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PECO ENERGY COMPANY CONSOLIDATED
1995 Federal Income Tax Retumn

E.I. No.: 23-0970240

Election to Deduct Disastgr Loss in Previous
Tax Year Under IRC Reg. 1.165-11

PECO Energy Company and subsidiaries hereby elect under IRC Sec. 165(j) to deduct the casualty

losses occurring between January 1, 1996 and September 15, 1996 in the tax year prior to the year of

loss.

The property that was damaged or destroyed by the disaster is located in Pennsylvania.

We have made an attempt to quantify such costs. In the event that subsequent events change the

amount, this election is meant to apply.
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PECO ENERGY COMPANY
I.D. No: 23-0970240
1995 Election Under Section 468A

Peach Bottom Atomic Power Station - Unit 2

PECO Energy Company, EIN #23-0970240, located at 2301 Market Strest,
Philadelphia, PA 19101, hereby makes an election under Code Section 468A
pursuant to Treasury Regulation 1.468A-7 for the taxable year 1995.

The election is made with respect to Unit 2 of the Peach Bottom Atomic
Power Station located at R.D. #1, Delta, PA 17314. The employer
identification number for the Peach Bottormn 2 Nuciear Decommissioning Fund
is 23-6919893.

There were no actual cash payments made to the Nuclear Decommissioning
Fund during the taxable year that were not treated as deemed cash
payments under Treasury Regulation 1.468A-2(c)(1). The total amount of
cash payments deemed made to the Nuclear Decommissioning Fund under
Treasury regulation 1.468A-2(c)(1) for 1995 is $2,157,324. The cost of
service amount for the taxable year 1995 is $3,079,248

Aftached is a schedule of Ruling amounts obtained by the PECO Energy
Company with respect to Unit 2 of the Peach Bottom Atomic Power Station.

s:wpbS1\itrin8S\election\d68apbs2.doc
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PECO Energy Company Consolidated
1995 Federal Income Tax Return

E. I. No.: 23-0870240

Election To Amortize Start-Up Expenditures
60 Months Pursuant To IRC Sec. 195

in accordance with IRC Sec. 185, PECO Energy Company and its subsidiaries hereby
elect to amortize start up expenditures over a period of 60 months for PECO Energy -
Telecommunications Group, The Power Team, PECO Gas Supply Company, and Adwin

Schuyikill Cogeneration Inc. Amortization will begin the month that the Business activities

will be placed in service.

We have made an attempt to quantify such costs. In the event that subsequent events

change the amount, this election is meant to apply.
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PECO Energy Company Consolidated
1995 Federal income Tax Retum

E. L. No.: 230970240

Election To Amortize Organizational Expenditures
60 Months Pursuant To IRC Sec. 248

Pursuant to IRC Sec. 248, PECO Energy Company and its subsidiaries hereby elect
to amortize all organizational expenditures over a period of 60 months for

PECO Energy - Telecommunications Group, The Power Team, and Adwin Schuylkill
Cogeneration Inc. Amortization will begin the month that the Business activities will be

placed in service.

We have made an attempt to quantify such costs. in the event that subsequent events

change the amount, this election is meant to apply.
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Internal Revenue Service Department of the Treasury

washington, DC 20224

Person to Contact:
Paul Handleman
Telephone Number:
(202) 622-3110
Refer Reply To:
CC:DOM:P&SI:6 ~ TR-31-02633-95

Date:
FEB 27 1956

Patricia M. Healy
Gerald P. Farano
Reid & Priest

701 Pennsylvania Ave., NW.
Washingteon, D.C. 20004

In Re: PECO Energy Company
Revised Schedule of Ruling Amounts for
Peach Bottom Atomic Generating Station, Unit 2

Dear Ms. Healy and Mr., Farano:

The enclosed copy of a letter is sent to you under the

provisions of a power of attorney currently on file with the
Internal Revenue Service.

Sincerely yours,

C}la Qg'?@*“}’)’[?:

CHARLFES B. RAMSEY

Chief, Branch 6

Office of the Assistant
Chief Counsel

(Passthroughs and Special
Industries)

Enclosure:
Copy of Letter

Letter 1630 (Rev. 10-90)
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internal Revenue Service Department of the Treasury
. PO. Box 7604
Ben Franklin Station
Index Numbeor: 4682.04-02 Washington. DC 20044
. Person to Contact:
J. Barry Mitchell Paul Handleman
Vice President, Finance Telephone Number:
and Treasurer (202) 622-3110
PECO Energy Company Refer Reply 1o
2301 Market Street CC:DOM:P&5I:6 —— TR-31-02633-95
Philadelphia, PA 15101 Date:
FEB 27 996
In re: Revised Schedule ¢f Ruling Amounts

Peach Bottom Atomic Generating Station, Unit 2

. Legend: : m‘_’mﬁwi*“béamﬂoicaeda‘;;*‘yg
. Section &1 ) {3} of tha Intemal Revane cecent.
'mal Revanve Code.
Taxpayerx = PECO Energy Company
ST E.I.N.: 23-0970240
Plant = Peach Bottom Atomic Generating Station,
Unit 2
Location = Delta, Pennsylvania :

n

Commission A Pennsylvania Public Utility Commission

Commission B = Federal Energy Regulatory Commission
State X = Pennsylvania
Firnm = NUS Corporation

Gaitherburg, Maryland

District Philadelphia, Pennsylvania
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TR-31~02633-85
Dear Mr. Mitchell:

This letter responds to your request dated

November 17, 19925, and additional correspondence, that was
submitted by your authorized legal representative on behalf of
the Taxpayer. The request is for a revised schedule of ruling
amounts under the mandatory review requirement of section
1.468A~3(i) (1) (i1i) (A) of the Income Tax Regulaticns for the

" Taxpayer's nuclear decommissioning fund (the "Fund") under the
jurisdiction of Commission A and Commission B (the
"commissions"). The required information for the schedule of

ruling amounts was submitted on behalf of the TakXpayer pursuant'
+to section 1.468A-3(h){(2).

The Taxpayer has represented the following facts and
informaticn:’

The Taxpayer is incorporated in State X and is an operating
utility providing electric and gas service in State X. The
Taxpayer is subject to the audit jurisdiction of the District.
The Taxpayer owns a 42.49 percent undivided interest as a
tenant-in-common in the Plant, which is situated at lLocation.
‘The Plant began commercial operations in 1274 and “he Flant's

operating license issued by the Nuclear Regulatory Commission
expires at midnight on August 8, 2013.

Commission A, in Docket No. R-891364, effective
April 19, 19%0 (the "1990 Order"), approved the amount of
decommissioning costs included in the Taxpayer's cost of service
for ratemaking purposes for electrical energy sales to State X
customers. Commission A reviewed the components of the
Taxpayer's cost of service, including the portion allocated to
Commission B. In the 1930 Order, the jurisdictional percentages
were allocated to Commission A in the amount of 53.822 percent of
total electrical energy sales and to Commission B in the amount
of 6.178 percent of total electrical energy sales for a total of
100 percent. The Comnission B jurisdiction was further divided
such that 4.363 percent was allocable to Commission B Power Sales
and 1.615 percent was allocable to Commission B Wholeszale Sales

Commission B, in Docket No. ER91-478-000,
October 1, 1991 (the "19%1 Order"), increased the jurisdictional
percentage allocated to Commission B Wholesale Sales to 2.1163
percent. Effective May 16, 19953, in Docket No. ER$5-770-000,
Commission B accepted an electric tariff (the "1995 Tariff")
allowing the Taxpayer to enter into separate power sales
agreements. The jurisdictional percentage allocated to
Commissicn B Power Sales undexr the 1995 Tariff is 12.888 percent
Approval of these jurisdictional percentages is granted
notwithstanding that the sum of the percentages for the

effective
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Commissions exceeds 100 percent. Approval is granted based on
the Taxpayer's representation that this excess is due to

difference in the timing and procedures of the Commissicn A and
Commission B rate cases.

Oon August 28, 1991, the Internal Revenue Service last
approved a2 formula under section 1.468a-3(a)(4) of the
regulations for determining the Taxpayer's revised schedule of

.. ruling amounts. In exercising our discreticn under section
1.468A~-3(2)(4), the revised schedule of ruling amounts was
limited to a S5-year period under section 1.468A~-3(1) (1) (ii)(a).

Thus, the Taxpayer requests a new revised schedule of ruling
amounts.

For the vears 1885 through 19939, Commission A in the 1590
order included decommissioning costs in the Taxpayer's cost of
service in the amount of $2,729,282 a year.

For the years 1995 through 1959, Commission B in the 19561
Order included decommissioning costs in the Taxpayer's cost of
service under the Commission B Wholesale Sales in the amount of
$63,812 a year. For the year 1995, decommissicning costs are
included under the Commissicn B Powsr Sales in the amount of
$49,453 and under the Commission B 1995 Tariff in the amount of
$236,587. For the years 1996 through 1999, decommissioning costs

are included under the Commission B 1995 Tariff in the amount of
$377,083 a year.

Contrary to the required information under section

1.468A-3(h)(2)(vi)(B)(8), (&), (Z), and (B) of the regulations,
the Commissions have not stated the estimated total cost of
decommissioning the Plant in future dollars; the estimated cost
of decommissioning expressed in future deollars for each taxable
year beginning in the estimated year in which substantial
decommissicning costs will first be incurred and ending with the
estimated year decommissicning will be substantially complete:
the methodology used in converting the estimated cost of
decomrissioning expressed in current dollars to future dollars;
and the assumed after-tax rate of return to be earned on the Fund
assets. Instead, the Commissions use a methodology for
decommissioning the Plant that is based solely on the current
cost of decommissioning. This method is referred to as the
Constant Current Accrual Method (the "Method"). Under the
Method, there are no estimates made as to future inflation rates,

future costs or (except for relatively short periods set at 7.0
percent) future interest rates.

The current cost of decommissioning the Plant is based upon
a detailed engineering study prepared by the Firm that reflects
the cost of decommissioning the Plant currently. This study is
updated periodically. 1In the interim, the current
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Gecomnissioning costs are redetermined By applying a series of
inflation indices intended to measure the cost increase within
each of the various components of decommissioning.” The Taxpayer
claims that this is the most conservative approach to funding the
future cost of decommissioning because it is based on actual

facts that are known rather than on future earnings and the
growth of costs.

The method of decommissioning the Plant is the immediate
dismantling method. The estimated year in which substantial
decommissioning costs will first be incurred is the year 2013.
The estimated year in which the decommissioning of the Plant will
be substantially ccmpleted is the year 2017. The estimated date
in which the Plant will no lenger be included in the Taxpayer's
rate base for ratemaking purpcses, as determined by the
Commissions in establishing or approving rates during the first
ratemaking proceed in which the Plant was included in the
Taxpayer's rate base, is 2008.

For Commission A and Commission B Power Sales, the total

estimated cost of decommissioning the Plant is $183,621, 000

(in 1990 dollars). For Commission B Wholesale Sales, the total
estimated cost of decommissioning the Plan:t is $203,214,000 (in
1991 dollars). For the Commission B 1995 Tariff, the total
estimated cost of decommissioning the Plant is $184, 066,750 (the
weighted average between $183,621,000 and $203,214,000). As of
January 1, 1995, the asset balance of the Fund was $20,871,715.

The funding period and funding limitation period began on
January 1, 1984 and ends on December 31, 2013. The estimated
period for which the Fund is to be in effect is 25 years (1584
threugh 2008} and the estimated useful life of the Plant is 35

years (1974 through 2008). Thus, the Taxpayer has calculated the
qualifying percentage to be 71.43 percent.

Undexr the Method, the Taxpayer determines the current
portion of the Taxpayer's cost of decommissioning the Plant. The
cost is the product of the gualifying percentage and the total
current decommissioning cost for the Plant. In order to
determine the amount of any "underfunding," the Taxpayer
subtracts the actual amount accumulated in the Fund from the
amount that should be in the Fund. If "underfunding"™ occurs, the
amount of the "underfunding" would be amortized over the sanme
period approved by.the Commissions. Thus, in determining the
amount of the schedule of ruling amounts under the Method for the

Taxpayer's 1995 through 1999 tax years, the following formula was
used:
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-5 =
(TC X QP) x B - QB
(TC x QP) + A
a c
Where:
QB = balance in the Fund,
QP = qualifying percentage,
TC = the Taxpayer's share of the total cost to
decommission currently,
b = total number of years for the Taxpayer's
collection of deccmmissioning costs,
B = total number of years since the Taxpayer first
began collecting decommissioning costs, and
C =

total number of years remaining for the Taxpayer's
collection of decommissioning costs.

Because the effective date of the Commission B 19%5 Tariff
does not correspond to the beginning or end of a taxable year,
computations under the formula for 1995 reguire the use of a
weighted average. Although the Method and resulting formula
would allow the Taxpayer to recompute the ruling amount each
year, the Taxpayer represents that it only will perform the
computation when either of the Commissions adjusts the amount of
deccemmissioning costs included in the Taxpayer's cost of service
for ratemaking purposes through a base rate proceeding. Thus,
the Taxpayer requests specified dollar ruling amounts for the
Commissions and is limiting its request to a S-year pericd.

Section 468A of the Code provides that a taxpayer may elect
to deduct the amount of payments made to a qualified nuclear
decommissioning fund. However, section 468A(b) limits the amount
paid into the fund for any taxable year to the lesser of the
amount of nuclear decommissioning costs allocable to the fund
that is included in the taxpayer's ccst of service for ratemaking

purposes for the taxable. year or the ruling amount applicable to
that year.

Section 468A(d) (1) of the Code provides that no deduction
shall be allowed for any payment to the nuclear decommissioning
fund unless the taxpayer requests and receives from the Secretary
a schedule of ruling amounts. The "ruling amount" for any
taxable year is defined under section 468A(d) (2) as the arpocunt
which the Secretary determines to be necessary to fund that



TR-31-02633-95 -6 -

portion of nuclear decommissioning costs which bears the sane
ratic to the nuclear power plant as the period for which the fund
is in effect bears to the estimated useful life of the plant.
This term is further defined to include the amount necessary to
prevent excessive funding of nuclear decommissioning costs or
funding of these costs at a rate more rapid than level funding,

taking into account such discount rates as the Secretary deems
appropriate.

Section 468A(g) of the Code provides that a taxpayer shall
be deemed to have made a payment to the nuclear decommissioning
fund on the last day of the taxable year if the payment is made

on account of the taxable year within 2% months after the close
¢f the taxable year.

Section 1.468A-1(a) of the regulations provides, in part,
that an eligible taxpayer may elect to deduct nuclear
decommissioning costs under section 468A of the Code. An
*eligible taxpayer," as defined under section 1.468aA-1(b) (1}, is
a taxpayer that has a qualifying interest in a nuclear power
plant. As defined under section 1.46BA-1(b)(2), a "qualifying

“interest" is, among other things, a direct ownership interest,
including an interest held as a tenant in common or Jjoint tenant.

Secticn 1.468A-2(b) (1) of the requlations provides, in part,
that the maximum amount of cash payments made (or deemed made) to
a nuclear decommissioning fund during any taxable year shall not
exceed the lesser of (i) the cost of service amount applicable to
the nuclear decommissioning fund for such taxable year: (ii) or .

the ruling amount applicable to the nuclear decommissioning fund
for such taxable year.

Section 1.468A-3(a){1) of the regulations generally
provides, in part, that a schedule of ruling amcounts for a
nuclear decommissioning fund is a ruling specifying annual
payments that, over the taxable yvears remaining in the "funding
period" as of the date the schedule first applies, will result in
a projected kalance of the nuclear deccmmissioning fund as of the
last day of the funding period egual to (and in no event more

than) the "amount of decommissioning costs allocable to the
fund."

Section 1.468a-3(a)(2) of the regulations provides that, to
the extent consistent with the principles and provisions of
section 1.468A~3, each schedule of ruling amounts shall be based
on the reasonable assumptions and determinations used by the
applicable public utility commission(s) in establishing or
approving the amount of decommissioning costs to be included in
the cost of service for ratemaking purposes, taking into account
amounts that are otherwise required to be included in the
taxpayer's income under section 38 of the Code and the
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regulations thereunder. Thus, for example, each schedule of
ruling amounts shall be based on the public utility commission's
reasonable assumptions concerning (i) the afier-tax rate of
return to be earned by the amounts collected for decommissicning;
(ii) the total estimated cost of decommissioning the nuclear
pewer plant; and (iii) the freguency of contributions to the
nuclear decommissioning fund for a taxable vear.

Under section 1.468A-3(a)(3) of the regulations, the
Internal Revenue Service shall provide a schedule of ruling
amounts that is identical to the schedule propesed khy the
taxpayer, but no such schedule shall be provided unless the
taxpayer's proposed schedule is consistent with the crinciples
and provisions of section 1.468A-3.

Section 1.468A-3(a) (4) of the regulations providas that if,
in esteblishing or approving the amount of decommissioning cecsis
to be included in cost of service for ratemaking purposes, the
applicable public utility commission uses an estimated cost of
decommissioning that is based on price levels in effect at the
time of the ratemaking proceeding (i.e., the public utility
commission does not estimate the ceost of decommissioning in
future dollars), the Service may, in its discretion, provide a
formula or method for determining a schedule of ruling amounts
{rather than a schedule specifying a dollar amount for each
taxable year) that is consistent with the principles and
provisions of section 1.468A-3.

Section 1.468A-3(b) (1) of the regulations provides that the
ruling amount, specified in a schedule of ruling amcunts, for any
taxable year in the level funding limitation period shzll not be
less than the ruling amount specified in such schedule for any
earlier taxable year. Under section 1.468A-3(b)(2) (i) and (ii),
the level funding limitation period begins on the first day of
the first taxable year for which a deductible payment is made to
the nuclear decommissioning fund and ends on the last day of the
taxable year that includes the estimated date on which the
nuclear power plant will no longer be included in the taxpayer's
rate base for ratemaking purposes.

Section 1.468A-3(c) (1) (1) and (ii) of the regulations
prov1des that the funding perlod for a nuclear decommissioning
fund is the period that begins on the first day of the first
taxable year for which a deductible payment is made (or deemed to
be made) to such nuclear decommissioning fund and ends the later
of the last day of the taxable year that includes the estimated
date on which decommissioning costs of the nuclear power plant to
which the nuclear decommissioning fund relates will no longer be
included in the taxpayer's cost of service for ratemaking
purposes; or the last day of the taxable year that includes the
estimated date on which the nuclear power plant to which the
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nuclear decommissioning fund relates will no longer be included
in the taxpayer's rate base for ratemaking purposes.

Section 1.468A-3(d) (1) of the regqulations provides that the
amount of decomrmissioning costs allocable to a nuclear
decomnissioning fund is the taxpayer's share of the toctal
estimated cost of decommissioning the nuclear power plant
multiplied by the qualifying percentage.

Section 1.468A-3(d)(2) (i) of the regulations provides, in
part, that the total estimated cost of decommissioning a nuclear .
power plant is the reascnably estimated cost of decommissiening
used by the applicable public utility commission in establishing
or approving the amount of these costs, to be included in cost of
service for ratemaXing purpcses.

Section 1.4682-3(d)(3) of the requlations provides that a
taxpayer's share of the tctal estimated cost of decommissioning a
nuclear power plant eguals the total estimated cost of
decommissioning the plant multiplied by the taxpayer's qualifying
interest in the plant.

Section 1.468A-3(d)(4) (i) of the regulations provides that
the qualifying percentage for any nuclear decommissioning fund is
equal to the fraction, the numerator of which is the number of
taxable years in the estimated period for which the nuclear
decommissioning fund is to be in effect and the denonminator of
which is the number of taxable years in the estimated useful life
of the applicable nuclear power plant.

