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FOREWORD

Technical releases are informal explanations
or interpretations of the Uniform Systems of Accounts, of
financing and ratemaking requirements‘and of related
matters. These releases are to pe followed in the absenc
of specific references in the prescribed regulations and
other authoritative decisions of the Commission.

These releases represent the opinions of the
Director of Accounting and Tariff Analysis on selacted
accounting, financing and ratemaking matters. |

The releases are numbered consecutively and
are_folloved by omne or'mo;e of the letters E, G, S, T,
or W denoting that the interpretation is applicable to
electric, gas, steam, telephone or water-wérks companies.

Additional releases will be issued from time
to time as they appear necessary. Individual requgscs
for interpretations and explanations will be handled on
an ad hoc basis and.are encouraged when there is an

element of uncertainty.



Technical Release Number 1
(Effective Immediately)
Class A and B Utilities

Question:

There are occasions when an unusual item of
an extraordinary nature is relatively so large in amount
that its inclusion in the expense accounts for the year
in which the transaction occurred would seriocusly dis-
tort operating results. In sSome cases it may be appro-
priate to amortize such an item over a future period.
When such occasions occur what action should the company

take?

Ansver:

As specified in General Instruction 166.171/
of the Uniform System of Accounts for Electric Corpora-
tions, Commission approval is required to defer expense
items beyond the year in which the transaction occurred.
The company should f;le a pe:itiqn with the Qouui;sion

as early during the year as possible but prior to the

1/ Gas Corporations - Section 311.7; Steam Corporations
Section 461.14; Telephone Corporations - Section 661
Water Works Corporations - Section 561.18. '



end of year, requesting permission to defer the item
together with a plan of amortization.

The petitioner should filé with its petition:

(1) An explanation of the item for which
deferral and amortization is requested,
including the nature of the item, the
accounts in which the items would
normally be included, and thg reason(s)
for deferral and amortization.

(2) Detailed income statements f;r the most
recent two years, For example, income
statements filed with a petition on June
15 should be for the periods ending Mav
31. If this imposes a hardship, the
petitioner, with adequate justification,
may file income statements for the periods
ending April 30.

(3) Detailed balance sheets for the ye#rs
ended the dates of the income statements
requi&ed in (2) above.

(4) The estimated federal income tax effect
of the item or transactioﬁ for which

deferral is requested.



(S5) The period over which and the accounts
to which the deferred item 1s to be

charged in future periods.

EVERETT L. MORRIS
Director of Accounting and
Iariff Analysis

Issued:

June 30, 1972



Technical Release Number 2
(Effective Immediately)
Class A and B Utilicties

Qgestion:»

The Uniform System of Accounts permits com-
panies to capitalize interest on construction but does
not provide specific guidance on thg rate to use.

What is the proper rate for a utility to use
for capitalization of interest during construction and

when is it appropriate to change the rate?

Answer:

‘The rate for capitalization of interest
during construction should not exceed the rate of re-
turn allowed the utility in its most recent rate case.
If a utility considers the most recently allowed rate
of return too low for present circumstances it should
request approval of the Director of Accounting and
Tariff Analysis to increase its rate. At the time of
the request to change the rate the utility should sub-
it full justification in support of its request.

Deﬁending on the level of short term interest
rates and other factors the appropriate rate for cap-

italization of interest may well be below the allowed
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race of return. Therefore, it does not necessarily

follow that an immediate increase in the interest cap-

italization rate is justified when a higher rate of re-

turn is authorized by the Commission.- The rate used to

capitalize incerest should not be increased without the

approval of the Director of Accountine and Tariff Analysis
EVEREIT L. MORRIS

Director of Accounting and
Tariff Analysis

Issued:

June 30, 1972
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Technical Release Number 3
(Effective Immediately)
Class A and B Utilities.

Qgesfion:

Part 48, Article 4, Subcﬁapter C of the
Rules of Procedure specifies the data which must be
filed with all financing petitions. The use of
leases as financing instruments appears to be
increasing and the data filed with a normal debt or
stock financing petition is usually not sufficient
for an evaluation of a lease proposal. What
supplementary information, in addition to that
required by the Rules of Procedure for a financing
petition, is required to be filed with a petitien
requesting approval of a lease as a financing

instrument”?

Answer:

One critical element in evaluation of a
lease proposgl is the cost comparison - that is,
the cost of the ptoposed lease compared with the

alternative cost of ownership.



