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Mr./Ms. L. E. G. Supplier 
Licensed Electric Generation Supplier 
1 Any Street 
Anywhere, USA 00000 

September 30, 1997 

Dear Mr/Ms. Supplier: 

PECO Energy Company's Power Team (Power Team) is pleased to announce an offering 
of products associated with the Pennsylvania Retail Access Pilot Program (Pilot) to 
participating Licensed Electric Generation Suppliers (LEGSs). Below is a description of 
our standard supply offer for load following energy and installed capacity for current 
PECO Energy load as well as a solicitation of market-based bids for other specific 
products associated with the pilot. It is our intention with this offering and solicitation to 
provide LEGSs with products needed to deliver reliable electricity to retail customers at 
competitive prices. 

RETAIL PILOT STANDARD SUPPLY OFFER FOR PECO ENERGY LOAD 

All-in Retail Supply 
• Product Definition: the delivered product will include load-following energy and 

operating capacity, and installed capacity (including reserve margin obligations), 
and transmission and distribution losses. 

» Price: the prices for this product will be equal to the customer credit in the Pilot 
rules for PJM energy and capacity. For residential and commercial load, this 
price is 3.0 cents per JcWh. For industrial load, the price will be determined based 
on an individual customer's load characteristics. Note that, for billing purposes, 
the LEGSs will be responsible for remitting Pennsylvania Gross Receipts Taxes 
and Power Team will reduce its charge to the LEGSs accordingly. 

Power Team reserves the right to discount the above pricing prior to the cloSe of 
the offering. All LEGSs will be simultaneously notified in writing of any 3 
discount that Power Team makes to all-in retail supply pricing. 

Delivery Point: retail load currently served by PECO Energy. 
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Amount Available 
Power Team will offer each LEGS an amount of all-in retail supply equal on a capacity 
basis to the amount of existing PECO load won by that LEGS in the PECO Energy Retail 
Pilot Program. 

Term 
The term for purchasing all-in retail supply is for the entire duration of the Pilot, i.e. 
from November 1, 1997 through December 31,1998. 

Eligibility 
Power Team wilt make these products available only to LEGSs that win existing PECO 
load in the PECO Energy Retail Pilot, and only in an amount equal to the LEGS's load 
that previously was PECO load. LEGSs must provide verification to Power Team that 
they have won previous PECO load in the PECO Energy Retail Pilot. (Reports required 
by the Pa. PUC will provide adequate verification. LEGSs must identify total loads, 
provide expected load profiles and a breakdown of aggregate residential and commercial 
versus industrial loads.) 

Application 
• Products: Power Team must be notified in writing of a LEGS's intention to procure 

the all-in retail supply product by 12:00 PM on October 27,1997. 

• Tariff: All LEGSs purchasing the all-in retail supply from Power Team must qualify 
as an Eligible Entity pursuant to PECO Energy Company's FERC Electric Tariff 
Volume No. 1 and must execute a Service Agreement under this tariff. Those 
customers who have not yet signed a Service Agreement with PECO and who wish to 
purchase supply from Power Team beginning on November 1, 1997, must provide 
Power Team with a contact from the LEGS that will facilitate the execution of a 
Tariff Service Agreement by October 10, 1997. The Service Agreement itself must 
be executed and delivered to Power Team by no later than October 24,1997. 
Finally, LEGSs that purchase all-in retail supply will be required to execute a 
transaction letter by no later than October 31,1997. Power Team will provide this 
letter upon notification of intention to procure ail-in retail supply. 

• Credit: All wholesale purchasers transacting with Power Team must comply with our 
Credit Policy. All credit information required to comply with the Credit Policy must 
be submitted to Power Team by no later than October 10,1997. 

For LEGSs that do not have an executed Service Agreement under PECO Energy 
Company's FERC Electric Tariff Volume No. 1, enclosed is a copy of the Tariff and 
Credit Policy. 
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SOLICITATION QF MARKET-BASED Bins 

In addition to the above product offerings. Power Team will accept market-based bids to 
procure from Power Team, individualized products for the specific purpose of supplying 
retail loads won within any or all of the retail pilot programs operating in Pennsylvania 
from November 1, 1997 to December 31,1998. Bids should be as detailed as possible 
and include specific product definitions, terms, and pricing. Power Team will evaluate all 
bids promptly, however, notwithstanding anything contained herein to the contrary. 
Power Team reserves the right to reject any and all market-based bids. 

GENERAL LEGS REQUIREMENT 

AJi LEGSs wishing to purchase supply from Power Team must comply with Power 
Team's Tariff and Credit Policy, as set forth above. Additionally, LEGSs will be 
responsible for billing, collecting, reporting and remitting all applicable taxes to the 
approriate authorities, and shall provide to Power Team a Pennsylvania Exempt 
Certificate for State or Local Sales and Use Tax. 

Please submit standard supply offer notifications, market-based bids, credit information, 
tariff information, and tax information to: 

Power Team 
2004 Renaissance Boulevard 
King of Prussia, PA 19406 
c/o Kenneth W. Cornew - PA Retail Pilot 

I f you have any questions, please call Ken Cornew at (610) 292-6627 or Andy HuemmJer 
at (610) 292-6625. 

For specific credit, tariff, or tax questions, please call Mike Harrington at (610) 292-6536. 

Sincerely, 

Nancy J. Zausner 
President, Power Team 



PECO Energy Restructuring Plan 
Response of Delmarva Power & Light Company 

to Interrogatory of Sen. Fumo 
Set I - 5 

Q. Please respond to the following questions which refer to the Prehearing 
Memorandum of the Pennsylvania Electric Competition Coalition dated 
September 9, 1997: 

a) On page 5. please explain how the Partial Settlement produces a financial 
"windfall" to PECO. Is there an estimate oft he size of the "windfall?" I f so, 
please provide a copy of that estimate accompanied by all work papers, studies, 
notes and other materials used in its derivation, including the name of an 
individual that would be available to testify on this matter. 

b) On page 5, please explain how the Partial Settlement denies customers the 
benefits of even lower rates. Is there an estimate of the size of the rate reduction 
in the absence of PUC approval of the Partial Settlement? I f so, please provide a 
copy of that estimate accompanied by all work papers, studies, notes and other 
materials used in its derivation. In addition, please provide the name of an 
individual that would be available to testify on this matter. 

c) Please provide copies of any studies, documents or other materials that provide 
projections of the wholesale price for power that is projected for 1999 for the PJM 
Power Pool. In addition, please provide the name of an individual that would be 
able to testify on this matter. 

d) What is Delmarva / Conectiv's position concerning whether or not the various 
charges contained in Table A of the partial Settlement include delivery charges? 

e) Please provide copies of any studies or analyses that have been performed which 
support the statement on page 6, that the Partial Settlement fails to flow through 
fully to customers cost savings from planned securitization of up to $4 billion in 
stranded costs. In addition, please provide the name of an individual that would 
be able to testify on this matter. 

f) Please identify any provision of the Electric Generation Customer Choice and 
Competition Act which may prohibit the PUC from permitting a utility to recover 
any increases in decommissioning costs over and above any amounts-included in 
initial CTC recovery levels. o ^ 
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g) Please provide any studies that have been performed to support the statement on 
page 7, that the Partial Settlement could be revised to produce generation credits 
that are consistent with the PUC's determinations in the Pilot Order while still 
permitting PECO to recover its agreed upon $5.5 billion in stranded cost and still 
allowing the guaranteed rate decreases proposed in the settlement. In addition, 
please provide the name of an individual that would be available to testify on this 
matter. 

A. See the testimony of Pennsylvania Electric Competition Coalition 
witnesses. 



Docket R-00973953 
-PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
L i g h t Company 

•MP-1-1 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding future natural gas prices. 

b. Identify and describe all assumptions regarding future natural gas prices that you 
intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 1(b) 

* 

d. Produce ail documents identified and/or described in Request No. 1(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding future 
natural gas prices in any administrative or civil proceedings since January 1,1990, 
with the exception of the current proceeding. If ao, please produce all documents 
filed and/or produced in the prior proceedings which set forth such assumptions. 

MP-1-1 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in this 
proceeding regarding future natural gas prices. 
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Docket R-00973953 
PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
Lig h t Company 

MP-1-2 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding future oil prices. 

b. Identify and describe all assumptions regarding future oil prices that you intend to 
use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 2̂ b) 

d. Produce all documents identified and/or described in Request No. 2(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding future oil 
prices in any administrative or civil proceedings since January 1, 1990, with the 
exception of the current proceeding. I f so, please,produce all documents filed 
and/or produced in the prior proceedings which set forth such assumptions. 

MP-1-2 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any wimess in this 
proceeding regarding future oil prices. 

C:\OPPlCB\HPHIH\WPDOCS\DBLKMVA\RBSTRCCT\IHTHR-MP.RSP 
J u l y I T . 199 ' (Lsteps) 



Docket R-00973953 
• PECO Interrogatory 
to Delmarva Power & 
Light Company 

MP-1-3 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding future coal prices. 

b. Identify and describe all assumptions regarding future coal prices that you intend 
to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 3£b) 

d. Produce all documents identified and/or described in Request No. 3(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding future 
coal prices in any administrative or civil proceedings since January 1,1990, with 
the exception of the current proceeding. I f so, please produce all documents filed 
and/or produced in the prior proceedings which set forth such assumptions. 

MP-1-3 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any wimess in this 
proceeding regarding future coal prices. 

CAOP?ICB\>tPMIM\HPDOCS\OSL«A»VX\RSST»«CT\ISTBR-MI>.XS» 
Ju ly 17, 1997 ( l :4Bpnl 



Docket R-00973953 
"PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
Li g h t Company 

MP-1-4 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding future uranium prices. 

b. Identify and describe all assumptions regarding future uranium prices that you 
intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 4£b) 

d. Produce all documents identified and/or described in Request No. 4(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding future 
uranium prices in any administrative or civil proceedings since January 1,1990, 
with the exception of the current proceeding. If §o, please produce all documents 
filed and/or produced in the prior proceedings which set forth such assumptions. 

MP-1-4 Response: 

Delmarva has not sponsored nor does it presently, intend to sponsor any witness in this 
proceeding regarding future uranium prices. 

CiVOPPICBXHPWINWPOOCSNDBLXAJlVXMlESniUCrMMTBR-MP.RSP 
J u l y 17. 199' (l:4Spml 



Docket R-00973953 
PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
Light Company 

MP-1-5 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding future O&M costs. 

b. Identify and describe all assumptions regarding future O&M costs that you intend 
to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 5(b) 

d. Produce all documents identified and/or described in Request No. 5(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding future 
O&M costs in any administrative or civil proceedings since January 1,1990, with 
the exception of the current proceeding. If so, plfease produce all documents filed 
and/or produced in the prior proceedings which set forth such assumptions. 

MP-1-5 Response: 

Delmarva has not sponsored nor does it presentlyjntend to sponsor any witness in this 
proceeding regarding future O&M costs. 

CAOrPICK\WPHIH\WPDOCS\DBL«AaVA\RBST1!UC7r\INTKR-MP.RSP 
J u l y 17, 1997 (l:48pM) 



Docket: R-00973953 
'PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
L i g h t Company 

MP-1-6 Request: 

State whether you intend to sponsor any assumptions in the current proceeding 
regarding: (1) nuclear generating plant capacity factors; and/or (2) fossil 
generating plant availability factors. 

b. Identify and describe all assumptions regarding: (1) nuclear generating plant 
capacity factors; and/or (2) fossil generating plant availability factors that you 
intend to use in calculating stranded costs for PECO. 

*c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 6(b) 

d. Produce all documents identified and/or described in Request No. 6(b) and (c). 

e. State whether you have provided or set forth any âssumptions regarding: (1) 
nuclear generating plant capacity factors; and/or (2) fossil generating plant 
availability factors in any administrative or civil proceedings since January 1, 
1990, with the exception of the current proceeding. I f so, please produce all 
documents filed and/or produced in the prior proceedings which set forth such 
assumptions. 

MP-1-6 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in this 
proceeding regarding (1) nuclear generating plant capacity factors; and/or (2) fossil generating 
plant availability factors. 

C: \OPPIC3\MPWIH\HPDOCS\DBUttRVA\RBSTRUCT\ IHTHR-MP. RSP 
J u l y 17, 1997 ( l i lSpm) 



Docket R-00973953 
"PECO Interrogatory 
to Delmarva Power & 
Light Company 

MP-1-7 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding: (1) load growth; and/or (2) capacity additions. 

b. Identify and describe ail assumptions regarding: (1) load growth; and/or (2) 
capacity additions that you intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 7̂ b) 

d. Produce all documents identified and/or described in Request No. 7(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding: (1) load 
growth; and/or (2) capacity additions in any administrative or civil proceedings 
since January 1,1990, with the exception of the Current proceeding. If so, please 
produce all documents filed and/or produced in the prior proceedings which set 
forth such assumptions. 

MP-1-7 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in this 
proceeding regarding (1) load growth; and/or capacity additions. 

C!\0FPICS\WPt(IN\WPD0CS\DB12<XRVA\RBSTRUCT\IMTBR-MP.ilSP 
J u l y 17, 1997 U ^ & j r a ' 



Docket R-00973953 
PECO Interrogatory 
to Delmarva Power & 
Light Company 

MP-1-8 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding reserve margins and/or reserve requirements. 

b. Identify and describe aU assumptions regarding reserve margins and/or reserve 
requirements that you intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for ail of the assumptions identified and described in 
Request No. 8(b) 

d. Produce all documents identified and/or described in Request No. 8(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding reserve 
margins and/or reserve requirements in any administrative or civil proceedings 
since January 1, 1990, with the exception of the Ourrent proceeding. If so, please 
produce all documents filed and/or produced in the prior proceedings which set 
forth such assumptions. 

MP-1-8 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any wimess in this 
proceeding regarding reserve margins and/or reserve requirements. 

C: \{)FPICB\HPMIN\MroOCS\DBLM«lVA\ilBSTllUCT\ IHTHH-MP. RSP 
J u l y I T . 1-997 (l:4Bpml 



Docket R-00973953 
PECO I n t e r r o g a t o r y 
to Delmarva Power & 
Light Company 

MP-1-9 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding future inflation and/or escalation factors. 

b. Identify and describe all assumptions regarding future inflation and/or escalation 
factors that you intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 9Q>) 

* 

d. Produce all documents identified and/or described in Request No. 9(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding future 
inflation and/or escalation factors in any administrative or civil proceedings since 
January 1, 1990, with the exception of the current proceeding. I f so, please 
produce all documents filed and/or produced in the prior proceedings which set 
forth such assumptions. 

MP-1-9 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in this 
proceeding regarding future inflation and/or escalation factors. 

C: \0PPICB\WPMIN\WPDOCS\DKIJiARVA\H8STRaCT\ INTER-MP. RSP 
J u l y 17, 1997 (l:4Spa) 



Dockeu R-00973953 
'PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
L i g h t Company 

MP-1-I0 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding carrying the cost of capital and/or interest rates. 

b. Identify and describe all assumptions regarding carrying the cost of capital and/or 
interest rates that you intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. ip(b) 

d. Produce all documents identified and/or described in Request No. 10(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding carrying 
the cost of capital and/or interest rates in any administrative or civil proceedings 
since January 1, 1990, with the exception of the current proceeding. If so, please 
produce all documents filed and/or produced in the prior proceedings which set 
forth such assumptions. 

MP-MO Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in this 
proceeding regarding the cost of capital and/or interest rates. 

C:\OPPICB\WPMIN\WPOOCS\OBtJWRVA\BBSTRUCT\IMTBll-MP.RSP 
J u l y 17. 1997 <l;*8p(D) 



Docket R-00973953 
"PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
Light Company 

MP-1-11 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding 

b. Identify and describe all assumptions regarding future generating plant 
technology, including assumed heat rates, that you intend to use in calculating 
stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 11(b) 

d. Produce all documents identified and/or described in Request No. 11(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding future 
generating plant technology, including assumed heat rates, in any administrative 
or civil proceedings since January 1, 1990, with the exception of the current 
proceeding. I f so, please produce all documents filed and/or produced in the prior 
proceedings which set forth such assumptions. 

MP-l- l l Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in this 
proceeding regarding future generating plant technology, including assumed heat rates. 

C: \OFPICT\WPMIH\KPOOCS\DRLMARVA\RRSTBDCT\ INTER-MP. RSP 
Ju ly 17, 1997 < l :*ap« l 



Docket R-00973953 
'PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
L i g h t Company 

MP-1-12 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding the cost of a new combined cycle and/or combustion turbine capacity. 

b. Identify and describe all assumptions regarding the cost of a new combined cycle 
and/or combustion turbine capacity that you intend to use in calculating stranded 
costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 12(b) 

d. Produce all documents identified and/or described in Request No. 12(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding the cost 
of a new combined cycle and/or combustion turtfine capacity in any 
administrative or civil proceedings since January 1, 1990, with the exception of 
the current proceeding. If so, please produce all documents filed and/or produced 
in the prior proceedings which set forth such assumptions. 

MP-I-12 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any wimess in 
this proceeding regarding the cost of a new combined cycle and/or combustion turbine capacity. 

CAOFPICBNHPWIWNWPDOCSVDBUCUlVAVRRSTRUCTrMMTBH-MP.RSP 
J u l y 17, 1997 (1:4BE»J 



Docket R-00973953 
•PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
L i g h t Company 

MP-M3 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding transmission constraints. 

b. Identify and describe all assumptions regarding transmission constraints that you 
intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 13(b) 

• 
d. Produce all documents identified and/or described in Request No. 13(b) and (c). 
e. State whether you have provided or set forth any assumptions regarding 

transmission constraints in any administrative or civil proceedings since January 
1, 1990, with the exception of the current proceeding. If so, please produce all 
documents filed and/or produced in the prior proceedings which set forth such 
assumptions. 

MP-M3 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in 
this proceeding regarding transmission constraints. 

C:\OPPICB\WPMIN\KPDOCS\DBLIWlVA\llSSTRUCT\INTBR-MP.HSP 
J u l y 17, 1997 ( l :4>pa l 



Docket R-00973953 
"PECO Interrogatory 
to Delmarva Power & 
Light Company 

MP-1-14 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding the possible extension of existing generating plant facilities. 

b. Identify and describe all assumptions regarding the possible extension of existing 
generating plant facilities that you intend to use in calculating stranded costs for 
PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 14(b) 

d. Produce all documents identified and/or described in Request No. 14(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding the 
possible extension of existing generating plant facilities in any administrative or 
civil proceedings since January 1, 1990, with the exception of the current 
proceeding. If so, please produce all documents filed and/or produced in the prior 
proceedings which set forth such assumptions. 

MP-1-14 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any wimess in 
this proceeding regarding the possible extension of existing generating plant facilities. 

C;\0FPICB\WPMm\WPDOCS\DBLMARVA\RaSTRUCT\IHT8R-MP.RSP 
J u l y 17. 1997 I lMSpml 



Docket R-00973953 
'PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
Light Company 

MP-1-15 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding the cost of sulfur dioxide (S02) emissions. 

b. Identify and describe all assumptions regarding the cost of sulfur dioxide (S02) 
emissions that you intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 15(b) 

d. Produce all documents identified and/or described in Request No. 15(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding the cost 
of sulfur dioxide (SOi) emissions in any administrative or civil proceedings since 
January 1, 1990, with the exception of the currertt proceeding. If so, please 
produce all documents filed and/or produced in the prior proceedings which set 
forth such assumptions. 

MP-1-15 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in 
this proceeding regarding the cost of sulfur dioxide (S02) emissions. 

C:\OPPICB\WPWIN\WlTOCS\DBLMAaVA\RSSTKUCT\INTKR-MP.RSP 
J u l y 17. 1997 (l:4Spa) 



Docket R-00973953 
PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
L i g h t Company 

MP-1-16 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding the cost of nitrogen oxides (NOJ emissions. 

b. Identify and describe all assumptions regarding the cost of nitrogen oxides 
emissions that you intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 16(b) 

d. Produce all documents identified and/or described in Request No. 16(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding the cost 
of nitrogen oxides emissions in any administrative or civil proceedings since 
January 1, 1990, with the exception of the currertt proceeding. If so, please 
produce all documents filed and/or produced in the prior proceedings which set 
forth such assumptions. 

MP-1-16 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in 
this proceeding regarding the cost of nitrogen oxides (NO,,) emissions. 

C:\OPPICB\HPKIN\HPDOCS\DRI>l«lVA\RBSTRUCT\IIJTBR-MP.RSP 
J u l y 17, 1997 <l:48pm) 



Docket R-00973953 
'PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
Light Company 

MP-1-17 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding availability and/or transmission of energy and capacity from other 
power pools and/or reliability councils to the PJM. 

b. Identify and describe all assumptions regarding availability and/or transmission of 
energy and capacity from other power pools and/or reliability councils to the PJM 
that you intend to use in calculating stranded costs for PECO. 

'c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 17(b) 

d. Produce all documents identified and/or described in Request No. 17(b) and (c). 

e. State whether you have provided or set forth any âssumptions regarding 
availability and/or transmission of energy and capacity from other power pools 
and/or reliability councils to the PJM in any administrative or civil proceedings 
since January 1, 1990, with the exception of the current proceeding. If so, please 
produce all documents filed and/or produced in the prior proceedings which set 
forth such assumptions. 

MP-1-17 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in 
this proceeding regarding availability and/or transmission of energy and capacity from other 
power pools and/or reliability councils to the PJM. 

C: \OFf ICB\WPmH\HPDOCS\DBLKMVA\RBSTHDCT\ ItiTBR-MP. RSP 
J u l y l l , 1997 tl:*ap<n) 



Docket R-00973953 
PECO Interrogatory 
to Delmarva Power & 
Light Company 

MP-1-18 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding 
regarding availability and/or transmission of energy and capacity from the PJM to 
other power pools and/or reliability councils. 

b. Identify and describe all assumptions regarding availability and/or transmission of 
energy and capacity from the PJM to other power pools and/or reliability councils 
that you intend to use in calculating stranded costs for PECO. 

c. Set forth the factual basis for all of the assumptions identified and described in 
Request No. 18(b) 

d. Produce all documents identified and/or described in Request No. 18(b) and (c). 

e. State whether you have provided or set forth any assumptions regarding 
availability and/or transmission of energy and capacity from the PJM to other 
power pools and/or reliability councils in any administrative or civil proceedings 
since January 1, 1990, with the exception of the current proceeding. If so, please 
produce all documents filed and/or produced in the prior proceedings which set 
forth such assumptions. 

MP-1-18 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in 
this proceeding regarding availability and/or transmission of energy and capacity from the PJM 
to other power pools and/or reliability councils. 

C: \OPPICB\KPWIN\tlPDOCS\DBt«ARVA\ItKSTROCT\IHTBR-MP .RSP 
J u l y 17, 1997 ( l :4BpBl 



Docket R-00973953 
-PECO I n t e r r o g a t o r y 
t o Delmarva Power 5c 
Light Company 

MP-1-19 Request: 

a. State whether you intend to sponsor any assumptions in the current proceeding to 
forecast: (1) annual electricity production; and/or (2) the annual market electricity 
price. 

b. Identify and describe the analytical model that you intend to use to forecast: (1) 
annual electricity production; and (2) the annual market electricity price in 
calculating stranded costs for PECO. 

*c. Set forth the b*asis for your choice of the model identified and described in 
Request No. 19(b) 

d. Produce all documents identified and/or described in Request No. 19(b) and (c). 

. e. State whether you have provided or set forth any\analytical model used to 
forecast: (1) annual electricity production; and/or (2) the annual market electricity 
price in any administrative or civil proceedings since January 1, 1990, with the 
exception of the current proceeding. I f so, please produce all documents filed 
and/or produced in the prior proceedings which set forth such analytical model. 

