BEFORE THE PUBLI C SERVI CE COWM SSI ON

OF THE STATE OF DELAWARE

IN THE MATTER OF THE APPLI CATI ON OF

DELMARVA POVER & LI GAT COVPANY, D/ B/ A
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ORDER NO. 6327

AND NOW this 9'" day of Decenber, 2003;

VWHEREAS, the Conmi ssion having received and considered the
Fi ndi ngs and Recomrendati ons of the Hearing Exam ner (“Report”) issued
on Cctober 9, 2003, in the above-capti oned docket;

AND WHEREAS, the Commission, at its Cctober 21, 2003 neeting,
consi dered the Proposed Settlenment in this case that would result in a
5.8% rate increase, or a $4.32 net increase per nonth on the wnter
bill for the average residential gas heating customer (assuming 120
ccf of wuse). The Conmssion also considered the comments from
customers who sought an additional opportunity to provide customer
i nput into the record;

AND WHEREAS, the Conmission directed the Hearing Exanminer to
conduct a public conment session in the City of WImngton, which was
duly noticed and held Novenber 3, 2003, in WImngton at the Bancroft
I nt er nedi ate School ;

AND WHEREAS, a Supplenental Report was issued by the Hearing
Exami ner on Novenber 17, 2003 summari zing the public conments received

at the Hearing in WI m ngton;



AND WHEREAS, the Hearing Exam ner reconmends that the Cctober 7,
2003 Proposed Settlenent, which is endorsed by all the parties, and
which is attached to his Report as “Attachnment B”, be approved;

AND WHEREAS, the Conmission finds that it has been established
that the proposed rates and tariff changes as set forth in the
Proposed Settlenent, which reflect a total base revenue increase of
$7.75 mllion, are just and reasonable and that adoption of the

Proposed Settlenent is in the public interest.

Now, therefore, I T | S ORDERED:

1. That, by and in accordance with the affirmative vote of a
majority of the Commr ssioners, the Commission hereby adopts the
Cct ober 9, 2003 Findings and Recomendati ons of the Hearing Exam ner,
appended to the original hereof as “Attachnent A”".

2. That the Conmi ssion approves the Proposed Settlenent, which
is attached to the Hearing Examiner’'s Report, and the Conpany’s
proposed rate and tariff changes, effective with neter readings on and
after Decenber 10, 2003.

3. That the Comi ssion reserves the jurisdiction and authority
to enter such further Orders in this matter as nay be deemed necessary
or proper.

BY ORDER OF THE COWM SSI ON:

/s/ Arnetta MRae
Chair

/sl Joshua M Twill ey
Vice Chair




PSC Docket No. 03-127, Oder No. 6327 Cont’d.

/sl Joann T. Conaway

Conm ssi oner

/s/ Donald J. Puglisi

Conmi ssi oner

/s/ Jaynes B. Lester

Conmi ssi oner

ATTEST:

/s/ Karen J. N ckerson
Secretary
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BEFORE THE PUBLI C SERVI CE COVMM SSI ON

OF THE STATE OF DELAVWARE

IN THE MATTER OF THE APPLI CATI ON
OF DELMARVA PONER & LI GHT COVPANY,
D/ B/ A CONECTI V POAER DELI VERY, FOR
A CHANGE I N I TS NATURAL GAS BASE
RATES (FI LED MARCH 31, 2003)

PSC DOCKET NO. 03-127

N N N N N N

FI NDI NGS AND RECOMVENDATI ONS OF THE HEARI NG EXAM NER

Wlliam F. OBrien, duly appointed Hearing Examiner in this
Docket pursuant to 26 Del. C. 8§ 502 and 29 Del. C Ch. 101, by
Commi ssion O der No. 6141, dated April 15, 2003, reports to the
Conmi ssion as fol |l ows:

l. APPEARANCES

On behal f of the Applicant, Del marva Power & Light Conpany, d/b/a
Conectiv Power Delivery ("Del marva" or “the Conpany”):
RANDALL V. GRIFFIN, ESQU RE, Conectiv Power Delivery.

On behal f of the Public Service Conmssion Staff (“Staff”):

Ashby & CGeddes
BY: JAMES McC. GEDDES, ESQUI RE.

On behal f of the Division of the Public Advocate (" DPA’):
G ARTHUR PADMORE, PUBLI C ADVOCATE.
On behal f of the Del aware Energy Users G oup (“DEUG):

Christian Barton, LLP
BY: LOU S R MONACELL, ESQUI RE



1. BACKGROUND

1. On March 31, 2003, Delmarva filed an application with the
Commission to increase its gas base rates, to institute a proposed
research and devel opment surcharge, and to nodify certain provisions
of its gas tariff. The application was acconpanied Dby various
schedul es, tables, and data required by the Commission's nininm
filing requirements as well as the pre-filed testinony of several
Wi t nesses. On April 16, 2003, in Oder No. 6141, the Commi ssion
suspended the proposed rate and tariff changes for a period of seven
nont hs, required public notice through newspaper publi cati on,
established a tine period for interventions, and assigned the matter
to the wundersigned Hearing Examiner for evidentiary hearings and
further proceedings.

2. The Division of the Public Advocate ("DPA') and the
Del aware Energy Users Goup ("DEUG'), which is an ad hoc group of
several large industrial custonmers, intervened as parties. Comm Ssion
Staff ("Staff") also participated in the case. No other entities
intervened or participated. On May 30, 2003, pursuant to 26 Del. C. 8§
306, (and PSC Order No. 6141) Delmarva put $2.5 mllion of its
proposed rate increase into effect subject to refund, pending
evidentiary hearings and further proceedings.

3. Pursuant to the approved procedural schedule, the parties
engaged in discovery with respect to the application and acconpanyi ng
testimony and other materials filed with the Application. On August
15, 2003, Staff, DPA and DEUG each subnitted direct testinony, which

was followed by further discovery. On Septenber 10, 2003, Del marva



filed rebuttal testinmobny with respect to certain contested positions
taken by the other parties. On the sane day, DEUG and Staff filed
cross-rebuttal testinmony with respect to certain positions that each
had taken in their testinony of August 15, 2003.

