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I.          INTRODUCTION AND EXECUTIVE SUMMARY 
 
 In this Order, we approve a Joint Motion for Approval of Agreement of 

Unanimous Stipulation and Settlement (collectively, “Settlement”).  We approve the 

Settlement because we find that, under the circumstances and on the record before us, the 

unanimous agreement of the parties1 will result in just and reasonable rates for Delmarva 

Power & Light Company (“Delmarva” or “Company”) and its customers and is 

consistent with the public interest.  The rate increase contained in the Settlement, a total 

of $12.2 million in distribution revenue, is significantly less than the Company’s original 

$17.803 million request and well below the original recommendation of the 

Commission’s Technical Staff.  In addition to the Company and our Staff, the Settlement 

                                                           
1 In addition to the Company, three other parties participated in this case: the Public Service Commission’s 
Technical Staff (“Staff”); the Office of People’s Counsel (“OPC”); and Wal-Mart Stores East, LP and 
Sam’s East, Inc. (collectively “Walmart”) (collectively, with the Company, “parties”). 
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is supported by the Office of People’s Counsel, which represents the State’s residential 

customers, and by Wal-Mart, the only other intervenor in the case.  Although we do not 

grant any increase lightly, we find that the rate changes for the various rate classes, 

including an increase of $1.78 per month for the average residential customer using 1,000 

kilowatts per month (“kWhs”), which represents a 1.4% increase in the total monthly 

electric bill of the average residential customer, are supported by this record.  We agree 

that the Company should prepare certain cost of service studies recommended by Staff, 

and that it should do so prior to its next rate case so that those studies are available when 

we next consider Delmarva’s rates.  

Finally, we are willing to allow the parties to discuss regulatory lag issues in a 

work group, as the Settlement provides.  But approval of this Settlement should not be 

read as a recognition (let alone a finding) on the part of this Commission that regulatory 

lag is a problem for Delmarva (or any other company) that needs to be solved.  We 

approve this element of the Settlement based on the parties’ testimony that their 

agreement does not require or bind us to adopt or implement any recommendations the 

work group might file, nor to undertake further proceedings to consider them.  In our 

view, the Settlement removes regulatory lag from our consideration at this time, but we 

will consider the need for and mechanics of any regulatory lag measures at an appropriate 

time, on a full and complete record.                        

 
II. BACKGROUND 
 
 On December 21, 2010, Delmarva Power & Light Company filed an Application 

with the Public Service Commission (“Commission”) pursuant to §§ 4-203 and 4-204 of 

the Public Utilities Article, Annotated Code of Maryland (“PUA”), for authority to 

 2
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increase its retail electric rates in Maryland.  Delmarva’s last electric rate case occurred 

in 2009.2  The Company requested a $17,803,000 increase in electric rates based upon a 

test year ending December 31, 2010, using nine months of actual data and three months 

of estimated data.3  According to the Application, approval of this request would have 

resulted in a 2.8% overall increase in rates for a typical residential customer who uses 

1,000 kWhs of electricity per month.4  Delmarva submitted supplemental direct 

testimony on February 28, 2011, based upon actual 2010 test year data, which it claimed 

supported an $18,262,000 increase, although the Company did not revise its revenue 

increase request.5  In its May 10, 2011 rebuttal filing, the Company revised its final 

revenue requirement request to $16,469,000.6   

 Three other parties participated in this case, the Public Service Commission’s 

Technical Staff (“Staff”), the Office of People’s Counsel (“OPC”) and Wal-Mart Stores 

East, LP and Sam’s East, Inc. (collectively “Walmart”).  These parties filed direct 

testimony on April 11, 2011.  Delmarva and Staff filed rebuttal testimony on May 10, 

2011.  Surrebuttal testimony was filed by the Staff and OPC on May 20, 2011.   

Staff originally recommended a revenue increase of no more than $14,796,917,7 

but revised its recommendation to $13,386,046 after reviewing the direct testimony of 

other parties.8  OPC initially recommended limiting the rate increase to $9,733,000,9 but 

                                                           
2 Re Delmarva Power and Light Company, Case No. 9192, Order Nos. 83040 and 83085, 100 MD PSC 
431, 435 (2009). 
3 Application at 2. 
4 Application at 2. 
5 Supplemental Direct Testimony of Delmarva Witness W. Michael VonSteuben at 2. 
6 VonSteuben Rebuttal at 16. 
7 Direct Testimony of Staff Witness Patricia M. Stinnette at 2. 
8 Stinnette Rebuttal at 1. 
9 Direct Testimony of OPC Witness David J. Effron at 2. 
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subsequently adjusted its recommendation to $9,979,000.10  Walmart filed testimony that 

recommended rejecting the Company’s attrition proposals.11     

 

III. SETTLEMENT AGREEMENT 
 

 The parties reviewed the testimony filed in this matter and unanimously 

determined that it was appropriate to propose a settlement to the Commission in this case.  

