4

S e

——

NUCLEAR REGULATORY COMMISSION

IN THE MATTER OF:

TOLEDO EDISON COMPANY and
CLEVELAND ELECTRIC ILLUMINAT

COv - o
(Davis-Besse Nuclear Power 3 0= 3¢
Station, Units 1, 2 and 3)
and

CLEVELAND ELECTRIC ILLUMINATING 50=4
Coo ’ g_t- al. :" Yo
(Perry Wuclear Pcwer Plant, Units 1 2)

Place - :
. Silver Spring, Marylend

Date - Pages

THIS DOCUMENT CONTAINS

POOR QUALITY PAGES

Telephone
e 202) 547-6222

ACE - FEDERAL REPORTER>. INC.
Official Reporters

415 Second Street, N.E. 8002 260775'

Washington, D. C. 20002
nC46G
NATIONWIDE COVERAGE 2<16 /l/



(

WkBloom
wh

_CR 7786

G

i

1

12

i3

14

i3

16

17

19

22

b

e ——

——

NU

e

In the Matter of

TOLEDO EDISON COMPANY and
CLEVELAND ELZCTRIC ILLUMINATINCG Cuo,

(Cavis-Besse Nuclear Power Station,

Units 1, 2 and

and
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st al.
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Whereupon,
DR. HARCLD WEI
resumed the stand and having been previouslv duly swo:m,
was examined and testified further as follovs:
CROSS=-EXAMINATION (Continued)

BY MR. REYNOLDS:

Q Dr. Wein, I believe at the and of th2 weel. last
week we were discussing your testimony relating tc vo.r
concept of natural monopoly.

Could you tell ma whathar it is yeur belief chat
the generation of electric power ic a netural menopely funce
tion?

A let me interpret that quastion in the vay I think
you mean it and if that's right, I'll be glad to answer it.

The term "natural moncpoly functicn® is a tazvm
which you use but which I don't.

Now if you mean by a “natural monopoly functioa™ ==
and I reinterpret your question as saving is it the case <hat
if there is only one firm engaged ia the generation of
electricity in a particular masket and in that narket chara
were two firms engaged in the generation of alectricits and
if in that market it could be shcwn that i thera's enly one
firm engaged in the generation of electricity it woulid have

the lowest cost as comparec %o twe rirms, throe firms, and

|
i
|
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so on, if that's what ycu mean by your question, then the

answer is if that were thc case that in a perticular naiket

one firm engaged in generaticn woula have lower costs or

two firms or three firms or four firms, then the answer is

Yes, if that were the case.

Q

Is it your view that ga2neration is a natural

monopely in the capital area?

A

No, no, it's not a natural mcncpoly in the capital

area because by definition of ®capital area" you have CII

engaqged in

generation, vou have %YWoledc Edison @ngadged in

generation, you have Chio Ldiscon engaged in generation, you

have Duquesne engaged in generation, vou have Peansvlvania

Power enqaged in qgeneration, vou have the Jizy of Clevzland

enqgaged in

generation, you liave Pa_nesville engaced in

qgeneration, you have many others.

and i{f you
engaged in
cient than
definition

Q

units tied

Now I must nave enumerated at least eight Jirms
are to tell me that if we had only cne Zim
generation and that cne f£irm would te mcrz effi-
any other possible combipation, then of course by
it's a natural monopolvy.

If a group of 8J00-megawatt base load geaerazing

together and operated as an intearated partc of

a sinqgle electric system can provide 111 the pcwer resuired

in a given economic market area at a lsubstantially lower

cost than that achieved by any other available altarnctive,

. | . 4 SO A . S o - G
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6833
would that not constitute a natura’l monopciv reqgardlass of

how the system cwnership were divided up?

A No, because natural monopcly is not ~= in economics

is not a question of the hardware. Natural monopolv in
economics is a questicn of a firm--

Now you said we have mere than on= Lirm., UVow the
question is do the eccnoinies come from zthe Ffacc that we
have an inteqrated system and some other alternative,
electrically integrated, technolcgically inteqgrated, and some
other alternative of having such inteqgraticn invelving nore
fims?

Well, then it would not k2 a natural monopolvy
hecause there ars many firms involved.

Q If generation is in your view noc a natural

monopoly in the

CAPCO area, then as an antitrust eccacmist,

what is your basis for your opinion trat municipals and

|
|
E
\
|

. S————— i - I 1 14 O — .+ = ——
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cocperatives must have direct access tc CAPCO's nuclesr units?;

A This is very clear, the fact that four firas
are not a natural monopoly does not imply that tlieze ZIgur
firms may not be so economic compared to cother fimms anld
if they combine and prevent thesa cther firms from gaialng
access to important factors they are exercising moaepcly
DOWer .

Not only natural mcnepclies exsrzise nocncpoly

power., In fact, most of the anticrust cases ars brough:

{
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against companies where they are not natural monopolies
but they nevertheless have monopcly power,

Natural monopolies can 2nqajz in monopolistcic
practices but it doesn'*t follew that all those who engaje
in monopolistic practices are natural monopolies,

Q Let me ask you, Dr, Wein, why i3 it on pages 46
and 47 that you changed the word "nmarket” to "area"?

A Well, I was cdefining the term "horizental inte-
gration” and a firm which has many different plants or

stores or whatever the nature of the businaess is but s2lls

in effect only one product or one line of commarcse, it weuld

Fe horizontally integrated whether it had many of thosa in
a pucticular market or whether it had many in dilferent
geographic areas which constituted separate markats.
That's essentially the idea behind it.
MR. REYNOLDS: Can I get that answer read back?
(Whereupon, the Reporter read frem the record
as requested.)
BY MR. REYNOLDS:

Q Let me ask you wihy cdid you insert the word
"private" on page 47 in the last sentence to your rasponse
to question 30?7

A Well, because I thought of TVA, for example,
vhich does not engage in local distribution.

Q What do you mean by loczl distribution?

A et 105 W . S B Y ST ST < SR i ® D
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A TVA doesn't own, for example, the distribution

systems of the municipalities to which it sells wholesale

power,
Q Does TVA sell power at retail?
A I think it does to a certain extent, ves, but

not primarily and certainly not in all the regicns in which
it operates. At least that's what I remember Mv. ¥ampmeier
saying.

Q On page 47 of your testimony —'ou addrecss the
question of whether economies of scale nrovide an econcmic
rationale for vertical iategration., lave you ever heard

the term "econcmies of vertical integra:ion®?

A Yes, I've hearé that teim.
Q How would you define that tamm?
A wWell, econcmies of vertical integration can bhe

said to exist if a firm, by owninyg two or mecre levels of
production, can operite mcre cheaply than if it owned onlv
one.

50, for example, if I were engagec in making
steel ingots or raw steel and alsu using that raw steel
to roll it into a variaty of shapes, and if I made mv raw
steel as we usually do in large plants by having z scurce of

hot iron I would save a gr=at deal of heat which otherwise

would be lost if I were tc buy hot iron £rom another company -

if I were to buy iron from another company which could of

ot ————— —
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course exist solely to sell iron, but I weuld chen have to
pay the :ransportation for the iron, I wculd tiaan have to
reheat the ircn in order to get it into a molten stage.

Similarly, if I were encaged in the rolling of
the steal, then if I did not combine the *wo I would have
to take the steel ingot and reheat it and aec:ually have to
reneat it more than I would if I bought it in tha cold stage.

So that some processes are so closely inter-
connected that if you oreak them veu will be 2xpending nore
money rather than if you iantegrate them and therefo-e vou do
it.

Now those are the ecconoric efficiencies,

New I've just taken an example from a manufactur-
ing proc:ss, There are many other sorts of things in which
the same thing takes place but that doesn't mear :that these
are natural monopolies. You can get very integratad and not
be a monopocly at all.

Q Is there any distinction in your mind betireen
economies of scale and economies of vertical intecration?

A Well, yes, the two can be distin uizhed pu% that
dcesn't mean that-~ Well, yes, the two can bz dis:tinaquished.

Q Your testimony focuses entirely on acznomies of
scale and not at all ou economies of vertical iategration
in the electric utility industry. Isn't that corrac:?

A No, I den't think I would charscterize it that

— - a————
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way.
Q Where is it thet you discuss 2cencnies of verticzal
integration in the electric utility industyrv?
A Well, I think &ll throuch there I'm trying to
make a distinction that what economies ore gats from

economies of scale sonetines will lead ¢ tical integra=

Q

(¥]
31

tion and sometimes it will) not, and if it leacds =o vertical

W
i

integration, the economies of scale that you gat at cre
level of integration doesn't necessarily mean voa gzt
econcmies cf scale at the other lavel or that if vou do tha:
they are necessarily in egqual amount,

Then I think I recall saying vcu may qget ecoaciiss

-
-

n

of scale and by using large generaticn eguipment i
market is large snougn but it doesn't follow from that that
you get economies of scale in local distribution level
electricity simply because you have eccnomics of =zcals in
generation.

ilow that constitutes to me a discussion of verti-

cal integration in the electric industry,.

Q Will you give me what ycur distinction is Lecween
eccnomies of scale and ecoromies of vertical intaegration?

A I thought I had already done this,

Q No.

IR, MELVIN BERGER: 1'1l1 obiect as asked anc

answered,
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ebs L MR, REYNOLDS: The witness has testifisd what he

2 thcught economies of vertical integration was ana ho testi-

3‘ fied he thought there was a distinction. I a1 now asking

4 him tc tell me what that distinction is.

5 CHAIRMAN RIGLER: Yes, I understan<d th2 gquestion.

G I think the problem is he covered the distinczicn in his last |

7 answer,

8 Is that what ycu were intanding to do?

9 THE WITNESS: In thact answer and also in the

ic example I gave of the steel industiry you have zconcnie: of

1 vertical integration by saving heat, There may not nave

12 been one econcmy of scale in zher:z in terms of the largest

13 size units, but whotever that was vcu still got it from

:4' saving heat,

15. CHAIRMAN RIGLER: Can vou give a very aquick

15 summary of the distinction between the iwg?

17 l THE WITNESS: Sure. Yes.

#5 i You get econcmies of scale =--

= | BY MR, REYNOLDS:

20 Q And in the electric industry context, please.

21 A Well, now, read the question,

22 CHAIRMAN RIGLER: Will vyou rephrage 1t, please?
23 BY MR. RCYNOLDS:

24 Q what I'm lccking for is a concise statazment cf
25 the distinction between econcmies of scale and econonles of

e o < D Wi
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vertical integration in the context of the eleckric utility
industry, as you understand it.

A Well, if you mean by "the electric utility ia=
dustry” a vertically intecratad generaticn, transmissisn
and distribution company, that's ore thing., If for axanpla
we ha. ly a lccal distribution company that's another.
In a2 local distribution ccmpany there may not necessarily be
21y economies of scale. There could be hut thera may ot
necessarily bpe,

Q Well, let's take the other situation so thet we

can define any distinctions.

A I'm not finished yet. 1I'm trvinc to answer <he
question,

Q That's what I was hoping for.

A If you won't interfere I'1ll try to answer.

If you take a generaticn, transmission znd d.5-

pn
P )

tribution company, it is, under my definition, vertically
integrated,

Now the question here is do you get advant:ges
by having under one ownership the generation units, the
transmission units and the distribution units, Ao mYy answer
is you do not necessarily get Acdvantages in those three
levels of electric pcwar industry by having them all in oue
fizm,

How you could geot some advantagss,

PR—
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The way one plans generation and transmissicn
these days is that it would probebly facilitate the planning
if you were an electrical company who i3 engaged in genzara=
tion and transmission. It would facilitate your nlanning
by having both, for example, in the alternatae organizational
forms I mentioned that take place.

It's quite possible you could have z ssparats
transmission company but this would require then coordina=-
tion with those entities which were engagzd in generation
and so it is in this senss that you might get tihrough owrar-
ship an easier way tc plan the coordinated devalcpment of
transmission and generation units and in that =2nse you might
get some advantages from having a generation and traasrissien
company within the same corporate entity.

But that's quite diffarent; vou see, frcm the

example I gave ycu of the steel industry., The

L3
W0

you lose
the heat just by not having them physically interccrnected
within the same case. 1In this case you facilitate rlanaing
and if your planning with two entities was just as good
as your planning with one entity you would not have tc have
one firm doing it, You wculd simply have their joint plan=
ning.

So this is why vou do not aecessarily gct

economies of vertical intsgration in the electric industyry,
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CHAIRMAN RIGLER: Yes, but I thought tihe
question was what is the distinction between ths Luo.

THE WITMNESS: Okay, I'm sorry,; I forgot that
part.

Now, the econcmies of scale in tae electric

industry at different stages are differeat. 7T£, for

(2]

example, I was solely concerned with genmerazion and i

the markets were large ancugh tlie generating unihs are

]

of such nature that I woulé get a lowar cost bv gatiins

-

into larger scale gencration taan smaller cscale if
my market were large encugh¥For a given size narkat
there would probably be one or several optimal tvped
of generation ecuipment I cculd put in. S0 that tae
economies of scale in the electrical industry ar=,25 is
well known, they depend upcen, in the nature of the technoligs
ical units involved and we do know that if I had aa
ocutput, a market which would take 2000 megawvatis of
power then it would be better for me to put in laraar
units, say from 500 on up than putting in 40 or 59
megawatt units.

On the other hand, acain if I were Iscliated
I couldn't take advantage, say, of putting ia two 1000
megaw: tt units because I would have to carrv ona a:z
rese’ve,

So that whan yvou talk about the aconcinizs of
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scale in the electrical incustry you are always talkiag
about with respact te a givan narkey; with respact ©o
a particular kind of unit, with recpezet to s.a2thar chere
is or there 13 not coordinaticn and =0 on.

New, in ccmmon parlance, i.e., as enginzars
or technocrats talk about it, they're locking &t a
piece of equipment and they're saving, But veu know,
given today's prices for all tae factors of iInput you.
could get, by putting in 2 1023C megasatt ganeratoxr, a
better heat rate and a lower capital cost than if yon

put in a 50 megawati generater. That’s what thay xean

by economies of scale. That i3 a purely tachniczl sort

of thing and it has very lit:ile == vou can't simply :ake
that factor and jump to the econcaic concapi vhich i3
a firm encaged in a particular cuectioa.

BY MR, REYNCLDS:
Q Are econcmies of scale always a functicn
of the market to be served in any inductzy?

A Well, it’'s a function of the size of tae
market and the technology at the time. Tie
market doesn't give you econcumies of szcal:, it's tle
technologies which give you ecornomice of zcale., The
factor inputs, the prices of the factor inputs, anothsr
question as to whather you could take advantage of i: has

toc do with the extent of the warket.

—————. ———— P . 4 S—
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Q Let me aszk you this, Dr. ¥Vein .

Have you made any studies on which von cculd
base the conclusion that theres are nol necessarily
economies to be derived from vartical inlegratlion in
the electric utility industry?

A I haven't but I've thought 2bout it. I have
not seen any studiass which have zhown tkat. I've g2zn
studiee by py frieand Ullo, who uzed to work for me at
the Federal Power Commission, whe started cut Lo s=a
whether he could tz21l whethar one electric ccurany was
more efficient thaa ancther. The answer was he couldn’t.
And then Dr. Pace tried it in his Ph.D thesis a.d his
answer was it is very difficult to tell wheiher one
electric company is mors efficient than anocther. if I
couldn't tell Qhethex cne electric company was mora

efficient than another it would certaialy bs a0oxe

difficult to say somesthing about whether tharz ar:

V]

economies of vertical jntegration., 2part froem that,
we don't have verv many larce private -=- tell, I coa't
think cf any large private system which isn't vortically
integrated and so0 it yegld b2 very difficult for we
to compare that sort of thing.

Q ¥Would you agree that generation and tracncaizsioa
must be jointly planned in order to achizve mininuur Lass?

A 1 assune you mean in a particular markaet arca.

———— 0 ——. A—————— -~ E——"~ 4
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Q Right.
A Well, I think thevy shou'd be jcintly planned,
sure.
Q All rignt.
Now, what pcssible econcmic incentives do you
see as existing in connectica with the croation of &

transmission only company vhich has no affiliaticn with

generaticn?
A What ipcentives could I zee for ii?
Q What econcmic inceniivas caa ycu se2 to that?
A Cee, I can sce a lot, deprending on which

viewpoint one takes, whether onc takes tho wiswpeint of
sgcial accounting or private accounting.

Q Let's take the viewpoint of private accounting.

A Well, if I wanted to plan a tranmmission svsiem
I could probably make as much nconey in so deoiny az if
I wanted to plan a completely vertically in:egratad gystem.
I doubt that we would be subject to scne sort of vagulatioa.
It seems to me that the eccncmic incentives would Le
just the same, that I could sell transmission servizas,

For example, suppose I said, Lock, I'm going

to build a transmission network, szince we'ra going o starte
de novo, since cbvicusly righ% now you can’t dJdo iz, ba:
I'm going to build a trancmission network ar4d I'm aoing

to coanect this transmission network ind I'am going to taks
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together the cities of New Yori, Philadzlphia, 'Jashington,

pittsburgh and Cleveland ard I will have transmigsica
around there and I know in thece areas thare are 1cts of
generating ccmpanies and I will say, Well, if you're a

generating ccmpany located in Philadeliphia and H{ZILP waants
to buy power from you, thiz is vhat it will cost you &0
wheel it;and I might get 2n awful lot ¢f business trnat
way and there might be, of course, unfertunataly, an
awful lot of ccmpetiticon betweser the genzrating corrzanies,
if they had to face that kind of a question, but if I
were a transmission cocmpany and I had thai monopaly

over the network that weuld ba & pretiy lucrative thing.

But of course I charce the same rates for
everybody, there wouldn't be aay discrimination. It
just means that now the local companics weould have =
wider option frcm generating ccaipanies.

CHAIRMAN RIGLER: In ordaer to provida that
kind of service, though, you would havza to have high
voltage lines betwesn all of thes® service poin:c.

TEE WITNESS: VYes.

CHAIRPMAN RIGLER: And isn't it liXkely tlazc
many of these lines would rever be used, that there would
be inefficiencies in your coupany?

THE WITNESS: If I were a stupid plannsr, that

would be the case, but, in effect, I would a0t —-- you s3ce,
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I would not put in a high voltage lin2 unl:zss I knew
that there was some Jretty h2avy generatioa thot'es going
to go over it. In other words, thare are goms nazzive
loads of power. So what I weould do, in efiget, is waat
the railroads did in the early cays and it's really no
different. They build big lines, but where do thev
build them from? Well, first, in the sarly days the
great centers of the population were in the east, o you
have got these great lines going from the ureat citias
and that's what they did first. Eventually, as ths
things grew up they built cecllatoral lines and in =flect
that's what they wculd have done in this.

Now, it is pot unccmnon in other countriaszs to
have transmission owmed by tha covernment that, in 23fec

becomes a common carrier.,

I might add that the tranemissica integration thag

the private companies do in effect makes it a conmern
carrier for themselves, but not for others who arz rot i

it.

e

n
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BY MR. REYNOLDS:

Q In the situation that yecu referred to with respect

J

to transmission as = common cavrier 3ystam in othar countris

a
@

(

is not the generation also owned by tha covernment:?

———————— s ———— . S~ — -+ ———————

A Yes. But it doesn't have tc kbe.
Q Do you know of any situaticn where generaticn and

transmission are separately owned?

A You mean in other countrias?
Q Yes. Or here,
A I can't think of aay at the moment.

All that indicates is that under different
conditions, different organizational forms come about.
Well, let me just think. Let m2 just %<hin

Am I not correct, in the Pacific intartie that is

built by the gover ment, just a2 sole transmission line, aothing
else? Others use it, not cnly the power authorities up chere
use it, but so do privates. 'i
Also there was a plan by the Ssutheast TFower |
Adnministration to connect their dams all through that area of

the country, to build a transmission network. OIF cource it

nevar did get bullt, because there wag -- it got killed in

Congress.
Q Those dams are generation though. isn't that right?
A Yes, but they were qoing to build a cransmizcion

that was to connact their different hydro to eazh cthar in ordaj

i



10

11

12

13

14

15

17

i3

19

2!

24

T e

to get efficiency c¢f their hydropower and o

customers. You don’'t builé transmission lin

8 and net

@

connect it witk anything, let me put it that way.

Q Dr. Wein, let me read veu a statznant DY

at pages 2899 and 3900 of the trancscript.

Dr. Hughes testified, and I am quoting:

"The natural way to plan, devalcp and ocarats
a bulk power syst:sn iz to treat ganeration and
transmission togather bscaus2 in scaling, sizing,
locating facilities, desictming them, they have
to nesh well and gocd system pPlanners can put ths
piaces together better than separate organizaticns
operating t Irocugh the mechanism of the markec.

"Sc in general, generatiocn and transmigsicn
tend to be integrated. Crce vou have a territorial
base of individual systems it iz a legical
developrment for the transmisison in that arza to

reflect whocver l1ls gencrating and serving zhae lcad."
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Dr. Hughes during his testimony in this procecding, appearing

Now will you explain to me in what ways vou faal

” that Dr. Hughes is in error in connection with that siazern

A Lat me have it bafore me 80 that -- paligre I

answer that question.

(Handing document t¢ the witness.)

Well, I want to read %he first part of it:

- ———————— ———— . . ——— - —— —— - . T— .:e — i —
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"The way in which the svstem grew up was tc
have integraticn from generation on thoough
distribution. And as systems consclidata within
any given area, tne consolidatzion affacted dulk
power and ratail stages. 2And ithe natural way to
plan and operate a bulk power svstenm cnee ic has
grown up and consolidated in that way iz to treat
generation and transnission together kecause in
scaling, sizing, locating facilitias, .
them, they have tc mesh wall. And geod systen
planners can put the pieces togethexr bhettar than
separate organizations eperating <hrcugh the
mechanism of the market."
Now the first part ig the wey the systema graw u
I have goae through my discussicn on the diffara
organizational forms to cover how the systems ¢rew up. Tha
could have grown up in another way, is which I centend.

dow that the systems have grown up, i.a. now tha
the CEI has a territory, cobviously CBI, being 2 vartically
integrated company, when it plans its generation, coviously
must plan its transmission.

And when it plans its gerneration it obvicrsly ma

forecast its loads, all of which are within i¢s own svstem.

b,

New the natural way o plan and develep CRI onea

it has already gotten to this stage, obviouslv iz to du it.

D.

-
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Ncw the next part of his ccrment:

"Once they have done this, good svztsnm planners
can put the piesces together bzttzsr than scparais
organizations operating through the mechanism of the
market."

That is a little vague ¢o me because iF I follow
that logic out, then what I would he saying is tha%t in the
entire United States we& cught really tc hava only one organiza=-
tion cperating the transmission and generation of this company
because good systom planners can put the paces tcyather becuer
than the operatiqn of the narket.

I don't believe that at all. I thiak good svatem

planners operating within their civen zituvationa such as operating

the CEI, or an Ohio Power, given the fact that they ars what

they ar¢, they don't need the intarvention of the marke. if

you wean by that some other independent fiimn, Thev are ogoeratic

within a particular area which is thairs. They obviouzly use

the intervention of the market. If thera ware ac market they

c-uldn't plan it, because gocd system planners don's nlon

systems unless they take into account tha prices, «ha
alternatives and so on, which is the market.

So that part is a little vagua, bu: I zsswie thet
that is what he means. Ha doesn’t maan that thev don & use
the mechanism of the marlket to plan Secause tha:z weuld e

absurd. That means thev doen't use pricss %o slan and thet is

&

o
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obviously absurd.

‘What he is saving is they don':, in planning
within their territory, have to ack Chio Power wha* they should
” do. That is essentizally what he is saying.

MR, SMITE: Don't you see natural efficiencics,

l howevar, when you can substitute a simple sxacutive decluion
s for an arm's length bargaining that iroulc exist if you hizd
separate transmission and generating enticies?

THE WITNESS: No, I am not sura, Mr. Smith, that
there would be natural efficiencies.

% I can see that it would be an =asier conhclusion to

come to when you have exacutive decision. But there nigh:

be inefficiencies. For exanple, if I werz a transwizsicn

company bargaining with a G&T covpany, I would be constrzined ‘
to do as efficient a job as I could, or not my ratas would be hilm
and the G&T -- c¢generating part of the business, he weull savy,

well, you are too high, we can't sell that. BEither vou out

your rates down or we can't gat that business, thaz is all.

And so you might have it, whereas within ors ccrupany
” operating on its own, there is nothing to coustrain them., Thev
might, for example,because it would add to the rate base of %

i
building an excessive transmiszion system. 1o is therz zc
say that it is excessive? No regulatory commission evir goes, |

to my knowledge, into tha details of the design of

. : |
H anything in an electric pcwer systen. They donft even inow thati




mmé

10
i
12
13
14
15
16
17
18

19

21
22
22

4

'A

lL

€852

they are being charged overpricas for electric c¢ansration.
No regulatory commizsion ever did that. &c¢ how
could they ever know wheth & a transamission system vas

efficiently designed.

Sc that I think than that the natural 20ficlencius.

if you were to replace that phrase by, it is easiar and it
may eliminate mistales -~ in other words, I might be a
transmission system that mzce a mistake on whars I thought
the big development was going ¢o be, and therelors I got &
BPUr -out which is ampty.

But the private systema malke those mistakesz too.
They also make mistakes in forecasting where the davelornent
is going to be.

BY MR. REYNCLDS:

Q If you had a separate transmiscion ccinpany wvihich
was charging a high rate, what would you suggest zlat tha
generating company do?

Go out and shop arcund for anothier transmisnion
company?

A No, I said 1if we had a separate tranzmissiocn
,system, if that was subject to ragulation, now I would nhave
really a good fight on my hands so that a regulatory

commission really could get some inforracicn. .

The generating company 1o, you knowr, preity cavvy

25 i about transmission, and it can go to the regulatory
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And fasre are otiher tranzgmission 3ystan

throughout the country that ray be vary similar, and il would

have that. And so you would have a fight batwean twe
elements of ralatively equal zize and ability and that
would be very helpful to a regulateory commission,

Q So you are contemplating that your g¢anaraticn
company also would hava transmicsgion as well as a separace
transmission company?

A No, I didn't say that at all.

I said you would have tha genaratince company
which is a pretty big outfit, ycu have other txansmizsion
companies throughout the country, the gsnarating company
would be savvy about the transmission business.

This is what I said. It would not b2 2 smalil,
uninformed customer. .

Q Ara you advocating the eatablichment ol separate
transmizsion companies?

A No, not in this hearing I am not advosating the
establishment of separate traausmission corpanics,

Maybe at scmetime in the future I night.

What I am advocating is that the traasmiscicn

be treated in such a way that anybody who wants <o gat on i

does, and paye a fair charce before using i,

CEAIRMAN RIGLER: Dr. Wain, let me ask you &

.
-
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gquestion.

In the CAPCO araa if ther2 was separation ge.aration

tranemission so that you had five gensra:ing companizs, how
many tranamission companies would you expzct to find in

.-

area?
THE WITNESS: You mean right now? As of now?
CAAIRMAN RIGLER: Yes, sir.

THE WITNESS: And we ware starting cort of &2 novoe,

right? We hava fiva companies and the guastlon i3, woula

there be five transmission companics, would thzar e four,

would there be three, would there ke two, would thera ko one?
I don't know. I really don‘t kaow what would

happen. I cculd conceive that therae micht be sevaral.

Some -- and they would be intercomnected jnst like 2 railroad

ie interconnected, vou see.

But I could conceive, for exampla, that I migatc hav

a transmisgssion company which might stretch all the vay. say,
from Chicagn up along the zhores of -- aleng the shoraes of
Lake Michigan, across the Hichigan peaninzula all the wav Lo
Buffalo with feeds off it, which might Ze one trancmizzion
company which would b2 oparating interstate. 2And I might
conceive of a north-south transmission line.
CHAIRMAN RIGLER: Would you expact that CEI

would have at least two transmigsion options to intarcennect

with Chio Edison?

- o it —
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THE WITNESS: VY23, probably.
CHAIRMAN RIGLER: And would that raise
of transmission?

THE WITNESS: I don't know.

Nobody has evar roally tried tiais Xiald cf crgative

engineering because thare has been no reascn fer

o
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BY !MR, REYNOLDS:
Q Dr. Wein, are vou suggesting the feasibility of
competing transmigsion companies? Will you give a Yas or Nc

answer to that?

A Well, you have to tell me in what area,
Q Let's say in the CAPCO area.
A No, I don't think I am at this point sayiang that

vou necessarily have to have competinag transmissien con-
panies although if "feasibilicy” means *possible," sure it's
possible,

what I am suggesting is that such transmission
natworks that exist should be open to 2ntities which ar: not
in the CAPCO Pool under fair charqes,

CHAIRMAN RIGLER: That's the problem thev’vae been
having with this line, is that that lecads to tihe zesalt that
you can have or that it's preoper to have just the one crans-
mission network. Dut your answers to the previous lip2 have
been that you favor competing transmission nztirorks within
the CAPCO area.

THE WITNESS: Lat me put it this way, Mr., Rigler:

The logic of the argument as I se2 it i3 this:

Is transmission necassarily a naturai monopoly?
And my answer is No, it is not necassarily e nitural mono=
poly.

CHAIRMAN RIGLER: Yas, you said that cn Friday.

R S e
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THE WITNESS: The second question: Weuld it De
more ufficient== I mean does the transmisslion natworx as

it now exists, is that more efficient than igf MELY or tha

others and sc on started to huild their own? And tnae answar

is Yes, it is because of the size of the svstem, &Lhe fact
that the system is tner2, the problems of sitiang «<nd things
of that nature, and the system itself has prcbably <2« @
considerable anount of extra cepacity which is natural tc
ouild ir for the future. So it is not efficient if it
ware possible for tiese entities to gat thz traasmission,

The next question is would it be better, in terms
of the social accounting, tc hare competing transmission
networks? And what I was saving is that it ceculd ke that
that would he better but that would be a very diZficult and
lonqg, factual investigation as to whether cne then is tryinc
to get on the drawing boards and create some diflarant type
of transnission network for the Unitad States to sce whether
it woulu Le better than what we llave now.

The naxt point is suppesina that what we aave aow

is about as qood, given the cost of change,es vou can ga

o«

The rext ruestion is shiculd it ha owned by one company oOr
€ive companies, and that's still a different quastion.

in oth:r words, I'm always srying to maie a
distinction between the techinical advantages cf intarcconec-

ticn and designing an ocarational network as ajgainst the

- - -




fact that when ycu have that it doesn't have to |
one company because in adcition to the hardware
is all you can get in terms cof desiqgn, you Lhnow.
mathematics and mathemati~al enqgincering, vou still have, in
addition, all the cther ingredients in operating a trans-
mission or generation or c.stribution ccmpany elficiently.
It has to be properly mairtained. You have to encaca in
day=-to-day operations which may be aqcod or bad depeading
upon the nature of your minagecment personnel and so on.

