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Petition to reverse reserve ) ORDER NO. PSC-92-0680-FOF-EI
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)

The following Commissioners participated in the disposition of
this matter:

THOMAS M. BEARD, Chairman
SUSAN F. CLARK
J. TERRY DEASON
BETTY EASLEY
LUIS J. LAUREDO

NOTICE OF PROPOSED AGENCY ACTION
ORDER_DENYING FLORIDA POWER CORPORATION'S PETITION TO REVERSE
THE TRANSFER OF RESERVE ACCOUNT SURPLUSES

BY THE COMMISSION:

NOTICE IS HEREBY GIVEN by the Florida Public Service
commission that the action discussed herein is preliminary in
nature and will become final unless a person whose interests are
adversely affected files a petition for a formal proceeding,
pursuant to Rule 25-22.029, Florida Administrative Code.

Florida Power Corporation (FPC) filed its last depreciation
study on November 29, 1989 in Docket No. 891335-EI. At the
December 18, 1990 agenda conference, the Commission approved
revised depreciation rates and reserve transfers effective December
1, 1990. Order No. 23957 was issued on January 4, 1991, and became
final on January 28, 1991, absent a petition for a formal
proceeding on the proposed agency action. On January 31, 1992, FPC
filed a petition with the Commission requesting approval to reverse
the reserve transfers ordered in Docket No. 891335-EI, Order No.
23957 and to represcribe the depreciation rates. Since the
Ccommission has rules regarding the material to be submittec for a
represcription of depreciation rates, staff advised FPC on February
7, 1992 that this required information would be needed.
Subsequently on May 1, 1992, FPC filed an amended petition
(Petition) focusing only on the reversal of the ordered reserve
transfers and not requesting a change in depreciation rates. This
Oorder will specifically address the FPC Petition and not general
policy with regard to reserve transfers. Staff is currently
studying the effect of reserve transfers on cost allocations
between regulated and non-regulated operations.
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In its Petition, FPC is concerned that revenue rates of
certain customer groups are determined from a rate base limited to
specific plant accounts. While this may be correct, it is also
correct for other electric companies as well as the telephone and
gas utilities. The Commission has been ordering corrective reserve
transfers for over a decade. Regardless, the Commission does not
prescribe depreciation rates by customer class or by revenue rate
class. What we ordered, which is in line with our policy regarding
reserve-sensitive depreciation methodology, was a reallocation of
reserves among accounts to bring the reserves more in line with the
now expected life and salvage patterns.

We realize that customer class revenue rates can be affected
by reserve transfers. However, reserve transfers should not be
considered in isolation, but in the context of a full depreciation
study. In FPC's next depreciation study, FPC should present
information demonstrating any impact reserve transfers may have on
FPSC jurisdictional accounts and FPSC nonjurisdictional accounts.

Also, FPC argues that reserve transfers are inequitable and
are unnecessary because of the remaining life mechanism. It has
been a standard practice that upon implementation of remaining life
methodology, staff reviews the reserve position and reserve
transfers or reallocations may be recommended. Rules 25-
6.0436(6) (d) and (7) (b), Florida Administrative Code, refer to the
review for possible reserve transfers. The last depreciation
review for FPC marked the initial implementation of reserve-
sensitive depreciation rate methodology (remaining life). In other
words, for the first time, the reserve position was used in the
design of the resultant rates. Also, for the first time, the
reserve was reviewed for reasonableness. Reserve imbalances
typically had been brought about by such things as growth,
incorrect estimates of life and salvage and unforeseen early
retirements., It should be noted that reserves by account or by
plant site typically represent a reallocation or transfer from a
reserve maintained for some time on a function basis and probably
for some time on a total plant basis.

It is also important to note that FPC, itself, proposed
certain reserve reallocations as part of its depreciation review.
In fact, we approved corrective reallocations within the
Transmissions, Distribution and General Plant accounts, with the
exception of Communications Equipment, that FPC had proposed. 1In
addition, FPC had calculated a net reserve surplus for its
Production Plants and had proposed that the bottom-line net surplus
(the net of all accounts) be applied against the dismantlement
expense calculation. Based on staff's calculations, a net reserve
deficit existed for the Production Plants. In Order No. 23957, the
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net reserve surplus derived from the Transmission, Distribution and
General Plant accounts was applied as offsets against the perceived
deficits in Production Plants.

In a letter dated August 16, 1991, FPC sought an
interpretation from the Federal Energy Regulatory Commission (FERC)
with respect to the reserve transfers ordered by this Commission.
FERC's response indicates that these transfers could be viewed as
restatements of previously recorded depreciation expense and cited
two cases that FERC had concluded that such restatements were
inappropriate. (Attachment 1).

These two cases are irrelevant to the decision in the
depreciation case. The first case cited is a 1976 decision
involving a request by Equitable Gas Company to transfer an amount
from its reserve to retained earnings. Eguitable Gas Cocmpany,
Docket No. RP75-70, Order Affirming and Adopting Initial Decision,
56 FPC 1655 (1976), rehearing denied 56 FPC 3109 (1976). The
company stated that the restatement represented the difference
reflected between the book reserve and the calculated theoretical
reserve. FERC found that this transfer was inappropriate and
inconsistent with the Uniform System of Accounts and denied the
request. In addition, the FERC staff position in this matter
states that "the proper method to correct the overaccrual is by
prospectlve adjustment through amortization." (id. at 1659). This
is precisely what was accomplished by our ordered reserve
reallocations for FPC. The total reserve was not restated, and
there was no transfer to retained earnings. If each account's
surplus or deficit is amortized over one-year, the result is the
same as moving or transferring a surplus from one account to
another. The same amount is reallocated: it is just a matter of
moving out of one and into another, and the account reserve
position is corrected immediately rather than taking years to
correct. For example:

Book Reallocated 1-Year
Reserve Reserve Amount Amortization
Account X $4,000 $2,500 $(1,500) $(1,500)
Account Y 1,800 1,500 1,500
5,800 5,800 0 0

As illustrated above, the net effect to the total reserve is
zero whether the reserve is reallocated. from one account to another
or whether the imbalances are amortized. What we approved in FPC's
depreciation study was not a transfer of reserve dollars to
retained earnings but consistent with what FERC was stating as its
policy in this 1976 case. Therefore, referring to this case as a
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support for FPC's request for the Commission to reverse the ordered
reserve reallocations does not relate.

The second case cited by FERC is a 1984 decision involving
Eastern Edison Company (Eastern Edison). Eastern Edison Company,
Docket No. FA84-2-000, 28 FERC 61,022 (1984). A reading of that
decision shows that this case involved a company that had its
depreciation rates increased at two different times. At no time
during this period was a case for revenue relief requested. When
Eastern Edison did seek rate relief, the Commission (Massachusetts
Department of Public Utilities) allowed the company to decrease its
total reserve by the increase in its expenses accumulated since
depreciation rates were increased and place that amount into a
Miscellaneous Deferred Debit account to be amortized. FERC's
decision was to deny this restatement of reserve. In our opinion,
this case is not germane to the ordered reserve reallocations for
FPC. There was no restatement of the total reserve and certainly
no use of a deferred debit account.

