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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



INDEPENDENT AUDITOR'S REPORT

To The Pennsylvania Public Utility Commission


[bookmark: _GoBack]We have audited PPL Electric Utilities Corporation’s Statements of Generation Supply Charge - 1 (GSC - 1) and Generation Supply Charge - 2 (GSC - 2) Over/Under Collections (Section 1307(e)) for the five months ended May 31, 2011 and the Statement of Generation Supply Charge (GSC) Over/Under Collections (Section 1307(e)) for the twelve months ended December 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 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 over/under collections resulting from the Company’s application of the GSC - 1, GSC - 2 and GSC 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

Generation Supply Charge - 1 (GSC - 1) Over/(Under) Collections
(Section 1307(e)) For The Five Months Ended May 31, 2011*


	Rate Class

	GSC - 1 Revenues
(Note 1)

	GSC - 1 Expenses
(Note 2)

	
Over/(Under)
Collections
(Note 5)


	
Residential – Fixed
	
$301,898,705
	$291,820,831
	$10,077,874

	
	
	
	

	RS Off Peak
	3,995,473
	5,428,301
	(1,432,828)

	
	
	
	

	RS On Peak
	332,109
	585,508
	(253,399)

	
RTS Off Peak
	
531,376
	723,358
	(191,982)

	
	
	
	

	RTS On Peak
	119,609
	151,625
	(32,016)

	
	
	
	

	Small C&I – Fixed
	77,952,284
	82,138,782
	(4,186,498)

	
Small C&I – TOU Off Peak
	

216,000
	300,763
	(84,763)

	
	
	
	

	Small C&I – TOU On Peak
	_____221,269
	_____308,380
	____(87,111)

	
Total
	$385,266,825
	$381,457,548
	$ 3,809,277

	
	
	
	



*This statement includes a December 2010 true-up of previously estimated revenues and expenses to actuals and estimated May 2011 revenues and expenses as filed at Docket No. M-2011-2240273.  The estimated May 2011 data will be trued-up in the subsequent annual reconciliation statement.

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






PPL ELECTRIC UTILITIES CORPORATION

Generation Supply Charge - 2 (GSC - 2) Over/(Under) Collections
(Section 1307(e)) For The Five Months Ended May 31, 2011*

	
	
	
	

	




Rate Class
	


GSC - 2
Revenues 
(Note 1)

	


GSC - 2
Expenses
(Note 3)
	


Over/(Under)
Collections
(Note 5)


	
	
	
	

	Large C&I
	$ 3,001,119
	$ 3,563,307
	 $ (562,188)














*This statement includes a December 2010 true-up of previously estimated revenues and expenses to actuals and estimated May 2011 revenues and expenses as filed at Docket No. M-2011-2240268.  The estimated May 2011 data will be trued-up in the subsequent  annual reconciliation statement.




Notes to the Financial Statements are an integral part of this report.
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PPL ELECTRIC UTILITIES CORPORATION

Generation Supply Charge (GSC) Over/(Under) Collections
(Section 1307(e)) For The Twelve Months Ended December 31, 2010*


	
	
	
	

	



Rate Class
	

GSC 
Revenues
(Note 1)
	

GSC  Expenses
(Note 4)
	

Over/(Under)
Collections
(Note 5)


	
Residential
	
$    885,920,645
	$   933,433,631
	$  (47,512,986)

	
	
	
	

	Small C&I
	      298,787,942
	     321,477,111
	(22,689,169)

	
	
	
	

	Large C&l Fixed Price - Primary
	          9,174,692
	       13,578,611
	(4,403,919)

	
	
	
	

	Large C&I Fixed Price-Transmission
	          1,509,707
	         2,453,060
	(943,353)

	
	
	
	

	Large C&I Hourly
Real Time Pricing
	__    80,757,155
	__ _83,364,605
	___(2,607,450)

	
Total
	
$ 1,276,150,141
	$1,354,307,018
	$  (78,156,877)



*This statement includes estimated December 2010 revenues and expenses as filed at Docket No. M-2009-2213731.  The estimated December 2010 data will be trued-up in the subsequent annual reconciliation statement.

