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L STATEMENT OF THE CASE
A.  Procedural History

As part of a settlement in PECO Energy Company’s (“PECQ”) default service case,’ it
agreed to hold at least three stakeholder meetings and to then file a revised purchase of
receivables (“POR™) program. The Default Service Settlement contained a number of specific
requirements for the POR program but left a number of important issues for possible resolution
as part of the three stakeholder meetings.®* After holding the three meetings, PECO filed a
Petition seeking approval of its revised POR program on November 20, 2009.

In its Petition, PECO requests that the Pennsylvania Public Utility Commission (the
“Commisston” or “PUC™) approve revisions to PECO’s current electric purchase of receivables
program, which, among other things, would permit PECO to: (i) purchase the customer
receivables of EGSs participating in PECO’s consolidated billing option for basic retail
electricity supply services in PECO’s service territory, without recourse by PECO to those
suppliers for receivables that PECO cannot collect; (ii) discount temporarily the purchase of
those receivables to recover PECO’s initial implementation costs for the Revised Electric POR
Program; and (iii) conduct collection activities with respect to all purchased EGS receivables
and, if necessary, terminate electric service to any customer whose account (including the EGS
receivable purchased by PECO) remains unpaid, in whole or in part, with all such collection and
termination activity to be conducted in accordance with Chapter 14 of the Pennsylvania Public

Utility Code and Chapter 56 of the Commission’s regulations (32 Pa. Code § 56)

' Petition of PECO Energy Company for Approval of its Default Service Program and Rate Mitigation Plan, Docket
No. P-2008-2062739 (Order entered June 2, 2009) (“Default Service Settlement™).
2 The OTS, as a party to the Default Service Settiement was invited to the collaborative meetings but never raised, in

that forum, the issues that it presents in this case,



A number of parties sought to intervene in this proceeding and on January 35, 2010, a
Prehearing Conference was held before Administrative Law Judge Cynthia W. Fordham (the
“ALJ™). At the prehearing, all interventions were granted and a schedule was established for the
submission of testimony and the conduct of hearings. The schedule provided that testimony
would be submitted in writing in advance of hearings. Evidentiary hearings were scheduled for
March 4 and 5, 2010. On January 22, 2010, Judge Fordham issued Prehearing Order #2
establishing this schedule.

On February 2, 2010, direct testimony and accompanying exhibits were submitted by
OTS, OCA, OSBA, RESA and Dominion. On February 5, 2010, supplemental direct testimony
and accompanying exhibits were submitted by OTS. On February 22, 2010, rebuttal testimony
was submitted by PECO, OTS, OCA, RESA and Dominion. Dominion and OTS submitted
surrebuttal testimony and accompanying exhibits on March 1, 2010. PECO, OSBA and OCA
submitted surrebuttal testimony and accompanying exhibits on March 3, 2010.

At the same time the parties were preparing to litigate this matter they were engaged in
ongoing settlement discussion, which ultimately resulted in a settlement of most of the issues.
All of the parties agreed to the submission of a Joint Petition for Settlement that reserved two
issues for briefing and resolution before the ALJ and eventually the Commission. The first of
those issues 1s the appropriate treatment of arrearages that may result from PECO’s present POR
program that exist as of January 1, 2011, and whether PECO may treat customers with such
arrearages in the same manner as it would treat customers with arrearages under its revised plan.
Dominion Retail takes no position on this issue.

The second issue reserved for resolution is the Office of Trial Staff’s (“OTS”) insistence

that PECO unbundle its uncollectibles expense associated with commodity sales out of



distribution rates and instead collect them from default service customers as an addition to the
default service rate, and from shopping customers in the form of a discount to the receivables
purchased by PECO from participating Electric Generation Suppliers (“EGS”). The purpose of
this brief is to address this latter issue.

B.  Factual Background

PECO’s proposed POR program will have PECO buying the receivables of EGS, such as
Dominion Retail, at face value, except that PECO proposed to recover the incremental startup
costs associated with implementing the POR program in the form of a temporary discount of
2%.  This temporary discount will be eliminated once all costs associated with the
implementation are recovered. PECO Statement No. 1, 9-10. At the same time, PECO will
continue to recover uncollectable expense, that is, the expense associated with the customers that
do not pay their bills, through distribution rates paid by all customers in much the same way it
does today.

