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INTRODUCTION


		On February 28, 2012, PECO Energy Company filed its Universal Service and Energy Conservation Plan covering the three-year period 2013-15 (the “2013-15 Plan”).  An amended plan was filed on October 15, 2012.  In response to the Commission’s April 4, 2013 Order requiring PECO Energy Company to make certain changes to its 2013-2015 Plan and the April 25, 2014 Secretarial Letter directing the parties in this matter to attempt to reach agreement on a new CAP design, the parties engaged in extensive settlement discussions with the assistance of Mediator Cynthia Lehman.  On March 20, 2015, a Joint Petition for Settlement was filed in this docket by PECO Energy Company, the Office of Consumer Advocate, the Tenant Union Representative Network and Action Alliance of Senior Citizens of Greater Philadelphia, and the Coalition for Affordable Utility Services and Energy Efficiency in Pennsylvania (collectively, the “Joint Petitioners”).  Subsequently, the Joint Petitioners filed Statements in Support of the Joint Petition.  All active participants have signed and support the settlement.  

		The Joint Petition changes PECO Energy Company’s Customer Assistance Program (“CAP”) from a seven tier CAP Rate program to Fixed Credit Option Percentage of Income Program.  The parties have presented evidence to show that the Fixed Credit Option Percentage of Income Program is more affordable and is in the public interest.  Accordingly, the undersigned recommends that the Joint Petition for Settlement be approved without modification.

		The parties request a Commission decision by the July 8, 2015 public meeting, if possible.  The parties in PECO Energy Company’s current base rate proceeding will be addressing the arrearage forgiveness proposal and the transitional IT costs related to the revised CAP program.  An order addressing the Joint Petition for Settlement in this matter would facilitate the discussion and maybe the resolution of these issues in the base rate case.  In addition, PECO Energy Company cannot begin its IT work for the CAP program until the Commission issues its final order.  It is estimated that it will take approximately eighteen months of IT work to implement the new CAP program, which is scheduled to start in October 2016.  

HISTORY OF THE PROCEEDING

		On February 28, 2012, PECO Energy Company (“PECO” or the “Company”) filed its Universal Service and Energy Conservation Plan (“USECP” or “Plan”) in this docket in accordance with the Pennsylvania Public Utility Commission’s ("Commission") regulations at 52 Pa.Code §§ 54.71-54.78, relating to electric universal service and energy conservation requirements and at 52 Pa.Code §§ 62.1-62.8, relating to natural gas and universal service and energy conservation requirements.  On October 25, 2012, PECO filed an Amended USECP.  

		On October 31, 2012, PECO filed its APPRISE[footnoteRef:1] six-year evaluation in compliance with 52 Pa.Code § 54.76. [1:  	The Applied Public Policy Research Institute for Study and Evaluation (“APPRISE”) October 2012 PECO Energy Universal Services Program Final Evaluation Report.
] 


		On November 8, 2012, the Commission entered a Tentative Order and requested Comments on twelve issues.  Two of the principle issues were whether PECO’s current seven-tier CAP Rate program should be changed to a Percentage of Income Payment Program (“PIP”) and whether an alternative program structure would address affordability issues raised by the Commission.  The Commission also sought information on the costs and benefits of such a program.  Further, the Commission asked what the impact of switching to a PIP would be on a CAP customer’s ability to shop.  See PECO Energy Company Universal Service and Energy Conservation Plan for 2013-2015 Submitted in Compliance with 52 Pa.Code §§ 54.74 and 62.4, Docket No. M-2012-2290911, Tentative Order (November 8, 2012); Petition of PECO Energy Company for Approval of its Default Service program (DSP II), Docket No. P-2012-2283641, Order at Ordering ¶ 18 (Opinion and Order entered October 12, 2012) (DSP II Order).

		On November 15, 2012, H. Gil Peach and Associate, LLC., filed Comments in response to the Tentative Order.  On November 28, 2012, the Office of Consumer Advocate (the “OCA”); PECO; Tenant Union Representative Network (“TURN”), and Action Alliance of Senior Citizens of Greater Philadelphia (“Action Alliance”) (collectively referred to as “TURN et al.”); The Coalition for Affordable Utility Services and Energy Efficiency in Pennsylvania (“CAUSE-PA”); Pennsylvania Coalition Against Domestic Violence (“PCADV”); and Face to Face filed Comments. 

		TURN et al., PECO and the OCA filed Reply Comments on December 10, 2012.  

		By Secretarial Letter dated January 3, 2013, the matter was referred to the Office of Administrative Law Judge to conduct evidentiary hearings and to certify the record to the Commission by March 1, 2013.  The matter was assigned to Administrative Law Judge Cynthia Williams Fordham.

		PECO, CAUSE-PA, the OCA and TURN et al. and several other parties served testimony prior to the hearing. 

		TURN et al. served the direct and rebuttal testimony of Hugh Gilbert Peach. 

		CAUSE-PA served the direct and rebuttal testimony of Mitchell Miller and the direct testimony of Maripat Pileggi.  Mr. Miller’s testimony focused on the need to achieve an affordable energy burden for low-income customers through modifications to PECO’s existing CAP program.  In his rebuttal testimony, Mr. Miller supported the conclusions of Mr. H. Gil Peach, expert witness for TURN et al., “that a [Percentage of Income Program] PIP model has the ability to produce bills that are within the Commission’s guidelines for each CAP participant.”  (See CAUSE-PA St. 1R, at 3-4).  CAUSE-PA Statement in Support at 2, 3.

		The OCA served the direct and rebuttal testimony of Roger Colton.  In his Direct Testimony, Mr. Colton offered for consideration a modified Percentage of Income Program (“PIP”) called a “fixed credit” PIP.  OCA Statement in Support at 2, CAUSE-PA Statement in Support at 3.  He argued that a “fixed credit” PIP would be more cost effective than a straight PIP and would achieve a higher level of affordability than the existing program.  (See Colton St. 1, at 19-20.)  CAUSE-PA Statement in Support at 3.

		Evidentiary hearings were held on February 15, and 19, 2013, in Philadelphia.  The testimony and exhibits of the parties’ witnesses were entered into the record. 

		On February 27, 2013, in accordance with the procedural schedule, main briefs were filed by PECO, the OCA, CAUSE-PA, TURN et al., Direct Energy, PCADV and First Energy Solutions.

		The undersigned certified the record to the Commission on March 1, 2013.

		On April 4, 2013, the Commission issued an Order (April 4 Order) requiring PECO to make certain changes to its 2013-2015 Plan.  The Commission’s Order also directed PECO to conduct a study of the Fixed Credit Option (“FCO”), and other possible CAP design alternatives, for potential use by PECO in its three-year plan covering the period 2016-2018.  The Commission directed PECO to test various models to improve the affordability of its CAP program to participants, subject to the limitation of not placing additional financial burdens on the non-participants.  April 4 Order at 24.  The Commission issued its Order in the matter on April 4, 2013, and directed PECO to file a report on the fixed credit PIP option on or before September 30, 2013.  April 4 Order at 24-25.
		PECO filed the required report on September 20, 2013.  In that report, PECO recommended keeping its existing CAP design instead of changing to the FCO or another alternative design.  The Joint Petitioners filed comments and reply comments on that report.

		On September 30, 2013, PECO filed its Report on Alternative Models for Delivery of Customer Assistance Program (CAP) Benefits Submitted Pursuant to the Commission’s April 4, 2013 Order.  

		On October 15, 2013, PECO filed Supplemental Information in response to information requests from the OCA, TURN et al. and CAUSE-PA.  On October 21, 2013, the OCA filed Comments and Attachment A, Review of PECO Energy’s Report on Alternative Models for the Delivery of Customer Assistance Benefits prepared by OCA witness, Mr. Colton.  Also on October 21, 2013, TURN et al. and CAUSE-PA filed Comments.  

		On October 31, 2013, the OCA filed Reply Comments.  On November 1, 2013, PECO filed Reply Comments.

