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The Honorable Robert S. Walker

United States House of
Representatives

Washington, D. C. 20515

Dear Congressman Walker:

I am writing in response to your letter of April 22, 1980, to Mr. Frank Moore,
Assistant to the President for Congressional Liaison, regarding a letter from
three Lebanon (Pa.) County Commissioners of April 8, 1980. These officials
propose that purchased-power and cleanup costs associated with Three Mile
Island be shared by power conpanies throughout the United States.

The Pennsylvania Public Utility Commission (PUC), in a Decision and Order of
June 15, 1979, and reaffirmed in an Order of May 23, 1980, ruled on the alloca-
tion of the financial burden resulting from the March 28, 1979, accident. A
copy of each of these decisions is enclosed for your information.

While we are, of course, concerned about financial impacts on consumers, the
NRC's primary responsibility is the assurance of public health and safety.
State public utility conmissions and the Federal Energy Regulatory Comiission
have sole responsibility regarding the rates that consumers pay for electricity.
A national cost-sharing propesal affecting one or more utilities would require
action by and cooperation among these organizations.

Sincerely,

\\ '?Uélznetﬂ T.A Rehih
{ William'd. Dircks, Acting
\ Executive Director for Uperations

Enclosures:
1. PUC Order dated June 15, 1979
2. PUC Order dated May 23, 1980

bcc: Mary Martha Seal, Director I THIS DOCUMENT CONTAINS
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_not fully %nown, Nevertheless, most re:sonab‘@ and knowledgeible persons

PENNSYLVANIA
PUBLIC UTILITY COMMISSION
Harrisburg, PA 17120

Public Meeting held June 15, 1579

Couxnissioners Present:

W. Wilson Coode, Chairman
Louis J. Carter, cun‘urring in gm.t and disseating In pact

Michoel Johnson

Pennsylvania Publie Urility
Comnission, et al,
Ve
Metropolitan Edison Conpany
and
Pennsylvania Electric Coupany,
Respondents

Docket No. 1-79040308

ORDER
BY THE COMMISSION:

In the early hours of the morning of March 28, 1979 an incident
began at the Three Mile Island Power Station operated by Metropoliran Ediscm
Company. A major conscquence of that incident has been rhe less of zore
than 1600 megawatts of generating capacity and the requirved purchase of
tens of millions of dollars of power., This procceding requires an answer
to the question: Who shall pay for the costs of that Tncident?

The issues before the COmmiSbiOﬂ ara far nore ccxplex thaa the
question fmplies; and cven now the costs and the causes of the incident ave
would support the central dotermination of tha Comaissica thaz the
ratepayers of Metrogolitan Edison Company ("Met Ed") and Pennsylvania
flectric Conmpany . ("Penelec") shculd be no worse off - and no better
of '~ "because of the incident. The ratepayers should not pay for the
costs of the incident; nor should they b.we,ic (rem {t, They should not
pay the costs of a plant rendered uscless through no fault of their ownj
nor should they receive needed electric power without payceat, 1

The level of service proxid*d Ly Met Bd and Penelee is unchanged,
The net result of the Coumnisuion's findings in this order is thac the
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total rates of Met Ed and Penelec will be no higher than if the iucident
at Three Mile Island had never occurred. 1/

On April 19,-1979, the Commission responded to the incident at
the Three Mile Island Power Station ("IML") by taoking the following
actions:: The increased_rates of Met Ed which were recently deternined
at R-78060626 were made final and effective on-April 19,7 1979, Temporary |
rates were,then,éeﬁdfo: Met Ed, effective fmmediately pursuant to Scction 1310(
of ‘the Public Utility Code, based upon the determinations at R-75060626 |
and the rezoval from base rates of costs associated with Unit No. 2 at
Three Mile Island ("TMI-2"). Also, Commfssion ccoplaints were issued
against the base rates 2nd energy cost rates of Met £d and Penelec |
alleging excessive, unjust and unreasonable rates as a result of the
incident at TMI.

On April 25, 1979, the Commissfon-set-te=porary rates fora
Penelee, effective immediately pursuant to Section 1310(d) of the Public
Utility Code, based upon the recent deterainations at R-78040599 (Penelec's
list rate case) and the re=oval from base rates of costs associated with
TMI-2. An omnibus investigatioa docket was opened at I-79040308 at
which vere consolidated the Ccmmission complaiats and the temporary rate
orders, 2s well as the complaints of the Consuzer Advocate against the
base rates and energy cost rates of Penelec and the energy cost rates of
Met Ed. 2/ Subsequently, the Respondents, Met Fd and Penelec, filed
complaints against the tenporary rates as set by the Commission.

A prehearing conference on the consolidated proceedings was
held on April 24, 1979, at which the parties stipulated to the use of
the test periods in the last rate cases of Met Ed and Penelee., The
Commission proceeded expeditiously and held hearings sitting en bane. A
total of ten days of hearings were held between May 2 and June 1, 1979
in Harrisburg, Johnstown and Reading. ZEvidence was presented by Met Ed
and Penelce, the Staff, the Consumer Advocate, Senior Power Action
Group, Charles M. Brosenne, and Yolly S. Keck. More than 1800 pages of
testimony were transcribed.

e o ———
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1/ This statement is based upon a comparison of the average revenues |

to be derived from the rates set in this order with the average |

revenues which wvould have been derived froaz base rates including

the costs of TMI-2 and the energy rates charged prior to the

incident at TMI-2,

2! Several other cozplainty and petitions to intervene were consolidated
at 1-75040308. The partfes to the proceeding at the close of the
record include Staff; Consumer Advocate; Respondents, Met Ed and
Fenelec; St. Regis Paper Company, et al.; Bethlehem Steel Corporationg
Senfor Power Action Greup of York, et al.; Holly S. Keck; Titanium
fctals Corp.; Birdstoro Corp.; Martin G, & Rose Ann Hachorger;
Charles M, Brosenne; Peep Run Farms, Ine.; Philip L. Nester, I §
and varfeus other industrial customers of Respondents,

il '




Petitions were filed on May 8, 1979 by Met Ed and Penelec
requesting that the energy ‘cost rates of the two utilities be nodified
to {mmediately reflect the current costs of purchased power and that Met
¥d be allowed to accelerate the recovery of certain deferred energy
crosts, The Comaission acted at its Public Meeting on May 10, 1979 to
defer actlon on the petitions until the close of thcse proceedings. The
petitions will be addressed in this order. ;

The parties filed briefs on June 11, 1979; oral argument was
heard on June 13, 1979.

From the outset ‘he Comnission has believed it to be in the
public interest to proceed expeditiously consistent with the developuent
of an adequate record and a reasonable opportunity for all interested
parties to be heard. The Commission has wet that public obligation, and
by this order renders a decision on all matters properly before it.

The complaints of the Commission, the Consumer Advocate and
other parties against Respcndents' rates and of the Respondents against
the temporary rates set by the Cocmission cczpel a redetermination of
the rates of Met Ed and Penelec in light of the changes wrought by the
incident at TMI. The Coznission will, in this order, reassess the used
and useful status of the TMI facilities and will determine any associated
changes in operating expenses, depreciation and taxes which should be
reflected in base rates,

As required by law, the Comnission will set rates for Met Ed
and Penelec which will provide a reasonable opportunity for those utilities
to earn a fair return on the fair value of their used and useful property.
However, the scparate deterainations of "fair rate of return" and "fair
value" will be greatly sinplified. The parties have stipulated to the
use of the test years in the Respondents' last rate cases (R-73060626,

Met Ed; R-78040599, Penelec). 1In addition, the records in those cases
have been incorporated by reference into the present record. In the
absence of any attezpt by any of the parties to introduce specific
evidence of changes in fair value or fair rate of return, the Cocmission
is varranted in setting rates by adjusting the rate determinations so
Yecently made. Consistent with the presentations of the parties and for
ease of ccmputation, the adjustments are calculated using original cost
data. However, this should in no way be interpreted as an attempt to
circunvent the required statutory findings.

Finally, and conclusively, the Respondents have waived a re-
determination of their capital structure and rate of return for purposes
of this procceding., Witness John Graham, the Treasurer of the parent
corporation, General Public Utilities Corporation ("GPU") stated:



“"For purposes of this procecding, the cozpany
is willing to accept as the way of looking at our
earnings the allowed capital structure and rate
of return in the last rate order.” TR 1690,

The Staff and the Consumer Advocate agreed to this concession.

The counterpart to the base rate costs associated with the TMI
facilities are the increased energy costs of meeting the service demands
of Réspondents' ratepayers. The energy costs will be segregated for
purposes of analysis. However, only the net effect of such changes will
be reflected in the actual ra' »s of Met ¥d and Penelec so as to minimize
disruptive rate and tariff changes.

The Commission's view of the proper rate treatment of the
clean up costs of the incident will be addressed in spite of the fact
that no claim has been ~ade for these costs. The substantial publie
concern and uncertainty with respect to these costs warrants a Commission
declaration. -

This order will not address the issues irvolving the causes of
the incident or whether the design or operation of the plant was faulty.
The Cormission does not have the primary i.sponsibility to determine
those matt rs and has not developed a record sdequate to zake those
determinations. However, the Commission will continue its iavestigation
of _the financing, construction and operation of TMI, and will apprise
itself of the findings of the agencies and commissions which are presently
investigaring the causes of the incident, Ulricately, the causes -and
assignments-of-fault =ay {uzpact upca whether Mot Ed-und-Penclechave-
acted reasorably and prudently-as-regulatad.public-utilities, ~
R — SV - - .

Another area of concern in this procceding which will-not.be
addressed in this order are the questions concerning the irofdéncy of

espondents?--insolvency or barnkruptcy, the-preobable consequences of in-
solvercy or-bankruptcyj and- the determination-of whether-the™publie

interest -inhersés in thé avoidance cof  bankruptty. In spite of the general
pleas of Respondents for finmancial aid through rate increases, which
were plaintively repeated throughout these proccedings, the Commission

is unpersuaded-that there_is any iominenc threag of bankruptey--particularly
in light of -the alacrity with which the Cormission has acted and. the.
determinations -wade -herein.

A major obstacle to the Comaission throughout this proceeding
has been the inability and/or unwillingness of Respondents to directly
and effectively address the issues. GPU and its cezpanies-have demonstrated
obtuseness, inability to focus, and a-lack of. direction, If the Commission

errs in its assessment” chat Insolvency “or bankruptey isuot {mninent,

the cause will be-the failure of Respordents to clearly and conciszely o
describe its. fipancial position, alternative courses of_action, and the
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peint at which rate relict s mandutory.  The performante ul the L0
cerpanies before this Cozussion calls ints question tue A pabilii s ch

its manageaent and leads wrgency to the fnvestigation and manajero sl
candit which we will require in this order.

The rate deterszinations announced in this order are the reguired
actions in this proceceding, but they do not corprise a cemplete regulatory
response to the incident at ™I. Therefore, at the end of this crdvr,
the Comnission will set forth additional =atters im response to this
troubling event.

Three Mile Tsland, Unit No. 2 (TM1-2)

A public utility is entitled to earn a return on only that
property and investment which is required or used in order to provide
utility service. In terms of the Public Urtility Code, a public utility
must be allowed to charge rates which will permit it to earn a fair
return on the fair value of its property which is "used and userul in
the public service". A public utility is entitled to neither a return
on, nor the recovery of expenses associated with, property which is not
used and vseful in providing utility service.

At issue before the Connission is whether, in light of the
incident at T™I-2, the unit {s presently vsed and useful in the fuslic
scivice. Upon this question hinges the reccvery of millicns of dollars
apnvally in the base rates of Met Ed and Fenelec. Teoporary rates woere
set for Met Ed and Penelec based upon the initial conclusion of the
Cormission that T™MI-2 is not presently used and useful in the public
sexvice.

The term "used 1hd useful" has tvo principal counotations:

first, with respect to whether the investzent is related to the provisioa

of utility servicej and sccond, with respect to whether a related {nvesieat
is or will be useful during period in whi-h the rates are to be in effcct.
It 1s the latter scnse of the phrase with which we are concerned here.

< Courts and cormisnions have dealt with the problem of plunt
vhich 1s out of service for a subitantial langth of tize. Evanaville v,

Southern Isdiana Gas § Eleetrie Co., 1lnd. App. Ct., 339 N. E. ~d Sol o 5 CONE 8

Pa. P.U.C. v. WeSt Pona Power Co., 25 PLU.R. 4th 492 (1978); Re New Joyies

B.-ll .|‘1\“')..o'1|' Co., Pockaet No, #O00-494 (Janvary 13, 1972). jowever, we
find that ncne of the cases are totally apt to the facts ia this case.

