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ORDER

BY THE COMMISSION:


On February 11, 2005, PPL Electric Utilities Corporation (“PPL Electric” or the “Company”) filed a petition, pursuant to Section 1701 of the Public Utility Code, 66 Pa.C.S. § 1701, for authority to defer for accounting and financial reporting purposes extraordinary losses that were caused by a succession of ice and snow storms during early January, 2005, and to amortize such losses commencing upon the effective date of changes in rates pursuant to the Commission’s final order in PPL Electric’s next general rate increase proceeding pursuant to Section 1308(d) of the Public Utility Code, 66 Pa.C.S. § 1308(d).  According to the Company, these losses are the actual costs (excluding capital costs and straight time wages and benefits) that PPL Electric incurred to respond to the January 2005 ice and snow storms.  However, PPL Electric is not requesting that the Commission decide the ratemaking treatment of such losses at this 

time, as PPL Electric proposes that the Commission determine the applicable ratemaking issues in PPL Electric’s next general rate increase proceeding.  


PPL Electric represents in the Petition that the losses it seeks to defer and amortize include expenses PPL Electric incurred to restore service and respond to customers’ needs during service outages caused by a series of ice and snow storms which struck PPL Electric’s service territory from January 5 through January 11, 2005.  PPL Electric argues that the Commission has on numerous occasions allowed public utilities to defer extraordinary losses for accounting and financial reporting purposes.  See, e.g., Pa. P.U.C. v. Pennsylvania Power & Light Co., Docket No. P-00920635 (May 6, 1993) (Approved deferral of transition costs under Financial Accounting Standards Board Statement of Financial Accounting Standards No. 106 (“SFAS 106”));
 Petition of Pennsylvania Power & Light Co., Docket No. P-820367 (July 29, 1982) and Petition of Pennsylvania Power & Light Co., Docket No. P-830461 (November 9, 1983) (Approved deferral of expenses incurred between commercial operation and rate recognition of nuclear generating units.); Petition of Mechanicsburg Water Co., Docket No. P-910500 (September 25, 1991) (Approved deferral for accounting purposes of capital and other costs associated with water treatment plant expansion.); Petition of Pennsylvania Gas & Water Co., Docket No. P‑900454 (September 5, 1990) (Approved deferral of costs of four water treatment plants that were nearing completion.); Petition of Pennsylvania Gas & Water Co., Docket No. P-920586, 1992 Pa. PUC LEXIS 126 (October 21, 1992) (Approved deferral for accounting purposes of water treatment plant costs.); See also Petition of Philadelphia Electric Co., 58 Pa. PUC 522, Docket No. P-840514 (September 28, 1983) (Approved deferral of the costs of Limerick 1 Generating Station.); Petition of Philadelphia Electric Co., 69 Pa. PUC 481, 103 P.U.R. 4th 430 (May 3, 1989) (Approved 

deferral of costs of the Limerick 2 Generating Station.); Pa. P.U.C. v. Consumers Pennsylvania Water Co. – Roaring Creek Division, Docket No. R-932655 (February 3, 1994) (Approved deferral of SFAS 106 costs.); Petition of Citizens Utilities Water Company of Pa., Docket No. P-00930746 (February 25, 1994) (Approved deferral of SFAS 106 costs.).


In addition to this precedent, the Company submits that the Commission has recently authorized PPL Electric to defer and amortize, for financial and accounting purposes, storm damage costs caused by Hurricane Isabel in September 2003.  Petition of PPL Electric Utilities Corporation for Authority to Defer for Accounting and Financial Reporting Purposes Certain Losses from Extraordinary Storm Damage and to Amortize such Losses, Docket No. P‑00032069 (PPL 2004 Order) (January 16, 2004).  Furthermore, after the contending that the Commission has specifically recognized storm damage as an extraordinary item and has approved amortization of storm damage expense in rates, the Company provides a detailed description of the nature of the storms, outage costs, and resulting damages (Petition, at pp. 4-11).