Notes to the Financial Statements are an integral part of this report.
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PPL ELECTRIC UTILITIES CORPORATION

Notes To The Financial Statements


1 – GSC - 2, GSC - 1 and GSC Revenues 

The Generation Supply Charge Revenues for the Residential, Small Commercial and Industrial (C&I) and Large C&I Customer Rate Classes are derived by applying the projected cost component of the applicable GSC rate, as defined in the GSC, GSC - 1 and GSC - 2 Tariff Riders, exclusive of Gross Receipts Tax (GRT) and the Merchant Function Charge (MFC) for the Residential and Small C&I Customer Rate Classes and exclusive of GRT for the Large C&I Customer Rate Class, to each KWH of Default Service that PPL Electric delivers to Residential, Small C&I and Large C&I Customers.  

2 – GSC - 1 Expenses

	       The GSC - 1 expenses are actual expenses incurred to provide generation supply service to Residential Fixed, Residential Time of Use, Small C&I Fixed and Small C&I Time of Use customers receiving default service.  The Off Peak and On Peak Time of Use rate classes are reconciled separately from the Fixed rate classes.  The GSC - 1 expenses include payments to power suppliers (RFP Bidders), energy procurement expenses related to PJM Reliability Pricing Model capacity costs, other PJM related expenses, net metering expenses and administrative expenses incurred during the current reconciliation period, plus the monthly amortization of the costs associated with administering the energy procurement program that were incurred prior to January 1, 2011.  These prior administrative expenses are being amortized over a 29 month period, January 1, 2011 through May 31, 2013.  In addition, the expenses include the applicable under collection related to the 2010 GSC for the Residential and Small C&I classes.

3 – GSC - 2 Expenses

        The GSC - 2 has two service provisions: Hourly Default Service and Optional Monthly Pricing Service (OMPS).  The GSC Hourly Default Service rate option provides electric generation service to eligible customers who have not selected the OMPS or an alternative generation supplier.  The energy related costs for the Hourly Default Service Customers are customer specific and are direct billed to the customer.  PPL had no customers enrolled in the OMPS during the five months ended May 31, 2011 and as such there are no expenses related to this service option in the reported expenses.




		The GSC - 2 expenses are actual expenses incurred to provide generation supply service to Large C&I customers receiving default service, net of energy expenses.  The GSC - 2 expenses include energy procurement expenses related to 
5
PPL ELECTRIC UTILITIES CORPORATION

Notes To The Financial Statements (continued)


PJM Reliability Pricing Model capacity costs, other PJM related expenses, net metering expenses and administrative expenses incurred during the current reconciliation period, plus the monthly amortization of the costs associated with administering the energy procurement program that were incurred prior to January 1, 2011.  These prior administrative expenses are being amortized over a 29 month period, January 1, 2011 through May 31, 2013.  In addition, the expenses include the applicable under collection related to the 2010 GSC for the Large C&I Customer Class.

.  
4 – GSC Expenses

		        The GSC expenses are actual expenses incurred to provide generation supply service to Residential, Small C&I, Large C&I and Real Time Price (RTP) – Large C&I customers receiving default service.  The GSC expenses include payments for energy to power suppliers (RFP Bidders) for all default service customers but the RTP – Large C&I customers, in addition to energy procurement expenses related to PJM Reliability Pricing Model capacity costs, other PJM related expenses, net metering expenses and administrative expenses incurred during the current reconciliation period.  The RTP – Large C&I customers are direct billed actual energy expenses.