Two a;sumpgions can be made about the cost
of financing when the cost of ownership is being
analyzed. (Changes in accounting requirements
could affect such assumptions). It can presently
be assumed that owmership is_achieved firsc, by
debt at the incremental cost and second, by the
composite capitalization,using current costs for
fixed capital and the most recently allowed return
on the common equity component.

In making the analysis all quantifiable
factors should be measured including any values
resulting from benefits available under the tax
laws. The present value of cash flow or cash
requirements is important in evaluating benefits
or costs under différent alternatives. Applicaqts
are encouraged to fully explore, analyie, and
explain the non-quantifiable factors pertaining
to the lease proposal.

In addition to the data currently

~ required by the Rules of Procedure for financing

petitions, all lease proposals shall include a



detailed comparison of the cost of the proposed
lease versus the cost of ownership under the
two assumptions discussed above. The cost

comparison shall include appropriate time values.

EVERETT L. MORRIS
Director of Accounting and

Tariff Analysis

Issued:

June 30, 1972

TR-3



, . (EGSTW)
TECHNICAL RELEASE NUMBER 4
EFFECTIVE IMMEDIATELY
CLASS A AND B UTILITIES

STATE OF NEW YORK
PUBLIC SERVICE COMMISSION

aven v e coanssion  OCT 2 4 1972 ' October 16, 1972
TO: THE COMMISSION
FROM: DIRECTOR, OFFICE OF ACCOUNTING AND TARIFF ANALYSIS
(Acting)
SUBJECT: Rate at which to capitalize interest during
construction
* * *

| Four letters objecting to Technical Release Number 2,
which deals with the rate to be used for capitalizing interes:
during construdtion, have been received. The first three re-
leases of ah intended continuing series (Technical Releases o
ccounting, Finance and Rate Matters) were distributed as of

une 30, 1972 over the signature of Everett Morris, Director -
Accounting and Tariff Analysis.

The four respondents objecting to Release Number 2 afe
Naylon, Huber, MaGill, Lawrence & Farrell*, Long Island Light
Niagara Mohawk, and Central Hudson. All four welcome the pub
lication of the Technical Releases, and find Numbers ; and 3-
useful and informative. Number 1 deals in greater detail tha
the rules of procedure with material to be filéd with request
for special accounting, and Number 3 deals with material to b

filed in applications for approval of leases.

*A law firm which represents Rochester Gas and Electric., New
State Electric and Gas, and Long Island Water in rate procee
ings. The law firm, however, makes no representation that i
acting in behalf of any client in the letter under discussic



Technical Release Number 2 (attached hereto)f in essence
limits the rate at which interest may be capitalized to the
rate of return allowed in the utility's last rate proceeding
unless the permission of the Director of Accounting and
Tariff Analysis is first obtained for a higher rate. Further,
the Release reqﬁites such permission for any incrgése in the
rate.

All four respondents object to the requirement for the
Director of Accounting and Tariff Analysis' prior approval
and two of the respondents characterize it as inappropriate
rulenhking by the Director of Accouﬁting. Long Island
Lighting, Central Hndson, and Niagara Mohawk point out that
they would have no objection to hbtifying the Commission or
the Director of Accounting and Tariff Analysis of a change
in rate.

Long Island Lighting, Central Hudson, and Niagara
Mohawk also object to the standard for determining the rate
at which interest may be capitalized. They think it should
be the current cost of constructiom funda. Naylon, Huber,
MaGill, Lawrence & Farrell call attention to the Commission's
Opinion and Order No. 72-7 (A) issued June 7, 1972 1in
Case 26112 in which the Commission reaffirmed treatment of

interest during construction different from the book treat-

*Refer to page 4 for Technical Release Number 2.
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ment, even though the book treatment accorded with the

written guidance of the Director of Accounting.
DISCUSSION

Intent of Releases

The releases were intended to clarify the Uniform
System of Acgouncs and other Commission rules and policies
related to accounting, finance and rate matters, and to
give the staff position on matters on which the Director's
opinion is frequently asked or oan which frequent variation:
from what staff considers proper treatment are found be-
cause of a diversity in interpretation. It was intended
that comﬁanies who did not agree with the Director's inter
pretation.would be able to continue their practices, but
that they would do so with ﬁn awareness of the staff's
position and the risk of being challenéed and having to
defend their treatment to the Commission. |
Intent of Technical Release Number 2

