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Ovewiew

The Delaware Public Service Commission (the "DPSC" or "the
Commission") issued Order No.7154 initiating this proceeding, Docket No.
07-28 on March 20, 2007. There have been several workshop meetings
and discussions among the parties with the development and submission
of this initial AMI business case as the next step in the process. As
demonstrated in the following report, the AMI business case for Delmarva
is justified by the operat¡onal benefits and the demand response benefits
to the Company and our customers. Pepco Holdings, lnc. ("PHl"), the
parent company of Delmarva Power & Light Company ("Delmarva" or "the
Company''), Pepco and ACE has proposed their Blueprint for the Future
(see February 6, 2OO7) that addresses two important local and national
challenges: the rising cost of energy and the impact of energy use on the
environment.

As regulated public utilities, we are uniquely positioned to play a
leadership role in helping to meet both of these challenges. The Blueprint
builds on the work we already have begun through Utility of the Future and
other initiatives. ln summary, Delmarva's Blueprint focuses on
implementing advanced technologies and eneçy efficiency programs to
improve service to our customers and enable them to manage their
energy use and costs. lf we can provide tools for our customers to control
their energy use we can make a sizeable contribution to meeting the
nation's energy and environmental challenges and at the same time help
our customers keep their electric and natural gas bills as low as possible.

The Blueprint for the Future charts the course we believe we must follow
to give our customers what they tell us they want: reasonable and stable
energy costs; responsive customer service; power reliability; and
environmental stewardship.

Delmarva is deploying a number of innovative technologies. Some, such
as the automated distribution system, will help to improve reliability and
workforce productivity, while others, including an Advanced Metering
lnfrastructure (AMl"), will enable our customers to monitor and control
their electricity use, reduce their energy costs and enable their
participation in innovative rate options. Here are some examples of what's
planned:
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Delmarva plans on working closely with the SEU (Sustainable Energy
Utility) to assure a portfolio of energy efficiency programs in the state that
will work together to benefit our customers. Our primary focus will be on
the demand response programs, as they are closely tied to the technology
investments of the company. We will, however, in cooperation with the
SEU develop appropriate energy effìciency programs to compliment, and
supplement the SEU. A special effort with our consumer council will be
taken to develop programs geared toward low-income customers who can
also benefit from the advantage of this technology.

Automated Metering lnfras{ructurc (AMl)

We will work collaboratively with the Commission to phase in the
installation of an AMI system in the homes of Delmarva gas and electric
customers. The AMI system will provide detailed usage data to our
customers, our electricity suppl¡ers and to the Company. The s¡ætem will
not only enable customers to track and modifo their electric use, but it will
also help us make improvements to customer reliability, outage
management, and billing accuracy and timeliness.

Env¡ronmental Gonsiderations

The deployment of an AMI System will support innovative customer rate
options that help to support plug-in vehicles and small-scale renewable
generators. The SEU has indicated that one of the primary benefits of this
technology, to support their efforts, will be the ability to better pinpoint
areas where distributed generation will provide overall system benefits. As
part of PHI's multifaceted environmental initiatives, PHI is also laying the
groundwork to transform its 2,000-vehicle fleet to more environmentally
friendly technolog¡es. We are already using Biodiesel at PHI fueling sites;
we have replaced a number of our fleet vehicles with hybrid vehicles; and
we are collaborating w¡th the Electric Power Research lnstitute ("EPR|") on
a project to demonstrate plug-in gasoline/electric vehicles.

ln addition to these programs, the demand response efforts enabled by
this technology will allow for reduced dependence on peak¡ng sources of
generation, while the technology will improve our access to greener
sources of supply.
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Over the past several years the rising cost of energy across the nation has
adversely affected Delmarva's customers, who are often left with limited
ability to lower their energy use to reduce the added burden of higher
energy costs. Delmarva has communicated with its customers and
attempted to provide them with options to more efficiently manage their
energy use. Last year PHI and Delmarva launched the "Energy Know
HoW' campaign, which was recently re-intoduced under the name of "My
Account". PHI and Delmarva invested over $1,000,000 to implement state
of the art energy auditing software. This investment now enables
Delmarva's residential customers to go on the intemet and view data
about their monthly bills to better understand how they use energy and
what changes might reduce their overall costs. This was a good f¡rst step,
but much more needs to be done to allow customers to further control their
bills. The Blueprint is Delmarva's proposal to take Delaware customers
into the future.

This filing is the next step in answering customer concems by giving
customers more þbust energy efficiency tools to reduce electricity
consumption and demand response programs that will help to change
when customers use energy in an effort to reduce peak demands, driving
total electricity costs down for the state. The data and communications
capabilities inherent in the advanced metering proposal that Delmarva has
set forth will provide a platform upon which to build a number of programs
aimed at managing overall energy costs. Delmarva envisions that
ultimately the new technology will even have customers' appliances
receive and react to real time energy prices. Some of these technologies
will take time and need to be tested, but many are ready to ¡oll out
immediately.

Gomponents of Delmanra PHI AMI bt¡siness cæe

The Business Case is comprised of four major components: Energy
Delivery Benefits from AMl, Customer Savings from Reductions in Peak
Loads, Cost to Deploy, and Accelerated Depreciation. The information
contained in each of these components is further described below and
detailed in the body of this report.

I - Eneryy Del¡very Bene'fits from AMI

Savings in operating costs captures O&M and capital savings expected to
be realized once the AMI is implemented. These savings or benefits will
include:
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r Meter Related Benefits

r Customer Contact Benefits

r Asset Optimization Benefits

r Additional Benefits

2 - Custoner Savings ftom Reductions in Peak Loads

This analysis estimates the cost savings Delmarva's DSM programs are
likely to achieve by (1 ) reducing the need for capacity, energy, and
ancillary services (i.e., the "resource cost savings"); and (2) depressing
market prices for energy and capac¡ty by reducing demand. The benefits
are estimated consistently with the January 2OO7 Brattle SÍudy,
"Quantifying Demand Response Benefits in PJM," sponsored by
PJM and the Mid-Atlantic Distributed Resources lnitiative (MADRD,
with several additional analytical elements.

The resource cost savings reflects the fact that every MW reduction in
peak load lessens the need for physical capacity, which customers pay for
through the load serving entities' payments. Similarly, every MWh
reduction in consumption lessens the quantity of generation that
customers must buy during peak periods with very high prices.

ln general, the market price impacts reflect the fact that even a small
reduction in demand during tight market conditions lowers the market price
for eneçy, thus lowering the cost of energy for all customers (not just
those curtailing load), as illustrated in Figure 1 . Similarly, reducing the
peak demand lowers the demand for capacity and thus reduces market
prices for capaciÇ, which affects all customers.

Figure 1: The BrattlePJM-MADRI Study Showed How Even Small
Changes in Demand Can Lead to Large Ghanges in Prices and

Gustomer Benefits

I
I
tc
I
I
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3 - Gosf to Deploy

Cost to Deploy includes the cost of the capital investments associated with
building out the AMI system. Deployment costs included are; meters and
installation, communications network infrastructure and installation and the
associated information technology systems and integration, including the
meter data management system (MDMS). Also included in the Cost to
Deploy are the lncremental operating cost for the AMI system. lncremental
operating costs include O&M expenses associated with operat¡ng the AMl.
This includes; MDMS Software, Maintenance and license fees, AMI
network management software maintenance and license fees, hardware
lease expense for application and storage seryers and expenses related
to the communications network infrastructure.

4 - Accelerated IÞpr€c¡at¡on

The deploynent of AMI technology will require the removal and disposition
of existing meters that are not fully depreciated and the replacement of, or
signifìcant modification to, existing meter reading, communications, and
customer billing and information infrastructure. These impacts have been
reflected in the analysis. Depreciation calculations may be updated due to
pending Federal legislation.

Go¡rclusions

The Delmarva AMI business case is justified by the operational benefits
and the demand response benefits to the Company and our customers.
The est¡mates for demand response benefits from the AMI deployment,
over a 15 year period, is $36 million estimated using the most
conservative of scenarios. Coupled with operational savings of $1 19

million, results in a positive $5.5 million Present Value Revenue
Requ¡rement (PVRR) over the same period. Using the best case for
Demand Response (DR) benefits, results in a positive $76.5 PVRR.
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Figure 2
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ln order to anive at this conclusion, PHI contracted with the Brattle Group
io develop six scenarios of customer and supplier response to AMl. Figure
2 above, shows the relationship of each of these six scenarios compared
to the PVRR Cost and Benefit. The two cases, upside and low, for each
scenario are the result of sensitivities associated with variations in market
conditions. ïhese conditions include possible fluctuations in fuel prices,
and or high peak years (usually weather driven). Following PHI's example,
if the other energy distributors in PJM deploy AMl, the benefit to Delaware
customers is estimated to be as high as $393.5 million.

The results of this analysis yields two key conclusions: (1) AMI is a net
positive investment even in the lowest value scenario; (2) the benefits from
AM|-enabled DR will be more than twice as large if dynamic pricing is the
default rate structure than if it is merely an option that customers e¿n elect.
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Figure 3

15 Year Revenue Requ¡rement of
$149.5 million

Cosfs

Year Revenue Requirement of
8119 mi ion

Benefits

Summary of Cost and Benefìts for Delmarva Delaware

AMI System Components
Meters, includ¡ng lnstallation Cost

Network, includ¡ng lnstallat¡on Cost
AMI Network Management System and Meter Dala Management
Contingency

$ 42,783 $ 9,195 $ 51,978

$ 21,616 $ $ 21,616
$ 4.417 $ 1.828 $ 6,245

AMI System lncremental Cost to Operate
MDMS Soflware Maintenance & License Fees
MDMS Hardware Leasing
AMI Network Management System O&M
Commun¡c€tions Network lnfrastructu re O&M

$
$
$
s

88
238
277

62$ 26$
168 $ 70$
196 $ 81 $

1

2
3
4
5
6

7

I
o

Remote Tum-on/Tum-off Functional¡ty
B¡lling Activities
Off-Cyde Meter Read¡ng Labor Costs

Expenses Related to Theft of Service

Hardware, Software, Ma¡ntenance and Operat¡ons Cost
Volume of Customer CallTypes Related to Metering

4,721
1,592

429
219
124

3,564 $ 1,157 $
1,592 $ - $

484 $ 186 $
372 $ 57$
219 $ - $
88$ 36$

75$ 30$
29$ 12$
24$ 10$

$
$
$
$
$
$

$
$
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Organization of th¡s Report

For the preparation of this report, PHI gathered information from both
intemal and extemal subject matter experts, including IBM and the Brattle
Group, as well as from other utilities across the country. While this report
represents the cunent state of thinking for AMI deployment, information
within this report is still subject to change. Therefore this report should be
considered a living document that will be consistently updated as
additional information becomes available. Specific points to remember are:

r AMI Capital Costs reflected in this report are estimates. Once PHI
secures an AMI Vendo(s), the final Capital Cost numbers will be
updated.

r This Business Case considers the depfoyment of an AMI system
throughout all PHI jurisdictions.

r Cost and Benefrt estimates are realistic yet conservative in order to
assure a high probability of achievement.

r While many benefits are immediately available as the AMI System is
deployed, timing of the full benefrts associated with an AMI system is
assumed to begin following the complete deployment.

¡ Business Case Financial Assumptions:

r 15 year Present Value Revenue Requirement model, with multiple
jurisdictions modeled

r Meter Deployrnent assumed l00o/o of Delmarva DE meters in 2009:

r Meter growth is assumed to be 1o/o pet le.at

r 37o labor and expense annual escalation rate

r Cost of Capital

r Delmana-DE EIec; 6.23%

¡ Delmarva-DE Gas: 6.55%

t Taxrale 40-4o/o for alljur¡sdictjons

r Depreciat¡on:

(oo63o74sM ) PAGE 9
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Ne\¡/ meter and meter commun¡cations equipment - 15 ys

E)dsting meter and equ¡prnent - 5 yeals

lT Cap¡bl Cost - 5 years

Energ¡r Delivery g--¡t15 ¡sm AMI

This section of the report describes the estimated benefitsl that could be
realized by Delmarva's electric and gas delivery businesses through
deployment of the advanced metering infrastructure system and the
associated meter data management system. Typically, the full value
realized from the benefits is expected to occur after full deployment of the
AMI system. The Company proposes to use these quantified beneftts to
help offset the costs associated with AMI and MDMS in the proposed AMI
Adjustment Mechanism as described in the Appendix to the February 6,

2007 Blueprint for the Future filing with the Delaware Public Service
Commission. Figure 4 below summarizes the annualized benefits and
under the Figure are more detailed descriptions of each benefrt.

l) El¡m¡nate Manual Meter Read¡ng Gos{s

This is the largest operational benefit expected to be realized after full
deployment of the AMI system. As of June 2007, Delmarva employed a
total of 55 meter readers and supervisory personnel in Delaware, all of
which would no longer be needed to perform their present functions with
full deployment of AMl. As of the date of this report, which is prior to

lThe quantification of h€€e be¡efb will change as Delrnan/a conducfs the proørernent phase of ¡b AM¡ projed

and evaluates the capab¡lilies ofhe various AMI slstems ava¡lable ¡n he market tcday. ln addilion, tlìe
quantifications r¡riill also change due to changing labor rates, payroll load¡ng r¿tes, ¡nfla$on and other possible

cfìanges in he underlying assumptons used tc derive he estimated value ofhe beneñb.

I

I

t

Figure4(ln$ Millions)

Delmarva Delmarva Delmarva
DE-Elec DE€as Combined

1,592
670
429
219
't24

1,592 $
484 $ 186
372 6 57
219 $
88$ 36

75$ 30
29$ 12

$
$
$
$
$
s
$
$

1.2% 2.Oo/o ',t.3o/o

O.4o/" O.Aô/o 0.5ø/.

77.4%
o.ovo
12.50/.
3.Aolo

o.oo/o
2.4ô/ô

Remote Tum.on/Tum-off Funct¡onal¡ty
Bill¡ng Act¡v¡ties
Off-Cycle Meter Read¡ng Labor Costs

Optim¡zation
;e Expenses Related to Theft of Service

Hardware, Software, Ma¡ntenance and

Volume of Customer Calls Related to Metering
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development of the request for proposal for the procurement of the AMI
system, the Company expects to design and configure its AMI such that all
Delaware customers will have meters that are reachable by the AMI's
communications network infrastructure. The elimination of the need to
manually read meters would result in annualized O&M expense savings of
$4.7 million (expressed in projected 2008 dollars). The O&M expense
savings estimate is based on the actual 2007 salaries of the 55 people
with the applicable loading for payroll taxes and benefits such as medical
coverage, dental coverage, pension and other post retirement benefits.
The savings also include 2007 budgeted overtime, vehicle and
miscellaneous expenses associated with the manual meter reading.

The savings were allocated between electric and gas service using a three
step approach. First, the meter reading personnel working in the
Delaware portions of Delmarva's New Castle and Bay regions were
specifically identified with the Bay region costs assigned completely to the
electric service. The New Castle region costs were then allocated
between electric and gas service using the allocation factor the Company
cunently uses in its accounting practices to allocate the meter reading
costs between electric and gas service. This allocation factor was
updated in late 2006 and is presented in the Figure below. Finally, the
portion of the New Castle region's expenses allocated to the electric
service were added to the specifically identified Bay region expenses in
oder to derive the total electric savings for Delaware.

Figure 5 below is the allocation factor for New Castle region's meter
reading in the Christiana operating center, which is entirely in the state of
Delaware:

Figure 5

lMeter Rcaðing 4culysis :

The initial year was assumed to be 2008 therefore the 2007 O&M
expense savings as described above were escalated three percent (3%)
to account for expected wage and inflation increases. The three percent

rs cIslnmÊr âncn¡rnlq t)n 7R1

100.0% 4.501

lombined Gas& Electric Premise )82 Extract lrom L:J November 2llll i1t
ia6 Unlv Prem¡se Gâs cust less G&E c A
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escalation factor was also used to grow the estimated annualized savings
in the remaining years of the revenue requirements schedule

2) lmplement Remote Tum{n/funÌ{'ñ Funct¡onal¡ty

Delmarva's cunent assumption is that a switch will be available inside the
meters that will permit the Company to remotely connect and disconnect
200 AMP and less electric service. This assumption is consistent with AMI
recent experiences and plans of other utilities and requirements of other
state public service commissions. This type of switch would not be used

for the gas type of service therefore gas connections and disconnections
would continue to be done using the existing work processes.

The estimated savings associated with this benefit is comprised of two
components. First, there would be savings from avoiding field visits to
customers' premises conducted at the customers' requests to tum-on or
tum-off electric service. Based on a review of 2006 data from Delmarva's
accounting system, there were approximately 12,000 labor hours used for
residential tum-on and tum-off orders. This translates into approximately
seven to eight (7 to 8) Full Time Equivalents (FTE). The Full Time
Equivalent employee concept was used instead of specific personnel

since a mix of employees does this type of work. The savings were
computed by multiplying the FTEs by a2007 fully loaded annual labor cost
per FTE which took into account the cost mix of employees doing the work.
The fully loaded annual labor costs included the same costs that were
described in the meter reading benefit, as described above. This portion

of the savings amounted to an estimated annualized $0.8 million
(expressed in projected 2008 dollars).

The second component of the savings would come from avoiding field
visits to customers' premises for collection reasons, both the initial

cuVcollect field visit and the reconnection f¡eld visit, if such a reconnection
visit was requested by the customer. Based in a review of 2006 data from
the Company's accounting system, there were approximately 10,000 labor
hours used for residential field collection and reconnection visits. This
translates into approximately six to seven (6 to 7) full time equivalents
(FTE). Full time equivalents were used instead of specific personnel since
a mix of employees does this type of work. The savings were computed
by multiplying the FTEs by a 2OO7 fully loaded annual labor cost per FTE
which took into account the cost mix of employees doing the work. The
fully loaded annual labor costs included the same costs that were
described in the meter reading benefit, as described above. This portion

of the savings amounted to an est¡mated annualized $0.7 million
(expressed in projected 2008 dollars).
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Remote tum on/tum off capability will benefit all customers, especially
those subject to disconnection for non-payment. Cunently the Delaware
tariff specifies that if a disconnected customer requests to be reconnected,
then a charge of $75.00 to $175.00 is required (depending on the time of
day). With AMI's remote connection and disconnection functionaliÇ, this
charge could be significantly reduced (estímated in the range of $5 to $10).
The reconnection could be accomplished remotely from Delmarva's
offices, after the customer calls the Company to veriff payment, rather
than dispatching a person to the customer's premise. This reduces the
fÌnancial burden on those having difficulty paying their bills. This method is
also safer for employees who perform this type of work.

3) lmprove B¡ll¡ng Activities

With the deployment of AMl, the Company expects to significantly reduce
the volume of exceptions that it cunently addresses in its billing
department. These exceptions include such transactions as estimated
bills, consecutive estimations, high/low consumption and other checks.
Delmarva and Atlantic City Electric Company (ACE) operate their billing
department on an integrated basis using the same customer information
system (ClS). As of June 2007, Delmarva and ACE employed a total of
28 billing analyst and supervisory personnel to handle the exceptions work
volume. For this benefrt, Delmarva assumed 90% of the work performed
by these personnel would be eliminated with full deployment of AMI which
translates into the elimination of the cost of 25 full time equivalents. The
savings were computed by multiplying the FTEs by a 2OO7 fully loaded
annual labor cost per FTE which took into account the cost mix of
employees (analysts and supervisors) doing the work. The fully loaded
annual labor costs included the same costs that were described in the
meter reading benefit, as described above. This portion of the savings
amounted to an est¡mated annualized $'l .9 m¡llion (expressed in projected
2008 dollars) for all of Delmarva and ACE combined. Note that lf less than
907o of the except¡on volume is ultimately realized, then the savings
estimate will be adjusted accordingly.