Undexr section 1.468A-3(d) (4)(ii) of the regulations, the
estimated period for which a nuclear decommissioning fund is to
be in effect (A) begins on the later of the first day of the
first taxable year for which a deductible payment is made to the
nuclear decommissioning fund or the first day of the taxable year
that includes the date that the nuclear power plant begins
commercial operations; and (B) ends on the last day of the
taxable year that includes the estimated date on which the
nuclear power plant to which the nuclear decommissioning fund
relates will no longer be included in the taxpayer’'s rate base
for ratemaking purposes. Likewise, under section
1.468A~3(d) (4)(1iii), the estimated useful life of a nuclear power
plant (A) begins on the first day of the taxable year that
includes the date that the plant begins commercial operations:
and (B) ends on the last day of the taxable year that includes
the estimated date on which the nuclear power plant will no
longer be included in the taxpayer's rate base for ratemaking
purposes.

Section 1.468A-3(e) (3) of the regulations provides that, for
purposes of section 1.468A-3(d)(4)(ii) and (iii), the estimated
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date on which the nuclear power plant to which the nuclear
decommissiconing fund relates will no longer be included in the
taxpayer's rate base for ratemaking purposes is determined under
the ratemaking assumptions used by the applicable public utility
commission in establishing or approving rates during the first
ratemzking proceeding in which the nuclear power plant was
included in the taxpayer's rate base.

Section 1.4682A~3(f) (1) of the regulations provides that if
two or more public utility commissions establish or approve rates
for electric energy generated by a2 single nuclear power plant,
then the schedule of ruling amounts shall be separately
determined pursuant to the rules of sections 1.468aA-3(a) through
(e) for each public utility commission that has deterxmined the
amount of decommissioning costs to be included in the cost of
service for ratemaking purposes for this plant. Under
section 1.468A-3(f) (2), this separate determination shall be
based on the reasonable assumptions and determinations used by
the relevant public utility commission and shall take into
account only that portion of the total estimated cost of
decommissioning that is properly allocable to the ratepayer whose
rates are established or approved by the public utility
commission. According to section 1.468A-3(f)(3), the ruling
amounts for any tax year is the sum of the ruling amounts for
such tax year determined under the separate schedules of ruling
amounts. :

Section 1.4682-3(g) of the regulations provides that the
Service shall not provide a taxpayer with a schedule of ruling
amounts for any nuclear decommissioning fund unless the public
utility commission that establishes or approves the rates for
electric energy generated by the plant to which the nuclear
decommissioning fund relates has (1) determined the amount of
decommissioning costs to be included in the taxpayer's cost of
service for ratemaking purposes; and (2) has disclosed the
after-tax rate of return and any other assumptions and
determinations used in establishing or approving the amount.

Section 1.468A-3(h) (2} of the regulations enumerates the
information required to be submitted by a taxpayer in order to
receive a ruling amount for any taxable year.

Under section 1.468A-3(1)(1)(ii) (A) of the regulations, any
taxpayer that has obtained a formula or method for determining a
schedule of ruling amounts for any taxable yvear under section
1.468A-3(a) (4) (which applies when a public utility commission
estimates decommissioning costs in current dollars) must file a
request for a revised schedule of ruling amounts on or before the
deemed payment deadline for its fifth taxable year that begins
after its taxable year in which the most recent formula or methed
was received.
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Section 1.468A-3(i) (1) (iii) of the regulations provides that

a taxpayer is regquired to reguest a revised schedule of ruling
amounts for a nuclear decommissioning fund if (A) any public
utility commission that establishes or approves rates for the
furnishing or sale of electric energy generated by a nuclear
power plant to which the nuclear decommissioning fund relates (1)
increases the prcposed period over which decomrissioning costs of

- the nuclear power plant will be included in cost of service for
ratemaking purposes: (2) adjusts the estimated date on which the
nuclear power plant will no longer be included in the taxpaver's
rate base for ratemaking purpeses; or (3) reduces the amount of
decommissioning costs to be included in cost of service for any
taxable year; and (B} the taxpayer's most recent request for az
schedule of ruling zmcunts did not provide notice to the Service
of the action by the public utility commissien.

Section 1.468A-3(1i)(2) of the regulations provides that any
taxpayer that has obtained a schedule of ruling amounts pursuant
to section 1.468A-3(h) can regquest a revised schedule of ruling
amounts. Such a reguest must be made in accordance with the
rules of section 1.468A-3(h}; thus, the Service shall not provide
a revised ruling amount applicable to a taxable year in response
to a request for a schedule of ruling amounts that is filed after
the deemed payment deadline date for such taxable year.

Section 1.468A-7(a) of the regulations provides, in general,
that an eligible taxpayer is allowed a deduction for the taxable
year in which the taxpayer makes a cash payment (or is deemed to
make a cash payment) to a nuclear decommissioning fund only if
the taxpayer elects the application of section 468A of the Code.
A separate election is reguired for each nuclear decommissioning
fund and for each taxable year with respect to which payments are
to be deducted under section 468A. 1In the case of an affiliated
group of corporations that join in filing a consolidated return
for a taxable year, the common parent must make a separate
electlion on behalf of each member whose payments to a nuclear
decommissioning fund during such taxable year are to be deducted
under section 468A. The election under section 468A for any
taxable year is irrevocable and must be made by attaching a
statement ("Election Statement") and a copy ¢of the schedule of
ruling amounts provided pursuant to the rules of section 1.4633-3
to the taxpayer's federal income tax return (or, in the case of
an affiliated group of corporations that join in filing a
consclidated return, the consolidated return) for such taxable
year. The return to which the Election Statement and a copy of
the schedule of ruling amounts is attached must be filed on or
before the time prescribed by law (including extensions) for
filing the return for the taxable year with respect to which
payments are to be deducted under section 468A.
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We have examined the representations and information
submitted by the Taxpayer in relation to the requirements set
forth in the section 468A of the Code and the regulations
thereunder. Based solely on these representaticns, we reach the
following conclusions:

1. The Taxpayer has a qualifying interest in the
Plant and is, therefore, an eligible taxpayer
under section 1.468A-1(b) of the regulations.

2. The Commissions have determined the amount of
decommissioning costs to be included in the
Taxpayer's cost of service for ratemaking
purposes as required by section 1.468A-3(qg)
of the regulations.

3. The Taxpayer has calculated the shares of the
total decommissioning costs allocable to each
©f the Commissions, as required by section
1.468A~3(f) (2} of the regulations.

4. We are exercising our discretion under
section 1.468A-3(a)(4) of the regulations by
allowing the Taxpayer to use a formula for
determining the 5-year schedule of ruling
amnounts. The appreved formula is shown and
explained on page 5 of this ruling and the
resulting schedule of ruling amounts is shown
below.

5. The maximum amount of cash payments made (or
deemed made) to the Fund during any tax year
is restricted to the lesser amount of the
decommissioning costs applicable to such Fund
or the ruling applicable to this Fund, as set
forth under section 1.468A-(2) (b) (1) of the
regulations.

6. The qualifying percentage under section
1.468A-3(d) (4) of the regulations is
calculated to be 71.43 percent.

Based on the above determinations, we conclude that the
Taxpayer's proposed schedule of ruling amounts satisfies the
requirements of section 468A of the Code. The following schedule
of ruling amounts is specifically approved for the Commissions:
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APPROVED REVISED SCHEDULE OF RULING AMOUNTS
TAXABLE YEARS 1995 THROUGH 1999

—_ . . - [+— -.—..
IEE Tm |E - - . .- - . . - N .- I!l - PR e .- .

COMMISSION B~ COMMISSION B COMMISSION B

YEAR COMMISSION A WHOLESALE SALFS DPOWER SALES = 1995 TARIFF TOTAL
1995 $1,922,585 $51,073 $34,840 $148,832 $2,157,330
EACH YEAR

1996

THROUGH ' ,

1559  $1,922,585 $51,073 -0- $237,221 $2,210,879

In exercising our discretion under section 1.468A-3{(a) (4) of
the regulations, the approved schedule of ruling amounts is being
limited to a 5-year period under section 1.468A-3(i) (1) (ii)(a).
Moreover, approval of the schedule of ruling amounts is
contingent on there being no change in the facts and
circumstances, known or assumed, at the time this ruling is
issued. If any of the events described in section
1.4682-3(1) (1) (iii) occur in future years, the Taxpayer must
request a review and revision of the schedule of ruling amounts.
Under section 1.468A-3(i)(1)(iv), the Taxpayer is required to
file such a request on or before the deemed payment deadline date

for the first taxable year in which the rates reflecting such
action became effective.

The approved schedule of ruling amounts is relevant only to
those payments made to the Fund. Payments allocable to any funds
other than the Fund cannot qualify for purposes of the deduction
under the provisions of section 468A of the Code. As stated
above, payments made to the Fund can qualify only to the extent
that they do not exceed the lesser of the decommissioning costs
applicable to the Fund or the ruling amounts applicable to the
Fund in the taxable vear.

Except as specifically set forth above, no opinien is
expressed concerning the federal income tax consequences of the
above described facts under any other provision of the Code or
regulations. This letter ruling is directed only to the taxpayer
who requested it. Section 6110(j) (3) of the Code provides that
this ruling may not be used or cited as precedent.

In accordance with the power of attorney on file, a copy of
this letter is being sent to your authorized legal
representative. Pursuant to section 1.468A~7(a) of the
regulations, a copy of this letter must be attached (w1th the
required Election Statement) to the Taxpayer's federal income tax
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return for each taxable year in which the Taxpayer claims a
deduction for payments made to the Fund.

Sincerely yours,

CTLQZ£U£%2-§EEGMA%7?G=

CHARLES B. RAMSEY
Chief, Branch €

Qffice of the Assistant
Chief Counsel

{Passthroughs and-Special
Industries) '

Enclosure:
6110 copy
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PECO ENERGY COMPANY
.D. No: 23-0970240
1995 Election Under Section 468A

Peach Bottom Atomic Power Station - Unit 3

PECO Energy Company, EIN #23-0970240, located at 2301 Market Street,
Philadeiphia, PA 19101, hereby makes an election under Code Section 468A
pursuant to Treasury Regulation 1.468A-7 for the taxable year 1995.

The election is made with respect to Unit 3 of the Peach Bottom Atomic
Power Station located at R.D. #1, Delta, PA 17314. The employer
identification number for the Peach Bottom 3 Nuclear Decommissioning Fund
is 23-6919824.

There were no actual cash payments made to the Nuclear Decommissioning
Fund during the taxable year that were not treated as deemed cash
payments under Treasury Regulation 1.468A-2(c){1). The total amount of
cash payments deemed made to the Nuclear Decommissioning Fund under
Treasury Regulation 1.468A-2(c)(1) for 1995 is $2,158,452. The cost of
service amount for the taxable year 1995 is $3,077,148.

Attached is a schedule for Ruling amounts obtained by the PECO Energy
Company with respect to Unit 3 of the Peach Bottom Atomic Power Station.

s WwpS1\fitrinS5\election\d68apbs3.doc
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Internal Revenue Service

Patricia M. Healy

Gerald P. Farano

Reid & Priest

701 Pennsylvania 2Ave., NW.
Washington, D.C. 20004

In Re: PECO Energy Company

Department of the Treasury
Washington, DC 20224

Perscn to Contact:
Paul Handleman
Telephone Numbexr:
(202) 622-3110
Refer Reply To:
CC:DOM:P&ST:6 - TR-31-02634-95
Date:

- - T~
Kl LR [
MiE O I

T

Revised Schedule of Ruling Amounts for
Peach Bottom Atomic Generating Station, Unit 3

Dear Ms. Healy and Mr. Faranc:

The enclosed copy of a letter is sent to you under the
provisions ©f a power of attorney currently on file with the

Internal Revenue Service.

Enclosure:

Copy ©f Letter

Sincerely yours,

¢/ 'r‘da,é& g - ﬁz&aw Fye=
CHARIES B. RAMSEY
Chief, Branch 6
Office of the Assistant
Chief Counsel

{Passthroughs and Special
Industries)

Letter 1650 (Rev. 10-2Q0)



internal Revenue Service Department of the Ireasury

RO. Box 7604
Ben Franklin Station
Index Number: 463A.04~02 Washingtan. DC 20044
{

N Person to Contact:

J. Barry Mitchell Payl ?gnﬁlemgn
Vice President, Finance felephone Number: -
and Treasurer (28%)H622—3110

PECO Energy Company eler Reply 10:

2301 Market Street CCE:) DOM:P&SI: 6 —— TR-31-02634£-95

Philadelphia, PA 19101 e

MAR 5 1096

In re: Reviged Schedule of Ruling Amounts

Peach Bottom Atomic Generating Station, Unit 3 -

Legend: - &k‘ ?E;m;ngf may oy bé"u“s‘ed o red 2 os
© (3] of the tarerpay 5o 2 Precedent
derha REVenue ngqﬂ
Taxpayer = PECO Energy Company “

E.I.N.: 23-~0970240

Plant = Peach Bottom Atomic Generating Station,
Unit 3
Location = Delta, Pennsylvania

i

Comnmission A Pennsylvania Public Utility Commission

Commission B = Federal Energy Regulatory Commission
State X = Pennsylvania
Firm o= NUS Corporation

Gaitherburg, Maryland

District

i

Philadelphia, Pennsylvania
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Dear Mr. Mitchell: )

This letter responds to your request dated
November 17, 1995, and additional correspondence, that was
submitted by your authorized legal representative on bezshalf of
the Taxpayer. The request is for a revised schedule of ruling
amounts under the mandatory review requirement of section
C1. 468A-3(1){1}(1;)(A) of the Income Tax Regulations for the
Taxpayer S nuclear decommissioning fund (the “Fund") under the
jurisdiction of Commission A and Commission B (the
"commissions®). The required information for the schedule of

ruling amounts was submitted on behalf of the Taxpayer pursuant
to sectiocn 1.4682-3(h) (2).

The Taxpayer has represented the following facts and
information:

The Taxpayer is incorporated in State X and is an operating
utility providing electric and gas service in State X. The
Taxpayer is subject to the audit jurisdiction of the District.
The Taxpayer COwns a 42.4S percent undivided interest as a
‘tenant- in-common in the Plant, which is situated at Location.
‘The Plant began commercial operatlons in 1974 and the Plant's

operating license issued by the Nuclear Regulatory Commission
expires at midnight on July 2, 2014.

Commission A, in Docket No. R-891364, effective
april 1%, 1980 (the ®19%5%0 Order™), approved the amount of
decommissioning costs included in the Taxpayer's cost of service
for ratemaking purposes for electrical energy sales to State X
customers. Commission A reviewed the components of the
Taxpayer's cost of service, including the portion allocated to
Commission B. In the 1990 Order, the jurisdictional percentages
were allocated to Commission A in the amount of 93.822 percent of
total electrical energy sales and to Commission B in the amount
of 6.178 percent of total electrical energy sales for a total of
100 percent. The Commission B jurisdiction was further divided
such that 4.563 percent was allocable to Commission B Power Sales
and 1.615 percent was allocable to Commission B Wholesale Sales.

v

Commission B, in Docket No. ER91-478-000, effective
October 1, 1991 (the "1991 oOrder"), increased the jurisdictional
percentage allocated to Commission B Wholesale Sales to 2.1163
percent. Effective May 16, 1995, in Docket No. ER95-770-000,
Commission B accepted an electric tariff (the *1995 Tariff")
allowing the Taxpayer to enter into separate power sales
agreements. The jurisdictional percentage allocated to
Commission B Power Sales under the 1995 Tariff is 12.888 percent.
Approval of these jurlsdlctlonal percentages is granted
notwithstanding that the sum of the percentages for the
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Commissicons exceeds 100 percent. Approvél is granted based on
the Taxpaver's representation that this excess is due to

difference in the timing and procedures of the Commissicn & and
Commission B rate ceses.

Oon August 28, 1991, the Internal Revenue Service last
approved a formulz under section 1.468a-3(a) (4) of the
regulations for determining the Taxpayer's revised schedule of
ruling amounts. In exercising our discretion under section
1.468A-3(a){4), the revised schedule of ruling amounts was
limited to a 5-year period under section 1.4683-3(1) (1) (ii)(A).

Thus, the Taxpayer requests a new revised schedule of ruling
amounts.

For the years 1995 through 19939, Commission A in the 1890
Order included decommissioning ccsts in the Taxpayer's cost of
service in the amount of $2,727,406 2 year.

For the years 1995 through 1999, Commission B in the 1991
Order included decommissioning costs in the Taxpayer's cost of
service under the Commission B Wholesale Sales in the amount of
$63,821 a year. For the year 1995, decommissioning costs are
included under the Commission B Power Sales in the amount of
$4%,424 and under the Commission B 1995 Tariff in the amcunt of
$236,427. TFor the years 1936 through 1999, decommissioning costs

are included under the Commission B 1885 Tariff in the amount of
$376,838 a year.

Contrary to the required information under section
1.468A-3(h) (2)(vi)(B}(8), (&), (2Z), and (8) of the regulations,
the Commissions have not stated the estimated total cost of
decommissioning the Plant in future dollars; the estimated cost
of decommissioning expressed in future dollars for each taxable
year beginning in the estimated year in which substantial
decommissioning costs will first be incurred and ending with the
estimated year decommissioning will be substantially complete:
the methodology used in converting the estimated cost of
decommissioning expressed in current dollars to future dollars;
and the assumed after-tax rate of return to be earned on the Fund
assets. Instead, the Commissions use a methodology for
decommissioning the Plant that is based solely on the current
cost of decommissioning. This method is referred to as the
Constant Current Accrual Method (the "Method"). Under the
Method, there are no estimates made as to future inflation rates,

future costs or (except for relatively short periods set at 7.0
percent} future interest rates.

The current cost of decommissioning the Plant is based upon
a detailed engineering study prepared by the Firm that reflects
the cost of decommissioning the Plant currently. This study is
updated periodically. In the interim, the current
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decommissioning costs are redeiermined by applying a series of
inflation indices intended to measure the cost increase within
each of the various components of decommissioning. The Taxpayer
claims that this is the most conservative approach to funding the
future cost of decommissioning because it is based on actual

facts that are known rather than on future earnings and the
growth ©f costs.

The method of decommissioning the Plant is the imnediate
dismantling method. The estimated year in which substantial
decommissioning costs will first be incurred is the year 2013.
The estimated year in which the decommissioning of the Plant will
be substantially completed is the year 2017. The estimated date
in which the Plant will no longer be included in the Taxpayer's
rzte base for ratemaking purposes, as determined by the
Commissions in establishing or approving rates during the first
ratemaking proceed in which the Plant was included in the
Taxpayer's rate base, is 2008.

For Commission A and Commission B Power Sales, the total

estimated cost of decommissicning the Plant is $183,621,000

{in 1990 dollars). For Commissicon B Wholesale Sales, the total
estimated cost of decommissioning the Plant is $203,214,000 (in
1981 dollars). For the Commission B 1995 Tariff, the total
estimated cost of decommissioning the Plant is $184,066,750 (the
weighted average between $183,621,000 and $203,214,000). As of,
January 1, 19585, the asset balance of the Fund was $20,792,495.

The funding period and funding limitation period began on
January 1, 1984 and ends on December 31, 2013. The estimated
period for which the Fund is to be in effect is 25 years (1984
through 2008) and the estimated useful life of the Plant is 35

years (1974 through 2008). Thus, the Taxpayer has calculated the
qualifying percentage to be 71.43 percent.

Under the Method, the Taxpayer determines the current
portion of the Taxpayer's cost of decommissioning the Plant. The
cost is the product of the qualifying percentage and the total
current decommissioning cost for the Plant. In order to
determine the amount of any "underfunding,” the Taxpayer
subtracts the actual amount accumulated in the Fund from the
amount that should be in the Fund. If "underfunding” occurs, the
amount of the "underfunding" would be amortized over the same
period approved by the Commissions. Thus, in determining the
amount of the schedule of ruling amounts under the Method for the

Taxpayer's 1995 through 1999 tax years, the following formula was
used:
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{rCc x OP) x B - QB
TC x QP + A
A c
Where:

QB = balznce in the Fund,

0] = qualifying percentage,

TC = the Taxpayer's share of the total cost to
decommission currently,

A = total number of years for the Taxpayer's ~
collection of decommissioning costs,

B = total number of years since the Taxpayer first
began collecting decommissioning ceosts, and

C =

total number of years remaining for the Taxpayer's
collection of decommissioning costs.

