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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Joseph T. Kelliher, Chairman;
Suedeen G. Kelly, Marc Spitzer,
Philip D. Moeller, and Jon Wellinghoff.

Financial Accounting, Reporting and Docket No. RMO06-11-000
Records Retention Requirements Under

the Public Utility Holding Company Act of

2005

ORDER NO. 684
FINAL RULE
(Issued October 19, 2006)

l. Introduction

1. On April 24, 2006, the Commission issued a notice of proposed rulemaking
(NOPR) that proposed to add a new Uniform System of Accounts (USofA) for
centralized service companies, i.e., service companies that are not special purpose

companies, and new preservation of records requirements for holding companies and

service companies as new Parts 367 and 368 of Title 18 of the Code of Federal
Regulations.! The NOPR also proposed to revise FERC Form No. 60, Annual Report of
Centralized Service Companies, to be codified in new Part 369, to provide for financial

reporting by centralized service companies consistent with the new USofA,; to provide for

171 FR 28464 (May 16, 2006), FERC Stats. & Regs. { 32,600 (2006).
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electronic filing of Form No. 60; and to make conforming changes to the Commission’s
regulations in Part 366 and corresponding changes to the Commission’s Chief
Accountant's delegation of authority in Part 375. The NOPR proposed to make the
changes effective January 1, 2007.

2. As directed by the Commission in the NOPR, the Commission staff held a
technical conference on July 18, 2006, to provide interested persons an opportunity to
discuss the regulations proposed in the NOPR. At the conclusion of the technical
conference, staff announced that the record in this docket would remain open until
August 8, 2006, to provide interested persons additional time to submit specific
recommendations on how the Commission’s proposed regulations could be modified to
accommodate their concerns.

3. This Final Rule adopts, in many respects, the proposals contained in the NOPR,
but with certain noted changes to minimize any unnecessary burden. Chief among them,
the Commission defers the implementation date by an additional year, to January 1, 2008.
Il.  Background

4. On August 8, 2005, the Energy Policy Act of 2005 (EPAct 2005)* was signed into
law. In relevant part, it repealed the Public Utility Holding Company Act of 1935
(PUHCA 1935)° and enacted the Public Utility Holding Company Act of 2005 (PUHCA

2005),* which, with one exception not relevant here, became effective on February 8,

2 Energy Policy Act of 2005, Pub. L. No. 109-58, 119 Stat. 594 (2005).
$15 U.S.C. 79a et seq.
* EPAct 2005 at 1261 et seq.
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2006 (six months from the date of enactment). On December 8, 2005, the Commission
issued Order No. 667, adding a new Subchapter U and Part 366 to Title 18 of the Code of

Federal Regulations to implement PUHCA 2005.°

5. Order No. 667 required that, unless otherwise exempted by Commission rule or
order, holding companies® and service companies’ must maintain and make available to
the Commission their books and records.® In addition, Order No. 667 allowed holding

companies and service companies that did not currently follow the Commission’s records

> Repeal of the Public Utility Holding Company Act of 1935 and Enactment of the
Public Utility Holding Company Act of 2005, Order No. 667, 70 FR 75592 (Dec. 20,
2005), FERC Stats. & Regs. 131,197 (2005), order on reh’g, Order No. 667-A, 71 FR
28446 (May 16, 2006), FERC Stats. & Regs. | 31,213 (2006), order on reh’g, Order No.
667-B, 71 FR 42750 (July 28, 2006), FERC Stats. & Regs. 1 31,224 (2006).

® As defined in 18 CFR 366.1, a holding company is (i) any company that directly
or indirectly owns, controls, or holds, with power to vote, 10 percent or more of the
outstanding voting securities of a public-utility company or of a holding company of any
public-utility company; and (ii) any person, determined by the Commission, after notice
and opportunity for hearing, to exercise directly or indirectly (either alone or pursuant to
an arrangement or understanding with one or more persons) such a controlling influence
over the management or policies of any public-utility company or holding company as to
make it necessary or appropriate for the rate protection of utility customers with respect
to rates that such person be subject to the obligations, duties, and liabilities imposed by
this subtitle upon holding companies.

" As defined in 18 CFR 366.1, a service company is any associate company within
a holding company system organized specifically for the purpose of providing non-power
goods or services or the sale of goods or construction work to any public utility in the
same holding company system. “Centralized service companies” are defined in 18 CFR
367.1(a)(7) as a service company that provides services such as administrative,
managerial, financial, accounting, recordkeeping, legal or engineering services, which are
sold, furnished, or otherwise provided (typically for a charge) to other companies in the
same holding company system. Centralized service companies are different from other
service companies that only provide a discrete good or service.

® Order No. 667 also required centralized service companies to file the newly
created FERC Form No. 60, Annual Report of Centralized Service Companies.



Docket No. RM06-11-000 -4 -

retention requirements to transition to the Commission’s requirements by January 1,
2007. Order No. 667 further provided that holding companies would not be required to
comply with a Uniform System of Accounts, but that centralized service companies
would be required to do so as of January 1, 2007. The Commission also indicated in
Order No. 667 that it would initiate a separate rulemaking proceeding to address how the
Commission's Uniform Systems of Accounts and records retention requirements in Parts
101, 125, 201 and 225 of its regulations® should be modified to adopt or otherwise
integrate the relevant parts of the Securities and Exchange Commission’s (SEC) Uniform
System of Accounts and records retention rules.

6. In the April 24, 2006 NOPR,™ the Commission recognized that the range of
changes that would be needed to Parts 101, 125, 201 and 225 of its regulations to allow
for application of those requirements to holding companies and service companies would
make understanding and applying them difficult for all entities. Therefore, the
Commission proposed to adopt separate accounting, records retention, and reporting
requirements for holding companies and service companies in new Parts 367, 368 and
369.

7. After consideration of the discussion during the technical conference and the
comments received, the Commission is adopting this Final Rule which is generally
consistent with the NOPR, but with several significant changes to reduce the compliance

burden on affected entities. The Commission received nine comments on the proposed

% 18 CFR Parts 101, 125, 201 and 225 (2006).
19 Supra note 1.
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NOPR and ten supplemental comments submitted following the July 18, 2006 staff
technical conference. A list of the commenters is attached as Appendix B. Comments
received on specific aspects of the Commission's proposal are discussed in greater detail
below.

I1l. Overview of Final Rule

8. As an initial matter, the Commission in this Final Rule has been guided by the
clear intent of Congress to repeal the regulatory regime established by PUHCA 1935 and
to rely on this Commission and state regulatory authorities to protect energy customers.
Throughout, we have attempted to strike a balance between the Commission’s need for
information to carry out its regulatory responsibilities and the burden that gathering and
reporting information imposes on industry. Therefore, as described below, we have
modified our proposal in several key respects to reduce any unnecessary burden. The
modifications include deleting and modifying certain accounts and instructions in the
originally proposed USofA, providing flexibility in the work order system requirements,
streamlining and eliminating certain schedules in the FERC Form No. 60, retaining the
May 1 filing date for the FERC Form No. 60, and postponing the implementation date of
the Final Rule until January 1, 2008. These modifications balance the Commission’s
need for information to fulfill its regulatory responsibilities with minimizing any
unnecessary burden.

Q. Specifically, in the NOPR, the Commission proposed to add, as Part 367 of its
regulations, a new USofA for centralized service companies that conforms, to the

maximum extent practicable, to the existing USofA for public utilities and licensees and
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for natural gas companies as set forth in Parts 101 and 201, respectively, of the

Commission's regulations. The Final Rule adopts the new USofA for centralized service

companies, but with the following modifications to reduce the burden on respondents:

Centralized service companies will not be required to adopt a formal work order
system. Instead, the Commission will permit centralized service companies to use
a variety of cost accumulation systems, provided such systems support the
allocation of expenses to the services performed and readily identify the source of
the expenses and the basis for their allocation.

Centralized service companies will not be required to obtain Commission approval
to account for an item as extraordinary. Instead, the Commission will only require
extraordinary items to be disclosed in footnotes to the financial statements.
Centralized service companies will not be required to conduct extensive mortality
studies to support the useful lives of all depreciable assets, but can exercise
judgment in determining the evidence needed to support the lives of depreciable
assets.

Centralized service companies will not be required to prepare paper invoices each
month for services rendered to associate utility companies. Instead, the
Commission will permit centralized service companies to use a variety of
accounting mechanisms, provided that associate utilities are receiving accurate
information about the work being done for them and the related costs on a monthly

basis.
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10.

Centralized service companies will not be required to capitalize an allowance for
funds used during construction (AFUDC) as a component of construction cost but
will instead be allowed to capitalize interest.

Centralized services companies will not be required to calculate income taxes for
individual departments.

Centralized service companies will not be required to recognize revenues received
for, or expenses incurred in, providing services to non-utility companies in
separate accounts.

Centralized service companies will not be required to record revenues received for
services provided in support of merchandising, jobbing and contract work in a
separate account. Instead, revenues from such services will be included in the
accounts provided for other service company revenues. Proposed Account 415,
Revenues from merchandising, jobbing and contract work, will be eliminated.

In the NOPR, the Commission also proposed to add, as new Part 368 of its

regulations, preservation of records requirements for holding companies and service

companies, that conform to the preservation of records requirements for public utilities

and natural gas companies contained in 88 125.3 and 225.3 of the Commission's

regulations, with certain modifications appropriate for holding companies and service

companies. The Final Rule adopts the new requirements, with certain modifications to

the Schedule of Records and Periods of Retention in § 368.3. In order to reduce any

unnecessary burden, the Commission will revise the retention period for certain
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depreciation records from 25 years to 3 years after retirement or disposition of the
property.

11.  Additionally, the NOPR proposed to revise FERC Form No. 60 to permit reporting
consistent with the proposed USofA for centralized service companies, and to codify it in
new Part 369. The Final Rule adopts the revised FERC Form No. 60 in Part 369, but
deletes or modifies the following schedules in the Form itself to reduce the compliance
burden:

e Schedule XV-A, Schedule of Utility Operating Expenses, will be deleted because
similar information is available on Schedule XV1, Analysis of Charges for
Service.

e Schedule XVI will be modified to reflect the Commission’s decision not to require
a separate account for recording expenses attributable to services provided to non-
utility companies.

e The Analysis of Billing Non-utility Companies - Account 459 Schedule, will be
deleted to reflect the Commission’s decision to eliminate Account 459.

e The schedules for analysis of service company billings will eliminate the need to
separately report billings to utility customers and non-utility customers.

e The departmental analysis of salaries schedule will be eliminated because the
reported data is not comparable across companies.

12.  Inaddition, the Final Rule delays the implementation date of the new requirements
until January 1, 2008, and makes conforming changes to the transition provisions

contained in 88 366.21, 366.22 and 366.23 of the Commission’s regulations. The delay
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in the implementation date and the transition periods will allow for a more orderly
implementation of the new requirements and further reduce the compliance burden on
affected entities.

13.  The Final Rule, therefore, adopts new Parts 367, 368 and 369 and corresponding
changes to Parts 366 and 375 of the Commission's regulations.

IVV. Discussion

14, In general, the National Association of Regulatory Utility Commissioners
(NARUC), the American Public Power Association (APPA), the Florida Municipal
Power Authority (FMPA), and National Rural Electric Cooperative Association
(NRECA) supported the NOPR while Edison Electric Institute (EEI) and individual
service companies opposed the NOPR.

1. Adoption of the Proposed Uniform System of Accounts

15.  The Commission proposed to adopt a new USofA for Centralized Service
Companies that generally mirrors the Commission's existing USofA for public utilities
and licensees and for natural gas companies, with certain modifications to reflect the
unique business characteristics of centralized service companies.