		On April 25, 2014, the Commission issued a Secretarial Letter directing the parties in this matter to attempt to reach agreement on a new CAP design.  The Secretarial Letter also proposed that the parties utilize the Commission’s Mediation Office.  The Commission requested a status report on July 31, 2014, if the parties had not reached a settlement.  The parties engaged in extensive settlement discussions with the assistance of Mediator Cynthia Lehman and the parties requested a further extension until September 25, 2014.  PECO, CAUSE-PA, the OCA and TURN et al. participated in at least eight half or full day sessions over the next several months and exchanged extensive data and other information.  An additional extension was provided until October 30, 2014.  The matter was re-assigned to the undersigned again in November 2014.  

		On December 5, 2014, the parties provided a status update to the undersigned that settlement negotiations had resumed.  Further status reports were provided to the undersigned, and in March 2015, the parties reported to the undersigned that a settlement in principle had been reached.  As a result of that extensive mediation effort and related settlement discussions, PECO, CAUSE-PA, the OCA and TURN et al. reached agreement on a new CAP design and related issues, as set forth in the Term Sheet.

		On March 20, 2015, a Joint Petition for Settlement (the “Joint Petition”) was filed in this docket by PECO, the OCA, TURN et al. and CAUSE-PA (collectively, the “Joint Petitioners”).

		Subsequently, Statements in Support of the Joint Petition were filed by the Joint Petitioners, PECO, the OCA, CAUSE-PA and TURN et al.
.
		The record consists of the testimony, briefs and transcripts from the 2013 proceeding, the Joint Petition for Settlement and the Statements in Support submitted by PECO, the OCA, CAUSE-PA and TURN et al.

DESCRIPTION AND TERMS OF THE JOINT PETITION FOR SETTLEMENT

		The Joint Petition is a four (4)-page document with Exhibit A, a twelve (12)-page Term Sheet.  The Joint Petition was signed by PECO, the OCA, CAUSE-PA and TURN et al.
PECO’s Statement in Support was filed on April 30, 2015.  OCA’s Statement in Support was filed on March 20, 2015.  TURN’s Statement in Support was filed on April 20, 2015.  CAUSE-PA’s Statement in Support was filed on April 22, 2015.  

		The essential terms of the Joint Petition for Settlement as set forth in the Term Sheet are as follows:


TERMS AND CONDITIONS
1. FCO/CAP Design

1. Determination of Credits:

Beginning with PECO’s October 2016 IT push, PECO will implement a new design for its Customer Assistance Program (“CAP”).  The new CAP design will be based upon the Fixed Credit Option (“FCO”), with customer benefits calculated as follows:

Step 1:  Determine customer’s prior year’s undiscounted charges:

· For each CAP customer, PECO will review the customer’s bills at that residence for the prior 12 months and determine the dollar amount that the customer would have been charged on an undiscounted basis in those prior 12 months for their PECO-supplied utility service, including both the regulated and unregulated portions of that service (that is, including generation service, whether obtained from an EGS or PECO, and natural gas commodity service, whether obtained from an NGS or PECO) (the “Base Charge(s)”).

· For regulated charges, the undiscounted charge will be calculated using the PECO tariff rates in effect for the time period being examined.  For generation charges, the undiscounted charges will be calculated using PECO’s generation price-to-compare (“PTC”) for the time period being examined.  For natural gas commodity charges, the undiscounted charges will be calculated using PECO’s natural gas PTC for the time period being examined.  (For the effect of base rate cases and quarterly GSA filings on determination of Base Charges, see Step 6 below.)

· Pro forma method of determining prior year’s usage:   If the customer does not have 12 months of prior service at their current residence at the time the above calculation is conducted, then PECO will create a pro forma profile to calculate that customer’s trailing twelve months usage/charges.  The pro forma profile will be based on the following, in order of preference if data is available:[footnoteRef:2] [2:  	Because of the quarterly recalculations discussed in Step 6 below, these pro forma calculations will start to be replaced by data on the customer’s actual usage three months after the pro forma calculation is done.
] 


· Usage at that residence by the customer for the months available and actual usage by prior customers for the months unavailable.
· Usage at that residence by prior customers;
· Usage at similar residences or CAP residences in the same area; or
· System-wide usage or CAP usage averages.

· PECO will prepare a weather normalization table that compares the weather in each of the trailing twelve months to “normal” weather for that calendar month, and which gives an adjustment factor to normalize usage and charges for each month on a weather-adjusted basis.  This chart will be updated each month so that, at any time, PECO has available adjustment factors for the trailing 12 months.  Once PECO has determined the Base Charges, those charges will be weather-normalized using the weather normalization table to create the “Weather-Normalized Base Charges.”

Step 2:  Determine Verified Household Income and Federal Poverty Level:

· PECO’s existing income verification procedures will be used to determine Verified Household Income. PECO will then use that information and the number of people in the household to determine the household’s Federal Poverty Level.[footnoteRef:3] Customers determined eligible as a result of receipt of a LIHEAP Cash Grant will, if possible, be placed into the federal poverty level commensurate with the grant amount.  If PECO is not able to determine the FPL of a customer from LIHEAP Cash Grant materials, then PECO will utilize the LIHEAP Cash Grant recipient list to perform FCO outreach to the Grant recipients. [3: 	A customer’s Federal Poverty Level percentage will be determined by reference to the then-current version of the Federal Poverty Guidelines published by the Federal Department of Health and Human Services.] 


Step 3:  Determine customer’s allowable Energy Burden:

· Once the household’s Federal Poverty Level has been determined, PECO will determine the household’s allowable Energy Burden, as follows:[footnoteRef:4] [4:  	The table is based upon the ranges found at 52 Pa.Code §69.265 (2)(i)(A).  In each case, the energy burden listed in the table is the maximum allowable energy burden for that poverty level.  If the Commission changes the energy burden ranges set forth in its Policy Statement, PECO will utilize the new maximum allowable energy burden for each poverty level.   ] 


Table 1:  Energy Burdens

	FPL
	Electric Non-Heating[footnoteRef:5] [5:  	Applies to PECO Rate R customers who use a non-PECO heating fuel source, including PGW, propane, and oil.
] 

	Electric Heating[footnoteRef:6] [6:  	Applies to PECO Rate RH customers.
] 

	Electric with Gas Heating[footnoteRef:7] [7:  	Applies to PECO dual commodity customers.  ] 


	0-50%
	5%
	13%
	13%

	51-100%
	6%
	16%
	16%

	101-150%
	7%
	17%
	17%


Step 4:  Calculate customer’s Annual Credit:

· PECO will determine the customer’s Annual Credit by multiplying the Verified
Household Income times that household’s allowable Energy Burden to determine an Annual CAP Bill amount.   The Annual CAP Bill will then be subtracted from the Weather-Normalized Base Charges; the resulting amount is the Annual Credit amount for that household.    That is:  Weather-Normalized Base Charges – Annual CAP Bill = Annual Credit.

· The maximum Annual Credit for any household will be[footnoteRef:8]:
 [8:  	The maximum Annual Credit was calculated to provide bills within Commission energy burden guidelines to approximately 93% of Rate R customers (including dual fuel customers), and approximately 96% of Rate RH customers.  In addition, application of the Commission-required minimum monthly bills ($12 for Rate R; $30 for Rate RH) results in bills above Commission energy burden guidelines for approximately 6% of PECO’s CAP customers overall.  The combination of those two effects will result in 12% of PECO’s Rate R, and 10% for PECO’s Rate RH, with bills exceeding Commission energy burden guidelines, assuming a normal weather year.  

The maximum Annual Credit levels set forth above will remain at these levels for four years after the program is implemented in October 2016.  After four years, PECO will confer with the other signatories to determine whether there is a consensus new maximum Annual Credit level.  If so, PECO will adopt that new level in its next-filed Three-Year Plan.  If no consensus is reached, PECO may propose a new maximum Annual Credit level in its next-filed Three-Year Plan.

