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ORDER
BY THE COMMISSION:

Duquesne Light Company (Duquesne) petitions for authorization to defer expenses for accounting purposes only.  Duquesne is requesting that we issue an order under section 1701 of the Public Utility Code, 66 Pa. C.S. § 1701, granting it the authority to defer, for accounting purposes, one-time implementation costs attributable to the replacement of technology systems related to its FOCUS project.
  At this time, Duquesne does not ask us to decide ratemaking treatment for these expenses but only whether it has permission to defer the costs so that it may seek recovery of these expenses in its next base rate case pursuant to section 1308(d) of the Public Utility Code.  66 Pa. C.S.              § 1308(d).

The petition, filed on November 9, 2012, and amended on December 21, 2012, was served on the Office of Small Business Advocate, the Office of Consumer Advocate (OCA), the Pennsylvania Utility Law Project, and the Pennsylvania Department of Environmental Protection.  No further notice was required.  Comments were submitted by the OCA.  Upon review, we deny this petition. 

The Petition
Duquesne is an electric distribution company (EDC) serving approximately 579,000 customers in the city of Pittsburgh and in Allegheny and Beaver counties in Pennsylvania.  Petition at 2.  Under Duquesne’s FOCUS project, it is replacing its customer information systems with new Oracle systems including Customer Care and Billing, Mobile Workforce Management, and Meter Data Management systems.  Id. at 5.  Duquesne is also implementing a new Interactive Voice Response system, a Web Self-Service Portal system and a Systems Oriented Architecture system.  Id. at 5.  
Duquesne’s FOCUS project includes both smart meter and non-smart meter related components.  Id.  According to Duquesne’s petition, Duquesne only requests the authority to defer non-smart meter related expenses.  Id. at 2.  The Customer Care and Billing and Meter Data Management systems, which are smart meter related, are necessary in order for Duquesne to comply with the provisions of Act 129.
  Id. at 6.  The non-smart meter components include the Interactive Voice Response system, the Mobile Workforce Management system, the Web Self-Service Portal system, and the Systems Oriented Architecture system.  Id. at 5.  These systems are not technically required to provide smart meter functionality; however, these systems must be updated or replaced in order to work with the new Customer Care and Billing system, which is necessary to provide smart meter functionality to customers.  Id.  Further, Duquesne states that it is more efficient and cost effective to install these new systems along with the smart meter related components of the FOCUS project.  Id. 
The expenses for implementing these systems are for materials, leasing costs, software maintenance, training costs and communication costs associated with advising customers and suppliers of the changes.  Id.  Duquesne will seek to recover these         one-time costs in its next general base rate proceeding pursuant to section 1308(d) of the Public Utility Code.  Id. at 2.  
The OCA filed an Answer to the amended petition on January 10, 2013.  The OCA argues that routine business expenses are not typically afforded deferral treatment.  Answer at 2.  The OCA submits that examples of previous scenarios where the Commission has approved deferred accounting include repairs to avoid imminent threat to public health and safety, hurricane damages, and across the board accounting changes that have a substantial financial impact.  Id. at 3.  The OCA states that the types of costs for which the Commission has previously allowed an exception to the general rule against retroactive recovery of past expenses, and authorized deferred accounting, are extraordinary, unanticipated, non-recurring, and substantial.  Id. 
The OCA argues that in Duquesne’s case, the type of costs in question, costs incurred to upgrade or replace IT systems, does not meet the Commission’s standard for deferral accounting for four reasons.  Id.  First, upgrades to and replacement of IT systems is a part of routine business and is not extraordinary.  Id.  All public utilities require ongoing modifications, upgrades to or even full replacement of their information systems due to the continuing acceleration of technological advancements and changes in standards, which cause older systems or system components to become obsolete.  Id.  Second, the costs incurred from upgrading and replacing existing systems were anticipated because Duquesne has been planning to meet Act 129’s smart meter requirements for several years.  Id.  Also, existing systems could not have been expected to last indefinitely.  Id.  Third, the expenses are not non-recurring because the expense of replacing systems and system components is necessary in order to keep up with advancing technology.  Id. at 4.  Fourth, the estimated cost at $2.9 million does not satisfy the substantial requirement.  Id.  Essentially, the OCA argues that upgrading and replacing technology because it has become obsolete or inefficient is a routine business expense.  
Furthermore, the OCA does not agree with Duquesne’s position that it is distinguishable from Columbia Gas of Pennsylvania (Columbia)
 and similar to Pennsylvania Electric Company (Penelec).
  Id. at 5.  The OCA states that the Commission denied Columbia’s request for deferral concluding that the start-up expenses related to new software development are routine business expenses.  Id.  The OCA states that contrary to Columbia, the Commission granted Penelec’s petition because Penelec incurred costs due to the implementation of a Commission ordered program.  Id.  
The OCA argues that Duquesne’s case is similar to Columbia and distinguishable from Penelec.  The OCA argues that Duquesne’s non-smart meter related expenses are not a “but for” consequence of compliance with a Commission ordered program.  Id.  Even though the replacement of its customer information system is necessitated by the requirement to comply with the smart meter mandates of Act 129, all public utilities require ongoing modifications and upgrades of their information systems, which cause older systems to become obsolete.  Id.  
However, the OCA states that if the Commission decides to grant the petition, it should impose certain conditions.  Id. at 6.  It states we should direct that, if deferred treatment for accounting purposes is granted, it should be clear that this does not guarantee future rate recovery.  Id.  Duquesne should be directed to make its claim for recovery at its first available opportunity.  Id.  Duquesne should limit its claim to actual operations and maintenance expenses and not include straight time and capitalized costs net of any insurance recovery.  Id.  The OCA further recommends that any order we may issue here will not limit the ability of a party to challenge recovery of these costs when Duquesne files it claim.  Id.   

