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INDEPENDENT AUDITOR'S REPORT

To The Pennsylvania Public Utility Commission

We have audited PPL Electric Utilities Corporation’s Statement of Generation Supply Charge-1 (GSC-1) 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 generally accepted auditing standards 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 Generation Supply Charge-1 (GSC-1) 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 Generation Supply Charge-1 (GSC-1) 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 Generation Supply Charge-1 (GSC-1) 
Over/(Under) Collections (Section 1307(e)) 
For The Twelve Months Ended April 30, 2012*
*As reported to the Commission at Docket No. M-2012-2312472.  
**The data included for May 2011 is limited to a true up of the estimated May 2011 data reported in the reconciliation statement previously submitted for the five months ended May 31, 2011, at Docket No. M-2011-2240273.  
   Notes to the Financial Statement are an integral part of this report.
	Rate Class
	
	GSC-1 Revenues**
	
	TOU Revenue Adjustment
	
	GSC-1

Expenses**
	
	Over/(Under)

Collections**

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

	
	
	(Note 2)
	
	(Note 3)
	
	(Note 4)
	
	(Note 5)

	Residential
	
	$   472,283,162
	
	$           0
	
	$  473,241,610
	
	$   (958,448)

	
	
	
	
	
	
	
	
	

	RS Off Peak
	
	            502,241
	
	3,333
	
	3,789,834
	
	(3,284,260)

	
	
	
	
	
	
	
	
	

	RS On Peak
	
	            267,619
	
	        (3,333)
	
	449,369
	
	(185,083)

	
	
	
	
	
	
	
	
	

	RTS Off Peak
	
	              83,064
	
	            307
	
	447,122
	
	(363,751)

	
	
	
	
	
	
	
	
	

	RTS On Peak
	
	             (44,376)
	
	           (307)
	
	119,386
	
	(164,069)

	
	
	
	
	
	
	
	
	

	Small C&I – Fixed
	
	     123,052,104
	
	                0
	
	120,285,747
	
	         2,766,357

	
	
	
	
	
	
	
	
	

	Small C&I – TOU Off Peak
	
	            426,347
	
	      (23,402)
	
	227,794
	
	            175,151

	
	
	
	
	
	
	
	
	

	Small C&I – TOU On Peak
	
	            206,628
	
	       23,402
	
	           303,887
	
	         (73,857)

	
	
	
	
	
	
	
	
	

	Totals
	
	 $  596,776,789
	
	   $            0
	
	$  598,864,749
	
	$  (2,087,960)

	
	
	
	
	
	
	
	
	


PPL ELECTRIC UTILITIES CORPORATION
Notes to the Financial Statement
1 -
Condensed Statement 

The Statement of Generation Supply Charge-1 (GSC-1) 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 Pennsylvania Public Utility Commission (PUC or Commission) on June 29, 2012 and is available at Docket No. M‑2012-2312472 via http://www.puc.pa.gov.
2 -
GSC-1 Revenues 
The GSC-1 Revenues are derived by applying the projected cost component of the GSC-1 rate, exclusive of Gross Receipts Tax (GRT) and the Merchant Function Charge (MFC), to each kilowatt-hour (kWh) supplied to each Residential and Small Commercial and Industrial (C&) customer who takes Basic Utility Supply Service (BUSS), as defined in the GSC-1 Tariff Rider.  
3 - TOU Revenue Adjustment

In August 2011, an adjustment was made to correct the revenues among the on/off peak hour rate classes recorded for June 2011.  The Time-of-Use (TOU) adjustments are not shown on PPL’s system-wide summary, as shown on Schedule 1 of the Section 1307(e) reconciliation filing referred to in Note 1 above, because on a system-wide basis the adjustments net to zero.  However, the TOU revenue adjustments are shown on Schedule 2 of PPL’s 1307(e) reconciliation filing, which provides by month the revenues and expenses for each of the eight rate classes.  
4 - GSC-1 Expenses
The GSC-1 expenses are actual expenses incurred to provide generation supply service to Residential and Small C&I customers receiving default service.  The GSC-1 expenses include payments to power suppliers (i.e., 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 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.  

PPL ELECTRIC UTILITIES CORPORATION

Notes to the Financial Statement (continued)

5 - Net Over/(Under) Collections

The Over/(Under) Collections are the differences between the GSC-1 Revenues and the GSC-1 Expenses, as adjusted for the TOU Revenue.  The resulting amount represents the portion of GSC-1 Revenues refundable to or expenses recoverable from customers through subsequent GSC-1 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 GSC-1 rate.

· Variations between the actual GSC-1 expenses and the estimates used to determine the GSC-1 rate.
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.  According to PPL’s filed PUC annual reports, during 2012 and 2011, PPL’s total electric distribution revenues from residential, commercial and industrial customers were approximately $1,563 million and $1,798 million, respectively.


By Order entered on June 30, 2009, at Docket No. P-2008-2060309, the Commission approved PPL’s Default Service Program and Procurement Plan (DSPP) for the period January 1, 2011 through May 31, 2013.  Beginning on January 1, 2011, the Generation Supply Charge (GSC) Rider was replaced with a GSC-1 Rider and a GSC-2 Rider.  

