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JUDGE MARSHALL: 2Z72cd ncrning, lacdles

in the matter of the Patition of Jarsey Central
Pavar 2 Litht Comrnany, OATL Tocket Mo, PUC
3518-30, with *he Bsard Docket lNos. S04-235

and 304133,

¥v nare is Stechen erghall, I an the
Presidinz Adninistrative Iaw Judze,

¥ay I have the appearances of ths
parties,

MR. KIRSTEN: Jack B, Xirsten 2nd
Dolorzs Delabar, Kirsten, Frledman % Cherin,
attorneys for the Petitioner, Jersey Centreal
Power and Ligh% Corpeny, !r. James 3, Liebermen
and ¥William F, Hyland, of Counsel.

Carla Vivian Bello, Deputy

7
g
:

Attorney Genersl, for the Becard of Publlce

MR, MAKUL: Rey=ond Makul and Alfred
ardelli, with the Departaent of Public

Advocate,

- - -~ 3 Fad
¥R, SAHRAIZNIK: Jchn C, Sahrecdnikx, of

ot

he firm of ®Berry, Sunzerill, Fiscal, ¥agzen %

l‘,

rirstera, for the County of Ocean.
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Z8Tiers the parties want teo oring uwa:

UDUE LaRSEALL: I vwould lixe to zake
a4 wzenticn of the fact I believa one of the

- Pt - - " -
33 nigat's hearing I =Aada

o
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a refereace £o tho apooaing Eparta nearing
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wnicilt is scheduled
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that I may have s21d that it w23 Tuzsday rather
I will aote o= tie recsrl zhat 1t's
Scheduled for icnday evenling at 7:30. Okzy,.

Shall we then proceed with the prasentatisn of

Pl. KIRSTEN: Thank you, eir. I jus:
wanted (0 interrupt the exanination of Mr,
Steger for & moment, I thought 13t would te

appropriate at the beginning ol tiie duy today,
.'g J’
2

“r ~ 2 22s W 2 - sonptia o m,) & a " -

Mr, Gentieu has scme updated infsmustion
< ) -~ - - - - L ]
which re'd like %2 refar <3, T. Tentiey i3
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LAWREDNCE P. GENTIEU, previously sworn
cn benalf of the Petitioner, resumas the
stand.
DIRECT EXAMIUATION (CCNTINUED)
BY MR. KIRLIEN:

Q Mr, Genileu, would you proceed.

A Yes, M purpose in leading off thls morning
is to enable Mr. Steger to be finished with his testimony
and cross-exaainaticn tedey, and in order to do that we need
to start off b, discussinzg the background of two signifi-
cant adjustments that we rade to the filing, adjustments
that at a‘discovery neetirz held at GPU, we were asked to
have confirned by runs of GPU's production cost program
which 1s a computer dispatch program that essentially bote
tles not cnly Jersey Central's generation 2s well as G U's,
but the generation of tne entire PJM interconnection with
which GPU is interccnnected.

Eecause this is on the computer, that makes
it feasidle to deal with this rmany units., The two adjust-
ments involved were the sales adjustment, and if you'll
refer first to Exhibit JCA, Page 3, this paze summarizes
not Jjust the sales but all adjustments we macde to the
budgeted energy costs that formed the basis of the LEAC

feling, Sut the cne that we're intsrested in appeers in the

Seccnd column o Page 3, an adjustzent o reduce our dudgeted
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s2les by 483 gizawatt nours,

Mr, Raber would bae tastifyinz as to the de.

tails of that adjusizent, why 1% was made z2nd &h

w
¥
to
£
o]
il
U
.

tions that underly the amoun%., %hat was thsn dene, given
tha: sales adjustment, that lazds to obviously a reduction
in our energy costs bacause with ths lower sales it will

be a lower generation, lower interchange, and so forth, and
you see the effect on LEAC. Enerzy costs of the sales ad-
Justment in Colunn § where we estimated that adjustzent
would lead to a 22,2 millicn reduction in IEAC deriod energy

costs,
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A (Continuing) In response to a data request
of us asking for tha darivaticn of that adjustment, we

suppliad Zxhibit A-5, and if we can turr to that for just

" a moment, I think the exhibit is basically self-explanatory,
i but I think iz a fow sentences it may not hurt to recap the

- method w2 employad to maka the sales adjustment.

The first thing to note with respect

' to sales is that short-term changes in sales do not affect

base load gensration, and by base locad generation in Jersey

. Central's case, we mean Xeystone, Oyster Cceex and TMI when
it would return toc service. Thcse units will run regardless

. of the level cf sales,

The cnly factor that affects their
cperations ara scheduled maintenance cutages or unforeseen
forced outages,

JUDGE MARSHALL: Excuse me. Off the

record.

(Whereupon, there was an off the

record discussicn,)

JUDGE MARSHALL: Back on the record.

Please continue.

TS WITNESS: Once you exclude Lase

generaticn cn the basis that it simply is

not affected by sales in the snort run,

cbviously, 20 years from ncw when the sales
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would, for example, continue to grow, we would
at that point have more base load generaticn
because they're a long-range consideration.
Right now short actual swings in sales
won't affect basa generation. That means in
the intermediate peaking and puréhase power
are the sources that are affected in the short
term by salas, and for purposes of making our
adjustment, we assume that all of the sales
change would affect Jersey Central's interchange
and r 'rchase power.
1f you turn to page 2 of A-5, that shcws‘
a sample calculation illustrating the methed
and I think a reading of that page will explain
tne method in detail.
The end result is for the month of July.
The sales adjustment that we assumed
was first conv.rted to equivalent net system
requirement. The sales adjustment was 49
gigawatt hours. The equivalent energy required
to be produced or associatedwdth that amount
of sales is 55 gigawatt hours., That then was
assumed in this case; it was a reduction, and
we assume that that reduction in energy regquire-

zents would lead to reduce P34 ané G2U inter-
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14

change purchases, reduce ovar enerqgy purchases,
that is, the non-PJM purchases liks Jam=astown,
AEP and so forth, and finally, .the reduced
sales wéuld lsad to incr2ased sales of inter-
change all in thes same ratics and at the same
rates as were forecasted before the adjustxment.
Very simply, that assunmpticn, if you
take the weighted average cost of thogse threa
components and apply it to the gigawatt hour
reduction, very simply yields the adiustment
of that, in this cazs, the 55 gigawatt hours
of NSR times the weighted rate of purchases
and salaa of 37 mils yields tha sales reduc-
tion of 2.0 mils and that's the figure appear-

ing on this page 3 of JC-A.
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TIE WITHESS: (Continued.) The next
gaze, Page 3, two pages, 3 and 4, simply re-
De2ts that calculation in an abbreviated form:
for the remaining zonths of the LEAC period,
the end result to the 12 months of August,
you see the last fizure on the nages 22,2
zillion, That effectively prices or is the
result of having pricsd the NSR reduction E
equivalent to the sales at 43.5 mils,

AT the discovery meeting at GFU, we
were asxed to confirm the reasonableness of
this method by running a computer study using
the production cost program or the PCP that I |
mentiocned earlier, and that was dcne very
simply by using the 3 plus 9 budget, which was§
the basic budget for the filing at the budgeteg
level of-sales running the program for the LEA¢
periocd 12 months August. Normally the program'
runs on 2 calendar year, or let me more pre-
cisely, it 2lso runs oh a calendar year so we |
had to do a little bit of menipulation to get |
thils non-calendar year period but nevertheless:

. - - -
v“gv WaS i

el

O

rne, o i was run for the 12 =zonths
Auguss a2t the bdbudgeted level of sales and then

run & second tize at a level of NSR, actually
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pared to the 22.2 glls that we estingled

200 Steger woull eddress those,

™et 1s, I think, &all we need to say
on the segles adjustnent,

Th2 next &djustoent, not really &a ad-
Justaent, tut 2n assuxpiion that we zede &s
to the sensitivity of Jersey Central'a energy
cost to changes in oil ccst

If you recall, egain if ysu refer dack
to JCA, Pege 14, ve 212 in the initial filing
es part of the
cur forecested enerzy cost, namaly, JTA, we
included & description of cone major varietles

that could substantially effect the forecnst,

Under the section dsnoted oil prices

o
o
o

§

n

2 3

¥
fa

m

w

.

W

r

A

!

.D

»

r

-

3
rd
or
|-

W

»
0o
v
".
]
3
ot

{9

N

r

44

“

ot

- ~ - - -~ .- "
Jersey Central's 13AC period enerzy cost weuld
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chanze by ébout 6 mils. This estimate 1s

nraliminary and is siznificantly affected by

+tha assumad level of Jersey Central's power
purchases outside PJM which are largely coal-

fired in sort.”
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TE WIMNES3: (Ccntinuing. We were
2sked 35 oae of cur discovery mesting: o cone
fira the 3 millicn per year estimate with a

8izllar producilen ocsi progran Jiudy and trhad
was dcne,
Before We go to the resulss of that,
nivwever, I want o raeview scw we arrivad at
the admittedly siszples 22d with & r2nual esti-
mate of th2 5 millicn which we 2414 danots was

prelliminary, and to do that, 1f we ¢2114d refer
! J I >

cF

a s - - 4 - |
> Page 3 of JCA, that persleulss paze sizoly

(5]

uznarizes for tlhe LZAT nerisd the 12-ronth
Sotala of the varicus zources of 2aarzr,
nuclear, ccal, oil and 225 {ntarchaage, other:
purchased nower and 80 forth, a1d 15's useful
as a reference to very commonsensically look
down the 113t and see what 13 affented by oil
and what 1s not, and odviously nuclear is un-
affected,

Oyster Ci-agk and TMI-1l, thore 1s a zxall
1l that is dburned at

arrount of incildental

those stations, dut far all nractical surnoses

o . - + b
18 start-off cll used 2t RKeyotone, similcr to
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more oll there than at the nuclear stations,
but nevertheless Keystone, obviously being &
co2l unit, is not terridbly affected by in-
cre2ses in 011 prices,

The next section, oil and gas, is
Jersey Central's intermediate and peaking
capacity, mest of which was oil-fired,

The costs shown on this sheet, however,
on the summary, do not break down the gas and
the o1l but a later exhibit does. |

The pump storage obviously s not in-
volved, Then we go to interchange and pur-
chased power, There we arg.ume that 21l of
the PJM purchases would be oil-fired and
source,

We assumed none of the GFU purchases
would be oil fired, and I think that the
reasonableness of that -- although it's prob-
ably not 100 percent true -- is borne out by
the differential rates,

If you gee -~ I'll refer to the sheet ;-
the PJM interchange is at 65 mils, The GFPU
is at 20,

With respect to the interchange sales,

we assumaed that the sales to PJM -« for a
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say, on-peax rate, and there we simply assuTed
2gain that there would be 2 weighting of coal
ard 211 invelved here, and the weightlng we

simply used was one-third coal, two-thirds

oil, and how we got that agaln was very simple,
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WL WITNERS3: (Caxntlrulnz.) If ym
asgsune that rou're larzcly buyliaz co2al ia the
0ff-paall hours at nizht and on taz woalianis,
you'll find that atons 50 persent of your
energy would come from c2al under thet 2irole

assumption, but counl hae 2 3iznifisantly Yswew
price than 211, 85 the 20c% wauld not nacesa
arily be 40 percent, a

Recognizirg that, we Just simply used
a third as the c¢nal component,

I hope this has not hean 3n unneces-
sarily complicated or datallad ax-laration,
but in view of the potential significanze 27
the o1l pricing in this nroceesding, I think
it 1s well that we exanine th2 imcace of tha
511 assumptionr on the total anerzy crost
picture, and that's why I'a going throush tals
in detail.

So, with that as background, I can re-:
view now how we 2ot to the 6 =1llion.

JUCGE MARSHALL: Excuse me, Off the
record & moment.

(A discussion was held off the record,)

JLeGE MARSHALL: 2ack on sn2 record.

e YT es ., s wan - e - - -~
AaS Alalso: L would Zeafar o 3¢b 3taser
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on the explanation of the PCP. I think he's
tetter qualified then ne.

¥R, H4AKUL: Ckay.

THE WIDESS: Then returning to the
oil sensitivity analysis, if you'll turn tc
Exhiolt A-3, this exhibit siuply shows for
the LZAC pericd & rather detailed breakdown
of the oil costs and quantities that were
budgeted for the LEAC period, that's the top
nelf or the page, and the seccond half of the
page, 1'm on Page 2, incidentally, &.3,. the
second half of the page reflects the oil costs
after we made our gas adjusiments,

we did make a significant adjustzment
on the assumption of increased availability

of natural gas which would replace oil., The

_effects of that ars also shown on the sheet,

In maxingz our 5 aillion estizate, how-
ever, we used -- 1f you'll look &t the next-
to-tra-last column, the top half of the page --
the total cost of oill, this is Jersey Central
internal generaticn, now, for the LEAC period
was budgeted %5 bde 3130 millien.

Just o try to tie

|
.

If you'll recal
J

mw

£

T% - -
all these schedule

b

W
|

5
~ e
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- -~ e mn " 2% e~ 3 AT B B
1 show for tat2l oll 202 gas 158 nillllon. The
|
|
3 R - - - q g
2 i Cifference setvean thet and the 130 niilion
4 - ’ hl - - L | ~ -
3 || ig Just sLlimly thet L,2 12 cil n.y, +.h 5idl-

5 fusicn.

6 ? 82, in mekint our © nillion e2timdle,

7 the f4rst thinz we 4id was %o say clearly the

8 i cost of internsl -- the 31 ccest of internal

9 ; generation would te very simply increased or

lo'L decreased, deperdinz on the price of 21l assuzed.

T™e unadjusted 21l cost per barrel that

fuNe 104

11

12 we assume in the ITAC f4linz was $37.52. Thet

eree:

13 ehowe on this sheet 28 wall as 37.54,

BATONNLE, N

14 | A §1 per darrel increase in that cost

: 15 || or going to 238,50 is a 2,7 percent increase,

5 16 é We then -- I might point out right now,
17 ? in error -- applied the 2.7 increass to the

i8 | 130 =million of bdbudgeted oil cost, yilalding an

19 increase of 3.5 million.

20 I say that was done in errcr Ttecause

21 | ' it should have been asplied t: the lower s2%

22 | of figures reflecting the g23 adjusirent which

23 you'll see in the sane colucn of figuree 13
&

21 $80 million, on Sxznlbit A,3., I will return

25 tec that in a noment,
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‘ | THE WITNESS: (Continuing) 1In any

H
o

event, wo neglacted to -- lcoking 2t our

L]

internal oil -- wa neglectad to reflect the

, E gas reduction. ;
5 3 So, for internal oil we came up with :
6 % an increasa of 3.5 million that should have |
- j been 2.2 millicn, namely, 2.7 percant of 380
8 ; million rather than 2.7 parcent of 130 millioné
9 f The next thing we did, if you can re- |
10 ; turn to JCA, page 8, the cost of ths PP&L 1
% 11l§ purchasa, Martin's CreeX, I'm locking at 12 .
: 12 | months ended August, it's the third column ‘
' E 13 from tha eand cn page 8 cf JCA, tha FP&L cost :
% - i to the PPuL, which obviously is all oil, is ;
i ' ? 17 millica.
g i i The Central Hudsen i3 14 million. The |
- i total of thése two is 31 millicn and 2.7 per-
e % ceat of that is .8 millien. |
lglz Tha PJM purchases, again cn the saxe |
- { page, are 23 millicn, 22,650,000, 2.7 percant
g 'é of 23 million is .6 millicn.
: ; The PJM sales, I mentioned we assumed
i- were two-thirds oll, cne-third ccal. Largely
‘ b , we'Te assuming, as Mr, Stager tastiflied to
24

yesterday, taat they's= larsely as a result
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of reselling the Salem energy.

Under that assumgtion, =n increase thare
leads 4o an increase in revenue, if you will,
cf .3 millien.

That's an offset., That's simply 44
million of sales times evo-thirds, times ,027
is an increase in recaipts of .8 millicm.,

In other werda, as cil costs go up wa
nake more meney con interchangs sales.

The last elament was tha Salem puzchase;
133 millicn., Again, we assumad that the unde:f
lying sources that gave rise to that cost wezni
a mixture of cocal and oil and their ratio is
two-thirds oil, cne-third cocal, and again usiné
the 2.7 increase, dua to tha cne dollar per |
barrel changa, and reflaecting the 55 perceat

running rate adjustment that the ccniract

calls for, the Salem coats would be increasad }

by 2.3 millicn for a dollar par barrel increase

in oil.

Adding those up, those figures I just

recited, ylelds atotal of 6.4 aillicn, and we
rovided that to be conservative to § millien.
Ecwevar, I menticned that ia calculatiag cur

intes . oil ccmpenent we did that beliors
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roflacting the gas adjustment in error.

|
If you corract that error, namely, apply
|

our 2.7 increaso factor to 30 millicn of in-

tarnal oll rather than 130, tha 6.4 should ke

refuced by 1.3, and after correction then would

beccme 5,1.

S0, the manual precadure with its
associatad simplistic assumptions that I just
discussed aZter correctica would indicate that
Jersey Ceatral's energy ccats ara effectad
cn an annual baais to the tune of $3 millien
for eazh dollar per barrel change in the cost
of cil.

With that elaborata background, we're
now in a positicn to go to the PCP study to
see what it showed, given ths same questien,
namely, for the LEAC period, if you increase,
decrease, the same would be true, tha oil
price asaumption by a dollar per barrel,
what i3 the effect of that.

© I will, just as I did with respect to
the sales adjustment, I will simply give the

end result and then depend on Mr. Stager

n
o
H

detailed support.

