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FINANCIAL REVIEW

	
	COMMONWEALTH OF PENNSYLVANIA
PENNSYLVANIA PUBLIC UTILITY COMMISSION
COMMONWEALTH KEYSTONE BUILDING
400 NORTH STREET, HARRISBURG, PA  17120
	
IN REPLY PLEASE REFER TO OUR FILE



INDEPENDENT AUDITOR'S REPORT

To The Pennsylvania Public Utility Commission


Report on the Financial Statements

	We have audited Duquesne Light Company’s Statements of Universal Service Charge Over/(Under) Collections for the Twelve Months Ended October 31, 2014 and October 31, 2013.

Management’s Responsibility for the Financial Statements

	Management is responsible for the preparation and fair presentation of these statements 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 these statements based on our audits.  We conducted our audits 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 these statements are free from material misstatement.  An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in these statements.  The procedures selected depend on the auditor’s judgment including the assessment of the risks of material misstatement of these statements, 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 these statements 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, and accordingly, no such opinion is expressed.  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 these statements.  We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 
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	COMMONWEALTH OF PENNSYLVANIA
PENNSYLVANIA PUBLIC UTILITY COMMISSION
COMMONWEALTH KEYSTONE BUILDING
400 NORTH STREET, HARRISBURG, PA  17120
	
IN REPLY PLEASE REFER TO OUR FILE




Opinion

	In our opinion, the information set forth in the accompanying Condensed Statements of Universal Service Charge Over/(Under) Collections for the Twelve Months Ended October 31, 2014 and October 31, 2013 of Duquesne Light Company, present fairly, in all material respects, in relation to the audited financial statements from which they were derived.

Report on Other Legal and Regulatory Requirements

The accompanying statements were prepared for the purpose of complying with the rules and regulations of the Pennsylvania Public Utility Commission and are not intended to be a complete presentation of the Duquesne Light Company’s revenues and expenses.



	Dennis P. Hosler, CPA
	Director 
	Bureau of Audits
	Harrisburg, PA
	September 12, 2016




	
Condensed (Note 1)
Statement of Universal Service Charge (USC) Over/(Under) Collections
For The Twelve Months Ended October 31, 2014*


	
	
	USC
	
	
	
	

	
	
	Rate Revenues Billed
	
	USC
	
	Over/(Under)

	Month

	 
	Excluding GRT
(Note 2)
(1)
	 
	Expenses
(Note 3)
(2)
	 
	Collections
(Note 4)
(3)=(1)-(2)

	
	
	
	
	
	
	

	November 2013
	
	$   1,278,132
	
	$    1,396,654
	
	$   (118,522)

	
	
	
	
	
	
	

	December
	
	1,551,932
	
	1,004,275
	
	547,657

	
	
	
	
	
	
	

	January 2014
	
	2,948,089
	
	1,064,375
	
	1,883,714

	
	
	
	
	
	
	

	February
	
	2,549,312
	
	1,719,364
	
	829,948

	
	
	
	
	
	
	

	March
	
	2,413,797
	
	1,362,133
	
	1,051,664

	
	
	
	
	
	
	

	April
	
	1,806,938
	
	1,278,704
	
	528,234

	
	
	
	
	
	
	

	May
	
	1,897,636
	
	1,488,038
	
	409,598

	
	
	
	
	
	
	

	June
	
	2,697,367
	
	1,392,305
	
	1,305,062

	
	
	
	
	
	
	

	July
	
	2,877,751
	
	1,307,274
	
	1,570,477

	
	
	
	
	
	
	

	August
	
	2,826,172
	
	1,532,164
	
	1,294,008

	
	
	
	
	
	
	

	September
	
	  684,334
	
	1,610,601
	
	(926,268)

	
	
	
	
	
	
	

	October
	
	      (970,217)
	
	     1,224,631
	
	  (2,194,848)

	
	
	
	
	
	
	

	Totals
	
	$ 22,561,243
	
	$ 16,380,518
	
	$ 6,180,725





* -	As reported to the Public Utility Commission (Commission) on December 1, 2014, at Docket No. M-2014-2455980.