The decisiuvns appear to reflect a rational principle which we
find appropriate in this care. The length of tizme which utility plunt
may be out of service and ot be removed froa rate base depends upen the

nature of the plant, the degree to which the outage can be expecied to



occur during normal operation of the plant, and the certainty with
wvhich resusption of service can be predicted. An exanple of an outage
which will not require a rate base adjustzent would be the outage of a

generating plant for scveral weeks for unscheduled maintenance., Generating

plant by its nature cannot be operated continuously without periodie

maintenance. Outages of several days to several months duratfon, vhether

scheduled or forced, are typical of the norzal operation of such plant;
and the resunption of service is reasonably certain, .

The incide t in the nuclear reactor of TMI-2 is in sharp
contrast to the exaunple. Nuclear generating plants by their nature are
not expected to experience outages of two to four years (as has been
estimated by Met Ed, the plant's operator). Nor, we hope, will anyone
attempt to argue that near-disasters such as began on March 28, 1979 at
TMI-2, are routine events in the life of a nuclear plant. Finally,
there 1s great uncertainty with respect to when, and in fact if ever,
TMI-2 will resuse operation. Respondents estirmate that TMI-2 will be
out of service for two to four years, However, no one has be.i able to
determine the extent of darmage to rhe fuel core. Design »nd cperation
changes may be ordered by the Nuclear Regulatery Comaission, but these
are as yet unknown. Public sentiment has been expressed against the
renewed operation of ™I-2; and the cost of repair, clean up and waste
removal may be so high as to . ike restoration of the plant uncconomie,

The Comaission finds that Three Mile-Tsland Power Station, i
Unit No. 2 is not used and useful property in the public service. All ¢
of the costs associated. with that unit hust Dé Frnmoved from the ‘base
rates of Mat Ed and Penelec. ol -

Three Mile Tsland, Unit No. 1 (TMI-1)

The parties have raised the issue of the used and useful
status of TMI; however, the Commission need not reach that issue at this
time. Consistent with the principles discussed with respect to ™I-2,
TMI-1 is at present only experiencing an outage, TMI-1 wvas out of
service for a scheduled refueling when the incident at TMI-2 occurred,

Its resumption has been delayed, and it is now experiencing an unscheduled

outage. At this time it appears rcasonably certain that T™™I-1 will
return to service. Witness Herman Dieckanmp, President of GPU, testified
that resumption of generation at TMI-1 could occur as early as August,
1979, and certainly no later than January 1, 1930. 3/ o

However, the Cocmission will monitor the status of TMI-1., We
will require Met Ed to report to the Comnission monthly on the progress
in returning TMT-1 to scrvice, If that start-up is delayed beyond
Januvary 1, 1980, the Comaission will issue an order to show cause vhy
TMI-1 should be considered used and useful in the public service,

e U —

3/ TR. 1551-1553,



Base Rates of Metropolitan Cdi-on Company

On April 19, 1979, the Coamission set tezporary base rates for
Met Ed based upon the deterninations at R-78060626 and the removal of
the costs associated with T™I-2, The calculation of these tezporary
rates, representing a reduction in Mer Ed's rates calculated to reduce
annual revenuves $49,178,600, “as necessarily approxizate, In light of
our determination after hearing that T™I-2 i{s not used and useful, and
therefore wust be removed from rate base, a more rigorous deterzination
nust be made of the required reduction in Met Ed's rates.

Detailed testimony on the calculation of the costs associated
with TMI-2 wvas presented by GPU's treasurer, Jobhn Graham and by Staff
witness, Charles Smetak. Only relatively minor differences separate the
testimony of these two witnesses., We find the calculations of Staff
witness Smetak to reflect the appropriate adjustment of Metr Ed's base

rates to remove costs associated with ™I-2. Met Ed's base.rates shall.a

S it

be- furthpr“rbduccd by. an amocunt, cal‘ulagfilso Qrggupe $2,582,000 anruvally.
This determination of Met Ed's base rates incorporates the

Commissicn's previous findings with respect to the fair value of Met

Ed's’ property and Respondent's fair rate of return. With the adjustoent

to remove the costs associated with T™I-2, we find that the resulting

rates will provide Met Ed a rcasonable oppor’“nity to earn a fair return

on the fair value of its used and useful property.

Although the Cornission elsewhere in this order will offset
the just-determined reduction in Met Ed's base rates through an accelerated
recovery of deferred encrgy costs, the essential finding is that Met Ed
may not recover zny costs associated wirh T™I-2,

Base Rates of Pennsylvania Eloctrlc Coupany

On April 25, 1979, the Commission set temporary base rates for

Penelec based upon the determinations at R-78040599 and the removal of
the costs associated with T™™I-2, As with the tesporary.rates of Met Ed,
the calculation of these tc_poraxy rates,- rohre entlng Ta“reduction. An”
€nelec's rates calculated o reduce annual revennes $25;000,000, .vas
necessarily approximate. In light of our deternination after hearing
that T™I-2 is not used and useful, and therefore must be removed from
rate base, a more 1igoxous deternination must be made of the rvquirod
reduction in Penclec's rates,

Again, as with Met Ed's rates, we find the calculation of
Staff witness Szetak to reflect the appropriate adjustzent of P¢nv10c's
base rates to remove the costa associated with TMI-2. TPeneldc's da
rates. shall-be-furihier redidéd by in GCOUHt'CﬂlLUlJ~Ld_t0_prOhUCQ 51,635.QQQ'
annugII}. -




This deternination of Penelec's base rates incorporates the
Commission's previous findings with respect to the fair value of Penelec's
property and Respondent's fair rate of return. With the adjustment to
remove the costs associated with ™I-2, wve find that ithe resulting rates
will provide Penclec a reasonable opportunity to earn a fair return on
the fair value of its used and useful property.

Although the Comnission elsewhere in this order will off{set
the just-determined reduction in Penelec's base rates through an accelerated
recovery of deferred energy costs, the essential finding is that Pcnelec
may not recover any costs associated with TMI-2,

Energy Costs - Ceneral

The Comaission has deternined that T™I-2 is not used and
useful in the public service. As a consequence, none of the costs
associated with T™I-Z nay be recovered from the Respondents' ratepayers.
As the same time, the Commission recognizes that Met Ed and Penelec have
continued to provide adequate, reliable electric service in spite of the
loss of generation at ™, Continued service to the customers of Met Ed
and Penelec requires large purchases of power.

The Respondents could have reduced the level of scrvice they
are providing; or they could have cade rmiximum use of their existing
plants, many of which have higher operating costs than the costs of
purchased power. Thkese alternatives, in the opinion of the Coznission,
would not have been in the public interest. I.astead, Met ¥d and Penelec
have taken advantage of the benefits of the Pennsylvania-New Jersey-
Maryland TInterconnection ("PJM") and other power pools and have purchased
energy from other utilitics on an cconcay basis. We find this to be in
the public interest, *

In addition, Respondents have entered into contracts with the
Allegheny Power System and Pennsylvania Power & Light Cozpany for the
purchase of cnergy on a cost basis, thereby avoiding the added cost of
"split-savings" pricing vhich is typical in sales betwecen interconnected
utilities. We find these efforts also to be in the public {aterest,
Cf. Order adopted June 7, 1979 at Docket No. P-79060181 (Petition of
Pennsylvania Power & Light Company for Declaratory Order).

Although elscwhere in this order we will recuire Met Ed and
Penelec to take additional steps to further reduce its costs, the purchase
of energy from interconnected utilitfes must be viewed as in the best
interests of Respondents' customers when cempared to the alternatives of
reducing the level of service or utilizing higher cost generation, The
purchase of energy 1s a reasonable and cecessary cost of providing
service which nmust be recovered from ratepayers. Scrvice cannot be

i -
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provided without cost. It is cquitable for the ratepaycrs of Met Ed and
Penelec to pay the costs ‘purchasing power since they are receiving
service and will be paying none of the costs of TMI-2,” With the levelized
energy charge over 18 months which we'will ordér here, the total rates

for electric service to the customers of Met Ed and Peneclec will be no
greater than the rates which would have be: a1 allowed had the incident
never occurred.4/ We believe this accomplishes a fair and just result

for all concerned. )

Deferred Energy Costs

Mec Ed and Penelec have deferred the recovery of millions of
dollars of energy costs for reasons unrelated to the operation or less
of TMI-2. In response to the nationwide ccal strike of 1977-78, the
Commission placed a ceiling on the energy clauses of all major electric
utilities, including Met Ed and Penelee., This ceiling or restriction on
Respondents' energy clauses, imposed from March 1978 through June 1978
required the deferral of legitizate and necessary fuel costs, In addition,
on March 1, 1978, the Commission mandated (at Tuvestigation Docket
No. 214) a uniform net energy cost rate for all rmajor electric utilities,
The transition to the new energy cost rate caused another lag in the
recovery of legitimate energy costs incurred by Met Ed and Penelec,

The ILLOVeLy of these deferred costs by Met Ed was approved at
R-78060626 (Met Ed's last general rate increase), The Cozmission allowed
Met Ed to amortize $14,021,000 of deferred energy costs over five years,
The annual recoverable expense of $2,804,000 was included in the calculation
of Respondent's rates., Subsequently, in setting tesporary rates for Met
Fd, the Commission did not recove from base rates the annual recovery of
$2,804,000 of deferred energy costs, and therefore those costs are now
being recovered,

The recovery of the deferred costs by Penelec was approved at
R-78040599 (Penelec's last general rate increase). The Commission
allowed Penelec to amortize $19,380,000 of deferred en WCrgy costs over
five years. The annual recoverable expense of $3,876,000 was included
in the calculation of respondent's rates. Snbscquvntly, in setting
temporary rates for Penelec, the Commission did not remove from base
rates the annual recovery of $3,876,000 of deferred encrgy costs, and
therefore those costs are now being recovered,

o —
-----

The is%ue with respect to these déferred vx:TIy “costsTis
whether the Comnission should-accel=tate theif récovery, In iorsal
times; the Comnissicon generaily tequires an awortizacion-of -expenses
such*as” these over a period.of five years, However, these are not

ST~

4/ See footnote 1,



norsal tires. The record boe.oie the Commission reflects that & r Ml
short-tcra cuah necds have increaned dramatically. Therefore, tuve
Commission finds it apprepriate to accelerate the recovery of tic Joteriod
energy co<ts of Met Pd and Penelee by the amounts which thedr rul evtive
base rates have been reduced in this order to remove the costs anuoclated

with TMI-2.

The Commission will order an increase in the annual recovezy
of deferred energy costs by “er Ed of $2,982,009, so that the total
annual recovery of thicse costs through base rates will be §5,786,000.
Simflarly, the Comnission will order an incre:sce in the annual recovery
of deferred energy costs by enelec of $1,635,000, so that the tetal
annual recovery of these costs through base rates will be $5,511,000.

The net ¢ifeét of these charges will be te leave the base
rates of Met Ed and Penelec at the level of the existing temporary
rates. The accelerated recovery of these deferred euerbj costs will
reduce the costs of financing these deferrals, and will increase Respondents’
cash flow without an increase in the total coests to be paid by the
ratepayers.

Purchased Energy Costs

As stated elscwhere in this order, the Cormaission {indsz, in
light of the denial of the recuvery of all costs asscciated with TM1-2

that the recovery from ratepayers of the costs of purchased power accouplisbes
a fair, just and equitable resule, Mot Ed and oublec are presently
providing reasonable, adeguate, reliazble electric service. The corts of
purchasing power are unquestionably direct, necessary and reasonable
costs of providing that utilisy service. The Comaission cannot pmish
Respondents by denying the recovery of :‘. se ccsts) nor can it create 4
windfall for the rategayers of service thout payment. The Commis:ion
is of the opinica that the rccovery of these cests is required by 1w,
The remaining question is -- What is to be the level recovery?

o
L T

The Staff, Consumer Advocate and the Respondents all assert
that the energy cost rate of Met Ed should be leveli:zed over a period of
18 months. Without such a "leveling" of the cost rate, the rate will
fluctuacte from a low in May 1979 of 3.1 mills to more than 15 mills
during the winter of 1979-80. 1Ia order to avoid the hardships such
changes could {mpose on Met Fd's ratepayers, we will order the Inzplementation
of an cnergy ¢ost rate levelized over a pericd of 18 rwonths.,

Althcugh the Conmission is certain that the recovery of purchaned
energy costs wust be allowed, there is less certainty as to the Juount.
The only figures before us are those provided by Respondents. The

calculations are based on prejections of costs and estimates of sales.



