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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 Transmission Service Charge (Over)/Under Collections for the Twelve Months Ended February 28, 2015, February 28, 2014 and February 28, 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
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Opinion

	In our opinion, the information set forth in the accompanying Condensed Statements of Transmission Service Charge (Over)/Under Collections for the Twelve Months Ended February 28, 2015, February 28, 2014 and February 28, 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
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Condensed (Note 1)
Statement of Transmission Service Charge (TSC) (Over)/Under Collections
For The Twelve Months Ended February 28, 2015*


	
	
	TSC
	
	
	
	

	
	
	Rate Revenues Billed
	
	Transmission Service
	
	(Over)/Under

	Month
	 
	Excluding GRT
(Note 2)
	 
	Expenses
(Note 3)
	 
	Collections
(Note 4)

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

	
	
	
	
	
	
	

	March 2014
	
	$   2,655,941
	
	$   2,973,245
	
	$     317,304

	
	
	
	
	
	
	

	April
	
	2,148,780
	
	2,901,632
	
	752,853

	
	
	
	
	
	
	

	May
	
	2,353,179
	
	3,037,977
	
	684,798

	
	
	
	
	
	
	

	June
	
	4,090,199
	
	3,421,920
	
	(668,279)

	
	
	
	
	
	
	

	July
	
	4,051,540
	
	3,554,919
	
	(496,622)

	
	
	
	
	
	
	

	August
	
	4,116,742
	
	3,579,899
	
	(536,843)

	
	
	
	
	
	
	

	September
	
	3,119,063
	
	3,423,413
	
	304,350

	
	
	
	
	
	
	

	October
	
	2,665,115
	
	3,472,328
	
	807,213

	
	
	
	
	
	
	

	November
	
	3,125,310
	
	3,402,118
	
	276,809

	
	
	
	
	
	
	

	December
	
	3,588,959
	
	528,612
	
	(3,060,347)

	
	
	
	
	
	
	

	January 2015
	
	3,907,274
	
	3,495,104
	
	(412,170)

	
	
	
	
	
	
	

	February
	
	     3,913,650
	
	     3,175,635
	
	      (738,016)

	
	
	
	
	
	
	

	Totals
	
	$ 39,735,753
	
	$ 36,966,803
	
	$ (2,768,950)






* -	As reported to the Public Utility Commission (Commission) on March 30, 2015, at Docket No. M-2015-2474523.

Arithmetical differences occur due to rounding.



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



	Condensed (Note 1)
Statement of TSC (Over)/Under Collections
For The Twelve Months Ended February 29, 2014


	
	
	TSC
	
	
	
	

	
	
	Rate Revenues Billed
	
	Transmission Service
	
	(Over)/Under

	Month
	 
	Excluding GRT
(Note 2)
	 
	Expenses
(Note 3)
	 
	Collections
(Note 4)

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

	
	
	
	
	
	
	

	March 2013
	
	$   3,987,280
	
	$   3,674,408
	
	$   (312,872)

	
	
	
	
	
	
	

	April
	
	3,190,343
	
	3,535,482
	
	345,140

	
	
	
	
	
	
	

	May
	
	3,553,569
	
	3,708,268
	
	154,699

	
	
	
	
	
	
	

	June
	
	2,783,916
	
	2,797,213
	
	13,298

	
	
	
	
	
	
	

	July
	
	3,471,405
	
	2,889,655
	
	(581,750)

	
	
	
	
	
	
	

	August
	
	3,172,593
	
	2,913,855
	
	(258,839)

	
	
	
	
	
	
	

	September
	
	2,404,743
	
	2,865,021
	
	460,278

	
	
	
	
	
	
	

	October
	
	2,197,611
	
	2,985,799
	
	788,188

	
	
	
	
	
	
	

	November
	
	2,391,448
	
	2,855,969
	
	464,522

	
	
	
	
	
	
	

	December
	
	2,691,623
	
	2,771,401
	
	79,778

	
	
	
	
	
	
	

	January 2014
	
	3,056,093
	
	2,944,523
	
	(111,571)

	
	
	
	
	
	
	

	February
	
	     2,695,512
	
	     2,687,250
	
	       (8,262)

	
	
	
	
	
	
	

	Totals
	
	$ 35,596,134
	
	$ 36,628,944
	
	$ 1,032,810




* - As reported to the Commission on March 31 2014 at Docket No. M-2014-2414176.

