
SULLIVAN. M O U N T J O Y .  STAINBACK 61 M I L L E R  P S C  

A T T O R N E Y S  AT L A W  

June 24.2008 

Hon. Stephanie Stumbo 
Executive Director 
Public Service Commission 
21 1 Sower Boulevard 
Frankfort, Kentucky 40602 

JUN 2 4 2008 
PUBLIC SERVICE 

COMMISSION 

Re: The Applications of Big Rivers Electric Corporation for: (1) Approval of 
Wholesale Tariff Additions for Big Rivers Electric Corporation, (11) Approval 
of Transactions, (Ill) Approval to Issue Evidences of Indebtedness, and (IV) 
Approval of Amendments to Contracts; and of E.ON IJ.S, LLC, Western 
Kentucky Energy Corp. and LG&E Energy Marketing, Inc. for Approval of 
Transactions, PSC Case No. 2007-00455 

Dear Ms. Stumbo: 

Enclosed for filing on behalf of Big Rivers Electric Corporation ("Big Rivers") are an 
original and ten copies of Big Rivers' supplemental responses to (i) Item 88 of the 
Attorney General's Supplemental Request for Information; (ii) Item 43 of the 
Commission Staffs Initial Information Request; and (iii) Item 1 3  of the Commission 
Staffs Supplemental Information Request. These data request responses were 
previously supplemented on May 30,2008. I certify that this letter and the 
supplemental responses have been served on the attached service list 

Sincerely yours, 

+ k - w  
James M. Miller 

JMM/ej 
Enclosures 

cc: Michael H. Core 
David Spainhoward 
Service List 

IUcplionc 12701 9264000 

reiccopicr 1270) 683-669.1 



VERIFICATION 

I verify, state and affirm that the data request responses filed with this verification on 
June 24,2008 and for which I am listed as a witness are true and correct to the best ofmy 
knowledge and belief formed after a reasonable inquiry. 

Mark A. Bailey 

COMMONWEAL.TH OF KENTUCKY ) 
COUNTY OF HENDERSON ) 

SUBSCRIBED AND SWORN TO before me by Mark A. Bailey on this the 24th day of 
June, 2008. 

3 PkLa, kv42?&L 
Notary Public, Ky. State at Large 
MY commission expires /-I2 -O 7 



VERIFICATION 

I verify, state and affirm that the data request responses filed with this verification on 
June 24,2008 and for which I am listed as a witness are true and correct to the best of my 
knowledge and belief formed after a reasonable inquiry. 

COMMONWEALTH OF KENTUCKY ) 
COUNTY OF HENDERSON ) 

SUBSCRIBED AND SWORN TO before me by C. William Blackbum on this the 24th 
day ofJune, 2008.. 

Notary Public, Ky. State at Large 
My cominission expires /-/ad9 



VERIFICATION 

I verify, state and affirm that the data request responses filed with this verification on 
June 24,2008 and for which I am listed as a witness are true and conect to the best of my 
knowledge and belief formed after a reasonable inquiry. 

COMMONWEALTH OF KENTUCKY ) 
COUNTY OF HENDERSON 1 

SUBSCRIBED AND SWORN TO before me by David A. Spainhoward on this the 24th 
day of June, 2008. 



VERIFICATION 

I verify, state and affirm that the data request responses filed with this verification on 
June 24, 2008 and for which I am listed as a witness are true and correct to the best of my 
knowledge and belief formed after a reasonable inquiry 

# 
Robert W. Beny 

COMMONWEALTH OF KENTUCKY ) 
COUNTY OF HENDERSON ) 

SUBSCRIBED AND SWORN TO before me by Robert W. Berry on this the 24th day of 
June. 2008. 

Notary Public, Ky. State at Large 
My commission expires / - /a  -Q 9 
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BIG RIVERS ELECTRIC CORPORATION’S 
IJPDATE TO RESPONSE TO THE ATTORNEY GENERAL’S 

SUPPLEMENTAL REQUEST FOR INFORMATION 
PSC CASE NO. 2007-00455 

(.June 24, 2008) 

:tern 88) 
I f  existing agreements which are the subject of the “Unwind Transaction” and 

‘Termination Transaction”, including any financial analyses and strategic analyses. 

Provide any and all internal E. ON documents which address the subject 

iesponse) 
4ttorney General’s Supplemental Request for Information in response to requests by 

he Attorney General and the Commission Staff for more information regarding the 

ienerating plant and plant site due diligence Big Rivers is performing in anticipation of 
he Unwind Transaction closing. This Supplemental Response relates to Draft 
jettlement Concept No.15 presented at the June 14, 2008, Informal Conference in this 

natter. Refer also to Tab 13 of Big Rivers’ May 30, 2008 filing. Specifically, the 

ittached document was prepared to provide additional information to the Public Service 

:omission concerning follow-up action taken or planned in response to the Stanley 

zonsultants report dated April 2007 entitled “Analysis of WKE Outages”. The Stanley 
-ecomendations can be found in the Executive Summary of that report on pages vi 
hrough x. 

Big Rivers files this supplement to its response to Item 88 of the 

Witness) Mark A. Bailey 
Robert Berry 

Item 88 
Page 1 of 1 



Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WKE Outages” 

June 24,2008 

Coleman Unit 1 

1. Identify the cause of wet bottom tube leaks and take corrective action 

Big Rivers’ Response: 

The tubes in question were original to the unit and had been in service for 
approximately 39 years. During the unit’s 2008 spring outage which is 
currently in progress, all lower slope tubes were replaced from the lower 
water wall header to the water wall transition line. 

2. The cause of the unit trip on June 5,2004 due to No. 4 turbine bearing vibration 
should be identified. Determine if future actions are required. 

Big Rivers’ Response: 

The unit was returning to service from a planned outage and during start-up 
when the turbine was being brought to normal operating speed, the turbine 
developed an internal rub causing a bow in the rotor resulting in higher than 
normal vibration on bearing number 4. The unit was removed from service 
and the turbine placed on turning gear to allow the rotor to straighten and 
return to normal condition. No further action was required and the unit was 
returned to service. The turbine generator is currently undergoing a 
complete overhauVinspection described in item 4 which follows. 

Due to the installation of the AOFA systems in 2004 on Coleman IJnit 1 boiler 
fire-side tube corrosion or erosion could have detrimental impacts. Implement a 
regular program of mapping boiler tube thickness to monitor. 

Big Rivers’ Response: 

WKE currently utilizes a Computerized Maintenance Management System 
(CMMS) to manage boiler mapping. Within the CMMS, a job plan is 
established to monitor boiler fire-side tube corrosion or erosion impacts. 
This job plan includes: scaffolding of the boiler, non-destructive examination 
(NDE) of boiler tubes, visual inspections, collecting tube samples, and 
metallurgical analysis as part  of each 3-year scheduled maintenance outage. 
This activity is also included in the Big Rivers’ Production Work Plan. 

3 
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Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WKE Outages” 

June 24,2008 

4 Plan for Coleman Unit 1 turbine generator overhaul 

Big Rivers’ Resoonse: 

The Coleman Unit 1 turbine generator inspection is currently in pro, wess 
with a scheduled completion date of July 19,2008. The following is a partial 
list identifying major items addressed during this outage: replacement of L- 
O (last row of turbine blades before the steam exhausts to the condenser), L-1 
(next to last row), and L-2 (Znd from last row) rows of LP turbine blades on 
both the generator and turbine ends of the turbine rotor, total generator 
inspection and electrical testing per the original equipment manufacturer 
(OEM) recommendations, generator exciter refurbishment, replacement of 
HP-IP (high pressure - intermediate pressure) stub shaft extension with new 
ruggedized rotor, turbine throttle valve modification for positive seating, 
complete inspection of HP 6r IP turbine rotor, shells, and turbine valve 
inspection. 

Coleman Unit 2 

1 Since the upper and lower reheater has been replaced recently, the cause of the 
reheater leaks noted in 2004 should be identified and corrective action taken. 

Bis! Rivers’ Response: 

Coleman Unit 2 experienced two reheat tube leaks in 2004. Both leaks were 
a result of sootblower (steam blown into the boiler against the tubes to 
remove ash accumulation) erosion. This issue was corrected by installing 
tube shields in the sootblower lane to protect the tubes from erosion. 
Coleman Unit 2 did not experience any reheat tube leaks in 2005 or 2006. 

2. Identify the cause of wet bottom tube leaks. Determine if future repairs are 
required. 

Big Rivers’ Response: 

The tubes in question are original to the unit and have (had) been in service 
for approximately 38 years. During the unit’s 2007 spring outage, non- 
destructive examination (NDE) inspections were performed and 35 (of 
abnormally thin-walled tubes) of the 270 lower slope tubes were replaced 
from the lower header to outside the affected area as a result of this 
inspection. 

2 



Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WKE Outages” 

June 24,2008 

3. Due to the installation of the AOFA systems in 2004 on Coleman Unit 2 boiler 
fire-side tube conosion or erosion could have detrimental impacts. Implement a 
regular program of mapping boiler tube thickness to monitor. 

Big Rivers’ Response: 

As described earlier in response to a similar recommendation for Coleman 
Unit 1, WKE currently utilizes a Computerized Maintenance Management 
System (CMMS) to manage boiler mapping. Within the CMMS, a job plan 
is established to monitor boiler fire-side tube corrosion or erosion impacts. 
This job plan includes: scaffolding of the boiler, NDE of boiler tubes, visual 
inspections, tube samples, and metallurgical analysis as part of each 3-year 
scheduled maintenance outage. This activity is also included in the Big 
Rivers’ Production Work Plan. 

Coleman Unit 3 

1. New superheater tubes were installed in 2003. The cause of the superheater tube 
leaks since 2003 appear to have been evaluated in a Sheppard T. Powell report 
dated March 6,2007. The Sheppard T ,  Powell report dated March 6,2007 stated 
“, ,“ .A portion ofthe tube has been submitted for alloy identification. I ”.” Obtain 
alloy identification report from Sheppard T. Powell. 

Big Rivers’ Response: 

New Secondary superheater tubes were installed on this unit in 2003. The 
referenced Sheppard T. Powell (S.T.P.) report involved a primary 
superheater tube sample which was sent for analysis, not the secondary 
superheater tubes installed in 2003. On March 20,2007, the station received 
the S.T.P. report confirming the tube composition is consistent with SA210 
(designation number developed by the American Society for Testing and 
Materials (ASTM) which describes the mechanical properties of steel boiler 
tubing). This is consistent with the boiler design. A detailed boiler tube 
sampling program is included in the Big Rivers’ Production Work Plan. 

2. Stanley Consultants has insufficient information to determine if all necessaq 
repairs and/or replacement items were performed during the fall 2006 turbine 
generator unplanned overhaul.. In preparation for the next planned turbine 
generator overhaul, obtain list of spare parts, repair and/or replacement items as 
required. 

Big Rivers’ Response: 

The Coleman Unit 3 turbine generator is currently operating within the 
original equipment manufacturer (OEM) specifications. Station personnel 

3 



Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WKE Outages” 

.June 24,2008 

have reviewed reports from the OEM related to the C3 turbine generator 
recommendations and will have spare parts, repairs, and replacement items 
as required for the planned outage currently scheduled for 2012. These 
items are included in the Big Rivers’ long term plan. 

3 .  Due to the installation of the AOFA systems in 2004 on Coleman Unit 3 boiler 
fire-side tube corrosion or erosion could have detrimental impacts. Implement a 
regular program of mapping boiler tube thickness to monitor. 

Big Rivers’ Response: 

As described in previous responses within this document to similar 
recommendations, WKE currently utilizes a Computerized Maintenance 
Management System (CMMS) to manage boiler mapping. Within the 
CMMS, a job plan is established to monitor boiler fire-side tube corrosion or 
erosion impacts. This job plan includes: scaffolding of the boiler, non- 
destructive examination @DE) of boiler tubes, visual inspections, tube 
samples, and metallurgical analysis as part of each 3-year scheduled 
maintenance outage. This activity is also included in the Big Rivers’ 
Production Work Plan. 

Green Unit 1 

1 Plan for overlay welding or laser cladding of furnace walls to address furnace 
wall corrosion due to the delayed combustion characteristics of the coal re-bum 
system which generate higher levels of hydrogen sulfide (H2S) resulting in higher 
corrosion rates of the furnace walls Investigate the possibility of relocation of IR 
sootblowers or additional lR sootblowers to reduce fireside deposits and 
combustion tuning to reduce flame impingement 

Big Rivers’ Response: 

Weld overlay (boiler tubes with extra material welded over them) was 
installed on the furnace east and west walls during the spring 2007 scheduled 
outage. An area, 95 feet high by 35 feet wide was overlaid with Alloy 33 
(ASTM designation) corrosion resistant material. Water wall mapping 
revealed no loss of tube metal on the north or the south Walls. Ultrasonic 
testing will be performed again during the 2010 scheduled outage. An 
additional $2.6 million is included in the Big Rivers’ Production Work Plan 
to apply additional weld overlay during the 2010 planned outage if testing 
results indicate it is needed. There are no plans to move the IR sootblowers. 
General Electric Energy Environmental Research (GE EER), the original 
equipment manufacturer (OEM) for the Re-burn/OFA (over fire air) system, 
completed combustion tuning in April of 2008. 

4 



Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WICE Outages” 

June 24,2008 

2. Green Unit 1 has not been chemically cleaned since 1997. The analysis of both 
water wall tube samples removed by Babcock & Wilcox during the fall 2004 
outage revealed internal deposit weight densities of 21 grams per square foot 
(gms/fL?) and 24 gmsift2 The third-party inspection report states “ ..chemical 
cleaning should be performed when deposit weight densities reach 12 gm/ft2 ...” 
It is expected that Green Unit 1 requires cleaning at this time. 

Big Rivers’ Response: 

Boiler chemical cleaning is performed using a condition-based approach 
rather than a time-based approach. The Green Unit 1 boiler tube sample 
analysis report by Sheppard T. Powell (S.T.P.) and Associates dated 
February 23,2004 confirmed the boiler needs chemical cleaning. The Big 
Rivers’ Production Work Plan includes chemical cleaning the Green Unit 1 
boiler during the 2010 scheduled outage. 

Green Unit 2 

1, Monitor the condition of 2005 overlay welding of furnace walls to address 
furnace wall conosion due to the delayed combustion characteristics of the coal 
re-burn system which generate higher levels of hydrogen sulfide (H2S) resulting 
in higher corrosion rates of the furnace walls. Investigate the possibility of 
relocation of IR sootblowers or additional IR sootblowers to reduce fireside 
deposits and combustion tuning to reduce flame impingement. 

Bic Rivers’ Response: 

During the spring 2008 scheduled outage, water wall tube mapping was 
conducted to monitor the effectiveness of the water wall tube weld overlay 
that was installed in 2005. An area 35 feet wide by 85 feet high on both the 
east and west furnace side walls are weld overlaid with Inconel 622 (ASTM 
designation) corrosion-resistant material. Ultrasonic testing showed no 
metal loss in the weld overlay area or on the north and south burner walls. 
Ultrasonic testing will be conducted again during the 2009 scheduled outage 
and $2 million is included in the Big Rivers’ Production Work Plan for 
additional weld overlay if the testing indicates it is needed. There are no 
plans to move the IR soot blowers. General Electric Energy Environmental 
Research (GE EER), the original equipment manufacturer (OEM) for the 
Re-burn/QAF (over fire air) system, completed combustion tuning in April of 
2008. 

2. Green Unit 2 has not been chemically cleaned since 1990. The David N. French 
Metallurgist 2005 analysis of a water wall tube sample revealed a deposit weight 
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Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WKE Outages” 

June 24,2008 

density of 15 gms/ft2 This third-party inspection report indicated the water wall 
tube was considered clean and a chemical clean was not needed at this time This 
contmdicts the Babcock & Wilcox recommendation of performing a chemical 
clean when deposit weight densities reach 12 gm/ft2 The Green Unit 2 spring 
2005 outage work order (W05079905 indicates Green Unit 2 was to be 
chemically cleaned during the spring 2005 outage Veri@ Green IJnit 2 was 
chemically cleaned during the 2005 spring outage 

Big Rivers’ Response: 

Eoiler chemical cleaning is performed using a condition-based approach 
rather than a time-based approach. A tube sample analysis report (number 
05-070) performed by Dr. David N. French (metallurgist whom WKE uses to 
evaluate tube sample deposits) suggests chemical cleaning of the boiler 
should be considered when the deposit weight density reaches 25 gramdft2. 
Per Dr. French’s’ recommendation, the chemical cleaning was deferred until 
the next scheduled outage. The Big Rivers’ Production Work plan includes 
chemical cleaning of the Green Unit 2 boiler during the 2009 scheduled 
outage. 

WMPL Unit 1 

1. New high temperature reheater tubes were installed in 1999, the cause of the 
high temperature reheater tube lealc that occurred in 2006 should be identified 
and corrective action taken. 

Big Rivers’ Response: 

According to the metallurgical analysis performed by Dr. David N. French 
(metallurgist whom WKE uses to evaluate tube sample deposits) and a 
Riley Power report (number 202302) dated June 6,2008, the Henderson 
Unit 1 high-temp reheater tubes are failing due to thinning as a result of 
coal ash corrosion. The tubes have initial evidence of creep in the form of 
oxide c r a c l h g  on the ID (inside diameter). While not in the current Big 
Rivers’ Production Work Plan, current plans are to replace the high-temp 
reheat tubes a t  an estimated cost of $1.8 million during the scheduled 
spring outage of 2009. 

Funding for this project wiU come from other planned projects that are not 
of as high a priority (e.g. deferred projects); from budgeted funds that 
might not entirely be needed to complete planned projects (e.g. over- 
budgeted projects); o r  by adding to the budget later if it is determined that 
there are no budgeted lower priority projects that can be deferred or 
enough money left over from under-budgeted completed projects. 

6 



Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WKE Outages” 

June 24.2008 

As demonstrated in Big Rivers’ response to the Attorney General’s 
Supplemental Request for Information, items 94 and 95, even if the entire 
$1.8 million is added to the Financial Forecast, the rate impact of this 
change for both the non-smelter members and the smelters would be 
minimal. 

2. Review the January 29,2007 root cause analysis report. Determine if any future 
repairs are required as a result of the most recent thermal event. 

Big Rivers’ Response 

A total of fourteen tube samples were removed and sent to David N. French 
(metallurgist whom WKE uses to evaluate tube samples) to determine if any 
significant damage had occurred. These included four samples on the east 
wall, four samples on the west wall, and six samples from the south wall were 
removed a t  elevations 492’ 10” and 512’ 10” within the boiler. The final 
report was received from the laboratory on Thursday February 8,2007; the 
conclusions of this report are as follows. 

e There was no evidence of metallurgical degradation of the sample 
water wall tubes resulting from the coolant disruption. 
Typical microstructures were observed in the tubing, as for new SA- 
178 Gr.C (ASTM designation). 
There has been no significant loss of expected life of the boiler tubes 
from the low water event. 
Some inside diameter (ID) corrosion pitting was observed but deemed 
superfrcial. 
Deposit weight density was measured on a sample from each of the 
three walls, and the measurements showed the waterside to be clean. 
Even with the high temperature excursion, the tubes have not been 
oxidized on the waterside. 

e 

HMPL Unit 2 

1. Verify the high temperature reheater is being replaced during fall 2007 outage. If 
not accomplished during the fall 2007 outage, confinn the high temperature 
Ieheater is on the spring 2008 outage schedule. 

Bio Rivers’ Response: 

The H-2 high,-temp reheater was replaced in October of 2007. 

Reid Unit 

1. The cause of the superheater tube leaks should be identified and corrective action 

7 



Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WIU3 Outages” 

June 24,2008 

taken. 

Big Rivers’ Response: 

Tube sample analysis concludes the Reid Unit 1 primary superheater is 
approaching the end of its useful life. Due to changes in environmental 
regulations such as CAIR, 316b, NOx, PM 2.5 and mercury, Big Rivers has 
in its 2009 Production Work Plan to evaluate the spending levels needed to 
maintain the future reliability of the Reid unit. 

2. The cause of the water wall tube leaks should be identified and corrective action 
taken. 

Bio Rivers’ ResDonse: 

Reid Unit 1 experienced numerous tube leaks on the lower water wall header 
tube stubs. These tubes experienced thinning due to exposure in the corrosive 
area of the boiler bottom ash hopper seal water. The lower water wall header 
stubs were replaced in the spring of 2004 which eliminated the water wall 
leaks associated with the thinning tube stubs. 

Wilson Unit 

1. The IMR metallurgical report dated June 16, 2006 states “...superheater Tube 
#I . . . a moderately dirty deposit density of 41 .,4 gm/ft2 was measured from 
internal deposits, which indicates that the tube would benefit from internal 
cleaning,” Perform recommendations from metallurgical report. Continue annual 
submission of superheater tube samples for metallurgical review. 

Biu Rivers’ Response: 

Tube samples were collected from the platens and finishing superheater 
sections during the spring 2008 outage. The samples were sent to Dr. David 
N. French, (metallurgist whom WKE uses to evaluate tube sample deposits) 
for analysis. The reports from both the platens and the fmishing tube 
samples indicated there was a very thin oxide layer and the internal 
condition was reported to be good. The Big Rivers’ Production Work Plan 
includes the replacement of the Wilson superheater tubes during the fall 
2009 outage. 

2. The Wilson unit has not been chemically cleaned since 1997. The most recent 
metallurgical report Stanley Consultants has received to date from BREC is dated 
June 16,2006 and prepared by IMR Metallurgical Services. This third-party 
inspection report stated “Waterside deposits/scale on the inside surfaces of the 
tubing were measured in accordance with ASTM D3483, Test Method A. The 
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Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WKE Outages” 

June 24,2008 

measured value recorded from superheater tube was a maximum of 41.4 g/ft2, 
while the values recorded ffom the water wall tubing were “cleaner” with a 
maximum deposit of 1.3.95 g/ft2. The values recorded are a combination of oxide 
scale and/or internal deposition.” The need to perform a chemical clean of this 
unit should be verified. 

Big Rivers’ Response: 

Boiler chemical cleaning is performed on a condition-based approach rather 
than a time-based approach. During the 2008 spring outage, tube samples 
were collected and sent to Sheppard T. Powell for analysis. The report from 
the north wall tube sample has been received and indicated that no chemical 
cleaning is needed at this time. The report from the south wall tube sample 
analysis is still pending. The Big Rivers’ Production Work Plan contains 
plans to chemical clean the Wilson unit during the fall 2009 outage since an 
earlier report (prior to the 2008 sample reports) indicated the unit was 
borderline concerning the need for chemical cleaning and the outage length 
was such that the cleaning could be accommodated without extending the 
outage length. 

3 .  Review the future Wilson outage work lists and post work documentation related 
to the turbine generator incident to assure the recommended repairs and 
inspections as a result of the loss of lube oil event are completed 

Big Rivers’ Response: 

Remote continuous vibration monitoring is performed on the main turbine/ 
generator. The data has not indicated any serious problems. The Big Rivers’ 
Production Work Plan includes a high pressure-intermediate pressure 
(HPIIP) turbine/generator inspection for 2009. A complete evaluation wiU be 
performed on the HP/IP rotor at this time. Appropriate corrective actions 
will be based upon the findings of this evaluation. 

A11 Units 

1. Boiler Tube Leaks: 
a) A comprehensive assessment should he performed to determine the root cause 

of boiler tube failures. An investigation of all aspects of boiler operation, 
leading to a tube failure to fully understand the cause should be performed. 
For example, boiler water treatment, so scale, foaming, corrosion, caustic 
emhrittlement, and turbine blade deposition can be avoided or minimized. 
Water chemistry, outage, and maintenance records should be requested to aid 
in root cause analyses of corrosion and deposit problems. 

9 



Responses to Recommendations in April 2007 StanIey Consultants Report Entitled 
“Analysis of WKE Outages” 

June 24.2008 

Big Rivers’ Resoonse: 

In addition to the Computerized Maintenance Management System 
(CMMS) to manage boiler tube mapping described previously, Big Rivers 
will implement a formal root cause analysis process for all tube leak 
outages. The person identified to fill the newly created (within the Big 
Rivers post-unwind organization) Manager of Maintenance Services will 
work with staff at each plant to implement and monitor this process. The 
process will include metallurgical analysis of failed tubes and an adjacent 
tube in the same area. 

b) The rate of damage and the effects of water and steam chemistry on 
erosiodcorrosion, boiler tube corrosion, turbine blade pitting and cracking, 
feedwater heater and condenser tube corrosion, etc., should be identified and 
lead to planned outages and equipment repairs or replacement 

Big Rivers’ Response: 

Drum inspections, internal condenser inspections, boiler tube samples 
and turbine inspections conducted on all units in the Big Rivers’ system 
indicate there have been no problems related to water chemistry. Regular 
monitoring of these areas will continue so that in the event water 
chemistry becomes an issue, it can he addressed promptly. 

c) Physical evidence in all tube failures should be analyzed. High velocities 
occur during a tube leak that will remove deposits in the leaking or ruptured 
tube Therefore. it is recommended that a tube similar to a tube which has 
failed, in the same area, be removed for proper analysis. 

