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This Sulemcnt speciriCS how an enterprise tlw a:ua to mea the aitcria for ap
plication or FASB Statement No. 71, Acrountlnt/or the ~f«Uli/Ct:rloin Typa 
of R4u1Dtlon. to all or part or lu npcralioos sbould rqlOrt tlw C\'Uitln lt.s acncnl· 
purpose c:xtcmal 11nano:W SWcmcol.$. 

An au a-prise's opcntions can case to """"' ~criteria fot various rc:uoas, 
IDd~ dc:rqulatloa, a ~ in the method or rquladon, ot a c:h&n&c in the 
OotnpcliUYc cavlronmcnt r« the aucrprise's rqulalcd scrvic:a ot proclucu. Rc
prdlcss of the rc:uoa, an enterprise wbosc operations case t tl mccllbosc criteria 
Jhould di3continuc appliation or t1w Stllsncnl &lid rtpOrt 1N1 diJconlinua~ion 
by diminatina from iu sw...- or Cinaftc:ial posltJon the dfcct.s of any actions of 
rqulaun tlw bad been rCICOpliud as asseu and liabiliUcs pursuant to Sta~ 
mcnt 71 but would not have been rccocnlzcd as asxu and lia'bilit.les by cntcrp<Uc$ 
In ccncraJ. Ho-.th• c:anyina &mOIII\t.s or plant, cqulpmer~~. and In-tory mea. 
surcd and ~cd purswuu to Swcmcnt 71 sbould not be 'ldj UJk<1 unless those as· 
lCU are impaired. In which cue the canyin& ~ of ~ aslCU should be 
rcdua:d 10 rdlo::l tlw lmpainncnt. The IICS dTcc:t or the lld;u,tmcnu should be in
cluded in iDcoCDe or the period or the c:banF aod dalltled as 10ft CIIJI'aOI'dlowy ilan. 

This Slatancnt Is c:(fc:a.ive for dbcontinuations or ~ion of Swcmau 71 
occurrina in ruca~ ycan cndin& aftn- Ocambcr u. 1988. but iu adoplion may be 
delayed until the Issuance of annual 11lWlcial swcmcnt.s Cot the l'beal year thai in· 
dudes Dca:mbcr U , 1989. RetrOIClive application 10 d.bcontinuatioos rq><>ncd 
priot 10 rJ:SC:aJ yean endin& after Ocambcr 1 s. 1988 by raatcment or the 11nancial 
sutemcnu for the period lndudlna the date of diJcontlnuatlon and pcriocU subsc
qucat to the date or the discoal.lnuadon Is pcnniucd but noc required. 
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Sta_, ol f"--a.l ACOMlaiJa& StMdanb No. I t I 

Rq1otawd ~AccoeaiJa& f .w lk DiKoootlaldtloto 
of A.ppblloa of FASB Scart_..l No. 71 

INTRODUCTION 

I. FASDSc.llemcnt No. 11,A«orullinzfortMEJ/tetso/ Cutam TypesofRqu· 
IDt/on, roquires lhal an enterprise's opcntionJ mccs sped ric criccria f« appllation 
or that Slaumou. Sc.llemcnt71 docs not ~css lhc ac:eounrinathat r.hould resull 
when an c:ntuprise's opcntlo'I.S CICaSt to meet those ailetia. Sincx Star~• 71 
wasluucd, cScn:aulatlon or ccnain lndiUirics and dlanaea in l ho mtthod or rq;u · 
Ltllna Olhcn haY<: caused JCVcnal enterprises to discontinue application or Stat<· 
mmt '1 ror somc or aU or their opcnulon.s. 

2. 1M FASB has bcm tnrooncd that tho methods used to occount ror lhOK dis· 
continuatioas have varied iD prac:tlct. to iu Oaobct IS, 1914 Issues Paper, Appli· 
all/on of~ In FASB SllltnMnl of Fillllnd41 A rmu.nllf11 St11ndimJs No. 71 
to £murbt1 Ww:s In tlw Public Uti/il:J lltdllslf7, the Air:!' A Public Utility Sub
commiuee rcques~cd that the Doard specify the &pllfOpriatc IICXOUntina to rdlco 
the disconl.i.n\l&lloo or a.pplic:allon or SWaDCOt 11. 

l. AI a coodillon for ns lnltlal and oontinuina a;.pllcation. St:atemmt71 requires 
lhal an cnurprisc's opcralions mcc1 lht three criteria spcdrled In paralfilpb S or 
Statement " . 

a. 1M -crprisc·s ratea for rqul.tlcd scrvic:a or proctucu provided to iu cus· 
tomas are es~&blishcd by« are wbjeclto &pllfoval by an lndopenclen•. third
party rqul.tlor or by i1s own aowrnina boud empowered hy swure or 
oontrld to es~ablish rau:s lhal bind cwtomcn. 

b. The rqulatcd ratea are dcslancd to rcecover thespcdr~e cntuprlso's eosu or pro
vi4ina chc rqulatcd reMces « producu. 

c. In view of the demand for the rqul:ltcd scrvloel or p1od11W and tile k•d or 
COmpttillon, dina and iodlr.a,lt is rasooablc to IWUmf that rates Itt II levels 
thai wiiii'CC.O\'a' 1 be enttt'pl'lsc's eosu can be dwacd to and collected from cus
tomers.. This au. ion requirea <:IOOsidc:rallo or antidpatcd dlanacs in levels or 
demand « compttilion dwina the rceovay period f« any capil&liud eosu. 
1"--• rderenot omlncd.J 

'I 



mcnt 71 but would not ha~ beet~ rccocnizcd as asscu and labilities by auc:rprUcs 
in cencnl. However, tile canyina amounts or plant, equipment, and lnYCJ'tO<y 
mcasuud &Sid reponed pursuant ID SWcmcnl 1 1t shall not be adjusted unless 
those aucts arc impaiud, in which case the: canyina lllnOUnts of chose aucts shall 
be uduccd to tdlect dw impairment. Whcihcr those aucts h:a~ been impaired 
shall be j udeed in the: same manner as for enterprises in p:n<n1. 1bc net cfrce1 or 
the: adjustments required by this Statement shaU be included in income or the pc· 
riod in which the dlscontinua~ion occu~ and shall bedusified as an extraordinary 
item. 

7. An cnlcrprisc that discontioucs application orStatcmcru 71 s:haD no lonp ru:
opiu the d'rcas or IICiions or a rqulalor u &StcU or liabt'Jitl<:s UlliCSS thc ri&ht to 
rc«ivc paymcnc or the obliption to pay u blS as a rcsuh or pu1 cvcnts or transac
tions and rcprd.Jcss or fututc t.ransiiCiions. 

8. For tile period In which an enterprise rdla:u tile discontinuation of application 
or Statcmcns 71 co all or a separable portjoa or iu opcnWoos. t:bc cntcrprise shaU 
disclose the I"CClSSOU for the dhcoom.inuation met identify the portjoa or its opera. 
lions to which tile application of Slatc:mcnt 71 Is bcina dlscoocloucd. 

9. 1bc dilclosvrc acquilw ol APB Opinioa No.lO, ~1M R.es>du of 
Oprrrltions-Rq#tilf6 t fw E:f/«# 0/ Disposd of 11 ~~/II &siMS:S, tznd 
E:xurlcmJi1111r1, Un-.1 turd lttfte({WftJ/.1 Ocauriltt Ewttu turd 7hr!ISDCiio!ts, for 
~items apply to llloc oct lldjusl:maat l"qqin.cd In elk SlalemCftl or oper
ations as • result or appl)'itl& Ibis Sr .. ..._. 

I The~""""'"" ol plow, cqo ' • Mol in,_ory Cor cmcrprioa "f'PP7U>a Slatcmct 71 
dtrrcr from- lor aotcrpri>cs In_..""" beaut< ol u.. allow.- ror rtmth u>ed durina 
cocuuualon,IN<ft'Ompony p<olil. *"' d iJallowanc>a ol """' ol n>emtlycomplaed pW\II. IIany 
ochct amount.s chat '*VUid ncM be indudabk tn 1hc ca1ryina .amounu o( pb..n;t, cq1.1lpmrn:t. Of In· 
"""""Y by .. _ m "'"""'' (>udl u __.....,ion opcn~lna coou c:apil.allud """"""' oo 
......,..plo 9 of SUtcmc:nc IJJorc iodudodln or""""'..,.;.... U.. conyioa ,.._..,.. ol p~Am, 
equipment,« ift1f'Cnlory. U,osc amount_& thaD bC" aa:ount' J few astnb S.11unms proatbc:s fOf I he 
crrrcu or aato.n' or • rcavta•or. 

) I 
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•· Failure or an crmrpris.c's operations lo c:onlinue lo m<et lhc cri1eria in para· 
lfllpb 5 orsuumcsll71 can rcsull from diffcrcn1 causa. Eumpks ind'udc the fol· 
lowiftJ! 

a. Ouqulatlon 
b. A clw1,e in the rqulator's app<oach 10 sctlina rates from cost·bucd rate mak· 

ina 1o anochcr tform or rqulat~ 
c. Jncrasina compcdl~ thai limits the cnlcrprisc's ability 10 sdl utility services 

cw products a1 rates 1ha1 will ~ cosu 
d. Rcplatory actions rcsuWft& from rcsisunce to ralc inaeucs that limit the en· 

lcrprisc's abDity 10 sdl utility KtViccs or products at rates that will recover c<nlS 

if the cruerprisl: b unable 10 oblaln (or cl-.cs nocto ><del rdkr from prior 
rqulatory IICiions throuah appeals to the regula~ or or lhe couns. 

Rcprdlcss or lhc reason for an cnlcrprisc's discontinuation or application or 
Sutcmcnt 71. this Statcmcru spcci('ocs how !hat dltcontinuation shall be reponed 
In the cnlerpris.c's ,&mcnl-purpose c:xlernal rlnandal 51altma>ts. 

STANDARDS OF flNANClAL ACCOUNTING AND REPORTlNC 

S. When an enterprise clclermincs !hat iu opera~ioru in a rqulatory jurisdiction 
no lonaer JIICCI the cri1eria for appllcatlon or Statemcnl 71, !hat cnlerprUc s!WJ 
dltcontinue applica•lon oflha!Statcmcru to iu operatioos In that jurisdiction. If a 
~Cpat&blc portion or lht mla'pfbt's operations within a rqulltory jjurisdiction 
ceases to meet the criteria for applicatiot\ 'or Sutement 71 , application or that 
Sulementto thai separable porticft s!WI be disconlinucd . That <ituation crCAlcs a 
prcsurnpelon dw application of Statement 71 s!WI be <fuconlinued ror all or 1hc 
enterprise's opcruioru within that rqulalory jurisdiction. Titat presumplion on 
be ovcrcornc by csublbhina l'lal the enterprise's other operations within that juris· 
diction contiouclo meet the criteria for application or Slalcment 71 . 

Accountlnc 10 RdiCCI th• DbconUauaUon 
of Appllcaliotl of Stalem .. l71 

6. When an cntcrprUc: discon1inucs appllwion or Slatcmcnl 71 to all or part or its 
Opcr&UOIU, thai ctllcrprisc: shall dlminllt from it.s Slllcmcnl or financlaJ position 
prepared for acneral-purpos.c c:xlcmal finandal reponing lhccffccu or •ny actions 
or rqulators 1ha1 had been recognized as a.s.seu and ll:abiU1ics pursuaru 10 Slate· 

2 
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A....SIMIII 10 OpltllcHo 30 

10. This Sl.attmc:lll amends ()pinlt-n 30 only to l~olenl that da.uiCoca1ion oft~ 
na ~rr ... or dltcoatinuU., lbc application or Swanm1 71 as an alraO<dinary 
item PllfiiWIIIO parqnph 6of thisStaternt~~l shall be mad~ wilhou1 rcprd to lhe 
crilcria In parauaph 20 or lim Opinion. 

II . This Sla1cmen1 shall be effecdYC for discon1inuallons or applia1ion of S~>••· 
mcn1 71 occurrinaln r~ yean cndlna afler Occcrnbcr 15. 1988. U an enterprise 
has Wucd ronanciat autanmu in which th< j)<Ovoslona of this Sla1emcru have nor 
been apjllkd to a discontin~tlon occurrina in 1~ fi1QI YQI I hat includes Occcrn· 
bcr 15. 1988. the flnanciahtal<mcnu for thdnlcrirn period or t~ discontinualion 
and sublcqucnl inlmm periods witl}io that r~ YQT •hall be rcsuttd. Fot cfucon. 
tinuatlons rtpO<tGd in riiCil yean Cndina prior 10 Deccrnber 15. 1988. rdroactivt 
appliaulon by rcstatcmcnt or lbc linandaluatanmu for lbc period inducfin& t~ 
dau or disconllnuation and periods sublcqucnt to lbc dale or ci"ISCOiltinuation is 
pcrrulned but not required. Any fanancialautemcnu reauted dlall disclose lbc na· 
twe or lbc r<IUtcmcnt and iu cffecl on lncom< befor• wraordirwy i1<mS. a· 
traO<dinary ilems, net Income, and related per shan IITIOIJnu for each period 
rau1td. Interim and annuallinandalatalemenu for periods 1hal ended prior to 
the date or discontinuation or applicatlon or Stat <men I 71 shall nor be r<Stated . 

12. EnlttP<bcs with dbeootinuations occurrin& In r~ yean that indudt Decem· 
bcr 15, 1988 or o-mb<r U, 1989 may clday adopcln& this Sl.attment unlillbc 
luuanc:e of annual financial J!al<rn<n!J for l~e fi~eal year th~l includes 
Oeccmbcr U. 1919. Enla'prisc:s ddayin$ adopcion or this Staltment shall. when 
adopcina this Swtmcnl, rawc Lhdr interim and annuallinandalllatemcnu for 
lbc period lncludina ·~ datt or discontinuation and periods r.ubsequml 10 tlw 
dalt and shall diJCiusc lbc natw< or lbc r<SUt<~mnl and lu tff<et on in.::om• be
fore atraordinary items, C:XU1oordinary itc:m>. nd lo<om<. and rtbttd per share 
amounu for each period r<Stattd. 

Tbe prooislons or thlJ SUII<mtnl nttd 
nol bt appliul co lmmalerhtl htms. 

• 
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T1ris Slalemenl -.adopt«/ by lh• affirmall"" vou of nx membor$ ofrh~ Fi· 
1111ndlll Acrounliltz SlDndimb Bolud. Mr. IA~IWr disslenl«l. 

Mr. Louver diucnu f<Gm the islu&nce or this Sutcmcnt bccawc it does not re
quire !be errocu or all S)j>CCialiu>d practices rouo .. 'Cd whik an enterprise applied 
S!~m!C!II 7110 be cllmillllod from IIH: balance shcr1111hc time the cmcrprilc db· 
con1inucs application of that Statanent. Spccialiud practices whose erreccs are 
not required to be elimiruucd upOn dbcontinuina application or Statement 71 are 
capitalizlnaan allowana: for camingson sllarehold.,s' inves~ment, caphaUzin& in· 
1aes1 on b&soo different from t.hosc permiucd by Suternent 34, and c:apitalizins, 
proOu on intercompany sales. The dfocu or those spedafu.cd practices that arc 
permitted to remain in tbe balan« sheet ha• e b«n reponed as compOnents or as. 
set ao::ounu (inventory and piiJit) that would have existed absent those eompo
nenu rathc:t lhiJI in scparatz asset attOUnts and are said, th"'eforc. not to 
represent as.scts resulting soldy from ac:tions or reauiJcors. Mr. Lauver believes 
thai the err cas of all specialiu>d praaioes followed while a.pplyinc Sutement 71 
are asscu (or liabilities) resulting solely from .ctlons or rqulaton, are sub~ton· 
tlvdy the same rqardless. of balan« sheet cwslroc:ation, and should be d iminatcd 
to cnhaooe sub$equenl comparablllty with other entc:rpriscs lhal arc not subjca to 
Sutnnent 71 and to c:nhancc: dlstinalons from enterprises that continue to be sub
jca to Sutcmcnt 71. 

As Indicated htrc:in, a rationale for conclusions cxpruscd in this Sutnocnt Is 
that, although conceptually corrca to diminote from the balance shc:a all dfcas 
of the speci•liud practices followed while applyinc Sutement7J, the c:os1 or doing 
so, for the practices mentioned In the preocdina parapaph, would acecd the bene· 
fiLS derh ed and that dlmlnation is prohibited by this Statement. Althoush 
Mt. Lauver be1levcs it isa.pproprla!c for astandud setter to refrain from requiring 
a conccplually corm:~ solution when costs arc judaed to ~ benefits. he be· 
licYcs 1: is inappropriate to preclude a conceptually correct solution In financial 
statnnents or an cnu:rprisc tbat concludes that the bcncfiu it perceives willacecd 
the costs that it alone will bear. 

Hon/wr$ o/lh~ Fi1111nd41 Ar:counllnt Slandards Board: 

Dalnls R. Beresford. Chairman 
Viaor H. Drown 
Raymond C. UlUVCt 

J.amcs J Ldscnrin& 
C. AnhJr Nonhrop 
A . Clarence Sampson 
Robcn J. Swic:rinp 
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EXAMPLES OF THE API'UCAnON OF nUS 
STATEMENT TO S PECUlC StTUAnONS 

1). This appendix p<Ovida oatnplcs Of lbc ~pplicallon Of I his SlatemcniiO lOme 
spcciroc situations. Tl>c cxampk:s do noc addrc:u aU possibk applications or 1hls 
Statement. 

.u.ts ~ a..d Sold7 .. Expui..S FaleR~
lo Be Provid<d bylhc R...,.taror 

14. Urlllly A opcn~tcs 101dy in one rqulalory jurisdlclion. AI Occcmbct ll. 
19XI, Utility A condllda, t.aSCIII on CUITcnl m.ukel condllions, lhallt no ion&cr 
-.the aitcria f01r the applic:allon of Slalancnr 71. Urllily A's Sl&lcmcol or ri· 
nandal posltioa a1 D«mmbct 31, 19XI indllda the follo...U.S l1cms: 

• • Dcfcmd purclwcd power COG$ (c:om or power wed for opcratioas in prior pe. ; 
riocls tb&l wu: c>q~CC~allo be • CClrlded from CliSlOmeiS as a rau11 or an auto- ' 
rnatlc adjUJtmcnt clauw) 

b. Dcfcmd COliS of at>anrl()o•d plam (COliS ror wblch •-Y was bc:iQa pro
vided throuah ra1cs) 

c. Dcfcmd COliS o r repalrlll& storm ~ 

liow dlou.ld those: 11cms be rrponed a1 o-mbct 31, 19XI? 

u. AD or lhoJc items should be dlminaled from the cntCf)llisf's Slllmle!ll or fi. 
nandal posWoa wbc:n II - 10 apply SUlal>all 71. The rcsullina dwJo: 10 in· 
come, ncs of any rdalcd tu df'ccu,lbould be rq>Otted as an extraordinary item in 
the period thal indudcs ~ 31, 19X I. The CICflWisc "'-ld no loft&cr ddct 
those cosrs Lndl'q)Oft thctn 111 aaeiS bcc:avsc they could not be rq>Otted as &SKU 
by cnlcrpriscs ln &a~G"al En1upriJes in~ would rqJO<Ia rccevablc for !hose 
kcms only if a ri&biiO receive peymc:n1 emu as a rcsuh or pu1 cvcnu or 1ransac· 
llon.s and rqan!ICS1 Of fu1urc lranuaions (such IJ fuiUiC &ales). 

16. For example, a conl.r¥1 bel ween a supplier and a cuJiomu for 1bc ulc or fuel 
oil may specify thai next year's sales price will be adjUJied bued 011 the supplocr's 
CUITCOI·YQt cotl ur fud oil. E¥CO lhouah il is probeblc I hal a future economic 
bcncri1 (the ability o cJwac a hi&hcr price iD the fui •Jrc) wiU rcsull from lhcsuppli
cr's currmi·YQt COil or fuel oil, no aSS<t c:xisu 111 the end of the cwrcnt year be· 
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c:au.scthe craruactK>cu (sales to t!\C auaomcr) that pvc the supplier control or the 
baKnun in the future. Howcvu. irthe <OOifkl ptoYJdcs that the CU>lomcr is ob
llpaed co pay llddltionaJ .-u related to pasa putdlucs and reprdJcu or ru. 
cun purd\ala. the supplier hu an use~ and it cSoa - maucr whether thai 
paymcal is made io a sin&k amount 0< WI\Cn che CUJiomcr ..;u pay fO< nat )'Qr's 
purctwa. 

Uabllllles R«orded Based Soldy on Acllons ol the f!<tubtor 

17. Utility 8 operates In cwo rcaulatory jurisdiccioru. State I and Slacc 2. Forly 
pm:tnl or U1llhy B's openu.ioru arc located In State I and 60 po:roent in Suatc 2; 
syllcrrt·wldc assets. liabilitlc$. and certain p ins and loua ar(allocated 40 po:rccnt 
tO State I and 60 pcrc:ctlltO State 2. At Dcoanbcr ) I , I~Xl, Ulility 8 condudc:s. 
based on cwnm and c:xpcc:led futun: market ooadotK>cu in State 1. thai it no lcnca 
mccu the criteria fa< application or SWmxnt 71 to iu opcntions in State 1. 
No slmilat ooaditioos aisa io Slate 2. and actions of Slate l's rqulators ate
apcaed co iallucnclc thedcQs;onsofrqul&tors inSWe 2. Utility B'sswcmcsu or 
nlWidal position a1 Dcocmbcr lt. 19X2 includes the roltowlns items: 

Ddcrrcd pjn on rcsuucturina debt, bcina ~ (()( 
ra1e-makina purpo$CS on an alloc:ased bub by bOfh stales 

RcYcnucs colla:led subject 10 refund in prior )'Qrl in State I, 
expcaed to be rdundcd throuah future rates 

How sllould those items be reponed at Dcc:cmbcr ) I, 19X21 

S7S,OOO 

18. The ponlon o r the deferred pin allocable to State I (determined in the CJ<arn· 
pk co be 40 pcroent or $50,000, or $20,000). nn or any related w drecu. should 
be cUmlnaced from the enterprise's swcrrtent of nnandal position "'"ben it COJCS 
to apply Slatcmcsu 71 to iu operations in Slate 1. No adjwamcnt sbould be made 
fO< the deferred pin applicable 10 SWe 2. The r<aulala<y-acated acaual for r.....
nua subject co rdund io SWe I, 11e1 or any r.Uted tu cffecu, should be cfimi. 
nalcd. Wbc:tbcr any liability rdaaed !hereto a.su should be determined under 
~Y a.:ttp~al accountins prindples '"' cntcrp<Ucs in acncnJ. For cxampk. 
IIIIICMIDU that Wtte collcaal in the current Ot pf"io< pcriod.1 for whid! rtfunds wiU 
be made rqordks:s of jul"" SDks should continue to be reponed as liabilities aftet 
application of Sutcrrtent 71 is cftseontinucd. The crcdit 10 income resulting from 
the abovc adjustments. net of any rdated tu dfccu, 'hould he reponed as an O · 

uaordlnaty ltcrrt in th.c period thaaindudes Occ:~mbcr ll, 19Xl. 
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RqvlatO<"J'<O"nO<cl Asscu Rtalllil& from IM R«ordi111 of Dtlerrecl IIICO
'"Cal.d N01 R«opb:ccc fot Rlltc Maldac 

19. Utlllty C operates solely in ooerqulatocy juris<fictlon. Al1und 0. 19Xl, Util
ily C c:ondudc$. based on new lqiU&tioo, t1w il no JooF""""' 1M aiteria for 
application or Statement 71. Utility C bad ldoprtcl FASB SW:cmenl No. 96. A <'-
countlnrforlnccm~ 7lac, in 19Xl and bccauaofapplyinaSutemcnt71 had rt· 1 
cordtcl a rcaulatory-crc:attcl I.SSd or $650,000 for defcrrtcl tucs rcsullin& from 1 
temporary dlrrcrcnccs that had not been recosniud In the ratNIIOikinc process but I' 
thot were expected lO be rCCIOYcrtcl in lM fblurc, What reportina is requittcl for 
that reculaloryoOUted asset? 

20. Utility C should d iminatttlw rcaulatory<rcattclasset from its statement of 
financial position wflcn the cntcrprbe ceases to apply Statement 71. The charac to 
income, net of any rt!aJtcl Wt crrccu, should be r~tcl as an extraordinary ium 
in the period that indudcs June 30, 19Xl. 
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BASIS fOR CONCLUSIONS 

21. This appendix summarizes considerations tllat were dccmcd si&niroam by 
members or til<: Bo;ud in rcaclting the. conclusiOM in this SUtemcnt. II includes 
reuons (or aocq,tinz ccr._in .,jews and rcjcaing othen. Individual Board mcm· 
ben pvc crater wa&)lt tO some raaors than to othcn. 

22. An FASB E!aposure Draft, llqultutd Enttrpri#s-A~mtln: /or IM Dis· 
COtttlnt~~~tion ofltpp/'taJtion of FASB SiDtt~Mnt No. 71. wu i=cd for public 
comment on July 8, 1988. 1lle Board received Sllcuen or comment in respon~ to 
the EJiposurt o.art. The Board condlldcd that it could reach an informed decision 
on thll basis or cxlstina btl ormation without a pubi'JC: hearin&. 

o-.JI Coedusloas oa 1~ DIKototlaaalioa of Awllaltloa or Statemnt 7 I 

23. For an mtcrprisc with operations llut mcc1 the criteria for application or 
Statement 71, actions or a rqulaiOf may result in the rccosnition or asscu and tia· 
biliJlcs because the rqu"rator may specify the amount and timing or ra:osnition of 
allowable cosu for ratMnAklng purposes. 

:M. The cooduslon thai the aiu:ria ofSwtmcm 71 arc no 1onacr mc1 au rtsU!t or 
dwlacs in dm.tn\SI.&nCieS Is 1 si111ifocant event in terms of fiiW1Cial reporting for 
an cniaprlsc. An objective of rmanclal rqxwtlngls to achieve comparability of ac
counting lnfomwioa. Para&nph 119 of FASB Concq>u Statement No .... Quoli· 
tative C114rr;cttrfs#ao/ Aorountilll lllfomtJJtlon, Sl.lles that this objcclivc "is not 
to be attained by makina unlike thinS$ look alike any more than by maldna like 
things look different." In this ins1ancx. aclllclina lhll objective requires rcponina 
the effect or that &lptincant cvmtao that an mtcrprisc that discontinues appliea· 
don or Statement 71 is distln»~ishcd from an enterprise tlw docs not. 

25. When an enterprise determines thll itcx:ucsto meet the criteria for applica· 
t ion or Slatcrncnt 71 , uscu and liabilities recoaniud solely bcca~ of judamtnl$ 
about the effccu of • Lions of the rqulalor ccue to meet the criteria ror rcco&ni· 
tion .. The Board concluded thlltllc chang~ in an:umstanec:S llutlcd to the discon· 
cinuatlon or appliealioo of Statement 71 should be reponed in financial 
Sl.llerucnts. The approach lid forth In the Expo>ute Drafl required adjustlna the 
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mcnt, an!! inventory should be adjusaed to the amountS llw would hzvc bc:cn r<· 
CD<Cicd had Stucmeru 71 neva' been applied but that the cost or ddcnninina and 
rcrnovina the allov.-ancc for funds u.scd durin& c:onsuuaion and intercompany 
prorot and or computin,a the lntctcA llw would ha•e bc:cn c:apitalizcd in ICCOrd· 
ancr with Statement 34 would cxoccd the bcndits derived. 

29. The Board considttcd pmnhtlna but not requiring enterprises that discon 
tinue appliwion of Staocmcnt 71 to adjust thdr canyina amounts or plant. equip· 
mcnt. and inventory to the amounts that would have bc:cn recorded had State· 
mcnt 7 1 never bc:cn Applied. Some BoArd mcmbcn did not believe that Adjust· 
menu tO the carryina amounts of those IWCU were appropriatc absent impair· 
mcnt. Other Board mermben believed the advan~gcs or prescribing a consistent 
method of disconrinuin:a application of Stotcn!Cnt 71 were surrJcicntto outweigh 
their conocrn about prohibit ina an cntcrprise from using wbat those Board mem· 
bc:fS believe to be the conccptually oorra:t approach. For those rcasoas, tbis State· 
mcn1 docs not permit cntcrprisd tbat discorulnue application or Statement 71 to 
adjtm the c:arryiq amounts or plant. equipment. and lnvattO<Y to ~ amounu 
that would baw: bc:cn rcc:ordcd bad Statement 71 neva' been applied. 

30. In dclennlnina the appropriale financial rC'J)O<tina for an cntcrprise that dis· 
continues application of Statement 71, the Board considered wt>dher the ~nt· 
in& for a change In drcumJWICCS should be based on the guidaDc:e cootaincd in 
A I'B Opinion No. 20, Aocowrtinz CMfiiCS. The Board ....,.,Bniz.c:s that the change 
£rom one ac:eountina mo.ld to anolbcs Is an unusual aa:ountina cvcntlhatls dif· 
fcrc:nt from a dlsctetionary change in eccountina bc:eause the former is diaated by 
changed d rr.umsunccs. That ch&nae is IOIDCWbat anaJosous to a "c:banae in csti· 
mat.e effcc:ted by a eh&nJ,e in IICCOuntlnc principle." described in paraaraplu II 
and 32 a( ()pinion 20, thal is requital to be acoounled for anchan&e in estimate. 
The Board concluded that, bc:eau~e the change in circ:umstanccs eliminates the ju.<· 
tifoc:ation for rccognllln.a IWCU and liabilities whose recognition was bas«<10lely 
on judamcnu made about the errcc:t or the rat.,.maldng process, that chanae 
should be reponed as a KJ)3flllc compOnent or net income or the period or the 
chance. 

31. lbcd'JSCOntlnuation of application ofStl1crnent71 may, in somcc:ircurrlstanec. 
1101 meet the criteria roc can.ordinary items in paraaraph 20 of Opinion lO. 
The Board condudcd that a:tra«dinary-ilcm treatment rqxc:scnts a pnetic:al and 
n::uonablc way to dauify the adju.<uncnts rcsultina from the discontinuation or 
Statement 71 in a sut · mcnt of opcnuions. This St&tcmcnt amends Opinion lO to 
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financ .. l otal<mcllll of I he C!IIC<l>f~ 10 11\al 1hcy IIC cornponblc, U lhe lUI< O( 
the chan~ and i:l ruaurcporiocb, wiah a he financial 51alcmcnll cf ocher enacrpriscs 
tlw had ncvu apphed Slaccmcnt 71 , 

26. M051tcspon<Xnas disaJnCC~ whh 11lc EAIMUUJc Dr1fl's rcqulrcmcm 10 adjuJI 
lhe amounts recorded as plant, equipment, and inwnlory 10 lhc amounu thaa 
would ha~ bcal recorded had lhc enterpriSe ne--er apphed Slaannmt 71. The rea · 
soru siva> by lhosc rcsf101'dcnu for noc odJu$1inaahc amounts rceo<ded as plana, 
equipment, and inwnaory when discontinuing the applicalion of Saaccmcna71 In· 
dudcd (a) vicwinathc allowance for funds used durin& conS! ruction u an acupt· 
obi< substhute for intctatthal would ha~ been capitahud under FASB SlaiC~XY~I 
No. 34. O>plraliumon oflnr~ Cost, (b) 1.he &cnetal nocion, as aprcncd in pat· 
~ph U of FAS B C~s Slatcrnent No. S, R«<Jntrion and M=rr-nt in 
FiMrrci#l Slattments of8wsi!ICS1 Ent~rba. a hal "once an asset or liability is rcc· 
opUud, II cootlnucs to be measured at lhc amount initially rccoaniud unail an 
na~~llw cbanacs the &iSCI or liabUity or iu amount occurs and mccu the rccoano· 
tioa criteria," (c) thc prcccdau that the adopcion of Slatcmenl 34 by enterprises in 
~was prospcalvc. and (d) the asscnion that the COli or obta.ini111 the mfor· 
nwloc! nca:uaty 10 adjwtthe amounu rCCO«<ed as plant, cquiprncnl, and invcn · 
lory cxa:eded the benefiu derived from the adjustmcnu. 

2'7. Other ra:pondam aarccd with tbc Exposure Drafl 's rcqulmncntto adjUllthc 
amounu recorded as plant, cqwprncnt, and invmlory 10 1he amounl.llhat v.-ould 
ha~ ~>ten rccocdcd had lhc au.crprisc MVcr applied Statement 71 . Those rcspon
denu viewed lbc dJHcrcnca in amounu recorded as plant, cquipmcna. and in•cn· 
tory due to application of Statement 71 as no different from the scpon~dy 
idcntiracd crrca.s o/ ac:tiom of a rqulator rccosniud as awcu ard labilitlCS, web 
u ddttrcd llonn clama&c cosu or deferred piru on reacquired debe . Those ••· 
spoocla>U aarccd chatt~e amounu should be diminatcd upon the dbconainua
tlon or application' of Statement 71. 

28. Absent impalnncnt, this Slaacrncnt does 1101 permit adjuRmcnt o f the carry
ina amounu or plant, equipment, and inva>tory measured and rceo<dcd pur5<W1t 
to Slacemcnt71 when a a cnt<rprUc do100ntlnucs applleoaion or Slltcmcnt 71 to ~u 
or a ponion of lu operations. Some Board members qtcc llw a he aUowanc:n for 
(unds used durin& con<truaion were an acuptablc wbstitute for lh( amuunu or 
Interest that would ha~ been capitalu.cd in aco:ordancc wiah Stalcm<nt 34 and th•t 
oocc an usa is maJUTed and rccoanaud pursuanl to ~lly accepted account· 
ina principles, lhc COR basiJ of that asset, al»ent impa.irmcna or ahc occurrence of 
ocher ~ts thai cflanae tbc asset or Its omouna, should not be adju$1(d. 011\(t 
Board membcts believe llw, in principle. the carryonaounootnts of plant, equip-
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the tttmt Chat c:laJsifiQIIOCI Of the nc'l effect or dtiCOI\IJ<lUiDC the applicatiOn or Stalcmmt 71 as an otrao<diRllry Item u made wnhout reprd 10 I he criteria in par· qraph 20 or ch,. Opinion . 

n . Some n:JpOndcnu ancncd lllll an tnl~ llw diso:>nlinua 1hoe appllca1lon or Stalcrnenl 71 an jusllfy continued rCICOIJ!ilioo or ....u and liabilities arllina from the ratMna.lli~ process bcuusc or judJmmllabour rhc probabnity or their rccovoery from or payment to nucpaycn. lltosc assertions were cypically based on ddinirlons of assets and liabilities on paravaphs 2.S and lS or FASB Coottpu Stalancnc No. 6, ~nts of FiMnnal Stamn~nrs. which SUJ<: 

Asscu arc ~blc fururc «<DDmic bmcnu oblaincd or conrrollcd 
by a panic:ular entity a.s a raul! of pas&lrOJUAtlloru or cvcnu. 

Liabilities arc probable future sacrifocos of a:coomlc bmcnu am
ina from prcsau obhplions or a paniculat cnt•cy co cransfcr assets or 
proviolc scrvius 10 ocher melt lei in che fucurc as a result of past trans
actions or C"'aUS. (F-noce rdc:rmccs omincd.( 

33. Stalcmcnl 71 rCCJOtRius that in certain circ:unut.at~C><S 1M ratMl\&kin& procc:u provides I lillt betwcat CIOSU and fCYCIIIICS in~ period and rCYC~~uCS in the fu· 111rc. When an cnla'prisc moeu the crireria for the application of Slalcrncnr 7 1, the rate-maldna prOCt:$5 can affca 1M rCICOIJ!illon of asStU and liabilirlcs. The Board bdina chat continulna co ~ ....u Md llabili1ics based JOkly oo juda· mtnu abour 1M rak-malrlna process Is n01 appropriak whm an cnrerprisc: c:ca.cs 10 mec1 the crit.cria few application of SWemtnt 71 . Alter an cntcrpruc c:ca.cs 10 mea the c:rilcria for appllcallon of SWancnt 71, II u in a p®tion oompanoble to Clllcrprlla In a number of Industria thai are subjCCIIO naulallon but do not apply 
Stalcmcr~1 7 1. 

34. Foe-au~scs that cease to meet che criteria roc- applyinc Slatcmoent 71 and continue to bcsubjcaco rate rcauiarlon.rhlt rcautation is similar 10 • contnctual obliaatlon 10 scll&oods or lef'ViCCS in the future at an escablishcd pri~ or ro other fonns of price conuol A cont111a that an enterprise In &criCf'&l believes n probable Of &Cflct"llina hJ&)Ier than normal &fOSS pronu in the future docs OOII'fOYICIC I ba· sl• for the current rccoanlrion of an asset rcprcscntina chc ancicipalcd "Cllccu" &IOU proOu related ro that contracl, not docs it provide a baJiJ for dcfcrrina contraa·rd&lcd cosu that would othawise be characd to Cllpcnsc, Simllarl)', a contract lhll Is probable of JCRCf'llina 1 lower than normal &IOU profit docs noc crcare a liabilily 11olr:ss the conttac1 mecu the criteria of FASB Sutcmcnr No S. 
Ar:countlfll/~>' CO*Iti~~. fOf acxrual or 1 loss contlnacncy. 
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3S. This SWc:ment docs noc provide dcwlcd auidanoe ro. rad1ina iu<ll"lC'lu 
about wbc:lhcr app6cation or Scatemmt 71 should be discontinued. Similarly. 
Statement 71 does noc provide deuilcd JUldantt for reaching jud&rl'.c:nu about 
wbethcs' k lis appropriate to apply Scalcmcnt 71. Because applicability of Sw~ 
ment 71 Is and must ranaln a maucr of Judpncru and boca~ lhc objeelives are 
dear, the Board da:idccl that il was UllllCC<SUrY to prescribe detailed pldanc:c for 
rc:adlinc the judamenu required by this Slatmxnt and by Slatc:mc:nt 71. 

:16. Some respondents asked that this Slatement define the term cous as it Is used 
in the exam,plcs in parqraph 4. Some respondents arJUUI it should be defined as 
·'allowable: c:osu' • and «her respondents arcucd it Jl>ould be clef med as ·'incurred 
oosts.''11le tcnn rosts is used in paraaraph 4 or this Slatcmcnt <:OIUistcnt with iu 
uS2ge in puqraph s of Statema~l 71 . 1u explained in I>Araaraph 67 or the Basb 
for Cooclus;ions lO Scalemcot 71. the term- in paraaraph s or Statement 71 is 
based Oft allowable CXliSU.. 

Applica&a of Ovmdl Coedoalou to s,..dfk llttDS 

)7. The Board concluded tlw the llplltOIIdl required by this Swc:men~ would be 
ea.sicr lO undc:rsl.and and implement with c::umplcs. Tbcrdore, an append.iJc with 
ewnpla is Included. 

38. 11le EJ!p0$Ure Draft indudod. reference to the UJC or estimates, avcn,es, and 
compuwlonal shO<taiU when lmplananlna its provisions because or its rcqu~ 
man to adjust foxed assc:u lo the amoun\J that would ha¥C been I'CCIOnlod had 
Swemau 71 De\'er been~ This St••cmcnt requires sl&nif'ocantly fewer ad· 
justmenu to foxed assets thao the approadl in the Exposwe Dr:art, and the Board 
condu&d t1oa1 ·thespa::ircret......,.to iheto~eof atlmAia, avenges, and compu· 
wlonal sbortcuu was UllllCC<SUrY· 

39. Some ~aponclcnu to the Ezposurc Draft disaarccd with its applocatlon to 
"sq>anblc ponlons" or an enterprise's opcntlon, and otha- respondents sua· 
acsted that .a (CI)anble ponion or an enterprise should be no less than an enter· 
prise's operat.lons within a rqulatory jurisdiction or a reponablc oqrncnt as 
dcfmcd in FASB Slatemcru No. 14, Fi!Uitrdal R~p0rlifl6for !iqlmnts qf a Busi· 
ness Ent"f>ris;L lbose respondents stated that cliscontinuina applialion or Slate· 
mall 71 for a ponlon of an cnterprise'l OpenlliOIU 0< I pot•tion or an cnterpriic's 
operations within a reaulatory jurisdiction would not be meaninarut and r.ould be 
c:onrusina to preparen and usef'J or the financial Slatemenu. Ocher respondents 
aarccd with diseonrinuin&appllatlonofSlatemcru 71 foroepantk po<tionsofan 
<:nterprist's operatM>ns ' .nd indicated that this wa.s c:onsistcnt with the apptiation 

19 



ot Swcmcnt 7 1. Par..,.ph 6 or Statement 71 sates: 

If some or an en~l)(ise's operations art rqul.tted and meet the cri· 
tcria or parqraph 5, this Slatcmcnt $hall be applied to only that por. 
tion of the enterprise's opcntlo~. 

