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L "9 200 Garden City Plaza Richard M KesselI S '"" d Garden City, NY 11530 Chairman
(516) 742-2200ray

May 22, 1991

Dr. Thomas E. Murley, Director
office of Nuclear Reactor Regulation
U.S. Nuclear Regulatory Commission
Washington, D.C. 20555

Dear Dr. Murley:

I am enclosing, for your information, the testimony that the
Long Island Power Authority (LIPA) and the Consumer Protection
Board (CPB) are filing today with the New York Public Service
Commission (PSC) in Long Island Lighting Company's (LILCO) pending
rate proceeding.

Taken together, LIPA's and CPB's testimonies recommend a
reduction in LILCO's proposed 5 percent ($114 million) rate
increase to 2.8 percent ($64 million) . As indicated in my enclosed
testimony,'the recommended 2.8 percent rate increase would-still
provide LILCO with more than sufficient revenues to fund the
maintenance and decommissioning of Shoreham and allow for full
recovery of the Rate Moderation Component within the 10 years
contemplated by the rate agreement approved by the PSC.

If you have any questions, lease let me know.

ch'

s .x l

Richard M. K-sse s

Enclosure

f.g gjh 6, 2 002
' ' a

. - - - .- . . . . .
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RICIIARD ' M. KESSEL |

1- Q.- Please state your name, title and business address.

2 A. My name is Richard M. Kessel. I ' am Executive Director of

-3- the New ~ York State Consumer Protection Board (CPB), 250

4 Broadway, tiew York, tiew York 10007. I am also Chairman of

S_ the Long Island Power Authority (LIPA), 200 Garden City

6 Plaza, Garden City, New York 11530. A summary of my j

7 credentials is presented in Exhibit (RMK-1).

8

-9 Q. What is the purpose of your testimony?

10 A. I am recommending (1) reduction of LILCO's. proposed $114

.11 million (5.0%) rate increase in December 1991 to $64 million
12 ( 2 . 81, ) and (2) rejection of LILCO's request for

13 authorization to book $100 million in addition of charges in

14- the December 1991 - November 1992 rate year that would be '

15 collected from ratepayers in future years. By elimi nating
.

16 new deferred charges, the two additional years of rate

17 increases proposed by LILCO 1999 and 2000 would be-- --

I
._10 averted.

19

20- Q. The Nuclear Regulatory Commission (NRC) has indicated
1

21- co'ncern that LILCO have sufficient revenues for maintaining

22 and decommissioning Shoreham. Do the CPB and LIPA

-23 recommendations meet the NRC's concerns'l

24 A. Yes. The reductions in LILCO's proposed rates recommended

25 by the CPB and LIPA correct overestimates of certain costs

26 and eliminate other nontessential items. After ccounting

-

|

|
'
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1 for our adjustment, LILCO will have adequate revenues for

2. providing utility service, financing its operations at a !

=3 reasonable cost, and satisfying its obligations to the NRC
!

4 to maintain and decommission Shoreham.

5
'

6. Q. The CPB and LIPA testimonies focus only on the December 1991

7 - November 1992 rate year rather than the three year period

8 (December 1991 - November 1994) discussed in LILCO's filing.

-9 Why are you taking this approach?

10 A. It-is premature to set rates now through November 1994. A

11 three year plan was appropriate in 1989, when LILCO faced a

12 financial emergency. That is no longer the case. In 1989,

13 LILCO's bond rating was below investment grade and the

14 Company.had not paid preferred or common stock dividends for

15 five years. Since then, LILCO has regained its investment
.

-16 grade rating, paid both current and accrued preferred stock

17 dividends, and resumed paying common stock dividends. Thus,

18 the situation today is far different than in 1989.

19

20- Q. Are your recommendations consistent with the LILCO rate plan
21 specified by the Commission in Opinion No. 89-8, issued

,

22 April 13, 1989?

23 -A. Yes. -LILCO was not " guaranteed" any specific rate increase

24 =(following the first three years of the settlement) under

-25 the Commission's rate plan. In fact, LILCO must fully

i 2

!

l

I.
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I justify any rate - increase it requests. Clearly, LILCO has

2- not justified its proposals in this case.

3_ The adjustments presentud by the CPB and LIPA cut

4 LILCO's ratu hike roguest from 5 percent to 2.8 percent, and

5 demonstrato that - LILCO's proposal for adding two more years
6 of increases to the PSC's rato plan is unwarranted.

7

8 Q. Plonso summarize the adjustments recommended by t he CI'13 and

-9 LIPA.

10 A. The CP13 and LIPA adjustments total $157. 3 million. They aro

11 summarized in the following table.

12
13 -' Iteduction in projoctod $50.3 mi11 ion
14 fuel costs
15
16 Reduction in proposed profit $34.0 mi111on
17 allowance from 12.2 percent
18 to 11.1 porcont

'

19 -

20 Reduction in projected $19.2 million-
-21 property taxes
22.
23 Removal of chargos related $16.0 million
24- to unbilled-revenues
25-
26 Reduction in research and $12.2 million
27- development expenses and
28 utility organization dues
29-
30 Reduction in insurance costs $ 4.6 mill.lon
31
32 Other adjustments $21.0 million-

-33
3 4 --

35 TOTAL $157.3 million
36

:37 Q. How should those adjustments be appliod?

30 A. The - CPD and LIPA adjustments should be applied first to

3

,
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IL offset the $108 million of new deferred charges LItro seeks--

2 to book f or the Docombor 1991 - 11ovember 1992 rato years,

3- with the remaining $49.3 million used to reduce LILCO's
.

4 proposed $114 million . rate hike request. Accordingly,

5 LILCO's December 1991 rate increase would be held to $64.7
6 million (2.8 percent) and no new deferred ratepayer charges

7 would-be recorded in the December 1991 - 11ovember 1992 rato

8 year.-

9-

10 0 What-would.you propose - in the event not all of the CPB und

11 LIPA adjustment are adopted?

12 A. If that were to happen, I would recommend limiting the
'

13 - December 1991 rate increase to $69 million (3.0%) and using
14 the remaining CPB and LIPA adjustments to offcot now

15 deferred charges projected by LILCo.
..

,

16

-- 17 Q. - Conversely, what you would propose -- if - the- total- of

18-- adjustments adopted by the Commission, based on the-

.19 presentations of the CPD and LIPA, the Department of Public

20 Service St.aff and the Commission's own findings, exceed the

21- _ adjustments recommended by the CPB and LIPA?

22i A. - In .that event, I would recommend the same procedure I am

23 _ proposing 'for the CPB and LIPA adjustments. Accordingly,

24 .the adjustments would be applied first to offset the now

25 deferred charges LILCO seeks to book for the December 1991-

4
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1 flovember 1992 rato year, with the remainder used to reduco

2 the proposed December 1991 rate increase.

3

4 0.- Does this complete your testimony?

S A. Yes.

..
.

-

5,
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Exhibit (RMK)

Richard M. Kessel

.Mr. Kessel has been the CPB's Executive Director since
-

January 1984. He also serves as Chairman of the Long Island
Power Authority.

Mr. Kessel roccived a B.A. from New York University in 1971
and'an M.A~. in Political Science from Columbia University.

Mr. Kessel 'has been a consumer advocate for more than a
decade. He has testified in several rate cases and was

instrumental in convincing the Commission to issue a policy
'

,

statement regarding the introduction of economic impact testimony
in rate proceedings.

As the CPB's Executive Director, Mr. Kessel has participated !

in negotiations which resulted in 17 2. ate settlement agreements,

- with New York State electric, gas and telephone companies.

!

!

.
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SEGI YOOll, Ph.D.
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May 22, 1991
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SEGI YOON, Ph.D.

1 Q. Please state your name and business address.

2 A. Segi Yoon. My offico is located at 250 Broadway, New York,

3 .New York 10007.

4

5- Q. What is your occupation?

6 A. I am an economist. I am the Chief Utility Rate Analyst for

7 the New York State Consumer Protection Board.

8

9_ Q. Will you describo briefly your oducational and o'mployment

10 background?

-11 A. 'I received my BBA from Yonsei University in Korea and my MA
12 and Ph.D. in Economics from New York University. As an

13 Adjonct Assistant Professor .of Economics and Finance at

14 Baruch College, City University of Ncs York, I taught

15 finance, statistics, operations research and microeconomics.

16 Prior to joining the Board in March 1976, I had, since 1962,

17 been employed by the Brooklyn Union Gas Company. Initially,

18 as a research assistant, I was assigned to Brooklyn Union's

19 Rate Department where I had various statistical

20- responsibilities analyzing sales and revenue forecasts. I

. 21 also evaluated the offocts of rato changos on revenues.

22 Subsequently, I was transferred to the Economic Research

23- Department where I was a senior-analyst. In this capacity,
1 -

| 24 I prepared studies examining profitability, rate of return
|
'

25 and other economic issues.

! 26

.__ , -- _ _ _ . _ _ . . - . _ . _ _ . -__ _
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1 -0 Are you a member of any professional associations?

2- A.- Yes, I am a member - of the - American Economic Association, '

3 the ?anorican Statistical Association, the- American Finance

4 Association and the Financial Management Association.

5

6- Q. Have you testified previously before this Commission?

7 A. Yes, I testified in numerous cases before this Commission.

8 In these testimonies, I discussed various financial and rato

9 design issues. *

10

11 Q. What is the purpose of your testimony in t.his proceeding?-
12 A. The purpose of my testimony is two fold. First, I wili

13. determine a reasonable rate of return for Long Island

14 Lighting. Company (LILCO). Second, I will discuss the cost

15 of capital testimony by LILCO witness Mr. Patrich Piccitelli

16 and indicate why his- 12.5% equity return recommendation is

17 excessivo. I will also oppose Mr. Piscitolli's use of the

.18= " reverse" Capital Asset Pricing Model (CAPM) for determining
i 19 LILCO's equity return.

20

21 Q. What' common equity return do you recommend for LILC07

22 A. The Company's equity return should be set at 11.1%.

2'3

24 Q. What approach did you use to determine the 11.1% equity
1 .25 return?
E

2
i

!
|

|

|

|
|
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-1 A. I used' the traditional discounted cash flow (DCF) model as
:2 my primary methodology-. I also applied the CAPM ao a check

3 on the reasonableness of my DCF derived equity cost.

4 Finally, I used a statistically dotorminod relationship

5 between dividend yields and growth rates to further validate
6 the reasonableness of my DCP derived equity cost.

_

7

8 Q. Please briefly describe the DCF methodology. '

9 A. The underlying promise of the - DCF methodology is that the
10 market price of a common stock at any point in time reflects
11 the present value of future ' dividends and market

12 appreciation. The cost of equity is defined as the discount

13 rate which produces the market price. For this reasonc the
14 DCP method is said to be market oriented. It is expressed

15 by the formula k = D/P + g, where k is the cost of equity

16 (or-the disccunt rato), D is the expected dividend for the

L _17 next. period, P is the current price of the~ stock, and g
18 represents the growth rate.

19

20_ LO. Have__ you developed LILC_0's cost of equity by examlaing the-
,

21' _ Company specific data?"

122 A. No. In a normal case, a utility's cost of. equity would be

23 estimated directly based on a review of the firm's projected
.24 and historic financial data. The DCF method, however,

25 cannot be applied to LILCO specific data, because the
i

3
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1 stream of Company dividend payments has boon too chort to

2 provide any meaningful data about investors' growth rate

3 expectations.

4 For this reason, I selected a proxy gr:. tp of utilities

5 whose financial parameters and market data would be a

G- reasonable surrogate for developing the equity cost for

-7- LILCO.

8

9 Q. Ilas this Commission ever relled on proxy group data in
,

10 dotermining the cost of equity for a-specific utility?~

11 A. - Yes. The Commission has used proxy group analyses in

12 several rate cases for LILCO and the Nine Mile Point Two

13 co-tenants. (Cases 29029 (LILCO), 29484 (LILCO), 89-G-030

14 .(LILCO), 29426-28 (Rochester Gas & Electric Corporation),
15 29327-8 (Niagara Mohawk Power Corporation), 29433 (Contral
16- !!udson))

17-

18 . Q. Ilow did you select your proxy companies?-

19 A. Following the Commission's practice in several of the

20 proccodings I discussed previously, I first examined the 29

21- Baa/BBB rated companies listed'in Salomon Brothers' Electric
22 Utility Monthly (April 1991). After eliminating- those

23 companies whose payout ratios were either below 4 0 ?> or

2.4 exceeded 90%, 16 companies remained in the proxy group. I

25- also eliminated LILCO from the proxy group as well as

4
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-1 Montana Power, which derives more than 40%-of its revonuos

2 f rom- non-int.111 Ly operations, and Kansas Gas and 1:l ec t r i c ,

3 which is= involved in a proposed merger with Kansas Power and

4- Light.. I was then lofL with the 13 companies listed in

5 Exhibit (SY) Sch. 1.,

6

7 'Q.- !!ow did'you obtain 1.he dividend yield for your proxy group?
,

8 A. I determinod tho dividond yioldo for each of the 13
-

9 companies by dividing t. heir average closing pricos for the

10 20 trading day period April 1- - April 2 ti , 1991 into their

11 current dividend. From this analysis, I derived an average

12 7.01% divirlend yield for the proxy group. (Exh. (SV) ,

13 Sch, 1)

14

15 Q. What is the forward-looking dividond yield for t.ho - proxy

16 group?

17 -A. ~ Pollowing Lthe Commission's practice, I obtained a 7.21

18 dividend yield in the following manner:

19 7.01%(l&l/2(.038))1 = 7.2% ( roundr>d up)

20

21 Q. !!ow did you determine the proxy group growth rate?

22 A. I used the retention growth rato, which the Commission has

23 relied on for many years. I also examined Value Line's

24 1 The derivation of the 3.89, dividend growth rate ic
25 shown on page 7 of my testimony.

5

,
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1- projections of the growth rates.in earnings, dividends, and

2 book value per share for the proxy group over the period
3 1988-90 to 1994-96. The average- of these three growth

4 projections'is about 3.0%. (Exhibit SY Sch. 2),

5

'
_ _6 0 How __did you -determine _ the retention growth rate- for the

7 proxy group?

8 A. To develop a retention growth ra te ,- it is necessary to

9 determine investors' expected return and retention ratio.

-10 Exhibit SY Sch. 3 contains the-actual earnings on,
,

11 common. equity for each member of the proxy group-for 1989,
12 1990, and projected earnings for 1991, 1992 and 1994-96.

- 13. The average proxy group return for the entire period is

14 12.4% and is relatively stable throughout theso years.
15 Salomon Brothers' Electric Utility Monthly, April 1991,
16- indicates ,the average earned returns for tho . electric

_

17- utility industry (11.7%) and for the BBB companies (11.1%).
18 And =the Federal Energy Regulatory Commission's benct. mark

-19 return for the electric utility industry is currently

20- 12.~02.%.

21 Atter reviewing these values, I __ selected a. 12 . 5 t _

.- 22 -expected-return -- the average Value Line projection for the

- 23 proxy group for 1992 and 1994-96. The 12.5% figure is close

24 to .12.4%, the - average- a f- the proxy group's historic and

25 projected earned returns, and is at the _ high end ut the

6

m. ._.
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1

range of a11 observod returns.*

2
Using similar

reasoning, I developed
3 a retention ratioof 30.0%, the mid-point of the

retention ratios projected by4

Value Line for 1992 and 1994-96. (Exh. 54 __, Sch. 4) I

'
5

no t.e that Salomot' Brothers
reports tita t both t ite triple U6

rated companies and the electric
utility industry currently7

have average re ten t. ion ratios of 26.01.
(Electric utility8

Monthly, April, 1991)
9

10 Q. What
retention growth rate did you calculate

for your11 group? proxy
12 A. I obtained a 3.8% retention growth late

by multiplying13
12.5't expected return by the the

30.0% expected retention ratio.14

15 Q. What is your equity return
for your proxy group?16 A.

By adding the 7.21 dividend yield and 3.8%
17 growth rate, I

obtained an 11.0% cost of equity for
18 the proxy group,

19 Q. linve you applied the CAPM to determine the investor20 required return for
the proxy group?

21 A. Yo r> . The CAPM produces
a 11.1%

22 required return for theproxy group. That is,
23

r rr + Data (rc
24 m - rg)

11.1% = 8.21 .70 (12.31+

25 - 8.21),

26 where

7
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Proxy group's equity cost
11.1% =

=

{rc1

Risk iroe return represented
2 0.2t
3 rf = by the yield on 30 year USa

4 Treacury bondo. (Dusinoon
5 Week), May 6, 1991, at 143)
6

Market roturn represented by
7 12.3%
8 m the ShP 500 an a market=

r =

9 port' olio
10

Avorage nota for the proxy
11 .70 =

12 group (Exh. SY_, Sch. 7)Dota =

13

14
th" 12.34 markut return?. you discuss how you dertvod

15 Q. Wout
dividend

16 A. The 12.3% market return consists of
an average

17
yield of 3.3% for the S&P 500 Industrials (Businoss Weuk,

19 May 6, 1991) and a growth rato of 9.01 which I derived in

Sch. 7. To check the reasonableneau of the
19 Exhibit SY . ,

20 12.3% n.a rket return, I reviewed the May 1991 lanuo of

21 Morrill bynch'n publication gu arit itat ive Profiles, which

22 estimatos that the current market
roturn (based on April

,

23
1991 data) rangon from 12.3't to 12.5%.

24
other check to tost the rennonableness

25 Q. Did you perform ary

26 of the 11. 0't and 1 1.1 't
equity costa derived under the DCI

and CAPM approach, respectively?
27

performed a regrounion analysis based on the current
20 A. Yen. I

and growth rates estimated by Merrill 1,ynchdividend yields29

30 for the electric companion linted in Electric tit i l i ty

31 Month 1_y, April 1991. In the regression analysis, 1

8

~ - _
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1 doelgnated the growth ratoa ao the dopondent variablo (Y),
2 and the dividend yields as tho indopendent variable (x).2 ;

3 To improve the predictability of the model, I oxcluded thono
(

4 companius whose total returns (dieidend i 1 eld plus growth)
5 ostimat od by 14errill Lynch were abovo 14.5% or below 10.09.

6 (1:xh . SY Sch. 6). The regression output is shown in,

? Exhibit SY Sch. 5, which indicatos tho f011owing,

0 regrossion equation:

9 Y= 12.19095 - 1.18374(X)
10 whoro Y a Crowth Rato and X * Dividend Y1old
11 Tho .77 R-squared is fairly high for this type of financial

12- analynia, indicating that the invorso relationnhip betwoon
'

13 the growth rates and dividend yields la algnificant.
14 By substituting L1LCO's 6.5% dividend yield into the >

15 above equation based on the average of the 20 trading day
16- closing pricos, I obtained a growth rate of 4.5%. The CAPf4

17 expected return-for b1LCO would be-11.0%.

10
[

19 Q. What equity roturn do you-rocommend for L1LC07

20 A. ;I arc. recommending the 11.1%, the highest of the three valuea

.

21 1 obtained above.

22

|
|

23 2 Although causality indicates the dividend yield would be
24- the dependent- variable and the growth rato the indopondent
25 variablo, there is no loss in statiatical quality by reversing
26 that relationship.

9
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1 Q. Do you proposo an adjustment for the .90 value Lino Deta

2 which oxceeds the .70 averago Beta for your proxy group? I

3 A. 11 o . Value Line Detas are calculateel based on weekly price
4 changon for a tivo year period. Por thin reason, liet a in -

i

5 commonly referred to as an indicator of ex-nost i

6 information. The .90 Deta for LILCO reflects the large and [

7~ frequent variations in LILCO's common stock pricos during
a the last- five years, which included several years when

9 invootors woro uncertain about Shoreham'a futuro and later
10 about the implementation of the Shoreham settlement. This ;

11 type of situation is unlikely. to rocccur, Thorotore,

12 LILCO's .90 Deta does not measure the curre.it or future risk
13 associated with L 11.CO ' s common stock, and no adjustment

14' should be made for the Company's .90 Dota.

15 +

16 Q. LILCO cost of capital witnoss Mr. Pincitelli statos that::

17 While most utility investments require
18 investors to make both qualitative and
19 quantitative assessments of a company's
20 financial situation in expressing iuture
21 earnings and payout ratios, LILCO's investors
22 are pricing its securities based primarily
23 upon a qualitative judgement of anticipated
24 improvement in LILCO's financial parameters.
25 '

26 (SM 541)
27 '

28 Please comment.on Mr. Piscito111's statement.

29- A.- LILCO-- resumed = its dividend payment -in the third quarter of
30 1989. The initial dividend was $1.00 during the first year.

- 31 -In tho third quarter of the second year (1990), the dividond |

10
|. ,

p
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1 increased to S1.50, the curront levol, or a 50% incroaso.

2 Civen the limited historical information about LILCO'n

3 dividend increases, it .i s difficult, if not linpos s i bl e , to

4 perform a co nve n t.lo na l quantitativo analycia of growth in

5 earnings, dividends, book value per share or retention

6 growth.

7 This difficulty in ec t.1ma t i ng LlLCO'n dividend growt h
8 rato does not mean that the Company in porceivod to bo

9 richier than other typical elect.ric utilities.

10 11LCO's dividond yiold has st abili zed at about 6.51,

11 compared with a 7 . 0 't average for the proxy group. Thic

12 indicates, relative to the proxy group's performance, that

13 investors are optimistic about the prospect of a continuing
14 otream of incruaning LILCO dividend payments. Va.lue Line,

15 for examplo, projects tho company's dividend will bo $2.06

16 in 1992 and $2.30 in 1994-96. (March 22, 199'1) Standard

17 and Poorn reports LILCO's financial prospecta to bo

10 "stabio." (Credit Wech, October 25, 1990, p. 103)

19 In all, I believe t. h a t. these factors indicating

20 invostors' confidenco in LILCO's financial futuro rotuto Mr.
21 Piscitelli's claim that investors' are dissatini.ied with the
22 Hat e Moderation Agrooment. (SM 540)

23

24 0 Would you now discuss Mr. Piscitelli's reconnn.>nded 12.51
25 return for LILCO'?

11

__
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1 A. Yes. Mr. Piscitelli calculated two DCr returns -- 12.0% and
2 11.7%.3 (SM 536) llo then increased these returns to

3 12.65% and 12.30% to rollect L1LCO's high Bota. 1

4 previously stated that the high Beta value associated with

5 LILCO doon not roflect the Company's curront and/or future
.

6 risk. Thorofore, Mr. Piscitelli's 12.5't recominonded return
i

,i

7 is excessivo and should be rejected by the Commission.
0

9 Q. Please discuss exactly how Mr. Piscitelli oppliod his risk !

10 adjustment.

11 .A. Mr. Placite111's 12.65% market return is based on a " reverse i

I
12 CAPM" calculation. The market return in the CAPM is dofined
13 as the. sum of the rish-froo return and thu rish premium.

'
;

14 According to Mr. Piacitolli, the market roturn corresponding
15 to the 12.65% investor required return in 13.40% (0.4% 4

16 5.00%). (Exh. 4, Sch. 3)
17 Thoro- are two corious problems with this approach.

la first, a market return of 13.40% is clearly overstated.. The

19 dividond yield for the S&P 500 is about 3.34. Thus, the
.

20 implied growth rato corresponding to a 13.40% market return

21 would be 10.1% (13.4% 3.3%). Given the 60% target-

22 rotontion ratio for the market portfolio represented by the
,

23 -S&P 500-(Exh. SY Sch. 7), a 10.1% growth rato implies,

_

T

:24 3 The average DCr u nod j u s t.ed return for those values
25 would be 11.85% (1/2(12.0% + 11.75%)).

12
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1 on invector oxpected roturn of 16.03t (10.11/.60). Tho

2 realized returns on the book values of the S&P 400 1 clearly
,

3 do not support an inventor exPocted return approximating

4 17%. (Exh, SY , Sch. 7),

5 The second problon. is the way in which the markot

6 return is derived in t. lv., "everse CAPM.* Under t.hl s

7 approach, tho market roturn is derived from the individual

0 returns. That in, the direction of the estimating procono

9 la from th-t judividual to t.he aggregata value. In the real
#

>

10 world, however, tho ootimato for an aggregato valuo ic loss

11 _ prone to error sinco i t. tends to remains fairly stable or

12 changen very slowly. Thus, the standard error of tho mean

13- is always smaller than the sample's standard deviation.S

14 For oxamplo, the avorago wo i gh t of malo collogo freshmen

15 otudenta or the market return or the normal temperaturo in
16 the mon t.h of May remains fairly constant or changes very
17 slowly.

10 According t.o Mr. Piscitelli's Exhibit 4, Sch. 3, the

19 market return is 13.40% when the DCF return for one of his
20 samplo groups is 12.01. When _ the individual return for

-21
_

4 The S&P 400_is used as a surrogate for S&P 500, because
_

22 the book valuo roturns are not available for the S&P 500. The
23 Be t.a for the S&P 400 is. virtually identical to-unity, Indicting

, 24 t.he two port. folios have virtually ident.ical rish characteristics.
!

L 25. 5 Standard error of the mean is datined as tho quotient
i 26 obtained by dividing the samplo ot.andard deviation by the equaro-
L 27 root, of the sample size.

13
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1 that - sample declines to 11.71., the market return becomes ;

i
2 12.90%. Tho chango (or error) in the market return ic 42

3 basis points (i.e. 0.42% 13.401 12.90%) when a= -

;

4 relatively small 30 basis points change (or error) occurs in '

5- the individual returns (1,0., .30% 12.0% 11.7%). This !- -

6 phenomenon occurs mathematically because the utility Heta
7 is loss than one. It seems to indicate that a relatively

,

8 small error in estimating individual utility return results j

9 in a largo orror in octimating the market roturn. Ac I !

10 noted above, the market, return should fluctuate only -

11 ' minimally, and cortainly not more than the Individual

12 changes in tho individual returns. Thio con be coon from
7

13 the following example. ;

,

14 Assume the Commission allowed a 12.0% return for a :

15 . utility whose Be t.a is .60. Mr. Piscite111's market return *

16 for this iirm would be 14.44.6 (Exh. 4, Sch. 3) Theso

17 widely fluct.uating market. ret. urns indicat.e the
"

10 inappropriatonoss of using the "reverso CAPM." '

19 There can bo only one expected market return at any
20 point. In time. The estimat.ing errors in the market ro t.u rn
21 chould be smaller than for the individual returno. Dut,

22 - according to the " reverse" CAPM, each of' the individual
23 utillty returns has its own market return whose dispersionn__

24 are grentor than the dispersions associated with the

25 6, 14,4g = g,4% + 6.0*t, whero 6.01 3.6%/.6=

14

mr
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1 individual utility returno. Por thoso reacono, 1 reconunend

2 that the Commission reject the use of the " reverse CAPM.'
,

t

3

4 Q. Does this conclude your testimony?

S A. Yes, it does.

6 '

;
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I:xhII.>lt SY
Sciunf u l o 1 -

LO!1G ISLAllD LIGilT1!1G COMPA11Y

:

Dividotal Yieldn

Avorago Current Dividorvi
Prico Dividervi Yield

1. Contorior Energy 19.113 $ 1.60 0.371,
2. Central Hudson 24.644 1.84 7.47
3. Central Vermot. P.C. 26.531 2.00 7.04
4. Cincinnati G&E 32.713 2.40 7.58
5. DOE 25.806 1.44 5.58
6. Detroit Edison 29.138 1.88 6.45
7. Untergy Corporation 24.169 1.20 4.97
8. IlYSCG 26.075 2.00 7.90
9. IIIPSCO Ind. 20.500 1.16 5.66
10. Ohio Edison 18.750 1.50 8.00
11. Philadelphia Eloct ric 20.138 1.70 5 . m,
12. Texas Utilitloc 37.113 3.00 0.00
13 United Illum. 34.242 2,44 7,13

Average 7 . 01 't

LILCO 23.069 1.50 6 . 5 0 'k

. . . _ _ .
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Exhibit SY
Schedule 2

~

i

! LOtlG ISLA!1D LIGHT 1tlG COMPA11Y

Estltuated Growth Rate 8 II

Estiinated. Growth For
EPS DPS DVPS

1. Conterior Energy 3.5% .5% 2.0%
2. Contral Hudson 3.5 3.0 3.03. Contral Vormat P.S. 1.0 2.0 2.5 -

4. Cincinnati G&E 1.0 4.0 4.0
5. DQE . 4.5 5.5 2.06. Detroit Edison '6.5 6.0 8.0,7. Entorgy Corporation 11MP flMP 3.0
8 . .: 11YS EC - 2.5 2.0 2.0
9.- 111PSCO Ind. 12.0 12.5 4.5
10. Ohio Edison 2.0 -2.5 1.0
11. Philadelphia Electric 1.0 3.0 3.0-

12. Texan Utilitico 1.5 2.0 2.0
13 United Illum. ,1.5 4.0 4.5-

Avg 3.1 3.0 3.1

LILCO 0.0 3.0 3.1
!!MF 4.5

i

Sourcos (1) Valuo Lino

|
|

(-

,

1

f
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Exhib1L SY .

Schedule 3

LO!1G ICLAllD LIG!!T1!!G C0!! pally
!

% Earned On Commong Equity
(in t)

1994-
19R9 1990 1991, 1992 19u6 Avg.

1. Centerior Energy 9.6 9.4 9.0 9.5 10.5 9.6
2. Central fludson 10.4 10.6 10.5 11.0 11.5 10.8
3. Contral Vortnot P.S. 12.8 11.5 11.5 12.0 11.5 11.9
4. Cincinnati G&C 17.1 15.2 14.5 15.0 16.0 15.6
5. DOC 10.6 11.3 11.0 10.5 12.0 11.16. Detroit 1:dison 16.4 10.5 17.5 17.5 16.0 17.2

- 7. Entergy Corp. 9.3 -11.6 10.5 10.5 12.0 10.8
8. IJYSEG 11.3 10.7 11.0 11.5 12.0 11.3
9. IllPSCO Ind. 7.5 12.4 13.0 14.0 14.5 12.3
10. Ohio Edison 13.0 10.0 10.0 10.0 11.0 10.0

'

11. Philadelphia Cluc. 14.0 12.7 11.0 11.5 12.0 12.2
12. Texas Utilitie.s 12.3 12.5 12.0 13.0 12.5 12.5
13 Unitod 111 urn. 20.2 12.9 13.0 13.5 13.0 14.5

Avg: 12.7 12.3 11.9 12.3 12.7 12.4
,

LILCO llMF 12.2 12.5 13.5 13.5 12.9

i-

| '

!

i

1
.

|
t
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Exhibit SY
Schedulo 4

,

!

!.OtJG ISI.AllD li!GilTI!JG COMPAtJY
;

,

Rotention_ Ratio-(%)
i

1994-
1989 1990 1991 1992 1996 Avg. i

1. Contorlor Energy 15,8 15.8 15.8 20.0 22.2 17.92. Contral Iludson 22.8- 23.5 25.2 26.4 30.0 25.63. Contral Vormot P.S. 22.4 15.2 12.5 19.2 16.3 17.14. Cincinnati G&E .47.0 41.7 29.1 31.7 37.8 37.5
* > . DOE 36.0 38.4 37.9 34.5 32.1 35.8
6. Dotroit Edison 36.6 45.4 43.9 44.4 40.0 42.17. Entorgy Corp. 49.2 57.0 49.0 42.3 33.8 46.38. 11YSCG 16.9 16.9 12.5 16.1 22.4 17.09. IJIPSCO Ind. 11.0 40;9 39.0 40.0 36.4 33.510. Ohio Edison 10.1 [-3.6] [9.1] 11.8 15.8 12.511. Philadelphia Elec. 11.6 32.9 35.9 34.9 34.7 30.012. Texas Utilitiou 33.6 32.7 20.0 26.7 30.2 28.6
13 United Illum. 56.3 34.6 35.8 36.0 42.0 40.9

Avg 28.4 32.9 29.7 29.5 30.3 29.6

LILCO 73.1 44.4 28.6 22.3 28.1

.
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Y= Growth X" Yield

Regression Output:
Conutont 1 2 . 1<? O 9 5
Gtd Crr of Y Cut 0.657.2013
R Squared 0.76619'?
fJa. of Ob s er v a t i on r. 40
Degreen of Freedom 46

X Coefficient (n) -1,10274

Std Err of Coef. 0.O(76411
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, j b hibit S Y_
Schedule 6

Grouth vs Yield

Item Yield Growth
.

1 7.00 4.0
2 7.91 2.1
0 7.20 2.0
4 6.61 0.5
5 5.70 4.0

. 6 7.22 4.1
7 G.09 0.0
6 7.79 ,. 2"

9 6.71 4.5
10 6.54 4.0
11 4.oD 5. 9
12 5.14 5. 5 -
10 6.47 5.5
14 7.22 4.1
15 8.19 2.5
16 6.71 4.5
17 6.50 5. 7
1B 7.15 3. 5
19 7.77 2.9
20 6.40 3.7
21 6.97 3.4
22 5.05 6.4
23 6.29 6.5
24 7.47 3. 9
25 6.95 3.9
26 6.55 4. O
27 7.17 3.7
2B 8.24 2. 0
29 7.01 2. 2
OO B.10 2. 9
31 5.70 5. 6
32 7.99 2. 8
03 9.09 2.4
34 0.26 2.5
35 7.75 0. 7
06 7.40 0.1
07 7.69 0.4
OB 5.04 6.1
39 6.25 4.8
40 8.05 2.2
41 6.77 3. C
42 7.96 2. 6
4; 7.44 2.5
44 6.48 4.6
45 4.92 7.3
46 B.42 3. 7
47 7.12 3. 2
40 8.22 2. 5

Scurce: Salamen Ercthers. Eloctric
Utility Monthly, April 1991

l
|

|
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' LUllG I SI.Allt) LIGitTitlG COMi'Atly

S 8. I' 400 in lust rials

Iletention Ite t u rn l' r i ce / Iloo);
Ita t. j n (l[ OH U.V. (Il laa t j o (h_

1974 611 14,171 3,34
1975 57 12,11 1,3)
1976 61 14.02 1.461977 57 13,93 3,33
19'/8 59 14 . (, o j ,9
1979 64 16.50 j.i7
1980 60 14.08 1.26
1981 58 14.42 1.22
1982 46 11.13 i , i i,

1983 50 12,07 3,a3
.

1984 59 14.61 ) , .19
1985 40 12 14 1,66
1986 44 11.64 2,03
1997 57 15.1I 2 . .I '1988 63 19.06 2,lh
1989 (l') 57 10.19 2.50

l' ro j ec t#ct : 6 0 ), 15,og

itetention Growth: 9.0% (15.0)(.60)

Source: (1) SI.I' Ana l ys t s lla nr f bool;, 1990
(2) 1/2 ( lli g h I. Low)/h.V.

. .. .
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1 Q. Pleano state your nome and address.

2 A. My name is Tariq N. Illazi. My business address is 99

3 Washington Avenue, Albany, flow York 12210.

4

5 Q. By whom are you employed and in what capacity?

G A. I am the Chief Economist for the 14ew York State consumer
7 Protection Board (CPB).
0

9 Q. Briefly describe your background.

10 A.- I am currently onrolled in the Doctoral Program in

11- Managerial Economics at. Hensselaer Polytechnic Institute. I

12 have completed all required courne work and pacced all

13 comprehensive examinations at that institution. I have a

14 Master's Degree in Economics from the State University of
15 11ew York at Albany. I also received a Mastor's Degree in

F

16 Public Administration from Punjab University in Pakistan and
17 a Dachelor's Degree in Economics and Political Scienco at i

10 Forman Christian College in Pahlstan.

19 I have been employed by the CPB since March 1981,.first
20 as - an' oconomic consul t.a nt .and then as a rato analyst.

21 Later, I was promoted to the position of Principal

22 Economist. I was appointed to my present position in

23 October 1990.- 1-have worked on numerous issues 1.n electric,
24 = gas and tolophone procondings. My responsibilities nro in

25 -the areas of economic and financial analysis, rate design,
s

26 . cost of service, tariff analysis and cost of capital.

27

... - . - .. . . - - - , - - . . -
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1_ Q. llave you previously testified before the Public Sorvice

2 Commission?

3 A. Yes. I have tes t.1 f led in Case IJos. 28036, 2 8 0'i 3 / 5 4 / 5'i,

4 20105/06, 20107, 20176/77, 27741, 28225/26/27, 20278/79,

5 20252, 20300, 20550/51/52, 20069/10/11, 20425-1, 28601,

6 28715, 28838/39, 28896/97/98, 28961 (1985 Hato caso),

7 29069/70, 20970 (Generic Rat.o Design-Phase I), 20425-11,

8 29195, 20961 (1986 Moratorium Rate Roque s t. ) , 29327/28,

-9 29426/27/20, 29432, 20961 (1987 Moratorium Extension),

10 29551, 20978/28961 (1987 Regional Call Plan Implemeritat.lon),

11 29484 & 88-E-004 (L1LCO Sottlemont), 88-G-011, 88-G-062, 88-

12 G-226, 00-C-000, 89-G-030, 29674/5/6 (Time of tlee Rates),

13 88-E-107, 20961 (Fourth Stago), 89-E-166/7 and 28961 (Fifth
14 Stage, Phase I), 09-G-1050, 89-E-175, 09-E-176, 90-C-139 &

15 90-G-140, 90-C-0191, 29327, et al., 90-E-0647/9 A 90-G-0469
.

16 and 90-G-0901.

17

18 Q. What la the purpose of your testimony?
19 A. I will address the following two issues:

20 1. LILCO's proposed ratomaking changes to the Rate

21 Moderation Agreement ( ItMA ) . These changos would shift

22 risk from the Company's stockholders to its ratepayers,
23 reduce LILCO's incentive to achieve operational

24 efficiency and produce suboptimal resource allocatjuns.

25

2
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1 2. Should tho Commirslon alinw tho Company to I ne 1 mio

2 additional reconciliation items in the Rf!A , the

3 Company's equity return should be reduced by 20 basis

4 pointu to rolloct the reduction in rich to L1LCO'u

5 uhareholders.

6

7

fl Pitol'OSI:D h ATl: mal;1 tJG Cll AIJGl:S

9

10 1. Pringo 11ono f i t s

11

12 0 Drlefly describe LILCO's proposed ratemal.ing changes.

13 A. LILCO proposes the roconciliation of forocasted to actual

14 expenoca for fringe beneilta, including medical, dental,

15 workman's componsation, pension, disability and life
,

16 incuranco costs. It also requesta a "llot 11a rg i n " calco

17 mechanism t.o protect i t.n u l f from any salen s ho r t. f o l l .

10 Finally, the company objecto to any modification of ito Fuel

19 Adjustment Claune ( l'AC ) .
20

21 Q. Why are you opposed to the Company'a propocal to reconcile

22 forecaat.ed expensus ior iringe beneI1tn wit.h act.ual levela?

23 A. The Company claims that tho costs incurred for iringo

24 benefits aro largely beyond itn control and chould be fully

25 recoverable. I disagro".

3

.

_ __ _ ______ -
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i
1 In negotiating with its unions, LILCO can accept or ;

'
|

2 reject various fringe benefit options. Under current !

; 3 practice, the rato year lovoi of fringo bonofits would bo
|

4 forecasted based on the Company's recent experience,
'

,

5 expected changes in the rato year and tho experience of

; G similar firms in the industry. This is a reasonable booin
7 for establishing rate year estimatos for such costs. L i t.co I

O should operate within the -constraints of a rato case

9 allowance for fringe benefits.

10

11 0 Would the reconelliation proposal be a disincentive for

12 LILCO to reduce unnecessary costs? ,

13 A.- Yes. ..Under traditional ratemaking, the Commission approves
14 expense levels af ter considering the t.estimony and argument s
15 of a utility, Staff, the CPB and other intervonors. Sinco

. . .

16 normal cost changen are not reconciled, cost overruns are
,

17 absorbed . by a utility's shareholders and unanticipated coat
10- savings enure to the benefit of shareholders. Once rates

'

19 have been set, the regulated firm has - the same type - of -
20 incontivos-as a non-regulated firm to boost profitability by
21 reducing expenses.

22 Under the - RMA, several expense items are reconciled

23 with actual expenditures, with the difference charged or
_

24 ' credited to the 1(MC. In negotiating the ItMA , the parties

25 agrood - to allow for the reconciliation of certain items.
.

4
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1
1 These included inflatlun, property taxes, asbestos removal '

l
2 costs, onhanced electric rollability expensos, interest

3 expense and Demand Side Management costs. As a general

4 mattor, the CPB opposos such oxpenso reconcilintionn.

5 llowever, since the Commission ha,a already included those

6- items in the HMA, wo Wl]] not seek to change their '

7 treatment. On the other hand, expanding the RMA to include

8' fringe benefits, would unreasonably further reduce the i

9 Company's- risk and act as a disincontive to etficient

10 operations-by allowing cost-plus ratemaking.
,

11 For unregulated firms, competition ensures that costs

12 are controlled. For regulated utilities, " regulatory lag"
,

13 performs the same function. Auditing the additional
,

14- expensos ox post, before reconciling ostimated and actual

15 expenses, would not provide the same incentivo for reducing
.

16 costs as sotting a rato year lovel of oxpenso for thoso

17 items.

18

19- 2. !!et Margin Sales Hochanism
,

20
1

21 Q. . Briefly_ describe the Company's proposal regarding the lie t
22 Margin sales mechanism?

~23 1A. Tho~ Company describes the flo t Margin sales mechanism as
,

24 follows:

25 LILCO has calculated the minimum lovel of 1

26 sales revenue, not of-fuel and gross rocoj pts !

5

. _ . _ . . . . - . _ , _ . . , _ . _ _ _ _ _ _ _ _ _ _ . _ . . . _ _ _ _ _ _ . . . _ . . _ . ... ~ . . _ 2
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I taxes, that. the Company must receive to fully !

2 amortize the RMC within 12 years .

3 ( horoi na t ter, the "lio t Margin"). L1 Lev |
4 proposes to designate a " band" around the liet ;

5 Margin for the purposes of sharing between !

6 the Company and its ratepayers of the risks
7 and bonofits, on a reciprocal basis, of sales |
8 which aro highor or lowor than forocaotod.
9

10 The Company proposes t.h a t. If cloctric salen |
11 are higher than forecasted, rosajting in a !
12 Not Margin higher than the forecasted amount,
13 L1LCO will credit the RMC for tho'first $10- i

i14 million of excess and will flow any amounts
15; above this level directly back to ratepayers
16 through the FAC.

[
17
18 If electric salos aro lower than forncastod, ;
19 producing a net margin lower t.han the ;

20 forecasted amount, LILCO will increase the .

'21 HMC by the first $10 million of shortfall and
22 will recover the amount of any additional
23 reduced revenues through the PAC, up to a cap |

- 24 of $10-million.
- 25
26 (SM 203, 204)
27
20

,

t

29 Q. Do you support LILCO's proposal? -

30 A. 11 o . The company is again attempting to shift rish from

31 itself to-its ratepayers by removing a basic incentive for !

