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ORDER
	
BY THE COMMISSION:

On March 13, 2014, PPL Electric Utilities Corporation (PPL or Company) filed a Petition for Authorization to Defer, for Accounting Purposes, Certain Substantial, Unanticipated, Non-Recurring, and Extraordinary Meter Inspection and Replacement Expenses (Petition).  PPL is requesting that we issue an order under section 1701of the Public Utility Code (66 Pa. C.S. § 1701, (mandatory system of accounts), granting it the authority to defer, for accounting purposes, unanticipated operation and maintenance (O&M) expenses associated with the inspection and replacement, if necessary, certain of the Company’s meters that have polycarbonate resin backed plates (PRBP Meters) and associated deteriorated customer meter bases. At this time PPL is not requesting that the Commission decide ratemaking treatment for these expenses but only that it has the Commission’s permission to defer the costs so that it may seek recovery of these expenses in the next base rate case filed by the Company pursuant to section 1308(d) of the Public Utility Code, 66 Pa. C.S. § 1308(d).  General Instruction No. 7 of the NARUC System of Accounts permits, upon Commission approval, the debiting of extraordinary items in account No. 434 if they relate to the effects of events and transactions that are not typical or customary business activities of a company.  

The petition was served on the Bureau of Investigation and Enforcement (BIE), Office of Consumer Advocate (OCA), and the Office of Small Business Advocate.  On April 2, 2014, the BIE filed an answer to the petition in opposition of the Petition.  On April 2, 2014, the OCA filed an answer in opposition to the Petition as well as stipulated approval conditions.  On April 2, 2014, the Bureau of Technical Utility Services sent a date request to PPL.  PPL filed responses to the data request on April 23, 2014.

The Petition

PPL is a public utility corporation that furnishes electric service to approximately 1.4 million customers throughout its service territory, which includes all or portions of 29 counties and encompasses approximately 10,000 square miles in eastern and central Pennsylvania.  PPL is a “public utility” as defined in Sections 102 and 2803 of the Pennsylvania Public Utility Code, 66 Pa. C.S. §§ 102, 2803.  

In 2008, PPL began installing new digital PRBP Meters and has installed approximately 130,000 of these meters since that time.  PPL has become aware of a potential issue associated with the combination of aging customer meter bases[footnoteRef:1] that have deteriorated over time and certain PRBP Meters.  As customer meter bases wear out over time, the jaws in the base can lose their strength and the ability to firmly clamp the meter blades.  Over time, this can lead to gaps in the connection between the meter and the meter base, and in certain circumstances, can result in electrical arcing across this gap.  This has been a common issue observed by electrical utility personnel. [1:  PPL notes that meter bases are customer owned equipment and are not owned by PPL. See: Rules for Electric Meter & Service Installations (REMSI) Rule 12 (c) Customer Installs Meter Mounting. https://www.pplelectric.com/at-your-service/electric-rates-and-rules/remsi/list-of-rules/rule-12.aspx#rule12c
] 


                     PPL anticipates that the total incremental O&M expenses incurred will be approximately $25 to $30 million dollars (Expenses).  These expenses include the cost of meter inspection and replacement as well as customer equipment inspection and replacement.  PPL intends to defer its actual incremental O&M costs.  In addition, PPL will incur capital costs associated with the replacement of the damaged PRBP Meters and will capitalize these costs for recovery in future base rate proceedings.

		PPL claims the Expenses are substantial, unanticipated, non-re-recurring, and extraordinary and, therefore, are within the scope of the type of items the Commission has previously allowed to be deferred for accounting purposes.  First, the Company notes that the level of expense is clearly substantial as it is greater in dollar amount than several of PPL’s prior petitions to defer storm damage expenses.[footnoteRef:2]  Second, the costs were unanticipated as PPL couldn’t have reasonably known that the electrical arcing associated with customer’s aging meter bases could damage the PRBP meter which is still widely used in the electrical utility industry.  Third, the problem is non-recurring because PPL will replace, if necessary, the PRBP meters with ones that will resist electrical arcing; therefore the problems associated with these meters will not arise again in the future.  Finally, the Expenses are extraordinary and are not routine business expenses.  Although PPL inspects and replaces meters in its service territory on a routine basis, the level of inspection and replacement at one time to address the extraordinary circumstances associated with the combination of deteriorated customer meter bases with PRBP meters is unprecedented and certainly not routine. [2:  PPl notes that  an estimate $17 million was approved for deferral in Petition of PPL Electric Utilities Corp. for Authority to Defer for Accounting and Financial Reporting Purposes Certain Losses from Extraordinary Storm Damage and to Amortize Such Losses, Docket No. P-00052148 (Aug. 26, 2005) and an estimate $13-$18 million in Accord Petition of PPL Electric Utils. Corp. for Authorization to Defer, for Accounting Purposes, Certain Unanticipated Expenses Relating to Storm Damage from the Late October 2011 Snowstorm, Docket No. P‑2011‑2274298 (Dec. 15, 2011)] 


The OCA opposes the deferral of PPL’s meter inspection and replacement expenses.  The OCA notes that the Expenses are not the type of costs that the Commission has allowed for deferral which are extraordinary, substantial, unanticipated, and non-recurring.  Examples of Commission approved deferrals include hurricane damages, across-the-board accounting changes that have substantial financial impact, and repairs to avoid an imminent threat to public health and safety.  Meter replacement cost and deteriorated meter bases are largely within control of the company, may have been reasonably anticipated, and do not meet the Commission’s standard for deferral accounting.  While PPL has alluded to a public safety risk, the OCA contends meter repair and replacement is a cost in PPL’s normal course of business.  Furthermore the OCA notes that PPL made no mention of attempting to recover these costs from the meter manufacturer.  If the Commission would afford PPL deferred accounting treatment of the Expenses, the OCA would submit that at a minimum the following conditions should apply:
1. That the authorization granted to PPL here for deferred accounting treatment carries no assurance of future rate recovery;
2. That PPL be directed to claim its deferred losses at the first available opportunity;
3. That any authorization for deferred accounting treatment be limited to actual operations and maintenance costs, net of any insurance recovery or recovery from the meter manufacturer, and not to extend to straight time and capitalized costs; and,
4. That any opinion or order in this matter will in no way limit the ability of any party to a future rate case to oppose rate recovery of any of the deferred cost pursuant to the limited authorization granted herein.