40. This Slatcmc:nl docs not moclory p;uavaph 6 ofSiatcmcnl 71 . Slatt~ne<ll 71 " 
applied 10 t.eparablc po<tions or an enterprise'• operations, and tiKtcfore 1~ dis· 
continuation or application of Slatcm<nt 71 should be applied ro scp.arablc por. 
lions of an cntaprisc's operations. The separab'c ponion m.ty be an cnttrl)(ise's 
opcnotioru within a rqulatory jurisdiction or a smallc1 ponion (sud\ u • cwtomcr 
dass within a rqu.latory jurisdiaion), either or whXll could require the allocation 
of O)'Sictn·..-ilk USiCU and liabilities. 

41 . This StatemCllt does not modify FASB Statement No. 90. Rr&r.ilol~d 
Urlet'prlst:s-Accounlilrtf~ Ab4ndolllrtr~'IU a'ld Dfsollo...,nca of Plllnt Cosls. If 
lbc subsana: of the actions or the rqulator for a separable ponion or an enter· 
priJe's opcral.ioas :is an explicit. but indlrCCI, disallowance of COSU or a recently 
axnpleled plant, that dlsallowancx ahould be a.ccounted for IS pn:scribcd by Statc
ment90. The applicatlo~ ofSwcrncnt71, IS amendcd, IJ not optional . An enter· 
prix's operations that mce1 the critmo for application or Slatcmc:nt 71 arc 
required to be reponed c:onsistau with Statement 71, and ao en~ whose op
crulons ocaJC 10 mCCithe criteria for application of Slatemeru 71 is requ ored 10 dJs. 
eoolinuc application or Statement 71 1S prescribed in this Swcment . 

42.. Tbis Statctncnt requires that the catryina amounts or the plant, equipment, 
md inva~tory mco:surcd and tc<:ocdcd pui'IUIIU 10 Statement 71 noc be adjusttd 
Wlbs tllost usas are Impaired. P&rq;raph 7 or Slatana~t 71 states: 

Authoritat i•e IICICOUntina l)(onounccmcnts that apply to enterprises 
in amcral abo apply to rqulattd cnlcrl)(iscs. However, enterprises 
sub )<:a to this Statement shall apply h inucad or any conflicdna provi· 
sions of su.ndards in other authoritative: p<OCIOUnccmcnts. tFoocnotc 
refercnc:c omilltd.) 

The <:aN)Iinaamounts or plant. equipment, and inventory for enterprises applying 
SUicmcnt 71 differ from those f<X enterprises in cmcraJ only because or the~,. . 
ancc for funds wed durina consuuction, intacompany P<Ofil, and di.allowanccs 
or OCMt.S of rca:ntly cornpleltd plants. rr any or her amounts that would nor be in· 
cluclablc In the carryina amounts or plant, equipment, or inventory by enterprise> 
in JCDCOll art Included in 0< nctttd aponu 1~ coorryin& amounts of pl.tnt, equipo 
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mcnt, and inwrllorJ, u-e .,_nu should be sq>ataled r rom the canyina 
amounu or plant. cqvipctiC'I\1. and ia¥COtory and ~led for as praaibecl 'n 
this Swemcn1. For cwnpk, poa.c:onsuuc:ti opcratlna co.u that ~capital· 
iz.cd punuantto parqn pl1 9 o r Statement 11 rcpracnt t.he crra:u or IOClions o r a 
r~aula101 rt~~~dk:ss or &heir daulflcalion in &he financial Jlllcmcnts and Jhould be 
accounted f« as this ~temcnl prescribes for the errcus or ac~ions or a rqul:uor. 
Anotha- cwnpk or the oeffea or IOCllons oJ a rcaulator tlw would require adJust· 
mcnt Is I he c:umublM diffotr~ If any, bclw.:cn reconlcd dotpreeia!Jon and ~ 
prcciatioo comp11ed usiQa a .,cncrally ~ed method or clcprccbtioo. 

41. ~ • c:spoodc:rus rcqualcd that this Stat<me:nl address the aa:ouncina for 
reapplication o r Swemen1 11 br an mlotrprise 1ha1 had previously discontinued 
appllclllon orSUtcmcnt 11 ror all or a.ponion or Its opoeralions. The Board noted 
1ha1 lhe _,tina for the lnhlal appllcalion or Statemcnl 11 has not bcc.n raised 
as an l$SUC 11w needs to be addtesstd br the Board. In addition, aomc Board mcm· 
bcrs bdicYc dw.~ wvrantlna rcappl.icadoo or Swancnc71 will occur 
rardy, ir *all. Thot Board eoochwla! that lbe ~ f« &be lnitialappllcalion 
or rc:appllcadon or Slatttncnc71 Is beyond the scope or this Swcmau. 

44. ~ respondc:rus suga~ed that lhis SwemenJ ahould ""iultc cfudosuroes 
about the ditcontinuation or appllcatloo or Swcmcn1 71, JUdi as dlsdoslna the 
reasons f« lbe discoolinuation and the ponjoos or themtotrprlse's operations thai 
do and do not apply Slalcmcnt71 , In lldditioo, f O< ClllCrprircs that d!Jcondnue ap
plication or Swcmml 71 but c:oollnuc 10 be subjca to race rcaulacioo, some reo 
spondcnts suaes«d thai che Statement require dltdosure or the rato-malcina 
c:oacqlCJ wed br &be rqulator and the fiOClorslhat arc coruidcred In cstabllshlna 
races and, to lbec:at:a~l.ll&t,PUIC\'mll will be rdlccled Ia future prica,ldcnury 
and quantify those rcaulalorr IIICtions.. 

4l . The Board conduclcd that dbcbl•re or &be rQIOQS ror dlsoocttinuina applica
tion or Swcmoau 11 and dildolun or the portion or an mtotrprlse's opcratioos ror 
wtlich the appllaJioo or Statancnl11 il bc:ina cfuconcinllcd would PfO'ide useful 
information: choercforc. this SUtemen1 requires disclosure or thac inrormHion. 
The Board concluded thalli would not be aPPf'Oprlale 10 require disclosure or lh< 
crreas or reaulatlon for oenccrprl~e;~ that dlseonilnu• application or Statement 71 
but continue 10 be subjca 10 rqulatlon without addrc:sslna disclosure require· 
mcntJ for enterprises tlw have never applied Statcmcnt71 but are •ubjea to rcau· 
lation. Howoevcr, the Boatd CDCIOURICS disdosures about the discontinuation or 
apploc:ation or Statement 11 and eliot nature and eff«tS or cootinutna rcaulllion 
that would mal.r the ftn&naal-cmcnu more inrounauvc and mcaninaful. 
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EIT«tl~ Oalt ud Traltfltion 

46. The Board coruldcrtd wllcthtt thiJ Statement should be applitd retroactively 
to allanerprisa lhar 1\1~ prn!ously disa>ndnucd application of Slalcmcnt 7 1. 
The Board rccosnllled tl\lt applyinathis Slat~t only to future disrontinuations 
would drmbish both comparability of fintndal Statcmcnu a mona mterpr~ that 
hive dlscontinU«<applicatlon of Slatcment 71 usrna diffrrent 01ctl'lods and con· 
siSttney within llt1 enterprbc that reporu diJeontlnuatlons for portions of iu GpCf· 
atioM in different periodi usina dilfnent mrthods. Ahhouah rcquorina 
raaare:mcnt would increase comparabilny amona comp;anin drseontinuin& appli· 
cation or Statement 71 and comisttncy within a few entrrp<liti th:at have pr<"i· 
ously dlscontinualtllt application ofStat~t71to a ponion or their operations 
durin& rtSCal yean cndina before December IS. 1918. t.he Board bd~ tl\ltthosc 
bcncrtU do not jwtlfy 1M cosu that would be tnruntd. Tbcrdorc. alit Board de
cided that application of this Statement should be rcquirtd for discontinuatloru 
oa:uninaln annual periods tndlna aftu thai date. with retroactive application to 
~y tqJCWted dlscontlnuatioru pennitted but not rcquirtd. In no n-:nt 
should 1M Interim or annual r.nancial Slltcmenu for periods that ended priof to 
1M dale or dlscoalil'uatlon o r application or Statement 11 be rnuted. 

47. Some rupoodalu requested a dday or 1M err cain: date or a transition period 
lO allow affecud mlerpriscs the time nccc:ssary to compute tilt effect o r the discon· 
rinuatlon or ~icaalon or Statement 11 pursuant to Ibis Startmcnt and. if occa
sary, llmc to resolve problems acattd by the account ina requirtd by this Statement 
Cor loan indcntura or other apccmcnts. The Board bdicvu that because plant. 
cquipmau, and m'f'CIItory arc oot requited robe rc:swed Cor CCIUin items as was 
requlnd io the &poJurc Dnft, it would be rare tl\lt an cntCfPiisc .. -ould cease to 
meea 1M criteria tor applic:alion or Statcmcru 11 and would not know tilt account· 
ina cffca of the diJeontlnuarion. However, the Board concludtd. pr imorlly be
cause this St.atcmcnt Is bcina lssutd late in the year in wtllch it bccoma efrcaive, to 
allow for a dday in its requited adoption. 
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( ~~of fiuMW Aa:oe-*c Scudatds No. 91 

Rtplakd Ealerpdoct Aa:oe•U.& ror f'fase.la Mau 

111 .-..I ~~~ate of FASB Stal-l No. 71 

INTRODUcnON 

I. FASB SWerncnc No. 71, A«ountlna for IM IVf«Js of Cutoin 7Ypcs of Re1u· 
ltlllt>tt. wu issued In December l!lll.ShM.IyafcadtcSuletna~L wulssued, major 
cvcnu In lb<e dearie udllty lndwuy c:auoed lb<e 8<wd 10 rcvkw lb<e cffccu of the 
Sucemcnc on lhcaccoundna for 1~ events. Aller that revkw, lhc Boord decided 
co amawS Stll""""' 71 co~ more II'Ccifoc: &llldancc on th-. accoundna for 
a«nc of l.bole C>a1U and LO ch&n&e lhc IICalllftlhla for ochen. 

l. FASB Sc.aumcuc No. 90, Rqtd4ud Enkrprlsa- Act:mmtU., for AbcndOII· 
-.rts 11nd DUtzllo~ of Pllrnl Casu. ~ the accow~tlna for aome of 
U.O.C cvau.. This SWancnc amends <;ta,.....,, 11 10 ljiCcify lhc accoundn1 for 
plwe-in plans. 

STANDARDS OF nNANClAL ACCOUNTING AND R£POR11NC 

3. ~term~ plan Is uud in thisSwancnt LO refer LO &II)' IDCihod of rCCOJ· 
niclon or aJJowabk COQSc in r.ues tlw IIIOI!U all or lhc followisla: criteria: 

a Tbc method was adopud by lhc rqubcor in c:onncdlon wilh a major, newly 
complcud plane or the rqulat.cd cnla'prist Ot or one or iu 111 pplicn or a major 
planlldtedulecl for completion In the ocar future (hcrdnafett referred co as ''a 
plane"). 

b. TI1c method defers chc rates Intended 10 rctavcr allowable costs beyond the pc. 
rkld In w:hicb tbosc allowable c:osu would be chatJCd LO CJIPC'UC under per· 

• n. acn... e · Cll*l • etd c:ho c1 c .. ct.is sa.c.a. • tdcr • .a~ ,;.. ....a rrvaaac 
• ~ &.o pcvwidc. rea. 1f:1J 1lolc CIDIU aa be ICI.Vialcw ac-Md Ia 1M&~. allow»blc _....._........,_uodu-rorconoiopoe...........,.·-. 



ally 8CICq)tCd ea>c~W~cltl& priDciples applicabk 10 c:nl<rpriscs in ac:ncnJ. 
c. Tile method elden lt-.c raiCS il>Jc:ndcld 10 ~ allowable COJU ~ the pt. 

riod 1ft whiclllhosc rates would have been ordered unclcr the rate-rna kina m<:lh· 
odJ roucltldy wed prior 10 1982 by that rqulator for &imlbr allowable cosu of 
lh.u rqulal<d cntcrprbc. 

4. I( a phasc.tn plan is ordered by a rtSUialor in c:onnca ion with a plant on "'!Uch 
no subsuntial physical conuruction had been rcrfouncd before Jonuary I, 1988. 
none of the allowable coils that arc deferred for future recovery by the rtSUialor 
under the ptant for ralc·makinc purposes shall be capitalized for acncral·purposc 
rm&Ddal rcportiqa pull)OICS (hacinaOcr rtf erred 10 u "fuuncial rcponina"). 

5. If a phue-UI plan b O<dcrcd by a rtSUiaiOC in conncaion with a plant completed 
before January I, 1988 or a plant on which subuantlal physical conllruclion had 
been performed before January I, 1988. the criteria Jpccificd below JhaU be llj)o 
plied 10 lh.u plan. 1 f the plwe-iD plan mccu all of lhosc aitcria, all allowabk cosu 
lh.u arc dderred for future~ by lhc rqula!or undtt lhc plan JhaU be capi· 
tallud for financial rcponina u a scpara1c assc1 (a defemd clwcc). If any one of 
those altcria is 1101 mel, none of the allowable COSIJ that an deferred for future 
rtCOYCfY by the rqulaiOf under the plan' shall be capltallud for finlnCW rcpon· 
ina. Tbc aiuria to dclcrmlnc wbcthcr capltali•••lon is a~ arc: 

a. The allowable cosu 1ft question arc deferred pursuant 10 a formal plan that hu 
been~ 10 by the rqula!or. 

b. 11lc plan Jpccil1c:s the limine of rCCO¥a"Y or all allowabk cosu that will be de· 
ferred under the plan. 

c. All aJiowabk cosu deferred omclcr the plan arc adlCidu.Jc:d for ~ within 10 
ynn of the elate when dcfcrrab tq!n, 

d. 1be pcrc:a11qe inacuc in rates scheduled under the plan f01 cadi future )Ut is 
no pcater than the pcn:mlaCC lftcrcuc in rates scbcduled under the plan rnr 
each lmmclddtdy PfC!CCdln& year. That is, the scbcdulecl peroentaaclncreuc in 
year two is no pcater llWI the peroentaac increuc .,anl<d in year one, the 
adlCidulcd peroentaac increase in year tluce is no puler than the acheduled per· 
<XfltaCC increuc in year two. and JO forth. 

2..,._..._, lh.u.,.. tld<md for IV1w< ,_,. bylhc rqvlaJor uncia the pltn' comilt ol 
all allowable coou tldnnd lor .......W.in& por<JIOI<S ....sa lhc plaft llc)oor! the period "' wbich 
..--coouwouldbcdwpdtoa--_..a,_.,.s_Jna~ 
appltcabk 10 -..prisa In -"'· 
lkfcr 10 fOOUitlllc 1. 
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&. EacqlluJMo>'lded 1111 ~ llofllris Sltltr"1<111.. wbcD aD c:aiAhla ~ 
plul is -.:Grood «a ocw plu II ontcnd 10 ~ « .. pple m o• aa c:a11W1a plan, 
the lbcM eriteria lhlll be lpp&d lillhc eombitlalloa or lbc oc'iPW plan and 1.he 
new plan. 1be dale whea defcmls be$in, wed In applyina the criiCO"Ion In para. 
araph S(c), would be lbc: dale otlhe eatllal ddtrnl undCO' dl.helr the new or I he old 
plan, and the nna1 m:o-r dal.c would be the dal.c or lbc lasl ~or aU 
a'DOWII.I defcmd uada' lbc plus. 

7. A pbuo1n plan, asddlned In p&~qn~pb J, Is a mel hod or rak oaltinalntcndcd 
10 moderate aauddcsl iocn:uc In nua wblk prollichna the rqulalcd enterprise wUh 
1 ewwa 1 of kiln-aod a i'ClllfU on thallirooalmeDt duriaa lbc rtw¥UJ pe. 
riod.. A~ is a race='""' aaion thM pmau lbc rqulaud crucrprise 
!10111 ,_.._. citbo:r- amouat or its in....-«tome- or Rfllm 
oaiuin-LSm...-t9ChpcdriCSihc~tlQafor~ofpl:ant 
cosu. Jr a .-hod o( me m.ak.laa thal iDCdl the crilcria of lb:ls Statancnt for a 
pba»4o plu illcludcs an IDdlncl dllallowa.ac:e of pLiill co.u, thal dllallowa.ac:e 
tlWI be -led roc in~ trilh scar ,. "' 90. 

AllowaM>Ifwl!arwlilp•S: .,u "t'lao · acC ¢!r Pw41w 
••-k .. Pwlla .. 

I . U spoc:Uled cril.cria aTe mel,~ 9 of SWGIICIII71 rcquira capit•tin•io<l 
or aal.ocuned COli thai would ocbcrwile be dlarpd 10 CQ!C11K. All allowiDc:c for 
amiap oa llwdlolokn' In~ Is noc "aalocurTal COil thal would ocher· 
wise be dwp!IO c:x:ptnK.' • AalarcllilaiJ, IUdl m allowaDot &ball noc be c:aphal· 
1za1 punuan110 puqmp~~ 9 or Scarcmcm 71. 

9. lnspcclf\cd clrcnmst•DCCI, ~ UofSialcmall71 requlraoplt•lintlon 
of an allow&ncc for csmlnal oa lhareholdcn'lnwamcnt (a dcsianatcd COil or eq
uity funds) dwiq COOSIIUCdon. Panlpapb $or lhls Statcmcm rcqulrca capilaliza· 
lloo of an allowance for csmlnp on llwdlolclcn' lnvalmenl for qualif)'ina 
pbase.ln plaN. If ll!lallowanoc forCIIf'llillpoo lbaidloldcn' in-.omtls capilal· 
Wid for ~matinapw))OIIa ocher tlwl dUJina COIIJUIICiion «as pen or a phase-

.,...,_ .. __ lew_,... __ I O t ···---.. -·cw.-.11 
laoaodoti iO ~~a .. ~~w -· ,....... ...... ,.,_ ... "'dp ....... ol equily ,.., .... -"' potll• 
ppb IS ol S<at.cmalt71. 
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In plan, the amount capltallud for rate-rnakina pvri)OICS Jhall - b< c:apilaliud 
for financial rcponjna. 

10. Cllmulativc unounu c:a~ 11nc:kr pll&K-m pl.anJ allall be rC'PQilalll 1 

aeparaa.e IWd in the b&lanc>e 51\e(t. The net -nt c:apll.lltUd In -'> period or 
the nn ~mount or p<eviou•ly c:apll.lliud allowable COlli recovered durin&-'> pe
riod mall b< reponed as a tq)VIte item or other Income 01 eJC(>CIUC in the in«>mc 
ll.ltcmcnt. Allowable cosu capltaltr.cd 1hall not be reported u ocductions or other 
CllpmlC$, 

II . ~ tt:rml or My phase-1n plaJu in dfo::t durin& the ,_.or ordered ro. futur< 
run allalJ be divloftd This SWancnt ~ - pamic c:apiWizatloo for fiiWICial 
l'qiOrllna of allowable Q)SlS deftrrcd fO< futW'< recovery by the rqulator punuant 
co a ~ plan thai doa -meet the aiuril of p1111111pll s or this sw.mc..c 
or a plluo.in plan rdalcd to a plant oo wbldt aubswWal pii)'Jlcal COIUU'UCtioo was 
- COI1\plc:ced bdor< Jano.wy I, 1918. Ncvatbdcu, the ft.IWICial u•tnncntJ sball 
lndlldc dbc:ioAm or the net amount deftrrcd at the balanCic lbc:d c1a1< r or m... 
mat1na purposes and !be ncs chanac in ddcrn.ls for ratc.matlrta purposes durioa 
the,_. for thole plans. 

""--'• ~ .. Qar.•,•t n'l.-t ~ ' "' 
lolt tlttc..._ 

11. T'bc natW'< aod amowu.s of &ftY alJowanc< Cor caminp on $1ureboldcrs· in
YUIIIICIIl c:t~piuliud for 1"11<-maltioa purposes but - c:apltallud fcx l'inmcW r<· 
portiQa dWI b< divloftd. 

A fRIItsto~PrciDT.,....,.ll 

ll. This Stotcmenl am<ndJ Stalnncnu 71 and 90 OJ follows: 

L The followina sentence h added to the end or Lh< fOOinol<, added by pata&n~ph 

• 



9(b) or S&a•C~~~mlliO. a1 lhe end or lhe rn 1a11eocc or ~ 9 or Sure· 
mau71: 

J>lwe.ln pqas Jb.all be -..ud for In accordance wirh FASB Su~anenr 
No. 92. R~pltllld ~Alto<iii/iiit/or ~ PftiM. 

b. ~ 13 olSca•:mcac 71, .. •........W by~ 90, Is supcrscdcd by 
the followinl: 

A~tx B, Slll""""'l 90, mel sa.- 92 i11wtra1.c lhc ecmnnti"& for 
lhedl'ecuolrc:pa1alloft. 

c. Patqrapb 14 ol SWcmcnl71 Is tupcncdcd by lhc followin" 

'The followilla JpOdnc: IWidarcla and the IWidarcla in SWanmu 90 and 92 
arc derived fromlbe ~ IIMdards &I~ 9-12. The: specir~e stan· 
d.vds In .....,ap~u IS-17 Md tbc: SWidatds In $1•1,..,1 90 aod 92 IIWl 
- be used .. pidance f« ochc:r "AA'blirm of tbc: ~ aanduds In 
panppbs 9-11. 

d. ~ 9(d) or Scar,.., 90 Is cldoud. 

14. Except u pc0fidc41n .,..~ 17 bdow,lhla seer-llball be dTCCiiY< for 
fllcal ,._. bc&im'n1 after I)N)cmbcf IS, 1917 ad lnlcrirD pc:tloda within lho5c: 
fiiCIII JQn. fda' 114"" IJfillll it..,.._ At tbe c111t or lllll.bl aw'Ation or 
lhla so·•-, cxisdfta ph= In plans lball be cvalualed UDder the crilcria or pan· 
p!lpb S of Ibis s.. n M U 1'-c al:stiD& plans do- .-a lbolie critaia. aD al· 
lowablc C01U ddcmd by lhe l'q\lla1oo' UftCkr lholc phue.in plans' that haY< 
~Y been capiullivld lball be wrinc:n orr. The: provisions or lhb SW<mm1 
lh&lllddrcu c:apkalizalion or 1111 allowance f« caminal 011 dwdlol<kn' invest· 
mau achc:r !hill duriq ,c:onJU'IIClloa oc as pa11 of a plwo-ln plan (parapaplu 8 
and 9) shall not be applied to amounu c:aptlaliud In riSC&l )Uti prior ro the Initial 
appllc:atloa or this SWcmc:nr. 

Slldaoor-1. 



U. ~ op~'ic:e•lon or tbc provisioas or Ibis Sukmcnt llllt ocldr= ae- t 
cauntJna roc p~~a»u. plans~ S-7, 10. ond I I). in ruca1 )'QI1 roc which 
rlllilnCbi~~WcmcnU bo\'C prcv;owly been issued, Is pcrmilled. IC lho5e provWons 
~~e opplled rCUIMCllvely. tbc financial IWcments or all prio< paiodJ pracoted 
iiWI be rc:swailll.dditloa. the ral&l«< f"-.odaJ SUJ.CmallS sboll,ln tbc )'Ur Ibis 
S"tcmcntls r~n~ applied. dUc:lo$c !he nat~~~e or any rcsutcmcnt ond iu cffca on 
iDcoalc before~ ltc:ms, net Income. ond rcb&ed per s:boTc omwnts Cor 
cac:b period pracoted and on retained c:ornlnp at the bc-Jinnin& of th< carllea ~ 
riod pracoted. 

16.. If Cilwlc:ialllaU'm<llts Cor prio< r1JC21 )'QI1 are noc ral&l«< as pcrmiu<:d by 
~ 1 s. tbc arocu or~ Ibis Swcmcntto Cldstina pbax-in plans sboll 
be reponed as the cumulative area or a chan&< in accountin& prindpl~. as de
Kribod lo APB OpiDioc No. :In, Atm~u~Jil!t Oulfl~C. and the efrca or adoptin& 
Ibis sw- on income before c::llriOtdlnary Items, na income, and related per 
shan •nw•nts sba1J be di:Qwd 

17. Applic:etloo or Ibis St•tcrncotto an c.dslin& ptwe..ln plao aboll be dda)'td if 
both or tbe Collowina oondirlons.,.. ma: 

L The CIII.C:r'prix bas filod I ,_ appfic:Nioo lO bo\'C tbc plan omcndcd tO IDCICI tbc 
ailcrla or p&ra&1lpb s or this 5W.emc:nt or It intends to do so as soon as practi. 
cable. 

b. It II reasonably poulblc lha.t the rqulator will cblnae the tcmu o f the phasc· in 
p1ao eo 11w it will mcc~the aUcria or paraaroph s or Ibis Sta:an<nt. 

II tbcu oont!ltlom an: me~. the prmialoo.s or this Smemeru lhall be applied to lha.t 
cxlaJn& pbaJe1D p1ao on the c:or1ier o.r tbc clok w1>a> one or those conditions cc:oscs 
to be mec or the date wba> o fioal rate onSa- is R:Cdved, omendlna or refiUina til 
amcad the pbaso-in plao. Howevu,IC the enterprise ddaYJ fililla iu appbc:ation ror 
the amendment or the rqulllor doea DOC process tbol 1 ppllcatlon In the normal 
period or time, applicatloo or Ibis SwaDen~ sball DOC be fu.n.ba dda)'td. 

18. In applyina the crlwia or paroanaph $ to a plan that was in aistcncc prior to 
the r~n~ r1JC21 )'ell bcalnnlll& allcr Dcambcr 1 s. 1987 and lha.t was revised to mccs 
the criteria of Ibis Statement pursuant to parauaph 11 abo•~. the IO.yur Mtulon 
(paraarapb 5(c)) ond tbc requirement lha.t the pcrcmlaJC iDcn:ak in rata oc:hed· 
ulcd under the plao In c:och future year be no grcat<t than the pcreentaae lnc:rusc 
oc:hedulcd under the plan Cor c:och Immediately prcccdlna yur (paravaph S(d)) 
111111 be measured fron1 tbc date or the amendment rather than from the date of the 
fi rst oc:hedulcd ~rcrra1s under the orlaillll plan. 
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TIM: ,.outs· a • or tw. ~' IIC'ltd 
.. , be ajlplle;l l4 .... laiallkat. 

Tills SUII~fll Mar lld<>pkd by I~ .nu-rlw! -.otn of six -mbtn o/IM 
F'ifllltiCIIII A«oufllhq St11rtd11rds Boord. Mr. Lim•'« disR11I~. 

Mr. l.auva dis:salts from !be issuaJ>« of !his SWcmcnl bcc8ux il permits io
dudin& In~.., imputed aJiowanco for camillp Oft t.lwcboldcn' iDvatm<nt 
durina I pha»1n period. He bdicva lhlt lmlWltinl is lnappropriaK 00 CXli1Cq>o 
1ual JTDUnds bcc:ausc the &llo-lh<Nid be ioduded In Income only at the lime il 
Is a componcru or pric:a charJCd 14 c:uslomcts for savica. 

Funhcr, he bclicva It Is unwise policy, In the prcan1 cnvlronmau, 14 aulllorize 
JpCdaJ accoowin& durin& a pbuNo period. J>base.4o plans~ lnstlptccl bcc8usc 
RICS tlw WOUld Olhcrwix be cbatpd arc l!ftiCCCpUblc 14 CUSIOmCn. Wbatcver 
mlaht have boco !be cue In a prior cn. Mda>a: now abounds, in the ronn of cfu
allowanccs. ~cmpcnry « lndcrinltc omlsabl or cosu from rate base, c:ompuilion, 
actual aDd qlanDed claqla!adoo, aDd IDabllify 14 cam allowed RICS of rerum. lhal 
!be rdadonsh!p bel- prcsa1t COIU aDd ruwre rcveotMSis 140 ICII- 14 war
rani accoo•ntlqa pl""d"..,•ccl oa !be aspnnpelon lhal !be martctplacc wiUICCqll 
c:haraes IOCDOiiOW that II finds ""I"'CP'Iblc IOday. 

Mr. Lauva also dlssenC. IO the lsAwlcc or this Stalcmalt bcgusc it docs DOl re
quire elimination from balance shccU or c:crllilo amouniJ capitaliu:d u an allow
ance ror camlnp on slwdlolckn' iovatm<nt CYCO tbouab no1 in c:ompllanee with 
wwnblauous prcMsioas or Sl•lancm 71 thai baw: bccft rdtcraud in tllb Slale
mau and eYer) thou&)l lnconJistalt with the -.,tJna required ror non
qualif)'ina plwc-iD plans. He believes h Is unwise policy 10 lfllll an amncsly·liie 
&PilfOval ofaccoo'Diilll tlw wuclcurmincd to beiAappropriau in both SwaDc:n1 
11 and tills Sta'cma>L 

Dennis R. Beresford, CJurlrmM 
Victor H. Drown 
Raymoocl C. Lauver 
OavldMoao 
C. Attbur Nonhrop 
Robert J. Swicrinp 
Attbur R. Wyau 
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t:XAMPLES CW APPLICATION 01' nus S'fATI:NJ:H1' '10 
SP£m"'C Sll'UATIONS 

19. 1bis appendix ptO¥Idcs pidancc for appllcltioa o( tbls Sl.,....,.,, to 10mc 
spociroc: aontlons Tbc auidaace doa nat addtas all poaibk appljcalioos or litis 
Sl••""""- AJI cumpks -!Ml tbc: Clllcrprile ma:u tbc: criuria or~ 
$ or Sla•C1IICI!!! 71 for tbc: ~ o( Sla•m "' 71 by tbc: CDICrprisc:. 

Patqn.ph 
Nwnbcn 

Acx:oundoa for a pb.ue-ln plaa \hal iaduda aoladlrocs dlsa!lowance •••• 21- 14 
Appliatic)ns of the ddlaldoo oh pbue-C plaa • • • • • • • • • • • • • • • • • • • • • U_.l 

''Mir'l\:x' CWIP·••..... . • • .. • • • .. .. • • • • • • • • • .. • .. • .. • • • • • • • • • .. • • ........ 2.5- 29 
Slle wilh' '«t-apinUcae ................................ lO-ll 
Sale wilh I= hect--opaWiirclcMc ............................. ll-ll 
SUe wi&b r : ~ '»ct--pro(J& n c cc kic .. • • ..,.., • .. • • .... • .. ... • .. • .. u -n 
Modi£ IICid dqJndal.iaa m«<lod • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • .. l6-37 
Dcretnll of eos11 bdore a'* onlo:r b Issued ..... . ................ 38-41 

lnlA:raclloo or dlsallowaDce wi&h eldena! or CCIIU bdorc a rue 
onkr b Issued • . • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • .(2 ..... 3 

IDialcaiall of clc:lsml of- tlr:laft. '* Cll'dA is ilaiOd wkb 
a subscquella pbuMo pla.a •••••••••••••• • • ••• ••••••••••••••••••• "-C_.S 

"-dea fwa" 6a ,_ n..t I ' ' •leMract ......,._ 

21. Utilic;y A b.., decuic: lllllily thai opcn.ICS aoldy In a~ jurirdic:tioa. 
On January I, 19XI, Uclllcy A'a ac:w decuic: .,_..alna piaal bccomcs opera· 
llonal. Theeosl ollhaa p1a.at b Sl biWoo. 

22. Ut.Wty A'a rqulacor onlcn lhaa the eos11 or !be ocw1y ~pldcd plant be 
plwocd In over a lhrcc-yc:ar l)Ctiod, u followl: 

19XI-A ponion o ' tbc rc:tum (IDICrc:Sl aDd 1111 aUowanoc for caminp oo ahatc
boldcn'ln"' .-) oo uruoc:oriAullo- is ddctTOol by ac:ltadina U 
pcr'ClCllll or lhc: CO!Sl or tbc: p1am fR~m tbc: ..c.c buc. 
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19>0--AU or 1M rcmoWna cost or 1M pbnt is to be included on the rate b&Jc with • t 
oo oecoYCI}' or pn:-Oously dcf.....S amounts. 

19XJ-AII or 1M mnalnina cost or the pbnt II to be included In th< rate b&Jc. 
Abo. additional~..., is to be provided equal to the r<lurn on unreco•· 
creel ln-.ncnt excluded from rates In :;ur I. 

The Otdcr docs noc provide Cor recovery in any :;ur or a r<1uon on Utility A's in· 
YCStmcntln the dd.....S amounts. Utility A's wdJhted·SYCraJc COlt of c:aj>iw in iu 
lat$ rate c:ue wa:s I I puccnt. 

21. The ptwe.in pla.Q is partially 1 disallowan« or plant costs because no r<1urn 
on inWSlmall is pnMcled ror 1M deferred amoun11. Thai disallowsncc &bould be 
rCICOIJllud iaiiCOCWdance with Sl&lcrncnt90 when It became pc*bk. The amount 
or cqui.alcnt cost dls:allowed should be determined as shown In Schcduk 1. The 
rccordedcostofthcpbnt should be reduced by thai amoont, and a corresponding 
loss &bould be rq>OC1ed in 19X I. 

lA, The dlsalio'lraDce will reduce rc-.a>ucs cnly ill yean I throuJh ), so the dcpce
ciadoll cbatae lbal would OChcrwisc be ICICOIJli•ed (Of that pbntln )'Qn I throu&h 
l &bould be rea.aced by lhc amowu of lhc dlcc:lM disallo- aun"butab!c to 
u- ,an (the IDIOWitln colutM • or Schedllle 1). Amounts ddcmd U1ldcr the 
plan (the- (or months 1-U in col11mn I ofScheduk I) &bould be apluliud 

u 1 ~q~aratt - · and thai - &bould be amonbed as reco•ery OCX\Irs (m 
months ll-36), wfna the &111011111S In co!WM I of Schedule I. 
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A,.,.....uo .. or 1.1oc Drflaltioe or a Pba-la Plaa 

••Mirrof cwar· 

25. "Mirror CWIP" is one means of modc:nuin& t~ JUdd en, OC>Nimc: inctQK in 
raiCS tllal would~ rault from ~~~~· newly completed utility plant in 
JCtV!oo. Undc:r "miiTO( CWIP."' incrc.aslna amounu or conuruc:lion wort in pros· 
reu (CWIP)atc Included in the current rate buc in th< periods before the plant 
IQCS Into ICfV!oe, providin& the utllity with a rutrcnt return on a poMion or iu In · 
O<Sirnenl In construcllon whlk the conuruction proc:cccll. Arter th< plant i.s placed 
In JetVioo, a dec:reuln& amount or plant·ln·KrVi« u Cllduded from the not< base 
<Kh year, "mlnorinl'' the pattern io wbkb the construdion wu included in tbc 
rat< base. Tbc ruult of thU procedure is to incrc:asc: rat<:S while the plAnt is under 
-.stnaction and to redUO< tbc increase in rau:s in the lrutial years of the plant'• 
acrYict Ufc. 

26. Fot ra.tc-maldna putpal<$. no aDowaoco fot (WieSs wed durin& a>nstr'U<:tion is 
f'CICOII!Wd on U.c poruoo of the c:onstruction Uw is lnduclcd in the rate base ,.1llk 
the aua Ia Wider Cl01t11tUetion, and an allowaoco for fuMIJ used du11111 corutrue
tioo Ia ru:oaniud on the portion of the plant·ill·l<n'ice Uw is wbscquc:nOy .,.. 
eluded from the rate bue after tbc plant is placed In sc:rvloc. Tbc wne total 
amount u eaph.aliud as if no corutruedon had been indudl:d in the rurrc:nt note 
buc. 1J "minot CWIP'' a plw<-io plan under the ddlnltlon In thU Statc:mcnt7 
wtw fiiWidal l'q)Orl.ina b appropriate for • "mirror CWIP" plan? 

%7. Tbc "minor CWIP" arranacmeru dac:ribod alxwc is not • plwc-in plan un· 
der !he dtllnklon used Ill lhis SWenla!t bteatUt It does DOl d<fC" rcr:overy or COfu 

lbat w.oulcl- havot been deferrul Wider the methods of nte mafo:in& wed prior to 
1982. Ratha, it dfcc:tiYdy ptO'tida a temporary loan from customers to tbc utility 
dwin&a>ftiUUClion and requlresrcpo~ymeftt or that loan after tbc plant i.s pboed in 
ocrvlcc. 

21. If tbc a.nana<mc:nt is known to be a "mirror CWIP" &ITI.ftiCitiCI\11.1 the time 
of the consttvc:tion (for example, If Uw &trlUIIernc:nt u required by law or has t>ttn 
specifiCally ordered by the rqulator). an allowance for fundl wed durin& con
llrudion shovld be accrued on tbc total cumulative corucruction ..ost in c:aeh P<· 
riod for llnancial reponina. The revenu< coUccted as a result of lnclw.lon or 
oonnrucllon in the rurrettt rate base should be recorded as a Uabllity to ru>tomers , 
with clisdosur< of th< approximate timini or th< repaym<tRt that will be required 
under the "mirror CWIP" orranacmcnt. 
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( 19. If the arT1U\I.CI1lCSU is noc known tO be a "minot CWIP" ~~when 
the oonsiNCllon is included in t.bc talc but but the rqulalor 1aur orders a "minot 
CWLP" arranaancnt. tbc accounlinJ dacri'bed in puaanph 28 shOUld be imple
mented as soon u tbe na1ure or lhe amlft&m\Cl\1 becomes known. That will require 
an adjusunent for the c:wnulad~ cffcel of tbc atraJ\Fi)CI\110 dale. An amount 
should bcc:apiulizcd, with a cootespocodifi&*Xt~Wof an allowance for fWidsuscd 
durin& construc:doo, wbcn tbc "mimw CWIP" ~ becomes known. 
C\lrn:nt revenues $hould be reduced by an equal amount, and a oom:sponding lia· 
bility 10 CUJtomers should be reco~Jliud. That amount should !be the aatount that 
would havc: bcal capiwlud If the amlft&m\Cl\t had beco known to be a "minot 
CWIP" amiiJalltftt wbcn the revmue wu CIOIIecla! dUriJil COI1SUUI:tioll. Tllll 
capitalhwt amowt should be rq,orud in the )'Qt in which tbc: "mlnot CWIP" 
ar~t becomes known in the same manner as If it had bcal capltaliud dur· 
ina COIISIIUC1ion. 

Sol<wldt l 0 ;~u-

30. Utility B .sells its interest In a ac:wty c:omplc!ed dc:c:tric: aencntlna plant for an 
amount equal to iu cost and leases that lal.crat back under a !cue that requires 
equal anoiW pa)'mCIIU. The Ale mccu tbc: cril.cria of FASB Slaumcnt No. 66, Ac
~/1)1' S4Jesof RMI EslltfL. forreoosnkJon as a Ale, and lhc: lcascbxt mccu 
the critc:ria of FASB Sla•ancnt No. 13, Al:counllnr/or ~ for a capilallca>c. 
Utility D's trqulalor indudc:s the lease: rentals in allowable cost as they accrue. In 
tbc put. lldll~y B's rqpalator has treated otbcr leasa enu:recl into by UtDity B In 
the same manocr, but those l<alCs were f01 mud! less liln!fiC&DI iums or 
cquipmau-not for an lru.emt in aa dCClric: seocradna plant. u tbiJ ra&o-a:WUna 
method a phase-.in plan under the dcfwdon in this Swement? 