The savings were allocated between the Company's electric and gas
types of service, Delmarva's Maryland jurisdiction and ACE using a 2007
average budgeted customer counts as the allocation factor. Th¡s
allocation factor is presented in the Figure below.

(ülGlo7¿rg;Vl ) PAGE 13
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Figure 6

The 2007 dollars in Figure 6 above were escalated by three percent (3%)

to account for 2008 estimated wage increases which increases the dollars
in Figure 6 from $1.8 million to $1 .9 million.

4) Reduce Ofr-Gycle Meter Read¡ng Labor Costs

Delmarva typically uses meter readers, meter technicians, service persons

and trouble persons to obtain meter readings outside of the normally
scheduled meter reading routes for a variety of reasons. These reasons
include when a customer moves out of a premise and a new customer
moves in shortly thereafter and asks the billing department or the call
center to check a reading in the field. With the full deployment of AMI'
these "check reads" can be obtained remotely from Delmarva's offices
eliminating the need for a field visit. When computing the estimated
savings associated with this benefìt, any costs from meter readers were
excluded. Those savings are included in meter reading beneftt descíbed
above.

Based on a review of 2006 data from the Company's accounting system,
there were approximately 4,700 labor hours used for electric meter "check

reads" and about 700 labor hours used for gas meter "check reads". This
iranslates ¡nto approximately three to four (3 to 4) full time equivalents
(FTE) for electric meters and approximately one half of a FTE for gas

meters. Full time equivalents were used instead of specific personnel

since a mix of employees does this type of work. The savings were
computed by multiplying the FTEs by a 2007 fully loaded annual labor cost
per FTE which took into account the cost mix of employees doing the work.
The fully loaded annual labor costs included the same costs that were
described in the meter reading benefit above. This portion of the savings
amounted to an estimated annualized $0.4 million (expressed in projected

2008 dollars).

5) Asset Opt¡n¡zat¡on

AMI deployment will improve the quality of customer out¡age status and
hence will reduce the field restoration efforts associated with 'Talse" power
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outages. Delmarva-DE experiences approx¡mately 1000 power outage
calls annually where upon anival at the customer locations, the
emergency response team finds that there is no electric service problem
from Delmarva but the problem is on the customer side of the meter or in
the house. Similarly, during storms, the Company responds to 500 to 600
outage requests annually which have been already restored previously but
not recorded in the Company outage management system. AMI
capabilities will eliminate these unproductive trips as well as reduce the
number of Call Center calls and will result in estimated savings of
$179,000. AMI deployment also will improve Delmarva's asset
management prcgram and will result in accurate sizing of transformers
and fuses. This will result in reduced out¡ages and is expected to reduce
number of field trips by 250 annually. lt will also reduce field trips
associated with special load readings at substat¡ons. The savings
associated with this benefit is $ 40,000 annually.

6) Reduce ÞAenses Related to The'ft of Serv¡ce

Delmarva cunently uses an outside firm to analllze commercial account
data to provide intemal field investigators with selected ac@unts that may
be experiencing tampering, energy diversion or some sort of metering
problem. Based on discussions with MDMS vendors, it appears that with
data coming from the AMI system coupled with analytical capabilities of
the MDMS, Delmarva will be better equipped to conduct these types of
analyses on its own and could therefore eliminate this contractual
relationship. The savings were allocated between the Delmarva electric
and gas service, Delmarva's Maryland jurisdiction and ACE using a 2007
average budgeted customer counts as the allocation factor.

4 El¡minate Hardware, Soifrlv"are, Maintenance and Operat¡ons Gost

PHI cunently pays maintenance fees on its existing hand held metering
reading devices and also employs two employees to operate and maintain
the devices and associated data. With the deployment of AMl, these costs
would be eliminated. The O&M exþense savings for the two employees is
based on the actual 2007 salaries of the two people with the applicable
loading for payroll taxes and benefits such as medical coverage, dental
covercrge, pension and other post retirement beneftts. The costs and
savings were allocated between the Delmarva's electric and gas service,
Delmarva's Maryland jurisdiction and ACE using a 2007 average
budgeted customer counts as the allocation factor.

8) Reduce volume of call ll/pes Related to Metedng

PHI operates its call centers for Delmarva and ACE on an integrated basis
using the same customer information system (ClS). ln 2005 and 2006,
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PHI received about 40,000 customer calls related to metering. lf this
associated call volume were reduced after the full deployment, the call
center could save two full time equivalents. The O&M expense savings for
the FTEs is based on the actual salary for a customer service
representative with the applicable loading for payroll taxes and benefits
such as medical coverage, dentral coverage, pension and other post
retirement benefrts multiplied by two FTEs. The costs and savings were
allocated between Delmarva's electríc and gas service in Delaware,
Delmarva's Maryland jurisdiction and ACE using a 2007 average
budgeted customer counts as the allocation factor.

9) Reduced Gompla¡nt Handl¡ng

PHI operates its complaint handling group for Delmarva and ACE on an
integrated basis using the same customer information system (ClS). For
this benefit, PHI is assuming the data from AMI will, over time, contribute
to fewer complaints and that the company representatives may be able to
more quickly resolve complaints. The cunent assumption is that the
complaint handling group may be able to reduce one full time equivalent.
The O&M expense savings for the one FTE is based on the actual salary
for a company representative with the applicable loading for payroll taxes
and benefits such as medical coverage, dental coverage, pension and
other post retirement benefits. The costs and savings were allocated
between Delmarva's electric and gas serv¡ce in Delaware, Delmarva's
Maryland jurisdiction and ACE using a 2007 average budgeted customer
counts as the allocation factor.

Gustomer Savings ñonr Reductions in Peak Loads

The Braftle Group was retained by PHI to estimate the value to customers
of load reductions resufting from PHI's proposed investments in demand-
side management (DSM) initiatives, including eneçy efficiency, direct load
control, and deployment of advanced metering infrastructure. Brattle's
analysis involves two major components: first, determining the magnitude
of load reductions that are likely to be achieved; and second, estimating
the customer value of such load reductions.

l) Est¡mated Load Reductions

Load reductions associated with PHI's proposed programs involving
energy efficiency and AM|-enabled direct load control are taken directly
from PHI's most recent Blueprint Filing for its DSM programs. Load
reductions associated with AM|-enabled critical peak pricing (CPP)
progmms were estimated using the PRISM model, which is based on
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empirical data from the Califomia Statewide Pricing Pilot and is calibrated
to the load characteristics of residential and small C&l customers ín
Delmarva Delaware. Assuming a CPP program similar to PEPCO DC's
cunent CPP pilot becomes the default rate structure w¡th 80% of eligible
customers participating, the resulting load reductions would likely be quite
substantial, as shown in Figure 7a. The load reductions would be less
substantial if participation were voluntary, as shown in Figure 7b.

Figure 7a - Estimated Peak Load Reductions for Delaware from PHI's
lnitiatives, Assuming CPP is the Default Rate Structure (MW)

AMI-EnrbIed
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Figure 7b - Estimated Peak Load Reductions from PHI's lnitiatives,
Assuming CPP is a Voluntary Rate Structure (MW)
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2) Anaþsis of Gustomer Benefits f¡om Load Reduct¡ons

Savings to the customer relates to those benefits that will reduce the
custome/s bill, but not impact the cost of energy delivery. Most
significantly, AM|-enabled innovative rate opt¡ons (e.9., critical peak pricing,

time of use rates, real-time pricing, etc.) will allow the customer to better
manage consumption and thus reduce demand during peak periods.

Reductions in peak consumption will produce savings by (1) reducing the
need for supply-side capac¡ty, energy, and ancillary services (i.e., the
"resource cost savings"); (2) depressing market prices for energy and
capacity by reducing demand; (3) reducing transmission losses; (4)
improving reliability; (5) reducing rate volatility; (6) enhancing market
competitiveness; (7) improving environmental quality or reducing energy
prices by lowering the costs of environmental compliance; and (8)
potentially obviating or delalng the need for investments in transmission
and distribution.

The customer benefits detailed in this report focus on items one and two
above. The other categories of benefits have not been quantified because
the economic methodologies involved are not well developed or
standardized. Therefore, the total benefits of reducing load could be
substantially larger than the limited set of benefrts reported in this Business
Case.

The Brattle Group has estimated the benefits to Delaware customers from
resource cost savings and market price impacts consistent with its
January, 2007 study, "Quantifying Demand Response Benefits in PJM,"
sponsored by PJM and the Mid-Atlantic Distributed Resources lnitiative
(MADRI), but with several additional analytical elements.

Resource Cosf Sawngs

Capacity savings reflect the fact that DR lowers the load forecast, which
lessens the amount of capacity that load-serving entities must purchase

frcm generation suppliers through contracts or through PJM's capacity
market. Altematively, load that is controlled direc{ly by the utility can
provide capacity, thus offsetting the need for physical capacity. The value
of either approach - reducing the capacity requirement or contributing
capacity - can be evaluated using a projected price oÍ capacity. Braftle
estimated the future capacity price using the Net Cost of New Entry (Net
CONE) that PJM uses in its definition of capacity market parameters. Net
CONE is a conservative proxy because the capacity price has been higher
than Net CONE in recent auctions for the 2007/08 and 2008/09 delivery
years. Net CONE is also less than the avoided capacity cost often used in
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DSM plans, which often does not net out the marginal value (i.e.,

operating margins) that new generation would provide by selling energy
and ancillary services.

Generation savings depends on the particular type of generat¡on that is
being avoided, which could come from a combination of new capacity not
constructed and old capacity retired or not dispatched. The value of
reduced generation is also partially offset by the value the customer
forgoes by not consuming as much power. Assessing the forgone value to
the customer is difficult to assess and depends on whether the customer
shifts load to lower-priced periods. These issues were addressed in the
BraÍIePJM-MADRI study, in which generation savings amounted to an
additional 12-36 percent on top of the capacity savings. Brattle's analysis
of AM|-enabled DR in Delmarva simply adopts these figures by adding 12-
36 percent of the estimated capacity savings.

Some DR could provide spinning reseryes or other ancillary services (A'lS),

which would reduce the need for reserves from supply-side resources, the
marginal value of which is given by the market price for spinning reserves.
However, ancillary service value is somewhat speculative because
cunently none of PHI's DSM programs plan to enable ancillary services,
although other DR does provide small amounts of A/S in PJM and ISO-
NE2.

Shott-Term Price lmpacts

Short-term energy price reductions are estimated by adapting the results
ot the Brattle-PJM-MADRI study (January, 2OO7) to reflect the load
reductions expected from PHI's prog€ms. As in the Brattle-PJM-MADRI
study, the "benefit" is given by the product of the estimated price reduction
and the load exposed to market prices. Beneftts are partially offset by an
associated reduction in the value of Financial Transmission Rights
('FTRs) (about a 15% offset). To the extent that PHI's load reductions
differ from the load reductions simulated in the Brattle-PJM-MADRI study,
Brattle linearly extrapolated the price impacts (e.9., twice the amount of
load reductions would lead to twice the price impact).

While the Braffle-PJM-MADRI study assumed that all non-curtailed load
was exposed to market prices, the present analysis assumes
conservatively that only a fraction of load is exposed to market prices. The
remainder is unaffected because it is covered by pre-existing contracts
that were priced without anticipating the effects of DSM. Roughly

'Braíle assumed consenratively ülat AMI could eventlally enable '1 00 lvryV of sp¡nn¡ng reseNes from loads tlat
can be qJrbiled rrtifÍn l€ss flan 30 m¡nute€ of noäfcation and shy ofrine for as mudr as 4 hours, such as elecüic
arc fumaces or chillers in superma*ets. Hence poterfial anc¡llary service value ¡s estimated by mullipllng a
conseñiative quantity ofsp¡nning reserves by the h¡slorical average pdce of spinn¡ng reserves (200406) of
$8.5/ì/Mh and by the number of hours in a year.
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conesponding to the contract lengths and schedules by which standard
offer service is procured in DC, DE, and MD and basic generation service
in New Jersey, Braffle assumed that in any given year SOYo of load-serving
obligations are supplied by pre-existing wholesale contracts, and 50% are
supplied by new contracts. This assumption results in discounted
customer benefrts relative to the Brattle-PJM-MADRI study - a 50%
discount in the "Fast' Supply Response scenario and a 17Yo discount in

the "Slowe/' scenario discussed below.

A second difference from the Braftle-PJM-MADRI study is the
quantification of real-time DR benefits. The BraÚfle-PJM-MADRI study
quantified benefits for only day-ahead DR and discussed qualitatively the
potential additional value from DR that is dispatchable in real-time and

thereby able to mitigate the effects of real-time surprises in supply and

demand. ln its present analysis of DSM in Delmarva, Eraffle assumed that
loads under direct load contrcl were dispatchable in real time, and

estimated the premium using the ratio of historical super-peak RT prices to
super-peak DA prices. Brattle also estimated the additional value if
dynamic pricing could designate peak periods on the dayof rather than
day-ahead.

A third difference is that Brattle's present analysis includes an estimate of
the capacity price impact from DR, whereas capacity price impacts were
outside the scope of the Braffle-PJM-MADRl. Participation of DR in

capacity markets is an important element of PJM's newly instituted
Reliability Pricing Model (RPM). While only the subset of load reductions,

those that are under direct control (by the utility, other retail providers,

curtailment service providers or the RTO), can participate as supply in

capacig markets (Smart thermostat), the expected effect of dynamic
pricing programs would also impact capacity prices by reducing the load

forecast and thus the administratively-determined demand for capacity.

Given this new market reality, Braftle has estimated capacity price impacts

as follows: in the "Fast' and "Slowe/' Supply scenarios (defined below)'

the market was assumed to be in supply/demand balance with the
expected 3-year forward capacity price set by Net CONE, inespective of
the level of load reductions achieved. Hence, the capacity price impact

was conservatively set at zero in these scenarios. ln the "lnadequate"

Supply scenario, capacity price impacts were estimated by intersecting

supply and demand curyes for capacity in the Eastem MACC Locational
Delivery Area both with and without DR. The demand curve was
constructed using PJM's load forecast and the other parameters it uses to
determine the administratively-determined demand curve. The supply
curve was constructed by adding projected new supply (from the
generation interconnection queue) to the supply curve available from the
most recent capacity auction.
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Scenaio Defrnition

A key insight is that the resource cost savings from reducing peak loads
persist over time, whereas the market price impacts can be expected to
diminish as suppliers respond to depressed prices by delaying the
construction of new generation or accelerating the retirement of existing
plants. The magnitude and duration of the price impact depends on the
rate at which suppliers respond to changes in market conditions and on
the tightness of the market over the next several years. Price impacts are
the largest and the longest-lasting in a scarcity situation; they are the
smallest and shortestiived in a surplus market or in a balanced market in

which suppliers react quickly to DSM's successes (and associated price

impacts) by delaying construction of new capacity or accelerating the
retirement of existing plants. Hence, Brattle anal¡lzed a range of plausible

market conditions by construct¡ng three supplier scenarios in which the
longevity of price impacts is varied:

. ln the "Fast" scenario, the market is in supply-demand equilibrium,
and suppliers react quickly to changes in fundamentals. Short-term
energy price impacts, as derived from the Brattle-PJM-MADRI
study which used a short{erm equilibrium model in which supply is
static, benefrts last for only one year before suppliers fully respond
to DSM. One year after the intrcduction of new DR, suppliers have
accelerated enough retirements and/or delayed enough new
construction to completely offset the price impact of DR. Hence, if
PHI's deployment schedule produces a 200 MW of total peak load

reduction in year n and 300 MW in year n+1, then only 100 MW of
load reductions has a price impact in year n+1 . This scenario is

consistent with the observation that suppliers in PJM's recent RPM
Base Residual Capacity Auction for the 2008/09 delivery year
changed iheir plans relative to the prior auction (in this case
delaying retirements), presumably in response to high prices in the
prior auction.

. The "Slowe/' scenario is similar to the "Fast" scenario except that
short-term price impacts persist for three years before suppliers
respond. The three-year response time conesponds to a three-
year lead time for new construction.

. ln the "lnadequate" scenario, suppliers do not build any capacity
that is not cunently in PJM's queue until 2015, and the market
becomes very short on capacity. ln such a shortage situation,
suppliers are not responsive to the introduction of DR because they
have no new capacity to delay and retiring existing plants early is
unlikely, hence all load reductions achieved by PHI's DSM
initiatives creates price impacts until 2015. This scenario reflects
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the possibility that suppliers are reluctant to build in the cunent
uncertain environment w¡th the threats of reregulation, high gas
prices, climate change policies, and siting difüculties.

Finally, each supplier response scenario is analyzed assuming high rates

of customer participation in dynamic pricing programs and, altematively,

low customer participation rates. Customer participation rates depend
primarily on whether critical peak pricing becomes the default rate

structure or merely an option that customers can elect. ln the "CPP

Default Rate Structure" scenario, 100% of customers would be enrolled in
a critical peak pricing rate initially, and some 20o/o would eventually switch

to a non-CPP rate structure, leaving B0% participation in year two and

beyond. ln the "CPP Elective" scenario, 0% of customers would sign up
initially, ramping up to 20% in two years and beyond. (These rates are

based on the experience from the Califomia Statewide Pricing Pilot and

other pilots.)

3) Gonclus¡ons Regarding Gustomer Benefits from Load Reduct¡ons

Figure I shows the benefits to Delaware customers (including municipal

and cooperative utilities contained within the PHI zones) if Delmarva's
proposed DSM programs are implemented in Delmarva-Delaware
according to its proposed deployment schedule.

The following conclusions can be drawn from this analysis:

r For the Default CPP Case, the quantifìed benefits of load reductions

would be significant in a supply-adequate market in which suppliers
are highly responsive to the introduction of DSM ($65-81 million for all

of Delaware), but they are be much greater in the lnadequate Supply
Response scenario ($84-107 million for all of Delaware).

¡ For the Voluntary CPP Case, the quantified beneftts of load reductions
would be significant in a supply-adequate market in which suppliers
are highly responsive to the introduction of DSM ($28-36 million for all

of Delaware), but they are be much greater in the Inadequate Supply
Response scenario ($36-47 million for all of Delaware).

r The short-term savings to all customers, including customers outside
of PHI's zones, would be much larger than the benefits to just

Delaware customers due to the fact that PHI's load reductions would
have a market-wide impact on energy and capacity prices'
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Figure 8. Benefits to Delaware Customers from AM|-Enabled Dynamic
Pricing and Direct Load Control Programs in Delmarva Delaware for both
Voluntary and Default Cases.

Benefits to IÞlaware c\¡stomeß from AMl-En.abled CPP and DIIC in IÞllnÂrw DE

Net hesent Valùe ofBenefits throì¡gh m24 (Íúllion 2007 $'s)

* Fâst rEspoDsq sbort-Îefm b€ne6b l¿st fo¡ I year; Slower r€sponse: sbort-tem benefils last for 3 t€ars;

Inadequate response m genøic eûüy atrd short-term b€deñb last until 2015

** Er@lûdes potedial rEal-tir¡æ b€nefib.
*** A PHI-wide irryleñedation ofAMIad ørøry efrciency wol¡ld i¡cr€ãse ¡€serve na¡gins in East€¡n MAAC

fiorn I L l% 1o 18.9/o in 2010, and Êom I 1.5% b 129% itr 2013 if CPP is lle Default Rate Struc[re add

ûom I 8.1% o 18.6% in 2010, ard fiom I 1.5% to 12.3% ij1 2013 ifCPP is û Volutarv Rate Stucture

The savings to Delaware customers would be as much as two times
larger if all utilities in PJM-East followed PHI's lead in deploying DSM
programs and achieved similar load reductions, with the aggregate
load reductions creating a much greater ¡mpact on energy and
capacity prices.

