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FINANCIAL REVIEW
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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



AUDITOR'S REPORT

To The Pennsylvania Public Utility Commission


We have audited PPL Electric Utilities Corporation’s Transmission Service Charge (TSC) Statements of Over/Under Collections for the twelve months ended November 30, 2009, the twelve months ended November 30, 2008 and the four months ended November 30, 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.  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 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 and expenses.

	In our opinion, the accompanying statements of PPL Electric Utilities Corporation 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





PPL ELECTRIC UTILITIES CORPORATION

Transmission Service Charge (TSC) Over/(Under) Collections
For The Twelve Months Ended November 30, 2009


	
	
	
	

	


Customer Class
	
TSC Revenues
Billed
Excluding GRT
	

TSC    Expenses
	

Over/(Under)
Collections

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

	
	
	
	

	Residential
	$ 102,484,245
	$   86,941,702
	 $ 15,542,543

	
	
	
	

	Small Commercial & Industrial
	58,448,120
	     51,804,681
	      6,643,439

	
	
	
	

	Large Commercial & Industrial - Primary
	29,536,872
	     26,092,996
	      3,443,876

	
	
	
	

	Large Commercial & Industrial - Transmission
	26,598,872
	     22,007,128
	      4,591,744

	
	
	
	

	Total
	$ 217,068,109
	$ 186,846,507
	 $ 30,221,602


















Notes to the Financial Statements are an integral part of this report.
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Transmission Service Charge (TSC) Over/(Under) Collections
For The Twelve Months Ended November 30, 2008

	
	
	
	

	

Customer Class
	TSC Revenues
Billed
Excluding GRT
	
TSC Expenses
	
Over/(Under)
Collections

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

	
	
	
	

	Residential
	   $   94,814,786
	$   93,460,003
	$  1,354,783

	
	
	
	

	Small Commercial & Industrial
	        55,036,912
	58,076,226
	   (3,039,314)

	
	
	
	

	Large Commercial & Industrial - Primary
	        26,772,454
	29,610,903
	   (2,838,449)

	
	
	
	

	Large Commercial & Industrial – Transmission    
	       24,582,523
	24,797,361
	      (214,838)

	
	
	
	

	Total                              
	$ 201,206,675
	$ 205,944,493
	$ (4,737,818)





















Notes to the Financial Statements are an integral part of this report
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Transmission Service Charge (TSC) Over/(Under) Collections
For The Four Months Ended November 30, 2007 


	
	
	
	

	

Customer Class
	TSC Revenues
Billed
Excluding GRT
	
TSC    Expenses
	
Over/(Under)
Collections

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

	
	
	
	

	
	
	
	

	Residential
	$  25,549,796
	$  27,725,699
	$  (2,175,903)

	
	
	
	

	Small Commercial & Industrial
	21,467,990
	21,335,072
	        132,918

	
	
	
	

	Large Commercial & Industrial - Primary
	10,927,193
	10,685,984
	        241,209

	
	
	
	

	Large Commercial & Industrial - Transmission
	7,458,909
	7,623,377
	       (164,468)

	
	
	
	

	Total
	$  65,403,888
	$  67,370,132
	$  (1,966,244)





















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


1 -	TSC Revenues Billed Excluding Gross Receipts Tax

TSC Revenues Billed Excluding Gross Receipts Tax are the amounts actually billed by the Company as a result of applying the current cost rate (TCc factor) of the approved Transmission Service Charge (TSC) without gross receipts tax (GRT) to each kilowatt-hour (KWH) of energy or kilowatt (KW) of demand supplied to customers who receive Basic Utility Supply Service (“BUSS”), as defined in Rule 1B (1) of the Company’s General Tariff for Electric Service.  

2 -	TSC Expenses 

Actual TSC Expenses are the applicable charges incurred by the Company to acquire transmission service (including all ancillary service charges) on behalf of BUSS customers under the Pennsylvania-New Jersey-Maryland Interconnection (PJM) Open Access Transmission Tariff (OATT) approved by the Federal Energy Regulatory Commission.

3 -	Over/(Under) Collection

The Over/(Under) Collections are the differences between the actual TSC revenues billed and actual TSC expenses incurred.  The resulting amounts represent the portion of TSC costs refundable to or recoverable from customers through future TSC rate filings.  Interest is refundable on net over collections or recoverable on net under collections.  Differences between revenues and expenditures during the period arise primarily for two reasons:

· Variations between the actual volumes billed to customers and estimated volumes used to determine the TSC rates.

· Variations between the actual TSC costs and TSC cost projections used to determine the TSC rates.
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BACKGROUND
 
AND




 OPERATIONAL REVIEW

PPL ELECTRIC UTILITIES CORPORATION

Background

	Pennsylvania Power & Light Company (PP&L) was founded in 1920, as a direct subsidiary of Lehigh Power Securities Corporation and an indirect subsidiary of Electric Bond and Share Company (Electric Bond).  Various mergers followed throughout the years and in 2000, PP&L became PPL Electric Utilities Corporation (PPL Electric) and the name of the holding company became PPL Corporation.  

	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 (Commission) which included unbundled prices for electric generation, transmission and distribution.  

	As of April 1, 1997, transmission service to PPL Electric’s facilities has been provided by the PJM Interconnection, L.L.C. (PJM) under PJM Open Access Transmission Tariff (OATT) approved by the Federal Energy Regulatory Commission (FERC). 