31. The~ OC1bod clac:nl>ed b a plwe-ln plan under the dd'ulllioo in 
lll1s SWcmcnt. Oal<nlly "Ct""P'ed -lllin& prindpla app1lc:ablc to cnu.prises 
in &cncral require a c:apiw lease: to be accounted for much like a purc:twr or the 
leased property. The result ina c:~~pcnsc related to the lease consl$u o f interest on the 
rcmainina lease obliaation and depredation based on the method used for similar 
owned property. In the early~ or a lease, tbc lease rcotals induded III allowable 
cost as they accrue are si&niriC&Dtty less tbaa the sum or lntcrost on the lease oblip· 
tion and dcptedation on the leued assc:1. Thus, sianlrlcant dcfc:rrals will ruull. 
The mctbod also defers recoanition of Cllpcmcl compared with the mctbods of ex
pense recoanJtlon used by Utluty B's rqulator ror similar uscu of Utility B prior 
to 1982 bcc:ausc Utllity B's Interests in eiCClrie &enefttifl& plana were Included in 
allowable cow in the r ost based on c:um:nt provisioos ror dcprec:iation and ror the 
COSI or capital invcstct. in the planu. The usc c:f this noto-maltina method In the 
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put (Of ....... or cquipmall doa nol d\anl< tiW conclusion. The dcrmition Is 
based oothe method or rate makJna wed prior to 1982 CO< ,;mil&t allowable c:osu. 
Simllar allowable com would be those rauhin& rrom ct«:tric ccneratin& pbnu. 

l2. Utllity C 5dls iu lntcrcs~ in a newly CIOCUpiclcd dcc1ric acncntin& pll.nt fO< an 
lltDOVnt equal to iu COSI aod leucs that interest back under a leaK that rcquarQ 
equal annual paymcnu. The sale mccu the criteria or Sutcmcnt66 for <e<"O&nition 
a a sale. a.nd the lcud>ad: mccu the criu:ria or StAtement 13 CO< a.n opcr.Uin& 
lease. Utility Cs rqulator induda the leaK rmlals in allowable COSI a lhcy at· 
auc. In tile past, Utility C's rqulator has ucatcd other lcaSCI ClllaCd Into by ULil· 
lty C in the samr manner, but those lcaSCI wa-e 1101 (or a.n interest in an clcaric 
acncratlna plant. Is thlJ ratc-rnaldn& method a plwe-in pan under the definition 
inthls~t? 

3J. The rai.C><DU:II\a method appllcd 10 Utility CIs noc a plwc-in pl&n under the 
dct'anitloa in llds St.atl'1nctll because illtiCIOIDiz.cs reru expense ror rate•maldna pur· 
poiCS In tile samc way u llw cxpcruc would be rec:opUud fO< cnlCf'pi'Ucs In acn· 
cra1 ror this type or lcuc. 

34. Utility 0 sells iu i.ntcrcslln a S-ycar-old clcclric acncntina plant for an amount 
t1w cxcccds lu unckprccbtcd C0$1 by S500,000 and lcucs t1w intctcst back. The 
'casdwk term Is 20 )Uti. aod tllcrc arc no r=cwal options The sale mceu the 
criteria of Scatcmccl 66 (Of ........ kion U a sale: with full profit ICCXIII'iLioa, aod 
tile lca'Cback mccu the criu:ria or Swcmcn1 13 fO< an operatina leaK. Utility D's 
rqubtor includes thcldUC rcntah in allowable CO$I as they accrue and O<dcrs Utll· 
ity 0 to amortize the profit, for rate·rnakina}"'I'J)OSCS, over 10 yean. The sale oc
curred at a li= w1lcn Utility 0 was aboul 10 pbt« a Dnlly cocnplcud pl&nt In 
KI'Vi«. Utllily 0 has 1101 bad any ,;m;q, uaruaaions i.n the pul. Ls this rate
makina method a phase-In plan under the definition in this Statement? 

3S. The ratc-matlna mabod dt:sa'lbcd Is a phase-In pLan under the definition in 
this Swcmcnt. Ocnerally accq>«cd ac:countina pnndplc:s applic.ablc to cnlapriscs 
Ia JCIICRI rcqu~ a ptOfit oo a~ llallSaCioa 10 be amortil.cd over the 
tctm or tile lc:ucbact Amoruz:alion or tlw ptOfit. CO< rate-makil!l pui'J)OSCS, over 
10 yea~ when scncrally accq>«cd account ina principle$ appllcablc to enterprises i.n 
acncral tcquire amonlu.tion ova the :!0-ycar leaseback cum is cquivalcnr to a de· 
Cerra! of allowable cow. In view of the timlna of the Bk order on the sale-
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from lllc cffecu of rqulatory Ia&' In the absence of a 1'&1< onkr-a routine: PfOC<· 
clute oo 111c pan or rqulalon. Th: cSer lllitloo or a phase-in plan in lhb Slatan<nt b 
notlnlcndcd to encompus act1ocu of a rqulalat that ate clcslaned to protca a utll· 
lty from lllc cffccu or rqulalory Laa In lllc absence or a rat< onkr, nor iJ illn· 
laiCicd 10 coc:ocnpuslhc rqula1Jf'tJUbseQucnt tralment or any 11loftble cow 
tlw raull from those aaioas. 

40. UDder ~pll9 or Statement 7 1, Utility F a/louk:l -apiwiu that ponion or 
the atnount capitaliu.d for ratc·makina purposa thot rcpf<ra~U incurr<d C<Htt thot 
would otbcnwise b< characd 10 cxpcruc, ptOvidcd that it iJ ptObable that futuro,.., . 
cnuc In an amount at kaJt cqiW to the capitaliu.d cost wW rcsull r rom inclusion or 
thosc COlli in ailowlbk c:ostJ for r&lt>makina PIII'JIC*S. Olhc:rwU<, Utility F 
should noc capit•l!rc tbOIC cosu. 

4 1. Sillce lhcacuatloe In lhbc:Dt~~plc is odlhadwinaCOIISltUCtioo nor a ptwt.ln 
pbn, S&otcmcn• 71 dot$ not pamic capitolintion or an aDowmcc fat eamlnas on 
lbatdloldcn' iDw:stmcnt. Aa:ordrfllly, Utility F lbould not tapilllil.c, for (inan. 
ciaJ RPCWtin&.lht ponJon o r lllc amou.nl <apitaliu.d fat rate-makina purpose~ that 
l'qli'Cicnll an allowaoct for carnlnp oo slwdloldcn' lnvcstm<nt. If rcco•uy or 
tlw allowaoce subwqucnlly ocxun, lncn:ased cunlnp durlna lllc rccowry period 
wW raul!. 

42. Six months afttr lllc -ntlna onkr refcm>d 10 In lllc pmrlous cwnplt, 
Utllll.y F'a tqtalato( apsxo- pe.n of the cost of the new plant but dUaJJows 
S600.000.000--<:oasia~lna or oonstnre:tion c:xpcn4ilur<t or $S10,ooo,ooo and 
&lllotWS capit.aliud fat rate-maklna purpose~ durin& this 6-mout/ opcratln& lit' 
rlod prior t.o th.e file ordD or $.30,000,000. 1be I'IICOtdcd COli ol the plant b<forc 
c:oruidcruion or the dlsa1lowanoc Is $4,.500,000,000. Ourina this 6-montb period, 
Ulllity F biS cap'lli""" $j()O,OOO,OOO or D<l c:ost fat ratc>mak!Qa purposes. This 

·~ ~ 11...,. ddar bet-• dw>&< 1a • ._woes Clllel'priw'• coou and • dwiJ< ia ,. ... 
onkrtd bra,...-.. u • .-lt ol thlr dw>&< In"""'· A ahonlallln a utWor'• "" 1ncom< "'" ocau- ,...Won tc1 raus P<OOI>O<flvdr and t1>c cstlmal<d or ~at .period cooo on wlllc' ,,_ 
..... WG'Ibucd art las tllan tJlo.&<toal C>00U tfut lltC ~ dwifta tl>c pnlod .,.,..,.., br I
,_~·"""'-"'"' an daipod 10.,........ • utllior r.- obc .rr..u or~ Ia& c:u-durio& a ra1<- buc bcloro a ra1< order b iuuod, aa la tllu CWDpk, a.od- no tat< 
CIIM b-.,..;,.,~ Aa ._.......,order to I utllily tO copitahlc lbc cot1 of "CC>>it· 
lea •-d-..,.-be., QUOpk o( I be laacf situaoioft Thc>oraaloo• aa abo b< 1 1>&11 ol 1 
,......,.,. ,..........,.. ohbat lfllC ol ICiloo-1.< 1 I lOCI adjusalo<M davJCt.boc b......., oo 
- dw.., {fOe dw dl'cu o( -N'dpatrd c:hl,_ Ia (lOCI....._ 
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.. { ssoo.ooo,ooo c:ons!su or an allowance roc caminas on lharehotdc:rs • Invest moot or 
$200,000,000 and incum:d cosu that 'I'OIIId otbctwiK be c:lw,cd to ~ or 
SJOO,OOO.,OOO. I'« rate-makiq JlWPOIICI, tile balanoe ahccs a"'O\II>Il, before and 
aflcr tile dis:allowmc:e, are u roao-

Balaatt Blhntt 

~~c~- allcr 

Dirallo-~ Diallo,..oer 
(1e tloousa~ 

Plant in Scnlicc $4,500,000 S(S70,000) S3,930.000 
Amou.IIIS Cllpltaliud Pmdln& 

llaleOrder soo,ooo QQ.OOOl 470,000 
Combined toeals SSJ>?O:OOO $(600,000) $4,400,000 

43. Stalcmcnt 90 rcqujn:s a dlsaJiowaDoe of plml COlli to be rcc:opUzcd u a lou. 
Utll.ily P:lbould pcrlom1 the fol.ioWtaanal)'ll$10 detcnnlne lhc loss tluot 5hould be 
n:c:oanizcd and how it wiD be al.lme•cd· 

a. Assuminl IMt $300,000,000 ol the SSOO.OOO.OOO capitllizccl for rate-malclna 
putpClteS durina the 6-monlll pc:riod wu also caplwizcd for financial reponina 
(tile $200,000,000 a.llowanc>e for Carn1naJ oo lhartholdc:n' I~Yatmenl would 
noc be ~ll:zcd), the tocallcm ~by Utllky F ror ronancW reponina 
should be the IIIIIOUI:t that nduca the combincd toca1 or Plant In Service and 
AmouiiiS Capitaliud l'aldilllll.au! Order($4,800,000,000) 10 tile c:ombincd to

w that will be honored for ~Ina putpOdlel (S4,400,000,000). The rcc:oa· 
ll,izable ._ Is $400,000,000. 

b. I.Jtllity F sbould albcate to Pbnlln Service tile lc:aer or tile amoun1 or tile disa.l· 
lo;..ance that wu allocaud 10 Plant In Service by the rqulator (SS70,000,000) 
or the total disallowance Ieooanbled for OIUUic!al repon[na ($400,000/JOO). or 
$400,000.000. 

c. Utlllt:r F should allocau the rest or tile dballowaDce ~ for ronandal rc
POttina. if any, 10 Amounts Capitali{A:d Pcndina R.ak Order. In tllis .,...,, no 
am011n1 is allocated 10 that asset. 
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The~ of lhc diR!Iowmce and lhc effect or t~t rc:coanlllon on the liiWI· 
ciaJ rcponiQa balaiiCC &bed a:cow111 an: as r~: 

Balaaor RLco&nlllo111 Balu"' 
bd- of alk< 

Dia.Jiowanar Dilallo ........ Disallowutt 
(Ito tboa.soods) 

Plant In ScMc:c S4.500,000 S(400,000J 
Amounts Capitalized Pcndina 
Ra~ Orclc:r JOO,OOO 
Combined~ S4,100!000 ~400.000) 

lallftCtloa or Ddnnl or C4su Bdort a RAu Onlals W.O., with a 
S.~ n-.la Plaa 

S4,100,000 

JOO,OOO 
S4,400,000 

44. UIID!yG'a lacllituatioo b idcntieaJ 10 lbal or Utility F. dacribcd in the above 
ClWllplcs, CIIC:q)llluU Utility G'a rqula~oc- •PIIfOVCJ all or Lhc cosu "'lalcclto the 
newly completed plant. Utility 0'• R"JUiator adopU a lomul plwe.in plan In· 
t.c:ndcd 10 pro"idc ru:owry or amow~u ddc:rrcd unc1et Lhc plan and amouniJ aopi
l&llzed, lor rale-malcin& pllll)06CS, durin& lhc ax-month pcrlod I tom lhc plant's 
iD«:rvicc cbu 10 lhc dale or the~ on!a. How docs the phase-in plan atrcr:t the 
rUWidal rcportiQa or lbc .-. ddc:rrcd durina lhc ail-month paiod7 

<&S. The ~ plan docs 110( aflcc:tthc l1llandal rcponina or those l)(cviowly 
ddc:rrcd .-. dacribcd In ~ 40 and 41, DO< docs lhc Clilitcncc o r those 
ptMously ddcrrcd cow arfcc:tlhc rllW>dal rt:pOrtlna or lbc ph.asc-in plan. N · 
oorcliQaly, lhc allowano: lor carnlnp on shattlloldm' invc:stmc:nt th>t was not 
aopil&llzed ~1 durin& the period prcccdlnJ issu.ancr or the ntc order may 
not be apiwlzed upon adopclon or the plwc-in plan. 

18 

( 



----------

l 
( ~· 

BAS1S fOR CONCUJSJONS 

COI\'TENTS 

Pal1lgnaph 
Numbers 

lolloducUoo • • . . • • • • • . • • . • . . . • . • . . • . • • • • • • • • . • • . • • . . . • . . . • • . . . • 46 
Dcrlllidoo or Pbae-in Plans... . • • • • • . . . . . • . . • • . • • . . . . • . . . • . • • . . • • 47 
Aa;onnrina (« f'huo.in Platu .•••••. ••••.••••• . •• .•.. • .. .. . .. . • . • 48-6S 

Ori&iD and N&turc·orPh.l»in Platu •..•••. .••.•.•..•.. •.•. ••...• 48-so 
Quatlons Raised by J>ha.se.iJI Plans • • • • • • • • • • • • • • • • . • • • • • • • • . • • . • s 1- S6 
Board Coodusions about Phase-in Plaru ••••. •• .•.....•. .••.••.••. S1-~ 
Umiw.ion oo Use of A.ccountina for Plwc>in Plans.. . • . . . . . . . . . . . . 6S 

Dislinclion bcfwcen Plwc-in Pllns and Oisallowanca • • • . . • • • • • • . • . . . 66 
~ f« l!amln,s oo Slwdloldcn' ln¥atmcnl 

Otpitalizrd (Of llal.eom&kln& Purposes . • .. . • • . • • . • .. • . . . . • • • . • . . • . • 61-69 
EITCCIM Date and lhruirion • . . . . • • . • . . • . • • . • • . • • . . • . • . . . . . • • . . . • 10-n 

19 

' J 



{ 4& 5 a 

.... 0 •• 

4&. 1bis IIW""'h IUIIliDarizd ~ lh.al ....... clccmal fiilttU1<21U by 

-Dibllcenn of tile Board ID rcadiiQa tile conclusions ID Ibis Statement. U iodudcs 

,_ for K~Cq~tiq ccnaia views aod n:jec:dna ocbcn. Individual 8oud mem
bm .. ~ .llal.cr wd&htto- faclon than to otbcrt. 

DrfWcioe., n 1a ,.... 

47. 1bis ~ speclroesa pbase-ID plm dcr1111tlon dlffcra~t from that spcci· 

fkd ID t.hc December 19, 191$ &poswe Draft, RqiJiottd Enterprises
~ p PlwDe lit Pltms, AbondOIIJIVJUS, Mil ~ qf Plturl 

c.a. C II I'CICCived 00 l!lc dd'tollioo iD tile ~ DnJI!rvticetcc! lh.al 

(a) ck: dd05 ;.· • llllilbl • 1 '' JOmC meet. rt• o1 nu IDikiDa that bad been 
~followed for JUtS, (b) tile cldiDitioa could be~ 10 ~pass 

- ID'!tbods or cxpaue recoc:nltloo lh.al are ac>cqJied fot cmtaprba iD amcra1. 
aod \C) !be cldiDilloa was c:oosldcred amtquocu for pbue-in plans rdaled 10 a 
~~ ocwty CC>Qplcud plant. 1bt Board adopccd tile dd'milloo ID this Slalb

- to awcid u.- probk:ms. The ddinltiorl DOW roc:usa on awthods or rate 
makiQa t1ut dder recncn!tioa or allowable cosu lh.al would 001 be ddcmd under 

1CDU'&117 acxqJCcd 8CICOUII1.iq priDdplcs applicable to Clllcrprbcs Ia p:ocra1 aod 
.._tier- ,......,..loa or a1low:iblc COSIJ tbal would not ba..., bciCft ddcmd by a 
roplla.or under tile awthods or rate makin& \IIIII by tbal rqpUa&or ror tbal samo: 
udllly in tile pU. 

o.tpo __ .,_ .... 

4 . Whc:a a udlily pbcc:s a newly aMnplcud plam In scnic:e.. uadlllonal rate· 

ma.tlaa pwoo:dUI'Cicstablls.h rau:s to reco- tile allowable a.u of tllal piiJic. The 
allowable- COSIJ Include lUI allowance for rotum on the utllily'1 rmWnina inYCSI

mcac In lbc: planl. whic:b is IJ'taiCSI In the riiSI )'cat or the piiJII'I ...wx life and 
dec:rc:asa lbcrcafla' lithe plant Is ckptccialcd. 
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49. In roccn1 ~ • c:ombizwloc of circwns&anca cawed tradiliooal rau
makilla ptOCOdw-cato rcsull in a pbcnomcnoo c:allcd rou spiU. Rak spib: ~a ma
jor, -.time lnaaosc ill ra1a thlu can raul& from &be ladwion or &be CXICI ofocw 
planu In ra1a WMicr tradiUonal ra&NDakln& ptOCOdurcs. ~ cau.Je of rau spite 
was 1M hlab CXICI or nldcar po-..:r planu. The COS& or lllose plants cacalatcd rar 
bqoond initial cxpec:Wions. ADoChcr cau.Je wu the hi&h COSI or capital. Return oo 
m¥C~tmen~, wllidlls bucd oo the eos& or c:apkal, Is a .,..iof pan or t.hc cost or op
c:taLIQ& a nldcar plant. F'mally. demand for many u&Jlitic$' sctvi<:ca lw n01 uown 
in recent )Un to the cxtau th.lt wu ""l'CQcd "'hen the decision wu made: :o coo
JUuet many or the R~Ca~Uy compidcd planu. As a rcsull, plants that we~c apecscd 
10 be nc>cdod 10 IDCCl dcm&od have Q'C&Uid was capaciJy, The inaCilCd effiCiency 
or the new planu lw - beal sufrlcicntto offld the hJsh consuuaion and capi· 
taliud ~I&ICOSIJ of thole planu and the return on in\'CSUnCllt that would have 
bealltdlldcd in raiCS WMicr traditiocl&l ral.c>maklr\a procedures. 

~- PJwc.tn plans wa-e dudopcd 10 allc'liau the problem or rau spite. 1lloK 
pi&Ds arc lncmdcd 10 IDOdcntc the WtiaJ IDcrcuc In ra1a that would Olbawisc 
rcaull Ctom pladQa -'Y awnpldcd plws in ..me. by dclc:rrlna so- or th.lt rau 
iocn:uc 10 futllft ~ and pi'CJ'Iidiaa &be utilicy with rctum on iii\'CIImCDI roc 
tllolc ddcmd • ._... l.aslcad of thc lfadiclonol pa.ll<nl 0 r aD incrcue in allowa
ble COSIJ followed by cla:n:aJina aJJowabk oow ( C>t utlllty planu after the p1anLS 
arc placed in ICn'lcc., ~ plans create a pa.11em or lflldually inacasina aflowa. 
bk COSIJ for thc lnldal )Qn or &be plant'• sccvla< life. 

s1: PbUo.in plans rabc three q rioo• Wider Sw--..u 11. F'oru, the vt:rJ ctis
~.or a phuMa plaft, whc:rcby rau iocn:ucc arc pos&poocd, aills Into question 
wbcthcr future ..-ca 10 be c:lwpd 10 and colloa.cd from cwt0171Cn will in faa be 
teta.lc¥ds that will~ &be catt:rprisc'&COSIS. ~$(c) or Slotcmcnl 71 
rc:qclta that IUCb aD ucnm,pcioo be rtaiOMbk as alluahold condition for •ppli
cation or th.lt Sl",.,.,.' 

Sl. Some..,....,... plans line been cfiocusscd in pu~ rorunu as ways or reuiniaa 
.,..jor ew1omcn. Utility offiCials ha~ lUted th.lt ~ inclllllrial customcn 
would leave thdt utlllcy'• ..me. atca or ckYdop alt.c:mativc IOIUttS or supply if 
rues wen iliCrCIIcd lmd<t DOnDal ~ina procedures &urtld cntly 10 tu:Ovcr 
thccosuofa ncwtycomplctccl plant. If ra1acann01, hnmcdi11dy one~ a new plant 
iJ put in scmcc, be ld I I leods 10 pcrmiiiCCOvt:rJ o( allowable OOSU, a question 
arises as 10 whether CICODOinlc conditions or cwtomct lla:<piAnCr will permit col
loctlna rsiCIIn the future that uJLimatcly will recover cow. 
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r 53. 11oc -.and quesOoc> rdala 10 pansnPb .s(b) of SWcm :nt 71, wlllctl requires 
thai rua be " sip cd 10 ,_.tbupcc:iftc ent:rprisc'a oosu of prcwidln& the rq. 

ulaiOd ICt"flca or products u acoadidoo for applicaslon of1bat $1•1"""'1 1o the 
paA, lqlduon ~haw pnMdcd rates 10-a..u in periods Olbcr 

than lhc period iD wblcb the - W(MIId be char&cd '(0 Clq)Crue undu IICOCftlly -
oopiCd -..milia princ:lplcl ~ieable 10 mtcrprisa in .....-1. The f1lllonale for 
siiC:h dliTcrma:s bas been llw (J) COIISiikr aorm .W....,. or plant abandona>cnlS 

_,.. lftf~ OCICW'ritla aod Jbould be ~ 111110111 orS!omen or llllllliplc 
,an or (b) l.ht rqu1al« did- qrce llw the.- was a valid period.- of the 
period Ia wbich i& would be I'O"CC"' lld by IIOCitq\llllcd allapriocl. Odcnul in· 

come Wt cq>eDSe is an cumplc of the lalur c:a~qory. Under pii&K-io plans, allow· 

able COdU dw for ,an ba~ been qrccd 10 be COliS of a period ate ctwp:d 10 

CWIOmCn Ill a difl'CRN period malnly ~ otNrwl# tUta ~ jlldr«Jto lw wt

~liil~ 

54. II 0« 'KC<plcd a pmDbe thai, In periods wben tatc1 WCMIId be lltl.tCICq)Cably .,i 
blab, COdU can be moYCd 10 a futUle period, the ClCODOC1lle clllclplinc inberenl in a 
procas or c:barcina a~11ocncn for the COliS of the lla'VIccs lhcy UJC WCMIId be aJ>. 

-. No -• would cdll oo the -·lrjn• prooea. ~a the CXltaDc case. I 
~ would ~ a rqu1al« from providiDa ""'""""" with free: decuicily 
and pooc:uldai& •ewwaJ or the COliS or produc:ina thai declric:kJ 1n fllllU'e ,an • 

w11cn an improYcd 1oC1J coooomy mJah• be CXJ)CICicd. Some lloatd manbcn ~ ·I 
licvc llw tbe pranisc thai tatc1 in a pYm period ate bucd oo cbc _. or ICl'Yices 
pnMdcd 10 ""'omen In 11\&1 period PRWid<s a _, 0001111t.iotl0 llalOimtina 

for the type or rqulldon thai wu addrascd by Swancnl 71 • 

.55. ne lhltd q-.loo railed by a phuc-4D plan is wtldher k is~ 10 capi. 

tall&e an allowaDco for camlaaa on dwd>olcl<n' invatmcut aila a plant tqiiiS 
opcn&Jona. f'2taarapb 15 ofSwcmcnl71 rcquliucr,l!ic•Uradon ofllldlan allow· 

ucx u .,.n of the acqulsitioo _.or u .-dluiltJ COitSifllltllctt. su,...._, 71 

does - pumi& capil•lira!loa or sud! an allowance Wider 8iQ' ocha c:iram>
II&IICC:L 

S6. Tbc Board noc.csthal an allowance for ca!llin$s on abutholdcn' lnWIImmt is 
dlffc:ta~t from Olhcr COdU for wblcb fot:taYtr/ is proYidcd by rqulators. An allow· 

ancc for c:amiltp on abudloldcn' ln\ICSlmall is- an Incurred.- bul is a com· 
puled amoun• or camlnaJ 10 wblcb cquhy alw'cbolclcn ate d«mccc10 be auhlcd if 
lhdt capital is pruda\lly employed In providina ICl'Yices to CUAOIIIC11. ClpiWiziroJ 

such an allowanc:r increucs c:urmuly reported incocnc. Some ~ llw thls 

raul! is inqJpn)priat.c and thai iooome Jbould noc be ,....,.,.bed until ...,....,.. in 

lbc form of billable "'' a ror ICl'Yices ate Raliza!. They~ thai a partial 
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CICC'p(loo Is pcnniued ill $1 """"" 71 fa< an aiJooa ancc (Of funds used dllrin& coa
anxdoa but qnacioa wbcdlcr llw panlaJ cacq~Clon &bould be almdcd to lhc 
c:acofpbue-ln plaM. Tbcyvitw thccumnt rccocnklon ofllw futurr income. by 
ca~ an allowanc:c fa< eamlnp on sllvdlolckn' investment, as n:co111ition 
of lllcomc that is not ya c:amcd. This view, in pan, led to the Board's dcdsion. in 
Statement 71, to permit capiLlliution of an allowancr for caminp on sharthold· 
en' Investment only as pan of the &equioition CO'l durin& CO<\II.ruC1ion or an au<:t. 

S7. Aftc:r c:onsidcrina comments received in comment letters on the E..posure 
Dnlft, the Board consldcted the possibility of not pcrmittin& any capitalization of 
&llowablc oosu deferred punuant to plwc-in plans. For the reasons outlined 
above, lhc c:alstcncc or phase-in plans calls into qucstlon che applicability or Stau
mcDt71. Obsc:rvatioa of lhcaaiocuof rqulatO<S ova lhc pa>~ few)'QIS., since lhc 
r111t phase-in plall was inilialcd, suucsu that s,omc rqu1a1on did noc .;ew tbcit 
aaiocu or tbc raul!iaa -.min& to be conscralncd by the owaridina principle 
llw the COJt of cumnt arvica aenerafly should be cb&racd 10 current awomcrs. 
Pba.s«n plans bat~e C'<OIYCd from a tiahlly controlled plan, which deferred recov
ery of aome COJts for a abon number of years and promlsod recovery or those de· 
fcrrals throuah an aulOCIWk rate adjllSUnent mcdlan'ism within a brid time 
period, 10 Op<n-cDdcd plans that deferred cosu lndcfinltdy and promlsed ru:ovcry 
only wfK:n, and if, future demand lfCW 10 the point that lhc Qpadty in QUCSiion 
was occdod. lbc Board was conarnod that sudl dc>·doprmnts miaht undermine 
the crcdlblllly of rlti&Od.al rrportinJ under Statement 71. 

sa. Daplte mo.e coacenu. the Board dc:ddcd qalru:t • blanket prohibition 
qainA caplt•flnrm, for financial rqxKtina, of amounts aphallzcd for rate· 
makina I'W'PO'CS under phase-in plans. IWher, lhc Board dcddod that capi~
llon or allowable oosu dcfc:m:d under s,omc types of phase-in p!ans should be 
pcrmlucd. lbc Board bctic¥a that if any ptwe..in plans arc 10 raulc in Qpil&liu
llon of the allowable cosu that arc dcfc:m:d punuant to the plans, those plans 
should mccc suin&cnt criu:ria so that they wiU noc undermine the crcdrbility of 
financlall'q)Oftlna under Swcmcnt71. The Board adopted the four eritcO. in par
apaph S u the minimum ld of criteria that it believes would satufy that obJective. 

S9. Many rapood:nu to tl.c Elpo$ure Draft uraed the Board not to impose the 
I ().year eritc:rioa, wtUc:h tbcy view as an arbicruy limit . The 8oard rCCOJni.US that 
the l().year period is arbicruy, but any ocher period (fOf curnplc, the life of the 
plant) would be equally arbitrary. Coli of service rcaula1ion b blued on implicit 
presumptions that (a) operatlnc expenses should nomuolly be recovered In I he pc· 
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( riod Ia ""id\ the cxpct~SC~&re lncumd and (:2) an allowance f« return on in~ut· 

- lboo&ld oonna.Qy be ~eel in the period duritla wbldl the lnvc:stmall b 
..... to prooick ...w:a 10 .... OCDC:t'L Alq clcputwc from me.-rcquirc:s lUI 

•'*'•t +riJioe 8libout tbc epc:wop ia&c: time lor t«<YUJ. 1"b£ wry n r"encr of a 

phaRo4D plan jocficata &II Inability 10 fully recover curtallly the allowable~ or 

cktiwaio~&i~Cf"fbs 10 CUSWI1lCfl. further, It ICPfCICIIlJ a fallurc 10 rcallzc nonnal 
apn=l•ioot that t'dUtn on prudent invc:Amcnlt in opcntina planu would be rc· 

--.d ~&ad that prudcntly incurred COGSlniCllon coou would bqjn 10 be 

•-eel-a ..onnal (~y waiaht-lulc) bllsis as.-as a pl.anl was put in set· 

.;cc. Althollab thole clepanura from the nonns of individual cost-of ..suvic:e i'CJU· 

ladoa - ua Hhpt"lon to ac.ptloCial dtcumsl&nCt:l, tbocy arc IUCh majo< 

~ 0.. if oot IJahtly bounded, they could uodctminc rhe credibili!y or 

sperie!judl 8C:COUlltinJ f« rqulaled enlel'prilcs. 

~ s-~ plaaJ provided for ddetT&I or aucmdy larp amounu, IUd1 

11181 ..... Ia t1JaLK amounts and providlna ~or ddcrrall withln 10 yoan 

-IISIG1ed 10 be DO( ..-lcabk. Board mcmbcn.,..- Dod thai tbooe c:ostJ 

"""" DO( lbc ~ ill all. and the phaM-ln plu ml&bt be IIOthlna more: tlwl 

a IDCaiiS or cldl,yh\& fttOIJ'Itlon of the fact that rates based on full COil of SU\'1« 

- be.cbalpd IOaad collocted £rom CUIIOmen. 

61 . ._.. ben 1llU't also_,_ about dflaaaes thai ha"C occum:d ill the 

Uiidal)ioccmlroament of the d«<ric utilily lnduary. Cos=ctatloo appears 10 be 

powina. - wbok:sale cwtomcn have c:ban&ed supplic:n, and the lilnif'ant 

a : ou of UOIDCd ~ Pfctently in Cllbleoco IDdlcillc that coasldcnble com· 
prtirfoe •laul a1 the wbolmlc level. Is poaiblc. Alro, aomclocal rcplal.on have 

- boca IDdlaod 10 supp0111ocaJ fruchlJc riabu wtoao the pclllibllily or doctric 
lll!iliiJ ~ rdoc:atina Is paau. lbCie IIJICatlilltle$ in the doctric utillry in· 

duslty rdalorad the Board's ¥iotw lbal ~tolutloos r.o temporal}' prob

lems sbooald tllcalsei\'U be temporary and that the I Go-year criterioo was 
appropliak. 

Q. Many rc:apondenu 10 the l!xposun: Dl'lfl Weed the Boasdl, if it condud::d that 

doc 1 ~,a~ critaioa was ftCICQW')', 10 pcrmia pattlal application or thai criurion. 

lllldo- l.ba& ~OKh. a ucllily wil.b a pbax-iD plu that mel aD of the other crilcria 
bul mended beyac>d 10 yean "ould capitalh.e the portion of the ddatals under 

the pWI that would be rcc:ovcnoble undathe plan witbln 10 yean. 

63. n.e s-11 oocsidered aoc1 ejedcd pattlal appllo•Joo or and acvcra1 altcrna· 

tiws 10 the lo.,car crilcrion. Alleruliva lnc:ludcd otJocr qualilaiM crilcria and 

Olher ~ aitrria that specifocd dlfraent ddetT&I pcuocls and different 
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mcthocb and perlodJ rot ra::o->cs. The Board -.eluded !hat 11 was impoc1antto 
Jpedfy a time pc:rlocl In wblch o/1 ddcmd amounts muJI be rccovced rather than a 
llmc period In wblch only r!>IM ddcmd ...-nu muu be recovered. Thc Board 
ClllDC:hldcd lhll the 10.1Qr ailcrlon, wbcn coosidcrcd with the otha aituia or 
~phS, wu the muimum acap~able time thai md the objcttive or a set or 
criteria !hat Is surrodcnlly strlnacnl that the en:dlbi!h y 0 r financial reportins under 
Slatcmcnt 71 ....,..ld not be compromised. Bcc:awe the Board views those criteria as 
an Interrelated SCI, it btfiCVCS tlw it should not pet mit panial spplic:ation for a 
ph&K·In plan thai falls to meet one or thOle criteril . 

64. Lcucn received bdOfC the ~posure Oran was tuucd and c:ommenu received 
on the Elposure Dnrt recommended thai the rqulalor'~ Klcctlon or a specir.: al· 
lo-bk COSI roc ddc:rral Jbould noc be lmpOflanltO ~tants beawe any al
lowable eos1 cube tdcttcd with equal~ draa. The Bo&rd """"!hat the 
rqulllot doa have coasidc:rable disc:tajon In idcnti(Y~t~J cosu to be dcfcmd un· 
der some ptwe.in plans beawe lhosc plans mcrdy defer a prcdetCfll\in« amount 
or a1Jowablc cosu roc a~ period or time. Sincx the Board dcdclc:d to 
pcnnit any albwabk ~ that is adcmd r .. rate-maklna purposes under • quali
I'Yina ptwe.ln plan to be capitalized ror fiiWlclal rq>Onins. this imte became 
mooc. 

( WI d .. Uouf Actoadooc f0< ,.,.__ "-

6S. Some Bo&rd memben aptcd 10 permit the capltallzadon or allo-ble c:osu 
f« plans IIICICilna the specified criteria~ lhoul)l they bdicYc that ddc:rral or 
-.a In t'- circwruuoc:es is not COCIIlstcnt with the prcmlsa that underlie the 
•cmuntl"' provisions or SWcmcot 7 I. Some viewed the rqulaton' dccislons 10 
apptove plwc>in plans as bdJia cltiwD .-c by nwkd raaon ot competition 
than by the ~ or the Qlrmlt Javk:cs pnMdcd to C\I.SIOm(fS. The Bo&rd con
cluded, 1\owcwr, that c:apitalizal1on ror rmandal reponi"' o r amounu ddtrred 
punuant to-wn ~In plans Jbould be po:rmllud bcawe or the comblnat.ioa 
or dtCUIIISWICES o.pcrlcncal by dearie utlllllel in recmt years as SCI ronh in pan· 
pap/1 49. The 8o&rd views those circumstaliCa as un~ tual and a arced to the ac· 
countina apcdrocd In this SWcment as a means or addrcsslna those unusual 
~ On the «her hand, the Board bc.licYcs that the provisions or this 
Slatcmcru caJI be Ykwcd as a dcpanure rrom the premises or Sutemmt 71. At:· 
cordlnaJy, the Boa.rd decided to limit e,pplic:ation or this Statement to phase-in 
plans adopted in conncttion with pWits on which th<n: was slanir.:am physic:al 
~SlniC!lon Wote Januasy I, 19M. Thc lloard concluded that this limitation on 
the usc or phasc,in plans is appro.,.Ute because the provisions or this Statement 
11~ intu>dcd to epply in speciro:, known circuii'Utlna:S. On. cannot predict the ex· 
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( - ol f..-c p [ tifioa ud clcrqu1alloa iD lhc dearie utili(y iDdusuy « In 

odocr udlily induluics.. 

66.. $a. aisdQa ptwc.ia plans bal'C cldcmlll allonbk C1C11U for 1\W¥\i t iD fu· 

mrc p:riods f« rate-malti111 purposcs and ba..: no1 PfO"idcd return oalhc invesl · 

- lA !bole dcfcmd cosu durl111 the dcfcnal period. The Board oonsldcrcd IIlli 

I}'PEoll t r lA plaft aadcoadlldc:d tlw It Is, iosubllancr, putlally adcfcnal and 

~a cr ... • 'WIIDCC. T1lle aMrooment ol iadMdual COII~.-Yict rqyla!ion 

&WO•Idcs aa mtcrprise an OI'I)Orlunity to cam a fait return oa QPil;aJ ln\'CSted f« 

lhc bcncru or the enterprise'• cwtomen. I( no return II provided. the rqulator 1w 

'-diroc:d)'clisallowed pa.n ohhecos& oftherdalcd plaN and thuccoulllinlsbould 

rtnac:a 111111 disallowaDc:e. 

.Uiew • for E&nWop 001 Sluu9oldt"' Ia- Capllabod for 

• # .. ......_ 

(;7. AI. AJO'A laoxs Paper, Appliazt/011 of c-ctpa :. FASB s.z-t of 

F"-ltt/ Aaowtllf16StlutdludsNo. 71 toifmnJi116 ~in tiN Ptlblk Ulility In· 

~ ftltd¥Cd by the Board In NoYembu 198-4, I'CCOCilllloi:D tlw lhc Boatd 

-.1 ~ 9ofStatancnt 7110requirtapilallntion ofaQYallowabkooat 

.._ doc criteria or lbal ~ arc met. Mally rapOoo<lmu 10 lhc &po&wc 

~ ID8dc lhc amc rccocnmcnda1ioo. fara1:rapb 9 noqulta capitalization oaJy of 

.._IDcumd 001t that M!llld othcrwix be cbatp:d to c:xpcnsc." Thw. ~ph 9 

cbs oot penal& capiratizlt!oa of aa allowance for Cllrl>iDp 011 sharcbolckn' 

---allowable- bul oot aJI l:ocumd 0011111111 would olhc:nrbe be 
dlllrpd 1!1) cspeaac. luJ llllowan« f« camlQp 00 lhateboldcr1' ln'fUim<:DI pro. 

vldcd by a rqulaJof Is aa lmput.cd c:ou. Capllali;2tlon of thai eo&~ would iDcrusc 

c:unallly l'qlONid ilw:ome. • result wlllch lOGIC Board mc:mben bdic¥t Is ioappro

prilu. T1lle Board ~ tlw iocomc rdalcd to an allowazlclt f« Qr'DiQp oa 

sbarc:bokkn' lnves~mcnl ~should raull from rna>uc ,...,,ization. not 

from QPilaliulioa. 

61. lA lhc ~Draft, the Board ptopolcd 10 noqulre apilamtlon of lhc COSI 

of cqulr)' funcls (ltD aJJowancx f« camiiiiS oo sbatdlolclcn' in'fUim<:DI) in ont 

otlx:r Jlmiud sl.uadon-when lbal allowanct is dcfcmd by lhc rqulalor in con· 

DCIClion with a allorl-tcrm cott dcffmllllld ~Is Clp<>Clcd citbcr tluou&)l an 

aUIOIDatio: n1e edjiiSUD<nl dausc or ln the rates provided in lhc II<Xl rate caK. 

e .... tbou&h the Jkuation was defined c:atcfuDy, commaus ltlCd-..d about that 

prO¥Isiool of tht E cposurt Onlfl indicated thai any sud\ rcquin:mcnl would bc in· 

27 



~-----------------

la'pftScd bl'c*Dy. for Cl&lllllk. some rc:spondaltJ intcrprcud lbc provision m 
~ u '""""""""" a situatioa in wllich U.C rqulator had ocdcrcd c:apiul. lzatlon of the n<tcost of Opcntillaa newly completed plant durina lh< poriod from 
tho dale ol _..paion of the plant to the elate or alalcr ra1e order padna the plant 
Into n.tcs even o-a~~ rocovuy, if any, will be ptO¥idcd ova the lif< of U.C newly 
cocnpletocl piull rather than lhrouah rates provided In the next rat<: cue. 

