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PECO ENERGY COMPANY



Background

PECO is a company principally engaged in providing transmission and distribution of electric and natural gas services to retail customers in southeastern Pennsylvania.  As an electric distribution and natural gas distribution company, PECO’s operations 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 2016 and 2015, PECO’s total electric distribution revenues, including default service sales, from customers were      $2,328,457,273 and $2,281,526,387; respectively.

	PECO provides electric distribution service in an area of approximately 1,900 square miles with a population of approximately 4 million, including 1.6 million in the city of Philadelphia.  During 2015, PECO delivered electricity to approximately 1.6 million residential, commercial, and industrial customers.

	By Order entered June 2, 2009, the Commission approved a Settlement Agreement (Agreement) at Docket No. P‑2008‑2062739.  The Agreement allowed PECO to establish a Generation Supply Adjustment (GSA) Rider.  The GSA Rider permits PECO to recover, from its default service customers, the cost of procuring power plus associated administrative expenses incurred in acquiring power and attaining regulatory approval of any procurement strategy and plan.  
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PENNSYLVANIA PUBLIC UTILITY COMMISSION
COMMONWEALTH KEYSTONE BUILDING
400 NORTH STREET, HARRISBURG, PA  17120
	



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 Generation Supply Adjustment Over/Under Collections for the twelve-month periods ended December 31, 2016 and December 31, 2015.

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.  These 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.
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Opinion

	In our opinion, the information set forth in the accompanying Condensed Statements of Generation Supply Adjustment Over/Under Collections for the twelve‑month periods ended December 31, 2016 and December 31, 2015 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 PECO Energy Company’s revenues and expenses.





						
														Kelly A. Monaghan, CPA, CGFM, CFE
	Director
	Bureau of Audits
	Harrisburg, PA
[bookmark: _GoBack]	November 29, 2018
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Condensed Statement[footnoteRef:1] of  [1:  As reported to the Commission at Docket No. M‑2017‑2586301.] 

Generation Supply Adjustment (GSA) 
Over/(Under) Collections (Section 1307(e)) 
for the Twelve Months ended December 31, 2016[footnoteRef:2] [2:  Notes to the Financial Statements are an integral part of this report.
] 


	

Rate Class
	
	GSA Revenue
	
	

GSA Costs
	
	Over/(Under)
Collections

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

	
	
	
	
	
	
	

	Residential
	
	$   582,423,139
	
	$   585,919,816
	
	$   (3,496,677)

	
	
	
	
	
	
	

	Small Commercial and Industrial
	
	109,984,460
	
	109,198,156
	
	786,304

	
	
	
	
	
	
	

	Medium Commercial and Industrial
	
	18,269,605
	
	17,732,618
	
	536,987

	
	
	
	
	
	
	

	Medium Commercial and Industrial (Hourly)
	
	13,870,454
	
	13,950,718
	
	(80,264)

	
	
	
	
	
	
	

	Large Commercial and Industrial (Hourly)
	
	          14,566,120
	 
	           13,320,558                                                                                   
	
	1,245,562

	
	
	
	
	
	
	

	     Total
	
	  $   739,113,778
	
	   $   740,121,866
	
	$   (1,008,088)









Condensed Statement[footnoteRef:3] of  [3:  As reported to the Commission at Docket No. M‑2016‑2526633.] 