If you're engaced in generation you have to en-
gage in contracts for fuel; some people may be Detter th

others and so forth. So that you have many mere ingredients

than simply the transmission hardware or simnly the gancra-
tion hardware,

And that's where the question o difforent

firms help in that regard, and my answer is Yes, I tnin!l they

would.
BY MR, REYNOLOES:
Q What is the basis for your statemcnt that thare's
excess capacity in the transmission system In the CPCO
area?

A Well, this is the third hearing I've attanded

and my recollection is that every one of the 2ngineers that

I've spcke to said that'’s generally the case, that 2t the

present time you have -- between particular points you may
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have a 345 line; a 345 line is built in anticiration of a
great deal of generation coming on but the g2neration is not
yet there., Sc¢ in that 343 line you have a heck of & lot of
capacity.

Q What engineers told you tnat there was excets
capacity in the CAPCO tramsmission system?

A I can't think cf anybody with respect tc JAPCO
but it seems toc me that this is generally the casc,

Q And the three casas were Alabama and Consumcrs «-

is that not right? == and this?

“ Yes.
Q How do you measure capacity in transmission?
A Well, I suppose== All I can tell ycu abecut thact

-

is what I read in the Power Survay. Not vceing an electrical
engineer, you generate capacity as the amcunt of lcad a
line can handle without excessive loss or wizhout burning
up.

MR, S!IITH: Mr., Reynolds, are yocu able to state
what the Applicants' position is on that point?

MR, REYNOLD3: On which pecint?

MR, SIMITH: On whether thers is excess tran.-
mission capacity? I was just wondering if veu ara ablaz to
state what your position is.

MR, REYNOLLCS: I think the position goes to what

—— — .
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context you're talking about excess capacity. In terme of
making the determination whether there is excess capacitcy
depends on a number of different variables that have to b2
looked at, the types of power transactions that a line is
used for and the different arrangements.

T don't have any=-- Applicants will, in their
affirmative case, certainly speak to that peint,

MR, SMITH: I just thought it might be helpful if
we knew as the case progresses,

CHAIRMAN RIGLER: Well, for example, we know that
CELl has the capacity to carry capacity pcwer to the City of
Cleveland because they stipulated that.

MR, REYNOLDS: That's right.

CHAIRMAN RIGLER: But we den't have at this cine
a general stipulation with respect to capacity of the CAPCO
systens to wheel power from cutside the area to various
municipalities within the system,

MR, REYNOLDS: That's right.

MR, SMITH: Do you mean your position has not been

formulated or you just prefer not to revezl i1t uatil vour
affirmative case?

MR. REYNOLDS: What I'm saying is it’s not for m

0

to testify on tha complex subject of capacity of transnissi

o

O

that involves engineering questions, reliability questions

and all sorts of other questio.s. I have no problem giving
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their case on, but I'm rsally not the one to tescify on chas.

MR, SMITH: It may be s wnfair question. T may
be asking you too simplistic a quastion.

MR, REYNOLDS: The problem is thac thers are a
nunmber of variables that ¢o intoc respcnding weo your guastion.,

For example, the question as to excass .apacity
could be answered in diffcrent ways, depending on whethar
you're talking about at the presentc time or vou're talliing
about capacity that contemplates whatever the nlanning is
for the future and the loads that are anticipated for a fivae
year period.

It's not the type of thing where yecu can mske a
simplistic answer that sayc excess capacity can be determinad
by looking at this particular point in time, Zfor exomplz,
It's a lumpy concept and it depends on a numcer of variae
bles that obviocusly have tc ke taken into account.

New what I was basically exploring wizh Dr. “eine-=~
He had made the statament that clearly there's zNncecs
capacity in the transmission system of the CAPCC couparies
and I was asking him what the basis for that wa: and hov he
arrived at that conclusicn,

THE WITHESS: That's an exccedingly intricate,

complicated type of consideration which doean’t land icszeif

- —
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to a quick answer to what you've asked mea, It's nect because
I'm reluctant to give you a position, The Jpplicants ob=
vicusly have a positicn. But it's the type of thing Zhat I

think has to be spelled out by the witnasse

@

and it's going
to take a fairly intricate explanation in order that tae

Board will understand the whole concept of capacity in

0}
[

transmissicn lines and when you can determine that ther
excess capacity and whether you lecck at exncess capecity and
make that determiraticn as of tcday or as of five years from
now, or when you make it, and the differenc varigbles that
go into it such as your present load and your proj2ctea load
and your present planning of gemeration cnd your futuic
planning of generaticn.

That's why I'm reluctant at: this staga to try to
give you a generalized answer because I really think it woulc
be inadequate and I think we have to get in%tc an avful lot

of other factors and varicbles.

CHAIRMAN RIGLEF: As tha Board looks at the problem.

Dr. Wein i3 advocating thzt you allow the municipal sysiems

in the CAPCO area to ba atle to ship om or a%tach Lo th

v

transmission system today because he feels thera's excass

w

capacity. Now the Applicants can come back and say Yes, thsre

may be excess capacity todey and we're not utilizing
our lines toc the full extent pessible but wae built thoza

lines to project our needs five years, %e: years in<o tha

PUS———
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future and they're going :x¢c £ill

us to do?

let us into the system as a part reulex
you plan and we can help 7ou develow thass 1lin

of our future needs, and ve keep

wave.

with you,

e and then what do ¢
Pugsh you off of our system as thases fill un’
And to come back ¢ that the municinal sars

MR, REYNOLDS: Right,

I think that's whaerz +ha isgsue is joined,

But wvhat I'm saying is I thiak

ot

to give vea

Applicants' position is going to take 2z fulier exolar:

than what
question,
calls for

the area,

in our affirmative case so that tha Boaré will be 27y

I anticipate Iixr, Smith had contamplazzd by &

—

and it is cne that is a complicated vasnensze

some engineering analveis aad scme exversl

"\
W

and we are intending to go intc that ia sonme

of our position fully.

Applicants propcse to file some supplsmental expart testimenv:

of the situation as it axists in the CAPCO area., e o

propose to file any additional testimceny but we do intand to

MR. HIELMPELT: Do I understand <hen thas

MR. REYNOLDS: No, fact testiamcny., Izt

go into it.

¥R, HIEILMFELT: I'll wm2k:2 ny obijsctions

S

s the

the

100

~
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appropriate time to thact.
MR. REYNOLDS: Okay.
BY MR, REYNCLDS:
Q wWould you censider it feasible to have cempeling

generation only companies in th2 CAPCO area, Dr. "ein?
A Do you mean by "feasibla" poszible, or do you wmean

would they make money if they did it, or what dcez that aean?

.+ ——— - —— v - ——— ————— .\ —" " ——— — ———— ————
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Q Well, dc you think that =~

CHAIP™ N RIGLER: Do you mean doa2sg he thinX
that Ohio Edisc.. should compete with Teolsde Rdiszon for
the sale of '*3 gengsration cutput for theiz ragpactive
generation outputs?

MR. REYNOLDS: 1Mo, what I'm reallv asiipe is
whether in terme of his, Dr. Wain's corcapt of generation-
only companjes and transmission-only companies whethoer
he thinks that you cculd have in the CIAPCO area coupeting
generation-only ccnpanies which would effectively cuoply
the generation to the custcmars in thae CAXCO araa and
earn a profit on it.

BY MR. REINCLDS:

Qo Can you answer thatc?

A Assuming they had access to transmisszion at
a reasonable rate, is that the ide=2?

Obvicusly they have to deliver the powser cover
something.

Qo Well, assuming you had alsc competing tranemiscior
only companies and they had access to the transaigzicn of
the competing transmission cocmpanies at a price.

A Under those things I think it's feasillc not
only for companies in the CAPCO area but £cr comsanics
outside the CAPCO area to be selling ccupaniss irei-a

the CAPCO arzas, consumars inside the CAPLO area., I think
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that's quite po3sible and Lionel Weiss wiote & rapzr ca
that.

Q And would you ccocnsider that hind of an arrange-
ment to be preferable to the situaticn that new oxiucs
in the CAPCO area with respect to the Applicants’
coordinated arrangene.. . ?

A Are you asking me for my sgocial Iundgaoernt of 1t,
is that what you mean by prefarzbla?

Q I'm asking for vour economic judgment.

A Well, my eccacmic judament on it can’t %

Rt

exercised because I den't hava the data in tho sense
that I'm not sure whether it would come ont chazprer ox
not cheaper. If it cam=2 out cheaper I'é cavy vesz, i:
certainly would be preforable and by cheapar I imean
result in lowered dalivered prices, c2v, toc load conters,
then I would say it is preferable. It cortainiy weuld
lead to probably greater ccmpetition and in this seonza
it would be prefarable in mvy judgment.

MR. SMITH: "hen yvou speak of compaticica in
transmission do you nacessarily include a gubstaniial
anount of reduncancy in traansnission?

THE WITNESS: Yo, I don't.

MR. SHITH: How could that 'e?

THE WITNESS: Well, vou have to have redundancy

in anything, if vou are going to have competiticn you have
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to have redundancy or you're not geing to have ccawncziticn
because there are unexpacted continganciazs uhich you
plan to meet.

Let me go back,becavce that’s the onliy &thinu
which comes fairly clesa to this, to tha railrcads.

We had redurdarcy in the railroads somariore
between the period of, let's say 1219 ¢o 1920, Qrigimally
thers wasn't any redevndanc’, there wesn'’'t eanough railrcad
capuacity. Thaen many lineeg grew up, sc¢ il you were Lo
take the great systums that went betwaen New Yorii Cicy
and Chicago you would find the Yew York Centrzl, you'’d
find the Pannsylvania Railroad, you'é Zind betwaoca Buffalo
and Chicago the Nicksel Plat2 and go en. You had a lot

of railroads going there and they were cenpeting azd the

M
v
<
=4
@

reason why they wera coapeting was because tha
enough market. 1Ilow, thay didnft go by the s2ue zoutis,
The New York Central &idn't jo the same way ag vh2
Pennsvlvania or tl.e B&0 going to Chicaco.

Now, when th: market2 shrink the rsduilancy
tomes in and sc eventually these railrezds droprzd thelr

lines, Instead of haviag, 2 the New York Central cnce

did, for exampl., six tracks hetwaen MHeu York and Buifile,
you get down to two, side by aile.

CEAIRMAN RIGLER: DBHutr did tas markat shrink

in railroads? Didn't the cvarall amount o connase carzac
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rise?
THE WITKESS: It Jdepends ca waish vnoried. Jas,
it was rising but the capacizy was mteh Ziggsr than the ==

it could take a great deal morz and 5o yon had redundancy,
if you see what I mean. In other wexda, the capazity of

zhe rail network was much gr2atar than the incraaco in

)
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rail tonzge ard so you come to acout 2 pa
around World War II and theam vou sort of heold conaiant;
but at the same tima vou'we ilncreazing imarily chvough
petter communicaticns, vou're incrsaging th2 capociiy o of
the rail network itself. Ind then it goas deua, 53 vow've
got redundancy.

CEAIRMAN RIGLZR: 'Mhat gces down?

THE WITN2SS: The total ten-milas go down ard
vou have radundency for a vaziesty of zeasons.

Now, you dc have compatiticn,2ll the zails
are interconnected. Now, vou could take a shizmant In
¥ew York and it would get -- end up, 527, ia fan Diloyo
and it wouldn't go ovar one lina, it would co ovox unnv
lines, or if you were a shipper and vou waxe in Lev York
you could specify, if you wished, %bhat Lue shipaent: e
on the New Yorl Central Ffrom itev Zeoxk o 2ulialo and
from there take the Nickel Plate ovexr ©d Chlcaio Zor scie
reason, whatever ycu want. Zou could speciily to.ot.

8o that vou have an inte-connectad rzil necwork,

P——
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but you have many different companies and they are
cempeting with each othar for “he custom cf trne shiosooxs
who haye the authority %o say which vavy e want :tihat
particular car to go.

Now, to bhe surae, eventually a tise somes shen
that system is ton big. The rise of the trucks, Zor
example, and the highways, the decline of passencar
transportation. That right of way is too large and veuv'ive
got to cut back on it bacause it is expenciva,

Now, in an electrical trarcsmission systen

there isn't any reascon why that I can sce -~ thare Tay

&)

) .
2Qre

be good reasons, but I can’t sce it ¢ priczi.

na2twork

(91}

isn't any reason why I couldn't have, say, a 34
which starts somewhere in Boston, vocs tirouch the iTaat
populated areas and ends up in Chicaco. There is nczhing
inherently cr.:y about that and I couvld hava hal, chan,

a firm which saya I am in 345 transmission or whnateoo

E

and I may have supplementary services, I can give vyoua 1343
if you wint and so on. You may have other firms w3t as
you had within the graat transccntinental rallrosds -7
the United States, others which are pure'v rogicral but
nevertheless hooked in becausa they hava sub:iractzss their
primarily supplying i inve:sticies batweea thasa graat
systems.

CHAIRMAN RICGLER: Can you have two firms »a

[ —
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this 345 kv from Boston to Chicago?

TEE WITNESS: One could go from Boaton Lo

.« . e — ———— SR

Chicago, as it were tha crow flies, and tho othor sne

can go from Boston ©o Bufialo ¢o Chicage and th2 othar

one go from Bosten to Naw York to Philadelipnia te

Pittabv» 3h and then to up and swing that wov to Chicago.

You could have that and actually when you look 2t ths

happen €0 have one with me, ycu'll aee that in offacc

this is what yocu're getting. ¥You'ra gattine thiz densze

B LS ————

network of major arteries with thase capiliaries, as it

were, off them.

Now, this is scmething which dvranically
evolves over time in accordance with the orzwih of Ln2
industry, the shifting of loads and things of ¢hec raturs,
and there is nothing inhersnt iu saving vo ‘ve gt to have |
cnly one firm, All that that rzally means is you have
to have some intarconnection and if vou'ro mmart you’ll
start to do some planning akout it.

Now, the questicn is if planners plan will
they also ccmpeta. That ir really, I think, the fundamental |

|
'

question which hae been raiszed here. IS wvou hava mombers

i

of a pool will they want to comrete with cach sther. I

you have coordinated planning will vyou necessarily

(A1)

€ile Sgorainacs

eliminate ccmpetition batween the merbers o

RS, >
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planning team. The only thirg I can say is I don': lhnow
but I think if you merga them all in ons fism vou sursly
would probably elinminatz rmers cempotition tlian you weoull

if thay were independent firas

'S

the cise, you know., Cldsmobile comuetes with 2ontiac
and they're all cwned by Ceneral Motcrs.
But this is my beli:af,
And I think it is bettor, then, to have many
firms rather than one ¢ven though the many Lirms 2o
a certain amount of plannirg with sach otheaxr gad thace'~”
why strictly speaking vou don't have natuvral monsgolies,
you simply have optimal structures in %I
engineering sense, not necesszarily in tha cocnoniz conza.
BY MR. REYNOLIS:
Q Dr. Wein, do veu knov vhat the firaneizl
conditions of the rxailroad: i3 todav?
A It devends oa which ralilrezd veu'ra tallixa
about. If you'ra talklag adbeut the foutizra Pagifiz
and the Southern Railway, they args in protty daw cocd

shape. If vou are talking about thae Naw Tcrk Ceatzal or

i

the Penn Central, thay ax~ in bad ghare and thev goc in
bad shape bacausz they qoé invelvesd in a michegotien
merger on the theory that they were ¢olag to L2 vary aora
efficient.

0 '011. Dro ':J':‘tn' it

Hut that's not pacszscrily
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A I haven't finished vet.
== on the thaory they wers going to Lz very

more efficient. It turns out that they wors wvrong. It
turns out that cne mexbeor of that merger, Mr. Proman,
was always against it and finallvy quit, but there was
a great interconnected netwvork.

Q Let me ask you, Dr. Wein, do ycu lnhow whather
it weuld be possible in the scate of Pfernsylvania to have

the kind of a situation you suggast wvhere you have

competing cgeneration-only ccmpani2s and competring

A Well, apparently the legislaturs of Pfenrsyivania
in their wisdcm seems to prohibit that.

Qe So it's your understanding that that %ind of

[N

an arrangeaent would not ke pussible, is that corrzo:s
A I suppose under the law, I don't really xhow.
That's a legal question.
43 Do you know whaether such en arrancemens would
be poseible in Ohio under the state regulatory frarcorzk

that aexists in Jvhio?

A What kind of an arrangement ara you talltinc
abcut?
Q Let's say ccumpeting transmission~only ccasanies

or competing ganeration-only.

mivee ¥ A4l
¢ PUNT 4 CAQ

L]

A Well, I hate to give lacal opinion
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road the OChioc statulz and so Zar 23 I ¢an zea 27 by
acme act of the Leoaxd of daircctors of zash o7 the Zeovx
conpanies approvad by thalx stoel hwidere, vhish cou
show == which could ke sho'vn Salivre tha PUCO Lo cngayg?

in == would result in benefics o the consunare and ach
detrimence, that thece boarde o8 Airvecucry dasided to sat
up fcur companices, one cof which wov.ld own <ronsuission,
which is pow owned by CAPCC,ani the cothor ol whden wald
own generstion and the third «hich uouléd ousn, 23v, thelx
local distrilution, three companies, I “Asa'e !mwerr thas
that would te mede illscal by Chio law, Lvt == I mzan,
I'm not ar attoernzy and I doa'c e shev thst questlion
aver has coms up.

v Let we &8sk you this:

Would youn envizion two ganaration=-cnly ceomnanizs

conreting by planning €2 reet tig sane load?
A sure I coculd envision that, X4 heppums all
the time in other induzcrien.
o Hould you also envisica tvo trosamisnionecnly
conpanies competing to carsry tha sanag lcad®
MR. BERGER: Whea vou say znvieicy do woun waan
i3 it possible?
BY MR. REYNOLDS:
Q In the econcnie sease wndar CTr, Yein's cuoisust

that he has described thas morming.

o ——————— —

- ————— "
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A Oh, vas. The answer is gura. I'll give “on
the example: I've got now cwo cgraet tramumiasaicn ne:is,

one going from New York tc Chicage aloay th2 routs of the
New York Centr»’, and west alony the shorss of Laks

Brie and into Chicago, and the cther one cecing the wvay
the Pennsylvania did, and there's a wcity aloag the vay,
let’'s say Cleveland, which would ke fairly cloesa. fad
there are scme generating companiesn, one ereound Yew Tork
and one in Philadelphia 2and on=z mayde in Pileizhurgh and
one in Buffalo and the city of Cleveland puts out hids,
vhat can I get this powar for and 21l the genevating

companies which would ke on this path would bid for if,

those who wanteé wo, and there would bz g-mz on 2 Yew

S p——

. —— — —————-—. —————— - ———, > . o —

York Central networl: 28 it were, axd some on =hae fanasvivaania

network which stops off at Claveland and then they would
ke ccmpeting for the came market. Thev might win 27 leaa.
There i3 nothing inpoesiblie about it, it -Hust memnz
that 1f you live withis one organizatiomal franewori you'll
find it impossible to conceive of any other onez, IDuc
there are people who can't cocnceive ¢f other caar and
not just uninformed econonista like mysell,

Q And you would conceiva of tio genzratlison
companies building capacity to sarve the rune lszd in that
kind of a situation?

A Thev are building capacity aad hoving ia nind

—
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potential markets just as I can conceive cf two stzel
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coapanies, both thinking thev would 1like to ge

W
(54

Motor's businesz. Sometimes they ¢at part of it an
sometimas they gat 211 of it and scmetimes they Jgei houe
of it and they are all building capacity with that in
mind. And even thouch it cost $500 millicn to build the
one million integrated steel plaat which would add one
170th of the capacity of the United States,recuchly
comparable to building 2 1000 mezawatt planz, they’ll go
ahead and do it and ncbody sgzys, Yhy this is a corxible
waste, you're duplicatiag facilities. You ought t2 get
tegether in one major s:teel combine and plan it. That

I think would cartainly violate the antizrusc izua.

But there has been this mytdh of natuza
monopoly which says that zomehow or other the dunlizoticn
is so terrible a thing that vou just caa't owve i,

Now, in the case of generating companiaz, I
don't think it's that terrible.

o And you cculd gae two transmizssion linas being
built to serve -- to carry the gensration Zren the 3-ae
generation plant?

A Well, my Lorxd, espacially if some of :the
Westinghcuse dreams ccxe true I 2an hink ol four ol them
because thare we're talking about putting nuclooy pliats

in great parkz wvhere you have 40 or 50 thousand mecwatés

e o, . e 5
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being generated all in orne peint., I den't zee why
that couldn't be served by five different transmission
companies and that may be the technolocy of the lfuture.
MR. REYNCIDS: 1Is this 2 geood place to tase a
break?
CHAIRMAN RIGLER: Yes, we'll take ten nminutes
at this time.

(Recess.)
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CHAIRMAN RIGLER: On %“ha reszord.
BY MR, REYTHOLDS:

Dr. Wain, on page 47 of your direct cestinon:
-

you give as an example of a horizonvally intzoraced elecuxic

utility at the diastribution level, a firm which owmns alectoric

distribution facilities only in morz than cne gecqgrashic

market == I'm sorry, one gecgraghic arga but doaz not >zoduce

elactricity or own transmission -facilitiles.

A

Do you know of any such £i ms?
No, I don't know of any.

I think that sasxample uwas simply %o illustrais

what it would be if there wire such.

Q

and that higher voltages are certain to be used in che Ja.urs,”

A

Q
A

All right.

On pags 50 you make refersnce to the toghnsisgy

| of transmission and state t2at"it 13 continually incrovisg

What voltages de you have in mind?
Well, 345, 500.
Those are presan:ly-used voltageo, righ:e?

Yes, but a great many mora, though == but a great

i many more of those linos would cone in., It 13 pezzible chat

we might get 750, things of that natura.

Q

And by that you mean a grest many mora of sha 720

than are in use todayv?

Is that what you are saving?

v ——— . ——
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A Yes.
Q And when vou indicate the future, wiast ctins

pericd do ycu have in mind?

A Begtween now and the neilt Cuwonty yzarc.

Q Next hcw many year:?

A The next twenty reirs.

Q I see.

A And there will be more of them coning in.
Q I'm sorry, I can't lour you.

Could you talk into tha microphcnd cr opeilk up a
little bit,

A Yes.

Between now and thi3 next twenty yoars, and khazro
will be mora of them and they will be conirg in graduwally.
And if we are still, twenty years hence 23 I am sure w2 7ill
be, based on central system gansratica of vary larsgs planis,

thers will many more of them, And ac I indicated, ti2

ﬁ; current thinkiag in the auvclear is to put them In nuelaoy

parks for lots of reasons, primarily safety and thinge ¢l
that nature.
If we 40 hava auclear paxks, you &are going to hawva

probably vary large -- very high voltage lincs toliing tle

canters.

Q And what would e a very high voltoge line Za that

—
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context in your view?

A
Q

A

Q

500, 750.
I cee.
It might evan go to DC, I don't know.

Well now, on page 50, you make reference oo M2

significance of high-voltave DC lines being mere accncaical

for long distance than extra-high=-volzaga AT ilires.

Do you know if there ara anv DC lincs in exis~caca

in the State of Ohio or im Pennsylvania todaw?

MR. MELVIN DZERGER: Where are vou refisrring o

on page 50, Mr. Reynoclds?

MR. REBYNOLDS: If you lcok at tha bottom, I aucoa

it starts three lines up from the bottom.

THE WITNESS: I don't know of any COC iines,

transmission lines in Ohio. MNo.

Q

BY MP.. REYNOLDS:

How many long-distance, highe-veoltage DO linos ara

there in the United States?

0O >

Q

I think there is cnly cne ne-r.

And that is the one you refar=ad o cn pogz 3517

W

Yas,

Have you made any studles to daterminae the rolaclive

cost of high-voltage DC lines versus high-voltaga AZ 1linas

cvar givan distancaas?

A

No, I haven't made any study.

-

- — o —— R p——
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Q What is the basis for ths statemen: you made a

or

the bottom of paga 2C?

A The existance of tihe Pacific ltiorthrest Intertis.
I assums if an AC line werae nore efficient, that iI would go
into a DC line.

Q And what did vou basge that assumntien on?

A That the peopie who ~- originally thae federzal
government, who wantad to build it were rationasl. Ultimatsly
th private who built it were equally raticnal.

Now as my memory comes back, I alsc ramcmber 2

[ 53

talk given by a former Commissioner of the FPC, Brward
Morgan, who had just returnad from thae USSR and was talling
about -- he had just returnad from the USSR ana was tallking
about the technologies that they were plzaniag ia ths USSR,
and amengst them wers thase very high-voltage IC lines. H2
allaged thatthe Russians thoucht that thers wera goant
efficiencies in this.

I don't think it is a unique concept.

Q On page 51 of your dirsct testim~ny, you state thatl
if the amount of pecwer distributed increases, bu: deaziiy
does not, no economies are necessarily ob:ainad unless
conditions A and B exist. And then conditicnz 2 2nd 3 are
that the cons.mption per custower increases and that the
number of customers per mile of distributicn retvaors

increases.

i S e e R S . S — . ——
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Have you made any studics to determine that =he
oconomies are not necessarily citaina4?
A Well I think thet is == you don't really nssd to
make a study to come to that conclusion.
Q Wwhy do you say that?
A Well, suppose I build a distribution lire in a
town and it runs two miles through “hat towm. 2And tasre is

ocne house every tenth of a mile so that I would have in one

mile, ten customers, and in tio next mile ten, go that I would

have twenty customers on that line.

And if I simply extendzd that line out another tuvo

miles and I got another ctwenty customersz, I am not 2articul

]

gaining any econcmies of scala corparable or nothing gignificen:

I might be losinc comperab.e to keaping thz twe lines., fad

instead of having twenty customers, hove 500 custowerz hacausze

s

it g e Nttt e o et it

—— - — — - ———

the city grew. So the two linags now would be == =he liras weul:

be serving 25 times the amount., and so vou would ze
getting one line carrying 2 great deal mors pover on i:.
But you would be getting density.

IN the first placs vou would he carrving awice
as nuch power, but the lines would be twice as loac. Zo in

effect you would have twics aa much cost thara.
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So you could carry more power but vou wouldn't havs
any more density.

Q Suppose vou extend the line anotiier two miles and
had no cperating and maintenance crew 50 vou're serviag
double the number of customers for the sam2 luboxr cos:,

MR. MELVIN BERCER: that is the question,
Mr, Reynolds?
BY !MR, REYUOLDS

C Would that give you any economizs over what vou
had before extending the lipre?

A Well, I suppose that the labor crews before
were fully utilized. Then you would have to=-- And if cihey
weren't fully utilized then presumably you could utlill e
them a little more and to that extant you would save a2 littls
labor expense, yes.

Q Suppose that you needed no addition Lo vour in-
ventory of distribution materials, would that razsult in
eccnomies?

A I don't se2 how that would b2 pessinle if vecu
decuble the length of the line.

Q Well, Dr. Wein, =-

MR, MELVIN BERCER: Let Dr., Weia finish his answer,
please.,
THE WITNESS: I don't see how that would be

pessible if you double the length of th2 line. What veou are

S ——

i
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then doing is obviously making a2 wrong comoutation for
given reliability as to how much iiventcry you needed., You
either do that or your re.iability would go doun; your
chances of running ocut would increase greatly and tnercfors
the reliahility would go down.

So it geens tc m2 that's a proposition, if you
analvze it, that looks tc be inconsiscent

BY MR, REVNOLDS:

Q Well, is it your view that every ccampany’s inven-
tory is exactly proportional to itz load?

BN No, I didn't say that its inventory is exactly
proportional to its load,

Q Well, to the load of its line?

A Well, it depends on the ccecmposition of the load
and things of that nature. 1Industrial customerz vwould have
one sort; if it were residential it wou . have another
But in general you would=~ For the same kinds of cusccomers,
the same kinds cf line, then generally your inventory would
rcughly be proportiocnal to the frequency of runouts ithat
you expect and the frequency of maintenance that vou arpect

on a particular line.

[
£
;‘;

MR. REYNOLDS: Can I g2t the last part o
answer, please?
(Wwhereupon, the Reportar read from the racord
as requested.)

BY MR, REYNCLDE:

W
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il
eb3 ! Q Woulé it be your view that a utilicy with 23
- miles of line would have doublz the inventory of a utility
3 with 10 miles of line in the residsntial are=z?
4 A Well, it would depend upcn what the frequency
5 of maintenance was that you would require, It would d:pend
6 upon what frequency of forced outagas; forced naintznanc
7 that you did not anticipa:ze that yvcu're williag t2 accopt,
8 So it may well be that if-- 1If, for example, I hava 1{ miles
9 ; of line and another one has =-- a2nd then I ai& ancther 10
10 miles to it, and if you say that the frequency ¢I forczd
11 outages won't change, that it cculd be=- If I have to-- 1If
12 I get a snowstorm and & lim> falls acress tha line oncz2 a
13 year and if you say that I the line now is doublsed thet it
14 is still going to fall only once a year, thesn that par: of
15 the maintenance won'te=-
16 CHAIRMAN RIGLER: Well, isn't the answer to the
i7 questicn No?
18 THE WITNESS: Ves,
19 CHAIRMAN RIGLER: All right.
20 THE WITNESS: I wanted to put cut all tha assump-
21 tions that were required to make the answer.
22 BY MR. REYNOLDS:
23 Q Dr. Wein, to what issues in this case do you
24 understand the retail market to be:relevani?
25 MR. MELVIN BERCER: % I'm not sure I understand what

s i S A i A SRR
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Mr. Reynolds means by "iasues,”

Could he be a _itile more definitive on “ha=?

CHAIRMAN RIGLER: Dec you mean the issuss ia
controversy?

HR, REYNOLDS: ULr. Wein'’s understanding as ¢o the
issues in controversy in this casa.

CHAI'MAN RIGLEFR: I think maybe you should give
them to him if that is the thrust of vour quection.

MR. REYNOLDS: I have no problex in givine them
to him., I would like first to seec if I can determine “rom
the witenss what his understanding is of the iscuss that his
discussion or the retail warket relates €o. Lfter that if

he wishes to go through it with the matters in controversy

I have no problem.