69. After CO<Wda ill& oommenu ,.,.,.;..co~, the Boanl aarccd tllat rccosnition or a 
cldcmdallowancc rorcaminpon sharchokkn' inVUimcnt as lneomc In ott>« sit· 
ualloos thai ....n &pccitlcaJJy mmtloncd In comment ldtas wu not wvnntcd. 
Tbc: 8oarcl docidcd that it was mon: app<opriale lo ~ria c:apitalaation, for riiWldal tq)OitiQa. of u allowanct for caminp on t.lwcholdcts' inYCStme~~t to 
consll\lelion ucl qualifyina plwc·in plan& 11\an to attorn pi to ddioe Umilcd other 
..-for wblcfl It would be pc:rmittcd. Thai clc:dsion rdla:IJ both the Board's rt
._to permit prcm~un recosnilion of Income &Del u.c pnaic:al dafroc:ulllc:s of 
ddinlna tltii&LionJ that would watTIJit such c:apltallwlon. Aoco«<lnaly, the Boarcl 
cleddcd DOC lo ~ Stal.cment 71to pc:rmit ~of an allowan« for 
earnili&J on lltan:boldotn' invatmcnt for rm.aodal rtpOrtina In irutanea othtt 
than clurina ~or u pan of a pjw.e·in plan. 

70. Tbc: Boercl c:olllicl<:rcd wbc:ther this StalemCnl should be applied only to plwt· 
In plans ordered ancr the cffc:al~ clal.e or 10 all ptwe.in plans. Applyina this 
S«etcmm! oaJy lo plwo4D plans ocdcrcd alia the dTcx:tl\'C elate woulcl dlminisb 
both the compcabltity of the raukin& ra.oanci&l sw.cmenu alilOn& entcrpri.sca and 
the JQr-4.0-ya.r ooasislalcy of flnaftci&l rcsuJu of an m~UJ>rise tl\at had plwe.in 
(JaN ocdcrcd boch lie! Oft &Del after the dfeaive elate. Plwot-in plans c:umd ova a 
number of )QI1 Applyina the S«at"""'' oaJy to plwe-ln plans O<dcnd afttt the 
dTcx:tl¥1: daLe ....,.,.ld also pc:rmil financ:W-nportina reooanition of pllase·in plans 
11\att.bc Boarcl bdkva coulcl unclctmine the acdibUJty of rmanc:W rcpottlna un· clcr s. .. .._.,, 71. Actonlia&Jy, the Boarcl clc:dclcd thai Ibis Statement should be 
applied to all phase-In plans, rqardlc:ss of whether they we-e Ofdcred befoN: or af· 
ter lbc c(fcx:tl\'C clak. 

71. In the Eaposurc Dtalt, the lloard &Ked wbclhcr rqul&tots would be ltkcly to 
modify ecutlna plans in order to meet the crilerla or th< final Stat<rnent . Comment 
lcltcrs recziwd ift rapOftle 10 the l:.tpoour< Dtalt incltc:aLcd llut web dtanacs may 
well occur. Some raponclcnts noctd thai their C<islina ptwo.ift plans call for auto
matic: ra:orulclcn!ion In the C\'Ct\111\atlhey c1o DOC mcotthc ailerla or ahu SWe· 
mcnt. In wicw er 1.1\at respoauc, this Statanmt provlclcs spe<W lniJUition rda<:f for 

( 



( anam c:Jdain& pbasc-in plans. The Bo&rd dcddcd lh.tt if tbe rqubt<d enterprise 
'-n:qucstcd lh.tt its rqulat« amend the plwc-in plan in onSet 10 meet lhc crite
ria of lhls Slalement or il\tcnds co do .o es soon es pnoctlcablc and il is I'CliJOnably 
po$$iblc lhac the rcaulator will chan&e the terms or the plan so t.hll it will meetlhe 
criteria or this SWC~Mttt, this SWancnl acncrally would not be applied to th.tt 
plan until an onlct is l'eClCivcd from the rqulator, dthct revisina or ~rU>.inc tore· 
'fix the pbA. The 8o&rd also dcdded that lhc criteria or ~paph 5 should be 
modif'ced fOt plans that- revised to mcct the criteria or this Statement. For those 
plans, the IO.ycar limitation and the prohi!Htion apiiiSllncrc::Wnc pmen~o~ae ~•• 
inc:n:ascs ·would be measured from the da~e or the revision. 

n. Tilt Board also c:oosidcn:d whether the proviJioa in lhh SWancnt, !hat an a!· 
lowaPcz ror camittp on slwelloklcrs' inVCSllliCftl ~ld oot be capltallud for 
fUW>dal rrqoonina other than duril\s eoasm.alon or as pan or a phase-in plan, 
dlould be applied only to amounuaccru<d Cor rate-makina pwposerarter the ef· 
fcrc:tJve cl&lc or al.o to amounu previously capitaliu:d for flnandaiCTpOni"B· The 
Board caoncludcd that allhouch eapltallzallon in cltcumsunces other than eon
suuctioll ud phase-in plan$ can rcaull in questionable Income ra:oanitlon, raro
IICShoc .-atrn!C'Al would be burdauomc and would not be warranted In view of 
tbe n:lathdy limited amounu « lime periods involved in put prac:tlccs. Also, the 
pnctiae hoot one lhal would be likely to undermine lhc credibility or financial re
p.lrtina under Statement 71. Aocordlnafy, thr 8o&rd decided lhalthll Statement 
sboWd be "'JPPlcd to allowanc:a Cor caroinp on aha~ldcn' inYQtmcnt deferred 
fCK ~ pW'liOSa ar~ lnlllalapplic:atioo or lhc Star:emcnt. RctrOIICtivc: aj)
pljaOoo is llOl pcnniucd f« lh.tt item. 
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BACXCROOND INFORMAnON 

7l. Sus mcnl71 WU ismcd ift Dua>bcr IIJCl. clfcc:llYC few rdWid&JIW!mdUS 

few riSCal ,an bqiAnin& ana Oa:anbcr IS, 1913. '"early 198.4, tcYCra~ difl'ercnc 

drCU~nSW>CtS caused llle 8oatd 10 quation wbcthcr llle 1pplic:alion or SWcmct~c 

71 in pnc1lcc wu wbat lhc Board had ln~endcd. 

74. Subscqucn110 ls:suinc sw-t 11, the 8oatd .,_..,. •ware or tcYCra~ p~we

ln plalu thiJ in\'lllvcd ~<}(an a1lowuce few catninp on &lwdlolclcn' 

in wstmen1 In an opcratina piiJU. The Doud coa.sidcrcd lssu.iaa an I nlerpi'CWion 

or ~ illuaDCI: of a 1),ct,n!cal 8uJSd.izl to point 0111 that caphelindon or 

IUCb an aJiowaocc .-,s QOC pcnnlucd b)' Sm""""' 11. HGWeV"Cr, arta diocunin& 

llle nature or pll~in pllns and llle ~ for tbclr adoption witl1 lUI affected 

company and Ia audl!ot,llle 8oatd dcddcd to csplorc the we or plwe· in pllru in 

moce dql(b bdon: addrcss:ina tbc ecmnntln& foe thoR plans. 

15. OuriQc 1914, nsc problems rdllcd 10 ocw auc:1car deCiric smentJaa pWiu or 

.IC\'U'III ulilillcs wen: widely diiC!IIW lAIIIe rllliACialllftG. UMnmenU aeditod IO 

CXCCIIIiYes or t.llO$C utllltk:s lndlcalcd consldcnble quation whether the utilltlcs 

could biD ..sa buod on llle COA ollholc pWiu 10 thclt CUSlOCD<n witi10UIIosilla a 

~part or thcit ~ bae. Some anlcla ioc!iaued tha1 :pbue-ln pbnlwcn: 

lllcdy for ocrtalD or those utllidlts. but they raised sJpi.llc:anl qucstioas about llle 

&ISUfiDOC or • ec:o~~UJ or COAl tha1 would be ddcned. 

76. 1u a raulc or 8oatd member-ns, chc: Boud asted 111e stair t.o inoatlpte 

whc:lbcr pdd.tnce about 111e appl!ca•m or ~~ 11 was needed In praaicx. 

The IIIIT met tc"<'CBI lima witl1 ~or t'>c Edison Electric lrut.lcutc (E.EI), 

111e Natioaal /ueOdation or R"*'t!•cory Utlllly Commksior .... ·• and the Public 

UtliU:s Subconunjtt ... of llle Amc:ricaa ~of Ccnir>'.d Pl. bile: Aa:ountanU 

(llle AJCPA S..Jxommjctce). Tbc 8oatd abo mel aolch r<par.nl&IJYCI of tllosc 

aroups aod llle Fcdcnl Encru Rqulltory Conunlm.>::. 

11. lA Now:mber 1984. chc: 8oatd ~an AJCPA luucs Paper on cmeraina 

iu&>a in the pubbc utilily industry. Thai PIPC< lisud 17 spccil"oc Issues rcbled to 

curicn~ problems iD t.bc deCiric utlllry industry i<Scnllllcd by the A I CPA Subeorn 

mluce. Tbc Doatcl also~ • cacnm<:Dl Idler rrom llle EEl on llle Issues ralsc:d 

m lhc AJCPA luucs Paper. 

ll 



n . Tbc Board is:sllcd ... &po$ure Otafl 011 accountina ror plwc-in pb.ns, aoatl· 
doammu, and disallowa."CCCJ io Dcccmbct 198l. More llw1 l,.acl orpnlutions 
...S iado•ilt oals rapondcd 10 that El<posurc Otafl. 

79. 14 JIIJIC 1916,1bc Boa..S held a public hcarinaon 1/\c propo:als in I he &posu~ 
Crall . Siltly..U. iodMduab and ronns pmcn1cd lhdr views 11 ~ four,.jay public 
hcariiiJ. 

10. Aflct consiclcrina commc11u received In comment lctlcrt and al lhe public 
llcatkll. lhc Boatd -.eluded lhallldditional considmuion was nccenary to rc· 
aoloe the aa>Ocmlin& issues rdalcd 10 pl\uc·in plans. In Ococmbct 1986, I he Doatd 
isaucd Su1cmen1 90 10 llddrcss accountioa ror plant abandoruncnu and diuJJow. 
anccs or plant cosu. Subscqu...Uy, 1/\c Board continued lu ddibcntions on ac· 
c:ou.ntlna for ~·ln pb.ns. 

11. lA Matdl 1917, the Board mctln an open mcctlna wilh rCI)rescnwiva or the 
EllJ and row public ....,.D!!IQJ rams that auditlatac numbers or dearie utilities. 
Slibrcqucft110 l.bal nwlinJ, the Board clcddcd 10 issue lhis Sutancnl 10 address 
-·atlna roc ptwe.ta pb.ns and capifaliution or an illlowancc for catninas on 
lbaRboldcn' io-ll!Cnl OCher than durlna oaostnoction or as pan or a pbase.in 
plaA. 
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This &.lcmcnt amends FASB Slatcmcnt No. 71, A~/« the lil!«ts of 
Qortdn 1)pc of kplmion.. for'" rypa or cwnulhlt ~ ha1IC oa::uncd in 
the da:lric utlli!y lndustty~ or p1an1a .ad cllsallowancos or cosu or 
I'ClCml!y QXDplctcd plaDts. 

This SCalcmcnt &mcDds Smtcmcnt7110 RqUirc the futwe ~ue that bc:xpcacd 
10 raW! from the rqglator\ indnsioa or the ClOSt or an ebaDdoacd plant In allow· 
abk cosu for ~ purpoiiCS 10 be tqiOnCd at iU paa11 value w1lcn the 
abandonmmt bacomcs probable. If the c:an)iDa ..-olltbe lbandoncd plant 
exceeds thal ptaall value. • loss -.Jd be rccocnizcd.. SWanmt 71 prMously 
RQUircd that use~ to be ft!lOtlcd at the 1o:s1cr or the COli or the abcldoocd plant or 
the llfOba.blc cross I'C\'alue. 

This SWcmcnt abo a.mcnds SW.cmc:nt 11 10 rcqulf'e any dislllowcd cosu or • 
rumtly QX'Dplclcd pl.aotto berec:osnlzcd ua ~. Slelcmcnt71 previously rcqulrcd 
IUid impelrmeniiiO be ,......,...;.., but did 001 JpCdly -..bat Cl)"'hMes an lmpalt· 
a>c111 or ptOYidc spdllc Jllldance about bow im~ lbould be m<:aSW'cd. 

AIWJ)I.thls Smc_.,.t a.mcnds S'lltn!C!1C 7110 JpCdly that.., alJowaDco for funds 
uacd dwtna camtJUcdan lbould be ..... lim1 ~ IIIU ~ iAdwioa ~ 
aDowaNc cosufor~~~~~ 

This Scatcmmlls cffectm for lhc:aJ J'CIIS tqinnlna after 'Oocembcr IS, 1987 
W\lca (a) tpplic:lrion or the SWanmt -.Jd CIUIC a 'riollllon or probebk futute 
Ylolatlaa of a rauic:IM daulc ln an m.t1na loan IDdealure or Ol:bc:r apCLIDtllt and 
(b) the enst:r'prile Is ..:tiYely IC>CII:iq to obcaln modif'ICIIion ot that I'CSirictiYc claux. 
J.o thai cue, ttls Stat.._,t Is dlcc:tiYC f« fbcal J'CIIS bqinnina after 'Oocembcr IS, 
1988. • 

1bls St.ataneot applies to the I'CCIOt'dcd cosu of ~ llbaodotv:d asscu, the 
recotdcd cosu of asscu f« wbidJ flstute ablnclonmcnrls probable or becomes prob. 
abk in the fllt\!I'C. previou.sly dl.sallowcd plant cosu, .ad diAIIcJwaoca of plant cosu 
that .,C prolr.ble or bo:ome probllblc lo the futwe. 'Reslll.._,l of fllWICial JWc. 
menta for f'rio>r rosa~ lf"&R is CflCOURicd but 1101 rcqulrcd. 
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Rq..taled EalapioD-A-dac for A~•1x-ud 
~offtr.III(Mu 

u _..._,of FASB SWCIIICIII No. 71 

IN'l"RODucnON 

I. FASOSWanall No. 71 , A«<UUIIin,/ortMetf«tsofQrroln T)'pesofRqu/11· 
tlon, was issued in December 1982. Sbottly :lflet lhai Swancnt was Issued, major 
cw:nu ID the clccuic utility iodusuy caused the a-d 10 review the ell" cas of the 
SWanau on the aoooun1ina for tbcoe ew:nu. Aflt:t oonslclaina the application of 
the S&.alcmall. the Board da:iclcd 10 am<nd Statement 7 1 10 provide more spa:if..: 
suidlnoc foe aome of~ cwn~S and 10 c:lwl&c lheiCCOWidn& for olbm. 

2. This Sc.atcmc:nt amends SWemcrat71 10 q>ecify "CCCC)!mtina for plan! abandon· 
a..:na and dlsallowan.ocs of costs of rtea~ll)' coml)ld<d J'ilnu. It &1$0 ptO\oilb sui<!· 
ana: ror the capiraHzar>.10 of ao allowl.nce for fW>ds wed elwin& ooosuuaioo 
(A.fUDC). 

STANDARDS OF f1NANOAL AOOOUNll.NC AND REPOmNG 

3. When il beoomcs probaiJiellhai m opr:nolina Ultl or an IISSCI Wider consuuaioo 
will be abuldoncd, the COR of lhai &UCt shall be rcmoYC>d from consuuc:llon work· 
in-process or planl-in«rVioe. The cmerprisr shall dc:tc:rmlnc ~ rcoowry or 
any allowed COilillik.dy 10 be provid<ld with (a) full rclUm OCI inwstmaJI durina the 
period from the time w'tlen abandollmeot becomes probAble 10 lbc time when rccov
ay Is ClOIJlplded or (b) partial or no rclUm on inYauncnt durina lhai period. That 
delennlnatloo ibould rocus on the faas and c:in::umswloes rda.tcd 10 the specific 
abandoamcnl and should &1$0 consider the pout practice and aun:nt pollcic$ or the 

ITIIt ....... ,-!s ...a~ Ia 111D - .....a.- with .. - 1a ~ Scat"""" No. s . 
..._,J.,r /0< ow.-. oo -lhll a ii>Naelloa or CYall b Ctdy to oa:w. 



• 

appliablc rc:culalorY jwbdiaiaa on abaodonmcnt situations. Based oo that dc:lcr
mina~jnn, thec:ncapriscsh&II111:11:0Wll ror the c:ost or the abandoned pb;at .s followl: 

L FWI murn""' ln'fft:Stmml Is likdy 10 be prollid«<. Any d.!saiJowance or all or pv1 

or the cost or the abaDclo<lcd plant thai is bolh probabk and r-.~t>IJ' mimll· 
Ilk. liS thosetermsarcwed In FASBSWcmcnt No. S, AtXOunl/ltr/orConiin,m· 
dot, tlld the ceWa! FASB llll.CrprCQlion No. 14, R.ea1Dntzbk EstUr!Diion of IM 
A_, of a Loss. lbtll ~ ~ .s • loa. and the catT)'ina Oasis of the 
rcconlal usu shall~ corrcspondlnsly rcd.-1. n.c rc:maind<:r of the cost or the 
abandoocd pl&nt shall ~ reported u a teparate new W<l. 

b. PrutiDJ or no rdllnl on ln-ment Is 1/Jcdy 10 be provkkd. Any disalloQZK'C of 
aU or pen or the cost or the abandoocd plaru thai is both probabll! and f'tXJ$Ono 

tWO- atimtlble, .s 11M* unns arc used in SWanocnt S and Interpretation 14, shall 
~ mmcnlmt as a lou. n.c prescn1 value or the future rcvmucs nq><e~cd 10 ~ 
proYiclcd 10 R~~XM:r lhc allowable cost or that abandoocd plaN and ll:lurn on 
invalma!t. if any. shall ~ reponed tS a oepu&~c new twd. Any a.ocss or the 
mnalnclcr or lhc cost of the abandoocd plaN aver that prc:ICI'It value also lhaiJ be 
~ .sa loa. The dltcowu rate wcd 10 comput.t: the pn:sau wah~~' lhaiJ ~ 
lhc cotaprise'l iuaUDCiilal borrowVla rate, lhal is, lhc rate !bat tlbc mtaprise 
would ba'<IC to ~ 10 borrow an cqulvalmt amount for a period equal to the 
QPOCtcd I'OCO'I'er)' period. ln clctcnnlnlna the pr'CSCDI value or c:xpcacd future 
reYa!UC:S. the cntcrpriJc lbaiJ ooruiclc:r such man en .s (I) the probable time: 
period be! ore !SUCh RIOOYCrY Is c:xpcacd 10 bqin and (2) the probable time: period 
O'<'Cf wbic:h IClUITCJ}" Is c:xpcacd 10 ~ pnw\dal U the estimate o/ eilhtr period Is 
• ranac. the JUlclanc:r ollnurpm.atloo 141btll ~applied 10 dc:lcrmiDc the loa 10 
be I'CICOIIllzod-~ the moA likely period within that ran&e lbtll ~ wed 
to oornpuu: tbc: pracnt value. I r no period within tbat ran~ (s a beU<t cstlnwc 
than any otbc:r, the pracnt value lbtll ~ based on the mWmum time period 
within that raaae. 

4. lbc 1.--dcd amount of the ocw twdlbtll be adjUSicd from time 10 lime as ncc
cs;sary If ocw i.o!onn.atloo lndlcatcs that the cstlnwcs wed to ra:ord the separate ocw 
twd haV~: dwJ&cd. 'l"boc cstimalc:s Include (l) the detmnllwion of whether fuU 
ll:lurn on invcstmau wiD be provided tlld, If 001, the probabl< lime period ~fore 
I'CCO'o"Cr)' Is QPOCtcd to bqjn aod the prob&blc time: period over wllicb rotrNC<y is 
QPOCtcd 10 ~ prcMclcJ and (b) the IJDOWII. or any prob&b6c and rcason•Ny cstima· 
blc disaiJowance or 1.--dcd costs or the aballdoncd plant. n.c amount or the 
adjiiSimCru lbtll be mmcnlrrd in income .sa loa 0< pin. PAI'IIcraplu 21, 22. and 2A 
or Appmdl.x A ill:ustrate how this paracraph applic:s to chances in the c:slhnatcd dmc 
period bd'ore a ceo_,. bqjn.s aod the time period over whid1 ra:ovcry i:s apcacd to 

2 
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( be pooidcd. n.e ·-dod~-ollhc- -shall- be adjusccd 
foe c:haQel:lla tbe Clllcl'prilc\ ina Wklllal barrowiQI1111c. 

{ 

s. Durilla lhc pcdod ~ lhc dale CiD wblcb lhc-- Is roqJ1bcd and the 
dale Oft wblcb ·-'1 bqlos..lhc~ .mount shall be lacreued b)' ea:ruill&. 
wrylna dwle. The nit IIICd to fiCCniC tA.i ~ c:h.qe lhall be u (ollc;ws: 

a. If full"""'" Oft In- Is likely 10 be proWled, a rau equal co the allowed 
ovaal1 call of QPilalln tbe jo.trisdicdoa ill wblcb RICO\Ia')' is ~ 10 be pro
~ lball be used. 

b. If s-Ua~ or 110 n:C\Inl oa ~ Is likely 10 be llfO'idcd, the nu llw was 
IIICd 10awnpu tbe·..-..-lball be used. ~philO and D and Sched· 
uks I and 2 of Appald.ix A lllustnlk llw ptOOOdu~ 

a. If full n:01m 011 IIM:wbiiCIIt Is likely 10 be proWled, lhc-shall be amortized in 
lhc ame I1I&IIDCI' u t.bll uiCIJ for ~ pi.II1IOOCJ. 

b. U 1J11U11 or ao n:C\Inl oa m--if likely 10 lie ~ tbe -shall be 
- dzlid Ill a -IbM wtll produa: a .,. RNrD oa lhc -uz..d 
Jaw• rq Ill lbt--~ 10 tbe ra1t at wblcb tbe ~ R'faD:S wac 
cfteooomc..t Paa .. apb l$ ud Sc:llcdWe 3 or Appcodb A llluanlc llw ~ 
dutc. 

N I " • f of CMtl ., ltec:ealb c 0 I fed ...... 

1. Wbco 11 bccomca pnablc Chat put or theca~~ or a n>Callly cornpldcd piallt will 
be dltallowul for n&oill&klaa IJIIt'IIC*III!Id a n:aJOillblt Cllima1e of tbe amount or 
the clisallowaoce cao be made, l tbe C!Cimat..t amouo& or tbe probable clisallowaoco 
shall be dcdMcd rr- tbc reponed-oflhc pi>Ail and •o ••••"" u a lolL U put 
or tbe - Is e ,,.._ *"' but ~ tfin'k-:d (for .........pe, b)' a11 a:plidl dip). 
bwtulcc or n:01m 0111tnau11Glt 011a pottlo1l or lhc plan!), a11 equMicnl amoum or 
ca~~lhall be deduacd r tOCD the reponed ca~~ of lhc pLw and roqJ1bcd as a lol:s. 

a. f>atq:rapb 15 or s.-11 roqu1ra an a.11ow1u1rx roc funds w..t durin& coa
swction, l1lcluciill& a clalanalcd CIOII of equity fundJ, 10 be aopil•litteJ In qlCCillcd 
circ:wnP- as put of the aocqu:lsklon call of the rdalcd UIO:I. ThalliOP sball be 

iiOOD.. ·-··~.,...._I« ..till• __ ........ .,._., ..... 



apis•'·'""' uedcr ~looK cimwa•oca OQiy if iu subseqlocnt tndwion in allowa.bk ( 
CXIIU rex _.Irina purpoecs is probabk_ 
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9, su.-11 is ._...was ro~~ows; 

a. Foolootc 6 to paraa:raph 9 is supc:rscid<d by the roUowiJ1a: 

"rhc 1um pro/»blt is usa:! in this Sl.aumcnt conslslent wilh lls use in FASB 
Sl.alcmcnt No. S,ACCDWIIU.,/orOint~ Suumcnt Sdd'uxsprobobk 
as an area within a ~ or lhe likdihood th&l a ruwrc C¥CI\l « cvaus will 
ooc:uc, 1lw nqe is rrom probable 10 rernou, u ro11ow1: 

t>robtlbk. lbc future event or cvaus arc Ukdy to ocxur. 
~ ~ The dwla: of the rutwc cvcn1 « C¥C~US oc:aurina is 
men than ...-x.c: bullcss than~ 
~ Tbc chmce or lhe future C\'all ot ._, ocouTin& is diP~-

b. The followin& r~ is added ulhe cod or the nnt ltniA:OCc or~ 9: 

•eo.. or abandoned plants &hall be accounted !Of in &ceotdance with partie 

paphl ~ or FASB Sl.a!emeot No. 110, RqW.at«/ Enttrpri!a- ACCOIUilU., 
/tx 14btutdof:lmt:tiU and DimJJowanctS of Pkult C4su. 

c. The ro~~ow~na rootootc is added 10 the end or paraanph 10: 

1DIAIIowana:s or cosu or rca:nlly compldcd planu, whuller direct or 
lodlna..lball be accounted for in acc:o<c1at1oo with~ 7 or Swcmau 
110. 

c1. Parq,llpb u is JUpCnCdcd by lhe ro~~ow~na: 

Appc:nd.ix 8 and Swcmau 110 illwuatc lhc application of the acncnJ SWI· 
cl&rds or IICICOUnllna ror lhe ctrccu or rquladon. 

'1'hole amounu &hall be capitalized only if their Nbscqucnt Inclusion in allow
able COlli foe- tatC·'maJdna purposes is p<obablc, 

( 
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V>A cm::pclno 10 tbll.-.1 1\Uc Ia IM"'iclcd ror-. of aludoncd plams. 
~ l6-2S ol S«M """ 90 lllusual.e ~ ror rurure rew:oucs 
cs:pedtd 10 raul from chc COM or an thancloocd plane wilb al*tlal return or 
110 IUlll1l 011 imalmalt diD!& chc ,_,, period. 

10. Elca:jM a prcMdaf In~ u, chc iMO• isio&u of this S«w w•ll man be 
dTCICIM ror r.:a~ ,_. t a' hw a/"" o Ler IS, 1917 lllld hllaim pcriocls 
wkbiD m- riiC&I ,an. Edcr """• wioo • CDClCIInpld. ~ application 
or this St•tcmenl ill riiC&I yean f« wllk:h riiWIO:ial scaumcot.~ bave previouaJy been 
lslued Is ftH'O!"'A&'"i, In wblc:b cue chc Ooaocia.l scaumcot.l or aD prior periods pro
taiUd sball be f'CIIIIIOd. lin IOCididaa, chc rauciai ~ llball, in the year this 
..,.......,. II rntl!pPiied. dllcbc chc DMift o1 aey taWaDCOt and lu c:rrca oa 
Income be{ ore tJLtlWdlaaty ll.cml, - iDcome, IIOd rdaud per sbaR amouniS roc 
adl period praca:ed aod oo r«**ed ~ llllh= lqinoln1 or the carllcst period 
ptCIICIIIed. 

11. u r --'a'- u ror prior r11c:a1 ,_,. ••not I'CII.Itod. chc c:rrccu oC app~y. 
Ina this SW •toa:ladna ~ lball be reponed • chcmm•bdve c:rrca ola 
cllaQIIe In wmol"rioa prUx:lpe. a cbcribcd in APB Opinion No. 20, A«<CC11Iint 
~ and the IIIIIUI'C d chc c:blullc and chc dra:t of adosltlnl this S«..,man on 
Income bel ore Cll:r80nllalty ll.cml, ... IDcome. .and the rdaud pc:r llw IIIDOWtU 
abaJI be .tl• "*"' 
l l. lnkiU w• at¥'0 of tblt ~tl"iil RIQQirc lbc folow!Aa adjuqmmu 10 
prcYioualy ...... dcd- wkb COil'""'""'ina -'.~.--.. 10 reponed ncfiocomc or prior ,.an or to IX o-•lerhot dla:t ol1111 IIOCO'm«ina ~in the year of tbc 
cbqc: 

a. Amounu Chat wac 10C01dcd in prioc yean roc I'CICICMRblc cosu or abandoned 
plams 1111111 be ..t}uslod ulndicated in parqraj)b l . If 1*tJa1 or no rc:cum on 
JoYCIUDCOI is likely to lbc jMOIIidcd, the diloount ra&c wed to compute the jM'CSCnl 
value sball be lhc rqulaled CIDI.<:I'jMilc'tluo cwntal bon'oWia l'lllC Ill the cblt on 
which tbc abandoame:N became~ 

b. Dlallowed plant COliS or the type~ dclc:ribcd 1o petall'lj)b 1 ahall be cblueled 
from chc reponed COM or the rdaled-. 



1). u ~rlon o( !his Sukmcnl would c::auK alliololioc ot probable r..n.n vioQ. ( !loa or a rc:suic:live dausc 1o an cxistina loan lndeniW't ot Oll>a' qR~Cma~t IUid c.\e caurprix Is ~ -ua, to obtain CIIIOdiration of that ~ clause. tbat ~may ddlly ~.,.. or !his SUI.cmalt fot ~ acldidona! )'CaL lo lhal cue, lbe axapriac ..... dilcloK, ID Its l'loaa<iaJ •Mcmm!l Cot lbe Ora n.:a! """' tqlnninl ~ l)rrnnbrT as, 191'7 -s inurim periods wilhllllhal r~ )'CaL <•> the dr!ICU IIIII appiQdon or this SlaUmellt would hawt had oo U~CU, ..w-s cam-IIIIJ 111 11ae -s of that riiCal ,.,.. ot Interim period, income bd'ote c:xtraon1lnary . kcms, oet Income. &lid rdattxl per lhatc: amounu, (b) the Dal\lrc or the violation or probeble future violallon !hal would result from appfotion or lhc Scaumc:at, IUid (c) lhc llqll that lbe COil:lpAI1.)' is Win~ 10 climlnalc lhc n:suic:llocu. Thai cru.crpilc lhall ~this S!e!cmt!!', u !gdlcwt..! in ~ 10.12 ~ Cot ra>e&~ YQn bqinnlna aJ\cr Dcamtxr 15, 19481Uld Interim periods withls11hotc r~Sa~ YQ/1. 

'lllcprorl~aurotd1i61Sca• a stiMJCd 
IOOC be lll'lllecllo laaalerial iu.. 

71ds St.almtml - odopted by IN 4l/lmtllllw 'IOleS of Jour mmJbtn of tlr< fltwtdll ~ Sloandalds Botrd. M= Browrt. XJrt. tmd MNthrop dillltllkd. 

Man. Blown and Nonhtop cn.nt to this SWcmcnl'l provisiocu CIOOClct1lln& emgom!lnl Cot •'-odon-I...S clilallowancos or plant COilS. They 1« DO rcuon to modl.l)' lbe applictbl!iey or p:octl!ly IICCqiUd emgomtina prindplcs to rquJaud Clllaplilc:s beyoad lholc ckparturc$ apcdfiCIIIy Cl1lcd for by SC•temen• 71. Mean. Browa ...S Nonhrop ~with lhc rcqulrcmm! 1o record rcco....ablc c:os11 of ahaodoned plaliiS at Chdt praa~t value IUid ~ w ac:auc lhc db - rsaltinl £rom !his prac:nl value compil&tlon. They would record lhc c:os11 aaocbtcd wllh abttnc1Qno1 planu a1 lhc Iowa or eos1 or II'OIS rcc:owrabk amowu (lhc undboowucd amoom~ or IUCb c:os11 that will be allowed in rw..rc rau:s). They would amortize lhcsc c:os11 over the period cJu.rina which they w!U be allowed rot l'1llbCDIItia& purpora. lo Chdt \'icw, !his COSl I'OCOVCr}' approach, DOW lp«ir.cd by Slatcmcnt 71, lhould DC( be c:blnacd b«suse 11 (I) Q)llfomu wil.b acx:ountlna f()( ClllcrpriJca lo .,eocral and (2) is consistaU "'ith thc Boltd\ condusion DC( to rc:quiR ~CIOIISofCKbcr~cd aacu, sucb ustormdaml&coosu, wbc rcconlcd at their pr-value. FW1h<:r, they bc1lcw lhal rc:cordinc I'CClOYCnblc a>sU 111 their prac:n1 value r=Ju in iftlpproprialt undc:nutcmau or currcm period nc1 
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income ud-or ad IDcomc iD •·bwqo- periods. Mears. Dr-. ICirt Uld Hor1brop objec:a 10 tile aequia.....,.. 10 a....,...W: cfisal. 1owanca ot.-s ol acwty ""'DP'«m opo ltiac plaDu as bKs iD all cases. l.n lhc:ir ~. a r S' ._,.... clilalowiDax ol ~ ol tile COil ola f"IUIII -Ism CWIII wat· ..-ina afiodc-n but 1101 IClCIO''"'iDa ,...,.,..,.;uon. CIICI'P(IO tile- that tile &S1d 1111 bcal ...... cd. lbey bdie¥e dill. t.rili& ...... maA.. tdlecdaa. disalowN>cc "' .... ...,... oplialdy ,...,.,.;m Rducod 1\atun: .-u rwfnrtioos "' c:um:au period - locoaae. Tbis raub in --= ..... ol ad income in ~ periods. 

M~o/IM 1'ltwlltdal A~ SUndatrb a-d: 

OoaUd J. ICirt., Cllorln-. 
Via« H. 8rOW1l 
1la)omoad c. l..a&.
DaYid""-> 
c. Al1lu Hoi lluop 
ltobat J. Swkriap 
Ankr ll. \Vyll1 

1 
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~~~~~ borrowin& ralc at !he date oflhe dcdsioa 1oabandon !he planlls 14 pc:ra:nl, 
"0!1190'onckd ~ 

17. lA olcw ol th< &CDIIDu.'lwd CCIII( olth< at• So o• d plant, Utility A bdicws lNI it 
Is pnlbabk !hal ~ or CCIII( witboul rerum on lnw:stmclll dwbla !he ru:overy 
period wW be panted <Mt a period !hal wW noc be less ll'lan 5 yean n« rno<c than 
10 ,_., but it bas now~ ror Cl!imliina !he eua 1lmc period 11\ai wW be ldcaal 
by th< rqu1alor. In olcw olthe ..-..nakina procc:ss In ~y B's juNcloaictn, it Will 
talcc approxlnwdy II months 10 OOiain a rate order~ the~ pbn1. 

11. For Income w pwposcs. the llbandoncd planl ILtJI a basU or SSOO 111illion, 
lnct!oc!JQa the CIOOilKl cancdlalion pallll.ics or Sll.S mllliaa. Utility A wW deduct 
the CCIII o1 tbc ahl.ndoacd pbnt as a loA on iu Income tu rcrurn In I he yea: of the 
elw 10'11 4 and wiiii'CICI:I¥e a &ax bmd'a oll4 pcra111.. AD or the bcncfa of !hal 
- .. be ~ in lhe CWTalt )'C&r. partially lhrou,ab a rcduc:llon or auTCI\1 
WNable Income &lid Crill'ri'YI*k 10 priot ,._.., th< balaDce lhrouah offlel or~ 
dcfc:n'OCI rualhal will rewne durin& lhe curyforward period. Edslln& dcfcmxl 
Wft.l CID t.lmiQa dilfUG~Ce& rda&:IQaiO the &bond )I IJCd plan! toUII $35 miJiioD. For 
rqsabl.gry J~UrPC*S.the w bmd'a or the ahancloamcot will be rcfla:lcd as rca:m:ry 
o1 pet ollhe CCIII or th< abandoooc! plant. 

19. Wballhe ~becomes probable (riD this""*· at lhe date or the dcc:l
- 10 tbenc!on), UllJi(y A would ~ tbc plan! from CXli\Slr\lc:tlo work-In· 
procx-. M7 dlallowucc or the .-'Clod - lbal 1s pnlbabk and C&ll be 
,....,.,., celmccd would be I1ICOfdcd u a loA. This eumplc auwncs !hal no dls
allowallce ol .-'Clod CCIII Is llllliciJIIIcd, ~ A would record a tcpU'aiC new 
-.I'C'J)RSCIIdQa lhe fUture rwal\ICI CIP<Cicd IO rault ftotn the rquiAior'l trat• 
mmt olthe CCIII of the abondoooc! piiL!II. a1 the pn:1t11t ~ or tbcwc c:q>CCI.Cid 
f--. I'CWIIUCL Tbc C!Qm• nlioa ol the amount to be n>CChacd would be as rol
lows: 

tO 

RCIOc:o-dcd COli or abandoned plan! 
c:>ecd'•Mn cbataa payabk 
1bul 

Lea rcduclioa or CCIII 1o a11 ~• equal 
co lhe ...-nu daiF&~cd b1 the rqulator 
roc CWTUll ,...,_,.: 
Oarrcot laX bcncfa or •bendonmcnt 
Dcfcmxl Wft.l ~ 

NCI&II:IOWltto be tCIOO"dcd in ruwn rata 

s 170,000,000 

s 728,000,000 
22,SOO,<W 

7.SO,SOO,OOO 

35.000,000 20S,OOO,OOO 
S S4S, SOO,OOO ... 

( 



( 
~ protlable htutc reo =would be arima«cd Ill 19,091 ,6G7 per ~ fot S 
,_.. ~ 011- ........, llr1lilbl.fiae ,_,. OOIICr * s-,... minimum period 
wii1IID the,.., ud lh<-to _.,flows would be ........ cd l.o bcPI ia 19IIIOC\Ih&. 
'The W'l!P'""ion ol Ulc - 10 be ~ Cot !be-- aDd of the lou 
~from the abt""• nc would be as follows: 

Present vah'C of$9,091,667 per month 11 
14.,.. ror 60 moruJu. a.vtJna 11 the cud or 
the 19111 month (amountiO be~ u 
DCW &SICS) S 317,101,016 
~ ohbew •a "~ pbal: 

Ncl&moulll 10 be hiCOWied ia r~Grc t'lla 
(c. rcplalory PQt'POICS (per table llii<M) S S4SJ()O,OOO 

Dialuftt 10 reduce ""''dOation c:fwJ,cs 10 
praeo& ~ (SZZ,.SOO.(JOO dilcoun~ II 
•• , f«6~) (1,512,6.17) $43,987,363 

r..o.ao be ,..,.,.,.•u.s• time or llbtndcamau 226,980,347 
Dder:red tu bcnd'll8l 34.,. 77,139,)18° 
Nclloa 10 l:c ,..,.,.,.lmd Ill tlmt ol dciCisioa 
IO•bendoa lbeplaat S 149,741,029 

"lllil---ora.~ 

Dd'cmd&U loond1l or .._10 .-lilt 
QpO<I<Id ~or 10 _ ... 

Drf....S ... oo diooounl10 .-_...Joe 
dluJDIO..-"""'" 

'lliW 
()1.,197) 

I 71,1l9JII 

The ddemd tu bax:rll oltbe ,_., would rcwne ia tdaUoa to the Clf1liA&s oa 
the IID&IIMWtized U<L The dderral tu 011 the Imputed iat.crar oa the aux.clla!ion 
c:hatJr$ would rcwne u lnuta! a:paiiC is IICa\ICIIl 

20. Pc:rullna rccdpc or • t111e onlcr. Ulillly A would ICICtUt canyina dwJa oa the 
I'CICotdcd ISSd 11a 14 pc:rca11 annual rate. Scbcdule lllhows that oompuwioa. 

