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1- Overview 

The electric utility industry is facing a tremendous amount of uncertainty. Changing 
State and federal regulations and new technologies will clearly influence the future of 
energy services providers. Duquesne Light has implemented several broad-based 
customer initiatives that continue the Company's commitment to a transition to 
competitive electric energy marî ets and target the highest levels of guaranteed 
customer service in the industry. 

In May, 1996, the Pennsylvania Public Utility Commission (PAPUC) approved 
Duquesne's plan to freeze base rates for five years for all customers. Also included in 
the plan is a $5 million annual fuel cost credit to customers and a cap on the 
Company's fuel clause. This initiative is predicated on the sale of Duquesne Light's 
interest in the Fort Martin Power Station, an asset that is no longer needed for base 
k3ad capacity. The proceeds from the sale will be used to further restructure 
Duquesne's balance sheet. 

In addition, Duquesne has recommended to both the Pennsylvania Public Utility 
Commission (PAPUC) and the Federal Energy Regulatory Commission (FERC) that 
Duquesne, Allegheny Power System and Penn Power, along with companies in the 
existing Pennsylvania-New Jersey-Maryland (PJM) power pool, be admitted to a new 
regional pool, and that this pool be operated by an Independent System Operator 
(ISO) through which all wholesale electricity would be sold under common terms at 
market prices. Duquesne expects that the regional pool will ultimately reduce rates 
through a more efficient wholesale power maricet. Duquesne has also filed a pricing 
proposal at the FERC for wheeling through service at marginal cost rates which will 
eliminate inefficient and non-comparable rate "pancaking" until large ISO's are 
formed. 

6y capitalizing on the strengths of the core business - a solid, well-balanced sales 
mix; improved operating efficiencies; decreased production costs; and stabilized 
rates - Duquesne is positioning itself for growth in a competitive energy services 
market. These elements of Duquesne's corporate strategy serve as the foundation 
for the development of the 1996 integrated resource plan. In support of the 
strategy, Duquesne's integrated resource plan is based on the following on-going 
objectives; 

• Optimize underutilized Generating caoacitv - Duquesne continues to have 
underutilized, base-bad generating capacity and environmentally clean cold-
reserved facilities. Duquesne believes that these resources will have 
significant value for econombally serving new and expanding retail 
customers as well as meeting regional power needs in the competitive 
wholesale marketplace. 



• Promote competition in the wholesale mari(etplace - Initiatives at the federal 
level under the National Energy Policy Act of 1992 and at the state level in 
the PAPUC investigation into the role of competition in the Pennsylvania 
electric utility industry are encouraging wholesale competition as a means for 
achieving greater levels of efficient use of the nation's energy resources. 
Duquesne supports wholesale competition as a means to economically meet 
the energy needs of both retail and wholesale customers with an orderly 
transition to retail customer choice. 

• Maintain stabie prices - Customers continue to experience an era of 
uncertainty, marked by growing competition, a changing regulatory 
framework and a tightening of financial constraints. Through Duquesne's 
ongoing aggressive cost containment strategies, resource optimization 
strategies, and environmental leadership Duquesne will continue to offer 
price stability, and thus less risk, to all customers during this period of 
uncertainty. Duquesne's commitment to price stability is clearly 
demonstrated by the Company's five year rate freeze and fuel clause cap. 

• Meet customer-specified levels of service reliabilitv - Customers consistently 
name reliability as one of the more important attributes of quality service. A 
hallmark of Duquesne's quality management framework is to deliver service 
tailored to the customer's needs in order to maximize value. 

Duquesne's 1996 integrated resource plan has been developed with the expectation 
that wholesale competition will continue to be aggressively implemented through 
requirements by the FERC for the filing of open access transmission tariffs, retail 
wheeling is deferred until the benefits of wholesale competition are captured, and 
the obligations to provide service and to maintain capacity reserve margins are 
retained by the regulated utility. Duquesne anticipates it will modify this plan based 
on the outcome of future state and/or federal initiatives to enhance competition 
which may eliminate our traditional obligation to serve, the emergence of the ISO 
wholesale market structure, or any other developments which modify the current 
industry structure. 

Duquesne's Caoabilities: Duquesne's strengths make it weil-positioned to 
achieve the integrated resource plan objectives, 

• Duquesne's base load capacity, when supplemented by pealdng resources, 
can meet anticipated native load growth as well as to continue as a 
competitive supplier in the wholesale market. 

• Duquesne has proven to be a highly reliable supplier, ensuring high capacity 
factor delivery from its base load facilities. 

• Duquesne has low production costs from a broad portfolio of generation 
resources which support competitive energy prices. 



Duquesne has been and continues to be committed to environmental quality 
which mitigates the future need for significant expenditures for complying with 
environmental regulations. 
Duquesne continues to be proactive toward securing firm and non-firm 
transmission service to those markets which will benefit most from reliable, 
low-cost generation. 
Duquesne has demonstrated a customer-oriented focus by providing 
innovative pricing and solutions to add value to its product and service. 

Integrated Resource Plan Strategies: Duquesne's integrated resource plan Is 
flexible to be responsive to customer needs, 

Duquesne's 1996 integrated resource plan has been designed to continue providing 
reliable and cost-effective service to retail customers during a period of growing 
uncertainty in the utility industry, while increasing flexibility and providing options to allow 
the Company to respond promptly and effectively to increasing competition. Duquesne 
will meet the expected annual growth of retail customers' peak demand and the needs of 
potential new major customers through at least 2008. with existing base load resources, 
the potential for the reutilization of cold-reserved Brunot Island and the purchase of 
peaking capacity. New resources are not anticipated before 2009. Duquesne's primary 
resource planning objective in the short range is to continue to maximize the utilization 
and efficiency of existing resources. This objective will be accomplished over the next 
five years by aggressively pursuing new retail sales, by implementing wholesale bulk 
power sales, by continuing to optimize the generation resource portfolio, by purchasing 
firm and/or spot peaking capacity in the wholesale marketplace, by shaping customer 
load profiles and by returning cold-reserved facilities 

Table No. 1 
Annual Resource Additions 

Year 

1996 
1997 
1998 
1999 
2000 

1 2001 

Reactivated 
Plant 
(MW) 

— 

90 
— 

300* 
(90) 
267 

OSM 
Programs 

(MW) 
4 

70 
25 
8 
8 
1 

Non-Utility 
Generators 

(MW) 
-

35 
" 
— 
a w 

— 

Peaking 
Purchases 

(MW) 
m i m 

125 
— 

25 
100 

(250) 

New 
Resources 

(MW) 
— 

(276) 
— 

mm 

-

* Actual in-service date of Phillips may be advanced or delayed depending on 
the timing of bulk power sales. 



to service when justified by the economics of the wholesale marketplace. 
Duquesne's preferred resource plan for the period 1996 through 2001 is 
summarized in Table No. 1. The plan reflects initiatives targeted at major retail and 
wholesale power sale opportunities. Duquesne expects to successfully structure 
and implement innovative power supply arrangements which will be tailored to meet 
the needs of large customers. Because of Duquesne's abundant and cost-effective 
base load capacity resources, the Company can be extremely flexible in meeting the 
needs of a retail customer in the service territory or the needs of a major wholesale 
customer. Duquesne has implemented innovative pricing under Tariff Rule No. 4 to 
support the business expansion of existing customers and to attract new retail 
customers. In the wholesale marketplace Duquesne can offer to potential 
customers a firm energy sale, a system power sale, a system power sale with 
specific unit backup, a unit power sale, an asset sale or any other innovative 
approach to providing capacity and energy. In addition, the duration of delivery to a 
wholesale customer is negotiable, with short, intemiediate or long-term sales 
available. Major long-term wholesale and/or retail sales will help to continue to 
optimize existing under-utilized capacity and support the reactivation of existing 
cold-reserved facilities. 

Following the sale of Duquesne's interest in Ft. Martin, for planning purposes, all 
remaining existing generation facilities are assumed to continue in service over the 
next 20 years to meet the needs of retail customers and provide resources for 
wholesale power sales. As shown in Table No. 1, Duquesne expects to meet future 
short-tenn needs for resources primarily through the most cost-effective mix of 
reactivated facilities and peaking purchases. A number of options are being 
explored for the reactivation of the existing cold-reserved 300 MW Phillips Power 
Station. For planning purposes, Phillips is proposed to be returned to service in 
1999 to supply a long-term firm wholesale power sale. Depending on the outcome 
of Duquesne's wholesale market efforts the actual in-service date of Phillips may be 
advanced or delayed. Although there is considerable uncertainty concerning the 
future of demand-side management programs, for planning purposes, growth in 
customer peak demand is expected to be moderated through the implementation of 
selective programs. In addition to the retention of existing and the addition of 55 
MW of new peak-shaving capability produced by interruptible rates, other DSM 
programs are projected to reduce peak demand by at least 60 MW by the end of 
2001. 

Despite the sale of Duquesne's interest in Ft. Martin, the existing mix of capacity 
continues to include abundant base-load generation resources. In order to continue 
to balance Duquesne's capacity mix, the Company's long-range planning objective 
is to supplement the base-load facilities with additional peaking type resources. 
Duquesne intends to implement additional peak-shaving DSM programs, such as 
additional interruptible customer toads, and pursue all other least-cost opportunities 
to acquire peaking resources, such as firm purchases from other utilities or non-
utility generation facilities, diversity exchange agreements with other utilities and/or 
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competitive procurement solicitations, in order to defer or eliminate the need for 
construction by Duquesne of any power generation facilities. 

2. Existing Resources and Capabilities 

Duquesne's diverse portfolio of in-service generation resources, supplemented with 
cold-reserved peaking facilities and spot-market peaking purchases will meet 
expected retail load growth through at least 2008. Duquesne's strong transmission 
interconnections and its strategic location on the transmission grid are beneficial to 
Duquesne in supporting service reliability and in allowing the arrangement of fimn 
delivery of low-cost energy and capacity to wholesale power markets. In addition to 
existing in-service generation facilities, Duquesne has the cold-reserved Phillips 
Power Station and the Brunot Island Combined Cycle facility which can be cost-
effectively reutilized to meet retail load growth and support wholesale power sales. 
Duquesne is aggressively reducing the overall cost structure of its operations 
through the more efficient use of all resources. As the result of Duquesne's strong 
resource position and aggressive management of costs, the Company expects to 
limit the addition of new resources, freeze retail rates and further strengthen the 
Company's competitive position in the wholesale power markets. 

Generation Resource Portfolio: Duquesne offers a broad portfolio of reliable, 
economical and environmentally sound generating resources. 

At year end 1995, Duquesne owned all or a portion of the generating facilities 
shown in Table No. 2, with the exception of Beaver Valley No. 2, which is leased. 
As discussed on page 7, Duquesne's ownership interest in the Ft. Martin Power 
Station will be sold in late 1996. The table illustrates Duquesne's capacity (1995 
summer rating) and net plant output during 1995. For those units which are not 
wholly-owned by Duquesne, the capacity value shown in Table No. 2 is Duquesne's 
share of each unit. As shown in the table, Duquesne's in-service capacity line-up Is 
dominated by base load nuclear and a)al-fired facilities, which enables Duquesne to 
produce energy very cost-effectively. Duquesne has created a broad portfolio of 
generation facilities through a program of joint construction and ownership of 
generating units, as shown in Table No. 3. Duquesne jointly owns generating units 
and transmission facilities through the Central Area Power Coordination Group 
(CAPCO) in northern Ohio and western Pennsylvania. In addition to Duquesne, 
GAPCO consists of the Ohk) Edison System (Ohio Edison Company (OE) and 
Pennsylvania Power Company (PP)) and Centerior Energy (Cleveland Electric 
Illuminating Company (CEI) and Toledo Edison Company (TE)). There is coordinated 
maintenance scheduling, a limited and qualified mutual back-up arrangement in the 
event of outages at the jointly-owned units, and vark>us capacity and energy 
transactions among the companies. Under the agreements governing the construction 
and operation of these generating units, the day-to-day operating responsibility is 
assigned to a specific operating company. Duquesne works closely with the operating 
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Table No. 2 
In Service Generation Resources 

Unit 

1 Cheswick 
Eirama 
Bruce Mansfield No. 1 
Bruce Mansfield No. 2 
Bruce Mansfield No. 3 
Fort Martin No. 1 
Sammis No. 7 
Eastlake No. 5 

Fuel 

Coal 
Coal 
Coal 
Coal 
Coal 
Coal 
Coal 
Coai 

Total Coal I 

Summer 
(MW) 

562 
474 
228 
62 

110 
276 
187 
186 

2,085 

i l 
Beaver Valley No. 1 
Beaver Valley No. 2 
Perry No. 1 

1 Total Nuclear 

Nuclear 
Nuclear 
Nuclear 

385 
113 
161 
659 

J 
Brunot Island 
Total Oil 

Oil 54 
54 

1 
Total 1 2,798 

Capacity 
% 

20.1% 
16.9% 
8.2% 
2.2% 
3.9% 
9.9% 
6.7% 
6.7% 

74.5% 

Annual 
(GWh) 
3,431 
2,412 
1,048 

168 
310 

1,055 
1,008 

896 
10,329 

Output 
% 

22.8% 
16.0% 
7.0% 
1.1% 
2.1% 
7.0% 
6.7% 
6.0% 

68.7% 
1 1 1 

13.8% 
4.0% 
5.8% 

23.6% 

1.9% 
1.9% 

2,598 
856 

1,255 
4,710 

17.3% 
5.7% 
8.3% 

31.3% 1 
1 

(1) 
(1) J 

0.0% 
0.0% 

! 1 1 
100% 1 15,038 1 100% 1 

Table No. 3 
Jolntlv-Owned Generation Resoun:es 

Unit 

Bruce Mansfield No. 1 
Bruce Mansfield No. 2 
Bruce Mansfield No. 3 
Fort Martin No. 1 
Sammis No. 7 
Eastlake No. 5 
Beaver Valley No. 1 
Beaver Valley No. 2 
Perry No. 1 

Ownership Share 
DLC 

29.3% 
8.0% 

13.7% 
50.0% 
31.2% 
31.2% 
47.5% 
13.7% 
13.7% 

MP 

25.0% 

PE 
-

' 

' 
25.0% 

•• 

* 
« 
• 

• 

CEI 
6.5% 

28.6% 
24.5% 

-

-

68.8% 
•> 

24.5% 
31.1% 

OE 
60.0% 
39.3% 
35.6% 

-

48.0% 
-

35.0% 
41.9% 
30.0% 

1 
PP 

4.2% 
6.8% 
6.3% 

• 

20.8 
-

17.5% 
-

5.2% 

TE 
m 

17.3% 
19.9% 

-
_ 

-
-

19.9% 
^ . 9 % 

Note: Ownership share in boldface type indicates the company with operating 
responsibility. 



1 1 

companies of all jointly-owned units. Co-owners of the jointly owned units are kept 
fully informed of developments through regular meetings and periodic reporting. 
Duquesne expects that achieved levels of fossil and nuclear station availability and 
efficiency will be maintained throughout the planning period. 

Fort Martin Sale: The sale of Duquesne's ownership interest in the Fort Martin 
Power Station demonstrates ongoing efforts to optimize the utilization of 
generation resources. 

Duquesne and AYP Capital, Inc., an unregulated subsidiary of the Allegheny Power 
System, entered into an agreement on November 29,1995 for the sale of 
Duquesne's 50 percent ownership interest in Unit 1 of the Fort Martin Power Station, 
for the sum of $169 million. On December 20,1995. Duquesne filed a Petition for 
Declaratory Order and Application for a Certificate of Public Convenience with the 
PAPUC requesting approval for the sale In conjunction with a six-point plan to be 
financed in part by the proceeds of the transaction. The Office of Consumer 
Advocate (OCA) petitioned to interver^ in the approval process for the transactton. 
Duquesne and the OCA have agreed on certain modifications to the proposal. The 
PAPUC approved Duquesne's modified proposal on May 23,1996. On June 6, 
1996 the PAPUC approved AYP Capital's petition concerning the transaction. 

Under the plan Duquesne will freeze base rates for a period of five years, will 
contribute beginning in 1997 an annual $5 million credit to the Company's Energy 
Cost Rate (ECR), and will establish a ceiling on the ECR of 14.7 mils per kitowatt-
hour, which is the average historical level for the past five years. In the past five 
years, Duquesne Light's price of electricity has gone down by an inflation-adjusted 
25 percent. No increases for the next five years means that the average cost of 
other goods and services in the Pittsburgh region will have increased 50 percent by 
the end of the decade relative to the price of electricity. The proceeds from the sale 
will be used to initiate innovative measures that will enhance Duquesne's 
competitive position over the next several years. 

In addition to the rate freeze, three key points of the plan address Duquesne's 
nuclear plant investment and include: a one-time reduction of about $130 million in 
the value of the Company's rwclear plant investment; increased depreciation of the 
Company's investment in nuclear facilities by $25 million per year for the next three 
years; and an annual increase of $5 million in contributions to nuclear plant 
decommissioning funds. In addition, the proceeds of the sale are expected to be 
used to finance reliability enhancements to the Brunot Island combustion turbines 
allowing the reutilization of these facilities. The reliability enhancements are 
contingent on the projects meeting a least-cost test versus other potential sources 
of peaking capacity. The Bnjnot Island combustion turbines are expected to provide 
135 MW of summer peaking capacity and 168 MW of winter peaking capacity, 
providing Duquesne greater operational flexibility in meeting system peak demands 
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and emergency conditions. Finally, an annual $500,000 contribution will be made to 
a customer assistance program designed to help low-income customers maintain 
their bill payment program. 

Transmission Facilities: Duquesne is strategically located on the transmission 
grid to arrange firm delivery of low cost energy and capacity. 

Duquesne. located In the eastern region of the East Central Area Reliability (ECAR) 
region of the North American Electric Reliability Council (NERC), has over 4.000 
MW of interconnected tie capability which, in combination with ample ECAR base-
load capacity, benefits Duquesne customers through adequate reserve levels and 
high levels of reliability. In addition to transmission facilities within the service 
territory, Duquesne shares entitlement with OE, PP, CEI and TE in a 345 KV 
transmission network that interconnects the CAPCO companies. Currently this 345 
KV transmission system has transfer capability in excess of 2,000 MW over that 
needed for native load requirements. In addition, Duquesne, through ties with APS, 
has access to the Pennsylvania-New Jersey-Maryland Interconnection Association 
(PJM Companies), a major purchaser of Duquesne and ECAR power. Continuing a 
trend of more than five years, Duquesne is actively using its transmission lie 
capabilities in selling short-term economy power to eastern markets. Duquesne, on 
/\pr\\ 15,1996, became the first electric utility in the nation to propose charging 
wholesale customers marginal cost-based rates for transmitting electricity through 
its system. The proposal is discussed beginning on page 13. 

Cold-Reserved Facilities: Duquesne has almost 570 MWof environmentally 
clean coft^reservecf capac^ available to be reactivated. 

In addition to cunrent active generation facilities, Duquesne has almost 570 MW of 
environmentally clean cold-reserved capacity. The Phillips Power Station and the 
Brunot Island facility, as shown in Table No. 4, are licensed and are clean sources 
of electricity that can be utilized to meet retail load growth and expanding 

Table No. 4 
Cold-Reserved Generation Units 

Unit 

Phillips 
Brunot Island Combustion Turbines 
Brunot Island Steam Turbine 

Fuel 

Coal 
Oil/Gas 
Oil/Gas 

Capacity 
(MW) 
300 
135 
132 

opportunities in the power markets. The Table illustrates the expected summer 
capacity of the plants upon return to commercial operation. 

