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	Application of PECO Energy Company  for Approval for future transfer of property under a multi-utility agreement known as the Spare Transformer Sharing Agreement.
	Docket Number: A-110550F0165

         


ORDER
BY THE COMMISSION:


On August 9, 2006, PECO Energy Company (“PECO” or “Applicant”) filed an application, pursuant to the provisions of the Public Utility Code, 
66 Pa. C.S.  § 1102 and § 2102, for future transfers of property that is used or useful in the public service and which may involve transactions with other subsidiaries of PECO’s corporate parent, Exelon Corporation (“Exelon”).  PECO proposes to make these future transfers under a multi-utility agreement, known as the Spare Transformer Sharing Agreement (“Agreement”).  The Agreement is dated March 15, 2006 and was signed by PECO on April 13, 2006.



Commonwealth Edison, a subsidiary of Exelon, as well as Public Service Electric and Gas, with which PECO was seeking to merge, are also signatories to the Agreement.  At the time of this filing, approximately 40 utilities nationally have signed the Agreement.


This Agreement is in response to Federal Energy Regulatory 
Commission (“FERC”) statements made in 2001 emphasizing the need for innovative approaches to system security and reliability.  A group of electric utilities determined that one of the key areas of potential vulnerability is the electric grid’s transformers since the grid cannot function without transformers, and the installation of new transformers involves substantial manufacturer lead time and transportation time to replace transformers that have been damaged or destroyed.


In September 2004, Edison Electric Institute (“EEI”) did an industry study of the acquisition of a spare transformer inventory for use by the industry in the event of the deliberate destruction of utility substations.  It was determined that this could best be accomplished by having individual utilities commit to acquire, store, and maintain transformers, and to share them if called upon to do so.  As a result of EEI’s study, the Spare Transformer Equipment Program (“STEP”) was established.  STEP is an industry-wide program designed to increase the electric industry’s inventory of spare transformers in order to ensure that the electric industry has sufficient capability to restore service in the event the deliberate destruction of utility substations.  Any electric utility that owns transmission power transformers in the United States or Canada is eligible to participate in STEP.


A key part of STEP is the Agreement, which establishes the terms on which the signatories will maintain inventories of spare transformers and transfer them among themselves in the event the transformers of a signatory are damaged or destroyed by a deliberate act.  The Agreement requires each participating utility to maintain a specific number of transformers of various voltages.  Each participating utility agrees to sell any committed spare transformer to any other qualified participating utility at a set purchase price upon the occurrence of a “Triggering Event”, which is defined as an act of terrorism that destroys or disables one or more substations and results in a declaration of emergency.


Utilities participating in the Agreement may need to purchase spare transformers in order to comply with their initial Required Obligation, and some utilities may need to acquire additional spare transformers in future years as the Required Obligation is recalculated. 


The sharing arrangement implemented by the Agreement is a prudent approach to make efficient use of the industry’s existing spare transformers and to fairly allocate the responsibility to acquire a limited number of additional spares, while minimizing duplicative purchases of these costly assets.  Implementation of the Agreement will provide flexibility for utilities to operate and utilize assets as they would normally do during the course of business, while at the same time binding utilities to share their committed transformers if a Triggering Event should occur.  


This Application was served on the Office of Trial Staff, the Office of Consumer Advocate, the Office of Small Business Advocate, and the Philadelphia Area Industrial Energy Users Group.  Also, notice of this Application was filed in the Pennsylvania Bulletin on August 26, 2006.  No protests were filed.  



This Application was also filed with the FERC and FERC approved the Application on September 21, 2006.


Approval of this application is in the public interest, since the Agreement represents a substantial cost savings over alternative methods to secure similar system restoration capability; THEREFORE,

IT IS ORDERED:



1.  That the application of PECO at Docket No. A-110550F0165 is hereby approved. 



2.  That this proceeding at Docket No. A-110550F0165 be marked closed.


BY THE COMMISSION,

James J. McNulty


Secretary

(SEAL)
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ORDER ENTERED:  October 23, 2006
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