The sav¡ngs to Delaware customers would be less than half as laçe if

critical peak pricing were not the default rate structure, requiring
customers to take initiative in order to sign up for the program. This
finding is based on the assumption that a voluntary program would
achieve only 2OYo participation by residential and small commercial
and industrial customers, whereas making CPP the default rate
structure with an option to switch to a fixed rate would achieve 80%
participation. (This assumption is consistent with part¡cipation nates in
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Califomia's Statewide Pricing Pilot.) However, even at a pessimistic

20% participation rate, the total benefits of AMI/DSM exceed the total
costs.

r Although critical peak pricing programs typically designate peak
periods on a day-ahead basis, making the programs callable on a real-
time basis would enable customers to mitigate the impacts of real-time
surprises in load or supply outages. This could add an additional

$300,000 to $1.5 million in value.

r ln the lnadequate Supply Response scenario, implementat¡on of DSM
programs like PHI's throughout PJM-East would increase reserve
margins in Southwest MACC from 15.2Yo to 18.3o/o in 2010, and from
5.8% to 14.4o/o in 2013; in Eastem MAAC from 18.1o/o lo 21o/o in 2O1O

and from 11.5 to 19.9% in2O13. Hence, DSM initiatives would provide

substantial value as an insurance against intolerably low reserve
margins.

These savings estimates do not include potential additional customer
benefits from reducing transmission losses, impoving reliability, reducing
rate volatility, enhancing market competitiveness, improving environmental
quality, reducing energy prices by lowering the costs of environmental
compliance, or potentially obviating or delaying the need for investments in

transmission and distribution. These categories of benefits have not been
quantified because the economic methodologies involved are not as well
developed or standardized. Therefore, the total customer benefits of AMI
could be substantially larger than the limited set of benefits reported in this
Business Case.

Add¡tional Benefits

GsÀçtonßer Benefits

Delmarva utilizes a market research model developed by Market
Strategies lnc ("MSl") fo assist the company in identifying the key drivers
of customer satisfaction. The energy delivery benefits associated with
AMI related to billing, customer seMce, energy information and reliability
contribute positively to Delmarva's customer satisfaction performance

once the full Blueprint plan is implemented. Additional customer benefits
include:

r lmproved website capabilities which will provide interval usage data to
enable customers to understand when and how they are consuming
energy at their homes and businesses.
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lndividual customer load profile data can be useful in enabling the
utility to target specific conservation programs or messaging to those
customers who would achieve the maximum benefit. Delmarva's "My
Account" software has the capability to provide "Energy Grams" to
customers which would offer customized energy conservation
information based on how they are cunently using energy.

AMI would enable Delmarva to provide for a "point of purchase"
notification or understanding by consumers. Delmarva's "My Account"
software has the capability of providing AMI metered customers with
"My bill to date" which enables customers to see how much they have
spent so far in any given month. The "My bill to date' feature also
enables the utility to perform outbound notifìcations to customers letting
them know when energy consumption or spending has reached
customer prescribed levels. These notifications will raise awareness of
energy use and contribute to changing @nsumer behavior towards
conservation and environmentral stewardship.

AMI allows Delmarva to potentially offer "On-Request" meter reading
services wtrereby a customer could request a specific meter reading
which would show consumption information for a period of time (1 hour
for example). This type of reading would be able to let customers see
a "before and afte/' view of eneçy use which enables them to see the
benefits of conservation.

AMI will enable Delmarva to provide on-line assistance with rate
evaluations. Customers would benefit from having an lnteractive Rate
Comparison program available on line to examine the cost savings
potential of various rate options in a manner which is customized
based on their actual historic load profìle. Users would select among
options and calculate the energy costs for each option automatically.
Users could then print out a summary of the analysis to be used for
making rate decisions.

AMI provides improved customer service due to the ability to remotely
verify or determine that a particular meter is cunently in service or out
of service. This helps to alert the customer that the problem may be
on the customer side of the meter.

With AMl, it would be possible to offer customers an option of changing
their monthly billing due date. This could conceivably provide some
cash flow and payment flexibility benefit for customers. 

! ìr

AMI information will benefit our Customer Contact Centers by enabling
Customer Service Representat¡ves ("CSR's") to quickly identify the
time of high customer usage. This would enable the CSR to offer
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levels of customer educations by explaining exactly when
high usage are occuning at the custome/s home or

¡ AMI allows the Company to be less intrusive to customers by not
having meter reading personnel in or near the custome/s home or
business.

Theft of Senrice

Delmarya expects to improve the detection of lost revenue due to energy
theft and other metering issues and to uftimately reduce it by using the
capabilities of the AMI system. The AMI system is expected to enhance

Delmarva's ability to identify and recover lost revenue in three ways. First'

by visiting all of Delmarva's meter locations during the initial AMI meter
deployment, we anticipate that some percentage of the meters cunently
affected by tampering, diversion or other problem will be found and
remedied. Second, once the AMI system is installed, Delmarva
anticipates that additional data will be available to indicate the status of the
meter as well as provide electronic notification of possible tampering. This
functionality will permit more timely identification, investigation and

remediation of possible theft events. Finally, by using the interval data
from the AMI system coupled with the analytical capabilities provided by
the MDMS, Delmarva expects to develop the capability to anallze usage
and other pattems to discem possible theft cases, particularly with

commercial accounts. Accordíng to the Edison Electric lnstitute ("EEl")'

electric utilities typically estimate approximately one to thred percent of
their annual revenue is lost due to energy theft. lf the expected AMI

capabilities enable Delmarva to improve its energy theft recovery by 0 '5o/o

of its annual kilowatt hour sales, we estimate that the recovered volume
would be about 47 million kilowatt hours or about $6.5 million per year,

assuming a combined residential distribution and standard offer service
rate of 13.75 cents per kilowatt hour. Customers might experience a small
reduction in rates due to reduced losses from the electrical system as the

costs of the diverted electricity are paid for by the actual responsible
parties. This benefit, however, would represent a shift ¡n cost
responsibility among customers, rather than a reduction in total revenue
requirement recovered from all customers and was no included in this

analysis.
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This section of the report provides the initial cost estimates for the
deployment of the AMI system and the associated meter data
management system ("MDMS") by Delmarva's electric and gas delivery
businesses. The costs will change as the Company conducts the
procurement phase of its AMI project and evaluates the capabilities of the
various AMI systems available in the market today. ln addition, the
quantifications will also change. due to changing labor rates, payroll
Ioading rates, inflation and other possible changes in the underllng
assumptions used to deríve the estimated cost values. Below is Figure 9
summariZng total capital expenditures needed for the initial deployment of
the AMI system and annualized O&M costs expected in the first full year
after deployment, followed by a more detailed description of each cost
category.
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Figure 9

Note úlat the cosb in the fgure above exdude certain one time Gb desqibed in number 9 belo¡/.

l) Meters and lnstallat¡on Labor

Costs include new AMI meters that contain certain equipment "under
glass" such a remote connecVdisconnect switch for certain meters,
communications modules where applicable and the associated installation
labor. Prices for AMI equipment are estimated using filings from other
utilities as well as initial quotes from a few vendors and the calculated
estimates consider differences in commercial and residential equipment
requirements. A value of $85.00 is used for the AMI base cost for
residential electric meters and a $194.00 value is used for commercial
electric meters. Additionally 98% of residential electric meters will require a

$25.00 remote connecVdisconnect switch, which is not required for the
commercial electric meter. All existing gas meters will be retrofìtted with an
AMI communications module, est¡mated at $60 per module. Labor cost for
installations¡/ retrofits ¡s estimated at $16.50 per electric meter and $20.00
per gas meter. This brings the estimated c¡st for meters with the
associated installation labor to about $52 million for Delmarva's electric
and gas customers in Delaware.

2) Gommun¡cat¡ons Network lnftalructure and Installat¡on låbor

The communications network infrastructure solution is assumed to
leverage Delmarva's already existing network. There will be no separate
communications network for gas meters; instead the gas mete/s
communication modules will utilize the commun¡cations network deployed
for electric meters. The cost of this component of the AMI system is more
variable than the other components (i.e., meters and the network

AMI System Components
Mete¡s, ¡nclud¡ng lnstallation Cost

Network, including lnsta¡lat¡on Cosl
AMI Network Management System and Mele¡ Data Management

42,783 I
2't,616 $
4,417 $

9,195 $ 51,978
- $ 21,6't6

1,628 $ 6,245

AMI System lncremental Cost fo Operate
MDMS Software Maintenance & L¡cense Fees
MDMS Hardware Leasing
AMI Network Management System O&M
Coñmunicat¡ons Network lnf¡astructure O&M

$

$
s

62$ 2ô$ 88
168 $ 70$ 238
f96$ 81 $ 277
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management lT system), given the different ways AMI vendors configure
and price their communications networks combined with the variability of
tenain, meter density and meter locations in Delaware. For purposes of
this cost estimate, $70.00 per electric meter, including installation costs,
was used. The total estimated costs for communications network
infrastructure and the associated installation is about $22 million for
Delmarva's electric and gas customers in Delaware.

3) AMI Network Management Sys{em and Meter Data Management system

This cost category captures the estimated costs associated with soft¡¡are
applications, systems integration and computer hardware necessary to
support AMl. System costs include categories for

r MDMS - software license, servers, storage, operating system,
database management system, clustering sofrt¡rare, and system
design, configuration and integrat¡on

Customer Presentment - seryers, storage, and system design,
configuration and integration

PHI lntegration - CIS and other lT systems integration.

The total estimated costs for the AMI Network Management S¡ætem and
the Meter Data Management System are about $6 million for Delmarva's
electric and gas customers in Delaware.

4) Gontingeney

We determined that a contingency should be applied to the start-up and
installation activities as a way to help manage the cunent uncertainty
around the AMI cost estimate. A contingency amount comprising 7% of
the capital investment for Delmarva, representing an amount of about $6
million is included to cover unexpected increases in equipment costs,
labor costs or materials prices.

5 and 6) MDMS Softârare Maintenance, L¡cense Fees and Hardmre
l-eas¡ng

The MDMS will require softn¡are maintenance and license fee contracts
with the system's vendor for system support, upgrades and the like. The
operating costs for the hardware for the MDMS system include the
hardware leasing costs for the servers, the data warehouse system and
data storage capacity.
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4 AMI Netwotk Management lT S¡lstem O&M

The AMI Network Management lT System has costs similar in nature to

the MDMS with regard to software and hardware' Three additional FTEs

are estimated to be required after AMI deployment to operate and

maintain the AMI system for PHl.

8) Gommun¡cat¡on Network lnfrastructurê O&M

These costs include the estimated ongoing maintenance of the

communications equipment needed to transm¡t the data back and forth

between the meters on the customers' premises and the Company's

offices. This cost is dependent on the míx of communication technologies
Delmarva ultimately obtains through its procurement process'

9) Labor Related Costs

The reduction in certain types of work would be phased in after the 2008

deployment, with labor related costs being incuned over a three year

period (2010 through 2012). These costs would include reassignment and

ietraining of Delmarva employees. The estimated cost of this one time

expense is $1.1 million for the electric service and $0.4 million for the gas

service.

Accderated lþpreciation

As stated in PHI's February 6,20A7 Blueprint for the Future filing and in
the 2007 NARUC 3 Resolution to Remove Baniers to ihe Broad

lmplementation of Advanced Metering lnfrastructure, the deployment of
AMI technology will require the removal and disposition of existing meters

that are not fully depreciated and the replacement of, or significant

modification to, existing meter reading, communications, and customer

billing and information infrastructure. To encourage the implementation of
this new technology the Commission should adopt ratemaking policies

that remove a utility's disincentive toward demand-side resources that

reduce throughput; provide for timely cost recovery of prudently incuned

AMI expenditures, including accelerated recovery of investment in existing

metering infrastructure, in order to provide cash flow to help finance new

AMI deployment; and provide depreciation lives for AMI that take into

account the speed and nature of change in metering technology.

The business case reflects depreciation lives for AMI that take into the

account the speed and nature ofthe change in metering technology. The

3 See I{ARUC Resolution AtÞched in Append¡x 2
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business case reflects a recovery period of frfteen years for the AMI
investment and five years for the recovery of the remaining costs

associated with the exist¡ng metering system. As of December 31, 2006'
Delmarva's existing electric metering system had a remaining net book
value of about $26 million and the existing gas metering system's
communication modules had a remaining net book value of about $3
million. At this time, Delmarva expects to be able to retrofit the existing
gas meters with an AMI ready communications module and not replace

the existing meters. ln certain cases, Delmarva has gas meters with
existing communications modules installed in customers' premises.

These modules would not be compatible with the communication system

needed for the AMI system and therefore accelerated recovery treatment
similar to the existing electric metering system is appropriate.
Depreciation calculations in the business case may need to be updated

due to pending federal legislation.
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Developrnents ¡n other ¡urisd¡c't¡orE

Congress with the passage of the Energy Policy Act of 2005 recogn¡zed

the importance of advanced metering for growth in the development of
electric demand response programs across the United States. To
advance the development of such programs, Congress directed the
Federal Energy Regulatory Commission ("FERC") to assess demand
response resources cunently in existence in the electric power industry'
FERC conducted a survey where they requested information from every
state on the number and uses of advanced metering, existing demand
response and time-based rate programs within their state. As a result of
this survey, states were required to consider the adoption of a smart
metering standard for each of their state regulated utilities.

Many states took the FERC survey results and determined methods for
confronting the rising energy costs within their particular states with
Advanced Metering Infrastructure and Demand Response Pograms. The
following identifies several utilities which have obtained approval from their
individual state regulatory commissions and are beginning implementation

of intelligent meter technology, demand response and time-based rate
programs within their operating jurisdictions' Califomia and Texas utility

companies have led the way in ¡mplementation of AMI and Demand

Response Programs.

CALIFORNIA

The Califomia Public Utilities Commission ('CPUC) in 2OO4, directed

each of the state's regulated utilities to explore the option and feasibility of
upgrading their home and small-business electric meters to digital

intelligent meters, similar to the types used to measure energy usage by
larger commercial customers. The GPUC's goal was for its state

regulated utilities to signifìcantly ease Califomia's constrained energy
reõources by providing some form of demand response during periods of
peak demand. The need for a smart metering standard was essential in
Califomia due to the increased growth in population and per-person

energy use in the state. Califomia's state energy policies require utilities to
commit large amounts of resources to fund and implement energy
effìciency programs.

Pacific Gas & Electric ("PG&E )

Pacific Gas & Electric in 2006 obtained approval from the CPUC for the
universal deployment of an AMI system which required the installation of
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5.2 million electric meters and 4.1 million gas meters throughout its

operating tenitory. PG&E immediately began an AMI pilot program in

Bakersfìeld, Califomia to test the accuracy and performance of
SmartMeterrM after winning approval from the CPUC. Mass deployment
of PG&E's SmartMeterrM Program is expected to begin in late 2007.

Southem Califomia Êdison (SCE)

Southem Califomia Edison obtained approval from the CPUC to replace
its existing 5.1 million electric meters with "next generation" electronic
intelligent meter technology beginning in 2009. Edison SmartConnectrM is

Southem Califomia Edison's AMI Program which aims to improve overall
customer service by allowing customers to proactively manage their
energy use and also save money through part¡cipation in programs with
timedifferentiated rates and demand response options. The Edison
SmartConnectrM program is the first overhaul of SCE's metering system
since 1949.

San Diego Gas & Electric ('SDG&E")

San Diego Gas & Electric obtained approval from the CPUC in April 2007
to begin implementation of "smart meter'' technology for its estimated 1.4

million electric meters and retrofitting approximately 900,000 gas meters
throughout its service tenitory beginning in 2008. SDG&E's approval also
includes an agreement with the CPUC's Division of Ratepayer Advocates
('DRA) and the Utility Consumers'Action Network ("UCAN") to become a
leader in emerging energy technologies through thé use of a smarter
electric distribution grid.

TEXAS

With the passage of House Bill2129, the Texas Public Utility Commission
was required to study the benefit to be derived by electric utilities in Texas
from advanced metering. Because of the retail choice env¡ronment of the
Texas retail market, the challenge exists for implementing advanced
metering in a way that will maximize the benefits for the utility company,
retail providers and customers. The Texas Commission has also initiated
a separate project to evaluate potential demand response prcgrams for
the Texas utilities market.

Centerpoint Energy

Centerpoint obtained approval from the Texas Public UtilÍty Commission in
2006 for implementation of smart meter technology for its more than three
million electric and natural gas customers in the Houston area.
lmplementation of smart electricity meters began in November 2006 in
selected areas of Houston.
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TXU Electric Delivery

TXU Electric Delivery plans to have its 3 million automated meters by
201 1 , complementing an advanced grid intelligent enough to monitor
electric service real-time. By year's end, TXU Electric Delivery expects to
have 370,000 automated meters system-wide, including 10,000 BPL-
enabled meters. The BPL-enabled network will serve approximately 2
million residential and commercial customers in Texas.

OTHER JURISDIGTIONS

Several utility companies in other jurisdictions have either filed applications

or have obtained approval for implementing advanced metering and

demand response programs. A sampling of these utilitíes companies are
outlined below.

t Detroit Edr.son ('DTE) - The Michigan Commission approved DTE's
plan to replace 3 million electric meters. DTE is investing $330 million

for implementation of this over the next six years. DTE has also

created a Home Energy Saver audit tool on their website
(mydteenergy.com) to help customers manage their eneçy use and

obtain conservation tips.

Pennsylvania Power & Light Company (.'PPL) - PPL completed the
installation of 1.3 million electric meters in 2OO4. PPL has created

sections on its website dedicated to energy conservation efforts,

including an energy calculator, detailed information about smart meters,

safety concems and an energy library for customers to leam more
about energy usage in their homes.

Battimore Gas & Electric Company - BGE filed for approval by the
Maryland Public Service Commission in early 2OO7 of its plan to deploy
an AMI system and Demand Side Management Programs.

Southern Company - Southem Company obtained Commission

approval to replace 4.5 million electric meters in their four-state
operating tenitory.

Poriland General Electr¡c ('PGE) - PGE has filed an application with

the Public Utility Commission of Oregon to install 843,000 smart
meters for both residential and small non-residential customers
throughout PGE's operating tenitory.
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Business he Summaries from Other lltilities

Summaries based on publicly available information from filings for PG&E
Southem Califomia Edison and San Diego Gas and Electric are included
below. The summaries demonstrate the similarities in approach and
results with PHI's AMI business case analysis.

Pac¡ñc Gas and Electric Company

The AMI business case filed by PG&E with the
Califomia Public Utilities Commission shows
that AMI can largely be justified by the
operational benefits and savings to the utility.
The operational "gap" between the costs and
benefits for a full AMI deployment case is $234
million on a present value revenue requirement
(PVRR) basis. Adopting a benefit calculation"
for Demand Response of $338 million which is
more @nservative than a Base Case* of $510
million still results in finding that the project is
cost-effective.

The field and metering services benefits
include the reduction/elimination of the labor
and nonlabor costs required for regular meter
reading and change of party/special reads and
remote Tum-On/Shut-Off. Other operational
benefits include improvement in Electric & Gas
Transmission and Distribution restoration after
significant outages, reduced customer calls
and duration of calls related to billing and
power outages, and reduced employee-related
costs.

The major categories of deployment costs for
AMI include meter and module equipment and
installation costs, network equipment and
install costs, and lT costs that include interval billing system, interface and
integration costs. Operational and maintenance costs include AMI
operation costs, meter operation costs, marketing and communications
costs, and customer acquisition costs

Total
Costs

$2258M
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Total Benefits
$2,076M

The AMI business case filed by SCE with the
Califomia Public Utilities Commission shows
that AMI is justified by the Operational, Load
Control, and Price Response Benefits to the
utility. The operational "gap" between the
costs and benefits for a full AMI deployment
case is $356 million on a present value
revenue requirement (PVRR) basis. The new
functionality of the Edison SmartConnectrM
technology not only increases the ways in

which customers can use demand response;
it also results in SCE going from a negative

$951 million Present Value Revenue
Requirement (PVRR) in 2005,* to a positive

$109 million PVRR in 2OO7 for full AMI
deployment.