Big Rivers’ Response: 

When the cause of a boiler tube failure is not readily determined, Big 
Rivers plans to send the tube failure along with a tube in the adjacent 
area to either Sheppard T. Powell and Associates or Dr. David N. French 
(metallurgist whom WKE uses to analyze tube samples) for analysis 
including life assessment and deposit composition. This will continue to 
be a part of the root cause analysis process. 

d) As tube failures occur, they should be tracked and any patterns analyzed for 
similarity. A better assessment of the causes of the tube leaks could be 
performed if there was more information on where these leaks occurred. 
Mapping of the tube leaks would show how close the tube leaks are to any 
sootblowers or other equipment that may have caused abrasion to the inside of 
the tubes. Failures should be used to determine the locations for the next set of 
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Responses to Recommendations in April 2007 Stanley Consultants Report Entitled 
“Analysis of WKE Outages” 

June 24,2008 

tube samples. In addition, there is a need to sample for external attack such as 
reducing atmosphere, sulfur attack and erosion wear patterns. 

Big Rivers’ Response: 

All stations track tube failures detailing the location of the leak(s), tube 
material, size of tube and thickness, date of repair, length of repair and 
estimated cause of failure. In the future, Big Rivers plans that the 
analysis process will include a composite drawing identifying the location 
of each failure. 

e) The boiler water treatment program should be audited for compliance with the 
recommended EPRJ guidelines and/or plant chemical vendor guidelines. 

Big Rivers’ Response: 

The boiler water treatment plan being utilized by Western Kentucky 
Energy which is planned to be continued under Big Rivers is the pro, Dram 
recommended by Dave Cline with Sheppard T. Powell and Associates. 
Sheppard T. Powell’s staff was instrumental in formulating the EPRI 
Boiler Treatment guidelines. All stations are following the EPRI 
guidelines. 

f) A continuous and consistent program of sampling boiler, economizer, 
superheater and reheater tubes should be implemented. 

Big Rivers’ Response: 

As a result of the Boiler Condition Assessment team worlq during each 
scheduledputage the CMMS system (described in earlier responses) 
automatically generates a work order for boiler tube samples to be taken 
from the water walls, nose arch, superheater, economizer and reheat 
sections of each unit’s boiler. The tube samples are sent to either 
Sheppard T. Powell and Associates or Dr. David N. French (metallurgist 
whom WICE uses for tube analysis) for analysis including life assessment 
and deposit composition. 

g) An annual review of the recorded boiler operating temperatures and pressures, 
as compared to design parameters, should be performed. 

Big Rivers’ Response: 

Each station’s Performance Engineer and Production Manager perform 
a routine daily evaluation of the parameters listed in this 
recommendation. In addition to the station’s efforts, Coleman and Green 
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June 24.2008 

station both have a standing performance monitoring contract with Black 
and Veatch to continuously monitor station operating parameters, 
including operating temperatures and pressures. The Wilson plant will 
also utilize Black and Veatch for performance monitoring after Big 
Rivers resnmes operation and HMP&L Station Two will do so when the 
new system controls are installed in 2010 which will accommodate this 
activity. 

2 BREC should consider having a BREC plant transition site representative at all of 
the BREC stations. This site representative would requiie access to maintenance 
records, operating logs, performance reports, and other pertinent information. 

Big Rivers’ Response: 

Big Rivers currently has a representative at each location and they have 
access to all pertinent information. 

12 
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BIG RIVERS ELECTRIC CORPORATION’S 
UPDATE TO SUPPLEMENTAL. RESPONSE TO THE COMMISSION 

STAFF’S TNITIAL INFORMATION REQUESTS 
PSC CASE NO. 2007-00455 

(June 24, 2008) 

tern 43) Refer to the Spainhoward Testimony, page 40 of 48. 

a. Provide an analysis of Big Rivers’ SO, emission allowance 

iventory. This analysis should cover the years 2008 through 2023 and include the 

Alowing information for each year of the analysis. 

(1) Total SO, emission allowances in inventory as of the 

eginning of the year. 

(2) 
Invironmental Protection Agency (“EPA”). 

Total SO, emission allowances received from the 

(3) 
over emissions. 

(4) 
nticipates it will sell. 

(5) 
nticipates it will sell. 

(6) 
f the year. 

Total SO, emission allowances surrendered to EOA to 

Number of SO, emission allowances Big Rivers 

Number of SO, emission allowances Big Rivers 

Total SO, emission allowances in inventory as of the end 

b. Mr. Spainhoward states that during the period from 2008 through 
012 Big Rivers plans to sell any excess SO, emission allowances and use the revenues 

ram these sales to reduce the level of the environmental surcharge. The Unwind 

(adel shows that beginning in 2015 Big Rivers expects its SO, emissions to exceed its 
llocation of emission allowances. In light of this situation and the fact that SO, 

Item 43 
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BIG RIVERS EL,ECTRIC CORPORATION’S 
UPDATE TO SUPPLEMENTAL RESPONSE TO THE COMMISSION 

STAFF’S INITIAL INFORMATION REQUESTS 
PSC CASE NO. 2007-00455 

(June 24, 2008) 

:mission allowances can be banked, explain in detail why Big Rivers believes that its 

mposal to sell excess allowances over the next 4 years is reasonable. 

c. Assume for purposes of this question that the Commission 

equired Big Rivers to bank its excess SO, emission allowances during 2008 through 

1012 rather than allowing the allowances to be sold. Explain in detail the effect of 

uch a requirement on the Unwind Transaction. 

tesponse) 

:ontemplates emission allowances being sold from its inventory in the early years of 
he period after the Unwind Transaction Closing, and purchased in later years to meet 

he requirements of environmental laws regarding emissions. During an informal 

:onference in this matter, Commission Staff expressed concern that evidence of shifting 

xices in the allowance market made the wisdom of this plan questionable. Staff 
uggested the possibility of imposing limitations on the percentage of Big Rivers’ 

lllowance inventory that could be sold in any year, subject to that limitation being 

moved, if found appropriate by the Commission, upon motion by Big Rivers in its 

irst general rate case following the Unwind Transaction Closing. Draft Settlement 
:oncept No. 29 submitted at the May 15, 2008, Informal Conference. 

Big Rivers’ Unwind Financial Model (Application Exhibit 8) 

rhe Staff’s concerns arose from emission allowance price forecasts they had seen in 

rther cases that contradicted the forecasts used by Big Rivers in 2007 when the Unwind 

jinancial Model was prepared. The latest forecast obtained is attached to Item 64 of the 

ittorney General’s Initial Data Request. The emission allowance prices in that 
orecast continue to be different than those referred to by Staff. 

3ig Rivers believes that decisions about managing emission allowance inventories are 

undamentally decisions that should be left to management of the utility, using 
nformation available at the time the decision is made. Based upon the latest allowance 

Item 43 
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BIG RIVERS ELECTRIC CORPORATION’S 
UPDATE TO SUPPLEMENTAL RESPONSE TO THE COMMISSION 

STAFF’S INITIAL INFORMATION REQIJESTS 
PSC CASE NO. 2007-00455 

(June 24, 2008) 

orecast information available to Big Rivers, Big Rivers does not intend to sell emission 

illowances prior to Big Rivers’ next general rate case. However, if actual allowance 
Irices are greater than the forecast prices then Big Rivers might decide to sell the 

illowances. In any event, decisions to buy or sell allowances will be based upon all 
acts available to management at the time the decision is made. 

qitness) C. William Blackburn 
David A. Spainhoward 

Item 43 
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BIG RIVERS ELECTRIC CORPORATION’S 
IJPDATE TO SUPPLEMENTAL RESPONSE TO THE COMMISSION 

STAFF’S INITIAL INFORMATION REQUESTS 
PSC CASE NO. 2007-00455 

(June 24, 2008) 

tern 13) Refer to the response to the Staff’s First Request, Item 28. 

a. Does Big Rivers agree that the RUS USoA provides that utilities 

lwning emission allowances shall account for those allowances at cost? 

b. Does Big Rivers agree that while the market value of the 14,000 

ulfur dioxide (“SO,”) emission allowances may represent a portion of the consideration 

being provided by E. ON to Big Rivers as part of the Unwind Transaction, the market 

ralue does not necessarily reflect the cost of those emission allowances? Explain the 

esponse. 

tesponse) 
equested at June 19, 2008 Informal Conference. 

Attached is the Federal Register reference that Commission Staff 

Witness) C. William Blackburn 

Item 1.3 
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dural in nature and therefore fall within 
the categorical exemptions provided in 
the Commission's regulations. Conse- 
quently, neither a n  environmental impact 
sta'tement nor an environmental assess- 
ment is required38 
VI. Information Collection Statement 

T h e  Off ice  of Managemen t  and  
BLidget's (OMB) regulations require that  
OMB approve certain information collec- 
tion requirements imposed hy agency 
b.1le.3~ However, the regulgtions adopted 
hefein contain no information collection 
requirements and therefore are not sub- 
ject to OMB approval 
v$I. Effective Date 

This rule is effective April 23, 1993., 
List of Subjects in 18 CFR Part 11 

Electric power, Reporting and record- 
keeping requirements. 

By the Commission 
Lois D: Cashell, 
Secretary. 
Appendix A-List of Comrnenters 

Note: This appendix will not be pub- 
lished in the. Code of Federal Regulations. 

Alabama Power Company .(Alabama) 
American Public Power Association 

W P A )  
+Consolidated Pumped Storage, Inc .  
(Consolidated) 

Consumers Power (Consumers) 
City of Danville, Virginia Electric De- 

Irrigation District, California (Dan- 

Edison Electric Institute (EEI) 
Georgla Power Company YGeorgia) 
Halecrest. Inc.  

Na t iona l  Hydropower Association 

partment,and Merced . 

vi&) 
3 '  

!?!HA) , .,, .. .. ,, - 
Pacific Gas and Electric Company 

(PG&E) 
Public Generating Pwl (Pool) 
Public Service Company of Colorado 

Public Ut i l i ty  Dis t r ic t  of Cowlitz 
(Colorado) 

County, Washington (Cowlitz) 

38 .See 18 C F R 380 4(a)( 1) 

fi 20,967 

Public Utility District No., 1 of Douglas 
County, Washington (Douglas) I 

Public Utility District No. 2 of Grant ! i 

'County, Washington (Grant) 

(Puget) 

(Sacramento) 

Puget Sound Power & Light Company 

Sacramento Municipal Utility District 

Tacoma Public.Utilities (Tacoma) 
Tapoco, In? 
Virginia Electric and.  Power Company 

Washington Water Power Company 

Yuha-Bear River Project (Yuba) 

! i  

i q _ /  

. .  
(Virginia) 

(Washington) 

[ll30,9671 
58 F.R. 17982 (April 7,1993) 

18 CgR P q s  101 and 201 
[Docket No.. RBf92-1-Ofl0: &der No. 
5521 
Revisions to Uniform Systems of Ac- 
counts to Account for AllDwances 
under the Clean Air Act Amendments 
of 1990 and Regulatory-Created As- 
sets and Liabilities and to Form Nos. 
1.1-F, 2 and 2-A 1- 
' Issued: March 31.1993. 

AGENCY Federal Energy Regulatory 
Commission, DOE. 
ACTION: Final Rule 
SUMMARY This final rule adopts ac- 
counting requir'ements for: (1) allowances 
for emission of sulfur dioxide under the 
Clean &.._. . Air Act . . Amend@nts .. . ._ of 1990; . .  ... and 
(2) assets and liabilities created through 
the ratemaking actions of regulatory 
agencies, The final rule also adopts new 
reporting schedules and revises other 
schedules to be used by jurisdictional 
companies in reporting informatipn on al- 
lowances and regulatory assets and liabili- 
ties. 

effective January 1, 1993. The informa- 
tion collection provisions, ,however, will 
not become effective until approved by 
the Office of Management and Budget 
Notice of this date will be published i n  
the Federal Register. 
FOR FURTHER INFORMATION 
CONTACT: Gregory A. Berson, Office 

EI;"FECTIYE D A T E S h e . f b D ~ s . ,  .._ - 
i g  

i '  ~&.- 
39 5 C.F R.  Part 1320. 

I.: Federal Energy Gtlldelines 
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of Chief Accountant, Federal Energy R e g  
ulatory Commission, 810 First Street, 
NE., Washington, D.C. 20426. (202) 
219-2603. 
Michael Bardee, Office of General Couh- 
sel. Federal Energy R.egu1atory Commis- 
sion, 825 North Capitol Street, NE. ,  
Washington, DC 20426. (202) 208-0626. 

T I O N  In  addition to publishing the full 
text of this document, excluding Appen- 
dix A (revised pages for FERC Form Nos. 
1, I-F, 2 and 2-A) and Appendix B (list of 
commenters), in the Federal Register, 
the Commission also provides all inter- 
ested persons an opportunity to inspect or 
copy the contents of this document during 
normal business hours in Room 3104, 941 
North Capitol Street, NE.,, Washington, 
D.C. 20426. 

The  Commission Issuance Posting Sys- 
tem (CIPS), an  electronic bulletin board 
service, provides access to the texts of 
formal aocumerits issued by the Commis- 
sion. %IPS is available at no charge to  the 
user and may be accessed using a per- 
sonal computer with a .modem by dialing 
(202) 208,.1397., To access .CI,PS, set your 

{--'>, 'communicatiohs7software to  use 300, 
1200 or 240Q'bps; full duplex, no parity, 8 
data  bits, and 1 stop bit CIPS can also be 
accessed at 9600 bps by dialing (202) 
208-1781 The full text of this rule, ex- 
cluding Appendices A and B, will be 
available on CIPS for 30 days from the 
date  of issuance. The complete text on 
diskette in Wordperfect format may also 
be purchased from the Commission's copy 
contbacta, 'La Dorn Systems-Corperat.ien, 
also located in room 3104, 941 North 
Capitol 'Street, NE., Washington, DC 
2,0426 

Before Commissioners: Elizabeth Anne 
Moler, Chair; Jerry J. Langdon, Martin L. 
Allday, and Branko Terzic 
Final Rule 
Table of Contents 
I. Introduction 
11. Public Reporting Burden 
I11 Discussion 

A Effect On Ratemaking 
B., Allowance Classification 
I., General Rule 

/--\ 

SUPPLEMENTARY INPORMA- r'\ 

f'. 

30,793 
2. Withheld Allowances 
3. Existing Contracts 
C.. Valuation of Allowances 
1.. General Rule-Historical Cost 
2. Cost Allocation for Package 

3. Allowance Trades Between Affiliates 
4. Allowance Futures 
5. Allowances Acquired Through Ex- 

D. Inventory Method 
1 Weighted Average Cost Method 
2,, Vintaging of Allowances 
E. Expense Recognition of Atlowances 
1~ Timing of Recognition 
2. Account Used for Recognition 
3. Allowance Inventory Shortages 
4 ,  Penalties 
F. Gain or Loss on Dispositiqn of Al- 

G. Regulatory Assets and Liabilities 
H. Reporting Requirements 

Iv. Regulatory Flexibility Act 
V Environmental Statement 
VI. Information Collection Statement 
VII ,  Effective Date 

Purchases 

changes 

lowances 

Changes in 18 CFR Part  101 
Changes in 18CFR Part  201 

I. I n t r d u c t i o n  
On December 2, 1991, the Commission 

issued a notice. of proposed rulemaking 
(NOPR.) proposing LO amen.d its, Uniform 
Systems of Accounts (USofA) for public 
utilities, licensees and natural gas c6mpa- 
nies to establish: (1) uniform accounting 
requirements for allowances, arising from 
Title IV of the Clean Air Act Amend- 
ments of 1990 (CAAA),' for emission of 
sulfur dioxide; and (2) generic accounts to 
record assets and liabilities created 
through the ratemaking actions of regula- . .  
tory agencies.2 

Sixty-seven parties filed comments on 
the NOPR The comments filed by a 
number of parties were untimely, but the 
Commission will consider these untimely 
comments in this proceeding, given, the 
absence of any undue prejudice or delay, 

'Pub L No 101-549, Title IV, 104 Stat ' F E R C  SLaLutes and Regulations !32,481 
2399,2584 (1990) (1991), 56 FR 64567 (Dec 11, 1991) 

Federal Energy Regulatory Commlsslon f 30,967 



:30,394 Regulations Preambles 303 4-13-93 

In  response to the comments received, 
the Commission has decided to adopt a 
final rule generally consistent with the 
NOPR, hut  with several significant 
changes, The major accounting proposals 
retained from the NOPR include: the 
ciassiiication of allowances in new inven- 
tory Accounts 158.1 and 158.2; the valua- 
tion of most allowances at historical cost; 
the use of the weighted average cost 
method for determining the cost of al- 
lowances issued from inventory; the ex- 
pensing of allowances in new Account 
509; and the use of several new accounts 
for regulatory.assets and liabilities 

The major changes from the accounting 
proposed in the NOPR include: the use of 
fair value in the valuation of allowances 
traded between affiliates; and the elimi- 
nation of the ,NOPRs two-step process of 
accounting for regulatory assets and lia- 
bilities in favor of a one-step process that  
is more consistent with past practices. 

The Commission also is adopting new 
reporting schedules and revising other 
schedules to be used by jurisdictional 
companies in reporting information on al- 
lowances and regulatory assets and liabili- 
ties in four of its Annual Reports (FERC 
Form Nos., 1, Annual Report of Ma.jor 
public utilities, licensees and others 
(Form 1); 1 -F ,  Annual Report  of 
Nonmajor public utilities and licensees 
(Form 1-F); 2, Annual Report of Major 
natural gas companies (Form 2); and 2-A, 
Annual Report of Nonmajor natural gas 
companies (Form 2-A)).3 These new and 
revised schedules incorporate the final 
rule’s changes and are contained in  Ap. 
pendix A,4 

As the  Commission s ta ted in the 
NOPR, the objective in adopting this fi- 
nal rule is t o  provide useful financial and 
statistical,i,nformation to regulatory agen- 
cies and other users of the financial slate- 
ments by establishing,sound and uniform 
accounting and reporting requirements 
for allowance transactions and for regula- 

$The current versions ol these forms bear the 
following OMB approval numbers: Form 1, No 
1902-0021: Form 1-F. No. 1902.W29; Form 2, 
No 1902-&28: and Form 2-A. No 1902-0030 

Appendix A is not being published in the 
Federal Register, but is available lrom the 
Commission’s Public Relerrnce Room 

FERC Statutes and Regulations 132,481 at 
p 32,572 

- tory assets and liabilities., The final rule is 
no t  intended to promote or discourage 
parlicular CAAA compliance strategies or 

allowances. The final rule is intended to 
be “rate neutral.” 
11. Public Repor t ing  Burden 

to prescribe the ratemaking treatment for -- 

The Commission believes that any  addi- 

tion of information resulting from this 
rule will be minimal. The C.ommission 
notes that usual business practices would 
require utilities LO account for and report 
allowance transactions and regulatory as- 
sets and liabilities even in the absence of 
the rule. By adopting the rule, the Com- 
mission gives certainty as to how utilities 
should account for and report such trans- 
actions and thereby facilitates the useful- 
ness of utility financial statements to all 
users. 

Send comments regarding this burden 
estimate or any other aspect of the Com- 
mission’s collection of information, includ- 
ing suggestions for reducing this burden, 
to the Federal Energy Regulatory Com- 
mission, 941 North Capitol Street, NE. ,  
Washington,  D C  20426 (Attention: 
Michael Miller, Information Policy and 
Standards Branch, (202) 208-1415), and 
to the Office of Information and Regula- 
tory Affairs of the Office of Management 
and Budget (Attention: Desk Officer for 
Federal Energy Regulatory Commission), 
111. Discussion 
A. Effect on Ratemaking 

The Commission stated in the NOPR 
that  the proposed rules were not intended 
to prescribe the ratemaking treatment for 
allowances and would not bar regulatory 
commissions (including this Commission) 
from adopting any particular ratemaking 
treatment The proposed rules were in- 
tended to be “rate neutral ” 

Comments.6 The Iowa Working Group 
and the North Carolina Staff support the 
goal of rate neutrality. The North Caro- 

tional annual reporting burdens for collec- _- 

’- 

.- 

All of the commenters are listed in Appendix 
B to this order Abbreviations lor the com- 
menters are also listed in Appendix B 

?The Iowa Working Group consists of the 
Iowa Utilities Board, the Iowa Ollice of the 
Consumer Advocate, Interstate Power Com- 
pany, Iowa Power and Light Company, Iowa 
Public Service Company, Iowa Southern Utili- 
ties, Iowa Electric Light and Power Company 
and Iowa-Illinois Gas and Electric Company 

Federal Energy Guldellnes 

I 

- 

I 

f 30,967 
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n 

lina Staff argues, for example, that the intends the proposed new accounts to he 
USofA should provide information about commensurate to existing accounts for 
economic events affecting a utility, and ratemaking purposes. 
not direct those economic events by pre- 
scribing certain ratemaking practices, EEI, Central & South West and Gulf 

States ask the Commission to state that 
Similarly, EPA asks the Commission to  the economic of should 

reiterate that  this rulemaking addresses be in pricing when allbwances 
only accounting, not ratemaking. How- are  used in sales for resale, a.ffiliate trades 

and power pool operations. Gulf States 
argues that this recoveN is needed in 

separate Proceeding On order to fairly compensate retail custom- 
ratemaking., ers who often will experience significant 

The Ohio Staff argues that  the N O P R s  rate increases to pay for scrubbers or low 
proposed accounting may not in fact  be sulfur coal. Centerior .argues that  the 
"rate neutral." As a n  example, the Ohio Commission should indicate that  nothing 
Staff asserts tha t  the NOPRs proposal to  in-the final rules is intended to preclude a 
classify allowances as inventory suggests utility's ability to recover the economic 
that allowances should be included in  rate value,of allowances. 
base in an  amount equal to the twelve- Deloitte & Touche recommends the ini- month average balance of allowances, in- t ia t ion of a generic proceeding on stead of the balance on a date  certain, as 

some of the uncertainty about when utili- Staff asks the Commission to reiterate its ties may recover prudently-incurred com- goal of rate neutrality in both this order pliance costs. Deloitte & Touche argues and the general instructions of the USdfA 

about the recoverability of the costs of description of Account 158.1, Allowance some compliance methods, e.g., fuel Inventory, state that  the Commission is switching compared to buying allowances, not requiring nor recommending any par- could hinder least cost planning and the ticular rate base or ratemaking treat- development of the allowance market,  ment. Deloitte & Touche states that  existing 
EEI and others* urge the Commission commission bvou]d require 

to develop a ratemaking framework coin- wholesale power sales to be priced a t  the 
cident with the development of account- seller's including allowances ob. 
ing rules. EEI argues that doing $0 would tained at  zero cost, even though state 
allow the accounting rules to be'developed regulators are unlikely to allow utilities to 
more meaningfully. Wisconsin Public Ser- dispose of allowances without recom- 
vice arcues that  a ratemaking framework 

r* 
I /  

ever, @A also encourages the Commis- 
sion to issue a policy statement i n  a 

is typical for plant-in.service. The Ohio ratemaking issues in order to remove 

The Ohio Staff also recommends that the that  differences in regulatory certainty 

,/-,, 

wilt give uriliries guidance in  developing 
compliance plans and assist states in de- Pennsylvania Power & Light asks the 
ve~oDinp  the i r  own ratemakina Commission to resolve the ratemaking for 

/-- , 

. -  - 
frameworks 

EEI and othersg ask the Commission to 
state that  utilities will be allowed to re- 
cover prudently incurred costs as operat- 
ing expenses and that unused allowances 
bought for operations are to be included 
in rate base Similarly, Centerior argues 
that  the final rule should be consistent 
with the goal of full recovery of all pru- 
dently incurred compliance costs Florida 
Power & Light asserts that, at a mini- 
mum, the Commission should state that  it 

Florida Power & Light, Gulf States and Wis- 

*Cincinnati Gas & Electric, Con Edison, Gulf 

,- consin Public Service 
I 

States and Wisconsin Electric 

Federal Energy Regulatory Comrnlsslon 

allowances in this rulemaking or in a sep- 
arate generic rulemaking, instead of case- 
by-case. Pennsylvania Power & Light ar- 
gues that a generic rulemaking would al- 
low all interested parties, and not just the 
parties to individual rate filings, to par- 
ticipate in resolving the rate issues 

Duke Power also argues that this pro- 
ceeding should address ratemaking issues 
Duke Power argues that most state com- 
missions look to generally accepted ac- 
counting principles (GAAP)'' as reflected 

'"GAAP is a technical term in financial ac- 
counting GAAF' encompasses the conventions, 
rules and procedures necessary to define nc- 
cepted accounting practices at a particular 

fT 30;967 
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in  the USofA to provide a framework for 
cost recovery. 