But I'm trying to find out what it is that ha viaw

as relevant issues for purposes of his retail mark:t Ais-
cussion,

CHAIRMAN RIGLER: I think that's proper crocs-
examination and I think it is permissible to ask the wvicnes:s
his view before you show him the document. However, I would
just note that I doubt that even tha members of ths Board

could go down a serial list cof elavan issuss right nov a

~

3
L

remember which is which.
MR. REYNOLDS: I appreciate that, . ‘'m not naces-

sarily asking for a varbatim account e a parzicular natter

e —— . e ——_
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in controversy. What I'm really saying is that in gpreraring
the testimony we have heard that he had discussions anc saw
material relevant to this proczeding and the issus:z i. this
proceeding, and I'm trying to ascertain wihich issuss in his
mind his retail market discussion is relevant to., That's
basically where I was going.

THE WITNESS: Well, I suppose I have o repcat the
answer that I gave the other day, that ultimately in tia

electric power business the nam2 of the gare is gettinc r

.

o

sales, These are ycur loads and this is what you ore

L)

ducing primarily,

You ultimately are trving to procduce firm puwer at
retail for the most part at as low a cost as pecssible.
Now if you can't do that you really can't, fcr enasple, be

a self-generating municipal. You won'’t stay in busines: very

long unless what you come out with with 2espact to youxr ratos
to your retail customers are as low as vou can nossibly get
themnm.

If you're a wholesale distributcr without gencra-
ticn, if you are, say, a municipal and own veour disuritution
system, you are also trying to get as lcw as ycu can in
purchasing this firm power so that your retail =zat:zc will be
as low as possible, low enouch so as to prevent the municipal
distribution system frocm being ocut~competed, as it ware, by

a private and having to scll cut.

®
ot
52
%3
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Therefore, the guestion cf retca2il mariets is what
really gquides the whole development of this industrv, the
capturing of the lcads of retail markets, the ability to
produce firm power so that it will be as =2ccocmical as possi-
ble and you are doing that in order to La able to canture
retail loads.

So it seems to me that underlying all the other

issues in this case, the basic raison d’etre cf the disputa

is to finally get down to as low cost as ycu can in retail
distribution.

liow the question as to whether monopcly 2xists
in the retail market has consequances or whoather a cdominant
position exists in the retail market has consegiences. It
has consequences for the scale of generation that a particu-
lar entity can engage in. It has consecuences Zor thae alter-

2il

ot

natives that are available. So unless you put the re
markets in this proceseding it seems to me that you arse failing
to understand the reason for the fights, the reasons for

the disputes, rather.

BY IR, REYNOLDS:
Q Did you reach your conclusions in that regard on
the basis of an examination of any statements of issuses
in controversy in this prcceeding?
A Well, now I'1ll have to go throughh and look at ==

¢} My questicn is whether you went through it a: an

P E——
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earlier time in connection with the preparaticn of veur
testimony.

A Ch, yes, I went through it at an =arlier tines

~

and I thought that unless one really discussacs the way
discussed it, not in terms of whether John Smith was cavtursd
by one company or another but g=2nerally the masner in which

I set forth the dominance in the retall market was indead
relevant.

CHAIRMAN RIGLER: The question is you =xaminad
this question with the issues in controverayv zs set by the
Board in mind?

THE WITNESS: Yes. And I thought that this dis-
cussion was relevant tc all of them separately and col.zc~
tively.

BY MR. REYUNOLDES:

Q And are you aware that Dr., Hughes deiined no

relevant retail market?

A Yes.

Q Would you say re was in error?

A I don't know that his purpose is sractly the same
as mine,

Q Did you talk to Dr. Hughes befora prerzaring ycur
testimony?

A No, I didn't.

Q As I understanc it vou delineatad ssparate

e —————————— - S—— —
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relevant rctail markets, cne corresponding preciselv to the

retail service territory cf e@ach CAPCO member. Is that

correct?
A Yes,
Q Am I also correct that in the Alabema Power pro=-

ceeding you defined “"relevan: retail market" as being iden-
tical in scope with Alabama Power’s service territory?

MR, MELVIN BERCEI: Objecticn: irrelavenc.

CIHAIRMAN RIGLER: Let me hear it again, plause.

(Whereupon, the Reporter r2ad {rom the record

as requested.)

CHAIRMAN RIGLER: I'm going <o cverrule that
objection. I think in terms of market definition w:y dig=-
tinctions between the two might be useful in analyzinc aow
he defines the market, so we'll permit that.

THE WITMESS: The answer is Yes.

BY MR. REYNOLDS:

Q In the Consunmers Power case did you not zlse define

"relevant retail market" as having the sam: scope a¢
Consumers' territory?
MR, MELVIN BERCER: Same objection.
CHAIRMAN RIGLER: Overruled,
THE VWITNESS: Yes.
BY MR. REYNOLDS:

Q Dr. Wein, can you list for us the circumstances,

C e m———————
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if any, under which you would not £ind %“he razlevart retazil
market to coincide with the service territorv cf tliz najor
utility under study?

MR, MELVIN BERCER: Can I have +ha guasticn read

{
r

back?

(Whereupon, the Reportsr read from the reco:rd

as requested.)

THE WITNESS: Yes, if there werz tiuc utilities
in the same service area, two IRU's, for example, in the same
service territory.

CHAIRMAN RIGLER: GSuppcse these are two with overs
lapping service territories?

THE WITNESS: Then it would depend on the eutant
to which they overlap, anc it would depend on wihether ther
were agreements to compete or not to competz, rather; things
of that nature,

CHAIRMAN RIGLER: Off the reccrd,

(Discussicn off the record.)

CHAIRMAN RIGLEK: On thas record.

BY MR, REYNOLDE:

Q If the area in which two investcor-cwnaed utilities
serve overlapped, how would you define thzir resceccive
service areas?

A wWell, I suppose overlapping is a sert of a; vou

know, a quantitative thing., I'm thinking, for axarpls, you

——————— 4 ——— T~ S A
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might overlap as, say, Ohio Edison and Chie Power by having
a few cities within ecoronical access -

Q I'n sorry, I czn't hear.

s It depends again on the extaut of
overlapping but essantial'y my definition of the gezograshic
extent of the market has to do ' primarily with the question
of influence of prices in an area and whether thare wodild
be mutual influence so that the cetting of a price in ons
particular piece of geocrzphy would influsnce “he orice in
another area, another geocraphic area. You !
influence so that the prices would tend to eguality, so that
each of the competing or each of the firms could not

)

its price in this particular region without the cther firm
taking that into considerztion in making its pricz, and vice
versa.

It's that which defines the cecgrarhic marke:
area rather than anything else. So whan
you have a geographic concept in mind, T szuppecse, which

ac =t

wiv e -

fcllows transmission lines or scmething c¢f that And
that is not enough for me to say whether thay?d be ia tae
same market area or not.

It's a question as tc whethar the price influence

weould be the sama,

Q So If the retall prices for Ohio Edizon, lst us
say, and the retail prices for Cleveland Elecctric wore

you gay “owvarlapping”

S U U ———
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identical, would they he in the same re:ail market?

A No.
Q Why is that?
A It could be identical because of harpensianca,

The question hers is=- Or it could be identicel Zor lots of
other reasons.

If it were idertical because Chio bdiscn sai a
price and Cleveland felt that it had to meet that price
because of certain consequences it foresaw if it diin'% meet

that price then I would say they would b2 in the =ame area.

But they could have been identical for quice different reacons

not because cf CEI taking into acccunt Chic Edison's poueen-
tial competition or yardstick competiticn or vieca verso,

CHAIRMAN RI R: You said they would bz in the
same area., Did you mean they would be in the same ceocraphic
market?

THE WITNESS: The same geographic nmarkez i chere
was the mutual influence. 1It's not simply the Zast tiac
their prices were the same. I might get an electric vtility
located in the State of California having the same identical
prices as scmeone in the State cf New York. It dcesa’'t mean
they're in the same market area.

BY MR. REYNOLDS:

Q Then you could not just look at the pricss. You'c

have to make an investigation as to what the underivirc

———— - —— ————————— ——0
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factors were that caused the prices tc be se: &t wiatever

level they were set. 1Is that what you're sayi: 1?

y
-

A You'd have to look to the underlving factors ef
supply and demand. You wculd have to lcok to the underiving

legal factors which would either or:vent or nct:; things o:f

™
0

that nature., You'd have to look at all those Zacto

i

Q And did you make that kind of an investigation
in examining the CAPCO market are=zs?

A Well, I think my varicus cases is the Xind of
investigation I made,

Q Did you make any investigaticn as tc the recsons

why the average bill in 1574 for 500 kilowatt=-hours per month

cf residential service by Consumers Power was $12.74 2i1i was
$12,85 by Toledo Edison, which are adijacent systems?
MR, MELVIN BERCER: Could I have that read back,
please?
(Whereupon, the Reporter read from the recori
as requested.)
MR. MELVIN BERCER: Was that 1974, Mr. Revnolids?

MR. REYNQOLDS: Riqght,

THE WITNESS: No, I didn't make that inv:za:z.jatiorn,

I didn't consider it relevant.
BY MR, REYNOLDS:
Q Why would that not be relevant in determinirs wa:

the relevant retail market was, or what the releavant retail

s . .
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markets were in this case?

A Well, first because it seews %o m2 :thait Con:unmer

Power and Toledo had an agreament as o custiciars and .scondly.

because no matter what Consumers Power charged, Toleds
Edison was under no legal cconatraint or eccnonic constraint
to change its prices, and vice versa. They do not set
their prices-- They are not influenced in their price:
by what each dces.

CHAIRMAN RIGLER: Ares there any customers wiho

could be served by either of the svstems at th2? custcmers’

option?

THE WITNESS: VYes, there are custoners which esuid

be served, particularly alcng the borders of itichican cad

Ohic #here the two systens are there, and they don't=~ Thay

don't serve each other's custcmers and thay acver have.
BY MR, REYNOLDS:
Q What is this agreement vou were talkino zbous

between Toledo Edison and Consumers?

A I'm now going on memory of practically zaree vears

ago.

The companies operate very closely., Thare uas

o

question as to whether the Southeastern lichican Cc-on,
which was located in southeast Michigan but also across the
border in Chio and wanted to =--

MR. STEVEN BERGER: I can't hear Dr., Wein well a

4

-
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all.

CHAIRMAN RIGLEPR: Will vou speax into your nicro-
phone, Dr. Wein?

THE WITNESS: Suppose Southeast !Michigza wanted
to get power transmitted by Toledo from Buckeye, of wihich
they were a member, as I recall. Toledo refused but In
between, there were lots of memoranda betwzen Toledo and
Consumers and things of that nature, all to the effect--

Of course the decision was No, they would not tranzmiz it,
and this was a custorer of Consumers., It was not a customer
of Toledo's, Southeast Michigan, and yet Toledo refused even
toc wheel 1t.

And the wheole tone of the correspondencs iz ceamns
to me was that they would not go for customers in 2ach
other's territcry and that's about what I can recall.

CHAIRMAN RIGLER: Absent any agrecreont act o
compete, would they be in the same retail market?

THE WITNESS: Vell, absent any agreement npot €o

compete, the Consumers probably would not be . rie to get

any customers in Toledo's market because of the logal

o

restrictions of the State of Ciloc,

Por example, if a custcmer in Ohic wanted to be
served by Consumers Power, he would have te disconnact for
90 days and that itself is encugh of 2 bar to elimiaac: any

retail campetitbn for Consumzrs in Chio's territeory.

PR E———
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Now, for Tocledo Chio tc go into ilichigan, that
legal thing did not prevail and I supposz that Tolado
then could go into thera,

But if that were really significant then
Consumers, I suppose, if they really wanted to keosp all
those customers would have applied for public utility
status in the state of Chio, if that wears that ‘mpor:aant
to them.

CHAIRMAN RIGLER: Lec me agiz a quastion which
anyone may answer,

Does the Ohio anti-pirating statute cpply
only to municipal statutes or does it apply to industrial
custcmers that have never bean engagzed in geaerscion?

THE WITNESS: It's mv understandiag thai it
applies to any retail custcmer.

MR. REYNCOLDS: That’'s right, anv retail o
wvholesale customer.

THE WITRESS: Or wholssale custoier, vas.

MR. HBLVIIl BERGER: That does ncc cul:isz
coincide with our understanding. We would agraz thas
it would apply to any ra*tail custemar, wihethar it's
residential, commarcial or industrial. Ilcwever, I 2o not
beliave that we agree that the anti-pirating etatuace
itself applies to wholesale.

MR, HIBLUFELT: I didn't hear prociscly wiac

B L ——
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everyone else said, bu. the antie-picatince stacwic weulld
not apply to a retaili custoner who is teing competzd fer
by an inveator-ownad utility and municipal systam, as X
undarstand it.

CHAIKMAN RIGLER: It weuld not?

MR. HJBLMFELT: It wculd not.

CHAIRMAN RIGLER: So that your understanding
is that a retail industrial custcmer would ka the option

of shopping without having to ¢o isolated for S0 davs.

MR, BJELMFELT: That's correct and that
certainly has been what happened in Clevaland.

MR. PERI: I nmicht szay that's my understcadinc
also.

MR, MZLVIN BIRGER: I would lilke to scrront
ny statement, also. The 20 day statute does nei apsLly
to municipal systams at 2ll. It only applies to
ccoperatives and to invastor-owned utilitics, so it —ould
have no sffect on competition with municipal cyztens., Iz
wouid have an effect, however, on competition beitw::on
investor utilities aad-- other investor utilitizs or
cooperatives.

MR. RETNOLDS: Let me acd anocther modi’ cica
to that which is that I think it would apply if vou wars

talking about a municipal as a wholesale cusitcmar and

sexvice to that customer. Then I think the 20 day rrovision

O s —————
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would apply.

MR, HIJELMFELT: I think whavre 'e'we left is
the parties are in disrute as to tha effects o
operation of the 50 day law. I don't think it's a:
all clear that it applies to ccapatition for a municipal
wholesale customer either,

MR. MELVIN BERCEK: Can I attzozt o suraarize,
taking the risk of muddying up the water? I doan't tnink
there's any dispute among the parties with racard iz the
application of the 90 day law for ratail.

Am I correct in saying that?

MR, RETVIOLDS: By invastor-cwnzd utilitios.

CHAIRMAN RIGLZER: As I understand the Azsiicanc
position, the witness i3 correct in sayinc therz czuld
not be competition betws:en ansunarz and Toledo Edilscn
for retail industrizl custouers becauze wharn you zrzo
talking about ccmpetition for service between tio iavastor~
owned utilities the 90 day provigien would apoi-,

MR. REYHOLDS: Only as to sexisting, not 25 o
any new industrial custcwers that might nove into a.
area, but as to axisting, ves.

MR. MELVIN PZRCER: Wo would agree with Llat.

CHAIRMAN RIGLER: As to new industrial cuusgomers,

aoing back to your original answer about tas geosrashic

market being determined by the price influzac: Lhat sompetine

i
-

l
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utilities can exercise. why wouldn’t there b2 retail
corcpaetition, then, betw2an Coasumers and Tolzdo Bdizon?

THE WITHRESS: WWall, there could bz that sort
of potential competition in the seprse that Lofore ol =-
clearly if we're talking about a2 residential custaucr the
thing is so trivial they're not going Lo worzy abont
whethar somebody's geoinzg to kuild his house on sue side
of the border or not. ©On the cther hana. if vou'zs %“a2lking
about substantial loads the questicon chat =cres in is
this:

thecretically Coasumers waats to get chal
lecad and so does Toledo, kut if Comsumers chargos a »rige
15w encugh to attract it away from Toledo it must =ceo
what the consistency of that rate is witl all itz ciler
rates and the qusstion then is weuld Concumarss =&is .t
to tampar with its own rate sizucture, in othur vorsus,
open up the flocd gates to all its other indugirial
custeners inthe state of Michigan whe cculd sav, Ui'ras
getting the saze kind of power, why are their rsat-u
lower than ours? And the gane argement wounld co Zax
Toledo.

8o it's ny judgment that they do no:t o zitsapi

to change their prices in ozder to get a particular

x /%’

customer hecause the cousacuences of that auo very woch

woxre severe.

L RS ——
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In short, it is for tha total lcads that zhey

have a small thing in order to deterioratz a rate structure

which you’re quite satisfied and hapeoy with now.

CEAIRMAN RIGLER: Weculdn't the zamc :onsidaration%

apply to retzil competiticn batweecn the city of Clavelzand
and CEI?
THE WITNEES: Well, the city of Clgvelané --

the question is whether CEI would. ™ell, I supposs

iy

betwecn the city of Claveland and CEI thati would, ut
I would put them in the same market arca for that pgurpose,
that they do really hava significart inflnexnce on zach
other.

BY MR, REYNOLDS:

Q Wouldn't it bs equally truve that if Censuzers
wanted to compete for a municipal cuscomer that it would
also have to considor the impaci on its entire ratz
structure?

A Yes, it would, it would.

MR. MELVIN BERGER: For a municipal cugecier
anywhere.
THE WITHESS: Ee apparently means in Chic.
BY MR. REYNOLDS:
Q Anywhere.
A Well, I think Conszumere' wholesale ratoz arg

certainly ~- that's way I derinea the Congunmor’z marliet as

|
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the entire service area of Ceonsuwers. They do taxke that
into consideration and they take ‘nteo ccnsilicration the
rates of competing cystmmas. Thcoy toke inte sonasidaraticn
very carefully the rates of the beard cof Vater and Light
in Lansing.

Q And if Toledo Ldison wanted o compete IS a
custoner of Ohio Edison, wouldn't it also nave to taks
into consideraticn the effect on its ratas o all its
other customers?

MR. MBLVIN BERGE?: If you say Ohio Pdiszion is
this one being sarved by lohio 2dicon?
THE WITNESS: Le means the Zotentiil one.

BY MKk. REYHOLDS:

Q Yes, let's say ==~

A Say what, a sotantial one? ile alrealdy stntad
that ==

Qe Well, let me ack you: an exigting customar of
Ohic Edison?

A Well, a retail customer? Than the 90 day law

would prevent that.

Q Let's assume for a minute that thevre wau a
waiver of the 90 day provisioa.

A Well, I did a0t¢ defira markets oa all thz
poesibilities that could tzke place. I definsd thim as

the law exiests, I also pointed cut that if cenditions
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change the markets wouldn'’t necessarily be the saize,

particularly with resspect to tie poseibility of powcniial

competition and the question a3 to whethor tha city of

Cleveland, for sxample, would get on, I say geographic

market areas vary with the timas, the technrology and
the conditicns. They are not ailways tue same.

CEAIRMAN RIGLER: Right, but vou'ra sayins
the influence of a competitor’'s price is a prirciple
factor in determining tha gacgraphic axrca.

THE WITNECS: Yes, I an saying taat, but I'nm
saying if that is eliminzted by law, that influcnce i3
no longer thcre.

BY MR. REYNOLDS:

Qe Dec vou know if Chers is vardstick ccompeticica
between Toledo Edison and Coyonmers?
A Well, I hgve not exanined the rates. I vould

doubt it very much.

[+ Is there varidstick competition botwacn MELP
and CEI?

A Por vetail sales?

Q Yas.

A Yea, I think thexe iz,

O What about Toledo Pdisoa and Chio Bdisen?

A I don't really think so. I assume ysvt m=2un

new for wholesale 3ales or retail sales o what?

P ———— el A e 5+ e S S . S . g i A
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Q For anv kind of sales.
A I don't r=ally thisx 0.
Q Is there ccoxmtetition batuween Tolelo Pdlsen

and Chio BEdison for industrial -- new iadustrial cuzuomers
that move into their zrea, move into Chio?

A Well, no new industrial custemer ¢ 3¢ ino
Ohio without having considersd a great deal of cther
things and the competition bestwaoen Chio Bdicon and Toledo
Edison is about the same2 az tha ccmpetition in that
regard of any other utility in the United States -which
a potential industrial cusicmer can 3ell. In that gance

there is competiticn.

Q And what iz that ccapetition?
A I think that 4is very ramotz ircm the

antitrust consideraticns involved here. In cthor wende,
if I were an alumniniwu ecompany and had a possibilicy
of locating in Seattle or leocating in Chio or Jocating
in Maine or locating in othears,the rate structurze of
companies are not daecignsd ©o take account of the
pessibility that an aluminium comzany might come intc
this state.

o} So it's your view that ther2 is no real
competition between Toledo Edizon and Ohio Iiiscn for
example, for new indastrizles khat might move intc the

state of Ohio?

O
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A Well, if von mean does that sicnificantly

affect the reascns for their making the rates the wav

[

they are, the answer iz no, I don’'t think thzre ia,
CHAIRMAN RIGLER: Off the racoxd.
(Discussion cff the rocord.)
CHAIRMAN RIGLER: On the racovd.
BY MR. REYNOLDS:
e Dr. Wein, we're still waiting for an ansior
to the question as to whether it's yeour view there is
no competition for industrial customers koveen Tolccd
Edison and Ohio Ediscn.
A In the sense in whiclh I said would thet ccapaci-
tion influence their rate structures, the angwer is
no. There are very few industries which when thoy ars
considering a leocaticn in a particular area would max
it sclely on the basie of a difference ia thz pric2a of
e)ectricity because Zor mest industrios the prics of
electricity is a very znall part, there are coza 0f vourse
in which it is very high and there the caupetiticn ~- s
for example, in making alwainium, aad there the salccotion
choice rangas over a very, very wide geographic arca.
Now there may be a ccmpany whica haz Jdecised
to settle ia Ohio and has an altermativa between going
in Ohio Power's tetritory and coing intoTeleode Idicou's

territory and all other ccaditicns ecual, it might az
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well move to Ohio Power if the rates are lover.

Now, what is the resconse of Tocledo IZdiscu to
that? The answer that I'm zaying ia Tclefo Bdiscn cun't
really respond very muci to it and doeca not set its
structure of rates on the basis &F cersidering chat o
particular ccmpany may move in, and that'ec because the
new business is always a very small prepertica of the
total existing loads that gu on. If you assume :thac
evan the total existing lcade :that might gzrow at a rate
of 5 perceat that means in any year it's caly oa2-If:h
of that and it would not change itz rate structure simply
becausa scme particumlar industrizal sevs, ¥Well, if yoo
meet Ohioc Power's industrial rate:z we'll cowe to setitle
around Toledo because Tolede is just ag good az sat:liag
in some Ohio Power territory. I dea't think that is “he
way they compete and in thet seunse I don't think thuve
is the kind of competition relevant in this particul r
proceeding.

Q And would you alac {g¢el that -- strilie (hat.

Is it your view that there iz any conpetitcion
for new residential cusiomers based on rate differentials
between, let's say. Toledo Edisoa and Chio Idiscn?

A You mean whether an indivicual nurchoses .
house or builders devalop --

Qe Aay kind, a new resiaesntial customer wio goes
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into the area -~

A You mean he has a choice as o whethcr ke
goes to Ohio Power's terriiory cor Toledo 2Zdigen’s terrifory?
I don't think there is any significant compatition ithere.

CHAIPMAN RICLER: 3Suppose vou are a developar
and you're going to put 100 houses in where you're two
miles from tha exieting line of Toledo Edison and two
miles from the existing line of Ohio Edieomn.

THE WITNESS: I think if I were -~ it would
depend. Let me put it this way: assuiing cthat all things
were equal, the price of the land, the attractiveness of
the land et caetera, ot g¢etera, ot cgtera, and if I ware
building, say, single residential houses that would not
particularly bother me. That's the custemer’s raspcacibillty

On the other hand, supposing they were buoilding
a large block of apartment houses, where I would put
the rates into that, I might make that decicion zs to
go one way ox the other, but what I'n arcuing is peitheor
Ohio Power nor Tolede Ediscom would in particular cheanca
their rate structure in order to get this onc cuy rocher
than lose him.

In short, it is tco insigmifican: in the
light of the total damages which cculd come to thar “rom
trying to tailor rates to catca a particular ecucztorer,

Now, in the case ¢f ~-- guprosing lvpothstically
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1 that for some curicus r2ason Dow wanted o build a plant
mpb 12
N in Ohio to manufacture magnesivm and cother things. The
3 companies might tailor a special rate and so classily
B it for Dow because Dow, let's say, is going to t2ke 2
5 great deal of power. Taey might tailor a spacial rats
6 with each other, in which caze, then, they get ocutzile
7 the existing rate structures for their industrialis in
8 order to avoid kickbacks. But of courze in the state of
9 Chio I think that's very unlilelv because tha industrial
10 customers there are very sophisticated buvers of elscericicy
1" whereas a similar thing which took place in the ctate of
12 "“"Alabama where you had gasecial rates with one custowe:,
13 they're not quiie that industrially scphisticatcsé and
14 that might get by.
15 So it is that sort cf thing.
B 16
17
18
19
20
21
22
23
24
25
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BY HR. REYNOLDS:

Q And would your answer with regard to vour indus-
trial customers and your residential customars "2 the cane
if I were to ask you the cguestion buz ask it in cerms =f
commercial customers, new ccrmercial customers moving into

an area?

A Yes, unless by a "commercial custcnes" agai.n we're

thinking about somz enormous fedaral installation cerhans
which would cake an enowrmous amcunt of powar, in which case
I might again try to go to the device of spz2cizl xates, but
it would be very difficult.

Q If we were talking sbout a special ratc wouldn't

that need requlatory approval?

A You mean in the State cf Ohio?
Q Right,
A I'm not sure that it woculd,
Suppose a customer went out in rural terxitory

and that's where he intended to settle and he was not within
the boundaries of a municipaiity; he's simply cut there in
the country. I'm not sure that that would raqguirec in the
State »f Ohic any regulatory approcval.

CHAIRMIAN RIGLECPR: You mean if vou cct ocutside of
these defined boundary areas you can discriminate In your
rates if you are an IGU?

THE WITNESES: You can discriminata in vyour rates

o ————— . — ——— o —— <~ —— S N ot i

|
|
!
|
|
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!
!
|
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|
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even within the defined territorias.

CHAIRMAN RIGLER: You mean I c¢an g0 ko cne incduc—
trial customer and give him a bettar rate than hic nei. hboyr
across the street if they 2ach takz the scme load?

THE WITNESS: If the industrial custcomer i3 not
within the confines of a city or a town cr zome governrental

structure which has autherity te negotiata the rates ardé

th

accept them. They're the ones who, in “he

3

L3
7]
(3
' 4
hon |
i
o
i

(8]
(]
-

accept them or don’t accept them.

Now if this new customer is within a municipality
and a new rate is set for him and the municipality chiccts
to that rate because its cther industrial customars are
objecting, then it would have to go to the Public Service
Commission.

CIHAIRMAN RIGLZR: Would the zame hold true of
residential customers in rural arcas? Toledo Edison wen
just set any rate it wants, because these custorers are not
within the confines of a municipality?

THE WITNESS: I think that i3 correct. I'm not
sure how that operates. I'm not sure.

BY MR. REYNOLDS:

Q Po you know whethar any ¢f the Applicants in fac:
do set rates on any kind of discriminatory basis as you're
suggesting?

A Ch, I think their rates are inherenzlv dicceriminat

o ey |

s A ———— —— .+ S ——— A S St B, B4
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eb3 ! yes,
2 “ CHAIRMAN RICGLER: I was not: suggesting, by *the
3 way, that they set discriminatery rates as between crstomeIs
4 of equal load classification. I was just probing,
5 MR, REYNOLDS: I appreciate that., I wculd like
6 to know the basis for Dr. Wein's last answ2r wherc he Indi-

7 " cated he felt the Applicarts' ratss were inherxently dis-

8 criminatory.

) " BY MR, REYNOLDS:

10 Q I believe that's whet you saica, Dr, "™in,

1" isn't it?

12 A Yes,

13 Q What's the basis for that statemeat?

14 A All you‘have t> do is louk at the rate achedule,
i5 If you know what it means in econcmics ycu c¢zn se2 thaov're

16 || completely discriminatory. For example, their declining

17 block rates, all you have to do is know what discrininzcion
18 means in economics to know that a declining Llock rate is a
19 discriminatory rate.

20 This is nothing new to me. It's been said Zor a

1 very long time., It started out with Pigou, the economist

nN

who held Marshall's chair in eccncnics, Mlbert Marshall, a

great English economist.

Any text book in public ucility econcmics will

& 8 B B

tell you that, that they are discriminatorv.

e . v o ———
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Industrial rates are, too, I might add, though i

they are more complicated, They are essentially that sort

- —— -

of thing.

Q Dr. Wein, let nme ask you, what is the purpos=s of
defining a relevant market?

A A relevant product marka: or a relevant gec-

graphic market?

Q Either or both.

A I suppose we have to do them both cocubinad, i
Q All right.

A The purpose is to see whether what micht be

considered market power exists in that market. That uight !

be one purpose. It's a purpose which in antitrusi

o
’J
b
“
]

!

tigations one would == |
MR, STEVEN BERGER: I can hear vou, Dr. Wein.
THE WITNESS: It's a purpose vhich in antitrust

investigaticns is necessary. You simply can’'t lock at the

size of a company. You have to lcok at it in terms of a

relevant market because relevant markets are whers cousatition

L

i

|

4

{

|

is supposed to take place, and competition in fact meas l
{

the ability of different entities in a maritet to azffzc: the !
prices and other important terms of sale, reliability in !
\

this industry.

So unless you are able to define a relevant

market, you don't have a ipiverse of diacours: in wvhich to

-

.
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assess the evidence in terms of mariet power.

ME., REYNOLDS: I'm geing to have €2 have ghat xead

back because I missed por:iong ¢f it since I couldn's hear
Dr, Wein, lle faded in and out,
Would you read the answer baclhk, plezse?
(Whereupen, the Raportar rzad {rcm the rac2rd
as requested.)
BY MR, RE¥NCLUS:
Q Let me ask you, do you define four or five separate
retail markets as being relevant in this procaeding?
A Did I defire four cor five?
Q Right,
A Well, let me count them up: CEZ, Toledo, Chic
Edison, Duquesne, Pannsylvania Pcower, Five I ocuase,
Q Well, will vou take a look for me at tho table

set forth on page 82 and explaia to me why vou cszbin

8¢ .
N -

markets of Ohic Edison and Pamnsylvania Power in that table?
A Page 827
Q That's right.
A Well, the purpose there is that I was trvinc to

contrast the total rctail sales in these comnanies, I could

have pulled out Pennsvlvania if I wanted., It wouldn'tc

made much difference, I was simply contrasting retail

have

sales

and industrial sales. I suprose the peint I was tryving to

make was about the irrnortance of industrial sales for

taese

e —— e — —
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comparies.
Q And what about Table 2 that faces gage CL°
A Well, as I racall, I simply comprassad Ohic

Edison and Pennsylvania Pcwer, not necsssarily sayiag Onio
Céison's territory is exactly the sawe as Pennzrlvania
Power's territory, but if I put in another lins therxe wouldn
have been any difference. In other words, if T had pulled
out Pennsylvania Power separately, it wouldn't have made any

difference,

Q Well, is it your view there is or is not a separate

retail market for Pennsylvania Power and Chio 3dizoun?
A Well, to the extant thet there is sone dlfferenc:2
which there is between the prices charged by Pannsylvenlic

Power and Ohio Edison because they cperate under differanc

“

regulatory schemes and face different conditions, I gues

I would say that there is probably a separate -- prchao

L

3

ty
a separate retail market and wholesale market Zfoxr Peansilvan

n

Power.
Q On pages 110 and 111 you state that:

%« « «if there were only cne retall
seller of diamends in. . . .Washincten, D, C. he
would not be able to charge a monopecly price. . . .
for. . « .long because diamcnds would £lcw in fronm
Philadelphia, New York, Chicago, et cetera. . . .

wWe would therefores expect, and corrsctly, that the

o’

.