The maximum Annual Credits set forth in the table have been determined in an effort to reduce the number of CAP customers whose bills exceed commission energy burden guidelines. The Commission has previously granted PECO permission to apply maximum annual credits on a system-wide average, rather than as an individual customer limit.  This settlement continues that practice.  See also section A3 (Cost Containment) below.
] 

Table 2:  Maximum Annual Credits

	FPL
	Electric Non-Heating (Rate R) [footnoteRef:9] [9:  	If PECO is granted an electric base rate increase, the maximum allowable credits will be increased by a percentage equal to the system-wide residential distribution rate increase, applied to the portion of the Maximum Credit that is attributable to distribution rates. 
 ] 

	Electric Heating (Rate RH) [footnoteRef:10] [10:  	If PECO is granted an electric base rate increase, the maximum allowable credits will be increased by a percentage equal to the system-wide residential heating distribution rate increase, applied to the portion of the Maximum Credit that is attributable to distribution rates. 
 ] 

	Electric with Gas Heating (PECO Dual Commodity Customer) [footnoteRef:11] [11:  	If PECO is granted a gas base rate increase, the maximum allowable credits will be increased by a percentage equal to the system-wide residential distribution rate increase, applied to the portion of the Maximum Credit that is attributable to distribution rates. 
 ] 


	0-50%
	$2,048
	$2,922
	Same as Rate R for electric service; no maximum for gas service[footnoteRef:12] [12:  	This continues PECO’s current gas CAP program policy.
] 


	51-100%
	$1,389
	$1,881
	

	101-150%
	$1,241
	$1,661
	




(These are the credit limits for any given household.  As noted below in the Cost Containment section, PECO will also continue to apply a system-wide cost containment mechanism in which the total cost of its program is limited to the number of participants in the program times the inflation-adjusted Maximum Annual Credit set forth set forth in the Commission’s guidelines at 52 Pa.Code 
§ 69.265(3)(v).)

Step 5:  Apply Annual Credit to Bill:

· PECO will apply the total dollar amount of the Annual Credit over the course of the year.  The credits will be applied in a manner intended to track the seasonal nature of usage, using the following monthly percentages[footnoteRef:13]: [13:  	PECO may adjust these percentages to reflect the most current data available to it at any given time.  However, any such adjustments will affect only the distribution of the Annual Credit to bills, not the amount of the Annual Credit.] 


Table 3:  Seasonality Distribution

	Month
	Rate R
	Rate RH
	Gas

	Jan
	9.6%
	13.9%
	20.6%

	Feb
	8.9%
	14.2%
	19.5%

	Mar
	8.9%
	12.2%
	14.5%

	Apr
	7.0%
	9.0%
	9.6%

	May
	5.8%
	5.3%
	4.5%

	June
	7.7%
	5.2%
	2.6%

	July
	11.3%
	6.4%
	2.0%

	Aug
	10.6%
	5.9%
	1.8%

	Sept
	9.3%
	5.4%
	2.0%

	Oct
	6.6%
	4.5%
	2.6%

	Nov
	6.6%
	6.4%
	6.9%

	Dec
	8.7%
	11.7%
	13.6%

	Total
	100.0%
	100.0%
	100.0%



· Credits will be applied on a “rolling” basis; that is, if the customer’s credit in a month exceeds the outstanding balance, the credit will be “rolled” forward to future months and used to offset future balances.  

Step 6:  Periodic Recalculation and Adjustment of Annual Credit

· PECO will recalculate Step 2 for each customer during a biennial certification and recalculation.  At that time, each customer will be required to re-verify their income level and size of household. 

· PECO will recalculate Steps 1, 3, 4 and 5 annually to determine a new Annual Credit for each customer.  PECO currently intends to perform this recalculation on or near the anniversary of a customer’s enrollment in the FCO, but retains the right to spread the recalculation event across the full calendar year for work management purposes.

· Every three months, PECO will recalculate Step 1 using the customer’s most recent three months’ data on usage/charges.  PECO will then use the results of the Step 1 recalculation as inputs to complete Steps 2 through 5 to determine a Quarterly Recalculation of the Annual Credit.  The adjusted Annual Credit will be applied to bills on a going-forward basis.  This quarterly recalculation will be coordinated with the results of PECO’s quarterly Generation Services Adjustment filing and approval so that, in each such quarterly adjustment, PECO’s just-approved PTC will replace the oldest three months of PTC data in the underlying calculation.

· At any time during the year, a customer may verify to PECO that their household income or size of household has changed.  Upon completion of that verification, if the changes result in a change in FPL tier, then PECO will recalculate Steps 1 through 5 to determine and apply a new Annual Credit for that household.  The new Annual Credit will be applied prospectively beginning with the next monthly bill after the recalculation is completed and processed through PECO’s billing system.  

· At any time during the year, a customer may verify to PECO that a member of their household has increased usage as a result of medical reasons documented by a medical professional and that such increased, medically-driven usage is expected to be a part of that customer’s long-term (more than 12 months) usage pattern.  PECO will verify, through field visits or otherwise, that the increased usage is expected to be long-term.  Upon such verification, PECO will increase the customer’s Annual Credit by an amount equal to the estimated charges for increased usage as a result of medical equipment for the remainder of that quarter, provided however that the Annual Credit cannot exceed the maximum Annual Credit specified above in Step 4.  

· Base rate case adjustments:

· If PECO is granted an electric base rate increase, the portion of each Rate R customer’s Annual Credit that is attributable to distribution rates will be increased by a percentage equal to the system-wide residential distribution rate increase .

· If PECO is granted an electric base rate increase, the portion of each Rate RH customer’s Annual Credit that is attributable to distribution rates will be increased by a percentage equal to the system-wide RH distribution rate increase.

· If PECO is granted a gas base rate increase, the portion of each Rate R customer’s Annual Credit that is attributable to distribution rates will be increased by a percentage equal to the system-wide residential gas distribution rate increase.
 
Step 7:	New entrants to CAP program after program begins

· Customers who enter CAP after the FCO program begins will be required to verify income and household size.  PECO will then apply Steps 1 through 6 to the new CAP participant.

1. Customers Who Do Not Receive An Annual Credit

· In the FCO, it is possible for a customer to be income-eligible for CAP (defined as having income of less than 150% of the Federal Poverty Level), but nonetheless receive a $0 credit.  

· Phase-Out Benefit:  PECO estimates that, under the FCO approach, approximately 40,000 households that receive rate discounts under PECO’s current program will not receive discounts under the FCO.  PECO will identify the individuals in that category as of the October 2016 FCO implementation date and, for that population, will provide a Phase-Out Benefit of $50 per household.  The Phase-Out Benefit will be provided as a monthly bill credit of $4.17 for each month the household continues to take service, up to a maximum of 12 consecutive months

· Other Benefits:  Any customer who is verified to be eligible for CAP, but who does not receive an Annual Credit, will nonetheless be eligible for any other benefits that may be available to CAP customers including, but not limited to, PPA forgiveness, LIURP priority, etc., according to the terms of those program components.

1. Cost Containment 
· Minimum monthly billing amounts:  The Commission’s CAP Guidelines, 52 Pa.Code § 69.265(3)(i), state that CAP participant payments should be at least: 
Rate R: $12 per month
Rate RH: $30 per month
Gas Heat: $25 per month
Each monthly bill rendered under this program will have an asked-to-pay amount equal or greater to these monthly minimums, even if a rolling credit creates an overall credit or owed amount of less than the applicable minimum ($12, $25 or $30).
· Maximum Annual Credits:  The maximum Annual Credits set forth in Table 2 of this settlement exceed the maximum annual credits set forth in the Commission’s guidelines at 52 Pa.Code § 69.265(3)(v).  However, the Commission has previously granted PECO permission to apply those maximum annual credits on a system-wide average, rather than as an individual customer limit.  This settlement continues that practice.  

As of December 31, 2014, the inflation-adjusted maximum Annual Credit for Rate R is $686.83 per customer, and the inflation-adjusted maximum credit for Rate RH is $1,766.13.  PECO’s CAP population is approximately 127,000 Rate R customers and approximately 13,000 Rate RH customers.  Applied on a system-wide basis, the current limit on electric CAP program costs[footnoteRef:14] is: [14:  	The maximum total program cost changes with inflation and number of CAP participants.] 

