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COMMISSION

V. DOCKET NO. R-2010-2161575

PECO ENERGY COMPANY -
ELECTRICDIVISION

JOINT PETITION FOR
PARTIAL SETTLEMENT OF RATE INVESTIGATION

TO THE HONORABLEMARLANE R. CHESTNUT AND CHRISTOPHER PELL,
ADMINISTRATIVELAW JUDGES:

PECO Energy Company ("' PECO or the" Company™'), the Office of Consumer Advocate
("OCA™"), the Office of Small Business Advocate ("OSBA™"), the Office of Trid Staff (“OTS”),
the PhiladelphiaArea Industrial Energy Users Group (" PAIEUG), PennsylvaniaCommunities
Organizingfor Change, Inc. ("PCOC"), the International Brotherhood of Electrical Workers
Locd 614, AFL-CIO ("' IBEW), Dominion Retail, Inc. ("Dominion Retal'"), the City of
Philadel phia("'City""), the Tenant Union Representative Network and Action Alliance of Senior
Citizens of Greater Philadelphia(" TURN, et al.”) and the Commercia Group (" CG)
(collectively, the™ Joint Petitioners'™), by their respective counsel, submit this Joint Petition For
Partid Settlement Of Rate Investigation (" Joint Petition™) and request that the Adminigtrative
Law Judges: (1) approvethe partia settlement of this proceedingas set forth in this Joint Petition
(the" Settlement™); and (2) recommend that the Pennsylvania Public Utility Commission

("Commission'*) adopt the Settlement and permit PECO tofile the tariff supplement annexed



hereto as Exhibit 1 (' Settlement Rates™) to become effective pursuant to the terms set forth

therein.' In support of this Settlement, the Joint Petitionersrepresent asfollows:

l. BACKGROUND

1 On March 31,2010, PECO filed with the Commission Supplement No. 2 to Tarift’
Electric— Pa. P.U.C. No. 4. Supplement No. 2 reflects an increasein annual distribution
revenuesof $289.7 million (whichincludes $1.4 million in forfeited discounts), and an increase
of annua transmissionrevenuesof $26.7 million By Order issued May 20,2010, the
Commission instituted a formal investigationto determinethe lawfulness, justnessand
reasonableness of PECO’s existingand proposed rates, rulesand regulations. Accordingly,
Supplement No. 2 was suspended by operationof law until December 30,2010. Thiscase was
then assigned to Administrative Law Judges Marlane R. Chestnut and Christopher Pell for

purposesof conducting hearings and issuinga Recommended Decision.

2. The Company was served with Petitionsto Intervene of the International Dark
Sky Association ("IDA"), dated April 2, 2010; IBEW, dated April 12, 2010; Dominion Retail,
dated April 16, 2010; the City, dated May 21, 2010; PennFuture, dated May 26, 2010; CG, dated
June 7,2010; PHA, dated June 30, 2010%; and C. Stanley Stubbe, dated July 14,2010. Notices
of Appearancewere served on behalf of the OSBA along with its Complaint on April 20,2010;
the OTS, dated April 22, 2010; and the OCA, dated April 26,2010, along with itsComplaint. In.
addition, formal Complaintswerefiled by TURN et al., dated May 14,2010; PAIEUG, dated

May 20,2010; the Trusteesof the University of Pennsylvania/The Hospital at the University of

' Citizens For Pennsylvania's Future (“PennFuture”), the Philadelphia Housing Authority (“PHA”) and C. Stanley
Stubbe, who are also partiesto this case, have authorized the Joint Petitioner sto represent that they do not oppose

the Settlement.

 PHA filed arevised Petition on July 12, 2010.



