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Re:  Policy Filing - Delmarva Power & Light Company’s
Proposed Forward Looking Rate Plan

Dear Secretary Bentley and Mr. Howatt:

Enclosed for filing with the Commission is Delmarva Power & Light Company’s
(Delmarva or the Company) policy filing entitled: “Proposed Forward Looking Rate Plan of
Delmarva Power & Light Company.” The proposed Forward Looking Rate Plan (or “FLRP”)
arises out of the obligation of the parties as set forth in the Settlement of Delmarva’s last electric
base rate case (Docket No. 11-528), which was approved by the Commission in Order No. 8265
(the “11-528 Settlement”). The pertinent portion of the 11-528 Settlement provides that
Delmarva, Commission Staff (“‘Staff”’) and the Division of the Public Advocate (“Public
Advocate”) agree “to meet and discuss several issues outside the confines of [a] rate proceeding
in the hopes of resolving each of them.” Those issues include:

1) the establishment of metrics to help customers understand how investment in
Delmarva’s plant in service benefits them in a quantifiable manner, and

2) alternative regulatory methodologies which would include, but not be limited to,
multi-year rate plans.

Immediately following the 11-528 Settlement, Delmarva began working in earnest on the
development of an alternative regulatory methodology that would accomplish both of the issues
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addressed above. Delmarva, Staff, and the Public Advocate began meeting informally and
discussing the general design concepts of a plan. These discussions spanned several months and
included a number of potential components of the Forward Looking Rate Plan, including but not -
limited to: customer and Company impacts, potential terms and conditions, levels of spending
for capital and operations and maintenance (or O&M) costs, and the development of more
stringent minimum reliability performance standards. While the FLRP is a Delmarva proposal, it
incorporates issues of importance to Staff and the Public Advocate, many of which were
developed during these meetings.

The FLRP presents a change from the traditional rate making process used for many
years. Unlike the traditional rate making process, where the Commission looks at a past “test
year” in an effort to set rates that will reflect a utility’s cost during a future rate effective period,
the FLRP aligns rates with the costs actually being incurred to provide service. This alignment is
achieved by estimating the amount that Delmarva will spend on capital and O&M for each of the
future four years that FLRP rates will be in effect. Rates are established based upon the amount
of spending determined to be appropriate for those four future years. As explained below, this
change will provide significant benefits to customers, the Company, and the State. A number of
events have led Delmarva to the conclusion that now is the time to consider the benefits of a
multi-year or “forward looking” rate plan, including;

o Customer research has established that the primary issue of importance to
Delmarva’s customers, both business and residential, is the reliability of electric
service;

¢ The increased frequency and severity of storms over the last decade, coupled with
the damage to the regional grid and economic impact caused by these storms, has
resulted in a national recognition of the critical need to make the system less
vulnerable to weather-related outages and reduce the time it takes to restore power
after an outage occurs.

e The digital/electronic requirements of individuals, business, government,
communication systems, healthcare and emergency services have developed to
the point where the level of reliability required is now greater than in the past.
There has been broad recognition among respected independent professional
organizations, federal and local government agencies, businesses, first responders
and Homeland Security officials of the critical need to increase the reliability of
the electric grid.

¢ The slow economy’s impact on load growth, combined with increased capital
investment in infrastructure driven by increased customer expectations and needs
around reliability, have had the effect of increasing the frequency of distribution
rate increase requests by the Company;
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* Numerous stakeholders have expressed concerns over the frequency and cost.of

rate increase filings that ultimately get passed on to consumers and the ability of

- consumers to manage unpredictable rate increases in the current economy;

In its currently pending base rate case, Delmarva testified that in order to address
the reliability and system maintenance needs, Delmarva plans to invest $397
million in capital into its system from 2013 through 2017. Staff filed a petition,
which led to the opening of the Reliability Docket (Docket No. 13-152) regarding
the Company’s level of planned investments in reliability and the rate impact
those investments may have upon Delmarva’s customers.

Staff has consistently expressed its concern that Delmarva’s customers be able to
understand the benefits they receive from increased investments in the reliability .
of the system.

The proposed FLRP is a multiyear rate plan carefully designed to address all of these
issues. This filing will demonstrate that the proposed FLRP balances the needs and concerns of
customers, the Company, the Commission and the State while achieving the following:

L.

Providing Delmarva with the ability to develop a more reliable electric
distribution system that meets the needs and expectations of Delmarva’s
customers and the State of Delaware,

Providing more stringent mandatory minimum reliability performance standards
that are backed by bill credits to customers if the reliability standards are not met
by Delmarva,

Providing known, reasonable and manégeabie distribution rates over a four year
period, while reducing the regulatory costs to our customers caused by multiple
annual filings.

Providing customers with rate predictability not available under the traditional
rate making process by establishing what rates will be each year for a future four
year rate effective period.

Set forth below are the customer distribution rate impacts of the proposed FLRP. As the
attached testimony describes in detail, these rates would include not only the reliability capital
investments through 2017, but also the additional non-reliability capital costs, as well as the
operations and maintenance expenses needed to maintain and enhance the distribution system
through year 2017. '
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Yearl Year 2 Year 3 Year 4
: 1
Monthly Total Bill $ Impact $3.00 $3.85 $1.97 $0.69
- o '
Monthly Total Bill % Impact 5 23% 2.80% 1.39% 0.48%
Authorized Return on Equity 9.75% 9.75% 9.75% 9.75%
(ROE)
Estimated FLRP Earned ROE 7.41% 8.80% 9.75% 9.75%

- Table 1 — Typical Residential Customer Bill Impact and Company Return

The table above illustrates that under the FLRP, the typical residential customer would
experience bill increases once per year averaging less than $2.40 per month, which equates to an
average total bill increase of less than 1.8% per year over the four year FLRP period.” While
Delmarva recognizes that even moderate bill increases are difficult for some customers,
providing reliable and safe electric delivery service comes with costs. As experts and leaders
from across the nation and Delaware have expressed, if we do not make these critical electric
distribution system infrastructure investments now, customers will pay far higher costs later in
the form of damage to the economy, reduced household income, loss of jobs, compromised
emergency services, and a higher cost of rebuilding the system in later years. The distribution
rate impacts under the proposed Forward Looking Rate Plan (set forth in the table above), if
adopted, would achieve all of the benefits discussed above, while resulting in a manageable rate
1mpact on customers.

As the attached testimony provides in greatér detail, the FLRP eases the rate impact for
customers in the first two years as the Company earns lower than its currently authorized return,
while providing more certainty around annual revenue that will enable the Company to continue
its critical reliability investments into the system. By years three and four, the Company will
have the opportunity to earn its authorized ROE of 9.75%. In addition, in the event the proposed
FLRP is accepted, it would serve as a resolution of the currently pending base rate case (Docket
No. 13-115) and avoid the filing of another electric base rate proceeding until at least 2017, The
incremental cost of conducting an electric rate case proceeding is approximately $650,000 — a
cost that is included in customer rates. By avoiding, the cost of rate cases over the four year
FLRP period, an additional savmgs of approximately $2.6 million that would normally be
included in rates is also avoided.

In addition to moderate rates, greater efficiencies and critical system infrastructure
investments that would arise out of the FLRP, Delmarva proposes that the current Regulatory
Docket 50 minimum reliability standard of SAIDI 295 be made more stringent as each year of
the FLRP progresses. By the fourth year of the FLRP, the current Docket 50 minimum

' For a typical residential customer of 1,000 KwH per month.

* As the testimony reviews in detail, the FLRP applies only to Delmarva Power’s distribution rates and, as such,
does not affect rates during the four year period related to energy supply or legislatively-mandated programs, such
as Renewable Portfolio Standards Compliance.
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reliability standard would be SAIDI 179, which is more than 35% more stringent than it is today.
In addition, Delmarva has proposed that refunds in the form of bill credits be paid to customers if
Delmarva does not meet the stricter minimum reliability standards. Adoption of stricter
minimum reliability performance standards backed by refunds to customers is a key element of
the FLRP. This element serves to address a pivotal issue of both Staff and the Public Advocate:
that customers be able to understand that they are receiving a reliability benefit out of the system
infrastructure investments made by Delmarva, Delmarva agrees with Staff and the Public
Advocate on the importance of that issue, and, therefore, has made it a central element of the
proposed FLRP.