32 operational officiency. Under LILCO's flot Margin proposal,
,

'33 t.h e Company's sales forecast rish would be largely |

34 eliminated. If actual sales fall below forecast levels, the

35 Company would be made whole up to a not margin cap of $20
36 million. The first $10 million of the shortfall would|

| 37- Incroaco ratopayorc' -future obligationc through an incroano
I

38 in the RMC. The next $10 million would be recovered through
39 the FAC. Conversely, if actual sales are higher than

6 :
t

!
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;

1 forecast, the Company would credit the luiC for tho tirnt $10 (
2 ml11lon, and any amounta above that. 1ovel would be reIunded

3 to customorn through tho FAC.
.

4 Current regulatory practice requiron that raton reflect

5 t hee most reasonable rato year sales forecast. As a result, i

6 a utilit.y has a clear and powerf ul incentivo to protect its f

7 earnings, This incentive la the most important economie
:

O protection consumorn have againct unnoconaary conto. It ,

S would be discarded, howevor, if the Cummluulon were to adopt. |

10 LILCO's flot fiargin sales mechanism.

11 ,

12 0 Plenso surnma ri zo your t.os t i mony regarding the nood for :

13 incontivon undor prico rogulation.
|

14 A. Rate decisions reflect the Commisalon's ana1yais of the

15 partios' rato year - forocasts of rovonuos and costs. When
,

.

16 the Commisalon errs in a utilities' favor, the mistal.u can

-17 bo corrected by reducing or freezing rates after the rato
:

10 year. When a forecast la undoratated utilitye.g., a--

19- falls to live within an expenso level adopted by the

20 Commionion traditional regulation protecta the connumor--

21 by forcing shareholders to abaarb any revenuo defleluncy.

:22- This causes the utility to enhance operating officioney and -

23 to be wary of incurring unnecessary and avoidable conta.

24-
.

25
-

I

,

L -. _ - - - ... . - . - - . - - . - - .- - - - - -- --



i

i

IJI A721

.

1 3. Partial Pass-Through FAC
~r

2'

, t

3 0. Has L1LCO addressod the nood for a partial pass-through FAC,

4 ao requirod by the Commission?
{,

5 A. Yos. The Company's filing contains a brief discussion of

6 this icoue. It accontially recommando that its current FAC

7 not be changed. (SM 105)

u- !
!

9 Q. Why.does LILCO oppose the adoption of a partial pass-through !

10 FAC7

11 A. LILCO gives three reasons for opposing the partial pass- i
i

4

! 12 through FAC:
1

13 1. It was not contemplated in the promisos and

14- assumptions of the RMA. ;

15 2. It will increaso LILCO's rich, thoroby incroaning ;

16 borrowing coats. that are ultimately paid. by the
.

17 ratopayers.

10 3. Shareholders will require higher returns as a

19 result of-increased risk.

20

21 Q. Should LILCO's FAC continue in its present form?

22 A. No. CPB witness Flfner discusses the FAC in connection with
23 the RMA. lie indicates that~the adoption of a partial pass-

24 through FAC is not precluded by the RMA. I recommend that a

25 partial pass-through PAC, with fuel prico indexing, bo

8

_ _ _ . _ _ _ _ _ _ _ _ . _ _ _ _ . - _ _ . _ _ _ _ _ _ _ . - , _ _ _ - _ , . . . _ . , _ _ - . . , _ _ . . . - - - ,
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1 . adop t.ed for Ll l,CO . The Co,umission hou utdeted nimilot

2 partial pass-through FAC's w i t.h fuel prico indexing for all

3 oloctric utilition in rato procoodingo docided aftor April

4 1, 1991 in which fuel targots aro sot.1
5

6 0 Will t.he adoption of a partial pass-through PAC increase2

7 LILCT s risk as the Company claima? (SM 204, 205)

0 A. A part lal pass-through FAC, with fuel price Indexing, such I

9 as those adopted by tho Commission for all of tho oloct ric

10 ut111tios except LILCO, would not increase the Company's

11 risk.- The Commission in its order adopting the partial

12 pano-through FAC, with full prico indexing, said the

13 following

14 The Commission donigned tho [ pa rt.l a l pass-
15 through FAC] mechanism to provido an
16 incontivo to koop fuel costa down as well ao
17 to share the cost of fuel cost. variations -

18 bo t.woon shareholders and-- ratopayors inetoad
19 of imposing them c't.iroly on ratopayors.- Dut
20 while rick-sharing ,as been accomplished, the
21- incentive has- boon limited because variances
22 between t.a rge ted and actual fuel costs-have
23 stemmed overwhelming from inst. ability in the ,

24 market . prire of tual, especially oil. The
25 events in the Persian Gulf, for examplo, have
26 led oil prices to deviate for from expected
27 levels.

- 28
29 Thin proponderanco of.Iactora over which
-30 the Company lacks control has kept the
31- partial pass-through FAC- from continuing to :
32 provido the expected incontive. Worse, the '

33- 1 For Con. Udison, t. h e Commission ordered t. h u
34 i mpl eir.an t.a ti on of a - pa r t. i a l poss-through PAC, with fuel price

- 35 indexing by July 1, 1991. (Ordor a t. 8 )

9

,
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1 future operation of the incentive even in
2 areas whoro management doos havo control is
3 frustrated, for companios will quickly incur
4 the maximum allowable penalties for savings '

S and reach the point at which the sharing of
6 variances ends.

)7 i

0 (Case 11os . 90-E-0954; 29722 and 80-E-43, |
9 Order, issued tJovember 7, 1990, at 4) {10

11 The Commission's Order establishco two very important

12 points. First, the fuel prices, especially oil, are the,

13 principal cause of the variance in fuel costs. Second, the

14- volatility in fuel prices is the reason why companies incur i

15 penalties or savings under the partial pass-through FAC. 11

16 the impact of fuel price volatility is eliminated through
F

17 indexing, as the Commission order indicates, the Company's
10 risk should not chango.

19

* 20 RISK REDUCTIO 11 -

21

22 Q. How do tho Company's risk reducing proposals affect LILCO's

23- shareholders?
|'
! 24 A. Investors always assume the risk that earnings would be
1
l 25 below expectations. This variability or uncertainty of

26 earnings =is described as " business risk" and is affected by
27 various charactoristics of- a-- firm's operation. The -two-

20 major' determinants of business rish are sales volatility and
29 operat ing cost fluctuations.

30 Under curront ratemaking practice, a utility abso2bs

10 <

_ _ . _ _ . - _ . _ _ . _ _ , . _ _ ~ . _ _ _ _ . _ _ .
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1 any shortfall if actual sales are below forecast levt

2 Thus, investoro would bear the rish that the targeted n.

3 level are not ach'.eved. Thw Company's tie t Margin s,

i mechanism would change that traditional regulatory com
's

L by allowing the Company to recover its entire rev

. ,
, shortfall up to a cap of $20 million. By eliminating

*ysu

/ real possibility that LILCO would ever suffer a shortfal*

3 .w. .
the not margin, the Company's risk would be reduced.'-

. .

Dusiness rich is determined not only by E

'

10 volatility but also by uncertainty concerning costs.

11 again, the Company'c propocals to continue reconc.

12 several expense items and to begin reconciling f:

13 benefits will reduce uncertainty. Under tradit

14 treatment, the ccmpany bears the rish of costs that e

15 test year projoctions approved by the Commissio

16 reasonable. The Company's proposal eliminates this r1

17 under-recovery with r e s pec t. to several categories of

18 the rish for which should be borno by the Company.

19

20 Q. Should the Company's equity return be adjusted for

21 reductions in rich if the Commission were to adopt L

22 tie t Margin and expense reconciliatinn proposals?

23 A. Yes. Although my primary recommendation is tha

24 Commission should reject the Company's tie t Margin

25 mechanism and expense reconciliation proposa:

11

__
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l' any shortfall if actual sales are below forecast levels,

2 -Thus, investors would bear the rich that the targeted sales

,3 level are not achieved. .The Company's Het ' Margin sales-

4' mechanism would chango that traditional regulatory compact
S by allowing the Company to recover its entire revenue

6 shortiall up to a cap of S20 million. By eliminating any

7 real possibility that LILCO would ever suffer a shortfall in

8 the net margin, the Company's risk would be reduced.

9 Dusiness rich is determined not only by sales.

10 volatility but also by uncertainty concerning costs. Here

11 again, the Company's proposals to continuo reconciling

12 several expense items and to begin reconciling iringe

13 benelits will reduce uncertainty. Under traditional

14 treatment, the-company bears the risk of costs that exceed

15 test year projections approved. by the Commission as
.

16_ reasonable. The Company's proposal eliminates this risk of
,

-17 under-recovery with respect to several categories of cost

18 the risk for'which should be borne by the Company.
19

20 Q. Should the Company's equity. return be adjusted for those
*

21 - reductions in risk if the Commission were to adopt LILCO's

22 Net Margin and expense reconciliation proposals?

.23 A. Yes. Although my primary recommendation is that the

24 Commission should . reject the Company's Net Margin sales

:25 mechanism and expense reconciliation proposals, I
-

11

- ,. . - - - - . , . - - . . - . - -- - - - - . - - - _ _ . . . - . - , - -
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'

1 recommend that- the Commission reduce the 11.1% equity

=2 return' proposed by CPD witness Dr. Yoon by a minimum of 20

3 basis points 11 it adopts LILCO's risk reducing proposals.

-4

5 Q.. Does this concludo your testimony?

6 A. Yes.

_

l..'

{

l

,

12

!
'

_ _ . . _ _ _ _ _ . . . _ - , - - , .. - . . . - _ _ . . _ . _ ,



._ _ __ _ . _ . _ .

p
'.

STATE OF 11EW YORK

PUBLIC SERVICE COMMISSIOfl

-

In the Matter of
Case

Proceeding on the Motion of the Commission as 90-E-Il85
to the Rates, Charges, Rules and Regulations
of Long Island Lighting Company for Gas &
Electric rates

DIRECT TESTIMOt1Y AllD EXHIBITS
OF

DOUGLAS W. E L F t1E R , Ph.D.

Dated: Albany, New York
May 22, 1991

RICilARD M. KESSEL
EXECUTIVE DIRECTOR

11YS CO!1SUMER PROTECTIO!1 90ARD
99 WASilIt1GTOt1 AVEllu8

SUITE 1020
ALDAt1Y , f1EW YORK 12210

,



-.
,

DOUGLAS ELFNER, PH.D.

1 ,

2 0 Please state your name and business address.

-3 A. Douglas W. Eliner, Ph.D., Suite 1020, 99 Washington Avenue,

4' Albany New York, 12210.

5

6- Q. Dy whom are you employed and in what capacity?

7 -A. I am employed by the New York State Consumer Protection
,

8 Board (CPB) as Principal Econometrician.
.

9 .

10 Q. Please describe briefly your educational and employment

11 experience.

:12 A. I_ received a B.A. with honors and distinction in economics
13 and mathematics from the University of Dolaware in 1976, and

14- a Ph.D. degree in Economics from the University of Michigan
15 in 1982. I was an Assistant Professor of Economics at the
16 University of Vermont from 1982 through 1984, where I

.17 taught -courses in econometrics and microeconomics. From

18 December 1984 to January 1989, I was employed by AT&T in-
19 Bedminster, New -Je rs ey , where I held positions of

20- increasing responsibility as an Economist in the Market-

21 Analysis and Forecasting organization. My responsibilities

-22 - -included developing revenue and quantity- forecasts- for

23 -- e x i s t i n g- telecommunications services; analyzing ,

24 . opportunities for new services and the effects of changing

25 the price and rate structures of existing services; and

26 producing forecasts and market analyses for regulatory

27 purposes. In January 1989 I assumed the position of the

_ . _ - - . _ _ . . _ _ . . _ _ . . . _ _ _ _ . _ . _ . . _ _ _ _ _ __ . _ . _ . _ . . _ . . . _ - . _. . . _ _ , . _ - _ -
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1 CPB's Principal Econometrician.

2 1

3- Q. Aro you a member of any professional organizations?

4 A. I am a member of the American Economic Association, the

5 National Association of Business Economists and the-

6 International Institute of _ Forecasters. 1 have presented

7 original papers at conferences sponsored by the American

8 Economic Association and the Econometrics' Society.
9-

~

>

10- Q. llave you previously testified before the Commission?

11 -A.- Yes, I have testified in Case 88-G-226, Drooklyn Union Gas _;
12 Case 189-G-030, Long Island Lighting Company; Case 89-C-

13 022, Rochester Telephone Corporation; Case 20961 (Fifth

14 Stage), New York Telephone Company; Case 89-G-1050,

= 15 Brooklyn Union Gas; Caso 89-G-126, Brooklyn Union Gasl Case
16 90-C-0191, New' York Telephone Company; Case 28959, Hochester

.

Telephone Corporation; Casd 90-G-1001, Consolidated Edison_17-

18- Company; and Case 90-G-0981, Brooklyn Union Gas.

19

20 | 0. - Are there-any exhibits associated with your testimony?
..21 -A. .Yes. I prepared an exhibit consisting of two schedules--

22 Exhibit (DWE),-Schs. I and 2'.

23

24 Q. -What-is the purpose of your testimony?
,

: 25 A. I recommend that Long Island Lighting Company's (LILCO's)
t-

-

2

_ - ._ . . - . - - . - - - _ -- ._ _ - _ . _ _ _ . . . _ _ _ . _ _ _ _ _ _ _ _ _ .. _ __
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1 tuel cost projectlons be revised- to accurately reflect-

2 fuel prices expected in the December 1991 11ovembe r 1992-

3- rate year. I estimate that this would reduce LILCO's rate

4 year revenue-- requirement projections by $50.3 million. I

5- also recommend that LILCO's current fuel adjustment clause

6 (FAC) be~replacod-with a partial pass through FAC similar to

7 those established by the Commission for other major electric
8 utilities.

9

10 Q. Please discuss LILCO's fuel price projections.

11 A. LILCO's oil price projections are generally determined by
12- calculating the price of oil in a base period and adjusting
13 that value by a uniform percentage to reflect inflation.

-14 The Company's projection of the price of oil in the base

15. period was developed in October 1990,'when the-spot price
16 of Saudi Light crude oil -- commonly. used as a benchniark oil
17 price - -was over $34 dollars a barrel, more than twice its

18 price - in . mid-May. Dased on information available at that
19 time, LILCO projected a base price of $21.00 per - barrel for
20 Saudi Light - crude oil in the second half of 1991. It also-

21: projected - oil price annual increases of approximately 5%

-22 and total rate ~ year fuel oil expense of $353.7 million. To

23 -determine the level of fuel expense to be included in base

24 rates and FAC fuel price targets, LILCO's fuel price

25 forecasts should be updated immediately before the end of
3
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1 the suspension period to retlect anticipated rate year tuel

h2 costs.

3

4 Q. llave you estimated rato year oil prices based on current

5 information?

6 A. Yes. I estimate that the price of Saudi Light crude oil in

7 the rate year will be $17.80 per barrel, 19% less than t.he

8 price projected by LILCO. This lower price would reduce

9 LILCO's rato year fuel oil expense by approximately $50.3

10 million. (Exh. DWM, Sch. 1)

11

12 Q. Please explain the derivation of your oil price estimate.

13 A. As shown in Exhibit (DWE), Sch. 2, the monthly spot price

14 of Saudi Light crude oil averaged $16.15 per barrel in the

15 most recent 24 months excluding the August 1990 - February

16 1991 period during the Persian Gulf crisis.1 Further, the ~

17 futures market in mid-May 1991 indicates that little change

18 in oil prices is expected through December 1992. From these

19 data, I es t.ima te an average rate year spot price for Saudi

20 Light crude oil of $17.80 -- the average price in the most

21 recent 24 months excluding the six month period of the

22 Persian Gulf crisis, increased by 5% per year in accordance

23 1 The average price since February 1991 is not
24 significantly different from the average for the 15 months onding
25 August 1990.

4
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1- with LILCO's inflation projections,

2

3 Q, Why did you exclude the six month period of the Persian Gulf

4 crista from your calculation of the recent average price of

5 oil?'

6 A. The August 1990 - February 1991 period wae characterized by

7 unusual uncertainty and volatility in the world's oil market

8 -- a phenomena which is not expected 'in the rate year.

9 Inclusion of prices for this anomalous perfod in the base

10 cost of fuel would _ provido an unwarranted cushion around

-11 LILCO's rate year fuel prices. Accordingly,-data from this

12 period should be excluded f rom - any calculation used to set

13 future fuel oil price targets.

14

15 Q. Please discuss LILCO's current fuel adjustment clause.

16 A. LILCO'.s current FAC mandates that 100% of any deviation of

17 actual from projected fuel costs be assigned to ratopayers.

:18 Since 1983, however, the Commission has modified the FACs of

19 the State's major electric utilities to- require that

20_ utilities absorb a - portion of fuel costs exceeding the

21 forecast level and enjoy a portion of the benefits of fuel

-22 costs below the forecast. The Commission han -recently

23 modified these partial pass-through FACs by indexing fuel

-24 prices - over which the utility lacks control so that the

25- partial pass-through FAC continues to provide the utility

5

- _.
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1 with expected incentives to eliminate unnecessary costs.

2 In Case 90-E-0954, a proceeding devoted to FAC issues,

3 the Commission stated:

4 We propose that for the five companies that
5 now have partial pass-through FACs, indexing
6 be introduced in the first proceeding decided
7 after April 1, 1991 in whJch fuel cost
8 targets are set. For Con Edison, a partial
9 pass-through FAC with fuel price indexing

10 should be instituted by July 1, 1991.
11 (footnote omitted) For LILCO, the timing of
12 a partial pass-through FAC will be decided in
13 the rate case the company is scheduled to
14 file when its current rate agreement
15 expires;- the company should address itself to
16 the matter in its direct filing there.
17
18 (Case 90-E-0954, Order Instituting
19 Proceeding, Icsued 11ovember 7, 1990, at 8)
20

21 In its testimony in this case, LILCO opposes a partial pass-

22 through FAC. (SM 204-5)

23

24 Q. Please summarize and evaluate LILCO's arguments for

25 maintaining its current FAC.

26 A. LILCO cites two reasons why a partial pass-through FAC

27 should not be adopted. First, the Company claims that it

28 was not contemplated in the Rate Moderation Agreement (RMA).

29 The RMA, however, does not preclude the adoption of a

30 partial pass-through FAC. Second, LILCO argues that a

31 partial pass-through FAC would increase investors' rish and,

32 therefore, increase borrowing costs and the required rate of

33 return. This argument is addressed in the testimony of CPB

6

|
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1 w1 L ne s s 111 ci z i ,

2

3 Q. Does t.liis conclude your test.imony?

4 A. Yon.

4

<. i

7

l
|
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| CALCULATION-OF-IMPACT OF LOWER CRUDE ~ OIL PRICES ON LILCO's FUEL COST-

.LILCO FORECAST
2H90 1H91 2H91 11192 2119 2

SAUDI LIGHT $27.00 $27.00 $21.00 $22.00 $22.00
FREIGHT GULF TO CARI $1.29 $1.33 $1.37 $1.41 $1.45
FREICllT CARIB TO NY $0.94 $0.97 $1.00 $1.03 $1.06
RESID AS % OF 78% 81% 81% 80% 80%

CRUDE'+ FREIGilT
PRICE BEFORE NYPB TA $22.80 $23.73 $18.93 $19.55 $19.61
NYPB TAX $0.43 $0.44 $0.45 $0.46 $0.47
2.8%-RESID PRICE $23.23- -$24.17 $19.38 $20.01 $20.08

,

CPB

2H 90 lli 91 211 91 111 92 211 92-

SAUDI LIGIIT- $?7.00 $18.00 $16.95 $17.80 $17.80
FREIGIIT GULF TO CARI $1.29 $1.33 ~$1.37 $1.41 $1.45
FREIGilT CARIB TO-NY $0 ?4 $0.97 $1.00 $1.03 $1.06
CRUDE PLUS FREIGHT $29.2a $20.30 $19.32 $20.24 -$20.31 '

RESID AS'% OF 78% 81% 81% 80% 80%
CRUDE 1+.FREIGitT

PRICE BEFORE-NYPB TA $22.80 $16.44 $15.65 $16.19 $16.25
NYPB TAX $0.43 $0.44 $0.45 $0.46 $0.47
2.8% RESID PRICE $23.23 $16.88 $16.10 $16.65 $16.72t

l DIFFERENCE $0.00 $7.29 $3.28 $3.36 $3.36

% DIFFERENCE O 30.16% 16.93% 16.79% 16.73%

APPROX. $/ BARREL INCREMENT FOR DESULFURIZATION AND FINAL DELIVERY
(Calculated as 21190 actuals with inflationary growth)

i--

j 2.8-NORTilPORT/STN $0.02 $0.02 $0.02 $0.02 $0.02
2.3 NORT!! PORT /STN $0.97 $0.99 $1.02 $1.05 $1.07
2.0 NORTIIPORT/STN $1.57 $1.61 $1.65 $1.69 $1.73j;

1.0 NORTHPORT/STN $3.52 _$3.61 $3.70 $3.79 $3.89L

2.8 PJ/STN- $0.42 $0.43 $0.44 $0.45 $0.46
2.3 PJ/STN $1.37 $1.40 $1.44 $1.48 $1.51
2.0 PJ/STN^ $1.97- .$2.02 $2.07 $2.12 $ 2 .18 -

| 1.0 PJ.STN $3.92 $4.02 '$4.12 $4.22 $4.33-

1.5 BAR/ST!! $2.92 $2.99 $3.07 $3.15 $3.22
.37 BAR/STN_ $6.72 $6.89 $7,06 $7.24 $7.42
1.0 GLENWOOD /STN $3.92- $4.02 $4.12 $4.22 $4.33
.37 GLENWOOD /STN $6.72 $6.89 $7-06 $7.24 u$7.42.

.7 UORTilPORT/STN $5.07 $5.20 $5.33 $5.46 $5.60

.3 FAR ROK/STN $7.02 $7.20 $7.38 $7.56 $7.75

ARIT!!METIC AVERAGE $3.30 $3.38 $3.46 $3.55 $3.64

- - --- . . - .. - . - . . - . .. -. - - - - - ,
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Exhibit (DWE)
Schedule I-
Page 2 of 2

ESTIMATED DELIVERED PRICE (CPB)
( SUM - OF RESIDUAI PRICE AND DELIVERY /DESULFURIZATIOff)

21I 90 111 91 21I 91 111 92 211 92

$26.53 $20.26 $19.56 $20.20 $20.36

ESTIMATED DELIVERED PRICE (LILCO)
(SUM OF RESIDUAL PRICE AND DELIVERY /DESULFURIZATIOr4)

'
211 90 111 91- 211 91 11! 92 211 92

$26.53 $27.55 $22.84 $23.56 $23.72

LILCO MINUS CPB
211 90 111 91 211 91 ~11I 92 211 92

$0.00 $7.29 $3.28 $3.36 $3.36

.% DIFFERENCE
OVER LILCO 0.00% 26.46% 14.36% 14.26% 14.17%

annual averages 20.41% 14.21%

-RATE CASE FUEL EXPEllDITURES
(IN TIIOUSANDS OF DOLLARS)

OIL

RATE YEAR'ENDING 11/92 353673

RATE YEAR-REDUCED BY 14.21% 303416

DIFFERENCE $50,257

MAJOR ASSUMPTIONS

1. LILCO FORECASTS OF Tile FOLLOWING ARE NOT AFFECTED BY
Tile CilANGE Ill OIL PRICES

FREIGilT/ TRANSPORTATION COSTS
NYPB TAX
PRICE OF RESID FUEL RELATIVE TO CRUDE
DESULFURIZATION AND FIllAL DELIVERY COSTS
LILCO's FUEL MIX

2. USE OF ARITiiMETIC AVERAGE OF DESULFURIZATION AND DELIVERY COSTS
'FOR ALL OF LILCO'S OIL BURNING PLANTS APPROXIMATES LILCO'S
ACTUAL DESULFURIZATION AND DELIVERY COSTS.

j
_ , . _ _ _ . _ . - - _ _ _ _ - . - _ - _ _ _ _ _ . . _ _ . _ . . . . . - - - . _ . _ . . .
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RALP11 C. SMITil
4

1 I. I!1TRODUCTIOl1
. - -1 2

*
3 Q. .PLEASE STATE YOUR !!AME, OCCUPATIOll, AtlD.BUSillESS ADDRESS.

4 -A. My name is Ralph C. Smith. I am a certified public

_5- accountant and a senior regulatory utility consultant wit,

6 the firm of Larkin & Associates, a firm of certified public

7- accountants and regulatory consultants, My business address

0 is 15720 Parmington Road, Livonia, Michigan-40154. I have

9 been with Larkin & Associates since July 1979. '

-10

-11 Q. WilAT IS YOUR EDUCATIOllAL BACKGROUND?

12 A. I received a Bachelor of Scienco degroo in Business

13 Administration (Accounting Major) with distinction from the

14 University of Michigan - Dearborn, in April 1979. I passed

15 all parts of the C.P.A. . examination in my first sitting in

-16 1979, received my CPA license in 1981, and received a

'17 certified financial planning certificate in 1903. I also

18 have a Master of Science in Taxation from Walsh College,

.
19- :1981, and a law degree (J.D.) cum laude from Wayne State

I.

i 20- University. In addition, I have attended a variety of

21 continuing educat.lon courses in conjunction with maintaining
l' 22 my accountancy licenso. I am a licensed Cortified Public

I 23 Accountant and a t t.orney in the State of Michigan. For the

-24 -past five-- years- I have boon a member of the Michigan

25 Association of Certified Public Accountants. I am also a

26 member of the Michigan Bar Association and the American Bar

27 Association (ADA). In the ADA I am a member of the nections

i

I

l-

!

L
l

, _ . . , ,_ _ , _ _ . . _ _ _ _ _ _ _ _ __ - _ _ _ _ . . _ _ . -. ._
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RALPli C. SMITH

1- of Public Utility Law and Federal Income Taxation.

2-

3' O. -PLEASE SUMMARIZE YOUR PROFESSIollAL EXPERIEt1CE.

4- A. Subsequent .t o graduation from the University . of Michigan,

S- and after a short period of installing a computerized

6 accounting system for a Southfield, Michigan realty |

7 management firm, I accepted a position as an auditor with

8 the predecessor CPA firm to Larkin & Associates in July

9 1979. Before becoming involved in utility regulation whero

10 the majority of my time for the past seven years has been>

: 11 spent, I performed audit, accounting, and tax work on a wide

12 variety of businesses that were clients of the firm.

13 During my service in the regulatory section of our firm I

14 have been involved in rate cases and other regulatory

15- matters concerning numerous electric, gas, telephone, water,

16 and sewer -utility companies. My present work consists

- 17 : primarily of analyzing rate case filings of public utility

~18- companies before various regulatory commissions, and, where

19 appropriate,- preparing testimony and schedules relating to

20 the issues for presentation before these regulatory _

2 11 agencies.

22 I have performed work in the field of utility

23 regulation on behalf of industry, state attorney generals,

24_ consumer groups, municipalities, and public service

25 commission staffs concerning regulatory matters before

i 2

i

_ - - _ - _ - . _ _ - . - -_. - - . - , ..- ----
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1 regulatory agencies in Alabama, Alanka, Arizona,

2 Connecticut, Delaware, "lorida, Georgia, 1;u n t. uc k y ,

3 Louisiana, Maino, Michigan, Mi nnesot a, Mississippi,

4 Mianouri, 11ew Jersey, 11ew York, llevada, Ohio, Pennsylvania,

5 Sout h Carolinn, Texas, and Canada as wull as the Fedoral

6 Energy Regulat.ory Conunir,aion and varioua state and iederal

7 courts of law.

0

9 Q. IIAVC YOU PRESEllTED Al1Y TRAL t1Il1G SEMI!1AltS 0 11 PUBLIC UTILITY

IO ACCOUNTING 7

11 A. Yea, along wit.h two ot.her memborn of the firm 1 presented a

12 one-day seminar on ut.ility account ing for t he Logal Services

13 Regional Utilities Tank Force in Atlanta, Georgia. We also

14 presented a t.wo-d a y seminar on u t f li t.y accounting for the

15 Utility and Hate Intervention Division of the Muntucky
,

16 At.torney Gene ral . Individuals from t. hat. diviulon as well as

17 industry and consumur groups a t.tonded the seminar. In

18 September 1988, we presented a . t.uo-day nominar on ut.ility

19 accounting for the Office of Consumer Advocate, Attorney

20 General's Office, State of Penncylvania. Individuals from

21 t.h a t Division as well as Pennsylvania Commission Staff

22 members attendecl. Additionally, w i t. h Hugh Larkin, 1

23 presented a one-day seminar on tho impact of the Tax Reform

24 Act of 1986 on publir ut i 1 i t les . This sominar was

25 presented to personnei of the Maine Public Advocate and

3

. . . . _ _ .



. _ _ . _ . . _ _ _ _ _ . _ _ . . . . _ ____...-~_.-._._.....~.__.._._m._. __. m____._.-__. ._

. .

-

.

RALPil C. SMITil

1 Maine Public Utilities Commission Staff.
4

2

3 Q. !! AVE YOU PREPARED All APPENDIX LISTING YOUR REGULATORY-

4 EXPERIENCE?

'S A. Yes. I have attached Appendix I which provides additional

6 details concerning my experience and qualifications,

7

0 Q. BY WHOM WERE YOU EMPLOYED IN Tills CASE AND TOR WilAT

9 PURPOSE?

10 A. Larkin and Associates was employed by. the flow York Consumer

_11 Protection Board ("CPB") to review the electric rate f11Ing

12 of Long Island Lighting Company ("LILCO" or " Company")

.13 before the New York Public Service Commission (." Commission"
~

14 or "PSC").
15

..
,

16 Q. PLEASE DESCRIBE THE TASKS YOU PERFORMED RELATED TO YOUR

17. WORK EFFORT ON THIS PROJECT.

18 -A. I obtained and reviewed data and performed other procedures

19 as necessary to (1) obtain an understanding of the Company's

-20' rate filing package as it relates to rate base, operating

21 income and revenue requirement- in this case and (2)
22' formulate an opinion concerning the reasonableness of

23- -amounts Included within the Company's rate filing.

24 These procodures included requesting and reviewing

25 extensive discovery, issuing follow-up information requests

4

- - . . -. _. . . _ - , -_ . .- - - . - . _ _ -- .-
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1 in many instances, telephone discussions with Company

2- representatives and discussions with counsel and CPB Staff

3 assigned to the project.

4

5 Q. IIAVE YOU PREPARED AN EXilIBIT TO PRESENT IN SUPPORT OF Tile

6 CPB'S REVENUE REQUIREMENT AND ACCOUllTING TESTIMONY?
'

7 A _. Yes. I have prepared CPD Exhibit (RCS-1) comprised of 21

0 schedules.

9

10- Q. NAS TilIS EXIIIDIT PREPARED DY YOU?

11 A. Yes, this exhibit was prepared by me or under my direct

12 supervision and is correct to the best of my knowledge and
.

-- 13 bellef.

14

15 Q. WHAT SPECIFIC ISSUES WILL YOU DE ADDRESSING IN YOUR
.

16. . TESTIMONY?

17 A. .My direct testimony discusses the development of the CPD's

18_ recommended adjustments to rate base and net operatinU

19 income.

20

'21 II. REVENUE REQUIREMEllT IMPACT SUMMARY

22 Q. !! AVE YOU PREPARED A SCl!EDULE WilICl! SUMMARIZES YOUR

23 RECOMMEt1DED ADJUSTMENTS AND- SHOWS THE 'lEVEt1UE REQUIREMEt1T

24 IMPACT OF EACil?

25 A. 'Yes. Exhibit (RCS-1), Schedule 1 presents this summary,
_

5

,. . .. - _, _ _ . - _ - - - . _ _--
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1. and shows the approximate revenue requirement impact for the

2 rate year associated with eacJg the adjustments I am

3 proposing _ adjustments totalling $27 million.

4-

5 __III. RATE BASE

-6 -A. Summary-

,
7 Q. HAVE YOU PREPARED A SCHEDULE SUMMARIZING YOUR RECOMMENDED

4

7 0 ADJUSTMENTS TO RATE BASE? '

h

9 A. Yes. My recommended rate base adjustments are summarized on

10 Exhibit (RCS-1), Schedule 2.

11

'12 .B. Plant in Service-

13 -Q. 'HAVE YOU REVIEWED Ti!E COMPANY'S PROJECTION OF 11ET UTILITY

14- PLANT FOR THE RATE YEAR ENDING NOVEMBER 30, 1992?

15- A.- -Yes. _The Company's projection is shown at LILCO Exhibit No.

16- 17, Schedule Nos. I and 2. For the rate year, LILCO

17 projects -avorage Not . Electric Plant of $2,342,948,000,

-18- ' including $85,404,000 for the- electric portion of net.

19 common plF.nt.

20:'

21 -Q. DO YOU BELIEVE_THE COMPANY'S PROJECTION IS ACCURATE?,

~22- A. No, I do not.
.

23-

.2 4 - _Q. WHY DO YOU DOUBT TIIE ACCURACY OF Tile COMPANY'S RATE-YEAR
:

25- PLANT-IN-SERVICE PROJECTION?
p 1

6

L
o

-- . -- -- -- . . .
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1 A. The Company's projection of plant in. service is affected by

2 -its projected capital expenditures. Information provided by

3 .the Company in responso to CPB-50 indicatos that in each

4 year during the period 1987 through 1990, the Company's

5 electric construction budget overstated actual construction

G expenditures by substantial amounts, as summarized in the

7 following table:

8
9- LILCO's illstorical Overprojection of Electric Capital

10- Expenditures (Amount LILCO Budget Exceeds Actual)
11
12 Overprojection
13 Amount
14
15 Year (Millions) Percent
16
17 1987 $ 39.969 7.64%
18 1988 48.398 9.71%
19 1989 (note) 29.880 14.44%
20- 1990 32.261 11.35%
21
22 (floto: Excludes impact of actual $109.413 million Shoreham

''
23 AFC credit. Without this exclusion, LILCO's .1989
24 _ construction -budget is overstated by $139.293 million, or
25 67.33%).

.26
27
28 Exhibit (RCS-1), Schedule 3 summarizes the-comparison of

29 LILCO's actual construction expenditures with its budgeted

30. amounts. . Exhibit- (RCS-1), Schedule 4 reproduces LILCO's

31 response.to interrogatory CPH-50,

32

33 Q. DO YOU EXPECT TilAT LILCO'S IIISTORICAL EXPERIEt1CE OF OVER-

34 ESTIMATIllG ITS ACTUAL CAPITAL EXPEllDITURES WILL COtlTIllUE?
o

i 35 .A. Yes. I would expect that LILCO's actual capital

7

|

1

_, _- - _ ,_ _ - _ . . . - _ _ _ _ _ - _
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1 expenditures will continuo to be loss than the amounts

.2 indicated in the Company's capital budgets for 1991 through

3 1995, since LILCO has stated explicitly as one of its

4 corporate goals that it intends to maintain spending levels

5 targeted at 3% below its approved 1991 expense and capital

6 budgets. .LILCO's " Service Objectives for 1991" booklet

-7 shows_this. corporate goal of holding capital spending to at

0 least 3% under LILCO's budgets will continue through 1995,

9

~ 10 Q. IIAVE YOU COMPARED ACTUAL PLANT IN SERVICE DALANCES WITil

11 TilOSE CONTAINED IN LILCO'S PROJECTION FOR SPECIPIC TIMES

12 DURING THE PROJECTION PERIOD?

-13 A. -Yes. Exhibit (RCS-1), Schedule 5 shows. that LILCO's

14 -projection, as presented in Company : Exhibit No. 17,

15
_

overstates electric plant in service at December 31, 1990 by
16 $42.301 million and overstates the electric portion of .

17 common plant in service by $5.202 million, for a total

18 overstatement of plant in service at December 31, 1990 of

- 19 $47.503 million. Similarly, LILCO's projection overstates

20 accumulated -depreciation on electric plant in service and

21 the electric portion of common plant in service at December

22 31, 1990 by $18.747 million. As shown on Schedule 5, page 1

23 of 3, .LILCO 's overatatement of net plant amounts to-$28.756

24 million.

25 Page 2 of 3 shows the calculation of LILCO's
:
f

^

8

. . - - - - . -.
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1 -. . overstatement _of net. electric plant in-service at Decembar

2 31, 1990. Schedule 5, page 3 of 3, shows LILCO's

3 overstatement of t.he electric portion of common plant in
.

'4 service at December 31, 1990.

5

6' Q.- 'HAVE YOU REQUESTED INFORMATIOf1 FROM LILCO CONCERNING

7 'COllSTRUCTION SCllEDULE _ SLIPPAGE, SLIPPAGE OF PROJECTED Ill-

8 SERVICE DATES, AND THE POTENTIAI, IMPACT ON - Tile - COMPANY ' S -

.9 PROJECTED PLANT IN SERVICE DALANCES?

10 A. Yes. Interrogatory CPB-232 requested additional information

=11 from the Company concerning slippage of Company-projected

12- in-service dates for construction projects and comparison of

-13 actual with ' Company-projected plant. in service balances.

_14 LILCO's _ response admits slippage for construction projects

151 other than Shoreham and Nine Mile Point 2, and claims the

16' extent of such slippage-and the specific reasons for such

'17 slippage are not readily determinable. _LILCO's response

18 claims further that its " project records would not indicate

19 reasons for any delayn."

-20 S11ppage- in the- Company's -projected constructton

21 schedule, coupled with the fact that the Company _has a

22 corporate goal to spend at least 3% less- than the amounts
|-
'

~23 contained lii its capital budget, may indicate that the

|24 Company's projected net plant in service balances for the

25 rate year are overs tat ed by even more than the difforence

9

|
~ . - - . . .-- . . - . . - . - .-_ - - - - - . . - , .~
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1 existing at December 31, 1990.

.-

3 Q. -WHAT ADJUSTMENT ARE YOU RECOMMEllDIl1G?

4 A. At this time, I am reconunending that the Company's projected

5 net plant in service be reduced by $28.756 million, based on

6 the overstatement contained in the Company's projections as

7 of_ December 31, 1990. The Company's Exhibit 17 shows that

8 the Company's rate base amount for the rate year is

9 computed using a 12-month average for the perlod . ending

10 November 1992. An overstatement at-December 31, 1990 would

-11 tend to fluctuate from month ~ to month; however, the

12 Company's calculations start with a June 1990 amount and

'13 project forwa.cd fluctuations in the Plant in Service

14 (Account 101) and the Completed Construction not Classified

15 (Account 106) accounts through the end of the rate year

16 period. Starting with a December 31, 1990 balance and using

17 the Company's projected activity for January 1991 through

'18 November 1992 would - produce, on average, the same amount of

19 rate-year overstatement that existed at December 31, 1990.

20

21 Q. WHAT-IS THE AMOUNT OF YOUR PROPOSED ADJUSTMENT?

,22 A. Rate year net plant should be reduced by $28.756 million as

23 shown on Schedule 5, page 1 of 3.

l i 24

|
|-

10
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1 C. Accumulated Depreciation

2 Q. PLEASE EXPLAI!1 YOUR PROPOSED ADJUSTMEllT FOR RATE YEAR

3 ACCUMULATED DEPRECIAT10tl.

4 A. The adjustment. for rate-year plant in service also impacts

5 the amount of rate year depreciatien expense. A lower plant

6 in service amount is associated with a lower depreciation

7 expense. Since ra t.e year deprociat. ion expenso is reducod,

8 the average balance of rate year accumulat.ed depreciation is

9 also reduced. This adjustment reduces the average rate year

10 balance of accumulated depreciation for one-half of the

11 reduction in rate year depreciation expense.

12

13 D. Puel Inventory

14 Q. WilAT AMOUt1T llAS THE COMPAtJY PROPOSF.D FOR RATE YEAR FUEL,

15 IllVEt1 TORY?
.

16 A. LILCO has proposed a rate year fuel inventory of 1,903,000

17 barrels of oil, valued at $50.918 million, as shown on

10 Company Exhibit. 9, Schedule 2. This assumes an average

19 price per barrel of $25.68.

20

21 Q. WilAT IS Tile BASIS FOR Tile COMPA11Y'S RATE YEAR OIL IllVElfrORY

22 QUAtlTITY?

23 A. The oil inventory quantity used by t.he Company for the rate

24 year of 1.983 in i l l i o n barrels is based on LIECO's actual

25 inventory at June 30, 1990. LILCO's response to CPD-130

11

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _
- - -
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1 Indicates that this inventory was comprised of 1,752,363 '

2 barrols of flo. 6 oil and 231,033 bas t o 's of flo. 2 oil, which
'f

3 is used at the Company's internal combustion plants.

4

5 Q. IIAVC YOU AllALY Z ED Tilt COMPA!1Y'S PUEL OIL 111VE!1 TORY

6 QUAllTI TI ES BASED 0 11 Tile 11ti!4BE R OF DAYS BUlt!1ED TilEY :

:
7 REPRESE11T?

P

0 A. Yes. This analysis is sununarized on Schedule 6. In 1900

9 and 1989, LILCO's llo . 6 fuel oil inventory, on averago,

10 represented about 36 days burned. This increased to 44.6

11 days burned in 1990, corresponding with lower consumption
,

12 and Iraq _'s invasion of Kuwait. LILCO'a 1991 projection

13- reflects 29.6 days burned on average inventory; however, as

14 LILCO projects its fuoi oil consumption to declino

15 significantly, presumably associated with LILC3's lower,

16'- salos forecast, the number of days burn on LILCO's averago -

17 inventory for the rate year increases to cver 44 days.
10 - As also shown on Schedule- 6, LILCO has projected .

19_ consumption of Ilo . 2 oil, which it burns at its internal

20 -combustion generat.ing units, to drop off dramatically, from
21 1.8 million barrels in 1989, to - under 640,000 barrels in

22 1990, and still further to about _19 5,4 00 barrels for the

23 -rato year. Despite this drastic decline in - actual, and

24 projected, consumption of 'llo. 2 oil, LILCO's rate year

25; inventory a s s uniption is high compared to other years in

12

, - . . - , - - . - . - - . - . - , , . --. ..- ..-. -. - - . - . . - - . - - - - - -
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1 terms of the 12-month averago inventory level itself, and i

'2 represents a more than ten-fold increase over the 37.4-days'

3 burn in average inventory experienced by the Company in

4 1909. Itoviewod from another porspc t.ivo, for the rato year,
|

5 LILCO's projected average inventory for IJo . 2 fuel oil of '

6 231,033 projected barrels is rnoro than 1.18 timos the

7 Cuanpony's annual consumption of such ull -- 195,399 bortels. ,

|

-0

9 Q. Sil0ULD TIIC QUAllTITY OF PUEL OIL IllVE!1T0ftY LILCO USED TO

10 PitOJECT Ti!E IIATE YEAll AMOUllT TO IIE It1CLUDED 11J ItATE IIASE 13E i

:

11 ADJUSTED? '

12 A. Yes, it should. LILCO's assumed quantitles represent a

13 number of- days burn in average inventory that in

'14 substantially higher than historical experience wou hl
?

15 indicate. Additionally, the 11o. 2 oil quantitles assumed by !

16 LILCO for the rate year exceed his t.orh al quantitles.

17 14c roov e r , LILCO has projected significantly reusced

10 consumption of botl. Ilo. 6 oil. and flo . 2 oil for the rato

19 year; this reduced all consumpt.lon -should also equate to
,

20 reduced average fuol invontory quantitica.
.

'

-21
,

.22 Q. WilAT IS YOUll REC 01414Et1DAT.! O!1?

