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ORDER

BY THE COMMISSION:

[bookmark: OLE_LINK1][bookmark: OLE_LINK2]On March 31, 2010, PECO Energy Company, (“PECO” or “the Company”) filed Supplement No. 2 to Tariff Electric-Pa. P.U.C. No. 4, containing proposed changes in rates, rules, and regulations calculated to produce approximately $316.4 million in additional annual revenues, representing an increase of 7%.  Supplement No. 2 bears a proposed effective date of May 30, 2010.

PECO’s proposed general rate increase is based on a future test year ending December 31, 2010, and will produce a $316.4 million increase in total electric operating revenues.  Under the Company’s proposal, the average total bill for a residential customer who uses 500 kilowatt hours (kWh) of electric per month would increase from $81.53 to $89.80, a 10.1 percent increase.  The average total bill for a commercial customer using 10,000 kWh per month would increase from $1,222.67 to $1,262.05, a 3.2 percent increase.  The average total bill for an industrial customer using 400,000 kWh per month would increase from $41,807.02 to $42,970.30, a 2.8 percent increase.  The requested rates produce an 8.95% return on the Company’s claimed rate base and a return on its common equity of 11.75%.   PECO states that it has been 21 years since it last filed for an increase in electric base rates.  Since July 1989, PECO states that is has invested $2.9 billion in its electric system and continues to make capital and infrastructure investments to maintain and improve safety, reliability and customer service levels.  Furthermore, PECO is proposing the revenue increase in order to allow the Company the opportunity to recover revenue sufficient to cover its operating expenses and increases to rate base, and to provide a fair rate of return.

PECO proposes certain changes in rate design to include: (1) aligning fixed distribution/customer charges with, or closer to, customer-classified costs; (2) eliminating certain rates that are legacies of PECO’s ”bundled” rates (i.e., recovery of generation costs as well as distribution costs); and (3) implementing a Transmission Service Charge (“TSC”) Rider to remove PJM-related transmission charges from base rates, PECO avers that this approach will assure competitive neutrality between default service  and service offered by Electric Generation Suppliers.  PECO also proposes to unbundle the working capital revenue requirement associated with a portion of PECO’s default generation supply and transmission-service costs by recovering that revenue requirement in the Generation Supply Adjustment (“GSA”) and the TSC, which will only apply to default-service customers.  PECO proposes to recover all existing meter and meter-reading costs through the Smart Meter Cost Recovery Rider (“SMCR”).

PECO agreed to a number of Customer Assistance Program (“CAP”) affordability enhancements as a result from the electric default –service proceeding at Docket No. P-2008-2062739.  The CAP enhancements include increasing the discount levels that PECO offers to CAP customers to meet the Commission’s affordability targets, and implementing new cost-containment design criteria that limit maximum CAP benefits on a system-wide basis.  PECO also proposes to include a $59 million adjustment to roll the cost of the CAP programs into base rates.

PECO states that it has invested $2.9 billion in its electric distribution plant since July 1989.  PECO contends that it makes significant capital and infrastructure investments in its service territory every year, which help to maintain and create thousands of jobs while maintaining and improving its safety, reliability, and customer-service levels.   

Our analysis of PECO’s proposed general rate increase has identified additional issues, “ring fencing and “dividend payout ratios,” that may have a significant impact on the rates to consumers of the utility.  

Ring fencing protections allow the risks associated with the jurisdictional utility to be isolated from the risks associated with its affiliates of the consolidated entity.    Further evidence should be provided with respect to the effectiveness of any such ring fencing protections, and the parties should address the effectiveness and its potential impact on the credit worthiness of PECO and ultimately the cost of capital of the regulated entity.

PECO, in its filing, has reported five year dividend levels that indicate, through subsequent data requests, recent dividend payout ratios that may be excessive.  PECO has indicated that the 2005 – 2009 dividend payout ratios were 91%, 115%, 112%, 149% and 90% respectively.  For several years dividends paid have exceeded earnings.  These levels of dividends may be unsustainable in the long run.  The Commission is concerned with the impact these recent dividend payout levels may have on PECO’s capital structure, cost of debt and equity capital and, ultimately, rates to customers.  Parties should address the effects of these payout ratios, as well as, the impact of dividends at the levels of the past five years on PECO’s use of external capital.