The attached testimonies of witnesses Glenn Moore, Gary Zibinski and Marlene
Santacecilia contain the details of the Forward Looking Rate Plan. The FLRP is the result of
‘months of hard work by Staff, the Public Advocate and Delmarva and is designed to provide
significant benefits to all stakeholders. Delmarva acknowledges that this filing represents the
first opportunity Staff and the Public Advocate will have to review the full details of the
proposed FLRP and we look forward to working closely with all stakeholders to review and
examine the plan.

Respectfully Submitted,

e .- W ..~

Todd L. Goodman Gary R, §fockbridge
Associate General Counsel Regional President
Delmarva Power & Light Company

Delmarva Power & Light Company

enclosures
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Delmarva (GAM)
DELMARVA POWER & LIGHT COMPANY |
BEFORE THE
DELAWARE PUBLIC SERVICE COMMISSION
DIRECT TESTIMONY OF GLENN A. MOORE
DOCKET NO. 13-
Please state your name and position.

My name is Glenn A. Moore. I am Regional Vice President for Delmarva
Power’s (Deimarva or the Company) New Castle Region.

What are your responsibilities in your role as Regional Vice President for
Delmarva Power?

I am resporisible for external relations in Delmarva’s New-Castle Delaware
Region and Delmarva’s participation in the communities it serves. My
responsibilities also include éstablishing and maintaining. strong ties with our state
and local communities, including corporate philanthropy and community
involvement. I am a liaison within the Company on behalf of the customers and
communities that Delmarva serves and am accountable to see that Delmarva meets its
obligations in the New Castle region.

Please state your educational background and professional experience.

I hold a Bachelor of Science (1983) and a Masters Degree (1992) in
Economics, both from the University of Delaware. I have worked for Del'marva, for
over 28 years. I started my career at the Company in Corporate P_Iénning, where 1
was respoﬁsible for load and energy forecasting. Other positions include: Anaiy_st in
Gas Business, Supervisor of Benefits, HR Strategic Partner in the former Conectiv

competitive businesses, Vice President of Operations in Conectiv Communications,
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and Customer Advocate. Ibecame Vice President of the Delmarva Power Region in
2006.
What is the purpose of your Direct Testimony?

The purpose of my Direct Testimony is to: (1) explain why the Company has
made this filing, (2) explain the history of the Forward Looking Rate Plan (FLRP or
the Plan), (3) explain general principles included in the design of the‘ FLRP based on
outreach to stakeholders, (4) explain at a high lew}el' the concept of the FLRP and its
components, (5) provide a comparison between the traditional ratemaking process
and the FLRP process, (6) provide a description of the benefits and customer impact
of the FLRP, (7) explain how the FLRP relates to the Delaware Public Service.
Commission’s (the Commission) investigation in PSC Docket No. 13-152 (the
Reliability Docket), (8) provide an overview of the development of the inputs to The
Regulatory Planning Modél (the Model) at the foundation of the FLRP, (9) explain
what general rules would be needed to administer the FLRP, and (10) introduce the
other Company Witnesses.

Why has the Company made this filing?

The FLRP presents a change from the traditional rate making process used for
many years. As explained below, this change would provide significant benefits to
customers. A number of events have led the Company to the conclusion that now is
the time to consider the benefits of a multi-year or “forward looking” rate plan,
including: . | |
e As part of the Commission’s approved settlement (the Settlement) in the

Company’s last electric base rate case (PSC Docket No. 11-528), the Staff of
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‘the Public Service Commission (Staff), the Pivision of the Public Advocate

(Public Advocate) and the Company agreed to “discuss alternative regulatory
methodologies, including a multi-year rate plan,” recognizing that times were
changing and other options should be considered, |

Customer research has established that the primary concern of Delmarva’s
customers, both business and residential, is the reliability of the electric
service grid;

The increased frequency and severity of storms over the last decade, coupled
with damage to the regional grid and the ecénomic impact caused by these
storms, has resulted in a national recognition of the critiéal need to make the
system less vulnerable to weather-related outages anci to reduce the time it
takes to restore power after an outage occurs;

The greater reliance of individuals, businesses, governments, healthcare and
emergency services on electricity has developed to the point where the level
of reliability required by customers is now greater;

The slow economy’s impact on customer growth, combined with increased
capital investment in infrastructure driven by increased customer expectations
around reliability, have had the effect of increasing the frequency of
distribution rate increase requests by the Company;

Numerous stakeholders have expressed concerns over the frequency and cost
of annual rate increase filings that ultimately get passed on to consumers, and
the ability of consumers to manage unpredictable rate increases in the current

€Cconomy,
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¢ The Staff filed a petition which led to the opening of the Reliability Docket

regarding the Company’s level of planned investments in reliability;

In connection with the Settlement, Staff, Delmarva and the Public Advocate;
agreed to discuss alternative regulatory methodologies that would include, but
not be limited tp, multi-year rate plans; and

Staff has consistently expressed its concern that Delmarva’s customers be. able
to understand the benefits 1;hey receive from increased investments in the

reliability of the electric system.

This filing will demonstrate that the FLRP balances the needs and concerns of

customers, the Company, the Commission and the State while doing the following:

1.

Providing Delmarva with the ability to develop a more reliable electric
distribution system that meets the needs and expectations of Delmarva’s
customers and the State of Delaware.

Providing more stringent mandatory minimum reliability performance
standards that are backed by bill credits to customers if the reliability
standards are not met by Delmarva.

Providing known, reasonable and manageable distribution rates over a four
year period by reducing filing costs and developing rates projected to provide

Delmarva with a reduced earned return in the first two years of the four year

rate effective period, and then adjusting the rate of return for the next two

years to provide the Company with the opportunity to earn its currently

authorized return on equity (ROE) as established in PSC Docket No. 11-528.
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4. Providing customers with rate predictability not available under the traditional
. rate making process by establishing what ‘rates will be each year for a future
four year rate effective period.
What is the history of discuséions to date on the FLRP Concept?

In the Settlement (PSC Docket No. 11-528), the parties agreed to meet and
discuss (1) “alternative regulatory methodologies, including a multi-year rate plan”
and (2) “the establishment of metrics related to reliability investments so that
customers are aware of how investment in Delmarva’s plant in service benefits tﬁe'm
in a quantifiable manner.” Therefore, the Company, Staff, and the Public Advocate
began meeting informally and discussing the general design concepts of a FLRP.
These discussions spanned several months and included a number of potential
components of the Plan, including but not limited to: customer and Company
impacts, potential terms and conditions, levels of spending for capital and Operation
and Maintenance (O&M) costs, and the concept of more stringent minimum
reliability performance standards.

In April 2013, at the request of Staff, the Commission opened the
Reliability Docket in order to look more specifically at (1) the future levels of
reliability capital investments, (2} minimum re{iability service levels, and (3) the
impact of reliability investments on rates. Becausc these three issues are addressed in
the proposed FLRP, and given the procedural schedule of the current base rate case in

PSC Docket No. 13-115 (the 2013 Base Rate Case) and the Reliability Docket, the

Company believes that now is the optimal time to consider adopting the FLRP.
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In seeking input from the Public Advocate, the Staff, and other stakeholders,
what general principles were found to be important to include in the FLRP?

I believe that all stakeholders agree that two general principles must be
included in the design of a FLRP. First Principle: A plan with stable, reasonable rate
impacts to customers that recognize the current economic conditions.