Moreover, the Company explains that based on the Commission’s decision in PPL Electric’s most recent base rate case, the Company will exclude all straight time wages and benefits from the expenses it seeks to defer.  See Pa. P.U.C. v. PPL Electric Rate Order, Docket No. R-00049255, pp. 29-30 (December 22, 2004).  Straight time wages and benefits for the restoration of storm damages are estimated by the Company to be approximately $2,000,000.  Based on the foregoing, PPL Electric estimates its total storm damage expenses, excluding straight time wages and benefits, will be approximately $17,000,000.  However, PPL Electric herein seeks approval to defer and amortize its actual storm damage expenses, excluding straight time wages and benefits.  In addition, PPL Electric states that it incurred approximately $3 million of capital expenditures during service restoration efforts.  PPL Electric is not seeking to defer or amortize the portion of its storm damage expenditures that are being capitalized. 


PPL Electric emphasizes that it is not requesting the Commission to decide, at this time, whether deferred losses from the succession of ice and snow storms are recoverable through rates charged to customers.  Instead, PPL Electric requests permission to defer those losses on its books of account pending such determination in a future general rate increase proceeding.  Although PPL Electric believes that such costs should be recoverable from customers, the Company acknowledges that the issue will be decided in PPL Electric’s next general rate increase proceeding pursuant to Section 1308(d) of the Public Utility Code, 66 Pa.C.S. §1308(d).  PPL Electric proposes that the length of the amortization of storm damage costs also be determined by the Commission in the same general rate increase proceeding.


PPL Electric understands that, in its next general rate increase proceeding, other parties will be permitted to challenge PPL Electric’s recovery of deferred losses caused by the succession of ice and snow storms in early January, 2005, except that those parties cannot contend PPL Electric should have filed a petition to defer those losses on its books of account. Finally, PPL requests expedited action in granting the subject Petition.


Answers to the Petition were filed on March 3, 2005 by the Office of Consumer Advocate (OCA), the Office of Trial Staff (OTS), and the PP&L Industrial Customer Alliance (“PPLICA”).
  These parties oppose the Commission granting PPL’s Petition.  The OCA submits that approval of deferred accounting treatment requires that the Company provide “reasonable assurance of recovery” of such costs.  To qualify for such assurance, the Companies would have to show that these are the types of cost that would be permitted to be recovered on a retroactive basis in a future rate case.  According to the OCA to qualify for retroactive recovery, the costs must be extraordinary, unanticipated, 

and non-recurring.  See, e.g., Philadelphia Electric Company v. Pa. PUC, 93 Pa. Cmwlth. 410, 422, 502 A.2d 722, 728 (1985); Popowsky v. Pa. PUC, 164 Pa. Cmwlth. 338, 343-345, 642 A.2d. 648, 650-653 (1994), appeal denied, Popowsky v. Pa. PUC, 543 Pa. 733, 673 A.2d 338 (1996); Columbia Gas of Pa., Inc. v. Pa. PUC, 149 Pa. Cmwlth. 247, 253-255, 613 A.2d 74, 77-78 (1992), aff’d sub nom. without opinion, 535 Pa. 517, 636 A.2d 627 (1994).  The OCA believes that winter ice and snow storms in Pennsylvania are not uncommon and the Company has not demonstrated that the winter storms experienced in January 2005 were extraordinary and non-recurring storms for this area or that they would otherwise meet the requirements for retroactive recovery.  The OCA points out that PPL was allowed a normalized level of expenses for storm damages in its recently concluded rate case.  While $17 million exceeds the annual allotment for storm-related damages, the OCA submits that PPL Electric may experience fewer storms than the normalized level for the next several years.  Moreover, the OCA asserts that the expenses incurred by PPL Electric relating to this storm are part of the service the Company is required to provide to its customers, which is already compensated for through return on equity.


Finally, the OCA questions whether these expenses are truly incremental to PPL’s existing rate allowance as some of the maintenance performed to address the January 2005 storm damages, such as the installation of new facilities or line clearing, will reduce 

operation and maintenance expenses and/or capital additions necessary in the future.  The OCA summarizes its position stating that these cost offsets in the operating and maintenance and capital expenses, combined with the allowance for storm damage in the rate case, and the return provided to PPL do not support the extraordinary treatment sought by PPL Electric.