MP-1-19 Response: ' ' 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in 
this proceeding to forecast: (1) annual electricity production; and/or (2) the annual market 
electricity price. 

C:\0PPICB\WPHIM\«PDOCS\DBLMAIlVA\RBSTHDCTM(rrBa-MP.RSP 
Ju ly 17, 1997 (l:48pO) 



Docket R-00973953 
•PECO I n t e r r o g a t o r y 
t o Delmarva Power & 
L i g h t Company 

MP-1-20 Request: 

a. State whether you intend to forecast in the current proceeding the annual 
electricity production and/or the annual market electricity price. 

b. Identify and describe the time periods for which you intend to forecast annual 
electricity production and/or the annual market electricity price in calculating 
stranded costs for PECO. 

c. Set forth the basis for your choice of the time periods identified and described in 
Request No. 26(b) 

d. Produce all documents identified and/or described in Request No. 20(b) and (c). 

e. State whether you have provided or set forth any forecasts of annual electricity 
production and/or the annual market price in any^dministrative or civil 
proceedings since January 1,1990, with the exception of the current proceeding. 
If so, please produce all documents filed and/or produced in the prior proceedings 
which set forth such assumptions. 

MP-1-20 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in 
this proceeding to forecast the annual electricity production and/or the annual market electricity 
price. 

C:\0??lCB\*miV\maOCS\DBlMM.VK\KBSTRUCT\ INT8R-MP. RSP 
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Docket R-00973953 
PECO Interrogatory 
to Delmarva Power & 
Light Company 

MP-1-21 Request: 

a. State whether you intend to model any NERC region/subregion in the current 
proceeding. 

b. Identify and describe each NERC region/subregion that you intend to model in 
calculating stranded costs for PECO. 

c. Set forth the basis for your choice of the power pools identified and described in 
Request No. 21(b) 

d. Produce all documents identified and/or described in Request No. 21(b) and (c). 

e. State whether you have attempted to model any NERC region/subregion in any 
administrative or civil proceedings since January 1,1990, with the exception of 
the current proceeding. I f so, please produce all documents filed and/or produced 
in the prior proceedings which set forth such models. 

MP-1-21 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any wimess in 
this proceeding to model any NERC region/subregion in the current proceeding. 
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Docket R-00973953 
'PECO I n t e r r o g a t o r y 
to Delmarva Power & 
L i g h t Company 

MP-1-22 Request: 

a. State whether you intend to adopt and/or sponsor in the current proceedings any 
projected energy prices to derive the revenue of each generating unit in 
calculating the respective unit's stranded costs. 

b. Identify and describe the projected energy prices that you propose to use to derive 
each generating unit's revenue in calculating the respective unit's stranded costs 
for PECO. 

* c. Set forth the basis for the projected energy prices identified and described in 
Request No. 22(b) 

d. Produce all documents identified and/or described in Request No. 22(b) and (c). 

e. State whether you have adopted and/or sponsored any projected energy prices 
used to derive the revenue of each generating unit in calculating the respective 
unit's stranded costs in any administrative or civil proceedings since January 1, 
1990, with the exception of the current proceeding. If so, please produce all 
documents filed and/or produced in the prior proceedings which set forth such 
projected energy prices. 

MP-1-22 Response: 

Delmarva has not sponsored nor does it presently intend to sponsor any witness in 
this proceeding to project energy prices to derive the revenue of each generating unit in 
calculating the respective unit's stranded costs. 
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! INTRODUCTION 

2 Delmarva & Light Company ("Delmarva" or the "Company") supports electric industry 

3 restructuring. The Company believes that, done properly, restructuring will benefit residential 

4 consumers, businesses, and the overall economic well-being of the State of Delaware by allowing 

5 choice among retail electricity suppliers and improving the way in which monopoly electricity 

6 distribution services are priced. Delayed implementation of electricity supplier choice is not a 

7 viable option and may disadvantage Delaware. 

8 Putting Restructuring in Perspective 

9 Elearic industry restructuring involves giving customers the opportunity to choose their 

10 electricity suppliers. (Restructuring is commonly referred to as retail access, open access, 

11 customer choice and/or restructuring.) This allows the price and terms and conditions under 

12 which electricity is supplied to customers to be determined by market forces, instead of by a 

13 regulatory agency's determination of the embedded, book cost of providing electric service. In 

14 Deimarva's view, restructuring also should involve the improved regulation of the electricity 

15 distribution function, which will remain a natural monopoly after customers are able to choose 

16 their electricity supplier. The objectives of this improvement in regulation should be to reduce 

17 distribution the cost of regulation itself and to give utilities financial incentives to reduce costs and 

18 improve service. 

19 Electric industry restmcturing necessarily involves dismantling a well-established 

20 regulatory regime. The most significant aspect of this change is the elimination of an incumbent 

21 utility's valuable franchise right to be the exclusive supplier of electricity to customers in a defined 

22 service territory. While, as noted, the electricity distribution function will remain a monopoly, the 

23 utility's monopoly on supplying electricity will no longer exist, because the utility and others will 



1 compete to supply electricity to customers in what was formerly an exclusive service territory. In 

2 other words, except perhaps as a supplier of last resort and then at a maricet price, incumbent 

3 utilities will no longer have the right or obligation to supply electricity to existing and new 

4 customers in a defined service territory. 

5 Key Elements of Successful Electric Industry Restructuring in Delaware. 

6 It is critical to the success of electric industry restructuring in the State of Delaware that 

7 incumbent utilities be permitted to compete fairly with other electricity suppliers from the onset of 

8 deregulation. 

9 While these comments contain numerous detailed responses to Staffs report, there are 

10 three changes that must be made to Staffs proposal to create an effective, workable customer 

11 choice plan. The three changes are discussed below: 

12 1. The incumbent utility's generating assets must be deregulated 
13 at the start of the transition to a competitive electricity supply 

14 market. 

15 A transition to competition among elearicity suppliers that continues the incumbent 

16 utility's obligation to serve at a capped regulated or "standard offer" price will necessarily retard 

17 the formation of a truly competitive electricity supply market by withholding the incumbent 

18 utility's generating assets from that market. It is likely, moreover, that the creation of such a two-

19 tiered pricing regime will distort the market for electricity. The existence of a two-tiered pricing 

20 regime allows customers who have attractive usage characteristics and thus a below-average 

21 cost of service - to opt for market-priced electricity. Since higher-than-average cost customers 

22 would likely pay higher-than-current-tarifF prices in the market, under Staffs proposal, the 

23 incumbent utility will be obliged to continue to serve them at a capped regulated or standard offer 

24 rate. By definition, those customers will be no worse off than they would have been had price 



1 regulation continued, as Staff contends is necessary, only if the regulated or standard offer rate 

2 they pay is nifrgt^H in some fashion, or if the utility is not given the opponunity to cam a fair 

3 return on its investment. 

4 The simpler and better solution is to deregulate the generating assets of all incumbent 

5 utilities immediately and to make the incumbent utility the supplier of last reson at a market-based 

6 price plus an appropriate administrative cost charge. 

7 2. As compensation for the incumbent utility's loss of its valuable 
8 franchise right to supply electricity to customers in a defined 

9 service territory, full "stranded cost*1 recovery must be allowed. 

10 Stranded costs include the net value of (i) above-market generating assets installed or 

11 purchases made to satisfy" the utility's legal obligation to serve and (ii) regulatory assets accrued 

12 under the existing regulatory regime.' In Deimarva's case, recovery of net stranded costs is 

13 manageable and should be accomplished for the most part by using a modest, non-bypassable 

u Market Transition Charge (the "MTC") except for nuclear decommissioning costs, which are 

15 mandated and subject to change. The MTC should be collected over a fixed, four-year recovery 

16 period beginning in 1999. Delmarva differs from Staff on this issue. Delmarva believes that the 

17 MTC should be an access-type charge, not a per kWh charge as advocated by Staff. The MTC 

18 should not be subject to a "true-up" at the end of the transition period. 

1 Delmarva is particularly troubled by Staffs singling out of the Company's PECO Energy 
power purchase. A disallowance of the costs of that purchase may be ordered, of course, oniy 
after affording Delmarva procedural due process, as mandated by Delaware law, and showing that 
the purchase, when made, involved waste, bad faith, or an abuse of discretion. More 
fundamentally, the PECO Energy purchase was a way in which Delmarva satisfied its legal 
obligation to serve customers in the former Conowingo Power Company service territory and the 
rest of its franchised service area. The Company cannot fairly be faulted for meeting its legal 
obligation to serve by contracting for a reliable supply of market-priced electricity. 

3 



1 3. Performance-based ratemaking ("PBR") principles should be 
2 used to set the price charged for delivering electricity to 
3 Delaware's homes and businesses. 

4 There is no reason to delay implementing this improvement in the way in which monopoly 

5 distribution services are priced and thus achieving the reduced regulatory expense and efficiency 

6 improvements promised by a well-designed PBR regime. The distribution component of the 

7 electric business cannot benefit from competition and deregulation, but traditional regulation can 

8 be improved upon with a PBR that incents good performance and controls prices in a way that 

9 more closely mimics a competitive market. The concerns about PBR raised in the Staff report can 

10 be addressed through proper PBR design. 

11 Deimarva's "Strawman" Restructuring Proposal. 

12 In late 1996, Delmarva developed and presented its own proposed framework, or 

13 "strawman", for restructuring, as part of the Delaware Collaborative for Retail Competition. Key 

14 elements of the strawman included: 

15 " A four-year phase-in to choice, beginning with 10% of customers on January 1, 19992; 
16 20% on January 1, 2000, 40% on January I , 2001, 70% on January 1, 2002, and 100% 
17 on January 1, 2003. 

18 - The same percentage of each customer class, in terms of energy/load, to be 
19 opened to competition at same time. 

20 - Customer selection to be determined by lottery. Customers must elect 100% of 
21 load by location. 

22 - For customers who did not/could not choose, Delmarva to continue to provide 

23 energy, at least through the transition period. 

24 • Rates to be unbundled beginning January 1, 1999. 

25 • During the transition period, a generation price subdivided into 2 components: a retail 
26 market energy supply price (based on an estimate of market prices for 1999-2002) and 
27 a MTC to recover stranded costs. 

Staff recommends beginning in April 1999 and Delmarva does not object to that start date. 
4 



1 - Elimination ofthefiiei adjustment clause as of December 31, 1998. Any 
2 remaining deferred fuel balance to be recovered or credited via a "correction 
3 fector"in 1999. 

4 • For customers who do not yet have the option to choose another supplier, the total 
5 generation price (energy supply plus MTC) to be fixed at 1998 levels for 1999 through 
6 2002. Prices for generation to be determined by the market beginning January 1, 2003. 

7 • Continued regulation of the distribution delivery charge under PBR plan beginning 
8 January 1, 1999, subject to periodic Commission review. 

9 • Stranded costs will be recovered from all customers via a non-bypassable MTC charge 
10 from 1999-2002 (with the exception of nuclear decommissioning costs, which will be 
11 recovered over the plants' remaining lives). 

12 Delmarva believes that its proposals present a useful framework for transitioning to 

13 competition in the elearic-industry. 

14 Two Cautionary Notes 

15 The General Assembly has sought the Commission's views on electric industry 

16 restructuring. The procedure adopted in this docket creates multiple opportunities for comment. 

17 That procedure does not create, however, a means for resolving disputed issues of faa or 

18 law. Accordingly, unless there is consensus, the Commission should be cautious in endorsing any 

19 particular approach to industry restructuring, particularly if the resolution of disputed factual or 

20 legal issues might influence the Commission's view on the merits of a proposed restructuring 

21 paradigm. 

22 Delmarva also believes that a thorough review of the Public Utilities Act of 1974 and the 

23 State's utilityrelated taxes should be undertaken as part of electric industry restructuring in 

24 Delaware. The need for statutory change will depend, of course, on exactly how electric industry 

25 restmauring is accomplished. 

26 This introduaion focuses on Deimarva's main points raised by Staffs recommendations 

27 for electric industry restructuring. The remainder of Deimarva's comments follow the sections of 

5 



1 Staffs Report, restating Staff's position where appropriate and then discussing Deimarva's 

2 position on major issues. Not commenting on a specific point does not necessarily mean that 

3 Delmarva agrees or disagrees with Staff s views. 



1 1.0 SttfTs Introduction and Background 

2 1.1 Background 

3 No comment. 

4 1.2 Current Electricity Market in Delaware 

5 No comment. 

6 1.3 Application of Restructuring Policies to the Cooperative and Municipal Utilities 

7 STAFF'S POSITION 

8 Staff believes that the Delaware Electric Cooperative ("DEC") and the municipal 

9 utilities may require different treatment and policies from an investor-owned utility, 

io Staff notes the difference in size, financial risk and tax treatments. Staff recommends 

n that the Commission impose a reciprocity obligation for municipals (Section 3.5) and 

12 seeks comments on this issue. 

13 DELMARVA'S POSITION 

14 Delmarva believes that all elearic customers should be provided with 

15 comparable choices and all electric markets should be opened to competition. As 

16 noted in the Staff Report, the Commission does not currently have the authority to 

17 require municipal utilities to provide their customers with retail access. In this regard, 

18 Staff recommends that the Commission impose a reciprocity obligation whereby any 

19 municipal utility wishing to sell retail supply services in any other service territory must 

20 first allow retail access to its own customers. 

21 Delmarva agrees with Staffs reciprocity proposal. Until such time as the 

22 municipal utilities provide retail access for their own customers, Delmarva requests 

23 that the Commission exclude municipals from offering electric supply services to 



1 customers of Delmarva and DEC. Delmarva further requests that the implementation 

2 pofioes for retail access apply equally to Delmarva and DEC. 

3 1.4 Structure of StafTs Report 

4 No comment. 



1 2.0 OveraU Goals and Principles of Restructuring 

2 STAFF'S POSITTON 

3 Staff acknowledges that there is no guarantee that industry restructuring will 

4 benefit all customers equally, or that rates will be substantially reduced. Staff recommends 

5 that competition should be implemented in a manner that ensures that all customers are no 

6 worse off than under the present system. Staff then recommends nine principles to govern 

7 restructuring as follows: 

g 1. All electric services should remain subject to some form of regulatory 
9 oversight until there is a demonstration that the market for those services 

10 is workably competitive. 

11 2. 'Where the conditions for competitive electric service markets do or could 
12 exist, competition should be allowed to emerge and flourish. 

13 3. Conditions that foster fair competition among all suppliers must be put in 
14 place, and barriers that hinder fair competition among all suppliers must 
15 be removed, to the extent possible. 

16 4. All customers must have an equal opportunity to participate in, and 
17 benefit from, competitive electric service markets. 

18 5. All customer classes must be granted access to competitive electricity 
19 markets at the same rate and in the same proportion. 

20 6. Public policy goals related to equity, availability, affordability, safety and 
21 reliability, supply-side and demand-side efficiency, environmental 
22 protection, resource diversity, and economic development must be 
23 maintained or enhanced. 

24 7. All customers must continue to share in the costs of policies and 
25 mechanisms that benefit the public interest. 

26 8. Utilities should be provided with the opportunity, but not the guarantee, 
27 to recover a fair share of non-mitigable, prudently-incurred stranded 
28 generation costs. 

29 9. All stakeholders should have an opponunity to participate in the creation 
30 of policies, regulations, and legislation that guide Delaware's restructuring 
31 activities. 



! DELMARVA'S POSITION 

2 Fundamental to any prindples adopted by the Commission are the concepts of 

3 symmetry and fairness, and the ability of regulators to focus on making major policy 

4 decisions in a timely manner, thereby avoiding over-analysis and lengthy litigation of minor 

5 issues. To the extent possible, the competitive market should be left to determine the most 

6 efficient methods of resolving restructuring issues. As demonstrated in other industries 

7 which have transitioned from regulated to unregulated markets, regulators would play a 

8 more beneficial role if they focused on the removal of obstacles to competition for 

9 consumers, rather than by over-managing the transition, or re-regulating generating supply. 

10 Delmarva's'views of key principies are set forth in the Introduction and can be 

11 summarized as follows: 

12 • Fair competition for all participants; 

13 • The Commission should support the development of a vibrant competitive 

14 generation market; 

• Full recovery of stranded costs, and 

15 • Performance-based ratemaking for the monopoly distribution business. 
16 Delmarva offers the following comments on StafFs nine principles: 

17 • Delmarva disagrees with Principle I. The generation business should be 
18 deregulated at the beginning of retail access. The adoption of this principle 
19 does not support the development of a vibrant competitive market. 

20 • Adoption of Principles 2-5 are appropriate and are consistent with 
21 Deimarva's key principies. However, Principle 5 may not be administratively 
22 workable in the first year or two of the transition period. 

23 • Delmarva does not support the adoption of Principle 6. Adoption of this 
24 principle may create barriers to the development of a vibrant competitive 
25 market and undue sound decisions already made by the Commission on some 
26 of the items listed by Staff. 
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• Adoption of Principle 7 is appropriate. 

• Delmarva does not suppon the adoption of Principle 8 if the intent is to 
inappropriately restrict the recovery of stranded costs. 

4 • Principle 9 is appropriate. 

5 One of the main themes of the Staffs report is that no customer should be made 

6 worse off as a result of restructuring. Delmarva believes that following this approval could 

7 seriously undermine the achievement of the benefits available in a competitive generation 

8 market. Because of differences in the cost of serving customers (due to'such factors as 

9 time-of-use, size, and load factor) and cross-subsidies inherent in the current average cost-

10 based class rates, it is neither efficient nor desirable to guarantee that all customers will be 

11 better off under retail access. Pursuing this objective will greatly reduce the potential 

12 benefits of retail access, and could undermine the financial viability of incumbent utilities. 

13 For economic efficiency, customers should pay the market price of the service they 

14 receive. Attempting to ensure that high cost customers are no worse off under retail access 

15 will mean that they pay less than the appropriate market price (marginal cost of the last unit 

16 dispatched). Charging customers a price that is less than marginal cost will cause them to 

17 over-consume and will prevent resources from being allocated to their highest valued use. 

18 Setting rates below market levels and below marginal cost will also result in the utility not 

19 being willing to make investments to provide safe and reliable service and to meet load 

20 growth. 

21 In addition, attempting to ensure that no customer is made worse off will lead to 

22 the formation of a two-tiered price system in which customers that benefit from obtaining 

23 electric supply services from the competitive market (generally customers whose cost to 

24 serve is low) will take the market option, whereas customers that benefit from purchasing 
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1 their electric supply on the regulated tariff (generally customers whose cost to serve is high) 

2 will punue the regulated option. The ultimate result is that the utility will be left with 

3 customers that are, on average, more costiy to serve. 
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3.0 Customer Choice 

3.1 lacmsing Pressures to Provide Customer Choice of Retail Generation Services 

No comment. 

3.2 & 3.3 Implications/Potential Benefits and Costs oflntroducing Retail Choice 

STAFF'S POSITION 

6 Staff believes that there are benefits and costs associated with customer choice. 

7 Staff believes the principal benefits are: 

g • Competition will lower future costs; 

9 • Risk shifts from ratepayers to generation company; and 

10 • Competition will drive innovation of new products and services. 

11 Staff believes the principal costs are: 

12 • In a competitive market, it is more difficult to ensure safe, reliable, low-cost 
13 service; 

14 • Many consumers may not have meaningful access to competition because of 
15 information requirements or buying power; 

16 • Commission will lose jurisdiction over generation pricing and planning, 
17 thereby reducing its options for establishing generation policies that serve the 
18 public interest, 

19 * High-cost regions may be better off under retail competition, and currently 
20 low-cost regions may be worse off; and 

21 • In addition, in low-cost regions, utilities with generating plants whose 
22 embedded costs are below market value may be able to increase their 
23 generation prices to the market level. 

24 DELMARVA'S POSITION 

25 Delmarva believes that there will be substantial benefits that far outweigh the costs 

26 associated with elearic industry restructuring. 

13 



Benefits 

Restructuring is expected to result in the following benefits. 

1. Increased efficiency' (in the economic literature this is referred to as 

technical efficiency). The increase in efficiency will result in lower costs 

to all customers. The efficiency benefits of competitive markets are 

6 described by Alfred Kahn, a noted economist and head of the Civil 

7 Aeronautics Board during the deregulation of the airline industry .3 

g The removal of regulatory restrictions and the pressures of competition 

9 have yielded marked increases in productivity. The failure of the airline 

10 industry to realize the huge potential economies of hub and spoke 

11 operations under regulation testifies eloquently to the inefficiency of 

12 centralized government planning and the superiority of unconstrained 

13 profit-seeking in free markets Similarly, the freedom of both airlines and 

14 truckers to vary their effective charges from one moment and one route to 

15 another, depending on the relationship between demand and capacity, has 

16 contributed powerfully to improved use of equipment and consequent 

17 reduaions in cost. 

18 All this has occurred with no evident sacrifice of safety. With the glaring 

19 exception of the general decline in the quality of the air travel experience, 

20 it has on the whole resulted in improved quality as well as variety of 

21 service, just as any student of competition would have predicted. 

3 Alfred E. Kahn and William E. Taylor, The Pricing of Inputs Sold to Competitors: A Comment, 
11 YALEJ. ON REG. 225-40(1994). 
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2. The introduction of new products and services designed to better meet 

customer needs. 

3. Increased efficiency and customer welfare resulting from customers being 

charged the marginal cost of providing the services they desire. Charging 

customers the marginal cost of producing the services will ensure that 

6 they consume the correct quantity of electricity and that resources are 

7 allocated to their highest valued uses. 

8 4. The risks of future generation investments will be borne by the companies 

9 making the investments, not by elearic customers. 

10 5. The cost of regulation is expected to be substantially reduced. 

11 Costs 

12 There will also be costs as a result of restructuring, although these are likely to be 

13 considerably less than the benefits. These costs include. 

14 1. The process of choosing among multiple choices of vendors and products, 

15 as well as greater complexity in metering and billing. Dealing intelligently 

16 with these will require a considerable amount of consumer education. 

17 However, by offering customers both unbundled and rebundled services, it 

18 will be possible to provide customers with products that are more tailored 

19 to their needs and reduce the complexity associated with multiple options. 

20 2. Greater volatility in the market price of elearicity than under traditional 

21 regulation. However, this can be dealt with through the use of hedging 

22 techniques, such as contracts for differences.4 

4 Contracts for differences are agreements in which one party (usually a generator) agrees to pay 
the other party (usually a customer) the difference between the spot price and a strike price if the 
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3. In addition, some customers, who are now paying less than the cost of 

service, will pay more; while others paying rates higher than their cost of 

service will pay less. However, as competition increases efficiency and 

the general level of industry costs fall, it is likely that, over time, all 

customers will benefit. 

6 .4. Retail access is expected to require substantial costs, both to design and 

7 to implement the systems, and to install the equipment required to 

g implement customer choice. It is also expected that substantial resources 

9 will be required to provide the information and training required for 

10 Customers to realize the full benefits of restructuring. 

11 It is crucial that sufficient time, attention, and resources be given to the 

12 resolution of the technical and logistical problems associated with customer choice. 

13 Taxes 

14 Besides the issues discussed above, Delmarva believes that the General Assembly 

15 and Commission should also consider the impact of restructuring on taxes. 