By Order entered on November 19, 2009, at Docket No. P-2009-2129502, the Commission granted PPL’s Petition Requesting Approval of a Voluntary Purchase of Accounts Receivable Program and Merchant Function Charge (MFC).  Pursuant to the MFC, PPL is permitted to unbundle its generation-related uncollectible accounts expense from distribution rates and collect it from default service customers through the MFC, effective on January 1, 2010.  The MFC is applied as a percentage to total generation supply costs of the Residential and Small C& I customers at the rates of 1.80% and 0.10%, respectively, to calculate each customer classes MFC costs.  The MFC costs then are recovered through the applied GSC-1 of the Residential and Small C&I customer classes.

PPL ELECTRIC UTILITIES CORPORATION

Disposition of Prior Period Audit Finding
Our previous audit of PPL’s Generation Supply Charge for the five months ended May 31, 2011 and the twelve months ended December 31, 2010 disclosed the following finding:

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

Recommendation


Staff recommended that the Company develop a procedure to maintain the historical billing data for all customer rate classes.  In addition, Staff recommended that the Company establish an audit trail in the customer service system for outdoor lighting service customer billings.

Disposition

The Company has established procedures to maintain the historical billing data for Outdoor Lighting customers.  
PPL ELECTRIC UTILITIES CORPORATION

Current Period Audit Finding

Finding – PPL Electric Utilities Corporation Adjusted The Time Of Use Rate Components While The Billing Rates Were Frozen

On August 22, 2011 PPL filed proposed TOU rates to go into effect September 1, 2011 that were approximately four times higher than the proposed fixed price default service rates and approximately three times higher than the existing TOU rates that became effective June 1, 2011.  The proposed rate increases were a result of PPL realizing a substantial under collection for its TOU program during the January 1, 2011 through May 31, 2011 application period.  On August 25, 2011, by Order entered at Docket No. M‑2011‑2258733, the Commission suspended the proposed TOU rates to become effective September 1, 2011 and ordered that the existing rates, which had become effective June 1, 2011, remain in effect for a period of up to six months or until the Commission approves new rates before then.  In addition, PPL was ordered to submit a plan proposing revisions to the pricing of the TOU rates in an effort to avoid or minimize this problem prospectively. 

On November 10, 2011, by Order entered at Docket No. R-2011-2264771, the Commission ordered that an investigation be instituted to determine the lawfulness, justness, and reasonableness of the rates, rules, and regulations contained in the proposed Supplement No. 110 to Tariff Electric Pa. P.U.C. No. 201, which contained the proposed changes to implement a new TOU program for its residential and small commercial and industrial classes.  In addition, the Order suspended the proposed Supplement No. 110 to Tariff Electric Pa. P.U.C. No 201 until September 1, 2012, unless otherwise directed by Order of the Commission.


On August 30, 2012, by Final Order entered at Docket No. R‑2011‑2264771, the Commission denied PPL’s Supplement No. 110 to Tariff Electric Pa. P.U.C. No. 201 and ordered that PPL may recover the net under collection of its prior period (i.e., January 1, 2011 through May 31, 2011) TOU program from all default service customers, by customer class, following certification, by the Commission’s Bureau of Audits to the Commission’s Secretary’s Bureau, that the amount of the net under collection claimed is correct and the accounting method used is consistent with Commission directives (See Observation No. 2 on page 10).  In addition, the Commission ordered PPL to file an extension to its existing TOU Program to extend its application until the issuance of the final Commission Order in Petition of PPL Electric Utilities Corporation for Approval of a Default Service Program and Procurement Plan for the Period June 1, 2013 through May 31, 2015, at Docket No. P-2012-2302074.  As of February 2014, a final Default Service Program and Procurement Plan has not been finalized and the TOU rates remain frozen.

The TOU rates that went into effect on June 1, 2011 and were frozen until further notice consist of two primary components:  a C-factor to recover projected costs and an 
PPL ELECTRIC UTILITIES CORPORATION

Current Period Audit Finding (continued)

E‑factor to recover a prior period under collection.  During the course of our audit it was discovered that for accounting purposes the Company had adjusted the rate components being charged to the customer, while still maintaining the overall frozen rate.  Revenue collected during the months after the rates were frozen was first applied to the prior period under collection balance by increasing the E-factor rate component and any remaining revenue was booked as revenue to recover current expenses by decreasing the C-factor rate component.  As a result, there were several months during the audit period when no revenue was applied to the current period costs resulting in PPL recording a C-factor revenue deficit (i.e., under collection) for those months.  

The Bureau of Audits asserts that when the Commission froze the TOU rates, the Company also should have frozen the TOU rate components (i.e., C-factor and E‑factor) used to reconcile the revenues and expenses.  Although there is no impact to the total revenue collected from customers or the combined over/under collections balance during the period, there is an effect on the calculation of interest applied to current period over/under collections from the changing of the rate components within the frozen TOU rate.  This is because interest is applied to current period over/under collections and interest is not applied to the residual recoupment of prior period over/under collections that are normally produced solely by variances in actual sales from projected sales.  For the particular period in question, computing the interest based on maintaining the rate components the same throughout the period of frozen rates, results in higher interest payments to five rate classes and a reduction in interest due to one rate class.