That study showed a 3.3 millicen cr
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let's call it 4 million senaitivity compared
to the 5 millicn that we estimatad manually,
the 5 millicn being the corrected manual
estinats that correspcends to the 6 millien
that we originally indicatad in the filing

matarial.
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THE WITNESS: (Continuing.) I might
paint out before Mr, Steger comes back up, in
both cases the PCP estinates used only data
a2s budget, It did not in any way try to
mirror the rest of the adjustments that we
made to the forecest for the LEAC filing
purzeszes, mo2t significantly tne gas which
alsc ylelded ebonut 2 20-plus million redice
tion. That adjustment was not reflected in
the PCP runs end, for example, one would ex- i
pect that if it had heen, the 25.4 million
salee adjustment would presunmabdbly have been
somethiing other than that and probably lower, |

The similar consideration would apply |
to the oll estimate, All of those things are
inter-related.

I mention the gas adjustczent simply
because that is one that we made in the filing
but to the extent that you would assume other
adjustments beyond the gas, i.e, differing
Oyster Creek availability, when you do that
there is a definite impact on all of the other

oo o
cwar

sources, purchase power, short-tem

oy

purchases,

If you zade further sales adjustment,
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wiey certalaly have 2n iatar-relatad effzct: |
2

[ )

S Just to ve careful on tha: point, ycu czn-
not 1ook et @ single adjustrmens in igolacion
in that they'r2 all inter-related and the

estimates that the PCP came up with sghould bhe

kept in uind just besed on our original budget

&sguzptions.

I think, then, with that nececeary ,

|

background, unless there are guestions of e,
vie could have Bob resune the stand to pick up
where he left off yecterdcsy, ané thea raview
the PCP runs that vwere xade t: yizli the ad-
Justments I juat refarrzd to.

JUCGE MARSHALL: We have not been con
the record for a full hcur yet, <If the
parties went 1o take a bre2k --

MR, VAKUL: That =night be appropriate
because with the numbers it might be ne-:z:a
sary to have & pcw-wow 2ad I would 1lixzs %>
have some numbers r=ad back to me and it coulld
be off the reccord,

JUDGE MARSHALL: Wwe will go off the

e
3
0
A
)
2
B
«t

en ainitas =W, o longer, if <k
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‘ 1 JUDGE HMARSHALLs Back on this record,
: | Mr. Xirsten, <2 you wish to pressanc the next
3| witness?
4| ¥R, XIDSTIN: r. Steger has resumed
5 & the stand and he's been previcusly swoIl.
6 | JUSGE MARSIAIL: Ckay.
7
gl RCBERT S T2 GER, previcusly swern cn behalf of
9j Petitioner, resumes the stand,
| DIRECT EXAMINATION
10 ! 3Y MR, XRIRSTTHs
| -
: 12? Q Mr., Steger, during thé testimony cf Mr.
. ‘ 3 g Gentleu this morning referring to the PC? progran, he sug-
; . gested you would be in a better positicn to explain how
é 14; that works. Could you do that now?
é 15; A Yes. A brief explanaticm of the PC? or pro=
" i duction cost progran which i3 used to make several of the
}l ; studies used in thia and other cases is the program is
lj | developed !y PJM and ~33entially a model of the PIM system,
] 1t includes each of the units on PJM
2
v E and their associated costs and also their asscclated forced
i and planned outages,
1 It also includes a lcad model for PIM
s
‘ = and GPU and the program essentially <m an hourly basis
- satches the lsad for the hour wish the regquired generation,
25

dispatching the cheapest generaticn first,
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Then it calculatss
tween compani2s and prices tae sales oI

and the purchases ¢ the short company.

335

interchange ba=

long coapany
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Y (Continuing) And printcuts as a montily or
annual total, Alse, in doing tals ealculation it calculates
the runninc rate and also prints that cut ag either a menthly

or annual total so it is essentially what is a grecgranm

-

that can go through and model the PJIl system 23 it would ke
dispatched in actual practlce subject to tha assumpticons
made on the input of the program.

Q Now, one other item, !r, Steger. You were
askodiif you could croduc: a 1978 estimats of the 1979 IoM
running rate?

A That's right. I was asked that yssterday and
I checked with my staff last evening. The 1979 budget
running rate which was requested was made in late 1978,
Those back-up documents have since been destroysd and we 42
not have tham.

Q Mr. Steger, ycu've prepared a decument, and
I apologize for the fact that it has not been typaed up but
in our efforts to do it gquickly, we made copies of the hande
written document, It is labelad Response to Public Advo-
cate's Data Raquest made at Saaring on August 21, 1981,
The response to the reguest was *yhat 13 the effect on the
Jersey Central LZAC of basing the pricing of the P2 Salem
purchase on the PJM estimated running rate rather than the

GPU estimated running sate?® II2 you prepara that responser?

A I prepared it, yes.
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Q Chtained in this exhibit?
A Yes, I 4id,
Mo, RIRSTZU: May T have this exhibit
marked for ifsntification, sir, as Exhibit
JC-82,1?

STDGE MARSEALL; If there are no objec-

tions, it will be sc marked.

¥R, XIRSTIM: There are three pages for
identification, Thank you, sir.

(*hersugon, a three page document, a
Responsa tn Public Advocate's Data Regquest

“made at iearing on August 21, 1380 was marked

Je=-u,1 for identification,)

MR, RXIRSTZN: Mr, Steger is available
for cress—examination,

JUDGE MARSHALL: Off the record.,

(Whereuporn, there was an off the recor@
éiscussion,)

JUDGE MARSHALL: Back on the record.

CONTINUED CROSS EXAMINATION
BY MR, MAXUL:

Q Good morning, Mr, Steger.
A Geed merning,
Q With regard to th~ runaing of the PJM pregram,

this model produced costs of all the units in PIM?




fosm Jeas

erem2

FONNE, w2

PENGAR O »e

G3

~

14 |

15

16

17

18 ||

19 |

Steger = CIoOs3 342

A That's right,

Q And @ imagine one of tha inputs, assumptions
that has to be mada is what the cost of fuel will be at thoze
unita, each of those units?

A Yes, that's correct,

Q In the PJ! 3ystem, jare are cormranies that
are located, I believe, in Penr ;lvania, New Jersey, Mary-

land, Delaware, District of Columbia and portions of rorthezn

Virginia?
A That's ccrrect,
Q pid I miss any of them?
A I believe that's all,
Q I wonder if ymu can tell me about thoce

units, the cil-fired units, what is the sulfur limitation
on a state by state or area by areca basls cn the oil that

is being burned?

A T know that the sulfur limitations differ
from state to stats, I don't know what they axe in any

particular place.




26 || Steger-cross 3“37
' 1 Q How would you agree that based on your ex-
2; perience that the price of high sulphur oil 13 zaay tizes,
3| in fact almost at all times daifferent than the price of low;
4| sulphur oil? | ‘
sé A ’It has been my experience that that price i
6| aifferential exists.
7;' Q How do you know then if you don't Xknow what j ‘
si the sulphur lianitations are, where do you get the input |
q‘f data from to ascertain the fuel price at each oil-fired |
; .
H . § —_— ;
; llli A Each of the PJi{ unites has its base data 1nputi
i 12'1 by the Company in that it owns it, If a company owns & ;
. . 13 | unit that company puts in all of thea base data, lincluding j
é l4l. the current cost of oil on that unit; s0 I do not need to E
; 15,i know the type of nil it burns, I only need to kncw that i
' 16. the Company that owns it gave me a price for what they are |
17f paying for the oil, i
lsii Q Part of the PCP run that was made with re- |
19: spect to the effect of conservaticn and other reductions
zoii in sales and the effect on fuel costs, assumptions had to
21}% be made as to what time of day or time of week conservation:
22‘; occurred, and I wonder ir you could briefly outline what |
23 assuxptions were nade in reducing the level of salszs from
. . ‘ the fcrecasi?
25 ||

A Since we déid nov kxnow when the sales recuctioras
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would take place, we made a dbroad azsurmtion, it was re-
duced equally in each hour of the year,

Q By equally, do you mean the same nurber of

megawatta per hour cr that the sales were reduc.d by the
eame nercentage?

A By the same percentage each hour,

=] Mr, Steger, if the PJM running rates were
lower than what you used in running the PCP progran a3 an
input assumption --

A First of all, we do not input the running
rate., The running rate is an ocutput from the progrea,

) ~If the fuel cost of the various units which
control the running retes were lower than what you use for
purposes of running the PCP program, I see that Centreal
Hudson, at least in the 1981 period, gets dispatched in and
out of the system., In other words, it is not coxing in all
the time and I believe you sald yesterday that was an econom
dispatch reason why the level of sales was increasing; is
that correct?

A That's corrert.
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Q You assuzed that the prices of fuels were
1swer at the PJi generators, What would that do in tems
of tha amount of the gizawatt hours that would have to be
aravided from Central Hudson?

A It woulwu depend on how the essumption was rade,
If we get beck to the assumptions for just & noment, we as-
sume that each Conpany's current oil cost of their unit is
e fixed number end this includes the current cost of Central
Eudson &s a fixed number.

™e variaticn could be made in changing the
escalation rate from current te future or the variation
could be made in changing somebody else's current nunbers,

wWe would not change somebody else's current
numbers., Ye may or may not chénge escalation rates, Assumé
ing we do not change current numbers end changed only escala-
tion rates, then Central Hudson would remain at the sane
reletive position regardless of escalation rates and would
most probably be dispatched the sane amount.

Q So, you're saying that you're playing off
Central Hudson ageinst the PJM scurces and if the price of
fuel were to zo up for PJM or the assumptlons were changed
for the price of fuel for PJM, that it would be necessary
to change the assumption price of fuel for Central Hudson
by the same amount, and as 2 result the balance wouldn't

shange appreciably, il at all,
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Q. YAKTL: Can we 22 off the resord a

JUDGE [ARSHALL: Syre,

.

(4 discassion was held >ff the recard,)
!

t
(

t
'},—'
b
fa
{4
1
%3’
0
e
O
o 1
ct
-
1]
L3 |

ecord,

s With reszpect ¢t5 the way the con-
gervation effect or sales reduction was soread amsong the
hours, I take 1t you did not take it upsn vaourself s do th1§
but thic is what the szles peosnle -- this is the wey they ,

told you to treet this reductisa in ruaning the BCP arogran,

A The reductlion was not involved essenticlly with

ct
-

1@ sales people. I had a rezuest to run the pragram with
300 gigawatt hours less than system r Quirements, with no
aention as to how to reduce it.

The easlest way -- the program was very limited
on how you could do it, To do it guickly, and I mezn Quickly,
less2 than a month or two, the only way to do it is to do each
hour by the sane percentage., That is an easy way to do the
program. Anything teyond that would take months and 1% could

not have been zotten for this case.

S5, I had no choice but to do it :his way due
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i
Q It dcesn't reflect any -- no assumption ¢n ':xyi

part that that was the correst way %5 do 1t,

tion 2f the nro

way the nregrammer could 4o 13
] I understand,

MR, MAKUL:

fCI' :-12'. steger.

JUDGE MARSEHALL:

General have any questions?

MS., BEELIO:

JUDGE MARSHALL:
Mr, Sahradnik?
MR, SAHRADNIK:

JUDGE MARSHALL:

gram that on 2 short ¢ine span it's the only

Ve have no nuestions.

It vas a linita-

We have no more questions

Does the Depu’y Attorney

QOkay,

No questions.

Does the Petitioner

have &ny cuestions on redirect?

MR, KIRSTEN:

that,

Honor?

JUDGE MARSHALL:

Can we go off the record a monent, your |

We're Just talking about

|

Yes,

(A discussion was held off the record.);
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JUDGE VARGEIALL: Je'll 30 ta:zk 2a the
record now, ;
Mr, Kirsten?
REDIRECT EXAMINATION

BY MR, KIASIEN:

of PJM running rate with the averege sast srcfacted everazes
i
and 1f you c¢# -, explain why thrre are di722r2aces in the =mast

recent montha of those two averazes?

A Yes, This was brouzht up yesterday on the
difference between these colums and I thought an expilanation

was deserved,

Ine earller nonths were glizhtly belosw the
predicted averzze dut not significantly. 1@ laat three f
monthe, April, 2y end June, are significantly less than thev
projected averzge, but on the three =onths the 2JM systea,,
which was on what iz called a split rurning race, due %o

transmission limitations between the western and eastern ‘
portions of PJil, the system could not bte dispatched acvnOM‘c%
ally during these zonths, and the eastern units wers running
at a higher running rete, consideradly hizher shaa 3=e

numbers shown on these sheets,

Ihe western units were shewing an artificially
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|
low ruaning rate decause the power could not be traasmittedi

|
OUie |

|
|
Due to the PJM rules, it 1s the western or low

running iate which is shown on all reports., This gives the
false impressiocn that the systea is running chesper than had
been predicted.

This split running rate was due in large part
to the unavailability of the major eastern units, namely,
Cyster Creek, Salem, and to some extent Peach Bottom and

Hudson during this period.

With Oyster Creek now back and Salem-2 expected

on it shortly, we do expect that the s=plit running rate i
problem will occur less often and thét the actual running |
rate that is recorded will more nea:ly approach the running
rate that 1s predicted.
Q Tk you, sir. |
JUDGE MARSHALL: Any further questions?i
MR, KIRSTEN: No.
MR, MAKUL: I'd like to ask a questicn,
JUDGE MARSHALL: Yes, |
RECROSS-EXAMITIATION é
BY MR. MAKUL: |
Q T™he split running rete, was there a trans-

mission line cut of service sor --

A It wasn't a transnissicn line out of service,

!
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It's the fact th2t there is 2 1lizited transaission fraa west

to eest and with tha ozjor castern units out of service, the

required tranzniseicn for 2 completely economic dlipateh on
PJM was higrer thaa tha system had deen desizned to carry,
and 1%t was & temporary conditicn caused by maay of the major
eagtern units being out of sarvice 2. cne tima,

Q I see. It's not a condition which, I telieve
you said, which is expected to cccur with eny dagree >f
rezularity?

A The condition 2lwayrs occurs at 044 hours when
conditions are bad, It occurred very regularly during these
months and is not exnected to occur this ragilarly in the
future. It will always occur %+o some extent.

2 I take it that the projections then that are

rade by PJM do not take this nossibility of e split running

rate into eacccount?

A That's right. The PJM, PCP program which mekes
this projection does not recognize transmission lines &nd
assures an infinite transmission systenm,

S0, it does not recognize the esvlit ruming
rate.
MR. MAKUL: Okay, that's all,

JUDGE MARSHALL: Anything further cn

|
|
|
|

|
|
i
|
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MR, SIEVIN: No.

'R, SAHRADNIX: I have a2 question.
CROSS-EXAMINIATION
3Y MR, SAHRADNIX:
Q You had mede, Mr, Steger, reference about the

last three months, If I'm correct from reading Page 4 of 9,
JCA.2, tha actual average had been below the forecasted
averege since July of 1979 on a2 month-t<-month basis, has it

not?
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. A (Continuing) The diffarence I made was that
. 2 .he earlisr months to a great axtent were small differences,
3 one or two mils,
¢ Q I1f we can go back to July of 1979, you had an
5 |av:raqe forecast for 40.2 mils and the actual average was 32
.| mila. That is an 8.2 mil difference.
- A July was a different problem, July of last
8 é year if my mexmory serves me right, was an extremely cold
9 | moath and the cold weather will drive the running rate down.
10 | That was a different problem than the more recent months.
i " ' Q ¥ow, August of 1979 you had a 3,4 differen-
i 12 tial,
. ; 13 A Three .4 is within the accuracy of what this
é 1 progran can predict.
: - | Q From July 1273 to at least, you have the actual
§ 16 | £or June of 1980 down here, the cactual average han® be;n
17 j Yelow the forecast?
- A Yes, it has bsen gomewhat belcw and last
19 | surmer considerably below du: to she cold weather, If you
38 lcok at the last three months, i+ was down nearly 10 m»ils
5 a month which was more than ths accuracy that the prcgram

should have and I thought it deserved a separzte explanation.

MR, SA:RADNIX: That's all. Thank

FOM.

® 24
—mGS 4ARSZALL: Thank you again.

-
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1

MARVIN RABER, sworn on behalf of Petiticner and
testifies as follows:

DIRECT EXAMINATION

BY MR, KIRSTEN:

| Q Mr, Raber, have you prepared a testimeny for

furposes of this proceeding?

A Yes, I have,
| Q Prafiled testimony?
A Yes, They are Exhibits JC-400 and JC-40l.

MR, KIRSTEN: They have been previously
distributed, I don't have an extra copy with
ne for the Court Reporter, but I will supply
one and substitute this copy wh}ch is my own,
if that is permissible, sir?
| JUDGE MARSHALL: All right.

Q The exhipbit which was prepared is marked JC-
‘400, is that the testimony entitled "Testimony of Marvin
Raber®?
| A Yes,
Q If you were asked those que. tions *oday, would
&oux answe s be the sane?

B Yes, they would, subject to some minor cor-
rections I would liks to introduce.

MR, KIRSTENs We will get to those cor-

rections in a mcment, PFor purpcses of identi-
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fication, could we have this marked as JC=4207
JUDGE MARSZALL: If there is no cbjec~
tion, it will be 3c maxkad.
(Wheraupon, tha Testimony of Marvin
Raber was marked JC=400 for idantificaticn,)
Q And annexed t. that dccument i3 there anotler

document which is entitled Short Term Sales Forecast Surmary

July 19807
A Yes.
Q And does that ccntain the salas forecast ma=-

terial which was referred to and i{dentifiad in your testi-
mony?
A Yes; it dces,
Q And was that sales forecast prepared by you
or under your supervision? ‘
A Yes.
MR, KIRSTEN: May I have this document
marked as JC-4017?
JUDGZ MARSHALL: IZ thare are 2o ckbjec=
tions, it will be so marked.
(Wwhereupon, a document entitlad Short
Term Sales Forecast Summary July 15320 was
marked JC=-401 for idemtificaticn.)

