
DUQUESNE LIGHT COMPANY
A REPORT ON THE ENERGY EFFICIENCY AND CONSERVATION AND DEMAND RESPONSE SURCHARGE
FOR THE TWELVE MONTHS ENDED MAY 31, 2011
AND 

FOR THE SIX MONTHS ENDED MAY 31, 2010
Prepared By The
Pennsylvania Public Utility Commission


Bureau Of Audits


Report Date: April 25, 2012

Docket D-2011-2254393

Contents
	
	Page

	
	

	FINANCIAL REVIEW 
	

	
	

	
Independent Auditor's Report
	1

	
	

	

Statement Of Energy Efficiency And Conservation And


Demand Response Surcharge (EECDR) Over/(Under) Collections For The Twelve Months Ended May 31, 2011
	2

	
	

	

Statement Of Energy Efficiency And Conservation And



Demand Response Surcharge (EECDR) Over/(Under) Collections For The Six Months Ended May 31, 2010
	3

	
	

	
Notes To The Financial Statements
	4

	
	

	
Background
	5

	
	

	
Current Periods’ Audit Finding
	

	
	

	
Finding
–
Duquesne Light Company Improperly Recovered



$140,000 In Inter-Department Transfers Through The



EECDR.
	6

	
	

	ACKNOWLEDGEMENTS
	8

	
	


FINANCIAL REVIEW

	[image: image1.png]Q
w
E|

NNSYLVANIA

PUBLIC UTILTY COMMISSION




	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 Duquesne Light Company’s Statements of Energy Efficiency and Conservation and Demand Response Surcharge (EECDR) Over/Under Collections for the Twelve Months Ended May 31, 2011 and for the Six Months Ended May 31, 2010.  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 auditing standards generally 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 controls 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 Duquesne Light Company present fairly, in all material respects, the EECDR over/under collections resulting from the Company’s application of the EECDR 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

	
	
	EECDR
	
	
	
	

	
	
	Surcharge Revenues Billed
	
	EECDR
	
	Over/(Under)

	Rate Class
	 
	Excluding GRT

(Note 1)
	 
	Expenses

(Note 2)
	 
	Collections
(Note 3)

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Residential
	
	$   7,955,798 
	
	$   4,978,827
	
	$  2,976,971

	
	
	
	
	
	
	

	Small & Medium Commercial
	
	2,429,303 
	
	1,212,459 
	
	1,216,844

	
	
	 
	
	
	
	

	Small & Medium Industrial
	
	773,499 
	
	367,449 
	
	406,050

	
	
	
	
	
	
	

	Large Commercial Fixed
	
	2,235,888
	
	1,406,388 
	
	829,500

	
	
	
	
	
	
	

	Large Commercial Variable
	
	6,844,816
	
	2,336,257
	
	4,508,559

	
	
	
	
	
	
	

	Large Industrial Fixed
	
	1,975,230
	
	2,195,236
	
	  (220,006)

	
	
	
	
	
	
	

	Large Industrial Variable
	
	     1,417,345
	
	      1,248,930
	
	      168,415

	
	
	
	
	
	
	

	Total
	
	$ 23,631,879
	
	$ 13,745,546
	
	$ 9,886,333

	
	
	
	
	
	
	


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

	
	
	EECDR
	
	
	
	

	
	
	Surcharge Revenues Billed
	
	EECDR
	
	Over/(Under)

	Rate Class
	 
	Excluding GRT

(Note 1)
	 
	Expenses

(Note 2)
	 
	Collections
(Note 3)

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Residential
	
	$   4,345,019 
	
	$  1,657,902
	
	$ 2,687,117

	
	
	
	
	
	
	

	Small & Medium Commercial
	
	1,491,564 
	
	755,309 
	
	736,255

	
	
	 
	
	
	
	

	Small & Medium Industrial
	
	214,841 
	
	165,475 
	
	 49,366

	
	
	
	
	
	
	

	Large Commercial Fixed
	
	1,790,841
	
	853,557 
	
	937,284

	
	
	
	
	
	
	

	Large Commercial Variable
	
	3,269,676
	
	9,729
	
	3,259,947

	
	
	
	
	
	
	

	Large Industrial Fixed
	
	1,380,806
	
	737,978
	
	642,828

	
	
	
	
	
	
	

	Large Industrial Variable
	
	     1,153,634
	
	         24,891
	
	    1,128,743

	
	
