would be inequitable
to provide thé ratepayer with a double return for this iﬁem.
Duqueshé further states that if we adopt the ALJ's '
recommendation the  show cause order must be rescinded, We
disagree.- The ‘adoption of the Order to Show Causeidid not
remove the Westinghousé Settlement as an isSue in this
proceeding,leither'by its terms or by ‘fair implication. A
" current rate base adjuétment-ﬁas'oﬁly’prospective L




w

application. The Order to Show Cauée addresses the past as
well as the future. Although we tend to he of the view that
a rate base adjﬁstment may moct the remedy suggested in the
Order to Show Cause prospectively, we need not resolve this
issue at this time. However, we are firmly of the opinion
that a current rate base adjustment which has only
prospedtive‘effegé does. hot moot "the remedy sought in the
Order to Show Cause insofar as any past period is concerned, o

We conclude‘that the unamortized balance of the
Westinghdpse‘Settlement represents cost free capital’
. available to Duquesne whose availability should be' reflected
either in the capital structure as zero cost capital or
through a rate base reduction bv means of an offset to the
Cash Wofking Capital requirement.l We adopt the OCA's
propqsed'adjustment and deny Duquesne's exceptionr.

* . S

e, . Deferred Income Taxes

i

» J

Thé OCA proposed two rate base'reducgiéns based
upon deferred State and Federal income taxes. The first is
a rate base reduction of 51,260,904,i2/ représenting the
income tax ‘deferrals resulting from the deduction of Ohio

19/ $1,308,284 less $47,380 applicable to Perry Nuclear
Plant property, recommended for exclusion from rate
base. '

L]
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free funds=—

Taxes=-Other.
21/ Federal Energy Regulatory Commission.
22/ This is in addition to reductlons for the balances

property taxes, for income tax purposes, in the year of
assessment, rathér than the year of payment. This type of
income tax deferral has been. an annually occurring situation

for a number of yéars.

The second proposed adjustment is one of _
81, 621 736 which represents deferred ‘taxes resulting from | f
the ten year amortization of the one-time non-recurring ,
revenue acceleration resulting grom Duquesne changing ﬁ{om
bi~-monthly to monthly bil{ing in January 1979.

-~

<

As to both of these items the OCA argues that the
funds represented by these income tax deferrals are’ cost
20/ and that the ratepayers should receive. and
enjoy the benéfitS»of those coét free funds. - The 0OCA
further 'states that its proposed rate base ‘adjustment is
consistent with the FERCZl/
18 CFR §35. 25(b)(2) which prescrigés a rate base reduction

for all deferred tax balances recorded in Account 283, 22/

requirement cof

Duquesne asserts in its Main Brief, pages 41- dﬁ,
that the Ohlo propetty taxes "will be pald prior to the
customers paving the expense as reflected in rates to be set
in this proceedihg."'MJMain.Brief, p. 41). Thus, Duquesne

20/ These tax deferrals appear on Duquesne's balance
sheet in Account 283 Accumulated Deferred Inconme

in Accounts 281 and 282.
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be viewed as ratepayer supplied-capital is in error and
contrary to the facts", '

As we understand the OCA's contention, durlrﬂ
-calendar year 1984, for example, rates paid by ratepavers
are established at levels which, with regard to the 1‘ccne
tax component,‘assume that the 1984 property taxes are neot

income tax deductlble and w1ll not be paid until 1985 Th1°

results in higher income tax expense than will be: pald and
Duquesne accounts for this by booking deferred taxes. 1If
Duguesne intends to challenge this assumption it dc':e'= not
direct our attentlon to evidence which would establlsh that
the example given above does not hold true. ’

or otherw1se persuasively argue that such is not the

case?d/ .

Duquesne also asserts that a rate base deduction

for this ltem is not sound ratemaklng, but deces not further
elaborate upon thls statement.

As to the'subject‘of deferred ihcome“taxes
resulting from tﬁe,billing change, Duquesne's Mair Rrief
guotes from the testimdny of its witness Ellenberger
regarcding changes to the historfc test year income

statement. We find this testimony irrelevant to the subject

.says, the "contention that this tax timing difference should

23/ We are unaware of any evidence that the 1984 (test year)
income tax calculation reflects 1984 Ohio property taxes .

as a tax deduction. If such.be.the case we would expect

Duquesne to demonstrate that fact for us. Even this
however might not be sufficient to warrant rejection
of the OCA proposal. )
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of propet ratemaking treatment to be accorded to the
deferred taxes in Account 283.

’ i T
& 1
In its Reply Brlef, pages 32- -33, Duquesne makes
several statements regarding when it first commenced paying
Ohio property taxes and when (2 years later) it first began
recovering these taxes in rates, claiming, therefore, that

ratepayers did not pay the expenses lnltlally giving Tise to

" the tax deduction. How relevant this’ fact mlght be to

ratemaklng treatment of the deferred taxes remains to be
seen., However, we need not resolve this guestion because
Duguesne has not drawn our attention to any record evidence

+

supporting these assertions in its Brief.

e :
puguesne’ also reiterates an argument touéhed roon

in xts Main Brief, which is that ‘Ohio property taxes are
lncluded in its cash workmng capltal lead-lag study, thereby

glVlng ratepdyers credit for the delav in payment of such

' taxes. The ALJ addressed this subject and cited the FERC

decision regarding: Ohio Edlsongi/ in which, in the face of
an apparently 51m11ar contention, the Comm1591on rejected
this arqument that a 1ead 1ag study would recognize deferred

‘takes. In this proceeding we note that:the Ccmpany's

lead-lag study, Exhlblt 1B, page 74, sets forth $2,5C0, 000
ir#.0Ohio property taxes, with a column heading of "expenses
per income statement”. It is self evident to us that these
are taxes assessed in 1983, paid in 1984 and do not

o—

4/. 24 FERC §63,068 at 65,110 (August 1983).

©
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represeht deferred 1984 taxes reflected in Account 283,
Thus, D quesneis statement is at the minimum both misleading

and;inccrrect.zil

Duquesne was totally silent upon the subject of

w

the FERC rule mentioned by the OCA. " \

The ALJ recommended the adbbtion of both 0CA
proposed adjustments, finding them to be apéropriaie upon
the basis that the deferred taxes involved are a source cf
cost frée capital, not otherwise recognized in the Compary's
- showing. 1In its exceptions Duguesne asserts, with regard to : i
the property tax issue, that the ALJ ignored the fact that ‘ |
historically payment of taxes has been made prior to
ratepayers providing fhnds,gﬁ/ Duquesne also asserts that |
the lead-lag study provides ratepayers the benefit of any
payment lag within the test year. We agree that such seems
to be the case, but this is not the issue. The issue is the ¢
- deferred taxeés. |

With.regard to the billing practice change,
Duquesne offers the fact that in 1979, the year of the
change, it earned only 51.81 with a dividend of S1.76 per

25/ We also note that Duquesne has made an additional very

- confusing and seemingly contradictory statement, which
is that "similarly, the deferred income tax resulting
from Duquesne’'s change in billing practices has con-
sistently been excluded from Dugquesne's cash working
-capital calculation." (Emphasis added) (Reply Brief,
p. 33). .

6/ -We have previously noted that Duquesne has failed to
~direct our attention to record evidence of this fact.

hd .




common share. Then Duquesne states that " [c]learly,
Duquesne did not earn its return and the subject monies are
thus obvmouslv investor rather than customer provided @ . '
funds.—l We disagree with both of Duquesne'’s stated
conclusions. . Ratepayers provided rates'which included an
element of income tax expénse. Taxes associated with the
accelerated rate collection revenues were deferred. |
Duquesne's failure to earn its authorized rate of return
does not cornivert ratepayer (or Treasury) supplied funds to

investor supplied funds.zg/

We deny Duquesne's exception as being without ‘a
scintilla of merit, and adopt the OCA's proposed
adjustments. ' ’

£. Accumulated Interest and Preferred Dividenés

2
~ buquesne reduced its cash working capital claim by
$13 931,510 by reason of Bond Interest-Preferred and
Preference Dlvzdends.zg/ The ALJ reduced this offset by
$256, 000 to refleqgt his recommended rate base
adjustments.30/ Since the offset is rate base deppndent, we

]
-

27/ There is no record evidence of this fact. Even if
+here were: such evidence, calculated on a ratemaking,
nét a financial accounting basis, such evidence would
not lead to the conclusion subsequently stated.

28/- As we have stated previously, profit is not. earned
’ ‘ln advance of the recovery of expenses,

/ Exhibit 1B, page.F3.
/

Recommended Decision, Table I,
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shall reduce the offset by $248,175 to reflect the
adjustmgntS'addpted herein.

!
)

<

3. Other Working Capital

'a., Fuel Inventory-Eastlake

&
.
¥

‘Duquesne's claim for the coal inventorv at the
Eastlake station of $4,083,916 involves a 60 day inventory
of 77,582 tons at an average price of $52.64. Staff
pfoposed a ceiling price to be allowéd‘for this inventdry of
$41,31 per ton. . Staff witrness Prowell challenged the
reasoﬁableness of the Company's claimed price, claiming that
the high-p:ice of this cbal was unexplained,gﬁ/ other than
by a claimed rail transportation cost of 57;29 per ton., Mr.
Prowell's.proposed allowable price of $41.31 per ton,
represents the simple average of the inventorv prices of
coal at the remaining six power station.22/ This results in
a proposed.reduction in the claim of $879,004 or an
allowance of $3,204,912.

Duquesne opposes the Staff proposal by stating
that'the coal 'in question involves rail transportation at an
additional cost of $7.29 per ton over the costs involved for

4
3

31/ The next highest price was for Mansfield at $46.95,
which is addressed infra, followed by Elrama at $42.21
per ton.

32/ This average includes the claimed inventory for Mans-

field which is addressed and reduced in the discussion
to follow.

- 53 - e




large delivered coal. - Duquesne'aiso asserted that the
Staff's proposal fails to attempt to price deep mined coal
provided under a long term contract, but, rather, the
Staff's average prlce simply agqregates deep mined and strip
mlned, and spot purchase and long term contract coal.

~ The ALJ concluded that while the Company's
objection regarding the Staff averaging methodology might
have some merlt, ‘it failed to demonstrate the reasonableness
(carry its. burden of proof) of its claimed inventorv price
or the merit and, therefore, reasonableness of some
‘alternative pricing methodolégy.

The ALJ did conclude however that the 1ncreme
cost of rail transportation should be reuognlzed
Accordlngly, he reduced the proposed adjustment to one of
3313,431. 33/ u
Both the Staff and the Company have excepted. The
Staff first’states that cross-examination of Company witness
Irvin revealéd that the other coal inventories also
represented deep mine coal, procured under long-térm‘
contract. Additionally the Staff asserts that the ALJ
ignored the fact that other inventories contain some rail
transported coal. Consequently, Staff urges, the more
equitable resolution would be to disallow the said rail

33/ This figure is correct. The ALJ's figure of $323,431
is incorrect.

Y
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traneporﬁation increment of $7.29. Based upon.thé Staff's
statement regarding other inventories containing some rail-
transported coal, a more precise calculation may be
possible. 'waever, on balance we believe that the ALJ's
.concluﬁlon is"a reasonable resolution of this issue and
consequently ‘a reasonable allowance for the Company.
Accordingly, the Staff exception is denied.

+ The Company's exception. first complains that +he
'Staff s figure of $41.3]1 is a simple arithmetic average, not
34/ While this
may be true the Company suggests no ‘reason why a weiéhted

a weighted average, which would be $41.77.=

average is a better method of arriving at a reasoneble
allowaEle cost, even though it’chargcterizes a weighted
average as "more propef". Duquesne then challenges the
Staff's failure to exclude surface mine coal, and prc -eeds
' to present an average of $42.35 which allegedly excludes
coal at’ thesiammls plant, which in June 1984 had no deep

mine coai The Company s conclusion is that the Stafr'c‘
figure is flawed and understates the cost of deep mined
coal}« Impliedly, Duquesne proposes that the Staff's flawed
figure, even with the ALJ's addition of incremental rail
transportatlon costs must be rejecteo and its claim

. accepted We do not view the matter in such light. We 'view
it as Duguesne failing in its burden of ‘proof as to the \

reasonableness of its claim for this inventorv. We have

34/ We would also point out that if Mansfield ccal, which
we shall later conclude is not reasonably prlced,
were excluded the simple average would be $40 18.

lu
~ -

This type of material is more properly presented through
cross-examination or direct rebuttal testimony rather
than by way of Brief. ,




little doubt that if the record were reo?ened as to this
matter a more precise figure eould be developed. However,
based upon the record before us we believe that the
allowance ptoposed'by the ALJ is reasonable and fair to beth .
the Company and the ratepayers. We shall dlsallow $313, 431
of Duquesne s-claim .and, deny its exception.

*

b. Fuel Inventory-Mansfield

®
The'Company's elaim for the coal inventory at
" Mansfield is for 113 263 tons at. an average prlce of $46.95
for a total of $5,317,698. The price of $46. 95 represents
the projected "capped” price of Quarto mine coal using the
- pricing methodology extant at the time of filing the instant
application. ‘staff proposed a price of. $39.49 which it ‘
stated was the ceiling price permitted te'be included in the
Energy Cost Rate (ECR) under cut recent September 11, 1984
Order in the proceeding at I-80120343, The Staff's
rationale is that the coal inveﬁtory should be priced at the
same price which is permjtted to bg charged to ratepayers
through the ECR. ‘
'The ALJ notes in his Recommended Decision that the
Company has claimed {Main Brief, PP. 50-51) that the Staff
hes misinterpreted the Commission's Order of September 11,
1984, and that the Staff's calculations are incorrect. In
 this regard a review of,Duquesne’'s Main Brief (pp. 50-51f
reveals the assertion that the Staff's calculation utilized
data from FERC Form 423 and did not exclude spot coal
purchases of coal. Duquesne also asserts that the Staff's
‘average price calculation used Januarv-June 1984 price data
" and then escalated that aberage to December 1984,-as if it
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‘were a June érice rather than an averagebprice reflecting
March 30;-1984 pricing. Duquesne also assérted that the
Bovd escalator was nbt used as allegedly required. Duquesne
further 'states that the bublication Coal Marketronix, relied
upon by the Staff, reveals that many éompanies were passing
through costs higher thah Duquesne claims. (Duquesne
recites several alleged examples).éﬁ/ What we fing missing
from Duquesne's Brief is a claimed correct figure to be
utilized. Dﬁquesne neither claims that its figure is in
accord with our September 11, 1984 Order, hor does it supply
a»cor;ect’figure as an alternative to the allegedly infirn
Staff figure. Duquesne concludes with the assertion that!we
must_ accept its total fuel inventory claim of some

$38 million plus.

‘The ALJ did not.direcfly address the subjgpt of
the deficiencies in the Staff calculation claimed byA
Duduésne;- The ALJ mereiy states that the Company has not.
adjusted its claim to conform to our Order of September 11,
1984, and then adopts the Staff's proposal.3.’ _ d

36/ Duquesne does not state the’ relevance if any of this fact,
if it be one, to the Staff's calculation, but, rather, states
'  that'it is unfair to allow other companies to pass through
higher costs and deny’ Duquesne recovery of its costs.- Thisg

appears to be a collateral attack upon the concept of the

Quarto coal cap, rather than a deficierficy in Staff's calcula-

tion and, consequently, it is not germane here.;

w
~3
~

We infer that the ALJ concluded that the Company
had failed to meet its burden of proof.

f
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We find that Duquesne's exception is viftually a .
'verbatlm rec1tatlon of the language of its Main Brief. We
find missing any assertlon by Duguesne that its claim is in
conformity with the September 11,1984 Order. Duquesne s
pod&tlon seems to be that although its figure is not
correct, the Staff's figure is infirm, therefore, this
Comm1951on must accept its claim. We conclude to the
contrary, and find that Duquesne has not sustained its
purden of proof. If Dugquesne is unsatisfied with the
staff's calculation it 1is incumbent upon Duquesﬁe to do more
than take pot shots at the Staff's calculations; it must
supply a.correct calculation supported by an appropriate
2ev:.dentlary showing. We deny Duquesne's exceptlon and adorpt
“the Staff's proposed adjustment of $844,942.

E. Conclusion

As a.resuit of our adoption and rejection of thé
various proposed adjustments discussed above, we adopt as a
fair value rate base determination in thls proceedlna, the
flgure of $l 783 550,928.
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.IV. REVENUES

rating revenues, net of State Tax
Adjustment Surcharge, Energy Cost Rate and Gross Receipts

" Tax revenues for Pennsylvania jurisdictional operations, is
‘$779,559,000,§§/ Varjous parties proposed a number of

R

adjustments to this claim. These ‘will be addresgsed
individually below.

A, Adjustment to Year End Level of Operation

' Duquesne adjusted its estimated level of revenues
to reflect the annualization of test-year end levels_ of
usage, ‘This adjustment resulted in én_increase in budgeted
fevenues of '$§1,044,385., oca witness Larkin proposed an

2dditional $170,488 (OCA Statement No! 2, Schedyle 9). The
substance of Mr. Larkin'sqprépoSed adjustment is that the

| changes in sales under rate schedules RH, GM, GMH and GLH
‘should be priced at the tail block rates rather than at a
rate weighted on the basis of  +he distrikhu+ion ofvsales
among rate blocks as reflected ip the bill frequency
analysis of the various rate échedules. The totality of
Mr, Larkipfs direct testimonv in support of hisg proposal
.consists of the following.conclusoix statement;

3

38/ Revenues derived from sales under the jurisdiction
of the FERC have been excluded, :

V-4

o
|
I
i



_If additional consumption or curtailment
of consumption is to occur for customers
: currently taking service, it is more -
% : likely that the change in consumption
would occur in the tail block of the
rate rather than occurring in both the
initial block and the tail block.

4 OCA Statement No. 2, p. 15. This statement serves to state a
no more than that the majority of the increase or decrease

in sales on.each rate schedule will occur in the tail

"blocks. However, in his adjustment, Mr. Larkin priced all
changes in consumption at the terminal block rate, which is
- the equivalent of stating that all consumptive change in
usage will occur in the terminal blocks.

The ALJ states in his recommended Decision that:
*from the record evidence, we find the assumption propocsed |
by the Consumer Advocate to be faulty in that all relevant

039/ e

factors have not been considered in such assumption.
‘agree. The subject of where in a. blocked ra;e schedule a
utility will experlence growth or: conservation by exlstlng

customers is an infinitely more complex subject than

Mr. Larkin suggests, While we might agree that temperatuve
sensitive changes in consumption have a likelihcod of
occurring in the terminal block, depending upon block sizes,
normal gfowth or conservation is another matter, and
experience would indicate that growth changes may have a
different pattern than conservation changes, That is, the

-

39/ The assumptxon to which reference is made is Mr Larkin's
conclusory statement quoted above.

I3 .
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saturation- by larger customers) while the largest share of
conservation may be achieved by the larger customers.@ﬁk
conclude that Mr. Larkin's Proposal is simplistic and
therefore infirm; we find no majoi flaw in the Company's‘I
methodology,

The ALJ recommended that thefOCA's adjustment be
rejected. The OCA has excepted." In iFs exception the oca
states that it finds support for its‘proposal.in the
testimony of Company witness Makwell, which was to the
effect that changes in usage by schedule’ Ry customers is
mb;e likély"to occur in the tail block (Tr.'207).ig/ We de

not find support in this statement for pPricing all such
decrease in consumption at the terminal rate as was done by
& - .

Mr. Larkin. we deny the 0CaA'e exception and reject i+tg

Proposed . adjustment.

Py

B. Annualization for New Customers

The ALJ's discussion and resolution of thisg matter
'was as follows: 1 ' ’

s The Consumer Advocate propoges an additional
upward adjustment of $3,044,331 in revenues
to reflect the change in customers and ’
changes in use as of December 31, 1984,

A
L]

o ' , : -

: — . ) |
40/ The OCA' makes no claim that this fact was not reflected
' in Duquesne's weighted price factor, )
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largest share of growth may result from the Smailer‘customers (usage




Duquesne has utilized a one=half factor
both ir. the change of customer usage and
- change in the number of customers to
'recognize,uniform'growthpthroughout the
‘ future test year. This develops reasonable
* results in the annualization process.

The Consumer Advocate's proposed adjustment
fails to recognize the fact that a portion

of the growth is already reflected in the
Company's budgeted figure and, for example,

.a new customer who went on the Company's .
service on January 1, 1984 would already have
a full year's usage reflected. The Con~ - _ o
sumer Advocate presumes all changes in

customers and usage occurred on December 31,
1984. "Such a presumption is urfounded.

We reject the proposed upward adjustment ~ i

- of the Consumer Advocate in the amount of
$3,044,331, and find that the procedures
utilized by the Company are reasonable
and consistent with prior ordersﬁofpthe
Commission.

‘Recommended Decision, p. 60. The OCA has not excepted to : |

the ALJ's recommendation. We concur with the ALJ's o
recommendation and reject the OCA's proposal. ' T

c. Late Payment Charges N .

Duquesﬁe's income statement as adjuséed reflects
late payment revenues of $2,169,000. OCA witness Larkin
prqposed.an'upward adjustment 5145;691. In calculating his
revenue adjﬁétment Mr. Larkin states that he utilized:

(1) total revenues billed, i.e. including the STAS and the
ECR elements of bills: and, (2) factors representiné_the
' A rates of 1983 late payment charges to 1983 revenues. The
i ' ALJ foﬁnd fault with this proposal by reason of the

i . .
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inclusion of STAS and ECR revenues and recommended that the
adjustment be rejected. The oca has excepted.

“In its eéxception the OCA urges that the ALJ's
rejection of the édjusgment was in error, citing the
Commission's Opinibns and Orders in two prior
proceedidgs,ﬁl/ Although in those Opinions and Orﬁeré the
Commission adopted a proposed OCA'adﬁustment:to late"payment
charge revenues, the Commission deciéions do not indjicate
that the same issue was involved there, as here.

In this instance the Company takes_iésue with
Mr. Larkin's utilization of only +he 1983 ratio of late
'ﬁayments to revenues, ﬁather than the Ionge: period which it
employed in its."historic" relationship. We conclude that
Mr. Larkin's adjustment is faulted by hi's sole reliance upon
the experienced 1983 ratios inmmakihg his proposed
adjustmént,ﬁg/ and that we should réject it for this reasocn,
Accordinglv, the OCA's exception is denied. ‘

— q .
41/ pa. P.Uu.cC. V. Peoples Natural Gas Co., R~832315,
- (January 198%) (incorrectly cited by OCA acg
R-832115, (January 13, 1983)), and Pa. p.G,c. v,
Equitable Gas Co., R-822133 (July 1983).

42/ As to Mr. Larkin's inclusion of STAS ard ECR revenues,
T we afe inclined to agree that they should be included
in the calculation unless the historic relationship
utilized was developed upon a different base. 1In
any event we need not resolve this matter here,
The. resolution of this matter can await' a proceeding
in which the issue is dispositive of the dispute
between the parties, T
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. revenues, bllled in January 1985 (egcluding similar revenues

D. AUnbilled Revenues

The OCA has proposed ar upward adjustment to
reQenues,of $2,777,137 to reflect unbilled revenues at the
end of the future test year, December 31, 1984. ‘The L
ratiohale tinderlying the proposal is~ that the test year
reflects expenses invoiced and booked during the test year
and revenues billed during the test year. OCA witness
Larkln states that because of the lag between rendering
service and billing, estimated at 15.2 days, there is a
mismatch between booked expeﬁses and booked revenues (0CA
Statement No, 2,.PP. 41-43) . The witness points out that
because usage, numbers of customers and base rate change
over time, typically upward, the amount of unbilled revenue,
typically increases.— 3/, Since 1984 expenses. are above thcse
of 1983, the fallure to include in sales and revenue flqures

the serv1ce provided in the latter part of December 19e4

for January 1984), results in understating 1984 test year l
revenues vis a vis expenses. At this. point the theory seems |
fine. However, the mechanics of Mr. Larkin’s proposed o

- adjustment createsyproblems. He has compared one-half oF A ;

January 1983 revenues w1th£bne ~-half of January 1984 revenues , ;
(temperature and base rate increase' adjusted) and of fers the’ . !
calculated difference of.$2,777,137 as a urrogate for the
increase of unbilled revenues for December 1984 over
December 1983, This was done because estimated revenuea for

&

43/ £onsequently, we suppose, the December 1983 service '
billed in January 1984 is not simply an offset.
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January 1985 were not,avéilable.iﬁ/ In order to accept

Mr,,Lgrkin's,calculation as a surrogate, one muSt.implicit&y
accept the assumption that the growth of revenues:(sales)
experienced in January 1984 over January 1983 is a

‘ reasonable quantificatioh of what should be expectedlés the

growth of January 1985 over January L984.£§/

The Company has raised several issues with reégard
to the reasonablenéss or accuracy of Mr. Larkin's
calculation in its Main Brief, pp.  99-101. These are:

1. ir. Larkin's calculatioh fails to take-ingb
considerétion the Company's annualizatibn adjustments.
2. Mr. Larkin's calculation fails to take into
accéunt his own proposedNannualization adjusthents.
3. 'Mr.';arkin is.using a dissimilar time periad
to calculate ;he‘proposed adjusthent.ﬁé
. } 6
To our dismay the oCA's Reply Brief is silent with
regard to this proposed aajusﬁment and the objections to

Mr. Larkin's calculation raised in Duguesne's Main Brief.

v

44/ The proper reasure of the difference would be January
1985 over January 1984, '
.45/ - In light of the unusual economic conditions in recent

years in Dugquesne's service territory, we are extremelv.
hesitant to accept such an assumption without evidence
.bearing &ién,the reasonableness of such an assumption.
46/ The thrust of this objection is that changes in revenues
from January 1983 to January 1984 are not representa-
tive of the changes to be experienced from January
1984 to January 1985.
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. The ALJ stated that it appeared to him that -
Mr. Larkin's calculation was duplicative of those made by

the Company by way of annualization and. he recommended that
the proposed adjustment be rejected The OCA has not
excepted In light of those questlons raised by the Company
with regard to Mr. Larkin's calculation we. are ‘unable to
condlude that the proposed adjustment is propetly calculated
and reasonably based. Accordingly, we reject the propcsed
adjustﬁent., ’

E.A 'Minimum Bill Revenues

‘LTV witness Bioom proposed an upward adjustment to
'Rate L minimum bill revenues in the amount of 52,169,887,
The essence of witriess Bloom's testimonyAis that Duquesne's
" calculation of Rate L revenues failed to account for the
difference between what billing would be under the "demand
ratchet" in that rate schedule and under the minimum bill
provisions. ' !

The ALJ recommended that the proposed adjustnent
endorsed by both the Staff and the OCA be. rejected. . The
Staff, OCA and LTV have all excepted.

We flnd merit in the exceptlons filed and in
Dr. Bloom s proposed adjustment. However, Staff witness
'Rosenthal has proposed a change in the minimum bill
provision of Rate L, which effectively moots this proposed
adjustment prospectively, that is, under the rates'to.beﬂ
establiShed in tﬁis proceeding. Coneequently,‘we shall not
adopt the pfoposed adjustment. ' ‘ '

e
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V. EXPENSES

Duquesne's claimed estimated expenses for the
future testqyear, as adjusted, at present rates, are
s482,174,000, exclusive of income taxes.. This figure is
comprised of: (1) Operating Expenseé-$368,306,000; |
(2) Depreciation, Amortization and related
ekpenses-$79,803,qoo; and; (3) Taxes other than
Income-$34,065,000.
$99,892,000. Adjusfments to Duquesne's claims are addresséd

¢

Income Tax 'Expense claimed is

n

below.

A. CAPCO Cancellation Costs
rd

The Company has claimed $3,444,000 as amortization

of those costs associated with cancelled nuclear

generating units Davis Besse Units 2 and 3, and Erie

Units 1 and 2. In our Opinion and Order of January 28, 1983
at.R-83194 47{ we authorized the gmortizatiOn of'$34,697,389

over a 10 year period at the rate of $3,469,739;£§/

I -
~J

~ O~

' 57 Pa, PUC 1, (January 1983).

We note here that Duquesng has revised+its total cost
figqure to $34,456,006 or a reduction of $241,383. We
also note that Duquesne claims the recovery during the
period January 28, 1983 through January 27, 1985 of -the

oo
o0

_ amount of .$6,905,566 rather than the amount of $6,939,478

which we would expect based upon the expense authorized
above. Our action here is not to be interpreted as
approval of Duquesne's claimed ‘prior recovery of only

- $6,905,566. . B
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Duquesne’s claim here differs from the amount authorized . in , -

that proceeding to reflect an 8'year_amortization of its
claimed unrecovered balance.ig/

| The OCA Opposes the instant claim. 1In its
Petition'for_Reconsideration of our Opinion and Order in the

.Proceeding at R-831945, the OCA raised the matter of the

recent améndment of the Public Utility Code adding
Section 1315 (66 Pa. C.S. §1315). The OCa asserted that

Jthis Code amendment barréd'our action allowing the

N

plants, . B .

amortization of the costs associited with these cancelled

' ‘ 14
‘In our Opinion and Order Upon Reconsidération
(57 Pa. P.U.C. 177 (April 1983)), we fully discussed the
issue regarding Section 1315 and concluded "that the OCA's

objection is not . .well ta%en our approval of the amdrtization~

of the investmerdt in the four cancelled generating plants

.does not controvene the Act [Section 1315).,.." A57 Pa,
‘P.U.C. 177, 185).