NRFCA urges the Commission to un- 
dertake the task of allocating compliance 
costs and cost savings between ratepayers 
and stockholderb and among classes of 
ratepayers of multi-jurisdictional utilities, 
NRECA states that ,  because of possible 
regulatory tension among state commis- 
sions in such situations, the Commission 
is uniquely able to perform this task. 

Commission Response. The Commission 
understands the need for the eventual de- 
velopment of a ratemaking framework for 
allowances, but declines to  prescribe such 
a framework in this  final rule. The NOPR 
did not propose a ratemaking framework 
and did not solicit comments on that  sub.. 
ject., Most commenters did not address 
the suh,ject. Moreover, the hulk of the cost 
of allowances and compliance will he 
within the ratemaking jurisdktion of the 
various States and not this Commission. 
There is not likely to he a single ratemak- 
ing framework appropriate in each and 
every satemaking jurisdiction for utilities 
suhject to this Commission's accounting 
jurisdiction. 

The Commission does, however, have 
accounting jurisdiction over almost the 
entire industry involved with allowances 
and this rulemaking was initiated to meet 
the need for timely action on accounting 
issues. As stated in the NOPR, this rule is 
intended to provide useful financial and 
statistical information to users of a util- 
ity's financial statements by establishing 
uniform accounting and reporting re- 
quirements for allowance tiansactions 
The rule is "rate neutral" in that the 
prescribed accounting will reflect the eco- 
nomic effects of whatever ratemaking 
treatment is granted. The rule does not 
dictate or favor one particular rate treat- 
ment over adother The Commission sees 
no need to expand the scope of this ac- 
counting rule for the rate issues raised hy 
the commenters The ratemaking treat- 
ment for allowances will be dealt with in 
other forums. 

B Allowance Classification 
1. General Rule 
T h e  NOPR proposed to classify al- 

lowances in two new inventory accounts 
in the "Current and Accrued Assets" sec- 
tion of the Balance Sheet: Account 158 1,  
Allowance Inventory and Account 158,2, 
Allowances Withheld. The NOPR ex- 
plained that using these new accounts 
might avoid preconceptions that  could 
arise ahout the nature of allowances if 
existing accounts were used. The NOPR 
stated that  the new accounts would not 
dictate any particular ratemaking treat- 
ment and thus would be consistent with 
the goal of establishing "rate neutral" 
accounting. 

Commenters Supporting the NOPR 
NARUC and the Florida Commission 
support the creation of the new accounts. 
The Florida Commission states that  the 
new accounts are theoretically supporta- 
ble and compatible with foreseeable 
ratemaking treatments in Florida 

APPA also supports the new accounts, 
stating that  separate accounts for al- 
lowances will facilitate regulatory review 
of allowance trading and use APPA 
states that  the new accounts would main- 
tain account specificity in formula rates 
and avoid lengthy interrogatories to iden- 
tify such costs 

Exceptions for State Ratemaking The 
Illinois Commission argues that utilities 
with primary rate jurisdiction a t  the  state 
level should he allowed to modify the 
Commission's accounting to conform to 
state requirements The Illinois Commis- 
sion asserts that  state regulators may 
wish to allow recovery of allowance costs 
through a fuel clause and that such recov- 
ery in Illinois is allowed only for costs 
cleared through Account 151 The Illinois 
Commission argues that costs recorded in 
the new accounts may not he recoverable 
in the fuel clause in Illinois absent a 
change in state law 

Similarly, EEI and others" assert that  
utilities should be allowed to use the ac- 

(Footnote Coniinued) 

time. GAAP incorporates the accounting profes- 
sion's consensus at  a particular time as to which 
economic resources and obligations should be 

in assets and liabilities should be recorded, when 
thesk changes should be recorded, how the assets 
and liabilities nnd changes in them should be 

measured, what information should be disclosed 
and how it should be disclosed and what iinan- 
cia1 statements should be prepared 

recorded as assets and liabilities, which changes -. 
I '  Allegheny Power, American Gas Associa- 

tion, Commonwealth Edison. Con Edison, Ken- 
Lucky Utilities and PacifiCorp '- 

7 -342,967 Federal Energy Guidellnes 
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counting required by a state commission 
of primary jurisdiction instead of the 
Commission’s accounting rules. Kentucky 
Utilities argues that federal and state ju- 
risdictipnal differences should be mini- 
mized, whenever possible, in order to 
avoid the need for “tw.p sets of books.” 
Kentucky Utilities asserts’that maintain- 
ing multiple records for similar items 
would add to the burden of recording and 
reporting accounting transactions 

Clalassification a s  Fuel. A number of 
commenters propose t o  classify al- 
lowances in a new subaccount of Account 
151, Fuel Stock, primarily because this 
treatment would allow fuel clause recov- 
ery of allowance costS.l* Delmarva Power, 
for example, argues that the cost of al- 
lowances will be a necessary part  of the 
cost  of fuel stock. Potomac Electric states 
that  the fuel clause should be’used for all 
compliance costs, including all gains and 
losses from allowance trades, because the 
least cost approach to CAAA compliance 
combines fuel ‘switching and allowance 
purchases. 

EEI argues that using the fuel clause 
would avoid the frequent and costly rate 
cases otherwise needed to track possibly 
volatile and unpredictable costs and bene- 
fits. EEI asserts that  using a new subac- 
count within an  existing account could 
avoid possibly expensive renegotiations 
and litigation over existing contracts, 

PSI Energy argues tha t  using fuel 
subaccounts for allowances would not vio- 
late the goal of rate neutrality because 
regulatory commissions, will . . . . thoroughly ,. .. 
reGew any proposed ratemakmg for, al- 
lowances, even if allowance costs are re- 
corded in fuel subaccounts. Similarly, 
Wisconsin Public Service argues that  fuel 
subaccounts could accommodate a regula- 
tory decision to treat allowances, differ- 
ently from fuel for ratemaking purposes 

Center ior  supports  classifying al- 
lowances in existing Account 151, Fuel 
Stock. According to Cenierior, the Com- 

l2 EEI. American Gas Association, Allegheny 
Power, Baltimore Gas & Electric, Cincinnati 
Gas & Electric, Central & South West, Consum- 
ers Power, Delmarva Power, IES Industries, 
Ohio Edison, Penn Power, PJM, Poromac Elec- 
tric, PSE&G, PSI Energy and Wisconsin Public 

F“\ I 

rl: 
! i  

/,y 
I 

,q Service. 

l 3  The Wisconsin Municipal Group consists 01 
many of Lhe wholesale customers 01 Wisconsin 

Federal Energy Regulatory Commission 

Preambles 30,797 
mission has offered no concrete evidence 
that  using the existing inventory account 
for fuel would suggest a predisposition to 
a particular ratemaking treatment. 

The North Carolina Staff opposes the 
use of fuel inventory accounts for allow- 
ance costs, arguing that  allowances are 
not fuel and are not closely enough re- 
lated to fuel to be recorded in fuel ac- 
counts. The North Carolina Staff asserts 
that  the integrity of the fuel inventory 
accounts should not be compromised sim- 
ply to facilitate certain ratemaking proce- 
dures. 

The Wisconsin Municipal Groupi3 ar- 
gues that allowance costs are ineligible for 
fuel clause treatment and that  the Com- 
mission should not waive its regulations 
to allow such treatment. The Wisconsin 
Municipal Group asserts that  allowance 
costs have nothing to do with the cost of 
fuel and, thus, should not be recovered 
through the fuel .clause. 

Classification as Plan t  Cost Con 
Edison asserts that  allowance costs.relate 
more to plant than fuel. Con Edison 
states that  allowances bought or sold by a 
utility result principally from, or are a 
trade-off for, plant capital expenditures. 
Con Edison states that  the need for al- 
lowances could be reduced by fuel switch- 
ing, but even this alternative is a trade- 
off against plant capital expenditures. 

Wisconsin Electric argues tha t  al- 
lowances should be classified as plant 
costs in existing Account 303, Miscellane- 
ous Intangible Plant, which includes “the 
cost .of @tent rights,. licenses, privileges 
and other intangible praperty necessary 
or valuable in the conduct of utility oper- 
ations ., , , ’’ I n  support, Wisconsin Eke- 
tric asserts that an  allowance is an  
intangible item with an  undetermined life 
(since i t  may be used in any year after 
issuance)., Wisconsin Electric argues that 
inventory accounts, on the other hand, 
generilly include physical materials that  
will be used within the next year. 

Electric Power Company, Wisconsin Power & 
Light Company, Wisconsin Public Service Cor- 
poration, and Northern States Power Company 
(Wisconsin) The group is made up  of 43 munici- 
palities, il‘cwperatives, and 2 municipal electric 
companies, which in turn are made up of an 
additional 32 municipalities 

’I[ 30,967 
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Duke Power questions whether al- 
lowances should be classified in a work-in- 
progress account similar to  Account 107, 
Construction Work In Progress, or Ac- 
count 12O.,l. Nuclear Fuel In  Process. 
Duke Power argues that a work-in-pro- 
gress account would allow for the accrual 
of carrying costs for what could be spo- 
radic expenditures for allowances 

Other Classifications. Virginia Power 
argues that allowanoes should be classi- 
fied based on .the economics of the under- 
lying transaction. Virginia Power argues, 
for example, that  the cost of allowances 
obtained in fuel-related trades should be 
included in the invoice price of fuel in 
Account 151, Fuel Stock Virginia Power 
cites the example of a coal supplier who 
bundles allowances with a sale of high 
sulfur coal. Virginia Power argues that 
using these allowances is integral to burn- 
ing this particular coal and that the ac- 
counting for, and the  costs of ,  the 
allowances and the coal should not he 
separated. 

AEP proposes classifying allowances in 
existing accounts based on the ratemak- 
ing for each utility, e&,  whether al- 
lowances a re  treated for ratemaking 
purposes as plant-related or fuel-relqted 
Under this approach, AEP argues, utili- 
ties could recover allowance costs under 
existing account-specific formula rates 
without renegotiating contracts or litigat- 
ing to obtain Commission approval. 

Coopers & Lybrand argues that  a util- 
ity that  is allocated allowances exceeding 
those needed for current year emissions 
has sxcess,allowancef tha t  can be sold 
immediately or carried forward for future 
use or sa l e  Coopers & Lybrand asserts 
tha t  only these excess allowances should 
be recorded as assets, with income recog- 
nized in the year they are allocated but 
not used, since they represent a probable 
f u t u r e  economic benefit.. Coopers & 
Lyhrand argues that using an  inventory 
account is inappropriate because al- 
lowances .are more analogous to financial 
instruments. Coopers & Lybrand supports 
the creation of new accounts, but  believes 

l4 Price Waterhouse. EEI, Allegheny Power, 
Atlantic Electric, Gulf States and Potomac 
Electric 

Is Accounting Research Bulletin No. 43, Re- 
statement and Revision of Accounting Research 
Bulletins, Ch. 3, 1 4 ,  in Accounting Slale- 
rnents-Originaf Pronouncements (1991 ) 

they should more appropriately reflect - 
The Michigan Staff recommends re- - 

the  marketable nature of allowances 

quiring utilities to maintain records for 
Accounts 158.1 and 1582  by aHected 
generating unit, if known The Michigan 
Staff argues that this information will 
permit matching of allowances to expen- 
ditures incurred to reduce emissions and 
thus facilitate favorable ratemaking and 
tax treatment 

Long-Term Asset Classification. 
NYDPS and others14 propose the creation 
of a separate inventory account for al- 
lowances that cannot or will not be used 
in the current year, with allowances being 
reclassified to current assets when they 
are estimated to be used in the current 
year. NYDPS argues that this approach 
comports with GAAP and specifically 
with Accounting Research Bulletin No. 
43, which defines a current asset as one 
“expected to be realized . or consumed 
during the normal operating cycle [gener- 
ally one year].”’5 NYDPS argues that 
regulators may be reluctant to permit 
rate base inclusion of allowances not usa- 
ble until years later 

Arthur Andersen, AICPA and Gulf 

similar to the account for nuclear fuel. 
Arthur Andersen argues that many pur- 
chased allowances will not be used in the 
current operating cycle and, thus, under 
Accounting Research Bulletin No 40, are 
not a current asset and cannot be treated 
as inventory, 

Allowances Purchased for Speculation 
AICPA and others16 argue tha t  al- 
lowances purchased for speculative pur- 
poses, instead of as a hedge against price 
increases on allowances needed for opera- 
tional purposes, should be recorded in Ac- 
count 124, Other Investments 

Commission Response In  the NOPR, 
the Commission stated that the purpose 
of this rule is t o  provide guidance, 
uniformity and consistency in accounting 
and reporting for allowance transac- 
tions As reiterated above, this rule is 

l6 Arthur Andersen, Deloitte & Touche, EEI, 
Allnntic Electric, Centerior. Commonwealth 
Edimn, Florida Power & Light and PSI Energy 

,- 

States support the creation of an account I 

.- 

- 

17FERCSlatules and Regulations 1 32.481 a t  
p 32,574 
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not intended to prescribe the ratemaking 
treatment for allowances or bar regula- 
tory commissions from adopting any par- 
ticular ratemaking treatment. 

The Commission will not adopt the rec- 
ommendation of a number of commenters 
that utilities should be allowed to use the 
accounting required by a state commis- 
sion of primary jurisdiction, instead of the 
Commission's accounting rules. Uniform 
accounting is a linchpin of effective regu- 
lation of the public utility industry.'* The 
Commission does not think it is in the 
public interest to allow the use of alterna- 
tive accbunting practices because of di- 
verse state ratemaking practices 

Upon reviewing the comments, the 
Commission finds that the proposed new 
allowance accounts (Accounts lS8..l and 
158.2) will best meet the stated objec- 
tives,, Although allowances have charac- 
teristics t h a t  could support  several 
different classifications, including classifi- 
cation as fuel or financial instruments, 
allowances are distinguishable from any 
of these. Allowance usage is only one of 
several possible components of a utility's 
overall CAAA compliance strategy; the 
cost of each component should be classi- 
fied separately from the cost of other 
components (e.g,, capital and operating 
costs for scrubbers, fuel costs from fuel- 
switching, purchased power costs). Be- 
cause allowances are so different from the 
other categories, the Commisiion believes 
they warrant their own account classifica- 
tion. 

CIassifying allowances into new ac- 
counts Will enhance the usefulness of a 
utility's financial statements by readily 
providing users of those statements with 
information about allowances. Combining 

n 

f-1, 

0, 

allowances in existing accounts developed 
for other assets would make full financial 
disclosure more difficult. 

Classifying allowances in new accounts 
is also consistent with the goal of prescrib- 
ing unbiased, "rate neutral" accounting 
T.he commenters who argue against using 
new accounts suggest that  account classi- 
fication influences ratemaking. They pro- 
pose classifying allowances in existing 
accounts for, e.g., fuel, in order to facili- 
tate a desired ratemaking result It is not 
the Commission's intention to dictate any 
particular ratemaking result through this 
accounting rule. The Commission's objec- 
tive is to provide sound and uniform ac- 
counting that will accommodate whatever 
ratemaking treatment is ultimately found 
appropriate in each ratemaking jurisdic- 
tion 

The Commission does not believe that 
using new accounts would preclude rate 
recovery or cause utilities to incur unnec- 
essary litigation costs in order to recover 
their allowance costs. The use of existing 
accounts could improperly permit utili- 
ties to recover allowance costs under aut- 
malic adjustment mechanisms or under 
pre-existing contracts without a regula- 
tory determination that allowance costs 
should be recovered in such ways., The use 
of existing accounts may wrongly deny 
utilities, their customers and their regula- 
tors the opportunity to address the 
ratemaking treatment of allowances l9 

Some commenters argue for account 
classification based on the ratemaking for 
each utility or the "economics" of the 
underlying transaciioh.l' While the Com- 
mission agrees that accounting should ac- 
commodate the ratemaking process and 
reflect the economic substance of 'transac- 

I 8 S ,  Rep No. 621, 74th Cong, 1 s t  Sess 
(1935) (accompanying the bill which became 
Parts I1 and 111 of the Feaeral Power Act) 
states: "Section 301 [of the Federal Power Act] 
requires every licensee and every public utility 
subject to the act to keep its accounts in the 
manner prescribed by the Commission: it thus 
takes a long step in the direc.tion of the uniform 
accounting which is so essential in the electric 
industry., The authority ol the Commission over 
the accounts of companies under its jurisdiction 
extends to the entire business oi such companies 

l9 Some commenters argue for the creation of 
an allowance recovery clause, like a fuel clause, 
that would transfer the costs and benefits from 
the sales and use of allowances to ratepayers. 
Others argue Tor and against fuel clause recov- 

Federal Energy Regulatory Commlsslon 

/--->. 

n. 

cry. The Commission declines to address these 
arguments here because the scope of this 
rulemnking is limited to accounting issues 

IOVirginia Power argues, for example, that  
allowances acquired in B package with high SUI- 
fur coal should he classified as a component of 
the cost of fuel, since they are an integral part of 
burning this particular coal This argument. 
however, oversimplifies the analysis by ignoring 
other iactors that also may affect a utility's 
CAAA compliance strategy These other factors 
include the number or allowances nlready held 
hy the utility. the degree to which the utility is 
controlling emissions (eg.. with scrubbers), and 
the utility's intended use oi the allowances (eg , 
for current or future year compliance or lor 
speculation) 

7 30,967 
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tions?’ the accounting adopted in this 
final rule will accomplish these goals yet 
provide consistent and uniform account- 
ing treatment of allowances. Also, sepa- 
rating allowance costs from the other 
costs of a transaction will offer easy ac- 
cess to useful information on allowances 
by utility managers, regulatprs and other 
readers of utility financial statements 
Conversely, inconsistent account classifi- 
cation based on the particulars of each 
transaction would not provide the uni- 
form accounting essential to the Commis- 
sion’s regulation of utilities” and would 
impede access to useful information on 
allowances., 

The Commission rejects the argument 
1.ha.t thk relationship between allowances 
and power generation justifies classifying 
allowances as fuel. Fuel is not the only 
determinant of allowance usage Utilities 
will use allowances based on their SO, 
emission levels. Emission levels, in turn, 
reflect a number of factors, including the 
use and effectiveness of a utility’s pollu- 
tion control equipment, its generating ef- 
ficiency and mix a t  any given time and 
its load dispatching practices., Even if a 
direct relationship could be shown be- 
tween the amount of fuel burned and the 
utilityk emissions, the accounting result 
would necessarily be the same as that  
provided by the rule, Le, ,  allowances 
would be charged to expense based on the 
amount of SO, emissions, The Commission 
sees no advantage, from an  accounting 
standpoint, in classifying allowances as 
fuel ’ ’ ’ 

On the other hand, the comments sug- 
gest ,that the major benefit to utilities in 
classifying allowances as fuel is t h a t  i t  
will facilitate rate recovery of allowance 
costs (e .g. ,  through fuel adjustment 
clauses, account-specific formula rates, 
and other rate recovery mechanisms). 
However, a s  expl&ed above, facilitating 
rate recovery is not a valid basis for clas- 
sifying allowances in the fuel accounts 

Another issue raised by  commenters is 
whether to use separate classifications for 
current and long-term allowances They 
assert that allowances that will not be 
used during a utility’s normal operating 
cycle (generally one year) are long-term 
assets, not current inventories. While the 
Commission generally agrees t h a t  some 
allowances may not be used during a util- 
ity’s normal operating cycle and are 
therefore long-term in nature, the Com- 
mission does not find it necessary to cre- 
a t e  new accounts  for separa te  
classification of such allowances. Instead, 
the Commission will require that current 
and  long-term allowances be classified 
separately on the balance sheet for report- 
ing purposes only Reclassification for re- 
porting purposes will achieve the correct 
balance sheet categoriztition of non-cur- 
rent allowances without imposing addi- 
tional accounting burdens on ~ t i l i t i e s . ? ~  

The Michigan Staff asks the Commis- 
sion to require utilities to maintain Ac- 
counts 158 1 and 1 5 8 2  by affected 
generating unit. The Commission notes 
tha t  although allowances are initially al- 
located based on the emission levels of 
specific generating units, allowances can 
be used for any unit owned or operated by 
the same person., The Commission does d 

not perceive the merits of classifying al- 
lowances by affected generating unit and 
declines to require this approach. Nothing 
in this rule, however, would prohibit a 
utility from maintaining any additional 
level of detail deemed necessary in subsid- 
iary records, including information on al- 
lowances by affected generating uni t .  

A number of commenters assert that 
the prescribed accounting must first be 
consistent with GAAP for non-regulated 
enterprises and then reflect the effects of 
regulation in accordance with Statement 
of Financial Accounting Standards No. 71 
of the Financial Accounting Standards 
Board (FASB).’4 The Commission dis- 
agrees To carry out its responsibilities 

- ~. 

- 

-. 

__ 

! See, e.g, Termination ol Inquiry on Ac- Exploration, Development, and Production, 18 
counting for Phase-In Plans, FERC Statutes CFR Part 201 (1992). For allowances, the Com- 
andRegulationsll35,524,57 FR 13064 (1992) mission is simply requiring use of the same 

account numbers lor both current and non-cur- 
rent allowances , ,Eg . id  a t n 1  

,’ Reclassification only lor balance sheet pur- 
poses’is not unique., The USofA already provides 24 FASB, Statement of Financial Accounting 
lor reclassification at the balance sheet date for Standards No 71, Accounting lor the Eifects o i  
certain accounts For example, see Account Certain Types oiRegulacjon (1982), in Account- 
164 , I ,  Gas Stored Underground-Current, and ing  Statements-Original Pronouncements 
paragraph A of Account 166, Advances for Gas (1991) Since 1973, the Securities and Exchange 
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under the Federal Power Act (FPA) and 
the Natural Gas Act (NGA), the Commis- 
sion has been given authority to prescribe 
accounting and financial reporting re- 
quirements for jurisdictional companiesZ5 
The  Commission, for ratemaking and 
other purposes, needs financial state- 
ments that  allow i t  to determine the cur- 
rent cost of service and to monitor past 
performance under approved rates '' If 
GAAP conflicts with the accounting and 
financial reporting needed by the Com- 
mission to fulfill its statutory responsibili- 
ties, then GAAP must  yield.  GAAP 
cannot control when it would prevent the 
Commission from carrying out its duty to 
provide jurisdictional companies with the 
opportunity to earn a fair return on their 
investment and to  protect ratepayers 
from excessive charges and discrimina- 
tory treatment., 

I 
P, 

(R' 

Having said this, the Commission notes 
tha t  its accounting rules are, with limited 
exceptions, consistent with GAAP.Z7 Any 
exceptions are necessary, in the Commis- 
sion's view, to provide for appropriate 
recognition of assets, liabilities and equity 
capital, and for proper matching of reve- 
nues and costs. The Commission's author- 
i ty to prescribe the accounting needed or 
appropriate for regulatory purposes under 
the FPA and NGA is unambiguous., Thus, 
while the Commission believes the ac- 
counting prescribed in this rule is gener- 
ally consistent with GAAP for non- 
regulated entities, any differences from 
GAAP are needed or appropriate in order 
.for the Commission to iulfill.. i&%tatutory 
duties,. For these reasons, the Commission 
declines to explicitly adopt FASB pro- 
nouncements as requirements subsumed 
in the USofA, as some commenters seem 

/"> 
t ,  

A number of commenters usge the Com. 
mission to segregate allowances obtained 
for speculative purposes from those ob- 
tained for compliance purposes. Although 
the  NOPR stated that  speculative al- 
lowances should not affect inventory pric- 
ing since they do not relate to ut i l i ty  
operations?' it  did not propose separate 
account classification for such allowances. 
EEI and others recommend that specula- 
tive allowances be classified as invest- 
ments  in Account 124, Other  
Investments, with any gains or losses on 
disposition recorded "below-the-line."2g 
The commenters assert that  separate ac- 
count classification is needed to avoid in- 
appropriate costing of allowances used for 
compliance purposes and to distinguish 
speculative allowances for ratem'aking 
purposes. The Commission agrees and will 
require that allowances obtained for spec- 
ulative purposes be accounted for as in- 
vestments in Account 124. Any costs or 
benefits incurred or realized through 
transactions involving speculative al- 
lowances, including gains or losses on dis- 
position of such allowances, should be 
charged or credited to Account 421, Mis- 
cellaneous Nonoperating Income, or Ac- 
count  426.5,  Other  Deduct ions,  a s  
appropriate. As with other aspects of this 
final rule, however, this accounting treat- 
ment would not be dispositive of the 
ratemaking treatment for such costs and 
expenses 

Z., Withheld Allowances 
As noted in the NOPR, section 416 of 

the CAAA requires EPA to withhold 2 8 
percent of the annual alfwation of at- 
lowances, for the purpose of sale or auc- 
tion by EPA 30 The Commission proposed 
that, since the utility cannot use these 
withheld allowances, thev should be ac- 

303 4-13-93 Regulations Preambles 30,801 

to suggest counted for separately -from other al- 
(Footnote Continued) 

Commission har, recognized FASB as the desig- 
nated organization in the private sector respon- 
sible lor establishing accounting and reporting 
standards FASB's purpose is to '  establish and 
improve standards of financial accounting and 
reporting lor the guidance and education of the 
public, including issuers, auditors and users 01 
linancial information 

T-: 

"See Sections 301, 302 and 3W of the FPA. 
16 U S  C. 5 5 825, 825a and 82% (1988). and 
Sections 8, 9 and 10 of the NGA, 15 US,,C 
55717g.  717h and 717i (1988) See also 15 
U.,S C 5 79t(b) (1988) 

/-1. 
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26See Notice of Inquiry on Accounting for 
Phase-In Plans, FERCStatutes and Regulations 
n 35,521 at pp 35,656-67, 53 FR 20496 (1988) 

27 See Statement of Policy on Post-Employ- 
men1 Benefits Other Than Pensions, 61 FERC 
f 61,330 at p 62,201 (1592) 

"FERCStatutes and Regulauonsij32.481 a t  
p 32,579 

29 "Betuw-the-line" nccuunts contain amounts 
that are not operating income or expenses and, 
therelore, are not generally included in rates 

3oFERC Statutes and Rcgularionsl/ 32,481 a t  
p 32,582 

TI 30,967 



Regulations Preambles 303 4-13-93 

lowances in Account 158 2, Allowances 
Withheld 

Comments: NARUC, the Florida Com- 
mission and the Georgia Commission s u p  
port the N O P R s  proposed accounting 
treatment The Ohio Staff also agrees 
with using a separate account for with- 
held allowances 

AICPA, Deloit te & Touche, Pr ice  
Waterhouse and Gulf States oppose the 
creation of Account 158.2 AICPA argues 
that the account would add recordkeeping 
and reporting requirements but may not 
improve the usefulness of the information 
provided. Price 'Waterhouse argues that 
the distinction between this account and 
Account 158,1, ,Allowance Inventory, is 
not important enough to warrant sepa- 
rate accounts and that any needed infor- 
mation ca,n be .obtained from the proposed 
reporting 'requirements. 