The Office of Consumer Advocate and Office of Small Business Advocate both filed formal complaints against PECO’s proposed general rate increase.  And as of May 11, 2010 several formal complaints and protests were filed by PECO customers in this proceeding.

Our investigation and analysis of this proposed general rate increase and the supporting data indicate that the proposed changes in rates, rules, and regulations may be unlawful, unjust, unreasonable, and contrary to the public interest.  It also appears that consideration should be given to the reasonableness of the Company’s existing rates, rules, and regulations. In this regard we have identified a number of specific issues, which we have delineated in Appendix A, attached to this order.  The following list highlights some of those issues which we deem to be of particular concern:

· PECO states that it is requesting its proposed rate increase due in part to declining distribution sales and increasing operating expenses.  Accordingly, it is important that the Company’s test year revenue and expense claims be closely examined to determine their accuracy and the extent to which they support the requested revenue increase.

· PECO states in its supporting information that it has invested $2.9 billion to maintain improve and expand its delivery system since July 1989.  To the extent that any of this capital investment is included in the Company’s rate base claim in this proceeding, such investment should be closely reviewed to ensure it was prudently made, and that any utility plant acquired is necessary, used and useful to the provision of electric distribution service.

· Two past proceedings have a substantial effect on the PECO’s Universal Service Fund Charge (“USFC”).  In the Joint Petition for Settlement approved by the Commission at Docket No. A-110550F0147 (“Unicom Merger Proceeding”), it was stipulated that PECO would be entitled to recover $383 annually through its electric USFC for every customer enrolled in its electric CAP program in excess of a 90,000 customer threshold.  The $383 figure was to remain in effect until PECO’s next electric base rate case.  In addition the Three Year Plan Settlement at Docket No. M-00061945 provides for an additional $5.5 million of costs associated with program enhancements, with those costs to be recovered through a method other than alteration to the $383 USFC charge.  PECO subsequently implemented an additional charge known as the “Supplemental USFC” to recover the $5.5 million per year. PECO proposes to include all its expected CAP costs in its base rate claim.  It is imperative that all parties of this case maintain accordance with the above past proceedings when considering PECO’s USFC proposal.

· PECO further states in its supporting information that the Company’s dividend payout ratios from the years 2005 to 2009 of 91%, 115%, 112%, 149% and 90%, respectively, were the product of the Company’s effort to achieve an equity capitalization ratio target of around 53%.  We note that PECO has not discussed any real or potential effects such payout ratios may have on rates to customers.  

· Subsequent to the Joint Petition for Settlement at Docket No. A-110550F0147 on March 23, 2000, in the Unicom Corporation merger procedure, PECO states that additional ring-fencing measures have been instituted with the Company.  PECO and the parties should address the impact of any such corporate protections on the credit protection and bankruptcy-remoteness of PECO Energy Company from its parent or any of its affiliates, and whether any changes to those ring fencing measures are necessary and in the public interest.

Pursuant to 66 Pa. C.S. §1308(d), Supplement No. 2 will be suspended by operation of law on May 30, 2010, until December 31, 2010, unless permitted by Commission Order to become effective at an earlier date.  In addition, we will direct that an investigation be instituted to determine the lawfulness, justness, and reasonableness of the rates, rules and regulations contained in the proposed Supplement No. 2, as well as the Company’s existing rates, rules, and regulations. We further direct that the case be assigned to the Office of Administrative Law Judge for the prompt scheduling of such hearings as may be necessary, culminating in the issuance of a Recommended Decision.  As part of this investigation, we instruct the parties to the proceeding to give particular consideration to the areas of concern identified above, and as further delineated in Appendix A, attached to this order.  The parties are also advised to investigate any other issues they deem important to the fair and thorough review and analysis of PECO’s general rate increase filing;


THEREFORE,

IT IS ORDERED:

1.	That the proposed Supplement No. 2 to Tariff Electric-Pa. P.U.C. No. 4 will be suspended by operation of law until December 30, 2010, unless otherwise directed by Order of the Commission.

2.	That an investigation on Commission motion be, and hereby is, instituted to determine the lawfulness, justness, and reasonableness of the rates, rules, and regulations contained in the proposed Supplement No. 2 to Tariff Electric-Pa. P.U.C. No. 4.

