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UNITED STATES OF AMERICA FEDERAL
ENERGY REEGULATORY COMMISSION

Before Commissioners: Pat Wood, III. Chairman:
William I.. Massey. and MNora Mead Brownell.

Accounting, Financial Reporting, and Fate Filing Docket No. EMMO2-7-000
Fequirements for Asset Refirement Obligations

ORDER. NO. 631
FINAL RULE (Issued
Apnl 9, 2003 )
L INTRODUCTION
1. The Federal Energy Eegulatory Commuission (Commission) 1s revising its
regulations to update the accounting, reporting and rate filing requirements. In a Notice
of Proposed Rulemaking (NOPE) issued on October 30, 2002." the Commission proposed

to revise its Uniform Systems of Accounts” for public utilities and licensees.” natural gas

167 FR 69816 (Nov. 19. 2002) and 67 FR. 70890 (Nov. 27. 2002), IV FERC Stats.
& Regs. 7 32.565 (Oct. 30, 2002).

“Section 301(a) of the Federal Power Act (FPA), 16 US.C. 825(a). section 8 of the
Watural Gas Act (NGA), 12 TT5.C. 717g and section 20 of the Interstate Commerce Act
(ICAY49 App U.5.C. 20 (1988), authorize the Commuission to prescribe miles and
regulations concerning accounts, records and memoranda as necessary or appropriate for
the purposes of administering the FPA. WGA and the ICA. The Commission may
prescribe a system of accounts for jurisdictional entities and, after notice and opporfunity
for hearing. may determine the accounts in which particular outlays and receipts will be
entered. charged or credited.

3Part 101 Uniform System of Accounts Prescribed for Public Utilities and
Licensees Subject to the Provisions of the Federal Power Act. See 18 CFER Part 101
(2002).
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Docket No. RMO02-7-000 -2-
companies’ and oil pipeline companies® by establishing uniform accounting requirements
for the recognition of liabilities for legal obligations associated with the refirement of
tangible long-lived assets and the associated capitalization of these amounts as part of the
cost of the asset giving rise to the obligation.

2. An asset retirement obligation is a liability resulting from a legal obligation to
retire or decommission a plant asset. The types of work activifies typically include
removing or dismantling the asset. For example. public utilities have a legal liability to
decommission nuclear plants under cerfain Nuclear Regulatory Commission (NEC)
regulations. The type of activities may inclide the dismantlement and removal of the
reactor vessel and the related contaminated facilities.

3. After carefully considering the comments received. the Commission has
determined that a Final Eule revising ifs accounting regulations. Annual Eeport Forms
(FERC Form Nos. 1. 1-F, 2. 2-A and §). and rate filing requirements for asset retirement
obligations should be 1ssued.

4. The purpose of this Final Rule is to improve the usefulness and transparency of

financial information provided to the Commission and other users of the FEFR.C Forms by

*Part 201 Uniform System of Accounts Prescribed for Natural Gas Companies
Subject to the Provisions of the Natural Gas Act. See 18 CFE Part 201 (2002).

“Part 352 Uniform System of Accounts Prescribed for Oil Pipeline Companies
Subject to the Provisions of the Interstate Commerce Act. See 18 CFR Part 357 (2002).
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Docket No. EM02-7-000 -3-
establishing vniform accounting and reporting requirements for legal obligations

associated with the retirement of tangible long-lived assets. The Commission is of the
view that such requirements are needed because these types of transactions and events are
not clearly or consistently reported. This mile is part of the Commission's ongoing effort to
address emerging accounting developments within the context of the TTniform Systems of
Accounts.

3. The accounting for asset retirement obligations in this mile is consistent with the
accounting and reporting requirements that jurisdictional entifies will use in their general
purpose financial statements provided to shareholders and the Securities Exchange
Commission (e.2.. companies will separately account and report the liability for the asset
retirement obligations, capitalize the asset retirement costs, charge earnings for
depreciation of the asset and charge operating expense for the accretion of the liability).

. The Commission is also revising its rate filing requirements to accommodate the
above-mentioned changes. In that regard. the accounting for asset retirement obligations
will not affect jurisdictional entities’ ability to seek recovery of costs arising from asset
retirement obligations in rates. However, if billings under formula rate tariffs are affected
by the adoption of these accounting requirements, the jurisdictional entity must obtain
approval from the Commission prior to implementing the change for tariff billing
purposes.

7. Finally, the Commission is revising the following Annual Reports: FERE.C Form

Mo. 1, Anmual Feport of Major Public Utilities, Licensees and Others (Form 1); FER.C
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Docket No. EMO02-7-000 i
Form No. 1-F, Annmal REeport of Nonmajor Public Utilities and Licensees (Form 1-F);

FERC Form No. 2, Anmal Eeport of Major Matural Gas Companies (Form 2); FEEC
Form No. 2-A Annual Report of Wonmajor Watural Gas Companies (Form 2-4); and
FERC Form No. 6, Anmual Report of 0il Pipeline Companies (Form §) to include the new
accounts and the revised schedules ®

IT. BACKGROUND

a. The recognition and measurement of legal liabilities associated with the retirement
and decommissioning of long-lived assets by various enfities, including Commission
junisdictional entities, have been inconsistent over the years. Some jurisdictional entities
do not recognize asset retirement obligations in their accounts while other jurisdictional
entifies only recognize the amounts included in the rate sefting process as a component of
accunmulated depreciation. The Commission, in an effort to eliminate the inconsistencies
in accounting practices by jurisdictional entities for asset retirement obligations. issued its
October 30, 2002 Notice of Proposed Rulemaking to revise the accounting regulations,
FERC Annual Report Forms and rate filing requirements for asset refirement ﬂb]igalinﬂs.?
Q. The scope of the MOPE. covered cerfain legal obligations associated with the futre

retirement of long-lived assets. These obligations, generally referred to as asset

%The FERC Annual Reports bear the following OMB approval control numbers:
Form 1 has OMB approval number 1902-0021; Form 1-F has OME approval number
1902-0029; Form 2 has OMB approval number 1902-0028; Form 2-A has OMEB
approval number 1902-0030; and Form 6 has OMB approval number 1902-0022.

TSLU: supra note 1.
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Docket No. RMO2-7-000 -5-

refirement obligations. are legal obligations associated with the retirement of a tangible
long-lived asset that an entity 1s required to seftle as a result of an existing enacted law,
statute, ordinance, or written or oral contract or by legal construction of a confract under
the doctrine of promissory esmppel_ﬂ

10.  In the NOPE. the Commission broadly set forth the proposed accounting
framework for asset refirement obligations as follows:

11.  Anenfity essentially recognizes a liability for the fair value of an asset retirement
obligation at the time the asset is constmucted. acquired. or when a change in the law
creates a legal obligation to perform the retirement activities. Upon inifial recognition of
that liability, an enfity also increases the cost of the related asset that gives rise to the
legal obligation by the same amount. The liability is increased over time until the actual
refirement activity comunences. Additionally, the asset retirement cost capitalized is
depreciated over the same life of the related asset giving rise to the obligation. An entity
1s required to re-measure the liability due to the passage of time and certain other changes
in the estimate of the liability.

12.  Entities will be required to recognize the liabilities for asset retirement obligations
and the related costs as if the new standard had been in effect for all prior periods. The

difference between the amounts at the date of adoption and the amounts previously

See Financial Accounting Standards Statement (FAS) No. 143, Accounting for
Asset Retirement Obligations, issued in Tune 2001. The accounting publication mav be
obtained from FASB at hitp-/wrarw fash org/. Appendix A, paragraphs A2 through A5,
contains a discussion of legal obligations.
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recorded for these items are to be included in net income unless the critena for

recognition of regulatory assets or liabilities are met under Order No. 552.°
IomI. DISCUSSION
13,  The Commuission received 16 comments concerning various aspects of the

proposed rule.!?