The focus of this principle is to determine a revenue increase thaf will allow
the Company to continue making its planned capital investments, while at the same
time: (1) 10§vering and stabilizing the annual cost increase to Delmarva’s customers
and (2) providing the Company with the opportunity to achieve its currently
authorized ROE of 9.75% within three years. The FLRP consists of a proposed
increase in electric delivery revenue in the amount of $56.3 million over four years,
which results in the following four year total bill impacts, primarily driven by the

associated Company return each year:

Year 2014 Year 2015 | Year 2016 | Year 2017

Monthly Total Bill § :

Impact ' $3.00 $3.85 $1.97 $0.69
Monthly Total Bill %
Tmpact 2.23% 2.80% 1.39% 0.48%
Authorized ROE 9.75% 9.75% 9.75% 9.75%
Estimated FLRP Earned

ROE 7.41% 8.80% 9.75% 9.75%

Table 1 — Typical Residential Customer Bill Impact and Company Return

Second Principle: Adopting more stringent reliability performance standards

which incorporate consequences for not meeting those standards.

! For a typical residential customer using 1,000 KwH per month.
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The second principle includes making the current Docket 50 minimum
reliability performance standards more stringent as the FLRP period progresses and
providing for bill credits to Delmarva’s customers if those more stringent reliability
perforniance standards are not achieved. This principle assures that customers will
realize the benefits associated with the levels of reliability capital investments and
system maintenance embedded in the FLRP.

In addition, the Plan establishes the future targeted level of capital and O&M
investments before the Company actually makes those investments. This is
significantly different than the current rate making process, whereby the Commission
primarily reviews Delmarva’s expenditures only after they are incurred, Accordingly,
the proposed FLRP provides the Commission with the ab'ility to review, regulate and
establish rates based upon Delmarva’s current and future capital investment plans. |
Can yon provide an overview of how the FLRP was developed?

The FLRP répresents a balance between the needs of the customer and the
needs of the Company, while allowing customers to realize benefits over the
traditional rate case précesé. The two key components of the Plan, closely tied
together, are (1) the forward looking Model and (2) the overall balancing of needs
between the customer and the Company through the setting of the inputs to the
Model. These two components, combined with many comments received from
stakeholders, resulted in a plan designed to create a new way of setting rates for
Delmarva Delaware that is more reflective of today’s needs. |

The ﬁfst component of the Plan is the Model which determines projected

customer financial impacts based on fundamental inputs around capital investments,
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O&M expenditures, expected revenue growth and Company sarnings. The Model is
described in more detail in the testimony of Company Witness Zibinski.

The second component- involves a review of all of the variables in the Model
and how they impact both the customer and the Company in an attempt to find the
proper balance. The variables include: capital expenditures, O&M expenditures,
projected revenue growth, stricter minimum reliability performance levels, return on
equity, total bill impact, and the potential for unforeseen events,

The critical balan(;e of the Plan is reflected in the treatment of the two
components. For the customer, the FLRP focuses on enhancing the minimum level of
reliability they will receive from the Company, and establishing the set level of rate
impact the customer will experience for the four year forward rate effective period.
For the Company, the FLRP focuses on the }evel of return on investment it can accept
and the level of enhanced minimum reliability it must provide to customers, given the
amount of capital inves'tment‘and 0O&M allowed by the Plan. There is no formula to
arrive at the exact balance betweén customer and Company needs, but there were
lengthy discussions by the partics, as well as financial and service level evaluations
considered. As a result, Delmarva believes it has achieved the right balance of all
variables in the Model. The FLRP was designed to achieve the right mixture for
these components. This mixture provides enhanced minimum reliability levels tied to
an established level of capital investment. The result is reasonable and known rates
over the next four years,. .whil.e én_suring increaseé iﬁlminimum reliability Sta.ndarc.is.
for customers, with refunds to.customers in the form of bill credits if the siricter

minimum reliability standards are not achieved by Delmarva. Because Delmarva, the
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Commission, Staff and the Public Advocate will know the amounts that Delmarva
will spend on both capital and O&M over the future four year FLRP period, the FLRP
will provide additional certainty -to allow Delmarva to plan, schedule and complete its
reliability work over a longer term planning period. The State and customers will
benefit from a system that is more reliable on a day-to-day basis, less vulnerable to
weather-related outagés and one that can be restored mofe quickly when outages
oceur.

Does the FLRP address only the distribution side of the bill?

Yes. The FLRP involves only the distribution services provided by Delmarva,
which represent approximately 1/4-1/3 of the typical residential customer’s bill. The
FLRP does not affect supply charges, Renewable Portfolio Standard compliance,
taxes, and other programs or charges that Delmarva is required by law or regulation
to comply with.

Although the purpose of the FLRP is to set rates for an established period of
time into the future, are there circumstances where Staﬂ', the Public Advocate or
Delmarva could ask the Commission for rate adjustments that are not included
in the four year FLRP rate effective period?

Yes. As mentioned above, several of the benefits to customers and the State
arise out of the fact that rates will be known and established over the future four year
FLRP. period.  Predictable rates allow individuals .and businesses (including
Delmarva) to plan and .budget e)%pénsés .o.ver a .future four year péfiod. -I-)ue .t.o the
pattern of revenue increases associated with the FLRP, rates will also be less than

they would be under the traditional rate setting method. Finally, because rate cases
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themselves are both expensive and time consuming, avoiding multiple rate cases over
the four years that a FLRP will be in effect will save expenses for Delmarva, Staff,
the Public Advocate and the Commission that would otherwise be included in rates.
Accordingly, it is in the best interests of customers, the Commission and Delmarva to

avoid adjusting base distribution rates during the FLRP period, if possible. There will

" need to be circumstances, however, when Staff, the Public Advocate and Delmarva

would be permitted to petition the Commission to adjust Delmarva’s rates during the
FLRP period. I describe those general circumstances below.

L GOVERNMENTAL ACTION

Federal, State, local governments and regulatory agencies make and adjust
laws and regulations as nleeded. Occasionally, the activities_of government have a
direct of indirect impact upon utility bills. If changes to governmental programs,
fees, taxes, laws, fegulations, etc., related to the Company are determined by a
government entity to be necessary and/or beneficial during the four year period that
the FLRP is in place, then rates will be adjusted, subject to Commission approval,
during the FLRP period, as necessary.

Tn addition, there are laws, tariffs and regulations currently in place that direct
Delmarva to pass through, or require Delmarva to coliect (on a monfhly or other
basis) the costs of programs mandated by a government entity, such as Renewable
Portfolio Standards, the Green Energy Fund, the Low Income Fund, franchise taxes,
and others, These types of cl;arges and costs incurred by the éompany or its
customers (which often vary by month, week or year) will continue to be reflected in

rates, as incurred, in the same manner as they are now during the FLRP period.
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The following examples are meant to be non-limiting and are intended for

illustrative purposes only:

Example 1:

Example 2: |

Example 3:

During the FLRP period, a governmental entity amends or passes
legislation that results in a new or modified charge, fee or tax. That
new amount would need to be collected through rates (added to
rates) during the FLRP period.

During the FLRP period, a tax upon the utility and/or its customers is
reduced. Customer rates would need to be reduced during the FLRP

“period to reflect the decreased taxes.

The State of Delaware has passed laws designed to increase the use
of renewable and clean energy in the State. The Renewable
Portfolio Standards Act (RPSA), for example, requires Delmarva to
obtain a minimum percentage of its customers’ energy supply from
renewable energy or qualified fuel cell sources. The percentage of
clean energy required increases each year until it reaches a
maximum of 25%, by the year 2025. The costs of RPSA compliance
are passed through to Delmarva’s customers without markup or
profit by Delmarva. The actual cost to customers of compliance
with RPSA will continue to vary, due to increasing mandatory

- compliance percentages and fluctuating market costs, during the

FLRP rate effective period. These varying RPSA compliance costs
will be reflected in customer bills (through RPSA charge increases

or decreases) during the FLRP rate effective period.

