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    Number:
RR- 2435, RR2409              

                                                                                Date: March 31, 2010
                                                                                Mail Log No.  121041,119760
TO:

Douglas R.M. Nazarian, Chairman

Harold D. Williams, Commissioner



Susanne Brogan, Commissioner



Lawrence Brenner, Commissioner



Therese M. Goldsmith, Commissioner

FROM:
Anthony Myers, Assistant Executive Director

RE:

BGE RM17 Compliance Filing
 

_______________________________________________________________

Description of Application:

The Baltimore Gas and Electric Company, (“BGE, or “The Company”) has filed a revised Supplier Coordination Tariff to implement the Purchase of Receivables provision in COMAR 20.53 as approved in RM17.
Groups which should receive a copy of Staff Recommendation:

Kimberly A. Curry, Baltimore Gas and Electric Company
Paula Carmody, Maryland Peoples’ Counsel
RM17 Email List
Recommended Action:

Accept for filing with revised discount rates effective May 1, 2010.

____________________ ​​​​ 


 
_______________________

Phillip E. VanderHeyden



Ronald A. Decker

Director, Electricity Division


Staff Counsel

Commission Action on ____________________________________:

Approved _________Disapproved __________ Accept for Filing __________

cc:  
Heather H. Polzin, General Counsel

     
Terry J. Romine, Executive Secretary


Joel M. Bright, Chief Hearing Examiner


Gregory V. Carmean, Executive Director

     
LaWanda Edwards, Press Secretary


Obi Linton, Director, Office of External Relations


Summary

The Baltimore Gas and Electric Company has filed a revision to its supplier coordination tariff that implements the Company’s Purchase of Receivables (“POR”) program including a proposed discount rate at which BGE would purchase Retail Electricity Suppliers’ commodity receivables.
	BGE Proposed
	 
	Res
	Type I
	Type II 
	HPS

	Uncollected Cost
	 
	1.1000%
	1.0000%
	0.5100%
	0.1400%

	Programming Cost
	 
	0.0700%
	0.0700%
	0.0700%
	0.0700%

	Electric Risk
	 
	0.2200%
	0.2000%
	0.1000%
	0.0300%

	Total
	 
	1.3900%
	1.2700%
	0.6800%
	0.2400%


Staff has reviewed the filing and recommends adjustments to the discount rates used, but otherwise recommends acceptance of the tariff revision and commends the Company for providing a prompt response to Staff’s requests for information.  Staff has calculated a revised discount rate from data requested from BGE via data request.  Staff’s recommendation includes adjustments to uncollected costs for late fee revenue, adjustments to the class allocations of POR implementation costs, and updated choice enrollments.
	Staff
	 
	Res
	Type I
	Type II 
	HPS

	Uncollected Cost
	 
	0.3821%
	0.3463%
	0.1916%
	0.0483%

	CWC Adj.
	 
	-0.0217%
	-0.0171%
	-0.0123%
	-0.0113%

	Programming Cost
	 
	0.1451%
	0.0277%
	0.0323%
	0.0090%

	Total
	 
	0.5055%
	0.3570%
	0.2116%
	0.0460%


Staff expects the proposed discount rate to fully recover the cost of BGE’s POR program from electricity suppliers with sufficient margin of error to remove any need to include incremental POR costs in base rates.  
Applicable Law

On October 7, 2009, the Commission issued a Letter Order to BGE directing it to file modifications to the Company’s COMAR 20.53 Compliance Filing.  Specifically, the Commission “direct[ed] the Company to negotiate a discount rate with suppliers and which rate will be applied uniformly by rate classes to all retail suppliers.”
  Additionally, the Commission stated that it did not have sufficient information to set an appropriate discount rate, and directed the Company to:

propose an appropriate discount percentage that is comprised of the following components:  (1) commodity-related bad-debt collections; (2) program development and operations costs associated with COMAR provision implementation, including administrative and collection costs; and (3) the risk associated with the continuation of the supplier-customer relationship.