Pennsylvania(""UPENN"), dated May 28, 2010%; and PCOC, dated June 29,2010. Several
Complaintsalso werefiled by individual residential customers.* The ALJs granted the Petitions
to Intervene of IBEW, IDA®, Dominion Retail, the City, PennFuture and CG in Prehearing Order

# 1, issued June 15,2010.

3. A prehearing conference was held on June 9,2010, at which a schedulewas
establishedfor the submission of testimony and the conduct of evidentiary and public input
hearings. Specifically,and consistent with Commission practice, a schedule was adopted
whereby all case-in-chief, rebuttal and surrebuttal testimony would be submitted in advance of
hearingsand oral rejoinder could be offered at the hearings. Evidentiary hearingswere
scheduled for August 16-20,2010, at which time it was anticipated that all testimony and

exhibits would be placed on the record and all witnesses presented for cross-examination, if any,,

thereon.
4. Four publicinput hearingswere held asfollows:

DATE LOCATION TIME(S)

June 28,2010 Philadelphia 10:00 A.M. and 6:00 P.M.

June29, 2010 Worcester Township, 6:00 PM.

Montgomery County
June 30, 2010 Ridley Township, 6:00 PM.
Delaware County

T UPENN withdrew its Complaint by letter dated July 21, 2010 and the Commission closed the docket for UPENN’s
Complainton July 22,2010.

“ All of these individual complainants requested that they not be served with copies of documentsfiled by the parties
in this proceeding, except for: Cynthia Gallagher, Ryan Miller and Rita Griggs.

* IDA filed a Motion to Withdraw on June 30,2010, which was granted by Order dated July 6,2010.
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5. Accompanying Supplement No. 2, the Company filed the extensiveand detailed
supporting information required by the Commission's regulations (52 Pa. Code $53.52, et seq.)
for both the historic test year ended December 31,2009 and the future test year ending
December 31,2010. The Company's supportinginformation included the prepared direct
testimony of ten initial witnessesand the various exhibits sponsored by them. Considerable
additional information was supplied in a statement of supplemental testimony, distributed on
June8,2010, and in response to approximately 574 interrogatoriesand data requests. In
accordance with the previously established schedule, on July 7,2010, OTS, OCA, OSBA,
IBEW, the City, CG, PAIEUG, TURN/PCOC, C. Stanley Stubbe and UPENN submitted atotal
of eighteen written statementsof direct testimony and associated exhibits. On August 3,2010,
PECO, OCA, OSBA, PAIEUG, the City, CG and TURN/PCOC submitted a total of sixteen
statementsof rebuttal testimony and associated exhibits. On August 12, PECO, OCA, OTS,
OSBA and PAIEUG submitted atotal of 10 statementsof surrebuttal testimony and associated
exhibits.

6. Negotiations were conducted by the Joint Petitionersto try to achievea settlement
of someor all of theissuesin thiscase. Asaresult of those negotiations, the Joint Petitioners
were ableto agreeto the partial settlement set forth herein and the evidentiary hearings
scheduled for August 16-20 were canceled. The Joint Petitionersacknowledge that, except to the
extent specifically set forth herein, they have not sought, nor would they be able, to agree upon
the specific rate case adjustmentswhich support their respectiveconclusions. Nonetheless, they
areinfull agreement that this Settlement isin the best interest of the Company and its customers

and, therefore, isin the publicinterest.



IL. TERMSAND CONDITIONSOF SETTLEMENT

7. The Settlement consists of the followingtermsand conditions:

A. Revenue Requirement

Upon the Commission's gpprova of this Settlement, PECO will be permitted to charge,
effective for servicerendered on and after January 1, 2011, the Settlement Rates set forth in the
Tariff Supplement attached hereto as Exhibit 1. The Settlement Rates are designed to produce an
annual distribution revenue increaseof $198.3 million, and an annual transmission revenue
increase of $26.7 million as shown on the proof of revenuesattached hereto as Exhibit 2. The
increasein annua operating revenueisin lieu of theas-filed net increase of approximately

$289.7 million for distribution and $26.7 million for transmission.
B Revenue Allocation and Rate Design
(1)  TheJoint Petitionersagree to the termsset forth in Exhibit 3 attached
hereto.
(2)  Thecustomer chargefor Rates R and RH will be $7.25 per month, as

opposed to the requested customer charge of $8.10 per month. The Company's other proposed

residential rate design changes are adopted.
(3)  Thedistributionrate for customerstaking service under PECO’s LILR rats
asof April 1,2010 snal be set at 50% of thefull HT ratein 2011, 75% in 2012, and full HT rates

in 2013.

