
BEFORE THE PUBLIC SERVICE COMMISSION 

 OF THE STATE OF DELAWARE 

 
IN THE MATTER OF THE APPLICATION  )  

OF DELMARVA POWER & LIGHT COMPANY  )    PSC DOCKET NO. 12-546 

FOR A CHANGE IN NATURAL GAS BASE  ) 

RATES (FILED DECEMBER 7, 2012)  )  

  

CORRECTED 
ORDER NO. 8465 

 

 AND NOW, this 22nd day of October, 2013 

 

WHEREAS, the Commission has received and considered the Findings 

and Recommendations of the Hearing Examiner, which is attached hereto 

as Attachment “A,” issued in the above-captioned docket, which was 

submitted after duly-noticed public evidentiary hearings; and  

WHEREAS, the Hearing Examiner recommends that the Commission 

approve the proposed Settlement Agreement, which is endorsed by all 

the parties, and which is attached hereto as Attachment “B,” and; 

WHEREAS, the Commission finds that the proposed rates and tariff 

revisions are just and reasonable and that adoption of the proposed 

Settlement Agreement is in the public interest; 

NOW, THEREFORE, IT IS HEREBY ORDERED BY THE AFFIRMATIVE VOTE OF 

 NOT FEWER THAN THREE COMMISSIONERS: 

 

1. That by and in accordance with the affirmative vote of a 

majority of the Commissioners, the Commission hereby adopts the 

September 30, 2013 Findings and Recommendations of the Hearing 

Examiner, attached hereto as Attachment “A.” 

 

2. That the Commission approves the Proposed Settlement 

Agreement (attached hereto as Attachment “B”) and the proposed rates 

therein, which reflect an additional revenue requirement for Delmarva 
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Power & Light Company (“Delmarva”) of $6.8 million.  

3. That the final rates will become effective with usage on or 

 
after the date of this Order. 

 
4. That the Commission orders that new compliance tariff 

leaves be developed and filed with the Commission Staff no later than 

October 31, 2013, which shall include the new gas distribution rates 

and which shall become effective with service on and after November 1, 

2013. 

5. Since the new approved rates are less than the existing 

distribution rates placed into effect on July 7, 2013 pursuant to 26 

Del. C. §306(a)(1), customers will be entitled to a refund of 

overpayments since Delmarva Power & Light Company’s interim rate 

increase was placed into effect, with interest on the deferred amounts 

calculated in accordance with Regulation Docket No. 11, which shall 

reflect Delmarva Power & Light Company’s short-term borrowing costs. 

6. That this Docket shall remain open for the sole purpose of 

conducting working group meetings to consider changes to the Company’s 

Natural gas Tariff, as described in the parties’ Settlement.  

7. That the Commission reserves the jurisdiction and authority 

to enter such further Orders in this matter as may be deemed necessary 

or proper. 

 
 

 

         BY ORDER OF THE COMMISSION: 
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            /s/ Dallas Winslow    

Chairman 

 

         

        /s/ Joann T. Conaway 
 Commissioner 

 

 

 

        /s/ Jaymes B. Lester 

 Commissioner 

 

  

 

        /s/ Jeffrey J. Clark  

 Commissioner 

 
 

 

ATTEST: 

 

 

/s/ Alisa Carrow Bentley 

Alisa Carrow Bentley 

Secretary
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FINDINGS AND RECOMMENDATIONS OF THE HEARING EXAMINER 

 

I. APPEARANCES 

On behalf of the Applicant, Delmarva Power & Light Company 

(“Delmarva”) or (“the Company”): 

By: TODD L. GOODMAN, ESQ., Associate General Counsel 

 PAMELA J. SCOTT, ESQ., Assistant General Counsel 

  RICHARD M. LORENZO, ESQ., Loeb & Loeb, LLP 

THEODORE F. DUVER, ESQ., Loeb & Loeb, LLP 

 

On behalf of the Public Service Commission Staff (“Staff”): 

BY: JAMES McC. GEDDES, ESQ., Ashby & Geddes 

 JULIE M. DONOGHUE, ESQ., Deputy Attorney General 

  

 

On behalf of the Division of the Public Advocate (“DPA” or 

“Public Advocate”): 

 

BY: REGINA A. IORII, ESQ. DEPUTY ATTORNEY GENERAL 

  

 Additional Interveners: 

  Representative John A. Kowalko, Jr., 25
th
 District 

  David T. Stevenson, Caesar Rodney Institute (“CRI”) 

Kim Robert Scovill, Hillstream II Property Owners 

Association (“Hillstream”) 
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II. BACKGROUND 

A. DELMARVA’S GAS BASE RATE APPLICATION 

1. On December 7, 2012, Delmarva Power & Light Company 

(“Delmarva” or “Company”)
1
 filed with the Delaware Public Service 

Commission (“the Commission”) an Application seeking (1) approval of 

an increase in gas delivery base rates of $12,174,435, or 7.87% of 

total existing revenues; (2) approval of a Cost of Equity (“COE”) of 

10.25%; (3) approval to implement a new Utility Facility Relocation 

Charge Rider (“Rider UFRC”), which is a mechanism to recover costs 

related to relocation of the Company’s delivery facilities as required 

to accommodate projects sponsored by the Delaware Department of 

Transportation or other State agencies; (4) approval of a modification 

to the tariff relating to natural gas line extensions; (5) a waiver of 

Section 5.3.14 of Delaware’s Minimum Filing Requirements (“MFRs”) 

requiring expense information to be filed relating to certain 

affiliated transactions; and (6) approval of certain miscellaneous 

tariff changes.
2
 (Applic, Exh. 2, ¶6.)   

2. According to Delmarva’s Application: 

The most significant factor supporting the need 

for the requested natural gas base rate increase 

is the increase in capital investments made by 

Delmarva to ensure a safe and reliable gas 

transmission and distribution system for its 

customers.  During the years 2010 and 2011, 

Delmarva has incurred cost of $38.6 million in 

reliability investments related to main, service 

                                                           
1
 Delmarva is a wholly-owned subsidiary of Pepco Holdings, Inc. (Exh. 2, 
¶1.)Delmarva serves natural gas to customers in New Castle County only. (Exh. 

