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Dear Mr. DePrima:

In compliance with the requirements of Section 705 and Section 504 of the City of
Dover, Delaware Resolution Authorizing and Securing Electric Revenue Bonds, adopted
December 23, 1985 (Resolution), Burns & McDonnell submits this Annual Engineering
Consultant’s Report for the fiscal year ended June 30, 2006. This report summarizes our
review and assessment of the City of Dover’s (City) Electric System, its existing retail
electric rates, its insurance coverage in effect, and its reserve funds. Financial, statistical,
and operating data used in preparing the report were taken from the City’s annual
financial statements and accounting records, as well as additional information furnished
by City and Electric Division staff.

In the preparation of this Engineering Consultant’s Report, Burns & McDonnell
completed assessments of the electric generating stations and the transmission and
distribution systems of the City’s Electric Division. Assessments involved interviews,
observations, and review of fiscal year 2006 expenditures and fiscal year 2007 budgets.
In addition, an analysis of the balances of the Improvement and Extension Fund, as well
as other funds benefiting the Electric Division was performed. Burns & McDonnell also
reviewed the adequacy of the revenues provided by the current retail rates in relation to
the requirements of the Resolution. Finally, a high-level assessment of the City’s
insurance coverage related to the Electric Division was completed.

Based on these reviews and assessments, it is Burns & McDonnell’s opinion that the
Electric System is being operated and maintained, including replacements and upgrades,
as appropriate, in a manner that is consistent with current electric utility practices. In
addition, we find that the current retail rates have provided sufficient revenues to satisfy
the debt service coverage requirement in the Resolution.

Further, it is our opinion that the balances in the various reserve funds maintained by the
City for the Electric Division are sufficient for their intended purposes.
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We appreciate the cooperation and assistance provided by the City and the Electric
Division staff in the preparation of this report. We will be happy to discuss the report
with you at your convenience.

Sincerely,
BURNS & McDONNELL

Ted J. Kelly
Project Manager
Business & Technology Services

(loh

Adam S. Young
Project Engineer
Business & Technology Services
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EXECUTIVE SUMMARY

INTRODUCTION

This Engineering Consultant’s Report has been prepared in compliance with the requirements of the City
of Dover, Delaware Resolution Authorizing and Securing Electric Revenue Bonds, adopted

December 23, 1985 (Resolution). Burns & McDonnell has been retained as Engineering Consultant by

the City of Dover, Delaware (City) for this purpose.

The Resolution requires that the Engineering Consultant complete the following:

“The City covenants that it will cause the Engineering Consultants employed under the
provisions of Section 705 of this Resolution . . . to make an inspection of the Electric System at
least once each fiscal year and . . . to submit to the City Manager a report setting forth (a) their
findings whether the properties of the Electric System have been maintained in good repair,
working order and condition and whether they have been operated efficiently and economically

and (b) their recommendation as to

(i) the proper maintenance, repair and condition of the Electric System during the ensuing fiscal
year and a estimate of the appropriations which should be made for such purposes,

(ii) the insurance to be carried under the provisions of Article VII of this Resolution,

(iii) the amount that should be deposited during the ensuing fiscal year to the credit of the
Improvement and Extension Fund for the purposes set forth in Section 510 of this Article,

(iv) the extensions, improvements, renewals and replacements which should be made during the
ensuing fiscal year, and

(v) any necessary or advisable revisions of the electric rates.”

This is the fifth annual Engineering Consultant’s Report prepared for the City by Burns & McDonnell.

ELECTRIC SYSTEM OVERVIEW AND ASSESSMENT
The Electric System owned by the City primarily consists of production plant, transmission plant,

distribution plant, and general plant facilities.

City of Dover, Delaware ES-1 Burns & McDonnell Engineering Company
Electric Division Kansas City, Missouri
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The City owns two power plants, the McKee Run Generating Station (McKee Run) and the VanSant
Generating Station (VanSant). McKee Run consists of three steam turbine generating units with total

combined capacity of 136 megawatts (MW). VanSant is a 39-MW simple-cycle combustion turbine unit.

The Electric Division purchased its power requirements under an all-requirements power and energy
supply contract with Duke Energy Trading & Marketing (Duke) in FY 2006. The contract was executed
on March 11, 1996 and expired on June 30, 2006. The contract has been replaced with another all-
requirements power supply and energy supply contract with Pace Global Energy Services beginning in
FY 2007.

Duke/Fluor Daniel (D/FD) assumed responsibility for operating and maintaining the City’s two power
plants under a separate agreement also dated March 11, 1996. These agreements provided for the City to
retain complete ownership of the two generating stations. The partnership between D/FD was dissolved as
of September 13, 2004. The two power plants were operated by DE Operating Services, LLC (DEOS) in
FY 2006. As of July 1, 2006, North American Energy Services (NAES) began operating the plants.

