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POTOMAC ELECTRIC POWER COMPANY

1900 Pennsylvania Avenue, N.W.
Washington, D. O. 20006

April 30, 1973

State Oorporation Oommission
of Virginia"

P.O. Box 1197
. Richmond, Virginia 23209

Dear Sir:

The Potomac Electric Power Oompany ("PEPGO") herewith
transmits for filing with the Oommission its application, prepared
testimony, and exhibits in support of requested increase in annual
rates for its Virginia service of $1,139,000.

PEPCO urges the Commission to establish an expedited schedule
in order that the Oompany may begin to receive the required revenue
relief at the earliest possible date. It is requested that the detailed
cross examination of the Company's case-in-chief begin at the earliest
possible date. In this connection, Oompany counsel, personnel, and
outside experts have been directed to give highest priority in providing
all-information and assistance requested by the Commission Staff and
all other parties in the proceeding.

Very truly yours,

/s/ .JACK E. McGREGOR
.Jack E. McGregor



Before th~

STATE CORPORATIONCOMMISSION.OF VIRGINIA

IN THE MATTER OF THE FILING BY POTOMAC ELECTRIC POWER COMPANY OF

REVISED RATE SCHEDULES FOR RETAIL SERVICE

FILING OF REVISED RATESCHEDULES FOR RETAIL SERVICE

Potomac Electric Power Company (Pepco), a.Virginia and Disfrict
of Columbia public service corporation, herewith files with theS.tate~
Corporation Commission of Virginia the following attached revised rate.
schedules, alIas of April 30, 1973, for retail service to be effective with
respect to service rendered on and after May 31, 1973:

Reside.ntial Service Schedule "R"

General Service S0hedule '.'GS"

Temporary or Supplementary Service Schedule "T"

..' :UighTension Service Schedule "HT"

Outdoor' Lighting Service Schedule "QL"

. Street Lighting Service Schedule." SL."

Charges for Servicing Virginia Street Lights Served from Over-
',: ' head Lines, Schedule "Va.-8SL-OH"

'.Charges for Servicing Virginia Street Lights S,erved fro~ Uhd'er
ground Lines, Schedule "Va'.-SSL-UG"

In support whereof, Pepco shows as follows:

1. Pepco provid~s retail' electric service to the public in a pai't of
Arlington County, serving approximately 2,850customers. Pepco also
provides retail electric service in the District of Columbia and Mary-
land and serves one REA Cooperative at wholesale in Maryland.

2. Pepco 'sexisting Virginia rates for retail service became effective,
January 1, 1973 pursuant to the Commission's Order of December 4,
1972 in Case No~19175'. Those rates, as applied to the 1971 test year
used in Case No..19175, theoretically would have produced an overall
return of 7.42% .approved by the Commission in that case. That refurn
was inadequate when the new rates went into effect and even that in-
adequate return has never been earned. The Company's overall return
on its Virginia service for the 12-month period ending June 30, 1973 is
e'stimated to be only 6.87%. The inexorable increases in the cost of



,service arid the erosion of earnings that the Company continues to
experience will cause further deterioration in the rate of return and
'will further increase the gap between actual and authorized,ret.urns.
Qf the increase now requested about 55% is necessary merely to bring
.the .Oompany's return to the level approved last year by this
.CommissIon.

3. Pepco's equity must be increased to achieve a more balanced
-capital structure and, accordingly, the sale of 4,000,000new'shares of
common stock is planned for June, 1973. The Company's 'actual 1972
return,on equity was a meager 9.44%, and the current market price of
:the Company's common stock continues to hover at or slightly below
ho.okvalue. The possibility of a sale of equity at less than bo'Okvalue
and the resulting dilution of outstanding equity illustrates dramatically
the necessityfor rate relief designed to improve the return on equity.

4. Since 1969 Pepco's bond rating has heen doWngraded from
AA to A and the ratings 'Ofits debentures and preferred stock have
been downgraded from A t'OBBB, with a resulting increase in the cost
of capital that ultimately must be borne by Pepco's customers. 'O'om-
pany projections demonstrate that, in the absence of rate relief, the
earnings coverage of fixed charges will decline to approximately 2 times
by year end 1974~ Substantiatv-olumes of debt securities must be sold
to finance the 1974construction program, and such a decline in earnings
coverage will jeopardize serIously even the current ratings of Pepco's
securities. In ;addition, projections show that in the absence of rate
'relief, the earnings coverage of interest and preferred dividends for
1974,will be so low as to impair the Company's ability to sell preferred
stock because of minimum coverage requirements in Pepco's corp'Orate
charter. In order to attain reasonable coverage levels, the Company
must have substantial rate relief promptly since increased rates must
be in effect for 12 months in order to be reflected fully in coverage
calculations.

, 5. The O'omp.any's construction program for the five-year period
1973-1977 is estimated to be $1.7 billion. This construction program,
which refleCitsthe continuing increase in the demand for electric service
pervading the entire electric utility industry, will require the Oompany
to more than double its net plant by the end of 1977.

6. The new rate schedules attached to this application are designed
to increase annual revenue by $1,139,000 and to produce an overall rate
of return of 8.75% on a test year 'ending June 30, 1973., Xh~ proposed
increase is consistent with the "Rules and Procedures 61:. the' Virginia



State Corporation Commission in Compliance with Federal Price Com-
mission Regulations Regarding Public Utility Rate Increases". The
increase is cost justified and is the minimum required to assure con-
tinued, adequate and safe service and to achieve the minimum rate of
return needed to attract capital at reasonable costs. Further, the
proposed in<;lrease takes into account expected productivity gains and
does not reflect labor costs in excess of the guidelines of the Oost of
Living -Council. The exhibits filed herewith include information
required by the "Rules and Procedures" with respect to annual review
of utility rates.

WHEREFORE,Pepco prays that the attached revised rate schedules
for retail service be determined by the Commission to be just and
reasonable and be permitted to become effective for service 'on and after
May 31~ 1973.

POTOMAOELECTRICPOWERCOMPANY

lsi W. REID THOMPSON
W. Reid Thompson
Chairman of the Board
and President

lsi JACK E. MCGREGOR
Jack ',E. McGregor

lsi EDWARDA. CAINE
Edward A. Oaine
1900 Pennsylvania Avenue, N.W.
Washington, D. C. 20006 -

Attorneys for Potomac Electric
Power Company

CAMERONF. MAcRAE
CARLD. HOBELMAN,
LaBoeuf, Lamb, Leiby & MacRae
One Chase Manhattan Plaza
New York, N. Y. 10005

GUYT.TRIPP, III
Hunton, Williams, Gay & Gibson
700 E. Main Street
Richmond, Virginia 23212

Of CoWfisel
April 30, 1973



COMMONWEALTHOFvTItGINIA
STATECORPORATIONCOMMISSION

At Richniond, January 4, 1974

MEMORANDUM OPINION AND ORDER

ON APRIL3D, 1973, Potomac Electric Power Corirpany (Pepco dr
Company) filed its application for -an increase in rates; Although.
Pepco is a large electric utility with operational plant valued at 'ap'- '
proximately one and onecfourth billion dollars, less than' two and
one-naIf percent of its total revenues is derived from sales to retail
cu.stomers in the State of Virginia. The vast inaj 0rity of itscustbiners
are within the jurisdictions of Maryland and Washington, D. C. Its
present annual revenues fI'om Virginia customers are in exces's of
$7,0'00',000; it is now requesting approval of rates which will produce
over $1,000,0'0'0 in additional annual gro'ss revenues.

In support of its application, the Company presented figures for
the twelve month period ending J nne 30'; i973, and projected figures
for the twelve month period ending June 3D; 1974. A public hearing
was held upon the application on July 31 and September i8, 1973.
The following appearances were eutered in the hearing for the party
indicated: Woodr;ow D. Wooleseri, counsel for General Services
Administration; GuyT. Tripp, III, Edward A. Caine, Carl D. Hobei-
man, counsel for Pepco; HenryM. Massie, Jr., Assistant Attorney
General for the Attorney General of Virginia; Jerry K. Emrich and
Charles G; Flinn, counsel for the County Board of Arlington County;
Charles Jay Pilzer and Neil Jay Newman, counsel for the Apartment
House Council of Metropolitan Washington, Inc.; Mose Lewis, III,
and Clifford G. T'rott, counsel for the V\T ashington Metropolitan Area
Transit Authority; and, Richard D. Rogers; Jr., counsel for the com-
mission staff.

The parties prefiled the prepared testimony and exhibits o'f
twelve witnesses. The witnesses verified their testimony and exhibits
during the course of 'the hea'ring and were subjected. to cross-
examination. Also, introduced as exhibits were certain direct
testimony and cross-examination from records developed in rate pro-
ceedings underway in Maryland and in Washington, D.C. The parties
stipulated that the questions and answers shown in such exhibits were
the questions which would be asked and the answers which would be
.given upon the issues now proposed for the consideration of the
Commission. Briefs were filed by the parties.



Now, ON THIS DAY,the Commission upon consideration of the
evidence and arguments of counsel is of the opinion and finds:

(1) Several contentions were made by the parties which warrant
individual response by the Commission. General Services Adminis-
tration refers to the fact that in the last case before this Commission
Pepco was awarded a 7.42 percent rate of return upon its property
-used and useful in providing retail. service to Virginia customers.
This rate increase became effectiv~ January 1, 1973. GSA reasons
that nothing has happened in the interim which would support Pepco's
request for an increase in revenues to give it an 8.75 percent rate of
return, which the Company contends is now justified. It appears that
GSA has assumed that the 7.42percent rate of return was the maximum
that the Commission would have approved.

As discussed earlier, Pepco only derives a small percent of its total
revenues from its retail business in Virigina with the major portion of
its annual revenues coming from business operations in Maryland and
Washington, D.C. Traditionally the Company has applied to this
Commission for approval of rates which have. been approved and
placed into effect in one of the other two jurisdictions in which it
provides s.ervice. The result has been a significantly lower rate of
retur~ upon the Company's property in Virginia than that earned in
MarYland or Washington, D.C.

In the past, the rate of return sought by Pepco has not been
excessive nor, in fact, has its request been controversial. If a utility's
request for a rate increase is reasonable, then its request will be
granted. If the utility's request is at the lower end of the range of
reasonableness, or even below, the Commission will not seek to de-
termine that the utility should have requested a higher rate of return
unless it has cause to believe that the requested earnings are so in-
adequate as to threaten the Company's ability to provide service to its
.~ustomers.

This .Cpmmission is agreeable to all utilities operating within the
State seeking reasonable rates of return. The rate of return which
Pepco now seeks is controversial. It is abandoning its traditional
approach of seeking rates in Virginia which have. been approved and
place into effect in one of the other two jurisdictions in which it pro-
Vides service. Pepco proposes to implement independent schedules of
rates and charges which will give it an opportunity to earn a reasonable
rate of return upon its Virginia properties without regard to any
schedules of rates and charges approved elsewhere.
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(2) Pepoo is -shown to be a net seller to the "PJM" power pool
by a substantial amount (power pooling arrangement participated in
by Pepoo and other electric utilities operating in the states of Penn-
sylvania, New Jersey, and Maryland.) GSA contends that the revenue
for such sales is not sufficient to recover Pepco's costs for this inte~-,
change power. GSA contends that the Commission should adjust
upward the Company's test period revenues in an amount .to com-
pensate for such sales.

No matter how compelling GSA's argument, the Commission cannot
make the adjustment requested. Pepco's contractural agreement, to
sell and buy interchange power, with other members of the PJM power
pool is nota matter within the jurisdiction of this Commission.
Because the Federal Power Commission has exclusive jurisdiction to
review contracts for interchange power, any effort by this Commission
to change the contract rates Dr to adjust Pepco's annual revenues for
rate making purposes because of any difference in opinion this
Commission has with the Federal Power Commission in regard to
revenues from the sale of interchange power would constitute an im-
proper regard for federal and s,tate jurisdiction.

(3) GSA has expressed general dissatisfaction with the Commis-
sion's utilization of an end-of-period rate base, and in particular,
objects because the Commission uses actual revenues and expenses
(adjusted to a going level basis and adjusted for known, definite
'changes occurring within a limited period of time) but not adjusted to
reflect increased customer usage, growth in customers, or changes in
tax expense resulting from additional interest and depreci.ation because
of year-end plant and capital. GSA contends that revenues and
expenses should be fully synchronized by pro forma adjustments to
year-end values .to match year-end plant and capital.

The Commission understands GSA's argument, however, the pri-
mary concern of this proceeding is to make rates for the future, not to
make rates for a historic test period. It is much more important for the
Commission ,to determine the need for earnings upon an end-of-period
investment in plant than to determine what the Oompany might have
earned if end-of-period conditions had prevailed throughout the period.
The Commission considers the end-of-period rate base as the best
measure of the need for earnings for the future so long as utilities con-
tinue to experience increased unit costs for plant and increased costs
for operation and maintenance. As an aid in determining apprDpriate
rates for the future, the Commission requires a fully projected year,

.. .
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one year beyond the test period, projected to show ,expenses and
revenues, pJant investment, total capital, and cost of capital as the
end of the projected period.,

(4) The parties oppose Pepco's proposed accounting for Con-
struction Work in Progress (CWIP). Pepco does not charge interest
to CWIP and does not adjust tl:lst period income because of interest
upon' construction funds.

The usual procedure of the Commission is to allow CWIP as an
addition to rate base with any interest capitalized shown as test year
income. In any case, the Commission attributes to test year income
such additions as will recognize the income producing potentIal of the
CWIP so as not to burden existing customers with the capital expense
of new construction without giving any credit for its income potentiaL
This is part of the'~current plan of utility regulation of this Com-
mission. Any utility which operates within this State tnust accept
the overall plan of regulation. When circumstances require a per-
manent change, or when the circumstances surrounding a utility are so
compelling as to require a deviation, then a permanent change, or a
deviation, will be undertaken. The Commission does not consider the
present circustances such as to require a change or deviation. Accord-
ingly, the full amount of the CWIP will be included in the rate base
and an addition to test period income will be hereafter entered to ap-
proximate the revenue which such property is expected to produce.

(5) .The value of Pepco;s property used and useful in providing
service to retail customers in Virginia is $28,685,021 (rate base). Thl:l
rate base is determined from totaiing the original cost of plant
($34,314,471), including the full amount of Construction Work in
Progress, and from this total, subtracting accumulated depreciation,
acquisition adjustments, and contributions in aid of construction
($7,003,986), and adding an Allowance for Working Capital
($1,374,536) .
If accepted, two proposals of Pl:lpCOwould have considerably in-

creased the rate base. Thl:l Company requested that a much larger
amount be added to the rate base as an allowance for cash working
capital than recommended by the commission staff; the staff followed
the method which has been employed by the Commission in past ratl:l
cases in arriving at its recommendation. The C'Ommission has
generally found one-ninth (or 40 days) of annual operating and main-
tenance expenses a satisfactory and reasonable measure of the cash
working capital which should bl:lallowed as an addition to the rate base~
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The Company performed a lead-lag study for the purpose of de-
termining the cash working" capital component of the rate base. In
arriving at a figure considerably in excess of the amount shown
needed by the Commissian's traditional measure the Company sought
to determine revenue lag for the test year by studying the month of
September, 1972. The Cammission rejects the amaunt 'Of cash warking
capital requested by Pepco because 'Of the lack of depth of the Com-
pany's study and because it has generally faund its traditional measure
satisfactory.

Pepca further contends that it shauld be allowed an $135,000
addition to cash working capital because of bank balances which it
must maintain with certain banks pursuant ta loan agreements
negotiated with these hanks. This Commissian is not aware of any
reason why it should require Virginia's rate payers to pay far money
which the Campany must keep an depasit in variaus banks as a result
of such laan agreements. Accordingly, no additian to the rate base
has been allowed because of such bank balances.

(6) Gross operating revenues from Virginia 'Operations for the
twelve months ended June 30, 1973 amaunted to $6,737,701. The last
increase granted the Company hecame effective January 1, 1973. T,o
proform the test period for the effect of this rate increase an adjust-
mentof $55.5,814 is needed which brings gross annual operating
revenues to $7,293,515.

(7) The Campany performed an allocatian study for the purpose
of deriving allocatian factors ta apply to the total Campany rate base
and tatal Company operating and maintenance expenses that wauld
give the partianattributable to Virginia retail 'Operations. The cam-
missian staff stated that it reviewed the allooation study of the Com-
pany and found the results reasanable.

The principal question concerning expenses was in regard to
adjustments far wage increases, research and develapment, and taxes,
and was whether 'Ornat the full annual effect 'Of adjustments shauld be
allawed or whether the effect 'Onlyta twelve manths past the test periad
should be allowed. The Cammissian has decided ta apprave the latter.
The ultimate lagic of the Campany's positian wauld be ta allaw adjust-
ments far expenses occurring approximately twa years beyand the
test period. If a praposed wage increase were shaWn as becoming
effective at the very end of the twelve manth prajected period and
the Commission were ta apprave its full annual effect as an adjustment
to test period expenses, the Commission would be adjusting for
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increased expenses a full two years beyond the test period. ,'rest year
expenses are found to be $5,277,009.

(8) The Rate of Return of Pepco for the twelve month period
-is shown t,o be:

Total Operating Revenues
Operating Revenue' Deductions

Net Operating Income
Charitable Contributions

Adjusted Net Operating Income

$ 7,293,515
(-) 5,277,009

$ 2,016,506
1,882

$ 2,014,624

Upon dividing the Adjusted Net Operating Income by the value of the
rate base ($28,685,021) the rate of return is found to be 7.02 percent.

(9) T:o determine an appropriate rate of return upon -the rate
base the -Commission turns to the parties' testimony and briefs for
positions as to an appropriate return upon equity capital which is a
judgment component .of cost of capital. The commission staff witness
recommended a return on equity of 12.0 to 12.5 percent, the Company
witness 13.5 to 14.0 perc-ent, G.S.A. witness 12.1 percent, Arlington
County Board witness 12.17 percent, and the Attorney General's office,
although presenting no witness, argued for a 12.5 to a 13.0percent rate
of return.

Pepco is one of the utilities which is required in an application
for a rate increase to present a fully projected year, one year beyond
the test period. In determining an appropriate rate of return the
Commission considers the projected capitalization, cost of capital, rate
base, revenues, and expenses. In this case Pepco's projections are
questionable. The Oompany projects a growth in the rate base in
excess of $7,000,000,growth in expenses in excess of $309,000, a sub-
stantial increase in cost of capital, but a growth in revenue (exclUSIve'
of any increase in rates) of approximately $90,000. While the Commis-
sion cannot find that such estimates are wrong, it does appear that the
$90,000 increase in revenues is low.

Upon consideration of all evidence, it is the Commission's opinion
that Pepeo should be allowed an 8.5 percent rate of return upon its
end-of-period rate base which will give the Company an opportunity
to earn in the range .of12.5 to 13.0percent upon equity capital;,

(10) What additional earnings does the Company need to earn
an 8.50 percent rate of return? Earlier the Commission indicated
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that it would allow the full amount of Construction Work in ;Progress
as an addition to the rate base but that it would adjust test period
revenues to approximate the revenue which such property is expected
to produce. The commission staff deducted the average of CWIP
from theend-of-period rate base. The Commission has restored and
allowed this amount ($1,979,486) as a part of the rate base upon which
the Company should be allowed a rate of return, however, the Com-
mission finds that $158,359 of revenue shall be attributed to an Allow-
ance for Funds Used During Construction computed as follows:

1,979,486 x 8% = $158,359

The additional earnings needed by the Company would be computed.
as follows:

Rate Base
Rate of Return

Total Net Earnings Needed
Adjusted Net Earnings Available

Additional Net Earnings Needed
Additional Gross Earnings Needed
Less: Revenues from Allowance

for Funds During Construction
Rate Increase

$28,685,021
(X) 8.5%

2,438,227

2,014,624

423,603
845,009

158,359
686,650

rhe Company proposed rates designed to produce :$1,0'55,000 in addi-
tional, annual gross revenues; it must now redesign and submit rates
to produce $686',650 in additional gross revenues;

(H),As testified to by the commission staff, the Commission has
reviewed the schedules of rates and charges, rules and regulations of
Pepeo on two previous occasions in the last three years. The principal
changes' now proposed are to increase' the minimum bill for residential
service from $2.00 to $2.25, and an overall increase in rates of 14.5'
percent broken down to: 10' percent increase for residential. service,
13;5 percent increase for general service, and a 16.2 percent increase
for high tension service.

Opposition was offered to the proposed rate design, and~ in
particular by those parties which would be affected by the proposed
percentage increases in general service and high tension service.
Washington Metropolitan Area Transit Authority's primary problem
i~ deferred because Pepco proposes to file for the approval of this
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Commission in the future a rate schedule for railway propulsion (RP).
This is agreeable to the Commission and the schedule will be reviewed
at the time of filing.

It is obvious that an increase of $2.00 to $2.25 in the minimum
bill for residential service is not sufficient to cover the Company's min-
imum costs for a residential customer. Accordingly, Pepco should be
allowed to place into effect its proposed increase in the residential
minimum bill.

Should the Commission approve a greater increase to general service
and high tension customers ~ Pepco has one of the most unfavorable
load factors in the electric utility industry. The evidence' indicates
that growth in loads, and pattern of loads, to high tension and general
service customers has had a more adverse effect on overall system load
than residential growth, and that these same services have caused a
greater need for investment in plant.

The Commission finds the relationship among the customers and
classes of customers reasonable as regards the proposed distribution
of revenue requirements. Accordingly, the Company should, -to the
extent practicable, make uniform percentage reductions from the
originally proposed rates in order to redesign rates to produce addi-
tional annual revenues of $686,650.

IT Is THEltEFORE ORDERED:

(1) That Pepco shall design and submit for the review of the-
Commission, 'Onor before January 10, 1974, schedules of rates and
charges, in conformance with the above findings of the Oommission,
to produce additional annual gross revenues 'Ofapproximately $686,650;

(2) That unless the Commission shall, after review of the re-
designed schedules 'Ofrates and charges, notify the Company 'Of any
objection to the proposed schedules, the same shall become effective
for electric service rendered on and after January 15, 1974.

And, it appearing that nothing further remains to be done in
this case, the same shall be, and hereby is dismissed from the Com-
mission's docket of active cases and the record developed herein shall
be placed in ,the Commission's file lor ended causes.
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BEFORETHE STATECORPORATIONCOMMISSION

NOTICE OF APPEAL AND ASSIGNMENT OF ERROR

COMESNow the Apartment House Council of Metropolitan Wash-
ington, Inc., a District of Columbia corporation, by its attorneys,
Charles Jay Pilzer and Ronald D. Jacobs, and states as follows:

The Apartment House Council of Metropolitan Washington, Inc.
is anIntervenor in Case No. '19277 in the Application of the Potomac
Electric Power Company for an increase in rates in the State of
Viriginia. ;

On January 4, 1974, the State Corporation Commissi'On entereda
Memorandum Opinion and Order in Case No. 19277 which, subject
to slight modification, granted the rate increase sought by the Potomac
Electric Power Company. The Apartment House Council 'Of Metro-
politan Washington, Inc. is aggrieved by the entry of said Order and
does hereby notify this Honorable Commission and other persons of
interest that it intends to appeal the aforesaid Order to the Supreme
Court ~f Appeals in Virginia ..

The Apartment House Council of Metropolitan Washington, Inc.
assigns as error by this Honorable Commission the ruling set forth
in Paragraph 11 of the Memorandum Opinion and Order ,of January
4, 1974, which approves a rate design structure which will result in a
substantially higher rate of return for general service and high tension
service than for residential service. It is the position of the Apart-
ment House Council of Metropolitan Washington, Inc. that such a dif-
ference in the rates ,of return of the three principal classes of service
~s discriminatory and unsupported by any evidence presented to this
Honorable Commission.
ApPELLANTSREQUEST
COPIESOFALLFILINGS Respectfully submitted,

JACOBS,PILZER& SPEILLER

/s/ CHARLESJAY PILZER
Charles Jay Pilzer

/s/ RONALDD. JACOBS
Ronald D. Jacobs
l10117th Street, N.W.
Washington, D. C. 20036
(202) 785-9000
Attorneys for the Apartm.ent
House Oouncil of Metr'Opolitan
Washingt'On, Inc.
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EXCERPTS, FR,OM TRANSCRIPT OF TESTIMONY

Testimony of Edward F. Mitchell ', . . .

117 Q. PLEASESTATEYOURNAME AND PRESENTOCCUPATION.
A. My name is Ed"\ard F. Mitchell, and I am the Vice President,
.Electrical Engineering of Potomac Electric Power Company.