Comments
16.  Several industry commenters urge the Commission to allow centralized service

companies to continue to use their existing systems of accounts.** These commenters

1 EEI at 19-20; FirstEnergy Service Company (FirstEnergy) Supplemental
Comments at 2; Pepco Holdings, Inc. and PHI Service Company (PHI Companies)
jointly-filed Supplemental Comments at 4-5; Progress Energy, Inc. (Progress Energy) at
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contend that centralized service companies should not be required to adopt the USofA as
proposed in the NOPR. EEI, First Energy, and XES also argue that centralized service
companies should be permitted to continue to maintain their financial records in
conformance with Generally Accepted Accounting Principles (GAAP) and Sarbanes-
Oxley requirements.*2

17.  EEI argues that, to the extent there is some detail the Commission does not
currently have, but wants to obtain, rather than requiring centralized service companies to
restructure their accounting systems, the Commission could simply add items to FERC
Form No. 60 to obtain that information.*®

18.  Progress Energy contends that instituting reporting requirements that are more
complicated and time-consuming runs counter to the spirit that prompted the repeal of
PUHCA 1935.*

19. PSEG Companies maintain that the Commission has substantially underestimated
the costs of complying with the NOPR and that it failed to balance the costs associated
with implementing the NOPR against the benefits expected to result from
implementation.”> PSEG Companies state that the proposals in the NOPR, if adopted,

would impose more regulatory burdens than was required under PUHCA 1935. They

2; Public Service Enterprise Group Incorporated (PSEG Companies) at 9-10; Xcel
Energy Services, Inc. (XES) at 2-3.

12 EE| at 20-21; FirstEnergy Supplemental Comments at 2; XES at 2-3.
S EEI at 18.

“ Progress Energy at 3.

> PSEG Companies at 3.
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state this would be inconsistent with the intent of Congress. PSEG Companies express
their concern that the increased cost of compliance will be much higher than the
Commission has estimated and that the benefits of the rule are non-existent and may be
counter-productive.’® PSEG Companies request the Commission to withdraw the
requirement that the centralized service companies must adopt the USofA, or, at a
minimum, modify the NOPR in such a manner that provides net public benefits."’

20.  XES claims that conversion to the new USofA proposed by the Commission
would be expensive and time consuming, and is unnecessary because the current
accounts and accounting systems comply with SEC’s requirements and state regulations.
Additionally, XES asserts that it does not foresee any additional benefit to federal and
state regulatory agencies by conversion to the USofA proposed by the Commission.*®
21.  Southern Company Services and Southern Nuclear Operating Company
(Southern) state that the accounting and work order systems now in place allow the
public utility company receiving service company billings to report these expenses using
the USofA. They state, further, that the Commission’s proposal for the centralized service
companies to use a modified USofA does nothing to enhance that process. They suggest
that, if the Commission concludes there must be a conversion to its USofA, there be

flexibility. In their supplemental comments, Southern notes that the Commission

1%1d. at 6-7.
71d. at 12.

18 XES at 3-4.
19 Southern at 1.
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receives detailed FERC Form No. 1 information from all public utility companies, which
Is where the service company charges are ultimately placed in the appropriate USofA
classification.”

22.  Some commenters express their belief that compliance with existing reporting
requirements, including GAAP and SEC requirements, along with the Sarbanes-Oxley
and state regulatory requirements, will provide adequate information in sufficient detail
to ensure transparency and facilitate review of centralized service company charges.”
XES adds, further, that existing federal and state requirements ensure the accuracy of
records and the adequacy of internal accounting controls.?”> As such, these commenters
believe the Commission’s proposal to adopt the proposed conversion to a USofA is
unnecessary.?

23.  Conversely, APPA supports the Commission's effort to develop a comprehensive
chart of accounts for centralized service companies. APPA believes that the Commission
generally has done an admirable and workmanlike job of developing a comprehensive
chart of accounts for centralized service companies. APPA states that such companies
are likely to perform many operations and maintenance services for their public utility
affiliates. The costs of these functions should be recorded and accounted for in the same

way, regardless of exactly what entity performs them. APPA reports that some of its

20 Southern Supplemental Comments at 1.

21 EEI at 17-19; Progress Energy at 2; PSEG Companies at 9-10; XES at 3-4.
? XES at 3.

3 EEl at 23; XES at 3.
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members that have had to deal with allocations of costs from centralized service
companies to their public utility affiliates in the past have reported that accounting for
such service company costs was often vague and opaque, recorded in accounts such as
“Administrative and General.” According to APPA, these accounts could lead to
improper allocation of such costs to utility customers. The new chart of accounts should
be of material assistance in this regard. Indeed, APPA states that the Commission should
make clear its intent to use the greater transparency achieved by the proposed service
company accounting requirements to protect ratepayers from the pass-through of
improper service company costs—i.e., costs that would not be chargeable to ratepayers
consistent with Commission policy if incurred at the operating company level 2

24. NRECA shares APPA’s comments and concerns, and urges the Commission to
adopt regulations ensuring just and reasonable rates by prohibiting the pass-through of
improper service company costs to jurisdictional public utilities.?

25.  FMPA supports the NOPR and compliments the Commission on the proposed
standards, accounting requirements, and new accounts for centralized service companies.
FMPA states that the rule provides long-needed transparency and consistency for
centralized service companies’ accounting. FMPA is of the view that the current method
is broken, and there would not have been a need for a staff technical conference on this

topic if it were otherwise. FMPA states that the current accounting method undermines

the Commission’s ability to insure just and reasonable rates and, that without the

** APPA at 5.
2 NRECA Supplemental Comments at 2.
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proposed reforms, the problem will only get worse. FMPA points out that with
consolidation and mergers likely to follow the PUHCA repeal, inadequacies in the
current accounting systems will face increasing stress leading to consumer harm. FMPA
adds that there is growing reliance on formula rates at the Commission that heightens the
need for greater transparency and consistency which also aids in their ability to audit and
intervene in rate cases. FMPA states that the new USofA should facilitate scrutiny of
costs passed through to customers, particularly as they need proper functionalization of
costs under formula rates. FMPA indicates that there are centralized service companies
that they deal with and have extreme difficulty getting the information needed to see the
transparency. FMPA indicates also that, when they do get access to the information, it is
very time consuming to ferret out, purge and find the information needed because there is
not consistency of accounting between utilities. FMPA cautions that the Commission
should not be swayed by the GAAP argument. FMPA states that financial reporting
under GAAP is oriented toward investors, and that it does not provide sufficient
regulatory scrutiny to protect the wholesale and retail ratepayers or to prevent cross-
subsidization. FMPA asks that the Commission not water down the NOPR because it
would only undermine the transparency and consistency that is needed.?

26.  NARUC and the Wisconsin Commission state that service company costs are an
Important piece to the ratemaking responsibilities at the state regulatory level. They state

that, typically, costs originating at the service company make up a large and increasing

26 See Technical Conference Tr. 111-115 (Mr. Steven Ruppel).
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percentage of the operating expenses of the regulated utilities. They point out that, as
affiliated companies, these transactions are not made on an arms-length basis and,
therefore, require additional controls. Therefore, NARUC supports the Commission’s
effort in attempting to increase transparency in bringing uniformity of these costs.?’

Commission Determination

27.  The Commission concludes that a structured USofA as proposed under new

Part 367 of the Commission’s regulations is necessary to ensure consistency across the
centralized service companies and, equally important, to ensure the Commission has the
information necessary to carry out its obligations under PUHCA 2005, the Federal Power
Act (FPA), and the Natural Gas Act (NGA).? In reaching this conclusion, the
Commission is mindful that one of Congress’ goals in repealing PUHCA 1935 was to
reduce the regulatory burden on holding companies. The Commission, nevertheless,
finds that the absence of a structured USofA would impede the Commission’s ability to
carry out the new regulatory responsibilities imposed by Congress when it adopted
PUHCA 2005. Without a structured USofA, the Commission would not have adequate
information to be able to ensure just and reasonable jurisdictional rates, discern potential
or actual cross-subsidization, or be able to approve cost allocations between holding
company affiliates.

28.  Although GAAP and the SEC’s accounting rules may be sufficient for some

purposes, they alone are not sufficient for fulfilling the Commission’s new regulatory

27 See Technical Conference Tr. 90 (Mr. Thomas Ferris).
842 U.S.C. 16451 et seq.; 16 U.S.C. 824 et seq.; 15 U.S.C. 717 et seq.
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responsibilities under PUHCA 2005. In order to carry out its regulatory responsibilities,
the Commission needs accounting information that is more “granular,” i.e., more
detailed, than what is required under GAAP. For example, reporting a single figure for
total operation and maintenance expense on an income statement would satisfy GAAP
requirements. However, the Commission needs information, among other things, about
how much was spent on operations compared to maintenance, how much was spent on
transmission compared to distribution, and what one company spent on an activity
compared to another for that same activity in order to ensure, for example, just and
reasonable jurisdictional rates.

29.  Although flexibility in accounting rules may have enabled the SEC to meet its
regulatory responsibilities, such flexibility will not allow the Commission to accomplish
its regulatory mandate to ensure just and reasonable rates. There are hundreds of entities
subject to the Commission’s jurisdiction. The only way the Commission can efficiently
carry out this mandate is by requiring these entities to account for transactions in a
structured and uniform manner. That is why the Commission adopted and still maintains
USofAs for public utilities and licensees and for natural gas companies. A structured
USofA for centralized service companies is an equally essential tool that the Commission
needs to carry out its regulatory responsibilities.

30.  Upon further consideration, however, the Commission finds that the USofA
proposed in the NOPR for centralized service companies may include some requirements
that, in retrospect, may not be needed. Therefore, consistent with the overall objective of

not imposing unnecessarily burdensome regulatory requirements under PUHCA 2005, we
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are adopting the following modifications suggested by the commenters to the proposed
USofA to reduce that burden, as discussed below.

2. Implementation Date

31. The NOPR proposed to require holding companies and service companies to
implement the new accounting, records retention, and reporting requirements on
January 1, 2007.

Comments
32.  Several commenters argue that the January 1, 2007 implementation date does not
allow sufficient time to implement the Final Rule.” They argue that compliance with the
Final Rule, if adopted as proposed, would require time, man hours and company
resources to implement software changes, train personnel, to update Sarbanes-Oxley
controls, and to receive sign off from internal and external auditors. In addition, Progress
Energy argues that reengineering of company processes, procedures and software,
remapping of thousands of projects to new Commission accounts, and testing and
auditing (internal and external) of revised systems would take many months to ensure
error-free implementation.*® The commenters suggest, therefore, that the Commission
defer compliance with the Final Rule until January 1, 2008. According to commenters,

this deferral also would provide time to issue a Final Rule and an order on rehearing.

» EE| at 45-48; XES, at 5; Southern at 2; Progress Energy at 12; National Grid
USA (National Grid) at 14-15; NiSource Inc. (NiSource) Supplemental Comments at 3;
FirstEnergy Supplemental Comments at 4, PHI Companies Supplemental Comments at
5-6.

% progress Energy at 12.
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NARUC and other state commissions had no objections to extension of the
implementation date as long as there was no gap between the SEC’s regulations and
implementation of the Commission’s regulations.

Commission Determination

33.  The Commission agrees with the commenters, and will move the implementation
date of this Final Rule from January 1, 2007 to January 1, 2008. As a result, the revised
FERC Form No. 60 prescribed in this Final Rule will first be due on May 1, 2009
(reporting data for the 2008 reporting year).* This change will provide companies
sufficient time to implement software changes, train personnel, update Sarbanes-Oxley
controls, and receive sign off from internal and external auditors. The change in
implementation date will reduce the burden and cost to service companies impacted by
the Final Rule. Additionally, the Commission will extend the transition periods for
holding companies and service companies to comply with the Commission's accounting

and recordkeeping requirements.®

31 See Technical Conference Tr. 97-98 (Mr. Thomas Ferris); Technical Conference
Tr. 101 (Mr. Joseph Buckley); Technical Conference Tr. 109 (Mr. James Mitchell).

%2 The currently effective FERC Form No. 60 due on May 1, 2007 and May 1,
2008 will be the FERC Form No. 60 adopted in Order Nos. 667, 667-A and 667-B. See
Repeal of the Public Utility Holding Company Act of 1935 and Enactment of the Public
Utility Holding Company Act of 2005, Order No. 667, 70 FR 75592 (December 20,
2005), FERC Stats. & Regs. 131,197 (2005), order on reh’g, Order No. 667-A, 71 FR
28446 (May 16, 2006), FERC Stats. & Regs. | 31,213 (2006), order on reh’g, Order No.
667-B, 71 FR 42750 (July 28, 2006), FERC Stats. & Regs. 1 31,224 (2006).