‘
-

a
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geographic retail markets for diarcnids would en~
compass the entire United States, . . ."
Isn't that cocrrect?
A Yes,
Q If in response to a monopoly price set LV a
Washington seller, a London firm opzned & »ztsil =torz in

Washingten, then according to vour definitinn Lenden would

ce in the same retail diamond market as Washington, 'ould

it not?
A Yes, I think it probakly is.
Q Dr. Wein, aren't you confusiinu thzs whslesale

diamond market with the retzil market?
A Ne.
Q According to your definition aren‘t vou defining

a retail geographic market as chiet area around a sinale
b J

geograrhic point which encompasses all supplicrs whe are able

to compete within that cecgraphic aresa?

A Who are able tc competc?

Q That's right, whether they be in Lcadon or law
York?

A You mean in the diamond examnle?

Q Right.

A I'm encompassing all suppliers who have poczantial

influence in setting the prices and vou could no: vai-- You

see, the retail prices of diamcads in Lenden woulé not have

——

SO —
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probably tco much effect on the retall prices of <ion
in Washington, but as I urderstoed vour hypotheticzl, a
London firm opens up a2 store in Washington,

The selling anc¢ the purchasing of dimasnds st

retail gets a little more difficuit when yeu're oros

S S o

(B}

international boundaries though even thera i< docus +ate place,
A certain amount of mutual trust has to tale plucs Letwaen
people who are buying diamonds in the Unized §:ais-
at retail and scmebody says VWell, have you gon2 te Ghiz great
jewelry store in London? And if he Knows in faot that it is,
all he has to do is get a sata.oqua,

7 have a catalogue sent tec re every vear from
Gump's in San Francisco., T rarely ever gat to San Trai-isco
but I do know Gump's and I now and then buy things through
the mail from them.

Well, in the retail salas of diamoncs, onca the
knowledge is there it's corceivablas thac you do have oo
petition within ~-~ and particulariy where we'rz ta'kine abous

a subclass of the diamond market, expensivaz qams, 2.4

[
=i

rather suspect that is a rather world-wice reteil markat;
not $50 diamond rings but $530,000 dizmcni rings and ap I

balieve is quite an international marie* am

L ——
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2 I an ginply =ayiag == I aged Llhal

8 the idea of {rusc.

b

¢ Norr dlazonds o Telatively, pastlioaliiri:

10 §| aro talking about the Isal exvanziva stuld,

11 of trust is aestabdlischod, tha propoztisn oo nwans

42 |! compared €0 the valug of wallomend 12 go linilis

1 she information Zlew == glintg 25 2za’ly &'
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Q well on that bazis lat mz2 3¢ bogk
you to explain ©o ma why you =soulid ast put <

Taiado Edisaon in the sona ratail narliss lhar:
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Washington, was not due te the ccapetiticn Tetween Guuze

ané a retail outlet in Washington.

6917

A I nevar saild anvthing about Surps’ priccs can

to equality with anything in Washingten,
CHAIRMAN RIGLER: Right.

THE WITNESS:

I am getting impatient becausze I an no: vary conlorssl

and I don't like to bo kadgex=ad with fo0lish guasticnc.

But I said that in the illustrative maestion ol

]
~

crust. I said the reascn vhy I would shop at Zunpes s, I
knew about them. I didn't say anviiing about CGurps ocelly
in competition with anybedy elze in Washiagton.
BY MR. REINOLDS:
Q Could you put Cunps ia the same retail marlke:?
A 7 didn't.
CHAIRMAN RIGIER: He didn't.
THE WITNESS: I would like to nave a broak. I

am getting vary irritable.
CHAIRMAN RIGLER:

take one hour today.

W1a will break for liuvnch.

"

(Whexeupon, at 12:43 p.x., the hearing in tho

above~entitled matter rwas recosgesd, to resure

this same day.)

v e
-
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I said I used that, Mr, Feynolls.
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pml 1 APT2RNOON S383XC
2 1155 p.o.
3 0 CHAIRMAN RIGLER: Let us go ahcoacd,
4‘ Whareupeon,
5 DR. BARQOLD WEIN
8 resumed the stand, and having been nreviovslv <uly avemn,
7 F vas further examined and testified zs follovs:
- CROSS-EXAMINATION (Continuad
a BY MR. REYNOLDS:
0 Q Dr. Wein, a littls ecarlicr this morming, my

1" w recollection is that you indicated tha signiflicance of tie
12 || Televant markets, the analysis of relevant markats i3 in ordar

to assist in the msasurcment of menorely pover, it thac
i3 ' Y &

12 right?

15 A Yes.

12 CHAIRMAN RIGLER: I thought he =said wazkae pores.
17 THAE WITNESS: I said market powaer, vas.

12 BY MR. REYNOLDS:

19 Q All right, nmarket power.

>0 Would you say that I was iacorreci: il I sugrestad
21 it was useful as a measure of monoroly nv.uar?

22 A Well momopoly strictly maang ons 3ellas, and

> there are degraees of mariiet power which cn2 seller would

a1 have the maximum assuming it were 2 momopely. H#ven i€ it wars
23 not a complete monopoly it would hava davrec oI marke: sowars.

e B
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Essentially you have ¢o wview it asz that kind of

a concept.

Q ¥Well all right.

So the only differsnca in termg ol tha relevant

market analysis between the mariket powar and nonopely sowex

is one of degree, is that what you are saying?

A Yes.

Q . How would you dafine monopoly power?

A It is the power to deotarmine pricaes ©o axcluds
custowers to engage practices which in econtrast o -

competitive market would not be pozsible.

Q I am sorzy, I carnot hear what yeu am saying.
A Can you hsar me now.
Q I have lost your ansgwer,

Will vou rsad that back {or meo.
(The reporter read the reccord a: reguastad.)

THE WITNESS: Let me repeat ic.

It is the powar to fix prices toc axclude cozpabitors

not custcomers, to engaga in practicez vhich would not 2@
possible under competitiva market conmditlons., Az for
exanple, the imposition of discriminatory rates or dricss,
to engage in a whola variety of actions which would nol D¢

poasible undar competitiva conditionc.

BY MR. REYNOLLS:

Q If a given electric utility dld net have thaz power

PV P—————
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to axclude competitors, and if its prices ware ragulatad
by a regulatory agency, could it have moncpoly powax?
A Well, if it could not excludas coxmpaiitorz than it
is very difficult to understand why it would k2 regulatad,
But asguming that that ia a nistorical happenstance

that axisted, then the gquestion as to whether it had menopoly

power because of regulation i3, yes it has monozoly pouver, It |

may not be able to practice the monopoly powwer 23 complately
a8 it could without regalation. And o it goes «o the cagrse
and the natwe and affactivansss as to i3 praciica.

As to the use of thlig power, that gogs to the
effectiveness of regulation. Scmatimes regulation 1o
effactive more or less; cometimes it ig quite iaaffactive.

So the answer is yas, it has power.

Q Is it your wview that regulation in the elactrxie
utility industry is in part Qosigned o protest acainst
the electric utility from excluding ccmpetitors?

A Well, I Con't understand that.

Are you asking me =zbout a particuvlar stete law, cr
are ycu asking me abovt the federal?

Q Bither cne.

A Wall they vary.

Under the Pennsylvania law as I uncsrgtond i%, it
weuld be very difficult to gat naw utilities Into Poansylvania.

Onder the Pederal Powar Comaicaion, I don't knew €

[

. .
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Federal Power Commission with werpect <o elacnric compan!

vhether there is any:hing in the statuze thav 3ays onsz i

or another about whether they are dusicned o cueclude
competitors.

Certainly the Federal Power Comaduclon, Zor
example, in natural gasz has cextificated now pipalines.

the other hand it has alsc allowad pipelines ¢o ke muxge

pe
‘n

~
-

and then found them %o be -~ that doecision to bka overturasd Ly

the fedesral cocurts.

S0 I am not sure what the bearing of Zagulatery

intent iz, given the wide variety of state commlzaicns, and

aprarently of the Pederal Poway Cormiseicn as wall.
It seems to me that nobocdy comas to the  Fod
Power Commission asking for a Certificate of Convuenliencs
Necassity in the electrical industry. They iirst ~- ing
as they ars subject to that under the state reguluiion &
go to the stata first.
Q What 4id vou mean whan you saild that in your

vievw there was no nead to regulate electric utilitio

e

had no power to exclude comrotitors?

:zal

ana

afar

naY

the

A Well if they had no power to excluds competitors,

vamely anybody who wants to ¢an coma intec the businzzsg o

selling electricity and that would =-- a rcal poscinilicy.

In other words, there were companicas who would come ia and

say, vell, I can estabiish mysel{ in Chio as the new

A

-
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electric company, and the barriers 2o that were roally

- .

very low, were minimal. thea I wouldn't thinlk that Tegulatica:

vas raquired at all becausge thare wouldn’t 22 cény Tonc oLy

power,

So where the barriers arg low ard anysna can snkar,

there isn't any monopsly pewer and 20 you woulda't need
regulation.

Q So you do see regulation 28 a functica of

exercising control cver the abillity of entry ‘nto thz eloctzic

utility industry by new --

A What I did say, Mr. RSyaclds, I zaid soma atatss
will limit and require entrants tc get stats pemmizoior oo
do it. I am not sure that that is zequirad of 211 statas.

Q Is it truve in Ohio?

A No, I am not surs that if Consuvmers Power wortsd

to sell in Ohio that they had ¢to get a Cerzificate of C-av n.e.

and Necessity. I don't think thay do. Thev could come in
there, but if tkRey wanted to exercisa povargs of aninant
domain they have to0 declara it, I suppose == ba doclorod, ©

supprose, a4 public utility ¢t <o 3¢. But =-- so in that senie

I dont think that the State of Ohio is necassarily wagul.iting

ot
§o
4

to keep people out, or the Publis Utility Commiscic:
e
Scate of Ohio.

But now if you wantad to buildéd a -- Supnooa

5
19
B
Ao
)
(4]

Consumars wantad to build a trenaniszsicn, thay wouldld

ey
.
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go to the Siting Commizsion &d the Siting Cormiassicn would
éeteraine whether they would allow them to build “ransmissicn
or not. In that case it wculd depond uzcrn that partigular
state agency.

But the barriers other than legzal Iin this industry
are very severe and ae a ccnsaequence, whecher they are aided,
impeded; or whethar the reculatory agency is neatral about
it,the barriers are very, very substaatial.

Q Is it ycur view that any of the Applicants
involved in this proceedinc have the power to esxeclude
competitors?

A Oh, I think they do. Sure.

Q Which ones?

A All of them. Their mere existence, thair siza

and their control over transmission and generaticn and

distribution are enocugh to exclude any company actually wishing

to enter into that business, any private company.
Q And’vhat about Duquesne Light Compan?
Wecul@ you say it has tha ability -- power <o
axclude compatitors from Pennsylwvania?
A Pennsylvania? Ducuesna in Pannsylvenia?

Duquesne is cnly 800 squara mileeg, primarily

Allegheny Courty. What would that have %o do with Philzdelpiia

It certainly haz the power to exclude anyholy wao

wants to come into that 800 squara miles, not cunly beeoause

|
|
4

»



-

mm7

ra

1

1"

12

14

15

16

i7

13

B =2 B

R B 8

e e e S — > ot e

————

5924

of Pennaylvania law, but for thase other nractical raascns.
MR. REVUIOLDS: May I hava the previcus guasztion
and answer read.
(The reportar rsad thz racord 23 regnasiad,)

BY MR. REYNCLDS:

Q What are the cthar practical measois you had in
an!ag?
A Well, here you have a system of about 2500 musawetcss

as of now. All your tranamission of all) tlhe cusconcIs
pretty nearly ~- in that arsa the customers of it, 1% would
seam to me that even if Pennsylvaanla law =aid, okay, anybody
can antar into it withcut going in and ecompacing -

Q I'm sorry, Dr. Wein, I zan't hecar vou,

A == go in and compete for reotzil custemers, it
would be a vary difficult thing to amass the cepiitxl, ¢o %o
Wall Streat and say, "I am going to ecmpete Jor tha mazlish
of Duguesne Power Company. There is U.S. Stesl that iz =zalkiug
900 magawatts, and the:am iz Jones & Lauchlin that ig €aliing
950, I think I might he abla to gat them away fzcnm Duguesua.”

And I think anybedy who has any sense at all,
would turn down any such request for funds. I know 1f I wera

an investment banker on Wall Stroet I coertainly vonidn's giva

any private company any oacouragwgsnt at all oo €Ty an

o
Te}
¢

cuctomers and sstablieh a viadbls vartically intograted

generation transmission system in Duguesne‘'s territory, 200

— —— . i ————————
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1 miles. It seems to me to be a virtually impossible zeor:i of

2 thing.

3 Q Let me ask you this, Ur., Wain, i
|

4 Ig there anythi.g that Duquasas 1s doing vhich,

R —

5 if Duquesne ceased that activity, the ability of ancther

6 entity to enter into the market would be enhanced?

7 | A Well, another entity -~ .ropocing again that we ;
8 dién't have the problem of Penngvlvania laws. ;
[ Q Well lat's suppose w2 have the problam of Peunsylvtnia
10 * laws as they ©xist today. Answer =y question. g
il A Well there are still -- |
12 MR. MELVIN BERGER: Pla2azse deon't intarrurctc '
13 Dr. Wain. I think he was civing the anawar and statinc the
14 assunptions that are permitted in that ancwer. !
i5 THEE WITNESS: Trere s3till ara some rualcipal systaucs
16 and, if for example they were allowed to =zngage in wheeliag;
17 if for example the three companies that Duguesane had accuired
18 were able to get access to more efficient generxation and they
19 had wheeling privileges, they might conceivably ztzyv in tha

20 business, they might even conceivably grow. %hesc ars |

21 municipal companiez and puklic coupanies and they Lhavs scus

i

acdvantages which would override perhaps at leas:t at ths

N

23 L level and scale they wauted t2 com2 in.
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CHAIRMMI RIGLER: ‘“the

practice of Duquesng ==

THE WITHISS: wWall, the

they refused to give them acaess
refused to give them whaeling;

to even sell them wholesale power

in at that level. And thase practi

to

practice ig thai,

threa,

39

~5
=

auclear povey

they actual

- - o b 0 3
that they eould

S WwOulsd zaem
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cugh, what
rp
0ne;
3 twro, they

be something which they are doing - hich preveats sompanies
from either stayiny in or if thsy are in, froam gr-wing some-
what larger.
BY MR, REYNOLDS:

Q Dr. Wein, can vou teil ma which enuitias Du-uosre
Light refused to give access to nuclear power co?

A Well, I think the City of Pitcairn 2siicd them for
nuclear power.

Q What do you base that on?

A Documants that Ifve reud,

Q What entities in your view has Duguesne Licht

refused to wheel pcwer fox?

A Well, I'm assuring that when the Zurouy.

Pitcairn asked tc be admittad irntc the Canco Feol,

inic Jded to have all the advantagess of tha CADCT

™

~OC L

includes wheeling, and they were refuz28 admitianco

CAPCO Pool.

Q You sugcested that if nunic

50 I simply incerpret

€na

t as egquiva

L)
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Dugquesne area had not been refused whaelino o ac2:38 Lo

-~
“

nuclear power that thos» municipalivies would heve bean

@

to grov.

Do you hknew under Pannsyivania lav the axtzat
to which municipalities in th2 3tate of Pannsylvania cun
tak2 con customers >utside tha corpcorata limiis

MR, ME.VIN BERGER: Objection. I calievz <. 22
is a somewhat slight mischaracterizaticn of D, ¥Fmin's

- . - - > B o
ynclés 15 &sking for some

testimorv and I also kel .eve Mr. R

(l'

legal conclusions on Dr. Wein's pars,

CHAIRMAN R.GLER: Well, the second pazt of the
objzcticon is overruled,

I 4o have a litctle prcblem with the firag pors ¢
the gquestion. You started cut asking hirm if thaere ar: any
practices which Duguesne, if they ceaczed doclng, would one-
able other entities to compete bettar in the Dujussne srea,
and then you sort of translatad that into actual axanlas
and I den't know that in his original ansrer ke sugges:ad
that Duquesne either had or had nct rafused Lo wheal, Il
waa pointing to practicea which if ceasz=d would xzesul: in
increased competition.

MR, REYNOLDS: I balieve my last guostion

went to his response which indicated that i7F ceriain practics.

w

wera not on-going, the ones tha: e assuned Duguasnz wo

engaging in, that the municipals in the area woutld de in a

C v -
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position to grow, and I was =2sking him the exzent to wnich
it's his understanding that Pennsylvania law vould permic
any municipalities in the State cf Pennsyivania to axp=nd
beyond its corporate limi:s,

CHAIRMAN RIGLER: 1I'1ll permdt that.

MR, REYNOLDS: Tagt was the basis for my guestion

CHAIRMAN RIGLER: I'll parmit thet,

THE WITNESS: Vell, my reccllection of tne
Pennsylvania statutes is that they coulad not elifeun bDovond
their corporate limits if they were alrezady =~ if therc al-
ready was service provided to the customsrz bv eom: caolar
utility.

Nowz in the case of new customars wiars 32rVics

says. Also, I'm not sure that Pennsvlvania lov would Lrevent

a municipality from incorporacing an cutside area ianto i:s
municipal limits. I'm sure of these, but those zre tho
possibilities one would have to look into.

BY MR. REYNOLDS:

Q But you have not locked into these pousibiiiiies?
A I did, but my memory is kind of aons oo 3ll tha

fine points. My counsel informed me that fn:z Penusylvania
laws were more restri. tive even thaun Chio, and I said Vall,
let's read it.

Md I read it end I came to the canclusion :hat
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Yes, they were but I did not commit all the scatuisz
nemary.

Q And am I correct, based on ysur n»naior wastil onv
that when you said vou read it you were rvelzrrirg wo s
Duquesne Licht brief that was filed == the prahcaxiiag Irial
that was filed in this proceeding?

A No. I'm also referring to the actucl “:ansrlvaric
statutes of which I had a xeroxed copy. I'va ¢gcuc over caat.
I didn't read the Duquesne stuff un:il fairivy recaontly,

Q Now turning to the Applicants in zihe fizee cf 2hic,
wvhat's the basis for your conclusien that those Apdlic nts

have the ability to excluwde cempetitors?

A I've already answered that.
Q We've been talking about Pzansvivauicz.
A No, you asked ne about the CAPCO conmpanios and I

said Yes, all of them,

Q And my quastion is what is the basis for tlist
conclusion?
A And I gave you the answer cn that. I said =hsix |

very existence, the size that they have, the lLrckt thot zhe
have a virtual monopoly of all the generation, %Zis “rais-
mission, and a great deal of the distritution czuters. plu:
also some advantaces in Chic law. |
I said all that before, and :hat's the oome :

answer I gave you now.
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I micht also add since vou'va agiven nme the opoor-

tunity to tiink a little morz thzit uot cinlv do ther Lave
that individually in taeir cun territories but by vireuve of
the CAPCO Pool, they have it ccllectively, 34 it maes 14
even more difficult for anybedy to get into the CO2CC axrea
because you noww have a fairly tight-krnic grouy whicn hoz

greater power to exclude.

CHAIRMAN RIGLTUR: And tlat’s & moncroly, accozding

to your definition?

THE WITHESS: Yes.

CHAIRMAN RICLZR: 5S¢ witiiin the CAPIO aree they
would have a sharsd monovoly?

THE WITNESS: They would hav: a shared noncnoly.

CHAIRMAN RICLED: Becausae earlier vou defin:d
monopely as a sincgle company ==

THE WITRESS: VYes.

CHAIRMAN RIGLER: == gxercising monowcly sower,

THE WITNESS: Yes. In this case arain svsictl
speaking there are other esmallar sntitics in it 32 thar arva
not solely one company, but considering that =luey | g3
percent of, say, ceneraticn and equally larcs nercentu as
of retail and transmissior facilities and wha%-not nlus the
fact that they are tightly knit tcuether throuch tiis Pool,
they collectively share ir even grezetes -cwe:r than in “he

cbsence of that Pcol they would have, evasn thsuch ezch waie

LG, el A0 5t oy Sl Saidin
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the aime size as it is now.
BY MR, REYNCLDS:

Q Dr. Wein, is it your view thatc tiis sharsd necno~

poly you just described is cne whkien the Ap.licents have

wrongfully acquired?

A You mean is it legal? Is that vhat you maan by
"wronqgfully"?
Q All right, wrongfully acquire?d in tarns of

whether the acquisition of that shared menscpcly was Lacon-
sistent with the antitrus—: laws?

MR, MELVIN BERGER: Objection., I think this is
calling for a legal conclusion.

CHAIRMAN RIGLER: I would overrule the cohjecticn
as to that, and I think I'm goinc %o sermii the witaez:z to
answer. My only hesitation is that ycu are azkirc a cuestion
about how that monopoly power was acquired aad inevitably
that might lead you into the situation which cxiszzd, the
details cf the situation as it existed prior to 13¢5 if thare
ware a series of steps that led to the --

Assuming he answers in the affirmative, then in
order to fleszh out the answer he micht have <o leod vou
through a series of events which transpir:d p==10£5,
Dominance alone does not constitute monopsly. But in the
issues in controversy we have started with the s:tipulated

dominance and the guestiorns in ceocatroversv are wazther this

e e

s —— ——
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dominance gives them the ability to hiander or preclude
competiticn and then are they exercieslng that ability.

And it seems to me you may b2 lszading him into
somathing that was cut off I think at the Apvlicznis' ro-
quest during the framing cf the issues in controversy,

I'm willing to let hir answer, I just call thic
to your attention.

BY MR, REYNCLDS:

2 let me ask you this praliminarxv guastion, Dr, Wein,

Ia it your view that the sharing ¢f monepcly “hai yea just
made reference to cama about with che formation ef CAPTO?
A No, it didn't come a2bsut with the Jormatlion of

CAPCO necessarily., CAPCO was juct a movenene in a directicn

which had baen taken before that., CAPCO sinply mcdr for even

greator interconnecticn, gresater coordineticn, cra.tor
coordinated planning and operaticn which, 4o gene autant,
had gone on before that.

But the answer is No, it i3 nrot cnly wiilh <hz
existence of CAPCO.

Q All right,

So that you'rs talling mo that there wrs 2 chexed
moncpoly before the existunce of TAPCO?

MR. MBLVIN BERCER: Objection. I thial that'sz 2
mischaracterizaticn of Dr. tain’s ‘astinony,

MR, REYNCLDS: If it is he can tell na,
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CHAIRMAN RIGLER: If s2, the witness can deal wit!

it in his answer.

THE WITHEES: Well, I thini what vou had bafore
the formation of CAPCO was a great deal of coopzracion
between these companies and thev each had in :heir se.vice
territories and they took geod care anot 2o iniringe on their
service territories, for example to tha exten: of svapring
customers which has been exciuded fron the evilence ke icen
Chic Edison and Tolecdo Cdison.

And in ordsr not to overlac they angaged in neny
acquisitions since 1950 which I think wmight have drawn very

severe problems under Section 7, the amended Sestion 7 cf

the Clayton Act. And if I wers t2 ¢go into fae satize lhistcxv

of the acquisition and elimination of companias i: wenlsd
seem to me that just as this history might iisels hava bezn
judged as illegal --

CHAIRMAN RIGLER: 3But that's not the guesitloen.
It relates to shared menopolies, not the activiizs ol anv
individual company, in acguiring competitors wikthin ics
service area.

THE WITNESS: I think they waere siaring it

tacitly by refraining frem competing in cach ether’: :arri-

@

tory. That seems to me to be shared, Itfs not
That's underlying CAPCO anyway. But zack in 12857 cx 1240,

the means of interconnectica, th2 craat advantages of

- ———— —
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interconnection and pool operation were not as oroal as Lhey
are now, and underlying CAPCO is also, it seems ©9 me, cha
same idea of not competing for customers of aay sori .v €ach
other's territory. I think they had that boelure CasCu, Lat
they didn't have the operationzl and planning coordinctlion,
Mow right now it's extrazely diffleul: wizhcuc
that kind of coordination to get Imnto,as an indspunieat oOr

even as a municipal, to get into the elactric powoer iacustry

in a partirular region.

e S e s S O S S S
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So this questicn of sharing hea %o ke

b
i
i
g |
(%)
{
§

in that sense. %hen I agraad o what vou said, . Riglars,
that it is a collective monopoly, whst I an acraaing to .2
that with respect to the power exchonge markst it L2 a
collective monopoly and with ragpeat to thn wholzoals and
retall markets, it is a monopely of cach csmpeny within
their respective territories which cnly exista bescauss =heco
companies refused to coupsta againct each other. BPut each
one of them has that.

MR, REYNOLDS: Just oo the record 1o elzar, I
will withdraw the exrlicr gquestica that I left hancing that
the Chairman had indicated might go us kack into matker. we
had alrasady excluded.

BY MR. REMNOLDS:

Q On page 113 of your testiweny in ycur disguscion ¢f

retail gecgraphic market boundaries of Tolaldo 2di=on':
sarvice tarritory you state:
*rhis is a definlte geographic arca of zbous
2500 square miles centering around tha Cisy ¢f Tolaic
as previously dezcribed.”
You then go on to show Tolcdo Bdizca's charzs of
retail salee in this area.
My question is, wvhat makes that arca a dalinlie
geographic areca other than “he fact that Toledo Z iuen

serves ie?

e 05 A S - A A e e et - GB
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A What makes anything a definite geographis azey is
£inding out the bounés of it by ~ous pazticuvliar way in vhich
you would define ar:za.

I can say this is i%4s latizude and longi=ud: and
these are whaere its transxission lines and ics dlzexwilueulin
lines and its generatingy plants arsz, and 1t covazrs IE
square miles. That is a dafinice gecgrapiic orea.

I diédn't ‘'say that was necesncarily a gacgrarile
market. That is where :hat comp:ony bappens to wiist,

Q What 18 the significance eof the wee ¢f the wuid
"dafinite?"

A Well I suppose tha only signiflennce of that werd
was there seems to ke no doubt in anybody's nwond that 17 you
say what is it, that is i¢. Aand aztzrently it may bu l;:éwa'c
that I toock cut of Moody's. I don't now, bui ==

CEAIRMAN RIGLER: Coulda't it just as easzily hawva
covered 2700 square milaz, or 300 sguare wilec, oo 4L
communitiea instead of 477

THE WITNESS: Yes, I am simply CGacgziling wiiit
Toledo Edison is. Ané it is definite recauvse hay driv s

-

map about it. - Tha! is all. I an nrot attributiny any signiii-
cance to that.
BY MR. REYNOLDS:
Q Would you also charasterize the aroa wiilila o2

corporate lianits of tha City of Toledo as a definita area?

R

. ——— o
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A O0f course.

Q By the way the cley of Toliedo is not La th

of Toledo Bdison'a sarviea txoa, 1z it? I 1is iz th
northeast corner?

A That 1o right.

Q Let's suppose Tolado Zdisoan gervead only within
the City of Toledo at retail, ard that cowbtlitucal 2 melatlvel)
snall portion of the 2300-square~nilas aread you ralevi:e a8
the definite geograpnic araa.

Then would it not be coxrrzact to conmcluds thas
Toledo Edison has no menopeoly power e th2 rotall lowl? ¢

MR, MELVIN BERGEN: That questien anums Lo b
hanging.

In what arca?

BY MR. REYNIOLDS:

0 In tha 2500 zcuwore mil: arca.

A Do you muan if Toledo Bdisen sarred -uly in iz
2500 --

Q If it corved oaly within the City o Tolado
at rstail.

A Yes.

Q and ==

A And what?

i Q And that was only & simall portion of ithisg 2500~
square-mile ares you reforrued to, then =he uission 12,



mm4 1 would I not be correct in conecluding that Tolazdo Ddiczon
- 2 had no monopoly power at the r2tell level? E
|
4 3 A dell, mo. It would depend upon what clee yoz fowrd |
4 " in that 2500 squars miles outside of thz City of Telodd, o '
¥ 5 whether there were agrcaments oOr noc.
6 Suppose it were now all sexved by, lei's z2ag,
7 % Ohio Power? Everything elge there but Chio Powor., And thozoe
8 was an agreenent between Chic Power zad Tolado Zdiszon which

9 said, "You stay in Toledo, vou stay in the Cluy of Tclalc 2nly

-

10 in those annexed are2as of the city and all the mogt ol Lha
11 atuff is ours, © and all that is yours.”

12 M Then it would seam to me that thcy would hav:

. ——————— < —————

13 " monopoly in that area, in the Tolodo area,

14 Q In which arz2a the City of Tolecds aran?

15 A The City of Toledo, yes.

16 Q But not in the larger 2500 niles? !
17 A No, they wouldn't necessarily have meonopoly in !

18 the larger 2500-mila arca,

19 J The questlion now, however, is what woull Lo 2l
Al

i
20 geographic market which is what I am iaterastad in. euld i
21 L be fair to say that the City of Tolade itself is tne ",’.2"'?:‘."'.’.9:..':.:;
. {
22 market relevant in thiz hearing or ie it not?
2 u And then vou go back tc the sema dofiniticn, 2zo
24 the conditions such, factual, legal, censpirotoricl aizh woulll
I
25 I ©F would not permit price influence? |
!
|
‘4
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If there wore price influence, i.c. thare wazan’t
conspiraterial, ~ thers weron't econenic, thawe wawsn'k

Cit» of woledo

(4

regulatory barriers, therelora every <line th
wvanted to set municipal ratss, maidential ratzs, ¢oumareial
rates or industrial rates and had to take ageount of wiau
Ohic Power was doing and vice varsa, Ohlo 2ouur had Lo tals
account of what Toledo Ediscn waa doing,thaen tha googroghic
market area woulé be that arca in vhich thace prices war»
mutually influenced.

Q Is Bewling Green in Toledec 2dison’s ratall markekh?

A I think eo.

Q Does Toledo Zdison sarve any retail custcrers
within the corperate limits of Bewling Graaza?

A I don't know.