One FERC opinion appears to be in direct conflict with thec
referenced cites given to FPC. Attachment 2 to this Order is a
copy of a letter from FERC to Tampa Electric Company (TECO),
stamped December 5, 1991, regarding an interpretation of the
appropriate accounting treatment for the credit acquisition
adjustment resulting from its purchase of generating facilities of
Sebring Utilities Commission. TECO had purchased these facilities
at less than net book value resulting in the credit acquisition
adjustment. Referring to paragraph three of this letter, FERC's
opinion is that TECO should actually "restate" the reserve of these
purchased facilities rather than considering this credit as an
acquisition adjustment. This is truly a restatement of reserve
because the book reserve associated with the purchased facilities
is being increased. The FERC opinion given to TECO appears to
contradict its opinion given to FPC. In TECO's case, FERC is
actually advocating a restatement of reserve.

In summary, this Commission does not establish depreciation
rates by customer class or by jurisdiction. FERC's opinion to FPC
could be used to conclude that the FPSC-ordered reserve transfers
represent a restatement of the reserve position, and therefore,
FERC views this action as inappropriate. In support of its
opinion, FERC cites two cases, neither of which relates to the
nature of Commission action in Order No. 23957. The ordered
reserve allocations in Order No. 23957 do not represent a
"restatement” of reserve, do not involve a transfer to retained
earnings, and do not involve a transfer to a deferred debit
account. They simply represent a reallocation among accounts in
accord with the currently perceived life and salvage patterns.
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We believe that FPC's petition represents a reconsideration of
Order No. 23957. It does not allege that the Commission made an
error that would justify an amended order, and the opportunity for
hearing has elapsed since the order is final. Therefore, any
change in the Company's position regarding reserve transfers should
be addressed in its next depreciation review.

It is, therefore,

ORDERED by the Florida Public Service Commission that the
amended petition of Florida Power Corporation to reverse the
transfer of reserve account surplus is denied, as discussed within
the body of this Order. It is further

ORDERED that this Order shall become final and the docket
shall be closed unless an appropriate petition for formal
proceeding is received by the Division of Records and Reporting,
101 East Gaines Street, Tallahassee, Florida 32399-0870, by the
close of business on the date indicated in the Notice of Further
Proceedings or Judicial Review.

By Order of the Florida Public Service Commission this 21st
day of July, 1992.

STEVE TRIBBLE, Director
Division of Records and Reporting

( i & Chﬂf.Bur(-au f Records

DLC:bmi

The Florida Public Service Commission is required by Section
120.59(4), Florida Statutes, to notify parties of any
administrative hearing or judicial review of Commission orders that
is available under Sections 120.57 or 120.68, Florida Statutes, as
well as the procedures and time limits that apply. This notice
should not be construed to mean all requests for an administrative
hearing or judicial review will be granted or result in the relief
sought.
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The action proposed herein is preliminary in nature and will
not become effective or final, except as provided by Rule
25-22.029, Florida Administrative Code. Any person whose
substantial interests are affected by the action proposed by this
order may file a petition for a formal proceeding, as provided by
Rule 25-22.029(4), Florida Administrative Code, in the form
provided by Rule 25-22.036(7)(a) and (f), Florida Administrative
Code. This petition must be received by the Director, Division of
Records and Reporting at his office at 101 East Gaines Street,
Tallahassee, Florida 32399-0870, by the close of business on Augist
11, 1992.

In the absence of such a petition, this order shall become
effective on the day subsequent to the above date as provided by
Rule 25-22.029(6), Florida Administrative Code.

Any objection or protest filed in this docket before the
issuance date of this order is considered abandoned unless it
satisfies the foregoing conditions and is renewed within the
specified protest period.

If this order becomes final and effective on the date
described above, any party adversely affected may request judicial
review by the Florida Supreme Court in the case of an electric, gas
or telephone utility or by the First District Court of Appeal in
the case of a water or wastewater utility by filing a notice of
appeal with the Director, Division of Records and Reporting and
filing a copy of the notice of appeal and the filing fee with the
appropriate court. This filing must be completed within thirty
(30) days of the effective date of this order, pursuant to Rule
9.110, Florida Rules of Appellate Procedure. The notice of appeal
must be in the form specified in Rule 9.900(a), Florida Rules of
Appellate Procedure.
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Attn: Albert R. Simonds, Jr. Xc

1150 New York Avenue, N.W. 3 oo

Suite GO0 Be w

Washington, DC 20005-4702 -

R —

tiear Mr. Simonds: § s

8y letter dated August 16, 1991, you filed a request on behalf of
Florida Power Corporation (Florida Power) a that we confirm
your understanding of the FERC's accounting policy concerning the
elirination of surpluses and deficloncles in the depreciation

resarvee,
In tho lettor you state that a recent depreciation study showed

03A1303y

that Florida Power's book depreciation reserves in some accounts

were oither over or under accrued...The. Florida’'Public Service
Coznissclon (FPSC) ordered "corrective'tranafers® of Florida
Powar'e reserves in the overaccrued accounts to offset -
deficiencies {n the reserves of the underaccrued accounts.
Florida Pover subsequaently informed the staff of the FPSC that it
belioved the FERC would not pormit tho transfers of depreciation
recerves under ite depreciation accounting policies. You ack
that I provide you guidance on whether the FERC would pormit the
"corrective tranaferc" under {ts depreciation accounting

policies.

You did not provide any specific details oxplaining what
"corroctive tranafers” wore at issue in the Florida Power case.
Thereiore, the following response is intended to provide you with
genoral policy guidance and not an answor to Florida Power's
situation, X

Under the Commiosion’s Unifors System of Accounts, dopreciation
is viewed as an allocdtion procesn. It allocates the costs of
deprociable property in a systomatic and rational manner over the
property's estimated service life. There are soveral acceptable
nathods that can be used to Allocate the cost of an ascet over
the poriod expected to bonefit from ita use, but the mothod most
widely used by utilities and the one most readily acceptod by the
Comnission la the stralght=line temaining life method. Under
thie method, over and under accruals of depreciation recorded in
past accounting periods are corrected over the rermaining life of
the related property by adjueting the book depreciation rataes
pProopectivaly.

=39 =
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The Uniform System of Accounts does not explicitly address the
Guastion of transferring overaccrued amounts of depreciastion in
cortain accounts to offset underaccrued amounts recorded in
cortain othor accounts. Howover, such transfers could, and in By
view should be vieved as restatamants of the previously recorded
dopreciation expense applicable to both accounts. Tha Commineioh
has addrensed the question of restatements of dopreciation

exponsa in at least two cases. One vas a 1976 decision involving
Equitable Gas Company and tha othor wanm a 1984 decision involving
Eastern Edison Company. In both cases the Commission concluded
that restatements of previously recorded depreclation expense uag/j
inappropriate. Copios of those docisions are enclosed.

