



                                  STATE OF MISSOURI

PUBLIC SERVICE COMMISSION

At a Session of the Public Service Commission held at its office in Jefferson City on the 27th day of June, 2002.

In the Matter of Aquila Inc.’s Application for the

)

Issuance of an Accounting Authority Order Relating to
)
Case No. EU-2002-1053
Its Electrical Operations in the Aquila Networks-MPS
)
Division as a Result of a Severe Ice Storm

)


ORDER GRANTING ACCOUNTING AUTHORITY ORDER
On April 24, 2002, Aquila, Inc., filed its Application for an Accounting Authority Order respecting costs incurred due to a severe ice storm in its former Missouri Public Service area in January 2002.  The application does not apply to the Aquila Networks – L&P division (formerly St. Joseph Light & Power Company).  Beginning on January 30, 2002, Aquila’s Missouri Public Service territory experienced the effects of an ice storm of historical proportions that resulted in almost half of the customers in Aquila’s Missouri Public Service territory having their electric service interrupted due to downed power lines.  In some places, ice accumulated to almost two inches in thickness on power lines and tree limbs, resulting in broken power lines, broken utility poles, and customers having electric meter sets ripped off the side of their homes.  Other electric utility systems in the area were also severely affected.  At the height of the disruption, approximately 40 percent of its customers in the area were without service.  In addition to its own service crews, Aquila engaged the services of numerous other crews from other utilities in other states and also hired tree-trimming and removal crews from as far away as Texas.  At the peak of its restoration efforts, Aquila had almost 700 people working long hours to restore service. 

Aquila stated that its Missouri Public Service division has incurred incremental operating expenses of at least $6,000,000 directly related to the ice storm but that final amounts have yet to be determined.  Aquila stated that the financial impact of this storm is not now, and has never been, reflected in the rates that Missouri Public Service division charges for electric service in Missouri.  Aquila requested an order from the Commission authorizing it to defer and record, in the Uniform System of Accounts number 182.3 for the Missouri Public Service division, the incremental operating expenses incurred as a result of the ice storm.  Aquila requested that the order authorize these deferrals to be amortized for financial reporting purposes beginning with the effective date of the Commission’s order and continue over a five-year period.  Aquila also requested that the accounting authority order be issued by the Commission before June 30, 2002, so that it can be contained in the financial release made for the second quarter of Aquila’s 2002 fiscal year.

On June 6, 2002, the Office of the Public Counsel filed its Recommendation and Request for Hearing.  Therein, Public Counsel urges the Commission to grant Aquila’s application conditioned upon six conditions proposed by the Public Counsel.  Those conditions are that :

1. Aquila should be authorized to defer actual incremental operation and maintenance expenses incurred as a direct result of the January 2002 ice storm to Uniform System of Accounts Account 182.3. Such expenses shall be in accordance with Uniform System of Accounts definitions of operation and maintenance expense and shall exclude any costs of or related to expenditures relating to plant-in-service (i.e. capital costs).

2. The Commission should order that any insurance claim proceeds, if applicable, first be used to offset the amount of the incremental expenses deferred.  Any insurance proceeds in excess of the actual incremental expense (to the extent any insurance proceeds exist) shall be used to offset capital additions directly resulting from the ice storm.

3. Aquila should be authorized to immediately begin ratably amortizing the amount deferred to Account 182.3 over a 60-month period upon receipt of a Missouri Public Service Commission Report and Order authorizing an accounting authority order for expenses related to the January 2002 ice storm.

4. Aquila should be required to maintain adequate records supporting the incremental expenses deferred.  Such records shall include, but not be limited to, detailing of outside contractors, food and lodging costs, labor and material costs, procedures and verification for expense versus capitalization determinations, and determination of incremental levels of such costs versus normal on-going levels of costs.  Such records should be available for Public Counsel, Staff, and other intervenors to review.

5. The Commission should not make any findings or inferences as to whether the deferred expenses are reasonable, whether other factors contributed to the damage to the system and the resulting repair/replacement costs incurred, or whether Aquila would have suffered financial harm (i.e. earnings during the period were adequate to compensate Aquila for the costs incurred) absent deferral.  The Commission should reserve the right to consider the ratemaking treatment of the costs deferred and any assertions by parties to a future rate case.