23 A. -I- believe LILCO's average rato year inventory quantity for
|'

24 tio . 6 oil _ could tw based on 36 days ' burn. This is the|

| 25 number of days burn in LILCO's average inventory for the

13

. _ - _ ~ , . - . ..._._ -,._,...,.. , _ _-~ _ _ _ - - _ . , . . . - . . ~ . . _ _ _ _ . - _ _ _ _ . . ~ - . . _ , . . _ . .-
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1 years 1988 and 1989. This would equato to a rato year
!

2 inventory quantity of 1.422 million barrels, computed as

3 follows: reto year consumption of 14,458,000 barrels times
;

-4 36/366 days. At maximum, LILCO should be allowed an average

5- rato year inventory for 110. 5 fuel oil of 1,738,120 barrels,

6 bacod upon 44 days' consumption level.
-

7 ror 11 0 . 2 cil, I recommend the rate year inventory !
:

8- quantity be set at one-half of LILCO's projected rato year
i

9 consumption. This produces an average inventory level of
!

10 97,700 barrels. I should point oti t that the maximtim IJo . 2

i
11 oil consumption LILCO projects for the rate year is 45,333

1

' 12 barrels in July and 53,377 barrels in August. 1992. The

13 average inventory of 97,700, thereforo, represents onough
*

14 inventory to cover LILCO's maximum rate year projected

15 consumption of this fuel in any 60-day period.

16

17 Q. - llAS LILCO STATED ITS EXPECTED OIL I!JVENTORY LEVELS FOR Tile

lu -RATD YEAR-PERIOD?

19- A. Yes. In response to-Shoreham Wading River interrogatory 30,
;

20 LILCO stated that it has the following expectations for oil
,

21 inventory levels:

22 -LILCO's normal inventory targot, which
-- 23 reprosents seventy Iivo- porcent of maximum
24- consumption during a ninety day period, is 1.93-.

-- 25 million -barrels. LILCO's expected oil,

| 26 inventory levels - for 1991, 1992, and 1993 are
27 1.835 million barrels, 1.791 million barrels,
28- and 1.779 million barrole, respectively. tio
29 projections have been made beyond 1993.

14
I

'
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1
3

2
3' In tusponso to CPB-221(a), LILCO statedt

,

| 4 |
5 The Company's target inventory of I.93 million '

6 barrels was established in late 1907 and only<

7 includes steam unit storage facilities. The oil ;

8 inventory that was uti112ed in the rata year was #

9 1.983 million barroic rollecta tho actual :

10 inventory at the end of Juno, 1990, und reflects ;

11 inventory for steam and internal combustion !

12 units.
13
14-

t'

15 In response to Shoreham Wading River Interrogatory 21, LILCO
16 stated: *

17
I 18 LILCO'c oil invontory targot during thin timo !

_ _19 period was 1.93 million barrels. The target was
,

20 increased by 250,000 barrela on October 1, 1990
21 in response to thw 141d East crisis and will be
22 roturned to 1.93 million barrols by liny 1, 1991.
23

124
25 s. Wi!AT WAS LILCO'S TARGET FUEL ItiVEllTORY BEFORE ESTABLISilll1G

26 IT AT 1.93 14ILLIO!1 BARRELS?

27- A. LILCO established its 1.93 million barrol target fuel
-.

28 inventory on October 27, 1987. Prior to this, in order to

-29 concorvo cash, LILCO had a targot inventory of 1.329 million

30 barrels, tiote that this inventory level would equate to, on

31 averago, 33.6 days' burn, based on LILCO's projected rato

32 year consumption. (1.329 x 365/14.450 million barrels rate
'

33.64 days' burn on ave rage inventory.33 year consumption =

34 LILCO's response to CPD-221(c) indicates that this

! 35- " austerity" target of 1.329 milljon barrels romained in
,

__3 6 offact for the period arch 22, 1984 through October 26,

37 1987. LILCO's current 1.93 million barrel target represents

15

_ . . _ _ _ _ _ _ _ , . . _ . , _ . . . _ . _-_ _ _ _ _ __._ ___ _ _
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1 a 45% increase over its previous target of 1.329 million i

2 barrolo.
,

i

3_ |

4 Q. WilAT AllE Tile COMPA!1Y'S LATEST ACTUAL OIL PRICES?
.

!

5 A.- LILCO's response to CPD-214 Indicates that., In March 1991,

6 .the Company purchased 1,102,165 gallons of 11 0 . 2 oil at a

7 cost of $034,326, for a per-gallon price of $0.7050,
t

8 Additionally, in March 1991, LILCO purchased 1,618,170

9 barrels of 11 o . 6 oil at a cost of $24,500.322, for a

10 received _ unit cost of $15.19 per barrel.
i

-11 '

i

'

12 0. IIAVE YOU RECEIVED Ti!E COMPAllY'S CURREllT EXPECTATIO115 OF OIL

13 PRICES FOR TliE RATE YEAlt?

14 _A. Yoo. In responce to interrogatory CPD-222, LILCO provided

15 Mr. Lancaric's current projection (containing an " Issued"
,

16 dato_of-May 2, 1991) of pricos for residual oil, tio . 2 oil,
,

17 and gasoline.

10

19 Q. COULD YOU BRIEFLY SUMMARIZE WilAT TilIS FORECAST I!1DICATES?

20 A. . Yes. The following table summarizes LILCO's forecast for

21 the first and second half of 1991 (the parlods which most

22 closely correspond wi t.h the rate year ending IJovember 30,
23 1992) ;

_.

t

i

16

_, ,.,_.a_,._.._ _ _ - . - . _ _ . _ - . _ . _ . . ~ . . , ~ . _ . . . _ . _ . - . _ _ _ _ _ _ _ _ _ . _ _ _ . _ . _ .
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1
I

2 Fuel 111/ 9 2 211/ 9 2
3
4 1.0% Residual oil, por BBL $ 17.39 $ 17.92,

i 5 1.0% Res. oil @ 11orthport 17.40 17.90
6 1.04 Ros. 011 @ Port Jofferson 17.80 18.30

3 7 flo . 2 oil, por gallon 0.59 0.59
0 llo . 2 oil, aargo delivery 0.61 0.61

'

9 11 0 . - 2 oil, truck delivery 0.64 0.64
10
11
12 Q. WilAT FUEL PRICES DID YOU UTILIZE FOR VALUI!1C LILCO'S RATE

'
13 YEAR FUEL INVENTORY?

14- A. I used the average delivorod prices for No. 6 and 110, 2 oil

15 indicated in L1LCO's current forecast.i

; -16

17 Q. IS IT YOUR UllDERSTANDIllG Tl!AT LILCO IS GOI!!G TO UPDATE l'M

18 FUEL PRICE PROJECTIO!1 BEFORE A DECISIOll IS ISSUED Ill TI. l S

19 CASE?

I
-20 A. Yes. Counsel has infonned me that LILCO intends such an
21 updato, and that auch updatos are common in rr.to procoodinga |.

22 before the Commission.
i

| 23-
i

24 Q. IlOW S!!OULD SUCl! All UPDATE DE USED IN VALUIliG PUCL Il1VENTORY

I 25 FOR Tile RATE YEAR 7
t

26 A. The inventory quantities determined to be appropriate by the

27 Commission should be re-priced using the updated forecast,

28 providing that forecast appears reasonable.

29'

30~ Q. BASED 0 11 T!!E I!1FORMATIOli AVAILABLE TO YOU AT TilIS POIllT,

31- WilAT ADJUSTMEllT ARE YOU RECOMMEllDIl1G TOR LILCO'S PROJECTED

17

| ,

|

+ . . - . . . , - - - . - . . - . . - - . _ _ _ - - . . . . - . - . - . . _ . _ . . - - - __ _ _ _ _ _ _ .
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1 AVCRAGC PUCL OIL I!1VCllTORY FOR TilC RATC YEAR?
,

2 A. As shown on Exhibit (RCS-1), Schedule 7, the projected

3 fuol inventory amount contained in the Company's rato filing

4 of $50.918 million should be reduced by at least $17.402

1
5 million. Ii LILCO's averago rato year inventory for 110. 6

|
,

6 011 is determined using 36 days' burn (LILCO's average

7 inventory for 1988 and 1989), then this reduction would need 1

i

0 to bo $23.018 million.

9

10- E. Accumulated Doferred Incomo Taxes

11 Q. !!AS Ti!C COMPANY REFLECTED ACCUMULATED DEFCRRED IllCOME TAXES

12 Ill ITS DETERMillATIOli 0F RATE BASE FOR THE RATE YEAR E!!DIl1G

13 IJOVEMDER 30, 19927

14 A. Yes. LII,CO Exhlbit 11 0 . 5, Schedule 12, page 1 of 7, shows

15 accumulatoi deforred Fodoral incomo taxes being deducted
.-

16 from rate base for the rate year ended llovember 30, 1992 in
;

17 the amount of $512.852 million.

18 -LILCO Exhibit 22, Schedule 2, purports to list the

19 specific items included in the Company's average balance of

20 electric rate base deferred taxes for the 12 months onded

21 November 30, 1992. These items total S510.588 million.

'22 This is $2.264 million loss than the amount the Company has

23 reflected in its rate base calculation. The Company's
-

24 testimony offers no explanation of this; nor do the

25 Company's workpapers explain why this discrepancy exists.
.

18

. . _ _ _ _ . _ _ . _ - _ . _ _ _ . _ _ _ _ _ _ . _ _ _ _ . _ _ . . _ . _ . . . _ . , _ . _ . . _ _ _ . _ . _ . _ ,_
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i

1 In fact, wo were provided with no workpapers for LILCO4

2 Exhibit 22, Schedule 2, although t.henu were request.ed.
> !

3
>
.

4 0 DO Al1Y OP TilC ITCMS LISTCD Oil COMPA!1Y CX111DIT 22, SCllEDULO 2 )

-5 APPEAR QUEST 10!JABLE FOR RATE BASE THEATMEllT?

6 A. Yos. LILCO has listed cortain debit balances of Accumulated
7 Deferred Incomo Taxes recorded in Account 190 which may be

i
0 inappropriate for inclusion in rato base. Spocifically,

9 LILCO has included a dubi t. balance of $3.689 million for

10 Interest Expense Accrual; a debit balance of $352,000

11 relating to a settlement with Westinghouse; and a $154,000

12 debit balance associated with the gain the company realized

13 on tho saio of Mitchell Cardono.

14

15 Q. Wily llAS Tile COMPAtlY DEEll RECORDI!1G ACCUMULATED DEPEHitED

16 IllCOME TAXCS IN ACCOU!1T 190 FOR TilIS "IllTEREST EXPEllSC
*

,

17 ACCRUAL" ITEM?

10. A. In response to interrogatory CPD-143, LILCO provided t.he,

19 following explanation:
.

20 Interest Expanso. Accrual
(. 21

22 Accrued Interest Expense relating t o various tax
23 audits is currently being expensed on the
24 Company's books but . excluded from taxablo
25 income. The deferred taxes accociated with,

' :26 Accrued Interest. Expenne are recorded in Account
27

-

190.
-28
;29

30 Q. LILCO STATES TilAT TilI S ACCHUED IllTCHEST CXPEllSE IS DCI!!G

19

.~ - . , , - - - . . . _ _ . _ _ - . . _ .-.- _ _ . _ -_.- - --- . . -. . . . . . . . -
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1 RECOHDED Oli ITS BOOKS. Ill WHAT ACCOUfJT HAS Tile COMPAt1Y BEEli |

2 RECORDI!1G SUCll I!1TEREST?,

!

| 3 A. Page 63-2 of LILCO's 1990 annual report to the PSC indicates

4 that during 1990 the Company recorded $6,174,058 Interest on
i

L 5 tax assessments in Account 431, Other Interest Expense. |
).-

.

'
7 - 0 IIAS Tile COMPA11Y REPLCCTED Ti!IS I!1TEREST EXPCl1SE AS A

'

8 DEDUCTIO!1 Ill DETERMI!J111G ITS I!1COME TAX EXPEllSE FOR

9 RATEMAEI!10 PURPOSES?

10 A.- That is unclear at thfa point. LILCO's calculation of

11 Fodoral incomo tax expenso for purposos of the rato caso

12 appears at Company Exhibit 22, Schedule 1. There, LILCO

.13 shows a deduction for interest charges of $488.406 million*
P

14 however, the components of this interest deduction are not
,

15 clearly delineated in the Company's income tax wori: papers
16 that woro provided to us. Interrogatory CPB-244 attempts to .

17 obtain from the Company the information necessary to

18 understand which specific interest charges have boon

19 included in the $400.406 million amount.
20

21 Q. IF TIIE IllTEREST EXPE!1SE ACCRUAL llAS 110T DEEli USED TO REDUCE

22 I!1COMM TAX EXPE!JSE -POR RATEMAK IllG PURPOSES, WOULD IT BE

23 APPROPRIATE ' FOR RATEPAYERS TO PAY Tile C O M P A tl Y A RATE-OP-

24 RETUR!1 Oil T!!E DEPERRED I!1COME TAX AMOUt1T: FOR T!!IS ITEM WHICll

25 THE COMPA!1Y HAS RECORDED Ill ACCOUllT 1907

20

,
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i

1 A. 11 0 , it would not. Unless ratepayors have roco1vod the
l

2 benefit of this tcx deduction, they should not be required

3 to pay the Company a return on the accumulated deferred
7

4 incomo tax debit, which the Company has recorded in Account
i

5 190 for this item. Because the Company recorded such

6 intorest in a "bolow-tho-lino" account, it 10 doubtful that t

7 ratepayers have received the benofit of the duduct.lon.

H

9 0. DID Tile COMPAliY SUPPLY IllPOR!4AT10!! CO!lCCR!1111G TilC GPCCIPICS

10 0F ITS VARIOUS- TAX AUDITS UPO!1 Wil1Cil Till; ColiPA!1Y llAS IIME!4

11 ACCRUIllG Tills IllTEREST? i

12 A. 14 0 . Interrogatory CPB-147 requested the following

13 information:

14 Provide a detailed description of any IRS audit,
15 sottlements with the Internal Revenue Service,
16 or audit adjustments mado during the five years
17 ending December 31, 1990. -

*

10
19
20 The . Company refused to describe the IRS audits, .the
21 adjustments propocod in thono ins audito, or to provido

22 calculations of the Company's accrued interest relating to

I23 those proposed audit adjustments, stating as follows:

24 Decause IRS audits of t.he tax years .in which the
25 test period falls have not been-completed, the
26- requested information for 1989 and 1990 does not
27 oxint. The requestod information for tax years
20 prior to_. the test. period is irrelevant t o. the
29 Company's rate filing and is not being provided.
30
31
32 E

33

21
|
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1 Q. WilAT IS YOUR RECO!1ME!1 DATIO!1?

2 'A. The debit balance of Accumuleted Deferred Income Taxes of
3 $3.609 million relating to this " Interest Expenne Accrual"

4 should be removed from rate base.

5

6 Q. Wily IIAS Tile COMPAt1Y RECORDED A DEFERRED 111COME TAX DEBIT

7 AMOUtiT Ill ACCOUllT 190 FOR Tile h8ST111GilOUSE SETTLEhE!1T7

0 A. In response to interrogatory CPD-143, the Company provided
9 the following explanation:

10 Westinghouse Settlement
11

,

12 The proceeds from the settlement of the
13 Westinghouse breach of contract lawsuit have
14 boon recorded as incomo for tax purposes. Tho

-15 Public Servico Commission in caso 9107
16 authorized deferred tax accounting.
17
18

7 19 Q. Wily llAS Tile COMPAt1Y RECORDED All ACCUMULATED DEFER 1tED It1COME

20 TAX DEBIT Ill ACCOUllT 190 WITil RESPECT TO Tile GA111 0 11 Tilt -

-

21 SALE OF MITCllELL GARDE!1S? -

'

22 A. The Company's response to interrogatory CPB-143 contains the
23 following explanation, which appears to apply to this gains
24 Gain from Disposition of Utility Property
25
26 To record deferred taxes associated with thes

27 gain from disposition of utility property
28 pursuant to Public Servico Commission in Caco,

29 #29404.
30
31
32 Q. SilOULD Tile COMPAt1Y'S ACCUMULATED DEFERRED It1COME TAX DEHIT

33 AMOUllTS ASSOCI ATED WITil Tile WESTIllGilOUSE SETTLEMEt1T AllD Tile

-34 gal ti FROM DISPOSITIOt1 OF UTILITY PROPERTY BE IllCLUDED Ill

22

_ _ _ .
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1 f(ATE BASE SO THAT RATEPAYERS ARE REQU1HED TO PAY Tile COMPA!1Y

2 A RETUR!1 011 TilESE ITEMS?

3 A. These items should be included in rato base only if (1) the

4 ancociated bonofits are being credited to ratopayorc and (2) >

5 any deferred credits associated with these items nre

-6 nimultaneously rotlocted as reductions to rato base. 11

7 they are not, the accumulated deferred income tax debit

8 amount should be removed Irom rate baso. This adjustment

9' would'reduco revenuo requirements by about $90,000.

- 10

' 11 - F. Othor_Deforrod Credits

12 0 WilAT ARE "OT!!ER DEFERRED CREDITS"?

13 A. Other Deferrod Crodits are credit-balanco deforrod itomn,

14 which LILCO has recorded in Account 253, an account of the
._

15 same name which appears on the credit side of the Company's
16 balanco shoot. Examplea of Other Deferred Credito include

17- advanco rentals collected by the -Company,- Excess Pension

| 18 Expenso under FASB 87, lawsuit nottlement collections and
|

' 19 litigation recoveries, property tax refunds, etc.

20

21- Q. Wily SIIOULD OTilER DEFERRED CREDITS DE COllSIDERED Ill

22 C011JUllCTIO!1 WITil Tile DETERMIllATIO!1 OF RATE BASE?

23- A. .. A number of . the itomo in this account reprecent sourcen of
1:
1 24 cost-free capital which. should be reflected in the

- 25 ratomaking procenc; the boat way to do thin in to

23

1
i
i

?
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,

1 incorporate such balances as reductions to rate base.

2

3 Q. WilICil SPECIFIC ITEMS IIAVE YOU IDEllTI FI ED AS POTEllTI ALLY

4 DEI!1G APPROPRIATE FOR USE AS RATE BASE CREDITS?
'

5 A. Exhibit (RCS-1), Schedule 10, lists the items which
.

6 should be considered as cost-free capital to be rollected as !

7 credits to rate base. These amounts have been complied irom

8 LILCO's 1990 Annual Report to the llY PSC. Estimated amounts

9 for the Electric operations are shown in column 2, Concise#

- 10- reasons why each item deserves rate base treatment are

11 stated in column 3.

12

- 13- Q. Tile AMOutlTS YOU llAVE LISTED ARE AS OF DECEMBER 31, 1990.

14 WOULD IT DE APPROPRIATE TO UPDATE TilESE AMOUllTS POR USE Ill

15 Tile RATE YEAR?

16 A. Providing that the Company can produce an accurate forecast

17 of the balances for the Individual items recorded in Account
18 253, Other Deferrod Credits, for the rate year, an update of

19 these items could be appropriate.

20

21 Q. WilAT IS YOUR TOTAL RECOMME!1DED RATE BASE ADJUSTMEllT?

22 A '. As shown on Schedule 10, my recommended adjustment reduces

23 LILCO's electric rate base by S41.573 million.

24

24

_. _ _ _ . _ . . _ _ _ _ _ _ _ . _ _ _ . _ _ _ _ _ _ _ . _ _ _ , _ . _ _ . _ . . ~ _ _ _ _ . - . . _-
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1 G. Operating Reserves

2 Q. WilAT ARE "OPERATI!JG RESERVES"?

3 A. Operating reservos are accruals recorded by the Company in

4 Accounts 261 through 265 for items such as injuries and

5 damages or pensions and bonetits. Thoso Operating Reservos

6 appear on the 11eSilitiuo and credits side of the Company's

7 balance sheet. To establish these reserves, the Company
'

0- would debit an expense account and credit the reserve

9 account, similar to how the Company debits Depreciation for ;

10 that expenso and -credits the Depreciation Recorvo Account,

11 as the other side of the journal entry.

12

13 Q. Wily SilOULD OPERATING RESERVES DE CO!JSIDERED 1 11 Tile

14 DETER!il!!ATIO!1 OF RATE BASE?q

15 A. Operating reservos should be-considered in conjunction with
..

16' the determination of rate base, because the associated
,

17 oxpensos have, at some point, boon reflected in the cost of4

10 service and the reserve balanco represents a source-of cost-

19 free capital to the Company,

20

21 Q. Wilt Cil OPERATING RESERVES IIAVE YOU IDEllTIFIED AS Bell 1G

22 APPROPRIATE RATE DASE REDUCTIO!!S?

23 A.- - These are identified on Exhibit - (RCS-1), Schedule 11, and-

24. include Account 262, Injuries and Damages Reserve, and

.25 Account 263, Pension and nonefit Reserve. I omitted Account

25

- . . - _ - .; - - . - - - . - - _ - _ _ _ . ~ . - _ _ _
_ ._ _ _ _ .- - . -. . . - -.. - .- a. .
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1 265, a Storm Cost Reservo, for these reasons: (1) it is

2 unusual for this account to carry a debit balanco;

3 thoroforo, the December 31, 1990 balance did not reprecont

4 normal experience, and (2) the Company has already reflected

; 5 a $25.7 million deferred debit item in rato base for

6 Emergency Storm Cost. The sum of these items amounts to '

7 $11.013 million, of which $8.982 million is the estimated

i
0- electric portion. Rate base should be reduced by this ;

9 amount.

10

-11 IV. OPERATI!1G EXPEllSES

12 Summary
.

-13 0 IIAVE YOU PREPARED A' SCl!EDULE Wi!ICll SUMMARIZES YOUR

14 RECOMME!1DED ADJUSTMEllTS TO OPERATI!1G EXPE!1SES?
3

15 A. Yes. Exhibit (RCS-1), Schedulo 12, summarizes my
,

.

16 recommended adjustmer.ts to operating expenses.

17

10 Research and Development

!

19 Q. Il0W MUCH IS LILCO PROJECTIlJG TO S PEllD 0 11 RESEARCll AllD
>

20 --DEVELOPMEllT l'OR Tile RATE YEAR E110111G 110VEMDER 30, 19927

21 A. According to workpapers LILCO suppl 161 in support of its

22 Exhibit 5, the ' Company is projecting Research and

23- Development-("R&D") expenditures of $10.815 million for the

24 rate year.

|= . 25
|-

,

26

|
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1 0 IIAVE YOll COMPARED Tile LEVEL OP lt&D EXPEllSE PROJECTI:D BY Tile '

i

2 COMPAllY WITl! ITS ACTUAL R t. D EXPEllDITURES OVER A ItECEllT .

J llISTOltICAL PERIOD 7

4 .A. Yos, I havo. The following tablo compares LILCO'n projected

5 electric R&D expenso wit.h t.he amounta actually opent.

6 Electric Honoarch & Development Expenso
7- (riillions of Dollars)
0
9 Act.ually llo t.

10 Yoar Projected Siwant Spont.
11
12 1988 $ 9.0 $ 4.037 $ 4.963
13 1909 15.0 4.009 10.911
14 1990 15.8 11.434 4.366
15
16
17
10 For each year, 1900 through 1990, LILCO fallod t. o opend ;

19 substantial portions of I ts projected R&D experidituros.

20

21 Q. IIAVE YOU EXAMillCD Tile GROWTl! FOR Tile I!1DIVIDUAL COMPONE! prs

22 OF LILCO'S Il&D PROGRAM?

23 A. Yes. CPn Exhibit (RCS-1), Schedule 13, p rese n t.n

24 additional comparative information concerning the Company's
25 actual and projected it& D expenditures. LILCO's proposed

26 Electric Research and Development Program consists of an

l 27 in t.o rna l R&D Program and an external program. LILCO's
|

20 proposed e >. t.c r n a l program includes expenditures for

29 -membership- in -the Electric Power Honoarch Institute

30_ ( _" E P R I " ) , t. h o Empire Stolo Electric Energy Roccarch

31 Corporation ("ESEERCO"), and the New York State Energy

27
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1 Roscarch-& Dovolopmont Authority ("11YSERDA").

2 As shown on Schedule - 13, Page 1 of 2, the Company's

3 internal R&D program expenditures averaged $2.706 million

4 during the 3-year period 1987 through 1989. The Company'a

5 expense for this jumped by almost $6.2 million, or over 250%

6 in 1990. LILCO has projected its 1991 expenditures to

-7- Increase by an additional $1.4 million, more than 164 above

8 the -1990 level. LILCO's projected 1992 internal R&D

9 expenditures of $10.05 million exceed the Company's average
10 - - R&D oxpenditures for-the 1987 - through 1989 period by $7.344
11 million, or 271%.

12 -LILCO- had no expenditures for EPHI during 1987 or

13 1988. Apparently, the company found that its participation
,

14 in EPRI was not necessary or was not cost-justified. In

15 this ' rogard, I note that a significant number of other

16 electric u t.111 ties have also discontinued their EPRI

17 Membership, with some eventually rejoining, and others not.
.8- _- LILCO's R&D expenditures for ESEERCO have escalated

19 from $54,000 in 1990 to $750,000, which LILCO has projected
20 for 1991, a year-over-year increase of -1,2891. LILCO

21 projects that its ESEERCO expenditures for 1992 at $1.6

22 million, which is more than double the Company's projected
23 amount for-1991.

24. LILCO's 11YSERDA expenditures have grown, and are

25 projected to grow, at a moro modest rate, as depicted on
}

28

|
|
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1 Schedule 13.
1

2 LILCO's total electric R&D expenditures hcVe grown,

3 and LILCO projects these to continuo to grow, substantially.
4 LILCO's total electric R&D expenditures averaged about $4

5 million per year during the 3-year period, 1987 through

6 1989. LILCO's projected 1992 amount of $17.4 million

7 exceeds this average level by $13.4 million, or over 335%.,

8- Pago 2 of Schedulo 13, shows, graphically, LILeo's

9 ac t.ua l annual R&D expendituros, by program, and in total,>

10 for 1987 through 1990, and the Company's projections for
1

11 1991 and 1992. I

i

12

13 Q. IlOW MUCll 0F TIIE EXPEllDITURES OF EPRI, ESEEltCO AllD 11YSERDA

14 ARE DEVOTED TO 11UCLEAR-RELATED PROJECTS?

, 15 A. In response to .1 CPB request for inf ormation mado during
|| q

16- cross-examination (Tr. at 845), the Company Indicated that

17 approximately 12% to 13% of EPRI research.and 16% to 17% of

10 ESEERCO research in devoted to a nuclear-related projecto,

19 as indicated in the following table. tione of the 11YSERDA

20 rosearch expenditures are for nucicar projects.

21 Percentage of Expenditures Devoted to
22 11uclear Related Research
23
24 Organization 1991 1992
25
26 EPRI 13% 12%
27- ESEERCO 17% 16%
28 flYSERDA 0% 01
29

''30,

;

29

;

I

|

|
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1 Q. TO YOUR K!10WLEDGE, DO EACll OF Ti!ESE ELECTRIC UTILITY !

2 IllDUSTRY RESEARCl! AllD DEVELOPMEllT ORGAllIZATIO11S ALSO DEVOTE ;

3 SIGNIFICA!1T P0HT1011S OF THEIR RESEAHCH BUDGETS To FOSSIL

4 FUEL GEllERATIO!1, AllD SPECIPICALLY TO COAL-PIRED CEllERATIOll?
i

5 A. Yes. A review of recont R&D program doncriptionn for thono
6 organizationo revoalo that EPHI, ESECRCO, and flYSCHDA occh

7 devot.e what appears to be significant. portions of their

8- funding to fossil Luci gonoration, with significant portions

9 of t. hat, devoted t.o coal-fired generation.

10

11 0 DOES LILCO !! AVE Ally COAL-FIRED GEllERATIOll?

12 A. No, LILCO has no coal-fired generat. ion. Moreover, through

13 the year 2002, LILCO has no realistic probability of

14 acquiring or const.ruct,ing a coal-f t rod base load generating
15 plant.

,

16

17 Q. .DOES LILCO'S RATE FI LI!1G PACCAGE PRESE!1T A COST-BE!1EFIT

10 AllALYSIS Wil I Cll PURPORTS TO JUSTIPY Tile COMPA11Y ' S

19 SUBSTANTIALLY I!1 CREASED R&D SPE!1DI!1G7

20 -A. No, it does not. The testimony of LILCO witness Driscoll
,

21 briufly describes the Company's R&D program, and LILCO

22 Exhibit 14 summarizos its projected ' cost. by program _ aroa; *

23 however, the Company's filing present.o no cos t. - bo no f i t.

24 analysis for any of the programn, nor does it prosont cost
i

25 just.ification for its propored increases,
i

1-

! 30
|
|

|
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t

1 Q. ARE YOU PA141LI All WITil LILCO'S PROCEDURE OF RECOllCi LillG ITS

2 ACTUAL R&D CXPEllDITURCS WI Til ITS COLLCCTIO!!S P ROli

3 RATEPAYERS POR TilESE R&D PROGRAMS? '

4 A. Yes, I am awaro t.ha t LILCO '.<e used, and la proposing to
.

5 continue, such R&D reconci1Jation procedures.

G

,7 - Q. DOCS Tile PROCEDURE OF RECOllCILillG Tile AMOUllTS COLLECTED PROM

8 RATEPAYERS FOR R&D WITl! Tile COM P Ally ' S ACTUAL lt & D

9 CXPCllDITURES PROVIDC ADCOUATE SAFCGUARDS TO RATCPAYERS?

10 A. In my opinion it does not. Such procedures attempt to,.

11 assure t hat amountn which are projected but not spent by the
12 Company are returned to ratepayers; they do not, however,

13 sorvo to provido any assuranco t h a t. the Company's
,

i
!

14 s ubs t.a n t.l a l l y increased expenditure levels are producing a

15 commensurato bonofit to ratopayers. Indeed, such "trun-up"

16 proceduros, by providing assurance to the utility that i

17 whatever it spends would be recoverable from ratepayers,
i- 18 could- provido an inappropriato incontivo that would

19 encourego the utility t.o spend maney on borderline projects
o
| 20 or research having dubious cost-bonellt payback

21 characteristics ' hat it would nut otherwise have funded.
22

23 Q. WilAT= R&D' REVEllUC PACTOR IS C0!!TAltlCD Ill Tilt CALCULATIOllS

24- UNDERLYIllG LILCO'S RATE T1 ulflG7

25 A. The calculationa underlying LILCO'n rate filing Cxhibit. 5

,

31
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I contained a H&D revenue factor of S0.496722 per Kwh as of
; 2 September 1990. This compares to LILEO's calculated rato
1

3 year R&D revenue factor of $0.990642. LILCO's computed rate

4 year factor reprocents almost a 100% incroaco.

5 Additionally, t.he Company's H&D revenue f act.or as of
l

6 September 1990 was associated with an overcollection by the
|

*t Company of R&D expenditures as of September 30, 1990 of J

1

8 $5.117 million. In other words, the existing R&D revenue {
9 factor of $0.496722 was allowing LILCO to significantly

10 over-collect its act.ual R&D expenditures for that period. 1

11

12 Q. WilAT IS YOUR RECOMMENDATIOH7
;

13 A. I recommand that LILCO be allowod to purcuo and recover the
14 cost of its necessary R&D programs which have a favorable

15 cost-benefit payoff, computed from the perspectivo of
'

16 --LILCO'_s ratepayers; moreover, - the burdon ot demonstrating
17 that the benefit of such R&D offorts outweigh the costs

-18 should be placed upon the utility _ requesting rate recovery
19 of such expenditures. -LILCO has - shown during the 1987

~20 through 1989 period that it can operate with an annual

21 internal R&D-program funding level of under $3 million, and
22 that EPRI funding IE non-essential. Moreover, a significant

23 - portion of EPRI's and ESECRCO's R&D funding is devoted to
24 nuclear research, an area of questionable benefit to LILCO,
25 since LILCO -will not be able to operato- Shoreham as a

32
.
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1 nuclear unit. Moreover, R&D devoted to research concerning

2 coal-fired gonoration is of doubtful benefit to LILCO's

3 ratopayers; LILCO has no coal-fired generating capacity, nor

4 is LILCO expected to operate or own any through the end of
,

5 this century. Thoroforo, burdoning LILCO's ratopayers with,

6 the cost of such R&D seems unreasonable. Accordingly, I

7: recommend capping the rato year allowance for LILCO's

0 internal R&D at $3 million, disallowing LILCO's proposed

9 EPRI- amount, and utilizing LILCO's proposed rate year

10 projections for ESEERCO and llYSERDA, after removal of the

11 nuclear portion of ESEERCO's research.

12

13 0 Wi!AT ADJUSTMEllT DOES TilIS PRODUCE? '

!14 A. This reduces LILCO's proposed rato year R&D expense of

I 15 $16.015 million, by $11.220 million, to SS.595 million, as
,

16 shown on Schedulo 14 . .

17

10 Office of Training

19 Q. IIAS Tile COMPA!1Y I!1CLUDED All AMOU11T FOR PROJECTED E!4PLOYEE

20 TRAI!1IllG COSTS Ill ITS- RATE REQUEST?

21- A. Yes. LILCO's witness Skorupski identifies $7,075,400 in

22 projected employco training costs, for the rate year, as

23 shown on' Company Exhibit 12, Schedule 1. These costs are

24 . associated with LILCO's proposal to significantly expand

25~ its Office of Training.

33
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1 -Q. DO Tile PIGUltBS LISTED O!) LILCO'S EXilIDIT 12, ScilEDULE 1,

2 IllCLUDE IllFLATIO!J 0 11 Tile TEST-YEAR A M O U lJ T S , Wit T Cil 110C0

3 -APPLIED Ill DETERMI!1111G ITS RATE YEAR EXPEllSES?

4 A. 14 0 . It appears that the rate year amounta LILCO presents on

5- its Exhibit 12, schedulo 1 fall to reflect the fact that |
6 LILCO applied inflation of 7.962% on test year labor expenau ;

7 to project rato year labor expenso, or that LILCO applied a
;

O 10.07% inflation on toot year non-payroll expensos to derivo i

9 corresponding rate year oxpensos. In short, it appears that

10 LILCO's Exhibit 12, Schedulo 1 only reflects the impact of ,

11 " normalization" adjustmentr, but falls to include the impact
12 of the intlation irom the test year to the rato year

13- imbedded in LILCO's rate year expense requesc.

14

15- Q. WilAT WOULD Ti!E RATE YEAR AMOUllT FOR LILCO'S OPPICE OP
..

'

16 TRAllll!1G COST BE, IF THE TEST-YEAR TO RATE-YEAR Il1FLATIOli
,

17 WERE INCLUDED?

18 A. Instead of the $7,075,400 reported on LILCO's Exhibit 12,

19 Schedulo 1- the rato year amount, including LILCO's,

20 inflation-assumptions, would be about $7.729 million.

21

22 Q. Wily DID LILCO ESTABLIS!! ITS OPPICE OF TRAI!1111G7

23 |A. LILCO ' originally formed its Office of Training to provide
,

24- accredited training for its Shoreham nuclear plant

25 operators, while pursuing a full power opelating license.
_

I

34
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1 As !.11,CO stated in rosponso to intorrogat ory CPH-40:
4

2 The offico of Training was ontablished in the
3 fall of 1906. At that Lima, its primary :
4 function was to support tha Shoreham nuclear
5 power plant training requirements and to got
6 those training programs accredited by tho *

7 Institute of fluclear Power Operations while
0 pursuing a full power operating license for '

9 Shoreham. Consequently, the majority of the
10 Offico of Training oporating oxpenditurns woro

'
11 charged to the Shoreham Capital project.
12
13.
14 Q. AS A RESULT OF Tile SETTLEMEf1T AGREEMEllT, L i l.CO WILL 110T HE

:

15 PUTTIllG Tile Sil0RUllA14 11UCLEAR PLAllT I!! TO SERVICE. Wily IS !

16 Tile COMPAlJY STILL REQUESTil1G OVEH $7,000,000 FOR HATE YidAR

17 TRAllilllG COSTS?

18 A. Rather than dissolve this department, whose originally-

19 intonded function no longor exists, the Company has decided

20 to shift the Trajning Department's focus and request

21 additional money to perpetuate and expand it.

22

23 Q. WilAT FUllCTIO!1 WILL T!!E OFFICE OF TRAI!11tlG tlOW SERVE 7

24 A. It appears the Offico of Training will becomo a training

25 center for virtually all Company functions. In response to

26 interrogatory CPH-40, LILCO states that

| 27 As the Shoreham Settlement- Agreement (February
20 1989) is implemented, the Of fice of Training in

| 29 able tc shift its training-efforts and focus on
__ 3 0 fossil electric generation, electric
31 distribution lines, and management training.
32
33
34 According to Company witness Skorupski's testimony (at pages
35 7-9), it will provide for overything from training linemen

35

_ . . _ . . . . . . . . - . . - - - - . . , - ~ . - - - - - - - - - - - - - ~ - - - - - - - ~ - - - - - - - - - - ~ ~ - - - ~ ~ "-



_ _ _ _ _ _ _ _ _ . _ . _ _ _ . _ . _ _ - .~._. _ - _ __ _ _ ._.

a. ,

i

RALPH C. SMITH

1 to management skills.
.

'
2

3 Q. IlOW DOES Tile COMPA!1Y'S PLvPOSAL TO EXPAllD ITS Ill-llOUSC ;

4 TRAllilllG PROGRAMS IMPACT ITS COST FOR OUTSIDE SERVICES? [
.

4

5 A. The Company claims an in-house training contor will reduco i

6 the need for outsido contractors and consultants, albeit at
.

!
7 higher cost. LILCO Exhibit 12, Schedule 1 shows that the

8 increased cost of LILCO's in-house payroll of $993,000

9 exceeris the $047,000 reduction LILCO expects for consultants
,

,

10 and contractors.
1

11

12 Q. IS Tile COMPAt1Y'S REQUEST FOR OFFICE OF TRAll1111G COSTS

13 REASOllADLC7

14 A.- 110, it is not.

15

16 Q. PLEASE EXPLAI!1.

17 A. In reviewing this rato filing and the Company's rate

10 request, it becomes increasingly evident that LILCO has ''

19 transmuted from the " austerity mode" experienced during

20 1985-1900 to a mode of expansive spending, as evidenced by
21 the Company's requests for additional money to

22 substantially expand its computer operations, training

23 center, work force, maintenancu program, R&D programs,

24- demand side management programs, and a number of other OLM

25 expense areas all of which havo contributed to LILCO--

36,
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I exceeding the-annual rato increases envisioned in the Rate

2 Moderation Agrooment ("Rl4A").
.

3 Prior to t.hu Shoreham Se t.t. leme n t , LILCO was on the

4 vorgo of collapse. The Sottlement was intended to enablo

5 LILCO to survive. It was understood that. this would requiro

6 sacrificos by the Company as well as higher ratns for its .

7 consumers. Conocquently, it would be untenable for LILCO to

8 spend freely on programs such as t.his expa ruled training

9 contor, which do not appear to be essential for the

10 Company 's cont.inued operations , as envisioned in the R!4A .

. 11

12 0 . DID TilU RMA MAKE Al1Y PROVISIOl1 FOR TRAlllIllG COSTS?

I3 A. Yes. The RMA provided for $5.8 mil 1lon in tralnj ng cost.s

14 for 1992. The Company, however, 10 now requecting

15 substant.lally more. Under the circumstances, LILCO should
. ,

16 be oxerting substantial offorta to contain its discretionary

17 costs for programa like this Training Office within t.he

18 levels proviro i for in the RMA.

19-

20 0 ARE YOU PROPOSIl1G All ADJUSTME11T FOR LILCO'S PROPOSED

21 TRAll1111G CE!1TER COSTS?

22 A. Yes. As shown on Exhibit. (RCS-1), Schedule 15, I propusu
23 to reduco LILCO's recoverable cost of service by $1,780,100,
24 This adjust. ment allows the Company to recover t.he $5.0

!

j 25 million in training cost.s for 1992 provided for in the HMA.
!

| |

37i
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- 1 Information Systems Expense

2 Q. IIAS LILCO PROJECTED SUBSTAllTIAL I!1 CREASES POR 111POlt!1ATIOli

3 SYSTE!4S COSTS?

4 A. Yes. LILCO Exhibit flo . 11, f:chedule 1 projects costs

5 associated with its Office of Information Systems and

6 Technology to increase by $8,082,500, from $21,128,858 in !

.

1

7 the tost year ending June 30, 1990 to $29,211,350 in the

B- rate year ending IJovember 30, 1992. (It appears these .

9 amounto do not includo tho inflation adjustments on tost-

10 year expenso, which LILCO has incorporated in its rat.e year
- 11 expenso claim, presented on its Exhibit 16; that is, the

12 amounts shown on LILCO Cxhibit 11, omit. the " inflation"

13 column impact from LILCO Exhibit 16, and only reflect the
14 - "flormalization and Rato-Year Conditions" adjustment column

- 15 from-LILCO Exhibit 16.)
,

16

17 Q. IIAS LILCO EXPLAIllED Wi!Y IT 11EEDS SUCl! A LARGE I!1CREASC?

18 A. The testimony of LILCO witness Dimoulas, at page 4, states

19 that financial constraints experienced in the period 1904
20 through 1989 required LILCO to remain in a " maintenance

21 mode" for its information systems and hardware. The Company

22 claims, as a result of this, that its information systems
23. and hardware fell behind, and its technology has becomei

i

24 antiquated.

25

38
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1 Q. . llAS Tile COMPA!1Y PRorDSED SUBSTAllTIAL filCREASES Ill ITS

2 WORl;rORCE ASSOCIATED WIT!! Tile EXPAllSIO!1 Or ITS OPPICE OF
,

3 I!JPORMATIoll SYSTEMS A!1D TEcll!JJf.OGY?

4 A. Yes, it has. LILCO's response to interrogatory CPD-30 shows

5 that the company is projecting the following increases in

6 employees for its Offico of Informat'sn Syetems and
1

7- Tech'aulogy : >

0 11 0 . of
9 Year Emp1oyees Salaries

_

10
11 1989 164 $ 6,502,402
12
13 1990 221 9,422,091
14- 1991 250 10,739,191
15 1992 266 11,513,191
16
17
10 This -shows that LILCO proposes to add over 100 employcos
19 over t.h ree years and to increase salaries by almost 751

20 ($4.931 million).
21

22 Q. SliOULD LILCO'S PROPOSED EXPAllSIO!1 0F ITS J.!!FollMATIOli

23 SYSTEMS COSTS DE ALLOWED TO DE RECOVERED FROM RATEPAYERS Ill

24 FULL?

25 A. 11 0 , it should not.|;

26

|. 27 Q. Wily SilOULD LILCO'S PitOPOSED COST IllCitEASES FOR IllPollMAT1011

L 20: SYSTEMS 110T DE ALLOWED Ill PULL 7

29 A. There are several reasons why these substantial incroased

| 30 costs - should not be allowed to be recovered from LILCO's

39
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I ratepayors during the rate-year.

-2 First, LILCO stated that the financial censtraints

3 that at experienced riuring 1984 through 1989 inf!uenced the

4 Company to remain in a " maintenance mode" concerning ite

5 Informations Systems and twdware. ' should be recognJzed

6 that - LILCO's financial constraints have not disappeared.

