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L. INTRODUCTION

PECO Energy Company (“PECO” or the “Company”} files this Reply Brief in response
to the Main Brief filed by the Office of Trial Staff (“OTS"”) with respect to the issue that was
reserved for briefing in the Joint Petition for Partial Settlement of Rate Invesﬁgation (*“Joint
Petition} filed on August 31, 2010. The item reserved for litigation involves the OTS proposal
that PECO unbundle the 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 PECQ’s corresponding
uncollectible accounts expense rate. PECO’s recovery of all generation-related uncollectible
accounts expense in distribution rates was recently approved by the Pennsylvania Public Utility
Commission (the “Commission”), and PECO did not propose any changes to that approved
method 1n this proceeding. The OTS is the only party seeking to change the way the Company

recovers its uncollectible accounts expense.
I1. SUMMARY OF ARGUMENT

Only three months ago, the Commission approved PECO’s proposal to include the
entirety of uncollectible accounts expense within its distribution rates. See Petition of PECO
Energy Company For Approval Of Its Revised Electric Purchase of Receivables Program,
Docket No. P-2009-2143607 (Order entered June 18, 2010} (“POR Order”). In that proceeding,
which approved the Company’s revised electric purchase of receivables program (‘“Revised
Electric POR Program” or “Program”), the Commission considered and rejected the very same

unbundling proposal made by the OTS in this case. Because the OTS has not provided any new



evidence in this proceeding to suggest that a different approach for recovery of uncollectible

accounts expense is appropriate and in the public interest, its proposal should be rejected.

[{I.  THE OTS PROPOSAL FOR UNBUNDLING OF GENERATION-RELATED
UNCOLLECTIBLE ACCOUNTS EXPENSE SHOULD BE REJECTED

PECO’s recovery of all generation-related uncollectible accounts expense in distribution
rates was recently approved by the Commission in the Revised Electric POR Program
Proceeding. See POR Order, p. 48. In that case, the Company proposed: (1) to continue to
recover the uncollectible accounts expense of default service customers through distribution
rates; and (2) to purchase accounts receivable from EGSs at face value (without a discount for
uncollectible accounts) and recover the uncollectible accounts expense associated with the
purchased receivables through distribution rates. See PECO Main Brief, pp. 4-5; PECO St. No.
9-R, pp. 5-6. In that proceeding, the OTS advocated precisely the same position it is advancing
1n this proceeding, namely, “unbundling” default service generation uncollectible accounts
expense and recovering it in a separate, by-passable charge. All parties, including several EGSs,
opposed the OTS’ proposal, and, notably, no EGSs supported the proposal. The Commission
ultimately rejected the OTS’ position and approved PECO’s proposal.’ In this proceeding,
PECO has not proposed any changes to the recovery method approved in the POR Order.

The OTS resurrects its arguments in this proceeding and contends in its Main Brief that:
(1) PECO has the burden of proof with regard to its approved recovery method for uncollectible
accounts expense; (2) the OTS proposal does not contlict with the POR Order; (3) PECO’s

approved recovery method conflicts with the “unbundling policy” adopted in the Company’s

' The OTS suggests in its Main Brief that the voluntary nature of the Revised Electric POR Program was dispositive
in the Commission’s rejection of its arguments. See OTS Main Brief, pp. 21-23. However, the POR Order does not
rely upon the alleged “voluntary” nature of the Program to support the Commission’s decision. The OTS is
attempting to distinguish the POR Order based on factors that played no part in the outcome of that case.
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1997 Restructuring Order?; (4) the competitive benefits of PECO’s approved recovery method
are “overstated”; and, finally (5) the Commission should unbundle uncollectible accounts
expense before the expiration of the Company’s rate caps.

First and foremost, PECO does not bear the burden of proof with regard to its recovery
method for uncollectible accounts expense. PECO did not propose any changes in this
proceeding to the method of recovery already approved by the Commission in the POR Order.
Pursuant to 66 Pa. C.S. § 316, Commission orders are “‘prima facie evidence of the facts found
and shall remain conclusive upon all parties affected thereby, unless set aside, annulled or
modified on judicial review.” In the POR Order, the Commission found that it was just,
reasonable and in the public interest to “adopt PECO’s proposal to include the entirety of
uncollectible accounts expense within its distribution servicé base rates.” POR Order, p. 48. In
short, the unbundling question has been asked and answered and it is the OTS’ burden to show
why a different outcome is appropriate in this proceeding.