Generation Supply Adjustment (GSA) 
Over/(Under) Collections Section 1307(e) 
for the Twelve Months ended December 31, 2015[footnoteRef:4] [4:   Notes to the Financial Statements are an integral part of this report.
] 


	

Rate Class
	
	GSA Revenue
	
	GSA Costs
	
	
Over/(Under)
Collections

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

	
	
	
	
	
	
	

	Residential
	
	$   653,940,610
	
	$   651,700,596
	
	$   2,240,014

	
	
	
	
	
	
	

	Small Commercial and Industrial
	
	131,701,848
	
	133,532,828
	
	(1,830,980)

	
	
	
	
	
	
	

	Medium Commercial and Industrial
	
	45,662,702
	
	45,457,469
	
	205,233

	
	
	
	
	
	
	

	Large Commercial and Industrial (Hourly)
	
	          21,616,697
	 
	20,894,292
	
	722,405

	
	
	
	
	
	
	

	     Total
	
	  $   852,921,857
	
	   $   851,585,185
	
	$   1,336,672










Notes to the Financial Statements


1 – Condensed Statements

The Statements of Generation Supply Adjustment (GSA) Over/(Under) Collections presented in this report are condensed from the officially filed statements.  The audit was conducted on PECO’s 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 January 30, 2017 and January 29, 2016.  The statements are available on the PUC’s website (http://www.puc.pa.gov) at Docket Nos. M‑2017‑2586301 and M‑2016‑2526633.

2 – GSA Revenue 

GSA Revenue is derived by applying the applicable GSA rate, excluding the E‑Factor, to each kilowatt-hour (kWh) of energy delivered to all customers who receive default service from the Company.

3 – GSA Costs

GSA Costs for the Residential, Small Commercial and Industrial and Medium Commercial and Industrial rate classes are the amounts paid to the full requirements suppliers providing the power for the quarter, the spot market purchases for the quarter, plus the cost of any other energy acquired through short or long-term contracts during the period.  GSA Costs include energy, capacity and ancillary services, distribution line losses, cost of complying with the Alternative Energy Portfolio Standards Act (AEPS), and applicable administrative costs.  

GSA energy costs for the Large C&I rate class are calculated by multiplying the PJM day ahead hourly price by the customers usage in the hour summed up for all the hours in the month.  Costs also included are capacity charges, ancillary services costs, AEPS Compliance, and applicable administrative costs. 

4 – Over/(Under) Collections

The Over/(Under) Collection is the difference between the GSA Revenue and GSA Costs.  The resulting amount represents the portion of GSA Revenue refundable to or GSA Costs recoverable from customers through subsequent GSA rates.   Differences arise for two primary reasons:

· Variation between the actual volumes billed to customers and the estimates used to determine the GSA rates; and,

· Variation between the actual GSA costs and the estimates used to determine the GSA rates.  
PECO ENERGY COMPANY
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Disposition of Prior Period’s Audit Findings


	The prior audit of PECO Energy Company’s Statements of Generation Supply Adjustment Over/(Under) Collections for the period January 1, 2012 through December 31, 2014 at Docket No. D-2015-2521461, included the following finding:

Finding – The company overstated its GSA Costs by $12,533 for the twelve     months ended December 31, 2013.

Recommendation:

The Audit Staff recommended that PECO refund $12,533 to its customers by making an adjustment to the E-Factor component in its next GSA filing.  

Disposition:

PECO refunded $12,533, plus applicable interest, to its customers in the GSA rates effective September 1, 2017 at Docket No. M‑2017‑2614657.


Current Period’s Audit Findings


Finding – The company overstated its GSA Costs by $226,282 for the twelve months ended December 31, 2016.

An amount applicable to record the transfer of AEC credits for $226,282 from a supplier to PECO’s AEC inventory was erroneously included as a cost for recovery in the GSA for the month of September 2016.  The amount should not have been included as a cost and should not have been included in the GSA.

Recommendation:

	The auditors recommend that PECO refund $226,282, plus applicable interest, to its customers by making an adjustment to the E-Factor component in its next GSA filing.  In addition, the Company should review or implement procedures for determining the applicable costs for inclusion in the GSA.

Disposition:

The Company agrees with the recommendation and indicated that an adjustment of $226,282 with applicable interest will be made to the E-Factor component in a subsequent GSA filing.  PECO also indicated that its controller group has implemented additional control procedures to prevent future occurrences.


PECO ENERGY COMPANY
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