On May 25, 2011, Delmarva, Staff, OPC, and Walmart filed a Joint Motion for Approval 

of Agreement of Unanimous Stipulation and Settlement.  The Company, Staff and OPC 

filed testimony in support of the Settlement on June 1, 2011.12  The Commission held an 

evidentiary hearing about the proposed Settlement on June 6, 2011.  Evening hearings to 

receive public comments were held on June 13, 14 and 15, 2011 in Chestertown, 

Salisbury and Wye Mills, Maryland, respectively.13

 The Settlement provides that Delmarva shall file new base rate schedules that 

increase electric distribution rates by $12.2 million.14  The Settlement stipulates the 

agreed-upon allocation of base rates among all customer classes, subject to verification 

by Staff.15  Additionally, the Settlement establishes a Regulatory Lag Work Group that 

will address Delmarva’s claims that regulatory lag prevents it from having an opportunity 

to earn its authorized return and that its approved rates should include certain regulatory 

                                                           
10 Effron Surrebuttal at 1. 
11 Direct Testimony of Walmart Witness Steve W. Chriss. 
12 Counsel for Walmart stated its support for the Settlement at the June 6, 2011, hearing.  
13 No citizens appeared and offered comments at any of the hearings, which were noticed properly and in a 
timely manner in publications throughout Delmarva’s service territory.  We understand that one of the 
evening hearings was held on the same night as a hearing on proposed highway toll increases, but there was 
no such conflict with the other two evening hearings. 
14 Settlement provision No. 2. 
15 Settlement provision No. 4 and Exhibit 2. 
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lag mitigation measures.16  The Settlement provides that the work group will attempt to 

reach consensus “on the need for a proposed mechanism or the design of such a 

mechanism to address regulatory lag”; if it does, the group will submit that proposal to 

the Commission or, if not, the parties may submit separate proposals.17  All parties 

“retain the right to oppose any proposal made and any representations made with regard 

to the need to have a mechanism to address regulatory lag,” and OPC specifically agreed 

to participate in the work group in good faith, but “without prejudice to its right to take 

the position that the existence of regulatory lag has not been established in this or any 

other proceeding or that no mechanism is necessary to address the issue of regulatory lag 

in this or any other proceeding.”18  The parties also stipulated to details regarding 

regulatory cost rates, the amortization of February 2010 winter storm costs and future 

cost of service studies.19

 The parties stipulated that all issues that they identified are settled and that they 

“agree that the resolution of the issues herein, taken as a whole, results in just and 

reasonable rates and are in the public interest.”20  The Settlement also requests that new 

rates become effective June 15, 2011, “or as soon as reasonably practicable thereafter.”21  

The parties agreed to the admission of all pre-filed testimony in support of the 

Settlement.22  Finally, the Settlement contains standard general provisions,23 specifically 

                                                           
16 Settlement provision No. 5.  The work group shall last for no more than 100 days.  Id. 
17 Settlement provision No. 5. 
18Id. 
19 Settlement provision No. 6. 
20 Settlement provision No. 1. 
21 Settlement provision No. 3. 
22 Settlement provision No. 7. 
23 Settlement provisions Nos. 8 through 13. 
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that the Settlement is void if it is not approved without modification by the 

Commission.24  

In support of the Settlement, Delmarva submitted the testimony of Anthony J. 

Kamerick, Senior Vice President and Chief Financial Officer of Pepco Holdings, Inc. 

(“PHI”).25  He states that the Settlement is in the public interest because:  (1) it balances 

the needs and interests of various stakeholders with adverse interests in this case; (2) it 

will allow the Company to recover its costs and maintain its financial health; and (3) it 

will permit the parties and the Commission to conserve resources and avoid the costs of 

litigation.26  Specifically, he notes that the rate increase will be applied to each customer 

class in accordance with the Company’s class cost of service study (“COSS”), which is 

designed to move each individual rate class closer to the overall system rate of return.27  

Mr. Kamerick argues that the $12.2 million Settlement amount is “clearly supported” by 

the positions of Staff and Delmarva, which recommended revenue increases of $13.3 

million and $16.5 million, respectively.  He concludes that taking into account litigation 

risk, costs and timing, the Settlement amount represents a fair compromise.28  Mr. 

Kamerick states that the average residential customer using 1,000 kWhs per month will 

experience an increase of $1.78 per month, which represents a 1.4% increase in the total 

bill.  Other customer classes will experience increases ranging from 1.3% to 5.4%.  

Moreover, Mr. Kamerick notes that the Consumer Price Index has risen 3.2% in the last 

year, which substantiates the reasonableness of the Settlement.29  Finally, he noted the 

                                                           
24 Settlement provision No. 9. 
25 PHI is the parent company of Delmarva. 
26 Settlement Testimony of Anthony J. Kamerick at 1-2. 
27 Kamerick at 3. 
28 Kamerick at 4. 
29 Kamerick at 4-5. 
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importance to the Company of the Regulatory Lag Work Group, arguing that the 

Company’s professed inability to earn its authorized return due to regulatory lag is an 

important issue.  He emphasized that if a regulatory lag mechanism can be agreed upon 

by the parties that they would then request Commission approval of the mechanism.  If 

the parties cannot agree, then they would be free to submit proposals to the Commission 

to address the issue of regulatory lag.30  But at the hearing, Mr. Kamerick acknowledged 

that the Settlement did not require the Commission to adopt any proposal, consensus or 

otherwise, nor did the parties expect that the Commission would adopt any regulatory lag 

mechanisms in this case or necessarily hold further proceedings on regulatory lag.31