4)  Theauxiliary servicerider rate for back up power and maintenance power

shall beat 33% of the full HT ratefor 2011, 66% for 2012, and full HT ratesin 2013. This



three-year phase in of the HT rate appliesto both distribution and transmission chargesfor

customerstaking service under the auxiliary servicerider.

(5)  TheHT, PD, and GS Night Service Riders(“NSR”) shall remainin place
until the next electric distribution baserate case. The percent increaseapplied to the NSR
demand chargefor HT, PD, GS shall be the same as the percent increasein the HT demand
charge.

(6)  TheCompany's proposed TransmissionService Charge("TSC"),
Generation Supply Working Capital ("GSWC') and Transmission Cost Working Capital

(""TCWC") ridersshall beimplemented as proposed.

C. Smart Meters

(1) PECO agreesto withdraw its proposal to unbundle its metering costs.

(2)  PECO has been awarded a$200 million grant in American Recovery and
Reinvestment Act ("ARRA") funds for smart meter and smart grid projects. The Company shall

allocatethe portion of the ARRA grant related to Act 129 smart meter costs consistent with the

allocation of smart meter costsin the smart meter surcharge.

(3) In order to meet the Commission's requirement in Petition of PECO
Energy Company for Approval of Smart Meter Technology Procurement and I ngtallation Plan,
Docket No. M-2009-2123944, PECO will use acommon equity return rate of 10.00% for
purposesof computing itssmart meter charge. The 10.00% return on common equity islimited
solely to the smart meter surcharge and does not reflect any Joint Petitioner's position with

respect to PECO’s overall current cost of common equity.



D. Universal Services

The Joint Petitioners agree to the terms set forth in Exhibit 4 attached hereto. PECO’s
proposed changesto the Universal Service Fund Charge and annua reconciliation mechanism, az
set forth in its March 31,2010 filing and Supplement No. 2 are accepted, with the following
modification to reflect moving the target for Tiers D, D1, E, and EI from 90% CAP population
affordability to 88%. Asshown in Appendix A to Exhibit 1, the Base Rate Credit used to
calculate the amount of Reconcilable CAP Costsrecovered through baseratesis based on CAP
discounts of $80,707,000 rather than $84,672,000 as originally proposedin RLO-1, Schedule D-

5C. Thisresultsin a$0.0068 per KWH rateto be used for annua reconciliation purposes.

E. Tax Accounting for Repairs

(1)  PECOmay, inthe future, obtain achangein its method of t ax accounting
for repairs. If it doesso, it anticipates that it will be required to reflect an IRC Section 481(a)
""catch~up™ adjustment on itstax return for the year of that change. PECO will notify each Joint
Petitioner within ten days after the IRS issuesan Industry Issue Resolution (e.g., a published
Revenue Procedure) and/or an Industry Directive regardingt ax accounting for repairsapplicable,
to eectricdistributionassets. Within sixty daysafter such guidance, PECO will notify the Joint
Petitionersof its decision regarding whether or not to implement the repair method change. I
PECO determinesthat it will not elect to make the repair method change, it will provideits
reasonsthereforein the notice. Each Joint Petitioner reservesits right to challengePECO’s

decision to not eect to make the repair method change.

(2)  PECOwill defer thetax benefit attributableto PECO’s catch-up
adjustment and commenceamortizing it for ratemaking purposesover a seven-year period upon
implementation of the repairs method change (i.e., thefiling of itstax return for the year of the

v



change). Such amortization, appropriately grossed-up for taxes, shall be provided to customers
through a bill credit or other mechanism. The bill creditswill be alocated to customer classes
based on net electric distribution plant as set forth in PECO's cost of servicestudy. The
amortization shall be without interest. The amortization is subject to adjustment (including
reflection of any interest required to be paid to the IRS) in the event the IRS disallowsa portion
of the catch-up adjustment. To theextent the catch-up adjustment causes a state Net Operating
Loss(*NOL"), the amount to be amortized shall be reduced to reflect any tax benefits lost
because of the state NOL ; if and when the NOL caused by the catch-up adjustment is utilized,
the amount to be amortized will be adjusted accordingly. At thetimeof PECO's next electric
distribution base rate casefiling, PECO will proposeaccounting and rate treatment to provideto
customersthetax benefits of any unamortized baance that remainsat that time. Each Joint

Petitioner reservesits right to challengethat proposed treatment and to propose aternatives.

