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OPINION AND ORDER

BY THE COMMISSION:
Procedural Background

On October 20, 2003 PPL Electric Utilities Corporation (“PPL”) filed the above-captioned petition for a declaratory order (“Petition”) pursuant to Section 1701 of the Public Utility Code, 66 Pa.C.S. §1701. PPL seeks authority to defer for accounting and financial reporting purposes “extraordinary losses that were caused by Hurricane Isabel, which transited PPL’s service territory during the evening of September 19th and morning of September 20th, 2003”. See Petition, at p. 1, 4.
In accordance with 52 Pa. Code §5.41 (b), PPL served a copy of its Petition on the

Office of Consumer Advocate, the Office of Trial Staff (OTS), and the Office of Small Business Advocate. The Office of Trial Staff filed an Answer on November 5, 2003. The Pennsylvania Office of Consumer Advocate filed an Answer on November 7, 2003. The PPL Industrial Customer Alliance
 (“PPLICA”) filed a Petition to Intervene and Answer on November 18, 2003.  Mr. Eric Joseph Epstein, pro se, filed a Petition to Intervene and Answer on November 24, 2003.  All four oppose the Petition.

On December 22, 2003, PPL filed a letter with the Commission requesting that we act on its Petition at the Public Meeting of January 16, 2004, in order that PPL might record the hurricane expenses cited in its Petition as “regulatory assets”. Failing an order by the end of January 2004, PPL asserts that it must “reflect” such costs as an expense item for 2003. 

Should PPL claim such costs in a later rate proceeding, PPL’s letter states that the costs would be accounted for as a “regulatory asset” and amortized for ratemaking purposes over a given period. If such rate amortization were to be denied, PPL states that it would “write-off” the regulatory asset
. PPL’s “write-off” is presumably requested for its effect on financial and tax reporting, although the letter is not explicit. As discussed below, our approval of deferred accounting treatment for the losses does not control how the losses would be treated by the Commission in a subsequent rate proceeding.
Interventions 

PPLICA and Mr. Epstein were not directly served by PPL with its Petition.  As their filings were made at an early stage in this proceeding, and their participation would neither unduly prejudice existing parties nor unduly delay the conduct of the proceeding, the filings are accepted and the Petitions for Intervention are granted.
PPL’s Petition
PPL is a “public utility” and an “electric distribution company” as defined under the Public Utility Code (“Code”). See 66 Pa. C.S. §§ 102, 1101 and 2803. PPL is also a “provider of last resort,” furnishing generation supply service to customers not purchasing generation supply from electric generation suppliers (“EGS”s).
PPL seeks authority “to defer for accounting and financial reporting purposes losses, primarily operations and maintenance expenses, arising from severe storm damage, and to amortize such losses commencing on the date when rates are changed pursuant to the Commission’s final order in PPL Electric’s next general rate increase proceeding….”  PPL Petition at 2, ¶4 (footnote omitted).  PPL’s Petition seeks “permission to defer its actual operation and maintenance expenses, not its current estimate of those expenses; PPL is not seeking special permission to defer capitalized costs”. Id. at p. 6, fn. 5.   

The Petition expressly concedes that its statement of hurricane related expenses is preliminary and is still being compiled, although the Petition does assert that Hurricane Isabel is an extraordinary event, and that 38 percent of PPL Electric customers were without service as a result of the storm. PPL states that it “believes” that its “losses due to the storm will total over $22.5 million”. PPL Petition, at 6.
PPL emphasizes that it “is not requesting that the Commission decide, at this time, whether its deferred losses from Hurricane Isabel are recoverable through rates charged to customers.”  Id. at 7, ¶17.  
Analysis
Our Regulations at 52 Pa. Code §57.41 classify PPL as a Class A utility, and it is therefore required to keep its accounts in conformity with the “Uniform System of Accounts Prescribed for Public Utilities and Licensees (Class A and B) of the Federal Energy Regulatory Commission. 52 Pa. Code §57.42. General Instruction 7 of the Uniform System of Accounts states:

7. Extraordinary Items.

It is the intent that net income shall reflect all items of profit and loss during the period with the exception of prior period adjustments as described in paragraph 7.1 and long-term debt as described in paragraph 17 below. Those items related to the effects of events and transactions which have occurred during the current period and which are of unusual nature and infrequent occurrence shall be considered extraordinary items. Accordingly, they will be events and transactions of significant effect which are abnormal and significantly different from the ordinary and typical activities of the company, and which would not reasonably be expected to recur in the foreseeable future. (In determining significance, items should be considered individually and not in the aggregate. However, the effects of a series of related transactions arising from a single specific and identifiable event or plan of action should be considered in the aggregate. To be considered as extraordinary under the above guidelines, an item should be more than approximately 5 percent of income, computed before extraordinary items. Commission approval must be obtained to treat an item of less than 5 percent, as extraordinary. (See accounts 434 and 435.)
18 CFR Pt. 101



As noted in Instruction 7 of the Uniform System of Accounts, advance Commission approval is not required for the booking of extraordinary items unless they constitute less than 5% of income.  However, PPL has not compared its total extraordinary expense claim to its overall annual level of expenses.   However, PPL’s action in requesting Commission approval for deferred accounting treatment implies the extraordinary losses do not rise to the level of 5% of income.  