16 Under Delaware's current tax struaure, the deregulation of the sale of electricity 

17 may give an unfair pricing advantage to out-of-state suppliers. Under current law, the 

18 Delaware public utilities "is imposed upon any distributor of public utilities, which tax 

19 shall be at 4.25% of the gross receipts or tariff charges received for such commodities 

20 and services distributed within this state." §5502(b)(l). A distributor is defined as 

spot price exceeds the strike price. The reverse occurs if the spot price is less than the strike 
price. The arrangement results in the customer always paying an effective price equal to the strike 
price. 
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1 "any company, corporation, person or group of persons which supplies any public 

2 utihty for sale to ultimate consumers or users within this State" 

3 The General Assembly has recently enacted changes to the tax law to "level the 

4 playing field" and eliminate the unfair pricing advantage with respect to sales of gas 

5 (House Bill 320). The intent of this legislation is to subject all sales of natural gas to 

6 the public utility tax. The new law imposes the public utility tax directly on the 

7 consumer when gas is delivered in this State by a transmission company from a person 

8 who does not report and remit the tax on such gas. Taldng a similar approach to 

9 taxing electricity usage would help preserve state tax revenues. 

10 Delaware law also imposes a 0.1% tax on the value of electricity generated in 

11 Delaware. This tax provision puts Delaware electric generators at a competitive 

12 disadvantage, since out-of-state suppliers are not subject to this tax. While most of 

13 the surrounding states have gross receipts or sales taxes that are similar to the public 

14 utility tax, few states impose a tax on the value of elearic generation. In a deregulated 

15 environment, a tax on elearicity generated in the State of Delaware will hinder the 

16 competitiveness of Delaware's elearicity. 

17 In addition to ensuring that all sellers or consumers are subject to the public 

18 utilities tax, Delmarva proposes that any taxes on elearicity shquld be based on 

19 kilowatt hours sold instead of gross receipts. This tax structure eliminates the problem 

20 of decreased tax revenue due to decreased electric prices. Sufficient nexus with the 

21 state for purposes of taxation can be bolstered by requiring that other suppliers, 

22 brokers and marketers obtain a license in order to sell electricity in Delaware. A 
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condition of the license should be that the supplier, broker or marketer agrees to 

collect and remit the tax to the Delaware Division of Revenue. 

3.4 Schedule and Process for Introducing Customer Choice in Delaware 

STAFF'S POSITION 

Staff recommends that retail access be phased in over four years from 

6 April 1, 1999, through April I , 2003, in increments equal to 25% of load, with retail 

7 access to be allowed at the same rate and in the same proportion for each class. The 

8 selection process for residential and small commercial customers eligibility would be 

9 determined through a lottery and limited to 25% of customers. All large commercial 

10 and industrial customers will be allowed to participate in open access; however, each 

11 large ̂ customer would be limited to purchasing a portion of its load in each hour based 

12 on the allotted portion in that year. 

13 DELMARVA'S POSITION 

14 While Deimarva's "strawman" discussed earlier recommends a four-year phase in 

15 beginning in January, 1999, Delmarva can support Staff s proposal of retail access 

16 consisting of a four year phase-in approach in increments of 25% of Deimarva's load 

17 per rate class from April 1, 1999 through April 1, 2003. However, for logistical 

18 reasons, it would be preferable to start with a lower percentage of customers (perhaps 

19 10%) in the first year, escalating in each successive year. Delmarva also believes that 

20 there may be implementation issues with Staffs proposed selection process with the 

21 use of a lottery where some randomly selected residential and small commercial 

22 customers have open access for their total load, while allowing all large commercial 

23 and industrial customers to allocate only a pro-rata share of their total load per phase-

18 



in year to their aitemative energy supplier(s). In addition, Delmarva believes that 

having the approximate 700 large commercial and industrial Delaware customers oniy 

allowed to allocate a pro-rata share of their total load per phase-in year to their 

aitemative energy supplier(s), can cause Deimarva's fuel costs and'capacity 

requirements to be proportionally higher, since the aitemative energy suppliers or 

6 aggregators are likely to contract for the customer's base load at 100% load factor, 

7 leaving Delmarva with the requirement and obligation to serve and supply all of the 

8 customer's more costly variable load. Further, StafFs proposal, which requires partial 

9 requirement contracts for each of the 700 large commercial and industrial customers, 

10 will also encourage the use of multiple energy suppliers. This will increase the 

11 complexity and administrative cost to Delmarva and to each aitemative energy supplier 

12 for the daily administration of the scheduling, balancing, reconciling and settling of 

13 each customer's partial requirement contract(s) with each of their energy supplier 

14 during the phase-in period and beyond. Finally, Delmarva, after executing a 

15 confidentiality agreement, will need a current copy of each customer's partial 

16 requirement contract(s) with their aitemative energy suppiier(s) to interpret the tc 

17 of such contracts in order to perform the daily administration associated with the 

18 scheduling, reconciling and settling of energy delivered. 

19 Regardless if Staffs phase-in at 25% of load approach, or if the Company's 

20 preferred approach is used for the selection process and the amount of customer's load 

21 that would have choice, Delmarva continues to propose that "all" customers, at the 

22 same time, be notified of their right to choose an aitemative energy supplier for their 

23 "total" facility load up to the limit of each rate class' load for each phase-in year. A 
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1 lottery would only be necessary, if and when, there was an over subscription of greater 

;i thm the limit of a rate class electing retail access each phase-in year. This process 

j allows those customers who desire choice to elect choice without being excluded by 

i an initial lottery and provided that the total rate class election is not over subscribed. 

=) Delmarva believes that this process also allows for each rate class's load per phase-in 

6 year to be achieved in a more efficient and equitable manner. In addition, Deimarva's 

proposed process minimizes exposure of possible increasing proportional capacity 

8 requirement costs by avoiding having to serve only the large commercial and industrial 

9 customer's variable load, since such customers, under Deimarva's proposal, must elect 

100% of their load to go to choice to be served by one or several aitemative suppliers. 

Deimarva's proposed process also is likely to reduce the number of partial requirement 

12 contracts and to reduce their associated daily scheduling and settling administrative 

• 3 costs, compared to Staffs proposed position, since under Deimarva's proposal, not all 

14 700 large commercial and industrial customers are likely to elect a partial requirement 

15 contract from one or more aitemative energy suppliers over the phase-in period. 

if Delmarva also believes that, for ease of administration and cost control, many 

17 customers, aitemative energy suppliers and aggregators would prefer to have 100% of 

lg each large customer's load go to choice, at one time, rather than requiring partial 

19 requirement contracts for every large customer for each phase-in year. 

20 There are other implementation issues that must be resolved, such as customers 

21 switching back to a bundled service. These issues need to be resolved as part of the 

22 April 1, 1998 filing of unbundled rates or through a separate working group similar to 

23 the working group recommended .by Staff for implementing consumer education. 
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3.5 Customer Choice for Municipal Utilities 

Please refer to comments under Section 1.3 above. 

3.6 The Option of Delaying Customer Choice 

STAFF'S POSITION 

Staff suggests, as an aitemative, delaying retail access to a yet-to-be determined 

6 later date. Staff seeks comments on this issue. 

7 DELMARVA'S POSITION 

8 Delmarva believes that any significant delay is not a real option. The Staff report 

9 makes two inconsistent points in support of delay. First, the report states that delay 

10 would ensure that customers continue to enjoy the benefits of the State's low cost 

11 power plants. Second, that delay would enable utilities to reduce, or even eliminate 

12 any stranded costs. While Delmarva supplies power to Delaware residents and 

13 businesses at rates among the lowest in the region, the Company anticipates that near 

14 term competitive supply prices will be lower than those reflected in current embedded-

15 cost retail rates. Stranded costs are created largely by embedded generation costs 

16 being higher than the price at which that generation can be sold in the competitive 

17 market. Thus, if there are stranded costs that can be mitigated by delay, there is no 

18 benefit of delay to customers as they are paying higher embedded costs than they 

19 would pay if they had market-priced power available to them. 

20 Further, Delmarva believes that customer choice should not be delayed beyond 

21 the time frame needed to logistically provide choice to customers. To delay further 

22 would only deny customers the option of exercising their choice of electricity supplier. 

23 That choice may be a function of price or any other attribute or combination of 
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twac marketplace freedom. 
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1 4.0 The Provision and Regulation of Generation Services 

2 4.1 The Wholesale Market For Generation in Delaware 

3 No comment. 

4 4.2 Market Power 

5 STAFF'S POSITION 

6 Staffs position with respect to the regulation of the generation service is as 

7 follows: 

8 • Delmarva will have sufficient market power to hinder the development of the 
9 thriving competitive generation market in Delaware. 

10 • The five primary concerns are: transmission, especially load pockets on 
11 peninsula; membership in Pennsylvania, New Jersey and Maryland ("PJM") 
12 power pool that may favor incumbents; proposed PJM spot market rules that 
13 may favor incumbents; incumbents that have an advantage in brand name, 
14 customer information; and environmental regulations. 

15 • Many changes will be necessary to overcome the deeply-entrenched 
16 monopoly positions of today's utilities. 

17 • The Commission should not consider the transition to a competitive 
18 generation market complete until the existing electric utilities can demonstrate 
19 that the generation market is workably competitive. 

20 • Federal Energy Regulatory Commission ("FERC") guidelines are insufficient 

21 and cannot be used alone to determine market power. 

22 DELMARVA'S POSITION 

23 Delmarva disagrees with Staff s position on market power. The empirical 

24 evidence disproves the basis for Staff s market power concerns. In the 1997 merger 

25 case before the FERC, Delmarva submitted a wholesale market power study that 

26 utilized the FERC's merger guidelines. This study found that, under conservative 

27 estimates believed to "overstate the increase in market concentration after the 
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1 merger," market concentration measures are still well below the FERC's safe harbor 

2 threshold. 

3 Delmarva questions the Staffs recommendation to perform two market power 

4 analyses during the transition period. The relevant market for analysis includes any 

5 generation company that is a member of, or has access to, PJM so that it may market 

6 and deliver power to Delaware. This is a very large market with many producers, 

7 most of which are larger than Delmarva. Thus, market power issues are unlikely to be 

8 of concern in the process of implementing retail access in Delaware. 

9 Below are specific comments on Staff s five primary concerns about market 

10 power: 

11 1. Ownership of Transmission Facilities - As a transmission owner in the 

12 PJM Control Area, Delmarva has empowered the PJM Office of the 

13 Interconnection to coordinate and direct the operation of the Bulk Power 

14 Transmission Facilities in the PJM Control Area, including Delaware. The 

15 Transmission Owners Agreement provides for the coordinated operation, 

16 maintenance, and planning of the transmission facilities in the PJM 

17 Control Area. The PJM Office of the Interconnection is responsible for 

18 directing the operation of the Bulk Power Transmission Facilities in the 

19 PJM Control Area. Specifically, the PJM Office of the Interconnection 

20 performs the following services for Delmarva as a transmission owner in 

21 the PJM Control Area: 

22 • Develops operating guidelines for the operation of transmission 
23 facilities in the PJM Control Area; 

24 • Coordinates and directs the real-time operation of the Bulk Power 
25 Transmission Facilities in the PJM Control Area, including 
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1 coordination of outages of Bulk Power Transmission Facilities in 
2 the PJM Control Area; 

3 • Administers the PJM Control Area Open Access Transmission 

4 Tariff; 

5 • Administers a protocol for Bulk Power Transmission Facilities 
6 expansion planning, and 

7 • Performs studies of the reliability and the availability of the Bulk 
g Power Transmission Facilities in the PJM Control Area. 

9 Given the above transmission functions, currently undertaken by the PJM 

10 Office of the Interconnection, Delmarva clearly does not have the ability 

11 to undertake any actions with respect to its Bulk Transmission System in 

12 Delaware which wouid result in venical market power. 

13 In addition, Delmarva has completed the expansion of the Red Lion 

14 Substation which decisively increases the access of on-Peninsula loads to 

15 off-Peninsula generation sources. Under the PJM Open Access 

16 Transmission Tariff, Delmarva does not exen any control over the use of 

17 any congested path, the pricing of transmission service over the congested 

18 path or over the pricing of generation sold over the congested path. 

19 Therefore, the combination of the expansion of the Red Lion Substation 

20 and the lack of control over congested paths by vinue of the terms and 

21 conditions in the PJM Open Access Transmission Tariff, eliminate any 

22 concerns about the possible existence of "load pockets" on the peninsula. 

23 2. Membership in the PJM power pool - As of August 19, 1997, 

24 Delmarva was only one of fony-two members in the PJM power pool. 

25 Membership in PJM is open to all qualified electric market panicipants. 
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An independent Board of Managers governs PJM. Each PJM member 

appoints a representative to the Management Committee that advises the 

Board. Contractual agreements define specific relationships and services 

provided to PJM market and transmission service participants. The Board 

of Managers appoints the President who oversees day-to-day operations 

6 of the PJM Control Center. Delmarva has no advantage over any other 

7 PJM power pool member under the current governance structure of the 

8 PJM power pool. 

9 3. The PJM spot market - Section 7.01-1.2 of the PJM Open Access 

10 Transmission Tariff: 

11 Cost-based Offers. Unless and until the FERC shall authorize the 

12 use of market-based prices in the PJM Interchange Energy market, 
13 all offers for energy or other services to be sold on the PJM 
U interchange Energy Market from generating resources located 
15 within the PJM Control Area shall not exceed the variable cost of 
16 producing such energy or other service. 

17 On July 14, 1997, the PJM Supponing Companies, including Delmarva, 

jg submitted a request to the FERC for authorization to make market-based 

19 offers for sales through the PJM Interchange Energy Market. This 

20 request included materials which demonstrate that the PJM Supporting 

21 Companies, including Delmarva, would not be able to exercise market 

22 power in the principal relevant geographic and product markets. 

23 Currently, the "Cost-based Offers" provision of the PJM Open Access 

24 Transmission Tariff eliminates any possibility for generation capacity 

25 owners to exert market power. 
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4. The advantage of existing utilities historic monopoly position -

Delmarva disagrees with Staffs concerns of the advantages enjoyed by 

existing utilities and, as stated by Staff, are not a potential exercise of 

market power. 

5. Inconsistent environmental regulations - Delmarva believes that the 

6 Commission should not dictate environmental policies. This issue is 

7 addressed further in Section 11. 

8 4.3 & 4.4 The Default Supplier and the Standard Offer 

9 Staffs position with respect to the need to have a default supplier, 

to especially for small customers, is as follows: 

11 • High cost customers may not have access to the benefits of retail 
12 competition; 

13 • The Commission should establish a default supplier to ensure that 
14 all customers continue to be provided with generation services at 
15 reasonable prices and on reasonable terms, 

16 • The default supplier should have the mandate to seek low cost 
17 competitively-priced generation services to the greatest extent 
18 possible; 

19 • The default supplier should be required to offer "standard offer" 
20 generation services, and the standard offer services and prices 
21 would be regulated; and 

22 0 Using current assumptions, a standard offer price based on 
23 levelized market prices would result in a reduction in Deimarva's 
24 current average electricity price of roughly five to ten percent. 

25 In Section 4 of its report, the Staff recommends that the incumbent distribution 

26 utility assume the role of default supplier. The default supplier will be expected to 

27 serve all customers within a utility's service territory that do not choose an alternative 

28 supplier. The Staff expects the default supplier to act as an automatic customer 
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1 aggregator serving ail the customers within the distribution company's existing service 

2 temtory. 

3 DELMARVA'S POSITION 

4 Delmarva agrees with the Staff s position that a default service provider is 

5 necessary and that the present local utility is best suited to offer such a service during 

6 the transition period. However, as noted in the introduction to Deimarva's comments, 

7 Delmarva strongly disagrees with the Staff s assertion that standard offer generation 

8 services be provided at regulated rates In essence, Staff is proposing to deregulate all 

9 but the generation capacity required to provide the standard offer services. This 

10 would result in a two-tiered electricity market One market would be competitive and 

11 the other regulated at the outset of the transition to completion. Delmarva 

12 recommends that all generation be deregulated at the outset of the transition to 

13 competition. 

14 There are five significant defects in Staffs regulated standard offer proposal: 

15 1. A reduction in the scope of the competitive market; 

16 2. Reduced incentive for efficiency and innovation; 

17 3. Higher costs for the regulated standard offer option; 

18 4. Prices that do not reflect marginal costs; and 

19 5. Lower value received for existing generation capacity. 

20 The following briefly explores each of these deficiencies. 

21 Staffs proposal will eliminate from the market the generation capacity that must 

22 be retained to serve customers that desire the regulated standard offer, thereby 

23 hampering the development of a vibrant competitive market. Competition provides 
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incentives for firms to be efficient and to introduce innovative products and services. 

The greater the capacity and number of customers in the competitive market, the more 

prices will reflect marginal costs. By precluding a significant fraction of generation 

assets from the competitive marketplace, the Staff recommendation reduces the 

incentives for incumbent utilities to be efficient and to offer innovative products and 

6 services. No regulatory option can replicate the powerful effect of marketplace forces 

7 on the efficient allocation of resources. 

8 Another important consideration is that the regulated-standard offer will distort 

9 the marketplace through the formation of a two-tiered price system. Staff proposes 

10 two aitemative pricing schemes for the standard offer: a regulated price that 

11 "approximates the retail market price," or a "fixed, levelized standard offer price." r. 

12 the first option, Staff fails to appreciate the fact that there will not be one marke; .. . 

13 for electricity. Instead, the price consumers pay will reflect cost of serving them. By 

14 proposing that a market price be approximated by regulators, Staff is suggesting that 

15 the standard offer be used to protect high cost consumers from paying the true cost of 

16 service, at the utility's expense. The ultimate result will be what insurance companies 

17 refer to as "adverse self-selection." The utility would be left with customers that are, 

18 on average, more costly to serve. The Commission will be able to permit price 

19 increases to compensate for adverse self-selection only by violating Staffs principle 

20 that no customer who chooses the regulated standard offer will be worse off. 

21 Staff s aitemative proposal of a "levelized" tariff would dispense with the 

22 complexity of attempting to emulate complex market processes in ratemaking. 

23 However, this proposal would have the same distortionary effect on retail markets. 
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1 The formation of a two tiered price system, coupled with the obligation to serve 

2 high cost customers for less than the maricet clearing price is contrary to many of the 

3 objectives of restructuring. First, it violates the prohibition against non-discriminatory 

4 rules by requiring utilities to be subject to rules that do not apply to other participants. 

5 Moreover, the Staffs proposal does not provide a mechanism for the utility to recover 

6 the additional costs associated with being required to serve the high cost customers 

7 that are expected to opt for the regulated supply option. Second, the Staff s proposal 

8 does not let market forces determine the most effeaive struaure, but instead attempts 

9 to restria the operation of normal market forces. Third, instead of eliminating cross-

10 subsidies as soon as possible, the Staff s proposal perpetuates and possibly increases 

11 the magnitude of the cross-subsidies. Another problem with the Staff s proposal is that 

12 some customers receiving the regulated supply option are likely to be paying a price 

13 that is less than the marginal cost to serve them. The standard offer option will be 

14 valuable to customers only if it is below the market clearing price (i.e., the marginal 

15 cost of meeting the last unit of demand) and the marginal cost of service. Charging 

16 customers a price that is less than the marginal cost of service will cause customers to 

17 over-consume and will prevent resources from being allocated to their highest valued 

18 use. Setting rates below market levels and below marginal cost will also result in the 

19 utility not being willing to make investments to provide safe and reliable service and to 

20 meet load growth. 

21 Finally, the Staff s proposal is expected to increase the magnitude of stranded 

22 costs. This occurs for several reasons. First, the Staffs proposal is expected to 

23 reduce cashflow from generation assets by limiting the price that the utility can charge 
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1 and by increasing the average cost of service (since the utility is expected to be left 

2 with high cost customers). Second, by limiting the utility's ability to release capacity 

3 to the market, the Staff's proposal is expeaed to reduce the incentive for the utility to 

A be innovative and to introduce margin enhancing products. Owners of capacity 

5 released to the market will have strong incentives to cut costs, improve performance, 

6 and attempt to obtain the highest possible price for their capacity. Consequently, 

7 although the price for the generation service may be lower under the Staff's proposal, 

8 the total cost (both generation and stranded costs) may actually be higher. 

9 While Delmarva believes that it is appropriate for the incumbent utility to be the 

10 supplier of last reson, at least in the shon-term, it believes that the price charged for 

11 this service should be the market clearing price (plus any administrative cost rec: 

12 to offer this service). 

13 Staff also suggested that Deimarva's current average electricity price could be 

14 reduced roughly five-to-ten percent, but fails to supply any support for such 

15 determination. Delmarva questions the magnitude of this rate reduction when one 

16 consider that Deimarva's prices are already among the lowest in the region. 

17 4.5 Divestiture of Generation Assets 

18 STAFF'S POSITION 

19 Staff recommends that utilities be provided with the flexibility to divest 

20 generation assets as they see fit, but only if certain measures are adopted such as 

21 standard offer rates, stranded cost reconciliation, sharing gains with customers and the 

22 filing of market power studies. Staff also recommends that utilities that do not divest 

23 should functionally and financially separate their generation businesses from the 
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1 transmission and distribution businesses. Staff recommends that such separation be 

2 achieved through a transfer of ownership to separate affiliates, but seeks comments on 

3 other means. Staff also recommends that utilities file their proposal for separating 

4 their generation business in April 1998 in connection with their unbundled rates filing. 

5 DELMARVA'S POSITION 

t> Delmarva disagrees with Staffs linking stranded cost, the pricing of generation 

7 and requiring market power analyses to allowing utilities flexibility regarding 

s divestiture. It is Deimarva's opinion that divestiture of generation assets is not 

9 necessary nor is the use of affiliates. 

10 In transitioning to full retail customer choice for electric supply, Delmarva 

11 envisions the electric business segmenting into three separate businesses: a 

12 deregulated energy supply business, a regulated delivery business; and an unregulated 

13 energy services business. In fact, the Company has already reorganized into such a 

,-4 separate business unit structure. 

15 Delmarva did this because generation, transmission and distribution services 

16 within the industry must be functionally separated in order to move to a fully 

n competitive generation market based on customer choice. However, mandatory 

18 divestiture is not desirable or necessary at this time; nor is the mandated use of an 

ty affiliate structure. Functional separation is all that is needed to present cross-

20 subsidization. 

32 



1 4.6 Responsibilities of RcUil Generation Suppliers 

2 STAFF'S POSITION 

3 Staff* recommends that all companies seeking to sell retail elearic supply in 

4 Delaware should be required to meet certain certification requirements. These 

5 requirements are detailed in Section 9.2. 

6 DELMARVA'S POSITION 

7 Delmarva agrees with Staff that all companies seeking to sell retail elearic 

8 supply services in Delaware should be required to meet certain certification 

9 requirements and to adhere to a code of conduct. 

10 It is the Company's opinion that rules and regulations governing the provision of 

11 electricity by all suppliers should be established and enforced by the Commission. This 

12 could take the form of, or be in addition to, a Certificate of Public Convenience and 

13 Necessity ("CPCN"). Such rules and regulations would cover the operations of the 

14 supplier to ensure adequate, reliable and safe energy and to ensure that the supplier 

15 meets the necessary legal requirements to do business in the State of Delaware. 

16 As examples, the following items should be provided by any supplier of 

17 electricity in the State of Delaware: 1) a license demonstrating that the supplier is 

18 legally authorized and qualified to do business in the State of Delaware, including all 

19 licenses required by the Division of Revenue and by local authorities within the area of 

20 proposed operation; 2) evidence supponing sound financial, operational and technical 

21 ability to supply elearicity within the state; 3) certified financial statements; 

22 4) description of business in Delaware and outside of Delaware; 5) financial and 

23 construction plans for all service being offered; 6) experience of operating personnel, 
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7) description of applicant's engineering and technical expertise; and 8) bonding 

requirements if applicant requires prepayment for services. These are covered in 

Staffs recommendations in Section 9.2. 