On December 8, 2009, the Commission issued a Letter Order suspending the proposed tariff revisions for up to 150 days from the effective date of the revisions, directing BGE to file a proposed discount rate with supporting data, and respond to Staff’s data requests.  

Analysis

POR Programming Costs
The Company has requested recovery of $678,000 in costs associated with programming the changes to billing systems.  Staff requested information on the regulatory accounting treatment of the costs and recommends recovery of the costs through the discount rate in a manner consistent with the regulatory treatment of these and similar costs.  
The Company provided the regulatory accounting information showing the FERC accounts in which these costs have been booked and the allocation factors for these accounts from the Company’s most recent cost of service study (“COSS”).
  This data is from the 1997 COSS which is the most recent filed with the Commission.  The study was used for the purpose of unbundling rates during Electric Restructuring.
BGE has capitalized all of the POR costs in two accounts, 107 – CWIP – Distribution and 303 – Intangible Plant – Distribution.  The COSS allocates these accounts by rate class.  As the discount rate has been proposed by the Company to apply by SOS rate class, Staff grouped the COSS rate classes by SOS class to produce the following allocations of the programming costs.  For G and GS classes that include both Type I and Type II, the amounts allocated to each was based on the proportion of kWh sales for G and GS in Type I and Type II.
	Res
	Type I
	Type II
	HPS

	 
	 
	 
	 

	59.88%
	5.31%
	26.87%
	6.60%


The Company in its response to SDR2-16 indicated that it has booked $400,262 in these two accounts for POR costs through 2009.  The table below allocates this expense based on the COSS allocations by SOS class in the above table.
	Res
	Type I
	Type II
	HPS

	 $239,659 
	 $21,249 
	 $107,568 
	 $26,414 


The Company has indicated that $678,000 is estimated to be recovered for the complete POR implementation and requested recover over three years.  Staff finds it more reasonable to base recovery on known and booked costs.  Basing recovery on projected costs instead of actual costs would seem to violate the regulatory principle of basing rates on used and useful plant costs.  Staff recommends basing the discount rate on actual booked costs through the end of 2009 for the initial year of POR.  However, in order to allow for additional implementation costs, if realized in 2010 or subsequent years, Staff has calculated a discount rate based on a 2-year amortization rather than three.
	 
	 
	Res
	Type I
	Type II
	HPS

	A
	POR Programming Booked Cost 
	 $     239,659 
	 $ 21,249 
	 $ 107,568 
	 $ 26,414 

	 
	 
	 
	 
	 
	 

	 
	B = A / 2 (2 year amortization)
	Res
	Type I
	Type II
	HPS

	B
	Annual POR Cost Recovery
	 $     119,830 
	 $ 10,624 
	 $ 53,784 
	 $ 13,207 

	 
	C from February 2010 Enrollment Rpt.
	 
	 
	 
	 

	C
	No of Choice Accounts
	66,882
	26,312
	13,865
	611

	 
	D = B / C
	 
	 
	 
	 

	D
	Annual Cost Per Customer 
	 $ 1.79 
	 $ 0.40 
	 $ 3.88 
	 $ 21.62 

	 
	E from SOS bill impact.
	 
	 
	 
	 

	E
	Annual kWh
	12107
	14267
	150,000
	3,000,000

	 
	F from posted rates or Staff estimate
	 
	 
	 
	 

	F
	Supply Rate
	 $      0.1020 
	0.102
	0.08
	0.08

	 
	G = E * F
	 
	 
	 
	 

	G
	Annual Supply Revenue Per Cust
	$1,235
	$1,455
	$12,000
	$240,000

	 
	H = D / G
	 
	 
	 
	 