Because the effective date of the Commission B 1995 Tariff
does not correspond to the beginning or end of a taxable vear,
computations under the formula for 1995 regquire the use of a
weighted average. Although the Method and resulting formula
would allow the Taxpaver to recompute the ruling amount each
year, the Taxpayer represents that it only will perform the
computation when either of the Commissions adjusts the amount of
decomnissioning costs included in the Taxpayer's cost of service
for ratemaking purposes through a base rate proceeding. Thus,
the Taxpayer requests specified dollar ruling amounts for the
Commissions and is limiting its request to a S5-year pericd.

Section 468A of the Code provides that a taxpayer may elect
to deduct the amount of payments made to a qualified nuclear
decommissiconing fund. However, section 468A(b) limits the amount
paid into the fund for any taxable year to the lesser of the
amount of nuclear decommissioning costs allocable to the fund
that is included in the taxpayer's cost of service for ratemaking

purposes for the taxable year or the ruling amount applicable to
that year.

Section 468A(d) (1) of the Code provides that no deduction
shall be allowed for any payment to the nuclear decommissioning
fund unless the taxpayer requests and receives from the Secretary
a schedule of ruling amounts. The "ruling amount™ for any
taxable year is defined under section 468A(4) (2) as the amount
which the Secretary determines to be necessary to fund that
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portion of nuclear decommissioning costs which bears the same
ratic to the nuclear power plant as the period for which the fund
is in effect bears to the estimated useful life of the plant.
This term is further defined to include the amount necessary to
prevent excessive funding of nuclear decommissioning costs or
funding of these costs at a rate more rapid than level funding,

taking into account such discount rates as the Secretary deems
appropriate.

Section 468A(g) of the Code provides that a taxpayer shall
be deemed to have made a payment to the nuclear decommissioning
fund on the last day of the taxable year if the paymen:t is made

on account of the taxable year within 2% months after the close
of the taxeble year. '

Section 1.468a-1(a) of the regulations provides, in part,
that an eligible taxpayer may elect to deduct nuclear
decommissioning costs under section 468A of the Code. Aan
"eligible taxpaver," as defined under section 1.468A-1(b) (1), is
a taxpayer that has a qualifying interest in a nuclear power
plant. As defined under section 1.468A-1(b){(2), a "qualifying
interest" is, among other things, a direct ownership interest,
including an interest held as a tenant in common or joint tenant.

Section 1.468A~2(b) (1) of the regulations provides, in part,
that the maximum amount of cash prayments made {or deemed made) to-
2 nuclear decommissioning fund during any taxable year shall not
exceed the lesser of (i) the cost of service amount applicable to
the nuclear decommissioning fund for such taxable year; (ii) or

the ruling amount applicable to the nuclear decommissioning fund
for such taxable year.

Sectioh 1.468A-3(2) (1) of the regulations generazlly
provides, in part, that a schedule of ruling amounts for a
nuclear decommissioning fund is a ruling specifying annual
payments that, over the taxable years remaining in the "funding
peried" as of the date the schedule first applies, will result in
a projected balance of the nuclear decommissioning fund as of the
last day of the funding period equal tc {and in no event more

than) the "amount of decommissioning costs allocable o the
fund. "

Section 1.468A-3(a) (2) of the regulations provides that, to
the extent consistent with the principles and provisions of
section 1.468A-3, each schedule of ruling amounts shall be based
cn the reasonable assumptions and determinations used by the
applicable public utility commission(s) in establishing or
approving the amount of decommissioning costs to be included in
the cost of service for ratemaking purposes, taking into account
amounts that are otherwise required to be included in the
taxpayer's income under section 88 of the Code and the
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regulations thereunder. Thus, for example, each schedule of
ruling amounts shall be based on the public utility commission's
reasonable assumptions concerning (i} the after-tax rate of
return to be earned by the amounts collected for decommissioning;
(ii) the tectal estimated cost of decommissicning the nuclear
power plant; and (iii) the frequency of contributions to the
nuclear decommissioning fund for a taxable year.

Under section 1.468A-3(2)(3) of the regulations, the
Internal Revenue Service shall provide a schedule of ruling
amounts that is identical to the schedule proposed by the .
taxpayer, but no such schedule shall be provided unless the
taxpayer's proposed schedule is consistent with the principles
and provisions of section 1.468A-3. '

Section 1.468A~3(a) (4) of the regulations provides that if,
in establishing or approving the amount of decommissioning costs
to be included in cost of service for ratemaking purposes, the
applicable public utility commission uses an estimated cost of
decommissioning that is based on price levels in effect at the
time of the ratemaking proceeding (j.e., the public utility
commission does not estimate. the cost of decommissioning in
future dollars), the Service may, in its discretion, provide a
formula or method for determining a schedule of ruling amounts
{(rather than a schedule specifying a dollar amount for each

taxable year) that is consistent with the principles and
provisions of section 1.4684-3.

Section 1.468A-3(b) (1) of the regulations provides that the
ruling amount, specified in a schedule of ruling amounts, for any
taxable year in the level funding limitation period shall not be
less than the ruling amount specified in such schedule for any
earlier taxable year. Under section 1.468a-3(b) (2) (i) and (ii),
the level funding limitation period begins on the first day of
the first taxable year for which a deductible payment is made to
the nuclear decommissioning fund and ends on the last day of the
taxable year that includes the estimated date on which the

nuclear power plant will no longer be included in the taxpayer's
rate base for ratemaking purposes.

Section 1.468A-3(c) (1) (i) and (ii) of the regulations
provides that the funding period for a nuclear decommissioning
fund is the period that begins on the first day of the first
taxable year for which a deductible payment is made (or deemed to
be made) to such nuclear decommissioning fund and ends the later
of the last day cof the taxable year that includes the estimated
date on which decommissioning costs of the nuclear power plant to
which the nuclear decommissioning fund relates will no longer be
included in the taxpayer's cost of service for ratemaking
purposes; or the last day of the taxable year that includes the
estimated date on which the nuclear power plant to which the
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nuclear decommissiocning fund relates will no longer be included
in the taxpayer's rate base for ratemaking purposes.

Section 1.463A-3(d) (1) of the regulations provides that the
amount of decommissioning costs alloczble to a nuclear
decommissioning fund is the taxpayer's share of the total

estimated cost of decommissioning the nuclear power plant
nultiplied by the qualifying percentage.

Section 1.4682-3(d) (2) (i) of the regulations provides, in
part, that the total estimated cost of decommissicning a nuclear
power plant is the reasonably estimated ccst of decommissioning
used by the applicable public utility commission in establishing
or approving the amount of these costs, to be includad in cest of
service for restemaking purposes.

Section 1.4682-3(d) (3) of the regulations provides that a
taxpaver's share of the total estimated cost of decommissioning a
nuclear power plant equals the total estimated cost of

decommissioning the plant multiplied by the taxpayer's qualifying
interest in the plant.

Section 1.468A-3(d) (4) (i) of the regulations provides that
the gualifying percentage for any nuclear decommissioning fund is
equal to the fraction, the numerator of which is the number of
taxable years in the estimated peried for which the nuclear
decownissioning fund is to be in effect and the denominator of

which is the number of taxable years in the estimated useful life
of the applicable nuclear power plant.

Under section 1.4682-3(d) (4)(ii) of the regulations, the
estimated period for which a nuclear decommissioning fund is to
be in effect (A) begins on the later of the first day of the
first taxable year for which a deductible payment is made to the
nuclear decommissioning fund or the first day of the taxable year
that includes the date that the nuclear power plant begins
cormercial operations; and (B} ends on the last day of the
taxable vear that includes the estimated date on which the
nuclear power plant teo which the nuclear decommissioning fund
relates will no longer be included in the taxpayer's rate base
for ratemaking purposes. Likewise, under section
1.4682-3(d) (4) (iii), the estimated useful life of a nuclear power
plant (A} begins on the first day of the taxable year that
includes the date that the plant begins commercial operations:
and (B) ends on the last day of the taxable year that includes
the estimated date on which the nuclear power plant will no

lenger be included in the taxpayer's rate base for ratemaking
purposes.

Section 1.468A-~3(e) (3) of the regulations provides that, for
purposes of section 1.468A-3(d) (4)(ii) and (iii), the estimated
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date on which the nuclear power plant to which the nuclear
decomnissioning fund relates will no longer be included in the
taxpayer’'s rate base for ratemaking purposes is determined under
the ratemaking assumptions used by the applicable public utility
commission in establishing or approving rates during the first

ratemaking proceeding in which the nuclear power plant was
included in the taxpayer's rate base.

Section 1.468A-3(f) (1) of the regulations provides that if
two or more public utility commissions establish or approve rates
for electric energy generated by a single nuclear power plant,
then the schedule of ruling amounts shall be separately
datermined pursuant to the rules of sections 1.468a~3(a) through
(e) for each public utility commission that has determined the
anount of dscommissioning costs to be included in the cost of
service for ratemaking purposes for this plant. Under
sectien 1.468A-3(f) (2), this separate determination shall be
based on the reascnable assumptions and determinations used by
the relevant public utility commission and shall take into
account only that portion of the total estimated cost of
decommissioning that is properly allocable to the ratepayer whose
rates are established or approved by the public utility
commission. According to section 1.468A-3(f)(3), the ruling
amounts for any tax year is the sum of the ruling amounts for

such tax year determined under the separate schedules of ruling
amounts.

Section 1.468A-3(g) of the regulations provides that the
Service shall not provide a taxpayer with a schedule of ruling
amounts for any nuclear decommnissioning fund unless the public
utility commission that establishes or approves the rates for
electric energy generated by the plant to which the nuclear
decomnissioning fund relates has (1) determined the amount of
decommissioning costs to be included in the taxpayer's cost of
service for ratemaking purposes; and (2) has disclosed the
after-tax rate of return and any other assumptions and
determinations used in establishing or approving the anount.

Section 1.468A-3(h)(2) of the regulations enumerates the
information reguired to be submitted by a taxpayer in order to
receive a ruling amount for any taxable year.

Under section 1.468aA~-3(i) (1) (ii)(A) of the regqulations, any
taxpayer that has obtained a formula or method for determining a
schedule of ruling amounts for any taxable year under section
1.468A-3(a) (4) (which applies when a public utility commission
estimates decommissioning costs in current deollars) must file a
request for a revised schedule of ruling amounts on or before the
deemed payment deadline for its fifth taxable year that begins

after its taxable year in which the most recent formula or method
was received.
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Sectien 1.468A~-3(1i) (1) (iii) of the regulations provides that

a taxpayer is required to request a revised schedule of ruling
ancunts for a nuclear decommissioning fund if (2) any public
utility commission that establishes or approves rates for the
furnishing or sale of electric energy generated by a nuclear
power plant to which the nuclear decommissioning fund relates (1)
increases the proposed period over which decommissioning costs of
‘the nuclear power plant will be included in cost cof service for
ratemaking purposes; (2) adjusts the estimated date on which the
nuclear power plant will no longer be included in the taxpayer's
rate base for ratemaking purposes; or (3) reduces the amount of
decormissioning costs to be incliuded in cost of service for any
taxable year; and (B) the taxpaver's most recent recuest for a
schedule of ruling amounts did not provide notice to the Service
of the action by the public utility commission.

Secticn 1.468A-3(1i)(2) of the regulations provides that any
taxpayer that has obtained a schedule of ruling amounts pursuant
to section 1.468A-3(h) can reguest a revised schedule of ruling
amounts. Such a request must be made in accordance-with the
rules of section 1.468A-3(h); thus, the Service shall not provide
a revised ruling amount applicable to a taxable year in response

to a regquest for a schedule of ruling amounts that is £filed after
the deemed payment deadline date for such taxable year.

Section 1.468A~7(a) of the regulations provides, in general,
that an eligible taxpayer is allowed a deduction for the taxable
year in which the taxpayer makes a cash payment (or is deemed to
make a cash payment) to a nuclear decommissioning fund only if
the taxpayer elects the application of section 468A of the Code.
A separate election is regquired for each nuclear decommissioning
fund and for each taxable year with respect to which payments are
to be deducted under section 468A. 1In the case of an affiliated
group of corporations that join in filing a consolidated return
for a taxable year, the common parent must make a separate
election on behalf of each member whose payments to a nuclear
decommissioning fund during such taxable year are to be deducted
under section 468A. The election under section 468A for any
taxable year is irrevocable and must be made by attaching a
statement ("Election Statement”) and a copy of the schedule of
ruling amounts provided pursuant to the rules of section 1.468A-3
to the taxpayer's federal income tax return (or, in the case of
an affiliated group of corporations that join in filing a
consolidated return, the consolidated return) for such taxable

year. The return to which the Election Statement and a2 copy of
the schedule of ruling amounts is attached must be filed on or
before the time prescribed by law {including extensions) for
filing the return for the taxable year with respect to which
pPayments are to be deducted under section 4682.
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We have examined the representations and information
submitted by the Taxpayer in relation to the requirements set
forth in the section 468A of the Code and the regulations

thereunder. Based solely on these representations, we reach the
following conclusions:

1. The Taxpayer has a gualifying interest in the
Plant and is, therefore, an eligible taxpayer
under section 1.468A-1(b) of the regqulations.

2. The Commissions have determined the amount of
cdecommissioning costs to be included in the
Taxpayer's cost of service for ratemaking
purposes as required by section 1.468a-3(g)
of the regulations.

3. The Taxpayer has calculated the shares of the
total decommissioning costs allocable to each
of the Commissions, as regquired by section
1.4682-3(f) (2) of the regulations.

4. We are exercising our discretion under
section 1.468A-3(a)(4) of the regulations by
allowing the Ta:zzy:T to use a formula for
determining the 5-year schedule of ruling
amcunts. The approved formula is shown and
explained on page 5 of this ruling and the

resulting schedule of ruling amounts is shown
below.

5. The maximum amount of cash payments made (or
deemed made) to the Fund during any tax year
is restricted to the lesser amount of the
decommissioning costs applicable to such Fund
or the ruling applicable to this Fund, as set
forth under section 1.468A~(2) (b} (1) of the
regulations.

6. The gqualifying percentage under section
1.468A-3(d) (4) of the regulations is
calculated to be 71.43 percent.

Based on the above determinations, we conclude that the
Taxpayer's proposed schedule of ruling amounts satisfies the
requirements of section 468A of the Code. The following schedule
of ruling amounts is specifically approved for the Commissions:
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APPROVED REVISED SCHEDULE OF RULING AMOUNTS
TAXABLE YEARS 1995 THROUGH 1959

COMMISSION B COMMISSION E COMMISSION B
VEAR COMMISSION A WHOLESAIE SALES POWER SAIES 1395 TARIFE

TOTAL
1995  $1,923,343 $51, 086 $34,854 $149,188 $2,158,471
E2CH YEAR

1596

THROUGH

1969 51,923,343 $51, 086 -0~ $237,78% $2,212,218

In exercising our discretion under section 1.468A~3(a) (4) of
the regulations, the approved schedule of ruling amounts is being
limited to a S-year period under section 1.4682a-3(i) (1) (ii) (A).
Moreover, approval of the schedule of ruling amounts is
contingent on there being no change in the facts and
circumnstances, known or assumed, at the time this ruling is
issued. If any of the events described in section
1.468A~-3(1) (1) (iii) occur in future years, the Taxpayer must
request a review and revision of the schedule of ruling amounts.
Under section 1.468A-3(i) (1) (iv), the Taxpayer is required to
file such a request on or before the deeméd payment deadline date

for the first taxable year in which the rates reflecting such
action became effective.

The approved schedule of ruling amounts is relevant only to
those payments made to the Fund. Payments allocable to any funds
other than the Fund cannot qualify for purposes of the deduction
under the provisions of section 468A of the Code. As stated
above, payments wade to the Fund can gualify only to the extent
that they do not exceed the lesser of the decommissioning costs

-applicable to the Fund or the ruling amounts applicable to the
Fund in the taxable vear.

Except as specifically set forth above, no opinion is -
expressed concerning the federal income tax consequences of the
above described facts under any other provision of the Code or
regulations. This letter ruling is directed only to the taxpayer

who requested it. Section 6110(j)(3) of the Code provides that
this ruling may not be used or cited as precedent.

In accordance with the power of attorney on file, a copy of
this letter is being sent to your authorized legal
representative. Pursuant to section 1.468A~7(a) of the
regulations, a copy of this letter must be attached (with the
required Election Statement) to the Taxpayer's federal income tax



TR-31-02634-~95 - 13 -

L

return for each taxable year in which the Taxpayer claims 2
deduction for payments made to the Fund.

Sincerely yours,

( hedes B. Ra.uuxf// i
CHARIES B. RAMSEY
Chief, Branch 6
QCffice of the Assistant

Chief Counsel

(Passthroughs and Special
Industries)

Enclosure:
6110 copy



PECO ENERGY COMPANY
.D. No: 23-0970240
1995 Election Under Section 468A

Salem Generating Station - Unit 1

PECO Energy Company, EIN #23-0970240, located at 2301 Market Street,
Philadelphia, PA 19101, hereby makes an election under Codé Section 468A
pursuant to Treasury Regulation 1.468A-7 for the taxable year 1895.

The election is made with respect to Unit 1 of the Salem Generating Station
located at P.Q. Box 236, Handcock's Bridge, NJ 08038. The employer
identification number for the Salem 1 Nuclear Decommissioning Fund is 23-
£919895.

There were no actual cash payments made to the Nuclear Decommissioning
fund during the taxable year that were not treated as deemed cash payments
under Treasury Regulation 1.468A-2(c)(1). The total amount of cash
payments deemed made to the Nuclear Decommissioning Fund under
Treasury Reguiation 1.468A-2(c)(1) for 1995 is $1,594,680. The cost of
service amount for the taxable year 1995 is $2,128,908.

Attached is a schedule of Ruling amounts obtained by the PECO Energy
Company with respect to Unit 1 of the Salem Generating Station.

s’ wpS1Yfitrin95\election\d68Asal1.doc
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Internal- Revenue Service

Department of the Treasury

Washington, DC 20224

Person tc Contact:
Patricia M. Healy Paul Ezandleman
Gerald P. Farano Telephone Number:
Reid & Priest {202) B622-3110
701 Pennsylvania 2ave., NW. Refer Reply To:
Washington, D.C. 20004

Date:

In Re: PEICO Energy Company
Revised Schedule of Ruling Amounts for
Salem Generating Staticn, Unit 1

Dear Ms. Healy and Mr. Farano:

CC:DOM:P&SI:6 - TR-31-02629-95

The enclosed copy of a letter is sent to you under the
provisions of a2 power of attorney currently on file with the

Internal Revenue Service.

Sincerely yours,

2 » ~ | '.

Cheke B cw»‘j/fv’é%

CHARLES RB. RAMSFV

Chief, Branch 6

Office of the Assistant
Chief Counsel

(Passthroughs and Special
Industries)

Enclosure:
Copy ¢©f Letter

Letter 1690 (Rev.

10-90)



l‘l Internal Revenue Service Department of the Treasury

Gaitherburg, Maryland

PO. Box 7604
. Ben Franklin Station
!ll Index Nuzber: 468A.04-02 Washington, DC 20044
Person to Contact:
J. Barry Mitchell Papl Handleman
! Vice President, Finance elephone Number:
_ and Treasurer (%9%2R6%2f3110
- PECO Energy Company e Reply 1o
il 2301 Market Street CC&DQM:P&SI:é -— TR-31-0262%-95
Priladelphia, PA 19101 ate:
{l ) FEB 27 1o%5
1
ITn re: Revised Schedule of Ruling Amounts
)l Salem Generating Station, Unit 1
!
‘l . ‘hn"‘s dQCumenr
Ssction $110 {.? ‘Z’é"; ,t' ured o Chnd 3t pemedey
: Legend: /%219 inieiny Rﬁveque Coda”
. Taxpayer = PECO Energy Company
I E.I.N.: 23-0970240
FPlant = Salem Generating Station, Unit 1
5 .
iI Location = Hancock's Bridge, New Jersey
Commission A = Pennsylvania Public Utility Commission
1 .
Commission B = Federal Energy Regulatory Commission
;I State X = Pennsylvania
- Firm = NUS Corporation
|
1

District = Philadelphia, Pennsylvania
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Dear Mr. Mitchell:

This letter responds to your reguest dated
November 17, 1995, and additiocnal correspondence, that was
submitted by your authorized legal representative on behalf of
the Taxpayer. The request is for a revised schedule of ruling
. amounts under the mandatory review reguirement of section
1.468A-3(1) (1) (ii) (A) of the Income Tax Regulaticns for the
Taxpayer's nuclear decommissioning fund (the "Fund") under the
jurisdiction of Commission A and Commission B (the
"commissions™). The required information for the schedule of

ruling amounts was submitted on behalf of the Taxpayer pursuant
to section 1.488A-2(h) (2).