	
	Maximum Per Customer
	Number of Customers
	Systemwide Limit

	Rate R
	$686.83
	127,000
	$87.2 m

	Rate RH
	$1,766.13
	14,000
	$23 m

	Max Total Program Cost
	
	
	$110.2 m



1. Cost Recovery

· “Shortfall” cost recovery:  The total amount of credits to customers is known as the “shortfall” amount.  The shortfall amount is recovered through PECO’s Universal Services Fund Charge (“USFC”).  At present, USFC cost recovery includes a reduction of 22% for presumed reduction in PECO’s uncollectible expense, and 5% for presumed improvement in PECO’s cash working capital.  Recovery of shortfall amounts, including the Phase-Out Benefit, shall continue on that same basis; provided, however, that the signatories reserve the right to challenge the appropriateness of the 22% and 5% offsets in any PECO base rate case.  

· IT cost recovery: PECO estimates that it will incur $7-11 million in IT transition costs to implement the FCO system.  PECO shall not be required to move forward with the FCO program until it is satisfied that the Commission has approved or will approve recovery of its IT transition costs. The parties agree that PECO, in its discretion, may request that a maximum of $11 million in IT transition costs be treated as a regulatory asset and deferred for accounting and financial reporting purposes subject to the following conditions:

A.	That authorization for deferred accounting treatment is not an assurance that there will be future rate recovery;
B.	That PECO claim the deferred costs at the first available opportunity in a base rate case;
C.	That PECO be directed to commence amortization on a reasonable schedule beginning with the IT in-service date;
D.	That any authorization for deferred accounting be limited to the IT expense and not extend to capital costs; and
E.	That any order will not limit any party in its ability to contest rate recovery of the deferred costs.

1. External review of FCO program:
Expert external evaluation of the new FCO program will require two full calendar years of operational data, plus a six-month period for data analysis and evaluation.  With a nominal start date of October 2016, this timeline will require until December 2018 for operational data collection, and until June 30, 2019 to complete data analysis and evaluation.   PECO’s periodic six-year evaluation is currently required to be filed with the Commission on October 1, 2018.  As part of its filing, PECO will therefore request that its six-year evaluation be rescheduled for filing on June 30, 2019.  The evaluator’s report will be provided to the Commission and to each member of PECO’s USECP Advisory Committee and the signatories to this agreement at that time.  

1. Arrearage Forgiveness

1.	In a separate petition or in its next base rate case, in either case, to be filed on or before the first calendar quarter of 2016 to permit PUC review to occur before FCO program implementation in October 2016, PECO will propose an in-program arrearage forgiveness program with the following core provisions: 

· For each customer who is a CAP participant when PECO transitions to the FCO program in October 2016, PECO will determine the amount, if any, of that customer’s IPA balance (the “Initial IPA Balance”).  PECO will enter into a 60-month payment arrangement for an amount equal to 1/3rd of that customer’s Initial IPA Balance (the “Payment Arrangement Amount”).

· For each dollar of the customer’s Initial IPA Balance that the customer pays via its payment arrangement or otherwise, the customer’s Initial IPA balance will be reduced by an additional $2.00.

	A proposed cost recovery mechanism for the in-program arrearage forgiveness program.  If the proposal is made in a base rate proceeding, PECO agrees that it will not seek recovery of more than 2/3 of the projected cumulative Initial IPA balance for the entire CAP population as of October 1, 2016 from CAP customers in arrears or other ratepayers.  If the proposal is made in a proceeding other than a base rate proceeding, PECO may propose a cost recovery mechanism that has substantially similar financial effect.  All other parties reserve all rights to address PECO’s proposed IPA cost recovery mechanism when PECO makes its IPA arrearage forgiveness filing.

2.	PECO will use its best efforts to obtain final PUC approval of the IPA forgiveness program and the core provisions described in paragraph 1.

3.	PECO shall serve its petition on the signatories to this settlement and the Commission’s Bureau of Investigation and Enforcement.  

4.	PECO shall not be required to proceed with the arrearage forgiveness program unless the cost recovery mechanism is approved by the Commission in substantially the form proposed by PECO or which PECO agrees to in subsequent settlement discussions with the parties to that proceeding.

5.	If the proposed PECO’s IPA forgiveness program obtains final Commission approval, including (a) the core arrearage forgiveness provisions described in paragraph 1 (or forgiveness provisions substantially as beneficial to CAP participants as the core provisions described in paragraph 1, as determined by TURN, Action Alliance and CAUSE-PA, in their discretion), and (b) cost recovery that meets the requirements of Paragraph 4 above, and such approval is obtained from the PUC prior to FCO program implementation, PECO will implement the approved arrearage forgiveness program at or before the implementation of the FCO program.  If such approval is not obtained, then upon implementation of the FCO program in October 2016, PECO shall provide each CAP participant a 60-month payment agreement on their full Initial IPA Balance.  Such 60-month payment agreement shall remain in effect: (a) until such time as final approval of PECO’s IPA forgiveness program is obtained, or (b) in the event no such final approval is obtained, then for 60 months.

1. Usage reduction

1. Low-Income Usage Reduction Program (“LIURP”):
PECO will make the following changes to its LIURP program:

· Beginning October 2017, for a period of three years PECO will commit $1 million annually in additional funds to LIURP to reduce the energy burden of CAP customers whose bills exceed the Commission’s energy burden guidelines.  These funds are in addition to the $700,000 designated in this settlement to address de facto heating, but at PECO’s discretion may be used for the de facto heating program if PECO determines that there is demand for additional de facto heating services and that such additional expenditures can be made within de facto heating program requirements.  

· Prior to the implementation of the FCO program, PECO will identify CAP customers with extremely high use and benefits for highest priority LIURP treatment[footnoteRef:15], including the de facto heating treatment described below. [15:  	Many of the noted customers were previously offered LIURP services, and have either received or rejected those services.  However, at that time, the de facto heating pilot was not available.  LIURP services that include the de facto heating pilot may be more successful in reducing usage at these residences.  
] 


· After the FCO program begins, PECO will identify those customers whose calculated Annual Credit exceeds the allowable maximum.  Again, that list of customers will be given highest priority for LIURP treatment,[footnoteRef:16] including the de facto heating treatment described below. [16:  	 See prior footnote.
] 


· Collectively, the groups of high users identified before and after the start of the FCO program are designated as the “De Facto Target Population”.

1. De facto heating:
“De facto” heating refers to Rate R customers, whose residence is nominally heated by a source other than electricity, but where the customer is in-fact heating with electricity (usually space heaters) because the other-fuel heating is not available.  This can be due to a broken gas or oil furnace; it can also be due to inability to pay gas or oil bills, resulting in termination of that service.  As noted, in such situations the customer often heats their home using inefficient electric space heaters, driving their electric bills.  

The stakeholders believe that use of LIURP funds to address certain de facto heating situations is an appropriate use of LIURP funds where: (1) the mitigation measure is repair or replacement of a broken heater or furnace (but not payment of a gas or oil bill to re-establish oil or gas service); and (2) the mitigation measure has a payback period that meets certain criteria set forth below.

· PECO will assess members of the De Facto Target Population for de facto heating mitigation.  PECO may offer to implement de facto heating mitigation measures in any De Facto Target Population household in which:

· The mitigation measure is repair or replacement of a broken gas or oil heater or furnace; 
· The residence does not have other structural issues that would make it inappropriate under LIURP to perform a heater or furnace repair; and
· The mitigation measure, on average, has a payback period of 15 years or less, or is less than the expected life of the new measure, as determined by data available to PECO at that time.[footnoteRef:17] [17:  	The Commission’s regulations, 52 Pa.Code §58.11, provide that “space heating system replacement” measures should meet a 12-year payback period.  In a 1996 audit of PECO’s LIURP program, the auditors noted that: “As of December 4, 1995 the auditors have been instructed to use the 15 year payback criteria for recommending all allowable treatments that fall within this payback period.”] 


· Beginning October 2017, for a period of three years PECO will increase its current annual electric LIURP budget by $700,000 per year for the purpose of implementing measures for the De Facto Target group.

· PECO may spend these de facto heating funds on any de facto heating measure in which  the payback period for de facto heating measures up to the expected length of life of the new measure (furnace, etc.).  

1. Act 129 Advocacy

· PECO will propose a budget addition to its low-income LEEP of $1 million annually to be used in its Act 129 Phase III program to target programs to address the needs of the portion of the CAP population that has income in the 0-50% FPL range and which has high usage.  This proposal will be an addition to the budget designated for PECO’s Act 129 LEEP, and the de facto heating mitigation budget, and will not be a reallocation of Act 129 low-income designated resources.  