	H
	Programming Cost Component
	0.14508%
	0.02775%
	0.03233%
	0.00901%


Uncollected Costs

Staff requested from BGE the cost of net write-offs for the period from 2007-2009 by rate class.  This data has been used to develop the component of the discount rate associated with uncollected costs.  In developing the discount rate for 2010, Staff used the most recent net write-off data, which is that for 2009.  As shown in the table below, net-write offs have more than tripled for the residential class from 2007 through 2009.  Staff believes that using the most recent year’s data in an increasing write-off trend is more likely to recover the next year’s cost than using an average of several previous years.  
	Annual Net Write-offs

	 
	2007
	2008
	2009

	 Res 
	 $     5,041,831 
	 $     14,432,074 
	 $     17,101,504 

	 Type I 
	 $        812,900 
	 $       1,551,544 
	 $       1,445,891 

	 Type II 
	 $        309,831 
	 $         421,977 
	 $       1,632,910 

	 HPS 
	 $                -   
	 $           15,290 
	 $           44,784 


Late Fee Revenue

BGE provided data on late fee and net write-offs for 2007-2009.  As with bad debt, late fee revenues have increased from 2007-2009, although not at the same rate of increase as write-offs.  Staff believes it is appropriate to include late fee revenue as an offset to bad debt costs for the purpose of calculating the uncollectible discount rate component.  Typically late fees are included in revenue as an offset to bad debt expense in rate setting.  It is also appropriate here.  Collections costs would also be included as an expense in base rates; however BGE has not proposed to add any additional personnel or expense to recover uncollected costs associated with POR.  If BGE incurs those costs linked to POR during the first year of POR, the Company should include them in requests for a subsequent change to the POR discount rate.
	Annual Late Payment Revenue

	 
	2007
	2008
	2009

	 Res 
	 $8,898,885 
	 $11,056,629 
	 $11,336,502 

	 Type I 
	 $1,434,777 
	 $1,188,661 
	 $958,474 

	 Type II 
	 $546,855 
	 $323,283 
	 $1,082,448 

	 HPS 
	 $  -   
	 $11,714 
	 $29,687 


The late fee revenue has been included in the calculation of the uncollected component as an adjustment to the cost of net-write offs.
	 
	2009 Data
	Res
	Type I
	Type II 
	HPS

	A
	POLR Bad Debt
	 
	$ 17,101,504
	$1,445,891
	$1,632,910
	$ 44,784

	 
	 
	 
	
	
	
	

	B
	Late Fee Revenue
	 
	$ 11,336,502
	$ 958,474
	$  1,082,448
	$ 29,687

	 
	C = A-B
	 
	
	
	
	

	C
	Uncollectible Expense
	 
	$ 5,765,002
	$ 487,417
	$ 550,462
	$15,097

	 
	 
	 
	
	
	
	

	D
	POLR Revenue
	 
	$1,508,793,139
	$140,734,501
	$287,361,146
	$31,255,662

	 
	E = C / D
	 
	
	
	
	

	E
	Uncollectible Component
	 
	0.382%
	0.346%
	0.192%
	0.048%


Risk Component
BGE has requested a risk component of 20% of the uncollected cost component.  The Company requests this additional revenue as an offset to potential collections costs associated with recovery of the POR revenue.  Staff agrees in concept with the recovery of collections costs associated with POR revenue, but would prefer to award those costs based on specific costs that the Company can identify.  
Data provided to Staff shows that the Company spends on the order of $600,000 annually in support of Choice programs.  Staff estimated the amount of revenue that would be generated by the Company’s proposed 0.2% risk adder.  As shown in the table below, this amount would recover an additional $469,000, which is nearly the amount spent annually by BGE for Choice.
  Using Staff’s proposed uncollected cost; BGE’s risk component would be less, on the order of $170,000 annually.
	No. Choice Acct
	66,882
	26,312
	13,865
	611
	Total

	Annual kWh
	12,107
	14,267
	150,000
	3,000,000
	(estimated)

	Retail Suppl. Rate
	$        0.102
	$        0.102
	$ 0.080
	$ 0.080
	(estimated)