The Taxpayer has represented the following facts and
information:

The Taxpayer is incorporated in State X and is an operating
utility providing electric and gas service in State X. The
Taxpayer is subject to the audit jurisdiction of the District.
The Taxpayer owns a 42.59 percent undivided interest as a
tenant-in-common in the Plant, which is situated at Location.
The Plant began commercial operations in 1977 and the Plant's
operating license issued by the Nuclear Regulatory Commission
expires at midnight on August 13, 2016.

Commissien A, in Docket No. R-851364, effective
April 19, 1990 (the "1990 Order"), approved the amount of
decommissioning costs included in the Taxpayer's cost of service
for ratemaking purposes for electrical energy sales to State X
customers. Commission A reviewed the components of the
Taxpayer's cost of service, inclucding the portion allocated to
commission B. In the 1590 Order, the jurisdictional percentages
were allocated to Commission A in the amount of 93.822 percent of
total electrical energy sales and to Commission B in the amount
of 6.178 percent of total electrical energy sales for a total of
100 percent. The Commission B jurisdiction was further divided
such that 4.563 percent was allocable to Commission B Power Sales
and 1.615 percent was allocable to Commission B Wholesale Sales.

Commission B, in Docket No. ER91-478-000, effective
October 1, 1991 (the Y1851 Order™), increased the jurisdicticnal
percentage allocated to Commission B Wholesale Sales to 2.1163
percent. Effective May 16, 1995, in Docket No. ER95~770-000,
Commission B accepted an electric tariff (the "1595 Tariff")
allowing the Taxpayer to enter into separate power sales
agreements. The jurisdictional percentage allocated to
Comrission B Power Sales under the 1995 Tariff is 12.888 percent.
Approval of these jurisdictional percentages is granted
notwithstanding that the sum of the percentages for the
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Commissions exceeds 100 percent. Approval is granted based cn
the Taxpayer's representation that this excess is due to

difference in the tiring and procedures of the Commission A and
Commission B rate cases.

.On August 28, 1991, the Internal Revenue Service last
approved 2 formula under section 1.468A-3(2) (4) of the
regulations for determining the Taxpayer's revised schedule of
ruling amounts. In exercising ocur discretion under section
1.468A-3(a) (4), the revised schedule of ruling amounts was
limited to a 5-year period under section 1.468A-3(1i) (1) (ii)(Aa).

Thus, the Taxpayer requests a new revised .schedule cof ruling
a@mounts.

For the years 1995 through 1959, Commission A in the 1990
Order included decommissioning costs in the Taxpayer's cost of
service in the amount of $1,888,637 a year.

For the years 1995 through 19958, Commission B in the 1891
Order included decommissioning costs in the Taxpayer's cost of
service under the Commission B Wheolesale Sales in the amount of
$42,474 a year. For the year 1995, decommissioning costs are
included under the Comnission B Power Sales in the amount of
$34,225 and under the Commission B 1995 Tariff in the amount of
$163,575. For the years 1996 through 1999, decommissicning costs

are included under the Commission B 1995 Tariff in the amount of
$260,721 a vyear.

Contrary to the required information under section
1.468A-3(h)(2)(vi)(B)(5), (6}, (Z), and (8) of the regulatiocns,
the Commissions have not stated the estimated total cost of
decommissicning the Plant in future dollars; the estimated cost
of cdecommissioning expressed in future dollars for each taxable
year beginning in the estimated year in which substantial
decommissioning costs will first be incurred and ending with the
estimated year decommissioning will be substantially complete;
the methodology used in converting the estimated cost of
decommissioning expressed in current deollars to future dollars:
and the assumed after-tax rate of return to be earned on the Fund
assets. Instead, the Commissions use a methodology for
decommissioning the Plant that is based solely on the current
cost of decommissioning. This method is referred to as the
Constant Current Accrual Method (the "Method"). Undexr the
Method, there are no estimates made as to future inflation rates,

future costs or (except for relatively short periods set at 7.0
percent) future interest rates.

The current cost of decommissioning the Plant is pbased upon
a detailed engineering study prepared by the Firm that reflects
the cost of decommissioning the Plant currently. This study is
updated periodically. In the interim, the current
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decomrissioning costs are redetermined by applying a series of
inflation indices intended to measure the cost increase within
each of the various components of decommissioning. The Taxpayer
claims that this is the most conservative approach to funding the
future cost of decommissioning because it is based on actual
facts that are known rather than on future earnings and the
growth of costs.

The method of decommissicning the Plant is the izmediate
dismantling method. The estimated year in which substantial
decommissioning costs will first be incurred is the year 2016.
The estimated year in which the decommissioning of the Plant will
be substantially completed is the year 2021. The estimated date
in which the Plant will no longer be included in the Taxpayer's
rate base for ratemzking purposes, as determined by the:
Commissions in establishing or approving rates during the first
ratemaking proceed in which the Plant was included in the
Taxpayer's rate base, is 2003.

For Commission A and Commission B Power Sales, the total

estimated cost of decommissioning the Plant is $141,031,000

(in 1950 dollars). For Commission B Wholesale Sales, the total
estimated cost of decommissioning the Plant is $155,669,000 (in
1991 dellars). For the Commission B 1995 Tariff, the total
estimated cost of decommissioning the Plant is $141,346,824 (the
weighted average between $141,031,000 and $155,669,000). As of
January 1, 1995, the asset balance of the Fund was $17,073,442.

The funding peried and funding limitation period began on
January 1, 1284 and ends on December 31, 2016. The estimated
pericd for which the Fund is to be in effect is 25 years (1984
through 2008) and the estimated useful life of the Plant is 32
years (1977 through 2008). Thus, the Taxpayer has calculated the
qualifying percentage to be 78.13 percent.

Under the Method, the Taxpayer determines the current
portion of the Taxpayer's cost of decommissioning the Plant. The
cost is the product of the qualifying percentage and the total
current decommissioning cost for the Plant. In order to
determine the amount of any "underfunding," the Taxpayer
subtracts the actual amount accumulated in the Fund from the
amount that should be in the Fund. If "underfunding" occurs, the
amount of the "underfunding" would be amortized over the same
period approved by the Commissions. Thus, in determining the
amount of the schedule of ruling amounts under the Method for the
Taxpayer's 1985 through 1999 tax years, the following formula was
used:
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A c
Where:

QB = balance in the Fund,

QP = qualifying percentage,

TC = the Taxpayer's share of the total cost to
decormmission currently,

A = total number of years for the Taxpayer's
collection of decommissioning costs,

B = total number of years since the Taxpayer first
began collecting decommissioning costs, and

C = total number cof years remaining for the Taxpaysr's

collection of decommissioning costs.

Because the effective date of the Commission B 1995 Tariff
does not correspond to the beginning or end of a taxable year,
computations under the formula for 1995 require the use of a
weighted average. Although the Method and resulting formula
would allow the Taxpayer to recompute the ruling amount each
year, the Taxpayer represents that it only will perform the
computatlon when either of the Commissions adjusts the amount of
decommissioning costs included in the Taxpayer's cost of service
for ratemaking purposes through a base rate proceeding. Thus,
the Taxpayer requests specified dollar ruling amounts for the
Commissions and is liriting its request to a 5-year pericd.

Section 4682 of the Code provides that a2 taxpayer may elect
to deduct the amount of payments made to a qualified nuclear
decommissioning fund. However, section 468A(b) limits the amount
paid into the fund for any taxable year to the lesser of the
amount of nuclear decommissioning costs allocable to the fund
that is included in the taxpayer's cost of service for ratemaking

purposes for the taxable year or the ruling amount applicable to
that year.

Section 468A(d) (1) of the Code provides that no deduction
shall be allowed for any payment to the nuclear decommissioning
fund unless the taxpayer requests and receives from the Secretary
a schedule of ruling amounts. The "“ruling amocunt” for any
taxable year is defined under section 468A(d)(2) as the amount
which the Secretary determines to be necessary to fund that
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portion of nuclear decommissioning costs which bears the same
ratio to the nuclear power plant as the period for which the fund
is in effect bears to the estimated useful life of the plant.
This term is further defined to include the amount necessary to
prevent excessive funding of nuclear decommissioning costs or
funding of these costs at a rate more rapid than level funding,
taking into account such discount rates as the Secretary deems
appreopriate.

Section 4588A(g) of the Code provides that a taxpayer shall
be cdeemed to have made 2 payment to the nuclear decommissioning
fundé on the last day of the taxable year if the payment is made
on account of the taxable vear within 2% months after the close
of the taxable year. -

Section 1.468A-1(a) of the regulations provides, in part,
that an eligible taxpayer may elect to deduct nuclear
decommissioning costs under section 468A of the Code. 2An
"eljgible taxpayer," as defined under section 1.4682A-1(b) (1), is
a taxpayer that has a qualifying interest in a nuclear power
plant. As defined under section 1.468a-1(b)(2), a "qualifying
interest" is, among other things, a direct ownership interest,
including an interest held as a tenant in common or joint tenant.

Section 1.468A-2(b) (1) of the requlations provides, in part,
that the maximum amount of cash payments made (or deemed made) to
a nuclear decommissioning fund during any taxable year shall not
exceed the lesser of (i) the cost of service amount applicable to
the nuclear decommissioning fund for such taxable year; (ii) or
the ruling amount applicable to the nuclear decommissioning fund
for such taxable year.

Section 1.468A-3(a)(1l) of the regulations generally
prevides, in part, that a schedule of ruling amounts for a
nuclear decommissioning fund is a ruling specifying annual
payments that, over the taxable years remaining in the "funding
period"” as of the date the schedule first applies, will result in
a projected balance of the nuclear decommissioning fund as of the
last day of the funding period equal to (and in no event more
than) the "amount of decommissioning costs allocable to the
fund."

Section 1.468A-3(a)(2) of the regqulations provides that, to
the extent consistent with the principles and provisions of
section 1.468A-3, each schedule of ruling amcunts shall be based
on the reasonable assumptions and determinations used by the
applicable public utility commission(s) in establishing or
approving the amount of decommissioning costs to be included in
the ceost of service for ratemaking purposes, taking into account
amounts that are otherwise required to be included in the
taxpayer's income under section 88 of the Code and the
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regulations thereunder., Thus, for example, each schedule of
ruling amounts shall be based on the public utility commission's
reasonable assurptions concerning (i) the after-tax rate of
return to be earned by the amounts collected for decommissioning;
(ii) the total estimated cost of decommissioning the nuclear
pewer plant; and (iii) the frecuency of contributions to the
nuclear decomrissioning fund for a taxable year.

Under section 1.468A-3(a)(3) of the requlations, the
Interral Revenue Service shall provide a schedule of ruling
amounts that is identical to the schedule propeosed by the
taxpaver, but no such schedule shall be provided unless the
taxpayer's proposed schedule is consistent with the principles
and provisicrs of section 1.468A-3.

Section 1.468A-3(a) (4) of the regulations provides that if,
in establishing or approving the amount of decommissicning costs
to be included in cost of service for ratemaking purpcses, the
applicable public utility commission uses an estimated cost of
decommissioning that is based on price levels in effect at the
time of the ratemaking proceeding (i.e., the public utility
commission does not estimate the cost of decommissioning in
future dollars), the Service may, in its discretion, provide a
formula or method for determining a schedule of ruling amounts
(rather than a schedule specifying a dollar amount for each
taxable year} that is consistent with the principles and
provisions of section 1.468A-3.

Section 1.468A-3(b) (1) of the regulations provides that the
ruling amount, specified in a schedule of ruling amounts, for any
taxable year in the level funding limitation period shall not be
less than the ruling amount specified in such schedule for any
earlier taxable year. Under section 1.468a-3(b)(2) (i) and (ii),
the level funding limitation period begins on the first day of
the first taxable year for which a deductible payment is made to
the nuclear decommissioning fund and ends on the last day of the
taxable year that includes the estimated date on which the
nuclear power plant will no lecnger be included in the taxpayer's
rate base for ratemaking purposes.

Section 1.468A-3(c)(1)(i) and (ii) of the regulations
provides that the funding peried for a nuclear decommissioning
fund is the period that begins on the first day of the first
taxable year for which a deductible payment is made (or deemed to
be made) to such nuclear decommissioning fund and ends the later
of the last day of the taxable year that includes the estimated
date on which decommissioning costs of the nuclear power plant to
which the nuclear decommissioning fund relates will no lenger be
included in the taxpayer's cost of service for ratemaking
purposes; or the last day of the taxable year that includes the
estimated date on which the nuclear power plant to which the




i
i
§
:
H

TR-31-02625-55 -8 -

nuclear deccmmissioning fund relates will no longer be includeg
in the taxpayer's rate base for ratemaking purposes.

Section 1.468a-3(d) (1) of the regulations provides that the
amount of decommissioning costs allocable to a nuclear
decommissioning fund is the taxpayer's share of the total
estimated cost of decommissioning the nuclear power plant

- multiplied by the gualifying percentage.

Section 1.468a-3(d)(2) (i) of the regulations provides, in
part, that the total estimated cost of decommissioning a nuclear
power plant is the reasonably estimated cost of decommissioning
used by the applicable public utility commission in establishing
or approving the amount of these costs, to be included in cost of
service for ratemaking purposes.

Section 1.468A-3(d)(3) of the regulations provides that a
taxpayer's share of the total estimated cost of decommissioning a
nuclear power plant egquals the total estimated cost of
decommissioning the plant multiplied by the taxpayer's cualifying
interest in the plant.

Section 1.4682-3(4d) (4) (i) of the regulations provides that
the qualifying percentage for any nuclear decommissioning fund is
equal to the fraction, the numerator of which is the number of
taxable years in the estimated period for which the nuclear
decomnissioning fund is to be in effect and the denominator of
which is the number of taxable years in the estimated useful life
of the applicable nuclear power plant.

Under section 1.468A-3(d)(4)(ii) of the regulaticns, the
estimated period for which a nuclear decommissioning fund is to
be in effect (A) begins on the later of the first day of the
first taxable year for which a deductible payment is made to the
nuclear decommissioning fund or the first day of the taxable year
that includes the date that the nuclear power plant begins
commercial operaticns; and (B) ends on the last day of the
taxable year that includes the estimated date on which the
nuclear power plant to which the nuclear decommissioning fund
relates will no longer be included in the taxpayer's rate base
for ratemaking purposes. Likewise, under section
1.468A-3(d) (4)(iii), the estimated useful life of a nuclear power
plant (A) begins on the first day of the taxable year that
includes the date that the plant begins commercial operations:
and (B) ends on the last day of the taxable year that includes
the estimated date on which the nuclear power plant will no
longer be included in the taxpayer's rate base for ratemaking
purposes.

Section 1.468A-3(e) (3) of the regulations provides that, for
purposes of section 1.468A-3(d)(4)(ii) and (iii), the estimated
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date on which the ruclear power plant to which the nuclear
decomnissicning fund relates will no longer be included in the
taxpayer's rate base for ratemaking purposes is determined under
the ratemaking assumptions used by the applicable public utility
commission in establishing or approving rates during the first
ratemaXing proceeding in which the nuclear power plant was
included in the taxpayer's rate base.

Section 1.468A-3(f) (1) of the regulations provides that if
two or more public utility commissions establish or approve rates
for electric energy generated by a single nuclear power plant,
then the schedule of ruling amounts shall be separately
determined pursuant to the rules of sections 1.468A-3(2) through
(e) for each public utility commission that has determined the
amount of decomnissioning costs to be included in the cost of
service for ratemaking purposes for this plant. Under
section 1.4682-3(f)(2), this separate determination shall be
based on the reasonable assumptions and determinations used by
the relevant public utility commission and shall take into
account conly that portion of the total estimated cost of
cecommissioning that is properly allocable to the ratepayer whose
rates are established or approved by the public utility
commission. According to section 1.468A-3(f)(3), the ruling
amounts for any tax year is the sum of the ruling amounts for
such tax vear determined under the separate schedules of ruling
amounts.

Section 1.468a-3(g) of the regulations provides that the
Service shall not provide a taxpayer with a schedule of ruling
amounts for any nuclear decommissicning fund unless the public
utility ccmmission that establishes or approves the rates for
electric energy generated by the plant to which the nuclear
decommissioning fund relates has (1) determined the amount of
decommissioning costs to be included in the taxpayer's cost of
service for ratemaking purposes; and (2) has disclosed the
after-tax rate of return and any other assumptions and
determinations used in establishing or approving the amount.

Section 1.468A-3(h)(2) of the regulations enumerates thé
information required to be submitted by a taxpayer in order to
receive a ruling amount for any taxable year.

Under section 1.468A-3(1i) (1) (ii) (&) of the regulations, any
taxpayer that has obtained a formula or method for determining a
schedule of rnling amounts for any taxable year under section
1.468A-3(a)(4) (which applies when a public utility commission
estimates decommissioning costs in current dellars) must file a
recquest for a revised schedule of ruling amounts on or bhefore the
deemed payment deadline for its fifth taxable year that begins
after its taxable year in which the most recent formula or method
was received.
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Section 1.468A-3(1i)(1)(iii) of the regulations provides that
a taxpayer is reguired to reguest a revised schedule of ruling
amounts for a nuclear decommissioning fund if (A) any public
uhlllty commission that establishes or approves rates for the
furnishing or sale of electric energy generated by a nuclear
power plant to which the nuclear decommissioning fund relates (1)
increases the proposed period over which decommissioning costs of
the nuclear power plant will be included in cost of service for
ratemaking purposes:; (2) adjusts the estimated date on which the
nuclear peower plant will no longer be included in the taxpayer's
rate base for ratemaking purposes; or (3) reduces the amount of
decommissioning costs to be included in cost of .service for any
taxable year; and (B) the taxpayer's most recent reguest fer a
schedule of ruling amounts did not provide notice to the Service
cf the action by the public utility commission.

Section 1.468BA-3(i)(2) of the regulations provides that any
taxpayer that has obtained a schedule of ruling amounts pursuant
to section 1.468A-3(h) can request a revised schedule of ruling
amounts. Such a request must be made in accordance with the
rules of section 1.4682-3(h); thus, the Service shall not provide
a revised ruling amount applicable to a taxable year in response
to a request for a schedule of ruling amounts that is filed after
the deemed payment deadline date for such taxable year.

Section 1.468A-7(a) of the regulations provides, in general,
that an eligible taxpayer is allowed a deduction for the taxable
year in which the taxpayer makes a cash payment (or is deemed to
make a cash payment) to a nuclear decommissioning fund only if
the taxpayer elects the application of section 4682 of the Code.
A separate election is required for each nuclear decommissioning
fund and for each taxable year with respect to which payments are
to be deducted under section 468A. In the case of an affiliated
group ©of corporations that join in filing a consolidated return
for a taxable year, the common parent must make a2 separate
election on behalf of each member whose payments to 2 nuclear
deccmmissioning fund during such taxable year are to be deducted
under section 468A. The election under section 468A for any
taxable year is irrevocable and must be made by attaching a
statement ("Election Statement"™) and a copy of the schedule of
ruling amcunts provided pursuant to the rules of section 1.468A-3
to the taxpayer's federal income tax return (or, in the case of
an affiliated group of corporations that join in filing a
consalidated return, the consolidated return) for such taxable
vear. The return to which the Election Statement and a copy of
the schedule of ruling amounts is attached must be filed on or
before the time prescribed by law (including extensions) for
filing the return for the taxable year with respect to which
payments are to be deducted under section 468A.
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We have examined the representations and information
submitted by the Taxpayer in relation to the raquirements set
forth in the section 468A of the Code and the regulations

thereunder. Based solely on these representations, we reach the
following conclusions:

1. The Taxpayer has a gualifying interest in the
Plant and is, therefore, an eligible taxpayer
under section 1.46S8A-1(b) of the regulations.