5 – Over/(Under) Collections

		       Over/(Under) Collections are the differences between the GSC Revenues and GSC Expenses.  They represent GSC costs refundable to or recoverable from, customers, with interest.  These amounts are included in the determination of GSC rate changes as the E-Factor component in accordance with the provisions of the GSC, GSC - 1 and GSC - 2 Tariff Riders.  Differences between GSC Revenues and GSC Expenses occur primarily as a result of:

· variations in the actual month-to-month volumes billed to customers from
the estimated volumes used to determine the GSC rates;

· variations in the actual GSC costs incurred from the projected costs used
to determine the GSC rates; and

· proration of actual revenues billed in the first month of a new automatic adjustment clause.
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BACKGROUND


AND


OPERATIONAL REVIEW






PPL ELECTRIC UTILITIES CORPORATION

Background


	On May 17, 2007, the Commission entered a Final Order at Docket No. P‑00062227, granting the Petition of PPL Electric Utilities Corporation (PPL Electric or the Company) for Approval of a Competitive Bridge Plan.  The Final Order approved PPL Electric’s request to establish a Generation Supply Charge (GSC) Rider in order to recover the direct and indirect costs incurred by the Company to acquire generation supply from any source on behalf of Basic Utility Supply Service (BUSS), or default service, customers.  

The GSC Rider permits PPL Electric to recover not only the generation supply costs associated with providing BUSS service, but also the costs associated with the Company’s competitive market solicitations made in 2007, 2008 and 2009, plus administrative costs of conducting and implementing these solicitations.  The initial GSC rate became effective January 1, 2010.  As provided in the GSC Rider, the GSC rate is adjusted quarterly.

By Order entered November 19, 2009, at Docket No. P-2009-2129502, the Commission granted PPL Electric’s Petition Requesting Approval of a Voluntary Purchase of Accounts Receivable Program and Merchant Function Charge (MFC).  Pursuant to the MFC, the Company is permitted to unbundle its generation related uncollectible accounts expense from distribution rates and collect it from default service customers through the MFC, effective January 1, 2010.  The MFC is applied as a percentage to total generation supply costs of the Residential and Small Commercial and Industrial (C& I) Customer Classes at the rates of 1.32% and 0.12%, respectively, to calculate each customer classes MFC costs.  The MFC costs are then recovered through the applied GSC of the Residential and Small C& I Customer Classes.

By Order entered on June 30, 2009, at Docket No. P-2008-2060309, the Commission approved PPL Electric’s Default Service Program and Procurement Plan (DSPP) for the period January 1, 2011 through May 31, 2013.  Beginning on January 1, 2011, the GSC Rider was replaced with a GSC - 1 Rider and a GSC - 2 Rider.  Under these Riders, the recovery of the DSPP costs is broken down by rate group into either the GSC - 1 or GSC - 2.

The GSC - 1 Rider permits PPL Electric to recover the projected generation supply costs associated with providing BUSS service to Residential and Small C&I Customers, adjusted for losses and including Alternative Energy Credits.  Also included are the costs associated with the Company’s competitive market solicitations plus administrative costs of conducting and implementing these solicitations.




PPL ELECTRIC UTILITIES CORPORATION

Background (continued)


	The GSC - 2 has two service provisions for large C&I customers: Hourly Defaultt Service and Optional Monthly Pricing Service (OMPS).  The GSC - 2 Hourly Default Service Rate Option provides electric generation service to eligible customers who have not selected the OMPS or an alternative generation supplier.  Under the Hourly Default Service Option, each customer will be billed directly for their actual energy usage using a real time charge per KWH for each hour of the billing month based on PJM Zone Locational Marginal Prices. 


PPL ELECTRIC UTILITIES CORPORATION

Current Periods’ Audit Finding


Finding – Historical Data For Outdoor Lighting Service Customers Is Not 	Maintained

	In determining the accuracy of reported Generation Supply Charge (GSC) revenue, our audit included the recalculation, on a limited sampling, of customer bills based upon the properly assigned tariff rate schedule and KWH usage.  Billing recalculation was possible for all rate schedule customer billings but lighting service customer billing.  Staff noted that the Company did not maintain the details necessary for verification of customer billing under the following tariff rate schedules:
  
		 • SA – Private Area Lighting Service
		 • SM – Mercury Vapor Street Lighting Service
		 • SHS – High Pressure Sodium Street Lighting Service
		 • SE – Energy Only Street Lighting Service
		 • SI-1 – Municipal Street Lighting Service
		 • TS – Municipal Traffic Signal Lighting Service.  