The majority of the commenters were generally supportive of the
Commission's effort to provide interpretative guidance on the application of generally
accepted accounting principles to jurisdictional entities that presently file financial
information with the Commission in Annual Report Forms 1. 1-F. 2_ 2-A_and 6.1
14, After carefiil consideration of the comments recerved. the Commission is adopting
the changes and revisions as proposed with certain modifications and clarifications as
discussed below.

A Accounting for the Cumulative Effect Adjustment
15 Upon initial implementation of the new accounting requirements for asset
retirement obligations the Commission proposed that junisdictional enfities establish in

their accounts all of the amounts that would have been recorded therein had these new

requirements alwavys been in effect. The NOPE referred to the accounting entries

*See Order No. 552, 58 FR. 17982 (Apr. 7. 1993). FERC Stats. & Regs..
Regulations Preambles Janary 1901-Tune 19969 30,967 at pp. 30.823-26 (Mar. 31,
1903 for guidance on the recognition of regulatory assets and regulatory liabilities when
certain conditions are met.

195ee Appendix A for Listing of Commenters.

USee Arkansas PSC at P- 2. Deloitte & Touche at p. 1, FirsiEnergy at p. 2,
MNASUCA at pp. 2-3. NEECA at pp. 3-4, Progress Energy at p. 1 and Southern at p. 1.
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Docket Mo. EMO2-7-000 -7-

required to implement this part of the proposal as "transition adjustments." In certain
instances. the transition adjustments could result in a charge or credit to net income. This
charge or credit 15 referred to as the "cumulative effect adjustment” because it represents
the cumulafive difference between all amounts charged to net income for asset retirement
obligations in past periods under the prior accounting method and what would have been
charged to net income in those periods had these new accounting requirements set forth in
the WOPR alwavys been in effect. For rate regulated entities the cumulative effect
adjustment amounts will be recognized as a regulatory asset or liability if the
requirements of Commission Order No. 5352 are met."

16. The Commission proposed to record the cumulative effect adjustment in two
separate amounts. The first porfion of the comulative effect adjustment assumes that all
amounts included in the accummlated depreciation accounts for previously recognized
legal retirement obligations will be considered depreciation of the asset retirement costs
capitalized under the proposed mule. The difference between the amount inclnded in the
accunmilated depreciation for previously recognized legal retirement obligations and the
accumulated depreciation on the capitalized asset retirement costs recognized under the
new accounting requirements will be charged or credited. as appropriate, to nef income or
recognized as a regulatory asset or liability if the requirements of Order No. 532 are met.

The second portion of the cummlative effect adjustment assumes that all amounts related

1’See Order No. 552, supra note 9, for guidance on the recognition of regulatory
assets and regulatory liabilities when certain conditions are met.
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Docket No. RMO2-7-000 -8-

to the accretion of the liability for the asset retirement obligation under the new
requirements would be charged to net income or recogmized as a regulatory asset if the
requirements of Order No. 552 are met.

Comments Beceived:

17. Two commenters assert that the NOPE was unclear as to the initial implementation
details of the proposed accounting miles and seek clarification of this martter in the final
rule.”® The commenters request the Commission to clarify the components included in
the cunmlative effect adjustment. FirstEnergy asserts that the components of the
cumulative effect adjustment may consist of the net of the cummulative aceretion on the
asset retirement obligation, the accummlated depreciation on the related capitalized asset
retirement cost. and the reversal of any previously accrued legal retirement obligation

18.  FirstEnergy notes that the WOPE only addresses amounts incloded in accomulated
depreciation for accruals of previously recognized legal retirement obligations of long-
lived assets. The commenter submits that the Commussion has pernutted amounts related
to legal liabilities associated with the retirement of assets to be recorded in a deferred
credit or liability account rather than in accumulated depreciation. The commenter asserts
further that accruals of previously recognized legal retirement obligations that were

recorded in a deferred credit or in a liability account should be included in the

computation of the cumulative effect adjustment in the final mle.

Bgee FirstEnergy at p. 2 and Progress Energy atp. 2.
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Docket No. RMO02-7-000 -0-
Commission Response:
19, The proposal to establish the cummlative effect adjustment was intended to
simplify implementation of the accounting for asset retirement obligations. However.
based on the comments received the Commission recognizes that the implementation
proposal may have been confusing because the steps were somewhat different than the
ones contained in FAS 143, However. the Commission notes that the cunmlative effect
determination under FAS 143 and thus final rule will resulf in the use of the same
components and produce the same cumulative effect adjustment amount.
200 The Commission finds that since both approaches produce the same cunmlative
effect adjustment for asset retirement obligations, jurisdictional entities may recognize the
iniftial application of the new accounting rules for the cumulative effect adjustment as the
difference between the amounts of previously accrued accummlated legal obligations
associated with the retirement of the asset recognized in the balance sheet prior to
adopting the new accounting requirements and the amount that will be recognized on the
balance sheef under the new accounting requirements. The Commission also finds that in
order to properly determine the proper cumulative effect adjustment, jurisdictional entities
must include the amounts of previously accrued accumulated legal obligations associated
with the retirement of assets recorded in other deferred credits accounts or other liability
accounts in the computation of the cumulative effect adjustment.

B. Fecognition of Regulatory Assets and Liabilities
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21. The Commission proposed that public utilities, licensees and natiral gas
companies recognize regulatory assets and liabilities related fo asset retirement
obligations if the accounting requirements under Order No. 552 are met.**

Comments Received:

22 Several commenters request that the Commission clarify in the final rule the
accounting for the recognition of regulatory assets and liabilities for the effects on
financial operations related to the initial implementation and the period-to-period
accounting for any difference between amounts charged to net income for expenses
related to asset retirement obligations and the amounts recovered in rates for asset
retirement obligation costs.”” The commenters assert that the proposed accounting for the
recognition of the debit cunmlative effect adjustment in account 182 3, Other regulatory
assets, as a regulatory asset 15 not consistent with the accounting for the recognition of the
credit cumulative effect adjustment as a regulatory liability in account 254, Other
regulatory liabilities.'® The commenters suggest that inconsistency arises because the
Commission required that a credit comulative effect adjustment must be recorded as a

regulatory liability in account 254, Other regulatory liabilities, while a debit cumulative

1See Order No. 552. supra note 9, for guidance on the recognition of regulatory
assets and regulatory liabilities when cerfain conditions are met.

See Deloitte & Touche at p. 1. EET at pp. 3-4, Progress Energy at p. 2, and R1TS
atp. 3.

1°See Deloitte & Touche at p. 1. EEI at pp. 3-4, Progress Energy at p. 2, and R1JS
atp. 3.
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Docket No. RMO2-7-000 -11-

effect adjustment must be charged fo net income in account 435, Extraordinary
deductions, or recorded as a regulatory asset in account 182 3, Other regulatory assets, for
part or all of the cunmilative effect adjustment if the requirements of Order No. 352 are
met. One conumenter suggests that the Commission should provide for the recording of
regulatory assets for debit conmilative effect adjustments as being probable of recovery as a
general mile consistent with the Commission's proposed treatment of recording credit
cummlative effect adjustments as regulatory liabilities.