These certification requirements should also require a filing fee. This fee 

schedule should be commensurate with the actual processing costs so that there is not 

6 an impact on the annual Commission assessment levied on utilities in the state. 

7 In addition, each supplier should satisfy several conditions regarding contracts 

8 for service, deposit policy, installation and cut-off policy, and other rules of the 

9 Commission. AJI suppliers should also be subject to the same taxes. 
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5.0 The Provision and Regulation of Transmission Services 1 

2 5.1 FERC Orders 888 and 889 

3 No comment. 

4 5.2 Implications of PJM's Restructuring for Retail Competition in Delaware 

5 STAFF'S POSITION 

6 Staff recommends that the Commission follow the PJM restructuring process 

7 and coordinate the introduaion of retail access in Delaware with that process, 

g DFT.MARVA'S POSITION 

9 PJM is actively engaged in preparing for retail competition. Through its "Retail 

10 Choice Project," the PJM Office of the Interconnection will enable panicipants in the 

11 PJM energy market to conduct business under Pennsylvania's retail choice pilot 

12 program. The infonnation system under development by the PJM Office of the 

13 Interconnection will offer an internet-based application called "Scheduler" for local 

14 distribution companies and load aggregators to provide and obtain infonnation needed 

15 to schedule internal transactions under the retail choice initiative. The Retail Choice 

16 Information System, which will become operational on Oaober 1, 1997, is being 

17 developed by the PJM Office of the Interconnection in coordination with local utility 

18 and other PJM market panicipants. The most recent status repon indicated that the 

19 projea remains on track for an October 1, 1997 operational date. Clearly, PJM is 

20 developing the tools necessary to facilitate retail competition within the PJM control 

21 area (which includes all of the State of Delaware) and will be ready to accommodate 

22 the introduction of retail competition in Delaware in a timely and orderly manner. 

\ 
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1 5J The Role of the Delaware Public Service Commission in Regulating 

2 Transmission 

3 STAFF'S POSITION 

4 Staff suggests that reclassifying certain transmission facilities, such as 46 KV 

5 lines, as distribution facilities, would transfer costs from FERC rate base to State-

6 regulated rate base. Staff believes that the Commission should carefully consider the 

7 impacts on customers of reclassifying transmission facilities as distribution facilities. 

8 The Commission should have the authority to regulate retail transmission tariffs, and 

9 continue to oversee transmission planning and operation, but StafF seeks comments on 

10 this issue. 

11 DELMARVA'S POSITTON 

12 Delmarva classifies all facilities 69kV and over as transmission. The costs 

13 related to these transmission facilities are included in the development of rates in the 

14 PJM Open Access Tariff To the extent that transmission services are unbundled at 

15 the retail level, the unbundled transmission service would be provided under the PJM 

16 Open Access Transmission Tariff regulated by the FERC. Delmarva has no 

17 transmission facilities beiow 69kV. Delmarva has 23kV and 34kV distribution 

18 facilities; there are no 46kV distribution facilities on Deimarva's system. 

19 Transmission pricing, planning and operations will become FERC jurisdictional 

20 issues as indicated in FERC Order 888. 
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6.0 The Provision and Regulation of Distribution Services 

6.1 Responsibilities of the Distribution Utilities. 

STAFF'S POSITION 

StafF recommends that the distribution utility should be responsible for 

transmission reliability and least cost planning in addition to the same distribution 

6 responsibilities. 

7 DELMARVA'S POSITION 

8 As stated in the Company's comments in Seaions 4.2 and 5.3, the PJM Control 

9 Area through the PJM Office of the Interconnection will handle transmission reliability 

10 and planning subject to FERC jurisdiction. Delmarva agrees that the local distribution 

H utility should have responsibility for distribution reliability, pianning, metering, billing 

12 and sole authority to connect, disconnect and reconnect customers. 

13 6.2 Ratemaking for Distribution Services 

14 STAFF'S POSITION 

15 The Staff has the following concerns with respect to the use of PBR to regulate 

16 distribution services. First, the StafFbelieves that PBR mechanisms require careful 

17 design and implementation, and are difficult to establish. Second, they believe that 

18 traditional cost-of-service regulation offers incentives similar to PBR because of 

19 regulatory lag. Staff is unconvinced that PBR would deliver consumer protection, 

20 market-like incentives, or reduced regulatory oversight as claimed. 

21 As a result, the Staff would encourage the Commission to postpone PBR for 

22 distribution ser/ices until after the transition period. Staff seeks comments on 

23 whether, how, and when various PBR mechanisms could be applied in Delaware. 
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1 Staff believes that PBR should encourage efficiency gains and that such gains should 

2 be "shared" between ratepayers and shareholders. 

3 DELMARVA'S POSITION 

4 Delmarva disagrees with Staff s position on the ratemaldng for distribution 

3 services. Delmarva recommends that a PBR price cap plan be implemented for 

6 distribution services at the beginning of retail access. 

7 There are two major benefits with the current system of cost of service (COS) 

8 regulation. First, being cost-based, it tends to ensure that utilities remain financially 

9 viable and are able to supply the quantity and quality of electricity that customers 

10 desire. Second, by setting revenues equal to costs, it ensures that the regulated utility 

U does not make excess economic profits. 

12 However, COS regulation has several disadvantages. By Unking allowed 

13 revenues to costs, COS regulation provides the utility with little incentive to reduce 

14 costs. COS regulation also limits the firm's incentive to develop and introduce new 

15 products and services. This occurs because COS regulation links the firm's revenues 

16 to costs, rather than to the value of the goods and services that are provided to 

17 customers. Consequently, COS provides littie incentive for the utility to attempt to 

18 determine and to develop products that better meet the needs of customers.3 

19 Most forms of incentive regulation attempt to break the link'between cost and 

20 revenues that exists under COS regulation. Under PBR, a benchmark is established 

21 and the utility is rewarded/penalized for performance relative to the benchmark. The 

3 In practice, some incentives do exist because of regulatory lag. Regulatory lag occurs because a 
utility's costs are re-evaluated only at intermittent rate hearing. Consequently, costs reductions 
are not immediately passed on to the customers in the form of lower prices, but can be retained by 
the utility in the form of higher earnings until rates are reset. 
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1 most commonly used form of PBR is a price cap. With a price cap plan, the utility's 

2 average price is required to remain below an index price which is adjusted for inflation, 

3 industry productivity, and exogenous factors. The index price is designed to mimic the 

4 price that would be charged in a competitive market. 

5 Price cap plans have been implemented at both the state and federal level for gas, 

6 electricity and telecommunications. Consequently, there is considerable experience 

7 with the design of price cap plans, and techniques have been developed for estimating 

g the key price cap parameters. 

9 Some of the key benefits of associated with PBR are: 

10 1. Productive EfTiciency - It is encouraged both in the utility's direct costs 

11 and in its purchases from others Utilities have an incentive to be efficirrt. 

12 because reductions in cost flow to shareholders. Also, the utility's 

13 decision-making process is changed to more closely mimic that of a 

14 competitive firm. Under traditional COS regulation, capital expenditures 

15 increase rates and earnings and thus tend to be viewed in a favorable light. 

16 Under PBR, capital expenditures tend to reduce free-cash flow and are 

17 therefore viewed in an unfavorable light. As in the case of a competitive 

18 firm, capital expenditures should be made only if the risk-adjusted present 

19 value of the benefits exceeds the capital expenditure. 

20 2. Greater Pricing Flexibility and Aliocative Efficiency - Under a PBR 

21 program, the utility has greater pricing flexibility than under COS 

22 regulation, because it is able to adjust rates in response to market 

23 conditions subject to the constraint that the adjusted price does not 
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1 exceed the price cap. Under PBR, the utility also has an incentive to 

2 adjust rates to ensure that resources are allocated to their highest value 

3 use. 

4 3. Dynamic EfTiciency - It is encouraged because the utility is able to keep 

5 increases in revenues resulting from the introduction of new services that 

better meet the needs of customers. Therefore, compared to other 

7 regulatory structures, price cap regulation provides the greatest incentive 

8 for the management of a utility to operate the company like a competitive 

9 business. 

10 4. Customer Choice - This is also enhanced by encouraging utilities to 

11 determine the price and quality of service customers desire. PBR can be 

12 expected to expand the choices available to consumers, by presenting 

13 them with a greater array of services. At the same time, services can be 

14 offered at prices which reflect their true market or marginal cost, with 

15 attendant efficiency gains. By indicating their preference for some service 

16 offerings and not others, the consumers supply the utility the information 

17 that it requires to meet market demand. For example, some customers 

18 may not require as great a degree of reliability in their distribution service 

19 as others, which could lead to the offering of multiple levels of reliability 

20 at differing prices. 

21 5. Regulatory Cost Reduction - PBR will lead to a reduction in regulatory 

22 cost by reducing the need for regulatory record keeping, reporting. 
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1 monitoring, and hearings, as well as any costs of defending decisions in 

2 court for regulators, intervenors, and utilities. 

3 I f properly designed, PBR has the ability to make customers better off, to 

4 provide incentives to utilities that are more consistent with those found in unregulated 

5 markets, and to reduce the cost of regulatory oversight. However, there are several 

6 pitfalls that must be avoided. 

7 1. Quality of Service Standards - The basic price cap model does not 

$ provide any assurance that the utility will not attempt to increase earnings 

9 by reducing service quality. To ensure that this does not happen, price 

10 cap plans should include a quality of service mechanism that penalizes the 

11 utility for performance that is below some benchmark. 

12 2. Regulatory Commitment - A crucial requirement of price cap 

13 regulation is the ability of the regulator to live up to the terms of the 

14 promises they make. In the economics literature, this is often referred to 

15 as the "commitment problem." Generally, neither the utility nor the 

16 regulator can bind itself for long periods of time for financial and political 

17 reasons, respectively. However, the longer the period of the PBR 

18 program, the greater the incentive for the utility to be innovative and to 

19 reduce costs. 

20 3. Social Costs - PBR plans make it harder to pass on social costs. The 

21 utility, like the competitive market, will have no incentive to provide 

22 social services beyond what the law or the market requires. As a result. 
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1 the imposition of such costs must be explicitly done by legislation or 

2 regulation. 

3 4. Plan Parameters - Certain judgments are required in the design of good 

4 PBR programs. Judgment and analysis is required in the following areas: 

5 a. Most plans include a measure of inflation. The appropriate 

6 measure of inflation will need to be developed and agreed upon. 

7 The inflation index is usually taken to be a national inflation index 

g that is reported by a government agency. 

9 b. Most plans require a productivity offset which must be quantified 

10 ' ' and agreed upon Productivity offsets are usually estimated using 

: i index methods {e.g., Divisia index or Fisher Ideal Index ). 

12 c. The division of risk and the sharing of benefits and costs from the 

13 program among stakeholders must be done in a fair and effective 

14 way. 

15 d. The regulators and the utility must resist making premature changes 

16 to the bargain. For example, regulators may take back more of the 

;7 benefits of increased efficiency than had been agreed upon because 

18 the utility's success under the initial PBR program was greater than 

19 expected (sometimes referred to as "regulatory rebound"). 

20 Delmarva believes that a properly designed PBR system will provide the 

21 incentives for a utility to reduce costs and to provide the innovative products that 

22 customers desire. Moreover, Staffs concerns about reliability and safety can be easily 

23 handled by installing mechanisms that penalize the utility for substandard performance. 

24 However, as discussed above, it is crucial that the system be designed and 
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1 administered equitably and fairly and that there be no premature changes to the 

2 bargain. 

3 As stated in the Company's Introduaion, Delmarva recommends that a Price 

4 Cap PBR plan be implemented for the remaining monopoly distribution service at the 

5 time that retail access begins. 

6 6.3 Billing, Metering, and Coordination with Aitemative Suppliers 

7 STAFF'S POSITION 

8 Billing 

9 Staff recommends: 

10 • Single, consolidated bill from the local distribution company; 

11 • Single, consolidated bill from the aitemative energy supplier; or 

12 • Separate bills. 

13 Until billing services become competitive, billing fees charged by the local utility 

14 should be regulated. Staff seeks comments on billing matters related to customer 

15 choice, pricing for billing services, approaches to ensure proper allocation of partial 

16 payments and protocols for allowing aitemative suppliers to discontinue service for 

\7 non-payment. 

18 Metering 

19 Staff recommends: 

20 • The ownership, installation, maintenance, and reading of meters 
21 should continue to be part of regulated distribution services, at 
22 least during the transition period, 

23 • A generation services provider could supply the customer's meter; 
24 and 
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1 • Delaware should explore the possibility of increased competition in 

2 metering. 

3 DELMARVA'S POSITION 

4 Billing 

5 Delmarva agrees with Staff s position that billing services should remain 

6 regulated, at least through the transition period. Delmarva agrees with Staffs position 

7 of the three basic billing options suggested by Staff with a clarification that the local 

8 utility's charges should only be "calculated" by the local utility during the transition 

9 period and that the "total monthly charges" may be sent, upon the customer's 

10 directive, to a third parry (who may be the customer's energy supplier) for inclusion 

.11 with the customer's energy charges and one single bill then sent to the customer by 

12 that third party. In addition, consideration is being given by Delmarva to provide the 

13 customer with a "Not For Payment" copy of the total local utility monthly charges 

U when a third party, other than Delmarva, issues the customer a single bill. 

15 Delmarva is in the planning stage to change its billing system to provide: 

16 • The customer with a single bill which consolidates the customer's 
17 local utility's charges and the energy supplier's charges, and 

18 • The energy supplier with meter readings and other billing data. 

19 Staff states that " i f one entity is billing on behalf of the other, then the billing 

20 entity will need to develop the capability to bill according to the rate design or price 

21 structure offered by the other." Delmarva believes that Staffs statement is true when 

22 the billing entity "calculates" the other party's charges. However, as another 

23 aitemative, each party could "calculate" its own total monthly charges and forward 

24 electronically such total monthly charges within 24 hours after receiving metered data 
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I to the other party or a third party, then one consolidated single bill may be issued to 

2 the customer by the billing entity without the billing entity needing to develop the 

3 capability of "calculating" the other party's rate design, since the local utility and the 

4 energy supplier's total monthly charges may be added together. In other words, when 

5 the local utility issues a single consolidated bill, the bill would illustrate the detailed 

6 local utility charges added to the energy supplier's total monthly charges without 

7 detail; and when the energy supplier or third party issues a consolidated bill, the bill 

8 would illustrate the energy supplier charges, possibly in detail, added to the local 

9 utility's total monthly charges without detail. When customers have questions about 

10 their billing charges, they could be addressed by the party that "calculated" the charge. 

11 Delmarva is planning to offer the customer a single bill service where the energy 

12 supplier's total monthly charges will be added to the local utility's detailed monthly 

13 charges for a fee to the energy supplier. In addition, Delmarva is considering 

14 providing the aitemative energy suppliers the capability of "calculating" their energy 

15 customer's charges using several standard rate structures for a fee to the energy 

16 supplier. Delmarva is planning to determine the appropriate cost of providing both 

17 types of billing services and will seek the Commission's approval for such fees at the 

18 appropriate time. 

19 With respect to Staffs request for approaches to ensure proper allocation of 

20 partial payments to the local utility and aitemative energy supplier(s), Delmarva 

21 recommends that the local utility should be paid first and then the aitemative energy 

22 supplier should be paid with any remaining amounts. Delmarva is developing a 

23 customer payment posting sequence for the Commission's review. Such a payment 
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posting sequence wili identify how the customer's partial payment, toward their single 

bill, will be prioritized and allocated to the local utility, aitemative energy suppiier(s) 

and unregulated value added services. When developing a customer payment posting 

sequence, consideration should be given to, among other items: 

• Regulated versus unregulated amounts due; 

• Aitemative energy supplier(s),s amounts due versus value added 
services amounts due; 

8 • The type or kind of service provided (i.e., energy related versus 

9 non-energy related), 

10 • Current amounts due versus amounts due in arrears; 

11 • The length of time of the amounts due in arrears; 

12 • An allocation procedure for customers with multiple energy 
13 suppliers with vintage contracts; 
U • Posting sequence for amounts received for local utilities' deposits 
15 versus energy supplier(s)' deposits, if provided for by the local 
16 utilities; 

17 • Posting sequence for amounts received the local utilities' extended 
18 payment agreements; 

19 • Posting sequence for amounts received for budget plans versus 
20 non-budget amounts; 

21 • Posting sequence for amounts received toward goodwill programs, 
22 societal programs or state/federal funded energy assistance 
23 programs, (i.e.. Good Neighbor Program); 

24 • Posting sequence for customer directed and designated amounts 
25 received toward specific items; 

26 • Posting sequence for federal, state and local taxes due; and 

27 • Posting sequence for accounts under dispute. 
28 
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With regards to Staffs request for protocols for allowing the aitemative energy 

supplier to discontinue providing service to a customer, Delmarva proposes that the 

aitemative energy supplier or aggregator should follow the existing Commission's 

rules and regulations regarding the right to discontinue service. Delmarva proposes 

that the aitemative energy supplier or aggregator should have the right to discontinue 

6 the customer's service "contract", once all of the Commission's rules and regulations 

7 are met. Delmarva firmly believes that the aitemative energy supplier or aggregator 

8 should not have the right to disconnect electric service to a customer for any reason. 

9 Deimarva's current rules and regulations regarding discontinuance of service may be 

10 found in Deimarva's Electric tariff, Section XV, leaf numbers 27-28a. 

11 Metering 

12 Delmarva agrees with Staff s recommendation that the distribution utility should 

13 continue to own, install, maintain and read meters, and strongly recommends that it 

14 stays that way. Staff s suggestion that the Commission, at some point, require that 

15 certain metering services be provided on a competitive basis deserves additional 

16 comment. First, regulators and policy makers should be concerned about the potential 

17 for coordination problems. Second, it has long been recognized that there are 

18 significant economies of both scale and scope in the provision of metering services. 

19 Finally, the structure of the metering services market will also have an impact on 

20 stranded cost recovery. 

21 Coordination Problems 

22 There are expected to be many coordination problems associated with unbundled 

23 metering. I f independent firms are not properly integrated with electric supply 
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services, there may be serious coordination problems in the implementation of new 

metering systems. Accurate and efficient billing can occur only if metering information 

is provided on time, free of errors, and in usable form. If many different metering 

companies must send information to many different billing companies, the possibility 

of delays and errors increases. Furthermore, coordination problems in the competitive 

6 provision of metering could lead to significant problems with settlement, load 

7 imbalances, and other serious issues that might affect both the settlement process and 

8 system reliability. 

9 The experience in the United Kingdom proves this point. The United Kingdom 

10 implemented retail access in 1994 with competition in the provision of metering 

11 services. However, the U.K. has experienced significant coordination problems as a 

12 result. Customers who had contracted for advanced metering systems did not always 

13 receive them in a timely fashion, and many of the new meters that were installed were 

U not properly conneaed to the data collection network. In the first six months, usage 

15 for over 50 percent of the customers that had signed up for new metering systems was 

16 not properly recorded. As a result, bills for these customers had to be estimated. 

17 There were problems with load imbalances and the distribution companies' cash flows 

18 suffered considerably.6 

19 Safety is another concern that the Commission must consider. Delmarva has 

20 strict standards regarding meter quality and installation. Open competition could pave 

21 the way for inferior "offbrand" metering equipment being installed by poorly trained 

6 Henney, Alex, "Competition, Confusion, and Chaos: The Metering Muddle," Public Utilities 
Fortnightly, 134:20 (November 1, 1996), pp. 26-29. 
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1 technicians. An inferior meter and/or instaJlation could put the residence and part of 

2 the distribution system in jeopardy. Obtaining access to a meter not owned by the 

3 utility could also pose additional problems for the local utility during emergencies. 

4 Economies of Scale and Scope 

5 As the sole provider of meters, the local utility can realize greater economies by 

6 purchasing on behalf of all customers than could several service providers. Once the 

7 utility has obtained the meters, it can then exploit the economies of scale or density in 

8 the installation of meters in a given geographic area. Having a single firm install and 

9 read meters in every home in a neighborhood will require fewer resources than having 

10 several firms install and read the meters. As an example of the economies of dens. -

11 consider on-site meter reading. A meter reader who reads every meter in a 

12 consecutive path will read 10 times more meters than one who reads every 20th 

13 meter.7 

U The traditional method of data collection, on-site meter reading, requires large 

15 investments in personnel and fleet services. Advanced methods being tested today are 

16 expected to lower the cost of data collection significantly. The advanced methodi 

17 require connecting the meters on the customer's premises to the central data 

18 processing unit by a data communications network. While the choice of network -

19 e.g., wireless or wireline - will influence the cost of service, the fixed costs remain 

20 large. However, once the network is brought to a neighborhood, the cost of serving 

21 additional customers in the area is very small. In other words, the marginal cost of 

7 King, Chris S., "Competition at the Meter: Lessons from the U.K.", Public Utilities Fortnightly 
134:20 (November 1, 1996), pp. 22-25. 
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1 service is less than the average cost, and adding additionai customers to the network 

2 will lower the average cost of service to all customers. 

3 The California proceedings provide compelling evidence of the dramatic 

4 economies of scale from widespread implementation of advanced metering. Estimates 

5 of the cost of providing metering service to small California customers in a multi-firm 

t> market vary widely—from a high of $27 per meter per month, to a low of $5 per 

month—based on assumptions of between 5 and 10 percent penetration.1 On the 

? other hand, Cellnet Data Systems, a leading provider of advanced metering 

technologies, has estimated that a saturated deployment of advanced metering would 

10 cost as little as $1 per meter per month for small customers. Thus, the minimum cost 

11 savings from exploiting economies of scale would be 5 times and the maximum might 

12 be as high as 27 times. 

13 Stranded Costs 

;4 Allowing competitive firms to provide metering would substantially complicate 

15 stranded cost recovery. With competitive providers of metering, the Commission will 

i-:- need to revisit the issue of stranded cost recovery (in the context of metering). The 

17 cost of existing metering no longer being used for billing will need to be recovered. 

18 Moreover, to the extent that customers opt for other metering providers, the utility's 

19 average cost of providing metering is likely to increase relative due to lost economies 

20 of scale and scope. 

21 The Staff proposal would allow customers or other suppliers to provide the 

22 distribution company with an upgraded meter. As described above, there are 

1 These figures represent total cost of service, including network infrastructure costs, meter 
acquisition and financing, and data collection costs. 
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substantial and compelling reasons to maintain monopoly provision of metering 

services. By allowing other suppliers to provide meters, the Commission is inviting a 

host of coordination problems and potential anti-competitive behavior. For example, 

other suppliers could tie service contracts to the purchase of a meter. Alternatively, as 

discussed above, the compatibility factors are so numerous as to make the 

6 establishment of a truly "open" architecture unlikely, even under the best of 

7 conditions. Such outcomes would have a decidedly negative effect on the transition to 

8 competition in Delaware. Therefore, Delmarva strongly recommends that the 

9 Commission continue its present policy of regulated metering services. 
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1 7.0 The Unbundling and Pricing of Electricity Services 

2 7.1 Benefits of Unbundling 

3 STAFF'S POSITION 

4 Staff presents a number of benefits associated with providing major services to 

5 all customers on an unbundled basis. Staff recommends that utilities file proposed 

6 unbundled rates, along with supporting documentation by April I , 1998. The 

7 unbundled rates would go into effect on January 1, 1999. 