	In its Opinion and Order, entered on December 22, 2004, at Docket No. R-00049255, the Commission approved a PPL Electric request to establish a Transmission Service Charge (TSC) Tariff Rider effective January 1, 2005.  The established TSC Rider has permitted PPL Electric to recover from its retail energy customers all transmission service related charges incurred on behalf of those customers under provisions of the FERC approved PJM OATT, the transmission service provider.  The TSC Rider permitted the TSC to be applied to all rate classes on a mills per KWH basis.

	As a result of an appeal to the Commonwealth Court of Pennsylvania by interveners to the proceeding at Docket No. R-00049255, the TSC rate issue was remanded to the Commission for further consideration.  By Order, entered July 25, 2007, at Docket No. R-00049255, the Commission approved a Joint Petition for Settlement (Settlement) that provided for a new TSC Rider reflecting a revised TSC rate structure effective August 1, 2007.  
	.
	The terms of the Settlement also included the following:

· The establishment of four separate transmission service customer classes:
1. Residential,
2. Small Commercial and Industrial (SC&I)
3. Large Commercial and Industrial – Primary (LC&I-Primary)



4. Large Commercial and Industrial – Transmission (LC&I-Transmission)
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Background (Continued)


· Demand related portion of the transmission costs were to be allocated to the four customer classes based upon each customer class’s contribution to the 5 coincident peaks used to establish the demand related charges

· Energy related portion of the transmission costs were to be allocated to the four customer classes based upon KWH usage

· Each customer class TSC was to be reconciled separately




	As part of the Settlement, the Company agreed to use Remand Rider-1 (RR-1) Tariff Rider as a mechanism to reassign transmission service charge costs as incurred and revenues billed for the thirty-one month period January 1, 2005 through July 31, 2007, to the four customer classes and under the criteria noted above. The RR-1 Tariff Rider was terminated on December 31, 2009. The Bureau of Audits has examined and reported on the application of the RR-1 in a separate report released to the public on October 14, 2011, at Docket No. D-2009-2123025.
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Current Years’ Audit Finding


Finding – The Company Misclassified $2,125,683 Of Large Industrial Class Revenue As Small Commercial And Industrial Class Revenue 

During our audit of the TSC, it was discovered that TSC revenue of one customer within the LC&I – Transmission Customer Class had been classified incorrectly as SC&I Customer Class revenue.  The misclassification resulted in an overstatement of SC&I Customer Class revenue and an understatement of LC&I – Transmission revenue in the amount of $2,125,683 for the period of August 2007 through January 2010.   Although the revenue was misclassified, the large industrial customer was charged the correct rates for his customer class. 

Internal controls necessary to prevent or detect this error were not in place. PPL Electric made accounting entries to correct this error plus applicable interest.  An over/under collection adjustment of $2,125,683, including interest, to recoup that amount from the SC&I Customer Class and refund it to the LC&I – Transmission Customer Class, was included on the Company’s TSC filing of December 1, 2010 at Docket No. M-2010-2207826 proposing TSC rates that became effective January 1, 2011.

Recommendation




We recommend that PPL Electric implement the necessary controls to prevent and/or detect errors of this type from occurring in the future.  
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Current Years’ Audit Observation


Observation - PPL Electric’s Rate Stabilization Plan Has Been Conducted In Accordance With The Approved Rider 


By Order entered August 7, 2008, at Docket No. P-2008-2021776, the Commission approved the Joint Petition for Settlement of PPL Electric’s Rate Stabilization Plan (RSP) proceeding.  PPL Electric’s RSP provides for the following:

· The RSP was provided to facilitate a gradual transition to market based electric supply rates by applying additional flat charges/credits to bills of participating customers during the period October 1, 2008 through December 31, 2011. The RSP was to be applied to participating customers’ bills on a non-bypassable basis.

· The RSP was available on an opt-in basis to eligible Residential customers (Rate Schedules RS, RTS (R), and RTD (R)), and Small Commercial and Industrial customers (Rate Schedules GS-1, GS-3, GH-1 (R), and GH-2 (R)), and Street Lighting customers (Rate Schedule SE) who take distribution service from the Company.  All customers served under these Rate Schedules were eligible, except customers enrolled in the Company’s On-Track Program. The rate stabilization charges began October 1, 2008 and continued through December 31, 2009. Customers could volunteer to enroll in the program at any time prior to December 31, 2009 by making a one-time catch-up payment on their electric bill. The amount of the payment was to be equal to the current balance in the charge/credit schedule for the appropriate rate schedule and usage strata for that customer at the time of the request.

· All revenue received through the RSP accrued 6% annual interest, compounded monthly, and was to be returned to customers through a monthly credit that began January 1, 2010 and ends December 31, 2011.


Our review consisted of the testing of a selected sample of customers’ bills to verify that the RSP charges were applied in agreement with the approved RSP Rider and that subsequent credits were appropriately applied to the customer’s bill. For the selected test customer’s, we obtained customer billing histories from the program’s inception (October 2008) through September of 2010.  It should be noted that the credits to participating customers will continue through December 31, 2011, as mentioned above. Based on our limited review, we conclude that the RSP charges and credits, to applicable customer’s billings, were in accordance with the approved RSP Rider. 
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