Authority to act on this matter is delegated to the Chief
Accountant pursuant to § 375.303 of the Cozalssion's regulations.
This letter order constitutes final agency action. Requasts for
rohearing by the Comzmission may be filed within 70 days of the
date of {msuance of this letter order, pursuant to

10.C.P.R."§ a8 715: v
. " B vl tiiaals 54 A0
On June 28, 1991, the Comninsion lssued a "Notice Designating New 2
Docket Prefixes for Lotters, issued by:the Chief Accountant”. As
part of this notice, the Commiseion informed applicants to file
an original and seven copies of each request for an approval or
an intorpretation from the Chiof Accountant: Accordingly for all
future filings, please submit an original and meven coples of
your request, 2

Sincersly Yours,

l/\_ Ay

<]3,“~oLF.¥3~HJ-.
Ryeeell E. Faudree, Jr.
Chief Accountant

Enclosures

L Sion .
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, not be applied 10 preliminary projects such ag Dunn County and Kalingas in any

1 event, but might be applied 1o “projects which have been carried beyond the stage of

: preliminary survey and investigation and where the. pipeline's investments are
Proportionately greater.” (Opinion 218, P. 9.) Furthermore, any prudence standard
which might be developed in future cases would not apply to the Gas Arctic project,
The

that project may not be recovered by the participating pipelines from their ratepayery,
The Gas Arctic issue iy closed. : . . g s

Dethlbnm N R e L ! (A
Natural's request for rehearing of Opinion No, 218 Is denied, © -t
B e L A

Blll} Bridewd],'wmhm J. Cobb, Burnt B, Cobb, Eugene Jellers and G, Vernon ;
yie, Docket No. Rqazan-ool il

.Ord-er Grm;i.l;g Reconsideration and Affirming Proposed Order
B0 . Qmuedjulys, ey - - : =
Before Ccmmmianm Raymond J, O’Connor, Chtiniu_n: Georglana Sheldon,
{ s &Qsomudguvnc.mcmnl : :

;. - mmqlm.mwwdmdﬂm Commiusicn permit him 1o file cemments in
T lssued hig Proposed erder which ol’ﬂrun.d the  opposition ummwu._ . :
; 07 the Office of “‘f“” For fensony n'md by puillﬁmf. the

3 Ne ‘ in  Comminion granyy reconsideration of iy
FERC fé2: comments were (lieg March 23, 1984 order ang Accepts the

Commission, on March 23, 1984, an  comments filed by Ptiitiener. We fing,
crder afflrming the Proposed order. 26 FERC T, that petitiones’y comment present
161,358, By Pleading, petitioner's counsel 70 argumenu which havs not been raised
alleges thay be did noy receive & copy of the praviously and sdequately dlscused in the
Proposed order and. thredore “as unable to  proposed ucu.-Cnuqumly. upon
tomment upon ji He requests thay the nm&rmn.wum afflrm and adopt the
hlln‘uwdubcmno‘dos»d l_hl‘m proposed ordey, . TR

P .. (961,022) "
Eastern Edison Company, Docket No. FAs4:2.000 -
Order on Account Adjustrient 57 3
S i July s, 1986)

A A o o L i e i

Belore .COmmh'..loncn: Raymond J. 0 » Chairman; Mm: SholdorL

_.."A.G:'Soﬁumeﬂvch:!llchwm SRR L R S
.-,,Mumnimddah&mhudu‘ L W':uthmum
Texulations, Eastern Edisen Company base by the same Amoust, on the bash
{ “hmud mw&m’“ lasion o:lt n::'nu that ceraln book amu—-.mmu had
n reply concern ) pute been recovered threyg W,
over a.saff audiy of Eastarn's :oewd- and ::u..ﬁ that Eapern hu..p::"n:::d It:

books for the Pesiod Janwary. 1, 1979 through
December 3, I“L,At lasve [y whether, for deprocistion “mf.m“wm

Accounting purpases, Eastern Properly reducad ; £, R S i

It depreciation reerve by 31415000 ans
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Baciground - ;oo thectric uiility plant, ang SrEves that |y |y
yAdern Edison Company was formed In  simply b MDBY o eBreciation raerve 1q
lollow the MDPU rq14 SrOers. It claimg 1hg

&9 by the merger of Brockion Edisen Financial Accounting Standards Boyrg

Pall River Elsctric Com ny. It ;
isa :‘h;,l;.:nc; mh:l::uyd luun’:mluy fequires & regulaied enierprise 1o Capitalize o
Assoclates, 4 holding company under the cost .00 susal il, a5 shown here, § is
ic Utility Holding Company Act of 1935  “probanic $hat the auset will be recovered f

ice s uluitumlunbutmuahlww

——— .
» Mmondlum provided at (he P e
rmﬂhvduﬂﬁmmuaimhsmwtum “tlafies the Commission responsibllities of
|

..

Prior to the 1979 merger, the demgc;_l:un
i on distribution Proparties owned . Al e g

Wnrnuhuuudlﬁa.hl”&.?ﬂlmm‘ M;“‘" L i g &
Increased the rate from 2.5% 1o 0%, In 1976, od as0ns for danying Eastern’s

it increased the rate from 30% 10 35w "'2""‘ "J:M Are Lhat the adjusiment
However, .according t0 Eastern, the company of deprecia reserves through use of Accoun;

; rewail rais Increnses 1o recover lummhmnhmuu.udh
! the increased deprecintion toss, In 1980, ‘:“m“: ml""‘:'ﬂ:'mﬂ:"'::
hierm made & raie 'm IIDPU_. saff, tern's Festatement disioried i peg

p ' umnhnu_hunﬂecudl’.m,muumou.mmﬂkm

lower tement regulatory authorities reliable information a
:ncnu:.d., e 510 bosss 5“ ors to a wiility’s financial tondition. To allow
The stall does not dispute that the MDPU ‘}:nnrn's Proposed festatement would

bas raema Jurisdiction over but ""::“ this Puspess, - : :
* have reviewsd ‘(g sctions of the

Sreues that’ the lssue herg Jo one of
accountin account pocial ausey  MDPU, and cireumstancey Indicats thay
v feag * Eastern wij] likely recover the restated

1]
-
: Geated by the MDPU In the ratemaking \
Process. It maintains thas Eastern'y depreciation amount through ratemaking at
sccounting & dlstortisn reporting the recail level, However, us Fecognized by the
deprecia for Fall River C€ouris, thiy Comminsion's sccounting
requirements take Precedence over the actions
{
]

A This sccount shall Include o dabls nor TRy actions and ai the same time be
du-huwm. such a4 miscellaneous conslatent with pur accounting TeqQuirements,
work |n Progress, ang Unuvasual or we find It Appreprisie o allow Edison 10

umdluryummindw-ﬁnuhu Include the restaved depreciation amount in

SCcounts, which gre In process of - Account 188, This COMPErts with our receny
Soortizatlon and jtems (e F’rﬂ faal treatment of carrying charges (AFUDC)
8 CFrR idelines, but

disposition of which is uneertain sccrued under state guid tacens of

Part 101, the amount allewed under our regulations ¢
Amounts jn Account 185 would be amortized Lastly, we will addreas Eastern's rellance
w-rmuﬁae_dnmq Permitied by ghe * on Nantshals Power ight i
MDPU. t0 the siaff, this woyld e - Nos. 139 and 139.4, 19 161,152 (1982)

FERC

COnsisient with ghe Uniform Systam of and 20 FERC lcl.a.\ouﬂlﬂ.lnuunndlu
Accounts, and would Properly classify whe Position. In Nantshals: the Commisalon's ehies
$0UNL A & special aasgt “ithout Impalring SECOUNLAAL Dermitted (he company te restate
Eastern's abllity 10 mainqain i - records Its deprecincion reserve by reducing the
consistent \:iu whe ratemaking process in sccumulated depreciation in Account 108,
Maasy ! Tha

chuset ; -Muhvhuhummluudom .
Eastern o clamily the restaged can, eVEr, waga ! situation invor
Amount ay ne Plant-in-service under Accouny 4 restslement of fccalerated wariim,
108, Accumy ted provision for depreciation of epreciation, w “ during

PSC-92-0680-FOF-EI AR R e

! T
KA St ot
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mn-hentm:omp.nymmmb}oqum- A (l)k-‘qul-umhbuhn-b—lu
Jurisdiction. The approval by the chief ° i “: e -: ﬂm-du het planiin.