1L MAJOR EVENTS

Regulated utilities have historically had the opportunity to seek rate relief for

extraordinary events that substantially affect costs or otherwise cause unanticipated

financial hardship. Delmarva would remain entitled to seek this rate relief during the

FLRP period. Some examples of such events would include hurricanes, tropical -

storms, earthquakes, or other events that materially increase the Company’s costs to

provide electric service.
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II. RATES CAN BE REDUCED
DURING A FLRP PERIOD IF DELMARVA IS OVER EARNING

The Staff and the Public Advocate have the statutory ability to seck rate relief
in the form of a rate reduction for customers if existing rates are unjust, unreasonable
or unjustly discriminatory.? Staff and the Public Advocate will maintain that right
during a proposed FLRP period which is an important element of the FLRP. Unlike

the traditional rate making process, where the Commission looks at a past “test year”

. in an effort to estimate rates that will reflect a utility’s cost during a future rate

effective period, the FLRP establishes the amount that Delmarva plans to spend on _
capital and O&M for each of the future four year FLRP rate effective years. Rates
are established based upon the amount of spending determined to be appropriate for
those four future yéars. It is vitally important for Staff and the Public Advocate to
maintain the ability to seek to reduce rates during the four year period if Delmarva
does not actually make the investments upon which rates are established. A major
advantage of the FLRP is that the Commission will now have regulatory authority

over the future amount Delmarva will invest to provide safe and reliable service to its

customers. Future rates will be tied to a future investment level.

IV. RECOVERY OF
APPROVED REGULATORY ASSETS

Delmarva filed for approval of various programs designed to enhance

customer service and the ability of Delmarva’s customers to control and reduce their

' energy costs. Some of these programs, such as dyhamic pﬂdi“ng and direct load

control, were developed by Delmarva pursuant to legislative directive, while others,

? 26 Del.C §§ 309-311.
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such as the Advanced Meter Infrastructure (AMI) for both electric and natural gas
metering, were initiated by Delmarva.

The Commission approved AMI, dynamic pricing and direct load control and
permitted Delmarva to defer the costs of those programs in accounts referred to as
“regulatory assets.” Although these regulatory assets accrue a return, Delmarva is not
permiitted to charge customers to recover.the cost of these programs until Delmarva
has proven to the Commission that the programs are in place and providing customers
with the opportunity to offset the costs of the programs through energy and other
savings.

For some of the regulatory aséets, such as AMI metering, the Commission has
approved plans by which the cost of the asset is phased gradually into rates as
Delmarva establishes that the program is in effect and providing customers with
savings that offset the program’s costs. Those approved phase-in plans will not be
affected by the proposed FLRP, which means that the costs of those assets will be
phased into FLRP rates if and when the Company meets the Commission approved
requirements to phase in each portion of the assets.

Although the dynamic pricing and direct load control programs were approved
by the Commission, it has not yet been determined how or when the regulatory assets
for these two programs will be recovered through rates. Delmarva anticipates that
once it can establish that those two programs are in effect and providing customers
with the opportunity to. offset the costs of the pro gramé throﬁg_h enefgy sa{;i.ngs, phase
in plans for those programs will also be established. Roll out of the dynamic pricing

and direct load control programs to Delmarva’s residential and small commercial
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customers occurred through the summer of 2013. Because Delmarva has not yet
obtained approval for the actual recovery of the costs of direct foad control and
dynamic pricing programs, Delmarva has not included these costs in FLRP rates.
Once the direct load (;ontrol and dynamic pricing programs have been rolled-out to
residential and small commercial customers, Delmarva will seck Commission
authority to phase those assets into rates. If approved by the Commission, a phase in
of the direct load control and dynamic pricing assets would be in addition to the
FLRP rates. It will, therefore, be important to inform customers that the direct load
control and dynamic pricirig programs were approved because they are cost-effective,
meaning that the cost of the programs is less than the savings the programs will

generate for Delmarva’s customers.

Does the FLRP encourage efficiency in spending by a utility?

Yes. During the FLRP rate effective period, capital and O&M spending levels
are set in advance and the Company is required to manage to those levels. If the
Company overspends on O&M or capital investments, rates will not be increased.
Therefore, the FLRP provides a powerful incentive to manage expenses and
spending, since a failure to do so would have a direct negative impact on the
Company’s ﬁnaﬁces.

Does the FLRP establish what Delmarva can spend over the fdture four year
period and does it benefit the Company?

Yes. From the Company’s perspective, and th.at of in%restofs whd provide the.
large amounts of capital necessary to provide utility service, knowing the amount that

Delmarva must spend during the future four year period is beneficial. Kn_owing what
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the approved costs are before they are actually spent allows the Company to manage
to those approved spending levels.
Why is Delmarva able to accept a rate plan that results in earned ROEs of 7.4%
and 8.8% for the first two years of the proposed FLRP when the currently
authorized ROE is 9.75%?

| Although the FLRP results in an earned ROE in the first two years of the Plan
of 7.;4% and 8.8% respectilvely (primarily to lessen the impact on customers), the
FLRP is also designed to provide more certainty around annual revenue increases that
will enable the Company to continue its planned investments into the electric system,
and, over a three year period, have the opportunity to earn its authorized ROE of
9.75%. Given the level of investment the Company is currently making to improve
reliability and overall service, the Company has not been able to earn its authorized
return over the past several years, even with frequent rate case filings.

As mentioned above, it is the utility’s investors who provide the large
amounts of capital necessary to provide utility service. Another source of funding to
run the utility is lenders. An important factor to both the investment and lending
communities in determining the attractiveness of investing in a utility is the amount
of return that a shareholder/lender can reasonably expect to earn for his or her equity
invesigmcnf or loan. As of J une 201 3, Regulatory Research Associates reports that the
averagé allowable ROE for electric utilities is 10.12%. As such, Delmarva’s current
allowable ROE of 9.75% is already l;elov\} alx}e.rﬁge. | -

Utility companies that consistently generate an ROE that is less than its peeré

will be at a disadvantage when.competing for capital in the public markets. This
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disadvantage will make it more difficult and more expensive for the utilities to raise
the funds necessary to provide its customers with safe and reliable service. Inéreasing
the cost of equity or debt for utilities increases overall costs and, therefore, will lead
to higher rates for customers.

Delmarva believes that the FLRP will strengthen its financial health and
improve the long-term credit metrics of the Company, while simultaneously
providing lower rates for Delmarva’s customers.

Would Delmarva be able to agree to accept a rate plan that provides for rates as
low as the FLRP if the plan did not also provide for the kind of certainty around
future revenues that the FLRP provides?

No. As explained above, although the FLRP is designed to achicve earned
ROEs of 7.4% and 8.8% in the first two years of the Plan, the FLRP is also designed
to both: (a) provide more éeﬂainty around annual revenue increases that will enable
the Company to continue crucial system reliability investments, and (b) allow the
Company the opportunity to carn its authorized ROE by years three and four of the
FLRP period. If a rate plan did not provide for both steady revenues for the four year
period and the opportunity to actually ecarn the authorized‘ ROE by year three,
Delmarva would not be able‘ to agree to rates as low as those proposed in the FLRP.
Without the multiyear plan contained in the FLRP, the only way Delmarva couid
agree to accept rates at thg same low level would be if it dramatically reduced its
capital, operations and maintenance inveétments in the électric distributioﬁ grid. |

Making those kinds of cuts in system investments and maintenance is simply not an

option for either Delmarva or its customers. The result would be degraded reliability
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and service at a time when enhancing system reliability is critically important to our
custorﬂers. |

Can you expand upon the reliability benefits proposed by the Company in this
filing?

The reliability of the Company’s electric system is judged every day, and over
the long term, by its customers. Delmarva measures its performance with metrics
based on syétem performance over a one year performance period. As explained
above, Regulation Docket 50 established that the primary reliability statistic utilized
in Delaware is SAIDL, which quantifies the average number of minutes of outage
experienced by customers in a given year.

The Company proposes that it will, on an annual basis, improve its reliability
performance metrics and maintain a high Jevel of service. The Company proposcs a
range around the more stringent reliability performance minimum standards, with §))
the ability to bank a limited level of performance credit for exceeding reliability
performance minimum standards, and (2) the obligation to provide bill credits to
cuétomers for falling below the more stringent minimum reliability performﬁnce
standards.