2, App. A, Rev. Leaf No.3.)   

 
2 Exhibits entered into the evidentiary record will be cited herein as 

“Exh._”.  References to the transcript from the evidentiary hearing will be 

cited as “Tr.-_ pg #.”   
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and safety replacements, expenditures for 

equipment replacements and upgrades to the 

Liquified Natural Gas Plant, and meter 

replacement costs.  Another $7.7 million has been 

incurred for the installation of mains and 

services for new load projects for residential 

and commercial customers.  In addition, in 2012, 

Delmarva will spend $22 million for reliability 

project expenditures and $5.7 million for growth 

project expenditures. (Id. at ¶3.)  

 

   

3. For a typical residential customer using an average of 120 

Ccf in a winter month, the average monthly bill impact is estimated to 

be $8.67, or 6.1% of his total annual bill. (Id. at ¶6.)    

4. With its Application, Delmarva also submitted pre-filed 

direct testimony from seven (7) witnesses:  (1) Kevin M. McGowan, Vice 

President of Regulatory Affairs for Pepco Holdings, Inc. (“PHI”); (2) 

Jay C. Ziminsky, Manager, Revenue Requirements, in PHI’s Regulatory 

Affairs Department; (3) Robert M. Collacchi, Director of Gas 

Operations & Engineering; (4) Kathleen A. White, Assistant Controller 

for PHI; (5) Marlene C. Santacecilia, Regulatory Affairs Lead in PHI’s 

Rate Economics Department; (6) Michael T. Normand, Regulatory Affairs 

Analyst for PHI; and (7) Robert B. Hevert, Managing Partner of Sussex 

Economic Advisors, LLC. (Exhs. 3-9.) 

5. In its Application, pursuant to 26 Del. C. §306(c), the 

Company also requested to place in effect, subject to refund, natural 

gas base rates designed to produce an annual increase in test period 

revenue of approximately $2.5 million effective February 5, 2013, and 

to waive the bonding with surety requirement in 26 Del. C. 306(b).     

6. In PSC Order No. 8271 (January 8, 2013), pursuant to 26 

Del. C. §§306(a)(1),306(c), 26 Del. C. §502, and 29 Del. C. ch. 101, 
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the Commission: a) initiated this docket; b) suspended the proposed 

full rate increase pending the completion of evidentiary hearings into 

the justness and reasonableness of the proposed rates and tariffs; c) 

waived the bonding with surety requirement but required Delmarva to 

comply with any refund Order; d) designated Robert Howatt as the 

Hearing Examiner and directed him to conduct such hearings and report 

to the Commission his proposed findings and recommendations concerning 

this matter; and e) effective February 5, 2013, allowed Delmarva to 

place interim rates of $2,500,000 into effect, as permitted by 

Delaware law. Pursuant to PSC Order No. 8271, public notice of 

Delmarva’s Application was published in The News Journal newspaper on 

January 14 and 15, 2013. 

7. On January 8, 2013, pursuant to 29 Del. C. §8716, the 

Division of the Public Advocate (the “Public Advocate”) intervened in 

this docket. Due to the Public Advocate’s resignation, on March 18, 

2013, the office of the Attorney General of the State of Delaware 

(“DAG’s) Office filed a Motion to Intervene on behalf of the Public 

Advocate’s Office. By PSC Order No. 8334 (March 18, 2013), the DAG’s 

Office was permitted to intervene. On July 2, 2013, the DAG’s Office 

withdrew its appearance and the new Public Advocate, David L. Bonar, 

was substituted as a party. 

8. The Caesar Rodney Institute’s Center for Energy 

Competiveness, the Hillstream II Property Owners Association, and 

State Representative John A. Kowalko, Jr. also filed Motions to 

Intervene, which were each granted without objection.  



5 

 

 

9. After Hearing Examiner Howatt was named the PSC’s Executive 

Director, the Commission appointed Connie McDowell to serve as the 

Hearing Examiner by PSC Order No. 8297 dated February 21, 2013.  By 

PSC Order No. 8402 (July 2, 2013), I replaced Ms. McDowell as the 

Hearing Examiner after she became Senior Regulatory Policy 

Administrator for Commission Staff. (“Staff”).   

10. On March 11, 2013, Delmarva filed supplemental testimony 

from Messrs. McGowan, Collacchi and Ziminsky. (Exhs. 21-23.) Delmarva 

updated its test period information to include twelve (12) months of 

actual data through December 31, 2012 (“12+0 Update”) and updated (or 

increased) the Company’s suggested revenue shortfall to $13,005,000. 

(Exh. 23, p.2.) 

11. Staff, the Public Advocate and Delmarva exchanged extensive 

written discovery.  Also, Staff performed an extensive rate case audit 

of Delmarva’s books and records. (Exh. 11 at 5.)  

12. On April 3, 2013, the Commission conducted a Public Comment 

Session on Delmarva’s proposed rate increase in Wilmington.  Thirteen 

(13) members of the public attended. Representative John Kowalko 

stated that he is concerned that Delmarva is filing for rate increases 

“with more regularity ... during this economic downturn ….”  (TR.-22.) 

He also spoke about Delmarva spending a significant amount of money on 

reliability investments, plant replacements, and upgrades. (TR. 23-

24.) Representative Kowalko addressed PHI’s increased profits in the 

fourth quarter of 2012, compared to the fourth quarter of 2011. (TR.-

25.) Rep. Kowalko believes that the public cannot afford continuing 
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rate increases caused by the Company’s infrastructure investments. 

(TR.-23.) 

13. Ten (10) homeowners from the Hillstream II residential 

development also attended the Public Comment Session. (TR.-30.) These 

homeowners would like Delmarva to expand its natural gas service to 

their development and supported the proposed change to Delmarva’s Gas 

Tariff. (TR. 30-31.) Finally, a Delmarva electric customer spoke about 

the proposed rate increase.  She stated that “people on limited 

incomes cannot afford more raises in rates.” (TR.-33.) 