Arithmetical differences occur due to rounding.

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



	
Condensed (Note 1)
Statement of TSC (Over)/Under Collections
For The Twelve Months Ended February 29, 2013


	
	
	TSC
	
	
	
	

	
	
	Rate Revenues Billed
	
	Transmission Service
	
	(Over)/Under

	Month
	 
	Excluding GRT
(Note 2)
	 
	Expenses
(Note 3)
	 
	Collections
(Note 4)

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

	
	
	
	
	
	
	

	March 2012
	
	$   3,544,376
	
	$   4,273,623
	
	$    729,247

	
	
	
	
	
	
	

	April
	
	3,237,944
	
	4,135,758
	
	897,813

	
	
	
	
	
	
	

	May
	
	3,943,129
	
	4,535,571
	
	592,442

	
	
	
	
	
	
	

	June
	
	4,974,248
	
	4,864,786
	
	(109,462)

	
	
	
	
	
	
	

	July
	
	7,022,644
	
	5,748,485
	
	(1,274,158)

	
	
	
	
	
	
	

	August
	
	5,463,288
	
	8,027,189
	
	2,563,901

	
	
	
	
	
	
	

	September
	
	4,162,224
	
	6,121,135
	
	1,958,911

	
	
	
	
	
	
	

	October
	
	3,517,244
	
	5,880,722
	
	2,363,477

	
	
	
	
	
	
	

	November
	
	3,865,592
	
	4,159,636
	
	294,044

	
	
	
	
	
	
	

	December
	
	4,200,955
	
	4,226,366
	
	25,411

	
	
	
	
	
	
	

	January 2013
	
	4,315,729
	
	4,187,563
	
	(128,166)

	
	
	
	
	
	
	

	February
	
	     3,976,020
	
	     3,337,828
	
	      (638,192)

	
	
	
	
	
	
	

	Totals
	
	$ 52,223,394
	
	$ 59,498,662
	
	$ 7,275,268




* - As reported to the Commission on March 28, 2012 at Docket No. M-2013-2355728.

Arithmetical differences occur due to rounding.

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

1 -	Condensed Statements

The Statements of TSC (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‑2015‑2474523, M‑2014‑2414176, and M‑2013‑2355728, respectively, via http://www.puc.pa.gov. 

2 -	TSC Rate Revenues Billed Excluding GRT

TSC Rate Revenues Billed Excluding Gross Receipts Tax (GRT) are based on application of the TSC, excluding the E-Factor and GRT, to all Transmission billing units either kilowatt-hours (kWh) or kilowatt (kW) demand as indicated in Appendix A of the Company’s tariff. 

3 -	Transmission Service Expenses 

Transmission Service Expenses are the total charges billed by PJM under its Open Access Transmission Tariff as approved or accepted by FERC and allocated to the specific rate class based upon its Default Service share of the Duquesne Zone 1CP for the prior year.

4 -	Over/(Under) Collections

The (Over)/Under Collections are the differences between the TSC Rate Revenues Billed Excluding GRT and the Transmission Service 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 TSC 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 TSC.

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




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 591,750 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 December 3, 1996 the Electricity Generation Customer Choice and Competition Act (Act) was signed into law.  Pursuant to the Act, all electric utilities were required to file restructuring plans with the Pennsylvania Public Utility Commission (PUC) which included unbundled prices for electric generation, transmission and distribution.  Duquesne provides supply to its customers who opt for provider of last resort (POLR) service.  Duquesne is also a transmission owner and load serving entity of the PJM Interconnection, LLC (PJM) under the PJM Open Access Transmission Tariff (OATT), approved by the Federal Energy Regulatory Commission (FERC).

	In its Opinion and Order entered on November 30, 2006, at Docket No. 
R‑00061346, the PUC approved Duquesne’s request to implement a TSC tariff rider.  The TSC Rider permits Duquesne to provide and charge for transmission service, consistent with the PJM OATT, for customers who receive POLR service from the Company.  The TSC is to be applied to all rate classes.  Duquesne’s non-POLR customers purchase supply and transmission services from a third-party.