8 
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The sale of Duquesne's interest in Fort Martin is expected to result in the utilization 
of the oil-fired combustion turbines at the Brunot Island facility and/or the purchase 
of peaking capacity. Anticipated growth in peak demand within the service territory 
is expected to require additional peaking generation. Duquesne expects additional 
peaking capacity purchases and/or the Brunot Island steam turbine to meet this 
need. In addition, Duquesne believes that Phillips is an important component in 
meeting mari<et opportunities to supply long-term bulk power. 

Cosf Management Initiatives: Duquesne Is aggressively reducing the overall 
cost structure of its operations through the more efficient use of all 
resources. 

As competition in the electric energy marketplace increases, so does the importance 
of cost control. Duquesne had another successful year in this area In 1995. During 
the year, the Beaver Valley Power Station nuclear generating units both had record 
refueling outages in terms of the minimum number of days needed for completion. 
Duquesne's operating plan antidpates continued improvement in the levels of future 
outages. Re-engineering of business processes, multicrafting at power stations and 
continued efficiency improvements across the Company during the 1990's have 
resulted in a 20% increase in the number of customers served per employee. 
Additionally, annual utility operation and maintenance expenses, excluding energy 
costs, have been reduced by more than $10 million in the past two years. 

Energy costs have been a major focus of Duquesne's cost reduction efforts since 
these costs represent approximately 40% of the Company's variable costs. To 
ensure that energy costs remain competitive, Duquesne manages a portfolio of spot 
and contract purchases of fossil fuels such that the unit costs out-perform a market 
index. Nuclear fuel costs, as the result of renegotiated contracts, are expected to 
decline on average about 7% annually over the next two years. Duquesne 
anticipates continued success with fuel management practices as discussed In 
Major Planning Assumptions (Section 3 of this Report) where fuel costs are 
projected to increase less than the anticipated rate of inflation. Energy costs were 
lower in 1995, the third time in the last five years. As a result of access to efficient 
river transportation Duquesne's delivered cost of coal Is among the lowest in 
Pennsylvania. In addition, nuclear fuel cost has been reduced by 36% during the 
last five years. With these and other cost reductions, Duquesne was able to lower 
its variable production costs by 12% during the 1990's. 

Over the next few years, Duquesne will be implementing a number of initiatives that 
fundamentally will change the way it does business to enhance customer 
satisfaction levels that already are among the best in the industry. A state-of-the-art 
communications service of Itron, Inc., to be installed during the next two years, will 
provide Duquesne's residential customers with superior levels of service reliability, 
security and convenience. Itron, a leading supplier of energy information and 
communicatton solutions to the utility industry, will own and operate a two-way 
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wireless communication networtc that will provide a link through the electric meter to 
580,000 customers. The Customer Advanced Reliability System will provide a 
variety of valuable infomiation. Electric meters can be read and usage 
communicated electronically to Duquesne's control center. As a result, customer 
service personnel will have a real-time picture of the status of power delivery across 
the system and for individual customers. If a customer loses power for any reason, 
the company will know more quickly than in the past. The customer will not have to 
report ihe outage, and Duquesne's efforts to restore power can begin sooner, 
reducing the time the customer Is without power. Customers also will be able to 
request electric service to start or stop on any hour of any day. And customers who 
have electric meters inside their homes no longer will have to provide access to 
have their meters read. In the future, Duquesne Light will be able to profile each 
customer's consumption of electricity. Coupled with time-of-use and other special 
rates, this information will help customers realize more value from their use of 
electricity. As the transition to competition and customer choice begins over the 
next decade, Itron's technology will enable the Company to implement the needed 
metering and billing services. The first customers will be connected to the new 
system beginning in April 1996, and all customers will be on-line in 1997. 

Duquesne views Its long-standing environmental commitment as another 
competitive advantage. Surveys show that an Increasing number of consumers 
place value on a company's environmental perfonmance. Through the years, 
Duquesne has earned a reputation as an environmental leader. The Company's 
commitment is driven by an environmental strategic plan, which stresses 
compliance, training, issues management, stewardship and communications. 
Through a comprehensive and Innovative approach to environmental excellence in 
operations and community stewardship programs, Duquesne continues to expand 
that commitment. 

3. Major Planning Assumptions 

utility Industry Competition: Competition in bulk power markets will continue to 
grow, offering sales opportunities. 

The electric utility industry continues to experience fundamental changes in 
response to open transmission access and increased availability of energy 
alternatives which have significantly increased competition in the industry. 
Previously captive customers are now seeking freedom to choose alternative 
suppliers of energy. These competitive pressures require utilities to offer 
competitive pricing and terms to retain customers and to develop new markets for 
the optimal utilization of their generation capacity. 

Duquesne supports competition and is proactively responding to the federal and 
state regulatory initiatives and the resulting business uncertainties, and is 

10 
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positioning itself to operate in a more competith/e environment. Recent 
enhancements to the rate structure allow flexibility In setting rates in order to retain 
Its customer base and attract new businesses. Duquesne has also taken significant 
actions to improve the competitive position of the Company's generation portfolio, 
as evidenced by the Fort Martin sale. Duquesne Is confident that open access 
transmission will offer opportunities to buy and self power on a market basis from or 
to entities outside the service territory. 

At the national level, the National Energy Policy Act of 1992 (NEPA), was designed 
to encourage competition among electric utility companies, to improve energy 
resource planning and to encourage the development of alternative sources of 
energy. NEPA authorizes the Federal Energy Regulatory Commission (FERC) to 
require electric utilities to provide wholesale suppliers of electric energy with 
nondiscriminatory access to the utility's wholesale transmission system. As 
discussed in the following section concerning transmission access, recent FERC 
Orders will have a significant impact on competition. 

In Pennsylvania, the Public Utility Commission (PAPUC) has conducted an 
investigation concerning regulatory reform. The PAPUC staff issued an Interim 
report in August 1995 that recommended that retail wheeling not be implemented at 
that time because of concerns that retail wheeling would benefit large Industrials at 
the expense of smaller customers and utility shareholders, who would absorb the 
costs of stranded investments, and that service reliability could be impaired. The 
report concludes that performance-based ratemaking, wholesale competition and 
utility cost cutting could provide the benefits of retail wheeling without the attendant 
disruptions. The PAPUC has indicated an intention to issue a final report to the 
governor and the Pennsyh^ania General Assembly in mid-1996. 

Transmission Access: The FERC will continue to promote transmission access 
as a means to enhance the economic efficiency of the industry's resources. 

The Federal Energy Regulatory Commission (FERC) on April 24,1996 issued two 
closely related final rules and a Notice of Proposed Rulemaking (NOPR). The first 
rule, Order No. 888, addresses both open transmission access and stranded cost 
issues. The second rule, Order No. 889, requires utilities to establish electronic 
systems to share information about available transmission capacity. It also 
establishes standards of conduct. The NOPR proposes to establish a new system 
for utilities to use in reserving capacity on their own and others' transmission lines. 

Order No. 888 opens wholesale power sates to competition. It requires public 
utilities owning, controlling, or operating transmission lines to file non-discriminatory 
open access tariffs that offer others the same transmission service they provide 
themselves. This will bring lower cost power to electric consumers; ensure 
continued reliability of the electric power industry; and, provide for open and fair 
electric transmission services by public utilities. In the open access final rule, the 
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Commission issued a single pro forma tariff describing the minimum terms and 
conditions of service to bring about non-discriminatory open access transmission 
service. Ail public utilities that own, control, or operate interstate transmission 
facilities are required to offer service to others under the pro forma tariff. They must 
also use the pro forma tariffs for their own wholesale energy sales and purchases. 

The Order also provides for the full recovery of stranded costs, that is, costs that 
were prudently incurred to serve power customers and that could go unrecovered if 
these customers use open access to move to another supplier. To be eligible for 
recovery, stranded costs recoverable under the rule are those associated with 
wholesale requirements contracts signed before July 11, 1994. After that date, 
recovery must be specifically provided for in the contract. The FERC ruled that 
stranded costs should be recovered from a utility's departing customers. The 
Commission stated that if costs are stranded by retail wheeling, utilities should look 
to the states first for recovery of those costs. The Commission would become 
involved only if state regulators lack authority under state law to provide for stranded 
cost recovery. In cases where retail customers become wholesale purchasers, the 
FERC said it is the primary forum for recovery. 

The second rule, Order No. 889, Is known as the Open Access Same-time 
Information System rule or OASIS rule. It also covers Standards of Conduct. It 
works to ensure that transmission owners and their affiliates do not have an unfair 
competitive advantage in using transmission to sell power. This rule requires public 
utilities to obtain information about their transmission system for their own wholesale 
power transactions, such as available capacity, In the same way their competitors 
do, via OASIS on the Internet; and, completely separate their wholesale power 
marketing and transmission operation functions. 

In the newly issued NOPR, the Capacity Reservation Open Access Transmission 
Tariff Investigation, the FERC proposed that each public utility would replace the 
Open Access Rule pro fonna tariff with a capacity reservation tariff (CRT) by 
December 31,1997. Under the proposed CRT, utilities and all other power market 
participants would reserve firm rights to transfer power between designated receipt 
and delivery points. The FERC explained that the proposed reservation-based 
service may be more compatible with an open access requirement. 

On the issue of Independent System Operators (ISO's), the FERC noted that many 
transmission providers are considering going beyond separation of generation and 
transmission, functional unbundling, and turning transmission over to an ISO. 
Although this is not required under the rule, the FERC offers guidelines for the 
creation of ISO's that are subject to its approval. Among other things, management 
and control of ISO's should be completely independent of generation owners and 
ensure fair access to the transmission system and should eliminate "pancaking" of 
embedded cost rates. 
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Duquesne has submitted to the FERC a pro-competitive transmission pricing 
proposal that will provide wholesale customers comparable access to Duquesne's 
transmission system as wed as Duquesne's rights to use the CAPCO 345 KV 
system. Duquesne proposes to establish a Point-to-Point Transmission Service 
Tariff and a network Transmission Service Tariff that promote economic efficiency 
and eliminate rale '̂ pancaking." Duquesne believes that its model, if adopted by 
other utilities, would greatly enhance the efficiency of regional bulk power markets. 
Duquesne's proposal is that each utility charge customers for wheeling out or 
through the utility's system using marginal-cost only rates. These customers would 
take service under a marginal cost "point-to-point" tariff. The only customers 
bearing an embedded cost rate would be the "native load customers" of each utility. 
These customers would pay one embedded cost charge for the use of the system 
under a "nehvori^''-style tariff. This contribution to the fixed costs of the system 
would entitle them to use the utility's system to import network resources and 
economy energy and to sell power off-system at no additional embedded cost 
charge. Under Duquesne's approach, if adopted by other utilities, these customers 
also would be permitfed the use of the systems of other utilities on a marginal cost 
basis (using their point-to-point tariffs), thereby eliminating rate "pancaking" behveen 
utility systems. 

This proposal Is necessary to eliminate the Inefficient method of rate "pancaking" 
that exists today. In today's bulk power market, the general practice Is for each 
utility to charge customers desiring to wheel through its system an allocated share 
of its fixed transmission Investment. This embedded cost rate may, at some times, 
be discounted to account for the value of the transaction; however, given that the 
provision of transmission service is, at present, a monopoly service, the utility will 
establish a price that maximizes its profits, not societal efficiency. The effect of 
these "pancaked" embedded cost rates is to reduce the efficiency of regional bulk 
power markets. Duquesne proposes to implement this pro-competitive pricing 
proposal using the non-rate terms and conditions of the FERC's pro forma tariffs, 
w i ^ only a few changes. The most significant change proposed by Duquesne is a 
requirement that customers serving load within Duquesne's system pay an access 
fee under the Network Tariff. This change is necessary because, without it, a native 
load (or network) customer of Duquesne could rely entirely on point-to-point service 
- which has no embedded cost charge ~ and thereby avoid paying a fair share of 
any embedded transmission costs. Duquesne's proposal envisions that each native 
load customer would pay one, and only one access fee. Duquesne believes its 
proposal is the only way to meet FERC's three requirements of revenue adequacy, 
efficiency, and comparability absent having all utilities belong to one ISO. A copy of 
Duquesne's request is provided in Appendix C to the "Resource Planning Report 
19^" . 

13 



18 

Non-Utilitv Generation: IPP/NUG development will continue to be modest in the 
ECAR region. 

Duquesne currently purchases capacity and/or energy from five independent power 
producers and PURPA "qualifying facilities." These facilities, at year end 1995 
provided 21 MW of capacity to Duquesne's resource plan. Duquesne has reached 
an agreement with Zinc Corporation of America, an existing supplier, to increase the 
firm capacity purchased by Duquesne from the current level of 15 MW to 50 MW. 
The incremental 35 MW had been available to Duquesne on a non-firm basis from 
existing Zinc Corporation coal-fired generation facilities. The new agreement makes 
the 35 MW available on a firm basis. The NUG facilities, beginning in 1996, will 
provide 56 MW of capacity to Duquesne's resource plan. The 1996 resource plan 
includes no other firm capacity additions as the result of expected new cogeneration 
and renewable resource generation facilities in the service area. 

Duquesne expects that the introduction of new independent power facilities, 
qualifying facilities, and exempt wholesale generators will continue to be constrained 
by power martlet conditions, especially in the mid-western region. Given the current 
reserve margins at most midwestern utilities, avoided cost based price offerings to 
Independent projects are signrflcantly lower than the level nonnally required to justify 
the development of most projects. An abundance of coal-fired, base-load capacity 
continues to result in utility tevelized avoided energy cost of less than 2 cents, and, 
In many cases, a minimal or no avoided capacity cost. 

Although Duquesne does not expect to add new independent power facilities, the 
Company continues to evaluate innovative opportunities such as distributed 
generation options. Distributed generation is an approach to meeting customers' 
energy needs through small-scale, modular technology which can be sited 
throughout the service territory close to the customers load and responsive to the 
economic and environmental characteristics of the site. Examples of emerging 
distributed generation technotogies include photovoltaics. fuel cells and batteries. 
Siting small-scale generation near customers offers numerous benefits including 
improved reliability, new options for delivering tailored energy services, potential 
deferral of costly transmission and distribution system upgrades, and Improvements 
In the efficiency of the distribution system. 

Fuel Prices and Availabititv: Duquesne fuel price increases will track the market 
and supplies will remain adequate. 

Coal continues to be the Company's primary fuel, with approximately 69% of the 
electric energy generated by Duquesne's system in 1995 produced by coal-fired 
generating capacity. Duquesne expects that the Company's future coal prices will 
generally track fuel market conditions and price increases are expected to be 
modest. Duquesne expects that coal supplies will remain adequate, including 
supplies of reduced sulfur coal which are key to compliance with emissions control 
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requirements. On an on-going basis, Duquesne continually monitors and evaluates 
coal mart<et conditions, particulariy low-sulfur coal, and pursues opportunities for 
cost-effective marketplace purchases and/or fuel contracts. 

Duquesne expects that low sulfur coal will continue to be available for Duquesne's 
CAAA Phase I facilities from sources within the region. Duquesne has negotiated 
contracts for Cheswick that will provide low sulfur coal through at least 2002. 
Compliance at Sammis #7 is being achieved by burning reduced sulfur coal. 
Following the expiration of a coal contract in mid-1997, Eastlake #5 will reduce 
emissions by burning a reduced sulfur coal and/or purchasing emission allowances. 
Duquesne's Phase II units, the wholly-owned Eirama Power Station and the jointly-
owned Mansfield Power Station, are each equipped with scrubbers for reducing 
emissions. The scrubbers enable these stations to use high sulfur coal, which is 
expected to be readily available at very competitive prices. Beyond the term of the 
Company's contracts, price escalation is expected to be modest at an annual rate of 
about 3.1 %. As the result of Duquesne's fuel contracting practices, the Company 
projects that coal costs will Increase at an average rate over the planning period of 
slightly more than 2.2% per year. Duquesne's coal price forecasts do not reflect 
potential BTU taxes, carbon taxes or any other as yet unspecified energy taxes. 

Adequate supplies of uranium and conversion services are available to meet 
Duquesne's requirements for its jointly owned/leased nuclear units. Duquesne's 
nuclear fuel prices are expected to decline in the intermediate term as the result of 
contract provisions. Beyond the term of the Company's contracts, price escalation 
Is expected to be modest at an annual rate of about 3.5%. As the result of 
Duquesne's fuel contracting practices, the Company projects that the average rate 
of inaease In the cost of nuclear fuel over the planning period will be less than 2.3% 
per year. 

Environmentai Compliance: Environmental compliance will be achieved at a 
modest cost Impact 

Duquesne has a long history of going beyond simply complying with environmental 
regulations and is proud of maintaining the highest standards in this area of public 
interest. Although Duquesne has satisfied all of the Phase I requirements of the 
Clean Air Act Amendments (CAAA), Phase II requires significant additional 
reductions of sulfur oxides (SO^) and nitrogen oxides (NO^) by the year 2000. 
Duquesne currently has 659 MW of nuclear capacity, 1,174 MW of coal capacity 
equipped with SO2 emission reducing equipment (including 300 MWof property 
held for future use at Phillips) as well as 749 MW of capacity that meets the 1995 
standards of the CAAA through the use of low sulfijr coal. Duquesne's strategy 
through the year 2000 utilizes a combination of compliance methods that include 
fuel switching; increased use of. and improvements in SO2 emission reducing 
equipment; low NOx burner technology; and the purchase of emission allowances. 
Flue gas conditioning ar^j post combustion NO^ reduction technologies may also be 

15 



20 

employed if economically justified. In addition, Duquesne Is examining and 
developing Innovative emissions technologies designed to reduce costs. Duquesne 
continues to work with the operators of its jointly owned stations to implement cost-
effective compliance strategies to meet these requirements. NO,, reductions under 
Title IV of the CAAA were required at Cheswick and completed in 1993. The ozone 
attainment provisions of Title I of the CAAA also required NO^ reductions by mid* 
1995 at Cheswick, Eirama and Boice Mansfield. Duquesne achieved such 
reductions using Innovative combustion system modifications and low NO^ burner 
technology. Duquesne currently estimates that additional capital costs to comply 
with CAAA requirements through the year 2000 will be approximately $20 million. 
This estimate is subject to the final federal and state regulations ultimately enacted. 

Duquesne has developed, patented and installed low NOx burner technology for the 
Eirama boilers. These cost-effective NOx reduction systems installed on the Eirama 
roof fired boilers was specified as the benchmark for the industry for this class of 
boilers in the EPA's pending Group II rulemaking. Duquesne is also currently 
evaluating additional low cost, developmental NOx reduction technologies at 
Cheswick and Eirama. An artificial neural network control system enhancement, co-
sponsored by the Electric Power Research Institute and Duquesne, will be 
demonstrated at Cheswick. The Gas Research Institute and Duquesne are 
sponsoring a targeted natural gas reburn demonstration at Eirama. Both 
demonstrations will be completed in 1996. 

As required by Title V of the CAAA, Duquesne has filed comprehensive air 
operating permit applications for Cheswick, Eirama, Bl and Phillips during the last 
half of 1995. Duquesne also filed its Title IV Phase II CAAA compliance plan with 
the PUC on December 27, 1995. Duquesne is closely monitoring other potential 
future air quality programs and air emission control requirements, including 
additional NOy control requirements that were recommended for fossil fuel plants by 
the Ozone Transport Commission and the potential for more stringent ambient air 
quality and emission standards for SO2 particulates, and other by-products of coal 
combustion. These potential requirements are in various stages of discussion and 
consideration. The costs and Impacts, If any, cannot be quantified until the final 
regulations have been implemented. 