Tﬁe-OCA ﬂcw_advises us that its appeal to
Commonwealth Court on this issue (docketed at No, &53

C.D. 1983),wa$cargued'gg banc on September ll,“1994, and

that a,déciSion pending. The OCA also states that although-

49/ our approval of Duquesne's claim dqes not constitute
is approved as being within the amortization approved
in the proceeding at R-831945., wWe expect that past
amortization. and the unamortized balance will be re-
conciled in a proceeding near the end of the 10 vear
amortization period. ' :
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the Court will yule on this matter within the reasonably

near fufure, we are "free at this time to reverse. what the

" OCA contends is [our} previous error..,.." we have reviewed
thevarguments presented by the oca again heqé,land find no
allegation or argument of substance, which was not )

: considered in dur-opinibn and Order Upon Reconsideration.

_ . The OCA’exéepted to the ALJ's recommendation that
we rejeét the oca's proﬁbsed disallowahce; Thatﬁexéeption
is one of form rather than substance. Accordingly, we deny
tHe OCA's exception and approve the Company's claim.ég/ I

B. EEQOC Settlement K Do ’

' The ALJ provided the followinq backq;ound.
regarding this claim -in his Recommerded Decision: 2

On September 4, 1975, the United States
Department of Justice filed a complaint in
the United States District Court for the
~ Western District of Pennsylvania, alleging
. that the Company's assignment ard pre-employ- |
‘ment criteria violated Executive Order .
No. 11246, (sic] sought both injunctive
relief and the payment of compensation to
- persons allegedly harmed as a result of
Duguesne's alleged wrongful ccnduct. The
complaint was amended on March 1, 1976 to
name the national ang local unions repre-
senting the Company's employees asg additional
defendarnts. . :

20/ We note that the doctrine of res judicata applies
as to this issue, under the criteria approved by the
Court in PECO v. pa. P.U.C., 61 pa, Commonwealth Ct,
325, 433 A.2d 620 (1981).
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Oon December 29, 1976, the Federal Equal
Employment Opportunity Commission filed suit
: " against the Company and the national and
* . 'local unions representing the Company's .
employees in the said Federal District
Court, alleging that the Company's emplov- -
' ment practices, including assignment and
pre-employment selection criteria, by
discriminating against minorities and females,
violate Title VII of the Civil Rights Act
of 1964. The complaint sought both in-
junctive relief and the payment of compensa-
tion to personyg allegedly harmed as a result
of the Company's alleged wrongful conduct. !

By Order dated March 7, 1977, the court
consolidated the two cases for trial pur-
S poses only. By Order dated March 27, 1980, -
n ' . ‘the Court dismissed all claims against the
Company concerning the acts or practices
at its Warwick Mine facilities. :

On April 26, 1983 the Court signed a Consent
Decree which provided for payment by the
- Company of $900,000 for settlement of the

two cases. : .

L

puquesne has claimed a three-year amortiza- A

’%ion of its EEOC settlement costs of $900,000; ’
and one-third thereof as expenses in this =
proceeding. .

Recommended Decision, p. 67.

The Staff and the OCA contest this claim
contending: (1) that the Commission has previously rejected
- this clai&; (2) that discrimination constitutes imprudent
' conduct; and (3) that these costs are properly to be borne

by stockholders either as non-recurring extraordinary costs
‘or on the basis of equitable sharing. L

C ‘ , »'ek
As noted by the ALJ, the Commission bpinion and
Oorder in Pa. P.U.C. v. Duquesne Light Co., 57 ba. PUC 1, at

|
A o

i
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27~28‘(danuaryn1983f considered a claim arising from this
litigation. At that time the claim was for $183,333 which
represented 3 year amortization of a then pendind Settlement
amount for this litigation. 1n rejecting that claim, which
was urged upon the Commission as a normal cost of deing
busineés, it was stated thats

Having considered the eVidence and the
.contentions of the parties,, we fing that,
while the expense claimed is one which is
incurred in the business world from time’
to ,time, Duquesne has not satisfied itg :
burden of proof that the claimed expense

is a reasonable and necessarvy expenge

incurred to provide utility service.

(Emphasis added) .

57 Pa. 'PUC 1, 38 (January 1983). ' ;

inéreased to $300,000. Duquesne again argues that thig
expenge'is a legitimate operating expense and should be ‘ ;
allowed. Duguesne has not attempted to establish that this |
expe;se is, in the langquage of the CommissiOn's prior
Opinion and Order "g reasonable and necessary expense
incurred to provide utility service."

- However, we find that we need not discuss this
matter at length yYet. another time because, although not
mentioned by any party, the doctrine of res 'udicéta is
applicable, under the britéria iterated by .the Court in
PECO v. Pa. P.U.C., 61 pa. Commonwealth Ct. 325, 433 a.2g
620 (1981). Accordingly, the claim is denied, as is the

~Company's exception to the ALJ's recommendation againét.the




C. ‘Rate Case Expense

Duqguesne's original claim for current rate case,
expense of $518,841 represents the arithmetic average Qf‘its
four most recent rate proceedings.éi/ In addition to
curxéﬁt rate case expense Diiquesne has claimed'continued
amortization of past rate case expense ($42,460), the
amortization of which was authorizeg in the Proceeding at
R-821945 (57 Pa. PUC 1, at 19 (January 1983)), for a total
of $561,301.22/ e seaes and the OCA both urged a 50,50

sharing &€ this expense bhetween ratepayers and stockholders,
It is. true, as parties have urged upon s, -that in past
. | . >

. Proceedings we have disapprovéd 50% of claimegd currehﬁ,rate

case expense”based upon a 50/50 sharing concept and did so
with regard to .Duquesne in the Proceeding at R-821945 (57
Pa.‘PUC‘l‘(January 1983)) . However, as noted by‘the ALJ,
the Commonwealth Court, in Butier Township Water Co. .v. Pa.
P.U.C., __ Pa. Commonwealth ct, — 473 2,26 219 (1934,
rejected a similar 50/50 sharing of current rate case
expense saying: | v '

1/ R-80011069, R~-811470, R-82194s5, R-832337, 1n Duguesne ‘
T Exhibit I-B, p. I11. Although Duquesne updated its- a
claim for cyrrent S¥pense to $475,000 in Exhibit 2H, '
we have excluded that exhibit and, accordingly will :
Not consider the revised claim,

52/ Duquesne Proposed normalization of estimated current
arrive at, the normalizéd expense,

H
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- The general rule is that a public utlllty is
entitled to recover in rates those expenses
reasonably necessary to provide service to
its cucstomers and to earn g fair rate of
return on the investment in plant used
and useful in provi’.ng service. ([Citations
omitted]. Operating expenses include
prudently incurred rate case expenses.
(Citations omitted]. Obviously, the
refusal to allow the recovery of a proper
expense diminishes to the same extent the °
utility's return on investment, There is
no evidence. in the record that the rate
case expenses claimed here were unreasonable,
imprudently 1ncurred or excessive in amount.

Id. at 221. The parties have offered no cvidence or
argqument to distinquish the holding in that case.
Ageordingly, we feel constrained to follow the Court's

decision here.53/

Wlth regard to the Staff alternatlve propos
that an 18 month period be uti llzed in determininc .a
normalized allowance, the ALJ, notlng that Duguesne has been
filing annually, recommended against normalization over any
period greater than one year. The Staff has excepted to
:this recommendaﬁion. The Staff states that the anticipated
life of rates to be €stablished in any proceeding is to be <
establlshed on a case by case basis., We agree that the
frequency of pasthflllngs is not the sole determihant of the
question of a proper normalization period, as impliedly,
urged by the ALJ. Staff offeﬁ@ for our consideration the

Ly

53/° That portion of the Staff's exceptlon and the OCA's
exception addressing the ALJ's recommendation against

a disallowance of a portion of Duquesne's current

rate case expenfe, based upon the Court's decisioén

in the Butler Township case, is dénied.

)
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fact’ that it will be in ex%%gs of 16 months between the

' two years, Considering these and other matters in addition

current rate case expense claim.éi/ This results in a
normalized allowance of $345,894. This together with

v

entry of our Qpinion and Order in this progeeding and the

Opihidn and Ofder at R~832337'(£ntered September 17, 1983y,
Additionally, we find relevant to the Company's claim, our
allowances and disallowances ir this proceéding,.the level

of "‘return on common equity which we adopt, the general state
"of the economy, and the prospective wage and price

escalation reasonably to be expected over the next one to

to past experience with regard to Duquesne, and other
electric utilitiés reasonably comparable to Duguesne, we
believe that it isg reasonable to expect the rates ‘
established in this proceedihg te remain reasonable for a
périod of 18 months, Cbnsistent therewith, we adopﬁ an
18 month ‘period over which to normalize ‘the Company's”

continued amortization of past expense of $42,460, results
in a total of $388,354. ’ '

s

-

D. Management Audit Experise

Duquesne has claiméé an expense of $634,067 for
this item, which represents three year amortization of
$1,902,197. The underlying gross amounts are itemized in
Du&uesne‘Exhibit 22B, as follows: o

‘

. 24/ The Staff's exception is,'accordinglf, granted in

part,
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1984 $780,000 . .

1983 ; 592,387
1982 - 218,326
1981 _ 311,484
Total $1,902,197

The three year amortizatinn claim is'premised upon the three
year amortization of what were the 1981 and 1982 expenses in
the proceeding at R~821945 (57 Pa. PUC 1, 27 (Jenuary
1983;),§§/ Of the capital expenses claimed, we have
established in the footnote below that the unrecovered
balance of these expenses as of ‘the date of the
establishment'of new rates. in this procéeding is $1,282,0::2,
Since the amortization of the 1981, L982,ll?83 expenses
presumed to be included in current rates is $374,057§§/ the
Company;s curfent claim fepresentsban increase in annual

expense for this item of 5560,010 ($634,067—$371,057).,

35/ Since the 3 vear amortization authorized at that
T time is presumed to have continued until such time
as it may be changed, as of the date of the estab-
lishment of new rates in this proceeding on Janudry 26,
1985, almost precisely 2 years (67%) of the 1981 and
. 1982 expenses will have been recovered. Similarly
something over 16 months (44%) of the 1983 expenses
must be presumed to have been recovered §n the rates
' .established in the proceeding at R-832337 (entered
September 17, 1983). . Consequently, the unregovered
balance of these expenses as of that time will be:

1984 $780,000

1983 325,813
1982 72,775
1981 103,830

Total 51,282,419

56/ 1981-$103,834; 1982-$72,775; 1983~-5197,462 (Duquesne
Exhibit 22B). '
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'balancgéz/ of these expenées be amortized as follows:

’

The Staff proposed that Duquesne’s unamortiiedf

(1) femain;ng‘unamprti;ed-1981 expenses = continue“3 year
amortization for remaining 1 year; (2) remaining unamortized
1982 equnses'—Acént’nue 3 year amortization for remaining

1 year; (3) remaining unamdrtized 1983 expenses - adopted

5 year amortization -and continue for remaining 4 years; ahd,
(4) unamortized 1984 expenses - adopted 5 year

amortizatidnwég )

The Staff‘s rationale is to continue the
amortization o% the 1981 and 1982 expenses as established in
R-821945 (57 Ba. PUC 1 (January '1983)), but to establish a
longer fi#e yéar period for the 1983 and 1984 implementation
expenses whicb will;have Iong range benefits. '

y

ocA witness,Larkin‘s proposal for some reason did
not include 1981 expenses. Lo then made an adjustment to

1983 expenses for a minor item and proposed a 10 year

‘amortization periocd.

In arriving at its,unamortized balance the Staff has
assumed ce:tain‘reéovery-in the settlement rates
established in the proceeding at R-832337 (September 17,
1983). We prefer our method of arriving at the un-
amortized balance as gset forth in footnote 54 abowe.

(51
~I
~

\

58/ , The staffs unamortized balances are:

nnse

1981 _ $103,830
1982 72,775
1983 T 174,054
1984 780,000




» The ALJ recomménded rejection of the Staff's and
OCA's proposals on the basis that the longer periods were
. . 4

unreasonable,ig/ The staff and the 0Ca have excepted,

We reject the OCA's proposed 10 year amortization
period as unreasonable, 89/

As to the 1981 an@ 1982 expenses, we will adopt
the Staff's. figures of 1981-$103,830, ang 1982-$72,775. . as
to the 1983 .expenses we disagree with the Staff's assumption
that‘$418,3§3 of 'expense, as claimed, was included in |
settlement'rates~leaving an unrecovered bélance,of 3174,054
($592,387-8418,333) . We believe that it is much mor;
reasonable to conclude that the three year amortization
method established in the proceeding at R-821945 (57 pj. pUC
1 (January 1983)) continued and that during the ‘period

'September,ls, 1983 when settlement rates were established

and January 26. 1985 where rates will be established in this
broceeding (1.35 years), some $26§,544§i/ was amcrtized,
leaving an unamortized balance of $325,813. The addition of
the l984_éxpense bf $780,000 results in a total unamortized
expense of §$1,282,418. Prospective five year amortization
of this balance would result in an annual allowance of

$256,484, Which if appl;ed to the oldest expenses first,

/ The ALJ also found no justification for the Staff's
distinction betwzen the study and implementation
eéxpense categories,

IS

60/ In the proceeding at R-821945 thé Commlssion concluded

that the Company's proposed three year period was more
reasonable than the Staff's proposed S year period.
$592,387 ¢+ 3 x 1.35 = $266,574,

o
o
~

’.
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1981 and 1982 expense within one year. Additionally, all
‘expense would -be amortized over five years and this expense
would be level fo: the 5 year period, rather than be reduced
in the next rate proCeeding . Additionally, we have ‘
determined during our discussion of rate case expense that
the reasonable expected life of the rates to be: established
here is 18 months. If this proves correct, and we were to

establish essentlally three amortlzatlon schedules for three .

vintages of expense, we have no dl‘flculty in hypothesizinc
the arguments in the next rate proceeding regarding the over
recovery of 1981 and 1982 expenses which should be credited
to 1983, etc. Therefore, we conclude that it is approprlate
to establish a prospective 5 year amortization of the
current (January 26, 1985) unamortized balance of $1,282,418
cand direct that the Company, for ratemaking purposes, first
apply this amortization to the oldest expense, rather ther
% on some pro rata basis through multiple amortization
schedtles. 4

Our action then is to approve a prospective
expense allbwence of‘$256,484‘or a disallowance of $377,583.
Accordingly, the Staff's exception is granted in part. ¥

. ‘r.

E. Uncollectlble Accounts Expense . .
{Provision for Uncollectibles)

Duquesne's claim for this item is'$4,900,000.  The,

Staff proposed a reduction of $392,000, or an allowance of

62/

$4,508,000.~=' The basis for the staff's adjustment is

’

2/ The ALJ's figure of $4,672,756 is incorrect.
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rate case claim and applving that factor ($4,900,000 % .08)

- arrived at a proposed disallowance of $392,000. The aALJ

commented: (1) that 1983 sales were 7.6% below budget;
(2) that no'recognition was given to the fact that a revised
estimate based upon increased 1984 sales led to an estimate

of $57263,895'(not‘claimed); (3) that 1983 write offs are in

large part related to 1982 tevenues; and (4) that experiernte
for the first 18 months of 1984 was an average $404,373 per
month, and simple extension of that figure would.inditate ar
annual figure of $4,852,476. - ‘ -

—

The ALJ recommended against the Staff's proposed
adjustment.- The Staff has excepted, urging that at a

- minimum the Commission adopt the $57,000 variance resulting

from the ALJ's extension of the 8 month average to
12 months. Beyond this;comment‘there.is nothing in the
Staff's exception which is not addressed in its Briefs.

We‘find nothing‘to Suggest that the pdst erro%s in
Duguesne's estimates of uncollectibleé, which the Staff
castigates, are consisﬁent or neceséarily Present +o the {
same degree in the instant est;maEngé/ Ace@ordinglwv, we
find little merit in the Staff's methodglOgy, and are
unpershaded that the results would have validity, we,

therefore, deny

X -4
3/ We suggest that an analysis of uncollectibles as a

meaningful data and persuasive results than does this
analysis of historic estimating errors,
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Staff's exception and reject its pfoposed'adjustment,—ﬁl

»

F. Tree Trimming

The{Compa%y's claim for this item was $5!d71,106,
further itemized as $5,317,000 for outside contractors and
the balance of'$ls4,106 as in-house expense. Staff withess
Laudenslager proposed a downward adjustment of $261,000.
Mr. Laudenslager analyzed 1982 and 1983 actual expenses’
together with the test year 1984 claim. After adjusting the
average cost: for each year by an’ihflation factor, a three
year average of $6,319 was developed, which when'applied to
the 1984 estimatéd of 800 miles produced an outside
contractor gost of 85,055,200 or $261,800 less than the
¢claim. :

In it Main Brief (pp. 121-122), Duquesne
challenges Mr. Laudenslager's use of the GNP Price Deflator
for his inflation adjustment, assérting that it is not
réievant to the expense under consideration. Duguesne alsc
faults Mr. Laudenslager:for failure to utilize 3 years of
historic data, which they state is his own preferred
methodology. Duquesne also demonstrated by its witness

Irvinéé/ that the average of 1981, 1982 and 1983 expenses,

4/ We view the ALJ's calculation as merely an interesting

" example regarding 8 months experience, not a reliable
indicator of expected results, nor do we believe it
was intended to be. , o

65/ 'Schedulé l; Duquesne Statement No. 19-1.
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" adjusted for wage increases,éﬁ/

reflected in its claim.

‘ The ALJ agreed w*th the Company s points regarding
the Staff presentation, The Staff has excepted. The
Staff's exception consists of a relgeratlon of the matters
set forth in its ﬁain Brizf, which was an explanation of
Mr. Laudenslager's methodology. We are unpersuaded that the
Staff's methodology is more meritorious.than that of the
‘Cbmpady We conclude that the Company has met its burden of
proof as to thls item, _Accordlngly, we deny the Staff's
exception and reject its proposeéd adjustment.

G. Net Negative Salvage

’DuQuesne's claim for this item is 52 798,000
(Exhibit 1B, p. I2).. This represents the Pennsvlvanla
jurisdictional portion of the 5 year amortlzatlon of the net
negative salvage accumulated (experienced) during the five
years ehdipg December 31, 1984.

AN

o : 3 : )
86/ The wage increases used were those granted to its
: own IBEW employees since contractor employees are
also represented by the IBEW.
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Both the OCA and the Staff challenge the Company's ™
calculation methodology in that it excludes third party

reimbursements,él/ i.e. insurance or other payments by tort-
feasers and other forms of reimbursement.ég/

a

- The ALdkprovided the following comments in his
hecommended Decision: " C

‘case, it is clearxthat itsg insurance reimburse-~

.Thg‘cases cited by Trial Staff and the Consumer
Advqcate are not in point, since those cases

procedures, : : R
‘ 1 C o :

The issue ‘in Duquesne does not relate to the

sale of plant and does not involve sales figures.

/ Neither Party questioned the exclusion of material reused,
i.e., returned to inventory, which ‘was questioned by the
“‘Commission in its Opinion and Order in the Proceeding at-
-80011069, .54 Pa. P.U.C. 695 (1981), .

12

/ The Staff proposed a Feduction of $984,438. The oca pro-
posed a reduction of $767,838, . ' .

IO\
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premature retirement a matter of law, as is

- contendeéd by Trial Staff; it depends upon the

facts and circumstances of the premature
retirement and the reimbursement.

Recovery of amounts of original cosf, which
had not been recovered previously through
depreciation accruals established in the

ratemaking process, should not reduce provisions
for negative net salvage. If the reimbursements,
in such case, are passed through to ratepavers,
it would then become necessary to subsequentlv

recoup the unrecouped original cost from
ratepayers, :

| As Mr. Waddington, witness for Duquesne explained:
. ¢ .

The excluded reimbursements represented pay-
ments received for damages associated with
. pPlant retirement occurrences which were not .
- incidental to the service 1ife estimates
+ used as the basis for depreciation accruals
claimed by Duquesne for ratemaking purposes.
In these cases a retirement occurred pre~
. - maturely due to damage by external part.es,
i due to requests for relocations by external -
partie’s, or due to premature failure or
accidental damage.. The service life of the
property would not have ended if it had rot
been for the occurrence leading to the re-
imbursement.

The reimbursement represents unrecovered
future service value that had not been and
willenot be recovered from the ratepayer,

It is not salvage in the sense that a re-
covery for the sale of Scrap or trade~in of
used equipment is salvage received after the
end of normal service life of a facility. It
is appropriate.to deduct nokmal salvage from
the basis for the amortization of net salvage
{in the latter case], inasmuch as receipts
were received after the end of service life
of a facility for which the Company had the
opportunity tq full reimbursement through
depreciation accruals, )

- ‘[Duquesne St. Mo. 9-1 at 12]




. ¢
"As Mr. Waddington further expladned:

« -« . When service life estimates do not in-
Corporate cause of premature retirements for
‘which reimbursement jg received, 'as in Duquesne's

case, a proposal to pass the reimbursement

Consider, for example, tHhe nonsensical sity-
ation that would exist for the Shippingport

Nuclear Power Station if the Commission were
to accept Mr, Larkin's recommendation, One

of the 1989 insurance recoveries, in the

amount of $607,667, which Mr. Larkin would 4 L

amount, and the claim for the amortization
of unrecovered Costs associated with thg
retirement of Shippingport«exclude that

$607,667 from the same ratepayers via
the Shippingport amortization jtem,

1

"Although the timing is not ag dramatically
nonsensical for the other major reimburse-

t

ratepayers in the future, . o '
[Duquesne St, No. 9-1 at ls, 17)

Recommeénded Decision, PP. 75«77, gApparently firding
Mr, Waddington'sg explanatjon Persuasive, the arg recommended
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Only the OCA has excepted.

The OCA.asserts in its exception that the ALJ's
distinction as to whether "life ‘span" or‘?average service
life group” methods of depreciation is used is immaterial.

EE would invite such a dialogue by deéreciation experts in a

fut@fe Duquesne proceeding, since there seems to be a fair
risk that our past éctions may have been inconsistent; but

OCA's position based on‘arguments in briefs ang exceptions
alone. In the Posture of this matter, we conclrude that the
Company has satisfied jts burden of proof in this
proceeding.ég/_ Accordingly, we deny the 0OCA's exception ang

reject its proposed adjustment |-

H. " Split Pin Replacement

| . Duquesne claims 1983 costs of $1,258,928 for
replacement of split guide pins which hold guide tubes

69/ In any future Proceeding we would invite any dialogue
' on this subject to include the subject of Property
returned to inventory,
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inside the reactor vessel (Beayer Valley No, 1). The
estimated 1984 cost claim is -$755,574, Duquesne seeksg
3 year amortization of these costs, or §604,834 annually,

- This results in a downward adjustment for test year 1984 of
' $151,000.,20/ '
A‘ Staff opposes this claim ang recommends 25 year
amortization, while the oca recommends 10 year amortization,

The ALJ characterized the Combany's claim as T
Teasonable and rYecommended that it be-approved, ¢haracter-
izing the Staff's and OCA'sg amortization pericds as nearly

life of the Plant itself (the instant replacement being the.
result of a defective design r it is logical and equitable ,’
 to amortize'the replacement cogt over- the plant life,
Alterﬁativgly, Staff argues that<if {¢ cduld be demonstrateg
that the costs of the ori -
‘ rate base, the replacement coé£ should be capitalized,

The OCA first urges that this is non-recurring I
expense which should not be recovered, sinece they were costs
incurred ip 1983 lalthougq‘paid, Or to be paid, ip part in

20/ $755,574 - $604,834 = $150,740 rounded to $151,000,
See Exhibit 1B, p. 11 ang note 30 thereto,
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1984). . The OCA also cites to us certain language from a.
prior Opinion and Order in the Duqﬁesne'prbceeding at 54 Pa.
P.U.C. 695, 718 (1981) and the Recommended Decision =in the
pending proceeding of Pa. P.U.C. v. PECO, R-842590, We are

* not satisfied'thqt the instant split pin replacement is

totally analogous to the repairs involving PECO's plant at
Peach Bottom, Further, the language cited from the prior
Duguesne decision was a generalized.comment'which did not
result in a totél.disalloquce‘of the Company's claim; to

the contrary, in the face of the particular statemeht -cited,

a normalized allowance was granted,

The OCA urges again its proposed 1y year’amorti~

zation to reflect a normalized level of reactor maintenance

éxpense. We have reviewed the OCA's Main Brief in this
subject most carefully, together of course with the briefs
of o r parties. We find the OCA's discussion of past

Cor ission decisions and comments most helpful. The
qugstion of Whethér recovery of these expenses should be
lowed is a difficult decision. Oﬁ'balance,~ﬁe are of the,
iew, at least }his time, that recovery should be permitted,

imjlarities between the expense claimed here, and one
involving storm damage‘(excépt perhaps the degree of cer-
tainty regarding a future equivalent occurrence),
Accordingly, we shali grant the OCA's exception, in part,
and adopt '10 year amortization. This results in an
allowance of $181,450 or a reduction in Duguesne's claim of

$423,384, 7L/

71/ $604,834 - $181,450 = $423,384. “This action does not

preclude this issue being again raised in future
proceedings.
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I.  Computer Costs

Duquesne's initial cost cléim for the lease of an
IBM 3083«8 computer was $420,000 per year.zz/ During thé
cross and redirect examination of Company witness Cook
(Tr. 595 et seqg.), it was revealed that in fact the éomputer
leased was an IBM 3083-JX with a cost of $62,300 per month.
He also stééed that 10-15 per cent of its use would be for
construction. This claim was definitized in Exhibit 2H as
an annual expense of $738,000.11/ This claim was reduced
for the 15% use for‘constructi9n, or by $110,700, for a net

claim of $627,300.

. In its Main Brief, pagées 93-95, the. OCA proposed a
construction use reduction of 25% of the initial €ost claim
of $420,000, or $105,000. '

. The ALJ recommended against the OCA's proposed |-
‘adjustment.‘ The OCA has excepted. This exception consists. h

of a reiteration of the argument in the briefs. We are

satisfied that Duguesne's revised claim as set forth in

Exhibit 2H is a proper expense and that the 15% allocaﬁidn
to construction is appropriate and reasonable. Therefore,

0

: ‘ ' |

12/ $210,000 included 'in, 1984 budget plus an annualization 4 Q
allpwance of §210,000 appearing at note 31 to Exhibit 1B, :

- p. Il. See also revised note 30 to Exhibit 2H. S !

Although the OCA has objected to the updates in Exhibit 2H,’
we conclude that the OCA was put on notice of a change,

at an early date, which was larger than the definitized
claim. Accordingly, this portion of Exhibit 2H was
properly admitted. ’

l\l
(¥1)
~
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we approve an aaditional Company adjustment (increase) for
this item of $207,0000fpr a total expense of 5627,000.13/

#

J. Leasehold Improvements .

N Duquesne has claimed $351,453 for the amortization
of the unamortized leasehold impfovementszg/ associated with
the Company's former corporape“headquérﬁ%rs, vacated in
early 1983, . These‘improvements had been depreciated gince
1954 over the life of the lease, *scheduled to expire.in
1988. The Company states that it claimed such costs in its
filing in.the proceeding at R-§32337 (terminating in

-settlément rates) and has continued to amortize these ccsts.,
The Company asserts that these imp}ovements provided a
benefit to the Company and its customers durinq_the '

- occupancy of the preﬁises and that the subsequent move in
1983 was in the best interest of its custome S. The oOca’
proposed the total diSal;owance of this claim. The:ALJ;
without discussion,-fecohmen@ed approb&l of the claim &nhd
rejeqtion:df the OCA's proposal disallowanqe. The OCA has
excépted.\

xwy/

14/ (1) $210,000 included in 1984 budget; (2) $210,000
~ . upward adjustment in Exhibit 1B, p. Il (note 31);
(5 ,(3) $207,000 upward adjustment in Exhibit 2H, page 1
(note 31),

175/ Totalling $1,553,673 as of the date of the move ang
$1,171,163 as of the present time. (See Exhibit 1B,
p. I57-158) E
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@ The Company stated, with regard to the
amortlzatlon of these costs, that they "appeared to the
Company to have’been accepted in the Joint Petition for
Settlement" (at R-832337). The OCA challenged this
conclusion. We agree with tﬂe'OCA's challenge. 1In the
'prior proceeding at R-80011069, 54 Pa. PUC 695 (1981),
Duquesne claimed 5 year amortization of the rate case
expense incurred in a prior settled proceeding at
R-79010740. The Commission said there that "[w]e do not
?elleve that 1t is appropriate to read into the*settle@ent,
"and the Order approving it, something that is not set forth
therein® (Id. at 726). Applying the same standard here we
cannot read into the settlement at R-832337, aeproval,of the
amortlzatlon of ‘these costs. Unless, an item is singled ‘out
and spe01f1cally approved in the settlement Order, or unless
the claim constitutes the continuation of an existing
regulatory practice with regard to that specific cost item
or category, such as the management audit expense in this
.proceeding, an approved settlement cannot be consideced to
do more than establish reasonable rates. 'Consequently, the
fact that Ehis category of costs was claimed in the
proceeding at R-832337, does not constitute Commission of\
approval of these costs, or approval of their amortization
over a term of years. : o

The OCA also challenges the Company's clalm that -
the move to Oxford Centre was of benefit to ratepayers, a 'g
basis for 'approval of the amotrtization of the unamortized
leasehold costs at the old headquarters building. In
support of that challenge the OCA has argued that since
under the Court's decision in Phlladelphla Suburban Water
Co. v. Pa. P.U.C., 58 Pa. Commonwealth Ct. 272, 427 A, 2d
1244 (1981) ratepayers are not to receive the benefet of the




’

" gain experienced upon the sale of land, pecause they would'
not bear the burden of any loss, the same logic would

indicate that ratepayers should not bear the purden of ah

loss occasioned by the vacation of leasehold premises.

