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PUBLIC SERVICE COMMISSION OF THE DISTRICT OF COLUMBIA
1333 H STREET, N.W., SUITE 200' WEST TOWER

WASHTNGTON, D.C. 20005

ORDER

October 24.2005

FnACTtcns. oRDER No. 13794

L INTRODUCTION

1. By this Order, the Public Service Commission of the District of Columbia

(.Commission") approves the Generation Procurement Credit Rider ("GPC") filed by the

potomac Electric Power company ("PEPCO" or "Company'') on July 12, 2005'l This

particular phase of the procleding examines PEPCO's compliance with divestiture

irruri"g oistriuution obligations thar are set forth in the Phase I and Phase II settlement

agreemenrs approved uftne commission.2 This order addresses issues relating to the

C"ommission,s-efforts to restructure the District of Columbia's retail electricity market

;;;r"; to the District of Columbia Retail Electric Competition and Consumer

brotection Act of 1ggg.3

IL BACKGROUND

2. By Order No. 13650, the Commission directed all interested parties to file

comments on pEpCo's proposed 2005 GPC Rider within ten (10) days from the date of

ilfi;;l nepty "o*-"rri, were due within fifteen (15) davs. lV.O.td:tNo' 
13743, the

commission granted oPc's motion to extend the comment period." Subsequently, an

I Formal Case No. 945, In The Matter Of The Investigation Into Electric Semice Market

competition and Regulatory Practices, ('_\c.945"); Letter to-Freda A' James, Acting commission

S""rifoty, from Paul H. Harrington, PEPCO Associate General Counsel, ("GPC Letter") frled July 12'

2005.

, 5"" F.C. g45, Non-Unanimous Agreement of Stipulation and Full Settlement Regarding

Divestiture Issues ("Phase I Settlement"), datei November 8, 1999, as approved through Older No' 11576

ut epp"na* A, ril. December 30, 19b9; F.C. g45, Order No. 11613, rel' February 17, 2000 (Order

establishing phase II of Formal case No. 945 to address the issue of PEPco's post-divestiture unbundled

rate structure); and .F.c. 945, Non-Unanimous Agreemenl of Stipulation and Full Settlement Regarding

Unbundled Rate Issues ("Phase II Settlement"), apfroved through Order No. 11845, rel' December 5, 2000'

' D.c. code, 2001 Ed. $$ 34-1501 - 1520.

o F.C.945, OrderNo- l365o,rel. August 2,2005'

s F.C. 945,OrderNo. 13743, rel. August 19, 2005'
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extension was gtanted to PEPCO with respect to the submission of its reply comments'6

opc submitted comments on August ig, 2005,t and pEpco submitted its reply

comments on August 26,2005.8 No other party submitted comments on PEPCO's 2005

GPC filing

3. In Order No. 11576, the Commission approved the Phase I Settlement,

which authorized pEpCO to sell the bulk of its electric generating assets.e The

dr*"t;ri""t decision to approve the phbse I Settlement was based on its eValuation of

the benefits to District raiepayers, as well as its determination that these benefits

outweighed any potential detriment resulting.from the divestiture. ft ld o{the Phase I

Settleirient, thi bommission found that the GPC provision was in the public interest

because it benefited both ratepayers and shareholders'

4. Article IV of the Phase I Settlement establishes the general parameters for

calculation of the Gpc credit.lO As specified in Article rV of the Phase I Settlement,

during the rate cap period, any gains realized by PEPCO from the provision of Standard

OffeiService ("SbS"1 gen"ruii& are subject to sharing_with DC ratepayers' The Phase I

Settlement allows for'a-GpC mechanism whereby PEPCO will share profits gained fr91

its aivestiture of generation services and procurgA.l! of energy in the open market with

all ratepay"r, *d shareholders.rr Specifiially, if PEPCO receives profits of $20 million

or less, ratepayers would receive 80 percent of sy9! profits, and shareholders would

receive 20 percent. If PEPCO'�s profits exceed $20 million, the Phase I Settlement

provides that ratepayers would receive 60 percent of such profits, and shareholders would

receive 40 percent.ri Finally, the sharing bf *y net profits with ratepayers is to be done

via a per kiiowatt-hour ("k\Yh") credit'l3

5. The phase I Settlement further specified that PEPCO would retain the

portion of the net profit, if any, that would otherwise flow to ratepayers up to the amount

6 F.C.945, OrderNo' !3749,rel. August 26,2005'

7 F.C. 94i, Comments of the Office of the People's Counsel on the Proposed Generation

procurement Credit Rider.Filed By potomac Electric Power Company on July 12, 2005 Prusuant to Order

No. 13650, filed August 18, 2005 ("OPC Comments")'

8 F.C.945, Reply Comments of Potomac Electric Power Company, filed August 26,2005 ('?EPCO

Reply Comments").

n F.C. 945,Order No. 11576, rel' December 30' 1999'

lg Id. at g 4.01. paragraphs 2, 5, and 7 of the Phase II Settlement include further refinements with

respect to the GPC calculation, which are addressed later in this oldel.

tt Id. at g 4.01.

rd.