In 1992, the Pennsylvania Department of Environmental Protection (DEP) issued 
Residual Waste Management Regulations governing the generation and 
management of non-hazardous residual waste, such as coal ash. Duquesne is 
assessing the sites which it utilizes and has developed compliance strategies under 
review by the DEP. Capital compliance costs of $3.0 million were incuTed by 
Duquesne in 1995 to comply with these DEP regulations; on the basis of information 
currently available, an additional $2.5 million will be incurred in 1996. The expected 
additional capital cost of compliance through the year 2000 is estimated, based on 
current information, to be approximately $25 million. This estimate is subject to the 
results of ground water assessments and DEP final approval of compliance plans. 
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Marketing Initiatives: Innovative pricing strategies are expected to continue to 
attract major new customers and incremental loads at existing facilities. 

A key strategy in Duquesne's plan for succeeding in an InCTeasingly competitive 
marketplace is to continue to utilize innovative pricing flexibility to attract new 
commercial and industrial customers to the region and to maintain Duquesne's 
competitiveness with customers who add incremental load. 

In 1995, Duquesne made use of an Innovative tariff modification known as Rule 4. 
Rule 4 allows Duquesne to compete for new or incremental business by offering 
economic rates to customers with competitive alternatives. Two examples of new 
load that were successfully attracted by Duquesne through use of Rule 4 are BOC 
Gases and J&L Specialty. Each customer could have sited new facilities elsewhere, 
but through application of Rule 4, will site new load in Duquesne's territory and will 
create jobs in the Pittsburgh area. BOC Gases will build a new oxygen plant for 
USX in the Monongahela River Valley, site of USX's only remaining fully integrated 
steel mill in Pittsburgh. J&L Specialty will add a new finishing mill to their existing 
steel works in Midland, PA, 

At the other end of the customer size spectrum, Duquesne has recently obtained 
PAPUC approval for a new economic development rider, Rider 20 - Small Business 
Development Rider, to complement the existing and very successful economic 
development Riders 8 and 9. Rider 20 is targeted toward existing, small industrial 
customers with less than 100 kW of existing load that add less than 100 kW of new 
load and new industrial customers that have less than 100 kW of load. Patterned 
after Riders 8 and 9. Rider 20 will grant demand charge discounts over 5 years. 
Rider 20 fflls out Duquesne's economic development offerings so that all size 
customers are eligible for an incentive to grow and locate business In Allegheny and 
Beaver Counties. 

Economic and Sales Growtli: Economic growth In the balance of the service 
territory will be slow to moderate, producing modest growth in sales and peak 
demand, 

Duquesne provides electric service to customers in Allegheny County, including the 
City of Pittsburgh, and in Beaver County, a service ten îtory of approximately 800 
square miles. A map of the service area Is shown in Figure No. 1. The population 
of the area served by Duquesne, based on 1990 census data, is approximately 
1,510,000, of whom 370,000 reside in the City of Pittsburgh. Duquesne serves 
approximately 580,000 customers within this service area. The composition of the 
Company's 1995 retail energy sales, by customer class, is shown in Table No. 5. 
The commercial class was the largest component with 46.1 % of the Company's 
retail sales. In 1995, sales to Duquesne's 20 largest customers contributed 
approximately 14.2% of customer revenues. Sales to USX Corporation, Duquesne's 
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Figure No. 1 
Duquesne Service Area 

largest customer, accounted for 3.7% of total customer revenues. Duquesne's marketing 
Initiatives targeted at industrial customers, as discussed above, are expected to increase 
the Industrial segment of Duquesne's future sales. Kifowatt-hour sales to retail customers in 
1995 increased 2.5% in comparison with 1994 sales levels. As a result of extreme summer 
and winter weather conditions in 1995, residential and commercial energy sales 

Table No. 5 
Energy Sales By Customer Class 

Customer Class 
Residential 
Commercial 
Industrial 
Other 

(1985) 
25.9% 
41.2% 
32.0% 
0.9% 

(1995) 
27.2% 
46.1% 
26.0% 

0.7% 

increased by 4.9% and 3.0%, respectively. Industrial sales volume in 1995 
declined when compared to 1994 because of temporary production facility outages 
experienced by some of Duquesne's large industrial customers. 

Duquesne expects economic growth in the service territory to reflect the recent 
historic trend of slow to moderate growth, which will result in modest growth in 
Duquesne's sales and peak demand. Duquesne's 1996 integrated resource plan 
has been prepared using the Company's base case forecast. This forecast is based 
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on a long-term trend forecast of national economic conditions provided by the 
\NEFA Group- The major Pittsburgh region economic input assumptions for the base 
case, high case and low case are summarized in Table No. 6. In the judgment 

Table No. 6 
Forecast Input Assumptions 

Indicator 

Real Gross Domestic Product 
Consumer Price Index 
Industrial Production 
Real Per Capita Income 

Scenario | 
Base 1 Optimistic Pessimistic 1 

Annual Growth Rate | 
2.3% 
3.6% 
2.4% 
1.5% 

2.8% 
3.1% 
3.2% 
1.6% 

1.8% 
3.9% 
1.5% 
1.4% 

of Duquesne's forecasters, the base case load forecast produces the most likely 
level and mix of future national economic activity. The base case outlook is for 
modest economic growth in Western Pennsylvania. In order to establish a 
bandwidth for the forecast, high and low case forecasts of energy consumption and 
peak demand have been prepared. The high case is based on an optimistic 
scenario for economic growth using WEFA's high growth scenario, while the low 
case forecast is based on a "pessimistic" forecast of a low level of national 

Fioure No. 2 
Peak Demand Forecast 
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economic activity. In the base case, weather conditions are assumed to equal the 
historical mean conditions. The extreme high and low weather conditions actually 
experienced since 1980 are used In the high case and low case bandwidth forecasts 
respectively. The base or median case forecast of peak demand for 1996 is 2,537 
MW. Base case peak demand is expected to grow at an annual rate of about 0.8% 
and reach 2,970 MW by 2015, as shown in Figure No. 2. The high case forecast of 
peak demand for 1996 is 2,678 MW, 5.6% greater than the base case forecast. 
Peak demand In the high case is expected to grow at an annual rate of about 0.9% 
and reach 3,203 MW by 2015. The low case forecast of peak demand for 1996 is 
2,369 MW. 6.6% below the base case forecast. Peak demand in the low case is 
expected to grow at an annual rate of about 0,8% and reach 2.739 MW by 2015. 

The base or median case forecast of energy consumption for 1996 is 13.2 billion 
kWh. Base case consumption is expected to grow at an annual rate of about 1.4% 
and reach 17.2 billion kWh by 2015, as shown in Figure No. 3. The high case 

Figure No. 3 
Energy Forecast 
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forecast of energy consumption for 1996 is 13.5 billion kWh, 2.3% greater than the base 
case forecast. Energy consumptton in the high case is expected to grow at an annual rate 
of about 1.7% and reach 18.2 billion kWh by 2015. The low case forecast of energy 
consumption for 1996 is 12.9 billion kWh, 2.3% below the base case forecast. Consumption 
in the low case is expected to grow at an annual rate of about 1.3% and reach 16.4 billion 
kWhby2015. 
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4. Long-Range Integrated Resource Plan 

Reserve Margin: Reserve margin for retail load will be maintained at a level 
which will provide adequate reliability, 

Duquesne uses a planning criterion based on generally maintaining an adequate 
reserve level above the projected annual peak demand for determining the timing of 
generation capacity additions. A 22% reserve margin cap is used by Duquesne for 
planning purposes. Duquesne's 12% to 15% minimum reserve margin guideline for 
planning purposes reflects the level needed to ensure adequate reliability for retail 
customers and the need to absorb an increment of capacity while not exceeding the 
22% upper limit on reserve margin. The minimum reserve target also reflects 
Duquesne's substantial transmission import capability, cuTently in excess of 4,000 
MW. Based on an analysis of resources installed in the East Central Area Reliability 
Coordination region (ECAR), the New York Power Pool (NYPP), and the Virginia-
Carolinas region (VACAR), Duquesne believes that spot purchases of energy and/or 
capacity to support reliability are likely to continue to be available through at least 
the year 2000. The minimum reserve target also reflects Duquesne's load profile. 
The magnitude and duration of Duquesne's summer peak indicates the potential for 
reliance on imported resources during less than 100 hours per year. Duquesne will 
continue to meet a 6% minimum operating reserve requirement for spinning and 
quick-start reserves to ensure reliability. 

Duquesne normally experiences peak load conditions in the summer. The system 
peak for 1995 of 2,666 MW, which occurred on August 16,1995. was the highest 
retail system peak in Duquesne's history, exceeding, by more than 100 MW, the 
2,535 MWpeak experienced in 1994. Duquesne's reserve margin in 1995 was 
13.2%. The capacity portfolio reflected in Duquesne's reserve margin includes in-
service generating capacity, plus 21 MWof capacity provided by non-utility 
generation contracts, plus a portion of the capacity from "property held for future 
use" available to meet customer needs during peaking or emergency conditions. 
The customer peak demand reflected in Duquesne's reserve margin is based on the 
actual peak demand experienced during the extraordinarily hot 1995 summer 
weather conditions, less 97 MWof intenxiptible load resources available from 
interruptible customers, but not actually intermpted during the peak period. 

Innovative Approaches: Innovative approaches toward enhancing supply 
flexibility and diversity with adequate reserves will continue to be 
implemented. 

A primary objective of Duquesne's integrated resource planning efforts is to optimize 
underutilized generating capacity. The Company's plans for optimizing generation 
resources are designed to increase base load generating capacity factors, promote 
competition in the wholesale marketplace, and maintain stable prices while 
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continuing to meet customer specified levels of sen îce reliability. The Company is 
committed to exploring firm energy sales to wholesale customers, system power 
sales, system power sales with specific unit back-up, unit power sales, generating 
asset sales and any other approach to efficiently managing capacity and energy. 
The sale of the Company's ownership interest in the Ft. Martin Power Station 
demonstrates the ongoing efforts to optimize the utilization of generation resources. 
The sale is expected to reduce power production costs by employing a cost-
effective source of peaking capacity through enhanced utilization of the simple cycle 
units at Brunot Island and/or purchases of peaking capacity. Implementation of the 
proposed plan will better align the company's generating capabilities with its retail 
toad requirements. 

As generation resources are required in the future, Duquesne Intends to continue to 
pursue all innovative least-cost opportunities to enhance supply flexibility and 
diversity, while maintaining an adequate reserve margin. The Company expects to 
defer or eliminate the need for construction by Duquesne of any power generation 
facilities. Opportunities such as short-, intermediate- or bng-term firm purchases 
from other utilities, independent producers, or marketers; diversity exchange 
agreements with other utilities; new non-utility generation facilities; and/or 
competitive procurement solicitations will continue to be evaluated. 

Duquesne and APS have agreed to extend an Innovative diversity exchange 
agreement which meets each Company's needs for seasonal capacity. Duquesne 
provides APS with 100 MW of system capacity during their winter peak season. In 
return, Duquesne receives 200 MW of system capacity from APS during the spring 
and fall seasons when Duquesne is performing major maintenance on large 
generation facilities. The agreement is structured such that each company provides 
the same volume of energy over the course of a year. Duquesne Intends to 
continue this exchange with APS and, as additional capacity is needed, pursue 
similar cost-effective exchanges with other utilities. 

In order to maintain tiie utilization of base load facilities during off-peak periods 
Duquesne has extended an agreement to sell 200 MW of low cost energy during 
off-peak periods to APS for pumping power for the Bath County pumped storage 
hydroelectric facility. The arrangement is beneficial to Duquesne because the 
Company sells off-peak energy which improves its capacity factor and, in addition, 
produces incremental proceeds which benefit ratepayers through the Energy Cost 
Rate. APS benefits because low-cost coal-based energy becomes available from 
the pumped hydroelectric facility during APS peak periods. 

Demand-Side Management Programs: The Implementation of new demand-
side management resources is subject to considerable uncertainty. 

In March 1994, Duquesne filed with the Pennsylvania Public Utility Commission a 
comprehensive Demand-Side Management (DSM) Plan. The Company's Plan 
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consists of six DSM programs which are primarily aimed at moderating Duquesne's 
peak demand while minimizing the Impact on energy consumption. The Residential 
High Efficiency Lighting Program Is designed to encourage residential customers to 
use energy efficient, compact fluorescent lighting. The Residential Load 
Management Pilot Research Program provides an incentive to encourage 
residential customers to allow utility control of their home air conditioning. The 
Small/Medium Commercial Load Management Program proposes to market a 
microprocessor based load control device to national and regional chains. The Cool 
Storage Program is designed to provide financial incentives to encourage 
commercial customers having large air conditioning loads to install cool storage 
systems which shift cooling demand from on-peak to off-peak time periods. The 
Customer Generator Program, which Is targeted at customers having emergency 
generators with capacity greater than 200 KW, wilt offer an incentive to make these 
generators available to Duquesne for dispatchable load management at times of 
system need. These five DSM programs are expected to produce 61 MW of 
reductions in summer peak demand by 2001 

The Long-Term Contract Interruptible Program offers a new interruptible rate having 
a five-year minimum tenn and an incentive which reflects Duquesne's avoided 
capacity cost. Duquesne projects that the existing interruptible tariff provisions, 
when combined with the new Interruptible Program, will produce a mixture of 
existing and new interruptible load totaling 163 MW. Duquesne has successfully 
negotiated interruptible service contracts with two new major customers which will 
increase interruptible resources by 41 MW in 1997 and an additional 14 MW in 
1998. Additional details concerning the programs are provided In Appendix A, 
Exhibits IRP-ELEC 10A through 10E. 

For the purpose of developing Duquesne's 1996 integrated resource plan It is 
assumed that implementation of the DSM Plan begins in 1996. However, 
depending on (1) the outcome of the Commission's Investigation Into Electric Power 
Competition, (2) the resolution of ongoing legal challenges to the Commission's 
DSM regulations, (3) a Commission final order on DSM regulations, (4) actual load 
growth in the service territory, and (5) the timing and magnitude of Duquesne's 
anticipated bulk power sales, the feasibility of the DSM programs will be re
evaluated and programs may be eliminated, added, expanded, advanced or 
delayed. 

Future Least-Cost Resources: New supply-side or demand-side resources will 
be added, as required, based on least'cost criteria. 

Duquesne expects that increasing competition in the energy markets will produce 
continued uncertainty throughout the remainder of the 1990s. in order to achieve 
Company objectives during this uncertain period, Duquesne's integrated resource 
plan for the remainder of the 1990s is focused on maximizing value through 
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planning flexibility and providing varied options. Duquesne expects to maximize the 
utilization and efficiency of existing resources by: 

• Optimizing the use of existing capacity by 
- Aggressively pursuing new retail sales, 
- Aggressively pursuing long-term firm wholesale power sales and/or 

asset sales, 
- Participating in profitable short-term wholesale economy sales. 

• Returning cold-reserved generation to service. 
• Purchasing cost effective summer peaking capacity. 
• Shaping customer load profiles through DSM programs. 

As the Company moves toward optimizing the utilization of existing generation 
resources, Duquesne's long-range planning objectives are to: 

• Implement least-cost opportunities to acquire peaking resources, 
• Seek capacity interchange agreements with other utilities. 
• Pursue additional peak-shaving DSM programs. 
• Add/purchase supply-side peaking resources, as required. 

The Company's prefen^d Integrated Resource Plan Is summarized in Tables 7 
through 9. The Company's summer peak demand, reflecting the impact of DSM 
programs, is expected to grow by 316 megawatts between 1996 and 2015. For 
planning purposes, Duquesne assumes that all existing capacity other than Fort 
Martin will remain in service over the 20-year planning period. Duquesne's i^ortfolio 
of existing underutil^ed base load generation facilities, supplemented with cold-
reserved peaking facilities and spot purchases of peaking capacity, is expected to 
be adequate to meet retail load growth through at least the year 2009. As shown in 
Table 7, the Company's r̂ et summer peak generating capacity is expected to be 
increased by 606 MW between 1996 and 2015, from the current capacity of 2,819 
MW to 3,425 MW. Throughout the planning period Duquesne's generation is 
expected to be supplemented by up to 250 MW of peaking capacity purchased In 
the \Artiolesale spot marketplace. Of this 606 MW Increase, 300 M W is dedicated to 
anticipated long-term firm bulk power sales, with the remaining 306 MW and the 
spot peaking purchases required to serve expected retail customer load growth in 
Duquesne's service territory and to provide an adequate reserve margin. 

Duquesne expects to continue to compete in the bulk power markets and expects to 
successfully negotiate a long-term sale of at least 300 MW. With the successful 
implementation of this sale, tfie 300 MW cold-reserved Phillips Power Station is 
expected to be returned to operation as required to meet the implementation dates 
established for the sale. For curent planning purposes Phillips is assumed to return 
to service in 1999, as shown In Table No. 7. Any change in the Phillips reactivation 
date will have no impact on Duquesne's ability to meet the needs of retail 
customers. 
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Duquesne's Brunot Island Combined Cycle (6ICC) facility is expected to be utilized 
to provide peaking and intermediate service capacity for Duquesne's retail 
customers and will also serve as back-up capacity for long-term firm bulk power 
sales. The combined summer rating of the BICC combustion turbines and steam 
turbine will be 267 MW. For current planning purposes the BICC facility is assumed 
to return to service in stages beginning in the summer of 1997, as shown in Table 
No. 7. Two of the three combustion turbines, each rated 45 MW summer capacity 

Table No. 7 
Preferred SuoolV'Side Resource Plan 

year 

1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 
2015 

Summer 
Capacity 

(MW) 
2,819 
2,668 
2,668 
2,968 
2.878 
3,145 
3,145 
3.145 
3.145 
3,145 
3,145 
3,145 
3,145 
3.285 
3,285 
3,285 
3,285 
3,285 
3,285 
3,425 

System Capacity 
Capacity 
Additions 

(MW) 

(151) 

300* 
(90) 
267 

140 

140 

Peaiiing 
Purchase 

(MW) 

125 
125 
150 
250 

0 
50 
50 
75 

100 
125 
125 
150 

50 
50 
75 

100 
125 
150 

50 

Firm 
Sale 
(MW) 

300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 
300 

Net 
Capacity 

(MW) 
2,819 
2,793 
2,793 
2,818 
2,828 
2,845 
2,895 
2,895 
2,920 
2,945 
2,970 
2,970 
2,995 
3,035 
3,035 
3,060 
3,085 
3,110 
3,135 
3,175 

* Actual 
on the 

Phillips in-service date may be advanced or delayed depending 
timing of anticipated bulk power sales. 

and 56 MW winter capacity, are expected to be returned to service in 1997. The 
remaining combustion turbine and the steam turisine generator are expected to be 
returned to service in 2001. The anticipated reutilization of BICC facilities assumes 
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that each component meets a least-cost resource test. However, depending on the 
actual rate of growth in peak demand, the success of DSM programs and the level 
and timing of the implementation of long-term firm bulk power sales, the reactivation 
schedule for BICC can be advanced or delayed with minimal impact on the least-
cost resource plan. 

In the long term, in order to continue to move In the direction of an optimized 
capacity mix, any additional future capacity acquisitions and/or projects are 
expected to be limited to peaking resources. A gas turbine peaking facility having a 
summer capacity rating of 140 MWhas been established as representative of the 
Company's preferred supply-side resource for the purpose of establishing the 
Company's avoided capacity cost. The identification of this peaking facility is 
presented for planning purposes only and should not be assumed to be a 
commitment by the Company to pursue this resource at the exclusion of other 
alternatives. Duquesne intends to aggressively pursue additional OSM programs 
which meet market-based avoided cost tests. In addition, the avoided cost of the 
gas turbine peaking facility establishes a cost cap for the acquisition of non-utility 
generation and bulk purchases of energy and/or peaking capacity from other 
utilities, marketers or other potential suppliers. Based on this cost cap, Duquesne 
Intends to pursue all least-cost opporfunitles to acquire peaking resources, such as 
firm purchases from other utilities, diversity exchange agreements with other utilities, 
non-utility generation facilities and/or competitive procurement solicitations, in order 
to defer or eliminate the need for the construction by Duquesne of any power 
generation facilities. The timing of the addition of peaking resources will be affected 
by the actual experience in load growth, the actual results of the Company's DSM 
programs, the Company's ability to purchase power from other utilities and the 
availability of new cost-effective cogeneration and renewable resource generation. 
Based on the use of a gas turbine having a summer rating of 140 MW as a proxy 
unit to represent the addition of peaking resources, the 1995 preferred resource 
plan includes the addition of peaking resources in the years 2009 and 2015. As 
discussed earlier, the Company Intends to vigorously pursue all least-cost j 
opportunities which will defer or eliminate the need for the addition of peaking I 
facilities. 