Al 3

_Aéain ipvthe Commission's Opinion and Order at
R-80011069, 54 Pa. PUC 695 (1981) itlwas said:

" [ .
Our objective as_regulators is to arrive -
, at a normal level of operational expenses, ‘
. ‘which will be representative of a future

: . period of operations, an objective with
which-the‘respondent'szcounsel agrees. Mere
assertions in the respondent's prief that

S these nonrecurring expenses will be replaced
w by others of a similar type, renderifg the

test year representative of the future does

not satisfy its burden of proof. If not

the first, the most widely accepted maxim

of regulation is that it is prospective rather

than retrospective.looking. There have
‘only been two areas in which the commission :

has traditionally permitted the amortization :

of unusual recorded expenses: t1) flood and

storm damage; and (2) rate case expenses, .

*

\ ' . both of which upon the pasis that. they are
- ‘recurring in nature, although at signifi-~
cantly separated intervals. ... In our

view, the recorded results of operations,

whether they be within or without a test

year, are to be looked to for the purpose

of providing’gpidance for the future, not for

the purpose of correcting the ills of the

past. To adopt amortization for. these non-

recurring expenses ‘in this case would not only

smack of retroactive ratemaking, but would be
tantamount to an open invitation to all

parties to examine past results of operations

with the template of past‘decisional : o
allowances in a search for all manner of

revenue and expense items to be amortized

.in the future. We pelieve that the Pandora's

box of the past is best left unopened; and - |
we. will not permit amortization of these S

? . expenses. :
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18. at 718. In our view, a utility seeking amortization of
past éxpenses bears an unusualiy heavy burden. In addition
to the bdrden‘of establishing that the expenses were if fact
" incurred and that they were reasonable, it must establish
that "all or some part of the expenses exceeds the normal
expense level for fhat or similar expenses and most ’
pertinently, cogent4ahd persuasive reasons why the
particular expense from the past should be singled out and
be accorded the exceptional~ratemakinq treatment of ‘future
amortization, as distinquished from either a reduction to a
normalized level or disallowed as non-recurring
extraordinary expeﬁée. Sincgggo'hard and fast or even
generally accepted ratemaKing principle is involved, the
matter of granting or denying amortization is éssentially
one of sound discretion on our part. . Thé'only argqument’
offered by Duquesne as to this amortiza“ion claim is that
the cost was incurred and ratepayers benefited in éhe'past‘
by reason of the improvements and also by reason of the
move. This does not persuade us. that amortization is |
warranted. This is an expense incurred in 1983 and we see
no reason why ratepayers should be required to pay for the

' abanéoned improvements. '

'We grant the OCA's exception and réjecﬁ Duquesne's
claim for $351,453. ’

‘K. Deferred Oxford Centre Costs

Duquesne proposea an upward adjustment of $29,77l
which represents the amortization of deferredyengineeringl
and consulting costs'iﬁcurred in an evaluation and étudy
which was ﬁecessary in conjunction with vpgrading the




facilities and accouterments (furniture, lighting,
partitions, etc.)at the Company's new headquarters
- building. These expenses have not beerr capitalized.

‘ The Company notes that in the proceeding at
R-821945 (57 Pa. PUC 1 (January 1983)), the Cormission
approved an .allowance of $9,712 representing 20 year’
amortitat}bnzgl of then known'cos;é.ZZ/ The Company advises
that the costs claimed here aré'esséntially a update of
these costs, reflectiﬂg all Eosts, to include those not

known at the time of the close of the record at R-821945,

The .OCA: opposes- this claim on the basis ﬁhat this [
is retroactive ratemaking and the allowance of a
‘non-récurring expense, Alternaﬁively, the OCA opposes
recognition of any expenses over and above those recognized [
in R-821945, ‘ : q

Relying‘upon the Commission's action in R—821945,
and concluding that additional costs of the same nature
shoﬁld be récognized, the ALJ recommended denial of the

76/ The.Respondent's claim there was for .5 year amortization.
. The Commission adopted 20 year amortization, coincident with
. the life of the lease. We are pleased to see .that Duquesne
has accedefl to the Commission's decision there and has not .
‘chosen ‘to relitigate the matter of the proper amortization -

period. .
17/ The Company did not occupy the building until after the
record closed in that proceeding. -
B
. &
2
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OCA's objection and»épproval of this claim. The OEA has-ﬁo o
excepted. Finding this claim otherwise reasonable, it'is

3

approved.

"w~ .
L. Reed, Smith, Shaw & McClay Leéal fees

The OCAhpropQSed that $1,042,000 of legal expenses
for professxdnal services rendered by this firm be
disallowed. There is no dispute ‘as to the reasonableness of
the exbenses cla:.med° The basis for the OCA's objection is
 that Mr. John M. Demmler a partﬁer.in the firm is a member
of the Board of Directors of Duquesne aﬂa,‘accordingly an’
affiliated interest under the provisions of 66 Pa.

_C.S. 2101. The OCA argues that since no contract or v : |
arranqempnt" has been filed by Duquesne and approved by the
Commission, the contract or arrangement is not valid or
effective under the provisions of 66 Pa. C.S. §2102(a), ard
payment thereunder should pe denied as a matter of law.

» In its Main Brief the OCA cites the Commission's
Opinion and'OEae: in the proceeding at Pa. P.U.C. v. Kane
.Gas Light and Heat, R-832438 (July 24, 1984).. The ALJ v
concluded that casg was distinquishable oh the ba=is that

the attorney involved was a° c?fpwner, officer and employee
' vy
of Rane. We agree that factual situation is dlstlnqulshable

from one 1nvolv1ng a director.

_ The oéA also quotes the following passage from the
Commission's Opinion and Order in R-80011069: o -




- Regardless of the legalitieslinvolved, we
believe that a transaction between 1 utility -
and the law firm of which a director 1s a -
partner is subject to an appearance .of possible
conflict, and that .it is within our prerogative
to require evidence of the underlying cost,
as described in §2106 even absent a legal
conclusion of the applicability of that section,
We hereby place Duquesne on notice that in ,
its next proceeding a failure on the part of .
Duguesne to supply underlying cost data, will '
risk disapproval of such legal expenses,

54 Pa. PUC 695, 734. The oca then‘continues and states that |
the Company was placed on notice duning the course of the ;
proceeding that the matter of this affiliated interest was |
in question, but made no attempt to introduce the’affiliated s
interest contract and "in this fespect_they have failed in :

their burden of ptoof...." (Main Brief, PpP. 125-126).

In this regard we note that in Exhibit 2c
(consisting of over 150 pages) the legal servicés pericrmed
' :'by the firm are explained in detail. It appears that .in the
- face of this exhibit no question was raised regarding the
réasonableneSS'of the fees charged and paid.lg/

78/ We assume that the scope and extent of this exhibit
was a response to our injunction to Duquesne that it
s+ supply underlying cost data. We commend Dugquesne ' S
for this response. However, we do find missing a o
general explanation of the basis for billing, such asg
) hourly rates etc. we expect that such information
will be forthcoming in future Proceedings, because
in the absence of hours and rates we are somewhat at
a loss as to thd basis of review of these invoices by
. Duquesne, and even the manner in which bills are developed ;
’ Bills for legal fees wit“out data as to hourly rates
and hours of work shall be subject to disallowance as
being unsubstantiated, ’
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was also raise

The instant contention by the OCA is not new.

d in.the proceeding at pa. P.U.C. v. PG&W,

e

R—80971265 (april 24, 19g1). Upon appeal by the OCA of the

Commission's rejection of 'its position, the Court said:

 Finally, £he OCA contends that $82,901 of
PGs&W's legal expense ought to have been
[disallowed pecause the law firm engaged
by PG&W is, in tHe OCA's view, an Maffili-
ated interest” the contracts of which are
required to pe but are not the subject
of written approval by the Commission.

The definition of affiliated interest is
found at 66 Pa. c.s. §2101. Of the seven
subparts of this definitional provisi
the OCA argues for the applicability ©O
only one: »

(a) General Rule.--As used in this
part naffiliated interest" with a public
utility means and includes the following:

(4) Every person who is an officer’ or
director of such public utility or of
any corporation in a chain of successive y
ownership of 5% or more of voting
securities. ’ .
The pertinent facts are at Charles
Thomas, Esquire is a member of the board
of directors of pGsW and its corporate
parent, Pennsylvania Enterprises Incorporated
‘and is a partner of the law firm of Thomas
and Thomas which law firm is engaged by
PGsW with respect to litigation before
.the Commission.

{71 On this issue the commission first
determined that the contested expenses

were reasonable. The Commission then
declined to address the issue of whether

a law firm is included within the meaning
of "every person who is an officer or
director of. such. public utility"™ if a member

’

(¥




M.

3

gdison Electric Institute Dues, Media Communications

Dues;

and Loca Tnstitucional Advertising

1.

General Edison Elecgf&c Institute Dues

B

Duquesne's claim for this item is $213,377.- The
e S

ocA has proposed a disallowance of 25% (or $53,344). The

ALJ provides the following discussion of this item:

.

i

EEI is the association of the nation's
investor-owned electric utility companies.
EEI provides the principal forum where
electric utility people exchange informatiocn
on the development of their business. The
Company states that one of EEI'S Lasic .
objectives is the vadvancement in the public
service of the art of producing, transmitting
and distributing electricity" and the pre-

" motion of scientific research in such field."

(Duguesne Exhibit No. 31A-10 Supplement) .

Tn addition, Duquesne asserts.that EEI ascertains
factual informatiod, data and-statistics relating
to the electric industry and makes them

available to member companies and the public.
Further, it states that EEI has functioning
committees on virtually every aspect of the
electric utility industry, and that the
Company has some 42 emplovees who-are
members of these committees.

The Consumer Advocate recommends that the EEI

dues claim should be reduced by $53,344, or

one-fourth thereof. It bases such adjust- .
ment primarily on a subcommittee preliminary
report of the National Association of
Regulatory>Utility Commissions (NARUC) of
October 12, 1983, and reissued on March 23,
1984, It asserts that the report generally
finds that EEI engages in many activities

of benefit to ratepayers, but that it alsa
engages in' political and lobbying activities,
the precise extent of which is difficult -

to measure. The Consumer advocate, however
stites that since the report suggested a

’




&iséllowance of 1/3 to 1/4 of such dues in
ratemaking, it was recommending a reduction
of the smaller amount.

‘Mr. Douglas Bauer, ‘vice-president of the
Institute, witness of the Company, agreed
that the following percentages of EET dues
- were disallowed in recent cases in which
he had testified: California, 25%; _
Colorado, 35%; Florida, 33s%; Texas, 100%,
Massachusetts, 20%. He stated that 20% of
EEI's activities were devoted to "legisla-
tive advocacy, broadly defined." (Duquesne
S5t. 25 at- 15). ' ’

We believe that the reccrd establishes that
a substantial portion of EEI's activities
- are of no benefit to ratepayers. While
the ,Company states that NARUC has not
~adopted the report of the subcommittee,
nevertheless, the committee's findings,
together with the admission of Mr, Bauer
that.about 20% of the Institute's activities
are related te "legislative advocacy, "
indicates that the recommendation of the
Consumer Advocate is reasonable' and
should bé adopted. ?

[N

. At the outset of its exception, Duquesne' states
that WEEI-and its activities are a substantial benefit to
Duqﬁesne‘s ratépé&ers." (Exceptions, P. 21). Duquesne then
continues and provides extensive quotations (pages in
length) from, the testimony of its witness Bayer. Also
provided is a summarization of EEI activities from its
annual report'(1983-1984). Duquesne then says it hag "thus
clearly set forth examples of the benefits to its customers
from EEI activities." - (Exceptions, p, 27). To our
knowlgdgé no one contests that the activities of EEI provide
benefits tO“Duquesne's'customers. The question is 100%,
758, 50%? Duquesne's conclusion that since "this evidence
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is not Eontesteﬂ79/, the 25% disallowance in the Recommended¥y

Dec151on is unsupported.™ v(Exceptions, pP. 27) Duquesne’'s
premlse does not lead to its stated conclusion.

’ T
In our view Duquesne's showing that EEI ‘activities ..

provide some bénefits.to ratepayers does not establish that_f*"

the entirety of Duqueﬁne's claim is reasonable and ‘ A
appropriate for recovéry from ratepayers. On balance, in

light of Mr. Bauer's concessions and the persua51ve example

of other CommlsSLOns, we conclude. that the ALJ's: reccwre”ded
dlsallowance of $53,444 is modest. Flndlrg that Duguesne

has failed: to meet its burden of proof as to the entirety of

its ¢laim we w1ll adopt the ALJ's: modest recommended : ‘ -
dlsal;owance and, accordlngly, we deny Duquesne's excéptlon

d 2.. EEI Media Communications Dues

_Duqueénefé claim for this item is $35,000. The
ALJ stated that he is not satisfied that the activities
funded by these dues provide customer benefits.

This claim was opposed by both the Staff and the
OCA, both claiming in essence that there has been no
demonstration of customer benefits.

The testimony_ﬁrovided by Duquesne regarding this
subject was the rebuttal testimony of its witness °

79/ _Referring to its examples, etc.

-
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i . . ) ' B ,
Laudenslager (Statigmeht No. 25). We shall quote this
testimony in its entitety: -

S : i ‘ . - ) . ‘
5. Q. What is the Media Communications prcgram -
. and why does Duquesne participate in the
program? i .
A. Duquesne Light supports the national Media
Communications ‘Program through payment of e
o : $35,000. 1In addition tb energy conser- :
~ ' vation messages, this program is designed ‘
to provide valuable information that the
I consumer is unlikelv co receive from .
\ . ) any other source. Energy management, ?
i

acid rain, residential energy conservasicr,
alternate energy sources, electrical
safety, 'understanding your electric

bills, and other energv-related issues

are frequently "hot" media items. :
Unfortunately in most instances, because
of a lack of time or expertise, the news
reports regarding issues facinhg our
industry are either shallow or one-sided.
We believe the public can best be served i
when they hear all sides of anv issue',

' - EEI's Media Communications Program
‘ serves the public by providing im-
portant information regarding a ' P
number of energy-associated issues
facing our nations' electric energy
industry. An informed public is essential
. to the rational decision making process
that will ultimately affect.our continued
ability to provide reliable, safe
electric energy at the mnst reasonable
- cost.,

»

The Company receives a number of benefits
from the EEI Media Communications program.
The two primary benefits are:

l. In advertising terms, the Company
-, " realizes a very good frequency/reach/

cost ratio. In other words, because

the program is supported by a number of
utilities on a national basis, the

’

a o

v
f
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impact is greater per utility than if each
- invested the same amount of dollars on
a-local bagis.

2, The national media program runs in
certain high. readership media such as
Time Magazine and the Wall Street
. Journal that would otherwise be
e beyond the area served and budgets of
: any single utility. :

The Company believes the entire amount
of the Media Communications Program
dues are justified expenditures. All
of  Duquesne Light's communications
programs  provide valuable information
to the public. - '

‘We believe we have an obligation tb

make that information available to

the public so that they can properly

evaluate the issues. . .
Duquesne Statement No. 23, pp. 2-3. |

. ) ‘ |
While we have Mf. Laudenslager's opinion that this

program provides ratepayer benefits, there is nothing from
nwhich we can derive our'own~conclusion. Stated differently,
we have a ﬁitnessf conclusion, based upon his viewpoint and
pafticular bias, not objective evidence. We are not bound
to accept.the opinion of any witness, and we reject |
Mr. Laudehslager's.opinion teﬁtimony regarding a matter
which is not the subject of expertise (i.&. the subject qf
ratepayer benefit). ‘




¢

Accoxrdingly, Duquesne not having sustained its

80/

burden of proof, we deny this claim and Duquesne's

exception. ' ' ¢

3. Institutional Advertising

Duquésne's claim for this item is $345,430. The

" ALJ's Recommended Decision appears to have omitted a

recommendation as to this item. The OCA's exceptions note
this apparent omission and it pursues its opposition to this

’

clafim,

The OCA's Maih Brief sets forth some selected
examples of local advertising from Duquesne Exhibit 31-%;1.
The Company's Reply Brief addresses the matter at some
length. We have examined Duqdesne»Exhibit 31«P-1 in its
entirety and while we conclude that the advertising may
result in some image building, which the OCA derides, we
believe that the vast majority of the ads are of benefit to
the ratepayers in that they provide information'which is of
value to them, and any 1mage building is merely

incidental. 81/

LR .
80/ This is consistent with the Commission's action with
regard to a prior claim for this expense item in R-821945
(57 Pa. PUC 1 (January 1983)).

1/ We drawn a distinction as to the value to ratepayers
of local advertising regarding "their" utility and
‘national advertlslng which may have only theoretlcal
interest. :
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Aécordingly, we shall approve Duquesne's claim and
reject the OCA's proposed disallowance.

N. Steam Power Maintenance

_ ~ Duguesne's claim for this item is $34,278,000.
The ALJ provided the following discussion of this subject:

Trial Staff proposes a $2,380,564 decrease, .
. based on ‘an averaging [sic] actual 1982,
“ , 1983 and budgeted 1984 figures. It argues
. ‘ : that in 1983 though the Company budgeted
* : ] $39,159,000 for steam power expenses,. T
‘ actual ex?enditures were only $28,881,948:
It maintains that since the Company has
admitted that there is no identifiable
"normal cyclical expense" for steam power
maintenance, because of the number of
stations and the number of units, "normaliza~-
tion" of such expenses is the logical way
to proceed for prospective recovery through
ratemaking. '

.Duguesne maintains that the level of main~ ' o
tenance expenses should be considered on a '
total system basis, including nuclear and - o
oil-fired units as well as coal-fired (i.e. :
steam). It urges that it is inappropriate |
to determine steam power maintenance expense
simply by averaging the actual 1982, 1983 "
and budget 1984 figures. 1Its witness Shirer
testified that: . :

.+» My testimony has indicated that
all areas of Production Maintenance
are interrelated from the initial
maintenance scheduling to the
recording of actual costs and that

, any determination of a level of

R maintenance expense should be done : =
on a Company wide basis. ' '
[Dugquesne St. No. 20-1 at 5-6]

.

|
|
|
| | | |
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'As the Company points out, there are at least
two major flaws in Trial Staff's position.
First, the averaging process of Trial Staff
titness Kalbarczyk used historical figures
. for 1982 and 1983. If he had used the
expenditures for the last three years of
1981, 1982 and 1983, in 1984 dollars and then.
averaged the same, the Company's 1984
budgeted claim is approximately 4% less Do
than the average. . ‘ "

t Secondly, Trial Staff fails gnize
the fact that while steameeXpenses
coal-fired plants) were budgeted hig
_than expended in 1983, there was a

i : corresponding reduction in ex :

' budgeted in 1984 for nu@lear power ' i

. maintenance expense. ' ' s

[ . : The Company explained that unprecedented
. * reductions in consumer requirements '
; for electricity resulted in reduced
‘ . system loads during the last half of 1982
' ' and the first half of 1983. As a result -

the Company made appropridte changes in
maintenance procedures and scheduling
where applicable. -

: Duquesne further states that actual 1984
- steam power maintenance expenses for
the first eight months are more than
$2,400,000 over budget, and that although
certain products have been accelerated,
. ‘ © Duquesne expects its actual exp
- exceed budgeted figures.

In our opinion, the record evidence
that the budgeted steam power maintenance
expenses of the Company are reasonable.
-Trial Staff's attempt to fragment total
-system maintenance expenses, and look
only at the steam power generation, does
not present a true’ picture.

Recommended Decision, pp. 86-88, The ALJ recommended

against the proposed Staff adjustment. The Staff has
excepted. . In its exception the Staff generally reargues its

8

—




case But does not address what to us. is the most 1nterest1ng &

question, whlch is the divergence of results from the use ofA
2 years historigal data and the use of 3 years of historic

' data. The Staff does not suggest any reason why the result
derived from 2.§ears of historic data is more appropriately
used than- the result of 3 year historic data. Additionally,

- Duguesne has prOVLded a plau51b1e explanatlon for the
deviation of 1983 recorded, from 1983 estimated.

Based upon our evaluation of the evidence we
conclude that Duquesne has susieined its burden of proof as
to this itém. Accordingly, we deny Staff's exception and
reject’its.proposed adjustment. (

0. Wage Increase

Included within the pro forma test year adjustment.
made by Duquesne is an adjustment to reflect: < {1)
annuallzatlon of a 6% wage increase effective October 1,
19847 (2) .annualization of the increase in pension and other
employee benefits accompanying the October 1, 1984 wage
increase; and (3)  annualizaticn of charges by the |
operators of jointly owned plants for increases in wages and
fringe benefits for those: operating employees.

4 k) .
The October 1, 1984 increase is the second year of

an IBEW 2 year contract signed in 0ctober 1983°82/

82/ Duquesne customarily increases non=-union employee
wages by the same amount as union employees. -
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R

. Both the Staff and the OCA proposed a disallowance
of a portion of thls increase. The Staff proposes allowance
of only a 3.9% lncrease resulting in proposed reductions for
union employees of §771, 992 and for non-union’ employees of
$573 176 or a total of $l 345 168

The OCA proposes the allowance of a 2.5% increase
for union employees and a 5.05% increase for non-union
employees or. dlsallowances of $919,039 and $1, 378 353,
respect:vely, for a total of $2,297,392, 83/

i
¢

The ALJ's comments on this subject are:

&

Both Trial Staff and the Consumer Advocate {,
'arbltrarlly ignore the wage increase con- ‘
tained in Duquesne's negotiated contract with

the International Brotherhood of Electrical
Workers (IBEW). Duquesne has replled by
contendlng that this increase for union workers
is provided by contract, which the Company
would be requlred to break if the adjust- .
ment suggested by Staff and the Consumer
Advocate were made,

The Company further statés that for the 6% i
increase in wages, the employees contracted i
to work.a 40 hour week or 4 6,6% increase

over the 37.5 hours under the prior contract.

The Blue Chip Economlc Indlcators ‘edition
from which the Trial Staff obtained its 3. 9%,
forecasted change in the GNP Implxc1t Price
Deflator shows forecasted changes in the

. Consumer Price Index of 3.6% for 1984 and

& 5.77% for 1985 (T. 3585).

3

83/ The ALJ's figure of $3, 543 025 is incorrect and is
“ applicable to another 0CA’ proposed wage expense
adjustment related to numbers of employees. .

¢
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The latter flgure for the period when the
rates to be set in this proceeding and
Duquesne’s contracted increase will be in
effect is more’ approprlate than Trial
"Sta:rf's 3.9% figure, since the 5.77%
figurel ig virtually the same as the
‘Company's contract fiqgure of 6%.

In view of the Company s contract with
the IBEW, concessions by the union,
partlcularly increasing the work week,
and other record evidence, we find
> .Duguesne's wage claim to be reasonable..
Recommended Decision, pp. 89-90. The ALJ recommended ®
rejection of the proposed adjustments. Both the Staff ard

- the OCA have excepted.

The Staff first takes issue with the ALJ's
comments with regard to predicted inflation. Second it
'speaks of incentives to Duquesne to bargain aggre551velv,
and glve—backs and reductions by other unicns. Third, the
Staff states that the Companv will not be required; to bregk
the contract if a reduced allowance is granted but can
internally reprogram funds .from excesses or economxes in
other areas.. Fourth, the Staff proposes the 3.9% increase
as a signal and an incentive for consideration in future
bargaining sessjons. The Staff also makes reference to
Commiésion adoption of a proposed reduction regarding
~ another utility, which was adopted as a more reasonable_
approximation of a likely wage increase, '

~In,its~excéptions the OCA characterizes the wage
inecrease granted October 1, 1984 as excessive, given
comparable increases in the Pittsbufgh area. It also
asserts that Duquesne has done little to contain the growth
in wage and salary expense. The OCA generally takes issue

<
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-with the other comments by the ALJ and ends by stating that

the non-union employee!s wage increase was not a matter of

union contract, 34/

First, let us state thaﬁ the Commissior's prior

. Opinions and Orders cited by the parties are distinquishable
5 , ‘in tﬁat‘in those proceedings, estimated future wage .

increases wer; involved, no£~contractuélly set wage |
i , . increases. Secoﬁd, as to the matter of an equal wage “ _ f

increase- for non-union employee, it has generally been the s

Commissidh's practice to approve equal increases for :
1 . non-union employees, ba;ed upon arguments regarding employee |
| " morale considerations. Third, as to incentives to bargain
effectively and efficiently we believe that the customar
regulatory tool of .imprudency determinations, is about as
efficatious a-tool as we have évailable'to ué, wifh which te
‘review past. actions.£3/ 1n this instance nc party suggests

that Duquesne was imprudent during its 1983 wage /

negotiations, If we were to conclude that, in retrospect,
' Dhquesné*sfbargaih was a bad bargaih no party has suggested

any method whereby the consequences of such a bad bargain
could be shared between ratepayers and stockholders.

rd

<

4
4/ In its Main Brief the OCA had cited several recent
T Commission Opinions nd Orders, ostensibly as precedent
for its proposed adjustment, wherein the Commission
had adopted proposed adjustments to claimed wage in-
Ceases, T :

im
~

It should go without saying that in light of tfa modest
collective-bargaining'agreements reached in many )
industries in the last year or so, the contract which
will be bargained for commencemen’t in October 1985,"
will be most carefully scrutinized for prudency on

the part of Duquesne management .
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All things considered we believe that Duqgiesme has
sustained its burden of proof as to this item and,
accordingly, the Staff's and OCA's exceptions are denied.

P. Early Retirement and Levels of Employees

3

Two Duquesne actions have been addressed togethe*
by the parties and addressed together by the ALJ. As to the
first, a corporate reorganization, the ALJ advised that:

In conjunction with the recommendations of
the 1982 Commission mandatedrmanagement audit,
Duquesne instituted an examination ‘of its -
" organizational plan for the future. The
new organization was designed to insure
appropriate direction for future corporate
needs and to further increase efficiency,
effectiveness and responsiveness to changing
market conditions in the Company's service
area. As part of the reorganization, the *°
Company has reduced the number of depart-
.ments from 44 to 25, and anticipates a
reduction of approximately 100 management
and management support positions. The .
reorganizdtion is scheduled to be completed
by April 1985.

\ ' * k % % %

* ™ In conjunction with the reorganization,
Duquesne has reflected a decrease in
OsM expenses for 1984 of $3.4 million
as its estimate of the savings resulting -
from the reorganization and the estimated.

100 employee reduction.

Recommended Decision, pp. 90-91.

The second action by Duqﬁesne is an early
retirement program: As to thifk program the ALJ reports:
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The purpose of the Company's voluntary
- early retirement program was to create a
method of providing an incentive for

- employees to retire early so as to

create openings and new opportunities .
in the Company. Of the 450 emplov§g7
eligible for early retirement, 324—
employees chose early retirement. As
part of the incentive to accept the early
retirement offer, lump sum payments were
made to each employee based on:the
individual's salary and the remaining
months until normal retirement.. ‘Duquesne
has proposed that the total lump sum
payments of $5,083,467 be amortized for
ratemaking purposes ovey a threg y9a~
period, or $1,694, 489 per year.— .

Recommended Decision, p. 90.

, The OCA questioned the benefit of thiS»éarly
retirement program insofar as union employees are concerned
if, as Dufuesne states, all 210 employees will be

88/ . OCA witness Larkin determineé' based upon data

replaced
.supplled by Duguesne, that the level of" employees at

+ July 30, 1984 was 178 below that of the D cémber 31, 1983
level. He then assumed that this would fold true at

December 31, 1984 and based upon ave

ge employee wages

2

86/ These 324 employees cons.sted of 210 union employees
with a lump sum payments of $2,913,583, and 114 non-
union employees with lump sum payments of $2,169,884.

87/ 5uquesne witness Beck stated that this program and
the management recorganization yere not dlrectly related.
On this record it is unclear if they will all be re-~

18
~

‘placed°'however, if they are it certainly does call lnto
question the benefit to Duguesne of this part of
the early retirement program. :

’ .
) ////~\~,//<
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as of December 31, 1983 calculated a savings attfihutable O
these l?é.employees.of $3,543,025. However, as the OCA
notes, Dudquesne was unable to supply any figure with regard

to the number of employees provided for in its budget
estimate (Main Brief, p. 79) and, consequently, the

178 employee decline cannot be attributed to either
unreplaced.éarly retirees or aﬁy other particular cause.
Consequently, the employee level noted on July 30, 1984 does
not indicate that 1984 will be beléw budget, an assumptlon
implicit in the OCA s calculation. Alternatively, the OCA
proposes dlsallowance of ‘the claimed amortlzatlon cf lump

sum payments of $l 694, 489 83/

" The Staff went through a somewhat similar analysxs
of the Duquesne exhibit and concluded that, none of the
early retirees would be replaced by the end of the test
year because of hiring delays, and, consequently, its
witness recommended a salary and wage adjustment of
$6,546,504,' Alternatively, the Staff proposes elimination
of the lump sum amortization claim for $1,694,489.