3 DELMARVA'S POSITION 

9 Delmarva has already presented a preliminary draft of an unbundled rate design, 

10 complete with detailed documentation. There is no need to delay the filing of an 

11 unbundled rate design until April 1, 1998. A complete unbundled rate filing, based on 

12 a December 31,1996 ending test year, could be provided to the Commission by 

13 December 1, 1997. Staff s recommendation to delay an unbundled rate filing until 

14 April 1, 1998 would still, given data constraints, require the use of a December 31, 

15 1996 ending test year. A complete unbundled filing, based on a December 31, 1997, 

16 ending test year would not be available until May 29, 1998. Staff and other 

17 intervenors are already familiar with the unbundled rate design concepts and detailed 

18 supporting documentation provided to them, based on a December 31, 1995 test year. 

19 7.2 Revenue Neutral Unbundling 

20 STAFF'S POSITION 

21 Staff believes that a balance must be struck between offering a wider range of 

22 choices for individual services and providing a bundled offering which some customers 

23 may prefer. Staff also believes that services must be unbundled and priced on a 
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revenue neutral basis. Staff wishes to have customers pay the same rates irrespective 

of whether services are unbundled our bundled They explicitly object to unbundled 

rate designs that will increase the access charge and lower the usage rate, since these 

rate designs will cause customers to pay more for the service if consumption should 

fall. 

6 DELMARVA'S POSITION 

7 Unbundling of retail rates should be used as an opportunity to move rate classes 

8 and individual rate elements closer to the costs of providing these services to 

9 customers. In some cases, this may result in the shifting of revenue responsibility 

10 between rate classes or among customers within a rate class. The detailed 

U documentation already provided by Delmarva supplies the information necessary for 

12 the Commission to evaluate the unbundled rate elements. Proper price signals are a 

13 necessary part of a vibrant and dynamic retail choice option for customers in 

14 Delaware. To provide the proper price signals the usage rates for unbundled services 

15 should be set as close to the marginal cost of providing the service as possible and 

16 fixed costs should be recovered through an appropriate mechanism. The mechanism 

17 selected should ensure that the utility's fixed costs are recovered across all services, 

18 economic efficiency is enhanced, and competition is recognized at both the bundled 

19 and unbundled levels. Failing to adequately address the appropriate price signals will 

20 result in unbundled retail rates which do not provide customers with adequate cost 

21 information that their choice and usage decisions impose on other retail customers in 

22 Delaware. 
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1 7.3 Principies of Unbundling 

2 No comment. 

3 7.4 Unbundling the Costs of Retail Generation Services 

4 STAFF'S POSITION 

5 Staff supports the accurate unbundling of all cost components of retail 

6 generation services. 

7 DELMARVA'S POSITION 

8 Delmarva agrees that all of the costs associated with retail generation (eiectric 

9 supply) service should be included in the unbundled rate. The costs associated with 

10 ancillary services, whether transmission or generation related, should be recovered as a 

11 separate unbundled rate element from generation capacity and energy costs. These 

12 ancillary services are distinct services provided to unbundled customers under the PJM 

13 Open Access Transmission Tariff. Delaware does not have a gross receipts tax on 

14 utility service, but there is a public utilities tax that should be included in the unbundled 

15 rates. 

16 
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1 8.0 Estimation and Treatment of Stranded Costs 

2 8.1 Definition of Stranded Costs 

3 STAFF'S POSITION 

4 Staff defines stranded costs as the portion of a utility's generation assets that 

5 exceed the market value of the generation services available from those assets. Staff 

6 classifies these costs as generation assets, generation liabilities, and regulatory assets. 

7 Staff recommends that Delmarva file an estimate of its potential stranded costs by July 

8 1, 1998. 

9 DELMARVA'S POSITION 

10 Delmarva agrees with Staff s definition of stranded costs, but is concerned with 

11 the categorization of nuclear decommissioning as a regulatory asset. Unlike regulatory 

12 assets, which represent incurred costs deferred for future recovery, nuclear 

13 decommissioning costs are future expenditures being funded in the present, as the 

14 Nuclear Regulatory Commission, State Commissions, and FERC have mandated. In a 

15 sense, nuclear decommissioning is similar to the future demand-side management 

16 program costs, which Staff has recommended be removed from stranded costs and 

17 instead recovered through a societal benefit charge. Similar to the societal benefit 

18 charges, nuclear decommissioning is a long-term funding commitment. Sufficient 

19 funding of nuclear plant decommissioning trust funds is critical to the public health and 

20 safety, and it is Deimarva's position that all customers continue to contribute to these 

21 funds. 
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8.2 Methodology and Principles for Estimating Stranded Costs 

STAFF'S POSITION 

Staff defines two broad approaches for estimating stranded costs: Market 

Valuation, which uses auctions, sales, or asset spin-offs, and Administrative Valuation, 

which uses forecasting, modeling, or other analytical tools. Staff recommends that 

6 Delmarva use an administrative valuation approach to prepare a stranded cost estimate 

7 by July 1, 1998 and suggests the following principles be applied: 

8 • Stranded costs be estimated on a net, system-wide basis; 

9 • Stranded costs estimates include individual plant assessments; 

10 • Estimates should account for forecast changes (in both market prices and 
11 asset value), with a study period no shoner than 15 years; and 

12 • Sensitivity analysis be performed, including variations in market prices and 
13 other key assumptions. 

U DELMARVA'S POSITION 

15 Delmarva agrees that an administrative valuation approach is the most acceptable 

16 one and agrees that a limited number of reasonable sensitivities is advisable. 

17 8.3 Potentially Strandable Costs and the Link to Standard Offer Prices 

18 STAFF'S POSITION 

19 • Staff believes that stranded costs should be estimated based on what they 
20 term potentially strandable costs 

21 • Potentially strandable costs are estimated by assuming that the utility is able 
22 to charge Only the market price for all of its generation output. 

23 • Staff believes that ideally the standard offer prices should be linked to 
24 strandable costs in the sense lhat both should be based on market price. 

25 • During the transition period. Staff recommends that the standard offer price 
26 continue to be regulated and be capped at the generation price that is 
27 currently charged in today's bundled electricity rates. 
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The standard offer price should include the retail cost of generation plus 
additional costs such as the cost of reliability, marketing costs and A&G 

3 COStS. 

4 DELMARVA'S POSITION 

5 Delmarva is not clear about Staff's positions and definitions regarding potentially 

6 stranded costs and actual stranded costs likely to be incurred, and their link to the 

7 standard offer price. Under the Staffs proposal, it is expected that the standard offer 

8 rate will be equal to the cost-of-service rate currently charged in today's bundled 

9 electricity rates. Deimarva's position is that such a standard offer price is not 

10 appropriate. (This is further discussed in Section 4.3.) A standard offer rate based on 

11 regulatory rules, combined with stranded costs calculations based on market prices, 

12 would indeed result in the discrepancy between the potentially stranded costs and 

13 actual stranded costs that Staff envisions. 

14 Deimarva's proposal included a "standard offer rate" based on the frozen 1998 

15 tariff price (adjusted for the MTC). Delmarva believes this approach is reasonable and 

16 appropriate for the following reasons: 

17 • The offer price remains stable over the transition period, which is attractive to 
18 consumers during an uncertain time; Delmarva assumes the fuel and market 
19 risks during the transition period, and 

20 • The Commission does not need to oversee or adjust the standard offer rate 

21 during the transition period, 

22 If, however, the Commission determines that another form of standard offer 

23 price is appropriate, Delmarva believes it should be based on the market price, and not 

24 regulated; there should be consistency between the assumptions underlying the 

25 standard offer rate and the stranded costs. To this end, Delmarva would propose 

26 calculating the generation-asset stranded costs by subtracting the assets' estimated 
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1 future costs from their projected market revenues; this difference would then be 

2 compared to the assets' book value. Similarly, the standard offer price would be based 

3 on the market price, with additional administrative costs taken into account. Because 

4 no significant divergence is expected between actual and projected market prices 

5 during the transition period, this approach is compatible with Staff s apparent 

6 objective of maintaining consistency in the approaches. 

7 8.4 Determining Which Costs Are Eligible for Stranded Cost Recovery 

8 STAFF'S POSITION 

9 Staff recommends that utilities be required to mitigate stranded costs and efforts 

10. should focus on cost reduction measures, other options Staff does not support are cost 

11 shifting and revenue enhancement. Staff also suggests that recovery should not be 

12 guaranteed and that the Commission should evaluate whether certain stranded costs 

13 should be borne by stockholders; this would be determined after reviewing the utilities' 

14 stranded cost filings to be made in July 1998. 

15 DELMARVA'S POSITION 

16 Delmarva believes strongly that non-mitigated stranded costs should be allowed 

17 for full recovery. Delmarva agrees that stranded costs should be mitigated to the 

18 . extent possible; for example, savings related to the imminent merger with Atlantic 

19 Energy could be used to offset stranded costs. In addition, flexibility should be 

20 allowed with regard to the different options outlined by the Staff. 

21 Delmarva objects to accelerating depreciation because the Commission has 

22 previously approved certain depreciation rates, and acceleration of these rates shifts 

23 the burden to the shareholders by lowering earnings per share. However, Delmarva 
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would be willing to entertain a such a mitigation strategy, with the condition that it be 

revenue-neutral. 

In general, Staffs position on the "sharing" of stranded costs raises serious 

questions. Absent a showing of waste, bad faith or abuse of discretion, stockholders 

should not bear any portion of these costs. 

6 This can best be explained by the phrase "obligation to serve". The Company 

7 has had the obligation to provide electric power to its customers, and its customers 

8 have had the right to expect that the Company would provide this service in a saf:-. 

9 adequate, and reliable manner. Historically, this was accomplished through prov -.z 

10 exclusive retail service franchises. For the Company, this means that investments have 

11 been made in order to serve every one of its customers in its DPSC delineated service 

12 territory. The Company did not have a choice of who it could serve, or to serve only 

13 those customers who provided the best return on investment. Deimarva's 

U responsibility has been met through long-range planning and through the continued 

15 investment in sufficient generation, transmission, and distribution resources. In return 

16 for this investment and level of commitment, the Company has been statutorally 

17 provided the opportunity to earn a fair return on its investment. That return was set 

18 using the assumption that the Company would continue to have the opportunity to 

19 earn that fair regulated return on its investments. These arrangements, and 

20 corresponding obligations, are generally what is meant by the "regulatory compact" 

21 concept. 

22 Deimarva's own generating stranded costs represent investments made to 

23 provide a safe, adequate and reliable electricity supply to serve our customers' needs 
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1 and fulfill our statutory obligation to serve. Investors expected, and continue to 

2 expect, a reasonable return on, and of, their investment. Under the regulated 

j monopoly struaure, that is what they received, and by law, were entitled to receive. 

4 As the industry is restructured to provide for retail choice, these investors must be 

5 compensated for their good faith investments in the infrastruaure of Delaware through 

6 their investment in Delmarva. 

/ 8.5 Recovery of Stranded Costs Through a Market Transition Charge 

g STAFF'S POSITION 

9 Staff recommends recovery of stranded costs through a MTC. The MTC would 

10 be charged separately from other unbundled electricity rates and would be applied to 

11 all transmission and distribution customers on a non-bypassable and non-

12 discriminatory basis. Staff recommends that the charge be collected during the four 

13 year period, April 1, 1999 through April 1, 2003. The MTC is to be collected on the 

14 basis of energy usage (i.e., per kWh). 

15 DELMARVA'S POSITION 

16 As noted previously, Delmarva agrees with Staff that stranded costs should be 

17 collected through a non-bypassable charge applied to all transmission and distribution 

18 customers, although Delmarva believes ail stranded costs should be recovered, not just 

19 those the Commission deems "significant". This ensures that all suppliers will pay the 

20 transition costs associated with the new regulatory regime, including stranded costs, 

: i since all customers will require transmission and distribution services. 

22 Delmarva has concerns with some of the other aspeas of Staff s proposal. First, 

23 Delmarva believes that stranded costs should be allocated to the rate classes based on 
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1 cost causation, and then the appropriate MTC determined for each customer class. 

2 Second, Delmarva believes that the MTC should be collected as an access fee (i.e., a 

3 fixed amount per month), instead of on a per kWh basis. Assessing it ona per kWh 

4 basis will distort the price signal for the distribution service. To enhance economic 

5 efficiency, the usage rate should be set as close as possible to the marginal cost of 

6 providing the distribution service. Third, attempting to collect the MTC on a per kWh 

7 basis will increase the uncertainty in the estimate of stranded costs, since it will be 

8 necessary to have accurate estimates of energy usage (in kWh). 

9 Finally, while a four-year recovery period may be appropriate for the majority of 

10 the stranded costs, Delmarva suggests that the recovery of the nuclear 

11 decommissioning costs be extended to the end of nuclear plant lives. 

12 8.6 Reconciliation of Stranded Costs Over Time 

13 STAFF'S POSITTON 

14 Because of the uncertainty associated with estimating stranded costs fifteen years 

15 or more into the future, Staff recommends that there should be a reconciliation 

16 between stranded costs recovered and stranded costs actually incurred. Staff 

17 recommends that the Commission conduct a review of stranded cost recovery by 

18 January 2003. The policy review is to be limited to a comparison between actual 

19 stranded costs and those recovered through the MTC. If the Commission finds that 

20 actual stranded costs deviate from those recovered by more than 25 percent, then the 

21 MTC should be adjusted and the collection period extended beyond January 2003. 
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1 DELMARVA'S POSITION 

2 Delmarva believes that it is unnecessary to reconcile recovered stranded costs 

3 with actual stranded costs by January 2003. Given Deimarva's cost structure, the 

4 Company believes that the magnitude of stranded costs in general and the forecast 

5 error (at the beginning of 2003) in particular is not expected to be significant. The 

S real uncertainty in the value of the generation assets is expected to occur after the end 

7 of the transition period, and any differences between projected and actual market 

8 prices in the first four years do not dictate the nature of such differences in future 

9 years. 

10 While this would argue for the reconciliation to occur later than 2003, Delmarva 

11 believes that stranded cost payments should end after the termination of the transition 

12 period. A more accurate reconciliation would not be possible until the end of the 

13 assets' lives, because the true market prices will of course be unknown until they 

14 occur; in some cases, this is approximately 30 years from now. Delmarva believes 

15 such a reconciliation is unreasonable and overly burdensome; Delmarva is willing to 

16 assume the financial risks associated with no reconciliation. 

17 However, if the Commission decides to reconcile recovered versus artual 

18 stranded costs as the Staff has recommended, then Delmarva believes that it is 

19 imperative that an objective mechanism be established beforehand. Otherwise, 

20 Delmarva is concerned that there will be a temptation to reduce but not to increase the 

21 MTC if actual conditions differ from those forecast. 

22 One way to objectively reconcile recovered and actual stranded costs would be 

23 to use an index methodology which could be applied to the initial estimate of stranded 
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costs. The index wouid be based on the key drivers of electricity prices, such as fuel 

costs, heat rates and installed costs for new generation units. 

When properly constructed, the stranded cost index would rise and fall in parallel 

with elearicity prices. When the index rises (indicating that stranded costs are less 

than expeaed), stranded cost recovery would be lowered. When the index falls 

6 (indicating that more stranded costs must be colleaed than originally forecast), 

7 stranded cost recovery would be increased. 

& The index methodology begins with an initial level of stranded costs that refleas 

9 expeaed conditions with respect to the key drivers of electricity prices. The initial 

10 estimate of stranded costs wouid be adjusted based on differences between base 

11 assumptions and actuai market levels at the end of 2003. 

12 A key benefit of an index method is that it provides an objective means of 

1 3 adjusting for differences between recovered and aaual stranded costs. This should 

14 help to ensure a fair and objective process in which the estimate of stranded costs 

15 would be increased, as well as decreased, if actuai conditions deviate from those 

16 forecast. 

17 8.7 Stranded Costs for the Cooperative and Municipal Utilities 

18 No comment. 
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9.0 Consumer Protections and Equity 

9.1 Customer Aggregation 

No comment. 

9.2 Standards Tor Retail Electricity Sellers 

STAFF'S POSITION 

6 Staff recommends that aggregators be required to meet certification and bonding 

7 requirements, adhere to a code of conduct, and fulfill the operational provisions 

8 specified by distribution companies and the regional ISO: Staff also recommends that 

9 certified providers should be required to update certification information annually and 

10 be subject to Commission audit. 

11 DELMARVA'S POSITION 

12 Delmarva supports Staff s recommendations and provides further comments on 

13 this issue in Section 4.6. Staff s certification requirements are also appropriate. 

14 Delmarva believes that the "defaulted provider" should acquire the power at the 

15 prevailing market price. 

16 9.3 Low-Income Customers 

17 STAFF'S POSITION 

18 Staff recommends that low-income customers continue to be provided energy 

19 efficiency services and that the Commission establish a supplier of last resort so that 

20 the obligation to serve is retained. Staff seeks comments on implementing low-income 

21 bill assistance programs. 
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1 DELMARVA'S POSITION 

2 Delmarva does not believe that existing low-income programs should be 

3 enhanced. Low-income customers should ultimately receive the same benefits of retail 

4 competition as other customers receive. Benefits to low-income customers wouid 

5 likely include lower energy prices, and more choices and more options that may be 

6 beneficial to them, such as a variety of credit and payment plans. All customers should 

7 still be subject to reasonable disconnection policies for non-payment of bills. 

8 Delmarva has a strong track record with low-income assistance programs. 

9 Delmarva currently suppons such programs as the Low Income Energy Assistance 

10 Program ("LrHEAP"), and the Good Neighbor Energy Fund. Delmarva also 

11 administers several bill assistance programs, where customers are able to negotiate 

12 customized payment plans to meet their needs. One particular program, in 

13 cooperation with local churches and other Community organizations, allows customer 

14 accounts to be extended indefinitely when they are targeted to receive funds. 

15 Delmarva also offers a Budget plan whereby customers are billed a levelized amount 

16 based on annual usage. 

17 This type of a public policy program is an issue that may be better addressed by 

18 the General Assembly. What Staff is suggesting is, for the most part, another tax. If 

19 this is the appropriate public policy for the State of Delaware, then Delmarva suppons 

20 the notion that the funding should be supported by all panicipants. 
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1 9.4 Consumer Education 

2 STAFF'S POSITION 

3 Staff recommends that all stakeholders play a role in consumer education and 

4 that marketing materials and bills be required to conform to a standardized format. 

5 Staff also recommends that payment schedule, disconnection procedures, and dispute 

6 resolution procedures be disclosed to customers both on educational materials and on 

7 their bills. Finally, Staff recommends that consumers be informed that they have the 

8 right to prevent their distribution utility or other aitemative supplier from releasing 

9 their personal information (e.g., name, address, etc.) as well as data about their 

10 payment history, specific usage patterns, and appliances. Staff suggests that a working 

11 group be established to address the implementation of these recommendations. 

12 DELMARVA'S POSITION 

13 Delmarva agrees with Staff that many players could and should play a role in 

u educating consumers about customer choice, and that the distribution utility should 

15 play a key role in such efforts by using its communications expertise, relationships with 

16 external groups, and existing channels of communication. Delmarva further agrees 

17 that a working group should be established during the first quaner of 1998 in order 

18 that initial communications and education efforts can begin as soon as possible after 

19 restructuring is ordered. 

20 In this regard, Delmarva suggests that the following guidelines be utilized: 

21 • Communication should be timely; 

22 0 Communication should be presented in easily understood language; 

23 • Communication should be unbiased, objective, and fair; 
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1 • Cominunication should be made accessible to all consumers by using a mix of 
2 communication vehicles to reach the intended audiences including employees, 
3 consumers (both individual consumers and groups or associations), and the 
4 media; 

5 • Education effons should continue throughout the transition period; 

6 • Education effons should be clearly separated from marketing and sales 
7 effons; 

8 • Public opinion research should be conducted to measure the effectiveness of 
9 communication and education effons, and to aid in refining the messages and 

10 planning continuing effons; and 

11 • The author or presenter of infonnation should be clearly identified so 

12 consumers can assess message credibility. 

13 Staff has also recommended the establishment of a standard bill format, and 

14 Delmarva is willing to explore that idea with the other panics. With respect to the 

15 distribution of marketing materials, however, Delmarva is concerned with Staffs 

16 proposal to adopt a standardized approach 

17 In Deimarva's view, a standardized approach for marketing is too rigid and 

18 inflexible, and a one-size-fits-all approach assumes that all customers want and need 

19 the same information. As a result, it would create the following problems: 

20 • Customers would get far more information than they actually want/need, 
21 creating much confusion, 

22 • Customers would perceive that marketers are attempting to be all things to all 
23 people and are not flexible and understanding of their needs; 

24 • Marketers and suppliers would be discouraged from investing in 
25 products/services/enhancements outside of industry standards; 

26 • Industry would decide what is imponam to customers instead of 
27 research/discussions with customers by marketers; and 

28 • Targeted communication and offers to customers would be discouraged. 
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1 10.0 Resource Planning, Energy Efllciency and Renewable Resources 

2 10.1 Achieving the Objectives of Integrated Resource Planning 

3 STAFF'S POSITION 

4 Staff believes that many of the fundamental objectives of integrated resource 

5 planning ("IRP,,) are still important in a competitive electricity market. Staff 

6 recommends: 

7 • That the default supplier evaluate a wide range of generation supply options; 

8 • Continue cost-effective energy efficiency programs through the distribution 
9 companies; and 

10 • Reduce environmental impacts through promoting renewable resources, green 
U power and encouraging comparable environmental requirements. 

12 Staff also seeks comments on the appropriateness of reporting requirements for 

13 trends in reliability, transmission needs, resource diversity and impacts of competition. 

14 DELMARVA'S POSITION 

15 Delmarva cannot suppon Staff s recommendations. Delmarva believes that 

16 existing IRP guidelines should be modified or eliminated now. Certainly, once 

17 effeaive competition for generation has emerged in Delaware, existing IRP 

18 requirements should be eliminated. It would be impractical to impose an IRP 

19 requirement on generation when electricity is traded as a commodity in competitive 

20 markets. Additionally, the long-run planning perspective of IRP is of little value to 

21 individual suppliers. 

22 Much of the information the utility must provide in compliance with the present 

23 IRP regulation is commercially sensitive. In addition, there have been instances in 
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which people have misused or misinterpreted information contained within Deimarva's 

IRP. 

Delmarva believes that once retail access arrives, customers will decide, through 

their purchasing decisions, on the appropriate level and types of demand-side 

management ("DSM*') and energy efficiency programs that they wish to pay for. 

6 These DSM programs will be offered by energy suppliers and/or service companies 

7 formed for this purpose. There will be no need for regulators to perform this function. 

8 Delmarva also believes that competition should provide price signals to 

9 customers which reflect the marginal costs of suppliers, and consequently renewable 

10 resources and other "clean" generation resources that are economical will have an 

11 advantage over "dirtier" generation resources that have to comply with ever more 

12 stringent environmental requirements. As such, Delmarva does not see the need for 

13 promoting renewables. 

14 With regard to recommending that all suppliers be required to prepare biennial 

15 reports on trends in reliability, transmission needs, resource diversity and impacts on 

16 competition, Delmarva does not believe that this additional reporting is necessary ii 

17 competitive market. The Commission should be attempting to remove regulatory 

18 barriers to entry and to streamline or reduce reponing requirements. Reliability issues 

19 are further addressed in Section 10.2. 
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1 10.2 Resource Planning at the Distribution Level 

2 STAFF'S POSITION 

3 Staff believes that distribution companies should continue to have the 

4 responsibility to provide low-cost, reliable, efficient and safe transmission and 

5 distribution services. 

6 Staff recommends that the distribution utility should be required to perform a 

7 modified version of IRP, sometimes referred to as "integrated distribution planning" 

8 ("IDP"), with a focus on lowering T&D costs and improving "T&D" efficiency. 