“rviee raie bass & saries HD'U rdgra
e L pried Ahay Eha lsfimalupng -medas BY7 (Fab. 26, 1963}, D.P.U. 1130 Jan. 24

- S Appeared consistent with the intent of esrtaln
L I prier Cemmission orders permitting . :ﬂ“,ﬂ’.’;’#ﬁm’:}wﬂ

i adjustment te Account 108 for companiss Gepreclaiion rates ts 4.05%, which incorperates the

b newly subject ucmpuwmu'r: o restaled bepreciatien, - . - L0 il

! sdjustment was disallowsd for ratema 4 L

: Farararit Opinion New. 139 and 139 ", ) Sotenest of Fissachl Acceuaiing Suandards

H Eastera's factual situstion clearly 1s.. . - E 2 4

} distinguishable. Its arguments in this regard Eanarn "‘q—h twe of wur

: ¢ e R ph B of rie

: therelons uc-c.‘..llmmd. g o Wl g mlm o]

: 0018 Al met be made te recerd fn
The Comisslon orders: 1 y mﬂ‘nml—numlﬁw ‘

(A) Esstern Edison Company is directed
¢ -mmm-ﬁ-mdmu
loouulu-cmnulnmmﬁshthh olioct oL the Uime ¢ Bo o hace vhb the

i order, mdm-nwndnrl

(B) Eastern Edison's May 10, 1984 motion | Usilerm rysiem of scommas, o under ing
for leave 1o file supplementa) brief is denied, | ProeUces pravieusly follewsd. (Emphasis sdded)

and s May 10, 1984 supplemental brief is | Genaral Instruction Na. 7.1, Paragraph B, 18
rejecied, 1 . it 4J.’.hnlot.’-wh.:-_ e e ,
’ . -". S R Tresimant s a php-l;nl sdjustment thould peq ERGITE R St ol £ NGRS
== Footnotes — b applind 16 the permal, recurring tarreesions and
4 e ol]mu-lumlhguuqmudmn

1 The evants befors the MDPU wers a foliows: dcﬂhuulhhmuhﬂ-m;m!-
tsampls, changes in Ut sstimaied reimnsining lives

+ (1) Tha MDPU initially diseliowsd Easters a

“ deprecistion” rats abeve 2.5%, becauss of o fland amas alloct the computed ameunts o
i 1 Insdequate evidentiary support, S Gopraciatlon,  but' these changes should be
< : reduced Eastern's dupreciation expenss of J.3%. prospeciive la nature and net priee

DP.U. 243 (Nov, 24, 1580). . 3 ‘ pened Adjunmenta, - Y 5
@) The MDPU (e aimended ha decislon In 4 Arcerding Sl Fasters reported that fu
DP.U. 243, concluding that s dlsaliowsnce of the 750 River proparties bed & Bepitive depreciation
< 33% Gepraciatien raie ecemsiiaied comesponding  TPEAM of §233,000 In 1980, S A e
tdfumiments 10 the Gepreciatlon reserve for the ,ohwuhmc‘.r.i.nc.mru
| Prive years when the higher depracistion FAles ware 237 348 (4iA Clr. 19¢4), the cowry suated:
“booked: Eastern was: allowsd 1o reduce a . . : N

wﬁqnumu‘lu:-um"uhn. We apee with the Commiarion'’s dotermination
Adjusing deprecistion rates since 1973 1o reflect & Ihnll.ulhr&nuumul&huhmh
.ZJSMMdho’Ml“thﬁu s Togulaie LM basie sccewats which a Chmpany
CMMMMMRMDJ.U.NM M”hm-mmldm

(Fab, 11, 1981) ;
) On February. 24, 1981, Fastarn asked the The count further cied 18 the Supreme Covits
MDRU for accounting approval 1o record oa o Mﬂhﬂmuﬂh&h&tﬁﬂ&nl
Dycamber 1980 books AR sdjusiment 1o Jowar juu U5, 119, 123 (1944), that siare regvisiory
Gaprecisilon rusarve by §1.24 milllicn and increase  Steounting sciiens are suberdingis s Congrau’
Mﬂlmh«mhmnm-mnu - 'Mnmdmmﬁr--
(4) On Mareh 3, 1981, Eastern informed ihe % Coniral Louisisns Eeciric Co, 37 FERC
+ MDPU of computations! arrers Indicating that the - 161297 (1984). i .

muldnmuhgnhﬂ.lhlﬂh‘-{' 2 Tl 'Mm'mhh.uhn 4
O luser erdar datad March 11, 1964, the  Procodures 6o oo Purmit the filing o ruspierns)
luh-ﬂnuuh-lﬂ'.

MDPU approved the company’s requast 1o rflecy  Briels. and ne guod case ' ¢
I s 1980 and 1981 financlsl satements the  vEIVEr of sur regultions. - -
Mavesied rduciion in depreciation feserve and ' - .
lacraase in noy plantin service.

Pry ® . Sk
. . . . . 3
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EQUITABLE GAS COMPANY, DOCKET NO. RP23-70
OADER APPIRMING AND ADOPTING INITIAL DECISION
(1ssued Sepiember 1), 1976)°

". Syllabus

1. Petitioner’s reliance on deisions of Pennsylvania and West Virginia staie commissions
interpreting the Uniform Sysiem of Accounts to spprove a trnsfer of sums from Ac-
cumulated Deprecistion Account 10 the Adjustment 10 Retained Esrnings Account is in
crror. Commission, as promulgator of Uniform System of Accounts is sole arbiter of i

meaning. I 1656

- s

:_'_{?t:‘r 2 Commission ¢ Jirms and edapis initial decision on propoied sccounting sysiem. d i
‘E‘;fj Auguniine A. Mazzel Jr. for Equitable Gas Company

‘.'%E_ Pawvicia A, Curren for the $128 of the Federal Power Commistion

&

" Before Commissioners: John H. Holloman IlI, Acting Chairman; Don §.

