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IN REPLY PLEASE REFER TO OUR FILE



INDEPENDENT AUDITOR'S REPORT

To The Pennsylvania Public Utility Commission

Report on the Financial Statements

	We have audited PECO Energy Company’s Statements of Energy Efficiency and Conservation Program Costs Phase I Over/Under Collections (Section 1307(e)) for the period January 1, 2010 through May 31, 2013 and the Reconciliation True-up period June 1, 2013 through May 31, 2014.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these statements in accordance with accounting principles generally accepted in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these statements based on our audit.  We conducted our audit in accordance with auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether these statements are free from material misstatement.  An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in these statements.  The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of these statements, whether due to fraud or error.  In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of these statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.  An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of these statements.  We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.






Opinion

	In our opinion, the information set forth in the accompanying condensed Statements of Energy Efficiency and Conservation Program Costs Phase I Over/Under Collections for the period January 1, 2010 through May 31, 2013 and the Reconciliation True-up period June 1, 2013 through May 31, 2014 of PECO Energy Company present fairly, in all material respects, in relation to the audited financial statements from which they were derived.


Report on Other Legal and Regulatory Requirements

	The accompanying statements were prepared for the purpose of complying with the rules and regulations of the Pennsylvania Public Utility Commission and are not intended to be a complete presentation of the Company’s revenues and expenses.



	

	Dennis P. Hosler, CPA
	Director
	Bureau of Audits
	Harrisburg, PA
	October 30, 2015
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	PECO ENERGY COMPANY

	
Condensed (Note 1) 
Statement Of Energy Efficiency And Conservation Program Costs Phase I (EEPC) Over/(Under) Collections (Section 1307(e))

	For The Period January 1, 2010 Through May 31, 2013*




	

Customer Class
	EEPC       Revenues 
	EEPC
 Expenses
	
Over/(Under) Collections

	
	(1)
	(2)
	(3)=(1)-(2)

	
	(Note 2)
	(Note 3)
	(Note 4)

	
	
	
	

	Residential
	     $ 141,389,031
	$ 129,824,995
	 $  11,564,036

	
	
	
	

	Commercial
	     69,305,941
	 32,362,329
	   36,943,612

	
	
	
	

	Industrial
	     91,011,470
	    60,237,768
	    30,773,702

	
	
	
	

	Street Lighting

	       5,395,236

	          4,011,224

	     1,384,012


	     Totals
	$ 307,101,678
	$ 226,436,316
	 $  80,665,362

	
	
	
	

	
	
	
	






* - As reported to the Commission at Docket No. M-2013-2372785.

Notes to the Financial Statements are an integral part of this report.







	PECO ENERGY COMPANY

	
Condensed (Note 1) 
Statement Of Energy Efficiency and Conservation Program Costs Phase I (EEPC) Over/(Under) Collections (Section 1307(e))

	For The Reconciliation True-up Period (Note 5) 
June 1, 2013 Through May 31, 2014*




	

Customer Class
	EEPC        Revenues
	EEPC
Expenses
	
Over/(Under) Collections

	
	(1)
	(2)
	(3)=(1)-(2)

	
	(Note 2)
	(Note 3)
	(Note 4)

	
	
	
	

	Residential

	$ (11,256,867) 
	$       738,970
	$ (11,995,838)


	Commercial
	    (35,368,688)
	  1,133,055
	   (36,501,743)

	
	
	
	

	Industrial
	    (31,949,915)
	        (792,721)
	  (31,157,194)

	
	
	
	

	Street Lighting
	     (1,347,241)
	           23,230
	(1,370,471)

	
	
	
	

	     Totals
	$ (79,922,711)
	$    1,102,534
	$ (81,025,246) 

	
	
	
	

	Phase I Balance as of May 31, 2013**
	   307,101,678
	
     226,436,316   
	     80,665,362

	
	
	
	

	Phase I Balance  as of May 31, 2014
	$ 227,178,966
	 
 $ 227,538,850
	$      (359,884)






* - As reported to the Commission at Docket No. M-2014-2427257.