The intent of Accounting Release Number 2 is to set
standard which would limit the amount of interest being
capitalized to a reasonable level, and at the same time gi

guidance to companies which are overly conservative, and,

therefore, capitalize at too low a rate. Utilitieg frequg

claim in rate cases through various mechanisms, an allowan
for an amount of return equal to the difference between th

interest actually capitalized and the full rate of return



on construction work in progress. However, if the company
position is accepted, and it has capitalized interest at

too low a rate, the adjustment will result in greater rate
relief for that company than for similarly situated com-
panies who have used a more appropriate rate. Should the
rate at which iﬁCeres: is capitalized be raised subsequently,
any ratu relief related to capitalizing interest at too low
a rate would still continue. -

[here was, however, no intent that companies should
cnange if they have followed a consistent policy of not
capifalizing interest or of consistently excluding certain
portions of their coﬁstruction program from amounts on
which interest is capitalized, df have consistently followe¢
simplified procedures.¥*

Standard for Rate at which Interest is Capitalized

There has never been agreement on criteria for a
proper rate at which to capitalize interest. Basically
there are two theoretical approaches:

1. Current Cost of Construction Funds. Under this

theory the cost of construction funds is viewed
like any other cost which is capitalized, and the
cost of funds during the construction period is

viewed as the cost to be capitalized. There are

* For example, charging one montu's interest when a designa
class of work orders below certain amounts are closed.

TR-4 -12-



two difficulties with this approach if it is
rigidly applied. Ome is that the cost of
permanent capital raised during the comstruction
period is not necessarily related to the con-
struction in that period. A utility typically
alternates between common equity, preferved stoc
and debt in its security issues. Medium size
utilities often have no more than one security
issue a year. Under such circumstances, can one
say that the cost of new permanent capital used
for construction was 7-1/2 percent last year
because debt was issued, and 12 percent this yes
because equity wis issued?

The second difficulty arises in a period suc
as i970 when the cost of short-term capital is
well above any conceivable rate of retura which
~ the utility may be allowed. Applying the currer
cost councept wéuld result in interest being
capitalized at a rate in excess of the rate of
return. While this may be the cost of construct
funds, it appears improper to impute a higher ra
of earnings to plgnt while it is under construct

than would be allowed when it is in service. Og



the other hand, if short—-term notes are excluded
from the capital structure, the utility will not
be compensated for the excess of the cost of
short-term money over the rate of return.

2. Historical Cost of Money. This theory views con-
s:ruétion funds as the composite of all utility
funda; The theory ignores that short-term funds
at a different co.ﬁ than the rate of return may
have been used for construction. There would be
&8 logical difficﬁlty, however, if recognition is
given to the cost of short-term funds when they
are 1awer‘than the rate of return, but, for the
reason atated above, ﬁo: vhen they are higher.

The approach in Technical Release Number 2 envisages

a combipation of those two perspéc:ive-, and is a reasconable
and practical ome. Further explanation may be warranted
concerning the standard generally to be applied.

Construction funds normally are derived from both
short-term bofrowingl and permanent financings. (The amount
of perﬁnneﬁt capital for this purpose would be the difference
between the estimated average balance of comstruction work in
progress and the average balance of short-term funds used for
construction purposes.) The interest.rate employed for
capitalizing interest during construction should approximate

the weighted average of the two sources of funds.

™™ol w]lhe



The cost of short-term debt will vary from time to
time with fluctuations in the money markets. The cost of
permanent financing also will vary as new securities are
sold. It is proposed that, for purposes of computiag the
cost of the permanent financing component of the interesgt
rate to be used in capitalizing interest during comatructic
the utility employ the cost of equity lait found reasonable
by the Commission, the current embadded cost of debt and
preferred stock, and the utility's current capital structu:
(unless the Commission's mos: recent opinion i{adicated scme

other capital structure should be used, or exmployed a cut
.leverage' approach, iz which case the aporoacn and assumpt!
of the Commission should be utilized).

1f, for exmmple, a utility 1is capitalized with 55 pe
cent long~-term debt at 6 percent, 10 perceat praferred sto.
at 7.5 percent, and 35 percent common stock, aad if in the
last rate case a return of 12 percent on common equity wvaas
found to be reasonable, and if the utility is financiag cor
struction projects 60 percent from permanent financings an
40 percent from short-term borrowings at 5.5 percent,ﬂg&g
interest rate eamployed in capitalizing interest during con-
struction should appréxi-nte: |