The Electric Division served approximately 21,600 customers, approximately 18,300 of which were
residential customers, as of the end of FY 2006. The distribution facilities include 220.12 miles of
overhead lines and 229.02 miles of underground lines connected through seventeen different substations.
The Engineering Consultant’s observations regarding the transmission and distribution systems are

described in the Electric System Overview and Assessment section of this report.

Four of the Electric Division customers take service off of the 69-kV transmission system. These
customers include the Dover Air Force Base, Kraft, Proctor & Gamble, and NRG Energy Center (NRG).
NRG is an exempt wholesale generator that sells power that must be transmitted through the City’s
transmission system to third party purchasers. When the NRG plant is not operational, the Electric

Division provides power for the plant site.

The Electric Division has one contract for providing transmission service through the Electric System. As
mentioned above, the Electric Division provides transmission service to NRG for the output of its 16-MW

electric generator.

General plant consists primarily of Electric Division administrative and operations facilities and pollution

control related equipment on the McKee Run and VanSant generating stations. Other types of general

City of Dover, Delaware ES-2 Burns & McDonnell Engineering Company
Electric Division Kansas City, Missouri
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plant include office furniture and equipment, transportation and power-operated equipment, and

communication equipment.

The various systems and components of the generating stations reviewed by the Engineering Consultant

are listed below.

Management and Organization

Safety

Training

Major Equipment Condition and Improvements

Steam turbines/generators
Boilers and auxiliaries
Station cooling water systems
Fuel handling systems

Water treatment systems
Station electrical systems
Station control systems

General facilities

Based on statements and information provided, as well as the observations and reviews performed, it is

the Engineering Consultant’s opinion that the City’s power generation facilities are being operated and

maintained consistent with accepted electric utility practice in the United States. In general, the

performance, operation, maintenance, staff, planning, and training aspects for the McKee Run and

VanSant stations were found to be above average. Specifically, the generating facilities have

demonstrated a high level of availability despite the dispatching of the units primarily for peak demand.

The Engineering Consultant’s observations regarding the generating stations and units are described in

the Electric System Overview and Assessment section of this report. The following list includes areas of

the transmission and distribution systems that were considered and reviewed.

System reliability
Power quality
Operations and maintenance

Design standards and specifications

City of Dover, Delaware ES-3
Electric Division
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e Transmission and distribution improvements

It is the Engineering Consultant’s opinion that the design, construction, operation, and maintenance of the
City’s electric transmission and distribution system and the associated facilities are consistent with

current generally accepted electric utility standards.

The Engineering Consultant’s observations regarding the transmission and distribution systems are

described in the Electric System Overview and Assessment section of this report.

FINANCIAL ASSESSMENT

The level of revenues required from the retail electric rates for the Electric Division were determined
through the analysis of the financial results and net income or net margins for FY 2006. The Resolution
requires that the Electric Division maintain a debt service coverage ratio of 1.25. Following is an excerpt

from Section 502(c) of the Resolution.

*“(c) The total amount of the Revenues of the Electric System during the preceding fiscal year

shall have been not less than the total of the following:

(1) The Current Expenses of the Electric System during the current fiscal years shown by the
Annual Budget . . . for such fiscal year, and

(2) One hundred twenty-five percent (125%) of the maximum amount of the Principal and
Interest Requirements for any fiscal year thereafter on account of all bonds then Outstanding

under the provisions of this Resolution.”

Customers of the Electric Division of the City were charged for the electric service they received based
on the City’s rate schedules and contracts that were in place in FY 2006. Based on a rate study completed
at the end of FY 2006, rates were increased and several rate schedules were combined. These changes

were effective at the beginning of FY 2007.

Total energy sales decreased from approximately 741.5 million kilowatt-hours (kWh) in FY 2004 to
approximately 736.8 million kwh in FY 2006, or average annual decreases of 0.3 percent. Total revenues
from sales to electric customers in FY 2006 were approximately $63.8 million, representing average
annual increases of 5.88 percent from the FY 2004 rate revenue of approximately $56.9 million. In FY
2006, the average price per kWh for residential customers was 10.51 cents and the system-wide average

price was 8.66 cents per KWh.

City of Dover, Delaware ES-4 Burns & McDonnell Engineering Company
Electric Division Kansas City, Missouri
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From FY 2004 to FY 2006, the cost of power increased at an annual rate of 5.9 percent from
approximately $37.6 million to approximately $42.2 million. Over the same period the volume of energy
purchased increased from approximately 780.7 million kWh to approximately 781.4 million kwWh. The
Electric Division’s cost of power as a percentage of rate revenue has been approximately 66 percent over

the past three years.