** - Amounts are from the Statement of EEPC from January 2010–May 2014 on page 3.

Arithmetic differences are due to rounding.

Notes to the Financial Statements are an integral part of this report.




PECO ENERGY COMPANY 

Notes to the Financial Statements


1 - Condensed Statements

The Statements of Energy Efficiency and Conservation Program Costs Phase I (EEPC) Over/(Under) Collections presented in this report are condensed from the officially filed statements for the purpose of clarity.  The audit was conducted on PECO Energy Company’s (PECO or Company) officially filed 1307(e) statements submitted to the Pennsylvania Public Utility Commission (PUC or Commission, in accordance with section 1307(e)(1) of the Public Utility Code on June 18, 2014 and July 1, 2013 and are available at Docket Nos. M-2014-2427257 and M‑2013‑2372785, respectively, via http://www.puc.pa.gov.

2 -	EEPC Revenues

EEPC Revenues are derived by multiplying the sales volumes billed during the month by the applicable EEPC rate.  The EEPC applies to all Customers.  

3 -	EEPC Expenses 

EEPC Expenses are the expenses incurred by the Company to meet the energy conservation targets established by the Pennsylvania General Assembly in Act 129 of 2008.

4 -	Over/(Under) Collections

	Over/(Under) Collections are the differences between the EEPC Revenues and EEPC Expenses.  The resulting amounts represent the portion of EEPC Revenues refundable to or EEPC Expenses recoverable from customers through subsequent EEPC filings.  Interest is not applied to over or under collections.  Differences arise for two primary reasons:

· Variations between the actual monthly volumes billed to customers and the estimates used to determine the EEPC rates.

· Variations between actual EEPC Expenses incurred and the estimates used to determine the EEPC rates.


PECO ENERGY COMPANY 

Notes to the Financial Statements (continued)


5 -	Reconciliation True-up Period

In order to ensure full collection or refund of the remaining EEPC over/under collection balance at May 31, 2013, the end of Phase I, PECO’s EEPC tariff provided for the interim adjustment of the EEPC rates over the period extending from June 1, 2013 to December 31, 2013.  If any over/under collection balance was expected to remain after December 31, 2013, the Company could propose additional rate adjustments to ensure that the balance was eliminated.  

During the Reconciliation True-up Period, PECO refunded the customers’ monies that were over collected primarily due to actual lower costs incurred to achieve the Act 129 energy efficiency goals than the amounts budgeted.  The small amount of costs reported as incurred by PECO in the Reconciliation True-up Period were expenses to finalize any measures installed and commercially operable on or before May 31, 2013, expenses to finalize any contracts, and other Phase I administrative obligations.  

The remaining under collection balance as of May 31, 2014, of $359,884, will be added to the EEPC Phase II E-Factor balance to be recouped during the period of June 1, 2016 through May 31, 2017.  It will be a separate line item of the E‑Factor calculation to allow for the proper accounting of the Phase I revenues.
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BACKGROUND

AND

OPERATIONAL REVIEW






PECO ENERGY COMPANY

Background

This background section was developed substantially from unaudited data and documentation made available by PECO and is presented solely for informational purposes.

PECO is a company principally engaged in providing transmission and distribution of electric and natural gas services to retail customers in southeastern Pennsylvania.  PECO’s operations as an electric distribution company and natural gas distribution company are subject to regulation by the Commission.  PECO is a wholly owned subsidiary of Exelon Corporation headquartered in Chicago, Illinois.  According to PECO’s annual reports filed with the PUC, for the years 2013, 2012, and 2011, PECO’s total electric distribution revenues, including default service sales, from customers were $2.3 billion, $2.4 billion, and $2.9 billion respectively. 
 