It does not appear from the evidence submitted into the record of this case, namely OTS
Exhibit No. 1-S, that PECO has adjusted its uncollectible expense since its restructuring filing in
1997. It also appears that PECO believed that it would be prudent to continue to recover those
expenses the way it does now--in its distribution rates. PECO St. No. 1, 9-10. PECO’s current
POR program has a zero percent discount. The only major difference between the current POR
program and the proposed POR program is that PECO will charge a small administrative adder
for the necessary changes, and that PECO will not be permitted to terminate service to customers
who fail to pay their EGS charges that were purchased as part of the POR program in the same

way that it currently manages collections for default service customers. Consequently, PECO



will no longer revert customers to dual billing if arrearages persist for more than 90 days, as it
does under its current POR program. /d.

Dominion Retail’s witness Butler testified that PECO’s approach is appropriate under the
circumstances. That is, Mr. Butler testified that there are two accepted approaches to POR
programs. Dominion Retail St. No. 1, 2:12. The first is to do what PECO has done and to
maintain a zero discount and to continue to recover uncollectibles expense from all customers in
distribution rates. Mr. Butler testified that the other accepted method of implementing POR
programs is to develop a discount rate that reflects the uncollectable expense associated with
commodity charges in base rates to unbundle that amount out of base rates and to recover it from
default service customers as part of the default service commodity charge and to recover it from
shopping customers in the form of a discount off of the receivables purchased from EGSs. As
Mr. Butler testified, both of these methodologies achieve the same results. /d.

That is, any impact of including shopping customers in the pool of all customers, for
purposes of uncollectibles expenses, is likely to reduce the overall experienced uncollectibies
expense, because shopping customers tend to be better credit risk customers. What this means in
a practical sense, is that if a discount rate were developed that accurately reflected the
uncollectable experience of shopping customers, it would likely be lower than the discount rate
for all customers. Dominion Retail St. No. 1-R, 8; Dominion Retail St. No. 1-SR, 1:21-2:7. Mr,
Butler’s testimony is contrary to Ms. Sears’ conclusion that EGSs would increase PECO’s
overall uncollectible rate. Dominion Retail St. No. 1-SR, 2:10-3:5.

The OTS has proposed in this case that PECO be required to put aside its current
methodology of recovering bad debt expense through distribution rates from all customers.

Instead, OTS would require that PECO unbundle bad debt associated with commodity charges



out of distribution rates and instead collect those dollars through the commodity charges and
through a discount charged to suppliers on purchased receivables. OTS Statement No. 1, 8:15-
9:10.

While Dominion Retail has agreed to such a methodology in other cases, in this particular
case, 1t believes that employing such a methodology would be unwise for a number of reasons,
including most prominently the amount of time that has passed since the last time PECO

submitted a bad debt number. Dominion Retail St. No. 1-SR, 1:16-19.

1L STATEMENT OF QUESTIONS INVOLVED

1. Should the Pennsylvania Public Utility Commission (“Commission”) approve
PECOQO’s proposal to provide a purchase of receivable (“POR”) program at a zero discount
(with a 2% temporary administrative adder) and to continue to recover uncollectable
expense from all customers through distribution rates?
Suggested Answer: Yes

2 Should the Commission reject the Office of Trial Staff’s (“OTS”) position that
would require PECO to unbundle its uncollectable expense out of distribution rates and to
instead collect commodity related uncollectable expense through the commodity charge
and to require PECO to charge EGSs a discount, in addition to the administrative adder,
to recover the uncollectable expense from shopping customers?

Suggested Answer: Yes

II. SUMMARY OF ARGUMENT

PECO has proposed to modify its existing POR program to allow it to reduce its current
uncollectibles risk by providing it with the ability to terminate a customer’s service for failure to
pay EGS charges for which PECO purchases the receivable. PECO also has proposed a
temporary discount to collect the incremental costs of implementing the revised POR program.
There 1s no evidence of any other incremental ongoing costs associated with the proposed

modified POR program that are not already recovered through distribution rates. To the



contrary, the evidence is clear that PECO currently recovers those costs through distribution
rates. PECO St. No. 1, 8-10.