23, Additionally. one commenter recommends that the Commission incorporate the
accounting for the recognition of regulatory assets and liabilities for the initial adoption
and the period-to-period accounting for asset retirement obligations in the requirements of
the Uniform Systems of Accounts under Parts 101 and 2017

Commission Response:

24 The Commuission declines to adopt the commenter's recommendation fo amend the
Uniform System of Accounts under Part 101 and Part 201 of the Commission regulations
to inchide specific accounting instructions for the recognition of regulatory assets and
liabilities for the mitial adoption and the period-to-period accounting for asset retirement
obligations. The accounting instruction for regulatory assets and liabilities as prescribed
in the Uniform Svstems of Accounts in Part 101 and Part 201 adequately addresses the

requirements for regulatory assets or liabilities related to differences in the timing of

'"See EEI at p. 6.
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recognition of asset refirement obligation expenses for financial accounfing purposes and
their recovery in rafes.

25, The Commission established the accounting requirements for recording regulatory
assets and liabilities as set forth in the Uniform Systems of Accounts in Part 101 and Part
201 pursuant to Commission Order No. 552.'% Under these requirements regulatory
assets and liabilities are defined as assets and liabilities that result from ratemaking
actions of regulamrs.lg Fegulatory assets and liabilities generally arise from specific
revenues, expenses, gains, or losses that would have been included in net income
determinations in one period under the general requirements of the Uniform System of
Accounts but for it being probable they will be included in a different period(s) for
purposes of developing the rates the vfility is authonzed fo charge for its utility services
or in the case of regulatory liabilities, for refunds to customers. not provided for in other
accounts, that will be required.*® The term "probable.” as used in Order No. 552 for the

definition of regulatory assets or regulatory liabilifies, refers to that which can be

185ee Order No. 552, supra note 9, for guidance on the recognition of regulatory
assets and regulatory liabilities when certain conditions are met.

PSee paragraph A of account 182 3, Other regulatory assets, and paragraph A of
account 254, Other regulatory liabilities. in 18 CFR Part 101 (Public Utilities and
Licensees), and paragraph A of account 182.3, Other regulatory assets, and paragraph A
of account 254, Other regulatory liabilities. in 18 CFR Part 201 (Natural Gas Companies).

E“S;::e Definition 30 in 18 CFR Part 101 (Public Utilities and Licensees). and
Definition 30 in 18 CFR Part 201 (Natural Gas Companies).
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reasonably be expected or believed on the basis of available evidence or logic but 1s
neither certain nor pmved_zl

26.  Tunsdictional enfities will initially recognize a cummlative effect adjustment and
thereafter record the depreciation of the asset retirement costs in account 403 1,
Diepreciation expense for asset refirtement costs, and the accretion of the liabality for the
asset retirement obligations in account 411.10. Accretion expense. The amounts for
depreciation and accretion expense that will be recognized under the general requirements
of the Uniform Svystems of Accounts and the amount of asset retirement obligation costs
included in cost of service for ratemaking purposes may be different. Recognition of
such differences as regulatory assets and liabilities may be appropriate in some instances,
but not in others. This determination however cannot be made in a generic accounting
rulemaking proceeding. It must instead be made by each individual entity taking into
consideration the jurisdictional enfity’s rate sefting bodies, the specific agreements entered
into between the jurisdictional entity and certain customers regarding the manner in
which costs will be allocated among the parties or other relevant evidence. Therefore, if
the requirements of Order No. 552 are met, a jurisdictional enfity mmst recognize
regulatory assets and lhiabilities for the cumulative effect adjustment and any differences
between the recognition of asset retirement oblizgation expenses for financial accounting

purposes and their recovery in rates.

“'See FERC Stats. & Regs.. Regulations Preambles January 1991-June 1996 %
30.967 at 30.826 (1993).
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Docket No. RMO02-7-000 -14 -
- Anthority to Adjust Accumulated Depreciation (Accounts 108 and 1107

27.  The Comnussion proposed granting public utilities. licensees and natural gas
companies the requisite authority to remove any excess amounts™ from accounts 108 and
110 provided that the amounts were transferred to account 254, Other regulatory
liabilities. >

Comments Beceived:

28. Certain commenters request that the Conunission clarify the authority granted to
jurisdictional entities to adjust the balances in accounts 108 and 110 for existing long-
lived assets with legal retirement obligations ** However. one commenter requests that
the Commission provide explicit authornity to remove all of the previously accrued
amounts for legal obligations to retire or dispose of the long-lived assets recorded in
accounis 108 and 110. Another commenter requests the Commission allow transferring
from accounts 108 and 110 to the new proposed account 230, Asset retirement
obligations, any remaining amounts for previously accrued legal obligations to retire or

dispose of the long-lived assets.

“This excess amount results when the amount of accunmlated depreciation
recogmized for prior accrued legal retirement obligations is greater than the accummulated
depreciation recognized on the capitalized asset retirement costs under the new

requurements.

“See paragraph E to account 108. Accunmlated provision for depreciation of
electric vtility plant (Major only), and paragraph E to account 110, Accumulated
provision for depreciation and amortization of electric utility plant (Nonmajor only), in 18
CFR Part 101 (Public Utilities and Licensees).

**See FFI at pp. 2-3 and Progress Energy at p. 2.
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Docket No. RM02-7-000 -15-
20, Another commenter agrees with the Commission's pregranting authority to public
utilities_ licensees and natural gas companies for the removal of amounts from
accunulated depreciation acconnts associated with asset retitement obligations. However.
the commenter asserts that the Commission should still require public utilities,

licensees and natural gas companies to notify the Commission by submitting a description
and journal entries related to such adjustments to the Commission for amounts transferred
from accounts 108 and 110 to account 254 Other regulatory liabilities, related to anv
existing asset with a legal refirement :::llc:rliga'f:i{:-ﬂ_25

Commission Response:

30.  Affer considenng the comments, the Commission will grant jurisdictional enfities
the anthority to adjust accounts 108, 110 and 253 to properly recognize and record the
liabilities for legal retirement obligations for existing assets. the asset retirement costs and
related accumulated depreciation on the capitalized costs when the amounts that would
otherwise be mcluded in net income deternunations meet the criferia for recognition as
regulatory asset or liability.

31, The Commission notes that there mav be instances where adjustments to accounts
108, 110 and 253 may be required as a result of this final rmule but the criteria for the
recognifion of a regulatory asset or liability for the net income effect 1s not met. While

we pernut jurisdictional entities to make such adjustments our actions here should not be

*“See MoPSC at p. 6.

Att A FERC Order 631 Page 17



Docket No. EWO2-7-000 -16-

construed as approval *® Therefore, the Commission will require that jurisdictional
entities to file with the Conmunission their journal entries along with supporting
information to record any adjustment that affects net income within 60 days of the
effective date of this final mle. The filing must include a description and explanation of
the full particulars for including the amounts in net income.
32.  The filing must also inchude a statement by the public utility, licensee or natiral
gas company of the facts and circumstances and the explicit determinations made by the
junisdictional entity demonstrating that the amounts credited to net income are not
required to be refunded to customers or required fo be recorded as a regulatory liabilify
and must be credited to net income and not included 1n account 254, Other regulatory
liabilities.

B3 Accounting for Cost of Eemoval That Does Not Constitute a Legal

Obligation

33 The Commussion did not propose to change its accounting under Parts 101, 201
and 352 for the cost of removal for amounts that result from other than asset retirement
obligations.

