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BACKGROUND


On December 3, 1996 the Electricity Generation Customer Choice and Competition Act (Act) was signed into law by the Governor.  The Act permits all Pennsylvania retail electric customers to choose their electric generation supplier.  Pursuant to the Act, all electric utilities were required to file restructuring plans with the Pennsylvania Public Utility Commission which included unbundled prices for electric generation, transmission and distribution.  The restructuring plans also included a Competitive Transition Charge (CTC) for the recovery of “stranded costs” which would be paid by all customers receiving distribution service.  Specifically, Section 2808 of the Act provides each electric utility with an opportunity to recover its transition or stranded costs through a CTC.  Stranded costs generally are electric generation-related costs that traditionally would be recovered in a regulated environment, but may not be recoverable in a competitive electric generation market. Section 2812 of the Act establishes the use of an Intangible Transition Charge (ITC) to recover Commission-approved costs associated with qualified rate orders designed to facilitate the recovery or financing of qualified transition expenses. 

  
On August 27, 1998, at Docket No. R-00973954, the Commission approved the Joint Petition for Full Settlement of PPL Electric Utilities Corporation’s (formerly PP&L, Inc.) Restructuring Plan, which permitted PPL Electric Utilities Corporation (PPL Electric) to recover $2.97 billion of stranded costs through either a CTC or ITC.  The total future value of the $2.97 billion calculated using the Commission-approved annual 10.86% pretax rate of return on the unamortized balance over 11 years is $5,017,269,000.  (The total stranded cost amortization through 2009 is $2,970,000,000 and the return through 2009 is $2,047,269,000 totaling $5,017,269,000.)  On May 21, 1999, the Commission approved a Supplemental Qualified Rate Order which authorized PPL Electric to securitize up to $2.85 billion to be recovered through the ITC.  In August 1999, PPL Electric securitized $2.42 billion of transition costs.  The total future value of the $2.42 billion, calculated using the approved annual pretax rate of return, is $3.63 billion.  

The CTC recovery period began on January 1, 1999 and will continue until December 31, 2009.  The recovery may be extended beyond December 31, 2009 in the event of underrecoveries due to rate cap limitations.  The ITC began on August 10, 1999 and continues until the earlier of December 31, 2009, or the full payment of Transition Bond principal, interest and all other associated Qualified Transition Expenses.  To insure recovery of no more or no less than the Commission-authorized stranded costs over the 11-year recovery period, both the CTC and ITC are subject to an annual reconciliation by customer class in accordance with the procedures adopted in the Restructuring Orders and reflected in PPL Electric’s retail tariff.   
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	IN REPLY PLEASE REFER TO OUR FILE


AUDITOR'S REPORT

To The Public Utility Commission

We have audited PPL Electric Utilities Corporation’s Statement of Competitive Transition Charge (CTC) Over/(Under)Collections for the year ended December 31, 2006.  This statement is the responsibility of the Company's management.  Our responsibility is to express an opinion on the statement based on our audit.


We conducted our audit in accordance with generally accepted auditing standards accepted in the United States of America.  These standards require that we plan and perform the audit to obtain reasonable assurance about whether the specified statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the statements referred to above.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall statement presentation.  We believe that our audit provides a reasonable basis for our opinion.


The accompanying statement was prepared for the purpose of complying with the rules and regulations of the Pennsylvania Public Utility Commission and is not intended to be a complete presentation of the Company's revenues.


In our opinion, the accompanying statement of PPL Electric Utilities Corporation presents fairly, in all material respects, the CTC over/under collections resulting from the Company’s application of the CTC rates in accordance with the provisions of its Schedule of Rates as approved by the Pennsylvania Public Utility Commission.








M. Carl Lesney, CPA








Director 








Bureau of Audits

PPL ELECTRIC UTILITIES CORPORATION

Statement Of Competitive Transition Charge 

Over/(Under) Collections
For The Year Ended December 31, 2006
	RATE SCHEDULE
	Projected CTC Revenue Without GRT
	Actual CTC Revenue Billed Without GRT
	CTC Over/(Under) Collections

	
	(NOTE 1)
	(NOTE 2)
	(NOTE 3)


	Residential
	
	
	

	RS
	
$
26,800,735
	
$
26,193,819
	
$
(606,916)

	RTS
	

624,615
	393,612
	

(231,003)

