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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


We have audited Duquesne Light Company’s Universal Service Charge (USC) Statement of Over/Under Collections for the Twelve Months Ended October 31, 2012 and Statement of Over/Under Collections for the Seven Months Ended October 31, 2011.  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 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 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 Statements of USC Over/Under Collections were prepared for the purpose of complying with the rules and regulations (Section 1307(e)) 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 information set forth accompanying condensed Statements of USC Over/Under Collections for the twelve months ended October 31, 2012 and for the seven months ended October 2011 of Duquesne Light Company present fairly, in all material respects, in relation to the audited financial statements from which it was derived. 







Dennis P. Hosler, CPA









Director 









Bureau of Audits

	Condensed (Note 1)

Universal Service Charge (USC) Statement of Over/(Under) Collections

For The Twelve Months Ended October 31, 2012*


	
	
	USC
	
	
	
	

	
	
	Rate Revenues Billed
	
	USC
	
	Over/(Under)

	Month

	 
	Excluding GRT

(Note 2)
(1)
	 
	Expenses

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

	
	
	
	
	
	
	

	November 2011
	
	$   1,879,188
	
	$      631,440
	
	$ 1,247,748

	
	
	
	
	
	
	

	December
	
	2,435,045
	
	1,672,010
	
	 763,036

	
	
	
	
	
	
	

	January 2012
	
	1,811,912
	
	2,017,999
	
	(206,087)

	
	
	
	
	
	
	

	February
	
	1,253,514
	
	1,648,344
	
	(394,831)

	
	
	
	
	
	
	

	March
	
	1,329,146
	
	1,316,466
	
	12,680

	
	
	
	
	
	
	

	April
	
	1,227,958
	
	459,211
	
	768,747

	
	
	
	
	
	
	

	May
	
	1,576,217
	
	804,946
	
	771,271

	
	
	
	
	
	
	

	June
	
	1,922,700
	
	1,198,469
	
	724,231

	
	
	
	
	
	
	

	July
	
	2,594,271
	
	2,623,413
	
	(29,142)

	
	
	
	
	
	
	

	August
	
	2,059,900
	
	2,519,747
	
	(459,846)

	
	
	
	
	
	
	

	September
	
	1,536,725
	
	1,495,076
	
	41,648

	
	
	
	
	
	
	

	October
	
	    1,282,004
	
	       764,137
	
	     517,867

	
	
	
	
	
	
	

	Totals
	
	$ 20,908,580
	
	$ 17,151,258
	
	$ 3,757,322


*As reported to the Commission on December 13, 2012 at Docket No. M‑2012‑2337315.

Arithmetical differences occur due to rounding.
Notes to the Financial Statements are an integral part of this report.

	Condensed (Note 1)

Universal Service Charge (USC) Statement of Over/(Under) Collections

For The Seven Ended October 31, 2011*


	
	
	USC
	
	
	
	

	
	
	Rate Revenues Billed
	
	USC
	
	Over/(Under)

	Month

	 
	Excluding GRT

(Note 2)
(1)
	 
	Expenses

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

	
	
	
	
	
	
	

	April 2011
	
	$     136,517
	
	$      548,083
	
	$     (411,566)

	
	
	
	
	
	
	

	May
	
	2,134,339
	
	1,769,652
	
	364,687

	
	
	
	
	
	
	

	June
	
	2,800,355
	
	1,573,257
	
	1,227,098

	
	
	
	
	
	
	

	July
	
	3,506,595
	
	1,711,433
	
	1,795,162

	
	
	
	
	
	
	

	August
	
	2,776,845
	
	1,869,984
	
	906,861

	
	
	
	
	
	
	

	September
	
	2,040,114
	
	1,772,474
	
	267,640

	
	
	
	
	
	
	

	October
	
	     1,743,260
	
	     1,528,242
	
	      215,018

	
	
	
	
	
	
	

	Totals
	
	$ 15,138,026
	
	$ 10,773,125
	
	$4,364,901


*As reported to the Commission on December 1, 2011 at Docket No. M-2011-2276459.
Arithmetical differences may occur due to rounding.
Notes to the Financial Statements are an integral part of this report.