Mr, Raber, ¢o ycu have 2any corrections to

v

make %o Zxhibit JC=-400, your prepared filed tastizezny?
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Zes, I do.

355

Thar2 ara several minor corrections,

JUDGE MARSHALL: Of£f the racorc,

{Whereuson,

diszcussicn.)

shara was an off the recoxd

JUDGS MARSHALL: Back on the rececrd.
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Q Mr. Raber, 4o you have any coarrectizns whlch

you would like to make t¢ the pre-filed ftesiiaony which has

beer marked for identification ag JC-4007

A Yes, I do., There are several minor corrections

in Exhibit JC-400; Pege 4, &about the middie of the first
whole paragraph, there is a sentence thet begins: "The trend
determine was projected throuzh 1281." Th» 1981 should be
1082,

The followinz »arsgraph on the same page also

requires & few minor corrections in the first line of that

paragraph, I would 1lika tc delete the word "new" so that the

phrage reads: "The number of rssidential customers is ex-
pected to 1néreaae by 1.7 percent,” ghould e changed to
1.8 percent. It represents the number -- there is 2 number
in the word "new" 10,500 new, and I would like to replace
that with 11,400 additional.

Skxipping the following line, the line after
that begins: "12,800 new," I would like to replace the "new"
with the word "additional.”

Similarly, on the line below, there is & phras
"10,%00 new." Make that "10,000 additicnel.”

MR, MAKUL: Excuse me, Is that the

10,300 that is being changed %o 10,200 even?

T™HE WITNESS: Yes,

JUDGE MARSEALL: Jus

o
')
O
g |
cr
< |
1]
]
o0
0
O
s )
(e 9
-

|
|
e

|
|
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the earlier correction you made of 12,800, the
12,800 figure rezains the same?
THE WITNESS: Yes, it does.,
Those are all the changes that I have
to JC-400,
Q The last one representing 10,000 additional

residantial customers; is that the w~ay it 18 supposed to

~eal?
A 10,000 additicaal residential customers; yes,
Q Dc ysu have any corrections to oC-401?
A Yes, I think there ere two minor corrections

to JC-LQ1l, <Cn TFege 3 »f 14, the title to the table has a
cpelling errcr, The second line of that title ought to read:

"GWE sales and percent charge from previous year." On Page

=

5 of 1%, the sentence 2t th2 top of the page was inadvertently
I

left incomplete, It shiould te completed by inserting the

aumber 12,657 gizauatt hours, That nuuber is derived from

the tatvle Ltelow.,

Those a2re all the c¢oirections I have.

direct testizony.

|

™) I Just nhave @ few additional items by way of ‘
Ian adiizion ¢35 _our pre-filed testimony, Mr, ‘

|

w
'y

original cas £L1lin3 Sota tae EAC and ‘he tase rate cases?

L
:
|
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"
A Exhibites JC-%200 and 401 update the Jersey Coqtril
i

forecast az of July, 1987, 2nd therefore supersede the fore-
casts that were nresented in the filing which were prepered i
earlier. The updete was made t0 aszure consiztency betveen | 1
the sales foreczst used in the LIAC filing and the basge case,
since the time period of interest to these casas very closely
coincide.

The other reason for the update wes btasically

to account for chenges in the srojection of the perforrmance

of economy which came adbout since the last previous forecast

T

was prepared, ‘Those changes indicate that sales cey be signi

ficantly below the level that had been predicted in the earliper

forecast., Those are reflected in the July update, '
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Q Is the accuracy of the forecast significently
less in the late 13931-22 time frame than in the near tern,
gay 1380-31, e2rly 13817

A .I don't tnink it 1s because there is general
concensus that the economy will te on & recovery track by
the time frame of late 1931 and it is likely that predictions
of the performance of the economy and therefore forecast of
sales will be zore accurate for that period of time. I think
that the forecast accuracy in the neer term will depend on
pradicticaz of economy at a time when recession is right near
the wottom and the near term projections are Somewhat un-
certain because of the tiaing and the exact amount of the
beginning cf the recovery.

I would say that the forecast accuracy further

out is prooadbly as good,

~

+] At Page 2 of your testimony, you state: "The
July 'Z4 forscast incorporates the effecta of conservation
and recent price increases,” Fage 4, you stete: "That the
continuation of taes conservation trend drive by increases in
the price of electiricity assuming that future price increases

would be comparable in magnitude of those experienced in the

past year are implicitly considered in the forecast,”
|
I
those statements? |
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{3
C.
[ &7

cranges in the price of electricity. As I indicated on
“w

Pege S of my testimony, this type of treni 15 captured in

O
(4]

the l2-month rolling average procadurs, and it izplicitly

| assuunes that the electricity srices will trend about the

same way through the foreces. jsrizd,

& wnat about the 208t recant srice trend for
Jersey Central, and what izgact has thera been derceived, if
any, on the Jerzey Central sales of those price trends?

A I have no way to separatc out an explicit price
trend impect that we can no%e the generz2l ¢rard in sone

agzregate fashion, but I have no da%ta the: would allsy ma to

|| dlzazgrevate this into components, ocne of which zight be

o

| labeled specifically price lmpact or srice elaztic ty.
| In recent years, Jersey Centrz2l customers have

experienced modest increases in real terms that is corrected

period iu:plizitly include the resnonses of customers to |

: for the effects of inflation in 1375 and 1277; and for th

|

|

| followinz two years 1373 and 1979, there was actually slizht

decreases in rates.

Q In reel terns?

A In real terms, yes.
| Q Will you explain what you mean by "in real
|terms"?
¥ A et 1is norrected for the ‘agact 2f inflatlcn.
i

| The numbers, the actual, or whet I would term nominsl auzbers,

|
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Raber-dirsct 361.
are adjusted ty the inflation rate for the period of time

that they ars in effect., In other words, 1f inflaticn went

up by So many percents in one yeur, tne rate would be cor-
rected for that.

Q In view of the iicrceses in rates in 13980,
should the forecast be adjusted for price elasticity effects
that are not captured by the nistoric data trend?

A In principle, I suppose it shsuld be if one
believes that there is & direct linkage vetwean price in-
creases and customer responscs to those price 1ncrea§es on a

reasonable short-term basis,
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I A (Continuing.) I thiul in genersl, on a long-
term tasis, a3 prices go up, customer usage is liksly to 2o
down, dut as I indicated before, I have nc quantitasive
direct linkage between a customer response and a price on a
short-tern basis, We can observe the total trends,

Short-term elasticily responses are very dif-

ficult o identisy and separate ocut and taey're clouded by
& nuxber of things that are happening out In the world and
let :é see 1f I can give a couple of examples of these.

e magnitude of the increase, the rate in-
cre2se, is obvicusly an icportant parameter, tut how do you
heracterize the magnitude of this incresse? 3Snsuld it be
cheracterized in nozinal terns unadjusted for inflation or

in real terms,

that 18 1T that the custozer perceives arnd re-

m
" ]

ponde to? Is 41t the rezl price increazse o

"~
ot
T
w
.
(8]
ll
.
<
‘n

price increese, cr some coxbdination of these, or scze in-
crease relative to an incraase in his inccce? I3 it the total

bill or ¢

o 2
(]
b
[
ot
L#]
13}
[
[P]
o
-

respend differently %o price increzses, In the ¢srzzersisl

and industrial arsaz, customers who can re2dily s2se 3n %he
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i
bearing on customer response, For example, a rate increase |

;
zrantad in ey is followed rather rapidly by the onse%
of the s3unmer/winter rate differential here in Jersey, Ehat{
is it that the customer responds to? ITs he responding to
the price increzase or responding to the onset, the normal
onset of the nigher summer rates?
By the same token, & price increase that's

granted in Ssptember is followed fairly quickly by the onset
of the lower winter rates which tend to counterbalance the

impact that the customer sees,

The magnitude of the elasticity co-efficient '

for each group which depends on the group or the individuasl |
customer's narticular circumstance a2lso comes into play hereJ
and let me see if I can give some examples of what I'm thinkj
ing of, E

Take & residential customer who mey or may not!
have turned his thermostat up to the point of incipient dis-—i
comfort, If he hasn't already done 8o, it's very easy for !
him to do that in response to an increase in his dill, If i
he's already done so, if he's already got his thermostat set

to the poins of incipient discomfort, he may not wish to

a just the thermostates further or, 2lternatively, it may take
a much largsr increase in his bill to =zove the thermcstalt
another twe or three cdegrees,

Cnce these easy steps have been taken, it
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generally requires &

additional ccnservatio

do that sort of thing degend:
are they willing
are the kinds
to identify spe
short-term bec

this. The data Just don't exist.

That, in or a cust

(8]

tata of
do this in
thinge that you have to get
{fic discrete

elasticity recs

end we have no rezl

mer's willingness ¢

ezonIy,

«Ji28€

in order
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Q Is it poassible to quantify price elasticity
impacts by using Jersey Central's long=-term forecast methodF
ology?

A We did so at the request of Rata Counsel in
the last casa.and the more I think about that calculation,
the less I think it's applicable to this kind of a situa-
tion.

I really don't think that kind of a
calculation is applicable., It was not criginally intended
to be, I shouid point that out., The long=-term modeis whicﬁ
embody a long-term price elasticity sub-model were intendasd
to track trends over a long pericd of tima, |

The data that thesze models are bases
on go back to the 1960's when prices of elsctricity weras
declining in real terms, and the situation i3 very ditfer;
ent today and it is not clear if the custcner respcnses
to rising prices are the same ¢r inversely in a sense,
but similar iu a quantit+ tive way to the kinds of responses
that customers make when prices are declining,

We nad some discussion in the last
LEAC case abovc this point and I kelieve that there was
some agreement by Rate Counsel's consultants thav in some
areas, particularly the industrial area, that the anumerical
value that cne cranks throuch the model and gets was nct

applicable and I was again at that zoint esmphasiziag that
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I thought that the residantial and ccmmercial calculations
that had bean dcna were rather conservative,

So that I suppcse in principle, it's
possible to do this, but I'am reluctant to make that kind

of an application.

MR, KIRSTEN: That's all the gquestions
that I have of !Mr, Raber.
JUDGE MARSHALL: Okay.
THE WITNESS: I have one more thing
that I'd like to say.
Q Okay.
A 1 have some informaticn concerning cne of cur

industrial customers that I think would bes appropriate to

Q I'm sorsy, I had a note about that,
A -== describe, thare has been some publicity
on the subject recently and it did come up briefly in one

of the discovery meetings.

Q There have been two, as a matter of fact,
residential customers =—- two industrial custcmers at which
thare have been questions about, One is Whippanv Pagper
Company and you have scme more recent information on the
status of that?

A Yas, I do., The ccmpany is in bankrupily

proceedings and it's future apparent.) depends cn either
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a sale of the ccmpany to new principals or the current prin=-

cipals obtaining scme investments of monsy from outside,
Whippany ~2aper has three plants within

our service area whcse status is as follows: there is a

small plant that was shut down in December, 1973, ' The elec=

tricity usage of the plant is approximately eight gigawatt

hours per year. I'm told this particular plant is somewhat

antiquated and may well never reopen.
I
The eight gigawatt hour loss, I believe

is adeguately captured by our current forecast. The plant

was shut down six or more months nefore the fcrecast was

done and this magnitude of the usage or the magnitude of

the salas lost to this plant is really gquite small,

They have a large plant which was shut

down in June of this year and it's usage is approximately

46 gigawatt hours per year and they have a medium=-sized

plant which was shut down late July or early August of this

year and it's usage is abou: 18 gigawatt hours per year.

The long-term dispositicn of the

latter two plants is uncertain at the present time. It

There

depends on negotiations that may still be going on.

was some announcement of this in the press about a month

or so ago about other people who are {interested in taking

it over. If the take cover {s successful, the plants could

go back in cperation within a coupla of mcnths, I gather,
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1€ the take over is not successful and the negotiaticns
don't succeed, the delay in returning thess two plants to
cperation may be longer, and I hava no wav of judging how
these are going to go, nor cculd the Whippany Paper people
tell our own customer services people Low this was likely %o
go.

The total curtailment for the two larger
plants would be in the order of 64 gigawatt hours per y=ar.
The forecast implicitly assumed that tiose two plants are
coperating.

I'm inclined not to propose an adjust-
ment to the forecast under the presunmption that operaticns.
are likely to resume in the not tco distant future,

Q The other one that I think there was ques<

tions about was New Jersey Steel,

A Let me update you with regard to New Jersey

Steel.
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A Continuing.) That plant, if you recall,
that custonar's nlants were shut down virtually completely
ahout a year ago 2nd that was discussed to some extent in
the last LEAC proceedings.

We have contacted New Jersey Steel within the
la,t few days to get an update on their status, They may
resume operations at a low level -- this is the rolling
mill, ncw, not the furnace -~ sometime after the first of
the year,

If they do, the sale® might be as high as
10 percent of their pre-shutdown level, which is precty low,
and I think that's well within the kinds of things that are ;
captured by the forecast,

Full-scale operations or the resumption of

full-scele operations is not certain at the moment, They ,
may be able to resume operation in late '8l or early '82, ;
This depends on the rezolution of a number of questions that!
bear on the profitability of the plant, and these problems !
involve negctiations with the labor unions, recruiting and |
training new crews to operate the plants, and so on, and at %
this point in time there is no basis that I see for changing
the forecast, particularly since thelr earliest assessment E
of a return at any substantiel level is beyond the periods |

of interest for the case being discussed in these proceedings,

< Thank you, Mr, Raber, That's eall the questicns
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g faber-cross 37e. |
. I have, g
‘ . JUDGE MARSHALL: Okay. '
3: R, KIRSTEN: He's available for cross- |
45 examination, ;
,
’ | JUDGE MARSHALL: Off tae record. o
6; (A discussion wes held off the record.) |
7§ JUDGE MARSHALL: Back on the record. g
' : CROSS-EXAMINATION
9! 3Y MR, MARUL:
: lOf Q Good rorning, Mr. Raber.
é llf A Good morning.
§ 122 Q With regard to the whippany Paper Company, you |
‘ _ e said they might start operation again in the not too distant
§ ot futurs, Exactly how distant i1s not too distance to you?
; 15; A I have no way of knowing simply because I suse
: 165 pect they won't tell us anything about the negotlations., I
l7§ guspect the negotiations are in a rather sensitive stage, ;
ISE The newspaper article which appeared about a f
l9! month ago suggested that if the take-over were td go through,f
20i they could be backh in service in three months, That was a
2l§ month 2go, o in theory at least that would bring them back f
22ﬁ wd thin the next two or three months, |
23'3 Q T™at's the most optimistic or pessimistic, de-
. o ' pending on your point of view,
25 ||

A I guess,
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Q And of course the o*ther end of the spectrum

could be never,
A As I oerceive it, that isn't anybody's 1ntent.§
I think the intent 13 to sozehow get those plants dback, I

den't think they want to go out of business,

Q Well, it could bde consideradly longer then two
months?

A It could be, yes.

Q t could be eix months or more, -~erhaps?

A I suppose.

Q Now, 21l the exhibits thet have been produced |
with respect to reductions in the sales forecast produce a

reduction in en amount of gigawatt hours per month, but

there's little or no additional specificity with rezard to

time of day or time of week in which those reductions would

oceur, Would you agreze?

A That's correct. We have not been forecasting

i1t at that level.

it P

Q And Mr. Steger was apparently, &s & result, no

given any insiructions &s o Lhow to treat that reduction in

sales, and I believe it's & falir characterization to say be-|
|

cause it was very difficult to do it any sther way, he assured
|
that all the sales and 2ll the hours go Jown Dy the saze |

percentage, Did you near hisz testify So chalid

A I heard niaz say thal, yes,
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Q licw, I think the record that we've developed

|

|

over the last couple of days pretty well indicates that de- |

pending on whether or not the conservation occurs in an on- |

peak period or off-peak period, that the price of displaced |

electricity can vary significantly, deperding on whether or
not the incrimental source was coel-fired or oil-fired,

Based con your experience, there's conservation

Could you give us any generality as to when that conservatior

would be expected to occur?
A I would say that there are things going on in

the world that produce conservation across the dboard., There

ere steps that the Company iz taking that would produce con-|

|
servation or load shifting, ir you will, that are Specirical}y

eimed at the high cost pericds of tirme,

Those kinds of activities may not lead to very
much of & change in net sales, They xa8y simply shift the
gales from a high-cost period to & lower=cost period,

“ ¥Well, that's load shifting, not conservation
in the sense we're addressing it. Isn't it & natural reduc-

tion in gizewatt hours?

|
?
|
|

’

|

|
|

|

I
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A That's right, Well, let me speculate. Indus-
trial sales are forecast to go lower per hour July forecast
than they were earlier,

I would not characterize that as a conserva-
tion-induced mechanism. I think it's driven by the economy,
but nevertheless, much of the sales would be lost during the
daytime, during the afternocn at peak times, and could con-
celvably contribute to a reduction there,

Cn the other hand, losses in commercial sales
might well be in off-peak hours, For instarce, stores are
closing earlier or air conditioning usage x2y be less, for
some reason., That could be elther on-peak or off-geak, On-|
peak, in my thinking, is the middle of the afternoon, sort
of .

Q Mr. Gentieu -~ first of all, before we zet

into that, how broad a period 1s considered on-peax versus

off-peak, and I note that Mr, Gentieu, in talking about the

PJM running rate, in some of the assumptions that he was go-
ing over this morming, noted that about two-thirds of the
time the price was representing displaced oil, and one-third

of the time displaced coal. \

Would that be of any relevance to tnis de- ;
terminatiosn of what's an on-peax nericd or off-peak neriocd? |

A It aay well te, I suspect tkat deterainaticn

has a lot to do with how you want to use the resulis, wliat
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the application is.

Q Essentlally, then, could we say if ycu had a f
racsory thai was doing tusiness one shift a day and five dayg
a week, and then that factory closed for one reascn or anothér,
that that sales reduction would largely come out of the on- E
p2ak period? ?