4. A duly noticed public conment session and evidentiary
hearing were conducted on Septenber 24 and 25, 2003, in WImngton,
Del awar e. No nmenber of the public appeared. Twenty-seven custoners,
however, submitted witten conments, which are sunmarized below.  The
affidavits of publication of notice of the hearing and of the filing
of the application, are collected in Exhibit 1. The public notice of
the evidentiary hearing noted the possibility that the hearing may be
used for the purpose of taking testinobny with respect to a proposed
settl enment.

5. At the beginning of the evidentiary hearing on Septenber
24, 2003, the parties to the proceeding informed the Hearing Exani ner
that recent discussions regarding a potential settlenent indicated a
strong possibility that the proceeding could be resolved by agreenent.
The parties asked, therefore, that the wevidentiary hearings be
tenporarily adjourned so that settlenment discussions could continue.
The di scussions continued until Septenber 25, 2003, at which tinme the
evidentiary hearing was reconvened and the parties indicated that they
had reached a settlenent in principle on all issues in the proceeding.

The parties indicated that an executed witten settlenent would be

1 Exhibits will be cited as “Ex. __” and references to the hearing
transcript will be cited as “Tr.__.”"



submtted to the Hearing Exami ner docunenting the settlenment in
principle once a witten settlement was drafted and approved by each
party as consistent with the settlenent in principle.

6. On Septenber 25, 2003, the pre-filed direct, rebuttal, and
cross-rebuttal testinony of the wtnesses for the parties was
stipulated into evidence and all parties waived cross-examnation with
respect to that pre-filed testinony. Each party then called a w tness
who testified in favor of the settlenent and recommended its approval.
The hearing was adjourned and the record closed, with the exception
that the witten settlenment would be accepted into evidence once it
was received. The record in this proceeding consists of 23 exhibits
and 41 pages of transcript.

7. A post-hearing procedural schedule was established that
called for the parties to subnmit the witten settlenment and proposed
Fi ndings and Recommendations of the Hearing Exam ner (“Report”) on
Cctober 6, with the Report itself being issued by Cctober 10, 2003.
The parties waived a portion of the statutory tinme period for the
filing of witten Exceptions to the Report, such that Exceptions, if
any, would be due no later than 2:00 p.m, on Cctober 16, 2003. The
parties agreed to this schedule in order to allow for the matter to be
pl aced on the Commi ssion's agenda for its regularly schedul ed neeting
of COctober 21, 2003, so that, depending on the Commi ssion's resolution
of the matter, revised rates could be put in place for usage on and
after Novenber 1, 2003.

8. On Cctober 8, 2003, the parties submtted a settlenent

proposal, dated October 7, 2003 (“Proposed Settlenent”), which is



attached to the original hereof as “Attachnment A" | have considered
all of the record evidence as well as the Proposed Settlenment and,
based thereon, | subnmt for the Comm ssion's consideration these
findings and reconmendati ons. This Report <closely reflects the
proposed Fi ndi ngs and Recommendati ons subnmitted by the parties.

I11. THE PROPCSED SETTLEMENT

9. While the Proposed Settlenment identifies the overall base
revenue increase, the distribution of that increase anobng custoner
classes, and the rates for each class of custonmer, it does not
specifically address or resolve many of the wunderlying, individual
i ssues that were raised by the parties in response to the Conpany's
initial filing. This type of settlement is commonly referred to as a
"bl ack- box" settl enent. Unl ess specified in the Settlenent,
therefore, no proposal by any party with respect to the underlying
issues is deened to be accepted or rejected. The Settlenment itself
makes clear that it is the overall end-result that the parties believe
is just and reasonable and in the public interest.

10. Settlement section | sets forth a procedural history of the

case. Settlenment paragraph Il1.A 1 states that no refunds are necessary
or warranted with respect to the interim rate increase. (As noted
above, a $2.5 million interimrate increase was put into effect on My

30, 2003, pursuant to 26 Del. C. § 306.)

11. Settlenment paragraph 1l1.A 2 specifies that the total base
revenue increase wll be $7.75 mllion, which is an increase of
approxi mately 15.43% on gas base revenues or about 5.8% on total gas

revenues. This increase does not include the proposed environmnental



remedi ati on surcharge, which will be the subject of a future filing,
if this Settlenment is approved by the Conm ssion. The surcharge
mechani sm would be equivalent to that previously approved by the
Commi ssion for Chesapeake Utilities Corporation. Thi s paragraph al so
specifies that, if the subsequent filing regarding the environnental
surcharge is approved by the Conmi ssion, then the initial anount to be
collected through the surcharge nechanism would be $522,988. In
addition, paragraph Il.A 2 notes that the Company's proposed surcharge
for research and devel opnent projects has been w thdrawn and woul d not

be approved in this proceedi ng.

12. Settlenent paragraph I1.A 3 references Appendix A, where
the increase in base revenues by class is sunmarized. Settl| enment
paragraph I11.A 4 states that a 10.5% return on equity is reasonable

and should be adopted for this proceeding and that this results in an
overall rate of return of 7.81% Settlement paragraph I1I1.A5
references Appendix B, where tariff |eaves with the final proposed
rates are attached.

13. Settl ement paragraph II1.A. 6 references a currently approved
margin sharing procedure under which the nmargins associated wth
certain non-firm services are split between custoners and the Conpany,
generally 80% to custonmers and 20% to the Conpany. Par agraph 6
specifies that the current margin sharing nmechanism will remain in

effect, with a nodification that calls for the sane nmargin sharing



formula to be applied to non-firm services provided in the future to
custoners who were previously firmcustoners. ?

14. Settlement paragraphs I1.B. 1-3, set forth a procedure by
which the Conpany wll pr esent information regarding weather
normalization in its next base rate case. This procedure requires the
Conmpany to use a normalization nmethod based on a rolling average of 30
years of data for sales quantities and custoner classes that are
weat her sensitive. The data used may be collected by the Conpany
based on tenperature observations made within the Gty of WImngton's
boundaries or it nmay be acquired from the National GOCceanic and
At nospheric Administration. The Settlenent also notes that no weat her
normal i zati on adjustnment for transportation services is required, but
permits the Conpany or other parties to propose such a process. The
Settlement also provides that the Conpany, in addition to the
materials required to be filed using the 30-year nethod, may propose
an alternative nmethod including the use of a different time period.