	With some exceptions, lighting service customer billing is based upon the number of lamps, the lamp description, number of lumens and type of supply, either overhead or underground.  These details are not maintained in the customer billing system, thereby, preventing the verification of accurate customer billing and GSC revenue.  

	A 2005 CTC audit report included this finding and a recommendation to make historical customer data available.  The Company’s response to the prior audit recommendation indicated that a project was initiated to reformat customer bills and to maintain historical customer bill data.  However, during our audit, Audit staff’s examination indicated that the project had not progressed to full completion.   

Recommendation

	We recommend that the Company develop and maintain a procedure providing for the maintenance of historical billing data for all customer rate classes.  We also recommend that the Company establish an audit trail in the customer service system for outdoor lighting service customer billings.

Auditor’s Note

The Company is in the process of developing procedures for maintaining historical billing data for the above lighting service rate schedule customers.  


PPL ELECTRIC UTILITIES CORPORATION

Current Periods’ Observations


Observation No. 1- PPL Electric’s Rate Stabilization Plan Has Been Conducted In Accordance With The Approved Rider 


By Order entered on 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-by-passable basis.

· The RSP was available to eligible Residential customers (Rate Schedules RS, RTS (R), and RTD (R)), 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 enroll in the program at any time prior to December 31, 2009 by making a one-time catch-up payment on their electric bill, if they enrolled in billing periods subsequent to the initial billing period beginning on October 1, 2008.  The amount of the payment was 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.


As discussed in a prior TSC Audit report at Docket No. D-2009-2123023, we reviewed the application of the RSP Rider from inception through the end of September 2010.

    Our current review consisted of the testing of several customers’ bills to verify that the RSP credits were applied to the customers’ bills in agreement with the approved RSP Rider.  For the selected test customers, we obtained customer billing histories from October 2010 through April 2011.  It should be noted that the credits to participating 

PPL ELECTRIC UTILITIES CORPORATION

Current Periods’ Observations (continued)


customers will continue through December 31, 2011, as mentioned above.  In addition, we reviewed a list of credits to final accounts to see that the credits were properly passed back to customers.  Based on our limited review, we conclude that the RSP credits, to applicable customers’ billings, were in accordance with the approved RSP Rider. 


PPL ELECTRIC UTILITIES CORPORATION

Current Periods’ Observations (continued)


Observation No. 2 - PPL Electric’s GSC Reported Revenues Agree With Their Accounting Records


At its Public Meeting held on May 5, 2011, the Commission considered the Recommended Decision (RD) of ALJ Susan D. Colwell regarding PPL Electric’s Transmission Service Charge (TSC) Reconciliation Statement for the twelve months ended November 30, 2010 in the proceeding at Docket No. M-2010-2213754.  When considering the RD, the Commission adopted a Motion proposed by Commissioner Cawley.  Inter alia, the Motion directed the Bureau of Audits to advance its schedule for the audits of PPL Electric’s 2010 TSC and Generation Supply Charge (GSC) reconciliation statements.  The Motion also deferred the Commission’s consideration of the RD until the completion of the audits so that the Audit Reports and the RD could be considered together at a future Public Meeting.  By Order entered on May 19, 2011 at Docket No. M-2010-2213754, the Commission noted that the Bureau of Audits had advanced its schedule for the audits.