	PECO provides electric distribution service in an area of approximately 1,900 square miles with a population of approximately 3.9 million, including 1.5 million in the city of Philadelphia.  During 2013, PECO delivered electricity to approximately 1,600,000 residential, commercial and industrial customers

	PECO owns 1,092 miles of high voltage electric transmission lines within its service territory.  In addition, PECO has a 22.00% ownership of 127 miles of 500 kV lines located in Pennsylvania and a 42.55% ownership of 131 miles of 500 kV lines located in Delaware and New Jersey.  PECO’s electric distribution system includes 12,989 circuit miles of overhead lines and 8,915 circuit miles of underground lines.

	On October 15, 2008, Act 129 became law and required the Commission to develop an Energy Efficiency and Conservation Program applicable to electric distribution companies with at least 100,000 customers.  It permitted companies to implement a surcharge mechanism to recover the costs associated with implementing an Energy Efficiency and Conservation Program (EEPC) Plan.  On October 15, 2009, PECO’s EEPC Plan, at Docket No. M‑2009‑2093215, was approved by the Commission.  PECO’s EEPC tariff became effective January 1, 2010.  The EEPC is a Non-by passable surcharge applied to all customer bills.  

	The EEPC surcharge allows PECO to recover costs associated with:  all expenditures of the individual programs, such as materials, equipment, installation, custom programs, evaluation measurement/verification, educating customers about availability to the extent not included in Consumer Education cost, not recovered through any separate recovery mechanism, and any other cost associated with implementation of the programs.  Any direct load control benefits to the Company from the programs are to be credited against the cost.  

PECO ENERGY COMPANY

Current Period Audit Finding


Finding – The Energy Efficiency And Conservation Program Revenues for the Commercial Customer Class Were Inaccurately Reported.

	PECO did not report all of its intercompany sales revenue in the 1307(e) reconciliation statements.  Intercompany sales revenues are generated from providing service to Exelon owned non-regulated generators.  The error occurred due to the fact that one of the internal reports used to prepare the 1307(e) reconciliation statements did not contain the intercompany revenues.  As a result of the omission of intercompany revenues, PECO over collected $14,078 from its Commercial Customers.

Recommendations:

The Audit Staff recommends that PECO institute a review process that insures that applicable revenues and costs are reported correctly.  We recommend that PECO prepares written procedures on which reports to use and how to prepare the 1307(e) reconciliation statement.  Furthermore, we recommend that the Company refund $14,078 to its Commercial Customers by making an adjustment to the Phase I E-Factor balance in its next EEPC rate filing.

Auditor Note:

          The Company agrees with the recommendations.  PECO created a procedure to only use information provided by Revenue Accounting, which is derived through the Customer Information Management System, when preparing the 1307(e) reconciliation statement.  PECO will refund $14,078 to its Commercial Customers in its next EEPC rate filing.
		






PECO ENERGY COMPANY

Current Period Observation


Observation – PECO Did Not Properly Account For The Credits Issued By the PJM Interconnection, LLC.

While reconciling its EEPC Expenses, PECO discovered that Interruptible Load for Reliability (ILR) credits received from PJM Interconnection, LLC for June 2011 through May 2012, for registering the demand reduction capacity which results in savings related to the Residential Direct Load Control program, had been omitted from the EEPC reconciliation statements.  As the ILR credits are used to offset expenses, this omission caused the Residential EEPC Expenses to be overstated by $1.43 million.

As stated in Note 5 of the Notes to the Financial Statements, PECO plans to combine the Phase I over/under collection balance with the Phase II final over/under collection balance for each customer class and refund or recoup the combined balances during the period of June 1, 2016 through May 31, 2017.  In its June 23, 2015 Phase II 1307(e) reconciliation statement filing, at Docket No. M-2015-2489136, PECO made a separate line item adjustment to the reported Residential Phase I EEPC under collection balance, which will be combined with the Phase II EEPC final over/under collection balance, to account for the omitted ILR credits.

The Audit Bureau discussed the issue of the omitted credits with informed Company personnel.  We agreed with the Company’s approach to make the correction as part of the E-Factor calculation of a subsequent EEPC rate filing.



PECO ENERGY COMPANY
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