Nonetheless, the OTS has insisted that PECO impose a discount rate on EGSs for
purchased receivables and that PECO be required to unbundle its uncollectibles expense out of
distribution rates, despite the lack of any evidence to support the notion that doing so is the best
result in this case. While it is not generally disputed that either approach is viable, owning
largely to the fact that PECO has not determined its uncollectible expense in some time, and has
not even presented evidence of the uncollectibles rate associated with EGS receivables,
Dominion Retail believes that there is a risk associated with guessing at that number here and so

it supports PECO’s approach.

1IV. ARGUMENT

A. The Commission Should Reject the OTS Demand.

The OTS has asked the Commission to reject PECO’s efforts to comply with one of the
express requirements of PECO’ Default Service Settlement, and to instead impose a different
methodology—in opposition to every other party to the case. In particular, the Default Service
Settlement, at § 66, requires:

The discount PECO will apply to receivables purchased under the

POR program will reflect only incremental uncollectibles expense

and other incremental POR-related expense that are not included in

distribution rates.
PECO St. No. 1, 8:10-16 (emphasis supplied). Apart from the obvious flaw, that the OTS
position in this case--that PECO unbundle its entire uncollectibles expense, not simply the

incremental expense, out of distribution rates--is at odds with the settlement to which it was a

party and which the Commission approved, the OTS has failed to provide any valid rationale or




factual basis for its demand. The short answer is that PECO proposed a modified POR program
in accord with the resolution of its DSP case and the OTS would now have PECO do something
different. The OTS effort should be rejected.

The OTS witness, Ms. Sears, contends, based only upon speculation, that PECO should
be required to charge a discount rate to suppliers of 2.07% in addition to .2% discount that is
intended to recover the incremental administrative charges, for a total discount rate of 2.27%.
The 2.07% figure was extracted without any adjustment whatsoever, from PECQO’s 1997
restructuring filing. OTS Exhibit No. 1-S. It is obvious that conditions are likely to have
changed in the succeeding 13 years, yet Ms. Sears does not address, nor even acknowledge the
passage of time and its effect on the discount percentage she proposes. Even more egregiously,
she offers no support whatsoever for the “need” to unbundle and charge a discount to EGSs in
light of PECO’s proposal, nor does she even acknowledge that her proposal, in a general sense,
achieves the same result as PECO’s approach. Finally, she fails to acknowledge that if the
Commission were to agree with her notion that unbundling and a discount are required, it would
be more likely to harm EGS customers, who generally have better credit performance, and thus
fower uncollectibles, than customers generally. Dominion Retail St. No. 1-R, 8:8; Dominion
Retail St. No. 1-SR, 2:10-3:14.

The foundation of Ms. Sears’s approach is found in her statement “due to the existence of
an uncollectibles account, and a prior policy to revert to dual billing for charges delinquent over
ninety days, there is evidence that the EGSs do not collect 100% of its billed revenues.” She
then goes on to state that the discount rate is appropriate “because it reflects the added risk of the
uncollectibles associated with EGS receivables being purchased” OTS Statement No. 1 at 9:3-

10. Ms. Sears’ apparently believes that there exists some data relative to PECO’s uncollectibles



experience with its present POR program, or so her testimony would suggest, yet, her Exhibit,
OTS Exhibit No. 1-8, shows only PECO’s general uncollectibles number from 1997, before
PECO had a POR program. Accordingly, there is no basis to conclude that PECO’s
uncollectibles experience with EGSs in its existing POR is better or worse than for its other
customers. While it may be true that EGSs do not collect 100% of their billed revenues, the only
evidence in the record on the subject suggests that EGSs collect larger percentages of their billed
revenue than EDCs. Dominion Retail St. 1-R, 8:5; Dominion Retail St. No. 1-SR, 2:20-22.
Nonetheless, Ms. Sears never explains how her disjointed thoughts form the basis of her
proposal. The short answer is that they do not. Accordingly, OTS fails to present a coherent
rationale for rejecting what PECO has proposed; which is not a new methodology, but rather a
continuation of what it does today.