3.	That this investigation shall include, but not be limited to, consideration of the issues identified in the body of this Order as well as in the attached Appendix A, as representing specific areas of concern with regard to the Company’s base rate filing.

4.	That this investigation shall include consideration of the lawfulness, justness, and reasonableness of the Company’s existing rates, rules, and regulations.

5.	That the case be assigned to the Office of Administrative Law Judge for the prompt scheduling of such hearings as may be necessary, culminating in the issuance of a Recommended Decision.









6.	That a copy of this Order shall be served upon the Company, the Office of Trial Staff, the Office of Consumer Advocate, the Office of Small Business Advocate, and any persons who have filed Formal Complaints against the Company’s proposed tariff.



[image: ]	BY THE COMMISSION,




	Rosemary Chiavetta
	Secretary


(SEAL)
ORDER ADOPTED:  May 20, 2010
ORDER ENTERED:  
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Appendix A

PECO Energy Company
Supplement No. 2 to Tariff Electric-Pa. P.U.C. No. 4
R-2010-2161575

General Rate Increase Filing
Areas of concern

            1.     PECO proposes to: (1) align fixed distribution/customer charges with, or closer to, customer-classified costs; (2) eliminating certain rates that are legacies of PECO’s ”bundled” rates (i.e., recovery of generation costs as well as distribution costs); and (3) implementing a Transmission Service Charge (“TSC”) Rider to remove PJM-related transmission charges from base rates.  Parties are asked to substantiate PECO’s claim that this approach will assure competitive neutrality between default service and service offered by Electric Generation Suppliers.

2.     PECO proposes to unbundle the working capital revenue requirement associated with a portion of PECO’s default generation supply and transmission-service costs by recovering that revenue requirement in the Generation Supply Adjustment (“GSA”) and the TSC, which will only apply to default-service customers.  The parties are asked to comment on the prudency of this proposal.

3.     PECO states that it is requesting its proposed rate increase due in part to declining distribution sales and increasing operating expenses.  Accordingly, it is important that the Company’s test year revenue and expense claims be closely examined to determine their accuracy and the extent to which they support the requested revenue increase.

4.     PECO states in its supporting information that it has invested $2.9 billion to maintain improve and expand its delivery system since July 1989.  To the extent that any of this capital investment is included in the Company’s rate base claim in this proceeding, such investment should be closely reviewed to ensure it was prudently made, and that any utility plant acquired is necessary, used and useful to the provision of electric distribution service.

5.     Two past proceedings have a substantial effect on the PECO’s Universal Service Fund Charge (“USFC”).  In the Joint Petition for Settlement approved by the Commission at Docket No. A-110550F0147 (“Unicom Merger Proceeding”), it was stipulated that PECO would be entitled to recover $383 annually through its electric USFC for every customer enrolled in its electric CAP program in excess of 

Appendix A


a 90,000 customer threshold.  The $383 figure was to remain in effect until PECO’s next electric base rate case.  In addition the Three Year Plan Settlement at Docket No. M-00061945 provides for an additional $5.5 million of costs associated with program enhancements, with those costs to be recovered through a method other than alteration to the $383 USFC charge.  PECO subsequently implemented an additional charge known as the “Supplemental USFC” to recover the $5.5 million per year. PECO proposes to include all its expected CAP costs in its base rate claim.  It is imperative that all parties of this case maintain accordance with the above past proceedings when considering PECO’s USFC proposal.

6.     PECO further states in its supporting information that the Company’s dividend payout ratios from the years 2005 to 2009 of 91%, 115%, 112%, 149% and 90%, respectively, were the product of the Company’s effort to achieve an equity capitalization ratio target of around 53%.  We note that PECO has not discussed any real or potential effects such payout ratios may have on rates to customers.  

7.     Subsequent to the Joint Petition for Settlement at Docket No. A-110550F0147 on March 23, 2000, in the Unicom Corporation merger procedure, PECO states that additional ring-fencing measures have been instituted with the Company.  PECO and the parties should address the impact of any such corporate protections on the credit protection and bankruptcy-remoteness of PECO Energy Company from its parent or any of its affiliates, and whether any changes to those ring fencing measures are necessary and in the public interest.
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