60 percent x 55 percent x 6 percent

60 percent x 10 percent x 7.5 perceat

60 percent x 35 percent x 12 percent =
40 percent x 5.5 percent =

[SH S e N o
L
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7.15 percen



In most instances, this.approgch should yield a rate
for capitalizing interest during construction at less than
the overall rate of return allowed in the preceding rate
case, and, in all likelihood, lower than the overall rate
of return which would be permitted in a subsequent rate case.
The Director of Accounting and Tariff Analysis or the Commis-
sion could give permission to a utility to use a rate higher
than the expected overall rate of return when special cir-
cumstances warrant, such as a very sharp thurn in short-term
interest rates. Also, ;he special circumstances of a partic-
ular utilicy néy warrant ‘a wholly different ap?roach than the
one here proposed. Companies which have had no rate proceed-
ings decided during the c%o years. preceding the month in
which the rate for capitalizing interest is intended to be
increased, can base their conputation on comparable companies
which have had rate cases decided. But before interest during
construction is permitted to be capitalized at a rate higher
than the anticipated overall rate of return that probably would

be permitted the utility, stromng justification should be shown.

Procedure for Changing Rate at which Interest is Charged to
Construction

The objectives of Accouncing Release Number 2 can be
equally well achieved with advance notification (say thirty

days) by the utilities as with advance approval. The Directo

-16=-
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*f Accounting and Tariff Analysis would then be in a poaition
to negotiate about changes with which he disagrees. If agree-
ment cannot be reached, the matter can be referred to the Com
mission for resolution. While the matter is pending, the
utility would be free to capitalize interest at the rate it
chooses, but at the risk of having to make appropriate adjust
ments if the Commission agrees with the Dirsctor of Accountin
and Tariff Analysis. A similar procedure can be employad for
changes proposed by the Director of Accounting and Tariff
Analysis.

" The Director of Accounting and Tariff Analysis wculd
respond during the thirty day notice period if he had any
objection to the rate prcposed for capitalizing interest.
Failure of the Director to respond would be taken as aﬁ indi-
cation that he does not elect to object to the rate proposed.
but it wéuld fiot necessarily imply agreement with the =method
or the figures used to arrive at that rate. The Director
wodld also be free at any time (as he always has bszen) to
suggest that rates at which interest is capitalized should
be reduced if a change in underlying conditions warrants {t.

However, this ptqcedure places the burden on the staf
to prove that a rate of capitalizing interest is not juscifi
and as a practical matter, would require the staff to arrive

at and propose an appropriate rate to the Commission. But,

-17-



it may be possible to justify a number of appropriate rates
within a certain range.
To allow some flexibility to the utilities to aéjus:
their rates for capitalizing interest as conditions change
and to keep the staff fully informed of the utilicy's
practices, it may be best that the advance notification pro-
cedure outlined above be adopted for all changes (up or down)
in the rate for capicélizing interest which do not result in
a rate greater thaﬁ the allowed rate of return in the utility's
most receni rate case. The notification should include justi-
fication which is in harmony with the approach ;uclined in
this report for atfiving at a rate for éapitalizing interest.
For increases in the rate for capitalizing interest
above the allowed rate of retutﬁ in the utility's last rate
case, advance approval of the Director of Accounting and
Tariff Analysis should be obtained because such rates are
more likely to be controversial. If the utility wishes to
appeal from the Director's ruling, it should justify to the
Commission the rate it wishes to use. In view of the objec-
tions received to advance approval by the Director of Account-~
-ing and Tariff Analysis, it would be desirable for the Commis-
sion to formally delegate authority to him to rule on the

rate for capitalizing interest under these circumstances.
-18-
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CONCLUSION AND RECOMMENDATION

It is recommended that the Cowmission delegate to the
lrector of'Accounting and Tariff Analysis authority to requir
advance notification according to the procedures described in
this report for all changes in the rate at which interest is
capitalized and to require that his approval be obtained befo:
the rate used to capitalize interest can be increased to a
rate higher Chan'the rate of return allowed the utility in it:
mosSt recent rate case. His ruling would, of course, be subje
to appeal to the Commission.
This report discusses in greater detail than Technical
Release Number 2 the guidelines and theory regarding the
etermination of an appropriate rate to use for capitalizing
interest-during construction. It is, therefore, also recom—-
mwended that the Commission approve its publication as Technic
Release Number 4.

