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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 Statement of Consumer Education Surcharge (CES) Over/Under Collections for the twelve months ended December 31, 2011.  The 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 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 Statement of CES 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 CES Over/Under Collections for the twelve months ended December 31, 2011 of Duquesne Light Company presents fairly, in all material respects, in relation to the audited financial statement from which it was derived. 







Dennis P. Hosler, CPA








Director 








Bureau of Audits

	Condensed (Note 1)

Statement of Consumer Education Surcharge (CES)
(Over)/Under Collections (Section 1307(e))
For The Twelve Months Ended December 31, 2011*


	
	
	CES
	
	
	
	

	
	
	Revenues Billed
	
	CES
	
	(Over)/Under

	Rate Class
	 
	Excluding GRT

(Note 2)
(1)
	
	Expenses

(Note 3)
(2)
	
	Collections

(Note 4)
(3)=(2)-(1)

	
	            
	
	
	
	
	

	
	
	
	
	
	
	

	Residential
	
	$ 777,707 
	
	$ 564,096
	
	$ (213,611)

	
	
	
	
	
	
	

	Small Commercial and Industrial
	
	95,148 
	
	39,607 
	
	(55,541)

	
	
	 
	
	
	
	

	Medium Commercial and Industrial
	
	 28,148
	
	9,416 
	
	(18,732)

	
	
	
	
	
	
	

	Large Commercial and Industrial
	
	       3,882
	
	          823
	
	       (3,059)

	
	     
	
	
	
	
	

	Total
	
	$ 904,885
	
	$ 613,942
	
	$ (290,943)

	
	
	
	
	
	
	


* As reported to the Commission on March 5, 2012 at Docket No. M-2012-2292141.

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

1 -
Condensed Statements
The Statement of Consumer Education Surcharge (CES) (Over)/Under Collections presented in this report is condensed from the officially filed statement for the purpose of clarity. The audit was conducted on Duquesne Light Company’s (Duquesne or Company) officially filed 1307(e) statement submitted to the Commission on March 30, 2012 and is available at Docket No. M-2012-2292141 via http://www.puc.pa.gov. 
2 -
CES Rate Revenues Billed Excluding GRT
CES Rate Revenues Billed Excluding Gross Receipts Tax (GRT) is based on application of the CES, excluding the E-Factor and GRT.  The CES includes a portion applicable to education costs recovered through base rates.  Prior to the Company’s most recent base rate case, the base charge was 7.02 cents/month for residential and 5.32 cents/month for small/medium commercial and industrial customers.  The Company’s rate case, at Docket No. R‑2010-2179522, eliminated the base rate portion from CES beginning June 1, 2011.  The CES is applied to customer bills monthly.
3 -
CES Expenses 

CES expenses are the costs which the Company has or will incur as part of its Consumer Education Program to meet the requirements of Commission Order dated May 17, 2007, at Docket No. M-00061957, “Policies to Mitigate Potential Electricity Price Increases” and subsequent Commission direction.

4 -
Over/(Under) Collections
The Over/(Under) Collections are the differences between the CES rate revenues billed and CES expenses incurred.  No interest will be included in the CES.
The net over/(under) collections are reported to the Commission on Schedule 1307(e) and are subsequently included in the next CES computation for the ensuing twelve month period.  Differences arise for two primary reasons:

· Variations between the actual volumes billed to customers and the estimates used to determine the levelized CES.

· Variations between the actual costs incurred from the projected costs used to determine the levelized CES.
OPERATIONAL REVIEW

The background was prepared based on unaudited documentation provided by the Company and is presented for informational purposes only.


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 company, 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.  The Company provides service to approximately 589,000 customers in Allegheny and Beaver counties of western Pennsylvania and had jurisdictional operating revenues of approximately $851 million for the year ended December 31, 2012.

