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Re:  Pennsylvania Public Utility Commission v. PECO Energy Company,
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Dear Secretary Chiavetta:

Enclosed for filing are an original and nine (9) copies of the Main Brief of PECO Energy
Company (Main Brief) in the above referenced matter. Also enclosed is a disk containing the
Main Brief in a searchable PDF format.

As evidenced by the attached Certificate of Service, a copy of the Main Brief has been served
upon Administrative Law Judges Marlane R. Chestnut and Christopher P. Pell and all parties.
Pursuant to 52 Pa. Code §1.11(2), the enclosed Main Brief shall be deemed filed on the date
shown on the express delivery receipt attached to the delivery envelope.

Kindly time stamp the extra copy of the Main Brief we have enclosed and return it to us in the
postage-paid return addressed envelope provided. Should you have any questions please contact
me directly at 215.963.5234. Thank you.

Sincerely,
Thomas P. Gadsden
TPG/ap

Enclosures
c¢: Certificate of Service (w/encls.)
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I. INTRODUCTION
A. Procedural History

This proceeding was initiated on March 31, 2010, when PECO Encrgy Company
(“PECO” or the “Company”) filed with the Pennsylvania Public Utility Commission (the
“Commission”) Supplement No. 2 to Tariff Electric — Pa. P.U.C. No. 4. Supplement No. 2
reflected an increase in annual distribution revenues of $289.7 million (which included $1 .4
million in forfeited discounts), and an increase of annual transﬁlission revenues of $26.7 million.
By Order issued May 20, 2010, the Commission instituted a formal investigation to determine
the lawfulness, justness and reasonableness of PECO’s existing and proposed rates, rules and
regulations. Accordingly, Supplement No. 2 was suspended by operation of law until December
30, 2010. This case was then assigned to Administrative Law Judges Marlane R. Chestnut and
Christopher P. Pell (the “ALIJs”) for purposes of conducting hearings and issuing a
Recommended Decision.

The Company was served with Petitions to Intervene of the International Dark Sky
Association (“IDA™), dated April 2, 2010; International Brotherhood of Electrical Workers Local
614, AFL-CIO (*IBEW™), dated Apnil 12, 2010; Dominion Retail, Inc. (“Dominion Retail™),
dated April 16, 2010; the City of Philadelphia (“City™), dated May 21, 2010; Citizens for
Pennsylvania’s Future (“PennFuture”), dated May 26, 2010; the Commercial Group (“CG”),
dated June 7, 2010; the Philadelphia Housing Authority (“PHA”), dated Junc 30, 201 0'; and C.
Stanley Stubbe, dated July 14, 2010. Notices of Appearance were served on behalf of the Office

of Small Business Advocate (“OSBA”) along with its Complaint on April 20, 2010; the Officc of

' PHA filed a revised Petition on July 12, 2010,



Trial Staff (“OTS”), dated April 22, 2010; and the Office of Consumer Advocate (“OCA™), dated
April 26, 2010, along with its Complaint. In addition, formal Complaints were filed by the
Tenant Union Representative Network and Action Alliance of Senior Citizens of Greater
Philadelphia (“TURN, et al.”), dated May 14, 2010; the Philadelphia Area Industrial Encrgy
Users Group (“PAIEUG”), dated May 20, 2010; the Trustees of the University of
Pennsylvania/The Hospital at the University of Pennsylvania (“UPENN”); dated May 28, 2010%;
and Pennsylvania Communities Organizing for Change, Inc. (“PCOC”), dated June 29, 2010.
Several Complaints also were filed by individual residential customers. The ALJs granied the
Petitions to Intervene of IBEW, IDA®, Dominion Retail, the City, PennFuture and CG in
Prehearing Order # 1, issued Junc 15, 2010.

Pursuant to the litigation schedule established at the Prchearing Conference, written
direct, rebuttal and surrebuttal testimony was submitted by various pariies. In addition, the
parties engaged in extensive discovery. Throughout this proceeding, the parties discussed the

possibility of resolving some or all of the issues by settlement.