15. Settlenent paragraph 11.C states that mscellaneous tariff
| anguage nodifications proposed by the Conpany, as sunmarized in
Appendi x C of the Settlenent, should be approved.

16. Settl ement paragraphs 11.D. 1-4 contain standard | anguage
indicating that the ternms of the Settlenent are not severable, that

the Settlenment is a conpromse anong the parties establishing no

2 In a prior proceeding, a transition rule was established for

custoners switching from firm to non-firm service, which
provided that the Conpany would retain the revenues associ ated
with the non-firm service provided to the swi tching customer
until the Conmpany's next base rate case. Ex. 21 (Kalcic) at 19.



precedent as to the treatnment of any particular issue in the case,
that no findings or positions are being made with respect to the
vari ous recommendations made in pre-filed testinony, and that the
Settlenent shall termnate at the tinme of the filing of the next base
rate case except with respect to the filing requirenment in section
I1.B.

17. Paragraph I11.D. 2 also states that: "[T]he Parties agree
that the resolution of the issues herein taken as a whole results in
just and reasonable rates and that the non-rate tariff changes are
reasonable and in the public interest.”

V. SUWARY OF PRE-FILED TESTI MONY

A Delmarva’s Pre-filed Direct and Rebuttal Testinony

18. Conpany Vice-President J. Mack Wathen presented direct
testinony (Ex. 2) that outlined the major elenents of the Conpany's
filing and identified the overall revenue increase request that the
Conpany had proposed of $16, 794, 000. M. Wathen noted that the
Company's last base rate filing was in 1994 and that since that tine
sales and revenue growh had not increased at the same rate as the
increase in the Conpany's rate base. Id. at 4. In his rebuttal
testinony, M. Wathen addressed issues raised by Staff w tness Henkes
and/or DPA wtness Crane regarding incentive conpensation plans,
potential O&M savings related to the Conpany's nerger involving
Potomac Electric  Power Conpany, and post-test period growth

possibilities. Ex. 3.




19. The Conpany's Manager of Gas Operations & Planning, Charles
L. Driggs, presented direct testinony (Ex. 4) generally describing the
Company's gas business and operations over the last several years,
i ncluding capital additions. M. Driggs also testified with respect
to certain adjustnments made to the Conpany's test period data,
i ncludi ng weather nornalization, loss of certain custoners' |oad, the
sharing of margins associated with non-firm services, uncollectible
expenses, the Gas Pilot program costs associated wth increased
security, an environmental renediation project that is being devel oped
with the Delaware Departnent of Natural Resources and Environnent al
Control, and research and devel opnent. Ex. 4 at 4-37. M. Driggs’
pre-filed direct testinony also presented the Conpany's proposed rate
desi gn nethodol ogy and the resulting rates to customers. Id. at 38-
44, Additionally, M. Driggs sponsored the mscellaneous non-rate
tariff changes that were proposed by the Conpany. 1d. at 44.

20. M. Driggs’ rebuttal testinony (Ex. 5) addressed issues
raised by Staff wtness Henkes and/or DPA witness Crane regarding
weat her nornalization, |ost sales adjustments, uncollectible expenses,
the Gas Pilot program environnental renediation, and research and
devel opnent prograns. M. Driggs responded to Staff wtness Kalcic
with respect to the margin sharing nechani sm proposed for custoners
switching from firmto interruptible services. Id. M. Driggs also
responded to Staff witness Kalcic, DPA witness Crane and DEUG wi t ness
Rosenberg with respect to certain rate design issues. I|d.

21. M. Paul M Normand, an outside consultant, testified on

behal f of the Conpany with respect to the Conpany's cost of service



st udy. Ex. 6. On rebuttal, M. Nornmand addressed issues raised by
Staff witness Kalcic and DEUG wi tness Rosenberg with respect to the
Company's cost of service study and alternative proposals of Staff and
DEUG  Ex. 7.

22. W Mchael VonSteuben, a Senior Regulatory Leader in
Pl anni ng, Finance and Regul ation for the Conpany, submitted testinony
identifying the test period in this case as the 12 nonths ended
Sept enber 2002, described the devel opnent of the "per books" rate base

and earnings and certain adjustnments nmade with respect to the "per
books" dat a. Ex. 8. In his rebuttal testinmony, M. VonSteuben
addressed issues raised by Staff wtness Henkes and/or DPA wtness
Crane regardi ng association dues, advertising expenses, an adjustnent
for future wage and associated FICA increases, nornalization of
regul atory commi ssion expense, gas in storage balances, and unbilled
revenues. Ex. 9.

23. Conmpany Vice President and Controller James P. Lavin
presented direct testinony on the outside audit reports relating to
the Conpany's financial records and reports, organizational changes
within the Conpany as the result of the nmerger, and the Conpany's
expenses for pension and Oher than Pension Enployee Benefits
("OPEB"). Ex. 10. On rebuttal, M. Lavin addressed an issue raised
by DPA witness Crane relating to the effect of the nmerger on the
Conpany' s pension and OPEB expense. Ex. 11.

24, Conmpany witness Kelly J. Riley, a Senior Regulatory

Accountant, presented direct testinony on certain adjustnents nade to

the Conpany's books and records and its test period data and the

10



Company's cash working capital calculations. Ex. 12. On rebuttal
M. Riley testified with respect to issues raised by Staff wtness
Henkes and/or DPA witness Crane on the treatnent of a deferred prepaid
pension asset, working capital calculations, Construction Wrk in
Progress ("CWP"), medi cal expenses, and certain niscellaneous
adj ustments. Ex. 13.

