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FINANCIAL REVIEW
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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



AUDITOR'S REPORT

To The Pennsylvania Public Utility Commission


We have audited PPL Electric Utilities Corporation’s Statement Of Smart Meter Rider Over/Under Collections (Section 1307(e)) for the six months ended June 30, 2011.  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 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.

	In our opinion, the accompanying statement of PPL Electric Utilities Corporation presents fairly, in all material respects, the Smart Meter Rider’s revenues, expenses and over/under collections resulting from the Company’s application of the Smart Meter Rider rates in accordance with the provisions of its Schedule of Rates as approved by the Pennsylvania Public Utility Commission.




							M. Carl Lesney, CPA
							Director 
							Bureau of Audits






	PPL ELECTRIC UTILITIES CORPORATION


	Statement Of Smart Meter Rider Over/(Under) Collections

	(Section 1307(e)) For the Six Months Ended June 30, 2011*



	
	
	
	

	


Rate Class
	
Smart Meter Plan Revenues Collected
 (Note 1)
	

Smart Meter Plan Expenses
(Note 2)
	
Over/
(Under)
Collections
(Note 3)


	Residential
	$  628,249
	$  650,267
	$  (22,018)

	
	
	
	

	Small C & I
	88,726
	94,207
	(5,481)

	
	
	
	

	Large C & I 
	         703
	         803
	      (100)

	
	
	
	

	Total
	$ 717,678
	$ 745,277
	$ (27,599)





* As reported to the Commission on August 17, 2011, at Docket No. M-2011-2258256.
  The Smart Meter Rider provides for an annual reconciliation of the twelve months ending June 30 of each year.  This six month reconciliation statement is for first six month period since the initial Smart Meter Rider rate became effective January 1, 2011.

  Notes to the Financial Statements are an integral part of this report.
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PPL Electric Utilities Corporation

Notes To The Financial Statements


1 -	Smart Meter Plan Revenues Collected

The Smart Meter Plan Revenues Collected is determined by multiplying the applicable Smart Meter Rider (SMR) charge, exclusive of Pennsylvania Gross Receipts Tax (GRT) and the E-Factor, times the billing unit of each customer receiving distribution service.  The SMR charge, stated as a dollar per KWH rate, is added to all the distribution charges of each customer who receives distribution service under the Residential Rate Schedules and the Small Commercial and Industrial Rate Schedules.  For customers who receive distribution service under the Large Commercial and Industrial Rate Schedules, the SMR charge is applied to customers’ bills as a flat monthly customer charge.  The SMR charge billed is adjusted annually and provides for an E-Factor adjustment for the refunding or recoupment of over or under collections of SMR expenses, with interest, and for GRT.  


2 – Smart Meter Plan Expenses

The Smart Meter Plan Expenses include actual costs required for the Company to implement its approved Smart Meter Plan (SMP) during a compliance year (January through December of each year, except for the first compliance year which also includes deferred costs from 2009 and 2010).  The costs are the sum of all direct and indirect capital (return of and return on smart meter related investment) and operating costs (applicable O&M and taxes), including all deferred design and development costs, and administrative costs.

The capital and operating costs of each SMP initiative available to only one customer class is directly assigned to that customer class.  The costs of SMP initiatives which cannot be directly assigned to one customer class are assigned based on the ratio of number of meters in each customer class, divided by the number of meters for the entire system.
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PPL Electric Utilities Corporation

Notes To The Financial Statements (continued)


3 – Over/(Under) Collections

The Over/(Under) Collections are the monthly differences between the Smart Meter Plan Revenues Collected  and the Smart Meter Plan Expenses incurred.  Interest is refundable on net over collections or recoverable on net under collections.  The resulting net amount represents the portion of Smart Meter Plan expenses that the E-Factor is designed to refund to, or recoup from, customers.  Differences arise for two primary reasons:

· Variations between the actual month-to-month billing units to customers and the budgeted billing units used to determine the SMR rate.