14. On May 15, 2013, Staff submitted direct pre-filed  

testimony from Public Utility Analyst Malika Davis; David C. Parcell, 

President of Technical Associates, Inc.; Brian Kalcic of Excel 

Consulting; Gary B. Cohen of GBC Consulting, LLC; Michael J. McGarry, 

Sr., President and CEO of Blue Ridge Consulting Services; and David E. 

Peterson, Senior Consultant with Chesapeake Regulatory Consultants, 

Inc. (Exhs. 11-16.)  

15. On June 3, 2013 the Public Advocate submitted direct pre-

filed testimony from Glenn A. Watkins, a Senior Economist at Technical 

Associates, Inc. and Public and Confidential Testimony of J. Randall 

Woolridge, Consultant, Professor of Finance, Penn State University. 

(Exhs. 17-19.) The Caesar Rodney Institute also filed the direct 

testimony of its Director of the Center for Energy Competitiveness, 

David T. Stevenson. (Exh. 20.) 

16. On June 7, 2013, Delmarva filed a request to implement 

$10,498,971 in interim rates under bond, subject to refund and without 

surety. On July 2, 2013, pursuant to 26 Del. C. §302(b), the 
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Commission granted Delmarva’s request, inclusive of the $2.5 million 

previously ordered by the Commission, under bond, and subject to 

refund and under the same conditions set forth in PSC Order No. 8271 

on January 7, 2013.
3
  (PSC Order No. 8406, July 2, 2013.) On July 5, 

2013, pursuant to past Commission practice, Delmarva posted a bond 

without surety with the Commission in the amount of the requested 

interim rate increase. Delmarva implemented this interim rate increase 

on July 7, 2013. (Id.) 

17. The interim rate increase is approximately 15% of 

Delmarva’s gross annual intrastate operating revenues. For a typical 

residential customer using an average of 120 Ccf in a winter month, 

the average monthly bill impact is estimated to be $6.75, or 4.7% of 

the residential customer’s total annual bill. 

18. On July 15, 2013, the Company submitted pre-filed rebuttal 

testimony from witnesses Hevert, McGowan, Ziminsky, Santacecilia and 

Collacchi. (Exhs. 25-29.) 

19. On August 15, 2013, I conducted a pre-hearing 

teleconference with the parties. I requested a list of stipulated 

exhibits and anticipated hearing witnesses from the parties. I also 

directed that any pre-hearing motions be filed on or before August 21, 

2013.  On August 26, 2013, Counsel for Staff, Delmarva, and the Public 

Advocate notified me via e-mail that they had reached an agreement in 

principle to settle the case. 

                                                           
3
 Thus, Delmarva requested to place an additional $7,998,971 of interim rates 
into effect, subject to refund. According to Delmarva’s request for an 

interim rate increase, the amount of Delmarva’s interim rate request did not 

change the amount Delmarva was seeking to recover in this docket as stated in 

its Application.  
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20. I held the duly-noticed evidentiary hearing in Wilmington 

on August 27, 2013. After the evidentiary hearing, I closed the record 

consisting of thirty (30) exhibits and ninety nine (99) pages of 

transcript. The parties stipulated to the admissibility of all hearing 

exhibits. (TR. 96-97.) 

 

III. BRIEF SUMMARY OF THE PARTIES’ POSITIONS 

 

21. Delmarva. The Company selected a historical test year 

consisting of the twelve months ended June 30, 2012 and a partially 

projected test period consisting of the twelve months ending December 

31, 2012. After making several adjustments to rate base and expenses, 

the Company calculated an adjusted revenue deficiency of $12,067,000 

derived from an adjusted rate base of $274.7 million; an overall rate 

of return of 7.53%; and cost of equity (“COE”) of 10.25% on a capital 

structure consisting of 50.78% long-term debt and 49.22% common 

equity; and adjusted operating expenses of $56,843,428. (Exhs. 25-29.)          

22. Delmarva also proposed to implement a Utility Facility 

Relocation Charge Rider (Rider UFRC), and requested approval of a 

revision to its Service Extension tariff and certain other 

miscellaneous tariff changes. 

23. Staff. Staff contested the Company’s use of a year-end 

test year and test period, and took the position that the Commission’s 

general policy of using average rate base rather than year end rate 

base should be followed. Staff contended that Delmarva should only be 

allowed a revenue requirement increase of $3,583,681, applied to an 

adjusted rate base of $229,754,235; an overall rate of return of 7.15% 

and COE of 9.45% on the Company’s proposed capital structure; and 
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adjusted operating income of $14,307,070. As will be discussed in 

further detail below, Staff took issue with Delmarva’s proposed 

methodology for recovering the cost of the deployment of the Gas 

Interface Management Units (“IMUs”) and suggested modifications to the 

Company’s changes to the Service Extension Tariff. 

24.  Public Advocate.  The Public Advocate calculated a revenue 

deficiency of $706,000 on an adjusted rate base of $229,924,608; an 

overall rate of return of 6.66% and COE of 8.50% on a proposed capital 

structure consisting of 50.78% long-term debt and 49.22% common 

equity; and adjusted operating income of $12,988,258.  The Public 

Advocate also opposed Delmarva’s proposed Service Extension tariff 

change. 

25. CRI. CRI’s testimony focused on the Company’s request to 

change its Service Extension tariff.  CRI supports this proposal but 

wants to see a detailed growth forecast of the Company’s customer base 

if the change is approved. 

IV. SUMMARY OF THE PREFILED TESTIMONY 

 

A. Delmarva’s Direct Testimony 

 
26. Delmarva witness McGowan provided an overview of the 

Company’s Application. (Exh. 3 at 2-6.) He testified that Delmarva has 

continued to undertake initiatives to ensure a high level of gas 

reliability and system safety and has invested approximately $38.6 

million in its natural gas distribution system since the last gas base 

rate case in July, 2010.  Delmarva is spending significant amounts of 

capital to replace aging natural gas facilities. (Id. at 5-6.) 