7 The Pate Modera t.io n Agreement does provide LILCO with a

8 serios of rato increasos; however, even with the ItMA, LILCO

9 should be required to limit its operating expense growth.
'

10L Dramatically expanding programs such as this, at a cost

11 which far exceeds the inflation rates envisioned in the RMA,
12 should not be permitted.

13 Second, it is unreasonable for ratepayers to pay for

14 the significant expansion of-LILCO's Information Syst. ems and

15 liardware withe t receiving commensurate benefits. LILCO's

16 rate year includes substantially increased costs; however,

'17 the benef.its to ratepayers from these dramatic expansions
18 appear to be nan-existent, or not reflected.

'19 Third,- it is obvious that some data processing

20 projects are more important than others. Sco, e.g., LILCO's
,

21 responses to Staf f --Interrogatories CS-13-1 sad CS-13-3. It

22 would seem more appropriate for- only the high priority

23 projects to be funded at this time. Then, based on the

24 outcome of-Implementing those " priority" projects, including,

,

25 an evaluation of any cost savings and cfficiency
|

40<
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l improvements produced, tne other less important projects -

2 could be reassessed in terms of whether they are 11kely to-

- 3 be cost-beneficial from the perspective of LILCO's

- 4 ratepayers.
,

5 Fourth, it appears - that LILCO has begun implementing

6 some of these projects. However, others will not be

7 commencod unti.1 1992. Some projecto are forecacted by the

8 Company to be completed until beyond the end of the rate

9 year. For example, LILCO's " Customer" project in not

10 expected - to be completed until D,cember 1996 and its 4

11 " Employee" system until February 1994. See response to

12: Staff Interrogatory CIS-13-3. It would be unreasonable to

13 charge ratepayers currently for projects which are not

14 expected to be completed until after the rate year.

__ 15 Fifth, it appears that LILCO has projected that some
'

..
.

16 portion of its total Information Systems Department payroll .

17 adjustment 'should be capitalized. See LILCO Exhit:t 16,

18 Schedule 3, page 5. The labor requirement in the

- 19 development and implementation phases of thene projects in

20 apparently substantial, however, which raises doubts as to

21 whether a suf ficient amount of start-up .osts have - been

. 22 capitalized. Additionally, doubts exist as to '/hether the

23 expenses projected by LILCO will be on-going, or whether

24 these are one-time developmental costs. The testimony of

- 25 LILCO witness Dina alas , at page- 19, states that LILCO has

41
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1- completed one information systems project, and has commenced

2 eight others, out of a total of twelve. I t. would seem,

3 therefor +, that there would be costs in the test year

4 relating to those activities, which would be non-recurring.

5 Sixth, it appears that LILCO's level of test-year

6_ expendituros for Information Systems have been carried

7. forward into LILCO's rate-year projections- intact; that is,

8 there appears to be no not expense reduction for removing

9 the cost associated with contractors and consultants who
-10- would no-longer be needed. No reductions are reflected on

- 11 - LILCO Exhibit 16, Schedule 9 (Contractors) associated with
i
D 12- the Company's Information Processing Department, and LILCO
;

13 Exhibit 16, Schedule 10 (Consultants) projects rate-year

14 electric expense to show a net increase of $305,000 for the

15 Information Processing Department, primarily related to a
,

-16 $275,300 annual increase in Consultant Programming

-17 Services. Despite all' of the new employees LILCO wants to

18 hire for its Information Systems Department, the Company

19 projects the use of outside contractors to <:antinue

20 expanding.

-21
|

._ 2 2 Q. PLEASE DISCUSS LILCO'S PROPOSED OFFICE AUTOMATION PROJdCT.

23 A. LILCO's Office Automation Project- involves the

24 interconnection of personal computers and LILCO's mainframe,
25 for an integrated computer environment. The Company iu

,

._
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.1 currently in Phase I of the plan. Mr. Dimoulas' tesLimony,

2_ at pages 20-22, indicates that there are four phases to the

3 Company's plan. LILCO projects that its system will be

4 fully implemented in late 1993.

~5

6 0 !!AS Tile COMPANY PROPOSED A PRODUCTIVITY ADJUSTMEllT FOR TilIS

7 PROJECT?

8 A. Yes, supposedly, LILCO's productivity adjustment relates to

9 this project. Mr. Dimoulas' testimony, at page 22, claims

10 that the Company's 1% productivity savings adjustment

11 relates to this Information Systems project. <

11 2

13 Q. DOES Tile REFLECTION OF A 1%_ PRODUCTIVITY FACTOR APPLIED TO

14 PAYROLL. EXPENSES TO DETERMIllE A RATEMAKING ADJUSTMENT APPEAR

15 TO DE ASSOCIATED WITil IMPLEMENTI!1G COMPUTER PROJECTS OR

16 SPECIFICALLY TO LILCO IMPLEMEt1 TING ITS OFFICE AllTOMATIOf1

|
17 PROJECT?

18_ A. No,_ it does not. The application of a 1% productivity

'19 - adjustment, i.e., tim exclusion of 1% of payroll expense

20 'a s s o ci a t.ed with improved produc ti vi ty , appears to be

21- consistent with established Commission precedent. See,
|
'

-22 v.g., the Commission's Decision in Case 89-G-179 (National-

23 Fuel -Gas Distribution Corporation), Case _28_796 (Niagara
'

24L Mohawk Power Corporation), and Ca;e 29088 (National Fuel Gas

25: Distribution Corporation). Additionally, the recommended
|
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1 decision in Cases 90-G-0734 and 91-G-0019 (National Fuel Gau
"

2 Distribution Corporation), issued May 1, 1991 staten as

-3 followst

:4 Productivity
5
6 Typically, the Commission applies a 1%
7 productivity factor- to a utility's payroll
8. expenses to account for all savings
9- opportunities which might arise in the course of

'

10 the rate year, which have not;been specifically
11- accounted for in the calculation of the

-12 company's cost of service. In this-proceeding,
13 Staff-proposed to make this standard adjustment.
14,

15 * * *

16
17 The Company's productivity study has failed to

- 18 - identify- all sources of productivity
*

19 opportunities in the rate year, and so must be
-20 -rojected. Staff's proposed adjustment should be.

21- adopted.'

22
. -23
j. 24 Thus, it appears that a 1% productivity adjustment would be

f 25- made - as a matter of course, regardless of LILCO's Of fice
,

j; - 2 6, Automation project. If there is additional prodt.c t ivi ty

27 associated with LILCO's Of fice . Automation project, then an-

'28 . addit'lonal productivity adjustment should be reflected in
3'

29 the rate year.

;20-
,

-31 Q. HAS LILCO PERFORMED ANY LABOR PRODUCTIVITY ANALYSIS?

32 A. -No. According to LILCO's response to interrogatorv CPD-170,
=33 no Company-wide labor productiv11y analysis has been done

4

- 34_ during the pasc. three years.

! 35 -Q. SIIOULD Tile COMPANY'S PROPOSCD COSTS ASSOCIATED WITil OPPICE

:

( 44
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:1 'AUTOMATIOtt BE 111CLUDED 1 11 FULL IN RATE YEAR Ol'ERATI!1G
!

2 EXPEllSES? |

3. A. 11 0 .

4

5- O. WIIY 11 0 T ?

6 A. First, this project, according to the Company, will not bo

7- completed until late 1993, substantially beyond the end of

8 the rato year.

9 Second, this project appears to be primarily capital

10- in -nature. It involves the acquisition of computer-

11 hardware, and the implementation of computer systems over a

12 period of time-exceeding one year. LILCO's costs for Office

13 Automation are included in the amount shown on Company

14 Exhibit. 11, Schedule 2; however, such costs are not

15 segregated - f rom the other information systems costs also

- 16 included on that schedule. It -i s possible that a larger-

- 17. proportion of the costs associated with LILCO's Office

- 18 Automation project than those reflected by the Company in

19 the' rate year should be capitalized.

20

21 'O.- HAVE Tile PRICES OF Tile TYPES OF COMPUTER SYSTEMS BEI!1G

22 PURCHASED BY LILCO BEET 1 REDUCED - SIllCE Tile COMPAt1Y FILED ITS

23- RATE CASE?

24 A.- Yes. Such costs have been alashed dramatically. LTLCO~has-

25' contracted with Digital Equipment Corporation '"DEC") to

45
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-1_ provido computer systems and services which are anticipated

2- .to link twenty of LILCO's offices and power plants during
'

3' the r xt two years. DEC will supply its A11-in-1 software,

4 which includes document processing, electronic messaging,

5 teleconferencing, graphics, and a spreadsheet. Also

6 included in the $7 million contract are DEC-supplied VAX

-7 6000 and VAX 4000 computers, and MicroVAX 3100 systems.

0. In the week of May 6, 1991 DEC clashed pricca for its

9 VAX 6000 minicomputer line by as much as 37%, and cut prices

10 on upgrados by betwcan 30% to 69%. A DEC usors advisory

11 service has also announced that users can soon expect to see

12- - price cuts on DEC's VAX 4000 computer product lines as well.

13' It is possible that the prices reflected in the

.14 Company's rate year projections for Information Systems

15 hardware do not reflect ~ this latest amount of DEC price
.-

16. cuts. Additionally, it would be unwise for LILCO to spend .

17 significant amounts - of money on VAX 4000 computers

.18 currently, when price cuts on that line are expected to_ be

19 announced in the near future.

'20

21- Q. . ARE YOU AWARE OF ANY PRECEDENT IN NEW YORK RELATING TO THE ,

22 DFFERRAL OF RATE RECOVERY OF UTILITY INFORMATION SYSTEMS

23 COSTS TO CORRESPOND WITli THE PERIOD OF BENEFIT?

24 A. Yes. I am-aware of the Commission's Opinion No. 90-8, which

'25 ~ approved a-stipulation between Staff and Rochester Telephone

46
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1 . Corporation ("RTC"). This opinion, at pagos 44-45, provided

2 as follows concerning the appropriate ratemaking treatment

3 of RTC's development of its naw Information Managemont

4 systems:
5
6 Expense Deferrals

-7
-8 RTC originally sought to recover projected
9 rate year costs related to the development of

10 its new Information Management Process System
11 (IMP) ....

12
13. The IMP-system is made up of several computer
14 systems aimed at replacing RTC's present system,
15 which was designed in the 1970s using currently
16 outdated technology. RTC states that this
17 system will moot its needs through the 1990s and

-

18 has estimated total costs through 1998 of $46[.5
| 19 million] The company has justified the....

! 20 expenditure by estimating $59[.7 million] In...

21 labor savings during this some period.
22-
23 A great deal of uncertainty surrounds the

, - 24 company's implementation timetabJa, overall cost
j. 25 projections, and use of the system by
|

26. subsidiaries- Thorofore, staf1 and the company.

27 have agreed that, except for $787,000 of rate -

,

|- 28 year costs for- systems already implemented,
| 29 costs for new systems should be deferred until
l 30 implementation, and amortis:ed when labor savings

31 are projected to begin.

32 Like RTC, LILCO is attempting to update its computer systems
1

33 .for uso in the 1990s, and to replace currently outdated

34 Lochnology. Like RTC, a number of LILCO's major information
,

.
35 systems projects will be completed in periods beyond the

1

36 rate year. Like RTC, uncertainties exist with respect to

'37 LILCO's cost proj er !Ons and implementation timetable. Like

38 .RTC, the benefits to be produced by LILCO's information

39 system upgrades are anticipated to occur over a future

47
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1 period. The Commission determined that the deferral of rate

2- recovery for RTC's information system costs was reasonable.

3 Deferral of LILCO's substantially increased information

4 system costs is also reasonable, and would best match the

5 period of cost recovery with the poriod benefitted.

6-

7 -Q. WHAT IS YOUR RECOMMENDATIO!1 CO!1CERNING TiiE COMPANY'S

8 INCREASES IN INFORhATION SYSTEMS COSTS 7

-9- A. I recommend that the increase in such costs associated with
-10 LILCO's requested expansion of its Information Processing

11 Department not be passed on to ratepayers, _but rather that

12- it be - deferred so that it may be recoverable by LILCO-

-

~ 13- through rates during the period in which the benefit

-14 associated with such costs occur. Additionally, LILCO

15 should be required to show the cost-savings benefits;*
~

16 resulti..** from its substantial exponditures in this area.
.

17-

18 Q. WHAT AMOUNT OF DEFERRAL ARE YOU RECOMMENDING?

19 -A. Office of Information Systems and Technology growth costs

L20- allocated to electric O&M expense in the amount of

'21 $3,999,300, as identified in LILCO's response to CPD-37,

-22 should be disallowed from current rate recovery, and.

.23 recorded in a deferral account.

-24-

; 25 'O. WHAT IMPACT DOES THIS ADJUSTMEhT HAVE ON LILCO'S RATE YEAR

| 48
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1 REVENUE' REQUIREMENT?

2 A. Thic adjustmont reduces tho revenuo requiremont by about $4
..

3. million.

4

5 Employee Associations and Miscellaneous Items

6 Q. IIAS THE COMPANY INCLUDED EXPENSES IN THE TEST YEAR FOR

7 ITEMS SUCil AS EMPLOYEE ASSOCIATIO!1S, CIIAUFFEURS FOR COMPAllY

8 OFFICERS, PERSONAL USE OF COMPANY AUTOMOBILES, EMPLOYEE

9 CAFETERIAS, AllD EMPLOYEE ACCIDE!!T IllSURANCE?

10 A. Yes. The test year includes expenses-for these items.

11

12- Q. SilOULD - TIIE COMPANY'S EXPENSE FOR TilESE ITEMS DE CllARGED TO

'l 3 RATEPAYERS?'

14 A. No. Those expences are not noccusary to accomplish the
*

15 Company's prima ry purpose of providing safe, reliable, and
.

16 reasonably priced electric service. Such expenses do not

17. benefit customers.

.. .18
i

19 10 - PLEASE ' DISCUSS - THE AMOUllTS IllCLUDED Ill T!!E TEST YEAR - AllD

20 THE APPROPRIATE RATEMAKING TREATMEllT_FOR EACH ITEM.

21- A. Intorrogatory CPD-120 asked the Company tos-

> 2 2. List each athletic and employee association to.

23 which the company contributes and tiio associated
; 24 amounts for each test year and proceding. year.

.

25-
26' The Company's response stated:

.27 The Company con t ri bu tes to t.ho LILCO Employee
28 Association. For the test year the annua 11 zori

49
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1 amount was $11,000.
2
3
4 Thus, tho test year includes $11,000 for employee

5 associat.ons. I am recommending that the electric expence

6 portion of this amount. be d.isallowed.

7

8 Interrogatory CPB-122 asked LILCO:
'

9 Fnr 9ach of tho following benefits indicato
10 whether cho Company offers such benofit; which
11 classes of employees are eligible for it; the
12 annual cost of such benefit in each year 1987-
13 1990, the test year and the rat 9 year, the
14 Electric expense amount; and provide a copy of
15 Company policies concerning eligibility.
16
17
18 The Company's response stated as follows concerning

19 Chauffeurs:

20 Chauffeurs are not provided to any employee as a
21 benefit. There are 3 union employees who are
22 both chauffeurs and mechanics who transport
23 Company officers, when necessary, on businesa
24 functions. The t.hree work as mechanics when not
25 providing chauffeur services. The annualized,

26 cost of this test year was $146,809.60.
27
28
29 The Company's response does not identify the Clectric

'

30 expense portion of the $146,810 associated with Chauffeur

31 service, as distinguished from Mechanic service. I am

32 recommending that ratepayers not be charged with the cost of

33 providing Chauffeur service to Company officers, and have

34 reflect.ed an exclusion of one-tenth of the $146,810 as the

35 adjustment on Schedule 16,

36 CPB-122 had requested the Electric expense amount of
50
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1 each 1isted item. The Company's response stated- that it

2 subsidizes employee catotorias to a maximum of S60,000.

3 Ratepayers should not subsidize LILCO's employee cafeterias,

4 and I am recommending the disallowance of this expense.

S

6 Q. WilAT ADJUSTMENT TO RATE YEAR EXPEllSE ARE YOU RECOMMENDING AT

-7 T!!IS TIME FOR Ti!ESE ITEMS?

8 A. As shown on Schedule 16, $94,300 of rate year expense

9 should bo dinallowed. The octimated electric po r t. i on at

10 this is $07,200.

11

12 Personal Security for Chief Executive

13 Q. IIAS LILCO INCLUDED IN TEST YEAR EXPENSE Tile COST OF ANY OF

-14 Tile SPECIAL BENEFITS IT PROVIDES TO ITS Cl!1EF EXECUTIVE?

-15 A. Yes, Interrogatory CPB-219(c) asked:
,

16 Has any- amount been included in test year or
17 rato year electric expense for the $10,000 por

-18 year LILCO 10 paying for Dr. Catacocinos''

-19 personal security and separate d isabi li t y
20 benefLts? If so, please identify the amount,
21 state how much han been included in electric
22 oxpor ton , and identify where this in recorded.

'23
24
25- -LILCO's response. Indicated that $9,000 has been included in

26 test year'olectric expense:

27- The test year -included $10,000 of- which
28 approximately $9,000 has boon allocated to - the
29 electric businesc and $1,000 .to the gas
30- business. The cost is recorded in account 921-

.31 Administrative and General Expensos..

-32
33

51
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1 :Q. SilOULD TIIIS COST BE RECOVERED Ill RATES?

2 A. No, it should not. LILCO's response to interrogatory CPB-

-3- 219(b) and (d) indicates that the Company has appropriately

4 excluded from rate recovery the costs associated with its

5 special executive contracts and Dr. Catacosino's conculting

6 contract. LILCO recognizes that such costs are

7- appropriately borne by its shareholders:

8 The Agreements with executives noted on pages
9 12-13 of the 1991 Proxy Statement are recorded

10 "below-the-line" as shareowner costs and,
11 therefore, are not included in the test year.
12. (LILCO's response to CPB-219(b).
-13
'14 _

' funded by. LILCO sharoowners and, therefore, no
Dr. Catacosinos" consulting contract is being

15
16 costs have been included in the test year.
17 (LILCO's response-to CPB-219(d).
18
19
20 Similarly, the special personal security- and separate

21 disability benefit costs disclosed in LILCO's proxy
.

22 statement should also be excluded f rom rates, and borne by

23 shareholders.

: 24

25 Q. WHAT ADJUSTMENT TO RATE YEAR ELECTRIC EXPEllSE IS NECESSARY?

26 A' Rate year expense of $10,000 should be disallowed. This is

27 the test year electric expense amount of $9,000, increased

28 for LILCO's assumed inflation from the test year to the rate
.

29 year of 10.07%.

30

52
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1

1 Other Employee Compensation I

!

2 .' Q . HAS LILCO PROJECTED EXPAllSIOli OF ITS EMPLOYEE COMPEllSATIOli

3 PROGRAMS?

.4 A. Yos. LILCO Exhibit-16, Schedulo 26 projects an expansion of

5. Other employee compensation for Educational Assistance, and

6 has added $145,100 to test year and $159,700 to rate year

.7 electric-operating expense for this.

8

9 Q. IS TilIS APPROPRIATE?

10 A. No. The Company's requested expansion of its employee,

.

11 benefit programs should be - rejected. Or, if the Company

12 desires to have Its employees trained b) furthering their

13 oducation at outside institutions, then a corresponding

'14 amount of expense should be re.noved from the Co:,pa ny 's

15 internal training conter cost.
,

l-

16

17- Q. WHAT ADJUSTMEtJT. WOULD YOU RECOMMEt1D?

18- A. I recommend that the rate year expense be reduced by

19 -$159,700 to remove this--increased expense.

20-
|

| 21- Insurance Expense
1

. ! 2 2 :- Q. WHAT AMOU1T OF It1SURAt1CE EXPEllSE ilAS LILCO REFLECTED.It! Tile

!- 23 -TEST YEAR EllDIl1G JUllE 30, 1990?

24 A. As shown on LILCO's Exhibit 16, Schedule 7, pages 1 and 4 of

25 5,- the Company has reflected electric operations and

53
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,

l maintenance insurance in the test year of $8.321 million.

2-

3L Q. WIIAT ADJUSTMENT DOES LILCO PROPOSE .TO TilIS TEST YEAR

.4 ELECTRIC EXPENSE AMOUl1T?

5 A. As shown on LILCO Exhibit 16, Schedule 7, page 1, the

6 Company proposes to increase the test year amount by

.7- $838,000 or 10.07% for inflation through the rate year.

8 Additionally, LILCO shifts $410,000 of rate year expense

9 from its electric operations to its gas operations, as shown

10 on Company Exhibit 16, Schedule 7, page 3 of 5.

11

12 Q. DO LILCO'S -WORKPAPERS Si!OW HOW THIS ALLOCATION S!!IFT

13 ADJUSTMENT WAS DERIVED?, .

,

14 A. It appears that LILCO's workpapers do not show how this

15 adjustment was calculated. The workpapers supplied to us by
16- LILCO for its-insurance expense amounts appearing on Company
17 Exhibit 16,. Schedule 7, detail how LILCO derived the $8.321
18- million test year amount of electric insurance but do not

;191 appear to contain the Company's calculations of this!

20- allocation adjustment. Interrogatory CPB-245 requests LILCO

21 to provide the calculation of its $372,600 test year

, . 22 adjustment shown on LILCO Exhibit 16, Schedule 7, page 3 of

- 23 5. LILCO inflated this $372,600- amount by $10.07% to

24 derive its rate year adjustment amount of $410,100.

25
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1- Q. DOES LILCO'S Ph0 POSED . ELECTRIC IllSURAt1CE EXPEllSE APPEAR TO

2 13E REPRESEllTATIVE OF CURREliT EXPERIEllCE?

3 A. !!o , it does not. LILCO's 1990 electric insurance expense is

4 -- substantially less than LILCO's test year, and proposed. rate

5 year amounts. Additionally, LILCO's insurance expense has

6 - shown a declining trend over the past four. years; therefore,

7 LILCO's application of an inflation factor to this expense

8 does not appear to be justified.

9

10 0 S!!OULD LILCO'S PROPOSED ELECTRIC INSURANCE EXPEllSE DE

11 ADJUSTED?

12 A. Yes. An adjustment is necessary .to remove the apparent

13 overstatement contained in the Company's proposed rate year

14 amount for this expense.

'
15

, . .

16 Q. PLEASE EXPLAIN YOUR PROPOSED AD IUSTMENT FOR IllSURAllCE .

17- EXPENSE.

18 A. The calculation of this adjustment is shown on Schedule 17.

19 Interrogatory CPD-151, among other things, requested the

- 20_ Company to:

|'
l 21 Itemize eacn component of the insurance expense
'

22 ' included in the test year, and provido
23 comparative information for ' the preceding five
24 years. .Also-state tie actual expense in 1990.
25

'26
27 The C c.u pa ny ' s. response indicates test year electric

28 Insurance expense amounted to $8,321,000. In comparison,.

55
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1 the Company's response shows that its actual 1990 electric

2 insurance expense was $6,942,000. The information supplied

3 by the Company in response to CPB-151 thus indicates that

4 LILCO's test year electric insurance amount would overstate

5 this expense by $1,378,200 in comparison with the actual

6 1990 expense.

7 The Company inflated its test year non-payroll

8 expenses, including insurance expense, by approximately

9 10.07% to derive the corresponding rate year amounto.

10 Because the actual 1990 amounts already include the impact

11 of inflation or deflation for the period July through

12 December 1990, the corresponding inflation factor to restate

13 the actual 1990 amounts for the rate year is 7.813%. The

14 decrease in insurance expense for the rate year ending

15 November 30, 1992 is $1,673,700, as shown on Schedule 17. I
.

16 should note that this adjustment will be revised, if

17 necessary, pending receipt of LILCO's calculations of its

18 allocation shift amount (requested in interrogatory CPB-

19 245.)

20

21 Q. IIAVE YOU EXAMIllED Tile TREllD OF Tile COMPAfiY'S Ills URAtlCE

22 EXPETSE IN RECE!1T YEARS?

23 A. Yes. As shown quantitatively and graphically on CPB Exhibit

24 (RCS-1), Schedule 18, the Company's electric expense for

25 directors' and officers' liability insurance and other

56
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1 liability insurance + aked in 1987 and has declined each

2- year since then, as nas the cost of the Company's total

-3 liability and property insurance.

4- Additionally, exclusive of the Company's new property

5 insurance coverage for Transmission and Distribution which

-6 commenced in 1989, LILCO's cost of property insurance peaked

7 in 1986 and has declined each year, as shown graphically on

8 Schedule 18.
,

9

10 Q. WHAT IMPLICATION DOES THE DECLINING TREND OF LILCO'S

11' INSURANCE COST 11 AVE WITH RESPECT TO PROJECTING Tile RATE

12 YEAR AMOUNT FOR THIS EXPENSE?

13' A. The declining cost for insurance coverage that has been

14 experienced by LILCO in recent years causes me to question

15 whether an inflation factor should be applied to this

1_6- expense in order to project the rate year amount. If no

17 inflation is applied to LILCO's actual 1990 amount of

18 insurance expense of $6,942,000, then the amount of the rate

| . 19 year: adjustment as shown on Schedule 17 would be $1,806,000.

20- (This is computed by subtracting the actual 1990 amount of

21 $6,9.42,800 from LILCO's rate year insurance expense amount

22 of $8,748,800.) After reflecting the test year (i.e., non-

13 inflated) impact of LILCO's allocation shift, the adjustment

|| 24 would be $2,718,600 (computed $1,806,000 plus allocaLlon

- =25 shift impact, which reducers electric expense by $372,600) .
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1

2_ Payroll Inflation

'3 :Q. WilAT AMOUt1T OF It1FLATIOft ilAS LILCO PRGPOSED?
.

4 A. LILCO's Exhibit 16, _ Schedule 3, page 1 of 14, shows that

S LILCO has added labor expense inflation of $1I.126 million

6 to the test year._ _ .
7 Q. WilAT AMOUf4T OF I l1FL ATI Oli IS SUPPORTED BY LILCO'S

8 WORKPAPERS?

9 A. LILCO's workppers for electric labor expense calculate

10- inflation of $11,074,880. This _is comprised of the

11- following: Officer inflation of $161,731; Non-officer

12 inflation of $9,119,067; Overtime inflation for collective

13 bargaining contract employees .of $1,409,671; and Overtime-

14 inflation for management' employees of $384,411.

15
.

16 Q. -IS LILCO'S PROPOSED INFLATION AMOUllT= POR LABOR EXPEt1SE

' 17 -OVERSTATED?

18 A. Yes.- Dased upon- the calculations provided in LILCO ' s--

19 supporting workpapers,- the- $11.126 million appearing on

20 LILCO's Exhibit 16, Schedule 3, page_1 of 14, is overstated

21 by $51,120.

22-

23 Q. SIIOULD AN ADJUSTMENT BE MADE?

24 A. Yes. Electric labor expense inflation should be limited to

25- the $11.075 million amount contained in LILCO's workpapers.
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-1 LILCO's rate year labor expense should be reduced by $51,000
2 to correct for thic Company exponce ovorotatement.

:3

4 Wo1kiorce

S Q. IIAS LILCO'S WORKFORCE I!1 CREASED SUBSTA!!TIALLY Ill RECEllT

6 YEARS?-

7 -A. Yes, it has. LILCO's wothforce has increased by 391-

8 employees, from 6,239 at December 31, 1989 to a level of

9 6,630 at Docombor 31, 1990. This reproconto about a 6.3%

10 -increase in the number of ~ employees constituting LILCO's
11 workforce during_1990.

12-

'

13' O !! AVE OTifER UTILITIES BEEN DECREASING TilEIR WORKFOfiCE?

14 A- Ye s .- Aa- an examplo, LILCO's neighboring utility,

2 .-_
15-_ Consolidated Edison, has placed an ongoing emphasis the

,

16 of ficiency _ and productivity improvements; accordingly, Con
17 Ed reduced its workforce by more than 1M since 1981,- from
18 22,800 to about 19,500 at December 1990.

19

-20 Q. DOES LILCO'S- PROPOSED EXPENSE _ LEVEL FOR THE RATE -. YEAR-

21 ' REFLECT EVEN MORE POSITIOt1S?,

22 A. Yes, .it does. The Company's -exhibits show extensive,

23 increases for the addition of new positions.

24 Q. IS LILCO'S_ RAPIDLY IllCREASIl1G WOREFORCE A CAUSC POR

l' 25 CONCERN?
I

; 59
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I ~ A. Yes, it is. LILCO's substantially increased workforce is

.2. adding costs, which LILCO, in turn, is requesting be

3 recovered from ratepayers. Additionally, LILCO's

4 substantial workforce additions _ appear to be contrary to the
.5 trend in the utility industry to downsize workforce by

6 emphasizing efficiency and productivity improvements.

'7 LILCO, itself, was ablo to decrease its workforce from 1987

8 to 1988, and from 1988 to 1989. Drematic increases in

9 the Company's workf orce lovel would coom to be inconsistent

10 with the rate moderation agreement, which assumed implicitly
ill that LILCO would attempt to continue diligent efforts to

-- 12 - control its operating costs within the parameters specified

13 in the RMA.

.- 14 Finally, one must be concerned about whether

15- ratepayers are receiving-a commensurate benefit, in the form
.

16 of improved service, improved productivity, or other cost
.

-17 reductions, which would justify LILCO's drastic increases in

18' its employee levels.

19

20 .Q. HAVE YOU COMPARED - THE CHANGCS IN LILCO'S WORKFORCE WITil

-21 THOSE OF ITS NEIGHBORING UTILITY, CONSOLIDATED EDISON?-

.22 A. Yes. This comparison is shown on Exhibit _ (RCS-1),_

23. Schedule 20. This schedule shows, while Consolidated Edison

24 has been able to achieve improved efficiencies through

25 -workforce reductions each year, in contrast, LILCO was able !

l
|
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1- -to achieve modest. workforce reductions- during 1988 and

-2 1989; however, LILCO'e s ubs ta n t.la l hirings during 1990 have

-3- produced LILCO's largest year-end workforce i n the past five

4 years, and possibly over a longer period as well.

5

6 Q. ARE _ YOU PROPOSING ANY ADJUSTMENT WITH RESPECT TO LILCO'S

7 ACTUAL AND ADDITIONAL PROJECTED WORKFORCE INCREASES?.

-8 A Yes. LILCO's rate year labor expense should be reduced for

9 all currently unfilled positions. Interrogatory CPD-171 and

10- CPB-240 have requested information from LILCO concerning

11 unfilled positions. We are awaiting the receipt of the

12 requested information from the Comtiany.
-

13

14 Property Tax Expense

15 Q. HOW MUCH ELECTRIC PROPERTY TAX EXPENSE HAS LILCO INCLUDED IN
.

-16 ITS~ RATE YEAR EXPENSE CLAIM?-

- 17- A.- As indicated on Exhibit 22, Schedule 3, page 1 of 2, LILCO's

-18 -filing includes property tax expense in the amount of $220

19 million.

-20-

'21~ Q. HOW DID LILCO DERIVE THIS AMOUNT 7 |

22 A. LTLCO's workpapers indicate that this amount was derived by'

-23 taking its electric property tax expense for t.he test year

24 ending June 30, 1990 of $203.189 million and escalating this

j!5 amount by 1.0827. The escalation includes inflation for 2 - "

:
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'l full years, the first year at 4%, and the second at 4.1%.

-2

3 Q. DOES - IT APPEAR TilAT Tile COMPANY'S RATE YEAR PROPERTY TAX

4 EXPENSE IS OVERSTATED?

;5 A. Yes, it does. LILCO's electric property tax for 1990, as

f stated on page 57B of its annual report to the PSC, amounted *

7 to $192.675 million. This is about $10.5 million loss than
8 LILCO's test year electric property tax of $203.189

9 million,- from which LILCO applied escalation factors to

10 derive its forecasted rate-year amount. Additionally, in a

11 letter dated April 19, 1991, LILCO stated that its property

12- tax expense in its electric rate case filing, Exhibit 22,

13- Schedule 3, "should be changed from $120 million to

14 $201,764,000 to reflect the latest known taxes "

15

16 Q. WHAT ADJUSTMENT HAVE YOU REFLECTED?,

,

'
.17 A. I . have reflected an adjustment to reduce the - Company's

18 property tax amount by $18.236-million, which reflects the

. 19' latest known. taxes, as identified by the Company.
- 20

21. Depreciation Expense

22 Q. -ARE-YOU PROPOSIllG AN ADJUSTMENT FOR RATE YEAR DEPRECIATION,

23 EXPENSE?

24 A Yes. As the result of my recommended adjustment to remove;

'

25 LILCO's apparent overstatement of projected rate-year plant

62
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1 -in service, depreciation for- the rate year- must also be

2' reduced.

.3

4 Q. IlOW DID YOU CALCULATE Tile RECOMMEtJDED ADJUSTMENT?

5 A. I applied LILCO's composito depreciation rato to the amounts

6 of electric and common plant adjustments. This calculation

_

7 is shown on Schedulo 21, and reduces rate year depreciation

8 expense by $1.428 million.

~9

10 Q. DOES TilIS ALSO IIAVE AN IMPACT O!! Tile AVERAGE RATE YEAR

11 . BALANCE OF ACCUMULATED DEPRECIATION?

12- A. Yos. The averago rate year balance of accumulated

13- depreciation is reduced by $714,000. Rate base increases by

14. .an identical amount.

15

16_ Q. .DOES THAT CONCLUDE YOUR TESTIMONY?

-17 A. Yes. With the exception of items that must be updated and

18 for issues relating to outstanding interrogatories.

19.
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RALPII C. SMITil

OUALIFICATIONS
.

Accomplishments-

Mr. Smith's professional credentials include being a certified financial*

planner, a licensed certified public accountant and attorney. lie functions as
project manager on consulting projects involving utility regulation,
regulatory policy and ratemaking and utility management. IIis involvement

. in public utility regulation has included project management and in depth
analyses of numerous issues involving telephone, electric, gas, and water and
sewer utilities.

Mr. Smith has performed work in the field of utility regulation on behalf of*

industry, public service commission staffs, state attorney generals,
municipalities, and consumer group.! concerning regulatory matters before
regulatory agencies in Michigan, Missouri, Maine, Mississippi, Minnesota,
Florida, Georgia, Ohio, Pe.msylvania, Arizona, Alabama, Louisiana, South
Carolina, North Carolina, Connecticut, New Jersey, New York, Texas,.

Nevada, Kentucky, Alaska, FERC, and Canada, as well as various stato and
federal courts oflaw. IIe has presented expert testimony in regulatory
hearings on behalf of utility commission staffs ud interven:rs on several
occasions,

e - Project manager in Larkin & Associates' review, on behalf of the Georgia
_ Commission Staff, of the budget and planning activities of Georgia Power
Company; supervised 13 professionals; coordinated over 200 interviews with
Company budget center managers and executives; organized and edited,,

voluminous audit report; presented testimony before the Commission.
Functional areas covered included fossil plant O&M, headquarters and
" strict operations, internal audit, legal, affiliated transactions, and
responsibility reporting. All of our findings and recommendations were
accepted by the Commission.

Key team member in the firm's management audit of the Anchorage Water*

and Wastewater Utility on behalf of the Alaska Commission Staff, which,

assessed the effectiveness of the Utility's operations in several areas;
responsible for in-depth investigation and report writing in areas involving
information systems, finance and accounting, affiliated relationships and

RCS 1
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transactions, and use of outside contractors. Testified before the Alaska
Commission concerning certain areas of the audit report. AWWU concurred
with each of Mr. Smith's 40 plus recommendations for improvement.

Co-consultant in the analysis of the issues surrounding gas transportation.

performed for the law firm of Cravath, Swaine & Moore in conjunction with
the case of Reynolds Metals Co. vs. the Columbia Gas System, Inc.; drafted
in depth report concerning the regulatory tccatment at both state and
federallevels ofissues such as flexible pricing and mandatory gas
transportation.

Lead consultant and expert witness in the analysis of the rate increase.

request of the City of Austin Electric Utility on behalf of the residential
consumers. Among the numerous ratemaking issues addressed was the
economics of the Utility's employment of outside services; provided both
written and oral testimony outlining recommendations and their bases.
Most of Mr. Smith's recommendations were adopted by the City Council and
Utility in a settlement.

Key team member performing an analysis of the rate stabilization plan.

submitted by the Southern Bell Telephone & Telegraph Company to the
Florida Public Service Commission; performed comprehensive analysis of the
Company's projections and budgets which were used as the basis for
establishing rates.

Lead consultant in analyzing Southwestern Bell Telephone separations in.

Missouri; sponsored the complex technical analysis and calculations upon
which the firm's testimony in that case was based. IIe has also assisted in
analyzing changes in depreciation methodology for setting telephone rates.

Lead concultant in the review of gas cost recovery reconciliation applications.

| of Michigaa Gas Utilities Company, Michigan Consolidated Gas Company,
and Consuriers Power Company. Drafted recommendations regarding the
appropriate rate ofinterest to be applied to any over or under collections,

and the proper procedures and allocation methodology to be used to

| distribute any refunds to customer classes.
|

Lead consultant in the review of Consumers Power Company's gas cost| .

recovery refund plan. Addressed appropriate interest rate and compounding
t

procedures and proper allocation methodology.

RCS-2
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Project manager in the review of the request by Central h1aine Power*

Company for an increase in rates. The major area addressed was the
propriety of the Company's ratemaking attrition adjustment in relation to its
corporate budgets and projections.

Project manager in an engagement designed to address the impacts of the.

Tax Reform Act of 1986 on gas distribution utility operations of the
Northern States Power Company. Analyzed the reduction in the corporate
tax rate, uncollectibles reserve, ACRS, unbilled revenues, customer advances,
CIAC, and timing of TRA-related impacts associated with the Company's tax
liability.

Project manager and expert witness in the determination of the impacts of.

the Tax Reform Act of 1986 on the operations of Connecticut Natural Gas
Company on behalf of the Connecticut Department of Public Utility
Control - Prosecutorial Division, Connecticut Attorney General, and
Connecticut Department of Consumer Counsel.

Lead Consultant for The hiinnesota Department of Public Service ("DPS") to.

review the blinnesota Incei tive Plan (" Incentive Plan") proposal presented
by Northwestern Bell Telephone Company ("NWII") doing business as U S
West Communications ("USWC"). Objective was to express an opinion as to
whether current rates addressed by the plan were appropriate from a
hiinnesota intrastate revenue requirements and accounting perspective, and
to assist in developing recommended modifications to NWil's proposed Plan.

1stformed a variety of analytical and review tasks related to our work effort
on this project. Obtained and reviewed data and performed other
procedures as necessary (1) to obtain an understanding of the Company's
Incentive Plan filing package as it relates to rate base, operating income,
revenue requirements, and plan operation, and (2) to formulate an opinion
concerning the reasonableness of current rates and of amounts included
within the Company's Incentive Plan filing. These procedures included
requesting and reviewing extensive discovery, visiting the Company's offices
to review data, issuing follow up information requests in many instances,
telephone and on site discussions with Company representatives, and
frequent discussions with counsel and DPS Staff assigned to the project.

Lead Consultant in the regulatory analysis of Jersey Central Power & Light.

Company for the Department of the Public Advocate, Division of Rate
Counsel. Tasks performed included on-site review and audit of Company,

RCS-3
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identification and analysis of specific issues, preparation of data requests,
,

testimony, and cross examination questions. Testified in IIcarings,

Assisted the NARUC Committee on Management Analysis with drafting the Ie

Consultant Standards for Management Audits.

Presented training seminars covering public utility accounting, tax reform,.

ratemaking, af1111ated transaction auditing, rate case management, and
regulatory policy in Maine, Georgia, Kentucky, and Pennsylvania. Seminars
were presented to commission stafTs and consumer interest groups.

Previous Positions

With Larkin, Chapski and Co., the predecessor firm to Larkin & Associates,e

was involved primarily in utility regulatory consulting, and also in tax
planning and tax research for businesses and individuals, tax return
preparation and review, and independent audit, review and preparation of
financial statements, l

Installed computerized accounting system for a realty management firm.e

Education

Bachelor of Science in Administration in Accounting, with distinction,e

Univers4y of Michigan, Dearborn,1979.
|

! Master of Science in Taxation, Walsh College, Michigan,1981. Master'se

thesis dealt with investment tax credit and property tax on various assets.

| Juris Doctor, cum laude, Wayne State University Law School, Detroit,.

Michigan,1986. Recipient of American Jurisprudence Award for academic
excellence.

Continuing education required to maintain CPA license and CFP certificate..

l Passed all parts of CPA examination in first sitting,1979. Received CPAe

certificate in 1981 and certified Financial Planning certificate in 1983.
Admitted to Michigan and Federal bars in 1986.

! Michigan Association of Certified Public Accountanta, Committee one

Management Consulting Services.

RCS-4
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Michigan Bar Association..

American Bar Association, sections on public utility law and taxation..

Southeastern Michigan Computer Organization.

Partial list of utility cases participated in:

79 228 EL-FAC Cincinnati Gas & Electric Company
(Public Utilities Conunission of Ohio)

79-231 EL-FAC Cleveland Electric illuminating Company
(Public Utilities Commission of Ohio)

79-535-EL-Allt East Ohio Gas Company
(Public Utilities Commission of Ohio)

80-235-E L-FAC Ohio Edison Company
(Public Utilities Commission of Ohio)

80-240-EL-FAC Cleveland Electric Illuminating Company
(Public Utilities Commission of Ohio)

U-1933* Tucson Electric Power Company
(Report prepared for the Arizona Corporation Commission)

U-6794 Michigan Consolidated Gas Company - 16 Refunds
(Michigan Public Service Commission)

Docket No. Southern Bell Telephone Company
81-0035TP (Florida Public Service Commission)

Docket No. General Telephone Company of Florida
81-0095TP (Florida Public Service Conunission)

81-308 EL-EFC Dayton Power & Light Co.- Fuel Adjustment Clause
(Public Utilities Commission of Ohio)

,
Docket No. Gulf Power Company
810136-EU (Florida Public Service Commission)

i
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Docket No. Northern States Power Company -- E-002/ Minnesota
Gib81342 (Minnesota Public Utilities Commission)

Tr 81-208 Southwestern Bell Telephone Company
(Missouri Public Service Commission)

U-6949 Detroit Edison Company
(Michigan Public Service Commission)

8400 East Kentucky Power Cooperative, Inc.
(Kentucky Public Service Conunission)

Docket No. Alabama Gas Corporation
18328 (Public Service Commission of Alabama)

Docket No. Alabama Power Company
18416 (Public Service Commission of Alabama)

820100-EU Florida Power Corporation
(Florida Public Service Conunission)

8624- Kentucky Utilities
(Kentucky Public Service Commission)

8648 East Kentucky Power Cooperative, Inc.
(Kentucky Public Service Commission)

U-7236 Detroit Edison - Burlington Northern Refund
(Michigan Public Service Commissior.)