A Probably, but by the same token & factory that!
was operating two shifts, a cutback would cut off the secondi
shift, no3t likely. |

Q Well, the second shift would run fromz about,

sh, just rough estizates, maybe 4:00 or 5:00 in the after-

A t Seams reasconable.

|

|

|

|

|

noon maybe till soxewhere arcund aidnight; correct? !
Q And in the scenario where the Company cut back:

fron & two-shift-a-day operation to a one-chift-a-day opera-i

tion, the whole second saift isn't from the off-peak period,

i

!

is 1t? §
A The large percentage of it certainly would beJ

‘ |

I'a not sure where you want to meke a clear boundary between
the off-peek and on-pesk pericd, but I would guess that unde?
|

nost condiiisns, the load is dropping off falrly significantly

from the peak value by 6:00 or 7:00 o'clock at night.

Q I take it you're not an expert with respect o
the loed curras 22 the Cozpeany toroughout ine day and with
she increzenzal source of fuel for the increscental source of



nater-crecss
electricity 1:,
A I'a not well versed In
nesges, I do not watch the dispatching of individual units

and the costs assocleted with those dizpatches particularly

|
|
|
S; closely.
l
I

6 Q oW, in telking avout stores, commercizl cus-
| l
7 || tomers that are cutting bdack, I zusss, would it be fair to

|
8| say that the typical store is open six, raybe seven days a
9 || week and the hours of operation mignt be from rsougnly 5:00

10 | or 9:00 in the moraing to 9:20 or 12:00 at nizht?

S 11 A There are many stores that prov2bly keep thosa
; 12' hours, yes,
‘ 13;H Q I guess there's 2 few cupermarxets that stay
14 | open 2ll night, in addition?
; 152 A Yes,
? 162 Q nere's very few stores that cpen unp &% == '
17i maybe & casino or two, but that's n§t in your service toy, i
lsa that may open at 9:00 at night, stay onen all night and i
195 close in the morning. !
; |
20 | A I'd be surprized if they closed, |
21{ Q Now, with respect o the residential usage, i
22 %when would you expect ccnservatisn to occur; in the =middle E
23 ||of the night or during normal wakinz houras?
. 24 A Certainly thers would ke acme during normal

7
25 waking hours, if the hesasinz 1load or air conditioning lsad
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15 reduced for one reason Or Lnoiner,
2 What sre notential --
A I cculd sse soze poteantial for conservation at

niznt, also.

Q And cculd you describe that?
B For the sizple reeson that that is a2 logical

t4 =8 to conserve on the things like alr conditioning and
peating load., It's easier perhaps o dial your thermostat

up or down, as the case cay be, at ight while you're at

sleep, further in order to conser'. =oney, really, than dur-|

ins the day when you're up and abou: end might feel the dlis-

comfort far greater, So, I'a not clear on exactly which way

that would go.

i
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Q with respect
what proporticn are they of your cotal resicdential custoners?
A In terms of customers or in terms oi usage?
Q In terms of customexs.
A The number 10 percent sticks in my mind, but

lat me chack.

Q That's a good approximation. I am not looking

for an exact figure.

A Okay.

'+ kxnow whether you were hera on Wednes=

Q I don
day but we had a large nunber of unhappy people, Yous custo=
mers.

A 1 was told.

Q And a lot of the testimony given by those

customers essentially was that they have cut back, some

are electric heating customers, and I pelieve scme sald

that they have cut pack on their thermostats as much as

they can bacause of the price. I take it that that is a

pratty good example of price elasticity? Are not as a

of the numerous increases that have occurred last.

'+ it reasonable to assune

result
year, a year and a half, isn

that there s limited additional price elasticity for

cutting back your stherzostat at anlght and if that was the

easy place to cut back that it Rhas already been ione?

4R, XIRSTESN: I have a gr2ac deal of
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confusion with the guestion,
MR. MAXUL: I will rephrase the gquastion.

Q Prica alasticity, I guess, 13 a continuing
phencmena, correct?

A It continuas but not necessarily at a constant
rate.

Q And as orices increase, people do whatever is
easiest or least inconvealent to do in terms of cutting
back should they decide to do so?

A Saould they éacicde to do sc i3 very important,
but the easiest and most convenient thing i3 to, under theix
conditions, is to pay the highesr prices.

Q To the extent there might be individuals who
are not well off, who are having dif7iculty or great con-
cern with the electric bills, and the all electric custo-
mers, isn't it reascnadble to beliave if they had taken
measures +30 far, probably the neastres that occur is cut-
ting back the thermostat at night?

A That is certainlv a logical measure to take,

yes.

Q So if thare is going to ke additional consar=

vation among this group, it might be cutting back during

the day at least to greater proportions than there is addi-

Q)
2

+ional poteatials to cuc back at alght

A That is pessiblz, I cannot say for sura.
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Q with resgect ¢o non=-h2ating customers, the

non=all electric customars, what kind of appliances do thuy

at night

have that run/cutsic cf pessibly alr-conditicners, what

a8

other cass do they have tu

9]

t they would rua at night?
A Dehunicdifisrs, cbviously their relrigerators

run at night.

Q Minimal ligating lcad, perhaps?
A fas.
Q And I guess to clarify at nignht, I mean well

after midnight? People don’t go to bed with the chickens,

A Tho3e are the major cnas that I could think

e With respect to that, to the extent that the
balance of the usages during the daytinme period, I wonder
if you can characterizs the conservation potential among

those customers in the daytime period versus the nighttine

~ period?

A There may well be more activities during the
day that can either be shifted in the nighttize periocd, for
example cooking might be shifted to an off-peak period or
air-conditioning could be turmed down. I think there may
well be some potential for air-conditioning to Dbe turned
down at night., The potential i: there in both tine pericds,
I taink,.

Q wall, aiz-conditicners don't ncrma=ly T all
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That i3 the- seascnal type taing?

“!G&:o
A T+ i3 a seascnal type thing, yes.
Q 3ut the non=ais-conditioning tyFe loads 4o

*and 4o be much more of 2 vear=-round naturs. 2esople will

e .
use their various appliancas in all months?

A That's corract except now the electric heating

-

also have coursg ===

Q Z23, and we are talcing about tae aon-electric

heating customar,
A Zes.
JUDGE MARSHALLs CIf the record.
(vihereupoa, there was an cff the récorﬂ

discussion.)

SUDGZ MARSHALL: We will break for

»



FoRM B0

PENGAD CO.. BATONNE. N eron

10

i1

12

13

14

15

16

17

18

19

20

21

a
cl.

LS

Rater-cross |
JUDGE MARSHALL: Wwe'll go on the rec:rdL
MR, MAKUL: Are we continuing the crosse
examination?

L MARSHALL: Yes,

CROSS-EXAMINATICON (CONTINUED)

BY MR. MAKUL:

Q Yr. Raber, this merning you mentioned that !

some industrial custoamers are to soue 2xtent shifting pro-

duction or use cof electricity frou on-peak to off-peak.

A We were having a somewhas nypothetical dis-
cussion,

< I see.

A At least, that was ay interpretaticn of it,

Q You 4o not have time-of-cay rates cn ycur

largest -- for your largest customars?

A I'n not sure that we 42 or nat.

(A} I see; okay, MNow, weculd it be fair to briefly
characterize your methsod for estirating sales t5 the resi-
dential sector is to deterzine & use-per-c:
2 number of custicmers and then cultiply the two to zet the
usage for the residential class?

A That's correct, excert that i%'s dcne indi-
vidvally for the total elaciric cusiomers and the nan-%ctal

electric custimers.,
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o) Hew, in terms of usage per custcmer, I would
lixe to direct your attenticn to a response to an information
request which is marked Exhibit JCE.

A Yes.,

Q Page 404 essentially is a summary of the 1980
to 1981 projections for residential usage per household?

A Yes, it 13, other than the 1980 that includes
actuals for as far as they're available,

Q How far does the actual go?

A Well, as it says in the footnote, 1980 data

includes six months of actual weather adjustments,

Q So they are weather adjusted?

A Yes.

Q In the forecast, which budgets are they bdaged
on?

A I think that's backwards, The budgets are

btased on & forecast, not the reverse, This is the July fore-

cest, This is the 3-plus-G budget, as adjusted for presentéa- |

tion in the IEAC filing., I think the adjustment is shown on
Page 3 of 15 of the original filing.

~

Q With respect to these projections, what are the

|
|
|

assucpiions rmade in terms of change >f eppliance mix or a
replacement of appliances upon wear-out?

A In the short-term methodology that is not con-

|sldered explicitly, VUhat we do is 2 rolling average of



T L T

CO.. SAYONNE, N 3. STOM2

PENGAD

10

11

12

13

14

15

16

17

18

19

26 |

21

22

23 |

25

Raber-cross 383, |
historical sales 3datc on a weat 2r 2djucted basis, INow,

|
that ioplicitly includes whatever replacement trends have f
existed in the Llimediate past, and that is projected for-
ward into the future, zo whetever has been going on 1s

captured in that sense.

Q So therefbre, do these figures reflect any

change in either of the number ¢f appliances or replacement
of appliances?

A whetever hag been zoing on in the recent past
is captured.

B In terms of the future, is there any additional
essumptions unchanged?

A Assumptions that the recent nast trend will
largely continue unless there is something specilic that we
know of that creates & deviation or looks like it will
create a deviation in the future that is radicelly different
enough from the past trend to warrant en adjustment in the
appliance area, I don't think there is one.

Q These numbers on FPage 404, does thet include
an impact of price elasticity?

A In the sense that I menticrned before of what-

ever the price elasticity impact thatl 1is belng captured by

!
!
1

the rolling average wmethodology.

(]
i

Q The rolling zethodoalogy,

it on Page 3 of JC-+4007?
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A That's correct,
|
Q Could you briefly descride what that means? !

15 that the average salez over the most recent 12 months?

A No. In the residential area, as we were Just
saying, the rolling average projections are based on numbers
of customers, and on use per customer individuelly. The
rolling average goes back longer than 12 months, It goes
back severel years and the historic data over that period of
time, weather adjusted, and these are then fed into the rollf
ing average calculetion,

Q How meny years does that data go back?

A let me check., I think 1375 or thereabouts,

but let me check.
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A (Centinuing.) Frobably earlier than that

-

{

|

|

pire.2bly in year 1370, 1

{

|

Q In terms of coming up with & price elasticity ;
adjustment, essentially could you bricofly describe what is
the bass period that you're loocking at 2s your base level

consumption and how do you go from that to 2 projection of

what the consumption will be at 2 new nhizher price, in terms|

of what base do you start fron?

A I'm confused,
) Okay.
A We've done no> price elagticity adjustment other

than what's implicitly captured in the rolling average pro-

cedure,
Q The rolling average procedure you essentially =--

what you've been doing essentially, as I understand it, 1s

you've been looking et what the consumption has been during

rolling 12-month periods? '

A Right.

Q And you're rmaking an assumption o7 how the

price is go' .z to -- has changed historically and 1is zoing

to change?

-

A No. Ve simply do the l2-month rolling averag

{6 -

procedure and whatever it captures, it caplures, There’'s n

~ -

discrete rdjustnent for that, It's just fzplicitly bduilt

into the procedure,
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Q Kow many price increases, 1f you know offhand,
nave occurred 1a the last 12 moath: and at what month did
they stert having an lrspact on custorers' bills?

A well, in reverse chronclogical order, there
wee an increase in Moy of this year which I presume would
show uz in btills rendered in June, I guess.

well, that was the dcllar increase per resi-

&0

dential custoner.
A No ==

The increece in the service charge in May.

A ves. That was the emergency grant,

(3 The interin,

A Cn th2 p»resent case?

< Yes.

A Tere wes a LEAC adjustment in April of this

vear and & IEZAC edjustment in March of this yeer, LEAC ad-

Juatzent in Septerber of last year,

Q So, essentially there's been three increases,

the March, April end M2y, where Wwe have seen much less than|
|

|

a full 12-month effect on consumption on & 12-month rolling

|
l
average, |
A m™at's true. %
|
Q vouldn't that tend to -- assuming that there

-

are price elagticicy effects, would that ncs tend 0 glve &

result which mizht be sozewhatl different, given that the
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present level of prices are higher than what existed on
rolling l2-month average?

A In theory, I suppose that's true, but ycu're
agsuming that there is a run for on2 linkage witnin a price
increase and some charge in cindwrption, and I'm not == I
don't kncw how to deacnstrate thas that i3 in fact the case
on a short-ternm basis,

I think on a long-term tasls, what you have

said is correct.

Q flow, over the jast year, year-and-a-nalf, rates

have gone up significantly, 2ad I balievas onas shing you said

earlier is that the incone of an individuel hasz sazethi

do W'.th how much he's goinz :o conserva, if at all, as & re-
b F ]

sponse to prices,

A I would expect that would be ane g the vari-

ables, yes,

Q Is 1t possible that someone would resxond to
& relatively small increcse, providing hi: income was ade-
quate, with no conservation?

A That's possibla.

Q And then if there was ansther increase, he

night still respond with no conservation?

-~ -

A That's nosgsible,
< 3ut then afier the whird or fsurth increaze

it starts getiing siznificant both 4n sarzs of price and

ing <o
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otherwise in which he's been sensitized to cost of electrici?y
other than just receiving the bill, then we can start seeing|
a conservation impact occturring for that individual where i
there has been no response tn prices before? l
A That depends on a whole lot of other circum- |
stances., This same individual might have received an 1nccme!
increase in rate of pay and mayte he said that offsets it,
I like my air conditioner, and will continue to run it.
The response is not guaranteed, is what I'm
trying to say. It may happen; 1t may not happen. We have
no way of knowing this or Judging this on an accuracy-wise

tasis.

Q Well, overall you think it is a protty reason-

able generalization that in your service territory that
electric rates have gone up at a much faster rate than dis-

pogable income?

B Over what period of time?
Q The last year-and-a-half,
A Year-and-a-half? I guess I want to take two

;
exceptiocns to that, One is, I'm not sure that -- to the ex-|

tent that that's true, I think it's not limited to our ser-

vice area, I think everybody has seen roughly the same kinds

|
|

of rate increases, and I think it's been established that
Jersey Central dcesn's --

Q Sverybody has seen 2 percentage increase the
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1|
. | game as Jersey Central's customers have. §
| |
2 | & '
! A Not in the very recent past, but thaat was ce-
3
; cause Jersey Central's rates were lower oefore, 30, tuey've|
!
4 " |
| gone up more on & percentage basls Lut evea today I think ' |
5
’ Jersey Central's rates are not higher than Public Service's
6 {
| rates.
7 |
l Q I'm not asking an absolute comparisca of the
8
' rates; I'm asking you the rateaz at which theoy went up coa-
9|
i pared to the rates that dizposable incoue went up.
16 |
: ; A what I'm groping for is the rates atg which
: 11 |
3 | disposable income 1is going up, and I don't recall the figures
’ 1
. 12 |
g ! offhand.
R
] | Q I'n sure it hasn't been -- t
g 14 |
: @ A It's possible it's not been on the saxe order
: 15 | @
3 | as the nominel increases in Jarsey Central's rates, so, yeah,
. 16 ‘
: I think the rates have gone up faster than dispcsable income.
17 | E
!
18 i !
19 | |
I |
20 | {
21! i
g |
22 | !
i }
23 |
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‘Q Thers was a 1530 custcmar energy survey prepared
by GPU sService Corporaticn dated August 1, 1330,
Are you familiar with this at all?
A I am faniliar with it to a limited extent.
Let me characterize that dccument for just a nmcment, if I
may.
This i3 one particular document that
is being issued among, it really wasn't issued until last
week despitaz the date that may be emn it. It is just one
particular milestone in an ongoing program cf custormer
research, that this is a program that gces on centinually
and mest of the information from this program is said cn a
more or less continucus basis into the feracasting process.
MR, XKIRSTEN: Excuse me. The document
you are referring to, Mr. Makul, I think you
have it, the witness has it, but I think other
people may not. W#We have extra copies avail-
able.
If you are going. to go into this fu:ther;
it probably might be a good idea -~
MR, MAXUL: I have no intenticn to go
through it. If the parties would lik2 to have 1
t markad into the record, I have no objection,

sut I was 1ot going tec cdeal with it in tarcs

of specific page by page questions, but rather =--
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MR. KIFSTEH: I am sorry to interrupt.
I thecught if you were going to sgend some
time on it, it may be nelpful if all the parties
have it.

Q I wanted to ask to the extent that additional
knowledge was devaloped from the survey, was it incorporated
in any way in the salas projecticn?

A I would say because the custcrmer services
information is included, put into the forecasting process
on an ongoing basis, it doesn't necessarily await the publi-
cation of some discrete report such as this one vhich came
out last week.

Q There was one section of that survey, there waQ
a question acout fuel or energy ccnservation measures which
customers have taken or plan to take.

Now, I see that there are many measures.
in this survey whera well under 50 percenc of the pecple
have already taka2n many steps, and many people are planning
on taking the additicnal steps or taking the steps for the
first time.

How is that taken into account in the
12 months rolling averaga?

A Well, take your use per customer trend and you

will find it going down rather substantially in 1980 relative

| to 1973.
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3 Is that really so because going back to JCZ,
T look at the 1530 versus the 1931 fisures and --

B dJo, the 1981 figures ara not all that different,

: but the 1980, relative to the 1373 ficures, are cdifferent.

Q From that figure the expacted salss for 1980
for a WTE customer -- what does that stand for?

- den Total :zlectric.

Q That kiné of custormer is expected to use §,841
kiiowatt hours in 1980 and 6,834 in 1981. That is cnly a
difference of 7 kxilowatt hours. Isn't that a rather mocest

amount of electrical conservation?

A You mean the chance from those two years?

Q Yes, the change from year to year.