Arithmetical differences occur due to rounding.
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Notes to the Financial Statements are an integral part of this report.
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Condensed (Note 1)
Statement of USC Over/(Under) Collections
For The Twelve Months Ended October 31, 2013*


	
	
	USC
	
	
	
	

	
	
	Rate Revenues Billed
	
	USC
	
	Over/(Under)

	Month

	 
	Excluding GRT
(Note 2)
(1)
	 
	Expenses
(Note 3)
(2)
	 
	Collections
(Note 4)
(3)=(1)-(2)

	
	
	
	
	
	
	

	November 2012
	
	$   1,479,496
	
	$   1,341,860
	
	$  137,637

	
	
	
	
	
	
	

	December
	
	1,688,072
	
	1,223,599
	
	464,474

	
	
	
	
	
	
	

	January 2013
	
	1,520,280
	
	1,164,803
	
	355,477

	
	
	
	
	
	
	

	February
	
	1,405,912
	
	1,304,499
	
	101,413

	
	
	
	
	
	
	

	March
	
	1,398,777
	
	1,259,121
	
	139,656

	
	
	
	
	
	
	

	April
	
	1,062,144
	
	1,449,399
	
	(387,255)

	
	
	
	
	
	
	

	May
	
	1,190,877
	
	1,737,181
	
	(546,304)

	
	
	
	
	
	
	

	June
	
	1,491,815
	
	1,364,397
	
	127,418

	
	
	
	
	
	
	

	July
	
	1,961,812
	
	2,397,251
	
	(435,439)

	
	
	
	
	
	
	

	August
	
	1,673,837
	
	1,776,434
	
	(102,597)

	
	
	
	
	
	
	

	September
	
	1,236,761
	
	1,548,532
	
	(311,771)

	
	
	
	
	
	
	

	October
	
	     1,151,733
	
	     1,515,259
	
	   (363,527)

	
	
	
	
	
	
	

	Totals
	
	$ 17,261,517
	
	$ 18,082,334
	
	$ (820,817)





* -	As reported to the Commission on December 2, 2013, at Docket No. M‑2013‑2395689.

Arithmetical differences may occur due to rounding.

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


DUQUESNE LIGHT COMPANY


1 -	Condensed Statements

The Statements of 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 in accordance with 66 Pa.C.S. § 1307(e)(1) of the Public Utility Code and are available at Docket Nos. M‑2014‑2455980 and M‑2013‑2395689, 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 rate of 6%.  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 USC.

· Variations between the actual costs incurred from the projected costs used to determine the USC.


DUQUESNE LIGHT COMPANY

Notes To The Financial Statements

BACKGROUND

AND




OPERATIONAL REVIEW


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

	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.

	Duquesne is an electric utility engaged in the supply, transmission and distribution of electric energy.  As a utility, Duquesne provides service to approximately 591,700 customers in Allegheny, Beaver and Westmoreland counties of western Pennsylvania. The Company had total operating revenues of $816 million, $782 million, and $851 million for the years 2014, 2013, and 2012, respectively.

	On February 25, 2010, Duquesne filed its first Universal Service and Energy Conservation Plan (Plan) for 2011-2013 with the Commission, at Docket No. M‑2010‑2161220.  After several filed amendments, the Plan was approved on November 19, 2010.  The Company filed its subsequent Plan for 2014-2016 with the Commission, at Docket No. M‑2013‑2350946 and it was approved under a Tentative Order on December 19, 2013.  At Public Meeting held March 6, 2014, Duquesne was ordered to file a Revised 2014-2016 Plan consistent with the Commission’s Final Order.
 
	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-bypassable charge referred to as the Universal Service Charge or USC became 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).

 


DUQUESNE LIGHT COMPANY

Background
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Finding No. 1	–	Duquesne Under Recovered $623,024 In Customer Assistance Program Discounts.
	
Recommendation:

	We recommended that Duquesne recover $623,025 through an adjustment to the E-Factor of its next USC filing.