B. The Partial Settlement

The hearings scheduled for August 16 through August 20, 2010 were cancclled after the
parties advised the ALJs that; (a) a settlement of all but one issue had been achieved amongst the
Joint Petitioners4, (2) the parties had reserved the outstanding issue for briefing; and (3) cross-

examination of witnesses on the remaining issue had been waived. The terms of the Settlement

? UPENN withdrew its Complaint by letter dated July 21, 2010 and the Commission closed the docket for UPENN's
Complaint on July 22, 2010.

Y IDA filed a Motion to Withdraw on June 30, 2010, which was granted by Order dated July 6, 2010.

* The following parties joined in the Settlement: PECO, OCA, OSBA, OTS, PAIEUG, PCOC, IBEW, Dominion
Retail, the City, TURN, et al. and CG (collectively, the “Joint Petitioners”). Pennluture, PHA and C. Stanley
Stubbe did not oppose the Settiement,
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are set forth in a Joint Petition for Partial Settlement of Rate Investigation (*Joint Petition”) filed
on August 31, 2010, which also contains the Joint Petitioners” Statements in Support of the
Settlement. In accordance with instructions from the ALJs, a Motion For Admission of

Testimony and Exhibits was filed along with the Joint Petition.

C. The Reserved Issue

The item reserved for litigation involves whether PECO should be required to unbundle
its generation-related uncollectible accounts expense from its distribution rates for collection
from residential and small commercial default service customers through a Merchant Function
Charge (“MFC”} and also purchase electric generation supplier (“EGS”) receivables at a
discount which includes a component based on PECO’s corresponding uncollectible accounts
expense rate. In accordance with instructions from the ALJs, the Company’s proposed findings
of fact, conclusions of law and ordering paragraphs related to the reserved issue are attached to

this Brief as Appendix A.
11, SUMMARY OF ARGUMENT

The OTS has failed to establish that its proposal to unbundle generation-related
uncollectible accounts expense from PECO’s distribution rates is necessary to enhance the
competitive environment in PECO’s territory. PECO’s recently approved revised electric
purchase of receivables program (“Revised Electric POR Program” or “Program’) creates a level
playing field for EGSs and PECO by recovering all uncollectible accounts expensc, whether
derived from accounts purchased from EGSs or from customers receiving default service,
through the Company’s distribution rates. As part of the Revised Electric POR Program
proceeding, the very same unbundling issue was raised by the OTS and rejected by the
Commission. The OTS has provided no new evidence in this proceeding to suggest that a
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different approach for recovery of uncollectible accounts expense is now appropriate and in the

public interest.

III.  RESERVED ISSUE: UNBUNDLING GENERATION-RELATED
UNCOLLECTIBLE ACCOUNTS EXPENSE

The OTS proposes unbundling uncollectible accounts expense related to default service
generation supply revenues by removing that expense from the Company’s distribution rates and
having the Company recover it through a MFC that would be a separate, by-passable adjustment
clause included in PECO’s price to compare for default service. See OTS St. No. 2-SR, p. 3.
The OTS also recommends that the uncollectible accounts expense associated with purchased
EGS receivables be recovered through a receivable discount, instead of in distribution rates.” /d,
OTS contended in its direct testimony that unbundling would “support establishing a more
optimal competitive market by reflecting the true costs of electric supply in the Company’s price
to compare.” See QTS St. No. 2, p. 5. Interestingly, in surrebuttal, the OTS concludes that “the
unbundling of uncollectibles does not appear to have an effect on competition.” See OTS St. No.
2-SR, p. 4.

In any event, the Company does not agree that the OTS” unbundling proposal is
necessary to enhance competition. PECO has already taken a major step to enhance competition
in its service territory by adopting the Revised Electric POR Program. See Petition of PECO
Lnergy Company For Approval Of Its Revised Electric Purchase of Receivables Program,
Docket No. P-2009-2143607 (Order entered June 18§, 2010). As part of the Program, the
Company proposed to continue to recover all uncollectible accounts expense through its

distribution rates because, as the purchaser of receivables from participating EGSs, PECO will

> The OTS has not quantified this discount or identified how it should be calculated.
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bear the cost of uncollectible accounts for all customers, whether they purchase default service
from the Company or purchase generation from an EGS. Specifically, PECO will bear the
uncollectible accounts expenses of default customers, just as it does now, Additionally, because
it will purchase accounts receivable from EGSs at face value without a discount for uncollectible
accounts, it will bear the uncollectible accounts expense associated with the purchased
receivables as well. See PECO St. No. 9-R, pp. 5-6.