* * '* '* '* * * *
118 Q. PLEASEBRIEFLYDESCRIBEPEPCO'S OPERATIONSANDTHE

AREAIN WHICH IT OPERATES.A. Pepea provides electric service
within its 643 square-mile service area comprised of 12% of Arlington
County, Virginia; all of the District of Columbia; and 61% and 51%,
respectively, of the geographic areas of Montgomery and Prince

George's Counties in Maryland. Pepco serves some 2,850.
119 customers in Virginia. Federal installations, including the

Pentagon and Fort Myer, constitute a major part of the Com-
pany's Virginia business. A map .of Pepco's service area is shown
on page 1 of my Exhibit. .

* * * • >!Ii * * *
122 Q. PLEASE GENERALLYDESCRIBETHE DIVERSITYOF LOAD

CHARACTERISTIC'SEXPERIENCEDBy PEPGOWITHIN ITS SERVICE
AREA. A. The standard .electric utility operation experiences some
combination of residential and industrial-commercial purchases which

results in a load factor of perhaps 55-60.%. Unlike the standard
123 experience, however, practically no industrial purchases are

experienced on our system. Instead, unlike all other electric
utilities, a comparatively very large percentage' .of sales is mad'e to'
government-especially to the Federal Government. For this reason,
Pepco was the first utility to experience a summer peak, and that due
to early government air-conditioning loads abaut 1940.. '

The Virginia area served by Pepco, although geographically small,
contains the highly developed RQsslyn area and a number .of large
governmental installations, such as the Pentagon and Fart Myer, but
.only same 2,50.0. residential customers. Sales of electric energy in
the District .of Columbia are practically ~ll residential, cammercial and
governmental. Residential service.is relatively more important in the
case .of Maryland purchases.
Q. PLEASE EXPLAIN IN MaRE DETAIL THE SIGNIFICANCEOF Am-

CaNDITIONINGLOAD. A. From the early 194o.'s, Pepco has experienced
a much higher peak in the summer, due to air conditioning, than in the
winter. At one time Pepco's laad factor was approximately 60.%, and
the Company's summer and winter peaks were nearly identical. Now,
however,' the winter peak only amounts to about 60.% of the summer
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peak and overall load factor has declined to less than 47,%.

124 You may be assured that most new buildings built in our service
area, are air conditioned electrically. Thus, our summer peak

constantly rises.

* * * * * * * * * * *
78 Testimony of Frank S. Walters

Q. Please state your name and your present position with Potomac
Electric Power Company. A. My name is Frank Seymour Walters
and I am Vice President in charge of Rate and Regulatory Practices.
In this capacity, 'among other things, I am responsible for the develop-
ment of the Company's rate structure, the design of rate schedules and
the conduct of attendant engineering and economic studies. This work
is carried out by our Rate and Economic Analysis Division under my
direction.

* * * * * * * * * * * *
96 A. Yes. Under my direction new rate schedules have been

designed to produce an aggregate increase in r.evenue of
$1,139,000 within the Virginia jurisdictional segment of the Company's
business.

New rates are being filed for Residential Service, General Service,
Temporary Service, High Tension Service, Street Lighting Service,
Outdoor Lighting Service and for the Servicing of ,Street Lighting
Equipment.

Q. Have new rates heen prepared to produce the r.evenue increase
to which you just referred 7 A. Yes. Under my direction new rate
schedules have been designed to produce an increase in revenue of
$1,139,000 or 15.8%, from sales of electricity to customers of an classes
of business within the Virginia segment of the Company's serviee area.

Q. How does the proposed increase affect the several major classes
of business 7 A. Compared with the total increase in sales of 15.8%,

residential sales would be increased by $25,000, or 10.9%; sales
97 to General Service customers would rise by $588,000, or 14.7%,

and sales to High Tension customers would rise by $519,800
or 17.7%. Increas-es in revenue from Temporary Service Schedule
"T" are included in the figure given for the General Service classifica-
tion. Revenue increases for Outdoor Lighting Service would rise by
$3,000, or 15.0%, and thos.e for Street Lighting serv:icing operations
would increase by $58,000, or 16.1%. The increase in charges for
electricity for street light oper1ationis also included in the aggregate
amount shown for the General Service classification. A summary or
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proposed increase is given in Exhibit No. 5,-VolumelIIc, Page W-101.
Q. Mr. Walters, will you briefly review the general principles of

rate design which were incorporated in these revised schedules ~ A.
In the development of revised rate schedules the general rate forms
included in the present rate structure are maintained throughout.
Last year some major changes were made lin the rate form employed
for General Servioe which embodied certain "hours use" features in
the energy charge which had previously been introduced in the High
Tension Schedule a few years before. This step completed a sequence of
planned changes which culminated in the elimination of S.chedule"LP"
from the tariff. Under the proposed revision, the present basic rate
schedules are maintained. without any major structuml change in

form.
98 Q.. There has been a considerable .amount of public discus-

sion of the economic concept of "price elasticity" applied to
the furnishing of electric service. Have you considered this principle
in designing the proposed rate schedules ~ A. Yes. The question of
price elasticity, or in other words, the degr'ee to which sales volume
may be expected to respond to a change in the price at which the pro-
duct is offered in the market, has be,en thoroughly studied in develop-
ing the proposed rates.

Q. Will you comment in some detail on this economicprinciple as it
relates to electric service~ A. The economic concept of price elasticity
has been discussed in reJ,ationship to the pricing of electric service for
many years and the qualitative effects of price changes when elasticity
exists have been explored by economists in considerable detail. The
major problem is that of quantitative measurement to determine the
degree of elasticity that is present and to identify those sectors of
the sales market in which it does exist. There appears to be relatively
little specific data on which to base a pricing judgment and from the
limited measurements which have been made the major portion of the
electricity sales market does not exhibit an appreciable response to
price change. This inelasticity is at least present on a short term basis,

.although there is currently some speculation that a price-demand
99 response still might be exhibited on such a long run basis of

possibly ten years or more. Howev.er, no numerical assessment
of this long range characteristic has been made to my knowledge..

In the present market for electricity sectors which do exhibit
price-demand elasticity are those such as water-heating and space heat-
ing where other forms of energy might be used. This "product substi-
tution" type of competition relates directly to the "vlalue of service"
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which the customer places on electricity relative to other fuels in per-
forming a comparable task. In this area it is quite possible to prlce
the product out of the market place.

Q. Will you now discuss these points as they relate to the design of
the proposed rate schedules~ A. The most direct application of these
principles is in the area of summer-winter differentials in mtes for
electricity. Beginning in 1969,PEPCO introduced seasonal differences
in block rates for Residential Service and for General Service. In suc-
cessive rate changes these differences have been introduced in earlier
blocks of the schedules and the divergence between summer and winter
price levels has been increased. This trend continues in the proposed
rates.

Maintaining a reasonable "value of service" rate level for such
applications as space heating is in the interest of all rate payers

through selective load building which is directed at improvement
100 of seasonal unbalance in system load and the resulting more

efficientyear round use of generating facilities.
In the proposed General 8ervice Schedule "GS" both the demand

and energy charges for electricity furnished during summer months
were increased considerably more than those applicable in winter. In
both instances this assignment of revenue increase reflects the need to
recover increasing marginal oapacity costs associated with peak period
loads. Since the "GS" schedule employs an "hours use" form of
rate, a portion of the demand related cost of service inherently is
embedded in the energy charge.

Q. Is selective load building the principle objective of summer-
winter rate differentials ~ A. No. Although such rate patterns are
highly compatible with the selective winter load building concept, the
prime objective of increasing summer rates substantially over winter
rates, is to place the revenue level in better perspective relative to the
seasonal pattern of cost responsibility.

Since PEPCO's system peak occurs during summer months and
since the magnitude of that peak is about 60% greater than the highest
values established during the preceding winter months, a much higher
relative mte increase in summer than in winter serves to more nearly
collect compensation for peak use responsibility during the same

months of the year during which the expenses of serving peak
101 load are incurred, ,instead of distributing the recovery of such

costs over a full twelve months' cycle of operation.
Q. Will you describe the changes in the residential rate as pro-

posed ~ A. First, the minimum-bill charge has been raised from $2.00
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per month to $2.25 per month 'and includes up to 20 kilowatt-hours of
energy consumption as in the presept rates. In the Company's 1971-
1972 rate proceeding, the minimum bill charge was $2.00 and although
this was in no way considered adequate to cover minimum costs, it was
considered to be administratively desirable not to interrupt the rate
pattern too 'abruptly. Consequently, this adjustment is being made in
successive steps and the 25-cent additional charge for minimum bill
customers, included in this filing, is an increase of only 12 &%%.

Two changes in block length were mad~ in the schedule. With the
minimum charge content remaining ,at 20 kilowatt-hours per month,
the length of the second block was increased from 30 kilowatt~hours to
80 kilowatt-hours, and the length of the third block was decreased fr.om
150kilowatt-hours to 100 kilowatt-hours. These changes together pro-
duce a smoother blocking of the rate and also serve to make increases in
bills for customers up to 200 kilowatt-hours per month somewhat less

than they would be under the original block distribution.
102 In the establishment of price levels for each block we have

continued the seasonal load balancing policy of introducing a
higher price assessment for summer service over that for winter usage.
In the prior rate proceeding the beginning point for the summer-winter
differential was 400 kilowatt-hours per month and this has not been
changed in the present rate design.

However, the divergence between summer and winter pricing is
greater than it was in prior schedules. Therefore, the price offered
for summer usage in excess of 400 kilowatt-hours per month has been
increased at a much greater percentage rate than that for comparable
winter usage. Furthermore, from an overall point of view, the per-
centage increase in block rate is greatest in the middle and large use
portions of the rate schedule.

Q. What modifications are proposed for geneml service ~ A. Pro-
posed General Service Schedule" GS" continues the present separation
between non-demand billing where only kilowatt-hours are measured
and demand billing where a measurement is made of both kilowatt-hours
of energy and kilowatt-hours of demand. The basic form of the schedule
has been continued without modification since the major change of
introducing the "hours use" provision in the energy charge was

made during the prior case before this Commission. As is the
103 case with the Residential Rate Schedule, differentials in price

level between rates for summer and winter usage have been
increased.

Modification in block rates have been made in each block of both
the demand and energy charge provisions.
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Q. Have there been any modifications in the schedule forTem-

porary of Supplementary Service Schedule "T" 1 A. There are no
changes introduced under proposed Schedule" T" exce-ptthe change in
block rate in the context of overall revenue requirements. >

Q. Will you comment on proposed High Tension Schedule" HT" 1
A. There are no changes in the hasic rate form of High Te,nsion
Service Schedule "HT". It is an "annual load" factor responsive
rate that provides seasonal price differences through the application
of ,acontrol demand which is established during summer billing months.
The percentage increase applied to this Schedule is higher than that
applied to General Service Schedule "GS" in recognition of the high
degree of air conditioning saturation present in the High Tension
customer category and the Company's 'Objectiveof increasing the pric-
ing of summer peak contributing leads.

In the availability provisions of the proposed schedule the class of
service to be supplied by the Company is given in more detail than

in the present schedule.
104 An Emergency or Auxiliary Service Rider "HT~3" has

been added to the schedule comparable in its ,application to that
already contained in the present General Service Schedule "GS".

Q. What change was made in Street Lighting Schedu~e "SL"
A. The proposed schedule under which energy for street lighting
operation would be furnishedis based on application of the appropriate
demand and energy block rates for proposed General Service "GS"
combined to reflect the scheduled burning hours for street light opera-
tion. The resulting increase in level or charge is in direct proportion
to the overall additional revenue requirement.

Q. What modifications were made in the schedules for servicing of
street Ughting equipment 1 A. Each of the rates for the servicing
of str,eet lighting equipment has been increased in direct proportion to
the overlall additional revenue requirement.

Q. What change is proposed for Outdoor Lighting Service Schedule
"OL"¥ A. The rates for Outdoor Lighting service have been lin-
creased at the average rate applied to ,all service in Virginia and a pro-
vision for adjustment of the charge when the Company experiences 'a
change in the cost of fuel has been incorporated in the schedule. The

fuel cost provision tisthe same as that included in other schedules
105 for low voltage service.

Q. Do all of PEP CO's present rate schedules contain a pro-
vision for adjustment in price when the Company experiences a change
in the cost of fuel burned ¥ A. Yes. With the addition of such a provi-
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sion to Schedule "OL" aU of PEPCO's schedules contain a fuel cost
adjustment provision. Such 'a provision is not applicable to the
."schedulesfor servicing street lighting equipment since no electricity is
- supplied under such rates.

Q. Have you made change in the fuel cost 'adjustment provision
under the proposed rates~ A. No. The fuel cost provisions contained
linthe present rates have been continued without modification under the
proposed schedules since the present provision has only been in effect
sinceJ anuary 1, 1973. -Since the present fuel cost adjustment provi-
sion would continue uninterrupted with the adoption of the proposed
_schedules,no "roll-in' 'revenue adjustment has been included in the
computations.

Commissioner Shannon: Go ahead and proceed, Mr. Hobelman.

By Mr. Hobelman:

_Q. Mr. Walters, three exhibits accompany your testimony. The
first is entitled "Volume IlIa, PEPCO Exhibit Number 3, Frank S.

Walters, Witness."
106 I believe it comprises one of your jurisdictional cost

analyses.
Mr. Hobelman: I ask that this be marked for identification as

FSW Exhibit 3.
Commissioner Shannon: All right. Mr. Walters' Exhibit Volume

lIla, PEPCO Exhibit Number 3,will be identified as FSW Number 3.

(Document marked and received as FSW Exhibit Number 3.)

By Mr. Hobelman:

Q. Was that ,exhibit prepared under your supervision and direc-
ti<)ll~ A. Yes, it was. '

Q. A second volume entitled "Volume lIIb, PEPCO Exhibit 4,
Frank S. Walters, Witness," was also filed on April 30th, comprising
_another jurisdictional cost of service analysis for 'a different period.

Mr. Hobelman: I ask that this document be marked Exhibit FSW 4
for identification.

-Commissioner Shannon: That will be received ,as FSW4,

(Document marked and received as FSW Exhibit Number
4.)

107 By Mr. Hobelman:

Q. Finally, Volume lIIc, PEPCO Exhibit Number 5, Frank S.
.Walters, Witness, was filed with your testimony.
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This comprises a rate design and an analysis of various increases
and classes in a typical bill and so forth.

Was that document prepared under your supervision and direc~
tion ~ A. Yes, sir, it was.

Mr. Hobelman: Your Honor, r ask that this be marked for identi-
fication as Exhibit FSW 5.
, Commissioner Shannon: That will be received as FSW 5. .

(Document marked and received as FSW Exhibit Number 5.)

Mr. Hobelman: The latter two were received, Your Honor.
Would the former, FSW 2, be received ~
The Bailiff: It has been received.
Mr. Hobelman: r also note we neglected to move in evidence HLD

4.
We ask that this be received into evidence..
That's the exhibit to which Mr. Da~is has just testified with

. respect to.
Commissioner Shannon : Yes. That has been received.

108 Mr. Hobelman: There is one left over from last month's
proceeding, which ,isMr. Reese's exhibit LSR 6.

r ask that that be received into evidence .also.
Commissioner Shannor: Do we have that, Mr. Harrison ~
The Bailiff: That was received, sir, at that time.
Mr. Hobelman: It has been received .. Thank you.
Commissioner Shannon: All right.
Mr. Hobelman: Mr. Walters is ready for cross-examination.

CRoss-EXAMINATION

By Mr. Rogers:

Q. Mr. Walters, are you familiar with a December 4, 1972 order
of this Commission in which A, B, C, D, E, F, G, H are listed under
Paragraph 5, and which give geneml instructions as to' the rate designs
or the rate design of PEPCO~ A. Was that order issued to PEPCO~

Q. Yes, sir. A. r don't r.ecall it in detail at the moment, butr am
familiar with it.

109 Q. You are familiar with iU A. Yes.
Q. To your knowledge the rate design which you've offered

in this proceeding conforms with those general instructions ~ A. Yes,
sir.

r recall this now that r see it, and this rate design does 'conform
to those general instructions. .
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Mr..Rogers : That 's all the questions I have.
Commissioner Shannon: Mr. Massie 7
Mr. Massie: I hav,eno questions of this witness.
Commiss,ioner Shannon: Mr. Walleson 7
Mr. Walleson: I have no questions, Your Honor.
Commissioner Shannon: Mr. Flynn 7
Mr. Flynn: I have no questions.
Commissioner Shannon: Mr. Newman7
Mr. Newman: Yes, Mr. Chairman.

First of 'all, I note that the cross-examination of Mr. Walters will
be moved in ata later time by stipulation with the Utility, so I would
just mention that at this point.

Commissioner Shannon: All right, sir.
Mr. Newman: Secondly, I would like just to have Mr. Walters

identify for us, so we can move them into evidence, two documents
which were prepared by him.

110 CRoss-EXAMINATioN

By Mr. Newman:

Q. Mr. Walters, I first call your attention to a document entitled
"Apartment House Council ExhibIt Number 2 for Identification."

I believe your counsel has given you one. A. Yes.
Commissioner Shannon: This will be identified as FSW 6.

(Document marked and received as FSW Exhibit Number 6.)

Mr. Newman: I have extra copies here.

By Mr. Newman:

. Q. Mr. Walters, I ask you, do you recognize this document con-
sisting of five pages 7 A. Yes, sir, I do.

Q. And was this document prepared by you, sir7 A. It was pre-
pared under my direction.

Q. Under your direction. Fine.
Could you identify for us P,age 1, just what it is 7 Do you recognize

it and what it is 7 A. Page 1 is the summary which shows the allocated
amounts within the State of Virginia that is within our service

111 area in the State of Virginia, all of the amounts allocated to the
classes of business, namely, residential, general. service, large

power and street lighting, going down to the last line, showing the
rate of return applicable to each class of business.
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Q. All right, sir. And Page 2. Could you just briefly identify
Page 2 for us~ A. Yes, sir. Page 2 is 'simply a copy of a summary
sheet from our computer run on which this study was made.

Q. Thank you. Page 3. Do you recognize it again and briefly
identify iU A. Again, this one of the summary sheets. In this case
it is for the operating income total.

Q. Fine. And Page 3, could you briefly identify that? Do you
recognize it, and could you briefly identify iU A. Did you mean Page
3 or Page 4~

Well, to be sure the record is correct, Pages 2 and 3 are two sum-
mary sheets taken from our computer printout.

Q. Fine. That brings us into Page 4. A. Page 4 is a tabulation
showing the load characteristics and the computation of the allocation
factors used in the development of the study.

Q. And do' you recognize, and just identify what is <lontained on
Page 51 A. Page 5 makes the necessary adjustments to reflect

112 the relative rates of return of the several cl,asses of business if
the entire business in Virginia were making a return of 8.75

per<lent.
Mr. Newman: Thank you.
Your Honor, I would ask that this document be marked as Apart-

ment House Council Exhibit Number 2, and I say Number 2 because
Number 1will be reserved to be used in connection with Mr. Bern-

. stein's testimony.
Commissioner Shannon: All right. We temporarily identified that

as FSW 6, but you would rather have it marked as your exhibiU
Mr. Newman: Yes.
Commissioner Shannon: We will make this Apartment House

Council Exhibit 2.
Mr. Newman: And I would ask that it be received into evidence.
Commissioner Shannon: All right. It will be. so received.

(Document marked and received as -Apartment House Council
Exhibit Number 2.)

Commissioner Shannon: And that is IL instead of EL.
It's the Council's exhibit, your client's exhibit.

Mr. Newman: Yes. Oh, yes.
113 Mr. Chairman, orYour Honor, I would now ask Mr. W,alters

if he could identify a document marked as Intervenor Apartment
Rouse Council Exhibit Number 3 for Identification, PEPCO's F & 0
Reports, January, 1972, Uay, 1973, consisting of 17 pages.
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The Witness : Yes, sir, I can. .\.
The Bailiff: Do you have copies of it; sid
Commissioner Shannon: No.

By Mr. Newman:

Q. All right. Mr. Walters, do you recognize this document that
you now have before you ~ A.Yes, I do.

Q. Was it prepared under your direction and supervision? A. It
is taken from a Company record, and it was furnished to Apartment
House Council upon your request.

Q. Right. A. By me.
Q. By you; tisthat correct ~ A. Yes.
Q. Now, briefly, and I don't know if I want to go through each and

everyone of the 11 pages, but could you identify for us, or do you
recognize each one of these pages ~ A. Yes, sir, I do.

114 Q. And could you identify for us what each one briefly
contains ~ A. Basically these are summary sheets from a regu-

larly published report of 'Ourcompany which shows the sales statistics
for the several classes of business in the service area in the State of
Virginia.

This summary shows revenues, kilowatt-hours and the number of
customers served, ,and shows it by months for the period in question.

Q. And I believe that runs from J'anuary, 1972, on Page 2 of this
exhibit, through the last page, which is May, 1973; is that correct? A.
That is correct.

Commissioner Shannon: This is confined solely to Virginia sta-
tistics, is that correct, Mr. Walters?

The Witness: Yes, sir, it is. We have similar sheets in the major
report, but these are the reproduced sheets for VQrgini'a.

Commissioner Shannon: All right.
Mr. Newman: Your Honor, I would ask that this be marked as

Exhibit Number 3 f,or identification and received into evidence.
Commissioner Shannon : You say Number 3?
Mr. Newman: Yes. Apartment House Council Exhibit Number

3.
115 Commissioner Shannon:. All right. So marked, and it will

be received ..

(Document marked ,and received as Apartment House Council
Exhibit Number 3.)

Mr. Newman: Your Honor, that is all the questions I have at this
time for Mr. Walters. .
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'.I will' note again, howev.er, that in our stipulation that these
exhibits and other matters are questioned by Mr. Pilzer.

Thank you.
. Commissioner Shannon: Any redirect e~amination ~
Mr. Hobelman: Yes, Your Honor.
Commissioner Shannon: Excuse me. Mr. Trott. I'm sorry.
Mr. Trott: I have no questions .
.Commissioner Shannon: I didn't mean to pass you by.
Go ahead with your redirect.

REDIRECT EXAMINATION

By Mr. Hobelman:

Q. I have a question with respect to Apartment House Council
Exhibit Number 2.

Mr. Walters, with reference to the residential return shown on
Page 1 and the proposed rates on Page 5 of Apartment House

116 Council Exhibit Number 2, do those figures of 3.01 percent and
3.39 percent represent realistic class returns considering the

composition of the company's service area in Virginia ~ A. I think the
figures that are shown on these exhibits for the residential class are
lower than is realistic.

This, however, 'arises from the' very, very small segment of our
. total business to which weare allocating when we make an allocation
to the residential class in the State of Viirginia.

. . To explain that, let me just mention that the residential kilowatt-
hour sales in Virginia are approximately two percent of the Companyis
total sales in Virginia, or a little less than two percent, and amount to
about one tenth of one percent of the Company's total sales in its
serVIcearea.

The difficulty comes from the mathematics ,and the mechanics of
allocating certain costs to such a small portion of the total.

The principal difficulty arises from the identification of certain
,service connection facilities and the fact that in some instances more
than one customer is served from such a facility. .

It would not make any difference were the statements larger, be-
cause a difference of a few units would not be 8'ignificant.

117 The problem is really one that is mechanical and it is
simply as a result of the very small nature Of the segment to

.which these.f.actors .are allocated.
Mr. Hobelman: That completes the redirect.
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Commissioner Shannon: How many residential customers do you
have in Virginia, Mr. Walters ~

The Witness: I'm reading for the year 1972, at the end of the
year, for the average number served: 2,337 residential customers.

That was the average for that year. .
Commissioner Shannon: And on here you show general service.
What is that generic heading ~
The Witness: General service is really the broad commercial rate

schedule for service to business generally and also to some government
activity.

Commissioner Shannon: Now, your Apartment House Council,
Mr. Newman, would they come under general service ~

Mr. Newman: Yes, tha~ is correct.
The Witness: That is correct.
Commissioner Shannon: And would the sale of electrical energy

to the United States Government come under general service, Mr.
Walters~

The Witness: A part of it does. It is ,available to them if
118 they care to use it. They also buy a great amount of service

under our large power schedule at high voltage.
Commissioner Shannon: How would you break down the

percentage to the federal government ~
The Witness: I don't have a direct split on that, sir.
In the case of the large power service, however, out of a total of

395,000,000 kilowatt-hours, the large power service represen.ted 54
percent of that, ,and I think it is almost all federal sales. . That is, in
Virginia.

Commissioner Shannon: All right.
Anything further of this witness ~
Mr. Flynn: Yes.

