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DUQUESNE LIGHT COMPANY



Background

Duquesne Light Company (Duquesne or company) was formed in 1912 and is a wholly-owned subsidiary of Duquesne Light Holdings, Inc.  Duquesne is in the business of transmitting and distributing electricity to retail customers within the Commonwealth of Pennsylvania and is therefore a public utility within the meaning of Section 102 of the Public Utility Code, 66 Pa. C.S. § 102, subject to the regulatory jurisdiction of the Pennsylvania Public Utility Commission (PUC or Commission).  
Duquesne, as an electric distribution company, provides electric distribution, transmission, and serves as a provider of last resort services to roughly 600,000 customers in a certified service territory that spans approximately 817 square miles, including the City of Pittsburgh and portions of Allegheny and Beaver counties in western Pennsylvania.  Duquesne operates and maintains approximately 5,900 miles of overhead lines, 1,400 miles of underground lines, and 182 substations as part of its distribution network.  
According to Duquesne’s annual reports filed with the Commission, for the years 2016 and 2015, Duquesne’s total electric distribution revenues were $827,773,898 and $829,478,922; respectively.
On October 15, 2008, Act 129 was signed into law.  Act 129 directed electric distribution companies (EDCs) with at least 100,000 customers to file a smart meter technology procurement and installation plan with the PUC.  Act 129 set forth the timeline for implementation, the definition of smart meters, and the provisions for full and current cost recovery of all costs incurred to install and integrate a smart meter system.    
Duquesne filed its Initial Smart Meter Procurement and Implementation Plan on August 14, 2009.  The Commission approved Duquesne’s Smart Meter plan on May 11, 2010.  Duquesne was directed to file a tariff implementing the Smart Meter Charge (SMC) consistent with the Commission’s Opinion and Order, at Docket No. M-2009-2123948.  The SMC, known as Rider No. 20, became effective August 1, 2010, and was designed to recover all costs associated with the Smart meter implementation.  The charge is applied to monthly bills, without exception, of all customers receiving metered service.


DUQUESNE LIGHT COMPANY
Duquesne filed its Petition for Approval of its Final Smart Meter Plan with the Commission on June 29, 2012 at Docket No. M-2009-2123948.  This plan was approved, after modifications, by the Commission on April 4, 2013.  Duquesne began installing smart meters in 2014 and completed the installation process in late 2018.  The SMC costs are expected to phase out in 2020 and Rider 20 will be discontinued after full recovery of these expenses.          
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Independent Auditor's Report
to the Pennsylvania Public Utility Commission

Report on the Financial Statements
	
	We have audited Duquesne Light Company’s Statements of Smart Meter Charge Over/Under Collections for the twelve-month periods ended June 30, 2016 and June 30, 2015.

 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 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 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.  Accordingly, we express no such opinion.  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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Opinion
	
	In our opinion, the Smart Meter Charge Statements, referred to above, present fairly, in all material respects, the Smart Meter Charge revenue and expenses of Duquesne Light Company as of June 30, 2016 and June 30, 2015, in conformity with accounting principles generally accepted in the United States of America and the requirements of the Pennsylvania Public Utility Commission.

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 revenue and expenses.

						                                                                        


Kelly A. Monaghan, CPA, CGFM, CFE, CISA
                                                                 Director
                                                                 Bureau of Audits
                                                                 Harrisburg, PA
						February 4, 2020
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	Condensed Statement of 

	Smart Meter Charge[footnoteRef:1] (SMC)  [1:  As reported to the Commission on July 29, 2016 at Docket No. M-2016-2559269.  Arithmetic differences are due to rounding.] 


	(Over)/Under Collections (Section 1307(e))

	for the twelve months ended June 30, 2016[footnoteRef:2] [2:  Notes to the Financial Statements are an integral part of this report] 


	
	
	
	
	
	
	

	Month
	
	SMC 
Revenue 
	
	SMC 
Expenses
	
	(Over)/Under Collections

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

	
	
	
	
	
	
	

	July 2015
	
	 $    1,613,414 
	
	 $    2,479,604 
	
	 $      866,190 

	
	
	
	
	
	
	

	August
	
	      1,205,274
	
	      1,426,247 
	
	         220,973 

	
	
	
	
	
	
	

	September
	
	      1,603,013 
	
	      2,573,913 
	
	         970,900 

	
	
	
	
	
	
	

	October
	
	      1,584,321 
	
	      1,666,805 
	
	           82,484 

	
	
	
	
	
	
	

	November
	
	      1,410,391 
	
	      2,425,592 
	
	      1,015,201 

	
	
	
	
	
	
	

	December
	
	      1,625,779 
	
	      2,010,019 
	
	         384,240 

	
	
	
	
	
	
	

	January 2016
	
	      1,767,544 
	
	      1,590,667 
	
	        (176,877)

	
	
	
	
	
	
	

	February
	
	      2,084,848 
	
	      1,851,653 
	
	        (233,196)

	
	
	
	
	
	
	

	March
	
	      2,045,879
	
	      1,557,125
	
	        (488,755)

	
	
	
	
	
	
	

	April
	
	      2,224,235
	
	      2,376,799 
	
	         152,564 

	
	
	
	
	
	
	

	May
	
	      2,748,946 
	
	      3,247,159 
	
	         498,213 

	
	
	
	
	
	
	

	June
	
	      2,324,406 
	
	      1,978,109 
	
	        (346,297)

	
	
	
	
	
	
	

	     Total
	
	 $  22,238,051
	
	 $  25,183,692
	
	 $   2,945,641 
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	Condensed Statement of

	Smart Meter Charge[footnoteRef:3] (SMC) [3:  As reported to the Commission on July 30, 2015 at Docket No. M-2015-2496173.  Arithmetic differences are due to rounding.] 