1. Overall Advocacy:  The signatories agree that they will support PECO’s additional low-income LIURP, de facto heating and Act 129 funding levels. 

1. Collaborative

Within 90 days of final Commission approval of this settlement, PECO will convene a stakeholder collaborative to address the following issues:

0.  Development of a detailed and comprehensive  consumer education program regarding the CAP design changes and the effect of the changes on CAP participant benefits and obligations;

0.  Educational materials regarding the effect on CAP customers of shopping decisions and the interrelationship of price changes to the CAP bill. (This collaborative agenda item will not be addressed until final resolution of the CAP shopping docket);

0. Educational materials regarding the importance of LIURP and Act 129 measures. 

0. The intended audiences of these education programs will be: CAP participants, low-income customers who are not CAP participants, and social service and health agencies; 

0. Determination of alternative languages for the translation of educational materials.

0. Suggested measures to be pursued in the de facto heating program.

0. For each of the above, cost recovery mechanisms for the program involved.

DISCUSSION

		Pursuant to the Commission’s regulations, 52 Pa.Code § 54.71 et seq., every three years Pennsylvania electric distribution companies are required to file with the Commission their “universal service and energy conservation plans.”  This docket initially involved PECO’s universal service and energy conservation plan covering the three-year period 2013-15 (the “2013-15 Plan”) which PECO filed in this docket on February 28, 2012.
		PECO’s current program is a rate discount program with six tiers of discounted rates (Tiers B, C, D, D1, E and E1) and an additional seventh tier, CAP Rate A, for those customers with “extenuating circumstances.”  Under the current CAP Rate program, rate discounts are set through a formula based on expected consumption and income levels.  The current program achieves an affordable percentage of income burden for 90% of customers in CAP Rates A-C and 88% CAP population affordability in CAP Rate Tiers D-E.  Pa. PUC v. PECO Energy Company- Electric Division (2010 Base Rate Proceeding), Docket No. R-2010-216575, Settlement at 7 (Order entered December 21, 2010); OCA St. 1 at 7, fn. 5.  The APPRISE Evaluation found that under this approach of using expected income levels and usage, in 2011, 30% of CAP Rate participants did not achieve a home energy burden that was within the Commission’s affordability guidelines.  PECO Ex. LF-8 (APPRISE Evaluation) at 99.  OCA Statement in Support at 4, 5; CAUSE-PA Statement in Support at 5.

		The parties engaged in extensive settlement discussions with the assistance of Mediator Cynthia Lehman.  There was a substantial exchange of data and other information between the Joint Petitioners, including the process of negotiating the Term Sheet.  

		The Term Sheet has three principal elements: (1) PECO will move to the Fixed Credit Option effective October 2016; (2) at that same time, PECO will implement a program to address arrearages that have accrued while CAP customers are in the CAP program (either through a forgiveness program currently being evaluated in PECO’s base rate case, or through payment arrangements proposed as part of the Term Sheet as a contingency), and (3) PECO will devote additional funds to usage reduction programs such as the Low-Income Usage Reduction Program (“LIURP”) and other programs. 

		To determine whether the parties’ settlement should be approved, one must decide whether the settlement promotes the public interest.  See Pa. Pub. Util. Comm’n. v. York Water Co., Docket No. R-00049165 (Order entered October 4, 2004); Pa. Pub. Util. Comm’n. v. C.S. Water & Sewer Associates, 74 Pa. PUC 767 (1991); Pa. Pub. Util. Comm’n. v. Philadelphia Electric Company, 60 Pa. PUC 1 (1985).  


STATEMENTS IN SUPPORT

		The parties stated that the Settlement improves affordability and imposes controls on overall program costs.  The parties engaged in extensive settlement discussions to design a FCO that addresses affordability and cost containment for a program that will service approximately 140,000 low-income customers.  The parties agree that the terms and conditions of the Settlement represent the result of extensive negotiations between the parties, are in the public interest, and should be approved.  PECO Statement in Support at 1; OCA Statement in Support at 3; CAUSE-PA Statement in Support at 4; TURN Statement in Support at 3.

		TURN et al. supports this settlement because it is intended to more closely target affordable bills for CAP participants pursuant to the Commission’s CAP Policy Statement, 52 Pa.Code § 69.261, et seq., provides short-term benefits to assist CAP participants who will not receive discounts under the redesigned CAP and includes additional funds and commitments for usage reduction.  TURN Statement in Support at 3.

1. The Fixed Credit Option (“FCO”)

1.	Brief Description of the FCO

		The Term Sheet provides a detailed description of how PECO will implement the FCO.  For purposes of describing why PECO supports the Term Sheet, however, it is necessary to provide a brief narrative description of the FCO.  PECO will review each customer’s income and usage characteristics and determine the amount of financial assistance that the customer requires in order to have their overall utility bills reduced to an amount that falls within the Commission-defined range of “affordability.”  Within the limits in the Term Sheet, PECO will then provide each customer with a fixed credit, for the next program year, designed to result in the customer receiving an affordable bill for utility service for the next program year.  PECO Statement in Support at 4.


2.	Affordability

		The Commission ordered PECO to evaluate the FCO program and other alternative CAP designs primarily in order to increase the affordability of utility service offered by PECO to its CAP customers.  PECO conducted extensive pro forma analyses of affordability for its current program and the FCO program as set forth in the Term Sheet, and it expects to see significant improvements in affordability, both for breadth of unaffordability (percentage of customers who receive unaffordable bills) and depth of unaffordability (amount by which an unaffordable customer misses the affordability target).  It should be noted that, because of certain Commission-required cost containment mechanisms such as the minimum monthly bill, the program cannot achieve 100% affordability.  In addition, the affordability numbers set forth below are expected to be achieved with normal usage in a normal weather year.  The Term Sheet FCO requires customers to manage usage beyond normal weather usage.  Similarly, customers will bear the effects of their shopping decisions, which could increase or decrease their bills and affect FCO program affordability.  With that understanding, PECO expects to see the following affordability on a pro forma basis, compared to its current program:  
Table 1:  Expected Pro Forma Changes to Breadth and Depth of Unaffordability

	
	Current Program Percent Unaffordable
	Current Program $ Over Affordability (Mean)
	Term Sheet FCO Percent Unaffordable
	Term Sheet FCO
$ Over Affordability (Mean)
	Change in
Breadth

	Change
in
Depth

	Rate R
	34%
	$504
	12%
	$414
	-22%
	-$90

	Rate RH
	28%
	$764
	10%
	$426
	-18%
	-$338



PECO Statement in Support at 5.

		The OCA stated that the proposed Settlement is designed to address affordability concerns that were raised in the Commission’s Tentative Order and April 4 Order in this case.  The Settlement provides that beginning in October 2016, PECO will implement a new design for its CAP program based upon a Fixed Credit Option (FCO) model, similar to that proposed by Mr. Colton through the course of the underlying proceeding, to address the fact that PECO’s current program produces bills which do not satisfy the outside limits of affordability prescribed in the Commission’s guidelines.  Settlement at ¶ A(1).  The FCO will provide a fixed, weather-normalized credit to CAP customers based on the customer’s rolling 12-month usage and upon PECO’s Price to Compare (PTC).  Id.  The OCA submits that any CAP program design changes must balance the affordability needs of CAP customers with the potential for increased program costs that are paid for by all other non-CAP residential customers.  The FCO model presented in the Settlement achieves the goal of affordability for CAP customers, and at the same time, also balances the costs to be paid by non-CAP residential ratepayers.  The FCO model will also allow for a CAP shopping platform and the portability of the CAP benefit.  Therefore, the OCA submits that the proposed FCO model is in the public interest and should be approved.  OCA Statement in Support at 4.

