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COMMONWEALTH OF PENNSYLVANIA
PENNSYLVANIA PUBLIC UTILITY COMMISSION
P.O. BOX 3265, HARRISBURG, PA 17105-3265
	



IN REPLY PLEASE REFER TO OUR FILE



INDEPENDENT AUDITOR’S REPORT

To The Pennsylvania Public Utility Commission


We have audited PECO Energy Company’s Statement of Universal Service Fund Charge Tariff Electric Over/Under Collections (Section 1307(e)) for the Twelve Months Ended December 31, 2008.  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 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 the specified statement is free of material misstatement.  Our audit included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate for the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial reporting.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the statement 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 and expenses.

	In our opinion, the accompanying statement of PECO Energy Company presents fairly, in all material respects, the over/under collections resulting from the Company’s application of the Universal Service Fund Charge Tariff Electric 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






PECO ENERGY COMPANY

Statement Of Universal Service Fund Charge (USFC) Tariff Electric 
Over/(Under) Collections (Section 1307(e)) 
For The Twelve Months Ended December 31, 2008 *

	
	
	
	
	

	



Month
	
	

USFC 
Revenues
(Note 1)
	No. of CAP
Customers
Exceeding 90,000
(Note 2)
	
Allowable
Cost Recovery
(C)=((B)x$31.92)
(Note 3)
	
Over/(Under)
Collections (D)=(A)-(C)
(Note 4)

	
	(A)
	(B)
	(C)
	(D)

	
	
	
	
	

	January 2008
	$   961,671
	30,633
	$ 977,805
	$  (16,134)

	
	
	
	
	

	February
	1,154,644
	31,368
	1,001,267
	153,377

	
	
	
	
	

	March
	1,054,585
	28,195
	899,984
	154,601

	
	
	
	
	

	April
	883,476
	29,334
	936,341
	(52,865) 

	
	
	
	
	

	May
	768,316
	32,638
	1,041,805
	(273,489)

	
	
	
	
	

	June
	1,012,941
	33,773
	1,078,034
	 (65,094) 

	
	
	
	
	

	July
	1,458,848
	37,561
	1,198,947
	259,901 

	
	
	
	
	

	August
	1,384,056
	35,724
	1,140,310
	243,746 

	
	
	
	
	

	September
	1,159,223
	35,331
	1,127,766
	31,457 

	
	
	
	
	

	October
	977,900
	36,015
	1,149,599
	 (171,699) 

	
	
	
	
	

	November **
	1,086,800
	36,015
	1,149,599
	 (62,799)

	
	
	
	
	

	December **
	  1,366,200
	36,015
	  1,149,599
	216,601

	
	
	
	
	

	Total
	$13,268,661
	
	$12,851,056
	[bookmark: _GoBack]$ 417,605




*   As reported to the Commission at Docket No. M-2008-2062044. 
** Estimated data trued-up in the subsequent year’s annual USFC filing.

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

PECO ENERGY COMPANY

Notes To The Financial Statement


1 – USFC Revenues

	USFC Revenues are derived by multiplying the sales volumes (KWH) of electric service billed during the month under Rate Schedules R, RH and RT by the C-Factor of the applicable Electric USFC rate.

2 – Number of CAP Customers Exceeding 90,000

	Number of CAP Customers Exceeding 90,000 is, in any given month, the incremental number of customers beyond the first 90,000 customers receiving electric service at the discounted CAP Rate.  

3 – Allowable Cost Recovery

	Allowable Cost Recovery is derived by multiplying the respective monthly number of CAP customers exceeding 90,000 by $31.92, one-twelfth of the $383 annual amount, to be recovered per incremental CAP Rate customer above 90,000 enrolled customers. 

4 – Over/(Under) Collections

	Over/(Under) Collection amounts are the differences between the USFC revenues and allowable costs for the current period.  The total net difference indicates allowable costs refundable to or recoverable from customers through future USFC Rate filings. Interest is refundable on net over recoveries.  Customers are not liable for net interest due the Company from under recoveries. 

	Differences between revenues and allowable costs during the year arise primarily for two reasons:

· Variations between actual volumes billed to customers and estimated volumes used to determine the USFC Rate.
		



· Variations between actual allowable costs and allowable cost projections used to determine the USFC Rate
2

.


















BACKGROUND

AND

OPERATIONAL REVIEW

PECO ENERGY COMPANY

Background


The Pennsylvania Public Utility Commission (Commission) has a long history of involvement with universal service and energy conservation programs that help utility consumers obtain and keep utility service and conserve energy.  PECO Energy Company’s (PECO or Company) Universal Service programs are designed for low-income, residential customers who demonstrate or express difficulty in paying their monthly energy bills.