RECROSS EXAMINATION

By Mr. Flynn:

Q. Mr. Walters, on the first printed page of Exhibit 3-A. Of
PEPCO Exhibit 3?

Commissioner Shannon: Are you referring to Apartment House
Council Exhibit 3~

119 By Mr. Flynn:

Q. Apartment House Council Exhibit 3. A. Excuse me.
Yes. sir~
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Q. Under revenue per kilowatt-hour sold, I take it that whatever
the rate of return is that the residential customer is actually paying
more for his electricity~ A. The residential customer pays a higher
unit price for his electricity, but itcosts more to serve that customer.

Mr. Flynn: That is my only question.
Commissioner Shannon: Now, so that the record will be clear and

have continuity to it, in that vein, as I read your testimony that you
submitted back in March, the increase amounts to, what, aboutlO.9 per-
cent on residential and about 14.7 on general service customers, and
17.7~on high tension ~
, The Witness: Yes, sir.
Commissioner Shannon: Does' that sound right ~
The Witness: I think that is correct.
Commissioner Shannon: Assuming my mathematics is correct.
The Witness : Yes, sir.
Commissioner Shannon: Now, Mr. Walles on, did you have a ques-

tion of this witness ~
Mr. Walleson : No, sir. I though I might aid the commission

120' I was just reminded that the figure, as we compute them, for
the United States Government computes to 10.71 percent on a

revenue basis, on general service, versus 89.5 on the HT, if that would
be helpful to the Commission.

Commissioner ,Shannon: Thank you, Mr. Walleson.
Any other questions ~
Mr. Newman: Your Honor, if I may.

By Mr. Newman:

Q. Mr. Walters, calling your ,attention to Page 5 of Apartment
House Council Exhibit Number 2, and to the figure now that you state
that you wish to change, the 3.39percent, I would ,askyou, Mr. Walters,
is this figure 3.9 percent the figure that was supplied to the Apartment
House Council in July of 1973~ A. Yes, sir, it was, and I didn't mean
to indicate that I wanted to change it.

I was simply explaining the nature of this kind of an allocation
process.

It is difficult to attach a significant value when you're making such
a small assignment.

Q. But some calculations were made to determine this 3.39 percent
is that correct? A. Oh,yes, sir.

121 Q. Right. And it is the only figure you have to supply to us
, right now as the figure, the 3.39 percent ~ A. That is correct.
I

.,. ~
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,I would point out, however, that because of the small size of the
residential segment, that any adjustment that might be made that would,
say, perhaps raise this by two percent or something, would have a very,
very, IlQ:rp.iJ1.al,jf any, effect at all, not noticfable,on the other two
classes of service, that is, general service and large power, again
simply ,be~ause they a:t;"e,so much larger ..

Q. But again referring to the figure itself, it is the only figure that
the Company can supply at this time based upon the calculations that
it can make ~. A. Yes. That is the only figure that we have supplied.

Mr. Newman: That's the only question I have. '
If I might just briefly turn again to Apartment House Council

Exhibit Number 3, just for the record, to make sure we are clear on
this: On each one of the pages, the analysis, am I correct, is the same
except that the month changes going from January through to May,'
1973; is that correct ~

The Witness: That is correct. They are compar,able figures on
each sheet.

122 Mr. Newman: Okay. That's alII have.
Thank you.

Commissioner Shannon: All right. If there is nothing further of
Mr~Walters, you may stand down sir ..

(Witness excused.,)

*
126 Testimony of Edgar H. Bernstein

Q. Please state your name and occupation. A. My name is
Edgar H. Bernstein. I am President of the firm of Associated Regula-
tory Consultants, Inc., Public Utility and Environmental Consultants,
with officesat 4301Connecticut Avenue, N.W., Washington, D.C. 20008.

* , * * *
128 Q. What is your assignment in this proceeding~ A. I was

requested by the counsel for the Apartment House Council to pre-
sent evidence and data concerning three areas; (1) the rate of return
earned and to be earned from the various classes of cust()mers due to'
the,proposedrate increase; (2) whether the increase is spread among
the classes or'customers on a proper basis; and (3) whether value of
service and who ultimately pays for the increased cost of electric energy
should enter into the design of the r,ates. .

Q.Will you turn to your first area, the rate of return earned by
classes of customers, and tell us what your investigation :ot this
matter showedT A. Yes. From data provi~ed to us by the Company



in a letter dated July 23, 1973, I have established the returns ..
129 earned or to be earned by classes of customers for. the test year

1972 as follows:
Rate of Return

Low Voltage High Voltage
Time Period Residential Commercial Commercial Street Lt.
1972 Actual 2.20% 6.96% 5.87ro 3.56%
1972 Adjusted 3.01% 8.84% 7.09% 3.94%
1972 Proposed 3.39% 9.87% 8.27% 4.43%

As can be seen, the actual return and the proposed return for
Low Voltage Commercial customers are much higher than for any
other class of customer. In terms of absolute differences, the Low
Voltage commercial customers provided a return 4.76 percentage points
more than Residential customers in the 1972 actual period, and. 1.09
percentage points more than High Voltage Commercial users in the
same period. The relative differences were equal to 116.4per cent more
than Residential and 18.5 per cent more than High Voltage, during
this period.

During 1972 adjusted, the absolute differences were 5.83 and 1.75
percentage points for the same customer classes. Relatively, the differ-
ences were 93.7 per cent and 24.7 per cent respectively.

Under the proposed rates, the absolute differences are 6.48 and 1.60
percentage points respectively. In relative terms this equates to Ii re-.

turn of 191.2 per cent higher for Low Voltage Commercial cus~
130 tomers than Residential, and 19.3 per cent higher than High

Voltage Commercial customers. These differences are neither
justified nor supportable, in my opinion. -,

Q. Why, in your opinion, are these differences not justified ~ A.
The establishment of fair rates is to accomplish one purpose, that is
to recover the costs of operations of the utility, including the cost of
capit"al. ,For electric operating companies the usual practice is to base
rates upon a cost of service study which would ,allocate those costs to
various categories sucb as demand, energy or common. The costs can
then be further allocated to classes of customers based upon loan studies
of usage of both demand and energy. One fundamental principle of
rate making is that all classes of customers will contribute, through
rates, the cost of providing the service to that class-including the cost
of capital or fair rate of return-on an equitable basis. That is, that
no. one class shall be made to subsidize the usage of other classes, of
customers through discriminatory rates. The ultimate measure of
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whether discrimination exists is the rate of return earned from the
collection of rates from each class of customer.

The returns shown above, as calculated by the Company, show that
the Company is obtaining a larger portion of its income from the Low
Voltage Commercial class of customers than can be justified for

reasons of large variations in patterns of usage by the various
131 classes. The differences in return shown are not based upon cost

differences for the various classes. The cost of capital to each
class of customer is equal no matter what the other costs are in serving
the class of customer, thus the return to be earned from each class of
customer should be equal, with the exception that some discrimination
in rates. may be allowable if it can be shown that there is justification
for that discrimination to exist. I can find no such justification in the
testimony of the Company. Since the rates for each class of customer
are not based upon cost, the only reason for the large variations in
return for each class of customer, as shown by the Company, is that
the r,ate design is improperly weighted to the Low Voltage Commercial
customers in the belief that they ,are better able to pay higher rates
than are the other classes, or a value of service concept.

Q. You have already briefly referred to the spread of the increase
to the various classes of customers. Will you now turn to your second
point and give us the specifics of that spread and why it may be
improper, in your opinion~ A. To start with, I can find no justifica-
tion for the Low Voltage Commercial customers receiving almost 52
per cent of the total rate increase applied for. According to the Com-
pany, Low Voltage Commercial customers ate allocated approxi-
mately 47 per cent of the total cost of service. Why there is this dif-

ference of about 5 percentage points in the amount of the
132 increase allocated to Low Voltage Commercial customers is

never explained by the Company, and, to reiterate, is not cost
justified.

Q. Could this allocation be justified by differences in the 'usage of
electric energy during the year 1972 and thru May, 1973, by the
various classes of customers ~ A. Not in my opinion. From an
analysis of PEPCO's F, & 0 reports for the year 1972 and thru May,
1973,I can find no variation in the pattern of usage which would justify
the disproportionate amount of the increase being allocated to the Low
Voltage Commercial customers. In fact, based upon my analysis of
usage, it would appear that the High Voltage Commercial customers,
and the Residential customers, should receive the larger parts of any
rate increase.



Q. Did yau cause ta be prepared .or prepare yaurself, an exhibit
shawing the usage .of energy by classes .of custamers fram the Cam-
pany's F & 0 reparts? A. Yes, I did.

Q. Will yau explain what Apartment Hause Cauncil Exhibit Na.
AHC-l shaws~ A. This exhibit plats the kilawatt haur usage by class
.of.custamer far the years 1972 and 1973 by manths. This graph
shaws that twa .ofthe three classes .ofcustamers peaked in August, 1972,
with the largest users, High Valtage Commercial, peaking in July,

1972, and that the laad pattern shaws same variations far each
133 class. That is they all generally rase tagether and fell tagethel',

thaugh not always with exact caincidence.
The graph and the underlying data, shaw that the differences fram

the law point .ofusage-February, April .orMay-ta the peak usage in
July .or August vary greatly, with the Residential class shawing the
greatest increase, abaut three times that .of the ather two classes. The
increases were as fallaws :

Class of Customer Lowest Usage Highest Usage Per Cent Increase

Residential 415 MWH 1,051 MWH 153%
LawValtage
. Cammercial 11,899 MWH 18,400 MWH 55%

High Valtage
Cammercial 14,875 MWH 23,268 MWH 56%

The custamer class which shawed the largest increase in usage was
not the Low Valtage Commercial custamers, but rather the Residential
users. .
. This, in my apinian, emphasizes the point that the spread .of the

increase is nat based upan increased usage by the variaus classes in
cantributing ta the peak usage .of the CampilllY, especially the Low
Voltage Cammercial custamers.

Q. Cauld one reason far the disprapartianate increase ta the Low'
Valtage Oammercial custamers be the result .of the rate design encom-
passing a summer-winter differential that is impraperly designed ~ A.

The rate design is undoubtly the reasan that the Law Valtage
134 Com~ercial custamers are ta get a disproportianate share .ofthe

rate increase. The resulting returns, as previausly set farth,
shaw that the Law Valtage Cammercial custamers arecantributing a
larger share .ofthe net .operating incame than any ather class, bath in
total and in relatian ta the investment .of the Campany used ta render
service ta all classes of custamers. Whether the summer-winter differ-
ential is the main cause .of this disparity wauld require a much mare
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detailed inquiry than I. have conducted. But, it could be one of the
main reasons.

Q. Turning now to your third point, will you comment on whether
value of service should enter into the design of rates and whether the
ultimate responsibility for payment should make any difference in
rates¥ A" In my opinion, value of service should not enter into the
d'esigIl of rates for an electric utility. Value of service is akin to the
concept of,charging what you think the customer can pay, rather than
the cost of rendering the service to him. This concept, prevalent in
telephone rate design, does not depend upon the cost of service nor
competitive costs of alternate services" though competition will limit the
rate to a degree; Rather, this concept is based upon the idea that
some users can afford to pay more for service because it is a legitimate
operating expense and is, thus, a tax deductible item. Under this guise,
it would, be proper to, charge all business a rate at least double that

of residential users since their ultimate case would be equal
135 after taxes.

Unfortunately, this concept, if carried out, would ignore the
other concept of rates being based upon cost 'and the benfits large users
bestow in the other users by lowering average costs of serving electric
energy. In addition, any additonal costs which are incurred by business
or commercial establishments are ultimately passed on to the users of
their services or buyers of their products. Usually, this would include a
margin of profit on those costs. Thus, the consumer the residential
users, would be paying even more for the total energy output of the
Company.

What this has to do with r.ate design and the cost to be charged to
customers is, in my opinion, an inappropriate factor. Rates should be
based. upon the cost of rendering the service to a class of customers, as
nearly as possible. Extraneous factors or guidelines should be ,avoided
since they can neither be quantified nor justified. The end result of
the Company's rate design, I believe, lends credence to this theory.

Q. M.r..Bernstein, would you summarize your testimony briefly, at
this poinU A. Yes. The main point which I believe I have demon-
strat,ed is that the rate design and the end results of that design are
improper as it places .an undue burden upon the Low Voltage Com-

mercial customers. ,This is illustrated by the fact that the
136 return on investment from this group of customers is dispro-

portionate when compared to the r.eturns from other classes of
customers and that a disproportionate amount of the rate increase
asked tor is placed, upon the Low Voltage Commercial customers,



'33

making the return earned from that class of customers even more'outof
line. that it should be.

By Mr. Newman:

Q. Mr. Bernstein, I note, that within your testimony you note an
e~hibit,.which is "Usage by Customer Classes," which is attached to
your testimony.
. Do you recognize that documenU A. Yes'fsir.

Q~.Was this document either prepared by you or under your
direction ¥ A.. It was..

Q. Is it true and correct to the best of your knowledge ¥ A. Yes,
SIr.

Mr. Newman: Your Honor, I would ask that this document be
identified as Apartment House Council Exhibit Number 1 and. ,accepted
into. evidence in this proceeding.

Commissioner, Shannon: If there is no objection, it will be received
as Apartment House Council Exhibit Numb.er 1.

1.37 (Document market and received as Apartment: House Ooun-
cilExhibit Number l.)

'*' '*' * '*' '*' '*'

290' You may stand aside,. Mr. Parcell.

(Witness excused.)

Commissioner Shannon: Weare beyond time, but we ar.e going to
:ijnish.this case, so go ahead ..

Mr; Rogers: Mr. Hall.
Mr. Hall; because of his past review in a recent proceeding, will be

very brief .
..Commissioner. Shannon':' MIl. Hall's testimony' has' been served.

Tesfimpny'of John D. Hall. Jr.

DIRECT E:kAl\HNATION

By Mr. Rogers:.

Q. r believe, Mr, Hall, you earlier distributed testimony consisting
of two,pages ¥ .A. That's correct.

Q. And if questioned as shown, you would. answer as shown these
two.pages¥ A. That's correct.

29i Q: And; the. reason you are able. to be brief is because I
believe. your recommendations in December, 1971, were adopted

by the' Cbmmission¥ A. Right. In a. hearing we held in November,
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on the last PEPCO application, I made a number of recommendations
on fuel adjustments and the rate structure, and the terms and condi-
tions, ,and the Commission upheld me in those recommendations and
required the Company to make them effective in their rates which
became effective January the 1st of this year.

I .

Q. And to your knowledge the Company's submission in this pro-
ceeding is consistent to those Commission's findings and orders in
December, 1972~ A. That's correct.

Commissioner Shannon: Mr. Hall's testimony will be copied into
the record as if the questions asked and the answers given.

292 TESTIMONY OF JOHN D. HALL, JR.

Q. Please state your name. A. My name is John D. Hall, Jr.
Q. By whom are you employed~ A. I am employed by this Com-

:mission as Utility Tariff Analyst, Division of Public Utilities.
Q. What are the ,duties of the Division of Public Utilities ~ A. The

Division of Public Utilities is primarily concerned with the rates and
service of public utilities. The Division is responsible for reviewing the
rates, rules and regulations submitted by the utilities and keeping the
'Comrriission informed on matters pertaining to rates and service of
utility companies. It also investigates complaints received from
utility customers.

Q. Have you reviewed the prepared testimony and exhibits sub-
mitted by the applicant in this proceeding~ A. Yes, I have.

Q. Do you have any comments to make regarding the applicant is
prepared testimony? A. Yes. I would like to comment first on the
cost ,allocation.

Q. Has the Commission staff prepared an independent cost alloca-
tion study in this case? A. No. I have reviewed the results of

293 the Company's study. The Virginia operating expense and
revenue are 2.4% of the Company total operating expense and

revenue and the Virgina r,ate base is 2.3% of the Company total rate
base. These results are not substantially different from the results of
the cost allocation study presented by the Company in the last PEPCO
rate case which was heard on November 20, 1972. In that Case No.
19175, the Virgina revenue and rate base were 2.4% of the Company
total revenue and rate base and the Virginia operating expense was
2.5% of the Company total operating expense. It does not appear to be
justifiable to prepare a separate study as I do not believe that the sub-
stantial research and extensive studies which would be necess,ary to
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inake a detailed cost allocation study would change the results obtained
by the Company significantly.

Q. Have you reviewed the Company's proposed rate schedules_f
A. Yes. .

Q. Do you have any recommendations7 A. No. Tn the Com-
pany's last case in November I recommended a llumller of major
changes in the Company's schedules and in Fuel Adjustment Clause. In
addition I made a number of recommcndations in regards to the Com-
pany's Terms and Conditions. By the Commission's Order of Decem-
ber 4, 1972 all of these recommendations \\'ore required to be imple-

mented by the Company on .January 1, 1m3.
294 As Mr. Walters pointed out in his testimony the proposed

revision in rates mnintai118 the present basic rate schedules with-
out any mnjor structural change in form.

Q. Does this conclude your prepared testimony 7 A. Yes.
II

.--- _._- ._--_.-----------------_._.- "---- _._---~-_._-"-'---- . --- -, .. --- .
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Potomac Electric Povor Company

DISTRIBUTIon OF INCREASEONVIRGInIA RBVEHUE
BY 'l'TPE 01' SERVICE

YEAR BNDInG JUJ7B 1973

\1-101

I
J

\

Revenue at
Present Rates

(000)
Increase
Dollars Increase Distribution(000) Percent of Increase

$ 25.2 10.9% 2.2%
'"'587.9 14.7 51.6

519.8 17,7 45.7
5.8 16.1 .5
,3 15.0

$1 139.0 15.8

Residential

tow Voltage Coamorcial

!llgh Voltage COIlllllflJ'cial

Street Lighting

Outdoor Lighting

Revenue from sales of Electricity

other Operating Rave.nues

TOtal Operating Revenues

.~ 231.0

~ 996.0

- 940.0

36.0

2.9

$ 7 205.0

6.0

$ 1 211.0

Revenue at
Proposed Rates

(000)

$ 256.2

4 583.9

3 459.8

41.8

2.3

$8 344.0

6.0

$8 350.0 $1 139.0 15.e 100.0%



Potomac Electric Power Company

EXARPLBS COMPARING BILLS FOR RBSIDElITIAL SERVICE
UDDER PRESE1ft' AND PROPOSED RATES

VIRGINIA

11 Excludes Puol Cost AdJustccnt

43 \1-108



1/ Excludes PuelCoet Adjustment.
. i
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Potomac Electric Pover Co.pan;,

UAMPLES COMPARINO BILLS UNDER PRKSEIft'SCHEDULE "OS" J(OIf-DEJllAND
Arm PROPOSED SCHEDULE "OS" NOIf-DEMAHD

VIROInA

W-110
f,
I,

"

I

I

I
I
!
I

I

!

,$ 4.78 $ 4.78 9.560t1 9.~ 0.58% 0.58%7.06 7.08 7.080~ 7.080; 0.88% 0.88%9.38 9.38 6.253_ 6.25~~ 1.18% 1.18%11.68 11.68 5.840~ 5.84P~ 1.48% 1.48%13.96 13.73 5.592~ 5.492fJ 1.'78% 1.53%16.28 15.78 5.427~ 5.260~ 2.oa;l 1.58%19.88 19.88 4.970~ 4.97~ 2.43% 2.13%23.48 23.98 4 ..696_ 4.799_ 2.78% 2.9B%27.08 28.08 4~513~ 4.6~ 3.13% 3.23%30.68 32.18 4.38391 4.591'" 3.48% 3.78%34.28 36.28 4.285" 4.535; 3.83% 4.33%4.209; I

4.18%37.88 40.38 4.487'" 4.88%41.48 44.48 4.148~ 4.~~ 4.53% 5.43%50.48 54.73 4.03~ 4.378; 5.41% 6.80%59.48 3.965; I; 6.28% 8.1~64.98 4.33~68.48 75.23 3.913~ 4.29~; 7.16% 9.55%77.48 85.48 3.874'" 4.274,; 8.03% 10.93%95.48 105.98 3.819; 4.23$~ 9.78% 13.68%113.48 126.48 3.783'" 4.216_ 11.53% 16.43%
"125.98 141.48 3.599; 4.042_ 12.78% 18.43%138.48 156.48 3.462~ 3.91~_ 14.03; 20.43%163.48 186,48 3.270~ 3.730~ 16.53% 24.43%'I186.40 217.20 3.140; 3.62OJ 18.60% 28.80%219.80 253.40 3.140; 3.62Q~ 21;70% 33.60%251.20 289.60 3.1~ 3.626~ 24.80% 38.40%282.60 325.80 3.14Of' 3.6~ 27.90% 43.20%314.00 362.00 3.1~ 3.6~~ 31.00% 48.00%

~',
,

"I!;.r
I:j

1:
I'
i.

I

!
t
I

"

SNERat Present "as" JIJon-DeJl8ndY.-
KWH Amount of B111 Average Rate per DHfer Month Winter SUJlUller Winter SUlDller---

'50 $ 4.20 $ 4.20 8.400; 8.400#
100 f1.20 5.20 6,200~ 6.200;150 8.20 8.20 5,467_ 5.467~200 10.20 1O.t20 5.100" 5.100;
,2'50 ~.2.20 12.20 4.880; 4.880;500 14.20 ]4,20 &.,733' 4.733;400 n.45 17r-'75 4.362~ 4.437;'500 ?O.lO ~l.OO 4.J4<¥ 4.200;600 ;:.~5 24.85 3.992t 4.142.700 27.20 :~e.40 3.l386; 4.057;aoo :::0.45 3),.95 3.806; 3.9~
900 33.10 35. ::-0 3.7~ 3.944~1. ;)00 ]6,.'35 3"1.05 3.695~ 3.905;, 250 ',5.07 '+:.93 .j.S06~ 3.834', 500 '::3,20 56,80 3.547<1 3.787f.

.C

1 750 6~i.J2 6~),ofl 3.504~ 3.753~
? 000 5'9,45 74.• 5~~ J.472~ 3.128~2 '500 f'5.70 92,30 3.428t 3.692'J 000 :H11.~ nO,05 3.398t 3.65e~3 500 'i::'3.20 123.05 :L23~ 3.:;:6i

'4 000 '124.45 136.05 3,ln' 3.401,4:5 000 ;,46.95 162.05 2. 939f! 3,?41~
6 1)00 l69.80 1B8.40 2.830tl 2.1~7 000 198.10 219.80 2.830' J ,lA-OJ
8 000 226.40 251.20 2.830il 3.1~Ckll
9 000 254.70 282.60 2,.830; '.~.140.

10 000 <'83.00 314,00 2.a3~ 2.14<¥

Proposed Schedule "OS" Non-Demand II li_
Amount of Bill Average Rate per m

Winter Summer Winter Summer

D-i f fer e n c e
Proposed "OSitOver Present It OS"

Winter SUmmer
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~otoaac Electric Pover Company

8XAMPLES COMPARIRG BILLS URDER PRESBI'1' GBIfBRAL SERVICE SCHEDULE OS
AND PROPOSED OBIfBRAL SERVICB SCHEDULE OS

VIRGINIA

1I Kzcludes ruel Cost Adjustment



Poto••c Electric Power Coapany

48 \11-113

EXAMPLES COJilPARIlfOBILLS UIDIR PRBSBJI'l'OBDRAL SIRVICB SCBBDULB as
AID PROPOSED OBIBRAL SBRYICB SCRBDULB OS

VIROIlIIA

BDROY BOURS USB Pr"'n~3gbedu1. Q3 1/ Proposed Schedule OS 11 DltterenceJtVB ltVB DEMAID Aaount ot Blll Average Rate/KVB Amountot.B1l1 Averase Rate6kWB Propo-s-e~-OS-OYer present OSPer Month Per ltV ltV Wlnter Su_er Winter Sum.er Winter Su_er Winter "I; Su•• r Winter Suaaer
,600 000 100 6 000.0 $20 051.70 $22 302.80 3.342~ 3.718~ $22 249.23 $27 040.23 3.709~ '4.507~ 11.0% 21.2%14 863.70 2.478~ 2.738~ 2.721~ l

200 3 000.0 16 426.80 16 325.43 20 '022.43 13.33841 9.~ 21.9%300 2 000.0 12 847.50 14 138.80 2.142~ 2.357~ 14 020.43 17 317.43 2.337~ ~2.887i 9.1% 22.5%400 1 500.0 11 717.50 12 888.80 1.95311 2.149t1 12 735.43 15 832.43 2.123i ,,2.639~ 8.7% 22.s,:500 1 200.0 10 991.20 12 089.80 1.83211 2.015i 11 914.03 14 877.03 1.98641 ;i2.4eo~ 8.4" 23.1"600 1 000.0 10 263.20 11 309.80 1.711t1 1.885~ 11 112.03 13 915.03 1.853" ;~2.32<¥ 8.3% 23.0%
I,10 000.0 33 051.70 36 702.80 3.306~ 3.671~ 36 649.23 44 640.23 3.66~ II

10.9." 21.6%
1 000 000 100

li4.46~200 5000.0 24 263.70 26 626.80 2.427~ 2.663~ 26 585.43 32682.43 2.659~ 13.269~ 9.6% 22.7%300 3 333.3 20 740.76 22 672.05 2.07~ 2.2~ 22 567.01 27 997.33 2.257~ ',2.~ 8.~ 23.5%400 2 500.0 18 857.50 20 588.80 1.886~ 2.059t1 20 425.43 25 522.43 2.043t1 ;:2.553~ 8.3% 24.0%500 2 000.0 17 403.20 19 009.80 1.741~ 1.901~ 18 802.03 23 605.03 1.881t1 ,12•361t1 8.0% 24.2%600 1 666.7 16 189.99 17 709.93 1.61911 1.771~ 17 465.50 22 001.86 1.747~ 112.201t1 7.9." 24.2%
11 200 000 100 12 000.0 39 551.70 43 902.80 3.296~ 3.65~ 43 849.23 53 440.25 3.655~ I, ~ 10.9." 21.7"li4•4200 6 000.0 28 963.70 31 726.80 2.414i 2.~ 31 715.43 39 012.43 2.643t1 ;:3.252i 9.5% 23.0%4 000.0 26 938.80 2.058~ 2.245~ 26 840.43 33 337.43 2.237t1 I .