Net income increased from approximately $0.8 million in FY 2004 to approximately $2.4 million in FY
2005. Net income increased from FY 2005 to FY 2006 by approximately $3.9 million in FY 2006. This

increase was primarily due to decreased operating expenses and increased charges for electrical service.

The Resolution requires that annual revenues of the Electric Division be no less than the total current
expenses plus 125 percent of the greatest remaining annual debt service. The Electric Division achieved
debt service coverage ratios for FY 2004, FY 2005 and FY 2006 of 3.02, 2.70, and 3.60, respectively; all
of which were well over the required 125 percent. Therefore, the revenues generated by the current

electric rates have been sufficient to meet the applicable covenant of the Resolution.

The City maintains a comprehensive insurance program to insure against varying types of liabilities, as
well as significant losses related to various Electric Division properties. In Burns & McDonnell’s opinion
as Engineering Consultant, and not as insurance counselor, the insurance in full force and affect appears

to satisfy the requirements of Section 706 of the Resolution.

The City has established several funds and reserves to ensure that moneys are available for specific

purposes when they are needed. Following is a list of these funds.

e Electric Revenue Fund

e Electric Improvement and Extension Fund

e Interest and Sinking Fund (Reserve Account)
e Depreciation Reserve Fund

e Future Capacity Fund

e Insurance Stabilization Fund

e Contingency Reserve Fund

e Electric Rate Revenue Fund

City of Dover, Delaware ES-5 Burns & McDonnell Engineering Company
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The Engineering Consultant reviewed the last five funds listed above and found that the balances in those

funds as of June 30, 2006 were consistent with the required or target balances.

CONCLUSIONS

Based on the reviews and assessments completed, it is Burns & McDonnell’s opinion that:

1. The City’s power generation facilities are being operated and maintained consistent with accepted

electric utility practice in the United States.

2. The design, construction, operation, and maintenance of the City’s electric transmission and
distribution systems and the associated facilities are consistent with current generally accepted

electric utility standards.

3. The Electric Division capital projects included in the City’s Capital Investment Plan and the FY 2007
Operating Budget are necessary and should provide improved reliability and power quality for the

Electric System.

4. The balances as of June 30, 2006 for the various reserve funds maintained by the City for the Electric

Division appear to be sufficient for their defined purposes.

5. The insurance coverage in full force and affect as maintained by the City related to the various assets

of the Electric Division appears to satisfy the requirements of Section 706 of the Resolution.

6. The electric revenues generated by the City’s current retail rates are more than sufficient to fulfill the

debt service coverage requirement (1.25 times) defined in Section 502(c) of the Resolution.

E I I

City of Dover, Delaware ES-6 Burns & McDonnell Engineering Company
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(v) any necessary or advisable revisions of the electric rates.”

ORGANIZATION

The City Manager is responsible for the overall management of the Public Utilities Department.
Currently, the City Manager is overseeing the day-to-day operations of the Electric System and managing
the Electric Division staff. The Electric Division is organized into three separate sections. Descriptions of

the current Electric Division sections follow.

Administration Section — The Administration Section provides the overall administration of the Electric

Division’s Engineering and Transmission & Distribution Sections. This section performs all planning and
budgeting, monitors all construction projects, administers all power supply and power plant operations

agreements, and coordinates all customer service and public relations functions for the Electric Division.

Engineering Services & System Operations Section — This Section provides design, specifications,

construction management, and project inspection for all capital investment projects of the Electric
Division. This section develops and maintains maps, plans, and specifications, as well as engineering

standards for construction and maintenance of the Electric System.

Transmission & Distribution Section — The Transmission & Distribution Section constructs, operates, and

maintains the overhead and underground Electric Systems and fiber optic communication facilities. This
section installs and maintains all electric metering, as well as street and security lighting. This section also

investigates and resolves customers power problems and oversees the work of tree trimming contractors.

Figure I-1 presents an organization chart showing the staffing of the various sections in the Electric
Division, with the number of individuals in each position indicated. Total staffing at the time the FY 2007

budget was issued was 47.

The remaining sections of this report provide the information required pursuant to Section 504 of the
Resolution. Part Il describes the assessment of the Electric System and its condition. Part 111 presents the
financial results for the Electric Division, including an analysis of the adequacy of revenues provided by

the electric rates.

City of Dover, Delaware I-2 Burns & McDonnell Engineering Company
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In the preparation of this report, Burns & McDonnell used the City’s audited financial statements and
other data and information provided by the City. Burns & McDonnell has relied on the information
provided without independent verification and cannot guarantee its accuracy or completeness. In addition,
Burns & McDonnell has used the information provided to make certain assumptions with respect to
conditions that may exist in the future. While Burns & McDonnell believes the assumptions made are
reasonable for the purposes of this report, it makes no representation that the conditions assumed will

occur.

* k% * k%
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