No effort has been made to anticipate conservation by Met Ed's customers
or additional contracts for the purchase of energy. If the Coumission
is to err, it will be in the direction of setting a cost rate which
encourages Met Ed to further reduce its costs. Also, we will assune, as
advocated by the witness for the Consumer Advocate, that Met Ed will be
able to obtain additional savings through contracts for -the purchase of
energy. Finally, it appears that the use of data for the period over
which the charge is to be collected (18 months, rather than 20 months)
is most appropriate,

We find a levelized-rate of 8.8 mills above base rates is the

appropriate cost-rate for Met Ed, derived as follows: }
iy, S
Costs Usage Cost Rate
(nillions) (GWH) (mills/kwh)

$228.8-(a) 13L§15ﬂ$a) -17.0
May (14.0) (b) (627)_ (b)
June (13.7) (b) (630) (b)

$201.1 12,257 16.4 . .

16.4 total energy cost
(8.0) less azount in base rates
8.4 zmount to be recovered through energy cost rate
x 1.047 Cross Receipts Tax Multiplier
8.8 1levelized energy cost rate

Source:

(a) Consumer Advocate exhibit, Madan Schedule 1
(b) Met Ed and Penelec exhibit A-28

While the energy cost rate of Penolea-4is not expected to fluctuate
as greatly as Met Ed's, we-find-the duplementation of an~énefgy cost rate-
levelized over 18 months- to-be in’the pudblie interests Similarly, we-fiad
that a levelized-rate-of 6:5-mills-above base rites {s the appropriate”
cost. rate - for Penelec, -derived as follows:

- 11 -



Costs Usage Cost Rate

(miliion‘) (GWH) (mills/kwh)
$305.7 (a) 15,032 (a) 16.1
May (13.6) (b) (904) (b)
June (12.8) (b) (872) (b)
$279.3 17,256 16,2

16.2 total energy cost
(10.0) less amount in base rates
: 6.2 amount to be recovered through energy cost rate
x 1.047 Gross Receipts Tax Multiplier
6.5 levelized energy cost rate

Source:

(a) Consumer Advocate exhibit, Madan Schedule 1
(b) Met Ed and Penelee exhibit A-28

Reserve Capacity (Demand) Charges x
Normally, the energy cost rates of electric utilities include

only the energy costs of purchased power. Demand or reserve capacity
charges for purchased power are usually recovered through base rates which
reflect only typical amounts of purchased power. Because of the unusually
large amounts of power being purchased by Respondents, which include dem sand
or reserve capacity charges, Respondents have requested approval to recover

these demand costs through the net energy cost rate. The Consuser Advocate
supports this request, while the Staff opposes the inclusion of demand
costs in the eanecrgy charge,

- d_.__._—-‘s.‘\ ...... -
As_an inLLntive to Respondents to Lntvt iuto bulkﬁgu-er-purchabe
arxang«*nncs and [thluy reduce-the enetgy” "Costs ?6‘1ts tatesa)ers, the
Conni"siun will allow Met Fd and Penelec to include in rccov(rx§1e costs
“through ‘the net energy coat xxto, “the. desand’ or‘$LJervv"ca“1city “Chirges
incurred from July 1, 1979 uatdil anwaxy 1, 1980, . No incréise’ 1a the~
levelized cost rate u;ll be allowed at-this ffﬁe in order to recover-those

.

amounts,” HoLLer, those-accounts- ‘may be” recovered subsequently,
Clcan Up Costs

Although no claim has been made for these costs, the Respondents
have nade much of the impact of these costs on the utilities' short-term
financing needs. Also, the Comzission recognizes the substantial public

-
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concern and uncertainty regardiog the recovery of these ce.ts.  That pullie
concern and uncertainty mnuddt = a declaration on this fusue.

The Commission 15 of the view that none of the cuuti of respouding
to the incident, including repair, disposal of wastes and decontamination
are recoverable from ratcpayers. These costs are and :hould hLe iunurable,

PURTA Refunds

During the course of these proceedings, the R\;G(Mulnta

acknowledged their receipt of Pub lic Utility u(nlty Tax ("RURTAY St
refunds from the Ccimonwealth of Pennsylvania. Spec1‘.«nlly. 2er Ed ‘.

received a §9.2 million refund for the 1972-76 period and & $2.6 million
refund for the 1977 pericd, for a total of $11.8 million, while Peaclec
eceived a $4.6 zillion refund for the 1972-76 peried and a $1.3 million
refund for the 1977 period, for a total of $5.9 million. These refunds
arose because of a court decision favorable to Met Ed und Peaclec.

The refunds represent zonies collected froam custemers for a tax
liability which after litizacion has been eliminated. Without question,
these refunds must be credited back to the customers of Met Jd and Penelec.
The only substantial matter before the Commission is the =zethod of repayment,
The Commission Staff has advanced the proposition, through cross-exssination,
that the most appropriate vehicle for repayzent is a credi applied to the
state tax surcharge. Since the collecticn of the tax venics was maude on a
dollar surcharge basis, a rcepayzent tu.ough case rates or on a usaze basis
through the encrgy cost rate would necessars ily result in customers receiving
refunds in amounts substantially d‘ff*:ﬁﬂt than the asounts previously
paid. Although no systen of repayment or le-n.d o a shangin: mix of
customers is perfect, we find zerit i{n the Stafi's nropesal. The credit
should be applied in the same manner that the wmenies were colleeted.

The Respondents, Met Ed and Penelee, will be ordered to repay
the PURTA tax refunds through a credit to the state tax surcharge,

Consistent with the Jdetermination to levelize the eneryy cost rvates of
Met Ed and Penclec for a period of 18 months, this crodit of the tux
tefunds shall be aceowplished over a similar 18 menth period.  Met Fd
and Perelec shall separately accouat for the refunds so 4s to perait a
subsequent Coumission audit of the repayment of these amouuts.

Low and Fixed Inceome, and Flderly Custoners

The brief submitted by the Central Ceansylvania Loeeal Services
on behalf of scveral sroups and isdividueal conplainants wvasn primarily
concerned with the subject of the ability of low and lixed incosme and

elderly customers to pay utility charges. Lc~31 Servives regquests that
any increases charged to lew and fixed ince=e and elderly cuntemers be
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Conservatien of Eser

either a small persentage vb the asount:s cvharged to viher fesidential
customers or in the alternastive to «eapt frem any increase, the first
250 KWt of their residential use per nmonth.

The brief raises the very real problems confronting the low
fixed income and elderly utility custemers and their ability to pay
increased utility costs. The Cozmission, morevover, is deeply awarce of
the irpact of double digit inflation on not only the utilities themselves
but those who have to pay utility bills.

The Comaission has, through its visits to comzunities throughout
the state vhere it has met with and discussed these very problems with
ratepayers in all economic civcumstances, developed its own independent
awareness and appreciation of muany of the problenms so graphically
described by the Pennsylvania Legal Services.

The linited scocpe of these procecedings, confined as they
to the imnediate consequences of the TMI incident, coupled with the
harsh time restraints imposed upon us all, are not acmenable to the kind
of discussion, study and response that these grave probless warrant.

The Connission therefore concludes that it cannot at this time
provide a definitive response to the issues raised by Central Pennsvlvainia
Legal Services. These issucs will be examined in the near future pursu.at
to Federal law requiring hearings on "lifeline" rates. (See. 114 of

Public Utility Regulatory Policics Aet, 1978, Pub, L. 95-617).
Other Considerations

The rate determinations in this order do not end the matter.
The Commission believes that it has ~ responsidility to undertake a
complete rcgulatorv response to the accident at T™MI-2. The public
interest inheres not just in the ucetermination of rates, but slso in (a)

spondents' efforts to enceurage conrervation of energy, (b) the

detexnination of whether Respondvnts' munagement has acted prudently and
wisely, and is efficiently =managing its utility operations, (e¢) Respondiuts
efforts to reduce the cost of purchased power through the modification
of pricing arranzesents, and (d) the consideration of ler:sldtive changes:
wvhich will lessen che impact on ruatepavers [rom such aceidents. The
balance of this order sets forth our concerns and actions in these
areas,

S

Met Ed and Penelec have projected that th
to be used by their customers will steadily increase throug
recainder of 1979 and that there will be a dramatic increas
of that pover. Total systea sales for the GPU systea ar
increase from 627 CWH in May 1979 to 717 GWH in December 19
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Despite these projections »f incrcased costs as a result of
fncreased demands for electricity, Respondents' witness Euguene Carter
testified that the management has neither undertaken, nor even cunsidured,
specific actions to encourage conserviiion by the ratepayers. The
Commission is dismayed that Respondents have not attempted to iaplement
conservation measures. This is particularly alarning since the costs ol
energy play such a significant role in respondents' financial problema,
The Commission is of the opinion that the ratepayers of Met Ed and
Penelec must be advised of the higher costs of neeting added demands for
electricity and that they wmust be cncouraged to take whatever measures
they can to use electricity wisely.

We will order Mer_Ed and Penclec,tovﬁybpigwyiﬁhgn,gh;rny.(30)
days after ‘entry of this order for Comnission approval conservation
plans-including, but not limited to, the follewing actions:

(a) the use of newspaper advertisements and bill
stuffers to inform their ratepayers of the nced
to conserve electricity,

(b) the negoiiation with ratepayers who have stand-by,
emergency or self-generation facilities to male
substantial use of such generation,

(c) the implementation of voluntary load curtailment
pursuant to emergency fuel conservation tariff
procedures filed in compliance with the Commission's
order at Emergency Electric Regulation Docket No. 3,

(d) the implementation of a credit billing systcm
which rewards conservation through a credit per
kilowatt hour and reduces the bills of ratepayers
who achieve at least S% conservation, determined
from past consumption in like periods, and thercby
lessens the need for purchases of high cost encrgy,

(e) the proposed implementation of curtailment and
conservation procedures for ccmzercial and
industrial ratepayers shall be accompanied by
specifiec proposals to encourage such conservation
through the elimination of "rachet" or historie
demand charges and minimua bills for those rate-
payers who do conserve and through the incremental
pricing of usage in excess of rhe targeted
conservation consumption fo~ those ratepayers
who do not censerve,

(£) the sccelerated promotion of time-of-day and
of f-peak rates for residential customers.

L e
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The Commission's intent is for Respondents to undcrtake an
aggressive, imaginative program of encouraging conscrvation in order to
reduce its costs of purchasing power,

In accordance with typical agreements between interconnected
electric utilities, economy dispatched energy is sold at-a price midway
between the cost of generation of the selling utility and the alternative
generation cost to the buying utility - thereby "splitting” the savings
between the buyer and the seller., Although the price at which electricity
is sold at wholesale is subject to the jurisdiction of the Federal
Energy Regulatory Commissfon ("FERC"), the cost of purchased power
irpacts directly on retail rates and therefore is of concern to this
Commission.

Under conditions approaching am equilibrium where electric
utilities each buy and sell roughly equivalent azounts of energy annvally,
the split-savings method of pricing economy sales sce=s to result in an
equitable distribution of the benefits of shared generaticn., One utility
is not significantly better or worse off than another. However, when
one or two utilities are forced to buy massive amounts of power from
other utilities with large amounts of available generation, such as
during the ccal strike of 197/7-78, an inequitable {sbalance occurs. The
cost of purchases of power during that emergency by utilities in Western
Pennsylvania imposed a comsiderable burden on these utilities, while the
utilities in Eastern Pennsylvania received unexpected revenues.

The loss of generation at Three Mile Island has created a
similar imbalance. Metropolitan Edison Company and Pennsylvania Electrie
Company will incur higher purchased power costs, while the selling
companies will generate unexpected revenues.

The Comnission is of the opinion that the split savings pricing
of Interchange sales during emergency crnditions is not in the public
interest. We will direct Met Ed and Penelec to petition rERC and to
negotiate with the other menbers of the PJM power pool to eliminate
split savings during emergency conditions and to price such power at
cost. Cf., Order adopted June 7, 1979 at Docket No. P-79060181 (Petition
of Penasylvania Power & Light Company for Declaratory Order).