3) Theannual t ax benefits produced by the new repairs accounting method
will be subject to "'flow through™t ax accounting. Asaresult, thetax benefit of the ongoing
repair deductions claimed using the new method will be reflected in computing the Company's
tax expensein the year in which they are actually claimed on the Company'stax return. The
future annual benefits attributable to the new repair accounting method will be reflected in the

determination of revenue requirementsin PECO's next electric distribution base rate casefiling.

F Non-Residential Customer Deposits

PECO will modify its tariff concerning the return of deposits related to non-residentia
customer accounts. PECO will return the deposit on a non-residential account if the account was
assessed fewer than two late paymentsin the previous 24 months. In addition, the first annual

review of the customer's payment status will occur 24 monthsafter theinitial deposit date. This
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change will become effective in 2011 after the appropriatetracking systems are modified to

reflect the change.

G. Rate Case Expense

Joint Petitionersagreethat the rate revenuesauthorized by this Settlement includea
provisionfor rate case expensethat, solely for accounting purposes, is based on an expense

normalization period of no lessthan two years from the effectivedate of the rates approved in

this proceeding.
H. Depreciation Rates

The Joint Petitionersacknowledgeand agree that the depreciation rates proposed by
PECOinitsMarch 31,2010 filing and as set forth in PECO Exhibit JA-1 were not challenged in
this case and that the Company will use such depreciation ratesto calculate the depreciation
expenseit recordson its regulated books of account.

l. Unbundling Gener ation-Related Uncollectibles

PECO and OT S have not been able to reach an agreement on the issue of the unbundling

of generation-related uncollectibles. Accordingly, thisissueisreservedfor briefing.
III. THESETTLEMENT ISIN THE PUBLIC INTEREST

8. PECO, OCA, OSBA, OTS, PAIEUG, IBEW, Dominion Retail, the City, TURN
et d., PCOC, and CG have each prepared, and have attached hereto as StatementsA-K,
Statementsin Support setting forth the bases upon which they believethat the Settlement,
including the Settlement Rates, isfair, just, reasonable, non-discriminatory, lawful and in the

public interest.



9. The Joint Petitionerssubmit that the Settlement isin the public interest for the

followingadditiona reasons:

e The Settlement providesfor an increasein annual distribution revenues of $198.3
million, or approximately 20.5% (based on total e ectric distribution revenue), in
lieu of the $289.7 million, or 31.5%, increase originally requested.

e The Settlement providesfor anincreasein annual transmission revenuesof $26.7
million, or approximately 15.1%.

The Settlement amicably and expeditiousy resolves a number of important and
potentially contentiousissues. The administrative burden and coststo litigate
these mattersto conclusion would be significant.

e The Settlement Rateswill alocate the agreed upon revenue requirement to each
customer classin a manner that is reasonablein light of the rate structure/cost of
service positionsof al Joint Petitioners.

e TheJoint Petitionersarrived at the Settlement termsafter conducting discovery,
submitting testimony and engaging in in-depth discussions. The Settlement terms
and conditionsconstitute a carefully crafted package representing reasonable
negotiated compromises on theissuesaddressed herein. Thus, the Settlement is
cons stent with the Commission's rules and practi ces encouraging negotiated
settlements (see 52 Pa. Code §§ 5.231, 69.391, 69.401), and issupported by a
substantial record.

e The Settlement providesfor the expansion of PECO’s low-income Customer

Assistance Program Rate Rider and other universal servicesprograms, which is
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cons stent with the Declaration of Policy at 66 Pa. C.S. §2802(17) that the public

purpose isserved by continuingsuch programswith full cost recovery.
V. ADDITIONAL TERMSAND CONDITIONS

10.  TheCommission's gpprova of the Settlement shall not be construedas approval
of any Joint Petitioner's position on any issue, except to the extent required to effectuatethe
termsand agreementsof the Settlement. Accordingly, this Settlement may not be cited as

precedent in any future proceeding, except to the extent required to implement this Settlement.