According to Mr. McGowan, Delmarva continues to face rising costs to 
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meet the needs of its customers and fulfill its public service 

obligations.  These rising costs include higher expenses, such as 

workforce-related costs, and higher capital expenditures to ensure the 

continued reliability and safe operation of the gas distribution 

infrastructure.  As a result of these rising costs, the Company’s 

revenues are falling far short of the level necessary to cover its 

costs, earn a reasonable rate of return and preserve a strong 

investment grade rating. (Id. at 8-9.)  

27.  Company witness McGowan also presented Delmarva’s capital 

structure and current credit ratings. (Id. at 6-7.) He testified that 

the Company’s proposed capital structure, consisting of 48.78% common 

equity and 51.22% long-term debt, was consistent with industry 

practice and averages, and was reasonable in light of the mean capital 

structures of the proxy groups used to determine Delmarva’s COE. (Id. 

at 4-5). He explained how he calculated the Company’s proposed 4.91% 

cost of long-term debt. (Id. at 6). He described why Delmarva’s 

investment-grade credit ratings
4 

were important and how customers 

would benefit from those investment-grade credit ratings. (Id. at 7-

8.)  

28. Company witness Collacchi provided a brief overview of the 

Company’s gas delivery business, discussed the Company’s investments 

since the last rate case, provided a brief update on the Company’s 

Advanced Metering Infrastructure (“AMI”) project for gas that 

constitutes the deployment of IMUs, sponsored the design day demand 

calculation, and discussed the Company’s proposed main extension 

                                                           
4
 Delmarva’s long-term corporate unsecured debt is rated BBB+ by Standard & 
Poor’s, Baa2 by Moody’s, and A- by Fitch. (Exh. 3 at 7.) 
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tariff.  (Exh. 4 at 2-12). He testified that Delmarva is investing an 

average of $12 million annually in the gas distribution system to 

rehabilitate and replace cast iron piping in its service territory. 

(Id. at 3-4). Witness Collacchi further addressed the deployment and 

activation of the IMUs in Delaware, testifying that approximately 32% 

of the gas IMUs have been installed as of October 31, 2012, with 3% 

having been optimized and activated for over the air meter reading. 

(Id. at 8.) Witness Collacchi advised that the calculated design day 

demand estimate is 191,637 MCF with a further breakdown set forth in 

the schedules attached to his testimony. (Id. at 9.)  

29. Finally, witness Collacchi outlined the Company’s proposal 

to revise its main extension tariff.  In essence, the Company proposed 

to simplify the current process and attempt to address the cost 

effectiveness concerns raised by its customers.  Delmarva proposed to 

change the tariff for residential extensions in existing subdivisions 

to, among other things, provide a 100 foot main extension per 

requesting customer at no charge.  After the first 100 feet, the 

contribution from a new customer would be $40.23 per foot. This tariff 

change would also apply to non-residential extensions. (Id. at 9-11.)   

30. Company witness Hevert testified regarding the Company’s 

COE and the capital structure to be used for ratemaking purposes. He 

calculated a 10.25% COE for the Company, using three models: the 

Constant Growth Discounted Cash Flow (“DCF”) model, the Capital Asset 

Pricing Model (“CAPM”), and the Bond Yield Plus Risk Premium (“RP”) 

model, applied to a group of nine (9) proxy companies. (Exh. 5 at 3-4 

and 7-8.)  
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31. Company witness Ziminsky presented the selection of 

Delmarva’s test year and test period, the development of Delmarva’s 

distribution-related revenue requirement request, and the per-books 

earnings and rate base used in the Application. He sponsored certain 

Minimum Fling Requirements (“MFRs”) and adjustments to rate base and 

earnings, and summarized adjustments that Delmarva was proposing. He 

also discussed the Company’s inability to earn its authorized return 

on equity. (Exh. 6 at 2-18.) Finally, he described the AMI ratemaking 

proposal and the proposed ratemaking process for the achievement of 

the primary gas AMI-related milestone and subsequent recovery of AMI 

regulatory assets.  (Id. at 19-27.) 

32. Company witness White supported the actual amounts recorded 

in Delmarva’s books and records for the test period and sponsored 

certain MFRs. (Exh. 9 at 2-3.) She testified about Delmarva’s cost 

accounting structure and observed that several independent audits of 

its cost accounting manual had concluded that affiliate allocations 

and charges were consistent with the cost accounting manual and the 

service agreement. (Id. at 3-5.) 

33. Company witness Normand presented Delmarva’s class cost of 

service study. He described the key processes involved in cost 

allocation, the Company’s cost of service model and its cost 

allocation method. (Exh. 8 at 2-14). 

34. Company witness Santacecelia testified about Delmarva’s 

proposed rate design for implementing its requested rate increase. She 

also sponsored certain pre-cost study adjustments, the new tariff 

rider known as the Utility Facility Relocation Charge Rider (Rider 
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UFRC), the proposed modifications to Tariff Section XVII-Extensions 

and the other miscellaneous changes to the Gas Tariff.
5
 (Exh. 7 at 2-

13.) 

B. Delmarva's Supplemental Testimony 

 

35. Company witness McGowan provided an update to the Company’s 

capital structure and Rate of Return based on its actual capital 

structure on December 31, 2012. (Exh. 21 at 1-2.) 

36. Company witness Ziminsky updated Delmarva’s financial and 

accounting data based on actual results for the twelve months ending 

December 31, 2012. The updated data suggested a revenue deficiency of 

$13,005,000. (Exh. 23 at 2.)  Mr. Ziminsky also updated the 

adjustments and the Gas AMI-related regulatory assets discussed in his 

direct testimony. As updated through the twelve months ending December 

31, 2012, the $3,954,000 AMI regulatory asset balance consisted of: 

(1) $1,586,000 of remote indexes retired early due to deployment of 

IMUs; (2) $2,142,000 of deferred O&M expense incurred from August 2010 

through the end of the test period; (3) $80,000 of returns 

representing recovery of and on the appropriate costs associated with 

the total AMI regulatory asset and net incremental AMI rate base, 

calculated at the Company’s authorized rate of return; and (4) 

$146,000 of incremental depreciation expense for IMUs compared to the 

replaced remote indexes. (Exh. 23 at 3-4.) 