Smith and James G. Watt,

This proceeding involves a request by Equitable Gas Company to transfer
on its books ol account thz sum of §11,576,206 from Account 108, Ac-
cumulated Provision for Depreciation,' 1o Account 419, Adjustments to
Retained Eamnings.? This sum represents the difference reflecied in Account

< T RS e iee S i

Tfe:l culie Fhy T

_ 108 as of December 31, 1971, and the reserve requircinent as of that date
sads ceveloped by a depreciation study of the company’s plant azcounts.
‘__%: On June 7, 1976, Presiding Administrative Law Judge Ernst Liebman
) s issued his Initial Decision finding that the proposed transfer was not appro-
) g priate and should be denied. Instead of permituing the proposed transisr, the
F}i [T Desntomregquires~Equitable to reduce its depreciation rate over the
{5 remaining life of its property. The Initial Decision notes that Account 439
o liszs four requirements necessary for Commission approval of an eutry into
y ST that account and five sample items which comply with the requirements and
3 "..5:-:, are therefore proper entries. The decision concludes that the requirements
= which must be met to qualify for an Account 439 entry Lave not been met
{2 in this proceeding.
o Having held that the proposed transfer from Account 108 to Account 439
15 is inconsistent with the Urniform System of Accounts, the Initial Decision
1 next concludes that a waiver of the Commission's Regulziions in this pro-
3 ceeding would be equally inappropriate. The proposed traasfer would not

have any measurable impact on Equitable’s financial condition. The decision
finds that Equitable is in 3 relatively strong and stable financial condition and
that the proposed transler is not necessary 10 enable the company to obtain

addinional financir 5. -

* Initial decision appears on p. 1637, Rehearing @enied by order ssued November 11, 1976,

36 FPC 109,
' 18 CFR 201.108.

'13 CFR 201.439. ..;’:p FFC e

A B e




ORDER |NO. PSC-92-0680-FOF-EI

DOCKET NO. 920096.-EI

e lirsicn s

1658 FEDERAL POWER COMMISSION 1657

In general, because of the estimates inherent in depreciation account.
ing, it is the Commission’s policy that over or under provisions for
depreciation are corrected prospectively by an upward or downward
adjustment in the depreciation rate rather than by transfers to or from
the accumulated provision for depreciation. We are not persuaded that
we should depart from that policy ® » »» L

The Commission ﬁa}!.'c
The Initial Decision of June 7, 1976, should be affirmed and adopted.
The Commission orders:

The Initial Decision of June 7, 1976, in this proceeding is aMirmed and
adopted as the decision of the Commission.

INTTIAL DLCISION
OF THE PRESIDING ACMINISTRATIVE LAW JUDGE ON o PAOPOSED ACCOUNTING
ADIUSTMENT
: (Tasued June 7, 197¢)
LIEBMAN: Presiding Adminisirative Low Judge:

NATURE OF THE Casg

Thesingleissue in this case is whether Equitable Gas Company (Equitable)
should be permitted 1o transfer on its books of account ar, amount of $11,-
576,206 from Account 108, Accumulated Provision for Depreciation,' 1o
Account 439, Adjustments to Retained Esmnings.? Equitable has the birden
of proof on the jssue.!

The proposed transfer is neither reasonable, necessary, nor appropriate,
and is denied. Instead of allowing the proposed transfer, this Initial Decision
requires Equitable to eliminate the $11,576,206 excess in Account 108 by
sppropriately reducing s depreciation rate over the remaining life of jis
property.

PROCEDURAL BACKGROUND

In a letter dated December 14, 1973, 10 the Commission’s Chief Accoun.
tant, Equitable requested approval 1o transfer $11,576,206 from its Account

tween the balance reflected in the Comipany's books of account for Account
108 as of December 31, 1971, and a depreciation reserve requirement as of
that date developed by a depreciation study of the Company’s plant accounts.
.._"'_—-

 Equitable Gar Compeny. 31 ¥PC 291, 292-3 (1974

' 13 CFR 201.108 (1975).

» 13 CFR 201499 (1975), reproduced in the Appendia hersio,
" 15 US.C. 71740a) (1963).
* 18 CFR 201.215 (1973).
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Equitable stated that this difference resulted from an overstatement in depre.
ciztion by the former Pittsburgh and West Virginia Gas Co., prior 10 that
company's merger with Equitable in 195). .

By a letter-order of June 11, 1974, the Commission informed Equitable
that its request for transfer was denied. On July 8, 1974, Equitable filed an

b

.
-
T

Y

*pplication for rehearing. By an ofder issved August 8, 1974, 52 FPC 291, ’}5
the Commission denied the spplication for rehearing, Z :

On January 6, 1975, Equitable sent another letter 1o the Commission's i
Chiefl Accountant requesting that it be permitted 10 transfer the $11,476,206 i 1
from Account 108 (o Account 439, Adjustments 10 Retained Eamnings, 1

By order issued March 10, 1575, the Commission set the matter for hear- ;
ing, stating, “It is necessary and proper in the public interest and in carrying -
out the provisions of the Natural Gas Aet that the Commission enter upon o &
& hearing concerning the reasonableness of the Accounting entries proposed s
herein by Equitable Gas Company.* g

In accordance with the Commission's direction, » hearing was held on F
June 17, 1975, Initial briefs were filed on September 19, 1975, and reply briefs E T O U PP e

on October 10, 1975. The only parties are Equitable and Stafr,

FACTUAL BATKGROUND

Equitable is & public utility corporation engrged in the purchase, produc-
tion, transmission, storage and distribution of natural E2$ 10 approximately
236,000 retail customers in Pennsylvania, approximately 10,700 retai] cus.
tomers in West Virginia, and approximately 3,700 retail customers in Ken-
tucky. Its transmission facilitics extend from West Virginia 10 Pennsylvania,
Equitable makes one sale for resale pursuant 10 tasifls on file with the FPC. =
This sale accounts for less than two-tenths of one per cent of Equitable’s 1ota)
sales. Equitable is thus engaged in the transportation of natural gas in inter-
state commerce and in the sale in interstate commerce of such pas for resale,
and Equitable is therefore a “natural-pas company™ within the meaning of
the Natural Gas Act,

The 511,576,206 proposed to be transferred represents the difference re-
fiected in Account 10§ as of December 31, 1971, and the reserve requirement :
a3 of that date developed by a depreciation study of the company's plant :
accounts (Exh. No. 10). Of the 511,576,206 requested 1o be transferred,
$10,709,054 applies to a §as plant physically located in Wes: Virginia which
w25 2cquired by Equitable in i751 in & merper with the former Pitsburgh
and West Virginia Gas Co, The reason for Equitable's excessive reserve s s
allegedly the inconsistent and arbitrary method of providing for depreciation
used by the former Pinsburgh and West Virginia Gas Co. in the peniod from
1920-1939, The plant installed in Wes Virginia and remainining in service R

in 1971 had an original cost of $13,639,916. Against this original cost there :
is & reserve on the books of $19,885,417, This reserve is made up of ghe
Teserve requirement as of 1971 (developed by the depreciation study) of T

T

i

L L)
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59,176,333 and the excess reserve applicabls 1o the plant of $10,709,084 (Tr.
35).

On September 6, 1967, the West Virginia Public Service Commission
spproved the transfer pf $11,576,206 from Accumulated Provision for De-
preciation, Amortization, and Depletion to Appropriated Retained Earnings
(Exk. No. 2). On December $, 1973, the Pennsylvania Public Utilities Com-
mission approved an identical transfer (Exh. No. 1). The rate base and the
resulting rates in Pennsylvania are and have been based oa a compured
feserve for depreciation and not on the book reserve.

