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Securities Certificate of PECO Energy Company for a change in the terms of outstanding preferred stock securities 
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S-00000818

ORDER

BY THE COMMISSION:

On August 31, 2000, PECO Energy Company (PECO) filed for registration pursuant to Chapter 19 of the Pennsylvania Public Utility Code, 66 Pa. C.S. §§1901, et seq., the above-docketed securities certificate for a change in the terms of outstanding preferred stock securities. 

PECO is presently not controlled by any corporation, person, or group acting in concert.  Pursuant to an application at A-110550 F0147, PECO was granted authorization:  (1) to form a holding company, Exelon Corporation (Exelon), and to transfer certain assets and common facilities to various newly established corporate affiliates, and (2) to merge Exelon with Unicom Corporation (Unicom).  Following completion of the planned corporate restructuring and merger, PECO will be a wholly-owned subsidiary of Exelon, which, in turn, will be owned by existing shareholders of PECO and Unicom.

In order to realize the benefits of the Unicom merger in the most cost-effective manner, Exelon may have to satisfy an Internal Revenue Service (IRS) control test (IRS Test) which would require Exelon to own:  (1) at least 80% of the “combined voting power of all classes of PECO stock entitled to vote;” and (2) at least 80% of the “total number of shares of all other classes of PECO stock.”  Voting power is defined as the right to vote for directors at all elections.  The first condition  of the IRS test is met because Exelon will own all of PECO’s outstanding common stock.

PECO’s currently outstanding preferred stock does not have full voting rights, making those shares subject to the second condition of the IRS test.  When the merger is effectuated, PECO’s preferred stock will not be exchanged, but will continue to represent preferred equity in PECO.  Thus, Exelon would not own at least 80% of all other classes, and the second condition would not be met.

In an attempt to overcome the IRS test problem, PECO is proposing to amend its Articles of Incorporation to expand voting rights to PECO’s current preferred stock shareholders.  Preferred shareholders’ voting rights presently consist solely of the right to elect a limited number of directors (i.e., the minimum necessary to constitute a majority of the full Board) in the specific event of a default in an amount equal to four full quarterly dividends on all outstanding preferred shares.  The proposed amendment would grant preferred shareholders rights to vote for directors in all elections.  As a result, the preferred class would become voting stock and would be included with shares of common equity in determining whether the first condition of the IRS test would be met.   Exelon’s common stock will represent in excess of 80% of the “combined voting power” of voting stock, and since there will be no other classes of stock outstanding, Exelon will satisfy the IRS test.  As of August 1, 2000, there were 1,745,520 shares of PECO’s preferred stock outstanding.

The purpose of the proposed amendment to the terms of PECO’s preferred stock is to allow the Unicom merger and subsequent Exelon restructuring to go forward on a cost-effective basis.  According to PECO, the satisfaction of the IRS test will allow PECO to provide substantial benefits to the public which will be realized as a result of the Unicom merger. 

We have examined PECO’s instant securities certificate and have determined that the proposed change in terms of outstanding preferred stock securities appears to be necessary or proper for the present and probable future capital needs of the Company, and as a result the securities certificate should be registered; THEREFORE,

IT IS ORDERED:

1.  That the securities certificate filed by PECO Energy Company for a change in the terms of outstanding preferred stock securities is hereby registered.

2.  That if PECO Energy Company determines that the change in terms as approved in Ordering Paragraph No. 1, above, are not necessary, PECO Energy Company shall notify this Commission of such determination.


BY THE COMMISSION,

James J. McNulty


Secretary

(SEAL)

ORDER ADOPTED:  September 28, 2000  

ORDER ENTERED:   September 28, 2000
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