		In response to the Commission’s identified concerns and the APPRISE Evaluation, OCA witness Colton offered for consideration a “fixed credit” PIP or FCO.  Under the FCO, the CAP credit provided to the CAP participant is fixed for the customer, not the payment.  The design that Mr. Colton proposed was, in part, based upon existing models such as Colorado’s Fixed Credit Option program.  In this case, Mr. Colton’s model was modified to address Pennsylvania specific issues such as CAP customer shopping and the quarterly changes in the Price to Compare (PTC).  OCA witness Colton recommended the following objectives to measure the continuing appropriateness of the CAP Rate Discount and other alternative CAP designs:

Does the program design achieve affordable service to the maximum extent practicable, with affordability measured by the PUC’s percentage of income affordability guidelines;

Does the program involve an efficient use of ratepayer-supplied funding;
Does the program adequately balance the objective of achieving affordability to the maximum extent possible for program participants with the interests of non-participants in paying reasonable rates;

Does the program provide a platform for retail shopping without imposing harms on the program participant, on the ability to achieve program objectives, or on program non-participants.  

OCA St. 1 at 6 (Footnotes omitted).  

		TURN et al. stated that although the methodology is more complicated than the PIP advocated by TURN et al. and CAUSE-PA, it reflects a reasonable compromised to improve the affordability for PECO’s CAP participants  TURN Statement in Support at 4.

		After engaging in extensive negotiations, the parties arrived at the proposed FCO CAP program that, based on PECO’s modeling from 2013 billing data, is projected to reach an energy burden consistent with Commission guidelines for a higher percentage of CAP customers than the existing PECO tiered rate discount design.  The FCO CAP program will provide CAP participants with a fixed, weather-normalized credit amount intended to achieve an overall energy burden within Commission guidelines for 87% R and 91% RH CAP participants.  This is in contrast to the roughly 70% of CAP customers which receive an affordable bill under the existing program.  These energy burdens are consistent with the affordability burdens set forth in the Commission’s CAP Policy Statement.  OCA Statement in Support at 6.

		The FCO model targets these energy burdens to individual customer circumstances rather than to broad tiers of customers as in PECO’s current program.  By more closely targeting the individual customer, affordability is achieved for more customers.  Under PECO’s current program, approximately 30% of the CAP customers receive unaffordable bills, but under the FCO, this is reduced to 13% for Rate R customers and 9% for Rate RH customers. The continuing extent to which a small proportion of low-income customers still have burdens that exceed an affordable level is due primarily to the minimum bill requirements and maximum CAP credit, which are important cost containment measures.  OCA Statement in Support at 6, 7.
		CAUSE-PA notes that, under the FCO design, there continues to be a portion of low-income customers, especially customers with very high usage and/or very low or no income, who will continue to receive an unaffordable bill that exceeds the energy burden levels established by the Commission in its CAP Policy Statement.  However, the complete package, while not yet achieving full energy burden compliance for all CAP participants, has been arrived at through negotiation and compromise.  Together with increased funds for weatherization and energy efficiency programs targeted at the highest users with the lowest incomes, as well as a comprehensive arrearage forgiveness program assisting those negatively affected by current program design flaws CAUSE-PA believes the FCO design satisfactorily addresses the varied interests and issues in this proceeding while increasing affordability over the existing PECO program.  

		TURN et al. stated that since 1984 when PECO’s CAP started out as a percentage of income payment plan design, it has gone through a number of modifications.  TURN Statement in Support at 1.  TURN et al. noted that in the APPRISE six-year evaluation report that PECO submitted on October 31, 2012, APPRISE suggested that PECO increase affordability for the lowest poverty group participants and target the lowest income CAP customers who exceed CAP usage discount limits for LIURP.  See APPRISE Evaluation Report; TURN Statement in Support at 1.

		As CAUSE-PA has argued from the outset of this proceeding, and the Commission acknowledged in its Tentative Order and April 4, 2013 Order, it is critical that PECO’s CAP be designed in a manner that ensures low income customers will receive a bill that does not exceed the energy burdens prescribed in the Commission’s standards.  The FCO model presented in the Settlement represents a negotiated compromise, which is intended to provide lower energy burdens for CAP customers than PECO’s current tiered discount model.  The FCO model will also allow for a CAP shopping platform and the portability of the CAP benefit.  For the reasons set forth below, CAUSE-PA submits that the proposed FCO model, which the parties have agreed upon and as outlined in the settlement, is in the public interest and should be approved. CAUSE-PA Statement in Support at 8, 9

3.	Coordination with CAP Shopping

		PECO’s CAP Shopping program is currently on appeal to the Commonwealth Court, and that Court has stayed implementation of the Commission’s Orders regarding CAP Shopping.  However, the FCO program as set forth in the Term Sheet is structured so that, when CAP customers are allowed to shop, CAP customers will bear both the risks and benefits of their own shopping decisions.  If they make a shopping decision that decreases their overall utility costs, they will be allowed to retain that benefit; if they make a shopping decision that increases their overall utility costs, they will be required to pay for those additional costs.  This approach makes CAP customers similarly-situated to other residential customers in the retail shopping market.  PECO Statement in Support at 5.

4.	Responsibility to Manage Usage/Incentive to Conserve 

		The amount of a customer’s fixed credit will be adjusted to reflect projected usage in a normal weather year.  The effect of this adjustment will be to make customers responsible to manage their usage and conserve energy, because they will not receive an additional credit to cover usage caused by extreme weather or other drivers of increased usage.  Conversely, when CAP customers successfully conserve energy, they will retain the benefit of having done so.  PECO believes that this structure will provide CAP customers with an incentive to conserve energy.  PECO Statement in Support at 6.

5.	Cost of Program and Cost Containment Mechanisms  

		PECO estimates that, in a normal weather year, the FCO program will be approximately $3.4 million per year less expensive than PECO’s current tiered approach. ($77 million per year for PECO’s current program; $73.6 million for the FCO.)  PECO expects a material increase in affordability through the FCO program.  This balancing – increased affordability at the same or a reduced cost – is achieved by redistributing some of the existing discounts from customers in the higher ranges of eligibility – approximately 100-150% of the Federal Poverty Level – and re-directing those funds to the poorest of the poor.  This approach of redistributing funds from higher income levels to lower income levels is the primary mechanism by which the FCO increases affordability while maintaining program costs.  PECO Statement in Support at 6.

		In addition, the FCO program includes several other important cost-containment mechanisms.  First, the Commission’s minimum monthly bill requirements -- $12.00 for non-heating electric customers, $30.00 for electric heating customers, and $25.00 for gas heating customers – will be applied to customer bills.  Second, PECO will continue its current Commission-approved practice of limiting the cost of its overall program by applying the maximum credit allowed by 52 Pa.Code § 69.265(3)(i) on a system-wide average basis.  Third, the FCO provides a maximum annual credit amount that each customer may receive.  
 PECO Statement in Support at 6, 7; OCA Statement in Support at 7.

		The OCA stated that customers will be asked to pay this minimum bill even if a rolling credit would otherwise create an overall credit or amount of less than these minimum amounts.  Settlement at ¶ A(3). The minimum CAP payment requirement allows the CAP customer to conserve the benefit of its CAP credits for a month when the credit is actually needed.  If the benefit is used in a month when it is not needed, the CAP customer may be at risk for exhausting the customer’s maximum CAP credits.  The minimum payment requirement also acts as both a cost control measure and a requirement that CAP customers share in the monthly responsibility of the costs of their electric service.  Finally, the minimum monthly requirement establishes the habit of regular monthly bills and arrearage forgiveness for each of those months, and it prevents the situation where a customer pays nothing in one or more months because a credit exists on the bill.  OCA Statement in Support at 7; CAUSE-PA Statement in Support at 8.

		The Settlement includes an individual household maximum CAP credit and maintains the Company’s current practice of applying the maximum annual credits on a system-wide average.  Settlement at ¶ A(1) at Step 4, ¶ A(3).  Individual households will receive a maximum Annual Credit as follows:


Table 2:  Maximum Annual Credits

	FPL
	Electric Non-Heating (Rate R) 
	Electric Heating (Rate RH) 
	Electric with Gas Heating (PECO Dual Commodity Customer) 

	0-50%
	$2,048
	$2,922
	Same as Rate R for electric service; no maximum for gas service[footnoteRef:18] [18:  	This continues PECO’s current gas CAP program policy.  Id.  
] 


	51-100%
	$1,389
	$1,881
	

	101-150%
	$1,241
	$1,661
	



Settlement at ¶ A(1) (footnotes omitted).  The individual CAP customer cannot receive a maximum CAP credit higher than those identified in Table 2, but the system-wide average maximum CAP credit of $686.83 for Rate R customers and $1,766.13 for Rate RH ensures that the potential cost of the program will not exceed the current potential cost of the program.  Settlement at ¶ A (3).  The individual and system-wide maximum CAP credits are independently calculated and applied.  