Resnectfully submitted,

ERIC A. LEIGHTON
Attachment

EAL :kk
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(GZ)
ADDENDOM
- T0
TECENTCAL ELIASE NOMIER 4

APPROVED 8y e coumissic APQ 171873

Subseguent o this Commissisn's asproval of
Technical Release Numiber 4 the Tedaral Jower Cocmissisn,
2w the Tederal Znersy Regulacary Commissicn (TZRC) adcgrad
a matiod £2 be 1sed Ly gas ind elaciziz uzilisiss wdar
its jusisdicei £2 detarnins <he rata 53 -Se 2ppliad iz
computing anm anmnval allowanca Jor funds used during
gonstIuction (AFC). Whila She FEIRC netlod and tZe netzied
grescribed iz Tachrical Ralsase Number 4 usa tha 3ace
agorsach, thers is a3 diffarancs ix the <293t o& onevy and
capisalization ratiocs %0 te used in each nesod. 3Iizoly
statad, the dilfersnca is T:ally one of timing. Generally,

the cost of z=srnay and capitalizacion ratiss Srascriled Zar

the FIRC computation are histsrical, whezsas t=is Commisgion's

computation is srosvectiva. Ths excapzion 13 skors-=zamm
debt which is prospective in bSoth nezhaods. Cver a seriad of
tize, Nowevers, toth zaticds will viald assensially =lae

sama rC-ssults.

ADD' W/TR-4 -192=-



We understsand that TIRC insists that thei:
me=icd be used Zor Zfinancial statement purposes ané thas
2he Secusitias znd Ixchange Commission takes tle sane
viaw. Since it would be impraceiczl and confusing <o r=quire
one method <o be used for this Commission’s rataeamaking and
Teperting purreses and anothe: metsod for financial stacements
publighed bv New York Stazes cas and electsic vellizies subiecs
20 PERC jurisdiction, this Commission will allow such uwzilizles
=3 use :hc-EERc aetaod in determining thelr sate to be agplied
in computing an annual allowasce for Zunds uﬁa& éduriag
construction provided that such utilities fozmally notily |
Commigsion in wrising that they elect to do so by December 1,
1379 and cha= %hev will comsistenzlv Zgllow =he FERC method iz
the veirs theraalter.

The procedure fcr changing she AFC rate described in

Techrnical Relaase Number 4 will remalin uncharcged.

ERIC A. LEZGETON, Dicsces T
£fice of Accounting and
Ueilisy Tinance

~ssued:

ADD'M/TR~4 : -l9b-



(E)

Technical Release Number 5
(Effective Immediately)
Class A and B Electric Utilities

ggestion:

In connection with the ''Statement of Commissic
Policy Concerning Fuel Adjustment Clauses of Electric
Utilities'" issued on January 7, 1974, what is the impact
on Financial Reporting for the year ended December 3i,

1973 and thereafter?

Answer:

If a utility adopted the Commission policy in
respect to Fuel Adjustment Clauses, or had previocusly
applied for and received permission to adopt accounting
essentially similar to that authorized in the policy, it
should then recognize that a mismatching of revenues and
expenses has occured in prior months and, therefore, net
income has not been charged with costs related to revenu
reflected in the current period. If the amount of such
costs, net of taxes, is in excess of 5% of net income fo
the current period, -then Financial Statements should re-
flect these amounts separately in the Income Statemeht.

The Uniform System of Accounts does not provide accounts

TR-5



for such a ;ranSaction, therefore, utilities should be

guided by Opinion 20, Accounting Changes, of the Account-

ing Principles Board. This Opinion provides that the
amounts related to this type of transaction be reported
in the financial statements between the captions "“Income
Before Extraordinary Items' and ''Net Income’. The amount
should be computed in accordance with APB 20, and all
financial data submitted by the utility to this Commis-
sion should follow the reporting requirements of APB 20.

ERIC A. LEIGHTON, Director,’
Office of Accounting and
Tariff Analysis '

Issued:

January 14, 1974

-21-
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Technical Release Number 6
(Effective Immediately)
(Class A and B Electric Utilities)

Question:

In what account shall expenditures be included
which are made in contemplation of construction of electric
utility plant requiring certification under Article VIII of

- the Public Service Law?

Answer:

Expenditures made in contemplation of constructio
of electric utility plant requiring certification under
Article VIII of the Public Service Law are required to bé
made at more than one site before a particular plant can be
ceriified.‘ Before certification it is not possible to tell
with certainty whether expenditures at a particular site

will result in construction of a plant. However, rejection

- of a particular site is useful in achieving certification

of an alternate site because it narrows the number of re-
maining choices. All prudent expenditures incurred for
.certification under Article VIII are, therefore, a necessar
part of the cost of construction of the plant eventually

certified. Such costs are, therefore, properly chargeable



to account 107, Construc+tion Work in Progress =~ Electric,
when incurred. Amounts included in the account are subject
to the capitalization of an allowance for funds used during
construction and such amounts shoﬁld be afforded the same
accounting treatment as all other construction work in
progress expénditures. This method of accounting will com=-
pensate utilities for the use of their. funds for such
expenditures.