300 24 687.50
r2.77~ 8.7% 23.~400 3 000.0 22 427.50 24 438.80 1.869~ 2.037~ 24270.43 30 367.43 2.023~ iI2.531~ 8.2% 24.3%500 2 400.0 20 609.20 22 469.80 1.718~ 1.873~ 22 246.03 27 969.03 1.~tI -1,2.331t1 7.9." 24.5%600 2 000.0 19 153.20 20 909.80 1.597t1 1.743~ 20 642#03 26 045.03 1.721t1 1:2.171t1 7.~ 24~6%

1/ lXo1udes ruel Cost AdJust ••nt.
I
I
I
II
'I
I
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Poto.ac Blectric Pover Co.pan,

EXAMPLES COJIIPARlJIG BILLS UlIDBR PRBSD'l' HIGH 'l'BMmOR SCRKDULI HT
AID PROPOSED HIOH TBNSlOR SCDDULB BT

VIROlJrIA ,;
"r"
I

!
II

17._
17.~
17.6%.
17.6%
17.6%
17.6%

17.~
17.7%
17.6%
17.~
17.5%
17.6%

IS.OJ'17.e,;
17.7%
17,5%
17.4%
17.51-

18.1%
17.~
17~"'"17.~
17.4;
17.5;

D itt ere nee
Prapoaed B'f OYerPresent B'l'

Suaaer

I,
I:

I
12 400.00
B 425.00
7 100.00
6 605.00
6 308.00
5 990.00

20 300.00
13 775.00
11 566.75
9 950.00
8 980.00
8 449.89

24 200.00
16 450.00
13 800.00
11 860.00
10 696.00
9 680.00

$ 8 400.00
5 750.00
5 500.02
5 170.00
4 972.00
4 759.89

Proposed Sohedu1e B'l' 1/ t,
haunt ot Bill I;

'------------~---:Sw.er'------f

lUfBRaY HOURS USB Present30hedu1e HT 1/IOiH JOfH DZIUIID A.ount ot Bill
Per Month Per ltV DI Suaaer.

200 000 100 2 000.0 $ 7 130.00
200 1 000.0 4889.00
300 666.7 4 '675.35
400 500.0 4'396.50
500 400.0 4 229.20
600 333.3 4 045.91

300 000 .100 3 000.0 10 520.00
200 1 500.0 7 158.50
300 1 000.0 6038.00
400 750.0 5 618.75
500 600.0 5 368.80
600 500.0 5 094.00

'500 000 100 5 000.0 17200.00
200 2 500.0 11697.50
300 1 666.7 9830.07
400 1 250.0 B 466.25
500 1 000.0 7 646.00
600 833.3 7189.91

bOO000 100 6 000.0 20 490.00
200 3 000.0 13 ;967.00
300 2 000.0 11726.00
400 1 500.0 10089.50
500 1 200.0 9 107.60
600 1 000.0 8238.00

Y Blto1Wie.he1 Cost AdJustMrAt•

i.

I'
I,
!'

II
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Poto.ac B1ectric Pover Coapany

KXAMPLKS COIIIPARIKO BILLS UNDER PRKSBIrf HIGH 'l'DSIOJf SCREDULB H'l
ARD PROPOSED HIGH TRPlSlO. SCHEDULE II'l'

VIRGIJrIA

\
,.~..j.'
)

KNBRGY
KWH

Per Month

1 000 000

200 000

2 000 000

10 000 X'(l

11 Exclude. ruel Coat AdJuat ••nt.

. I
!HOURS USB Present Schedule H'l' y Proposed SChedU1'l II'l' 11 D i r r • r e neeKWH DlmAJU) AlIount or BUl bount or BI. 1 Proposed H! Over Present BTPer lOt lOt SUmaer SUllllller SU.er
I,
'I100 10 000.0 * 33 650.00 $ 39 800.00 Ii 18.~

200 5 000.0 22 945.00 27 050.001 17.9%300 3 333.3 19 309.89 22 733.20: 17.7%400 2 500.0 16 582.50 19 500.00 ~ 17.6%500 2 000.0 14946.00 17 560.00 I 17.5%600 1 666.7 13 496.81
15866.841 17.6%

100 12 000.0 40 030.00 18.4%47 400.00 II200 6 000.0 27 384.00 32 300.00 18.~300 4 000.0 23 102.00 27 200.00 I 17.7%400 3 000.0 19 829.00 23 320.00 17.~500 2 400.0 17 865.20 20 992.00 17.5%600 2 000.0 16 126.00 18 960.00 17.~

100 20 000.0 6:; '550.01 77 800.01 18.7%200 10 000.0 ~5 149.00 53 300.00 18.1"300 6 666.7 38 003.40 ~ 800.08 I 17.9%400 5 000.0 32 715.00 38 500.00 I 17.7%500 •• 000.0 29 542.00 34 720.00 17.~600 .3 333.3 26 643.19 31 333.16 17.6.1'

.:/)'. 100 000.0 320 750.00 381 800.00 19.~
200 50 000.0 218 700.00 259 300.00 18.""300 33 333.3 184 683.25 218 466.55 18.~400 25 000.0 159 075.00 187 800.00 18.~500 20 000.0 143 710.00 169 400.00 17••600 666.7 129883.45 153 133.~ 17••
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51
PEPCO EXHIBIT # I

Disirici of Columbia
Cross Examinaiion of Edgar H. Bernsiein

CROSS-EXAMINATION

, )

By Mr. Hobelman:

Q. Have you examined the results of Mr. Walter's last cost-of-
service study at the proposed rates which indicates rates of return for
the residential class of 5.86 percent, General Service 10.31,large power
8.79, street lighting 6.33, for a system return overall of 8.75 per,cenU
A. I don't know that I classify that as cost-of-esrvice. We were pro~
vided with data marked "Pepco Exhibit No.7," showing that .break-
down.

Q. Do you believe each class should earn the same rate of return ~
A. Approximately the same.

Q. What factors enter your use of the word "approximately"~
A. It is hard to get things come out just even with classes of customers.
Generally the overall rate of return should be earned equally by each
class.

Q. Is there any room in your opinion ill rate-making for socio-
economic considerations ~ A. So far I have not seen a convincing
indication for it. There could be, I suppose.

Q. Do you believe there is any room for value-of-service
608 considerations other than those related to ability to pay1 A.

No. I think return should be based on the cost of rendering
serVlCe.

Q. Solely on that cosU A. Mainly. It is difficult to get every-
thing to come out just equal. But in the utilities field the principle in
the is that the utility company is entitled to recover costs and earn a fair
rate of return, and that should be spread equally among th~ classes of
customers.

Q. You say it is not possible to get things to come out exactly
equal. Does that relate to different experts making cost-of-service
studies ~ A. No. I am talking about the ultimate result of the fair
rate of return you earn from each class. The operating expenses allo-
cated to each class will vary greatly. But when you add the fair return
component, that component should be fairly uniformly spread across the
classes of customers.

Q. How do you ,characterize a study designed to determine the cost
of service for each class ~ A. Perform a cost .allocation;

Q. Among classes ~ A. You can.
Q. Have you ever undertaken such a study 1 A. Yes.
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609 Q. Did you use different methods for different companies at

different times ~ A. Mainly we have used the method used by
Pepco, the average and excess method. I have worked on peak respon-
sibility, noncoincidental peak, various other types.

Q. I take it you agree for particular circumstances other methods
of allocating costs among classes are used and generally recognized as
acceptable ~ A. I seem to recall about 50methods to allocate costs for
electric utilities. Whether they are all a~ceptable, I don't know.

Q. Has it been your experience-not in this case but in other pro-
ceedings-where those studies have been used that two experts might
study a company for the same period of time and use a different method
of demand allocation ~ A. Oh, yes. Some use peak responsibility,
some use average peak, or phantom customers, or-

Q. Sometimes all in the same proceeding~ A. Yes.
Q. Any study involves a considerable exercise of judgment as far

as assignment of costs, for example, is that not right ~ A. It does
involve judgment to begin with, as to the method you will use. And the

allocation factors are the judgment of the expert.
610 Q. Is it possible, given two people using the same method for

the same company in the same proceeding, we might reach dif-
ferent results ~ A. You may. It is doubtful that the differences would
be significant if they used the same methods.

Q. Judgment, however, does playa significant part in any of these
cost allocation studies ~ A. To a degree.

Q. Do you agree any representation of the cost of serving a particu-
lar class of customer is not precisely a measure of the cost, in the sense
picking the cost off the books of account may be precise, but it is at
least reflection of expert judgment ~ A. That is correct. But again
you have the overall cost which you spread among the classes of cus-
tomers.

Too, your ultimate result is precise, although there are variations
in the allocation factors used, a little bit, perhaps. It is judgment to a
degree.

Q. The allocation factors may vary considerably if a different
method of demand allocation is used ~ A. -Oh, yes, if you use a dif-
ferent method, yes.

Q. Will you turn to page 8 of your testimony~ A. Yes, sir.
Q. At the top of page 8 you say that you can "find no variation
in the pattern of usage which would justify the disproportionate

611 amount of the increase being allocated to the -General Services
customers. ' ,
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First, you represent the Apartment House. Council, whose clients
are largely served through the General .services rate, I think ~A. That
is correct.

Q. Is there any variation which-
Mr. Pilzer: I think-
I do not objeCtto the content of the question. But the question asks

if he "represents." He does not" represent." He is a witness telling
what he believes to be the truth. He is sponsored by the Council, he
does not represent it.

Mr. Hobelman: I did not wish to put any implication in the ques-
tion. I accept the statement of counsel, Your Honor.

Mr. Neely: Very well.

By Mr. Hobelman:

Q. Is there any variation which in your OpInIOnjustifies some
greater portion of the increase proposed being allocated to General
Services customers ~ A. Not on the rate of return factor.

Q. You recognize there is some differential in cost 'Ofservice ~ A.
That is giving account in the above-the-line items. You do have

612 great variations in that. You can allocate 80 percent of the
operating expenses to 'Oneclass of customer. When you get to.

the return factor, that should be spread evenly because the cost of
capital to each class of customers is equal.

Q. If the company were authorized a rate of return of 8.75percent,
it is your statement that percent should be applied to the cost of serving
General Services customers, that 8.75 percenU A. That is correct.

Q. Will y'Outurn to page 10~
One final question, Mr. Bernstein:. In the last portion of the

second full paragraph there you say, "Usually this would include a
margin of profit on those costs. "

I take it, to tenants in apartment houses, is that correcU A. Not
just tenants in apartment houses, but 'Othercommercial establishments.

Q. Do you know whether or not during Phase 4 of the Economic
Stabilizaton Program, any margin of profit may be passed along on
electric costs ~ A. Under the guideline in Phase 4 no margin of profit
is to be added to incremental increases in costs. Whether that is
adhered to 'Or not is another question.

Mr. Hobelman: We have no further question, Your
613 Hon;or.

.Mr. Neely: Metro~
Mr. Lewis: We have no questions.



Mr. Trott : I have just one, if I may.
Mr. Neely: Go ahead, Mr. Trott.

By Mr. Trott:

Q. On page 40f your testimony, 'Onthe bottom table you have shown
"Rate 'Of Return" for the various customer-types, and my question is:
Does this computation include the Montgomery Utility Tax and the
fuel adjustments 7 A. This is just for the District of Oolumbia.

Q. Does it include the fuel adjustment clause provisions 7 A. I
assume that that is taken in account.

Q. This would be the total cost 7 A. The return, not the cost.
The return element.

Q. Based on total costs 7 A. Right.
Mr. Trott : Thank you.
Mr. Neely: Is there cross~examination by Safeway T
Mr. Stickle : No questions.
Mr. Neely: Washington Gas7
Friendship House7
Center City7
Consumer Union 7

614 (No respanse)

Mr. Neely: GSA7
Mr. Wolleson: N'Oquestions.
Mr. Neely: Staff: Mr. Q'Reilly7

By Mr. O'Reilly:

Q. Do you know of any utility that earns the same rate of return
from each class 'Ofits customers7 A. I don't think lam capable to
answer that questian. I have not made that kind 'Of study. But I know
that certain states, like Michigan, where we have done work, they
require the return from each class of custamer be fairly uniform and
equal.

Q. That is the only state you know 'of personally7 A. Yes.
Q. How much variation da they allow in Michigan 7 A. Tech-

nically, none. But there could be same minor variati'Ons.
Mr. O'Reilly: Thank yau.
Mr. Neely: Is there redirecU
Mr. Hobelman: May I ask one more questian 7 ,
Does the Michigan Cammission prescribe a particular method for

determining cost 'Ofservice among classes for allocating the demand
aspect of cost 7



The Witness: 1 do not recall what method they used. in the last
Detroit Edison case..

615 By Mr. Hohelman:

Q. But demand-related expenses vary with the method used 1
.A. Oh, yes. Expenses are variable, 1 said. The fixed charges and
variable costs are variable, and when you total them yau have great
differences. .

1 am saying the Commission does not allow a variation in the
return earned from each class of customer:

Q. As far as rate base is concerned the demand portian will vary
considerably depending on the method used 1 A. That is correct.

Q. And you don't know which method was used in the last case of
Detroit Edis'On.

Has the Commission a palicy that each applicant will use a par-
ticular demand allocatian methad 1 A. I can not answer that. 1 could
look it up. 1 am not sure. \

Q. 1.8ee.
Tharik you.
Mr. Hobelman: Thank yau, Your Honor. Na further questi'Ons.
Mr. Neely: Is there any redirect 1
Mr.Pilzer : Yes, please.

Redirect Examination

By Mr. Pilzer:

Q. Where did yau get the allocation 'Of cast by class,

* * .* * * * * * *
482 PEPCO EXHIBIT # 4

District of Columbia Cross-Examination of Frank S. Walters

The Witness: If you are cansidering what degree. of reserve is
available under same condition 'Other than at peak time, and you
mentioned with Morgantown dawn, certainly if, as has happened to
the company in the last two years, we have had these unfortunate
failures 'Of majar pieces 'Of equipment, if we are in a time when we
are way below what you would call normal 'Operating conditions, it is
canceivable under certain conditions that might be a more critical time
than the system peak. But it would depend on many, many hypo-
, theticals.

J think the impartant thing would be that you would not expect
them to repeat in kind.
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Other than something like that I cannat really see the assaciatian,

Mr. Fowler; I dan't think I have given yau a gaad answer, but I
cannat see the assaciatian.

Q. The answer is very gaad fr,ommy standpaint.
I be1ievewe have na ather crass-examinatian, Mr. Cammissianer.
Oammissianer Neely : Very well.
Mr. Pilzer.
Mr. Pilzer : Thank yau, sir.
Cammissianer Neely: Yau represent the Apartment Hause Cauncil,

IS thatcarrecU
Mr. Pilzer : Yes, sir.
Cammissianer Neely: Yau may crass-examine.

483 By Mr. Pilzer:

Q. The categary "Large Pawer Use". ta which YoOureferred
in cannectian with allacatian of casts refers ta what class 'Of user
insafar as schedules are cancerned ¥ A. We used ta call 'Our high
valtage rate schedule "Large Power," and I am used ta:thinking 'Of
it in that terminalagy. .

Large pawer as I view it as a general term includes what we naw
call the high tensian customer schedule.

484 Q. .Am I carrect when I refer ta Pepca's Exhibit 7 far
identificatian, where yau refer ta "large power" that wauld be

the same thing as the services being served an your high-tensian
schedule ¥ A. That is carrect. The 'Only passible exceptian wauld
be that primary service 'custamers are included in the General Service
rate, and since they take service at higher valtage, cauld be described
as large pawer ,custamers, in abroad sense 'Ofthe term.. But yau are
carrect, high tensian and large pawer in this study are essentially
the same.

Q.That is the point. In anather case, 'Oranother place, it might
mean anything else. But here, "large pawer" is synanymaus with a
user wha is billed an a high-tensian schedule, and general service is a
user wha is billed an a general service schedule ¥ A. That is carrect.

Q. In develaping the figures in Na. 7, he used a camputer printaut,
twa capies 'Ofwhich were here yesterday. .

Is there 'Onehere ¥
As I exa:(llinethe camputer printaut, apparently what has been

dane is that the campany's accaunts are divided inta a number 'Of
numbered schedules, bath revenue and expenses. Is that carrect ¥ A.
That is carrect.
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,

Q. Each of these schedules was allocated based on a
485 factor which was given an enumeration 'Of something like P-1

through a certain number, E-1, through a certain number, and-
A. That is right.

The P stands for a Produced Factor which was in a ratio-
Q. You have some 35 or 40'--51, actually, P Factors, I believe. You

have what was the basis for so many different factors, why was it
necessary~ A. Let me backtrack briefly, and address the structure
of the study, if that would help.

In making an allocation we made two kinds-jurisdictional split,
and this page is the end result of the one made within the District of
Columbia by classes of business, within the limits of what had been
already allocated by jurisdiction.

In developing any cost-of-service study our problem is in a
sense to start where the accounting and financial people stop. They
look at the system in general, and produce all of the significant
parameters of the company, then our job is to make a distribution 'Of
thase costs in a meaningful way between those several pieces.

In the jurisdictional allocatian we are canfronted with probably
three major factars. One is the power supply; in other wards the

generating plants and all the intercannecting major feeders; the
486 general transmission system; and the distributian system.

The first two, the p'Owersupply and the transmission and sub-
transmission facilities, generally are jointly used facilities that serve.
all customers. In other wards, this is a pool kind 'Ofconcept.

So the physical location of a powerplant has no direct hearing on
the allocation.

When you get down to the distribution level, at this point we are
talking about substations and accompanying network 'Of feeders
that would be expected t'Oserve customers physically nearby, we pro-
ceed on the assumption that distribution plant~acilities serve cus-
tomers in the geographic area where they are located.

So from the jurisdictional cost viewpoint it is not necessary to
make a further analysis within that group to make further sub-
divisions.

But in a class of business study such as this, we are confronted
with the problem that; for example a transformer may serve a resi-
dential customer and serve a small store down the street. I give that
just as an example, because it means we would have to go into the
nuts and bolts detail of going down the line with all the maj'Or
functional items of electric equipment.



,58

The reason there are so many factors and pieces, the person
487 who starts to make a cost of study can ask himself at the begin-

ning if a jurisdictional split is all he will need. If that is the case,
then he can save himself a lot of work by not having to go into this
further subdivision.

The computer is a wonderful thing, because it does not complain
about how many pieces we put in, and will add them all back up.

To make this flexible and adaptable for other forms of economic
study, the approach that this particular program has, computer pro-
gram, is to bring it down into what ,ve consider to be probably the
finest detail that we would want to use, regardless of the purpose, then
build it back up to the larger pieces. But that is really the reason that
the study has so many, many subdivisions, many factors. The pro-
gram is set for a more general study than the allocation just by juris-
dictions. So I think if you go through you will find some sheets have
all the progams, and no numbers, and that particular factor was not
used in the study.

Q. The problem that I am having is in your example 'Of,say a trans-
former out on a pole somewhere, that serves a store, and a couple
houses. That could be the cost of that particular transformer could
be allocated and the basis of number of kilowatt hours used by each of
them, could be allocated and the dollars of income they paid in past
rates, or maybe some other concept. "Whomakes the determination

as to what it is that is fed into the computer to create these
.488 factors ~ A. Our staff does that, of course.

To address the point you raise, of the transformer, the prob-
lem of allocating transformer costs is not dissimilar iIi principle from
lines, poles, other hardware of that kind. We use what is called a " skele-
ton system approach." In other words, the company has a prime re-
sponsibility to be ready to serve, if you have signed up for service.
This tells no one how much service you want, but just contractual
obligations that you are a customer.

The transformer approach is on the basis of considering from
property records what is the minimum sized transformer that is
normally installed, assume we have enough of these in stock and
enough records of costs so we think we know the price fairly well.

Each customer is charged-in turn, we call this the customer
component 'Ofthat cost. We consider that each customer must have at
least the investment necessary for the minimum facility to serve him.
If you take the cost of transformers as a whole. you would take th~
cost of this minimum-sized. transformer, multiply that by the total
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D;umberof customers, and this establishes the dollars you would assign
on a customer basis.

Many transformers in that transformer account are larger than
that, so there .are a lot of dollars left at the top after you take off

489 this minimuni.cost.
That difference in dollars is that portion of the load-I mean

that portion of the cost that is load and side-related, so those dollars are
allocated based on the kilowatts of demand of the individual customer.

Q. It is really almost parallel to the average-excess allocations that
you.made, in a sense; you h.ave allocated the minImum cost to every-
body, and then added an to it a factor for the excess demand for equip-
ment that he would have, is that not correct ~ A. I would agree with
the premise to that extent. I disagree that it is similar. It divides it
into two pieces, but it is simply separating a minimum facility, whereas
in the average-excess you are really talking about the optimum situation
if yau bought as many kilowatt hours as you did, but on a uniform
around-the-clock basis.

Q. If an allocation on your area ,costof service study was based on
the kind of allocation that you have just described, then when you
answered Mr. Fowler's questions concerning the fact that there should
bea higher rate of increase applied to general-service and high-tension
users, because they use less of this-less of the facilities cost, is thatnot
in a sense erroneous, because you have built into the allocation exactly

those parts of your facility which are necessary for that service T
490 A. I think you said the high voltage customer used less of the

facilities' cost, I believe was yaur statement.
Q. Unless I misunderstood your answer to Mr. Fowler. A. Let

me clarify that, as I see it. The point I was making was that the power
supply cost, which is generation and the bulk transmission facilities to
connect the generating stations, the cost to produce a kilowatt hour is
not the same for each class 'Ofbusiness, but it is very nearly. the 'same,
at that point, that is the generating station output, in the sense that we
are talking about something on the order of a cent and a quarter per
kilowatt hour.

Comparing that with the price you pay at the retail level, which in
the case of the high voltage customer may be in that order of magni-
tude, with the residential customer maybe three times as much, the point
there is that essentially that same. ,cost of power supply facility-he
does not really use less, perhaps a minute amount less-the cost of that
power supply facility is responsible for, say, only 90 percent. of the
charge we make, whereas with the residential customer, or the general
service customer who takes secondary service, we have ,to furnish in



60
addition to that all these line transformers, which is what I was talking
about in this example. .

The high-voltage customer does not have line transformers. And I
am speaking in this question, because you asked me about how

491 many pieces there were in that, of the transformers, poles,
primary and secondary lines; they are all subject to what we

think is appropriate, in which a certain amount is allocated to the cus-
tomer, on the assumption that the company has to be ready to serve
everyone, but then the customer takes over and establishes the level of
service he wants, and these things are then scaled up appropriately and
in proportion to the load itself.

Q. Does not your cost-of-service allocation take into account, say so
far as the large-power or high-tension customer, every single element
that is necessary to serve him so far as you are able to determine it?
Is that not put in the rate base that is applied to him in the study~
A. We think, if our study is meaningful, it would reflect the invest-
ment cost to serve that customer.