25. Paul R Moul, an outside consultant testifying on behalf of
the Conpany, presented direct testinony on the Conpany's capital
structure, cost of debt and preferred stock, and cost of equity.
M. Mul used a variety of nethods and data sources to develop his
recomrendati on of 12.5% for the cost of equity. Ex. 14. On rebuttal
M. Mul addressed issues raised by Staff wtness Parcell and DPA
witness Crane with respect to the Conpany's requested cost of conmmon
equity and the alternative proposals nade by M. Parcell and M.
Crane. Ex. 15.

B. DPA Pre-filed Testinony

26. Andrea C. Crane, an outside consultant representing the
DPA, presented pre-filed testinony (Ex. 16) on a wi de nunber of issues
relating to the Conpany's revenue requirenent and proposed an overal
revenue increase of $4,038, 464. Ms. Crane's proposed revenue
requi rement was calculated using, as a starting point, the Conpany's
test period books and records and the various adjustnents proposed by
the Conpany. M. Crane accepted certain adjustnents and opposed ot her
adjustnments that the Conpany had proposed. In addition, M. Crane
proposed certain additional adj ust ment s. Ms. Crane presented

testinony on rate of return issues and took issue with the Conpany's
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proposals in that regard in the area of the cost of equity. M. Crane
used a variety of nethods and data sources to conpute an alternative
cost of equity and proposed that the Conpany's cost of equity be set
at 9.71%

27. O her issues raised or proposals made by Ms. Crane were in
areas including: gas in storage <costs, cash working capita
requirements, working funds, the treatnment of a deferred pension
asset, prepaynents made for insurance, CWP, plant held for future
use, weather normalization, test period revenue associated wth
customer |osses and custoner growh, salary and wage adjustnents,
i ncentive conpensation, expenses for pension and OPEB, nedical
expenses, environnmental renediation costs, association dues, projected
expenses for future refinancings and the anortization of such costs,
and research and devel opnent project costs. Ms. Crane took no
position in her pre-filed testinony relating to the Conpany's cost of
servi ce study, proposed spread of revenues anong custoner classes, or
rate design.

C. DEUG Pre-filed Direct and Rebuttal Testinony

28. Alan Rosenberg, an outside consultant testifying on behalf
of DEUG presented direct testinony (Ex. 17) on issues relating to the
Company's cost of service study, the spread of the proposed revenue
i ncrease anong custoner classes, and the design of rates for the
larger firm sales and transportation customer classes (i.e., the MG
LVG, MVFT, and LVFT classes). M. Rosenberg also proposed
nodi fications to the Conpany's cost service nethodol ogy, proposed a

met hodol ogy for spreading the revenue increase across custoner classes

12



and quantified that spread at different illustrative revenue
requi rement |evels, and proposed specific sets of rates for the MG
LVG, MWGI and LVFT custoner classes. M. Rosenberg subnmitted pre-
filed rebuttal testinony addressing various cost of service study and
rate design proposals made by Staff witness Kalcic. Ex. 18. DEUG
took no position with respect to the conputation of the Conpany's
revenue requirenent.

D. Staff's Pre-filed Direct and Rebuttal Testinony

29. Robert J. Henkes, an outside consultant on behalf of Staff,
submtted pre-filed testinmony (Ex. 19) on a w de nunber of issues
relating to the Conpany's revenue requirenment and proposed an overall
revenue increase of $5,360,149. |In addition to that revenue increase,
M. Henkes proposed the devel opnent of a separate surcharge rider to
recover costs associated with an environnmental renediation project.
M. Henkes' proposed revenue requirenent was calculated using as a
starting point the Conpany's test period books and records and the
various adjustnments proposed by the Conpany. M. Henkes accepted
certain adjustnments and opposed other adjustnents that the Conpany had
proposed and, in addition, M. Henkes proposed certain additional
adj ust ment s.

30. The issues raised or proposals nmade by M. Henkes were in
areas including: gas in storage costs, plant materials and supplies,
cash working capital requirenments, the treatnent of a deferred pension
asset, CWP, plant held for future use, the treatnment of an injury and
damages reserve account, unbilled revenue, test period revenue

associated with custoner |osses and custonmer growth, an adjustnment for
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certain non-firm services, weather nornalization, potential O&M
savings associated with the Pepco nerger, uncollectible expenses,
i nt erest on customer deposits, projected expenses for future
refinancings and the anortization of such costs, gas pilot program
costs, regul atory conmi ssion expense, research and devel opnent
expenses, and certain mscell aneous expenses. M. Henkes’ proposed
revenue increase reflected a return on equity of 10% which is the
m d-point of the range of return on equity that Staff w tness Parcell
had recommended.

31. M. David C Parcell, an outside consultant on behalf of
Staff, submitted pre-filed direct testinony wth respect to the
Company's capital structure, cost of debt and preferred stock, and its
cost of conmon equity. Ex. 20. He calculated the cost of equity
using several different nmethods and sources of data and recomended
that the return on equity be in the range of 9.5%- 10.5%

32. M. Brian W Kalcic, an outside consultant on behalf of
Staff, submtted pre-filed direct testinony identifying issues wth
t he Conpany's cost of service study, spread of revenues anpbng custoner
cl asses, and rate design. Ex. 21. In addition, M. Kalcic presented
the results of the Conmpany's cost of service study with nodifications
proposed by M. Kalcic and proposed nethodol ogies for spreading a
revenue increase anong customer classes and for designing rates. He
also quantified the end-results of how those nmethodologies would
operate wusing the revenue increase sponsored by M. Henkes. In

rebuttal testinony, M. Kalcic addressed the testinony of DEUG wi tness
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Rosenberg with respect to DEUG s proposed cost of service study
nodi fi cations, spread of revenue, and design of |arge custoner rates.

V. SUMVARY OF PUBLI C COMVENT

33. Wiile no nenbers of the public appeared at the Septenber
24, 2003 public coment session, Staff received six form letters
signed by twenty-four custoners, another letter, and two e-nmils. In
the form letter, dated June 13, 2003, the custoners object to the
proposed increase in the custonmer charge, which they characterize as a
charge for meter reading.® WIliam Zeitler of Wlmington, in a letter
dated May 7, 2003, objects to the “massive percentage increase in
charges,” and Ednond Brown, in an e-nmail dated May 27, 2003, asserts
that the savings generated by the Pepco/Conectiv nerger should be
reflected in the approved rates in this case.