Commission Respon.se The Commission 
believes that  Account 158.2 is needed to 
distinguish :between allowances that are 
eligible for the -utility's use and those. that  
are not. Allowances withheld by EPA 
may never be available for the utility's 
use3' and should not be included with 
allowances t h a t  are available for use 
Also, only those allowances available for 
the utility's use should enter into the de- 
termination of the weighted average cost 
of allowances used during a period. In  the 
Commission's view, the minimum amount 
of recordkeeping needed to maintain a 
separate account for withheld allowances 
is worth the benefits of improved informa- 
tion and Khe simplification of monthly 
com'putations ~f allswance invextory GO& 

3 Existing Confracts 
Since the NOPR proposed to create new 

accounts for allowances, the Commission 
invited comments on whether and, if so, 
how the proposed regulations should ap- 
ply to existing contracts expressly based 
on the existing accounts in the USofA, 
e.g. ,  account-specific cost-of-service 
formula rates or joint operating agree- 
ments.3z 

Comments. NARUC and the Florida 
Commission support application of the fi- 

nal rule to such contracts, arguing that 
contractual relationships should not dic- 
ta te  the accounting requirements of the 
USofA,. The Michigan Staff agrees, stat- 
ing tha t  existing contracts should be 
amended, to reflect the costs and benefits 
realized from allowances. 

The NC Municipal Agency argues that 
the final rule should not affect the deter- 
mination of rate matters under existing 
agreements The Agency argues that at- ... 
tempting to apply this rule to existing 
account-specific contracts would likely 
pose a substantial risk of unpredictable 
and improper outcomes, including the 
risk of disturbing the economic balance 
underlying existing formulas or agree- 
ments. The Agency argues that, if the 
final rule applies to existing contracts, 
and the Commission decides to account 
for ailowances by revising accounts al- 
ready included in existing agreements, 
the Commission should state that  its revi- 
sion of those accounts will "reopen" all 
affected rate agreements If this were 
done, the Agency argues, the affected par- 
ties could then reaffirm or renegotiate 
their arrangements or, if needed, seek a 
Commission resolution of disputed issues 

NRECA argues t h a t  the final rules 
should not apply automatically to ex- 
isting contracts with account-specific 
rates. NRECA argues that to  do so would 
he tantamount to  retsoactive ratemaking 

The Georgia Commission argues that,  
for existing wholesale formula rates, the 
Commission could mandate a cost recov- 
ery framework allowing recovery of costs 
recorded i n  newaccounts t h a t  would .have 
been included in the formula if the ac- 
counts existed when the contracts were 
executed. The Georgia Commission argues 
that,  otherwise, these contracts will need 
to be modified 

Several commenters recommend avoid- 
ing complications with existing contracts 

counts, instead of new accounts. AEP ar- 
gues that, in order for utilities to recover 
allowance costs under existing account- 
specific formula rates without renegotia- 

- 
- 

.- 

- 

by classifying allowances in existing ac- _- 

31 Withheld allowances will be offered by EPA 
for snle or auction Any allowances not sold or 
auctioned will revert to the utility from which 
they were withheld When such allowances be- 
come available for the utility's use, they should 
be transferred to Account 158 1 

32 FERC Statutes and Regulations f 32,481 at  
p 32,576 
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lions or litigation, allowances should be 
classified in existing accounts based on 
the ratemaking adopted for each utility. 
Atlantic Electric and Gulf States ask the 
Commission to use existing accounts in 
prescribing a cost recovery framework for 
existing formula rates. PSI Energy asserts 
that, to ease the transition for companies 
with existing account-specific contracts, 
allowances should be recorded in subac- 
counts of existing accounts If the Com- 
mission uses new accounts, AEP and Gulf 
States ask the Commission to automati- 
cally amend existing Commission-ap- 
proved Con’tractS 

If new accounts are used for allowances, 
EEI, Duke Power, PSI Energy, Southern 
Company and Virginia Power ar@e that, 
for existing contracts intended to recover 
system average Costs, the Commission 
should specify that  the return of and re- 
turn on the prudently incurred costs of 
complying with the CAAA should be in- 
cluded in t h e  determination of costs to be 
recovered, even though the costs are re- 
corded in new accounts not listed in the 
contracts., EEI and Southern Company 
assert that, when pricing mechanisms are 
intended to recover the cost of specific 
units instead of system average costs, the 
final rule should allow econom.ic value to 
bqcharged in appropriate instances 

The Ohio Staff recommends that the 
parties to existing contracts should be re- 
quired to keep sufficient information op 
allowance trades so that when,an ordeE is 
issued, amounts can be reclassified in the 
new accounts,, 

Cornmissiun Response- As an  initial 
matter, the  Commission holds that allow- 
ance-related costs should be accounted for 
as prescribed in this rule even if service is 
provided under an existing contract. In 
l ight of t h e  need for  accounting 
uniformity and consistency, the fact that 
service is being provided under existing 
contracts does not warrant an  exception 

The more fundamental issue raised by 
the commenters is whether the Commis- 
sion, in this rulemaking, should seek to 
resolve all uncertainty on the ratemaking 

,n 
, I 

r.\, 
I 

/-r, 

/--. from this rule. 

for such costs under existing contracts 
The Commission believes that  issuing an  
edict in this rulemaking on the recovery 
of allowance costs under existing, con- 
tracts would not be in the public intere$t. 
Trying to resolve all uncertainty abobt 
ratemaking for allowance costs under ex- 
isting contracts would contravene the 
Commission’s “rate neutrality” intent 
and, on the record here, would likely gen- 
erate considerable confusion. If the Com- 
mission in this proceeding were to order 
the automatic inclusion of allowance costs 
in existing contracts, there could be unin- 
tended effects on cost determinations and 
responsibilities’ under existing contracts. 
At  least a1 this time, the better course is 
for affected parties, if necessary, to  rene- 
gotiate their contracts to provide for a 
consensual treatment of the costs and 
benefits of allowances, and to file such 
changes pursuant to  Part  35 of the:Com- 
mission’s regulations. 
C. Valuation of Allowances 

l., General Rule---€Iistorical Cost 

The Commission proposed in the NOPR 
to  measure the value of allowances, as a 
general rule, based on historical cost.,33 
The  NOPR defined historical cost as the 
amount of cash or its equivalent paid to 
acquire an asset, i . ,e, its historical ex- 
change price Under this appwach, al- 
lowances obtained from, EPA at no cos! to 
the recipient would be recorded a t  zero 
cost;while purchased.al1owan.ces would be 
recor:ded a t  their historical exchange 
price. 

Support for the NQPR. .Many com- 
menters support the use of historical 

The Department or Energy states, 
for example, that  historical cost satisfies 
accounting disclosure needs, yet allows for 
independent ratemaking treatment for al- 
lowances APPA asserts that any cost ba- 
sis other than historical cost may lead to 
miscalculation of rate base APPA argues 
that  recording allowances a t  fair value 
could unjustifiably overstate a utility’s 
assets and operating expenses., The Amer- 
ican Gas Association states t h a t  historical 
cost is appropriate for valuing all al- 
lowances and is consistent with valua- 

FERC Srotutes and Regulations 132,481 a t  Baltimore Gas & Electric, Centerior, Central & 
South West. Con Edison, Delmarva Power, Guli 

,-----% 3 D~~~~~~~~~ E ~ ~ ~ ~ ~ ,  NARUC, the lilor- States, Virginia Power, Wisconsin Elecrric, Wis- 
consin Public Service, APPA and the American 
Gas Association 

pp 32,576-77 

ida Commission, the Georgia Commission, the 
Illinois Commission, AICPA, Arthur Andersen, 
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tions used for most other regulated assets, 
including inventory 

Wisconsin Public Service states that  us- 
ing measures other than historical cost 
would raise verification issues because the 
allowance market is unlikely to be highly 
developed by the time allowances must be 
initially recorded. Wisconsin Public Ser- 
vice asserts that other measures would 
likely require utilities to record signifi- 
cant assets and offsetting regulatory lia- 
bilities. Wisconsin Public Service asserts 
that the confusion caused by recording 
large assets and offsetting liabilities for 
allowances would outweigh any benefits 
derived. 

Deloitte & Touche supports the use of 
historical cost for allowances awarded by 
EPA at zero-cost, stating that this ap- 
proach is consistent with GAAF’. Deloitte 
& Touche also states, however, that  these 
allowances will have significant economic 
value, based on the market price for 
traded all.owances, Deloitte & Touche as- 
serts that  using historical cost for a valua- 
ble economic asset such as zero-cost 
allowances might not present users of fi- 
nancial statements and regulators with 
useful and relevant financial information 
Thus, Deloitte & Touche urges the Com- 
mission to undertake a study of this issue 

Decline in Value of Allowances GPU 
argues that  if historical cost is used, the 
final rule should address the issue of mar- 
ket value declines., GPU proposes that  the 
excess of cost over market which is 
deemed significant and permanent should 
not be written off to the income state- 
ment, b u t  should remain on the balance 
sheet and be expensed when charged to 
ratepayers in the ratemaking process or 
determined to be itncollectible. 

Atlantic Electric asserts that  technolog- 
ical advances could reduce the value of 
allowances held in inventory and argues 
that  this event should be given account- 
ing recognition. Atlantic Electric believes 
tha t  the accounting should reflect the 
“lower of cost or market.” 

Allowances From Overcompliance. The 
Ohio Staff asserts that  the NOPR. did not 

adequately address the accounting for al- e. 

lowances freed up by overcompliance, l e , ,  
whether the cost of overcompliance 
should be reflected in the cost of al- 
lowances. The Ohio Staff asks: what is the 
cost of allowances freed up by overcomp- 
liance; how should the costs be deter- 
mined; and where should these allowances 
be recorded? .- 

Indirect Costs., The Ohio Staff suggests 
that  the cost of purchased allowances 
should include costs directly related to 
purchasing specific allowances, The Ohio 
Staff asserts that  costs not directly re- 
lated to purchasing specific allowances 
should be expensed in the period in which 
they are incurred Similarly, Atlantic 
Electric asserts t h a t  certain “handling” 
and administrative costs incurred in ac- 
quiring allowances should be included in 
allowance costs. Pennsylvania Power & 
Light asserts that  allowance costs should 
include the costs of acquiring, maintain- 
ing and disposing of allowances, e.g., bro- 
ker fees, incentive bonuses and selling 
commissions 

value instead of historical cost when do- 
ing so is needed to allocate compliance 
costs equitably to all ratepayers, AEP 
agrees with using historical cost for pur- 
chased allowances but argues that  using 
this method for allowances allocated by 
EPA a t  zero cost may send the wrong 
signal to regulators, i.e , that  allocated 
allowances always should be valued a t  
zero AEP asserts that  this approach, if 
used for ratemaking, could distribute 
compliance costs inequitably between 
ratepayers and could discourage allow- 
ance trades between affiliates in least cost 
compliance strategies and among non-af- 
filiates in a power pool. 

AEP asserts that  using historical cost 
for allocated allowances is contrary to, Ac- 

No. 2935 and a recent FASB exposure 
draft on accounting for  contribution^.^^ 
According to  AEP, both documents sup- 
Dort the use of fair value in accounting 

- 

Fair Value. AEP supports using fair c. 

- 

counting Principles Board (APB) Opinion <--. 
I 

d 

~ 

35 FASB, Accounting Principles Board Opinion and Capitahzatlon of Works of Arf, Historical 
No 29, Accounting for Nonmonetary Transac- Treasures and Similar Assets, Fxie Reference 
tions, in Accountin6 Standards OrifimaJ Pro- No W6-B (October 1990) 
nouncements (1991) 

36FASB Exposure Draft on Accounting lor 
Contributions Received and Contributions Made 

- 

_ _  
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for aSSetS eeceived in nonmonetary trans- ties will know the likely results as they 

Coop,ers & Lybr&,,$ argues that a]]+ Ck~miss ion  Response. The great major- 
cated allowances should' initially be '& ity of the commenters generally favored 
corded at current market value, with using historical cost:for both allocated al- 
cgedits to oeyat ing expenses, and there- ]wwm% and purchased allowances. For 
after "marked to market.?G7 Coopers & the IeaSons given in the NOPR and those 
Lybrand agrees with recording purchased cited by the commenters, the Commission 
allowances at  cost, but propot;es that they believes that historical cost is the appro.. 
also be later "marked to market," i e ,  priate measure of the accounting value of 
valued at current market price,, coopers allowances. Historical cost is the primar'y 

I,ybrand that  this method measurement a t t r i bu te  used in  the 
would prevent utilities from recognizing USofA, as well as G m ,  for recording 
the gain on sale of intangibles and most other utility as- 
Iqwances, accumulated ov& time, entirely sets.3' Historical Cost also is readily ascer- 
i n  the period of the sale,, coopers & tainable, verifiable and free from bias, 
Lybrand &gues that  this method a]so and provides Useful information to regula- 
provides the most relevant information tors, investors and other users of a util- 
about the utility's available allowances a t  i tY ' s  f inancial  Statements  T h e  
each ieporting date and about gains and characteristics of historical cost make it 
iosses incurred, during the  reporting pe. especially appropriate for use in regula- 
riod Coopers & Lybrand states that the tory accounting. 
"marked to market" method depends The use of historical cost for accounting 
upon the development of a market urhich purposes, however, is not intended to con- 
will allow fair  value to be: determined trol cir prejudge the ratemaking valuation 
within reasonable limits. of allowances The Commission's determi- 

nation in this rule applies only to the 
Rate  Considerarion.s. EEI agrees with accounting for allowances 

using 'historical cost for purchased al- 
lowances and States that most EEI mem- TO the extent that using historical cost 
bers agree that allowancFs allocated by for a valuable economic asset such as 
EPA at no zero-cost allowances is perceived as limit- 

argue, tiowever, ing the usefulness and relevance of utility 
that the edonomic value of allowances financial statements, utilities can a ~ ~ e v i -  
should be in the pricing of ate this concern by disclosing' the  eco- 
I~~~~~~~ used in sales for resale and in nomic value of allowances in the footnotes 
the of pqwer pools, EEI to their financial statements, This final 
that  'utilities should be allowed to.recover rule allows, but does not require, disc]* 
a fair . share . . . . . . of . . the . .. . .. . cost .. . . . fro_m wh,~!esale Of such information in this way, if 

customers in order to properly cornpen- utility manxgement considers disclosuie 
sate retail customers, many of whom will 
face rate increases to pay for scrubbers or Certain commenters supported valuing 
low sulfur coal. EEI argues that  this is allowance inventories a t  the "lower of 
particularly important for 'al1owance.s al- cost or market," ; ,e . ,  requi1in.g utilities LO 
located by EPA at  zero cost. EEI states write-down their allowance inventories to 
that, while these ratemaking issues may net realizable value to reflect permanent 
be deemed beyond the scope of this changes in the value of allowances The 
rulemaking, the Commission should at Commission declin.es to adopt this recom- 
least discuss this generally so that utili- mendation., At least in the near term, the 

37 Coopers & Lybrand actually applies its rec- 39 "Historical cost" should not be confused 
ommendation only to 'kxcess" allowances, i e ,  with "original cost *' Original cost. when used in  
allowances allocated in a given year bu t  not conncction with planl, is the cast t o  the iirst 
needed to offset the recipient's emissions in that  person devoting the property tp scrvi& 
Year. Coopers bbrand argues that no ac- Historical cost is the acquisition cost of assets 
counting recognition is needed for allowances The historical of purchased plant  for a 
used to olfset emissions in the year in'which the public u t i l i t y  would be the of the original 

/--!.: allowances are allocated cost and any related, acquisition adjustments 
Allegheny Power, Iowa-.Illinois. PacifiCoip, See 18 CFR Parts 101 and 201, Account 114, 

Plant Acquisition Adjustments 

/-, actions choose compliance strategies. 

allbcated 

.f-? 

be re<orded at 
EEI and 

/1 

PJM and Wisconsin Public Service 
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historical cost of allowance inventories 
will be less than market value for most 
utilities, due to combining zero-cost al- 
lowances with the cost of purchased al- 
lowances in the inventory pool. However, 
even if the historical cost of allowances 
were to exceed market value, it does not 
necessarily follow that  rates would be set 
on a basis less than historical costs. Thus, 
at least for now, any need for writing 
down allowance inventories will be de- 
cided case-by-case. If an asset is im- 
paired, and rate recovery is not assured, 
the write-off should be recorded in Ac- 
count 426,5, Other Deductions 

Several commenters assert that  the ac- 
counting valuation of allowances should 
include costs directly related to purchas- 
ing specific allowances, e.,g,, broker fees 
and selling commissions, The Commission 
believes that significant, directly-assigna- 
ble acquisition costs should be included in 
the historical cost of the allowances. In  
theory perhaps all indirect costs of ac- 
quiring inventory should be added to the 
inventory's purchase price. However, the 
effort involved in identifying and allocat- 
ing relatively small amounts of indirect 
costs would probably exceed the benefits 
derived from more precise costing. Also, 
such allocations would probably involve 
the use of' arbitrary assumptions and 
make compliance determinations more 
controvbrsial and not necessarily more ac- 
curate. Thus, the Commission will limit 
the inqlusion of such costs to significant, 
directly-assignable costs of acquiring al- 
lowances Other costs incident to acquir- 
ing allowances should be charged to an 
approppiate functional expense aciount 
when incurred. 

The'Ohio Staff asks whether the cost of 
freeinn U P  allomances bv overcomplying, 

e..g., installing scrubbers or switching fu-  
els, should be reflected in the historical 
cost of allowances. The answer is no4O 
The cost of allowances should include only 
the historical cost of acquiring the al- 
lowances themselves, not the additional 
costs incurred for overcompliance. Al- 
though compliance costs may relate indi- 

allowances or affecting a utility's decision 
t o  buy allowances or the price a utility is 
willing to pay for allowances, overcomp- 
fiance costs are not part of the cost of the 
allowances themselves 4' Because the 
money spent for overcompliance relates 
most directly to the item(s) acquired, e&, 
the scrubber or the higher cost fuel, the 
cost of overcompliance should be ac- 
counted for in the cost of the item ac- 
quired.  There  is no need, from a n  
accounting perspective, to assign any  
part  of the cost of overcompliance to al- 
lowances. 

AEP asserts that using historical cost 
for allowances allocated by EPA is con- 
trary to APB Opinion No, 29 and a FASB 
exposure draft on accounting for contribu- 
tions4z The Commission does not believe 
that  allocated allowances are within the 
scope of the  FASB exposure draft, since 
the.draft applies only to voluntary trans- 
fers, while EPA has a statutory duty to 
transfer the  allocated allowances as  pre- 
scribed by the CAAA. Moreover, the expo- 
sure draft cited by AEP, as since revised 
and re-proposed by FASB, would not ap- 
ply to "transfers of assets from govern- 
mental units to business enterprises," an 
exemption which appears to apply to al- 
1 0 w a n c e s ~ ~  But, even if aljowances are 
within the scope of APB Opinion No. 29 
or the FASB exposure draft, the Commis- 
sion believes for the reasons stated above 

,I 

.. 

rectly to allowances, e.g , by "freeing up" -. 

.-. 

-. 

40 See F E R C  S t a t u t e s  a n d  Regulat ions 
f32,481 a t  p., 32,577 n.38 ("The cost of any 
such [compliance] investments or expenditures 
would be accounted for independenr of the al- 
lowances obtained as a result of such invest- 
ments or expenditures. in the accounts already 
established far such costs in the USofA ") 

I' For &ample, if a utility paid $500 for an 
allowance, its historical cost would be $500 In- 
stalling B scrubber in order to "free up" this 
allowance would not increase the cost of the 
allowance itself. Although overcompliance may 
add to the utility's options, e g .  t o  sell the 
dllowance or save i t  for future needs, overcomp- 
liance does not affect the cost of the allowance 
itself. 

f 30,9;6? 

iz The Commission notes that AICPA, in its 
comments, disagrees with AEP's interpretation 
of AF'B Opinion No 29 According LO AICPA, 
allowances do not qualify as nonreciprocal trans. 
fers eligible for lnii value accounting treatment 
under APB Opinion No 29 because the CAAA 
impose a reciprocal obligation on utilities to 
limit thi i r  sulfur dioxide emissions 

._, 

I 3  FASB Exposure Draft on Accounting for 
Contributions Received a n d  Contributions 
Made, File Reference No 121-A a t  2 (November 
1992) - 

- 
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that  general GAAP is not controlling in 

Coopers & Lyhrand argues that “ex- 
cess” allocated allowances, ;,e., those not 
needed for cutrent year :emissions, should 
he recorded a t  fair v a l u e ’ a n d  later 
“marked-to-market.” The Commission de- 
clines to adopt this recommendation in 
this accounting rule as not needed .for 
sound accounting. Coopers & Lybrand’s 
method differs from the historical cost 
method solely in the timing of the recog- 
nition of compliance costs and gains and 
losses on disposition of allowances.. If com- 
pliance costs and gains or losses are recog- 
nized in different periods for ratemaking 
purposes than for accounting purposes, 
the provisions on regulatory assets and 
liabilities adopted below will capture the 
economic effects of such rate actions 

Finally, the Commission rejects the ar- 
gument that fair value should be used for 
accounting purposes in order to facilitate 
the use of fair value for ratemaking pur- 
poses If fair value is used for allowances 
in ratemaking hut  not in accounting, the 
rule adopted herein can accqmmodate 
this result through the recognition of reg- 
ulatory assets and liabilities., I n  any 
event,  prescribing or prejudging the 
ratemaking treatment for allowances is 
beyond the scope of this accounting 
rulemaking., In conclusion, for all the rea- 
sons stated above, the Commission adopts 
the use of historical cost as the accounting 
measure of allowances. 