		The OCA submits that the proposed FCO model meets the objectives identified in the OCA’s testimony in this case.  The proposed FCO will provide for affordable service that meets the guidelines set forth in the Commission’s CAP Policy Statement; will more efficiently utilize ratepayer-supplied funding to direct benefits towards those customers who are most in need; and will provide for a CAP Shopping platform that will balance the interests of CAP customers and non-CAP residential customers who pay the costs of the program. OCA Statement in Support at 8.


6.	Customers who will not receive an annual credit/Transitional Benefits

		The FCO causes a redistribution of benefits from higher income tiers to lower income tiers.  As a consequence, PECO estimates that approximately 40,000 households that currently receive CAP discounts under PECO’s existing tiered CAP program will not receive a credit under the FCO program.  To ease this transition, the Term Sheet provides for a one-year transitional payment of $50.00 per household so affected.  PECO Statement in Support at 7; 
OCA Statement in Support at 9; CAUSE-PA Statement in Support at 8.

		Participation in CAP entitles customers to other benefits, such as pre-program arrearage forgiveness, priority for low-income usage reduction program (LIURP) treatments, and other non-bill discount benefits available to CAP participants. TURN Statement in Support at 5; OCA Statement in Support at 9; CAUSE-PA Statement in Support at 7.

		Under the terms of the proposed FCO, approximately 40,000 customers will no longer qualify for a rate discount.  See Settlement at ¶ A(2); Options Report at 20, Appendix C; OCA Comments at Attachment A, Colton Review, at 18.  Through the course of settlement discussions and information exchanges, the parties determined that this segment of PECO’s CAP customers – which consists primarily of those in the income tier closest to 150% of the Federal Poverty Level (FPL) – receive a bill within the energy burdens consistent with Commission guidelines without application of a CAP benefit.  CAUSE-PA Statement in Support at 7.

		The OCA submits that the proposed minimum benefit Phase-Out will allow these CAP participants to receive a continued minimum benefit for up to 12 months and then be transitioned to zero dollar credit.  The average current level of benefit for this group of customers is approximately $8.00 and will be reduced by half before going to zero in order to mitigate the impact of the loss of the credit. These customers will remain in CAP, even at a zero dollar credit, so that they may continue to receive arrearage forgiveness for full payments and other CAP benefits such as Low Income Usage Reduction Program (LIURP) prioritization and energy efficiency education. OCA Statement in Support at 10.
		In light of this information, the parties agree that the dollars used to provide a benefit to those already receiving a bill compliant with energy burden policies would be used more effectively if redirected to those with high energy burdens that exceed the Commission’s guidelines. To lessen the potential impact of this change on the affected households, the Settlement provides that these customers will receive a Phase-Out Benefit of approximately $50 per household in the first year, which will be provided as a monthly bill credit of $4.17 for each month for a maximum of 12 months.  This Phase-Out Benefit is approximately 50% of the average monthly benefit currently received by these customers under PECO’s existing CAP.  Id.  CAUSE-PA Statement in Support at 7.

		CAUSE-PA asserts that the proposed Phase-Out Benefit is in the public interest and should be approved, as it is carefully designed to redirect CAP benefits to those customers with greater energy burdens while mitigating the effect on those CAP participants negatively impacted by the FCO programmatic change. CAUSE-PA Statement in Support at 7.

7.	Implementation Date

		The Term Sheet provides for an October 2016 implementation date for the FCO.  This date reflects PECO’s best estimate of the amount of time necessary to complete IT transition work to implement the FCO.  Adopting a schedule that allows PECO the necessary time to do the IT transition work is a material term of the Term Sheet. PECO Statement in Support  at 7.

8.	Change of Date for Next Six-Year Evaluation

		PECO is currently required to file its next CAP program evaluation, known as a “six-year evaluation,” on October 1, 2018.  In order to allow collection of two years’ of operational data on the FCO program prior to filing the next evaluation, the Term Sheet provides, and PECO requests, that its next six-year evaluation filing date be rescheduled from October 1, 2018 to June 30, 2019.  PECO Statement in Support at 7.
		TURN et al. supports the external evaluation in late 2018 so that two years of operational data can be assessed.  TURN Statement in Support at 4.

9.	Cost Recovery

		The Term Sheet provides for two elements of FCO cost recovery.  First, PECO will continue to collect the value of benefits given through its CAP program, known as the CAP “shortfall,” through its base rates and its Universal Services Fund Surcharge.  Second, in its pending electric base rate case at Docket No. R-2015-2468981, PECO has included its IT transition costs in its rate base capital spend.  Recovery of those costs is a material element of the Term Sheet, and PECO avers that it is in the public interest to allow it to recover its FCO program costs through these normal cost recovery mechanisms.  PECO Statement in Support at 7, 8.

		The Settlement provides for the cost recovery treatment of IT (Information Technology) transition costs to implement the FCO system.  Settlement at ¶ A(4).  OCA and CAUSE-PA state that the parties agree that the Company may request that a maximum of $11 million to be treated as a regulatory asset and deferred for accounting and financial reporting purposes.  The proposal will be subject to the following conditions:

A.	That authorization for deferred accounting treatment is not an assurance that there will be future rate recovery;

B.	That PECO claim the deferred costs at the first available opportunity in a base rate case;

C.	That PECO be directed to commence amortization on a reasonable schedule beginning with the IT in-service date;

D.	That any authorization for deferred accounting be limited to the IT expense and not extend to capital costs; and
E.	That any order will not limit any party in its ability to contest rate recovery of the deferred costs.

Settlement at ¶ A(4).  The OCA and CAUSE-PA submit that these proposed conditions are consistent with Commission decisions regarding the treatment of a regulatory asset outside of a base rate proceeding and should be approved.  OCA Statement in Support at 10; CAUSE-PA Statement in Support at 10.

1. Arrearage Forgiveness

10.	Status of Filing 2/3 Forgiveness Program

		The Term Sheet requires PECO to propose, in a separate base rate case or other proceeding, a form of arrearage forgiveness outlined in the Term Sheet that could result in a customer obtaining forgiveness for 2/3 of accumulated in-program arrearages.  PECO proposed the agreed-upon arrearage forgiveness program in its pending electric base rate proceeding at Docket No. R-2015-2468981.  PECO will abide by the Commission’s resolution of the proposed arrearage forgiveness program in that docket, and is not seeking any additional review of the 2/3 forgiveness program in this docket.  PECO Statement in Support at 8.

11.	Alternative Method of Addressing Arrears  

		The Term Sheet provides that, if the Commission does not approve the 2/3 forgiveness program that is currently under evaluation in PECO’s pending electric base rate proceeding, then PECO will instead place all in-program arrearages on a 60-month payment agreement when the FCO program starts in October 2016.  If the 2/3 forgiveness program is not approved, PECO believes that 60-month payment arrangements will be in the public interest as an alternative method of addressing the arrearages that will have accumulated prior to implementing the more affordable terms of the FCO.  PECO therefore requests that, in this docket, the Commission conditionally approve the use of 60-month payment agreements, as described in the Term Sheet, as an alternative to be used if the 2/3 forgiveness program is not approved in PECO’s pending electric base rate proceeding.  PECO Statement in Support at 8.
[bookmark: _GoBack]
		The OCA stated that as the parties addressed the issue of affordability in this proceeding, an issue was raised regarding the treatment of the arrearages accumulated by CAP customers while enrolled in the CAP program, or PECO’s “in-program arrearage forgiveness.”  The Settlement provides that PECO will present, in a separate petition or in its next base rate proceeding, an in-program arrearage forgiveness program.  Settlement at ¶ B(1).  The proposed in-program arrearage forgiveness program will provide a 60-month payment arrangement equal to 1/3 of the customer’s Initial IPA Balance and the CAP customer will receive a reduction of $2.00 for every dollar that the CAP customer pays towards the balance.  Id.