9 DELMARVA'S POSITION 

10 As discussed in Section 6.2, Delmarva believes that Staffs objective can be 

11 accomplished by implementing a correctly-designed PBR plan. As discussed in that 

12 section, the advantage of a PBR plan is that it provides a stronger incentive for the 

13 utility to be efficient and innovative than traditional cost of service regulation. The 

U utility has a clear incentive to pursue all measures, including integrated distribution 

l ! planning, designed to reduce costs and improve efficiency. Also, concerns about 

} j service quality and safety can be handled under a PBR system by implementing safety 

17 and quality performance mechanisms that penalize the utility for inferior performance. 

18 Delmarva believes that a properly designed incentive system will be able to accomplish 

19 the Staff s objectives for less cost than under traditional COS regulation, especially 

20 since regulatory oversight will be greatly reduced. 

21 In any event, transmission is FERC-jurisdictional and should not be included in 

22 State-level resource planning. 
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1 10J Promoting Energy Efficiency Investments 

2 STAFF'S POSITION 

3 Staff is concerned that reiying solely upon the market to deliver energy efficiency 

4 services will leave a large ponion of cost-effective energy efficiency resources 

5 untapped. The Staff recommends continued Commission oversight and that the 

6 Commission establish a system benefits charge ("SBC") to raise revenues to finance 

7 energy efficiency services. The SBC should be charged to all customers served by 

8 each distribution company, regardless of their generation service provider, i.e., it 

9 would be non-bypassable. The Staff also recommends that the SBC be administered 

10 by an independent, non-profit or public agency. Finally, a portion of the SBC funds 

11 should be set aside to finance energy efficiency programs for low-income customers. 

12 DELMARVA'S POSITION 

13 Delmarva agrees that energy efficiency and peak management programs have 

14 been important benefits to consumers in the state. However, Delmarva disagrees with 

15 the adoption of a system benefits charge to fund these programs. Depending on th:: 

16 nature and amount of this charge, its imposition could affect the competitiveness c:: 

17 rates charged in Delaware versus other states in the region. In addition, Delmarva 

18 believes that, under full retail competition, consumers will ultimately select the most 

19 efficient type and amount of energy efficiency program to continue. A separate charge 

20 to fund these programs could have the effect of subsidizing programs that could be 

21 maintained in an unrestricted market. 
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i In addition, the establishment of an SBC will most certainly result in increased 

I prices to customers to support these programs. This appears to be a contradiction to 

3 Staffs position that customers should be no worse off. 

4 10.4 Promoting Renewable Resources 

5 STAFF'S POSITION 

$ Staff recommends that the Commission establish a renewable portfolio standard 

7 ("RPS") that would be applied to all suppliers seeldng to sell power in Delaware. 

8 Staff also recommends that the Commission establish policies to support research and 

9 development ("R&D"). 

10 ' DELMARVA'S POSITION 

11 Delmarva does not support Staff s position. Delmarva has been active in 

12 investigating, developing and demonstrating potentially cost-effective uses of 

13 renewable energy for more than twenty-five years. The Company is presently actively 

14 working with several business partners and the United States Department of Energy in 

15 developing a cost-effective, dispatchable, peak-shaving photovoltaic system for 

16 commercial building application. Presently, systems are installed at: the Carvel State 

17 Office Building in Wilmington, Delaware; Deimarva's Northern Division General 

18 Office Building in Newark, Delaware, and in Maryland, North Carolina, and 

19 Wisconsin. Delmarva has also installed two of these photovoltaic systems to provide 

20 educational opportunities to Delawareans at the Delaware Nature Society's facility in 

21 Abbott's Mill and at the Hockessin Montessori School. In Autumn, 1997, another 

22 system will be installed at the Delaware Division of Facilities Management's office in 

23 Dover, Delaware. 
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1 All of the above efforts were accomplished without any regulations requiring 

2 such action. Accordingly, Delmarva fully suppons the practice of promoting 

3 renewable resources for generation, but is opposed to Staff s recommendation of a 

4 "renewable portfolio standard" whereby suppliers would be required to maintain a 

5 target mix of generation resources. 

6 As retail customers are provided choice as to their energy supplier, the range of 

7 choices that are afforded them will increase dramatically. Artificial barriers to market 

8 entry for renewable resources will be removed. It is Deimarva's expectation that some 

9 suppliers will market themselves to customers partly on the basis of their source of 

10 supply; e.g., non-nuclear sources, wind and solar energy only, or hydro power. This 

11 occurred in the recent New Hampshire pilot program. 

12 Competition should provide price signals to customers which reflect the marginal 

13 costs of suppliers and, consequently, renewable resources and other "clean" generation 

14 resources that are economical will have an advantage over "dirtier" generation 

15 resources that have to comply with ever more stringent environmental requirements. 
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1 11.0 Maintaining Environmental Quality and Comparability 

2 11.1, I U & 11.3 - Threats to the Environment, Promotion of Green Power and 
3 Policies to Encourage Comparable Environmental Standards 

STAFF'S POSITION 

StafF is concerned with inconsistent environmental standards and proposes: 

6 • Electricity sellers should be encouraged to provide customers with the choice 
7 of green power, and required to disclose the emissions associated with their 
g power supply (Section 11.2); and 

9 • The Commission and environmental regulators in Delaware should devise 
10 policies to promote greater comparability in environmental standards applied 
H to electricity sellers in Delaware (Seaion 11.3). 

12 The Staff points out that the Commission is not responsible for establishing 

13 environmental standards. Rather, that responsibility rests with other state and federal 

u agencies. Nonetheless, StafF is seeking comments on mechanisms for promoting 

15 comparable environmental standards across suppliers in Delaware. 

16 DELMARVA'S POSITION 

17 Delmarva disagrees with StafF s position on this issue and believes that 

18 environmental labeling disclosure and policies to promote environmental comparability 

19 should not be mandated by the Commission. Delmarva recognizes that there is 

20 continued uncertainty in accurately predicting and assessing any potential 

21 environmental impacts (both positive and negative) associated with electric utility 

22 restructuring. Delmarva believes that environmental matters should continue to be 

23 handled by the appropriate state and federal agencies, such as the Delaware 

24 Department of Natural Resources and Environmental Control ("DNREC") and the 

25 United States Environmental Protection Agency ("USEPA"), through existing 

26 statutes, regulations, permits and rulemakings. These agencies possess the technical 
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1 expertise to determine, what, if any, regulations need to be promulgated on a local, 

2 regional or national basis in order to ensure environmental protection and the 

3 avoidance of any significant deleterious environmental impacts associated with any 

4 new initiatives. 

5 Furthermore, if the retail markets for elearicity are to be allowed to become 

6 customer-focused and economically efficient, careful attention should be paid to any 

7 proposal that would compromise the efficient operations or viability of the competitive 

8 market. The regulation of competitive markets is only appropriate when there is need 

9 to address a failure in the market itself. The use of regulation to augment the effons 

10 of state and federal air quality regulators should only be employed after it has been 

11 demonstrated that (1) there is a failure in the marketplace and (2) the imposition of 

12 regulation is the most economically-efficient means for addressing the market failure. 

13 As an aitemative to the premature or improper imposition of environmental 

14 requirements on the elearic markets in Delaware, Delmarva encourages the 

15 Commission to adopt a competitive framework that will facilitate, rather than require, 

16 the development of energy "produas" that capitalize upon the interest of consumers in 

17 environmental issues through the use of voluntary produa development and 

18 disclosure, and the use of uniform educational tools. Although this will clearly require 

19 a commitment upon the pan of the state and its licensed retail suppliers to provide 

20 consumers with appropriate educational tools, it will generate a broader awareness of 

21 the industry, its economics and the actual impact of elearic generation upon the 

22 environment. It will also provide an economically-efficient mechanism for promoting 

23 renewable generation and cleaner power resources without creating a barrier to the 
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1 practical operation of retail and wholesale electric markets. As a result, Delaware will 

2 be the beneficiary of both the environmental and economic benefits of a truly 

3 competitive marketplace. 

4 Delmarva also offers the following specific comments with respect to Staff's 

5 recommendations associated with Emissions Labeling and Disclosure, Generation 

6 Performance Standards and Implementation of New Source Performance Standards on 

7 pre-1971 generating facilities: 

g Environmental Labeling and Disclosure 

9 Delmarva believes that environmental labeling and disclosure information does 

10 not need to be mandated by the Commission in order for consumers to make informed 

11 decisions regarding generation supply choices. Rather, Delmarva believes that labeling 

12 and disclosure should be encouraged to be performed by electric suppliers on a 

13 voluntary basis. Customer choice will dictate whether or not this information is 

14 valuable in making energy purchase decisions. Should environmental labeling and 

15 disclosure information be desired by customers, responsible energy providers would be 

16 motivated to voluntarily provide the infonnation in order to harness market-based 

17 business opportunities. 

18 In determining the parameters to be disclosed under any voluntary program, a 

19 uniform, national and/or regional approach is needed. A broad array of environmental 

20 attributes should be considered across all media. For example, while the emission 

21 characteristics of cenain air pollutants could be considered for fossil fuel fired plants, 

22 equal consideration is necessary regarding the potential aquatic impacts associated 

23 with hydroelectric generation. Likewise, hazardous and radioactive waste 
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1 considerations should be disclosed from nuclear powered facilities. The public should 

2 be given a balanced picture of all major environmental attributes, and not just one or 

3 two indicators. These attributes should be uniformly defined and consistent across 

4 political jurisdictions to ensure that gaming does not occur. 

5 Comparable Environmental Standards 

6 Delmarva strongly believes that the Commission should not dictate 

7 environmental policies to promote environmental comparability standards for elearic 

8 sellers in Delaware. Delmarva believes that a Generation Performance Standard 

9 ("GPS"), or the imposition of New Source Performance Standards ("NSPS") on 

10 generating units built prior to 1971, could have severe economic impacts for any states 

11 that adopt such measures unilaterally. 

12 The implementation of a stand-alone generation performance standard for NOx -

13 a pollutant of concern identified in the Staff repon - would provide an unknown 

14 benefit, and could even provide ambient ozone disbenefits. Any standard that would 

15 require retail suppliers to have to accurately and verifiably procure resources with 

16 specific generation attributes would also impose an economic and legal burden upon 

17 suppliers that will discourage companion and generate market failures that will result 

18 in higher energy prices that would otherwise be available to customers. Moreover, as 

19 noted below, the development of a GPS or NSPS requirement on older units in 

20 Delaware could have a detrimental economic impact, without necessarily providing 

21 commensurate environmental improvements in Delaware or other nearby states. 

22 It has been scientifically demonstrated that the emissions of NOx from major 

23 sources (utility, industrial and mobile) along with the emissions of Volatile Organic 
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1 Compounds ("VOC"s which are emitted from industrial, mobile and natural sources) 

2 can form ozone in the troposphere under certain meteorological conditions. The 

3 spatial and temporal effects of ozone formation is dependent upon the characteristics 

4 of the release, the composition of other pollutants in the atmosphere, and a variety of 

5 other factors. Photochemical modeling of NOx emission reduaions from utility point 

6 sources in certain urban areas, for example, have demonstrated that an atmospheric 

7 scavenging effect can aaually increase ambient levels of ozone downwind, under 

g certain conditions, despite appreciable utility source NOx reduaions. While a GPS 

9 will certainly impose additional costs upon the Delaware market, a state-imposed 

10 requirement will not insure that environmental disbenefits do not occur or that an 

11 economically-viable facility in another state operated under existing federal laws and 

12 requirements will not continue to operate to the benefit of customers in other markets 

13 where impediments do not exist. As a result, Delaware customers will be forced to 

14 pay above-market prices without receiving any commensurate environmental benefit. 

15 Delmarva also opposes the adoption ofNSPS for sources built prior to 1971. 

16 When the USEPA promulgated the NSPS concept two and one-half decades ago, it 

17 did so knowing that technological pollution control improvements on new facilities 

lg could be incorporated into the design of new facilities in a cost effective manner. The 

19 retrofitting of such controls on existing units is often impraaical or cost prohibitive to 

20 justify. Older units would eventually shut down due to their age and would be replaced 

21 with newer units meeting lower emission standards. In addition, existing facilities that 

22 undergo "major modifications" that cause emission increases, would also be subject to 

23 applicable new source review requirements, including meeting the NSPS limits. 
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1 Delmarva believes that, from a national perspective, the existing environmental 

2 regulatory framework, combined with a market driven competitive electric services 

3 industry, will ensure that environmental progress continues to be made along these 

4 lines. 

5 Delmarva believes that the independent development of a unilateral GPS for 

6 NOx in Delaware or the imposition of a NSPS requirement on older generating units 

7 is not sound environmental policy. The need for controls from all source types should 

8 reside with federal and state environmental regulatory agencies who can integrate the 

9 environmental aspects of the acid deposition control (S02 and NOx) provisions c 

10 Clean Air Act Amendments of 1990 with the ozone attainment activities (e.g. rej. 

11 NOx controls with cap and trade programs) that are presently being discussed and 

12 implemented. For example, the Ozone Transport Assessment Group or "OTAG" (a 

13 coordinated 37 eastern state technical ozone modeling effort) is working closely with 

14 the USEPA to determine the need, location, and source categories that may need to 

15 undergo additional NOx controls in an attempt to alleviate the pervasive ambient 

16 ozone non-attainment problem. Imposition of unilaterally proposed GPS or NSPS 

17 retrofit requirements in Delaware would not incorporate the regional and national 

18 efforts that are presently underway by environmental regulators and would put 

19 Delaware at an economic disadvantage with other states. At the same time, they will 

20 impede the ability of competitive electric supply industry to generate more efficient 

21 mechanisms for addressing the same concerns in a market-oriented manner. 
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DELMARVA POWER & LIGHT COMPANY'S COMMENTS REGARDING 

MARYLAND STAFF'S REPORT: MARYLAND PUBLIC SERVICE 

COMMISSION'S INQUIRY INTO THE PROVISION AND REGULATION OF 

ELECTRIC SERVICE 

CASE NO. 8738 

June 30, 1997 

/. Introduction 

Delmarva Power & Light Company ("Delmarva") files herewith its initial response 

to the MPSC Staffs repon, "A Framework for Customer Choice and the Future 

Regulation of Eleciric Services in Maryland," dated May 30, 1997, in Case No. 8738. 

The purpose of this document is to provide the Maryland Public Service Commission ("the 

Commission") and its Staff with Deimarva's preliminary views on how the electricity 

industry should be restructured, and suggestions regarding Staffs proposed 

implementation framework. 

While the repon recommends allowing competition to set prices for electricity, the 

requirement that electricity also be sold by the incumbent utilities at a regulated price 

creates a fundamental flaw in Staffs proposed framework for restructuring. This 

combination of regulation and competition will diston the market for electricity and 

constrain the efficient use of utility generating assets, and create an uneven playing field 

for the emerging competitive market. 

//. Deimarva's View of Restructuring 

A. Deimarva's Four Basic Guidelines 

As noted in its comments to this Commission two years ago in Case No. 8678, 

Delmarva believes that there are four basic guidelines that should direct the restructuring 

of the electric industry. The first principle is that regulation should be eliminated where 

competition exists. In the case of the generation market, competition is developing rapidly 

and thus the elimination of regulation is appropriate when customer choice begins. 



Second, Delmarva believes in fair competition for all market participants. Utilities 

should be able to participate in competitive markets without being restricted, taxed, or 

otherwise burdened with requirements or costs that do not apply to other competitors. 

Pricing flexibility, maintaining confidentiality of sensitive customer information (in a way 

that does not create undue barriers to entry for competitors), and providing the 

opportunity to earn returns reflecting the increased risks of competitive markets are 

important for promoting fair competition. 

The third principle is performance-based regulation. For those portions of the 

industry that remain regulated, performance-based regulation will provide flexibility in 

pricing, enabling the utility to meet special customer needs. This will not only enhance 

benefits to customers located in Maryland, but will also provide the utility with earnings 

opporrunities based on good performance and improve efficiencies in the remaining 

regulated areas of the business, while helping to keep prices low. 

Fourth and finally, full stranded cost recovery must be allowed. Delmarva agrees 

with Staff that utilities should have an opponunity to fully recover all prudently incurred, 

verifiable, and unmitigated stranded costs. 

B. Delmarva's Collaborative and Forum 

In late 1996, Delmarva developed and presented its own proposed framework, or 

"strawman" for restructuring, as pan of the Delaware Collaborative and Maryland 

Informal Forum for Retail Competition. Key elements of the strawman included: 

• A four year phase-in to choice, beginning with 10% of customers on 1/1/99, 

20% on 1/1/00, 40% on 1/1/01, 70% on 1/1/02, and 100% on 1/1/03. 

• The same percentage of each customer class, in terms of energy/load, 

to be opened to competition at same time. 

• Customer selection to be determined by lottery. Customers must elect 

100% of load by location. 

• For customers who did not/could not choose, Delmarva to continue to 

provide energy, at least through a transition period. 

• Rates to be unbundled beginning 1/1/99. 



• During the transition period, a generation price subdivided into 2 components: 

a retail market energy supply price (based on an estimate of market prices for 

1999-2002) and a Competitive Transition Charge (CTC) to recover stranded 

costs. 

• Elimination of the fuel adjustment clause as of 12/31/98. Any 

remaining deferred fuel balance to be recovered or credited via a 

"correction factor" in 1999. 

• For customers who have not yet obtained the option to choose another 

supplier, the total generation price (energy supply plus CTC) to be fixed at 

1998 levels for 1999 through 2002. Prices for generation to be determined by 

the market beginning 1/1/03. 

• Continued regulation of the distribution delivery charge under a Performance 

Based Ratemaking (PBR) plan beginning 1/1/99, subject to periodic 

Commission review. 

• Stranded costs will be recovered from all customers via a non-bypassable CTC charge 

from 1999-2002 (with the exception of nuclear decommissioning costs, which will be 

recovered over the plants' remaining lives). 

Delmarva believes that its proposals present a useful framework for consideration 

of competition in the electric industry. 

///. Discussion of Staffs Recommendations 

RECOMMENDATION 1: 

All customers of Maryland investor-owned utilities will have the choice to 

enroll in Commission approved electric delivery service beginning no later than 

December I, 2000 for service beginning April 2, 2001. At least one delivery service 

option will be available to 100% of all customers in all customer classes. 

Delmarva believes that the time period and phase-in approach it proposed in its 

Informal Forum (outlined above) provides a more reasonable approach to implementing 

customer choice. A slightly longer implementation period will further mitigate stranded 



cost challenges, and the Company's proposed phase-in will allow for adjustments and 

refinements that will result in a smoother transition to customer choice. 

A. Potential Benefits of Competition 

No comment. 

B. Electric Delivery Service 

On page 1-27, Staff notes that "Those customers who choose to purchase 

electricity directly from a generator, marketer, broker or other entity...will arrange for its 

transmission and distribution through the delivery services of the distribution utility." It is 

unlikely that customers will "arrange" for a delivery service option; instead, Delmarva 

envisions that the competuive supplier will coordinate the provision of transmission and 

distribution services with appropriate transmission service providers and distribution 

service providers, respectively. All similarly situated customers of a distribution utility 

should be provided comparable delivery services, irrespective of whether they are 

purchasing energy supply from the distnbution utility or a competitive supplier. 

C. Requirements for Electricity Suppliers 

1. Operational Requirements must conform with PJM and APS reliability 

criteria 

Staff states that planning for supply over the long term would be the responsibility 

of suppliers offering services to customers who choose direct access, and this would be a 

contractual matter between the customer and the supplier. Delmarva questions Staffs 

assumptions regarding long term supply planning beyond the term of the contract and the 

potential differentiation in treatment for distribution utilities and competitive suppliers. 

Delmarva would propose that supply obligations (long and short term) are most efficiently 

determined by market forces. 



D. Utility SUndards of Conduct 

Delmarva agrees that Case No 8747 is the proper proceeding in which to establish 

appropriate standards of conduct. 

RECOMMENDATION 2: 

The proposed Regulatory Framework will apply only to investor owned 

utilities at this time. All other utilities may comply with this framework at their 

option. On May 1, 2000, Staff will make recommendations to the Commission 

regarding those non-investor owned utilities that remained under the prior 

regulatory structure, 

A. Application to All Maryland Investor Owned Utilities 

No comment. 

B. Legal Issues Related to Restructuring Municipals and Cooperatives 

No Comment. 

C. Muni and Coop Option 

Staff recommends that municipal and cooperative utilities have the option to 

refrain from full retail access prior to May, 2000. However, Staffs argument assumes that 

municipal and cooperative customers should not have access to the additionai savings 

(estimates range from a nominal amount to 50% of current prices) arising from retail 

choice, a benefit that will accrue to the remaining 92% of Maryland's customers. 

Delmarva requests that the Commission adopt a provision whereby municipals and 

cooperatives (including any related affiliates, partners, or alliances) that are not 

participating in retail access for their own customers not be permitted to offer electricity 

supply service to customers of investor-owned utilities in Maryland. 



RECOMMENDATION 3: 

lOUs will put into effect for all customers unbundled rates approved by the 

Commission no later than April 1, 1998. All other utilities will put into effect for all 

customers unbundled rates approved by the Commission no later than September 1, 

1998. 

Delmarva recognizes that the Commission's Order for this proceeding stated that 

the unbundled rates which are to be reviewed in the roundtables "shall be revenue neutral 

with respect to customer class and, to the extent possible, revenue neutral for the bulk of 

individual customers within a customer class." (Order at 5). However, this position does 

not allow for the proper alignment of rate elements towards the cost of providing each 

service. In addition, unbundling rates, given the class revenue neutrality requirement, may 

lead to artificial market barriers, or, conversely, to a subsidization of some unbundled 

services by others. Delmarva acknowledges Staff s recognition that modifications may be 

required as rates are unbundled. 

In addition, Staffs report gives little guidance on the issue of pricing of unbundled 

services. The report states that utility services will be unbundled along functional lines 

(i.e., generation, transmission, and distribution). In addition, there is some mention that 

there may be funher unbundling of "behind" the meter services, such as billing and meter 

reading. 
j f 

. \ Delmarva believes that considerable care must be taken with respect to the pricing 

i' of unbundled services. The issue of unbundling services has been hotly contested in the 

telecommunications industry. Under the Telecommunications Act of 1996, local 

telephone utilities were required to unbundle their services and to offer access to long­

distance carriers and to competitors offering local exchange service. The debate has 

centered on the pricing of access and other services. Not too surprising, the long-distance 

carriers have argued for the use of long-run incremental cost exclusively. However, long-

run incremental cost methodology may not allow electric utilities to recover their joint and 

common costs. 

Delmarva believes that a policy needs to be articulated which ensures that; (1) the 

incumbent utility recovers its joint and common costs, (2) unbundled services are priced as 



efficientiy as possible, and (3) the pricing mechanism will reflect the nature of the 

competition facing each service. 

RECOMMENDATION 4: 

Customer retail access to competitive electric supplies will begin through 

prototype delivery service programs. Prototype programs will at a minimum have 

all the regulatory, administrative, operational and market structure characteristics 

of delivery service intended for all customers. Prototype programs will run for two 

years. Eligibility will be limited to 10% of each customer class' load in the first year 

and a total of 20% of each customer class* toad in the second year. Suppliers and 

customers will ĝree to undertake or participate in whatever analysis, reporting, 

and operational requirements may be needed to evaluate and refine delivery service. 

Except for their limited enrollment, and possible special monitoring requirements, 

these prototype programs will comply with all other Recommendations. 

Staff s time table for choice appears to be extremely ambitious. While Staffs 

recommended percentage of customer panicipation in the prototype program of 10% of 

load in the first year, and 20% in the second year seems reasonable, offering direct access 

to 100% of investor-owned utility customers by the year 2001 represents a jump of 

approximately 11,000,000 MWh (representing approximately 400,000 customers), to over 

52,000,000 MWh (representing approximately 2 million customers) in one year (based on 

1995 data). Delmarva is concerned that insufficient time is being allowed to: (1) agree on 

exactly how open access will be implemented, (2) educate customers, and (3) develop the 

systems required to implement open access. This is an extremely complex undertaking. 