Discussion

Duquesne is requesting that we issue an order granting it the authority to defer, for accounting purposes, $2.87 million in one-time implementation costs related to the replacement of its customer information system.  At this time, Duquesne does not ask us to decide ratemaking treatment for these expenses but only whether it has permission to defer the costs so that it may seek recovery of these expenses in its next base rate case pursuant to section 1308(d) of the Public Utility Code, 66 Pa. C.S. § 1308(d).  A grant of deferred accounting is required to overcome the general rule against retroactive recovery of past expenses.

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 recovery of past expenses.  Deferred accounting treatment is most often granted for expenses incurred as a result of storm damage, but the Commission has approved other types of expense items which are substantial and/or extraordinary.
  This standard does not encompass foreseeable costs incurred for routine business operations.
  

The scope of the type of items that the Commission has previously allowed to be deferred for accounting purposes are generally expenses that are extraordinary, unanticipated, non-recurring, and substantial.  However, Duquesne argues that the Commission’s decision in Penelec supports its request for deferral of the costs of its new customer information system.  In Penelec, the Commission granted deferred accounting treatment for the costs of Penelec’s initial CAP pilot program.  Duquesne argues that its deferral request should be treated the same way that Penelec’s was because both companies’ costs are related to information system development, and both companies had to make the changes to their systems in order to implement Commission ordered programs, the CAP pilot and Act 129.  We do not agree with Duquesne’s logic that simply because the Commission orders implementation of a program, it should receive deferral accounting treatment.  In Penelec, the Commission indicated that the deferral was granted to provide an incentive for implementation of CAP programs.  Penelec at 14.  We have not made a similar finding regarding incentives for Act 129 smart meter implementation.      

Additionally, as noted by the OCA in its Answer, the type of costs in question, costs incurred to upgrade or replace Duquesne’s IT systems, do not meet the Commission’s standard for deferral accounting for four reasons.  First, upgrades to and replacement of IT systems are routine business, not extraordinary.  Second, the costs incurred from upgrading and replacing existing systems were anticipated because Duquesne has been planning to meet Act 129’s smart meter requirements for several years.  Third, the expenses are not non-recurring because the expense of replacing systems and system components is necessary in order to keep up with advancing technology.  Fourth, the estimated cost of $2.87 million does not satisfy the substantial requirement.
      

Because Duquesne has not demonstrated that the costs at issue are: extraordinary, unanticipated, non-recurring, and substantial, the Petition must be denied;  THEREFORE,
IT IS ORDERED:

1.
That Duquesne Light Company’s Petition for Authorization to Defer Expenses for Accounting Purposes Only is denied. 
2. 
That a copy of this Order be served on all parties included in the service list Duquesne Light Company used for serving its petition. 
3. 
That this docket be marked closed. 
[image: image1.png]



BY THE COMMISSION

Rosemary Chiavetta

Secretary

(SEAL)

ORDER ADOPTED:  April 4, 2013
ORDER ENTERED:  April 17, 2013
� The FOCUS project is a customer information system that stands for “for our customers.”


� Act 129 requires all EDCs with more than 100,000 customers to deploy smart-meter technology.  66 Pa. C.S. § 2807.


� Petition of Columbia Gas of Pennsylvania, Inc. for Authority to Defer for Accounting and Financial Reporting Purposes Certain Start Up Expenses Associated with the Redesign and Upgrade of Financial Processes and Information Systems, Docket No. P-2012-2319920 (Order entered December 5, 2012).


� Petition of Pennsylvania Electric Company for an Order Approving its Pilot Customer Assistance Program CAP and Related Ratemaking, Docket No. P-00930718 (Order entered February 23, 1994).





� See, e.g., Petition of Metropolitan Edison Company for Permission to Use Deferred Cost Accounting and Financial Reporting Purposes, Certain Incremental Electric Transmission Charges, Docket No. P�00052143, at 8-9 (Order entered May 5, 2006) (approving deferred accounting for $186 million in costs related to transmission charges because costs were potentially significant, unprecedented, and thus extraordinary); Popowsky v. Pa. PUC, 868 A.2d 606 (Pa. Cmwlth. 2004), (affirming the PUC’s determination that a water utility was entitled to recover increased security costs incurred after the 9/11 terrorist attacks but before the proposed effective date of the utility’s new tariff).  


� See, e.g., Petition of Columbia Gas of Pennsylvania, Inc. for Authority to Defer for Accounting and Financial Reporting Purposes Certain Start Up Expenses Associated with the Redesign and Upgrade of Financial Processes and Information Systems, Docket No. P-2012-2319920 (Order entered December 5, 2012) (denying deferred accounting for costs incurred for start-up expenses attributable to installation of new computer software because it was a routine business expense). 


� In the Joint Petition of Citizen’s Electric Company of Lewisburg and Valley Energy, Inc. to Allow Alternative Deferral Treatment, for Accounting Purposes, of Certain of Special Early Retirement Proposal Costs, Docket No. P-00062203 (Order entered March 17, 2006), we found that the approval of the deferral request was in the public interest and should be granted “because these costs are significant, and the write off of these charges in one fiscal period would negatively impact the consolidated 2005 financial statements for the entire C&T corporate family.”  Id. at 4.
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