		The Company will also propose a cost-recovery mechanism in the future proceeding.  Any proposed cost recovery mechanism will be limited to no more than “2/3 of the projected cumulative Initial IPA balance for the entire CAP population as of October 1, 2016.”  Id.  The other parties have explicitly reserved their right to oppose the proposed cost recovery mechanism when the Company makes its filing.  PECO has reserved its right to not implement such a program without a cost recovery mechanism that is acceptable to PECO.  CAUSE-PA Statement in Support at 11; OCA Statement in Support at 7.
.
		The OCA agrees that the issue of cost recovery for an in-program arrearage forgiveness program should be addressed in a separate proceeding or in the Company’s next base rate proceeding.  This was not an issue that was raised by the Commission’s Tentative Order or in the testimony or Comments presented in this proceeding.  The in-program arrearage forgiveness program is not directly related to the design of the proposed FCO model.  The Settlement, by providing for consideration in a separate petition proceeding or the Company’s next base rate proceeding, will preserve this issue to be more fully addressed on a complete record.  OCA Statement in Support at 11, 12.

		TURN et al. states that in program arrears have accumulated during the ongoing operation of PECO’s tiered rate discount CAP.  Order at 13-14.  TURN et al. submits that this phenomenon is the result of PECO’s existing CAP design.  With the redesign of CAP proposed in the settlement, the parties must recognize that CAP participants must be provided reasonable means to resolve these arrear without unduly compromising affordability.  TURN Statement in Support at 5.  In the recent rate filing of March 27, 2015, R-2015-2468981, PECO proposed a IPA forgiveness program.  TURN et al. supports Commission approval of the proposed program.  TURN Statement in Support at 6.

C.	Usage Reduction

12.	Low-Income Usage Reduction Program (“LIURP”):

		The OCA stated that one issue that directly impacts customer affordability is CAP customer usage levels.  The Settlement provides that PECO will commit $1 million annually in additional funds to the Low Income Usage Reduction Program in order to assist low-income customers with reducing their energy burdens and will direct $700,000 to address de facto space heating issues.  Settlement at ¶ C(1), (2).  The Company’s de facto space heating program will work to address Rate R customers who are heating with electricity because other fuel heating is not available where: (1) the mitigation measure is repair or replacement of a broken heater or furnace and (2) meets the necessary payback period criterion.  Id. at C(2).  The Company will actively identify CAP customers with extremely high usage and will give these customers the highest prioritization for LIURP treatment.  Id.  PECO will also advocate within its Act 129 stakeholder group to propose a $1 million addition to its Act 129 Low Income Energy Efficiency Program (LEEP) to address customers with high usage who have incomes at or below 150% of the Federal Poverty Level.  Settlement at ¶ C(3).  

		The OCA supports these proposed measures to increase LIURP funding and to direct LIURP funding to address the problems created by de facto space heating.  There are some low-income customers for whom their usage is so high that CAP credits alone cannot provide an otherwise affordable bill.  Many of these customers are unable to reduce their usage due to the condition of their housing or due to a broken or inoperable furnace that uses a fuel other than electricity.  These customers rely upon alternative, more costly de facto space heating measures.  Increasing LIURP funding, and directing those funds towards de facto space heating, will work to benefit both CAP customers and the non-CAP residential customers who pay the costs of the program.  Low-income customers will receive the benefit of lower energy bills, and hence greater level of affordability, and have a greater number of measures installed to address energy conservation issues.  Non-low-income residential ratepayers will benefit because lower energy usage will decrease the amount of the CAP shortfall, which in turn, will decrease the amount that non-CAP customers must pay for the program.  OCA Statement in Support at 12, 13; TURN Statement in Support at 6, 7.

13.	De facto heating  

		The settlement proposes to use LIURP funds to redress de facto heating situations.  The parties agree that due to the impact of these situations on electric usage and resulting unaffordable bills, up to $700,000.00 per year of new PECO LIURP funds are to be available to repair or replace a broken oil or gas furnace as long as not structural issues impede the repair and the payback period for the LIURP investment does not exceed 15 years. The parties agree to support PECO’s additional LIURP funds and de facto mitigation measures.  TURN Statement in Support at 7

14.	Collaborative

		The Settlement provides that the parties will engage in a collaborative within ninety days of the approval of the Settlement to address consumer education regarding the CAP design changes; the effect of the design on CAP shopping materials; educational materials on the importance of LIURP and Act 129 measures; the suggested measures to address de facto space heating; the intended audience for the materials; alternative languages for the translation of education materials; and the cost recovery mechanisms for the proposed educational materials.  Settlement at ¶ C(5).  The OCA submits that education on these programmatic changes will be a necessary and important aspect of improving the CAP program.  The parties support the proposal to engage in additional collaborative discussions on these important issues.  OCA Statement in Support at 13; CAUSE-PA Statement in Support at 14; TURN Statement in Support at 7, 8.

		TURN et al. states that the settlement in the public interest because it intends to reduce the depth and breadth of unaffordability experienced by PECO’s most vulnerable customers participating in CAP.  It is a reasonable compromise of the parties.  TURN Statement in Support at 8.

		The parties have presented clear and reasonable reasons for approval of the FCO program.  After considering the Joint Petition for Settlement, including the affordability of the new program, the cost containment, the cost recovery, arrearage forgiveness, usage reduction, the proposed evaluation after two years and the ongoing collaborative to address issues that arise and the savings achieved by not litigating the case fully, it is my opinion that the Settlement is fair, just, reasonable and in the public interest.  Accordingly, I recommend that the Joint Petition for Settlement be approved.

[bookmark: _Toc398805332]CONCLUSIONS OF LAW

		1.	The Commission has jurisdiction over the parties and subject matter of this proceeding.  66 Pa.C.S. § 2801 et seq.; 52 Pa.Code §§ 54.181-54.189.

		2.	To determine whether the parties’ settlement should be approved, one must decide whether the settlement promotes the public interest.  See Pa. Pub. Util. Comm’n. v. York Water Co., Docket No. R-00049165 (Order entered October 4, 2004); Pa. Pub. Util. Comm’n. v. C.S. Water & Sewer Associates, 74 Pa. PUC 767 (1991); Pa. Pub. Util. Comm’n. v. Philadelphia Electric Company, 60 Pa. PUC 1 (1985).  


ORDER

THEREFORE,

		IT IS RECOMMENDED:

		1.	That the Joint Petition for Settlement filed in the matter captioned as PECO Energy Company Universal Service and Energy Conservation Plan for 2013-2015 Submitted in Compliance with 52 Pa.Code §§ 54.74 and 62.4 at Docket Number M-2012-2290911 is approved without modification.

		2.	That the proceeding at Docket No. M-2012-2290911 be terminated and that the case be marked closed.



Date:	June 11, 2015						/s/					
							Cynthia Williams Fordham
							Administrative Law Judge
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On February 28, 2012, PECO Energy Company filed its Universal Service and 


Energy Conservation Plan covering the three


-


year period 2013


-


15 (the “2013


-


15 Plan”).  An 


amended plan was filed on October 15, 2012.  In response to the Commission’s April 4, 2013 


O


rder requiring PECO Energy Company to make certain changes to its 2013


-


2015 Plan and the 


April 25, 2014 Secretarial Letter directing the parties in this matter to attempt to reach agreement 


on a new CAP design, the parties engaged in extensive settlement d


iscussions with the assistance 


of Mediator Cynthia Lehman.  On March 20, 2015, a Joint Petition for Settlement was filed in 


this docket by PECO Energy Company, the Office of Consumer Advocate, the Tenant Union 


Representative Network and Action Alliance of 


Senior Citizens of Greater Philadelphia, and the 


Coalition for Affordable Utility Services and Energy Efficiency in Pennsylvania (collectively, 


the “Joint Petitioners”).  Subsequently, the Joint Petitioners filed Statements in Support of the 


Joint Petition


.  All active participants have signed and support the settlement.  


 


 


 


 


The Joint Petition changes PECO Energy Company’s Customer Assistance 


Program (“CAP”) from a seven tier CAP Rate program to Fixed Credit Option Percentage of 


Income Program.  The partie


s have presented evidence to show that the Fixed Credit Option 
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