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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


Report on the Financial Statement

	We have audited PPL Electric Utilities Corporation’s Statement of Generation Supply Charge - 1 Over/Under Collections (Section 1307(e)) for the twelve months ended April 30, 2013.

Management’s Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this statement in accordance with accounting principles generally accepted in the United States of America; this includes the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on this statement based on our audit.  We conducted our audit in accordance with auditing standards generally accepted in the United States of America.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether this statement is free from material misstatement.  An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in this statement.  The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of this statement, whether due to fraud or error.  In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of this statement in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.  An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of this statement.  We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.





Opinion

In our opinion, the information set forth in the accompanying condensed Statement of Generation Supply Charge - 1 Over/Under Collections for the twelve months ended April 30, 2013 of PPL Electric Utilities Corporation presents fairly, in all material respects, in relation to the audited financial statement from which it has been derived.


Report on Other Legal and Regulatory Requirements

	The accompanying statement was prepared for the purpose of complying with the rules and regulations of the Pennsylvania Public Utility Commission and is not intended to be a complete presentation of the Company’s revenues and expenses.



	


	Dennis P. Hosler, CPA
	Director
	Bureau of Audits
	Harrisburg, PA
[bookmark: _GoBack]	December 19, 2014
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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, 2013*




	
Customer Class
	
	GSC-1 Revenues
	
	GSC-1
Expenses
	
	Over/(Under)
Collections

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

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

	
Residential
	
	
  $  480,854,922
	
	$  488,420,328
	
	$   (7,565,406)

	
	
	
	
	
	
	

	RS Off Peak
	
	             672,244
	
	1,505,954
	
	(833,710)

	
	
	
	
	
	
	

	RS On Peak
	
	             244,873
	
	300,198
	
	(55,325)

	
	
	
	
	
	
	

	RTS Off Peak
	
	             145,324
	
	167,547
	
	(22,223)

	
	
	
	
	
	
	

	RTS On Peak
	
	              (57,729)
	
	32,065
	
	(89,794)

	
	
	
	
	
	
	

	Small C&I – Fixed
	
	      109,778,912
	
	126,202,452
	
	    (16,423,540)

	
	
	
	
	
	
	

	Small C&I – TOU Off Peak
	
	             294,023
	
	35,174
	
	           258,849

	
	
	
	
	
	
	

	Small C&I – TOU On Peak
	
	             136,994
	
	             31,132
	
	           105,862

	
	
	
	
	
	
	

	     Totals
	
	  $  592,069,563
	
	$  616,694,850
	
	$  (24,625,287)

	
	
	
	
	
	
	



     

* - As reported to the Commission at Docket No. M-2013-2365092.  

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


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) in accordance with Section 1307(e)(1) of the Public Utility Code on May 17, 2013, at Docket No. M‑2013‑2365092, and is available 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&I) customer who takes Basic Utility Supply Service (BUSS), as defined in the GSC-1 Tariff Rider.  

3 - 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 the 29‑month period of January 1, 2011 through May 31, 2013.  

4 - Over/(Under) Collections

The Over/(Under) Collections are the differences between the GSC-1 Revenues and the GSC-1 Expenses.  The resulting amounts represent 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.
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PPL ELECTRIC UTILITIES CORPORATION

Background


This background section was developed substantially from unaudited data and documentation made available by PPL and is presented solely for informational purposes.  

PPL is a wholly owned subsidiary of PPL Corporation that 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 annual reports filed with the PUC, for the years of 2013 and 2012, PPL’s total electric distribution revenues from residential, commercial, and industrial customers was approximately $1.6 billion for both years.

	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.  

The Commission approved PPL’s Voluntary Purchase of Accounts Receivable Program and Merchant Function Charge (MFC), by Order entered on November 19, 2009, at Docket No. P-2009-2129502.  Accordingly, effective January 1, 2010, PPL unbundled its generation-related uncollectible accounts expense from distribution rates.  PPL collects its generation-related uncollectible accounts and MCF costs from default service customers through its MFC that is applied as a percentage added to the GSC-1 rates of Residential and Small C& I customers at 1.80% and 0.10%, respectively.

	 





PPL ELECTRIC UTILITIES CORPORATION

Disposition of Prior Period Audit Finding


Our audit of PPL’s GSC-1 for the twelve months ended April 30, 2012 disclosed the following finding:

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

Recommendation

	We recommend that when the Time of Use (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. 

Disposition

	The company has agreed to make the recommended refunds and recoupments once the Company’s TOU Rates are unfrozen.  The Company filed a petition for the approval of a Pilot TOU Program along with their Default Service Plan at Docket No. P‑2013-2389572.  By Order entered September 11, 2014, the Commission approved the Pilot TOU Program.  
  


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 until the Commission approves new rates, or for a period of up to six months.  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.  This certification was issued in the prior audit report at Docket No. D-2012-2330841.  In addition, at Docket No. P-2012-2302074, 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 the 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.  

	On October 24, 2013, at Docket No. P‑2013-2389572, PPL filed a petition for approval of a Pilot TOU Program for their Default Service Plan.  On September 11, 

PPL ELECTRIC UTILITIES CORPORATION

Current Period Audit Finding (continued)


2014, the Commission ordered PPL to file a tariff to implement the Pilot TOU Program, consistent with the terms of the Joint Petition for Partial Settlement.  On November 20, 2014, PPL filed Supplement No. 166 to Tariff-Electric Pa. P.U.C. No. 201, which added the terms of the Joint Petition, while maintaining the frozen TOU rates.

	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 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 three rate classes and a reduction in interest due to three rate classes.

Recommendation

	We recommend that, consistent with Order entered August 30, 2012 at Docket No. R-2011-2264771, that when its TOU rates are unfrozen and reconciled that the Company refund through a subsequent TOU rate filing to the following rate classes:  $21,466 to RS Off Peak, $753 to RTS Off Peak, $2,265 to RTS On Peak.  In addition, PPL should recoup the following interest amounts through a subsequent TOU rate filing from the following rate classes:  $525 to RS On Peak, $6,532 to SC&I Off Peak, $2,087 SC&I On Peak.  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. 

PPL ELECTRIC UTILITIES CORPORATION

Current Period Audit Finding (continued)


Auditor’s Note

	The Company agrees with the recommendation.
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