A Please note the chencge freom 1372 to 1930.
cot

That is a good deal larger. I have/thex here in ny testiceny.
Use per customer in 1979 is 7,004 and 1380 it is 6,841, and
that is a substantial decresase due to both conservation and

the state of the economy.

Conservation steps that ls2ad you f{rom
1379 to 1380 may not all e ccatizral for another year.
Q I believe you said this 1980 to 1981 figure
sonehow implicitly captures a price élasticity effect. an

I wreag?

(5

an not unéer -- 2o

A That's what I said, but

you cars to elaborata ¢on the questicn? Yes, I think that's
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what I said.

Q If you agree to that, furthermore, if the
Company is granted an increase in this procceding and, in
addition, the Cecnmpany's base rate case will be decided some-
tize early in 19231 and pres =cdly the Company will be back
for another LEAC proceeding to gc into effect in March, and
who knows what after that, isn't ther2 a continuing tread
toward bicher prices, and wouldn't we expect to see another
reduction in residential usage as a result of the additicnal
price elasticity eiffect?

A If the incrzases come about in thecry, thers
may well be an additional reduction. If, lets keep in mind

there are forces that act the other way, for instance --
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vou're not referring to she Division of Rate
Counzel, ars you?

kY %o, no, no, I was not, That's not what I had

in mind. %hat I had In ~irnd were things like custonmer in-

come trends, new appliances having higher afficiency than

an applicance thatc {s being replaced, just a2 tightening per=

haps, in a technical sensze, of elasticity, Tke elasticity

dces not nscassarily remain constant, if ycu will, The

core easy steps Yyou £3%a the mora yecu reduce your usage.

1+ iz harder to =2ffect #urther reducticns.

Q T shink cne ¢? the things you cited was more

efficient appliances, That would tend to reduce usage,

correct?
A Yes, it weculd. ,
|
2 and I guess one of the assumpticns is that

{f someone has more incom2, he will go out and buy more

appliances but 1sn't it also possible i{# soreone has more

income he can replace “wis old, inefficient tube 77 set with

a brand new color tolevision set which is 2ll solid state

ané uses less alectricity?

A Color sats use more electricity than black

and white seta.

Q A brand new color +ransistorized set uses

=ore electricity than an cl1d +uke black and white set?

14 +#ubke black aad

A Perhzo»s mere than the =
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white sets.

Q Eow abcout tiie old tube color sets?

A ropably one would use less but on the other
hand pacple might buy refrigaratorzs, £or iaszance, and tead
to replace an existing model with a larger redel that per-
hags has additional features iz it.

Q What iZ taey tend o replace === I Xxuow in oy
perscnal circumstancaes there i5 a space in the kitchen fot‘
the refrigerator and a larger one wouldn't £it in thare Eut
maybe I am the exception.

A in my personal circuastances, mY wifa i3 afterx

pe to do just that,
Q With reference to some of the appliances, a
refrigerator ===
JUDGS MARSHALL: Off the record,
(Wharsupon, thers was an off the racord
discussion,)
JUDGE MARSHALL: Back ca tﬁa :ecoid.
e} with respect to refrigerators, back in the
fifties and sixties, wasn't there a big trand toeward frost
free rxefrigerators?
A Yas, there was,
Q And aren't the new refrigerators desigmed to
be more energy eilicient?

A Yes,
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Q oven though they may be slightly larger?
A They are designed to be more energy efflicient
but the abisclute consumption will ctvicusly depend on the

- -

size also 30 cre can offset a usage dacline due to improved

o

efficiency =y putting in a bigger one,
3 well, has there been any study =0 determine
whather the average refrigerator 13 gjoing to use more elace

tricity than the average refrigarator baing taken out?

A I don't have any specific data right now cn
that, no.
Q Are not fanily sizes generally smaller than

they vsed to be?

A That is true, in general, family slzes are
daclining.
Q Which would %2nd to indicate a smaller refrig=-

erator might be adequate?

A That is a very subjective guestion., Perhaps
people ciwoose to do shopping at lower frequency and there=-
fore store more food.,

Q Are air-ccnéitioners wearing out everyday?

A I assute that they are throughout the ~ervice
territory, yes.

Q And in general are the new air-conditicners,
do chey have iigher energy afficient ratings than the older

air-conditionez?
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A They are supposed to,

Q Would that not tend to indicate that for the
s ane number of BPU's, cooling electricity would be used?

A Yes.

Q And, of course, the ability to replace these
a ppliances to a great extent depends or income?

A Yes,

Q And so it docesn't necessarily follow that
more incoms necessarily means more electricity consumpticn
in all situations?

A I don't know that that follows, no.

Q I wender if you can tell me judgmentally
from Page 4 of 4 on JC-E, why you elected or caze to the
conclusion that it would not be proper to reduce the usage
per customer other than nominal seven kilowatt hours for
the non-total heating customer? What were the counterval-
ing considarations and why did we end up with an end result
of essantially no change?

A I think it was a feeling that the conserva-
tion trend would slow down a bit after the sharp decline
that we're seeing in 1980 relative to 1979 coupled with a
general improvement in the eccnomy next year and the gen-
eral improvement in real and disposable inceonme,

Q I missad the last part,

A A general improvement in the real disposable
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income as econemy improves,
Q pid you make any assumptiocns as to what is
going to happen to electris rates throuyh the bzlance of

1980 and into 19817

A No. We made no specific assumptions.

Q What happens then, do assumption prices remain
wchanged?

A No. That's whet the trend is captured by,

thas moving average procedurae prevails,

Q what evidence do you have that the conserva=

tion effact from '79 to '80 was it and that thare is nothing

more to conserve?
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A I think we need to distinguish between conser-
vation potential and the response that cane actually is going
to gat. The potential nay be there whether there will truly
be a response in terms of real conservation remaining to be
seen.

I think the increase in real diasposable
income will counterbalance the gsneral tendency. People will
be in a racovering econocy nood.

I think that will stimulate -- not
stimulate, but it will keep the usage relatively ccnstant
because of the two cffsetting factors.

Q well, in crder to have an increase in real
disposable incore, don't you have to have an increase in

income which more than offsets inflation?

A Yes.
Q An¢ you think that's going to happen?
A That's whera our economic foracasts are ¢oing,

that in -- tnis is 1981, now?
Q Yes.
A The whela year of 1381, some recovery rough

the early part and toward the end of the year soma significant

straints in real disposable income.

Q Dut if the future trendacontinue along the

lines of the passed trends, particularly those ¢f the last

12 months, alactricity will becorne 2 lazger and larger

portion of an individuval's budget.
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A You'ra making an assumption that I think is nct
warranted.

You're making an assumption that the
trends of the last 12 months are driven purely by this price
effect that you're trying to quantify in some way, and I ‘
think it's driven partly by that, but partly by respcnses
of custcmers in all classes to the general sfata of the
econonmy and that's going to improve toward the end of 13831.

Q I know that the Company is askiac¢c for some

78 million or so in this proc2eding and the balance panding

cbtained, and the Company will prcbably be back for another

fual clause request in March or February tc go intc affect

e e e

in March. I guess whether that's significiant increases or

not will depend on what happens.
Would it be fair to say that characteriza-
tion of the study is that there's a continuing pectential for

mora conservation?

A I think there's a potential, yes.
Q But you're maintairing it will not be realizad.
A . I'm saying it's going to be ccuntar-

balanced by other things, that the sales will or the usze
per customer will stay roughly ccnstant in that interval of

time, and then if you look at the projections beyond that

we will actually resume the historic trend of geing up
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slightly.

] You're saying that conservation will ce offset
by som¢how by more usage by using appliances or intensively
by buying more appliances?

A Whatever, yes.

Q2 Coculd you give me some specific examgles of
which appliances pecple might use —ore intansively or which
ones they night buy which they presently do not have?

2 Well, air-conditioners, for one, frsezers,
additional TV sets, any appliance that you cars to nane.

Q What is your air-conditioning saturation in
the service tarritory?

A I don't know what it is offhand. I can lcok
it up for you, if you like.

Q You think that everyone who ever wanted an
air-cecnditicner has bought cne by novw.?

A I would doubt it.

Q Doubt it. Page 4 of 4 is actually broken down.
I was referring to the total figures for the year, but I
sea it's broken down to a rmonth by month basis and once again
I'm locoking at the non-total electric.

I wonder if you cculd tell me how the
1980 versus 1331 numbers tie into your scenaric of eccacmic

recession through the end of 1380, and maybe bottoming out

or things starting to imprcove in the middla of 19.l.
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JUDGE MARSHALL: FPirst of all, 2s a
preliminary matter, I would like to ask if
the assumption in the question matches your
past testimony or your belief, that the things
will bottom cut and begin to g2t better by
mid 1981,

THE WITNESS: 1I'm sorry?

JUDGE MARSHALL: Part oi his question
was the assumption that you had -~ that your
palief was that things would get battar by
mid 1981,

Is that first ycur balief?

THE WITNESS: Yes.

That is consistent with our consultant's
projections of the Company.

JUDGE MARSHALL: Okay. I Jjust waxnted
to be sure. Thank you.

THE WITNESS: May we go off the record
for just a moment, plezase?

JUDGE MARGHALL: Yes.

(A discussicn was held off the record.)
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JUDGT MARSHALL: 3ack cn the recorxd,
A The numcers that you see on Pags 4 of 4 ara
an interplay between the two effects that I menticned befors,
n amely, a contiruing of conservation trends to some degrae |
coupled with a counter-balancing trend driven by disposadla
income.

The relative impact of these things is
perhaps mora visible if ycu lock at the all electric custo- |
mers where you can see a continuation of conservation par-
ticularly in the heating months. If you lecok at January,
February and again in Decemder, thore are significant de-
creases in thas use per custemer aand that indicates a pre-
vailing of the conservation trend particularly :or that
class of customer where the potential is greater,

For the othar, for the NTE class, the
balance seems +o e a little nit @different, althougl. take
Decerter for instance, December 19381 inccmes would be up
but yet usage is down a 1it+le bit, suggesting the conservas
tion trend has prevalled there. The numbers fall out that
kind of a balance.

Q Under a certain tyce of appllance, group of
appliances that are ralatively enargy intensive, the TV
set, the washing machine, the rafrigerater, whatever,

alr=conditioner, ani as these appliances bresaxk and pecple

go out and buy new onas, Jdessn't this change the appllance



funm r0es

PENGAR (0 SATORNL. % ere0

10 |

11

12

13

14

15

16

17

18

19

21

22

23

25

Pabar = cronss

404
aix coatinuously ia the sarvice tarritory?
A I'm troubled a litile bit wish some of your
wexds, as appliances bra2aixz and are replacad,
Q Yes,
A That's on2 of the thiags that happeas., The

cther thing that happens includes buying more of certain
tyres of appliances, and perihaps not buying more of other
things, and that's what changas the pix of agpliances in aé—
ditioa to just replacement of older appliances with new ongs.

Q Let's focus on replacenent of appiiances thaé
break,

Is it nct true that alaost by definitibn

as the colder one breaks, it's replaced with the new one?

A Generally speaking, I'd say yeah.

Q And is it not true that appliaance manufactnrets
today are making appliances that are much more efficient
in temms of energy usage than say eight to 10 years ago?

A For some appliances, tl.at's true,

Q And s0 as a result, regardleess of a pricq elas~-
ticity effect or whatever, an individual has an arpliance
that breaks, as long as he has the money or the credit to

replace it, there will be an incidental effect of more ef=-

ficient usage?

A Zut as you yoursell have poinzed out, thas's

an ongoing trend and that's captured in the foracas:.
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Q But it's ouly beea in the last few years
though that those appiiances have gotten that =uch zcre el-
ficieat. Isn't that tIue?

A That's trua and if you lock at that trand par
usa of customer, I fhink you see taat reilacted, The use
per custcmer of the total non-electric class is sert of a
saturating girth which ===

Q Whea tois exuibit was prepgared, July 1530 was
the forecasted, ©Do you bave a weather adjustmeat of the

astual July?

A Ye2s, I <o.
Q Can you tell me what that is?
A On a total basis, the weathsr adjusted actual

is 1071 gigawatt hours.

Q Do you have it worked out to a usage per custo-
mer basis?

A Hot off-hand but we can get that fairly readily.
The number that I quoted you is for the total ccnpar; and
that included commercial and industrial and other classifica-
tions as well,

Q So that was in terms of replacing a forecasted
number with an actual number. If we look at Page 3 of 15 cf
JC~A, I take it that the 1380 July figure ian the first column
at the top of 1031, that i071 is the actual numbar that would

replace it?
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A I'm s:7wry, just give ne a moment to find the
page that you refer to. Three of 157

Q Page 2 of 15 of JC=a,

A Now, you wish to replace the July number on
this tabla and you r=2ad a number of 10917

Q Yes. You just gave a figure of 1071 as being
tha actual.

A Yes. The 1071 would replace tha 1042, There
is two colunns to the right of the 1091, There has been 2
downward adjustmant, 49 gigawatt hours to adjust the budget
number to the July forecast. S5So that the 1071 replaces ths
1042, I thiak.

Q Would you be able to provide us with ==~ not
today necessarily =-- with from Page 4 of 4 the residential
xilewatt hours per customer =--you have ‘he estimates there
for July of 635 for the non-total electr .c, 782 for the all
elactric, Would you be able to calculate actual numbers

based on the more updated figures?

A Ycu mean the actual use per customer?

Q Yes,

A Yes, we can calculate those.

Q There was a nine plus threa budg#t last Sept~-

exber and three plus nine budget which came out about April

of this vear. I wonder if you would alsc Se able to crovide

for us or calculate frcm those budgets the average use pers
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customer for both non=-total electric and all elsciric so we
cculd compare thicse to the actuals that were axperienced in
January tarouga July of 15030?
A We can certainly provide that informaticn,
Q Ckay.
MR, MAXUL: 7T tnink that's all,
JUDGE MARSHALL: Ckay., Miss 3ello?
MS, EEBLLO: #We have no questions,
JUDGE MARSHALL3 Mr, Salradnik?
CROSS EXAMINATION
BY MR, SAHRADNIX:

Q Mr, Raker, while I was listenirg intantly
when you wers discussing about your inability to reall’
quantify the price elasticity, and in essence what I under-
stand you as saying is it'm basically a fallure to be abdle
to predict tha reactions of the pecple, your ratzpayers,

tn increase and decrease?
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A At any cna point ian tire for any specific ia-
crease, yes.

2 dave you nad the opportunity to attend any of
the nearings in the service areas on this natter?

A I have not had the ooprortunity to do sa for
this case, Dut I have in the past occasionally attanded
hearings, yes.

Q S0 you are unaware, then, of the reactions of
people and, for example, in Ocean County, which I represent,
to this propcsed increase and past increases, correct?

A I have been told of the resaction 2f the people
who wera hare the other day. I kncow that the Company is very
sengsitive to tais.

I do not think the Company takes this
lightly. I think the Company appreciates the difficulty
that particularly people in low income brackets and senior
citizens have with the rate inc:egses and they are not asked
for without soze measure cf concera f{or them.

Q Are you aware, has the information been cecn-
veyed to you what the attampts of these individuals, the
people who appeared at the meeting were with respact to
conserving electricity and their view as far as their intent
to do all possizle to conserve electricity?

A I have heard that expressed. I den't Xncw

Jow to guantify that.
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g Are you familiar with the makeup of Ccean
County, the rasicdential makeup with respect to the percentage
of senior citizens?

A I personally am not all that familiar, People:
on my staff are. I gather that thers are many senior citizens
in Ocean County?

Q That's correct. Are you also fanmiliar with
the fact that a lot of people, basically, it is general
kncwledue, have moved dcwn to the area in an attempt to
escape the higher prices in north Jersey?

A May I ask you a questicn?

Ara these, particularly the senior citi{

zens, aware of the Lifeline Benefits and the other benefits
|

that ars available to them in the way of mitigating their
utility bills?

Q No, sir, I don't kncw that I scecifically can
answer that. I think you would have to perhaps come down to
a heacing and maybe that can be asked through the people who
are attending in OceanCounty. There have also been/gggihiza—
tions, for example, the Peopla's Utility Fight and the
Wattless Wednesday Movement that are active in Ccean County.
Are you aware of then?

A I am aware of the existence cof these organiza-l

tions, yes.

o And the fact that they are advocating perharps
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| with respect tc energy conservation throughcut the aservice

area?
A S0 are we.

MR, XIRSTEN: I night say in that regard
that the questions of rate design, which I
think is irmplied in Counsel's question, the
queation of time of day pricing, the effect of
conservation on rate cesign, are areas which I |
think are more within the expertise of Mr.
Carter who has submitted testimcny on rate
cesign.

Ee has addressed the gquestion of low
management programming and the time of day
price experiment and some of the paople that
Counsel referred to in Toms River complaints
were with the time of day rate, and that is
an area that !ir. Carter has specific knowledge.

MR, SAHPADIIX: I would like to follcocw
up with some guestions, Judge, specifically
witih the concept of price elasticity and
residential users.

Q Given the information conveyed to you frem
some of the statements made by the pecple at these hearings

and your knowladge of the larger citizen makaup of the

community down there, aren't you in a better pesition to
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| Ocean County there i3, giving all of the criteria, the move-

11 |

12

13

14

16

17

18

19

ments to promota conservation, statements at the public hear-
ing, don't you feel that you can realistically expect a
conservation greater than that anticipated in the figures
which were just revealed?
MR. KIRSTE!N: I have to object to the
form of the question because the testimony
at the hearings was not only taat there was
conservation, but that there were in many
instances the inability of some of those
people to conserve any more which would in-
dicate a lack of any further srice elasticity.
So that the implication that the desire
to conserve, and there is also testimony that
that desire to conserve had reached the maxi-
mum point and there was no longer any rocm
for future conservation, so that the implica-
tion of the question in view of the fact that
Mr. Raber waa/%%%rs and aware of all the

testimeony that was submitted or “he fact

that thare was such testimony, I think may te

somewhat misleading.
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JUDGE MARSHALL: An ctjecticn has Deen
lodged to the form of yocur questicen, Do you
want to answar or do you wish to withdraw the
quastion?