%% In Order No. 667, the Commission established transition periods for holding
companies formerly “registered” under PUHCA 1935 to comply with the Commission’s
record retention requirements, and for service companies in such holding company
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3. FERC Form No. 60 Filing Deadline

34.  Inthe NOPR, the Commission proposed to change the filing deadline for the
FERC Form No. 60 from May 1 to April 18. The proposed April 18 filing date is
consistent with the filing date for most of the Commission's other annual report forms
that contain financial information.

Comments
35.  EEI proposes that the Commission retain the current FERC Form No. 60 filing
deadline of May 1 because companies have a number of financial reporting requirements
with spring due dates affecting the same staff. EEI claims accelerating the filing date to
April 18 would increase the cost of compliance, and increase company staffing needs.

Commission Determination

36.  We will retain the current FERC Form No. 60 filing date of May 1. Retention of
the May 1 date will minimize the burden on service companies that may also be
responsible for filing FERC Form Nos. 1, 2 or 6 on behalf of regulated public utility
companies and licensees, natural gas pipelines, or oil pipelines. The Commission will
also make submission software available to companies, allowing for electronic filing of

the revised FERC Form No. 60 for the 2008 reporting year and subsequent reporting

systems to comply with the Commission’s accounting, records retention, and reporting
requirements. See 18 CFR 366.21(b), 366.22(a)(2), 366.22(b)(2) and 366.23(b).
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years, similar to the submission software used for electronic filing of Form Nos. 1, 2, 2-
A, 3-Q, 6, and 6-Q.*
4. Definitions

(@) “Direct cost” and “Indirect cost”

37.  Inthe NOPR, the Commission proposed to define “direct cost” to include “the
labor costs and expenses which can be identified through a work order system as being
applicable to services performed for a single or group of associate and non-associate
companies. Costs incidental to or related to a directly charged item must be classified as
a direct cost.” “Indirect cost” was defined to include “the costs of a general overhead
nature such as general services, housekeeping costs, and other support costs which cannot
be separately identified to a single or group of associate and non-associate companies
and, therefore, must be allocated. Indirect costs must be accumulated on a departmental
basis.” These are the same definitions that were contained in the SEC's former USofA

for service companies.®

% We note that, contemporaneously with this Final Rule, we are issuing, in Docket
No. RM06-25-000, a Final Rule providing for the electronic filing of the currently-
effective FERC Form No. 60 for 2006 and 2007 reporting years, to be filed on May 1,
2007 and May 1, 2008, respectively. See Electronic Filing of FERC Form No. 60, Order
No. 685, published elsewhere in this issue of the Federal Register, FERC Stats. & Regs.
T (2006).

% See 17 CFR part 256 (Uniform System of Accounts for Mutual Service
Companies; Subsidiary Companies, Public Utility Holding Company Act of 1935).
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Comments
38.  Southern recommends redefining the terms “direct cost” and “indirect cost”
because it believes the definitions of these terms in the NOPR require costs it views as
direct costs to be re-characterized as indirect costs. Southern explains that billings for
direct costs should include overhead costs, such as employee benefits, as an adder to
those direct costs, which otherwise would be characterized as indirect costs based on the
definition in the NOPR. Southern suggests the Commission define “direct cost” as “those
costs which are applicable to services performed for a single client company. Costs
incidental to, or related to, a directly charged item also should be classified as a direct
cost.” Likewise, Southern suggests “indirect cost” be defined as “those costs which are
not applicable to services performed for a single client company and which must be
allocated.” Costs incidental to, or related to, indirect items should also be classified as an
indirect cost.®

Commission Determination

39.  We do not agree with Southern’s assertion that costs such as employee benefit
costs must be re-characterized as indirect costs. The definition for “direct cost” includes
labor costs and expenses applicable to services performed for a single or group of
associate and non-associate companies and any cost incremental to or related to a directly

charged item. Based on that definition, employee labor costs that are applicable to a

% Southern at 4; Southern Supplemental Comments at 2.
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service performed for a single or group of companies are a “direct cost” together with the
related employee benefit costs.

40.  We also will not adopt Southern’s proposal to define “direct cost” as those
applicable to services performed for a single client company, and “indirect cost” as those
not applicable to services performed for a single client company. We do not believe
Southern’s proposed definition would be workable in all situations. For example, a
centralized service company could provide engineering services for a construction project
that is jointly owned by two associated public utilities. In that instance, the labor costs of
providing the engineering services are a direct cost of the project but the services are
provided for more than a single client company. Therefore, we will adopt the definitions
set forth in the NOPR.

(b)  “Work order system”

41.  Inthe NOPR, the Commission proposed to adopt the definition and requirements
of “work order system” from the SEC’s former USofA for service companies. The
NOPR, therefore, defined “work order system” as a system for the accumulation of
service company costs on a job, project, or functional basis. It includes schedules and
worksheets used to account for charges billed to single and groups of associate and non-
associate companies. The requirements of a “work order system,” in turn, were provided
as a General Instruction in 8 367.30. This instruction provides that a service company
must maintain a detailed classification of service costs that permits costs to be identified
with the functional processes of the associate companies served and also various other

accounting and cost allocation records needed to support work order charges.
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Comments
42.  Commenters suggest that the Commission clarify and redefine the term “work
order system” to incorporate a broader use of the term.*” XES believes the focus of the
Commission, as it relates to a work order system, should be on complete and accurate
reporting to enable it, state commissions, and other interested persons to monitor service
company activities. XES states that variation in work order procedures should not affect
the accuracy of reporting, and holding company systems should have the flexibility to
rely on the systems that they have previously developed and implemented.
43.  EEI notes that, at the technical conference, industry panelists suggested that work
order systems could include the use of a variety of systems.*® EEI recommends that the
Commission replace the current definition of “work order system” with the following
broader definition: “Work order system means a system for the accumulation of service
company costs on a job, project, or functional basis. It includes any method used to
account clearly for charges billed to single and groups of associate and non-associate
companies, including, but not limited to, use of actual work orders, electronic
notifications, bills, ledger entries, or activity-based accounting software systems.”* EEI
encourages the Commission to reflect this broad meaning of the term “work order
system” throughout this Final Rule, by conforming the regulatory text and preamble to

this broadly defined concept. To do this, EEI states the following sections should be

" EEI Supplemental Comments at 15; FirstEnergy Supplemental Comments at 4;
XES Supplemental Comments at 2.

%8 EEI Supplemental Comments at 15.
¥ 1d. at 16.
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revised to avoid implying that work orders are required: 88 367.24(a), 367.27, 367.28,
367.58(a), 367.4571, 367.4581, 367.4591, 367.50(d), 367.52(c), 367.1070(b),
367.1080(c), 367.1520, 367.1850, and 367.9240(d); and Records Retention Requirements
Nos. 13, 15, 16, 17, and 19.

44.  Commenters also argue that, while the SEC previously had regulations on work
order systems, the SEC never formally required formal work order systems and allowed
significant flexibility in how to account for inter-affiliate transactions.”’ They state that,
for the Commission to impose a formal work order system, centralized service companies
would incur substantial costs to update accounting systems and train workers and their
companies would decrease operating efficiency would suffer because routine and
recurring work would now need to be reorganized around specific work orders.**
National Grid also explains that its current practice accomplishes all of the goals sought
by the Commission’s proposed work order system.** Accordingly, the commenters
believe the Commission should not require the use of a formal work order system, but
should allow centralized service companies to continue to use their prior SEC-approved
practices for tracking and assigning service costs.

45. NARUC states that if the Commission determines that a formal work order system
would be too burdensome, an alternative would be for the Commission to use the

proposed definition and describe the minimum requirements of a work order system.

%0 EEI at 40; National Grid at 4; XES at 4.
*L EEI at 41; National Grid at 5-6; XES at 4.
42 National Grid at 5.
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NARUC adds that each centralized service company would then be required to file
information describing its system and how it complies with the Commission’s definition
and minimum requirements. NARUC suggests minimum requirements could include a
written agreement on the types of work that will be performed by the service company
for the utility, identification of the work to be completed by functional area, and the
ability to track the costs to the services provided. NARUC states the work order system
should separately break down costs related to one-time/nonrecurring expenditures.
Further, if the service company incurs direct costs relating to construction work for a
utility, NARUC believes the service company should have a work order system identical
to the one that is required under Parts 101and 201 of the Commission’s regulations.*®

Commission Determination

46.  While the Commission would prefer centralized service companies to utilize
formal work order systems, the Commission also recognizes that the goals and purposes
of a formal work order system can be met through other means, as several commenters
suggest. The Commission also recognizes that there are increased costs associated with
implementing a formal work order system. Accordingly, the Commission will replace
the term “work order system” with “cost accumulation system,” and will modify the
instructions in 8 367.30 so that the instructions do not mandate centralized service
companies to implement a formal work order system. The Commission, further, will

allow centralized service companies to use a variety of cost accumulation systems,

** NARUC Supplemental Comments at 6; codified at 18 CFR parts 101 and 201.
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provided any cost accumulation system adopted meets the requirements provided in the
definition for “cost accumulation system” and the requirements contained in § 367.30.
Also, we will modify the regulations to remove language that suggests a formal or
uniform work order system is required.
47.  The definition for “cost accumulation system” in 8 367.1(a)(12) will be

“a system for the accumulation of service company costs on a job, project,

or functional basis. It includes schedules and worksheets used to account

for charges billed to single and groups of associate and non-associate

companies. It can be a variety of systems, including but not limited to, a

work order system or an activity-based accounting software system.”
While the instructions in 8 367.30 will remain the same, we will revise all references to a
work order system in the regulations.
48.  In making the changes discussed above, the Commission affords centralized
service companies flexibility in the type of cost accumulation system they use to reflect
their costs, and reduces any unnecessary burden that may be associated with changing
their current system for accounting for these costs to a formal “work order system.”

5. Instructions
49.  Inthe NOPR, the Commission proposed to adopt four categories of instructions:
General Instructions, Service Company Property Instructions, Operating Expense
Instructions, and Special Instructions. The proposed instructions included most of the
instructions contained in Parts 101 and 201 of the Commission’s regulations modified to
meet the needs of centralized service companies and certain additional instructions

contained in the SEC’s USofA relevant to centralized service companies. The specific

comments received on these instructions are discussed below.
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(@)  Section 367.2 — Companies for which this system of accounts is

prescribed

50.  The Commission proposed that the USofA apply to any centralized service
company operating, or organized specifically to operate, within a holding company
system for the purpose of providing non-power services to any public utility in the same
holding company system. However, we also proposed to continue the existing SEC
exemptions from the USofA, including: special-purpose service companies, electric or
gas utility companies, companies primarily engaged in the production of goods, and
service companies that provide services exclusively to a local gas distribution company.
Comments
51. NARUC states that § 367.2 does not adequately ensure the existence of proper
controls in the event of certain possible organization changes. For example, NARUC
explains that, in the event that a service company is eliminated, the utility may transfer
relevant service company functions to the holding company, a utility within the holding
company, or another company within the holding company system. NARUC claims
there is a risk that such transfers will result in the elimination of needed accounting
controls relating to these functions, because under the proposed rules holding companies
and special purpose companies would not be required to comply with the new USofA.
NARUC argues that, in order to assure all service companies that provide goods and
services to utilities are subject to proper controls, § 367.2 should be revised to (1)
eliminate the special purpose service company exemption; (2) clarify that the new USofA

applies to the entity that performs service company functions, even if it is a holding
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company or a company providing electric or gas utility services; and (3) prohibit service
company functions from being transferred to a utility in the holding company system.
NARUC states that, in the absence of such modifications the purpose of the
Commission’s proposed regulations may be thwarted.*

52.  Certain commenters, on the other hand, argue that the Commission should
maintain its requirement that the new recordkeeping and reporting requirements apply to
centralized service companies only.”> EEI states that parent holding companies and their
subsidiaries may own a variety of assets and undertake a variety of activities. Thus, EEI
argues, if the Commission were to extend the requirements beyond centralized service
companies, the Commission would need to address a variety of potential scenarios in
order to define the circumstances in which the requirements would apply to other
companies — which would complicate and increase the accounting and recordkeeping
burden.*® EEI also argues that the Commission should not adopt requests to impose
constraints on whether and how holding companies establish service companies to
provide services to their subsidiaries. EEI states that neither the FPA nor PUHCA 2005
gives the Commission authority to regulate holding company structure and operations in
such a manner. Additionally, EEI urges the Commission to adopt a new definition for
centralized service companies that would limit application of the Final Rule’s accounting

and reporting requirements to service companies, and to preclude holding companies

*“ NARUC at 3-5.