Through its AMI System Design and Use
Case Process, SCE will integrate Edison
SmartConnectrM into its operating systems to
ensure that the expected benefTts accrue in
the areas of customer service, billing, outage
management, and oPerations and
maintenance.

Operational savings are forecast to cover
approximately 63 percent of the related costs.
Participation by residential and <200kW

business customers in dynamic pricing and
demand response programs is expected to
provide sufficient additional benefits to justiff
the Edison SmartConnectrM project. The
cosþbenefìt analysis is summarized in the Figure below

* Source: EDISON SMARTCONNECTTM DEPLOYMENT

FUNDING AND COST RECOVERY

Volume I -Policy July 31 ,2007 - Before the Public Utilities Commission of
the State of Califomia
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Besøíttl¡ør. lo Ren¡øre Reg lalol, Barrlers To ß Ûroßd Irnplenenløtiot oîÅdtafited
Melerl g luItoslr| clure

W.EERE.A'S, Thè Ercrgy Polícy Act of 2005 am€nded the State ratemalsilg provisioas of
fhç Public Utiliti€s Regulatory Policies,A.ct of 1978 (PURPÂ) to require cv€ry State
rggulaúory commissio¡ to consider a¡d deteÎtnine whedler to adopt a lrsrÞ sta¡¡dôrd witlr
regard to advanc€d meteriry irlfrashuchüe (AMÐ; ¿rd

WFEREAS, ¿.óvanced meteri.og, as deûtred by Federal Ercrgj¡ Regulatory Cornmissior
(FERC), æfers fo a Íreteri¡Ìg systeü that recorals cugtomer coDsr¡mption hourly or more
ûequendy and that ¡novides daily or more fr€qus¡rt ùaûsmittal of meåsr¡remeDts ovet a
communication tretwork to a cetrtral collectiorr poinq anl

VrEEREÀS, The implemertadoû of dyûa¡nic pricùrg which is facilit¿ted by AI,II, caa
afford coesuüers the opportu¡ìity to b€tter måtrãge fheir euerff¡ consürptiotr atrd
electricity costs tbrough fle practice of demaad respotrJe strategies; ¿nrl

W'EEREAS, Effective price-respor¡sii'e defland rÉqrrires ¡¡ot oDly deplold¡er¡t of AMI 1o
a matsrial portíoÍ ofa utility's load" but also imple¡nentation of dy[a¡¡ic price ôtrr¡chtles
ÎÀat teveôl to coÐsumers the value ofcontrolling ttreir consumption at specific times; a¡¿d

MII.RE.{S, AMI deploJ¡meuf offer.s ûumerous potedial betrefils ùo corsume¡s, borh
participaûb ard trotr-participflrts, i¡rcluding:

. g¡€at€r cus¡omer coDfrol over consr¡mption and elecuic bills:
e imp¡oved metering accüracy atrd custorler sereice;
r potential for reduced prices during peak periods for all cg¡r5uú€ts;
o reduced pdce volatility;
¡ rcduced oufage du¡ation; and,
¡ expedited service initíation aud ¡esto¡ation; ¿¿d

WEERE.{,S, The ùse of AMI may afford sigoifrcaut utility operation¿l cos¡ savír¡gs and
odrer beueñts, iucluding;

. automation of metef reading;

. oufage dËtectior¡;

. reDrote co¡mectionldiscoooectio¡:

. reduced eue¡gy ¡heff;

. iüproved outa€p restordtion;
¡ i.r¡rproved load resea¡ch;
r mo¡e opÈimal t¡ausfonner sizing:
. reduced deD¡asd duriEg times ofÐstem st¡ess;
. decr€ased T&D systenr congelion; and,
o ¡educed reliancç oo iaefrciett peating geuerators; czd
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WEEREAS, Sound AMI plarmi¡rg aud deployrneut requires the identificalion ald
consideration of tangible and inøngible costs and l¡enefits to a utilify system arìd its

customers: ¿¡¡d

WIIEREAS, Cost-effective AMI may be a critical component ofthe intelligent grid of
the funrre that will provide many beaefils to utilities and consümers; ønd

ìII/EEREAS. It is important that AMI allon'the frce and unimpeded flow and exchange

ofdata and communications to empower fhe greatest range ofteclìnolory a d cnstomer

options to bc deployed; arud

WEEREAS. The deploynìed of cost-effective AMI technology rnay require the removal

and disposition of eústiflg meters that are not firlly depreciated aud may require

repl,acemenl o{ or significant modífication to. exísting meter reading,

communications, and customer billing and information infrasûuctffe; c¡'d

'WEEREÀS, Regulated ulililies rnay be discouraged from pursuing demand Iegonse

oppornmities by the prospect of diminished sales a¡d revenues; ttou', thetqlore, be it

R.ESOLVÊD, That the Boa¡d of Directors of the Nalional Association of Regulatory

Utility Commissioners, convened at ÍB Febn¡sry 200? Wimer Meetings in Wasldlgton'

D.C-, reco¡nmends that co¡rmissio¡u seekirÌg lo frciliiate depl'oyìent ofcost-effecfive

AMI tecbnologies consider the followilg r€gulatory optiotrs:

o pursre an AMI business case analysis. in conjunction wíth each regulated utility'
in order to idenfi! arr optimal, cost-effectiv¿ shategy for deployrnent of AMI that

takes into accouut both fangible and intangible beuefits;

. adopt ratemakirg policies that provide utìlities with appropriate inceutives for

reliance upon demand-side resources;

o provide for timely cost rÊcovery ofpruúentty incurred,{MI expedxditures,

iucluding acceleraled recovery of Ínvesüneût iÙ existing metering infrastrtrcnrle,

in onler to provide cash flow to help furance new AMI deploymenq and,

o provide depreciation lives for AMI that take i¡rto accoult lhè speed aûd llahüe of
charge in metering Iælmology; and be it fuûher

RESOLI¿ED, That the Feder¿l tåx code with regard to depreciatie lives for AMI
il\¡est¡nents should be arnended to reflect the spèed and ûature ofchaûge in meteritg
tÈcbaolory; dnd be ,t Íurther

R.ESOLVED, TIIatNARUC süpports movement toward ar appropriate level of opel
archiæctut and interopembility of AMI to enable cost-effective inveshents, âvoid

obsolescerce. and inc¡ease intovatioas in teeblology produets.

@o urc es dn d Envi ro,m en t
Ådopted by N,aRUc Board oÍ DirecÍors Februaly 2I' 2007
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Delmawa Power & Light Company
In the Matter of Delrnarva's Blueprint for the Fuhue Pla¡t
Filed Feb¡uary 6, 2007

L INTRODUCTION

Delmarva Powet & Light Company ('Delmarva'', 'Delmarva Powet'' or the

"Compan/),r hereby filos with the Delawæe Public Service Commissio¡ ('Commission" or
'DPSC') the Company's comprehensive demand-side management, advanced metering and

energy efficienoy plan entitled the 'tslueprint for the Futr¡re" Plan ("Blueprint for the Future').
With this filing Delmarva is proposing to implemen! the Company's Blueprint for the Future
Plar¡ attached as Appendix A, in Delaware. Delmarva is seeking ioput from the Commission
and inærest€d parties on the Blueprint for the Future. Delma¡va pefitions tJte Commission to
take immediate actior¡ to the extent required by law or regulation, on the Blueprint for the
Future. Specifioally, Delmarva requests that the Commission:

¡ Issue an order giving notice of the fil-ing and requiring publication ofsuoh notice
in newspapers of general circulation;z

r Establish a Working Group/collaborative process ûo review and report on
Delmarva's demand side matragement ("DSM) recommendations under the
direøion of a to-be-appointed Hearing Examiner;

e Establish a Wo¡king Group/collaborative prccess to review and leport on
Delmarva's Bill Stabilizarion Adjusment ('BSA ') proposal a¡¡d,

o Direct the Working Group previously established in Regulation Dooket No. 57
to review and repoÍ otr Delmarva's AMI proposal.'

o Task the Working Groups and Hearing Exarnine(s) to, on an expedited basis

but not late¡ than August l, 2007, review and report ûo the Commission on the

I DoLrtu is pa¡t of the Pepco Holdi¡gÞ, Inc. CPHI-) førily of conputies, DeLìú./a is a wholly ourned

subgidiary of Conectiv, a Delaware corporatio4 n'hích ís in tum a \r'holly owncd subsidiary of PHI, a DelawarÊ

c.o¡pontion. PHI is aD en€rg/ holding courpany e[gãged h regulated utilþ opsrations md s¿le of comp€titiv€
etrergy pmú¡c6 úLd s€rvices to rËsid€,ltial ¡nd commercial customers. PHI companies deliv€r Êl€€{ricity and

¡aü¡ral gss to morc thrn l.E ¡tillion custome¡s in Del¡ware, the District of columbi4 Maryland New Jeney and

Vfuginie, nrking it one of the largest €lectricity alelivery c¡rnpanies in the mid-Atl¡ntíc r€gion. PHIg fsrnily of
enerry-related businosres includeE: is regulated electic utility delive¡ing electicity to mor€ thal 725,000 customers

in Úis¡lngtoa D.C., and its Maryland suburbs. Delnarva is a regulated utilþ with morc tha¡ 500,000 electic
deliv$y custome¡s in Del¿warc and thc Dol¡nawa Peninsula and about I 18,000 natural gas deliv€ry custome¡E in
northem Delaware, Atlantic City Etcchic Conpany is a regutahd elccaic utility serving more than 500,000

cu$omers in southem New Je¡sey,

2 A proposed Order and Notic€ is attached a3 Appendix B, Draft Order and NoticÊ.

3 In fte Matter of thË Connission's Combined Con¡ide¡ation of the Utitizatior of .A.dvúced Meoeríng Technologies

Undet 2ó Del. C. 91008(bXl)b and the Implem€ntåtion ofth€ Fed€ßl Sbndü& fo¡ Tine Bas€d Meedag ssd time

Based Ratç Schedules undff ló u.s.c. $2621(dxl4) and 2625(i) (Opened May 9, 2006). Psc Ree¡¡ldion Doçkot
No. 57.
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tkee key components of Delmarva's Blueprint for the Future: DSM; AMI; an4
BSA.

o Issue a final order not later than SeptÊmbr 1, 2007' approving all cost recovery
meohanisms proposed, approving the proposed Net Energy Metering Taritr and

approving the BSA with an effective date ofNovember 1,2007.

The Blueprint for the Future, which ultimaæly will be rolled out acÌoss all PHI utilities
and their jurisdiotions, is the PHI vision for the future that is designed, among other things, to
better enable customers to mange their energy bills through energy efficiency programs and the

ability to see and react to price signals in the markel placing sigpificant downwa¡d pressu¡e oû
regional electricity wholesale capacity and energy prices. The purpose of this Blueprint for the

Fuh¡re is 1o set fo¡th Delmarva Power's oomprehensive vision of the futr¡re and for taking
Del¡na¡va and Delmarva's Delaware customers forward into that fi¡ture - a futu¡e where DSM
prcgrams, both energy efficiency and demand r€sponse, a¡e enabled by new æcbnology
investnents to best meet Delrnarva's Delaware customer energy needs. A recent study, prepared

by The Brattle Group aud sponsored by the five Mid-Atla¡tic public utilþ commissions and

PJM Interconnection, has found that a modest reduction in electricity use during peak hours
would reduce eneryy prices by at least $57 million to $182 million a¡nually in the Mid-Atlantic
region. The study examined the effects of reducing elechicity use by three percent during the
highest use horus for five utiþ areas. It not€s that, "[m]ore widespread participation and decper

curtailnretrts would resr¡lt in even greater price impacts." This study also shows the importance
of demand r€sponse to a stat€ like Delawa¡e and ñl¡ther qupports the Company's recent IRP
filing and the need for the Commission to support this filing.a

For the past decade, the State of Delawa¡e's energy future has been the focus of
Executive Task Forces, Legislative Committees and regulaøry action oollectively and
individually by the Govemor, thc Legislah¡¡e, U.S. Senator Carper, the Sustainable Energy
Utility ('SEU"), Commission, Delawa¡e's Colleges and Unive¡sities, and citizens. Many
concemed and interested parties have atternpted to study, develop and promole energy efficienoy
and dema¡d side response programs, including: the State of Delawa¡e with the Stale CliÌnate
Change Action Plan; th.e Govemor's Energy Task Force; SEU Task Force; Universþ of
Delawa¡o Center fo¡ Energy and Envirorlmental Polioy; Delaware Department of Natu¡al
Resou¡ces; the Delawa¡e House and Se¡¿te,'and Delmarva- Addition¿lly, the Delaware Public
Service Cornmissio4 in response to legislation and/or legislative directíves has established

1 
soe Bmtton R€port, QuantiÐing Denand Response Benefits in PJM (January 29, 2007).

5 Sec Renswable Energr Portfolio Stanclards Acl,26 Det. C. C. 351 - 363. See Also, The Electric Utiliry Retail

Ctrtomer Supply Act of 2006. 2ó D€t. C. $ 1007. Tbe ElectÍc Utilig Retail Customer Sup,pþ Act of 200ó

C'EURSÀ-' or the "Acf'), passed by the Delawa¡e General Asscmbly in the Spriag of 2006, mandaæd thrt the

CompÊ¡ly ptËp0¡e an I¡tggratFd R€soutEe Plon (IRP") E¡d evalua¡e various plosurrr¡ent cùstegies for Shtrd¡rd
Offer ServicÊ rSOS") eoerg/ supply. EURSA required Delnarva to conducf a competitivc requ€st fot p¡oposal

CRFtt') ploooss to coßider lotrg lenn conìmitaents wiü third püty resoulc€ s¡ppliers,
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proceedings on Renewable Energy Portfolio Stândards,6 Advanced Metering,T and Integraæd

Resources PlanningÜ - which includes a highly conhoversial RFP proposal which, if adopted,
would force Dolmarva to procure 400 MWs of new generating capacity to serve SOS customers.'

Delrnarva Power, ín this Blueprint for the Future, ís proposing to the Commissíon and the
oustomers of Delaware a fi¡ll and comprchensive cornplement of energy efficiency and demand
side managen:ent progrâms. Eech program is speciñcally set fofh in the Blueprìnt for the Futr¡re
outlined in Appendix A.

1. Applicant

Delmarva, the Applicant in this matter, is located at:

Delmarva Power & Light Company,
800 King Sfteq P.O. Box 231,
tÄTiLmington, Delaware I 9899

6 In tle l"traüø of the Adoption of Rules and Procc.dures to fnplement the Renewable EnergJ/ Pordolio siandards
Aat, 26 DÊl. C. $ 351-363 As Applied to RetÊil Electric¡ty Suppließ (Opened August 23, 2005). PSC Regulation
Docket No. 56,

? I¡ tbe Mattc¡ ofüe Commissio¡'s CombinEd Consideratiol ofúe UtilizatioD of A.dvanced Meæring Technologies
Under 26IÞ1. C, $ lo0EOXl)b and the Impl€mettstior ofthe Fedsral Sta¡da¡ds for Time Based M€tËr¡rg aDd tim€
Based R¿ts Soh€dulEô Under 16 U.s.C. 2621(d\(14) nd 2625(i) (opeBed Mty 9,2006). PSC RegulatioÞ Docke¡
No. 57,

t I¡r th" Matter of th€ lDtegr¡t€d Resources Planning for the Provision of Standa¡d Off€r Supply Service By
Del¡n¡rv¡ Power & Ligbt Uuder 26 Del. C. $ 100(c) and (d): Rcview ofl¡itial Resou¡ce PIan Submítæd December
I , 2006 (Opeood January 23, 2007). PSC Docket No. 07-20.

e In the Mattgr of hlôgratôd R€soulc€ Plânning for the Provision of Sanda¡d Ofrer Servic€ Supply by De¡marva
Power & Light Compa¡.y Under 26 Del. C. $ 100(c) and (d): Review and Approval oflhe Request for koposals
fc tüe Constuction of New Gmeration Under 26 DÊl c. $ 1007(d) (Op€ned ,uly 25,200ór, PSC Docket No. 06-
ul.
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2. Communic¡tions

AJl communications and notices wilh ¡espect to this application should be made to:

Gary Cohen
Mgr, Regulatory Affairs
Delmarva Power & Light Company
Regulaû0ry Affairs
P.O. Box 9239
Newarlc DE 19714

With a copy to:

Glenn Moore,
Vice P¡esidant
Delnawa Power Region
Delmarva Power & Light Company
Regulatory Affairs
P.O. Box 9239
Newark, DE 19714

Anthony C. Wilson
Associate Geneml Counsel
Delmarva Powe¡ & Light Company
Legal Services Group
800 King Steet, 5ù Floor
P.O. Box 231
Wilmingtoru DE 19899

With a copy to:

Steven Sunderhauf
Regulatory Affairs
Pepco Holdings, Inc.
701 9ú Sreêt, Nw
Washington, DC 20068

II. OVERVIEWÄND SUMMARY

1. Energr Efrciency To Assist Customers In Managing The Risi:lg Cost Of
Energr

Over the past several years the rising cost of energy across the nation has hurt
Delmarva's customers, who a¡e often left with limited ab.ility to lessen their energy use þ reduce
the added burden of higher energy costs. The Company hås talked with its customen and
attemptçd to p¡ovide tbem with options to more effrciently manago their energy use. last year

PHI and Delmarv¿ launched the "Energy Know Hort'' campaig!. PHI and Delma¡va invested
ove¡ $1,000,000 to imFl€ment state of the a¡t energy auditing software. This investnent now
enables all of Ðelmarva's cr¡s¡omers to go o¡ the internet and view dafa about their montlrly bills
and better understånd how they use energy and what changes might teduce theit overall costs.

This was a good first step, but much more needs to bo dotre to allow customers úo fi¡¡ther conhol
their bills. The Blueprint is Delmawa's proposal to take Delawate customers into the fi¡ture.

This filing is the next step in answering customer concertrs by gving custome$ more
robust energy efficiency tools to reduc,e electricity consumption and demand response progrâms

that will help lo eþenge when customers use energy in aû effort to r€duc€ peak demanrls, driving
total elooûicity costs down for the state. The data and communicatio¡s capabilities i¡he¡ent in
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the advanced mekring proposal that the Company has set fofh will give each customer a
platform upon which to build a number of programs aimed at managing overall enetgy costs.

Delmarva envisions tfat some day the new technology will even have customers' appliances

receive and react ûo real time energy prices. Some of these tecbnologies will take time and need

to be tested, but many are ready to roll out immediately.

Collaborative effofs have served Delmarva's customers well through the many working
g¡oup processes that the Cdmpany, Public Service Commissio[ Deparûnent of the Public
Advocates offìce and olher inte¡ested parties have wo¡ked on tbrough the years. As the

Company looks.at thp key components of this frling: advanced metering, energy efficienoy and

demand response, bill stabilization proposals, and renewable resotuces, each will require key
stakeholden ac¡oss tlre state and at times across the region to oome together a¡d work
collaboratively.