States that have a substantial head start on Maryland are experiencing considerable 

difficulty in implementing open access. For example, with only six months remaining, 

California is still attempting to gain agreement on key implementation details. They still 

have not resolved something as fundamental as the appropriate method to be used to 

estimate the loads of customers that are too small to be billed on time-of-use meters. (The 

investor-owned utilities argue that these customers should be billed .based on utility 

developed class average load profiles. Marketers argue that this approach will make it 



impossible for them to offer discounts to customers that are less costly to serve than the 

dass average.) As noted in Section II above, Deimarva's strawman proposes a four year 

phase-in to customer choice. 

RECOMMENDATION 5: 

Enrollment in Commission approved prototype programs will begin 

December 1, 1998 for service beginning April 1, 1999. Enrollment will begin for the 

second prototype program year December 1,1999 for service beginning April I, 

2000. 

As noted in-Section II of these comments, Deimarva's strawman requires that 

customers nominate 100% of load by location for customer choice. 

RECOMMENDATION 6: 

To speed the introduction of choice, the incumbent utility will continue as the 

provider of distribution related service for all existing customers during the first 

prototype program. Further unbundling will be considered at a later date. 

A. Access to Distribution Service 

Delmarva agrees with Staffs comments on page 1-48 that the incumbent 

distribution utility "will continue to be authorized to provide distribution services within its 

service territory. It will continue to have the obligation to extend the network to provide 

service to all consumers." Delmarva notes that this will require modifications to revenue 

tests for Contributions in Aid of Construction for line extensions. 

Also, Delmarva agrees with Staff that the incumbent distribution utility should 

continue as the provider of distribution-related services for all customers. As noted in 

Section II of these comments, Delmarva would propose the institution of a performance 

based ratemaking (PBR) plan for the regulated distribution business. A PBR improves 

upon traditional cost of service regulation in a number of ways. It allows the regulated 

utility more pricing flexibility, promotes cost efficiency, and generally decreases the extent 



of regulatory oversight. Delmarva believes that a PBR pian would be a valuable tool for 

the distribution business, and should be included in StafFs proposed framework. 

RECOMMENDATION 7: 

A regulated electric supply will be offered by the incumbent distribution 

utility to all customers. The Commission Staff will review and make 

recommendations as necessary on the regulated electric supply option on or before 

November 1, 2004. 

In Recommendation 7, Staff requires the distribution utility to offer its customers a 

regulated supply option under both the prototype and full retail access programs. Staff 

details two regulated supply options: Option A is basically a modification of the current 

regulatory model, while Option B is a competitive bidding model under the monitoring 

and oversight of the Commission. Delmarva strongly opposes these proposals. Both 

options essentially call for the continued regulation of supply for those customers which 

do not/cannot exercise choice of generation supply resulting, in effect, in a divided 

marketplace. 

The Staff is suggesting that the generation function of the electric power industry 

is no longer a natural monopoly, and that power suppliers can and should directly 

compete. Delmarva agrees with this assessment. Further, Delmarva firmly believes that a 

fiiily competitive marketplace for electric generation will result in the most efficient 

allocation of resources, thereby lowering prices to all consumers. 

Staff s "Illustrative Regulated Supply Option" envisions that the incumbent 

distribution utility use its existing generation capacity to provide service to all customers 

that choose the regulated supply option. It is envisioned that the utility will be allowed to 

market any capacity that becomes available due to customers' choosing retail open access. 

Staff s repon goes on to say that if the value of the released capacity is above the revenue 

requirements for the generation capacity, then there would possibly be a credit to 

customers1.delivery service bills. Conversely, if the value of the released capacity is below 

the revenue requirements for the generation capacity, then delivery service customers 

might have a continuing responsibility for either all or part of the difference between the 



market value and the revenue requirements associated with the capacity, creating a "death 

- spiral" where costs are spread over an ever-diminishing customer base. Moreover, in its 

"Guiding Principles" the Staff states the belief that no customer who chooses to purchase 

the reeulated supply option will be made worse off 

In essence. Staff is proposing to deregulate all but the generation capacity required 

to provide the regulated supply option. This would result in a two-tiered generation 

market. One market would be competitive and the other regulated. The apparent reason 

for retaining the regulated supply option is to ensure that no customer will be worse off 

under open access than under cost-of service regulation. 

Unfortunately, because of differences in the cost of serving customers (due to such 

factors as time-of-use, size, and load factor) and cross subsidies inherent in the current 

average cost based class rates, it is not efficient or desirable to guarantee that all 

customers will be better off under open access. Delmarva is concerned that Staffs 

attempt to pursue this objective will greatly reduce the potential benefits of open access, 

and could undermine the financial viability of incumbent utilities. 

Delmarva believes that there are numerous defects in Staff s proposal. First, by 

eliminating generation capacity from the market, it hampers the development of a vibrant 

competitive market.' Second, it reduces the incentives for incumbent utilities to be 

efficient and to offer innovative products and services 2 Third, it will lead to the formation 

of a two-tiered price system in which customers that benefit from obtaining generation 

services from the competitive market (generally customers whose cost to serve is low) will 

take this option, whereas customers that benefit from purchasing generation on the 

regulated tariff (generally customers whose cost to serve is high) will pursue this option. 

The ultimate result is that the incumbent utility will be left with customers that are, 

on average, more costly to serve. However, since under Staffs proposal, the utility is 

restricted from increasing its rates above levels that exist at the onset of open access, it 

' A competiuve market provides incentives for firms to be efficient in the generation of electricity (in the 
economic literature this is referred to as technical efficiency) and to introduce innovative products. 

: This statemem assumes that the regulated supply opuon will continue to be regulated under cost-of-
service regulation. 
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will be difficult for the utility to recover those higher costs. It will be able to do so only if 

it is allowed to violate Staffs principle that no customer who chooses regulated supply be 

worse off Moreover, some customers receiving the regulated supply option are likely to 

be paying a price that is less than the marginal cost to serve them. Charging a price that is 

less than the marginal cost to serve a customer is economically inefficient, and would 

result in resources not being directed to their highest valued use. 

The outcomes discussed have parallels in other industries such as natural gas, 

telecommunications, and airlines. For example, in natural gas the existence of regulated, 

as opposed to market determined, prices led first to shortages in the 1970s followed by 

excess supplies in the 1980s. .Also, the existence of a two-tiered price system consisting 

of strict controls-on old gas (which kept prices below market levels) and relaxed controls 

on new gas caused the prices for new gas to climb above market-clearing levels as 

pipelines, in anticipation of future shortages, bid up prices. 

Eventually pipelines with smaller old gas "cushions" faced higher average prices. 

This led to many contract disputes as customers attempted to obtain gas from lower cost 

supply sources and pipelines sought to avoid losses from take-or-pay obligations with 

producers. By the end of 1986, ten billion dollars worth of contracts were involved in 

take-or-pay disputes.3 The situation was finally resolved when gas procurement (the gas 

equivalent of generation) was deregulated under FERC Orders 436 and 500, and larger 

customers and utilities on behalf of smaller core customers were able to obtain gas 

supplies at a single market-determined price. 

Similarly, the initial plans for airline industry deregulation called for gradual 

deregulation. However, the tension created between the regulated and competitive 

sectors of the industry were sufficiently disruptive to compel the rapid conversion of the 

entire industry to competition. These same types of tension have led to the rapid 

reduction of regulation in the long-distance telephone market. 

It is reasonable to require the incumbent utility to be the supplier of last resort. 

However, the price charged for this service should be the market clearing price (plus any 

J Wald, M . Gas Producers See and End Co Disputes wtch Pipelines, New York Times (November 7, 
1988). 
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administrative cost required to offer this service) that will result if all generation units are 

allowed to compete. A robust competitive market is more likely to result if aU the 

generation, capacity of the incumbent utilities is deregulated or released to the market. 

Such an approach has the following advantages. First, all customers will pay the 

market clearing price, which by definition is economically efficient/ Charging the 

economically efficient price will induce all customers to use resources efficiently. Second, 

it will promote vigorous competition, which will induce efficiency and the introduction of 

products that better meet customer needs. 

In view of the foregoing, Delmarva respectfully requests the Commission to reject 

the recommendation of Staff to create a partial deregulation scenario for electric power 

generation. 

RECOMMENDATION S: 

State tax law should be modified to preserve existing revenues to State, 

county, and local governments. The policy should not confer competitive 

advantages to particular market participants. 

Delmarva agrees that differing tax burdens should not confer competitive 

advantage. Delmarva wishes to reiterate Staff's point that electric utilities are placed at a 

competitive disadvantage relative to other forms of suppliers due to the tax structure in 

Maryland (most notably in the case of property taxes). Delmarva agrees with Staff that 

tax reform is necessary in Maryland before the electric industry is restructured. 

RECOMMENDATION 9: 

The Commission should proceed with a comprehensive review of the Public 

Service Commission law to identify statutory provisions which need to be modified 

to facilitate customer choice. Changes in the law should allow the Commission 

maximum flexibility to address the issues which will arise in connection with 

implementing a new regulatory framework. 

4 Efficiency in this context means that the generation service is priced such that society's resources arc 
put to their most highly valued use. In the economic literature this is usually referred to as aliocative 
efficiency. 
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To preserve a level playing field in a competitive environment, the definition of an 

"electric company" in Article 78 § 2(0 should be expanded to include marketers, brokers, 

and all other entities dealing directly with Maryland electricity customers. Customers of 

these entities should be able to file complaints with the Commission concerning charges 

and services. The Commission should have oversight over the Maryland activities of all 

such entities, who should be approved by the Commission prior to commencement of 

service, have a Maryland presence, file annual reports with the Commission and be subject 

to other appropriate Maryland regulatory requirements, consistent with their level of 

activity in Maryland. 

The rate-making provisions of Maryland law should be revised to facilitate 

competition, and to address transitional provisions required for the prototype programs 

recommended by Staff Once competition is in place, the law should provide for the 

incumbent the same degree of pricing flexibility available in Maryland to all authorized 

competitors of the incumbent. 

Maryland tax laws should be reviewed and revised, where appropriate, to protect 

against any unfair tax burden that may be imposed upon the incumbent but not on 

competition. 

A general review of Article 78 and COMAR regulations implementing the Public 

Service Commission Law should be conducted, again with a view to make sure that a level 

playing field is created for the new competitive environment. 

RECOMMENDATION 10: 

Appropriate customer information and safeguards should accompany the 

introduction of retail access. The Commission should seek legislative guidance on 

whether Maryland should establish an economic assistance program funded by a 

universal access charge or rely on existing and expanded state programs. 

Delmarva agrees that specific customer protection policies should be established as 

the industry is restructured. Delmarva also agrees that the distribution company should 

not deny or disconnect service based upon a customer's payment problems with a third-

party supplier. However, the distribution company should not be obligated to provide 
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these customers with a regulated supply option (as previously discussed). Customers and 

suppliers involved in billing disputes should have the opportunity to seek restitution 

through the proposed dispute resolution process, and those customers should have the 

option to seek service from another third-party supplier. The existing Maryland program 

for customers with financial difficulties should be continued on an unbundled basis, and 

expanded if necessary. However, it is premature to assume that these customers should 

automatically be returned to a regulated supply option, which may offer supply prices 

which are even more uneconomical to the very consumers who can least afford to pay. In 

addition, these customers may ultimately be attractive from a marketing perspective to a 

number of competitive suppliers. 

An altemafiye to Staff's regulated supply option would be to establish a "risk 

pool" of certain customers, who would then be distributed to all suppliers serving 

Maryland, on a proportionate basis. This would result in a sharing of "high risk" 

customers among all suppliers. 

RECOMMENDATION 11: 

To contribute to the preservation of environmental quality, the Commission 

should maintain jurisdiction over the siting of power plants in Maryland. 

The regulations governing certificate requirements should be revised so that no 

entity seeking to construct a generating facility has an unfair advantage over other 

suppliers. 

RECOMMENDATION 12: 

Electric supply reliability should be maintained by reliance on an installed 

capacity obligation. Development and enforcement of this obligation will be the role 

of an ISO. 

No comment. 



RECOMMENDATION 13: 

Utilities should have the opportunity to recover prudently incurred, 

identifiable, and unmitigated stranded costs. Ratepayers should have the 

opportunity to benefit from all assets acquired under regulation. 

Delmarva agrees with Staff that utilities should have the opportunity to fully 

recover stranded costs. Delmarva would, however, like to clarify some issues regarding 

the calculation and recovery of stranded costs. Comments on Paragraphs Cl , D and F of 

Recommendation 13 are set forth below. 

C. l . Determining Stranded Costs 

Focusing on market based valuations (versus non-market based valuations) -

stranded costs should be determined using the calculated value of net stranded assets in a 

competitive environment, versus their value under regulation. Stranded costs can be 

calculated as a function of the expected future market price of the assets versus their 

adjusted book value (net book value plus or minus deferred taxes and investment tax 

credits). Delmarva agrees with Staff that an administrative determination of the market 

value of net assets is uncenain, compared with an outright sale of generating assets. 

However, the administrative method avoids many pitfalls associated with a divestiture. 

These include transaction costs associated with liquidation and the potential to depress the 

price of assets, if a significant amount were to be placed on the market at the same time. 

D. Recovery of Stranded Costs 

The net amount of each utility's stranded costs should be recovered via a non­

bypassable transition "wires" charge (in place of an exit fee) that would be paid by all 

customers. If the net amount of stranded costs is negative (i.e., the utility has a stranded 

benefit associated with releasing assets for competition, using a market-based valuation 

approach), this amount should be returned to consumers, via a transition "wires" credit. 

Delmarva believes that this charge or credit represents the opportunity for generators to 

compete and customers to benefit from competition in the generation market. 

15 



Transition charges will most likely be minimal in Maryland, given the relatively low 

level of stranded costs anticipated to be incurred by Maryland utilities, compared with 

those in other states. It should be noted that consumers will not truly be made worse off 

during the transition period if the total price for generation plus the transition charge is not 

greater than what it would have been under continued regulation. 

F. Nuclear Decommissioning 

Delmarva agrees with Staff s assessment that the continued funding of nuclear 

plant decommissioning trust funds is vital to the public health and safety, and that these 

costs must be recovered over the respective plant lives. 

RECOMMENDATION 14: 

Retail market power will be considered as part of each utility's overall retail 

access program. 

With barriers to retail competition lowered, (i.e., opening retail markets as 

contemplated in Maryland and surrounding states, as well as providing open access to the 

transmission systems for generators throughout PJM), it may not be necessary to consider 

market power as part of each utility's overall retail access program, as Staff recommends. 

The incumbent distribution utility has a 100% market share of its Commission-designated 

service territory irrespective of who generates the electricity or provides the transmission 

services necessary to transmit the electricity from the generator to the distribution 

systems. 

The Commission's analysis of retail market power should start with defining the 

relevant market, which is unlikely to be substantially different than the relevant market for 

wholesale market power. However, there are likely to be substantial differences in terms 

of market participants. Incumbent distribution utilities are only the starting point from a 

historical perspective. New participants are already appearing even though markets have 

not yet opened. Some current participants may also leave the market. For example, some 

generators may choose to sell only at the wholesale level. 
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Ddmarva also has some concerns regarding Staff s reference to market power 

being "calculated as market share." This statement is much too simplistic a definition of 

market power, because it fails to consider the profitability of a supplier's behavior or the 

period over which a supplier is able to influence market prices. For example, a supplier 

could reduce its price and thus trigger a reduction in overall market prices; however, this 

is not market power. Second, a supplier with a relatively large market share could 

withhold output and by so doing increase the market price. However, if this higher market 

price induced others to enter the market within a relatively short period, then the 

additional capacity offered by these suppliers could reduce market prices to their previous 

levels. In this example, the increase in market prices is short-lived and does not 

demonstrate market power. These factors should be taken into consideration before the 

Commission rules on the necessity of market power studies for this proceeding. 

RECOMMENDATION 15: 

Utility specific Roundtable processes organized by the Commission Staff will 

be the primary vehicle for the implementation of these recommendations. The 

Roundtable process will attempt to produce supported utility findings to implement 

this Framework. Staff will report to the Commission at least every three months 

beginning September 1, 1997 on those issues that in its opinion do not appear 

resolvable in the Roundtable process. For those issues. Staff will propose aitemative 

procedural recommendations that address the required restructuring deadlines. 

Delmarva has some concerns regarding the use of a roundtable process to address 

many of the issues set forth in Staffs report. In general, Delmarva believes that a 

roundtable as part of a collaborative effort to gain understanding and reach consensus on 

issues is advantageous. Indeed, Delmarva has used the collaborative approach to establish 

its own restructuring proceedings in Delaware and Maryland. In this situation, however, 

care must be taken to ensure that the process results in a timely transition to competition 

and that major restructuring policies are ultimately established by the Commission as an 

integrated package. 
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[V. Conclusion 

In conclusion, Delmarva agrees with most of the principles and certain portions of 

the Recommendations set forth by Staff in its report. Delmarva would suggest that one of 

the critical themes of any restructuring effort in Maryland should be that competition is 

beneficial, desirable, and will lead to economic development in the state. As such, 

regulators should focus on major policy issues, and move away from the mind-set that 

competition needs to be "managed." Delmarva looks forward to addressing these issues 

further as,Case No. 8738 progresses. 
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(410) 767-8067 
(410)333-6495 (FAX) 
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Mark A. MacDougall, Esq. 
Acting Associate General Counsel 
Baltimore Gas and Electric Company 
39 W. Lexington Street, 20th Floor 
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(410) 234-6800 
(410) 234-6318 (FAX) 

Kirk J- Emge, Esq. 
Vice President-Regulatory Law 
Potomac Electric Power Company 
1900 Pennsylvania Avenue, N.W. 
Washington, D.C. 20068 
(202) 872-2890 
(202)331-6767 (FAX) 

Philip! Bray, Esq. 
Allegheny Power 
10435 Downsville Pike 
Hagerstown, MD 21740-1766 
(301)790-6283 
(301)790-6460 (FAX) 

Gary R. Alexander, Esq. 
Thomas W, Kinnane, Esq. 
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(703) 696-2960 (FAX) 
(on behalf of U.S. Department of 
Defense and Federal Execuuve 
Agencies) 



Jcral A. Milton, Esq. 
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111 South Calvert Street, Suite 2700 
Baltimore, MD 21202-3200 
(410) 385-5292 
(410)385-5201 (FAX) ' 
(on behalf of Eastaico Aluminum Co. 
and Bethlehem Steel Corp.) 

Allan J. Malester, Esq. 
Gordon, Feinblatt, Rothman, 
Hoffbergci & Hollander 

233 East Redwood Street 
Baltimore, MD 21202 
(410)576^232 
(410)576-4246 (FAX) 
(on behalf of Maryland Industrial 
Group) 

Mr. Thomas S. Saquella 
President 
Maryland Retailers Association 
171 Conduit Street 
Annapolis, MD 21401 
(410) 269-1440 
(410) 269-0325 (FAX) 

Joseph J. Zimmerrnan, Esq. 
Assistant General Counsel 
Washington Metropolitan Area Transit 
Authority 

600 5th Street, N.W. 
Washington, D.C. 20001 
(202) 962-1234 
(202) 962-2550 (FAX) 

Stephen L. Huntoon, Esq. 
General Counsel 
Horizon Energy Company 
2301 Market Street, S23-1 
Philadelphia, PA 19101-8699 
(215) 841-4917 
(215) 568-3389 (FAX) 

Thomas C. Gorak, Esq. 
Law Offices of Thomas C. Gorak 
400 East Pran Street, Suite 800 
Baltimore, MD 21202 
(410) 727-0538 
(410) 727-2492 (FAX) 

Mr. Carl Aron 
Executive Vice President and 
Chief Operating Officer 
Itron. Inc. 
2818 No. Sullivan Road 
Spokane, WA 99216 
(509) 924-9900 
(509) 891-3355 (FAX) 

Mr. Daniel Griffiths 
Vice President 
Corporate Development 
New Energy Ventures-Mid Atlantic 
1845 Walnut Street, Ste. 2525 
Philadelphia, PA 19103 
(215) 545-5058 
(235)545-5811 (FAX) 

Mr. Terry Weaver 
Manager 
Hagerstown Light Department 
425 East Baltimore Street 
Hagerstown, MD 21740-6105 

Mr. Richard K. May 
Clerk-Treasurer 
Town of Thurmont 
10 Frederick Road 
Thurmont, MD 21788 

Ms. Donna Spickler 
' Town Clerk 
Town of Wiliiamsport 
P. O. Box 307 
Wiliiamsport, MD 21795 

and 



Janice L Lower, Esq. 
Duncan, Weinberg, Miller & 
Pembroke, P.C. 

1615 M Street, N.W., Suite 800 
Washington, D.C. 20036 
(202) 467-6370 
(202) 467-6379 (FAX) 
(on behalf of Hagerstown Light 
Dept., Town of Thurmont and 
Town of Wiliiamsport) 

Craig G. Goodman, Esq. 
Senior Vice President 
Law, Regulation and Public Policy 
Equitable Resources, Inc. 
3333 K Street, N.W., Suite 425 
Washington. D.C. 20007 
(202)333-3288 
(202) 333-3266 (FAX) 

Dr. John Anderson 
Execuuve Director 
The Electricity Consumers Resource 
Council 

1333 H Street, N.W. 
The West Tower, 8th Floor 
Washington, D.C. 20005 

and 

Sara D. Schotland. Esq. 
Michael F. O'Connor, Esq. 
Geary, Gottlieb, Steen & Hamilton 
1752 N Street, N.W. 
Washington, D.C. 20036 
(202) 728-2700 
(202) 429-0946 (FAX) 

Mr. Wayne E. Luoma 
Vice President, Controller 
Trigen - Baltimore Energy Corp. 
1400 Ridgeiy Street 
Baltimore, MD 21230 

Emried D. Cole, Jr., Esq. 
Venable, Baetjer and Howard, LLP 
1800 Mercandlc Bank & Trust Building 
2 Hopkins Plaza 
Baltimore, MD 21201 
(410) 244-7787 
(410) 244-7742 (FAX) 
(on behalf of Trigen-Baltimore 
Energy- Corp.) 