> EEI at 38; EEI Supplemental Comments at 19; CMS Energy Corporation and
Consumers Energy Company (CMS Energy) Supplemental Comments at 3.

“® EE| Supplemental Comments at 21-22.
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from being classified as service companies. EEI also suggests the Commission specify
that only Parts 367 and 368 apply to service companies.*’

53.  Forits part, CMS Energy argues that the Commission already has put into place
the ability to monitor and respond to any concentration of utility functions within special
purpose companies through the FERC-65" and FERC-61* reporting requirements
established in Order No. 667.° CMS Energy states these reporting requirements require
identification of special purpose service companies and annual reporting on the functions
of each special purpose company. CMS Energy adds that special purpose service
companies have a simpler, smaller, more focused nature and the FERC-65 and FERC-61
reporting requirements are well suited to monitor them, without imposing the USofA and
FERC Form No. 60 requirements.™

Commission Determination

54.  We have decided that the USofA we are adopting herein will apply to centralized

service companies only, consistent with Order No. 667.>* We agree with EE| that

" EEI Supplemental Comments at 20.

*® Holding companies that meet the definition of a holding company as defined by
8§ 366.1 must notify the Commission of this status by submitting FERC-65. See
18 CFR366.4(a).

*° Every service company in a holding company system, including a special-
purpose company, which does not file a FERC Form No. 60 must instead file a narrative
description of the service company’s function during the prior calendar year. See
18 CFR 366.23(a)(2).

*0 Supra note 5.
%1 CMS Energy Supplemental Comments at 8.
52 See Order No. 667 at P 38.
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extending the requirements beyond centralized service companies would be a difficult
definitional exercise that could lead to unnecessary regulatory uncertainty. While the
Commission shares NARUC’s concerns that holding company systems could potentially
circumvent the Commission’s accounting and reporting requirements for centralized
service companies, the Commission does not believe NARUC’s recommendations are the
best way to address the potential issue. At this time it is preferable to monitor
developments in the industry and assess whether the instructions we are adopting lead to
circumvention of our rules. If centralized service companies begin to decentralize their
service functions in an effort to circumvent the Commission’s accounting and reporting
regulations, the Commission will take the necessary actions to ensure the Commission
has the information necessary to carryout its obligations under PUCHA 2005, the FPA,
and the NGA. The Commission also will not impose restrictions on holding company
systems which prevent centralized service company functions from being transferred to
other companies in the same holding company system. Such restrictions are outside the
Commission’s statutory authority under the PUCHA 2005, the FPA, and the NGA.

55.  We also clarify that holding companies are not subject to the rules of this USofA,
and we will amend the instructions to 8 367.2 to provide for this exemption. Further, we
will adopt in 8 367.1(a) of the regulations a definition for the term “centralized service

company” based on our discussions in Order No. 667.>

5% See Order No. 667 at P 37.
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(b)  Section 367.8 — Extraordinary items

56. Inthe NOPR, we proposed that centralized service companies must obtain
Commission approval to record all extraordinary items. Extraordinary items are items
related to the effects of events and transactions that have occurred during the current
period and that are of an unusual nature and infrequent occurrence.

Comments
57.  EEI and Progress Energy disagree with the Commission’s proposed requirement
that Commission approval is required for an item to be accounted for as extraordinary.>
They state that this requirement is unnecessary and burdensome. Further, they contend, it
should be sufficient for centralized service companies to follow the GAAP requirement
for reporting extraordinary items. Progress Energy also argues that, to the extent the
Commission does not approve an item that is a required disclosure for SEC reporting, the
Commission runs the risk of promoting inconsistent treatment of extraordinary items
across holding company systems.>® Progress Energy adds that such a requirement would
be an unnecessary burden on Commission staff to perform the reviews.”® EEI suggests
that the Commission should require centralized service companies to provide a footnote
describing any amounts included in Accounts 434, Extraordinary income and Account

435, Extraordinary deductions.”’

> EEI at 32; Progress Energy at 10.
> Progress Energy at 10.

5 |4,

°" EEl at 32.
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Commission Determination

58.  Upon further consideration, we agree that requiring Commission approval for any
item to be recognized as extraordinary may impose an unnecessary burden on centralized
service companies. EEI’s suggested alternative strikes a balance between the need for
disclosure of such items and the desire to reduce unnecessary regulatory burden.
Accordingly, the Commission will not require centralized service companies to seek
Commission approval for all extraordinary items. Rather, as suggested by EEI, the
Commission will require centralized service companies to include disclosure in the Notes
to the Financial Statements of the FERC Form No. 60 identifying and describing any
amounts included in Account 434, Extraordinary income, and Account 435,
Extraordinary deductions. Accordingly, we will add an instruction to Schedule X1V,
Notes to Financial Statements, to require disclosure of extraordinary items.

(c)  Section 367.10 — Unaudited Items

59.  Proposed 8 367.10 states that, when preparing a financial statement required by
the Commission, if it is known that a transaction has occurred that affects the accounts
but the amount involved in the transaction and the effect upon the accounts cannot be
determined with absolute accuracy, the amount must be estimated and the estimated

amount included in the proper accounts.
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Comments
60.  Southern questions the purpose of § 367.10 because its financial statements are
audited and include all estimable liabilities in accordance with GAAP.*®

Commission Determination

61.  Southern’s comments are misplaced. The Commission does not at this time
require the centralized service company financial statements, contained in the FERC
Form No. 60, to be audited by independent public accountants. The purpose of 8 367.10
Is simply to instruct a centralized service company, in preparing such statements, that it
must use estimates if a transaction occurs that affects a company’s accounts even if the
amount involved in the transaction and its effect upon the accounts cannot be determined
with absolute accuracy and the estimates have not been audited.

(d)  Section 367.20(b) — Depreciation accounting

62. The NOPR at § 367.20(b) required service companies to support the estimated
useful service lives of depreciable property with engineering, economic, or other
depreciation studies.

Comments
63.  Southern recommends the Commission eliminate § 367.20(b) or use a more
restrictive definition of when a study is needed. Southern states that a service company

would not typically need “engineering, economic, or other depreciation studies” to

%8 Southern at 5.
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support the useful lives of depreciable property, which consists primarily of computer
equipment, furniture, and other fixtures.>

Commission Determination

64.  Service companies own a variety of assets. Some centralized service companies
primarily own office furniture and computers while others own more significant assets
such as office buildings.®® Accordingly, some centralized service companies may need to
conduct a more sophisticated engineering, economic, or other type of depreciation study
than would others based on the complexity and characteristic of the depreciable assets
that they own. The intent of the instruction is to require service lives of depreciable
assets to be supported by evidence and analysis. It is not intended to require
unnecessarily extensive mortality studies to be conducted when the cost of doing so
cannot be supported by the improved accuracy in depreciation estimates. The
Commission, therefore, will revise the instructions in 8 367.20(b) to state that the
“estimated useful service lives of depreciable property must be supported by objective
evidence and analysis, including where appropriate engineering, economic, or other
depreciation studies.”

(e)  Section 367.23 — Transactions with non-associate companies

65. Proposed 8 367.23 was carried over from the SEC’s former USofA and requires

profits and losses on transactions with non-associate companies to be recorded in

% Southern at 5.

%0 See, e.0., American Electric Power Service Company’s 2005 FERC Form No.
60.
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Account 458.4, Excess or deficiency on servicing non-associate utility companies
(8 367.4584), and Account 459.4, Excess or deficiency on servicing non-associate non-
utility companies (8 367.4594), as appropriate. It also requires centralized service
companies to use net profits received outside of the holding company system to reduce
the cost of providing service to associate companies within the holding company system.
Comments
66. NARUC supports the provisions; however, it explains that, if a service provided
outside the corporate umbrella becomes profitable, a utility might form a new affiliate to
provide the service so that profits associated with that service will no longer flow back to
regulated operations.®* In that circumstance, it points out, the excess profits that would
otherwise be available to reduce the costs of associate companies may decline.
Therefore, NARUC suggests that services should not be transferred to a new affiliate if,
and when, they become profitable. Additionally, NARUC suggests the Final Rule could
require the centralized service company to report yearly which services it provides to
outside entities, including an explanation of why any services were dropped from one
year to the next.

Commission Determination

67. Itis beyond the scope of the Commission’s authority under PUHCA 2005 to set
regulations which prohibit the transfer of services performed from one associate company

in a holding company system to another associate company. Therefore, we will not adopt

. NARUC at 8.
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NARUC’s suggestion to prohibit services provided outside the corporate umbrella by a
service company from being transferred to another associate company. Nor will we
adopt the suggestion that service companies provide a yearly report on changes to
services provided. A separate report is unnecessary because the Commission and others
will be able to monitor such transfers because they will be reported annually either
through FERC Form No. 60 or in FERC-61.%

()] Section 367.24 — Construction and service contracts for other

companies

68.  Proposed 8 367.24 was carried over from the SEC's former USofA for service
companies. Section 367.24(b) requires centralized service companies to exclude from
their accounting system the cost of materials, construction payrolls, outside services, and
other expenses directly attributable to the construction of physical property for other
companies, and requires that these costs must be charged directly by the vendor or
supplier to the construction project. Additionally, § 367.24(c) requires the cost of goods
procured (as opposed to services) to be excluded from the accounting system of the
service company and charged directly by the vendor or supplier to the associate company

concerned.

%2 pursuant to Order No. 667-A, service companies that do not file the FERC Form
No. 60 must file annually a narrative description of their functions, as identified in
FERC-61. See 18 CFR 366.23(a)(2).
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Comments
69.  Southern states it does not understand the purpose behind § 367.24(b) and (c), and
recommends their elimination as it requires the exclusion of certain direct costs and cost
of goods procured from the accounting system of the service company.®® Southern
explains that its service companies contract for such expenses on behalf of its affiliate
companies, as well as incur costs directly that are related to construction projects, that are
then billed to a utility or other affiliate company. EEI requests the Commission clarify to
whom § 367.24(b) applies. **
70.  National Grid believes 8 367.24 requires that expenses associated with the
construction services performed by service company employees will not be accounted for
separately but treated as part of the capital investment in assets being constructed. This
will cause, in National Grid’s view, an inconsistency with proposals by the Commission
to create incentives for transmission construction by allowing expense treatment of pre-
commercial costs incurred in relation to new transmission builds.®

Commission Determination

71.  We agree with Southern that the purpose and intent of § 367.24(b) and (c) are
somewhat unclear. We believe the ambiguity is due in part to the fact that § 367.24(a)
does not prescribe specific accounts for recording costs incurred in connection with

construction or service contracts under which the service company undertakes projects to

%3 Southern at 5.
% EEI at 25.
% National Grid at 7-9.
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construct physical property for others. Therefore, we will amend 8 367.24(a) to require
that costs incurred for this purpose, as well as any other purpose not provided for
elsewhere in the expense accounts, are to be charged to new Account 412, Costs and
expenses of construction or other services, adopted in this Final Rule. We also will
eliminate the ambiguous language contained in § 367.24(b) and (c).

(o)  Section 367.25 — Determination of service cost

72.  Inthe NOPR, the Commission proposed to adopt § 367.25 to state that the total
amounts included in the expense accounts during any period plus the amount that
appropriately may be added as compensation for the use of capital, if paid, constitute cost
during that period.