As an incentive to pursue this elimination of split savings
during emergencies, the Commission will consider the efforts of Respondents
in this respect in determining whether to allow the amortiration of such
energy costs deferred during the 18 month peried in which their encrgy
clauses are levelized,
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Taxation of Receipts fres and Sales of Purch 1sed Power

Consistent with our concern that the pricing of whol:-ule
sales of electricity during cmerjzencics increases the burdens i :ate-
payers, is a concern that the taxing of utility gross receipts tice and
sales of purchased pewer during emergencies also works an unfair and
vnnecessary burden on utility ratepayers. The Commonw alth of Peunsyl-
vania fzposes a 4.5% tax on the gross receipts of Pennsylvania utiiities
and a 6% tax on the sales of such utilities to cormercial and iunduntrial

customers.

During ewzergency conditions when the dollar amzount of utility sales
and receipts way rise unexpectedly, the state receives unexpected tax
revenues. The elimination of such uncxpected tax receipts should aot
adversely affect the budgeting ciforts of the state and would cane the
burden of utrility ratepayers. Therefore, the Comaission will petition
the Legislature to enact legislaclon resoving sales and gross recvipts
taxes from increased utility revenues during esergencies.

Management Investipation

Finally, there are questions unanswered which deserve the
artention of the Ccusission. Did Respondents act reasenably and prudeatly
in the censtruction and placing into service of T™I-2? Did Met Fd, as
the operatcr of TMI-2, act veasenably and prudently ia the eperativn ol
the plent prior to and during the accide ‘aen, if ever, will nl-2
be returned to service? What will be the cests? Is the present ranagenent
of Met Ed, Penclec and GPU reasenably efl t? Can their efficivncy
be isproved? These and other related matters directly or indireetly
r

affect the cost and quality of service p é to respondent's vatcepayers.
they will undoubtodly
'

=
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fet Ed and Penelec have iacurred capital co
seek to recover in future rate cases. The
understanding of the causes of these costs
rate cases.

ssicn's kunowledpe and

:
cannot awaits those future

Therefore, the Comminsion will by separate order institute an
investigation of the past and present manage=eat practices of Med Id,
Penelee and GPU. This imvestipation will specifically focus on the
construction and operation of TMI-2, and will incorporate the public
reports of the Precident's Comsission, the Nuclear Regulatory Cemsmisnion,
and others concerning the aceident at TM1-2. However, the investigation

will include broader questions concerning the managezent of these companies,
i

C
and will incorporate the findiags of a managezent sudit which the Cemmizslon

will authorize; THEREFCRE,




IT IS ORDERED:

1. That the teaporary rates presently-in effect. Io:wrctro~
politan Edi{son Company and Pennsylvania Electric Company arc_htrcby made
perdanent, consistent with the findings of the Comaission.

2. That Metropolitan Edison Company and Pennsylvania Electric
Company s%all specifically account for the accelerated amortization of
deferred energy costs through base rates, consistent with the findings
of the Counission.

3. That Metropolitan Edison Company and Pennsylvania Electric
Coupany shall forthuith file fariffs, i=plesenting net energy cost
rates, effective July 1, 1979 and levelized for a period of 18 wonths at
8.8 mills/KWH and 6.5 ﬂills/hdﬂ respectively, consistent with the findings
of the Corission.

4. That Metropolitan Edison Cozmpany and Pennsylvania Electric
Company.may. anend their tariffs to include. in costs recoverable through
the net .energy-cost rate’ ‘the’ cost "of “de=ind or rescrve.capacity charges
associated with'piorchased”power incurred from-July-1{.1979 through .

January 1, 1980, consistent with the findings of the Commission.

S. The Metropolitan Edison Company and Pennsylvania Electrie
Coupany shall calculate the state tax adjustzent surcharge so as to
credit the Public Utility Realty Tax refunds over a period of 18 wmonths
beginning July 1, 13879, consistent with findings of the Comaission.

6. That Metropolitan Edison Co=pany and Pennsylvania Electrie
Cempany shall within thirty (30) days ;f..r entry of this order -u.nlt
for Commission approval conservation plans, consistent with the findings

of the Commission.

7. That Metroplitan Edison Cozmpany and Pennsylvania Electrie
Company shz1l undertake in goed faith to petition the Federal Energy
Regnlatory Comnission, and to negotiate with other nexbers of the
Pennsylv . (ia-New Jersey-Maryland Interceanection, for the pricing of
purchases of energy during emergency conditions act cost, consistent with
the findings of the Comnission, and shall report wonthly on its efforts.

Nl

8. That the cosplaints of the Cozzission and the parties
against the rates of legropolitan Fdison Company are hereby sustained to
the extent censistent wich _this order, and are hereby otherwise denied,

e
5 9. That the ro~w‘uxats of Vutrspolit1n Edison Compuny and

Penns ylvanla Electrie Coz=pany lbllnst the tesporary rates set Ly the
Commission are hereby denied.
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. i " 10. That the petiticns filed on May 8, 1979, Ly Metropolitan
<::, Edizon Company und Pennsylvania Electric Company are hereby granted to
the extent consistent with this order, and are hercby otherwise denied.

11, That Metropolitan Edison Company and Pennsylvania Electrie
Company shall subuit wonthly reports to the Comnission on the progress
of returning Three Mile Island Unit No. 1 to service,

12. That Metropolitan Edison Company and Pvnnu&lvnnia Electrie
Company shall submit monthly reports to the Commission showing the
operation of the levelized energy cost rate, *ncluding sales, revcnuves,
expenses and deferrals,

13, That Metropolitan Edison Conpany and Pennsylvania E.ectriec
Company shall submit a report to the Cornission within twenty (20) days

after entxry of this order describing in detail the steps vwhich will be
taken to fmplement this order.

14. That a copy of this order shall be seived on all parties,

BY THE COMMISSION,

-~ 'ﬂ ‘l
/59.' ‘/_///l;.f? /‘»\
; <N B I
R e o s
Willfan P. Thierfelder
Acting Secretary
O (SEAL)
ORDER ADOPTED: June 1S5, 1979
ORDER ENTERED: June 19, 1979
»
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PENNSYLVANIA
PUBLIC UTILITY COMMISSION
Harrisburg, PA 17120

Public Meeting Held May 23, 1980

Commissioners Present:

Susan M. Shanaman, Chairman
Michael Johnson

James H. Cawley

Linda C. Taliaferro

Pennsylvania Public Utility Commission, et al. Docket No.
) v. 1-79040308
Metropolitan Edison Company

and

Pennsylvania Electric Company
ORDER

BY THE COMMISSION:

The current proceedings are a continuation of an investigation
at this docket which began shortly after the accident at Three Mile
Islaad on March 28, 1979. This order is a sequel to the Commission's
order entered June 19, 1979. At issue here are three matters:

First, on September 20, 1979 the Commission ordered Metro-
politan Edison Company ("Met Ed") and the Pennsylvania Electric Compaay
("Penelec”) to show cause why the Three Mile Island Power Station, Unit
No. 1 ("TMI-1") should be considered used and useful in the public
service and why all of the costs associated with TMI-1 should not be
removed from their respective base rates. The second matter at issue in
these proceedir3s arises from an order to show cause adopted on
Novemper 1, 1979, directed only to Met Ed. After taking notice of
recent financial, operational and regulatory difficulties facing Met Ed,
the Commission ordeyed Met Ed to show cause why its certificate of
public coavenience =’ should not be revoked. Third, on November 1, 1979
ilet Ed filed a petition for modification of the order entered June 19,
1979, seeking a 6.9 mill per kilowatt hour increase,in its energy cost
rate and an exteansion of time within which to include as recoverable
costs under the energy cost rate the demand or reserve capacity costs
associated with purchased power.

1/ For economy of expressicon, all of the pertinent certificates

b » r - . s » »
granting Met Ed its present rights to operate as a public utility
are referred to as its "certificate of ccnvenience.'




The three matters were consolidated for hearing at this docket.
‘The Commission, sitting en banc, presided at the taking of evidence and
rendered this decision without the interjection of a recommended decision
of an administrative law judge. After twenty-seven (27) days of hearings,
which produced more than 4,000 pages of transcript, the parties were
permitted to file briefs and present oral arguments before the Commission.=

Consolidated with the current proceedings are complaints
docketed at C-79101682, C-79121754, and C-791218C3. This order disposes
of these complaints. There are also three complaints which were filed
during our initial proceedings which culminated in the order entered
June 19, 1979. Those compiaints are C-79C40831, C-79050907, and
C-79050209. The order of June 19, 1979 effectively disposed of all

ro
~~

The parties to these proceedings are: Respendents, Met Ed and
Penelec; Staff; Consumer Advocate; St. Regis Paper Company of York,
Airco Speer Carbon Sraphite of St. Marys, Autex Corporation of
Meadville, Avtex Fibers, Inc. of Lewistown, and P.H. Glatfelter
Company of Spring Grove, jointly ("St. Regis, et al.”): Patricia
Street, Dr. Timecthy Percarpio, and Three Mile Islaad Alert, Inc.,
jointly ("TMIA, et al."); Senior Power Action Group of York and
Louise Riley, jouintly ("Senior Power Action Group, et al."); Holly
Keck and Deep Run Farm, Inc., jointly ("Holly Keck, et al.");
Bethlehem Steel; Standard Steel Division, Titanium Metals Corpor-
ation of America ("Standard Steel™); Citibank, N.A. Agent and
Chemical Bank ¥.A. Co-Agent ("Citibank, et al."); Mrs. Patricia Smith;
Pennsylvania Foundrymen's Association and Lebanon Steel Foundry of
Lebanon, jeintly ("Pennsylvania Foundrymen's Association, et al. ")
Universal Cyclops Corporation, Electralloy Corperation, Erie Malleable
Iron Company, Franklin Steel Company, National Forge Company,
Prcctor & Gamble Paper Products Company, Talon Textron and Welch
Foods, Inc., jointly ("Universal Cyclops Corporation, et al.");
Lehign Pocono Committee of Concern; Louise Dufour and Limerick
Ecology Action (Complaint Docket No. C-79101632); Representative
Harold Brown (Complaint Docket No. C-79121754); Jovce Wendler
(Complaint Docket No. C=79121308); and the City of Lancaster.




matters raised therein; tgyrefore, we hereby direct that these complaint
dockets be marked closed.=

_ An initial decision of the presiding commissioners was issued
on May 9, 1930. Exceptions were filed by: Respondents; ‘Staff; Consumer
Advocate; TMIA, et al.; Senior Power Action Group, et al.; Holly Keck,
et al.; Standard Steel; Citibank et al.; Mrs. Patricia Smith; Lehigh
Pocono Committee of Concern; Louise Dufour and Limerick Ecology Action;
and, by permission, the Pennsylvania Electric Association. The Com=
mission has reviewed and considered each exception. For the most part
the exceptions are denied - for the reasons already given for the initial
decision. A seriatim discussion of each exception would serve only to
reiterate the original text, other than where a specific departure is
noted. Therefore, this order, in its entirety, should be treated as the
Commission's response to the excepticms.

The current proceedings have presented exceedingly difficult
issues for this Commission to resolve. The Commission has had to balance
the need to explore and carefully examine Met Ed's continuing, long-term
viability against the urgency to act promptly to avoid being overtaken
by events. In addition, the Commission has had to resolve the competing
concerns of credizors who want assurance of earnings and ratepayers who
want equity in allocating the costs associated with the Three Mile
Island accident (and who see an inequitable duplicaticn in paying the
costs of TMI-1 and the costs of TMI-1 replacement power); and of Respon-
dents who would emphasize their financial needs and other parties seeking
a determination based on other eccaomic, social and political principles.

The responsibility presented to the Commission by these concerns
is indeed a grave one, and whereas each of the parties may propose
solutions, this Commission recugnizes one factor which applies solely to

3/ A request to intervene in the nature of a complaint was received on
March 24, 1980 from David D. Trout. r. Trout complains of the
application of the increase granted to Met Ed on February 8, 1980
to his service. It appears that Mr. Trout was unaware of the Com-
mission's intent to make the increase effective for bills rendered
on and after March 1, 1980. Met Ed's energy cost rate was previous-
ly changed effective for bills rendered on and after a date certain.
The February 8, 1980 action of the Commission was consisteat with
that practice. Also, it was the Commission's intent to increase
Met Ed's rate so as to generate revenues in March and April, 1980
sufficient to obviate increasing the short-term debt limit under
the Revolving Credit Agreement uatil a final order 1is issued. If
the tariff was made effsctive for service rendered on and after
March 1, 1980 there would have been a lag in the collection of
revezues in March and april, 1930. Tiaus, et Zd was allowed to
increase its energy cost rate effective for bills rendered on and
after March 1, 1980.