The ALJ recommended against the adopticn of the
 proposed adjustments with the exception of the disallowance
of the lump sum payment amortization. The Staff and the

89/ This lump sum amortization claim relates.to all 324
early retirees. The OCA finds no benefit to Duquesne
of the union employee portion of this program if all
210 union employees are replaced. Assiming that we
were to agree, disallowance of amortization of lump
sum payments for these employees would result in '
a disallowance of $971,194 ($2,913,583 < 3 =7$971,194)
(See footnote 85 abové) >

-
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v.Company have excepted. We have reviewed these ex¢eptions and
find nothing new. The Staff's proposed adjustment is based
upon conjecture and surmise regarding a reduced level of
employees. Duquesne has of course contributed to the need
for such conjecture by Jts inability to advise anyone as to
the number of employees whick are included within its wage

90/

and salary ‘budget .~ However, we 'do not find a sound basis

for adopting this adjustment.

. In its exception to the ALJ's recommendation to
adopt the Staff’ s and OCA's proposed lump sum payment
amortization, the Company- states that the two adjustments,
which it proposed as a consequence of the reorganlzatlon and
early retirement programs, are-a $3.4 million reductlon of
annual wage expense (as a result of the 100 emplovee
reorganlzatlon program)  and a $1,694,489 expense, ‘
representlng three year amortization of lump sum payments to
earl/ retirees. Duquesne has stated that these programs are
not directlyvrelated (Duquesne Reply Brief, p. 85) but are
in fact two separate programs, adopted for different reasons

and to achieve different dbjectives, which, it seems by
b happenstanCe, were somewhat concident in. time. Howeve
Duquesne argues that the benefit of one should be con51dered
as an offset to the cost of the other, or at least that they

should be considered toge*her

We find little excuse for such lack of information.
A repetition of such inability to provxde the
assumption as to number of employees in a budget
will not be looked upon with favor and may have un-
pleasant consequences for Duquesne in future
proceedmgs° . '

o
o
. \
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If we were to view these two programs. as directly
related and interdependent, the overall result would be a
ratepayer benefit, However, based upon the facts presented,
we agree with Duquesne that they are not interrelated. The
reorganization with the attendant reduction of 100 personnel
Spares was a result of the 1982 management: audit, which in
addition to 1ncreased efficiency, effectiveness and
responsiveness to changlng market conditions, ‘provides a
ratepayer benefit in the form of reduced salary expense. We
believe that ﬁétepayers are entltled to this beneflt

As to the -early retirement program, Dudfuesne ‘
states that it was adopted for the _burposej of "providing an
incentive for employees to retire earlv solas to create
openings and new opportunities in the ComPany."” (Main
Brief, p. 112). When we look for the ratepaver benefit from

_thls program we find that 210 union employees, of the 324

early retlrEment emplovees, are to be replaced. The 0CA

- asserted that as to these employees there was no discernable”

benefits. We are inclined‘®to agree. We have rejectpd the -
OCA's proposed adjustment for reduced union employees,
based, in part, upon Duquesne's representation they are to

be replaced. As to the 114 non-union em@loyeesbwho retired
early, we conclude that the reorganizétion plan would have
achieved a 100 employee reduction without it. Thus, we are
at a loss to find any ratepayer benefit experlenced or to be
experienced as a result of the early retirment program for .

the non-union employees. v e T

We conclude that the Company's exception, insofar
as it joins the two actlons and claims that the benefit of "
the reorganlzatlon offsets the cost of the early retlrement

: prdgram,‘ls w1thout merit. The Company' s argument‘or
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position is tantamount to seeking to avoid the conseguence
of an inefficiency, an imprudent action, or its largesse bv
pointing to efficiencies which it has achieved in other
areas, We shall not countenance the Company's attempt to
escape an examination of the reasonableness of its'early
retirement program, by obfuscation of the issue by focusing
upon the‘benefits of another separate and independent
management action. '
We find that Duquesne has not met its burden of
proof as to the reasonableness and necessity for incurring
the early retirement lump sum payment costs and we disallow
sucﬁ césts and deny Duquesne'sfcléim for amortization, '
Accordingly, we adopt the Staff's and OCA's proposed
adjustment and deny the Company's exception. |

The OCA proposed one additional adjustment. This
adjustment deals with Duquesne's calculaticn of the savings
applicable to the reorganization and reduétion of.the work

force by 100 employées. The Company calculated{a savings of

$3.4 million (Duquesne Ex. 1B, p. Il4). The OCA calculated
savings of $3,597,000 (OCA sStatement 23, Scnecdule 13). We
have reviewed these calculaticns and find that the
difference is that the OCA witness used the average actual
wages of the 114 non-union early retirees rather than an
average wage figure for non-union employees as did Duquesne
‘and adjusted for a portion of the 1983 wage increase, as
well as the 1984 wage increase adjusted for by Duquesne.
Implicit in the OCAfs calculation is the assumption that the
114 early retirees held the jbbs to be eliminated or will be
the employees actually reduced, as a result of this
reorganization. The OCA has excepted to the ALJ's failure
to recommend its adjustment. We find nothing new in the
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OCA'B exception. While, as the OCA stated, there is no
basis to assume that the eliminated'positions will be at the

‘average'salary, theré is no basis tc assume that they will
be above average and, in fact, we would be inclined to
believe that they may well be below the average salary. We

deny the OCA's exception. - » A

0. Warwick A&G Expenses

‘The ALJ provides the following comments regarding

this item:

S

The Consumer Advocate contends that $149,019
of the Company's expenses (Accounts 920,
921 and 923) should be disallowed [sic]
to the Company's mining operations. The
Coppany states that all costs directly
" reT&ted to the Warwick Mine, including
supervisory costs, depreciation and
depletion, labor fringes, insurance, vacation
time and utilities are included in the cost
of coal production. It further allccates .
a limited number of costs including |
(1) purchasin_, warehousing, accounting o
and computer costs associated with i
material purchased or withdrawn from
stock; (2) headquarters copying costs; )
(3) central mail costs; and (4) head- !
‘quarters occupancy costs. The Company ] !
does not allocate any costs for manage- ,
ment time, legal services and accounting
and data processing service, which it
estimated as follows: o

Management Time § 3,700
Legal Services 77,524
Accounting and Data
Processing Services 67,795
’ §149,019
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We agree with the Consumer Advocate that
given the size of the mine, it 1s hardly
conceivable thatonly $3,700 worth of
-Duquesne’s senior officer's time is devoted.
to this operation

We also agree with the Consumer.Advocate,
however, that at least the $§149,000
estimated by the Company itself as
additional administrative and general
expense attributable to Warwick should be
transferred to .that account.

Recommended Decision, p. 94,

The Company has excepted. and argues that "there is?
no basis to assume that if there were no Warwick Mine tht
Duquesne's costs would be $149,019 less."” We don't find
this statement to have any relevance at all to the subject
under consideration;2i/ The question is not whether
Duquesne’'s costs would be the_samé with orﬁwithout the mine
but whether time spent on non-utility operations are
properly allocable to such operafions.gz/ Clearly, such an
allocation is both arcustomary accounting and regulatory
practice, and we shall follow it. The<exception i8¢ denied

and we adopt the OCA's proposed adjustment. ®

The obverse of this argument would be to allocate
more costs because the mine could rfot obtain
the same services as cheaply elsewhere. h

I

/ Allocations to Warwick operations should not be
limited to Duquesne's avoidable costs and if they
are, a different method should be used which shares
between Duquesne and Warwick the efficiency of ,
joint operation. %@;

. -
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R, ‘Depreciation Expense

OCA witness Larkin proposed four depreciation
expense adjustments which net to an expense reduction o&f
$282,811. The details of these adjustments are:

a, Environmental Control Projects ($233,267)

b. Nuclear Reqgulatory Commission o
‘Mandated Projects ' 70,551)
. ¢. Retirements Associated with CWip 6,260
; d. Customer Advances 14,747
Tota123/ -  (s282,811)

| . v

_ As to the first two OCA proposed adjustments the
e OCA states that the environmental control projects and the

| Nucieaf'Regulatory Commission Mandated Pfojects are not vet
in service and will not be in service until various dates in-
1985, and that therefore depreciation expense is not a
legitmate expense., In support of this proposition the 0Ca
argueé the provisions'of the Uniform System of Accounts,
Accounts 107 and .405. The ALJ found no merit in this
proposal and recommended against the adjustment. The OCA

has excepéed,ﬂ The OCA generally reargues its proposal. It
also states that approval of this claim would create a

: pismatch between Duguesne's books and the ratemaking
treatment to be accorded this property, as well as violate
the provisions of the -Uniform System of Accounts,

> ' : “

~4

93/ We rely upon the OCA's Majn Brief for the dollar detail o
of these adjustments since they do :no appear in Mr. Larkin's
testimony or accompanying schedules, or if they do, the
OCA has not identified their location and we have been
unable te locate these details. The Staff took no
position on this proposed adiustment. -



" As to the matter of a deviation from the Uniform
System’of Accoxints, the inclusion of this CWIP in rate base
is a deviation. The termination of AFUDC at that time may
also,creaﬁe a mismatch between its financial books and the
Company's ratemaking accounts or between its ratemaking
accounts for Pennsylvania and before the FERC. . This is
something whfch this Commission and other parties must and
frequently Mo live with. This proposed adjustment by the
OCA raises what appears to be a matter of first mereSSLOn.
As such- the OCA has not persuaded us that we should change l

our past practice of permitting depreciation expense wit} |

regard to CWIP included in rate base. Accordingly, its
exception is denied and we reject the proposed adjustmeht.

The thlrd adjustment is to remove or reverse the
deprec1atlon expense of retirements associated with CWIP.
It-appears that this is the other side of the coin as it
were; that is, if CWIP is not in serv1ce there can be no
retlremegts, ‘The effect of this OCA proposed adjustment is
to decrease depreciation expense. g

The last proposed adjustment is described as the
removal of "the depreciation expense effect of customers
advances for construction, which offset the Company's

" claimed depréciation experse...." (OCA Main Brief, p. 129).

Since these two latter adjuatments are linked to d
and/or dependent upon the first two, adjustments we
dlsapprove them as well




Transmission Line Rentals

i ,‘ o - The Staff describes this matter as follows:
f Budgeted 1984 tranémission line payments of
" & $6,036,578 and rentals of $3,554,883 (Dugqg.
St. 19, p. 24) were revised, respectively,
. to $6,048,258 and $3,671,593 in response
" - to Staff interrogatories. Dug. Ex. 30P,
PUC RE-65; Dug. Ex. 30P-3; PUC RE-64;
Tr. 975-979, 1000-1015. ’

Duquesne's responses, at Dug. Ex. 30P-3, e
-PUC RE~64 and Dugq. Ex. 30P, PUC RE-2,
describe in detail the adjustments
composing these revisions. The. $11,680
L . budgeted increase in line rental payments
- is intended to normalize over twelve
: months the $35,040 budgeted for nine
: : months use of lines relating to the
i ) ~ » Harding-Mansfield lighting facilities
' (scheduling in service April 1984 but
' actually placed in service on June 1,
1984). The $116,760 net budgeted : e
increase in line rental receipts is the »
difference between a $252,502 reduction.in
receipts. (attributable 'to a revised in
services date from February 8, 1984 to
the summer of 1985 of BV 2 for which
the Hanna Loop line is required)- and
a $369,262 increase in receipts (due
tofan understatement in the budget
. projection for the Beaver Valley-Collier
. ' - transmission line rental receipts).
o - Tr. 975-976. ’

Staff witness Kalbarczyk has recommended

"that net transmission line rental claims

submitted in utility witness Irvin's ‘ »

direct testimony, Dug. St. 19, p. 24, v

be reduced to reflect Duquesne's re-

visions in further direct testimony by

Mr. Irvin and his response to Staff

interrogatories. The net reduction in

. the cost of Respondent's transmission #

’ line transactions is $105,080 ($11,680
. increase in line rental .payments minus
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$116,760 net increase in line rental receipts),

IS St. DMK-1, p. 10; TS Ex. DMK-1, Sch. €. .
. This $105,080 net reduction was subsequentl
- reflected in Duquesne's revised Statement

of income. Duq. Ex. 2H, pp. 3, 8. '
Main Brief, pp. §7f68. Since'thelCompany has éccedéd to the
appropriateness of this pProposal there is no contest with
regard to this item. However, since we have rejected
Duguesne's updated Exhibit 2H as. a point of beginning, it -is
necessary that we make an expense adjustment for this. item, -

L4 4 » . N

T. Inflation Adjustment.

The'Staff has proposed the use of a 3.9% iﬁflation
rate in lieu of the 5% rate allegedly used by Duguesne, 1In

it3j7§in Brief Duquesne stated:

In the preparation of the Company's 19gs
operating budget the Company's budget
department Suggested the use of a 53 \
inflation rate if the individual departments
did not have a Specific increase to _ .
‘reflect (Duquesne Ex. No. 30I-2 and
©30L-2). As indicated in Duquesne
Exhibit No. 30Q-3, most departments
applied more’ than one inflation rate
depending on the expenses involved.
- with some being above 5% ang some below
5%. In certain instances where the
increase was 5% or greater it was
not necessarily the result of an
inflation factor but rather the result
of changes in the scope of work etc,
A review of Duquesne Exhibit No. 300-3 )
shows that almost every department
had areas where less +han a 5% increase
was used and where a greater than 5%
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 preparation process, indicated that ‘he wished to know what

‘that what counsel sought was”almost impossible to provide,

introductory statement:

. increase was used an explanation
the increase is’set forth in the ‘ .-
exhibit. (Footnote omitted)

(Emphasis added). ;

Main Brief, pp. 145-146.

. We should note before proceeding that, at
Transcript pages 573 et -seq., Staff gounsel, during the
cross examination of Company witness Taylor as to the budget

inflation factors might have been used for or within each
department, when they were used, and if mo-e than one factor
was used what they were, Counsel for Duguesne indicated

but that he would go to the Company and determine what could
be obtained. Staff counsel then mgde his inquiry a fecrmal
discbvery request, requiring a respgQnse within five days 1if
there were an objection. 'No_objectidﬁ appears-to have been

lodged. |

Duquesne Exhibit 30Q-3 contains thé following

Y
Y

.Given the Company's reorgarization and
limited.time frame, it is not possible
to list all of the inflation factors used
by each department for each FERC account
- number. However, as examples of the way
in which inflation was considered in the’
budgeting process, the Company has ' \
selected certain departments which | ’
‘utilized factors greater than 5% and/or
reflected increases qreater than 5% and
attempted to provide additional detail
as to these departments budgeting pro- ‘ 4
cess, Information with respect to
these departments is set forth on ‘
pages 3 and 4 hereof. (Emphasis added). : !
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Fbllowing-this'introduction data was providéd, of
which the follow is an example;
Inflation Factors used in the 1984 Operating Budget

For Expenses Other. Than Fuel and Labar®

s
1984 Budget
Inflation Factors

Less & Greater
Than Than -
5% 5% 5%

Qustomer Services Division

Industrial anqg Governmental
Services Dept.. : X ' X
Commercial Serviees Dept. ‘
Technical, Research and

Planning Services Dept.

' Rate Dept.,' .
Residential Services Dept.
Customer Service Dept, '

Area Development Dept,

>
o
<
9.

XXX XX
Noxomoxox

Fiscal Division

Secretary's ept.

Budget Coordihation Dept.
Internal Audit Dept. }
Treasury Dept, : X -
Accounting. Dept. ' ,
Systems  and Procedures Dept, ] X
Vice President's Office o ‘ %

KXX‘
=
<

-~
<

Legal & Corporate Communications‘

Governmgnfal Relations X
Legal o X
Corporate Communicationsg X
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‘Phis exhibit, such as it is, appears to have been -

the Companv's response to the Staff's discovery request As-

‘can readlly be seen, the exhlblt provides no more definitive’

information than that 1nf}atlon factars of 5%, or greater or
lesser than 5%, were employed to an undisclosed degree in’
the budget progess, for the selected departments for whxch
Duquesne chcse {(or ‘'was able) to provxde information.

4
.

In the absence of definitive information from

Duquesne regarding the inflation factors employed in®he

budget proocess (when a specific budgeting basis was nct’
utilized), it is understakdable that 'the Staff was not abxe
to approach the subgect of a.proper or reasonable inflation
factor on an item by item basis. Laboring under the
disability of a lack of information, Stéff witness

S 8
Kalbarczyk (S+taff Statement DMK-1) testified as follows:

Q. . Mr. Kalbarczyk, what is vour understanding
4 " of the company's.filing with regard to
" inflation?

A, The company, in response to Interrogatory
RE-36, indicated that in preparing the 1984
Operating Budget a 5% inflation factor .
(for items other than payroll) was

. suggested to be used by its departments
for purposes in this rate case proceeding.
During cross—examlnatlon it was ledrned
that some departments may have used a-
lesser or greater amount than 5%. It is
my understandlng that only if cost exceeded
a 10% level in the budget year when com-
pared to the prior year actual would top-
level management conduct a detailed review
of the individual department's request. As
of this date, the company and its individual
departments have not been able to identify
‘the exact inflation percentage rate used,
‘operating dollars it was applied to, and
the actual dollars representing inflation
in this filing.
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what is your recommendation regarding the
5% inflation rate suggested by Duquesne
Management?

Based on in-house data shown on Schedule 7,
p. 2 of 3, which has been provided to me,
by the CommlsSLOn s Bureau of Rates, it

is my opjinion, the approprlate inflation
rate for 1984 is 3.9%.

Q. Please explain your adiustment of $1,354,000
which you are proposing on Schedule 7.

A, Yes, if we 1ook at Schedule 7, the position
that I have taken is the companyv claim,
exclusive of fuel and wages, includes s
a 5% inflation factor. In my opinion, the
net amount of Operating Expense, exclusive
of fuel, wages, and Staff Adjustments, as
shown on Schedule 7, is in the amount of
§129,219,000 which 1ncludes a 5% inflation

factor. Applving my proposed 3.9% level
of inflation would allow an operating
expense level of $127,865,000. Thus,.

an adjustment of $1,354, 000 is approprlate.

“8taff Statement DMK-1, pp. 10-11.

As to the assumption that all expenses other than
essentially fuel and wages includes a 5% inflation factor,
we would respond to the obvious‘challenge that there is ne
basis for such an assumpticn, that it is a matter of recordn
that all departments were told by thé budget department o
use a 5% 1nflat10n factor unless they had some basis for
employing some other methodolgy, and Duquesne has not
indicated fhe extent to which the 5% factor was used or not
used, either through design or an honest inability to do so.
We do not believe that a utility should be able to prevent a
review of its budget process, which is the foundation of its
test year claim, by its lnablllty or fallure Lo respond to
requests for 1nformatlon. Consequently, in such instances
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 where the utility does not respond, the only alternative is
to- make the most reasonable assumption pdssible under the

gnder these
‘f¥ a 5% inflation

enurerated

¢

categories excluded, is reasonable.==" @& also conclude
red by

that the 3.9% -inflation adjustment utilired
Mr. Kaibarczyk is reasonable. We theref;?é conclude that

ould be made.gi/

.circumstances. Here we believé, that
circumstances the assumption that theye
factor in all expenses, other than those

4/

the adjustment is reasonable and that it

u. New Customer Expenses

The Company has claimed an increase in o?erating
expenses of $96,424 related to new customers. This amount
was derived from a factor of 4.18% applied to the increase
'in revenues from new customers of $2,306,7861 Duguesne
states that the factor was derived frem "the formula acdopted
by this Commission at R-80011069" (Main Brief, p. .47.)
Duquesne apparently has reference to mimeo page 44 oI the
Commission's.Opinion and Order therein, at which the
Commission adoptea a Staff proposed adjustment (recduction),
to Duquesne's claim therein for additional administrative

4/ In this instance we are dealing with onl§ 35% of
T the operating expense claim. Total expenses claimed
were $368,647,000. Excluded were: (1) fuel $145,370,000;
(2) wages and salaries $90,274,000; and, (3) expenses
for which specific Staff adjustments were recommended
$3,784,000. The remaining expenses subject to this
Staff adjustment are only $129,219,000.

The ALJ recommended against the Staff's proposed

adjustment. .The Staff has excepted. We grant- that

exception. ‘ ' '
v

E




‘and»generaloexpenses essociated with an increase in-the
nuﬁber of .é;ustom_ers° The”Commission stated there thaﬁ the
“foundation of Staff's adjustment is that these expenses dc
not increase in direct proportion to the increase in number
of‘customers. Duquesne characterizes its methodology as a
"formula, which was originally developed by the Commission
- Staff...."™ (Reply Brief, p. 148). When we review
-Duguesne's Reply to Exceptions we see that it now :
characterizes its methodology as "consistent with prior
Commission directives in prior Dugquesne proceedings,"

o

(Reply Exceptionsf p. 32). . Thus, Dugquesne has changed its
characterization of its methodology from "a formula adopted
by the Commission" to a "Commission directive", We find
that it is neither of these. In the pfoceeding at

' R-80011069 the Staff chose to challenge only a portion of
Duquesne's claim. In doing so it used a methodology to
quantify the maximum allowance which could be considered
reasonable. The Commission accepted the staff's proposal
and stated that "the Réspondent has failed in its burdeh of
proof as to an adjustment in excess of $129,049." fMimeo,

¢

p. 44). We would characterize the Commission's action '

there, at the very mosty as merely establishing a limitaticn
upon Duquesne's claim, not establishing a right on the part
of Duquesne to anything up to that limit. The fact that
Dugquesne recelved any allowance there at all is prlmarllv
result of the fact that the Staff did not choose to
challenge the claim in its entirety. Thus, Duquesne's
methodology here is not an established, Commission adopted
and approved methodology as Duquesne urges.,
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Turning. to the methodology we find (Exhibit III,

Item III-D26) that Duguesne has performed the followlng

calculation:

: Rsvmues\ - Por Books
Revenus Adjustments
Ad justed Revenues

Other Expensees
Trenexiseion
Diatribution
Cuatomer Accounts
Customer Service
Sales Expense

Total

Other Expenses (Loss Labor)
Adjusted Revenuss

4

Estimatad Additionel Other Operating Expense

(000 Omitted)

Opereting Expengae Exclusive of Produtian .
Expanees & Agministretive & General Expenses

Revenues f £ce I’E\cruua in Nusber of Customers

Percent

€stimated Increase in Othor Operating Expenses

Tatal © - gueluding
Per Books L abog Labor Agvenuas
$ 887,210 -
(107,215)
$ 179, 995
§  s,667 8 1,106 - § 4,53
34,939 18,477 16, 462
22,18? 11,819 10,370
2,599 1,633 966
499 . 266 233 '
$ 65,893 ; - 3)!299 $ 32,598 g 779!995
$ 32,394
$ 779,995 4.18%
===
) § 2,306,786
! - 6.18%
- § 96,426
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Based upon our review, we conclude that the methodology

utxllzed lmplles or assumes that transmission, dlstrlbutlon,

. customer accounts, customer service and sales expenses

1ncrease in direct proportlon to 1ncreased revende. We find
no rational direct relatlonehlp between these expenses and

96/ ©
operating revenues.=—

v

L4

. The OCA proposed a- dlsa’lowance of this claim
The ALJ recommended against the OCA's proposal with llttle s
discussion. The OCA has excepted. We Rave reviewed the
OCA's erception and Dugquesne's response theretolas well as
the pertlnent portions of the record and find ourselve:
unsatisfied in :two important regards, First, it is
difficult to believe that theré was not some customer growth‘
assumptioh.uéed by various departments in preparing their
budget for the test year if the depaftment;s»expenses are
number of customers sensitive. Duquesne's proposed
adijustment présumes that the budgeted test year dc=s not
contain:sudh assumptions, which we do not find to be
established fact. Second, assuming that the budget
assumption was no customer growth, and assuminq that these
categorles of expenses are sensitive to the number of
customers, we: find no rational direct reldtlcnshlp betwepﬂ
the categories of expenses with which we are concerned ard
an increase in revenues. Accordingly, we conclude that.
Duguesne has failed to meet itgs burden of proof as to this
proposed adjdstment and we will adjust its claim |
accordingly. The OCA's exception is granted.

"~ ’ e
[

96/ We could possibly accept a more or less diréct re-
lationship between expenses and number of custcmers,
but not with kwh sales and certainly not a direct

relationship with revenues. ;
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v. Additional Claims
As to these matters the ALJ reported:

There are twd additional but related claims
which Duquespe wished to make in this pro-
ceeding and which it seeks to be allowed
even though not reflected in Duquesne Exhibit
No. 2H. They are related to cocts imposed
on the Company by government action. In
July 1984 Senate Bill 987 became an enacted
law. This Act is called the Radiation
Protection Act, and as a result of this

Act, Duguesne is required to pay §l42,500

to the Commonwealth of Pennsylvania. A
similar act, i.e., the Ohio Disaster

Agency Act, 'requires payment of $33,250 to
the State of Ohio. (Duquesne St. No. 31N-1) .

Recommended Decision; pp. 97-98. The ALJ recommended
approval of these claims. ‘The OCA has excepted.

12

The matter of these claims was first mentioned in

the Respondept's‘Main Brief, pages 163~164. They were not

" included in Duquesne's update income statement, Exhibit 2H,

~ which we.have rejected.

There is no evidence in the record

with régard to these items. As such we find no basis for

the allowance of these late claims. Since these claims are

" not reflected in Duquesne's income statement we need not
make-any‘adiustment. The OCA{s exception is granted.

WB

CAPCO Displacement Training Costs

v

Wwith regard to this matter the ALJ reports:

o -
In the course of constructing Beaver Valley

‘Nuclear Unit II, (BVZ) a CAPCO power station
- operated by Dugquesnc, certain employees
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from the Duguesne’'s e'xistirng power stations ‘
were eligible to bid and accept positions

at BV2 through the internal bidding pro-
’ cedures of Duquesne. This Created fjob
openings 1in Duquesne's ‘existing power
' . stations which will be filled by new
j - employees. 1In partial recognition for
! the reduced level of productivity in
} Duquesne's existing stations caused by
| [ replacing experienced workers with new
{ ‘ - employees requiring on-the-job training,
; _ the CAPCO companjes reimbursed Duquesne in
i .
i
1
1
i

.the amount of $481,220.

Duquesne initially credited Account 557,101

! ¢+ (Other Power Supply Expenses) against the

. '~ expense which it incurred asta result of

‘ the loss in productivity, However, the
credit was.removed for purposes of this
.case under the ratipnale that the' training
costs are non-recurring.

Recommended Decision, p. 62. _ ' |

.7 .
Both the Staff and the OCA opposed the Companv's

. ratemakipg adjustment to this account. Staff witness
Kalbarczyk testified &5 follows:

*

1 In my opinion, the revenue received from

these CAPCO companies in the amount of

$481,200 should be included, Althdugi

the Company during cross~examination

implied that the loss of productivity

can not accurately be traced, the fact

remains that CAPCO as. a Jroup has noted «

and recognized this problem. Moredver,

the CAPCO companies devised a method to

allow the operating company some monetary

Compensation to cover the loss associated

with the loss in productivity. Thisg ' .
loss in'productivity‘effects [sic] .
Duquesne's fully owned and operating, '
plants. ' These costs are being recoveregd
from Duquesne's customer. Thus, sthe
appropriate method is to include these
revenues- in the amdunt of $481,200 in

-

|

. .l
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‘offset to. these costs.

.

- Staff Sﬁatement‘QMK~l,’p. 8. The ALJ agreed and reccmmended

an adjustment. The»Cbmpany has excepted. 1In its exception

Duquesne states: } -

Duguesne excepts to the Recommended Decision's
$481,200 adjustment increasing net operating
_income9§9r C. PCO displacement training
costs.— In disallowing the Company's
adjustment, the Recommended Decision. refers
to reduced levels of productivity. There
is no evidencsagf any .actual reductions in
productivity.=—" The theoretical concept of,
CAPCO displacement training costs has
‘existed for approximately 10 years.
During many of those years Dugquesne was
paying such ccsts and not claiming them.
‘for recovery in rates. To now reflect
the monies received for these costs in
their entirety is inequitable, especially
‘considering the fact that over the last *
ten years Duguesne expended $1,045,393 for
+ ~CAPCO Displacement Training (Duguesne
Ex. 30Q=-2) which were not recovered, If
revenues relating to CAPCO displacement
training are now to be reflected, then

97/ . To the extent that this comment is read as ‘the ALJ
having made a net operating income adjustment of
$481,000 it is incorrect. The ALJ made a revenue
adjustment in this amount, which should have been
an expense adjustment. .
8/ Whether there’is or is not, the reimbursement assumes
that there is and the assumption appears to be reason-
able. If we are wrong Duquesne stockholders lose a
windfall. If on the other hand we were to assume

that there was no reduction in efficiency and are
wrong, ratepayers loose the benefit of a reimburse-
ment to which they haye,a‘legitimate claim,
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the related expenses which Duquesne itself
has incurred should be allowed to be
recovered via an appropriate amortlzation.

Exceptions, pp. 17-18.