Comments
73.  NARUC requests that the Commission clarify the meaning of the phrase “if paid”
in § 367.25 because the language renders the meaning of the section unclear.®

Commission Determination

74.  The Commission agrees that the phrase “if paid” in 8 367.25 is unclear. This
instruction is intended to state that the cost of services provided equals the total amounts
included in the expense accounts plus an appropriate amount for the compensation for the
use of capital. Furthermore, the meaning of compensation for the use of capital is
explained in 8 367.29, Compensation for use of capital. Therefore, the Commission finds

that the phrase “if paid” is unnecessary and will modify 8 367.25 to remove the phrase.

% NARUC at 13-14.
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(h)  Section 367.27 — Billing procedures

75.  Proposed 8 367.27 requires service companies to bill monthly for their services
and to include sufficient information in such billings to permit any company to properly
classify the amount billed according to the accounting system prescribed by the
regulatory authority of such company. This section was carried over from the SEC’s
former USofA for service companies.

Comments
76.  Several commenters disagree with the Commission’s proposed regulation in
§ 367.27 on monthly billing procedures.’” EEI and National Grid argue that generating
paper invoices for billings of services rendered to associate utility companies on a
monthly basis is largely unnecessary as the specific charges and their accounting are
obtainable through the holding company’s accounting system.?® Southern also argues
that it does not currently provide the level of detail required in § 367.27 to its affiliate
companies but that the information it does provide is sufficient in detail.*®
77.  EEI and FirstEnergy encourage the Commission to clarify in the regulatory text
and preamble to the Final Rule that service companies can bill their clients using a
variety of mechanisms as long as the service company clients are receiving accurate,

timely information about the work being done for them and the cost of the work.”

" EEI at 41-42; National Grid at 9-10; Southern at 5.
% EEI at 41, National Grid at 10.
% Southern at 5.

" EE| Supplemental Comments at 18, FirstEnergy Supplemental Comments at 4.



Docket No. RM06-11-000 - 40 -

FirstEnergy notes that it has a fully integrated accounting system which provides full
access to the information contained within the system as it relates to their company.
Therefore, FirstEnergy argues that there is no need for a formal bill due to the available
technology.”

78.  With respect to billing of services rendered to non-associated utility companies,
these commenters state service companies often provide a de minimis amount of
services.”® Thus, according to National Grid, it makes little business sense to undertake
the costs of establishing a detailed monthly invoicing for non-associated companies for
services rendered.” The commenters add that those arrangements are largely negotiated
on an arms-length basis without reference to specific costs and would potentially provide
sensitive competitive information that is not required by any contract between the service
company and the unrelated party.” Consequently, they contend, the Commission’s
mandated monthly invoice scheme would force the service company into a cost of service
business, even for non-jurisdictional services.”

Commission Determination

79.  The commenters misunderstood the purpose of this section. It was not intended to
require the use of paper invoices as some commenters concluded. Rather, the intent of

this instruction is to require centralized service companies to charge their associate

! FirstEnergy Supplemental Comments at 4.

2 EE| at 42; National Grid at 10; Southern at 5.
"3 National Grid at 10.

" EEI at 42; National Grid at 10; Southern at 5.
" EEI at 42; National Grid at 10.
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public-utility companies for services provided each month, together with enough
information to allow these companies to properly classify the amount in the accounts
prescribed by their regulatory authorities. However, in order to eliminate any confusion,
we will remove the reference to “invoices” in 8 367.27, and clarify it is only intended for
billings to associate public-utility companies.

(i)  Section 367.51(a)(17) — Allowance for funds used during construction
80. Proposed 8§ 367.51 provided instructions on the cost of construction properly
included in the service company property accounts. These instructions were taken from
the Electric and Gas Plant Instructions in Parts 101 and 201 of the Commission’s
regulations, and include an allowance for funds used during construction (AFUDC).

Comments
81. EEI believes that AFUDC, as described in § 367.51(a)(17), only has relevance to
jurisdictional entities that have been granted this provision by regulators.”® For service
companies, EEI contends, a more appropriate approach would be to calculate capitalized
interest based on GAAP. EEI recommends that the section on AFUDC be removed from
the proposed rule and that service companies be allowed to capitalize interest based on
GAAP.”

Commission Determination

82.  Based on a review of the record in this proceeding, the construction projects for

service company property do not appear to be large and the related interest charges will

® EEI at 25.
77|_d.
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be relatively insignificant. In such circumstances, the Commission agrees the use of the
proposed AFUDC formula would be unnecessarily complex. Therefore, the Commission
will modify 8 367.51(a)(17) to allow centralized service companies to capitalize interest
in accordance with GAAP.

()  Section 367.53 — Service company property purchased or sold

83.  In 8 367.53, we proposed to modify Electric and Gas Plant Instructions No. 5 in
Parts 101 and 201 of the Commission’s regulations to require centralized service
company property to be recorded at the cost of acquisition rather than its original cost.
Section § 367.53 also requires centralized service companies to file journal entries with
the Commission when they acquire property at a purchase price of $10 million or more
that has been previously devoted to public service.” This filing requirement was
intended to provide the Commission and others the opportunity to monitor transactions
involving property previously devoted to public service.

Comments
84. NARUC states that the regulations on service company property purchased or sold
could be used as a vehicle to inflate rate base.” For example, it posits, a service
company may have bought an asset at a premium over original cost to the party that

previously owned it and recorded the asset on the service company's books at the total

"8 The $10 million threshold is consistent with the threshold for certain
transactions subject to section 203 of the FPA, as amended by section 1289 of
EPAct 2005. See Order No. 669, 71 FR 1348 (Jan. 6, 2006), FERC Stats. & Regs.
131,200 (2005).

" NARUC at 6.
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acquisition cost, after which a public utility may have purchased the asset from the
service company. To avoid such problems, NARUC suggests, the new USofA should
require that any asset purchased by a service company not be transferred at an amount
higher than the original purchase price or the remaining original cost, whichever is lower.
Specifically, NARUC suggests that the following language (underlined below) should be
incorporated into 8§ 367.53(e), Service company property purchased or sold:
In connection with the acquisition of property previously devoted to service company
operations or acquired from an associate company, the service company must
procure, if possible, all existing records relating to the property acquired or related
certified copies, and must preserve the records in conformity with regulations or
practices governing the preservation of records of its own construction. If the

property was previously devoted to utility service, the service company must
preserve the original cost of the property in the records of the service company.®

85. NARUC also states that, in order for state commissions to monitor the acquisition
of property from affiliates, a copy of the journal entries also should be filed with the
relevant state commissions and suggests the following language changes (stricken or
underlined below) to incorporate this concept.

(c) Unless otherwise authorized by the Commission, all service company property
acquired from an affiliate company must be at its book value. Additionally, if
property is acquired that is in excess of $10 million and has been previously devoted
to public service at-a-price-abeve-book-value, the service company must file with the
Commission the proposed journal entries associated with the acquisition within six
months from the date of acquisition of the property. In addition, a copy of the
proposed journal entries filed with the Commission must be sent to the state
requlatory commissions having jurisdiction in the states in which associated utility
companies provide utility service.*

8 1d. at 6-7.
81 NARUC at 11-12.
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Commission Determination

86.  The Commission will not adopt NARUC’s proposed language changes to

8 367.53. The regulations which are already in place for public utilities and licensees,
and natural gas companies adequately prevent rate base from being artificially inflated.
The Commission’s regulations in Parts 101 and 201 require all electric and gas plant
purchased by a public utility or a natural gas company to be recorded at its original cost
and the related journal entries must be filed with the Commission.®? Further, proposed

8 367.53(c) requires that property acquired from affiliates must be at book value and
journal entries must be filed with the Commission for purchases of property previously
devoted to public service in excess of $10 million. Therefore, NARUC’s proposed
language is not necessary, nor do we believe it is necessary for the Commission to require
copies of journal entries to be filed with state commissions. All filings of this nature are
docketed by the Commission and can be viewed electronically by all interested parties.
Accordingly, state commissions will be able to monitor the acquisition of property from
affiliates without imposing an additional reporting burden on service companies. We
also note that our determination here is consistent with the filing requirements applied to
public utilities, licensees, and natural gas companies for similar transactions under the

Commission’s regulations in Parts 101 and 201.

82 See, e.g., 18 CFR part 101, Account No. 102.
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(k)  Section 367.54 — Expenditures on leased property

87.  Proposed 8 367.54 requires the cost of improvements made to leased property to
be used for more than one year to be charged to the appropriate service company property
account. It also requires that amounts charged to service company property be amortized
to Account 404, Amortization of limited-term service property, over the lease term if the
service life of the improvement is terminable by the action of the lease. Otherwise, the
improvement is subject to depreciation practices normally followed for amounts recorded
in the account to which the improvement was charged. The forgoing requirements are
essentially the same requirements for public utilities, licensees and natural gas companies
for leasehold improvements in Electric and Gas Plant Instructions No. 6 of Parts 101 and
201 of the Commission’s regulations.

Comments
88.  Southern notes that GAAP requires that the life of a leasehold improvement be co-
terminus with the lease; thus, there would not be a leasehold improvement whose
“service life is not terminated by action of the lease but by depreciation proper.”® By
this section’s definition, according to the company, all leasehold improvement
amortization would have to be accounted for as “amortization of limited term property.”

Southern asks what value this information is to the Commission.

8 gouthern at 5.



Docket No. RM06-11-000 - 46 -

Commission Determination

89.  This instruction provides important guidance on how the costs of leasehold
improvements are to be recorded and depreciated or amortized under the USofA. We,
therefore, will retain this instruction. Further, we do not believe this instruction prohibits
a centralized service company from following GAAP as it relates to leasehold
improvements.

M Section 367.59 — Additions and retirements of property

90. Proposed § 367.59 requires centralized service companies to adopt and maintain a
list of retirement units. The list forms the basis for determining whether the cost of
property-related work should be capitalized or charged to expense. In general, if the
work involves adding or replacing an item of property appearing on the list, the cost of
the work is capitalized. If the work involves adding or replacing an item of property that
is not on the list and, therefore, constitutes a minor item of property, the cost of the work
Is charged to expense.

Comments
91.  Southern states it does not believe that retirement units are applicable to service
company property. Southern states that each service company purchase is a discrete unit
of property and service companies would not be able to maintain a written property units

listing for use in accounting for additions and retirements of property.*

8 Southern at 5.



Docket No. RM06-11-000 - 47 -

Commission Determination

92.  We do not agree with Southern that retirement units are not applicable to service
company property. Establishing a retirement unit is necessary to determine whether
property-related expenditures should be capitalized or expensed. It is the same
requirement that is followed by public utilities and licensees and by natural gas
companies under Parts 101 and 201 of the Commission’s regulations. We see no reason
service companies should not follow the same practice because they have the same assets
that an electric or gas company would have if the service company did not exist.
Therefore, service companies should maintain property unit listings.

(m)  Sections 367.103 —.104 — Current & Deferred Income Taxes

93.  Proposed 88 367.103-.104 contain special accounting instructions for recognizing
income tax expense. Among other things, they require the accruals for income taxes to
be apportioned among service company departments and other income and deductions.
These requirements were carried over from the Special Instructions for the current and
deferred tax expense accounts in Parts 101 and 201 of the Commission’s regulations.
Comments

94.  EEI and Progress Energy recommend that there be no requirement to calculate or
allocate taxes on a department level because income taxes are generally computed at a
legal entity level, not to individual departments.®> Progress Energy notes that service

companies are not income-producing; rather, they are cost centers required to bill all of

8 EEI at 39; Progress Energy at 8-9.
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their expenses at cost and their income statements net to zero. The only income taxes
that are computed for service companies are due to timing differences between GAAP
and tax accounting, which, according to Progress Energy, cannot, in any meaningful way,
be associated with individual departments. Therefore, Progress Energy states it does not
have actual income tax accruals for its individual service company departments and could
not meaningfully apportion the limited timing-related income tax accruals to the
individual departments.®

Commission Determination

95.  Upon further consideration, the Commission agrees that it is not practical or
necessary for centralized service companies to calculate income taxes for individual
departments. Therefore, the regulations will be revised to eliminate this requirement.