Can you explain why there is an increasing need for reliability investments?

In general there are two primary reasons: 1) customers need and expect
higher levels of reliability in today’s digital/electronic society, and 2) Delmarva’s
existing infrastructure is- facing increésing chalienges dué tc;. chﬁngiﬂg weéther

patterns.
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In their 2009 and 2013 Report Cards for America’s Infrastructure, the
American Society of Civil Engineers (ASCE) gave the nation’s electric grid a
D+ because it is antiquated and in poor condition.

As the ASCE explained in its 2011 Failure to Act Report, reliable electricity is
essential for many aspects of today’s daily life. As the economy has moved
(and continues to move even more) towards increasingly sophisticated
information technology, digital controls and sensitive electronics, the need for
electricity reliability becomes even greater. Failure to meet that increased
reliability need will have a direct effect on the economy of Delaware. Each
time the lights go out, it can cost a state millions of dollars in lost inventory,
lost time due to work stoppage, spoiled food and other goods and services that
are affected through lost production time.

Electric infrastructure, which is generally made up of long lived assets,
eventually deteriorates and needs to be replaced. Much of fhe electric system
in Delaware is nearing the end of its useful life, based on age, performance
and condition; it is incumbent on the Company to establish programs to
replace or upgrade this equipment before it fails and to do so at a pace that
customers can absorb as patt of their utility bill.

Delaware and the East Coast are experiencing more frequent and violent
storms that rhaver dam_ag_ed energy infrastructure and caused significant
economic losses and inconvenience. As storms increase in frequency and

intensity, the ability to withstand storms and to restore electricity quickly

when outages occur is becoming more important.
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* Recurrent quarterly surveys of Delmarva’s customers have established that the
most important issue to Delmarva’s customers is reliability.

What are the current minimum reliability performance standards in Delaware

and what are the enhanced minimum reliability performance standards being

proposed by Delmarva for the FLRP?

Under the Docket 50 minimum rcliability standards, Delmarva’s reliability
performance is measured using the System Average Interruption Duration Index
(SAIDI). SAIDI serves as a measure of the average number of outage minutes
experienced by a utility’s customers in a year. The current minimum SAIDI standard
is set forth in Table 2 below. As part of the FLRP, Delmarva recommends that the

minimum SAIDI performance standard be made more stringent as follows:

System Average Interruption Duration Index Improvements

Year 2014 Year 2015 Year 2016 | Year 2017
Current SAIDI Minimum

Standarc_l Docket 50 995 995 995 295

(minutes)
Proposed SAIDI

Minimum Standard 193 184 180 179

(minutes)
Percent Improvement 34.7% 37.5% 38.9% 39.3%

“Fable 2 - System Average Interruption Duration Index Improvements

In addition, if the Company’s annual reliability performance is worse than the
proposed SAIDI minimum threshold, as set forth below, the Company will credit $0.5
million, in the aggregate, net of any previously received banked offsets described

below, to its customers.
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SAIDI Thresholds
Year 2014 | Year 2015 | Year 2016 | Year 2017
Current SAIDI 295 295 295 295
Minimum Standard
Docket 50 (minutes)
- Proposed SAIDI 154 147 144 143
Target
(minutes)
Proposed SAIDI 193 184 180 179
Minimum Standard
(minutes)
Proposed SAIDI 116 111 108 107
Exceptional
Performance
(minutes)

Table 3 - SATDT Thresholds

Delmarva is also proposing that if it achieves the Proposed SAIDI Exceptional

Performance or better than the thresholds above, Delmarva will be permitted to use

that performance as a credit to partially offset any future under-performance credits

owed to customers during the course of the FLRP This enhanced reliability

performance requirement, with the availability of potential offsets where performance

exceeds the more stringent reliability standards, is based upon the successful

Customer Secrvice Standards adopted by the Commission in Order No. 7105 in

Docket No. 06-168. Those standards and the mechanism through which they are

applied have proven highly effective and have resulted in a consistently high level of

customer service performance for Delmarva’s customers. As such, Delmarva based

20
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the mechanism for applying fhe more stringent FLRP reliability performance
standards upon those s_uccessful Customer Service Performance Standards.
Doés Delmarva have a method to forecast reliability performance based on its
forward spending commitments? |

Yes.  The Delmarva Delaﬁare forecast model forecasts lreliability

improvements resulting from a specific subset of reliabilify focused work done in the

Company’s service territory. The work includes three direct components: (1) Feeder

Improvement, (2) the application of Distribution Automation Schemes (DA), and (3)
Vegetation Management benefits, which are only indirectly considered when frees are
trimmed due to feeder improvement work. As a resﬁlt, the t%zvo direct components
modeled for Delmarva Delaware are Feeder Improvement and DA Schemes. Feeder
Improvement involves work done on the 10 priority worst-performing and five
comprehensive feeders every year until the end of the forecast. DA Schemes involve
annual planned distribution automation work done on selected feeders identified as
part .of the system planning process. For each initiative, the reliability improvement
is calculated on an individual feeder level and then aggregated to arrive at a system-
wide improvement. Tmprovement percentages applied to the feeder level arc based
on historical improvements observed and similar reliability work done in other parts
of the Company’s service territory. However, this model does not take into account
the benefits from capitz.lllexpenditures associated with other proactive infrastructure
replacements and upgrades Built inté the plan Speciﬁéally, thé r-elial-)iii-ty b.éneﬁts
associated with the avoided oﬁtages address¢d by dollars spent to replace equipment’

nearing the end of its useful life before it fails is not captured in this model. This
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model is being used by Delmarva as one tool to guide its reliability investment
planning.
Please explain how the forward spending commitments (capital and O&M) are
linked to achieving these enhanced reliability benefits?

| The forward spending commitments for capital and O&M are listed below.
These investments are set at the level required to meet, among other things, the more
stringent minimum relability performance levels discussed in my testimony above.
Both the ongoing capital investments and ongoing maiﬁtenance are critical to meet

the Company’s reliability improvement targets.

O&M and Capital Levels - 12 Months Ending September 30

$ Millions | 2014 2015 2016 2017

O&M $103 $107 $108 $110
T

Capital $110 $92 $85 $82

Table 4 - O&M and Capital Levels

The level of spending commitments is tied to the level of minimum reliability
performance based on the Company*s modeling, as described earlier in my testimony.
The Company has made an effort to reduce the future capital expenditures from the
2013 Base Rate Case based on Staff's concerns, as reflected in the Reliability Docket.
If the current reliability investigation supports the original level of spending, the
Company recommends adjusting this capital expenditure back to the original proposal
in the 2013 Base Rate Case. rThis adjustment would change the customer rate impact

and this impact could be projected to support any discussions on this issue. Any

* Includes Distribution and Allocated Electric Other.
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additional downward adjustments to the forward spending commitments will have an
impact on the levels of future system reliability provided.
Can you discuss the impact various levels of O&M and capital investments have
on the customer? |

For every incremental $10 million of capital investment, the customer impaét
is $0.27 or 0.19% total bill impact for the typical residential customer. For evefy $1.3
million dollars of O&M, the customer impact is $0.27 .and 0.19% tbtal bill impact for
the typical residential custoﬁer.

As described above, adjustmenfs in O&M have a significantly higher impact
oﬁ rates than adjustments to capital. This impact disparity results from the fact that
O&M costs are paid for through rates as they are incurred, where capital investments

are depreciated (paid for in rates) over much longer periods of time.

Q21. Can you discuss at a high level the inputs used by the base model of the FLRP?

A21,

Q22.

The underlying FLRP model uses three fundamental inputs to the Model as

shown below:

Key FLRP Model Inputs — 12 Months Ending September 30

$ Millions 2014 2015 2016 2017
0&M $103 $107 $108 $110
Capital $110 $92 $85 $82

Revenue® $186 $187 $188 $188

Table 5 - Key FLRP Model Inputs

Can you explain in more detail how the O&M expenditures for the Model were

determined?