	
	
	
	
	

	Total
	
	$ 13,646,381
	
	$ 4,204,841
	
	$ 9,441,540

	
	
	
	
	
	
	


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

1 -
EECDR Surcharge Revenues Billed Excluding GRT
EECDR Surcharge Revenues Billed Excluding Gross Receipts Tax (GRT) are based on application of the Energy Efficiency and Conservation and Demand Response Surcharge (EECDR), excluding the E-Factor and GRT, to all billing units either kilowatt-hours (kWh) or kilowatt (kW) demand as indicated in the Company’s tariff. 
2 -
EECDR Expenses 

EECDR Expenses are the costs associated with implementing the Company’s Energy Efficiency and Conservation and Demand Response Plan in accordance with Act 129.
3 -
Over/(Under) Collections
The Over/(Under) Collections are the differences between the EECDR surcharge revenues billed and EECDR expenses incurred.

The background was prepared based on documentation provided by the Company and is presented 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.  It serves approximately 570,000 customers in Allegheny and Beaver counties in western Pennsylvania.

On October 15, 2008, Act 129 became law and required the Pennsylvania Public Utility Commission (Commission) to develop an Energy Efficiency and Conservation Program applicable to electric distribution companies with at least 100,000 customers.  It permitted companies to implement a surcharge mechanism to recover the costs associated with implementing an Energy Efficiency and Conservation and Demand Response (EECDR) Plan.  On October 22, 2009, Duquesne’s EECDR Plan [M-2009-2093217] was approved by the Commission. Duquesne’s EECDR is a non-bypassable surcharge applied to all customer bills.  It is reconciled annually and shall remain in effect through 2014 or until otherwise directed by the Commission.  

Finding
–
Duquesne Light Company Improperly Recovered $140,000 In


Inter-department Transfers Though The EECDR.
As a part of the audit of Duquesne Light Company’s (Duquesne or Company), Energy Efficiency and Conservation and Demand Response Surcharge, (EECDR), staff reviewed general ledger detail and noted a $10,000 charge made to an Outside Services Employed expense account.  The charge occurred monthly for the period June through January.  The journal voucher description for the amount stated that it was to transfer costs per arrangement between the Manager of EECDR programs and the Director of Information Technology (IT).  Additional inquiry was made to determine why an inter-department transfer was charged to outside services; what support was available for the charge; and what steps were taken to ensure that the expense was also not being recovered through base rates.


According to the Company, the agreement for the transfer was not made by the above mentioned Manager and Director but by their predecessors who are no longer with the Company.  The costs are for ongoing services performed by IT in support of the new Energy Efficiency Program Management and Reporting System (PMRS).  Duquesne Light designed PMRS to track customers, costs and projects that have participated in the Watt Choices Act 129 energy efficiency programs.  The $10,000 cost is based on the cost of one full-time employee.  The Company stated that it decided to use its own IT resources because it was expected to be less expensive than contracting the service with a third party. 


Documentation summarizing the IT resources spent on EECDR assignments indicated that $218,979, representing hours worked multiplied by an hourly rate, was spent as of May 2011.  The total inter-department transfers recovered through the EECDR as of May 2011 were $140,000.  According to the Company, the variance between actual and reported, $78,979 is deferred and would be recovered when actual costs are less than the inter-department transfer.  An automatic adjustment surcharge like EECDR allows dollar for dollar recovery of allowable, actual expense.


The costs of IT resources are operational costs and therefore recovered through base rates.  If the cost of IT resources is also recovered through the EECDR, the result is a double-recovery.  The inter-department transfer should not be recoverable through the EECDR because while the Company offered explanations, they did not provide any documentation to support the cost transfer agreement or that base rates were adjusted for IT costs to be recovered through the EECDR.  According to the Company, it is difficult to determine exactly what is or is not recovered through base rates since the most recent rate case ended in a settlement for a lower revenue amount than the 

Company requested.  Further, there is no mention of the need for dedicated IT service in the EECDR plans and related Commission Orders.  The Company provided copies of email communications that describe assignments of various PMRS programming adjustments.  The documentation supports that IT resources were used for EECDR but it does not support that the same IT resources were not also being recovered through base rates.
Recommendation:


We recommend that Duquesne Light Company make an adjustment to refund $140,000 through the E-Factor of its next EECDR filing.
Auditor’s Note:


The Company agreed with the finding and recommendation.

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. 