(n)  Section 367.23 — Transactions with non-associate companies; 8 367.25 —

Determination of service cost; § 367.27 — Billing procedures; § 367.28 —

Methods of allocation: § 367.29 — Compensation for use of capital

96.  The proposed sections of the Commission’s regulations listed above specify rules
or standards that must be applied in accounting for certain transactions or events. The
rules are fairly broad in their application and were carried over from the SEC’s USofA
for service companies.

97.  More specifically, § 367.23 requires that the excess or deficiencies in providing

services to non-associated companies to be recorded in Account 458.4, and that the net

% Progress Energy at 9.
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excess be used to reduce charges to associate companies. Section 367.25 states that a
service must be deemed at cost and the total amounts included in the expense accounts
during any period plus the amount that appropriately may be added as compensation for
the use of capital constitutes cost during that period. Section 367.27 provides that
charges for services to associate public-utility companies be made monthly with
sufficient information and in sufficient detail to permit such company, where applicable,
to identify and classify the charge in terms of the system of accounts prescribed by the
regulatory authorities to which it is subject. Section 367.28 requires that indirect costs
and compensation for use of capital must be allocated to projects in accordance with the
service company’s applicable and currently effective methods of allocation. Section
367.29 states that interest on borrowed capital and compensation for the use of capital
must represent a reasonable return on the amount of capital reasonably necessary for the
performance of services or construction work for associate companies. It also requires
that the amount of compensation be separately stated on each billing to associate
companies and an annual statement to support the amount of compensation for the use of
capital billed for the previous 12 months be supplied to each associate company at the
end of the calendar year.

Comments
98.  EEI argues that the proposed rule goes beyond accounting regulations and adopts

cost allocation and billing practice principles in the definition of “indirect cost” and in
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88 367.23, 367.25, 367.27, 367.28, and 367.29.8” EEI states these cost allocation and
billing principles should be made applicable only in the context of service company cost
allocations the Commission is asked to review under section 1275 of PUHCA 2005.%

Commission Determination

99.  The Commission disagrees with EEI’s assertion that the matters addressed in these
sections of the regulations are only applicable in the context of cost allocation reviews
under section 1275 of PUHCA 2005. Costs are incurred continually and on an on-going
basis by centralized service companies and these costs must be accounted for and
eventually reported to the Commission in the FERC Form No. 60. The noted regulations
provide important guidance to centralized service companies as to how the items covered
by those regulations should be accounted for as the transactions or events occur. For
example, 8 367.23 requires excesses or deficiencies in providing services to non-
associate companies to be recorded in Account 458.4, and § 367.25 provides that “cost”
includes reasonable compensation for the use of capital. The guidance that these
Instructions provide promotes uniformity in accounting practices.

100. As it relates to the portions of these sections which relate to cost allocation and

billing requirements, we note that such regulations are necessary to carry out the

8" EEI at 39.

8 Section 1275 of PUHCA 2005 provides that in the case of non-power goods or
administrative or management services provided by an associate company organized
specifically for the purpose of providing such goods or services to any public utility in
the same holding company system, at the election of the system or a State commission
having jurisdiction over the public utility, the Commission, must review and authorize the
allocation of costs for those goods or services to the extent relevant to that associate
company. See 42 U.S.C. 16462.
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Commission’s obligations and duties under PUCHA 2005, the FPA and the NGA. These
instructions assist the Commission in ensuring just and reasonable jurisdictional rates,
discerning potential or actual cross-subsidization, and approving cost allocations between
holding company affiliates. Therefore, these instructions are needed beyond the review
required under section 1275 of PUCHA 2005 and are adopted as proposed.

6. Balance Sheet Accounts

101. Inthe NOPR, the Commission proposed to adopt in the new USofA for centralized
service companies many, but not all, of the balance sheet accounts contained in Parts 101
and 201 of the Commission's regulations, as well as the primary property Accounts 301
(8 367.3010), 303 (§ 367.3030) and 389 to 399.1 (8§ 367.3890 to 367.3991).

Comments
102. EEI suggests that the Commission add the following balance sheet accounts to
Part 367 subpart F:

Account 106 — Completed construction not classified

Account 182.3 — Other regulatory assets

Account 189 — Unamortized loss on reacquired debt

Account 228.2 — Accumulated provision for injuries and damages

Account 228.3 — Accumulated provision for pensions and benefits

Account 254 — Other regulatory liabilities®

8 EEI at 26.
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103. These accounts were not included in the SEC’s Uniform System of Accounts.*
However, a review of 2005 FERC Form No. 60s indicates that some companies are using
these accounts.”

104. In addition, EEI and Southern suggest that the Commission make improvements to
Account 146, Accounts receivable from associate companies, and Account 123,
Investment in associate companies.”? EEI argues that the requirement to classify long
term receivables as investments in associate companies is contrary to GAAP, and
recommends elimination of this requirement.*®* Southern asserts that, on occasion,
operating companies do not have to submit payment immediately. The company argues
that the delay in payment could exceed 12 months, which, according to Southern, would
be appropriately classified as long term receivables and not as investments in associate
companies.*

105. NARUC asks that the Commission clarify the meaning of “common expenditures”
in § 367.1070, Construction work in progress, because, in its opinion, the proposed
language renders the section unclear.”® NARUC also believes proposed § 367.1070

includes language that may not be appropriate for a service company doing work for

% 17 CFR part 256.

% See, e.g., Schedule | Comparative Balance Sheet contained in 2005 FERC Form
No. 60 of American Electric Power Service Corporation, E. ON U.S. Services INC, PHI
Service Company, and Progress Energy Service Company, LLC.

%2 EE| at 26; Southern at 6.
% EEI at 26.

% Southern at 6.

% NARUC at 14.
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more than an associate public utility company. Accordingly, it requests that the
Commission clarify the language (underlined below) in § 367.1070 as follows:

(b) Work orders must be cleared from this account as soon as practicable
after completion of the job. Further, if a project is designed to consist of
two or more units that may be placed in service at different dates, any
expenditures that are common to and that will be used in the operation of
the project as a whole must be included in service company property upon
the completion and the readiness for service of the first unit. ...%

106. NiSource states that the definitions of proposed Accounts 233, Notes payable to
associate companies (8 367.2330) and 234, Accounts payable to associate companies
(8 367.2340) appear to be identical. The language of the definitions, it suggests, should
be clarified to indicate that Account 233 applies to notes payable, whereas Account 234
applies to accounts payable.”’

Commission Determination

107. EEI did not explain in its comments why it suggests that the Commission add the
recommended accounts. However, our review of a number of the FERC Form No. 60s
filed with the Commission for calendar year 2005 indicates that some of the
recommended accounts are already being used by service companies.*® For other
recommended accounts it appears reasonably possible that service companies either

already have or could enter into transactions in the future requiring use of those accounts.

% NARUC at 14.
9 NiSource at 3.

% See, e.g., Schedule | Comparative Balance Sheet contained in 2005 FERC Form
No. 60 of American Electric Power Service Corporation, E. ON U.S. Services INC, PHI
Service Company, and Progress Energy Service Company, LLC.
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Therefore, the Commission will add the following balance sheet accounts recommended
by EEI to Part 367 Subpart F:

Account 106, Completed construction not classified

Account 182.3, Other regulatory assets

Account 189, Unamortized loss on reacquired debt

Account 228.2, Accumulated provision for injuries and damages

Account 228.3, Accumulated provision for pensions and benefits

Account 254, Other regulatory liabilities
108. The Commission also will add Account 306, Leasehold improvements, as a
transitional accommodation only.* Account 306 was included in the SEC’s Uniform
System of Accounts.’® Use of this account will be restricted to leasehold improvements
placed in service prior to January 1, 2008. Effective January 1, 2008, leasehold
improvements must be charged to the appropriate primary plant account consistent with
8 367.54. Conforming changes to Schedules 11 and I11 of the FERC Form No. 60 will be
made to permit reporting of amounts related to Account 306.
109. Inresponse to EEI and Southern’s comments concerning Account 123, Investment
In associate companies, we note that, in the NOPR, the Commission proposed to adopt
Account 146, Accounts receivable from associate companies, (8 367.1460) as contained

in Parts 101 and 201 of the Commission's regulations. The text to Account 146 requires

% Account 306 was contained in the SEC USofA for service companies. We will
permit continued use of this account and not require reclassification of amounts recorded
therein for leasehold improvements placed in service prior to January 1, 2008.

100 17 CFR part 256.
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that items which do not bear a specified due date, but which have been carried for more
than 12 months and items which are not paid within 12 months from the due date be
transferred to Account 123, Investment in associate companies. This requirement results
in classifying receivables that are long term in nature to a long term asset account
(Account 123) and facilitates preparation of a classified balance sheet directly from the
accounts. Although the Commission could prescribe a new account created specifically
for recording long-term accounts receivables held by service companies, as Southern
suggests, it would create an inconsistency between the accounts prescribed for service
companies and those prescribed for public utilities and licensees and for natural gas
companies. To ensure consistency between the service companies and the public utilities
and natural gas companies, the Commission will continue to require long-term accounts
receivables to be recorded in Account 123, Investment in associate companies.

110. Inresponse to NARUC’s comments concerning Account 107, Construction work
in progress, we agree that the instructions contained in § 367.1070 that address
construction projects consisting of multiple units with different in-service dates are
unclear. Therefore, the Commission will modify that section and adopt NARUC’s
recommended clarifying language.

111. Additionally, in response to NiSource’s comments we will revise the language in
Account 234 (8§ 367.2340) to indicate that Account 234 applies to accounts payable. The
language is revised to read, "This account must include all amounts payable to associate
companies by the service company within one year, which are not provided for in other

accounts."
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7. Income Statement Accounts

112. In the NOPR, the Commission proposed to incorporate some of the income
statement accounts contained in Parts 101 and 201 of the Commission’s regulations and
some of the income statement accounts contained in the SEC's USofA for service
companies. The specific comments received on these accounts are discussed below.

(@)  Sections 367.4570 — .4594 — Revenue accounts for services rendered

113. Inthe NOPR, we proposed to adopt new revenue control Accounts 457, Services
rendered to associate utility companies; Account 458, Services rendered to non-associate
utility companies; and Account 459, Services rendered to non-utility companies. We
proposed that each of these new revenue control accounts have corresponding
subaccounts for direct labor (Accounts 457.1, 458.1 and 459.1) and indirect labor
(Accounts 457.2, 458.2 and 459.2), and compensation for use of capital (Accounts 457.3,
458.3 and 459.3). We also proposed to include revenue Accounts 458.4, Excess or
deficiency on servicing non-associate utility companies, and 459.4, Excess or deficiency
on servicing non-associate non-utility companies. Our proposal differed slightly from the
SEC's USofA for service companies, which provided control accounts for revenues from
services provided to associate companies and revenues from services provided to non-
associate companies.

Comments
114. National Grid and NiSource believe that the Commission should provide for
separate revenue control accounts for services to associate companies and to non-

associate companies, and that these accounts should each be further subdivided into
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separate accounts or subaccounts tracking services to utility and non-utility companies in
order to satisfy the Commission’s stated goals and to provide a more detailed picture of
service company revenues.’® These commenters believe that this added detail (i.e.,
separately identifying revenues associated with services to associate, non-utility
companies and non-associate, non-utility companies) would not impose a significant
burden over the status quo, but would provide a more detailed picture of service company
services rendered for non-utility companies than the Commission’s proposed regulations
would require. As an alternative, NiSource requests that the Commission clarify that all
service company revenues received from non-utility companies are to be charged to
Account 459.4, whether or not they are derived from companies that are part of the same
holding company system.’®? Southern believes that subaccounts should be added for all
direct and indirect charges including the non-labor components of billings.'®

115. In contrast, EEI believes most service companies will not have information needed
to distinguish between direct labor, indirect labor, and use of capital costs for services
provided to associate utilities, non-associate utilities and non-utilities. Instead, EEI
encourages the Commission to retain the current breakdown into services rendered to
associate and non-associate companies, at most subdividing the associate company
information by utility and non-utility if necessary to address cross subsidization concerns.