Comments Becerved:

34. Several commenters request that the Commmission specify in the final rule that any

cost of removal for non-legal retirement obligations remain in accnmulated

**The income accounts used to record the cunmlative effect adjustments are
account 434, Extracrdinary income, and account 435, Extraordinary deductions.
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J:ive*pcra:r:1':l’r1'vcu:l..:7 Certain other commenters suggest that the Commussion should make
certain modifications to the Uniforms Systems of Accounts under Part 101 and Part 201
to include the amount of cost of remowval for non-legal obligations as regulatory liabilities

in account 254 Other regulatory liabilities, instead of accumulated depreciation for public
utilities_ licensees and natiral gas cmnpanits_:s

35 One commenter recommends that the Comnussion exclude the cost of remowval that
does not qualify as a legal retirement obligation from the depreciation accrual and instead
capitalize any removal costs related to the asset replaced as part of the costs of replacing
the utility plant and if no replacement of the asset occurs. the cost of removal for non-

legal retiremient obligations should be expensed in the income statement

Commuission Response:

36. As proposed i the NOPR. the rule applies to legal obligations associated with the
retirement of tangible long-lived assets. Under the existing requirements of the Uniform
Systems of Accounts removal costs that are not asset retitement obligations are included
as a component of the depreciation expense and recorded in accunmlated depr&ciaticrﬂ_m

The Commission notes that certain junisdictional entities may have been receiving

*'See EEI at p. 3 and Southern at p. 2.

[

ES;‘E Deloitte & Touche at p. 2 and NASUCA at pp. 2-3.
*See NASUCA at pp. 15-17.

¥5ee Definition 10 in 18 CFR Part 101 (Public Utilities and Licensees).
Definition 10 in 18 CFR Part 201 (Natural Gas Companies), and Definition 12 in 18 CFR
Part 352 (01l Pipeline Companies).
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specific allowances for cost of removal for non-legal retirement obligations as a specific
component in their rates approved by their regulators. The Comnussion did not propose
any changes to its existing accounting requirements for cost of removal for non-legal
retirement obligations. Accordingly, jurisdictional entities are accounting for such costs
consistent with the requirements of the Uniform Systems of Accounts under Part 101 for
public utilities and Heensees, Part 201 for natural gas companies and Part 352 for oil
pipeline companies.

37.  The purpose of this rule is to establish uniform accounting requirements for the
recognition of liabilities for legal obligations associated with the retirement of tangible
long-lived assets. The accounting for removal costs that do not qualify as legal retirement
obligations falls outside the scope of this rule. The Commission 15 aware that there is an
ongoing discussion in the accounfing comnmnity as to whether the cost of remowval should
be considerad as a component of depreciation. However. this 1ssue 15 bevond the scope of
this rule and we are not convinced that there is a need to fundamentally change
accounting concepts at this time.

358. Instead we will require jurisdictional entities to maintain separate subsidiary
records for cost of removal for non-legal retirement obligations that are included as
specific identifiable allowances recorded in accumulated depreciation in order to
separatelv identify such information to facilitate external reporting and for regulatory
analvsis, and rate setting purposes. Therefore. the Commission is amending the

instructions of accounts 108 and 110 in Parts 101, 201 and account 31, Accrued
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depreciation — Carrier property, in Part 332 to require jurisdictional enfities to maintain
separate subsidiary records for the purpose of identifying the amount of specific
allowances collected in rates for non-legal retirement obligations included in the
depreciation accrals.
39 Jurisdictional enfifies must identify and quantify in separate subsidiary records the
amoumts, if any. of previous and current accrued accumulated removal costs for other than
legal retirement oblizgations recorded as part of the depreciation accrual in accounts 108
and 110 for public utilities and licensees. account 108 for natural gas companies, and
account 31 for oil pipeline companies. If junisdictional entities do not have the required
records to separately identify such prior accruals for specific identifiable allowances
collected in rates for non-legal asset refirement obligations recorded in accumulated
depreciation. the Commussion will require that the jurisdictional entities separately
identify and quantify prospectively the amount of current accmals for specific allowances
collected in rates for non-legal retirement obligations.

E Accounts Established for Recording Accretion of Asset Eetirement

Obligations and Depreciation of Asset Retirement Costs

40. The Commission proposed to add a new income statement account entifled account
41110, Accretion expense, in the Uniform Svstems of Accounts in Part 101 and Part 201
to record the accretion of the liability for the asset retirement obligation. The Commission

also proposed to add a new income statement account entitled account 403 .1,
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Depreciation expense for asset retirement costs. in Part 101 and Part 201 to identify the
depreciation expense recorded for capitalized asset retirement costs.

Comments Becerved:

41.  Certain commenters recomunend that the Commission's proposed new account
411.10. Accretion expense, should be renumbered as either account411.11 or an account
number within the range of account 405, Amortization of other electric plant. through
account 407, Amortization of property losses, unrecovered plant and regulatory smdy
costs, which relate fo the amortization of utility plant.

42, Two commenters suggest that the Commission renumber its proposed new account
4031 because it is already being used in the Fural Utilities Service's (FUS) Uniform
System of Accounts.”’ The commenters suggest that the Comumission use account 403.9
to accommodate the Uniform System of Accounts of RUS for its electric cooperatives. -

Comnussion Fesponse:

43. The Commission will not renumber the chart of accounts. The accounting
structure of the Uniform Systems of Acconnts in Part 101 and Part 201 is designed to
meet the accounting and reporting needs of this Commission. Users are permitied to

adapt the Commission's Uniforms Systems of Accounts for their own needs by allowing

3lgee RUS at p. 2 and NRECA at p. 6.

*ISee Rural Utilities Service of the United States Department of Agriculture (RUS)
Uniform System of Accounts, 7 CFR Part 1767, Accounting Requirements for EUS
Electric Bormowers.
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them to create new accounts and subaccounts. Such company generated accounts
howewver. must be reconciled if and when the Conunission subsecquently deternines to use
that account number for its regulatory purposes. Therefore. jurisdictional entities must
reconcile their account numbers accordingly. to the account numbers established by this
rule.

E. Accounts for Recording Asset Retirement Costs
44,  The Commission proposed to add new primary plant accounts within each plant
function fo record the asset retirement costs.

Comments Received:

45, Certam commenters object to the Commission's proposed new primary plant
accounts within account 101 in Part 101 and Part 201 One commenter suggests the
Commission create a new separate asset group called "Asset Retirement Costs" that
separatelv identifies asset retirement costs in financial statements and would facilitate the
exclusion of the asset retirement costs from the rate base in a rate change filing

46. Another commenter suggests that capitalizing asset retirement costs in the new
primary plant accounts could result in increasing personal propertv taxes for three of its

utility operating companies that operate in one state. The commenter recommends that

the asset refirement costs should be recorded as an infangible cost within account 101

33gee General Instruction 3.C. Account Numbering System. in 18 CFR Part 101
(Public Utilities and Licensees) and 18 CFE Part 201 {Natural Gas Companies).

*See FirstEnergy at p. 1. MoPSC at pp. 4-5 and RUS at p. 2.
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under Part 101 and Part 201 in primary plant account 303, Miscellaneous intangible plant.
Ag an alternative. the conumenter also recommends that the Commission mclude the word
"intangible"” in the account instructions of the new asset retirement cost primary plant
accounts proposed by the Commission.

47. One commenter suggests that the Commission's proposed new primary plant
accounts entitled account 359.1, Asset retirement costs for transmission plant, and
account 399 1 Asset retirement costs for general plant, should be renumbered to avoid
leading users to expect these are subaccounis of account 359, RKoeads and trails, under the
transmission plant function and 392 Other intangible plant. under the general plant
function in Part 101.7° The commenter suggests that the Commission use account 351
which 1z currently a reserved account in the list of accounts for the transnussion plant
function. The commenter also suggests that the Commission use account 388 which is
currently not an account used in the list of accounts for the general plant fimction.

