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FINANCIAL REVIEW


	[image: PUC logo]
	
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 PPL Electric Utilities Corporation’s Statement of Transmission Service Charge (TSC) Over/Under Collections (Section 1307(e)) for the twelve months ended April 30, 2012.  This statement is the responsibility of the Company's management.  Our responsibility is to express an opinion on the statement 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 statement is 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 statement 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 Statement of Transmission Service Charge (TSC) Over/Under Collections was prepared for the purpose of complying with the rules and regulations (Section 1307(e)) of the Pennsylvania Public Utility Commission and is not intended to be a complete presentation of the Company's revenues and expenses.

	In our opinion, the information set forth in the accompanying condensed statement of Transmission Service Charge (TSC) Over/Under Collections for the twelve months ended April 30, 2012 of PPL Electric Utilities Corporation presents fairly, in all material respects, in relation to the audited financial statement from which it has been derived.



							
							Dennis P. Hosler, CPA
							Director 
							Bureau of Audits






PPL ELECTRIC UTILITIES CORPORATION

Condensed (Note 1)
Statement Of Transmission Service Charge (TSC) 
Over/(Under) Collections (Section 1307(e)) 
For The Twelve Months Ended April 30, 2012*



	
	
	
	

	


Customer Class
	

TSC Revenues
	


TSC Expenses
	

   Over/(Under)
   Collections

	
	(1)
	(2)
	   (3)=(1)-(2)

	
	(Note 2)
	(Note 3)
	   (Note 4)

	
	
	
	

	Residential
	$  49,269,329
	$  49,866,109
	$  (596,780)

	
	
	
	

	Small C&I
	8,747,014
	10,708,227
	(1,961,213)

	
	
	
	

	Large C&I - Primary
	621,266
	508,127
	113,139  

	
	
	
	

	Large C&I - Transmission
	           42,382
	           73,412
	         (31,030)

	
	
	
	

	Totals
	$  58,679,991
	$  61,155,875
	$  (2,475,884)






* As reported to the Commission at Docket No. M-2012-2302779.

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

Notes to the Financial Statement

1 -	Condensed Statement 

The Statement of Transmission Service Charge (TSC) Over/(Under) Collections presented in this report is condensed from the officially filed statement for the purpose of clarity.  The audit was conducted on PPL Electric Utilities Corporation’s (PPL or Company) officially filed 1307(e) statement submitted to the Commission on May 14, 2012 and is available at Docket No. M‑2012-2302779 via http://www.puc.pa.gov.

2 -	TSC Revenues 

The TSC Revenues are the amounts actually billed by PPL Electric Utilities Corporation, excluding gross receipts tax and merchant function charge, as a result of applying the approved tariff rate 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.  

3 -	TSC Expenses 

The 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) as approved by the Federal Energy Regulatory Commission.

4 -	Over/(Under) Collections

The Over/(Under) Collections is the difference between the TSC Revenues and the TSC Expenses.  The resulting amounts represent the portion of TSC Revenues refundable to or expenses recoverable from customers through subsequent TSC filings.  Interest is applied to both over and under collections.  Differences arise for two primary reasons:

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

· Variations between the actual TSC expenses and the estimates used to determine the TSC rates.
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BACKGROUND

AND




OPERATIONAL REVIEW

PPL ELECTRIC UTILITIES CORPORATION

Background

	
PPL Electric Utilities Corporation (PPL or Company) furnishes electric distribution, transmission, and default supply services to approximately 1.4 million customers throughout 29 counties in eastern and central Pennsylvania.

	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.  

	In its Opinion and Order, entered on December 22, 2004, at Docket No. R‑00049255, the PUC approved PPL’s request to establish a TSC Tariff Rider (TSC Rider) effective on January 1, 2005.  The TSC Rider 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 OATT with PJM, the transmission service provider.  The TSC Rider permitted the TSC to be applied to all rate classes on a mills per kilowatt-hour (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 on 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 on August 1, 2007.  The terms of the Settlement included the following:

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

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

· Energy-related portion of the transmission costs are to be allocated to the four customer classes based upon kWh usage.

· Each customer class’s TSC is to be reconciled separately.
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PPL ELECTRIC UTILITIES CORPORATION

Background (Continued)


	As part of the Settlement, the Company agreed to use the Remand Rider-1 (RR‑1) Tariff Rider (effective on August 1, 2007) as a mechanism to reassign transmission service charge costs as incurred and revenues billed for the 31-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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PPL ELECTRIC UTILITIES CORPORATION

Disposition of Prior Period Audit Findings


Our previous audit of PPL Electric Utilities Corporation’s Transmission Service Charge Statements of Over/(Under) Collections (Section 1307(e)) for the five months ended April 30, 2011 and the twelve months ended November 30, 2010 disclosed the following findings:


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

Recommendation

We recommended 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 recommended that the Company 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 2012 TSC Reconciliation filing submitted at Docket No. M-2012-2302779.  In addition, the Company has implemented new control procedures to prevent these errors from occurring in the future.


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

Recommendation

	We recommended 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.

Disposition

	The Company has taken the necessary steps to maintain historical billing data for all outdoor lighting service customers.
PPL ELECTRIC UTILITIES CORPORATION
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