21. Assume tha.t 11 the cud of the 12th month Ulillly A clctcrmlna tha.t il is now 
probable. based oa di10•ssions with the rqulatoc, tha.t nmwa y or IXIIIl without 

II 
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Acawlel c.n,t.c CMrps-~ ••'daJ ,,_ A' f I ,,... 
p, J ded"- ~Q.,.._ Reconkol "-':~ 

M~ W·e1·c of Moatla Aclcnoed' lalofMOilll! 

I s 317,1C77,016 S 3,699,SI2 S 320,806,.S98 
2 320,806,S98 ),742,74) 324,.$49,341 
) 324.$49,)41 3,786,409 328,33S,7SO 
4 3la,JJS,750 l,SlO.~ ))2,166,3}4 

' 332,166,334 3,875,274 316,041,608 
6 336,041,608 3,920,<486 339,'962,094 
7 339,961,094 3,966,1l4 343,'928,318 • 343,928.JI8 4,011,49'7 347 ,'940,11 s 
9 347,940,81S 4,059,310 3S1,000,12S 

10 lll,IXXl,W 4,106,661 3S6,106,79'3 
II 3S6,106,79'3 4,1$4,.519 ]60,1.61 ,372 
12 l60,l61 ,372 4,203,049 364.~.4.21 

. , _,... ~ .... -. ddcmd .._ .... bcndlu- bo ...-.!ODd.._ ... 
~· a 'tr11ft 'mm.tth()pWoo 11. 
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S:tlrt lr2 t 
UdiC)'A 

A.rxntal ot ~a....-oa A-' Rr k'wctro. 
"'!!II~~·~ ,... RcTtlcld 10 Rd1cd • ~ .. t:allult 

~ 

a-.il~ ~~ a-.lcd"-1 
~ lhee!!!!J of Moatlo A........t• ~ofMoc:lll 

l) s 301 j06,l72 s 3.$17.573 s lOS.~.$4$ 
14 )QS,Oll,$4.) 3,1S8,612 l08,Sil,(S7 
IS 308,$12.4$7 ).6('0,121 312, 112.S8$ 
16 312, 112.S8$ 3,642,131 3U,Sl4,716 
17 3U,Sl4,716 3,634,621 319.m.m 
18 319,j()9,3)7 3,727,609 323,236,1)46 
19 323.236.946 3,171,098 lZ7.00S,044 
lO lZ1,001.044 3.115.(194 330,823,138 
21 330,823,138 3,8$9,603 334,682,741 
22 334.682,741 3,904,6.)2 338)17,373 
23 338,$87,373 3,9SO, I86 342,$37,$59 
2A )42.n1,$S9 3,996,271 346.$33.130 

•AJCIIITJiow-... ... _....., 4dcmd- ... bc:ldlla-b<........S"""- ... -· s .,.,. .,_ wid! QPnloo I I . 
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s....ltllt3 

Ulil(y A 

c e dooo of~ ol A.c R_...'ll , ,_A"'" hood l'lllod 

( I) (1) (.l) (4) (5) 
Uumotdzed VIUIDO<Ilnd 

ll&luct Retura• AIDOr1iallo<o am-
~ !!J. ofw-GI .. 14JIO'ro ~ orc..sa Eadol Moellt 

(Col J-coll) (Coii-Co1 4) 
lS s 321,104,260 s 3,816,217 s M82.292 s 1,866,075 S 32S.l.l8,18S 
216 325,2J8,18.5 3,194,445 S,682.m 1,887,SC7 313.)50,338 
27 - 313,W.l38 3,772.41 S,682.m 1,909,871 321,440,467 
2:1 321,440,467 3,750,119 $,6&2,292 1.9l2.1Sl 31 9,5011,)1~ 
29 li9,SOII.,l l4 3,m,s!n $,6&2,292 1,9S4.69S 311.SH.619 
)0 317.SSJ,619 3,104,792 S.6al,292 1.m.soo liS .576.119 
31 JIS)76,119 J,681,nJ S.6al,292 2.000.571 313,57$,548 
ll m.m.$48 3,6$1,312 $.682.292 2,a:tl,910 311.!$1,633 
l3 lii.SSI.638 3.6)4,769 $,6&2,292 2,047.513 l09,~.11S 
34 309.~.11$ 3,610,881 $,682,292 2,071,411 307,432,104 JS 307,432,104 l.$86,7JS $,082,292 2.m.m lOS.Jl1.127 

110 S8,l42,320 610,661 $,6&2,292 S,OOJ,6JI 53,340,689 
Ill .D,340,689 622,)()1 1.682.292 S.OS9,914 48,110,705 
Ill 48,l80,70S $63,21$ $,682,292 $,119,017 (),161,688 
II) 43,161,688 503).53 $,682,292 S,l78,739 37,982,949 114 31,982,949 44),1)( 5,682..292 S,239,1S8 32.70,791 liS 32,74),791 382.011 $,682,292 $.)00,231 21,443,SIO 
116 21,443,$10 310,174 S,68l,29l 5.362.118 l2,081.3Y2 
111 22,081,392 'J7.617 $,682.292 $,424,61$ 16,6$6,717 
Ill 16,656.717 194.)28 $,682..292 S,487,964 11,168,7$) 
119 11,168,753 130.)02 S.682.292 S.SSI,990 s ii6,76J 
llO S,616,763 6$)29 $,682,292 S,616,763 0 

·~C8fliacaoeW ·:n w..s- ow...........,, ddcmd - ... bmcrou- w .........ct ............ _. 
I .. - """'()pioooa II. 
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/![[ .. , •• Oil..... .., .... c.... 3d ,r.-.~ea.· 

21. ~ lhM ~ C. wtlidl opcrMa IOidy Iii ~ .. c juri .. rlon, Is c:co
III\ICClna • - docsric: ~ ....... Oolnpclioo Is~ 10 Like approd. 
-ely one )'Car. l1lc- ot lbr planl • ..tucb - orlcin&DY ~ 10 be Sl.ll 
bDiioa, ~~- ..,.;,....ed 10 be. follows: 

C:O.U ""'*•lized 10 dille 
AFUOC on abo¥e (Off I ~ 81 II..Ufo 
Rcmaln.iQa labor. mai.Crl8ls, -.. 10 ~. n:pcacd 10 
be IPCIIII'Iilllhb' _. the ~ 

AFUOC on 8bo¥C ror '" ~ • 11.23 .. 
Tbtal arimeccd COli a& o•a a4t•io• 

s 2,100,000,000 
30),750,000 

469,122,500 
26,427.100 

s 3.5ffi.<m,OX) 

\\rious .,.rues baw c:baricd rh8l una~~~- iDclaa -a-c a tallll ot imprudcat 
IIDM.,....... O(lbr---

2!1. lb lri'Oid lbc- and Umc ddllr chll would be iD\oolwd lA a [ull«:aJc "prudaJcc 
ln-ipc!on• oflhc ClOCIIIINCilGD orlbo plant, Utilily c and its rqulalor qrcc t1w 
!be cotal-or d:c paw rtbal will be allowable In doCo-miiiiDa dcprccialloo aod IbM 
will be a11owoct iD Udlily a rue buc w\11 be Sl.A biiiiOD. I! !be cwmua~ alii ot lbc 
paw cr.-ts lhM •cap. • a r8labk pon1oa or lbc w bcDd'at or clepreciabon ..w 
IIIXI'IIIC 10 the bc:nd'lt ot lhe .twdddcn. For w JIUIPC*J, lbc plan! Is ~ to 
baw a net dqndable balls of $1.0 blllioo. 

lO. The loa IbM rau1a rrom lbc disallowance iDhm:at lA lbc ·-~-would be 
cunputcd - (oiJowl: 

1btal Cllllm&tcd - Ill cornplalon 
Mulmwa allowable-
Dirrc:rcocc 
Loa 10 be I: IIC 1rw1 (pr.m valuc or di!Tcreooelll 

11.25 .. AFUDC t11e,. baed oa I ~ 10 CIOII1Picle) 
Dderrcd w bendll or loa (2..0/l.$ x $100,000,000 

)( ,. .. ) 
Net loa 10 be I'«''OJ'Iud wbca ·-~·· ..,_s 10 

s 3.'00,000,000 
3,<400,000,000 

s 100,000,000 

s 89,817,600 

19,421,600 
s 70,'59,000 

Aft~~ the loa Is I""'''O'"wt AFUOC would continue 10 be rt:ICiCnl<d baled on the 
rcmainltla RlClOrdcd CIOit&. ~ if """is!onal illacua iD tbc cost ot tbc 
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plasll bocome probable and 1.11oee casu - noc allowable uodu the aarccd ·oosa 
Qp, • lboec .__ would abo be rocosnlud as loacs from disalloowanccs wflcn 
tbty bocome ~ 

ll. U lbe rqubl« onkral a •COil Qp" lhal Utilily C did no/ aaroc to, Ulility C 
would havcto&aesa wbdhcr theait.eriaofSwcmcnt $ fO< loss recoplillon arc met. 
If lboec critaia me md, the accountin& would be u indlc:alcd aboYc. Othcrwi:z, no 
loa WOI.Ikl be I"'Opjzw! Wllillhallo$S was protabl< and could be rcason&bly csti· 
m..:cd. llcc:lwc: of the poosiblc dlsallowancc inllc:rult ill the: "cost ta4), • it may no 
loc1&lcr be probable lhal-omouot of AftJOC ,.ill be included illlllloow.lbk casu 
Ia the futute. ....S lhal IUDOI.IDI may be reasonably atima~ lo I.II.U cue, t1w 
amoum or AfUOC would noc be capilaliud. 

n. Aaumc dial Ulility 0 opcnUs ddy ill a ~ jurisdiaioo. On J-.uy 
I, 19XI, Utllily 0~ oew dcctric acncratinB plant becomes opcntlooal. The cost of 
tJW plml Is $1 billion. 

33. lhiliiJ D~ rcpilltor caoc:lolda thai pan or the oosa or the reccocly rompiC!cd 
plmlwaslmpudcul!y lacwrcc1. ~ ralhcr tlw1 disallow the spcdl'ac casu that 
.-~. lhe rq111a1or iDstA:8d adi.IC!a to percau ('SIOO million) or the plant 
Cram the 1111e bMe, thc:rdlr pnMdina ao rerum Oft iDwstmo:nt Oft tJW portion or the 
plaat.. Tbc rcpilltor c1oca DOt izllcnd &l1l' pan or the w bcoc:(lt or clcprcciadoo 10 
IClCI'\Ie 10 the bcod'u or Util.ily 0\ sharcbolden. The rqulalor lodlcatcs that the: 
cztjusjm or 10 pcr'Call 0( the plml \COil from the,_ base b iDtaldcd 10 be pcrtllao 
--Tbc utlli(y cxw:t.IC!a lhal it will 110( appeal the diAIIowance alter CIOOUidcrina 
the likdy outaxne or an appeal. 

34. Utility 0 lhauld ruord the lodlrca dlsailowaDcc as a loss and ahouJd cstimau: 
die amouna or thai loa usiQa the best available informatJOct. 1f the rqulator spec;. 
Clcs tho amouna ol COli that- impnldcut. that amount may be the best cstimak or 
the lo$$. Otherwise, Utlllty 0 would have to cst.inwc the future c:uh rtoWJthat have 
Ileal disallowed as a raul! or tho order and dcurmill< the dfcelhoe ~by 
romputina tho prcKOI .u.e or tllol.e cliWiowcd future cash flows. Since bo(h the 
dlAIIowcd futw-e cash flows and the appropriau clixoum rate to compute the: 
prcscm value would be cstlmatcs, tllOic cst.imalcs lhouJd be c:alc:ulaU'd on a consis· 
tall basis. AcclotdlnaJy, II the future cash flows- estimated based on the current wciatlt<d..-. own11 cost or Utility D\ capital. lhal wc:iahtcd..aYUqe own11 
COli or capluJ Jbould abo be wed u the discount nue. The loss bas now benefit to 
UtilitY D. 

IS 
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lS. This appcndiuu-bcs comidcraiJons lhal were dccmcd sianirlauu by mcm
bcn or lhc Board ia n:8dllna lhc oxrlu!ons in tiUs SWanau. 11 indudQ reasons 
roc .......pcina uruia views aad n:jccl.inJ ochca. lndi\'iduaJ Board members p~ 
.,-eater wc:iPI&o - flo:IOrs lhau 10 otbas. 

36. Maey lcncn ~ u lbc Bo.d-dc\odopins lhc QOQC:IIulnns in this SWc
- objecl.cd 10 lhc a-d\ : • +Nil about eo:oo•mina foe ab&Ddonmcnts and 
clisallowancca of CXIIb or rcccmly mmpldcd plaw 00 lhc basis lllw &bose decisions 
dcr3rtcd fi"ClCIIIhc hlltorbl COIIl ~ of Aft'lltmtq for catcrprbct ~ The 
Doud proYidcd ~~a.- or doe QlriUII "''X''nrin& 1-sd ia ~ 66-70 of 
w.sB Conor:prs Cj!t« I No. S, Recop'tfot< .-!If'= rcrnm:t In FfMttdDI Stat~ 
IIWft#O/IIwlhtcaDiMpbeso ~66~lhlt lbeCIIITCiltmoddls 
-a pure "blsladca! COlt• model, as follows: 

Items C>ll"n:IIIJy fq)Ort.cd iD f'lnaD'ie! •cemmt• arciDCIISUrcd by dlf
fCRUI ~ " 1 "'i"a oa the MWrC or !be 11t:m and !be rdcYaftoo 
aad rdiabllicy ollbc .aibatc _.,cr. Tbe brei aPcc:u !be 111e of 
diiTcrcntldlribult:a 10 mncig•ae 

37. Tbe &.rd abo "'**lllie llllldl ol'tbc ICCO""'ina I!)CICif"aod by S!!!cmcnl 71 is 
lud! a dcpenw-c from tbc _..U!Iina !Rmn-ort ~ by DOIItqUialcd 
colaprisa .-nJJy. 11lal SICC'l!C!lll'" • P" • !hal rate IClloos of a rqulalor can 
have c:conocnie di"CCU &lid R!QIIIra ccrt&ID llcms thai would be •clwJcd 10 cxpcnsc: 
by noarqulalcd cotcrpriiCS 10 be capk•llzcd by rqulalcd colerpri.sc:s aoldy bcr=tusc 
the~ rate aaioas CIID pnMdc ,_.ble-or flltUI'c moeo~ 

38. Tbe IO"t!U"lina 8Ct forth In hcmcn•. 71 nqulm cauin rqulauo1 cnu:rprises 
10 I"COOplizc probable mer- Ill fulurc I'C\Ia\ua due 10 a reaulalor~ ac:tlons as 
.-by capiJallzlnaiDcurrcd CXIIb that would cxbcrwbc be cbaracd 10 CllpCilSe. The 
Boud bdlc-.a lhooc ,.... ••• ,cd calaprila llboWd abo ~ pobablc: deoe&JCS 
iD flltUI'c rcwnucs due 10 a ~ IClloos as ,..,.,., of as&U. <lcnmJ pur

pooc rUWICial •• _... lhlt ......,.= - CDha:nccmenta but - - c~ccre-
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43. ~ ~ ol-plaau l:lldcr COIUU\IClloo haw bocomc liiOR com-
-. ud - utitict have •len rSo ~ plaau clluiQalbe lalcr..,.. o( CCIISII\Ie• 
lbL lD IDIII17- lbe COlt 0( •le ........ IJIIIUdl 11-.c:f lhaa ill &be '*'-
44. Maqy rc:spondcnu 10 lhe Blcpoaore Drafllpc!!c;cwtl!w 111e -.dal aawrc or 
&be &tiCI doQIIQ( cblll&c wbala plaDI b aleodnocd. ln lhdt Yicw, <Xlll.buaf rqu. 
lallon ll'C8U aD Uldl the: lUIIe; a plaal UDder COIUU\IClloo and an abandoned plant 
IIIC bcxb -=wlalcwl COlli IbM will be I WriUed ~ mlalUCS. The l!oud dod 
1101 ..,.,e 'lrilh llw view Mel bat "Di'dt"'cd tbal111 ..... 'oomall ctwt&a lbe nawre 
ol the: uact. A plaDI UDder~ is c:qJCidcw!IO produce Idly tcnica tbal 
haw Yllloe. Azl aba• • w! plu& CM poduoe DO ...W.C... luq value lbal raulr.s 
(,._ tbc abe• 'D ~~plan& lalmkcw!IO lbe I'C"aaUCCIbal will be Cumlsbcwl ~ 
lbe ales o( .:mea JYOvldcwl 111 Olha' planes. 

cs. Od~« rapo~identl to lhe ~ Draft uraed lhe Board no1 to require loss 
.,.....,.klon lmlillbe 1o1t r. proleblc. ThM lalbe ._.Cor loa f"CCOJ'kioo that is pro
Wicwl 111 Gilt ollhe ailaia ol Stw- S. The Board IIIIUS that lolt ........ kina 
-..s-oa:uriiDiillbe 1o1t r. proleblc aDd_...., camhlc, --.nt with 
9• T , S. ~ ... ol ckw ICII 4.e••• ~PI~ with t:mllliL 
The ao..d aotalballbe tenD,...,.., • ckfiDed ... St• = .... s 8l1d Is 1*111 ill the 
--lalhll SWenmt Tbal dd'llliliao il DOt~ wkh Cl!l'tdlll, a tcnn 
thlll Q)«<D()ftl. iiiDCb biabcr lewd 0(-thaD piobobll.. 

-46. ........ on ill _,. ~ ba...: poolded tWrlQ'}' ,of lbe 0011 or abiln· 
doncwl plaau withouliUUI'II Oft ...__ duriac tbe IW:I period. That pn:IC»

dure bas bec:o dclc:ribed u 1 - o! lllaiina the loa bel- ..,..~ l.tld 
iibareboldcn.. A CIOil..jWriQ y app<*h for ._""'na for ab&ndoamaiiJ was 
bucd 00 (be.,;., !hat the~- clisaDowiDa fiiWrc cemlap, nlhcr lhaa dls
llllowiaa I. portloo of the: COil ollbe ,_ • •' pllal. Ill ro 01 sichrill& that laue in 
lbe ('-.al of~ co.v-, dot Board cwwyt.s..s lhM a _ _,....,.a, 
~ Ia dl'ect. ddays I ; lC ii(H• 0( ~ 1!.111 arc t-u 10 have bCICil 
inam1d. Althou&J> tbal appoech miaiJ& haw liaklliplf'-.t.co applicw!IO rda
tlvdy jmmatcrial ilcms, Lbc ~of the iiiDOUllll ill~ iD rcccot.,.... m.u. 
CIIICI that ncocnmoo cC loua rauldn& ftcm abendoomonts lbould not be delayed 
bC)'ood the elite wbco they arc pobable and I'CIIIOilabbt atlma.ble. 

47. The ~ also owi•"'cww that the future R\'QIUC &hal will result from iDdusioo 
or the COil of an abencSoocwl plaal iD aDow.blt - for rate-nultiD& putpOiiCS is 
C I ~!ally I iDOOdafy UICt. lalbe Boud's view, &II ,.,_ ,S, ood plaoUboulcl be wril· 
""' orr wt.m abandanmall 11 proleblc. UaJca il 11 probable thai the COR or 111 
•bandoacd plaDI will be entlrd7 ...... ~by the iqUIMor.. --that is CSSCIII-
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tlaDy a CDOnCCary &Sid dlould be rcoosniud. ib&l assc1 mou cloddy resembles a ( 
1oac-4enD rccdva.blc thM Is""'"""'""' on lbc basis o( (a) iua>st, if lbc Aal<d inures~ 
rue is IQIOnlble, or (b) Ill pmcnt val~. if 1M interest rat.e ls n01 swed or If lbc 
-.d .... is IIAr'O:UOII&blc The llollrd bc:li<Ya thai • similar mc:asurcmau basis is 
~ f« cxpccted futute n:YaliiC thai will raull from a rqulaloc's ll'ealmaiC 
of the COil of iii iilbmlococd plant. 

«. In the ~ Orafl, lhe lloatd propOSed 1/w the oYCrllll rate of return 
.uo-cl In lbc rqulalcd cnttrprisc\ WI rate case ill lbc jurisdialon In ...tliclr rccov· 
ery Is cxpcctcd to be rcai...S be wed to measure 1M prescnc val~ of 1M futwc ~ 
oue thai will rc:sWt from at1 abLodoncc: plant. R.c:qlondaiU to the Exposure Orafl 
pointed out !bat lbe ac:tual disallowance is w overaiJ ~of return in lbc future rate 
caJCS oowrilla lbc period durina which rCICOYa')' will ocau. ib&l ~is noc known at 
lbc lirM or lbc abudonmau. The ao.n:t t~rccd thai a auropu ~should be wed 
to cxmpncc lbc praclll value of lbc rcm.tlnini future rcwnua, and it doc:ldcd to 
n.quiR the mterprisc 10 use iu locrcmcntal borrowina rue at lbc date lbc abandon
ment bcaomca pcob&bC. 

49. Some "itJOudcr!l• IUIVJ'cd that lbc intacst ~ wed &boWel be chan'!cd 
wbeac:.., lbc ~~~owed ownD rue of rctlllll cban&a durin& lbc fCICO\"ee')' period. The 
Boanl \'iews thai approaoch u a meat~~ or malntaJnlna 11x assco in q.-Joo at iu ra1r 
....-_ Fair value olla! is wcd ill accountina to measure a newly acquin:cl assc1 when 
thai fair value Is more dcarty cvidml tbaD lbc value o( lbc aacr pvc.. up. Ho......u. 
wilb lbc C"'qqtlon ot cauln aacr~thal are readily martcrablc, the prac:n1 acxount· 
1111 model docs noc adjust 1M CIIIT}Ina buis of an cxJsdoa aacr when lhc fair val~ 
ollhal- c:lwl&a-

50. ~ RIJ)OIIdallllo the~· Dr.ft indjc:lrcd llllllhe ratt usedlto value an 
ebMdoamcal abould be a net~( oWl rue. Olhcr rapon4cnls asked lhal the Board 
8ddrca thew etra:u or the propOSed acxountlna ror abmdoo.mcnts. APB Op!nlon 
No.ll,~/or/ltC'Oinrn-, docs not pcrmilaccountina foritmuwith IU 
dfot:U oo a oec~foWI basis.. Rather, ddcmd income cues arc pro>ida:f for timina 
diffC!'CI!Ca wbca tl'lcy oa:ur, and thoic ddcmd weo arc I'C\'CnCd when. the rdatcd 
llmJna dlffcn:ncc:s rMne. Opinion II applia towable cnt~ that apply SWc· 
mcot 71 C"'qJt io lhc limilcd cin:ui1\IUIICieS outlined in paracraph 18 or Slatcmcnt 
71. Aocordiqly.lbt: lea rconsni""' to reduce lbc wa rcsullina from an abandoa· 
mau to iu P"*ftl "81~ and the 1\!bscquent proOtthal rcsulu coonprisc,. timJn& dlf· 
(c:rax:c.. The w dfot:U or thai llmlna di((cra>(l: would be recosnlled when the titnina cliiTcrcnar on,in&la If appropriate under the provisioru of OpWca II . 
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Sl . The Board concluded t lwiCCnJin& a carrying dlatac on. or ru:osnizina accre
tion or, l.bc present wlue oJ l.bc erpec:ud flllure I'CWIIUC rdal<d 10 • ~t 
is~ for two,_ flnl, l.bc basil ....S 10 record dw- reoosniza 
the droc:t oJ the rqulalor's disallowaace oJ fUwte ns:um on a-• a loa in 
the period in whidllhe. loa bocoma ~ and l.bc amount can be reasonably 
atimatcd The cliSIJiowance 111M altclldy bas been I"'QQOII!zed abould DOC reduce ~.be; 
rq>Orlcd ll:w:l ol rdwn.on imauncnl in laur yean, lllld accrual or. carrying eharle 
bas l.bc droc:t or ~ the 11:w:1 or rdUm 011 in>aUDmt similar to what it 
would have been if lhc:rc had been no disallowance. Sc!cond, l.bc na1ure or the rault-' 

ina &Stdls limilar IO-aliol1&-urm rcaivablc, cveo tbouah Board IIICIIIbcn adcnowl· 
cdac thai k Jacb - or the ~ ol11 ruxivable. ~ l.bcY 
condudcd lbat (I) the a~bsequml ~Jbould becxwiumt with IIIII affO«!cd 
• lon&-«enn receivable IDd (b) accrual or • carryina cbatac is ooosistcnt with 
ll(X'A)O!Dtir& (Of lloaa-c.crm recc:ivablc initiaQy I"'QQOII!zed &I U present value. 
·-

Sl. A DUmber or nspondcm 10 the 1:zpoaft Drafl objcctcd 10 the rcqujrc:mcnt 
that the amounti'CICIOC'ded for lbc probable r~~~ure re'IICDUC thai woukl raul! from an 
a'-'*'"'-» be lldjua.cd wbeD I nile order is f'<!COiv:d. They jncticatrd that the real 
process ol rcplarion In - jwiadic:Uoas -.In ill lbc CiliUm. Tbc Board W:woccl 
the nile order as the ooaf'umilla -. pc:rmia.iQa 11ft atlmatc or the loa 10 be 
cef'mcd &I thai Umc,llld h bdicYCI tbal will U£llly be the cue. H.,_ the Board 
IIIJ'C'CS that a loa lbould DOC be rOC ccuhol UDicst k is probable thai a loa bas 
occumd 8lld the_. em be -.ab!Y,.im•trd IJ!holecrilcriaareooc met 11 

!be time or 110 lnllial r~te on1cr, the loa abould not be ~ a.t tl:allime. 

n. Tbc 8oard COililldacd adopciaaa rcqulrcmcullhll. .n &lidS~ JOidy 
the ~ (UI\II'C mawc fCSIIIlaa from a ro:auJaton "CCioas be RICIXdrd a1 the 
present value or the f'ulute cub flows and dcdtlrd DOC 10 adopc such 1 requirement 
a.t tiUs lime. Some Board roemben DOCrd Jhll the nqulraDc:o1 of SWaDau 71 10 
i cr•i•c tbosJc ochc:r asscu 00. COit ... o::u+a, basis. wblcb was. coarinuation o( 

prior snctlct. doa llOC SOCII\ 10 have C*llrd ~ problems in pr1ICiicc. Other 
Boud mcmben ootrd lihat the nlc treatma~~IUil.ldpal>ld dwiD& COI'ISU\ICilon, prior 
10 at.'*'"'-» or the .aJtCl Wider ClOCISirUCtioo, was flllii"CClOY'Q'y or both COlt and 
rdurn on low:srmca.t, wllcreas l.bc COlt of rc:palrin& st0m clam;qe, wbidl is 100» 

timc:s afl'Ofdcd ,_,.,_a period of time: wilbout ns:um 011 invatmmt. tq)re>o 

lCIIIS a cash outlay UJUdly made with l.bc anticlpllloft or thai n11e tteaunc:n~. Thw, If 
the Boud were 10 conclude thai rccordin& 111M IDtt &I the t.mowU of the c:oru:idc:ra· 
tion paid is not appropr~&u. thai condwion would be bard on~
wbat clifl'cn:nt from those tlw the Boud applied 10 •brmdonmen!l 
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Sol. Plnpapb 10ofSWcmcn17l addrcacsdiWlow&IICCIIbyarqulator. ThAI para· 
ar-ph """'*es tllll when a cllsalk.wancr ocx:un. "tbo: carrylna amouo1 or ally 
n:llud- thaD be reducod 10 lhc- tlllllhc- bas becft impUa1. Whctbcr 
lhe -'* bcal impaired WI! bt }u4cd lhc AmC u tor~ in pen~.· 

.S.S. ~ li<'o'a'al d.isallowanoca or~ amounu or cost on rca:ntly completed 
plaou bavc becft wdJ pub6cizccl. The AI CPA Wuc:s Paper, "App(n•ioa of Con
cq~tJin w.ss Swancnt or r-'al Aaoounlin& SW..Wds No. 11 10 ErncrPna 
bales Ill lhc Public: Utlllty lnduJ1ry. • concludes that "tbo: measure of whether all 
- bas becft impairccl lwl>co part or lhc oaa or that USC~ is dlsallowcd for ra~c
malciQa putpOICS( is wbcdlc:t oc:t cash Inflows (rc¥cnua lea applk:abk c:q~CSUC~) arc 
aa:lf"odcalto c:oo....lhc COil o( lhc-. Ill axasurina "P""'J"S, inll:ral appJObk to 
lhc omlllbouJd be incJudod bua cquky tCIUnl -"f ftOt be jncJudccl • 

56. The &o.td mncle'Ckd tlllllhc ¥lew cbaibcd In lhc AI CPA J.ssuc:s Paper. wblch 
IIAJClln 10 daaibc aomc, but not ..U. o( cxisziQa pno&:lJce. b a narrowu intcrprcCa· 
dorl o( all " impUmcnl. • 111 rdcrrcciiO iD porqraph 10 of Slaumcnt 7 I , tban b 
~Cor lhcew:nuln qucsdoo. The Board bdlrM:a that an impalnncnt cvalu· 
lllioo IDdiMb lhc atimalloo ol loaa In value tllll become dckrmlnablc as a result 
ol ao ldcadllablc e¥aW. aDd II mncle'Ckd !hal a ~ dls&llowmce of part of 
lbe-ola na::a>lly C'C'CQj 17"1

1 plaat CI'CIIIA:S ao iwpD w that WatTitiiS I<JCOIIII· 
lioa.. 

$7. Some &o.td membcn allo bdlc¥e lbat lhc ~ ,_ for ccruin recent dlsaJ. 
lo•-olplanl~ !be COlli -.a-enot prodl~C:t~Yc or were I'll)( D<JOCSAtY for 
Uac ClOIIlplclioa of !be plalll....!nt!lcaJes tlllllhose eosu IMuld not bt illdudcclln the: 
QITJina ~ o( lhc rdalcd p.m. Noart:auLwd cnurprisca do I'll)( continue 10 
canyltlaldllccl.-prodl~C:t~Ycallllas pan oflhcCOSI oftltcir fwd ....u,IUld rq· 
u6al.cd ~also~- do 10. 

Sl. Mmyrc~p>4nll101hc E'llposurc Dfaft objectcclto wlw thcyconsidc:tccllo be 
a unique lmpalrmmt cvaluatloo. Tho Board bdlcYes that the evau in quc.1ioa, diJal· 
lowana: or part of lhc COSI of au opc:ratina plant by a rqulator, is il$df unlquc. 
Oilier enterprises do DOl bavoc cllsallo-..as of lhclr plant OOilS raullina from 
attlonl or a rqulator. 

~- The &o.td bcJieYa that lhccrcdl'bllityof fll\&lld.al fC1)0I'Iin& in ccnuaJ would be 
rli r • • 'wd by lhc failun to ru:cpiu a diminution in nJuc aDd a con'~ lo<s 
tllll is .-nJiy a,7Ud to bavc -..ned. Wbcn a r~ diWlowl a sill' if' JCant 
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pan of !he-of a ~emnpfeced plant. finandaiOO'cmcnts tbal do noc repon 
tbal dlsalloMoco u a 1aa rdlecs adw:ucly on lhc rq:wacaw.ional f.W.fu.lncss of 
!hole flnanciaJ aMa:Dcnl$ aDd of rllllllda.l JWancoU .-nJl;). Aa:onllnaJ}\ lhc 
Boarddcdded tollmld Slllemtnt 71 to rcqultdc~~t ..-pilion for auc:hadlRUow
&DCC. 

60. Some m:ponden1J to lhc l!qaure Draft noqueatd thai the Board ~css 
•excas C8pleky" dlsaJlowanccs. Thole diA.IIowancts rclm to p>n of the - of 
fUvict of • nlCirNI) c:omplcted pbtlt and an: based O<l • r&ndina !bat the utlli!y\ 
rcsenoe c:apeoci(ycsoccdun &lliOWil deemed 10 be'""""''* lf an · - cal*lty• 
disallowance Is cnknd by a rqu1a1or witttout • .opccifk rmclin& thai the -.rpr~sc 
~ noc bavcCOD$bUI1Cd that ~or~ lunoeddaycd tbeCDIIISUUCtlon or 
that ~ lhc nu order aha qursl.ioas about 'llO'bdbcr !be cntcrprisc mccu the 
ailcria for appl"*lna of5wanenl71, in tbalk Is nc& beinlrqulated based on lt.s 
own CCIII or acn1ce. H--. bca.ulc: IUdt a nu order illdf Is no:ithcr a dina dbal· 
"'-tee noc an cqllic:iti, but indirect, cliltlllowaDce of pan of lhc CXlSI of the plant, 
this Statc:tnom does noc specify the &CXPm«ina f« iL u an Mc:xass c:apaci~y• dbal· 
~ .. ordered by • rqu!alor wiiJJ • tpedl1c tladlAa that the murpise lhould 
not ba...: ~!hal Cll*irJ or lbouJd have dcbyed lhc ~of tbal 
Clll*itY. lhc n&e order .,.y be an cq6::11.1:1ut indira::l, clisallowance of put of the 

- oflhcpaa.. aDd theeaurprbe lbolild- for the '"""•-oftbal order u 
tct !orth in I*III.P. 7 of tbis·sw-

61. In a few,_ cues, a rqalatorbas incloded a ~emnpfeced plane in nus 
bueci on tile-'"""' COil of IIIIOtbcr plane ratller lbaD 1-s oa tile- of tile plant 
that csblJ. In tbcoc cur:s, !be aJtapiac 111101 beinl rqulated based on ita OWD cost. 
and !he ailcria or app(lcatiao of Seal- 71 do not ~ to be mcc. U lhc: rate 
order b bue\1 on a rmclina tbal, bued oa fiC!Orl that were kDown dwina lhc: con· 
ltriiCilon. lhc: utility lhoWd - bawl-.d lhc: pi&DI that il did CIOIWUCt, lhc: 
order INU' be an cxpllait. but indira::l, dislllowancc, aDd It should be ICCO'•nted for 
&$ set forth in ~ 7 of this Slef .. Othonrise. unlcs$ !he Ofdcr b beinl 
appealed, !be c:ourprise sbould CCIDiidcr ~ Wic'lion of S"'C!!IC!!t 71 . 

62. A number of n~ (Ients indialud tballl would otlca be impossible 10 dcur· 
mine owbdbc:r an indlrocs cllsallowaftoo '*' been mldc.. They nc&ed that rqulalon 
ba'W:~ dDc:redon in lclec:tina a n&e that, ... ....,... a fair rc!Urn on equity in-. and tbal ~IC ....um induded lo aldllanmt qrccmcnt mllht noc 
be appamll. The Board inu:nds !hal cql6cil, butlndln:a, ~be reponed 
u diMIJowanc:cs; i1 does noc imtlld to roqulre that an enterprise ddemtlne wllclhet 
the tcmuofa ~c~•lemm•auecmcntor rare order contained • hidden, inditc:d diu.l· 
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lowancc. Acoordin&llt puqnph 1 of !NJ Swcmcnt..,.. modirw:d to~ lhc ( 
ao.rd\ inlmL 

63. 1M Boatd cociSidcnd maJdna a mono~ amendment of ~t 71, to 
requltc lea I'CitOpli1loo for aU COil dlsa1lowanocs by an:pdalo<. wtl<th<f rcb1ed to a 
rf,Callly complclcd pilnl or 01hawbc. For aamplc. rqul.ttoo in some jurisdleticw 
disallow COAS of ..::quin:d CO!'•'"'"' •In caa::ss of lhc acquired c:ornpany\ boot value 
and a variccy ol ocher types of COilS. After c:onsidcntlon, lhc Boatd clcDdcd 10 limit 
this Swemcnt to the ~dy narrow iAuc:s th2l c:w<d the Boatd 10 add • projca 
on rqulatcd ent.erpri.sc:s to its •amda· 

64. Pana:rap~~ lS of Sut.crncnt 11 toqulra ;7.1\ aUowanct roc funds used dlltlnl c:on
liUlM:tlon, includin& an allowance roc equity funds, to be c:apitl\litod In IJcu of capita. 
liJia& inlcfal in -dance wish FASB Swcmcnt No. 34, C'<lpWrhrptioll o/lfllert:SI 
Oltlt, If oc:ruln criteria an: rna. The AI CPA 1ssucs Paper cited a need for JU)dm<x 
oa wtldhcr AFUDC sboWd be apisa!iztd in a aumbct ol diffcra>& sit..abom. 

6S. After aJDSidcriaa the cua in whlc:h c:apilaliation or AFUDC Is~. 
lhc Boatd coodudod thai AFUDCahould becapis•fucd oaly If sublcqucnt iDdwion 
of tlw AFUDC in planiOOA f« rate-aW:ina pui1IOIQ Is probabk. l1IAI c:oadusion 
wu bucd on J)lnlf&pb U or Sut.crncnt 71. wblc:b Is dcmlcd from the .,ncnJ St&D· 
dards In ~ ~11 or thai sw-. Under thole ,p:oc:ra~ a&odardJ, a eost 
may- be c:apitaJlzcd Wllas it Is probable thalthe- ..w be iDdudcd ia allowable 
COil In the full!te. and lhc Boatd condudod tlw lhc aasne criu:ria should apply to 
coP'•Iization of AFUDC. 

66. Some rapocvko«• t.o the Eltpooute Dnft jndjcMcd ~hal AFU0C Is a COIL, and it 
warranll c:apitalizallon wt1enever the ameral m1cria of Swan<n1 34, th2l intctcst 
<XIilllt bclna incumd and CXliU1I\ICllon Is in prosrcsa, art met . The Boatd ~ 
with this vi<w or AFUDC. Swancnt71 condudcJ thai, iJ spcc:ir!C criu:ria in pal1!· 
va.pb IS are.-, lhc .\FUDC th2l w\11 be the basis for future rota should be capi· 
Wu.ed itulc:td or intdat oomputcd In accord.anoc With Swancnt 34. AJ ncAed 
abovt, th2l proYision or Swanent 11 was derived from lhc ar:n<RIJW>darcb in 
puqraplu ~11 of that Statement. Tho6e acncnl ~require that lndwioo of 
.., amount in allowable eo.t in lhc futwc be probable for thai amount to be capital· 
hal. The Boatd bdicoa thai the iniCIII of SUtcmcn! 71, In aa:q>cm& lilt amount of 
AFUDC thai will be the basis for future rota instead of the usual capital&z.iuion of 
lntCJ'CSI, wu 001101dy 10 acapc a JWJOPLt cocnpu&.adM, bit also to acx:q>1 a CO(t)o 

putaiJon tlw was • beuer Indicator or future cash now• lfor mtapriscs that meet 
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both tbe criteria for applicalion of Slatemau 71 and the aitcria or p;;uaaraph IS or 
me S/Qlcmcnl for apiut'intjoo of AFUOC. The Bcwd oooduded thai allowin& 
,.,pit•tization ol amounu for .mJch futu"' jndusion in alloowablc cost for rat<> 
makilla purJlOIICS was 001 probable would malcc the rcsu11.iQa cap~aljzrd amounu 
pooru lnc!lcavo of the Mun: c:asb flows ClpCICtCd to result from ulility planu. 
~ the Board conc:luded thai if inclusion of that Af\JDG in the c:ost !hal 
will become tbe basis for fulun: rates is 001 probable, the cnu:rprisc ahould 001 capi
talize it. The Board lllso coodudc:d !hal. if the cpccifac aitcria in paragraph IS or 
SWcmcnl 71 are met but AFUDC is 001 capiWizrd because iu inclusion in the cost 
that will become me basis for rutun: rates is 001 probable, the rqulated c:n!e:prise 
_,. Q(l(~ ~ inlael cost in aoconlmoe wich SWcmcnl34. 

67. The Board bdiew:s tlw lliC aitcria for capitalization of AFUDC are particu
larly rdevanl&o two situatioos thai hr-.: oc:curred in prac:Uoe.. ln the rust situation, 
completion of a plant under .-suuclion Is reasonably posoihle but ao lon;:cr prob
able, and the rqulaiOc in the ~jwisdiclioo routinely d.isa1lows acaunulated 
AFUDC oo Ulcmdoocd plants. ln thai sillwion, the aitcria required to write orr 
pmliou4y ,......,.,izw1 AFUDC are DOC met Iince disallowana:· il: DOC probabk; llnu, 
pre.ioUsly capit•i:.....d AFUDC lobouJd DOC be wrilun off. H~. bccawe inclu
aoo of AfUDC in the cost l!llowed for futuro nus is 00 1oop:r probable, funha
capit•Ezwdm of AFUDC is DO( warranacd. 