Conmmission Response:

48 The Commission finds that these recommendations are not consistent with the
view that asset retirement costs are considered an integral part of the costs of the
particular asset that gives rise to the asset retirement obligations. rather than separate and

distinct assets.

[FE)

3G

A

RUS at p. 2.
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4% The Commission notes that commenters' suggestions will not result in properly
classifving asset retirement costs within the utility plant function associated with the
actual plant assets that give rise to the legal retirement obligations. This result would be
at odds with one of the objectives of the final mule. which 15 to provide proper accounting
for legal obligations associated with the retirement costs.

G Accounting for Gains and Losses for the Settlement of Asset

Eetirement Obligations Related to Electric and Gas Ultility Plant

50. The Commission proposed fo record gains or losses resulting from the settlement
of asset refirement obligations for eleciric and gas utility plant in account 411.4, Gains
from disposition of utility plant. and the account 411.7, Losses from disposition of utility
plant, respectively.

Commments Received:

51. Many of the commenters did not object the Commission's proposed treatment for
gains and losses resulting from the settlement of asset retirement obligations for electric
and gas uhlity ;:nl:amt.3I5 Two commenters believe that the Commission's proposed
treatment is inappropriate in the situation in which a junisdictional entity has recorded. at
the date of adoption of the final mile. a regulatory asset or liability for the full difference
(including third party risk factor) between the asset retirement obligation determined for

accounting purposes and the asset retirement obligation allowed for ratemaking

HSL-E EEI at p. 6 and Southern at p. 2.
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} ER%E-1685-000

PRESIDING ADMINISTRATIVE LAW JUDGE'S
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(Issued March 31, 199%9)
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-+ and refunds -in the manner described therein, should be used for
retail transmission refunds to avoid any inconsistency with its
CTC rate design, while providing this Commissicn the opportunity
to review the way refunds are made.

CPUC and Staff make a geood case for adopting the CPUC
recommendation in lieu of SCE's proposal. Indeed, it assures the
Commission will defer to California and the CPUC with respect to
the design of the CTC, buc yet it provides for this Commission's
review. Morecver, adopting an approach similar to that proposed
in the SDG&E settlement, as pointed ocut by Staff, has the
—w---- - -advantage of providing some consistency among the three
California utilities. Acceordingly, CPUC's proposal for
disposition of refunds to retail customers is adopted.

e . . .
al%2?ﬂL1nnT?f_ag?1ni3Lza?E?gEand_Egnn;al_Exngnﬂg_anﬂ_ﬁﬂnﬂ:al
There are two issues relating to the allocation of

administrative and general (A&3) and general and intangible plant

(G&I) expenses. The first issue relates to the appropriate

method to allocate A&G and G&l expenses among the various SCE
business segments. Staff asserts that it followed longstanding

Commission precedent using labor ratios to allocate certain A&G

and G&I expenses among the business segments. Ex. S-9%, at pp. 7-

10. B8CE advocates the use of a method that groups A&S and G&I

"~ “mosts into three attribution peola: direct, Jjoint or commen. Ex.

SCE-10, at p. 2. SCE believes this approach allows it to

directly assign many costs that would otherwise be considered

v--- ----— general.  Ex. SCE-34, at p. 34, The second issue involwves the
proper classification of certain costs as A&G expenses.

. ..-California disputes the assignment of some specific common costs
to the transmission function. SCE disagrees that the items can
be recovered through distribution rates, Public Purpose Program
funding, or through generation revenues. The_allocation issue
will be addressed first.

A. Allogation Issue

SCE assigns its A&G and G&I costs to generation, ISO
Cransmission and Non-ISO business segments by first grouping
these costs into one of three cost attribution pools: direct,
joint or common. Each pool of costs is then assigned to the
appropriate business segment based on the attribution technigque
specific to that pool. Ex. SCE-10, at pp. 2-3. SCE analyzes
each ceost account, placing costs that are specific to a single
business segment in the direct pool. If the costs are associated
with multiple segments, the costs are placed in the joint cost
pool, but if SCE cannct associate a cost with one segment or set
of segments, the cost is placed in the commcn pool. Id., at
D. 3. SCE uses information available frem its Corporate
Accounting and Records System (CARS) to analyze each accounting
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record to determine which costs belong in which pool,
representing that this identification system enables it to
directly assign many costs that would otherwise be considered

general. Id., at pp. 3I-6&.

One of SCE's goals is to maximize the assignment of costs
and to minimize the use of generic allocation formulas. The
detail inveolwved in its analysis limits the amounts to which
general allocation formulas are applied. Id., at p. 8. The
costs that are in the joint pool are assigned to a business
segment according to cost causative variables. An example of a
cost causatiwve wvariable is relative building occupancy, which is
used to assign janitorial services. Ex. SCE-10, at p. 8. The
costs that end up in the common pool are assigned to segments
using a multi-factor assignment formula based on three equally
weighted variables: operation and mainteEmance (0&M) expenses,
labor costs, and capital expenditures. This multi-facter
allocator allows the attribution of costs baszed on the relative
activity of each segment within the company. Id., at pp. 8-10.

While recognizing that the Commission has preferred the use
of labor ratios to assign A&Q and G&I costs, SCE believes that
its detailed cost and activity analysis affords the opportunity
to directly and indirectly assign many of the costs that were
previcusly considered "general". SCE states that its item-by-
item review and assignment, when compared te a global allocator
such as the labor allocator, demcnstrates the amount by which the
global labor allocator is incorrect. It maintains that if the
difference is significant, then the less accurate global labor
allocator, is unreascnable. Ex. SCE-34, at p. B, In this case,
SCE contends that the difference is in excess of £20 millicn,
about 10 percent of the requested revenue regquirement, and
therefore a significant amount.

SCE asserts that the method it proposes here is conaistent
with the method it uses before the CPUC and adopting that method
here would avoid a whipsaw impact resulting from inconsistent
application of different allocation methodologies. Moreover, SCE
maintains that unbundling heightens the importance of accurate
functionalization. As set ocut above and further explained in its
evidence and briefs, SCE states that it has shown that the labor
method allocator results in unjust and unreasonable rates and its
- methodology is clearly a reasonable methodolegy to use to

allocate A&G and G&I expenses.

Staff takes issue with the approach advocated by SCE. It
states that the labor ratio approach used by the Commission for
many years to allocate both A%XG and G&l expenses is the most
appropriate method. Regarding the allocation of G&I costs, Staff

relies on Minpesota Power and Light Co., 4 FERC 9§ 61,116, at

61,268 ({1578), where the Commission held that G&I costs should be
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- allocated on the basis of labor cost ratios. On rehearing the
Commission said, " . . . a utility may use some basis for
functionalizatien other than labor ratics enly if it can show
that labor ratiocs are unreasonable in its situation [not merely
that its proposed alternative method is reascnablel .” Minnescta
Zower, 4 FERC at 61,150-51. The precedent for using labor ratios
for the allocation of A&G expenses is equally longstanding and
stems from the same case.

Staff contends that to use a method other than labor ratios,
SCE would have to show that its method is wverifiable, easily
applied and an cbjective measure. Tr. $%7. An objective measure
is one that can be fairly applied by different utilities. Tr.
1040. As explained below, Staff states that SCE's method is
complex, -lacks verifiability -and is difficult to apply. Staff
concludes that there is no geed reason tor adopt SCE's CARS
approach and that SCE should continue the use of labor ratio
allocators for both G&I and ALG expenses.