EQUITABLE’S POSITION

In support of its request to transfer 511,576,206 from Account 108 1o
Account 439, Equitable argues that the proposed transfer will bencfit 250,000
retail gas utility customers over which the FPC has no direct jurisdiction;
that both the West Virginia Public Service Commission and the Pennsylvania
Public Ulilities Commission have approved a similar transfer; that the pro-
posed transfer will result in a more favorable debt-cquity ratio, thus allowing
the Company to more easily obtain add: ional debt financing; that the effect
of the proposed transfer will be to bring the financial statements more closely
in accord with the data upon which rates are based and provide the most
meaningful information to investors; that the proposed transfer is not prohib-
ited by the Uniform System of Accounts, general principles of accounting,
or current Commission policy; that the propesed transfer will not be detni-
mental to the investor or ratepayer; and that Pprospective amortization cannot
be used to correct the overacerual in Account 108,

STAFF'S POSITION

Staff takes the position that Equitable's request 10 transfer the amount of
511,576,206 should be denied. In support of this position, Staff argues that
the proposed transfer is inconsistent with the Uniform System of Accounts,
generally recognized accounting principles, and current Commission policy;
that the proposed transfer will not significantly improve Equitable’s capital
attractiveness; that Equitable’s financial health compares favorably with
other distribution companies; that the proposed transfer will be detrimental
to the investor and possibly to the ratepayer; and that the proper method 10
correct the overaccrual is by prospective adjustment through amortization.

DISCUSSION
I

The proposed transfer of §1 1,576,206 from Account 108 to Account 439
is inconsistent with the Uniform System of Accounts, generally recognized
accounting principles, and current Commission policy.

A. Account 439 of the Unifc m System of Accounts, “Adjustments to
Retalned Earnings,” was prescribed on October 9, 1969, in FPC Order No.

AL U I S 1 s AT
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3E3, 42 FPC 831. It lists four requirements necessary for Commission ap-
proval of an entry 1o the account, and five “items™ which comply with (he
requirements and are therefore Proper entries.’ The Commission noted, in
promulgating Order No. 389, that the prior period items in Account 439 are
“unique™ items that will be “few in number,” (Order No. 389 at 834). |
conclude that the requirements which must be met 1o Qualify for an Account
435 entry have not been met. Specifically, there is no evidence of compliance
with requirement A(d), 18 CFR 439A.(d), which limits entries 1o adjusiment
which “were not susceptible of reasonable estimation prior to such determi-
nation.™ | agree with Staff that ¢ overaccumulation in the depreciation :
ation. Indeed, Equitable sdmi '

that the excess was accumulated as a result of arbitrary accounting practices

employed before 1951 (Exh. No. 3; Equitable Initial Brief st 3). Moreover,

Eguitable notes that the recent deprecistion study (Exh. No. 10) “is simiiar

1o many others made for Equitable and used in rate determinations in Pean.

sylvania since 1951, all of which have indicaied the book reserve 10 be

excessive in substantially the same magnitude.” (Initial Brief at 2-3). Thus

the Overaccumulation had developed and was known to the Company 25 RGBSR SR
Years ago. There is no evidence that Equitable made Any attempt 10 correst
the overaceryal in subsequent years.

Furthermore, 1 Cisagree with Equitable's assertion that Item 4 of Account
439 would permit the Proposed transfer, liem 4 specifies “Significant adjuse-
menats o plant in service depreciation and amortization as a result of Com.
mission direction™, To state that Item 4 applies 10 the specific transfer re.
Quested here begs the Question, which is whether the Commission shouid
allow the adjustinent, Moreover, the question of whether Item ¢ would allow
the transfer js largely irrelevant once it is decided that the proposed transfer
hes not met the four requirements specified in the 1ext of the account. The
General Instructions 1o the Uniform System of Accounts (18 CFR Part 201,
Ne. 6. at 120), state: "The appearance of an item in a Jist warrants the
inclusion of the item in the account only when the text of the account also
indicates inclusion » » » " Finally, I find specious Equitable's &rgument that
the Pennsylvania and West Virginia State Commission's decisions should be
interpreted as "Commission direction™ under liem 4. “Commission™ in Item
4 means the Federal Power Commission. 15 CFR Pan 201, Definitions, No
7,81 1186

B. Opinion No. 9, entitled Reporting the Results of Operations, issued in

*The sath keneral instruction 1o 1he Uniform System of Accounts (18 CFR Pan 201, No

6. 01 120) notes that “Lists of “emy’ Apre=ang in the teats of (he becounts of elscwhere herein

Lty age miended 10 be fepresentative, but not tahsusive

" “Swch determination™ in Ald) refers 10 A(c). which Specifies that entries are limited o thove
sdjustments whieh “depend primarily on deiermingiions by Peisons other than the manage-
Menl.™ See Appendia,
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December, 1966 by the Accounting Principles Board (APB) of the American

Institute of Certified Public Accountants (now the Financial Accounting

Standards Board) furnished the basic language for Account 439. The Opinion

recites generally accepted accounting policy concerning the transfer of sums

relating 10 events olprior periods. In paragraph 23, it states in part:
Criteria for prior period adjustments :

23. Adjustments related to prior periods—and thus excluded in the
determination of net income for the current period—are limited to the
material adjustments which (a) can be specifically identified with and
directly related to the business activities of particular prior periods, and
(b) are not attributable 1o economic events occurring subscquent to the

+ date of the financial statements for the prior period, and (c) depend
primarily on determinations by persons other than management and (d)
were not susceptible of reasonable estimation prior 10 such determination.
Such adjustments are rare in modern financial accounting. They relate
10 events or transactions which occurred in a prior period, the account-
ing effects of which could not be determined with reasonable assurance
8t that time because of some major uacertainty then existing * * »,
(Emphasis provided.)

Further, paragraph 24 states in part:

24. Treatment as prior period adjustments should not be spplied 1o
the normal, recurring corrections and adjustments which are the natural
result of the use of estimates inherent in the accounting process. For

-”? example. changes in the estimated lives of fixed assets offect the computed

W
ot U o amounts of depreciation, but these changes should be considered prospec.

tive in nature ond not prior period odjustments. [Emphasis provided.)
Thus, Opinion No. 9 would appear to prohibit the transfer proposed by
Equitable,

Equitable argues in its Reply Brief that APB Opinion No. 20 shows that
& change in an accounting estimate may be corrected prospectively, while an
crror in the financial statement is corrected by a prior period adjustment.
Equitable argues that a correction of an error is involved here. | disagrece.

Opinion No. 20, issued in July, 1971, defines various types of accounting
changes and establishes guides for determining the manner of reporting each
type. However, Opinion No. 20 does not supersede paragraphs 23 and 24 of
Opinion No. 9.