Since the submission of more than one building
site for an electric generating plant is reguired,* the
accounting Ior expenditures related to the consideration
of several sites must be clarified. For instance, expendi-
tures are incurred for sites A and B, and site A is selected
as the building site. The expenditures for both, A and B,

become the costs of site A, Further} at a later date, ex-

* In using the term "required” we mean nothing different from
the Commission's "Statement of Policy” accompanying the
"Rules of Procedure-Certificates of Environmental Compati-
bility and Public Need for Major Steam Electric Generating

Facilities" issued June 4, 1973 which contains the following

sentence: "Thus, while the requlations do not in absolute

terms mandate that each application contain full documenta-
tion supporting viable facilities at more than one site, any
utility not making a bona fide attempt to present meaningful
alternatives to the Board would not only be acting at its
own peril as to obtaining approval as to any site, but would
also run the risk that monies expended for such a faulty
presentation would be disallowed as improvident expenditure
in a rate case."

«23=



1/

penditures are incu?red for sites B,-' C and D, and site

is selected as the building site. The expenditures of B,
C and D become'the costs of site C. Even if site D were

completely ruled out, the expenditures incurred for site D

become the costs of the site finally selected, site C.

To avoid capitalization of ongoing engineering,
environmental, and similar costs, this accounting applies
only to preliminary expenditures related to an electric
generating plant requiring certification under Article VIII
It is not intended to include tﬁe cost of environmentai or
other studies unless the studies are related tg evidence

intended to be presented in a proceeding under Article VIII

4

-

ERIC A. LEIGHTON, Dirsdctor,
Office of Accounting and
Utility Finance

Issued:

December 11, 1974

™~

1/ For site B these would include only expenditures in add
tion to those already incurred and charged to Plant A.

-24-
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Technical Release Number 7
(Effective Immediately)
Class A and B Utilities

Question:

In computing the allowance for funds used during
construction (AFUDC) is it proper for utilities to include
AFUDC capitalized in the past in determining the construc-

tion costs upon which AFUDC is calculated?

Answer:

Most utilitie; have been gxcluding the accumu-
lated AFUDC from the construction cost;s upon which AFUDC
is calculated.

The Commission considered this policy in Case
26552 - Loné Island Lighting Company - Electrié Rates and
in its Opinion No. 75-1 issued in this proceeding on
January 9, 1975 stated that:

"Lastly, we conclude that the policy of

not calculating IDC* on that portion
of construction work in progress repre-

*IDC stands for "interest during construction". It is still
a commonly used abbreviation for what is now called "Allow-
ance for funds used during construction". Whenever the
abbreviation IDC appears in the above gquotation AFUDC may be
substituted without a change of meaning.

TR-7
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sented by past IDC accruals should
be reevaluated. In fact, utilities
do incur additional capital costs
on accrued IDC. In the past, when
interest rates were lower, construc-—
tion budgets smaller and comstruction
periods shorter, the cost of financ=
ing accrued IDC may have been minimal.
At present, this is not the case.
LILCO's test year average IDC approx-
imated $13.5 million; carrying
charges on this total would have been
more than $1 million. We conclude
that it is no longer proper to continue
an accounting practice which, in effect,
ignores what is now a substantial ele-
ment of construction costs. Accordingly,
LIICO may revise its accounting practices
so that in the future IDC will be taken
on the entire balance of interest bearing
construction work in progress, including
accrued interest. This change, if made,
will be entirely prospective in nature
and will have no impact on the rates

. approved in this proceeding.”

Although in the above guotation permission to
revise accounting practices appears to be directed specificall
to LILCO, other utilities may make similar revisions effective

with interest capitalized in January 1975,

ERIC A. LEIGHTON, Director, \
Office of Accounting and '
Utility Finance

Issued:

January 28, 1975

‘CR~-7
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(G)

Technical Release Number 8
(Effective September 1, 1975)
Class A and B Utilities

SPINEL WD Tl M 2 ROGTS

Question:

What is the accounting required to implement
the Gas Adjustment Clause Surcharge or Refund under
Section 270.57(f) of Title 16NYCRR? ol
Answer:

Beginning in September 1975 the month in wbich
the initial determination period would commence under
Section 270.57(f) of Title L6NYCRR, gas utilities shall
establish a new subdivision of Account 186, Miscellaneous
Deferred Debits to be entitled "GAC Surcharge or Refund
Adjustment Deferred". In any month in which it is deter-
mined that gas costs recoverable through the Gas Adjust-
ment Clause (GAC) exceed GAC re?enues, the amount of such
excess costs shall be debited to the new subaccount under

Account 186 and concurrently credited to the appropriate

l/ See Commission Opinion No. 75<10 issued May 1, 1975
for opinion and resolution adopting this resolutiocn.