The OCA concludes that ratemaking is prospective and does not allow a public utility to set future rates to recoup past losses or to refund to customers excess utility profits.  Barasch v. Pa. PUC, 507 Pa. 496, 516-517, 491 A.2d 94, 104 (1985).


OTS agrees with the OCA arguing that the Company’s request constitutes single-issue or retroactive ratemaking that is generally prohibited if it impacts on a matter that is normally considered in a rate case.  Pennsylvania Industrial Energy Coalition v. Pa. PUC, 653 A.2d 1336, 1995 Pa. Commonwealth LEXIS 16 (1995).  OTS explains that allowing past costs to be included in future rates violates a longstanding basic tenet of ratemaking.  See. e.g., Cheltenham & Abington Sewerage Company v. Pa PUC, 344 Pa. 366, 25 A.2d 334 (1942).  In other words, current ratepayers should only be responsible for the actual expenses of providing them with current utility service.  Barasch v. Pa PUC, 507 Pa. 496, 491 A.2d 94 (1985).  OTS maintains that the Company’s Petition anticipates that future customers will be held responsible for past expenses


PPLICA acknowledges the Commission’s PPL 2004 Order allowing PPL’s request to defer expenses related to Hurricane Isabel.  However, PPLICA notes that the ratemaking treatment of Hurricane Isabel costs is among the issues currently on appeal before Commonwealth Court.  Moreover, PPLICA maintains that the circumstances here in this proceeding are distinguishable from PPL’s request for deferral of Hurricane Isabel costs; there it was certain that the Company would shortly be initiating a rate proceeding whereas in this proceeding PPL does not indicate when the Company will commence another rate case.


In attempting to further distinguish PPL’s precedent supporting its Petition, PPLICA emphasize that the cases cited involve expenses subject to deferral that were unequivocally extraordinary in magnitude and of an extraordinary nature.  PPLICA submits that it is inappropriate to single out the costs of the storm repair for special treatment without considering the annual level of storm damages or whether PPL Electric will experience offsetting reductions in other expenses.  Finally, based on the application of the Federal Energy Regulatory Commission (FERC) Uniform System of Accounts, PPLICA objects to recording as a regulatory asset on its balance roughly $17 million in anticipated storm - related expenses since recovery is not “probable.”

ANALYSIS


At the outset, we stress that the issue for consideration in this Order is whether the Company should be authorized to defer certain losses.  As all the parties recognize, the ratemaking treatment, if any, shall be addressed in a future ratemaking proceeding.  This future rate proceeding is the proper forum for the resolution of the objections to the Petition asserted by the OCA, OTS and PPLICA.


In addition, we advise the Company that our decision today involves only our authorization for the Company to defer certain losses.  Our decision is not a directive that the Company must defer these losses.  We are making no determination as to the probability the losses will be included as an allowable cost in a future period.  See Statement of Financial Accounting Standards No. 71, Accounting for the Effects of Certain Types of Regulation, Paragraphs 9, 10, Financial Accounting Standards Board (December 1982).


The issue before the Commission is whether it should authorize the Company to defer for financial accounting and ratemaking purposes approximately $17,000,000 in losses caused by snow and ice storms occurring over several days in January 2005.  The Commission’s authorization is required when the losses constitute less than 5 percent of income.  See PPL 2004 Order at 4 (discussing General Instruction 7 of the FERC Uniform System of Accounts).  As the instant Petition does not compare the amount of losses to the amount of income, we will assume PPL’s actions in requesting authorization for deferral accounting treatment implies the losses do not rise to the 5 percent threshold.


Whether the losses are extraordinary and whether the losses were reasonably and prudently incurred are issues we are not called upon to decide here.  See PPL 2004 Order at 5.  The standard which a utility must meet when seeking Commission authorization for deferral accounting is whether, based on Commission precedent, the expense item appears to be within the scope of the type of items that the Commission has allowed as an exception to the general rule against retroactive recovery of past expenses.


OCA, OTS and PPLICA assert various reasons why the losses are not recoverable in a future rate case.  They cite various arguments which are intended to cast doubts as to the prudence and ultimate recovery of the losses.  These arguments are not relevant to this Petition as they are premature.  These arguments may be raised and argued in the future rate case, if any, when PPL seeks to recover the losses through rates.