Opinion No. 20, paragraph 10, states, “Changes in estimates used in
Accounting are necessary consequences of periodic presentations of financial
statements * ©.¢, Examples of items for which estimates are necessary are
uncollectible receivables, inventory obsolescence, service lives and salvage
values of depreciable asscts * * *. Future events and their effects cannot be
perceived with certainty; estimating, thercfore, requires the exercise of judg-
ment. Thus accounting estimates change as new events occur, as more expen-
ence is required, or as additiona! information is obtained." Opinion No. 20,
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peragraph 31, concludes that ** * * achangein accounting estimate should
e accounted for in (a) the period of change if the change aflects that period
only or (b) the period of change and future periods if the chinge aflects both.
A change in an estimate should not be accounted for by restating amounts
reported in Anancial statements of prior periods or by reportinz pro forma
smounts for prior periods.” Footnote 9 to paragraph 31 adds: “Financial
statements of a prior period should not be restaied for a change in estimate
resulting from later resolution of an uncertainty which may have caused the
tuditor to qualify his opinion on previous financial statements unless the
change meets all the conditions for a prior period adjustment (paragraph 23
of APB Opinion No. 9)."

Paragraph 13 of Opinion No. 20 defines errors in previously issued finan.
cial statements as those resulting “from mathematical mistakes, mistakes in
the application of accounting principles, or oversight or misuse of far1s that
existed at the time the financial siatements were prepared. In contrast, a
change in accounting estimate results from new information or subsequent
developments and accordingly from better insight or improved judgment.”
Paragraph 36 of Opinion No. 20 states “that correction of an error in the
financial statements of a prior period discovered subsequent to their issuance
(paragraph 13) shouid be reported as a prior period adjustment. (Paragraph
18 of APB Opinion No. 9 covers the manner of reporting prior period
adjustments.)”

Reviewing the above language in Opinion No. 20, I conclude that the
Opinion would not permit the transfer proposed by Equitable. This case
Invoives a change in an accounting estimate and not 2n error, The overac-
cumnulation resulted from allepedly “urbitrary™ accounting practices and
stemmed more from a poor “exercise of judgement” than from “mathemati-
cal mictakes™ or a “mistake in the application of accounting principles.” The
fact that the overaccumulation seems to have occurred praduslly over a 20
year period, and then was not corrected for another 2§ years, argues apainst
the proposition that a mere “error” was invelved.

My teluctance 1o sustain a prior period adjustment here is fortified by the
language of Opinion No. 9, which is referred to in paragraph 36 of Opinion
No. 20. As noted supra, paragraph 24 of Opinion No. 9 states, “Trestment
&5 prior period adjustments should not be applied to the normal, recurring
corrections and adjustments which are the natural result of the use of esti-
mates inherent in the accounting process * * *. [T]he Boerd belicves that
prior period adjustments will be rare.”

C. I also conclude that current Commissionpalicy {svors prospective
J_E_!_ig}_un_cgt 10 correct exgesscs in the ggpmmm:&m.om;n o1t ?
transfer of these sums 10 the rerained earnings sccount. In AMunicipal Light
boarc: of Reoding ond Wekefield. Moss. v. Boston Edison Company, Opinion
No. 729 (May 13, 1975, 53 FPC 1545), the Commission, finding a

528,049,176 excess in the depreciation reserve &f Boston Edison, ruled that

-
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-
** * *theinitial decision should be modified to provide that the $16,884,089
3 annual depreciation expense be reduced by $965,789, the amount necessary
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1o amortize the 528,049,176 over the remaining life of the related plant.” (at
1558-1559). .

On rehearing, the Commission found:' s

* ® *less confusion will result if the theory of amortization of excess
depreciation is discarded, and instead, that pant of the original invest-
ment as yet undepreciated be depreciated over the remaining life of the
property. While the rate result will be the same, use of this method will
simplify computation and minimize confusion.

Accordingly, Opinion No. 729 is hereby modified to eliminate the
amortization of excess depreciation reserve ordered therein and to re-
Quire in sudstitution a computation of depreciation expense applicabic
to this rate period using the remaining life method.

Both Staff and Equitable cite numerous cases, decided in the 1940's and
1950's, 1o support their respective arguments concerning Commission pois
icy." However, since APB Opinion No. 9 was issued in 1966, and Account
439, Adjustments to Retained Earnings, was sdded to the Uniform Systea
of Accounts in 1969, I find the earli. - cases to have little precedential valye.
Eﬂﬂ%n_ctu after 1954 in which the Commission allowsd

ansfer [rom preciation reserve o earned surplus. Moreover, (52
older cases it does cite are all briel Comnuission orders %ﬁdﬂg little if ary
rationale for the Commission's action. I hold that the instant case is governsd
by Commission policy in effect today, as enunciated in Municipal Light
Boards, supra.

1

Havirg concluded that the transfer of the $11,576,206 from Account 108
1o Account 439 is inconsistent with the Uniform System of Accounts, gene:-
ally recognized accounting principles, and current Commission policy, ] face
the issue of whether Equitable has made a substantial and compelling show-
ing that waiver of agency rules is warranted, WAJT Rodio v. F.C.C, 418 F.
2d 1153 (CADC-1969); see also Colorado Intersiare Gas Co. Docket No.
CP73-240, Initial Decision (March 12, 1976)* at 1868. A presumption of
regularity applies when the Commission acts in reliance on an established

' Opinion No. 729-A (August 4, 1975, 34 FPC 440 a1 442,

* S1aff cites Monigse Power Ca, 4 FPC 21 (1945), and Pacific Power and Light Ce., 141 F.
14 602 (CA9~1944). Equitable cites Hope Naturel Gas Co. 4 FPC 19) (1943); Conodian River
Gar Co.. 6 FPC 669 (1947); Unitea Fuel Gas Co., 6 FPC 372 (1947); Central Kentucky Norura!
Ga1 Ca. 7 FPC 350 (1948}, Colorodz Intersiate Gas Ca. 7 FPC 818 (1948): Sowrhern Califoren
Ges Ca, 10 FPC 734 (1931); Sowibern Cownvies Gas Ca. 10 FPC 914 (1931); and Arlantic Cu
Eleciric Ca. 13 FPC 820 (1934).

* [Ediror’s nete: Order insved Sepiember 28, 1974, acted wpon this Initial Decision, 56 FrC
1843 ot 1033
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apency rule. “An applicant for waiver faces a high hurdle even at the starting ' g
ate” IWWAIT Redio, suprd -at 1151, | find that Equitable has not sustained B
its burden, and that no w'!ivcr of Commission rules or policies should be 3
permitted. d == <
A. Equitable argucs that the proposed transfer is needed in order to im. 3
prove the financial attractiveness of the Company. Exhibit No. 6 includes o
Equitable's capitalization as of December 31, 1974, in pro-forma fashion to
include a 525 million debt issuance. The debt ratio is stated as 54.84%, while
the equity ratio is 45.16%. If the proposed transfer is approved, the ratios
would change, respectively, 10 52.23% and 47.77%. Exhibit No, 12, a pros- .

pectus for the 525 million issvance, includes Equitable's capitalization as of
March 31, 1975. The debt ratio is 53.4% and the equity ratio is 46.6%. It
is stated that if the proposed transfer is approved, the pro-forma long.term [
debt ratio would be 50.9% and the equity ratio 49.19%. I

With this improved debt-equity ratio that would result from the proposed !
transfer, Equitable argues that the Company will be able more casily 10 obtain
additicnal debt financing, which is considerably cheaper than equity finane- )
ing. Equitable argues that its present debt ratio is considered 100 high, and 10 i PP Reg cnst 8 o, o Wed e
the Company might be forced to issue sdditional equity in order to raise
capital. Morcover, if the transfer is allowed, and the debt ratio lowered 10
52.2%, the estimated interest rate 5avings on a new dedt issue would be 44
of 1%. If we assume a 525 million issue, there would be a $30,000 savings
¢2ch year.