2. The Commissions have determined the amount of
cdecommissicning costs to be included in the
Taxpayer's cost of service for ratemaking

prurposes as required by section 1.468A-3(g)
of the regulations.

3. The Taxpayer has calculated the shares of the
total decommissioning costs allocable to each
of the Commissions, as required by section
1.468A-3(f)(2) of the regulations.

4. We are exercising our discretion under
section 1.468A-3(a) (4) of the regulations by
allowing the Taxpayer to use a formula for
determining the 5-year schedule of ruling
ancunts. The approved formula is shown and
exXplained on page 5 of this ruling and the
resulting schedule of ruling amounts is shown

below. : .
5. The maximum amount of cash payments made (or
deemed made) to the Fund during any tax year
is restricted to the lesser amount of the
decommissioning costs applicable to such Fund
or the ruling applicable to this Fund, as set
forth under section 1.468A-(2)(b) (1) of the
regulations.
6. The qualifying percentage under section

1.468A-3(d) (4) of the regulations is
calculated to be 78.13 percent.

Based on the above determinations, we conclude that the
Taxpayer's proposed schedule of ruling amounts satisfies the
requirements of section 468A of the Code. The following schedule
of ruling amcounts is specifically approved for the Commissions:
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APPROVED REVISED SCHEDULE OF RULING AMOUNTS
TAXABLE YEARS 1995 THROUGH 1989

COMMISSION B COMMISSION E COMMISSION B
YEAR COMMISSION A WHOIESAIY SATFS DPOWER SALES 1585 TARITE TQTAT,
1985 $1,421,652 $37,337 $25,763 $109,873 $1,594,685
EACH YEAR
1996
TEROUGH '
1858 $1,421,682 $37,357 ~0- $175,125 $1,634,174

In exercising our discretion under section 1.4682A-3(a) (4) of
the regulations, the azpproved schedule of ruling amounts is being
limited to a S5-year periocd under section 1.468a-3(1i) (1) (ii)(a).
Moreover, approval of the schedule of ruling amounts is
contingent on there being no change in the facts and
circumstances, known or assumed, at the time this ruling is
issued. If any of the events described in section
1.468A-3(1) (1) (iii) occur in future years, the Taxpayer must
regquest 2 review and revision of the schedule of ruling amounts.
Under section 1.468a-3(1i)(1)(iv), the Taxpayer is regquired to
file such a request on or before the deemed payment deadline date

for the first taxable year in which the rates reflecting such
action became effective.

The approved schedule of ruling amounts is relevant only to
those payments made to the Fund. Payments allocable to any funds
other than the Fund cannot qualify for purposes of the deduction
under the provisions of section 468A of the Code. As stated
above, pavments made t¢ the Fund can gualify only to the extent
that they do not exceed the lesser of the decommissionina costs

applicable to the Fund or the ruling amounts applicable to the
Fund in the taxable wvear.

Except as specifically set forth above, no opinion is
expressed concerning the federal income tax consegquences of the
above described facts under any other provision of the Code or
regulations. This letter ruling is directed only to the taxpayer
who requested it. Section 6110(j)(3) of the Code provides that
this ruling may not be used or cited as precedent.

In accordance with the power of attorney on file, a copy of
this letter is being sent to your authorized legal
representative. Pursuant to section 1.468A-7(a) of the
regulations, a copy of this letter must be attached (with the
required Election Statement) to the Taxpayer's federal income tax
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return for each tayxable year in which the Taxpayer claims a
deduction for pavments made tc the Fund.

Sincerely yours,

Chacda® Ronsyfrrr

CHARIES B. RAMSEY

Chief, Branch 6

Office of the Assistant
Chief Counsel .
(Passthroughs and Special
Industries)

Enclosure:
6110 copy



PECO Energy COMPANY
1.D. No.: 23-0970240
1995 Election Under Section 468A

Salem Generating Station - Unit 2

PECO Energy Company, EIN #23-0970240, located at 2301 ‘Market Street,
Philadelphia, PA 19101, hereby makes an election under Code Section 468A

pursuant to Treasury Regulation 1.468A-7 for the taxable year 1995.

The election is made with respect to Unit 2 of the Salem Generating Station
located at P.O. Box 236, Handcock's Bridge, NJ 08038. The employer
identification number for the Salem 2 Nuclear Decommissioning Fund is 23-
6919897

There were no actual cash payments made to the Nuclear Decommissicning
fund during the taxable year that were not treated as deemed cash payments
under Treasury Regulation 1.468A-2(c)(1). The fotal amount of cash
payments deemed made to the Nuclear Decommissioning Fund under
Treasury Regulation 1.468A-2(c)(1) for 1995 is $1,573,056. The cost of
service amount for the taxable year 1995 is $2,001,132.

Attached is a schedule of Ruling amounts obtained by the PECO Energy
Company with respect to Unit 2 of the Salem Generating Station.

s:\wpSitfitrtnSS\election\d68Asal2.doc
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Internal - Revenue -Service Department of the Treasury
par -
Washington, DC 20224
¥

Person to Contact:

Patricia M. Healy Paul Handleman

Gerald P. Farano Telephone Number:

Reid & Priest (202) 622-3110

701 Pennsylvania Ave., NW. Refer Reply To:

Washington, D.C. 20004 CC:DOM:P&SI: 6 - TR~31-02630-95
' Date:

TRR 27 s

[-fra

In Re: PECO Energy Company
Revised Schedule of Ruling Amounts for .
Salem Generating Station, Unit 2

Dear Ms. Healy and Mr. Farano:

The enclosed copy of a letter is sent to you under the

provisions of a power of attorney currently on file with the
Internal Revenue Service.

Sincerely yours,

Chab® Resszyfee

CHARLES B. RAMSEY

Chief, Branch 6

Office of the Assistant
Chief Counsel

(Passthroughs and Special

Industries)

Enclosure:
Copy of Letter

Letter 1690 (Rev. 10-90}



internal Revenue Sey g

Index Number: 468A.04-02

Depariment of me Treasury

PO. Box 7604
Ben Frankiin Station
Washington, DC 20044

" Person to Contact:

J. Barry Mitchell Paul Handleman

Vice President, Finance Geiepnore Nomoer

and Treasurer (%Q%)RGF?T311°
PECO Energy Company eply 1o
2301 Market Street CE%QQM:P&SI:G -- TR-31-02630-95
Philadelphia, PA 19101 '

FEB 27 156

In re: Revised Schedule of Ruling Amounts

Salem Generating Statien, Unit 2

“This documaent maw
: may 2ot be g g . e L
. ] Hectian 410 (3) o the T::n:; cired a5 pracadent.
egend: Ravenva Code ¥
Taxpayer = PECO Energy Company
E.I.N.: 23-0970240
Plant = Salem Generating Station, Unit 2
Location =

Commission A

Commission B

I

State X = Pennsylvania

Firm = NUS Corporation

Hancock's Bridge, New Jersey
Pennsylvania Public Utility Commission

Federal Energy Regulatcry Commission

Gaitherburg, Maryland

District

Philadelphia, Pennsylvania
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Dear Mr. Mitchell:

This letter responds to your reguest dated
November 17, 1995, and additional correspondence, that was
submitted by your authorized legal representaiive on behalf of
the Taxpayer. The request is for a revised schedule of ruling
amounts under the mandatory review reguirement of section
1.468A-3(1i) (1) (ii) (A) of the Income Tax Regulations for the
Taxpayer's nuclear deccmmissicning fund (the "Fund") under the
jurisdiction of Commission A and Commission B (the
“Commissions"). The reguired infeormation for the schedule of
ruling amounts was submitted on behalf cf the Taxpayer pursuant
to section 1.468a-3(h){2).

The Taxpayer has represented the following facts and
information:

The Taxpayer is incorporated in State X and is an operating
utility providing electric and gas service in State X. The
Taxpayer is subject to the audit jurisdiction of the District.
The Taxpayer owns a 42.59 percent undivided interest as a
tenant-in~common in the Plant, which is situated at Location.
The Plant began commercial operations in 1981 and the Plant's
operating license issued by the Nuclear Regulatory Commission
expires at midnight on April 18, 2020.

Commission A, in Docket No. R-83%1364, effective
April 19, 1550 (the ®"1990 Order"), approved the amount of
decommissioning costs included in the Taxpayer's cost of service
for ratemaking purposes for electrical energy sales to State X
customers. Commission A reviewed the components of the
Taxpayer's cost of service, including the portion allocated to
Commission B. In the 19%0 Order, the jurisdictional percentages
were allocated to Commission A in the amount of 93.822 percent of
total electrical energy sales and to Commission B in the amount
of 6.178 percent of total electrical enerqy sales for a total of
100 percent. The Commission B jurisdiction was further divided
such that 4.563 percent was allocable to Commission B Power Sales
and 1.615 percent was allocable to Commission B Wholesale Sales.

Commission B, in Docket No. ER91-478-000, effective
Cctober 1, 1551 (the "1991 Order"), increased the jurisdictional
percentage allocated to Commission B Wnolesale Sales to 2.1163
percent. Effective May 16, 1995, in Docket No. ERS5-770-000,
Commission B accepted an electric tariff (the "1995 Tariff")
allowing the Taxpayer to enter into separate power.sales
agreements. The jurisdictional percentage allocated to
Commission B Power Sales under the 1995 Tariff is 12.888 percent.
Approval of these jurisdictional percentages is granted
notwithstanding that the sum of the percentages for the
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Commissicns exceeds 100 percent. Approval is granted based on
the Taxpayer's representaticn that this excess is due to
difference in the timing and procedures of the Commissicn A and
Commission 3 rate cases.

on August 28, 1951, the Intermnal Revenue Service last
approved a fcrmula under section 1.468A-3(2)(4) of the
.regulations for determining the Taxpayer's revised schedule of
ruling amounts. 1In exercising our discretion under section
1.468A-3(2) (4), the revised schedule of ruling amounts was
limited to a S-year period under section 21.468A-3(1i) (1) (ii)(A).
Thus, the Taxpayer reguests a new revised schedule of rulinc
axounts.

For the years 1995 through 1999, Commission A in the 1990
Order included decommissicning costs in the Taxpayer's cost of
service in the amount of $1,738,522 a year.

For the years 1985 through 1999, Commission B in the 1951
Order included decommissioning costs in the Taxpayer's cost of
service under the Commission B Wholesale Sales in the amount of
$38,474 a year. For the year.1395, decommissioning costs are
included under the Commission B Power Sales in the amount of
$31,504 and under the Commission B 1995 Tariff in the zmount of
$150,523. For the years 1996 through 1999, decommissioning costs
are- included under the Commission B 1955 Tariff in the amount of
$239,916 a year.

Contrary to the regquired information under section
1.468A-3(h) (2) (vi) (B)(B), (€}, (Z), and (8) of the regulations,
the Commissicns have not stated the estimated total cost of
decommissioning the Plant in future dollars; the estimated cost
of decommissioning expressed in future dollars for each taxable
year beginning in the estimated year in which substantial
deccmmissioning costs will first be incurred and ending with the
estimated year decomm1551on1ng will be substantially complete;
the methodology used in conver*lng the estimated cost of
deccmmissioning expressed in current dollars to future dollars;
and the assumed after-tax rate of return to be earned on the Fund
assets. Instead, the Commissions use a methodology for
decormmissicning the Plant that is based solely on the current
cost of decommissioning. This method is referred to as the
Constant Current Accrual Method (the "Method”). Under the
Method, there are no estimates made as to future inflation rates,
future costs or (except for relatively short periods set at 7.0
percent) future interest rates.

The current cost of decommissioning the Plant is based upon
2 detailed engineering study prepared by the Firm that reflects
the cost of decomm1551on1ng the Plant currently. This study is
updated periodically. the lnte“lm the current
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decommissioning costs are redetermined by applying a series of
inflation indices intended to measure the cost increase within
each of the variocus components of decommissioning. The Taxpayer
claims that this is the most conservative approach to funding the
future cost of decommissiocning because it is based on actual

facts that are known rather than on future earnings and the
growth of costs.

The method of decommissioning the Plant is the immediate
dismantling method. The estimated year in which substantial
decommissioning costs will first be incurred is the year 2020.
The estimated year in which the decommissioning ©f the Plant will
be substantially completed is the year 2025. The estimated date
in which the Plant will no longer be included in the Taxpayer's
rate base for ratemaking purposes, as determined by the
Commissions in establishing or approving rates during the first
ratemaking proceed in which the Plant was included in the
Taxpayer's rate base, is 2008.

For Commission A and Commission B Power Sales, the total

estimated cost of decommissioning the Plant is $141,031,000

{(in 1590 dollars). For Commission B Wholesale Sales, the total
estimated cost of decommissioning the Plant is $155,669,000 (in
1991 dollars). For the Commission B 1895 Tariff, the total
estimated cost of decommissioning the Plant is $141,346,824 (the
weighted average between $141,031,000 and $155,669,000). As of
January 1, 1995, the asset balance of the Fund was $15,875,164.

The funding period and funding limitation period began on
January 1, 1585 and ends on December 31, 2020. The estimated
pericd for which the Fund is to be in effect is 24 years (1985
through 2008) and the estimated useful life of the Plant is 28
years (1981 through 2008). Thus, the Taxpayer has calculated the
gualifying percentzz: to be 85.71 Dercent.

Under the Metheod, the Texpayer determines the current
portion of the Taxpayer's cost of decommissioning the Plant. The
cost is the product of the qualifying percentage and the total
current decommissioning cost for the Plant. In order to
determine the amount of any "underfunding," the Taxpayer
subtracts the actual amount accumulated in the Fund from the
amount that should be in the Fund. If "underfunding" occurs, the
amount of the "underfunding" would be amortized over the same
period approved by the Commissions. Thus, in determining the
amount of the schedule of ruling amounts under the Method for the

Taxpayer's 1995 through 1899 tax years, the following formula was
used:
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Where:

0B = balance in thke Fund,

QP = cualifying percentage,

TC = the Taxpayer's share of the total cost to
decommission currently,

A = total number of years for the Taxpayer's
collection of decommissioning costs,

B = total number of years since the Taxpayer first
began collecting decommissicning costs, and

c =

total number of years remaining for the Taxpayer's
collection of decommissioning costs.

Because the effective date of the Commission B 1955 Tariff
dees not correspend to the beginning or end of a taxable year,
computations under the formula for 1595 reguire the use of a
welghted average. Although the Method and resulting formula
would allow the Taxpayer to recompute the ruling amount each
year, the Taxpayer represents that it only will perform the
computation when either of the Commissions adjusts the amount of
decommissioning costs included in the Taxpayer's cost of service
for ratemaking purposes through a base rate proceeding. Thus,
the Taxpayer requests specified dollar ruling amounts for the
Commissions and is limiting its request to a S-~year period.

Section 468A of the Code provides that a taxpaver may elect
to deduct the amount of payments made to a gqualified nuclear
decommissioning fund. However, section 468A(b) limits the amount
paid into the fund for any taxable year to the lesser of the
amount of nuclear decommissioning costs allocable to the fund

- that is included in the taxpayer's cost of service for ratemaking

purposes for the taxable year or the ruling amount applicable to
that year.

Section 468A{(4){1l) of the Code provides that no deduction
shall be allowed for any payment to the nuclear decommissioning
fund unless the taxpayer reguests and receives from the Secretary
a schedule of ruling amounts. The "ruling amount® for any
taxable year is defined under section 468A(d) {2) as the amount
which the Secretary determines to be necessary to fund that
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portion of nuclear decommissioning costs which bears the sane
ratio to the nuclear power plant as the period for which the fund
is in effect bears to the estimzted useful life cf the plant.
This term is further defined to include the amount necessary to
prevent excessive funding of nuclear decommissioning costs or
funding of these costs at a rate more rapid than level funding,
taking into account such discount rates as the Secretary deems
_appropriate.

Section 468A(gy) of the Code provides that a taxpayer shall
be deemed to have made a payment tc the nuclear decommissioning
fund on the last day of the taxable year if the payment is made
on account of the taxable yesar within 2% months after the close
c¢f the taxable year.

Secticn 1.468A-1(a) of the regulations provides, in part,
that an eligible taxpayer may €lect to deduct nuclearx
cecommissioning costs under section 4682 of the Code. AR
veligible taxpayer," as defined under section 1.468A-1(b) (1), is
a taxpayer that has a gqualifying interest in a nuclear power
plant. As defined under section 1.468a-1(b) (2), a "gqualifying
interest™ is, among other things, a direct ownership interest,
including an interest held as a tenant in common or joint tenant.

Section 1.468A-2(b) (1) of the regulations provides, in part,
that the maximum amount of cash payments made (or deemed made) to
a nuclear decommissioning fund during any taxable year shall not
exceed the lesser of (i) the cost of service amount applicable to
the nuclear decommissicning fund for such taxable year; (ii) or

the ruling amount applicable tc the nuclear decommissioning fund
for such taxable year.

Section 1.468A-3(a) (1) of the regulations generally
provides, in part, that a schedule of ruling amounts for a
nuclear decommissioning fund is a ruling specifying annual
payments that, over the taxable years remaining in the "funding
period" as of the date the schedule first applies, will result in
a projected balance of the nuclear decommissioning fund as of the
last day of the funding periocd equal to (and in no event more

than) the "amount of decommissioning costs allocable to the
fung.”

Section 1.468A-3(2)(2) of the regulations provides that, to
the extent consistent with the principles and provisions of
section 1.468A-32, each schedule of ruling amounts shall be based
on the reascnable assumptions and determinations used by the
applicable public utility commission(s) in establishing or
approving the amount of decommissioning costs to be included in
the cost of service for ratemaking purposes, taking into account
amounts that are otherwise required to be included in the
taxpayer's income under section 88 of the Code and the
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regulations thereunder. Thus, for example, each schedule of
ruling amounts shall be based on the public utility commission's
reasonable assumpticns concerning (i) the after-tax rate of
return to be earned by the amounts cocllected for deccmxzmissioning:
(ii) the total estimated cost of decommissioning the nuclear
power plant; and (iii) the frequency of contributions to the
rnuclear decommissioning fund for a taxable year.

Under section 1.4682-3(a)(3) of the regqulatiocns, the
Internal Revenue Service shall provide a schedule of ruling
amounts that is identical to the schedule propcosed. by the
taxpayer, but no such schedules shall be provided unless the
taxpayer's proposed schedule is consistent with the principles
and provisions of section 1.468A-3.

Section 1.468A-3(a) (4) cf the regulations provides that if,
in establishing or approving the amount of decommissicning costs
to be included in cost of service for ratemaking purposes, the
applicable public utility commission uses an estimated cost of
decommissioning that is based on price levels in effect at the
time of the ratemaking proceeding (i.e., the public utility
cemmission does not estimate the cost of decommissicning in
future dollars), the Service may, in its discretion, provide a
formula or method for determining a schedule of ruling amounts
(rather than a schedule specifying a dollar amount for each
taxable year) that is consistent with the principles and
provisions of section 1.468A-3.

Section 1.468A- 3(b)(1) of the regulations provides that the
ruling amount, specified in a schedule of ruling amounts, for any
taxable year in the level funding limitation period shall not be
less than the ruling amount specified in such schedule for any
earlier taxable year. Under section 1.468A-3(b}(2)(i) and (ii),
the level funding limitation period begins on the first day of
the first taxable year for which a deductible payment is made to
the nuclear decommissiconing fund and ends on the last day of the
taxable year that includes the estimated date on which the
nuclear power plant will no longer be included in the taxpayer's
rate base for ratemaking purposes.