The Company is of the view that this sa¡ne kind ofjoint effort will be important when
implementing statewide energy efficiency and demand tespoDs€ programs. Working with
parhen like the SEU (which was recently established and supported by key legislators in the
state) $'ill help us identifi best practices in the enetgy efficiency and conservation services

a¡ena. Certai¡ly the Delaware Energy Office will be a valuable partner when working on the
desigrr of the DSM and the energy effrciency prograrns. The customÊr's experiences in
administering prog¡ams such as the Delaware Energy Auwers Prograrn, the Delawa¡e Green

Energy Prograrq the Delawa¡e Energy star program, and other energy related programs, will be
inv¿luable when establishing rcw prograns. A coll¿borative effo¡t for Company programs will
aid the state in dweloping other energy efüciency Programs fo¡ othe¡ fiæI sor¡roes' The
Company proposes a Working Group including Staff, the Public Advocaúe, representatives ûom
SEU, and the State Energy Ofücg to move ahead on the energy effioiency efforts. This group

should begin meeting in Marcþ using the details of this filing as a starting point. Not only will
the group voriS the proposed progams suggested by the Company are the right ones, but they
can also work to align the efforts of each group to provide a comprehensive statewide effo¡t.
PHI is also joining the National .{ction Plan on En€rgy Effrciency Coalition, a broad-based
group of utilities, envi¡orunent¿l advocacy groups, state utility commissions and others working
together on environmental issues,

This filing is a natural next step fiom Delrnarva's recently filed detailed Inægrated

Resource Plan. It is meant to move fonlard the implementation of many of the ideas coming out
of the planning process. It is also in step with the Company's vision of the future, as artiofafed
¡n rec€nt "State ofthe Company'' presentatiors where the Company refened to the "Utility of the
Future." Across PHI the corporation is employing a large amount of ¡esources to take the

Company forward in this vision of the future, arid it will be one of the most significant initiatives
we have had in many yeas. Delmarva believes this effort will take the Company ard tlrc states

PHI serves into the forefront in enabling customers, specifioally Del¡narva's custome¡s, to
conhol energy costs, improve envi¡onmental conditions and also provide the Company with
additonal tools to make dmmatic adva¡ces in reliability and customer service.
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2. Delmarva's Blueprint X'or The Future

Delrnarva's vision of the frrture involves a substa¡tial invesbrent in new technologios

such as advanced meter infrastructure, distibution automation, smart the¡mostats linked to th.e

AMI system, and an improved oo¡nmunicatio¡s netwotk. This vision will be met by designing

and implementing these technologies and processes across the regions Del¡narva serves. In
Appondix A" the Company provides details on the components of this plan. Below is a surìmary
ofproposed programs.

A* Demand Side Management and Reneweble Regources

l. DSMPrograms

Iu addition to the many teohnology platforms outlined in the Blueprin! the Company has

proposed a number of programs fo¡ Delmarva's custoßeß. These progFms will be refi¡ed and

possibly e)eanded through DeLnawa's proposed collaborative working groups. Delmarva has

progra¡ns that fall into three categories: Energy Effciency, Demand Response a¡d Renewable

Energy. Below is a snapshot of the residential and commercial prog¡arns the Company is
proposing.

Enerw Efñciencv

Home Psiformance

HVAC

I)emand Response

Smart Thefmostat

Renew¡ble EnerEv

Renewable Portfolio

Gitic¿l Peak Pricing Green Choice

LightiDg Intemet Demand Response Net Energy Metering

Building Commissioning

Presoriptive Audits

Custom Audits

These pmgrams, coupled with the technology invesüoents listed, will provide the tools

Delma¡va's customers and Delmarva needs to move into the ñ¡tur€.

2. Renew¡ble Resources

Delmarva's IRP clearly pointed to the need for a moderate amount of rcnewable

resources in Delmarva's portfolio over the next l0 years. As the Company moves forward i¡ its
efforts to secure needed renewable resoluc€s for Dçlmtrva's oustomeÉ, the Company sees an

opportunity to help promote and gain support from Deknarva's customers for these often more

oostly energy souroes. The Company believes that poæntial modifications to Del¡narva's

rençwable portfolio legislation, the existing standa¡d offer service bid p,rocess, and/or úe
implgmørtation of green choice programs, where customets make the choice to support

reneÌvabla energy supplies for the customer's needs, are a few \r¡ays to meet Delnårvå's n€eds'

\Morking with the Delaware Energy Office, the SEU group, Enetgy Suppliers, the Public
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Advocate and the PSC, the Company can disct¡ss options and ideas to encourage ¡enewable

generation resources,

B. Advanced Metering and Related Technologr

1. AMI Infr¡structure

AMI will provide customers and the utility with more detailed and timely infom¡ation on

energy us€. The ôompany will replace tppro*-ädy 430,000 existing gas and-elect¡ic meterst0

with new computer imbedded intelligent meters. These intelligetrt metets will ultimately allow
the Company to collect and tra¡smit customer i¡formation suoh as billing data' usage pattems,

voltage levels and ouûage information, and ultimately send fu|lfoÍnation to Delmarva's computer

systems, where the Company can process it and use it to betær serve ousÛomers. This system

could also be used to co¡nmunioate directly to customers' thermostats and appliances and contol
the opemtion of this equipment based on energy prices. In the futu¡e, this same system will
allow Delmarva to send i¡formation to custome¡s, via a display in the culomer's homes o¡ to an

intemet sþ the price of electricþ - eithe¡ real time prices or day ahead pricing' Eventually
appliances witl be in homes and businesses that are able to directly respond to energy prices.

Most recently, the Company participated in a working group in Docket No. 57 and

worked oollabo¡atively with the Division of the Public Advocate and the Commission Staff to
preparp a report on Advance Metering, which was submitted þ the Com¡¡ission on Novel¡rber

15,2006. Much of this joint report will be critical to helping establish the ûamework for the

Advance Metering Infrastructure systÊm. The Company pKtposes that a working group,

comprised of tho same stakeholders, work with Delmarva to deveþ the implementation plal for
ff¡ll sc¿le AMI implementation. Timelines for starting work were laid out in Docket 57, and the

Company proposes to mainain this timeline going forurud to plan the implementation of a full
scale ¡oll out,

In addition to the di¡ect customer benefits, the Company expeot several operating

efficiencies resulting from AMI technology, such as the ability to remotely tum custome$ or/off
(an advantage in areas with high seasonal occupancy), theft detection ân4 as the Company will
be abte to monitot (as opposed to estimate) actual load, mofe accurate tansformef and circuit
wire si"ing. Customer ¡estoration will be improved due to more detailed infomtation around the

number and loostioE of customers out of service coming from the advan¡ed meteß' Not only
witl this allow us to quickly respond, but it \r¡ill also help us better pinpoint the location of the

problem. Delmarva will share with the working group with a more detailed business case upon

frrll soale implementation.

2. Smart Thermostat Technologr

Aaother optional technology the Company is recommending is the implementation of
Smârt Therürostats for residential and commercial customers' These will not only have the

obvious benefit of allowing customøs to precisely contol theif heating and air coûditioñing use,

r0 303,000 elec¡ic melers, ¡26,000 gas meters.
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but also will provide a link back to the utilig, so that during peak times tlre Company will be

able to contol the largest energy using devices in homes. This is an evolution of the "Energy for
Tomorrovi' prognm currently in place in Delawa¡e'

3' Custoner Iuformation Systems Enhancements

Within PHI there are two CIS systems and a variety of meter data ma¡agement systems.

Two new PHI-wide syslems, one for meter management and a second for customer information,
will allow us to better use the greatly inc¡eased i¡formation coming from tle automated meter

reading system and new automatred field devices. Although the company is not pfoposing in this
filing that it embark on the updating of Delmawa's CIS, the Company does recognize that'

eventually, the Company will be limited in the use of some tecbnolog¡ such as advanced

metering, by the current capabilities of the system. The Company does plan on implementing a
new meter managem€nt system as pa¡t of this effort.

4. AMI Relrted Communications Network Upgrades

Delnæva will imprcve the Company's communic¿tions network to handle the increased

flow of customer and distibution system data tolfrom Delma¡¡a's operational cent€rs' The

Company is of the view that a fixed communications network provides the most robust and

secule c.ommunications platform for AMI and DA. This network would take information to
Delmarva's substations; ftom the¡e it would ttavel ovef a fiber network to Delrna¡¡a's main

offices. While many of Detrnarva's tra¡smission substations are served by fiber, the Company

has plans ûo i¡st¿ll fiber at select Delman a dishibr¡tion substatio¡s. It is important to levefage

this netwo¡k across all of Delmrva's æchnology invesünents, as it will greatly imFrove the

business case for all applications ifttrey share a common communications netwo¡k.

5. Distributio¡Autom¡tion

Dist¡ibuæd At¡tomation ('D,{') is a technology desþed to lower the number and lengfh

of electric system outages. The Company \4'ill irstâll a sumber of inæltigent relay devices,

cirouit swilching devices, advanced protective devices and computer prog¡ams to more

accuately detoct and determine where p,roblems exist on the network. In many cas€s' onoe

problems a¡e identified and located, a new technology will automatically isolate the problem

a¡e¿s and ¡eooafigure the nstlvork to provide electric servic€ to customers not impacted within
the problem a¡ea. This will ¡esult in fewer outages, faster restoration and, olhc¡ operating

efficiencies. Although not part of this filing, because of the linkage to the proposed technology

changes, we plan on following up with a distribution automation filing in the near fi¡tu¡e as it is
very interrelaled to the advanced meters and enhancod commrnications netïvork.
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C. Electric Vehicle and Distr¡buted Gener¡tion

l. Electric Vehicles

Delma¡va Powe¡ anticipates a surge in growth of electic powered vehioles in Delawa¡e

in ûre near term, as a result ofGenetal Motors, Toyota and other vehicle manufacturers bringing
plug-in hybrids and electric drive vehicles Ûo the ma¡ket.

Delawa¡e Customers will be able to recharge their vehicles via power metered through a

second mete¡ i¡st¿lled fo¡ the Cusúomer that limits recharging to the hours benveen midnight and

6:00 a.m. The Company anticipates offering a aew Electis Vehicle tariff wittr rates simila¡ to

the rates cunently avaitable in the Residential Time-of-Usg Super-Off-Peak wiff; the Customer

charge is $11.32 per month and the cost per kWh equates to less thau 5 cents per kWh.

The proposed tariff, which is not included with this filing, would be implenenæd once

advanced metering was oompleted to enable the time ofuse component ofthis application.

2. Net Enerry Metering

Net Energy Metering is used by the ComPany úo enable customer sited generation on our
systern. It is a good øol to enable renewable en€rgy resourtes for our cuslomers. We believe

that our advanoed metering will enhance our ability to encourage Net Energy Meæring

customers to provide added generation during peak periods, and receive la¡ger credits as a result.

Se¡rate Bill No. I is currently pending Legislative approval. This BilI zuggests

enhanoements to the Net Energy Metering tariff fo¡ all Delaware Elcc¡ic Powe¡ Customers,

Delmarva Power feels the increased maximum systom sizo moving from 25 kW to 2 MWs is a
step in the right direction to encourage more Delma¡va Power Customers to adopt renewable
generation systems including wind, photovoltaic solar or hydro power'

Red-line and revised versions of Leaf Nos.
These proposed changes move towards a mole
rencwable on-site generation to be built in Delawa¡e,

102 a¡d 104 are inoluded in Appendix A.
proglessive tadff that enables additional
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D. Cost Recovery Proposals

The deployment of AMI technology may require the removal and disposition of existing
metefs that are not ñrlly depreciated and may require replacement o{ or significant modification
to, existing meter reading, commwdcations, and oustomef billing and hformalion infrastruoture
and to encourage the implementatiofi of this new technology the Commission should adopt

ratemaking policies that remove a utility's disincentive towa¡d demand-side resou¡ces that

reduco throughpuÇ provide for timely cost recovery of gudently inouned AMI expenditures,

including apoelerated rec,overy of invesElent in eústing meteling infrastn¡chre' in order to
provide cæh flow to help finance new AMI deployment; and provide dep¡eciation lives fo¡ AMI
ihut *"k" ioto u"**t thð speed and nature of cirange in meûering technolory. rr

1. B¡ll Stsbiliz¡tion Mechsn¡sm

The Company is ptoposing a BS.A, a billing adjustnent to be applied on a quarærly basis

fo¡ all cusûomers. The initial and most visible benefit ofthe BSA is to ¡educe the volæilþ in rhe

distiburion charge on customer bills. I¡ severe weather in which customers face sha¡ply higher
bills, the BSA will reduce the paynents that would otherwise be due. Conversely under the

BSA, customers will pay more for delivery in mild weather than they would otherwise, but thei¡
overall bills will still be lower compared to what they would be with nor¡nal weathe¡. In short
customers' elecûic disnibution bill variability will decrease somewhat.

The BS,{ is intended to st¿bilize revenues fluctutions resulting from unantioipated

changes in usage, and ensures that the Company only recovers the Commission-approved level
of disbibution costs. In essence, fhe 8S.4, provides fo¡ decreases in dclivery rates if actr¡al

revenues per cusûomer are above the Commission approved level, and it provides fo¡ increases in
delivery rates ifaotual revenues p€r oustomer a¡e below the Commission approved level'

The BSA will facilitate the Company's promotion demand side management measurcs.

In this filing, the Company is proposing dwelopment of electric enetgy efüciency measues and

dernand response services fo¡ all Delmarva electic distibution customers, as part of an overall
response to the recent increases in supply prices. De,mand'side management programs reduce

sales and, consequentl¡ revenues and fixd cost tecovery deoline. This creates a disincentive for
the utitity to consider demand-side resourc€s. The existing rate süucü¡re provides srong
incentives for utililies to sell as much electricity as possible in order to ma¡rimize profit. The

BSA ¡emoves the incentive for the Company to maximize its sales in order to benefit
sha¡eholders. Without the BSA, the Company's stra¡eholde¡s benefit from each additional kWh
delivered. With the BSA the link between increased sales and profits is broken The

Company's interest in helping its cusûomÉf,s rße energy wisely and effioiently is no longer at

seeming odds with the interests of sha¡oholders. By decoupling the Company's revenues from
changes in the voh¡rne of electricity delivered to customers, the adoption of the 356 ¡ligns the
Company's interests with the intc¡ests oftlre customer. The adoption ofthe BSA meohanism is a

tt 
see NARUö Proposed Ræolmion su¡'porting this approach'
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ctitical component of the Company's overall proposal to instifi¡te conservâtion programs to help

cusìomers meet the challenges of the .current high costs of energy, without conflicting with the

interests of sha¡eholders.

ln Delmarva's natural gas base rate case, the Company proposed a bill stabilization plan

for Delmarva's gas customers.l2 With this filing The Company has proposed the same for
Deknala's electic custome¡s. Delmarva has made a similar proposal in its Maryland elechic
distribution base ¡aþ case filing. Bæed upon input to dâte in Delnarva's gas filing, the
Company understands that there is an inæ¡est iD working this issue collaboratively with the other
gas utility in the stste; therefore, the Company proposes to develop the final the gas and electric
proposals ægether in conjunction wilh Chesapeake Utilities. In this manner, all of the regulated
Delawa¡e electric and gas disÍibution entities will move forward together on this effort, with
common philosophies.

2. DSM Surchetge Proposal

Delmarva requests the Commission establish a DSM electric distribution surcharge

mecha¡riw that would recover all DSM expenditures, other than sma¡t thermostat r€lated costs,

over a five yea¡ pe¡iod, Program costs would be allocated to each rate class eligible to
participale in each inplemented program. This surcharge mechanism would be similar to the

DSM surcharge mechanisr¡ that exisæd in the 1990s for Delma¡va in Maryland' Delnarva's
annual oarrying cost ofany umeoovered expenditures would equal the Company's approved rate

ofreturn-

The suroharge amount would be estsblished by ar annual Delmarva DSM surc.harge

adjustment filing, subject to Conmission approval, based upon the forecast level of expenditures
for the next program year and any required "tue-up" adjushents for over or r¡ndet collections
from the prior year. If Detnarva's recommended DSM programs were implemente.d, the

estimated maximum monthly surcharge for residential customers would be $0.001149 per kWh
and $0.000395 per kWh for nonresidential customers.

3. AMI Adjustnent Mechanism

Delnarva requests that â base rate electic and gas adjustnent mechanism ('AMl
Adjushent Mechanism ) be adopted to reoover the capital costs assooiated with the installation
of smart thermostats and the AMI on a timely basis betwee¿ base distibt¡tion ¡ate cases.

Specifically the AMI Adjustnent Mechanism would be set annually on the basis of total project

elçe,nditures during the previous 12 month period. Deknarva proposes to ûet any utiþ cost
savings resultiag from AMI deployment from the cost lecovery sought each year. Sirnilar to
other rfilþ investments, the arnortization period would be identioal to expected equipment life -
for these qçEnditures the recommended r€covery period is 15 yeats, due the accelerating

obsolescence rate of new technology.

12In ûc Mattçr ofthc Application of Deharva Powor & Ligbt ComPany for a Change in Natral Gas Bssc Râl€s,

Psc Docket No. 06-284 (Filed August 3 I , 2006).
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Delma¡va requests that the cost of retiring all existing meters and frrlly arnortizing those

oosts be recove¡ed through the AMI Adjushnent Meoha¡ism on an accele¡ated basis, not to
errceed th¡ee to five years. Delm¿rva's annu¿l cost ofany unrecovered expenditures would equal

thre Company approved rate of ¡etum. The amount of the AMI Adjusfrnent Mechanism would
vary by cusûomer ctass, reflecting any AMI or smart lhermostat cost differences. If the
Commission approves tlre AMI Adjustnent Mechanism, the monttrly bill impact on oustomers
after frrll AMI deployment is estimafed to be $6.00 for each elechic and gas customer. These

costs will be offset by energy c¡st reductions, utilþ cost ¡eductions and sewice quality
im¡novernents.

An altemative utility cost recovery approach could be obtained through electic base rate
case filings; however, this mechanism has the significant disadvantage of delaying the tirning of
Dçlmarva's cost recovery for a sþnificant capital cost project and having a pot€ntially adv€rse

impact upon the Company's cost ofcapit¿I.

E. RegionrlConsistency

Tocl¿y's filing represents a significant resource commitnent and the Company is
confident that tùo initiatives will yield many benefits for Delmarva's customers. In o¡der to best

move forward with these initiatives, the Company feels that it is essential to proceed in a
collabomtive fashion with many of the key stakeholders. From the beginniog the Company has

indicated that the energy issues in the State cannot be solved by any one g¡oup, or any one
prooeeding along but will require all stakeholders to work üogether on a solution,

The Company proposes tbat a regional group led by a Company Executive and a
Commissioner, and made up of high level representation from each of the statÊ commissions
whe¡e PHI operates, should be formed to ensure tÍe programs developed to support advance

metering, energy efEcienc¡ demand response and renewable energy best meet the needs of
Delma¡va's conzumers throughout the Company's service territory, The Working Group can do
this by working toward consistent design and guiding prinoiples as ptog¡a¡ns such as these æe

laid out The Conpany hopes this group will be able to bring together regulatory and state
agency representativçs ûom across the region with a commiûtrent to work together for the
benefit ofall cusûomers served by PHI utilities.

III. CONCLUSION

The Company requests the Commission issue an order requiring publication of notioe
announcing Delmarva's filing. kr addition, we request the Commission assþ tbis to a Hearing

. Exarnine¡ who will use a series of working grcups to review the components of this buudled
package. We believe it is important that, despite the need ûo have seve¡al working StouPs
address the separate cornponents of the filing, a single joint working group coordin¡te the
various ter,ris ûo assrue continued linkage offhe components.
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Delmawa has packaged the va¡ious components of this filing together for a reason: we
believe they a¡e all critical components whicll for the most part, should be conside¡ed as a
package for implementation. It is our hope tbat althougb we do not expe,ct any pre-approval of
the substanfial invest¡nents we are about to mâke, ttt¿t the Commission rules in support of
moving the Company forwa¡d in this direction. In addition, the va¡ious cost recovery
mechanisms and stabilization components would necd to be approved prior to moving forward.

The Working Groups arc requested to compleæ their review and nake recommendations

to the Commission by August t, 2007. Delnarv'¿ requests that the Commission issue a final
orde¡ not laûø tltan September l, 2007. Thereafte¡, DeLnarva would begin working towards
implementalion in the same collaborative manner as the review was conducted, keeping alt
stakeholders engaged along the way.

Finalt¡ Delmawa requests that the Commission g¡ant such other relief as necessary to
effectively implement the Blueprint for rhe Fu¡¡¡e Plan.