Staff's position is persuasive., Even though the Minnesota
Power precedent is over 20 years old, the Commission in 1998
recently reaffirmed the use of labor ratios te functicnalize G&ET
costs. Portland Geperal Electric Co., 84 FERC Y 61,216, at
62,004 (1558); gee algo Montapa Power Co., 83 FERC § 61,211, at

—- - - 61, 835- (1998}~ -- These- cases-indicate that the arguments that the
"old" precedents are too old, or are no longer relevant, are not
convincing. As expected, the allocaticn methods of the parties
lead to different results, however, this fact aleone dees not make
one method unjust and unreascnable and the other method just and
reasonable. As Staff correctly argues this only establishes that
different results are reached, not that ocne method is neceggarily
superior to the other. The labor approach proposed by the Staff
ig the allocation methed applied for years by the Commission.
SCE, therefore, has the burden of showing that Staff's approach
is unjust and unreasonable and that it's approach is just and
reascnable.

SCE has clearly not shown that its method provides a more
accurate result. BAs demonstrated by Staff and CPUC, SCE's
detailed analysis of costs is lacking. The records produced
lacked function codes (information con the activity performed) or
location codes (geographic information). While SCE made certain
judgments in formulating these assignments, there is no evidence
of how these assignments were made or why certain assignments
were made. Direct assignments of ALG expenses were made without
including any information as to the reascns for such assignments.
Tr. 1000-01. Only two percent of the A&G expenses were allocated
to the direct pool, Ex. 5-38, indicating that there is
insufficient data to make direct assignments. As discussed below
with regard to the classification issue, CPUC while supporting
SCE's methodology, mounts a major challenge to SCE's
classification of certain A&LG items.
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SCE's proposal does not sufficiently establish that its
method is more reliable than the allocation of costs by labor
ratios. SCE has failed to demonstrate that the California
restructuring situation has changed the nature of G&I or ALS
costs and any allocation of such costs. The goal remains to
assign the proper amount of costs to each function, i.e.,
transmission services. The timing of rate cases before this
Commission, and alsc before the CPUC, has at times caused an
amount of uncertainty regarding the assignment of G&I and A&G
costs for recovery in regulated rates. Bur that fact alone dossg
not provide a valid reason to now abandon the labor ratio method
long endorsed by this Commission for many years. Thus, it is
found that SCE has not demonstrated that the labor ratioc method
is unjust and unreascnable and that its proposed methodology is
just and reasonable. For the reascns discussed above, SCE will
be required to submit a compliance filing showing the
calculations for the proper G&I and A&G costs for the regulated
rates based on the labor ratic method advocated by Staff.

B. Classification Issue

The classification issue is relevant only if SCE were to
prevail with regard to its proposed methodology on the allocation
issue. Since it is concluded that SCE has not demonstrated that
the labor ratic alleocation method is unjust and unreascnable, nor
that its allccation method is just and reasonable, the
classification issue is rendered moot. It may nevertheless be
useful tc address the classification positions of the parties
should the Commission prefer SCE's proposal to replace the labor
ratio allocator method with itse item-by-item methodology.

CPUC does not generally contest SCE's allocation methodology
but it deoes contest the inclusion in the IS0 and the transmission
revenue reguirement of a number of A&G cost items that deo not
relate to transmission serwvice. It alleges that the costs relate
to other functions such as Public Purpose Programa, generation,
or distribution. CPUC makes a convincing showing that removing
these A&G expenses from SCE's TO revenue regquirement is
appropriate and will keep SCE from double-collecting the same
cCosts.

ECE has agreed to remove from the transmission revenue
reguirement-two of the items that CPUC challenged. The two items
total %6,215,9%40, of the 56,811,745, amount that CPUC originally
tock issue with. Other concessions by both SCE and CPUC have
brought the amount that CPUC still ceontends is mi=allocated A&S
expenses to 5585,384.

CPUC continues to object to close to 50 A&G expense items,
maintaining that these expense items are not transmission
function costs, nor de they belong in the common pool of costs,
since they specifically relate te other functions. SCE responds
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CAPITAL REASSIGNMENTS)

BEFORE THE PUBLIC UTILITIES CONMMISSION
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=
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1 TABLE AL/PM-12
SoCalGas Summary of Reassisnments %o to Capital

Catepory Heassipnment %o

A&KG Costs 13.3%

Labor Overheads

**Yariahle Pay 37.2%

= Public Liability & Property Damage 24.3%

**Workers" Compensation 26.3%0

#*# Emplovee Benefits 26.3%0

**Employvee Pension & PBOP 26.3%

Warchousing Ri.2%

Purchasing 57.5%

Fleet 21.3%

Shops 12.1%%

Exempt Material 77.3%

Small Tools 12.0M%
3 The summary of Capital Reassignment Rates is shown in Appendix B (SDG&E) and
4 | Appendix F (SoCalGas).
5 C. Diiscussion of Reassignment Percentage Derivation
6 1. A&G Costs
7 A percentage of A&G direct costs in FERC accounts 920 (in part) — A&G Salaries, and
b 921 — Office Supplies & Expenses and shared service Sempra affiliate costs in FERC accoumnt
a 923 {in part) — Outside Services Emploved are reassigned to construction each year in

10 accordance with the Electric Plant Instructions and Gas Plant Instructions of the Code of Federal
11 Regulations. S8oCalGas and SDG&E derive the A& reassignment rate by utilizing the 2021

12 actual A&G costs assigned to capital. To use this method, the applicable A& G costs are mapped
13 from cost centers to FERC accounts 920, 921, and 923. Utilizing the subset of A&G FERC

14 | accounts, the capital reassignment rate of 8.5% (SDGE&E) and 13.3% (SoCalGas) was calculated
15 | by taking the 2021 actual A&G costs assigned (o capital projects and dividing it by 2021 fotal

16 A&G costs of the same FERC accounts **

17 The use of actual costz reassigned to capital to derive the reassignment rate to capital

18 provides consistency with other Clearing Account categories (Le.. Warchousing, Purchasing,

B See Ex. SCG-30- WP SDG&EE-34- WP, WP-47 (SDG&E) and WP-58 (SoCal(as).

ANL/PIMW-2%
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SUBCHAPTER F—ACCOUNTS, NATURAL GAS ACT

PART 201—UNIFORM SYSTEM OF
ACCOUNTS PRESCRIBED FOR
MATURAL GAS COMPANIES SUB-
JECT TO THE PROVISIONS OF THE
MATURAL GAS ACT

AUTHORITY: 15 U.S.0. TIT-TiTw, S301-3437; 42
U.3.C. TI01-T3532, TE51-TR5E0.

SourckE: Order 218, 35 FR 5ELE, Juna 21, 1960,
oniess obherwise nodad.

EDTTURIAL NOTE: For FEDERAL RECISTER Ci-
tations affecting pari 21, see the List of
CFR Socllons Affectéd, which Appears in the
Finding Aluls seciion of the printed wolome
and on OPD ACCBES.

EFFECTIVE DaTe NotE: AL B8 FR 1BING.
APpril 7, 1993, part 201 was amendad by redes-
iEnating definitions 31 throogh 3% 3z 32
throngh 40 and adding a new definition H;
Arcounts 1023 amd 254 were adided under Bal-
ance Sheet Accounts; and Accounts 407.0 and
407.4 wera added under Income Aocounts. The
addsd text contzins mImformaiion collection
and recnrl:l.keeggmg reguiremants and will not
become &l ontil approval has been
riven by the Oflce of Managemant and
Budget.