37. Witness Collachi provided an update on the Company’s 

capital expenditures forecast and Construction Work in Progress 

                                                           
5
 Neither Representative Kowalko nor Hillstream submitted any pre-filed 
direct testimony. 
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(“CWIP”). (Exh. 22.) 

C. Staff 

38. Staff witness Cohen addressed the Company’s AMI deployment 

related to gas and cost recovery regarding the AMI regulatory asset. 

He also outlined the history of the Interface Module Unit (“IMU”) 

deployments, including delays in deployment due to faulty components 

of the IMU devices and installation issues. (Exh. 16.) 

39. Staff witness Cohen testified that the Company’s cost 

recovery should occur in two phases with 50% being recovered after 

satisfying each phase. In Phase 1, after 95% of the IMUs have been 

installed at customer premises and are providing 99.8% accurate and 

timely readings for six months, the Company may file for the first 50% 

of the cost recovery by April 1, 2014. In Phase 2, after 99% of the 

IMUs have been installed, and are providing 99.9% accurate and timely 

readings for six months, the Company may file for the remaining 50% of 

the cost recovery on April 1, 2015. (Exh. 16 at 3-8.) 

40. Staff witness Kalcic testified as to his review of the 

Company’s cost of service and rate design analysis. He recommending 

adopting Delmarva’s proposed cost-of-service methodology and adopting 

Staff’s recommended class revenue allocation and rate design. (Exh. 15 

at 2-16.) 

41. Staff witness McGarry testified concerning the policy 

issues associated with the Company’s proposed changes to its gas main 

extension policy and related fees.  He proposed approving the 

Company’s proposed changes with several modifications, for example, 

requiring a surety bond or similar financial instrument for the cost 
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of the 100 feet per main per resident.  (Exh. 14 at 2-13.) 

42. Staff witness Parcell testified regarding the Company’s 

COE. He accepted Delmarva’s proposed capital structure and cost of 

long-term debt. (Exh.13 at 2.) He calculated the Company’s COE within 

a range of 9.20-9.75% (with a 9.475% midpoint), using Constant Growth 

DCF, CAPM, and Comparable Earnings models applied to two groups of 

proxy companies. (Id. at 2-5, 14-25.) Mr. Parcell disagreed with 

certain aspects of Mr. Hevert’s application of his cost of capital 

methodologies, contending that Mr. Hevert’s model inputs, as well as 

the methodologies themselves, were systematically predisposed to 

inflate his COE conclusions. (Id. at 27.)  

43. Staff witness Peterson addressed Delmarva’s rate increase 

request and proposed rate changes.  Specifically, he prepared a 

detailed analysis of Delmarva’s retail gas distribution rate base and 

pro forma operating income under current rates and then calculated 

Delmarva’s present revenue deficiency and operating income issues.  

He challenged several of Delmarva’s proposed rate base adjustments, 

including but not limited to year-end rate base treatment, certain 

post test period reliability plant adjustments and including CWIP in 

rate base, and AMI-related costs. (Exh. 12 at 5-29).  Regarding 

operating expenses, Mr. Peterson made a number of proposed 

adjustments, the effect of which reduced the Company’s claimed 

expense levels for the test period and increased its earnings, 

thereby reducing its proposed revenue deficiency. (Id. at 10-29.) 

44. Staff witness Davis addressed the Company’s proposed 

Utility Facility Relocation Charge and provided background on the 
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Qualified Fuel Cell Provider Project. She also testified as to the 

field audit conducted by Staff to determine the accuracy of the 

Company’s test year and test period actual books and records.  (Exh. 

11 at 5-10.) 

D. Public Advocate 

45. Public Advocate witness Watkins accepted the Company’s use 

of a year-end rate base calculation as of December 31, 2012, the end 

of the test year. However, Mr. Watkins calculated an adjusted rate 

base of $229,924,608, and testified that the Company had not 

consistently applied the matching principle of accrual accounting. Mr. 

Watkins disagreed with some of the Company’s rate base and expense 

calculations.
6
 (Exh. 17 at 3-5, Schedule GAW-2.)   

46. Specifically, Witness Watkins contested the Company’s 

inclusion of CWIP in rate base, its cash working capital calculation, 

its rate case expenses and its AMI-related expenses.  Mr. Watkins 

recommended a lower customer charge than the Company proposed, and 

further recommended moving to an inclining block rate structure. (Id. 

at 26-28, 25, 9-11, 16-20, respectively.)  

47. As to the Company’s proposed revision to its main extension 

tariff, Mr. Watkins testified that he supported making natural gas 

available to more Delawareans, but was concerned that the Company’s 

proposal would result in current customers subsidizing future 

customers.  He recommended establishing a Working Group to evaluate 

alternative methods for achieving the Company’s objectives.  (Id. at 

40-44.) 

                                                           
6 Mr. Watkins submitted public and confidential versions of his pre-filed 

testimony. (Exhs. 17 & 18, respectively.) 
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48. Finally, Public Advocate witness Woolridge testified 

regarding the appropriate overall rate of return and COE for 

Delmarva’s gas distribution operations.  Employing the Company’s 

proposed capital structure and debt cost rate, he applied the DCF and 

CAPM models to a proxy group of publicly-held gas distribution 

companies, deriving a COE in the range of 7.3% to 8.6%. Mr. Woolridge 

recommended an overall rate of return of 6.66%. He testified that the 

Company’s proposed rate of return was inflated primarily due to an 

overstated COE. (Exh. 19 at 2-61.)  

 E. Caesar Rodney Institute (“CRI”) 

49. David Stevenson provided testimony on behalf of CRI that 

focused on Delmarva’s proposed revision of its Service Extension 

tariff.  CRI indicated its support for the expanded use of natural gas 

and the change to allow extensions up to 100 feet per customer without 

charge. (Exh. 20.) 