VI.  TESTI MONY | N SUPPCORT OF THE SETTLEMENT

34. Each of the parties presented a witness who testified in
support of the settlement in principle and urged its approval by the
Conmmi ssi on. The testinony related to the settlenent in principle,
rather than the Proposed Settlenent itself, because the Proposed
Settlement was not finalized and reduced to witing until after the
evidentiary hearing.

35. Conpany wtness Wathen summarized the settlenent in
princi pl e. Tr. 28-30. M. Wathen testified that the settlenent
represented a fair and balanced result given the range of positions

taken on the issues by the parties in this proceeding and that the

3 Wlliam C. Schaffer, of Commission Staff, responded to each
letter.
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Settlement is in the public interest. Tr. 30-31. He noted that the
Settlement, relative to continued litigation, also results in an
i ncreased potential of putting rates into effect on Novenber 1, 2003,
and would reduce litigation expenses. Tr. 31. He urged that the
Conmmi ssion approve the Settlement as being in the public interest.
Tr. 31.

36. DPA witness Crane testified that the end result of a $7.75
mllion increase was acceptable to the DPA and was closer to the
revenue increase originally proposed by the DPA than to the anount
originally proposed by the Conpany. Tr. 34-35. She also testified
that the environnmental renediation surcharge was acceptable to DPA and
involved an anortization of actual out-of-pocket costs over five
years. Tr. 35-36. She testified that the Settlenent, overall, is a
good settlenent and in the public interest and she reconmended that
the Commi ssion adopt it. Tr. 36.

37. DEUG w tness Rosenberg noted that DEUG had not taken a
position in pre-filed testinony regarding revenue requirements, but
that, based on his review of the testinobny of other parties, the
overall revenue increase is within the range of reasonableness and
that the revenue spread anong the custoner classes strikes a
reasonabl e bal ance between the twin principles of cost of service and
rate noderation. Tr. 37. M. Rosenberg testified that with respect
to the larger customers that DEUG represents, the revenue requirenent
increase is a step in the direction of nore closely aligning rates

with cost of service. Tr. 38.
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38. Staff presented M. WIliam C  Schaffer, Public Uility
Anal yst, who testified in support of the Settlenment. M. Schaffer had
not provided pre-filed testinmobny in this proceeding, but was the
Staff's co-manager of the case and had participated in the Settlenent
di scussi ons. Tr. 39. He testified that, as with any settlenent, no
party won every issue of interest to it, but that the Settlenent is in
the public interest and results in the best possible result w thout
incurring additional litigation costs that would result froma trial.
Tr. 40. He recommended that the Settlenent be approved. Tr. 40.

VI1. DI SCUSSI ON

39. The Conmission is charged with the responsibility of
determ ning, after a hearing, rates that are “just and reasonable.”
26 Del. C. & 311. In addition, the Conm ssion has been directed to
encourage the resolution of matters brought before it through the use
of stipulations and settlenments and nay approve such stipul ations and
settlements where the Conmission finds such resolutions to be in the
public interest. 26 Del. C. § 512. Applying the evidence admitted
into the record, including the oral testinmobny of the parties, to these
statutory standards, | conclude as a matter of |aw that the statutory
st andards have been net. I recommend, therefore, that the Comm ssion
approve the Proposed Settl enent.

40. In reaching the above conclusion, certain internediate
findings are significant and should be noted. First, | find that the
Proposed Settlement (Ex. 23) is consistent with the settlement in
principle that was described by and supported by the parties at the

evidentiary hearing. Second, the pre-filed testinony fully describes
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the issues in this case and, | note, the parties to this proceeding
represent diverse interests whose good faith and conpetence in
negotiating a settlenent is not in question. Therefore, consistent
with 26 Del. C. 8 512 and under the standards devel oped by Del aware
courts, the Conmmi ssion can reasonably evaluate the overall fairness of

the Proposed Settlenent. In Re Ansted Industries, Inc. Litigation,

Del . Ch., 521 A 2d 1104, 1107-08 (1986).

41. Third, the undisputed testinony of nornally diverse parties
in support of the Settlenment as in the public interest and resulting
in just and reasonable rates supports a finding that the Settlenment is
as described -- a fair and balanced settlenment that wll result in
just and reasonable rates. Fourth, this testinmony is further
buttressed by an exam nation of the various rate proposals in this
proceeding that verifies that the Settlenent rates are within the
range of the proposals made by the parties in the case as supported by
their pre-filed testinony. Conpare Ex. 23, Appendix C with Ex. 5
(Driggs-Rebuttal), Sch. CLD-5-R, which sets forth the originally
proposed rates sponsored and supported by the Conpany, Staff, and

DEUG. # Fifth, no party objected to any of the non-rate tariff

“  \Wile DPA sponsored extensive testinony on revenue requirenent

i ssues, DPA did not propose a particular set of rates. Because
its proposed revenue requirenent was sonmewhat below the |evel
proposed by Staff, a reasonable assunption is that rates
desi gned using the DPA proposed revenue requirenent nunber would
have been sonmewhat below the level of Staff's proposed rates.
Thus, the Settlement rates would also be between the |[evel
proposed by DPA and the | evel proposed by the Conpany.
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nodi fications proposed by the Conpany and sumarized in Ex. 5
(Driggs), Sch. CLD-12.

42. In addition to these findings that apply to the Settlenent
as a whole, | find nothing unreasonable, or contrary to Comm ssion
policy, with respect to any individual provision within the Proposed
Settl enent.

VI, RECOVMENDATI ONS

43. In summary, and for the reasons discussed above, | propose
and reconmrend to the Conmm ssion the foll ow ng:

A That the Commi ssion adopt as reasonable and in the
public interest the attached Proposed Settlenent
(“Attachment A’);

B. That the Comm ssion, therefore, approve as just and
reasonable the rates, as well as the non-rate tariff
nmodi fications, as set forth in the attached Proposed
Settlenent, which reflect an increase in gas base
revenue requirements of $7.75 million (or
approxi mtely 15.43% of gas base revenues and
approximtely 5.8% of total gas revenues), effective
with nmeter readings on and after Novenber 1, 2003.