Duquesne's annua) load factor is currently about 60%. Load factor is an indication 
of the degree of utilization of existing generation resources. Growth among new and 
existing retail industrial customers is expected to improve the Company's load 
factor. The successful implementation of a long-term firm bulk power sale will 
increase annual energy sales by about 1.7 million M\Mi resulting in a further 
improvement in the system load factor. Table 8 summarizes the sources of energy 
expected to be utilized to meet the future needs of retail and wholesale customers. 
Throughout the horizon of the resource plan, the majority of the energy, between 
59% and 65%, is produced by coal-fired generation. Nuclear generation provides 
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more than 30% of energy production, with oil, gas and purchases meeting the 
remaining small portion of Duquesne's energy deliveries. The resource plan 
recommends the conversion of the Brunot Island Combined Cycle facility to dual 

Table No. 8 
Energy Distribution 

Year 
1996 
1997 

1 1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 

! 2015 

Coal 
65.0 
62.7 
59.2 
62.4 
61.8 
61.6 
63.1 
63.6 
60.4 
64.2 
63.0 
62.3 
64.0 
64.5 
60.6 
64.5 
63.1 
62.1 
63.6 
63.9 

% of Annual Energy 
Nuclear 
32.3 
32.8 
36.4 
33.8 
35.9 
36.0 
34.1 
33.4 
35.7 
31.8 
33.1 
33.3 
31.7 
30.9 
33.0 
29.6 
30.8 
31.0 
29.4 
28.8 

Gas 
0.0 
0.0 
0.0 
0.0 
0.0 
0.4 
0.4 
0.5 
0.6 
0.7 
0.7 
0.7 
0.8 
0.9 
1.7 
1.4 
1.4 
1.5 
1.6 
2.0 

Oil 
0.1 
0.2 
0.3 
0.1 
0.1 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 
0.0 

Purchases 
2.6 
4.3 
4.2 
3.7 
2.3 
2.0 
2.3 
2.5 
3.3 
3.2 
3.2 
3.7 
3.5 
3.6 
4.7 
4.5 
4.7 
5.4 
5.4 
5.4 

oil/gas firing. In addition, future capacity resources, whether purchased or 
constructed by Duquesne, are likely to be gas-fired. The portion of energy 
produced by gas increases from none In 1995 to only about 2% by 2015. Natural 
gas will play an increasing but minor role on Duquesne's system, but not to the level 
anticipated by some utilities. Duquesne's exposure to the risks associated with 
price volatility In the gas markets remains limited. Coal and nuclear facilities will 
provide more than 90% of Duquesne's energy requirements and remain the primary 
fuels throughout the 20-year planning period. 

As shown in Table 9. the resource plan has been developed to generally maintain 
the Company's reserve margin at an adequate level. The Company's net weather 
normalized summer peak demand is expected to grow by 316 MW between 1996 
and 2015, an annual growth rate of about 0.6%. The load growth is expected to 
occur in all customer classes: residential, commercial and industrial. The actual 

27 



32 

expected annual reserve margin, varies between 15 % and 17% depending on the 
timing of capacity additions and ensuring that the reserve margin upper limit of 22% 

Table No, 9 
Reserve Margin 

Year 

1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
2011 
2012 
2013 
2014 
2015 

Net 
Summer 

Peak 
(MW) 
2,425 
2,417 
2,427 
2,437 
2,448 
2,466 
2,484 
2,502 
2,522 
2,542 
2,662 
2,680 
2,600 
2,620 
2,639 
2,659 
2,679 
2,699 
2,720 
2,741 

Net 
System 
Capacity 

(MW) 
2,793 
2,793 
2.793 
2,818 
2,828 
2,845 
2,895 
2,895 
2,920 
2,945 
2,970 
2,970 
2,995 
3,035 
3,035 
3,060 
3,085 
3,110 
3,135 
3,175 

Reserve 
Capacity 

(MW) 
368 
376 
366 
381 
380 
379 
411 
393 
398 
403 
408 
390 
395 
415 
396 
401 
406 
411 
415 
434 

Reserve 
Margin 

% 

15.2 
15.6 
15.1 
15.6 
15.5 
15.4 
16.5 
15.7 
15.8 
15.9 
15.9 
15.1 
15.2 
15.8 
15.0 
15.1 
15.2 
15.2 
15.3 
15.8 

is not exceeded. In terms of actual reserve capacity, the reserve ranges from 366 
MWto434MW. 

5. Implementation Plan 

Overview 

Duquesne's implementation plan for the period 1996 through 1997 focuses on (1) 
implementation of the sale of Duquesne's interest in the Fort Martin Power Station, 
(2) reutilization of a portion of the cold-reserved Brunot island facility. (3) purchasing 
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peaking capacity in the whotesale spot marketplace, (4) long-term firm bulk power 
marinating initiatives and (5) the implementation of DSM resources. Duquesne's 
recommended implementation plan for the period 1996 through 1997 projects the 
addition of resources as shown in Table No. 10. The specific 

Table No. 10 
Annual Resource Additions 

Resource 

DSM Resources 
Fort Martin Sale 
Brunot Island Unit No. 2A 
Brunot Island Unit No. 2B 
Zinc Corporation Contract Amendment 
Peaking Power Purchase 
DSM Resources 

Year 

1996 
1997 
1997 
1997 
1997 
1997 
1997 

Fuel 

-

Coal 
Oil 
Oil 

Coal 
w 

-

Capacity 
(iVIW) 

4 
(276) 

45 
45 
35 

125 
70 

implementation plans for the strategies outlined in Table No. 10 are discussed in the 
following sections. 

Ft. Martin Sale: The F t Martin sale is expected to be concluded during the 
fourth quarter of 1996, 

As discussed on page 7, Duquesne and AYP Capital have entered into an 
agreement for the sale of Duquesne's ownership interest In the Ft. Martin Power 
station. The PAPUC has approved the transaction. AYP's petition to the FERC for 
Exempt Wholesale Generator (EWG) status is expected to be apprcved during the 
third quarter of 1996. The transactton is expected to be concluded immediately 
following all necessary action by the FERC. 

Brunot Island Reutilization: Two combustion turbines at the cold-reserved 
Brunot Island facility will be reutilized to meet peaking requirements. 

Duquesne's Brunot Island combined cycle facility consists of three oil-fired 
combustion turbines and a steam turbine generator. Although the facility is currently 
in cold-reserved status for regulatory purposes, Units 2A and 2B have been 
operated infrequently to meet emergency conditions. Each of these combustion 
turbines is rated 45 MW summer capacity and 56 MW winter capacity. Units 2A. 
and 2B are expected to be returned to Duquesne's active capacity line-up for the 
1997 summer season, although the ultimate utilization of these units will be 
evaluated on an ongoing basis versus the price and availability of peaking capacity 
and energy in the wholesale power marketplace. 
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Caoacitv Purchases: Duquesne will purchase capacity from non-utility 
generators and peaking capacity In the spot wholesale marketplace. 

Duquesne has reached an amended agreement with Zinc Corporation of America, 
an existing non-utility generator, to purchase capacity on a firm basis that was 
previously supplied under a non-firm agreement. This amended agreement will 
increase Duquesne's capacity line-up by 35 MW. Duquesne expects to purchase 
peaking capacity and/or energy in the spot wholesale power marketplace to 
supplement in-service capacity as required. Up to 125 MW of capacity is expected 
to be purchased for the 1997 summer peak season, Duquesne expects to evaluate 
prices, terms and conditions for the purchase of spot peaking capacity and energy 
from a wide range of sources In order to ensure (he acquisition of the least-cost 
resource. 

Transmission Access: Duquesne will gain access to the transmission system 
to arrange firm delivery of low cost energy and capacity to eastern markets. 

As discussed eartier. FERC Order 888 requires utilities to file non-discriminatory 
open access tariffs that offer others the same transmission service they provide 
themselves. These tariffs will provide the opportunity for Duquesne to pursue 
wholesale power sales throughout the region. Duquesne will closely monitor the 
tariffs filed and pursue options based on expected power market prices, 
transmission delivery costs and generation costs. 

Market Opportunities: Duquesne will respond innovatlvely to market 
opportunities by offering unique options and providing flexibility which will 
add value to the product delivered to the customer. 

The sale of Duquesne's ownership interest in the Fort Martin Power Station and the 
associated addition of peaking capacity to the Company's resource portfolio will be 
a major step toward the objective of optimizing the utilization of existing base load 
generation facilities. However, after the Fort Martin transaction Is concluded, major 
retail and wholesale power sales will continue to be a key element of Duquesne's 
integrated resource plan. Major sales are an opportunity for continuing to optimize 
the utilization of existing generation and for reactivating existing environmentally 
clean cold-reserved generation. Duquesne will continue to respond innovatively to 
market opportunities by offering unique options and by providing ffexibility which will 
add value to the product delivered to the customer. 

Duquesne has the capability to make bulk power sales from existing active and 
cold-reserved generation, with peaking and/or energy support through the 
Company's extensive transmission ties. Because of Duquesne's abundant and 
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cost-effective capacity resources, the Company can be extremely flexible in meeting 
a retail or wholesale customefs needs. Duquesne is committed to developing 
innovative pricing flexibility to attract new industrial customers and to maintain our 
competitiveness with large industrial customers who add incremental load. 
Duquesne can offer to wholesale customers a firm energy sale, a system power 
sale, a system power sale with specific unit backup, a unit power sale, an asset sale 
or any other Innovative approach to providing capacity and energy, tn addition, the 
duration of a bulk sale is negotiable, with short-, intermediate- or long-term sales 
available. 

Duquesne intends to continue to aggressively pursue these markets by offering 
capacity and energy at prices which are competitive with other potential suppliers. 
In o rd^ to be the supplier of choice Duquesne will tailor product pricing to meet the 
customers financial objectives, will offer energy services to meet the customers 
specific, unique requirements, and will offer support services such as maintenance, 
construction, accounting, billing or other services to support the customer In 
achieving a least-cost energy service program. 

Conservation and Demand-Side Management Programs: Duquesne will monitor 
the progress of regulatory and legal proceedings concerning DSM and 
implement DSM programs as appropriate. 

As discussed previously Duquesne has filed a DSM program with the PAPUC. However, 
Implementation of the formal programs is being delayed pending the outcome of the 
PAPUC Investigation Into Electric Power Competition, a final order on the DSM 
regulations, and finally, approval of Duquesne's programs. For planning purposes and 
the development of Duquesne's 1996 integrated resource plan, the Compan/s DSM 
plan, as filed, is assumed to begin in 1996. However, Duquesne intends to re-evaluate 
the program based on the outcome of the above legal and regulatory proceedings and 
reserves the right to eliminate, add, expand, advance or delay individual strategies. 
Duquesne's demand-side management programs, as filed in March, 1994, are focused 
primsu-ily on peak-shaving, especially intemiptible tariff provisions and load-shifting 
strategies, while minimizing the impact on energy consumption. DSM resources are 
expected to provide the capability of approximately 112 MW of peak demand moderation 
in 1996 and grow to approximately 223 MW by the end of 2000. _ 
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By capitalizing on the strengths of our core business— 

production costs decreased reduced real rates 

we are positioning ourselves for growth in a 
competitive energy services market. 
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Preface 

This report is filed pursuant to the Rules and Regulations of the Pennsylvania Public 
Utility Commission Title 52, Public Utilities, Chapter 57, Electric Sen/ice, Subchapter L, 
Annual Resource Planning Report, which became effective on January 14,1995. The 
report specifically responds to regulations in Chapter 57, Sections 57.141 through 
57.154. Each numbered regulation of Subchapter L corresponds to a section of this 
report. The first page of each section of this report states the regulation, and 
succeeding pages provide the response. The response to Section 57.154, which 
requires a summary of this report, is bound separately and filed concurrently. 

As implemented with the establishment of the Subchapter L regulations In January 
1995, Duquesne's 1995 "Resource Planning Report" reflects the consolklation of the 
following prior reporting requirements: ''Annual Consenration Repprf", 52 Pa. Code 
Chapter 69.121-122; "Coal Upgrading Report". 52 Pa. Cde Chapter 57.123(a); 
"Avoided Cost Data" filing, 52 Pa. Code Chapter 57.33; "Annual Transmission Line 
Report". 52 Pa. Code Chapter 57.48. 



S ^ ^ Duquesne U^t Company 

38 

Section 1 

General 



§57,14t General 

(a) A public utility shall submit to the Commission the Annual Resource Planning 
Report (ARPR) that contains tfie information prescribed in §§57.141 - 57.154. An 
original and seven copies of the report shall be submitted on or before May 1,1995, 
and May 1 of each succeeding year One copy of the report shall be submitted to the 
Office of Consumer Advocate (OCA), the Pennsylvania Energy Office (PEO), and the 
Office of Small Business Advocate (OSBA). The name and telephone number of the 
persons having knowledge of the matters, and to whom inquiries should be addressed, 
shall be included. 

(b) For the purpose of this subchapter, the term "cun-ent year" refers to the year 
in which the fiing is being made. 

(c) The tnfbmnation contained in this report shall confomn to all applicable forms 
which may be issued by the Commission. 

(d) As a condition to receiving a copy of the ARPR, the OCA, PEO, and OSBA 
shall be obligated to honor and treat as confidential those portions of the report 
des^nated by the utility as proprietary. 

(1) If the Commission, OCA, PEO, OSBA, or any person challenges the 
proprietary daim as frivolous or not othentvise justified, the Secretary's Bureau 
will Issue, upon written request, a Secretarial letter directing the utility file a 
petition for protective order pursuant to 52 Pa. Code §5.423 within fourteen days. 

(2) Absent the timely filing of such a petition, the proprietary information 
claim will be deemed to have been waived. The proprietary claim will be 
honored during the Commission's consideration of the petition for protective 
order. 

Rwponse» 

(a) Duquesne hereby files an original and seven copies of the Annual 
Resource Planning Report on May 1,1995. In addition a copy is provided to the Office 
of Consumer Advocate, the Pennsylvania Energy Office and the Office of Small 
Business Advocate. Inquiries concerning Duquesne's Annual Resource Planning 
Report should be addressed to: 

Mr William M. Hayduk or Mr. John R. Monris 
(412)393-6422 (412) 393-6360 

Duquesne Light Company 
411 Seventh Avenue 
Pittsburgh, PA 15219 
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Inquiries by potential developers of qualifying Acuities may be addressed to: 

Mr. Robert A. In/In 
(412) 393-6205 

(b) Duquesne's filing is for the year 1996, reflecting 1995 year end results. 

(c) The infomiation in this report confonns with the Commission's forms as 
specified in §57.152. 

(d) Duquesne has designated certain portions of the responses to these 
regulations as confidential and proprietary and is providing these portions under 
separate cover with a clear "confidential" designation. 
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§57.142. Forecast of energy resources, demands, and reserves. 

(a) The ARPR shall include a forecast of energy demand in megawatt-hours per 
calendar year, annual system peak demand in megawatts, and number of customer 
(year end) displayed by component parts, as shown in Form-IRP-ELEC IA. Form-IRP-
ELEC 1B, and Form-IRP-ELEC 1C, respectively. 

(1) The data presented in Form-IRP-ELEC IA, Fomn-IRP-ELEC 1B. and 
Form-IRP-ELEC 1C shall consist of the following: 

(i) The past 5 years actual historical data. 

(ii) A 20-year forecast including the current year. 

(2) The forecast shall include a minimum of three load growth scenarios: 
base, low, and high. The base case is the growth scenario which is used by the 
utility as a basis for Its resource planning. 

(3) The load growth scenarios shall reflect the effects of existing and 
projected load modifications resulting from the utility's consen/ation and load 
management activities as defined in §57.149. 

(4) A description of the methodology and assumptions used by the utility 
shall also be provided. 

(b) A forecast of peak resources, demand, and reserves in megawatts for the 
20-year period beginning with the current year (year zero), as indicated in Form-IRP-
ELEC 2A and Fonn-IRP-ELEC 2B, shall be included. The data shall be provided for 
both summer and winter seasons, the latter being the winter of year 0-1,1-2,2-3, and 
the like. 

(c) Reporting utilities which are subskiiaries of a larger electric utility system 
operated on a coordinated system basis spanning ttie boundaries of this Commission 
shall also file Form-IRP-ELEC IA, Fomi-IRP-ELEC 2A. and Fomn-IRP-ELEC 2B forthe 
larger system. 
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Response. 

(a) (1)-(3) Duquesne's historical and forecast energy demand, peak load, and 
number of customers are shown on Fomis IRP-ELEC-1A through IC in the appendix to 
this report. Low, Base, and High case forecasts are included for each data set. 

(a)(4) Summary of Assumptions: 

Duquesne expects economic growth in the sen/ice territory to reflect the recent historic 
trend of slow to moderate growth, which will result In modest growth in Duquesne's 
sales and peak demand. Duquesne's 1996 integrated resource plan has been 
prepared using the Company's base case forecast. This forecast is based on a long-
term trend forecast of national economic conditions provided by the WEFA Group. In 
the judgment of Duquesne's forecasters, the base case load forecast produces the 
most likely level and mix of future national economic activity. The base case outiook is 
for modest economic growth in Westem Pennsylvania, tn order to establish a 
bandwidth for the forecast, high and low case forecasts of energy consumption and 
peak demand have been prepared. The high case is based on an optimistic scenario 
for economic growth using WEFA's high growth scenario, while the low case forecast is 
based on a "pessimistic" forecast of a low level of national economic activity. The major 
economic input assumptions for the base case, high case and low case are 
summarized in the following Table. 

In the base case, weather conditions are assumed to equal the historical mean conditions. 
The extreme high and low weather conditions actually experienced since 1980 are used in 
the high case and tow case bandwidth forecasts respectively. 

Fo r res t Inout Assumptions 

Indicator 

1 Real Gross Domestic Product 
1 Consumer Price Index 
Industrial Production 

iReal Per Capita Income 

Scenario 1 
Base 1 Optimistic \ Pessimistic 

Annual Growth Rate \ 
2.3% 
3.6% 
2.4% 
1.5% 

2.8% 
3.1% 
3.2% 
1.6% 

1.8% 1 
3.9% 
1.5% 
1.4% 1 

The base or median case forecast of peak demand for 1996 is 2,537 MW. Base case 
peak demand is expected to grow at an annual rate of about 0.8% and reach 2,970 MW 
by 2015. The high case forecast of peak demand for 1996 is 2,678 MW, 5.6% greater 
than the base case forecast. Peak demand in the high case is expected to grow at an 
annual rate of about 0.9% and reach 3.203 MW by 2015. The low case forecast of 
peak demand for 1996 is 2,369 MW. 6.6% below the base case forecast. Peak 
demand in the low case is expected to grow at an annual rate of about 0.8% and reach 
2.739 MW by 2015. 
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The base or median case forecast of energy consumption for 1996 is 13.2 billion kWh. 
Base case consumption is expected to grow at an annual rate of about 1.4% and reach 
17.2 billion kWh by 2015. The high case forecast of energy consumption for 1996 Is 
13.5 billion kWh, 2.3% greater than the base case forecast. Energy consumption in the 
high case is expected to grow at an annual rate of about 1.7% and reach 18.2 billion 
kWh by 2015. The low case forecast of energy consumption for 1996 Is 12.9 billion 
kWh, 2.3% below the base case forecast. Consumption in the low case is expected to 
grow at an annual rate of about 1.3% and reach 16.4 billion kWh by 2015. 