	 Electric Choice Annual Sales 
	$82,593,518
	$38,290,117
	$166,380,000
	$ 146,640,000
	$433,903,635

	 BGE Proposed Uncollectible Component 
	1.10%
	1.00%
	0.51%
	0.14%
	

	Risk Adder
	
	
	
	
	

	20%
	0.220%
	0.200%
	0.102%
	0.028%
	

	Risk Revenue
	$     181,706
	$ 76,580
	$ 169,708
	$ 41,059
	$ 469,053


	BGE Choice Programs Unit Cost

	2006
	 
	 $         602,000 

	2007
	 
	 $         572,000 

	2008
	 
	 $         652,000 

	2009
	 
	 $         630,000 

	Average
	 
	 $         614,000 


As noted previously in the previous section, BGE has not identified additional collections costs that are anticipated as a result of POR.  Certainly the Company has not identified collections cost that would nearly double the cost of the Electric Choice Program.  Current collections costs are covered in rates.  Staff recommends that the risk component be set at zero until such time as the Company can identify and produce evidence of incremental collections costs incurred as a result of the POR program.  
The Company’s tariff includes two provisions which remove risk of cost recovery from the POR program.  On page 30 of the instant filing, Schedule 3.B.2, the Company has proposed a Reconciliation Component to be calculated on the imbalance between costs and revenues by class for the program.  This component, initially zero, allows an annual true-up of program costs with interest.  BGE can correct under or over-collection from the program in subsequent years.  
The second provision is the language Schedule 3.B.3 which allows BGE to impose a charge on suppliers if the POR program is not used by enough suppliers.  This is very general language and Staff expects that if necessary, the Company would make a filing with the specific charges and cost support.  
Between these two features and the ability of the Company to require security deposits from customers, Staff does not see a need to increase the discount rate by the amount requested by the company for risk.
Adjustments to POR programming costs
Staff requested data from BGE documenting the costs incurred by the Company in developing and maintaining the customer choice functions in BGE’s billing system.  In response to SDR2-5 the Company indicated that it has invested $3.8

million in capital costs associated with Electric Customer Choice.  
	Electric Customer Choice Annual Investments.

	 
	 

	2001
	 $        600,000 

	2002
	 $        100,000 

	2003
	 $        200,000 

	2004
	 $       (100,000)

	2005
	 $        800,000 

	2006
	 $     1,500,000 

	2007
	 $        300,000 

	2008
	 $                -   

	2009
	 $        400,000 

	 Avg.
	  $       422,000

	 Sum
	 $     3,800,000 


The data provided by the Company shows average costs of $422,000 annually for investments (programming costs) in customer choice.  The amount booked to reflect POR, $400,262 is less than the average amount invested by the Company on choice related costs during the period since the electric restructuring began.  On this basis, the cost of implementing POR is not incremental to typical choice costs and POR did not create new costs for the Company.  Recovery of the programming costs through the discount rate would result in incremental revenue attributable to the POR program which would further reduce recovery risk to the Company by creating a positive balance in the account for the Company’s proposed reconciliation component.
SOS admin charge revenue

BGE provided Staff with information on the amount of revenue provided by the Standard Offer Service (“SOS”) administrative charge on a class basis.  The residential administrative charge shown in the table below includes three components, 1.5 mills for return (including cash working capital), 2.0 mills reflecting SOS uncollectible costs, and 0.5 mills for incremental program costs, i.e. expenses associated with the provision of SOS.
  Note that for the residential class, this portion is on the order of $5-6 million per year.  Each residential customer pays about 50 cents per month or $6 per year for this portion of the charge.
	 Residential
	Total Residential Admin Charge Revenue
	Transaction (0.5 mills/kWh) portion of revenue

	 
	 
	 