On December 27, 2007, Duquesne filed its education plan pursuant to the Commission’s May 10, 2007 Final Order, at Docket No. M-00061957.  The Commission directed that the plans document programs and an implementation schedule to communicate Energy Education Standards to customers.  Education plans are to be in effect for at least five years.  In areas where rate caps have already expired, the Commission directed that the education plans focus on practical steps customers can take to reduce their electric bills through energy conservation, retail choice and low-income programs.  Education plans include a proposed budget and a specific cost-recovery mechanism.  On August 21, 2008, at Docket No. M-2008-2032278, the Consumer Education Surcharge (CES) was implemented as a cost recovery mechanism to recover the costs associated with implementing the Company’s consumer education plan.  The CES was set to expire on December 31, 2012, except to allow for prior period overcollections. 

On August 29, 2013, the Commission, at Docket No. R-2013-2371825, approved Duquesne’s Supplement No. 77 to Tariff Electric Pa. P.U.C. No 24 which extended the CES to recover all education costs incurred to fulfill the Commission’s Retail Market Investigation mandates and to conduct consumer education activities ordered by the Commission.  The CES will now remain in effect until otherwise directed by the Commission and until the final reconciliation statement is approved and charges fully recovered. 

Disposition of Prior Audit Years’ Findings

Our previous audit of Duquesne Light Company’s Consumer Education Surcharge for the years ended December 31, 2010, December 31, 2009 and December 31, 2008 disclosed the following findings:

Finding No. 1
-
Duquesne Light Company Should Recoup $557,610 Due To


Reconciliation Errors In The Consumer Education Surcharge.
Recommendation:


We recommended that Duquesne Light Company recoup $557,610 by making an adjustment to the E-Factor in its next Consumer Education Surcharge filing.
Disposition:

Duquesne Light Company made an adjustment to its E-Factor to recoup $557,610.  The adjustment was made in the Company’s CES filing, at Docket No. M‑2012‑2297871, effective June 1, 2012.
Finding No. 2
-
Duquesne Light Company Overstated Consumer Education


Expense By $125,000 For Donations.

Recommendation:


We recommended that Duquesne Light Company refund $125,000 by making an adjustment to the E-Factor in its next Consumer Education Surcharge filing.
Disposition:


Duquesne Light Company made an adjustment to its E-Factor to refund $125,000.  The adjustment was made in the Company’s CES filing at Docket No. M‑2013‑2356644, effective June 1, 2013.
Finding No. 3
-
Duquesne Light Company Has Not Complied With Consumer


Education Surcharge Reporting Requirements.

Recommendation:

We recommended that Duquesne Light Company comply with the reporting requirements of its automatic adjustment clause.
Disposition of Prior Audit Years’ Findings (Continued)
Disposition:

Duquesne Light Company initially submitted the appropriate documentation to an Administrative Law Judge at a hearing held on April 20, 2012, at Docket No. M‑2012‑2292141.  Subsequently, the Company has been complying by filing the necessary documentation with the Secretary’s Bureau of the Pennsylvania Public Utility Commission.

Current Year’s Audit Finding
Finding
-
Duquesne Light Company Overstated 2011 Consumer Education


Expenses By $12,314.


Duquesne Light Company (Duquesne or Company) is permitted to recover the costs associated with implementing its Consumer Education Plan through the Consumer Education Surcharge (CES).  For the year 2011, Duquesne overstated consumer education expenses by $12,314.


In 2011, Duquesne was a sponsor of Santa Spectacular and was billed $24,814 in promotional fees by CBS Radio for the event.  Duquesne included the cost of the sponsorship in the CES.  Consumer education is advanced through communication on such topics as: default service, wise energy use, and universal service programs.  Santa Spectacular is not recognized as an event for providing consumer education.  However, the sponsorship agreement indicated that Duquesne was permitted $12,500 of commercial airtime in November and December 2011.  The airtime was used for promoting energy efficiency during the winter months and low income programs and is a recoverable CES cost. 


Duquesne should have allocated the sponsorship costs of the Santa Spectacular so that only $12,500 was included in the CES and billed to customers.  Duquesne should refund $12,314 ($24,814 - $12,500) which is the difference between the commercial airtime used to promote consumer education and the amount included as an expense in the CES.

Recommendation:


We recommend that Duquesne Light Company refund $12,314 through an adjustment to the E-Factor of its next CES 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.