Most of what Duquesne arques in this exception are
matters which gllegedly occured'years in the past. Matters
regardlng what Duguesne has or has not claimed in past years

is, in our view irrelevant. We specxflcally reject f
Duquesne's argument regarding equity, based upon its

| decision not -to make claims in past proceedings.

Flndlng no merit in Duquesne's exception, it is- denled We
shall adopt the ALJ's recommendation and make the

adjustment.

n




\

VI. TAXES

A, ?Excess State Tax Adjustment Surcharge Revenues

The State Tax Adjustment Surcharge (STAS): was
authorized by the Commission by Order dated 1970, in order
to provide utilities w1th a method to recover promptly,
increases in the Capltal Stock Tax, t}e Corporate Net Income

‘Tax, The Gross Receipts Tax and the then new Public Utility

Realty Tax. Utilities are requlred to file a recalculated
STAS factor annually and are also customarllv required %o

file a recalculation in conjunction with the filing of new
tariffs at the conclu51on of each rate increase proceeding.
The Commmssxgn s .Order establishing the STAS procedure

states that the surcharge was established "so as to prevent

over compensation.for the increased [tax] cost... and %o
lager review each public utility situation to. enable us to
require refunds or other remedies to customers in any
appropfiafe case." (Order, p. 2)

The 0OCA asserts through its witness Larkin that
during the historic test vear, Duquesne had an -
overcollection of $490,570. The OCA states that "this
matter should not be ignored in the establlshment of base

‘rates in thxs case.” (Main Brief, p. 154) Theé OCA proposes

in the alternatlve that "if the Commission believes that it
is not appropriate to reflect this overrecovery in the.
current proceedlng, then it should establish that this

© $490, 570 shall be deducted . from Duquesne's State Tax

Adjustment Surcharge when this rate is reestablished for the
period beginning April 10, 1985" (1d).
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Duguesne has not challenged Mr. Larkin's
calculation. Duquesne has responded to this issue in its
Main Brief, as follows:

The STAS is subject to both over and under
recoveries. Taxes like other expenses are
not generally monitoréd to assure a dollar
for dollar recovery of what has been allowed.
In fact, to do so for just taxes is punitive
and absurd. If revenues go down or expenses
go up then net operating income declines and
so do taxes. The effect of Mr. Larkin's
theory is the lower a company's net operat-

- ing income, the lower income taxes it

-will pay and the more STAS collections it
will have to refund to its customers.
‘Id. See also Duquesne Exhibit No. 31L.

The OCA's adjustment which is based uponr
a single year's experience‘and a single
expense account is arbitrarv, unconstitutional
and unsupported in this record. Until -
the Commission is prepared to monitor both
revenues and expenses in respect to each
individual revenue and expense account
‘and make adjustments for over and under
.collections, the OCA's contention is
arbitrary and unreasonable. Furthermqre,
. the OCA's proposal would result in a
flow back being built into base rates
withqut any evidence of futgg; and.
continuous overcollections.,== g\
- (Emphasis addition).

13

Main Brief, p. 166. As to the Company's assertion that such
an adjustment is arbitrary and unreasonable, untll this
Commission is prepared to monitor both revepues and expenses

with respect to each individual revenue azﬁ expense account

. 4

99/ Duquesne does not either explain or argue its assertion
of arbitrariness and unconstltutlonallty. “AS to the

assertion of lack of support in the record, we find

support in Mr., Larkin's testimony.- 4

A
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and make adjustments for over and under'collections, we
disagree. The. energy. cost rate of electric utilities has
singled out fuel expenses for just this finite type o*
accountlng treatment, and we have. heard few complalnts from *
utilities about this procedure. Additionally, when

utilities initially filed for recovery of the then new tax

expenses, that ‘act, in our view, constituted their”consent

to a reconciliation type accounting procedure. We reject
Duguesne's objections.

9 In addition to taking the position that there *

: should be no refund at all, the Company has also. taken the

p051t10n that STAS matters should be kept separate from basev
rates., We are inclined to agree.

_ The ALJ's discussion and resolution of this matter
is as follows:

We must not be rhained by procedural
niceties in this matter so as to prevent 3
us from renderlng substantial justice.
Our goal is to make a fair rendition. .
The Company here seeks an increase in ‘
the rates it seeks from its customers.
mhe Commission's Order of June 1,. 1984,
which initiadted this investigation,
stated "That this investigation shall
include considerationiof the lawfulness,
justness, and reasonableness of Respoudent s
existlng rates, rules and regulations.”
It is not denied by Duquesne that it
overcollected $490,570. under STAS from
its. ratepayers in 1983 We cannot ignore
this matter in the establishment »>f base
rates in the case. Fairness requires that
this over-collection be refunded to rate-
payers by whatever means, We recommend i
that the over-collection should be a : )
" reduction to the allowable revenues

allowed, as a simple solption. If the

L]

F3
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Commission should determine that it is

not appropriate to reflect this over-
recoverv in the current proceeding, then

we recommend, as advocated by the Consumer
Advocate in the alternative, that this
$490,570 shall be deducted from Duquesne's
State Tax Adjustment Surcharge when this

rate is reestablished for the period
beginning April 10, 1985. (Emphasis omitted).

Recoﬁmended Decisioﬁ, PP. 101-102.

The Cémpany'has.excepted. The substance of its

exception is a follow:

' ' ' Duquesne submits that this adjustment is
i inconsistent with the STAS procedure and : o
' with treatment afforded other expenses in # oo

base rate proceedings. : ’

The STAS is subject tc both over and
under recoveries, without any provision

~ for 'reconciliation similar to the

, adjustment factor found in the ECR. Taxes
1ike other expenses are not generally
monitored to assure a dollar for dollar
recovery. The 1983 calculation which was
the OCA's sole basis for imputing an annual
overrecovery of $490,570 represents only
approximately 1% of Duquesne's total STAS ¢
expenses., This adjustment ignores the fact
that there was a more than 10% shortfall in
Duquesne's 1983 return which obviously
affects certain of the taxes Duguesne,
pays. . The STAS is in part dependent on
net operating income which decreases as
costs increase resulting in a reduced
income tax expense. .The more:expenses
~exceed those recovered in rates and the

- greater the earnings deficiency, the more
income taxes are overcollected through the
STAS. If Duquesne had no income, it would
have no income taxes and obviously the
STAS would overcollect. It is this very
.phenomenon which frequently results in
Duguegne paying less income taxes than

*
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. N .
it otherwise would have, had it earned

the return to which the Commission said it
was entitled. (Footnote omitted) .

H

Exceptions,<p.'36. ‘'While it .is not free from all doubt, the

’

thrust of the Company's exception seems to be directed
toward the«ALJ{s‘prcposed.base rate reduction, ¥ather than

. his alternative'proposal. Tpis conclusion is bolstered by .

the Company's citation of the Commissién's decision in Pa.
p.U.C. v, Mid-Penn Telephone Corp., 52 Pa. P.U.C. 405, 419.

(1978) wherein the Commission rejected a Staff proposed ' !

reduction to revenue requirement, in a base rate proceeding,
on the basis' that there was no evidence of future and

continuous‘overcolleciion.lggl.

As to the contention that this adjustment ignores
the fact that there was a chortfall of 10% in Duquesne’s.

1983 return, we supposé that this is a wav of rerewing the

. &

Company's contention in its Reply Brief that the ultimate
test is whether-:the Company earned its authorized rate of
return. This type of argument is frequeﬂ%ly'offered by
utilities, that.is that no refund can properly be required,
under ahy,éircumstances, if the utility has not earped i*s
authorized rate of return. This contention has been " '
generally rejected by the ,Commission, especially in recent
yeérs. We do not find such an argument persuasiﬁe here. 1In
different circumstances, we ﬁight devote mores attention to a
response,_but here in our view, Duquesne, when it first
availed itself of the STAS ?rocedure, consented to be bound

by all the terms and conditions of that order, and as has

u "

00/ We kelieve that the concern there was that if such
a refund was reflgcted in base rates, an overcol-
lection refund co 14 easily become an .overrefund.
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‘been said we have concluded that Order clearly envisone% the
possibility of "a refund sdbh as proposed here.

We' deny the Company S exceotlon. Left for our
consideration is the method to acrompllsh such refund As }
we 1nd1cated above, we agree w1th the Company that it is
] 1nappropr1ate to incorporate thls adjustment in base rates,
and we have concluded that a refund through the STAS i
procedure is an inherently more accurate® method. We shall

' so order.,
. .8

- B, Deferred Income Tax

The'Pennsylvania,Corporate Net Income Tax rate was
reduced from 10.5% to 9,.5% effective January 1, 1985,
Consequently, deferred 1ncome taxes collected and defexred
at the then extant rate of 10.5% will eventually be paid at

the rate of 9.5% (assumlng no change in the rate). Based |
upon this assumptlon there is an excess of deferred State

1ncome tax 1nxthe amount of $664,764. 101/ The OCA has i

proposed that thlS armount be refunded to ratepayers throuch |

the mechanism of a 3 year amortlzatlon.loz/ |

' ' [

t

I

In its Main Brief Duquesne argues:

v

/ The ALJ's figure of $644 764 is incorrect.

101

102/ This proposal is similar to the action adopted by
the Commission with regard to excess deferred Federal
Income Taxes at Pa. P.U.C. v. Duguesne Light Co.,
R-821945, 57 'pa.” PUC. 1, 33-39% (January 1983), in
~which instance a three year period was adopted.

o~
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. ¥
The change in this accounting treatment
proposed. by the OCA is contrary to Ac-
counting Principles Board Opinion No. 11
. and. FPC Agc0unting Release AR-2 dated
August 31, 1965, which dictates that when
a change in tax rates takes place, the
deferted amounts accumulated shall be
- returned at the same rate as was originally
used to defer the amount in the account
‘(Duquesne Ex. No. 32L-2) . :

Anothefr important point is that given the
* in service dates of significant recent past
plant additions prior to -their reflection
in rates, what Duquesne would be required
to flow back to the ratepayers under this

proposal would pe deferrals which the

ratepayers never paid for.

The OCA's adjustment is arbitrary .and

unreasonable and should be rejected.

Main Bfief, p. 165.

_As to the Acéountinq Principles Board Opiricr
No. 11 and the FPC Accounting Release AR-2, we have chcsern
not to follow them in the past and we do so again. . As tO
" the matter of ratepayers not funding certain deferrals,

Duquesne has not referred us to evidence oI record on =his

subject and we are aware of none. We cannot accept

Duquesne's bare assertion that the adoption of the OCA's

proposal would require that it fiow back to ratepayers

vdeferrals which the ratepayers never paid for," and we

reject this argument.lgé/

)

103/ Duquesne must understand that we are limited to the

matters of record in this proceeding. AsS such, we
cannot degide issues based upon purported assertions
of fact rzgarding matters not before us in the record.

¥ 3
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' The ALJ recommended adoption of the OCA's proposed

adjustment. The Company has excepted. That exception

-cénsists solely of a repetition of the two argumen*s
propounded by’Duquesne, quoted above. ‘The‘exception is
denied. Consistent with the Commission's decision in Pa.
P.U.C. v. Duguesne Light Co., R~-821945, 57 Pa. PUC 1

' (January 1983), regarding Federal Income Taxes, we adopt the

0CA's proposed adjustment and reduce ékpenses by $221,588..

w“

é. Ohio State Property Taxes

¢

The ALJ.did not address' the subject of the dCA’s
proposed disaT¥owance of $103,313 representing Ohio State
Property Taxes related tp Perry Units 1 and 2, and the OCA
has -excepted to such omission.

The pbsition of OCA witness Larkin was that since
‘these units were not yet in service the taxes applicable to
the properties should be bapitalf;edkrather than expensed.
The OCA relies, in part, upon the provisions“of the Uniform
System of Accounts, Electric Plant Instructions 42 !Cverhegﬁ

Construction Cqsts),lgﬂ/ (18 CFR Part 101)

' In its Main Briéf, page 163,4Duquesne states that N
Ohio property taxes are current expenses and, similar to

104/ See also Instruction 3 "Components of Construction.
» Cost®, (16) as follows: "'Taxes' includes taxes on
. physical property (including land) during the period
- of construction and other taxes properly includible
in construction.costs before.the facilities became
available for service."
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expense associated with this cwip Project should not be

proposed adjustment, grant its exception, and shall reduce

v B
property held for future use, "sheould be included in the"
ratemaking,determinatioq.“

_The OCA's exception merely asserts that this

charéed to ‘customers as & current expenses. The Combany's
Reply Exception reiterates the statements in its briefs that

this expense should be allowed. -

We see no reason to deviate from the guidance
provided in tﬁe.provisiohs‘of the Electric Piant
Instruyctions, of the. Uniform System of Accounts, quoted in
the footnote above, Accordingly, we adopt the OCA's

expenses by $103,313,

D. ”jNormalization vs. Flow Through

With possibly the sole exception of rate of
return, the subject of normalization vs. flow through of ~
income taxes, has produced more testimony, prompted, more
briefing, engendered more argument, created more
controversy, raised more passions and consumed more time

than any other subject in ratemaking. It is with no great

enthusiasm thaﬁ we embark yet again upon a dis¢ussion of

‘this subject.’

Perhaps the best point at which to begin is to
provide an overview of the legiSIative provisions regarding
liberalized depreciation and its progeny, deferred income

taxes, 4 ~ t -
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‘The Internal Revenue Code has always permitted an
allowance for depreciatioh on. business or investment
property to be used in determining a business' ‘taxable
1ncome._ Prlor to 1954, the only permmssmble basis' of
depreciation was st:alght line depreciation under which the
cost of the depreciable property whs written off in equal
installments over its useful life.

The Internal Revenue Code of 1954 provided that
businesses,‘including utilities, ¢ould accelerate this °
depreciatidn allowance by taking larger amounts in early
years with offsetfing lesser amounts in later years. There
are several accélerate&vdeprecia#ion methods, the most
common of which are thé Double Declining Balance and Sum of
the Years Digits methods 105/

In 1969, Congress enacted the Tax Reform Act of
1969, Section 441 of which placed certain restrictions on

the use by utilities of liberalized depreciation for tax

-

. o ,
1. If a utility had been using straight~line

purposes. They were:
depreciation for tax purposes, it was not permittecd o
switch to a liberalized method for property installed prior
to 1969, and for post-1969 property it. could employ a
liberalized method only if it normalized the deferred taxes.
2. If a utility had been using a liberalized
method and normalizing the tax difference it was required to

continue to do so and could.not switch to flow=-through.

.

3

105/ The 1ntr1cac1es and advantages of the varlous methods

ez

are not germane to our discussion and will not be’
addressed.

]
o
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3. If a utilitj Qad been using a liberalized
method and fldwing through rather than normalizing they were

permitted to continue to do so.
A
In 1981 Congress enacted the Economic Recovery
Tax Act. This enactment provided that for post 1980 -
additions, an accelerateg form of depreciation could be
utilized for the purpose of calculating income taxes, only
if the tax. effect thereof is normalized for ratemaking

purposes.

No claim is made by Duquesne that any of these
Congre551onal enactments control or concern in ‘any manner -
the ratemaking treatment .to be accorded deferred State
income tax.

Nelther the OCA nor any other parfv has advocated
flow-through of the tax deferral effect of the ACPSLQE/
method for post 1980 plant additions. Thus the test year
taxes involved in the normalization vs. flow—through issue,
as quantified by OCA- witness Larkin, are: .

v

06/ The Accelerated Cost Recovery System was a provision

: of the Economic Recovery Tax Act of 1981,
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Duguesne Light Compapy
Deferred State & Federal Income
taxes not included in Cost. of Service

S For the Year Ended December 31, 1984
o . ‘ Deferred " Deferred

Line ' : ' " Federal . State

No. Income Tax Income Tax

» (1 _ (2) .

1 Account 282 ADR $2,620,800 $668,400

5. Account 282 Post 1969 "~ 3,554,200 906,500

Property :

1 '3 Account 282.Acce1erated - | ;
| Cost Recovery Svstem - 3,102,900 C
| 4 Total : 56,175,000  $4,677,8008

.
e ———————————————— _.—.——r———-—-- '
i

£

'OCA Statement 2, Schedule 22.

The staff has advocated the flow through of only L
the deferred State Income taxeés, in accord with our action |- |
;n Pa. P.U.C. v. Columbia Gas of PA, Inc., R-832393 (Pncus*
27, 1984) “Thé '0CA has proposed flow .through of State and
Federal Income Taxes to the full extent which, it concludes,

is permitted by law. That includes all deferred FederaW o
Income taxes except those under the ACRS method regardéing
post 1980 additions, as reflected in the table above. The

Company advocates full normalization of both Federal and
. State income taxes. ’

[
<

The briefs of the partles are filled with -the
customary ‘arguments which have been propounded for over a

fb7/ The staff has provxded the«sligﬁ%ly different staté N
1ncome tax figure of $4,579,607. _ - ,
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decade. yhere,are arguments as to whaether there"is merely a
jeferral of taxes or an actual tax savings. All manner of

customer'benefits and customer detriments are argued. The

Commissibh commented on these benefits and detriments in the
decision at R-80011063, February 1981, and summarized them

as follows:

Normalization has its advantages and _
disadwantages. As pointed out by the ALJ, ;
normalization'prgduces the following tax : i
benefits: - :

1. it increases the level of intérpal
. funds and reduces the need to go
into the capital markets;

2. it does improve pefore income tax : _ o
interest coverage which experienced - :
over time may increase a firm's first
mortgage bond rating, resulting in
‘a  lower debt and common equity cost
rate; '

«

3. it benefits ratepayers where .
accumulated.deferred taxes are
deducted from the measures of
values; and . - .

" ]

4. it spreads the tax depreciation
benefit evenly over the period the
property will pe used while avoiding
discriminating between ¢urrent and’ ’
future ratepayers.

" on the other hand, normalization
, o b

1.  forces ratepayers to become involun-
tary investors; :

2. forces the ratepayer to provide an

i Aadditional dollar to pay the resulting
increase in current federal and drate ‘
taxes for every deferred tax dollar ) i
provided by ratepayers; '




3. . produces 'an inequity'since the ratepayer
who pays in the first part of an asset
life may not be the one who bears [sic]

- the benefit of underpaying in the latter
part of the assets life, and, :

4. threatens to deny ratepayers a
chance to reap its (normalization's)
benefit for a minimun payback period
. - of 22 years, and possibly never if -
: inflation surpasses 10%. °

Mimeo, pp. 76=77.

As we view the matter of the'matter.of flow:
through vs. normalization, there is (as much as the
protagonists might wish it otherwise), ne® "right" side of,
or "correct"” resolution of the issue. A resolution of the
issue is esseptiai}y one ofﬁjudgment. While regulators and
‘appellate courts haverwaxed eloguently and at great length
in an effort to convince the reader that their . instant
resclution in a pariicular case is the "correct” decision,
it is "correct" only in the eye of the author and those
disposed to resolve the.issue'in'the same ‘way. But upon'
sifting through the rhetoric, the imp rtial reader, if there
be one,lisvdismayed‘to discover that the decision is not
pased upon an indisputable factual truth or immutable legal
principle. The bottom line is that the decision maker has
exercised thé best judgment available and has rendered a
decision which reflects a pure and simple judgment.

As noted in the priefs of the parties,.the
decisions regarding flow~through vs. normalization in prior
DuQuesnehproceedings (as well as those involving other

stilities) ‘have a decidedly checkered history. The OCA has
 provided the following history: . '




Mr, James Ellenberger, Controller of

Duquesne, has described the history of

. Duguesne's tax normalization in State-

- ' '~ ‘ment 8-2. Dugquesne first began normaliz-
ing upon its books of accounts the tax
berefits produced by using ADR lives

" beginning January 1, 1971. Duquesne
has also normalized the effect of using
the double declining balance method.

Dug. St. 8-2 at 10-14. More recently,
Duquesne has begun using the ACRS. tax
depreciation system as rgguired by~ el
law. Dug. St. 8-2 at 15, '

f

X % % % %

Duquesne first sought to "normalize"
its deferred tax expense in rates at
" R.I.D. No. 89 as filed April 30, 1973,
In that case the PUC decided that, even
though Duquesne had failed to elect
normalization, Duquesne would be &
. allowed to normalize  for tax purposes
. its use of ADR lives arld double declining l
balance accelerated depreciation., L
Order at 68-6%. "'In a later Order entered
February 20, 1981 at Pa. P.6.C. v.
Duquesne, .R-80011069, the Commission -
‘reversed its normalization policy and t
flowed through to ratepayers the tax . . |
| |
|

advantages of using .accelerated

depreciation and reduced Duquesne's

federal and state income tax -expense,

Order at 73-8l. Subsequently, in an

Ordersentered January 28, 1983 at

Pa. P.U.C. v. Duguesne, R-~821945, over , !
\\' the dissents of Commissioners Shanaman o ’ i

and Johnson, the PUC rejected any flow
through of accelerated depreciation tax
\ -benefits in that case. Order at 38-41.
' OCA ﬁéin Brief, pp. 134-136. There is probably no
| Satisfactory explanation for these conflicting decisions.
We would offer no explanation other than that they represent
' the judgment of the majority the Commissioners then '

4
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comprising the Commission, in the context of the facts and
circumstances of the particular proceeding,

o

Our decision at this time is to follow our most o

‘recent.decision on this subject in Pa, P.U.C. v.,Cqumbia
Gas of PA, Inc, R~832393 (August 27, 1984} and to flow
. through deferred State Income Taxes and to permit the

‘nqrmalization of all Federal Incomg.Taxes, We do not .
believe that we need extend this discussion and comment upcn
each point addressed by both the Company and .the 0Ca, we
agree that there is considerable merit in thejir arguments dn
their respectiye sides. On pehalf of our decision in this
“matter, we state that it represents our judgment as to the
best Salance between the clained benefits and detriments
from both sides. A

‘With regard to the adjustments which we shall
make, we adopt the figures pr0p6sed by th: Staff., we shall
feduce expensesvby-income tax -expense cof $2;472,988
($4,579;607—$2,106)619 increase in Federal Income Tax
expense). Since the reduction  in déferred Stgte Income Tax

e

adjustment affects the calculation of deferred Federal

Income Tax, the adjustment to the deferged tax reserve is in
a8 like amount. This results in a reduction of the deferred
inco;e tai reserve and an increase in rate'Base‘of theAsame

.

amount,. that is $2,472,988, .

The exceptions of the Company and the OCA to the.
ALJ's recommendation that we dispose of this matter in the

manner which we have, are denied,
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VII. RATE OF RETURN

A public'utility, is entitled to an oppecrtunity to
earn a fair‘raté of return on the fair value of its’ .
property. Pennsylvania Gas & Wwater Co. . Pa. P.U.C.,
19 pa. Commonwealth Ct. 214, 341 A.2d 239 (1975); Keystone
~ Water Combany Wﬁ{te Deer District v. Pa. P.U.C., 19 Pa,
Commonwealth Ct- 293, 302, 330 A.2d 873, 877 (1975):
Riverton ConsolidatedFWater Co., V. pPa. P.U.C., 186 Pa.
Superior Ct. 1, 130 A.24 114 (1958). Rate of return can be
defined as:’ l ' :

-

...the amount of money a utility earns,
over and above operating expenc<es,
depreciation expense, and taxes, expressed

‘ as a pepcentage of the legally established

. net valuation. of utility property, the rate
pase. Included in the ‘return' are
interest on long-term debt, dividends
"on. preferred stock, and earninrgs on
common equity. In other words, the
return is the money~ earned from opera-
tions which is available for distribution
among the various classes of contributions.

of money capital.

public Utility Fconomics, Paul J. Garfield and Wallace F.

Lovejoy (1964}, at 116. The return authorized must not be
confiscatory, and must be based upod the evidence presented.
pittsburgh v. Pa. P.U.C., 165 Pa. Superior Ct. 519, 69 A.2d
844 (1949). o '

- - Although it is acknowledged that the fair rate of
feturn and cost of capital are not always synonymous, we:
consider the "cost of capital”® approach to be one of the
important bases upon which a fair rate of return is
determined. Lower Paxton Twp; v. Pa. P.U.C., 13 Pa.
Commonwealth Ct. 135, 317 A.2d°917 (1974);. Pa. P.U.C. V.
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determining fair rate of return, we must exercise "inforred

DuqueSne Light Company, 54 Pa. PUC 695 (1981). In availing
ourselves of this generally accepted method: of arriving at a

fair rate of return, we, the ratemaking authority, first
examine the utility's capital structure to identify the

sources of the utlllty i capltal and- accompanying ratios.
We then ascertain the cost of each cgmponent, namely, the

‘cost of debt determined essentlallv by the annual interest

requlrement of the utility's bonds, the cost of preferred
stock, and, the cost of common stock (common equity),
determined by the return required to sell such ‘'stock upcen
reasonable terms ln the market; Pa. P.U.C. v. The Rell

Telephone Company of Pennsylvanla, 57 Pa. P.U.C. 639 (1983);

Pa., P, U.C., V. Pennsylvanla Power Companx,,SS Pa. P.U.C. 552
(1982). ' ' '

Regardless of the.procedure employed in

judgement”. As we stated in Pennsylvania Power:

The return finding should consider

the financial costs being incurred, so.

. thaf the utility has the opportunity

' to Pecover its present cost of capital

or to attract needed capital at reason-

.able cost. A fair rate of return for a

public utility, however, is not a '

matter which is to be determined by

the . appllcatlon of a mathematical

formula. It requires the exercise

of- informed judgment based upon an '

evaluation of the particular facts ‘ oy

presented in each proceeding. There '

is no one precise answer to the

questlon as to what constitutes a

proper rate of return. The interests

of the company and its investors are

to be considered along with those

of the customers, all to the end of

assurlng adequate service to the

public at least cost, while at .
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the same time maintaining the financial
_integrity of the utility involved.
(Emphasis added).

- Moreover, we must adhere to the legal constraints which
guide our decision.

2 : o
In the landmark case of Bluefield Water Works and

Improvement Co. v. Public Service Commission of West

virginia, 262 U.S. 679 (1923), the United States Supreme
Court addressed the issue 0£ fair rate of return for a
public utility. In Bluefield, the Court stated:

What annual rate will constitute ' “
just compensation depends upon many
.circumstances and must be determined ‘ .
by the exercise of a fair and enllghten- ' ~ ‘
ed 1udgement, having, regard to all-
relevant facts., dfhbllc utility is i '
entitled to such rdtes as will permit | '
it to earn a return on the value of
_the property which it employs for
the convenience of the public equal
to that generally being made at the o
same, time and in the same general :
part of the country in investments
in other business undertakings which
are attended by corresponding risk
~and uncertainties; but it has no
constitutional rights to profits . c _ !
such as are realized or anticipated
* in highly profitable enterprises or
speculative ventures. The return
should be reasonably sufficient to
assure gonfidence in the financial
soundness of the utility and should
be adequate under efficient and:® : i ;
. v+ . .economical management, to maintain é
* and support its credit and enable it
to raise the money necessary for the -
proper discharge of its public duties. . -
A rate of return may be reasonable :
at one time, and become too high or

<

- 152 -



too low by changes affecting opportuni=- .
ties for investment, the money market, .
and business generally. ’

1d. at 692-693.

in establishing the standards to be applied in
implementing the Federal Natural Gas Act, the United States

- Sﬁpreme Court, in Federal Power Commission v. Hope Natural
Gas Co., 320 U.8. 591 (1944), said:

.

3

The rate-making processj under the
Act, i.e., the fixing of "just and
reasonable” rates, involves a ' ¥
balancing of theginvestor and the
consumer interest '.... "[R]egulation
does not insure that the business
o shall produce net revenues."
(Citations omitted)

But such considerations aside, the
investor interest has legitimate
concern with.the financial integrity
of the coémpany whose rates are
being regulated. From the investor
or company point of view it is
important that there be enough’
revenue not only for operating
expenses but also for the capital =
costs of the business. These
include services on the debt and
dividends on the stock. By that
standard the return to the equity
owner should be commensurate with o
returns on investments in other
enterprises having corresponding
risks. The return, moreover,
should be sufficient to.assure
confidence in the financial integrity
of the enterprise, so as to maintain
its credit and to attract capital.

1d. at 603,

w———

As noted in these cases, we are required to
R

approve as just and reasonable, rates which will produce

; o v




revenues suff1c1ent to enable the utility to recover all
reasonable operating and maintenance expenses, deprec1atloh
and taxes. Addltlonally, the utility is entltled to have an
opportunity to earn an fa*rygate of return on the. capital
invested in the enterprise. Pa. P.U.C., v. North Penn Gas

- Company, 55 Pa.-P U.C. 425 (1981). We stated in Pa.
P.U.C. V. philadelphia Electric Co., 52 Pa. P,U.C, 772
(1978) o

']
Among the factors tp be con51dered
in determininc a fair return are
(1) the earnings which are necessary
to assure confidence in the financial
- inteagrity of the utility and to
maintain its credit standing; (2) the
' payment of dividends and interest;
and (3) the amount of the investment,
.. the size and Hature of the utility,
‘its business and financial risks,
and the circumstances attending its
orlgln, development and operation.