(a) (4) Forecast Methodology: 

A. Introduction 

Duquesne Light Company (DLCo) employs a system of energy models in the 
development of tts short- and long-term demand and energy forecasts. The models 
used are: 

(1) A monthly residential econometric energy model; 

(2) A monthly commercial econometric energy model; 

(3) A quarterty industrial energy model; 

(4) A nK5nthly peak demand model. 

The Residential Energy Model produces a rate code-specific montiily forecast of sales 
to tiie residential customer class. The Commercial Energy Model produces an SIC-
specific monthly forecast of all the customers in the commercial customer class (class 
codes 1,2. and 4). The Industrial model produces a quarterly SIC-spec'ific forecast of 
sales to those customers classified as industrial (class code 5). This quarterty forecast 
is then converted to a monthly frequency. 

The remainder of this appendix is used to describe tiie energy models in more detail. 
The Residential Model Is described first foltowed by a description of the Commercial 
and Industrial Models and the Peak Demand Model. In addition to the models 
mentioned above, assumptions are made concerning future sales to other customer 
classes such as Street Lighting and the Borough of Pitcaim. These are described last. 
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B. The Residential Model 

Model Stmcture 

The modeling of residential energy consumption can be separated into three distinct 
analyses. The first is estimating the number of residential customers. The second is 
determining what appliance stocks will these customers have. The third is estimating 
the Intensity at which these appliances are used. The Residential Class is modeled 
following this general approach. The structure of the model is. however, dictated by the 
available data. The forecast of the number of customers is based on recent histork^al 
trends. The appliance stock decision is simplified to assumptions concerning tiie 
saturation of electric space heating and electric heat pumps in the sen/ice area 
because these customers are disaggregated by rate code. The appliance use decision 
was modeled by econometrk:ally estimating a demand model for the average use per 
customer by each of the three major residential rate codes. 

The purpose of the average use models is to model the changes that have occun^ed in 
the utilization rates of the various electric appliances. Since appliance-specific data is 
not available, the analysis is based on the household's aggregate demand for electricity 
defined as the electricity consumption by the average customer in each of three groups 
of customers that have an approximately homogenous set of appliances. The monthly 
data used by this model disaggregates the residential class into those customers with 
electric space heat (rate code RH), those with electric heat pumps (rate code RA). and 
those with neither (rate code RS). Electi-icity consumption and the number of 
customers for each of these groups were used to construct the average use per 
customer for each group and month. 

Microeconomic theory indicates that the demand for the services of electi"ic appliances, 
like the demand for any other commodity, is a function of the real price of the services 
and tiie real income of the household. In addition, since the major electricity using 
appliances are space heaters, water heaters, and air conditioners, some measure of 
the weather should be included in the specification of the electricity demand equations. 
This suggests a model specification such as the one below: 

[1] AVEĵ t == AVEj,t(HDDj,t, THIj,t, PRICEt. INCOMEt. ej,t) 

where: AVE = electricity consumption per customer, 
HDD = heating degree days, 
THI = temperature humidity index, 
PRICE = real electricity price. 
INCOME = real per capita income, 
e = stochastic error term, 
j = denotes rate code, 
t = denotes month . 
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Model Estimation 

The winter weather was incorporated into the models by the use of monthly billing-cycle 
heating degree days (HDD). The summer weather was incorporated into the model 
using a billing-cycle temperature-humidity index (THI). These variables were calculated 
utilizing data from the National Oceanic and Atmospheric Association (NOAA). 

The real price of electricity was approximated by calculating the average revenue per 
kilowatt-hour and deflating it to 1982-dollars utilizing the Consumers' Price Index for >MI 
Urtsan Consumers (CPI-U) for Pittsburgh from the Department of Commerce (DOC). A 
real per capita income measure was also developed utilizing Bureau of Economic 
Analysis (BEA) data forthe Pittsburgh area and tiie CPI-U. 

A linear model was employed to estimate the demand functions for electricity using 
ordinary least squares. The general fonn of the equations that were estimated is 

[2] AVEĵ t = AVEj,t(HDDj,t. THIj^f PRICEt INCOME^ MONTHt. ej,t) 

where: AVE = electricity consumption per customer, 
HDD - heating degree days, 
THI = temperature humidity index, 
PRICE = real electricity price, 
INCOME = real per capita income, 
MONTH = vector of eleven binary variables, one for each month 

except July, 
e = stochastte error tenn, 
j - denotes rate code, 
t = denotes month 198901-199506. 

C. The Commercial and Industrial Models 

Model Structure 

The modeling of electricity consumption by the commercial and the industrial sectors of 
the service area economy can be disaggregated into two separate analyses: the 
projection of future levels of economic activity and how this predicted level of economic 
activity, along with relative input prices, will affect future electricity consumption. 

In order to model electricity sales, the Commercial and the Industrial Energy Models 
divide the regional economy into two parts. The first is the "export-based" portion of tiie 
economy that primarily sells or competes in the national maricet. Manufacturing and 
mining are considered to be in this export-based sector. The levels of activity in these 
industries are affected by national as well as local economic conditions. Electricity 
sales in tiie commercial sectors of the economy (wholesale and retail trade, etc.) are 
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assumed to be affected only by local economic and demographic factors that influence 
either the demand for commercial servk^s or the energy sales that the demand implies. 

Electricity sales to the export-based industries is modeled based on the assumption 
that there is a given level of national demand and that the production that will satisfy 
this demand is allocated between the sen/ice area and the rest of the nation so as to 
minimize the total cost of production. In algebraic terms, this method of allocating 
production can be described as minimizing the sum of two cost functions, i.e., 

minimize: C^s = Csa(j^aiQsa) "•• Crn(2irn'Qrn) 

subject to: Q^a + Qm = Qus 

where: C = Total cost of production, 
X = Vector of input prices, 
Q = Output, 
sa == Service area, 
rn = Rest of nation, 
us » United States. 

It can be shown that the sen/ice area output that is a solution to the above minimization 
problem is a func^on of the input prices in the servk^e area relative to the rest of the 
nation, Xosa. and national output, i.e., 

[31 Qsa = QsaQi«^sa.Qus)-

The demand for electricity by the export-based industries, Esa, is assumed to conform 
to standard economic Uieory in that it is a function of the output level and input prices: 

[4] Esa = EsaOfea^ Qsa)-

Substituting [3] into [4] yields: 

[5] Esa " Esa(Xsa. X'̂ sa* Qus) 

The advantage of this final specification of the demand functic»i is that no senrice area 
output measures, and ttiese do not exist, are required for estimation. 

Electricity sales to the commercial sectors of the sen/ice area are modeled based on 
the assumption that economic activity in the commercial sector is influenced solely by 
local factors that Influence the demand for the sen/ices provided by tiiis sector. These 
are assumed in the model to be demographic factors such as the number of 
households or population and either real personal income or per capita income. As a 
result, output of industries in the commercial sector can be written as: 
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[6] Qsa = Qsa(DEMsa. INCOMEga) 

where DEM - population or number of households, 
INCOME = real per capita income. 

Electricity sales to the commercial sector, as in ttie industrial sector, is a function of that 
sector's output and the relative input prices. However, since much of the commercial 
electricity use Is for HVAC systems the winter and summer weather variables, HDD and 
THI, were included in the specification. The functional form that was used to model 
electricity consumption by these customers is 

m Esa,t = Esa,t(Xsa.t. DEMsa.t INCOMEsa.t. HDDt. THIt). 

Model Egtimatlon 

For the commercial class of customers (class codes 1,2, and 4) electricity consumption 
is modeled econometrically for eigtit industrial classifications: Transportation, 
Communication, & Public Utilities (TCU); Retail Trade; Finance, Insurance, & Real 
Estate (FIR); Health Sen/ices; Education Services; Govemment; Other Commercial; 
and Manufacturing. 

The weather variables calculated from the NOAA data were again used in the 
commercial models. The income measure used in the commercial models was real per 
capita income for the Pittsburgh MSA from the BEA. The BEA data also sen/ed as a 
source of population estimates for the Pittsburgh MSA. The number of Duquesne Light 
residential customers was used as a proxy for the number of househokJs. The real 
price of electricity was also derived from Duquesne Light data. 

For the Manufacturing Class of customers (class code 5) electricity models were 
estimated econometrically for 13 industrial classifications: SIC 20; SIC's 26-28; SIC 30; 
and SIC's 32-39. In addition, four large steel customers were examined separately. 
Customers, coded as Class 5, representing three commercial sectors were also 
studied. 

A number of variables were utilized in the estimation of equations for the customers in 
the manufacturing sector. SIC-specific indices of industrial output were available fix>m 
the DOC. Relative wage rate data by SIC was calculated from United States Bureau of 
Labor Statistics and Pennsylvania Department of Labor and Industry data. Relative 
electricity price was calculated using Edison Electrk: Institute (EEI) and DLCo data. 
Binary variables for the first ttiree quarters of the year to capture local seasonality 
effects were also Included. 



49 

Other Sales 

The remainder of DLCo electricity sales, i.e. those to customers that are not in either 
the Residential, Commercial, or Industrial class make up a very small percentage (1-2 
percent) of total sales. The sales to these customers, such as those in the Street 
Lighting class or the Borough of Pitcairn, are assumed to remain at the levels that 
occurred during the 12 months ending June 1995, The same assumption is made for 
Company Use. 

E. p^ak Demand 

The Duquesne Peak Demand Model Is used to predict the monthly system peaks 
based on energy sales, weather, and any other information tiiat is known about the toad 
shapes of specific customers. Since Duquesne's four largest industrial customers have 
very high peaks that can vary substantially from hour to hour, ttiese customers are 
accounted for separately. The remaining toad is modeled based on the assumption 
that peak demand is, in effect, proportional to monthly energy sales with tiie proportion 
affected by the weather patterns. The system peak demand model utilizes two 
equations, one for the peak in the summer months and one for the winter months. The 
following specification was estimated for the two models: 

18] KWm.t = KWm.t{WEATHm,t.WEATHm,t-12.C5EN/dm) 

where: 
KW = Monthly system houriy integrated peak 

demand less "Big 4" contribution; 
WEATH = Houriy HDD in the winter and THI in the summer; 
GEN/d = Average daily generation; 
m = month; 
t = peak hour. 

A linear model and data for the 1989-1995 perk)d were utilized to estimate the 
specification above for the summer (May-September) months and for the winter 
months. 

F. High and Low Alternative Scenarios 

Duquesne Light Company's high and low bandwklth energy and peak demand 
forecasts are developed by varying economic and weather assumptions. The high case 
economic assumptkjns are based upon the WEFA Group's "High Growth" Scenario for 
the national economy. The tow case economic assumptions are based upon WEFA's 
•*Low Growtii" forecast This primarily affects the sales to industrial customers. The 
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weather assumptbns used in the high case forecast are based on the coldest winter 
(1981) and the hottest summer (1995) that have been experienced since 1980. The 
weather used in the low case forecast is based on tiie warmest winter (1991) and tiie 
coolest summer (1985) experienced during that same period. 

Economic AssumptiooiS 

Real GDP 
CPI 
Industrial Production 
Real Per Capita Income 

Weather Assumptions 

Heating degree days 
Temp./Humidity index 

Base 
Case 

High 
Case 

(annual average rate of change) 

2.3 
3.6 
2.4 
1.5 

3,483 
152 

2.8 
3.1 
3.2 
1.6 

4,034 
282 

Low 
Case 

1.8 
3.9 
1.5 
1.4 

3,012 
60 

(b) Duquesne's forecast of peak resources, demands, and reserves for the 
planning period may be found on fomis IRP-ELEC-2A and 2B in the appendix to this 
report. 

(c) Since Duquesne is not part of a larger utility system, this section is not 
applicable. 



^ J ^ Duquesne Li^t Company 

Section 12 

Formats 



§57.152. Formats. 

In preparing the Annual Resource Planning Report required by §§57,140-57.151, 
each public utility shall use the current fbnns and schedules specified by the Bureau of 
Consen/ation, Economics, and Energy Planning, which shall include the following: 

(1) Fonn-IRP-ELEC IA - Historical and Forecast Energy Demand (MWH); Fonn-IRP-
ELEC IB - Historical and Forecast Peak Demand (MW); Fomn-IRP-ELEC 1C -
Historical and Forecast Number of Customers (Year End). 

(2) Fonn-IRP-ELEC 2A - Estimated Peak Resources, Demands, and Resen/es for 
the 10-year period (MW); Form-IRP-ELEC 2B - Estimated Peak Demands. 
Resources, and Resen^es for the 10-20 Year Period (MW). 

(3) Form-IRP-ELEC 3 - Existing Generating Capability (as of January 1 - Current 
Year). 

(4) Form-IRP-ELEC 4 - Future changes and Removals to Existing Generating 
Capability for the 20-Year Perfod. 

(5) Form-IRP-ELEC 5 - Cogeneration and Small Power Production Facilities. 

(6) Fonn-IRP-ELEC 6 - System Cost Data. 

(7) Form-IRP-ELEC 7A - Distribution of Net Generating Capability by Fuel Type for 
the 20-Year Period (MW); Fomi-IRP-ELEC 7B - Scheduled Imports and Exports 
(MW). 

(8) Form-IRP-ELEC 8A - Disti-ibution of Net Generation by Fuel Type for the 20-Year 
Period (GWH); Fonn-IRP-ELEC 8B - Scheduled Imports and Exports (MWH). 

(9) Form-IRP-ELEC 9 - Summary of Demands, Resources, and Energy for the Past 
Year. 

(10) Fomi-IRP-ELEC 10A - Consen/ation and Load Management Program 
Description; Fonn-IRP-ELEC 10B - Consen^ation and Load Management 
Program Summary; Form-IRP-ELEC-IOC - Conservation and Load Management 
Program Cost-Benefit Analysis inputs; Form-IRP-ELEC 10D Conservation and 
Load Management Program Cost-Benefit Analysis Results; Fomn-IRP-ELEC 10E -
Assessment of Conservation and Load Management Potential for the 20-Year 
Period. 

(11) Form-IRP-ELEC 11 - Comparison of Cost of Prefened Resource Plan wrth 
Altemative Plans. 



Regponggf 

(1) - (11) The forms and schedules required by §57.152 are provided in 
Appendix A to Duquesne's Annual Resource Planning Report, except for certain 
portions of the responses to these regulations which Duquesne has designated as 
confidential and proprietary. The confidential and proprietary material Is provided under 
separate cover witii a dear "confidential" designation. 



^ J ^ Duquesne Li^t Company 

Section 13 

Evaluation Methodology 



SS7.1S3. Evaluation Methodology. 

A public utility shall utilize cost-benefit methodologies as prescribed by the 
Bureau of Consen/ation, Economics, and Energy Planning to evaluate the costs and 
benefits of conservation and load management programs, and demand-skle 
management programs, the cost-benefit methodologies shall be utilized by the utility 
during the next program year after they are prescribed. 

Response. 

Duquesne has evaluated the costs and benefits of conservation and load 
management programs, and demand-side management programs using the cost-
benefit methodologies submitted to the Commission in Duquesne's DSM program. 
Duquesne believes that the implementation of demand-side management programs is 
subject to considerable uncertainty. Implementation of Duquesne's proposed programs 
is being delayed pending the outcome of the Commission's Investigation Into Electric 
Power Competition, the resolutbn of ongoing legal challenges to the Commission's 
DSM regulations, a Commission final order on the DSM regulations, and finally, 
Commission final approval of Duquesne's programs. Duquesne intends to monitor 
these legal and regulatory proceedings, will re-evaluate the propose DSM programs 
based on the outcome of these proceedings and resen^es the right to eliminate, add, 
expand, advance or delay individual strategies. 
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S57.15A. Public tnformation and Diatributlon 

The Annual Resource Planning Report shall be accompanied by a summary 
which is suitable for public distribution. Utilities shall maintain copies of the summary 
open to public inspection during normal business hours. 

(1) The summary shall include a 2-year implementation plan specifying 
activities scheduled forthe acquisition and development of the least-cost 
resources delineated in this report, which are to take place during the ensuing 2 
years. 

(2) Informal sessions may be scheduled by the Bureau of Consen/atlon, 
Economics, and Energy Planning fer reviewing the 2-year implementation plans 
and providing an opportunity for interested parties to participate In the review 
process. 

Response. 

(1) - (2) The report summary is provided under separate cover, entitied 
"Annual Resource Planning Report -1995 - Executive Summary." The summary 
includes a 2-year implementatbn plan specifying activities scheduled forthe 
acquisition and development of the least-cost resources delineated in this report, 
which are to take place during the ensuing 2 years. 
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REQUIRED FIUNG FORMS 

In Response to Section 57,152 
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^ oo" o * en «n 
O -^ t n •<*• *n 
Oi OS Ov Os Os 

^ Os Os (N — 
SO tn Os i-N tn Os ^ C^ ^ T|-
tn vo tn en T^ 
tn «N en ^ v 
^ en in t^ Ov 

2 2 2 2 2 

so vo vo vo so 
in m in m v 
m en t^ en f 
t s <s CN M es 

s s s s s 
r- p- rv r̂  t̂  
o o o o c r^ r^ r* p - p^ 

m Oi en N 00 
(s) ^ ^ Ov ^ 
<s •* in — -^ 
t n ^^ f^ ct\ Ov 
Tt m VD vo t ^ 
Tf - ^ "O- T t i i -

Ov vo en CM Os 
G *ri tri *n ^ 
vo P^ CN» r i — 
00 o r>4 -^ v o t n Tt v i vo 
es t ^ -^ i n vo 
so so so vo vo 

•^ 00 P« tS Oi 
— ^ en «n Tj 
O ^ Ov oo t*-
0© m ^ 00 IT 
00 ov o o — 
en en Tt ^ Ti 
e'l en t ^ tn en 

i i i i i 
M <S «M <sj<N 

in so c^ OO ^ 

^ P- 00 o P-. 
so t s in m en 
oo oo o en ^ 
OH - - o O s " « 
00 00 so Oi <N 
-< cs m F- o 
^ vo' so" 'o" r^' 

f̂  en tn en en 
in »n in m «n 
CS CS ts| tS IN 
OS Os Os Os Os 
T t ' < * - * • * • * 

<S O OS S S 
es OO es U S 
in --« o< ^ T r 

' • • ' _ / ' en vo 

S ? S g s OS Ov Ov H ' ^ -
OH . 

es tn VO en VO 
Ol o» P* p^ m 
o en 00 so oo 
-i^ oo o vo m 
so in p̂ l ^ »n 
OH <s m t^ Os 
in in m m in 

so so vo so so 
*n <n in in «r 
en m en en e*̂  
es es P^ p< <N 

so so vo so S 
p - p - t^ t ^ r^ 
o o o o c 
p* p* p% p - p~ 

so m o tn c^ 
t s ^ o m m 
—' O •* Oi I t 
IO so « O" Oi 
S S S E : S 
•* Tt in m >n 

Ov — 'O m vo 
o\ *n ^ ^ ^ 
r s oo en o Oi 
r 4 tn <N ^^ ^ ' 
p- 00 en m m 
P* P^ Oi O ' -
so so vo r.. p* 

^ t s -^ © P* 
»n — ^ —« so 
in ^ O *n tn 
(S m Tt *-i oc 
es es tn ^ ^ 
^ ' ^ TT •^ ^ 
tn en en en en 

iiiis 
t s «s t s eS fS 

O ^ t s m ^ 

OS ov ^^ tn —; 
en vo t s m Ti ! 
Os P* t ^ OH IT) 1 
in* -H o Tt' ê  ; 
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1. INTRODUCTION 

1.1 Overv i ew 

The PROMOD i n ^ syslem is a a m p l e r software padcage that siiiiulates the operation of an 
electric utiiity power system. U is fint and foieniDSt a coinpv^iensive production costing model 
for projecting future operating costs. It can also be used to evaliute system reliabili^. 