1 -
Condensed Statements
The Statements of Universal Service Charge (USC) Over/(Under) Collections presented in this report are condensed from the officially filed statements for the purpose of clarity. The audit was conducted on Duquesne Light Company’s (Duquesne or Company) officially filed 1307(e) statements submitted to the Commission on December 13, 2012 and December 1, 2011 and are available at Docket No. M-2012-2337315 and Docket No. M-2011-2276459, respectively via http://www.puc.pa.gov.
2 -
USC Rate Revenues Billed Excluding GRT
USC Rate Revenues Billed Excluding Gross Receipts Tax (GRT) are derived from application of the USC to the applicable billing unit and excludes the E-Factor portion and GRT.  The applicable billing unit is each kilowatt-hour (kWh) delivered to customers who take service under the residential retail rate schedules except for those customers enrolled in the Customer Assistance Program.
3 -
USC Expenses 

USC Expenses are the direct and external administrative costs incurred by the Company to provide Universal Service to customers.  Such expenses include preparation of the needs assessment, Universal Service Plan development, impact evaluations and educational materials. Universal Service Programs include the Customer Assistance Program (CAP), Smart Comfort Program (aka Low Income Usage Reduction Program or LIHURP), Customer Assistance and Referral Evaluation Services (CARES), Hardship Fund, and any other replacement or Commission-mandated Universal Service Program or low income program.
4 -
Over/Under Collections
The Over/Under Collections are the differences between the USC Rate Revenues Billed Excluding GRT and USC Expenses incurred.  Interest is computed monthly at the statutory legal rate of interest.  The net over/(under) collections and appropriate interest are reported to the Commission on Schedule 1307(e) and are subsequently included in the next USC 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 USC.

· Variations between the actual costs incurred from the projected costs used to determine the levelized USC.
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) 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 February 25, 2010, Duquesne filed its Universal Service and Energy Conservation Plan (Plan) for 2011-2013 with the Commission, at Docket No.M‑2010‑2161220.  It was submitted in accordance with the Commission’s regulation at 52 Pa.Code § 54.71-78.  Duquesne subsequently filed amendments to the Plan on March 31 and May 13 and August 5, 2010, which was the final version.  The Commission issued a tentative order on November 19, 2010 approving the Plan and solicited comments from interest parties. 


In its Opinion and Order entered on February 24, 2011, at Docket No. R‑2010‑2179522, the Commission granted approval for Duquesne to recover costs associated with its Commission-approved Universal Service and Energy Conservation Plan through an automatic adjustment charge.  The non-by passable charge referred to as the Universal Service Charge or USC was effective April 21, 2011 and it applies to all kilowatt hours billed to customers receiving distribution service under the residential rate schedules except for customers enrolled in the Customer Assistance Program (CAP).
Finding No. 1
–
Duquesne Light Company Under Recovered $623,024 In



Customer Assistance Program Discounts.


Duquesne Light Company (Duquesne or Company) recovers costs associated with its Customer Assistance Program (CAP) through its Universal Service Charge (USC).  In the calculation of the USC rate, the CAP Discount is an allowable surcharge expense and is estimated based on the annual average discount from the previous year and is calculated as the difference between the bill at current rates and the CAP payment from customers during the previous year at normalized annual sales volumes.  The USC is reconciled annually based on actual Universal Service Program costs and revenues.


For any month, the Company should be able to support the CAP Discount with a schedule of CAP customer accounts that details the amount billed according to current rates and the payment amount due for current services.  The difference between the two amounts should total the actual discount that will be recovered by billing the USC.  Duquesne did accurately include the amount of actual discounts in its first reconciliation filing for the seven months ended October 31, 2011.  However, in its subsequent reconciliation filing for the twelve months ended October 31, 2012, Duquesne calculated the CAP Discount by using an incorrect methodology.  The methodology analyzed the changes in the accounts receivable amount related to the activity.  Instead of reporting the actual discount amount, an amount based on the incorrect methodology was reported.  Duquesne reported $12,499,979 as CAP Discounts for the twelve months ended October 2012.  The actual amount of CAP Discounts for the period was $13,123,004.  Duquesne should be permitted to recover an additional $623,025 ($13,123,004 - $12,499,979) which represents the difference between the actual CAP Discounts for the period and the Cap Discounts reported using the incorrect methodology.
Recommendation:


We recommend that Duquesne Light Company recover $623,025 through an adjustment to the E-Factor of its next USC filing.
Auditor’s Note:


The Company agreed with the finding and recommendation.