BIE also opposes the deferral of the Expenses.  In a broad argument BIE contends that the Expenses are not extraordinary, substantial, unanticipated, or non-recurring.  BIE states that the Expenses are not extraordinary as meter inspection and replacement falls well within the realm of normal and routine business operation expense for a jurisdictional electric distribution company.  The Expenses are not unanticipated as BIE notes that meter inspection and replacement is anticipated by definition, as it represent a business decision made by PPL and not a response to a catastrophic storm causing damage beyond a utilities control.  The Expenses fail to meet the non-recurring standard as the notion that future meter inspection and replacement costs will be flawless or not require the utility to make appropriate adjustments to the program or associated expenses.  There is ambiguity regarding the determination of whether the Expenses are substantial as BIE notes that the Company has some control over costs as they will likely largely consist of incremental labor expense.  BIE further states that the Petition cites Commission Orders where deferred accounting was approved that are not analogous and readily distinguishable from the Expenses of this Petition.

Discussion

	PPL is requesting that we issue an order granting it the authority to defer, for accounting purposes, $25-$30 million for the repair and replacement of PRBP meters and meter bases.  At this time, PPL 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.  In general, substantial, unanticipated, non-recurring, and extraordinary expenses are within the scope of the type of items that the Commission has previously allowed to be deferred for accounting purposes.  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.[footnoteRef:3]  This standard does not encompass foreseeable costs incurred for routine business operations.[footnoteRef:4]   [3:  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).  ]  [4:  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). ] 


                     The Commission has approved prior petitions seeking approval of deferred accounting treatment for extraordinary expenses.  See e.g. Petition of PPL Electric Utilities Corporation for Authorization to Defer, for Accounting Purposes, Certain Unanticipated Expenses Relating to Storm Damage, Docket No. P-2011-2270396 (Opinion and Order Entered December 15, 2011).  Likewise the Commission has denied deferred accounting petitions for extraordinary expenses.  See e.g. Petition of Duquesne Light Company for Authorization to Defer Expenses for Accounting Purposes Only, Docket No. P-2012-2333760 (Opinion and Order Entered on April 17, 2013).
 
The Commission must determine if the Expenses meet the standard for approval of deferred accounting.  While the meter replacement is typically an ordinary cost in the normal course of business, PPL notes that the combination of aging meter bases and PRBP meters has created a situation that meets the Commission’s standard for deferred accounting treatment.  The OCA and BIE do not agree with PPL’s conclusion.

The Commission believes the degree to which the Expenses are substantial, non-recurring, and extraordinary are debatable.  PPL, OCA, and BIE have laid out their arguments in their filings and we do not feel the need to address these arguments now.

Instead, we choose to focus on the standard of anticipation and whether or not the Expenses are unanticipated.  Clearly PPL’s position is that the expenses were unanticipated.  While the Commission believes that PPL did not anticipate that they would need to replace such a large portion of the meters, there was no singular event or incident that suddenly caused these meters to malfunction.  Meter replacement, unlike a typical deferred accounting expense such as storm damage, is largely within the utility’s control.  The meters were replaced under PPL’s control, with PPL choosing to install the meter of their choice onto a meter base they deemed sufficient[footnoteRef:5]. [5:  The Commission notes that meter type is determined by PPL. See: Rules for Electric Meter & Service Installations (REMSI) Rule 12 (b) Capacity Determined by PPL EU:. https://www.pplelectric.com/at-your-service/electric-rates-and-rules/remsi/list-of-rules/rule-12.aspx#rule12c] 


As the meter replacement was ultimately a PPL decision, it is improper to divert financial responsibility from the shareholders to ratepayers.  While the Commission acknowledges PPL’s response to replace meters that may pose a danger to customers, it also must note that it is also PPL’s responsibility to provide safe and reliable power.  Other companies have experienced similar problems such as overheating to newly installed meters causing them to be replaced.  This is not the type of extraordinary expense that the Commission has allowed in the past and it is the Commission’s belief that PPL should be seeking to recover costs from venders rather than ratepayers[footnoteRef:6].  [6:  See petition of PECO Energy Company at  Docket M-2009-02123944] 


Because PPL 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 PPL Electric Utilities Corporation For Authorization to Defer, for Accounting Purposes, Certain Substantial, Unanticipated, Non-Recurring, and Extraordinary Meter Inspection and Replacement Expenses is denied.
 
		2.	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 all or any part of the costs denied deferred treatment by this order. 

3. 	That a copy of this Order be served on all parties included in the service list PPL Electric Utilities Corporation used for serving its petition. 

4. 	That this docket be marked closed. 
			

[image: ]BY THE COMMISSION




Rosemary Chiavetta
Secretary

(SEAL)

ORDER ADOPTED:  June 19, 2014
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