PROMOD ni differs from less sophisticated production costii^ programs in its treatment of 
generating unit forced outages. It is these imced outages that arniprise ttae majOT factor in the 
disn^)ticm of fud budget forecasts, operating cost estimates, and pn^ected utilLution of high-
cost peaking and mid-iange units. ^ i c e A e s e o u t a ^ are random and ui^redictaUe, PROMOD 
ni employs a a^wdal mathematical technique to properly consider dieir resultant impact on 
fuel requirements aiul c^eradng costs. 

Forced outages are treated within the program fay a con^tlele probabilistic modd. Generating 
units can be represented by a seven-state fiilure modei to give explidt consideration to partial 
loss of unit capability and forced outages of vaiying sev«ity. All pos8il>ie failure states of 
each urtit are considered, in combination with all pMsible ^ u r e states of all other units, in 
order to obtain the best possible f(»eca^ of expected fud consun^rtioiw operating costSr and plant 
capacity factors. 

For fud budget applications and system plaiuiing studies, PROMOD HI win produce better 
results than le$$ sophisticated programs because of the con^ndiensive representation provided 
for simulating dettiled electric utOity <^eratioiis on an hourly basis while recognizing the 
in^rtance of genentitig unit full and pulial forced outages. Without explicit recognition of 
these forced outages, accurate recognition (^ fud consumption is itot possible. PR^bfOD UI also 
serves as a gertention rdiability program, since loss-of-load hours and emergency energy 
requirements are standard outputs. BoSi measures are iweded to determine aj^ropiiate resaif« 
levels. 

PROMOD m has devrioped into the most ^ecdve tool for studying a host of problems 
confronting utilities today: 

Makii^ Hid Budget Forecasts 
Examining New Plant Capadty Additions 
nannti^ Nudear Sefudir^ Outages 
Fn^ectii^ Utility Opetfttit^ Costs 
FHditg Firm Power and Enagy 
And)^ing Bud Conversion and Restricted Fud Supplies 
Investigating Demand-Side Management Programs 
Frojectiitg Hourly Marginal Enogy Cbsts 
Calculatii^ Avoided Energy Costs and Cogeneration Rates 

PROMOD m (vao?) i*i 
SEPTEMBER. 1990 
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• Evduating New Power Supply Technologies 

In power system operations, die relative effidendes (operating costs) of the generating units 
are used to nuitdi generator output with dectric dennand in the irK>st economicd manner. 
Numerous operating restrictions must be observed: spiiming and qiuck-surt reserve 
requirements, minimiun shutdown restrictions^ limiutlons of the transndssion network, and 
deliverability resdricticnis of fud suppliers, to mention only a fiew. These and other operational 
considerations are explidtly modded in the PROMOD HI program. Its strength lies in the 
connbination of probabihatk prodtictlon costing techniques with detailed modeling of operating 
considerations to produce r«aUstic estimates of fud conMur^on and operating costs. 

Critical tiser features indude: 

• FlexMtly - PROMOD in can simulate more generating tmit types, utility system 
characteristics, and opoating modes than any odier pntebilistic production 
costing program. Hie user can modd various situations with as little or as much 
detail as required. Computer run time can be oontrdOed by sdectivdy activating 
only tiiose modding capabilities that are required fbr ttie study. 

• Ease ff l b € ' PROMOD UI has a simple user interlace tiiat allows dau to be 
entered in any order. Input override capability facilitates quick setup of change 

nms by selective re^aoement of base case data witii diai^ged values. 

Conoenknk BtpmHng * PROMOD m produces a generalized data base from which 
die user can obtain a wide variety of standard printed reports. Hie PROMOD ID 
system indudes post^processors that can transfer modd results to oorptmite and 
firuuidal modds, and hdp die user buiki customized reports. 

1.2 Basic System Description 

Figure M i s a sin^fiedblodc diagram of the PROMOD m system. Basic ix^ t s , shown on the 
left side oi the diagram, are generally described In Chapter 2, "Utility System 
Representation", and are described In detail in Chapter I, Input Data**. Briefly, these inputs 
fall into five categories: 

• Genenting Unit Dste - unit types, heat rates, fuel types, capadty states, forced 
outage rates, seasond derations, maintenance requirements, minimum downtimes, 
and pendty factors. Specialized data is required for nuclear, pumped hydro, 
oonventkmd hydro and combined cycle units. 

• Fud Data - cost, availd>ili^, and inventory information for various fuds used by 
the generating tmits. 

• Load Data - demand and «iergy forecasts, chronological k>ad tfiapes, and levels of 
interruptible load. Historicd k>ad dau in EEI load data format can be direcdy 
input to define dmmologicd load diapes. 

• Trsiisaetfott Data - type, capadty, energy, availability, timing, and costs. 

PROMOD m (V303) 1*2 
SEPTEMBER, 1990 
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Inputs 

Qeneratlng 
Unit Data 

Fuel Data 

Load Data 

Transactions 
Data 

Utility System 
Data 

Additional 
Inputs For 

Optional 
Modules 

Basic Program 

i ODtionai i f •^_ Optional 
Modules -•+ 

PROMOD III System 

Outputs 

Production 
Costs 

ReliabRlty 

Fuel Usage 

Other 
Basic 
Program 
Outputs 

Additional 
Outputs From 
Optional 
Modules 

Figure 1-1. PROMOD m Block Diagram 

PROMOD m (V30.3) 
SEPTEMBER. 1990 
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* Utiiity System Operating Data - Operating reserve requirements, target 
reliability levels, emergency power purchase costs, available tie support, 
forbidden maintenance periods, and ^stem-wide escalation rates. 

Major outputs of the program, shown on the right side of Figure 1-1, are descril>ed and 
iUustrated in Chapter O, "Output Reports". 

Figure 1-1 shows how the optiorul modules interface with the basic program and with each 
other. These modules have been devek>ped to: 

* Modd the behavior of unconventiond generation resources, such as conibined cyde 
imits or pumped storage plants. 

• Modd utility system bduivior under different operating modes, such as pooling 
(multi-area dispatch), emission restricted dispatdi, and fuel supplies with 
limitations. 

• Support studies by the rates (Hourly Maigind and Avenge Energy costs) and 
marketir^ (Controllable and End Use Load Management modules) departments. 

* Devdop customized reports and pass PROMOD HI results to other modds and 
databases (E)CTRAC and Report Writer). 

As dK>wn in Figure 1-1, these optioiuQ modules usudly require additional input data and 
provide additiond o u ^ t reports. Optiond modtiles can be installed with the initid deliveiy 
of PROMOD m, or tiiey may be added at any later time. The full set of optiond modules 
oHered is given bdow. Modules denoted by an asterisk (*) are described in this manual Odier 
modules have separate user's manuals. 

* Hourly Margind Energy Costing Module 
* Houity Average Energy Costing Module 
* Cc«nbined^Cyde Unit Module 
* Economy Enngybiterdiangehfodule 
* Limited Fud Module 
* Nudear Energy AlkMstkm Module 
* Eneigy Storage Module (pumped storage) 
* Hourly Multi-Area D^patch and Transmission Module (hourly interchange 

accouidng) 
* Multi-ConqMBiy Reporting Module 
* Envinmmentd Dispatdi & Rqx)rting Modide 

End-Use Load Management Module 
OmtrollaUe Load Management Module 
Multi-Area Rdiability Module 
Generd O u ^ t bitertoe Kfodule 

With these capabilities, PROMOD m can be used to address a broad range of applications 
within the electric utility industry: 

* Productim Cosfm; - This is the principd ap^ication of the prograrrt 

* Fuei Budgeting - Analyses can be performed on the basis of fuel costs, fuel 
requirementSr iiid bums, inventory requirements or inventory vdues. 

PROMOD m (Vd03) 1-3 
SEPTEMBER, 1990 
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ReUainUhf Amdysis • The program computes the amount of unsatistied customer 
load (uiiaerved enefgy) arid the rtimiber (Mf hours during which custoiner curtuhnents 
occur. PROMOD in automatical^ delennines die amount of additUmd generating 
capadty needed to achieve a user-spedfted kMSof l̂oad hoiire targd. If capadty 
reserve levds exceed this acceptable service standard, then PROMOD III will 
det^mine the amount of surplus capadty which could be sold to neighboring 
systems on a firm bads. 

Maintenance Evaluation - Alternate maintenance sdiedules can be andyzed for 
their impact on productkm cost or ^stem reliability. 

Generation Planning - Riture capadty additions can be evduated for production 
cost savings and improved system reliability. AH types of generating unit 
dtematives can be studied, induding coal, oil, nuclear, comUned cyde, combustion 
tuifoinefl̂  hydro, and energy storage. 

Margina! Energy Coat Analysis - Hie program can report expected hour-by-hour 
margind energy costs and hourly kMSHsf-load probability, key iiqmts to rate design 
studies. Interactive post-processing programs can be used in cDi^ururtion with these 
outputs to drive time-of-day and seastmal rates. This appliaition requires the 
optiond Houriy Margmd Energy Costing Module. 

Energy Ston^ Evaluation - The benefits of production cost savings and inqnoved 
system rdiability from pumped-hydro, compressed air energy storage projects, and 
battery storage can be determined. Selection of optinumi capadty and storage 
reservoir s i n , and utilization of multiple pro)ects can be studied. These 
evahiations require the optiond Energy Storage Module. 

Epaluation of Contract Transactions - PROMOD m ofids a nuixiber of modeling 
options for purdiase and sale contracts. 

Econoftty Energy Interdumge Evaluation - PROMOD m can be used to evduate the 
effects of econon^ energy interdiange, or changes in the opportunities for such 
interchange, on system operaticm, production costs and fuel consum^on. The 
optional Economy Energy Interdiange Module is required, in this case, an hourly 
price profile diaracterizes the neighboring systems' incrementd operating costs for 
each month. 

Hoitrhf Multi-Area Dispatdi - When a number of utilities are operated as a pool, 
integrated operatfons can be analyzed with the PROMOD III Hourly Multiple 
Area Dispatch and Tnmsmlssion Module. Centrdized pool di^Mtdi and the 
exdumges of economy energy between areas are modded recognidng the bulk 
transmission netwode limitations. A flexible trillit^ algorithm diows the user to 
test proposds for allocating ihe benefits of centralized dispatch simply by 
changiitg a fow inputs. Using the Hourly Multiple Area D i ^ t c h fr Hansmisdon 
Module, studies can be perfanned for a utility member conq>any witltin a pool as 
wdl as for the entire pod. In these instances, fud budgeting, generation planning, 
maigind energy cost analyses, energy storage economics and outside-system 
transaction evduatimis can all reflect the benefits of pooled operation. Most 
importandy, die effects of adding transmission capabflities between areas can be 
studied. 

PROMOD m (V303) 1-4 
SEPTEMBER, 1990 
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Load Management - PROMOD HI can be used to analyze load management 
proposals at varying levels of detail. Overall daUy, weekly, and seasonal load 
management strategies of various types can be modeted with the basic program. 
More precise study of modifications to user patterns (such as with hot water heaters 
or air oonditkmerd can be performed using die optiond End-Use Load Management 
and Controllable Load Management modules. 

Fud UmiSations - The effects of fud supply limitations and contractual restrictions 
on system operations ttid production Gostt can be analyzed witii PROMOD m using 
the optiond Limited Fud Module. Minimum bum requirementa, maximum 
available supply limita, take-<Mvpay contract providons, maximum hourly 
consun^Mion rates (e.g., gas flow ra^^ and suspension of cod deliveries can be 
modded. 

Environmental Constraints - PROMOD IITs optiond Environmentd Di^atch and 
Reportii^ Module calculates the release oi atmos|tetic pdlutants from fud burned 
at utility fdants. Restrictions can be imposed on die dispatch under varying 
environmentd constraints aUowing the user to analyze the system effects and 
direct oods whidi such coi^itians liiqMMe. 

13 mustratiott Of FrobabiliBtk Modeling 

At die heart of PROMC^ ID is a mod^ng technique which allows die ex|rficit consideration 
of raiidomly occurring forced outages^ fenced derations and pos^ondde maintenaiioe outages of 
every generating uidt and generation resource dtemative. The pntebUiftic modding 
technique aocounta riot only fen* the efiiecta of a uitit's outages arid derations on its own operation 
fcmt alK> for the effecta of a unit's outage on die operation of aU odier unib in die utility system. 

Prot)al>ilistic modeUng is necessary from severd standpoints: 

1. Accurate prediction of peaking and mid-range capadty factore requires 
probatrfBstIc treatment. 

2. Monte Carlo techniques require prohibitive computer run-tiines to obtain 
statistically meaningful results. 

3. PROMOD n r s prdMbilistic technique, in effiect, dispatches every posdble 
configuntfon of tikegeneratkm systenn, fhrniorie urUt on outage at a time, two imits 
on outage aiiother lime, and so on to the veiy imlikdy but disastrous situation of d l 
ttzdts on simultaneous outage. The properly %vdghted avorage of aB such 
occurrences representt die best estimate of future qseratii^ costs. 

4. ResuhsBUistberepeBtdtlefnmiruntonm. Hie probabilistic tedudque produces the 
best projection of die future; accurate forecasts are now posdble in reasonable 
oon^Riter run limes. 

A sin^yle example has been constructed bdow to provide an introduction iodds tedudque. In 
this exair^tediere la a a i i ^ hour's toad to be satisfied l ^ two generatiiig units. Ihevdueof 
die load is 150 MW. Hie generating unit to be conddered first cm die bads of cost, has a 

PRC»IODin (V303) 1-5 
SEPTEMBER, 1990 
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capadty of 60 MW and an 60% probability of bdng avdiable, while the second unit has a 
capadty of 100 MW and an availability of 90%. 

In Figure 1-2, the loading of die first unit is depicted. The unit may be either availd>le for 
service (probabitity 0.8) or unavaibible (pR^Mbiiity 02). In die event the unit is available, it 
will satisfy 80 MWH of load and leave 70 MWH remaining. In the event the unit is 
unavaildile, it will supply nothing and 150 MWH will remaiiL The expected generation of unit 
1 is therefore 64 MWH, and the expected remdning toed is 86 MWH. 

In Figure 1-3, the loading of the seccmd goierating unit is illustrated. Because of the two 
posdbto outcomes from the loading of the first uidt, diere are now four posdlrilities for the 
loading ctf die second unit. The cdcutations show diat the expected generation of unit 2 is 68.4 
MWH and die expected remaiidng toad to 17.6 MWH. 

If more units existed, the number of outcomes wouki continue to eaqwid exponentidly. For 
example, a relativdy small ^rstem with 32 generating units woukl have more than 4.2 billion 

PROMOD in employs a computttiemalfy efficient dgorithm that produces results identicd to 
those olHaii^ %vith direct enumeration of aB avaitobUity states. 

The PROMOD 10 algorithms indude much more dum a multi-state version of die probabilistic 
cdculation niustrat^ above. The bade program contains dif^tch logic capalde of simulating 
the effect of unit commitment and economic dispatch carried out under detailed utility 
operatix^ procedures as well as spedd computations for Umited-eneigy resources Induding 
fixed-energy transacttons, hydnuUc resources and fixed-energy thermal units. Hie economic 
dispatch details have been ddiberately omitted from the dm^ified discusdon above. StiJl 
further complexities in the cdculattons arise in the extended modeling capabilities of the 
c^Ttional modtiles. 

PROMOD in combines probabilistic modding with (1) the flexibility to analyze diverre types 
of generating units and convex piuchase vid sale arrangements and, (2) die capability to 
reflect red worki utility operating procedures. PROMOD in can quickly si;q9ply maiuigement 
with accurate productton cost estimates for a wide variety of generation expandon scenarios or 
operationd strategies and soon becomes an indispensable tool for the utility system plaiuier axul 
operational fdanner. The probabilistic structure, detail and accuracy also make PROMOD in 
the perfect tool fior rdated applications ranglt^ from supi^ying cost infoimatton for use in rate 
proceedings to analydng the benefits ^ toad management programs. PROMOD HI enables 
utility ^ l e m plaruiera und operators to devek^ eff&entiy and accurately the ever-increasing 
ainotmt of iriformaticm that is bdng demarided by management and 1^ regukitory ageiicies. 

Most importantly, die information is devdoped consistendy from analyds to analysis. Users 
derive additiond benefit from die combined experience of the planning staffs of PROMOD in*s 
growing utility tNue. PROMOD m is continually maintained and erduuiced by EMA, making it 
respondve to new jHoduction costing applications and modding requirements. The continiui^ 
evdtttion of the program and EMA'scommitcnent to keep PROMOD m as the industry standard 
win extend ita useful life indefinitely. 

PROMOD m (V303) 1-6 
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Figure 1-^ . Probabilistic View of Loading One Unit 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY C<»«NISSION 

Duqueene Light Company ) Docket No. ER96- -000 

RSQXJSST FOR ACCEPTANCE OF 
OPEN ACCESS TRANSMISSION TARIFFS 

Duquesne Light Company ("Duquesne") hereby 

submits an original and six copies of a Point-to-Point 

Transn^ission Service Tariff ("PTP Tariff") and a Network 

Transmission Service Tariff ("Network Tariff") that will 

provide wholesale customers comparaible access to 

Duquesne's transmission system. 

1. INTRODnCTION - . 

Duquesne today is submitting a pro-competitive 

transmission pricing proposal that, if adopted by other 

utilities, would greatly enhance the efficiency of re

gional bulk power markets. Duquesne proposal is that 

each utility charge customers wheeling out or through the 

utility's system marginal-cost only rates. These custom

ers would take service under a marginal cost "point-to-

point" tariff. The only customers bearing an embedded 

cost rate would be the "native load customers" of each 

utility. These customers would pay on^ embedded cost 
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charge for the use of the system under a "network"-style 

tariff. This contribution to the 'fixed costs of the 

system would entitle them to use the utility's system to 

import network resources and economy energy and to sell 

power off-system at no additional embedded cost charge.-

Under Duquesne's approach, these customers also would be 

permitted use the systems of all other utilities on a 

marginal cost basis (using tiieir point-to-point tariffs), 

thereby eliminating rate pancaking between utility sys

tems . -

This proposal is necessary to eliminate the 

inefficient method of rate pancaking that exists today. 

In today's bulk power market, the general practice is for 

each utility to charge customers desiring to wheeL . 

through its system an allocated share of its fixed trans

mission investment. This embedded cost rate may, at some 

times, be discounted to account for the value of the 

transaction; however, given that the provision of trans

mission service is, at present, a monopoly service, the 

Duquesne's proposal eliminates the "headroom" issue 
because, while a network customer would be required 
to use the point-to-point tariff to make off-system 
sales, the point-to-point tariff would not include 
any embedded cost charges. As a result, all gener
ators using the utility's transmission system would 
compete for power sales on the same basis: their 
relative marginal costs. 
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Utility will establish a price that maximizes its prof

its, not societal efficiency. The effect of these 

pancaked embedded cost rates is to reduce the efficiency 

of regional bulk power markets. 

Duquesne's proposal -- that transmission cus

tomers wheeling power out of or across a utility's system 

pay only marginal usage rates --is entirely consistent 

with Commission policy. As the Commission explained in 

its Transmission Pricing Policy Statement: 
• 

To the extent practicable, transmission rates 
should be designed to reflect marginal c o s t s , 
rather than embedded costs . . . . We favor 
marginal cost prices in order to promote effi
cient decisionmaking by both transmission own
ers and users. 