P¡esident, Delmarva Power Region
Delmarva Power & Light Company
Regulatory Affairs
P.O. Box 9239
Newarlq DE 19714

Anthony C. Wilson
Assooiate General Cou¡sel
Pepco Holdings Inc.
Deloarva Power & Light Company
800 King Steet 5tå FIoo¡
P.O. Box 231
Wilmingþu DE 19899
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Re Southern Cal¡forn¡a Ed¡son Co., 42 CPUC 2d 645 (1991)

42 CPVC 2d 645,13o P.lJ.R4th 97, 1991wL5o1681 (Cal.P.U.C.)

Re Southern California Edison Company

Decision 91-12-076

Application 90- 12-018

Interim Orders 89- l2 -025, 9l-O2-079

Califomia Pubìic Utilities Commission

December zo, r99r

INTERIM OPINION authorizirg base Éte revenue requiremert fo¡ an electric utility in Phase I of a general ¡ate case.

Commission approves an authorized level ofbase rate revenues of$4.012 billion, o¡ an inc¡ease of l.3o/o ovet current revenues.

The approved increase rvill result in an inc¡ease to overall rates of 0,7%. Commission also adopts marginal costs fo¡ the utility

for use in Phase 2 of the proceeding to consider ¡evenue allocation and rate design issues. The utility is directed to share

with ratepayeN any savings experienced under a cost containment program, as well as to institute a sha¡ed savings incentive

program for demand-side management activities. Commission hnds that the utility had failed to meet established stardards

for the provision of information regarding affitiated qualifring cogeneration facilities (QFs), but declines to impose a rate-of-

retum penalty. It rules, howeve¡, that in futu¡e cases on the utility's energy adjustmert clause, it might allow recovery ofonly
the lowest available replacement power costs if the utility should continue to offer incomplete information on its QF affiliates.

P.U.R Headnote and Classilication
I. REVENUES

s2 - Estimates for the future - Effect ofbypass by cusúomeÍs - Drought - Elecfric utility.

Ca.P.U.C. l99l
An electric utility's test-year sales were projected \Ã,ithout special adjustments for custome¡ blpass or drought conditions, since

b¡4rass effects were already included in historical data ûends and d¡ought conditions were not expected to pe$ist.

Re Southem Califomia Edison Company

P.U,R. Headnote and Classification
2. EXPENSES

s95 - Salaries and wages - Comparisons with other firms - Electric utility.

Ca.P.U.C. 1991

Atthough doübting that aû electric utility's level of employee compensation highq than market ave¡ages was necessary for

assuring safe and reliable service, the commission decliûed to disallow the çompensation level and did not rcquire the utility

to institute compensation based on total market parity.

Re Southem Califomia Edison Company

P.U.R. Headnote and Classilicatiotr
3. EXPENSES

s9 - Ascertairunent - Adjustments to test-year figures - Escalation of costs - Controllable and unconbollable expenses -

Productivity and cost contai¡ment - Electric utility.

Ca.P.U.C. l99l
Urder an electric utility's cost containment progrum, expeûses are classified as controllable o¡ uncontrollable, with cont¡ollable

expenses subject to a containnent goal ofthe rate ofinflation less 1.5%, and with the l.5olo savings shared equally between

rat€payers and shareholders; examples ofuncont¡ollable expenses include fitel, demand-side management, ¡esearch, franchise

fees, uncollectibles, and employee health plan costs.

Ues$*"tt!gf O 2014 Thomson Reuters. No claim to original U.S. Government Works



Re Southern California Edison Co.,42 CPUc 2d 645 (1991)

130 P.U.R.4rh 97

6.2.4.1 Motefiøls ønd Supplies

Edison estimated its 1992 materials and supplies inventory by escalating the recorded 1990 end-of-year b^laruce to 1992 at syo

per year. DRA noticed that the 1990 balance was morc than ló% higher than the 1989 balance. Therefore, DRA estimated th€

1992 inventory level by escalating the 1989 balance forwa¡d, using the same 5%o per year. After month-by-moûth weighting,

the amount in dispute is $4.323 million in rate base.

ÌVe agree with DRA that the 1989 end-of-year iwentory is an appropriate basis for test yea¡ irentories. We will adopt DRA'S

rate base reduation.

6.2.4.2 ll/orking Cøsh

[44] Working cash itselfhas eight opentional cash elements which are derived f¡om account records, plus a cash requirement

based on a leadJag study ofestimated utility cash flows. DRA has disputed several parts of this construction. DRA and Ediso¡

agrce that wo¡king cash should be calculated using adopted expenses, escalation ¡ates, and sales forecasts. Although wo¡king

cash disputes seem overly detailed at first glance, for Edison a change ofone day in cash flow could result in a $10 million

change in ¡ate base.

DRA recommended a reduction in recorded account balances for 'other aocounts rcceivable,' due to nonrecurring charges of

$4.0 rnillion for earthquake danage claims and $1.4 million fo¡ ¡eimbursable fire damage at Edison's office building. Edison

did not respond to DRA'S recommendation, either in rebuttal testimony or in briefs. We accept DRA'S reduction.

The lead-lag calculation considers the timing of both Edisor payments aûd customer revenues. OrÌ the palment side, DRA

¡ecommends increasing the average time for purchased power palrnenls from 39.65 days to 42.28 days, to exclude payments

to Kem River CogeneÉtion Company (KRCC), an Edison affrliate. DRA determited that payments to KRCC are made in

12.5 days, unfairly decreasing the average lag between rcceipt of the power and payment by Edison. Edison did not rcspond to

DRA's recomme[dation, and \Me will not adopt it. Early pa]Tnents to utility affiliates and subsidia¡ies should not be considered

in working cash calculations.

On the customer revenue side, DRA disputed Edison's estimate ofthe impacts ofEdison's planned late paymentcharge. Edison's

recorded revenue lags during 1989 for commercial, industrial, and agricultural customers were 43.55, 45.53, aîd 44.36 days,

respectively. Edisoû used 40 days to estimate test year working cash, ¡eflecting the effects of the late payment charge on

customer behavio¡. DRA ¡ecommended a further rcductiot of2.2 days.

The forecasts of customer behavior are ro more than educated guesses. We will adopt Edison's forecast, but with a note of

concem about application ofthe late pa),¡nent charge. During hearings Edison announcad that it plans a six to eight day grace

period in application ofthe late pa),rnent charge, which would tend to inc¡ease revenue lag days. We remind Edison that ifits
late payment charge is eventually approved, it shoùld enforce the charges fairly and uniformly, in accordance with filed tarifïs.

In its comments on the ALJ'S Proposed Decision, the Califomia DeparÍnent ofGeneral Services pointed out that late paymett

charges to govemmental facilities are limited by the Califomia Govemmental Code. We assume that Ëdisor's lag day estimates

have considered this constraint.

6.2.5 Amorphous Corc Túnsformers

Although the parties do rot mention this issue in thei¡ briefs, the joint cornparison exhibit shows a d¡spure over inclusion of

amorphous *704 co¡e tansformers in Iate base, in the amountof$1.272 million. Amorphous core transformers cost more than
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Re Central Telephone Company-Nevada, '1992WL 402072 (1992)

Docket Nos. 9l-5054 aîd9l-7026

1gg2 WL 4o2o72 (Nev.P.S.C.)

PUR Slip CopY

Re Central Telephone Compan¡'-Nevada

Nevada Public Service Comrnission

January 7, r99z

ORDER addressing applications by a local exchange telephone carrier (LEC) for approval ofrevised depreciation rates and fo¡

authorization to be regulated under General Order No. 60 (GO 60), to adjust certait int¡astate rates and charges and to recove¡

revenue under Gene¡al OrderNo. 42. A stþulation in the consolidated dockets is approved to resolve issues relating to GO 60

tequi¡ements for quality-of-service standards and accounting reports. The o¡der also requires imputation of dirgctory revenues

for nte-making pu¡poses, because the LEC's filed revenues were not supported by sr¡bstantial evidence, and Touch FouÍ service

is discontinued. With regard to the calculation ofdepreciation rates, the order rejects use ofthe equal life g¡oup procedure, as

well as the use of a ¡eallocation ofreserves.

APPEARANCES: For the Commission: Rose Mckinney-James, Commissioner, and Presiding Officer, Thomas Súephens,

Chairman, Stephen Wiel, Commissioner, Jo Ann Ketly, Commissioner, Michael A. Pitlock, Commissioner, C. Kirby Lampley,

Deputy Commissioner, Leslie T. Miller, Esq., General Counsel, Gemma Greene, Esq., Administrative Attomey, Helen H.

Aberle, Esq., Administrativ€ Attomey, Micheal Greedy, Technical Advisor, Steven Tullis, Tecbnical Advisor, Frank McRae,

Technical Adviso¡,

For the Commission Staff: Kelly Jackson, Esq., StaffCounsel, Law¡ence J. Strahllan, II, Esq., Assistant Staff Counsel.

For the Applicant Cenfial Telephone of Nevada: LIONEL, SAWYER & COLLINS, by K stin Bwt McMillan, Esq., Todd M.

Toutoû, Esq., and Paul Larson, Esq., in association with CENTRAL TELEPHONE COMPANY, by Loreli Fd¿ Cohn, Esq.,

Vice-President for Legal Affairs.

For the Attomey General's, Oftice of Advocate for Custome¡s, ofPublic Utilities: LAW OFFICES OF STEVEN F. BUS, by

Steven F. Bus, Esq-

Fo¡Nevada Bell: Margarct E. Garber, Esq., General Couusel.

Fo¡ MCI Communicatioûs: CROWELL, SUSICH, OWEN & TACKES, LTD., by Steven E Tackes, Esq

Fo¡ AT&T Communications, of Nevada: MCDONALD CARANO, WLSON, MCCUNE, BERGIN, FRANCOVICH. &
HICKS, by John Francovich , Esq., in association with AT&T COMMITNICATIONS, INC., by William A. Ettinger, Esq.,

Senior Attomey.

For Nevada State Press, Association: KILPATRICK, JOHNSTON & ADLER, by Emest Adler, Esq., and Andrea Engleman,

Executive Dircctor.

BY THE COMMISSION:

OPINION

I. INTRODUCTION

*1 A. Procedural History
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Re Cent¡al Telephone Company-Nevada, 1992WL 402072 (19921

imp¡oper mismatch. By the rìature ofthe annualization, a flill yea¡'s effect based on the certification level ofrevenue, expenses

and investment is ¡ecognized. Therefore, we ¡eject the OCA's adjustment. 5l

iv. 1992 Shift (GO 42)

In the previous discussion and denial ofthe OCA'S Motion to Dismiss (see, sup¡a), the Commission accepted the inclusion in

Étes of the shift in allocaton from inte$tate to intrastate that will take place on January l, 1992. Therefore, we reject OCA

witness Silva's proposal to reveße the Applicant's certification adjustment for GO 42. As noted above, the Commission was

able to calculate the interstate shift only with the assistance of info¡matioû p¡esented in Staffs exhibits. The Commission's

Calculation of the 1992 shift to Nevada irtrastate is shorvn on Attachment 4, As portrayed on this schedule, the Commission

arives at ar inc¡eased revenue requirement of $4,924,504 using a mte of retum of 10.50 percent compared to the Applicant's

$5,233,887 using a rate ofreh¡m of 12.35 percent, which rcpresents a reductioû of$309,383. Most differences are insignificant,

but a notable exception is the shift in Reserve for Leasehold Improvements. It app€a¡s that the Applicant used the same factor as

the Reserve for Capital Leases, but it is clear from Workpaper N- 1 and Î¡e sçhedule of ratios attached to GO 42 that this is not

the co¡rect factor. It should be noted that the $oss-up factor used to calaulate lhe inc¡eased revenue requirement is 1.515152

¡ather than the 1.540903 used in the general rate case portion ofthe filing to be consistent with the Applicant's presentation.52

V. GENERAL R-ÀTE CÄSE AND REVENUE RSQUIR-EMENT

*55 Revenue Requirements

A. Pension and Other Postretiremert Benefit Expense

Jeffrey Galloway, witness fo¡ Staff, proposed an adjustnent to the Applicant's pension expense based on an acceleÍated

amortization of the "fiansition assef' calculated urÌder Statement of Finarcial Accounting Stadards ("SFAS") No. 87 over

a period of five years. (Ex. 65a at JWG-2) Except for the five year period, this is basically the same adjùshlent that Staff

has proposed in prior cases. (Tr. at 1827) The proposed adjustment would result in a decrease of expeNe to the Applicant of
$775,034 (intrastate). (Ex. 65a at JWG-2)

Mr. Galloway also proposed an adjustment to the Applicant's expense for otherpostretirementbeneftts ("PRB'). This adjushrelt

is based or Staffs objection to the calculalion of PRB by the Applicant pu¡suant to SFAS No. 106. (Ex. 65 at 4) Accordiûg

to Stafl implementation of SFAS No. 106 is not required until December 1992 and, the¡efore, calculation of expense under

this standard should not be allowed for Etemaking purposes. (Ex. 65 at 5) Mr. Galloway proposed a reduction to expense of
$876,031 (inhastate), which also reflects a Stâff adjustment for djscontinued operatioN and utilizes Staffs separatior ¡atios.

(Ex. 65a at JWG-3) According to Mr. Galtowa¡ this adjusûnent allows the Applicaût to accrue PRB expe¡ses in accordance

with Docket 87-1249 which settled only the period ofamortization relating to PRB. (1d)

Mr. Robert Silva, witness for the OCA, proposed an adjustment úo PRB expense but not to pension expense. Mr. Silva based

his proposal on the faot that the Applicant adopted SFAS No. 106 earlier than required by the Financial Accoünting Standards

Board ("FASB") and the faot that the Applicant had al¡eady initiated calculation ofPRB expense based on accrual accounting.

(Ex. 61 at 16-17) Since 1985, the Applicant has been amortizing PRB expense over the average rernaining sewice life of
employees in accordance with the Stþulation in Docket Nos. 87 -ll3l,8'l -1249, and87-1072. (Id.) The essence of Mr. Silva's

adjustment is that the Applicant, under SFAS No. 106, amortizes prior service cost or a straight-line basis which results in a

higher expense than under the method the Applicant has been using since 1985. (Id.) Mt. Silva believes that the fact that SFAS

No. 106 eflcou¡ages early implementation ¡elates more to the ûarsition from a cash basis to an accrual basis of accounting,

which lr'ould not apply to the Applicant since it is already on an accrual basis. (Ex. 6l at 18) Mr. Silva's adjushnent is $1,452,706

(intrastate). (Ex. 6l at 16)
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Re Central Telephone company-Nevada, '1992wL 402072 (1992'l

Mr. Thomas De Ward, also a witness for the OCA, proposed two ¡ate base adjustments relating to pensions and PRB. Mr' De

Ward recommended that the deferred pension cost be removed from rute base. Sinc€ this asset was tle result ofa book entry

and required no cash outlay from the Applicant, according to Mr. De Ward, the Applicant is not entitled to eam a retùm on it.

(Ex. 62 at 9) This adjustnent is a $ 10,357,354 (intrastatQ reduction to ¡ate base (Ex 62a at TCD- 1, Sched. l)

*56 Mr. De Ward also proposed an adjustment to rate base relatiûg to PRB. According to Mr. De Ward, the Applicant is not

curently funding PRB expense, and, therefore, the book accrual representing a liability shouldnotbe allowed in rate base. (Ex.

6l at 10) M¡. De Ward's adjustment is a $7,253,343 inc¡ease to ¡ate base (int¡astate). (Ex. 6la at TCD-I' Sched. l)

i. Commission Discussion

In past dookets, the Commission has accepted adjustments to acceleÍate the gain resulting from adoption of SFAS No. 87

relating to pensions. In these pdor cases, howeve¡, accountjng fo¡ postretirement benefits under SFAS No. 106 was not an issue.

In the instant Çase the Applicant has chosen to adopt SFAS No. 106 during the certification period, although it was not required

to do this. Whether the Applicant adopted SFAS No. 106 during the certjfication or not, the Applicant would have to adopt this

accounting procedure for its fiscal year beginning after December 15, 1992, within the GO 60 option period. The Commission

believes that the real issue is whetlter o¡ not to recognize acceleration of the trarisition gain for pensions on the one hand, while

not recognizing accele¡ation ofthe posFetirement benefit liability resulting f¡om SFAS No. 106, on the othe¡.

The Applicant has exercised its prerogative to adopt th€ rtew aocounting rule, as it was encouraged úo do by the FASB. (See SFAS

No. 106 at 36) The Applicant has indicated that it had sufficient data to make this implementation, based orl its exp€rience since

1985. (Ex. 94 at 14) Although the OCA would hold the Applicant to an expense level determinedby a accrual method used si¡ce

1985, the Commission believes that adoption ofSFAS No. 106 necessitates a new expense calculation. The Commission further

rotes that while the pension plan is overfunded by approximately $12 million, other postretirement benefits are underfunded by

approxinately $24 million. (Ex. 94 at 3) An equitable determination would require the Commission to consider an accelerated

recognition of the underfunded portion of other postretirement belefits if it decided that it was appropriate to âccelerute

recognition ofthe pension plan hansition asset. The two issues must be conside¡ed together. In çonclusion, the Commission

believes that €xpense levels calculated pursuart to SFAS Nos. 87 and 106, when pensions and other poshetirement benefits are

conside¡ed together, a¡e appropriate and will make no adjustnent to these expenses. 53

With rcgard to the ¡ate base adjustlents proposed by Mr. De Ward, Mr. Bailor, for the Applicant, responded that investors were

the source ofthe prepaid pension asset aIId that the corresponding reduction to expense that gave rise to the asset resrìlted in a

reduction of revenue requirement ard, hencc, cash flow. (Ex. 94 at 48) This reduction in cash flow must be compensated for

from other sources. (Id.) Ml Ballor concluded that the reduction in pension expense and revenue requirement was supported

by investors and, therefore, was entitled to a ¡etum. (Ex. 94 at 47)

*57 The Commission believes it is illogical to conclude that investors should receive a retum on a book entry that reduces

experse. lnvestoß are entitled to a retum only on funds that are actually provided and not on assets that accrue as a ¡esult of

accounti ng procedures. Additionally, ifthe Applicantbelieved that this accounting methodology rcsulted ill cash flowproblems,

the Applicant should have proposed an addition to rate base for Cash Working Capital. Since no such proposal was made, the

Commission concludes that the Applicant felt itwas being made whole with regard to cash flow. The Commission also believes

that Mr. De Ward's proposed adjusftnent to rate base propeÍly reflects the fact that the Applicant has made no contributions

and, therefore, should eam no tetum on rate base relating to pensions.54

Likewise, the liabitity fo¡ PRB should also be removed from rate base. The riet effect of these adjustments is a rcductioû to

rate base of $ 10,35?,354 - $7 ,253,343, ot $3,104,01 I (infiastate). Additionally, the Commissioû accepts the related reduction

to Accumulated Deferred Federal Income Tax of $ I , I 94,084 co¡responding to these adjustrnents proposed by OCA wihess De

Ward. (Ex. 62 at l0; Ex. 62a at TCD-I, Sçhed. l) This results h an inqease to rate base of $ 1,194,084. The net chaDge in rate

base is a ¡eduction of $3, I 04,0 1 I minus $ 1, 194,084, o ¡ S 1,909,927 -s5
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ln re Central Telephone Co. ofTexas, 19 Tex. P.U.c. Bull.929 (1993)

19 Tex. P.U.C. Bull. g2g,lgg3WL 595464 Gex.P.Û.C.)
PUR Slip Copy

Re Central Telephone Company of Texas

Docket No. 9981

Texas Public Utility Commission

September 08, 1993

Before Gee, chairman, and Greytok and Rabago, commissioners.

BY THE COMMISSION:

*1 Commission approved $18.073 mitlion annual rate reduation for local exchange carrier. Third motions for rehearing denied

by operation of law November 22, 1993 .