One of PECO’s Universal Service programs is the Customer Assistance Program (CAP or Program), which is for low-income, payment troubled residential customers within PECO’s service territory. To be considered payment troubled, a customer must have made late, insufficient or no payments toward their bill; been consistently in arrears; or broken two or more payment plan agreements. Eligible Program customers are billed for service under a CAP Rate, a discounted residential tariff rate. The customer’s discount is based on their household income level, where the income eligibility for the Program is set at 150% of the Federal Poverty Level.    

To be considered for the CAP Rate, the customer is required to complete an application process.  The customer must grant PECO permission to contact State agencies to verify reported income, and agree to participate in various energy education and conservation programs facilitated by the Company.  PECO has a dedicated Universal Service call center, which serves as the primary inbound call and operations center, to handle a significant portion of customer inquiries for the purpose of determining income eligibility, processing applications, making referrals, disseminating information and processing payment agreements.

On December 3, 1996, the Electricity Generation Customer Choice and Competition Act (Act) was enacted.  While opening up the electric generation market to competition, the Act also requires the Commission to ensure that universal service and energy conservation programs are appropriately funded and available in each service territory of the utility companies covered by the Act.

By Order entered July 17, 2003 at Docket No. R-00038535, the Commission approved, effective August 5, 2003, a Tariff Supplement submitted by PECO to establish an Electric Universal Service Fund Charge (USFC) for recovery of the universal service fund costs associated with operation of its Program.  The Tariff Supplement was filed to place into effect the Electric USFC provisions of the Joint Petition for Full Settlement of PECO’s Restructuring Proceeding (R-00973953) under the Act, as modified by the PECO-Unicom Merger Settlement (A-110550F0147).  The Electric USFC is designed to recover $383 per year for every CAP Rate customer over and above 90,000 such customers.  Included in the Electric USFC mechanism is a Title 66 (Public Utility Code) §1307(e) reconciliation provision to ensure dollar for dollar recovery of the eligible CAP costs.
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PECO ENERGY COMPANY

Current Year’s Audit Findings

Finding No. 1 – The Company Understated Revenues By $4,361 For The Twelve Months Ended December 31, 2008.

The understatement of $4,361 in revenues resulted from the understatement of 3,658,551 KWHs in the reported billed sales usage for the twelve months ended December 31, 2008. The understatement of billed sales usage was due to two separate errors of 291,782 KWHs, and 3,366,769 KWHs, respectively.  

The 291,782 KWH error was due to the Company not including in the USFC reconciliation statement submitted to the Commission, the monthly adjustments to the billed sales usage that had been made to the General Ledger.  In December 2008, the Company made a cumulative adjustment to the General Ledger for the monthly adjustments made to usage throughout the year. The Company reports used to prepare the Company’s USFC filing did not include these monthly adjustments.

The 3,366,769 KWH error was due to billed sales usage related to two new CAP related consumption types being culled out from total Residential sales twice in preparation of the CAP Shortfall Report.  The residual Residential billed sales usage is used to calculate the amount of USFC revenues.  As a result of billed sales usage being under reported, USFC revenues were also under reported.  During 2010, the Company identified the issue and in December 2010, the Information Technology group corrected the issue to ensure that there is no duplication of usage values in the CAP Shortfall Report that would result in the understatement of billed sales usage.

Recommendation:

We recommend that PECO Energy Company make an adjustment of $4,361, plus applicable interest, to the E-factor component in its next USFC filing.

Auditor’s Note:

PECO Energy Company agrees with the finding and recommendation and indicated that an adjustment of $5,668 ($4,361 plus applicable interest of $1,307), applicable to the net KWH difference, will be made to the E-Factor Over/(Under) Collections Balance in its next USFC Filing for the rate effective January 1, 2013.  
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PECO ENERGY COMPANY

Current Year’s Audit Findings (continued)


Finding No. 2 – The Company Billed Non CAP Customers At CAP Rates Due To A System Error.

The review and testing of a sample of CAP Customers revealed that there was a customer who was being billed CAP Rates, but that customer was not properly enrolled into the CAP. Further inquiry into the circumstances surrounding this error revealed that the cause was due to a billing system problem which would apply the CAP Rates to the bills of a customer that had not applied for the CAP if the prior customer at that customer’s address had been eligible and receiving the CAP rate discounts.  This billing system problem would affect other customers in a similar situation. The Company indicated that this billing error occurred because there was a problem with CAP data portability between data systems as the result of a system error issue related to the conversion of the old Customer Information System to the new Customer Information System.

		PECO became aware of the problem with CAP portability during 2008 and opened a CIMS System Investigation Request (SIR) to correct the programming problem.  The SIR is expected to be completed and placed into production by the end of 2011. In the interim, PECO did several data repairs to address accounts that fell into this category.  The SIR should correct the remaining accounts affected by this problem as well as prevent future occurrences.
 
Audit Staff determined that the cause of the programming problem was related to a lack of adequate monitoring and review of the CAP Rate Enrollment and Re-certification processes, as well as a lack of adequate controls that would prevent or detect inappropriate application of the CAP Rates to ineligible customers. 