A  proposed O der, which wll i mpl enmrent the foregoing

recommendations, i s attached hereto.

Respectfully submitted,

/s/ WlliamF. OBrien

WlliamF. OBrien
Heari ng Exani ner

Dat ed: COctober 9, 2003
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BEFORE THE PUBLI C SERVI CE COVMM SSI ON

OF THE STATE OF DELAVWARE

IN THE MATTER OF THE APPLI CATI ON
OF DELMARVA PONER & LI GHT COVPANY,
D/ B/ A CONECTI V POAER DELI VERY, FOR
A CHANGE I N I TS NATURAL GAS BASE
RATES (FI LED MARCH 31, 2003)

PSC DOCKET NO. 03-127

N N N N N N

SUPPLEMENTAL REPORT OF THE HEARI NG EXAM NER

Wlliam F. OBrien, duly appointed Hearing Examiner in this
Docket pursuant to 26 Del. C. 8§ 502 and 29 Del. C. Ch. 101, by
Commi ssion Order No. 6141, dated April 15, 2003, reports to the
Conmi ssion as fol |l ows:

l. BACKGROUND

1. On March 31, 2003, Delmarva Power & Light Conpany,
d/b/a Conectiv Power Delivery ("Conectiv® or “the Conpany”),
filed an application with the Conmi ssion seeking to increase its
natural gas (non-fuel) rates by 12.7% based on total revenue.
The Conmpany | ast sought an increase in natural gas base rates in
1994. (PSC Docket No. 94-22.)

2. On Cctober 21, 2003, the Comm ssion considered a
proposed settlenment in this case that would result in a 5.8%rate

increase, or $4.32 on the winter bill for the average residenti al



gas heating custonmer (assuming 120 ccf of use).® After hearing
objections from nenbers of the Association of Community
Organi zations for Reform Now (“ACORN'), who sought an additional
opportunity to provide custoner input, the Conm ssion directed
the Hearing Examiner to conduct a public comment session in “the
nei ghborhood of the ACORN nenbership.” (Transcript of Cctober
21, 2003 Commi ssion Meeting at 88, 89, 99.)

3. A public comrent hearing (“hearing”) was conducted
from7:00 p.m until 10:00 p.m on Novenber 3, 2003, in southeast
W I mngton at Bancroft Internmediate School.® Public notice of
the hearing consisted of: (a) newspaper publication in The
Del aware State News and The News Journal; (b) a press release,
whi ch was picked up and run by The News Journal and WDEL and W LM
radio stations; and (c) the Conpany’'s nmiling of the press
release to the approximately 50 community groups in W] m ngton
that it deals with through its Qutreach Program ’

4, Approxi mately 150 people attended the hearing, 33 of

whi ch offered public comment.® \When the hearing was adjourned,

> See, Findings and Reconmendations of the Hearing Exam ner,
dated Cctober 9, 2003.

®Representatives of ACORN sel ected the |ocation of the

heari ng.

‘See, Exhibit 24, which consists of the affidavits of publication of
notice fromthe newspapers, a copy of the press release, and a copy of
the Conpany’'s October 27, 2003 letter to the community groups in
W nmi ngt on.

8The sign-up sheet for the hearing consists of 7 pages and has been
marked and entered into the record of this proceeding as Exhibit
No. 25. The transcript of the Novenber 3, 2003 hearing, which consists
of 108 pages, wll be cited as “Tr. at __ .7 The transcript was
conpl eted on Novenber 17, 2003.



at 10:00 p.m, there were, in all likelihood, many nore custoners
who wished to make comment.?® Representatives from Conmm ssion
Staff, the Public Advocate, and the Conpany appeared at the
hearing. *° In addition, Comm ssioner Jay Lester, Comr ssioner
Joann Conaway, and Conmission Chair Arnetta MRae were in
att endance.

5. At the onset of the hearing, the Conpany announced
that several custoner service representatives were present and
were available to take individual conplaints. In addition, the
attendees were informed that both Conmission Staff and the Public
Advocate were prepared to take contact information from customners
so that an investigation of particular conplaints could be
initiated. (Tr. at 113-115, 131, 214-215.) From what the
parties reported at the conclusion of the hearing, one custoner
contacted the available custoner service representatives or
conpl ai nt investigators.

1. SUMVARY OF PUBLI C COMVENT

6. Darl ene Battle, an ACORN representative, objected to a
rate increase and called for nore funding for the *“crisis
agency,” so it is better able to help custonmers with tenporary
har dshi ps. She also called for placenment of a Conectiv service

center in WIlmngton and a strong policy regarding term nations

SCustodial staff fromthe school indicated that the building
closed at 10:00 p.m (Tr. at 215-216.)



of service for nonpaynent. (Tr. at 136.) Ms. Battle asserted
that no termnations should occur for customers with billing
di sputes or custoners who have a doctor’s certification for a
medi cal condition. She also objected to any termnations
occurring between Decenber 1 and March 31. In addition, M.
Battle recommended that Conectiv spread paynent plans over a
three-year period and base the anpbunt of the paynent on a
percentage of the customer’s inconme, with |ower incone custoners
payi ng a | ower percentage thereof. (Tr. at 137-138.) Arrearages
shoul d be decreased by one-third for every nonth that a custoner
stays on a paynment plan. I ncreases to the custonmer charge, she
asserted, should be limted to increases in the Consuner Price
| ndex. In addition, the Conmpany should pay for renote neter
readi ng devices for those custoners who receive estimated bills
and all outside neters should be updated. (Tr. at 138-139.)