In light of the above discussion, we do not perceive a basis for a
complaint bv Mr. Trout. The request to intervene filed by David D.
Trout on March 24, 1980 is hereby denied without prejudice to
Mr. Trout to file a formal complaint.
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it == namely, it does not have the luxury of avoiding responsibility for
being wrong.

The basic conclusion of the Commission in this order is that
Met EJd should centinue to operate as a public utility. The Commission
will provide Met Ed the means of financial rehabilitation. However, we
will write no bYlank checks on its ratepayvers. We find that TMI-1 1s no
longer used and useful and that the base rates of both Met Ed and Penelec
should be reduced. This order, with its provisions. for a fully current
recovery of energy costs and an accelerated amortization of deferred
energy costs provides an adequate framework for Met Ed’'s recovery.
Respondeat must convince its bank creditors that it has the will and the
ability to rehabilitate itself.

Above all, Met Ed must demonstrate candor and a willingness to
address its problems and the initiative and ability to find soluticas to
those problems. The verv real fears and concerns of its customers and
neighbors must be allayed. Met Ed's costs must be reduced through load
management and conservation-inducing rate structure change. Met Ed must
aggressively pursue the return to service of TMI-1 or an early decision
on its conversion to the use of an alternative fuel. If these thiags
are done, the Commission is confident that Met Ed will not only survive
but will regain its financial health.

: inally, we emphasize that this order does not end our regulatory
concern. The management investigation of the GPU Companies at Docket

No. 1-79080320 continues. Further, we will continue to closely monitor

the operations of Met Ed, Penelec and the GPU Companies to assure the
continued provision of safe, adequate and reliable service te Pennsylvania
ratepavers at reasonable rates.
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In the order to show cause adopted November 1, 1273, the
Commission concluded, after taking notice of recent financial, operational
and regulatory difficulties facing Met Ed:

"Recognition of [these] matters raises serious
questions about the continued ability of Met Ed to
provide safe, adequate and reliable electric service
@t just and reasonable rates. The C>mmission therefore
finds it in the public interest to put at issue in
these proceedings the continued viability of Met EJ
as a public utility.

Therefore, the Commission hereby orders Metro-
politan Edison Company to show cause why its certificate
of public convenience should not be revoked."

The order to show cause manifests the Commission's concern f{or
the continuing adequacy and reliability of Met EJd's service and for the

e
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continuing ability of Met Ed to provide that service at reasonable
rates. The accident at Three Mile Isla-d and sub:eque.t eventc have
placed severe straimns on the utility. This Commission would be remiss
if it did-not formallv examine Met Ed's overall condition .to ensure
that service to ‘et Ed's customers will continue. That purpose 1is
served by making Met Ed's continuing viability an issue in these pro-
ceedings.

’ e need not here decide the limits of the Commission’s
authority to revoke the certificute of an electric :sblic utility. But
we note in general that although there is no express provision in the
Public Utility Code dealing with the subject, the Commission has the
same power to revoke a certificate as it has to issue it, upon due cause
being shown, and that a utility holding a certificate of public cen-
venience accepts it subject to the statutory provision which permits the
certificate to be modified or rescinded for legal cause.

We disagree with Respondents’ statement of the law, not finding
it relevant to draw distinctions between past and future actions, or
between service and rate functions, or that in a proceeding upon meotion
of the Commission the burden lies with any party other thaa the
respondeat-utility.

There is no vested or property right in a certificate of
public zonvenieance. Commen seuse and due process require that a certi-
ficated public utility be given notice of its deficiencies and a reason-
able opportunity to correct those deficiencies. However, what is para-

mount to this Commission is the continued provision of safe, adequate
and reliable electric service. If the welfare of the public should
require an immediate transfer of the righl to serve the publiéﬁ either
temporarily or permanently, we would not hesitate to order such actio
On the other hand, if the question posed is whether znother provider
could make the required service available at a lower cost, then the
certain benefit of such a change must be clearly and unequivocally
established.

We must conclude that based upon this record no modification
or revocation of Met Ed's certificate is regquired at this time because
we find no imminent and foreseeable threat to continued provision of
adequate and reliable secvice at reasonable rates. Nor do we fiad that
the record supports the issuance of a complaint. However, in all cases
this Commission has continuing jurisdiction over the services, rates,
and cectificates of public utilities.

The Commission is acutely aware of the substantial, continuing
public debate over whether or not radiological dangers exist at Three
Mile Island. This record comtains many allegations comcerning et Zd's
responsibility for the construction, maintenance, cperation and clean up
of the Three Mile Island nuclear units. To the extent tnat these
allegations relate to the safety of the pecple of Peannsylvania, thi
Commissiosn is regquired to recognize that the F=¢ ral goverument 1as
completely pre-empted the States in the licensing ané regulation of the
commercial use of nuclear reactors and ia the protection of the public
from radiological hazards. Northern States Power Company V.
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State of Minnesota, 447 F.2d 1143 (8th Cir. 1971), aff’'d mem. 405 U.S.
1035 (1972). These allegations also present difficult questions of
whether they constitute a sufficient basis for the revocation of the
certificate of an electric utility which owns and operates nuclear
facilities. If the courts and/or the NRC ultimately conclude that Met
Ed has been imprudent or negligent or is incompetent, then this Com-
mission will take notice of such determination and will respoad
appropriately. For the present, the Commission believes it to be most
appropriate to monitor any proceedings before the NRC and the courts.

The Commission will follow the proceedings before the MRC on
the restart of TMI-1 and with respect to the clean up of TMJ-2. The
management consultants engaged to audit the management of the GPU
Companies wiil consider carefully those proceedings. Any finding by the
NRC of incompetence or inability by the management cf Met Ed to operate
the TMI units would be a matter of grave concern to this Commission.

OQur management consultants auditing the management of the GPU
Companies will carefully and thoroughly examine any proposed management
changes. To the extent that other issues relating to the reasonableness
or prudence of the management of the GPU Companies remain or arise, they

can and should be explored in our investigation ai Docket No. I-79080320.

Regretably, the Commission must again decry the failure of the
Federal governmeat to respond to the accident at Three Mile Island with
financial assistance that is commensurate with its responsibility for
the development of nuclear energy. The Federal government has been a
kevstone in the development of commercial uses of nuclear power. It has
insured, promoted and exclusively regulated its development.
Duke Power Companv v. Carolina Environmental Studv Group, Inc., 438 U.S.
59 (1975). The people of Pennsvlvania should not have to bear the
entire burden--emotionally or financially -- where that burden properly
belongs to all those who have benefited from the development of nuclear
energy.

The enactment of the Price-Anderson Act in 1937 reflected
Congress's acceptance of the idea that the Federal government should
intervene in the event of a major nuclear incideat. In discussing the
basic approach and underlying principles of the new legislation, the
Joint Committee of Atomic Energy commented as follows:

"The chance that a reactor will run awav is too
small and the foreseeable pecssible damages of the
reactor are too great to allow the accumulation of
a fund wnich would be adecuate. If this unlikely
event were to occur, the contributions of the
companies protected are likely to be tco small by
far to protest the public, so Federal action is
going to be required anyway."

S. Rep. No. 296, 85th Cong., lst Sess. reprinted ian [1357] U.S. Code
Cong. & Ad. News 1810-11.



Moreover in extending the Price-Anderson Act for the second
time in 1975, Congress expressly included the concept in the statute
itself:

"Provided, that in the event of a auclear incident
iavolving damages in excess of the amount of aggregate
liability, the Congress will thoroughly review the
particular incident and will take whatever action is
deemed necessary and appropriate to protect the public
from the consequences of a disaster of such magnitude."

42 U.S.C. §2210(e)(Supp. 1979).

Nevertheless, what is painfully clear is that an economic
catastrophe has befallen the GPU Companies, and their ratepayers and
investors as well. We believe that Congress has a parallel responsi-
bility to act in this situation, noting that when the prospect of a
nuclear "incident" seemed remote, Federal willingness to render assistance
to the nuclear industry was freeflowing. Now that such a tragedy has
become more than a remote possibility, that willingness has dissipated.
Never has it been more true that victory has a thousand followers, but
that defeat is an orphan.

The only action of the Federal government reflected on
this record is contained in the statement of the Respondents at
ME/PN Exhibit A-74, that:

"The DOE has agreed to fund up to $500,000 feor
certain work relating to radioactive decontamina-
tion used at TMI-2. Moreover, a contract is
being negotiated with a DOE contractor in which
it is anticipated that the DOE will fund up to
$1,000,000 of engineering services and health
phvsics work in support of a research program
which should be of assistance in the TMI re-
covery program."

We find the Federal response described ip Exhibdit A-74 to be woefully
inadequate at a time when the owners of the plant, the utility rate-
payers, and a consortium of bankers are acting as surrogate insurers of

a nuclear accident which may yet threaten to bankrupt thrse major electric
utilities.

The Commission notes with disappointment the failure of Presi-
dent Carter to respond to our letter of March 13. We again urge President
Carter and the United States Congress to recognize their respousibility
and use their power to minimize the fiuancial burden of this unfortinate
accident.

Order to Show Cause on Used and Useful
Status of TMI-1

The genesis of this order to show cause was the statement of
the Commission, in the order eatered June 19, 1979 at this docket that:
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"At this time it appears reasonably certain that TMI-1
will return to service. Witness Herman Dieckamp,
President of GPU, testified that resumption of

- generation at TMI-l could occur as early as August,
1979, and certainly no later than January 1, 1980.

However, the Commission will monitor the status of
T™MI-1l. We will require Met Ed to report to the
Commission monthly on the progress in returaing

TiI-1 to service. If that start-up is delayed beyond
January 1, 1980, the Commission will issue an order
to show cause why TMI-1 should be considered used

and useful in the public service."

TMI-1 did not return to service by January 1, 1980. By September 29,
1979 (when the order to show cause was adopted) it was clear that the

resumption of generation at TMI-1 would be delayed substantially, and,
at this time, remains uncertaia.

The Commission has narrowed the issues somewhat with respect
to this matter. In a prehearing order adopted December 21, 1979, the
Commission declined to fix a test period for adjusting Respondents’ Dase
rates, stating:

"The Commission does not yet have before it the issue
of finding just and reasonable rates for Respondeats.”

The Commissiorn further stated:

"with respect to the moticn [of Respondents] for an initial
decision on the used and useful status of TMI-1l, prior

to the presentation of the base rate adjustments associatea
with the removal of TMI-1 from rate base, the motion is
granted. The Commission has nu desire tc undertake a re-
determination of Respondents' base rates as a hvpothetical
exercise. If this Commission finds TMI-1 no longer used
and useful in the public service, then the determination

of just and reasonable rates for Respondeats will %e an
issue before us."

As a resulf of that ruling, the present record was not developed with

respect to 3 current test period determination of Respondents’' revenue
requirements. 3

Subsequently, in a prehearing order adopted January 18, 1980,
the ommission deferred the intervention of certain customers of Penelec
(who wished to address Penelec’'s rate structure), stating:

"In light of the Commission's decision ia its
December 21, 1979 prehearing order to grant
Respondents’' motion for am initial decision on
the status of TMI-1 prior to developing the
record with respect to any associated changes
in Respondents' base rates, it appears that the
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concerns of the hospitals will not be addressed
until a decision is reached on the matters n.w
being developed on the record."”

Thus, the Commission finds that it cannot now determine and fix the just
and reasonable base rates to be charged by Respondents. However, the
Commission has the authority and discretion, upon the notice given in

this procseding and the record as developed, to determine (a) whether

.TMI-1 is used and useful in the public service, and whether Respondents'
base rates should be adjusted to eliminate the costs asscciated with

TMI-1, a2nd (b) whether to fix temporary rates pending further iavestigation.

(a) Used and Useful Status of TMI-1

fn the order eatered June 19, 1979, the Commission concluded
with respect to TMI-1 that:

"The parties have raised the issue of the used
and useful status of TMI-1; however, the Com-
mission need not reach that issue at this time.
Consistent with the principles discussed with
respect to TMI-2, TMI-1 is at present only
experieacing an outage."

We now have before us the issue of whether TMI-1 is used and useful in
the public service.