Q. General service customers, again the rate base allocable to them
includes the cost of every item necessary to give them their service ~
A. That is correct, under the conditions of this particular period of
time. That is all we can judge by. These are the costs from the test
year.

Q. Then why should we take into account the fact that there may be
different needs in setting the costs, if you have already done that in the

allocation ~ A. I think this goes to the several factors that we
492 mentioned, or that several people mentioned: the regulatory lag,

. as it is called, at least the time between the time a rate of return
may be established by the Order of the Commission, and the actual
experience of the company beyond that point.

Today what we are trying to do, as I think most utilities are, is to
look at rate structures, where we go from here, how do we improve this
situation, how can we perhaps in some ways compensate.

In this case we are looking at production plant, which is the prime
item of our investment, and we think this is an area in which we should
try to protect the entire company investment for the future. We know
this is going up.

Q. Are you telling me what you are trying to do now is to get rates
for high-tension service and general service, such that you will have a
high enough rate of return on that to help pay costs that you are going
to incur in the future because of the increase in that class of user~
A. No. What I ain saying is that if we raise the price of power supply
equipment, or somebody else raises it, since we are not manufacturing
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it, an increase in the price of 1 kilowatt, say, applied to high voltage,
or one kilowatt applied to general service, or one kilowatt applied to
residential, within a small tolerance of variation, in about the same

thing.
493 If we assess the residential customer for this increase, look-

ing at his average rate, in other words the end result of this
thing, since he pays us for a great many other things, increasing 20
percent or 30 percent or 40 percent of our total responsibility for him
has an entirely different effect in terms of the percent increase on the
end result than it has if you increase it and have only 20 percent more
leeway as you do in the high-voltage rate structure.

It is a difference of relating the production-supply cost, which is
fairly uniform, to three greatly different prices, which are different
because of things Mr. Fowler pointed out on the chart this morning;
that we have to supply all these other facilities.

So we do not think it imposes on one class of ,customer at the ex-
pense of the other. It is just the way this thing falls in the sense of
arithmetic and its relationship to other costs.

We think it is probably to the benefit of all customers, in the long
haul, to solidify the rate structure, if we can, and minimize the number
of calls back to this Commission.

Q. Until you spend the money to put in these new generating facil-
ities you do not have an increase in cost of production, do you ¥ A..

Would you ask that again ¥
494 Q. Until you spend the money to increase the facilities you

do not recognize this increase in costs, production costs, do you ¥
A. Until we spend the money for the facilities, obviously we have not
increased our obligation. We are trying to anticipate the need to do
that, because we know from past experience-

As it stands today, we do not make the rate of return this Commis-
sion said a year ago was reasonable, which is the real reason weare
here. So that the whole approach must be viewed from the fact that we
are not making the rate of return, and will not make the rate of return,
the Commission has established, assuming the same economic conditions
we have now, at any time, when the new rates go into effect.

That has been well documented in the past, it is a matter of concern
to regulators as well as to companies.

We are simply looking for various possible ways to-I think Mr.
O'Reilly was touching on how to improve the rate structure to minimize
the number of return calls to regulatory bodies. This is one area where
we think there is a major problem.
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Q. Another justification you gave for the difference in these rate
schedules was that' the individual must pay his own bill, while a com-
mercial entity can pass it on. A. I was simply repeating what have

been the general statements in the industry of that type.
495 Q. Do you consider that a good criterion ? A. I think there

is a lot of sense to it.
Q. Is it one of the criteria you use? A. I would not say we use

it specifically.
In the case of the commercial aspect there is the other aspect that

even if you do not change the price of your product the cost of electricity
in a going enterprise is tax deductible in computation of income tax.

Q. We will deal with each of those separately. .
Do you know what percentage of your general service users are

apartment houses or multi-family dwellings in the District? A. I
don't have a figure with me.

Q. Could you supply that? A. Yes. It will have to be our esti-
mate of that. We don't have a direct record.

Q. That will be satisfactory.
As to those people, to whom would it be passed on, apartment

houses and multi-family dwellings? A. Of course the apartment
house, and I think you are referring to master-metered apartments in
which the tenant is not directly responsible for the cost of electricity-

Q. I am referring to anyone on general service. A. That would
be the one. You have a multiplicity of dwelling unit~, the nature

496 of the service is less.
On the other hand, there is the consideration if that building

had been wired so that individual bills were paid. I think in all prob-
ability they would be paying more than they are paying now under the
general service rate.

Q. That is not responsive to the question. The question is: Is it
not a fact that the same tenant is going to pay that in his rent whether
you pass it through the landlord or not, if the landlord passes it on?
A. I am sure that is correct.

I agree an apartment operation is not quite the same as a day-to-
day going business such as merchandising.

Q. As far as being tax-deductible, if I have an increase in my elec-
tricity rate, in any kind of business, perhaps I can write that off as an
expense, but I have to pass on every single' dollar of that to get gross
income to cover it .. So the net effect is meaningless. The Government
does not contribute any of that money to anyone. A. I say that on the
basis if you operate.a business and electricity is part of your expense,
the expense would go up if the price of electricity goes up. Whathap-
pens to you individually depends on: your own business circumstance.
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Q~ I do not see how that is a factor for rate-making considerations,
since somebody down the line, the consumer, will have to pay the same

number of dollars it went up, for everything to come out even, is
497 it not true ~ A. It is another one of these generalizations, such

as that the residential customer has no one to pass this on to..
Q. Were you able to quantify in any way these two general con-

siderations ~ A. No, sir.
Q. To what extent did that affect your judgment in allocating the

percentage of increase to each of these classes ~A. Probably not at
all directly, except that I think this is the general relationship that
exists throughout the industry. I think this has been recognized by
regulatory process in a broad general sense. Certainly the relation-
ships of rates of return by general classes of business are in a broad
sense, as I have said, low for residential, high for commercial.

Q. How did you determine, now referring to the exhibit marked
W-101-1 believe that shows that 13 percent of the increase-

Commissioner Neely: What exhibit number is that, counsel~
Mr. Pilzer: I believe it is Exhibit 5, page W-101.

By Mr. Pilzer:

Q. How did you determine that residential increase is at 12percent,
while general service-am I correctly assuming that low voltage

498 commercial is the same as general service and high voltage com-
mercial is the same as large power ~ A. That is correct. The

only real difference is that in the low voltage commercial we have
included such. small schedules as temporary service.

Q. That is so small as to be relatively meaningless ~ A. That is
right.

Q. How did you determine that the percentage increase should be
exactly 12 percent increase on residential, and 18.2 perce~t on general
service ~ A. We did not approach it from the final result going back.

The problem basically of rate design in this case embraced several
major considerations, one of which was this continuation of our policy
to increase summer differentials over the winter rates.

So the percentages are the end results of a multip .city of deci-
sions about the schedules themselves, the rate differences, and how they
apply in the two seasons of the year, then how they applie to the actual
billing statistics for that year .
.We did not start with the 18 or 19 percent as thearlftrary figure.

Weworked back to that. .
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Q. Then what did you use to quantify the amount of in-

499 crease between the summer and the winter differential ~ How
did you get the, numbers ~ A. I will put it this way: Weare

moving in the direction of a greater difference in the charge we make
for service in the summer and service in the winter.

There are several reasons for that.
Obviously, if you have a customer and serve him on a 12-month

basis, and he is not going to move, except for the distribution of rev-
enue between the 12months and the effect on his pocketbook it wouldn't
make really much difference how you billed,him as long as you collected
the total dollars for the 12-month period.

I think rate-making in all of its complexities has been a continuing
compromise of this kind, because if you take a pure cost approach to
one of these allocations there are judgmental elements along the way,
depending on what should be considered to be a capacity cost, what
should be considered an energy cost; and if you take the approach, as
many people do, that assigns practically everything in capacity in the
way of plant you end up with the kind of rate you would not want to
use. By that I mean it would have a very large demand charge and
very low energy charge.

This kind of rate is used in industrial processes because it is
directly applicable to the economy of industrial operation, that kind

of thing.
500 In the case of most relationships between the company and

its commercial customers and its government customers there
has been for many years a feeling that people did not like excessive
demand charges, so that some of the demand charge is normally in-
cluded in the actual energy charge as the schedule states it is.

So you have a designer's option, you might say, of whether you
are going to raise this demand charge to a very high level and charge
practically for nothing but the energy and a little operational labor
energy cost. But generally speaking, that is not a very attractive rate
form for the average customer. Weare in the middle of continuing
compromise. We are now recognizing the fact we do have a summer
load, have many questions raised about rate structure, rate form, talk-
ing about elasticity, using rates for.

We are looking for ways to improve our stability of position so we
do not have to come back here. One of those ways has been to steadily
increase the 'summer-winter differentials.

I mentioned the basic rate form because if you talk pure cost we
can go -considerably more than we have here. So our numbers are
really determined by discreet steps. We have moved these up -on
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at. Hawever,
they are nat
I dan't think

501

502

several increments in successive cases and made them pplicable in the
residential schedule, dawn a little lawer in the schedul , an the secand

time araund. .
We have ather cansiderati'Ons invalved, far example in the

residential rate, which gets the 12 percent incre se we have this
questian that we have discussed 'Of the relatianship 'Of t e pawer supply
cast ta tatal cast. We have alsa ather cansideratians there that this
Cammissian has directed 'Ourattentian ta. In the past twa rate cases
we talked abaut the increases ta small users, and rna e 'Orless set a
figure 'Of 300kilawatt haursper manth as kind 'Of a gaad past.

Sa there is a questian 'Of haw severely yau apply a burden 'Of cast
in that regian.

All these things have ta be cansidered in their aggr gate. The end
results are simply the campasite 'Of all the thinking tha has gane inta
each schedule, each bill camparis an, and each seasanal Clifferential.

Q. Haw da we get the general cansideratian daw ta exactly S'O
many cents, in dollars and cents ~ A. I wauld say rat s are nat made
an a specific cast relatian basis. It is nat really passi Ie 'Or.practical
ta da sa.

Q. Anyhaw, yaur rates were nat ~ A. They were
they were nat made withautcansideratian 'Of cast. B
penny-by-penny and black-by-black a cast develapment.

it cauld he dane. .
Q. Wauld yau say 50 percent 'Of yaur canside atian was cast

and 50 percent ather reasans, 'Orwhat ~ A. Ica 't put a value
an it. We are very much cancerned with casts.

Q. Was 'One 'Of y'Our cansideratians, when we tal ed abaut the
small, 300 kilawatt user, the fact he,cauld nat affard ta pay any mare~
A. That is certainly an area in which this wauld be a assibility.

Q. Was that a very impartant cansideratian ta yau~ A. I wauld
nat class it as an "impartant cansideratian," Na, sir.

Q. Yau talked abaut in certain areas in general in r te-making far
industrial users, that it is a g'Oadidea ta relate casts ery clasely ta
peak demand, if I understaad yau. A. I simply said in arne farms 'Of
industrial rates it is the practice ta include all the de and cast in a
specific demand charge, and include in the energy chargd all the things
that are unmistakably energy-related, and 'Of caurse fl~el is 'One 'Of
them.

The reasans there are basically because 'Of, far exa' pIe, shift ap-
eratian, such things. A man can plan specifically what tHe effect wauld

be. We dan't have that situatian in our awn terr'tory~ because
503 we dah't have that kind 'Of market. .

\.
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Q. So that is a reason that wouldn it be a good way to relate

costs to, say, an apartment house, it does not have the ability to move
its peak 7 A. I would agree with that.

Q. When we talk about something you call "value of service" as a
consideration in rate-making, that consideration is really another way
to say that you ,charge what you can get for electricity in relation to the
cost' of some other substitute source of energy, is that not right 7 A.
That is correct. I smiled because I thought you were going to say
"what the traffic will bear," which is sometimes stated, which is not
true.

Q. No. The difference is, in this ease, that is an inducement rate
to get people to use electricity, is it noU Because if we use value of
service, if you charge too much the person will use the other source of
energy 7 A. That is the eoncept, yes.

Q. Did that concept enter into your judgrnent in setting any of these
rates 7 A. Value of service is very definitely a consideration. We
have gone through a cycle over the last five or six years, at least a
transition, I will say, in the changing atmosphere of promotional activ-

ities in the utility field, as I am sure you are well aware ..
504 Our activities today, and I think Mr. Thompson touched on

this the first day, are basically related to load improvement,
selective load building.

I did mention that. And that is an area in which there is some
consideration of value of service.

When you speak of quantifying, this of course becomes less as other
fuels are in limited supply. .so it is a little bit insoluble at that point.

Q. When you discussed with Mr. Fowler the difference between the
average and excess demand method of allocation of these costs and the
noncoincident peak method, as a matter of fact in the particular in-
stance right in this case, looking again at Pepco Exhibit No.7 for
identification, page No.3, they are extremely close, in that there would
only be a 3 percent difference between the high-tension user and the
residential user, by the two methods, and the general service and street
lighting would remain exactly the same, is that not true 7 A. You lost
me there. Which figures are you looking aU

Q. Let me rephrase the question. ,
If we used for al1o'cationpurposes only the ratios in Column 4, that

would give us an allocation based strictly on noncoincident peak de-
mands ~ A. Yes, sir.

Q. If we used the factors that appear in Column 11we are
505 then using the average-excess method for allocating7 A. That

is correct.
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Q. And those two columns are identical for street rghting and for
general services, are they not ~ A. Yes, sir.

Q. SO it is only a 3 percent difference between the esidential and.
the large-power users-maybe my figures are wrong.

It is ;3/10ths of a percent. A. That is correct.
Q. It is a factor of 3, one-thousandths, on a factor 0 A. Three

ten-thousandths.
Q. It is a very small amount. A. Point 0003.
Q. If we are worried, if we are really worried about the problem of

capacity, we would be talking about coincident peak, ould we noU
A. I don't think that is true. The coincident peak d velopments we
have yield essentially the same results. They are not 0 the sheet, be-
cause that coincident data is not needed to develop thes factors.

Q. Would it make a big difference to you if the pea .-Getting back
to value of service, now, if you could put on line a ser .ce which has,

say, a high peak in January, at night, its cost to he company as
506 far as the need to add capacity would be very 10 , would it not ~
A. That is correct, depending on the season of the yea and assuming
it did not conflict with maintenance schedules.

Q. That is the very essence of this value of service ,oncept and the
company's equalizing load factor concept, is it noU

What I just said is the essence of what you are tr 'ng to achieve~
A. Yes.

Q. Is that taken into account in any way by eithe the noncoinci-
dent peak method of allocation or the average-excess m thod of alloca-
tion ~ A. I am sorry, but I am lost.

Could I have that read 1
507 Q. Well, to the extent that you are allocatin costs on either

the noncoincident peak method or the avera e-e~cess peak
method; it does not make any distinction between a user;who is using it
at right in the middle of August at the worst possible ime, say, and a
user who uses his peak on June 15; if they use the sa Ienumbers they
will come out with the same costs 1 A. Well, that is true. But you
are talking about past history. This is the allocation f costs against
loads that have existed.

Now, if we talk about offering a service for an 0 peak load that
we do not now have, fitting that into the jigsaw puzzl of everything
else, then you establish a new time of peak and a whole new set of con-
ditions, so that customer would not be necessarily ser ed in the same
sense by this allocation method. .

But if we had a class of business with that very nusual charac-
teristic we would take a second look at it, of course.
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.Q. The point I am trying to understand is that on the allocations

you have made that is not a factor in those allocations, the factor of
when the peak occurs ~ A. That is essentially true, yes.

Q. You testified that PEPOO's Exhibit 7 is an area-wide, in other
words, that is all the jurisdictions you serve, is that a correct

508 understanding, rather than solely D. O.~ A. No, this is within
the D. O. sector. .

Q. Then I misunderstood. A. This takes, in a sense the end results
of allocation by jurisdiction, taking out the strict segment and allocat-
ing that to the several classes of business within the district. In other
words, to cover the whole gamut there could be a similar treatment or
Maryland, Virginia, etc.

Q. SOthe only place you were referring to overall was when you
talked about the column headed "Non-Coincident Area Peak De-
mands," and you-does that also only apply to D. O.~ A. I think that
is really a misnomer. I think the term "area peak" should be cor-
rected. It is Olass Peak. I am sure the terminology was 'copied fr.om
the work sheet for the other study. I am sorry. That is incorrect and
misleading.

Q. Should we then consider this an amendment of your exhibit,
and write in here the word "class", rather than "area"~ A. Yes,
sir. That would be correct.

Q. Did you make any study to determine ,among these classes
when the peak demand occurs in relation to the calendar year and in
relation to the maximum people of the company~ A. The develop-
ment of the peak demand by classes is part of the backup material in

this kind of study, part of the backup material in our entire
509 'study, in other words, the current year.

The peak demands result from the statistical method of
taking measurements made in the field and combining them for the
residential and small commercial customer, where we use metered
demand data where we have a graphic representation. Some of' that,
developed by statistical methods, is obviously not as precise as the
metered part of it. But there.is no other way to appraise that. And
the result of that does give us the class demand we have used, and
they will indicate the peak, give an indication .of the peak, by classes.

Q. When we talked about these class peak demands on Exhibit 7,
those are a figure generated by arithmetic, as you demonstrate in y.our
example, and not necessarily by the actual peak in relation to the
actual average use, the average level of use ~ A. On the average-
excess sheet in the <laseof the residential dass this has to be entirely
generated~ because we do not have demand measurements in the indi-
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510

vidual homes. So this is developed warking back by a
process. We think it is actually pretty precise.

What is done is this: We put special magnetic ape recording
instruments in the field, for a month at a time, giving us a 24-hour-.

a-day record 'Of the variation in use far that pe iod.
When we get those results they are punche into a com-

puter, and say 30 customers in one test cell-we sually use 30
to 50 as a group-will be run together and from thes simple addi-
tions-we use the computer because you wauld go cra doing it by
hand-you have a 30-day record. You have y'Our me surement far
every hour of the 30 days, for 30 customers.

You add these, and screen it, and find out when he maximum
demand occurred of all customers at the same time. In ather words,
Customer A might peak 'OnMonday, Custoiner B on Tue day, so f'Orth.
There is a certain degree 'Ofcoincidence, certain degree of non-coinci-
dence. But this measures for us the ooincident deman of thatcus-
tomer group.

We alsa get from that the corresponding individu demand for
a home of a certain number of kilowatt hours use.

Of course, this is a wide statistical spread, beca
does not behave in just the same way. But this give
to developing these for anather year, because we kno
hour measurements and can subdivide them into the v rious graups
to apply the test data to the new kilowatt hours; so t is takes into
consideration the growth from one year to the other.

Q. As ta residential usage, are YO'u.as a result 'Oft is study able
to tell to what extent this residential use, the peak on re idential use, _
coincides with the peak that occurs on all the oth classes of

servicef
511 SecQndly, can yau tell to what extent the pea use by resi-

dential users is related to their more level use th~oughout the
rest of the yead A. The development gives us both the bagnitude 'Of
the demand and the shape of the load curve. '

Q. And, of course, you kept it by time f A. Yes. iYou can tell
the time of occurrence.

Q.The point I W'Ouldlike to determine is: In the last Baltimore
Gas and Electric case they made an analysis 'Ofthis which they put in
evidence, and it shows that 'Onresidential uses the peak occurred at
the worst possible time and the use by residential users has a much
g:r:eat~rdivergence between the peak and their normal level through-
'Outthe year.
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What I want to know is whether or not this is also true in the
D. C. area, if you have figures to show whether it is true or untrue.
A. It does not occur at the worst possible time. One of the things
we 'Observe is that residential air-conditioning, for example, while
'Obviouslyit peaks in the summer months, as any air-conditioning, it
tends to peak a little later in the afternoon than. the commercial.
There is not a great separation, there is a difference. The residential
air-conditioning curve starts to build up in the middle of the day and
tends to increase. The other extreme is the officebuilding that goes
up in the morning, stays quite flat all day, and comes down at the

end 'Ofthe business day.
512 You do not recall the time Baltimore considered the worst,

do y'Ou~
Q. Yes. It was late in the afternoon, ab'Out4 0 'clock in the after-

noon, when the two peaks coincide. A. That is earlier than the time
we usually look at as our peak time.

Q. It was around three or four, I don't recall exactly. A. I would
say our residential air-conditioning load-I cannot separate it, because
it is not all separately metered but I judge it peaks around 4:30
or 5 :00.

Q. Based on that, then, there is not a substantial division between
residential demands on the system and the general service demands,
as far as the magnitude of peak in regard to other usage, or with re-
gard to the time at which it occurs ~ A. You have to relate magnitude
as to how many residential customers compared to how many commer-
cial customers.

Q. No, I am referring to load factor considerations, whether a
house uses its peak at 3 or 4 times the level of use at other than peak
times, or only twice, or once and a half, say. A. I think two or three
times is too high.

Q. Do you have summarize of studies you have made which
would show this as to general service and as to residential users ~

513 A. We have, of course, the kilowatt hour sales by months, which
would show you the summer increase, and you can presume

that that represents the load.
Q. Do you have those readily available by months, distingui&hed

by class of service, that you could let us have without much trouble~
A. Yes.
Mr.Pilzer: I would appreciate your doing that.
Commissioner Neely: Do you have many more questions ~
Mr. Pilzer: I don't think I have too many more. It is a little hard

to tell, because of the answers.
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Commissioner Neely : We will adjourn now and start at 9 :30
tomorrow morning. We will go all the way through tomorrow, and
we should finish up cross-examination.

(Whereupon, at 2 :35 p.m., the hearing was recessed to reconvene
at 9 :30 a.m., Friday, Jllne 2.2,1973.)
'*' * * * '*' * * '*' * «< '*'

515 PROCEEDINGS

Commissioner Neely: The hearing will come to order, please.
Mr. Pilzer, you may continue cross-examination.

Whereupon,
Frank S. Walters

the witness on the stand at time of recess, resumed the stand and tes-
tified further as follows: .

Mr. Pilzer: I have just been handed by the company some infor-
mation relating to my question of yesterday. The form is not as
complete as either lor, in some cases, the company, would have
liked, such as the spreading of the 117.1, that we talked of yesterday.
So they agreed to submit it to me later, and we can put it in the record
then, rather than at this time.

Commissioner Neely: Very well.

CRoss-ExAMINATION(continued)

By Mr. Pilzer:

Q. Has there been a study made, Mr. Walters, as to the cost of
providing service related to the level of use by the user? A. No, sir.
Only the indirect information you would get from a class load study
such as the one we have put out.

That would not really answer the question. The answer is
"No."

516 Q. Yesterday you referred to the fact that in readjusting
these rate schedules, you said, you have intended to increase

the blocks of larger useage more than the blocks of less useage. A.
That is correct.

Q. What was the basis of the magnitude of that differentiaU
How did you decide? A. Again, the amount of adjustment is not a
mathematically determined differential. It is basically an approach
to applying a larger increase in the region where we thought it should
apply, and our desire particularly to increase in assessment on the
summer load, for one thing.
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Q. At any rate, to start a "fair" rate, we have to relate the
increases to some criteria, do we not ~ A. Not necessarily a mathe-
matical criterion. We have developed, I think in the testimony yester-
day, quite a few 'Ofthese various underlying factors.

The final development, of course, lies within the framework of
the total corporate revenue requirements.. So we are working back
'from that in kind of a jigsaw puzzle, putting together the pieces
to satisfy all the objective, not the least of which would be the relation-
ship of comparative bills under new and old rates, so forth. These
are mechanical considerations, but very real. All these things

together, for the difference.
517 Q. Is it fair to say you can not quantify the considerations

you used in putting a larger increase on the larger user as
opposed to the lesser user ~ A. Yes, sir, I would say we did not
quantify them.

Q. With respect to Exhibit 7, can you explain to me the differ-
ence between the rate of return shown in Column 5, page 1, and the
rates of return shown- A. I have to ask for another copy of Exhibit
7. I did my arithmetic on that last night, and I don't know what hap-
pened to it.

Q. I show you mine.
Will you explain the difference in the rates of return shown in

Column 5, page 2, Exhibit 7, and the rates of return shown on the foot-
ings of the four columns on page 1 of Exhibit 7~ A. The rates of
return on numbered page 001,from the computer printout, are the basic
rates of return computed before the allocation of the rate-making
adjustments. Those at the bottom of the first page are the final results
on the basis of having distributed several rate-making adjustments
shown on the top sheet, the various adjustments Mr. Davis, I think,
explained in his testimony.

Q. Thank you, sir. A. You are welcome.
Q. This is not an exhibit, this is GSA's copy, but I want

518 you to refer- A. Excuse me. I believe I have a copy of that
document.