* Includes Distribution and Allocated Electric Other.
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In developing Delmarva’s estimates for future O&M, the Company begins
with the current year’s budget and assumes a 2% growth rate. Initiatives are
evaluated and added based on current needé for improved reliability, customer
satisfaction and safety. The costs for potential major storms, which were $4.3 million
in 2012, are not iﬁcluded. In addition, $2.2 million was included in 2014 for the n'ew‘
billing system. The end result is a year over year increase qf 2.5% for O&M.

Can you explain in more detail how the capital investments were determined?

Delmarva’s construction budget and four year forecast of capital requirements
are developed annually. This plan encompasses the identification of annual
investments such. as customer connections (Customer Driven), replacement and
enhancement of infrastructure (Reliability), and the cost of electric plant to service
new load (Load).

Delmarva has an obligation to safely provide reliable electric service to its
customers. Electric industry construction requires long-term planning to
accommodate the large planning and construction times and match them to the needs
of the electric system. To do so, Delmarva develops annual capital construction
budgets and four year forecasts iﬁcorporating Customer Driven projects and
Reliability projects that are currently underway, such as Feeder Improvement,
Underground Residential Cable Replacement and Ephancement, and Distribution
Automation, as well as long-term Joad growth projects, which require projections of
population and economic gfowth. |

Delmarva relies on its éxperience with the costs and timeframes required for

these projects to develop the capital construction budget and forecast to accommodate
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the needs of new customers, satisfy its reliability obligations, and accommodate load
growth within the parameters of the constrﬁction times and project coordination
required.

Can you provide the previous four year capital expenditures?

The actual capital expenses for the previous four years are shown below:

Historical Capital Expenditures — Calendar Year

$ Million 2010 2011 2012 2013°
7 (forecasted)
Total Capital $57 $62 $94 $121

Table 6 - Historical Capital Expenditures

Can you explain in more detail how the customer sales and revenue growth for
the Model were determined?

The Company uses an econometric (economic and statistical) approach to
forecast customer numbers and sales. The primary cause of customer growth is
growth in employment - new jobs - within Delaware. Employment within Delaware
is expected to grow at an average rate of 1.3% over the period 2013 through 2018.

The Company’s econometric approach estimates the following within the Delmarva

~ Delaware jurisdiction, after a lag of about four months:

Wilmington and Dover Metropolitan Area

New Jobs Created | New Residential Customers | New Commercial Customers

1,000 14.9 _ 0.1

Table 7 ~ Wilmington and Dover Metropolitan Area

2013 5 + 7 Forecast.
7 Includes Distribution and Allocated Electric Other.
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Similarly, the Company finds that electricity sales to residential and
commercial customers are primarily -determined by the number of customers
connected to the system, the weather, the real ali-in price of electricity paid by
Delmarva’s customers (including commodity costs, transmission and distribution
costs and utility taxes and surcharges), real disposable household income and
seasonal factors. Once the forecast of customers and sales is complete, the Company
calculates expected revenues based upon thé rates that are in effect at the time the
forecast is made. The revenue-rates per kWh used in calculating revenues are held
constant - the revenue forecast does not assume rate relief.

Below is a table that identifies the Company’s distribution revenue growth:

11
12

13

14

Q26.

A26.

Delmarva Delaware Distribution Revenue Growth
Customer Class 2008 —- 2013 2013 -2018
(Avg Annual Consumer | (Avg Annual Consumer
Growth Rate %) Growth Rate %)

Residential 0.1% 0.9%

Residential Space Heat 0.2% 0.9%

Commercial -0.5% -0.3%

Industrial -1.5% 0.9%

Street Light -0.7% 0.5%

Total Distribution Base -0.2% 0.5%
Revenue

Table 8 — Delmarva Delaware Distribution Revenue Growth

Can you explain the Company benefits of this proposed rate plan?

The Company would potentially realize several benefits from the Plan. The

first benefit is customer satisfaction. Higher levels of customer satisfaction create a
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more favorable working environment for the Company. Delmarva conducts
extensive customer surveys to determine what its customers want and need. These
surveys have consistently shown that the threg most important factors to our
customers are, in order of importance: (1) reliability, (2) customer service, and (3}
reasonable rates. The FLRP, with its improved minimum reliability performance
standards and ;é.te predictability, was specifically developed to enable Delmarva to
provide customers what they have consiétently told us they want. |

The second benefit the Company will obtain is a more predictable revenue
stream. Bven though the FLRP calculates rates to achieve an ROE in the first two
years that is below the currently authorized ROE of 9.75%, removing the
ﬁnpredictable nature of future filings over a span of four years is expected to be
viewed favorably by the investment community.

The final benefit is that Delmarva believes that the Plan creatés a clear path
toward an opportunity for Delmarva to earn its authorized ROE and eliminate
regulatory lag in the process. Regulatory lag has been a challenging issue in the
utility industry and one that greatly concerns the credit analysté in the industry. 1
described earlier in my testimony why the reduction of regulatory lag provides
significant benefits to both utilities and customers.

Can you explain the customer benefits of this rate plah?

Customers would see three primary benefits under the FLRP. The first is
reasonable and known distribﬁﬁon rai:eé fér ’;he néxt foﬁr yeéfs. A .cr.itic.:‘i.sm of |
traditional regulation from a customer perspective is that rates are not predictable for

any length of time, making budgeting difficult for both residential and commercial

27



10

11

12

13

14

15

16

17

18

19

20

21

22

23

Witness Moore

customers. In contrast, the FLRP provides for known rates for a period of four years
into the future. While knowing what utility rates Wiil be is beneficial to residential
customers, it is particularly advantageous to commercial customers, as it facilitates
better budgeting and planning.

The second benefit for customers is the improved minimum level of reliability
to which the Company has committed. The Company agrees to the establishment of
more stringent minimum reliability standards: a SAIDI that is 35% more stringent
than the current Docket 50 minimum performance standard in year one, and becomeé
more stringent in each of the three subsequent years of the four year FLRP rate
effoctive period. The specific SAIDI targets were shown earlier in my testimony.
The Company also agrees to customer bill credits associated with performance that
falls outside of a range around a reliability performance target going forward, as
discussed below. The Staff has made it clear that Delmarva’s customers need to see
quantifiable benefits from the investments Delmarva is making to maintain and
enhance the reliability of its system. Delmarva agrees with Staff and as such,
developed the FLRP with these more stringent minimum mandatory reli.ability
requirements, backed by bill credits to customers if Delmarva fails to meet the stricter
reliability standards.

A third benefit is that the overall cost of the regulatory process is reduced
under the FLRP. The incremental cost of cohducting an electric rate case proceeding
is approximately $650,000.. Accordingly, a rate ca;s.e coﬁdﬁcted every year over.a
four year period would total approximately $2.6 million. That $2.6 million is a cost

that is included in rates paid by customers. Because the FLRP would set rates for a
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period of four years, the savings to customers in avoided regulatory costs alone would
be significant. That regulatory cost savings is one more factor that leads to lower
rates under the FLRP.

Can you discuss other benefits besides those seen by the customer and the
Company?

Yes. The investment Delmarva is committing to make over the next four
years has the potential to create additional jobs in the State, directly and indirectly. In
capital alone, the Company will be spending $356 million o§er the next four years.

In addition, the Company. believes that the predictability of future rates is a
driver toward economic development. A neW business looking to move to Delaware
has a clear idea of the costs of future delivery rates for the next four calendar years.

As I mentioned earlier in this testimony, adoption of the FLRP will enable
Delmarva to know what the acceptable level of system investfnent will be over the
next four years — providing the Company with the ability to develop a more reliable
electric distribution system that meets the needs and expectations of Delmarva’s
customers, the State of Delaware and the nation. An incfeasingly reliable electric
grid is essential to meeting the rapidly-evolving needs of an increasingly digital
society. The increased reliance of individuals, businesses, governments, healthcare
and emergency services on electricity has developed to the point where th.erlevel of
relability that may have béen acceptable even a few years ago is no longer suitable.