Finding No. 2
–
Duquesne Light Company Did Not Properly Report Customer


Assistance Program Pre-Program Arrearage Forgiveness



Resulting In An Undercollection of $535,766.

According to Duquesne Light Company’s (Duquesne or Company) Customer Assistance Program (CAP), customers have the opportunity to have their pre-program arrearages completely forgiven within three years of entering the program.  Each month the CAP customer pays their monthly CAP bill in full and on time, Duquesne will forgive 1/36th of the customer’s arrearage.  Duquesne recovers pre-program arrearage forgiveness as part of its Universal Service Charge (USC).  The USC includes projected CAP pre-program arrearages to be forgiven and written-off during the USC computational year.  When the Company reconciles its USC, it is to include the actual amount of CAP pre-program arrearage forgiven.  Duquesne did report the actual amount of arrearage forgiveness in its reconciliation statement for the seven months ended October 31, 2011, but did not in its reconciliation statement for the twelve months ended October 31, 2012.


Beginning with November 2011, Duquesne reported arrearage forgiveness based on netting the frozen arrearage balance of customers starting CAP during the month against the frozen arrearage balance of customers exiting CAP during the month. This methodology is incorrect since it does not comply with program plan approved by the Commission.


As a result, for the twelve months ended October 31, 2012, Duquesne recovered $2,035,468 for arrearage forgiveness.  The actual amount of arrearage forgiveness for the period was $2,571,234.  Duquesne should be permitted to recover an additional $535,766 ($2,571,234 - $2,035,468) which represents the difference between the actual arrearage forgiveness and the amounts recovered using the incorrect methodology.
Recommendation:


We recommend that Duquesne Light Company recover $535,766 through the E-Factor of its next USC filing.

Auditor’s Note:


The Company agreed with the finding and recommendation.

Finding No. 3
–
Duquesne Light Company Did Not Credit Customer Assistance


Program Discounts For Excess Monthly CAP Enrollment


Resulting In A $71,078 Overstatement Of CAP Costs.

Beginning in April 2011, Duquesne Light Company (Duquesne or Company) has recovered the cost associated with its universal service programs through its Universal Service Charge (USC).  The USC is included in the Company’s tariff as Rider No. 5. The calculation of the charge includes a credit to reduce Customer Assistance Program (CAP) Discounts included in the USC, to the extent that the monthly CAP enrollment level exceeds the 35,700 customers reflected in the Company’s base rates.  This credit was designed to provide an offset for bad debt expense resulting from the incremental increase in CAP discounts provided to customers.  The amount of the credit is based on the number of CAP customers in excess of 35,700, times the average CAP credit and arrearage forgiveness multiplied by 10.43%.  Duquesne projected the credit in the calculation of its USC rate, but failed to include the credit based on actual activity in its annual USC reconciliation.  As a result, Duquesne’s net CAP customer discounts recoverable through the USC were overstated.
For the seven months ended October 31, 2011, Duquesne should have included a credit of $41,244 to the recoverable CAP Discounts.  For the twelve months ended October 31, 2012, the Company should have included a credit of $29,834 to the recoverable CAP Discounts.  Duquesne should refund a total of $71,078 ($41,244 + $29,834) to correct for the fact that it did not properly credit Cap Discounts for excess monthly CAP enrollment as required by its tariff.
Recommendation:


We recommend that Duquesne Light Company refund $71,078, plus interest at the applicable rate, through an adjustment to the E-Factor of its next USC filing.

Auditor’s Note:


The Company agreed with the finding and recommendation.
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.