Q. Okay.
May I ask you to refer to Schedule No. 168,which is identified as

page.002 of the computer printout, and continuing on through page
003~ .

Commissioner Schneider: Mr. Pilzer, does that paper have a title,
or something to identify it for the record ~



Mr. Pilzer: Perhaps I should have it ~arked for identification.
They have been described as the worksheets that were the backup for
Exhibit 7 for identification.

Commissioner Schneider: Thank you.
Mr; Pilzer: Which was introduced by the applicant.
Actually, I have answered the first question I was going to ask,

which is "What is this ¥"

By Mr. Pilzer:

Q. Is it correct, sir, that the two pages I referred to are work-
sheets that were part of the backup for Exhibit No.7, introduced by the
applicanU A. Yes, sir.

Q. They contain six factors used in the allocation of the expenses
and income in connection with the allocation of the cost of service study,

do they not ¥ A. Yes, they do.
519 Q. As to the general service class, all of the factors used

under the headings ' 'Demand, " "Energy", Transmission
Demand," "Subtransmission Demand," and" Distribution Demand,"
are between 55 and 57 percent, are they not ~ A. Yes.

Q.Does that indicate to you anything as to the load factor of that
class of service, what that load f.actor is ¥ A. No, not by itself. It
really indicates the relative magnitude of the general service class 'of
business in relationship to Pepco's total business. "D" factors are
basically demand-related. "E" is the measure of the energy in kilo-
watt hours. The" P" factors are produced factors developed within
the study.

The only relationship to load factor would be the relationship of
the factor for the energy component and the demand component, but
these would also reflect the effects of all the other customers in that
tabulation. '-

Mr. Pilzer: Could I obtain from the company copies of these two
pages, so we could mark them for identification ~
. Mr. MacRae: The company does not have copies. There are only

four in existence.
Mr. Pilzer: I meant only Xeroxed copies. I noted you were able

to reproduce page 001, and introduce it as Exhibit 1. I wondered
if you could do the same thing for pages 002 and 003.

520 Commissioner SchneIder: I believe we can have copies made
. here, if you want to put them in the record.
Mr. Pilzer: Thank you. I believe I could do that during a recess;
Commissioner Schneider: All right.
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By Mr. Pilzer:

Q. Does the fact most of these factors are in the range of 55 to 57
percent indicate that as far as cost of service is concerned about hal!
of all the different facilities of the company are allocated towards
general service, in your study? A. Yes; about half, on the basis of 55
percent being about half.

Q. Yesterday we discussed the establishment of the rates. I believe
you testified that the following elements were considered ill establish-
ing the general service rates, in fact all of the rates, I believe: return-
on-rate base, cost of providing service other than return-on-r,ate base,
and the value of service.

Were those three elements considered in connection with each of
the schedules? A. I don't recall discussing the second item, as such.
Maybe I do not follow your description .

.Rate of return-
Q. Those were not exactly your words. I was characteriz-

521 ing it. One is return on the actual rate base dedicated to the
service. A. Right.

Q. The second was elements of expense in providing that service,
other than return-on-rate base? A. All the elements that go into the
expenses.

Q. And the third was the value of service ~ A. Yes.
Q. Is your answer that all thr,ee of those were considered in estab-

lishing rates for each schedule? A. For each of the three major
schedules; limited to that.

Q. What are they? A. Residential, general service, 'and high
tension, excluding such things ,as street lighting, special service.

Q. Can you relate any additional items which were considered in
establishing the rate schedules? A. I think probably the most impor-
tant factor really in many ways is the body of statistics, the billing
statistics of all of the customers in all of the classes, because those are
the items with which we must work in developing a rate that would
produce the desired revenue.

So we spend agreat deal of time, in developing rate schedules, in
developing various statistical backgrounds on which these are pre-

dicted. That is a very major element.
522 Q. Was there any other element than the three I mentioned

plus billing statistics? A. I do not recall any at this time.
Q. Can you tell me in what way you used return-on-rate base in

connection with the gener,al services schedule? A. I would say we ,are
concerned about return-on-rate base simply because this is the measure
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of the total revenue that is required from the class. In other words,
the increase in return by applying tax factors leads to the necessary
increase in revenue, contained I believe in Exhibit-let me give you the
number.

Mr.Hobelman: 5, I believe, Mr. W,alters.
The Witness: Yes, contained in 5,page W-l02, which gives the

development for the District of Columbia volume of business.
That leads to the total revenue figure for all classes of business,

and we discussed yesterday how the many factors involved-the factors,
and the way it was assigned to the classes.

Basically the mte of return was used to assign the District of
Columbia target revenue increase figure.

By Mr. Pilzer:

Q. Then, is it correct that you do not use rate of return on the rate
base for each schedule in establishing that schedule? A. That is cor-

rect. We did not.
523 Q. How did you use cost of providing service other than

return-on-rate base in connection with the establishment of the
general services schedule? A. I think only in the sense that the cost
of providing service is in turn reflected in the ,additional revenue
required for the District of Columbia business. So each element con-
tributes to it.

We did not make a cost of service by class-of-business study to
develop rates on a cost basis from that study, which I think is the
thrust of your question, if I understand it. We did not do that.

Q. In other words, you used it only in the totality for the entire
expenses of your operation for all classes of service to find out how
much net revenue you would have after paying expenses, is that cor-
rect? A. That is correct. I think that is the general practice with
most utilities. There are very few instances where a class of business
study is absolutely required, because of their controversial nature and
the limits of their accuracy.

Q. How did you apply the criteria value of service to the estab-
lishment of the general services schedule? A. In a broad sense of the
word, we were discussing that in connection with the additional rate

differential for summer loads. ,
524 There has been a great deal of discussion in the industry, as

you know, with regard to price elasticity and the various ways
people feel possibly a rate could be used to control demands, conserve
energy. In my judgment, these are questionable. '



But the application of anything of that kind does evolve back to
the value of service, because there is a question of the price elasticity
that mayor may not be present.

Q. I think you testified yesterday that in your opinion there was
no price elasticity to amount to ,anything in connection with air condi-
:-tioning Joads. Is that correct ~ A. That is correct. The feeling
I have personally about that is that in a city such as Washington,
where we do have :a great deal of uncomfortable weather, we are up
against the problem of people using the service on the hottest summer
days. I think other witnesses have testified to that point.

The only possibilities we see at aU,when ,elasticity might have any
effect, would be the possibility of encouraging people to perhaps reduce
their consumption on a few of the less uncomfortable days in the sum-
mer.

Personally, I think that would be more or less temporary, and
they would come back normally to full use of it.

Q. I want to get to which element you really used in
525 developing the rate schedule. '

If I understand what you are saying to me now, you gave
very little consideration to v,alue of service, so far as the GS schedule
was concerned. A. I would say that is true, with one exception, that
in any instance where we talk of direct competition with other fuels,
that is an area where elasticity is .definitely present, in the competitive
substitute pro'duct concept.

Q.Except for the heating- A. Except for the heating, there
is very little consideration.

Q. As,to the billing statistics in what way did you use that cri-
terion in establishing the general services schedule~ A. I am refer-
ring to all the records of kilowatt hours by blocks, the basic statistics
to which we apply the rates to develop total revenue. Those statistics
are there, they can be altered if we feel, say, that there is need to
change a,block interval. That is the sort of thing we have to develop
if we feel it is necessary. We did not feel that was necessary in most
cases here.

Q. You did not ~ ,A. No, there was one change in the residential
schedule. I believe that was the only block change.

Q. SO you gave very little consideration, if I understand
526 you, to billing statistics in establishing the general services

scheduler A. No, just on the question of possibly altering. I
did not say we did not give it full consideration. The fact we did not
make a change doesn't mean we did not examine it thoroughly. We
examined it and decided the present structure is satisfactory.



, , Q. As to any of the criteria we have discussed, did you develop
a matrix, 'Orformula, by which you applied these to the raw data to
obtain a rate l' A. No, I don't think so. All rate calculations lend
themselves t'Oalgebraic treatment, just to simplify the process. We.
do a lot of algebraic work in working with any rate structure.

I wouldn't say we set up a i:?pecialmatrix, no.
Q.Did you use any graph curves in establishing the general

services rate schedule based on these criteria 1 A. I think rate de-
signers are practically constantly drawing curves of one kind 'Or

another. I am sure we drew many in the course of development.
Q. How did you use them 1 Can you tell me l' A. FoOl'example,

the' simplest curve I think that you can draw is one showing the
decreasing price per kilowatt hour as consumption goes up, just by
applying the schedule. That is a fairly common application of rate

. information.
527 Q. Did you draw such a curve or have 'Oneprepared foOl'.

the general services schedule~ A~ I am sure we have prepared
something 'for the general service schedule. This would not bea formal
curve. That woOuldbe somebody's scratch work 'Ona sheet 'Ofpaper.

Q. You did not then refer to that in establishing these rate
schedules, did you ~ A. Yes. We use graphical representations as
we go. We establish a tentative rate structure, apply certain prices
to the blocks, and then we want to see what that does to the rate, what
it does to comparative statistics, new rates, old rates, where the dif-
ferences lie to avoid abrupt and undesirable changes' in price level,
,such things.

Frequently it is a process of successive measur~ment of that
kind.

Q. In other wards, that is applied after you develop a schedule
that you want to test out, YQU then make a curve and see how it looks1
A. That is correct.

Mr. Pilzer: I believe those are all my questians, subject to
obtaining the additional information. But at this time I will conclude.

Commissioner .Neely : Very well.
Let'the record note that Metro has indicated to the Commission

it does not wish to cross-examine.
528 Mr. Pilzer: I would like to handle the matter of copying the

sheet I wanted to put in, and mark that as an Apartment House
Council Exhibit.

- Commissioner Neely: l}et it be marked' as Apartment House
Council Exhibit 1for identification.
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(Apartment House Council Exhibit No. 1 marked for identifica-
tion.)

'The Witness: May I ask, those are pages 001 and 002~
Mr. Pilzer: No. Pages 002 and 003, I believe.
The Witness: That is right.
C'OmmissionerNeely: Mr. Frank Stickle, of Safeway Stores.
Mr. Stickle: May the report reflect I here represent Safeway

Stores, Incorporated, Intervenor.
Commissioner Neely: The record may so reflect.

By Mr. Stickle:

Q. I am sure 'One way or another these questions have been
answered, but if you could give me some fairly brief answers to these
questions I W'Ouldappreciate it. A. I will try to.

Q. Referring to Pepco Exhibit 5, Sheet W-101, I think Y'OU
discussed this yesterday, it is indicated that the residential rate is
proposed to be increased 12 percent and GS-18.2,high-tension 19.0,
about an average of 18.45 percent for the two commercial rates.

• 'II< 'II< * * * * ••
PEPCO EXHIBIT # 5

Maryland Cross-Examination of Frank S .Wa1f:ers

864 Mr. Pilzer: If it please the Commission, I also cr08S-
examined Mr. Walters in the District. However, there are two

things. One is I W'Ouldask-I want to meet with 00unselfor the
Company, we have agreed, because there are figures referred to and
exhibit numbers that won't make sense in connection with our record.
As to those, we will attempt to reach a stipulation and file something
in writing to correct that part of my cross-examination and refer to
it S'Oit will make sense in this hearing if that will be satisfactory to
the Commissi'On.

Mr. Hobelman: We have agreed, your Honor.
Mr. Pilzer: I do have a few questions and several exhibits I

want to introduce in addition t'Owhat went in in the District.
Commissioner Shoemaker: All right, sir.
Q.' (By Mr. Pilzer) I show you what has been marked as Inter-

venors Apartment House Council Exhibit N'O.1. I ask you if you
can recognize that. It consists of four pages, does it not?

865 A. Yes, it does.
Q. Can :youtell me what that exhibit-do you recognize what

that exhibit is ~ A. Yes, I recognize it.
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Q. Can you tell me what it is ~ A. Yes. This is an exhibit which
we supplied or, rather, a study which we supplied at your request,
which shows the Maryland class of business cost of service breakdown.

Q. On the first page of that exhibit, sir, does it show the adjusted
rate of return by class of business ~ A. Yes, it does.

Q. What are they~ A. Beginning with the adjusted rate of re-
turn for the business in Maryland of 7.52 percent, the rate of return
on residential business is 5.52 percent, on general service 10.23 per-
cent, on large power service 7.52 percent, and on street lighting 4.06
percent ..

Q. On page two of that exhibit, in the column called Rate of
Return, No.5, it also shows rates of return that are apparently

866 represented by each of the classes you just enumerated, does it
not, sir~ A; Yes, sir.

Q. There is a difference between the rates of return shown on
page two and the ones on page one. Can you explain this, sid
A. The rates of return on page two are rates of return that came out
of the computer studies but do not inClude the allocated rate making
adjustments that Mr. Davis discussed.

The top sheet of Exhibit 1 includes in the computations those
adjustments.

Q. Page three of Exhibit No.1, Intervenors Exhibit No. 1 for
identification, that shows the raw dollars in the same categories, does
it not? A. Yes, sir, it does.

Q. Page four of Exhibit 1 shows the development of the factors,
does iU A. Development of the allocation coefficients, yes, sir.

Q. Those were developed by the Company and submitted to
867- me, were they not ~ A.Those were developed by the Company

and submitted to you at your request. These were not filed as
a part of the case.

Q. I showyou what has been marked Intervenors Apartment House
Council Exhibit No. 2 for identification, sir, and ask you if you
recognize what that is. A. Yes, sir, I do.

Q. Can you tell me what it is ~ A; This again was prepared at
your request. It shows in the same general relationship the rate of
return that would be earned if the Company received the request
before this Commission it has made. In other words, the rate of
return under the proposed rates based upon 8.75 percent system
return for Maryland.

Q. Exhibit No.2, the rates, as you said, are the proposed rates;
but the background to which those rates were applied was the actual
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business during the year 1972,was it not, sid A. Yes, sir, this was
the actual billing, based on the actual billing data.

868 Q. That was on a calendar yead A. Yes, sir.
Q. 'Likewise Intervenor's Apartment House Council Exhibit

NO.1 for identification also was developed on the calendar year for
1972~ A. Yes, sir. '

Q. If we applied these same figur.es-we have made a similar
study, let me say, an the test year as we are using. The absolute
value of these rates of return would change a little bit, would they
not, sid A. In all probability they would.

Q. However, would it be fair to say the relationship 'Ofthe rates
of return one to the other would remain relatively constant 7 A. I
wauld agree that that is a reasonable assumption.

Mr. Pilzer: I would ask that these two exhibits be accepted
in .evidence as Intervenor's Apartment House Council Exhibits 1
and. 2.

Commissioner Shoemaker: They will be so marked and 'ad-
mitted.
869 (Document entitled "Maryland Class of Business Cost of

Service Breakdown" was marked Intervenor's Apartment
House Council Exhibit NO.1 and received in evidence.)

(Document entitled "Rate of Return at 8.75" was marked Inter-
venor's Apartment House Council Exhibits No. 2 and received in'
evidence.)

Q. Mr. Walters, would you look at Intervenor's Apartment House
Council Exhibit No. 17 A. Yes, sir.

Q. Under the column that says large power and under the column
that says amount- A. Yes, sir.

Q. The figure that represents the last rating making adjustment
just before it says adjusted return in dollars, the figure is 188. A.
Yes, sir.

Q. I believe that figure was to be added to the figure 4,815 above,
should have given 5,003 rather than 4,003, should it not, sir7 A. You

havelost me on your 4,815. I have got the 188.
870 Q. Right above it is 4,815. A. I see. I'm looking at the

first time 188 appears, but it is down again at the bottom. Now
I am with you. 4,815.

Q. Yes. Your last figure above the double line should be 5,003,
should it not, sid A. Yes, sir, it should.
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Q. That's just a misprin ted ward ta nat change the percentages?

A. Yes, sir, I'm sure it is a typagraphical errar. We can verify that
but I'm sure that's carrect.

Q. I nawshaw yau what has been marked Intervenar's Apartment
Hause Cauncil Exhibit Na. 3 far identificatian and ask yau, sir, if yau
recagnize what that is. A. Yes.

Q. D'Oyau recagnize what they are? A. Yes, sir, Ida.
Q. Can yau tell me what they are? A. They are sheets repra-

duced fram 'Our statistical reparts which shaw the, which are headed
revenue, energy sales and custamer statistics Maryland, and they are,

there are manthly sheets here far each manth fram January
871 1972 thraugh May, 1973. These were alsa furnished ta yau

at yaur request.
Q. They wauld shaw the amaunt 'Of bath kilawatt sales that are

made and the dallars incame between the variaus classes 'Of users,
wauld they nat? A. They show the kilawatt haurs sales and the
dollars 'Of revenue. They da nat shaw kilawatts.

Q. Excuse me, I meant kilawatt haurs. A. Alsa number 'Of cus-
tamers served.

Mr. Pilzer: I wauld ask that that be intraduced in evidence as
Intervenar's Exhibit Na. 3.

Cammissianer Shaemaker: Sa marked and admitted.

(Sheets referred ta were then marked. Intervenar's Apartment
Hause Cauncil Exhibit Na. 3 and received in evidence.)

Q. In same 'Of these exhibits apd in yaur testimanyyau refer in
some cases ta large pawer, in 'Other cases ta HT, and in same cas.es
ta high valtage, is that nat true, sir, that in cannectian with all 'Of

these exhibits and all 'Of yaur testimany the terms large pawer
872 user, high tensian user, high valtage cammercial are all refer-

ring to the same class, used mare 'Orless synanymausly by yau
and refer ta thase peaple wha use service under the schedule marked
HT? A. Yes, sir, they da. There is confusian in that terminalagy,
as I realize, because 'Of changes in the names 'Of rate schedules that we
have added 'Ormadified aver the last several years. We had a schedule
called Large P'Ower and in 'Order ta distinguish that fram the new
schedule we called. it high tensian.

Q. But far 'Ourpurpases we cauld deal with all thase as referring
ta the same thing? A. That's carrect.

Q. Likewise- A. Let me just add 'Onethaught there. There is
'Only'Oneather questian there. If yau ga back in. paint 'Of time, they
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are not the same, because with the rate change that was made last
year, the great number .of high tension customers of the smaller size
were by virtue of the definition .of the high tension schedule trans-

ferred to the general service rate with a primary rider.
873 So that if you compare statistics for say the 12 months

ended June 1973, they are perfectly clean and not mixed; if
you go back in point of time, you do run into that difficulty.

Q. I was really concerned with your testimony in the cross-
examination in the District, which will be incorporated in part here-
A. When I refer to large power, I'm talking as a class, high tension.

Q. Likewise in these exhibits we can use them as synanymous and
not have any substantial error. A. That's correct.

Q. Likewise low commercial and a general service schedule user
is a synonymous term for our purposes ~ A. It's a synonymous term.
The only reason we do noOtsimply call it general service at all times
is that we do have some ather rate schedules that represent a very
small portion of our total business, such as Schedule HS for heating
service and outdoor lighting service.

Rather than have an enumeration of eight or ten different sub-
classes, those are normally grouped together for statistical

874 reporting. They are very small in comparison to the tatal.
Q. Would you characterize them as being so small that

for purposes .of the percentage on adjusted rate of return and that
kind of a thing that they would not really affect the results ~ A. I
would say they would noOtaffect it significantly.

Q. What was the method used in making these ,allocations on the
cost of service studies ~ A. Our methodology on the general question
of jurisdictional allocation has followed the pattern that we have used,
as I believe I testified to in the District, in past proOceedingsand also
in the proceedings before this Cammission in past years.

The basic methodology employs the average excess method for
allocating the jointly used facility such as power supply. In the case
of distribution plant allocation by jurisdictions, that is assigned to
the jurisdictioOnwithin which it lies.
These exhibits which show a rate of ~eturn by class .of business, of

course, carry that process one step beyond. It is necessary then
875 to go into the question of items of distribution plant and

make a subordinate assignment of those, which is normally
done on the basis of some physical measurement or on the basis .of
in the case of the customer component of cost of the minimum facilities
necessary to provide service.



83
876 Q. What I was really getting at, is there a way to do this

that's called the average and excess method 1 A. Yes, sir.
Q. And is that what you used 1 A. That is what we have used

for the jointly used facility.
Q. Are there other methods also that could be used that have

various names 1 A. Yes, there are other methods. I think that we
did again refer to those in the District. The two most well known are
simply the peak responsibility method or the non-coincident class peak
method, as well as the average excess. They are all recognized
methods.

Q. Is it your feeling that in this particular case, with your par-
ticular kind of business, that it would not have made a substantial
difference in the results if you had used one of the other methods 1
A. Well, in the jurisdictional split, we did, as I think I also men-
tioned, test it by applying other methods. Now, in the case of class

of business study, which was not really part of our original
877 filing and was furnished really at your request, we carried

through the same methodology. Now, there conceivably could
be some changes in methodology on a class of business' study in future
approaches, but I think that the methodology used is a perfectly rea-
sonable methodology.

Q. For the purposes of comparing the relationship between the
rates of return in the different classes of users, would you say that
you would arrive at substantially similar results regardless of which
method you had used 1 A~ I would say that you would arrive at
substantially the same results, yes.

Q. In this study is each custom"ercharged with every element of
.the Company's equipment and labor that is necessary to serve him
and with no other costs 1 A. Would you repeat the items 1 I'm sorry,
you said-

Q. I said in this study is ea<lh customer charged with every
element" of Company equipment and labor necessary to serve him

and with no other costs ~ A. That is correct, except that the
878 total costs include such items as administrative and general

expense and the fixed charges, for example, on general plant,
but these are an part of the total cost of service. . These allocations
begin where Mr. Davis' accounting treatment of the Company's costs
leave off. So that everything is included in the allocation study. It's
a fully distributed cost study.

Q. That's the thrust of my question, that all costs applicable to
a user have been applied as best you could to that user1 A. Yes, sir;
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Q. What part did this cost of service study play in the establish:-
ment of the rate schedules~ A. Well, the cost of service study by
jurisdictions, of course, played a basic part because it was the basis
on which the separation between the three jurisdiction was made. The
cost of service studies by classes of business which were made really
subsequent to the rate design were not a direct part of that. They

are really only informational, again made at your request.
879 Q. Now, for the purposes of making rates it is desirable

to have classes of business which have a relatively high load
factor as opposed to businesses which have a low load factor, is it
not~ A. If you are speaking of an annual load factor, the answer
is yes, because it makes greater use of the Company's invested capital.

Q. Now, looking at Intervenor's Exhibit NO.1-Intervenor
Apartment House Council's Exhibit No.1, at the fourth page, which
is entitled" Development of Relationships," is it possible to estimate
from the figures contained therein what the low factor is for the four
classes ~ A. Yes, sir, it is.

Q. Is that by relating the average demands in Column 5 to the
peak demands in Column 3~ Would that be the way we would do it?
A. That's correct.,

Q. Can you tell me approximately what those load factors are
for each class ~ A. Let me run those out quickly. For the resi-

880 dential class, dividing the 283.4 by 836.3 gives a 33.9 percent
load factor Lor the residential. For general service, dividing

357.4 by 758.4 yields a 47.1 percent load factor. In the large power
schedule, dividing 145.3 by 248.0, that's a 58.5 percent.

Commissioner Baldwin: Pardon me. I didn't get the answer.
The Witness: 58.5.
Mr. Pilzer: I believe that is all I have, but I just want to check my

notes.
Commissioner Shoemaker: All right.
Q.. How did you reach the exact percentage increase-excuse me.

I'll withdraw that.
Mr. Pilzer: That question is developed in the answers in the D.C.

case. That isall I have of this witness at this time, with the permis-
sion to file the subsequent stipulated testimoIiy, if it please the Com-
mission.

Commissioner Shoemaker: All right.
Mr. Walters, in regard to your testimony regarding the summer-

winter rate differential, which were apparently first put in your rate
schedules, I be-
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PEP CO EXHIBIT 6

REQUEST FOR STIPULATION BY THE APARTMENT HOUSE COUNCIL
OF METROPOLITAN WASHINGTON, INC.

.I. The Apartment Hause Council of Metropolitan Washington,
Inc., requests that the following portions of the testimony taken in the
District of Columbia before the Public ServiceCammission of the Dis-
trict of Columbia in the matter of the Application of Potomac Electric
Power Company for an increase in its retail rates for electric service,
Formal Case Na. 596, be incorporated by stipulation into the record of
the proceedings of this case pending before the State Corporation Com-
mission Case No. 19277.