Transmission Policy Statement at 21, III FERC Stats, and 

Regs. 1 31,005, at 31,143 (1994).^ 

Duquesne proposes to implement this pro-compet

itive pricing proposal using the non-rate terms and 

In the short-run, marginal costs include (i) the 
cost of transmission losses and (ii) the cost of 
redispatching generation to relieve transmission 
congestion. The marginal cost of losses varies with 
the location of generation and load and the marginal 
cost of generation that supplies the losses. The 
marginal cost of redispatch varies with the differ
ence in "system lambda," or marginal generating 
cost, with and without the existence of the con
straint. In the long-run, marginal costs include 
the cost of constructing new facilities necessary to 
increase the capacity of the transmission grid. 



conditions of the Commission's pro forma tariffs, with 

only a few changes. The most significant change proposed 

by Duquesne is a requirement that customers serving load 

within Duquesne's system pay an access fee under the 

Network Tariff. This change is necessary because, with

out it, a native load (or network) customer of Duquesne 

could rely entirely on point-to-point service -- which 

has no embedded cost charge -- and thereby avoid paying a 

fair, share of any embedded transmission costs. 

Duquesne's proposal envisions that each native load cus

tomer would pay one -- and only one -- access fee. 

II. RATES 

This section provides a detailed discussion of 

the proposed rates for service, including the reasons why 

they satisfy the Commission Transmission Pricing Policy 

Statement. 

A* Overview of Duquesne Rate Proposal 

The following is a description of the rate 

methodology used to price each of the services offered in 

Duquesne's Network and PTP Tariffs. 

1. Natmrork Service 

Network service will be priced on the same 

basis as in the Commission's pro forma network tariff. 

Under this approach, each network customer pays a monthly 

4 
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demand charge that represents its pro rata share of 

embedded transmission costs. This pro rata, or "load 

ratio," share is the ratio of the customer's coincident 

peak demand to the system coincident peak demand, calcu

lated on a rolling twelve-month basis. The network 

customer also receives a load ratio share of any system 

congestion (redispatch) costs, as well as a load ratio 

share of any revenue credits from the sale of point-to-

point service. As to transmission losses, the loss rate 

is baaed on an average system loss factor and the custom

er has the option of supplying the losses itself or 

purchasing them from Duquesne, 

In the future, Duquesne anticipates proposing 

that the transmission usage rates for network customers 

be based on marginal costs, as opposed, for example, to 

average system losses. At the present time, hcwever, 

Duquesne believes that the principle inefficiency in 

transmission pricing facing the industry today is the 

pancaking of embedded cost rates across utility control 

areas. That is a defect related to point-zo-point ser

vice, not network service. In Duquesne's view, even with 

complete transmission pricing reform, all network custom

ers would continue to pay an access, or grid connect, fee 

based on the embedded costs of the transmission system. 



The only change to the Commission's network tariff would 

be the pricing of losses and congestion costs on a mar

ginal, rather than an average, cost basis. While that 

level of reform is important, it need not delay pricing 

reform for point-to-point transmission service, which 

Duquesne can accomplish today. 

2. Point-to-Point Service 

Point-to-point customers on Duquesne's system 

will pay only itvarginal cost rates. In the short-run, 

these .marginal costs will consist of line losses and 

congestion costs. In the long-run, marginal costs repre

sent the cost of incremental facilities necessary to 

remove transmission constraints. The pricing proposal 

with respect to each is provided below.^ 

a. Marginal Line Losaas 

The marginal rate of transmission losses varies 

with (i) the location of the generation and the load 

being served, and (ii) loadings on the transmission lines 

at the time of the transfer. Duquesne's proposed method-

The following discussion applies principally to firm 
point-to-point service. Under Duquesne's proposal, 
non-firm customers will be interrupted at the time 
of system constraint and thus will not be subject to 
any congestion charges or increm.ental facilities 
charges. These customers will be charged only the 
marginal cost of transmission losses. 
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ology accounts for both factors on an *x ante basis. To 

measure locational differences, Duquesne has modeled 

transfers to and from various points of delivery and re

ceipt on the Duquesne system."* To account for the varia

tion in losses at different load periods, Duquesne has 

modeled these receipt and delivery point sets at four 

different load periods; summer and winter, on- and off-

peak. The results of this modeling have been compiled in 

a set of "look up tables"' that allow the transmission 

customer to see the marginal line loss factor applicable 

to its proposed transaction at its proposed delivery and 

receipt points and load period(s).^ 

* If a transaction reduces marginal losses, it will 
receive a credit. 

^ These look up tables include all transactions that 
are likely to occur in the future. If a customer 
requests service for a transaction not covered by 
the tables, Duquesne will compute the applicable 
loss factor at that time. 

* A necessary component of marginal cost pricing for 
transmission usage is that the marginal rates must 
be billed on the basis of actual flows, rather than 
"scheduled" amounts. Duquesne has developed its 
transmission usage charges so that customers will be 
charged only for the transmission losses and conges
tion costs that are reasonably associated with their 
transactions, not for the costs that would have been 
incurred if the full scheduled amounts had flowed 
over Duquesne's system. 



87 

To ensure comparability, Duquesne has used the 

same modeling techniques for computing marginal line loss 

factors for its own off-system sales. It has modeled 

these loss factors for both "slice of system" sales, 

where the marginal generating unit is deemed to be the 

point of receipt, and for unit sales. In each case, the 

look up tables for Duquesne's off-system sales provide 

Duquesne the same price signals as are provided for 

point-to-point customers transmitting energy through 

Duquesne's system. 

Duquesne also would note that, under its pro

posal, the customer has the option of providing the 

marginal losses itself or purchasing them from Duquesne. 

If the customer chooses to purchase them from Duquesne, 

Duquesne will charge the customer its "system lambda" 

(its marginal generating cost), Duquesne will not assess 

a separate "demand" charge for losses." 

In a fully competitive market, such as a PoolCo, 
generators such as Duquesne will be able to recover 
only the market clearing price for the energy they 
generate. Over time, this market clearing price 
will approach the cost of new capacity, thereby 
encouraging a sufficient amount of new generation 
supplies to continue to satisfy customer demand. On 
Duquesne's system, a reasonable proxy for the market 
clearing price is Duquesne's system lambda. (The 
system lambda will be either the cost of the last 
generator run on the system or the cost of purchased 

'• continued. . . ) 

8 
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b. Congestion Costs 

Marginal congestion costs represent the cost of 

operating generation out of economic merit order to re

lieve transmission congestion. Marginal congestion costs 

are, quite simply, the cost of running generation out of 

economic merit order. Duquesne will charge point-to-

point customers the marginal cost of congestion for any 

transmission service that imposes flows on a constrained 

transmission facility. 

Duquesne has used a load flow simulation to 

determine the manner in which various point-to-point 

transactions contribute to certain known constraints. At 

present, Duquesne has identified three transmission 

facilities that may be subject to congestion in the 

future. Using a load flow simulat:.on, Duquesne has iden

tified the point-to-point transfers that would contribute 

to these known constraints and in what magnitude.* Each 

transfer is then assigned a "transfer response factor," 

which represents the portion of the transfer (in percent-

'{...continued) 
power.) If Duquesne's system lambda ever exceeded 
the market clearing price, presumably customers 
would simply elect to supply the losses themselves. 

' If constraints other than these arise in the future, 
Duquesne will provide the same information for these 
constraints in an amended filing. 
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age terms) that impacts the constrained facility.^ 

(There are four TRFs for each delivery and receipt point 

set, reflecting the differing loadings during winter and 

summer, on- and off-peak conditions.) These TRFs are 

then listed in a schedule attached to the point-to-point 

tariff. 

Using these TRFs, Duquesne will compute margin

al congestion costs for point-to-point transactions. The 

marginal congestion cost rate will be the product of (i) 

the flow on the constrained facility produced by the . 

point-to-point transaction, as determined by the product 

of the TRF and the amount of energy scheduled, and (ii) 

the marginal cost of operating generation out of economic 

merit order-

c. Network tJ£»gradefl 

Duquesne will charge point-to-point customers 

for the costs of any network upgrades necessitated by 

their use of the system. Duquesne will calculate the 

customer's cost responsibility on the basis of a differ

ential revenue requirement calculation that compares the 

upgrade costs necessary with, and without, the additional 

For example, a TRF of 10% would mean that a 100 MW 
transfer would impact the constrained facility by 10 
MW. 

10 
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point-to-point load. Point-to-point customers will have 

the option of paying the network upgrade charge even if 

it is lower than an embedded cost charge. This will 

ensure that point-to-point customers receive both short-

and long-run marginal cost price signals. It also will 

hold Duquesne's native load customers harmless by reim

bursing them for any incremental facilities costs they 

incur because of a point-to-point customer. 

3. Ancillary Services 

a. Losses 

Duquesne's proposal regarding losses was de

scribed supra. 

b. Reactive Power/Voltage Support 

Duquesne is not proposing at this time tc 

"refunctionalize" any embedded generation costs to the 

transmission revenue requirement to account for the fact 

that generators provide certain reactive support that 

benefits wheeling transactions. Duquesne also is not 

proposing a marginal cost rate to point-to-point custom

ers for the provision of reactive support. Duquesne 

reserves the right, however, to propose such charges in 

the future. 

11 
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c. System Protection/Load Following 

The system protection and load following ser

vices contained in the pro forma tariffs are two services 

that are difficult to price on a marginal cost basis. 

Operating reserves {or "system protection") are purely a 

capacity product; they represent the cost of keeping 

generation capacity available should a system emergency 

occur. The cost of load following service is principally 

a function of the embedded cost of certain automatic 

generation control and other equipment designed to match 

generation and load levels on an instantaneous basis. 

In the future, these services will likely be 

provided at market-determined prices, not "cost-based" 

rates. However, at present, Duquesne will adopt the 

Commission's "one mill" adder approach. To ensure that 

each service is separately priced, Duquesne will charge 

one-third of one mill per kilowatt-hour for each service. 

Duquesne reserves the right in the future to provide a 

more exact costing estimate for each service or to re

quest market*based pricing for such services. The pric

ing is the same whether the customer is a network or 

point-to-point customer. 

12 
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d. Energy l2»balance 

Duquesne will use the pro forma tariff schedule 

for energy imbalance service. Unreturned imbalances will 

be priced at Duquesne's system lambda (marginal energy 

cost). 

a. Scheduling and Dispatching 

Duquesne is not proposing a separate scheduling 

and dispatching charge at this time. 

B. Overview a£ Marginal Cost Pricing 

Duquesne provides below an overview of marginal 

cost pricing and the benefits of it as applied to trans

mission service. 

1, Marginal Cost Pricing and Rate Pancaking 

Establishing an efficient electric market 

depends, in significant part, on establishing transmis

sion pricing rules that ensure an economic dispatch of 

all generators, regardless of their location. The pric

ing rule that accomplishes this goal is marginal cost 

pricing. As Professor Kahn has written: 

The central policy prescription cf micro
economics is the equation of prices and margin
al cost. If economic theory is to have any 
relevance to public utility pricing, that is 
the point at which the inquiry must begin. 

13 
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fW]hy does economic efficiency require 
prices equal to marginal, instead of, for exam
ple, average total costs? The reason is that 
the demand for all goods and services is in 
some degree, at some point, responsive to 
price. Then, if consumers are to decide intel
ligently whether to take somewhat more or some-
ŵ iat less of any particular item, the price 
they have to pay for it (and the prices of all 
other goods and services with which they com
pare it) must reflect the cost of supplying 
somewhat more or somewhat less - - in short, 
marginal opportunity cost. If buyers are 
charged more than marginal cost for a particu
lar commodity, for example because the seller 
has monopoly power, they will buy less than the 
. optimum quantity; consumers who would willingly 
. have had society allocate to its production the 
incremental resources required, willingly sac
rificing the alternative goods and services 
that those resources could have produced, will 
refrain from making those additional purchases 
because the price to them exaggerates the sac
rifices. 

Alfred E. Kahn, The Economics of Regulation 65-67 (empha

sis' in original). 

The Commission itself has long encouraged the 

use of marginal cost pricing. For example, in its notice 

of inquiry on the regulation or electricity markets, the 

Commission stated "(w]e are concerned that if prices do 

not reflect marginal costs, individuals may make purchase 

decisions that produce benefits that are less than costs. 

As a result, too few or too many resources may be devoted 

to electricity production and delivery." Regulation of 

Electricity Sales-for-Resale and Transmission Service 

14 
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(Phase II) . IV FERC Stats. & Regs. *f 35,519, at 35.642 

(1985), docket terminated. 61 FERC ^ 61,371 (19921. More 

recently, and more pertinent here, the Commission en

dorsed marginal cost pricing in the context of transmis

sion services, stating: 

To the extent practicable, transmission rates 
should be designed to reflect marginal costs, 
rather than embedded costs . . . . We favor 
marginal cost prices in order to promote effi
cient decisionmaking by both transmission own
ers and users. 

Transmission Policy Statement at 21, III FERC Stats, and 

Regs,"at 31,143. 

A corollary to the proposition that marginal 

cost pricing is the most efficient method for pricing 

transmission service is that the pancaking of embedded 

cost rates across utility systems reduces the efffciency 

of regional electric markets. Duquesne's proposal re

flects the fundamental belief that regional bulk power 

markets will not realize their maximum efficient state if 

every utility within a region continues to impose an 

embedded cost charge for all power transfers across its 

system. This is not how tight power pools or utility 

control areas operate today. Rather, power pools and 

individual control areas dispatch generation on the basis 

of its relative marginal cost, including the marginal 

15 



95 

cost of transmission. Yet, for power tra.isfers across 

power pools or control areas, this efficient mode of 

marginal cost dispatch is replaced by an inefficient 

pancaking of embedded cost rates. 

Duquesne believes the most direct route to the 

efficient pricing of transmission service on a regional 

basis is for each utility to charge point-to-point cus

tomers the marginal cost of transmission usage, not 

embedded costs. Under such a framework, customers wheel

ing out" or through a.utility's system would not pay an 

embedded cost charge. The only customers that would bear 

an embedded cost rate are the "native load customers" of 

each utility. These customers would pay one embedded 

cost charge for the use of that system, not more. ..This 

contribution to the fixed costs of the interconnected 

grid would entitle them to the use of all other systems 

on a marginal cost basis. 

This model is similar to the result that would 

occur in a regional "PoolCo" or other region-wide, effi

cient transmission reform proposal. Each customer would 

Wheeling out service would, for example, be service 
provided to a network customer making off-system 
sales. The network customer would pay an access fee 
under the network tariff, but no additional embedded 
cost charges for off-system sales made under the 
point-to-point tariff. 

16 
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bear an allocated portion of the pool's or region's fixed 

transmission costs and, in return, be permitted to use 

the entire system at marginal cost." The benefits of 

Duquesne's approach are that it can be implemented on a 

company-by-company basis today. 

C. The Conmission's Transmission Pricing Policy 
Statement 

Duquesne's transmission pricing proposal meets 

each of the tests embodied in the Commission's Transmis

sion Pricing Policy Statement. 

1. Conforming versus Nonconforming 

A "conforming" proposal is one in which "trans

mission prices [are] based on the costs of the transmis

sion service being provided." Transmission Pricing 

Pol'icy Statement, III FERC Stats, and Regs, at 31,-141. 

Duquesne's rates are conforming in every respect. The 

rate for network service includes a demand charge that 

allocates to each network customer a portion of 

Duquesne's embedded cost transmission revenue requirement 

based on its contribution to monthly system peak demand. 

11 The only difference is that, under Duquesne's ap
proach, the embedded cost burden of various groups 
of customers would vary because the per KW transmis
sion rates of each utility vary. Presumably, under 
a region-wide approach, each customer would pay a 
single postage stamp rate based on the rolled in 
cost of all regional transmission facilities. 

17 



97 

This revenue requirement is calculated using a tradi

tional cost of service methodology under which embedded 

costs are calculated on net book values. The charges to 

network customers for losses and redispatch costs also 

are conforming. Network customers are charged average 

line losses and a pro rata share of congestion costs, as 

per the pro forma network tariff. 

The pricing proposal for point-to-point custom

ers also is conforming. Point-to-point customers are 

charged only marginal costs. This not only is a "con

forming" proposal, but is consistent with the 

Commission's admonition that rates should track marginal 

costs to the greatest extent practicable. Id. at 31,143. 

As the Policy Statement recognizes, marginal cost jaricing 

is the most efficient methodology for pricing any ser

vice, including transmission service. It sends consumers 

the correct information regarding the cost of transmit

ting the next unit of energy, or of avoiding that trans

fer. Its application to the pricing of transmission will 

greatly enhance the efficiency of regional electric 

markets. In the future, Duquesne intends to expand its 

marginal cost pricing proposal to include network custom

ers, which too would receive marginal price signals 

associated with transmission losses and congestion costs. 

18 
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2, Comparability 

The Policy Statement indicates that the rule of 

comparability in transmission pricing has essentially 

three elements: (i) "costs must be allocated between 

jurisdictional and nonjurisdictional customers in a 

consistent way," (ii) "when a utility uses its own trans

mission system to make off-system sales, it should 'pay' 

for transmission service at the same price that third-

party customers pay for the same service," and (iii) "[a] 

transmission customer should have pricing certainty 

comparable to that of the transmitting utility." Id. at 

31,142-43. Duquesne's proposal meets each of these 

criteria. 

First, Duquesne is proposing to allocate, embed

ded transmission costs between similarly situated juris

dictional and nonjurisdictional customers in a consistent 

manner. Both native load and network customers will be 

charged an embedded cost rate, calculated on the net book 

value of the transmission system. Duquesne is not pro

posing, for example, to charge network customers an 

original cost, "levelized" rate and native load customers 

a rate based on depreciated book values. In addition. 

19 
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both groups of customers will be allocated embedded c o s e s 

on a postage-stamp basis. "̂  

Second, Duquesne will "go on*' its PTP tariff 

for all its off-system sales. This means that Duquesne 

will pay the same marginal cost rates in selling its 

power off-system as any competitor would in purchasing 

point-to-point service. As discussed above, Duquesne has 

calculated marginal line loss factors and "transfer re

sponse factors" for its off-system sales to ensure that 

it can be charged marginal line loss and congestion costs 

on the same, basis as other point-to-point customers. In 

accordance with the pro ggrma point-to-point tariff, 

Duquesne will book these marginal costs when it uses the 

PTP Tariff for off-system sales. .̂. 

Third, point-to-point transmission customers 

will have the same relative transmission price certainty, 

and uncertainty, as Duquesne in competing to sell power 

over the Duquesne transmission system. Duquesne has 

adopted a pragmatic model of marginal cost pricing that 

allows the customer to know, in advance, what the margin-

Point-to-point customers are not similarly situated 
with native load and network customers in the sense 
that they already have paid an access, or embedded 
cost, charge to their host utility, and thus should 
not receive an additional embedded cost charge from 
Duquesne. 

20 
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al loss factor will be. As to congestion costs, Duquesne 

has identified the three transmission constraints that 

may occur in the future, calculated transfer response 

factors for each likely point-to-point transaction and 

has indicated in testimony here the historical cost 

implications of alleviating transmission congestion. See 

Direct Testimony of Peter A, Wybierala, Duquesne would 

not object to putting similar information on a Real-Time 

Information Network ("RIN"), once the rules for RINs are 

established. 