 Staff filed the testimony of Patricia M. Stinnette, a Commission Public Utility 

Auditor, Program Specialist, and Phillip E. VanderHeyden, Director of the Electricity 

Division.  According to Ms. Stinnette, Delmarva is not currently earning a reasonable 

return, which is evidenced by the parties’ unanimous agreement that the Company has a 

revenue deficiency.  She states that the $12.2 million Settlement amount lies between the 

parties’ positions and concludes that it is “within the range of reasonableness.”32

According to Mr. VanderHeyden, the Settlement adopts the Company’s revenue 

allocation proposal, which the Commission accepted in Delmarva’s two preceding rate 

cases, Case Nos. 9093 and 9192.33  Additionally, he notes that the revenue increase for 

each class is applied on an equal percentage basis to both fixed and variable charges, 

which Staff supported in its testimony.34  Mr. VanderHeyden concludes that the 

                                                           
30 Kamerick at 5-6. 
31 Transcript of June 6, 2011 Hearing (“Tr.”) at 22-27. 
32 Settlement Testimony of Patricia M. Stinnette at 3. 
33 Settlement Testimony of Phillip E. VanderHeyden at 2-3. 
34 VanderHeyden at 2. 
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Settlement represents a reasonable allocation of costs and that rates are reasonably 

designed. 35  He recommends that the Company file compliance tariffs to allow for minor 

adjustments to each rate and file updated average monthly class revenue for the Bill 

Stabilization Adjustment calculation.36  Finally, he notes that the Settlement incorporates 

Staff’s proposal that the Company file a minimum system and a zero intercept COSS in 

its next rate case, which should provide insight into the proper level of fixed customer 

charges versus variable distribution rates.37  

 OPC witness Effron concludes that overall the Settlement terms and conditions, 

including the $12.2 million revenue increase, are reasonable.38  He notes that both the 

Company and Staff reduced their recommended revenue requirements in this case after 

accepting some of his proposed adjustments.39  After these adjustments, he notes that the 

Settlement amount was significantly closer to OPC’s recommended amount ($9.979 

million) than to the Company’s request ($16.469 million) and is also below Staff’s 

($13.386 million) recommendation.  Mr. Effron emphasizes that state commissions, 

including this one, usually find that the appropriate revenue increase is between the low 

and high recommendations of the parties.40  Consequently, he concludes that under the 

circumstances of this case that the Settlement “results in just and reasonable rates and [is] 

in the public interest.”41    

 

 

                                                           
35 VanderHeyden at 1. 
36 VanderHeyden at 3. 
37 VanderHeyden at 3-4. 
38 Supplemental (Settlement) Testimony of David J. Effron at 4. 
39 Effron at 3. 
40 Effron at 4. 
41 Effron at 5. 
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IV. COMMISSION DECISION 

 The Commission has in the past considered and approved settlements proposed by 

adverse parties representing divergent interests in a proceeding.42  We acknowledge that 

delicate compromises are often required in order for parties to achieve an uncontested 

settlement.  Historically, a settlement that is submitted by parties who normally have 

adverse interests is an indication that the overall agreement reached is a reasonable one.  

However, the mere fact of a settlement does not end our inquiry – we must review any 

settlement carefully to ensure that the outcome, and the resulting rates, are indeed just 

and reasonable.  In addition to reviewing the record developed by the parties during this 

case, we have thoroughly reviewed this Settlement and the testimony filed in support of 

it, and based upon the record, we approve the Settlement for the reasons we explain 

below.  

 The parties’ final revenue requirement positions ranged from a high of $16.5 

million, as advocated by the Company, to a low of $10 million, advocated by OPC.  

Staff’s final recommendation was $13.4 million.  Thus, the Settlement, with an agreed 

revenue requirement of $12.2 million, is less than that recommended by two of the three 

parties that presented revenue requirement testimony.  Moreover, OPC witness Effron 

testified that after the Company accepted several of his recommended revenue 

requirement adjustments, the revenue increase agreed to in the Settlement is 

“significantly closer” to OPC’s recommendation than it is to the Company’s requested 

increase.43  Finally, the parties agreed to a rate design that will move all classes closer to 

                                                           
42 Re Delmarva Power and Light Company, Case No. 8795, Order No. 75680, 90 MD PSC 115 (1999). 
43 Supplemental Testimony of David J. Effron at 4. 
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the system-wide unitized rate of return, which is consistent with the policy we have stated 

in recent Delmarva rate case opinions.44  Therefore, under the circumstances of this case 

and based on this record developed throughout this proceeding, we find that the revenue 

requirement and rate design incorporated in the Settlement will result in just and 

reasonable rates.   