	The TSC rider is included in the Company’s tariff as Appendix A.  The TSC is updated effective June 1st of each calendar year.  The TSC rider requires that the revenue requirement and over or under collection be allocated to each rate class based on the class contribution to the Company’s coincident peak load (1CP) and Default Service share of the 1CP load from the previous calendar year.  Prior to June 1, 2013, the TSC also included costs for ancillary services and PJM administrative expenses applicable to residential default service.  Effective June 1, 2013, the costs of ancillary services and PJM administrative expenses applicable to residential default service are included in the Default Service Supply rates as provided for at Docket No. P‑2012‑2301664.  


DUQUESNE LIGHT COMPANY

Background
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Finding No. 1	–	Transmission Service Expenses Related To Medium Commercial & Industrial Customers Were Overstated By $3,566,552 And Residential & Lighting Customers Were Understated By The Same Amount.

	Duquesne made a spreadsheet error that resulted in the misclassification of expenses between rate classes.  The Company established subaccounts for PJM billing purposes for each of the winning wholesale suppliers to provide POLR supply for the Residential & Lighting (R&L), Small Commercial & Industrial (SC&I), and Medium Commercial & Industrial (MC&I) customer classes.  Costs within each subaccount were totaled by customer class for recovery through the TSC.

	The Audit Staff analyzed the allocation and found a material variance for the audit period.  Our review of the filing determined that the Company incorrectly assigned three PJM sub accounts.  Supplier subaccounts F13, F18, and F19 were incorrectly assigned between the R&L and MC&I customer classes during the period June 2013 through February 2014.  All of the suppliers were correctly assigned to the SC&I customer classes.

	The incorrect expense assignment affected Network Integrated Transmission Service (NITS), Reliability Must Run (RMR), Deferred Tax, Transmission Enhancement, and Expansion Cost Recovery.  The total amount necessary to correct the misallocation between MC&I and R&L is to reduce expenses to MC&I and increase R&L expenses by $3,566,552.  The following adjustments are necessary for R&L customers: increase NITS expense by $3,257,914; increase RMR expense by $25,656; increase Deferred Tax expense by $73,612; increase Transmission Enhancement by $206,587; and increase Expansion Cost Recovery by $2,783.  The following adjustments are necessary for MC&I customers : decrease NITS expense by $3,257,914; decrease RMR expense by $25,656; decrease Deferred Tax expense by $73,612; decrease Transmission Enhancement by $206,587; and decrease Expansion Cost Recovery by $2,783. 

Recommendation:

	We recommend that Duquesne make an adjustment to the E-Factor of its next TSC filing for $3,566,552 to increase expenses for R&L customers and to decrease expenses by the same amount for MC&I, plus interest at the applicable rate.

Auditor’s Note: 

The Company agreed with the finding and included the recommended adjustment with applicable interest in its TSC filing effective June 1, 2016, at Docket No. M-2016-2542924         


DUQUESNE LIGHT COMPANY

Current Years’ Audit Findings


Finding No. 2	–	Duquesne Understated its TSC E-Factor Revenue For The Twelve Months Ended February 28, 2014.

	Duquesne reconciles its TSC by first adjusting total TSC revenue for TSC 
[bookmark: _GoBack]E-Factor revenue.  The Company calculates E-Factor revenue using kWhs from a system generated report which it refers 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.  The Audit Staff verified through testing that the billing for this customer and total TSC revenue were not impacted.  The Company was unaware of the misstatement and did not know how it occurred.  We reviewed support for the other months of the audit period and determined that the misstatement was an isolated incident.

As a result of the error, TSC E-Factor revenue for August 2013 was understated by $30,531.  The understatement of its E-Factor revenue resulted in a corresponding overstatement of August 2013 current period revenue used in its Statement of Over/Under Collections for the twelve months ended February 28, 2014.  The total undercollection reported for the twelve months ended February 28, 2014 was understated by $32,972 including interest.  The net result of the E-Factor error is the Company should recover $2,441 ($32,972 - $30,531).

Recommendation:

	We recommend that Duquesne recover $2,441 through an adjustment to the E‑Factor of its next TSC 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.
image1.png
@OV
PENNSYLVANIA

PUC