[Iì RATEMAKING - II.{VESTED CAPITAL - CAPITALIZED EXPENSE ITEMS

Fully funded prepaid pension fund not included in utility's iwested capital because perrnitting utility to eam retum ori fuIId

would effectively charge ratepayers again an amount aheady paid through rates. (Page 956)

[2] PROCEDIJRE - PIJRA $ 43 RATE CASES - RATE FILING PACKAGE PROCEDURE - PLIRA $ 42 RATE INQURIES

- RATE FILING PACKAGE

Failure to challenge sufficiency ofrate ñling package does not estop party ftom later challenging sufüciency ofutility's evidence

to suppof speçifia Étemaking heatment. (Page 96 I )

[3] RATEMAKING - COST OF SERVICE - AFFILIATE TRANSACTIONS

Utility's failure to offel specificproofevidencing thatunitprice itpaidto supplying affiliate was no higher than unitprice charged

other affiliates justified exclusion of affiliate-¡elated expenses; utility wihess's 'understanding' that affiliate charged affiliated

local exchange carriers for units at cost and marked up prices for same units in kansactions with non-telecommunications

affiliates does not suffice to meet utility's burden ofproofundet p¡¡,4 
5 al(c)(l). (Page 1058)

t4l

Utility's use ofproposed allocation methodolog¡ as opposed to actual allocation methodology used duriûg test year, to p¡ove

that its affiliate did rot charge it a higher price in comparisor to other afTiliates does ûot meet standard of proof required by

PttRA $ 41(cX1). (Page 1060)

[5] RATEMAKING - COST OF CAPITAL. RATE OF RETURN - OT}IER

Nothing in PIJRA $ 39(a) permits Commission to establish eamings monitoring zone separate from utility's rcasotable ¡eh¡m

on invested capital. (Page 1087)

[6] RATEMAKING - RATE DESIGN - TELEPHONE - PRICING CONCEPTS - GENERAL CONCEPTS - LTNTVERSAL

SERVICE
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ln re Central Telephone Co. of Texas, l9 Tex. P.U.C. Bull. 929 (1993)

The examiner furth€r agrees that it is proper to reduce CENTEL's mte base by $ 1,077,586 for accrued post-retirement benefits

other than pensions. The examiner concu¡s with Geleral Coùnsel that accrued post-retircment benefits othe¡ than pensions

should be adjusted by an additional ($589,348) to reflect attendant impacts to CENTEL's proposed implementation ofSFAS 106.

CENTEL argues that inclusion ofthe ($589,348) assumes the implementation ofSFAS 106 in 1991. The examiner disagrees.

CENTEL has not yet adopted SFAS 106. P.U.C. SUBST. R. 23.21(a) states, in part, that tates are based upon a utility's cost

of service duúng a historical test-year. Post-test-year adjustments for known and measurable changes must identify, quantiry,

and match aftendant impacts. Because CENTEL proposes adoption ofSFAS 106 after the test-yea¡, it is considered a post-test-

year adjustment which requires identification, quantification, and matching ofatteûdant impacts. General Counsel witness Ms.

Stark properly included an adjustment of($589,348) to accrued post-retirement benefits other than pensions.

The examiner rejects CENTEL'S assertion that Gene¡al Counsel's adjustment crcates a mismatch with other rate base

componerts by moving oûly one component ofinvcsted capital to a December 31, 1991 date. As pointed out by General Counsel,

many ¡ate base items in this case have been adjusted to 1991 levels. The examine¡ recommends accrued post-retirement benefits

other than pemioûs in the amount shown in Schedule VI, to reflect CENTEL'S use of cost-ftee capital. Fu¡ther, the examiner

reconmends an iriÇrease of$476,380 to CENTEL'S cost of serviee to ¡eflect CENTEL's adoptiot ofSFAS No. 106.

C. Pensíons

*11 CENTEL p¡oposes to include in its aalculation ofhvested capital a prepaid pension asset irt the amowtof $2,079,022.16

CENTEL witness Job¡ P. Meyer testified that CENTEL'S pension fund is fi.rtty funded and has been since 1985, because of

favorable ifivestment experience and reductioûs in benefit levels. Aacording to Mr. Meyer, ¡atepayers are receiving a negative

pension expense which is used to reduce the cost of service in Texas. The reduction in peûsion expense and the attendant

revenue requirement reduction is supported by investors. Mr. Meyer gave the following examPle to illustÉte his position that

a ¡educed revenue rcquirement resulted in the need for investoÍ-supplied funds.

First, assume CENTEL incuned and paid allowable operating costs of$10 million (without considering the negative pension

expense). The Commission would presumably set rates to permit recovery of $10 million ftom the ratepayers. The ratepaye¡s

would be providing revenues sufficient for CENTEL to pay all of the operating costs artd rto external cash flow would be

necessary. Now consider the effects on revenue requirements aûd outside financing requirements caused by negative pension

expense. Not€ that when the S 1 millior negative pension expense is recorded by a nor-cash credit to the income statement, the

revenue requirement is reduced to $9 million. This $9 million of¡evenue will be used to pay $9 millior ofthe $10 million of

allowable operating costs (excluding pension), and a $l million shortfall results. Extemal financing is needed to pay the shortfall.

Thus, Ms. Blumenthal's sr¡ggestion that investors are not the source of the prepaid pension asset recorded on CENTEL's books

is incorect because it fails to take into aÇcount the resultirg cash shortfall caused by the passing on ofthe over-funded pension

trust assets to Texas Ëtepayers, in the form ofnegative pension expense

OPC witness Ellen Blumenthal disagreed with CENTEL'S p¡oposal. t7 According to Ms. Blumenthal, CENTEL has made no

coltributions to irs pemion fund ard the pension asset on which the Company proposes to eam a retum was established with

¡atepayer funds. Pension expense has been historically recovered through Ëtes on a pay-as-you-go basis. Because investors did

¡1ot supply any funds for pension costs, and the funds were all provid€d by ratepayers, Ms Blumenthal ¡ecommended that the

prepaid pension asset that CENTEL inçluded in rate base be removed.

Further, Ms. Blumenthal recommended that no pension expense be included in rates, because the Company is making no

contúbutions to its pension fund. Ms. Blumenthal testified that by including the prepaid pension asset in rate base, CENTEL,

in effect, charges ratepayers again for amounts they have already overyaid
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ln re Central Telephone Co. of Texas, 19 Tex. P.U.C. Bull. 929 (1993)

Gene¡al Counsel co¡rcurÍed with CENTEL that the corlect amount of prepaid pension costs to be included in rate base is

$2,079,022. However, General Counsel p¡ovided no c¡edible testimony to support its concu¡rerce with CENTEL's proposal.

*12 The prepaid pension asset proposed by CENTEL to be included in rate base caused the examiner grcat constemation.

CENTEL witness Mr. Meyerprovided an eloquent discussion to sr¡pport his proposal that CENTEL eam a rctum onthePrepaid

pensioû asset. However, the examiner finds that the evidenoe in the record does not supPort CENTEL's proposal

If we revisit Mr. Meyer's example, in which CENTEL would incu¡ and pay operating costs of$ t0 million, Mr. Meyer is conect

t¡at the Commission would set Étes to permit recovery ofthe $10 million from ratepayers. The examiner disagrees with Mr.

Meyeis next contention, however, that when the $l million regatìve pension expense is recorded by a non-cash credit to the

incom€ statement, revenue is reduced to $9 mitlion, resulting in a $l million shortfall. If CENTEL were allowed $10 million

in operating costs, the $1 millior negative pension expense would have already been deleted from the revenue requirement

and there would be no sho¡tfall. The $l million negative pension expense is simply a non-cash joumal eIItry CENTEL must

record on its books.

CENTEL'S aryument is beguiling at fiIst glance. However, upon firrthe¡ consideration, CENTEL's argument to include a retum

on the prepaid pension asset is specious. CENTEL argues that the regative pension expeûse is deduated from the cost of service

for tlle benefit ofthe ratepayer, and that ifCENTEL does not recover the negative pensioû expense from the ratepayers, then the

Compary must obtain thg cash ftom anot¡er source and pay a rehrm to investors. However, the characterization ofthe leduction

j¡1 cost ofservice as a negative peûsion expense is a misnome¡. The negative pension expense simply means that CFNTEL has

no revenue requirement for pensior expense iÂ its cost of service. There is no cash credit to ratepayers by CENTEL. There is

simply a non-cashjoumal entry made by CENTEL on its books to reduce the amount ofthe overfunding, much the same way

that a financial obligation is arnortized over a period of time.

Mr, Meyer admitted at the hearing that the pension asset was fuûded by ratepayers aûd that the credit is a non-cashjoumal

entry. I 8 However, he subsequently attempted to characterize this non-cash entry as investor-supplied cash that must be included

in ¡ate base. The examiner disagrees that CENTEL must go to investors to make up the amount ofthe negativepension expense.

If CENTEL'S pemion fund does not require additional funding and CENTEL's revenue requirement is reduced as a result there

is no cash for CENTEL'S investo$ to make up. Seçtion 39 ofPURA allows CENTEL to eam a reasonable retum on iwested

capit¿I, over and above reasonable and necessary operating expenses. If CENTEL's pension fund is ñrlly funded, then there

should be no pension expense included in rates as a ¡easonable and necessary expense. CENTEL should not eam a ¡etum on

the credit it must make on its books to reduce the overfunding

In its brief, CENTEL argues t¡at the excass portion of the pension ñrnd should be treated as an investor-supplied asset because

investor monies fuûd the pension plan in the sense that the futrds \Mere eamed through authorized rates and are moníes that belong

to the Company that could eitler have been used as intemal capital o¡ distributed to shareholders. This argument, however, is

not c¡edible. CENTEL cotlected, thrcugh its rates, enough money from ¡atepaye$ to fund its pension plan. Because CENTEL

did not accurately predict that its pensjon frrnd would experience favo¡able investment results and fhat the¡e would be reductions

in benefit levels, the pension ñ¡nd was subsequently overfund€d. If CENTEL had predicted these events in advance, CENTEL'S

revenue requirement would have been reduced, the ratepayers would not have paid in as much, aûd CENTEL's pension plan

would not be overfunded as it presently is. Thereforc, CENTEL'S argument that the Company or investors would have had use

ofthe additional money in the persion fund is without merit. ul The examiner is not convinced, and the credible evidence does

not show, that it is reasonable for CENTEL'S investors to eam a rctum orl the p¡epaid pension asset because the pensiot fi¡nd

is overfunded. The examiner agrees with OPC that to include the prepaid pension asset in rate base would have the effect of

charging mtepayers again for amounts they have already paid. Accordingly, the examinç¡ ¡ecommends that CENTEL's proposal

to include $2,079,022 as a prepaidpension cost be rejected, The examiner's recommended offsetting adjùstmeît of (52,019,O22)

is shoçn on Schedule VI attached to this Report.
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ln ¡e Central Telephone Co. of Texas, 19 Tex. P.l.J.c. Bull. 929 (1993)

5. As of December 3 l, 1991, CENTEL served approximately 136,539 access lines in 48 central ofhces.

6. CENTEL is a wholÌy-owned subsidiary of Centel-Texas, Inc., which in tum is a wholly-owned subsidiary of Centel

Corporation.

7. Interyentions were granted to the OfTice of Public Utility Counsel (OPC), MCI Telecommulications Co¡poration (MCD,

AT&T Communications ofthe Southwest, Inc. (AT&T), the Cene¡al Services Commission (GSC), the Advisory Commission

on State Emergency Communications (ACSEC), ard to the Texas Assoaiation of Long Distalce Telephone Companies

(TEXALTEL).

8. Notice was provided by CENTEL to each customer by bill insert. The Company also published notice for four consecutive

weeks in newspapers ofgeneral circulation in all service areas wherein affected customeß reside.

9. The hearing on the merits convened on JarL\ary 27,1992, and adjoumed otMay 21, 1992.

10. The amount ofinvested capital reflected in Schedule VI is reasonable.

11. The amount ofplant-in-service as set forth in Schedule VI is reasonable.

12. CENTEL'S requested adjushnents to plant-in-service to reflect one-pa¡ty upg¡ades were not disputed by any party in this

proceeding and are reasonable.

13. The amount of expense related to telephone plant under construction (TPUC), which was placed in service by December

31, 1990, is reasonable and should be included in plant-in service. TPUC which was achrally placed in service afte¡ December

31, 1990, shoüld ûot be included in plant in service for the reasons discussed in Section III of this Report.

14. The disallowaûce of plant-in-service attributable to affiliate allocations is reasonable for the reasons stated in Section III
of this Report.

15. CENTEL presently funds its post-retirement benefits other than pensions on a pay-as-you-go basis and does not set aside

funds to meet these obligations.

16. lt is ¡easonable for CENTEL to accn¡e ihe costs of post-¡etircment beneflts other t¡an pensions ove¡ the service life of
the employee. The benefits are being eamed now ard the liability for thosç benefits should be paid as they are eamed. The

obligation for benefits presently incutled should be paid by presen! not futu¡ç, ratepayers. However, FASB Rule 106 applies.

17. The adjustment discussed in the finding of fact above does not cr€ate a mismatch with other rate base components by

moving only one component of ¡nvested capital to a December 37, 1997, date. Many rate base items in this case have been

adjusted to l99l levels.

*136 18. It is reasonable to adjust CENTEL'S rate base to reflect CENTEL'S use of this cost-free capital, as Íeflected on

Schedule VI.

19. It is rcasonable to adjust CENTEL'S rate base by an additional amount to reflect attendant impacts of this post-test-year

adjustmenl.

20. CENTEL's argument to include a ¡etum on the prepaid pension asset is specious.
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21. Investors are not required to make up the amount ofnegative pension expense. If CENTEL'S pension fund does not require

additionat funding and CENTEL'S reverue rcquirement is reduced as a result, there is no cash for CENTEL'S investo¡s to make

up.

22. If CENTEL'S pension fund is fully funded, then there should be no pension expense included in rates as a reasonable and

necessary expense. CENTEL should not eam a retum on the credit it must make on its books to reduce the overfunding.

23. The c¡edible evidence does not show that it is reasonable to compensate investors through a retum on the prepaid pension

asset because the pension firnd is overfunded. To includethe p¡epaid pension asset in rate base would have the effeot ofchargiog

ratepayers again for amounts they have alÍeady paid.

24. The examiner's adjustment disallowing this expense is reflected on Schedule VI.

25. CENTEL'S proposal to include prepaid pension costs in üte base should be rejected.

26. OPC's proposed one-half-year convention adjùshnent to accumulated depreciation should be rejected. The¡e is no credible

evidence in tlle reco¡d to support this adjusùnent.

27. CENTEL'S requested accumulated depreciation should be adjusted to reflect General Counsel's proposed altemative

treatulent of afTiliate tÍansactions allocated to CENTEL by the Nevada/Texas Regional HeadquarteN.

28. Accumulated depreciatiort as reflected on Schedule VI is ¡easonable.

29. Leadlag studies provide support for cash working capital allowance for telephone companies. Telephone companies usually

have negative cash working capiøl requirements because they bill in advance for local service.

30. Local se¡vice revenues constih-rte app¡oximately 50 percent of CENTEL'S total opeElitg revem¡es.

31. If CENTEL had done a leadJag shrdy, it most likely would have rcsulted in a negative cash working capital allowance

which would have lowered fhe Company's ¡evenue re4uirement.

32. A lead-lag study was prepa¡ed in 1989 by Certral Telephone Company in Iowa in coDltection with a filing before the

Iowa Public Utility Commission. It is appropriate to apply the leads and lags from the Iowa study to CENTEL's revenues and

expenses. Although it is a less than ideal way to compute CENTEL's cash working capital requirements, the Iowa study is the

best choice available under the circumstances, beçause CENTEL failed to file a leadlag study.

33. Regardless ofwhether or not SUBST. R. 23.21(cX2XBXUI) requires a leadJag study to be filed by CENTEL ir this case,

the study would have supported or refiìted CENTEL's request. Without the study CENTEL has no suppof for a request for a

zero working cash capital allowance.

*137 34. Using the methodology proposed by OPC to calculate working cash capital using the leads and lags of CENTEL's

fomer Iowa affiÌiate, as modified by the examine¡, to determi¡Ìe CENTEL'S working cash capital allowance is reasonable fo¡

the reasons stated in Sectio[ III of t¡is Repo¡t.

35. The record evidence ir this proceeding supports a negative cash working capital allowance for CENTEL as reflected in

Schedule VIIL

36. CENTEL Uniform Billing System (CUBS) is CENTEL's centralized billing system which was implemented in early 1989.
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Pennsylvan¡a Public Utility Com'n v. UGI Utilit¡es, lnc., 83 Pa.P.U.C. l7 (1994)

R-00932862

September 22, 1994

entered September 23, 1994

8g Pa.P.U.C. t7, 7gg4 WL 843o4o (Pa.P.U.C.)

Pennsylvania Public Utiìiç Comrnission
v.

UGI UtilÍties, lnc. - Electric Dirision

Pennsylvania Public fJtiìity eomñissioil

PETITION fo¡ reconside¡ation of an order entered in this matter July 27, 1994, ¡elative ta ii,rcèltiyt a¡¡u.iÞé-iiôiâ.liô¡ plans;

déiied, where no new or novel arguments had been raised. Còmmission affirms its disallowance of the r¡'1-i.!ä;yJi proposed

incgntive coinpèn].g¡!¡O¡ package as ûot having been shown to have a direct impact on cost rcductions or rate conhol effo¡ts.

For the earlier o¡de¡, see 82 Pa PUC 488.

P.U.R Headnote and Classihcafion
I. PROCEDI,'RE

s33

Pa.P.U.C. 1994

[PA.] Rehearing and reconsideÍation - Grcunds for g¡anting - Raising ofnew or novel arguments - No previous consideration

of such arguments.

Pennsylvania Public *¡,,1¡ g¡¡ä¡¡ifsliäù v UCI U.:ülftiê.f, Inc. - Electric Division

P.U,R. Headnote and Classification

2. PROCEDURE

s36

Pa.P.U.C. 1994

[PA.] Principle of stare decisis - Not bindine on the èiì.äi¡¡i¡!!¡oh - Disc¡etion ofCóÌi!i¡ii!{3.!!¡! to change course - Necessity of
explaining new position.

Pennsylvania Public l&¡¡tr ç.ldtlmlr!¡¡i'rû v UGI Uli.liti!,s, Inc. - Electric Division

P.U.R Headnote and Classilication
3, EXPENSES

s105

Pa.P.U.C. 1994

[PA.] Salaries and wages -.I-l-c-è.ñti¡é cglrrp.ensåti-óä plans - Good idea in the absbact - Factoß affecting actual approval -

Promotion ofoperational improvements - Façtual nexus to operational cost savings.

Pennsylvania Public utitiff Ç-õ.!läÌä!ss!än v UGI Ü.fiìi.tiès, Inc. - Elechic Division

P.U.R Headnote and Classilication
4. EXPENSES

sl05

Pa.P.U.C. 1994

[PA.] Salaries and wages - ltti'êñ-.Ë!! !-!¡&!Þ:C¡isâ!-iäl plans - Reasons for disallowance - No direct bearing on cost reduction or

rate aont¡ol efforts - Affirmation - Electric ùtilí1y.
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Pennsylvania Publ¡c Ut¡l¡ty com'n v. UGI Ut¡l¡ties, lnc.,83 Pa.P.U.C. l7 (1994)

Pennsylvania Public:U!i-li$ qO.ri!¡¡¡iq!¡on v UGI Utilities, Inc. - Electric Divrsion

David W. Rolka, Chaiman, Joseph Rhodes, Jr., Vice-Chairmao, John M. Quain, Dissenting, Lisa CrutÇhfield, John Hanger

BY THE C-qMMIS-SION:

OPINION AND ORDER

Befo¡e us for consid eratioî is a Petitinn for Reconsideratíonl ('Petition ') filed by UGI U...1!Iitiés, Inc., ('UGI' or 'Company')

on August 16, 1994, relative to the above-captioned proceeding. The Office ofTrial Staff('OTS ') and the Offrce ofConsumer

Advocate filed responses to UGI'S Petition on August 26, 1994.