Stafl agrees that the transfer would improve Equitable's debt-equity ratio,
but argucs that the modest improvement would have an insignificant impact
on the Company's capital attractiveness. Staff's position is convincing. It
scems probable that sophisticated investors are elready aware of Equitable's
inflated depreciation reserve and thus would not be influenced by the transfer.
Indeed, » letter 1o Equitable from Standard & Poor's Corporation states:
""Please be advised that Standard & Poor's has recognized that the common
cquity component of Equitable's capitalization has been modestly under-
stated as a result of the over-acerval of deprecistion in years past. Therefore,
&s a practical matter it would make little difference 1o our analysis whether
or not Federal Power Commission approval of the restatement were obtained
* * *" (Exh. No. 9).

The layman investor would consider the debt-equity ratio as only one of
several factors that should be analyzed. Staff witness LeDakis testified that |
in appraising financial risk the debt-equity ratio is not considered as signifi- !
cant as interest coverage. Equitable’s pre-tax interest coverage in 1974 was
3.3. Its most recent prospectus indicates that as of March 31, 1975, its pre-tax
interest coverage was 3.4. Most utility bond indentures have a minimum
pre-tax coverage requirement of 2.0 (Tr. 23).

Staff has presented evidence showing that Equitable is in relatively good,
and probably improving, inancial health. Equitable’s earnings per share have
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" increased over the years and in 1974 represented a 17.5% increase over 1973,
with this upward trend continuing in 1975 (Tr. 23). As of May, 1975, Equita-
T ble had the highest per share earnings of 60 comparable distribution compa-
2> nies. (Exh. No. 11). o hes
-« Further, Equitable's equity atio as of May, 1975 was well within the
.= higher range of 60 comparable distribution companies. Of the 60 companies,
39 had equity ratios below that of Equitable. The average ratio for the entire
§roup was 43%, well below Equitable’s 47% (Exh. No. 11). Also, the debt-
equity figures | huve cited supra indicate that Equitable's equity ratio has
risen over the last year.
Additional evidence of Equitable's favorable financial condition is the ;
"A™ rating assigned to its mortgage bonds. Equitable argues that if its
debt ratio increases, its bond ratings could be downgraded, with a result.
ing higher interest rate on a new debt issue. However, this occurrence
seems spesulative, especially since Equitable’s debt ratio has in fact de.
creassd over recent years.
With the above facts in mind, I conzlude that Equitable is in a relatively
streng and stable financial condition. The proposed transfer is not needed 10 B Y TR P S
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‘_&:__.‘_ * enable thz Company to obtain additional financing, nor is the transfer Jikely
=% 10 have a sigificant impact on the Company’s ability to obtain additional

]

TR

capitul. Thus the Company has fallen short in its attempt to prove that o
waiver of Commission rules is warranted on these grounds.

B. Equitable argues that the proposed transfer would bring its financial
statement into accord with the data upon which rates are based, and provide
the most meaningful information 1o potential investors. Staff agrees that some
action must be taken to correct the overaccumulation, but argues that the
correction should be in the form of prospective amortization, citing Munici-
pal Light Boards, supra.

NIRRT

- I Yl

by “’H&;‘n Equitable argues that since there is no remaining undeprecinted asset
TF2E* amount here, prospective amortization is impossible. However, Equitable has
FEE= used the group plan to depreciate its plant (Tr. 16); ie. it has based its

:;’ "Qt:‘ accruals on the average life expectancy of groups of items of similar property.
& g Thus, under the group plan, the balance in Account 108 is related 1o total
l i depreciable plant and not 10 specific assets such as the overdepreciated prop-
I ﬁ ety acquired in 1951. Therefore Equitable’s total depreciable plant can be
3% the basis for prospective amortization, or alternatively for reducing the de-

87 preciation rate 50 as to climinate the excess depreciation over the life of

Equitable’s property, the technique approved by the Commission in Opinion
No. 729-A. Sez p. 1663, supra

C. Approval of the proposed transfer in this case would condone both the
arbitrary accounting practices which caused the eversccumulation, and the
lassitude of Equitable in correcting the sitwation. It is impossible to overlook
the fact that Equitable waited 25 years before suggesting that the overac-
cumulation be remedied.” If the qveraccumulation problem had been tackled
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carlier, the overaccumulation probably would have been less than it is ang
the impact on Equitable’s financial statements would have been smaller.

f %

CONCLUSION

Considering all the evidence and the arguments of the parties, | conclude
that | should deny Equitable’s request to transfer on its books an amount of ;
511,576,206 from Account 108 10 Account 439. I also find that the proper
accounting treftment of the 511,576,206 excess depreciation in Account 108 o
is 10 have Equitable appropriatcly reduce its depreciation rate so that the 3
excess depreciation is eliminated ratably over the remaining life of Eaquita.
blc's property. Municipal Light Boards of Reading ond Wakefield, Mass. v,
Boston Edison Company, Opinion No. 729-A (August 4, 1975), supra at 442, :

ORDECR

WHEREFORE, [t it ordered, subject to review by the Commission on ap-
peal, or on its own mozion as provided by the Commission's Rules of Pructice
y and Procedure, that:

; (A) The request of Equitable Gas Company to transfer on its books of
account an amount of $11,576,206 from Account 108, Accumulated Provi.
sion for Depzeciation, 1o Account 439, Adjustments 1o Retained Earnings, S M i i oD Pt B3
is denied.

(B) Equitable shall climinate the $11,576,206 excess in Account 108 by
eppropriately reducing its depreciation rate over the remaining life of its
property.

(C) Within 30 days of the final order of the Commission in this case,
Equitable shall file with the Commission & report showing the appropriate
adjustment in its depreciation rate.

EaNST LIEBMaAN,
Presiding Administrative Low Judge.

APPENDIX
435 Adjusimenu 10 retaineZ esrrings.

A. This account shall include significant ROATECUrfing transactions relsiing 10 prior penods.
Other than irmnsactions of capital stock as specifed in parapraph B below, all emtries 1o this
Mccount must receive prios Commistion approval. These transassions are limited 1o those
sdjustments which (s) can be specifically identified with and relared 10 the business acuivities
of particular prior periods, 834 (b) are not artributable 1o SCONBMIC 4vanty OCCUTTIng Jubseg ent
10 the date of the bnanzial satements for the prior period. and (c) depend pamanly on determi.
fationy by persons other Whan the management, and (@) were not suscepuible of reasonsbic
estimation prior 10 such determination. This sccount shall abso inciude the relsied income 1ax
effects (Stare and Federal) on nems included herein. All lsemd ingluded in this sccount shall be
sullicienily deseribed in the entries relating thereto as 16 permit ready analysia

B. Adjusiments, charpes or eredits due 1o losaes on ressquisition, resale or retirement of the
—

* One is tempted 10 speculsie on why Equitable waited so long. but such ipeculations will aot
: help resolve the issue presenied here
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