2. Cost AIlocation for  Package  
Purchases 

For allowances obtained in a package 
with other commodities, e.g., fuel or elec- 
tricity, the NOPR proposed to determine 
the historical cost of the allowances based 
on their fair market value at the time of 
purchase 44 The NOPR. also proposed to 
allocate the purchase price for a stream of 
allowances on the basis of fair value or, i f  
fair value cannot be determined, on a 
present value basis using a’discount rate 
based on the rate on ten-year U.S Gov- 
ernment bonds, i e ,  a risk-free interest 
rate, 

Allowances Acquired as  Par t  of a Pack- 
age. NARUC, the Florida Commission 
and the Georgia Commission support the 

n, this proceeding 

/f-\ 

(-1, 
I 

f -. 

use of fair value in determining the  his- 
torical cost of allowances obtained as part 
of a package. NARUC, Delmarva Power 
and the Michigan Staff also suggest an 
optional method based on allocating the 
package’s historical cost in proportion to 
the ratio of each item’s fair market value 
to that of all items In  support, the Michi- 
gan Staff argues t h a t  using fair value 
only for the allowance part of the package 
may distort the cost allocation 

Cincinnati Gas & Electric opposes the 
adoption of a mandatory valuation 
method for .determining the value of al- 
lowances obtained in a package,, Cincin- 
nati  Gas & Electric asserts that  the value 
of allowances should he detetmined in 
each case based on the facts and circum- 
stances of the case 

Stream of Allowances The Ohio Staff 
agrees with the proposed method of allo- 
cating costs for a stream of allowances 
Allegheny Power states that, if fair value 
cannot he determined for a stream of al- 
lowances, the presenl value method is an 
acceptable method unless the contract 
specifies a different cost allocation 

EEI and others4s argue that the Com- 
mission should not prescribe present 
value or any other method as the sole 
alternative to fair value. EEI argues that,  
if fair value cannot be determined, the 
facts and circumstances of each trade 
should he reviewed to determine which 
method most accurately allocates the cost 
of individual allowances in  a stream of 
allowances, EEI also states that FASB 
has begun an inquiry into present value 
accounTing and argues that it would he 
premature to adopt a present value ap- 
proach yntil FASBs inquiry is completed 
PSI Energy argues that, without market 
data,  and because there have been no 
trades to determine reasonable methods 
for allocating future costs, mandating a 
single method may he inappropriate 

Atlantic Electric asserts that ,  if the use 
of present value is required, the final rule 
should describe how to account for the 
difference between the purchase price and 
the present value 

The discount rate, AICPA argues that 
using a risk-free interest rate in a present 
value analysis ignores significant market 

.!--.. FERC Starutes and Regulations f 32,481 a t  4s Atlantic Electric, Commonwealth Edison, 
Con Edison, Detroit Edison, PSI Energy, Vir. 
ginia Power and Wisconsin Electric 

f[ 30,967 

pp 32,577-78 
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and interest-rate risks AICPA contends 
instead that utilities should be required to 
use any interest rate that  properly re- 
flects prevailing risk (e.g., the incremen- 
tal borrowing rate). Price Waterhouse 
argues that  a company-specific incremen- 
tal rate should be used when prescribed 
by GAAP. Arthur Andersen supports us- 
ing the utility’s incremental borrowing 
rate or its authorized rate of return as the 
discount rate 

EEI and Allegheny Power assert that  
the discount rate should correspond to the 
time period of the stream of allowances 
and propose using a company’s incremen- 
tal borrowing rate  for the applicable 
years. EEI argues that this is the dis- 
count rate used in other present value 
calculations under FASB Statement NO. 
13“ and is more relevant to the circum- 
stances of each utility. 

PSI Energy and Deloitte & Touche ar- 
gue that  utilities should be allowed more 
flexibility in determining the discount 
rate. PSI Energy argues that participat- 
ing in the allowance trading market will 
pose risks and that these risks will not be 
properly reflected in a risk-free interest 
rate. PSI Energy also states that  using a 
risk-free rate would conflict with the dis- 
counting theory used in making financial 
decisions. 

Detroit Edison supports using a dis- 
count rate based on Moody’s Long-Term 
A grade bond yield or a similar average 
yield. Detroit Edison agrees that using a 
rate that  ‘achieves uniformity and compa- 
rability among public utilities is benefi- 
cial but opposes the use of a risk-free rate. 

Commission Response. The use of fair 
value in d,etermining the historical cost of 
allowances acquired as part of a “pack- 
age” was supported by most of those who 
commented on this aspect of the NOPR. 
The Commission finds this approach ap- 
propriate and, with the clarifications be- 
low, will adopt the use of fair value as the 
measure of allowances acquired as part of 
a “package.” 

The NOPR proposed to determine the 
historical cost of allowances acquired as 
part of a package based on the fair mar- 
ket value of only the allowances. NARUC 
and others suggest an optional method 
usina the ratio of the allowances’ fair 

market value to the total fair market - 
value of all elements of the package. The 
fair  market value of allowances could be 
determined in  at  least three ways: by 
comparing the price of the “package” 
with and without the allowances; by di- 
rect reference to market prices; and by 
use of the ratios suggested by NARUC Of 

prices will be most readily determinable 
and easiest to verify This method would 
be easier for utilities to use and regulators 
to verify than a ratio-based method, since 
the former focuses on the fair value of 
only the allowances and the latter ad- 
dresses the fair value of all components of 
a package Moreover, these two methods 
would produce the same result in most 
cases, differing only in the presumably 
infrequent case in which the transfer 
price differs from the sum of the fair 
market values of all components of the 
package. I n  the more likely case in which 
the transfer price equals the sum of the 
fair  market values, a ratio-based ap- 
proach would lead to unnecessary effort 
in documenting the fair value of non- 
allowance components of package trades 
and unduly complicate the determination 
of allowance values Thus, the Commis- 
sion declines to require the use of a ratio- 
based method in all cases. Instead, the 
Commission will adopt  the NOPR’s 
method as the primary method However, 
if reliable market prices for allowances 
are not available, or if the sum of the fair 
market values for all parts of the package 
is determined and does not equal the 
t ransfer  price,  then an  a l te rna t ive  
method may be used. In such a circum- 
stance, the utility proposing to use a n  
alternative method will be required to  
make a sufficient showing in support of 
its decision to  use an alternative method. 

Several commenters objected to the re- 
quired use of present value when fair 
value cannot be determined, instead rec- 
ommending t h e  use of contractually-spec- 
ified amounts or amounts determined 
based on the circumstances of each case. 
The Commission disagrees A primary ob- 
jective of this rule is to provide uniform 
accounting for allowances Permitting 
utilities unlimited discretion in choosing 
the method for valuing allowances would 
he contrary to that objective, The Com- 

the  three, direct reference to market -, 

- 

.-. 

Y 
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46 FASB, Statement of Financial Accounting 
Standards No 13, Accounting for Leases (1976). 

,n Accountrns Statements Origmal Pronounce- 
ments (1991) - 
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mission believes that, in the absence of 
fair value, it  is necessary to prescribe a 
uniform method that is both objective and 
reflective of the value of allowances on 
the date  of their acq~isit ion."~ The pre- 
sent value approach reasonably achieves 
these goals, is rational and systematic and 
reflects the higher value of an allowance 
usable today compared to one usable only 
in the future. Although other measures 
may be more precise in particular circum- 
stances, the gain in objectivity and 
uniformity more than off& any possible 
loss in precision. Therefore, the Commis- 
sion will limit the measure of the histori- 
cal cost of allowances acquired as part of 
a package to present value, if fair value is 
not determinable. 

A number of commenters challenge the 
proposed use of the interest rate on ten- 
year U S  Government bonds in present 
value determinations, They argue that 
utilities should be allowed to use a, rate 
that better reflects the risks involved in 
trading allowances as well as each util- 
ity's particular circumstances. They also 
assert that  the discount rate should corre- 
spond to the time period of the stream of 
allowances., The Commission finds merit 
in these arguments., Accordingly, the final 
rule will provide for the use of the util- 
ity's ,incremental borrowing rate instead 
of the interest rate on ten-year U S  Gov- 
ernment bonds.48 Incremental borrowing 
rates, while not as objective as govern- 
ment bond rates, will correspond more 
closely to the rate utilities will use in 
considering allowance purchases and will 
better allocate the cost of the purchases. 
Incremental  borrowing rates also a re  
widely accepted by the accounting profes- 
sion and used in a number of present 
value determinations, including the valu- 
ation of receivables and payables, leases, 
and plant abandonments. 

f-? 

1 
/". 

r y ,  

Prescribing the use of present value a t  
this time is not premature even though 
FASB is still conducting an inquiry on 
present value measurement, The FASB 
inquiry relates to whether discounted pre- 
sent value should be used as the measure 
of assets and liabilities t h a t  will be real- 
ized through future receipts or payments. 
In  contrast, the Commission is simply 
prescribing the use of present value as a 
technique for  allocating the actual histori- 
cal cost of a purchase among allowances 
of different vintages 49 Therefore, the pre- 
sent value measurement adopted in this 
rule is different from the determination 
a t  issue in the FASB inquiry. 

3 .  Allowance Trades Between Affiliates 

The NOPR. proposed that a company 
obtaining allowances from an affiliate 
should record as its cost the inventory 
cost of the affiliate that  first obtained the 
allowances.,50 The NOPR stated that any 
difference between this cost and the sale 
price should he recognized as an equity 
contributbn between affiliates and re- 
corded in. Account 211, Miscellaneous 
Paid-in Capital 

Comments. NARUC, the Florida Com- 
mission and the Georgia Commission sup- 
port the Commission's proposal, so long as 
records allow state regulators to deter- 
mine the proper ratemaking treatment. 

EEI and others5' argue that allowances 
traded between affiliates should be valued 
a t  fair va!ue Th.es.e commenters raise 
many different arguments. For example, 
EEI and certain others52 argue that the 
proposed rule would discourage affiliate 
trades, contrary to the decision by Con- 
gress to exempt allowance trades from the 
jurisdiction of the Securities and Ex- 

47 When contractual values approximate fair 
market valuc, they may be used as the measure 
of fair market value Only in the absence of fair 
value must present value be ussd 

*The incremental borrowing rate is the inter- 
est rate that, at  the time of t he  allowance acqui- 
siiion, the utility would have incurred to borrow 
suificient addilional funds to pu'rchase the al- 
lowance(s) for the amount 01 time the utility 
expects to hold the allowances 

qg Atlantic Electric asks how to account for 
the difference between the purchase amount and 
the present value There will not be a difference, 
however, since the present value calculation 

:Federal Energy Regulatory Commission 

/-'\ 

A. 

merely ollocates the totnl purchase amount  
among the acquired assets by vintage 

so FERC Statutes and Regulations f 32,4R1 at 
p 32,578 

Coopers & L.ybrand, Price Waterhouse, Chi- 
cago Board ai Trade, Allegheny Power, Atlantic 
Electric. Central & South West, Con Edison, 
Consumers Power, the Iowa Working Group, 
GPU, Gull  States, IES Industries, Kentucky 
Utilities, NRECA. PaciliCorp and Virginia 
Power 

s2 Allegheny Power, Atlantic Electric, AEP, 
Central & South West and Southern Company 
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change Commission (SEC) 53 Southern 
Company and AEP argue that the pr+ 
posed accounting would undo the Con- 
gressional intent t o  allow affiliates to 
transfer allowances on a basis other than 
cost. 

Allegheny Power asserts that  affiliate 
trades are scrutinized by the Commission, 
various state commissions, internal and 
external auditing groups, and the SEC., 
Allegheny Power argues that trades a t  
less than fair vilue would raise prudence 
questions. 

Allegheny Power asserts that  open mar- 
ket trading by affiliates would be more 
costly, less efficient and possibly less reli- 
able than intra-system trading. Similarly, 
EEI argues that affiliates trading on the 
open market would incur unnecessary 
transaction costs., EEX and Ceoterior ar- 
gue that the proposed rule would impair 
the ability of affiliated utilities to engage 
in least cost compliance planning., South- 
ern Company argues that if affiliates can- 
not t ransfer  allowances between 
themselves a t  fair value, they may not be 
able, to maintain allowance reserves on a 
system-wide basis and might increase the 
number of allowances that each utility 
holds. 

PacifiCorp asserts that ,  unless fair  
value is used for affiliate trades, full cost 
recovery is not possible and the allowance 
market will not develop. The Illinois 
Commission argues that the proposed ac- 
counting, by discouraging affiliate allow- 
ance t rades ,  may impede the  
establishment of an active allowance mar- 
ket. 

The Chicago Board of Trade argues 
that using current market value would 
properly make affiliates indifferent be- 
tween trading on the open market or with 
an affiliate, The Board argues that  using 
a valuation method other than market 
value could encourage afIiliates to trade 
with each other on a non-competitive ba- 
sis instead of on the open market. The 
Board asserts that  affiliate trades deprive 
other interested parties of the public price 
signals needed to help minimize compli- 
ance’costs 

The Iowa Working Group argues that 
the NOPRs  proposed accounting could 
lead LO cross-subsidization within multi- 

state companies. The Group asserts that ,  
in seeking least cost compliance. holding 
companies or affiliated utilities may over- 
control emissions at one company‘s unit 
to  avoid making reductions a t  another 
company’s unit. The Group states that, 
when the allowances freed up by overcon- 
trol are transferred from the first com- 

cost accounting could result in the first 
company subsidizing the second one. 

The Group also argues that  the pro- 
posed accounting may lead to cross-subsi- 
dizatioo between a holding company’s 
regulated and unregulated operations. 
The  Group states that ,  under the NOPRs  
proposed accounting, a holding company 
could transfer allowances a t  zero-cost 
from a regulated company to a n  unregu- 
lated affiliate. The Group asserts that  the 
unregulated affiliate could realize below- 
the-line profits by selling such allowances., 

AICPA, Coopers & Lybrand  and 
Deloitte & Touche argue t h a t  using origi- 
nal cost for allowances acquired from af- 
filiates is inconsistent with GAAP, which, 
according Lo AICPA, usually does not dis: 
tinguish between assets acquired from af- 
filiates and those acquired externally in 
similar trades. AICPA asserts that  the 
Commission should use its enforcement 
powers to  determine the appropriateness 
of affiliate trades 

The Environmental  Defense Fund,  
Centerior, Ohio Edison and Penn Power 
argue tha t  affiliate trades should be 
treated the same as non-affiliate trades, 
i..e., an allowance obtained from an affili- 
a te  should be valued a t  the sale price, not 
the seller’s original cost The Environ- 
mental Defense Fund asserts that  the 
oversight of state regulators, especially if 
trades are between affiliates in two differ- 
ent states, should assure that prices re- 
flect market value, 

APPA states that fair market value 
could be used for affiliate trades if proper 
reporting measures assure that the mar- 
ket is disciplined by full and timely dis- 
closure of market price information u 

APPA argues that  i f  detailed information, 
including price and terms, is not available 
on all allowance trades, affiliates should 
be required to transfer allowances at his- 
torical cost. 

- 
.. 

pany to the second one, the use of zero- .-.... 

.. 

- 
_.- 

.“-. 

53 See Section 4036) of the CAAA, 42 U S C 
5 7651bti) - 
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NYDPS supports using historical cost 
for trades between an unregulated entity 
and an affiliated regulated utility, but 
supports using fair value lor trades be- 
tween two affiliated regulated utilities., 
NYDPS argues that  trades between affili- 
ated regulated utilities, unlike trades in- 
vo1vin.g’ an  unregulated Affiliate, are 
subject to adequate state and federal 
oversight and present less risk of manipu- 
lation, since. regulators will likely allocate 
any profit transfers to ratepayers’ bene- 
fit. If lair value is used for trades between 
regulated affiliates, NYDPS proposes 
that  a discount (e.,g.,; five to ten percent of 
market value) be applied to  the derived 
market value, to recognize economies re- 
sulting from avoiding market transaction 
costs. 

NRECA asks the Commission to clarify 
that the term “affiliate” is being used in 
the corporate legal sense and does not 
include entities whose only relationship is 
that  of co-owners of a generating plant. 

Commission Response, The great major- 
i ty  of commenters disagree with the 
NOPRs  proposed accounting for affili- 
ated transactions. These commenters ar- 
gue that  the proposed accounting may: 
discotirage affiliate trades; unnecessarily 
raise the cost of acquiring allowances; im- 
pair system-wide least cost planning; 
raise prudence questions even when par- 
ties have acted prudently; provide mis- 
leading price signals to the allowance 
market; result in cross-subsidization be- 
tween affiliates; and conflict with GAAP: 

The Commission finds these arguments 
persuasive and, as explained below, has 
decided not to adopt the proposed ac- 
counting for affiliate transactions. The 
Commission believes that the cited defi- 
ciencies can be avoided by requiring the 
same accounting for afriliate transactions 
as for non-affiliate transactions, Thus, the 
Commission will require that  all allow- 
ance transactions, including transactions 
with affiliates, be accounted for in the 
same manner, i e., the purchase price (his- 
torical cost) of an allowance will be the 
attribute used for accounting valuation 
regardless of whether the allowance is 
purchased from an  affiliate or non-affili- 
ate 

. -  

However, since affiliate transactions 
are by definition less than arm’s length, 
the Commission will require certain addi- 
tional safeguards for allowance transac- 
tions between affiliates As support for 
account ing en t r ies  used t o  record 
purchases from and sales to affiliates, the 
Commission will require the transacting 
utilities to maintain enough information 
to allow ready identification, analysis, 
and verification of the market value of 
allowances at the time of the transaction, 
as well as other relevant information sup- 
porting the reasonableness of the ex- 
change price % The burden of proving the 
fairness of any  value assigned to the al- 
lowances will rest with both the selling 
and purchasing utility These safeguards, 
along with safeguards inherent in existing 
accounting practices (e.g , consolidated 
income statements for affiliates) and in 
ratemaking prudence reviews, should pre- 
vent abusive affiliate trades intended to 
inflate assets or improperly benefit share- 
Iiolders 

NYDPS proposes the application of a 
Commission-determined discount to the 
market value of allowances acquired from 
affiliates, to recognize economies result- 
ing from avoiding market transaction 
costs, The Commission finds this refine- 
ment unnecessary, As explained above, 
the final rule allows the inclusion of mar- 
ket transaction costs in the historical cost 
of allowances. If savings in market trans- 
action costs are achieved by trading with 
. affiliates ....,......... I . the ., . Commission ..... -. . b.elieves . the 
book cost of the allowances should reflect 
such savings. However, sufficient infor.- 
mation on market transaction costs for 
non-affiliate trades should be obtainable 
without the need to establish an arbitrary 
percentage a t  this time The Commission 
has adequate authority to  correct any 
abuses that may occur in this regard 

I n  response to NRECA’s request for 
clarification of the term “affiliate,” the 
Commission intends the term to mean 
companies or persons that directly, or in- 
d i rec t ly  through one o r  more in- 
termediaries, control, or are controlled by, 
or are under common control with, the 
accounting company. This is the same 

54 If the allownnce market is not highly active, 
a range indicative of the current market value 

Federal Energy Regulatory Commission 

could be inferred from the prior and subsequent 
transaction prices that are available 
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definition contained in Definition 5 of the 
U S O ~ A . ~ ~  

4. Allowance Futures 
In the NOPR, the Commission distin- 

guished between hedge transactions and 
speculative transactions and proposed t o  
treat  a trade as a hedge transaction only 
when the utility, at the time it entered 
into a futures contract, designated the 
transaction in contemporaneous docu- 
ments as one entered into for hedging 
purposes.56 The Commission proposed to 
defer the costs or benefits of hedging 
transactions in Account 186, Miscellane- 
ous Deferred Debits, or Account 253, 
Other Deferred Credits, and to include 
such amounts in Account 158.1, Allow- 
ance Inventory, when the related al- 
lowances were acquired, sold or otherwise 
disposed of. The Commission proposed to 
record the costs or ,benefits of speculative 
transactions in Account 421, Miscellane- 
ous Nonoperating Income, or Account 
426.5, Other Deductions. 

Comments. EPA supports the inclusion 
of accounting rules for allowance’ futures, 
stating that the rules will facilitate utili- 
ties’ use of allowance~futures to  manage 
risk associated with the allowance mar- 
ket. 

NARUC, the Florida Commission, the 
Geo‘gia Commission, the Illinois Commis- 
sion and APPA sudport the proposed ac- 
counting treatment for allowance futures 
NARUC proposes extending the same 
rules to “forward contract” trades outside 
of the organized exchanges, while the 
New York Mercantile Exchange proposes 
extending the rules laenerg.y~futures and 
options (e.g,, on crude oil and natural 
gas), The Ohio Staff agrees with the pro- 
posar to defer costs or benefits from hedg- 
ing trades and include such amounts in 
.inventory when the allowances are ac- 
quired, sold or otherwise disposed of 
NRECA emphasizes that allowances held 
for investment purposes should be segre- 
gated, in a separate a a o u n t  from allow- 
ance inventory  held f o r  operat ing 
pvrposes. 

AICPA, Arthur Andersen, Deloitte & 
Touche and Price Waterhouse generally 
support the NOPRs  proposal but assert 
t ha t  the deferred amounts should be re- 
corded in the allowance accounts, not in 
Accounts 186 and 253 AICPA argues 
tha t  deferral in the allowance accounts 
comports with FASB Statement No 80,57 
Coopers & Lybrand argues that the pro- 
posed accounting for futures contracts 
should be replaced by a reference to  FASB 
Statement No. 80. 

Similarly, EEI and otherss8 cite FASB 
Statement No 80 and argue that the 
costs or benefits of hedging transactions 
should be included in inventory as the 
costs or benefits occur, and not deferred 
until the transaction is complete In  sup- 
port, Atlantic Electric asserts that  this 
approach would allow the average price of 
allowances in inventory to reflect hedging 
costs regardless of when specific al- 
lowances are included in inventory. At- 
lantic Electric questions whether the 
NOPR’s proposed accounting conforms to 
the accounting for hedging of other assets, 
e.g.,, fuel supplies. 

that  the proposed accounting could cause 
ratepayers to  bear the risk of a hedging 
trade by paying a return on allowances 
included in rate base, while shareholders 
would receive any  gain on the trade The 
Group asserts that  this could occur be- 
cause the gain or loss on a hedging trade 
would be recorded in below-the-line Ac- 
counts 421 and 426 5, while the al- 
lowances would be recorded in Accounts 
158 1 or 158.2 and might be included in 
rate base The GFOUp asserts that  a proce- 
dure should be adopted for allowances 
used in hedging trades to ensure that 
these allowances will not be included in 
rate base., 

The California Commission asserts that 
all costs of both hedging and speculation 
should be recorded in a non-operating 
subaccount of Account 421 The Califor- c 

nia Commission argues that distinguish- 
ing hedrrinrr from soeculation would be 

<-, 

- 

.-. 

.- 

The Wisconsin Municipal Group asserts - 
- 

. .  -. 

55 18 CFR Part 101, Definition No 5 =AEP, Atlantic Electric, Baltimore Gas & 
Electric, Centerior. Cincinnati Gas & Electric, 

Stater, Pennsylvania Power & L.ight and PSI 
Energy 

’* FERCStatutes and Rwlat jons  ll32.481 a t  Commonwealth Edison, Power, pp 32,578-79 
s7 FASB Stalement 01 Financial Accounting 

Standards No., 80, Accounting for Futures Con- 
tracts, 8 6 ,  in Accounting Statements4ri8inal 
Pronouncements (1591). - 
7:30;967 Federal Energy Guidelines 
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neither feasible nor purposeftil. Instead, 
the California Commission argues, the 
proposed accounting would further bur- 
den the regulatory process by requiring 
regulators to evaluate a utility's designa- 
tion of a trade as either hedging or specu- 
lation, to ensure that the utility is only 
passing on reasonably incurred costs and 
not siphoning off gains that should be 
used to reduce its revenue requirement. 
The California Commission argues t h a t  
i ts  proposal would 'discourage utilities 
from playing in the futures market and 
avoid unnecessary accounting and regula- 
tory complexities. 

Detroit Edison argues tha t  utilities 
should not be required to designate a 
transaction as one entered into for hedg- 
ing purposes Detroit Edison  asserts that 
utilities should be presumed to enter into 
futures contracts for the purpose of hedg- 
ing rather than speculating., 

ALCPA and others5g argue tha t  al- 
lowances purchased for speculative pur- 
poses should be recorded in Account 124, 
Other Investments., EEI ,  Atlantic Elec- 
tric, Commonwealth Edison and Florida 
Power & Light also assert that  any gains 
or losses on disposition of these allowances 
should be recorded in Account 421, Mis- 
cellaneous Nonoperating Income 

Commission Response. The Commission 
will limit the scope of the final rule on 
hedge accounting to allowance futures 
traded on an organized exchange. Futures 
trading is an  established, standardized 
practice for which uniform accounting re- 
quirements .. . . ... . .- .. are practical. . . - . -. There . . .. . . .. .. are . . - nu- 
merous other methods of hedging (e,g., 
forward contracts) that  do not enjoy, the 
same level of standardization as futures 
contracts and therefore may require dif- 
ferent accounting.w ' FASB is reviewing 
the accounting in these areas and the 
Commission finds it appropriate in this 
instance not to go beyond the limited 
hedge accounting rules adopted herein 
until FASBs review i s  completed., 

The Commission agrees with certain 
commenters t h a t  Account 124, Other In- 
vestments, should be designated as the 
proper account for recording allowance 

m 
' I  
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futures transactions entered into for spec- 
ulative purposes., However, t h e  Cornmis- 
sion is not convinced that other changes 
are needed in the proposed accounting for 
futures 'transactions From an informa- 
tional standpoint, there is considerable 
benefit in requiring deferral of the costs 
and benefits of futures trading in Account 
186 or Account 253 until the futures con- 
tract is closed Further, the amounts of 
the accounting charges and credits result- 
ing frcm the Commission's method should 
be the same as would be produced under 
FASB Statement  No, 80, and would 
merely be displayed differently on the 
balance sheet The Commission fails to  
see how this difference in display creates 
a conflict. with GAAP. Also, since the 
Commission is requiring the use of a 
weighted average cost method in deter. 
mining the cost of allowances issued from 
inventory, t he  costsand benefits from fu- 
tures transactions, unless deferred as pro- 
posed in the NOPR, could affect the 
income statement before the cost of the 
related allowances is expensed., This po- 
tential mismatch is avoided i f  separate 
deferrals in Accounts 186 and 253 are 
required. 
5 Allowances Acquired Through Ex- 

changes 

The Commission proposed in the NOPR 
to account for allowances received in ex- 
changes based on the inventory value of 
the allowances given up."' For example, 
when no monetary consideration {or 
"boot") is involved, the value of al- 
lowances received ... " .......... in an  . exchange .. . . . ... . .. . ... .would 
equal the inventory cost of the allowances 
given. When a utility pays boot in an 
exchange, the value of the acquired al- 
lowances would be the sum of the inven- 
tory cost of the allowances given up and 
the boot paid. 