7. Shenekqua Bai nes, speaking on behalf of the West
Center City Neighborhood Planning Advisory Commttee, Inc.
(“WCCNPAC’), reported an increasing nunber of excessively high
bills among WCCNPAC s clients, even though such clients live in
smal |l hones and use little energy. (Tr. at 183-184.) There are
al so many | owinconme or unenpl oyed residents who cannot afford to
pay their utility bills. Wen custoners niss a paynent by a day
or a few dollars, Conectiv revokes the paynent plan and denands a

hi gher paynent or wll terninate service. Many clients have

¥The only other party to this case, the Delaware Energy
Users’ Goup, indicated, prior to the hearing, that it



$2,000 to $5,000 outstanding bal ances. M. Baines asserted that
she pays, as part of a payment plan, $200 over her nonthly usage,
$70 of which is the finance charge. As a result, she nust decide
whet her her children will eat or whether to send them to soneone
el se’s house to eat. Ms. Baines also noted that her clients who
live in federally subsidized housing are required to | eave their
resi dences upon termnation of utility service. Wen they find a
new hone, they still have no utilities and nust “lie, steal, and
cheat” to survive. (Tr. at 186-187.)

8. The other 31 speakers, many of whom were ACORN

nmenbers, conpl ai ned of the foll ow ng:

Conectiv’'s rude and unsynpathetic custoner service
representatives (Tr. at 140, 168, 169.)

e Service termnations for disabled or ill custoners
(Tr. at 140, 150, 151-152, 157, 170, 188-189, 190,
199- 200.)

e Transfer of outstanding bal ances from one custoner to
another (Tr. at 141-142, 160-161, 191, 202-203, 207-
208.)

e Excessively high and unaffordable bills (ranging from
$2,000 to $11,000) (Tr. at 141, 151, 159, 162, 167,
177-178, 189, 194, 202-203.)

e Unreasonabl e paynent plans (Tr. at 147, 160, 162, 166-
167, 190.)

e No paynent plans allowed for those with poor credit
(Tr. at 163.)

o Meter readers who do not show up or who |eave cards
wi t hout knocking on the door (Tr. at 148-149, 157,
188, 205-206.)

woul d not be appeari ng.



e Estimated readings (Tr. at 153, 155, 156-157, 162- 163,
170, 178, 194, 206.)

e (Qutdated, inaccurate neters (Tr. at 154.)

e lLarge bills despite |ow usage (Tr. at 155, 170, 190,
192.)

e Excessive reconnection fee (Tr. at 159.)

e No local pay center (Tr. at 154, 160, 176.)

9. In addition to the public comrent made at the hearing,
approxi mtely twenty customers sent e-mails and letters to the
Conmmi ssion objecting to the proposed rate increase. Rashmi
Rangan of WImngton noted, anong other things, that (1) the
Company provides a 9:00 am to 4:00 p.m tinme range for when a
meter reader will arrive, which makes it difficult to be present,
and (2) the Conpany wll not allow her to call in her own
readi ng, even though her neter is digital and, therefore, easily
read without error. (Novenber 7, 2003 letter.)

1. DI SCUSSI ON

10. This summary of the public conment cannot accurately
reflect the level of frustration and hopel essness conveyed by the
Company’ s gas and electric cust omers at t he heari ng.
Furthernore, while | reconmmend that the Conm ssioners review the
transcript of the hearing itself, even the transcript is limted
in conmuni cating the enotional distress experienced by those with
| arge overdue balances, little hope of ever becom ng current,
either no service or pending ternination of service, and children

at hone.



11. Commi ssion denial of the jointly proposed 5.8% gas
rate increase, of course, will not solve the problens experienced
by the relatively small nunber of custoners who have excessive,
overdue bal ances. It is clear from the coments nade at the

hearing, however, that sonme type of action by the Commission is

necessary, in response to the conplaints regarding the
unnmanageabl e bal ances, as well as ongoing Conpany practices
relating to estimated bills, indoor neters, paynent plans,

assi gning outstanding balances from one custonmer to another,
medi cal certifications, and | ocations of paynment centers.

12. VWiile the parties have yet to make specific
reconmendati ons concerning the custonmer service and affordability

i ssues raised by customers at the hearing, **

nmy understanding is
that Comm ssion Staff and, perhaps, the other parties will submt
comment s regardi ng possible courses of action prior to Conmi ssion
deliberation in this matter. \Wether it’'s a one-tine wite-down

12 a3 universal service

of outstanding bills for certain custoners,
surcharge on all custonmers (that may require legislation), a
system of prepaid cards that wll allow custoners to nmintain

electric or gas service while dealing with arrearages or credit

I'n a Novenber 4, 2003 submi ssion, the Conpany indicated that it
continued to support the proposed settlenment and noted that nany
of the issues raised at the hearing were addressed by the
Commi ssion on Cctober 21, 2003, in Docket No. 02-231. None of
the other parties have withdrawn their support for the proposed
settl ement.

2Some custoners’ large bills may result, in part, fromthe |ong-
term noratorium on termnations that the Conpany instituted in



problenms, load I|imters, Dbetter education regarding energy
conservation and avail abl e social services, or something else, |
agree that further review of this matter is warranted, in a

separate case or rul emaking.

Respectfully subnmitted,

/sl WlliamF. OBrien
WlliamF. OBrien
Seni or Heari ng Exam ner

Dat ed: Novenmber 17, 2003

response to its 2000-2001 billing problens (PSC Docket No. 00-
108) or to repeated, underestinmated readings.



BEFORE THE PUBLIC SERVICE COMMISSION
OF THE STATE OF DELAWARE

IN THE MATTER OF THE APPLICATION )

OF DELMARVA POWER & LIGHT COMPANY, )

D/B/A CONECTIV POWER DELIVERY, FOR ) PSC DOCKET NO. 03-127
A CHANGE IN ITS NATURAL GAS BASE )

RATES (FILED MARCH 31, 2003) )

PROPOSED SETTLEMENT
On this day, October 7, 2003, Delmarva Power & Light Company (“Delmarva” or

the “Company”), the Delaware Public Service Commission Staff (the “Staff”), the
Division of the Public Advocate ("DPA"), and the Delaware Energy Users Group
("DEUG") all of whom together are the "Parties” or "Settling Parties," hereby propose a
complete settlement of all issues that were raised or could have been raised in this

proceeding and to establish final rates as follows.