ÍIISTORY OF THE PROCEEDING

On November l, 1993, UcI filed with the Pennsylvania Public.IJ,,liliti Catm. qt!!,Sj,õj! SupplementNo. 37 to its Tariff Elecnic-Pa.

P.U.C. No. 4, requesting an increase in total annual electriç operating revenues ofapproximately S4.2 million, or approximately

6.7010 over the level ofrevenues anticipated for the future test year ending June 30, 1994.

By Order entered Decamber 3, 1993, the e,.!¡iù.'!1i.{ii.¡io.n instituted a formal iûvestigation at Docket No. R-00932862 to determhe

the lawfulness, jusbless and reasonableness of the *18 Company's rates. Supplement No. 37 was thereby suspended by

operation oflaw for a period ofùp to sev months, or until July 31, 1994.

The OTS entered an appearance and actively participated in this proceeding. Additionall% the Office ofConsumer Advocate

COCA'), the Office of Small Business Advocate ('OSBA') and Sandra A. Conway, a residential customer, filed Formal

Complaints against the proposed Étes, all of which were consolidated with the CO.,tr.b¡!!¡.9,nJ investigation for purposes of

hearing and disposition.

Prehearing corferences were held before Administrative Law Judge ('ALJ ') Monis J. Solomon on January 5 and 19, 1994. In

response to the written request of Complainant Sandra A. Conway, the ALJ, per a Preliminary Order, detelmined that she was

an jnaotive participant in the proceeding. Publjc Input Hearings were held in Kingston on Ma¡ch l, 1994. Evidentiary hearings

were held in Harrisburg on January 25, 26, and 27, March l, 8,9,23 ard24, 1994.

By letter dated March I I , I 994, UGI, the OTS, the OCA, and the OSBA filed a Srþz lalíon Concerníng Fq¡r Rqte oÍ Return,

PosíRetirement Benefß Other than Pensions, and Construction Work in Progress . The Pafies agreed, for pulposes of this rate

p¡oceeding, that the overall cost ofcapital for UGI would be 9.56%. The Parties further stipulated, subject to the outcome of
certain appellate proceedings, that ùe Company's ratemaking elili!.rl for polt-retirement benehts othe¡ than pensions, or OPEBs,

will be determined io accordance with the p¡ovisions of Statement ofFinancial Accounting Standards No. 106, and stipulated

to the appropdate level ofthe Company's OPEBS çJaj¡r¡. Finally, the Parties agreed on the app¡opriaúe treatment ofUGI's ¡ale

base ei¿íitn !o recover its investment in certain environmental imp¡ovement project at Conemaugh.

By tetter dated April 29, l994,IJGl,t¡Le OTS and the OCA stipulated that UGI'S ¿låjm fo¡ the bulldozer lease is for the actual

expense of $63,189, that its fuel reserve ôläi!!! is limited to $3.55 million and that certain wording in the Company's Reply

Briefrelating to its advertising expense would be replaced by the specified text. The record co¡rsists ofBl0 pages of transcribed

testimony, voluminous prepared testimony and nume¡ous exhibits. On April 14, 1994, UGI, the OTS, the OSBA, ard the OCA

frled their individual Main Briefs. Reply Briefs were filed by the Parties.

On May 27, 1994, Admioistrative Law Judge ('ALJ') Monis J. Solomon issued his Recommended Decision ('R.D.')

recommending that the Cornniiñsio¡ find that UGI has shown the need for $6 I ,294,000 in annual operating revenues, an increase

of $1,202,000. On June 10, 1994, UGl, the OSBA, the OTS, and the OCA filed Excaptions to the Recommended Decision.
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Pennsylvania Public Ut¡l¡ty Com'n v. UGI Util¡ties, lnc.,83 Pa.P.U.C. l7 (1994)

Reply Exceptions werc filed on June 17, 1994 by OTS, UGI, and OCA. Or Jure 18, 1994, the OSBA filed a letter advisirg
the Commissioli that it would not be filing Reply Exceptions.

Per Opinion and Order entered on July 27, 1994, the qommission disposed ofthe Exceptions, as filed, and authorized an

increase in an¡ual operating revellues of $1.324 million. Whereupon, UGI filed the instal],t Pel¡líon Íor Recoks¡deration oÍt
August J6. 1994.

DISCUSSTON

ul Section 5.572(a) ofou¡ Rules of Adminishative Practice and Procedure, 52 Pa. Code $ 5,572(a) provides that:

(a) Petitions for rehearing, reargument, reconsideration, clarification, rescission, amerdment supersedeas or the like shall be

in wdting and shall specifr, in numbered paragraphs, the findings or orders involved, and the points relied upon by petitioner,

with approp¡iate record references and specific requests fo¡ t¡e findings or orders desired.

We note that the standards fo¡ determining whether we should exercjse our disc¡etion to gÉnt a petition for ¡econsideration

under the provisions of 66 Pa. C.S. S 703(9) was articula tsd h the Phitip Duíck Case2 as follows:

A Petition fo¡ Reconsideration, under the provisions of66 Pa. C.S. $ 703(9), may properly ¡aise arty matters designed to *19

convince the Çtlrñ.þ!s.S!Ò¡ that it should exercise its discretion under this code section to rescind or amend a prior order in
whole or in part,

In this regard, we agree with the court in the Pennsylvania Railroad Company case, wherein it was said that:

Parties ..,çannot be permjtted by a second motion úo review and reconsider, to raise the same questions \Mhich were specifically

considered and decided agaiûst them.

The recent Commonwealth Cou¡t case AR&T v. Pa. P.U.C., 130 Pa. Commonwealth 595, 568 A..2d 1362, (1990) further

elucidated the standards fo¡ ¡ehearing, reconsideration, revision o¡ ¡escission.

In its Petition UGI contends, i,?/¿r 4/ia, as follorvs:

1 . The C0ni-A-ii|¡.i0-ns !úy 27 , 1994 Order overlooks or disregards a long line of PUC Decisions approving Rate Recovery of
Iqcentivc ComÞehlat¡oi! Plans.

2. The standard the e(iäüùis¡iõn applied in this case to assess the reasonableness of UGI'S IÍdgftiÍe çOiqiFe¡¡S¡tio¡i ebiiin
is inconsistent with the standa¡d it has applied in prior proceedings.

3. UGI's annual bonus and SODEP plans are not comparable to the ltreefiliyo e,atll¡¡i:é¡-Sâti,O'ä Plan rejected by the Commission
in Roaring Creek IL

4. Even assuming tlìe Ç-þ.rä'räi!¡ignis new standard was properly applied in this case, UGIpresented sufäcient evidence to meet

the rerM standa¡d.

We shall address the foregoing argurnents ofiJGI seriatim.

First, UGI contends that the .g_ltäiiúi¡siô.4, the ALJ aûd all Parties to this proceeding appear to agree that, as a general proposition,

¡¡-i.ôg-ätiv¡ Coiiilte-l¡ii¡i.bj¡ programs a¡e appropriate and desirable and should be encouraged. Accordingly, UGI asserts that
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because we have permitted rate recognition of certain itrCehtive compelsation plans in part, we must recognize the costs of
UGI'S incentive compeÌsation plan in UGI'S ¡ates.

In support of its contention, UGI cites to and ¡elies on several cases3 wherein we recognized the value of iilcentive

Corripèùsàqatn p¡ograms. UGI rejoins that in our July 27, 1994 O¡de¡, we failed to distinguish or explain our decision to depart

from this long line ofuniform precedent and, therefore, we should revisit the issue of incelti.te qompensation prog¡ams.

[2] We recognize that as an adminishative agènc5i we are not bound by the strict principles of stare dec¡sis. We note, that

we do have an obligation to render consistent opinions and either follow, distinguish or ovemrle ov ovln preceder't. Leh¡gh

Valley Fanily v. Brock, 640 F. Sup. 1992, affd 829 F.rd Aug. (1986) Standard Fire Inc., Co. v. Insurance Dept-, 148 Pa.

Commonwealth Ct. 3 50, 61 1 A.2d 356, 359 ( 1992). However, it is well seftled that as an administrative ãgénc)t we are entitled

to change course, and as long as we adequately explain our new position, that view will be accorded defere\ce. Butler County

Memor¡ãl Hospit.tl r. Heckler,'780 F.2d352 (1985).

[3, 4] Our review of the record in this proceeding indicates that atl ofthe cases cited by UGI were discussed in the Briefs of the

Parties as well as in our final Opinion and Order entered July 27 , 1994, relative to lhe subject proceeding. UCI's argument that

we failed to explain or distinguish our decision to disallow !¡!ç,ä$ie Compefiêli.a¡l costs cfâirned ill rates in this proceeding

is misplaced. In ou¡ final Orde¡ we fully explained the reasons fo¡ our disallowance of !¡õentive compènga.tio-¡ costs in the

subject proceeding. At page 40 ofour Opinior and Order we stat€d, in pertinent part, as follows:

I¡çe¡tiTe cõnipensàtiôú plans are a good idea and they should be utilized to stimulate innovatìve opemtional improvements

to create a better performing company. In order to be passed on to Étepaye¡s, however, there must b€ an adequate factual basis

for the CôäiniSsiô¡i to conalude that the Company seeks to maximize more than just shareholder value. Even if no specific

cost savings can be shown to result from the itqèäúä¿ *20 cä!ä.i!ênßãti¡tf plari, at a minimum the plan must be shown to have

a djrect bearing on cost reduction and rate aonhol efforts. ln this case, the Company has unfortunately made no such showiûg.

Therefore, it is evident that we have already fully considered and properly disregarded the arguments proffered by UGI relative

to its ljldè¡tivé coäiÞèùsâ.'fiÌii. p¡ograms.

Second, UGI contends that we have in prior decisiors provided guidance as to how the reasonableoess of iätèndÍè
ôþ,-iliÞèii¡ûtiôl plats should be assessed (Petition p. 6). At page 7 of its Petition, UGI retorts that:

The shndard the COIñ.Ei¡s.i.ÞE has adopted in this oase - that the illc.çUfiv! c.-o-mp9.jnJ4ti¡! plan 'be shown to have a direct

bearing on cost rcùi]ctior ard rate control efforts' - is totalty inconsistent with the eorynisqi¡.¡i.5 earlier acknowledgment that

il is 'wett nigh impossible' to demonstrate a dircct benefit to Étepayers from the adoption ofall ütìôèltiv¡ aoÌ'npér¡sati!,{ plan.

(Emphasis in Original)

As a result, UGI argues that ouI final Order a¡¡ounces a ne\¡¡ standard without providing any explanation as to why such

a change is appropriate or necessary. Accordingly, UGI asserts that our action is arbitrary and capricious and constitutes an

abuse ofdiscretion. (Petition p. 9). The OCA points out in its Response that UGI asserted in its Petition that we espoused the

same position in Daquesne atrd Roaring Creek cited supra, and we concluded that the reasonableness ofthe ove¡all level of
¡ordpe¡!¡ûotr is dispositive (OCA Response p. 7).

The OTS in its response to UGI'S Petition rejoins as follows:

The magnihrde ofan expense category cannot justiry the expense if the expense bears ûo relation to the provision ofùt ilt
s€rvice (OTS' Response p. 3).
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We note that the arguments p¡offe¡ed by UGI have already been ¡aised and (ejedèd by us, and form no basis for the ¡elief
requested. We note further that \Ã¡e adopted the ALJ'S discussion, relative to the issue ofiúCg.ntive compehs¡¡tioii, in our final

Opinion and Order. We believe that it will be iûstructive to quote hereinbelow the pertinent section of the ALJ's discussion, as

stated at pages 34-35 ofour July 27, 1994 Order, wherein he observed that:

It will not do for UGI simply to conúend that its overall com.pe-¡s,â-til0n levels a¡e reasonable and such is dispositive of the

issue. The only matter befo¡e us is the reasonableness ofthe Company's two in¡eùûye co¡i¡Þt¡Siitioi programs as a charge

to ratepaye¡s.

The C0Ìii¡¡i$Sirtr¡¡:s most recent conside¡ation of this matter is set forth ìn Roaring Creek [Docket No. R-00932655 (Order

entered February 3, 1994)1. In that case, we found that the UûlÍ{i:a !tCi.!Uv.€ çqmp9lsation p¡ogram rvas not aimed at enhancing

the productivity and efTiciency ofthe iiililif;ji and we excluded the program cost from operating expenses. (Slip op. at 27-28).

In adopting ou¡ reasoning and recommendation, the Çôniuiisriô4 observed:

The Company's Exceptions failed to allay our concem that the focus of the crite¡ia being used is the lparent company'sl

profitability ratber than criteria focusing on the operation of Roaring Creek .... (W)e are disturbed by the Company's erIant

focus on profitability ove¡ operational effectiveness.

Roaring Creek, slip op. at 30. With those concems in mind, we will p¡oceed to examine UGI's Aûiual Bonus Plan and SODEP

p¡ogmm.

In the Form lo-K fited with the Unit€d States Securities and Exchange eo!ûr¡ssiôn, UGI g.-'tiI,.!ijù, Inc., under 'Item 11

Executive ç. -o.fi,pe.¡¡A!i!tt!', on page 37, stated as follows:

The Annual Bonus Plan is based on the achievement ofpre-determined business and/o¡ financial performance objectives which

support business plans and goals.

*21 We think the ctear meaning of these wo¡ds is that a reward may be given for employee performance contributing to the

p¡ofitability of the parent co4)oratioû. Oul interpret¿tion ofthe bonus plan's focus is reinforced by the fact that the overwhelming

majority ofthe pe¡sons eligible for the bonuses are holding company employees.

As for the Stock Option and Dividend Equivalent Plan, we again find UGI's Form lo-K to be instructive. At page 38 we are

informed that the award of this ilôliiltii-ê !õiñi-éäl4fioii is

subject to UGI'S achievement oflong-term performance as çompared to a group ofpeer companies ('Peer Group') over a five-
year period .... Performance criteria for that five-year period will encompass both changes in the pe¡ share market p me of
UGI Common Stock and dividend paid on that stock . - . .

Plainly, the operational effectiveness of the Company is ofno moment. The SODEP coni¡¡cä!4ìtio¡¡ is payable on the basis of
comparative measurements ofthe profitabitity ofUGI Coryoration, the Company's parent. Again, we take ûote ofthe fact that

nearly all ofthe persons eligible for SODEP eþäiliéäsr¡itiitú are holding company employees.

Our concem here is the same as it rvas in Ro aring Creek.ltispossible that deserving performance on the part ofa UGI employee

may not result in the receþ of iü!þ-n!i...g'! p.õ,fiþ!.äb!i{ün because t¡e parent company and other subsidiaries failed to meet thei¡

financial and business goals. In the same veh, the Company's persormel could receive íi0C9-tr1¡V¡ eõ.!!iÞ-¡S-{ü¡tii simply because

the hotding company's profitability was enhanced at the expense ofneeded service improvements. Beyond this, we must say

that our suspicions are always heightgned when an effort is made to pay borÌuses at the expense ofratepayeß to tlose employees

not proximately responsible for serving those same customers.
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Accordingly, we note that consistent with ou¡ decision in Roar¡llg Creek, ciæd sapra, we disallowed ¡ate ¡elief for UGI's

iñcentive cr¡¡iiÞgjii¡tio¡¡ plaû. Thercfo¡e, it is evident that the arguments posed by UGI in its Petition have been duly considered

and réjêated by us.

Third, UGI contends that in determining that the costs of both the An¡ual Bonus and the Stock Option and Dividend Equivalent

Plats ('SODEP') should be disallowed iû their enti¡ety, we did not rely on any of the numerous decisions cited by UGl, but

instead relied exclusively on our d ecision in Roaring CreeÈ 1L (P€tition p. I 1). UGI asserts that its itrceli, tivê Coln.pQnsafion

plan is sulliciently dissimilar to Roaring Creek's plan as to justiry and otherwise warraût a dissimilar ratemaking t¡eatment.

UGI rejoins that neither the Arurual Bonus Plan or the SODEP plar is comparable to the hcentiÌe ediúÞ-¿-n'¡¡tiol plan at issue

in the Roaring Creek proceeding.

We rtote that t¡e arguments proffered by UGI relative to its A¡nual Bortus and SODEP plans were raised in UGI's Initiâl and

Reply Briefs as well as in the Company's Exceptions. Accordingly, we conclude thatUGI is not presenting any'new and novel'

argum€lts for our review. Indeed, in our final Order of July 27, 1994, we determined that there exists an import¿nt similarity

between UGI and Roaring Creek and, therefore, we dismissed the same arguments which UGI has proffered in its Petition.

Fourth, UGI contends that it has demonst¡ated in the reco¡d that its ild¡t¡tivi eo-fnp.eäüâi[Oil plans have a sufliciently dircct

bearilg on cost reduction and rate conhot efforts to justiS' ¡ate recognition. UGI atgues that we er¡oneously determined that

the Company failed to show that its inee-n-t-'gg C-õ¡.!¡Þ.ensatio4 programs had 'a direct bearing on ...Éte control efforts' @inal

Order p. 40) without referencing tlle evidence presented by UGI (Petition p. 15).

We note that rve have already considered and i.gjèifed this a¡gument of UGI as well. The OTS at page 6 of its Response to

UGI'S Petition points out very sucÇirctly that:

OTS noted in its main briefat p. 45 that there is simply no definitive evideflce ofrecord that the Aûtual Bonus Plan and SODEP

have *22 resulted in savings to mtepayers of even I cent. The principal criteria for awarding bonuses and the detetminate for

tJ¡e level ofbonuses under the Annual Bonus Plan is the Company's financial performance. Similarly, the Palment ofdividend

equivalents under the SODEP is dependent upon UGI'S stock performance in comparison to a peer group. UGI'S elå-ini that

its ilrqeqfü.e õìiqti¡e--ii!¡'fiúñ plans support goals like reducing expenses and improving operating efficiencies is simply not

suppoÍed by the ¡ecord.

Accordingly, we conclude that the arguments rajsed by UGI it il.s Petit¡on for Reconsíderatíon, have aheady been presented

in Brieß, Reply Briefs and Exceptions ard have been tÞjèatCd by the presiding ALJ and by this Cotjômiô$loE. We tu¿he¡

coûclude that UGI has faited to present any 'new and novel' arguments, not previously heard or considerations which we may

have overlooked or not addressed; THEREFORE,

IT IS ORDERED:

That the Petition for Reconsiderction filed by UGI U-trlìtieí- Inc., - Electric Division on August 18, 1994, be, and hereby is,

deni€td.

FOOTNOTES

EDITOR'S APPENDIX

Citations in Text

Footnotes

\5*sT1¡i{rN6{t' o 2014 Thomson Reuters, No claim to orìginal U.S. Government Works.



Pennsylvania Public Utility Com'n v. UGI Utilities, lnc.,83 Pa.P.U.C- l7 (1994)

UGI files i|s Petition for Reconsiderat¡on puÍsua to 66 Pa. c.s. S 703(9), and 52 Pa. Code ö 5.572.

Du¡ck v. Penns),lvanìa Gas & Water Conpany, 56 Pâ. P.U.C. 553 (December 17, 1982).

Pa. P.IJ.C. v. Roor¡ng Creek úlater Co.,Docket No. R-00932665 (EDtered February 3, 1994); Pa. P.U.C. v. Meiapolitqn Edison

Ccr., 141 PUR 4th 33ó, 387 (1993); Pa. P.U.C. v. Duquesne Light Co.,63 Pa. P.U.C.331 (1987); Pa. P.U.C. v. UGI Corp. - Luzerne

Electric Divísion, Docket No. R-78030572 (Ente¡ed December 29, 1978)

Pennsylvania Pub. Utilitj¡ Comm'n v. Roa¡ing Creek Water Co., R-00932665 et al., 8l Pâ PUC 285, 150 PUR4th 449, Feb. 3, 1994,

End oIDocüment O 2014 Thoûìson Reuters. No clairn ro orjginâl U.S. CovcrnnrcnL Works.

?!&stlãß$Êfif @ 2014 Thomson Reuters. No claim to original U.S. Government Works.