3

'Flnally, we fust engage in an approprlate balanc1ng of the
rates charged to the customers, for the serv1ce provided,

with the return to which investoxs in the enterprise are
entitled to have.an’ opportunlty'to earn. i |

A. Capital Structure

In ‘view of the absence of any controversy concern=
ing the accuracy of the Companyls proposed capital structure
ratios, the ALJ adopted these ratios for use in this o
proceeding. For the future test year ending December 31,
1984, Duquesne employed capital structure ratlos of 51. 3%
.long~-term debt, 10.5% preferrefl stock, and 38.2% common
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equity. We accept the accuracy of these ratios and shall

employ them in this proceeding.
% -

: s
B, Cost of Debt

’

Duquesne proposes a long-term embedded debt cost
of 10. 24%,1087 Although Staff accepted this cost rate, the
OCA proposed a downward adjustment from 10.24%.to 10.19%‘in
the Company S proposed debt cost in order to in&lude an
extraordinary gain upon the reacquisition of debt in the
calculation of the embedded cost of debt (OCA St. 1, p. 15,
sch. 5) | ’ | '

According to Duqnesne witness Brennan, the
Company's composite debt cost excluded the effect of a
$9.6 million extraordinary gain on a debt/ecuxtv excharnge in
December 1982 when Duquesne traded approximately 1.4 million
" newly issued shares of common stock for various outstanding’
'First Mortgage Bonds with a face value of about '
$29.8 million. Company witness Brennan explained the reason

for the exchange (Duquesne Statenent 12, p. "12):

t
I4

«ssThe’ Company, as shown by its Securities
Certificate ‘and the Commission's Order at
.S-824862, entered into the exchange of

common stock for debt for the sole purpose
of creating a gain so as to be able to offset
the loss incurred JAin connection with the
disposition of the assets of Allegheny

#
08/ No short-term debt was included in the Company's
capltal structure (Duq Exh. 12-A, Sch. 2).
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County Steam Heating Company (ACSH) so as

to minimize the financial impact and possible
. resultant increased cost of money to the
Company....

puquesne is of the opinion that offsetting the

loss by means Of the,debt/equity exchange gain reflects .good ’
business judgment. As support'for its assertion, Duquesne.

emphasizes that without the $9,600,000 gain, its reported

‘average earnihgé per share for 1982 would have been $.21

lower Or §1.75. Furthermore, in the absence of .the
debt/equity exchange, the dividend might have had to have
peen redpced, causingfa downward pressure on the stock

ptice, thereby resulting in a higher cost of capital. °

Finally, pugquesne contends that the debt/equity exchange

increased its common equity ratio and decreased its debt

ratiof resulting in a_ihprbved cash flow.

The OCA, however, maintains that the fact the .
Company incurred a loss on a totally unrelated transaction

does not justify dev}ation from accepted rules of Commission

ratemaking practice. According to the ochA, if the Company

wanted to recognize this 1982 loss, it should have proposed

ah amortization adjustment in its 1983 rate case.

- ‘ ' The ALJ rejected the OCA'S recommendation and

provided the following rationale in support:

In our opinion, the Consumer Advocate
places an inordinate emphasis upon form
as against the substantive merits of the
procedure utilized by the Company in -

its treatment of the debt/equity exchange
in relation to its debt cost. In our
yiew, the Commission dhould not reject
.good pusiness practices and prudent
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management practices, where such

activity is reasonable and appropriate
under the circumstances, solely upen the
basis that the utility has utilized -

novel or unusual procedures. The

: , Commission must place primary considera-

1 tion on the end result in establishing just
~ ' - and reasonable rates, rather than being con-
' . strained in reaching such goal by undue

N ' ‘ emphasis and application of procedural
niceties. Foér the reasons stated by ‘
the Company,.we find its application of the
debt/equity exchange in relation to its’

debt cost to be reasonable.

' The OCA filed an exception and emphasizes that +he
practice of including gains dén reacquired debt in the

computation of the embedded cost of debt is well estab-
lished. The OCA submits that this debt/eqﬁity exchange
results in a higher debt cost ﬁhan'Duquesne actuallv péys
and a higher equity cost due to the changed.capital
structure. '

L

We agreé entirely with the ALJ's resolution of
. this issue., Therefore, for the reasons set fdrth-by the
ALJ, we shéll adopt his recdmmended debt cost rate of 10.24%
for use in this proceeding. The OCA's exception is denied.

IS

C. - Cost of Preferred Stock

Duquesne claimed a preferred stock cost of 7.69%,

No party took issue'with this claim and the ALJ recommended
our adoption of this cost figure, Accordingly we adopt a
preferred stock cost of 7.69% for use in this proceeding.

e
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D. Common Equity

wWhen addressing the issue of equity returns, we
have come to expect a wide range of cost estimates.

Therefore, the controversy which surrounds the determination

of the cost of common equity in this proceeding is to be
expected. . Due to the extensive regord developed on this
issue, we shall not be able to note or»domment on every
supporting argument or criticism presented by the various
parties. However, this does not mean that we have not
considered the positions which are not specifically

addressed in the discussion below.

Before commencing our analysis of ‘the various
allowances urged by the parties, it is worthwhlle to
relterate our goal, which is to be falr to the stockholders,
fair to the ratepayers, and achieve a proper balance between
these two conflicting interests. |

~
‘ 'Presented below are the common equity cost rate
methodologieé and claims of the parties offering rate of
return ﬁestimony in this proceeding.

1. Duquesne
) .

Company witness Brennan recommended a 17.0% return,

on Duquesne's common equity. capital, based primarily on the
Discounted Cash Flow (DCF) and risk spread analyses.. '
Witness Brennan also considered earnings/price ratios and,

as a check on his primary methodolo>gies, performed a Capltal

-‘Asset Prlclng Model (CAPM) analysis. ' ~
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Witness Brennan gave primary weight to market data

'fof-Duquesne,"But also considered market data for the

' Moody's 24 Public Utilities, a Barometer Group of Six A
Rated Electric Comﬁahies; and a Barometer Group of Five Baa
Rated Electrib Companies. Rather‘thﬁh solely usihg a spot
dividend yield, witness Brennan also used an average
dividend Qie}ﬁ in his DCF computations. Mr. Brennan used
the following market factors: the spot yield on April 18,
1984 (15.5%8); the average vield for the twelve months ended
March 31, 1984 (12.8%); the spot yield reflective of the
next period growth in dividends (15,5%); and the average
yield reflective of the next period growth in dividend
{(13.1%). The average of these various inputs is 14.3%,'
which is the dividend yield component utilized by

..Mr. Brennan in his DCF calculation.

, . Mr. Brennan's groQEh factor wés,based on Value
Line's historical and projected dividend and earnings growth
rates for Duquesne, as;of April 1984, which are as follows:

. \ & .
Historic earnings growth rate - (3.0%).

Projected earnings growth rate - 3.0%
Historic dividend growth rate - 1.0%
" Projected dividend growth rate - 3.5%
Mr. Brennan contends that negative growth is not °
representafive of the fﬁture nor consistent with the DCF
concept which is forward looking.  However, Mr. Brennan did
' calculate two average growth rates, one excluding negative .
historic earnings growth rate, which is 2.5%, and one
including the negativé~growth rate which is 1.1%. (Dug.
" Exh. ,12A, Sch. 1, p. 3). Combining the average dividend
%yield of 14.3% with the average growth rate of 2.5% yields
an indicated common equity cost rate of 16.8%, The DCF
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4Duquesne s "transitional" growth rate fgr the next five
years would. be thé average of the 5.5% earnings growth rate
'and the 1.8% lelaend growth rate or 3.6% (Duq. St. 12,

calculation which includes the negative historic earnings““
gyowth rate, produces an equity cost rate of 15.4%
(14.3% + 1.1%). Both of these results do not reflect market
pressure and,selllng and issuance expenses. '

! Utilizing the very same DCF methodology, the DCF
indicated cost rate for ‘common equlty capital for the
Barometer Group of Six A Rated Compan1e= and the Barometer
Group o?_Flve Baa Rated Companies, would-be, respectively,
16.4% and 18.2% excluding negative historic growth rates,

cand 16.4% and 17.6% indluding negative historic grcowth rates

(Dug. Ex. 123, ﬁsch.'l p. 3).

Under witness Brennan's two-stage DCF approach,

- 42). Accofalng to witness Brennan, at the end of five
years when a 15.3% ‘earnings/book ratio and a 75% dividend
payment ratio are achieved, the "sustainable" rate will be
3.9% for earnings, dividends and book value (bug. St. 12,

p. 41). The average of the 3.6% transitional growth rate

and the 3.9% sustainable growth rate is Daquesne's "two

stage" growth of 3.8% (Dug. St. 12, p. 42). Adding this :
growth'rate figure to the average dividend yield of i4 3%

" yields .a DCF indicate d equity cost rate of 18. l%, before

recognizing market pressure and selling aad issuance
expenses (Dug. St. 12, p. 43). '

Giving equal weight to his DCF indicated equity
cost rates of 16. 8%, 15.4% and 18.1% respectively, w1tness
Brennan submits that. a DCF 1nd1cated cost rate for common

3
ey,
I A

.
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: eqhity'capital is 16.8%, before recogniziné market pressure

and selling and issuance expenses; which he s%ates,is
reasonablé. B s
; . e
In applyiﬁg'the'risk épread‘analysis to Duquesne
data, witness Brennan utilized as a starting point a cost
rate of 13.5% for Duquesne's Baa long-term debt (Dug.
st. 12, p- 53) . According to Mr. Brennan, & 13.5% cost rate

for Baa long;term debt is .125 percentage points higher than

the 13.375% rate paid by Buquesne in March 1984 (Dug.

St. 12, p. 25), but is less. than the current interest rate
forecast of.14.5% for Baa rated bonds (T. 2781), and less
than the interest ratelforecast of Blue Chip Financial
Forecasts for Ra utiliﬁy bonds (T. 2927—2929).

‘ To the prospective long~-term interest rate of
13.5% Mr. Brennan added a risk premium of 2.5% to 3.5%
(Duquesne .St. No. 12 at 53). Mr. Brennan explained the

"calculation of his risk premium as follows:

By referring to page 1. of Schedule 18,
please observe that for companies whose
‘bonds are rated A within a 50 electric
company study group experienced a risk
spread of 4.0% at the 13.25% interest
rate level., Also, it can be seen that
or companies whose bonds were rated Baa
{hen interest rates were at the 13.86%
level, the risk spread was 3.7%. For
Dugquesne, the interest rate nearest the
}}3.5% forecasted rate is an interest -
rate of 13.09% and the risk spread was = °
2.6 percentage points. On page 2 of
Schedule 18 I have shown similar cal-
culations, but pertaining to the
parometer Group of Six A Rated Electric
Companies and the Barometer. Group of
Five Baa Rated Electric Companies, Or N
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the same companies I employed in my

DCF calculation, as prev1ously described.

Please observe that the interest rate near-

est the rate forecasted for each group,

i namely, 13.14% for the A rated electrics

' B . and 13.43% for the Baa rated electrics,
suggests a risk spread of 4.6% and 2. 9%,

! respectively.

In my’judgment, thesé data suggest that

the spread should not be less’ than 2.5% nor
higher than 4.6%. To avoid needless contro-
versy, I havée adopted a range of 2.5% to
3.5%., This technique may result in a

slightly understated cost rate using the .
risk spread analysis approach. (Duquesne

sta NQ.: 1.2 at 53"'54)0 . % . ’”

Bv combining a 13.5% estimated cost rate for Baa
rated bonds and a 2.5%=3.5% estimated risk spread ,(premium)
range, Duguesne submlts that the lndlcateé cost rate for

' common equity capital under a risk spread analysis is 16.0%
to 17.0%, or a mid- -point of 16. 5%, before recognltlon of
market pressure and selllng and issuance expenses.

In determining his final cost of common equity
recommendation, witness Brennan combined his DCF indicated
cost rate of 16.8% with his 16.5% risk spread calculation

which results in eg‘uhadjuéted cost of common equitv cf |
approximately-16.6%. According to Duquesne, thefachieved - o
earnlngs rate” should result in a stock prlce of ) !
approxlmately 103 $ of book value in recognltlon of selling
and issuance expense which suggests a need for an earnings
jrate at a level of 17.1%. After referring to the results of- I
sxmllar calculations for his barometer groups, and results '
using more recent data, Duquesae submits that a cost rate
for commen equity capital of 17.0% is reasonable, ‘
conservative, and appropriate. for use in this proceeding.
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{s Brennan utilized

As a point of departure, witn
the earnings/price ratio methodoldgy inestimdting
Duquesne’s equity cost rate. Aécording ﬁo Mr., Brennaﬁ, the
current earnings/price ratio of 16.6% for Duquesne.
understates the Company's cost of capital. Finally,

Mr. Brepnan}performed a CAPM calculation, only as a check on
‘his final recommendation. This method indicated a 17.2%1
equity cost rate'without any recognition of market pressure,
:selling and issuance costs;

~St§ff criticized witness Brennan's use cf a spot
dividend yield at September 10, 1984, for the reason that
the @arkeg»dapa could be distorted and the épproach is not
forward 1odking. ‘With respect to witness Brennan's risk '
spread analysis,” the Staff considers it improper to base
“the risk premium olely on data for the calendar year 198C
siffice the proépective period will not be similar tc market
conditioné in 19?0. .

The OCA objects to witness Brennan's exilusion, to
any degree, of zero and negative historical growth data in
his one-stage DCF compitation. With respect to
Mr; Brennan's two-stage model, OCA witness Merchant mace the
: following‘commengs (OCA‘St. 1, p. 16):

~ Mr. Brennan made the following assumptions:

a. That investors believe that five
years from now, the Company will earn
15.50% on book common equity, and that
- such return will be the 15.50% equity
rate calculated by.the Commission Staff
more than one year ado.

o




recommandation for cost of service purposes.

b. That the payout.ratio will fall from
over 90% currently to 75% by 1988,
and will remain there. ‘

C. That new stock will not be sold at
net proceeds less than book value.

While these assumptions might be appropriate
for certain specific companies, there is no
reason to believe that they necessarily ’
represent the reasonable expectations of
investors toward Duquesne or the barometer ¥
. group of gompanies. ' In fact, the history
of Duquesne's earned return on equity
combined with the Company's relatively slowly-
growing service territory and its financial
commitment to new generation, make it
very unlikely that investors would make
these assumptions in their evaluation of
Duquesne'!s stock. "

-

20, ' Staff " . : . 2
Staff witness Deardorff recommends a determinaticr
, ¢ -
of Duquesne's cost of common equity within the range of
15.75%-16.00% with the midpoint, 15.875%, being his final

In arriving at his final recommendation, Staff
witness Deardorff.emploYed a DCF analysis and a risk spread
analysis of a barometer group of five independent_eledtric;
utilities, and also Duquésné~specifib market data.
According to the staff, the barometer group is similar to

Duquesne in-size, financial risk, fuel mix and reserve

N

margin.

FPor the débidend yield component of Staff's DCF \

. o
 ana1ysés, employing both Duguesne and barometer group market

data, equal emphasis was placed on the average dividend
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vyield for the 1983 calendar year (12‘34§3and°11 62%

p. 10; Staff Ex. KLD-1, :Sch. 6, p. 2).

respectively) and the twelve months ending June 1984 (13.96%
and 12.75% respettively). According to witness Deardorff,
the representative nature of these'Qields was confirﬂea
through a comparative check with a smoothed average yield
for the five-year period ending 1983 (Staff St. KLD-1,

p. 11; staff Exh. KLD-1, Sch. 6, pp. 1, 2, 7, 8). For the
growth component, w1tness Deardorff estimated dividend:

growth rates, representatlve of the test periods referred to -
‘ above derived by weighing equally a five<year hlstorlcal

average and forecasts of Value Line, Salomon Brothers and
Staff (Staff Ex. KLD- l Sch..6 p. 11l). According to Mr.
Deérdorffr investors could reasonably expect to achieve
prospective dividend growth rates of 2.75% and 3.25% for
Duguesne and the barometer group (Staff St. KLD=1, p. 12).

'Compléting the DCF analyses, £he addition -of
dividend yield to growth rate, yields an irdicated DCF
equity cost fate'range of 15.263-16.90% (and a mean cf .
16.08%) for Duquesne,(Staff Ex. KLD-1l, Sch. 6, p. 1). The
barometer group's indicated DCF equity cost range is
15.06%-16,21% (with a mean of 15, 64%) (Staff St. KLD-1,

K]

- For his risk spread analysis, Staff witness:
Deardorff established average historical risk premiums of
3.80% for Duquesne and 5.07% for his barometer group (Staff
Exh, KLD-1, Sch. 7, pp. 1, 2, 3). The risk premium
estimates were developed by subtracting forecasted 1985
three-month treasury bill yields from expected DCF eguity

-returns for Ducuesne and the barometer group, during the

period 1978 through 1983. These estimates were then

- v
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combined with the forecasted 1985 three-ménth tréasury bill
yields, provided by standard ahd Poor's, Chase E;onometrics,
Blue Chip‘Indicators, and WSJ Futures Market. According to

the Staff, the indicted common equity return rates under the

risk spread methodology were 14.93% for Duguesne (with a
range of 14.108-15.50%), and 16.20% for the paromefer group
(with a range of 15.27%-16.77%)‘(Staff st. KLD-1, p. 1l4;
staff Exh. KLD-1, Sch. 7, PP~ 3-4). Y

| s indicated by Staff Exh. KLD-1, Schedule 9,
staff witness pDeardorff's ranqe‘of_results for Duguesr.= and
the barometer group., pased on his DCF ‘and risk’spfead“
analyses, is 15.75% to 16,008, with the midpoint, 15.875%¢
being his final recommendation. ‘Finally, Staff contends
that the earnings/price ratio Qethodology corroborates

witness peardorff'’s ‘primary equity costing methodolqgies

(staff St. KLD-1, PP. 14-15; Staff Exh. KLD-1, Sch. 8.

In addressing Staff witness peardorff's DCF
methodology, the Company first criticizes witness
Deardorff's use of average dividend yields for: the calendar

year 1983 and the 52 weeks ending June 30, 1984, After

.

comparing the upward +trend of yields on public utility bonds |

rated Baa, buquesne contends that the meney market
environment for these periods; is not indicative of the
period when rates set here will be in effect. With respect
to thé growth rate component of Mr. peardorff's analyses,
the Company cbnténds that thé’growth‘rate is understated as
it includes consideration of a totally subjective Staff

Estimate, which, it states, is inconsistent with the
witness' remaining growth rate inputs. Further, Duquesne
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argues that the growth rate estimate also fails to consider
earnings growth.

The risk spread analysis of witness Deardorff was
also criticized for using forecasts of treasury bill rates
as the estimate of a risk free rate. 1In addition, Duquesne
considered it improper to rely on expected DCF returns on
equity, which are significantly less than the expected rates
of return allowed by this Commission, in prior Duquesne rate
proceedings.

3. OCA

According to OCA witness Merchant, Duquesne should
be given the opportunity to earn 15.82% on its common
equity, ‘Mr. Merchant arrived at his final recommendation by
using the DCF methodology to obtain a Duquesne-specific
estimate,’ and then checked the result against similarly
‘derived DCF estimates for a barometer group of 13 companies.
As his barometer group, Witness Merchant selected 13 eastern
United States electric companies, with characteristics
similar to-Dugquesne in bond rating, risk associated with
uncompleted nuclear construction projects, and other
financial indicators (0Ca §t. 1, Sch. 3).

The dividend yield component of Mr. Merchant's DCF
formula was derived as follows (OCA St. 1, p. 11):

For the divisor of the yield calculation,
I have averaged the monthly high and low
stock prices for gach of the last 12 months
(July 1983 through June 1984), using data
from ‘the S&P Monthly Stock Guides. The

" dividend, or "D" term of the DCF model,
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is determined by annualizing the current
quarterly dividend for each company and
adjusting this annual dividend rate by
the growth rate, "g" [to be described
pelow]. This procedure essentially
forecasts the dividend for one full
year. The adjusted dividend is then
divided by the average price to produce
the adjusted yield.

Wwitness Merxchant calculated an adjusted dividend yield of
14.19% for Duquesne, and %2.28% for the barometer group (OCA
st. 1, Sch. 2).

Mr.  Merchant described his computation of the
" growth rate as foilows (ocA st. 1, pp. 10-11):

I have elected to estimate "g" in two ways.
One estimate of "g" is pased on the
historical trend of "g". The other
. estimate of "g" is based on a set of
analysts' forecasts of "g". I believe
that the "g" most likely to represent ’
the consensus view of investors can
pe, expected to fall within these limits.

1 have employed the Value Line "86-88"
forecasts of EPS and DPS growth (averaged)

as the forecast estimatés of "g" for ‘
Duquesne and each of the sample companies.
These forecasts are widely disseminated

and are. available quarterly for most electric

veilitiés. ...

The choice of data for developing an
{ historical growth rate is a choice among a
large number of possibilities.... The
10 year compound growth rates for DPS
and EPS have been averaged to derive
the historical estimate of "g".

For Duquesne, Mr. Merchant calculated a growth rate of
1.63%, and a 3.85% growth rate was calculated for the

°
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barometer group. Witness Merchant explained the difference
(ocA st. 1, pp. 14):

Q. Duquesne's estimated growth rate of 1.63%
is significantly lower than the sample
average. Is this estimate reasonable,

- compared to the sample?

A, Yes, I believe it is reasonable in light
of Duquesne's yield. The fact that K
Duquesne's yield is over 160 basis
points higher than the sample yield
indicates that investors do not view
Duquesne as having the ~rowth potential
of the sample utilities. r This is partly
due, in my opinion, to Duquesne's very
low retention ratio, relative to that of the
sample. In 1984, for example, Duquesne's
estimated retention ratio is about 12.3%,
while the sample average retention ratic is
about 28.5%. No company in the sample has
a retention ratio lower than 21%. (Cal- *
culated from Value Line data.) If in-
vestors actually expected higher grcwth
in earnings and dividends for Duquesne
than 1.63%, the yield on the stock would
be much closer to the average yield of
the sample.

Combining the respective dividend yields with the
respective growth rates results in a DCF estimated equity

rate for the group .of 16.13%, compared with 15.82% for
Dugquesne which is the OCA's final recommendation.

Because of the subjectivity associated Qitﬁ the
use of the DCF méthodology, the Company considers it
imperative to utilize more then one methodology in arriving
at an appropriate cost rate for common equity. Furthermore,
the Company objecﬁs to witness Merchant's exclusive use of a
12-month average dividend yield ending June 30, 1984.
Duquesne argues that exclusive use of this period
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understates its current and anticipated prospective dividend
yield. '

' With respect .o witness Merchant's growth
estﬁﬁate, Duquesne criticizes his inclusion of a negative
1%,'Een=yearzhistqric annudl earnings growth rate, as being
inappropriate as it is the product of an out-of-date,
substandard earnings rate.

i

4, ALJ's Recommendation and Exceptions

The ALJ's dividend yieldfrecommendation of 13.5%
{(rounded) is based upon the average of the three dividend
yield recommendations and the spot dividend vield of 13% at
November 12,1984, Taking into consideration the OCA's
recommended growth rate, without the negative growth
portion, the ALJ recommended a growth rate of 2.5% for a
recommended DCF common equity cost rate of 16.0% (13.5% +
2.5% = 16.05). Similarly, the ALJ recommended a 16.0% risk
spread common equity cost rate based on Company witness
Brennan's forecasted bond yield of 13.5% and the risk
premium of 2.5%, Based on the DCF and risk spread analyses,
the ALJ recommended a 16.8% common equity cost rate. for
Duquesne. Exceptions to the ALJ's recommendation were filed
by the Company, Staff, and the OCA.

»

5. Discussion and Conclusion

 For reasons which will be discussed below, we
consider the ALJ's recommended return on common equity to be
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rage for commen equity of 15.82% is fair and reasonable.
® p
The primary methodologies advanced by the witnesses were the

DCF and risk spréad analyses. F

The DCF analysis is a' market-based technigue,
which is founded upon the principle that the present value
of stock is a discounted value reflecting the future
anticipated‘payments, which are comprised of cash flows in
the form ¢f énticipateq future dividends and capital gains
upon the Z
Edison Company, R-822249 (October 19, 1983); Pa. P.U.C. V.
Duquesne Light Company, R-821945 (January 25, 1983); Pa.
P.U.C. V. pPennsylvania Power Company, R-811510 (January 22,
1982); Pa. P.U.C. V. pauphin Consolidated Water Supply
Company, R-80061242 (April 3, 1961). In order to calculate

ale of the investment. Pa. P.U.C. v. Metropolitan

the cost of equity as a percentage, the followinag formula -is
utilized: 'Cost of Equity = dividend yield (dividend/market
price of stock) * future growth.

In arriving at his unadjusted DCF indicated equity
cost rate of 16.8%, Company witness Brennan averaged the
results of his two-stage DCF approach which indicated a cost
rate of 18.1%, The OCA pointed out that witness Brennan's
two-stage growth methodology is based on the validity of
certain assumptions, i.e.. at the end of five years a 15.5%
earnings/book ratio and a 75% dividend payment ratio will be
achieved. In other words, it is Mr. Brennan's assumption
that investors believe that five years from now the 15.50%
return on équity will be earned for the first time ’

(Pr. 241). However, there are a variety of reasons why
Duquesn?, or any ufility, may not earn its Commission

kS

slightly overstéted in view of our determination that a cost




autHorized rate of réturn inecluding a downturn in the local
economy, a burdensome construction program, oOr inefficient
management. Therefore, we are not, at this time, prepared
to accept the assumptions upon which the two-stage DCF
approach is based.

Consistent with the Company's approach, the QOCA
utilized Duquesne-specific market data in its DCF
methodology. The OCA calculated a dividend yield of 14.19%
by averaginé the monthly high and low stock prices for
July§l983, through June 1984, and annualizing the current
guarterly dividend, adjusted by the growth rate (OCA St. 1,
p. 11). We believe that use of this l2-month average will
mitigate any abnormalities in the. price of stock over this
period. Pa. P.U.C. v. PG&W, R-80071265 (April 24, 1981).
The OCA's recommended dividend.yield of 14.19%, which we
find reasonable, is only ll basis points below the Company s

recommendatlon of 14.3% and 119 basis points above the spot
dividend yield calculated by the ALJ at November 12, 1984,

Furthermore, in view of this relatively high
yield, compared to the 12.28% dividend yield for the OCA's
barometer group, we do not believe that investors expect a
high growth rate (OCA St. 1, p. 14). OCA witness Merchant
explained that "Duquesne's estimated retention ratio is
about 12.3%, while the sample average retention ratio {s

about 28.5%". Therefore, we shall settle upon 1.63% as the

growth rate component in our DCF analysxs.log/ Although the

/ As further support of its growth rate estimate, the
OCA notés the 1,5% normalized five year estimate
of Duquesne's earnings per share by Dean Witter
'Reynolds (Statistical Review, May 1984) (Tr. 1672).

. "/
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OCA witness uses 10-year historical earnings and dividend
growth rates to arrive at his recommendation, we have relied
~on l0-year historical growth data in the past, when the
record warranted such reliance. Pa. p.U.C. v. Columbia.Gas
of Pehn:vlvggia, Inc., R-832393 (August 27, 1984) . Finally,
we recognize that Mr. Merchant's grow rate cdiculation

includes a negative 1% ten~year istoric annual earnings

grdwth rate. However, we note ‘Ft Company witness Brennan
includes negatigg historical growth data in his one-stage
DCF analysis.: gsince witness Merchant's growth rate
recommendation does not rely sclely on this data, vwe
believe, given pugquesne's extremely low retention ratio,
that an investd;'s berception of this data should not be

ignored.

. Combining a dividend'yield of 14.19% with a 1.€63
growth rate results in a DCF indicated common equity cost
rate'for'Duquesne of 15.82%. For purposes of comparison, &
"pDCF indicated common equity cost rate of 15.82% 1is within
the range of Staff witness peardorff's DCF equity cost rate
recommendation of 15.26%-16.90% for Duquesne and
15.06%-16.21% for his barometer group. Witness pDeardorff
plQEed emphasis on the average dividend yield for the 1983
calendar year and the twelve.months ending June 1984. We
consider this near-term and historic data to be
representative of reasonable investor expectations. See
e.q. Pa, P.U.C. V. UGI Corporation-Gas pivision, R-832337

(January 27. 1984) . Furthermore, gtaff witness Deardorff's
DCF growth rate for Duquesne of 2.75% is comparable to
Company witness Brennan's one-stage DCF growth rate of 2.5%,

which excludes the negative historic earnings growth rate.
A

- 173 -




In the risk spread analyses presented here, the
cost rate for common equity was determined by the cost of
prospective long-term debt, plus a risk premium to reflect
the fact that common equity generally is perceived as being
riskier than debt. ‘

Tha cosg associated with a prospective long-term
investment is comprised of a "bare rent" for the use of the
capital, and an 1nf1atlon protection component. In his risk
‘spread analysis, Company w1tness Brennan utilized a cost
rate of 13.5% for Dugquesne's Baa long-term debt as the ri€k
free rate of return. The Company criticized Staff witness
pDeardorff's calculation of the risk free return stating that
only the Wall Street Journal treasury bill futures rate, is
the product of actual 1nvestor decision, i.e., 11.7% is the
treasury bill rate expected by investors for 1985
(Tr. 1736). However, a compariscon of the two.cost rates,
13.5% and 11.7%, 1nd1cates that Duguesne's long-term debt
cost is substantlally higher than treasury bill futures. We
believe that this difference reflects risk factors, both
flnanc1al and business, which renders witness Brennan rlsk
spread analysis suspect.