MR, SABERADNIX: Your Ecamor, I édea't
recall the testimony taat Mr, Xirsten has
stated, but perhaps I can ask it this way.

Q There certainly is a potential IOor more con-
servation in Ocean County ir this service area than you
would admit, correct?

A I think taere ia a potantial for consasrvaticn
everywhere, yes,

Q The movements that you are awarz ci, the

the
People's Utility Fight, / wattless-iednesday Group, thage
are scmething that have occurrad in the recent, let us
say, five to six montus to take on significance, i3z that
correct?

A Yes, Lot me agree with ycu that I have kteen
avare of them for about thaat long.

Q And to the extent that these efiorts ars
being undertaken in your service area, serparate and apart
from the Company's own affor:s, isn't it realistic to as~
sume that there will be a greater cdegree of conservation
thaf was originally anticipatsd Dy tha Coapany?

A I doa't aave aany Sasis to draw that conclusion
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for the following raasons:

One is Ocean County is a porticn of the
Company's servica area and the numbers that I an quoting
here are representative of the service area in its entirety.

Secondly, it depends on whether the
conservation actually takes place and rot what the potential
is, The poteatial may be there. It may not be related and |
as Mr. Xiraten has pointed out, there have been scre dis-
cussions at least of an inabiiity, or call it inability to
conserve further, Half the peopla in Ocean County have

takxen the easy steps and the next cnes ares going to be very

difficult,
Q But Mr. Raber, you don't know that, do you?
A No, I don't. That is why I cannot quantify

this price elasticity effect that you are groping for any
better than I can., I don't know,.

Q And certairly you are net saying that the po=
tential for comservation has peaked in Ccean County or any
whera else in the serxvice area?

A ¥o, I am not saying that it has peaked.

Q Let me ask you, directing you to cme other
area, inguiry. In the past few days you were volunéeered
as the expert to updata us oa the activity of the Company

4.

with respect to the use of refuse to generate electricity.

A I remecber being sc volunteered,
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Q Could you update us on that?

A I will give you the benefit of what knowledge
I have. Please understand that this effort is not being
conducted through my department and my knowledge of it is
not very detailed,

Q Would there be someone else more appropriate
to give this answer?

A Let me say what I was going to say.

MR, KIRSTEN: I think that Mr, Bright
made some specific reference to the use of
the project, for the use of refuse 2s a mattsr
of, I think it was in South Amboy, in his
testimony which was given on Wednesday, I
believe,

MR, SAHRADNIXs: That's correct, but
in pursuing the matter, Mr, Bricht stated
that Mr, Raber would be able toc update us on
current activities in his capacity of planning
and what have you for the Company and I was
wondering if we can get an update?

MR, KIRSTEN: Go ahead,

THE WITNESS: Let me update you. The
organization that is interested in building
a pcwer plant, fuel by refuse, is Resource

Recovering Assoclates, Jersey Central actually
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fas a lester of inteat with Rasourca Nacovare
ing Associaces to pursus energy Irca them from
such a plans. it i3 my updsrstanding siat
Resource Recovering Associates has lined up

a refuse screan and coatract for tais rafuse
stream tluat they are ncw in the proceas of
lining up Zinancing for the plant and iavolving
otaer taings such as real estate negotiations,

The plant ia guestion would be dasigned
to deliver 100 megawatta to the system., The
construction time for this plant would de
about taree years and there would be at least
a year iavolved in wrapping up the financial
arrangements and so con couplad with licensing
activity and that presumes a well-expedited
licensing effort which the Jersey Central
people hope will come abcut,

The key point feor it particularly for
the purchase of this proceeding i3 that plants
cannot be on=-line in less than about four years
which means it can have n> impact cn: way or
the other to what in thoe pericd of tize of
interest to either oI the cazes being discussed
hera,

MR, SABRADNIX: Thank you. That's all
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JUDGE MARSHALL: Por clarification,

the Resource Recovering Asscciates, is that

the group backed by Cembustion Equipment?

THE WITNESS:

I'n sorry, I don't kaow.
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Raber-cross
FURTEER CROSS EXAMINATION
DY MR. MAXUL:

Q I would like to ask a couple of followup ques-
tions prompted by Mr. Sahradnik's particular guastions,

As you are probably aware, there are

sone electric protest groups in your service territory, and
my understanding is that some of them are advocating using

as little electricity as possible as sort of a free speech

| expression of their displeasure, a political statement of

their displeasure with Jersey Central Power & Light in their

rates.

would it be fair to say that if, indeed,

thera is any r >rt of response by customers in such a way
that this is something that goes beyond normal price elas-
ticity?

A You're suggesting a strike, if you will, and
suddenly somebody does sonething?

Q A usage strike.

A A usage strike. If that were to persist for
ary period of time, I would say yes, that it might be scme-
thing above and beyond the norwal trend.

Q And the f 'racast that you make is based on
past trends, such a movement is a deviation from past trends

and, therefore, would not be captured in the methodology

to project sales?
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A

user strike.

2

418
That is correct. I offhand recall no zajor

Meither do I.

As one nmore information request, on

JCA, page 3 of 15, the seccnd column is the adjustment to the

A

' budget sales, and I am wondering if you could break that cown
. for us in an exhibit or whataver, inte the major groups of

fresidential, coammercial and industrial.

Yes, I am sure we can do that.

MR, MAXUL; I think we have another
request,but we can deal with you during the
break.

THE WITNESS3: I'm not surse I like that,
you will deal with me during the break.

MR, MAXUL: I will ask you -- it is an
involvad thing that I think we're asking fecr.
JUDGE MARSHALL: Any redirect?

MR, RKIRSTEN: No.

JUDGE MARSHALL: Are thera any further
guestions from anybody?

(No rasponae.)'

JUDGE MARSHALL: Wwe will take a 15
ninute breax now.

(Wheraupen, a racess was taken.)
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JUDGE MARSHALL: We'll go back on the
record ncw, 7he Court Raporter will swear
the witness in.

H. LAWREINCE GOLDSTETINWN, called as a witnass
on behalf of Jersey Central Powar & Light Ccmpany,
being duly sworn, testified as follcows:

DIFECT ZXAAMINATION

BY MR, RKIRSTEN:

Q Mr. Goldstein, will you pl2asa tell us the

nature of your positicn with GPU organization?

A I'm tanager of Fossil Fuel Torecasts and
Plaaning.
a And are you familiar with the feossil fuel fore-

casts which were incorporzted in the varicus exhibits whica

ware prepared by Mr. GCentieu for the purpess of thass2 pro-

ceedinga?
A Yes, I aa.
9 And are ycu prepared to support tha estirates

of forecasts of the costs of oil, gas and coal a3 set forth
in those exhibits?
A Yes, I am prapared.
MR, XKIRSTEN: Mr, Goldstein is avail-

able for cross examination
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CROSS ZXAMITATION

| 3Y 4R, MAXUL:

Q Good afternoon, Mr. Goldstein. !r. Zecléstain,

fer the clause

ing fuel oil p

period, what assumpticns did ycu make recard-

rices, that is to say, the averags prica for

fael oil consumed in this proceeding, would that ba found

on JCA 3, page
A
Q

A

Q
various tyces
for No. 2 oil.

A

Q
is 36.777

A

2 of 372
Can you repeat the exhibit?
JCA 3, page 2 of 3.
Yes, I am.
The guestion?
Yes. The average prices assumed for the

of fuel oil, I take it it's $40.83 per barral

Corract.

The price for ldo. 6 oil, .3 percent sulfur,

Correct, for .3 percent sulfur,
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Q And for ona perceat Lo, 6, it is $30.30?

A 2hat's correct.

e ARG Lhat cocmas up with a weighcad average
price for o, 6 @il ¢f 33.24 and 2 sotal average oil ccst of
37.542

A Thaat's corrsast.

o] liow, ©of zcurse, if you are adle €O 2ake the
gas adjustment, these nuzlers ccie down screwhat ca the

basis of given some coasuzption?

& Aad generation.
Q And generation, I see you made no express

calculation for any six oil higher thax one percent sul fur,
i s that correcs?

A That's correct., wWe do not burn anything above
one perceant sulfur fuel oil.

Q Put my cross—examination of Mr. Steger this
morning, he indicated that the Central dudson Plant burns
a high sulfur, I believe it is 2.3‘;e:cen: sulfur six oil,

A Central Hudson 2Plant Zges.,

Q Aad is order to calculate an escalatiom rata
for the cost of that unit, he had to get an oil price es-
calation from somawhere and s0 he used tae oil srice escala-
tion that I beliesve you dJdeveloped.

A Centrzal Judson Plant is not cne oI our plants,

It ‘s not a cersey Caxtzal glanc.
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Q I realize it i3 not an Jersay Central plant,
but 4t does burn fossil fuel and in order to develcp this
Levelized EZnergy Adjustment Clause an assumption haa to be
made as to what the price of this fuel will bc.at that plant.

I believe Mr. Steger indicated that he used Jarsey Central

numbers.
A Zscalation aumbers?
Q Yes.,
A That probably is correct.
Q That would mean that he was using your escala=-

tion assumption for six oil, I would imagine, siace that

plant burns six oil?

A Yes, that is true.

Q Sut it is a different grade of six oil?

A Right, it i3 a high sulfur gradae.

Q Would you expect tiat a high sulfur grade of

six o0il would rice in price at the same rate as the .3 per-
cent and 1,0 percent?

A prior to March, I would have expected that
to cccur. ihat has happened in the marketplace is the
high sulfur grade of fuel oil has not escalated as every-
body expectad them to escalate., The fact, of course, is
that it has come down. What I have projected in my escala-
tion razs was asproximataly a $10 a barrel increase in the

cost. MNcw, to the extent that costs are now firming up,
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we could very well arriva at a $10 a barrel iacrease over
the year,

Q By a 510 a barrel increase, ycu ars %talling
me a $10 per barrel increase in all thrse types of oil,
the No. 2 oil, the low sulfur 6 and cne percant?

A I woﬁld take that back and say from the point
in tinma we are today, from the peint in time that we have
our budget, the $10 would hold true fovr the distillate oil.
We have in there about a $4 per barral increase in the cost
of the resids and that would be relatively acrecss the board.

That vouid e to the end of the year,

Q To the end of which year?

A The end of this year,

Q The end of 15802

A The end of [380, You want it for the whole
LEAC period, is that what you are asking?

Q Yes.,

A The cost I would project over the LEAC period
for the distillate and the resids are as follcws, and these
would be a purchase basis as opposed to a burned basis,

The cost of distillate oil I would
project over the LEAC period would increase from September
through August by $7.23 a barrel, The cost of 3/10ths per-
cent sulfur o0il weould increase by a total ccst cf $§6,33 a

barrel, The cost ¢of cna percent sulfur oil would increase
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by $5.20 a barrel, I would suspect that to ths best of
my knowledge, I would suspect that you would see the same

thing for higher grades.
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2 Is there any dccument in the 3ubmissions mads

for this proceeding where we could spotthose increases?

A fes.
2 Which cne is that?
A JC=-P.

Jould you give us ¢ moment to find that.
kR That would be pag2 4 of 5.
Q I beliave for the purposes of the clause, how-
aver, tha fuel clause that i3 taken into account is the fuel

clause as burned.

I wonder if you can explain how the num-
bers in JC-F, page 4 of 5 which axe the as surned, hcw they
relate to page 2 of 3 of JCM-3 which 2re the a3 burred.

A The purchased ccsts are the costs that we
predicate cur escalaticn on. They ars ralatod to the a3
burned costs via inventory adjustmants or inventnry to the
extent that we purchase oil, it goes on to the inventory or
we have a weignted average cost of the inventory and that
is what they determine as the zs burred ccst, so if a station
that has significant inventory, your cecst, your ourned cost
end to lag your purchase cost by one dollar or so, and I
think that we can compare the purchase cc3t with the burn
sost and sea this.

For example, cver tle test year filing

vl
r
]
v
.
-
o
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I hava an averaze cost of 2 oil of 22,32
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'cn an as burned basis of 2 oil is $40.38. The difference

represents inventory lag.
For the 3/10th percent sulfur fuel oil

I have an average purchase cost of $37.57, and a burn cost

f of $36.77. a difference of about $1.00.

Por the 1 percent sulfur fuel oil we

. have a purchase cost of $31.52 which we ares forecasting. The

j burn costs we have are $30.30.

Now, these are on a non-adjusted basis.

' when we adjust for gas it changes a little bit because we haﬁo

of

o a changa in the mix/fuel, so that is the relationship betwesn

1 the burn cost and the purchase cost.

Q Now, this inventory lag, the time between which
the oil is purchased to the time it actually comes burned off
in terms of, es it is treated, do you use what is called a
first in, first out accounting basis?

A We use a weighted average cost basis which is

' not first in and it i3 not last ocut. It i3 not FIFO and it

is not LIFO. It is the weightsd average cost.

Q I wonder if you can explain about what kind of
time lag do we have when you are talking about inventory lag,
between the time when ycu make a purchase at a price and that
price winds up being reflected through totally in the burned
rate?

A Cur inventory policy has been abcut 20 days
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supply for each staticn for residual fuel oil. For distillata
fuel oils which are primarily used in the ccmbusticn turkines
we try and maintain a 50 hour to 100 hour requirement so cn

a residual basis the 20 days represents almost a menth so

it might be a month lag, but then on top of that there ars

all of the inventory adjustment losses in producis which aral
not acccunted for in the purchase.

Q If I might back up a few steps. 7With respact
to Central Hudson, I balieve, am I correct, that your final
position on that is that the 2.8 sulfur oil that is burned
there would not be expected to escalatein cost at the sane
rate as the 1 percent or .3 percent sulfur oil?

A wWhat I am saying hare is that to the best of
nmy knowledge I would think it would approximate. The absoluée
cost increase that we see for one percent sulfur may be $5
a barrel, $5.50 a barrel, irealizing, of course, that there
a.e market forces at play here.

Q well), all right, maybe you can explain what
that means.

In making your forecast, did yocu ini-
tially disregard that there were market forces at play?

A As I said, I am primarily concentrating on
forecasting Jersey Central Power & Light's escalation,

not other escalations, not other fual escalations,

Lat me expcund cn what I mean by nmarkst
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forces at play.

The current price of 2.3 percent sulfux

. fuel oil is fairly depressed at this point because there is

10 |
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not a big demand in the New York Harbor. The New York
Harbor i3 essentially 3/10ths of a percent sulfur fuel cil,
80 to the extent that there is not a damand, the price is

decreasing or lcwer than what the traditional relationship

? would normally be.
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A (Continuing) In New England, which uses high

sulfur fuel oil, the price would be more reflective than

that, iow, in terms of dollars --- well, most of our product,

most of our reaidual fuel oil comes from Venezuela or the

Caribbean.

17 we use the official minimum purchased
price of Venezuela, we end up with these differentials, about
roughly an $8 barral difference Letween the .) percent sul=
fur and tha 2.8 and rougaly about a $4 a barrel difference
betweaan the one percent and 2.3 on an accurate basis.

Q Thosa are the cfficial prices, I believe you
sgated?

A Those a'e the official prices. If we got to
spot prices, spot cargos in New York Barbor, the price d&if-
ferential is essentially the sane. |

Q Is not the market for cil to some extent

greater than just in cne harbor? Isn't it an internmational

supply and demand situation?

A Yes, it is, but to the exteat that .3 percent
s ulfur fuel oil is primarily ccnsumed probably roughly 90

percent is consumed in Liew York Harbor, zhat's where the

mar'set is.

One percent is a commodity that's
xnown as national. 2.8 perceat is sulfur residual fuel

oil, a product that's primarily scold in liew Zngland.



tunm 10

erour

PENGAD (O SATONNE w0

T2

L]

16

17

18

19

Goldstein - cross 3430

20, insofar as dlifferent grades arce
ccncerned, the markata ara --- distillate oil i3 zrcduced
primarily in the United States, ‘e izmport very little.

Q But it would be very diificult to have a very
high or low price of 2.3 parcent sulfur oil in New York
Harbor as compared to New England in that if that -~ _.e s0,
there would be a pretty luciative business in buying it ia
one place and transporting it to another, I3 that not
correct?

A That's very true, So, what you se2 posted in
New York Harbor =-- about seven montha ago, eight months
ago when there was a supply shortage, distillate =—- rather
residual fusl oil, tha 2.3 percent sulfur, carried a price
tag of $11 below a tenth percen: sulfur gradse, bvi tiat was
an artificial price agaln becauvse thers is no market for
that in New York Harbor.

If you want to try to buy that, the
price would ccxe down %o the tradizional spreads like $5 a
barrel.

Q Now, with respect to the oils that ars burned
by other utilities, the reason why === I realize that ycu
are only the oil buyer for Jersey Central or oil price pro-
jector ===

A 0il Forecaster.

Q 0il Porscaster =—-
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A And Planner, yes.

Q And Planner, however, in talking to Mx, Steger
ke did use your oil assumpticns to forecast waat the prices
of oil would ¢o to the PJM running rate?

A That is correct. lNow, to the extent that thaxe
i3 a couple of plants ta % burn the high sulfur fuel oil, if
he applied the ratas that I used for Jersey Ceantral, then
he's talking about a $5.,70 barrel differantial,

Q You're saying that he would have used the
same escalation rates that he used but ===

A - Exactly.

Q Whicia would mean that he essentially === 1I
guass a corollary would de that the spread between a high
sulfur six oil and one percent six oil would not be increas=-
ing, according to hias assumption?

A That's correct. If you ase the escalation that
wa appliad, you would apply it across the boaxd. To the
extent that the absolute price is different, then if you
apply the percentage to it, you're going to get a change in
dollazs.