Second, the OTS proposal directly conflicts with the POR Order because it seeks to
impose a recovery method different from the one specifically approved by the Commission in
that Order. The OTS is correct that the POR Order acknowledged that parties who did not sign
the Joint Petition for Partial Settlement could argue in favor of further unbundling in other
proceedings. However, that acknowledgment does not make the OTS proposal compatible with
the Revised Electric POR Program itself or the Commission’s approval of the recovery of “the

entirety of uncollectible account expense” in PECQ’s distribution rates.?

* Re PECO Energy Company, 181 PUR4th 517 (Order entered December 23, 1997) as modified by Re PECO
Energy Comparny, 186 PUR4th 105 (Order entered May 14, 1998) (“Restructuring Order”).

} The OTS’ argument (Main Brief, p. 22) that the Commission “had no authority to act upon unbundling in a POR
proceeding” is belied by the fact that OTS itself argued for such unbundling in the POR proceeding.
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Third, the Commission’s 1997 Restructuring Order and its discussion of uncollectible
accounts expense is not relevant in this case. In the Restructuring Order, the Commission
considered the appropriate treatment of uncollectible accounts éxpense in the absence of a
purchase of receivables program. While the Commission did identify Universal Service program
funding as a consideration in keeping PECO’s uncollectible accounts expense in distribution
rates, it did not make any findings regarding the appropriate recovery method for those expenses
if a purchase of receivables program was in place. In any event, the Commission specifically
considered the appropriateness of recovering uncollectible accounts expense in distribution rates
in the POR Order issued in June, and did not find that the Restructuring Order constrained its
ability to find that recovery in distribution rates was just, reasonable and in the public interest.

Fourth, the “benefits” of the Revised Electric POR Program have been recognized by the
Commission in approving the Program and finding it to be in the public interest. See POR
Order, p. 48. As PECO witness Alan Cohn explained in this proceeding, the Revised Electric
POR Program creates a level playing field for EGSs and PECO. Because PECO will bear all
uncollectible accounts expense and recover that expense in its distribution rates, both EGSs’
prices for generation and PECO’s price to compare will be set forth on a comparable basis,
which excludes the cost of uncollectible accounts expense. See PECO St. No. 9-R, pp. 5-6. The
OTS alleges that PECO’s proposal will increase an EGS’s profit margin because an EGS will
price its products as if it were bearing uncollectible accounts expense. See OTS Main Brief, pp.
18-20. As discussed in PECO’ Main Brief, EGSs are looking to meet or beat their competitors’
prices in order to serve customers, and there 1s simply no evidence that an EGS would include a

premium in its prices for an uncollectible accounts expense which it was not incurring. It is



”4, but

important to note that the OTS proposal does not bring any unique “competitive benefits
would undoubtedly require additional time and expense both to determine the appropriate
expense to unbundle and to determine how the recently approved Revised Electric Purchase of
Receivables would have to be modified. See PECO St. No. 9-R, pp. 7-8. Indeed, the OTS
proposal 1s largely a conceptual one, and the OTS offers no specific tariff language, no details on
how a Merchant Function Charge would be calculated or allocated and applied to customers, and
no specific purchase of receivable discount (or formula for calculating such a discount) to be
imposed on suppliers,

Finally, the Company does not agree that unbundling must occur “immediately to provide
customers with a stable competitive market structure”. See OTS Main Brief, p. 24. Parties
representing a wide variety of interests (consumers, small businesses and suppliers} have been
active participants in both the Revised Electric POR Program proceeding and this proceeding,
and no party other than OTS has opposed the Corﬁpany’s continued collection of uncollectible
accounts expense in distribution rates. The Company believes that this Commission-approved

recovery method 1s in the public interest, and that the OTS has failed to provide any evidence to

suggest that the Commission should reconsider its findings in the POR Order.

* In surrebuttal, the OTS stated that “the unbundling of uncollectibles does not appear to have an effect on
competition.” See OTS St. No. 2-SR, p. 4.
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V. CONCLUSION

For the reasons set forth above, PECQO’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,
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