Disposition:

	The Company included an adjustment to recover $623,025 through the E-Factor of its USC filing effective January 1, 2015, at Docket No. M‑2014‑2455980.


Finding No. 2	–	Duquesne Did Not Properly Report Customer Assistance Program Pre-Program Arrearage Forgiveness Resulting In An Undercollection of $535,766.

Recommendation:

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

Disposition:

	The Company included an adjustment to recover $535,766 through the E-Factor of its USC filing effective January 1, 2015, at Docket No. M-2014-2455980.




DUQUESNE LIGHT COMPANY

Disposition Of Prior Audit Years’ Findings


Finding No. 3	–	Duquesne Did Not Credit Customer Assistance Program Discounts For Excess Monthly CAP Enrollment Resulting In A $71,078 Overstatement Of CAP Costs.
	
Recommendation:

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

Disposition:

	The Company included an adjustment to refund $84,925 ($71,078 + $13,847 interest) through the E-Factor of its USC filing effective January 1, 2015, at Docket No. M‑2014‑2455980.



DUQUESNE LIGHT COMPANY

Disposition Of Prior Audit Years’ Findings (Continued)


Finding No. 1	–	USC Expenses Were Overstated By $39,606 In August 2013.

	Smart Comfort is a LIURP program that provides weatherization and usage reduction services to help low-income customers reduce their utility bills.  Duquesne accrued use tax on non-taxable activities relating to expenses in the Smart Comfort program.  The accrued use taxes were recovered through the USC.  As a result, USC expenses were overstated by $39,606.

Recommendation:

	We recommend that Duquesne refund $39,606, plus interest at the applicable rate through an adjustment to the E-factor of its next USC filing.

Auditor’s Note:

	The Company has indicated that it agrees with the finding and recommendation.




DUQUESNE LIGHT COMPANY

Current Audit Years’ Findings


Finding No. 2	–	Duquesne Understated its USC Revenue by a Net $38,062 in August 2013.

	Duquesne reconciles its USC by first adjusting total USC revenue for USC 
E-Factor revenue/refunds.  The Company calculates E-Factor revenue/refunds using kWhs from a system generated report referred to as the MMB report.  For August 2013, the MMB report was understated 10 million kWhs for an erroneous usage entry to a residential default service customer.  Billing for this customer was not impacted because it was a final bill situation and a manual adjustment was made.  However, based on analysis of the total revenue credited to Account No. 44015 - Residential USC Revenue for August 2013, it is apparent that the applicable kWhs billed agree with the MMB report.  Therefore, reported USC revenue and E-Factor refunds were misstated.  The Company was unaware of the misstatement and was unable to determine how it occurred.  The Audit Staff reviewed support for the other months of the audit period and determined that the misstatement was an isolated incident.

	The reported August 2013 undercollection was overstated by $43,804 and interest recovered on the undercollection was overstated by $2,409.  In addition, 
E-Factor refunds were understated by $8,151.  The net result of these errors is a refund of $38,062 ($43,804 + $2,409 - $8,151) should be made through an adjustment to the USC E-Factor.


Recommendation:

	We recommend that Duquesne refund $38,062 through an adjustment to the 
E-Factor of its next USC filing.

Auditor’s Note:

	The Company has indicated that it agrees with the finding and recommendation.




 DUQUESNE LIGHT COMPANY

Current Audit Years’ Findings (Continued)


Finding No. 3	–	The Company Miscalculated The CAP Discount Credit by $20,555 For The Twelve Months Ended October 2013.

	Duquesne incorrectly calculated the CAP Discount Credit for the twelve months ended October 2013.  The Company utilized the wrong number for the number of CAP customers in its calculation of the CAP Discount Credit for the period of November 2012 to October 2013.  Since the CAP Discount Credit is applied to reported CAP expenses, the error resulted in an understatement of CAP expenses by $20,555.

Recommendation:

	We recommend that Duquesne recoup $20,555 through an adjustment to the 
E-Factor of its next USC filing.

Auditor’s Note:

	The Company has indicated that it agrees 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 and Robert Householder, CPA.
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