NoTE: Order 141, 12 FR 8504, Dec. 18, 187,
provides in part a5 Follows:

Prescribing 0 syséiem OF GoCounts for moturel
s compandes under the Niodural Gos Acf The
Federal Power Commission Acting pursgant
to authority granted by the Natural Oas Act
(38 Elat. 821, as amendad; 15 U.5.C. and SEp.
TIT et 3eq.r, particulariy sectioms Bia), IOCA)
and 1§ thersof, and Anding such action nec-
ESZATY and Appropriate for carrying oot the
provizions of 53id Act, ordersd that:

(3} The accompanying system of accounts,
entitled “Uniform System of Accounts Pre-
Scribed for Natoral Gas Companiss Sablect
to the Provisions of the Matural Gas Act,™
and the rulez and regulations contaimed
thersin, be adopled;

() Bald system of accounts and said rules
and regulations contalined thersin be and the
SAme are herehy prescribad and promuolgated
a5 the gystem of actounts and mies and Fog-
alatigns of the Jommizsion &0 be Xept and
observed by natoral gas compantas subject to
the jurisdiction of the Commission, to the
pxtent and in the manner set forth therein;

(o) Bald systam of accounts and mles and
regulations tharein containad as to all nat-
aral gas companies now subject to the juris-
tiction of the Commission, became effective
on January L. 1940, and a5 t0 A0y natural gas
company which may hereafter becoms sob-
Ject to the lurisdiction of the Commizston.

they shall become effective as of the date
when such natural pas company hecomes
subject to the jorisdiction of the Commis-
g0

Unifcim Systerm of Accounis Prescribed ror
Nounal Gos Companles Subject 1o fhe
Prowvisions of the Nafural Gas Act

When used in this system of ac-
connta:

1. Accourids means the accounte pre-
gcribed in this system of accounts.

I, Actwally izsued. as applied to secuo-
rities issued or assumed by the utility,
meane those which have bean sold to
bona fde purchasers for a valuable con-
sideration, those issned as dividends on
stock, and those which have been
issned in accordance with contractoal
requirements direct to trustees of sink-
ing funds.

3. Actually cutstonding, as applied to
spcurities issued or assumed by the
utility. means those which have bean
actually issued and are neither retired
nor held by or for the otiltty: provided,
however, that securities held by trust-
oes ghall be considered as actually oat-
standing.

4. Amortization means the gradoal ax-
tinpuishment of an amoont in an ac-
count by distribnting such amoont
over & fixed period. over the 1ifs of the
assot or Hability to which 1t applies. or
over the period doring which it i5 an-
ticipated the bonefit will be realizad.

8. A. Associgted (affilicted) companies
means compames or persons that di-
rectly or indirectly., through one or
more  intermediaries, control, or are
controlled by, or are onder common
control with the accounting company.

B. Contrel (including the terms “con-
trolling.” "controlled by.” and "onder
common control with') means the pos-
session, drectly or indirectly, of the
power to direct or caonse the direction
of the management and policies of &
company. whether such power is exer-
cigad through one or more intar-
meadiary companies, or alone. or in con-
junction with, or pursuant to an agres-
ment, and whather such power 15 estab-
Hshed throurh a majority or minority

o048
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Federal Energy Regulatory Commission

6. ftem lists. Lists of "{tems" appear-
ing in the texts of the accounts or else-
where herein are for the porposa of
more clearly indicating the application
of the prescribed sccounting. The lists
are intended toc be representative, bot
not exhanstive. The appearance of an
item in a 145t warrants the inclosion of
the itern in the account mentioned
only when the text of the account also
indicates incloslon inasmuch as the
same item frequently appears in more
than one list. The proper entry in each
instance muost be determined by the
texts of the accounts.

7. Ertroordinary tteme. It is the intent
that net income shall refllect all thems
of profit and loss during the pariod
with the exception of prior period ad-
justments as described in parasraph 7.1
and long-term debt as described in
paragraph 17 below. Those items re-
lated to the affects of events and trans-
actlons which have occurred during the
current period and whick are of on-
msual nature and infreqoent ocourrence
shall be considered extraordinary
items. Accordingly. thay will be events
amnd transactions of signdficant effect
which are abnormal and significantiy
different from the ordinary and typical
activities of the company, and which
would not reasonably be expected to
recur in the foreseeable Tfoture. (In de-
termining significance, items shonld ba
consldered individoally and not in the
argregate. Howaever, the effects of a as-
ries of related transactions arising
from a single specific and identifiablie
evant or plan of action should be con-
eidered in the aggrerate.} To be consid-
ered a5 extraordinary onder the abowve
euidelines, an item should be moro
than approdmately 5 percent of in-
come., compuoted before extracrdinary
items. Commission approval munat be
obtained to treat an item of less than
b porcent. ss extraordinary. (See ac-
coonts 434 and 435.)

7d Prior period ttems. A, Items of prof-
it apnd loss melated to the [ollowing
ehall ba accounted for as prior period
adjustments and excluded from the de-
termination of net income for the car-
rent year.

(1) Correction of an error in the fi-
nancial statements of a prior year.

(2] Adjustments that resalt from re-
alization of income tax benefits of pre-

Pt. 201

acquisition oparating loss
carryiorwards of purchased suobsidi-
aries.,

B. All other items of profit and lozs
recognized during the year shall be in-
cluded in the determination of net in-
come for that year.

B. Unoudited ttemz. Whanever a finan-
cial statement i5 required by the Com-
mission, i it 18 Enown that a trans-
action has occurred which affects the
accounts bot the amoont imwolwved in
the transaction and 1ts effect npon the
accounts cannot be determined with
absolate accuracy. the amount shall be
estimated and soch estimated amount
inclnded in the proper sccounts. The
atility 1= not reguired to anticipate
minor items which would not appre-
ciably affect the acconnts.

0, IHzeribution of poy ond erpenses of
employees. The charges to gas plant, op-
arating axpense and other accounts for
sarvices and expensas of employess en-
gaged in activities chargpeable to war-
ious acconnts, such as construcHon,
maintenance. and operations, shall be
based upon the actual time sngaged in
the respective classes of work, or in
case that method is impracticable,
upon the basis of a stody of the $ime
actually engaged doring a represanta-
tive period.

1 Poproll distribution. Underlying ac-
counting data shall be maintained so
that the distribution of the cost of
labor charged direct to the varions ac-
connts will be readily available. Sach
onderlying data shall permit a reason-
ably accurate distribotion to be made
of the cost of labor charged initially to
clearing accoonts so that the total
labor cost may be classified among
construction, cost of remowal, gas oper-
ating fonctions {manofactored zas pro-
duction, natoral gas production and
gathering, prodocts extraction, under-
eround storage, transmission. distribo-
tion, etc. ). and nonotdlity cperations.

11, Accounting fo be on accrucl bosis
A, The utility is required to keep its
acconnts on the accroal basis. This re-
quires the inclusion in iks accounkts of
all Enown transsctions of appreciable
amount which affect the accoumts. IT
hills cowering such transactions have
not been meceived or rendered. the

kil
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Pi. 201

the hedred item enters into the deter-
minaton of net income. Amounts re-
corded in other comprehensive income
ehall be reclassified into earnings in
the same pericd or pariods that the
hedged forecasted ttem enters into the
determination of net income.