We find that PPL has established a prima facie case that its losses may be recoverable in a future rate proceeding.
  This determination, however, will be of no weight in such future proceeding.  The burden of proof remains with PPL.  

66 Pa.C.S. §315(a).


Lastly, we note that both PPL and PPLICA discuss the potential effect of our action on the Company’s financial statements and the financial community.  See PPL Petition at 38-41; PPL Answer at pp. 6-7.  PPLICA raises a concern that granting PPL’s petition “could spark inappropriate expectations in the financial community.”  Id. at 7.  PPLICA notes, as we do, that PPL does not state when it will file its next rate case.  


Unlike the situations in the PPL 2004 Order and the 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 Costs, Docket No. R‑00027983, Order entered July 24, 2003, where the timing of the subsequent rate cases were identified, in the present case it is unclear when the Company will seek recovery of the deferred losses.  While we grant PPL’s Petition subject to the conditions discussed herein, we will direct PPL to immediately begin expensing the deferred losses on a ten year amortization schedule; THEREFORE

IT IS ORDERED:


1.
That the Petition to Intervene filed by PPLICA is granted.


2.
That PPL’s Petition for authority to defer for accounting and financial reporting purposes certain losses from storm damage and to amortize such losses is granted subject to the following conditions:


a.
Authorization for deferred accounting treatment is not an assurance 

that future rate recovery is probable;


b.
PPL shall claim the deferred losses at its first available opportunity;


c.
Upon entry of this Order, PPL shall begin expensing the deferred 

losses on a 10 year amortization schedule;


d.
This authorization is limited to PPL’s actual operations and 


maintenance costs for the winter storms of January 5,2005 through 


January 11, 2005 and does not extend to straight time and capitalized costs.


3.
That nothing in this opinion and order limits the ability of any party to a future rate case to seek or oppose rate recovery of any of the costs deferred pursuant to this authorization.


4.
That a copy of this order be served upon PPL Electric, the Office of Trial Staff, the Office of Consumer Advocate, and PPLICA.
BY THE COMMISSION

James J. McNulty

Secretary

(SEAL)

ORDER ADOPTED:  August 25, 2005
ORDER ENTERED:  August 26, 2005
�    PPL explains that the Office of Consumer Advocate appealed this decision, and the Commonwealth Court reversed the Commission with regard to the approval of recovery of costs outside of a rate proceeding.  However, PPL submits that the Commonwealth Court did not reverse the decision with regard to the deferral of the SFAS 106 expenses.  Popowsky v. Pa. P.U.C., 164 Pa. Cmwlth. 338, 348, 642 A.2d 648, 653 (1994).


�    PPLICA also filed a Petition to Intervene which went unopposed and shall be granted.


�    Section 57.42(a) (Systems of accounts prescribed) requires Class A and B electric public utilities to keep its accounts in conformity with the FERC Uniform System of Accounts.  According to 18 CFR Pt. 101, Account 182.1 A. FERC’s Uniform System of Accounts provides as follows for extraordinary property losses:  A.  When authorized or directed by the Commission, this account shall include extraordinary losses, which could not reasonably have been anticipated and which are not covered by insurance or other provisions, such as unforeseen damages to property.  B.  Application to the Commission for permission to use this account shall be accompanied by a statement giving a complete explanation with respect to the items which it is proposed to include herein, the period over which, and the accounts to which it is proposed to write off the charges, and other pertinent information.





�    But see Popowsky v. Pa.PUC, 868 A.2d 606 (2004) (deferred security costs were extraordinary and non recurring and recoverable in rate case under exception to prohibition against retroactive ratemaking).  


�    PPL asserts numerous facts in support of its Petition.  See PPL Petition at Paragraphs 8-35.  We are not making any factual findings in this Order.  A petition seeking authorization for deferral accounting is not intended to create a factual record.  We do not treat deferred accounting requests as litigated small scale rate cases as these petitions do not receive the same public notice as rate cases and have fewer participating parties.
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