IB conclusion, we consi&er the OCA s common equity
cost rate recommendation of 15. 82% to be reasonable, as it
represents the most accurate prospectlve cost rate for
Duquesne's common equity capital. We recognize again, w1th
particular empha51s, that the OCA's recommendation of 15.82%
is within Staff witness Deardorff s recommended range of

4
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15.75% to 16.0'0()%.3'-12/ E.-;'inally,' we again find it unnecessary
to make any adjustment for market pressure lssuance and

selling expenses. See e.g. Pa. pP.U.C. v. UGI

Corporation=-Gas ¥tility Division, R-832331 (January 27,
1984) . '

™ pased on the foregoing, we shall utilize 15.82% as
our cost rate for common equity, which, combined with our
findings with respect to capital structure, cost of debt and
cost of preferred stock yields an overall return of 12.10%,
as shown below:, X :
Summary of Recommendation

- Ratio Cost Rate . Weighted Cost
Type of Capital % 3 %
Debt - 51,30, . 10.24 5.25
preferred Stock - 10.50 7.69 .81
Common Equity 38,20 15,82 6.04

-100.00 : 12.10

Y

-

110/ For this reason, we have not found it necessary to
extensively address Staff's recommendations.
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VIII. RATE STRUCTURE

ALJ Matuséhak, in the Recommended Decision,
describes.éhe methodology used and cites the applicable
provisions.qontained in the Public Utility Code with which
we are concerned in determining just and reasonable rates
for Duquesne 'in this proceeding, to wit:

"Public utility rates must enable the

utility to recover its costs of service,
including allowed return, and to spread

such cost among its customers in a just,
reasonable and nondiscriminatory manner.

The Public Utility Code, 66 Pa. C.S. [§1301],
provides, in part:

Every rate made, demanded, or received
by anv public, utility, or by two or more
public utilities jointly, shall be

just and reasonable, and in conformity
with regulations or ‘orders of the
commission$..

And in Section 1304, it is further provided, in part:
, '
No public utility shall, as to rates,
make or grant any unreasonable pre-
ference or advantage to any person,
corporation, or municipal corporation,
or subject any person, corporation,
or municipal corporation to any un-
reasonable prejudice or disadvantage.
No public utility shall establish or
maintain any unreasonable difference
as to rates, either as between
localities or as between classes of
service....

Generally, there are two basic determinations to
be made in a rate proceeding: (1) how much of an increase
(or decrease) is required by the utility (revepue

requirement), and (2} how should the increase {cr decrease)

be spread among the different customer classes (rate
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structure). Rate structure can be fufther divided into two‘
sub~issues: (1) the appropriate distribution of the '
incfeasef(oi decrease) among the various customer classes,
and (2} the appfopriate rate design within each class to
provide the previously mentioned revenue requirement.

(R.D., p. 108)

A, ; Cost ofASé&vice Study

Thé ALJ stated the reasons for utilizing a cnst of
service sﬁudy; the method used in developing such a cost of
service, and the factors,'other than cost of service, which
are considered in determining just and réasonable rates, to
wit:

A cost of service study is a procedure .
for ‘the allocation of plant investment,

revenues and expenses to classes of

service and serves as a foundation or

beginning point in the determination of

just and reasonable rates. Pa. P.U.C. v.

Duquesne Light Company, R-821945 (1983).

A cost of service studv consists of three
steps: functionalization, classificatioen
and allocation. Functionalization is the
separation of plant and costs into the
major functions such as power production,
transmission or distribution. The second
step, classification, is the separation of:
plant or costs into groups which recognize
service characteristics such as demand,
energy consumption or number of customers.
The third and final step, allocation, is

" the assignment of the functionalized and
classified plant or cost to particular
-rate classes.

It'must be remembered, however, that the
cost of service studies are not perfect or
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precise. Even if the cost of service
studies are done in a craftsmanlike
manner, this does not mean that they can
be relied upon exclusively. It is not
the only consideration in the allocation
of revenue; while cost is important,
other factors must.also be considered,
such as avoidance of discrimination
between customers, maximization of
J efficient use of facilities, establishment
of rates that have a reasonable relationship j
to each other, social costs, and considera-
. tions of changing conditions. Rate
structure, which is an essential, integral
component of ratemaking, is not merely
a mathematical exercise applving theoretical
principles. Rate structure must be based
on the hard economic facts of life and a
complete and thorough knowledge and
understanding of all the facts and
circumstances which affect rates and
service; and the rates must be designed
to furnish the most efficient and satis-
factory price for the greatest number of
customers in a fair manner. (R.D. pp. 109-110},

A cost of service study utilizing the 12 months ended
December 31, 1983 (1983 Cost of Service Study) was presented
in the instant proceeding and supported by the testimony of
William M. Hayduk, Director of Cost and Load Research for
Duquesne. Mr, Hayduk testified that Duquesne monito¥s its
cost allocation procedure on an on-going basis and takes all
stepé necessary to insure that all changes in Duquesne's
operations and all changes in the customers' use of the
‘system are reflected in the Company's cost of service
allocation., Dugquesne's 1983 Cost of Service Study follows
the same allocation procedures as previous studies accepted
by the Commission. (Duquesne's St. No. 16=2 at 1-2).

-
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is as follows:

4

*/
Rate Schedule—

RS ’ oo
RS~-WW

RH

RH-WW

Total Residential

GS

GM

GL

GMH

GLH

L_

Total General Service

Total Séreet'Lighting
Total Retail

(Duguesné Exhibit Ib~J=-2)

The Compény’s proposed revenue/increase allocation

Base Revenue Increase
(s) (%)
12,623,224 5.55
899,438 8.23
479,307 5.41
535,837 7.19
I4,537,80§ -t
) 531,525 5.99
8,608,390 5.56
6,685,896 5.24
680,490 5.48
740,065 5.02
‘ 9z018,128 4,97
26,264,494 5.26
846,593 6.07
41,648,893 5.42

* / RS designates Reside
Residential Heating,
water Heating. GS,
Medium and Large Gen
respectively. H sig
ing customers.

1. Allocation of D

ntial Service, RH designates
and WW designates Electric
CM and GL designates Small,
eral Service Customers,
nifies General Service Heat-

emand Related Prcduction Plant and

Expenses

Given Duquesne’

s high daily and.annual load

factors, its relqtively small summer-winter peak

differential and its cust
demand related production

omer mix, the Company allocated
plant and expenses using the
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évarage and excess'methodology. (Duquesne Exhibit No, 1V,
Item IV-C~15 at 19). The average and excess demand tost
allocation distributes a portion of total demand
responsibility according to the average demand of each class
of service. The average and excess demand method and
burported advantages are described in Duquesne Exhibit

No. 1V, as follows: .

The Average and Excess Demand Method
allocates demand costs in a two-part
-formula., A portion of demand costs is
allocated based on the average demand of
the classes. The remaining demand costs
are allocated based on the excess of
class maximum demands over class average
demard. This method has the advantage
of recognizing the impact on costs of
both energy consumption and maximum
demand, By considering both energy and
demand, the importance of class load
factor, or relative use of facilities, ]
is incorporated into the study. Diver-
sity is also considered wi*h the benefit
of diversity allocated on the basis of

" load factor. The low load factor
customers receive a greater proportion
of the benefits of diversity. One of
the most important advantages of this
method is that stable results are
pProduced. This is particularly critical
Qn a system such as Duguesne's, where

system peak at any time, In the Average

and Excess Method the loads composing the
system peak are not considered, but class
peaks, which are generally more stable,

are used. It is Duquesne's opinion that

the Average and Excess Demand Method meets
more of the selection Criteria than other
available methods and, therefore, is the
method most appropriate for Duguesne's
system for power production and transmission
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plant. (Duquesne Exhibit No. IV,
Item IV-C-15 at 20-21)

OCA witness Oliver criticized the Ccmpany's
allocation of demand related production and transmission
planékand expenses using the average and excess methodology,
urging instead that tais Commission employ a coincident peak
allocation in recognition, in his view, of the fact that the
~Company s investments in bulk power supply facilities are

reflective of a joint consideration of energy and demand
requlrements,lll/ (oca st. 3, p. 19). Mr. Oliver presented
the following testimony in support of his views as to the
proper allocation of power production and transmission plant

and expenses for Duquesne:

b

The incurrence of demand-related production
and transmission capacity ocosts is driven
by coincident system load requirements.
Both the planning and operation of the
Company's bulk power supply system are
"based on the system's coincident load
requirements. The diversified peaks of
individual customers or classes of
customers are not important to these
activities. The planning'and dispatch -
of generation and transmission facilities
focus primarily on actual and anticipated
coincident system requirements, and

these activities are essentially uncon-
cerned with whether those demands emanate
from residential, commercial, industrial

or street lighting customers. I note

that the testimony and exhibits of

Duquesne witness Bartosh, the Company's

111/ Essentially, Mr. Oliver is proposing that Duquesne's
average and excess methodology be adjusted to as
to use the peak demand method to allocate the excess
demand, as contrasted with the non-coincident demand
method used by Duquesne. '
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Director, Bulk Power Section, System Plan-
ning Departmenﬁ, provide no discussion of,
or reference to, class non-coincident peak
demands. In his assessments of bulk

power system capacity requirements, he
relies exclugively on measures, OI
_stimates, -related to coincident system
peak demands and system energy require-
ments. Likewise, the dispatch of
Duguesne's generating equipment is solely
a function of coincident customer
requirements. The aggregation-of non-
coincident class demands has no role in
Duquesne's dispatch operations. Thus,

an allocation of bulk power capacity

costs which relies on measures of

class non-coincident peaks is a clear
distortion of the manner in which

Duguesne incurs those costs.

n

(ocA St. 3 at 18-19).

Prial Staff has accepted the Company's average and
excess methodology of allocating demand-related production
plant and expenses.

Hospital Council of Western Pennsylvania and

United States Steel Corporation opposeée the peak and average

demand method prpposed by the Consumer Advocate,

P .
LTV states that for purposes of this case, the
coincident peak:rcost of service study should be used because

[
|
|
|
it is based upon actual, unadjusted data. It further claims |
that the studies using noh-coincident peak data cannot be |
used because they are based upon imaginary data and do not '
portray actual costs. incuxred. '
Armco submits that the Commission should
distribute the rate .increase to rate schedules based on t:e
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results of the coincident peak cost of service method to
achieve the Company's goal of uniform rates of return.

The matter of a proper allocation for production
and transmission plant and expenses was at issue in the
proceedings at Docket No. R-80011069. We therein discussed
the rationality behind and the benefits flowing from the
average and excess methodology, thus.

In its cost of service study Duquesne
adcpted the Average and Excess Demand
- Method ("AED") to allocate demand costs
to rate schedules., Excess demand was
allocated on the Non-Coincident Demand
("DCD") basis (rather than the Peak
Responsibility, or Average of Signifi-
cant Peak Demand methods}), all three
of which methods are generally recognized
' and accepted. Average demand was al-
located on the basis of energy, as is
customary,

L I

...The essence of this method...is to
classify a portion of what would other-
wise be classified as demand costs as
energy related costs, to be allocated tr
rate classes on that basis, The

balance of demand classified costs are
allocated on a variety of methods... 1In
this instance maximum "demand ccgts are
allocated by Duquesne on the Non-Coinci-
dent Demand bdsis... Cost allocation
methods have been debated by rate
engineers most vigorously since the
early 1920's. Those same debates, with
‘little change in substance, are heard
today. The method employed by Duquesne
is one of four methods, (among almost
dozens proposed from time to time)
described and discussed in The Electric
Utility Cost Allocation Manual,
published by the National Association

>
"

~ 183 -




of ‘Regulatory Utility Commissioners
(1973) as those most frequently employed. .,
we find no evidence whirh indicates that
Duquesne's method should be rejected in
favor of some alternative method.,. ..

The ALJ concluded here that the Company's average
and excess methodology was a fair and equitable method of
allocating costs; that unlike exclusive Oor even partial
reliance on a coincident.peak allocator, average and excess
Prevents customers operating off-peak or customers having
large fluctuating loads, from benefitting from plant paid
for by others. He also,conc; d that by considering both
energy and non-coincident demand, the importance of class
load factor, or relative use of facilities, is incorporated
into the study.

The Consumer Advocate's proposal involves »
Measurement of peak responsibility on the average of three
months -- July, August and December., The value of the
Consumer Advocate's peak demand allocation factor depends on
whether or not a customer group is méking demands on the
system during the three monthly peaks. The result for
'customer c}?sses not‘peaking at these three p%ak hours is a
reduced peak component in the peak and averagé methocdolagy
which enables these Classes to enjoy the benefit of plant
paid by others.. wWith a large industrial class, such a
result could be significant upon Duquesne.

The testimony of Dr. Melvin P. Bloom, on behalf of
LTV, recommends that we reject the average and excess
methodology angd apply a coincident peak methodology to set
the rates in this proceeding. Dr. Bloom's recommendation is
based on his belijef that Duquesne's determination of
non~coincideqtal peak data is deficient. Oour view

v
r
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concerning this recommendation was explained in Pa.
P.U.C. V. West Penn Power Coapany ., R-80021082 (1981) 3

The single peak demand allocation method
used by West Penn fails to recognize that
bulk power supply costs are caused by
peak demand requirements as well as DY
average demands. West Penn's method
penefits large customers at the expense
of the small user because the large users
are not paying their share of the
additional cost of generating units

which are cpnstructed to provide the
lower cost base-load generation.

(Mimeo, PP- 38-39)

The gecord shows that large fluctuating loads
exist on Duquesne's system at several larde electric steel
cle st~ -

making  furnace customers, and impose substance demands on
the system during a number of months of the vear. However,
pecause cf economic conditions, production schedules, or
other factors, these customers may have a small demand at
the hour of the gystem peak. Contract provisions guarantee
that a large amount of capacity is available for such a
customer's use at all times. As a consequence of the
contract provisions, gsuch a customer imposes 3 constraint on
the systen capacitv. The coincident peak methodolcagy

disregards these considerations.

We concur with the ALJ that Dr. Bloom's coincident
peak methodolégy recommendation is not appropriate for use

in this proceeding.

Because non-coincident peaks are generally more
stable than other peak measurements, more stable cost
allocatién results from puquesne's applicatioh cf average

and excess. This is particularly critical on a system such

1




as Duquesne's, where one or more customers with extremely
large loads can drastically affect the system peak at any
time. ) '

We find the Company's allocated demand related
production plant and expenses, using the average and excess
methodology, to be acceptable for the purpose of this rate
proceeding. 5

2. Allocation of Distribution Plant

Duguesne's cost of servicé study allocated
distribution'plant on a demand/customer basis. The Company
contends that thfs allocation methodology'is consistent with
and based on the same theorv accepted by this Commission in
the proceedings at Docket No. R-821945, and with the
position set forth in the Electric Utility Cost Allocatior
Manual published by the National Association of Reagqulatory
Utility Commissioners (Duquesne St. No. 16-2 at 31-33).

Duquesne thus described its rationale regarding a
dgtermination of the customer component of distribution

plant:

The ‘customer component of distribution
plant is a theoretical minimum size
system that is required to serve a
customer with an infinitely small
load and represents the costs of

" just being a customer. This system
can be represented as wet thread
supported by long tooth picks to
serve a Christmas tree light. Basically,
it is a cost that measures customer
density. If two customers are served
from a pole, each customer would share
the customer component of the pole.

N
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If only one customer were served from
the pole, his customer component of
poles would be twice that of the pre-
vious,example.

The customer component concept is
recognized throughout the Unjited States.

The existence of this cost has been
demonstrated in the past by the comparison
of costs of a privately owned utilitv ang

' those of the REA served by a privately [sic)
? : [sic] owned utility. Rigorous regulation by
[

t

State and Federal reqgulatory authorities |

maintain approximately equal demand and ;
; energy costs at the Production leve] for
' Retail and Resale customers. Thus, ’

demand and energy costs to the input of :
' : both distribution systems are approximately :
| ' equal. The REA,fhowever, will generally
I . ) have higher rates for service thar does
! the Privately owned utility, Bearing in
| mihd the REA and the utility have equally ' '

efficient distribution Systems, i.e., they =

can both move a Kw over the same distance [

at equal cost, the difference in costs

is due to the fact that most REA's have

less customer density than the correspond-

ing privately owned utilityv, A utility

may have 2 customers served from a pole

‘whereas the REA may have 5 poles per

" customer. This is a result of customer
density and is definitely a customer
component of cost, &

{Duquesne Ek..No. 31B, Item 129, pp. 5-6).

In the Duquesne allocation methodology used for
distribution plant, the customer component is based on the
labor cost of»install&ng the minimum distribution System,
This approach assumes'that each component of the
distribution system is replaced by the minimum sized
component which Duguesne normally installs. fThis cost of
labor to install this minimum sized component becomes the

Customer component. The difference between the minimum
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syséem‘labor and the actual book labor is classified as
demand related.

The OCA contests the Company's customer component
methodology,llz/ urging instead that it is more reasonable
to assume the use of class non-coincident peak demands for
the allocation of d.stribution Account Nos. 364—368.llé/
(OCA St. 3; p. 29). OCA witness Oliver contends that the
OCA's recommendation is consistent with how this plant
serves customers; that is, by prouviding the ability to meet
peak demand for each customer. The JCA therefore requests
that we functiénalize Account Nos. 364-368 on the basis cf

non-coincident demand and customer basis.

Although we recognize that there may be
substantial differences of opinion as to the proper
methodology to be followed for allocating distribution plant
costs, we continue to be of the view, exprecsed in Pa.
P.U.C. v. Duquesne Light Company, R-821945 (1983), mimeo at

p. 70, that costs must be incurred in planning, constructing
and operating a distribution system which have no
relationship ‘to capacityv required to deliver maximum and
lesser demands for electricity. Similarly, we stated in P&,
P.U.C. v. Duquesne Light Company, R-811470 (1982):

.112/ The OCA also contends Duquesne has provided no basis

‘ - for assuming that it expended $141.4 million simply to-.
serve those customers in a minimum or skeletal .distri-
bution system.

113/ The OCA only accepts a customer component for Account
No. 369, Services. 2

-
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Mr. Miller argues that distribution facili-
ties are sized to serve peak demands not to
serve numbers of customers since lines must
run up and dov . eacli street regardless of
the number of customers located thepeonn,
Wwe find this argument unpersuasive,
While strictly speaking distribution
facilities are sized to serve peak demand,
* the utility investment in distribution
facilities is the result of both size
and length and generally the greater
the number of customers the greater the !
length. We have considered all of
Mr. Miller's arguments that investment
in distribution facilities is in nc way a
1" function of number of customers and we
’ f ‘ are unpersuaded that such is the case.
Theréfore, we reject Mr. Miller's
position. (Mimeo at 21)

~ We concur with the ALJ that Duquesne has properly
supported the use of a customer component in the allocation
of distribution plant costs in this proceeding.

3. Allocation of General Plant-Account No. 397.4

§ In Duqhesne's cost of service study used in this
proceeding, the investment in General Plant was aralyzec o34
separating the items into sub-accounts based on the
characteristics of the items included in the account, and
then each item was functionalized based on the primary

function found appropriate for each item.

The telephone system in Account No. 397.4 is
functionalized and classified as customer related on the
basis that the primary function of the telephone system is

the processing and coordination of customer inquiries,

’

t
—
[o2]
w
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requests, new business activities, and other customer
service activities (Duquesne St. No. 16-2 at 40).

The Och’disagreed with the Company's use of the
number of custdmers as a basis for allocating telephone
equipment costs, and recommended that the allocation be
based upon labor. costs for the reason that the need for
telephdne equipment 1is closely related to the number of
employees, (OCA St. 3, p{ 33~34). Until such time as an
investigation ofwthe factors contributing to the incurrence

of these costs can be completed by the Company - at a cost,
contends Duquesne, which could not be justified by the mirnor

increase in accuracies achieved -, the OCA urgeés that these
costs be allocated on the 'basis of labor costs.

We will accept Duquesne's allocation factor for

this account. Alfhough the OCA has raised an issue

regarding the propriety of allocating this accourt by thn
number of customers, it has not presented any substantial
evidence which would persuade us to chahge this allocation
method.
| ' ' -~
We hereby accept Duquesne's cost of service study
in fhis proceeding as a reasonable guide to our

determination of the revenue allocations in this proceeding.

B. ‘Rate Structure

1. . Rate L Contract Terms

1

buquesne's present Rate L Schedule requires an

| : initial five year contract term for contract demands of
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x'lOO 000 Kw or less, and an initial ten vear contract term

for Rate L loads with contract demands exceeding 100,000 Kw.

A three year written cancellation notice is required in both

cases: as a consequence, the contracts have a "rolling three
year term” following their initial term in 91tuat10ns vhere
no cancellatlon notice fas been given. No changes were

proposed by Duquesne in these provisions which have been 1in

effect for more than 25 years and were not challenged in the

ten Duguesne rate cases going back to 1969 (Duguesne St.

No. 4-1 at 7). Trial Staff witness Rosenthal and LTV

witness Bloom propoqed ‘revisions in these provisicrns.

Mr. Rosenthal proposes to reduce the existing
three year cancellation -period in Rate L to 60 days in the
case of customers with contract demands of 100,000 Kw or
less, and to one year in the case of customers with contract
demands ekceeding.100{000 Kw. Mr. Rosenthal proposes that
this change be implemented on the effective date of the new
tariff filing for all existing contracts with existing
customers. ‘Although he did not indicate that he was
advocating a change in the initial five to ten year terms,
Mr. Rosenthal is proposing that following the initial tecrm,
all contracts be only one vear in duration for customers
with demqnds of 100,00 Kw or less, and of only a two year
duration with customers with demands above 100,000 Kw.

LTV witness Bloom recommends that the Commission
require Duquesne to permit all contract reductions desired

by its large customers.

1§ Mr. Rosenthal's proposed changes were
implemenﬁed on -the effective date of the new tariff filing
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resulting from this rate'case, twelve of fifteen Rate.L
cugtomers which have already given Duquesne the three year
notice to cancel their respective contracts could cancel or
renegotiate their contracts immediately since the initial
terms of their contracts have‘expired. The total contract
demanq of these twelve customers is 510,000 Kw, and the
Company's total 1983 annual revenues from these customers
was abbuf $90,000,000. Duquesne :estimated. the actual impact
of Mr. Rosenthai's proposal under present conditions to be a
reduction in contract demands of about 250,000 Kw, with an
annual revenue reduction of approxiﬁhtely $20,000,000 to
$30,000,000. This reduction is equivalent to about 50% to
75% of the revenue increase being sought in this proceeding.
I1f Dr. Bloom's recommendation that the Commission require
Duguesne to permit all contract reductions desired by its
large customers were imp}emented, in addition to the

250,000 K% reduction associated with Mr. Rosenthal's
proposal, Duquesne estimates an additional 100,000 to
125,000 Kw and $5,000,000 to $10,000,000 of annual revenue
could be lost.

The ALJ recommended that the Rate 1. revisions
proposed by Trial Staff witness Rosenthal and by LTV witness
Bloom be rejected because the existing contract terms which
Trial Staff and LTV propose to eliminate, provide Duquesne
with revenue stability and protect other classes of

customers,lli/ (R.D., pp. 124-125).

114/ We agree with the ALJ that the burden of proof on

T this issue clearly rests with Duquesne. We do not,
however, agree with the ALJ that Duquesne has met
this burden of proof. See Section 315(a) of the
Public Utility Code, 66 Pa. C.S. §315(a).

B

8
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‘present tariff provisions (cancellation provisions) for

In its exceptions, Trial Staff urges adoption of
its recommendations as being imperative to maintaining and
developing -industrial customer lc d in the Duguesne service
terrltory Trial Staff further contends that Duquesne'’s
existing Rate L requires a three year cancellation notice
from customers (TS St. RAR-1, p. 7), the longest notice
required of any jurisdictional electric utility. (TS

St. RAR-1, p. 6, TS Ex. RAR-1A, Sch. 6). Trial Staff also
contends such provisions can negatively impact the
customér's production modifications, conservation and load

management efforts, Trial Staff witness Rosenthal tectified

that inasmych as many investments in load management and
conservation techriques are premlsed on a payback of less
than five years, a three year cancellation pericd can be a
significant roadblock to achievable savings in a reasonable
time period Trial Staff therefore recommends, that for
customers with contract demands below 100,000 Kw, the
contract terms be reduced from five years to one vear after
the initial terms, with a sixty day cancellation notice
prior to the end of the contract. Trial Staff further
recommends that contracts, for customers in excess of
100,000 Kw, be reduced from a ten year to a two year term
after the initial term, with a one year cancellation period
Prior to the end of the contract. TS St. RAR-1, p. 6.

/8ince Duquesne has already received cancellation
notlces from twelve customers, Trial Staff contends that

Rate L do not in fact provide a lrvel of revenue stability. )

Trial Staff therefore urges that its
recommendations concerning Rate L be adopted in order that
Duquesne be required to provide incentives to its customers
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to maintain existing l1oads and to attract new industrial
loads. Trial Staff further contends that Duquesne's
inflexibility regarding its industrial customer contract.

terms has caused significant industrial load loss.

LTV also excepted to the recommendation of the ALJ
that the proposed Rate L contract term modifications
recommended by Trial gtaff be rejected.

. LTV contends that a éhorter cancellation notice
will enable Duguesn#® better to evaluate its future
requirements; and that if the contract terms are shorter,
there will of necessity be a closer liaison between Duquesne
and its customers, resulting in more accurate load
forecasting. (Tr. 2632-2633; 2655-2656) . LTV also arques
that Trial Staff's proposal would give customers a hetter
opportunity to enjoy the fruits of their conservation
investments, since the long termination notice currently in
effect under Rate L discourages conservation by unduly
prolonging the commencement of the pay-back period.

LTV argues that the long contract term provisions
are not required at the present time when Dugquesne has
excess capacity on its system, and that shorter contract
terms will encourage cust.mers to enter into contracts
without the fear .of being locked into long~-term burdensome

contracts.

[

We have carefully considered the arguments of
Duquesne, Trial Staff and LTV on the issue of the
reasonableness of the contract terms under Duquesne's

currently effective Rate L and conclude that a shorter

cancellation period clearlv would be in the public interest,
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} C
beneficial both to Duquesne's'customers, existing and
potentlal, and to Duquesne'’'s retention of existing
industrial loads. We agree with Trial Staff and LTV that ‘
the preqent cancellation notice periods negatively impact
customers' production modifications, and cons-rvation and
load management efforts, since many customer investments in
load management and conservation measures have a pav-back
period considerably less than five years. We do conclude
that Duguesne's adherence to existing contract terms under
Rate L has been a contributing factor® to industrial load . l

o |

loss.

We conclude that the contract termination notice
required under Rate L should be revised by providing for a
one year contradt termination notice under all Rate L
contracts, and Duguesne is directed to appropriatelv so
modify its present Rate L tariff provisions. Our conclusion
in this regard derives from our judgment that existing
contract termination provisions discourage a closer liason
between Duquesne and its customers, discourage the
implementation of load management and conservation measu:ws
by Duguesne's customers, and discourage the maintenance ¢f
existing industrial loads and the attraction of new loads.
Reduction of contract termination periods should contribute
to a more vigorous, healthy and productive industrial bace

in Duquesne's service territory.

2. Minimum Charge Provision

buquesne's rate schedules L, I, GL, GM and the [
commercial heating schedules currently contain minimum bill i
provisions. These provisions, with the exception of




Rate GM, provide that the minimum shall pe the product of

$5.24 and the maximum Kw demand during the life of the
contract. AS to. Rate GM, the minimum charge is the product
of $5.24 and the Kw of demand in excess of 5 for either the
current month or 508 of the highest demand during the
preceding eleven months.

_Duquesne proposes to increase the applicable
charge to $5.70. LTV, a rate schedule L customer, proposes
the elimination of the minimum charge provision in its
entirety, because, it says, the charge "serves no lecitimate
purpose, and Duguesne Light has not justified its
continuation” (Main Brief, p. 25). LTV further states that:

There is no support, no study, and no
explanation for this increase offered.
~The cost of service witness, Mr. Hayduk,

professed no knowledge at all of this

rate copponent which according to Mr.

Maxwell accounted for more than $8 million

of revenue from Rate L alone during

the historic test year. It is not

known how much revenue came from this

provision under Rate GL which presumably

had 120 bills calculated thereunder.
_There is no quantification in the record
" to show the units billed or the dollars

produced.

Further, Dr. Bloom observed that there
is no justification for increasing the
minimum charge. 1f its purpose is to
recover costs already incurred to provide
service, there is no justification for
increasing it further, especially when
it applies only when service is not
taken. 1In this respect, the minimum
charge is like the untrans formed
service credit which Duquesne Light
does not increase on the theory that
it recovers "sunk" costs.

°
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Over a period of recent rate cases the
minimum charge has increased at a much
greater rate than the demand charge.

The result is to change the teris of

the contract entered into by customeres

at a time when the relationship between

the minimum charge and the demand charge

was lower. This appears from a consideration

-of the LTV situation at its Southside

works as described by Dr. Bloom in his

. surrebuttal testimony at Tr. 3724-3726.