The decisional principle used to determine that TMI-2 was not
used and useiul in the public service was succinctly stated in our prior
order: '

"The length of time which utility plant may be out
of service and not be removed from rate base
depends upon the nature of the plant, the degree
to which the outage can be expected to occur during
normal operatica of the plant, and the certainty
with which resumption of service can be predicted.”

The parties were provided ample opportunity to put before us the legal
and factual bases that they advocate the Commissicn adopt in determining
the status of TiI-1. In addition to the usual briefs and reply briefs,
memcranda ®f law were requested bv the Commission in its prehearing
order adopted December 14, 1979. )

Before discussing the evidence of record, the Commission
should clarify oce aspect of the law which appears to trouble the
Respondents. In the Respondents' memorandum of law dated January l&,
1980 and their maia brief, uacertainty is expressed concerning the
Commission's use of the phrase "used and useful” rather than "used or
useful,” and the possible intent of the Legislature in empleoying both
phrases in the Public Utility Code, 66 Pa.C.S. §l101, et seq. The answer
to these concerns is quite simple and straightforward.
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In our opinion, the Legislature anticipated and intended a
difference in these phrases. "Used or useful" has a broader, more
inclusive connotation and is emploved to define the tvpes of property
which are subject to the reporting, acccunting and certification re-
quirements. See 66 Pa. C.S. §§1102(a) (3), 1702, and 1703(a). Whereas,
"used and useful" has a narrower, less inclusive connotation and is
emploved to dJefine and describe the types of property which are in-
cludable in the utility's rate base for purpose of fixing rates. See 66
‘Pa. C.S. §81102(a)(3)(iii), 1307(a), 1310(a), 1310(d) and 1311. Since
our present focus is on the status of TMI-1 for ratemaking purpcses, the
phrase "used and useful™ is appropriate. However, our view of the
Legislative intent in employing these different phrases is independent
of the determination of the substantive content of the phrase "used and
useful.” The point here is that the scope of the reporting, accouating
and certification provisions, with respect to utilitv property, is
broader and more inclusive than the class or classes of property which
are includable in the utility's rate base.

It is appropriate at this time to bring into focus the concept
of "used and useful" property for rate making purposes. The Commission
e remeee—~ 1§ 10 agreement that "used and useful” is a flexible rate making tcol
whose definition to some extent is shaped by the individual circum-
stances of each case. Whether property is vsed and useful in providing
service to the customers of a utility is a question which of necessity
must be resclved on the basis of a case-by-case analysis. The status of
piant cannot be determine” *he~ughk the application of any set formula

but should be ascertain t of all the circumstances.

The Respondents distinguish the present circumstances of TMI-1
and the circumstances of TMI-2 at the time it was determined not to be
used and useful in the public service., TMI-1 has been in service for a
substantial period of time. Its operating record from September, 1974
until March, 1979 has been excellent. }MI-1's experienced annual
capacity factor through 1978 was about seventy-eight percent (78%), well
above the national average for nuclear generating unics. TMI-1 was aot
exteasively damaged, as was TMI-2, by the accident on March 28, 1979.
Respondents maintain it is presently operable, if permitted by the NRC,
and that all modifications which it is anticipated the NRC will require
should be completed by June, 1980. Finally, Respondents claim that even
with the required NRC approval pursuant to the restart hearings at NRC
Docket No. 30-289 the plant will return to service by January 1, 1981.

We recognize the plant's past operat<ng history and the fact
that TMI-l's unusually high level of operation has inured to the benefit
of Respondents' customers. Similarly, the Commission notes that TMI-1,
according to Re:pondents, is physically ready to commence commercial
operation, but that the delay of its in-service date is preseantly due to
ongoing Federal investigarions. These circumstances materially distia-
guish the conaition of TMI-l from plant that might have otherwise been
excluded from base rates dus to obsolesence and operational or structural
defects. Although we recognize these apparent distinctions, the Commission
is not convinced that these facts should result in ratepayver contribution
toward returns on the investments associatec with Till-i.




Notwithstanding the Respondeats' cententions, for rate makiag
purposes for classes of property which are to be included or exclucea
from rate base, we are compelled to draw the line between the operai:in
history and present condition of the plant and the timing and certaiaty
of the return to service., The reasonableness of Respondents' actisns in
operating and maintaining the plant is not being measured here. MNor
will the reasosableness of Federal regulatory action enter into our
determination.~' For ratemaking purposes our primary issue i{s the weizht
that is to be accorded TMI-l's present circumstances and when the plant
will return to service. i

The Pennsylvania Public Utility Code and various Commiss:ion
orders that.refer to property valuations for ratemaking purposes in-
corporate the generally accepted principle that a utility is not
entitled to include, in the valuation of its rate base, property not
actually used and useful in providing its public service. Whether T!I-1
was related to the provision of utility ser'‘ce is not at issue hers.

ie focus with regard to TMI-l's treatment here relates to the lenz:h of
the plant's present and ongoing outage.

A plant's timely return to public service, so as to be priperly
included in utility base rates, is an established principle enunciatsd
by the courts. See Schuvlkill Vallev Lires v. Pennsvlvania Public
Ceilicy Commission, lo3 Pa. Super. Ct. 393, 68 A.2d 4%3 (19=7,;
Gienwood Lizit & “ater Company v. Glenwood Springs, 8 Colo. 340, 33
P.od 399 (1930); Office of Consumer s Counsel v. Public Utilisv
Commission, et al., 580 Ohio St. 2d 4«3, 391 N.E. 2d 311 (1679). The
standard by which courts and this Commission have mezsured a plant's
timely return to service has been the plant's imminent or certain use in
providing service to the public. Schuvlkill Vallev Lines, supra.

The Commission’'s treatment of TMI-1 and TMI-2 in our Juns 19:h
order expressed our intent to continue applying '. minence and certain
I3 ying

as a standard for the determination of a plant's used and useful status.

-
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There our decision not to exclude TMI-l from the Respondeuts'
base rates was due primarily to the plant's expected return that appearad
to be both imminent and certain.

"At this time it appears reascnably certain that TMI-1
will return to service. Witness Herman Dieckamp,
President of GPU, testified that re.umption of gener-
ation at TMI-l could occur as early as August, 1979
and certainly no later than Jaguary 1, 1980."

Frowm the evidence we have before us, TMI-1l is out of servi
and, based on Respondents' testimony of an in-service date of approx
imately January 1, 1981, the unit will have been out of service far
nearly two (2) vears.

ce

4/  Although the Respondents have ccatended throughout these
proceedings that the Unit No. ! in-service date is due o
unjustified or discriminatory Federal acticn, the Commission
will not attempt to look behind these investigaticns %o
determine the reasonableness of those acts.



Also, there exists substantial uacertainty with respect "o the
return of service of TMI-1l. On the last day of hearings, Mr. Rotert C.
Arncld, GPU Vice President for Generation testified:

Question: '"How would you assess . . . or how

would you characterize the track record of the

respondent in making representations to the

Commission with respect to the restart of TMI-1?"

Answer: ". ., . I would have to judge that our
forecasts have not been accurate in terms of what
has actually worked out."

Tr. 3998-4000

Dr. Robert B. Parente, a power production and operaticns planning
censultant with Theodore Barry & Associates, testified:

"We believe that there is a strong probability that
significant delays will occur in the restar: of
TMI-1, currently scheduled for January 1, 1281 for
the Company's financial forecasting purposes, and
furthermore, the distinct possibilitv exists that
the unit may never be permitted to restar:."

(TB&A Statement No. 2, p. 11-14)

On cross-examination, Dr. Parente testified that mid-1983 was, in his
view, a realistic start-up date for TMI-1l. Tr. 3443.

Finally, we take notice of an order adopted on March 6, 1980
by the NRC, docketed at CLI-80-5 (In the Matter of Metropolitan Edison
Company, Docket No. 50-289), wherein the NR: directed its Atomic Safety
and Licensing Board to consider the following issues in the TMI-l restart
proceedings.

"(1) whether Metropolitan Edison's management is
sufficiently staffed, has sufficient resources and
is appropriately organized to operate Unit 1 safaly;

,(2) whether facts revealed by the accident at Three
Mile Island Unit 2 present questions concerning
management competence which must be resolved before
Metropolitan Edison can be found competent to
operate Unit 1 safely; and (3) whether Metropolitan
Edison is capuble of operating Unit 1 safely while
simultaneous.y conducting the clean-up orsration
at Unitc 2."

The scope of those issues and the obvious concern of the NRC with the
rescart of TMI-1 while the clean-up continues at TMI-2 cenvince the
Commission that 2 substantial uncertainty presently exists with respect



to the resumption of generaZiion at Tﬂl-l.il The implicaticas of an NRC
decision to delay the restart of TMI-1 until the clean up of TMI-2 is
completed are even more serious in light cf the fact that Mr. Robert C.
Arnold, GPU Vice President for Generation, has testified that it is now
unlikely that the clean up and restoration of TMI-2 will-be completed by
June, 1983 and that considerably more time will be required. Tr. 741.

Considering the above, thie Commission hereby finds that the
Three Mile Island Power Station, Unit 1 is not used and useful in the
public service.

In the case of Philadelphia Electric Company (PECO) at
R-79060865, we disallowed approximately $25 million of PECO's claimed
original cost based upon a finding of 748 megawatts of excess generating
capavity. -There are certain similarities between the issue of excess
capacity in the PECO case and the matter of TMI-1 in this investigation;
however, there are a number of features which distinguish the issue in
the PECO case from the problem of TMI-1 in this proceeding.

The issue in the PECO case was one of excess capacity. The
oroblem which confronts us in this case is one of unusable capacity
caused by the outage of a particular generating facility, complicated by
the need to purchase energy to replace that capacity. The matter of
replacement energy was not at issue in the PECD case and we concluded
t a proper method of allocating the risk relating to the excessive
rating capacity would be to require the stockholders to forego a
ro on their investment in that capacity while allewing the compaay
ecover the associated expenses and depreciation from the ratepayers.
his proceeding, while we have not specifically allocated the
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Notwithstanding the Commission's concern with and recognition of
the probable effects of NRC proceedings on the restart cf TMI-1l, in
the context of determining the used an? useful status of TMI-1, the
implications of that specific decision shovld not be misunderstood
by the NRC or the Atomic Safety and Licensing Board which presides
cver the T'lI-1 restart hearings. We understand that Met Ed’s
financial ability to operate the unit is an issue to be resolved in
the restart hearings. No specific implication should be drawa from
our determination that TMI-1 is no longer used and useful that let
Ed is therefore financially unable to operate the unit. To do so
would be to create a regulatory self-fulfilling prophecy of
fortunate consequences.

The financial capability of Met Ed as the operator of TMI-1 is more
appropriately reflected in our overall determination in this order

that Met £J should continue to operate as a public utility and :
should recover financially.







of replacement power, including power purchased and generated to replace
TMI-1 generation, necessitates the setiing of temporary rates.

.Finally, the Commission notes that the return associated with
TMI-1 for Met Ed is approximately $15.2 million (ME/PN Ex. A-16) and for
Penelec is approximately $7.0 million (ME/PN Ex. A=32). These amcunts
create excessive returns, in our opinion, on the remaining rate base,
given the determination chat TMI-1 is not used and useful.

For these reasons, we hereby prescribe temporary base rates at
an annual level of $26.9 million less than existing rates for Met E4 and
$11.7 million less than existing rites for Penelec. We find that these
base rate revenue reductions should be allocated to Respondents' customer
classifications according to the contribution of those customer classes
to Respondents’ total base rate revenue requirement 3s determined in
their most recent rate investigations (R-78060626 and
R-73040599 respectively).

I1f Respondents file a complaint against the temporary rates
set by this order and subsequently the Commissicn determines that the
temporary rites were set unreasonably low, an aijustment can be granted
through restatement of Respondeats’ balances of deferred energy costs.
However, the inclusion of TMI-1 in Respondents' base rates will not be
retroactively restated, even if TMI-1 returans to service as expected by
Respondents and is determined by the Commission once again to be used
and usetul in the public service.

Petition of Met Ed for Modification of
Order tntered June 19, 1979

The third matter at issue in these proceedings arises from a
petition filed by Met Ed on November 1, 1979 for modification of the
order entered June 19, 1979. Met Ed's prayer for relief was a 6.2 mill
increase in its levelized energy cost charge, effective January 1, 1280,
and an extension of the time within which to include demand or reserve
capacity charges associated with purchased power as recoverable costs
through the energy cost charge. On February 8, 1980, the Commission
granted Met Ed a 6.9 mill increase in its energy cost charge, effective
March 1, 1980 and until a final order is issued, subject to the comple-
tion of our investigation.