Q whea was your foracast of bnrmed prices made
that we see in JC-A=37?

A This represents our tiree plus pine budget
and I startaed praparation oI the 3+3 budget probably ia

January.
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Q And when was the document completed in tha.
form of these numbers that ars on page 2 of 3, if not actually
written on this page, at least where ycu had evarything
together where it would be a simple procass to get these num-
bera?
In other words, when wera your assump-

tions frozen?

A The assumptions were frozen, ch, I would say
in March,
Q In March. What was the status of the markat

for oil in March as ccmpared to now?

A The prices in March were just starting to
decrsase.,
Q S0, we were essentially --
- A Let me finish that. The prices for oil were

starting to decrease for specific grades of oil, primarily
for the higher sulfur grades.

Por the distillate oil, prices have
never decreased. Prices have, indsed, increased over the
last six menths. Low sulfur .3 percent fiel oil,which is
probably the largest grade of fuel that we consume, was
maintaining its price. Let's say the prices wers not es-
calating.

The higher sulfur grade- _.ike 1 percent

jus*

were/starting ¢5 come dcwn. There was scme price movement
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| downward.
Q Do ycu kncw what's happening to the 2.3
. percent?
A Mo, I don't. I would say that the prices were

| coming down there also because I kind of -- I know that in
f April, May, those were the grades, primary grades, that wers

. cut, decreased by the Wnezualan government, By Exxon.

You know, once the Venezuelan government

' decreases those grades, thosa grades are then decreazed by

Q I asked Mr, Stsger this morning if he knaw in

| the various other oil-fired generating staticnaz that are

; within the PJM system, if he knew what grades of oil were

E burned at those various ganaerating stationas., He indicated

: he did not, that he just took the prices or startad with the

; prices that were shown for those units,

A Yeah,

Q Are you aware of what grades of oil are burned

A Yes, I am.
Q Can you review that for me, plaase?
A For the most part, the New York Harbor, again,

Public Service, buras a .3 percent. If wa go out to Pennsyl-

vania, we go up to 1 percent. I believe Celmaxva, Celaware

e A———

PUB—
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and Maryland burn either a 1 percent -- I don't know hew high
it gces. I think it's 1 percent of .3 percent, and thay all
buran the same gradse of distillate.

Q So, ycu're saying that no cne in PJM is Eusraing
2.8 percent?

A Routinely, I can't say that I kncw of anybedy

that is, although you menticned scmebody, the Hudsen plant.

Q That's not in PJM.
A Yeah,
Q I take it that GPU is not unigue in having an

oil price forecasting person at all major utilities, your
countarpaxt?

A I would say yes. I would say that mcst of the
utilities do have ry counterpart.

Q Now, as part of ocur information request, JCA.4,
which was the projections of the PJM running rate made by
PJM and -- I'm sorxy, JCA.2, not JCA.A.

MR, KIRSTEN: A.2?
MR. MAXUL: Yes.

Q I don't know who these pecple are on the cperating
comnittee up at the top there or who are mesbers of the
production cost task force, but I vould imagine that they
received input frcm varicus utilities ofwhat their cost,
projectad costs of fuel would be in terms ¢f coming up with

a PJM operating forscast, Dces that scund logical?
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I don't think we esver discussed fuel pricas.
Never discussed fuel pricas?

I sit in ca the fuel situaticn task force.
Yes.

And that's ccnsistent with all member companies

. of PJM, and I can say that unequivccably we do not discuss




LTI

. erenwr

FINGAS (0

L]

10

1 |
12

13

14

18 |

19 |

16 |

17

Goldstein = Czoas 4346

Q

Well, all right. ©On Page 3 of 9 we have sone

cf the assumptions that went to the PJM running rate pro=-

jection?
A
Q
that?
A
Q

Page 3 of 37

Yes, of that JC=-A.2, Paga 3 of 9, You have

I'm sorry ===
MR, MAXULs; Wy don't we go off the
record for a second.
JUDGE MARSHALL: Off the record.
(A discussiocn was held off the record,)
JUDGE MARSHALL: Back on the reccrd.

Do you see, oh, atout two inches up froz the

bottom of the text there's a listing of assumptions on fuel

prices and tha assumptions there easentially ars that 1380

the price of the oil products will escalate by 20 perceant

and 1931 by 15 percent,

How do thase projections, whirn are

used for planning purposes, compares to your projections?

A

1980, my projection was 30 percent sscalaticny

1981, 20 percent.

Q

escalation?
A

P

So in total you're projecting a 50 percent

No.

I guess you have a ccmpound efiect.
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A No. I'm srojecting a straight egcalation,
Star+in, in Decemder of 1372 I would ascalatz tae oil prices
-y 30 percent. Staring ia 1231 I would escalate oil prices
~ v perceat,

Q What causes you ==-

A Let me continue, Consegueantly, aftsr the 3
plus 9 budget, we lcwered ocur ascalation because we had
three months of actual 3ata in that escalation and 8o,
therefore, whila we initially Ddacx in December indicated

that we would have a $10 iacreaase === +ha 30 percent trans-

lates to roughly a $10 iacraase in the price ¢f resid and
distillate oils. |

After the first three months of actuals,
we than escalated the residual fual oils by $4 a barrel,
So, what we're saying is that our escalaticn rate was more
akin to the 20 percent than the 30 percent.

Q You're saving after tha March mcdification
S

that you're more in line with the PJM prejection for 13807

A Yes.,
2 But you're =—-
A For our budget, for our cfficlal budget we'rae

rore in. line with thas PJM escalaticn rate for 1980, I am

at 20 percent for 1381,

Q And what <o you know that P0M doesn't know?

A wha+ o I know that PJM does not know? That
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is the question?

Q Yes, assuming your's is correct and 2JM's
is wrong, which I realize we're locking at a crystal ball
but obviously that's your belief,

A I think I have more information at my aisposal.
I do not know xy counterparts packground. I happened to
wcrk for an oil company, I happened to work in refinery
o perations, I think I have a very .dequate knowledge of
the market situation, the world supply situation, therefore,
I think I can make an intelligent projecticn of costs,

While we're on the subject of what we
xnow and what we don't know, I would like to go into the
mechanism for my projecting costs,

] Fine. Wwhy not now.

A what I have done and what I have used i3 a
technique which is callasd the cost pass through approach.
This is a technigue that Data Rescurces has utilized and I
believe most of the other econcmetric firms utilize that
as well,

what it consists of is trying to deter-
mine the cost increase of crude oil and thea taking that
value and assigning .it to tiie products,

For example, if the cost of crude cil
for 1980 increased Lty $10C a barrel, then we will say that

the cost of the products would increase by $10 a barrel,

——— . — . S ———— -
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A (Continuing) To the extent that I have tracked
the last threa yzars, I would like to read ' price compari-
sons.,

In 1378, the coat of cruda oil, this is
the average refiner's rost of cruda oil in the Unitad States
from January to Decembar of 1978, increased by 87 cents a
barrel.

At the same tckan, the price of 3/10tha
percent oil which we buy for Jersey Central increased by
$2.49 a barrel.

The price of 1 percent fuel oll increased
by $1.00 a barrel.

The prica of distillate fuel oil in-
creased by $1.38 a barrsl, 30 we wers paying mcrs than the
cost of crude coil, just the sole increase in the crude oil
that cne can say represents the refincr's increase in profit
margins.

In 1979, the difference retween January
and December of 1979, the crude oil prices increased by
$10.52 a barrel. By the saxze token, the price of 3/10ths
percent sulfur fuel oil increased by $49.03. The price of
1 percent fuel oil increased by $12.65. The price of
distillates increased by $11.76.

Por the same period, for 1980, 1980

the cost from January through May of 1280, the ccsts have
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' incrasased $3.04,

The price of distillate oll has incrsasad

by $5.04. The prica of low sulfur 3/10ths percent sulfur

. 011 has decreased by $1.52, and the prica of the lower grade

; of the more sulfur content residual fusl oil, 3.5,

The 1 percent sulfur fual oil decreasad

. by $3.50. The record shows that for every $1.00 of increasas
; in crude oil cost, the utilities, and primarily Jersey Central

- utility as well as all New York Earbor utilites, sincs they

are New York Harbor prices, have paid more than that $1.00,

So the mechanisms wa used for projecting our cost, this ccat

| pass through approach, we tried to Jetermine the coat of

cxude oil and we say dollar for dollar that is passed cn to

the product.
Q Essentially, would it be fair to say that this

method azsumes that the rafinas:- and marxeter will make the

- same margin in terms of cents or dollars par barrel on each

barrel »% oil he sells and s~ the caly thing which is affect-

, ing the market price, then, is the variaticn in the price

of c~ude?

A In a simplistic manner of explaining it, that

is correct.

The difference in sulfur contents ars
in excessive refinery operaticns and costs, but the record

shows that what i3 happening is the refiners are not anly
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taking their costs, but also increasing their profit margins.

Q In your viaw, is oil markating a ccmpetitive
| business?
A Yes, I would say that oil, since thare is no

. government action against the oil companies, I would say that

oil marketing is competitive, ian that sense.

Q Is oll refining a competitive business in that

| sensea?

A Again, I would say to tha extent I really do

not know the costs that each refiner has, I am told that it

' is competitive.

Q Do you kncw what refiner utilization is at
present compared to a year ago or two years 2go?

A Yes, a ys2ar ago it was running at a record rate,
I think above 93 percent.

Currently, I believe refinery utilizatien

j is 73 percent which is a record low.

Q Would you accept, subjact to check, that in

yesterday's New York Times it stated that refinery utilization

at present is under 70 percent, I bellievs it was §3.9 percent?

A I would believe that.

Q Under such circumstances where refinery utiliza-
tion was lower, would it be fair to say when refinery utiliza-
tion is high that thers is soms indication that it is a

seller market and where refinery utilization is low, it nmeans




Fome aees

GaNE w0

FENGAD (0

Goldstein-cross 442
that pecple have spare capacity and things are getting =cres
compatitive, and that is decoming =ore like a buyer's
market for refining, for obtaining refining services?

A I think in the United States' rofineries,
traditicnally, refineries maximize gasoline procducts aad
distillate products.

Refineries do not produce excessive

. quantities of fuel oil. Refineries have traditicnally mada

their mcney cn pass through products,

Up until zany years ago, refineries
regardsd refining crganizations as a loss operatica. That
has all changed. Certainly there has teen a decrease in

he ccnsumption of gasolins. Certainly our stocks curreatly
of distillate cil are quits high, They ars above the levels
that -- well, let me retract that statexent.

The distillats lavels are within the
normal rangs that ths Departxent of Energy has set as a
target for what we need in(ctober. Refineries are back down
cn their refining runs because the tankace is linsited.

In other words, they have an excess
capacity and an excess of products right nov. There is no
guestion about that.

Ecwever, their costs are continually
going up and at this peint in tize I have not seea any

ca for gascline. I have

[

lovering cof the refinery cats p:
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seen lower prices of gas at the stations which indicate to
me that the dealers are decreasing their margin., Their
margin was increased about a year ago or a year and a half
ago where they were allcwed to earn double cor triple what
they are previously earning. Wvhat they are doing stimulates

the market to cut back.
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Q You have r2ad aothing in the newspapers about

major oil companies dropping their wholesale price cf gaso=-

line?

A I read that spot market prices for gasoline

i3 coming down in the Gulf Coast, I have ot read aaything

at this poiat to j.licate that there? has been a drastic
change in the 2finery gate price in thiz area.

Q Is the refinery gate price the same thing,
like if you read in the newspapers about Texaco lowering
their price cf gasoline?

A Yes, but Texaco =-= you are picking an unusual
Comganies, for example, like British Petrnleun, |

situation,

B3P, has access to North Slope crule, liorth Slope crude was

priced at a very, very low price relative to the world mar-
ket prices. 3P had a competitive advantage of about three
cents a gallon of gasoline, 5 cents a gallon of gasolinej
D20, if you remsmber a couple of months ago forced BP to
raise their price and by the same toxen, Texaco has all
tae disadvantages of high prices and to stay competitive

they have to take a reduction ia their refinery price, their

refinery gate price.

Q If there was a reduction in the dealer margin

then that would force the refinery gate price ===

A I have not seen any data that weuld indicate
a significant decreasa ia the refinery gate price.
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Q You hava read nothing in any newspapers or

trade publicaticns to indicate that the major oll ccmpanies

. are lowering their price of gasoline?

A I have read Platts, We get Platts Service., I
read it every day, I kxnow what the market is., I know wbat

you're saying. Again, I say that I have not seen any de-

. terioration of refinery gate price.

Q With respect to the ccst pass through approach,
that assumes that the market conditions are such that the
refiners or dealers, the distributors may be able to main-
tai- its profit margin on each unit of barrel, each barrel
that they handle? Isn't that the bottom assumption which
this whole thing rests upen?

A Let me go over this an illustrate a point,

The price of crude oil from January to oux curreat May went

up $3.04. The price of distillate cil went up $5.04, That

to me means that there is a $2 increase in refiners or dealers'
profits, right?

Q I'm asking you. You didn't answer the question.
What I'm asking is, is the whole basis of this approach, that
a refiner or a marketer is able to maintain its profit mar-
gin?

A Again, my answer is that for every $1 increase
in the cost of crude cil, the cost market approach assumes

a $1 increase in products but it is not there. The product
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ket has been more significant so that in every roll back
the price will not bring us down to the cost market approach
of a dollar for a dollar. "hat I an sayine is that the dol-
lar increase in crude oil prices has translated %o a $1.50,
a 51.60 increase in product price. UWhat you are telling
me 1s that now, we will sece a §0 cent dacrease from the cost
of +that product, I agree that night very wall be but the
mint is that we will stlll see a dollar for dollar increase
in the cost of ithat product.

Q 1t would appear to me, sir, that as sales are

dropping off, the volure consuned of oil drops off and I

think you would acknowledge shat that is indeed happening,

correct?
A Correct.
Q That dealers would f£ind either individually

or in an aggregate, their volume of sales are going down?

A Their volume of sales are going down. The

refinery costs are going up.
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Q Which, under normal econcmic the2ory, would mean
that in order to try to naintain or expand their overall level
f of profits that they might take a smaller margin so as to get
' a larger market share, albeit of a éwindling market?

A Let me rephrase the quastion to you and pose
. this answer.
Q I don't answer the questiona., I ask the gquestions.
R I will rephrase the answer this way.
OPEC, the traditional supply service

| curve at OPEC is now a backward binding curve, backward
binding supply curve.

OPEC is cutting their prcducts and
. ralsing their price.

Q I am not talking about CPEC supplies. I am
talking abcut people who ars marketing in this country and
refining in this country.

A But, you cannot sort the cost of crude oil
. from the ccst of products, and that is my contenticn.

Q I am asking you about your cost pass through
approach where you taka the inputyxrice of crucde, be it from
' OPEC or whoever, as an input into the system and then you are
addingon a pass through.

I am asking ycu a guestion focusing cn
the pass through, act con the cost of crude.

A The ccst increase -~
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MR. RIRSTEN: I am sorry. I don't know
if there is a questicon pending. I have not

heard -=-

Q I guess the guestion pending is that given that

gsales are &wvindling and that before, for example, the refinery

| capacity was over 33 percent indicating that thers was very

much spase capacity around so people would not be in a positicn,

refiners would not be in a position to want to try to expand

their market shara now with refinery utilizaticn at 70

percent that refiners do have spare capacity and efforts to

' maintain market position, maintain profits, wculd try to

19

expand markst spares by perhaps taking a smaller margin?

A T think the refiners ars deing exactly what
the OPEC nations are doing. They are using a backbending
supply curva.

Refiner utilization has decreased, less
products are being made. Therefore, the demand, if it is
maintained at that level, will soon sop up the excess
capacity.

Traditicnally, the market, the demand
for heating oil, the demand for distillate is in the winter-
time, not in tha springtime or summertime. We are approach-
ing the wintertime. That is when demand picks up.

Demand will pick up frem average of

about 2 millicn barrels a day to as much as 5 millicn barrels
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a day during the wintertime so demand is

pick up.

Q S0 you are telling me that
expected seasonal damand?

A That i3 what the market is
what the petroleum market is all about,
demand,

Q And ‘nventories are higher

. the normal seasonal expected variationa?

10 |

11

13

14

445

cartainly going to

this i3 a normal

all about, That is

It is a seasonal

even compared to

A I agree with your questicn, and tc the extent

that the refineries are cutting back products, that is,to

. dry up surplus and create an envircnment for centinued cost

15 ||

16

pass thrcughs. That is why refinery capacity is down.

Q Now, we are in a situation where the refinery
utilization is down, the tanks are gquite full --
A Tanks are only full for cne product, Tha tanks

are full for distillate oil., Residual cil has decrsased and

- is cn the lower end of the DOE level at this point. Crude

oil tanks are very full.

Q Residual oil is a product which you get a fixed

percentage from every barrel of any particular crude that you

| buy?

A Residual oil is a functionc crude.

There are

some crudes that give you more yield of residual and others

that give you less.
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Traditicnally, in the US, our residuai
fuel oils have amountad to about 20 percent of the barrel,

Q I understand there i3 a lot of gas displacement
programs that the faderal government is encouraging and
administering to back oil out of the utility.

Would it be cocrrect in assuming that
most of the oil that is being backed out is residual?

A ““e program was initially set up to back out
distillate oil. It is now being used to displace low sulfux,

intermediate sulfur on thae east coast.
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Q Do you know if Public Service is displacing
oil with gas?

A Public Service is displacing oil with gas,

Q Are there other utilities in that area that

is displacing oil with gas?

A Jersey Central Power and Light is displacing

0110
Q It seems all these things ccmbined would re-

duce the demand for No, 6 oil?

A There is a reduction in demand, EHowever,
given the fact that gas availability i3 not adeguate in
the wintertime, there is a demand for residual fuel oil.