68. ln tb.c JeCODd lii...UOO, a pnulcnce inwsria;ation is in pt00css or lw taken pla<:e. 
and a disallowanct of cost (Jneludh1a IUbsequen1 AFUDC oo !.bose costs) Is "'ason
ably possible Tte ~ of IUCb disallowana: is from zero 10 socne maximum 
atDOIIDt, and 110 point wilhiD the 111Q&e is 1110re likely !han aay Olhct. ln thai situa
tioo, because a ctisa1Jowaoce of the muimum amouot in the ra.nae Is .-.asonably pos
aDie and chus jo!dusion Of tbat &IDOUJI1 in rates is 00 ion.la' probable, IUblequcnJ 

captaiin!llooof 1\F(JDCsbOOid bedllcontlnued foranamou.nt of costs equal to the 
,.,....,,.., amount !bit is within the ranre. 

DcfilaldtJ• of ProMble 

9. The termprol>abkwas Willed in Statemcnt71 diffe=tly from how il has been 
dd"IIICd in oc.bc:r all1hotitaiM lil<mure. The Board used a dcf!lliJ.ion N.!c:d on the 
dcrmition used in FASB Concepu Swcmcnt No. 3, Elt=trls of FUIOICial Stat~ 
menrs of~ Enterprlstr, because tbat dd"JIIiJ.ion was on;e or the aitcria or an 
asset in Con.cepc.s SWaneol 3. 

n The AI CPA Issues ~;per quc:sUoocd whether lhal dd"!llition was inlt:ndcd to be 
Jia:>Wocant.ly diffc:n:nl from the def!llitlon uscd in Slatemc:n! Saud indlc&ted llw the 
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- ol cliiTcrcnt clcfanltlons bad cawed 10me confusion In pnoaa. The 8oootd (l()j). t 
lidcnd 111c cona:n up 'In the AJa.a. 1s1u<s ~'..,a' and dcdded 10 c:banl< the 
~In.,.,. I f 7110 the clcflllldoo In Slo!mwnt s. 
71 . Some iapoodcnll 10 the~ Dralllndlcaled llldt betic{ !bat the clcf.ru
liog ~in !Jib SlllanaY na a more llrillal:nl 011( than lbal CXlClUincd in FASB 
Cooocpts Slatcmm« No.6. Eltrttmt:sofFIIWtdttl ~ Uld In Swan<nt 71 . 
In lhdr vlcw,lbc clcflllldoo in this swcmau b appropriate !Ott lou rccocnitlon. but 
the dd'.Mion thai was OfiPnally indudcd In Swan<nt 71 was more approprialt ror 
&Sid RICI)Cillllon. The 8ollnl bdicvcs lbai 1 JinaJc conce-pt is: invoMd, and one dtfi· 
aidca can be IJ)IIicd In prw::dcr: Dl«t c:aily thaft t-. Thus. lbc 8oootd cancludcd 
tlw the c:banl< iD clcflllll.lon in this Sl•tcma>l b appropriate. 

""' ... , ............. 
7l. Tbe l!lcpolure DR!t .. ..,......! r;pcdllc 1m•nmlaa (Ott~ plans. Alia COO· 
sidcrina c:ommalll rccd\'CCI, both ill C)()m!I!Qllldun Uld dwina the publk bcarina. 
the ao.nl _.....w!c.c! thai ec!cfidonal eonsidtudon d ncccssatY 10 raoiY< the 
IO"''mlina iaua ro:laUd 10 pbuo.in plans. Acalr'diti&IY. the ao.ns dcdded 10 issue 
chis St•cmc:nc oa plan& aben.4 "''I'C"''' and 4iraBowanc:rs or plant C05U and to COl].. 
llder fUrther bow 10 llddraa IO"'''IIIltta (Ott ~ plans. 

7l. The 80itd eonsidu'ed wbctha this St8t:mtnl should be app&d only to tvcnu 
ClCICUI1iQa af\cr the ctrecllve diu Ott to Ill C\'alU of the l)'llCS lddrcssed. Applyina 
this Sllrancrc oe1y 10 CWJ~~a oc:c:uniQa ancr the ctrcaive .wc woWd di.-ninisll bach 
~ oe the raultina riiWidll ., 7 

·•· IIDOCII ~ and eonsis
~cocy wlrhla an CIIICrprilo tlw bad cq~a ic:nad such CIICIIIS both bdOtte and afltr the 
ctrcaive dale. Tbe CIICIIIS a.cldrcAcd by this swcmau laid to have lon&·l1stina 
crrce~~ on f'anaodal swancnta. For cxampk, 1 decision w11ct11a 10 I'CCOII'lu a disaJ. 
iowaDee ol p&aol COM U I loa atrce~~lq)Otled deprcdo!lon &ad oa inc:omt (Ott rht 
life ollht rdaud plaat. luocorclincll'. the ao.ns dcdded lballllis swcmau should 
be appljod 10 Ill abondoood plants and c1lsallowu1 plant cous. rqardlcss or whether 
r.bose evcnl.l OCXWTed before Ott wiD ocxur after the ctrcalvc dare. 

74. lbc l!qlolure Draft,_ .. OJWIIIO bedfcaive (Ott fbc:al y<arS tqinnlna af,cr 
~ LS, 1916. Tbe 8oltd rcq.-.d rapondmu wbo bdic\'CC!lbal addldon&l 
delay In lbal proposed crrcaive da.te was wam.ntcd (Ott their spccif'oc s:iluauons 10 
dacribe lhdr c:Qalna drQunsr.anocs In dcWl and opbin why 1 delay 'WOUld be 
apptopriatc and •lw k woWd aa:ompllsh. 
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'JS, MGil ollbe I Clp<lt'ldca&a wtlo i'CIQIXIICd a dday ia ..,.,...jon of lhc pi OIK*d 
ScM- cilcd pt,_..lo pllat that mialll be cnoclilled If lhla Scalcmcnl were to 
eddraJ ..,....,.,., for pbMoC P-. Far rapocldcnll kvflcetec! that a rqui&Lor'l 
~milia be •« c 'lktnd otdYl a~~ clec:Woc about rCCO¥CI')' on 
111 eb'IM:wd plliit ~be • " •• cd. 

?6. Maa7. .. • •• c.o !be l!apoowe Draft .......... lballhla sw- $bould 
DOl be applied C.O tqllialoty actiom cb8l OCWIM bd«c lbe dJ'CICIM clak.. They 
h6n«cd cbal ceo IU, CIII.Cnld Into willklul ~of lbt..,....mrin& require. 
- of Ibis sw-. ~ - rault ia .....,_,... rauic:doas on ccmpen!cs' 
acdons. Tbe a-d ............ lhll acdiWn ~be wil1ina to cnoclify co:btinl CO\'C

- for - Cllllaprilca lbal will be a!Ja:ud by this Srec- Allhouab lhc 
Boatel decided c.o make lhil Srec- dfcc:dve far fllcal ,an bcainDlna atu.r 
Deoanba" U , 1987,11 &lao decided c.o pcnail ~ c.o dday application or this 
$1• m nt 1IZllil filc:al ,an b J -;.'1 atu.r Dncftnbcr IS, 1988 if(-> appllcHion of 
!WISt·- would -. oiolllioJI 01 pobollk rue- •ioiMibi of. ~ 
dauK Ill aa a:iltMll a.s ladcalurc or adler .,-aDd (b) lbe c:aurprisc Is 
lldfwfy .ala& c.o obCaln JDOdillc8doo of ... ~ claDe. 
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All S•C 

77. S.•"'mcnt 71 wulaucd in Drmnbrr 19il_ dl"octlve for r UWICW swemcnts r or 
fbcal years bqinnina after Dcccmbc:r IS, 1983. In early 1~. lCYcral different dr· 
~cauted the a-d 10 quatlao ~the appljration of SWemcnt 71 in 
pniCdce was wblll the Board had lntcodo:t 

78. Durina l~.~ohococrqu.la«yCOI'IIIllhAonsbc:pnto question 
the CXlOI of ccnaio - plaols aod to dilc:uss poaible major disallowances. Also, 
IICYCt1ll planu In .a..nc:cd 11qr:s or coosrruc:tlon ~ .t>andoocd. In • few swes, 
couru ruled tbal utilillel could not f'CICCI'Wr the ClOIIU of thole .t>ancSoocd plants from 

19. Aa • .-Ill of BoaRS -bu cancans, the Board ubd the lUff to invelllpte 
~ l"ldlncc oo the app&cwtlon ol SWcment 71 was IICI:ded In pnctice. The 
...,.,. - IIMral timcl with -~- of Edlsoa Elcctd;: lnllilute (EI!J), the 
Nldoaai,A_...&atlgn or Rqu!wtory Utility Coaanlssioocrl, and 1J>c Pllb6c Ut.ilities 
SuOOommjttcc of the Amc:rica.D loadlutc or Ccrlif"lcd Public Accountants (the 
AJCPA Subcocnmiucc)l. The Board abo ma w!tb tqii'CICIIWiva of !bose lfOUPI 
aod aJTIIlGDbc:n of the Ftdtnl Encru Rqulauwy OwnmlsMn 

80. la Novanbu ~ .. the Board receiwd an AlO'A taucs Paper on ~ 
issues in the pub& atili£y k>duary. That papcl' lisud 17 tpedf"tc illua tda1cd to cur
I'CIIl problems lo the cloc:aric uli&yindwtry ldcotlfiCICI by the the AlO>ASubcocrunit· 
r.ee. The Board llro l"«1<ived a llllllr.ICilt lener from EBI oo lhe issues raised In the 
AI CPA 1-.. hper. 

81 . la April liM$, the Board\ Task Foroe on Rqulwd Enterprises md and dlJ.. 
auiCid • aJT draft of a possible El:posurc Drdi thai encompassed 1110$1 of the con
dusions indlldcd In this SWcmcnt 

82. Subsequent to the Apriii98S task force·~· the Board recdved 51 letter< 
from 39 affected ~ and OCba deralcd parties OOitiDlCUiln& oo the posi
tions prcpos<d in the IWf draft dbnmcd AI the task force medina and on the 
Board\tcat.allve CXlOCiwlocu rod1cd AI its publlc mccdnp subsequent 10 thAt w k 
rocu mcc:tin&-

ll 
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13. Tbc Board bsua1 .., Exposure Draft In o-mbcr 1985. More wn 1,400 
cqanbaUons and indiviclua!Jrupondcd to that EJtpo$11tC Draft, l'lWIY with multiple 
klun. 

84. In June 1986, lbc Board held a publlc hc:arin& on the pc'oposals In the Exposure 
Drafl, Slnyc iDdiviclullJ and ftmU pracn~allhcir vicwt a~ lbc rour-d.ly pubbe 
~ 

as. Aller coasiclcrin& COITitnCOU recciYed tn commcnc kltcn and at the roubUc 
~ lbc Board coadudcd that ad4itional considcrltion is lloOClCSSary to ruolvc 
lbc lliCCO<Intin& issues relata! to plwc.in pl.atu. Ancr coosidcralion. the Ooud 
dcddod 10·1ssuc tills Slalcmallto address~ fot plant abandocvncnts and 
dlsallow&NZS or pbnt cosu. Tbc Board wiD COC\Slcfa lliCCO<Intin& rot phose-in p1aru 
(Wlhcr at a later dale. 

( 
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SUe a• tal or flrecle' AC'COIIaU.a Sca!MI•rls No. 11 

D« .... l Ml 

U.'TRODUCTION 

1. RquWion or an cntaprilc'l pria:s (berdllaftu referred to as IIIIa) iJ some
times bued on 111~ maerprbt's casu. Rqulatorawc a v11iety or mechanisms 10 
utlmatc a rqulal«< entuprbt's allowable cow,l and they allow th< cnactprls< 
10 cbatae riles !lw au lntalded 10 produce rcva~ue approximately equal 10 
tboK allowable cosu. Spcdflc: cosu thai are aUowable for rlle-makllll purpos<s 
result In revenue approxlma!dy equal to tbe cosu. 

2. 1D - eases, allowable COIU arc used u a ~ of mimoli111 cosu or the 
period clwioa wbidllhe mes will be ill dfees, and tbere is no iotmt to pamh 
recovery or spcc!flc prior cosu. Tile pcocus is a way or soulna pri«s-the 
raulu or the prO«SS IJC reported in aeneral·purpou finandal atatemcnu In 
accor!Wiet with the Wile tuleOUiltlna pr!Ddples thas arc used by unrc:aulaa..s 
cru<rprises. 

l . Rqulators sometimes Include costs in aUowablc com In a period other than 
the period bl whlc:b tbc COlli -uld be dwpd 10 QpalJC by aa unrqulatcd 
crucrpria. T1w procedure can cru1.e useu (Cuture culllnllows !lw will result 
(rom the~ pcocc:u), rcduu asscu ~of future cub Inflows 
!hat will rc:A&1I from-Chc ,.tc..maklna procus), or c:rc:au liabiUtles (future cuh 
outflows that will result from the ,.te-maltlna process) for the reaulat<d 
aucrprisc. For lf:D"',r'al-purposc (ioandoJ rcportlaa.an incu.rrcd ec»t ror which a 
rqulator pamiu '!COYUY In a futu.n: period is ICCO'tated ror lib an iDC\IIr«< 
eos1 thai Is rdmbuuabk un4cr a COil·rcfml:•mcmcnt·cn>c contracl. 

4 , A"""VrMUll ICQMCW."ftU that arc DOl d.ireclJy rdatad IQ the coonomrc tffccu 
or ratc acdcM1s may be lm!)C*d on rqulated bwlnCSJCS by onlcn of rqulatory 
a ulhoritks and oc:a.slonaUy by coun: decisions or awutes. This does noc ncccs· 

ln....,..,---1o-.........,_..IIIia s... · 10 rci.,IO all_., for- •~ 
fiYC I& lo· 1 1 to pi'Oiricit tcowa,. 1'lloec CID&I cu tic act-.1 or arie'tcll la ta. COMOJ. 
ollowUic _.. ~ lat.,... _. &Ad jAO•I~a· for -~~ oo -·· 
..... 1 " 

I 
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~>arily mean that those accountin& requirements conform with acne: ally acapted 
aceountlna principles. For c.umplc. a rcaulatory authority may order an 
CIIIC~ !Q q:Pitalizel and amonitt a cost that would be char&ed to income 
currently by an unr~&lllated enterprise. Unku capjtalization or that cost is 
appropriate ~tnder thb Statement, acncrally accepted aceountin& principles 
require the rquJated entcrpri~ to ch&rae the cost to income currently. 

STANDARDS Of FlNAI\ICIAL ACCOUNTING AND R£PORTING 

5. This Statement applies to acncral·purposc external financial statemenu or a.n 
enterpri~ that has rqulated operations that meet all or the rollowina criteria: 

a. The enterprise'S ratcs for rqulated wvices or producu provided to its CUI· 

tomcrs are established by or arc subject to approval ty an independent. 
thlrd•party rqulator or by its own aovcrnins board empowered by statute 
or contract to esuablish rates that bind customers. J 

b. The rcaulat:cd rates are dcsianed to rcco-.r the spccif~ cntup~'s com or 
provldinc tht rcaulared services or products. 

c. In view of tibe demand for the reaulated services or products and tine level of 
competition, direct and indirect, it is reasonable to wumc that rates S<t at 
lcvciJ that will recover the entcrpri~'s com can be th&raed to and :ollccted 
from customers. This criterion requires consideration of anticipated 
chanaes in !cvcls or demand or compct.ition durin& the rccovay period r or 
ally capitalized cosu. 

6. If some or an entcrp~'s operations arc reaulatcd and meet the criteria of 
paraaraph 5, t his Swcment shall be applied to only tbat portion of the 
cntcrprl.sc's opcntloru. 

7. Authoriuativc account ina pronouncements thar apply to cnter.priscs in 
aenual also apply to rcrulated enterprises. However. enter~ subject to this 

'JC,;p~,tju bused lo ttU St.atctnmato in.diatc 1hatthe to~' would be rca)fded u the cou of an 
UKI . Thai procedure b ofltft rdc:rrtd 10 •• .. ckfuriq a C0\1 ... ud l.hc rau.ltinauKt b 50DW~ 
limo ckKrillc<l u a "lkfme<l WR." 
ln.c appropri;tk W111Clvrc (Of aaaiAJaccoundaa a:aand.lrch fCH t.l.ltt and let:t1aoY.rmmcnW 
unlu b cuncntb' u&dc.r ditcuulon.. 't'hc FAS8 lJ plopoJina oo cha.osc wuh rapcct to ~he appla· 
cabWry Ot we of ill pronou.ncunmu in abc covcrnmrntal area until aha.t maucr it raofv«S. 
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Statcmeot sh&ll apply II inuead or uy coarllalna prov4lons of stand&rd• in ocher autboriwivc pronouncements. 4 

8. This Statemetlt does noc apply co aa:ouncin1 for price controls tb&t ar< imposed by p·emmau&l aaloG In times or cmea,cr~ey.ltlab infbuon, oc ocher unusu&l eonditioru. Nor docs II rover ~untina for cootraeu In Jt.neral. Ho"'· ever, if the tcr'ms or a contract bct•eeo an enterprise and iu C\Utomcr are subjc., to rtJUialioft and the aitcria or pU&Jillpb S arc met with rapcato chat con· tract, tbls Statcmentsb&IJ apply. 

~tal Sc.udardJ o r Aeeo ... tiq lor tk Elfccu of lleplaUo• 

9. Rate actions or. rqulalor can provide reaJOnablc &mii'UICC or the eUstcn« of an UK~. An mtaprise $hall capitallu all or part of an Incurred coat~ chat would otherwise be dw,..S to n;pcnsc if both or w followilta aitaia arc met : 

L II is probabtc' tiW fucure r<Y:nue ill an.,_,.. ulc:asc equal co the capital· lud C0$1 will rcsuh from inclusion of tb&t oou in allowable cosu for ratt· makinJ purposes. 
b. Based on avall&blc cvidtrKe, the fwure rcvenuo wiD be provided to pcrmn recovery or the prcviowly incurred COlt rather th&n tO provide for expected k\'Cls or sjmitu fuiUie c:osu. If lht rt'YCftUt will be provided lhroulh an automatic ratt-adjusuncnc clause, chis aittrloo requires that the rccuJator'< intent dc:arly be to pcrmu recovery of the previously incurred con. 

OIJ'.,. cumplc, a rquwor oalalu aulllorbc a rqwlotcd mtrrpt\M to,....., a""'"' r<St&rdl and ... dCpciKD1 CO. ....,,UC&lllcCOIIl .. cqMC'cdiObc:Dtf"U flltiii'COIP .lrL ~~..-1 abo 41rca llt.a& c:ou 10 bt s '• •11-d UIIS taCWI.lud u ao a.Dowablr COlt O¥tt tbr puiod of C4 '""--. lfdwcrioorto of_...,.. foldola Stp _ ........... Ill<~ -ld caplWlu ..... _....,. .-p FASJI"et "'No. l, Am»H~fllo4/or ~•-Or-r/of>-C... r<qWa ..a .-a1o locdwJcd 10 iooomc cun~dy. Suum<Atl would IUD apflly IO &CCOVDUOI for Olhar trKafCh 11011 dc¥dopmc:u COIU of dw rqlllaud ~ U WOIIId IJac d*i Art nq;eia I o( $«•• 1. 
'"• llt<vrtW/<0111 iJ •a co, a..UU., fnDaulapaldOUI oroblitatiMtopaJ lorauoqoltcdawo 0< ........_a- r.-..,.,... tbol lou bttn ..aiDOd ...S lou bttn or •vJI be paid r .. · (Eric: L. ICoblcr, A Dkt~/Ot'A«<olll•~u. 5dlcd. i£.01kwoociCUffs. HJ.; PIG>dot·IUU. lot., 19751. p. lSJI. 
'n.c lena pre I II b .....S Ia lhlt S<•t_. wiab lu w.W _..t -.IIIIo tadwrlllu lo a 'PCC~fk •rit"'n11itAM. ud tdcn ao tlr&l .... caa M'10'ebly be...,.... .... 01 ~ oo the boW of U ail&blc tricla ... Of Joclc 1mb Milbcf arlaJa- ptOWd (~ ... ) /V#W ""'"' ()ir. tlotulry(l/tM A-~ I.Mzwl#, lde<Miqccd. (Ncw Yoftaada....w.d. 'M>rld l'llbWIIIoa Coal- '97lj,p. llll). TU&bU.. .... tdontd101J1FASII~sS.at I No. ) , &-tufFi 1 ioiSUt-qf/l<ui-EAiwprila . 
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10. Rate actions or a reaulatO< can r tdua or diminate the value or 1.11 &Ud . If a 

rqul&IOf excludes aU Or pall O( a COSt from aUowable t01U and II iJ not probable 

that the COS% wiU be Included u an allowabk <011 in a future petioli, the cost can· 

not be cxpcatd to rcsuh In future re..,enue throuah the rate·makina prQCtS1. 

AccordlnaJy, the carryinJ amount or any rdattd LUCt shaD be reduced to the 

CJCtent that the IIUd hal been Impaired. Whether the IWCt has been impaired 

shall be judJcd tbc wne 11 for entetJ)riscs in cmcral. 

II . Rate actions or • reaulator can lmpo~ a liability on a rcaulated enterpriK. 
Such liabllirics ue wuaUy obliptioru co the cnt<rpcbc's customers. The follov. · 

Ina are the usual ,...ys In ,.hich liabiliues can be impcmd and the rcsuhinJ 

aceounrina: 

a. A rcaulat.or may require rdundlto customers. 7 Refunds that meet the ctltc· 

ria or paracrapn 8 (accrual or 1o$S continacndcs) o r FASB Statement No. s. 
Acrounrlnt for Contln1endu, shaU be recorded u liabilities and 11 reduc· 

dons of rt'VtnUC or 11 ClCpcnKS of the re&ulaled ent<rprise. 

b. A rcautuor can provide current rues irucndtd to recover cons that u c 

upcctcd to be incurrtd In the future with the underllat~din& thai if~ 

eosu ue not incurred future rates will be reduced by eonespondona 

amounts. If aurcnt rates arc inttnd«< to rttevcr sud! tollS and tile rcaula · 

tor requires rht entttJ)risc to remain accountable for any ~~mounts charaed 

pur.uant to such rates and not yet expcndtd for the intended purpose,' the 

entcrpti1< lball not rccoanlu u revenues amounts charaed pursuant to such 

rates. Thou amounts shall be r.coanit<d as liabilities and taken 10 income 

only when the usodued UISU arc incurred. 
c. A rcaulator can require that a pin or other reduction of net a.llowablt cosu 

be aiVCD to customcn ova future pmods. That would be accomp!Uhed. for 

rate-makin& purposes, by amonizin, the pin or otha reduction or net 

allowable costs over those future periods and redudna rates to reduce rtve· 

nucs in approximately the amount or the amortization . If a pin or other 

reduction of net allowable cosu i• to be amortized over future periods roc 

rate·maltina purposes, the rcaulattd enterprilt shall not rccoaniu th2t sain 

Or Other rcduction Of net allowable COSU in income of I he current peuod . 

lnruad, II lhall rocord It u a liability for future reductions o r ebusu to cus· 

tormrs that uc apeacd to ruuh . 

71lduduu be pold 10 tlor ...,._, wllo 1'014 tl>c ... o "bel., rd....scd; """"""' tb<y arr 
llliWIJ pn>¥idcd to curmot ..,,._.,.by rdodna <WTCDt dwJn . 

Inc IU\Ial m<dwuJm-..,. rq..t&lon for lila put-" 10 r<qulrr thr rraul&t<d -..priJc 

lO record the a:ntidp~tcd COli u a b.abllitr ln iu rcpJ.arory aa:04.1nlm• •ccordt • 
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12. Actions or a rqulator can eliminate a lt.blllty only if the liability was 
imposed by ac:Uons or the rqulatoc. 

ll. Appcndlx 8 illustra~cs the apphc:ation of the ICJICf1ll 5landardJ or account
ina for the errccu or rqulatloa. 

14. The followina specifiC 11anducl.s an dcri~ from the a(:Ocnlltandarcl.s in 
pal1IIMiphJ 9-12. The &pedr~e fW!4&nU lb&IIDOt be llJCd as auida.ncz ror other 
appljc:alioru or those arocnl51andardJ. 

IS. In some cues. a rcpllalor requites. an cntcrprlsc aubjea to Its a uthoriry to 
c:apiulitt.u part of lhc C0S1 or plant....S equlpmcm, the cost of rlnancin& c:on
strua.lon u financed panlally by bonowin&s and panlally by equity. A com
puted Inc crest COli and a dcslsnaccd con or cqulcy funcl.s ~ capltallnd. and aC'I 
Income for the curmu period b lllt:t'CISCd by a cortcspondin& amount. Afi« the 
CO<ISllliCiion Is cornp':tcd, the rcsuluna capitalized cost is the basis ror dcprffll· 
lion and tJnruovcrcd inmtmcnt ror rate-till kin& purposes. In IIJ(h eases. the 
amounu capl .. n,...t ror race-maklna purpOJCS u part ohhe cost o f acqulriaa the 
asscu shall ~ capitaliud for finandal rrpon lna purposes instead or the amount 
or ina crest that would be caplta llud in accordance with FASB Statement No. 34, 
Cltpi.tllllutlott of /mum CAw.' The income Sll.lcmcnt shall lndudr an item or 
Olbtt '-· a reduction o r Interest a:pcnsc, or both, in a mannu that lndicalcs 
the buls for the a.mount caplt.allud. 

Jato •' _, ,... to 

16. Prorn oo tala o rqulatcd affili&tcs shall no1 be dimlnatcd In acncral
purpow fin•nd+J iWtmcnulll( both or the followlr.a criteria arc me(: 

s 
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a. Tbuaks priedsreasonabk. . 
b. It iJ PfObable that. throuah the nt~makilll procus. future revenue approx· 

lmatclycquallo tht sales price wiU result from the rqulatcd a!riliatc'l UJC of 

the producu. 

17. The sales price usually shall be eoruldercd reasonable if the price iJ acc:cptcd 
or not challa~&cd by the reaulator that aovc:rns the rcaulatcd alf11iau. 

Omuwilc, rcasolllblcnc:ss d\&11 be eonsldc:rcd in li&ht o ! the circumnanccs. For 

cu.mp1e. ,.,...,.W.Ic:ocu ml&ht be judpl by lht retatD on ioYUtmcn: CMntd by 

me manufaaurint or consuuclion operations or by a comparison of the transfc:r 

prlca with pnccs avallabk from otbu s.ourccs. 

II. Items of rcvcaue and Clii>Cnsc aze sometimes l&Uble or deductible on periods 

Olhct thaD lht pcriod.s lo wbidl those Items azc: rceos;nW.d for financial rcponina 

purposes. In some cua, a reaulator doc:s noc include the Income: tu d!ce1 of 

c:t:rlain l.fiASaaiom in allowable C0SU in me period Ul .,.hidlth< traruactions are 

reported bui lndudd intomt tue.s rdllcd to thou trllUaCIIOIU in allo,.'lblt 
eosu in tht period m wbic:h the taxes bcc::ome payable. In such eua, of h is prob· 

able that lneome tucs payable In futullC years becaUJC of net reversal of tirnina 

dlf!crcnccs will be rocovcrtd throuah rata based on taxes payable at that time, 
the cntcrpriJc sb&U record neither me defcrrtd income: tuu1Z tht: result from 

those tlmloa dlffc:rmccs nor the related ISSd (the probable future benefits that 

will result from paymc:ot of the Wlcs). Ho~. m< enlcrpriJc shall disdoi< me 

cumulallve Del amount of income we timina dlf!ermccs for ,.bich deferred 

~me tucs haw: 1101 been provided. That discloswe suppkn>cnu lht require· 

ltld\U of parqnoph 63 of Oponoo'l II for diJclosure of opctalll\l lou earry· 
forwards. wpl!rant amounu of other unuud deductions or crtdiU. and rc:a· 

sons for si&ni!lc:ant variations In the cultomary relalionships betwocn incomc Wt 

upcnsc: and prct&X accountin& income:. Except as provided In thiJ paracnph. 

rcaulatcd enterprises shall apply the rcquiremenu of Opinion II . 

IJAPI ()ploloc tlo. II. A'"""""'"'I/M 1- r....,, requlta comptel><lls.v< lnwpcno4 
•Do ••loooflb<'- I.U cff!CI Of UlftiA&dJffcrcr.<a. 'W 0., dJffn<OCCS bct ... o&l>cl

o( ifteONC 01 apc:aw: rtcOIJ'Uli«<•" nnancul R.att"mCCU and ut IDC"'ftH' I» •a~~trru 
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C>IMf' I.'MI; f I I PI 

19. For muds llw an recncNm! in a period ocher than the period ID wtUc::b 
thc rdal:cd ~was recosnJud and that have a !Dlllcrial dfca oa net income. 
thc CDta)lrisc shall dlsclose the cfT«t oo net Income and indlwc tbc years In 
wtUc::b the rdat.cd revenue wu rcc:oaniz.cd. Such ctrca may be discloacd by 
!oclgd'"''l it. DCf o( fda led ~WI<$, as & line ium in the ~ IIAimvt\1, 
H_...., llw kcm ahallnoc be praented as an c:xlnDnllury ium. 

20. In some cues. a rqulator may permit an et~tcrprbc to lndude a COli that 
would be c:harpct to cxpcmc by an unrqulaled cmcrpr!R as an allowa.bk cost .,_a period or tilDe by amoni&iaaliW c:os1 ror ~ purposes. but lbc 
rqulator doos 1101 icldllde the ulltCICO¥U'Cd ._. in tbc rue bax. T1w ~· 
dl.orc doos- prO\'Idc a rdurn on in~t durin& tbc rccoYaY period . If 
rccoYaY cf sucb ~or cosu Is provided without a return on investment durina 
lbc t«<octY period, the enterprise sh.all dlsdosc lbc remalnJna amounu or audl 
aucu and the rCINininJ recovery period appllcabk to than. 

A•• ·-eo Edsdac Proaoa-uts 

21. Appeudilt A lists tbc amaldmen 11 to cxlstlna pronounccmcnts !bat rrsuh 
(r«n this SntC!'OC1!t. 

Elffdhot 0....., Trusllioa 

22. This sus- ab&IJ be c!fa:tivc (Of (lsc:aJ )'ell'S bc:alnnlna after Decanber 
IS, 19113. Euticr applica• ion ia mcourqed. Aa:ovntfna c:banaa ldoplcd 10 COli· 
,_ 10 the .. O+l:sions or this Swcmau iihall be applied rctroeaivdy. C<Cq)l 
lb.u: 

a. Prcvlousty Is •ed fmancialatatcments shall 001 be rcswed fot chanacs in 
MX'O'rA'ina for rc:fu.nd.s. 

b. Lcatrs for wbicb tbc inccpdonU is after Decanbcr 31, 1912 iihall be dusi· 
fled ill accordance wilb FA.SB S~tcmcnl No. 13, Aa:ountU,/01 La:sc in 
f..a.J --· ~~ wilb inltlalapp&aUoo or this Swcman. l.caxs for -tlicb the inctpclon of lhe leaK Is before January I, 1983 may be 
c:lusirtcd as lltcy would h&Yc bcal duslrled bc!orc Ibis Satcmcnc was 
ISS1IIcd IXIIil fdCIII yean bq!nn1na arccr Occcmbcr Is, 1916. Commenc:ina no 

• IJTIII ........... of a ._.,ll*floal Ia FASB S••o 1 •-No.ll,/-/ti#t 0/ U.. "-· 
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later than thc rim OJCal year bqinnin& aftn Dccembu IS, 1986, thOSt 

l.ucs '~ bt re~rooaivdy eludf.ed in acc:o<danc~ With Sut~mcnt 13 as 

amendc:d. 

23 . If lc:ua an- ruroecuvdy dw.if.ed in accordancx with Stat anent I) in 

financiAl Slltemcnu for r.-1 )'UIS bqinnina after D«cmbtr u. 1983 and 

btfon Dec:anbcr Is. 1986 as pcrmlttcd by parqrapb ll(b), lc:uea JhaiJ di:dosc 
the amounu or additJonal capiuhml lased as:scu and lcaJc obhpuons that 

would bt includcd in uch balan« shccl pt"lKnted If Statement 13 bad btcn 
applied rcuoactivdy. 

24. In l"c ycarthattbls Statnncnt is finl applic:d, the finauclal scatemcnu JbAII 

disciOSt the nuu~ or any restatement and lu effect on income before ex:uaor· 

dlnary items, net Income, and relatcd pcr·Jharc amounu1• for each year 
rutalc:d. If r&oactl•c rutatancnt of all years prcscnlc:d is not practicable. lhc 

ranandal SlllcmeftU ~ be ratated for as many corueanivc years as is prani· 

cable, and the cumulalive effect of appl) in& this Statement shaU be includc:d in 

de~ul'iliilila oetlocomc of tbe carllcsl :rar rca.ated (t\01 necasarily the c:aiJicst 

year prcscntc:d). If it is - praaocablc to rCSl.lle any prior yru, the cumulative 

dfect shall bt includcd in nct incomc in the yeu in which thit Statement is lint 
applkd. (Sec patqT&pb 20 of APB Op4nioo No. :<0, Am>unltlll CIIIII!ICS.) The 

effect on Income before CX\raordinary itCTM, net Income, and relatc:d pcr·•h•rc 
amounuiS or applyina this Statnncnt in a year in which the cumulauve effect is 

iDcludc:d In clcccrmhtin& that year 'Ina income shaU be dilcloJCd fort~ year. 

Tlw pro.-lsion of lids Stat ..... I .~ 
aocbc ., , r A .. '--tcrbl 11 ..... 

Tills Stat•mtnt """Qdnpt«< by tht tdfirmtJtl~ votes of four mtmbus of lht 

Fln1111dll/ ActOIII!Ii"' Slalfdllfds Board. Messrs. Block, K11lc, Dnd Spro&JR dis· 

Sit. II/~. 

• 

I"Thhl' c.rrca • rd&ud ~n • m.oa;t••IW'td ooc bt d·Kioted .r tiK tttttr'Pf"' 4oa noc d1t· 

<1oM Clll1liAp "" slw< 
1Jsnl-ctc. • 
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Mt. llloct dJ-to the isswulcc of thb Statement. He bdlcw:lllw the rqu· 
latory cawironman u It Cllists 1~ does not provide the nccasuy assurance or 
,...!iutloc of futun revmua to juify tbe IUDdards in this Stlleman. 

lli!W c>Pniao. the ac:atlon or &tl-by a rqula1of requlru. at a minimum. 
e ~ fra nct.iv to ddl- soods and scrvlcu roc which dc:mand iJ inunJJ. 
tivc to price. This mcsn•lhalthe aoodJ an:l scnica mUSl be ncassWcs and that 
oo a1unw.ivc aoods and savica cxiss as compedtlocL further, the mation or 
loc~!Md assets requires assurance that the rcaulatory environment wiU remain 
undwlp:d for loa& periods. The nat~re or a.sscu created by a rqulator (future 
amounu rccdnble from CUJtomcn) would appear to require as.suran« thattbt 
CUSlomcn will~. the aoods and JtrVIc:cs will be ddlvcred to tuftOmcrs, and 
the castcma swill pay the decreed rates. Mr. Bloclt does 001 bcllc¥e that rate«&· 
ulalon cu provide JUCb &S$\Irtnees ill the iAdwula to whldlthis Stllcmcnt iJ 
likely 10 be applied. BccauJc ort.boscbci'Jds, Mt. Bloclc concludes llw the rate· 
maHna proa:ss sllon!d have DO bariq on priDdplcs for cost capit.alizadon and 
lou rCICOpitloa. Tbote priaclplc:s should toe the same for rate.rqulated 
entapr ' as tbcy a:c for unrqulated enterprises. 

Mr. Block further bcllevn llw lht as.scu created by rqulation uoder thiJ 
StatCIDUit an: mady future accounu rcc:dvablc for future saln. While be Is 
opposed 10 rec:osnizina such re«lvablcs, he note. that APB Opinion No. 21, 
1111~ on PJI«<~ M4 Ptl)'tlbla, requires diJcounllna or lona-tcrm rtc:d•· 
abies 001 wtUdl tbcre b DO Sl&lfd lnternt rate or the staled rate Is unreasonable. 
Thus, in his view, if wdlrtc:dvablcs arc 10 be recoanlud. discounllnt at markc1 
rates of ra:um sbould be requited. 

Mr. lOri: djucors 10 the issuance or this Stllcmcat .,...., .... be bciiC\'CS the 
lml""diue iDcrcucs In locome rcsuluD& from the capiulli;ation of c:osu Imputed 
f01 cquily t.....U t..s durillc "'""'loa (parqrapb U ) an4 intucompany 
p<of"u (panJnpbs 16 ar.d 17) arc 001 valid rdlecdoas or the economics or rate 
rqulatioc or in eccordancc with 01ba aencrally a=p~td aocounllna principles . 
Unlike other allowable com,lmputedcoru have not been Incurred. In Mr. Kirk's 
opinloa. tveft j( c ... allntlon it dccm:d approprialc roc r!nllldal rcportin& pur· 
pc I'S, lot:omot ~ 11dcl 1101 be rccoplud. The lnc:omc rdatfd 10 allowablc but 
lmprued cosu •boo.Jcl be rccosnlud wii'Sithe ratc:scoycrlna the cosu arccharaed 
to ant rs.. eoc bd'Ote. 