Hespondents’' request for energy cost relief was broadly stated
in their main brief, as follows: .

. . Met Ed requests that this Commission:

(1) effective June 1, 1980, grant a levelized
energy clause increase of 2 mills/kwh;

(2) permit the energy clause in effect prior to

this Commission's June 19, 1979 order to
resume normal operation, effective January 1, 1981;



(3) extend the permitted inclusion of demand ur
reserve capacity costs associated with
purchased power from January 1, 1280 until

. TMI-1 returns to service; and .

(<) permit the amcctization of Met Ed's and Penelec’s
unrecovered balance of energy costs incurred
since TMI-2's accident through a surcharge whic!
will recover such costs over a la month pericd,
beginning June 1, 1930."

Respondents’ request for a 6.2 mill increase for let £d was
edicated upon meeting shor:i-term cash needs. However, Met Ed's and
nelec’'s past, present and projected energy costs, as well as short-
rm cash and credit needs, have been fully developed on this record.

e consider all issues with respect to the proper energy charges for Met
4 and Penelec %o have been fully developed and to be properly before us
¢w for decision.
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The Commission again finds that Met Ed and Penelec are'pro-
widing adejuate, reliable service in spite of the loss of geaeration at
131 ffiem our determination in the order of June 17,1379, that:

u
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“Metr 4 and Penelec are presently providing reasonable,
adequate, reliable electric service. The costs of
purchasing power are unguestionably direct, necessary

nd reasonable costs of providing that utility service.

The Commission cannot punish Respondents by jeaving the
recovery of these costs; nor can it Create 3 windfall
£ar the ratepayers of service without paymeat.  The
Commission is of the epiaion that the recovery of these
¢osts is required by law.

Howevar, the last-quoted sentence requires qualification. The use of
that Commission language by scme of the parzies indicates a3 misuacers
standing of the Commission's intent.

The statement that the recovervy of purchased power costs is
i

“sequired by law" was obviously not intended to mean that some spec fic
element of statutory or case law generally required the recovery of
purchased power cosis from ratepavers -- regardless of how or way those
~nst3 were incurroed. In our view, there is no such legal requirsment.
Racher, s=he statement must be viewed ‘in its context. The Commissioa had
renoved the c2sts associated with TNI-2 from Respondents’ Dase rates,
datsrmined that TMl-l was only experien.ing 3 normal outage, and letars
mined that the curreat purczhases of power Dy Respondents were dirsct and
inmediate costs of providing service. In_that contaxt, those cosis werz
recoveratle from ratspavers.

In the current jroceedings, the Commission findy that Mez Ed
and Penelec have similar.y incurred additional purchased power COSTS.
This is not, however, 3 Jeterminaticn that everr Joilar of purzhased
gower zosts recorded on Respoadents’ Dooks is rezoverable from theis
ratspavers. Those amcunts are subject to audit and review IV the cop*




mission and to a later determination that specific amounts of energy
costs were imprudently or unreasonably incurred. If the courts and/or
the NRC should ultimately conclude that Met Ed was imprudent or negli-
gent in its operation or management of Three Mile Island, then this
Commission will take notire of such determinations and their relevance
to any portion of the replacement power costs for which current recovery
is permitted today.

Any subsequent ~xamination of these issues would have to be
made with the public's interest in the continued provision of adequate,
reliable electric service clearly in mind. This Commission recognizes
the close relationship between that public interest and Met Ed’s finaacial
viability, and, if necessary, would balance the public’'s interest in
adequate, reliable service against its interest in refunds. We point
out that the Pennsvlvania Commonwealth Court has affirmed our discretion
with respect to the extent of refunds to be made to public utility
patrons if good reazson is shown for the contrary. Communitv
Central Enersv Corporation v. Pennsvivania Public Utility Commission,
No. «51 C.D. 1979 (Pa. Cmwlth. Ct., May o, 1980).

The basic determination in this order is that neither TMI-1
nor TMI-2 is used and useful, that Respondents are providing adequate,
reliatle service without those generating units, and that the costs of
power prudently and reasonably incurred to replace generation lost at
TiI-1 are direct costs to serve Respondents’ ratepayers. Furthermore,
for the reasons stated below, the Commission finds that Respendents
should be allowed a full recovery of current energy costs.

First, by this order, the Commission is denying Respondents’

recovery of the revenues associated with Three Mile Island. Since the

Respondents are providing service through greatly increased costs of

purchased power, those energy costs should be promptly recovered frem }

their ratepavers. The determinations that TMI-1 is not "used and useful,”

and that the revenues associated with TMI-l should not be recovered

through Respondents’' base rates, are inseparably iaterwined with our

determination to allow a full and current energy cost recovery. If our

determination on TI-1 were reversed, the recovery of energy costs would

have to be modified.
\
|
|
|
|
|

Second, the extreme dependence of Respondents on shert-term
debt creates an unstable financial condition which potentially threatens
the continued provision of utility services tc Respondents' customers.
The costs of purchasing energy are a major reason for short-term borrowing.
A full recovery of current energy costs should lessen the need for
short-term debt and facilitate the obtaining of permaneant financing by

Respondents.

Finally, the continued accrual of deferred energy costs may
ultimatelvy prove to be burdenscme to Respondents' ratepavers. If aot
collected now, those amounts will have to be collected later in the femm
of additional charzes. In addition, there is greater equity in requiring
the ratepayers of today to pay the costs of service today, rather “han
requiring tomorrow's ratepavers to pay today's costs.







The Commission also finds that a fully current energy cost
recovery for the balance of 1980 for Penelec requires an energy charge
of 8.5 mills per kilowatt hcur, calculated as follows:

Penelec Enerzy Charge Full Cost Recoverv
for Period June 1, 1930 through December 21, 1980%

Total System Energy Costs (3 millions) 115.9
Total System Sales (GWH) 6395
Average Mills per KwH of Sales 18.1

Less: energy cost recovery allowed by
June 19, 1979 Order, exclusive
of gross receipts tax 16.

(10.0 mills =~ bas= rates)
( 6.2 mills = energy cost rate)

Increase in Energy cCharge exclusive
$S raceipts tax 1.9

Plus: Energy Charge allowed by
June 19, 1979 Order, exclusive
of gross receipts tax 6.2

Required Energy Charge for full cest
recovery, exclusive of gross receipts tax 8.1

Required Energy Charge for full cost
recovery, including gross receipts tax 8.

wn

% Source: ME/PN Exhibit A-95
Includes recovery of demand or reserve capacity charges
associated with purchased power.
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Enerzv Cost Rate

We will further direct Met Ed and Penelec to file and comment
upon proposed tariff revisions, to becaome effective Janvacey 1, 1981,
wnich will replace their energy cost adjustment clause with an energy
cast rate. The snergy cost rate shall be applicable to customers’ oills
for one-year periods during the billing perisd from January through
December; provided, however, that such rate may be revised on an inter:i
basis upon approval of the Commission. Upon determination that the
effective rate will result in over ar under collection, such iateri;
change snall tecome effective 30 days Zrom the date of filing, unlass
otherwise oridered by the Commission. Interess shall be computed monthly,
at the agpropriate rate as provided in Section 130804 of the Public
Ctiliey lode. Compusation of iateres: shall begia 1a the month an over

€oilecticn or under csllection occurs, and end in the effective menta
any over collection is refunded or any under collection is recouped.
Customers shall aot be liable for intersst on net under collections.

The intent of the Commissicn is that this energy cost rats would replace
the lavelized snergy charges presently appreved thrsugh December 31,
1980,

Recover: of Deferred Energv Balance

The record indicates that by the end of February, 1980 Me:

d's deferred energy balance was $84.6 millicn. Penelec's defarre
enerzy dalance totaled $7.8 million at the same point in time. We nersdy
find that doth companies are entitled %o collect the total amount of
outstaniing defarred energy costs over tae nex: 18 months. The col-
leccioa will be ia che form of a surcharge, to be applied sn a XWH
(usage) basis.
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Deferred Energy Blance
ME/PN Ex. A-91 & A-96

Twelve Month Recovery

Retail Sales
ME/PN Ex. A-89 & A-95

Mills per KWH
Energy charge for full cost

recovery, including gross
receints tax (1.047)

Yearlv Surcharge g

Met Ed Penelec
($ millions)

84.6 - 7.8
56.4 - 1%
7904 Gwi 10461 GWwH
14l '

7.4 5

%/ Exact amounts are dependent upon total deferred energy costs at
the time temporary rates go into effect as well as the final
Commission adjustment to et Ed's deferred energy balance

ArEAa-

pursuant t> its compiaint and investigation at C.21397.

Demand or Reserve Capacity Charges

In the order entered June 19, 197%, the Commission stated,
with respect to demand or reserve capacity charges associated with

purchased power:

"As an incentive to Respondents to enter into bulk
power purchase arrangements and thereby reduce L.e
energy costs to its ratepavers, the Commission will
allow Met Ed and Penelec to include in recoverable
costs through the net energy cost rate, the demand

, OC reserve capacity charges incurred from July 1,

1979 until January 1, 198C."

The Respondents and the Consumer Advocate request that the Commissicn
extend the recoverability of these costs to centinue to enccurage Respon-
deats to keep their energy costs as louw as possible.

We find on this record that Respondents’ committed purchases
of power, which entail demand or reserve capacity charges, have reduced
the costs of purchasing power from what would be otherwise incurred.
Therefore, the Commission hereby extends the time within which demand or
reserve capacity charges associated with purchased power may be included
as recoverable costs through Respondents’ ener3y cost chargas from
Janauvary 1, 1980 until TMI-1l returns to service or until further order

of the Commission.



Rate Structure

The changes caused by the Three ‘Mile Island accident have
drasticadly altered Met E£d4's costs to serve. Purchased power ncw re=
places large amounts of energy which were previously zenerated inter-
nally. Met Ed's rate base has been reduced significantlv, and there is a
real need to conserve and thereby reduce current expenditures.

; These changes compel a re-examination of Met Ed's rate structure.
As noted previously in this order, rate structure is an issue which has
been excluded from the currseat proceedings. chevet. it 1s a matter

waich cannot be ignored. I[f appropriate, a rate iavestigation will be
consolidated with the hearings on temporary rates for Met Ed or wit
hearings on any general rate increase filing.

nerz2v Conservation

ur June 19, 1279 Order expressed dismay at Respondents’
failure to even consider specific actions that would encourage rate-
0 conserve 2nergy during this crisis. Our statement of iatent
t2r was %0 bDe 3 clarification to :the Respondents that they
were 10 aCT immediatelv to propese rate structure changes as well as to
seture low cost scurces of generatica.

The Resqondeqts have responded by filing tariffs which expand
the availability of time of day pricing, reduce stand- by charges for
solar pewer c;styme—s and iacrease incentives to use Dower on an iater-
ruptidie service tariff. The Respondents have deve.oaeu a thircty year
Master Plan designed to foster comservation and load managemeat so that
new comsirultion Tan de deferred and reduced. Respondents have also
proposed several tariff rulie changes designed to aacaurag» conservaticn
of ener2y by providing for minimum insulation standards as a prerequisits
for connecting new service and Dy permitting under certain conditions
the us2 of renewable energy sources ia conjunczion with residenzial
rates.

we encsurige the Respondents to continue to bdring their propusals
to the Commission for prompt comsideration; however, the prepesals so
far will have a2 de minimus effect on ratepavers' bills todav. We ars
extremely concerned about the enerzy emergzeacy which has followed the
TMI-2 accident.

The SPU Zompanies have had o purchase substantial quantities
of energy from 3:30 AM to 3:00 PM daily, except weekends. at greatly
increased rates. This high-priced, on-peax expense has exacerbatzed the
financial conditisn of the companies, and is causiag the bills of race-
pavers to increase. The Commission urges ratepayers in the strongest
terms Lo attempt o rsduce their energy consumpton Juring those hours,
and to try to schedule use of eiectriciiy during off-peak hours and on
~eekends. In addition, the Company must redoudble its efforts to reduce
its costs. £

.
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In particular, we point out that in the June 19, 1979 Order we
directed the Respondents to file a plan to implement a credit billing
svstem which would reward conservation through a credit per kilowatt
hour saved. The Respondents' reply indicated various reasons why the
plan outlined would neither be equitable nor reduce purchiased power
costs. Respondents chose to evaluate our directive without offering an
alternative proposal. We renew our directive to the Respondents to
develop a proposal that will reduce todav's costs of purchased power as
a result of the actions of its customers.