Comments NARUC, the Georgia Com- 
mission and the Ohio Staff support the 
proposed rules, The Florida Commission 
also supports the proposed rules, SO long 
as utility records allow a detailed review 
of individual. transactions, including an 
identification of transactions between af- 
filiated companies 

I_ 

59 Arthur Andersen, Deloitte & Touche, EEI, Exploratory Study of the Underlying Issues 
Atlantic Electric, Centerior, Commonwealth (1991)), more than 75 difiercnt hedging prod- 
Edison, Florida Power & Light and PSI Energy. ucts exist today 

In Iacr, according to a FASB Research Re.. FERCStaturu; andRegulntionsf 32,481 at 
port on hedging (FASB, Hedre Accounting: An p 32,579 

P 
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PSI Energy and the Ohio Staff state 
tha t  the proposal is consistent with 
GAAP, specifically with APB Opinion No. 
29, “Accounting for Nonmonetary Trans- 
actions.” PSI Energy asserts that  the fi- 
nal.rule should refer to APB Opinion NO 
29 as the accounting rule for allowance 
exchanges 

Delmarva Power & Light supports the 
proposedirule but notes that the NOPR is 
silent regarding an  exchange involving 
dissimilar nonmonetary assets. Delmarva 
asserts that when an  exchange of dissimi- 
lar nonmonetary assets occurs, the ac- 
counting should be based on the fair 
values of the assets involved., 

Price Waterhouse opposes the NOPR’s 
proposal to base the value of allowances 
obtained in an exchange on the inventory 
cost of the allowances given in exchange, 
plus any boot paid. Price Waterhouse ar- 
gues that APB Opinion No. 29 requires 
that such exchanges be accounted for 
based on fair value. 

AEP opposes the use of historical cost 
in accounting for allowances acquired 
through exchanges, citing the same con- 
cerns it raised against using historical 
cost generally. 

Commission Response. The Commission 
has carefully analyzed the comments on 
allowance exchanges and believes that 
there is no need to modify the original 
proposal., To the extent, if any, that  
GAAP would require the use of fair value 
in accounting for an exchange when this 
rule would require the use of historical 
cost, the  Commission deviates from 
GAAP for  reasons s ta ted above. If 
ratemaking does not follow the account- 
ing for exchanges, the economic effects oI 
any differemes can be adequately pro- 
vided for by recording regulatory assets 
and liabilities. as discussed below. 
D,  Inventory Method 

I., Weighted Average Cost Method 

The NOPR proposed to use a weighted 
average cost method for determining the 
cost of allowances issued from inven- 
tory6Z The Commission stated that this 
method provides a rational, systematic 
and objective measure of the cost of al- 

lowances used or sold during a period and 
mitigates the effect of price changes on 
income and inventory balances The Com- 
mission also stated that if a utility was 
required to use another inventory method 
for ratemaking purposes, any differences 
in  allowance inventory values and ex- 
pense amounts for rate and accounting 

latory assets and liabilities. 

support the use of the weighted average 
cost method.63 The Florida Commission 
notes t h a t  this method comports with the 
method used in Florida for fuel inventory 
pricing. The Illinois Cornmission states 
that  the weighted average cost method 
prevents utilities from manipulating al- 
lowance costs and that such manipulation 
could cause fluctuations in the expensed 
allowances as well as in gain or loss recog- 
nition. APPA states that the weighted 
average cost method will cause the least 
seasonal variation in unit cost., 

AICPA argues that  the Commission 
should adopt an averaging method (e.,g,,, 

that  method unless a utility demonstrates 
that  another method better reflects the 
cost of the allowances. Similarly, Deloitte 
& Touche suggests modifying the rule to 
express a preference for tlie weighted av- 
erage cost method. but allow the use of 
other methods when appropriate. 

The Ohio Staff supports using the 
weighted average cost method now, but 
recommends that the Commission recon- 
sider the issue after the Internal Revenue 
Service rules on the  tax treatment of al- 
lowances. Alternatively, the Ohio Staff 
suggests allowing companies to change 
costing methods if required 

The North Carolina Staff argues that a 
utility should be allowed to use, for ac- 
counting purposes, the inventory method 
used by most of its regulatory jurisdic- 
tions (or the jurisdictions controlling most 
of the utility’s revenues) The North Car- 
olina Staff argues that  this approach 
would reduce the amount of regulatory 
assets and liabilities, so long as most of 
the jurisdictions use the same method 

- 

purposes would he accounted for as regu- *-., 

Comments A number of commenters - 

weighted average cost) and require use of -_ 

4 

- 

b2 FERC Stalutes and Regulattons f 32,481 a t  a NARUC, the California Commission, the 
Florida Commission. the Georgia Commission. pp 32.579-82 
the Illinois Commission. PSI Energy and APPA I 
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EEI and many others" oppose the 

mandatory use of a particular inventory 
method. They argue instead that  utilities 
should be allowed to use any method that 
is consistent with GAAP, best fits the 
utility's activity in acquiring and using 
allowances and is allowed by t h e  primary 
ratemaking jurisdiction. EEI argues that 
this approach would avoid unnecessary 
use of regulatory assets and liabilities 

Several commenters assert tha t  the 
Commission does not prescribe a single 
inventory method for materials and sup- 
plies or fuel and should not do so for 
allowances. Virginia Power, for example, 
notes that  Account 154, Plant Materials 
and Operating Supplies, allows the use of 
a. "cumulative average, first-in-first-out 
[FIFO], or such other method of inven: 
tory accounting as conforms with ac- 
cepted accounting standards consistently 
applied."65' Iowa-Illinois states that  i t  
uses the last-in-first-out (LIFO) method 
for coal inventories and argues-that, since 
allowance usage will track file1 usage, al- 
lowance and fuel usage should be valued 
similarly Baltimore Gas & Electric ar- 
gues that the Commission should require 
only that the inventory method used for 
allowances be consistent with the method 
used for the related fuel inventory. 

Florida Power & Light argues that,  
while the weighted average cost method is 
appropriate for fungible inventories such 
as 'fuel, where it is impossible to distin- 
guish between fuel bought at different 
prices and stored in the same tank, al- 
lowances are individually serialized and 
c a n  he distinguished -from each .,other, 
Florida Power & Light argues that EPA 
has proposed to require specific identifi- 
cation of allowances and that the Internal 
Revenue Service is likely to require spe- 
cific, identification.. Florida Power & Light 
argues that the use of different inventory 
methods for accounting, tax and environ- 
mental purposes would result in unway- 

@Allegheny Power, the American Gas Arsoci- 
ation, Baltimore Gat; & Electric, Centerior, Cen- 
Lral & South West, Cincinnati Gas & Electric, 
Commonwealth Edison, Con Edison. Consumers 
Power, Florida Power & Light; Gulf States, 
Iowa-Illinois, Kentucky Utilities, PacifiCorp, 
Wisconsin Electric, Atlantic Elec,tric, Delmarva 
Power, IES Industries, NYSEG, Ohio Edison, 
PG&E, PJM, Penn Power, Pennsylvania Power 
& L.ight, Potomac Electric, PSE&G, Southern 
Company, Virginia Power and Wisconsin Public 
Service 
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ranted administrative burdens wi thout  
discernible benefits to utilities of their 
ratepayers. 

Allegheny Power argues that .the spe- 
cific identification method is appropriate 
for allowances because it can prevent dis- 
tortions in the valuation of allowances 
charged to retail customers. Allegheny 
Power argues, as an example, that  if a 
company buys allowances for a specific 
nonaffiliated trade, the cost of those al- 
lowances should be allowed to follow' that  
trade and not affect the costs charged to 
regular customers. Allegheny Power ar- 
gues that companies may also buy al- 
lowances for future needs, and that the 
average cost method can cause current 
ratepayers to pay for allowances that will 
not benefit them. 

AEP and Arthur Andersen assert, con- 
trary to the hOPR,@ that the use of 
different inventory methods for account- 
ing and ratemaking purposes does not re- 
qu i re  account ing for differences in  
inventory values and expense amounts as 
regulatory assets and liabilities, so long as 
the ratemaking method is allowed by 
GAAP Southern Company argues that 
recording regulatory assets and liabilities 
for all differences between inventory val- 
ues for accounting and ratemaking pur- 
poses is  unnecessary,  costly and 
administratively burdensome. Cincinnati 
Gas & Electric argu,es that such account- 
ing could confuse users of financial siate- 
ments ,  with no a p p a r e n t  gain in 
usefulness or clarity. 

between two generally accepted account- 
ing methods (e.g,, when a state commis- 
sion and  th i s  Commission require 
different methods) are not regulatory as- 
sets under FASB Statement No. 71. 

Ohlb Edison and Penn Power assert 
that  the proposal to use'regulatory assets 
and liabilities to reflect differences in i& 

EE! and assert that differences. 

18 CFR Part 101, Account 151, Plant 
Materials and Operating Supplies 

66 FERC Statutes and Regulations 1 32,481 at 
pp 32,58142 

"American Gas Association, Ballimore Gas & 
Electric, Centerior, Central & South West. Com- 
monwealth Edison, Gulf States, Pennsylvania 
Power & Light, PJM and Wisconsin Public Ser- 
vice 
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ventory methods is an unnecessary com- 
plication and that concerns continue to be 
raised by the SEC and accountants about 
the collectability of regulatory assets. 
They'arguk that, while these concerns are 
often baseless, their existence demon- 
strates the perception of higher risk asso- 
ciated wi.th such assets 

Atlantic Electric argues that the Com- 
mission must assess the effects of al- 
lowances valued a t  present value on the 
weigbted average cost method Atlantic 
Electric asserts that  amortization of in- 
ventory costs can be distorted by commin- 
gling. costs of allowances associated with 
future use with costs of allowances with 
more current application 

AICPA and. Deloitte & Touche dispute 
the N O P R s  statement that  "there is no 
need, for inventory purposes, to sepa- 
rately identify w.hich allowances were 
used . ,. . " They argue that serialization 
of. allowances would better enable inde- 
pendent auditors to  confirm the existence 
of allowances and the completion of 
trades, and allow utilities to design effec- 
tive internal control and tax systems for 
allowances 

The Ohio Staff recommends that if 
EPA adopts serialization, utilities should 
be required to maintain records detailing 
the cost associated with each serial num- 
ber, 

Commission Response. Based on careful 
cairsideration of the comments, the Com- 
mission has decided to adhere to its pro- 
posal to require the use of a single 
inventory method, the weighted average 

counting., While there is merit in the rec- 
ommendation of some commenters to 
allow the use of any inventory method 
that complies with GAAP and is used for 
ratemaking purposes, such benefits are 
oiitweighed by the need to limit manage- 
ment's diskretion in determining income 
and inventory balances and by the bene- 
fits of having a uniform accounting 
method. 

The weighted average cost method has 
the advantage of objectivity in that it 
limits management discretion in deter- 
mining income and inventory balances., 
By comparison, the other common inven- 
tory nikthods (specific identification, 

thodi. ~ S ) F  a ! l ~ a n c e  i n v e n t o ~ ~  ac- 

LIFO and FIFO) provide management 
greater flexibility to manipulate inven- 
tory and income balances by timing 
purchases and sales of allowances and by 
specifying which allowances are trans- 
ferred or While the Commission 
has allowed utilities to use these other 
methods for certain inventories, the allow- 
ance inventory will differ from other in- 
ventories, in t h a t  some allowances will be 
received at zero cost from EPA and others 
will be purchised at market price. This 
cost dichotomy does not exist for other 
inventories and magnifies management's 
ability to alter income and inventory bal- 
ances under inventory methods other 
than weighted average cost method. The 
latter method is needed in this instance to 
prevent the accounting manipulation 
made possible by the unique disparity of 
allowance costs. 

Also, the uniformity gained by requir- 
ing all utilities to use a single inventory 
method produces other valuable benefits 
Many utilities operate in more than one 
rate jurisdiction and it is possible that all 
such jurisdictions will not use the same 
method to price inventory issuances for 
ratemaking purposes However, a single -. 
inventory method is essential for account- 
ing purposes, For example, if one jurisdic- 
tion uses LIFO for ratemaking purposes 
and another uses FIFO, the principles of 
sound accounting would militate against 
the use of both methods in the utility's 
inventory accounting or the adoption of 
different inventory pools for each jurisdic- 
tion 

Moreover, such jurisdictional differ- 
ences are lilceTy to occur, and require the 
use of regulatory asset and liability ac- 
counts, regardless of the method the Com- 
mission prescribes for accounting 
purposes. Thus, the use of regulatory as- 
set  and liability accounts cannot be 
avoided merely by allowing utilities to  
select the accounting method they find 
desirable 

Apart  from multi-jurisdictional con- 

method will also help ensure comparabil- 
ity of financial data within the industry 
Different inventory methods can substan- 
tially alter a utility's apparent financial 
performance and, even if the method used 

- 

-,. 

./ 

- 
flicts, the use of a uniform inventory - 

68 See FERC Statutes  and Regulations 
f 32.481 at pp 32.57980 - 
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is disclosed, make comparisons to other 

The Commission disagrees with the 
commenters who assert that, based on 
FASB Statement No. 71, the use of differ- 
en t  inventory methods for ratemaking 
and accounting purposes would not give 
rise to 'regulatory assets and liabilities 
under the USofA so long as both methods 
a re  allowed by GAAP. Regulatory assets 
and liabilities a re  defined differently 
under the final rule than under FASB 
Statement No. 71. In  relevant part, the 
final rule defines regulatory assets and 
liabilities as arising from specific reve- 
nues, expenses, gains, or'losses tha t  would 
have been included in net income deter- 
minat ions in one period under the  
USofA's general requirements but for i t  
being probable that such items will be 
included in a diffeeent period(s) for pur- 
poses of developing the rates the utility is 
authorized to  charge for its utility ser- 
vices.. The final rule, however, requires 
the use of a single inventory method for 
allowances-weighted average cost, Thus, 
under the final rule's definition of regula- 
tory assets and liabilities, the use of a 
different inventory method for ratemak- 
ing purposes could produce regulatory as- 
sets or liabilities, even ,if the other method 
is allowed by CUP, ,  Under FASB State- 
ment No,, 71, on the other hand, regula- 
tory assets represent differences between 
the way costs are recognized for regula- 
tory purposes and the way costs are recog- 
nized for enterprises in general., Several 
inventory methods are acceptable under 
GAAP for industries in general. Thus, 
under FASB's definition of regulatory as- 
sets and liabilities, the use of different 
inventory methods for rates and account- 
ing would not produce regulatory assets 
and liabilities so long as both methods are 
allowed by GAAP. 

Some commenters appear to misunder- 
stand how the Commission intend: the 
weighted average cost method to be ap- 
plied when allowances in inventory are of 
different v.intages. Proposed General In -  
struction ZliD) stated: 

Inventory included in Accounts 
158 1 and 158,Z must be accounted for 
on a vintage basis using a weighted- 
averaee method of cost determination. 

r', utilities needlessly difficult. 

rl; 

T? 

Allowances usable but not used in the 
current year must be carried forward to 
the next vintage year inventory with 
the appropriate recognition of their in- 
ventory cost in the next vintage year's 
weighted-average cost 

Therefore, the application of this method 
would not commingle or distort costs of 
currently usable allowances with the cost 
of allowances usable only in future years 
The only time that the cost of different 
vintages are combined in the same inven- 
tory cost pool is when a currently usable 
allowance is not used and is therefore 
available for use in the succeeding 
yeads). 

As to th,e Internal Revenue Service 
(mS) rules on the tax treatment of al- 
lowances, the Commission notes that in 
Revenue Procedure 92-91 (issued Nov- 
ember 16, 1992) the IRS issued guidance 
on certain federal income tax conse- 
quences of the allowance program. Noth- 
ing in that guidance is directly on point 
with respect to inventory methods and, in 
any event, the tax treatment would not 
dictate the appropriate financial account- 
ing treatment. To the extent there a ie  
timing differences between the tax recog- 
nition and the financial accounting, the 
USofA provides for appropriate recogni- 
tion of the tax  effect of such differences 

As to the comments on serializing al- 
lowances, the Commission does not dis: 
pu te  t h a t  serialization woula help 
independent auditors to confirm the exis- 
tence of allowances and the completion of 
trades, and help utilities to design effec- 
tive internal control a n 3  tax systems for 
allowances. In fact, the Commission 
would encourage the use of serial numbers 
for such purposes., For reasons stated 
above, however, the Commissibn is adopt- 
ing a weighted average cost inventory 
method, which does not require specific 
identification or cost information by each 
allowance's serial number. 

2 .  Vin taging ofAllowances 
The Commissibn proposed in the NOPR 

to require the grouping of allowances in 
inventory by vintage, ;.,e, by the year in 
which the allowances are first eligible for 
use.6y Under this approach, only those 
allowances usable during the current year 
(including allowances carried over from 

6q FERCStarutes andRe@ulatrons I32.481 a t  
p 32,582 
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prior years) would be included in deter- 
mining the weighted average cost of the 
vintage. 

Comments Vintaging is supported by 
Delmarva Power, NARUC, the California 
Commission, the Florida Commission, the 
Georgia Commission, the Illinois Commis- 
sion, the Ohio Staff and APPA. 

CoriiuAers Power opposes vintaging, 
arguing t h a t  the Commission has not re- 
quired vintaging for any other inventory 
account. Consumers Power asserts that 
vintaging of allowances will, impose an 
unnecessary administrative burden, 

The Wisconsin Municipal Group also 
opposes vintaging, arguing that  vintaging 
is inconsistent with the NOPR's state- 
ments that  all allowances are fungible. 
The Wisconsin., Municipal Group asserts 
that  the  weighted average cost of the al- 
lowances expensed should be calculated 
uGng all allowances io inventory. 

Commission Response. The Commission 
will retain the vintaging requirement in 
the final rule. Vinfaging is essential for 
proper costing of allowances used or oth- 
erwise disposed of during each year An 
allowance not yet eligible for use does not 
have the same value as an allowance cur- 
rently eligible for use. To  include as-yet- 
unusable allowances with the weighted 
average cost of current ly  usable al- 
lowances would, in the Commission's 
dew,  produce distorted'costing. 
E. Expense Recognition of Allowances 

1. Timing of Recognition 
The Commission proposed in the NOPR 

to require .utilities- to charge to expense on 
a monthly basis the  number of al- 
lowances, including fractional amounts, 
corresponding to  the amount of sulfur di- 
oxide em$tGA.70 The Commission noted 
that  thi's method results in the recognition 
of expenses during the period in which the 
related energy is produced and used and 
matches costs to  the revenues received for 
production, thus accurately reflecting the 
results of operations during each period 

Comments. Many commenters sup- 
ported the proposal for monthly allow- 

ance expense accrual?' EEI comments 
tha t  this approach is consistent with the 
principle of accrual accounting. 

Arthur Andersen recommends that the 
cost basis used for expense recognition 
should be recalculated on a weighted av- 
erage cost, year-of-eligible-use basis each 
month in determining the monthly ex- 
pense amount 

FIorida Power & Light agrees that al- 
lowances should be expensed on a 
monthly basis, but argues that  the ex- 
pensing should be based on management's 
annual compliance plan. Florida Power & 
Light argues that, since months are inte- 
gral parts of an  annual period and not 
discrete periods, monthly costs should re- 
flect the relative portion of the total an- 
t ic ipated annual  allowance expense 
according to the compliance plan. 

Coopers & Lybrand recommends re- 
placement of the NOPR's proposal with a 
reference to APB Opinion No. 28, "In- 
terim Financial Reporting.,"" Coopers & 
Lybrand argues that  APB Opinion No, 28 
provides sufficient guidance oh costs and 
expenses for interim reporting purposes 

APPA states that ,  for some utilities 
with generating units using alternative 
monitoring systems, emission data may 
not be available when the utility closes its 
expense records for a given 'month., APPA 
asserts that  these utilities should be al- 
lowed to xely on estimates based on fuel 
sampling and use, with a year-end true- 
up  coinciding with the extended allow- 
ance recording period adopted in EPA's 
regulations. Similarly, Delmarva Power 
asserts that allowances should he charged 
to expense monthly based on an estimate 
of the number of allowances used each 
month, with a year-end true-up to  actual 
usage. 

EPA notes that whenever emission data 
are missing or unavailable, a utility must 
calculate emissions consistent with esti- 
mates prescribed by EPA. EPA asserts 
that  allowance expensing should be based 
on whatever data  (including data  substi- 
tuted for missing data) are used to deter- 
mine emissions and allowance obligations 

70 FERCStatutes andRegulntionsn 32,481 a t  Power. Gulf Slates, Pennsylvania Power & 
p. 32,583 

gia Com&sion, the Illinois Commission, the " APB Opinion No 28, Interim Financial Re- 
Ohio Staff, EEI, Centerior, Cincinnati Gas & pnrting, in Accounting Sraternents4rifiinnl 

Light, PSI Energy and APPA 
71 NARUC, the Florida Commission, the Geor- 
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under the Clean Air Act.. EPA argues that 
this result would properly correlate a util- 
ity's allowance accounting with its actual 
allowance obligations and costs., 

Commission Response., The Commission 
will adopt the proposal to  require utilities 
to  charge to  expense on a monthly basis 
the cost of allowances, including frac- 
tional amounts, corresponding to the 
amount of sulfur dioxide emitted. As sug 
gested by Arthur Andersen, the cost basis 
used for expense recognition should be 
recalculated on a weighted average cost, 
year-of-eligible-use basis each month., The 
Commission recognizes that in some in- 
stances actual emission data may not be 
available when the utility closes its ex- 
pense records for a given month.. The use 
of reasonable estimates in such circum- 
stances; with true-ups to actual data in 
the month the facts become known, is 
acceptable for financial reporting pur- 
poses, 

P, 
! I  

(-"\ 

2. Account Used for Recognition 

The Commission proposed in the NOPR 
to require utilities to record the expense 
of allowances in a new account entitled 
Account 509, Allowances.73 The Commis- 
sion stated t h a t  classification in Account 
509 would properly recognize the nature 
of allowances as par t  of the cost of pro- 
duction, but would not require any partic- 
ular ratemaking treatment., 

Comments. The proposed rule is sup- 
ported by Arthur Andersen, NARUC, the 
Florida Commission, the Georgia Com- 
mission and the Ohio Staff., 

The Illinois Commission does not op- 
pose the creation of Account 509 hut ar- 
gues that utilities should be allowed to 
modify this requirement to conform to the 
accounting mandated by state regulators 
The Illinois Commission argues that it 
may wish to allow fuel clause recovery of 
allowance expenses and, to do so, may 
have to require utilities to record allow- 
ance expenses in Account 501, Fuel, Simi- 
lady, Duke Power, argues that mandating 
the use of an  account other than Account 
501 will preclude many companies from 
recovering allowance costs through fuel 
clauses under existing statutes. 

/mi 

f-1, 

EEI and many other c o m m e n t e r ~ ~ ~  
support the recognition of allowance ex- 
pense in a new subaccount within Ac- 
coiint 501., Iowa-Illinois argues,  for 
example, that  using a new subaccount of 
Account 501 would facilitate fuel clause 
recovery because many fuel clauses, in- 
cluding those in Iowa-Illinois' retail juris- 
dictions, limit recoverable costs to those 
included in specific accounts PSI Energy 
argues that  using a subaccount of Ac- 
count 501 would not dictate any particu- 
lar ratemaking treatment or violate the 
goal of ra te  neutrality because state com- 
missions will thoroughly review the rate 
treatment of allowances, 

AEP opposes the creation of a new a? 
count, instead supporting the use of ex- 
isting accounts such as Account 501 or 
Account 536, Miscellaneous Steam Power 
Expenses,, AEP argues that short-term 
sales are generally priced at full recovery 
of fuel costs plus partial recovery of O&M 
costs, so that  using existing accounts, par- 
ticularly Account 501, may allow recov- 
ery from short-term energy buyers of the 
full fair value of the allowances used for 
the sale. 

Virginia Power argues that the cost. of 
using allowances obtained in fuel-relate$ 
txades should be recognized in Account 
501. As an example, Virginia Power de- 
scribes a sale of high sulfur coal bundled 
with allowances, in which the allowances 
are needed because burning the high sul- 
fur coal will generate substantial emis- 
sions. 