Q Wouldn't that ba important to know in doflininy
relevant retall markets?

A No, it wouldn't. I have alrsady givan vou Lo
definition,

The City of Bowliﬁg Green had to “als inte zcsount

the influence of Toledo Edisca, whether Tclado EZdiszon lad
a few  —customars in it, or nc customzrs in i:,

g Do you know that that iz a fact?

A That what is a fact?

Q That Bowling Graean doez take iato assount Tolzdo

Ediscn in setting its -- in setting the Bewling Groen raze?

e A . ———
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! A When you say, do I know that is a fag:, hew o

i

i I ever find out whether that: was a fact?

’ I mean I édon't Xxnow what ¢the nmuniginel 4lzcxisutlcs

people in running the City of Bowling Crzon's ovuetasa havs 2t
thair hands. I have made tae judcment on the bawizs 2f av
“ experiance that every municipal company has o talz iazo
account the prices of the investor-cimed utillir ‘n who
area it exists and who can he conzicured as & wpotanitinl
customer or purchaser of thelr namicipal syvotam,

Now I don't have tc make any ctudias fuxther “han

that.

Q That is based on your exparienze whovra, Lx., T2in?
A It is based on my experience in Michigan, bu2:2 o

i3

14

15

i6

17

18

18

taliking to people in California municipal sys:

talking to peopla down at the Public

\:
i
L

Utility Comm

Ohio, and also pasple in Alcbame.

Do you know if the Tcledo Edison ra=cs an

Bowling Green regtag@ tand tovard equality?

You mean their residantisl ratze?

0

(\

N

R B B R

—

Q Any of their rates.

:
- Aale bRl
wir retail raies.,

Well Bowling Gresen is -- mll

U

CEAIRMAN RICLER: Waat deo vou

% P o -
send Lovaxd

¥
M
7]
S
ld
<

q aquality?

|

BY MR. REYNOLDS:

Q Dr. Wein, what do you utndarstand thac oo

s

3 €D mean?

{
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You have used it in your testlrony.
A Yes. I think that cver a paricd eof ¢ive yoil
are likely tc f£ind that Rouwling Greca’s vates will bs alchur --

will be fairly close to Tolade Zdicon's ratas. And I thexe i
a chang
CHEAIRMAN RIGLER: Aras they approzsihing pariiy’

< &

THE WITNESS: Thay may appreach ra

’J
p:
L)
| 2
“

li
o]
“
v

s d

ray not. Thera may be scme differential batwoon sham,

But if there is a2 change in the dirzsticn cae way

much the same sorts of cocst factorc.

CHAIRMAN RIGLER But doesn’t tend towaxd eguallly
maan they ars always ccming closer togetiier ge that tas
differential batwaen tha ratas iz always leszaniag?

THE WITNESS: Well all othar things eyval, tho: 4o
what it would masan, ves.

CHAIRMAN RIGLER: B2ut is that what you memn, tisi?

THE WITNESS: Yes, this is what X would iecaa Y
tending toward equality.

BY MR. REYNCLDS:

Q But you don't know in the Dewling Crasn situuilon
whether that is the case or rot, iz that ccrzoci?

A No. I really édon't know that.

Q If Toledo Edison has no reiall cuscomazs in Eowlling

e RS- = b — -
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Green, then Bowling Green would have 100 pezrcont of the retzll
kot in the corporate limicy of Bowling Greca, lon't thzt

correct?

A By definition, vas.

Q And weuldn't that give Powling Greoa aovopoly powrr
withia the city limits?

A No.

Q Why is that?

A Becausa they couldn't stray very far Zwrem the Tocus

of Toledo Edison.

Q How do you know that?

A I think I have answered that a long Zimz == oo
several times in this proceeding. I will angwar Lt azall,

. »
r2 In esisgtenze

Municipal distribution cyastems

. fa

bacause thosa who have promoted them, and the clilizansz

()

have voted on tham believa that they will ge: a: icaut zo

sood service at at least as gocd prices as they could g2t Ii=m

being served by an independent privata utilizy, It Uii. ool
some patience £for citizens 9 coma up with iF Lhos

promise happena not to ccme about ln one vear or Lo 7uts

(0]

But the system would certalnly not ausvivws vom

long as a nunicipal system if their rates wore oat of Lioe wigh

the rates of the utility. Thare 12 no reaseon for i: ko exnic
So evan though they had 100 percent of all the cuzten2z3 in

the City of Bowling Graeen, they eouldn't stray very Ins frem

(43
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rates which Toledo Edicon was charging for sinilias Zvpes of
custcmers and clazsas of custcmexrs.

Q Would you similarly £esl) that <tha Fitsairn
Municipal Electric Utility Syster has no mons: oly pewar ovar
retail electric sales in Pitcairn?

A Yes.

CHAIRMAN RIGLER: You oulc concel=2,; would veu

not, that for any given ons=vear paricd thay have 2 monopoly?

I mean 23 of right now -~

THE WITESS: No, I won't even conceda that Mr., Riglirx

for this reason:

The essence of monopoly gower is not that
to have a customer and you don't. That lc not: the cosxile
of 1it.

The esserice of monopoly powar is that if I Leoonoen
to have that custwmer, I can charge any prige I wan:z., I an
insulated from any other influence, so that I can chargs hinm
whatever the maximun profits I can make, givan the antura of
his demand and my supply. That ig th2 escence > l:.

In the elec“ric utility busiriss it is cbvicusly
llvayl, somebody is always conmnected to sona sysienm and sc i
I had a town in which thers wers two utility cczpenics
saerving, north of this boundary it is system one, and scuth ¢
the boundary it is system two, now I could then say ther have

monopoly in the north and thoy have monopoly in the souil,
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because the customers aren't going ©o change thei:

+iRESG .

And then by going to the extreme, veou fiazl'y got
down--gven if I had system A has Jones and naut leor svoksn
B has Smith and next dcor system D has comething clse,
then he has got a monopoly with respect to Jones, 3mith aud
80 on, which is absurd.

The ideca of monopoly powar iz tha shisiding, =ho
ability to ixpose a monopoly prica if you so dzsize az & mono-
polist where you <don't hava to take into concidaration any
othar influenca.

So I can have tha custcners, but I may not svea
within a year, you see -- aven within a veer I mav cluang-
the pricas because Toledo 3dison has cheagceld tha pricaa. O
I might raise it lass than I would have.

BY MR. RETNCLDS:

Q Well, on your logic then, would I 22 corzact (haat
CBI does not have monopoly power in any mumisipaliity it cerves
since ths city can condemn CBI's property iI the rates e Lue
high?

A No, I don't thiank thet would f£follow.

Q Why not?

A Well with respeci: totha City of Cleswaland, I cuss:
it is the whole factual situacion. I don’t hnou whother <he
city can condenm the rest of the City of Cleoveland oir nat.

But even if it could cocndamn the xozt =oFf cha Clty ol

— —— - ————
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Cleveland, the guestion is what would MEL? de with the rast

of the City of Clevaland? 1It doesn’t have thz carazity ©o

sarve the City of Cleveland right now. I% iz lu wvarmy bad

financial condition so its cendamnaticn lu saying, ohov, we

condemn all of CEI's plants and distribuilion in the Ciiry ¢f

Cleveland and scmebody says, well that is Jine, what avz yo

.

. -

going to pay it with? You can’t just condaun withou: coquizing

and now you have to supnose the City of Cleveland as a

realistic matter would gc out to Wall Styeot =z2ad hlrg theis

bond attorneys to gat the meoney for them cr asiotiate cha

funds for them.

And I think ona would have €0 liva in ~- vall, one

would have o make & very serious reservatlion alouvt that
possibility right now.

MR. SMITH: Do you know if thers ig suliiciznt
C2I generation located in the City to support h:s CII 1224
in the City?

THE WITNESS: No, I doen't think thzre iz, as a

matter of fact. I am trying %0 think of -~ gneujn ithi: th
City boundaries? I don't thaink there is encuzh %o suzport ¢

aven if they could acquire any and pay for it. They scill
would require additional power and thecy s%ill would zeqguizo
all the prokblems of how you get 1t without wheoling aad co

forth.
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“ BY MR. REZNOLTS:
Q So the Lake Shorz rplant within ¢tha -
2 Yes, Lake Shore i3,
Q Do you know what the capacity of that plent 137
A Well as I recall it was 500,000 mzvavatiis ==
600 megawatts.
Q Do you know what the load of CII iz in Cleveland?

L A The load of CEI in Cleveland is roughly, az I
recall, a third of their total locad. Tha% is subiect 20 manox s
but scmawhere in that magnitude.

l That is almost -- well, it is ovar 2 30C0-megowats

’ system.

Q In your testimony, is not the thareat of concernr4.c
the essence of what you hava termed potential compaititcicen?
A No. THat is an Ingredicnt,
MR. MELVIN BERGEBR: Can ycu point =9 ==
MR. REYNOLDS: EKEa has already anawersd tine guagtion.
THE WITNESS: I didn't finish my ansvaz.
BY MR, REYIOLDS:
h Q You may continue,
A Thank you.
That is an ingredient. It i3 an ingradient i it.
But by no means the only facter. In fact, if tl.zr2 wvare act

! all the other factors such as accsss to econct.fcai plant
access to whealing, complete cgoxrdinatiocn and 7o con, tha!

i
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becones a very hollow threat. It reguires all thoge othur
things plus the existence of a pessilility of tha municinals

getting together before that becomes = real thoaat,

Q What is potential competition then?

A If you are asking me what is potentiazl compatizion,
I will -~

Q What i3 potential compatitien in the electiric
utility industry if we focus on ths municlipal aystems?

A Wall I think I have explained that., It co.sl %3

of the following ingredienta:
One, the ability of municipalities to ¢ot togcther
through some organization euch as, for exansle, AND Chin:

to get together for the purcose of selling aad gengratlng

41}

and transmitting powaz to their municipal custouwars, And i
they had certain access to auelear plants, 1f they had avezel
to them on a plane of aquality ae the other CAPC) namkors, L7

they had wvheeling, if they were part -- 1f they encgooad in

e
%)
L9 |
C

W

operational and planning coordinaticn, they wmonuld
constitute a potential competitox, one with cac cupabilliy
standing on the edg2 of the market., And thoy stend on o
edge of the market in the antire CAPCC area i «™uy Lavu
that.

-and that i3 what I mean 5y callinr that potential

’

competition.

o ——

e - -

- s — D - S = T
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woculd be benerficial. affects even if in Jfogt they asvar
did go to the exicnt of zome sort oi arpanidod Swughz

operation. It would force tha othar componiza “0 72C

a limit price, the limit price being thet owice low
enough so that this potentizl convecitive entisy wcald
not necessarily come inzo beinrg, ut it uould alroody
hyve, then, the iniluance.

Q I belisve you have indicated in vyour dirgst
testimony that this eatity standing on tho zdge of a
market must have a significant prcbakiliivy of catzy o
be a potential compatitcor, is that corrac:?

A Yas.

MR. MELVIN BIRCGER: Could I ask for tha yvefzrons

please?
MR. REY OLDS: Paga 142,

BY MR, REYNOLDS:

Qo Would you deiine tvhat you mean by sigaisizant

probability of entxy?
A Yes.
Significant probkakility of carzy, obvigusly
not characterized by a number, 5 percont, 1% caucant.
S50 pexcent, it's charactorized by the exisiing ccusanics
who ask themselves vhether urder thesa conditios do uc

think that thezre is this chance for this coupany to scne

"
SCUEUUSIRNEE. W

B NS ———
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in. They set the numbers. For example, they might 27

they came in even uging a one percant crance iz sicnilicant
enough, subatantial enoush for them to luwor thelr pricas,
try to pravent them frem not comiang in. Thuy might say
it's five percent. In short, the margin cf potontial
loss, if they did eccme in, ths Lower th2 prokabililty wo 14
be before an existing entity weculd say it is a gigniticant
peesibility.

You see, if I'm going to lecse ton cents I'm

not going to worry abou: it but if I'm going o lou=

-

reyenues that micht approximcte $300 million or 300 aillion

a year, even if it wera a one parcent chanoe, I auight lover
my rates because one percent oI$300 millicn a year iz a
significant anount of monevy.
So that's the nearest I e¢on give to you. It's
not necessarily a particular number.
Q And when you indicate that there Igo cLis

significant probability of entry in the forsezakle inturc

what would constitute the forsceable fucure in -iomo oi
the electric utility indeetry?
A Whatever the entities in that inlustrsy tlillal

they can forsee. This 3eems to me te 2 the casz. It's

parfectly clear that if they didn't view thia goxt of

potential competiticn as sigmificant, I don't uvacerstand

N w——— ——_—

———————— —— ——— . it . o . 5
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why these proceedings are going arouvnd. TI: would zZom
to me they would say, Sure, ycu <an have Chis, vee 2on
have that.

Thers must b2 something thev fear that is going
to be competition which they would rathar not Izce.

MR. REYNOLDS: I move to stxike thatl rezronso.
Mr, Chairman.

CHAIRMAN RIGLER: Nc, I think that was invitec
by the gquecstion.

MR. REYNOLDS: 1It's highly speculative &s <o

€]

what these prcceedings -~ as to wiat thaesz procsading
may or may not tear on --

CHAIRMAN RIGLER: But it relatz2d bacit o Tour
question as to why he considered it sigaificzcant and he
was holding that out as one of the reascas why it winld
be significant.

MR. REYNOLDS: My question was what a2 colsiderss
to bz the forseeable future.

Well, if the Board has rulzd, I'm ro: gelig o
argue with the Chairman. I think it is spaculative ond
unresponsive to the quastion, Lut if I have lezt This ruilng
I'm not goiang to argue.

MR. SMITH: Dr. Wein, cdoas a potantial eInpatiiaxr

s - - D

outside the market evaluate the czpacity that ol

s GG

(8.0

existsa wi:bin a market in dstemining uactazr hz chioul

-

e ——— et o e . S S

-
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enter?

THE WITNZSS: VYes, it dees.

MR, SMITH: ¥ould the additioan of a subsiaatial
amount of additional capacity affcet iz judgnent ol a
potentizl competitonr?

THE WITNESS: Yes, it would.

CHAXRMAN RIGLER: Is this a gocd Cim=2 Icr a

short braak? Are you akout to ¢o on to a nav line, "ir,

Reynolds?
MR. REYNOLDS: iio, but we caa stez hore. That's
Zine.
CHAIRMAN RIGLER: Ict's do it,
(Recess.)
CHAIRMAN RIGLIZR: Back on th2 rezoxd.
BY MR, REYNOLDS:
Q Dr. Wein, let me ask you weuld you ag2e of

disagree with the proposition that if cempotitive
alternatives available to customers locatad in diZlilzont
areas are significantly different than the dalincatlon of
several relevant geograzhic markets reflecting thoso
diffarences is econcmically appropriate?

MR. BERGER: Can I have tue question veal bacli,
plezse?

(Whereupcn, the Reperter read from the roiordg,

as requested.)
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THE WITNESS: I have to have that befcrz ne.

It's a very confusing gquescica.

CHAIRMAN RIGILFR: o5, do voau awarc that writton

out somewhere =- in som2 way that vor conld olve it -o

hin?

MR. REYMOLDS: I den't undezrshaand the conlinsion.

It sounded good to me all three timas,
CHAIRMAN RIGLER: That's becausze vow Lavae it
written out in front of vou, X thinl.

MR, BREZROLDS: Lzt me askx veu this:

BY MR, REYNOLDS:

Q If the aiteraative -= if the conzeliiives
alternatives are differant in different arcaz, latis agv

that the competitive alternativae to eustcuers in CL

O

are different than the competitive alternatives Lo
customers in Painesville, for exarnlae. Toculd, hon.
the delineation of the relevent gecgrarpiic morviota o
reflect those &iffercncea be economically avprarvio.er

MR, MELVIN BZERGER: Mre ycu talking roeall,
custcuers?

MR. REYNOLDS: Yes.

THEE WITNMESS: You mean if & retail cuscomwx
in Cleveland can buy 502 kileowati hours ol five conizu z

kilowatt hour --

MR. REYNCLDS: You have £o talk inieg thae adle,

YR 2y U

U ——
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Dr. ¥ein, pleasa.

THE VIITWESS: if a custaner,; 2 rsitall custouss
in Cleveland conld buy 39C kilowait hours ot #lve
a kilowast hour and 2 retail curtcomar i, Palinesville wiil
the same characceristics could muy 308 mills at =hxss
cents a kilowatt Thour?

BY MR, RENUICZDS:

e No, it doesn’t khave anveaing €3 Jo wvith Tle
price.

A You said retail customers buyiag electricity.
I don't know what elsa would be involved ascoring this
the reliability was ths sape.

Q The competitive alteraative weuld zolahta T
the suppliers of power., If ti2 coroetitive altainailves
to the city of Cleveland te the zzta.l custonesns i: Gl
city of Cleveland differed frum the cempocitivy
alternatives to the retail customars in the cioy
Painesville, for cxample,

[ 3 You maan the city of Pudnezviils oo
generating system, had ailferent cowgetitire aluosTrziives
than the city of Cleveland ag a generating, Lz ha%t ~hnk
vou mean?

e That's right,

A Wow, whati's the guestion?

-

Q The cuection i3, then, whsihar tas dzlinzation

— e —————— 14 o ARt 0

et e~

o ——— S g G w20 4
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of relevant geographic markets teo raflsct: “ho=a éiflera
would be econcnmically appropristae?

A You mean et retail, or at whalesalae, os has,
sir?

Q At retail.

A No, not nec2szariiy at &ll. T azoa - conpat

sternative to the city of Painesvillce, giren it:

generation and so on, night be aiffarane =.:n =
alternative to the citv cf Clecveland as = rener

power. But then the question hore ig vihisizher &

v
v
L
S

La sonpet

ator of

! SRR
L2 irnflucncs

of the prices, whether there woulild ke any influsace on

the prices that the city of Cleveland charged 2
of Painesville. There may aot be bicavcs “ha

Cleveland has got no wey to rzach the city of

and the city of Painesvillae has no way to reac:

of Cleveland. It s:till may have ccme infivorce s

the citizens of Painesvilla m sht say, Hcw conc
ratas are higher than the city of Clavelarnd, a.

the citizens of the city of Cleveland nigke zoy

come our rates are highsr than the citv of P2iq .

So just because the city of Painezville eat,

have an opportunity to buy ccal. if Fast’s ¥hat they ase.
scamewhat cheaper than the city of Clevalionrd, ta:
be a different coxretitive alternative, me :zhos

justification for saying that the retail Barkss

a2 -.~-'71,:
EAANC IV EOE A A

W
T e A S S

]
!
|
. 9 &
a Ebs @ity '
]
P— |
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cuxr i
{
L WP i
(283 { o3 btgi |
i
i
s Lal. i
is7ilile.
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other hand in the city of Paiacsville ¢{he retoil

different, that they shouldn’t
market.

41 Pr. Wein, laz‘s 4ry it this wavy:

If the ratail custerers in ¢he citv of Cloavelen

have as competitive alterratives the purchane
the city

from MELP, the Municipali Blzgtriec Light Plont,

L] . i
Tllvnineiing

of Cleveland, or from the Cleveland IZlcotric

Company as their competitive alterpativas, and,. ¢n T2

of electric power in that nmunicipality hag ac
alcwnative only the puzchase of gouwer
sys.em of the city of Paineaville, ueuld veua nce thar

—_— » 2ie i - = ok die =3
" L 4 " R e
v..vp ;t—n.& i ne o. s W hadhe evieh e wm ' b

agree that there are diffexent
for the few municipalities?
CHAIRMAN RIGLER: That question <oarc 't g:o
because there is no conpetitive alternative in zho -lty
of Painesville, if that’s their sole scurce.
MR,

REYNOLDS: That's tha .o le point, lir.

Chairman, thank you. Therefors there cre diilarunes:

because in one there i3 & coapotitive a2lt=aumabive oo

the other there is not. The answer ¢ihcald Le vas,
THE WITNESS: No, the ansuaer iz not vas.
Am I being asked the questicn?
CHAIRMAM RIGLZR: You are be.nyg adcal bz

quastion.

e o 4+ S

[—
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THE WITNESS: Okay, anC 80 I would like To

answer. ‘
The answer is not vyes:; the answer is uo.
BY MR. REYNOLDS:
Q Okay, why is it the competitiva alicrnsntives

are not different?

A I have alrzady explained to you the roaszens
and why vou would tzke a geograpihic marke:. It has o
do with the problem of orice influence, waether cu=z
takes into congideration the secting of a price cr J

does not take into consideration the getiian; of

{3

The city of Painesville, th¢ rvegple of Lha

city of Painesville obviocusly can't tuy zuything othor

than from the city of plainesvilla. The cicy o Palnznvillz

when it's setting its rates it certainly has in mind CII
and what its rates outside the city of Fainacville ao
going to be. And no municipal systzm can suvrvive voov
long by setting rates that are very nuch aicher than the

CEI, so it doesn't really mattor that this paorvisulas

citizen or the citizens in the tovm can gat o CII o aozrew,

The people who run Painasvillefs distribution cvsicn
know that they can not survive by charginy ratcs var, far
at variance for very long differant Zroa Lliac of Oni.

Q Do lyou know if CEI can 3scrve within the ~ity

limits of Painesville?

—— e e e ————————————
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MR. MELVIN B2IRCER: I think Dz, ¥Wzin may .av

1‘7

!
.

misspokan the last answar. Plharhapz va ¢n havs

Reporter read bacik tha answor.

(31

N Al
¥on <9 2

(Whereupon, th2 Reporcer read
as requested.)

BY MR, REYNOLDS:

Q Dr. Wein, I askad if you knaw :f 28I ¢oul

serve within the city liniits of Paipesvilla,
Within the city limita?

Yes.

> ¥

I don‘t kncw whethar they can oz not.

Teh e Do you know that -- were you =zuwar:s thatl
Pitcairn's rates have consistently been hichasr Thim

Duquesne Light's rates at xetail for many, many vooar:

A NO, I didﬂ't kI\OW ﬂlato

ecord

——————

— > 7 ¢ N AT e
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2H ebl 1 Q Do you see any difference, Dr. Wein, in tlie actval |

Zhg or the potential compestitiva alternativaes availablo fo a

3 community whose present power supplier hac 2 franchise et i
4 to expire in three years as opposed to a comuunity irn wnic ;
5 the power supplier holds a perpetual franchise? - }
€ A Read the gquestion, plz2ase, E
7 (Whereupcn, the Reporter rzad from the =zacoud i
i |
3. as requested,) }
9 THE WITNESS: Well, I supgose the hynothesi
10 assumes "perpetual franchises"” wmean rever., That sz=zzm: to é
1 me very unlikely but in any case, supoosing thare wers fuci 5
12 a thing as never, sure, as the rotential time thev —waticn f
13 here mcves closer, cbviously the guy whege Zranchise L=z gyoiag E
[
14 to end in three years is going tc be constrained to wo & ‘
15 w little more to make sure that he gets another fraonchisae }
16 than the supplier who has a pergectual Lecause what £ha% mcaus
17 is if there is such a thing as pervetual, which mezns Lhut

'aih the city csculdn’t even build its own distribution and dupli-

o A e . 4 S S —

19 cate within the city, which I den't thizk it means, but that's
20 h an alternative., If his rates were that bad then thz city

1 might decide to duplicate within the city and build.

N

So that's nunber ane.

Number two, if his rates were so bad and iF this

were widely practiced throughout the terriiory of this companyi

——— v -

in the arecas in which there warc sepatval franchicas zo

& B B R
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that in fact a nice brief could be made showinc that viere
the supplier has rerpatual franchises his ratss ara 30
percent higher than where he has limited-zerm franchiscs

for the same kinds of classes of customers, coacliitions and
so forth, it would seem to me tiiat that woueld l2ad proiably
to such political unrest and legislation whlich mignt J. awiy
with perpetuval franchises.

So as a matter of fact and as a practical qusse-
tion, I would suppose that even if somabedy had a par-otual
franchise, say a private utility within the city, iz would,
because of all these other forces which bear on potentlizl
competition be constrained anywzay to set i1ts crices not very
much different £rom where he had a threz-yvears Iraaciise ov

a five-year franchise or a perpetual Iranchisz,

It would seam tc me that the compatitive Irniluancoes

would be operating just as well and prescably juszt as

effactively. The IOU's, you know, are not devnid ol politica.

common sense.
BY MR, REYUNCLDS:
Q Am I correct, based cn vour orior tactimcony, uhiet
vyou have not made any analysis of the relative ratall ratce
charged by each of the CAPCO compani2s ond Ly =zh: municipal

and cooperative utilities withia the CCT?

A In the sense of an analysis, no, I 4did not ¢o dows

and analyze the different contracts., 1I've locied z: scu2
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of the contracts., Even within the same service tarritosy

.
)
)

3
r

of a company there may be litcle differenc:

CeE € e s~
trial rates are so zomplex I can't unders:zand thon osnuway.
Q Did you make any studies of the cost ¢f trar:~-
porting electric energy from Cleveland to Ficrzburygh?
A No, I could not makae such a study, Iagoiar az I

know, nobody has. But I can tell you that itz pirchel

very little, based on my Alapama experience.

CHAIRMAN RIGLER: Look, he askaed yvcu a s;uestion

that could have been answered Yes or No. Lat's ansvs

Yes or No.
THE WITNESS: MNo, I 4id not nzke such a
BY IR, REYNOLDS:
Q If the cost of transnmitting power from C

to Pittsburgh were sicgnificant or lawge in pronortion

S—- :“. -
b s Vokme o4
L@V Lanc
-
-

the value, would you say that Pitiskurch and Cisvoland are

in different geographic markets?
MR, MILVIN BERGER: For what predusg, Mr

BY MR. REYMNOLDS:

Q Electric power, retail sales of clectric ¢
A You mean if I werc a company in Pltishuzgh

wanted to sell something in Claveland at rezail, :that i

a lcad?
Q All righnt, and the transmission cos: were
ficant.

a2 N .
Remglda?

T T ———
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Pt Significant means 3ignificant 2nough for m: g9
that I'm nct cempetitive in mv retail salss? I3 that si<an

your hypothesis?

9] If they weras significant eacugn sc vou weren's

competicive in your recail sal=zs would veu sav that wsuld

put Pittsburgh and Cleveland in differsa’ geourachic murke:s?

A Yes, if that were the csse, if thers were no
influence,
Q And if it were not signi’icant encuch sc that

you could be competitive would they then be ia the sam:

gecaraphic marke:?

1

A I didn’t finish nmy ansvear, sc be

wZ2 YO2 as4< na

- » . D

another question let me finish the answer tc the first one.

The answer to-~ The firs:z question was 4i7 1
producer in Pittsburgh, beceuse cof transmizsgion cosvs eine

so high, could aot pcssibly compete for a load in
Clevel:nd? Bvan if he had his own :ransmission or 2ves i< Fo
could wheel and get permissicn to wsheel it, the zranen ccicn
loegsas would be 30 grzat comparad to the celivery that he
would not be in the Cleveland market with powar fron
Pitteburgh,

That's the answer. He would nct have wy scne
petitive influence, Of course that fliss in the fame ¢f ke
facts,

aG1 > b s LR P 1 - - gy o 3
CHAIPMAN RIGILEF: Wouldn't vecu have Lo taze into

———— " — ———_—— . —. | — —— — . > —————— . " &
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or Pittsburgh?

THE WITHESS: I'm assuming that thav ars squal
companies with equal generaticn aid so on, v2s., Cf course
that would be the cass.

3Y MR. REYNOLCS:

Q I think there®s another guestion »endiag, I aac

asked you whether in the event the cost cf transmitliing the

power was not so sicnificant as to make the price uncowpeti-

r

tive with == make the price in Pi
the price in Cleveland, in that circvmstance would reu say
that Pittaburgh and Cleve_and were in the sane gaoeraphic
market?

MR. MELVIN SLCRGER: .Are you assuming thal thexz

are no other factors to Lbe considered, Mr. Revnold

3, such

[

as laws?

MR. REYNOLDS: AaAssuming exactly wheat ve assuned

0]

when he answerxed if they were significant he would not put

them in the market. And I'm asking ncw, assuming if it ware

not significant would he then put them in tha sane eo

graphic market?
THE WITNESS: Well, let me ==
MR. MELVIY BERCER: Without consideriag any sther

MR, REYNOLDS: O©On the came assumpiticas as thz2 fir

tsburch uncompeatitive with

acccunt the relative cost of producing the pownr in Cleavelend
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THE WITNESS: The assumptions I'm making in the

first one are pretiy obvious. Onz, all othar thivgs wre
equal; that is to say thece is no differeacs ia ceneration;

W
>

there is no regulatory baans;there is no Ailisrence Ln any-
ting except transmission. That's the guescion,

The second guestion is transuission iz eignificant
enough so that the guy in Pittsburgh savs lo, i€ I 30 and
compete there my profits 2re too lew. I'm not golng to
compete, fe's ocut,

Now if they were insignificant, one, no regula-
tory problens, two, every:hing 2lse vas tha same, vas, if
there were no cocnspiracy not to do s¢, if they cculd g=t
into the market, if thers were ao regulziory baerrizra, then
the producer in Pittsburgh could, because uwader those
hypotheses they have ccmpetitive costs; prasumablv thare's
a market which could gc one way or the other, 30 it iz not
tied up by one company rather than the cthsr, and in trac

case if they were mindad to competce they would be in the sena

market.
CHAIRMAN RIGLER: Off the racord.
(Discussion off the record.)
CHAIRMAN RIGLER: ©On the record.
BY MR, REYNOLDS :
Q Cn the bottom of page 112 anc ovar ai the top of

page 113 of your direct testimouy vou rafer to Mr. Jonzs as

- e e

~—

—— et
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being a captive residential custoner of whacevar utility
system he happens to be hioked ianto whichi=~ Your axamnle
would be whatever utility system distribuias inte Tolzdo,;
in this case Toledo Edison.
Dr. Wein, would the Mr, Jones who iives in

Bowling Green be any less a capitive customer of Dowlin:
Green's municipal system?

h No.

Q Is any Mr. Jones who miqght be a cusicmer of a
cooperative member «f Euckeye any lzss & captive custconer

of that co-=op than Mr. Jones is of Tolela?

&0
0
o
=
\\

A Wall, I suppose there it would depen
close Mr., Jones was to the linas of, say, Ohin Ediscon
compared to how close Mr, Jones was to the particular cise
tribution entity there. and if lir. Jenss said Ckay, I°1)
go off power because I've got scme altarnative gan=2ra:wcrs
anyway which I can use for 99 days; 1'1ll 2o that, ia rnat

sense he is not as much a captive.

