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Duquesne Light Company

Background



	Duquesne Light Company (Duquesne or Company) 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 (Commission) 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.  The Company is currently providing default service according to its POLR V plan.
	Duquesne filed a Petition, at Docket No. P-2009-2135500, with the Commission for approval to provide default service to its customers from January 1, 2011 through May 31, 2013.  Because petitions to intervene were filed by other parties, hearings were scheduled.  The joint petitioners were able to reach a settlement and hearings were cancelled.  The Settlement Petition was filed with the Commission on February 24, 2010.  A Recommended Decision was issued on March 17, 2010 recommending that the Joint Petition for Settlement of All Issues be adopted.  At Public Meeting on May 20, 2010, the Commission adopted the Settlement Petition.
	In accordance with the Settlement Petition, Duquesne will provide default service to residential customers during the period January 1, 2011 through May 31, 2013 at a fixed rate of $78.60 per MWH.  Duquesne will also provide default service to lighting customers at fixed rates identified in the Company’s tariff.  The Company will purchase the residential and lighting default service supply from unaffiliated sources using bilateral contracts.  Duquesne will not reconcile default supply costs and recoveries for residential and lighting customers.
	Default service rates for small commercial and industrial customers and medium commercial and industrial customers will be based on a bidding process and will be revised annually subject to reconciliation.  Duquesne will continue to provide default service to large commercial and industrial customers at day ahead hourly spot pricing purchased directly from PJM.
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Objective and Scope


	Our review was conducted pursuant to a request from the Office of the Chairman of the Pennsylvania Public Utility Commission.  Our objective was to address two specific issues:

1. Whether Duquesne is charging default service customers the appropriate rate under their approved plan; and

2. Since Duquesne’s residential default service plan does not provide for reconciliation, do the costs Duquesne incurs to provide default service result in a profit or loss on the provision of residential default service.


	The review was not conducted in accordance with the AICPA Statement on Standards for Accounting and Review Services.  Accordingly, the subject matter, or presentation may be misunderstood by those who are not adequately informed of the basis, assumptions, or purpose of our report.

	We limited the scope of the review to the default service activity for the period January 1, 2011 through July 31, 2011. Our review was done in conjunction with other audits the Bureau of Audits was conducting at Duquesne.  Therefore, to avoid duplication of efforts and for the benefit of time, where possible the Bureau of Audits relied upon work already performed.  The methods used in this review were designed to provide the Bureau of Audits with the maximum assurance in addressing the above-mentioned issues.  In conducting our review, the following steps were completed:

· Analyzed a Company prepared financial statement for residential and lighting POLR V program (see exhibit, page 6).
· Selected a test month (May 2011) for in-depth review and testing.
· Tested billing units used to determine accuracy of POLR V revenue.
· Analyzed reconciliation of POLR V purchase volumes to POLR V sales volumes for test month
· Tested reported POLR V expenses by analyzing invoices, contracts, confirmations, proof of payment and journal vouchers.
· Recalculated customer bills to test billed POLR V service.
· Analyzed results of non-physical financial transactions (hedging).
· Reviewed applicable testimony, recommended decision, and Commission order.
· Discussed POLR V activity with Company personnel.
· 
Review Results


[bookmark: _GoBack]	As a result of our review of Duquesne’s POLR V for the period January 1, 2011 through July 31, 2011, we determined the following:

1. Duquesne properly billed customers receiving default service according to its POLR V plan.

2. Duquesne earned a profit on its Residential and Lighting POLR V activity for the seven months ended July 31, 2011 (see exhibit, page 6). 

Summary/Conclusion


The first issue of the review was to determine whether Duquesne is charging default service customers the appropriate rate under the approved POLR V plan.  At the time of the review, the Bureau of Audits was also conducting three adjustment clause surcharge audits at Duquesne.  Bill testing is done regularly on audits; therefore bill testing was extended for default service through July 2011.  Judgmental sampling was done to select customer accounts for testing. 

Only one default service billing discrepancy was noted.  There was an error in billing rates for all GS/GM, GMH default service supply customers between January 3, 2011 and March 2, 2011 affecting approximately 81,182 customer bills.  Duquesne corrected the billing errors by making appropriate adjustments to affected customer bills.

	The second issue of the review was to determine that since Duquesne’s residential default service plan does not provide for reconciliation, do the costs Duquesne incurs to provide default service result in a profit or loss on the provision of residential default service.  The Company provided a Statement of Income for the Residential and Lighting POLR V program by month, summarized on page 6 of this report, for the period January 2011 through July 2011.  In order to obtain assurance that the statement was reasonable, Staff selected one month for testing.  Our testing was limited to review of general ledger account detail, journal vouchers, invoices, contracts, confirmations, proof of payment and Commission Orders.

	Duquesne is making a profit on its residential and lighting default service plan.  The most significant expense of default service is energy.  Duquesne procures energy for the residential and lighting default service customers by entering into contracts with third parties and through purchases from PJM.  Third party transactions can either be physical delivery or financial settlement.  A physical delivery is when the supplier schedules delivery with PJM and the energy delivered is recognized as a reduction to the total open load obligation.  With a financial settlement, there is no scheduled delivery, PJM provides the required MWH.  The financial settlement occurs when the Company and third party settle on a price difference.  Duquesne will either recognize a gain or loss in the transaction.  

	Our review found no indication that Duquesne was purchasing power from any affiliated sources.  Prior to POLR V, an affiliate, Duquesne Power procured power for the residential default service.  As part of POLR V, Duquesne assumed the residential POLR V obligation on January 1, 2011 and the Company also assumed any existing contracts between Duquesne Power and third parties that were part of the obligation to service customer load and to protect against the basis risks.  These contracts expired May 31, 2011.
Summary/Conclusion (continued)


	POLR V provides default service to Duquesne’s customers from January 1, 2011 through May 31, 2013.  Duquesne has earned a profit on its residential and lighting default service plan for the period, January 1, 2011 through July 31, 2011.  Although it currently appears the program will remain profitable, the Bureau of Audits cannot state with certainty that the program will continue to be profitable because of the many variables and risks involved with the POLR V program, such as, the commodity market, capacity pricing, demand, customers shopping, PJM etc.

Statement of Income For Residential and Lighting POLR V Program
For The Seven Months Ended July 31, 2011 
(Staff-Prepared)[footnoteRef:1] [1:   The preparation of the financial statement was limited to staff summarizing the seven month financial statement provided by the Company. ] 
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