APPA opposes th,e use of Account 501 
for .allowances. APPA argues that  al-  
lowances should be held in a separite 
account to facilitate correct rate mecha- 
nisms such as formula rates. APPA argues 
that  the recovery of allowances in rates 
will be a distinct and separate issue, SO 
that  allowances should not be treated as 
part  of an aggregate figure, 

Commission Response. The Commission 
will adopt Account 509, Allowances, as 
the proper account for recording allow- 
ance expenses. Most of the commenters 
opposing the use of Account ,509 argue 
that  the use of other existing accounts 
would facilitate rate recovery. However, 

73 FERC Statures and Regulations 1 32.481 ai 

74 Allegheny Power, Baltimore Gas & Electric, 
Central & South West, Cincinnati Gas & Elec- 

tric, Commonwealth Edison, Consumers Power. 
,n,. p., 32,583 Delmarva Power, Gull States, IES Industries, 

Iowa-Illinois. Ohio Edison, Peon Power, PJM, 
Potomac Electric, PSI Energy and PSE&G. 
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as explained above, the Commission in- 
tends for this accounting rule to be rate 
neutral, i.e., to not favor one particular 
rate treatment over another. Using a new 
account will best accomplish this objec- 
tive. Furthermore, the use of a separate 
account for expensing allowances wilt sim- 
plify access to useful information on a 
utility’s allowance program., 

3. Allowance Inventory Shortages 
The NOPR proposed that if a utility 

emits more sulfur dioxide than i t  has al- 
lowances in inventory, the utility should 
accrue in inventory (Account 158 1) the 
estimated cost of obtaining the needed 
allowances.75 The utility would charge 
Account 158 1 for the estimated cost of 
the needed allowances and credit the 
proper liability account., Any difference 
between the estimated and actual cost of 
allowances would be charged to Account 
158.1, 

Comments.  Consumers Power,  
NARUC, the Florida Commission and the 
Georgia Commission support the pro- 
posed rules The Ohio Staff generally 
agrees with the proposed rule but recom- 
mends t h a t  any  estimated amounts  
charged to the allowance inventory ac- 
count should be designated as estimates. 
The Ohio Staff also recommends that  util- 
ities be required to keep records support- 
ing the cost estimates. 

A number of commenters argue that 
the cost of meeting an allowance inven- 
tory shortage should be expensed immedi- 
ately, along with the related liability, 
instead of being charged to 
AICPA ‘wgties that  any difkrence be- 
tween actual and estimated costs should 
be charged to expense rather than Ac- 
count 158 1. 

Commission Response., The Commission 
will adopt the accounting proposed in the 
NOPR. The Commission proposed using 
Account 158.1 for recording allowance ac- 
cruals, instead of direct expensing, to be 
consistent with the use of the weighted 
average cost method of costing allowances 
issued from. inventory, and to ensure the 
completeness of information reported to 

the  Commission annually on utility allow- 
ance programs. 

To clarify the Commission’s intent, 
however, there should be no delay in ex- 
pensing. the estimated cost of allowances 
when a utility has fewer allowances than 
i t  needs for its emissions to date., When 
accruals are required, Account 158.,1 ef- 
fectively becomes a clearing account in 
which the monthly cost of accrued al- 
lowances is charged and credited in the 
same month, In  such cases, the use of 
Account 158..1 will provide auditable in- 
formation needed to complete the re- 
quired reporting schedule. Likewise, when 
differences between the estimated cost of 
allowances and the actual cost become 
known, the adjustments should be made 
through Account 158 1 and Account 509 
within a single month With these clarifi- 
cations, the proposed accounting meets 
the commenters‘ concerns on expensing 
allowance costs in the proper period and 
a t  the same time ensures the complete- 
ness of data for Account 158 1. 

4., Penalties 

The Commission stated in the NOPR. 
that ,  if a utility incurs a fine or penalty 
as a result of noncompliance with the 
CAAA., the USofA requires the fine or 
penalty to be recorded in Account 426.,3, 
Penalties, a below-the-line account?’ 

Comments. Commenters agreeing with 
the proposed treatment include Consum- 
ers Power, NARUC, the California Com- 
mission, the Florida Commission, the 
Georgia Commission and the Illinois Com- 
mission 

EEI and Allegheny Power propose the 
designation of penalty accounts both be, 
low and above the line.” Allegheny Power 
asserts that  the NOPR assumed that pen- 
alties are not  recoverable in rates, an  as- 
sumption that Allegheny Power argues 
may not be true depending on the circum- 
stances and on regulatory decisions 

EEI and Florida Power & Light assert 
tha t  penalties imposed for noncompliance 
should be reviewed to determine the cause 
of the noncompliance. They argue that if 

7s FERCStatutes and Regulations1 32,481 at 77 FERC Statutes and Regulations1 32,481 a t  
p 32,583 p 32,583 

76 AICPA, A r t h u r  Andersen, Deloitte & - 
Touche, EEI, Atlantic Electric, Baltimore Gas 
& Electric, Commonwealth Edison, Gulf States, 

78 “Above-the-line” accounts contain amounts 
that  reflect operating income and expenses and 

Iowa-Illinois and Pennsylvania Power & Light are generally included in raws ’- 
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a utility has acted prudently to meet 
emission limits and events outside its con- 
trol caused the noncompliance, the pen.. 
alty should be allowed in cast-of-service, 

The North Carolina Staff opposes the 
creation of an above-the-line account for 
CAAA-related penalties, The North Car* 
lina Staff asserts that  designation of an 
above-the-line account could encourage a 
utility to record penalties in that  account 
without 'prior regulatory approval, due' to 
its belief that the' costs should be .recov- 
ered in ra tes  The North Carolina Staff 
asserts that such actions not only may 
misclassify such costs, but also would 
make it more difficult to ascertain the 
utility's total penalties. 

Commfssion Response. The Commissidn 
continues to believe tha t  the' proper ac- 
count to 'use for all fines and penalties 
incurred through noncompliance with the 
C M A ,  is Account 426.3, Penalties. How- 
ever, the use,of this account is not in- 
tended to preclude a ratemaking body 
from considering ariy amounts recorded 
therein for ratemaking purposes The 
Commission notes, however, t ha t  IRS 
Revenue Procedure 92-91, discussed 
above, states that  the $2,m per ton pen- 
alty imposed under the CAAA is not de- 
ductible for Federal income tax purposes. 
F. Gain or Loss on Disposition of Al- 
lowances 

The NOPR proposed a two-step process 
for accounting for gains and losses on 'the 
sale, exchange, or other disposition o t  al- 
lowances. The first step wo.uld be to recog- 
nize, the gain or loss in income, in either of 
two new above-the-line accoun ount 
411.8, Gains from Disposition of Al- 
lowances, or Account 41l .S,  Losses from 
Disposition of Allowances. The second 
step would be to recognize the economic 
effect of 'regulators' actual or expected 
,ratemaking treatment of the gain o r  loss, 
by recording entries in new generic ac- 
counts for regulatory assets and liatiili- 
ties: Account 182 3, Other Regulatory 
Assets; Account 244, Other Regulatory 
Liabilities; Account 407,3, Regulatory 
Debits; and Account 407,4, Regulatory 
Credits. 

Comments.. NARUC, the Florida Com- 
mission, the Georgia Commission, the Illi- 
nois Commission and the  Ohio Staff 
support the proposed treatment. NARUC 
states that  the proposed treatment would 
allow gains and losses to remain in the 
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new accounts for regulatory assets and 
liabilities pending a ruling by state regw 
lators. 

'The Michigan 'Staff proposes an ac- 
counting treatment for using the gain 
from allowance sales to offset expendi- 
tures made to reduce sulfur dioxide emis- 
sions. Under this proposal, the net gain 
from allowance sales would first be re- 
corded as  a deferred credit in a new clear- 
ing account.. The utility's management 
then would decide how to use the funds If 
the funds are passed on to stockholders 
and/or ratepayers, the clearing account 
would be reduced and Account 244; Other 
Regulatory Liabilities, would be credited. 
If? the funds are used to  offset expendi- 
tures made to reduce emissions, the clear- 
ing account would again be reduced, but 
the credit entries would be made in the 
affected plant, deferred debit, or operat- 
ing expense accounts. The Michigan Staff 
argues that this treatment would en- 
courage utilities to finance emission re- 
ductions with the funds generated from 
allowance sales 

Allegheny Power argues that  the ac- 
counting for gains and losses on dispusi- 
tion of allowances should allow for 
deferrals with subsequent amortization 
over the expected benefit period and/or 
in accordance with regulatory direction. 
Allegheny Power analogizes to previous 
investment tax credit programs. 

PSI Energy, Detroit Edison and Atlan- 
tic Electric oppose the two-.step process of 
first recording gains or losses in income 
and then. .accounting for  the reg.ulatory 
treatment of such gains or losses PSI 
Energy asserts that this process could dis- 
tort the income statement by accounting 
for a single transaction as two offsetting 
amounts in the income statement: PSI 
Energy suggests instead that  the eco- 
nomic effects of the regulatory treatment 
of allowance-related gains or .losses should 
be accounted for under (he provisions of 
FASB Statement No. 71 

AICPA and Arthur Andersen argue 
that the proper accounting for a gain on 
sale of allowances is as follows: (1) Ir 
there is uncertainty as to the regulatory 
treatment, the gain should be deferred 
-pending resolution of the uncertainty; ( 2 )  
If there is certainty as to the regulatory 
treatment, the gain should be accounted 
for consistent with FASB Statement No 
71, to the extent a regulatory liability 
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results; and (3) If the gain, or any part  
thereof, accrues to shareholders, t ha t  
amount should be recognized as  income 
currently and recorded in Account 421, 
Miscellaneous Nonoperating Income. 
AICPA argues that  a loss should be recog- 
nized currently and recorded in Account 
421, unless a regulatory asset is estab- 
lished under FASB Statement No. 71. 

A number of commenters propose the 
designation of accounts both above and 
below the line for gains and losses on 
allowance tradi11g.7~ Price Waterhouse ar- 
gues that provision should be made for 
below..the-line recognition when circum- 
stances warrant. EEI argues that below- 
the-line accounts are needed because state 
regulators may not always follow the pro- 
cedure proposed by the  Commission. 
Centerior argues that using only above- 
the-line accounts unfairly prejudices fu- 
ture ratemaking with a bias toward allo- 
cating these amounts solely to customers. 

A number of commenters see no need to 
create new accounts for gains and losses 
on disposition of allowances and instead 
suggest modifying existing accounts, both 
above and below the line, to accommodate 
gains and losses on allowance trades** 
PJM and PSE&G assert, for example, 
that  new accounts are not needed because 
the Commission bas stated that the sale 
of allowances is the same as the sale of 
any other asset 

AEP argues tha t  the final rule should 
prescribe accounting for sharing gains 
and losses between ratepayers and share- 
holders AEP argues that  when a commis- 
sion's-past -p*cedent- indicate- that  gains 
will be shared between ratepayers and 
shareholders, the latter's portion of the 
gain should be initially recorded below- 
the-line to avoid subsequent reclassifica- 
tion. 

Deloitte & Touche argues that a gain 
accrui.ng to the benefit of shareholders 
should be credited directly to Account 
421, Miscellaneous Nonoperating Income, 
rather than first being credited to Ac- 
count 411.8, Gains from Disposition of 
Allowances. Otherwise, Deloitte & Touche 
states, the same gain could be reported 

Commission Response, Upon consider- 
ing the comments on this issue, the Com- 
mission has decided to  simplify the 
proposed accounting for gains and losses 
on disposition of allowances. The NOPR 
proposed a two-step process under which 
a utility would first recognize these gains 
and losses in its income statement and 
then account for the economic effects of 
the regulatory treatment by recording a 
regulatory liability or asset, The Commis- 
sion now considers this two-step process 
unnecessary and undesirable. Instead, the 
Commission will adopt, in large part, the 
suggestions of AICPA and Arthur Ander- 
sen 

Gains on dispositions of allowances 
should be accounted for as follows., First, 
if there is uncertainty as to the regulatory 
treatment, the gain should be deferred in 
Account 254, Other Regulatory Liabili- 
ties, pending resolution of the uncer- 
ta inty,  Second, if there is certainty as to 
the existence of a regulatory liability, e.g , 
i f  regulators have ordered the gain to be 
passed onto ratepayers over several years, 
the gain will not be recognized in income. 
Instead, it will be credited to Account 
254, with subsequent recognition in in- 
come when reductions in charges to cus- 
tomers occur or t h e  liability is otherwise 
satisfied. Third, all other gains will be 
credited to Account 411 8, Gains from 
Disposition of Allowances 

Losses on disposition of allowances that 
qualify as regulatory assets should be 
charged directly to Account 182.3, Other 
Regulatory Assets All other losses should 
be charged to Account 411 9, Losses from 
Disposition- of  allowance^ 

The Commission declines to adopt the 
suggestion of several commenters that it 
provide for below-the-line recognition of 
gains or losses on disposition of allowances 
(other than gains or losses relating to  
speculative investments, as  discussed 
above). The USofA does not, and should 
not, require each transaction to be shown 
above or below the line based upon 
whether customers or stockholders hear 
the expense or receive the benefits of the 
transaction Instead, the nature of the 
transaction determines whether i t  is 

twice in the income statement shown as utility operating income (above- 

79 Price Waterhouse, EEI, Allegheny Power, 8n Baltimore Gas & Electric, Commonwealth - 
Baltimore Gas & Electric. Centcrior, Florida Edison. GPU. Ohio Edison. PJM, PSE&G and 
Power & Light, GPU, Iowa-Illinois, PaciiiCorp 
and Pennsylvania Power & Light 

Penn Power 
I 
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the-line) or as other income and .deduc- 
tions (below-the-line). With enactment of 
the CAAA, allowance transactions are ex- 
pected to become an integral part of util- 
ity operations, especially if the market for 
allowance trading develops as intended 
The above-the-line classification required 
herein does not dictate how gains and 
losses on dispositions of allowances should 
be apportioned between ratepayer and 
stockholders, but merely reflects the fact  
that allowance transactions are a part of 
utility operations. 

G .  Regulatory Assets and Liabilities 

The Commission proposed in the NOPR 
to provide accounting for regulatory 'as- 
sets and liabilities, i.e., assets and liabili- 
ties created through the ratemaking 
actions of regulatory agencies and not 
specifically provided for in other ac- 
counts The NOPR proposed to create 
four new accounts for regulatory assets 
and liabilities: Account 182 3, Other Reg- 
ulatory Assets; Account 244, Other Regu- 
la tory  Liahifi t ies;  Account 407.3, 
Regulatory Debits; and Account 407.4, 
Regulatory Credits The first two are bal- 
ance sheet accounts; the latter two are 

(?I 

/1\ 

9, income accounts 

As proposed, Account 182 3 :would in- 
clude costs incurred and charged to ex- 
pense which have been, or are soon 
expected to be, authorized for recovery 
through rates and which are not specifi- 
cally provided for in other accounts, Reg. 
ulatory assets would be recorded by 
ch.arge5 tg ,  Acrount !8?,3 aad c.tedits ta 
Account 407.4, Amounts in Account 182.3 
would he amortized to Account 407.,3 over 
the appropriate rate recognition period. 

Account 244 would include liabilities 
imposed by the ratemaking actions of reg. 
ulatory agencies and not specifically pro- 
vided for in other accounts Included in 
Account 244 would be revenues or gains 
realized and credited to income that the 
company is required, or is expected to be 
required, to use to reduce future rates. 
Regulatory liabilities would be estab- 
lished by credits to Account 244 and deb- 
its to Account 407.3. Amounts included in 
Account 244 would be amortized to Ac- 

,/-->\ 

count 407.4 over the appropriate rate rec- 
ognition period 
Support for the NOPR 

National Fuel Gas, the Florida Com- 
mission and the Ohio Staff support the 
proposed rule. The Ohio Staff states that  
the  proposed t reatment  will provide 
uniformity in the way utilities report the 
economic effects of regulatory actions and 
will facilitate review of regulatory assets 
and liabilities 
Support for the Status Quo 

Virginia Power and PSI Energy oppose 
any change in current accounting prac- 
tices for regulatory assets and liabilities., 
Virginia Power argues that  the account- 
ing practices used over the years have 
worked well and should be considered 
GAAP for regulated entities., PSI Energy 
argues that the USofA already provides 
sufficient guidance and accounts for regu- 
latory assets and liabilities and that fi-  
nancial  report ing rules ensure the  
itemization in financial statements of sig. 
nificant regulatory assets or liabilities 
Procedural Objections 

A large number of commenters urge 
deletion, of this issue from this proceeding 
and initiation of a separate rulemaking on 
regulatory assets and liabilities?' Many 
of these commenters assert that  the issue 
of regulatory assets and liabilities is too 
important and complex to be included in 
a rulemaking on accounting for al- 
lowances. 

Pennsylvania Power & Light and Wis- 
consin Electric argue that this  proceeding 
should address only those regulatory as- 
sets and liabilities related to allowances 
and that other regulatory assets and lia- 
bilities should be considered in a separate 
rulemaking. 

AICPA, Arthur Andersen and Deloitte 
& Touche argue that the following issues 
should he exempted from the final rule 
pending further study: whether FASB in- 
StTUCts regulated enterprises to account 
for certain effects on income taxes only on 
the balance sheet, not on the income 
statement; whether deferred returns from 
phase-in plans and other similar deferrals 
should be reported below-the-line; and 

AICPA, Arthur Andersen, Coopers & States. Kansas City Power & Light, Kentucky 
Utilities, PJM, Potomac Electric, PSE&G and ,m. Lybrand, Deloitte & Touche, EEI, Central & 

South West, Commonwealth Edison, Con Wisconsin Public Service 
Edison, Detroit Edison, Duke Power, Gulf 
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whether some items are classified in a 
way unique to the regulatory process and 
are not accounted for as proposed in the 
NOPR 
General Substantive Objections 

AEP argues that, according to FASB, 
regulatory assets and related deferred in- 
come taxes should be reflected only on the 
balance sheet. PSI Energy argues that the 
income statement presentation of phase- 
in plans should be specifically excluded 
from the final rule 

AEP also argues that, if a utility is 
deferring significant costs, e.,& through a 
phase-in plan, and is accruing a return on 
the unrecovered balances, the NOPR may 
wrongly move the credit for the deferred 
return fr:om below-the-line to above-the- 
line. AEP argues that  this result would 
distort both operating and non-operating 
income and is contrary to the regulatory 
intent to provide the credit as compensa- 
tion to investors, not as a reduction of the 
cost of service. 

Centerior argues that  a new account is 
needed for the deferral of return through 
a carrying charge because crediting such 
amounts to Account 407,4, an above-the- 
line account, would be inconsistent with 
past Commission practice Centerior ar- 
gues that  the Commission has consist- 
ently required the carrying charge to be 
credited to Account 421, Miscellaneous 
Nonoperating Income, a helow-the-line 
account. 

EEI argues that the Commission should 
allow certain regulatory assets and liabili- 
ties, such as the gross-up of portions of 
previously-recorded AFUDC, to be classi- 
fied with the plant accounts EEI also 
argues t h a t  certain costs should be 
presented separately from other regula- 
tory assets and liabilities, EEI states, for 
example, tha t  the net phase-in costs capi- 
talized i n  each period or the net amount 
of previously allowable phase-in costs re- 
covered during each period should be re- 
ported, as a separate item of other income 
or expense in.the income statement. 
Applicability of Accounts 407.3 and 407.4 

EEI argues that utilities should be al- 
lowed to use accounts other than 407.:3 
and 407.4 if state regulators have previ- 

Dusly allowed such use, EEI argues that if 
state regulators have allowed the use of 
other accounts, the requirement to use 
Accounts 407.3 and 4074  should apply 
only prospectively. Allegheny Power and 
Kansas City Power & Light assert that 
use of the new accounts should not be 
required if the commission with primary 
ratemaking jurisdiction requires the use 
of other accounts. 

Southern Company argues that the new 
accounts should apply only to new regula- 
tory assets and liabilities. Southern Com- 
pany asserts that  the new accounts could 
lead to cost recovery problems under ex- 
isting contracts and joint ownership 
agreements under which costs previously 
deferred are now being amortized to an 
account reflected in formulary billings., 
Southern Company argues that a change 
in account classification would jeopardize 
cost recovery and could require costly re- 
negotiation of contracts and agreements. 

AEP argues that, if Accounts 407.3 and 
407.4 are adopted, these accounts. should 
not apply to deferred income taxes.. AEP 
argues that the needed information is not 
always available for individual book/tax 
timing differences, especially those in- 
volving plant-in-service AEP argues that 
identifying the proper accounts in which 
deferred taxes should be recorded can be 
difficult or impossible. 

Several commenters argue that  regula- 
tory assets and liabilities should be re- 
corded in income statement accounts 
reflecting the nature of the underlying 
transactions, regardless of when the 
transactions are recognized.,= The Ameri- 
can Gas Association, 'for example, asserts 
that  financial statement readers are more 
interested in the nature of a company's 
transactions than in the differences be- 
tween GAAP for non-regulated and regu- 
lated businesses, The Association asserts 
that, when necessary, utilities and regula- 
tors can determine the effect of regulation 
for ratemaking purposes and that  these 
differences should not be the focus of the 
statements 
Effect on Coverage Ratios 

EEI,  AEP, Gulf States and Virginia 
Power assert that  using new Accounts 
407.3 and 407.4 will distort the computa- 

g! American Gas Association, Baltimore Gas & 
Electric, Columbia Gas. Con Edison, Virginia 
Power and Wisconsin Public Service 
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tion of coverage ratios under SEC rules 
They assert that, under the standard cov- 
erage formula, the adjustments to income 
taxes would be added back to  determine 
earnings for coverage purposes, b u t  the 
related adjustments to the regulatory as- 
set and liability income statement ac- 
counts would not be added back. 
Defining R.egulatory Assets and Liabili- 
ties 

A number of commenters argue that 
regulatory assets and liabilities should be 
defined more consistently with FASB 
Statement No. 71.83 They argue, for ex- 
ample, that the USofA should allow recog- 
nition of regulatory assets and liabilities 
only when rate  recovery is probable, Le., 
likely to occur, not just reasonably ex- 
pected. Otherwise, they argue, utilities 
might have to report the same transac- 
tions under two sets of accounting princi- 
ples. 

NARUC notes that  Account 182.3 in- 
cludes regulatory assets related to the 
amortization or normalization of certain 
costs, and suggests that  the account be 
clarified to include only those regulatory 
assets “related t o  the amortization of spe- 
cific and significant non-recurring or in- 
f requent  operat ing or  main tenance  
expense items , . ” I n  support, NARUC 
states that the word “normalization” is 
ambiguous. The North Carolina Staff sim- 
ilarly argues that, in any ratemaking de- 
cision, regulators may adopt  several 
adjustments to set rates a t  an  average, or 
“normal“ level, but not to provide for 
recovery of a specific cost in a period 
other than the one in which it would be 
recognized for accounting purposes. The 
North Carolina Staff argues ‘ tha t ,  con- 
trary t o  the implication in the NOPR, it 
would, he inappropriate to record a regula- 
tory asset or liability for such adjust- 
ments. 
Inconsistent Classification 

Many commenters note that  proposed 
Account 182,3, Other Regulatory Assets, 
is Flassified as  a deferred asset while pro- 

(-, 

,-. 

/-\,, 
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posed Account 244, Other Regulatory Li- 
abil i t ies,  is classified as  a cur ren t  
liability. A number of commenters argue 
t h a t  regulatory assets and liabilities 
should both be classified in deferred ac- 
count~!~  Others propose the establish- 
ment  of both current  and deferred 
accounts for both regulatory assets and 
l i a b i l i t i e ~ . ~ ~  Still others find either of 
these two approaches acceptable.,% The 
American Gas Association and Con 
Edison argue that  the classification of a 
regulatory asset or liability as current or 
deferred should be determined by GAAP. 

Commission Response. The Commission 
now believes that,  although separate ac- 
countS for regulatory assets and liabilities 
should still he established in this rulemak- 
ing, the two-step process described in the 
NOPR is not generally necessary and in 
some instances may contribute to inap- 
propriate results. Based upon the com- 
ments received, the Commission will 
make certain changes in the accounting 
required for regulatory assets and liabili- 
ties 

*or consistency in the balance sheet 
presentation of regulatory assets and lia- 
bilities, the Commission kill renumber 
proposed Account 244, Other Regulatory 
Liabilities, to Account 254 Account 254 
will be in the deferred credits section of 
the balance sheet, thus paralleling the 
placement of Account 182 :3, Other Regu- 
latory Assets, in the deferred debits sec- 
tion of the balance sheet. 

The Commission will require that de- 
ferred returns and/or carrying charges 
accrued on regulatory assets and liabili- 
ties be credited to Account 421, Miscella- 
neous Nonoperating Income, or charged 
to  Account 431, Other Interest Expense, 
as appropriate. Both of these accounts are 
be1o.w-the-line. This  change, recom- 
mended by several commenters, is needed 
to conform the required accounting treat- 
ment to the accounting used in recording 
deferred returns and/or carrying charges 
in other circumstances. 