 F. Delmarva’s Rebuttal Testimony 
 

50. Company witness McGowan submitted testimony rebutting 

Staff’s and the Public Advocate’s positions regarding the Company’s 

overall revenue requirement and its inability to earn its authorized 

rate of return, and ability to raise capital for ongoing investments 

in the gas system. (Exh. 25 at 2-3.)  He also disagreed with the rate 

of return recommendations of DPA witness Woolridge and Staff witness 

Parcell. (Id. at 3.).   

51. Further, Mr. McGowan discussed the Company’s credit 

facility expense adjustment and countered the position of Staff 



18 

 

 

Witness Peterson that recovery of credit facility costs should be 

contingent on including short term debt in Delmarva’s capital 

structure. (Id. at 5-7.) He also discussed the treatment of Executive 

and Non-Executive Incentive Compensation Expense. (Id. at 7-10.) 

Finally, he commented on the Company’s capital structure as of 

December 31, 2012. (Id. at 10-11.) 

52. Company witness Hevert provided rebuttal to Staff’s and the 

Public Advocate’s proposed COEs. He updated his COE models to reflect 

data through June 21, 2013, and also performed a multi-stage DCF 

analysis for his proxy group. He testified that the updated data 

continued to support his original COE recommendation of a range of 

10.25%-10.75%. (Exh. 26 at 2-78.) 

53. Company witness Ziminsky listed certain uncontested 

issues, identified Staff and Public Advocate adjustments or positions 

that the Company had accepted, and addressed other rate base and 

operating expense adjustments that Staff and the Public Advocate 

either had challenged or had made themselves.  (Exh. 27 at 1-42.)  He 

also contested some of Staff’s and the Public Advocate’s positions 

regarding the proposed phase-in for recovery of the AMI regulatory 

asset, and provided an updated revenue requirement for the Company of 

$12,067,000. (Id. at 5, 42-47.) 

54. Company witness Collacchi submitted rebuttal testimony 

regarding Staff’s and the Public Advocate’s opposition to the proposed 

base rate treatment for investment that he claimed was “much needed,” 

provided an update on IMU deployment and activation, and addressed the 

testimonies of Staff witness McGarry and DPA witness Watkins 
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concerning the proposed revision to the main extension tariff.  (Exh. 

28 at 1-11.) 

55. Company witness Santacecelia addressed Staff’s and the 

Public Advocate’s criticisms of Delmarva’s proposed rate design, year-

end Customer Revenue Adjustment, weather normalization adjustment, and 

proposed main extension tariff. (Exh. 29 at 1-6.) 

 

V. THE PROPOSED SETTLEMENT 
 

 

56. On August 26, 2013, Delmarva, Staff and the Public Advocate 

(the “Settling Parties”) advised me that they had reached a settlement 

in principle. On August 27, 2013, the first day of the scheduled 

evidentiary hearings, the Settling Parties presented the terms of the 

Settlement Agreement. I admitted the Settlement Agreement (the 

“Settlement”) into the record.  (Exh. 30.) The Settlement is attached 

as Exhibit “A” hereto, and is signed by the Settling Parties, as well 

as CRI and the Hillstream Association.  

57. First, the Settling Parties agreed to a total revenue 

requirement increase of $6.8 million.  Because the current interim 

rates exceed $6.8 million, customers will actually experience a rate 

decrease as a result of the Settlement.  In addition, Delmarva will 

credit (or refund to former customers) the excess revenue collected 

from July 7, 2013 (the effective date of the interim rate increase) 

through the date the Commission approves the Settlement. The 

credit/refund shall be made proportionally to all customers whose 

rates increased on July 7, 2013, and who became customers thereafter 

using the same billing determinants used for the interim rate 
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increase. (Exhibit A at §II(A)1,3.) 

58. The Settling Parties have reached no understanding as to 

the appropriate Cost of Equity for the Company; however, they have 

agreed that, for reporting purposes and for calculating the costs of 

the Allowance for Funds Used During Construction (“AFUDC”), 

Construction Work in Progress (“CWIP”), regulatory asset carrying 

costs, and for other accounting purposes, the rate which will be used 

is 9.75%.  (Exhibit A at §II(A)1.) 

59. The base rate revenue changes will be applied across the 

board to all classes of customers as reflected on Exhibit 2 of the 

Settlement Agreement. (Exhibit A at §II(A)1.) The only exception is 

the LVG-QFCP class, which will receive an increase that results in it 

paying the actual cost of serving it, as previously required by the 

Commission in PSC Order No. 8079 (December 1, 2011). (Id.) No 

structural changes shall be made to the Company’s existing rate 

design.  

60. The Settlement also included a process to address the 

Company’s request to change its main extension tariff for existing 

residential subdivisions and non-residential customers for existing 

mains. It was agreed that a Working Group would be established 

consisting of the parties to this docket to consider these changes. 

61. The Working Group meetings will be completed on or before 

December 2, 2013. On or before December 16, 2013, the Working Group 

participants will submit to the Commission for consideration either: 

(a) mutually acceptable Service Extension language for inclusion in 

the Gas Tariff; or (b) any objections or modifications to Delmarva’s 
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proposed Service Extension Gas Tariff language.   

62. The Settlement Agreement further provides that any such 

objections or modifications shall not include recommendations that the 

Service Extension language change be re-considered as part of a 

subsequent base rate proceeding or that any extensions under the 

Service Extension Gas Tariff cannot be placed into effect unless as 

part of a subsequent base rate proceeding.  The Settling Parties 

agreed that a final order on the Service Extension issue will be 

issued in this Docket.  (Exhibit A at §(II)(B),1-4.) 

63. In PSC Order No. 7420 (September 16, 2008), the Commission 

authorized Delmarva to establish a regulatory asset for operating 

costs associated with Advanced Metering Infrastructure (“AMI”) 

deployment which included deployment of the IMU portion of AMI (the 

“IMU Asset”). As noted previously, the IMU Asset deployment had 

experienced delays totaling approximately twenty-four (24) months. 