24, Accounfing for oeest radirement obii-
QIS

A An osset retiremeni obligotion rep-
resents & liability for the legal obliga-
tion associated with the retdrement of
a tangible long-Hved asset that a whil-
ity 15 required to setbtle as a result of
an existing or enacted law, statute. or-
dinaneca, or written or oral contract or
by legal construction of a contract
onder the doctrine of promissory estop-
pel. An ossef retirement cost
the amount capitalized when the liahil-
ity i8 recognized for the long-lived
asset that gives rise to the legal obliga-
tion. The amount recognized for the -
ability and an associated asset retire-
ment cost shall be stated at the fair
wvaloe of the asset retirement obliga-
tion in the period in which the obliga-
titon i3 incurred.

B. The utility shall initially record a
Hability for an asset retirement oblizra-
tion inm mccoont 20, Amset retdrement
oblipations. and charge the associated
asset retirement costs to pas ubllity
plant and nonatility plant. as appro-
priate, related to the plant that gives
rise to the leral oblipation. The asset
retirement cost shall be deprecisated
over the wseful Iife of the related asset
that gives rise to the oblipations. For
pericds subsequent to the initial re-
cording of the asset retirement obliza-
tion, a otility shall recognize the pe-
riod to pericd changes of the asset re-
tiremont obliFation that result from
the passare of time due to the accre-
tion of the Hability and any subsaguant
measuremant changesa to the initial 1i-
ability for the legal oblipation re-
corded in accoont 230, Asset retlrement
obligations, as followa:

(1) The utility shall record the sccre-
tton of the lability by debiting ac-
coant 411.10, Accretion expense. for gas
atility plant. sccoont 413, Exponses of
gas plant leased to others, for mas
plants leased to others., and accoont
411, Miscellanesous nonoperating im-
coma. for nonutility plant and cred-
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iting account Z30, Asset rebirement ob-
ligations; and

(2} The ubtility ehall rocopnize any
subsequent messorement changes of
the Hability indtdally recorded in ac-
count 230, Assst retiremont. oblipa-
tions, for each specific asset retire-
ment oblipation as an adjustment of
that ltability in account 230 with the
corresponding adjustment to gas otil-
ity plant. zas plant lessed to others,
amnd nonufility plant, as appropriate.
The uotility shall om a Hmely basis
monitor any measurement changes of
the azset retirement obligations.

C. Gains or losses resulting from the
settlement of asset metirement obliga-
tions associabted with ntlity plant re-
sulting from the differsnce between the
amount of the Hability for the asset re-
tirement  obligation incloded in ac-
connt Z30, Asset retirement oblipa-
tions, and the actual amount patd to
settle the oblisation shall be accounted
for as follows:

(1) Gaine shall be credited to account
411.6. Gains from dispositdon of ntdlicy
plant, and;

(2) Lioases shall be chamred to account
4117, Losses from disposition of ntility
plant,

I¥. Gains or lomses on the settlement
of the assat retirement oblipations as-
sociated with nomuotility plant result-
ing from the difference between the
amount of the Hability for the assot re-
tiremant obligatlon in accocunt 230,
Asset retiremment obligations, and the
amount patd to settle the oblipation,
shall be accounted for as follows:

(1) Gaine shall be credited to acocount
41, Miscellansous nonoperating in-
coma, and;

(21 Liosses shall be charred to account
436 5, Other deductions.

E  Separate subsidiary records shall
bo maintained for each asset retire-
ment oblipation showing the initial H-
ability and associated asset retirement
cost, any incremental amonnts of che
liability incuorred in scheagquent report-
ing pericds for additional layers of the
oririnal Hability and related asset re-
tirement cost, the accrebtion of the Ii-
ability, the subsequent measurement
changes to the asset retirement obligza-
tion, the depreciation and amortization
of the asset retirement coste and re-
lated =sccumulated depreciation. and
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the settlement date and actoal amoont
paid to settle the obligation. For pur-
poses of analyses & utility shall main-
tain supporting documentation so as to
be able to furnish accurately and expe-
ditionsly with respect to each asset re-
tirement obligation the full details of
the identity and nature of tha legal ob-
ligation, the wear incurred, the iden-
tity of the plant giving rise to the obli-
gation, the full particulars relating to
each component and suopporting com-
putations related to the measarement
of the asset retirement obliFation.

Zas Plant Insfructions

1. Classification of gas plond ar the af-
fective date of the aystem of cocounts.

A, The gas plant accounts provided
herein are generally the same as thosa
contained in the pror system of ac-
coonis excapt for some changres in clas-
sification in the general sgunipment -ac-
counts. Excapt for these chanpes, the
balances in the varions plant accounts,
as determined under the prior system
of accounts, shoold be carried forward.
Any remaining balance of plant which
has mot yet been classified pursuant to
the requirements of the prior system,
shall be classifled in accordance with
the following instructions.

B. The cost to the otdlity of it= un-
classified plant shsll be ascertatned by
analystz of the utility's records. Ad-
justments shall not be made to record
in wtility plant accounts amounts pre-
viously charged o opersting expanses
or to income dedoctions in accordance
with the uniform system ol accounts in
effect at the time or in accordance
with tha discretion of management as
gxercised under a oniform system of
accounts, or onder accounting prac-
tices pravioosly followed.

C. The detailed gas plant accounts
(301 to 359, inclusive} shall be stated on
the basis of cost to the ntility of plant
constructaed by it and the original cost,
estimataed if mot known. of plant ac-
guired as an operating wnit or system.
The difference between the original
cost as ahove, and the cost to the otil-
ity of mas plant after giving effect to
any accumulated provision for depre-
ciation. depletion, or amortizadon
£hall o recorded in account 114, Gas
Plant Acquisttion Adjustments. Tha
original cost of was plant shall be de-

Pt. 201

tormined by analwais of the atility's
records or those of the predecessor or
vendor companies with respect to gas
plant pravicusly acquired as operating
units or systems and the differences be-
twoen the original cost 50 determined,
less accumulated. provizions for depre-
clation. depletion and amortization,
and the cost to the otility, with nec-
egsary adjustments for retdrements
from the date of acguoisttion, shall be
entered in account 114, Gas Plant Ac-
guisttion Adjustments. Any differsnce
between the cost of gas plant and its
book cost, when not properly incluod-
able in other accounta. shall ba re-
corded in sccoont 116, Other Gas Plant
Adjustments.

D. Plant acquired by leass which
gualifies as capital leass property
under General Instruction 19, Criteria
for Cloazifying Leosez. shall be recorded
in Account 1011, Property under Cap-
ital Leases,

I Gaz plond to be recorded of cosf. A.
All amounnts included in the accounts
for pas plant acquired as an operatinge
omit or =system, except as otherwise
provided im the texts of the intangible
plant accounts, shall be stated at the
cost incurred by the person who first
devotad the property bo utility service.
All other gas plant shall be incloded in
the accounts at the cost incurred by
the utility, except for property ac-
guired by lease which qualifies as cap-
ital lease property under General Inm-
struction 189. Criteric for Clozsifying
Lenses, and is recorded in Account
1011, Property under Capital Leases.
Where the term “cost' is used in the
detailed plant sccoonts, it shall have
the meaning stated in this parssraph.

B. When the consideration given for
proparty 15 other than cash, the value
of smch consideration shall be deter-
mined on a cash basis. (See, however,
definition B.}) In the entry recording
such transaction, the actual consider-
ation shall be described with sufficient
particularity to identify 1t. The ntility
shall be prepared to fornish the Com-
miassion the particolare of its deker-
mination of the cash value of the con-
sideration if other than cash_

C. When property is purchased onder
a plan involving deferred payments, no
charge shall be made to the gas plant
accounts for interest. insurance. or
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