6.
The Commission order should also recognize that the ice storm's effect on the Missouri Public Service division of Aquila and the authorization of an accounting authority order is not related to the issue of whether separate overall cost of service studies for Aquila's divisions within the state of Missouri should be maintained.  The appropriate method of determining the overall cost of service will be determined in a subsequent proceeding.
On June 17, 2002, the Staff of the Commission filed a response to Public Counsel’s recommendation.  Staff stated that it agrees that the costs Aquila seeks to defer are similar to costs for which the Commission has generally issued accounting authority orders.  Staff stated that its preliminary investigation showed that the costs resulting from the event are material to the financial condition of Aquila’s Missouri Public Service division.  Staff generally supported Public Counsel’s recommendation that the Company be granted the requested AAO subject to the six conditions, except that Staff recommended that the five- year amortization period should begin February 1, 2002 (immediately after the two-day ice storm), rather than upon receipt of a Commission order granting the accounting authority order as Public Counsel suggested.  Staff reasoned that the earlier start date for the beginning of the amortization period would avoid an unnecessary delay and ensure timely recognition of cost of the ice storm in Aquila’s financial statements.       

On June 18, Aquila filed a response to Public Counsel’s recommendation.  Aquila stated that it did not object to the conditions listed in that recommendation.  At the prehearing conference held on June 24, both Aquila and Public Counsel stated on the record that they did not object to Staff’s proposed modification.

Since the parties are all in agreement that Aquila should be granted an accounting authority order, and are in agreement as to the conditions that should attach to the granting of the authority, the Commission concludes that granting it will not be detrimental to the public interest.  The Commission will grant the requested accounting authority, subject to the agreed upon conditions. 

IT IS THEREFORE ORDERED:
1.
That the application for an accounting authority order filed by Aquila, Inc. on April 24, 2002, is granted, and Aquila, Inc. is authorized to defer and record, in the Uniform System of Accounts account 182.3 for the Missouri Public Service division, the incremental operating expenses incurred as a result of the ice storm, subject to the following conditions:

A. Aquila is authorized to defer actual incremental operation and maintenance expenses incurred as a direct result of the January 2002 ice storm to Uniform System of Accounts Account 182.3.  Such expenses shall be in accordance with Uniform System of Accounts definitions of operation and maintenance expense and shall exclude any costs of or related to expenditures relating to plant-in-service (i.e. capital costs)

B. Any insurance claim proceeds, if applicable, shall first be used to offset the amount of the incremental expenses deferred.  Any insurance proceeds in excess of the actual incremental expense (to the extent any insurance proceeds exist) shall be used to offset capital additions directly resulting from the ice storm.

C. Aquila shall ratably amortize the amount deferred to Account 182.3 over a five-year period beginning February 1, 2002.

D. Aquila shall maintain adequate records supporting the incremental expenses deferred.  Such records shall include, but not be limited to, detailing of outside contractors, food and lodging costs, labor and material costs, procedures and verification for expense versus capitalization determinations, and determination of incremental levels of such costs versus normal on-going levels of costs.  Such records shall be available for Public Counsel, Staff, and other intervenors to review.

E. The Commission makes no findings or inferences as to whether the deferred expenses are reasonable, whether other factors contributed to the damage to the system and the resulting repair/replacement costs incurred, or whether Aquila would have suffered financial harm (i.e. whether earnings during the period were adequate to compensate Aquila for the costs incurred) absent deferral.  The Commission reserves the right to consider the ratemaking treatment of the costs deferred and any assertions by parties to a future rate case.

F. That the ice storm's effect on the Missouri Public Service division of Aquila and the authorization of an accounting authority order is not related to the issue of whether separate overall cost of service studies for Aquila's divisions within the state of Missouri should be maintained. The appropriate method of determining the overall cost of service will be determined in a subsequent proceeding.
2.
That this order shall become effective on July 7, 2002.

3.
That this case may be closed on July 8, 2002.




BY THE COMMISSION




Dale Hardy Roberts




Secretary/Chief Regulatory Law Judge

( S E A L )

Simmons, Ch., Murray, Lumpe, Gaw and Forbis, CC., concur

Mills, Deputy Chief Regulatory Law Judge
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