R e s b —— s ——
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Q In your retail market dizgugsion on pacge 121,
lines 1 to 3, you state:
"Naw tranamisaisn addad bv Chion Zdizon in
1973, excluding a larye expenciwve 133 kv line in
Zast Akron, cost $52,32%5 per mile of lin2."
Than you procead to apply +thiz figure tc your
excnple aud state:
*An SGM attompting to reuch a 10 alllicn
kilowatt hour load ten miles distant would Thms
engage ia an outlay on the oxder of éSOO,J:C.’

.

Are you presenting this as a realiztie enampl ?

2 No. Net having any infornation about any EGIl I

simply saving, w2ll prasumably if they wanz to do tho

W7

Sl

i
o
.

»
1o
5

wouldn't put in 138 kv linas; they'd precdably pul
than that. I don't know waat they would put ia.
So that is eimply a method te giva you a »ouh

order of magnitude. .
Q Do you know vhat wvoltage traasmissican lizes w2

added by Ohio Sdison Zor $32,325 a mile?

A If you get me the Form 12 I could make & caliuddat

I don't comuit ¢o0 memory all the scuff in lc. I can cer:alaly

find it in the 7orm 12.

Q Would you expect it to be 69 kilovoles?
A They had a whol2 hunch ¢f£ things in the I'ocxmm 2.
It wasn't just == it wag so meny milasg, 1.2 of zemzthlns.

B I EN——
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And then 3.4 or something else and =5 on. It was that, 't
was a whole bunch of difierant voliages.
Q What capacity do you think would be raquired o

sarva a 10 millicn kilcwats hour industrizl iond?

A You mean of lina?
Q Right.
A Well it would dapend upen -~ well, it Ils cnliy 4en

miles. It would not be very high, lat me »ut it that wavy, It
would depend upon lots of othsr condidicns that we have Lo
assuma.
Q Let me ask you tais:
Would 5000 hours on the average peor kilowati <ver
a year, at a capacity factor cf 60 pmercent 23 reascuahls for

an industrial custcmer?

MR. MELVIN BERGER: Objection.

I think Dr. Wein indicoted it weuld Jepend on a
lot of different factors, and Hr. Reynolds is iandicatiny juos
one.

MR. REYNOLDS: I thought he indicatad vaz.

BY MR. REYNOLDS:

Q Do you have any problem with indicating that

that would be reascnabla?

A Por industrial customsrs it wichh »e reasuneilie.

o

It depends on the industrial customesz. Soma ¢l then might

not be resasonable. It would dapend upon tha nature of <

w

o
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industrial customer, but I want to see what follows next. It
¢could be reascnable, yes.

Q 10 million kilowatt hours ies a pratcy zaall
industrial customer, isn't it?

A Yes.

Q And at 5000 hourz that 10 milliion ilowazt houre
would give you a peak load of about 2200 kilowatis, woullm'ts
it?

A Yas.

Q Which would te a 2 megawatt demand?

A (Nodding affirmativelv.)

It would be more erpensive than that 1f it ware
an industrial customer, bacause the power Yactor would conz
into account. And an industrial customer which i3 uwoing a
1ot of mechanical equipment for example, it would La meza
expensive than, say, an indastrial custemer that was usl.g
electricity in an electric furnaca whera 1¢ wes a guestion ol
gensrating heat.

MR. REYNOLDS: Could I have that andyaer r2ad oack

pleasa?
(Wharaupon the raporter raad from tha rxccexd oS
raquested.)
BY M. REYNOLDS:
Q wWhat do you mean by power factors?
A Well, that is a fairly complicated thing. I aa not

O . —— S — So———
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gsure I could explain it very well.
But in effect, when you have custonsrs vho ara
using electricity for drlving large motors, Zor anampls. you

get leads and lines in the altemating curren: whlch recilre

-

more equipment. To adjust for that and actually the cugtoners

are taking more power than you actually charge for, and as a
consequence yYou have an adjustment depending vpoen che nataza
cf that particular pcwer factor.

When I sald a 2000 megawatt lcad would L2 mor:
expensive for an industrial customer, I hed in mind the
alternative, say a 29000 megawatt lcad which wac primarily
going to residences and thinge of that sort whera you ¢iin'tc

have large mecharnical motors to turn. THat is all I hal in

mind.
Q 2 megawatt, not 20007
A 2 megawatts.
Q Do you have any idea wha: the capacity cf a2 li-mila

65~kilovolt transmission line is?

A A 10-mils, €57

Q Right,
A How many megawatts could it handle, do vou mean?
Q Right.
A Well I guess it would dapend ca how :tlhat $9-Lline

was tied into the rest of the system and what risis you

wanted to take and things of that nature.

—— s e P i
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Q Will you accept roughly 50 megawatta? !
A Well it depends on == again 1t could ke 30 megawatis,

it could be nigher, it could be lewer. It weuld dapand ugor
alli the surrounding cirsunctances as to how it was tisc into
transmission, wvhat the naturs of the surrounding netwo:sr was,
what risks you wanted to tuke, things of that natura.

It could handle 50 mecawvatts., Undsr sone

conditions it might be dangerous to put 30 megawatis oun

Q Well would it surprise vou tiha:s bulldiny 50 uega~

watts of transmizsion capacity to

w

erve a 2 magewait loac ,

would seem relatively expensive? i

MR. MELVIN BERGER: I am going toc object to :
continued questioning ¢a this. I thin: &2 relerenze to "
Dr. Wein's testimony, as indcated in that tectimony imAthat
this is only a very rough example ¢oZf what he had in ninc or
what he wantaed to illustrate. And I think ccutlnued
questioning on the details of this is just a wasie of «ime i
and serves no meaningful purpocsza.

CHAIRMAN RIGLBR: I an inclined to acraz with that
objection.

Do you have some concluscry guestion as to wlare
you think you would be at the ond of th2 liner? i

MR, REYNOLDS: Well I guess I an tryia: to show

just how rough it is. The testimony iz presented as I
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expensive for self-genarating municipalitiez to awtempt te

build a line of thiz distance and this capacity to sarve

i

customer. It is based cn, admitiedly, rough figures.

What wa are trving to demonstraite iz exactly what,
if we take those figures, ve come out with.

CHAIRMAN RIGLER: Well frame it inco 2 conclusion
if you want, but I den't think it is profitable to zon:lnue
to work on figures.

BY MR. REYNOLDS.

Q What, Dr. Wein, would ka2 your view as to the
cost of that line if -- strike that quastion.

Have vou macde any analysis a3 to what the coste
of that line would looi: like relative t¢ the revenuz thut
could be obtained from a S{U=-mesgawatt customer at tie end cf
the line?

A Well, you know, if thers were a S0-ncgnwatt
customar --

CHAIRMAN RIGLZR: Yes or no. Have veu made Lhe
analysis?

THE WITNESS: Ne, that is not ny axauple.

If it were 50 megawatts multipilied pv 3300 roars
it is going to ba 2 heck ¢of a lot more than 17 milliion.

S¢ why should I make an sralyais.

BY MR. REYNCLDS:

Q Let me ask you, Dr. Wein, whac is tha scurse oif

— A . e+ e
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the information on page 121 vhere you cenclude it would

raquire 500,000 investment in transmisslcn to saxve a i
kilowatt load 10 milaes distance?
A The source is, as I have alreacdy 3tated in ¢le

testimony, I took somethiny about what it cost %or a mix

of different transmission. As I say, thisz is wvery zougl,

mill

|
!
|
|
{
L?:
|
1

‘
1]

but so is the other assumptions. I was geing to mak2 3 mills |

against 12 mills, and things of that sort. It is equally

rough.

All I am trying to show 1s that in general when

you have such small loads like 10 million kilowatt hours

and you have to go out 10 niles, it raieges 2 financial

’

question as to whether it s worth doing it or not doln¢ it.

Small SGlis are genarally not that well heelec

2 Let me asgsk vou this:

Do you know if wu can build a2 12 kilowvclt plant

to serve that load profitably?

MR. MELVIN 3ERGER: OCbjection.

I think this is geing into datails that are
unnecessary.

CHAIRMAN RIGLER: I am going to sustzin the
objection in that it far exceeds the scose of the direct
He has indicated that nhe gave you a rough exampla; he lu

indica.ed how he arrived at that rough examplzs and wryin

to convert that into a specific set of facts just iz pol:
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8o go on to somathing else, plezse.
BY MR, REYUCLDS:

Q You daw tae coasluzion from your cxanpla %ha it

ie illustrative of the financial difficuity of 3€is in
attempting o capture piivate loads other tihan twhose on
the fringes of the corporate limits.

Can you cive us any example of 88Ms ir :ho
CAPCO serxvica area that have atterpied o reach custonais
beycnd the corporata limits, but have been frustreted

financial difficulty?

MR, MELVII BERG3ER: Can I have that question real

™

back”®

THE WITNESS: Wall I think actually, MIL2 i3
probably the best example. They have been frustratel by
financial difficulties in lots of wavs.

CHAIRMAN RIGLER: Has one of thozec ways baen

>

)
"
2
~3

the inability to extend their lines ©o capiure new cusicas

i

THR WITNESS: I think sc. I thirk they have Lo
frustrated in that wvay.
BY MR. REYNOLDS:
Q And what is the basis for that anzswer?
A I can't pin it dowvmn on a specific documsnt. 3ut
that is my recollection. That ie cne of the tlings
that was frustrating them was that “hey couldn’t got a2 lot

of the industrials which are in their corrorate limits. Ther
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didn’'t have eithar the rower to g2t them ¢

o
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to serve them. And a grea: part of theilr difficuliy lLg

financial.

c Is that your understanding, becauss thay corida‘’t
finance an extension of their tranamission facilitise?
A That, and other things.

Financial difficulties cdon't oniy 9o to traa.missicy
Thev go o many other things.

Q Let me ask ycu, Dr. Wein, what rats gtudias rave
you made to determine thac there iz, as you inlicats on
page 123, a classical price sgqueeze strusture Zor tha CREQD
companies?

MR. MELVIN 2ERGER: I think I will objact o
that question.

I think that the answer clzarly indicates
Dr. Wein didn't say that he made any stulies.

MR. REYNOLDS: If chat is thz ansuwzy, he <an
respond that way.

MR, MELVIN BERGER: Well your question =3, wihat
rate studies did you make --

MR, REYIIOLDE: That is correct.

MR, MELVIN BERGER: =~ rzither xhan Jid vou wike
any.

THE WITNESS: Well, &s mv testimony points out,

I am relying on Mr. Kanpreler's exaninatien.
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Sacondly, it is not necsgsary to make a study
to say that a classical price sque=2ze structurs axisty.
211 vou have to know is thet @ suppiiaer is alsc your
competitor at a particular level. 2And 1 yecu c¢et your vates
from him at wholescle and zttempt %o compene with him Dor
some part of the retail market, you have cot a classical
price squeeze structure particularly if the competitor,ia
this case. the entity buyvirg rower at wholesale, has no
cther alternatives,

That doesn't roquire a study. That sinsly rejuire:
kncwing the facts that says that is a clasciczl price gousaza

structure, Xampmeier says he thinks it is taking place

by his study of the ratces.

Q And you ars relying solely on Mr, Rampagyoer's --
A As to the actual ccrduct. !Not as to th: effect

that it is a classical price sgueezz2 structure.
The importent peint of that i3 seszing thay have

got the power on the kazis of thie markat structura,

- ———————— > —
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Q Is the existance of that stiructurs ingons. .ot

with the antitrust laws in veur vigw?

MR. MELVIN BERGZER: Cujection, I thiall thm

calls for a legal conclusion.
CHAIRMAN RIGLER: Cwvenrulsd,
THE WITNEGS: I'm mote surs thai it's ilico

.

to have a price squeeze structure. T wounld sav thal

you had a price squeaze structura you +len have cartid

power im a particular mariiet arca. II that pewer is

eubstantial, substantial enough to be vizved cpg viol: d

of the angitrust laws then even withou: the arerzisa
the power given in that structure perbeps iz miga: b
shown to be violative.

Now, if vou havz the structure you have ©

power ,by hypothezis you have no other cliernatives 2.0

if in fact vou use it taen I'm certainly abeolub:lv
certain about that being violative and I not as all

sure that even if vou dida't use it, but in =he ourr

sitcvation thiz was ona ingredient of a large probkicn

mencpoly. In other words, it wasn't only this partil
situation but in a particular market aren vou hal ©3
percent of the production and generation == T maan =
transmission and distribution zad in sddition vou ol
had this kind of market structura, I thiak that wonl

simply be another fact involvad.

al
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So to sumarize, if veu uge it, ves, it
violates the antitrust laws. If vou don't use it bhar
it exists, then yon wonld have warlk. powsr and then you
would have to go to tha axtent or the degrer of nariat

pover.
BY MR. REYHOLDS:

Q Dr. Weina, az I urderstand i¢, vou have dzlineatad

five separate relevant wholesale mackets, onue corrac:onding

precisely to the servicae territory of each CAFCO nam er,
ie that correct?

i Yes.

Q And am I also correct that in the Alabara
Power proceeding ycu d2fined tha relevant wahclegola
market as being identical in scope with Alabama Zowar'sz
service territory?

MR. MELVIMN BERCER: Objecticn irrelevanc.

CHAIRMAN RIGLER: I'm sorxzy, I didn': pozr ko

question.
(Whereupon, the Reporter read from the reooed
as requested.)
CEATRMAN RICLER: Irrelevant in which rar. et?
MR. REYNOLDS: Wholesale nariet.
CEAIRMAN PRICLER: Cwerruled.
THE WITHESZ: Yes.

BY MR. REYNCLDS:

B L ——
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Q And in the Consumers Power caze did vou =2.80
define the rslevant wholezale marie: as having the cime
scope as Consumers territory?

i~ Yes.

MR, MELVIN BERCDR: Same obhjsctien.
CEAIRMAN RIGLER: Cverrul:ad.

3Y¥ MR. REINOLDS:

Q Dr. Wein, couid you tall us what circenstiances,

if any, vyou would reguire in order to £i.d the zelzsvant

wholesale marke: not coincident with ths carvice territosy

of the major utility under study?

B Exzcotly the saxze circumstances that I 42l neat

for the same question with raspect to tha retalil mariel.
Q You'll have to refresh my recollaction oz
that.
MR. MELVIN BERCER: I3 that a quaestion?
MR. REYTNOLDS: Yes.
MR. MELVIN BE2RGER: I weculd sbisct Lo the

gquestion as having been asked and answarcé.

.
-

MR. REYNCIDS: The mestion haz aos

and answered. The witnesg has caléd as much.

THE WITNESS: I gave you t23 angmy, The answer

waa exactly the came circumstances as = cceliineatced :o thae

same question with respect to the ratail maxlet.

CHAITMAN RIGLER: Ané than Mr, Raynolds uiied

SR S —
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to have his recollection refrashad aand that #i.i bHe Lelpful
to the Board, too.

THE WITESS: Well, the hanie idea is ths
influence of wholeszle prices net by one acticy cn tae
wholesale prices set by another antity.

CHAIRMAN RIGLER: Okavy.

87 MR, REYNOLDS:

w
"
o
o
f’r
.

()

Q Do vou knew if that tales placz anvilv

o)
i<
(A4}
fe
N
-

United States in the elactric ucility iad:

A What takes »lace?
Qe Tha inflvence of th2 wholasala sarices of csne

on the wholesale prices of another?
A Yes, there was a lot of testimeny bv A.E.C.
and by other municipalz in Alakana ¢hat thev cerssisn.y

took into acccunt what Alabama Power Company wesn chaging

at wvholegsale and there was alzo testimony *ha: 2lzb:z.a
Power Company was quite concerned abcut the whelogzl:
rates chargad by A.2.C., for exanple.

43 In terms of «= I'n sorry, I didn't felloy vou
in terms of what the municipalitise wors geing 4o clirce
at wholesala.

A What A.5.C. was going to charge st wholszale.

MR. MELVIN BERGER: Mavhe wa could ¢zt Dr. Wain
to define what A,.E.C., is,

TEE WITNZESS: Alabama 2lcctric Cooperative, a

e
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generating company which sells power at wholasila ©o
cooperative distributioca menbars.
BY MR, REINOLDS:
Q So then RBuckeye would be a whelesale marihal

in this proceeding, is that corrzsei?

A Buckeya ig a ccmpany. What do vou nmean Eackevu

i8 a vwholesale market?

@ wWwell, i3 it in a wholesale market, a saeparate

vholesale market?

A 28 I tried to irndicata in ny testimony, it's

very hard to kmow where, in terms of the data that I had,

to know where to put the diffarent rural elcctrls

cooperative distributors in the CWICO area. Cleazlr,

sone of them are and some of them zra2 aot and %o the extuang

that the rural electric cocparative distribatorz exist
in CAPCO markets, they do. Theres ara nene In CZI, Luat
there are certainly come in Teoledo Edison'c aren aro
there are eocn@ in Ohic Edison'z arsa.

Q Way wouldn't they constitute a separate
wnolesale market in the same way as A.D.C.7

MR. RJELICZLT: Obiection.

CRAIRMAN RICLER: I don'z aliava he t2stifis

that A.B.C. constitutad a ceparate wholesanle mariaet.
Did yeu?

PHE WITNESS: MNo.

—— e ——
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BY MR. REYNCIDS:

a All right, why wouldn't the cocoparatives

Buckeve be a separate wholesale markst in the cons

as each of the CA2CO cemprnies constitutes a scparatn

wholesale mavket?

S P ——

A For the same reasons I'm exying to explalin agala. |

A distributor who is a member of Bucikaves Pcol iz geting

wholesale power from a Ccmpany called Buchaye, “hich 18

producing that wholesale power cuteide the CIFC2 axc.

end in Ohio Cempany's Carainal Plant that powsr iz L

wvheeled to all thesa distributors ovar the lincs of
independent or investor-ovmed utilitics.

Now, somo of those cdistributorsc oxisi i

individual CASCO Ccmpany territory and thoy are in o
individual CAPCO Ccmpany terrxitery and iansofar as Sy
are selling at retail thoey are ia tha: particuiar o2l
territory of that particular CA2C0 Cempany. Insofay
as they are buying wholesale prower from Puckuve, wala:

18 in Ohio Power's territory, they ave =- thavisr2 no.

selling. Rach cf the distributors axe not zelllny,

is selling and Buckeyz ig not in the CAPCO Copgany

- -

territory ard Buckeva has very litilz iufluance ov

the prices at wholesala vhich eithar Ohio Zdisgon is

EE

to a municipality or Chio Pdigon is gelling Lo anvioly

else at wholesale.

sellirg

S E———
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Q Then vhy aren't they a ae at
are byvirg wholesale, arven’t thev? tach o2 ths disgtributorw
is buving wholesale and they ars buving it ia the sune
market that, for example, let's zay Ohic 2dison ias nying

sowar at wholesale.

L The distridutors are ia the CAPCC torrita:y
if they happen to be ia  the CAPCO tarwliory as retoil

sellers of electricity. Now the cguezation iz what is
the wholesale market? Thev are huying at vhoelesals,
aren't they?

Q That's right.

2 And thay 2re buying at vholasale Iron Duciave,

g Right.

Lr
"
O
(&
«
e
-

A And if a € »CO distributor happens
a Buckeye territory -- I mean in Chlo Ldicon tewrrsitoly
then the questiocn azk curselves is this:

Do the prices at which taey buy powsr Jron Lvelkzve,
are they influencasd by the prices at wnick Olic Iiloon San
gell power ané the answer is yes, I thinl: Cule ndizoa,
that the prices at which they buy ig ialluenced v L2
prices which Ohic Zdicon wouid sell ehelesale seovar. <hio
2digon is trving to detach scme and in ny tatles I e
some cotimates of what I thought the Zueliava chara of

thege markets are and I put then in the macgiets, 12 I rezall
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correctly.

MR. MELVIN BERGER: I believe in ehe Zeginninc
of Dr. Wein's answer he may have misspoke again waen
he referred to CAPCO distrilutcrs., 2Jerhaprs ve can uve
that read?

CHAIRMAN RIGLER: What did yeou mcan Ly the CAPJO
distributors?

THE WITNESS: Well, I'm not sure in the context
of my answer. We had battor read it over.

(Whereupon, the Reporiter read {rean the record

as requected.)

THE WITNESS: That should ke "if a Buchay.
distributor happens €0 26 «...."

CHAIRMAR RIGLER: We'll take a rececs at this
tixe.

(Recess.)

. g o
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CHAIRMAN RIGLER: ©On the recerd.
BY MR. REYNOLIZ:
Q iet me ask you, Dr. Wein, if Buckeve distribators

are not permitted to buy at wholesale from any oche:

suppliers by the terms of their membership gontracszs wich
Buckeye, wouldn't that put them in a separate wheolzsale
market for which other wholesale svppliers caniot compate?

A No,it doesn't put them in a different gengraohical
market and it doesn': put them in a different product marlket.
The only question here is whether Ohio nhdiscn can captive
a Buckeye customer, a particular co-op in its area., I= may
not be possible for them to capture this company Zor =

particular number of years, or this rural elecieric Giss—i-

butor.
Q I can't hear a word you're saving.
A I say it may not be possible to capture thi: one

because there is a long=term contract.

But the major consideration zqain is whethar the
price which Buckeye is charging that distributor raflzcis
the competitive influenca of Ohio Rdiesen and if it dces, then

it is in that particular narket.

Q Cc you know whether or not it dozss?
A Well, again it is my opinion that it deass,
Q Is Ohio Edison in its pricing of wheiasalz scwer

influenced by the price that Chio Pover sells wholcsale power?

e .

—— . ————
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A Well, I have argued that it is not,

Q And what's the basis for that?

A It's in nmy testimony, end perhaps I can 9o through
it.

You're talking about wholesal: power: i3 tarc

right?

Q Right.

A I'1l go throuch that.

Q Can you give me an answer as te why it i3 vcu

think that Ohio Power's wholesale prices Jio not influerce
the pricing of whelesale power by Chio Edison?

MR, MELVIN BZRGER: I Lelieve Dr., %ein is giving
Mr, Reynclds his answer.

THE WITNESS: All right.

ot
L5

On page 131, in answer to Quastion 37, where I'nm
ing to apply the principles which determine the r=lavant
geographic market == and I made various distinct! 'ns “hers
between the captive wholesale market and the indapundant
wholesale market,

And I pointed out that the captivse wholosale
market is about 9% percent, and I said nc captive whol.:=sale
market for firm power c¢f a CAPCC company i3 ogen 10 cattura
by another CAPCO company, and I give the reascns :thers,

Then, skipping down, I'm sayina:

®llence, at l=aat 35 percent of tha tetel

v —_c

I
s

g o Y vt -
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wholesale market is not subjsct to campetiizion of
CAPCO ccmpanies with each oliicr. Tor the szane
reasons, no captive wholesal2 maxikat iz subizot =c

penetration by any other private utillcy suszh

Ohio Power, for ezxample., The onlv compatiticr

that remains for wholesale for reszale #.:rn puver

is the non-captive component, i.2., ahout five

percent of the total, The quastisn which ramains

is whether even the most figorous compeczivion by

the whole set of possible competitors for these

markets under presaent practices and ziructure of

the electric industry could be o0f such irpertanca

that it would influence the rates in the total

wholesale for resale market, forgcing each

company tc lower its implied ratas to

tribution facilities. Given the present size of

these markets, such an eventuality is remcia.
"Suppose: (a) Chlo Power was cdegar-

mined to capture all of Ohio Edisen's 29 shcis

for resale custcmers by rate compatition

wag willing, in order Lo do 3o,

mission and subtrancmission to wezch

necessary; {(c) that the Chio Pewer Si

sion would give approval to thesa

lines. 7The poasiitility ol 2ll the




.

eb4

1"

12

13

14

18

16

17

—

e ——

cbtaining is itself verv low., But gsuppcne thay é.a
obtain, and Chic Ediszon lowerad iis ratas to 211
its 20 wholesale customsrs to meet Ohio Povrer comee
petition,

"Even if Chio Power gained neo Oiis

£dison noncaptive wholosale custcrern, Chio Tewaer

would certainly be a company wiih adequate resources

on the edge of the noancaptive wholesals marketr.
But how could this infliusncz Ohis Ediscn “o change
inplied wholasale rates in its vastly groater
wholesale market? S would cily do this 17 the
subsequent retail rates at which thace norcantciva
wholesale customers resold at cetail weuld be so
low as to result in the towns, villagz: and cisiz:
in which Ohio Edison holds franchisas tc procast
to PUCO the retail rates at which Chio Edizon sold
retail power in their areas.

*In short, the leverage cf (Chio Pousr
on Chio Rdison to changa its captive market whoie~
sale rates devends on wiethar Ohio Powar (the
largest utility in Chio) has so graat 2 cost
advantage over Ohio Edisecn that wolecale raias
which it offered and which Chio Zdiscon met would
permit such a large reducien by tihe mwici-alities

in their retail rates that varcgtick compziiticn

e —— —— < i 5. Sl - p————
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S ——

- — g — s o s

A ——



ebs

10

1"

12

13

14

17

18

19

~N
-

2 28 8 R

-

would compel Chic Edison to lower iles rates, oz
be compelled by PUCO to do s¢ upon procas: b:
Chio Ediscn's franchisors.”
Then I give ycu a table,
®*It further indicates that chera ars

significant, . ., ."
And so on.
"Another rsascon militating zgainst Chic

Power offering extremely low ratze is wha“ Ohio

Power could not engage in such rigorous competitic

which would cruse Ohio Edisen to lower its retail
rates as well as its wholesala ratag witiwout havis
the same dire ccnsequences of yardstick corpecie
tion rrekounding on it, This considarztion, in
addition to possible ideolcgical wviews (public
versus private power) helps to explain che acrae-

ments, understandings or policies nct to sam

9

whelesale customers ian each other's service araszs
involving Ohic Edison and Chic Powsr, Caio Zolucn
and CEI, Ohio Power and Toledo Rdison, and

Toledo Edison and Conswuwers Power.

“In short, under oresent cendicicns. nc

competition from crivate companies outsicds n 2P0

company service area for noncaptive wholasale cus
tomers exists; or if it doee, it is aot of suffics

w

T

s . A
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intensity to influence a CAPCO cempan

2
'l
0

its captive wholesala rates and thus szxternd the
relevant geographic market rzvond the limits of

the retail geographic market.®

That's my answer to that quastion, and it L velved
Ohio Power explicitly and Ohio Tdiscn, =nd 7 don't think I

can improve cn it,

DY MR, EFEYNQLDS:

c Let me ask you, Dr.

Wein, vou make rafarence o

captive market wholesale rates, What is a captive mariat

wholesale rate?
A I said an implied wheolesale rate.

G I Lelieve you say at tha top cf 134:

®"In short, the levarage of Chic Fower

on Ohio Edison to change its captive narket wiolu-
sale rates. ., . ."
A Well, if you read the dietinction Lafore thae,

the wholesale rates ara implied rates as I distinguishcil
and explained. A company such as Chio Zdiscn mus: serfomm
the whelesale function anyway, just &s any other =
must, and it has a cost for so deing.
rate,

If you go to tre answers to tha Aritoraey
report you will see that they give differsnt levels of zosts
at the bus bar and dcwn in effaci :e lavel

3 ot % - . "
the wvhelzssale

- ——
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at which they defined it, and that is a cost, 8o thev have
a cost which is taken into censideration in zccting tio
retail rates which they themsalves control. Thac is L
effect the wholesale, the captive wholesale rate,

Q And is the cost the same as the ra:ce?

A Is the cost the same as the rate? 1o, but the
rate is some function of the cost I suppose,

Q Are these implied wholesale rates Ziled?

A I've already told you that implied wholesal: rates
are not filed, but whather they're filed or not makes o
difference to the argumont.

o] Let's remove the captive wholesals salas from
the wholesale market for a minute, In those circumstz-ces
can you tell me what percentage ¢f tha wholesale market of
Chio Edison and Toledo Edison would constituﬁe municipel

systems and what percentage would constitute cocnerauti-es?

o
9

ws QL)

i

i

L1

MR. MELVIN BERGER: Could I have that q
read back, please?
(Whereuron, the Raporter raad froem the xacoxrd
as requested.)
BY MR, REYNOLDS:
Q Let me clarify., What percantage would constitute
sales by investor-owned utilities %o munigirals and wh-t
percentage would constitute sales by Buckeve to cocrersztives?

A Well, I tried to make a roucgh estimace of ctlat,

P ———

e . .t

o

—




ebs

10

11

12

13

14

16

17

18

]
-

& R 8 R

6990

I£ you look at Tabla 4 on paga 76, I gucas, I couldifte=-
wWhen I made this tabla, though I :riad, I coulan't get the
total amount that each of the co=op distiributesrs hal ir each
of the CAPCO areas.

Now the co-op distributors would onl:

~

o
v

=

-
-
od

.J
o

Edison and in Toledo Cdison, They would not be in CI'T aor
Duquesne or Ohio Power., But I couvldn’t put them dowvn ky tha
total amounts so I combined them tnd I nade a »ouch estirmate

just on the hbasis of looking to s=

(¢}
&
o
[{
' 13
Ww
(13
3
W
O
v
O
)
i
v
n
W

in -= putting that co~op in that particular CAPCC eccmpany's
territory.
Now the co-op may have liad its headouar:izrs in
Ohio Edison but sort of wandered over muybe into Toledc
Edison, I had no way of knowing. But in zay case I've made
a rough estimate that they had 7%0 millica kwh and Nz muni's
who are very small-=- 1I'm trving to lookx at these numbere,
Q That figure is municiralitias selling to other
municipalities, isn't it?
A Yes. I'm txying to look at-~ Yeou mean the 78072
0 o, the 2,5.
A No, that's not tha right figura.
I have tc go back to the othar and leoci:.

They're rcughly about equal on my cuess, Thevire

-

both very small,

— e . Sl Sl . 20
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Q what's roughlv equal?
A T™he CAPCO's and tha muni*s, Lif I undexrstand youx
question.
Q You mean tha co-ops and tha muni's?
A I mean the co~opy and tha wuni's,
Q S0 you're saying ch2 zalas Lo the CAPCO muni's

is approximately equal to tha sales by Buckeye e its co-ops?

A Well, 7'm not sure I‘m saying that. I have Lo
pvzzla out these numbars and see wvhat they do mean,
What I was saying I chought was that Buckeve's

co~ops who happen to be irn Ouiec tdison ox Telaedo Ddlasen's

12 territory, that amount cof powor which i3 sold is somevhare

13 in the same order of magnitude as the amount whleh is sold

14 by Ohio Edison and Tcledo to all lts muni'e,

15 Now I scrt of have to puzzle throuch thizsza numbers
16 to see whether that's reasonably clese.

17 Q I'm sorry, I didn't haar that.

18 A I say I have to puzzle thirocaah those nwaboer. -o

19 see if it's reasonably cliose.