 The Company made several recommendations in this case to address its concern 

with a perceived issue of regulatory lag.  Delmarva focused particularly on two 

proposals, a reliability investment mechanism (“RIM”) and an annual rate of return 

review process (“ARRP”).  The other three parties opposed these proposals.  In order to 

settle this case, the parties all agreed to request a Phase II proceeding, which will involve 

the establishment of a Regulatory Lag Work Group to examine the need for, and design 

of, any regulatory lag mechanism.45   

 During the June 6, 2011, hearing on the Settlement, the Commission questioned 

the parties regarding their expectations.  Delmarva witness Kamerick stated that if a 

regulatory lag mechanism is agreed upon, the parties would present it to the Commission 

for consideration.  He acknowledged, though, that it would be entirely up to the 

Commission to decide whether to implement it and if so when.46  Further, he emphasized 

that the Settlement does not bind the Commission in any way regarding the Phase II 

proceeding or to take any action on any proposals the parties might file,47 and that the 

operative terms of the Settlement would bind the parties even if we were to find that a 

                                                           
44 See provision No. 4 of the Settlement and Settlement Testimony of Phillip E. VanderHeyden at 2-3.  In 
response to Commission inquiry at the June 6, 2011 hearing, the Company provided updated information 
regarding the unitized rate of return for each rate class on June 13, 2011.  That filing, identified as ML# 
131940, is hereby admitted into the record. 
45 Settlement provision No. 5. 
46 Tr. at 23. 
47 Tr. at 27. 
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regulatory lag mechanism should not be approved outside of the context of a rate case.48  

However, Mr. Kamerick stated that, without some sort of regulatory lag mechanism, the 

Company would file future rate cases on a more frequent basis.49  Both the Staff and 

OPC witnesses concurred with Mr. Kamerick’s assessment that the Settlement merely 

requires the parties to meet and discuss regulatory lag matters, and that it in no way binds 

us to any outcome, whether a consensus or not or to take any further action to address 

regulatory lag.50

The concept of regulatory lag is not a new one in ratemaking, but we have no 

quarrel with the idea that Delmarva and the other parties might meet after we issue this 

Order to discuss regulatory lag and Delmarva’s request for relief in some fashion.  They 

would be free to do so with or without the imprimatur of this Settlement, in fact.  We 

want to make clear, however, that adoption of the sort of regulatory lag mechanisms 

Delmarva proposes here would represent a significant shift in ratemaking policy for this 

Commission.  In recent years, for example, we have considered and rejected Delmarva’s 

request for surcharge recovery outside of rates for pension and other employment costs,51 

surcharge recovery for BGE’s advanced metering buildout,52 and opposed legislation that 

would mandate surcharge recovery for infrastructure expenditures.  We have considered 

these decisions and positions carefully and explained ourselves at length, grounding them 

all in the fundamental ratemaking principle that surcharge recovery of core expenses 

                                                           
48 Tr. at 24-26. 
49 Tr. at 28-33. 
50 Tr. at 38-39 and 41-42. 
51 Re Delmarva Power and Light Company, Case No. 9192, Order No. 83085, 100 MD. PSC 435, 445-446 
(2009). 
52 In the Matter of the Application of Baltimore Gas and Electric Company for Authorization to Deploy a 
Smart Grid Initiative and to Establish a Surcharge for the Recovery of Cost, Case No. 9208, Order Nos. 
83410 at 27-31 and 83531 at 32-41 (2010). 
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precludes the full-context analysis of costs and revenues that has always ensured that 

rates are just and reasonable.  This is not to say we will never allow surcharges or other 

recovery mechanisms under any circumstances – as we pointed out in the BGE AMI 

cases, we have authorized surcharge recovery for certain kinds of program costs, such as 

energy efficiency and demand response programs that do not build utility infrastructure.53   

To the extent new and different circumstances might persuade us to deviate from 

the principles that have driven our recent decisions not to allow infrastructure surcharges, 

we would need a fully developed record and an appropriate opportunity to test the facts 

and the parties’ arguments before we could reach such a conclusion.  And we would need 

to work through the myriad implications of such a switch.  For example, the regulatory 

lag mechanisms Delmarva raised in this case could well be found, if we adopted them, to 

change the Company’s risk profile, which in turn could alter the rate of return that we 

should authorize.  Put another way, this is not a policy shift that we would ever be 

inclined to make through a settlement.  So although we are content to approve the 

provisions in the Settlement convening the Regulatory Lag Work Group and allowing the 

parties to file with us the results of their efforts, we do so because they do not purport to 

require us to implement any regulatory lag mechanisms on this posture or to compel us, 

outside of the context of a new rate case, to address Delmarva’s regulatory lag concerns 

at all.  We may or may not do anything with the fruits of the work group’s labors, but we 

pledge to review them carefully and thoughtfully, and it may well be that the ongoing 

dialogue on regulatory lag will benefit from the focused discussion the Settlement directs. 