Mr. Spousot cliacnu primarily becaUSt he clod ooc aaru with the thrust or 
paraanpb I I rd•ted to llabllitks. He aarccs tll&l a rcaulator can impote aliabll· 
ky oa a rcplaled cruaprisc by rcquirlna the cataprisc 10 make rdu_ncls 10 its 
cwtw (puqrapb I J(a)). ln Ills opinion, boac •u, •rerundJ• involve reduc· 
tiaos In ahtlna assets-either caJb seulcmenu or lump-sum deductions from 
the amoww clue rrom tuftOmtn. Reductions In fulurc rates do DOl •rcfund" 
anytblDJ &Del, lhcrdorc, do nO< creal< a llabillty. Indeed, reductions in future 
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rat~ do not oblipte a reaulated enterprise to tranJicr assets or us. them in a ny 

-1 that would 1101 be required In the absmct or those reducdons. or coune. a 
SU(rtdmtiJ KYUC rcduaion in futUIC raJCS miaht UiUtf the nc.d 10 recop.b c 

lmpalnnau or a.ucu. 
In Mr. SprouK\ view. paravaph ll(b) t<ncli to conrwc the usc or a formula 

1.ba1a rctulalor miabt properly usc 10 set rtaJ(Inably stable rates whh real. often 

sporadic, economic events, the elf cas of whicllshould be rccoanlud in rinan<lal 

~~~if Uld whal tbey have aaually ~rred. In Sdtina tales. a rcaulator 

~MY Include a "promion for non Insurance" amona the allowable COSts. butthll 

docs 1101 cruiC a prcsau obllptlo<lto repair unusual sto;m daii'.IJC thll has not 

yet occurred {pataJTA'hs II (b). 38, and 39). If over a paiod of rime tb< amounu 

or uninsured loud arc sufficiently less than the "provisioi\S for noninsuranet" 

Included In allowablccosu, th< rqulator may reduce or eUminare future allowed 

provisioru and reduce ra1cs aa:ordin&Jy. As explained in the previous par aaraph, 

hoootvcr, possible fuMe rate reductions do not acare a llability. The possibility 

that sometime in the future the rqulator miaht require e11h rd uods to CUI· 

10mcn to reduce or c:Uminatc 1he cumulative "provision for nonln1urancc" il 

100 rctDOtC to be rccoJJ!Iud IS a liability. 
Similarly, In a formula dcsianed to maintain reasonably u abk rates, a rcaula· 

toryii&Cf"C)'m&ywbhtospnada pinon carlywinauisbm<nr of debe ovtr $0me 

arbiuvy pcnocl, but Ul&l docs nor awe a prc:scnt obllption for the rcaul.lued 

c:ntcrpriu 10 lriDSftr USds Of to we thtrn in any -Y that would not be required 

in the abKOCf o( such a pin (paraaraplu ll(c) and JS·J7). 

M r. Sprouse docs aarce that, to the c~tentthartherc h adequate c>idencc that 

lbc rues set by a rquialor will c:awc a spccirt< coJt or olhcr amount to be rccov· 

t:tc:d throuab rucurc loatrncntal revcoucs, the «auiarc:d enterprise has an assct 

Of USd cohtnccmcnt (a qlllli-rccrivablc) that is propaly mc:uurc:d by that 

lncuncd cost « Olhct amount . AccordinJ))I. he IJ!C'CS that those arculllSliJICC$ 

rnayc:all for capitallzina (a) unusual 11orm IMscs. property abandonrncnu, plAnt 

convusions, and similar Qt»U that have ~rred (paravaph 9); (b) an rmpured 

COlt of equity funds (paraaraph IS); and (C) lnlercompany profiu included in 

lr&lllft:t prke:s to afrillatc:s (Jiaravaphs 16 and 17). 

Mc:ssrl. Kirk and Sprouse alJ(I dhsc:nt bec:awc tbey bdlcve !he: amcodmcot to 

APB Opinioo 30 in parqraph 19 or this Statement that SUJIC:Sll that refunds be 

ccportcd In Income DCI of IIIC:S .,._,,1101 as atran<dinary itans il unrelated to the 

economics or rate rqulatioo and therefore IMpproprlatc. They sec no ruson 

why a pOl tnt Ially rceurrlnaeharac to income should be sinalcd our from ali other 

rccurriq « even uniiSWLl itaDS (Of this lpccialttcatmcot. 
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AWU.CO~E!IITS TO EXISTING PRONOUNCEM£1'\'TS 

lS. This Suotcmc111 rupeucdalhe Addendum, A ccounllfll Prlne/plnfor R~ru· 
ltlt4d lltduslrin, 10 APB Opinion 2. 

116. hi Iii apb 7 providn for ellis Scatanenl 10 be applie-d by mtcrpriJes clw are 
abjca to it lftRcad or c;onniailla provisions or olher authe>riwlv• pronoun~· 
... """'L~ Board ICCS no o«d for references to thlJ Staccmcnt In either aistina 
pr- • nu ot fu1ure aulhoriwlve pr~IJ. Thai condllSion 
reqwra llle foUowlna amcodnxnu tO exkdna pronounccmcnu: 

L AU No. 44 (Reviled), D«<ininr·&ltute~ !Npr«uulon, as amended by 
APB Opinion No. 6, Stlltusof Auountlnr RU~<Jrcll Bull~tlru. lklcte pat&· 
ll"ll'lulud9. 

b. AU 51. Odc.te tbc last &a~tence or p&ra&n.ph 6. 
c. AP8 Opinion No. I, New O<!pr«Uit/on Guldt llnts ond Rulu. lklct< para· 

lf&Ph 7. 
d. APB Opinion l~o. 2, Accountlnrfor tlul ~lnwstm~nt Crtdit. ~ Ddctc para· 

IPT,)b 11. 
c.. APB Oponlon II . In the second Klllmtt or para,nph 6, dckcc cllc • -ordl 

•(a) 10 rqulatcd lndustriC$ in those drcumnanccs where the scandards 
daaibcd In lhc Adckndum (which rmlllns l11 effect) to APB OpiDion No. 
2 &'C-ud (b).~ 

f . APB Opmion No. 16, 6MsinaJ O>mb/MtlofU. Odele parq1apb 6. 
J. AP8 ()sliDbl No. 17, lntflltllblt ...tmu. Ddcte pera,nph 7. 
Ill. APB Oplnloo 20. lkltte Ill< last two sentenCe$ of paraaraph l . 
L APB ()pU!Ioo No. 23. A«<OIIIttfll for In~ Tuv-Sp«i41 A rms. 

Dda.t ..,..,. , 4 , 

j. APB Opinion lo. 24, ,A«<;lntinr for ltte0- 71uu. Odc.t< paraaraph l. 
t. APB Opinion No. 26, bt~ £Jalf1111isltm~nl of D<!bt. Odcte the last sal· 

-or puapaph 2. 
l AP8 Opiftioft No. 29, A«<UUItifllfor NonmOMIIIry TlyiiS«<loJU. Ill the 

flrR sanencc followlna subparaaraph 4(d), ddde the words "applia to 
rqulalcd companler In accordance with the Addendum to APB Opinion 
No. 2. ACltOflllllfll for tile lnWSim«nt Crtdlt, 1962 and II ." 

a. FA$8 ~No. 2. ACCJOvntifll/tN Rl#ltrclt •11d ~lopmcot Costs. 
Dda.t patq11ph 14 . 

ll 



n. FASB Slatemtnt No. 4. Rtponllll GoiiiS ond Lomsfrom Extintuiihmtnt 
.of DdH. ~lfl~ pan,araph 7. 

o . FASB Slucmcut '· Deltte paraaraph ll. 
p. FASB Slau:ment No. 7, At:t:ountllll and R~portint by CNwlopmtnl Sit~~• 

.£n1uprislts. Ddde the second scnt~nce or paraaraph s. 
q . FASB Sweomru 1). Ddct~ para,nph l . 
r. FASB Stattmeot No. IS, Accounrlnt by CNbtors and Cr~uors for 

Troublt:d ~bt R~lructurilfJS. ~lcte paratrapb 9. 
s. lf'ASB Statement No. 16, Ptior Puiod AdjiiSI~mnts. ~lett paralfaph 9. 
1. lf'ASB Slatcmalt No. 19, FUUJncltJI Alccountint Gnd Rtportlnt by Oil and 

Cas Produclnt Componl~. Dd<te pQfllr&ph 9. 
u. lf'ASB SU.tcmau No. 22, Cbantts In IM Provisions of L t iiSl AtrNm~nt.s 

Resu/Jfnt from R(/undlnts of Tax-E.umpr ~br. ~lttc paratraph II . 
v. IFASB Statcment34. Ddctc pata&raph s. 
w. IFASB Statcmnu No. 43, Accountlnt for Com~nsart:d .-tbuncrs. Delete 

p&fltraph 3. 
x. IFASB Statement No. •9. Accountint for Product Fbwncint A"a"t•· 

mmu.. Ddcu puaaraph 7, 
y. FASB Stlltemcnt No. Sl. Financial Rtfportint by Olblt Tlltvision Compo· 

nles. Delete patllfaph 2. 
z. FASB lnL<rprctatioo No. 18, Accountltrt for lnromt Thxes in fnltdm 

hrlods. Ddcte paraanph 4. 
aa. FASB lntc:rprculion No. 22, Applicability of lnd(/lnlll Rtvtrsal Crittria 

to Timlllt Dijfur"-· Dekle paraanaph 8. 
bb. FASB lnLc:rpreutlon No. 2.5, Accountint for an Unustd ln vestmt • t Tax 

Crt:dil. ~lett paratraph 9. 
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APPUCAnoN OF CEJ~;ERAL STANDARDS TO SPECIFIC SITVATIONS 

n. This appendix providet auidancc for application of thb Sutcmcnt to JOme specific sil:uWocls. The auJdancc doa ooc address all poulbk appbc:atlons of dUs Slalcmeltt. All of the cxamplet assume that the enterprise mens the criteria iD puaarapb $ c.f this Statemeru; thus, rtCOYerY of any cost Is p!obablc if thAt costlsdnipued for future recovery by the rea.Wuor. Tbecxamplcs&JJOusume lbas tbt items addressed are material. The provisions of this Scatement need not be appticd to Immaterial items. 

IIWlnp"boc a.sseu 
A.a:ountinJ cllanaes 
RlCO'>ery o r tOSIS without return oa lnYCStment 
Early c:Wnauhlunc:nt of debe 
A«<untinJ for coculnacncics 
'"'ceowttina for leucs 
llc-nnuc colla:led sub )<a to rdund 
llcfundJ 10 CUJtomcts 
A 'X'OQmiq for cex~~pc:DS.I.tcd abJenca 

latuo&Jbk Als<IS 

Paraaraph 
Numbers 

29-30 
31-32 
33-34 
JS-l7 
JS-39 
~3 
44-S 
~7 
~9 

29. Optnion 17 req aires that the cost or an lntanslblc anct acquired after Octo· ber 30, 1970 be am• rtlud over the shorter or Its estimated uadullife or <10 yean. That~ alJO requires tlw a compa.tly coaltllually evalll&tc the period or amonlzadoo to determine whether later events and citcumRaoca warrant a ~ cvinutt< or the usdullifc and whether the tuWDOrtiud COil should be redUC!<'d slaniflaruly by a cbaraeto inromc. For rate·makinJ purposn, a ~aula· tor cnay permit an enterprise ao amoniu purclwed aoodwiJJ oYer a spedfted pcrlocl. lJI other c:aKS, a rqulaaor may dlrca an cnacrpnse not to amonlu aood""ll acquirtd in 11 bwineu combination after October 30, 1970ot to write orrllw aoodwiU • 
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30. I( the rqul.t.tor pcrmlu the goodwlll to bt amortized OYtt a spccifte time 
period as an allowable <OJ I for ratNr.alcina purpoKl. the reauLotor\ ae1 ion pro
vides rtUD:11ble aJSUrance or the tJtistence or an ~~ (puaaraph 9). The 
aoodwa11 would lhcn b< amorthtd for llnandal rtpOrtina purposes over the 
period durina .o~hich it will bt allowed for nue-mal<ina purposes. If the reaulator 
cxcluda amord zalion or aoodwill from allowable com for nue·makina pur· 
pose$, either by not pcrmiulna amortization or by directina the enterprise to 
write off Lhc aoodwill, the value of the aoodwiii ITlliY bt redu~d or eliminated 
(parappb 10). If there is no indication, that the amortization will be allowed in a 
subsequent period, lhe aoodwill would bt amortized lor linancialrcpurtina pur· 
poses and continually evaluated to dttermlne whcthet the unAmortized cost 
should be ~uced sianincantly by a characto income in accordance wilb Opin· 
ion 17. 

Accouallna Otaaaa 

31. Opinion 20 dclines variow types. of acc:ountii!J chanaes llnd establishes 
auiddlnes for reportilll each type. Other authoritative pronouncements specify 
the m~cr or rq~erlina Initial applic.uion or those pronouncements. 

32. If a reaulated eoterprise chanaes a ccount ina methocb and the chanae dO':> 
not affee1 cons thll are allowabl< for rate·makina purposes. the reaulated 
enterprise would apply the chana• in the same manner as would an unreaulated 
enterprise. Capitalization of leaK~ with no Income statement effect (parl&flphs 
<40-43) Is an example of that type or c.banac. I I • rcaulated enterprise chanacs 
account ina mctbods and lhc chanac affccu allowable coSts for rate-making pur· 
poses. the dlanac gcn.crally would be impl<mcnted in lhe way that It is lmple· 
mmted for rqulatory purpos.e:s. A chanac In the method or accountina lor 
research and development cons. ehbet from a policy or capitaliu.uon wd amor
lizallon to one of charaina those com ao expense as incurred or vi~ versa, Is an 
c.umplr or that type or chana•. 

~onry of Cost$ ~tltout Return oo lnvestmtol 

33. In some cases, a rqulator may approve rates that are int.ended 10 recover an 
incurred cou o• cr an cxtcnded period without a return on lhe unrecovered cost 
durina lbe rec:ovuy period . 

.l-4. n.., rqulalor\ action provides reasonable usurancc or th< exii tence of an 
tWCt (paraaraph 9). Accordii!Jly. the reaulated enterprise woulo car italite the 
cost and amortize h over the period durin& which it will bt allowed for r•te· 
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• makina pu.rposcs. That C0$1 would 1101 be recorded a1 dlJcounted present value. 
If the amouncs are maurial, the disclosures spccirled In pana:nph 20 of thb 
Scatcmeat would be furnished. 

Eartr £xtillplslnaa 1 or ~ 

lS. Opinion 26 requires recosnition in income of a piD or loss om an early cxtin· 
rubhmcat or debt In the period in which the deb< Is ottiaauJsbed. For rate-· 
maltiq purposes, the difftm>ee ~the c:otcrpriJe'IIIICl catTYina amount or 
thr cxtinaui.shed debt and the reacquisition price may be amonlud as an adjUJt· 
ment !:! irucnsl apcrue 0\'c:t ~ (utllfe puiod. 

36. If the deb< is reacquired for an amount in excess of tbe Clllerprlse's net carry. 
ina anomt. the rqulalor'll cledslon to lnaeuc flltllre rues by amortlzina the 
diffc:renc:e for rat~maltina purposes provides n:aonable assurance or tbe cods
tena: of an JWCt ~ 9). Aa:orci1Qaly, the rqulaled enterprise would cap. 
ilaliu the excess cent and a.monll.e it o- the puiod durina wbicll It wiD be 
allowed for rate-maklna purposes. 

37. If the debt u reacquired for an amount that Is less than the entcrprbe's ntt 
carryina amount, the rqulator's deds£on to reduce fwurc rates by amottirlna 
the dJrfercncc for rate-maltina purposes Imposes a liability on the rcruJatc-d 
c:o•erprilc <(paap11pb ll(c)). Ac:c:orditsaly, the enterprbe w0'.1ld record the dif· 
ferencc as a liability and amortiu it OYC:t the period durina wbicll permitted mes 
will be reduced. 

38. SweroCill 5 specifiCS c:ritt:ria for .--dina atima•ed !ossa from loss con· 
tinaencies. A rqulator maY dircc:l a rqulated enterprbe to Include an amount 
for a contill&mcY in allowable cow for rate-makina pwposa C""c:t1 thouab the 
amoum docs not mea the criteria of St:atcmnt S few: recordlna. For example, a 
rerulator ma dircc:l a rq.ulatc:d Cl\laJ;Irisc to IDCiude an tUDOWH for rcpalts or 
c:xpeaed futlln uniDSurcd 1ton11 damqc 

39. II the rc:plat.or requires lbc enterprise to remain -rtable for :LilY 
ame>unts charac:d pumwu to sud! rues and QOI ,.a ~ for the Intended 
purpose. die rcsulliq iDcrcasc:d dllqrs to cmtomen creak a liability (para· 
paph II (b<)). If a oost 10 n:pe.ir llOnD clam;qe u DOC mbsequauly incwTc:d, tht 
incrcasc:d c:hatJes will have to be refunded to customers lhrouah futurt rate 
redualoru. Actcorclinaly. lbc ""'''ta•ed Clllerprisc would r••·os•li« the amountS 
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cbataed pursuant 10 sud! rates IS liabilities rather than as revenues. I r • coli to 
rq>air Storm damaae is su~uently incurred, th< cnt~nsc "'ould chars• th~t 
c<nt 10 cx~nu and reduce the liabilities at that time by r«oanidna lncomt in 
amounl.l equal to the eosl . 

Accoa:atiq for,,....,. 

~- Stattmtnt 13, IS amended, spedf~ critui• for classification or leases and 
the cnethod or accountlna for each type of lease. For rate-making purposes. a 
lease: may be ucatcd as an opcratln&lea5e ev• • .~ouah the lcaJC would be clwi· 
foed :as a rapitalleue under the crheria of Stattmenc 13. In dfect.thc amount of 
the lase payment is included in allowable coscs as rental cxperue in th< period it 
coven. 

•1 . For financial repoflina purpoJes, lh< clauification of the let1se is not 
affected by lh< rqu!Ltor'J wions. Th• rqulator cannot cllminatt un obligation 
th11 was 001 Imposed by the rcau!Ltor (Pinlaraph 12). Also. by ncludin& the 
lease paymtnU as allowable cosu. the reaulacor uts rateslhat will provid• rC'\t· 
nue approxlmaudy equal to th< combintd amounc of tbt: a~hl!:izcd !used =~t 
and inu"CSt on chclease obliaation o,·er 1 h<ltrm oft~< lease and. thus , provid~ 
reasonable assurance of th• cxlaicncc or an uuc (pa.-.sraph 9). Accordingly, 
rqulatod ent.erp~ w.:~uld classify leases in accordance with Staterr.cnt 13 :u 
amended. 

42. The n&lllte of lhe cxpenS<: elements related to a capitaliu:d lease (o.morti:u
tion of the leased asset and lntcruc on the lease oblipcioo) is nor changed by the 
rqulator's action; however, the tlmin& of expense recognition rclattd co th<lcaJC 
would be modified to conform 10 the rate treatment. Thus, amortization of the 
luJed assa would be modlned so thatthec01al of intuCSt on lheleuc obtiption 
and amortb:ation of lhe leased ISStt would equal lhc rene&! uperue that was 
allowed for rate-malting purpo~e~. 

43. The BoArd notes lh•t acnerally acccpt<d aecownina prlnclplcs do aot 
require interest e>rpenJe or amortlutioo of leased asw:u to be dwificd as u~
ruc items in an income tlatml<nl. For example, the amounts or amortlution. or 
capitalized lca.std nuclear f\ld and interest on the related lease oblip tioo could 
be combined wich other com and displayed as "fuel cOSt." However, the disclo
sure ·Of total interest cost incurred, required by Scaternent 34, would Include the 
intc:n:st on that lease oblipclon: and Uue disclosure of the toea! amortiz..tion 
charae, required by Statemmt 13. would include amortization of thl<t le.ued 
auet.. 
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44. In some e&~. a rqulated entttprise u pumlued to bill requested rate 
increases bocfon the reaulator b&s ruled on ilic request . 

• ,. Whm t he revenue b orlcJnally recorded, ilie criteria In parqraph 8 of S~ate
ment ' would dcu.-nnine whtlhcr a provision for cstlnuued refunds should be 
accrued u .a loss contlnaency. That provision wo:Ud be acijuned sub~ucntly If 
ilie estimate or ilie refund u.anaes (parqrapllll(a)). t6 

~rods to OtJtotnrs 

40. Slucment 161lmiu prior period adjusuncn•.s (other than those that rciUit 
from rcponins ~m~wuin& ch&nJcs) 10 corrc:aionJ of errors, acSj~~Jtmmu tlw 
result from rallzation or income tu balcfiu of prtaeqllllition opcratina lou 
earryforwards of pvrc:hasco subsidllri::s, and aciju1unenu related to prior 
interim p<riocls or the eutrtnl ftseal ycu. 

47. In ac:c:ordancc with Statement 16, estimated refunds that were not previously 
a=ued would be c:haracd to income In the nrst period In which they meet ilie 
criteria for ac:crual (parqrtlph 8 of Statement$). lfthc 11nounu ue material. the 
disclosures specified In pnraarapb 19 of iliu StAtement wou.ld be furniJhed. 

411. Ststement 0 spodflcs criteria for ac:c:ru&l or a UabUity for employees· com
pcnsa~ion {or future absellocs. For ra.tc-makloa pouposcs. compensation for 
Chpioyecs• a1xmccs rnay be lnduded in allowable ccsu when ilic compcnsation 

is pax!. 1 
. ' 

49. The liability, If any, would be acttUed in accordance with St.uemcnt 43 '1 
because rate actions or lltc rqulator cannot eliminate obllptlon.s that were not 

16R ... ow colkclcd wbjm 10 rcfond is .WU'lv to Slla wkh wananty obllp~ton•. Parqraph 
lS or SWcmcnt 'lUna lhlt " !nobility to make • .-blc adm&ic or lhc &m .... nt or ..... 
nmyob'ltpdoa u lhro'-.:f ale .,__ofAplriCOIII """""""-r~t ;><ml'.>lotWnu •• 
pruluda .-...J And. I tJoc f ..... of poooiblr Joolls wide, IIIOJ nile I qoatJoa 1*1 w'bdllcr I 
ulr ol>o<Jld tor •-""'- ••• • SlnliWfl!. if lhc filii• or poalblt rcf•ftd Is wid< ond 1.hc a.1:>01o-n1 
of lhc ,.rUtJd·.......,. be ,_blr Cllt"'*tcd. tllrft .,., tor a quadon oboul wllaoa II WOIIId 
II< 'tit' 111110..._~'til< !lie pr~· ' 11) maii!Ciacrcaatll '-· 
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imposed by 1he rcaulator (parqraph 12). By indudlns tll• accrued compensa· 
llon Ia fuaure allowable c:osu on ~n as-paid basil, 1he rqui•tOr provides reason· 
able &s.sURnCC or lhc exinencc or an &SSCI. The t.SSCI iJ lbr probable ftliUIC bene• 
nc (Increased revenue) lbal will resuh from lhc reaulatory lrutmcnl or the 
subsequent payment of lh< liability (paraaraph 9). Aecordjndy. the enterprise: 
also would record 1hc as~ that rnulu from the rc&ul.ator~ •ctlons . 

• 
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AppnocluC 

BASIS FOR CONCLUSIONS 

l•trodlldJolt 

50. This appendix dbc:uucs (actOn cleftmd siptnc.nt by mtmbcn of the Board In rudlln& the corw:lusioru In this Statement . II Include~ descriptions o r the vari· uus .alternatives coiUidered and the: Boatd'l reasons for a=pchs some and rejeeli111 othfts. Individual Board members aavc srcaccr welaht to some facaon 1 han lO others. 

Rdatl011s:lllp of Rc&vlalor)'-~ Accoaalllla to c-rau, Ac:ctplcd AttOaalllla P rioodplu 

51. The FASB Ol.scu;.)lon Memorandum, £//tct of Rt11t Rttulotion on Acco:ullllfllfor Rt~ulartd EnttrprlNs, presented a lhrabold luue: ~should accountina prescribed by rqulatory aul.horities be comldcred In and of itself acnerally accepted for purposts of financial rcporcina by rate-reaulaccd Cftlcrprises?"' 

n. Virtually all respondcnu to the Discussion Memorandum Indicated that accountlll& prescribed by rcaulatory authorities lhould not be c:onsidtTed in and of itstlf aenerally accepted for purposa of fillancW reportlna by rac<·rfl\llaled enterprises. Rcspondmu nOied lh.at the: fllliCtion or -ntlna b co rcpon economic condltio111 and cvcnu. Unless an aa:ountlll& Otdc:r lodlcata the way a ClOit will be b.ancfle<l for ratMU&klaa IM1l c 1cs, It causes ao economic crrccu that WOilld Justify dtvl&llon from the acn.erally acapted accountlna principles appli· cable to bminas enterprises In acntnl. The mere luu.anc:c or an accountina order not tied to rate crcacmcnt docs not chana< an cntuprisc'J economic resources or obUptlOM. In other words, the: economic df~ of rqulatory dtciJloru-not the r ere exlsccncc or rqulwon-ls the pervasive factor that dc:ramlncs the application or acncrally accepted accountlna prindplcs. 

53. Rcspondmu also noted llw rcsulatotY-9fescribed acrountlna has not been considered perally accql(cd per sc in the paJI . 

54. "D>e Board concluded lh.at rtplalofy-prac:ribed aa:ountln& should not be coiUidcrcd ccncrally ac:c:ep~cd per sc, but ra!Mt that the Board 'hould specify bow aencrally ~peed ac:coundna priodplcs apply In tbc rqul&tory environ· men c. 
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SS. Some respondents to the FASB Elpowre On ft. Arroulllilll/Or lilt £!/«IS 
of RqulaiiOII of on Enltrpr/R"s Pri= BDS#d on /Is Costs, suues-tcd that the 
Board clarify th< relationship of thi.s Statement tO an enterprise's rc,culatory 
accountlna and 10 rcaulators' actions. Thls Statement docs not addrMs an 
cnterprile's r~-ulatory account Ina. Rcaulaton may require reaulated enterprlsu 
10 maintain their a«ounu In a form that permiu the reaulator to obtain the 
information needed for rqulatorypurpo1CS. This Statement neither limits a rca· 
ulator's actions nor cndona them. Rqulaton' actions arc bucd on llWIY con
$identioru. Ac:countina addresses the errccu of thosc actions. Thi> Statement 
merdy specifies how the effects o f different types of rate actions art rtporrcd in 
ameral-purposc f'rnanclal llltemenu. 

Economk Elfecu of Rcaulatlon 

S6. The second threshold issue in the Discussion Memorandum wu: "Docl.rate 
rcau.Jation introduce an economic dimension in some circumstan= that should 
afrcct the :opplir:ation or cencrally aettplcd accourulna principles to rate· 
reaula.te<! cntcrpriles7" 

51. Most respondents to the Discussion. Mcrnora.nduon indicated that rat< reru 
latlon docs introduce such an economic dimcmlon In some circumnances . 
Respondents cited the causc-.and-c!fcct relarloruhlp of costs and revenues a.s the 
ptincipa.l ~nomic effect of reaulation that affecu accountina for rqula.ted 
cnterpriles. They n~ted that cost mi&Jtt be one factor used by unJ-tculated 
entnpriscs to establish prkes. but it would often not be the most important fat· 
tor. tJsu&lly, price$ azc limited by the market. An urucaulattd oatcrpri.sc mlaht 
desire to pritt iu aoodJ or services at a level that would rcco= all c:osu a.nd a 
rcuonable profit; bowtvcr, the matktl mijhl not pttmil dill price. 
Altcrna.dvcly, an unrc£ulated cntcrprilc: miJht be able to Increase ill prices and 
Its profit If competition docs not Umit its priw. In either case, cost often ~not 
the principal determinant of prir:u. In contrast, for an enterprbc with prices r<J· 
ulalcd on tbe bam of iu c:osu. allowable cosu are the principal fa.ctor that 
lnnuences lu prices. 

51. The CCOIIOmic: effect cited by most respont!cnu is the abiUty of • rcaula~ory 
action to crea.tc a future CC'Onomic bcndit- the essence of an IlK!- For example, 
conaldcr a rqulated enterprise thll inc:un cosu 10 repair cWtlage caused by 1 

major storm. lf the rcaulator approves rtCOvery of the cosu through <Ales over 
some future period or It opccted to do s-o,the rate action of the regulator creates 
a nc:w asset that offscu the reduction in the damaatd au<t. The enterprise hu 
problllk flltl!f~ ~nomk ~~fiu-lhc additional revenue that will result from 
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inc:ludlac ihe cost in allowable c:ost.S for rate-makinc pu.tl)Oses. The future bcne
r.u are obulmd or contrOlled by the enterprise u a result or a put evcnt
lncurrinc the cost ttlat results In the rate order. Thus, the aiteria or Con~epu 
SW.emcnt 3 for an IUCl arc met. 

59. Most rcspon!Unu that opposed spcdalaccouotioa for the dfec:u of rqula· 
lion cited the need for comparability between rcauJated and unrqul&ted 
enterprises. Paraarapb 119 or fASB Coocqlu Swemeru No. 2, Qw<rllwlw 
CAuttctlrisl/cs of Am><~nrlnllnfonrwlon, indlcalcs tlw " .. . the purJIOSC or 
comparison is 10 drua and explain similarities and cllffcrcnccs." The Board con
cluded llw comparability would not be enhanced by acoou.ntina u thou&h reau· 
lation bed nodfcd. Rcaulalion creates different circunutanccs that .-.quire dif
r ercnt KCOunt.inJ. 

60. "The Disa.wioo Memorandum discuwd rqulation or various industries. 
and It atked wbcther a Board pronouncement should Identify specif"tc industries 
that arc affecled. Most mpoodents indicated that applk:abillcy or an FASB 
Sl•tcmcnt on rate rcaulotion •hould b< $peclCled by clearly dcscribina the nature 
of the reaulated operatloMto whk:h ltappllcs rather than by aucmptlna to delin
eate spccif'ac indw:tric:s. Some noted that d.&naes In the politic:al environment 
c:an caUK cflana:s in the natwe of rqulation . Aoeorclln&Jy, whether an industry 
meas the aiteria f01 appljcabiliJ:y miaht cbansc 0\'U time, The Board &arced 
with those rcspolldcnu and, aa:orditJ.Py, specif"led aitcria that fOCUJ on the 
nature of rrautatloo rather than oo spcdf"te industries. 

6 1. This Scatement spcclrlcs the CCOI>Omlc effocu llw result from the cause· 
and-errea relationship or cosu and revenues In the ratc-reJUialed environment 
and how tbose crrocu arc 10 be accounted C01. The n.ature or those effects led to 
the criuria for appikabilily of thh Swcncnt (parqrapb S). 

62. "The f"lnt criurion b the alpena= of lhinl-pany rqulation. That aiurlon u 
Ulteoded to Cll lude CCfttracmal &JTIJllaDcnU In wbicb the aov.:mmcnt. or 
anolher party tbat could be ~as a ~rqulator, ~ Is a party to a conuact and 
iJ the enterprise's prindp&l eus~omer. for example, the normal Medicare and 
Medlc:ald arranscmcnts arc Cleduded rrom the .cope of this Swment because 
they arc contractual·typc &rnJIICIDCDlS between the provider and the &Ovcrn· 
mau.aJ &£CDCY that is responsible for paymeat for aavia:s provided. 

63. Some rcspoodenu 10 the E..posun Draft Indicated that cooperative utilities 
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ahould be lnduded In the scopo of thl$ Statcmcnt. They ~rvcd that some 

coopuativc utilities' rata arc sub)ca 10 third-patty rqulation, but othm' rata 

an SC1 by their own aovcrnina board. The aovcrnina board is elected by the 
members of the coopuativc, and it 1\a.s the sa,mc authority as an lndcpondcnt, 

third-party rqulator. In their view, the cliffncncc bclwccn cooporattvc utmtics 

that arc subject to thlrd·party rc&ulatloa and tho~<' that arc not docs not )u"ify 

different -•""n&- The Boasd qrccd wnh those raponcknu. and modified 
the f'1111 criterion to indudc cntcrpnsa with rata established by thm OW1. aov

<rnllla board providlna that boatd is C'IRpowcted by mtutc or by contract to 

ol&blisb rata lb.aJ bind CIISlonlcu. 

64. A nwnbcr of ao--nmcntal utility respondents 10 the EJ;pos.,rc Draft asked 

that aovcmmcntal utilities be lnduded within the scopo of this Statement . They 

noted that many aovcrnmcntal utilities have been Julded by the same accountina 

praalca and standards as lnvmor-owncd utiUtla in their acnc.nl-purposc 
f lnand&l sutcmenu, and they aprcsi<'d the view that users' emphasis on com

parability supportS continuation of that pruticc. In their \!lew. the Board\ deci· 

slon nOito addrc:u pcrnmcntal utllnia in this Stat<mcnt shout~ not preclude 

lhC'IR frOGI a pplyilla II . Tbc Boasd IJtccd with those respondents and modified 

paraarapb S(a) so as 110110 prtdudc app!M:ation by aov<rnmcntal utilni<i with 

rates ut by th!W own covernlna board. 

6S. The second criterion is that the rcaulatcd rates arc d ... laned 10 recover the 

specific enterprise's com of provldinathc rcaulatcd services or products. If ratu 

are buccl on industry eoru or some other measure that is not ditcaly reatcd to 
the specific enterprise's coru. there II no cause-and-effect relationship between 

the eoLcr~'s C05lS and lu rcvcnua. In thai c:ase, cosu would 1101 'be expected 

10 <CSQlt in revcJ~'*CS approxlrnaJcly equal to the coru; thus, the basis for the 

_,,ina spcdf'ICd in tbls Statement is n01 ptCKIII undn that t>'P' of rqula

Lion. That criterion is intended to be applied to the subuancc o f th< rqulation, 

rather than its form. If an enterpmc~ rcaulatcd rates arc based on the costs of e 

sroupof companies and the enterprise Is so lar&c in relation ro the sroup or eorn

panln. that iu cosu are. in cs~<'ntc,thc aroup's cosu, the rcaulation " ·ould me<:t 

the second criterion for that ~tctprbe. 

66. The last criterion requires that it be reasonable to assume that rates stl at 

lcYCis thai w!U r-.•cr Wtftt~'s cosuc:an be characd 10 andcollte1ed from 
CUAOGXB. Rqardlas of the actions or the rqulator, if the market for the 

cntcrprbc\ rqulatcd scrvica or produru will not support a price b.ucd on cost. 

the enterprise'\ rates arc at least parhallycontrollcd by the market. In that C&K. 

the ausc.and-cffte1 relationship or cosu and revenues that is the basis for rhc 
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ateountlna required by this Statcmmt c:aDDOI be assumed to alsl, and tb!J State· 
man would no1 appQr. 

61. Tbe Board docs n01 lntcad lhc last c:ritmon as a requirtmenl !bat the 
entaprise eama !alr ruurn on &hareholden' Investment under aU conditions; an 
e.nt"J)rise can tarn las lhan a fair return for many ru.10n1 unrelated to the abil· 
hy to biD and coUca rates thai will reeovu allowable COIU. n For aample. mll.:l 
wcalhct micln reduce danand r or encru utllity RI'VIots. ln t1w c:&K, rates llw 
wen ttpca.cd to rccovcr 811 c~UJ~rise'l allowable COIU mi&bl 1101 do so. Tbc 
raulliRI de.::reasc.d cami12p do DOl demoaslruc an inablllly 10 cbatJc and col
lect tales !bat would recover lbt a11erprise\ COIU; ralha, l.bcy danonwatc lhc 
unccru.inty inhc:au In admallna ~ c:oncl.itionJ.. 

68. Tb< last c:ritc:ricm also requlta rcasoaablc &J.SW'8IICC llw lhc rquJ.ued 
environment and lu CICO'Oomlc crrccu will continue. That requirnnct must be 
<"aluatcd ID Ualn or 1bc clt~mstanc:cs. For cwnple, If lhc cntcrpr!Jc has an 
a cluslvc !randilic to provide rcsulated scrvic:a or producu In an area and com· 
pet ilion from Olbc:r ICtVica Of producu is miDimaJ. tbc:rc iJ usuaUy a reasonable 
apccuuoalbat II wiD cun1inuc 10 mea lhe Olhcr aitcrla. Elldulivc franchises 
can be rC'Iotcd, buttbcy seldom an. If lhc auerprise has no ad•sivc !ranch!Jc 
but bas ma.dc the vuy 1.arJc capital illvestma~t required 10 providccilha the rq· 
ulated ICfYJCa Of ptodi.ICU Of atl a«qq'lbk tubstiwtc:, fUtUIC coai~Uon also 
may be unllkd)< 

69. Some rc:spondcnu to the Dbausion Manorandum questioned whaber, in 
U&bl o f reant evans. it would C'lcr be reasonable tO usume !bat rates set at 
levels thai will niCO\'U lbt auCipi'!R\ COIU can be cbaracd to and collected from 
CUJtomcn. They dted reccut d<"Ciopmcnu-.xb as the U&C or aobr clcYices as 
altcrnadves to ocrta1n cncr&Y utility services, inacasina competition in lhe ttl<· 
communications lndunry, a nd derraulatlon of varlou1 uanspona:ion 
ir.duJtric:t--&S m lmcc that the mvironmcn1 or a rqulated enterprise a.n 
~ ra:piclly. T. ~ Boatel COftdwled thai uscn or f"ID&Ddal $WtmcnU Jh::tuld 
be aware or lhc pouibiluy of rapid, unantldpated c:b&nacs In an lndusuy, but 
a«ountlnc should cot be baled oo &Ucb poulbllitles Wllea tbelt oocurrcn~ iJ 
consldaed probable. HowC'Ier, cban&cs of aloq-ccrm nat~~rc could modlly the 
danand foT an enterprise\ rcaulated ~rvka •utndcntly to a!fcct iu quali!)'lna 
under Lbc criterion or •ubj>aravapb S{c). 
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10. Tbc run SOC>pt Um!wjoo or parl!l&ph 1 c:xdudi~~& accountina for price 

conuob Imposed by IOYCrnmmw action in times of cmctJCDC)'. blah inflation. 

or other unusual conditions-was included in the Dheuulon Memorandum. 

P rice conuolr Imposed In pu!odr of unllSU&I conditions arc not apteted to be 

applied c:onrlstcotly OYtr an wended period. lndcc:d. lhdr duration usually iJ 
limited by llaWte. In that uvirorunall . a.uuratiCC of futurt bendiu C&llDOI be 

p rovided by pr-obable future actions Of !he price COIIItol rcauJalor betaUJC tbU 

rcaulalor ~DOl exist Ill a ai•m fulure date. 

7 1. ACCO'Intjq for C:OCI!r&CU in V<lCRI w~ also nd"Cied fNMII the JCOpc Of the 

Diw•mon Mcm«andum. The economic effcc:u or cost reimburwmmc con

cnc:ts arc In some respectS s:imilar to the economic eiTc:cu of the type or rquiA· 

cion adcltascd by lhil S!Atcrnml. However. most conuraru lend 10 be relatively 
sbort-urm. wbercu rqulallon of cntcrpri<.c:s coveted by this Stalcn:em Is 
apc:cted to colllin~ bc)ond !he forcsc:cable future. lbe Boud DOted that Olhcr 

a uthoritative Utcrarure Adcfrcs:sa contract ..cc:ountina and concluded that it 

sllould ucludc the acncraJ issue of conttac:t • ccountina from the scope of this 
S.•r~. 

12. Tbc Dlsawioo McmonDdum dcscriben rat~m.Uilla proccucs in sc-ttal 

ln dllwietll\4 Weed whether each process jus<Jfied the application of this Sutc

m cnt. As noted ill pe.raanpb 60. the Board contludccf tha t applicabilhy of this 

Suttmen: should be spcdrllcd by dcscribioalhe nature of the ••-aulaced opcra
t.ions and the type o r rate makinato which it applies rat.ht"T thlln by wuanptin& to 

delineate apecific Industries.. 

73. In view or the nature o f cc.mmenu received, the Board concluded !bat !he 

poss;1>Le applic::ali<)n of Ibis Swcmcnt to !he health cue industry should be dis· 

euued. Tbc Board docs noc intcnclto prc:c:hMk appl:c:atlon or the p<ovisio~ of 

tllb StatCIIICllt to the health care industry or to any Olhcr lndusuy. Rather. appli

cation of this Swc:mauls limited to rqulated operations that ma:t the specified 

c:ritcrla for applica1ion. 

74. In acncr&l. rates for IIC:fVIces In the hulth care industry arc not rqulated 

based on the provldcr'l cosu. The (edcral Medicare and Mediald prop-ams 

llSUally are applkd lhrouJII a contractual-type &ITUI&emeN (panaraph 62). 

SorM s:wes arc applyina comprcbcftsivc, pc ospcctive rate m.akina 10 health car: 

providcn. ln some c:aacs, the rates act by s:we rqulatory aaendcs arc acccple 
for Medicare a.od Medicaid rdmbur1Cl'\cnl purposes. There b 10m< dis:aqcc

IT.cnt &!lout the cstcntto wbJc:h sucb niCS arc t.ascd on a provider\ cosu. If rqu

Latory qcncics in tboK II.I1CS buc rates on the proviclu''l cow and adopr a per· 

tnancntsysum or rqulalion. health care provlclcn :n thoK jurisdiction~ could 
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be aubjecl1o the provbio:u or this Swemtn1. Howevu, the criterion in subpar&· 
.,.apb ~c) also would have to be considered to cia.-:rmlne whether the Statement 
appllcs to the entuprise. 

ee--.1 SIUCiants of Auo .... uaa for Ute Elftc:U of RtaubJoa 

1S. The Board concluded lhac, f« amcnl·v~ ruwteW reportina. the 
principal cconomle e ffect of the rqu.latory proceu is to provide U5UtUICC o f the 
u istcnee of an use~ or evidenct. or the ciiminulion o r climinadon or the rcc:o•· 
uability o( an asset. The rt~~~lator\ rate aaloos affect the rt~~~lated enterpriu~ 
probable future bcnenu or Jaclt thereof. Thua, an e=~terpriu abould capitalize a 
cost if it b probable that future reveou~ a pprollitlately equal 10 the eon will 
result lhrouah lbe ra1c-maltlo& process, 

76. A number or respondents 10 lhe &poNte n..n asked for clarirlc:a1ion of 
the types or cosu a ddressod by paraaraph 9. Those rCJpondenu expressed the 
vkw that tanJible asscu ahould be capita4ud based on the criteria used by un