In the Revised Electric POR Program proceeding, a settlement was reached with all
parties (including the OCA, OSBA and several major EGSs) except the OTS, subject to the
reservation for litigation of an issue that is not relevant to the issue discussed here. I[n that
proceeding, the OTS advocated the same position it has in this proceeding, namely,
“unbundling” default service generation uncollectible accounts expense and rccovering it in a
separate, by-passable charge. All parties, including the EGSs, opposed the OTS’ proposal. Inits
June 18, 2010 final Order (p. 48) approving PECQO’s Revised Electric POR Program, the
Commission rejected the OTS’ position and approved PECO’s proposal to continue to recover
electric uncollectible accounts expense as part of electric distribution rates, stating: “Based upon
the discussion above, we shall adopt PECO’s proposal to include the entirety of uncollectible
accounts expense within its distribution service base rates.” In short, the proposal being
advanced by the OTS in this case was rejected by the Commission only three months ago in
PECO’s Revised Electric POR Program proceeding.

Despite the Commission’s recent rejection of its position, the OTS resurrects its
arguments in this proceeding and contends that the Commission should reverse its June Order.
In particular, the OTS argues that the recovery of uncollectible accounts expense 1n distribution

rates (including the expense associated with purchased EGS receivables) will increase EGSs’



“realized profit margin” and may force shopping customers to “pay the uncollectible cxpense
twice,” once in distribution rates and again in EGS supply charges. See OTS St. No. 2-SR, pp. 3-
6. It also notes that the Commission has approved other electric POR programs that include
uncollectible accounts expense in the discount established for EGS receivables. /d. at 6-7.
Finally, the OTS cautions that if unbundling does not occur in this proceeding, it will become
“uneconomical” and will never occur. I/d. at 7.

The OTS’ arguments are without support. First, because uncollectible accounts expense
as a percent of revenue does not vary based on whether a customer buys électricity from PECO
or an EGS, recovering an overall average rate of uncollectible accounts expense from all
customers through distribution rates does not disproportionately burden or benefit any customer
group. In addition, there is simply no evidence that an EGS would includc a premium in its
prices for an uncollectible accounts expense which it was not incurring. Indeed, EGSs arc
looking to meet or beat their competitors’ prices in order to serve customers, and thus could not
afford to include extra charges. Thus, in other words, customers will not pay the uncollectible
expense twice as OTS surmises — once in distribution in rates and again in EGS charges. Rather,
under PECO’s proposal all customers would pay for uncollectible expenses just once —in
distribution rates. The OTS appears to acknowledge this fact when it states that “[p]ricing
offered by an EGS to PECO’s customers will be set to cover the supplier’s cost of service and
will consider pricing offered by other EGSs in PECO’s service territory.” See OTS St. No. 2-SR,
p. 6; see also PECO St. No. 9-R, p. 5.

Second, the fact that other electric POR programs recover uncollectible accounts cxpense
through a supplier discount simply confirms that POR cost-recovery mechanisms arc

appropriately determined on a case-by-case basis — and that determination has alrcady been made



for PECO in the Revised Electric POR Program proceeding. Finally, PECO does not agree that
this rate proceeding presents a “now or never” decision point with respect to this unbundling

1ssue.

IV.  CONCLUSION

For the reasons set forth above, PECO’s proposal to continue to recover generation-
related uncollectible accounts expense in its distribution rates and implement its Revised Electric
POR Program consistent with the Commission’s final Order at Docket No. P-2009-2143607

should be approved.

Respectfully submitted,

Dated: September 10, 2010 /ly)éuﬂ&i@"\

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

1701 Market Strect

Philadelphia, PA 19103-292]

Phone: 215.963.5234

Fax: 215.963.5001
tgadsden@@@morganlewis.com

Anthony E. Gay (Pa. No. 74624)
Jack R. Garfinkle (Pa. No. 81892)
Exelon Business Services Company
2301 Market Street

P.03. Box 8699

Philadelphia, PA 19101-8699
Phone: 215.841.4635

Fax: 215.568.3389

anthony. gavi@exeloncorp.com

jack. garfinklef@exeloncorp.com
Counsel for PECO Energy Company
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APPENDIX A