In effect, any net profit is allocated to the residential and commercial classes on a kWh basis'
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of the guaranteed rate reductions included in sections 3'03 and 3'05 of the settlement'ra

Residential customers received-a base rate reduction of 2'77 mills per kwh on February

g, 2001 ana reurualy ;, ;;d#-io*mo"iur customers received a base rate reduction of

1.0g mills per kwh Lttiatsame time. Accordingly, th9 gloPosed GPC bill credit reflects

the shared savings amounts in excess of tlle above levels''o

5 . A s p r e v i o u s l y n o t e d , t h e P h a s e l l s e t t l e m e n t a l s o a d d r e s s e s t h e G P C
calculation. In Paragr aph 2,the GPC calculation is amended to include the net benefits'

if any, associated ',;iitt pBpCO's Energy Use Management ("EUM") (i'e'' curtailable

load) programs. while pEpco ,,rrp"iied such programs as of December 31, 2044'

PEPCO has included net EUM ptog.u* tttults through the end of 2004 in its 2005 GPC

filing.l7

7. Paragraph 5 of the Phase II Settlemelt clarifies that any GPC credit will

be distributed to cuitomers over a trryelve-month period (on a cents per kWh basis)' In

addition, paragraph 5 specifies ttrat li in. airro"ttce in actual versus intended GPc

credits, to either class of customers, is greater. than $100'000 during a given twelve-

month period, pnpCO will .qdjust the GP-C credit, as necessary' to reflect the amount of

ai. Jirr"t""ce, with interest'r8

8 . . I n o r d e r N o s . 1 2 6 3 5 a r r d l 3 3 T 8 , t h e C o m m i s s i o n c o n c l u d e d t h a t t h e
second GPc Application period tggT on June 1,2003 and ended on May 31' 2004' The

commission also *t"o tt ut the third cec epptication period would begin on october 1,

2005. As of *r" aui" of PEPCO', ZOOS-Cp| frling (i'i', July 1'2' 2005)' the third GPC

Application period had not v.t ."J"a. Accorlingly, PEPCO's 2005 GPC filing

quantifies only the ,ryqul versus intended results of thi second GPC Application Period'

which are discussed below'

t4 See Article 3.03 and 3'05 of the Phase I Settlement'

15 pEpco implemented the guaranteed rate reductions via its January 29'2001' compliance Filing'

The zuaranteed rate ,.d*;i;; ;;a!a wittr tr,t itnpi-"n1"tion.of the Distriit's new SoS service' In order

No. I::zs issued on September 13,2004,tn" Co**irrion ruled in part that PEPCo was correct to apply

accelerated depreciation-to EUM equipment, att"*-g trt" the useful life of the equipment would end on

December 31 ,2004. pgpcot zooj rirng reflects such accelerated depreciation'

16 As discussed below, residential customers will not receive any 2004 GP9.1l-::1- since their

goururr,"rJrur" reduction exceeds the ratepayer's share ofthe generation procurement rnargms'

t7 oPC submitted comments regarding PEPco's net EUM benefit calculation' which are discussed

later in this Order'

r8 The GPC adjustrnent may be either positive (for an under-credit) of negative (for an over-credit)'



III. PEPCO's ProPosed 2005 GPC

g.Ini tsJuly12,2Q05GPCFi l ing,PEPCOindicatesthatthetotalgenerat ion
procurement margrn for the period February"ti ,2004 through February 7 ' 2005 is $6'21

million.le According to PEPCO, the cusiomers' share of that amount equals $4'966

million, or $O.ooo+i ;;- kwh:d 
--Furttt"r, 

according to PEPCO' after reducing the

cuStomers' share of the generation pro"urr*ent margin for the guaranteed rate reductions

already provided to ",,,io'n"t Utgio"ittg february !.2091' 
PEPCO calculates that the

GpC would provide non-residentiuf ",t.to"*"ts in the District of Columbia with a net GPC

credit of $0.00044;;; i.wh. For resiJential customers, because the average customer'�s

share of $0.00044 ;; kwh is less than the guaranteed rate reduction of $0.00277 per

kwh, the residentiuf CpC amount i, ""ro." Fo"o"-t"sidential customers' because the

average customer's share of $0'00044 rytlY 
tt 

]-::i llT llirgtaranteed 
rate reduction

orso]oozz7 per kwh, the non-residential GPC amount is zero."

10. Table I below presents the total 2005 GPC margins to be shared between

PEPCO and DC ratepayers u"d "otttp*es the result to 2004'
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SOS Generation
Revenue
Net EUM Revenue
SOS Procurement
Expense

Total GPC Mar

12 Months Ended
2/7/04

Page 4

$254,330,059

(1,242,656)
el4-483-53I)

Table I

$38,603,871

11. As shown in Table 1, the Total GPC Margin declined from $38'60 million

for the twelve *onif, poioa "nOirrg February 7, 2004 to $6'21 million in 2005' The

primary cause of tti, ["im, *u, it increasl in SOS Procurement Expense of $106'2

irrittion, which will be discussed in detail below'

12. Table 2 shows the application of the sharing agreemelt -contained 
in the

phase I Settlement io the ZO0S resuits. After dividing the Total GPC Margin of $6'21

GPC Letter at 2.

rd.