All of the cross-examination of Frank S. Walters commencing on
page 482 of the Transcript of Proceedings for the date, Thursday, June
21, 1973, and continuing through page 528 of the proceedings which
'Occurredon Friday, June 22, 1973,with the following changes:

LThe Exhibit referred ta in the District of Columbia testImony as
PEPCO Na. 7, corresponds to Apartment House Council, Exhibit
No.2, which ~onsists of five (5) pages, the first page of which is
entitled" Virginia Class of Business Cost of Service Study, Year
Ended December 31, 1972"; the second page is entitled" Potomac
Electric Power Company, Computation of Rate of Return"; the
third page is entitled "Year 1972-Va-Average and Excess
Methad- Year End, Calculation of Operating Income"; the,
fourth page is entitled "Potomac Electric Power Company,
Development of Relationships for 'Average-Excess' Allocation
of Cost by Class of Business-Vriginia" j and the fifth page or
which is entitled "Potomac Electric Power Company, Incre-
mental Revenue and Return at Proposed Rate; Virgima, Decem-
ber 31, 1972." The first reference to PEPCO's Na. 7 appears
on page 484.

2. Other references contained in the testimony referring to an allo-
cation of business within the District of Columbia by classes of
business should be deemed to refer to allocation within the juris-
dictional service of the Commonwealth of Virginia.

3. On page 498 at line 9, the question should read as follows: "How
did you determine that the per,centage increase should be exactly
10.9% an residential and 14.7% on general service~" The sen-
tence which appears at line 23 on the same page in the answer
refers to 18 or 19%, that response should referred to the.14.7%
as applicable ill Virgima. '
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4. On page 501at line 2, 12% should read 10.9%.

5. The question on page 504 at line 9, and the answer to that ques-
tion on page 504 at line 19 should be deleted. The question which
appea.rs on line. 20 at page 504 should read: "Please refer to
Apartment House Council, Exhibit NO.1 on page 4." The ques-
tion which appears on line 3 at page 505, and .the material fol-
lowing that through line 15 on page 505, should be deleted and
the follo:wing,substituted instead:

Q. And the results which would be obtained by either of these
. methods as reflected in both column 4, and column 11 would
yield very similar results in this study, would they noU

A..Yes, they would.

6. On page 506 line 7, should read: "concept and the company's
equalizing load factor concept, is."

7.On page 508 line 1, should read Virginia rather than D.C., and
line 2 the. answer should read Virgin a rather than D.C. Lines 3
through 19 should be deleted.

8. On page 517 ,the question which commences on line 5 should refer
to Apartment House Council, Exhibit No.1; Column 5, page 4.
Line 13 should refer to Column 5, page 4, Exhibit No. 1. Line 15
should refer to page 1 of Exhibit No. 1.

9, On page 517, the material hegiiming at line 23 through line 13 on
page 520, should be deleted.

10;Cross-examination concludes at line 22 on page 527.

Il. The Apartment House Council of Metropolitan- Washington,
Inc., also requests that the portion of the cross-examination of the wit-
ness, Frallk 8.Walters, before the Public Service Commission of Mary-
land in the matter of the Application of Potomac Electric Power Com-
pany for an increase in its retail rates for electric service, Case No.
6658,which appears on page 864 of the OfficialTranscript and concludes
on page 880 at line 9, be incorporated in this record by stipulation with
the following changes:

1:References in the Maryland Transcript to Intervenor's Apart-
mentHouse Council, Exhibit No.1, should be deemed to refer to
Intervenor's Apartment House Council, Exhibit NO.1 in Vir-
ginia.

2. The references to Maryland Clas.s of Business Study which
appeared at line 8 on page 865, should be deemed to-refer to Vir-
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ginia Class of Business'Study; The 'answer which commences on
line 14 on page 865, should read as follows:

A. Beginning with the. adjusted rate of return for the busi-
.ness in Virginia of 7.70%, the rate of return on resi-
dentialbusiness is 3.01%,on general service 8.84%, on
large power service 7.09% and on street lighting 3:94%.

3. On page 867 at line 5, the reference to Intervenor's Apartment
House Council, Exhibit No.2, should be deemed to be to Inter-
venor's, Apartment House Council, Exhibit No. 1, 'page 5, and
thereafter, all references contained in the Maryland testimony
to Exhibit No.2, should be deemed to apply 'to the Virginia,
Exhibit No.:1, page 5.

4. The reference on page 868 line 3, to Exhibit No.1, should refer
to Iiitervenor's, Apartment House Council, Exhibit No. 1,.pages
1through 4.

5. Lines 1 through 8 on page 869; should be replaced by document
entitled "Virginia Class of Business Cost of Service Study, Year
Ended December 31, 1972", consisting 'of five (5) pages and
marked Intervenor's, Apartment House Council, Exhibit No.2,
received in .evidence.

6. Material contained on page 869 commencing at line 7 through
line 10 on page 870, should be deleted.

7. Line 20 on page 870, shbuld refer to Virginia.

8. The answer which appears on page 879 commencing 'at line 20,
should read a~follows:

A. Let me run those 'out quickly. .For the residential class,
dividing the 0.9 by 3.3gives a 27.3 percent load factor for
the residential. For .general service, dividing "21.3.by
4404yields a 48.0 percent load factor. In the,large power
schedule, dividing 25.1 by 46.3, that 'sa 54 percent.

9. Lines 5 through 7 on page 880, should be deleted.

10. The Cross-examination concludes at line 90n page 880.

III. It is stipulated that if the witness, Frank S. Walters, was
asked the same questions in this proceeding, he would have given the
same answers except as modified by the aforegoing Paragraphs rand
II.
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PEPCO 'EXHIBIT '1'3

437 Additional Disirici of Columbia Cross-Examination of
Frank-S.Waliers ,

,Mr. Hobelman: I tender the witness for cross-examination.
Commissioner Neely: Mr. Lewis'
Mr. Lewis: We would ask that GSA proceed before us.
CommissionerN eely: Very well.
Mr. Fowler' .

CRoss-EXAMINATION

.By Mr. Fowler:

Q. Mr. Walters, did you testify in the last PEPCO rate proceeding,
No. 568'. A. Yes.

Q. You testified on the subject of rate design' . A. Yes.
Q. Is there a characterization we can make for the type of rate

design you recommended in that proceeding? A. I think the general
tenor of the rate design we recommended at that time was directed to
two objectives. One objective was the discontinuance of an outmoded
schedule, which was a mechanical adjustment, which schedule was
eliminated.

The other was basically the approach to a further assessment of the
summer-winter differentials in rates.

Q. You did not recommend anything like what I would call an
across-the-board rate increase in that proceeding? A. It worked out,
the percentage increases were relatively uniform in that proceed-

ing.
438 Q. Per class' A. Uniform per rate schedule.

Q. I see. A. There were some exceptions.
Q. When you say "rate schedule", can we use the term "class"

and the term "schedule" interchangeably? A. When you speak of a
class' of customer, for example, "residential class", you embrace in
our particular case one rate schedule within the District of Columbia
in which there is a rider for special usage, and that happens to be water
heating.

Many companies would file that as two separate rate schedules, so
you would be dealing there with two items instead of one.

In the commercial 'category, or the general service category, or
what we have sometimes' termed "Low Voltage Commercial," or similar
terms, which term is.a broad descriptive term, we have the schedules
for our general service rate, we have other schedules of much less
magnitude than that, because of the number of customers served, such
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as teinporaryservice, for example. We tend to classify all of those as
a rate schedule within the general service o.r the commercial

group.
439 . Q." The Commission's final action in this decision, did it

basically adopt what you recommend~ A. So far as rate form
was -concerned,yes. Of course they did not allow us the amount of
iilcrease we asked.

As far as the general form of rate schedule is concerned, yes.
Q. In other words, while there were rate level differences, basically

they went along with your uniform spread? A. The basic design of the
schedules.

Q. Do you know what the percent increase per class was in that
case~ A. I do not have that with me. It is a matter of record. We
could furnIsh it.

Q. The case just before the Case 568, you testified in that also?
A. Yes.

,Q. Of course you testified on rate design? A. Sir?
Q. Did you testify on rate design? A. That was part of the testi-

mony. I do not recall the exact details of that second case back. I am
sure that was part of my testimony.

Q. Was your recommendation in that proceeding basically a uni-
form percentage increase per class? A. I would have to check

440 the record to tell you. I do not recall.
Q. Case 568, the most recent case before this one, -that pro-

ceeding was faced, was it not, with rate design in a separate section?
A. It was a 2-step proceeding; yes.

Q. It is my recollection that those 568 rates became effective
around-became applicable -toperiods commencingwith August 1, 1972.
A. Right.

Q. In this proceeding you are not recommending a uniform per-
centage increase per class, are you? A. No.

.Q. Within the blocks in the respective rate:schedules are the blocks
themselves increased on a level percentage increase? Or what did you
do.?" A.. The bl0<1k~are not increased uniformly -within each block,
which I assume is the substance of your question. Normally that would
not suit the purpose of rate design.

In this particular filing, however, we have tended to increase the
large-use blocks at a slightly higher percentage rate if you compare
it block by block than those in some of the smaller-use blocks of the
schedule~ This varies with the rate and the position within the blocking.

Q. In view of the recency of the Case 568, and the com-
441 pany's desire to proceed as promptly as possible with this case,

.-why.didyou not 'use a.uriiform percentage increase iilthis pro-



ceeding~ A. Because we felt it was better rate practice to move In
this other direction. . "

Q. What would the uniform percentage increase be~ Do you
know~ Would it be 17 percent, roughly, or each class, or what? A.
It would have to be equal to the overall percentage increase for the
aggregate business.

Q. What was that? What was it? A. 17.1 on revenue from sales
of electricity.

Q. The increase recommended for 'tpe HST customers is-excuse
me, the HT customers, is 19 percent, is that correct ~ A.. That is cor";
reet.

Q. We have established, have we not, that at least in the last case
all classes received basically a level percentage increase ~ A. Very
roughly, speaking of the major classes. To be specific I would hav:e tq
review that record. I do not have it with me.

I think some of the smaller categories did receive dissimilar per-
centage increases.

Q. I don't think we need a great deal of precision for our
442 discussion at this moment at least.

Can you state on the record what type of customers are
served under the HT :schedule~ A. The HT schedule under the-under
its title" High Voltage" or "High Tensions" as the schedule is now
called, is available for any large user of service who wishes to take
delivery of the service at higher voltages, that is at 15,000 volts or
above. This means that this customer elects to take delivery at that
voltage and then supply at his own expense and at his ownmaintenance
expense certain pieces of electrical equipment to reduce that down to
the ordinary usable voltages.

As a matter of practical fact, the Federal Government is the
largest user of that particular schedule.

Q. I have a document marked GSA-4, a schematic diagram of
energy from source to customer. This does not represent Pepco
necessarily, but it is just a typical flow diagram, and will probably be
of some assistance to us.

Commissioner Neely: Let the reporter mark this as GSA's Exhibit
No.4, for identification.

(GSA Exhibit NO.4 was marked for identification.)

By Mr. Fowler:

Q. On line 4I made the change to 33 kv line.
Basically, I would like you to identify for us a high tension

443 customer, and explain by use of this exhibit how and where the
high tension customer is served, please. A. If I read this
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diagram correctly, I believe line 4 terminates at No.6, marked "High
Tension Customer," and that seems to me a reasonable representation
of it.

Q. Would you please designate on this diagram who the GSA.cus-
tomers and the RS customers would be, and GS Rider 3? A.; Let me
work from the other end first.

NO.4 appears to be a residence. It says" Secondary Customers."
13 and 14, in several designations, would apply to the type of cus-

tomer served under our residential schedule also, under our General
Services schedule.

You referred to Rider 3 of General .service, which is primary
services. Again, that is for electricity delivered at a higher voltage,
so there is necessary another transformation.

Item 11 appears to me to be reasonably to me representative of
that kind of. delivery.

In connection with the General Service Schedule I might point
out that is a schedule which covers a very wide range of customer
size and use. As such, the facilities serving the General Service cus-
tomer might be very much more complex than they appear to be at
just first glance. .

Q. Can you explain to us 'from the operating economy
444 standpoint what is involved in serving a high-tension customer,

as contrasted with a residential customer? A. I would say basi-
cally the difference is that the high tension customer does not 'require
any of the transformation equipment. He owns his own. So for the
most part the equipment shown from Point 9, possibly, over to the
right of the diagram, would not be required by the high tension cus-
tomer.

Q. Does a high-tension customer generally take during a month
what we could call a "substantial" volume? A. They are generally
large users. The present schedule has a limitation on the demand
charge, so the first block is a charge for 1000 kilowatts or less, which
means really no one much smaller than that would want service under
that. It is basically a large-use customer schedule.

Q. Can you tell us how these high-tension customers are metered?
A. Metered?

Q. Yes. A. In metering a high voltage customer the metering
itself is done actually at a low voltage, so an additional transformer,
so-called metering transformers, potential. and current, need to be
installed to reduce the voltage or reduce the current as the case may be
to a level of possibly 5 amperes in the metering circuit itself. It simply
separates the high voltage circuits from the meters. The meter
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445 does .uot operate:. itself at high voltage. There has to be au

. auxiliary device in between.
. Q; I think there has been some discussion already on the record

about growth, what-not.
In the District of Columbia what can we call .your "primary

growth class" ~
Mr. Hobelman: Mr. Fowler, do you mean which grows fasted

Can you clarify what you mean by"primary"~
Mr. Fowler: Yes. We were asking the question .in terms of the

rate of growth; yes.
The Witness: Inthe District of Columbia, for Calendar Year1972,

which .are the statistics that Ihave available, if you are referring to the
kilowatt hour sales and, if you are referring in terms of the greatest
finite increase in sales, the General Service category is growing---:-itis
the largest growth and also has the highest percentage growth rate-or
had.

By Mr. Fowler:

Q. Would the residentials be growing faster than the high tension
customers ~ A. On the basis of this particular year the answer is yes,
if you except street lighting and outdoor lighting, which are special
services.

Mr. O'Reilly: Mr. Fowler, would it cause you any problem
446 if Mr. Walters put in the record the numbers he is using to give

you the answers ~
Mr. Fowler: Oh, no. We are going to get to that.
Mr. 0 'Reilly: Fine.

By Mt. Fowler:

.Q. Do you want to read them into the record for Calendar Year
. 1972~ A. In the District of Columbia for the Calendar Year 1972-
let me just read the whole section so it is in proper perspective:

"Kilowatt hour sales amounted to 5,727,000,000." Perhaps it
would be better to leave off the zeros, and we will assume all those num-
bers will be followed by three zeros. In Terms of Kilowatt Hours, the
total sales, then, 5,727,198,000.

Now, that was an increase of 152,031over the prior year, for a 2.7
percent increase.. .

For residential service sales during 1972, amounted to 862,199,
again with the 3 zeros to be added, an increase of 4814, a percent in-
crease of .6, or 6j10th of one percent. ..

General Service, sales amounted to 3,117,728, the increase was
161,789,or 5.5 percent.
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Large power service, 1,643,259,a decrease of 18,562,or a decrease

.of 1.1 percent .
..I -don't believe you are interested in the other two cate-

447 gories, are you ~
Mr. 0 'Reilly: Excuse me. Are these increases or decreases,

1972-over 19717
The Witness : 1972 over 1971, the 12-months period.
Mr. 0 'Reilly: Thank you.
Thank you, Mr. FO,,!ler.

By Mr. Fowler:

Q. How about~street lighting7 A.Sales, 103,672, an increase of
3,853,or 3.9 percent.

Q. Mr. Walters, I requested from your company a request which
was Data Request No. 27, for your financial.and operating report per-
taining to revenue, energy sales, and customer statistics, back throl1gh
1968. That is, Fiscal 1968.

- My next question: It is my understanding that these reports are
based on a fiscal year. Is that correcU A. No. The figures I have
been giving you are based on a calendar year. We do not generally
assemble statistics on ,a fiscal-year basis. -

.. Q. But the material I was furnished-are you familiar with what
I am referring to 7 A. I -knoWof the request. I don't think I have
seen the submission.

Mr. Fowler: Would the Commissioners like to see this, so they
know what I am talking abouU It is an F&OReport. I don't

448 think we need go far with it.

By Mr. Fowler:

Q. You c(mld accept those computations subject to {lheck,if you
cared to. _ A. This is the same source from which I am reading, except
that that is the 12 months ended December, and this is the 12 months
ended June.

Mr. Hobelman: For clarification, I understand the company's
fiscal year is the calendar year. The fiscal year Mr. Fowler is referring
to must be that 'of the Government.

The Witness: When I said "fiscal year'" I was' thinking in terms of
a year ending June 30.
. Mr. Fowler: Yes.

By Mr. Fowler:

Q.: What we have done is to {lompute the percent of increase in
Kwh by the 3 primary dasses we have been talking about-the large
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these for from 1968 up through 1972.' I think we should .place on the
record the 4-year percentage growth rate. I would like to give you those
figures and have them accepted subject to check. If you have' a problem
at all, we will confer with you.

I will show you this and follow it along with you, if I may.
On the residential class for D.C., the Kwh for the period that

449 we have of 1968was 658,198,000.
Mr. 0 'Reilly: Is this for Fiscal 1968, kilowatt.hour' sales?

Mr. Fowler: For the 12-month period ending June 30, 1968, kilo-
watt hour sales.

Mr. O'Reilly : Thank you.
Mr. Fowler: I just gave the residential.
Mr..O'Reilly:Thank you.

ByMr.:Irowler:

Q. 1972, for the same period, for D.C. iwe have '871,667,000kwh.
Mr. Hobelman: May1sl,lggestperhaps the witness could take them

subject to check? ,
The Witness: I have verified the first figure. I assume we would

get a -copyof this, .so we -couldverify it?
.Mr. Fowler: Certainly.
The Witness: Obviously .we can not take the .time- now togo

through them.

By Mr. Fowler :

Q. We have a 4~year growth rateof7.3percent? A.. For-what?
Mr. Hobelman: What class?
Mr. Fowler: Residential.
Mr. Hobelman: -Is that an average growth rate, compound growth
rate,' total growth rate ?

450 Mr. Fowler : For the record, the answer is that it is 1972
over 1968, the compound growth rate.

Mr. MacRae: Wouldyou say" annual", please?
Mr. Fowler : -It is the annual compound growth rate.
The Witness: It is the percentage which if applied on'ce each year

would build up from the first figure to the last.
Mr. F'owler : Yes.

By Mr. Fowler:

Q. Now, moving to the General Service Schedule, the kilowatt
hours in the periodinmcated as 1968 are 2,311,693,000. It is~
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Commissioner Neely: Mr. Fowler, why do you not submit this in

)Tour'direct case instead of cross-examining this witness on it He is
saying that he agrees' 'subject to check." If he disagrees with you in
your direct case it can be brought out then. Why do you not submit
that in your,case, instead of proceeding as you are now?

Mr. Fowler: May I just state the growth rate for the three classes?
Commissioner-Neely: Yes.
Commissioner Schneider: Are you going to have a question at the

end of that, or are you just building a lot of calculations, and then-you
are going to walk off without a question? I have seen you do

451 that several times. I think that is inappropriate cross-
examination.

If you want to put questions in the record, you can do that. If
you want to put in calculations as background, then ask questions on
the basis of those calculations, it seems to me that is proper.

But proceeding this way, we do not know what you are talking
about, we-do not know what the calculations are.

It seems to me at least at this point that we are taking a lot of
time for no purpose.

Mr; Fowler: I have several questions based on this.
Commissioner Schneider : Very well.
Mr. Fowler: Growth rate for the 3 periods, Residential 7.3,

General Service 7-1, Large power 5.8.

By Mr. Fowler:

Q. Can you tell me how in your proposed rate design you took
into consideration the growth in sales ~ A; I don't think the growth
itself is really reflected in the rate design, other than the fact that of
course it is fundamental in the development of all of the statistics on
which the rate of growth is based.

The general principles' on which these rates were designed, and
the reasons that they were done in the way-they were done; have as
a background, certainly, what the growth has been. But that was not
the principal objective.

:ay Mr. Fowler:

452 Q. Tell me this: One of the things that could lead to erosion
of' earnings would be a rate schedule that would not adequately

reflect exactly where your growth was occurring, could it-not? A. It
depends on the kind of growth involved. The sale or every kilowatt
hour for varied application purposes is not the same thing, so it would
depend on where the growth took place.
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Our concern at this point is, of course, with the summer peak."
Q. Do you have any information as to the class demands at the.

time of the system peak~ A. Yes. We have information with regard
to that.

Q. Can you give us the class demands for 1972at the system peak?
A. We would have to furnish that to you. It is in our work sheets.

Q. Could that be furnished going back to, say, 1968, A. No, I
don't think we have it more than a year hack. We have it for the
current case.

Class demands for the high voltage customers and for the large
general service customers are available. from the results of direct
measurement, because these are demand bill schedules, under these

schedules it is necessary for us to actually measure the demand.
453 . But in the great number of small commercial customers

we have and the r'esidential class, these numbers are not obtained
by direct mea"surement. That is why we do not have those measure-
ments for that period back. .

We have some. But these are developed from a statistical sample
for this purpose. Where the customer does not have a demand meter
in for billing application it is necessary to develop the demands on a
statistical basis. That is what is done.

Q. How do you determine the demands for the residential class,
A. On the basis of load research meters put .in on a selected sample
basis. .'

Q. What sampling techniques do you use ~ A. These are statisti-
cally drawn samples.

Q. What percentage of your residential class do you think you
sampled ~ A. Our sampling generally is limited by the number of
meters it is feasible to use. We use on the Qrderof 4-to-500
measurements.

Q. That would be a very, very small percentage of your total
residential class, would it not ~ A. It is a very small percentage.
However, I think it is commensurate with what other companies do

in the same area. .
454 .. ,Q. How do you break down the group you sample ~ Do

you take every so-many customers, or look at the demand
factor, or appliances, for those customers ~ A. It is a stratified sample.
A certain number are selected from each stratum making up the
entire 'universe of the sales.
. .: Q.Demand data would be available for all high tension customers",
"\'Vouldit'IioU A. They are all metered, yes, sir.
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Demand data is not obtainable for alLdemand metered customers
in the other categories, even though the demand is measured, because
in many instances the demand measured is made of the peak value
without any record of the time of occurrence.

Q. If you can only furnish to me this demand data at the time'
of the system peak for 1972 how can you state which class or classes
of customers were primarly responsible for causing an increase in peak.
A. We have a multiplicity of data that we can review, such as these
measurements we speak of, of every high voltage customer. There
is a record made for billing purposes, and that is available.

We scan the demand records, demand charts. These customers
have a well established pattern of use.

A large Government building, for example, will begin
455 operation, and you can see the graph of the load curve climb' at

the beginning of the business day. It ~tays relatively uniform
throughout the day, then declines ,at the end of the business hours.
And that process is repeated quite regularly.

So you know from repeated performance the regular pattern, of
occurrence of these loads. -

Q. Do you know the load fador for eachclass~ A. I think the
load factors can be computed from" the material we furnished. yester-
day. I don't have it with me, here.

Q. Can you tell me if the RS or GS peak is increasing faster than
the HT~ A. The RS ~ Do you mean residential ¥ '

Q. Yes. A. We do not have a RS schedule.
Q. The RS schedule, General Service schedule, as to the peak~ is

that increa:;;ing faster than the high tension class ~ A. I would have
to check the record to answer that.

Q. 'Would you please do thaU
You said you ,can compute the load factors from material which

has been furnished. Were you not referring to Pepco Exhibit: 7f
A. That is correct.

456 Q. And we would do that from the third page of thatexIiibit,
is thatcorrecU . A. Yes. The third page gives you, in' the

first column, the kilowatt hours, and' the.noncoincident area peak, which
in this case is a class peak, appears in column 3. -Soyou would relate
kilowatt hours in the first column to the kilowatts in the third column.

The process, which I think was mentioned the other day, is divide
the kilowatt hours by the total number of hours of the year, which is
8,760, producing an average load which would be the demand.if used
uniformly 24 hours a" day, and that figure would be less than, for
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example, the 301.4 that appears on the sheet, and you would have an
average load of 108.1, if my arithmetic is correct.

By dividing the kilowatt hours by the number of hours in the
year, then relating that to the peak of 301.4, you would have 35.9 as
the load factor.

Mr. Hobelman: For which class 1
The Witness: For residential.
Let me point out that those kilowatt hours and that demand are

measured at the powerplant output level, sa that there are losses in-
volved in bath figures; however, the relationship would remain essen-
tially the same. Those are not the sales figures. Those are sales
figures plus losses.

By Mr. Fowler:

437 Q. Could I speed this up by giving you the other two load
factors, subject to check~ A. Yes;

Q. The load factor for Gener"al Service was 47, for large power
it was 55.8. F'or street lighting it was 48.

As a point of clarification, these noncoincidental peak demands
you have on here, that is the class peak1 A. That is the class peak.