Q But the end effect is, is it not, is that
utilities who are very large users, very large parts of
the market for six oil have been through construction of
nuclear plants and gas for oil displacement and so on and
so forth, a-e they reducing their usage of six oil?

| A The usaga of six oil has fallen off by about
eight percent, 10 percent, Not everybody can displace
residual fuel oil with gas, One has to be able to bura
natural gas in their boilers, Not every utility has that
capacity and not every utility wants to engage in convert-

ing their boiler to a gaseous fuel thot might not be

available in a year's time.
Q So you are telling me then that despite the
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fact that about 20 percent of every oil that comes into re-
fineries comes out as a residual oil and the fact that
utilitiea are burning less of that oil, all of these things
are totally irrelevant and the price of residual oil is
going to keep getting bumped higher and higher as the price
of crude cil goes up?

MR. KIRSTEN: 1I object to tnat, That
is not what the testimony says., No where
does e say it is irrelevant, His characteri-
zation of relevant seems to disagree with Mr,
Makul's characterization of why it is rele-
vant, Ulio where has he said it is irrelevant.,

MR. MAKUL: I asked several questic s
about the cost pass through approach and the
fact that the volumes being sold were recduced
and I beliaeve lir, Goldstein's response was
that the supply ana demand curve is scmewhat
bending backwards and that the spare capacity
might, not that he used the word irrelevant,
but that it is not really a factor and they
are going teo dry up these supplies to maintain
that price.

MR. XIRSTEN: I disagree with you,

He said that the reason that the u‘ilizatisn

18 because they are doing exactly the same



ToRe 1o4s

vroe:

PANGAD CO. BATONNLE. W

4u 3

10
11
12
13
14
15
16
17

18

19

20 |

Coldstein - cross 453

thing OPEC is doing, reducing supplies to
maintain a high price so it is relevant to
prove that notwithstanding the reductioa usage,
the price will still go up. That is relevant,

MR, MAXUL: I guess you misheard me,
Mr, Kirsten, bscause what I said was that Mr,
Goldstein's position was that a change in
usage is irrelevant to a change in price be-
cause === |

MR, RIRSTEN: It is not relevant., It
is relevant in the opposite direction.

MR. MAXUL: Perhaps the witness can
clarify it. The less that is used, the highex
the price will be., Is that the new supply
and demand law of economics we are operating
with?

MR, XIRSTEN: The less the supply, the
higher the price will Dbe.

MR, MAKUL: And the reasor why the
supply is drying up =—

MR, KIRSTEN: Because there is less
demand so they reduce the supply to maintain
a high price.

M. MARUL: And that is so even though

22 percent of every barrel comes out as
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residual?

MR, SAHRADNIX: I object because I think
Mr, Kirsten is getting in a position as to
testifying without having being sworn under
cath,

MR, KIRSTEN: Because the way the ques~
tion is phrased is argumentative,

JUDGE MARSHALL:s Off the record.

(W_ereupon, there was an off the record

discussion.)
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Q

JUDGE MARSHALL+ B8ack on the record.

Do you still have an unanswered gques-
tion or was it resolved in the break?

MR, MAXUL: I didn't have any questions
answered during the break.

JUDGE MARSHALL: Okay.

The other Court Reporter isn't here
to read it back, sc why don't you restate
your gquestion. Howevar, when you restate it,
before Mr. Goldsta.in answers, just wait a
second or two to see if Mr, Xirsten is going
to object. If so, lat him state his objec-
tion.

You can answer, but do not speak at
the same tine,

Do you agree with the general statement,then,

that regardless of how much excess capacity there may be in

the refining incdustry and regardless of how little oil may

besold through marketsrs, that that will never reduce their

margin in the form of a pass through in terms of their --

a margin on each barrel handled?

JUDGE MARSHALL: Excuse me, Could
the Court Resporter read back that question?

MR, MARUL: I'll repeat it.

Are you saying in the clause pass through
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approach that the refiner, the marketer, will always take tha
same narkup on each barrel of oil regardless of how slack
the demand may be for the product?

A What I am saying is that the refiner will ccver
his costs of crude oil in refining costs.

He may back off on his margin a little
bit.

What I have done i3 try to illustrate
that the refiners' margins have increased over the past
thrae years. To the extent that they have increased more
than the cost of his crude cil, he can back off somewhat.

Q But the time pericd from 1978 through '79,
was that not a period of very rapid escalations in tha world-
wide price of oil)?

A Well, 1978 was not. Average crude costs went
up only 87 cents through the whole year,

Q 197972

A 1979, yes, it was, but if we dwell cn 1378 as
a basis here, the refiners' margins more than doubled.

Q would you agree that in the 1979 period that
perhaps cumand at that time was artificially stimulated by
something called panic buying?

A There was & definite shortage of oil in 1979.
The Iranian situaticn developed back in '78 and it was a

backout of roughly two million barrels of oil in the market-
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|

| place. I wouldn't say that it was panic buying., I would

2
| say it was necessity buying.

i Q What was refiner utilization a year ago? 1
| A Pretty close to 90 odd percent, I believe. I
Q And it's ncw 70 percent?
A 70 percent.

Q If there was a shortage of oil, whare did they

get all the oil to refine to get 93 percent utilization?

|
‘I
‘i
|
|
|
|
I
|
|

A A lot of it came out of their stocks.
Q And inventories were getting lower?

l
A Inventories -~ in 1979, the winter of 1979,

there was a panic to build up inverntories of distillate oil
in this country and ~--

Q It was a panic conditicn?

A I wouldn't call it a panic, but there was a

lot of incentive to build up inventoriesbecause the inventory

targets were way below what the DOE had set as an officlal
goal and this is the winter of 1278/1979.

Q As a result of this, this panic, which was
. your word, I'll just call it a determined effort to build up
. inventories of heating oil, rsfinery utilization was high?
A Refinery utilization was high.
| We imported a large amount of distillate.
; Also, refinery utilizaticn was high becausa of gazocline

: preduction which was also being produced. We were maximizing
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distillate, but also producing censiderable arocunt of gasc-
lina,

») We had to get thcse products, it was felt,
in case of a cutoff of supplies and tha rafineries were sitting
very pretty with respect to the fact that it was a nurber one
top priority naticnal program, to get that cil refined in
the form of distilled products?

MR, XIRSTEN: I object to the characteri-
zation of "sitting pretiy"”. I don't know whag
that means.

MR. MAKUL: They wer= able to have a
93 percent utilization.

JUDGE MARSEALL: Could you read back
the original gquesticn? |

(The Court Ra2portaer read back the
following:

Question: e had to get those products,:
it was felt, in case of a cutoff of supplies
and the refineries were sitting very pretty
with respect to the fact that it was a nunbter
one top priority national program, to get that

oil refined in the form of distilled products?)
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JUDGE MARSHALL: And the objection was?

MR, KIRSTZN: The form of the guestion,

I don't know what the characterization "sitting
pretty” is and I don't understand what the ques-
ticn is.

MR, MAKUL: By sitting pretty I meant
that they were able to refine a lot of prcducts,
get and maintain a profit margin and they made
a lot of money.

JUDGE MARSHALL: With that definitien
of "sitting pretty”, dces the witness under-

stand the question?
THE WITNESS: I don't., I'd like it

read back.

JUDGE MARSHALL: Oxkay. Could you read
it back acain?

(The Court Reporter read back the fol-
lowing: "Question: We had to get those
products, it was felt, in case of a cut off
of supplies and the refineries were sitting
very pretty with respect to the fact that it
was a No. 1 top priority national program,
to get that oil refined in the form of dis-

tilled products?*)

MR, MAXUL: I was askirng him ¢o
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ccmzent.

MR, KIRSTEﬁs I really have to cbject
to tha form »f this examination, sir. This
i3 not a matter of commenting and then ccn=
versation, I can't see how you can pass ca
the relevance of a questicn when there's no
guestion.

MR, MAXUL: I think the gquesticn then
ig === I was asking a question, as I recall,
Mr. XKirsten, and you objected and broke the
question,

BY MR. MARUL:
Q How does that compare to the present business
environment that the refiners find themselves in?
MR, KIRSTEN: I object to the form of
the question as irrelevant.
MR, MARUL: It is not irrelevant.
MR, KIRSTEN: What's the :;levance?
MR, MAKUL: The relevance is he's using
a cost pass through approach pursuant to the
same number cf cents or dollars per barrel
regardless of market conditions and he's
citing figures to justify that of 1975 as to
what the pass throughs were and the point.

that I'm trying to make is that the business
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environment that the refiners are in today
is substantially different than the business
environment that the refiners wecse in in 1973,

MR, RIRSTEN: It seems a lot simpler
if you asked him that question, is the environe-
ment different and if so in what way and what
impact did (hat have on the pricing and we can
follow tiie iine of gquestioning., I cannot fol=-
low the line of questioning and I think it's
irrelevant and immaterial the way you posed
it.

JUDGE MARSHALL: It may have been some=
what ungrammatical in certain respects, but it
does have a certain relevancy. So, I'll deny
the objection,

THE WITNESS: Can I have the questicn
read back?

(The Court Reporter read back tha fol-
lowing: "Question: How does that compare to
the present business environment that the
refiners find therseives in?")

A The present busiress environment for the re-
finers can ba characterized as follows: The refiner's ac-
quisition cost of crude oil has increased. That cost has

to be passed along, therefore, the refinery has cut down on

P TEIIIATS. A AP s S O
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a utilization, the refinery has cut dcwn on capacity, and
they're now down to a utilization factor of 73 percent or
70 pexcent.

The major point is that refinery costs
have indeed increased in terms of acquisition of crude oil,
If one buys a barrel of oil at $35 a barrel and he makes
all gasoline and he sells it for 83 cents, he's not going
to stay in business very long because that 83 cents is not
enough to cover that barrel of oil.

Q Mr. Goldstein, you're twisting things around,
I'm not suggesting ===

MR, KIRSTEN: I object to the comment,

MR, MAXUL: I am not suggesting that,

MR, KIRSTEN: I cbject to the comment.

I move that it be stricken.

JUDGE MARSEALL: Okay, An objection

has been made %that your comment be stricken,

KR; MARUL: I'll acceds to the objec-

tion.

JUDGEZ MARSHALL: Okay.

Q The scenario you pcsed where the cost of the
raw material was a dollar and the products scld for -less
than a dollar, that was not an example where it was a reduc-
tion of the cost pass through, rather, you went to a nore

extreme example where the cost pass throuch became instead
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of adding on the cost, the individval is losing money, and
that's not the gquestion I posed, Mr. Goldsteiu,

The question I posed is that if a
product costs a dollar or if the raw material costs a dollar
and the refiner is making a margin of 10 cents, the end
product price of a dollar 10, that would it not be possible
theoretically that in times of low demand and severe cver-
capacity, that the refiner might reducs his margin to scme-
thing less than 10 cents in that theoretical example?

A Would you say three cents? Is that the ques~
tion you're posing to me?
Q The question I'm posing to you is if that as

opposed to that he might reduce his margin to 10 cents?
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A I'm not arguing that peoint with you., My
corment here is if the refiners' cecst is a dollar and he,
in good times, charges $1.10, in bad times he might charge
$1.05, but that is not the point.

The pecint is that his costs in bad timei
i3 going up. His costs have increasad another dollar, he's
going to charge $2.00 now to racover that cost.

Sure, his margin will be lower, but
he's not go .g to sel) that product: at $1.80. The cost
pass through approach says that for every dollar increase
in the cost of his doing business, the cost of his crude
oil as a major cest, that is going to be passed cn, in terrs
of a price.

I'm not arguing margins. All I'm sayiné
is historically when there has b-an an increase in the price
of crude, the refiners and the distributors have seen fit to
raise their margins.

All I am saying is a coat pass throuch
basis is that, and when conditions are tight, the cost cf
doing business =-- the i. sreased cost of doing business is
going to be passed cn.

*%v contention is essentially that the
cost of crude oil 15 increasing. Thereis no denying that
the cost of crude oil has increased and we can submit offi-

cial documentation to show that the cost of crude oil --
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rafiner acquisition costs of fuel oil has increased as crude
oil has increased.

Q I have no dispute with that,

A And to the extent that cost has increased, that
will be passed along in terms of product.

Q But that will be passed through, but the
approach that you used to come up with a product price assunes
that the margin remains constant?

A No. I have not said that at all., In my cost
pass through approach, I have increased the cost of the
product by the price of crucde oil. I say if crude oil went
up $10 a barrel, that's what I would expect to see in terms
cf cost of the product.

Q So, the implicit assumption is, then, that
since there ' 3 no correction made tha other way I<r margin,‘
that the margin would remain unchanged. Is that correct?

A whatever the margin is, the margin can come
down, but the cost is still geoingto go up whenever the cost
of crude oil is.

Q The only qguesticn is that because crude oil
goes up 10 cents, the margin comes down by 1 cent and the
theoretical example in that case is the end price of the
product goes up by 9 cents. ould that be right?

MR, XKIRSTEN: I object to this. This

is argumentative. ‘e have gcne on with the
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saze quc;tion for at least an hour, Mr,
Makul happens to be absolutely wrong. The
witness has said so and he is not satisfiad
with that answer and he's contintued to say,
but isn't it so, but isn't it so, but isn't
it so.

The margins happen to go up as the
anount of units sold go down,

Now, Mr, Makul decesn't want to believs
that fact as stated by this witness and if he
asks the question 20 times, he's going to get
the same answer, and I object to the repeti-
tion.

JUDGE MARSHALL: An objection has been
made on the outstanding guesticn on the grounds
of it is unduly repetitious,

Mr. Makul?

MR, MARKUL: 1I've asked the witness to
comment upon the effect of the fact that we
are in,as has been reported, an oil glut, and
to what extent that might have an effect on
margins as opposed to margins that ray hava
occurrad in historical periods.

What Mr, Kirsten states 1s what the

witness stated which is based on datz that

P R —— T,
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occurred in the past years, in the past ysars
that were cited, 1373, 1979, the early part of
1580.

If the witness can enlighten us about
this, my memory was there was no oll zlut and
the essential guesticn is that because of the
market condition, the worldwide supply of oil,
the fact that coasumption is widely repcrted
to ba down, that i3 it not possible that since
the price paid for cil represents a ccmbination
of the cost of the crude and the margins of
the varicus pecple who handle and ra:fine that
crude, is it nct pcaaible that the ncen-crude
oil compenents of tha overall cest of cil are
dropping.

MR, XIRSTEN: You want to testify to
that? I'll c-css exanine you on it, Mr, Makul,

MR, MAXUL: I anm asking --

MR. KIRSTEN: The witness has said you
are wrong., You may not like that answer, but
if you want to get on the stand and testify,

I think I can prove that you're wrong.

JUDGE MARSEALL: Wwell, there was an

outstanding question and then during the course

of the response to Mr, Xirsten's cbjecticn you
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stated another question.

Was your earlier question withdrawn
and that put in its place or was that merely
a rhetorical question you made during your
response?

MR, MAXUL: I think this would probably
be best handled in a brief later. We'll move
cn to another area.

JUDGE MARSHALL: Does that mean you're
withdrawing those two questicna?

MR, MAXUL: Yes.

JUDGE MARSHALL: Okay.

Mr. Goldstein, with respect to the projections,

I see them escalating on-a mcnth by month basis to get to

your final figures. This is on JC-A.3, page 2 of 3.

Now, we have budget figures there start-

ing in September and going through next August., Ycu were

I don't thiik there's a number on it, but we asked you to
compare the actual cost of oil burned in July of 1980 ¢o

the pravious budget,

}
!

~ askad to provide an exhibit during discovery and, unfortunately,
19 | ‘

It's a hanéwritten copy, maybe if I show

it to you -- do you reccognize chat?

JUDGE MARSHALL: Off the reccrd.

(A discussion was heléd off the reccrd.)
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JUDGE MARSHALL: Back on the record.

There's bean an off the record discus-
sicn. The parties have stated during the
course of the day that it locks like there
may be minimal cross examination on Tuesday.

In light of that, Mr. Sahradnik has
askad, and I feel it pcssibly would be for the
benefit of all parties ccncerned and for
competent treatment of his memorandum cn the

question of a further hearing date in Mcnmouth,

for this memorandun to be submitted on Wednesday

rather than on Monday as originally requested.

Agreed?

MR, SAHRADNIK: Thank you, Judge. I
appreciate that.

JUDGE MARSHALL: Okay. Now locks liks
a good time to break.

Are there any further matters before
we break right now?

(No response.)

JUDGE MARSHALL: We'll break ncw,
We'll resume Monday morning at 9:00 o'clock,

Thank you for attending.

(H2ARING ADJOURNED TO MCNDAY, AUGUST

25, 1380, NEWARX, N2W JERSEY, 9:00 A.M.)
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1 EXHIBITS |
2 | Number Descrinticn Pace
3§ JC-H,1 Three page document, a Response to
i Public Advocate's Data Request made
4| at Hearing on August 21, 1980 341
|
5 | JC=400 Testimony of Marvin Raber, 354
6 JC=401 Short Term Sales Forecast Summary
l July 1980, 354
7 |
S |
9 |
10
i |
: 11 ‘ !
10" {HDRX TC WITVESSES
; ‘
. 13 | BAME DIRECT CROSS RZDIR. RECROSS
, r
i 14 | LAWRENCE P. CENTIEU
; o | BYr MR, ¥rReTEN 317 348
H |
: 16 | ROBERT STECER
5 | BY: »R}, KIRSTEN 338
!
18 | BY: MI AARUL 341 349
19 { BY: MR, SAMRADNIX 351
f
5o | MARVIN RABER
,, | BYr MR, RIRSTZN 353
, | BYs MR. MARUL 370
22 | 417
23| ¥ MR, SAHRADNIX 407
24 | g, LAWRENCE GOLDSTEIN
o 3¥: MR, KIRSTEN 419
BY: MR, MAKXUL 420
T L SR J