Consequently, the Settling Parties agreed to phase-in recovery of the 

operating costs associated with the IMU Asset into customer rates (the 

“Phase-In”) as follows: (a) 50% of the IMU Asset will be placed into 

rates on May 1, 2014; and (b) the remaining 50% of the IMU Asset will 

be placed into rates on March 1, 2015. (Exhibit A at §(II)(C),1-2.) 

63. Additionally, in order to establish that the IMUs are 

functioning as planned before any portion of the IMU Asset may be 

included in rates on the dates referenced above, the Company must 

establish that for a period of at least ninety (90) days prior to the 

applicable dates: 
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a. With respect to the May 1, 2014 portion of 

the Phase-In, 95% of eligible meters are 

equipped with an activated IMU device and 

those IMU devices are functioning as 

planned; and  

b. With respect to the March 1, 2015 portion 

of the Phase-In, 99% of eligible meters are 

equipped with an activated IMU device and 

those IMU devices are functioning as 

planned. 

Eligible meters consist of meters which are intended to be 

equipped with IMU devices. (Exhibit A at §(II)(C),3.) 

64. The filings for each portion of the Phase-In must be made 

at least 105 days prior to each Phase-In date set forth above.  

Notwithstanding any language to the contrary contained in the 

Settlement Agreement, the ninety (90) day period must include at least 

one (1) of the following months:  November, December, January, 

February, March, or April. (Exhibit A at §(II)(C),4.) 

65. The IMUs will be considered to be “functioning as planned” 

if 95% of the IMU devices have been sending remote readings that are 

being used for billing purposes and those readings are both 99.5% 

accurate and 99.5% timely.  For purposes of this requirement, the 

accuracy rate of 99.5% will be considered achieved if no more than 

0.5% of the bills require adjustment after the bill has been presented 

for payment to the customer.  The timeliness rate of 99.5% will be 

considered achieved if no more than 0.5% of bills are sent later than 
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three (3) full business days after the final meter reading within each 

customer’s monthly billing period.   

66. Any failure to achieve the 99.5% accuracy and timeliness 

requirements must be due to an error attributable to the IMUs.  For 

purposes of calculating the percentage of meters functioning as 

planned, the IMU accuracy rate and the timeliness rate, IMUs that are 

unable to function as planned due to external forces outside the 

reasonable control of the Company will not be included for the purpose 

of determining compliance with the 95% and 99.5% requirements. 

(Exhibit A at §(II)(C),4.) 

67. If the requirements for the portion of the Phase-In 

intended for May 1, 2014 are not met by the Company, then: 

a. The portion of the Phase-In originally 

scheduled to occur on that date will be 

postponed until such time as the Company 

meets the requirements (as set forth above) 

to phase in rates on that date; and   

The portion of the Phase-In originally scheduled to occur on March 1, 

2015 will be postponed until 9 months from the date that the first 

portion of the Phase-In actually goes into effect. (Exhibit A at 

§(II)(C),6) 

68. If the Company does not satisfy the requirements for the 

portion of the Phase-In originally scheduled to occur on March 1, 

2015, then the Phase-In that would have occurred on that date will be 

postponed until such time as the Company meets those requirements. 

(Id.) 
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69. On a going forward basis, the Company agreed to file 

required monthly and quarterly financial reports on a timely basis, in 

accordance with the reporting provisions of Part E of 26 Del. Admin. 

Code §1002. (Exhibit A at §(II)(D),1.) 

70. Finally, Delmarva agreed that it will not file its next gas 

base rate before January 1, 2015. (Exhibit A at §(II)(D),2.) 

71. The Settlement Agreement does not request ratemaking 

treatment for any issues not specifically addressed in the Settlement. 

The Settling Parties (and others) are free to raise those issues in a 

future base rate or other regulatory proceeding. In addition, because 

the Settlement Agreement was a product of extensive negotiation, the 

Settling Parties conditioned the Settlement Agreement on the 

Commission approving it in its entirety without any modification. 

(Exhibit A at §(II)(F),1,2.) 

 VI. THE AUGUST 27, 2013 EVIDENTIARY HEARING 

72. On August 27, 2013, I conducted the duly-noticed evidentiary 

hearing as to whether the proposed Settlement Agreement should be 

approved.  

73. The Settling Parties each presented at least one witness to 

testify regarding the Settlement.
 

Each witness was subject to 

questioning from the parties and interveners who participated in the 

hearing. Intervener CRI was present and represented by David 

Stevenson. Intervener Hillstream II Property Owners Association was 

present and represented by Kim Scovill.  Representative Kowalko was 

not represented at the hearing. 

74. Delmarva witness Ziminsky summarized the major points of 
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the proposed settlement.  He testified that the Settlement resulted in 

just and reasonable rates and was in the public interest. Mr. Ziminsky 

noted that the Settling Parties represented different stakeholder 

groups with diverse interests. He stated that the Settlement struck a 

balance between the Company’s need for additional revenue to maintain 

adequate, safe and reliable service to its customers and the avoidance 

of increased costs to litigate the matter. (TR. at 69-72.)  

75. Witness Ziminsky described the process by which the Settling 

Parties had reached the agreement, noting that the participants had 

investigated, among other things, the claimed amount of the AMI 

regulatory asset, and that Staff had conducted a field audit to review 

financial data used to develop the Company’s revenue requirement. 

(TR.-68.) 

76. With respect to AMI, and in response to cross examination, 

Mr. Ziminsky testified that the amount represented by the first 50% to 

be placed into rates was approximately $379,000.  Over the 15-year 

amortization period, that amount roughly translated to about $0.32 per 

customer.  The amount represented by the second 50% to be placed into 

rates was also approximately $379,000, assuming no change in the 

unamortized balance. (TR. at 77-78.) 

77. Staff witness Malika Davis, Staff’s case manager in this 

Docket, also testified that the Settlement was just and reasonable 

because it will save the ratepayers money by not having to fully 

litigate the case and because the settlement balanced all of the 

parties’ interests.  (TR -81.)   