Section 1.468A-3(c)(1)(i) and (ii) of the regulations
provides that the funding period for a nuclear decommissioning
fund is the period that begins on the first day of the first
taxable year for which a deductible payment is made (or deemed to
be made) teo such nuclear decommissioning fund and ends the later
of the last day of the taxable year that includes the estimated
date on which decommissioning costs of the nuclear power plant to
which the nuclear decomm15510n1ng fund relates will no longer be

included in the taxpayer's cost of service for ratemaking
purposes; or the last day of the taxable yvear that includes the
estimated date on which the nuclear power plant to which the
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nuclear decommissioning fund relates will no longer be included
in the taxpayer's rate base for ratemaking purposes.

Section 1.468A-3(d) (1) of the regulations provides that the
amount ¢f decommissioning costs allocable to a nuclear
decommissioning fund is the taxpayer's share of the total
estimated cost of decommissioning the nuclear power plant

. rultiplied by the gualifying percentace.

Section 1.468A2-3(4) (2) (i) of the regulations provides, in
part, that the total estimated cost of decommissioning a nuclear
power plant is the reasonably estimated cost of decommissioning
used by the applicable public utility commission in establishing
or approving the amount of these costs, to be included in cost of
service for ratemaking purposes.

Section 1.468A-3(d) (3) of the regulations provides that a
taxpayer's share of the total estimated cost of decommissioning a
nuclear power plant equals the total estimated cost of
decommissioning the plant multiplied by the taxpayer's gualifying
interest in the plant.

Section 1.468A-3(d) (4) (i) of the regulations provides that
the qualifying percentage for any nuclear decommissioning fund is
equal to the fraction, the numerator of which is the number of
taxable years in the estimated period for which the nuclear
decommissioning fund is to be in effect and the denominator of
which is the number of taxable vears in the estimated useful life
of the applicable nuclear power plant.

Under section 1.468A-3(d)(4) (ii) of the regulations, the
estimated periecd for which a2 nuclear decommissioning fund is to
be in effect (A) begins on the later of the first day ¢f the
first taxable year for which & deductible payment is made to the
nuclear decommissioning fund or the first day of the taxable year
that includes the date that the nuclear power plant begins
commercial operations; and (B) ends on the last day of the
taxable year that includes the estimated date on which the
nuclear power plant to which the nuclear decommissioning fund
relates will no longer be included in the taxpayer's rate base
for ratemaking purposes. Likewise, under section
1.468A-3(d) (4) (iii), the estimated useful life of a nuclear power
plant (&) begins on the first day of the taxable year that
includes the date that the plant begins commercial operations;:
and (B) ends on the last day of the taxable year that includes
the estimated date on which the nuclear power plant will no

longer be included in the taxpayer's rate base for ratemaking
purposes.

Section 1.468A-3(e) (3) of the regulations provides that, for
purposes of section 1.468A-3(d) (4)(ii) and (iii), the estimated
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date on which the nuclear power plant to which the nuclear
decommissioning fund relates will no longer be included in the

- taxpayer's rate base for ratemaking purposes is determined under
the ratemaking assumptions used by the applicable public utility
commission in establishing or approving rates during the first
ratemaking proceeding in which the nuclear power plant was
included in the taxpayer's rate base.

Section 1.468A-3(f) (1) of the regulations provides that if
two or more public utility commissions establish or approve rates
for electric energy generated by a single nuclear power plant,
then the schedule of ruling amounts shall be separately
determined pursuant to the rules of sections 1.468A-3(a) through
(e) for each public utility coemission that has determined the
amount of decommissioning costs to be included in the cost of
service for ratemaking purposes for this plant. Under
section 1.468A-3(f) (2), this separate determination shall be
based on the reasonable assumptions and determinations used by
the relevant public utility commission and shall take into
account only that portion of the total estimated cost of
decommissioning that is properly allocable to the ratepayer whose
rates are established or approved by the public utility
commission. According to section 1.4682-3(f)(3), the ruling
amounts for any tax year is the sum of the ruling amcunts for
such tax year determined under the separate schedules of ruling
amounts.

Secticon 1.468A-3(g) of the regulations provides that the
Service shall not provide a taxpayer with a schedule of ruling
amounts for any nuclear decommissioning fund unless the public
utility commission that establishes or approves the rates for
electric energy generated by the plant to which the nuclear
decommissioning fund relates has (1) determined the amount of
decommissioning costs to be included in the taxpayer's cost of
service for ratemaking purposes; and (2) has disclosed the
after-tax rate of return and any other assumptions and
determinations used in establishing or approving the zmount.

Section 1.4682-3(h)(2) of the regqulations enumerates the
information required to be submitted by a taxpayer in order to
receive a ruling amount for any taxable year.

Under section 1.468A-3(i) (1) (ii) (A) of the regulations, any
taxpayer that has obtained a formula or method for determining a
schedule of ruling amounts for any taxable year under section
1.468A-3(a) (4) (which applies when a public utility ceommission
estimates decommissioning costs in current dollars) nmust file a
request for a revised schedule of ruling amounts on or before the
deemed payment deadline for its fifth taxable year that begins
after its taxable year in which the most recent formula or method
was received.
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Section 1.468A-3(1i){1)(iii) of the regulations provides that

a taxpayer is required to reguest a revised schedule of ruling
amounts for a nuclear decommissioning fund if (A) any public
utility commission that establishes or approves rates for the
furnishing cr sale of electric energy generated by a nuclear
power plant to which the nuclear decommissioning fund relates (1)
increases the proposed period over which decommissioning costs of
‘the nuclear power plant will be included in cost of service for
ratemaking purpeoses; (2) adjusts the estimated date on which the
nuclezar power plant will no longer be included in the taxpayer's
rate base for ratemaking purposes; or (3) reduces the amount of
decommissioning costs to be included in cost. of service for any
taxable year; and (B} the taxpayer's most recent regquest for a
schedule c¢f ruling amounts did not provide notice to the - Service
of the acticn by the public utility commission.

Section 1.468A-3(1)(2) of the regulations provides that any
taxpayer that has obtained a schedule of ruling amounts pursuant
to secticn 1.468A-3(h) can reguest a revised schedule of ruling
amounts. Such a request must be made in accordance with the
.rules of section 1.468A-3(h); thus, the Service shall not provide
a revised ruling amount applicable to a taxable year in response
to a request for a schedule of ruling amounts that is filed after
the deemed payment deadline date for such taxable year.

Section 1.468A-7(a) of the regulations provides, in general,
that an eligible taxpzyar is allowed a deduction for the taxable
year in which the taxpayer makes a cash payment (or is deemed to
make a cash payment) to a nuclear decommissioning fund only if
the taxpayer elects the application of section 4682 of the Code.
A separate election is required for each nuclear decommissioning
fund and for each taxable year with respect to which payments are
to be deducted under section 468A. In the case of an affiliated
group of corporations that join in filing a cconsolidated return
for a taxable year, the common parent must make a separate
election on behalf of each member whose payments to a nuclear
decommissioning fund during such taxable year are to be deducted
under section 468A. The election under section 468A for any
taxable year is irrevocable and must be made by attaching a
statement ("Election Statement") and a copy of the schedule of
ruling amounts provided pursuant to the rules of section 1.468A-3
to the taxpayer's federal income tax return (or, in the case of
an affiliated group of corporations that join in filing a
consolidated return, the consolidated return) for such taxable
year. The return to which the Election Statement and a copy of
the schedule of ruling amounts is attached must be filed on or
before the time prescribed by law (including extensions) for
filing the return for the taxable year with respect to which
paynents are to be deducted under section 468A.
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We have examined the
submitted by the Taxpayer
forth in the section 468A

¥

following conclusions:

1.

The Taxpayer has a qualifying interest in the
Plant and is, therefore, an eligible taxpayer
under section 1.468A-1(b) of the regulations.

The Commissions have determined the amount of
decommissioning costs to be included in the
Taxpayer's cost of service for ratemaking
purposes as regquired by section 1.468A-3(g)
of the regulations.

The Taxpayer has calculated the shares of the
total decommissioning costs allocable to each
of the Commissions, as required by section
1.468A-3(f)(2) of the regulations.

We are exercising our discretion under
section 1.468A-3(a) (4) of the regulations by
allowing the Taxpayer to use a formula for
determining the 5~year schedule of ruling
amounts. The approved formula is shown and
explained on page 5 of this ruling and the
resulting schedule of ruling amounts is shown
below. ' '

The maximum amount of cash payments made (or
deemed made) to the Fund during any tax year
is restricted to the lesser amount of the
decommissioning costs applicable to such Fund
or the ruling applicable to this Fund, as set
forth under section 1.468a-(2) (b) (1) of the
regulations.

The qualifying percentage under section
1.468A-3(43) (4) of the regulations is
calculated to be 85.71 percent.

representations and information

in relation to the requirements set
of the Code and the regulations
thereunder. Based solely on these representatiocns, we reach the

Based on the above determinations, we conclude that the
Taxpayer's proposed schedule of ruling amounts satisfies the
requirements of section 468A of the Code. The following schedule
of ruling amounts is specifically approved for the Commissions:
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APPROVED REVISED SCEEDULE CF RULING AMOUNTS
TAXABLE YERRS 1995 THROUGH 19389

COMMISSION B COMMISSION B COMMISSION B

YEAR COMMISSION A WHOLESALE IS POWER SALES 1995 TARIFF TOTAL
1995  $1,400,263 £36,533 $25,375 $110,902 $1,573,073
EACH YEAR
1996
THROUGH :
1995  $1,400,263 - $36,533 -0- $176,765 $1,613,561

In exercising our discretion under section 1.468a-3(a) (4) of
the regulations, the approved schedule of ruling amounts is being
limited to a 5-year period under section 1.468A-3(1i) (1) (ii)(a).
Moreover, appreoval of the schedule of ruling amounts is
contingent on there being no change in the facts and
circumstances, known or assumed, at the time this ruling is
issued. If any of the events described in section
1.468A-3(1) (1) (iii) occur in future years, the Taxpayer must
request a review and revision of the schedule of ruling amounts.
Under section 1.468A-3(i) (1) (iv), the Taxpayer is required to
file such a reguest on or before the deemed payment deadline date

for the first taxable year in which the rates reflecting such
zction became effective.

The approved schedule of ruling amounts is relevant only to
those payments made to the Fund. Payments allocable to any funds
other than the Fund cannot gqualify for purposes of the deduction
under the provisions of section 468A of the Code. As stated
above, payments made to the Fund can qualify only to the extent

at they do not exceed the lesser of the decommissioning costs
applicable to the Fund or the ruling amounts applicable to the
Fund in the taxable year.

Except as specifically set forth above, no opinion is
expressed concerning the federal income tax consequences of the
above described facts under any other provision of the Code or
regulations. This letter miling is directed only to the taxpayer

who reguested it. Section 6110(3) (3) of the Code provides that
+his ruling may not be used or cited as precedent.

In accordance with the power of attorney on file, a copy cf
this letter is being sent to your authorized legal
representative. Pursuant to section 1.468A-7(a) of the
regulations, a copy of this letter must be attached (with the
required Election Statement) to the Taxpayer's federal income tax
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return for each taxable year in which the Taxpayer claims a
deduction for payments made to the Fund.

Sincerely yours,

(heka® Qmug[?&‘

CEARLES B. RAMSEY
Chief, Branch 6

Cffice of the Assistant
Chief Counsel

(Passthroughs and Special
Industries)

Enclosure:
6110 copy



PECO ENERGY COMPANY
1.D. No.: 23-0970240
1995 Election Under Section 468A

Limerick Generating Station - Unit 1

PECO Energy Company, EIN #23-0970240, located at 2301 Market Street,
Philadelphia, PA 19101, hereby makes an election under Code Section 468A
pursuant to Treasury Regulation 1.468A-7 for the taxable year 1995.

The election is made with respect to Unit 1 of the Limerick Generating Station
located at Evergreen and Sanatoga Roads, P.O. Box A, Sanatoga, PA
19464. The employer identification number for the Limerick 1 Nuclear
Decommissioning Fund is 23-6919896.

There were no actual cash payments made to the Nuclear Decommissioning
Fund during the taxable year that were not treated as deemed cash
payments under Treasury Reguiation 1.468A-2(c)(1). The total amount of
cash payments deemed made to the Nuclear Decommissioning Fund under
Treasury Regulation 1.468A-2(c)(1) for 1995 is $5,655,012. The cost of
service amount for the taxable year 1995 is $5,655,012.

Attached is a schedule of Ruling amounts obtained by PECO Energy
Company wiith respect to Unit 1 of the Limerick Generating Station.

s:\Wwp5S1\¥fitrtn95\electiomd68Algs1.doc
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Internal Révenue Service

Patricia M. Healy

Gerald P. Farano

Reid & Priest

701 Pennsylvania Ave., NW.
Washingteon, D.C. 20004

In Re: PECO Energy Company

Department of the Treasury

Wash}ngton, DC 20224

Person to Contact:
Paul Handleman

Telephone Number:
(202) 622-3110

Refer Reply To:

CC:DOM:P&STI:6 - TR-31-02631-95

ate: -~ - mmn
Date: rez 27 izo:

ey

Revised Schedule of Ruling Amounts for
Limerick Generating Station, Unit 1

Dear Ms. Healy and Mr. Farano:

The enclosed copy of a letter is sent to you under the
provisions of a power of attorney currently on file with the

Internal Revenue Service.

Enclosure:
Copy of letter

Sincerely yours,

4 A @_L 2 g @cm- Ju.j/l’ =

CHART.ES B. RAMSEY

Chief, Branch 6

Cffice of the Assistant
Chief Counsel

(Passthroughs and Special

Industries)

Letter 1690 (Rev.

10-90)



ernal Hevenue Se-ice Department. .he Treasury

PO. Box 7604
Ben Frankiin Station
Indaex Numbar: 468A.04-02 Washington. DC 20044

Person to Contact:
J. Barry Mitchell 1 Handleman
vice President, Finance P epnane i b2
and Treasurer (%?:la ?2 3110
PECO Energy Company etef Reply to:
2301 Market Street

: CG;DOM: P&SI:6 —— TR-31-02631-95
Philadelphia, PA 19101 ate:

FEB 27 196

In re: Revised Schedule of Ruling Amounts
Limerick Generating Statien, Unit 1

. Lagend s “This document may not be ised or ced as precudwt

Secrion 610 @ [3) of the lntemal Revenue Coda”

Taxpayer = PECC Energy Company
E.I.N.: 23=-0970240

Location

Saratecga, Pennsylvania

Commission A

i

Pennsylvania Public Utility Commission

Commission B

]

Federal Energy Regulatory Commission

State X = Pennsylvania

Firm = NUS Corporation
Gaitherburg, Marylangd

District = Philadelphia, Pennsylvania

l Plant = Limerick Generating Station, Unit 1
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Dear Mr. Mitchell: .

This letter responds to your request dated
November 17, 13585, and additional correspondence, that was
submitted by your authorized legal representative on behalf of
the Taxpayer. The request is for a revised schedule of ruling
apounts under the mandatory review regquirement of section
1.4582-3(1) (1) (1ii) (A) of the Income Tax Regulations for the
- Taxpayer's nuclear decommissiocning fund (the "Fund") under the
jurisdiction of Commissicn A and Commission B (the
"Commissions"). The required information for the schedule cf
ruling amounts was subritted on behalf of the Taxpayer pursuant
+o section 1.4682-3(h){2}.

The Taxpayer has represented the feollowing facts and
informaticn:

The Taxpayer is incorporated in State X and is an operating
utility providing electric and gas service in State X. The
Taxpayer is subject to the audit jurisdiction of the District.
The Taxpayer owns 100 percent cof the Plant, which is situated at
Location. The Plant began commercial operations in 1986 and the
Plant's cperating license issued by the Nuclear Regulatory
commission expires at midnight on October 26, 2024.

Commission A, in Docket No. R-8%1364, effective
April 19, 1980 {(the "1950 Order"), approved the amount of
decommissioning costs included in the Taxpayer's cost of service
for ratemaking purposes for electrical energy sales to State X
customers. Ccmnission A reviewed the components of the
Taxpayer's cost of service, including the portion allocated to
Commission B. In the 1950 Order, the jurisdictional percentages
were allocated to Commission A in the amoun® of $3.822 percent of
total electrical energy sales and to Commission B in the amount
of 6.178 percent of total electrical energy sales for a total of
100 percent. The Commission B jurisdiction was further divigded
such that 4.563 percent was allocable to Commission B Power Sales
and 1.615 percent was allocable to Commission B Wholesale Sales.

Commission B, in Docket No. ER91-473-000, effective
October 1, 1931 (the "19891 Order™), increased the jurisdictional
percentage allocated to Commission B Wholesale Sales to 2.1163
percent. Effective May 16, 1985, in Docket No. ER95-770-000,
Commission B accepted an electric tariff (the "1995 Tariff")
allowing the Taxpayer to enter into separate power sales
agreements. The jurisdictional percentage allocated to
Commission B Power Sales under the 1995 Tariff is 12.888 percent.
Approval of these jurisdictional percentages is granted
notwithstanding that the sum of the percentages for the
Commissions exceeds 100 percent. Approval is granted based on
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the Taxpayer S representation that this’excess is due to

difference in the timing and procedures of the Commission A and
Commission B rate cases.

on August 28, 1¢91, the Internal Revenue Service last
approved a formula under section 1.468a~3(a) (4) of the
regulations for determining the Taxpayer's revised schedule of
ruling amcunts. In exercising our discretion under section
1.468A-3(a) (4), the revised schedule of ruling amounts was
‘limited to a 5-year period under section 1.4683-3(i)(1)(ii)(a).

Thus, the Taxpayer reguests 2 new revised schedule of ruling
zmountcs.

For the years 1935 through 1999, Commission 2 in the 18%0
Order included decommissioning costs in the Taxpayer's cost of
service in the amount of $5,004,465 a year.

For the years 1955 through 1559, Commission B in the 1981
Order included decommissioning costs in the Taxpayer's cost of
service under the Commission B Wholesale Sales in the amount of
$125,391 a year. For the year 1995, decommissioning costs are
included under the Commission B Power Sales in the amount of
$50,688 and under the Commission B 1995 Tariff in the amount of
5434,476. For the years 1996 through 1599, decommissioning costs

are included under the Commissicon B 1995 Tariff in the amcount of
$6%2,505 a vyear.

Contrary to the required information under section
1.468A-3(h) (2)(vi) (B)(8), (&), (Z), and (8) of the regulationms,
the Commissions have not stated the estimated total cost of
decommissioning the Plant in future dollars; the estimated cost
of decommissioning expressed in futures dollars for each taxable
year beginning in the estimated year in which substantial
decommissioning costs will first be incurred and ending with the
estimated year decommissioning will be substantially complete;
the methodology used in converting the estimated cost of
decommissioning expressed in current dollars to future dollars;
and the assumed after-tax rate of return to be earned cn the Fund
assets. Instead, the Commissions use a methodology for
decommissioning the Plant that is based solely on the current
cost of decommissioning. This method is referred to as the
Constant Current Accrual Metheod (the "Method"). Under the
Method, there are no estimates made as to future inflation rates,
future costs or (except for relatively short periods set at 7.0
percent} future interest rates.

The current cost of decommissioning the Plant is based upon
a detailed engineering study prepared by the Firm that reflects
the cost of decommissioning the Plant currently. This study is
updated periodically. In the interim, the current
decommissioning costs are redetermined bv applying a series of
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inflation indices intended to measure the cost increase within
each of the various components of decommissioning. The Taxpayer
claims that this is the most conservative approach to funding the
future cost of decommissioning because it is besad on actual

facts that are known rather than on future earnings and the
growth of costs.