Finally, we wish to clarify our understanding regarding the operation of 

Settlement provision No. 6(c), which requires the Company in its next rate case filing to 

                                                           
TP

53 Id., Order No. 83410 at 27-31. 
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provide both a zero intercept and a minimum system cost of service study.  In the 

Company’s last rate case, we declined to accept Staff’s proposal for such studies, noting 

that the scope and cost were uncertain and that Staff had not demonstrated the need for 

the studies; we said, however, that we were open to the possibility of further study at a 

later time.54  In this Settlement, the parties have agreed that the Company will conduct 

these studies, and Staff witness VanderHeyden noted that the studies will provide 

additional information for future cost of service analyses.55  For those reasons, we will 

approve the Settlement and direct the Company to proceed with the studies.  That said, 

we do not want this approval to be read as a decision to accept or adopt the results of 

such studies – we will, of course, study them at that time, along with the parties’ analyses 

and arguments, and the Company should complete the studies before it files its next rate 

case so that we have them before us the next time cost of service studies are before us.  

We also accept the representation that the pair of studies can be done for $50,000 or less, 

but we direct the Company to notify us promptly if it expects the cost to exceed that 

figure.  If that happens, we will review anew whether to require both studies based on the 

new cost estimates. 

Having reviewed the record in this case, the Settlement and the testimony in 

support of it, the Commission finds that the Settlement is consistent with the public 

interest, and we therefore approve it.  We find that the $12.2 million increase in 

distribution rates, which is to be apportioned according to provision No. 4 of the 

Settlement, will result in just and reasonable rates for all rate classes.  And with the 

                                                           
54 Re Delmarva Power and Light Company, Case No. 9192, Order No. 83085, 100 MD PSC 435, 458 
(2009). 
55 VanderHeyden at 3-4. 
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understandings and clarifications set forth above, we approve the remaining provisions of 

the Settlement and direct the parties to proceed.  

IT IS THEREFORE, this 8th day of July, in the year Two Thousand and Eleven, 

by the Public Service Commission of Maryland,  

ORDERED:   1) The Application of Delmarva Power & Light Company, 

filed on December 21, 2010, seeking to increase electric distribution rates by $17,803,000 

in its Maryland service territory is hereby denied;    

             2) The Joint Motion for Approval of Agreement of Unanimous 

Stipulation and Settlement is granted;  

                        3) The Company shall file new tariffs that increase rates by no 

more than $12.2 million, consistent with Settlement provision No. 4 and effective with 

service provided on or after the date of this Order, which shall be subject to Commission 

Staff verification and Commission acceptance; and 

                   4) A Phase II proceeding is hereby established pursuant to the 

terms of the Settlement and the terms of this Order. 

      

       _/s/ Douglas R.M. Nazarian_____________ 

    

      _/s/ Harold D. Williams ________________ 

       

      _/s/ Susanne Brogan___________________ 

             

      _/s/ Lawrence Brenner_________________ 

        Commissioners 
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Line Account Customer Demand Customer Demand

(1) (2) (3) (4)

Minimum Size Study Results:

1 364 66.92% 33.08% 47.89% 52.11%

2 365 61.29% 38.71% 72.04% 27.96%

3 366 45.50% 54.50% 23.35% 76.65%

4 367 45.50% 54.50% 23.35% 76.65%

Zero Intercept Study Results:

5 364 13.86% 86.14% 19.76% 80.24%

6 365 13.86% 86.14% 19.76% 80.24%

7 366 25.00% 75.00% 25.00% 75.00%

8 367 25.00% 75.00% 25.00% 75.00%

Average of Results:

9 364 40.39% 59.61% 33.83% 66.18%

10 365 37.58% 62.43% 45.90% 54.10%

11 366 35.25% 64.75% 24.18% 75.83%

12 367 35.25% 64.75% 24.18% 75.83%

Sources:
1
  December 9, 2011 Delmarva Distribution Studies, Public Service Commission of Maryland, Case No. 9249.

Overall ROR

Delmarva Power & Light Company

Summary of Minimum Size System and Zero-Intercept Method Results

Primary 
1

Secondary 
1
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Rate Rate 21,25,30

Total Total Total Total Total Street Rate 8,9 10,11,12,13,14 Rate 16 Rate 17,18,26 Rate 20,40 Street

Delaware Residential General Serv. General Serv. General Serv. Lighting Rate 1,2,6,7 Residential General Serv. General Serv. General Serv. General Serv. TRAFFIC Lighting 

Line Description Distribution* Service Secondary Primary Transmission** Service Residential Space Heat Sec. Small Sec. Large Primary Trans.** LIGHTS Service

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14)

RATE BASE

1   Total System Electric Distribution 1,105,826,419       715,647,742  202,641,603     103,776,564     1,057,993        82,702,517  485,727,411   229,920,331  153,194,837     49,446,766       103,776,564 1,057,993      297,933         82,702,517   

2      Less:  Depreciation Reserve 408,308,201          263,690,412  74,955,283      39,510,009       415,517           29,736,980  179,195,417   84,494,995    56,753,808       18,201,475       39,510,009   415,517         131,952         29,736,980   

3 Total Net Plant 697,518,218          451,957,330  127,686,321     64,266,555       642,475           52,965,537  306,531,994   145,425,336  96,441,029       31,245,292       64,266,555   642,475         165,980         52,965,537   

ADD:

4   CWIP 70,111,664            44,847,479    12,981,405      7,863,474         94,282             4,325,024    30,700,603     14,146,876    9,926,072         3,055,333         7,863,474     94,282           43,108           4,325,024     