Finally, Duquesne would note that its proposal, 

if adopted by other utility systems, would achieve compa

rability on a regional basis. Under Duquesne's proposal, 

each generator would receive the same marginal cost 

transmission price signal in competing to make sales in 

the bulk power market. This would represent a signifi

cant improvement over the status quo. Today in Pennsyl

vania the generating units of four utility systems 

(Duquesne, CPU's Pennsylvania Electric Company, Pennsyl

vania Power Company, and APS' West Penn Power Company) 

operate within 50 miles of one another, but receive 

vastly different (and inefficient) price signals in 

attempting to compete in bulk power markets. Duquesne's 
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proposal, if adopted by other companies, would end this 

inefficient and noncomparable practice. 

3. Economic Efficiency 

Duquesne's transmission pricing proposal is 

economically efficient. As indicated, marginal cose 

pricing is the most efficient manner in which to price 

transmission service. Duquesne has implemented marginal 

cost pricing for point-to-point service and intends to do 

so in the future for network service. 

4. Fairness 

The Commission's Pricing Policy Statement indi

cates that the fairness criterion has two central ele

ments: (i) chat retail customers should not subsidize 

v^olesale customers and vice versa, and (ii) that .-any 

"economic harm that could be created during a period of 

transition from one pricing approach to another should be 

mitigated to the extent practicable." Id. at 31,143-44. 

Duquesne's proposal satisfies both tests. 

First, Duquesne's proposal does not require one group of 

customers to subsidize another group of customers. 

Rather, Duquesne's native load customers will continue to 

pay an allocated share of the system's fixed costs when 

they convert to transmission only (network' service, and 

thus will not be able to shift costs to the remaining 

22 
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native load customers. In addition, network and native 

load customers will not be required to subsidize PTP cus

tomers, as PTP customers will pay the marginal costs of 

their transmission usage. 

Second, Duquesne's proposal is sensitive to the 

fact that the transition to transmission pricing reform 

should not unfairly burden any existing ratepayers group 

and that it be focused on increasing economic efficiency, 

not reallocating sunk costs. As indicated, Duquesne's 

proposal requires native load customers to continue 

bearing a share of the system's fixed costs when they 

convert to transmission-only service from their existing 

bundled supply arrangements. 

5. Practicality 

The Policy Statement indicates that 

" [tlransmission pricing should be practical and as easy 

to administer as appropriate . . . ." Policy Statement 

at 22. Duquesne agrees. Marginal cost pricing can be 

implemented in a number of ways, each varying in complex

ity. As a general matter, the greater the complexity the 

more likely the method is to send an accurate price sig

nal. There becomes a point, however, at which the bur

dens associated with increased complexity outweigh the 

benefits gained. Duquesne has sought to balance these 

23 
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considerations in formulating its proposal, recognizing 

that Duquesne's transmission system is small and that the 

number of customers expected in the near term are rela

tively few. 

For example, Duquesne will not measure marginal 

loss factors on an hour-by-hour basis. Rather, using 

load flow analyses, Duquesne will, e>c ante, establish a 

representative marginal loss factor for the summer and 

winter, peak and off-peak periods. Duquesne has used a 

similar approach to charging marginal congestion costs. 

Instead of running hourly power flow simulations to 

determine each customer's contribution to a constraint in 

each hour, Duquesne has calculated transfer response fac

tors from a representative peak load flow simulation. 

This, again, will allow customers to know in advance the 

whether their transaction will be deemed to contribute to 

a constraint when one arises. 

D* Payment for Usage of CAPCO Facilities 

Duquesne is a party to a series of agreements 

with Cleveland Electric Illuminating Co., Toledo Edison 

Co. and the Ohio Edison System-- that provide for the 

joint use, and sharing of the costs of, certain transmis-

The Ohio Edison System consists of Ohio Edison Co 
and Pennsylvania Power Co. 
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sion and generating facilities located in the service 

territories of these parties. These agreements are com

monly referred to as the "CAPCO" agreements. (CAPCO is 

an acronym for Central Area Power Coordinating Group.) 

The CPLPCO agreements are a series of joint use 

agreements that predate the rule of open, comparable 

transmission access. In this respect, the agreements are 

similar to many other joint use/ownership arrangements in 

existence today. Given the changes in regulatory rules 

and market conditions, Duquesne believes that utilities 

have essentially two choices in applying these agreements 

to third-party requests for service. They can apply the 

agreements in a manner that has the effect of granting 

the signatories transmission services that are unavail

able to third parties or they can apply the agreements in 

a manner that permits the signatories to provide compara

ble access if that is what the extant regulatory rules 

require. Duquesne prefers the latter interpretation. 

The former is, at best, a temporary position that is 

likely to invite a Section 206 complaint from a customer 

or the Commission. 

Duquesne's PTP and Network tariffs therefore 

offer to third parties any service that is available to 

Duquesne under the CAPCO agreements. The following is an 
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explanation of the manner in which Duquesne will charge 

third parties for the services it can provide over the 

CAPCO facilities. 

There are essentially two categories of trans

actions that arise under the CAPCO agreements that are 

relevant here. The first category is power transactions 

between CAPCO parties. For these transactions, the CAPCO 

parties charge each other only the cost of losses as a 

transmission charge. Duquesne will thus charge third 

parties the CAPCO loss rate for any comparable transac

tions." 

An example of such a comparable transaction 

would be a request that Duquesne wheel power generated by 

a CAPCO party into Duquesne's system to serve one-of 

Duquesne's network customers. In such an instance, the 

transmission rate charged will be only the cost of losses 

and a pro rata share of any congestion costs on 

Duquesne's system,^^ The converse of this example would 

14 

1& 

These losses are computed on the same basis as 
Duquesne's loss charge included in the tariffs filed 
in this case. 

Because Duquesne does not have the right to force 
the other CAPCO parties to "redispatch" their gener
ation to accommodate a transaction, the only rele
vant congestion costs would be those occurring on 
Duquesne's system. 
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be a generator located within Duquesne's service territo

ry requesting that its power be wheeled tc one of the 

other CAPCO parties. (This is analogous to Duquesne 

selling power to one of the other CAPCO members.) This 

transaction also would bear only the cost of losses and 

congestion costs on Duquesne's system.*"̂  

The second category of transaction is imports 

or exports of power that use the non-CAPCO interconnec

tion, facilities of a CAPCO party other than Duquesne. 

For these transactions, the CAPCO party providing the 

transmission service over a non-CAPCO interconnection 

would charge an embedded cost transmission rate plus the 

cost of losses. To ensure comparability, Duquesne will 

charge third parties this embedded cost rate as a ̂.ass-

through to the transmission customer. As an example, if 

the Allegheny Power System desired to purchase power from 

a Michigan utility interconnected with Toledo Edison and 

have it delivered to the Duquesne-APS interface, Duquesne 

would charge APS Duquesne's out-of-pocket costs, which is 

equal to the embedded cost transmission rate levied by 

'̂  The difference between the two above hypotheticals 
is that the network customer would receive an aver 
age system loss factor, while the point-to-point 
customer would receive a marginal loss factor. 
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Toledo Edison plus the cost of losses and any congestion 

costs being incurred on Duquesne's systsTt, 

In sum, in each instance, Duquesne will charge 

third parties (i) the marginal cost of transmission 

losses and any congestion costs that are incurred on 

Duquesne's system, plus (ii) the out-of-pocket costs, if 

any, it is assessed by any other CAPCO party for the 

transaction. 

III.. NON-RATE TERMS AND CONDITIONS OF SERVICE 

The non-rate terms and conditions of point-to-

point and network service closely follow those contained 

in the Commission's pro forma tariffs. Duquesne believes 

that, at the present time, little would be gained by 

redrafting these tariffs in an effort to improve upon 

them.^^ Duquesne reserves the right, however, to file 

appropriate changes to the tariffs in the future, includ

ing those necessary to accommodate changes in regional 

electric markets and/or a move toward customer choice at 

the retail level. 

Duquesne has not drafted language for certain appen 
dices to the two tariffs on the belief that the 
Commission may provide such language in a Final 
Rule. If this is not the case, Duquesne will add 
the necessary appendices whenever the Commission 
deems it appropriate to do so. 
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In the interim, Duquesne has sought tc change 

the pro forma tariffs only as necessary tc adopt its 

marginal cost pricing proposal. The material changes in 

this regard are described below. 

A. Availability of PTP Service 

The most noteworthy change to the non-rate 

terms and conditions of the pro forma tariffs is a re

quirement that all native load customers of Duquesne that 

convert to transmission-only service pay an access fee 

under -the Network Tariff. This access fee will allocate 

to them a pro rata share of Duquesne's embedded transmis

sion costs. This restriction is necessary so that these 

customers do not take point-to-point service only, and 

thereby pay only marginal cost rates. 

Under Duquesne's PTP Tariff, a point-to-point 

customer is required to pay for the cost of transmission 

losses and congestion charges only, not an embedded cost 

rate. This is a decidedly procompetitive proposal. This 

proposal will not work, however, if a native load custom

er of Duquesne could switch to point-to-point service 

(either from its existing bundled service or network ser

vice) and thereby avoid paying an allocated share of the 

transmission system's embedded costs. Clearly, each 

transmission customer should pay at least one embedded 
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cost charge as a contribution to the fixed costs of the 

regional network. Duquesne believes each customer should 

pay only one such charge. 

In the future, this single charge may be a re

gion-wide, embedded cost rate. At present, however, the 

only way to ensure fairness and prevent cost-shifting is 

for each utility to charge its native load customers an 

embedded cost rate. Duquesne has thus required its 

native load customers to take service under the network 

tariff. (Duquesne is retaining, however, the requirement 

in the pro forma network tariff that all network cus

tomers use the PTP tariff for their off-system sales. 

This will ensure that their off-system sales compete on 

the same basis as Duquesne's sales, which also will, use 

the PTP tariff.) 

This is a critical aspect of Duquesne's propos

al. The transition to competition cannot be accomplished 

smoothly if one group of customers can shift costs to 

other customers. To be sure, Duquesne's proposal differs 

somewhat from the pro forma tariffs. Duquesne does not, 

however, believe the proposal is inconsistent with the 

cost allocation principles embodied in the pro forma tar

iffs. Under the pro forma tariffs, a native load custom

er has the option of taking either network or point-to-
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point service. However, regardless of which service it 

takes, the customer will be charged an allocated share of 

the transmission provider's embedded costs. The only 

difference in the pricing of point-to-point and network 

service is the method by which such embedded costs are 

allocated (l CP versus 12 CP). 

Duquesne is asking no more or less of its 

native load customers in this case. Duquesne is simply 

asking them to continue bearing a fair share of the 

embedded costs of the system. Duquesne does not believe 

that this proposal is in any way prejudicial to native 

load customers seeking transmission-only service. The 

Network Tariff is the most flexible service available and 

it allocates embedded transmission costs to network 

customers in a manner that is comparable to the way in 

which costs are allocated to native load customers,-' 

If a native load customer sought to switch power 
suppliers for only part of its requirements (i.e., 
become a partial requirements customer), Duquesne 
would unbundle the remaining portion of its sales to 
this customer and treat them as "network resources" 
under the Network Tariff. The customer's "access 
fee" thus would be based entirely en the network 
tariff, not a combination of transmission-only and 
bundled sales service charges. 
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B. Limitation on Reserved Amounts of Firm PTP Ser
vice 

It is possible that the marginal cost pricing 

of point-to-point service will prompt some customers to 

"game" the system by reserving scarce transmission capac

ity with an intent to resell it at a mark up. This could 

occur given that point-to-point customers are only 

charged for their actual usage, and thus bear no penalty 

for failing to schedule up to reserved amounts. In 

theory, a customer could reserve the entire capacity of 

an interface and then seek to resell it to other custom

ers at a rate that exceeds marginal costs. This would 

obviously reduce economic efficiency and be unfair to 

other customers." 

As a remedy, Duquesne has used the same princi

ple that exists in the pro fgrroa network tariff. There, 

network customers are entitled to reserve service from 

network resources only to the extent they have an execut

ed contract for the delivery of the power or can show 

19 Such a speculative reservation likely would affect 
only firm transactions. This is because, even if a 
customer sought to reserve the entire firm capacity 
of an interface, Duquesne could still offer non-firm 
service to the extent the firm customer was not 
using its full reservation. This would allow the 
economy market to function efficiently, despite the 
speculative reservation of firm capacity. 
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that execution of such a contract is contingent upon 

securing transmission service.*̂ - Duquesne has added a 

similar clause to its PTP Tariff, which would be applied 

only in times of transmission congestion. Duquesne is 

hopeful, however, that it will not have to use this 

provision at all -- i.e.. that customers will reserve 

only the service that is needed for their own transac

tions. 

XV. , OTHER MATTERS 

A^ Reciprocity 

Duquesne recognizes that, at present, it is the 

only utility in the region offering access to its trans

mission system at marginal cost rates. Thus, at present, 

Duquesne will be offering third parties access to-xts 

system at prices that are not available to Duquesne when 

it, in turn, seeks to deliver power over the transmission 

systems of other utilities in the region. To remedy 

this, Duquesne has carefully considered the option of 

offering a marginal cost rate only to those systems that 

would, on a reciprocal basis, offer the same rate to 

Duquesne» 

Duquesne has extended this requirement to all firm 
network uses, given that Duquesne has provided 
network customers the ability to irr.port non-network 
resources on a firm basis. 
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There is much to be said for such a reciprocity 

requirement, including the incentive it r.ay have on 

inducing other utilities to adopt more efficient pricing 

methodologies for their own transmission systems. There 

also are drawbacks to reciprocity provisions, including 

the difficulty of applying them when power marketers are 

the nominal transmission customer. After balancing a 

number of factors, Duquesne has decided not to impose a 

reciprocity requirement at this time. Duquesne is hope

ful that its proposal will encourage other utilities to 

file similar proposals. Duquesne reserves the right, 

however, to add a reciprocity requirement in the future 

should it become necessary or appropriate. 

B. "Sham" Transactions _.. 

Duquesne's PTP rate will be the lowest point-

to-point rate in the region, Duquesne recognizes that 

this poses the potential for a "gaming" of the system. 

It is possible that a transmission customer may take 

advantage of the marginal cost rates offered by Duquesne 

and "schedule" its transaction over Duquesne's transmis

sion system despite the fact that other systems carry the 

predominant flow of power resulting from the transaction, 

Indeed, because of the configuration and location of 

Duquesne's transmission system, it may net carry more 
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than 50% of the flows from certain transactions scheduled 

across its system. It is important to remember, however, 

that this is not a phenomenon produced by Duquesne's 

tariff filing; it is one that exists today and would 

exist no matter what transmission pricing methodology 

Duquesne were to adopt. 

The only manner in which such potential gaming 

can be addressed is for Duquesne to use prevailing North 

American Electric Reliability Council ("JJERC") and East 

Central Area Reliability Council ("ECAR") criteria in 

determining whether it can schedule a particular transac

tion. While these rules today are quite general, and 

indeed do not specifically address what many utilities 

call "sham" contract path transactions, there is no other 

accepted regional or national standard available to 

Duquesne. Accordingly, Duquesne will apply the NERC and 

ECAR guides in scheduling its transaction. Duquesne does 

not believe that this requires any changes to the pro 

fartaa tariffs, 

V. PROCEDtlRES 

Duquesne has supported its pricing proposal 

with a detailed explanation here of the reasons why it 

conforms to all the Commission's rules. Duquesne also 

has supplied a case-in-chief, consisting of the testimony 
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of four witnesses, that will provide a basis upon which 

to build the appropriate evidentiary record in this case. 

Duquesne trusts that this information is more than suffi

cient to avoid a "deficiency" letter requesting further 

data or testimony. Duquesne is hopeful that this case 

can proceed on a somewhat expedited basis, so that the 

pricing rules governing the transition to a more competi

tive market do not lag behind the creation of such a 

market. Duquesne will use its good faith efforts to 

expedite this case as much as possible, and is hopeful 

that the Commission, its staff and the assigned adminis

trative law judge can do so as well. 

VI. PART 35 REQUIREMENTS 

A, Waiver of Full Filing Requirements -̂  

In the AEP guidance order dated June 28, 19 95, 

the Commission held that, for any public utility that 

does not have open access tariffs on file and that choos

es to file such tariffs before the Final Rule issues, the 

Commission will waive the full filing requirements of 18 

C.F.R, § 35.13, American Electric Power Serv. Corp.. 71 

FERC 1 61,393, at 62.543 (1995). Given that Duquesne 

does not have transmission tariffs on file, it qualifies 

for such a waiver and the waiver is hereby requested. 
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B. Other Information Required by Part 35 

1. List of Documents Submitted 

The following documents are being submitted 

with this application: 

• a form of Federal Register notice,-

• the direct testimony of Mark Freise, which 

provides an overview of Duquesne's transmission 

proposal; 

• the direct testimony of James Lahtinen, which 

discusses the marginal cost rates proposed by 

Duquesne; 

• the direct testimony of Peter Wybierala, which 

discusses the manner in which marginal costs 

will be calculated; 

• the direct testimony of James Cater, which 

provides the embedded cost revenue requirement; 

• the proposed point-to-point and network trans

mission tariffs; and 

• a shaded version of the point-to-point and net

work tariffs that indicate any changes from the 

Commission's pro forma tariffs. 

2. Proposed Effective Date 

Duquesne requests that the tariffs take effect 

in sixty days. 
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3. Persons to Whom the Filing Has Been Hailed 

This filing has been mailed tc the Pennsylvania 

Public Utility Commission and the other CAPCO parties. 

4. Brief Description of Rate Filing 

The proposed transmission rates, terms and 

conditions are described in this application and the at

tached direct testimony. 

a. Reasons for the Filing 

The filing of the tariff is necessary to ensure 

that cxymparable transmission service will be available on 

Duquesne's system and that the rates fcr such service are 

economically efficient. 

b. Showing of Requisite Agreemants 

No agreements were necessary to file the- tar

iffs. 

c. Costs Adjudged Illegal, Duplicative or 
Urmscessary 

None of the costs reflected in the tariffs have 

been adjudged illegal, duplicative or unnecessary costs 

that are demonstrably the product of discriminatory 

employment practices. 

d. Information Regarding the Effect of the 
Rate Change 

(1) These rates do not constitute a rate 

change for any customer. 
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(2) No additional facilities are planned to be 

constructed pursuant to the tariffs at this time and thus 

no map or single line diagram is attached. 

C. Official Service List 

Please direct any correspondence or communica

tions regarding this filing to the undersigned and place 

them on the official service list in this proceeding. 

Duquesne appreciates your assistance in this 

matter. 

Respectfully submitted, 

Victor A. Roque 
Larry R. Crayne* 
Duquesne Light Co. 
411 Seventh Avenue 
Pittsburgh, PA 15219 
(412) 393-4110 

3 / / ^ . 
Naeve 
S. Moot* 

Kathleen L. Barron 
Skadden, Arps, Slate, 
Meagher & Flom 
1440 New York Ave., "N'.W 
Washington, D.C. 20005 
(202) 371-7310 

April 15, 1996 

* Persons to whom correspondence should be directed 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

Duquesne Light Company ) Docket No. EC96- -000 

NOTICE OF FILING 

Take notice that on April 15, 1996, Duquesne 
Light Company filed a Network Integration Service Tariff 
and Point-to-Point Transmission Service Tariff. 

Copies of the filing were served on the Penn
sylvania Public Utility Commission. 

Any person desiring to be heard or to protest 
said filing should file a motion to intervene or protest 
with Federal Energy Regulatory Commission, SSS First 
Street, N.E. Washington, D.C. 20426, in accordance with 
Rules 211 and 214 of the Commission's Rules of Practice 
and Procedure (18 CFR 285.211 and 18 CFR 385.214) c. All 
such motions or protests should be filed on or before 

. Protests will be considered by the Commission 
in determining the appropriate action to be taken, but 
will not serve to make protestants parties to the pro
ceeding. Any person wishing to become a party must file 
a motion to intervene. Copies of this filing are on file 
with the Commission and are available for public inspec
tion. 

Lois D. Cashell 
Secretary 