EEI also recommends that the Commission delete the requirement for tracking revenue

101 National Grid at 11-12; at 2-3.
192 NiSource at 2-3.
103 southern at 4.
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related to the use of capital, and states that it is a minor aspect of service company
activities already reflected elsewhere in company accounts.*

116. Progress Energy expresses concerns that requiring the redesign of allocation
processes and systems to capture and disaggregate expense and revenue data to
distinguish utility and non-utility services would impose a significant and unjustified
burden on company resources without any appreciable benefit. Progress Energy points
out that service companies already have procedures in place to prevent inappropriate
costs shifts and other cross subsidization, and that the separation of costs as proposed by

the Commission is not necessary.'®

Commission Determination

117. Inresponse to commenters’ concerns, the Commission will adopt revenue
accounts that will provide a breakdown by services rendered to associate and non-
associate companies, but eliminate the requirement to record revenues from services
provided to utilities and non-utilities in separate accounts. The Commission believes this
modification to the NOPR is appropriate because this information can be obtained in the
FERC Form No. 60, Analysis of Billing Schedule, which requires reporting amounts
billed by customer for the year. Therefore, this modification will reduce burden without
loss of important data. More specifically, we will adopt the following revenue control
accounts and corresponding subaccounts: Account 457, Services rendered to associate

companies; Account 457.1, Direct costs charged to associate companies; Account 457.2,

% EEl at 27-28.
195 progress Energy at 6-9.
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Indirect costs charged to associate companies; Account 457.3, Compensation for use of
capital-associate companies; Account 458, Services rendered to non-associate companies;
Account 458.1, Direct costs charged to non-associate companies; Account 458.2, Indirect
costs charged to non-associate companies; Account 458.3, Compensation for use of
capital-non-associate companies; Account 458.4, Excess or deficiency on servicing non-
associate companies. Consistent with the discussion above, we will not adopt proposed
Accounts 459, 459.1, 459.2, 459.3, and 459.4. Use of Accounts 457, 457.1, 457.2, 457.3,
458, 458.1, 458.2, 458.3, and 458.4 is consistent with the requirements that existed under
the SEC’s USofA for service companies. Contrary to EEI’s assertion, our review of 2005
FERC Form No. 60s indicates that service companies are capable of breaking down
amounts billed between direct costs, indirect costs and compensation for capital.'*

(b)  Sections 367.5000 and 367.8000 — Operation and maintenance expense

accounts
118. In the NOPR, the Commission proposed to require centralized service companies
to use the 500 and 800 series of accounts contained in Parts 101 and 201 of the
Commission's regulations for recording the expenses related to generation, transmission
and distribution operation and maintenance services they provide to associate public-

utilities and licensees and, where applicable, associate natural gas companies.

196 2005 FERC Form No. 60, Analysis of Billing — Associate Companies Schedule
and Analysis of Billing — Non-associate Companies Schedule.
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Comments
119. NARUC initially indicated that it was unclear how the 500 and 800 series
accounts will be impacted by the types of services that centralized service companies
provide.'” In supplemental comments filed following the staff technical conference,
NARUC explains that, at the July 18, 2006 Technical Conference, it became clear that
because some service companies currently use the 500 and 800 series accounts, it could
be reasonable to include the accounts in the centralized service company’s USofA.*®
NARUC believes the question the Commission needs to determine is whether these
accounts should be mandatory. NARUC believes that if the Commission determines that
use of the 500 and 800 series accounts should not be mandatory for all service
companies, then the Commission needs to identify the accounting methods that best
reflect the financial position of the service companies and associate companies within a
holding company system. NARUC suggests that one approach would be to establish a
threshold for when the use of the 500 and 800 series accounts would become mandatory.
NARUC suggests that a possible threshold could be a percentage, such as ten percent or
less, of utility costs or of service company expenses. Another option, NARUC suggests,
IS to require the use of the 500 and 800 series accounts whenever a service company
starts performing utility functions that should be recorded in the 500 and 800 series
accounts. NARUC also suggests that the Commission prohibit the recording of charges

classified in Account 923, Outside services on the utility’s records, and, instead, it

" NARUC at 8-9.
18 NARUC Supplemental Comments at 3-6.
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suggests that the Commission mandate that service company charges be classified in
accordance with the utility account or function to which they relate because, in some
cases, all costs are classified in Account 923. NARUC explains that adoption of this
recommendation is necessary if the Commission adopts a threshold.'®

120. Mr. Buckley, a participant at the technical conference, indicates that in Ohio they
have experienced an explosion of service company costs recently. Mr. Buckley states
that service company costs make up a large and increasing percentage of the costs that
are ultimately passed on to ratepayers. Mr. Buckley points out that mergers and
consolidations are moving the physical records and altering the existing relationships that
state regulators have with the companies they regulate. According to Mr. Buckley, this
makes it harder to know to whom to go to get information and, therefore, any increase in
transparency is a positive step.’® Mr. Buckley adds that, if the service companies
become more centralized, citing American Electric Power as an example and noting that
consolidation in the industry could lead to things becoming more centralized, the 500 and
800 accounts will provide for growth.*

121. In contrast, several commenters do not believe that the 500 and 800 series

accounts accurately portray the majority of service company costs.*> While National

Grid recognizes that some companies already record costs and revenues to match the

199 NARUC Supplemental Comments at 3-5.
119 5ee Technical Conference Tr. 101-102 (Joseph Buckley).
11 See Technical Conference Tr. 120-121 (Joseph Buckley).

12 NARUC at 8-9; Progress Energy at 3; EEI at 22-24; NiSource Supplemental
Comments at 4-6; FirstEnergy Supplemental Comments at 3.
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accounting accorded to such costs and revenues by the ultimate service recipients, it
asserts there is no reason to require wholesale reclassification of costs and revenues by all
service companies. National Grid also believes this may lead to an inaccurate picture of a
service company’s financial position, and explains that using the 500 and 800 series
accounts implies that the service company owns the assets that it is operating and
maintaining.*®

122. EEI and Progress Energy assert that requiring the use of the 500 and 800 series of
accounts would cause service companies to be out-of-compliance with GAAP
principles."* Progress Energy explains that GAAP principles presume that each
company reports its financial information as if it were a stand-alone (non-affiliated)
company. It explains that force-fitting a centralized service company’s financials into the
format reported by a public utility would result in books that do not properly reflect the
work conducted by a centralized service company and would over-complicate the
accounting, increase the risk of errors inherent in any process or system change and
violate GAAP principles.” In addition, EEl and NARUC contend that the burden

associated with the 500 and 800 series accounts is greater than the benefit.'®

113 National Grid at 7-8.

14 progress Energy at 6; EEI at 22-24.
15 progress Energy at 6.

" EEI at 5-6; NARUC at 8-9.
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Commission Determination

123.  We will require centralized service companies to use the 500 and 800 series of
accounts as proposed. It is evident from the July 18, 2006 Technical Conference and
from a review of the 2005 FERC Form No. 60s that a number service companies use the
500 and 800 series accounts. These centralized service companies perform operation and
maintenance services related to generation, distribution, transmission, and customer
services for associate electric and gas companies. The expenses incurred from providing
these types of services are most accurately reported in the 500 and 800 series accounts.
124. 'We do not agree with National Grid that use of these accounts by centralized
service companies performing the types of services for which costs are properly included
in these accounts would result in an inaccurate picture of the service company’s financial
position. To the contrary, we believe the use of these accounts will add transparency to
centralized service company costs and will facilitate comparison across such companies.
Centralized service companies that offer operation and maintenance services related to
generation, distribution, transmission, and services perform the same type of work and
incur the same costs that a public utility would incur if that public utility performed the
work itself. Therefore, we will require centralized service companies to record the
expenses it incurs for conducting operation and maintenance activities related to
generation, transmission, distribution and customer services in the same expense accounts
public utilities are required to use to record these costs. Using the 500 and 800 series of
accounts also provides better assurance that costs are properly assigned because like

items will be identified and measured in the same way regardless of the entity performing
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the work. Although EEI and Progress Energy suggest that this is somehow in violation of
GAAP principles, they offer nothing in the way of concrete evidence or reference to
specific accounting standards to support this allegation. Furthermore, even if such
evidence did exist, and we do not believe it does, the Commission's need for
comparability and transparency of service company expenses provided by use of the 500
and 800 series of accounts would outweigh concerns about conformity with GAAP
principles.

125. Inresponding to NARUC’s concern, we will not prohibit the recording of charges
in Account 923, Outside services. Prohibiting the use of this account would be overly
prescriptive. It is possible that some service company costs would be accurately reported
in Account 923. However, we believe that it is appropriate for utilities that receive bills
from service companies to classify those costs in the appropriate accounts. Utilities
would not be in compliance with Part 101, General Instruction 14, if they do otherwise.
Specifically, General Instruction 14 requires that transactions with associated companies
be recorded in the appropriate accounts for transactions of the same nature. We will
require that centralized service companies performing services such as operation and
maintenance services related to generation, distribution, transmission, and customer
service on behalf of service companies to use the appropriate accounts for those services
performed.

126. We do not agree with NARUC that the use of thresholds is an option for
determining when centralized service companies must use the 500 and 800 accounts. As

discussed above, the use of the 500 and 800 accounts provides clarity about the types of
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services performed by centralized service companies and the costs of providing those
services. Proper classification of service company costs facilitates proper classification
of the costs at the utility. Therefore, we will require centralized service companies to use
the 500 and 800 series of accounts as proposed.

(c)  Sections 367.9220 and 367.4171 — Account 922, Administrative

expenses transferred--Credit, and Account 417.1, Expenses of non-

utility company

127. In the NOPR, the Commission proposed that the portion of administrative,
general, and customer expenses recorded in the 900 series of expense accounts, but
attributable to services provided to non-utility companies, be transferred to proposed
Account 417.1, Expenses of non-utility company related operations, with a contra-credit
to Account 922, Administrative expenses transferred-credit.

Comments
128. EEI and Progress Energy request clarification regarding the adoption of Account
922 since most service company expenses are recorded in Accounts 920, Administrative
and general salaries, and 921, Office supplies and expenses.'*” Progress Energy states
that service companies are labor intensive, so most of their expenses are currently
charged to Accounts 920 and 921. Progress Energy also states that the Commission
should not adopt its proposal to credit Account 922 with administrative expenses

recorded in Accounts 920 and 921 that are transferred to construction costs or to other

7 progress Energy at 9-10; EEI at 24-26.
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accounts or with the amount of operating expenses related to services provided to non-
utility companies and Account 417.1, Expenses of non-utility company related
operations. In addition, Progress Energy points out that its accounts are mapped to the
appropriate associate company accounts in compliance with the Federal (e.qg.,
Commission and SEC) and state regulatory reporting requirements imposed on the
affiliated companies. Further, Progress Energy explains that its cost allocation
methodology and charging practices have been approved by state regulatory commissions
and are currently consistent with inter-company service agreements. If required to
comply with this proposal, Progress Energy asserts its processes, systems and legal
documents will have to be changed even though the associate companies already
accurately report their allocations in compliance with Federal and state requirements.*
129. EEI states there is confusion related to the credit posted in Account 922. EEI
states that many of these costs are administrative and general costs that are allocated
based on service agreement methodologies and that the proposed process would require
service companies to keep track of a dollar spent on administrative and general labor so
the dollar could be recorded partly in the administrative and general series and partly

“pbelow the line” in Account 417.1. EEI states this would result in a process to build a

“clump” of expenses in Account 417.1 that would be essentially useless to the service

18 progress Energy at 9-10.
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company. EEI recommends that the Commission not implement, or require companies to
use, the proposed accounting treatment for new Account 417.1.1*

Commission Determination

130. Upon further consideration, the Commission has concluded that it is not necessary
at this time for centralized service companies to record expenses attributable to services
provided to non-utility companies in a separate account because the information reported
in the Analysis of Billing Schedule should be sufficient to identify such amounts. The
Analysis of Billing Schedule requires centralized service companies to report all amounts
billed for services during the year on a company by company basis. Since services are
billed at cost, it will be possible to determine the expenses attributable to services
provided to non-utilities from the schedule. Therefore, Accounts 417.1, Expenses of non-
utility company, and Account 922, Administrative expenses transferred-credit, will be
deleted from 88 367.9220 and 367.4171.