U-6633-R Detroit Edison - MRCS Program
(Michigan Public Service Commission)

U-6797-R Consumers Power Company - MRCS Program
(Michigan Public Service Commission)

U-5510-R Consumers Power Company - Energy Conservation Finance
Program
(Michigan Public Service Conunission)

82-240E South Carolina Electric & Gas Company
(South Carolina Public Service Conunission)

RCS-6
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7350 Generic Working Capital llearing
(Michigan Public Service Commission)

Order . Westcoast Transmission Company, Ltd.
101-1 83 (National Energy Board of Canada)

820294-TP Southern Bell Telephone & Telegraph Company
(Florida Public Service Commission) i

' 82-165-EL-EFC Toledo Edison Company
(Subfile A) (Public Utilities Commission of Ohio)

82-168 EL-EFC Cleveland Electric Illuminating Company
(Public Utilities Commission of Ohio)

830012 EU Tampa Electric Companyn

(Florida Public Service Commission)

U 706G The Detroit Edison Company - Fermi II
(Michigan Public Service Commission)

8738 Columbia Gas of Kentucky, Inc.
(Kentucky Public Service Commission)

ER-83 206 Arkansas Power & Light Company
(Missouri Public Service Commission)

U-4758 The Detroit Edison Company - Refunds.
(Michigan Public Service Commission)

8836 Kentucky American Water Company
(Kentucky Public Service Commission)

8839- Western Kentucky Gas Company
(Kentucky Public Service Commission)

- 83 07-15 Connecticut Light & Power Company
(Department of Utility Control State of Connecticut)

81-0485 WS Palm Coast Utility Corporation.

(Florida Public Service Commission)
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U-7650 Consumers Power Company - Partial and immediato
(Michigan Public Service Commission)

83 662 Continental Telephone Company of California
(Nevada Public Service Commission) ;

U 7650 Consumers Power Company - Final
(Michigan Public Service Commission)

U-6488-R Detroit Edison Company - FAC & PIPAC Reconciliation
(Michigan Public Service Commission)

-U 15684 Louisiana Power & Light Company
(Public Service Commission of the State of Louisiana)

'

7395 & Campaign Ballot Proposals
- U-7397 (Michigan Public Service Commission)

t'

820013 WS Seacoast Utilities
(Florida Public Service Commission)

U-7660 Detroit Edison Company
(Michigan Public Service Commission)

83 1039 CP National Corporation
(Nevada Public Service Commission)

U 7802 Michigan Gas Utilities Company
,

(Michigan Public Service Commission)

83-1226 Sierra Pacific Power Company
(Nevada Public Service Commission);

|

830465-EI Florida Power & Light Company
(Florida Public Service Commission)

U 7777 Michigan Consolidated Gas Company
(Michigan Public Service Commission)

U-7779 Consumers Power Company
(Michigan Public Service Commission) ,

,
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U 7480 R Michigan Consolidated Gas Company) !
(Michigan Public Service Commission) ;

i

U 7488 R Consumers Power Company Gas
(Michigan Public Service Commission) -

'

U-7484 R Michigan Gas Utilities Company
(Michigan Public Service Commission)

U 7550-R Detroit Edison Company
(Michigan Public Service Commission)

U 7477 R** Indiana & Michigan Electric Company
(Michigan Public Service Commission)

U-7512 R Consumers Power Company - Electric
(Michigan Public Service Commission)

18978 Continental Telephone Company of the South
- Alabama
(Alabama Public Service Commission)

R 842583 Duquesne Light Company
(Pennsylvania Public Utility Commission)

'

R-842740 Pennsylvania Power Company '

(Pennsylvania Public Utility Commission)'
,

850050-El Tampa Electric Company,

(Florida Public Service Commission)

16091 Louisiana Power & Light Company
(Louisiana Public Service Commission)

19297- Continental Telephone Company of the South Alabama
(Alabama Public Service Commission)

7618788AA & Detroit Edison - Refund - Appeal of U-4807
76-18793AA (Ingham County, Michigan Circuit Court)-

85-53476-AA & Detroit Ed.ison Refund - Appeal of U-4758
85 534785 AA (Ingham County, Michigan, Circuit Court)

RCS-9
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U-8091/U 8239 Consumers Power Company - Gas Refunds
(Michigan Public Service Commission)

TR-85-179" United Telephone Company of Missouri
(Missouri Public Service Commission)

85 212 Central Maine Power Company
(Maine Public Service Commission)

ER-85646001 New England Power Company
& (Federal Energy Regulatory Commission)

ER-85647001

850782-EI Florida Power & Light Company
& (Florida Public Service Commission)
850783 El

R-860378 Duquesne Light Company
(Pennsylvania Public Utility Commission)

R-850267 Pennsylvania Power Company
(Pennsylvania Public Utility Commission)

851007.WU Florida Cities Water Company
& Florida Cities Sewer Company

840419-SU (Florida Public Service Commission)

G-002/GR 86-160 Northern States Power Company
(Minnesota Public Utilities Commission)

Docket No. Gulf States Utilities Company
7195 (Interim) (Public Utility Commission of Texas)

87-01-03 Connecticut Natural Gas Company
(Connecticut Department of Public Utility Control)

87-01-02 Southern New England Telephone Company
(Connecticut Department of Public
-Utility Control)

R-860378 Duquesne Light Company
Surrebuttal (Pennsylvania Public Utility Commission)

RCS-10
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t

3673 U- Georgia Power Company
(Georgia Public Service Conunission)

'

Docket No. Long Island Lighting Company
29484 (New York Department of Public Service)-

Docket No. Anchorage Water and Wastewater Utility
i U 8747 (Alaska Public Utilities Conunission)

U 8924 Consumers Power Company Gas
(Michigan Public Service Commission)

- Docket No.1 Austin Electric Utility
(City of Austin, Texas)

Docket E-2, Carolina Power & Light Company
Sub 527 (North Carolina Utilities Commission)

- Docket No. Pennsylvania Gas and Water Company
870853 (Pennsylvania Public Utility Commission)

Docket No. Southern Bell Telephone Company
880069** (Florida Public Service Commission)

Docket Nos. Citizens Utilities Rural Company, Inc. &
U-1954-88102 Citizens Utilities Telephone Company,
E-1032 88-102 Kingman Telephone Division

& (Before the Arizona Corporation Commission)
Docket Nos.
1954-88-184
E-1032 88-184

.

- Docket No. Illinois 13 ell Telephone Company
89-0033 (Illinois Commerce Commission)

Cause No. Puget Sound Power & Light Company
-U 89-2688.T (Washington Utilities & Transportation Committee)

Docket No. Philadelphia Electric Company
R-891364 (Pennsylvania Public Utility Commission)

i

i

RCS-11
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. ..

F.C. 889 Potomac Electric Power Company
(Public Service Commission District of Columbia)

Case No. 88/546' Niagara Mohawk Power Corporation, et al Plaintiffs, v.
Gulf + Western, Inc. et al, defendants-
(In the Supreme Court County of Onondaga,
State of New York)

Case No. Duquesne Light Company, et al, plaintiq's, against Gulf +
87-11628' Western, Inc. et al, defendants

(In the Court of the Common Pleas of /J1egheny County, -
. Pennsylvania Civil Division)

Docket No. Florida Power & Light Company
890319 El Florida Public Service Commission

,

Docket No. Gulf Power Company
891345-EI Florida Public Service Commission

BPU Docket No. Jersey Central Power & Light Company
ER 88110912J Board of Public Utilities Commissioners

Docket No. 6531 Hawaiian Electric Company
Ih.waii Public Utilities Commissioners

Docket No. Equitable Gas Company
R-901595 Pennsylvania Consumer Counsel .

Docket No. 9010 Artesian Water Company'

Delaware Public Service Commission.

Docket No. Southern New England Telephone Company
89 12-05 Connecticut Department of Public Utility Control'

Docket No. Southern States. Utilities. Inc.
900329-WS Florida Public Service Commission

Application Southern California Edison Company
No. 90-12-018 California Public Utilities Commission

i * Testimony filed, examination not completed.
! ** Issues stipulated
\

RCS-12
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LONG ISLAND LIGilTING COMPANY
Electric Rate Case No. 90-E-1185

Contents of CPU Exhibit (RCS 1)

Schedule
No. Descrintion

1 - Revenue Requirement Impact Summary
2 Rate Base Adjustments
3 Comparison of Projected with Actual Construction Expenditures
4 LILCO Construction Expenditures (Response to CPB-50)
5 Adjustment for Overstatement of Net Plant in Service

-6 Analysis of Fuel Inventory and Fuel Consumption
7 Adjustment for Rate Year Fuel Inventory
8 < Intentionally omitted>
9 < Intentionally omitted>
10 Other Deferred Creditsi

11 Operating Reserves
12 Operating Income Adjustments
13 Growth in Research & Development Expenditures
14 AF'stment for Research & Development Expenditures
15 Agustment for Office of Training Costs
16 Adjustment for Employee associations and Miscellaneous Items
17 Adjustment for Insurance Expense
18- Trend of Insurance Expense

,

i -19 Work Force Trends *

| 20 Adjustment for Depreciation Expense
'

!

:

L

I

|

____ _ - - _ - _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ - - - . - - . . - - .-. - - - . _ -
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4- g.

Long Island Lighting Company CPB Exhibit _(RCS-1)
Revenue Requirement impact Summary Schedule 1,

Rate Year Ending November 31,1992 PSC Case No. 90 E 1185
(Thousands of Dollars) Witness: Smith .

Revenue
Une Requirement ,

No. Description impact

1 - Plant in Service 5,030

2 Accumulated Depreciation (126)

3 Fuel inveritory 3,074

4 Accumulated Deferred income Taxes 652

5 Other Deferred Credits 2,573

6 Operating Reserves 1,587

7 Research & Development Expense 11,904

8 Office of Training 1,889

9 Office of information Systems - 4,243

-10 Employee Associations & Miscellaneous 92
i

11 CEO Personal Security 11
.

i

12 -Other Employee Compensation 169

L 13 Insurance Expense 1,776

'14 Payroilinflation 55-

15 Work Force (not available at this time) 0

16 Depreciation
,

1,515

17 Total Decrease _ $34A 94_
|

|

. - - . _ . _ _ _ _. _ . _ . . . . . - _ - _ _ . _ _ _ _ _ _ . _ - - . . . .
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Long Island Lighting Company. CPB Exhibit _(RCS-1)
Adjustments to Rate Base Schedule 2
Rate Year Ending November 31,1992 PSC Case No,90-E 1185
(Thousands of Dollars) Witness: Smith

(1) (2)

Rate Revenue
.. Base Requirement

Une Adjustment impact
No. Description Reference Amount Amount _

1 Plant in Service Schedule 5 (28,756) (5,080)

2 Accumulated Depreciation Schedule 20 714 126

3. FuelInventory Schedule 7 (17,402) (3,074)
,

4 Accumulated Deferred Income Taxes (3,689) (652) -

5- Other Deferred Credits Schedule 10 (14,564) (2,573)

6 Operating Reserves Schedule '1 (8,982) (1,587)

7 Totals _ {72 670} ,_ (12,840)1

Notes
Column 2 amounts are determined by applying LILCO's requested rate of return

,

and Gross Revenue Conversion Factor of 10.96% cnd 1.611977, respectively,,

i

|

|-

|'
(-

!

|
l
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_ _ . . . __ _ .__ ._ _ _ . _ . - . _ _

,

i L

!- |
'

L!
L

?

Long tstand Lk}. %g Company CPB EstOsit_(RCS-1) ?

ScheduJe3 i
Compartsons of Ut.CO's Bud.;et and Actual Construction Costs -

PSC Case No. 90-E?1185 i1987-1990 IWitness:Sm6h
j

' . .

!

(1) (2) (3) (4) (5) (6) (T) (8) (9) (10) (11) (12) j

1997 1988 1989 1990 . ;

i
Budget Budget Ekxkjet Suoget ~j

une . Over (under) Over (Urwieq Over (Urnter) Over (under) ;
,

hio_ Description Actual ' Budge _t Actual _ Actual Ehrk. Actual Actual Eksige_t Actual Actual Budget _ Acbeaf
'

.
. PROOF 11gN

1 Stwoneham 1820MW Nuclear-Construction 215.843 247,550 14 69% 203,527 236.8 16.35 % 110.126 129.607 17.69% 0 0

2 -ATC 161.141 165,491 +099% .128.119 121.615 -5 08 % (109.413) 0 0 ?

3 Pr+0p Creds (2) 0 0 0 0 0 )

j 4 Shoreham 1-820MW PJuclear Post Settiement 75.044 80.170 6.83% 153.361 178.404 16 33% |

5 Total 382.982 413.041 7.85% 331.646 358.425 8 07% 75J57 209J77 176 91% 153.361 178.404 16 33%
|.

*

6 N6ne Mile Point 2-198VW Nuclear (ULCO Portion) 46 63T 52.869 13 36% 15.922 10.505 -34 02% 1.547 1.987 2844% (127) (1.880) 158 60%

f|7 Snoveham Nuclear Simulator 3.943 4.540 15 14% 1.056 1.2R3 21.50 % (1) 276 27730 00%

! 8 Shoreham-Ntated Captal Pro}ects 88 119 3523% 0 0 0

9 Nine Mile PtHrit 2 Ntafad CapRat Projects .0 0 3.078 11.580 276 22% 4.331 7J07 77.95 % 9342 9.920 1 83% !

f
} 'O Other Producten 23.780 17.536 -2626% 10,356 15.074 45 56 % 25.531 17.183 -32 70% 1.4 T4 2.054 39 35 %

j 11 Etrookhaven Turbsnes 56,970 60.123 5 53 % 27.759 29.346 5.72 % (
3.124 4.478 43 34 % ;

) 12 E.F. Barre"
319 620 9436% |

j 13 Fav Fkoaway
3.5E2 3.946 10 78% [

j 14 Gienwood
7J30 6.900 -1014% ;

] 15 Norttpwt
4,117 3,675 -1014% i

{ 16 Post Jef%< son
7.059 ' 6.505 -7.85% ,

d 17 Intemal Combustion Uruts
! 18 Tota 1 Production 457.430 4 B8.105 6 71 % 419 028 456.990 9 06 % ' 134.924 2662F6 97 35% 189.761 214.622 13.10% [

M M.@S@N
'

|
i 19 Nuclear Antated Substaticos & unes (208) 11 -105 29%
1 20 interconnections 137 342 149 64 % 192 51 -73 44 % 44t 677 53 51% 3t33 2.443 -1945% ;

21 ~ Resourt.e Recowry Substanons & Unes (30) (23) -3 33 % (879) 0 (
22 Nassau Stestations & Unes t 229 1.216 -1 06 % 1.110 632 -43 06% 619 820 3247% 145 1.361 83862% ;

j 23 Western Su"o* Sabstations & Unes 1.840 2.497 35 71% 2196 2J 43 -1.90% *A T 6.7 39 18% (109) 635 -682 57% !
,

.

, 24 Eassem Suffo* SuDstations & Unes 7.872 15,132 92.23% 6.222 15.559 150 06 % 2.956 5.834 9T.36% 15.301 6.160 -59 74 % |

} 25 Associated Turnee Nguerements 80* 3.113 296 71 % [

j 26 Noft Uttlay Genera!cn (786) 0 1.827 0

27 BrotAhaven TurtArm 2.318 2JB6 20.19% ,
4

183 1,609 779 23% 514 2.279 343.39 %
28 Ptc4c Worbs

a 29 Omer Transmissen 1.359 2.562 86 52% 3.133 4.4 75 42 83% 2J04 1,695 e -37.32 % 2.707 2.657 -1 85% L

30 Total Transmission 12.109 21J31 78 14 % 13.319 26.573 96 62 % 9.022 14238 57 81 % 23.418 15.535 -33 66 % [j &

OtSTAlBUT10N
31 Substations 6.112 8.414 37.66 % 10 922 13.911 27.37% 9.893 9J99 -0 95 % 18.178 17,,940 -1.31% |'

32 Dectre. UnecJactates P' ann,ng Dept. 8.742 7.387 -15 50 % 9.965 10.211 2 47% 12.33 T 11.376 -7 79 % 21.189 22J76 749% j
.

33 Doctnc unes-Operauf 9 CeA 7.120 8.537 19 90% 6.679 6.172 J.59% 5.077 5 606 1042% 7.498 6.614 -11.79 % ;

34 Elecide Unes New Buswess Depts. 19.% 3 1G,103 -17 69 % 23.314 20.429 -12 37% 18 946 18.044 476% 16.169 19.811 22.52 % f

35 Purcnase & install Transformers & Me'efs 12.114 12.890 6 41% 13JT3 12J60 -7.35% 17221 1 T.153 -0.39% 16.013 18.386 14 82 % [
3205 3.678 1416% 3.826 4.192 9 57%.

36 Pirac Worbsi
HJ2 390 282 35 %

37 Otrw? Otstribution
38 Total Distribetton 53.684 53.357 0.61% 64 653 61.483 -1.81 % 66.679 65.656 -1.53% 82.9'75~ 90.10f 860%

29 Unassigned Charges & Ac|ustmerus r89) 0 1.588_ 0, (3J48) 0 (8.549) _ 0
,

40 Total Electnc __523J24 563,193_ 7 64 % g,63 yg 9.71 % 206 877 _346,171 6 T.33% g 7J g 120J 3 1136% i

1

41- Budget over actuat (5) $39 9E9 $48398_ M3, 132 3m

[Source: ULCO response to CPS-50

f
*

_ . . _ _ _ _ _ _ - . _ . - -
!



-. . - . - . . . . . . . ~ - - . . . . ..-.- -. - . . - ~ - . . - - - - . - . - - - _ _ , . - . ~ _ - . . . ,

,* ..

'

* +- CPD Exhibit _(RCS 1) .
- ' ' Schedule 4

PSC Case No. 90 E 1105
* Witness: Smith

; LONG ISLAND LIGHTIl1G -COMPANY P"D* 1 of 8
'

'l}l- . RESPONSE TO cot!SUMER PROTECTION BOARD INTERROCATORY NO. 50

.

~Q. Exhibit 19 Schedulo 1, pagos 1 and 2. In the name format
used for this exhibit, phow actual construction expenditures

i: for 1987, 1988, 1989 and 1990. -Provide the cotimated
amounta for these years an developed for budget purposes.

, r

A. The documents annexed contain year to dato capital
expenditures versus budgeted amounts for December 1987,
1988, 1989, and 1990.

.

4

r

|
|

.

|

!. Q.
3.p)
~.-

. . .

_ . .

* .

|

|-

,c.s

'
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Schedule 4
, ,

PGC Cnoe No. 90 E 4105
W6tne s s; Smith

,

Page 2 of 9
-x

,)) LCN$lilthDLliHilh5CC"1 ANT
'*'

CAF11 AL FUMil Elf CR1
s titta. fit lit 7

tUIEtt lev!!v flVISION
Itectands of tallars

.. .............................................

/onth Year to tale
,

Itg7.................. ..................

AC10AL 10:011 AttVAL IUISEI EU2611

........ ........ ........ ........ ........

[ Lit 1Rit 0FERA11Ch5 -

... ........ ...

FRCDUC11CN

..........

1 Shorehan 1920M Wuclear . Construttien '32,569 22,357 215,043 247,550 247,$t0
. Art 15,630 15,641 167,141 165,491 165,411

- frs-Op Credit 0 0 2 0 0

........ ........ ....... ........ .....-.

- icial 48,619 38,006 362,132 413.041 413.04l
i Nine Mile 2-11B"W Netlear (LllCC fortien Only) 4,475 2,911 46,637 52,569 52,6!9

Storetas hutlear Sleulator 303 0 3,143 4,'40 4,546

i Shoreta - te|atej Capital f rejects 0 0 EB 119 119

1 Nine Rile 2 - Felatif Capital f rejects 0 0 0 0 0

Other Freducticn 5,139 2,2CB 23,7D 17,536 !),536
...

t.p
.us Total Fredettien 6?,616 43,125 4U,430 4E9,la 453,105

........ ........ ........ ........ ........

TRAN3P.135!CN
.

............
,

kuclear Related Satstations & Lines 5 2 -208 !! 11

Intercerinettlens -31 10 137 342 342

Rescurce Recevery Sulstatiens 1 Lines 64 -145 -30 29 -29

Kassau Sutstaticas & Lines 253 5 1,221 1,216 1,216

Western Sulfolk Substatiens & Lines 704 !!4 1,640 2,497 2,417
j

tastern Soffolk Substations 6 Lines 1,211 1,660 7,372 15,132 15,13? '

Ctter 1ranseission 147 225 1,35i 2,562 2,562
........ ........ ........ ........ ........

,

Total Transilssien 2,425 2,2BB 12,199 21,731 21,731
........ ........ ........ ........ ........

.

D151RIEUilCN.
,

...........,

Substations 1,777 1,304 6,112 6,414 B,414,

Electric Lines - Facilities Plaaning Dept, 1,154 619 B,742 7,387 2,387-

tiettric Lines - 0;eratir;g Depts. EB1 624 7,120 0,537 8,537
Electric Lines - New Business rept. 1,66B 1,412 .19,516 16,121 16,12?

Turthase 1 Install Transfersers & reters 1,253 1,328 12,114 12,990 12,810
........ ........ ........ ........ ..... ..

letal Distritation 6,771 5,566 53,694 53,357 53,357
,,

( :, _ ,!
........ . . . . . . . . ........ ........ ........

Unassigned Charges & Adjustsents. -936 0 -B9 0 0

........ ........ ........ .. ..... ..... ..

letal Electric 0;eratiens 70,876 50,9 M 52',,224 563,193 16',,113
17217121 2*ttatti gfittfft 27191913 Tiftttti

. _ _ _ . . _ _ _
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CF'D Exhibit,,__(RCS 1)
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Schedule 44 '

PSC Case fle. 90 E 11BS
Witnesa: Smith
I'6ge3019.

e..
u

&

LONS l$ LAG llBHilkB CC.WNY
CfF11R IUMil til0R1

(ICir.itf 1%7

SUtBilRIVl[WDIVl$1N '" " ' .

1housandsof'tellars,

........................................ ..........
flonth tear te tale4

!?57
ACTUAL IUD 6(i ACIVAL IDEGli TUDBl

BASOFIRA110h5 .......................................i
....-., . ...

,

.

...............

Freduction and Sterage -

New Custeser lead
604 289 3,039 3,609 3,609

-

Fublic Works -
1,136 1,01) 15,435 f,875 9,B75

251 it6 3,015 2,04) . 2,H1Covernsent Mandated Safety Frograss '

t,054 334 '5,531 4,416 4,416Turthase 1 Ir. stall teters i Regetaters
211 lit 2,307 2,121 2,121OtherEatPrcJetts *

300 240 3,532 2,767 2,769Unassigned Charges & Adjusteents
-21 0 409 0 0........ ........ ........ ........letal 6 H 0;eraticas ........

4,33! 2,251 33,266 25,051 25.051
33314434 84848532 8tttttti titttttt 43333t83

(m?^ Ctr1.0!iOfIEfill0N5

.

;g
.................

Iransprtation
-t'i 267 4,361 7,313 7,313lyrovecents to Fre;erties

170 14 765 BtB Bei
:,-

hjc frojects - Ir.gineerin; Dert.
676 257 2,643 4,E36 4,636OfficeTurniture!Equisratt 262 34 231 B28 p:3lects ! Iquiper.t

.

(16 246 1,716 2,236 - 2i36OttertestenProjects
i95 0 476 127 127UnusignedCharges!Adjusteents

19 0 4 o o........
. TotalCos:enFrojects ........ ........ ........ ........

1,002 Elf 10,976 16 20B 16,00!tttt,483
33rstt33 3333333g 333g1533 tt$tstit

.

|

| . 101AL CLN31EUtilCN
t 76,213

!4,048 567,468 604,452 604,452
nunn 3Runst nuun an.tt,3 ,,n,,n

*
, . . . . .

.

.
'

NUCLEAR FUEL..

1,106 503 13,219 10,674 10,624
*

. ............
, nnen, ..n t n astutt, n n ,3, ,,,,,,,,

.

1 DIE IITECillAES
77,319 54,931 560,667 615,076 615,076

.. f *

. '
ER3t!333 33333333 33,,3418 13293323 Stitttt!

,

(D't
4 its 1957 bd;et has been nended to change the auused in-service dates for the

Xine M!le 2 ar.d 5tcretas pir.ls free 6/1/E7 and 1/1/67, to (II/EB and 7,l/E6
.

~e---'? _ _ ~
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CAFlf!L 30MIT !!f08f cPD Exhibit ~(RCS-1) ,
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!!CI!!!!1988 schedate 4 !

PSC Case No.90 E.1185

]1 3DMIT !!!!!V Dlf!51CI Witna': Smhh
Thousandsc P*0' 4 o' 8

.....................f..~.lP9)lars.........

Eonth leirtolate
1g3g..................... ......... .......................

101 CAL 20MIT ACfC11, PDMI! 111!!101 IDM11
........ ........ ........ ........ ........ ........

IllCI1100?Illfl013
-

..................

?!0MCflCI -

"
..........

Shorehas 1820!! Inclear - Construction 24,501 21.012 203,521 236,810 33,283 236,810
-lic !!,818 10,941 128,119 121,615 6,50( 121,615

Fre-OpCredit 0 0 0 0 0 0

........ ........ ........ ........ ........ ........
'

-Total 36,319 32,013 331,646(1) 358,425 -26,119 158,(25.

........ ........ ........ ........ ........ ........

IlneIlle21981XInclear(L1100fortlenOnir) 4,921 0 15,922(3) 10,505 5,(11 10,505

ShoretasIcelear51salator til 13 1,056 1,283 221 1,283
-

HineElle2-RelatedCapitalProjects 360 139 3,018 11,580 8,502 11,580
........ ........ ........ ........ ........ ........

TotalIcelear (2,021 32,165 351,102 381,193 -30,091 381,193
........ ..... .. ........ ........ ........ ........

Vest!ahrlen/Brec1haten/fortJeffers:nTurbines 12,483 3,511 56,910 60,123 3,153 60,123

Otherfrohetton 4,51( 1,812 10,356 (C) 15,014 -(,118 15,01(
........ ........ ........ ........ ........ ........,.,.

j"tD fetalKon-Icelear 16,991 5,389 61,326 75,191 1,811 15,191
........ ........ ........ ........ ........ ........

TotalProdnetton 51,02( 38,154 (19,028 456,990 -31,962 (!F,990
t

. ...... ........ ........ ........ ........ ........

.

!!1H55155105
............ .

Interconteettens 16 5 192 51 1(1 51

tesourceRecorerySatstatic:s& Lines 11 0 -819 0 -819 0

EassauSahstations& Lines 321 13 1,110 632 (18 632

WesternSuffolkSchstations& Lines 581 61 2,19F 2,143 53 2,1(3
issectatedforbinelequiresents (82 139 805 3113 -2,308 3113

!asternSulfollSahitations&. Lines 1,285 2,9(6 6.222 15,559 -9,331 15,559
! Otherfranssissica 235 (19 3,133 4,(75 -1,3(2 (,(15
I ........ .... ... ........ ........ ........ ........

Totalfransilssion 2,903 (,243 13.319 26,513 13,19( 16,51)
........ ........ ....... .. ..... ........ ........

i

| DISillEGt!CX
............

Sahstations. 1,603 1,303 10,927 13,911 -2,989 13,911
tiectricLines-TacilitiesPlassi::tept. 649 850 9,96F 10,211 -2(6 10,211

!!ectricLines-Operati:gDepts. 541 611 6,619 6,112 501 6,112

!!cetticLines-Feelastnesstept. 3,021 1,802 23,314 20,(29 2,185 20,429

furchase&lastallfransferaers&Heters 2,278 1,188 13,113 12,160 1,013 12,160

(: ,' ........ ........ ........ ........ ........ ........

I total 111stribatten 8,093 5,15( 64,653 63,483 1,110 63,483'
.

........ ........ ........ ........ ........ ........

UnassignedCharges&idjustients 1,561 0 1,5!8 0 1,588 0
........ ........ ........ ........ ........ ........

Total!!ectricOperatic:s 11,592 (3,151 (98,613 5(1,016 48,398 5(1,046
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0 CPU Exhibit ~ (Hcs.1)
' * '

Scheduto 4
* ' ,, ,,.,,,

esc case no.90 E ites
[01G!!illil'CQ11100011111 wnne..: smim

CAFlint IDMlf !!?0tt " *S* 5 "!!Cllittlill j

}
EUMit Nil!AlflSNX

"

- ThousandsofDollars

Hidth lear to hte
... 4.e......................;... tgg3 -...g.........a..,..

AttDit BCClf 1010lt IDM!t 111111C1 BUMit
........ ........ ................ ................

.
_ ; ;, , ,,

CAS0?!!!!!015
.............. . '

219. 11 . 115 1,2(5- -313 1,218
Preive(ic'n'a:Tdfiilte -
te Custiner'La i 3,252 1,111 18,120 1(,110 3,550 14,110

151 365 6,936 (,113 2,223 4,113

fablicIotts
Goterhint'Handat'#...Te...,ficill,s 1,510 ^!62 5,831 6,10 909 *6,10'

a. . , . ,

ed Sa tt i
Purchase &listallHeteittlegalitois 126 229 2,356 2,399 -13 2,399

304 til 2,72) 2,838 -111 '2,838
OtherGasProjects
Unas:ItcedChaige:Tidjdst'ie'nh 15 0 (16 0 (16 0.

........ ........ ................ ................

1ot'alGi0)e6tth 6,310 2,526 31,518 32,111 1,101 32,111

........ ........ ................ ................

.,_n.,.
C0330X0?I!a11085

Transportat'!6,a 32 192 (33 620 18f 620.................
~

367 105 1,453 1,119 264 1,119
liprotenentstoPrope'rt!'en .

w) Eajor Projects taginetiing tip't, 232 721 '3,548 1,180 -3,932 1,(10

O!!!ce Turniture i fquiriest 684 98 1,523 1,315 208 1,315c c.

foolsLIgu1'rient 191 118 2,112 2,390 218 2,390

OtherCosaosProjien;,_ S1 12 509 (21 12 (21

Onassigned Chirges & Adjustatat -308 0 -232 0 -232 0
~

* ........ ........................ ................

ToblNhiaProje'et: 1,131 1,310 9,356 13,(21 ...4,065
13,(21,

........ ........ ........ ..... ........
........

70flLC055fMCfl03
19,133 51,981 5(5,522 593,118 -(1,655 593,118

:::::::: :::::::: :::::::: :::::::: :::::::: ::::::::
.

~

HCI,1N INi; l',196 3.512 * i,639 16,193 -1,15( 16,793

:::::::: :::::::: ::::::: :::::::: :::::::: ::::::::
............

10fil,IN!!DNNIS 80,929 55,559 561,161 609,911 -(1,810 609,911

:::::::: :::::::: :::::::: :::::::: ::: :::: ::::::::

(1)ticludesvrlteoffof 11.395,800 for the disalloied rottlen el Shorehai.
(B)Inclodeswriteoffcf 1(03,333 for the'disalloned portion of line Ille 2

and include Pre Op Credit of til,508). .. . .,_ ... .

10) !:elades tihstei of 13,191.to slicellanens defitrd debiti p r f 50 Opinien, . .

( -) 1o.81-26forthePortJeffersonCoalConversicaproject."

.
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,' CPD Exhibit _(FICS 1)'
LW 4 ime Llenillio.Llintui Scheduto 4. .-

(AfllAL'FUEBEl LEIDEI c PSC Case No,90-E 1105

pggggggg39g9 Witnces: Smith
vege 6 ol 9

TU0 eel IEVIEW DIVIS10N -

thousands of Dollars
....................................................-............

*

Month Year to hte list-

CFFICIAL
,A;iUAL BUL5El Atil'AL PULSE 1 ' VARit.NCE FUDEE! -
........ ... ... ........ ........ .. - ... ........

ELECTRIC 0f ERA 110NS -

.... ............

FiDDUCTION
'

..........

Shorthan 1820M Nuclear - Ccattruttlen -3 0 !!0,126 121,607 -19,421 121,607

- AFC 0 0 101,413 (B) (B)
-FestSettlesent 15,410 13,948 75,044 60,170 4,126 80,170

- lotal 15,407(Al 13,149 75,757 b'1 209,777 134,020 209,777 (Bl
*

........ ........ ........ ........ ..... . ........

Nine Mile 2-lifM Nuclear (LILCD Tertion Only) 100 190 1,547 1,$31 -440 '1,157
Shorehas hu: lear 5faulator 0 0 -1 276 -277 -276
NineElle2-T4elatedCapitalFrejects 3B7 651 4,331 7,707 -3,376 7,707 ,

........ ........ ........ ........ ........ ........

Total Nuclear Projects 15,U6 14,757 61,634 217,747 -138,113 219,747
........ ........ ........ . . . . . . . . . . . . . . . . . . . . . . . . .,

PrcelhavenTurbines 2,116 0 27,757 27,346 -1,597 27,346

Otherfroduction !?,217 1,675 25,5',1 17,193 0,349 17,163
. ........ ........ ........ ........ ........ ... ....

D'' icta! N:n-Nuclear 14,333 1,675 53,270 46,521 6,761 46,527 -

........ ........ ........ . ...... ........ ........

Total Frchtticn 30,30? 16,464 134,924 266,276 -131,352 266,U6
. ........ ........ ........ ........ . ....... ........

TRANin!!510N
............

|

|
laterto .nections 192 108 441 677 -236 '677-

|
-N:n-UtilityGeneratien-Subs /LinestilD) -1,243 0 --726 0 -766 0-

| Nastau Sutstations & Lines - 19 77 617 G20 -201 E20

i lientern Suffolk Substaticns ! Lines 54 76 597 Bl1 -230 917
Prockhaven turbine Requirraents !!7 0 2,31B 2,766 468 2 .796
Eastern Suffolk Sutstations & Lines 182 -674 2,955 5,634 -2,878 :5,B'4
Fuhll: Works 10 155 1E) 1,601 - -1,426 1,607,,

- Other Transeissica 139 176 2,704 1,6T5 1,00?- 1,675 -
........ ........ ........ ........ ........ ........

TotalIranselssion -492 1,228 '9,022 14,233 -5,216 14,230
,

........ ........ ........ ........ ....... ........

DISTRIP'JTICN
............-

!- Substatiens 1,52B 574 9,B73 9,797 94 9,7??
Electric Lines - Facilities riannirig tept. 1,758 1,076 12,337 11,376 961 11,376

Electric Lines - 0;erating tests. 929 547 5,077 5,606 -5?? 5,606

Electric Lines - New Fusiness rept. 2,306 1,572 19,746 1B,044 902 18,044

Furchase & Install frar.sforsers & Meters 1,462 1,310 17,221 17,153 65 17,153
Fut,lic Works 276 354 3,205 3,673 -473 3,67B, . ,

pg! 6 ........ ........ ........ ........ ........ ........

' ictal Olstrilution B,476 5,455 66,677 65,6 % 1,023 65,656
........ ........ ........ ........ ........ ........

_

| Unassi;ned Charges & Adjusterats -1,U; O -3,748 0 -3,743 0

Ictal Elt-:!ric 0:srelicns 36.!?9 23.207 266,U7 m 170 -1}?,273 346.170
_
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LONG ISLAND LIGHilNG C0fJANY schedute 4' *

-. .
CAP 11ALBUD6ElREf0R1 Psc caso No. 90 E 1185

Witne s s: Smith[[tgg;gg 1939
Psige 7 of 9.

h FUDGET REY! Elf Olvi!!0N !

1housands of Dollars
.............................. ..........t..... ...........

Month Ye;r to falf * * ht?
................. 7 .. 7 ....... 7 ............... crp}t;gt

fr.1UAL FUDEE1 ACTUAL fulG!! VARIANCE 10 % !1
........ ........ ........ ........ ........ ........

. = ... . ,,,

EA30FERA110N3
..............

Freduction and Storage 117 15 1,163 967 201 967

New Custceer Lead 4,947 2,712 27,691 25,127 1,752 25,727
.

Public Works 422 679 6,139 7,104 -965 7,104-

Governcent Mandated Safety Prograes 2,634 725 8,267 7,2E9 979 7,2B3

Furchase 4 install Meters & Regulators 353 307 2,957 3,106 -141 3,106 j
'

Associated with Non-Utility Generation , 98 0 '295 0 .295 ,, 0
OtherGasfrejects 439 IEB 1,006 3,167 2,191 - 3,197

UnassignedChargea&Adjusteents 80 ..0 .. 6312 0 3682 ,, _0.. .

........ ........ ........ ........ ... ... ........
'

Total Gas Operations 9,070 4,626 48,170 47,576 614 47,576-
........ ........ ........ ........ ........ ........

'

COnNON OFERATIONS - - ... . .

.................

Transportation 105 0 335 730 -315 730

laprovearnts to Freperties 1,939 !!4 2,746 1,452 1,214 l,452
MajerFrejects-Engineeringtept. 2,313 015 4,711 6,601 -1,982 6,601

% Difice Furniture & Equipsent 75 36 ?!8 424 -165 424 |

E icals & Equiptent B19 153 2,173 2,204 -31 2,204

OtherCeesonProjects -953 .78 l til 1,241 42 1,241i

j- Unusigned Charges & Adjustsents 112 0 223 0 223 0 |

........ ........ ........ ........ ........ ........

fetalConsonFrejects 4,460 1,196 11,653 12,6'2 -997 12,652'

,

........ .... .. ........ ........ ........ ........

101AL CON!!RUC110N 41,879 27,021 766,720 406,399 -139,678 406,399
R:22:222 32123129 223333t* 3872 112 3:222333 Ettttst3

N'J0 TEAR TUEL 484 133 9,272 (l') (!)
enz,a=== ........ ........ .. ,,, :r. =23 ....................

i
101AL EIFEND11URES 50,362 29,162 275,Si2 406,378 -131,678 406,399i

233322:3 E32Ersts 22:22:33 23332233 2333322% S2353113

SHDRERAM AFC .

............

AccroedAFC 0 0 197,721 196,607 3,374

FinancialStabilityAdjusteent 0 0 -14,167 -96,066 1,097

Negative AFC 0 0 -14,444 -14,446 2
........ ........ ........ ........ ........

Segulat:ry Lasis total 0 0 90,56B B6,075 4,473

BAM Treateent 0 0 -191,7B1 -176,607 -3,374
........ ........ ........ ........ ........

| _hi EAAF Pasis ictal 0 0 -107,413 -110,512 1,011
32333222 E2322112 T2*2ftTF 3:122225 22322239

(A) Shorehas actual figures for the acnth and year-to-date enlude the New Y:rt State settluent, but includs the
S.E.C. Mandate fer AFC.

(F) Ibe Of ficial Shorehan annual rudget, excluding the S.I.C. sandate relating to ATC, reflects the year-to-date June
69dut elus a revised seter.d half srtnding rian fc.r reet settle 3ent, ,

,.
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CPO ExhitA__(f1CS 1)* *-

Schedule 4-
LON ISLAND tlCHilWG CCHPANY PSC Case Ho,90-E.1185

CAPIT AL imGii REPORT Wltne s e: Smith
DEtiMBER 1990 Page 0 of 9

..

BUDGET REVIEV DIVISION
~ thousands of Dollers

...................................... ...................................
.

* - Year to Date - 1990Month- - - - - +-

OfflCIAL........................ ....................................

ACTUAL BUDGET. ACTUAL BUDGET VARIANCE BUDCE!

. ........ .......... .......... .......... ........... .........
,

ELEC,1RI C .0PE RATIONS
*

...................

PRODUCil0N
..........

$horeham 1820MV Nuclear * Post Settlement 16.994 17,367 153,361 178,404 (25,043) 178,4t

Nine Mlle 2198MJ Nucteer (LILCO Portion Only) 886 (156) (727) (1,880) 1,153 (1,8i

NineMlle2.RelatedCapitelProjects 1,043 867 9,742 9,920 (178) 9,9;
s. .......... .......... .......... .......... ........... ........

Total Nuclear Proheets 18,923 18,078 162,376 186,444 (24,068) 186,4
.......... .......... .......... .......... ........... ........

...

3,12 ', .4.478 (1,354) 4,4E. F. Barrett . .. 349 7. .

For Rockaway 12 31 319 620 (301) 6

Glenwood 949 136 3,5 t.2 3,946 (3 84 ) 3,9

Northport 1,408 448 7,730 6,900 830 6,9

Port Jef f erson 243 297 4,117 3,675 442 3,6

1,it, Units' 3,574 1,837 7,059 6,505 554 6,5
1,474 2,054 (5B0) 2,Cother Production 360 202 .

.......... .......... .......... .......... ........... ........

Total Non Nuclear Projects 6,875 2,958 27,3S5 28,178 (793) 28,1-
.......... .......... ........ . .......... ........... ........

;,7 Total Production 25,818 21,036 129,7Al 214,622 (24,861) 214,i
.......... .......... .......... .......... ........... ........

TRANSMisS10N
............

Interconnections 156 244 3,013 2,443 590 2,4- '

Non-Utility Generation-subs / Lines (110) 70 0 1,827 0 1,827

Nossou substettons & Lines 6 162 145 1,361 -(1,216) 1,? .'

Vestern Suffolk substations & Lines (1) 46 (109) 635 (744) ( ,

Eastern suffolk substations & Lines 6,891 1,948 15,301 6,160 9,141 6,'
,

''' 73 '211 514 ~2,279 (1,765) 2,; -Public Vorks
Other Transmission 1,780 133 2,707 2,657 50 2,,

.......... .......... ........ .......... ........... .......

..Totat. Transmission . 8,9 75 2,744 23,418 15,535 7,833 15,'
.

.......... .......... .......... .......... ........... .......

DISTRIBUTION
. ...........

Substettons 2.446 797 18,178 17,940 238 17,'

Electric Lines Facilities Planning Dept. 3,402 1,650 21,189 22,776 (1,557) 22

Electric Lines Operating Depts. 947 655 7,499 6,614 884 6,

Electric Lines New Business Dept. 2,464 1,892 16.169 19,811 -(3,642) 19,

Purchase & Instalt Transfortners & Neters 1,014 1,380 16.013 18,3 % (2,3 73 ) 18,

Pubtle uorks 503 398 3,826 4,101 (3M) 4,

Other Olstribution 30 2 102 390 (288)
.......... .......... ........ . .......... ........... .......

Total Olstribution 10,806 6,774 82,975 90,109 (7,134) 90,
.......... .......... .......... .......... ........... .......

Unassigned charges & Adusteents (8,220) 0 (8,549) 0 (8,549)' -

( ,I .......... .......... .......... .......... ........... .......

Total Electric Operations 37,379 30,554 287,f 05 320,266 (32,661) 320,

.......... .......... .......... .......... ........... .......

. - - . _ _
_
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CPB Exhlt it~(RCS 1)
' *

' '~
LCWG ISLAND LICHilWG CCNPANY Scheduto4

CAPI 1AL* BUDGET REPORT PSC Case flo. 90-E 1185,

'DECEM8ER 1990
'

Witne ea: Smith.

Page 9 of 9
.,

'S BUDGET REVIEV DIYl$10N
*

1housards of Dollars
....................................................,....................

Month Year lo Este 1990

OfflCIAt........................ ...................................'

. ACTUAL BUDCET ACTUAL Bt0CET VAA1AkCE ,8UDCEI

.......... .......... .......... .......... ........... ........

CAS OPERAfl0NS
..............