	2007
	 $     43,902,363 
	 $     5,487,795 

	2008
	 $     50,700,958 
	 $     6,337,620 

	2009
	 $     49,561,690 
	 $     6,195,211 


In its response to SDR2-1 the Company provided costs associated with the provision of SOS.  The table below shows the residential rate class.  
	Residential SOS Costs by Year
	Supply Unit
	Finance
	Facilities
	Education
	CIS Revision
	Comm Consult
	Other Consultant
	Total Incremental Costs of SOS

	 
	 
	 
	 
	 
	 
	 
	 
	 

	2007
	 $341,926 
	 $17,395 
	 
	 
	 
	 $ 89,499 
	 $25,710 
	 $367,636 

	2008
	 $433,917 
	 $15,517 
	 
	 
	 
	 $ 69,978 
	 $9,378 
	 $443,295 

	2009
	 $555,224 
	 $ 6,668 
	 
	 $70,993 
	 
	 $ 42,964 
	 $10,732 
	 $565,956 


The data shows that BGE receives revenue from the SOS administrative charge for certain classes that is in excess of the costs associated with the provision of SOS and customer choice.  
	 Residential Class SOS
	Total Annual Revenue Admin Charge Incremental Component
	Total SOS Costs
	Excess over incremental costs.

	 
	 
	 
	 

	2007
	 $  5,487,795 
	 $         367,636 
	 $     5,120,159 

	2008
	 $  6,337,620 
	 $         443,295 
	 $     5,894,325 

	2009
	 $  6,195,211 
	 $         565,956 
	 $     5,629,255 


It is Staff’s understanding that all previous choice-related costs have been recovered through revenue from the Administrative Charge.  The amount collected from the residential class on an annual basis dwarfs the amount spent on POR.  Without an adjustment to the SOS transaction component, it may be reasonable to include the costs of POR in typical annual choice expenses and not recover this expense from the POR discount rate.  However the SOS administrative charge and its various components may be included in Case 9221
 which is currently in process.  Staff is not recommending the use of SOS Admininistrative Charge revenues for recovery of POR costs until that matter has been resolved in that case.  
Cash Working Capital

Normally a utility’s Cash Working Capital (“CWC”) cost is a positive number.  That is because the utility is being paid by customers after it has purchased goods or services.  In the case of POR this is the opposite.  BGE will pay the supplier after it receives payment from the customer.  Thus the CWC calculation for POR is a negative amount.  

As proposed by BGE, retail suppliers would receive discounted payment of receivables five days after the customer’s bill due date via electronic transaction (“EDI”).
  Typically EDI payments would take an additional three days to credit the supplier due to processing time and holidays.  The total delay in paying the supplier after the Company has received payment from the customer is on the order of eight days.  

	 
	 
	R
	I
	II
	HPS
	

	Annual Choice Revenue
	$433,903,635 
	$82,593,518 
	$38,290,117 
	$166,380,000 
	$146,640,000 
	A

	Monthly Revenue
	$33,983,735 
	$5,100,000 
	$1,700,000 
	$6,800,000 
	$20,400,000 
	B.= 1 div. by 12

	Payment Delay (days)
	8
	8
	8
	8
	8
	C.

	ROR
	12.65%
	12.65%
	12.65%
	12.65%
	12.65%
	D.

	Daily ROR
	0.0347%
	0.0347%
	0.0347%
	0.0347%
	0.0347%
	E. = C div. by 365

	CWC
	$94,223 
	$14,140 
	$4,713 
	$18,854 
	$56,561 
	F. = B*C*E


The total adjustment to POR costs reflects an annual CWC cost reduction of about $57,000.  This amount should be applied as a reduction to annual costs, e.g. bad debt and programming and divided by the expected annual revenue to reduce the discount rate.
	CWC Discount Rate Adjustment

	 
	 
	R
	I
	II
	HPS

	Annual Choice Revenue
	$433,903,635 
	$82,593,518 
	$38,290,117 
	$166,380,000 
	$146,640,000 

	 CWC 
	 $  -94,223 
	 $ -14,140 
	 $  -4,713 
	 $ -18,854 
	 $ -56,561 

	CWC Disc. Rate Adj.
	-0.0217%
	-0.0171%
	-0.0123%
	-0.0113%
	-0.0386%


Choice Revenue Adjustment for Load Growth

Staff has used the most recent choice enrollment data available, from February 2010, as the basis for calculating the expected Choice sales revenue.  BGE’s proposal has begun with 2009 sales, adjusted upward by 10% for growth.  These may be conservative estimates given the increase in Choice enrollments, especially in the residential class, for 2009.