The method of decommissioning the Plant is the izmediate
dispantling method. The estimated year in which substantial
decommission*ng costs will first be incurred is the year 2024,

The estimated year in which the decommissioning of the Plant will
be substantially cozpleted is the year 2033. The estimated date .
in which the Plant will no longer be included in the Taxpayer's
rate base for ratemaking purposes, as determined by the
Commissions in establishing or approving rates durln, the first

ratemaking pr-oceed in which the Plant was included in *he
Taxpayer's rate base, is 2024,

For Cormission A and Commission B Power Sales, the total

estimated cost of decommissioning the Plant is $19%6,2635,000

(in 1950 dollars)., For Commission B Wholesale Sales, the total
estimated cost of decommissioning the Plant is $217,255,000 (in
1991 dollars). For the Commission B 1995 Tariff, the total
"estimated cost of decommissiconing the Plant is $196,773,846 (the
weighted average between $196,265,000 and $217,255,000). &As of
January 1, 1995, the asset balance of the Fund was $45,274,356.

The funding period and funding limitation period began on
January 1, 1986 and ends on December 31, 2024. The estimated
period for which the Fund is to be in effect is 39 years (1986
through 2024) and the estimated useful life of the Plant is 39

years (1986 through 2024). Thus, the Taxpayer has calculated the
cualifying percentage to be 100 percent.

&

Under the Method, the Taxpayer determines the current
portion of the Taxpayer's cost of decommissioning the Plant. The
cost is the product of the qualifying percentage and the total
current decommissioning ceost for the Plant. In order to
determine the amount of any "underfunding," the Taxpayer
subtracts the actual amount accumulated in the Fund from the
amcunt that should be in the Fund. If "underfunding" occurs, the
amount of the "underfunding” would be amortized over the same
period approved by the Commissions. Thus, in determining the
amount of the schedule of ruling amounts under the Method for the

Taxpayer's 1955 through 1999 tax years, the following formula was
used:
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{TC x QP + F.Y

A c
where:

QB = balance in the Fund,

QP = gualifying percentage,

TC = the Taxpayer's share of the total cest to
decommission currently,

A = totzl number of years for the Taxpayer's
collection cf decommissioning costs,

B = total number of years since the Taxpayer first
began collecting decommissioning costs, and

C =

total number of years remaining for the Taxpayer's
collection of decommissioning costs.

Because the effective date of the Commission B 1995 Tariff
does not correspond to the beginning or end of a taxable year,
computations under the formula for 1995 require the use of a
welghted average. Although the Method and resulting formula
would allow the Taxpayer to recompute the ruling amount each
year, the Taxpayer represents that it only will perform the
computation when either of the Commissions adjusts the amount of
decommissioning cests inciuded in the Taxpayer's cost of service
for ratemaking purposes through a base rate proceeding. Thus,
the Taxpayer requests specified dollar ruling amounts for the
Commissicns and is limiting its request to a 5-year pericd.

Section 4682a of the Code provides that a taxpayer may elect
tc deduct the anmount of payments made to a qualified nuclear
decommissioning fund. However, section 468A(b) limits the amount
paid into the fund for any taxable year to the lesser of the
amount of nuclear decommissioning costs allocable to the fund
that is included in the taxpayer's cost of service for ratemaking

purposes for the taxable year or the ruling amount applicable to
that year. :

Section 468A(d) (1) cf the Code provides that no deductien
shall be allowed for any payment to the nuclear decommissioning
fund unless the taxpayer requests and receives from the Secretary
a schedule of ruling amounts. The "ruling amount® for any
taxable vear is defined under section 468A(d) (2) as the amount
which the Secretary determines to be necessary to funé that
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portion of nuclear decommissioning cosfs which bears the same
ratio to the nuclear power plant as the periocd for which the fungd
is in effect bears to the estimated useful life of the plant.
This term is further defined to include the amount necessary to
prevent excessive funding of nuclear decommissioning costs or
funding of these costs at a rate more rapid than level funding,
taking into account such discount rates as the Secretary deems
appropriate.

Section 468A(g) of the Code provides that a taxpayer shall
be deemed to have made a payment to the nuclear decommissioning
fund on the last day of the taxable year if the payment is made
on account of the taxable year within 2% months after the close
cf the taxable year.

Section 1.468A-1(a) of the regulations provides, in part,
that an eligible taxpayer may elect to deduct nuclear
decommissioning costs under section 4682 of the Code. An
"eligible taxpayer," as defined under section 1.468A-1(b) (1), is
a taxpayer that has a qualifying interest in a nuclear power
plant. As defined under section 1.468A-1(b)(2), a "qualifying
interest" is, among other things, a direct ownership interest,
including an interest held as a tenant in commen or joint tenant.

Section 1.468A-2(b) (1) of the regqulations provides, in part,
that the maximum amount of cash payments made (or deemed made) to
a nuclear decommissioning fund during any taxable yvear shall not
exceed the lesser of (i) the cost of service amount applicable to
the nuclear decommissioning fund for such taxable year; (ii) or
the ruling amount applicable to the nuclear decommissioning fund
for such taxable year.

Section 1.468A~-3(a) (1) of the regulations generally
provides, in part, that a schedule of ruling amounts for a
nuclear decommissioning fund is a ruling specifying annual
payments that, over the taxable years remaining in the "funding
period" as of the date the schedule first applies, will result in
a projected balance of the nuclear decommissioning fund as of the
last day of the funding period egual to (and in no event more
than) the “amount of decommissioning costs allocable to the
fund."”

Section 1. 468A-3(a)(2) of the regulations prov1des that, to
the extent consistent with the principles and provisions of
section 1.468A-3, each schedule of ruling amounts shall be based
on the reasonable assumptions and determinations used by the
applicable public utility commission(s) in establishing or
approving the amount of decommissioning costs to be included in
the cost of service for ratemaking purposes, taking into account
amounts that are otherwise required to be included in the
taxpayer's income under section 88 of the Code and the
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regulations thereunder. Thus, for example, each schedule of
ruling amounts shall be based on the public utility commission'sg
reasonable assumptions concerning (i) the after-tax rate of
return to be earned by the amounts collected for decommissioning;
(ii) the total estimated cost of decommlsSLOnlng the nuclear
power plant; and (iii) the frequency of contributions to the
nuclear decommissicning fund for a taxable yvear.

Under section 1.468A-3(a)(3) of the regulations, the
Internal Revenue Service shall provide a schedule of ruling
amounts that is identical to the schedule proposed by the
taxpayer, but no such schedule shall be provided unless the

taxpayer's proposed schedule is consistent with the principles
and provisions of section 1.468A-3.

Section 1.468A-3(a)(4) of the regulations provides that if,
in establishing or approving the amount of decommissioning costs
to be included in cost of service for ratemaking purposes, the
applicable public utility commission uses an estimated ccst of
decommissioning that is based on price levels in effect at the
time of the ratemaking proceedlng (i.e., the public utlllty
commission does not estimate the cost of decommissioning in

in its discretion, provide a
formula eor method for determining a schedule of ruling amcunts
{rather than a schedule specifying a dollar amount for each

taxable year) that is consistent with the principles and
provisions of section 1.468a-3.

Section 1. 468A-3(b) (1) of the regulations provides that the
ruling amount, specified in a schedule of ruling amounts, for any
taxable year in the level funding limitation period shall not be
less than the ruling amount specified in such schedule for any
earlier taxable year. Under section 1.468a-3(b)(2)(i} and (ii),
the level funding limitation period begins on-the first day of
the first taxable year for which a deductible payment is made to
the nuclear decommissioning fund and ends on the last day of the
taxable year that includes the estimated date on which the

nuclear power plant will no longer be included in the taxpayer's
rate base for ratemaking purposes.

Section 1.468A~-3(c)(1)(i) and (ii) of the regulations
prov1des that the funding period for a nuclear decommissioning
fund is the period that begins on the first day of the first
taxable year for which a deductible payment is made (or deemed to
be made) to such nuclear decommissioning fund and ends the later
of the last day of the taxable year that includes the estimated
date on which decommissioning costs of the nuclear power plant to
which the nuclear decommissioning fund relates will no longer be
included in the taxpayer's cost of service for ratemaking
purposes; or the last day of the taxable year that includes the
estimated date cn which the nuclear power plant to which the
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nuclear-decommissioning fund relates will no longer be included
in the taxpayer's rate base for ratemaking purposes.

Section 1.468A-3(d) (1) of the regulations provides that the
amount of decommissioning costs allocable to a nuclear
decommissiconing fund is the taxpayer's share of the total
estimated cost of decommissioning the nuclear power plant
multiplied by the qualifying percentage.

Section 1.468A-3(d)(2) (i) of the regulations provides, in
part, that the total estimated cost of decommissioning a nuclear
power plant is the reasonably estimated cost of decommissioning
used by the applicable public utility commission in establishing
or approving the amount of these costs, to -be included in cost of
service for ratemaking purpcses. :

Section 1.468A-3(d4)(3) of the regulations provides that a
taxpayer's share of the total estimated cost of decommissioning a
nuclear power plant equals the total estimated cost of
decorrissioning the plant multiplied by the taxpayer's qualifying
interest in the plant.

Section 1.468A-3(d)(4) (i) of the regulations provides that
the qualifying percentage for any nuclear decommissioning fund is
equal to the fraction, the numerator of which is the number of
taxable years in the estimated period for which the nuclear
decommissioning fund is to be in effect and the denominator of
which is the number of taxable years in the estimated useful life
cof the applicable nuclear power plant.

Under section 1,468A-3(d)}(4)(ii)} of the regulaticns, the
estimated periocd for which a nuclear decommissioning fund is to
be in effect (A} begins on the later of the first day of the
first taxable year for which a deductible payment is made to the
nuclear decommissioning fund or the first day of the taxable year
that includes the date that the nuclear power plant begins
commercial operations; and (B) ends on the last day of the
taxable year that includes the estimated date on which the
nuclear power plant to which the nuclear decommissioning fund
relates will no longer be included in the taxpayer's rate base
for ratemaking purposes. Likewise, under section
1.468A-3(d) (4) (iii), the estimated useful life of a nuclear power
plant (&) begins on the first day of the taxable year that
includes the date that the plant begins commercial operations:;
and (B) ends on the last day of the taxable year that includes
the estimated date on which the nuclear power plant will no
longer be included in the taxpayer's rate base for ratemaking
purposes.

Section 1.468A-3(e)(3) of the regulations provides that, for
purposes of section 1.468A-3(d)(4)(ii) and (iii), the estimated
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date.on which.the- nuclear power plant to which the nuclear
decomnissioning fund relates will no longer be included in the
taxpayer's rate base for ratemaking purposes is determined under
the ratemaking assumptions used by the applicable public utility
commrission in establishing or approving rates during the first
ratemaking proceeding in which the nuclear power plant was
included in the taxpayer's rate base.

Section 1.468A-3(f) (1) of the requlations provides that if
: two or more public utility commissions establish or approve rates
for electric energy generated by a single nuclear power plant,
then the schedule of ruling amounts shall be separately
determined pursuant to the rules of sections 1.468A-3(a) through
(e) for each public utility commission that has determined the
amount of decommissioning costs to be included in the cost of
service for ratemaking purposes for this plant. Under
section 1.46B8A-3(f)(2), this separate determination shall be
based on the reasonable assumptions and determinations used by
the relevant public utility commission and shall take into
account only that portion of the total estimated cost of
decommissioning that is properly allocable to the ratepayer whose
rates are established or approved by the public utility
commission. According to section 1.468A-3(f) (3), the maling
amounts for any tax year is the sum of the ruling amounts for

such tax year determined under the separate schedules of ruling
ameunts,

Section 1.468A-3(g) of the regulations provides that the
Service shall not provide a taxpayer with a schedule of ruling
amounts for any nuclear decommissioning fund unless *the pudblic
vtility commission that establishes or approves the rates for
electric energy generated by the plant to which the nuclear
decommissiconing- fund relates has (1) determined the amount of
decommissioning costs to be included in the taxpayer's cost of
service for ratemaking purpeses; and (2) has disclosed the
after~tax rate of return and any other assumptions and
determinations used in establishing or approving the amount.

Section 1.468A-3(h)(2) of the regulations enumerates the
information required to be submitted by a taxpayer in order to
receive a ruling amount for any taxable year.

Under section 1.468A-3(i) (1) (ii) (A) of the regulations, any
taxpayer that has obtained a formula or method for determining a
schedule of ruling amounts for any taxable year under section
1.468A-3(a) (4) (which applies when a public utility commission
estimates decommissioning costs in current dollars) must file a
request for a revised schedule of ruling amounts on or before the
deemed payment deadline for its fifth taxable year that begins

after its taxable year in which the most recent formula or method
was received.
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Section 1.468A-3(i)(1)(iil) of the regulations provides that

a taxpayer is required to request a revised schedule of ruling
amounts for a nuclear decommissioning fund if (A) any public
utility commission that establishes or approves rates for the
furnishing or sale of electric energy generated by a nuclear
power plant to which the nuclear decommissioning fund relates (1)
increases the proposed period over which decommissioning costs of

_the nuclear power plant will be included in cost of service for
‘ratemaking purposes; (2) adjusts the estimated date on which the
nuclear power plant will no longer be included in the taxpayer's
rate base for ratemaking purpeses; or (3) reduces the amount of
decomnissioning costs to be included in cost of service for any
taxable year; and (B) the taxpayer's most recent regquest for a
schedule of ruling amounts did not provide notice to the Service
of the action by the public utility commission.

Section 1.468A-3(1i)(2) of the regulations provides thkat any
taxpayer that has obtained a schedule of ruling amocunts pursuant
tc section 1.4682~3(h) can request a revised schedule of ruling
amounts. Such a request must be made in accordance with the
rules of section 1.468A-3(h); thus, the Service shall not provide
‘a. revised ruling amount applicable to a taxable year in response
to a request for a schedule of ruling amounts that is filed after
the deemed payment deadline date for such taxable year.

Section 1.468A-7(a) of the regqulations provides, in general,
that an eligible taxpayer is allowed a deduction for the taxable
year in which the taxpayer makes a cash payment (or is deemed to
make a cash payment) to a nuclear decommissioning fund only if
the taxpayer elects the application of section 468A of the Code. °
A separate election is regquired for each nuclear decommissioning
fund and for each taxable year with respect to which payments are
to be deducted under section 468A. In the case of an affiliated
group of corporations that join in filing a consolidated return
for a taxable year, the commeon parent must make a separate
election on behalf of each member whose payments to a nuclear
decommissiening fund during such taxable yvear are to be deducted
under section 468A. The electicn under section 468A for any
taxable year is irrevocable and must be made by attaching a
statement ("Election Statement") and a copy of the schedule of
ruling amounts provided pursuant toc the rules of section 1.468A-3
to the taxpayer's federal income tax return (or, in the case of
an affiliated group of corporations that join in filing a
consolidated return, the consolidated return) for such taxable
year. The return to which the Election Statement and a copy of
the schedule of ruling amounts is attached must be filed on or
before the time prescribed by law (including extensions) for
filing the return for the taxable year with respect to which
payments are to be deducted under section 468A.
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We have examined the representations and information
submitted by the Taxpayer in relation to the requirements set
forth in the section 468A of the Code and the regulations
thereunder. Based scolely on these representations, we reach the

following conclusions:

1.

The Taxpayer has a qualifying interest in the
Plant and is, therefore, an eligible taxpayer
under section 1.468A-1(b) of the regulations.

The Commissions have determined the amocunt of
decommissioning costs to be included in the
Taxpayer's cost of service for ratemaking

purposes as required by section 1.468A-3(g)
of the regulations.

The Taxpayer has calculated the shares of the
total decommissioning costs allocable ta each
of the Commissions, as reguired by secticn
1.468A-3(f) (2) of the regulations.

We are exercising our discretion under
section 1.468A-3(a} (4) of the regulations by
allowing the Taxpayer to use a formula for
determining the S~-year schedule of ruling
amounts. The approved formula is shown and
explained on page 5 of this ruling and the

resulting schedule of ruling amounts is shown
below.

The maximum amount of cash payments made (or
deemed made) to the Fund during any tax year
is restricted to the lesser amount of the

decommissioning costs applicable to such Fund
or the ruling applicable to this Fund, as set

forth under section 1.463A-{2}(b) (1) of the
regulations.

The qualifying percentage under section
1.468A-~3(4) (4) of the regulaticns is
calculated to be 100 percent.

Based on the above determinations, we conclude that the
Taxpayer's proposed schedule of ruling amounts satisfies the
requirements cof section 468A of the Code. The following schedule
of ruling amounts is specifically approved for the Commissions:
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APPROVED REVISED SCHEDULE OF RULING AMOUNTS
TAXABLE YEARS 1995 THROUGH 1699

COMMISSION B COMMISSION B COMMISSION B

YEAR COMMISSION A WHOLESALE SALES POWER SAITS 1995 TARIFF TOTAL
1995 5,036,282 - $131,309 $91,264 $415,342 $5,674,197
EACH YEAR

1956

TEROUGH

1999 $5,036,282 $131,309 -0- $662,008 $5,829,599

In exercising our discretion under section 1.468A-3(a)(4) of
the regulations, the approved schedule of ruling amounts is being
limited to a 5-year period under section 1.468A-3(i) (1) (ii) (a).
Moreover, approval cof the schedule of ruling amounts is
contingent on there being no change in the facts and
circumstances, known or assumed, at the time this ruling is
issued. TIf any of the events described in section
1.468A-3(1)(1)(iii) occur in future years, the Taxpayer must
request a review and revision of the schedule of ruling amounts.
Under section 1.468A-3(i)(1)(iv), the Taxpayer is required to .
file such a request on or before the deemed payment deadline date

for the first taxable year in which the rates reflecting such
action became effective.

The approved schedule of ruling amcunts is relevant only teo
those payments made to the Fund. Payments allocable to any funds
other than the Fund cannot qualify for purposes of the deduction
under the provisions of section 468A of the Code. As stated
above, pavments made to the Fund can gualify only to the extent
that they 8o not exceed the lesser of the decommissioning costs

applicable to the Fund or the ruling amounts apvlicable to the
Fund in the taxable vear.

Except as spec1f1Ca11y set forth above, no opinion is
expressed concerning the federal income tax consequences of the
above described facts under any other provisien of the Code or
regulations. This letter ruling is directed only to the taxpayer
who requested it. Section 6110(3)(3} of the Code provides that
this ruling may not be used or cited as precedent.

In accordance with the pover of attorney on file,
this letter is being sent to your authorized legal
representative. Pursuant to section 1.468A-7(a) of the
regulations, a copy of this letter must be attached (wlth the
required Election Statement) to the Taxpayer's federal income tax

a copy of
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return for each taxable year in which the Taxpayer claims a
deduction for payments made to the Fund.

Sincerely yours,

Ch CAJU\%?M//’ &

CHARIES B. RAMSEY
Chief, Branch 6

Office ©f the Assistant
Chief Counsel

(Passthroughs and Specizl
Industries) '

- Enclosure:

6110 copy



PECO ENERGY COMPANY
" LD. No.: 23-0970240
1995 Flection Under Section 463A

Limerick Generating Station - Unit 2

PECO Energy Company, EIN #23-0970240, located at 2301 Market Street,
Philadelphia, PA 19101, hereby makes an election under Code Section 468A
pursuant to Treasury Regulation 1.468A-7 for the taxable year 1995.

The election is made with respect to Unit 2 of the Limerick Generating Station
located at Evergreen and Sanatoga Roads, P.O. Box A, Sanatoga, PA
18464. The employer identification number for the Limerick 2 Nuclear
Decommissioning Fund is 23-2639658.

There were no actual cash payments made to the Nuclear Decommissioning
Fund during the taxable year that were not treated as deemed cash
payments under Treasury Reguiation 1.468A-2(c)(1). The total amount of
cash payments deemed made to the Nuclear Decommissioning Fund under
Treasury regulation 1.468A-2/c)(1) for 1995 is $4,624,860. The cost of
service amount fo, the taxable year 1995 is $4,626,524.

Attached is a schedule of Ruling amounts obtained by the PECO Energy
Company with respect to Unit 2 of the Limerick Generating Station.