78. Staff witness Gary Cohen testified that he was involved in 
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the extensive discussions regarding settlement of the AMI regulatory 

asset issue, specifically the IMU issue.  He testified that unlike the 

electric rate case settlement, the resolution of the AMI issue in this 

case focused on IMU deployment, activation and reading. (TR.-84.) He 

described the proposed IMU resolution as requiring activation, along 

with timely and accurate readings.  (TR.-86.)   

79. Mr. Cohen noted that because the IMU technology is much 

newer than the electric AMI technology, it is critical to have 

protection measures and documentation that supports that the devices 

are operating the way they are intended to operate (TR. at 86-87.) In 

terms of the potential cost to ratepayers, Mr. Cohen confirmed the 

$0.32 for the first phase as indicated by witness Ziminsky and 

testified that his estimate of the monthly per-customer cost for the 

second phase was $0.34.  (TR.-88.) 

80. Public Advocate witness Watkins testified that the 

Settlement Agreement resulted in just and reasonable rates and was in 

the public interest. He explained that the proposed revenue 

requirement would provide Delmarva with the opportunity to recover its 

plant investment and to earn a fair but not unreasonably high rate of 

return, and would maintain safe and reliable service for ratepayers 

without excessively high rates (TR.at 91-92.)  He further testified 

that he was satisfied with the resolution of the IMU issue (TR.at 92-

93.)   

81. CRI’s David Stevenson made brief closing comments 

indicating that the settlement was just and reasonable. (TR.-94.) 

Hillstream’s Kim Scovill commented on the benefits to ratepayers (and 
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Delaware residents) of expanding natural gas to additional customers 

as a way of allowing Delmarva to earn a reasonable rate of return on 

its plant and mitigate future rate increases. (TR.-95.)   

VII. DISCUSSION 
 
82. The Commission has jurisdiction over this matter.  (26 Del. 

C. §201(a).) 

83. The Settling Parties, representing diverse interests, have 

testified that the Settlement Agreement results in just and reasonable 

rates and is in the public interest. The Settlement Agreement was 

reached after significant discovery and negotiations between the 

Settling Parties. I find their testimony in support of the Settlement 

persuasive. For the reasons that follow, I recommend that the 

Commission approve the Settlement. 

84. 26 Del. C. §307(a) places the Burden of Proof upon Delmarva 

to show that the proposed rates are just and reasonable. 

85. 26 Del. C. §512(a) provides that “[i]nsofar as practicable, 

the Commission shall encourage the resolution of matters brought 

before it through the use of stipulations and settlements.” 26 Del. C. 

§512(c) provides that the Commission may approve a settlement if it is 

in the public interest.  

86. The fact that the Settling Parties and the Interveners who 

have also executed the Settlement Agreement represent diverse 

interests is persuasive to me. Delmarva’s interest must focus upon 

achieving rates that allow it to recover its costs of providing 

service and an opportunity to earn a fair rate of return. Staff is 

required to balance the utility’s and ratepayers’ interests.  29 Del. 
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C. §8716(d)(2) charges the Public Advocate with advocating the lowest 

reasonable rates for primarily residential and small commercial 

consumers consistent with maintaining adequate utility service and an 

equitable distribution of rates among all the utility’s customer 

classes.
 
 

87. There is substantial evidence on the record in this case to 

support my recommendation that the Settlement Agreement be approved.
7 

(29 Del. C. §10142(d).) First, it is clear that every Settling Party 

which submitted pre-filed testimony (Delmarva, Staff and the Public 

Advocate), recommended some increase in the revenue requirement. But, 

it is also clear that the Settlement Agreement was the product of 

extensive negotiation and compromise. The record evidence supported a 

revenue requirement increase of anywhere between $706,000 (DPA’s 

recommendation, assuming the Commission decided every contested 

monetary issue in its favor) to $12,067,000 (Delmarva’s requested 

revenue requirement, assuming the Commission decided every contested 

monetary issue in Delmarva’s favor).  

88. I find that the Commission in all likelihood would not 

likely have decided every contested issue in favor of any one of the 

participants which submitted pre-filed testimony. Rather, the 

Commission would more likely have balanced each party’s position 

against certain regulatory principles and reached some compromise 

between the various positions taken by the parties. In this context, I 

                                                           
7
  “Substantial evidence is such relevant evidence as a reasonable mind might 

accept as adequate to support a conclusion. It must be more than a 

scintilla, but may be less than a preponderance of the evidence.” Olney v. 

Cooch, 425 A.2d 610, 614 (DE. 1981); Price v. State of Delaware Board of 

Trustees, 2010 WL 1223792 (Del. Super. Mar. 22, 2010) (unpublished opinion). 
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note that the Settlement Agreement’s revenue requirement increase of 

$6,800,000 is substantially less than the Company’s request of 

$12,067,000. 

89. Additionally, with respect to the Company’s request to 

modify its main extension tariff, the parties to this docket have 

agreed to convene a Working Group. The parties have agreed to attempt 

to reach a consensus on an appropriate modification which will satisfy 

the Hillstream residents’ and other Delawareans’ objective of making 

natural gas available to them at a reasonable cost, balanced against 

the Public Advocate’s concern that any changes to the main extension 

tariff not result in current customers unduly subsidizing future 

customers. 

 

VIII. RECOMMENDATIONS 

 

90. In summary, and for the reasons stated above, I find that 

the proposed Settlement Agreement results in just and reasonable rates 

and is in the public interest. Overall, it represents a fair 

resolution of the issues raised in this case. A proposed Order 

implementing the foregoing recommendations is attached hereto as 

Exhibit “B” for the Commission’s consideration. 

 

 

 

 

 

 



30 

 

 

91. Accordingly, I recommend that the Commission adopt this 

Report and approve the Settlement Agreement, confirming that the 

settlement rates can be placed into effect as of the date of the 

Commission Order approving the Settlement Agreement. Such approved 

rates and tariff revisions shall remain effective until changed by 

further Commission Order. 

 

Respectfully submitted,  
 
 
 
 

       /s/ Mark Lawrence     __  
       Mark Lawrence 

Hearing Examiner 

 

 

Dated:  September 30, 2013 
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