We have frequently approved petitions for declaratory orders seeking approval of deferred accounting treatment of a variety of costs.  See Petition of Columbia Gas of Penna., Inc., Docket No. P-00930734 (October 28, 1996) (approving deferral of temporary conversion to alternative energy sources); Petition of Pennsylvania Power & Light Company, Docket No. P-820367 (July 29, 1982) (approving deferral of certain costs related to Susquehanna plant); Petition of Newtown Artesian Water Company for a Declaratory Order Re: Accounting Treatment for Costs of its Linton Hill Water Storage Tank and Transmission Main. Docket No. P-00940819 (June 23, 1994).   However, we have limited our approvals to deferred accounting treatment, holding that accompanying requests for amortization are substantive and must be addressed in formal ratemaking proceedings.
  Petition of Pennsylvania Power & Light Company, Docket No. P-820367 (July 29, 1982).

Whether the instant hurricane related expenses are extraordinary, and are reasonably and prudently incurred or not is a question of fact which we are not called upon to decide here.  Similarly, whether the expenses will be permitted amortization for rate making purposes in PPL’s next general rate proceeding is an issue which is not properly before us.  An adequate record must be made upon which to base such determinations.  PPL’s Petition does not, nor is it intended to furnish, such record.  

As acknowledged by PPL in its Petition and as we reiterate herein, the granting of our approval for deferred accounting treatment creates no legal significance with respect to the potential rate recovery of the subject expenses.   See Petition of Columbia Gas of Penna., Inc., P-00930734 (October 28, 1996), 1996 Pa.Lexis 123.
PPL Restructuring Settlement

OTS, PPLICA and Mr. Epstein raise the issue of PPL’s existing rate cap as a bar to grant of PPL’s Petition. It is not necessary for us to address or to resolve that question, as no rate question is before us. PPL does not make a specific rate claim in the context of its Petition.  


PPL has not as of this date requested specific authority for an exception to the rate cap under that provision of the Public Utility Code, and we will not attempt to ascertain or prejudge any such request that might be made in the future.  See Petition of Pennsylvania-American Water Company for Approval to Implement a Tariff Supplement Establishing a Facility Protection Charge and to use Deferred Accounting for Certain Security Related Expenses, Docket No. P-00027983 (June 26, 2003) (“[a]pproval of deferred accounting treatment is not an assurance of future rate recovery….”).
Conclusion

 PPL’s Petition is granted as discussed herein and PPL may use deferred accounting treatment for operating and maintenance expenses related to Hurricane Isabel.  The ratemaking effect and amortization of PPL’s hurricane damage losses must await a future proceeding. The Commission’s resolution of this Petition does not constitute an expression of opinion or prejudgment on any claim that PPL may make, which will be resolved upon the record of such future proceeding: THEREFORE,
IT IS ORDERED:

1.
That the Petitions to Intervene filed by PPLICA and Eric Joseph Epstein are granted.

2.
That PPL’s Petition for authority to defer for accounting and financial reporting purposes certain losses from extraordinary storm damage and to amortize such losses is granted subject to the following conditions:
a.  
That approval of deferred accounting treatment is not an assurance of future rate recovery of the claimed damage costs; and

b.
That approval of deferred accounting treatment does not include amortization of such losses for rate making purposes; and

c.
That approval of deferred accounting treatment is limited to PPL’s actual operation and maintenance costs for Hurricane Isabel and does not extend to capitalized costs; and

d.  
That the issue of PPL’s right to recovery of the claimed hurricane damage costs shall be decided in PPL’s next general base rate case.

3.
That nothing in this opinion and order limits any party’s future ability to seek or oppose rate recovery of any of the costs which are at issue in this docket. 

4.
That a copy of this order be served upon the PPL, the Office of Trial Staff, the Office of Consumer Advocate, the Office of Small Business Advocate, PPLICA, and Mr. Epstein and that this docket be marked closed.

BY THE COMMISSION

James J. McNulty

Secretary

(SEAL)

ORDER ADOPTED:  January 16, 2004 

ORDER ENTERED:  January 16, 2004
� PPLICA characterizes itself as an ad hoc association of energy-intensive customers receiving electric service in PPL’s service territory.





�  Although PPL does not identify the specific accounting treatment it intends to apply to such expenses or cite the specific accounting provisions it relies upon as the basis of its petition, the Commission believes that PPL is primarily relying upon Financial Accounting Standards Board Statement of Accounting Standards No. 71. Accounting for the Effects of Certain Types of Regulation. 


� PPL’s petition concedes the length of amortization is properly subject to determination in the company’s next general base rate case.  PPL Petition at 7, ¶17.
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