20 Q But if the aumbers boru it cult what vou'‘r: suggest~'
21 ing is that Toledo Edison and Chio Edigen have about cue=hals

22 of the noncaptive wholesale sales narket?

23 A Yes. Those figures wculd be about right if chey'za
24 noncaptive but they're so small, a difference eithar way
25

could make a big shift in .he percantage,

e 0 T—— - ———— . .
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Q So Buckeye would have a signi.icant narcentige
of the noncaptive wholesale marlet? |

A I think that would be right. Cartainly Cucieve é
has a significent percentage.

Q So 1f we were just tc lock at the nencaptive
wholesale market, Chio Power then might le ahle to inilucnce ;
the pri~es, the wheolesale prices in tialt market that vwore

charged by Ohio Edison or Tolede Idisan. Is that uot right?

MR, MELVIN BERGER: J{kjection., I den’t Lelieve
he testified the noncaptive is a market «- noncaptive *.hole-

sale is a market.

BY MR. REYNOLDS: |
Q Well, let me ask you, Dr., Weir, would you svggest
that the noncaptive wholesale sales woulc no: censtitute a
separate market?
A Yes, indeed. The whcle nature of my tastineny

is that it doesn't. t surprises me very much that yeu de not

P S ——

understand that, i
Q Well, let's assume that that vas a seperate market.:

Let's assume that this Board were to finc thiat the nencaptiva !

wholesale sales ccnstituted a separate merket, Wuld rot,

in those circumstances, the whelesale prices of Ohio Power

influence the price that Toledo Cdisan o1 Chio Bdison would

charge in that market, or would you not expaecc taat to e

the case?
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A Suppose that the Board found that ths noncaptive
wholesale market is a separate marke4? Ckav?

Q That's correct,

A What's the next part of the gquascion?

Q The quastion is whathar or nact you would then

expect that the wholesale prices that Jhioc Power charced
would have an influance on the wholesal:z pricas of Chio
Edison and Toledo Edison in that markat?

A No, I don't see how that follicws. I just rzead 2
whole arqument which said it would not follow,

Q Isn't that what you say on 13C and 131 as %4c the
noncaptive wholesale market?

A Let me see if that's what I =ay.

(Pause.)

Where did I say what?

Q I'm sorry, 1321 and 132,

A You mean the stuff I juet read?

Q Yes.

A And what is it that I said thare?

Q Let me ask you what you maant »y this statznang,

Dr., Wein. Look at 133, ccwn 12 lires frox the bottom, :has
sentence that reads:
"Even if Ohio Power gainad no Chio
Edison noncaptive wholesale cuszomers, Chio Powar

would certainly be a company wich ad:quate rescurc:s

- —— - ——
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on the edge of cthe noncaptive wheleasale marhet,®
What do you mean by that?

A Exactly what T ==

Q Coesn't that indicate it weould La an influsnes
on the noncaptive wiolesale market, on tlhe prices that Chic
Pover == I mean Ohio Edison would charge?

A Well, ves. What it's saying is that if thay did
all the things which I said they were going to co, a, .,
and ¢, and they really wanted to and they lovered their
rates in the noncaptive, then they would be ycu sec.

But whether this Board found that they w

0

separate markets or not is irrelevant to the quastion ¢f
whether they would really influence is.

CHAIRMAN RIGLER: Would they have to do a, :, and

THE WITNESS: VYes.

CHAIRMAN RIGLER: == in order to i-fluence —hat
market?

THE WITWESS: Yes. It seans to ms that all thosc@«

CHAIRMAN RIGLER: But you testified on o:thar
aspects that the mere presence of a potential compatiter
with the ability to do a, b, or ¢ would have an iafluence

within that mavket.

IS . SO T S st <R St S gt G

N ——



3D nml

10

i

12

13

14

15

i6

17

13

& B B B

69295

THE WITNESS: (A) says they wish to ci ture the
markats, and they would under certain coaditions.

(B) says they are willine to »2ulld transmisggion
and subtransmigsion to do that.

(C) says the Ohio Power Siting Commnizsion would
give them all this.

New 1£f the Chio Powar Siting Comudzsion will not
give them this then it docesn't matier what thev wouldl like
to do, that is the first condition.

Secondly, they might atand there, but if the cost
of transmisaion and subtransmisgicn to rsacn all thesze
were too expensive, they wouldn't do it,

So it gets down to szaying in thls particulzs

state, in this particular -‘zituation, a substartial conpetitor

standing on the edge of the market would have %o mzat thags
three conditions.

CHAIRMAN RIGLER: And you ara szaying the onlv
reason why it is not recarded as a potential conpetitor is
because of the improbability of keing able o mue: :zhose
conditione in the State of Ohio?

THE WITNESS: Yes, the improbakility.

But now I go oa, because you soe,this
discussion is in the light of t?o #“hole wheloasale market, not
solely that part ¢f it which ig Mnown as the nencantive.

Now 1f that were the caze and we were to Jorgau
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about the captive wholesale market, if these threz conditions
wers met, it would sesm to we that they would bz en inrlience
on the prices of the wholesalz. 3ut then ==

CHAIRMAN RICLER: 2And wculdn't that in turm
influence the competition for the captive wholesale
cusgcmers? -

THE WITNESS: Péecisely.

Then I gc¢ back and say, well even if this hao>pans

it would seem like it was a substantial comnpstitor cn th: 2dge

of the market. But then when you take the rsioond of that,

namely if Ohio Edison did it,thay would then ba stucik in their

own retail market and in their ocwm wholesals mazkets.

And given all theze conszicderations and giver :ths
eizg of it, the likelihocd of thig aver coming o pass i3
remote, That is assentizlly my argument, that it just
doesn't pay for Ohic Edison or Chio Power ©o go 2nd knszo:

off five of Ohlo Edison's wholesale customers i, in deiac

. that, it leads them to have serious preblems in a nuch

vaster structure, which they are concarned with,
And the same thing, of coursa, would hold fcox

Chic Ediseon.

Noew I have scen some doc ... .28 which waerz civan
to me which I just saw, just a + = ; O a coupla of 'reeks

age when they were sent to me, wilch seensd Lo m2 ‘iust +o

indicate this sort cf thing taking place betweea Chic Pcwer and!
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Now I wish I had had the documanis whe. I wrocoe
the testimony, but I did not have those docuasnt=.
BY MR. REYNOLDS:
Q Are you indicating thatcompetiticn bettrzen Ohio
Power and Ohio Edison is not a practical tiing?
Is that what you ara stating?
A That is not what I am stating.

It may be a very practical thing if thay would

do it.

Q Do you knew if Ohic Powser has traznsmici:ion linas
across Ohio Edison's servica territoxy?

A Yes, it does.

Q What about across Toledo ZEdison's tarxiiozy?

A It has some thers, toc.

Q Do you know how Qhio Feower's wholeszle rates
compare with Ohio Edison's wholesale rates?

A Well I gave a littla table, and of course thecoo

]
1]
m
G
B
ta
I
L%
(&)

are not really the comparisons cf thz rate structareas

I really don't kncw whether they are exactly thz

3
Y
®

custoners.
But Table 5 will show you what they ar: in ta2:ms
of the average ravenuae per kwh. It 13 a very zor a indicatlon

of rates which you would have to get by examininc wontrac:-

zsrq by-contract and things of that nature.
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But all in all it seems that Chio Powver is

e ———— —————

roughly about 10 percent ia cthe last yzar -- in 73 which
was the last data I had, roughly ablout 10 percent high

Chic Power.

CHAIRMAN RIGLER: Dr., Weia, I have a c¢cod deal

s

of difficulty understanding why Duguesne is a potential corpatie
tor and influences the market in Pitecairn, whore it has o
franchise to serve customers. But on the other hand Ohio

Power is not regarded in the same light in the arca where

e —————- — ——— e ——

its lines criss-cross with those of Chioc REdison. |
THE WITNESS: Well, let me pu: it %o vou this way.

Duguaesne has ==

i2

13

14

15

16

17

18

19

21

~

24

25

CHAIRMAN RIGLER: That is tha way I raad your
testimony. Is that rignht?

THE WITNESS: Yes.

Duguesne rnust be akle tc influencze ia Pitea..

because =--

CEAIRMAN RIGLER: Because you 3aid at soma poLnt

the voters will rzact, and despite the fact they heve

v

franchise that exists right now, that tha: franchise iz

41

to bYe sensitive to the rates being charced and the computitiva

prassures being offered by Ducuesne.

THE WITNESS: Yes.

CHAIRMAN RIGLER: Now you tell me that Chio Edisen

on tha other hand does anct respond to tlicse gime rressune
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when your Table 5 indicates that there iz a ralte dliflegraatial

of almost 10 percent.
THE WITNEES: Yes., And I ethink tas
that is “hat in the first place, Ohio Powar and

do not, imply because they refuse to =2n72

Wy
M
I
p |

rzazons for
Ohio Edison

competition

with each other, do not capture each-ozier's customzrc.

And therefore Ohio Edison dcesn't have wo wsospond to the

lower rates of Ohio Power. It is in efZect Conditioa

MR. SMITH: What was that you said?

THE WITNESS: That that was in eficct Condition

BY MR. REYNOLDS:

ra
il e

Q Why 48 it that Ohio Edizon and Chio Powar wecall

not engage in competiticn with each other?

A I think you would have to ask them, but I thiak

they don't wish to, as it wers, cpoll the market. Tais

common reason.

Why should they, that is the point.

have their territories, they doan't want to engeg

P‘
 #]
™m

e in

rate wars. The only congequence of that is that thair rzces

would go down for all of them, so why shonld thev do ii?

Monopclists are vary happy to comz2 to &éniguile

agreements with respect to markets a2nd zhares,

CHAIRMAN RIGLER: 1I£ Ohio Bdison and Ohio Pow

!

2

ware being aggressive competitors would they influvsnce the

wholesale rate schedules of each otlhex?

() o}

'
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THE WITNESS: think if :hey were aggrassive
\.\ v

competitors they would influence their wholesala ratcz seizdules] ~.

Yes. I

and also influence their retail rate schzdules wiicgh if a |
heck of a lot morz important.
BY MR, REYNOLDS:

Q Looking at Table 5 for a minute on 124, do yo: say
that the prices of Ohio Edieson, Ohic Powar and Toledo Ed.son
do or do not tend toward equality as you use that tcorm oa
page oll0 f your testimony?

A Well if you look at 1269, the differantial iz 4
percent; in 1970 it is no different at all; in 1271 Ohio
Power goes up by roughly 6; in 1572 Chio Power is ¢ pavcent
higher; in 1973 Ohio Edison is 10 percent hicher than (hio

POwer, so you get a swing bketween those two companiec.

If you lcck at Toledo Edison there doasn't szam

to be any tendency to equality at all, they are alwavs |
higher.

If you look at Dayton Power & Lich:t you sc¢2 @
) |

a difference.
If you look at Columbus and Southern, they ax:z ;
lower than everybody, and yet they are oparating right noax: |
te Ohic Power. -
If you lock at Cincinnatti Gas and Zlectric, :hey

are highar than everybedy, and yet they arzs not far €ron --

Q What about Toledo Edison and Chio Bdison”
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A Toledo Edison and Chio Edison?
Q Yes.
A Well, Toledo Edison in 1569 is about

7 percent higher; in 1970 it is about 9 percent; in 13871 it
is 11 percent higher; and in 1972 it i3 about 10 pezcent
higher; and in 1973 it is about 9 percent higher or £ tezscant.
NOw that does not seem to me to be much tandency.

. I think this r;ally showe == you muat bear in mind
the caveat that I have that these are just avercge ravenuas
per kwh of wholesale municipal total requirement customers
and you would have to look at thamtie structure 0 2¢3
really whether they were tending to equality.

But I think this shows they don't tend ©o
equality. Thers are differences between the two companias
which persist, patticﬁlarly between Toledo and Chio Edison:
between Toledo and Chio Power and for the others thare. Thezc
just seams nothing of this nature. You couldn’t get Cclrubus
and Southarn to be charging those ratasg if the other f2licwa
wers responding to Columbus and Southern.

You couldn't gaet Dayton and Cineciarati. as high
as they are and yet they abut on the territoriss of sonc
cf the companies there - Columbus and Southern.

Q Did you lock at the rates of these companies?
A Which companies?
Q The wholesale rates.

|
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A Of which cnes?
Q The ones that wara cet Zoweh on 3.
A I look 1 atc ecre of £he Toledo and T looked ~&

some of the Ohi' & .son. I dld pot look at anvbedy eluo's.
That is all I had, actually. *

And there are, wu know, within Teleds Edison
you get a municipal wihclezale rate wiich will look pretty
uniform within Toledo's tarritory. But evan wishin Toledo
thers are slight differences and they ara scgewﬁat dificrent
than Ohio.

Q You say thers are differcsnces in the wholssala
rate within Toledo Edison’'s t;rritory?

A Yes. 1If you look at the individual wholesal:

contracts you will find some slight differences fzom musicipgal

to municipal.
Q Are you talking about differancaes betwesn partial
requirements and full requirements?

A That is one of the diffexz-nces, yea.

Q Are thers any other diffarences?

A Well I would have to go throvgh the contractc and
look at them.

Q Well you indicated there ware othar differances.

Do you know of any?
A I said =- I just said with respect to 4ha partial,

there certainly are differences.
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Now you are asking me with respect o these,
where they are full reguirements and I said I would have ©o
go through and look. I don't memerize rate schagules in ny

head.

- - —— | ——
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Q In your view, Dr. Wein, in dafiaing relavea:
winolesala market dors the fagt that Zuehave iz cutside =-
that the Buckeye generacion is coutsgida the CMICC ane
have any bearing on waethar taz co=ops w2 T20glvae [IuLr

are included or exciudaed L£rom the market?

A Really it doesn't motter where tao gonaration is.
It could be in Timbuktu if you had transmiceion klat was
capable of transporting power there,

Q And wouid that be trua of any other gsnerating
source that tranmmitted power into the U700 a2ren, olesnla
power?

A Vould what be true?

Q That they would b2 included in the masie:
notwithstanding thz fact that the genaration was suiride
the market?

A What i3 being ineluded iz the vholgpale moxiat

in Tt

are the wholesale districutors wao happan to ke

CAPCO territory's rparkats. That's what's 3

o} And they could raceive thair power fucu
anywhere?

A Yes, ingsofar as its ralevancza oa whztier (o
take a particular area for a2 wiolesale norizat., Ohvious

practically thev couldn't xaceive peowar Suse anvulhers.
vour aral =nid, Dr.

Q Why do you not ircluda ia

Wein, a captive retail mariet?

- ———
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A Yeg, I think so insofar as MEL? is a gensroting
ccunpany and performs a2 wholescala funciion and a retail
function.

Q And would tht alsc ke tive of the waelzcala
market in Pitcairn?

A I'm not so sure about Piteaizn, it's zo zaalil
that I'm not surc that I would say that Pitccairn is
anything but a small distribution svsten of a very cnazlil
anount when it had gereration., Piteairn is ruch oo saall
for thig distinction to have much sense,

Qo Do vyou comsider +*he retail zrea sewvel Ly the

. B

Applicant to be szubject to active on going »aclauralsz

competition?
A Do I conzider the rotail arcas ~-
o} Served by the Applicants to be sudiect 3

active ongoing wholesale corpctiticn?
1. I'm not sure that I get +that questicn.
Do you mezaz if the CEI sells to, say, Lorain,
if it does sell to lorain, are you 2shing me whovhe:

Lorain is subject to all the r .ail cities in whieh .

155

is enfranchised ic subject to wholesale coupaticion?
Q I am asking whether there s vomnatition ‘or

the bulk power zupply to Lorain?

A No, there isa't any ccmpetition for it if Lerain

happens to be a city ia which sey C3I is serviac.

T —

A AR A s
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Q Let me ask you this, Dr. Wein, I want to naka
sure I understand what you'xre saving:

Is it not true that in your captive ~‘nolasaiz
markets you are counting the retail custemers oI the
Applicantas twice for assessing market power?

A I'm not counting ==

Q The on2s at the retail level and the coass at
the wholesale level?

A I'm not counting the customers twies, what I'a
simply saving is here ycu'll have rotail salzs, Thesa
retail sales had to have came through a wheolzsale funstion,
an economic whelesale function and CZI perferms it and
I'm not counting the customers twice. C2I has got this
amount of wholesale szles which it then solls at reo:zalil
to a whole kunch of pecple, a whole bunch of custovers.
So I don't knuw what there is in double ccaating.

Clearly, the amount of Xwh will obvisucsl
come very close except for sucih lesses ag may take placa
in going from one tc the other, but it iz a separate
organizatiopal level which ean be distinguished.

Q Why is it that you ares of the view thzre s
to be 2 separate wholesale functicn in that gituacicn?

A Well, I don't think you can talka, savy. pou:ir

cff a generating plant vhich might go ovar a 343 linc and

AEA )

3§
1in

then go down to a 138 line and then go dowa to a 6

2 anda

—  ———— . ———r ——
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finally comes to scme substation where you have sona s“ep

down transformers which then go into the ciseribuiic

~
¥}
pa-
=

system. At some point von've got to perform thace 1
that is essentially the wholasalza function.
Now, it could have Lezen done v Cleveland

Electric Cuapany,if they were miaded not to have th:

o

retail functilon they wonld have then sold the pouwer
the point where a particular city hod its equipment oo
take that power and fuanal it into its discribution., It
has to be perfoimel, the only cquasticn i3 whether il s
parformed by one cocapany or whethar it is pecfeorrad v
two entities. In the case where they are vortizally
integrated it's performed by cne.

Qo Doasn't Pennsylvaniz 2ower serve its castimurs
directly from distribution at 41 ~-- itz vholaszlae cu: tomens

directly at 4160 volts?

A 4180 volts?

Q Yes.

A What about it? Suppos2 it does?

@ Well, what is the vholesale function of cial
situation?

A At sone point it had to get that velitage. it

wasn't coning in at 4150, was it? It was coning o -G
suae very much higher voltage. that ig conziderod raise

mission, subtrancmisesion and g0 on i3 going Lo dernenl.
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Q So both Pennsylvania Power and the wiilezile
customer, they are both perfoiming the wholesale functicu.
is that rigbt?

A It depenids on what the custecaer is, it @ ;ends

on who the customer is. If it isg a laxge industrial

and Pennsylvania Power says, Okavy, you ctaike it at 3.0 voiciz

vou'll get paid less. The custoner itself then zavs. Okay.

I*1l put in my own ecuirment.

Q Let's talk abcut a nuni.

A Okay.

Q What about in that situaticn?

A If the munies, for exanple, as many of thinm
wanted to get the power deliversd at 133, that mgant that
they would get a lower 2rice and then they weouvld performn
part of that function, but the wholesale function is
where ever. It's not determined by voltage particuliriv.
That will vary, you'll have 138, you might have 43, "ou
may have 37, you may have 12, depending on the zize ¢f the
system, the size of the custcmer anrd so eon, but vhen vou

get a delivery from hich voltages, lat's zay comniac

off 345 down to 138 and an industrial custcaer ov a ~and
says, I want to buy it at that point, thai's whers :tlat
whoi~t ale function starts. They could have 32id, I ant
to buy it at 69, they could have said, I want to buvy it

at 38, .'t all depends upor how much and howr big that
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distribution entity is and what money it wants to put

into this equipment to take the load ccming in at hich ;
voltages ard transform it down to its own distributicn
system,

There is no veoltage which defines the wholecale i
function, there ic no uniform varying voltaje. Hist‘rically'
it has usually been whan a company started ocut 133 wus
very big, that was considered the backbone traatmis:ieon

and then you build much larger and then i% Leccues

subtransmission, Alternatively, 69 may be vizwed by sime

gystems as subtransmissicn.

Q Let me ask you, Dr. Wein, if an incdustrial

cuatomer takes that 69 kv ard a municipal custemar i
4160, which one iz the wheolesale customer?

A Neither is a wholesala custcxar, I just <ried
to explaia to you that it doesn’t depznd ugon the voliige,
The muni is a wholesala customer and the iaduetrial ‘s
a retail customer because that's how vou claseify them in |
your tariff and he's parforming a great many functiors
on his own.

Q Ané those functions that the punics are zcriexring
are wholesale functions, aren't thev?

A Yes.
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Q But that would be a éifferent functiscn than what

!

the industrial performs. Is that corrasct in voux 7

A Hot necz2ozarily. If the industria
it at, say, 6% Kv, he happens Lo e a very large custerar,
as large, let’s say, &s & muni taking it a2t 5% Rv. He's
taking that power and chen doing with it what he has o 42
with it,

Mayte he steps it down to 2,000 volts, I dea't

knc’, It depends on the nature o7 his equipment and vhat

purpcse he's using it for, and so on., DBut ha’s got Lo us2

some equipment to take it at that load and use it for nis
equipment, whatever it happens to be.
He's perforuing those functions, Ha happans €2

be an industrial customez. Tharafores he's classilled ot
retail., He might ke much larger than hali the muni s :he
ccmpany serves.

Q If you had a vertically integreted ccmpany “act
sold only at retail with no wholesale customers would ou
still define the sales of that compzny =25 being in uhe
wholesale market as captive wholesale sales?

A 108, I think I still would mzlte the distinge.lica
of captive whclesala sales because it has to periors <hiz
type of wholesale functicn.

Q And that would te a ceparats wholesale waxii = in

that case?

e e g ———— < —
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A Saparate frca what?
Q Prom the retail narlket,
A Yes, I thiuk it's separate from the retesil naviiet.
Q All rignt.

Would you agree, Dz, VWein, with tha progosi:ion

that relevant product markets ave definad by substitutabilic

that is, by two itams to e placed within the s&ne wIL:
market, they must be geed ecouemlie codstizutes
anotherx?

A Yes.

< All right.

A I think I might accspt that.
Go ahead.
Q Now you include reserve sharing, autuil e zrgoaly

support, maintenancs suppert, 2conomy enargyv, shori=-ioom
capacity sales, unit power salaos, jeint capsaiiy pizmxing,
and joint ownership within the relevant prodoct marskat you
have labeled as the regional power euchangs mariet. Isn't
that correct?

A Yes.

Q Did you not tastify in the Alcboma nreceediag
that the product in the regional power exchance uarke= i3
firm electric power?

MR, MELVIN B3ERGER: Objection. Irrelavons:,

TEE WITNISS: What?

SRT——

L —
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eb3 ! 1' CHATRMAN RICGCLER: Repeatc the guaestion.
2 MR, REYHOLLS: I'll »esphrase the gusstioa.
3 BY R, REYNOLDS:
(”~ 4 Q Is it your viaw that¢ the preduct in the regioua
5 power exchangs markat is firam electric powew?
6 A No, I didn't say the product in the rogionzl nHover |
7 exchange market is firm slactric pcwer.
8 What I said was the rogional exchawgs mazice:
9 consists of tha factors of preduction nac2szasy ©o produse
10 firm electric power, the factors ci productiocn.
1 Q aAll righ:,
2 A That's what they'zre preducing, 21l ths inpuv:3
13 which themselves do nct constitute end nariots,
14 Q where did yosu first hear the term “regional gow:s
15 exchange market®?
16 MR. MELVIN BERGER: Obdjection. Irrelevant.
17 CHAIRMAN RICLER: Sustciaed.
18 BY MR. REYNOLDS:
9 Q YOu <o not consider eccnomy eneryy and join:
20 ownership of units vo be substitutable, de yeu?
2] A No.
22 Q All right.
a3 let me ask you then on what basis von slace Lag:
4 in the same product marksat?
25 A well, lat me explain that.
I

————



ebd ! I docn’t conzider axles and eagincs {a an cusoe

le mobile to be the same thing or suistitutable foxr cne anctar

3 but they are important inputs in maliing aa zviowcbile,
4 80 ycuira concaxned witii the vroduct whick

5PJ is tirm bulk power, firm bulk sowsr which i: whaw ovel s

8 genarating company i3 trying to preduez at lciash cori, 27
7 the particular ingradients, all the varicus ovtions wole:r

? go to make firm bulik power a part of that partizulsr zaris:.
9 Now that coesn't mean, for example, Shat ccal

10 is part of that market because odal is a senarat: narkat ia
i eand of itself, though ceoal is obvicusiy a2 fachor ol vuordic-
12 tion in a generating unit wherz veu then aate the lawel o2
13 aggregation to iaciude the gemeraving wii ond nsk nioise

14 sarily the cocal.

15 The smargency energy, 20onany oasdray, and o ray
16 forms of wholesala or other forms of hullk nevar Lionre
17 ections which are nacessary and which are ingradlants znl

18 options are part cf the same marlket. Thal doasn®™t mooa 2a:3h

19 cne is substitutabla for the cthor, any mors shan w2 J:0.a:2
20 a hardware stors which consists of meybe 25,000 diifonamz
21 items and wafra saving every iten is substituiable in “t.

Vo
.
b

But it?’s cartainly roasonadle in acouncmios

R

in antitrust considerationa to cafine ¢chzt vwhols Zusinoss

of hardware stores as a line of commerce, well, 201 4:z3s

5 8 B

cptions are necescary and therafore tl.e maries whnlich 2 z2219:

S SO . w O
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Q Would you iaclude 3 partial purchace wholasals
transaction ia the regicnal powe:r axchenge narket?
A Well, I supprose cno could if one wentad £o do
that, I don't see that that is the form of ic.
Now if you lcok at, for exampls,-~ 72ll, lat

take it right here.

If you go through this study, for exanple; oa
povwer pooling rates~-
Q Which study are you roferzipg o7
A The cne I referzed te in my testimony which hzs

begen introducad in evidence. I4%s Powar Posl Raivox

by three peocwle from the {EI Copaay.

‘.) '

‘.

If you look at the kinds of thinys which zr:

e

thies document, the gorts of power transacticns whleh Ui

lace, you'rs not golng to find partial firm racuiravsac:,
- -

you’re pot going to fird wholczale fimm nower.

short=tern power, vour'll find spianing reserva

Y atll

.
P e T
ule.¢ v -

v

oyl
b ey p L4

o e ec—————

you'll f£ind emergency service, vou’ll find secazdul:zd maine
tenance power, you'll €£iad econcuy sexvice, cooacny casasisy

and o on. But you wen't f£ind whelssale firm power ard won

G

25

won't find whether it's cartial or full., VYou wili nct find

that as a typical ingrediaat of traasecticns

recgional power exchancge markat,

s S A5
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Now you might=- I mean seme coapeny mdichs 32

8o hard up and for so long a pericd of tine tha:z it nighi 3o

to somebcdy else and say "cell) me wholesale firm nowar o

ars a gensrating entity, if you wont to ganerate vour zoier

you generally are not locking for that sort of thing., You'ze |

locking for capacity and these otlier poier transastiosz.
Q So you wculd disagran we

CHAIRMAN RICLER: Let the record shor that =ha

witness is raferring to Department of Justisze Exhibit 383
in his last answer,
THE WITHESS: Yes.
BY MR, REYNOLDS:
Q Then you would disagree with Dr. Hughes on :ha

matter of partial purchase wholaszle transactioas ~air 3

included in thae regicnal wholesale marist?

A As I gaid, if it is ever included it's certainiv

an extremely iafraquent thing, and this study which ke
studied=- Let me cea how many poclis ara studied hers. I
think there ars 15 pools.

Ix's a study of 15 pools and vou dgn's find

wholesale firm peower,

Now what Hughos was dolng was saving I'm coicarass

with bulk. Well, bulk pcwere- iall, i<'s trus thot wislasale

o'n

firm power, partial or full, is bulkx powor but =hat®e 102

1
i
'
!
I
!
i
)
|
|

‘
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good reason I think to put it in the ovower exchanve xurkat,

Q What is linited tar:m nower?
A ¥ell, I could give you the dafigiticn if you waat,
*the majoricy of the wncol ..zsponding

- i
£or the

cr
“

to the survey provided seme crrangoman

\S3 OF

1
[
iJ
(%]

8 ¢

E.

delivery of limizad texm pouver, T

power transaction is defined ia the qguasticnanire

as capacity and energy reserved for pericds noz=

mally covering a month or mora,"

Q 8o you would ceacider linited tamm puower Lranse
acticns to be within the power exchange narkew?

A Yes.

Q Bow long would a limitad term puxchase have to e
before it becomes a partial purchase of wholesals »over?

A it's not the terx wailch iz the oniy utiinlk; ~¢ i3
the dagrea of firmness which counts., and I will now raad
you what it savs about that.

®The relative firmness for dslivery

of limited term pow=r is eguzl to that ol the

[ 22
)

supplier’s firm custoners for threo pocls, 13,
and 13.°
Thosa axe the namas oI the peclse.
®*In sharp contrast, this delivery wouvid

ba th‘ first fi::m load shad for cwo of the -:..-;:31'3."’
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Wall, it is cartainly not those,wholessale
£ira power.
"Cne pocli bdused fizmmess of sudply upct
the ratio of total forced cutagas to capebiliiy
of the largest uvnit on the suppiving svozam, . .
et cetera. The rest it docsn’t say,
Por three poocls th2 degzee of firmnaess is ti

as the supplier’s firm customers. The guas:ica ¢ —o L
whether we go on indefinitely, and the answar is lo, i:
would not go on iadefinitely becav:sa then the sools, “h
companies who are doing that can be quite amncyesd beecou

they’re selling limited term power at 2 lower wots thon

they'rs selling wholezale firm power aad they don’s wa.n

as they put it, systems o lean upen tham, i,2., "Soll
wiolesale firm powar for five vezrs but chazgz me liwni:
torm pewar,®

S0 thers are doth thore thiaegs invelved, i
axtent of the contract, the fact that the rabte is Joian

the degree of firmness varios.,

"

CHAIRMAN RIGLER: Yeu'rs saying chot the rusicenal

pewer exchange market is made up of a corbinaticn =oF

elem t3 that enalle you to come cut with tha =nd ~»od:
THEZ WITNESS: VYes.
CAAIRMAN RXGLER: ALl right., Noos 2o back oo

hardware stere exaanla.

- — e y———
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CEAIRMAN RICLER: You said that in 2 hardwarse
store where you stoch 2 variety of items that these itanms
in toto wicht make up a retcil hardware stors narkat.

THZ WITNZSS: Line oI commerc:, yas.

CHAIRHMAY RIGLER: Lirne of comxmerce. AaAll righ:.

3ut is it likely that sach cof thasa haséwer:
stores would nave the identicel clamonats in that line?

THZ WITHNESS: No, tiey con't nacesaarily ra

™
G
( .

have them.
CHAIRHAN RIGLER: 2And is that the analcoy yau're

drawing here?