Recommendation:

We recommend that PECO Energy Company implement more effective reviewing and monitoring processes of the customers receiving CAP Rates and to also implement procedures and reports which will enable comparison of customers receiving CAP Rates with customers listed as actually enrolled in the CAP. 


Auditor’s Note:




PECO Energy Company agrees with the finding and recommendation and indicated that changes will be made or were already in various implementation stages in regards to the USFC Program which will address the situation. 
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PECO ENERGY COMPANY

Current Year’s Audit Findings (continued)


Finding No. 3 – The Company Erroneously Enrolled, Re-certified, Or Removed CAP Customers, And Was Unable To Provide Records And Proper Documentation For Some Of The CAP Customers.

The review and testing of a sample of CAP Customers revealed that some of the CAP Customers were erroneously enrolled, re-certified, or removed from the CAP through various actions and errors which bypassed the Company’s outlined policies and procedures. The application, income verification, and re-certification policies and procedures for administering the CAP were not being applied in a consistent manner. The Company was unable to provide proper documentation to verify that some CAP Customers who were enrolled or re-certified into the CAP were qualified for the program. The Company also did not maintain records of some CAP customers in a sufficient manner which resulted in missing records and documents.

		PECO conducted an internal audit in 2009 and a subsequent re-audit in 2010.  The 2009 internal audit found inconsistency in the CAP enrollment and re-certification process.  The 2010 follow-up internal audit found that the findings from the 2009 internal audit were addressed and corrected.  Procedures as well as periodic, quality reviews are currently in place to avoid future occurrences.

The cause of the above referenced problems was related to a lack of adequate monitoring and review of the CAP Rate Enrollment and Re-certification processes, as well as a lack of adequate reviews and controls that would prevent or detect situations where there are missing records and documents. 


Recommendation:

We recommend that PECO Energy Company implement more effective review and monitoring of the employees and contracted entities administering the various CAP programs and ensure greater compliance to outlined policies and procedures. PECO should implement and enforce procedures to provide for better maintenance of records and documents related to its respective programs. 


Auditor’s Note:

PECO Energy Company agrees with the finding and recommendation and indicated that revised procedures as well as periodic, quality reviews are currently in place to avoid future occurrences with administering of its CAP. 
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PECO ENERGY COMPANY

Current Year’s Audit Findings (continued)


Finding  No. 4 – The Company Maintains And Relies On Some Reports That
	Are Not Useful In Its Efforts To Review, Monitor, Or Administer The CAP.
	

The review and testing performed to verify CAP customer counts, revealed that some of the reports relied on by the Company to monitor and administer the CAP are not useful  or need improvements to be useful for their intended purposes

	Specifically, the report identified as the Enrollment Report was not usable in determining the number of customers enrolled in the various Electric and Gas CAP programs. Also, the report identified as the Monthly CAP Recertification Listing contained a number of old problem accounts which diminished its usefulness for its intended purpose, which is to aid in administering the recertification process. 

	The Company was also unable to produce specific reports with details to support reported amounts. For example, the Company’s monthly CAP Customers’ New Enrollment Numbers are a “plug” number, where no reports exist to specifically track this aspect of the CAP. 

	Audit Staff determined that the cause was related to a lack of adequate development and implementation of well tailored and effective reports which would aid in the monitoring and administering of the various CAP programs. 



Recommendation:

We recommend that PECO review all current reports related to its CAP for usefulness and redesign or implement better tailored reports that will be useful in administering its programs. 


Auditor’s Note:

PECO Energy Company agrees with the finding and recommendation and indicated that while the New Enrollment Report isn’t effective, the Company now uses an additional Total Enrollment Report which is accurate. 
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PECO ENERGY COMPANY

Current Year’s Audit Findings (continued)


Finding No. 5 – The Company Has Some Policies And Procedures, For The CAP,
	Which Need Review And Revision To Ensure That They Can
	Be Implemented In A Consistent Manner.
	

The review and testing performed to verify reported CAP customer counts revealed that some of the application, income verification, and re-certification policies and procedures for administering the CAP were not being applied in a consistent manner. 

There were arbitrary interpretations of the age at which income verification is required for household occupants listed on the CAP application.  The Company policy indicated that “Income verification is required for occupants over 18 years of age.”  In some cases this was interpreted to mean that it is required for occupants 18 years of age and over; in other cases, it was interpreted as 19 years of age or over. 

Audit Staff determined that the cause was related to income verification policies and procedures that lack specific wording which would eliminate the need for individualized interpretation and ensure consistency.


Recommendation:

We recommend that PECO revise the wording to specifically state the cutoff age at which income verification is required for occupants listed on the CAP Application.


Auditor’s Note:

PECO Energy Company agrees with the finding and recommendation and indicated that for clarification, PECO plans to update its policies and procedures to state that income verification is required for all occupants that are 19 years of age and over.
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