5   Working Capital 10,880,508            7,129,072      2,007,735        1,294,162         62,510             387,029       5,016,276      2,112,796      1,616,252         391,483            1,294,162     62,510           7,300             387,029        

6   Materials & Supplies 18,160,007            11,762,872    3,324,684        1,667,840         16,575             1,388,036    7,974,852      3,788,019      2,509,101         815,583            1,667,840     16,575           4,167             1,388,036     

7   Misc. Rate Base Items 57,326,981            36,121,595    10,763,760      8,007,142         111,134           2,323,350    25,084,238     11,037,357    8,392,063         2,371,697         8,007,142     111,134         65,868           2,323,350     

DEDUCT:

8   Accumulated ITC 1,853,142             1,199,316      339,532           172,773            1,746               139,775       813,631         385,685        256,474            83,058             172,773        1,746             474               139,775        

9   Customer Advances 1,650,908             1,071,958      301,575           145,089            1,368               130,918       725,402         346,556        227,005            74,569             145,089        1,368             255               130,918        

10   Customer Deposits 13,700,603            9,228,734      2,329,395        1,120,685         10,566             1,011,223    6,245,152      2,983,582      1,753,412         575,982            1,120,685     10,566           1,969             1,011,223     

11   Deferred FIT (135,104,264)        (87,275,444)   (24,827,654)     (12,721,819)      (129,535)          (10,149,811) (59,161,633)   (28,113,810)  (18,758,077)      (6,069,577)       (12,721,819)  (129,535)        (36,286)         (10,149,811)  

12   Deferred SIT (27,013,753)          (17,440,697)   (4,968,545)       (2,546,346)       (25,917)            (2,032,248)   (11,817,972)   (5,622,724)    (3,753,193)       (1,215,352)       (2,546,346)    (25,917)         (7,248)           (2,032,248)    

13 TOTAL RATE BASE 674,674,708          435,602,199  123,997,205     66,392,460       757,843           47,925,001  296,544,173   139,058,027  94,136,356       29,860,848       66,392,460   757,843         240,190         47,925,001   

DEVELOPMENT OF RETURN

14   Revenue - Retail Sales 172,803,028          103,098,643  40,836,144      19,723,846       476,853           8,667,542    73,142,231     29,956,412    33,403,281       7,432,863         19,723,846   476,853         97,055           8,667,542     

15   Interdepartmental 58,393                  38,309           10,449             6,333               207                  3,095           26,473           11,836          8,131               2,317               6,333            207               30                 3,095            

16   Other Operating Revenue 3,839,968             2,762,923      536,559           212,545            122,159           205,781       1,989,513      773,410        432,272            104,287            212,545        122,159         390               205,781        

17 Total Electric Operating Revenue 176,701,388          105,899,876  41,383,152      19,942,723       599,219           8,876,418    75,158,218     30,741,657    33,843,684       7,539,468         19,942,723   599,219         97,475           8,876,418     

LESS:

18   Operating & Maint. Expense 103,131,976          68,762,643    17,972,531      12,257,825       628,778           3,510,200    48,251,059     20,511,584    14,376,465       3,596,066         12,257,825   628,778         69,288           3,510,200     

19   Depreciation & Amortization Exp. 28,284,092            18,268,024    5,191,683        2,729,797         28,626             2,065,962    12,412,539     5,855,485      3,930,078         1,261,605         2,729,797     28,626           8,997             2,065,962     

20   Other Taxes 7,969,963             5,128,582      1,467,578        827,363            9,741               536,700       3,498,188      1,630,393      1,117,046         350,532            827,363        9,741             3,643             536,700        

21   Net ITC Adjustment (250,783)               (161,394)        (46,181)            (25,654)            (285)                 (17,269)        (109,963)        (51,432)         (35,089)            (11,092)            (25,654)         (285)              (107)              (17,269)         

22   Interest on Customer Deposits 14,965                  10,080           2,544               1,224               12                    1,105           6,821             3,259            1,915               629                  1,224            12                 2                   1,105            

23   Income Taxes 8,373,251             1,186,166      5,564,955        1,043,046         (34,059)            613,143       1,484,732      (298,567)       4,921,298         643,657            1,043,046     (34,059)         4,543             613,143        

24 Total Operating Expense 147,523,464          93,194,100    30,153,110      16,833,601       632,813           6,709,840    65,543,377     27,650,723    24,311,714       5,841,396         16,833,601   632,813         86,365           6,709,840     

25 PLUS:  AFUDC 964,683                616,332         178,799           109,959            1,335               58,258         422,273         194,059        136,866            41,933             109,959        1,335             626               58,258          

26 OPERATING INCOME 30,142,607            13,322,107    11,408,841      3,219,082         (32,260)            2,224,836    10,037,114     3,284,993      9,668,836         1,740,005         3,219,082     (32,260)         11,736           2,224,836     

27 RATE OF RETURN 4.47% 3.06% 9.20% 4.85% -4.26% 4.64% 3.38% 2.36% 10.27% 5.83% 4.85% -4.26% 4.89% 4.64%

28 RELATIVE RATE OF RETURN 1.00 0.68 2.06 1.09 -0.95 1.04 0.76 0.53 2.30 1.30 1.09 -0.95 1.09 1.04

*Total does not include Traffic Lights

** The Rate GST per book revenues include a power factor credit.  Excluding this credit would increase Rate GST current class ROR to approximately 28% (6.27 UROR)

Delmarva Power & Light Company
Delaware Retail Cost of Service Study

12 Months Ended December 31, 2012

Distribution Accounts 364 Through 367 Include Customer Classification
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Annualized Revenue Revenue Revenue Step 1 Step 2  $ Increase to  % Increase to

Current Current Req. Req. Current Req. Requested Rev Req. Rev Req. Current Dist. Current Dist. 