	(Over)/Under Collections (Section 1307(e))  

	 for the twelve months ended June 30, 2015[footnoteRef:4] [4:  Notes to the Financial Statements are an integral part of this report] 


	

	Month
	
	SMC 
Revenue
	
	SMC 
Expenses
	
	(Over)/Under Collections

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

	
	
	
	
	
	
	

	July 2014
	
	 $           (529)
	
	 $     219,305 
	
	$    219,834 

	
	
	
	
	
	
	

	August
	
	            3,590 
	
	        192,132 
	
	       188,542 

	
	
	
	
	
	
	

	September
	
	            1,209 
	
	     3,600,868 
	
	      3,599,659 

	
	
	
	
	
	
	

	October
	
	        884,063 
	
	          (334,050)
	
	      (1,218,113)

	
	
	
	
	
	
	

	November
	
	        799,455 
	
	     3,057,397 
	
	    2,257,942 

	
	
	
	
	
	
	

	December
	
	        829,011 
	
	     1,773,282 
	
	         944,271 

	
	
	
	
	
	
	

	January 2015
	
	     2,423,466 
	
	        416,973 
	
	     (2,006,493)

	
	
	
	
	
	
	

	February
	
	     2,451,435 
	
	        424,765 
	
	       (2,026,670)

	
	
	
	
	
	
	

	March
	
	     2,588,493 
	
	        553,191 
	
	     (2,035,302)

	
	
	
	
	
	
	

	April
	
	     1,786,526 
	
	        732,391 
	
	     (1,054,135)

	
	
	
	
	
	
	

	May
	
	     1,938,859 
	
	        667,795 
	
	     (1,271,064)

	
	
	
	
	
	
	

	June
	
	     1,940,891 
	
	     1,396,295 
	
	        (544,595)

	
     Total
	
	$ 15,646,470 
	
	$ 12,700,345 
	
	 $(2,946,125)
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Notes to the Financial Statements

1 -	Condensed Statements
The Statements of Smart Meter Charge (SMC) (Over)/Under Collections presented in this report are condensed from the officially filed statements.  The audit was conducted on Duquesne’s officially filed 1307(e) statements submitted to the PUC in accordance with Section 1307(e)(1) of the Public Utility Code on July 29, 2016 and July 30, 2015.  The statements are available on the PUC’s website (http://www.puc.pa.gov) at Docket Nos. M‑2016-2559269 and No. M-2015-2496173. 
2 -	SMC Revenue
SMC Revenue is based on application of the non by-passable SMC and exclude the E-Factor portion of the SMC and Gross Receipts Tax.  Customers are billed the SMC monthly, based on the number of meters installed at the premise.
3 -	SMC Expenses

SMC Expenses are all eligible costs incurred by the company to implement smart meter technology and the supporting infrastructure.  Eligible costs, described in
66 Pa.C.S.§ 2807(f), include capital and expense items relating to all SMC Plan elements, equipment and facilities, as well as all related administrative costs.

4 -	(Over)/Under Collections
The (Over)/Under Collection is the differences between the SMC Revenue and SMC Expenses.  The resulting amount represents the portion of SMC Revenue refundable or SMC Expenses recoverable through subsequent SMC rates.  Differences arise for two primary reasons:

· Variations between the actual number of meters billed and the estimates used to determine the SMC rates; and,

· Variations between the actual SMC Expenses and the estimates used to determine the SMC rates.


DUQUESNE LIGHT COMPANY

-6-
Current Audit Finding

Finding - Duquesne overstated its SMC revenue requirement due to incorrect meter counts.
Plant-in-Service capital costs are an integral part of the smart meter revenue requirement calculations.  An audit inquiry regarding the accuracy of meter count reconciliations led to Duquesne investigating the issue.  The company found that meter counts were inaccurate for both single-phase and poly-phase.  Duquesne determined that the meter count issue impacted the revenue requirement from January 2015 through December 2018.  
Duquesne calculated the total adjustment for the incorrect SMC revenue requirement for the months of January 2015 through December 2018 to be $337,594 plus applicable interest of $83,297 for a total of $420,891. PUC auditors reviewed the company’s supporting calculations for the adjustment to correct the overstatement including applicable interest.  The months in the audit period impacted by the inaccurate meter counts were January 2015 through June 2016.  The SMC revenue requirement was overstated by $192,934 for the period January 2015 through June 2016. 

Recommendations:
We recommended that Duquesne refund $420,891 through an adjustment to the E‑factor in its next SMC filing.  We also recommend that Duquesne develop controls to ensure accurate meter counts.
Auditor’s Note:
	Duquesne included the refund adjustment totaling $420,891 in the SMC rate effective January 1, 2020 at Docket No. M-2019-3015080.
	

Acknowledgement

	We wish to express our appreciation to the officers and staff of Duquesne for their cooperation and assistance.  The audit was conducted by Ron L. Moose, Rhonda Koller and Derek Vandevort.
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