PROPOSED FINDINGS OF FACT

1. On August 31, 2010, PECO Energy Company (“PECO” or the “Company”™), the
Office of Consumer Advocate (“OCA™), the Office of Small Business Advocate (“OSBA™), the
Office of Trial Staff (*“OTS”), the Philadelphia Areca Industrial Energy Users Group
(“PAIEUG™), Pennsylvania Communities Organizing for Change, Inc. (“PCOC”), the
International Brotherhood of Electrical Workers Local 614, AFL-CIO (“IBEW™), Dominion
Retail, Inc. (“Dominion Retail”), the City of Philadelphia (“City”), the Tenant Union
Representative Network and Action Alliance of Senior Citizens of Greater Philadelphia
(“TURN, et al.”"), and the Commercial Group (**CG™) (collectively, the “Joint Petitioners™), by
their respective counsel, filed with the Pennsylvania Public Utility Commission (the
“Commission”) a Joint Petition For Partial Settlement Of Rate Investigation (“Joint Petition™ or
“Settlement”) of all but one issue in the above-captioned proceeding and requested that the

Administrative Law Judges approve the Settlement without modification.'

2. The item reserved for litigation involves whether PECO should be required to
unbundle its generation-related uncollectible accounts expense from its distribution rates for
collection from resideﬁtial and small commercial default service customers through a Merchant
Function Charge (“MFC™) and also purchase electric generation supplicr (“EGS”) receivables at
a discount which includes a component based on PECO’s corresponding uncollectible accounts

expense rate.

! Citizens for Pennsylvania’s Future (“PennFuture™), the Philadelphia Housing Authority (“PHA™) and C. Stanley
Stubbe did does not oppose the Settlement.

DB1/65592767.2



3. PECO currently recovers its generation-related uncollectible accounts cxpense
through its distribution rates and did not propose to change its methodology for recovering that

expense in this proceeding.

4, Pursuant to PECQO’s recently approved revised clectric purchase of receivables
program (“Revised Electric POR Program™), the Company will purchase accounts receivable
from EGSs at face value without a discount for uncollectible accounts, and will therefore bear
the uncollectible accounts expense associated with the purchased receivables as well. See
Petition of PECO Energy Company For Approval Of lts Revised Electric Purchase of

Receivables Program, Docket No. P-2009-2143607 (Order entered June 18, 2010).

5. Recovering an overall average rate of uncollectible accounts expensc from all
customers (shopping and non-shopping) through distribution rates does not disproportionately

burden or benefit any customer group. See PECO St. No. 9-R, p. 6.

6. The OTS 1s the only party opposing the Company’s approach for recovering
uncollectible accounts expense. It proposed unbundling uncollectible accounts expense related
to default service generation supply revenues by removing that expense from the Company’s
distribution rates and having the Company recover it through an MFC that would be a separate,
by-passable adjustment clause included in PECO’s price to compare for default service. See
OTS St. No. 2-SR, p. 3. The OTS also recommends that the uncollectible accounts expense
associated with purchased EGS receivables be recovered through a receivables discount, instead

of in distribution rates. /d.

7. In the Revised Electric POR Program proceeding, the OTS advocated the same

position it has in this rate proceeding, namely, “unbundling” default service generation

DB1/65592767 2



uncollectible accounts expense and recovering it in a separate, by-passable charge. All parties,

mcluding the EGSs, opposed the OTS’ proposal.

8. In 1ts June 18, 2010 final Order (p. 48) approving PECO’s Revised Electric POR
program, the Commission rejected the OTS’ position and approved PECO’s proposal to continue

to recover electric uncollectible accounts expense as part of clectric distribution rates.

PROPOSED CONCLUSION OF LAW
l. The recovery of all generation-related uncollectible accounts expense in
distribution rates (including the expense associated with purchased EGS reccivables) will
produce rates for recovering such costs that are just, reasonable, non-discriminatory and
consistent with the Public Utility Code and the Commission’s Revised Electric POR Program

Order at Docket No. P-2009-2143607.

PROPOSED ORDERING PARAGRAPH
1. PECO shall implement distribution rates that reflect all generation-rclated
uncollectible accounts expense, whether derived from accounts purchased from EGSs or from

customers receiving default service.

DB1/65592767.2
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