Line Rate Class Revenues 
1

Revenues 
2

Rate Base 
1

Op Inc. 
1

Rate Base 
2

Op Inc. 
2

ROR ROR 
2

ROR 
2

Alloc
 2

Alloc
 2

Revenues Revenues
(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13)

Formula: (4) / (3) (6) / (5) (10) + (11) (12) / (2)

Delmarva CCOSS Details:

1 Residential Service 105,822$         109,498$    412,565$       15,656$      461,512$    29,516$      3.79% 6.40% 10.80% 4,224$          23,079$        27,303$              24.94%

2 General Service Secondary 41,405$           42,753$      130,761$       10,701$      146,274$    20,174$      8.18% 13.79% 10.80% (3,317)$         9,016$          5,699$                13.33%

3 General Service Primary 20,002$           19,984$      83,685$         1,481$        93,614$      2,793$        1.77% 2.98% 10.80% 2,820$          4,212$          7,032$                35.19%

4 General Service Transmission* 599$                424$           756$              (32)$            846$           (60)$            -4.23% -7.13% 10.80% 25$               89$               115$                   27.09%

5 Street Lighting Service 8,873$             9,309$        46,897$         2,338$        52,461$      4,407$        4.98% 8.40% 10.80% (62)$              1,957$          1,895$                20.36%

6 Total Delaware System 176,701$         181,967$    674,664$       30,144$      754,707$    56,829$      4.47% 7.53% 10.80% 3,690$          38,353$        42,044$              23.11%

DEUG Adjusted CCOSS Details: 

1 Residential Service 105,900$         109,498$    435,602$       13,322$      487,275$    25,117$      3.06% 5.15% 10.80% 7,906$          22,745$        30,650$              27.99%

2 General Service Secondary 41,383$           42,753$      123,997$       11,409$      138,706$    21,510$      9.20% 15.51% 10.80% (3,685)$         8,885$          5,200$                12.16%

3 General Service Primary 19,943$           19,984$      66,392$         3,219$        74,268$      6,069$        4.85% 8.17% 10.80% -$              4,151$          4,151$                20.77%

4 General Service Transmission* 599$                424$           758$              (32)$            848$           (61)$            -4.26% -7.17% 10.80% 26$               88$               114$                   26.80%

5 Street Lighting Service 8,876$             9,309$        47,925$         2,225$        53,610$      4,195$        4.64% 7.82% 10.80% -$              1,929$          1,929$                20.72%

6 Total Delaware System 176,701$         181,967$    674,675$       30,143$      754,707$    56,829$      4.47% 7.53% 10.80% 4,246$          37,798$        42,044$              23.11%

*  The Rate GST per book revenues include a power factor credit.  Excluding this credit would increase Rate GST current class ROR to approximately 28%

Sources:
1
  Schedule EPT-1, Pages 1-1 and 1-2 and Exhibit NP-4.

2
  Schedule MCS-1 and Exhibit NP-6.

Delmarva Power & Light Company

Comparison of Delmarva and DEUG CCOSS Results
($000)
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TOTAL 
Delaware RESIDENTIAL STREET TRAFFIC
RETAIL RESIDENTIAL SPACE HEATING SMALL LARGE PRIMARY TRANSMISSION* LIGHTING LIGHTS

1 Cost of Service Study Results (Schedule EPT-1)

2 Operating Income 30,142,607$         10,037,114$           3,284,993$            9,668,836$         1,740,005$                3,219,082$            (32,260)$                 2,224,836$                11,736$                  
3 Distribution Rate Base 674,674,708$       296,544,173$         139,058,027$       94,136,356$      29,860,848$              66,392,460$         757,843$                47,925,001$             240,190$                
4 ROR 4.47% 3.38% 2.36% 10.27% 5.83% 4.85% -4.26% 4.64% 4.89%
5 Unitized ROR 1.00 0.76 0.53 2.30 1.30 1.09 -0.95 1.04 1.09

6 Revenue Requirements Results (JCZ-2)

7 Required Operating Income 56,829,428$         18,923,494$           6,193,369$            18,229,161$      3,280,522$                6,069,103$            (60,821)$                 4,194,600$                22,127$                  
8 Distribution Rate Base 754,706,877$       331,721,234$         155,553,555$       105,303,126$    33,403,042$              74,268,156$         847,741$                53,610,025$             268,683$                
9 ROR 7.53% 5.70% 3.98% 17.31% 9.82% 8.17% -7.17% 7.82% 8.24%