Q. There is a fair amount of testimony in tlns record as to the
trouble Pep-co is experiencing with its poor system load factor, is
there noU A. I think that has been mentioned a number of times.

Q. But we have just seen the highest load factor for the four
classes. we analyzed in the previous question was the large power
user; is that correct1 A. For this particular year,yes.

Q. Before I turn to your allocated cost study, or whatever' we call
it, here, you in your testimony refer now and then to value of service.
You point out that the Federal Government is a major, if not the HT
customer.

In recent weeks the Federal Government in conjunction with Pepco
has agreed to cut ~ack on .lighting, air condition and that type of
thing. Is that correcU A. I saw an article in the newspaper this

morning about it. I don't know the background 'Of it.
458 Q. I noticed the article this morning. But what I am really

thinking about is the agreement, or what the Federal Government
announced it would do a short period of time ago, at the time of the
pow:er shortage. Do you recall thaU A. I don't know what policy
statement you are referring to, no, sir.

Q. This cost study is based ion revenue, expenses and investment
for the calendar year 19721 A. That is correct.
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Q. But you have no allocated cost study that is based on the test

period ¥ A. No. This was advanced in point of time a little because
of your request for such data.

Q. You did not make any weather adjustment in this cost study,
did you ¥ A. No, we did not, because we feel that this is an area of
imprecision. I think several people have addressed thiS point.

One aspect from the load characteristic, or engineering standpoint,
the greatest difficulty in trying to make a weather adjustment is the
difficulty of establishing what portion of your total kilowatt hour sales
are really the weather-sensitive kilowatt hours, because you have no
way of separately identifying them, you have to approach them

indirectly.
459 There are two simple approaches. One, of course, is to

look at the difference between summer and winter peaks and
assume a certain number of hours use. That is a rule-of-thumb
approach.

Other methods of doing it are looking at the 12-month distribution
of kilowatt hours and relating what increases there are in the summer
months, or what uses there are in the summer months, to what you
think a normal useage should be, drawing a curve for what would
appear to be everything else except air conditioning.

But because of the very nature of those methods, while they
give useful information, they are certainly not precise enough to make
a measurement on which to base a meaningful dollar adjustment.

We fear there are many, many factors involved in any attempt to
make a weather adjustment that just further confuses the situation.

Pricing of the kilowatt hour, even if you can determine what it is,
and as I say, determining it is the primary difficulty, the pricing
become a little difficult, because you don't know how the customer
would have responded, how his demands would have responded, had
the weather conditions been different.

I think both Mr. Mitchell and Mr. Davis referred to the fact that
we had experience with the cumulative effect when you have

460 an experience of two or three very hot days, and s0!lletimes the
demands do not rise until perhaps the third day, because of the

sustained heat. So you would have to make a lot of assumptions of
that kind. .

Then if you made adjustments both to demand and energy you
would get into the same situation that has been touched on several
times, I think, that the whole program of generation for the company,
and generating for the interconnection system, would have to be re-
adjusted, recomputed, which is a tremendous undertaking and which
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also makes an kinds of :suppositions, depending on what others would
have done that they did not do, at the same time.

So we feel weather adjustment is a very difficult and dangerous
thing.

From the standpoint of the weather statistics, the cooling degree
hours, we feel cooling degree hours are a pretty reliable measure when
you are relating the usage of a customer in circumstances where you
know what his air conditioning is, by special measurement. But when
you are attempting to use this and correlate it with the entire system
there are so ,many other variables that may obscure the thing that we
do not feel it is wise at all to attempt it.

Q. Exhibit 7, of course, speaks for itself. But the returns shown
'at the bottom are for the Calendar Year 1972, with your ad-

461 justments which are also shown on there, is that not correct ,
A. That is correct. I presume they would not be on a relative

basis too dissimilar if we had projected this up to June.
Q. But nowhere have you made any type of adjustment in here

to factor in the increased revenues that you request in yOU!rate design,
to show what the returns would be under the proposed rates, have you ~
A. No. This is a study made at present rate levels, pro formed for
the year.

Q. Gan you break down the 17 million by class' A. The 17
million' I do not recognize the figure.

Q. It is my understanding that is the amount requested- A. Oh,
the dollar increas.e'

Q. Yes. A. From the exhibit that we have filed, which is the
increases for the test year, the increase in dollars amounts to
$22,186.000. I don't know-whether I am referring to the same figures
you are.

Mr. Hobelman: That is correct.
Will you give us the reference to the exhibit, Mr. Walters'

The Witness: Page W-101, Volume 3-0, Pepco Exhibit
462 No.5.

The breakdowns by classes of business appear on that page,
Mr. Fowler.

Oommissioner Neely: I, think this is a good point to break for
lunch. We will recess until 1 o'clock, then continue until 2 :30, then
recess for the day.

(Whereupon, at 12 -o'clock.Noon, the hearing was recessed, to re~
convene at 1:00 p.m., the same day.)
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AlFTERNOON SE8SION

2:00 p.m.

Commissioner Neely: The hearing will come to order.
Whereupon,

Frank S. Walters

resumed the 'stand and, having been previously duly sworn, was exam-
~nedand testified further as follows:

Commissioner Neely: GSA may continue.

Cross-Examination (Cont'd)

By Mr. Fowler:

Q. We spoke before, Mr. Walters, about how you metered your
residential customers. Did you meter for a 12-month period ~ A. No.
The load research approach normally is to make me'asurements for
periods of two to four weeks, preferably a month, two times a year-
one to represent the very warm summer month, the other to represent
a typical winter month. That has been our practice. I think that is the
way most utilities do it. There is not a great deal of additional in-
formation obtained by tying up the meters for all the other intervening
months.

Q. The method that you have used in Exhibit 7 is the average
and excess method, is it not? A. That is correct. That applies

b31sicallyto the power supply and transmission function.
464 Q. What basically goes into a consideration, from the com-

pany's viewpoint, as to what allocation method it selects to use~
They could use a peak responsibility, or could use a non-coincident
method, I suppose. What is there about your load characteristics that
made you adopt the average and excess~ A. Two reasons: The first,
and I think the most imp'Ortant, is that we in this case, also in the last
case, applied more than one method to the basic statistics and found
we got essentially the same results. ..

HOWver, for sometime we have favored the average-excess
method, examined the coincident peak and noncoincident peak methods,
as well.

The differences are simply that in the days of the coincident peak
you simply are examining the demands of each 'Of your customer
groups, at one time, which is the time of maximum load on the system.
This does not therefore take into consideration the hours of use of
that customer. That one conceiv,ably, to be ridiculous, would be one
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hour of the year, and nothing else, which would ignore time and
dura tion of the time.

Now, the coincident peak essentially stands on its own feet, gives
everyone the same chance at creating the peak. One large customer
could predominate under the caincident peak method, and the small

ones have no material effect on that. But if you examine them
465 all separately. they have an independent value. The average

excess method hased hoth on demand and energy consumption
does consider to a degree the duration .of the load. It also has a degree
of stahility from the arithmetic standpoint, hut a large part of the
allocation factor is developed from metered values. We have, how-
ever, tried several methads in our preliminary computations, and found
we get essentially the same results from an area allocation.

Q. It is my understanding the average and excess method-that
the demand costs necessary to serve the average load would he divided
among the customer classes in proportion to the class average load.
Is that hasically correct ~A. The average-excess method fundamentally
says, as I think is illustrated an the third sheet of Exhihit 7 that here
we deal with four classes of husiness-residential, general service,
large power, and street lighting-and we know two thing ahout them.
No. 1 is the energy in kilowatt hours they used, No. 2 is the maximum
demand of each of these classes of husiness hy itself. I am referring
to Columns 1 and 3.

Naw, the average-excess method simply says, moving to the next
column, the average demand, which is simply the kilowatt hours used
in a year divided hy the numher .of hours in that year. In other words,
this presumes a condition during which a constant load would he ap-
plied 24 hours every day for 365 days a year, if it is Leap Year it

is more.
466 But if this condition were to exist, which, of course, is hypo-

thetical, ohviously this would be the minimum capacity at which
that many kilowatt hours could go delivered, constant use, uniform
basis, around the clock. So that is the first factor.

Now, that assumes that a portion of the total capacity cost will
be allocated on this ideal situation, which represents the most econom-
ical way in which that particular numher of kilowatt hours could be
delivered.

However, as a practical reality we know the demands 'Of these
classes are greater than the average demands, because variation .occurs
during the day, during the night, during the months of the year. So_
the actual demands as measured aTehigher than the average.
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Now, it is the actual demand-the difference between the actual
demand is the departure of these customers from what you might
call a uniform norm. So the average excess method just says that
there ,are two pieces here that you put together arithematically, one
based on kilowatt hours and one based on excess demands. I say "kilo-
watt hours" because average demand is a reflection of kilowatt hours,
divided by the number of hours in the year.

These two components are weighted together and the weighting
that is given to the average is the weighting experienced on the

467 system. So in that way the customer classes, each of them, gets
at least the same degree of benefit from that average component

as is presented on the system as a whole. Then they are assessed in-
dividually for their own variations, once having been given that credit.

Q. The non-coincident peak method allocates the demands costs
in the ratio of demands of the classes at the time of maximum demand
to the sum of the total maximum demands, does it not' A. I believe
you are speaking of the coincident peak method, share of system peak:

Q. You mean peak responsibility' A. Yes.
Q. No. My understanding of the noncoincidental peak method is

that you allocate demand costs by the ratio, taking the maximum de-
mand of each class- A. Separately.

Q. -to the total demands. Right, O.K. A. I can illustrate that
I think by referring to the chart.

Nos. 3 and 4 are really the factors for a non-coincidental location.
In other words, each stands on its own. You make an arithmetic suIll
of the four demands. , They may not occur, and probably do not occur,
at the same time. You then relate them on a percentage basis. On

that basis, then, each class of customer establishes his own
468 share, depending on exactly what he does, independently of what

the others do.
Q. The result of the average and excess method is that high load

factor customers receive more capacity costs than do low load factor
customers; Is that not correcU A. I would like to hear the question
again. You lost me. High load factor customers-

Q. :Thehigh load factor customers receive more capacity costs
than low load factor customers, is that not correct 1 A. A high load
factor customer would use more kilowatt hours in proportion to the
demand establ~shed, than would a low load factor customer. There-
fore, his kilowatt hour usage would be greater in respect to his total
, demand, and he would have a smaller excess component for the same
load.
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Now, I am still-I have forgotten which way your question went,
which is high or low. .

Q. Higher load factor customers under that method receive more
capacity costs than the low load factor customers do. That is quite
evident, is it noU A. No,I would say it is the other way.

Q. I think that is probably not a very good question.
Suppose you contrasted an NCP method with your average and

excess method. Under the average and excess method would your high
load factor customers receive more of your capacity costs than your

low load factor customers 7 A. Let me see if we cannot work
469 that out on an example basis. Suppose we had two customers,

one has 100 kilowatts and uses 1,000 kilowatt hours. Another
customer has 100 kilowatts and uses 2,000kilowatt hours. Maybe my
figures are not very good for a year. Let us make it 1,000'in each
case, and 100,000kilowatt hours, 200,000kilowatt hours.

The average demand would be obtained by dividing that kilowatt
hour figure by th~ number of hours in the year. And if you divide the
100,000you get 1141. If you divide the 200,000you get 2283. ldid
it twice to .checkmy arithmetic. The numbers I have chosen, being
arbitrary, are still fooling me.

Adding another zero, it will be 10,000kilowatts in each case. You
would have an average load in one case of 1141, and-well, we will
use the number as it stands.

The 1141 an~ 2283 are obviously a ratio of one and two. The
1141 would be a third of the total. So on the basis of the average
factor Customer A, the first customer, gets a third of the charge, and
the second gets two-thirds.

On the basis of the non-coincident peak, using just the demands
themselves, you would have a 50-50.division.

Now, going to the average-excess approach the first customer,
having the 10,000'as the basic load and an average load of 1141,would
have a difference of 8859.

The other customer would have a difference of 7717.
470 Q. 77177 A. 7717.

Now,,going to the two methods, if you are talking about the
average-excess, the excess demand coefficient would apply 54 percent
of the charge to customer A and 46 percent to Customer B, the aver- .
age demand coefficient would apply 33 percent to one, 66 percent to
the other.

In our own case the system load factor is nearly 50 percent, so in
order to add the two together you would give a 50-percent weighting
to each. 1guess I better calculate that.



105
Giving 'a weighting to these two customers of 43 to 56, 43 percent

for Customer A, 56 percent for Customer B, that is the share of the
capacity charge they would get under the average-excess method.

Now, in this case if you allocated that on the straight demand it
would he 50-50.So in this case Customer B, being the higher load
factor customer, would get the larger share. That is correct. .

Q. I think, then, you answered" yes". A. That is right, as proved.
by the example.

Q. Thank you.
We touched on the other methods, the coincident peak and nonco-

incident peak methods. Did you run those as cross-checks to establish
the average and excess accuracy~ A. I think I said that we have

471 checked this by more than one method. We have done this
before, as I think we have testified.

Mr. Hobelman: He is talking about the area costs.

By Mr. Fowler:

Q. But you have not run them just on the D. C. basis, have you?
A. No. It would not produce the same results in a class of business.

Q.. This morning we saw that the returns generated by the classes
shownon the first page of Exhibit 7 are not equal or are not equivalent.
You have various returns, you have differentials. Your proposed rate
increase in this proceeding takes no step to equalize the returns pro-
duced by the various casses, does it ~ A. No. If I may just add this,
just before lunch we talked about the revenue figure you wanted rela-
tive to this.

Q. Yes. A. We did not compute that by classes of business. We
can furnish you with an approximation of that.

Q. We would appreciate it.
Mr.Pilzer: If it please the Commission, may I have a copy when

it is provided ~
Mr. Hobelman: We will provide it, yes, sir.
The Witness: We did not move to equalize those rates of return,
no.

472 I think it is important to note the reaSORSwhy we made this
allocation as we did in which the high tension schedule and the

general service schedule received a rather large increase and the
residential schedule received a little lower. We talked this, morning
about growth, and I think you pointed out the rate of growth in the
high voltage class of busines's.

Our rate philosophy at this point really relates to our problems
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. with system peaks, particularly problem:;;with the cost of generating
equipment.

Reference has been made in this case to change in our industry
that 1 think the economists call going from a decreasing unit cost in-
dustry characteristic to an increasing unit cost industry characteristic.
That is particularly true of production plant, generating facilities, as
I think has been brought out clearly; and Mr. Mitchell showed some
of the costs per kilowatt that we experience now and expect for the
future.

In this connection we try to look to the future. In these particular
Classesof business the important thing, which was illustrated I believe
by the diagram you showed us this morning that showed the differ-
ences between the equipment that must be supplied to supply a high
voltage customer and that to supply a low voltage customer, the result

of that difference is reflected in the average price paid for resi-
473 dential kilowatt hour, two and a half or three cents, in that area,

compared to the average price for the high voltage kilowatt hour,
. - - )in the area of one and a quarter cents, thereabouts.

The point I want to make that we are concerned about is that the
production cost, particularly the cost of plant, is a very large propor-
tion of the total cost of serving a high voltage customer, simply because
he is basically connected directly to the subtransmission system.

On the other hand, the general service customer, that is, as you
go down in size, and the residential customer, require a great deal of
additional equipment in the way of lines, transformers, secondary lines,
meters. So where production may be, say, 85 or 90 percent of the
price ..actually charged, or production cost may be that. portion of
the average rate paid by the high voltage user, at the _same time, going
to the other end -of the scale, it may be a relatively small fraction,
perhaps 40 percent of the total price paid per kilowatt hour.

So here the point is the great relative difference in the importance
of the power supply cost in determining the total cost that these cus-
tomers pay. .

80 if you had an increase in the cost of production plant, and it
represents 90 percent of your total cost to serve, nearly 90 percent,

at least 80 percent, will be reflected in the answer.
474 If you make an increase of the same magnitude in something

that is only 40 or 50 perceI)t of your total cost, not to be precise
but to point out the general differences, obviously that same large
percentage increase in production plant becomes a much smaller in-
crease when it is applied to the small user who only has about 40
percent of his total cost of service embedded in that function.
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'This is one of tlie basic reasons that we have taken the course
we have.

The other reason is tied to the fact that all of these high voltage
customers, practically, are 100 percent air-conditioned. Not that we
think there is anything wrong with air~conditioning, but it is a filet
of life that it is causative factor of our tremendous summer peak.

So I would say our reason to take this course of action has been
because we are concerned with the uniformity that these highly sat-
urated air-conditioning customers present, they all peak at essen-
tially the same time, This is true in the high voltage class, it is also
true in the primary service customers who are part' of the general
service class.

We have a slightly lower percentage increase for general service
than for high voltage, but the general service class, as I said earlier,
is a very broad claS's of customer, embodying some smaIl users and

some very, very large users.
475 Now, the small users are not quite as saturated with air-con-

ditioning, obviously, as the building that is built and air-condi-
tioned from the beginning. '

So it is these two factors~the degree of demand-that contribute
to the system peak in the winter-summer situation. This is an element
of our cost that is obviously going up at a very high rate, which I think
is obvious. In the days gone by we could a1waysbuy new generating
units with greater efficiencies, and because of the greater efficiencies
even though the price went up a little the economies of scale tended to
offset that.

Now, we have reached the end of the scale with conventional power
plants, and do not get the decrease in price, with the greatly increased
price scale. So it is a critical point in our planning. And I think this
is probably one of the reasons why, as I think was testified yesterday,
we do have one of the largest construction programs in the utility field;
proportionately.

We do not think a uniform rate of return by classes of business
is called for. It would be the simple solution,' I suppose, because it
has a nice arithmetic simplicity, to say every class 'of business must
earn the same. But I could not think it is in keeping with whatJias
been accepted practice in most areas. 'I think in most cases-I believe
I was asked this question on this witness stand a year ago. It is my

opinion that 'in most areas where this kind of cost of service
476 is done usually the residential class earns a little less than the

system average, the commercial class earns more than the system
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average, and in other areas, where there is an industrial component,
the industrial component usually earns a lower rate of return.

Those things have been explained, I giless, by the simple things~
the concept that the residential customer aftel' all must pay his own
bill. He. has no place else to turn, he cannot pass it off, in othel'
words, it comes out of his pocket.

The commercial customer, it has been argued, is a businessman,
therefore he has control over the price of his product or services, and
can pass this off, conceivably, in that way.

You have competition in the industrial area, for fuel, say, for
processes, and in that area you get into the so-called value of service.
It depends on what service is worth to the customer, as to whether he
will buy electric or resort to another process.

I think those are the general reasons.
We do not, of course, have here an industrial component in any-

thing like the way other cities have. But we do have the Federal Gov-
ernment as really what we in our own shop consider our counterpart

of the industrial component load in other areas.
477 Those are the reasons that we have departed from a: simple

uniform percentage.

By Mr. Fowler:

Q. Within the Commission's discretion it can design rate tilts," so
forth, I grant you. But you have nothing to present on this record,
have you, to show the rate of incr,eas"ein each class of demand, as to
the system peakT A. The rate of increase of each class' demand con~
tribution to the "systempeakT

Q. That is right. A. We have not put that in an exhibit no.
Q. The street lighting customers are essentially offpeak cus-

tomers, are they notT A. That is correct. The hours of street lighting
are such that they are not 'on during the normal peak hours.

Q. Can you characterize them as being, what, customers that are
relatively stable, at low cost to the companyT A. I willanswer your
first question first. I think they are stable, because they are a com-
munity necessity. Oertainly the street lighting customers" are not
going to go away.

As f,ar as their cost is concerned they are on the basis'of this,study
that we have here earning in aggregate 5.09 percent on the rate base,

and that is comparable to 7.25for the system. So they are earn-
478 . ing less than the system rate of return.

Q. I do not imagine the street lighting customers contribute
much to the systme peak. A. No. Their hours of use are essentially
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off-peak. That was taken into consideration III development. of. the
unit cost of electricity.

Q. Street lights, traffic signals, so forth, are not metered ¥ A. No,
sir, they are not metered. There are some instances where traffic sig-
nals are metered in special situations, but the basic practice is that
they are not.

Q. With respect to the street lights, the new street lights that have
been put in as part of the crime deterrent program, is nota fact that
under that program the highway department furnishes to PEPCO.
any bulbs that must be replaced ¥ A. I will read you the character of
service for the DC1 overhead-that is, street lighting serving from
overhead lines.

"Character of service: Service furnished under the schedule con-
sists of:

"(1) Furnishing, installing and maintaining street lighting fix-
turesand mounting arms or brackets;

"(2) Furnishing, installing, connecting, operating and maintain-
ing the electric service circuits connecting the street lighting equip-

ment to the company's distribution system;
479 " (3) Group relamping;

" (4) Washing of globes;
" (5) F'urnishing and installing replacement globes, lamps, ballasts

and light-sensitive switches as needed;
"All limited, however, to items of equipment meeting EEI-NEMA

standards for street lighting equipment."
Q. The highway department pays, does it not, installation costs

not incurred by other customer classes? A. I don't think I understand
the question, Mr. F'owler.

Q. Normally, customers make no contribution towards service
costs and installations up to 100 feet from the nearest manhole, .is
that correct ¥ A. That is correct.

Q. The question would be the same, that no contribution is made
for installations for services supplied from underground distribution .
system, or up to 1,000 feet in the case of overhead service, is that cor-
rect¥ A. I was with you until I heard the "underground". Under'-
ground service is 100 feet.

Q.Oh, all right. lam sorry.
But it is my understanding that the highway department is assessed.

for all installation costs, is that correct? Is there a difference between
the traffic lighting and street lighting in that respect ¥ A. Yes,'

480 there is. There is on file with this Commission, which evolved
from the last rate case, a detailed statement of street lighting
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policy, which was prepared at the direction of this Commission. That
provides, in detail, all of the services. furnished by either party. We,
of course, are following that practice. So it is a matter of record.
. Q. Tell me this, Mr. Walters. Do you know in what month you
would have most of your scheduled outage ¥ A. No, I could not answer
that.

Q. Do you know, is the system peak the most critical point through
the year for the company¥ Or is it some other poinU A; First you
asked about scheduled outages.W ere you talking about scheduled
outages of. street lighting equipmenU

Q. Oh, no. I have left that line, and was just talking about the
system. A. Certainly failure at the time of the system peak is a very
important time of failure for the company, particularly if it is generat-
ing equipment.

There can be failures on the distribution system, however, at
various times and places, any hour of day or night. And for the
services. supplied from. those facilities, whether they are ordinary
services or critical services such as hospitals, what not, it is very hard

to rate them on a scale of relative importance.
481 Obviously the system peak is a very vital part of the com-

pany's operations.
Q. But to PEPCO is the system peak as -critical as the monthly

load plus scheduled outage and forced outage ¥
Is the question clear ¥ A. No.
Q. In order to meet your load is the system peak as critical to

PEPCO as the monthly load plus scheduled and forced outages ¥
Mr. Hobelman: I object. The company has to meet its load all

year round, at peak and during the rest of the year. I don't think the
question can be intelligently answered.

Commissioner Neely: Do you want to reply to that, Mr. Fowler¥
Mr. Fowler: The company has to meet its load, of course.
We talked about the system peak. The basis of my questioning is,

is that the real critical time for the company meeting all its service
obligations, or is it some point like in March when you have maybe
Morgantown down, you are between the winter and summer, have to
put in all your scheduled maintenance, and meet your load on top of
that.

Is that period as difficult for PEPCO, as delicate for PEPCO in
meeting its requirements as that summer system peak¥

482 Commissioner Neely: The witness may answer, if he can.
The Witness: If you are considering what degree of reserve

is available under some condition other than at peak time, and you
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mentioned with Morgantown down, certainly if, as has happened to the
company in the last two years, we have had these unfortunate failures
of major pieces of equipment, if we are in .a time when' we are way
below what you would call normal operating conditions, it is conceiv-
able under certain conditions that might be a more critical time than
the system peak. But it would depend on many, many hypotheticals.

I think the important thing would be that you would not expect
them to repeat in kind~

Other than something like that I cannot really see the association,
Mr. Fowler. I don't think I have given you a good answer, but I can-
not see the association.

Q. The answer is very good from my standpoint.
I believe we have no other cross-examination, Mr. Commissioner.
Commissioner Neely: Very well.
Mr. Pilzer.
Mr. Pilzer: Thank you, sir.
Commissioner Neely: You represent the Apartment House Coun-

cil, is that correct ¥ .
Mr. Pilzer : Yes, sir.
Commissioner Neely': You may cross-examine.
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