S:wpS1¥fitrin9S\election\468Algs2.doc
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Internal. Revenue- Service Department of the Treasury
Washington, DC 20224
i

Person to Contact:

Patricia M. Healy Paul Handleman

Gerald P. Farano Telephone Number:

Reid & Priest (202) 622-3110

701 Pennsylvania Ave., NW. Pefer Reply To:

Washingten, D.C. 20004 CC:DOM:P&ST:6 — TR—-31-02632-95

Date: FER 28 1986

In Re: PECQO Energy Conmpany
Revised Schedule of Ruling Amounts for
Limerick Cenerating Station, Unit 2

Dear Ms. Healy and Mr. Farano:

The enclosed copy of a letter is sent to you under the

provisions of a power of attorney currently on file with the
Internal Revenue Service.

Sincerely yours,

p— T
Kad a "-.; ) .:. J !1
CheyJua B Kawasgr s
CHARLES B. RAMSEY
Chief, Branch 6
Office of the Assistant
Chief Counsel
{Passthroughs and Special
Iindustries)

Enclasure:
Copy of letter

Letter 1690 (Rev. 10-80)
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internai Hevenue Ser e Department ot wne Treasury

PO. Box 7604
Ben Frankiin Station
Index Kumber: 4682A.04~02 Washington, DC 20044
. ' Personto Contact:
J. Barry Mitchell Paul Handleman
Vice President, Finance Tetephone Number:
and Treasurer (202) 622~3110
PECO Energy Company Refer Reply to-
2301 Market Sireet Cﬁ;DOH:P&SI:G -= TR~31-02632-95
Philadelphia, PA 191C1 ate:
Ft8 28 8
In re: Revised Schedule ¢f Ruling Amounts

Limerick Generating Station, Unit 2

aae hot pt or cired a 9}’C'd:m
r ¢ enwe Codta
Legends mggg_oa Th0 § (3 of the lvermel R
Taxpayer = PECO Energy Company

E.I.N.: 23-0%70240

Plant = Limerick Generating Statiecn, Unixt 2
Location = Saratoga, Pennsylvania
Commission & = Pennsylvania Public Utility Commission

Commission B = Federal Energy Regulatory Commission

State X = Pennsylvania

Firm = NUS Corporatiocn
Gaitherburg, Maryland

District - = Philadelphia, Pennsylvania
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Dear Kr. Mitchell: p

This letter responds to your request dated
November 17, 1395, and additional correspondence, that was
submitted by your authorized legzl representative on behalf of
the Taxpayer. The reguest is for a revised schedule of ruling
amounts under the mandatory review requirement of section
1.468A-3(1) (1) (ii) (A) of the Income Tax Regulations for the
Taxpayer's nuclear decommissioning fund (the "Fund") under the
jurisdiction of Commission 2 and Commission B (the
"Commissions"). The reguired information for the schedule of

ruling amounts was submitted on behalf of the Taxpayer pursuant
to sectiecn 1.468A~-3(h)(2).

The Taxpayer has represented the following facts and
information:

The Taxpayer is incorporated in State X and is an operating
utility providing electric and gas service in State X. The
Taxpayer is subject to the audit jurisdiction of the District.
The Taxpayer owns 100 percent of the Plant, which is situated at
Location. The Plant began commercial operations in 1990 and the
Plant's operating license issued by the Nuclear Regulatory
Commission expires at midnight on October 26, 20289.

Commission A, in Docket No. R-891364, effective
April 1%, 1990 (the "1930 Order”), approved the amount of
decommissioning costs included in the Taxpayer's cost of service
for ratemaking purposes for electrical energy sales to State X
customers. Commission A reviewed the components of the
Taxpayer's cost of service, including the portion allocated to
Commission B. In the 1990 Order, the jurisdictional percentages
were allocated to Commission A in the amount of 93.822 percent of
total electrical energy sales and to Commission B in the amount
of 6.178 percent of total electrical energy sales for a total of
100 percent. The Commission B jurisdiction was further divided
such that 4.563 percent was allocable to Comzissicn B Power Sales
and 1.615 percent was allocable to Commission B Wholesale Sales.

Commissien B, in Docket No. ER91-478-000, effective
October 1, 1991 (the "1991 Order™), increased the jurisdictional
percentage allocated to Commission B Wholesale Sales to 2.1163
percent, Effective May 16, 1995, in Docket No. ER95-770-000,
Commission B accepted an electric tariff (the "1595 Tariff")
allowing the Taxpayer to enter intc szparate power sales
agreements. The jurisdictional percentage allocated to
Commission B Power Sales under the 1995 Tariff is 12.888 percent.
Approval of these jurisdictional percentages is granted
notwithstanding that the sum of the percentages for the
Commissions exceeds 100 percent. Approval is granted based on
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decommlss;onlng costs are redetermined by applying a series of
inflation indices intended to measure the cost increase within
each of the various ccmponents of decommissioning. The Taxpayer
claims that this is the most conservative approach to funding the
future cost of decommissioning because it is based on actual

facts that are known rather than on future earnings and the
growch of costs,

The method of decommissioning the Plant is the immediate

" dismantling method. The estimated year in which substantial
decommissioning costs will first be incurred is the yezr 2029. :
The estimated year in which the decommissioning of the Plant will
be substantially completed is the year 2033. The estimated date
in which the Plant will no longer be included in the Taxpayer's
rate base for ratemaking purposes, as determined by the
Commissions in establishing or approving rates during the first
ratemaking proceed in which the Plant was included in the
Taxpayer's rate base, is 2029.

For Commission A and Commission B Power Sales, the total

estimated cost of decommissioning the Plant is $170,185,000

(in 1990 dollars). For Commission B Wholesale Sales, the total
estimated cost of decommissioning the Plant is $188,8%3,000 (in
1991 dollars). For the Commission B 1995 Tariff, the total
estimated cost of decommissioning the Plant is $170,693,621 (the
weighted average between $170,185,000 and $188,893,000). As of
January 1, 19595, the asset balance of the Fund was $20,098,044.

The funding perioed and funding limitation peried began on
January 1, 19%0 and ends on December 31, 2022. Th= esiizated
pericd for which the Fund is to be in effect 1s 40 years (1990
through 202%) and the estimated useful life of the Plant is 40
years (1990 through 2029). Thus, the Taxpayer has calculated the
qualifying percentage to be 100 percent.

Under the Method, the Taxpayer determines the current
portion of the Taxpayver's cost of decommissioning the Plant. The
cost is the product of the qualifying percentage and the tctal
current decommissioning cost for the Plant. In order to
determine the amount of any "underfunding,” the Taxpayer
subtracts the actual amount accumulated in the Fund from the
amount that should be in the Fund. If "underfunding"” occurs, the
arount of the "underfunding" would be amortized over the sanme
period approved by the Commissions. Thus, in determining the
amount of the schedule of ruling amounts under the Method for the

Taxpayer's 1895 through 1999 tax years, the following formula was
used:
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portion of nuclear decommissioning costs which bears the same
ratio to the nuclear power plant as the period for which the fund
is in effect bears to the estimated useful life of the plant.
This term is further defined to include the amount necessary to
prevent excessive funding of nuclear decommissioning costs or
funding of these costs at a rate more rapid than level funding,

takxing into account such discount rates as the Secretary deems
appropriazte.

Section 468A(g) of the Code provides that a taxpayer shall
be deemed to have made-a payment to the nuclear decommissicning
fund on the last day of the taxable year if the payment is made

on acceunt of the taxable year within 2% months after the close
of the taxakle year.

Section 1.468A~1(a) of the regulations provides, in part,
that an eligible taxpayer may elect to deduct nuclear
decommissioning costs under section 468A of the Code. 2n
"eligible taxpayer," as defined under section 1.488a-1(b)(1l), is
2 taxpayer that has a qualifying interest in a nuclear power
plant. As defined under section 1.468A-1(b)(2), a "qualifying
interest" is, among other things, a direct ownership interest,

- including an interest held as a tenant in commen or joint tenant.

Section 1.468a-2(b) (1) of the regulations provides, in part,
that the maximum amount of cash payments made (or deemed made) to
a2 nuclear decommissioning fund during any taxable year shall not
exceed the lesser of (i) the cost of service amount applicable to
the nuclear decommissioning fund for such taxable year; (ii) or

the ruling amount applicable to the nuclear decommissioning fund
for such taxable year.

-

Section 1.468A-3(a) (1) of the requlations generally
provides, in part, that a schedule of ruling amounts for a
nuclear decommissioning fund is a ruling specifying annual
payments that, over the taxable years remaining in the "funding
period” as of the date the schedule first applies, will result in
a projected balance of the nuclear deccmzissicning fund as of the
last day of the funding period egqual to (and in no event more

than) the "amount of decommissiening costs allocable to the
fund.

Section 1.468A-3(a)(2) of the regulations provides that, to
the extent consistent with the principles and provisions of
section 1.468A-3, each schedule of ruling amounts shall be based
on the reasonable assumptions and determinations used by the
applicable public utility commission(s) in establishing or
approving the amount of decommissioning costs to be included in
the cost of service for ratemaking purposes, taking into account
amounts that are otherwise reguired to be included in the
taxpayer's income under section 88 of the Code and the
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regulations thereunder. Thus, for exanple, each schedule of
ruling amounts shall be based on the public utility commission's
reasonable assumptions concerning (i) the after~tax rate of
return to be earned by the amcunts collected for decommissioning:
(ii) the total estimated cost of decommissioning the nuclear
power plant: and (iii) the frequency of contributions to the
nuclear decommissioning fund for a taxable year.

Under section 1.468A-3(a) (3) of the regulations, the
Internal Revenue Service shall providas a schedule of ruling
ezmounts that is identical to the schedule proposed by the
taxpayer, but no such schedule shall be provided unless the
taxpayer's proposed schedule is consistent with the principles
and provisions of section 1.468a-3.

Section 1.468A-3(a)(4) of the regulations provides that if,
in establishing or approving the amount of decommissioning costs
to be included in cost of service for ratemaking purposes, the
applicable public utility commission uses an estimated cost of
deconmissioning that is based on price levels in effect at the
time of the ratemaking proceeding (j.e., the public utility
commission does not estimate the cost of decommissioning in
future dollars), the Service may, in its discretion, provide a
formula or method for determining a schedule of ruling amocunts
(rather than a schedule specifying a dollar amount for each
taxable year) that is consistent with the principles and
provisions of section 1.468A-3.

Section 1.468A-3(b) (1) of the regulations provides that the
ruling amount, specified in a schedule of ruling amounts, for any
taxable year in the level funding limitation period shall not be
less than the ruling amount specified in such schedule for any
earlier taxable year. Under section 1.468A-3(b)(2) (i} and (ii),
the level funding limitation period begins on the first day of
the first taxable year for which a deductible payment is made to
the nuclear decommissioning fund and ends on the last day of the
taxable year that includes the estimated date on which the
nuclear power plant will no longer be included in the taxpayer's
rate base for ratemaking purposes.

Section 1.468A-3(c) (1) (i) and (ii} of the regulations
provides that the funding period for a nuclear decommissioning
fund is the period that begins on the first day of the first
taxable year for which a deductible payment is made (or deemed to
be made) to such nuclear decommissioning fund and ends the later
of the last day of the taxable year that includes the estimated
date on which decommissioning costs of the nuclear power plant to
which the nuclear decommissioning fund relates will no lcnger be
included in the taxpayer's cost of service for ratemaking
purposes; or the last day of the taxable year that includes the
estimated date on which the nuclear power plant to which the
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nuclear decommissioning fund relates will no longer be included
in the taxpayer's rate base for ratemaking purposes.

Section 1.468A-3(d) (1) of the regulations provides that the
smount of decommissioning costs allocable to a nuclear
decommissioning fund is the taxpayer's share of the total
estimated cost of decommissioning the nuclear power plant
multiplied by the qualifying percentage.

Section 1.468A-3(Q)(2) (i) of the regulations provides, in
part, that the total estimated cost of decommissioning a nuclear
power plant is the reasonably estimated cost of decommissioning
used by the applicable public utility commission in establishing
or approving the amount of these costs, to be included in cost of
service for ratemaking purpcses.

Section 1.468A-3(d) (3) of the regulations provides that a
taxpayer's share of the total estimated cost of decommissioning a
nuclear power plant eguals the total estimated cost of
decommissiconing the plant multiplied by the taxpayer's qualifying
interest in the plant.

Section 1.468A-3(ad) (4) (1) of the regulations provides that
the gqualifying percentage for any nuclear decommissioning fund is
equal to the fraction, the numerator of which is the number of
taxable years in the estimated period for which the nuclear
decommissioning fund is to be in effect and the denominator of
which is the number of taxable years in the estimated useful life
of the applicable nuclear power plant.

Under section 1.468A-3(4)(4)(1i) of the regulations, the
estimated period for which a nuclear decommissioning fund is to
be in effect. (A) begins on the later of the first day of the
first taxable year for which a deductible payment is made to the
nuclear decommissioning fund or the first day of the taxable year
that includes the date that the nuclear power plant begins
commercial operations; and (B) ends on the last day of the
taxable year that includes the estimated date on which the
nuclear power plant to which the nuclear decommissioning fund
relates will no longer be included in the taxpayer's rate base
for ratemaking purposes. Likewise, under section
1.468A-3(d)(4)(iii), the estimated useful life of a nuclear power
plant (A) begins on the first day of the taxable year that
includes the date that the plant begins commercial operations:
and (B) ends on the last day of the taxable year that includes
the estimated date on which the nuclear power plant will no

longer be included in the taxpayer's rate base for ratemaking
purposes.

Section 1.468A-3(e) (3) of the regulations provides that, for
purpeses of section 1.468A~-3(d)(4)(ii) and (iii), the estimated
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Section 1.468a-3(i) (1) (iii) of the regulations provides that
a taxpayer is required to request a revised schedule of ruling
axounts for a nuclear decommissioning fund if (A) any public
utility commission that establishes or approves rates for the
furnishing or sale of electric energy generated by a nuclear
power plant to which the nuclear decommissicning fund relates (1)
increases the proposed period over which decommissioning costs of
the nuclear power plant will be included in cost of service for
" ratemaking purposes; (2) adjusts the estimated date c¢n which the
nuclear power plant will neo longer be included in the taxpayer’s
rate base for ratemaking purposes; or (3) reduces the amount of
decommissioning costs toc be included in cost of service for any
taxable year; and (B) the faxpayer's most recent reguest Ior a
schedule of ruling amounts did not provide notice to the Service
of the action by the public utility commission.

Section 1.468A-3(1i){(2) of the regulations provides that any
taxpayer that has obtained a schedule of ruling amounts pursuant
to section 1.488a-3{(h) can request a revised schedule of ruling
amounts. Such a2 redquest must be made in accerdance with the
rules of section 1.468A-3(h); thus, the Service shall not provide
a revised ruling amount applicable to a taxable year in response
to a reguest for a schedule of ruling amounts that is filed after
the deemed payment deadline date for such taxable year.

Section 1.468A-7(a) of the requlations provides, in general,
that an eligible taxpayer is allowed a deducticon for the taxable
year in which the taxpayer makes a cash payment (or is deemed to
make a cash payment) to a nmuclear decommissioning fund only if
the taxpayer elects the application . of section 468A of the Code.
A separate election is reguired for each nuclear decommissioning
fund and for each taxable year with respect to which payments are
to be deducted under section 468A. In the case of an affiliated
group of corporations that jein in filing a consolidated return
for a taxable year, the common parent must make a separate
election on behalf of each member whose payments to a nuclear
decommissicning fund during such taxable year are to be deducted
under section 468A. The election under section 468A for any
taxable year is irrevocable and must be made by attaching a
statement ("Election Statement") and a copy of the schedule of
ruling amounts provided pursuant to the rules of section 1.463A-3
to the taxpayer's federal income tax return (or, in the case of
an affiliated group of corporations that join in filing a
consolidated return, the consolidated return) for such taxable
year. The return to which the Electlon Statement and a copy of
the schedule of ruling amounts is attached must be filed on or
before the time prescribed by law (including extensions) for
filing the return for the taxable year with respect to which
payments are to be deducted under section 468A.
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¥e have examined the representations and information
submitted by the Taxpayer in relation to the regquirements set
forth in the section 468A of the Code and the regulations
thereunder. Based solely on these repreéesentations, we reach the

following conclusions:

1.

The Taxpayer has a gualifying interest in the
Plant and is, therefore, an eligible taxpayer
under section 1.468A-1(b) of the regulations.

The Commissions have determined the amount of
decommissioning costs t¢ be included in the
Taxpayer's cost of service for ratemaking
purposes as required by section 1.468A-3(qg)
of the regulations.

The Taxpayer has calculated the shares of the
total decommissioning costs allocable to each
of the Commissions, as required by section
1.468A~3(f) (2) of the regulations.

We are exercising our discretion under
section 1.468A-3(a) (4) of the regulations by
allowing the Taxpayer to use a formula for
determining the 5-year schedule of ruling
amounts. The approved formula is shown and
explained on page 5 of this ruling and the
resulting schedule of ruling amounts is shown
below.

The maximum amount of cash payments made (or
deemed made) to the Fund during any tax year
is restricted to the lesser amount of the
decommissioning costs applicable to such Fund
or the ruling applicable to this Fund, as set
forth under section 1.468A~(2) (b) (1) of the
regulations.

The qualifying percentage under section
1.468A-3(d) (4) of the regulations is
calculated to be 100 percent.

Based on the above determinations, we conclude- that the
Taxpayer's proposed schedule of ruling amounts satisfies the
requirements of section 468A of the Code. The following schedule
of ruling amounts is specifically approved for the Commissions:
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APPROVED REVISED SCEEDULE OF RULING AMOUNTS
TAX2BLE YEARS 1995 THRCUGH 1889

COMMISSION B COMMISSION B COMMISSICON B

YEAR COMMISSION A WHQLESALE SALES POWER SALFES 1995 TARIFF TOTAL
1995. $4,094,392 $103,251 . 874,196 $353,391 $4,625,230
EACH YEAR

1996

THROUGH _

1999 $4,094,3%82 $103,251 -0= 563,265 $4,760,508

In exercising our discretion under section 1.468A-3(2)(4) of
the regulations, the approved schedule of ruling amounts is being
limited to a 5~-year period under section 1.468BA-3(i) (1) (ii) (a).
Mereover, approval of the schedule of ruling amounts is
contingent on there being no change in the facts and
~circumstances, known or assumed, at the time this ruling is
issued. If any of the events described in section
1.468A-3(1i) (1) (iii) occur in future years, the Taxpayer must
request a review and revision of the schedule of ruling amounts.
Under section 1.468A-3{i) (1) (iv), the Taxpayer is recuired to
file such a reguest on or before the deemed payment deadline date
for the first taxable year in which the rates reflecting such
action became effective.

The approved schedule of ruling amounts is relevant only to'”’
those payments made to the Fund. Payments allocable to any funds
other than the Fund cannot qualify for purposes of the deduction
under the provisions of section 468A of the Code. 2as stated
above, pavyments made to the Fund can qualify only to the extent
that they do _not exceed the lesser of the decommissioning costs
applicable to the Fund or the ruling amounts applicable to the
Fund in the taxable vear.

Except as specifically set forth above, no opinion is
expressed concerning the federal income tax consequences of the
above described facts under any other provision of the Code or
regulations. This letter ruling is directed only to the taxpayer
who requested it. Section 6110(})(3) of the Code provides that
this ruling may not be used or cited as precedent.

In accordance with the power of attorney on file, a copy of
this letter is being sent to your authorized legal
representative. Pursuant to section 1.468A-7(a) of the
requlations, a copy ¢of this letter must be attached (with the
required Election Statement) to the Taxpayer's federal income tax
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return. for .each taxable year in which the Taxpayer claims a
deduction for payments made to the Fund.

Sincerely yours,

(jha&hAQ§§3ba¢@¢ﬁ%=

CHARILES B. RAMSEY

Chief, Branch 6

Office of the Assistant
Chief Counsel .
(Passthroughs and Special
Industries) ‘

Enclosure:
§110 copy