It is reasonébié to éﬁpéct thét oﬁr society"\%/ill_ céﬂtinﬁe to bec(;me. r_nore“r.e-lian.t ﬁf)on
the reliability of the electrical grid as an essential part of their daily lives. Outages

that may have been considered more of an inconvenience only a few years ago can
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stifle commerce almost entirely. Today, when the power is out, computers do not
work, communications systems fail, orders do not get taken, stores close, wages are
lost, and production shuts down.

At the same time that outages in general have become more problematic to
customers, the region is facing storms of increasing stréngth and frequency. As the
U.S. Department of Energy has reported, eight of the largest ten hurricanes have
occurred over the past decade. In the last few years alone, Hurricanes Isabel, Sandy
and the 2012 Derecho have made clear that the region is facing more frequent and
violent storms that have destroyed essential components of the energy infrastructure
along the coastal stateé and have caused enormous economic losses. As storms
increase in frequency and intensity, the ability of the Company’s electric |
infrastructure to withstand storms and to restore electricity quickly when disruptions
occur will become even more important. Fortunately for Delawareans, the 2012
Derecho and Hurricane Sandy largely spared Delaware, at least compared to the
damage suffered by nearby states. For instance, Maryland and New Jersey were
battered by the Derecho and parts of New Jersey and New York were devastated by
Hurricane Sandy. Delmarva should not wait until Delaware gets impacted by storms
the way our neighboring states did before the Company acts to strengthen its system.
Can you explain the relationship between the Reliability Docket and the FLRP
filing?

- The Company sees é cioée relationship between thc.FLRP and the ongoiﬁg
Reliability Docket. The Reliability Docket is designed to examine (1) what the right

level of infrastructure investment going forward should be, and (2) what the rate
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impact of the future capital budget described in the Company’s 2013 Base Rate Case
will have on Delmarva’s customers, The Company envisions the FLRP as a solution
to those two questions that lays out specific levels of investments, coupled with
minimum standards for improved reliability performance, and a specific rate impact
for not only infrastructure investments but all capital and O&M investments of the
Company over a four year period. There are, however, some specific differences
between the two discussed below.

The Reliébility Docket is focused on very specific compoilents of the
Company’s overall capital expenditures (infrastructure investments) over the five
year period from January 1, 2012 to December 31, 2017. The Reliability Docket does
not include general capital expenditures such as information technology investments
(other components), nor were O&M expenditures included. The FLRP includes all
capital and O&M expenditures by the Company over a four year period between
October 1, 2013 and September 30, 2017.

The general concerns around appropriate levels of infrastructure spending,
customer feedback, the impacts on the bill of various levels of investments, and the
implications of over or under investing in the infrastructure are themes that are
consistent between the FLRP and the Reliability Docket. The Company sees the
FLRP as directly responsive to many, if not all, of the issues raised in the Reliability
Dockét to date.

The Corﬁﬁény made several key.l.a;)ints .in the first of three puf)iic méeting
presentations in the Reliability Docket that point to the FLRP as a sound path

forward. These include:
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Customer needs, changing weather patterns, aging infrastructure, and technology
advances are driving higher levels of infrastructure investment than in the past;
The Company has begun to act on these needs by stepping up investments and
proposes to contin.ue with these investments over the next several years;

Other reports referenced in the presentation indicate there is a significant potential
cost to the community for inactic;n on reliability infrastructure investments;
Although the Company has made sigﬁiﬁcant advances on its key reliability
measure (SAIDI), Delmarva still ranks in the third qﬁartile as compared to other
utilities in industry benchmarks, signifying the continued need to improve its
infrastructure; and

The impact for all capital and O&M requirements over the next four years (when
looking at the FLRP filing) maintain a total overall bill impact of less than 2% per
year for the typical residential customer. Although any impact is important to the
Company’s customers, this is a reasonable impact compared to the potential cost

to the community of not investing in infrastructure.

In summary, the FLRP provides a sound path forward regarding the issues raised in
the Reliability Docket proceedings,
Can you introduce each of the Company witnesses and briefly explain the

purpose of their testimony?

Company Witness Gary M. Zibinski describes the Model and explains how it

was used to develop the FLRP.

Company Witness Marlene C. Santacecilia provides the rate design supporting

the Company's proposed increase in electric delivery revenue in the amount of $56.3

32



Witness Moore

million over four years. The proposed rate design incorporates the results from the
FLRP.
Q31. Does this conclude your Direct Testimony?

A3l Yes, it does.
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) Delmarva (GMZ)
DELMARVA POWER & LIGHT COMPANY
| BEFORE THE
DELAWARE PUBLIC SERVICE COMMISSION
DIRECT TESTIMONY OF GARY M. ZIBINSKI
DOCKET NO. 13-
Please state your name and position.

My name is Gary M. Zibinski. I am a Manager of Regulatory Planning in the
Regulatory Affairs Department of Pepco Holdings Inc. (PHI). T am testifying on
behalf of Delmarva Power & Light Company (Delmarva or the Company).

What is your educational background?

I hold Bachelor of Science degrees in Finance and in Accounting from Drexel
University. I also hold a Master of Science degree in Finance from Drexel
University.

Please describe and summarize your employment experience in the utility
industry.

I began my career with Associated Utility Services, Inc. as a Financial Analyst
in 1978. 1 joined Delmarva in 1988. Since then, I havel held numerous positions
including Manager- Financial Analysis and Budgets and Manager-Strategic Planning.
In 2005, I joined the Regulatory Affairs department as a Manager-Regulatory
Planning and Finance. In this position, I am responsible for supporting regulatory
planning activities and projects and supporting the calculations of utility cost of
capital and capital structure,

Have you filed testimony in any other proceedings?

Yes. I have previously presented and/or filed testimony as a witness before

the Delaware Public Service Commission, the New Jersey Board of Public Utilities,
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Witness Zibinski

the Maryland Public Service Commission, Pennsylvania Public Utility Commission
and the Indiana Utility Regulatory Commission.
What is the purpose of your Direct Testimony?

The purpose of my Direct Testimony is to describe the Regulatory Planning
Model (the Model) and to explain how it was used to develop the Forward Looking
Rate Plan (F LRP);

Please describe the Model. .

The Model is a financial forecasting system capéble of producing forecasted
distribution rate base and earnings on a jurisdictional basis. It is based on proprietary
software called “UlI Planner” developed by the firm, Utilities International, Inc., a
developer of financial planning software for the utility industry. The Model produces
per books revenue requirements using the traditional rateméking approach using
forecasted inputs.

Please describe the inputs to the Model.

The Model‘ uses the same inputs as a revenue requirement calculation based

on actual data but with forecasted information. The major inputs are:
¢ Plant an;i depreciation reserve balances
¢ Revenues
¢ Operating and maintenance expenses
~» Depreciation expense
o Cost of capital
What are the sources of the major inputs to the Model?

The sources of the major forecasted inputs are:
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Witness Zibinski

e Actual balances for plant and depreciation reserve balances
* Capital budget
¢ Sales and revenue forecast
¢ Operating and maintenance expenses budget
Describe the process used for developing jurisdictional forecasts.

Forecasts of the detailed components of the jurisdictional rate base and
earnings are developed for the whole of Delmarva Power & Light Company. - The
forecasted detailed components are then either directly assigned or allocated through
a series of steps. In Delmarva’s case, the allocation steps are first between electric
and gas lines of business. Electric line of business components are then split between
distribution and transmission functions. The distribution components are then split
between the Delaware and Maryland jurisdictions. Once the forecasted detailed
components have either been directly assigned or allocated, they are used to create the
jurisdictional rate base balances or earnings reports. The forecasted rate base
balances and carnings statements are then used to derive the Delaware Electric
Distribution jurisdictional revenue requirements. Forecasted jurisdictional rates of
return can also be calculated.

Describe how the Regulatory Planning Model was used to develop the FLRP.