	The GSC reconciliation statement submitted on December 14, 2010 at Docket No. M-2009-2213731, for the period January 1, 2010 through December 31, 2010, reported a large net under collection of GSC expenses for all rate classes totaling $78,156,877, excluding interest (see the Statement of GSC Over/(Under) Collections Section 1307(e) For the Twelve Months Ended December 31, 2010 on page 4 of this report).  The net under collection amounts by rate class were $47,512,986 for Residential; $22,689,169 for Small C&I; $4,403,919 for Large C&I Fixed – Primary; $943,353 for Large C&I Fixed – Transmission; and $2,607,450 for Large C&I – RTP customers.  The under collections are mostly related to January 2010 GSC revenues being prorated for the initial GSC rates that became effective on January 1, 2010, following the end of generation rate caps on December 31, 2009.  The reported under collection amounts for the month of January 2010, by rate class, were $77,051,816 for Residential; $29,221,975 for Small C&I; $4,097,284 for Large C&I Fixed – Primary; $3,412,811 for Large C&I Fixed – Transmission; and $6,600,012 for Large C&I – RTP customers.

	A significant portion of the reported under collections is related to cycle billing.  PPL Electric’s electric generation suppliers bill on a calendar month, however PPL Electric’s customers are billed throughout the month on a cycle that does not coincide with a calendar month.  This cycle billing methodology produces timing differences between monthly reported expenses and revenues for services rendered during the 
month.  In the instance of the January 2010 GSC reconciliation, the first reconciliation
month following the initiation of the GSC rates and the reconcilable adjustment clause, 
PPL Electric prorated its bills to separate revenues billed for service rendered in

PPL ELECTRIC UTILITIES CORPORATION

Current Periods’ Observations (continued)


December 2009 (pre rate cap expiration) and service rendered beginning January 1, 2010.  As a result, the Company reported a full month of generation-related expenses incurred in January 2010 and approximately one-half month of revenues billed for service rendered in January 2010.  This cycle billing approach for reporting revenues is consistent with all the adjustment clauses utilized by the Company and is an accepted practice for the reporting of revenues for reconciliation purposes under Section 1307(e) of the Public Utility Code, 66 Pa. C. S. § 1307(e). 

On March 1, 2010 at Docket No. M-2009-2145482, PPL Electric submitted its first reconciliation and quarterly adjustment of its GSC rates that were to become effective on April 1, 2010.  On March 8, 2010, PPL Electric submitted a revision to the filing submitted on March 1, 2010.  The March 8, 2010 revision included a request to withdraw the proposed GSC rates scheduled to become effective on April 1, 2010, as submitted in the March 1, 2010 filing, and also requested that the then currently effective GSC rates remain in effect for the April 1, 2010 through June 30, 2010 application period.  At its Public Meeting on March 25, 2010, the Commission approved the Company’s request.                                           

PPL Electric submitted the March 8, 2010 request because the March 1, 2010 filing reflected a substantial net under collection amount of approximately $125.5 million for the month of January 2010.  Part of the explanation for the significant under collection was the cycle billing effect of reporting a whole month of expenses while only reporting approximately one-half month of revenues following the initiation of an adjustment clause, where no clause previously existed.  PPL Electric also reported that the transition from a capped generation rate to a competitive market, which became effective on January 1, 2010, also had created temporary billing issues that made uncertain the reliability of the booked January 2010 GSC revenues.  PPL Electric stated that because of the many changes to the Company’s billing system that were required for the transition to competition, the substantial and rapid number of customers electing service from electric generation suppliers in January 2010, and the increasing number of new suppliers whose rates had to be incorporated in consolidated bills, the Company experienced a number of billing errors in January 2010, resulting in bills that were inaccurate or not rendered.  The Company stated that the errors were in the process of being corrected.  Subsequent quarterly GSC reconciliations and rate adjustments reflected the revised January 2010 revenues.

During the course of our audit, we reconciled GSC, GSC - 1 and GSC - 2 reported billed revenues to the Company’s general ledger and performed, on a test basis, verification of customer billings and found that the reported billed revenues were



PPL ELECTRIC UTILITIES CORPORATION

Current Periods’ Observations (continued)


reasonable.  Additionally, we performed a detailed analysis of the January 2010 reported billed revenues, as ultimately revised and used for reconciliation of the GSC, and found no exceptions.
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