AEP, AICPA, A r t h u r  Andersen, EEI, 
Centerior, Commonwealth Edison, Consumers 
Power, the Georgia Commission, NARUC, the 
North Carolina Staff, Price Waterhouse. PSI 
Energy and Virginia Power 

&I AEP. Baltimore Gas & Electric, Centerior, 
Delmarva Power, PacifiCorp, PJM, Ohio 
Edisnn, Penn Power and Wisconsin Electric 
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8sAAlJegheny Power, Central 5 South West, 
PG&E, Virginia Power, Price Waterhouse. and 
Potomac Electric 

86 EEI, Cincinnati Gas & Electric, Common- 
wealth Edison, Gulf States, IES Industries. 
NYSE&G, PSI Energy and Wisconsin Public 
Service 
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The Commission will also redefine regu- 
latory assets and liabilities to use terms 
m.me similar to  those used in FASB State- 
ment No., 71; in order to avoid unneces- 
sa ry  differences between financial  
statements issued for regulatory purposes 
and general purpose financial statements. 
The term “probable,” as used in the defi- 
nition adopted herein for regulatory as- 
sets and liabilities, refers to that which 
can reasonably he expected or believed on 
the basis of available evidence or logic but 
is neither certain nor proved*’ 

Finally, to reduce other possible con- 
flicts with current practices, the Commis- 
sion will modify the proposed text of the 
accounts for regulatory assets and liahili- 
ties. Under the originally-proposed ac- 
counting for  regulatory assets  and  
liabilities, all entries to Accounts 182.3 
and 244 (now 254) would have been 
through charges or credits to Accounts 
407.3 ahd 407,4. Also, the proposed ac- 
counting would have required current ex- 
pense (revenue). recognition consistent 
with the USofA requirements as deter- 
mined without regard to the creation of 
regu1ator.y assets and liabilities; whereas, 
the current practice is generally not to 
recognize the expense (revenue) hut to 
capitalize the cost (or recognize a liabil- 
i ty) The  proposed accounting would 
therefore have affected income statement 
accounts even though net income was not 
affected (;.e”, a liability would be recorded 
along with an  equal regulatory asset or an 
asset would he recorded along with an 
equal regulatory liability).. Although net 
income would not have been affected, the 
NOERs propose&accounting could have 
distorted various. financial ratios, such as 
pre-tax interest c0verag.e calculations. 
Thus, the Commission will adopt Ac- 
counts 4073  and 4074,  as modified, to 
provide for separate income and expense 
recognition only in appropriate situations, 
such as for the net amount capitalized for 
phase-in plans in each period and the net 
amount of previously capitalized allowa- 
hie costs recovered during each period, 
H. Reporting Requirements 

Based on the proposed accounting for 
allowances and renulatorv-created assets 

and liabilities, the NOPR proposed to re- 

isting schedules in the Annual Reports 
(Forms 1, 1-F, 2 and 2-A) filed by electric 
utilities, licensees and natural gas compa- 
nies. Of particular note, the NOPR. pro- 
posed a new schedule for reporting the 
number and cost of allowance transac- 
tions, to include a utility’s heginning- and 
end-of-year balance of allowances; acqui- 
sitions by issuance and returns from EPA; 
acquisitions by purchases and transfers; 
relinquishments by charges to expense; 
relinquishments by s.ales and transfers; 
net  sales proceeds; and gains and losses. 
Allowance Trading Information 

EPA supports the NOPR’s proposal to 
require reporting of allowance trades, as- 
serting that the information will be help- 
ful  to other regulators and traders in the 
allowance market The Ohio Staff also 
supports the proposed reporting require- 
ments and asks that utilities additionally 
be required to report market-related in- 
formation, e.g,., each allowance trade, the 
parties thereto and the corresponding 
amounts The Ohio Staff asks the Com- 
mission to compile the market informa- 
tion and make it available to all state 
commissions. 

The Iowa Working Group argues that 
market price and contract term d i t a  
must be collected and made available he- 
cause of the planned or expected use of 
fair value for certain accounting purposes 
(e.g., inter-affiliate trades) and ratemak- 
ing purposes The Group asks Lhe Com- 
mission t o  compile a da tabase  on 
allowance. prices and contract terms for 
all jurisdictional utilities beginning in 
1994, for two years’or until the private 
market takes over this function The 
Group proposes tha t  the Commission ie- 
quire quarterly filings of price and con- 
tract  term information, and compile the 
information in  a publicly available 
database, omitting the names of the trad- 
ers. 

APPA argues that  the proposed report- 
ing requirements are not adequate for 
purposes of determining fair  market 
value at the time of a given trade.. APPA 

quire new schedutes and changes to ex- 

Webster’s New World Dictionary ol the rnents, 125 n 18 and 1[ 35 n 21, (1985) (super. 
American L.anguage. 2d college ed [New York seding FASB Concepb Statement No. 3), in 
Simon and Schuster, 19821 at p., 1132. This is Accounling SLaternents4riginal Pronoonce- 
the  meaning referred to in FASB Concepts rnents(1991) 
Statement No 6, Elements of Financial .State- 1 
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a y u e s  that  the Commission should re- 
quire full and timely public disclosure of 
the details on allowance trades, including 
market price information. APPA and the 
NC Municipal Agency assert that  such 
information will promote a vigorous a l -  
lowance market by minimizing uncertain- 
ties a,bwt reasonable prices and, terms, 
APPA argues that  the ,availability of 
price information also will discipline the 
market by facilitating public inspection 
of 'trades by utilities, brokers, regulators 
and consumer advocates. APPA asks the 
Commission to  consider using a n  elec- 
tronic bulletin board to collect informa- 
tion as each transaction closes, requiring 
identification of the purchaser and seller, 
quantity, price, vintage, and terms and 
conditions. 

EEI and others@ argue that  informa- 
tion on allowance trades should be kept 
confidential. EEI argues, for example, 
that  EPA does not requite the parties, to  
disclose the price in private sales. AEP 
asserts that, if a public market dses no t  
develop, trading information will be pri- 
vate and, if disclosed, codd adversely af- 
fect  future trading possibilities., PSI 
Energy asserts that, while the informa- 
tion in the proposed reporting require- 
ments will be needed for an active trading 
market and informed regulatory deci- 
sions, there are more appropriate, less de- 
ta i led means of acqui r ing  the  
information, e g., through market-driven 
mechanisms such as brokers, newsletters 
or futures contracts on the  Chicago Board 
of Trade  Virginia Power, Consumers 
Power and Pennsylvania Power &..Light 
argue tha t  information on allowance 
trades should be reported ip aggregate, 
not by the specifics of. each trade. These 
commenters and others express c p c e r n  
generally about the scope of information 
sought on allowances, and suggest con- 
forming this reporting requirement to the 
requirements for nuclear fuel materials, 
materials and 'supplies or the monthly 
cost and quality of fuels. 

, 
Y 

i 
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k- Technical Changes 
1 

Consumers Power asserts that  Instruc- 
tion No"' 2 for page 228, Allowances, re- 
quiring that all allowance acquisitions be 
recorded a t  historical cost, is not consis- 

tent with proposed General Instruction 
Zl,.prescribing the use of fair value for 
the acquisition of allowances ..eligible for 
use in different years. Consumers Power 
argues that Instruction No. 2 should be 
expanded to address reporting for al- 
lowances usable in future years. 

Consumers Power also argues that lines 
31-36 and 4246 of page 228, requiring 
data' on Net Sales Proceeds and Gains or 
Losses by the period in which the al- 
lowances are first eligible for use, are not 
needed for analyzing the activity of the 
allowances acconnt and should be elimi- 
nated. 

Consumers Power asserts tha t  lines 
37-40 of pzge 228, requiring .data. on al- 
lowances withheld, do not pco,vide for any 
reduction in withheld allowances sold a t  
EPA's direct sales or auctions, Consumers 
Power recomme'nds the addition of a line 
for sales to reduce the Allowances WiLh. 
held amount to what is available to the 
utility 

The Wisconsin Municipal Group argues 
that page 228 should be amended to show 
the calculation of the weighted average 
cost of allowances. 

Pennsylvania Power & Light seeks clar. 
ification of a possible inconsistency on the 
Statement of Cash Flows, pages 120 and 
121 of FERC Form 1, Pennsylvania 
Power & Light notes the proposed identi- 
fication, in the section for investment ac- 
tivities, of the net increase (decrease) in 
allowances and assumes that  this item 
includes only allowances held for specula- 
tion., PennsyTvania Power & Light argues 
that  a similar line should be included in 
the section on operating activities for al- 
lowances held for the utility's use. 

AEP proposes raising the level below 
which a utility, for reporting purposes, 
may aggregate minoi items in Account 
182.3, Other Regulatory Assets, and tAc- 
count 244, Other Regulatory Liabilities. 
The Commission proposed in the NOPR 
to allow grouping of items equal to less 
than five percent of the year-end balance 
or amounts less than $SO,ooO, whichever 
is~less. AEP proposes changing $5O,ooO to 
$lOO,ooO, in order to avoid excessive re- 
porting detail on immaterial amounts. 

AEP, Centerior, Consumers Power, Detroit 
Mison,  Gulf States, Iowa-Illinois, PJM, PSE&G, 
Virginia Power and WisconLin Electric 
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Pennsylvania Power & Light asserts 
tha t  page 232, Other Regulatory Assets, 
and page' 278, Other Regulatory Liabili- 
tie's, bhodd include an additional column 
for Balances at Beginning of Year, to 
match similar presentations elsewhere in 
FERC Form I: 

Washington Gas  recomynends &x- 
panding the proposed instryctipns to 
Form Nos 2 and 2-A, to clarify .that the 
amortization period for regulatory assets 
a n d  liabilities need not he disclosed when 
regulators have not issued a fihal order 
establishing the appropriate rate recovery 
period 

Baltimore Gas & Electric and 'Florida 
Power & Light argue that  the propose8 
reporting 6f regulatory assets and litibili- 
ties in FERC Forms. 1 and 2 is incons@- 
tent with the proposed accountin5 :j,(r 
those assets and liabilities BalGmore' Gas 
& Electric asserts that , 'under  the pro- 
posed accounting, regulatory assets and 
liabilities may be created and extin- 
guished 'only by entries to new~acoounts 
407 3 and 407.4. Baltimore' Gas & Elec- 
tric asserts, however, that the propo5ed 
pages in Forms 1 and 2 would require 
disclosure of the offsetting income state- 
ment accounts used to set up and amor- 
tize regulatory assets and liabilities. 

i 

The Michigan Staff recommends revis- 
ing the proposed instructions foF Account 
244, Other Regulatory Liabilities, in Par t  
201 to delete the reference to the disposi- 
tion of alrowkrices; unless it is. anticipated 
that 'natural gas companies will own al- 
lowance's as part  of their regulated busi- 
ness. The Michigan Staff asserts that  if a 
natural  gas company did acquire al- 
lowances, consideration should be given to 
recording their cost in Account 121, Non- 
utility Property" 

Commission Response., I ,Upon, consigeer- 
ing the comments on allowance trading 
information generally, the Comqission 
has decided to adhere, for now, to the 
approach proposedin the NOPR. Requir- 
ing annual reporting of allowance trading 
information strikes a balance between 
those commenters seeking confidentiality 
for trading data and those seeking more 
extensive disclosure than was proposed in 
the NOPR. 

fl30,9.67 

Thecommission does not agree that the 
reporting requirements wi1l:create a corn+ 
petitive burden for utilities required to 
file data on revenues from allowance sales 
and costs of allowance purchases. The 
Commission is not persuaded that such 
utilities :will be a t - a  competiWe' disa8- 

ac also; stich price data  'is'heeded 
0;s in setting' ratds 'Bnd in de- 

- 

he fair v+I$e of allo$+ances and 
may be helpful* to market 'participants 

i 
L/ 

considering allowance tridin6 

On the other hand, the Commission 
does not, yet  perFeive a definite need. to 
increase the reporting, ,requi;,ements 'for 
allowance: trading.. ,While more frequent 
reporting of allowance trading, e.g.,  
monthly reporting, might prove useful to  
market participants, other sources may 

6 t  'airy such ;Feed and, if"so, 
would obv;ate.fEe need for mofe frequent 
reportint to thjs Commission. F O ~  exim- 
p!e,.,the data and information available 
f1o.m gPA'auctions, the Chicago Boar3 of 
Trade and, other sources might exceed the 
information the Com.mission is requiring. 

For this reason, the Commission will 

ments on allowance trading. I n  doing so, 
however, the Commission acknowledges 
that the issue of the quality and timeli- 
ness of data  available to regulators and 
market partioipants may need to be revis- 
ited, depending on .how other sources of 
market informeidn develop. 

adopt the proposed repohing requir.e- 
d 

:,;<: 

The Commission has carefully reviewed 
the other comments on the Annual Rdport 
forms and  believe tha t '  only minor 
chafiges are required in the NOPRJs pro. 
posals. The Commission will: (1) add a 
line in the Net  Cash Flow from Operating 
AFtivities section .of the Statement of 
Cash Flows (page: 12@ 'to show the ?et 
increase or decrease 'fn allpwa,n~e inven;o; 
ries; and (2) clarify that .the'line for the 
net increase or decrease in allowances 
shown in the Net Cash Flows from Lnvest- 
ment Activities sectioG(pagp lql), applies 
DPIY to allowances held for speculation, 
Also, on pages 228 and 229, the Commis- 
sion will insert t he  lines for net sales 
before the line that shows end:of-year bal- 
ances. Finally, the Commission will.make 
other min.or: changes t o  conform the re- 

.*: ... . ,.Eederal-Energy Guidelines 

L, 
i 

d 

i 



303 4-13-93 Regulations Preambles 30,829 
porting forms to the accouniing changes and  licensees" (OMB approval No 
ad@ted above e9 19.02-0029); FERC Form No. 2, "Annual 
IV. Regulatory Flexibility Act Report of Major natural gas companies" 

(OMB approval No 1902-0028); and 
The Regulatory Flexibility Act (RF.4)" F,ERC ~~f~ N~. z . ~ ,  , c ~ ~ ~ ~ ~ l  R~~~~~ of 

requires rulemakings either to contain a ~ ~ ~ ~ ~ j ~ i .  natural gas companies7~ (oMB 
description and analysis of the effect the approval N~ 1~21003~), 
proposed rule will have on small entities 
or to certify that  the rule will nbt have a The Commission uses the data collected 
substantial economic effect on a 'substan- in these annual reports to carry out its 
tia[ number of entities., Because audit Program and continuok review of 

utilities and gas comp&+.s the financial conditions of regulated com- 
do not fall within the RFA'~ definition of panies. Public utilities and gas companies 
small entities,g~ the ~ & ~ i ~ ~ i ~ ~  are required t o  file these forms annually. 
that  this rule will not;Have a "significant The Commission believes that the final 
economic impact on a substantial number rule will facilitate the Congressional ob- 
of small entities." jective of encouraging public utilities to 
V. Envi ronmenta l  S t a t emen t  choose the least-cost method of complying 

with the CA,AA'S more stringent emission 
!imitation requiremints ~h~ dissemina: Commission regulations require that a n  

environmental assessment or an environ- tion of this informFtion will assist all par. 
impact statement be prepared for Lies in assessing the Costs of imp]e,fnenting 

any Commission action that may have a alternative compliance strategies. By re- 
significant effect on the human environ- quiring uniform and consistent account- 
rnent.92 The Commission has categorically ing and the rule will make 
excluded certain actions from this re- available to regulatory public 
quirement as not having a significant ef- utilities, and the  ginera] public, cornpara- 
fef t  on the human environment9' No ble financial & statistical information 
environmental consideration is necessary about allowances esialjlished under the 
for the promulgation of a rule that is C m ,  This infor,j,ation should prove 
clarifying, corrective or procedural ,or useful in evaluating the Of compli- 
that  does not substantively 'change the ance with the C ~ A ,  thereby aiding regu- 
effect of legislation or regulations being latory agencies in their ratemaking 
amended 94 Because this final rule is activities and'promoting an efficient mar- 
merely procedural, no environmental con- ket for allowances, without significantly 
sideration is necessary. increasing the reporting burden for public 
VI. Information Collection Statement utilities. 

The regulations of the Office of. Man- The Commission also believes that The 
agement and Budget (0,MB)95., require addition of new accounth i  and reporting 

and recordkeeping requirements imposed abilities 'will provide iseful information 
by an agency. The information collection without significantly increasing the re- 
requirements in this final rule are con- porting, burden for public utilities and gas 
tained in FERC Form No,  1,' "Annual companies., Regulatbry 'assets and liabili- 
Report of Major public utilities, licensees ties exist only hecause of the economic 
and  others" (OMB approval  No, effects of regulation. Regulated entities 
1902-0021); FERC Form No. I-F, "An- and the.genera1 public have a need fbr 
nual Report of Nonmajor public utilities information on the nature of such items 

-,' " 

f ~ a i t  o~ - a.pprcive.- .in~oimition rzquire.men.ts .for ;;gurayory :as.se.ts.-and"lig 

L 
8 9 A ~  noted above, Appendix A consists of fac- 

similes of the revised iormg, incorporating the 
final rule's changes. Appendix !4 is not being 
published in the Federal Register, but is avail- 
able irom the Commission's Public Relerence 
Room 

9o 5 U S C 601-12 (1988) 
5 U S  C 601(3) (1988) (citing section 3 a i  

the Small Business Act, 15 U S  C. 632 (1988) 
Section 3 of the Small Business Act defines a 
"smali-business concern" a5 a business which is 

Federal Energy Regulatory Commission 

independently owned and operated and which is 
not dominant in its field oi operation 15 IJ S C. 
632(a) (1988).. 

92 Regulations Implementing National Envi- 
ronmental Policv Act. 52 FR 47897 (De=. 17. 

93 18 CFR 380 4. 
p4 18 CFR 380,4(a)(Z)(ii) 
95 5 CFR 1320.12 

7430,967 



30,830 Regulations Preambles 303 4-13-93 

and will benefit from uniform and:consis- 
tent accounting and reporting of; .such 
items. 

Kansas City Power & Light disagrees 
with the NOPR's statement that the pro- 
posed two-step accounting for regulatory 
assets and liabilities would provide useful 
information without significantly incteas. 
ing the reporting burden. Kansas City 
power & Light argues that the accounting 
proposed in the NOPR would require!iCta 
hire an  additional person to do record- 
keeping hut  that the Proposed level bf 
detail would not he useful to the utili.ty or 
its stockholders 

I n  response, the Commission notes that 
the final rule does not gdopt'<hk'NOPR's 
two-step process"' Instead, 'the accounting 
for tegula tor i  assets and l i ibil i t ies 
adopted in the final rule is simpler and 
more consistent with past practices than 
the accounting proposed in the NOPR 
Compared to the NOPR,, the final rule 
will reduce the burden of 'accounting for 
and reporting regulatory.assets and liahili 
ities and should satisfy' Kansas .City 
Power & Light's: concern. w i t h  these 
changes, the Commission believes 'even 
more strongly that the final rule's treat- 
ment of regulatory assetd 'hd liabilities is 
justified tiy the gain i n  useful information 
for regulators and the public. 

The final rule has been submitted! Lo 
OMB for its review. Interested .persons 
may obtain information on the informa- 
tion colJection requirements, of the final 
rule by contacting ttie Fe+l Energy 
Regulat,op ~Ommifisibn, 941 X4or$k Gap& 
to1 Street, NE., Washington, DC 20426 
[Attention: Michael 'Miller, ' rnformatipn 
Policy a n d .  Standards Branch, (202) 
208-1415,]. Com'ments on the .requirk- 
ments of the final rule can be sent to the 
Office of Information and Regulatory Af- 
fairsof OMB [Attention: Desk Officer for 
Federal Energy Regulatory Commission]., 
VII. Effective Date 

.This  rule is effective January I ,  1993 
The information collection proGisions, 
however, will not become effective until 
approved by 0WB. " 
List of Subjects 
18 CFR Part 101 

Electric power, Electric utilities,, Re- 
porting and recordkeeping requyrements, 
Uniform system of accounts. 

130,967 

18 CFR Par t  201 
Natural gas, Reporting and recofddlieep- 

ing requirements, Uniform system of at- 
counts. . .  

Lois D. Cashell. 

[AppendLr.A omitted in printing,], . 

lish6d:in thecode  af Fddbral Regulations. 
Apjjbnhix B-.Li& !? iif Cdmrnmteri 

~ l l e g h &  Power System, Ink. (AN?- 
gheny Power) , 

By the Commission. 

Secretary . . I  

! 
L/ Note: This appendix will not be pub; 

American Electr ic  Power System 
(AEP) 

I :  American Gas Association 

Accountants (AICPA) 
American Institute of Certified Public 

1 
Ameri<an Public Power: Association 

(APPAI *: 
Arthur Andersen & Co. (Arthur Ander- 

Atlantic City Electric Company (Atlan- 
sen) 2 

tic Electric) 
Brrltimore Gas & Electric Company ! 

(Baltimore Gas & Electric) / 

California Public Utilities (?ommission 

Centerior Eneigy 'Corporation (Center- 

%e&& and .South West Corporation 

(California Commission) 

ior) 

('Central &'South West) 

(Cincinnati Gas &.Electric) 
'Columbia Gas Transmission Cofpora- 

tion an& Columbia 'Gulf Tkansmission 
Company-(Columbia Gas) 

.Cominonyea!tb : t d j s p n  Company 
(Commonwealth Edison) 

Consolidated Edison Company of New 
York, Inc (Con Edison) 

ers Power) 

. .  

Consumere Power Company (Consum- L 
I ,  

, : :  ! 

Coopers & Lyhrand 
Delmarva Power & Light Company 

(Delmarva Power) " 

Deloitte & Touche , I _. , 

Detroit  Edison Company (Detroi t  ! 
Edisonf .- 

Federal EnergyOuldelines 
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Duke Power Company (Duke Power) 
Edison Electric Institute (EEI) 
Environmental Defense Fund 
Florida Power & Light Company (Elor- 

Florida Public Service Commission 

General Public Utilities Corporation 

Georgia Public Service Commission 

Great Lakes Gas Transmission Limited 

Gulf States Utilities Company (Gulf 

IES Industries, Inc. (IES Industries) 
Illinois Commerce Commission (Illinois 

Iowa-Illinois Gas and Electric Com- 

Iowa Working Group 
Kansas City Power & Light. Company 

Kentucky Utilities Company (Ken- 

KPMG Peat Marwick 
Michigan Public Service Commission 

Mid-Continent Area Power Pool 

National Association of Regulatory 

ida Power & Light) 

(Florida Commission) 

(GPIJ) 

(Georgia Commission) 

Partnership 

States) * 

f--> ,. 

Commission) 

pany (Iowa-Illinois) 

(Kansas City Power &Light) 

/-hi tucky Utilities) 

Staff (Michigan Staff) 

(MAPP) 

Utility Commissioners (NARUC) 

(National Fuel Gas) 

Association (NRECA) 

,. I)Taiion.a!..F~el-G,aS S.w~!~.GO!p?~ation 

National Rural Electric Cooperative 

New York Mercantile Exchange 
New York State Department of Public 

New York State Electric & Gas Com- 

North Carolina Eastern Municipal 

(NC Municipal Agency) 
North Carolina Utilities Commission 

(North Carolina Staff) 
Ohio Edison Company (Ohio Edison) 

Service (NYDPS) 

pany (NYSEG) 

Power Agency‘ 
, /”\ 

Public Staff * 

n 

Ohio Public Utilities Commission Staff 

Pacific Gas and Elet t r ic  Company 

PacifiCorp 
Pennsylvania-New .Jersey-Maryland In- 

Pennsylvania Power Cornpang .. (Penn . ,  

.Pennsylvania Power & Light Company 

Potomac Electric Power Company (Po. 

Price Waterhouse 
PSI Energy, Inc., (PSI Energy) 
Public Service Electric and Gas Com- 

Southern California Gas Company 
Southern Company 
U.,S. Department of Energy (DepaFi- 

U.S. Environmental Protection Agency 

Virginia Electric and Power Company 

Washington Gas  Light  Company 

Wisconsin Electric Power Company 

Wisconsin Municipal Group 
Wisconsin Public Service Corporation 

(Ohio Staff)  

(PG&E) 

terconnection members (PJM) 

Power) 

(Pennsylvania Power & Light) 

tomac Electric) 

pany (PSE&G) 

ment of Energy) 

(EPA) 

(Virginia Power) 

(Washington Gas) 

(Wisconsin Electric) 

(Wisconsin Public Service) 

1830,9681 
58 FR 19607 (April 15,1993) 

18 C F R  Part 271 
[Docket No. RM91-8-002: Order  No.. 
539-B] 
Qualifying Certain Tight Formation 
Gas for Tax Credit 
(Issued April 9, 1993) 
AGENCY Federal Energy Regulatory 
Commission, DOE. 
ACTION Order Granting R.equests for 
Extensions. 
SUMMARY The Federal Energy Regu- 
latory Commission (Cornmission) is issu- 
ing an order which grants the requests of 
jurisdictional agencies to extend the dead- 

* Also filed reply commentsi 
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