The FLRP is based on four forecasted test periods each ending September 30
for the years 2014 through 2017. The Model was used to produce Delaware Electrip )
Distribution jurisdictional rate base and earnings statements for those four forecasted
test periods. Jurisdictional revenue requirements and rates of return were then

calculated based on this forecasted test period information output from the Model.
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Witness Zibinski

Have you included the forecasted test period ending information for the four
years ending September 30, 2014 through 2017 as part of the filing?

Yes. The forecasted rate base and earnings statements for the four Sfears
ending September 30, 2014 through 2017 are shown on Schedule (GMZ)-1,
How were the annual revenue adjustments determined?

The annual revenue adjustments included in the FLRP were determined based
on the forecasts of Delmarva’s rate base and eamings shown on Schedule (GMZ)-1.
As described in the testimony of Glenn Moore the annual revenue adjustments were

caleulated to achieve the rates of return on common equity shown in the following

table.
Rate of Return on Annual Revenue
Year Common Equity Adjustment
(Thousands)
1L 7.41% $16,500
2 8.80% . $20,640
3 9.75% $12,526
4 9.75% . ' $6,767

Does this conclude your Direct Testimony?

Yes, it does.



Schedule (GMZ)-1

Delmarva Power & Light
DPL DE Forward Looking Rate Plan

$ Millions
1 2) (3) (4) (5) (6)
September 30,
No. 2014 2015 2016 2017
1 Rate Base - Average
2 Eiectric Plant in Service 1,249.644 1,359.008 1,451.114 1,534.250
3 Less: Depreciation Reserve 417.132 452,153 490.320 530.935
4 Net Plant in Service 832512  906.855  960.794 1,003.315
5 Working Capital 11.136 11.470 11.814 12.169
6 Plant Materials & Supplies 18.369 18.899 19.466 20.050
7 Prepald Balances 68.649 68.649 68.649 68.649
8 Deferred Federal and State Tax Balance (196.684) (223.730) (242.230) (262.023)
9 Customer Deposits ' (14.495) {15.128) {15.762) (16.395)
10 Customer Advances {1.746) (1.822) (1.899) (1.975)
11 Regulatory Assets 3.305 2.792 2.280 1.767
12 Total Rate Base 721.046 767.985  B03.112  B25.556
13 Earnings
14 Operating Revenues 186.278 186.943 187.518 188.205
15 Other Revenue 4.765 4.863 4.931 5.010
16 Interim Rate 2013 2.500 2.500 2.500 2.500
17 Rate Plan Rate Increases 14.000 34.640 47.166 53.933
18 Total Operating Revenue 207.543 228.947 242115 .249.648
19 O&M 100.748 104.705 106.255 109.244
20 SolutionCne 2.246 2.594 1.330 0.632
21 Total O & M Expense 102.993 107.299 107.585 102.876
. 22 Depreciation and Amortization Expense 33.816 37.640 40.284 42.670
23 Taxes Other than income Taxes 8.115 8.441 8.824 9.224
24 Interest on Customer Deposits 0.022 0.025 0.026 0.028
25 Total Income Taxes 18.221 23.046 26.722 27.637
26 Total Operating Expenses 163.167 176.451 183.442 189.334
27 .Earnings 44376 52.496 58.674 60.313
28 Rate of Return 6.15% - 6.84% 7.31% 7.31%
29 Return on Equity 7.41% 8.80% 9.75% 9.75%
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DELMARVA POWER & LIGHT COMPANY
BEFORE THE _
DELAWARE PUBLIC SERVICE COMMISSION
DIRECT TESTIMONY OF MARLENE C. SANTACECILIA
DOCKET NO. 13-
Please state your name and position.

My name is Marlene C. Santacecilia. I am a Regulatory Affairs Lead in the
Rate Economics Department of Pepco Holdings Inc. (PHI). Tam testifying on behalf
of Delmarva Power & Light Company (Delmarva or the Company). This testimony
was prepared by me and it relies upon Company records, public documents and my
personal knowledge and experience.

What are yoilr responsibilities in your role as Regulatory Affairs Lead?

I am responsible for the design and administration of electric and natural gas
rates for PHI’s Delmarva jurisdictions.

Please stafe your educational background and professional experience.

I received a Bachelor of Science degree in Economics from the University of
Delaware. I received a J.D. from Widener School of Law and I am a licensed
member of the Delaware bar. In 1987, I began my career as an economic analyst for
NERA and later for Capital Economics, an affiliate of Howrey and Simon
specializing in economics. From 1990 through 1997, I was employed by Delmarva
Power as an analyst in the Regulatory Practice department. In March 2011, I joined
PHI as a Senior Analyst in the Rate Economics Department. [ assumed my current

position in April 2012.

What is the purpose of your Testimony?
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Witness Santacecilia

The purpose of my testimony is to provide the rate design, including the rate
impact upon customers, for the proposed Forward Looking Rate Plan (FLRP). The
proposed FLRP consists of a proposed increase in electric delivery revenue in the
amount of $56.4 million over four years, as addressed in the Direct Testimony of
Company Witness Moore. The proposed rate design incorporates the results from the
Regulatory Planning Model, as described in the Direct Testimony .of Company
Witness Zibinski.

ELECTRIC DELIVERY RATE DESIGN
What guided your proposed modifications to the Company’s electric delivery
rates?

The major goal or objective of the modifications for the delivery rates
structure proposed in my testimony are to provide retail electric delivery rates that are
_reﬂective of the underlying costs to provide electric delivery service. Rates which
accurately reflect underlying costs necessarily provide a greater degree of fairness
with respect to the amount éach customer pays for delivery service.

How do you propose to modify delivery rates to better reflect the underlying
costs of providing electric delivery service?

Although this is a separate and distinct filing, I am proposing modifications to
the Company’s electric delivery rates that are consistent with the revenue requirement
allocation and rate design principles outlined in my direct testimony in Docket No.
13-115, which is the currently pending Application for an Increase in Electric Base
Rates, filed on March 22, 2013.

The results of the allocation of the proposed delivery rate increases for years



10

11
12

13

Witness Santacecilia

one through four are provided in Schedule (MCS)-1(Yearl) through Schedule

(MCS)-1(Yeard) of this testimony. Work papers, detailing the development of the

proposed rates to be effective in years one through four, are also provided in Schedule

(MCS)-1(Yearl) — (MCS)-1(Year4).
Q7.
changes?

AT,

Has the"Company performed a billing compai‘ison for the proposed rate

Yes. Schedule (MCS)-2(Yearl) through Schedule (MCS)-2(Yeard) of this

testimony includes a range of customer impacts for each of the four years. The table

presented below summarizes the impact on a typical residential customer whose

monthly average usage is 1,000 kWh for years one through four of the FLRP.

FLRP Rate Impact Summary

Typicat 1,000 kWh Residential Customer

Distribution Bill Total Bill**
Rate Design
Revenue Distribution Only Total Bill
Requirement Current Proposed Impact Current Proposed fmpact **

Qct 2013 - Sept 2014 § 16,500,000 | ~ $39.51: ~ $42.51) §3 . $134 $137.65 |  2.23%| ...
Oct 2014 -5ept 2015 : § 20,640,379 (  $4251: ~ $4636) 83850 . §137.65 1 14150 | 2.80%
Oct 2015 - Sept 2016 : § 12,526,117 | $46.36 o $4833 | §197° L §14150 0 $14347 1 1.39%
Qq;JZO;Q:.:Sng;mgQ_}?__f $ 6,766,738 $48.33 $49.02 X : $143.47 | $144.16 0,48%

_ Tot: § 56433,234 $9.51 . 2407%| 0 7.06%
* Year One Current Base Distribution Bill is based on vates which indude AM[ Phasell. ;

* Tota) Bill Impact assumes transmssion and supply rates at current level.

H

| 0ct2013 - Sept 2014
. 0ct 2034 - Sept 2015

Gct 2016 - Sept 2017

0ct2015-Sept2016 | 562

¢ Distribution

. Revenue

_ Changeasapercentageof < | .

Total

A%
L 2:20%:

Q8.

A8.  Yes, it does.

Does this conclude your Direct Testimony?
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