PreduetIon and $torage 390 20 1,535 1,125 410 9

New Custuner Load 10,888 2,378 47,6f'9 40,811 6,878 40,8

Pubtle Works 1,105 668 7. 4' ? 7,190 259 7,1
Coverrinent Mandated Safety Programs 1,444 507 9,7'2 9,864 -(72) 9,8
Purchase & Instatt Meters & Regulators 380 323 4,7,3 4,320 433 4,3
Associated with Non Utility Generation -(45) 0 (3'9) 0 (389)
Other cas Projects 1,446 432 7,9^6 5,325 2,641 5,5
Unassigned Charges & Adjustments 69 0 6?6 0 626

.......... .......... .. ..... . .......... ........... ........

Total Ces operations 15,677 4,328 79,421 68,635 10,786 68,(
.......... .......... ........ . .......... ........... ........

.

CCKMON OPERATIONS
................

-Transportation 6 0 17 845 (668) f
leprovenents to Preperties 3,228 1,599 10,1'.4 14,219 (4, 0 75 ) 13,;
offlee Furniture & Equirnent 38 25 3 'O 300 20 ?-

- Tools & Equipnent 284 169 2,235 2,3 73 (148) 2,;
0;mf.s.f Other Comnon Projects 72 13 6 '.6 276 370 1

Unassigned Charges & Adjustments 40 0 2 0 2
.......... .......... .......... .......... ........... .......

Total Ccenon Operations 3,668 1,806 13,514 18,013 (4,499) 18,(
i.......... .......... ....... .. .......... ........... .......

,

TOTAL CONSTRUCTION 56,724 36,688 380,5'.0 406,914 (26,374) 406,'
.......... .......... .......... .......... . . . . . . . . . . . . . . . . . . -

NUCLEAR EUEL 752 1,274 4,1 13 3,543 1,195 3,'.

............ .......... .......... .......... .......... ...........,.......

TOTAL EXPEND!IURES 57,476 37,962 385,778 410,457 (25,179) - 410,-
.......... .......... .......... .......... ........... ........

.

't i e

*

..

4
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Long Island Ughting Company CPB Exhibit _ _(RCS 1)
Adjustments to Electric and Common Plant in Servico Schedulo 5
For ULCO's Overstatement at December 31,1990 PSC Case No. 90 E 1185
(Thousands of Dollars). Witness: Smith

Pago 1 of 3

'

(1) (2)- (3)i

Uno Plant in Accumulated Not
No. Description Service Depreciation Plant

1 Electric $42,301 $17,872 $24,429

| 2 Electric Portion of Common 5,202 875 4,327

| 3 Total ~

__$4L503, _ $18J4L $28,756_

;

*
.

l

Source;

jJne 1: Page 2 of 3
Une 2: Page 3 of 3

;

|
,

1

1

|'. . - . .. -. . ._-.
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Long Island Lighting Company CPB Exhibit _(RCS-1) .
Adjustment for Overstatement of Net Electric Plant in Servico Schedule 5
Based on Balance at December 31,1990 PSC Case No. 90 E-1185
(Thousands of Dollars) Witness: Smith

Page 2 of 3

Line. (1) (2)
No. Description Amount Reference

1. Electric Plant in Sorvice
_aLDocem ber_31,1990

1 Por Annual Report _$3 205,377, 1990 Annual Report to PSC, Page E-3 & 1903

(Accounts 101 & 100)
Por LILCO Projection:

2 Plant in Service $3,080,357 LILCO Exh.17, Schedule 1, Page 1 (Account 101)

3 Completed Construction Not Classified 107,321 LILCO Exh.17, Schedule 1, Page 1 (Account 100)

4 Per LILCO Projection _$3,247J78_ .

5 Overstatement in LILCO's Projection ,_$_42301 Line 4 Line 1,

11, Accumulatod_Depregiation

6 Annual Report $1,010,089 - 1990 Annual Report to PSC, Pago E-G & 19

7 LILCO Projection 1,033,961 LILCO Exh.17

8 LILCO Overstatomont __$17,872, Line 7 - Line G,

111. Not Planj

Overstatement of Net Electric Plant
.

9 in Service $24d2,9, Line 5 Lino 8

|
p

l'
1

,_ _ _ . -
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LongIsland Lighting Company CPB Exhibit _(RCS-1)
~ Adjustment For Ch/orstatement of Net Common Plant in Service Schedule 5
Based on Balance at December 31,1990 PSC Case No,90-E-1185
Ohousands of Dollars) Witness: Smith

Page 3 of 3

(1) (2) (3)
Accumulated Net

Common Depreciation Common
Line Plant in on Common Plant in
No. D31scription Service Plant Service

Common Plant in Servico at December 31,1990:

1 Per Annual Report to PSC $140,988 560,529 ,

2 Per LILCO's Projection 147,328 61,596

3 LlLCO Overstatement $6,330, $1pG7, _ $5'I Q3

4 Allocated to Electric 82.05's [A] $5,202 $875 $4,3y,

Source:

Line 1: 1990 Annual Report to PSC, Pages 9 & 20
Line 2: LlLCO Exh.17, Schedule 2, Page 1

:.

Notes
[A] LILCO Exh.17, Schedule 2, Page 1

-

4

|

|

;
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Lon0 sland Lighting Company Exhibit ,_(RCG 1)I

Valuation of Fuel Oilinventory included in Rato Baso Schedule 7
PSC Case No. 90 E.1185

Rato Year Ending Novemtier 30,1992 Witness: Smith

(1) (2) (3)
Lino Quantity Unt
Ho, Description (BBL) Cost Valuation

Per CPB:
1 No. O Oil 1,738,120 A $17.77 C $30,090,210
2 Na 2 Oil _ _97,700_ B $20.08 C _ ? 020,170
3 ,,1,835,820, 33,510,392

4 Pot ULCO Rato Filing 1,903.000 D $25 08 $ 50,918,000

5 Reduction to rato baso amount _ ($ 17,401,000)

JA]_No. 6 Oil Quantity

A.1 LILCO projected rato year consumption 14,450,000
A.2 No. of days burn for avg. Inventory

..1,738,120A.3 No. 6 Oii Quantity
. _44

.[B} No. 2 Oil Quantity ___
,
,.

B.1 LILCO projected ato year consumption _ _ 195.399
B.2 Quantity (based on 1/2) 97,700*

Comparo:
B.3 LILCO's maximum two-month burn for rato year July & August 1992 98,710
B.4 LILCO's maximum 00 day burn for rato year 95,526

(C) Derived from LILCO's responso to CPD 222

[D] LILCO Exhibit 9, Scheduto 2
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CPB Exhibit _(RCS 1)
Schedulo 8
PSC Case No. 90 E 1185
Witness: Smith

,

.

i |

|

t

b

Schedulo 8 intentionally omitted
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CPB Exhibit _(RCS 1)
Scheduto 9
PCC Caso No. 90 E 1105
Witness: Smith

.

I

;

J

Scheduto 91ntentionally omfited

..
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Lon0 Island Lighting Company CPD Exhibit _(RCS 1)
'

Other Deferred Credits Schedulo 10
Rato Year Ending November 31,1992 PSC Caso No. 90 E 1105 )

Witness: Smith;

(1) (?) (3) |

December 30 Estimated Reason for
; Uno 1990 Electric Rato Daso

| No. _ - Description _ _ Balanco _ _ Amount _ Treatment
_

1 Wostinghouso Settlement 1,014,610 1,015,000 A, 0, D

2 NMP2 Utigation Recoverlos 13.417,477 13,417,000 A, B, D

3 Scrap Doposit Copper, Iron, Stcol,
Aluminum, Paper & Electric Motors 130,567 125,000 A, E

4 Security Deposit - Mincola Offico Bldg. 7,701 7,000 A,C

5 Total 114170d21., J %50A00g'
,

)

I
'

1

Sourco_ |

LILCO's 1990 Annual Report to the Now York Public Servico Commission '

,

Reasons for Rato,BEo Treatm_o.El

A Boprosents cost froo capital not reflected elsewhero in the ratomaking process ,. ,
'

B Amount belig hold by Company for refund
C- Relatos to Minoloa property which has boon in ratos
D Rotatos to expenso paid by ratopayers
E- Offset to Material & Supplies included in rato baso

1

4

_ .

t

}

6

*,.r.-.~.,,_..,..w.r.,_.,,_.. .,,_,._,-,.,,.....m_._.-._m._._..... . - , , . - . , _ . . - . - . - . . - . . . - - . . .
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Long Island UDhting Company CPB Exhibit _(RCS 1)
'

Orcrating Reserves Schodulo 11

| Rate Year Ending Novemter 31,1992 PSC Case No. 90 E 1105
'

Witness: Smith
;

,

(1) (2)
,

December 30, Estimated ;

Line 1990 Electric s

_No. __

Description Batance Amount i

injuries and Damages Reservo (Account 202): ;

1 Proporty Damago and Porsonal injurios $7,480,000 50.270,000
-

,

2 Automobile Uability Reserve $595p00_ 499,000

'
3 Total Account 202 58,075,000

.

'

4 Pension and Bonofit Reservo (Account 263) $2,938,542 2.2_07,000.-
,--- .. --

5 Total jligigy2, _ $ M 82 M ,,

r

,.-

o

I I

!

_

,

N-Nsureu-we-ew^*-tr' --weu,i.ecew,,-e-wa-ymyg-.y--w.,msc,gy-pw-gw,gy yyn m.m 99 - p.g . +4. 9. wg ,nm 79 9, pp.pgg,,.p- ,9.. &9 yye .,g +-e ;4mp y-.+ya * ry v9 %, m p-ye y p],y- p<9eyey*
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Long Island Ughting Company CPB Exhibit _(RCS 1) ,

Summary of Adjustment to Not Operating incomo Scheduto12 '

Rato Year Ending November 31,1992 PSC Case No. 00 E.1185
(Thousands of Dollars) Witness: Smith i

(1) (2) (3)

Revenuo or Not Revenue
Expenso Operating Requiremont

Uno Adjustment lncomo impact
flo. Description Referenco . Amount Amount Amount

_

1 Research & Development Expense Schedulo14 $11,220 $7,385 $11,004

2 Office of Training Schedulo15 1,780 1,172 1,889 :

3 Office of information Systems CPB.37 3,999 2,632 4,243

4 Employoo Associations &
Miscellaneous Scheduto10 07.2 57 92

5 CEO Parsonal Security 10 7 11

6 Other t..oployoo Compensation 100 105 109

7 Insuranco Expense Schedulo17 1,074 1,102 1,770

8 Payrollinflation $1 34 55
i

9 Work Force Unknown,
awaiting information

10 Depreciation Schedulo20 1,42_8_ D40_ 1,515

11 Totals mJ20dp9, ,,_J13434, _$21gd

Notn,

Column 2 is Column 1 multipiled by 0.05822. This is the inverso of LILCO's effectivo tax rato of
34.178% as reflected in the relationship of FederalIncomo Tax to Operating incomo Beforu Fodotal
incomo Tax on LILCO's Exhibit 5, Schedulo 2.
Column 3 is Column 2 multiplied by ULCO's Gross Revenue Conversion Factor of 1.011077,

I-

i

|

i

1r e-r e er' es-es-t->~wy up3 -pr ee%.g--. y.,e.-yw--y.p,-.g.ew% mem<$r-W.,s .=-em-g .y---pg, ym ym p.m.9-A'tyt4 -T* Td' ' ' ' * " " " " ' 'YW'NF W D " * - - ~ ~ - 87-''WT*'?'F-"7'T 'T'8'--"""'
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Long Island UOhting Company CPB Exhibit _(RCS.1)
Electric Research and Development Expenses Scheduto 13

(Thousands of Dollats) Pago 1 of 21

PSC Case tJo. 90 E.1185
Witness: Smith

; f
'

(1) (2) (3) (4) (5)
Total

Uno Extemal Electne
1 fia YeM JDt.pplal 7 41 [[$$E!MfHitKGf BM

.

Al. AnnuaLEx[niditurgt30ufnl

1 1987 2,747 108 1,007 3.002 .

2 1988 2,913 73 1,051 4,037 ;

3 1989 2,457 328 55 1,249 4.089
4 1990 8,650 1,330 54 1,No 11,434

5- 1991 p - 10,050 2,900 750 1,400 15,100

6 1992 p 10,050 4,300 1,000 1,450 17,400
.

!

7 Avg. 87-89 2,706 109 79 1,102 3,996 i

!!J{xpendituro Gr.gy(_th_Oycr Prior YoarJ)
-

8 1908 100 (35) 44 175

9 1989 (450) 328 (18) 198 52

10 1990 0,193 1,002 (1) 91 7,345

11 1991 p 1,400 1,510 09G 00 3.000
12 1992 p 1,400 850 50 2.300

I!!, Expendituro GrowitL ypl.jl87 89 Averagoj)O<

;

13 1990 5,944 - 1,281 (25) 238 7,433

14 1991 p 7,344 2,791 671 293 11,104

15 - 1992 p 7,344 4,191 1,521 348 13,404
L

IV Pe!centagej,ggrenses Over Prigr Year

16' 1988- 6.04% NA 02.41 % 4.37 % 4.53 %

17 1989 15.65 % NA 24.00 % 18.84 % 1.29 % ;

'
18 1990 252.06 % 323,78 % 1.82% 7.29 % 17003%
10 1991 p 16,18% 108,63 % 1288.89 % . 4.48% 32.00 %

20- 1992 p 48.28 % 113.33 % 3.57 % - 15 23%

V, Pergggtpgoj0cget.es Over igB7 89 Averago

- 21 1990 219.70% 1171.34 % 31.3G% 21.50 % 106.14%

22 - 1991 p _ 271.44 % 2552.44 % 853.39 % 27.00 % 277.88 %

23 1992 p 271.44 % 3032.93% 1933,90 % 31.54 % 335 44%

'

r.
'

S .u. tc.o9
.1987 1990 Actual expenditures: LILCO responso to interrogatory CPB-00
1991 1992 Projected: LILCO Exhit%t 14, Schedule 1 (Driscoli)'

!.1919
p = ULCO projection

.

-.em~.---en. =.-~~w=e.,-w-m~-w~.,m-,,n.._nn,e,,,.-..,---,-w-. .-va- ,-r.r--,,,w-r-m-vwn,m.vn-,w- _ _ e , ww-ww w mew .e m-- g w w , , - w -, w, ,m w e,-w w ww ww --
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Long Island Lighting Company CPU Enhitut ,,(FICS.1)
,

Electric Descarch and Development Eng,endituree Schedule 13
Otowth Shown Graphically Page 2 of2

PSC Case No. 90 E 1165 j

Witness: Smith

i

..enW (AD [4wetures LN4 HAD ! yertistses
j gg, -- gg _ _ A. . _ . _ _ _ _ _ _ .

.

u0 - -
_ '$9 $4m

. $8
8# $3

^
, ..

$$
'~

g6

$4 .

$3 ~ r,_ -

$2 ~'~1 11

,_._ E~~ ~.l . . _I.$.,- . .W..wLJ,_4 . ,.m. ,

87 88 89 90 91 92 SF B6 89 10 91 92

t

[ClCICOT40tgetuttsee Phtt!MA R&D[4 m b ee
| $100 $160

~
. $ 1.40 $140 -, _
l ''**

itto 8110

* $100 '
~

gli 00
e $0 60 $0 no,,,_

I $0 t,0 $0 60 i
'

' *
$0 40 $0 40 r

$0 PO $0 ?0,

Q"1. r: 7. Lrv:p:u:m::3... p. . ,,a ...r .. _ ..p.. _ L. 9. _ .. y . _ y ~. w.
,

OF 68 89 20 91 92 67 68 69 90 91 92 |
i
I
.

To w D a$k:R&D Lawxtihmog

Il8 m,-
' '

$16 e <

- 1

$14
~

f

$12 ., .

... $10
$6

$6 r
<

,

$4 -7.,

$2

4.,- - .- - -_ g - Q,, _. ,2

ST 68 89 90 91. 92 ,

!

!

1- $3NIC,0

1907_. 1990 Actual expenditures! LILCO response to interrogatory CPD CG
; 1991 1992 Projected, LILCO Exhibit 14, Schedule 1 (Driscoll)
! '

I
e

|
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. _ . _. . _ _ . _ _ _ _ - _ -. --_. . . _ _ . _ _ _ _ _- - -- __

* .

Long Island Lighting Company- CPD Exh; bit _,(RCS 1)
Adjustment to Proposed Research & Development Program Scheduto14
Rato Year Ending tJovomber 31,1992 PSC Caso fJo. 90 E 1185
(Thousands of Dollars) Witness: Smith

!

(1) (2) (3)

Line LILCO CPB
N o, ppgtlptign _ Proposal Adjustment Propoia,l_
.

1 Internal $10,050 (7.000) 3,000

2 EPRI 3,950 (3,950) 0

3 ESEERCO 1.300 (220)[A] 1,170

4 NYSERDA 1425 1,425

6 Total R&D J0 815 j11J23 $5,505,, 1 ,

-

.

S9MD
Col.1: LILCO workpapers and LILCO Exhibit 14, Scheduto 1

,

Motot
A Exclusion of 10% nuclear

i

;

t

t

|

f:

|

i

__
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Long Island Lighting Company CPD Exhibit _,(RCS.1) ,

Adjustment for Office of Training Expont;o incronso Schedato 15
) Rato Year Ending November 31,1992 PSC Caso No. 90 E 1185

,

(Thousands of Dollars) Witness: Smith

f

.
.

,

Lino
No. Description Amount Referenco

Rato year costs por LILCO's Offico
1 of Training Director $7,075.4 LILCO Ex.12, Scheduto 1

inflation: !
'

2 On tost year pay roll 223.7 tJoto A j
3 On other tost year expensos 429.5_ Note B !

Total Company proposed rate
4 year costs $7,728,0

5 Maximun amount to be allowed 5,000.0__ RM A amount for 1992 ,

6 Disallowanco $1,028.0

7 Electric portion - 92.3% Noto C

Disallowance of rato. year
8 electric expenso 3 783

.

Ngto_A l_nflatioD_Qn_lqst Yondayroym
A.1 Office of TraininD Test Year Payroll $2,810.2 LtLCO Exh.12, Sch.1
A.2 LILCO's composito payrollinflation rato _ 7.002% LILCO Exh.10, Sch. 3 ;

~ A.3 Inflation on test. year payroll _ J2232 Linos A.1 x A 2

Mote.B. Inflation _pnd_Other Test ygear Expensos
B.1 Office of Training other test. year expensos $4365.2 Lino 1 Lino A.1
B.2 LILCO's inflation f actor to rato year 10.07'E L1LCO Exh.10, Sch's,8,9,10, etc,

j B.3 Inflation on non. payroll tost year orponses $429.5 Lines B,1 y B.2

C Based on Company labor allocation por LILCO tIxh.10. Schodolo 3.-

__

1

I

4

4

h

$ |
j - .!
_ _ _ _ - . _ _ _ _ _ _ _ _
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Long Island Lighting Company CPD Exhibit _(RCS 1)
Disallowanco of Expenso for Employco Association, Chauffeurs, Scheduto10
Personal Use of Vehicles, Employeo Cafeterias, and Travel Insuranco PSC Caso No ME 1105
Rato Year Ending November 30,1992 Witness: Smith
(Thousands of Dollart)

(1) (2)
Rato Year

Lino Test Year Amount
No. Descrintion Referenco Amount _(Note A)_

1 Employco Association Contribution CPD-120 $ 11.0 12.1

2 Chauffeurs for Company Officers Noto B 14.7 10.2

3 Subsidization of Employcc Cafeterias CPB 122D _ _ 00 0_ _ _00 0

4 Totals 05.7, 94.3

5 Electric bponso Portion
_

92.5 %

0 Electric bpense Disallowanco $37.2

Notes

A Rato year amounts are based on test year amounts escalated by LILCO's assumed inflation
of 10.07%

B Based on 1/10th of $14G,810 expense per LILCO's response to CPD-122A.

.

- - . _ . . - - _ _ . - - _ - _ _ _ _ - - _ - - _ _ _- - - _ - - - - _ _ _ _ -
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Long Island Lighting Company CPB Exhibit _(RCS 1)
Adjustment to Test Year Electrio insuranco Eponso Scheduto 17
Rato Year Ended November 30,1992 PSC Caso No. 90-E 1185

(7housands of Dollars) Witness: Smith

Elect... Expenso
_

(1) (7) (3)
LILCO Actual

Liro Test Year 1990
No. Iype of Insuranco Amount Amount . Ditforenco

EL990f!

1 Boller $401.0 $441.5 (40.5)

2 Firo 1,079.0 t ,137.9 (58.9)

3 Cablo 184.0 194.0 (10.8)

4 T&D 1,040.0 733.9 306.1

5 Cr'me 35.0 34.6 0.4

6 Total Proporty _ $2,739.0 $2 542.7, $196.3

llability

7 Directors and Officers $3,372.0 $2,449.8 922.2

8 Other 2,210_.0 1,950.3 259]_

9 Total Liability - $5,582.0 $a4 400.1 $1,181.9 *

10 Total Insuranco, Tost Year $8,321.0 $6,942.8 - _$JfQ2,
o 11 Inflation to Rato Year 10.07 % 7.813% [A]

12 TotalInsurance, Rate Year $9,159.9 $7,405.2 _$16]31
13 Shift of oxpenso from olectric

to gas operations (410.1) (410.1][0]

| 14 Proposed rato year expenso _$92481 _ SLO 75.1 $16731

Source: LILCO response to interrogatory CPB-151, LlLCO Exhibit 16, Scheduto 7,
,

|.
and LILCO's supporting workpapers.

[A] Por LILCO Exhibit No. 5, Scheduto 10 (Wackett)
1990 inflation of 4.0% and 11/12ths of 1991 inflation of 4.0%

| [B) LILCO's rate year adjustment used pending receipt of LILCO's calculation
l detail for this adjustment. (CPB-245)

1

. - . - - . - . - . - . . . - - - , . - , . . - , . . ,
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Long Island UDhting Company - CPB Exhibit _(RCS 1) |
Decreasing Trond in Cost of Company's uability insuranco Scheduto 18
Rate Year Ending November 30,1992 PSC Case No. 00 E 1185

"i

(Thousands of Dollars) Witness: Smith

TYPE OF INSURANCE '

'

(1) (2) (3) (4)
Directors' & Total
Officers' Other Total Uability &

Une _Llability_ Unbi!ity, Liability, Propofy_
,

>

_N o._. Year

1 1987 0,603.3 3,918.5 10,521.8 12,382.1

2 1988 5,890.9 3.413.2 0,310.1- 11,154.8

3 1998 4,701.9 2,769.3 7,471.2 9,922.5 !

4 Test Year Endad 6/30/90 3,372.0 2,210.0 5,582.0 8,321.0

5 1990 2,4 414.8 1,050.3 4,400.1 0,942.8 ;

TREND OF INSURANCE
,

13 0

,,,,,,y%
12.0 -

'11.0 - ; 3
10 0 - re #g%j '

@%
g'

E'I % 5$$9.0 -

0 %, gj h fyjg [k[gji gj g
S 47 80- Q3 i Ei

,

E 6,01gg gy q 7 fy y y;,- gJ q g *

50 m 4 :~. - y :. ,z w a< w m- w
I;f c$ E* "i M h $ 3 'F-i94.0 -39w9 M

30 Q;fjj M,1, $j fps
-

f 0% ,f)$ 7 @$ $ pf;=di%gp _

.y1 . C eM 51 @: % 4x $ ~2.0 * % y 9 Q W 4 "

1.0 $ Ki d
O0-"' " 'l hj $$$f p~g h ly gM 7. .:$ @" M t'' ~

t 't
,

' """ " * " " -

1987 1988 1998 ' C/30/90 1990

'

[O Column (1) E3 Column (2) C3 Column (3) C3 Column (4)
,

r

PROPERTY INSURANCE COST EXCLUSIVE OF NEW T&D COVERAGE |

1

tw= ~ -

1 93 '
1.92 -
1.91 -
1 90 -
t en -,| 1 88 -

g 1 81 -
p~ 1 66 * -M

1 65 - %~~%
1 D4 - g ~.z %g,, 3-

'

1 3
1 80 . i .

1966 1947 1966 1989 19ie0

Source ULCO': menonse to Interrogatory CPB 151.

. - _ _ . - _ _ _ - ~ _ . . . - _ . _ _ . _ . _ . - _ - . _ . . _ . . _ . . _ _ _ _ _ _ _ . _ _ _ _ . , . _ . . _ . _ _ . _ . . - _ . . _ _ _ . . . _ . _ . _
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Long Island Ughting Company CPB EMilbit_(RCS 1) |
Work Force Tror.d Scheduto 19 !

And Comparison With Consolidated Edison PSC Caso No. 90-E 1185
Witness: Smith |

No. Year ULCO Con. Edison

IJmp!oyees pt DegembeL31_
1 1986 0,219 20,098
2 1987 6,378 20,200
3 1988 6,281 20,108
4 1909 0.239 19,798
5 1990 0,G30 D 19,422 B
6 Rato Year A 18,981 8
7 2/28/91 6,598 C i

*

ULCO WORK FORCE TREND THROUGH 1990

..

,,V |
'

..-

,/ '
...

W /,

. F. ... . . . , -
.... . . . . ....

CONSOUDATED EDISON WORK FORCE TREND THROUGH 1990

::|?
::::
::::

... m >

. . . . . . . , . . . . . . . . . . . . .

lideALQgerleaLCha0D0

8 1987 159 -432
9 1988 97 158
10 1989 42 310
11 1990 391 376

MJoar_Oyotyear Porcontago Chango _o
11 1987 2.56 % 2.09 % <

12 1988 1.52% 0.78 %
13 1989 -0.07% 1,54 % !

14 -1990 6.27 % 1.90 %

- Sourco: 1990 Annual Reports to Shareholders
Notes:
A. Lit.CO Exhibit .Schodulo
B. Consolidated Edison Exhibit No. 39, Schedulo 4, Pago 2 of 7

(Consolidated Edison 1990 Annual Report listed 19.483 employees at 12/31/90) ,

C. ULCO Comparativo Statomont Operations & Budget February 1991
(Includes 72 part timo employees) Personnel Activity page

D, includes 85 part timo employees, per ULCO's December 1990 Portonnel Activity Report

~ . - _ . _ . . - _ _ . . _ _ . - _ - . _ . _ _ _ _ . _ _ . . _ , _ . _ . _ . . _ _ _ _ _ _ _ _ _ . _ _ _ . , . . . - . . - . _ - _ _ . _- _,_
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Long Island Ughting Company CPB Exhibit _(RCS.1)
Adjustment to Roduco Rato Year Deprociation Expense Schodulo20

: Associated with Removal of Plant in Service Overstatomonts PSC Case No. 90 E 1185
Rato Year Ending November 31,1992 Witness: Smith
(Thousands of Dollars)

.

(1) (2) (3)
Electric ;

Uno Electric Portion of
_

No. Description
__

Plant Common
.

Total Referenco

1 Estirnated Rato Year Overstatomont $42,301 $5,202 ,_,,,$47;503, Sch. 3, p.1

2 Composito doptoction rato used
by LILCO for tato year 2.97% 3.31 %, Noto A

3 Adjustment to depreciation expenso .$1_,256, _$172 $1A29, ,,

4 Adjustment to accumulated deprociation _ ._$62,8, m,. _ ,$06 ., _,$714 -,.m

:
.

Note A: Compos!to_Dopregiation_Ratos
.

Electric
Portion of;

Electric Common Referenco

A.1 Rato year depreciation accrual $101,201 $4,637 LILCO Exh.15, Sch. 21

A.2 LILCO's average rato year -

plant in servico $3,411,42G $139,945 LILCO Exh.17, Sch.1 ;

A.3 Composito deprociation rates 2.97*i m,,
3.31 % Linos A.1/A.2

'
'

I

i

. , . . , , ~ . . . . . - , _ . . _ . . . ~ . . , _ _ , _ . , _ . . , - . . . ..-.._m-...~.~.-.m._.- . . _ , , . , , , , , . - . _ . . . . - , . . . . - - , ---. ,-.-, 1 --,.,v-~
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1 Q. State yout namu, present |>onition, inal boninoss addiens.

? A. liy namo in Joseph F. Thitno, Sr. I am tho Chlot ut ilit y

3 Accounting Analyst of the Consumot Protection floa rd ( CI'll) .

4 The CPB is located at 99 Washington Avonuo, Albany, flow YotL

5 12210.

6

7 Q. Stato your education atul woth exporiencu.

O A. I graduated fium Murray State Univernity, Murray, Euntuely,

9 in 1970, rocoiving a Hacholor of Scienco Dogroe in Ituninons

10 with a major in Accounting. Upon graduation, I accepted a

11 position with the 11ew York St ato Dopa rt mont of l'ubl i c

12 Service, in the Audit Section of the oftice of Accounting

13 and U t i l i t.y rinance. 1 transferred to the Accounting

14 Systems Section in October 1973, and romainod thoro unt il

15 11ovember 1979.

16 I was promoted to Senior Accountant in 1973 and to

17 Associate Accountant in 1975. In llovember 1979, 1

18 transferred to the CPB, accepting a posit. ion as a Prinelpal

19 Accountant. Theno promot lono wore baced on the panning of

20 competitive statewide exami na t ionc . In April 1982, I w a t.

21 appointed Chief of Ut ilit y Account ing Analycin for tho Cl'H.

22

23 Q. llave you testifiod bofore this commisslon?

24 A. Yes. I previous.ly ten t i t ied in 39 cli f f orent rato,

2 'i financing, ext.raordinary property loss and rate set t lemont

26 proceedings. I last testified in the Ili aga ra 11uhawk Power

.
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1 Corporation electric, street 11ghting and gas rate

2 proceedings. (Casor. 29327, at , al)

3

4 C. What is the purpose of your testimony?

5 A. I will summarico tho various rovonuo adjustmonte developed

6 by CPB witnesses Dr. Sugi Yoon, Dr. Douglas Eliner, Mr.

7 Tariq Niazi, Mr. En1ph Smith, and myself, an well as tho

0 adjustments presented by Dr. John Wilson, who is testifying
e

9 vi. behal f of the Long Island Power Authority (b1PA) .

10 I will then discuss a reduction of about-$10.2 million
11 in Long Island Lighting Company's (LILCO's) rato yoar

12 property taxes which has not been reflected in the cost of

13 service for the 12 months ended llovember 30, 1992.

14 I-will also increase th9 levol of ratepayer accumulated

15 deferred credits by $3.0 million and recommended that such
'

.

16 credits be applied to reduce the Rate Moderation Component

17 (RMC).
'

10 In addition, I will describe several long-term credits

19 and cost _ reductions, such as property tax refunds in,

20 litigation, salvage value of Shorcham equipment and

! 21 recoveries f rom contractors now in litigation which may be
i

22 availablo in the future to reduce the RMC balance.
'23 Finally, I will discuss LILCO's financial condition and

24 show that a - cash interest coverage targot of 1.36 times,

25 reflecting the 11.11 equity return recommended by CPB

2

. . _ . _ . . . . , _ . _ _ _ _ _ - . _ _ . _
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I witness Yoon, will mainta.in the Company's current BBH-/Baa3
{

2 bond ratlngs. Lowering the equity return to 11.11 Irom the '

3 12.24 sought by LI1,CO reduces the Company's revonue

4 requiremont by about $34 million.

5
;

6 Q. Please describo the CPH and L i l'A adjustments and their j

7 revenuo impacts. #

i
'

0 A. These adjustments are summarized in thu following tablo:
9

10 Summary Of Adjnstments j
11
12
13 Reduction in projected $50.3 million
14 fuel costs
15
16 -Reduction-in proposed prollt $34.0 million '

17 allowanco irom 12.2 porcent
18 to 11.1 percent
19
20 Reduction in projected $19.2 million

' 21 property taxes -

22- i

23 Removal of charges related $16.0 million
24 to unbliled revenues
25
26 Roduction in roscarch and $12.2 million ;
27 development expensos and
20 ' utility organization dues
29
30 Reduction in insurance costs $ 4.6 million >

31
32- Other adjustments $21.0 million
33
34
35 TOTAL S157,3 mi11 ion
36-
37
30
39,

40 The application of those adjustmonts to LILCO's rato
,

3

,_. _ _._.~._ - . . - . . _ _ . _ . - _ _ , - _ - _ . - - ~ _ _ - - - - - - - - - - - - - - - - ,
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1 proposals is discussed in Mr. Kessel's testimony. CPD i

2 witness- Mr. Niazi will testify in opposillon to LILCO's

3 roquest for additional automatic rato adjustment mechanjomo.

4-

5 RATE YEAlt COST or SERVICE

6 :

7 Q. Has L1LCO projected the rate ynar level of property .texos

O for'the electric department?
i

9 A. Yes. Property taxes of $220 million were forecast by L:LCO

10 witness Ehrlor and reflected as a rato year expense.

1 11 (Exhibit. 22, Schedule 3) This expense was included in the

12 original cost of service calculations and in the rato year i
t

13 . revenue requirement of $114.6 million. (Exh. 5, Sch. 1)

14 However, when tho.S220 million was revised downwald to about
,

15 S201.8 million, LILCO did not indicato that the rato -- year
*

.

16 cost of service and the required revenues would be reduced.

17 (SM 429) It appears that LILCO would credit thic amount to
J

18 the RMC, as it has proposed to do for other property-tax

19 . changes.
s

20

21 Q. What ratemaking treatment do you recommeruj for this item?

22 A. I_ recommend that the $10.2 million ($19,2 million in revenue

23 requirement' terms) be. applied to reduce the rate- year

- 24 revenue requirement . This proporly reflects projected rato

25 year expenses.
,

1

!

|

|_ - - - _ _ _ _

.m . . --_. . , . . . . . _ , _ , . _ , _ - . . . . , _ , _ . _ - . _ , . - _ _ , _ _ . _ . . . , _ _ - . . . . . . _ , , - - . _ _ . _ . - . . . . . . . . . . . , _ , , . , _ . . . , , . - , _ , , _ . . , _ , . .
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1 DUl'CitRED ImTCPAYEll CilEDITS

2 Q. Please discuss the various deferred rat epayer ci mit ts.

3 A. LILCO's 1111ng includes coveral ratepayer benetito which

4 the Company uses to reduce the RMC. The credits include

5

6 Porecasted excess earnings $20.5 mijllon
,

7 Fuol Moderation Componont (FMC) 19.H ml11fon

8 flot Rontal Incomo f rom t.he !!1noola D1dg. 1.0 million

9 Over-recovery of Penston Expensen 4.0 ml11lon

10 Drookhaven Property Tax rotundo U.0 million

11 (2nd installment) 3.6 million

12 (3rd installment) 2.9 million

13 Total $60.6 million

14

-15 11ource: Exhibit
___

(JT-1), responno to
.

16 IInterrogatory 18.
'

17

18 In regard to thu Droukhaven ptoporty t.a x refunds, the

19 Company has proposed to retain 25% of the amount for its

20 otockholders. LILCO hao accumed the samo 25'6/751 charing

21 for another Ilrookhaven proport y 1ax rofund of $0.7 million

22 which was roccived in 1988, crediting $6.5 million to the

23 RMC. (LILCO Petition dated October ?, 1990, at 4) The
24 ratemahing troatment for a11 of these Brookhaven p ropo r t y

25 tax refunds is pending before the Commission and should be

5
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1 resolved in the context. of this proceeding.
,

2

3 0 What i s ~ t.he basis for the company's proposal to retain 25%

4 of tho property tax refunds for stockholders. |

5 A. In a pe tit. ion dated October 2, 1990, the Company states

6= that its proposed 75%/25% sharing would provido a fair

7 incentive to continue its successful tax reduction program".

8 (LIbCO pe t. ition of October 2, 1990, at 1) While t.he '

9 Commission has approvod the sharing of property tax refunda
,

i

10 as an incentive mechanism, the historic stockholder
'

.

11 rotontion levels have ranged betwoon 10% and 251. Tho most

12 recent casos mentioned by LILCO resulted in an average |

13 retention of about 14%, including 10% in Case 29672, fJi a rta ra

i
14 Mohawk Power Corporation Gas Rates, Opinion tio . '88-04,-

15 18% in Case-88-G-121, Brooklyn Union Gas Co., Opinion-tio. -

.

16 -88-26, and 13.91 in Case 89-M-061, consolidated Edison of

17 New York,-Inc., Opinion lio. 90-1.

'
18 LILCO claims it is entitled to retain 251 because it.

19 obtained largo property tax- refunds. Iloweve r , when ono

' 20 considers the rate -Ancreases facing LILCO's electric

21 ratopayers, a lower incontivo sharing amount la clearly

22- appropriate. The more recent 141 average retention level is *

23 reasonable and should.be the basis for sharing the property
-24' tax savings in this case. This would increase the property

,

- 25 tax refunds included in the ratepayer credits by $3.0

|
G

|
,

+
t

,

'

~.__;,__,_ ..-._.._.;, _ . . . _ . - . _ _ . _ _ . . . . _ . _ _ . _ _ _ _ . _ _ _ . _ , . . . _ _ _ _ . _ . _ _
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1 million. As revised, the $60.6 million shown in the table
;

2 above is increased by about $2 million, while the amount of 1

3 $6.5 million amount f or t he 1988 rotund in increased to $7.5 ,

4 million.

5
*

6_ Q. Ilow should - t.ho deferred ratopayer credits be treated for

7 ratemaking purposes in ihis proceeding?

8 A. Ao corrected above, the doforred ratopayor credits should bo

9 used to reduce the RMC balance, as LILCO proposes.

10

11 LO!1G-TERM CRCDITS AtlD COST REDUCTIO!lG

12 Q. Please discuss any long-term credits a n<l cost reductinns

13 which may be available to reduce the IU!C in the iuturo,
;

14 A. There are many contingent items which may teduce th" build-
- 15 -- up of - the RMC over the long-term and could result' 'In a

,

16 reduction of the RMC's amortization porlod. Whilo L1LCO now
17 suggests that its updated forecasts and assumptions rer[utro
18 the lu!C to be amortized over 12 years, the Company

-19 recognizes there are many f actors that may impact the long-
20 term . rato picture. (SM 191-2) It in generally recognized

21- that long-term. forecasts a re- subject to change. -In the

22 Opinion establishing its LILCO rate plan, the Commission !

23 stated that projections over a period of 10 or more years
24 are- inherently uncert ain. (Opinion 89-8, i ssuott April 13,

25 1989, at 75) 11over t holos s , thoro is a potential for

7

. . . . - , , _ - ._,_ _ . __ _ _ _ . _ . . _ . _ . _ . . . ._
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1 improvomont in several of- LILCO's long-term coct

2 projections. I will sununarizu suveral u( thesu items hete:

3
'

4 1. Further property tax reductions .to Company 10--

5 seeking to reduce the Shoreham assessment imposed by the

6 Town of Brookhaven which, if succosaful, would.1 cad to tax

7 refunds exceeding $$00 mil 1fon. (1.1 LCO rompiinnce fi1ing
!

8 dated July 28, 1909) In addition, the Company la

9 litigating property tax issues in 11assau County (Mineolo

10 offico building and the E. F. Barrett Power Plant), and in ;

i

'

11 11ew York City (Par Rockaway Power Plant). (LILCO Petition

12 dated October 2, 1990, at 2, 3)

13

14 2. Other litigation relating to . Shoreham and 111 ne Mile

LILCO is sooking to recover coats and/or damagen-15 Point 2 :--

1
' .

16 from several contractors involved with the ' two nuclear
'

17 construction projects. In one case involving IMO Dolaval,

10. Inc., LILCO seeks damages for- defects in three diesel -

19- generators. (L1LCO compliance letter dated July 28, 1989)
,

20 on April 12, 1991, tiewsday reported that a Federal jury

21 _-concluded the generators were under warranty when they I

22 failed, thereby permitting LILCO to seek up to $30 million

23 in damages. Another suit involves General Electric and the-
,

24 suppression containment system for Shoreham. Two other

25 cases involvo the design and construction of fline Mile Point

t

8'

-
_

w
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1 2. LILCO hac indicated that the outcomo of thone cacos

2 cannot be predicted, but t.he possibility of significant
, ,

3_ recovery-exists in onch cano. (L1LCO Comp 11anco lottor dated

4 July 28, 1989),

5

6 3. Shoreham salvage LILCo continues to hold Shoreham I--

7 property and equipment pending disposition. The salvage

8 value is dependent on the potontial uso of this equipment in
i

9 LILCO's system, a possible morhet. sale or liquidation.

10 LILCO is currently to evaluating those options.
,

11'

12 4. " Emission credits" LILCO is considoring the salo of--

13 allowancos resulting irom the Clean Air Act amendments of

14 1990, but these amounts have not been reflected in any rato
15- plan. (SM 242) During cross-examination by Staf1, LILCO

,
. .

16 witness Madsen indicated that t.he Company may have 50,000
I17- excess allowances. A value of $1,500 for each unit was
i

10 mentioned as the possible value for those emission credits. <

19 (SM 243)
P

20 Favorablo resolution of thoso cacos can result in, for
r

21 example, sub.it.antial cost reductions or refunds of property
22 taxes and improve the Company'n long-term forecasts.

23
.

;

24

4
o

i

i 9
i

i
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1 IllTEREST COVERAGE

2 Q. Will the CPB equity return recommendation affect LILCO's

3 cash intorost coverago?
i

4 A. Yes. CPD proposed that LILCO be allowed an 11.1% return on -

5 equity. This traditional cost of service adjustment would
I >

-6 reduce LILCO's $114.6 million (5%) revenuo request by about
7 $34.0 million. With an equity return of 11.11, rate year

8 cash interest coverago will be about 1.36 times. (Exh.
.

9 (JT-2) The Company projected that its pre-tax interest

10 coverage for the December 1991 '

tJovember 1992 rato year-

11 would only be slightly higher -- 1.43 times. (SM 250, Uxh.
,

j 12 3, Sch. 6)

13
i

|

1 14 Q. What are LILCO's current l>ond ratings?
|

<

15 A. The Company has-achloved minimum investment grado ratings-of
-

.

16 Daa3_from Moody's and BDD- from Standard and Poor's (S&P's).
|- 17 .These improvements were achieved after the Shoreham.

18 Settlement and the RMA were approved. LILCO pointo out, and '

! 19 I agree, that attainment of minimum investment grade ratings
t
'

20 reflects an - improved qualitativo assessment of LILCo. ( S!!
' '

21- 199).,

i

|
; 22
t
'

23
,

10

_ . _ . , _ , _ . , . . . _ . , - . _ . . . _ . _ . _ . _ . _ . _ . . _ . _ _ _ _ _ _ . _ _ _ . _ _ . _ _ _ _ _ _ . - _ . _ _ _ _ _ _ _ _ __.___ .
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1- O. Is the projected coverage level of 1.36 tJmes an improvement ,

I
-2 over LILCO's recent coverage?

|
|

3 A. Yes. Recent actual cash coverage levels for LILCO were:

4

5 (a) Juno 30, 1990 1.13 timen
6
7- (b) December 31, 1990 1.20 "

8
9 Sources (a) Exh. _JT-3 '

- 10 (b) SM 199
11
12 In addition, the Company projects that its coverage for'

13 the 12 months ended December 31, 1991 would again be 1.2
,

14. times. (Exh. JT-4) The improvement in cash coverage

15 to 1.36 times for the December 1991 !Jovember 1992 rate-

16 year will be viewed positively by the various rating

17 agencies. Consequently, LILCO's investment grade ratings

18- will be maintained sinco this quantitativo aspect --cash

- 19 - interest coverage -- will improve.
.