I. INTRODUCTION AND PROCEDURAL BACKGROUND

On March 31, 2003, Delmarva filed an application with the Delaware Public
Service Commission (the “Commission”) to increase its gas base rates, inclusive of a
proposed research and development surcharge, and certain modifications to its gas tariff.
The application was accompanied by various schedules, tables, and data required by the
Commission's minimum filing requirements and the pre-filed testimony of several
witnesses. On April 16, 2003, in Order No. 6141, the Commission suspended the
proposed rate and tariff changes for a period of seven months, required public notice

through newspaper publication, established a time for interventions, and assigned the



matter to a Hearing Examiner for evidentiary hearings and further proceedings. DEUG
intervened and the DPA gave notice of its intent to participate. Staff also participated in
the case. No other entities intervened or participated. On May 30, 2003, pursuant to 26
Del. C. § 306, Delmarva put $2.5 million of its proposed rate increase into effect subject
to refund, evidentiary hearings and further proceedings.

Pursuant to the procedural schedule established by the Hearing Examiner, the
Parties engaged in discovery with respect to the application and accompanying testimony
and other material filed with the Application. On August 15, 2003, Staff, DPA and
DEUG each submitted testimony. The Parties engaged in discovery with respect to that
testimony. On September 10, 2003, Delmarva filed rebuttal testimony with respect to
certain contested positions taken by the other Parties. On the same day, DEUG and Staff
filed cross-rebuttal testimony with respect to certain positions that each had taken in their
testimony of August 15, 2003.

Pursuant to the Hearing Examiner's directive, a public notice through newspaper
publication was made of a public and evidentiary hearings beginning on September 24,
2003 and continuing through September 26, 2003. The public notice also indicated that
the hearing may be used for the purpose of taking testimony on a settlement. The public

notices of the filing and of the hearings are Exhibit 1.



Il. SETTLEMENT PROVISIONS

The Settling Parties recommend approval of the following:

A. Rates and Charges.

1. No refunds with respect to the interim $2.5 million revenue increase are
necessary or warranted.

2. The total base rate revenue increase should be $7.75 million, exclusive of
an environmental remediation surcharge. This will result in an increase of about 15.43%
on the Company's gas base revenues and about 5.8% of the Company's total gas
revenues. The Parties agree that, should the Commission approve this Settlement, the
Company will file an application for a change in its tariffs to implement an environmental
remediation surcharge, equivalent to the mechanism that Chesapeake Utilities currently
has in effect. The Company will file this request separately, including $522,988 (actual
incremental "out-of-pocket” expenses as described in Staff witness Henkes' testimony,
Ex. 19 at 63) as the initial amount to be recovered under the surcharge mechanism. The
proposed surcharge rider for research and development projects has been withdrawn from
this proceeding and will not be reflected in tariffs as an outcome of this proceeding.

3. The Parties have agreed to the base rate revenue increases shown in
Appendix A.

4, A cost of equity of 10.5% for the Company is reasonable and should be
adopted for this proceeding. This produces an overall rate of return of 7.81%.

5. The rates approved for usage on and after November 1, 2003, shall be as

set forth in the tariff leafs attached as Appendix B.



6. The current margin sharing arrangements should continue in effect until
changed by the Commission upon the application of Delmarva or any other Party, with
the following modification: an 80%/20% split between customers and the Company for
margins associated with non-firm service shall apply irrespective of whether or not the
customer taking non-firm service was considered a firm customer in this proceeding.

B. Weather Normalization.

1. In the Company's next base rate case, the application, schedules and other
aspects of the initial filing, including the cost of service study, computations relating to
class rates of return, billing determinants by class, and proposed spread of revenue shall
use a weather normalization methodology for sales quantities and customer classes that
are weather sensitive. The weather normalization methodology shall use the most
recently available 30-years of data (rolling average) based on temperature observations
made within the City of Wilmington's boundaries. If the Company opts to subscribe to
National Oceanic and Atmospheric Administration ("NOAA™") data, it shall use the most
recently-available 30 years of NOAA data (rolling average) for the weather normalization
adjustment in its filing.

2. The filing requirement above shall not require a weather normalization
adjustment for transportation services, but one may be proposed within the application or
by other Parties.

3. Delmarva shall have the right, but not obligation, to propose an alternative
weather-normalization methodology, including the use of a different period of time for
the development of the base line for "normal weather. However, such a proposal shall

not relieve Delmarva of the requirement in section 11.B.1. above to make its initial filing,



including all the aspects of such filing listed above, using the methodology set forth in
that section.

C. Miscellaneous Issues.

1. The Company's proposed tariff modifications to Leaf Nos. 2, 7, 13, 15, 20,
23, 26-30, 43, 44, 44a, 45, 47 , 47a, 51, 57-61, and 70-80 should be approved. A
summary of those modifications is attached as Appendix C.

D. Additional Provisions

1. The provisions of this settlement are not severable.

2. This Settlement represents a compromise for the purposes of settlement
and shall not be regarded as a precedent with respect to any ratemaking or any other
principle in any future case. No Party to this settlement necessarily agrees or disagrees
with the treatment of any particular item, any procedure followed, or the resolution of any
particular issue in agreeing to this settlement other than as specified herein, except that
the Parties agree that the resolution of the issues herein taken as a whole results in just
and reasonable rates and that the non-rate tariff changes are reasonable and in the public
interest.

3. To the extent opinions or views were expressed or issues were raised in
the pre-filed testimony that are not specifically addressed in the Settlement, no findings,
recommendations, or positions with respect to such opinions, views or issues should be
implied or inferred.

4. This settlement shall terminate as of the date that Delmarva files its next
general base rate increase, except with respect to the filing requirements set forth in

section 11.B. above.



IN WITNESS WHEREOQF, intending to bind themselves and their successors and
assigns, the undersigned Parties have caused this Proposed Settlement to be signed by

their duly-authorized representatives.

/s/ Randall V. Griffin [s/ Connie S. McDowell

Delmarva Power & Light Delaware Public Service
Company Commission Staff

[s/ G. Arthur Padmore /s/ Louis R. Monacell

Division of the Public Advocate Delaware Energy Users Group
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