Recommendation


We recommend that when the TOU rates are unfrozen by the Commission, the Company should refund the following interest amounts through a subsequent TOU rate filing to the following rate classes:  $57,038 to RS Off Peak, $5,426 to RS On Peak, $6,505 to RTS Off Peak, $2,937 to RTS On Peak, and $1,485 to SC&I On Peak.  In addition, PPL should recoup $1,913 in interest from the SC&I Off Peak rate class.  We also recommend that the Company establish controls to ensure that in the future the E‑Factor and C-Factor components of the approved tariff rates are not adjusted once the rate is in effect. 
Auditor’s Note


The Company agrees with the recommendation.
PPL ELECTRIC UTILITIES CORPORATION

Current Period Audit Observations
Observation #1 – PPL Electric Utilities Corporation’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’s Rate Stabilization Plan (RSP).  Noteworthy aspects of PPL’s RSP include:

· The RSP was established 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.  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 ended December 31, 2011.


As discussed in the GSC Audit report on the five months ended May 31, 2011 and the twelve months ended December 31, 2010, at Docket No. D-2011-2238985, we reviewed the application of the RSP Rider from inception through the end of April 2011.

Our current review consisted of the testing of several customers’ bills to verify that the RSP credits were applied to the bill in agreement with the approved RSP Rider.  For the selected test customers, we obtained customer billing histories from May 2011 through February 2012 to verify the application of the RSP credits.  In addition, we reviewed a list of credits to the final accounts to verify that the credits were properly passed back to the customers.  Based on our testing, we found that the RSP credits were applied to applicable customer billings in accordance with the approved RSP Rider. 
PPL ELECTRIC UTILITIES CORPORATION
Current Period Audit Observations (continued)

Observation #2 – PPL Electric Utilities Corporation’s Ultimate Net TOU Program Under Collection For January Through May 2011 Is Correct

By Order entered on August 30, 2012, at Docket No. R-2011-2264771, the Commission directed the Bureau of Audits to determine whether the amount of net under collection of its TOU program for January 1, 2011 through May 31, 2011, claimed for recovery from default service customers on a class basis, is correct and the accounting method used is consistent with all prior Commission directives.  Additionally, the Order directed that PPL may recover the net under collection from all default service customers, by customer class, following the certification by the Bureau of Audits to the Secretary’s Bureau that the amount of the net under collection is correct and the accounting method used is consistent with Commission directives.  


Prior to August 2012, the Bureau of Audits had conducted its audit of the Generation Supply Charge-1, which encompasses the TOU rate classes, for January 1, 2011 through May 31, 2011 and finalized its report on April 12, 2012.  Therefore, we are addressing the Commission’s Directive of August 30, 2012 in this audit report which is a review of the twelve month period May 1, 2011 through April 30, 2012.

The GSC-1 reconciliation statement for the five months ended May 31, 2011 was submitted on May 13, 2011, at Docket No. M‑2011-2240273.  This statement included estimated May 2011 revenues and expenses.  The reconciliation statement for the twelve months ended April 30, 2012 included the true-up of the May 2011 estimated revenues and expenses.  
	Summary Of Time Of Use Net Under Collections 

For The Five Months Ended May 31, 2011

	
	
	
	

	Rate Class
	Net (Under) Collections 
January-May 2011*
	 May 2011 True‑up**
	Total Net (Under) Collections 
January-May 2011

	RS Off Peak
	$ (1,432,828)
	$ (550,609)
	$ (1,983,437)

	RS On Peak
	  $    (253,399)
	$   (42,040)
	$    (295,439)

	RTS Off Peak
	$    (191,982)
	$   (60,437)
	$    (252,419)

	RTS On Peak
	$      (32,016)
	$   (18,209)
	$      (50,225)

	Small C&I – TOU Off Peak
	$      (84,763)
	$   (24,564)
	$    (109,327)

	Small C&I – TOU On Peak
	$      (87,111)
	$   (55,191)
	$    (142,302)

	  Totals
	$ (2,082,099)
	$ (751,050)
	$ (2,833,149)

	
	
	
	

	*As reported to the Commission at Docket No. M-2011-2240273, May was estimated.

	**As reported to the Commission at Docket No. M-2012-2312472, May True-up only.


PPL ELECTRIC UTILITIES CORPORATION

Current Year’s Observations (continued)

Observation #2 – PPL Electric Utilities Corporation’s Ultimate Net TOU Program Under Collection For January Through May 2011 Is Correct
(continued)

Based on the results of our audit procedures, we hereby certify that ultimate net under collections reported for the TOU program during the five month period January 1, 2011 through May 31, 2011, after adjustment or true-up of the initially estimated May 2011 amounts in the Company’s reconciliation of the 12-month period May 1, 2011 through April 30, 2012; are correct and that the accounting methodology used is consistent with the relevant Commission directives.
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