THE WITNZEES Yes., Tacy can have a variaty of
different things depending upon the spacific nature cf tae

£irm involved.,

CHAIRMAN FICLER: Bat neot avervy storz woulsl ¢ foo

the idantical nroduct line with “ha other?

THE WITUESS: That'as right.

CHAIRMAN RIGLER: So vou could act go to »
particular storse and couat its izems aad savy “"his d:lin:s
the market®?

THZ WITMNEES: Right. 1It's the whole bundle 2.6
the bundle nead not secessarily be the sens,

CHAIRMAN RISILER: We?ll take a ten-minuia bwaz:.

v

(Racess,)
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CHAIRMAN RIGLETR: OCOn whe reccerd.
BY MR. RIUNCLDS:
Q As I understand your tasiirony, Dr. Waln, you
would includie unit power purchase in the raglonal vover axzhance
markat, but vou weuld nct include partial purchase whelajzals
trancactions.

Is that righe?

MR. MELVIN BERCER: Czn I ask what the riferonc:
is on that staterent, M=. Raynolda?

MR. REYNOLDS: I beliava hs just taculfiilad o
that eifect.

MR. MELVIN BERGER: Ok, I thought ou wero rz:efrfné
to his written testimeny.

THE WITHESS: I cartainly would incluvds unit cie:
in the regicnal powor exchangs market. X say X would nc:
nececsarily exclude the other. I am just trying to zay 1t
ssens to me & very infrsquent thing to appear in that n= ~katk,

As I went through the FPC forms I could not fini
any exchangac betwaen the CAPCO utilities which vere
eatitied firm. That is ny reccllecticn.

BY MR, REYNOLDS:

Q Well, are the two characteristic: different
80 there is a raason to put one in the ragicnal powex c;:g;ndci
market and rot ¢to include the other in the rooional rows?

exchange market?



WL A feg, I think chexe ic diffarance.

732 exanple, ka3 prics would te a wvary maso:s

R J""‘

22 ey
' : o= L ~
e e idl Sadid 20

0 L'w gozxy, ¥ san't hear whait you aze saving.
& 2iice would I a vary major dlifarencae.

o] and wnat iz zhers bout ©hs orics that wouwld
irdizce to vov khnt tas unit power purchacsa should ne put
WA i ragionzl pover axchangs masksis, evsas the parazial
waoluosale parchas? shoild not »a?

i lell .t seems t3 me that tha val: Dewer purchaca

23 e purshase 9f capacity of a pasticular gaxzsyating uwails,

<]

A28 pTasuwmahly tais sepecitv goss as tie genazutiny coat
lur sorae charge for whealing of this.

Wnersas it

i

ware bDuying vholaszale £irm pown:
izom en lavastor-~cormad utility, thare would, I think, ba &
cdeher price in gensrel for that %ind o2 trangagtion. Ina
thore, the vhcleszale fimm product is zhe 2nd praduct you
rdghc com: out with., It in pot tns kiad of input €2t vou
put . That iz wart vou nra trying to nake is firm povar

3 thit tou can sell . ultimataly it retail ag fism powes: with
a given fecre2 of wvzliabilisy,

Jith mit nowver vou don'4 have any given daczs

& reliabiiily., 1f zha unit goes down you won't gat it,

yi o Q ALl ~vould you think unit power and the paztial

firm cove» are subatlitncahla?
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You mean firm powur, wholeszale firm sows

a8 Parzial purchazo

pover aad uaii powaz,
substitutable?

A Partial purchase
Do you mean it is firm or not fizam?
It is firm,
Ckay.

Saatiind
SCHSCL

And it is 201d under z wholassle

Q Right.

3 327
-~ he o

oy e am e
“he. w8 -

vieD

power cdoecn't maan any:ihinco,

I don’t think they ara sudsci:utable for unis

power,

Now if I am interastcad in ceming out 28 a oo l:
genarating unit and making whsle:ale £izm pgowar, T wovle
try to make it as ecoromical az I could.

Q If the CAPCO ccmpanies jointly Loughi cual <138 1
that be a transaction in vour wisw chat would Lo ~ithis &--
regional powar exchange marlet?

A No.

Q Why is that?

A I thought I explained it in my provicusz aus zr.

CHAIRMAN RTICLER: I &igd, too.

BY MR. REYNOLDS:

Q If they joiatly bought uranium, would that e «
trangaction within the regional power sxchange marlats

A No.
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Q Suppose that electri~ utilities wxchanca coriracts !

for uraniuvm enzichment, woulé uraniun enrichreat Lo in hea

relevant -~ in the ragicnal powar 2xchanus mor.:iat?

A No.
Q Is it not the case, Dr. Wein, tha: tha jay you
defined your product marketz, unilt power =ad ecoancnmy pover

are more subatitutable than unit ncwar and +holaosale 1o 22?

A will you state that again.
Q I3 it not corract that tha way veou have daflrad

your regional power exchange markel, unit powey and zcerony
power would be more substitutable than unit powar and
wholesale power?

A No, no.

It doesn't follow frox what I am zaylag thas thay
are more substitutable.

Q Well now, why i3 that if you put uvalit »ovar znd
economy power in the rame market but you won't pui +vhol.sals
power in that market?

A Because I thought I explained tihzat rwrercus
times.

If I am interested in gotiting the mest wuoncnizal

firm power that I can produce, I aava a wide wariciy of cpiuion

depending upon my particular conditions and o on, NG I
would try to combine them in such a way that I gec

ec
lowast possible cost for firm power that I can g2ll a3
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firm pcwer ultimately down to the ratail lavel. That i %ha
business I am in, in ganerating.

Now in doing that, the econony nower hapsaas to
b8 one of the opticns which I can make ure of if I naed li.
Of course, I always usnally @0 nced it,and unic sower ig
another way. But I wouldn't buy wholesmale fima petss ir
order to be a seller of wholasals fizm powsr. I want :: be
& producer of wholesale firm power.

And ego therefore, econcmically, I would hLave to
pay a higher price because it iz fi=m and bacause i¢ i=
dependable and tecauze it iz theras for the leagth of tiive
that I want.

If I ware doing that I would nce ba mazing pover,
I would not be generating. I would simoly He a wislesals
customer buying wholesale £irm power.

CHAIRMAN RICLER: Suppose the wholszala Ziyn
powar were public preference power?

THE WITNESS: Then that would b2 an optlon., If
the wholesale firm power wera public prafsrance power ani iz
ware lowar than what I could produce as a geasrator, I ould
rot be in the generating business and say, okav, I am nev
Just going to buy that and forget about all the sthars.

And 1f I could ke comwlately satizfiad in oy
requirements by public preference powar whish waould be

given to me wholesalas and firm, then I would not go into the
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generating business if that ware the option.

If you go kack to that stace wiers an ontisy
congidering what should T do ia suder to get wiolegale Jiinm
powar which I wish to sall o retailers and »2 hzad Lelsa
him the option of generating it or buying and gonerasin-s ‘¢
with all the implicationz of taaz, or buying it fzrom a
public prefarance system and sverv one of hi:c ceneratinc
options was infericr ¢to wholesales Zirm pever Zrom cha2 »ublis
preferenca company , if he were rational he would not ¢2 ince
ganeration, he would simply ba ==

CEAIRMAIY RIGLER: Unlegs he =sculdn's get anough.

THE WITNESS: Unless ha cculda't get snough, I
am assuming, of.cou:se, he could gat what he noods.

BY MR, REYNOLDS:

Q What' if the wholasale ratoc from a privatc
investor-owned utillity wore lower than what tha purchasers
could generate the powar for?

A What about it?

Q Then would the wholacsala rowar be in %o recisnal
powaer exchange markat?

A No, it wouldn't be in tha regionai powex axerango
market. It just would mean whether che wholsiala custem io
has looked at this and gaid I can’t really gencrate ay rover,
or what I need as cheaply as I can get it by ivuving it

wholesale £irm, I then become a wholeaale_l cusstonu» and I
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anm not in the regional power ex~hange market. I am not
interestad in econcmy energy. not intereeted in uziic sowor,
not interested in surplus power, nct interasted in arny of
these particular types of pewar. I have mada that decizien.

Q . BEOw do you distinguisih tha lcwer uwoct
wholesale power purchased from aa investor-cwazd ngilisy
and the praference powail purzchase? |

A I di4 not distinguish them at 2ll,

Q 8o in neither case would that be in the raclicacl
power exchange markat?

A No.

Q I ses.

- —— ——— - — ——
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Q Is that because you would not consider th:zt
an available option that would L2 open?

A Availcble option for what purpesa?

¢ For the firm power supnly of =- wall, the fivn
power supply to Southern Retail.

A I thought I already explain=d that. 211 be
glad to go over my ground, if vyou wizh.

Qe Is it vour testimecnv that would not L2 an
available option?

A No, that's not my testimony zhat it's no: an

available option. It's not an option ia tha regional
power exchange markat,

e It's an opticn but 20t cne that's im 2le
regional pover exchange narkas?

A You know, I've yot lots of optlons. oae spiion
I have is not to go into the powar Dbusiness a2t o.l. f.0is
of companies in the Uaited States exercizae thas opi:ion.

e But you did say that the end praduct For ue
regional power exchance marzket wag Firn powar for ratail?

A 2And vholeszla.

") Did vou mean to sav that before Loo?
A Of course. You lnow, T have axenlainad ea-t

nobody is in the wholesale marke: unleas he's got a retauil

market which they are soing dowa o othar than, 23 I seacisn:

before, some of the pukblie pewer svesens.

S A —

I

———
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'H e} Dr. Wein, lat me ask you chio: |
-=b2 2 Do you know whether or not Sulk scwer supoly |
3 J stedies aimed at avaluzting alternsti.e aeticis of obtaining)
4, f£irm bulk powsr supply in the future noranlly consiawr :

5 both firm wholesale alternatives and varicus means of
S cbtaining dependable but noa-firm capacity? !
7 1S I suppose it depends on who iz commuiegsioninc '
2 such a study. g
2 Q Do you know if ths wiolegele custoners =f E
10 Ohio Edison commissicned such a study? ‘
j
11 A Whether they should g2 inte “ieir cunm gen-raticn :
12 or buy it wholesale? E
|
13 Q A3 alternatives. E
i4 A I don't know. i
15 | MR, SMITH: Well, vou testified that thesa ars E
16 g workable optione several times, !
17 ; MR. REYNCLDCS: But he has alse ladicated thav !
18 are not in the same market. !

10 BY MR. REYMOLDS:

20 Q On page 239 of your prezared testimeon vou !
21 | state that a pocl is a2 market boeause energy £lous oo it |
22 | from the members and it's paid for ccecording o pridotuz - g
23 i mi. .d agreement |Dlretwzan the meaberes. {
24 Doss thare have to be an intarchance agra.ment, |
25 “ in your view, for ther2 to be z regional mover czzhirge |
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market?

A I don't know as to the leagal reguirzacats.
All I'm saying is that pools do have pricazs that the
assigr to each of these thingg. They uzsually Xaou wiat
they are, they usuvally agree ©to it. 7They »2ay act havs 2
formal agreement.

Q Well, if thera were rot a# intcrchange ag-eemens
would you define the market Jdilfercently

A No, I wouldn't define the market Jdiflerently
if there were not an ianterchangz agreenanc. 411 I'a saving
is that it's a markst because ernargy flove o and frem
the members and is paid for according to a prelaternincd
acreement between the nmembars, HJow, vhethar this arrsg-
nenpt is oral or is in the form of an interchancs contragh,
the details in the interchange contractband go oa, the
people know what they're buving and whnai Shey avs 2ovipnos
for. They may pay for it in édollars, thay ney pzy foe i

in kind. In other words, 7ou seud me gcne pover and Z71.

vl

send you back the same amount cnd Cype of poex o
raimbursemant.

Q Well, do you know whathar aay ¢ tiz CLo00

. companies bhave an intcerchange agrosmonc wiih Jonsun rs

Qowar?
A I don't know whether they have an intarchonce

agregnant between Consumers Povwwur or not, »ust I Luuw thot

———————— —

ST —————
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scne Consumers Power power weat over CAPCO trznsaission.
Q Do you know if any of tham havae an intesrs asgs

agreement with Ohio Power?

A If you mean by an interchange agrecneni a cocntracy

for which they have filesd either with thausclives or with
the Public Utility Comrission cof the state of Chio

or with the FPC, no, I don't xaow whether thay have that
kind of legal document. I think inucfar 23 the '2C
rules are they have to file that sort of an agromnort, oz

at least a rate or whatever.
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Q Let's suppose that Teledec Ediszon intarshangzs mora

powzr with the MIchigan Pcol thoa it does with apy siher menders

of CAPCO or even alil the cther menbore of CINC0 cowbined,

IN that situvaticn, would you considar tha Migaigan
Pool 40 ba within the regicnal powar exchangs narikst?
A No.
Q Why not?
A You maan within the geogrephic dofiniticn as I
defined it where I am gaying it iz the cniire extont of :h2
CAPCO thing?

Q Right.

i
.

f

(¥

A Well I think thare whal cna goas £, a3 iar as

geagraphy goss =-

Q I can't hear you, Dr. Wain,
- A I say as far ae the c20g9raphical esxient of th:

market goes, you have to get the idea that what w2 have ls

an access made possible by transmiszicn which i3 intoreomacizad

not only amongst the CAXCC pcol, but of coursz Ltharz ave
intarconnecticns with all tha othsr entitles adijeining tazn

at the paripherias.

80 I dafined the gsograpiical extent o che zagicaul

power exchangs market as the leoeus of all thasze intarccnaastions

including the interconnacticn wiith adicining avikaii: or who
are not msnb‘rs of the CAFCO pcol.

Now obvioualy tha: i3 vary inrorkans, pecaurs 1t
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might ke the case that Toledo Zdiscn in
year, say, or some parcicular period oi

.
- dey
]

power becavsez of the particuler ation frzin,
Michigan Fool, or from Consumers Powar: thaey
some agreement between Tolado Bdicoun and Consursys and uhavw
are then, to that extent, adding of course to the valun
this interconnectod CAPCC irxzasmicsion for ezch otbher.

If CAPCO, for exanple, had nc convecticaz wwi:zh

consumer and nomd with 201 and nomna with Calsc Pover, it
value woulé be much less -- it would have much lsss val o

than it does by having it.

Now for the purpose of this paxticularx
see, for the purposas of this pasticular case and
particular analyeis, all tha entities withia CrPC0, hafcyn

any

they can get out to Conasumers Pcwer or PJM cor any

- -

they have got to go over the transmission of zome CAZl) conna.y|

- .
S ekt v e T

they have 'got to geot pe:misaio£ to do 8o, they have 9ot o
gat charges which Vould be cn a plana of ecquzl.ir.

That is why £cr this thing the CA2CO Pecol, 20 2%
wara -- wgich happeins to be a Jormal arrangaazng -=- ig “he

o~
Camp -
e

relevant reglopal powar eixchange. It docs nct mesn

that that MEL? couldn’t get power Irom PASWY,

the CAPCO Pool. But the only way they can ce% it is uo

ovar =— they argue — over (EI's linas,

Now thers is scne center cf gravicy in {emnms of

-

chat is outsids

A

&

Aot me ey s g =
C L Qh<‘--:“* b_
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flow of power transactions.

Now I have a study sent to m2 by ¢he

‘e I3
DeQIX

7033

the NXC which did what I had sucgested Iin Aladaua for

particular casa, which I, mygelf, didn‘t hava anr tins

What it shows is that rouchly 635 zezcant of

all the kwh flowing azongst the CAPSC members are zntizlod

to the CAPCO Pool and approximately 35 parcan: ax

out.

While that i3 gcod encuch on the LIPC~IOTI

if you want to taka that, then it ic an indisation

proper gecgraphical marict,

But the idsa of trying tc pin it doun

zegion is an inappropriate concapt hers Deczusa the o

of the thingy is its intercennectlon with ouksils

if in a particular yszar Toledc gotmore stuf? fronm
Consumers than they got from CAPCO, it wouldnmit »u

in the CAPCO Pool because Conswmers L1s not ia #i

Pool, though they interchange erercy %o and Zrco

Pool.

2
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What is the stuvdy vou're reoferring to, Dr. Wain?

The Staff made a study bas=d on the 770.

Do you heve a cony of ig?

» O P ©

Yes, I have a ccpy of it.
Could you pleasz preovide me with e copy of ig?

Sure, I'll be clad to.

o » O

Let me ask you this:

What CAPCO lines would Teolode Edisdn have 4o
use in order to bring in pover from Concumers that i por-
chased?

A It wouldn't have to use the CASCO lines other
than ite own lines which it may own with othar CAPO0
entities,

Q And what's the basis for saving that bsfore
Toledo Edison use its lines to bring in, or to sell power

-

to Consumers, it wculd need permissien of =he ather o0

.-
N -

companies?
A Where did I say that?
Q I believe you indicated in vour pric: TCEIORSE

that before that could be dene there weuld nesd to %

agreement of the other CAPCO membore.

A I didn't sav that,

Q 8o it is not your imgrescicn that +ha:'s “he
case?

A I said if Toledo Power waanted =0 gek zoime nowar
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frcm the Michigcan Pcol they themgelves wonld have Lo agres
as to what the terms of the prics were.

Q Are you aware that in 1974 Tcledc =2diszon aled

*

purchased more power from Ohic Power than {rom anv otlz
member of the CAPCO Pool?

A I don't have the FPC statistcies frem 1974, so
I don't know. But, as your favorite question is, wculd it
surprise me? No, it would not surprize ne.

Q And would it surprise vou ¢o hear <that Chip
Edison in 1974 purchased more power from Ohic Powar than

any other electric entity, including any cf the othar CAPCO

members?
A It would not surprise me ac alli. 7ad I eep
on insisting that that sort of consideraton is irrzlevent

for this proceeding because the questicn is access., 2nd i€
you happen to be an entity other than a CAPCO company in
the CAPCO territory you can't get out to Chioc Power, ycu
can't get ocut to Consuners Power, you can't gzt cut 2o PJIN.

That is the particular problem that is iavolved heore.

It would be interesting to know how muaekr cf tha!

power was OVEC power. I suppose a great deal cf i: was,

Q Dr. Wein, let me ask yvouthis:

What are the criteria for reasuring tha gecgrapni

cal extent Of the regional powar exchange market? -- vour

criteria?

- —— . e S S e . O m— 5
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A Well it's a meaninglezs quecstion if you urder-
stand the concept. That's like asking me vhat axs the
geographical critaeria for measuring the geosrarhical outent
of an interconnected network. The answer iz, wherevers it's
interconnected is tha gacgraphical extenz.

Now vyou happan to have clesz dagrzes of incer-
connection with scme regioas and less closs with cthuy
regions.

MR. REYMIOLDS: Let me have the question zid

answer read back, plcase?

(Wherevpon the Reporter read fren thz recerd
as requested.)
BY MR. REYINCLDS:
Q Sowur g2ographical beandary iz totallv
arbitrary?
& No, it isn't arbitrary. I defined it in chis

case. As I said before, it is the locus of the gateways
of the CAPCO companizs whéera thev're interscnnscisd. 2And
all their interccnnactions in that persionlar gaooreshs
is part of its geographic extent, plus the linit of itaak is
where they then are cenmec.ed with anciher systea thot's
cutside of this particu'ar gecgraphic ciucnange marias, --
regonal power market.

That dcesn't mean th:t some power transec:ions

won‘t flow. The CAPCO pool as ar interconnecied 2atiliy has

o — S —— e — e G — o o
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whd 1 ! get other things besides the interceoanection which chorac- !
pd § terizes it. Prom the pointc of view of an snticy with.n ;
3 ; the CAPCO territery they cannct reach any otihar CAPCO ;
3; company without the permission of the CAPCO conpany ' s E
5‘ territory that they are on. !
6 Secondly, thay cannot get t¢ any ontaide sover i
7 supplier without going cver CATCO':s trangaizsion. é
3 For these reasons, for this casa, thac'c the l
9 relevant geocgracihic markaet.
10 Now, -~
11 l CHAIRMAN RIGL2BR: His quegtion was, Waat oraz
12 ; the criteria? And I gather from your answer an to this
i3 point, the criteria is access to transmissicn wishin =Ya |
14 CAPCO systen. j
15 THE WITNESS: That's right. |
16 E CHAIRMAN RIGLER: All right.
{
. i THE WITNESS: I wish I cculd state it thas quickiy |
18 But I accept that. |
19 BY MR. REYNOLDS: ‘
20 Q And am I correct, th.en, in underszzandiae chat i
21 you have definaed the wholesale market,for purpesss of s :
-5 procesding, in terms of an investor cwned ucllits and you
23 have defined the regional power exchanve mar':etc in chis
24 proceeding in terms of the muaicipalitiss and co-cps? !
25 MR. MELVIN BERCER: Objection. I thiak Dr.Wein's!
| |
| |
|
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direct written testimony and his testimony tcday nhave
delineated the geographic boundarics for both ths ~- well,
for all of the retail, the wholesala and tho regional sowar
exchange market.

CHAIRMAN RIGLER: Sustained,

BY MR. REYNOLDS:

Q Dr. Wein, are you defining the recional puwer
exchange market fromche point of view of the munleirnliiics
and co-ops within the CAPCO szcmpany arza?

MR. MELVIN BERGER: Otjection. I trinl: Dr.Wain
has defined it becth by giving the criteria he uzed to
define it and by defining the araza that is involved, :he

geographic area that's involved.

Yo

CHAIRMAN RIGLER: BSustaine

Where is it you want to go, Mr. Revnolds? Veo'v.

been over this. The cbjection is wall takoan., 258 T dopte wis
to cut ycu off if there's a legitimare arca of confu-i-on.

But I don't want to just go up and dowm &Lhe sama nil
- New, where do vyou want to goF
MR. REYNOLDS: I'm ¢rying not to; Iv tzving to
arrive at sope understanding of how Dr. Wein coi Lo wizrs 12
got to. I dom't really anticipata that this is goirg te €a-e
many more guestions,
What I'm trying to ack him is frem what verssec-

tive or what point of view he has approoshed hic dxfisiticn

AR b A
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or his defining of tiha resprective markets. It se=re 20 e
that that's not & question that has a3 yvet esilher DLeen acked
or answered. All I'm trying to sse ic whether he--

CHAIRMAM RIGLER: It has be

n asiag and

W

answerad now with respect to the ragicmal power sishange
market. Becausa you just asked it.

MR, REYIOLDS: I asked what his criteria uvere
and he answered that in tesms of interccaneccicn Or accass
to interconnection. My quecsticn is vhether it therzicre
is his basis for dafining regicaal pewer ecichange market
by locking at the situation frem the point cf view oI the
municipalities and tihe co-op3 wichin the CA2CO area.

CHAIRMAN RIGLZR: Well, I'm going to succiin
the objection, then. Becausa I think he elaberatad at
length on how he develcopad that definiticon.

MR. REYNCLDS: I'm trying to see i

relationship between the relavanz wholzsale marxel that he

selected and the relevant regional pewer exchangs narikat ool

le gelected. And I was trying to ask questions which,. it

seems to me, could be answered on & yas Oor no bausis.
CHAIRMAN RIGLER: Why don't you aszii him th2

direct question, then of whether *here iz a reslistionship

between the two markets? --if thact's where you want ©0 €3,

MR. REYNOLDS: All right.

PP —
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BY MR. REYNOLDS:

Q Let me ask ycu this, Dr. Wein:

Did you use the same criteria in arriving at
your determination of the wholesale market az you did .n ar-
*iving at your determinaticn of the regional sower excaiage
market?

MR. MELVIN BERGER: This is the product marists
or the geogtabhic?

MR. REYHOLDS: Ceographic markete.

THE WITNESS: No, they're not ths same., I faia:
if--

BY MR. REYHOLDS:

Q Will you--
= Just a minuts.

I think if you'll tura to my disscuasion on page
141, starting with Question 64, and goin? on, I've staced
why, for example, I would not cousider Chic Power, and =0 on.

Now I can't improve upon what I szid,

CHAIRMAN RICLER: WNow this relates to tle
criteria you used in selecting vour wholcegale mariketo?

THE WITKRESS: No; to the gecgraphic rzgional
power market. I said no, they'zs not the sane.

If you ask ma why they're nct the sames, than yon
must go on and read it. It stares actually with Juesiicn

No. 62.
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*"Is tha gecgraphic scope oI the
‘regional power exchange' marcket thsz saaz a2
the geographic scope of the wwe product t
markets you have go {ar digcusscd?”

I can't improve it. You asked me Is it che !
same? and I said No. That's what I said in the testirony;
no. i

BY MR. REYIOLDS:

Q What I'm trying to ascertain is: as an ascitrust

econocmist, what were the different general c¢uiteria :thal you

used in determining or in ascertaianing the relevant gnmosrarui

B e

N

market for the wholesale product marke: anéd for the regicral
power exchange product markat?
You've indicated they were not tha zanz

criteria. What were the different criteria?

MR. MELVIN BERGER: Objecticon. I thinl: Llux
has been asked and answered. I think Dr. W2in has civesn !

the criteria he has used fcr each.

MR. REYNOLDS: I'm asking for a coupariscr to

determine what the difference is in the eriteria :thac he

used, as an antitrust economist, in approaching
this analysis. |
CRAIRMAN RIGLER: Wait a minu:ze.

Isn't the question you'xre asking ideatical :c

- ——— e —

- &

the question, althourh posed in different words, on poge 110,
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Question 632

MR. REYMOLDS: I don't think that that addreszas

the question of criteria a+« all.
What I'm trying to fipd cut from Dr. Yain isn.

as an antitrust economist,whether or not there are general

criteria that are used in crder ts ascertain the auteat of
the geographic market ¢f any predust market. And he has
indicated to me that there are gensral coriteria but tha”

they differ when you talk in terms of one product mari.es

as opposed to another precduct markse. and I don’

we have yet had an answer to the gquesticn of the diffarence
teria an anticrust

as he see it between thoe general cori

economist looks to in defining or delinszacing o geoygrapalic

market for whatever happens to be the product marlise,

and,
in this case, it happens to be, on the one hand, “ho «i-le-

sale market and, on the other hand, the Tegional

pewss
exchange market.

- MR. MELVIN BBRCER: If I may ccunant: I

believe Dr. Wein has cona ints tha eriteria used &

¥ 2ash o8

these at length. And the answer will probably end vy being

a vestatement of the two criteria and just 2 conparison.

I don't see why we have to go tiwouch thiz again.

CHAIRMAN RIGLER: I think the abiestion iz wvell

taken. Only because this is crogs-examinaticn of an owoart

rales

I'm going to give more latitude thap porhzns ths

W
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warrant and I'm going to permit the answer $o that cne
question.
THE WITNESS: May I hava the guesztica neu?
CHAIRMAN RIGLER: Let ma paraphrase it,
Mr. Reynolds, and sz2e if we have it down.
He's inguiring about the criteria yvou used,
the difference betwszen the criteria you uscd in defin'ng

the geographic market for two different croduct marliis.

[0}

Is that righe?

MR. REYNOLDS: Yes.

THE WITNESS: Wall, let m2 Tirst point oul the
difference.

The regicunal powsr exchange marikat conaiscs of
bundies of different items. The whelesale Zirm marke: is

one particular preduct.

Two: the essence of the rogionel powar cxshzag:

market is that a generating entity hae 2ccess on vwoeras of

equality to achieve whatevar in itz view 15 thes Toos

combinztion of all these items in the regicnal movaer cxohapa

maxket. All thase itens will have diflcrant oricues Zocans
they're all different. But they all would he inputs,
ingredients of puttiag together a firm pover package i
lowest cost.

Since the esgence of it is eccuse, vew dor'i

use the test, as I did in wholesala power, of tha wrices

I
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tending to equality in a diffesrent ga2ccracihic market
because these particular things, thcough they have pricas,

will vary all the tixe. And it¢'s not that they are products

which are in competiticn with eny othar product; they

happer to be, as it ware, an available byprcduct of

particular firm which you have an opportunity to Jat if vou'r

on the network.

efinz ¢ »

e

AS a consaquenc2, thaen we tIy to
geographic extent of that markcet. You muct define i
really in terms c¢f all the accecs points vhich veou havz in
orcder to get these things.

Now I don't think I can ax»lain it anv baticy
than that. And I thinlk if I have failed ¢o exvizia iv,. I
kave just failed to explain it.

Let rme just add this one thinc:

There is no market wherc paozle ¢o arcund aul
shop for surplus pcwer in the sense that people arz in zas
business of engaging in making surplus power fos szl 29
surplus power, as thzy would be, for cxamnle, as @cal: cor-
tainly that, or wholesale firm power. Ané, 29 a consoguencae,
you don't particularly view that option in a sztrictly
defined gecgraphic area as you would in the casa of wh2
wholesale firm pcwer.

Within the CAPCO terricory most ¢f the eptlons,

for most of the time, can be obtained from the SPC0 com-

s e —— S i —— o ———. . ————
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panies. And they havs obligaticns in thelir con:iracts te no
provide what is necessary: eussida tha%t, they doan'ec.

Ohio Pcwer doeszn't have to provide aconowny
energy if mome exists on ite syeten to give to 2 CLPCO
company: there's nothing which compels it to do zo.

BY MR. REYNCLDS:

Q Lat ma ask you this:

What degree of ccerdination Zetween Consumars
and Toledo Edison wculd have tc exist refore Cenzuner:e
would be in the regicmal power exchangz market az veu defincd
it?

A The vay I defined it, Coasumarn would have to b=
a CAPCO company and gign that ccontract end oblize thosselvas
to do everything that is done in that contract., Theo'd
have to be a CAPCO company. That decasa't mean Sonsuneres
can't engage in some transactions with then.

Q And if they did everything that the other Casidy
companies could do with Tolaedo ly virtue of a bilaceral
contract with Toledo, that would not be suffician: to--

A No, They cculd not do everything that Toicdo
does with respect to the others. In the first pl-oce, thay're

not coordinating capacity; in tha second plzce, Coasunars

and Toledo couldn't operate on top of tha CAYCO company their

cwn kind of economic dispatch, they would have =o do it

within the CAPCO contrects or else get permioscicn frow the

—~
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other parties.

Q Are you suggescing there is 2concmic dispatch

in the CAPCO ar2a, joint economic dispaich iu the CAPT0

area?
A Yes.
Q I see.
What's the basis for that?
A My urderstanding of i%,
Q Where did you come (o that undsraovaniing?
A I can't remember now.

CHAIRMAN RICGLER: I thigk this wmight furnish

a goed break point for the day.

Mr. Frysilak wants to bring you in at six
in the morning, but I think we'll go at nirg-thirew,
Ithink you can finish very easily temorzo:.

{Whereupon, at §:40 ».m., th2 heering in

the above-entitlod matter was receazsd, to roo

vene at 9:30 a.m., the fclloving day.!
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