20

21 0 Will the rating agencies qualitative assessment of LILCO4

22 continue on a positive basis if the rato proposals presented
- 23- by the CPB and LIPA oro adopted?

24 A. - Yes. Under the CPB and LIPA . recommendations, a rate
'

- 25 increase of $64.7 million (2.81) would be authorized and no
26 .new deferred ratepayer charges would be booked in the

27 December 1991 riovember 1992 rato year. This will support-

28 LILCO's return to financial health. It reduces the.

29 projected increase in the long-term RMC liability and

*

11

5

4

*-e.+- - . - .. ,.-m,*-*-- www..w.,%.~,,..-%- ..,,-r .uw--,,-m-,..w.m,.3,--s,,-e., ,m,>.w.-,.m. - . . , < , . . _.w,wy-,y.m ,3, y.,__-.-_es.+ y.
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1 reflects , support of the RMA's basic. concepts, Rating

2 agencies.will view such a position. favorably. j
l

3 The improv_ed qualitative assessment of LILCO will-

4 continue,-as will the most important quantitative element,
5 cash-interest coverage. Considering those factors, LILCO's

.6 investment grade ratings will be maintained.
1

. 7- !

I

0- -0 Does this conclude your testimony?
-

- 9- A. Yes.

.

a

12

. - . . _ . . _.
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LONG ISLAND LIGHTING COMPANY
RESPONSES TO FIRST SET OF CPB INTERROGATORIES
_____________________________________________

18. Q. Provide full details and rate year amounts for each
of the deferred ratepayer credits listed on page 17,
lines 1-8. Please provide a rate case reference for
each item in the rate filing and discuss any
restrictions on current rate use of each credit.
For any item not previously quantified and included
in this list of " examples" provide a projection for
the rate year and detail the basis for this amount.

A. The deferred electric ratepayer credits referenced
in the testimeny on page 17, lines 1-8 which were
applied to reduce the RMC balance are as follows:

Amount Credited
Description ($M) to RMC On
___________ ______ _________

Forecasted Excess-Earnings
for the 12/1/90-11/30/91
Rate Year: 20.5 12/1/91
Projected FMC Balance as
of 11/30/91: 19.8 12/1/91
Net Rental Income from
the Mineola Office Building
as of 11/30/91: 1.0 12/1/91
Over-Recovery of Pension

.

Expenses as of 11/30/91: 4.8 12/1/91
Brookhaven Property Tax
Refund Installment Payments: 8.0 12/1/90

|- 3.6 8/1/91
| 2.9 8/1/92
i-

Estimated Over-hecovery_of
1990 DSM Program Costs: 7.5 1/1/91

L

The RMA provides for a deferral of any excess
earnings and_FMC credits for future disposition by
the PSC. In Opinion and Order No.-86-1 issued
January 24, 1986 in connection with LILCO's Electric
Case No.-29029, the PSC ordered the Company to
begin deferring rental income from its Mineola
office building (not of certain expenses) for

i recognition in a future rate proceeding. In a PSC
order received on September 22, 1987 the Commission
required all New York State utilities to defer any
over-recoveries of pension costs resulting from the

. -_ _ _ .. -. - - .. - . - - - - . -- . _ - .
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implementation of SFAS-87 until such time as the
effects of the accounting rule change promulgated
by this statement could be reflected in the context
of a rate proceeding. Under a settlement negotiated
with the Town of Brookhaven, the Company is to
recolve a property tax refund totaling $20 M,
payable in three installments. LILCO received the
first installment of $11.0 M plus $63,288 in
interest for late payment on August 29, 1990. The
second and third installments of $5.0 M and $4.0 M
are scheduled to be received on August 1, 1991 and
August 1, 1992, respectively. The ratemaking
treatment of this refund which is reflected in the
Company's filing is in accordance with its petition
filed with the Commission on October 2, 1990 which
proposes that 75% of the electric portion (96%) of
the refund be credited to ratepayers via a reduction
to the RMC. A PSC order related to the Company's
1990 DSM program issued August 31, 1990 specifies
that any over-recoveries of DSM costs are to be
returned to ratepayers by crediting the RMC.

.

|
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Case 90-E-ll85
Exhibit (JT-3)", Sheet I-of 2

.

LONG ISLAND LIOliTING COMPANY
RESPONSES TO CPB FOLLOW-UP INTERROGATORIES
___________________________________ ______

81. Q. See Response to CPB Q28. Please reconcile all
differences between the coverage calculations of
1.05 times for the _ twelve months enr'/. Tg June 30,
1990 with coverage of 1.72 times ret.u tod by S&P on
See S&P's Creditweek with Response No. 21.

A.- S&P has revised its calculation of pre-tax interest
coverage excluding non-cash income for the 12 month
period ending June 30, 1990 from 1.72, as reported
on October 25, 1990, t o ' 1_. 1 3 . Attached is a copy of
their updated analysis received April 3, 1991. The
difference between S&P's and-LILCO's coverage of
1.13 and 1.05, respectively is that LILCO excludes
all non-cash income from the calculation whercas S&P
excludes only those amounts which are separately
identifiable (such as AFDC) in the Company'c
published financial reports.

.

|

|

|

|

l
!

1
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Exhibit (JT-3)
Sheet 2 of 2too mac Uutta; cc

04 03 v1

Inccre ene h dis 1990 1987 1985 1987 1956
2 0 0 0 0.................... ... . .. . . . . . .. ................ .. . ... ......... .. .. . . . ..

(mit. 5)
Funds f ree cwat tons (FIO).. 471,5 470,) 3?$,0 354 $ 439.9

,.....
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Case 90-E-1185
Exhibit (JT-4).

.

.

LONG ISLAND LIGHTING COMPANY
- RESPONSES TO FIRST SET OF CPB INTERROGATORIES

22. Q. Testimony Page-23. Provide the same financial
statistics shown as projected for 1991.

.

A. The financial statistics for twelve months ending
December 1991 are as follows:

LILCO
(1991)

Pre-tax Cash Interest Coverage: 1.2x
Debt Ratio: 62%
Net Cash Flow as-a % of Capital Expenditures: 26%
Funds from Operations Interest Coverage .71x
Funds from Operations to Total Debt: 8%

.

27. Q. List the type and the rate treatment of the annual income
from the:short term investments shown on Exhibit 3, Schedule.

5. If applicable, explain why these c. mounts are not included
in the rate filing.

A. The short term investments shown on Exhibit 3, Schedule 5 are
assumed to be investments in commercial paper, earning 7.5%
annually. In general, for ratemaking purposes any short fall
or surplus of cash is assumed to be temporary in nature and
part of the Company's working capital allowance, accordingly, '

it's not. included in the calculation of the rate year cost of
capital. Any-interest expense or 11.come-generated.from short
ter debt or investment balances is reflected in the ratefi ang in the-"Other. Interest" or "Other Income" lines of the
Income. Statements presented in Exhibit 3, Schedule 3 and 4..

'

28. Q. -Using the same methcdology shown on Exhibit 3, Schedule 6,
. provide _ Coverage. Excluding AFC for_the twelve months ended
June 30, 1990. Please explain any difference between the
calculation of 1.43 times coverage and coverage using S&P's
method.

The pre-tax interest coverage excluding AFC and all other
non-cash' income for twelve months ending June 30, 1990 is-
.1.05-times. LILCO follows the same methodology used by
Standard & Poor's when calculating pre-tax interest coverage..

. ,

.

,

- .
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STATE OF NEW YORK
1

BEFORE THE

PUBLIC SERVICE COMMISSION
3

4

5 L ng Island Lighting Company ) Cases 90-E-1185
90-G-0112

6

7

g T_estimony of Dr. John W. IUJson
,

9 I. Cualifications and Summary

10

Q. PLEASE-STATE YOUR NAME, OCCUPATION, AND ADDRESS.g_

12'

A. My name is J hn W. Wilson. I am President of J.W.13

g Wilson & Associates, Inc. Cur offices are at 2600 Vir-
ginia Avenue, N.W., Washington, D.C. 20037.1s. .

16.
|

Q. ON WHOSE BEHALF ARE YOU TESTIFYING-IN THIS CASE?,,
i *

13
I A.g I am. testifying on behalf of the Long Island Power

20 Authority-(LIPA).

. 21
l Q. PLEASE OUTLINE YOUR EDUCATIONAL BACKGROUND.| 22
.

23

24

25

-_ _. ._ -.- - . - . - -. . . . . - , , . = - - . - ,
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A. I hold a B.S. degree with senior honors and a Mastors1
,

2 Degree in Economics from the University of Wisconsin.4

!
3 I have also-received a Ph.D. in Economics from Cornell

'

4
University. My major fields of study were industrial

:

5 rganization and public regulation of business, and myi

6 d ctoral dissertation was a study of utility pricing
7 and regulation.

S

'

9 Q. HOW HAVE YOU BEEN EMPLOYED SINCE THAT TIME?

10

A. After completing my graduate education I was an assis-11
i

73 tant professor of economics at the United States Mili-

13 tary Academy, West Point, New York. In that capacity,,

14 I taught a wide range of courses in economics at the

15 introductory and intermediate levels. While at West

16 P int, I also served as an econcaic consultant to the:
-

Antitrust Division of-the United States Department of,-

Lt

Justice.
3

; ..

19
i.

20 After leaving-West Point, I was caployed by the Federal

21 Power Commission, first as a staff economist and then-
,

22 as Chief of FPC's Division of Economic Studies. In

| -that capacity, I was involved in a vide range of regu-i. 33
|

24 lat ry matters involving most phases of FPC regulation
!

25

|

| -2-
|

. _ . _ _ _. _ _ _ ._ __ _. . ._.
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!

y of electric utilities and the natural gas industry.
Since 1973 I have been employed as an economic consul-2

3 tant by various clients including federal, state and

4 local governments, private enterprise and nonprofit

5
rganizati ns. This work has per*.ained to a wide rango
f issues concerning regulatory and matters as well as6

economic and financial analysis.7

8

g Q. WOULD YOU PLEASE DESCRIBE SCME OF YOUR ADDITIONAL PRO-

10 FEssIONAL ACTIVITIES?

11

A. I12 have authored a variety of articles and monographs,

13 including a aumber of studies dealing with regulation
and studies dealing with the economic structure and.

15 per rman e e mpc v ma s. ave consulted

16 n regulat ry m tters with the Federal Ccmmunicaticns

Comnission, the Naticnal Academy of Sciences, the Ford.-,

Foundation, the National Regulatory Research Institute,g

,9 tne Electric Power Research Institute, the U.S. Depart-

ment of Justice, the Commerce Department, the Depart-20

ment of the Intericr, the Federal Trade Ccmmission, the),

22 Department of Energy, the Small Business Administra-

23 tion, the Department of Defense, the Tennessee Valley

2% Authority, the Federal Energy Admi7istration, the,

25

-3-

_ _ . - _ _ _ _ _-___- _____ -
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.

1 American Public Power Association, the National Asso-

2 ciation of Rural Electric Utility Cooperatives, and
3 numerous state and provincial agencies and legislative

4 bodies in the United States and Canada. I have also

5 served n the Advisory Committee to the National Asso-
g ciation of Insurance Commissioners (NAIC) Task Force on
7 Profitability and Investment income, and the NAIC's
g Advisory Committee on Nuclear Risks.

9

19 Previously, I was a member of the Economics Committee

11 f the U.S. Water Resources Council, and I was the FPC

12 Coordinating Representative for the Task Force on

13 Future Financial-Requirements for the National Power
; 14 Survey.

.

,
,

j 15
:

16 In addition, I have testified on numerous occasions as
i
;

3 an expert financial and accounting witness,_and I havee

a

j 1g participated as a speaker, panelist, or moderator in
-

many professional conferences and programs dealing with.yg

20 business regulation, financial issues, economic policy+

p

2L and antitrust matters. I_am a member of the American
'

22 Economic Association and an associate member of the

33 American Bar Association and the ABA's Antitrust, In-
\

i
.

,4 surance and Regulatory Law Sections..
,

i

25,
.

9

_4_i
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y Q.
HAVE YOU TESTIFIED PREVIOUSLY IN REGULATORY PROCEEDINGS

DEALING.WITH RATE REQUIREMENT AND REGULATORY POLICY2

3 ISSUES?

4

5 A. Yes. I have presented testimony on rate requirements
6 and regulatory policy on many occasions. I have testi-

fled in regulatory proceedings before this Commission7

and in most other states as well as before federal8

9 agencies and in court proceedings. I have also testi-

-

'

10 fied before the U.S. Senate and House of Representa-
11 tives on numerous occasions.

12

13 .Q.
WHAT IS THE SUBJECT OF YOUR TESTIMONY IN THIS CASE?

14

A. I have.been asked by the Long Island Power Authorityq3

16 (LIPA) to address ratemaking issues in this case con-
17- corning LILCO's (1) proposed " sales adjustment mecha-;

p

yg nism", (2) _ insurance costs, (3). advertising expendi- '

19 tures, (4) unbilled revenues and (5) Edison Electric
'20 Institute (EEI) dues.
21

22 Q.
PLEASE SU?OIARIZE YOUR RECOMMENDATION WIT!I RESPECT TO

33 EACH OF THESE ISSUES.
!
o

-

24

25-

_g-
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t

y Based on the considerations discussed below, I recom-A.

mend that:2

3

4 (1) The Commission should reject LILCO's proposed

"s les ad,astment mechanism";5

6

(2) The Commission should disallow the recovery of,

g LILCO's Director's and Officer's Liability Insur-

9 ance expenses. These expenses involve payments to

yg an affiliate which earns extraordinarily high

11 rates of profit and which rebates premiun payments

12 t its owner / insureds. Moreover, the insurance

13 coverage in question is purchased for the benefit

3 ,, of the Company's shareholders. In the alterna-.

13 tive, the Commissien should order a detailed regu-

6 latory audit of LILCO's liability insurance trans-

17 actions with its affiliated offshore insurer,
g " Associated Electric & Gas Insurance Services

19 Limited (AEGIS)" and require refunds to ratepayers

20 f r any premiums that AEGIS has refunded to LILCO

21 and fer any additional excessive premium amounts

22 that the Ccemissien determines LILCO has paid to

23 this affiliate;

24

25
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! 1 (3) The Commission should disallow the recovery of
,

2 $300,000 of advertising expenses that LILCO has

3- . included in its "DSM advertising" expenses in this.
i

4 case, which are, in fact, related to corporate
I

5 image building;
,

'

6

7 (4) The Commission should exclude $115.4 million of
: 8 "unbilled revenues" that LILCO has proposed to
l-

g- include in its rate base. This will have the

to effect of reducing the Company's revenue require-
'

11 ment by.approximately $16 million; and
,

12'

4

13 (5) -The Commission should disallow LILCO's recovery of

14_ EEI dues-from ratepayers,,

4

15

16 II. Sales Adiustment Mechanism

17

13 Q. WHAT IS LILCO'S PROPOSED " SALES ADJUSTMENT MECHANISM"?.

19

20 A. LILCO has proposed a sales adjustment mechanism which,
,

i 21 the company claims, would reduce the uncertainty of

22 experiencing electric sales below the Company's sales'

-

L 23 forecast. Under LILCO's proposal, if net sales reve-
1 _

nues (i.e., revenues less fuel and gross receipts| 24
i
4

j 25
.

_7_
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4

y taxes) are below the company's forecast, LILCO will add-

2 the first $10 million of any-shortfall to the RMC (Rate
3 Moderation Component) balance to be amortized over the

! 4 RMC recovery period. Any additional shortfall (up to
-

-

i 5 S10 million) would be recovered currently through the-

6 fuel adjustment clause.

7 ,
.

g If not sales revenues exceed LILCO's forecast, LILCO

9 will deduct the first $10 million of any excess from
ig the RMC balance and credit ratepayers currently for any

,

j yy additional excess through the fuel adjustment clause.

12-
4

4 - 13 Q. WHY DO YOU RECOMMEND THAT THE COMMISSION SHOULD REJECT

14 LILCO'S PROPOSED SALES ADJUSTMENT MECHANISM?,

-15

6 A. There-is no financial need that justifies this proposal
17

to shift-business risks from stockholders to rate-
''*8

payers. LILCO has already. achieved investment grade on
3*9'-

its securities due to the positive reaction of rating
20

agencies to LILCO's financial recovery. That recovery
2'

has occurred without the benefit of a-sales adjustment
22

mechanism. LILCO now has access to capital markets.
'3*

There-is simply no evidence that a new sales adjustment
'*4*

mechanism is needed for capital market access, LILCO's'

4 25

:
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i continued financial health, or in order for LILCO to

2 achieve its plan for meeting capital:needs. Indeed,

3 all observable market reactions indicate that investors
4 are well-pleased with LILCO's prevailing regulatory

5 circumstances, and that no further " sweetening" is

6 either required or warranted. Moreover, with this fil-

7 ing, LILCO substantially reduced its sales forecast

8 (prepared testimony of Madsen, Brandifino, and

9 Nozzolillo at page 16; which, other things being

10 equal, reduces the probability of a revenue under-

11 recovery and thus further reduces investor risks.

12 '

13 Q. IS THE PROPOSED SALES ADJUSTMENT MECHANISM REQUIRED IN

34 ORDER TO GUARD AGAINST ANY INCENTIVE FOR LILCO TO PRO-

13 MOTE EXCESSIVE SALES TO GAIN S!! ORT-RUN PROFITS?

-16

A. No. LILCO_already has-a DSM (demand side management)_17-

yg incentive program that-presumably is designed not only

19 to protect profits, but to allow the company to keep a

20 porti n of the net benefit when sales decline due to

21 its DSM efforts. A properly working DSM incentive

22 program will tend to blunt any potential incentive to

23 maximize sales as a way to increase short-term earn-

24 ings. A nore extensive discussion of LILCO's DSM pro-

25

|
l

!
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y gram is included in the testimony of LIPA witness

2 Nichols. In any event, LILCO has not contended that it

3 needs the requested sales adjustment mechanism for DSM

4 Purposes.

.

5

6 Q. WOULD THE PROPOSED SALES ADJUSTMENT MECHANISM INCREASE

7 LILCO'S INCENTIVES TO MINIMIZE ITS COST OF SERVICE?

8

9 A. No. In fact, just the opposite would occur. The pro-

10 Posed sales adjustment mechanism would partially sever

11 the link between profits and performance. Conservation

.y) and load management are not the only reasons sales may

13 decline. Lost sales, particularly to industrial custo-

. 1% mers may also signal a lack of competitiveness due to,,

i

excessive costs. Since.the sales adjuctment mechanism3a

16 pr te ts profits against cales declines without regard
_y7 to reason, LILCO would have-less reason to care about

yg cost overruns. Further,--it may be particularly unwise
yg to allow'a company such as LILCO, with massive and in-

20- prudent cost overruns so recently a problem, enhanced

21 pr tecti n from further inefficient behavior. '

'22

23 Q. ARE THERE FURTHER REASONS FOR REJECTING THE PROPOSED

24 SALES ADJUSTMENT MECHANISM?
|

25

|
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1 A. Yes. LILCO's generous return allowa.ee on aquity capi-
)

2 tal provides a substantial cushion against any losses
i- ,

;
3_ due to sales shortfalls. Moreover, to the extent that ;

! !
4 passthrough mechanisms such as this one, or LILCO's

f 5 automatic adjustment procedures for costs "beyond man-
t

| 6 agement's control" proliferate and replace traditional
|
| 7 regulatory practices, the conventional efficiency in-
;
f

.

centives associated with regulatory lag (although cer-g

! 9 tainly far from perfect) will be further undermined as
}

: 10 risks are shifted from business owners to ratepayers.
t

j 11 In that case, traditional equity return allowance
e

! 12 levels will be unwarranted and should be replaced by
1.

| 13 risk-attenuated capital cost measures.
,

j 14
4

| 15 Q. IS_LILCO'S PROPOSED SALES ADJUSTMENT MECHANISM CONSIS-

16 TENT WITH THE REVENUE DECOUPLING MECHANISM (RDM) THAT
.

1

| 17 THE COMMISSION INSTITUTED ON A PROVISIONAL BASIS FOR'
:

I ORANGE AND ROCKLAND IN OPINION 90-24?yg
.

i

i 19
,

: 20 A. No; it is not. LILCO's proposal does not contain
i

I 21 countervail-ing measures to reduce the damage to effi-
i-
! 22 ciency incentives that would result from a reduction in
a

23 carnings uncertainty. Under LILCO's proposal, profit-
i

; 24
.

.
25-

i
'

i

!
'

>

-
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-1 ability-is protected regardless of cost levels, but
2 there are no incentives to control costs.
3

4 Under the RDM experiment ordered in opinion 90-24,

5 earnings incentives and penalties would reflect how
,

6 well O&R provides basic company services (e.g., instal-

7 lations, answering complaints, repairs) and the quality
g of its-demand side management. In this case, none of

g those safeguards are contemplated and there remains an
'

-
-

lo incentive to increase sales above the forecasted amount
i 11 in order to expedite recovery of the RMA balance from
i
+

17 the last year of the recovery period to the current
- 13 year. Moreover, O&R's RCM arrangement was d5 signed in

14 conjunction with the institution of its own DSM pro-
,

15 _ gram, whereas LILCO already has a DSM program designed

16 to maintain revenue adequacy. In short, LILCo's sales

( 17 adjustment mechanism would undermine the efficiency in-

j 19 contives of regulatory lag without the provisions for
19 monitoring and mid-course corrections contemplated in

! 20 opinion 90-24.

21
!
i
'

22

[ 23-
:

24

'
25
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y III. LILCO'S Liability Insurance Cants

2

3 C. WHAT LIABILITY INSURANCE COSTS HAS LILCO INCLUDED IN

4 ITS PROPOSED REVENUE ALLOWANCE?

5 4

6 A. As shown in Exhibit 16, Schedule 7, page 4, LILCO has

-7 included $2.21 million of general liability insurance
.

g premiums plus another $3.37 million of Directors and

9 officers Liability insurance premiums in its test-year
10 costs.

11.

12 Q. WHAT IS QUESTIONABLE ABOUT THESE AMOUNTS?

13

14 A. LILCO apparently purchases a significant portion of its

' 15 liability insurance coverage from Associated Electric &

16 Gas Insurance Services Limited (AEGIS), a non-asses-

17 sible mutual ffshore (Bermuda)' insurance company that

;g -is wholly-owned.by U.S. utility companies, including

19. LILCO, which are its only policyholders. AEGIS was

20 established by-these-U.S. utilities in 1975 and domi-
,

21 ciled in Bermuda, beyond the reach of U.S. insurance

22- rate regulators. During the past four years (1986-

23 1989), AEGIS has collected $963 million (net) from its

yy sale of liabil-ity insurance to its utility owners and,
25

,

-13-
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1 in addition, realized $295 million of investment incone

- 2 (derived from investment of retained earnings and re-

3 serves). During these same years, AEGIS paid out $202

4 million of losses. Over the same period, AEGIS's not

5 w rth increased by nearly ten fold as retained earnings

6 rose by.$294 million and reserves for potential future

7 . losses increased by $656 million. From 1985 to 1989,

8 the book value of AEGIS' assets (largely high grade
g gover: .nent and corporate bonds) rose from S353.6 mil-

ig lion to $1,378.7 million.

11

12 To say that this industry-owned insurance company has

13 been a financially successful venture is obviously an

---14 understatement. From retained earnings alone, the nat

15- w rth of this enterprise increased at a remarkable com-

16 p und rate 80.91 percent per vear from 1985 to 1989 --

17 dramatically in excess of a fair rate of return under
I

.

any reasonable profits to affiliates regulatcry stan-13

J 19 dard.
1

20

21 Between the two types of liability insuranco that AEGIS

22 writes (general liability and D&O liability), Directors
23 and officers Liability has clearly been the most pro-

24 fitable -- accounting for 20.7 percent of the Company's

25

L
,

| -14-
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y total net premium written in 1988 and 1989, but 77.6

2 percent of its before tax profit. -In partial recogni-

3 tion of this extraordinary profitability, AEGIS re-

4 funded 32 percent of-Directors and Officers Liability

5 net premiums written in 1988 and 1989 (22 percent of

6 9#008)*

7

g Q. WHAT IS YOUR RECOMMENDATION WITH RESPECT TO LILCO'S

_g TEST-YEAR LIABILITY INSURANCE COSTS IN THIS CASE?

10

11 A. Fundamentally, Directors and Officers Liability insur-

12 ance is purchased largely to protect the company's in-

13 vestors. When D&O suits occur they are often brcught

14 by investors, and the insurance protection afforded is

15 f r the' benefit of the Company's-owners.-

-16

17 If the Commission nevertheless determines to-allcw for
.; g - the recovery of reasonable D&O liability insurance

19 costs from ratepayers, special care should be taken in

20 this case to assure that refunded premiums- (as well as

21 excess profits) are credited against the stated test-

22 ye r premium. It is not clear that LILCO has made an

23 adjustment for refunds in this case, and it is clear

74 that the Company has not adjusted for excess profits.

25

-15-
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In view f AEGIS's remarkable profitability and the1

j affiliated relationship that exists between AEGIS and2
3

3 -LILCO (and,' likewise, with other New York utilities --

4- i.e., Central Hudson, Con Ed, NYSE&G, Niagara Mohawk,

2 5 Orange and Rockland, as well as others are all insured

6 wners of AEGIS), greater scrutiny of excess profits to

7 affiliates appears to be warranted.

8

9 In addition to focussing on excessive affi]iate profits
10 through unregulated insurance transactions, the Commis-,

4

31 rien should also direct its attention to whether LILCO
1; seeks out aler: native coverages at more reasonable

I 13 e sts; do they negotiate for favorable terms and

j 14 prices; do they exert proper control to see that safety

15 standards are met or exceeded so that insurance costs
; 16 "#* "i"i*i**d?

17

8 AEGIS is based offshore-and is not subject to rate,
,

*9 regulation that is generally applicable to U.S. insur-3

i

20 nce Companies. There is no indication by LILCO of;

i

! 21 Inspections for safety by AEGIS, albeit private under-
writ r normally undertaken numerous inspections.22

|

' 23

i 24

25
:
,
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1 Thoro is na indicatien of any recent D&O market re-

2 search or of pricing comparisons with AEGIS. Because

3 AEGIS ia not subject to any regulatory testing of prico

4 vs. cost, reasonableness of price romains obscuro.

5 AEGIS may provide a necessary market, but the lack of

6 any prico control by insuranco regulators and the Com-

7 pany's apparently very high level of profits, derived-

g exclusively from transactions with its utility-owners,

9 should be a regulatory concern.

10

11 In summary, the Commission should disallow the recovery
,

12 of LILCO's Director's and officer's Liability Insurance

13 expenses. Those expenses involve payments to an effi-

14 liate which carns extraordinarily high rates of profit
|

15 and which rebates premium payr.cnts to its ownor/in--

16 cureds. Moreover, the insuranco coverage in question

17 is purchased for the benefit of the Company's sharo-

la holders. In the altornative, the commission should

19 rder a dotallod regulatory audit of LILCo's liability
| 20- insurance transactions with its affiliated offshoro

21- insuror,. AEGIS and require refunds to ratopayers for

22 any-premiums that AEGIS has refunded to LILCO and for

23 any additional excessivo premium amounts that the Com-

24 missi n determines LILCO has paid to this affiliate.

25

-17-
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2

3 Q. DESCRIBE LILCO'S ATTEMPT TO INCLUDE UNBILLED REVENUES

4 IN RATE BASE.

5 i

6 A. LILCO proposes to include $106.5 million of unbilled

7 revenues in its rate year rate base. LILCO also re- !

g quests an additional $8.8 million rate baan allowanco '

9 related to the rate increase itself. The total re-

10 quested unbilled revenue rate base adjustment is,

11 therefore, $115.4 million. At the Company's requested
i

12 rate f return, this rate base addition will cost the

13 ratepayers about-$16 million annually, or about 14 per-

14 cent of the requestod rate increase in this caso.

15

16 Q. WHAT RATIONALE DO LILCO'S WITNESSES OFFER FOR THIS
!

17 ADJUSTMENT?

1B
'

A.- None. Mr. Wac);ctt barely mentions it.19

20

_ 2 1_ .__
Q. HAS THE CO?O!ISSICN AUTHORIZED UNBILLED REVENUES AS A.

12 COMPONENT OF RATE BASE IN ANY PREVIOUS LILCO ORDER?-
,

;

j 24
a

l' 25
4
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y A. No. Neither LILCO's last litigated rate order (Caso '

| No. 29484, Cpinion No. 87-26) nor any other LILCO order2
1

3 of which I am aware has authorized unbilled revenues as
j 4 a rate base element.
a

,

5 ;

6 Q. WHAT ARE "UNDILLED REVENUES"?
/ ,

j- ?
'

1
'

A. Unbilled revenues are revenues that are " earned"g

t

j 9 through provision of servico, but have not boon billed

i 10 to customers as of the financial statement dato. At
i-

r

{ 11 any given time, a certain volume of an electric uti-

12 lity's service has been provided to customers who have :

13 not yet been billed because of the periodic nature of
r.

14 mater reading.- Those unbilled revenues can, however,

y, be estimated with reasonable accuracy and accrued as-

16 revenues on the income statement and as an asset on the
,

17 balance sheet. That is the accounting practice fol-

yg lowed by LILCO. Thus, LILCO's total booked revenues

19 for a given accounting period consist of revenues for ,

3
20 service rendered during that period for which bills

21 have been submitted, plus an additional revenue accrual

22 for the estimated amount of service rendered but not .

. 23 yet billod.

.

24 !

25-
.

P
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i Q. WHAT HAS BEEN THE CCHMISSION'S POLICY REGARDING UN-

2 BILLED REVENUES IN THE RATEMAKING PROCESS?
i
! 3

{ 4 A. Until 1988, LILCO did not record unbilled revenues on

5 its books of account except for customers that were

! 6 billed bimonthly. When the Tax Reform Act of 1986 re-
i

7 quired unbilled revenues to be included in taxable in-
1

g come, the Commission decided that unbilled revenues not
.

9 already being accrued by LILCO should also be included.

10 in test year revenues for ratemaking purposes and has

11 apparer.tly..followed that policy since. In response to
I

12 the Commission's 1987 order, LILCO made a $63.2 million
1 - 13 one-time accrual for unbilled revenues not previously
'

14 recognized, and amortized this accrual as an increase
.

15 in revenues over 4 years. Since 1988, LILCO nas
4

16 accrued estimated unbilled revenues on its income

17 statement and reflected the re.ated balance sheet asset i
.

_ig ao a matter-of standard accounting practico. It is
.,

19 this asset that LILCO proposes to include in rate base.>

20 4

Q.- WHAT'S WRONG WITH LILCO'S PROPOSAL?
22

23
A. LILCO already has a cash working capital allowance,

i

i based on the Federal Power Commission formula method,
i 25

;

,
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. _ - _ . - _ _ . _ _ . . _ _ _ _____ . _ _ ._ _.-.._____._.__._.-_-.__.-__-____.s



. _ _ . _ _ _ _ - ______ ..._.__.._ _ _ _ _ _ _ _ . _ _ _ _ _ . .

!

.

.

;

; i that is intended to fully reflect investor capital re-
,

2 quired to financo LILCO's outlay of cash for costs in

! 3 advance of collecting roveitues. This includes unbilled
4 revenues. Stated simply, to include unbilled revenues |

6

5 as an additional rato base item is to double-count an
6 assot that is already in LILco's rate base. !

7 i

i
g Q. HAS THE COMMISSICN EXPRESSLY STATED THAT THE FPC FOR-

9 MULA METHOD PROVIDES FOR CASH WORKING CAPITAL RELATED !

,

10 To UNBILLED REVENUZS? -

11

12 A. Yes, In a Niagara Mohawk case (11 PSC 1475 (1971)) the

13 Commission explained the rationale for adopting the

14 Federal Power Commission's (FPC) cash working capital

15 formula. This formula method consisted of applying a

16 ratio to operating expenses. The'following is the
-

17 Commission's reasoning for accepting the FPC's 1/8

18 ratio for application to monthly billing companics:
'

*95

The FPC method comprehends a working capital cash
20 allowance of 1/8 of annual eperating expenses

based on service being billed on a monthly basis.-
21 Specifically, workit.g capital to provide service

-for 30 days is required for an averago of 15
22 days. Companies normally bill their customers-

within 6 tc 10 days after the end bJ the 30-day
23 service pericd. Depending on te.r.ss cf payment,

bills are paid an average of 12 to 20 days after
; 24 they are rondered. As a get:>ral rula, and on an

average basis, bilis for service rondered are ,

25 i

I

|
|

-21-
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;

; I

paid within 30 days from the end of tho servico
1 period for which the bill is rendorod. Consider- !ing the averago timo for which working capital is '

-2 required during the service period, i.e., 15 ;

days, and the 30 days allowed for the collection i
1 3 of bills, a period of 45 days is ample to measure i

the working capital required for operating ex-
4 penses... and in all subsequent proceedings in- >

volving such companies we will allow 1/8 of
5 annual operating expensos...

6 ;

i

7 It is crystal clear from this language that the Com-
3 mission expressly considered the period during which

9 revenues are "unbilled"--i.o., the 6-10 day period from
lo the end of the service period until the bill is ren-,

11 dered--in determining the amount of carh working capi-

12- tal allowable. Specifically, for monthly billing uti-
;

13 11 ties, the Commission determined the 45 day period

14 (1/8 year) as follows:

15
,

1/2 service period 15 days
16 Unbilled revenue period 10 days

Bill-to-collect 12 days
,

'

17
Total 45 days (1/8 year)

19
,

19 The-Commission also recognized that some companies,

20 such as LILCo, do not bill monthly for all service.
21 The Commission in that came order specified a 1/7 ratio

22 (used by LILCo in the prosent cace) for utilitics that

23 bill between 30 and 70 percent of their revenues on a

24 bimonthly basis, obviously, the rationale for allowing
25

,

V
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1 LILCO the more favorable 1/7 ratio was to reflect its
2 longer unbilled revenue period owing to its bimonthly

3 billing cycle.

4

,

5 Q. BUT IF UNBILLED REVENUES ARE NOW BEING INCLUDED IN TEST

6 YEAR REVENUES UNDER THE COMMISSION'S 1987 POLICY, '

7 SHOULDN'T THE RATE BASE ALSO BE INCREASED TO REFLECT
,

g THE RELATED UNBILLED REVENUE ASSET 7

9

10 A. No. Obviously, a utility has no entitlement to be com-

11 pensated for the correction of an imprecise accounting.

17 method that had previour'' cau;cd its . avenues to be

13 understated. The omission of unbilled revenues prior
1

14 to 1988 was an acco"nting convention that mismatched

15 expenses and revenues, because it excluded earned but

16 unbillod revenues without excluding the costs of earn-

17 ing those revenues. The Commission's 1987 Decision

18 e rrected this mismatch, and imposed a " catch-up"

19- adjustment by requiring the four-year amortization of

20 the accumulated balance of (unrecognized) unbilled

- 21 revenues existing at that timo. This correction docs-
l-

.

,

| 22 not require any increase in tLa Company's cash working
23 capital allowanco. The cash working capital element of

24 rate base already reflotted unbilled revenues.

25

,

t

'
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-1 Q. PLEASE EXPLAIN TURTHER.

2

3 A. The Commission's order to accrue unbilled revenues>

4 would imply a corresponding adjustment to increase rate

5 base oniv 11 there would otherwise be an error in cal-
6 culating cash working capital corresponding to the
7 previous mismatch between revenue and cost. But no

g such error exists. The TPC formula method is a ratio
9 applied to preratina expenses intended to compensato.

| ?. 0 for the lag between the timo a utility incurs the cost
il of service until it collects cash from ratepayers.
12 Since accruing unbilled revenues merely corrects the

13 previous error in the booking of revenues, it changes
14 neither the timing of cash recolpts nor the timing of
15 cash disbursoments. Its actual offect on the cash
16 working capital requirement is, therefore, :cro.
17

ig V. Advertisino Excenneq

19

- go- Q. HAVE YOU REVIEWED'LILCO'S PROPOSED ALLOWANCE FOR ADVER-

21 TISING EXPENSES IN THIS CASE?

22

23

24

25

24--

_ _ _
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y A. Yes. At LIPA's request, I have reviewed LILCo's ad-
!

2 vertisements and related expenses institutional /infor-

3 mational and DSM categories. '

4

5 Q. WHAT ARE THE RESULTS OF YOUR ANALYSIS?

6

; 7 A. Many of LILCO's advertisements in the " conservation" or

g " demand side management" category, contain a signifi-
,

9 cant--and in some cases, predominant--olomont of public

10 relatioris flackery, obviously designed to " puff"
,

11 LILCO's corporato image rather than convey necessary or

12 useful information to the public. Regulators have

13 generally recognized that such corporate-image related

14 advertising, while permissible as an exercise of a

15 utility's free speech rights, is not necessary for the

16 pr vision of utility service and should not be paid for

17 by ratopayers through utility rates.

18

19 -Q . WHAT IS THE AMOUNT OF ADVERTISING EXPENSES THAT LILCO i
,

pg PROPOSES TO INCLUDE IN THE COST OF SERVICE IN THIS

2y- -CASE?

22

A. According to LILCO's response to LIPA's Interrogatory23

No. 58, LILCO proposes to charge ratepayers $3 million '
24

25

-25-
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I
'

l

i of conservation (DSM) advertising in the rate year,
; approximately a 50 porcent increase from the $1.97*<

3 million incurred in the test year.

4

5 LILCO also projects that it will incur $3.2 million for

6 " consumer", i.e., informational / institutional adver- 1

7 tisements, down slinhtly from the $3.4 million incurred

8 in the test-year. Of this amount, LILCO requests that

3 $1.7 million, or .075 percent of its revenues, be in-
10 cluded in the cost of service in purported compliance !

11 with the Commission's policy of allowing that amount of- '

12 informational / institutional advertising costs.
13

14 Q. couto YOU BE SPECIFIC ABOUT THE CORPORATE IMAGE EMPHA-

15 SIS YOU HAVE FOUND IN SOME OF THE DSM ADVERTISEMENTS 7

16

17 A. Yes. The following paragraphs set forth some examples
ig of the " image puffing" language found in the DSM adver-

19 tisemenes. Each paragraph corresponds to a single

20 advertisement (which may have been run more than once).

21

"During the Persian Gulf crisis, we saved our cus-22 e

,

23 tomers millions of dollars by purchasing oil on the
24 spot market at discounted prices and by generating

25

-26-
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.

1 electricity from natural gas instead of oil wherever

2 possibic."

3

"LILCO's installed these generators, ahead of sche-e

4

dule end 'mder budget. And our employees have kept
5

our older plants operating more reliably than any in
6

the state."
7

"The people at LILCO, Long Island's gas and electricg e

g company. We're listening. We care. We're working
10 harder to serve you better."

11
"Our employees have kept our aging facilities ope-e

12
rating more reliably than any others' in the state.

13
We've even got our 40 year old plants operating well

14
above industry standards."

15

16 Clearly this material has nothing to do with conserva-
17 tion or DSM, but is designed to burnish LILCO's image
ig with the public.

19

20 Q.
WHAT IF YOUR RECOMMENDATION REGARDING THE AMOUNT OF DSM

21 ADVERTISING EXPENSE THAT SHOULD BE DISALLOWED?

22

23 A. I recommend that 10 percent of LILCO's purported DSM
;4 advertising be disallowed. That translates into a dis-
25

-27-

J
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i

!

y allowance of $300,000. That is an estimate rather than
2 a calculated figure because of the-inherent judgment !

!
3 factor involved in isolating the corporate image re-

|

4 lated portion of many advertisements' cost from the

5 cost related to the legitimato DSM-related function of i

6 the ssme advertisement,
t
1

7

g Q. DESCRIBE HOW YOU ESTIMATED THE DISALLOWANCE YOU RECOM- '

9 MEND.

10

_11 A. I have reviewed approximately $4 advertisements that

12 LILCO has provided in reaponse to requests for adver- -

13 ticing copy. Of these, 33 advertisements hLve at'least i

14 some corporate' image promoting material, such as a cor-
t

15 porate slogan unrelated to conservation, with 9 having
16 an estimated image related content of between 25 to'100

17 percent.- I therefore conclude that 10 percent is a !

16 ' conservative estimate of the appropriate disallowance.
'

19

20 Q. FOR WHAT OTHER REASON-IS THIS DISALLOWANCE ESPECIALLY

.25 APPROPRIATE?

22

-23 A. Under the Commission's policies, LILCO already has an 9

-24 allowance of .00075 of gross 'evenues for "institu-
,

25

!.

-28-
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, ,

i tional" and " informational" advertisements, many of
2 which are corporate image promoting. Indeed, my review

3 of this material suggests that as much as half is of
4 questionable benefit to ratepayers. Since LILCO's use

,

5 of the allowance roughly equates to fifty percent of
6 the total, I have not recommended an adjustment to this
7 category. LILCO should not be allowed to exploit its
a DSM program to circumvent'the limit on this type of |

9 advertisement. For this reason, purported "DSM" adver-
10 tising costs should be subject to especially strict
11 scrutiny,

12

13 VI. I:EI Dues

14

15 Q.
WHAT IS YOUR RECOMMENDATION REGARDING LILCO'S~EEI DUES?

16

17 A. At least as long as LILCO continues to receive the

19 extraordinary ratepayer-provided relief that is being
19 afforded under the RMA, it would be reasonable to dis-
20 allow this trade association. EEI dues are not-for the
21 primary-and direct benefit of the company's customers.

Under LILCO's " austerity program," which began in 1984,22

;
-23 LILCO dropped its payments to this organization.

- 74 Apparently, given the enhanced rate relief that its
! 25

-29-
_
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;

! I customers have bocn called upon to provido, the company
:

2 now fools that circumstancos are no longer so austere

I 3 as to preclude the incurrence of those costs. Thus,
,

4 LILCo proposes to charge ratepayers $487,145 for costs

5 associated with its recently renowed membership in EEI.

6 This amount includes $120,000, the first of a three-.

7 year amortization for past ducs (with interest) as an
'

B additional charge to ratepayors. Ratopayers, having

9 bailed LILCO out, and in view of their continuing to do,

ig so, are now being asked to further fund discretionary
11 expenditures that are cuntomarily associated with a.

|
12 C mpany enjoying LILCo's newly elevated status,

l 13
:

14 In fact, of course, LILCo's perceived need for auste-

15 rity has been lowered precisely because ratopayers are
,

16 already bearing an extraordinary burden. Cortainly,

17 these improved circumstances should not, in turn,

yg become the occasion for the institution of further

19 ratepayer burdens and less austerity by Company man-

20 agement. In short, at least'until the RMC amortization

21 is completo, a tight rein should be hold on discro-
i

22 tionary costs such as EEI dues.

- 23

24,

25
,

-30-
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1 Q. DOES THE C014CLUDE OUh PREPARED DIRECT TESTIX0!fY?

;- 2
.

3 A. Yes; it does. .

|

4 *

:

$
'

,

6

7

'

8
>

9

10

11

12-

13
,

14

15
,

16

17
,

i

| 18

19

i 20
L
| 21
1

1 22
I

23

24

25
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STATE OF NEW YORK

BEFORE THE

PUBLIC SERVICE COhthilSSION

Long Island Lighting Company Cases 90-E Il85
90-G-Oll2 i

i

1

2 -- TESTlhtONY OF DAVID NICHOLS

3 on behalf of

4 The Long Island Power Authority |

5

6 Q. PLEASE STATE YOUR NAhtE AND BUSINESS ADDRESS.

7 A. hty name is David Nichols, hty business address is Tellus institute for

8 Resource and Environmental Strategies, 89 Broad Street, Boston, hiassachusetts
,

,

9 02110.