10 Unitized ROR 1.00 0.76 0.53 2.30 1.30 1.09 -0.95 1.04 1.09

11 Proposed Revenue Requirement

12 Revenue Requirement: Schedule (JCZ)-2 $42,043,757
13 Operating Income Deficiency Schedule (JCZ)-2 $24,643,774
14 ROR 10.80%

*  The Rate GST per book revenues include a power factor credit.  Excluding this credit would increase Rate GST current class ROR to approximately 28% (6.27 UROR)

TOTAL 

Proposed Rate Class Allocation of Delmarva Requested Distribution Revenue Requirement Based on Adjusted DEUG CCOSS

Delmarva Power & Light Company

GENERAL SERVICE
SECONDARY

GENERAL SERVICETOTAL 
Delaware RESIDENTIAL STREET

15 Proposed Revenue Allocation RETAIL RESIDENTIAL SPACE HEATING SMALL LARGE PRIMARY TRANSMISSION LIGHTING
16 Step One: UROR Leveling 3,557,254$              4,348,495$            (3,171,730)$       (513,748)$                  -$                        25,534$                   -$                             

LOWER THRESHHOLD 0.50
17 (Bandwidth Lower Limit) 0.90
18 (Bandwidth Upper Limit) 1.10

UPPER THRESHHOLD 1.50

19 Step One: Revenue Requirement ($) 4,245,805$            3,557,254$              4,348,495$            (3,171,730)$       (513,748)$                  -$                        25,534$                   -$                             
20 Step One: Leveling Change as % of Total 10.10%

Residential Levelizing Factor 1.00

21 Step Two: Remaining Revenue Requirement ($) 37,797,952 16,325,960 6,418,768 7,307,143 1,578,107 4,150,999 88,013 1,928,962
22 Step Two: Remaining Revenue Requirement (%) 20.77%
23

24 Existing ROR 7.53% 5.70% 3.98% 17.31% 9.82% 8.17% -7.17% 7.82%
25 Incremental Income 24,643,774$         11,654,463$           6,311,187$            2,423,955$         623,869$                    2,433,091$            66,555$                   1,130,653$                
26 Revenue Conversion Factor (MFR Schedule 5) 1.70606
27 Revenue Requirement 42,043,757$         19,883,214$           10,767,263$         4,135,413$         1,064,359$                4,150,999$            113,547$                1,928,962$                
28 Final ROR 10.80% 9.22% 8.04% 19.61% 11.69% 11.45% 0.68% 9.93%

29 Final Unitized ROR 1.00 0.85 0.74 1.82 1.08 1.06 0.06 0.92

GENERAL SERVICE
SECONDARY
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30 Annual Rate Design Distribution Revenue Total R RSH RTOU-ND SGS-S GS-SH GS-WH MGS
31 Test Year Distribution Revenues ($) 181,967,151$       78,543,446$           30,901,274$         53,099$              8,295,954$                400,444$               17,423$                   26,441,450$             
32  Calculated Rate Design Allocation ($) 42,043,757$         19,869,781$           10,767,263$         13,433$              975,243$                    47,075$                 2,048$                     3,108,364$                
33 Rate Design Revenue Target ($) 98,413,226$           41,668,537$         66,532$              9,271,197$                447,519$               19,471$                   29,549,814$             

34 Lines Rate Design Revenue Change ($) 42,043,389$         17,411,378$           12,583,401$         11,771$              1,100,322$                53,102$                 2,311$                     3,507,017$                
35 31+34 Proposed Revenue ($) 224,010,540$       95,954,824$           43,484,676$         64,870$              9,396,276$                453,546$               19,734$                   29,948,467$             

36

Distribution Revenue Change/Current Revenue 
(%) 23.1% 22.2% 34.8% 25.3% 11.8% 11.8% 11.8% 11.8%

37 Ratio:Service Class Rate Change to Total Change 0.96                           1.51                         1.09                      0.51                             0.51                         0.51                          0.51                             

Annual Rate Design Distribution Revenue (cont'd) LGS-S GS-P GS-T OL ORL
STREET LIGHTING SERVICE

RESIDENTIAL GENERAL SERVICE SECONDARY "SMALL" (GSS-S)

Annual Rate Design Distribution Revenue (cont'd) LGS-S GS-P GS-T OL ORL
41 Test Year Distribution Revenues ($) 7,597,332$              19,983,768$         423,715$            9,286,420$                22,826$                 
42  Calculated Rate Design Allocation ($) 1,064,359$              4,150,999$            113,547$            1,928,962$                2,683$                    
43 Rate Design Revenue Target ($) 8,661,691$              24,134,767$         537,262$            11,215,382$              25,509$                 

44 Lines Rate Design Revenue Change ($) 762,973$                 4,430,018$            119,447$            2,058,620$                3,027$                    
45 41+44 Proposed Revenue ($) 8,360,305$              24,413,786$         543,162$            11,345,040$              25,854$                 

46

Distribution Revenue Change/Current Revenue 
(%) 14.0% 20.8% 26.8% 20.8% 11.8%

47 Ratio:Service Class Rate Change to Total Change 0.61                           0.90                         1.16                      0.90                             0.51                         
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