11.  Itisunderstood and agreed among the Joint Petitionersthat the Settlementisthe
result of compromise and does not necessarily represent the position(s) that would be advanced

by any Joint Petitioner in thisor any other proceeding, if it werefully litigated.

12. ThisSettlement is being presented only in the context of this proceedingin an
effort to partially resolve the issues presented in this proceedingin a manner that isfair and
reasonable. The Settlementis the product of compromise. This Settlement is presented without
prgjudice to any position which any of the Joint Petitioners may have advanced and without
pregjudice to the position any of the Joint Petitioners may advance on the meritsof theissuesin

future proceedings, except to the extent necessary to effectuatethe termsand conditionsof this

Settlement.

13.  This Settlement is conditioned upon the Commission's gpprova of thetermsand
conditions contained herein without modification. If the Commission should disgpprovethe
Settlement or modify any terms and conditions herein, this Settlement may be withdrawn upon
written notice to the Commission and al active parties within five (5) businessdays following

entry of theCommission's Order by any of the Joint Petitionersand, in such event, shal be of no



forceand effect. Intheevent that the Commission disapprovesthe Settlement or the Company
or any other Joint Petitioner eectsto withdraw the Settlement as provided above, the Joint

Petitionersreservetheir respectiverightsto fully litigatethiscase, including, but not limited to,
presentation of witnesses, cross-examinationand lega argument through submission of Briefs,

Exceptionsand Repliesto Exceptions.

14.  If the ALJs, in their Recommended Decision, recommend that the Commission
adopt the Settlement as herein proposed without modification, the Joint Petitionersagree to
waivethe filing of Exceptionswith respect to any issuesaddressed by the Settlement. However,
the Joint Petitionersdo not waivetheir rightsto file Exceptionswith respect to any modifications
to the terms and conditionsof this Settlement, or any additional matters proposed by the ALJsin
their Recommended Decision (including the ALJs determination regarding the issueof the
unbundlingof generation-related uncollectibles, which is reserved for litigation). The Joint

Petitionersal so reservethe right to file Repliesto any Exceptionsthat may befiled.
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WHEREFORE, the Joint Petitioners, by their respectivecounsdl, respectfully request as
follows:

1. That AdministrativeLaw Judges Chestnut and Pell and the Commission approve
the Settlement embodied in this Joint Petition, including all terms and conditionsthereof,

2. That the Commissionfind the Settlement Ratesto be just and reasonable and
grant the Company permission to file the Tariff Supplement attached hereto as Exhibit 1 to
become effective for servicerendered on and after January 1,2011, which Tariff Supplement,
inter alia, isdesigned to producean increasein annual distribution revenuesof $198.3 million

and an increasein annual transmission revenues of $26.7 million.

Respectfully submitted,

Dated: August 31,2010 W g A/

Anthony E. Gay (Pa. No, 74624)
Jack R. Garfinkle (Pa. N4, B1892)
Exelon Business e s Company
2301 Market Street

P.O. Box 8699

Philadelphia, PA 19101-8699
Phone: 215.841.4635

Fax: 215.568.3389

F exeloncorp.com
jack.garfinkle @exeloncorp.com

Thomas P. Gadsden (Pa. No. 28478)
Anthony C. DeCusatis (Pa. No. 25700)
Catherine G. Vasudevan (Pa. No. 210254)
Morgan, Lewis & BockiusLLP

1701 Market Street

Philadelphia, PA 19103-2921

Phone: 215.963.5234

Fax: 215.963.5001
tgadsden@morganlewis.com

Counsd for PECO Energy Company
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