TR-8
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subdivisions of the utilities manufactured or purchased
gas expense accounts in which the costs were recorded.

If in any month GAC revenues exceed gas costs recoveraktle
through the GAC, Account 186 shall be credited with an
émount equivalent to the excess of such revenues and the
appropriate subdivisions of the utilities manufactured
or purchased gas expense accounts shall be concurrently
debited Jith such amount,

The amount remaining in Account 186 at August 31
of each year shall be adjusted to reflect the results of
the determination period computation required to be sub-
mitted by the utility on October 15th of each year.

Starting with the first billing cycle in
Decembker of each year and continuing through the last
billing cycle in_ November in the year following, the amount
deferred in Account 186 shall be amortized through charges
or credits to the gas expense subaccounts, in amounts
equivalent to the surcharge oi refund included in GAC

revenues booked during each month of this period.



The Federal income tax effect related to the
expense amount deferred in Account 186 shall be deferred
in Account 283, Accumulated Deferred Income Taxes - Other
or Account 190, Accumulated Deferred Income Taxes, as
appropriate, and amortized concurrently with the related

expense amount in Account 186.

ERIC A. LEIGHTON, Director,
Qffice of Accounting and
Utility Finance

Issuedé

May 30, 13975

TR=-8
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" 'Question:

(G)
Technical Release Number 10
(Effective Immediately)
Class A and B Util.ties

What accounting procedures should a gas utility

implement if the Commission has authorized the company

to add a gas "Revenue Stabilization Clause" to its tariff?

Answer

On the effective date of the authorized

"Revenue Stabilization Clause” the gas utility should

establish:
l.

2.

TR-10

>Separate subdivisions of Account 253,

Other Deferred Credits, to be entitled,
"Revenue Stabilization Amcunts - Deferred”
and "Interest on Revenue Stabilization
Amounts - Deferred”;

Temporary revenue Account 486, Stabilization
Clause Revenues - GAC adjustments;

A subdivision of income Account 431, Other
Interest Expense, entitled "Interest on

Revenue Stabilization Amounts®;

-33~



4. A subdivision of Account lBO,bAccumu-
lated Deferred Income Taxes, entitled,
"Revenue Stabilization Amounts - Income
Tax Deferred”; and,
5. Subdivisions of Account 410.1, Provision
for Deferred.Income Taxes, Utility
Operating Income and Account 411.1 -
Provision for Deferred Income Taxes -
Credit, Utility Operating Income, both
entitled, "Revenue Stabilization Amounts”.
Beginning with interruptible and firm sales made
on and after the effective date of the "Revenue Stabiliza-
tion Clause” the gag utility should defer in the separate
subdivisions of Account 253, Other Deferred Credits,.the
monthly revenue stabilizatiog amounts charged or credited
to temporary revenue Account 486, Stabilization Clause
Revenues - GAC adjustments, and the monthly interegt on
the deferred balance of such amounts, charged to the sub-
division of Account 431, Other Interest Expense, all as de~-
tarmined under the company's "Revenue Stabilization Clause”
tariff provisions.. Such deferrals should be accumulated
over the periocd specified in the "Revenue Stabiliz&tion
Clause” tariff provisions. Thereafter, the total amounts

ramaining deferred should be reduced in each mqq;h Fhrough

TR-10 =34~



debits to the separate subdivisions of Account 253,
with contra credits to Account 486, in amounts equivalent
to the monthly Revenue Stabilization amounts and related
interest credited to {}rm customers through the Gas Adjust-
ment Clause commencing with such credits reflected in the
Gas Adjustment Clause in effect for the month specified
in the company's "Revenue Stabilization Clause” tariff
provisions,

The gas utility should charge the subdivision
of Account 190, with the Federal income tax effect, 1f
any, related to the revenue stabilization amounts deferred
in Account 253, and should concurrently credit the sub-
division of Account 411.1, Provision for Deferred Income
Taxes -~ Credit, Utility Operating Income, to reflect the
tax timing differences arising from institution of the
“Revenue Stabilization Clause”. The tax effect defe.red
in the subdivision of Account 1390, should be reduced by
charges to the subdivision of Account 410.1 Provision
for Deferred Income Taxes, Utility Operating Income, in

amounts equal to the tax effect of the previously deferrad

TR-10 -35-



revenue sStabilization amounts reflected in the current

Gas Adjustment Clause.

