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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 Statements of Transmission Service Charge (TSC) Over/Under Collections (Section 1307(e)) for the five months ended April 30, 2011 and the twelve months ended November 30, 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 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

Statement Of Transmission Service Charge (TSC) Over/(Under) Collections
(Section 1307(e)) For The Five Months Ended April 30, 2011 (Note 4) *


	
	
	
	

	


Customer Class
	TSC Revenues
Billed
Excluding 
GRT & MFC
	

TSC
Expenses
	

Over/(Under)
Collections

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

	
	
	
	

	Residential
	$  25,696,864
	$  19,648,576
	$  6,048,288

	
	
	
	

	Small Commercial & Industrial
	3,254,769
	6,768,164
	(3,513,395)

	
	
	
	

	Large Commercial & Industrial - Primary
	207,659
	887,790
	(680,131)

	
	
	
	

	Large Commercial & Industrial - Transmission
	901,368
	664,990
	236,378

	
	
	
	

	Total
	$  30,060,661
	$  27,969,520
	$  2,091,140




Note: Includes minor rounding difference.



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


* As reported to the Commission at Docket No. M-2011-2240269.
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Statement Of Transmission Service Charge (TSC) Over/(Under) Collections
(Section 1307(e)) For The Twelve Months Ended November 30, 2010 *




	
	
	
	

	


Customer Class
	TSC Revenues
Billed
Excluding 
GRT & MFC
	

TSC
Expenses
	

Over/(Under)
Collections

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

	
	
	
	

	Residential
	$  54,790,742
	$  40,801,197
	$  13,989,545

	
	
	
	

	Small Commercial & Industrial
	18,439,757
	23,199,370
	(4,759,613)

	
	
	
	

	Large Commercial & Industrial - Primary
	5,911,752
	11,460,794
	(5,549,042)

	
	
	
	

	Large Commercial & Industrial - Transmission
	5,941,291
	9,627,335
	(3,686,044)

	
	
	
	

	Total
	$  85,083,542
	$  85,088,696
	$          (5,154)
























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





* As reported to the Commission at Docket No. M-2010-2213754.
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Notes To The Financial Statements


1 -	TSC Revenues Billed Excluding Gross Receipts Tax (GRT) and Merchant Function Charge (MFC) 

TSC Revenues Billed Excluding GRT and MFC are the amounts actually billed by the Company as a result of applying the current cost rate (TCc factor) of the approved TSC 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) Collections

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 the E-Factor of 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 actual TSC costs and TSC cost projections used to determine the TSC rates.

4 -	Five Months Ended April 30, 2011




Effective January 1, 2011, the Commission approved Supplement No. 97 to Tariff Electric Pa. - P.U.C. No. 201, at Docket No. R-2010-2208496, proposing to change the TSC computation period from a January 1 through December 31 calendar year basis to June 1 through May 31 to coincide with the PJM Planning Year.    As a result of the change, the end of the TSC annual reconciliation period shifted from November 30 of each year to April 30 of each year.
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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 (PUC), which included unbundled prices for electric generation, transmission and distribution service.  

	As of April 1, 1997, transmission service on PPL Electric 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 PUC 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 PUC for further consideration.  By Order, entered July 25, 2007, at Docket No. R-00049255, the PUC 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)
5
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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 the Remand Rider-1 (RR-1) Tariff Rider (effective August 1, 2007) 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, 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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Disposition of Prior Periods’ Audit Finding

Our previous audit of PPL Electric Utilities Corporation for the twelve months ended November 30, 2009, November 30, 2008 and the four months ended November 30, 2007, disclosed the following 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 $2,125,682 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, plus 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, which proposed TSC rates that became effective January 1, 2011.

Recommendation

We recommended that PPL Electric implement the necessary controls to prevent and/or detect errors of this type from occurring in the future.    

Disposition




The Company made the appropriate adjustment in the 2010 TSC Reconciliation filing submitted at Docket No. M-2010-2213754.  In addition the Company has implemented new internal controls to prevent these errors from occurring in the future. 
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Current Periods’ Audit Findings


Finding No. 1 – PPL Electric Erroneously Calculated and Reported The Demand  Factor Allocation

Subsequent to the annual TSC rate adjustment becoming effective January 1, 2011, which reflected the over and under collection amounts from the reconciliation of the TSC for the twelve months ended November 30, 2010, the Company discovered it had used the incorrect demand allocation factors in the preparation of the 2010 TSC reconciliation.  In preparation of the 2010 TSC reconciliation, PPL Electric carried forward the demand allocation factors that were utilized in preparation of the TSC reconciliation for the twelve months ended November 30, 2009 to the preparation of the 2010 reconciliation.  This error resulted in a $6,163,663 overstatement of the reported over collection, including interest on the over collection, for the Residential Customer Class.  For the Small C&I Customer Class, the error resulted in a $59,622 understatement of the reported under collection, including interest on the under collection.  For the Large C&I-Primary and Large C&I-Transmission Customer Classes, the error resulted in a $2,966,308  and a $3,256,977 overstatement, respectively, of the reported under collections, including interest on the under collections.  The Company self-reported and corrected this error by reflecting the appropriate adjustments to each Customer Class’ TSC rate in the TSC rate adjustment filing submitted at Docket No. M-2011-2239805, which propose revised TSC rates to become effective June 1, 2011, and in TSC reconciliation filing for the five months ended April 30, 2011, submitted at Docket No. M-2011-2240269.