· Variations between the actual Smart Meter Plan expenses incurred and the budgeted expenses used to determine the SMR rate.  
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PPL ELECTRIC UTILITIES CORPORATION

Background

On October 15, 2008, Act 129 (Act) was signed into law.  The Act directed Electric Distribution Companies (EDCs) with at least 100,000 customers, to file by August 14, 2009 with the Public Utility Commission, a smart meter technology procurement and installation plan.  Each plan was to describe the smart meter technologies the EDC proposes to install.  It also established a requirement for EDCs to make available to third parties, upon customer consent, direct meter access and electronic access to meter data.  The Act further defined minimum smart meter technology capabilities and established acceptable cost recovery methods.  

By order entered on May 28, 2009, at Docket No. P-2009-2091818, the Commission approved PPL Electric Utilities Corporation’s (PPL Electric or the Company) plan to defer recovery of Smart Meter Plan costs as of January 1, 2009, until their Smart Meter Tariff Rider adjustment clause for the recovery of the costs became effective on January 1, 2011.

On August 14, 2009, PPL Electric filed its Petition for Approval of Smart Meter Technology Procurement and Installation Plan (Smart Meter Plan).  By Order entered June 24, 2010, at Docket No. M-2009-2123945, the Commission approved the Company’s Smart Meter Plan as modified by the Order, and directed the Company to submit a Smart Meter Tariff Rider (Rider). By Secretarial Letter issued December 10, 2010, at Docket No. M-2009-2123945, the Commission approved the Company’s Rider with initial rates to become effect January 1, 2011.
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PPL ELECTRIC UTILITIES CORPORATION

Current Period’s Audit Findings


Finding No.1 – Historical Data For Outdoor Lighting Service Customers Is Not 	Maintained

	In determining the accuracy of reported Smart Meter Rider (SMR) revenue, our audit included the recalculation, on a limited sampling of customer bills based upon the properly assigned tariff rate schedule and KWH usage.  Billing recalculation was possible for all, but lighting service customer billing.  Staff noted that the Company did not maintain the details necessary for verification of customer billing under the following tariff rate schedules:
  
		 • SA – Private Area Lighting Service
		 • SM – Mercury Vapor Street Lighting Service
		 • SHS – High Pressure Sodium Street Lighting Service
		 • SE – Energy Only Street Lighting Service
		 • SI-1 – Municipal Street Lighting Service
		 • TS – Municipal Traffic Signal Lighting Service.  

	With some exceptions, lighting service customer billing is based upon the number of lamps, the lamp description, number of lumens and type of supply, either overhead or underground.  These details are not maintained in the customer billing system, preventing the verification of accurate customer billing and SMR revenue.  

	A 2005 CTC audit report issued at Docket No. D-05CTC043 included a similar finding and a recommendation to make historical customer data available.  The Company’s response to the prior audit recommendation indicated that a project was initiated to reformat customer bills and to maintain historical customer bill data.  However, during our audit, Audit staff’s examination indicated that the project had not progressed to full completion.   

Recommendation

	We recommend the Company complete the development of procedures which would provide for the maintaining of historical billing data for all customer rate classes.  We also recommended that the Company establish an audit trail in the customer service system for outdoor lighting service customer billings.

Auditors Note

	The Company is in the process of developing procedures for maintaining historical billing data for the above lighting service rate schedule customers.
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PPL ELECTRIC UTILITIES CORPORATION

Current Period’s Audit Findings (continued)


Finding No.2 – Historical Data For Meter Counts Is Not Maintained

	In determining the accuracy of the reported Smart Meter Rider (SMR) costs, we discovered that the Company does not retain historical meter count raw data.  Meter count data is used to calculate the allocation of some SMR costs between the three rate groups.  

	The SMR costs, which cannot be directly assigned to one customer class, are assigned based on the ratio of the number of meters in each of the the classes, divided by the number of meters for the entire system.

Historical meter count raw data should be retained so that the allocation factors can be verified during an audit.  The Company’s automated meter reading system can make available real-time meter counts; however, they do not have the ability to retain specific counts from the past.  

Recommendation

	We recommend that the Company develop and maintain a procedure which would provide for the collection and storage of historical meter count raw data. 

Auditors Note

	The Company agrees with this finding.
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