Id.

Id.

2 l

12 Months Ended
2/7/0s

$326,678,611

208,871
(320.679.228\

$6.208,254
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million into tiers, the ratepayers' share (before g'aranteed rate reduction offsets) is $4.97

million.

Table 2

Total GPC Ma $6,208,254

Customer Share of the
M,

80% of First $20.0 million
600/o of anY Remaining
Total Customer Share

Gross GPC Credit

Residential Commercial

s0.00044 $0.00044

$4,966,603

$4 603

13 .S ince the ra tepaye rs ,sha reo fPEPCo 'sGPCpro f i t i s tobed is t r i bu tedon
a kWh l-urir, pnpCO appropriately divides the above $4.97 million by total estimated

distribution sales to arrive at an average (gross) GPC credit of 0'44 mills per kwh'23

However, the Phase I Settlement provides for a reduc.tion in the average GPC credit up to

the amount of the guaranteed ratl reduction received by each customer class' Since the

phase I Settlement;s guaranteed rate reduction varies by.class, the net GPC credit will

also differ by class. Tiis step in the calculation is summarized in Table 3 below'

Table 3

Guaranteed Rate Reductions
Net GPC Credit

14. Table 3 reveals that the guaranteed credit of both the residential and

commercial classes exceeds its gross GPb Credit. Accordingly, neither residential nor

commercial customers are entitled to receive a 2005 GPC bill credit' based on the GPC

;**i"t earned by PEPCO over this period'24

1 5 . A t t a c h m e n t C t o P E P C o , s 2 0 0 5 G P C f i l i n g r e p o r t s t h e a c t u a l ] e r : u , :
intended payout results, by customer class, from the second GPC Application Period

which ended May 31, znoq. As shown in Attachment c, residential customers received

23 pEpCO uses an estimated level of distibution sales of 11,269,676,283 kwh for the twelve-month

period beginning June 1, 2005.

24 This result for commercial customers does not include the retum of a small shorfall in actual GPC

payments from the second GPC Application period'

0.00277
$

0.00109
$



actual GPC credits of $910,709, which is $9,992 less than intended. Since this difference

is less than $100,000, no reconciling J:tt*t"t is required for residential customers'2s

With respect to commercial customers," Rttaclment C shows that actual GPC credits

totaled $18.88 million, or $150,642 less than intended' Since this difference is greater

than $100,000, a reconciling adjustrnent is required for commercial customers' By

dividing the $150,6 n;; thJ expegted level of commercial kWhs' PEPCO arrives at a

2005 Gpc bill credit for commerriut ,orioa*rs of $0.00002 per kwh.26

W. Comments and RePIY Comments

A. OPC Comments

16. opc,s comments are limited to two topics. Specifically,_olg argues that

pEpco has improi;t;-it employed accererated amortization of its EUM Equipment to

inflate its EUM program expenses; ;J tt ;t"d the higher energy rates negotiated in

Amendment No. Zto"tne Transition po*e,'Agreement (1fPA ) with.Mirant to calculate

SOS Procurement Expense. OPC claims that the above changes in ihe GPC "formula"

combine to reduce significantly the size of the Generation ProJurement Margtn' which is

shared with ratepayers. As discussed below, oPc recommends that the commission: a)

reject pEPCO's o* of accelerated a"pt""iutioq b) require PEPCO to employ the original

TPA energy l.u,"..,o calculate SOS Procurement Expense; and c) reject PEPCO's claim

against the Mirant estate (in the amount of the TPA rate increase) as the basis to defer

iu',"puy"tt' "rightful benefit" under the GPC agreement'

a. EnergY Use Management Programs

|T .Wi th respec t to theacce le ra tedamor t i za t ion issue,oPCnotes tha t the
commission ruled in pEpco,, rurorlrr-ori"t No. 1337.8. However, oPc states that the

Commission 
..based its decision regarding the calculatign of EUM equipment costs on

findings that the proper amortization treatment was purely an accounting.issue and that

the useful life of the EIIM equipment would end on becember 37'2004'"'' OPC argues

that the Co**ir.io;;;; G;nr.g" both points and would be wrong to do so with regard

to the fourth application period'"'"

18. In its current comments, oPc discusse^sJEPCO'�s previous explanation for

using accelerated depreciatiol $Fiilty, 
in its 2004 GPC Reply comments, PEPCO

stated that the.r..n itir" of the EUM;;;tp*ent.would end on December 31, 2004 since

market earnings were projected to be^ insufficient to cover EUM program operating
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zs See Paragraph 5 of the Phase II Settlement'

26 per Atrachment c, pEpco divides $150,642 by 9,069,636,693 kwh' which equates to a GPc

credit of $0.00002 Per kWh'

27 See OPC Comments at 4'

Id,