However, during our audit of the TSC, the Audit Staff discovered that outdated peak load data has been used to calculate each Customer Class’ peak load contributions (PLCs), the source data for the TSC demand allocation factors, for the 2009 and 2010 reconciliations and for the rates that became effective January 1, 2011, as well as for the January 1 through April 30, 2011 reconciliation period.  Peak load data is obtained from PJM in November of each year from the prior November through October peak load period and allocated to each Customer Class based on their contribution to those peaks.  The result then is used to allocate demand-related transmission costs to each Customer Class.  The Audit Staff determined that the Company had been using peak load data from two years prior, rather than one year prior, to each calculation year.  The result of this error was an under collection of $234,316, $376,010 and $389,554, including interest, from the Residential, Small C&I and Large C&I-Primary Customer Classes, respectively, and an over collection of $999,880, including interest, from the Large C&I-Transmission group.  

This error occurred because the Company did not have the most up-to-date data at the time the preliminary reconciliation filing was prepared and submitted.  As a result, 

PPL ELECTRIC UTILITIES CORPORATION

Current Periods’ Audit Findings (continued)


the prior year’s data was used.  Once the most recent data had been obtained, the final reconciliation filing was not updated as it should have been. 

Recommendation

We recommend PPL Electric make the adjustments to recoup $234,316, $376,010 and $389,554 from the Residential, Small C&I and Large C&I-Primary Customer Classes, respectively, and to refund $999,880 to the Large C&I-Transmission Customer Class.  We also recommend that the Company implement the necessary controls to prevent and/or detect errors of this type from occurring in the future.   

Auditor’s Note

The Company has indicated that it agrees with this finding and recommendation and has recorded the required accounting entries.  The Company also indicated that it has implemented the necessary controls to prevent this error from occurring in the future and is finalizing a specific procedures document.
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Current Periods’ Audit Findings (Continued)


Finding No. 2 – Historical Data For Outdoor Lighting Service Customers Is Not Maintained

	In determining the accuracy of reported Transmission Service Charge (TSC) 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, 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, thus preventing the verification of accurate customer billing and TSC 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 which provides for the maintaining 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.
PPL ELECTRIC UTILITIES CORPORATION

Current Periods’ Audit Findings (Continued)


Auditor’s Note




	The Company agrees with the finding and is in the process of developing procedures for maintaining historical billing data for the above lighting service rate schedule customers.  
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Current Periods’ Observation

Observation – PPL Electric’s Allocation Of TSC Demand Costs Is In Compliance With The Approved Tariff Rider


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.

During the course of our audit of the TSC for the five months ended April 30, 2011 and the twelve months ended November 30, 2010, we verified the calculation of the demand allocation factors used to allocate the transmission demand costs between the customer classes, i. e. Residential, Small Commercial and Industrial, Large Commercial Industrial - Primary and Large Commercial and Industrial - Transmission.  The allocation factors are calculated by first obtaining the actual 5 coincident peaks (5 CPs) from PJM.  The 5 CPs are released by PJM in November/December of each year and are used to establish the Company’s total PLC value for the subsequent calendar year. That is, the actual 5 CPs for the twelve months November 2008 through October 2009 form the basis for the calculation of the demand allocation factors for the 2010 calendar year. The Company then determines the contribution of each customer rate schedule to the 5 CPs and averages them together to get the Peak Load Contribution (PLC) of each customer class.  Beginning in January 2011, the Company began using an updated method to obtain a more precise calculation of the demand allocation factors.  The updated method sums the 5 CPs with the losses for each customer to account for unmetered load, the difference between actual losses and average losses, and the difference between the daily peak and the prior year’s peak target.  Each customer classes’ rate schedule’s 5 CPs are scaled using this reconciliation factor so that the total for each day sums to the prior year’s peak. The adjusted values then are averaged to determine each customer classes’ PLC.  Finally, those PLCs then are averaged, and scaled downward to reflect the remaining non-shopping customer demand, to obtain the demand allocation factor for each customer class.




PPL Electric’s TSC Tariff Rider regarding transmission demand costs states that “These charges are allocated to each customer class based upon the contribution of 
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Current Periods’ Observation (Continued)

Observation - PPL Electric’s Allocation Of TSC Demand Costs Is In Compliance With The Approved Rider (continued)


that class to the 5 coincident peaks used by PJM to establish such demand – related charges”.

Our audit determined that with the exception of the issues noted in Finding No. 1 of this report (see page 8), PPL Electric’s method of calculating the demand allocation factors, both before and after January 2011, is consistent with its PUC approved TSC Tariff Rider.
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