Mr. Leonard H. Rosenberg, Jr. 
Chairman Utilities Affairs Section 
Building Owners & Managers Assn. 
c/o L. H. Rosenberg & Associates, Inc. 
13010 Heil Manor Drive 
Reisterstown, MD 21136 

and 

Matthew L. Kimball, Esq. 
Niles, Banon & Wilmer 
1400 Legg Mason Tower 
111 S. Calvert Street 
Baltimore, MD 21202 
(410) 783-6354 
(410) 783-6415 (FAX) 

Frann G. Francis, Esq. 
V. Lesa Nobliti, Esq. 
Apartment and Office Building Assn. 
of Metropolitan Washington 

1050 17th Street, N.W., Suite 300 
Washington, D.C. 20036 
(202) 296-3390 
(202) 296-3399 (FAX) 

Ms. Joanne Keiser 
Chief, Community Services 

r Maryland Office on Aging 
301 West Preston Street, Suite 1007 
Baltimore, MD 21201 
(410) 767-1100 
(410) 333-7943 (FAX) 



John J. Carrara, Esq. 
Wesrvaco Corporation 
299 Park Avenue 
New York, NY 10171 
(212)318-5272 
(212)318-5026 (FAX) 

Edward G. Banks, Jr.. Esq. 
Banks, Nason & Hickson 
113 Baptist Street 
P.O. Box 44 
Salisbury, MD 21803-0044 
(410)546-4644 
(410) 548-2568 (FAX) 
(on behalf of the Mayor and 
Council of the Town of Berlin; 
Choptank Electric Cooperative, 

. Inc.; and The Commissioners of 
St. Michaels and the St. Michaels 
UtiUties Commission) 

Mr. Frederick!. Hubbard 
President 
Choptank Electric Cooperative. Inc. 
P.O. Box 430 
Denton, MD 21629 
(410) 479-0380 

Mr. Donald A. Ward 
Mayor and Council of the Town 
of Berlin 

General Manager 
Berlin Electric Department 
10 William Street 
Berlin, MD 21811 
(410) 641-4881 

Mr. -Andy Hollis 
Town Manager 
St. Michaels Utilities Commission 
P. O. Box 206 
St. Michaels, MD 21663 
(410) 745-9535 

M. Brent Hare, Esq. 
Assistant Attomey General 
Counsel to the Maryland Energy 
Administration 

45 Calvert Street 
Annapolis, MD 21401 
(410) 974-3751 
(410) 974-2250 (FAX) 

M. Brent Hare, Esq. 
Assistant Attomey General 
Counsel to the Power Plant Research 
Program 

Maryland Dept of Natural Resources 
580 Taylor Avenue 
Annapolis, MD 21401 
(410)260-8666 
(410) 260-8670 (FAX) 

JohnF. Dudley, Esq. 
Chrisdan & Barton, L.L. P. 
909 East Main Street, Suite 1200 
Richmond, VA 23219-3095 
(804) 697-4179 
(804) 697-4112 (FAX) 
(on behalf of Maryland Energy 
Users Group) 

Lisa Yoho, Esq. 
Columbia Gas Transmission Corp. 
Post Office Box 1273 
Charleston, WV 25325-1273 
(304) 357-2000 
(304)357-2424 (FAX) 

Robin Nuschler, Esq. 
Akin, Gump, Strauss, Hauer & 
Feld, L.L.P. 

1333 New Hampshire Avenue, N.W. 
Suite 400 
Washington. D.C. 20036 
(202) 887-4000 
(202)887-4288 
(on behalf of Eastern Power 
Distribution, Inc.) 



Mr. Vemon N. Brinkley 
President 
A & N Electric Cooperative 
E.Q. Box 112? 
Parksley, VA 23421 
(757) 665-5116 
(757) 665-5740 (FAX) 

Mi. Robert F. Guston, Sr. 
City of Baltimore 
Department of Public Worics 
Bureau of General Services 
800 Municipal Building 
Baltimore, MD 21202 
(410) 396-3704 
(410) 385-2417 (FAX) 

Mr. Robert Schoenhofer 
Carnegie Morgan Energy Company 
519 West Pratt Street, Ste. 102 
Baltimore, MD 21201 
(410) 244-0093 
(410) 244-0703 (FAX) 
(Consultant to Mayor's Energy 
Task Force) 

Mr. Chris S. King 
Vice President 
CellNet Data Systems 
125 Shoreway Road 
San Carlos, CA 94070 
(415) 508-6017 
(415) 508-6017 (FAX) 

Mr. Paul Gromer 
Peregrine Energy Group 
77 North Washington Street 
Boston, MA 02114 
(617)367-0777 
(617) 367-6299 (FAX) 
(on behalf of CellNet 
Data Systems) 

Mr. Michael J. Sanderson 
Associate Director 
Maryland Association of 
Counties, Inc. 

169 Conduit Street 
Annapolis, MD 21401 
(410) 269-0043 
(410) 268-1775 (FAX) 

Mr. Bruce Romer 
Chief Administrative Officer 
Offices of Montgomery County 
Executive 

101 Monroe Street 
Rockville, MD 20850 
(301)217-2500 
(301) 217-2517 (FAX) 

Mr. Harold E. Nicholson 
General Manager 
Somerset Rural Electric Cooperative, 

Inc. 
P. O. Box 270 
Somerset, PA 15501-0270 
(814) 445^106 
(814) 443-5526 (FAX) 

Mr. James L. Hunter 
Business Manager 
Local 1900, International 
Brotherhood of Electrical 
Workers 

5121 Henderson Road, Ste. 300 
Camp Springs, MD 20748 
(301)423-1986 
(301) 899-6209 (FAX) 

Mr. Hugh E. Grunden 
General Manager 
Easton Utilities 
219 N. Washington Street 
Easton, MD 21601 
(410) 822-6110 
(410) 822-0743 (FAX) 



Mr. Charles F. Sturtz 
Vice President for 
Administrative Affairs 

University of Maryland at 
College Park 

1132 Main Administration Building 
College Park, MD 20742-5035 
(301)405-1105 
(301)314-9560 (FAX) 

Emmitt C. House. Esq. 
Jeffrey P. Calfa, Esq. 
MidCon Corp. 
701 East 22nd Street 
Lombard, IL 6014K 
(630) 691-2699 
(630) 691-3827 (FAX) 
(on behalf of mc") 

Franklin Goldstein, Esq. 
Semmes, Bowen Sc Semmes 
250 West Pratt Street, 15th Fir. 
Baltimore. MD 21201 
(410) 539-5040 
(410) 539-5223 (FAX) 
(on behalf of Ogden Energy 
Group, Inc.) 

Ogden Energy Group, Inc. 
Attn.: Gale L. Cair 
1212 New York Avenue, N.W. 
Suite 300 
Washington, D.C. 20005 

LynnH. Church, Esq. 
Julie Simon, Esq. 
Electric Power Supply Association 
1401 H Street, N.W., Ste. 760 
Washington, D.C. 20005 
(202) 789-7200 
(202) 789-7201 (FAX) 

Paul S. Buckley, Esq. 
Senior Attomey 
Washington Gas Light Company 
1100 H Street, N.W. 
Washington, D.C. 20080 
(202) 624-6622 
(202) 624-6789 (FAX) 

Peter F. Clark, Esq. 
Mr. William R. Moore, Jr. 
Delmarva Power & Light Company 
800 King Street 
P. O. Box 231 
Wilmington, DE 19899 
(302) 429-3069 
(302) 429-3801 (FAX) 

Mr. I. Wayne Swann 
President 
Southern Maryland Electric 
Cooperative, Inc. 

P.O. Box 1937 
Hughesville, MD 20637-1937 
(301)274-3111 
(301)274-4473 (FAX) 

Ms. Suzanne M. Daycock 
Executive Director 
Mid-Atlantic Power Supply Association 
1153 Sycamore Lane 
Mahwah, NJ 07430 
(201)818-0936 
(201)818-4347 (FAX) 

Mr. John H. Paul 
Vice President 
The Center for Energy and Economic 
Deveiopmem 

500 Burton Avenue, Ste. 2-A 
Northfield, NJ 08225 
(609) 383-0066 
(609) 383-0015 (FAX) 



Mr. Roger I. Lyons, Sr. 
President and CEO 
Baltimore Urban League. Inc. 
512 Orchard Street 
Baltimore, MD 21201-1947 
(410)523-8150 
(410) 523-4022 (FAX) 

Mr. Wayne M. McCusker 
President 
Maryland Builders Association 
47 State Circle, Suite 300 
Annapolis, MD 21401' 
(410) 269-0109 
(410) 263-0078 (FAX) 

Mr. F. Peter Horrigan 
President 
Mid-Atlantic Petroleum Distributors' 
Association 

1517 Ritchie Highway, Ste. 206 
Arnold, MD 21012 
(410)349-0808 
(410) 349-8510 (FAX) 

Diane V. Shaw, Esq. 
Legislative Analyst 
Department of Legislative Reference 
90 State Circle 
Annapolis, MD 21401-1991 
(410) 841-3865 
(410) 841-3850 (FAX) 

Mr. Robert V. Hess, President 
Maryland Food Comminee 
2521 N. Charles Street 
Baltimore, MD 21218 
(410) 366-0600 

Interested Persons: 

Mr. Stan Forczek 
Director, Energy Management 
AMTRAK 
30th Street Stadoo, 3rd Floor 
Box 41 
Philadelphia. PA 19104 

Ms. Grace Hu 
District of Columbia Public 
Service Commission 

717 14th Street, N.W. 
Washington. D.C. 20005 

Mr. Michael J. Martin 
Director of Regulatory Affairs 
Columbia Gas 
650 Washington Boulevard 
Pittsburgh, PA 15228-2703 

Mr. Steve Tomczewski 
General Manager 
BRESCO 
1801 Annapolis Road 
Baltimore, MD 21230 

Jeffrey D. Watkiss, Esq. 
CCEM 
Bracewell & Patterson 
2000 K Street, N.W. 
Washington, D.C. 20006-1809 

Mr. Ronald W. Wineholt 
Director 
Department of Assessments & Taxation 
301 West Preston Street, Room 903 
Baltimore. MD 21201 

Roger D. Redden, Esq. 
Piper & Marbury 
1100 Charles Center South 
36 South Charles Street 
Baltimore, MD 21202 



Mr. Todd Moran 
Executive Director 
Mid-Atlantic Independent Power 
Producers 

620 Hemdon Parkway 
Hemdon, VA 20170 

William H. Penniman, Esq. 
Sutherland, Asbill & Brennan 
1275 Pennsylvania Avenue, N.W. 
Washington, D.C. 20004-2404 

Lawrence A. Gollomp 
Assistant General Counsel 
United States Department 
of Energy 

1000 Independence Avenue, S.W. 
Room 6D-033 
Washington, D.C. 20585 

Mr. Nathaniel E. Van De Verg 
Maryland Department of Business 

and Economic Development 
217 East Redwood Street, 11th Fir. 
Baltimore, MD 21202 

Ms, Judy Shatzoff 
Legal Assistant 
King & Spaulding 
120 W. 45th Street 
New York, NY 10036 

Mr. Brent W. Dorsey 
Account Manager 
LG&E Power Marketing 
12500 Fair Lakes Circle 
Suite 350 
Fairfax, VA 22033 

Ms. Faith B. Miller 
Dowries Associates, Inc. 
2129 Northwood Drive 
Salisbury, MD 21801 

George R. Owens, P.E., C.E.M. 
The Rouse Company 
10275 Little Patuxent Pkwy. 
Columbia, MD 21044 

Mr. David W. Penn 
Director of Policy Analysis 
American Public Power 
Association 

2301 Market Street, N. W. 
Washington, D.C. 20037 

Mr. Stephen Makowka 
Senior Analyst 
The Economics Resource Group, 
Inc. 

One Mifflin Place 
Cambridge, MA 02138 

Mr. Charles W.King 
SK&A Economic Consultants 
Snavely, King & Associates, 
Inc. 

1220 L Street, N.W., Suite 410 
Washington, D.C. 20005 

Mr. Robert V. Russo 
Senior Project Manager 
Electrotek Concepts, Inc. 
One Colonial Place 
2111 Wilson Blvd., Suite 323 
Arlington, VA 22201 



Mr. John E. Higgins, Jr. 
Senior Consultant 
Reed Consulting Group 
1050 Waltham Street 
Lexington, MA 02173 

Mr. Hyman Schoenblum 
Con Edison 
4 Irving Place, Rm. 700 
New York, N.Y. 10003 

Ms. Mater Alexander 
Ohio Public Utilities 
Commission 

180 East Broad Street 
Columbus, OH 43215-3793 

Ms. Wenonah Hauler 
SEED Campaign Steering 
Comminee 

Sustainable Energy For Economic 
Development 

9707 Braddock Road 
Silver Spring, MD 20903 

Mr. Matthew I. Kahal 
Exeter Associates, Inc. 
12510 Prosperity Drive, 
Suite 350 

Silver Spring, MD 20904 

Mr. Barry P. Huddleston 
Regional Manager, Regulatory 
Affairs 

Destic Energy 
2500 City West Building, 
Suite 150 

Houston, TX 77042 

Mr. David Lapp 
3110 Webster Street 
Mt. Rainier, MD 20712 

Dr. Dorothee Einstein Krahn 
906 Crest Park Drive 
Silver Spring, MD 20903 

Edward O. Wayson, Jr., Esq. 
P.O. Box 1546 
121 Cathedral Street 
Annapolis, MD 21404-1546 

MV V. T. Ham 
Area Manager, Regulatory 
Affairs 

Chevron USA Production Co. 
1301 McKinney, Room 2468 
Houston, TX 77010 

Ms. Karin Sinclair 
National Renewable Energy 
Laboratory 

1617 Cole Blvd. 
Golden, CO 80401 

Dale L. Pohlman, Vice President 
Power Resource Managers, LX.C. 
1233 Sheibume Rd., Ste. 200 
South Burlington, VT 05403-7752 

Michele S. Kito 
MRW & Associates, Inc. 
1999 Harrison Street 
Suite 1440 
Oakland, CA 94612-3517 

Mr. Harry D Halpert 
Vice President 
Merchants Terminal Corporation 
501 North Kresson Street 
Baltimore, MD 21224 



Elisa J. Grammer, Esq. 
Grammer Kissel Robbins Skancke & 
Edwards 
1225 I Street, N.W., Ste. 1225 
Washington, D.C. 20005 

Mid-Atlantic Propane 
Association 

Mr. J. Randall Thompson 
6708 Old National Pike 
P. O. Box 158 
Boonsboro, MD 21713-0158 

Mr. Bob Krause 
Public Utility Consultant 
4-629 Brandingshire Place 
Fort Worth, TX 76133 

Ms. Julia O'Hara Berk 
Policy Officer 
Maryland Center for Community 
Development 

1714 St. Paul Street 
Baltimore, MD 21202 

..-;:ael L. Kessler, Esq. 
Vice President and General Counsel 
American Energy Solutions, Inc. 
111 South Alfred Street 
Alexandria. VA 22314 
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In the Matter of the Commission's * 
Inquiry into the Provisions and * Case No. 8738 
Regulation of Electric Service. * 

Supplemental Comments of Delmarva Power & Light Company 

*« *** mm 

Regulated Supply Option 

As Dr. John Landon discussed in both his prepared statement and in his testimony 

before the Commission, Staffs proposed regulated supply option suffers from five 

principal defects. Moreover, an aitemative exists which is preferable to Staffs proposal. 

Dr. Landon made the following points: 

• First, the regulated supply option will reduce the scope of the competition by 

eliminating generation assets from the marketplace. This, in turn, will reduce 

incentives for suppliers to operate efficiently and to be innovative. 

• Second, the dual market structure (regulated and unregulated) will lead to adverse 

selection in which high-cost customers will choose the regulated supply option while 

low-cost customers will choose to purchase- from the competitive market. This will 

make it impossible to freeze rates for the regulated supply option, as Staff is 

proposing. 

• Third, because customers choosing the regulated supply option will be paying less than 

the marginal cost of service, resources will not be allocated to their highest-valued use. 

• Fourth, the regulated supply option is expected to increase stranded costs compared to 

releasing the generation assets to the competitive market. 

• Fifth and finally, experience in other - industries (including natural gas, 

telecommunications, airlines, and trucking) has shown that attempts to offer 



consumer a choice between regulated and competitive options leads to unsustainable 

outcomes, eventually culminating in the complete deregulation of the market. 

Staff continues to advocate the implementation of a regulated supply option as a 

means of ensuring that no customer is made worse off as a result of deregulation. 

However, because of differences in the cost of serving customers (due to such factors as 

time-of-use, size, and load factor) and cross-subsidies inherent in the current average cost-

based class rates, it is neither efficient nor desirable to guarantee that all customers will be 

better off under open access. It is also unfair to require the incumbent utility to provide 

this guarantee without adequate compensation. In a competitive generation market, the 

prices consumers pay for electricity will reflect the true cost of serving them. As a result, 

high-cost consumers may pay more and low-cost customers may pay less for electricity 

than they currently do under traditional cost-of-service (COS) regulation.1 However, in 

the long term, it is anticipated that competition between generation companies is likely to 

drive prices down to a point where all consumers are better off under open access than 

they would otherwise be under traditional cost of service regulation. Staff has not 

presented any convincing rationale for continuing to regulate existing generators while 

opening their markets to competition. Staff takes the view that competition among 

existing generators doesn't count, as indicated in Mr. Timmerman's comments. StafF 

appears to be preoccupied with the ownership or control of existing generation within the 

PJM area and import capability. Mr. Timmerman's testimony hypothesizes that 

competitive pressures may result in regulated energy offerings that are in fact competitive 

and desirable for customers, however, neither Staff nor any other party can provide 

examples from other industries to support his proposition. 

Delmarva agrees with Staff that the incumbent utility should be the supplier of last 

resort However, Delmarva believes that the price for this service should be the market 

clearing price (plus any administrative cost required to offer this service), not a regulated 

price. 

1 Under COS regulation, both low- and high-cost customers pay a single average rate in which low-cost 
customers subsidize high-cost customers. 



Finally, if policy makers believe it is necessary to subsidize some customers to 

ensure that their costs will not increase under open access, this could be done by using 

whatever method the Commission chooses to fund other social programs (e.g., promoting 

the efficient use of energy or providing assistance to low-income customers). However, 

to avoid distorting the price signals, Delmarva believes that such societal programs should 

be funded through an access charge, or some similar mechanism which does not distort 

price signals, which would be assessed at the distribution level, iand that the total charge 

must be small. 



Unbundled Metering and Billing 

Staff has recently changed its position on the treatment of metering and billing 

services in a competitive retail environment. Staff witness Timmerman stated in his 

testimony that "Staff now recommends that... all electric suppliers should have the option 

of installing their own meters and rendering their own bills to end users for their services." 

Deimarva's position on billing is that consumers should have the choice between three 

options: 

(1) Separate Local Distribution and Energy Supply bills; 
(2) Local Distribution and Energy Supply charges aggregated on one bill 

from the local utility; and 
(3) Local Distribution and Energy Supply charges aggregated on one bill 

from the supplier. 

With respect to Staffs metering proposal, Delmarva opposes allowing 

deregulation of metering at this time. Delmarva believes that attempting to unbundle the 

metering services will impose additional costs on consumers and could jeopardize 

restructuring. Once retail access has been successfully implemented, the Commission may 

wish to review the benefits and costs of unbundled metering. However, when deciding 

whether or not to deregulate metering, Delmarva believes that the Commission must 

weigh the benefits of increased competition with the following negative consequences: 

1) Experience strongly suggests that coordination problems in a competitive 
maricet for metering will lead to significant disruptions and could 
compromise system reliability, safety and quality of service; 

2) Loss of economies of scale in the acquisition of metering equipment; 
3) Loss of economies of scale or density in the installation of meters; 
4) Loss of economies of scale or network externalities in the collection of 

electricity consumption data; 
5) Loss of economies of scope between metering and distribution services; 
6) Loss of regulatory economies of scale in the oversight of metering 

including control of accuracy and calibration records; 
7) The competitive provisioning of metering would likely increase stranded 

costs and complicate the recovery of stranded costs associated with 
generation assets; 

8) Commission oversight will increase in complexity; and 



9) A competitive marketplace may not be able to deliver the socially optimal 
deployment of advanced metering. Advanced metering is expected to 
generate significant social benefits. 

While all of the above negative consequences are important, Delmarva offers 

additional comments on coordination problems, economies of scale and scope and 

stranded costs. 

Coordination Problems 

There are expected to be many coordination problems associated with unbundled 

metering. If independent firms are not properly integrated with generation services, there 

may be serious coordination problems in the implementation of new metering systems. 

Accurate and efficient billing can occur only if metering information is provided on time, 

free of errors, and in usable form. If many different metering companies must send 

information to many different billing companies, the possibihty of delays and errors 

increases. Furthermore, coordination problems in the competitive provision of metering 

could lead to significant problems with settlement, load imbalances, and other serious 

issues that might affect both the settlement process and system reliability. 

The experience in the United Kingdom proves this point. The United Kingdom 

implemented retail access in 1994 with compefition in the provision of metering services. 

However, the U.K. has experienced significant coordination problems as a result. 

Customers who had contracted for advanced metering systems did not always receive 

them in a timely fashion, and many of the new meters that were installed were not properly 

connected to the data collection network. In the first six months, usage for over 50 

percent of the customers that had signed up for new metering systems was not properly 

recorded. As a result, bills for these customers had to be estimated. There were problems 

with load imbalances and the distribution companies' cash flows suffered considerably.2 

2 Henney, Alex, "Competition, Confusion, and Chaos: The Metering Muddle," Public Utilities 
FprtnighUy, 134:20 (November 1, 1996), pp. 26-29. 



Safety is another concern that the Commission must consider. Delmarva has strict 

standards regarding meter quality and installation. Open competition could pave the way 

for inferior "offbrand" metering equipment being installed by poorly trained technicians. 

An inferior meter and/or installation could put the residence and part of the distribution 

system in jeopardy. Obtaining access to a meter not owned by the utility could also pose 

additional problems for the local utility during emergencies. 



Economies of Scale and Scope 

As the sole provider of meters, the local utility can realize greater economies by 

purchasing on behalf of all customers than could several service providers. Once the 

utility has obtained the meters, it can then exploit the economies of scale or density in the 

installation of meters in a given geographic area. Having a single firm install and read 

meters in every home in a neighborhood will require fewer resources than having several 

firms install and read the meters. As an example of the economies of density, consider'on-

site meter reading. A meter reader who reads every meter in a consecutive path will read 

10 times more meters than one who reads every 20* meter.3 

The traditional method of data collection, on-site meter reading, requires large 

investments in personnel and fleet services. Advanced methods being tested today are 

expected to lower the cost of data collection significantly. The advanced methods require 

connecting the meters on the customer's premises to the central data processing unit by a 

data communications network. While the choice of network - e.g., wireless or wireline -

will influence the cost of service, the fixed costs remain large. However, once the 

network is brought to a neighborhood, the cost of serving additional customers in the area 

is very small. In other words, the marginal cost of service is less than the average cost, 

and adding additional customers to the network will lower the average cost of service to 

all customers. 

The CaUfomia proceedings provide compelUng evidence of the dramatic 

economies of scale from widespread implementation of advanced metering. Estimates of 

the cost of providing metering service to small California customers in a multi-firm market 

vary widely—from a high of $27 per meter per month, to a low of $5 per month—based 

on assumptions of between 5 and 10 percent penetration.4 On the other hand, Cellnet 

Data Systems, a leading provider of advanced metering technologies, has estimated that a 

3 King, Chris S., "Competition at the Meter: Lessons from the U.K.", Public Utilities Fortnightly, 134:20 
(November 1, 1996), pp. 22-25. 
4 These figures represent total cost of service, including network infrastmcture costs, meter acquisition 
and financing, and data collection costs. 



saturated deployment of advanced metering would cost as little as $1 per meter per month 

for small customers. Thus, the minimum cost savings from exploiting economies of scale 

would be 5 times and the maximum might be as high as 27 times. 

Stranded Costs 

Allowing competitive firms to provide metering would substantially complicate 

stranded cost recovery. With competitive providers of metering, the Commission will 

need to revisit the issue of stranded cost recovery (in the context of metering). The cost 

of existing metering no longer being used for billing will need to be recovered. Moreover, 

to the extent that customers opt for other metering providers, the utility's average cost of 

providing metering is likely to increase relative due to lost economies of scale and scope. 



Load Control 

StafF questions whether load control programs should continue in a competitive 

retail environment, and, if so, which entity should be responsible for operating the 

programs and paying billing credits. The answer is simple; to the extent such programs 

provide a benefit, they will continue. Utilities will likely be willing to contract with energy 

suppliers to operate existing programs, or perhaps energy suppliers will develop their own 

programs. In any event, it is the energy supplier who should provide the billing credits, 

because it is their costs that will be avoided as a result of the program. Such programs 

provide no significant benefit to Transmission & Distribution systems. 