Certainly speculation cannot form the basis for a Commission decision to require PECO
to use a discount rate, when PECO’s existing POR program pays suppliers 100% of their
purchased of receivables. Under PECO’s proposed program, it would continue to do the same
thing, except that PECO would be able to terminate service to customers who fail to pay their
EGS charges, rendering the reversion to dual billing process unnecessary. Ms. Sears assumes
that elimination of this reversion to dual billing will shift uncollectibles risk to PECO, OTS
Statement No. 1-R, 3:3., but she provides no data to support this naive assumption, and fails to
consider that EGSs might presently be shifting that risk to PECO by simply returning customers
with arrearages approaching 90 days in duration, back to default service. Dominion Retail St.
No I-SR, 2:10-3:5. Accordingly, with PECO gaining the ability to terminate service to
customers on account of EGS arrearages, which it cannot do today, its collection risk should

diminish, not increase. Moreover, Mr. Butler has made it clear that the collection risk associated
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with serving EGSs is less than for default supply customers generally. Dominion Retail St. No.
I-R, 8:1-18.

At bottom, there is no support for the OTS position in this case, and it is contrary to the
requirements of the settlement of PECO’s default service case. Importantly, there is unrefuted
testimony that the OTS proposal and PECO’s proposal, as a general matter, would produce a
similar sharing of costs, but that due to the passage of time and the non-base rate case nature of
this proceeding, that it is risky to establish a discount and appropriate unbundling mechanism.
Dominion Retail St. No. 1-R, 8-9; Dominion Retail St. No. 1-8R, 1:16-19. Accordingly, the
OTS proposal must be rejected.

B. PECO’s Proposal is Reasonable and Should be Adopted.

PECO has proposed to continue to recover uncollectable expense from all customers in
the same manner it does today, in its distribution rates. PECOQ Statement No. 1, 8-10. This is
fair because PECO has not had a distribution rate case in some time, and to derive a discount
outside of that context is difficult and risky. That is not to say that once PECO has its revised
POR program in place for a number of years that it would not be appropriate to revisit the issue
of relative uncoliectable rates as between PECO and EGSs and to create a proper discount rate
based upon actual experience. But in the context of the current proceeding, such an approach is
inappropriate and risky. Moreover, the only evidence in this case on the subject suggests that
customers who choose alternative suppliers tend to have better credit history and credit
performance. Dominion Retail St. No. 1-R, 8:8. This fact alone supports the notion that any
EGS discount, if it varies at all, is likely to be less than the experienced uncollectable rates of the

general population of EDC customers. However, without any actual current information,

11



creating a fair and appropriate discount is not advisable. Dominion Retail St. No. I-R, 8:2-18;
Dominion Retail St. No. 1-SR, 1:16-19.

PECO has taken the more prudent approach, for now, and continued the same manner of
recovering uncollectibles expenses and has proposed to collect the incremental implementation
costs through the temporary 2% discount. As Mr. Butler points out, there are two vald
approaches, but the only reasons for picking one over the other suggest that PECO’s approach is
the better path. Dominion Retail St. No. 1, 2:12-3:2.  Accordingly, PECO’s proposal as

modified by the Joint Petition for Partial Settlement should be adopted.

V. CONCLUSION

The OTS proposal is contrary to the requirements of PECO’s default service settlement,
is not supported by any other party, and is factually and fundamentally unsupported.
Accordingly, 1t must be rejected. PECO’s proposal is reasonable under the circumstances and

should be approved, as modified by the Joint Petition for Partial Settlement.

Respectfully subgpitifd

Todd’S. Stewart -
PA Attorney 1.D. #75556

Hawke McKeon & Sniscak LLP
100 North Tenth Street

P.O. Box 1778

Harrisburg, PA 17105-1778
E-mail: tsstewart@hmslegal.com
Telephone: (717) 236-1300
Facsimile: (717) 236-4841

Counsel for Dominion Retail, Inc.

Dated: March 22, 2010
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