In the 1978 tariff which was attached

as a then current rider to the service
agreement entered into in 1979, the

ratio of the minimum charge to the

demand charge was 2.35/3.42 = 68.71%,

At present rates the ratio is 5.24/6.87 =
76.27%., At proposed rates the ratio is
5.70/7.33 = 77.76%. The point is that

JLhe minimum charge would not have been

operative so long as it was below 70%

if the customer estimated its demand
accurately. The reason is the 70% demard
ratchet wou¥d applv instead. The minimum
charge would apply only if the customer
underestimated its demand and then ran
considerably over. Now, however, the
effect is much different because the
minimum charge is greater than the

demand ratchet. This is a basic change
in the terms of the business arrangement
entered into at the time.

LTV Main Brief, pp. 26-27.

Staff witness Rosenthal opposed the proposed

increase as unsupported. 1In conjunction with his testimony

he prepared tables which compared the charges resulting from

the minimum bill provisions with the applicable demand rate.

- The table refléct}ng the comparison at proposed rates is set

forth below:
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Proportions of~$5.70'Minimum Rate to XKW Rate

Schedule/Biock ' Tariff Rate Minimum Proportion

$ $ %
Rate L - First 5000 9.84 . 5.70 57.9
Additional 7.33 5.70 77.8
Rate GL - First 300 12.26 5.70 46.5
Excess g 9.68 5.70 58.9
Rate GM - Over 5 XW ' 12.10 5.70 47.1
Rate I - First 10000 5.70 ~5.70 100.
Excess 5.33 5.70 100.9

gtaff Statement RAR-1A, Schedule 8. A portion of
Mr. Rosenthal's testimony and his recommendation, is as

i
|
l

follows: l

|
|
Q. Wwhat is the purpose of the minimum charqge? '

a measure of revenue towards the expenses

and fixed charges of the company. One mavs

relate the minimum charge as an attempt to

maintain some coverage of the fixed charaes |

related to specific facilities associated : ' ‘
- with service to the customer. It is for : !

this reason that minimum provisions normally !

invokve'the use of demand measures in

their calculation.

|

A. The minimum charge provision is tc provide ]
|

i

Q. Do you believe a uniform rate should be '
stated and applied as it is in the company ’

A. No. the statement of a uniform rate applieable '
to a multitude of rate schedules makes little l
sense when the schedules vary significantly |
in the applicability and character of service.
As each rate schedule or class has a specific
cost of service based upon their cost causative
. characteristics, it is unlikely that a uni-
i . form ¢harge is fair to all customers.
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Q. Is there a better means to developing the
minimum? - ’

A. fés, that is to base it strictly on a portion
of contract demand or rolling ratchet demand
and apply the rate schedule charges.

Q. What do you recommend as a minimum provision?

. »

A, For Pate L & I would use "70% of contract
demand" as a billing demand minimum to
replace the standard charge mechanism. I

_ would use "50% of contract demand” as a billing
demand minimum for Rate GL. For Rate GM
the applicable tariff would be applied
to 50% of the highest demand of the prececding
eleven months. These changes aid under-
standing, ease administration and result
in specific rate schedule minimums based
upon their own cost of service.

Staff Statement RAR-1A, pp. 9-10.

The ALJ recommended that the LTV and Staff .
proposals be rejected as not in the "public interest." T!e
staff and LTV have excepted.

The Staff states that while it agrees with the

‘concept of minimum bills, and favor their contribution to,

revenue stability, it asserts that it has been demonstrated
that the minimum bill provisions of the various schedules
are neither equitable in their calculation nor are they
relied upon. by the utility for revenue stability. Further,
states the Staff, the pfovisioas have a significant negative

" bearing upon Duquesne's ability to attract new industrial

load to its system.
The Company's Reply to the Staff's Exception

consists primarily of the statement that the increase in the
minimum charge is necessary to move in the direction of
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restoring the proper relationship between the minimum bill
and the extess demand charge of Rate L.

Our review of this matter leads us to the
conclusion_expressed.by Staff witness Rosenthal that there
is an inequity in using a uniform minimum demand charge in
calculating the minimum bill, when the normal demand charge
varies as widelf as it does. . We are persuaded thag the
minimum‘bill provisions of the various rate schedules shculd
be modified as suggested by Mr. Rosenthal, with some
modification, and, accordingly we grant Staff's exception,
in part.

Weiihfbrmally understand that as to Rate GL that
the billing data base does not contain contract demand data
and, consequently, a period of time is necessary in order to
gather and enter that data. Accordingly, we direct, as to
Rate GL, that the Respondent revise its tariff to prcvide
that the minimum charge is the product of the demand charge
and 50% of the contract demand. Additionally, the
Respondent may provide in such revised tariff that the new
minimum bill provision shall not be effective until the
fourth billing cycle after the effective date of the revised
tariff, 212/

As to the Rate GM, we informally understand that
the institution of Mr. Rosenthal's proposed minimum bill
provision would result in drastic increases in minimum bills

115/ This delay should be sufficient time for the Respondent
to make the necessary preparations to bill the new
minimum charge provisions.
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 for some puétomers, VAccordingly, we shall not now direct a

5

change in the minimum bill provision for this rate, and,
alternatively, we direct that the Respondent propose a phase
in of Staff's proposal regarding the minimum provision, in

its next general rate increase proceeding.

As to rate schedules for which we have adopted the
Staff's proposal, it is not our intent that any alternative'
minimum bill provision such as, a minimum dollar amount or a
minimum Kw of_demand! existing in current rate schedules, be

eliminated.

$

3. Customer Class Risk Differential

The OCA alleged that a risk differential exists
hetween customer classes which warrants a tarageted rate of
return for the fﬁdustrial customer groups snmewhat above the
svsten average. The targeted rates of return for
residential *and street light classes as proposed by the OCA
are somewhat below the system average rate of return, while
the tarqetéd rate of return for the commercial customer
group is somewhat above those for residential and street

lighting classes but below the targeted rate of return for

"industrial customers. The OCA bases its recommendation upcn

an alléged historical significant instability in industrial

customers’ requirements as shown by variations in Duquesne’s
megawatt-hour sales to industrial customers.

.The ALJ found that instability in megawatt-hour
sales, however, is not the same as instability in revenue,

and that for industrial customers taking service under

Cu
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Rate L, stability in revenue is maintained, at least in
part, by minimum demand. and ratchet demand contract
provisions,

The ALJ also found that Duquesne's tariffs are not
based on cuétpmer classes, but %ather on the size of
customer demands, and that as a consequence, hospitals and
schools, for example, are in the same class as large
industrials. There would be no way to segregate industrial
customers in order to assign them a higher return, even if
_warranted.

The ALJ rejected this recommendation of the GCA.
We concur with this recommendation. We find insufficient
evidence in this proceeding which would permit us
meaningfully to address this recommendation of the OCA.

4, Essential Usage - Inverted Residential Pate

The Consumer Advocate proposes that initial rate
blocks be  established within the RS and RH rate schedules
reflecting essential electric energy use requirements for
residential customers. This proposal would result in an
inverted rate structure for the residential class. An
inverted rate is, a rate where the charge per Kwh in the
front end of the rate is less tha% the charge per Kwh at the
back end of the rate beyond a certain fixed peint,

In our Generic Rate Structure Investigation,

76 P.R.M,D. 7, the Commission studied inverted rates; in our

report to the Legislature we did not support inverted rates.
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There is nothing in. this record which would justify a
departure from our former reiection of inverted rates.

~ . o
An essential usaqge inverted residential or
life~line rate must be carefully targeted to “he beneficiary
group; othrWisé, relief for low income customers cruld alsn
provide relief to high income customers as well.
In our view, the adoption of inverted rates for
the purpose of easing the pressure of higher electric costs
for low income customers could actually benofit hiah income
customers and cnnceivably discourage eneray conservation.

We concur with the recommendation nf the ALJ,

5. Rider No, 18

Rider 18 of Duquesne's presently effective tariff
sets forth the terms and conditions hy which the Company
will purchase electricity from cogenerational small power

producers. Rider#®l8 presently reads in pertinent part:

The Company will purchase electric enerqy
from customaer-owned gencrating facilities
(1) that are "qualifving small power
production facilities" as defined in Sub-
part B-Qualifying Cogeneration and

Small Power Production Facilities, of
Part 292 of Subhchapter K of Chanter 7T,
Title 18, Code of Federal Regulations
("facilitv"), (2) which are located in
the Company's service area, and (3} that
use as the enerqy source renewabhle
resources such as small scale hydro
facilities of 5 megawatts or less,
biomass, waste, solar or wind.

‘s
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The Company proposes to limit the applicability of
Rider 18 by removing the renewable resource category of
nwaste", and inserting the specific resources of "waste
paper" and "garbage". The Respondent testified that the
change is sought to more accurately reflect the intended
scope of the Rider's applicability. (Duq. St. 5, p. h,

Ty, 1337),."

The Staff, as well as the OCA and LTV Steel
Corporation, presented testimony criticizing the proposed
change.llﬁ/ The Staff's testimony on this and other rate
structure matters was presented by Robert A. Rosenthal. (TS
St. RAR-1, p. 1),

As presently existing, Ducuesne will purchase
electric energy under Rider 1P at 6¢/Kwh from customer-owned
generating facilities that: (1) are aqualifying small pouwer
production facilities; (2) are located in the Company's
service territory; and (3) use as the énergy source
renewable resources such gs small scale.hydro facilities of
five megawatts or less, biomass, waste, soclar or wiﬁd. To
qualify for Rider 18, the facility must meet all three
criteria. Rider 18 was initially filed with the Commission
on August 10, 1981, and became effective Octoher 9, 1981.

Rider 18's stated purpose is to "encourage the
development of facilities utilizing renewable resources for
generating electricity." (Duquesne Exhibit No. 1B at A 25).

Duguesne asserts that it established Rider 18 as a community

116/ See Direct Testlimony of OCA witness Oliver (OCA St. 3,

p. 67) and LTV Steel Corporation witness Bloom (LTV
st. 2, p. 14-18).
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benefit to support a project to burn garbage from the City
of Pittsburgh and other municipalities. The 6¢/Kwh purchase
price was higher than Ducuesne's avoided cost at that time.
¢

Duquesne proposes replacing the word "waste"
presently in Rider 18 with "waste paper," since it states
that the word "waste” could be defined to include certain
energy sources which are non-renewable and which were never
intended by the Company for inclusion in Rider 18.

Duquesne maintains that to the extent there are
facilities which qualify under PURPA 210 hut are excluded
from Rider 18, a rate can be established for such facilitics
under conditions set forth by the Commission's Order adopted
September 17, 1982 at Docket No. L-810060, subdect to
disposition of the appeal at No. 87 C.D. 1983.

The Company states that within the intent of
Rider 18, "waste" was and is garbage, and that an industrial
waste gas produced from coal, which cannot be ®eplaced, and
supplemented with natural gas, is not a renewable resnurce
ar.l was never intended to qualifv f~rr Rider 18.

Duquesne contends that if the word "waste" is
retained, it would work to the economic benefit of companies
such as LTV and -to the detriment of the Company's ratepayers

as a whole

Trial Staff,witness Rosenthal testified that the
drastic impact such a seemingly minor word change would have
on the applicability of Rider 18 can best be demonstrated bv
reviewing the accepted definitions of the renewable resource
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category of "waste" as compared to the specific items of
"waste paper" and "garbage". Mr. Rosenthal first citea the
federal definition of "waste" as set forth in the Federal
Regulations implementing Section 201 of PURTA. Said
requlation was published on March 20, 1980, at

Subchapter B, Section 292.202. The regulations defines
"waste" as "by-product material other than biomass,” The
same regulafion also defines biomass as "any organic
material not derived from fossil fuels,” (TS St. RAR-1,

p. 2).

As further evidence supporting the definiticn of
"waste", Mr. Rosenthal referred to the Statement of

Managers, The Joint Explanatory Note Of The Senate-Ho'1se

Conference Committee wherein it was stated that "waste as

used in the definition of small power production facilities
includes wood and liquid or solid waste." (TS st. RAR-1,

p. 2).

Trial Staff argues that should the limitation
proposed by Duquesne he approved, certain waste-fired esmall
power producers would bhe unable to sell power to Duquesne
under Rider 18, despite the fact'they are recognized as
"qualified facilities" for federal purposes. By wayv of
example, Mr. Rosenthal referred to the situatiofi of LTV
Steel Corporation, Pittsburgh Works. LTV was granted
"qualified'facility" status by the FERC on Septemher 16,
1883. The facflity is capable of producing 27 MW utilizing
coke oven gas. It was classified as a "waste by-product
unit" on April 6, 1984. (TS St. RAR-1, p. 3).

]
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LTV has been negotiating with Duquesne,
inter alia, to become eligible for power sales to Nuqgquesne
under Rider 18. (Tr. 1340). LTV, as a waste-fired
cogenérator, would not be eligible under the groposec

Rider 18 revision.,

Trial Staff observes that Rider 18 is designed to
be similar to PP&L's Pioneer Rate, which rate also
designates "waste" rather than "wastepaper"” and"garbage" as

a qualified renewable resource. (TS St. RAR-1, p. 3).

It is Trial Staff's position that the intent of
the Company regarding the word "waste" has little probative
value since it differs substantially from the commonly
accepted meaning of the word. Trial Staff further contends
that the customers of Duquesne have a right to rely cn the
'WOrding of the Ridef without inquiry into the Utilitv's
;intent, and that LTV, as well as other customers, will be
seriously prejudiced should the Rider be altered at this

juncture without any compelling reason.

LTV strenuously opposes the Duguesne proposal on
the grounds that Rider No. 18 ig being used by the Conpary
to avoid ité obligations under PURPA, and that the proposed
changes conétitute an inappropriate attempt to change the
rules of the game when it became apparent that LTV could
take advantage of the rate. LTV claims Duquesne has failed
to6 carry its burde&'of proof to sk that the changes would
be appropriate, and that the evidence of record shows that
Duguesne's proposal is not in éhe public interest, and that
Rider No. 18 should be expanded to cover all generation
produced by "Qualifying Facilities" as defined under PURPA
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unless and until Duquesne Light offers a viable PURPA 210
rate. This approach is also supported by Staff and the QCA.

LTV contends that this Commission adonted
regulations to implement the PURPA provisions which are now
applicable to utilities operating in this state; that the
ctate PURPA regulations (52 Pa. Code §§57.31-57.39)
incorporate the federal definitional criﬁeria for
"qualifying facilities"; that this definition was adopted hv
Commission Order (12 Pa. Bulletin pp. 4237-4249) where the

|

|

!
Commission said its action was necessary and proper and ir !
the public interest, and that under Title 12, §292.202(bh) of |
the Code of Federal Regulations, it appears that an l
acceptable energy source would be biomass, waste, renewable |
resources, geothermal resources, Or any combination thereof |
with 75% or more of the total enerqy input being from these
sources. LTV further argues that in §292.202, the term
nyaste" is defined as "by-product materials other than

biomass", and the term "hiomass" is defined as "any organic

materialwnat derived frr . fossil fuels”.
L]

Specific to its own position, LTV contends that it l
has a generator.that runs on waste, namelv coke oven g&s, ]
and LTV wants to sell electricity to Duquesne Light under ]
Rider No. 18; that Duquesne knows this and also knows that ' !
the Federal Energv Regulatory Commission has determined that
the LTV generator is a "qualifying facility” within the
meaning'of PURPA (Tr. 1334; 1340) and that only the fear of
having to buy LTV's electricity under Rider No. 18 coulad

have prompted Duquesne's claim that the transaction would be
unfavorable. LTV also observes that there was no discussinn 1

of Duquesne's "intent" when Rider No. 18 was originally I
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filed. (Tr. 2607) In summary, LTV contends that Duguesne's
proposal should be rejected and that Rider No. 18 should be
expanded to co&er all PURPA 210 purchases unless and until
Duquesne presénts a different PURPA 210 rate which complies

with our regulations. i

The ALJ recommended that Duquesne's proposed
revision to Ridér No. 18 be approved for the reasons that in
his opinion, given the voluntary nature of Rider No. 18, it
* should be Duquesne which should determine its terms and
availability, that the Company should not be penalized for
offering such a rate by bheing required to substantiallQ
increase, in effect,.the purchase price as set forth in

Section 210 of PURPA, and that it is not for the Commission

" to define under what conditions cuch a voluntary rate should
be: established by Duguesne, absent a generic ruling
applicable to all‘jurisdictional utilities. We disagree
with the recommendation of the ALJ on this issue.

We agree with Trizl Staff that the customers of
Duguesne have the right to rely on the wording of Rider
No. 18 without inquiring into Duguesne's intent, The term
ngyaste", is défined under Section 292,202 of PURPA, as
"by—product‘material other than biomass." "Biomass" is
defined thereunder as "any organic material nnt derived from
fossil fuels." (TS St. RAR-1) . Duquesne's proposal to
modify Rider No. 18 is accordingly denied.

"Rider No. 18 presently provides that in order for
this Rider to be available, the capacity of small hvdro
facilities may not exceed five megawatts. Trial staff

witness Rosenthal has opposed this limitation, and

]



recommends that it be increased to 30 megawatts. The
Company is not opposed to such revision. Accordingly, we
direct Duquesne to revise Rider No. 18 to make it available

to small hydro facilities, not exceeding 30 megawatts.

6,. Rate L Service Voltage Level Adjustment

R .
LTV witness Dr. Bloom proposed that a service

‘voltage level adjuslment should be added to, Rate L in order
4

to better track the cost of service. He proposed an
adjustment in the form of a voltage level dlscoun* which he
states is supportefl by the fact that it costs less to serve
customers at higher voltages; and he would make Rate L a
more cost based rate, to be consistent with the Commission's
decision in the last Penn Power case at Docket No. R-832409.
He further testified that many other utilities in the state
offer rates of this kind.

Duqueéné opposes this proposal, explaining that
the additional equipment utilized to reduce voltage to lower
levels, such as step-down transformers, distribution lines,
and voltage regulating equipment are adequately addressed in
the demand allocation development and the cost allocation
procesg of the cost of service study by proper recoghition
of voltage level by rate schedule. It further maintains
that these areas have always been recognized in the
resulting return by rate schedules.produced by the cost of
service study, and that no additional adjustment for service
voltage is justified.
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The ALJ rejected the recommendation of LTV, and
would ‘denv such voltage level adjustment for Rate L. We

concur with the recommendation of the ALJ.

A

7. Bill Fofmat

In the.last seftlement, Duguesne agreed to revise
its billing format¥n order that customers will be able to
identify charges and each commodity consumption block and
rate, to enable customers to recognize that if consumpticn
is reduced to an eséential ucage level, the rate charged mav
be reduced. The OCA observes that Duauesne has not yet
modified its billing format to reflect our prior directive.
Duquesne is herepy directed to implement this prior
directive effective with the billing cycle commencing after
March 31, 1985.
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: IX. CONCLUSION

We* have concluded hereln that DuqueSﬂe is entitled
to an opportunlty to earn income available for return of
$215,809, 662 based upon its Pennsylvania 3urlsd1ctlonal
operatlons. This constitutes an increase in operating
revenues of approximately $31,367, 810 or approximately 74.7%
of the $41,999,934 increase requested and approximatelv
48.4% of the $64,758,951 increase which Duquesﬁe claims tc
be justified by its evidentiary presentation.

‘In -furtherance of such «n objective Duquesne is
authorized to establish rates which will produce
$810,926,810, annually, in total Pennsylvania jurisdictional
operating revenues (combined electric service and other
electric revenues), in such a manner as is more fully

described in the appropriate ordering paragraphs; THEREFORE,
IT IS ORDERED:

1. That Duguesne Light Company shall not place
in effect the rates, rules and regulations contalned in
Supplement No. 11 to Tariff Electric Pa. P.U.C. No. 15, the
same having been found to be unjust, unreasonable, and
therefore, unlawful.

2. That Duquesﬁe Light Company is hereby au-
thorized to file tariffs or tariff supplements containing
rates, consistent with our findings herein, which are
designed to produce Pennsylvania operating revenues, exclu-
. give of revenue to.be derived from the State Tax Adjustment
Surcharge, not in excess of $810,926,810.




3. That in support of such tariffg or tariff
supplements, there shall'accompany such filiné a2 proof of
revenues for.gach rate schedule, reflecting the estimated
normalized level of operations at the year end of the future
test year“ending December 31, 1984, as adopted and/or
modified in this proceeding, in the foremat and detail as
provided in .the original filing at Duquesne Exhibit IV-C=-3,

4. That Duquesne Light Company may file the
necessary tariffs or tariff supplements upon less tharn
statutofy notice, and, pursuant to the provisions of 52 Pa.
Code §3.321(b), the tariffs or tariff supplements may be
%iled to become effective for service rendered on and after
January 26, 1985.

5. That Duguesne Light Company and the Commis~
sion Staff shall file a written report with the Commissinn
Secretary (joint or individual as the parties desire), not
later than March 15, 1985, and every 45 days thereafter,
advising the Commission as to the discussions and progress
toward agreement regarding the utilization of a book depre-
ciation reserve, in future general rate increase
proceedings. The inikial report(s) shall inc¢lude, .Lut nct
be limited to (l) the matters upon which agreement has been
reached; (2) any matters then outstanding upon which the
parties have not agreed; (3) the nature cf the disagreement
between the parties; and (4) the estimated date of final
resolution of each outstanding issue. The subsequent
reports at 45 days intervals shall update the information
previously furnished. )
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6.+ That Duquesne Light Company shall recompute
its étate Tax Adjustment Surcharge in acccrdance with the
Commissior's Order of March 10, 1970, as revised.

, 7. That Duquesne Light Company shall include and
reflect the overcollection of $490,570, as discussed in the
body of the Opinion, at the time of its annual revision
(filing) of its .,State Tax Adjustment Surcharge factor, on
March 31, 1985. '

8. That Duquesne Light Company shall, at the
time of'its next general rate increase application, propecse
a phased or multistep average to the minimum charge
provision currently contained in Rate Schedule GM. The
minimum charge provision is to ultimately provide that it 1is
the sum of the Customer.Charge plus the Capacity Charge
based upoﬁ 50% of the current month Billing Demand or 50% cof
the highest Billing Demand during the preceding eleven
months, .which ever is greater.

9, That Duquesne Light Company shall allocate
the authorized increase in operating revenues to each '
customer class and rate schedule within each class on the
ratio of increases shown in Duguesne Exhibit 1-B, Secticn J.
That is to say, the the relative percentage increase
relationships are to remain the same as proposed, at the
reduced level of revenues authorized herein.

10. That except to the extent specifically
granted herein, the exceptions of all parties, to the
Recommended bepisipn of the Administrative Law Judge, are
denied.




11, That Duquesne Light Company shall comply with
all other directives in the bddy of this Opinion and Order,
which are not the subjéct of an individual dir-ctive in the
ﬁreceding Ordering Paragraphs, as fullv as if they were the
subject of a specific Ordering Paragraph.

le, That except as modified herein, the -
Recommended Decision of the Administrative Law Judge 1is
adopted as the decision of this Commission,

13. That .upon Commission approval of the tariffs
or tariff supplements authorized to be filed herein, the

investigation at Docket No. R-842583 shall be terminated and

the file marked closed.

BY THE COMMISSION,

-+

WM

Jerry Rich

Secretary :
{SEAL) . : : o
ORDER ADOPTED: January 24, 1985

ORDER ENTERED: January 25, 1985
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Operating Revenues
Deductions
O&M Expense
Depreciation
Taxes - Other
Income Taxes

Total Deductioas
Operating JIncome

Rate Base

TABLE I
Duquesne Light Company

Income Summary

Pro forma
Present
Ratesf

$
779,559,000

168, 306,000
79,803,000
34,065,000

99,892,000

582,066,000

197,493,000

Rate of Return

Notes (a)

Adjusted Total
Commission Present Revenue Allowable
Adjustmentsﬁ Rates Increase Revenues
$ $ $ $
- 779,559,000 31,367,810 810,926,810
(4,927,393) 363,378,607 - 363,378,607
- 79,803,000 - 79,803,000
(103, 313) 33,961,687 627.3562/ 34,589,043
2,172,793 102,064,793 15,281,705/ 117,344,498
(2,857,913) 579,208,087 15,909,061 595,117,148
2,857,913 200, 350,913 15,&58,7&9£/ 215 809,6623/

Respondent's Exhibit I, 1-4
(b) See following pasge, Table II
(c) 515,458,749 + 492822061/
(d) $31,367,810 x 2% gross receipts tax
(e) Tax factor based on Company's revenue factor
(f) .$215,809,662 - 200,350,913
(g) 12.10% x $1,783,550,928
(h) See Table II, Commission Rate Base
(1) Rate of Return :
Capital Structure -Cost Weighted Cost
% K A yA
51.3 10.24 .0525
10.5 7.69 .0081
38.2 15,82 L0604
100.0 12.10%
13
() This revenue (return) factor is the Company's
based on the inclusion of West Virginia taxes.
(k) 2% gross receipt tax '
(1) Composite state and federal tax rate =

gee Table VI footnote al

.

$1,783,550. 1280/

17, 7/




R, L TN

TABLE I1I
Duquesne Light Company
Summary of Adjustments

Rate
Base Taxes Income
$1,815,899,916 Revenues Expense Depreciation Other Taxes
$ § - $ $ $ $
Deloitte Haskins &
Sells Study (1,365,119)
Unrecorded Retired
Line Transformers (615,603)
Cash Working Capital .

Uncollectible Expense {37,000)

Operating Expense (657,494)

Accrued Interest (248,175)

Deferred Rentals Under
Nuclear Lease (3,660,393)
Westinghouse Settlement {1,577,670)
Deferred Quarto and .
Warwick Coal Costs (22,454,294) .
Return on Warwick Costs (1,976,148)
Fuel Inveantory - -
Eastlake < (313,431) i
Mansfield (844,942)
‘Land Held for Future Use (201,832) 1/
Deferred Taxes Mwmﬂnwmnmm @
-~ with Ohio Property Taxes (1,260,904) . - '
Deferred Taxes Associated

with Change in Billing ) .

Pgactice (1,621,736)

Deferred State Taxes - A :

Flow-Through 2,472,988 -
Tax Calsulation Error .

(Dug. St. 8-1) 178,864 & 1,490,000 (1,490,000)
CAPCO Displacement . 2/ -

Training Costs - (481,200) = 239,480 241,720
EEOC Settlement Claim L (300, 000) 149,302 150,698
Rate Case Expense ‘ (172,947 3/ 86,071 86,876
Management Audit Expense (377,583)%/ 187,913
Split Pan Replacement (423, 384) . 210,707




<

Trangmission Line
Transact ions

Leasehold Improvements

EET Dues

Media Communciat ions

Early Retirement Program

Warwick A&G Expdnse

"Computer Costs

Inflation

Expenses Required for -
Additional Customers

TABLE II

Deferred Deloitte Haskins &

Sells Study

Deferred State Tax-Flow
Through

Deferred State Tax
(10.5-9.5)

Increase in FIT
Assoclated Deferred
State Flow-Through
Ohio Property Tax
Interest mxum:mnm\
Totad Adjustment

{Continued)
Rate
Base Taxes Income
$1,815,899,916 Revenues Expense Depreciation Other Taxes Return
$ $ $ $ : $ $ $

(105, 080) 52,296 52,784

(351,453) 174,909 176,544

(53,364) 26,548 26,796

(35,000) 17,419 17,581

(1,694,489) 843,361 851,183

— (149,000) 74,153 74,847
s 207,000 (103,019) (103,981)

(1, 354,000) 673,851 680,149

(96,424) 47,988 48,436

455,038 (226,461) (228,577)

(4,579,607) 4,579,607

“ (221,588) 221,588

. 2,106,619 (2,106,619)

: (103,313) 51,416 51,897
L : _ 873,407 (873,407)

(33,371,551) ’ (4,931,866) (103,313) 2,174,765 2,857,913




Rate
Base

$1,815,899,916

$

Jurisdictional Adj, 8/

(x.000697)
(x.000907)
Total Adjustment

(22,563)

(32,348, 988)

Commission Rate Base Hmwmunwmonmwm

Text

Text

Text

Text

3

19

130

74

Revenues

$

TABLE 1}

(Cont inued).

Expense Depreciation
$ $
4,473
$4,927,1393)

annmnmmnrmmmw:mm”

Commission Rate Base
Weighted Debt Cost
Commission Interest
Company Claim
Reduction

Tax Factor

Tax Increase

ucnmwawnn&c:mw factor

taken from Respondent's

Taxes Income
Other Taxes Return
$ $ $
_29
2,857,913

103,219) 2,172,793

$1,783,550,928
x%x.0525
93,636,424
95,391,402
(1,754,978)

x.497674
—Re37/0/4

(873,407)
e

Table - attached to their exceptions.

.



TABLE III
Duquesne Light Company

Adjustment to Cash Working Capital
Requirement for Lag in Bond Interest
And Preferred Dividend Payments

Interest Claimed (Ex. 1B, p. F-3) $13,931,510

Per Commission %ate Base _13,683,335%
Adjustment ‘ $ 248,175
Debt Interest Preferred Dividends
Rate Base . $1,783,550,928 $1,783,550,928
Capitalization Ratio .513 .105
914,961,626 187,272,847
Weighted Cost . .1024 g « .0769
* . 93,692,071 14,401,282
Per Day +365 +365
. . 256,691 39,456 .
Mid-Point Revenue Lag Days (90.00-37.8452.2) (45.00-37.8 = 7.2) h
$ 13,399,255 ! $ 284,080

Total $13,399,2725

' ' 284,080 N | !
/// $13,683,335*