[image: image1.emf]2009 BGE Electric Choice Enrollments
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As shown in the chart above, Type I and Type II have shown gradual increases in 2009 and early 2010.  The residential class has experienced significant growth especially at the end of 2009.  
[image: image2.emf]BGE 2009 Large Commercial Enrollment (HPS)
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The large commercial chart above shows the fluctuations in the large commercial enrollments.  This class is over 90% switched to competitive retail service in both the number of accounts and peak demand.  Thus additional switching growth is less likely.
	Calendar Month
	R
	Type I
	Type II
	HPS

	Feb-10
	66,882
	26,312
	13,865
	611

	Mar-10
	72,967
	29,100
	14,295
	615

	Apr-10
	75,782
	30,023
	14,428
	616

	May-10
	78,596
	30,947
	14,561
	616

	Jun-10
	81,411
	31,870
	14,693
	617

	Jul-10
	84,225
	32,794
	14,826
	617

	Aug-10
	87,040
	33,717
	14,959
	618

	Sep-10
	89,855
	34,640
	15,091
	619

	Oct-10
	92,669
	35,564
	15,224
	619

	Nov-10
	95,484
	36,487
	15,357
	620

	Dec-10
	98,298
	37,411
	15,489
	620


The table above is a simple straight line curve fitting to the enrollment data by rate class from January 2009 through February 2010.  A chart of the data is shown below.  At the mid-point of 2010, the residential class shows about 84,000 customers switched to retail supply from SOS if enrollment continues at roughly the same rate of switching over the last 12 months.  This amount is an additional 25% above the February actual number of 66,882.  The other classes are also shown in the table below.  
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	Calendar Month
	R
	Type I
	Type II
	HPS

	Feb-10
	66,882
	26,312
	13,865
	611

	Est. Jul-10
	84,225
	32,794
	14,826
	617

	% Change
	25.93%
	24.63%
	6.93%
	1.06%


The point of this analysis is to demonstrate the upward trend of near-term switching numbers.  The data is consistently in an upward trend, even for this very simplified forecast.  The number of choice customers has not declined in the recent past.  Staff is not recommending use of a forecast enrollment figure, however, there is reasonable confidence from this information that enrollment levels will at least remain high enough for all classes to recover the expected amount of POR costs given Staff’s proposed discount rate.

	 
	Res
	Type I
	Type II 
	HPS
	 

	Uncollected Cost
	0.3821%
	0.3463%
	0.1916%
	0.0483%
	

	CWC Adj.
	-0.0217%
	-0.0171%
	-0.0123%
	-0.0113%
	

	Programming Cost
	0.1451%
	0.0277%
	0.0323%
	0.0090%
	

	Total
	0.5055%
	0.3570%
	0.2116%
	0.0460%
	Totals

	 Sale Revenue 
	$82,593,518
	$38,290,117
	$166,380,000
	$146,640,000
	$433,903,635

	Annual POR Discount Rev.
	$417,479
	$136,682
	$352,016
	$67,420
	$973,597


Staff understands that BGE has completed the majority of POR programming and will need 2-3 weeks to program the discount rate into the system after the Commission has set the rate.  Accordingly, Staff recommends an effective date of May 1, 2010.
Recommendation

Accept for filing with revised discount rates effective May 1, 2010.

_______________________________________________

Phillip E. VanderHeyden, Director

Electricity Division
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� BGE Supplier Coordination Tariff Section 12.4.2 (c ) – page 22.





