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The background was prepared based on documentation provided by the Company and is presented solely for informational purposes only.

Duquesne Light Company (Duquesne) was formed in 1912 by the consolidation and merger of three constituent companies.  On July 5, 2006 Duquesne Holdings, Inc. Duquesne’s parent and a consortium led by Macquarie Infrastructure Partners and Diversified Utility and Energy Trusts entered into a definitive agreement and plan of merger.  The merger was consummated on May 31, 2007 and accounted for under the purchase method of accounting.  

 Duquesne is an electric utility engaged in the supply, transmission and distribution of electric energy.  On December 3, 1996 the Electricity Generation Customer Choice and Competition Act (Act) was signed into law.  Pursuant to the Act, all electric utilities were required to file restructuring plans with the Pennsylvania Public Utility Commission (PUC) which included unbundled prices for electric generation, transmission and distribution.  Duquesne provides supply to its customers who opt for provider of last resort (POLR) service.  Duquesne is also a transmission owner and load serving entity of the PJM Interconnection, L.L.C. (PJM) under the PJM Open Access Transmission Tariff (OATT) approved by the Federal Energy Regulatory Commission (FERC). 


In its Opinion and Order entered on November 30, 2006 at Docket No. 
R-00061346, the PUC approved Duquesne’s request to implement a Transmission Service Charge (TSC) tariff rider effective January 1, 2007.  The TSC Rider permits Duquesne to provide and charge for transmission service consistent with the PJM OATT for customers who receive POLR service from the Company. The TSC is to be applied to all rate classes.
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AUDITOR'S REPORT

To The Public Utility Commission

We have audited Duquesne Light Company’s Transmission Service Charge (TSC) Statements of Over/Under Collections for the Twelve Months Ended February 28, 2009, the Twelve Months Ended February 29, 2008 and the Two Months Ended February 28, 2007.  These statements are the responsibility of the Company's management.  Our responsibility is to express an opinion on the statements 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 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.


In our opinion, the accompanying statements of Duquesne Light Company present fairly, in all material respects, the TSC over/under collections resulting from the Company’s application of the TSC 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

	
	
	TSC 
	
	
	
	

	
	
	Rate Revenues Billed
	
	Transmission Service
	
	Over/(Under)

	Month
	 
	Excluding GRT

(Note 1)
	 
	Expenses

(Note 2)
	 
	Collections
(Note 3)

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	March 2008
	
	$    4,223,901 
	
	$    4,077,591
	
	$   146,310

	
	
	
	
	
	
	

	April
	
	3,456,238 
	
	3,895,397 
	
	(439,159)

	
	
	 
	
	
	
	

	May
	
	3,619,189 
	
	3,994,830 
	
	(375,641)

	
	
	
	
	
	
	

	June
	
	5,729,725
	
	7,031,033 
	
	(1,301,308)

	
	
	
	
	
	
	

	July
	
	6,632,963
	
	6,501,333
	
	131,630

	
	
	
	
	
	
	

	August
	
	5,901,926
	
	5,347,799
	
	554,127

	
	
	
	
	
	
	

	September
	
	4,942,513
	
	5,105,332
	
	(162,819)

	
	
	
	
	
	
	

	October
	
	4,384,031
	
	4,541,715
	
	(157,684)

	
	
	
	
	
	
	

	November
	
	4,820,435
	
	4,823,048
	
	(2,613)

	
	
	
	
	
	
	

	December
	
	5,576,720
	
	5,803,034
	
	(226,314)

	
	
	
	
	
	
	

	January 2009
	
	5,728,158
	
	4,947,575
	
	780,583

	
	
	
	
	
	
	

	February
	
	   4,612,294
	
	   4,007,250
	      
	  605,044

	
	
	
	
	
	
	

	Total
	
	$ 59,628,093
	
	$ 60,075,937  
	
	$ (447,844) 


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

	
	
	
	
	
	
	

	
	
	TSC 
	
	
	
	

	
	
	Rate Revenues Billed
	
	Transmission Service
	
	Over(Under)

	
	 
	Excluding GRT
	 
	Expenses
	 
	Collections

	Month
	
	(Note 1)
	
	(Note 2)
	
	(Note 3)

	
	
	
	
	
	
	

	March 2007
	
	$   2,230,121 
	
	$   4,698,170 
	
	$ (2,468,049)

	
	
	
	
	
	
	

	April
	
	2,639,177 
	
	3,856,474 
	
	(1,217,297) 

	
	
	
	
	
	
	

	May
	
	2,496,767 
	
	3,759,343 
	
	(1,262,576) 

	
	
	
	
	
	
	

	June
	
	2,963,390 
	
	3,840,840 
	
	(877,450) 

	
	
	
	
	
	
	

	July
	
	 3,786,627
	
	3,769,413 
	
	17,214

	
	
	
	
	
	
	

	August
	
	3,928,742 
	
	3,650,720 
	
	278,022

	
	
	
	
	
	
	

	September
	
	2,956,260 
	
	2,990,072 
	
	(33,812)

	
	
	
	
	
	
	