ERIC A. LEIGHTON, Dlrec5§r
Qffice of Accounting & '
Utility Finance

Issued:

November 25, 1976

TR-10
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TECHIIICAL RELIASE NUMZER 15
(Bffective Immediately)
Class A and 3 Zlectric Utilities
APPROYER BY TS COSMISiON FTB 6198
Queztion:
In Opinion 78-3, iscsued March 6, 1878, the Commizsicn
apprcved accocunting preccedures for ca2search and develozment

(2&D) expenditures, provosed by staff in Case 27154 - Leng Range

Electric Plans. Since R&D expenditures ror any civen vear mnavw

.J.

exceed or £all short of the azount of revexues.an electric
utilitr is allowed in ratas to be used for R&I purposes fcr that
year, the Cermmission appsroved deferral accounting to provide foro

tracking of such shortfalls or overscending. The objectiva ci

t-

[}
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the deferral accounting is to assure utilities o
for all Rs&d expenditures as closely as possibtle and to prevea:
an cvercolie:tion of revenuzs from ratepavers for ths same

ourpose. At the same tire this accounting shall lezave periodiz

income unzffacted by fluctuating R&D activity. What acceounting

" is required to achinve this?

Anzwer:
»

I
Amounts allcwed ian rates for RID :avenueslf datarmined

e SN

(ES

-~ 7
wnder a kilowaitheour (Xwh) salas formulaZ) s1ould be cred

the appropriate rewvenu2 account. The allcwsd RaD revenues should

1/ Current oonti Xvin's pilled ¢ uwliizate consumars mulkiplied
bv a factor (explained in Zooitnsie nucker 2) Zor the Rad

allowanca.
2/ Annual R&2 costs allowsd by the Commission In tls accounting
tilities' latest rate case 2dividad bv 22 Commissicn's estimarca
of Kwih's to ke s0ld iz %he first vazar cf new rates.
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thenr Le charged to Account 456, Cther Electric Pevenues and
cradited to a subaccount of Acecount 188, Investmen:t in Research
ané Devalopment. As 2&D expenses are incurred thev should be
charged to the subaccount of Account 188 and subseguently distri-
buted to ﬁhe appropriate exvense accounts,

Expenditures f£or R&D, charged #0 errense, should be
credited to a separate subacsount of Acccunt 930, Miscellanecus
General Ixpense, and charged to the subacccocunt o Account 188,

On a monthly basis, expenditures for R&D and RS&D
reventes should be prcper-ly matched. To achieve %izis, the sub-
account of Recount 458 should be credited and the subacccunt of
Account 930 shouléd ke dabited, with an ameount representing the
actural expenditures for RaD not in excess of R&D ravenues billed,
plus any credit balance in the subaccount of Account 189,
repraessnting revenues defarrad in prior months.

A cxz2dit balance in the subaccount of Account 188
would indicate tha+t exgenditures for P&aD fell short of the
amount oI revenues the utility was allowed in rates “ar R&D
purpcses. The related Fedaral inceme taxr effect, deferrad as
a credit in Account 41ll1.1, Provision for Deferred Incorme Taxes -
Credit, Ttility Cperating Inceme, saculd be dekited to Account
190, Accumulatzd Deferred Income Taxes; as the defer-ed revenues
are offsat by future R&C expenses, the amounts in Account 19C

shculd be charzsad te income,
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A debit balance in the subaccount of Account 138
would indicate that expenditures for R&D exceeded the amcunt
of revenuas the utility was allowed in rates £for R&D purposes.
The related Federal income tax effect, deferred as a debit
in Account 410.1, Provision for Deferred Income Taxes,

Utility Operating Income, should be credited to Account 283,
Accunmulated Deferred Income Taxes - Other; as the deferrad
expenses are offset by future R&D revenues, the amounts in
Account 283 should ke credited to income.

The accounting described atove is necessary to fulfill
the Cormission's intent, as expressed in Opinion 78-3, +o amoly
only to such RsD expenditures that are treated for azcounting
purroses as currsnt expenses, and to provide for tracking by
matching amounts of ravenue allowed in rates for RaD with exren-
ditures for R&D activities.-

ERIC A. LEIGHTOM, Directer
Office of Accounting and
Utility Financa

Issued:

Pebruary 3, 19380