	RTD
	

12,438
	

10,220
	

(2,218)

	Total Residential
	
$
27,437,788
	
$
26,597,651
	
$
(840,137)

	
	
	
	

	Small C & I
	
	
	

	GS-1
	
$
6,317,431
	
$
6,112,514
	
$
(204,917)

	GS-3
	

23,940,732
	17,422,642
	(6,518,090)

	IS-1
	

14,963
	(35,003)
	(49,966)

	BL
	

16,466
	15,825
	(641)

	SA
	

74,859
	(6,913)
	(81,772)

	SM
	

19,724
	(18,575)
	(38,299)

	SHS
	

171,986
	(78,672)
	(250,658)

	SE
	

5,954
	5,297
	(657)

	TS
	

1,411
	(1,623)
	(3,034)

	SI-1
	

528
	(362)
	(890)

	GH-1
	

1,717,136
	(145,959)
	(1,863,095)

	GH-2
	

375,889
	

(13,008)
	

(388,897)

	Total Small C & I
	
$
32,657,079
	
$
23,256,163
	
$
(9,400,916)

	
	
	
	

	Large C & I
	
	
	

	LP4
	
$
15,948,940
	
$
16,092,012
	
$
143,072

	ISP
	

1,028,876
	(131,663)
	(1,160,539)

	LP5
	

8,896,327
	8,323,811
	(572,516)

	IST
	

4,768,769
	(273,802)
	(5,042,571)

	LP6
	

1,934,444
	(3,165,422)
	(5,099,866)

	LPEP
	

550,777
	494,952
	(55,825)

	ISM
	

840,547
	708,231
	(132,316)

	LPS Stdby
	

85,681
	

(2,959)
	

(88,640)

	Total Large C & I
	
$
34,054,361
	
$
22,045,160
	
$
(12,009,201)

	
	
	
	

	Total
	
$
94,149,228
	
$
71,898,974
	
$
(22,250,254)


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

PPL ELECTRIC UTILITIES CORPORATION

Notes To The Financial Statements

1 -
Projected CTC Revenue Without Gross Receipts Tax

Projected CTC Revenue Without Gross Receipts Tax represents the Pa PUC approved revenue stream associated with the recovery of the Company’s authorized stranded costs, adjusted for prior period over or under recovered CTC revenues and prior period interest on deferred CTC recoveries due to limitations of generation rate caps.
2 -
Actual CTC Revenue Billed Without Gross Receipts Tax

Actual CTC Revenue Billed Without Gross Receipts Tax includes amounts resulting from the application of PA PUC approved CTC rates adjusted for: 

•
the actual CTC revenues recovered in the months of January through

December 2006, 

•
the true-up between estimated and actual CTC revenues for December

2005, and 

•
interest at the rate of 10.86% on the calendar year 2006 CTC revenue 

deferred as a result of recovery limitations due to generation rate caps.

In its Restructuring Order at R-00973954, the Pa PUC mandated a growth rate of 1.5% for all rate classes even if a specific rate class was closed to new potential customers.  Certain rate classes are a closed rate class resulting in no new customers or customer growth since 1998; consequently, CTC revenue projections may be increasing from year-to-year while actual CTC billings may be declining.  The CTC rate is based upon a pre-established rate design and the requirement to stay below mandated generation rate caps.     


3 -
CTC Over/(Under) Collections
The CTC Over/(Under) Collections represent the differences between the projected and actual CTC revenues.
OPERATIONAL REVIEW


PPL ELECTRIC UTILITIES CORPORATION

Competitive Transition Cost Amortization Summary

Through December 31, 2006
	Beginning Balance – Total Stranded Cost Recovery at Docket No. R-00994637 (Note 1)
	
	
	                                  $  5,017,269,000

	Less: Amount Securitized by Transition Bonds 

(Note 2)
	
	
	  3,625,409,000

	
	
	
	

	Net Stranded Costs To Be Recovered Through December 31, 2009 By Competitive Transition Charge (CTC) Revenues  
	
	
	  1,391,860,000

	
	
	
	

	Less: CTC Revenues Billed in Prior Years: (Note 3)
	1999
	$ 332,157,645
	

	
	2000
	    66,313,979
	

	
	2001
	    87,381,533
	

	
	2002
	    74,739,491
	

	
	2003
	    82,946,556    
	

	
	2004
	  77,625,169
	

	
	2005
	    69,034,374
	    790,198,747

	
	