	October
	
	2,652,773 
	
	2,767,666 
	
	(114,893) 

	
	
	
	
	
	
	

	November
	
	2,610,992 
	
	2,784,791 
	
	(173,799) 

	
	
	
	
	
	
	

	December
	
	2,921,631 
	
	2,665,340 
	
	256,291

	
	
	
	
	
	
	

	January 2008
	
	4,364,648
	
	5,133,082
	
	(768,434)

	
	
	
	
	
	
	

	February
	 
	  4,970,445 
	 
	  4,291,373 
	 
	    679,072

	
	
	
	
	
	
	

	Total
	
	$ 38,521,573 
	
	$ 44,207,284 
	
	$ (5,685,711) 


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

	
	
	Rate Revenues Billed
	
	Transmission Service
	
	Over/(Under)

	
	 
	Excluding GRT
	 
	Expenses
	 
	Collections

	Month
	
	(Note 1)
	
	(Note 2)
	
	(Note 3)

	
	
	
	
	
	
	

	January  2007 
	
	$ 1,382,575
	
	$  4,517,708 
	
	$ (3,135,133)

	
	
	
	
	
	
	

	February
	 
	  1,758,676 
	 
	  6,771,949 
	 
	(5,013,273)

	
	
	
	
	
	
	

	Total
	
	$ 3,141,251 
	
	$ 11,289,657 
	
	$ (8,148,406)


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

1 -
TSC Rate Revenues Billed Excluding Gross Receipts Tax

TSC Rate Revenues Billed Excluding Gross Receipts Tax (GRT) are based on application of the Transmission Service Charge (TSC) excluding the E-Factor and GRT to all Transmission billing units either kWh or kW as indicated in the Company’s tariff. 
2 -
Transmission Service Expenses 

Transmission Service Expenses are the applicable charges, including ancillary charges, incurred by the Company to acquire transmission service on behalf of POLR customers under the PJM Open Access Transmission Tariff approved by the Federal Energy Regulatory Commission.
3 -
Over/(Under) Collections
The Over/(Under) Collections are the differences between the TSC revenues billed and TSC expenses incurred.

Finding No. 1
–
Duquesne Light Company Understated Its E-Factor By $423,098.


In its Transmission Service Charge (TSC) filing effective June 1, 2007, Duquesne Light Company (Duquesne) properly included $423,098 for interest on its undercollection in the calculation of its E-Factor.  In the subsequent year, Duquesne reconciled the E-Factor balance with E-Factor revenues.  However, the E-Factor balance utilized in the reconciliation was understated $423,098 because the interest on the prior period’s undercollection had not been included.
Recommendation:


We recommend that Duquesne Light be permitted to make an adjustment to recover $423,098 in the E-Factor of its next TSC filing.
Auditor’s Note:


Duquesne Light Company agreed with the finding and recommendation.

Finding No. 2
–
Duquesne Light Company Needs To Correct Improperly Reported


Transmission Costs.

As part of the settlement of its distribution rate case (R-00061346 approved by the Commission in November 2006), Duquesne Light Company (Duquesne or Company) was permitted to implement a Transmission Service Charge (TSC) Rider.  The TSC Rider allows the Company to recover dollar for dollar the expense it incurs in order to provide transmission services to its retail customers taking service under the Provider of Last Resort (POLR) option.  TSC expense includes the annually updated FERC revenue requirement, ancillary services and PJM administrative expenses.  The TSC is reconciled annually and the resulting over/under collection is included in the subsequent TSC through an E-Factor mechanism.  During the current audit, Staff found instances of improperly reported transmission costs which are explained below. 
1. Duquesne did not report the Network Integration Transmission Service (NITS) charges for February 2008.  This was because from the beginning of the TSC in January 2007 the Company reported NITS on a one month lag.  Starting March 2008, the Company began reporting the NITS in the current month.  So for February 2008, Duquesne reported the January 2008 NITS charges in its filing and then in March 2008, it reported the March 2008 NITS charges.  The NITS charges for February 2008 which were $2,439,942 were never included in reported TSC expenses.
2. Ancillary charges are recorded to Account No. 566 – Miscellaneous Transmission Expenses.  Ancillary charges recoverable through the TSC cannot also be included in the formula for determining the FERC revenue requirement.  To do so would be double recovery.  For the year 2008, Duquesne made an adjustment of $20,978,714 to Account No. 566 for ancillary charges not included in the FERC formula.  The Account No. 566 ancillary charges included in the TSC expense for 2008 totaled $21,486,199 or $507,485 more than was transferred from Account No. 566.  
Recommendation

 
We recommend that Duquesne Light Company be permitted to make an adjustment to recover $2,439,942 through the E-factor of its next TSC filing.


We also recommend that Duquesne Light Company correct the understated reclassification by including an adjustment for $507,485 in its next annual FERC revenue requirement filing.
Auditor’s Note:


Duquesne Light Company agreed with the finding and recommendations.


We wish to express our appreciation to the officers and staff of Duquesne Light Company for the cooperation and assistance given to us during the course of our examination.  The audit was conducted by Barbara A. Sidor, CPA. 