Met Ed has indicated in response to our June 19, 1979 Order
that there .are many uncertainties associated with a credit billing
system. However, during cross-examination Respondents' witness in-
dicated that any reduction in energy consumption would reduce purchases:

Q: Mr. Carter, if, in fact, Metropolitan
Edison were able to reduce by whatever
means its total sales to customers, you
were able to reduce it by sav 10 millien
KWH, does it necessarily follow that you
are going to reduce purchased power?

A: Presently, ves.
Q: Because you are buying so much at all times -~
A: I suspect Met Ed is buying arcund the clock

either short-term purchases from an associated
company or from the pool. So any reduction in
kilowatt hours at this point would be a reduction
in purchases at anv time, rezardless of the

time a. -hich the reduction occurred.

(N.T. 4112-4113) (emphasis added).

Therefore, we will again order Met Ed and Penelec to propese a
plan, within 90 days after entry of this order, for the implementation
of a test program which will measure the effects of comservation-
inducing rates on customer kilowatt-hour consumption and on reve..ues.

The objective of the test program is to determine whether or not the
offer of a discount or credit to residential, commercial, and industrial
ratepavers who achieve a significant reduction in their electric consump-

tion over a comparable period in the preceding year would enccurage
those customers to further conserve electricity.

All parties should be aware that if cooperation is not forth- :
coming in this regard, the Commission will be forced to consider imposing
on its own motion such conservation measures afr curtailments of various
kinds. pronibition of new custemer connections, ceilings on consumpiion
with penalties for overruns, pricing of consumption above a targeted
level at the average cost of pu-chased power, and/or other similar
measures.



Effectivity of Tariffs

Notwithstanding our previous determinations, all rate changes
permitted by this order shall be put into effect for service readered on
and after the Jate specified. The departure from this normal practice
in the June 19, 1979 and February 8, 1980 orders was for the Respondents’
energy charges only and for the purpose of insuring an immediate increase
ia cash flow  Here, Respondents’' base rates are also bei ng changed, and
«# do not find at present such urgency to increase Respondents’' cash

.o« 3s would warrant granting an increase for bills rendered on and
zzter 3 Jdate specified. The substantial increases graanted by this order
wiil, in our opinion, be adequate when recovered for service rendered on
and aiter the date specified.

Inasmuch as all matters properly before the Commission at this
time at this docket have been Jetermined; THEREFORE,

1. That tne order to show cause why the certificatas of
earence of Metropolitan Edison Company should not be revoked,
Copted on November 1, 1979, is hereby discharged.

<. That the orier %o show cause why Three Yile Island Power
Station, Unit No. 1, should be considered used and useful the public
service and why all of the costs asscciated wizh the unit should 20t be
removed fzom the base rates of Metropolitan Edison Companv and Pennsyl-
vinia Electric Company, wnich was adopted September 20, 1379, is heraby
made 1bsolute, consistent with this order.

3. That temporary base rates are hereby prescribed for Metrce
;cl;:an Zdison Company and Peansylvania Elsctric Company, etfective
for service rendered on and after June 1, 1280, at the level of racss
p::s.r:aed herein, to rema:n in effect until Dec>mber 1, 1%80.

%. That Metropolitan EZdison Company and Faansvlvaniy Electric
Simpany ar: hersby Jirected to file appraopriate tariffs or tariéf supple-
ments in csmpl;ance with this order prescribing tamporacy rates.

5. That Metropolitan Edison Cempany and Penasvlvania Zlectric
Company are hereby permitted to accelerate the amortization of theis
deferred energy costs through 3 surcharge, effactive for service rendered
on and aftar June 1, 1980, consistent with tais order.

8. That the petiticn for modification of the order entersd
June 12, 1379 which was f£iled by Metropolitan Edison company on Ncovember 1,
1279, is hereby granted, consisteat with this ocder.

7. That Metrspolitan Zdisen Compaay and Peansyivania Slecsric
Cempaay are hersby permitted %o file tariffis impiementing energy <3st
chacges, effective for service rendared on and after Junme 1, 1930, and
sevelized at 19.1 mills per :WH and 3.3 mills per \wH raspectivelw,

consistent with zhis srder.




8. That Metropolitan Edison Company and Penasylvania Electric
Company may amend their tariffs to include in costs recoverable through
their energy cost charges the costs of demand or reserve capacity charges
associated with purchased power incurred from January 1, 1980 until
Three Mile [sland Power Station, Unit No. 1l returns to service or until
further order of the Commission, consistent with this order.

9. That Metropolitan Edison Company shall forthwith reduce
its deferred energy cost balance in the amount finally determined by the
Commission at C.21597, in satisfaction of the refunds ordered by the
Commission.

10. That the complaints of the parties consolidated at this
docket are hereby sustained to the extent consistent with this order,
and are herebv otherwise denied.

l1. That the request to intervene filed by David D. Trout,
filed cn March 24, 1980, is hereby denied without prejudice to Mr. Trout
to file a formal complaint.

12. That the complaint dockets C-79040821, C-790509C7,
C-79050909, C-79101682, C-79121754, and C-79121808 be markcd closed.

13. That Metropolitan Edison Company and Penas:lvaania Electiric
Company are hereby directed to propose, within 90 days after entry of
this order, a plan for the implementation of a test program which will
measure the effects of conservation-inducing rates on customer kilowatte
hour consumption and on revenues, consistent with this order.

14, That Metropolitan Edison Company and Pennsylvania Electric
Company are hereby directed to files and comment upon, within 90 davs
after entry of this order, a proposed energy cost rate tariff to become
effective January 1, 1981, consistent with this order.

15. That the exceptions of the parties are hereby grantad to
the extent consistent with this order and are herebwv otherwise den:ed.

16. That Respondents are hereby directed to serve all parties
with copies of all tariffs filed in compliance with this order.

17. That a copy of this order shall be served on all parties.

BY TIE COMMISSION,

William P. Thierfelder
Secretary

(Seal)

ORCER ADCPTED: May 23, 1980

ORDER ENTERED: May 23, 1980
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and
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In response to recent news releases and press conferences by
the General Public Ctilities Corporation and the Office of Consuzer
Advocate concarning the Commission's Initial Decision in this case, I

"think i: only pr:vez at this tino to express oy extreze displeasure at
C. LAY f\‘-/ Mok «f 'Lk. /.:1, \:/k!f

-

the 'EMf the Cozm.snon A administrative process in both

parties.

I would note that the recent public statements zade by ¥r.
Cohen in particular are not only objectionable to myself and the eatire
Commission, but also highly unprofessional. Such actions are especially
disconcerning im view of the fact that the Consumer Advocate holéds a
position of public trust and responsibilicy., As a party in these pro-
ceeaings the Consumer Advocate is expected to vigorougly and aggressively
represent his zlient. As an officer of the cour: the Consumer Advocate
is expected to abide by the Canons of Ethics and Disciplinary Rules.

Du

"

ing the pendence of a proceeding a lawyer should not participate in
publicity seexing zeans to influence the outcome of the merits of such
proceedings. The failure of this Commission to adopt the particula
course of action suggested by the Consumer Advocate must, of course, be
personally,disappointin It should not be utilized as an excuse for

demogoguery.

It is also clear that the statements released by G2U, thcugh
ACT as gerogatory as those bv the Consumer Advocate, can alsc be considerad

highly unprofessicnal. The mers fac: that Mr. Kuhns expressed an opinicn






This Cormission, this Commonwealth and indeed this Nation are

struggling to gain independence from OPEC and to develop ocur own resources

to the greatest extent possible. One such example within Peansylvania

"is the study by Penn State regarding the feasibility of mine mouth

electric generation from anthracite through utilization of large open
pit aining technology. Clearly a“facility of this nature deserves care-

ful consideracion.

The viabilicy of the return to service of T™I, its conversion,
or the decision to build anew are options that must be critically

assessed.

I would therefore direct the Bureau of Conservation, Econcmics
and Energy Plaaning to recommend to this Commission appropriate reperting
recuirements, studies, or actions which should be undertaken to ensure
the appropriate assessment of the optien viabilicy., I would ask the

Company to submit its decision-making tizme schedule to the Commission.

And thus with my concurring stitement we reach the dencuement ==
the final yevelation of occurrence which clarifies the nature and outcome
of a complex sequence of events. There are no clear-cut victories, nor
outright defeats for any of .he parzies whe participated in this democratic
prccess. There is h.pefully an indicaticn thai the svstem of democracy

in which we are engaged dces work.



.

To suote from a statement by one resident of this area:

"The /memszers/ of the Public veility Commission of Pennsylvania
have 3y profound empathy. They have before them a most unenviable task.
It has been their job to hear reams of tastimcny, to come o0 a decision
on what is the right thing to do.

The usilizy, Met Ed, on the one hand demands compensatisn for a
tragedv, albei: a self-inflicred tragedy. The pecple of the communicy
serviced > the utilisy demand merality from a svstem devised two auncrad
¥2ars agc 0 cispense justice to ifs citizens.

The decision, one wav or the other, will bdear the nazmes of those
who effeczed it., The names of :=h Legislative body of the Cormonweal:th
of Pennsrlvania will aet aprear even though they ara the ones who make
the laws wheraia the 2UC must work. The names of the usilicy /ianduszzv/
and its varied incterests will not dppear; neirher will the aazes of
thousands of the utilizy's adversaries who protestad its actiosns.

The cnoice will be a difficult and lasgting one.'

THis Commission i{s charged 5v law to balanze the competing

interests of the racepaver, the Company and its invescors. It is

sincarelv hoped that our collective wisdom will serve that public iaterass:

quity for all conceraed.

L
b
“"
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GovERNMENT OPERATIONS Congress of the TUnited States

THouse of Representatives
Washington, D.C. 20515

April 22, 1980

AL&LF}4 ~S
QONGx”WCNAL
LIAISON
Mr., Frank Moore S~
Assistant to tue President AFR 24 1980
for Congressional Liaison
The White House .
1600 Pennsylvania Avenue o R e
Washington, D.C. 20500 J7057¢ A

Dear Mr., Moore:

Attached is a copy of a letter to the President from
the Lebanon County (PA) Commissioners who are my
constituents.

They focus on a very serious irony of the aftermath

of the Three Mile Island accident on many of my
constituents. I commend this letter to your attention
and would hope that the views it contains could play

a role in future policy deliberations on nuclear issues
as well as issues pertaining te my region of our country.

Cordially,

“_///' o/

f
Robert“S Walker

ts

Attachment

THOMAS R, BLANK
WASHINGTON OFFICE

GEORGE W. JACKSON

DISTRICT OFFICES

zens it



April 8, 1980

The Honorable Jares E. Carter
President of the United States
white House

1600 Pennsylvania Avanue iw
Washington, D.C. 20500

Dear President Carter)

It is ironic that on the first anniversary of
the Three Mile Island incildent, we, the custcomers of the
Netropolitan Edison Company, living within tha twenty-five
=ile radius, received electric power bills roflacting a
fifty percent (508) increase in cost over and above prior
ronthly and previous yearly bills even though our consuxption
of kilowatt hours decreased substantially.

Whan we guestioned Met-Ed Officials concerning
this increase, they explained the rise in costs were due to
Met-Fd's having to purchase eneargy frcm other power utility
companies because of the shut down of Three Mile Island Unit I
and Unit II. Thus, it appears our citizens are paying other
power companies for premium enercy and thereby reducing the
power corpanies’ cost of enercgy, but drastically increasing
the cost to the victims of Three Mile Island. In this circuitous
fashion, the victims are forced to pay for the damages which
resulted from T.M.I.

Lebanon Countians have been affected psychologically,
physically and financially. We believs that our cost of energy
as well as the cost of clean-up, should be shared by those who
benafited from the T.M.I. accident experience: namely, powar
companies throughout the United States.



After meeting jointly with Lebanon City Officials,
we found that thaey too are concerned about the safety and wall
baing of City residents, as well as the drazatic increacs of
energy costs and that they concur with this action.

We urge you to take our proposal under considsration
and trust in you to make the right Jdecision.

Thank you.

Sincerely yours,

Thomas A. Dehney, Chairman

Harry W. Fisher

Ldward Arnold
Lebanon County Cormmissioners

DJR/as
cc: Senator Schweiker
Senator Heinz
Congressman walkor/
Congressman Lrtel