10 Q. PLEASE DESCRIBE YOUR BACKGROUND AND QUALIFICATIONS.

11 A. I received my bachelor's degree from Clark University in 1961 and my Ph.D.

-12 degree in political science from h11T in 1968. _ After graduation, I taught a

13 variety of political and social science courses at the university level, including

,

14 technology and public policy, and economics, most recently as an associate,

15 ' professor at the State University of New York at Albany. In 1976, I co-

1

,
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1 founded Energy Systems Research Group, which was renamed in 1990 the

2 Tellus Institute for Resource and Environmental Strategies. Cunently, I am a
,

3 vice-president at Tellus Institute.
1

4- The Tellus Institute is a nonproSt corporation engaged in research and

5 analysis of natural resource planning and environmental issues. Tellus is

6 organized into four research groups--Solid Waste, Risk Analysis, International

7 and Energy Systems Research. The Energy Systems Research Group (ESRG)

8 focuses on energy planning and utility ratemaking issues.

9 Since the establishment c 'Tellus in 1976, I have been active in the

10 design and evaluation of energy conservation programs, cost benent analysis of
,

:

11 energy ef6ciency measures, development oflong range electricity demand

12 forecasts, and energy utility rate design. I have testi6cd before utility

13 regulatory agencies in over twenty jurisdictions, including New York. I have

14 conducted extensive program by-program evaluations of the elements

15 comprising the demand-side activities of over thirty energy utilities, and

16 presented results through testimony and/or public reports. I have also served as

17 consultant to the Connecticut Energy Advisory Board and the Rhode Island

18 Space Heating Task Force, and as the independent third-party member of the

19 Panel overseeing the energy conservation competition program at Madison Gas

20 & Electric Company. My experience is further summarized in

21 Exhibit (DN-1).

2

_

NAS y -- -g --- ap -e ---,9 wp,ww,,y-g,,p-9wn wewy T-Ar'-1 T-T- m u-eie- ree-- ww me n e+Wwe-'a-e--e wT'M-e>-- urw, , , --mTm~#-m-a--n+---w''A-t-==- - - -1-'--m'*-"- A --svM'--+4#-F''6- -



~ . . - - .- ----_.. -

;

o I

'
,

I

:

1 Q. W11AT IS Tile PURPOSE OF YOUR TESTlh10NY IN TlilS

2 PROCEEDING 7
1

3 A. The purpose of my testimony is to address: (1) LILCO's proposed mechanism

4 for recovery of demand side management (DShi) costs and (2) its proposed j

5 elimination of the 20 basis point limitation on the incentive for DSh!

6 performance. I also will discuss the need from a DShi standpoint for LILCO's

7 proposed sales adjustment mechanism.

a The first issue was specifically referred to this rate proceeding by the
,

9 Commission in Case 28223. The second issue is raised by LILCO's affirmative

10 proposal in the testimony of Aladsen, Brandifino, and Nozzolillo (page 17). I

11 am responding to LILCO's proposal to modify the existing DSht incentive in

12 the event that the Commission decides to address that issue in this rate

13 proceeding.

14 Q. PLEASE SUMMARIZE YOUR ANALYSIS OF LILCO'S PROPOSED :
;

15 h1ECHANIShi FOR RECOVERY OF DShi COSTS. '

16 A. LILCO proposes to recover as a current expense approximately $40 millic,n for

17 its DShi program expenditures through base rates. Under the Company's

18 proposal, any under spending would be credited to the Rate hioderation

19 Component and any over-spending would be recovered through the Fuel

-20 Adjustment Clause (FAC).

3
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4

j ' 1 I recommend that the Company's authorized DShi program costs be
'

;

f !

| 2 added to rate base and amortized over a five year period, rather than currently

! 3 expensed, because those expenditures are investments that should be recovered
,

4 over a period that correlates with their useful life. Demand and supply

5 resources should be accounted for and evaluated on an equivalent basis to

6 encourage systematic, integrated demand supply planning,

7 Q. PLEASE SUMMARIZE YOUR ANALYSIS OF LILCO'S PROPOSED

8 MODIFICATION TO THE DSM INCENTIVE ALLOWANCE.

9 A. The Company's proposal to eliminate the presently effective 20 basis point cap
1

10 on the award for successful implementation of DSM programs should be

11 rejected LILCO has provided no basis for increasing the recently adopted

12 erformance incentive now in place for the Company. In addition, I.lLCO's

13 ,posal is asymmetric in that it would increase LILCO's potential reward for

14 effective DSM performance, but would provide no penalty in the event of poor

15 DSM performance by LILCO The Company's projection that its DSM

16 performance will take it above the 20 basis point ca p is highly questionable

17 because it is based on faulty energy and capacity savings projections, These

-10 issues are the subject of inquiry in LILCO's reconciliation proceeding, Case 91-

19 E-0382.

<

:

4
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I (1) MECLIANISM FOILRECMERY_Ol.J1S31 COSIS,

2 Q. PLEASE DESCRIBE THE COST RECOVERY htETHOD UNDER WillCll
:

3 Tile COhtPANY IS PROPOSING TO RECOVER DShi PROGRAh! COSTS.

4 A. The Company proposes to continue recovering the majority ofits DShi

5 program costs through base rates. Costs in excess of those recovered through

p
base rates are passed through the FAC mechanism. According to the

.

7 Company, its base rates include an allowance of approximately $35 million to

8 cover direct DSM program expenditures. In addition, LILCO presently has
;

9 pending a proposal to recover $5.4 million for purported under recovery of

10 DShi costs, speci6cally lost revenues and incentives, through the FAC

11 mechanism,<

12 In this proceeding,1.lLCO proposes that the $35 million already

13 included in its base rates be increased to $40 million per year, and that annual

14 amounts for DSht costs be assumed to remain at that level for the period of

15 December 1,1991 through November 30,1999. To the extent that this $40

16 million exceeds LILCO's actual program costs in any year, LILCO proposes

17 that the difference be credited to the Rate hioderation Component (Rh1C). If

18 DShi program costs are greater than $40 million, the Company proposes to

19 recover the excess via the FAC.

:
4

( 5
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1 Q. WHAT IS YOUR RECOhihtENDATION WITil RESPECT TO LILCO'S

2 PROPOSED htECHANIShi FOR RECOVERY OF DShi PROGRAhi

3 EXPENDITURES?
'

,

4 A. I recommend that, rather than being expensed as at present, LILCO's DShi

5 program costs be added to its rate base and amortized aver a period of five

1
6 years. The Company would then be allowed to earn its normal return on the

i

7 unamortimd balance. I refer to this as the rate basing of DShi program costs.

8 Q. WHAT CONSIDERATIONS FAVOR RATE BASING OF DShi PROGRAh!
>

'

9 COSTS 7

10 A. Rate basing is the normal procedure for recovery of an expenditure which is an

11 investment, i.e., an expenditure made now which yields benefits over its ;

12 lifetime. The basic principle is that the cost of an investment which has a
'

13 useful life of more than one year should be allocated over the number of years

14 ofits expected life.
,

15 Rate-basing DSh! investments will spread the costs out over a period of :

16 time that better corresponds to the years during which the benefits of DSh!

17 expenditures will be realized. This promotes inter generational equity by

18- providing that future ratepayers share in the costs of the investments from

19 which they are benefitting. A rate basing treatment of DSht costs provides

20 future customers with price signals that better match the costs of serving them

21 than does the current expensing approach. Further, rate-basing helps to '

.

6 '

>
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1 alleviate the short term adverse rate impacts of DShi program costs by

2 spreading them over a number of years, making an increased LILCO

3 investment in cost effective DShi more practical.

4 ;

in addition, by using the utility accounting approach standardly employed

5 for supply. side resource investments, rate basing sends a signal that demand

6
.

and supply side resource options are to be evaluated on an equivalent basis.

7 This encourages systematically integrated demand / supply planning by LILCO.
,

a Q. OVER WHAT Tlh1E PERIOD WOULD YOU RECOhth1END LILCO

9 AhtORTIZE DShi COSTS IN RATE BASE 7

10 A. A period of ten years has been used in a number of states, and LIPA used a

11 ten year amortization for expenditures proposed in its alternative DShi plan

12 submitted in its September 1990 Comments in Case 28223. In this case, to be

13 consistent with the five year period over which program costs are amortized in

14 LILCO's DShi performance incentive mechanism, I recommend a five year

15 amortization period. This period conservatively reflects the period of time over

16 which rate year DSh1 investments can be expected to bring benefits to

17 ratepayers.

18 Q. WilAT IS WRONG WITII hilShiATCHING TiiE RECOVERY OF COSTS

| 19- AND THE BENEFIT DERIVED?
t

'
20 A. The longer the life of the investment, the less equitable it is to charge the full

j 21 cost to the consumer who happens to be purchasing electricity at the time the

!

7
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_ _ _ _ . _ _ _ _ _ - _ _ . _ _ _ - _ _ _ _ _ .

.

!
,

i

l investment is made. To take an extreme case, it would be highly inequitable - i

2 as well as impractical - to charge consumers currently for the full cost of a
.

|- 3 large power plant which rnight have a useful life of 40 years. Similarly, it

4 would be inequitable to assess current ratepr.yers the full costs of DShi
,

5 investments with useful lives of several years.

6 Q. WILL THE RATE BASING OF DShi EXPENDITURES liAVE A '

;

7 NEGATIVE IMPACT ON LILCO'S FINANCIAL CONDITION?
:

8- A. No. LILCO's earnings would not be negatively affected by rate basing -- the
,

,

9 Company will recover its costs one way or the other. The only question is one

4

10 of timing, and, in the interim, cash Dow. '

11 Q. THE COh1PANY HAS INDIC ATED THAT IT PREFERS CURRENT
t

12 EXPENSING BECAUSE OF ITS CASH FLOW SITUATION IS THE !
.

13 COMPANY'S CLAIM WELL BASED 7
;

14 A. No. It is my understanding from LIPA's witness Wilson that the financial

15 markets have responded well to LILCO's situation in the wake of the approval
,

16 of the Rate Moderation Agreement (RMA). While ihings may have been

17 different when LILCO's securities were rated below minimum investment grade

18 status, it is my understanding that the rating agencies have recently upgraded

19 the Company's securities to investment grade, thus lowering the cost of

20 borrowing by the Company. The Company indicates that it plans to access the

.21 financial markets for approximately $2.5 billion over the next five years. This

8 :

f
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-1 strongly suggests that the Company has sat: rectory access to capital markett.

2 It is difficult to believe that its situation would be affected by whether the

3 Company receives cash recovery or deferred (rate base) recovery for a DShi
,

4 investment Oow of only some $40 million per year.

5 Q. WliAT lhiPACT WILL THE RATE BASING OF DShi liAVE ON LILCO'S
I

6 REVENUE REQUIREhiENTS?

7 A. Rate basing provides for the recovery of the original expenditure plus the

8 amount of the return on the unamortized balance. For this reason, revenue.

9 requirements for DShi cost recovery are increased by a rate base treatment.

10 Considered in present value terms, the amount of this increase would be small,

11- on the order of Sve percent of the initial DShi expenditure amount.

12 Exhibit _(DN 2) presents an approximate comparison of the two alternatives

13 (expensing vs. traditional rate-basing), It is assumed that all DShi expenditures |

14 are capitalized and added to rate base in the amount of $40 million per year in

15 costs plus AFUDC, amortized over a Sve-year period. The analysis further
,

16 assumes a return based on the Company's proposed capital cructure, and an

17 assumed tax rate of 34 percent. Under these assumptions, LILCO would

18 experience a negative cash Dow, on a year-to year basis, in the Orst four years

19 only. The net cash Dow to the Company at year Sve would be approximately

20 $3.46 million. On a cumulative basis, the Company's cash now de6 cit

|

| 9

;

'__ _ _ _
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i i compared with DShi expenditures, would peak in 1996 at about $54 million, as

2 shown in Exhibit _(DN-2).

3 Q. ASSUS11NG THE COhihilSSION ADOPTS YOUR RECOh151ENDATION

! 4 OF RATE-BASING THE COh1PANY'S DShi EXPENDITURES HOW

5 WOULD SUCH EXPENDITURES DE REFLECTED IN THE RATE YEAR,

6 AND IN Tile FOLLOWING YEARS?

7 A. Consistent with the procedure implemented by the Commission for

8 Consolidated Edison and Orange and Rockland Utilities, which now rate base

9 their DShi program costs, as of the date the new rates take effect in this case,

10 the Company would cease to collect DShi expenditures as a line item expense,

11 and such expenditures would no longer be recoverable as expenses through the

12 FAC, instead, DShi expenditures made from the beginning of the rate year

13 (adjusted, if necessary, for any outstanding balance at that time), would be

14 deferred and included, together with " AFUDC," in rate base in the following

15 rate case,

16 Q. hilGHT ANY SPECIAL PROVISIONS BE APPROPRIATE TO EASE THE

17 TRANSITION FROh! DIRECT EXPENSING TO RATE BASE TREATh1ENT

18 OF DShi COSTS FOR LILCO?

19 A. Yes. The Commission could, in the present case, give the Company prior

20 approval to add to rate base, commencing December 1,1992 (assuming that is

21 the end of the initial rate year in this case), actual investment in DShi programs

10

- _. - - -



_ _ _ _ . _ _ . _ _ . _ . _ _ _ _ _ _ _ . _ _ _ _ _ . _ _ _ . _ . _ . ._

.

t

1 in the Company's approved DShi Plan in the twelve month period commencing

2 Decembe: 1,1991. In this manner, the commencement of the Company's

3 re:overy of these costs would not be delayed more than one year. In

4 successive years, the actual amount expended on DShi pursuant to programs in<

5 the Company's Commission approved DShi Plans could, similarly, be added to
l

6 rt.te base annually.

7 Q. IF, DESPITE YOUR RECOhth1ENDATION, LILCO IS ALLOWED TO

8 CONTINUE EXPENSING DShi PROGRAh1 COSTS, SilOULD S40

9 hilLLION OF SUCH COSTS BE PLACED IN BASE RATES, AS THE
i

10 COh1PANY REQUESTS 7

11 A. No. In its h1 arch 1,1991, filing in Case 28223, LILCO proposes a 1991 DShi

12 budget totalling $34.9 million, and a 1992 DShi budget of 538.0 million.,

13 Unless budget levels higher than these are adopted as a result of the

14 Commission's response to this filing, the current amount in base rates appears

15 to be more appropriate. The Company's current DShi program expenses in

16 base rates amount to $35 million. Obviously, expenses on approved programs

. 17 in excess of this amount would be collected retroactively through the FAC.'

18

19 (2) PROPOSED INCREASE IN DSM INCENTIVE

20 Q. PLEASE DESCRIBE THE CONTEXT IN WHICH LILCO HAS PROPOSED

21 TO MODIFY ITS EXISTING DShi INCENTIVE htECHANIShi,

i 11

!

I
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1 A. The LILCO Settlement Agreement established a return on equity incentive for
4

1

2 DShi of up to 20 basis points. Specifically, the 1989 DSht incentive approved

l
3 by the Commission for LILCO had two components: (1) up to a 20 basis point

4 addition to the allowed return on equity based on a peak reduction target and

5 (2) separate recovery for 120 percent of lost revenues attributable to DSM. In

6 an August 1990 order, the Commission eliminated both the peak reduction

.7 incentive and the lost revenue incentive and replaced them with a new DShi

8 performance incentive based on a percentage of " net resource savings." Under

9 tht new mechanism, the Company is permitted to earn an incentive equal to 15

10 percent of the DShi programs' net resource savings, rather than the 20 percent

11 proposed by LILCO, up to a maximum of a 20 basis point increase in the

12 otherwise allowed rate of return on common equity.

13 Net resource savings are determined by first adding the cumulative

14 capacity savings, energy savings, and environmental benefits for each plan year

15 to obtain the total resource savings, and then subtracting amortized program

16 costs for the plan year from the total resource savings to rrrive at net resource

17 savings for the plan year. The DSM incentive is being recovered through the ,

18 FAC pursuant to collection procedures approved by the Commission on June

19 20, 1989.

20 Q. HOW DOES THE COhtPANY PROPOSE TO h10DIFY ITS EXISTING DSh!

21 INCENTIVE htECHANISM?

12
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.. . _ _ _._ ___._. .___- _ _ . _ _-.___ _ .. _ ..__. _ .._. _ _ ._ _ . _ . .

,

%

1 A. LILCO proposes to eliminate the currently effective 20 basis point cap on the

2. incentive award for successful implementation of conservation and DShi

1 programs. In its place, LILCO proposes that the DShi incentive be one

4 component of a proposed 50 basis point incentive "for all causes." Under the

5 Company's proposal, the DShi mechanism would continue to be recovered

6 through the existing FAC mechanism.

7' Q. WHAT IS THE COhiPANY'S RATIONALE FOR THE ELIhilNATION OF

8 THE 20 BASIS CAP?

9 A. The Company's prepared testimony is devoid of any ',nale for its proposed

'10 elimination of the 20 basis point cap. The only ar* cp a ., istification for the

11 proposal is in hir, hiadsen's testhnony on cross-exmninth. . hat the Company,

12 sometime in 1993, or 1994, "...will have passed the 20 .. ais points," therefore,

-13 if the incentive is capped at 20 basis points "...it no longer it, an incentive."

-14 (Tr. at 292, lines 15-17).

| 15 Q. WHAT IS YOUR RESPONSE TO THE COhiPANY'S PROPOSAL TO
i

16 INCREASE ITS DShi PERFORhiANCE INCENTIVE?

17 A. _ The Company's proposal shcald be rejected for several reasons. First, the

18 Company has not provided a sufficient rationale for dispensing with the

19 Commission's recently adopted incentive mechanism, nor given it a chance to

'20 work. While the currently authorized incentive mechanism may not be perfect,

|

|

13
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l~ LILCO has not demonstrated that the Commission's rationale for establishing a

2 20 basis point limitatior, is without merit,

3- Second, the Company's proposal is asymmetric, LILCO proposes to

4 increase the benefits it may reap from DSM achievement, but offers no

5 protection against only minimal levels of DSM achievement, For example, the ,

6- DSM incentive systems in place for Orange & Rockland Utilities and

7 Consolidated Edison Company include penalties for performance substantially
,

'

8 below utility goals for energy savings and net resource benefits Under
.

9 LILCO's currently effective incentive system, any level of DSM achievement,

10 no matter how far below tne Company's goals or the achievable potential for

11 cost-effective DSM it may be, will count toward the incentive. LILCO's DSM

12 performance incentive should not be increased without considering the

13 development of an appropriate penalty for underperformance.

14 Finally, LILCO's purported justification for increasing the 20 basis point

15 cap -- the proposition that its programs will be earning incentive awards in
'

16 excess of that cap -- is flawed Specifically, it appears that the Company's
,

17 -. DSM impact evaluations and its calculations of resource savings, which form
|
'

18 the basis for its projection that the value of net DSM savings will exceed the 20

19 basis points cap, are substantially overstated.

20 Q. ARE YOU QUESTIONING THE ACCURACY OF LILCO'S PROJECTED>

21 NET RESOURCE BENEFITS FROM DSM?,

I

14

|
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l A. Yes, I am. While LIPA is currently preparing substartive comments on this

2 issue for filing in Case 91-E-0382, where this issue is currently pending, I will

3 briefly summarize my concerns here.

4 The impact of LILCO's DSM programs on energy consumption and

5 coincident peak demand are the starting points for the calculation of resource

6 benefits on which the DSM performance incentive is based. LILCO's impact

7 evaluation methodology relies less on direct measurement than is necessary

8 given the size of its DSM budget and claimed performance incentive. In

9 addition, a review of LILCO's 1989 and 1990 DSM program impact evaluation

10 reports reveals numerous deficiencies.

11 For example, the survey design and analysis used to estimate the energy

12 and demand savings of LILCO's residential information programs is insufficient

13 to reliably establish whether these programs caused any savings or, if they did,

14 the magnitude of those savings. -In addition, LILCO's methodologies for

15 estimating savings from its Commercial Energy Co-op program, its Power

16 Alert program, its Dollars and cents Program, and its nonresidential energy
1

17 audit program, are either flawed, inadequately documented or both. These

18 programs account for the vast majority of LILCO's claimed energy and demand

L 19 savings from its DSM programs.

20

|

| 21

15
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1 The 6aws I am Gnding in LILCO's methodologies for determining the

2 energy or demand savings from these DSh1 programs may result in a signi6 cant

3 overstatement by LILCO of the DShi performance incentive award.

4

5 (3) PROPOSED SALES ADJUSTMENT MECHANISM

6

7 Q. IN ITS FILING, THE COh1PANY ALSO PROPOSES THAT A SALES

8 ADJUSTh1ENT h1ECHANIShi BE IN PLACE TO REDUCE THE

9 UNCERTAINTY OF EXPERIENCING ELECTRIC SALES THAT ARE

10 SIGNIFICANTLY BELOW THE COh1PANY'S SALES FORECAST (Direct

11 Testimony of hfadsen, Brandi6no, and Nozzolillo, pp. 27-28). FROh!THE

12 POINT OF VIEW OF PROVIDING ADEQ'UATE INCENTIVES FOR

13 COhfPANY PURSUIT OF COST-EFFECTIVE DShi, IS THIS PROPOSAL

14 NEEDED?

15 A. No, it is not. LILCO already enjoys a generous incentive structure consisting

16 of assured recovery of approved DShi program costs, thus reducing the risks

17 associated with these expenses, plus an incentive of 15 percent of net resource

18 savings, as discussed above. Given these considerations, a sales adjustment

19 mechanism is not needed to provide LILCO with a further incentive for DShl.

20 Q. DOES THIS CONCLUDE YOUR TESTIhtONY?

21 A. Yes, it does.

16
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DAVID NICllOLS
!

Vice nu ident, Tellus Institute
Senior Researcher, Energy Systems Research Group, Tellus Institute

Education

Ph.D.: Political Science, Massachusetts institute of Technology,1968.
A.B.: Government. Clark University,1961.

Principal Experience

-1976- Tellus Institute for Resource and Environmental Strmegies:
Present

Co-founder, Tellus Institute,' inc.

Research on energy conservation strategies and policie:,, utility rate
design, and electric generation planning demand and supply issues.

Fiscal and personnel officer.

1974-1978: Associate Professor, State University of New York at Albany.
Allen Center. then Graduate School of Public Affairs.

1973-1974: Assistant Professor, Department of History and Political Science,
Rensselaer Polytechnic Institute.

4

1969-1972: JAssistant- Professor, Division of Interdisciplinary Studies in _ Social Science,
Case Western Reserve University.

1966-1969: Instructor, Politics Department, University of Massachusetts, Boston.

!1964-1965: Professiona~i Staff Member. Institute of Naval Studies of the Center for
Naval- Analyses, Cambridge.

i, _ ,
. .
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_ _ _ - - _ - ~- --



. .___ _ . _ _ _ _ _ . . _ . _ . _ . _ _ _ _ _ _ _ _ _ . - _ _ _ . _ . _ _

.

Exhibit (DN-1)
Sheet 2 of 11

Testimony

Energy Consenntion & Load Slanagement

Testimony before: Vermont Public Service Board, dockets 5330 (1990), 5270
-(1988), 5248 (1988); North Carolina Utilities Commission, docket E 100, sub 58
(1990); Ohio Public Utilities Commission, docket SS 170-EL AIR (1989); Connecticut
Department of Public Utility Control, dockets 85 10-22 (1986), 82-07-01 (1982), 81-06-
02/04 (1981); Massachusetts Department of Public Utilities, dockets 84-49/50 (1985),

- 84-84 (1985), 84140 (19S5); Maine Public Utilities Commission, dockets 82-112 (1984),
U.3238/3239/3356 (1981): New York Public Service Commission, case 28223 (1983);
New Jersey Board of Public Utiliiies, dockets 829-764 (1983), 8012 914C (1982), 822-
116 (1982); New Jersey Senate, Energy & Environment Committee (1983); Rhode
Island Public Utilities Commission, docket 1440 (1982); Federal Energy Regulatory
Commission, dockets ERS2-481 (1982), ER81-179 (1981); New York Energy Master
Planning Board (1981); Virginia State Corporation Commission, docket PUE 800076

. (1981); Pennsylvania Public Utility Commission, docket R-80011069 (1980);
Connecticut Power Facility Evaluation Council, docket F-80 (1980).

Energy & Demand Forecasting

Testimony before: Arizona Corporation Commission, docket U-1345 85-156
(1986); Missouri Public Service Commission, dockets ER 85128/EO-85-185/EO-85-224
(1985); Kansas Corporation Commission, dockets 120,924-U!142,098-U (1985),120,924-

- U/142,099-U (.1985),120.924-U/142.100-U (1985); Massachusetts Department of Public
Utilities, dockets '1656/1657-(1985); Vermont Public Service Board, docket 4622 (1982);
Nevada Public Service Commission, docket 81 660 (1982); Oklahoma Corporation
Commission, cause 26669 (1980).

:

Rate Design & Cost of Senice

Testimony before: Rhode Island Public Utilities Commission, docket 1888
(1987); New Hampshire Public Utilities Commission, docket DR 86-122 (1986); South
Carolina Public Service Commission, docket 86188-E (1986); Maryland Public Service
Commission, docket 7456 (1981); .New York Public Service Commission, dockets

27461/27462 (1979).

!
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Other Energy Annlysis

Testimony betore: Connecticut Siting Council, docket 74 (1987); Federal
Energy Regulatory Commission, dockets ERS5-106 000 (1986), ERSS 646-000/ER85-
647-000 (1986); New York Public Utility Commission, case 2S025 (1982); New Jersey

Board of Public Utilities (1983); Texas Public Utility Commission, dockets 2606 (1979),
2572 (1979).

Tellus Publications

April 1991: Preliminmy-Conunems of Commomvealth of Pennsylvania OJJice of
Consmner Achocate on the Pennsylvania Power and Light Company
Demand Side Management 1991 Plan Filing. For Pennsylvania Public
Con ~ ion Docket No. I-900005: Investigation into Demand Side
Management by Electric Utilities. Study No. 90 201D. Principal
investigator.

Oct.1990: Improved Enern' Efficiency Through Building Standards and Related
Programs: An Oppormnity for Long Island. A report to: The Long
Island Power Authority. Study 90-02S/BC. Co-author.

Sept.1990: Long Island Power Authority Comments on the LILCO 1991 92 Electric
Conservation and Load Management Biennial Plan and the LILCO 1990
Long Range Electric Conservation and Load Management Plan. Volumes

! I and 11. Studv 90-028. Principal investigator,
i

May 1990: Consetration and Capacity Optimi:ation Ahenmtives m the PGT/PG&E
Gas Pipeline Project. A report to: California Public Utilities
Commission. Study 90 003. Co-author.

May 1990i Savings [trnn the Smart Munev Prognun: An Audit of the 125 MegalVatt
Demand Reduction. A report to: Wisconsin Electric Power Company,
Wisconsin Public Service Commission. Study 89-127. Principal
investigator.

Dec.1989: The Role of f(vdm-Onchec Power in a Least Cost Eneny Resource Plan for
Vermont. Analysis for Docket No. 5330 Before the Public Service Board.
Tellus Study S9-78 and Vermont Department of Public Service Technical
Report No.16. Co-a u t ho r.

.

!
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Nov.1989: Demand Side %nagement Akernatives for the Cincinnati Gas & Electric
Company. A report to Ohio Otfice of Consumers' Counsel. Study
89115. Project manager.

Oct.1989: Review of 1%0 Integrated Demand-Side Stanagement Plans Filed in New
York Public Service Commission Case No. 2S223. Prepared for the Pace
University Center for Environmental Legal Studies. Study 89182.
Principal investigator.

Mar.1989: Akematives to the Coley Creek Pumped Storage Facility. A Report to the
Jocassee Watershed Coalition. Study 88-075. Co author.

Oct.1988: Toward a Conservation | Load afanagement Power Plant for the Centerior
Energ Corporation Service Area. Part 1: Overview & Feasibility Sketch.
Study 88-38D/1. Co author.

June 1988: Review of the Smart Aloney Pmgram. A report to Wisconsin Electric
Power Company: Public Service Commission of Wisconsin: Wisconsin's
Environmental Decade. Study 87-87 Principal investigator.

Apr.1988: An Evaluanon of Central Alaine Power Company's Proposed Purchase of
Powerfrom Hydro Quebec. Study 87-30. Co-author.

Feb.1988: Commercial Sector Electricity Savings in Ari:ona: New Programs for
Economic E//iciency in Encip Use. Study 87112. Project manager.

Feb.1988: . Proposed Revisions to the Rhode Island Residential Building Code. An
Analysis of Costs and Benefits to New Home Buyers. Study 87116.
Principal investigator.

Jan.1988: 1988 Annual Report to the Governor and the General Assembly. Prepared
for the Connecticut Energy Advisory Board. Study 87-097. Principal
investigator.

Aug. '1987: Hull Action Plan for Demand 31anagement and Encry Conservation h
report to Hull Municipal Light. Study 86-88. Principal investigator.

|

|
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July 1987: Direct 7btimony of David Nichols. Nevada Public Senice Commission.
Pre-filed testimony on gas rate design and least cost planning in a
Southwest Gas Co. rate case that was settled. Prepared for the Office
of Consumer Advocate. Study S7 34

June 1987: The New England Power Pool and New Engivnd's Electricity Future:
Issuex and Directions. Study 86-83All. Co-author.

June 1987: Review of the Conunittee for Energy Awareness Study of the New England
Power Supply Situation. Study 86-83A!2. Co-author.

May 1987: The Aferits of Completing Unit 2 of the Limerick Nuclear Power Station in
the Light of Akematives Available at Alidyear 1987. Study 87 20.
Co author.

- Oct.1986: Kansas City Power and Light Company's 1935 Peak Load Forecasts and '

Alodels: Review and Criticpic. Study 8613/A. Principal investigator.

Jan.1985: Audit Related issues in the IVeatheri:ed Homes in Portland Program.
Study 85-41. Principal investigator.

Nov.1985: Generating Plant Operating Perfonnance Standards, Report No.1: Surny
- of Etisting Stundards. Study 85-2211. Co-a uthor. j

Dec.1984: Evaluation of the Afanachuseus Eneixv Conservation Senice. . A Report to
the Executive Office of Energy Resources. Study 84-07. Principal
investigator,

t

.. Cost Benefit Analysis of the Cancellation of Conunonweahh Edison| - Oct.1984:
-

| Company's Brahlwood Nuclear Genenuing Station. Study 83 87. Editor.

May 1984: Electric Rate Consecprences of the Alidland Nuclear Power Plant. Study i
83-81/l. ~ Co; author.

i

| May 1984: Power Planning in Kentucky: Assessing hsues and Choices Prnject
Summary Repon to the Public Senice Commission. Study 83 51.
Co-au thor.

Jan.1984: Conservation in the Central Alaine Power Com;>any Area: Potential and
7

| Programs.' Study 83-57. Principal investigator.

. _ . . - __ _ ._. _ _ _ __ _ _ __
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Dec.1983: Power Plaiming in Kentucky: Anessing hsues and Choices, Consenation
as a Planning Option. Study 83 51/TR lil. Principal investigator.

Oct.1983: Elecnic and Gas Savings from Ecpanded Public Senice Electric and Gas
Company Consenation Programs. Study 82 4312, Principal investigator.

July 1983: Long bland Without the Shoreham Power Plant: Electricity Cost and
System Planning Consequences. Study 83-1415. Editor.

Feb.1983: Design of a Direct Senice Progrmn to Install Consenation Measures in the
Muhifmnik Housing Stock in the JCP&L Senice Area. Study 82 31.
Editor.

Dec.1982: Customer Programs to Moderate Demand Growth on the Arizorm Public
Senice Company System. Study 8214tC. Principal investigator.

Dec.1982: Arizona Public Service Company Load Forecasting. Study 8214fLF.
Principal investigator.

Dec.1982: The Economics of Ahernative Space and Water Heating Systems in New
Consmiction in the New Jersev Central Power and Light Senice Area.
Study 82-46. Principal im estigator.

Oct.1982: The Economics of CLoving tire Indian Point Nuclear Power Plants. Study
82-40. -Co author.

Sept.1982: Priorhy Residemial Customer Programs to Consen e Electricity and Gas in-
the Public Senice Gas & E!cctric Company Area. Study 82-43. Principal
investigator.

July 1982: . Background Analysis for Priority Conservation Program Recommendations
for the Athunic City Electric Company System. Study 82-1713. Principal
investigator.

July 1982: Conservation Case Forecot of Electric Enery Consumption and Peak
Demand in the Senice Area of the Athuuic City Electric Co. Study
82-1712. Principal investigator.

- July 1982: Long Range Forecast of Athnuic Chy Electric Company Electric Energ and
Peak Demand. Study 8217/1. Principal investigator.

,

!
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Mar.1982: Long Range Forecast of Electric Loads in the State of Vermont. Study
81-26. Principal investigator.

Mar.1982: Cunscreation Case Forecast of Electric Loads in the State of Vermont.
Study 8164. Principal investigator.

Feb.1982: Forecast of Electric Energ Requirements and Peak Demand in the Sierra
Paci/ic Power Company Service Area. Study 81-42. Vol. I, Long Range
Forecast: Vol.11. Conservation Case Forecast. Co author.

Feb.1982: Enery Conservation and Employment in Ohio. Study 80 27. Co author.

Dec,1981: Utility Promotion of Residential Customer Consenation, Priority Incentive
Programs to Save Electricity in Massachusetts. Study 8147. Principal
investigator.

Oct.1981: Reali:ing the Potentialf>r Conservation in the Connecticut Territory of the
Northeast Utilities Service Company. Study 81-12|L Principal investigator.

Sept.1981: Reali:ing the Potentialfor Conservation in the Senice Area of the Arizona
Public Senice Company. Study 81-57. Principal investigator.

,

Sept.1981: Imp /cmenting Consentnion in New York State. Study 81-09. Principal
investigator.-

Aug.1981: Likline Rates in Kentucky. Study 81-09. Co-author.;

May 1981: Lifeline Rates in Almyland: A Report for the Likline Rate Hearing. Study
8102. Principal investigator.

.

; Apr,1981: Lifeline Rates in New Jerser. A report prepared for the Lifeline Rate
I Hearing. Study 81-16. Co-author.

Feb.198'l: A Conservation invesonent Surueg for Utah Power and Light Company:
Cost-Bene /7/ Analvsis. Study 81-06. Co-author.

'

lan.1981: Long Range Forecast of Appalachian Power Company Electrical Loads.
Study 80-08/4. Volume I, The Base Case Forecast; Volume II, The
Conservation Cuve Forecast. Principal investigator.

,

,

i
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Dec.1980: Consen ation Case Forecast of Central .\taine Power Company Electricity
Rerptirements. Study SU-30 Principal investigator.

Nov.1980: The Conservation Ahemative to the Power Plant at Shoreham, Long Island.
Studies 80-OS/R and 80-31. Co author.

,

Sept.1980: Reducing New England's Oil Dependence Through Conservation and
Ahernatire Eneig, 1978 2000. A report to the U.S. General Accounting .

Ottice. Study 79 29. Co-author.

Aug.1980: Assessment of Conservation Planningfor the Ducptesne Light Company
Area. Study 80 06. Principal investigator,

July 1980: The Potential Impact of Comervation and Ahemative Supply Sources on
Connecticut \ Electric Eneig Balance. Study 80-09. Co. author.

July 1979: State Conservation Policy Case Forecast: Volume H cf Study 79-12,
Electricity Reipiirements in New York State. Co r.uthor.

May 1979: Assessment of the New England Power Pool - Bauelle Long Range Electric
Denuntd forecasting 3/ ; del. A teport to the New England Conference of
Public Utility Commissioners. Study 79-06. Co-author,

Feb.1979: Analv:ing the knpact of Eneig Price increases on New England Residents.
Study 79-01. Co-aut hor.

Aug. '1978: Industrial Cogeneration in New York State: Identifving and Overcoming

( Barrien. Study 78-01. Co-author.

Nov.1977: ProJ7/e of Tingets for the Eneig Advisory Service to industry. Study 77 09.
Principal: im estigator.

;

L

June 1977: Toward an Eneig P!nn for New York. A report to the Legislative
Coinmission on Energy Systems. Study 77-03. Principal investigator.,

i
!

Selected Other Publications and Professional Activity

Sept.1990: Paper. "~ racking Results in Demand Side Management Programs," in
Demand-Side 3/anagement Conference, Canadian Electrical Association,
Toronto. Principal Author.

|
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1990: Paper, " Tracking Activity and Results in DSM Programs," in Proceedings,
,

ACEEE 1990 Summer Study on Encixv EffL.ency in Buildings, pp. 6.109
; 6.118. Principal author.
a

! '

| 1990: Article, 'The Conservation Utility: A New institutional Approach," in
i. UNEP /ndumy and Enrironment Review, Volume 13, No. 2. Co-author.
4

Mar.1990: Presenter, " Evaluating Residential Conservation Programs," Workshop at
4 - "Alfordable Comfort IV" Conference, Philadelphia,

,

Nov,1989: Paper, " Wisconsin's Conservation Competition Pilot Program," in4

Proceedingc ECNE National Conference on Utility DSRI Programs, Palo
'

Alto, CA: Electric Power Research Institute Report EPRI CU 6598,
Vol. 1.

, ,

Oct 1989: Article, " Conservation Utilities: New Force on the Demand Side," in
The Elec!ricite founnd, Volume 2, Number 8. Co author,

i

: Oct.1989: Presenter, "New Ways to Deliver Energy Efticiency," Panel at " Making
Housing More Atfordable Through Energy Efticiency" Conference,
Alliance to Save Energy, Washington, D.C.

,

June 1989: Presenter, "Roundtable on Natural Gas Issues," 42nd Annual Symposium, <

New England Conference of Public Utilities Commissioners, Hartford,
,

CT.

'

1988-1990: 1.ndependent representative on three-party pa'nel administering Madison
(' Wisconsin) Gas & Electric Company conservation competition pilot -,

program. Tellus Project SS-79

I 1987: Advisor to Hull (Massachusetts) Municipal Light Plant in developing the
Hull Action Plan of demand-side programs for energy efficiency
improvement. Tellus Project 86-88.

1987: Advisor to the Governor's Otfice of Energy Assistance, Rhode Island:
utility rate design and conservation programs: electric resistance heating
task tarce. Tellus Project 86-78.

.
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Aug.1985: Paper, " Evaluation of the N1assachusetts Energy Conservation Service," in
Proceeding: The Second National Conference on Eneny Consenation
Program Einhnnion. Aigonne National Laboratory, Chicago.

June 1981: " Technical Reports" I through IV in Volume 2 of New England Can
Reduce its Oil Dependence Tluvugh Consen'ation and Renewable Resource
Development. Washington, D.C.: United State.s General Accounting
Otfice. Report EN1D-St 58A, June 11,1981. Co-author,

July 1980: Eleuricity Demand Curtailment Planning: - An Assessment of Current
Practice. Upton, New York: Brookhaven National Laboratory, Informal
Report BNL 27747 R 2. Co-author.

Winter 1977: Re,iew Essay, "Pimalism and Post Pluralism in the Study of Public
Policy," Polity,

Nov.1977: Oreanizer and Chair, " Energy Policy Options for the Northeast," hieeting
at the Northeastern Political Science Association, Nlt. Pocono.
Pennsylvania.

Sept.1977: " Technology and Federalism: The Dilemma of Energy Conservation
Policy." Proceedino of the American Political Science Association.

1974: Bwk, Financing Elections New York: Franklin Watts.

1974: " Interest Groups in American Science," Chapter 1 in A.H. Teich,
Scientists and Public AJhan. Cambridge: MIT Press,

Summer New York Civil Service Public Administration Intern, Department of-
1973: Environmental Conservation. Albany.

Dec.197'l: Organizer. "The New Activism in American Science," Panel at Meeting
of the American Association for the Advancement of Science,
Philadelphia: and paper. same panel.

Apr.1971: Review, "Federai Budget Priorities for R&D." Technology and Culture.

Dec.1969: "The Political Attittide.s of Elite Scientists," American Association for the
Advancement of Science, Boston.

Sept.1969: " Scientists and Politie.s," Proceedings of die American Political Science
A V\oC5Hlion.
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1968: Lecturer, The Summer School, Clark University.
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RATEBASED TREATMENT OF DSM COSTS
5+ TEAR AMORT!2AI!DN PERICO

1992 1993 1994 1995 1996 1997
...... ...... ...... ..... ..... ......

TOTAL DSM COSTS 1/ 540,000,000 540,000,000 S'.0,000,000 540,000,000 540,000,000 540,000,000
AFUDC (1/2 Year) 2/
Common 5707,600 5707,600 5707,600 5707,600 5707,600 5707,600
Preferred $155,520 5155,520 5155,520 $155,520 $155,520 $155,520
Debt $1,331,820 51,331,820 $1,331,820 $1,331,820 51,331,820 $1,331,820 4

(Lees)
TAX DEDUCTION 3/ 5452,819 $452,819 5452,819 5452,819 5452,819 5452,819

AFUDC NET OF TAX S1.742,121 81,T42,121 $1,742,121 $1,742,121 $1,742,121 51,742,121

RATE 8ASED DSM 541,742,121 541,742,121 $41,742,121 541,742,121 541,742,121 $41,742,121

AMORTIZED AMOUNT 58,348,424 515,027,164 520,370,155 $24,o44,548 528,064,063

TOTAL RATE BASED DSM 541,742,121 $75,135,818 $101,850,776 1123,222,742 $140,320,315
REfURN 2/
Common. $1.476,836 52,c58,305 $3,603,480 54,359,621 54,964,531
Preferred $324,587 5584,256 5791,992 $958,180 $1,091,131
Debt $2,779,650 $5,003,369 56,782,345 $8,205,526 $9,344,070

TOTAL RETURN TO COMPANY 512,929,497 $23,273,094 531,547,972 $38,167,875 543,463,796

TAXES 5928,093 51,670,568 $2,264,547 52,739,731 $3,119,878

TOTAL REVENUE REQUIREMENT 513,857,590 $24,943,662 533,812,519 540,907,605 546,583,674

.................ae=========...a...........s===................a===sen.....s=ss====.........................

NET CASM FLOW TO COMPANY (Year-to Year) (527,070,503)($16,726,906) (58,452,026) (*1,832,125) $3,463,796

NET CASH FLOW TO COMPANY (Cumulative) ( $27,070,503 )( 543,797,40G )( $52,249,437)( $54,081,562 )( $50,617,766 )

DIFFERENCE TO RATEPAYERS (Tear-to Year) 526,142,410 $15,056,338 $6,187,481 (5907,605) (56,583,674)

OlFFERENCE TO RATEPAYERS (cunutative) $26,142,410 541,198,748 $47,386,229 $46,478,623 $39,894,949

1/ Annual D penditures of $40 million per year assumed for analytical purposes
2/ ELILCO's Capital ctructure; Conmon 29% a 12.20%. Preferred 8% a 9.72%, Debt 63% a 10.57%
3/ Assuned tax rate a 34%
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