	
	

	Current Year CTC Revenue Billed (Note 4)
	
	
	71,898,974       

	
	
	
	

	Add:   Interest Accrued on Prior Years CTC
	2000
	$    2,427,453   
	

	Revenue Deferrals (Note 5) 
	2001
	  1,492,643
	

	
	2002
	  2,190,995
	

	
	2003
	  1,619,156
	         

	
	2004
	  1,294,533
	

	
	2005
	      2,077,448
	11,102,228

	
	
	
	

	Interest Accrued on Current Year CTC Revenue Deferrals (Note 5)
	
	
	    2,128,639

	
	
	
	

	December 31, 2006 Balance - Total Stranded Costs To Be Recovered By December 31, 2009 
	
	
	$   542,993,146     


Notes to the Amortization Summary are an integral part of this report.
PPL ELECTRIC UTILITIES CORPORATION

Notes To The Amortization Summary
1 – Beginning Balance – Total Stranded Cost Recovery 

Beginning Balance represents the sum of (1) the future value of the $2,970,000,000 in stranded costs, and (2) a return of $2,047,269,000.  This future value, $5,017,269,000, was calculated by applying an annual 10.86% pretax rate of return to the unamortized balance for an 11-year period, pursuant to the Commission’s August 27, 1998 order at Docket No. R-00973954
2 – Amount Securitized By Transition Bonds

Amount securitized is the total amount of stranded costs securitized, and 
recoverable through ITC rates, as approved by the Commission at Docket No.     
R-0099485 on December 16, 1999.  The amount securitized is calculated as follows:



CTC revenue replaced by ITC revenue
$3,642,952,000


Uncollectible revenue applied to CTC
34,624,000


Securitization Saving Hedge Income 
24,791,000

Less: 25% Securitization Savings Retained by PPL Electric
    (76,958,000)



Amount Securitized
$3,625,409,000
3 – Competitive Transition Cost Revenue Billed in Prior Years

The CTC Revenue Billed in prior years represents the total CTC revenues billed during calendar years 1999 through 2005.

4 – Current Year CTC Revenue Billed

Current year CTC revenue is the amount booked by the Company from the application of PA PUC approved CTC rates during the calendar year 2006.  CTC Revenue billed includes actual December 2006 CTC Revenue versus estimated December 2006 CTC Revenue as reflected on the Over/Under Collections Statement.
5 – Interest on Deferrals
Interest on Deferrals represents the interest accrued at 10.86% on deferred CTC revenue.  Deferred CTC revenue results from the difference between CTC revenue requirements for years 1999 through 2009 set forth in the Company’s approved Restructuring Plan at R-00973954 and CTC revenues based upon CTC rates established with regard to generation rate caps pursuant to 66 Pa. C.S. § 2804 (4).
PPL ELECTRIC UTILITIES CORPORATION

Current Year’s Audit Finding
Finding – Historical Data For Outdoor Lighting Service Customers Is Not 
Maintained
In determining the accuracy of reported Competitive Transition Charge (CTC) revenue, the auditors recalculate customer bills based upon the properly assigned tariff rate schedule and kwh usage.  Billing recalculation is possible for all but lighting service customer billing.

The Company does not maintain the details necessary for verification of customer billing under the following tariff rate schedules:


 • SA – Private Area Lighting Service


 • SM – Mercury Vapor Street Lighting Service


 • SHS – High Pressure Sodium Street Lighting Service


 • SE – Energy Only Street Lighting Service


 • SI-1 – Municipal Street Lighting Service


 • TS – Municipal Traffic Signal Lighting Service.  
With some exceptions, lighting service customer billing is based upon the number of lamps, the lamp description, number of lumens and type of supply, either overhead or underground.  These details are not maintained in the customer billing system, preventing the verification of accurate customer billing and CTC revenue.  

A 2004 CTC audit report included this finding and a recommendation to make historical customer data available.  The Company’s response to the prior audit recommendation indicated that a project was initiated to reformat customer bills and to maintain historical customer bill data.  However, during the current examination the Company indicated that the project had not progressed to completion.   
Recommendation
We recommend that the Company develop and maintain a procedure which will provide for the maintaining of historical billing data for all customer rate classes.  We also recommend that the Company establish an audit trail in the customer service system for outdoor lighting service customer billings.
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