rqulat.ed companks; P41Qn.ph 9 abould be limited 1u other usea. Paraanpb 9 
was intended to addrcas only accountina for cow tbu would be cbarJed to 
expense by an unre&ulated enterpri&c, and 1he Board modined the paraaraph to 

· so indicate. 

77. The rqulatory process. as uRWiy prac:tioed, bas two aspec:ts. First, dther 
historical or projected test period cosu an wed to compute tbe revenues neces· 
sary to provide for similar CON clurinj the period in wbicb lbe rates will be In 
force. Second, test pcrlocl c:osu arc adjwted to provide for recovery or to pre
vcm recovery or eossa that are ~ unusual or unpredlc:ubl< If unwual 
or unprodictable ce»u are not provided for in adva.ncc, they may be recovered 
aftc:r t.hdr lncurnncc throuah increased rues provickd for tlw porpose. In some . 
cases, rue orckD do not specify whether CO$LS arc (a) included as normal test 
!Kriod cosu, used to COmJI'ilte rates that are Intended to provide for similar 
future cost.s, or (b) incurred cosu desipated for specint recovery. The Boud 
conduded that cosu :bould be capitali.z.ed oaJy i! the future revenue is expected 
to be provided to pc rmit n covcry or lhe pr~y Incurred cost rather than 
merely to provide for recovery of hlaher levels of lim! tar future cosu. . . 
71. lf rates IU'e clcsiped to be adjuaed automatically for c:lwlaes in OIKI'&llna 
cxpenscs (e. a .• cosu or purcbasod fUel), lhe f'llllator'Jintent could be either to 
permit recovery of thcln.curred cost or merely to provide for recovuy of similar 
ruoure ~·· Non'IUII operatina <:llp<rues web as fud C05lJ usu.ally are provided 
lor In .:uncnt n.us. In llw case. the prawnptloo Is llw lhe rate increase Is 
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intended 10 permit recovery or similar futurt cosu. That presumption . which 
would prt:clude capit.alizina the inCWTed cost, can be overcome only if It is dca: 
that tbc rqulator's intctu is to provide recovery or the incurred toll . 

79. Rate aaioru or a rtaulator can also impose a liability on a rcaulated 
enterprise In th.e followlna ways: 

a. A rquluor can order a rqulated mt011>risc to rduod previously collected 
~cnues. 

b. A rquwor can provide rates intmded to recover costs that arc CJ<pccted to 
be Incurred in the future. Paraaraphs 38 and 39 lllustratt that possibility. 
The resuWna increased chuats to custom en are liabilities and not revenues 
for the mtapri$C-Ihe enterprise undertakes to provide the sc.rvices for 
whicb tbc Increased charaes wert colletted, and it is obliaated to return 
lhosc lnaeascd cha:aes If the future cost docs not occur. Tht obli,ptlon will 
be fulf'lllcd either by rdundlna tht inaeased cbaraes throuah future rate 
redoctloas or by payina the future costS with no corrcspond!na tffc<t on 
futur< ratca. The resuluna Increases In charaes to customers ut unearned 
reve.nua until they are earned by t.hdr u.s.e for &he inlmded purpos.e. 

c. For ratc-makina purpo!a, a rqulator can rCQO&nitc a pin or other reduc
tion or overall allowable cosu over a period of time. Paraanplu JS.J7 illus· 
trait lhat pouibilil)'. By tbi<l action, the rqulalor obliptes the tnterprise to 
livt the pin or ot.her rcdutdon or overall allowable COSU lO CUStomers by 
rc:dudna future rates. AccordlnJly, the amount or the pin or cost reduO!ion 
is the approprl&l.e measure o( the obliption. 

10. A number of rcspondcou to the Exposure Draft uked the Soard to clarify 
wbethet ~ph ll(b), discuucd in paraaraph 79(b) above, wu intU>dcd to 
apply to costS r;ch as nuc.lear plant decommwionina costs. Decommlssionina 
cosu ate Incurred costs In the current aecountlna framework. Those cosu and 
the tdatcd llllbilitles ate imposed by rqulation or statute, 1imllar t.o the liability 
to restore the land arter itrlp mlnlna. discussed in paraaraph 142 of Conccpu 
Swemcnt 3. AecordinJiy, pataaraph II (b) does not addr~ss those cosu. 

81. The sptdfiC llln.datds derived from the Jtneral standards deal with rCQOani· 
llon,as uscu and incrcun in net Income, or allowable costs that arc not usually 

• 

~ed u lnturred costs in the present aa:ountlna framework. Fot the reasons • 
explained below, the Board concluded t!\lt recoaalt.lon Is appropriate for those 
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allowab~ eosu. HoweYer, the Boa..; ..ioes not intend them to be l1sed u auid.tnee 
for other applications or the amcral :standards in paraaraplu 9-12. 

8:2. Most rcspendc!lts to lhe OlsciiRlon Memorandum suppened the present 
priC'Iic:aofpubllcutilltia In ucount:ina fOf thealiOw&nce for funds uud d uring 
C!OIUUUCllon. They note:! that the ammt income stat.cmmt display reflects the 
rqullltory proc:c:ss used in dcte mini:na the amount tn be capitali:red and, thw. 
aJds the user lo undersuncllna the rel\llatnry enVIronment. They cited the rcaula
tor's determination of the ~CO;ll" of C<~•lity capl:al as a buiJ for aeecptina that 
a.mount u a cost, and they noted that unreaulated enterprises do n01 have a simi
lat basis. They abo n<." Xc that most utllitlc:s have an oblipdoo to con.strutt the 
facilities necmary to p.ovide Rill lilted seMcl:s. Thus, thefe u ao option or not 
obtaininalhe required funds or usina aot\IJIIUIIIted funds to retire debt instud of 
lnvcstina in consuucdon, and there is no available ~avold.tble ron" to uJC lU the 
measure or the Cost of the funds us.cd. 

83. Respondent.s who opposed prese:m praalca or aa:ounlina for the allowance 
for funds use.f during ronstruttlon indicated that the c:ost or equity funds should 
be u.cluded ;rom t:lat a.llo~ Those rapondmu dted paraanph 49 or 
Statement 34, whid: nates that ~ ••• tec:OIJ'Iition of the cost of eqully .capital 
does not coo form to rbc present aocouotina framework." Ho,.•cver. the arcu· 
ments prCJCDttd by t~ rcspondcn:s supported caphallr.a•ion of htcrcst in 
a ccordance with StAtement 34. CapitaUzatlon" of iniercst In accordan.~ with 
Statement 34 would be base£ on ..waJ Interest rates on ouutancllna d"bt and 
tamlt.Ed to the touiiiii0Wl1 or lntm:sl COil ina1md dwina Lht palocl. In moo 
c:ascs,the ctrea on ncl inoome woWd bzslrollarto capltallzina an &IJoWIMe thar 
Included a COJt o f equitY fundJ. 

&4. Some Board munben believe that the allowances ror funds uud duri:la c:on
strucdon, computed under c:u"cnt utility r:-"alces, an appropriat.e measures or 
Lhe cosu or Onand 1 consaruaicn and thatt~ rqullllors' anions provide rea
sonable assurance or the dlbtcna: or UU\6 that should be measured by the 
amount on wbkh rates wfll be based. Other Board membcn believe that those 
amounu arc aecqKablesubsdtutes for the amount ?f imum that would be capi
Laliud in accordana: with Slatai1Citl34 and lha1, &hum a c:ha.oac ill rt&11111tory 
p ratt lees, the cost or a cbanec In those aecoundna practices would CXCtld any 
pcrecived bcncnts. The Board concl:uded that the amounts capitalized ror ratt· 
makin& purposes also should be capitallud for finandal reportinJ purposes . 
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8S. Most respondents to the Discussion Memorandutn indicated !hat enterprues 
should not eliminate intc=mpany profiu on sales to rqulated affiliates if it is 
probable that. throuah the rate-~naldna proces1, future revenues in amounts 
approxlnwdy equal to the intacornpany transfer pri« will be provided. That 
revenue would resul.l from illciiiSion or the intercompany profits in the amount 
wed by the rcaulator as allowable cost for purpo-..es of depredation and return 
on in>'CSimenl. They nOted that an enterprise does not recoaniu profits on sales 
to unresulattd afnliAtes because the profits are not valklaled by transactions 
with outside parties. Acc:ordin& to those respondents, however, an enterprise 
should recopti.u profits on sales to a r .. ulated affilio.tc to the extent that tbe 
profiu are included in alloW~ble coru in the rate-rnakina process because the 
profiu arc validated by the rate actions o'lthe reculator. The reaulator's accept· 
ancc: of the tro.ns!er price provides evidence of reeovcrabiUty. For ratc-~nakina 
purposca, the intercompany profits will be lnduded in the depreciation used as 
an :allowable cost, and the undeprcdated amount will be included in the invest· 
mmt on whkh a r<turn lJ provided as an allowabl< cost. Those respondents 
noted that ARB Sl did not require elimin ation or intercompany profits on sales 
t.o reaulated affiliates. 

86. The Board concluded that intercompany profits on sales of asseu tO rcau· 
lated affiliates should not be eliminated in consolidated finandal statements if 
the transfer pri« is reasonable a.od it is probable that, throuah the rate-makin& 
proctsi,luture revenue approximately cqua.lto the transfer price w!U ruult from 
the r .. ulattd affiliate\ use of those assets. In view of exlstina rcrulatory prac· 
tkcs, tile Board further conduded that the transfer price usually should be con· 
sldered reasonable if the price is accepted or nOt challcnaed by t11e re&ulator t.hat 
aovcrns the rqul&ted affiliate. Otherwise, reasonableness should be considered 
In liah1 of tbe clrcurnnances. For example. reasonableness mi&ht be judged by 
the retura on Investment earned by tt•e manufacturing or connruction opera· 
horu or by a comparison of the transfer pricu with prlc~ available from other 
.WUfCCI. 

81. In the put, enterpri$es sencraily ba.ve not provided for deltned income 
taXa If rqulated rates to cuJtomers were based on W<es currcndy payabl<. MO$i 
respondcnu to lhc Discussion Memorandum tupported that practice bueo on 
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tilt l'tii<ll'lllc or Oi>lnlon I I . Opinion II lndlcata that deferred taxa. arc the 
resull of <lOmptchctulvc lnterpcriod allocation of lmomc taxes to ac:hicvc a 
proper •mau:hina" of r~ua and c:xpensa. Thote respondents indicoued thai 
a provisloo for deferred Income wus docs. noc achieve a proper "maac:hina" if 
rues to CUSiomcn arc bucd oo raxa QltTtntly payable. ln t1w situation, the 
Income tax apeosc lhouJd be recorded in the future paiodl iD wbich the taxes 
become payable and the rqulator JFUIS • raultina rate Increase.~ respan· 
dcfJu abo noted tlw Conccpu Sl.atemau l ClOOduckd tlw deferred wus tom· 
puled Wider the ddmed method !hal is prescribed by Opinioo II do not mcc· 
the ddinition of a ll.tbiUty. They c:xprcssed the view that the Board should noc 
require tnillties to c:onuncncc to apj)ly Opinion I I when lhe Board may rccon· 
slc!:r t1w Opinion In 1hc ncar future. 

N . OliKr mpoo<knll indkalcd llw deferred l~mc wcs &bould be ruordcd 
In all c:ua. However. It raJa cbar.,ed to c:wtomc:n ue based on taxes amcntly 
payable. the f'Citofded defmed tues should also raull Ill an asset-the future 
~" dw ..W r«:!'ull from tn:a•mcn• of the taxes as allowable <lOsts for reaula· 
lor)' pw poses iD the period i.o whicb !host wa become payable. 

13. So-. Boatd members bcllcvc tbat tbc IG'cralacand.vds (puqraphs 9-12) 
would require a rqulated cnlcrprisc 10 !'CCOfd dcfcned lmorm wc:es. If h Is 
JWObable that income taxes payable iD fucurc yean bccausc.of nCI reversal of dm· 
Ina differences will be rceovcred lhro\l&b ra.tes bucd on wes payable at thai 
ume. the ancrprisc allo would record an assct Ill an arnown equal! 10 lhe 
,dcfmcd inmmc ww. Offleltlna lh:osc deterred lmomc taxes apinst the related 
.usa IIOC'ID&Ily -.lei DOl be a,pswopriau because lhc UICI will be rcalired 
throuall mllcnions from CUSiomas mel the ddmecl ~ w.cs will noc be 
!PUt to thc awomcn. H o•c•cr. the Bc.rd c:aocludcd tlw any po5SI1>1c bc:nenu 
of c:ommmdna to rCCOfd ckfcncd iDc:omc ww and an offsatiDc assct at chb 
tlmc probably would not CJtcccd the <lOSt. Acc:orcllnaly, If rates arc based on 
income w.cs C11mnlly payable and It is probable lhat Income w.cs payable In 
tuturc years bcca usc of 11e1 revasal or timlna dlffcrcnca w!U be recovered 
lhrouah rates bas d on IIICIOIIIC ~axe~ payal>lc at that lime, this Swcment docs. 
11101 permit ddmcd Income w.cs to be computed or recorded In acxordancc whh 
Opinloa II . H owrwr, It docs require dlsdosurc or the cumulative aouount of 
r(mina di(fawces for which ddcrred ill+ E ~Doe Wta have DOC been provided. 
A pprcqjma•c -nu of cumuJativc tlmlna dlffcra>ca can be caima1ed 
•ithout the compla c:alculatloas requited by Opinion II . That i.oformation. 
totcthcr with the diedosuru rcqulncd by Oplnloo II, should bdp uscn Ill est I· 
matiDs the possible future income tu aod ra.tc crrccu of those !imina dif· 
r aax:a. The Bolrd wiU rcconddrr iu ooochuloru oo Ibis mau.ct in the c:ou nc or 
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iu project on ac:countina for Income taxu, which wu added to the aaerda In 
January 19&2.. 

90. A number or respondents to the Exposure Draft indicated thal the cfuclo
swcs required by this Swcmcnt would be misundtntood by uK<S. In their view, 

llKn adJiu I UCII\pc tO estimate UMttOided deferred lUes U ac:bar&e tOCWTCIIt 
income. The Board belkvcs that wen will understand therequired disdosurcs if 
affected companies uplain that dcfmed taxcs ate not provided b<aust the 
mciJiod Of ratt makinJ USUIU flllure rc:tovc:ry of fUtWt tuCS. The Board 
bc1icvcs tlw it is Important to diKIOSot those coru which ha•-c to be recovered 
from fUWR CWIOmc:ts throu&h future rates. 

~~mo_,. of CoM ,.jctooon Rttwra •• t ..... ....,., 

91 . The Discwslon Memorandum uked wbtll\tr I he recovcrability crl!c:rion for 
apitallutlon or costs should be baiCd on recovery or cost (which ucludcs a 
muro on equity capil&l) « on recovery or con or service: (which intludcs a 
murn on equity capital). In some cascs, a reaulator may provide rates intcnJed 
to ncovcr an incurred cost over an tJttcnded period without a return on the unre· 
covcrc'(\ cost durin& the recovery period. That iSiue wu intu,ded to dicit com· 
menu on whether the capitali&ed com should be carried at the present value or 
the amount to be recovered in those cases. Most rcspondcnu lntcrprtled thtt 
luue u ukina whether any upil&llz.ation or com wu justified If the enterprise 
wouJd ncovu lu cost but o-ould not realize a rt1uro on the unrecovered cost 
durin& the recovery period. Thw, many or the rtspotUCS did not addrcs~ the 
valuation or the rcsulllna usc:t. 

92. 11\e Board conc:ludc:d that c:apita llud cosu noc related to a tanJible usc:t 
provide a meuurc or an intan&lble uut . Centrally aceepted accottnuna princi· 
plcs do not necessarily require thec:arryina amount or an lntan&lblc u}C! to be lu 
discounted prcscnt val~. nor do they c '"'"rily require an cntcrprisc: to con· 
Jidu I rtiUTil Oft Jnvtamtnt when tvaluatln& posJlbJelmpalrment Of an intan&l· 
ble or dqlredablc UJCt, AccordlnaJy, the Board contluded that h should not 
lmpOSot such a rtqUlrc:matt oo rqulated c:oterprlscs. 

93. Some rcspondcnu to the Expos~rc Draft indicated that cfucl01ure should be 
req~ f01 capil&lu.ed cost1 that are recovered over an tJttcnded period without 
a mum on inVCSlmcnt durin& the rccowuy pcrlod. 'ThoK rcspondcnu ancbc:ated 

• 

thai rqulated entcrprlscs shoukl P<O~Idc the "me types Of disclosure for a civcn • 
ilcm u unrqul&ted enterprises do. 
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94. The situations in question usually resull from a problem encountered by a 
rqulated anupriK-&n abandoned plant, major &torm damaae, or a simlle.r 
event. For ttoubled debt I'CSII'Uc:turlnas, which are similar to the evmu in qucs· 
lion. Statemcn.t IS requires treditonthat a,rec 10 foreao Interest on oumandins 
loans 10 disclose the amounts of ooocamin& usas included in tile balance sheet. 
The 8oatd qreed thai rc;aulattd cnterpf'iscs wi\11 c:aphaliud costJihat are rcco•· 
ered ow:r an t:Gcnded pctiod witllouta raurn on in•cstmcnt durlna the recovery 
period 5bould provide rillll'lar diJQ:osure and, tllw. added tile requirements of 
parasrapb 20. 

Atcot~otla.'l for l.dscs 

9S. Statement 13, as amended, spedflcs criteria for classification of leases and 
tile mctllod or accountina fa¥ each type of la.sc. For ratc-maldna purposes. a 
rqulator may include lease payments in allowable com as rental apcnK even 
thouah the lease would be clault'led as a c:apitalleue under tile criteria of Stat .. 
mont ll. The Discussion Memorandum asked for views on the ceonomic dfeas 
of tJut teaulatory trtllmcnt and bOW 10 attOUDifOt tbOK dfCCU. 

911. A numbc:r of rcspondenu Indicated tllat the c•uslflc:ation of a lease iJ not 
alleeted by the reeula•or's aaions. In their view. rate actions of the reauiator 
cannot eliminate obUptlons to third parries unless the obllcations were created 
by tl~ rqulator. Also. they olnuved that, over the term of a capital lase, the 
awqau lease paymentS are equal to qcr~e amortization of the ~easul asw 
a1ld aurcptc iota"crt on tile leaK obl!prion. Thus, tile rqulator. by includina 
the lease suymcots in aUowablc costS, establishes tile a!slmce of pt"obable 
f11ture bcodits approx.imaLdy equal to lhc ccmbiood amount of the. capitallu:d 
lc:ased user and Interest on tllelcuc obliptlon oocrthclcrm of the lease. In tllcir 
view. rqulatcd cntcrpr~ should classify leases In aca~rdao« witb Statement 
l) as amended. The Board qtteS with that view. 

91. Other respondent , Indicated tllat tile rqulalor's action eslabllshe:S thilllittt 
is no asser related to t.\e leaJc. They indicated tllat an Income Wltmctll display 
conshtina of amortization and Interest would mWead uscn l r lhe rquwory pro
cus based raiJCS on rental apcnse. In tlleiJ view, rqulated cnt~ should 
classify l<:ases in .-.rdancc witll tlleiJ classirteation for me-maltina purpoJCS. 
The Board conduded that sucn a view focuses on the mec:l!aoia of the rate
makin& Pf"OCUS rather t.han on the ceonomic dfeas or the process .. This Slit .. 
ment requires that rqula.ted tntcrprbcs aa:ount for the economic errc:a.s or the 
rate·maktnJ process; It docs not auempt to portray the mechanics of that pro
cess in t'lnaodal slltcmcnu. 
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98. The Botrd concluded thattht naum or the tllp.!nio olem<nll for a capltal
lted least (amoniution and lntereJt) art not chanaed by the roaulator'l ae1ion: 
however, the timlna or cxp<RK rocoanition related to th< leu< should be modi· 
fiod to conform with the rato treatment . Thus, amorti:tation o r the ie:aKd :ust~ 
would be modified so thatth<totallntertst and amortization rccosniud durin& 
a period would equal tho rental expenso Included in aJiowabk cost for rate· 
maJdna purposu durina that period. Althou&h this Stuernent requires th< 
expense elemenu of a eapltaliud le:uot to consUl or amortiution and interest 
rea;a.rdless of the reaulatory treatment, the Board note~ that aonorally att:.,ptrd 
accoundq prindple~ do not require interest expens< or amortization oxp<nst tO 
be shown as such in an Income >tatemcnt. 

~ Colltt1td Sub.f«tto Rrfuod 

99. In somo jurisdictions, reaulated enterprises are por mined to bill and c-ollecr 
requc:saed rate inereucs before tho f<llllaror haJ ruled on the r<que>L 

100. Some rapondcnu opposed reducin& nca in~ome by rhe amount expected to 
be disallowed prior to the final rare acaion. In their viow. if the cnterpris< 
requc:sas the inere.ue, tho inereuo must be supportrd by tho evidence. In thai 
case. rn~ment could nottt.kethe position that som• portion of the reque>t is 
likely to be disallowed without provldlna the rqulator a pouible basis for d isal
lowance. Oth<t respondents supported .application or the lou continaency p.rovi
sloru or Swcment 5ao thOle rate inerc:ascs. They indicated that utilities usually 
can. pctdict the outcome or a rate hea.rlna by considerina rt«nt actions or the 
reaulalor. They also indicated thar it is misleadina to lnclud• In ntt Income rev•· 
nue that h expected to bt refunded. 

101. The Board concluded that reaulat lon does not have A unique economic 
dfca that requires spedal aocountlnB for anticipated refunds of revenue. 
Ral.ber, rquladon raulu In a contlnJCQC) that should be accounted for in accor
dance with Stalem<nt $, the same as other contin&tndes. 

Rtf a..U to Casto..n 

101. The Oisowlon Memorandum asked whcah<r rhe offecu of rat<·makins 
lrutsaaions a.pplicabl< to prior period$ shouJd be char&ed 10 income in the year 
In whleh they become estimable, as required by Statemtnt 16 for othtr adjust· 
menu applicahle to prior periods, or ucounled for a.s prior period •djustmenu . 

• 
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10). Some rcspoodmu opposed applyina Slalement 16t.o utility rduach. MOSI 

or those rcspoodcuu iodiclted tbat Stalcmau 16 is ooc PRKDtiY applied to sia· 
rur ICallt rdUDds that could noc be arima•ed 111 ad-. They indicated tlw 

llldadiaa rcr unds Ill a )Uf 01ba than tlw Ill wbkb the amount rdundcd wu 

included In Income mimata both yean, bocau.se w naanciaJ su.tcmc:nt.s would 

noc ac:curatdy rdlca pcnnined raus or rctw-D, trmds, ac. They abo noted t1w 

cum:at carniAp could be reduced 10 a level at wblc:b aistllla covm IJ1U or IRAte 

rqulatlollS JOYUllbla iAYUUne~UJ by c:cnalll buUtulloaal 111\'CIIon could pre· 

dude -•'Y rU\anC:IIIa. 

104. RespoDCic:nu wbo (avored applyiaa Scatc:mcnl 1610 refundJ llldlaced that 

lhc rqulatDf')l prOCOI$ docs notlntrodw:c unique CCOCIOUiic dfec<J that ....-rant 

cliff aau &ClCOI1tlliaa- ln thdt view, lhc araument.s su.pportlaa prior period 

adj.wma~t.s for rqulated enterprises are the same araument.slhac were made by 

wuqulated c:ntapcisc:s bdorcScaicmmt.l6 was lsmed 

JO.S. The Board conduded that rqulation doa not have a unique economic 

cffCCJCthat requires spcdal account in& for tdunda. Rather, rqulatlon rault5ln 

rCIOiutlOfl or a prcvloua contiliJcncy tballhould be accounted ror the J&me u 

resolution or contlllaenc:ks by unrqulatcd cntct'priJcs. Reconsideration or 

Slalcmcnt 16 ..,as not w!cblo cbc KOpc of chis Satcmmt. 

106. The Ex~ure Onlt would have required dlKlosw-c or the pro forma dfcct 

o r refund.l on net Income or euh period prnerucd, computed u thouah lhc 

refunds were rf:ltoa.ctiYd)' recordeclllllhe prior pcriodJ In which the rtwrtu: wu 

rccosnJud. A number or rcspoodcnu objected to thai requirement on the basiJ 

tbat lhc PfOpOSCid disdoslm ifldlcaca a DOCd ror rawcmmc. 

1117. The Board belicvcschatoucn arc in1cratcd in two upccu or rdundJ. They 

arc concerned a bow the impaa or the rc!und In the yur of the refund, and clley 

also arc coocc.rncd about the cJfea of tbc refund oo trc:o4s of permitted C&ITD· 

inJJ. Ncitbct prior puiod adju~~mau aor ClllTCftl 101 "' c:barac provlda all of 
the need.,.. Wormarioc , The Board CODduded that wen' Dftds could be wis

rled by disclosure of{ a) .he effect of the refund OD Df:l iDI:omc qf the CUTTC111 )'UI 

and (b) the ,an Ia wbicb the refunded I"C¥CCWC war,......,.,.t•ed. 

101. In roaklna ill dctamlnadoa, the Board c:onsldcrcd wbclhcr lh< atnO!Wll 

d' • • 'lOCI should be l'lCl or tdatcd lUC$. APB Oploloo No. 30, Rtport/Jtt tilt 

hRdu oj O~tiolls. prohlbhs Df:l-of-ux disclosure of uoi.ISU&I or Lafrequmdy 

C1CCWYiJ1a iumJ that arc noc nuaord.ilwy iums. The Board ~udcd lhat 

IIRn wouH aoc be c:oafwed b)' a DCI-of.ux ditdosolrc or lhc dfea or refunds. 
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Users unde.nund thai refundl occur from time to time in public utilhies-and 
t.hey arc concerned with the net effect rather than the arou amou.nu refunded. 
Aa:ordinaJy, the Board concluded thai rdundl should be disclosed ne1 or their 
related Wt dlctn. 8aJed on commenu received and iu ddiberatioru, the Board 
decided that a narrow amendment or Opinion 30 for utilhy rdundl was justi· 
fied. However, the Board~ action is limited to utility rcfundl, and it is not 
Intended to cxhcrwlse modify or question the rc:qulrcmcnu or Opilnlon 30. 

Ratt Maldaa Buod oa a f air Vol .. Ratr s ... 

109. Some state rquwory commlsslons use a Mfair value rate ~ .. for deter· 
mittiq allowable return on Invested capital. Normally, those commissions do 
not permit recovery qfthe fair value ofthc enterprise's useu by Including deprc· 
elation o r the fair value In allowable cost: rather. depreciation is bued on histori· 
cal cost. The Discussion Memorandum wed whether that proadure pro,ides a 
basis for a«ountin& for utility plant at its Mfalr value" in fin:nciial statcrnenu 
prepared In accordance with &<nerally accepted account ina principles. 

110. VinuaUy all rapondcnu opposed the use or fair value in financial state· 
menu. Rcs:pondcnu indicated that fair value would prCKilt the enterprise\ 
UScts at an amount in CJteess or the recoverable amount or those aaseu. The usc 
or deprcciulon based on historical cost for rate·ma.ltinc purposes limits recovery 
to that historical cost. Rcs:pondcnu also noted that the realized nte of return 
~ on hislorical cost is not proponionatcly &re&ter In jurisd.ictiions that base 
rates on a falr value rate b.ue than in other jurisdictions: thus, they question 
whether thea is substance to that special treatment. 

Ill. The Board concluded that ir I he r«urn on invcsuncm pcrmiucd In a jurh· 
dlclion is~ on ra.ir value bul recovery or cos1 is based on hiuoricai cos1 , 1hc 
falr value Of the I.UcU should nol be rccoanltcd in &enoral-purpose flnand al 
statemaus. The Board did not need 10 addrcss1hc accountin1 impii<ations if 1 

commission were 10 use fair va.Juelo dctormine both recovery or C0$1 and return 
on capitallnvCSled bceause that practice currently is not used by rcaulators. 

112. A number or respondenu to 1he Exposure Ora( I uked 1he Board to address 
accountlna ror acquls/1/orr odju.srm~nrs. Those adjwunenu are the difforena:s 
between the amounu paid ror an acquired utility and the acquired ulilily's book 
value or lu aucu and liabilities. Those respondents indleatcd that u1ilitics do no1 
have &oodwill because 1 ullllty cannot realize CJtceu pronu. Thus. they consJa. 

• 

ercd the aa.mple of loodwill in Appcntlill 8 unneeewty. • 
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Ill. Opinion 16 dacriba how the amount paid In a busllless combination Is 
allocated to tbe UKU oblalned and the liabilities assumed. Acquis.ilion adjUSI· 

menu are valua In ucus or book vahle or ldendf'lable use11 obtained, valua· 

lion adjwtmenu appllcable to liabWiics aasumed, Ot aoodwill or a combination 

or thoae items. Opinion 16 doe& DOC allow another possibWtJ. The example or 

aecount.inJ roc lntanaibles In Appmdix B or thb Swemau indicates lhe appro

priate ac:co<ultina ror IQOdwlll Additiooal suidancc &bould 1101 be ncodcd about 

accounlina roc any portion& or acquisition adJu"'mcnu dw represent amounu 

allocable to ldcndrlablc amu or lhbilitia auch 1.1 propeny and equipment or 

!ptanpbla amortlzable over specific beoefit periods. 

114. Several hsucs In tl~ OIJaullon Memorandum lddltirled types ol evidence 

that mi&ht be available before a me order Is received and aaked whether each 

wO\IId provide suJilc:iem aJJUrance to wvrant caph.allzina COIIJ. A number or 

rapondenu lndlc:aled that judpnent i.a Deeded to determine the adequacy or 

availAble cvi&ncc. In their view, til ol lhe available evlda>cc has to be evalu · 

ated, and the raulllna d«<aion cannot be Slandardiud. Other rapond<nll indi· 

cat<d that sped lie items did or dld 001 provide adcq\We evldtnce: however, their 

raponJeS appeared 10 diller based oo the rqut.•or Involved and on their 

usumptionJ about other relAted drcwmunoes. 

115. The Board c:oaduded that lc moWd DOt llla:lpt to tale~ types or evl· 

deoc:c ud the rdiana lhai should be baled on each. Ralh<:r, thb Swcmcn. lndi· 

taleS the cSqRe or usuran~:e required, and Jud&mcnt aum be eurc:iled to evalu· 

llf whether ~hal depee or usurancc i.a pccsenl In various drcurruu.nca. In 

aeneral, the !Board concluded thai cosu should be tapitaUud only ar (a) it Is 

probable that future revenue in an amount at IC&Il equal to the cost will result 

from Inclusion of thai oosr In allo-ble oosu for rate·malrln& purpose& and (b) 

the future revenue will be prO\'\ded to pct1llit recovery or the previously incurred 

CO$l rather tballto ~ (or QP<Ctcd kvdJ or &iml1ar future oosu. 

116. TbiJ Statement pracriba the circ:umsw>ca In wbkb repalatioo hal an 

economic effect lhai affectS the applic:atiocl of aUICRIIY acccpled accountina 

principles, and it outlines the accounlln& that should result. ACCOWitina dw!aa 

that rcault from Initial application or thb Statemtnt wUIInvolve acxountina lor 

111e errccu of rqulation lbat have not been aecountcd for In the past and rcvlslna 

previous a.:countina thai wu oot ia aa:ordanoe twith the proviJion:J or this State· 

l ? 
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mcnt. Tho~ chanaa arc not apec:ted to cause cban:a in the methods or In the 
raults or reautarion. 

117. The El:poslltC Draft proposed lbat the Starement be dfec:tlve for fi5eal 
years bqinnina alter IX«mb<:r 15, 1982. A number of rapondents suaaested 
that rhe dfecdve dale be ddayed tO provide Lime for compani•s to determine 
bow t.be Statement would atrect rhcm. The Board aarecd til. ••• 1e proposed 
cff<;etivc date could cause some hardship. Accordina)y, this Satcmnt is c!fcc· 
live for f'JJCat yean bqinnina afrer December IS, 1983. 

118. lmplemcot.ad<>n of this Statement is not expected tO have major effccu on 
t.he tUXOWllin& or m.osr tq\llated cntcrprees. This Swcmenl u considerably 
more speciroc than the Addendum; however, Its thnw is similar. Atterdina)y, th< 
Board concluded lbat c:omparabUity would be best achieved if this Statement 
were appUcd retroactively tO the extent pti!Ctlcable. The Bo~rd did not extend 
that acncnl approach to application of Statement 16, because Statement 16 docs 
not pnmit r<lroaclivc application . 

119. A number or respondents to t.hc Exposure Draft uraed the Board to permit 
affected companies ro defer retroactive application of Statement 13. They noted 
that Stllltrntnt 13 dld not require retroactive application until the fourth year 
after ILS dftclivc datc, and they weed the Board to a! ford rqulated enterprucs 
the~ coasldcrallon. 

12.0. Rclroaclive applica.tion of Statement 13 was delayed to permit affec:ted 
enterprUcs time to work out any result in& problems, such as lndentur• covenant 
rcsuictloru. The Board qrtcd that «aul:ued ent~ miaht have the same 
problems; thus, retroactive application or Stattrnent ll ;, not required untilth< 
flm fltcal year be&lnnina after Dca-mb<:r IS, 1986. The Board also decided lhat, 
ptndina retroactive ~pplir:ation of Statement 13, regulated enttrpriscs should 
furolsh the same dlsclCHurc as wu required or unrcaullled cntcrprbcs und<r 
Statcmmtll. Rctroacliveapplic:ation ofStatemcru 13 should not affect a reau· 
lased enlcrprisc's n<l income or shareholders' <quity. Thus, only the drr<r of 
rerroactlve appllcaiion on the bill nee sheet II re.:tuited by rhil Slltemenr . 

• 
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Appndlx 0 

BACKGROUND INFORMA110N 

121. The Addendum to APB Opinion 2, Issued In December 1962, outlined the 
JCOcnl&pproach thallw been used for·accountlna by rqulsted enterprises. On 
Novcmber 18, 1977. In tapoosc to rcqucsu from the Aetlna Cblef Ao:ountant 
or th.e Stcurltics and Ea.cballae C:munission and from~ AICPA'I Ao:ountina 
Standards Division, the FASB lnltlated a project to consider the effectS or rate 
rqU:Iatlon on accoundna for rqulsted enterprises. 

122. An FASB DUcuuion Mt1IIOn.lldlum on rau rquladon was Issued on 
Declembef 31, 1979. The Board na:ived 197 lettm of COIIllne!ll in respollJC ro 
the Discussion Memorandum. In May I 980, the Board conducted a public 
bearina on the lssua in the Oiscuuion Memorandum. Twenty-four indivlduaiJ 
and orpninliocu ~ted thdt viewJ atlhe two-day hearlna. 

113. An Exposure I>Bft of a proposed StAtement was Issued on March 4, 1982. 
The Board rec:dved 11lleuers or comment in response to that Exposure Orafi. 

I lA. An FASB t&Sk fe>rtt provided c:owueJ in preparlna the OUcussion Memo
rud:um and In prcpariaa mataial for Board coruldc:ratioo du.rina the eounc: or 
Board ddlberatlons ooncc:minalhb Slaumeru. Tbe task fcm:e Included pcnoru 
from lhe Investment community, indwtry, public &IXOuntlna. academe, and 
rqulatory authorities. 
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Thll Slatemenl provides auldance In prcparina 1eneral purpose On~tncW 
lllllemc11U for most public utUltles. Cenaln other companies with reaulated 
opcr&IJoos lhat- apedrled criteria are also co~a«d. 

Ia .,maal. !be type or rqulaDoa cova«d by this SWaDaJt permiu r7.ta 
(9ric:a) 10 be set Ill lc¥dJ iatca6cd 10 ICW\>'Cf t.bc estimated COSIS of pro¥idlaa 
rqWataS sa •leu or proclucu, lnctncfina tllc a.~ or capital C~.~~terat cosu &Ad a 
provlsloo for Clit1llnp on shatdtold.tn' ia~). 

For a number of rcuon.s, revenues iatmcl«d to CO¥cr aome c:osu are provi6ed 
dther before or after the c:osu are lnaun:d. If rqulallon provides usuranu that 
lnc.arrcd c:osu will be recovered In the fuwre. thll Stllerncnt requires companies 
10 capltaliz.e tbo" cosu. If C'W'Tent reco\-cry IJ ptovlded Cor cosu that arc 
ClfPCICICd to be illcutm! In the flnvre, this SWcmcnt requlra companies ta rtc. 
oplu those current r~pU u Uabilities. 

This Sure_.,t also reqllilcs rC!!'OII'iliou, u cosu of aucu and lacreuc:s in net 
~. of twc cypcs of a!lowabk cosu lhlll lndllde amounu DOC usllllly 
accepc«d u cosu Ia cbe pt"acnt aa:ownina framework Cor noarqulated 
enterprises. as follows: 

• I Crates asc based on allowable cosu lhat iodude an lllowancc Cor chc COJI of 
CundJ used durlna conwuctlon (amsistina of an equity compoo.mt and a 
debe component). the company should caplta.Lizc and lncrcue nerlncomc by 
the amount uscd Cor r7.tc-makina purposes lftltcad of capitallztna lntuest 
In eccordana with FASB SWement No. ~. CApita/Jut/on of lntuat Cost. 

• If races asc baud on allowable cosu lhat iacludt rcuonable iacercompany 
pror.u, the company ahould noc dimlnatc those Intercompany profiu in lu 
Clnancill satmvnu, 

Pcndin& compl<tlon or the Board'l c:uncnt pto)ccc on accountil1& for Income 
LUes. this SWcmul coollnues currau praaJ.ccs of moll ulUllles with tcSliCIC'tiO 
accountina Cor de crr«d lncom.t LUes. Accordinrly. If the current lacomc tax 
bcncOu (or cos:u) or clmlna dlffcrcnca are puiCid thro11&h to ewtoma"lln CUt· 
rent prica and lc Is probable that li1Y resultlna lllcomc taxes payablr In future 
years will be rccovcred throu&h future mes, the company shoul.:l not recotd 
ddcm:d lnc:omc taxes resulllna f rom those tlmlna differences. Howcvrr. the 
company should~ the cumulative oet amoo•nts or limina diffaCIM!J for 
wlllcb cldcm:d LUes bavt DOl bee recorded. 

Thl: Swt!!Wnlmay reqlllrelhat a COil bt ~ted Cor In a diffc:renc mantlCr 

• rrom thai requited by &DOtbrr authoriw.ivc ~·· l.o thai c:&K. this 
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Sl.aumallis to be roUowcd bcawc il rcJitcU lbc ecoaomlc errecu or the nuc

maldna prcxcss cffcc:u n01 consiclued in 01ha authoritative l)f"onou.nccmenu. 

All Olhcr ~or lhat Olbc:r autboriwi~ pronounc:ancnt apply to lhc rca· 

ulaud enurprlsc. 
Tbls Statement clarirles the application or ccnaln olhcr authorhllive pro

nouocauenu. whltb Is ocpccted to result In 11 leu~ two clwlaa in acneral· 
purpose nnanclal JWtilltnlJ or eetWJI publlt UIUlllcs. F'lnl, expcctcd rdunds or 
~e collec:lcd In prior yean will be cbaracd to Income in the period in wllich 

tbosc rcruDds are fUll rc:coplud. Second, lcaus wUI be clusirled (as c:apilal or 
operatina leaus) In accordance with FASB Statement No. 13, A«o•mtinl /o)r 

fmsn. as amended. Because Statement 13 has not been applird by &om• utilities 

In the past, this Swc:ment provides a rour.ycar 1mublon period before rtltoac· 

tlvc application or lea&e capiw lu:lion Is requited. Statement 13 provided a slmi· 

1ar lttiiSillon period for anrqulated entcrprisa. 
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