(d)  Section 367.4160 — Costs and expenses of merchandising, jobbing and

contract work:; § 367.9120 — Demonstrating and selling expenses; §

367.9130 — Advertising expenses:; 8 367.9301 — General advertising

expenses
131. In the NOPR, the Commission proposed to adopt Account 416, Costs and
expenses of merchandising, jobbing and contract work; Account 912, Demonstrating and

selling expenses; Account 913, Advertising expenses; and Account 930.1, General

U9 EE| at 24-25.
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advertising expenses as they presently appear in Parts 101 and 201 of the Commission's
regulation into the USofA for centralized service companies.

Comments
132. NARUC states that it is difficult to determine in which accounts different types of
advertising costs should be recorded. It also states that the Commission should anticipate
service companies providing promotional services to non-utility affiliates. To address
these concerns NARUC suggests: revising 8 367.4160 to clarify that only the cost of
merchandising and contract work performed for associated utility companies is recorded
in Account 416, Costs and expenses of merchandizing, jobbing and contract work for
associate companies; revising § 367.9120 and § 367.9130 to clarify that demonstrating,
selling and advertising costs incurred to promote/retain either the service companies
services/customers or associate companies services/customers are recorded in these
accounts; and revising 8§ 367.9301 to clarify that only general advertising costs incurred
120

on behalf of associated utility companies are recorded in this account.

Commission Determination

133. The Commission agrees that 8§ 367.416, 367.912 and 367.913 should be clarified.
We will adopt the revisions suggested by NARUC for 88 367.912 and 367.913 and

incorporate others that will clarify what amounts are properly included in these accounts.
In considering the suggested revisions to § 367.416, the Commission has determined that

services related to merchandising, jobbing and contract work could be performed on

120 NARUC at 9-12.
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behalf of associate, non-associate, utility or non-utility companies. Consequently, we do
not believe the use of Account 416 should be limited to costs of merchandising, jobbing
and contract work performed for associate utility companies. Additionally, we have
concluded that it is inappropriate to place Account 416 within the Other Income section
of FERC Form No. 60, Schedule XV — Comparative Income Statement, as proposed in
the NOPR. Services performed related to merchandising, jobbing and contract work are
an operating activity of a service company and the cost of those services should be
included in an account that enters into the determination of net operating income of the
service company. Therefore, we will revise Schedule XV to reflect Account 416, Costs
and expenses of merchandizing, jobbing and contract work, as an operating expense
account and require revenues related to merchandising, jobbing and contract work to be
recorded in Accounts 457, Services rendered to associate companies and 458, Services
rendered to non-associate companies, as appropriate. Account 415, Revenues for
merchandising, jobbing and contract work, will be eliminated from the USofA for
centralized service companies. Finally, we consider Account 930.1 to be a general “catch
all” account for recording advertising costs not provided for elsewhere in the accounts.
Therefore, we will not adopt NARUC's recommendation to limit its use to advertising

related to associate utility companies.
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(e)  Sections 367.4263, 367.4117, 367.4180 — Miscellaneous Income

Statement Issues

Comments
134. EEI states that the numbering appears to be incorrect in § 367.4263." EEI also
states the following accounts should be added to Subpart H: Account 411.7, Losses from
disposition of service company plant; and Account 418, Non-operating rental income.*??

Commission Determination

135. EEI did not explain in its comments why the numbering should be corrected in
8367.4263 or why the Commission should add the recommended accounts. However,
our review of a number of the FERC Form No. 60s filed with the Commission for
calendar year 2005 indicates that these accounts are used by some service companies.'?
Therefore, we will correct the numbering in 8 367.4263, and add Account 411.7, Losses
from disposition of service company plant, and Account 418, Non-operating rental
income.

8. Records Retention Requirements

136. Order No. 667 required all holding companies and all service companies, which
were not granted a waiver or otherwise exempted by the Commission, to follow the
Commission’s records retention requirements in Parts 125 and 225. The NOPR proposed

to establish, as new Part 368 of the Commission's regulations, records retention

121 EE] at 26.
122 |d. at 27.

123 See, 2005 FERC Form No. 60, Schedule XV, Comparative Income Statement
for American Electric Power Service Corporation.
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requirements for all holding companies and all service companies. The records retention
requirements proposed were based on the requirements contained in 88 125.3 and 225.3
of the Commission's regulations,*?* with certain modifications considered appropriate for
holding companies and service companies.

Comments
137. EEI notes that the NOPR is unclear as to whether a holding company that also is a
public utility would be subject to both the Commission's holding company and public
utility records retention requirements. EEI requests that the Commission specify that
only one set of records retention requirements apply and allow the company involved to
select the most appropriate set to apply. Furthermore, if the holding company is already
following the public utility records retention requirements, it should be able to continue
to do so without also having to follow the new holding company records retention
requirements.'?®
138. NARUC requests that the records retention general instruction at 8§ 368.2(g) be
amended to include the requirement for companies to file a copy of a certified statement
of records prematurely lost or destroyed with state commissions to facilitate the state
commissions' ability to monitor the activities of service companies.*?®

139. Southern requests that the records retention requirements be better tailored for a

service company. Specifically, Southern proposes that the retention period for

124 5ee 18 CFR §§ 125.3 and 225.3.
125 EE| at 39.
126 NARUC at 12.
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accumulated depreciation records should be reduced because the majority of service
company property has useful lives significantly less than the 25-year retention period
proposed in the NOPR.**

Commission Determination

140.  The records retention requirements originally proposed, and as adopted here,
generally are based on the requirements contained in Parts 125 and 225 of the
Commission's regulations,*” with certain minor modifications appropriate for holding
companies and service companies. As a result, most retention periods proposed for
holding companies and service companies are identical to the retention periods required
for public utilities and licensees and natural gas pipelines. Additionally, the general
instructions for Parts125 and 225 and proposed 8§ 368.2(a)(5) make clear that "To the
extent that any Commission regulations may provide for a different records retention
period, the records must be retained for the longer of the retention periods.” If a holding
company that is also a public utility has a conflict between the retention period specified
for a public utility and the retention period specified for a holding company, the longer of
the retention periods must be observed. Therefore, we do not believe it is appropriate to
specify that only one set of records retention requirements apply.

141. We deny NARUC's request to amend the records retention instruction at

8 368.2(g) to include a requirement for companies to file a copy of a certified statement

of records prematurely lost or destroyed with state commissions. We do not believe it is

127 gouthern at 6.
128 See 18 CFR 125.2(a)(3) and 225.2(a)(3).
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necessary for the Commission to establish filing requirements for state commissions. All
filings of this nature are docketed by the Commission and can be viewed electronically
by all interested parties. Accordingly, state commissions will be able to monitor the
report of prematurely lost or destroyed records without imposing an additional reporting
burden on companies. We note that this is the same treatment applied to public utilities,
licensees, and natural gas companies under the Commission’s regulations in Parts 125
and 225.

142. We agree with Southern's observation related to holding and service company
property, and will tailor the schedule of records retention periods. Specifically, we will
reduce the retention period for accumulated depreciation records reflecting the service
life of property at § 368.3 — Item 24, Records of accumulated provisions for depreciation
129

and depletion from 25 years to 3 years after retirement or disposition of property.

9. FERC Form No. 60

(@  Use of GAAP Financial Statement instead of Structured FERC Form

No. 60
143. The Commission proposed a structured reporting format in proposed FERC Form
No. 60 in the NOPR. Under the structured format, a centralized service company must

report in specified data fields the financial information called for in the report.

129 Most holding and service company property typically has a useful life
significantly less than 25 years, for example office furniture and equipment and computer
software have shorter useful lives than generating facilities or transmission towers.
Therefore, establishing a shorter retention period for accumulated depreciation records
that closely corresponds to the expected useful life of the related property is more
reasonable.
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Comments
144. In its supplemental comments, in contrast to its initial comments,** EEI suggests
the FERC Form No. 60 be based on the original FERC Form No. 60 set out in the
Commission’s December 8, 2005 Order No. 667 Final Rule (December 2005 FERC Form
No. 60), with additional changes EEI requests to streamline the form. EEI believes a
streamlined version of the December 2005 FERC Form No. 60, together with data the
Commission receives directly from public utilities and the Commission’s new FPA

131 should suffice to enable the Commission to perform its

section 203 regulations,
regulatory responsibilities.** In its supplemental comments, EE| further encourages the
Commission to work with a streamlined version of the December 2005 FERC Form No.
60 with changes EE| has requested to further streamline the form."** Southern, PHI
Companies, and FirstEnergy support EEI’s comments that the FERC Form No. 60 be a
streamlined version of the December 2005 FERC Form No. 60. These commenters,
together with EEI, believe this streamlined FERC Form No. 60 provides the transparency

and uniformity that the Commission desires without imposing undue burden. However,

Southern also suggests that the Commission should allow companies the option of

39 In its initial comments to the NOPR, EEI proposed the Commission rely on
information provided in the SEC Forms 10-K and 10-Q supplemented by selected
additional information the Commission may need instead of the new FERC Form No. 60.

131 See 18 CFR part 33.
132 EE| Supplemental Comments at 2.

133 Id
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submitting their audited GAAP financial statements instead of FERC Form No. 60.*
145. Conversely, APPA thinks that the revised FERC Form No. 60 will be very useful
in auditing and understanding centralized service company cost allocations to public
utility operating companies.'®

Commission Determination

146. The December 2005 FERC Form No. 60 is essentially the SEC's old Form U13-60
for service companies with certain streamlining changes adopted in Order No. 667. The
December 2005 FERC Form No. 60, like the old SEC Form U13-60, is a non-structured
reporting format that permits filers wide latitude and flexibility in how they report
required financial information. While the Commission understands the centralized
service companies’ desire to have flexibility in reporting, the Commission believes that it
IS necessary to have a structured reporting system. A structured report format results in
disclosure and display of predetermined financial information in a uniform manner by all
centralized service companies. This promotes comparability of the data not only between
entities but also between accounts prescribed. Increasing the comparability of the data
makes the information inherently more useful. Moreover, a structured report format
allows for the creation of a financial data base that can be used for more complex and
sophisticated analysis of the information. These items are important to allow the

Commission to perform its duties. It also will facilitate electronic submission using

134 Southern at 2.
135 APPA at 3.
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Commission-supplied software. This system will help ensure the integrity of the data and
make completing the FERC Form No. 60 easier.

147. In response to Southern’s suggestion, we do not believe that audited GAAP
financial statements would be sufficient for carrying out the Commission’s regulatory
responsibilities. GAAP financial statements are prepared primarily for investors, and do
not provide information in enough detail to ensure that jurisdictional rates charged are
just and reasonable or to review cost allocations under section 1275 of PUHCA 2005 if
called upon to do so. Therefore, the Commission will not modify the proposed
requirement for a structured FERC Form No. 60.

(b) EERC Form No. 60 Schedules

(1)  Schedule I1, Service Company Property
148. Proposed Schedule 11 requires centralized service companies to report the amounts
recorded in the service company primary property accounts and construction work in
progress at the beginning of the year, changes to the accounts during the year, and the

balance at the end of the year.

136

Supra note 5.
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Comments
149. Southern does not see the added value of the supplemental information provided in
Instructions 2-4'*" and proposes their elimination. Southern comments the break out of
the property by account gives sufficient information.**

Commission Determination

150. The Commission agrees that the information required by Instructions 2 and 3 is of
little value to the Commission and will be deleted. However, we will continue to require
centralized service companies to provide information about construction projects similar
to the December 2005 current FERC Form No. 60, Instruction 4. Instead of providing the
information in a footnote format, we are revising the schedule to provide for additional
lines on the schedule for reporting this information.**

(2)  Schedule I11-A, Summary of Service Company Property and

Accumulated Provisions for Depreciation and Amortization

151. Schedule I11-A would require companies to split out property devoted to utility

versus non-utility services.

37 Instruction 2 requires a breakdown of each equipment subaccount for each
class of equipment property owned. Instruction 3 requires a description of other
company property. Instruction 3 requires a listing of construction work-in-progress
projects and the beginning, additions and end-of-year balance for each.

138 Southern at 2.

139 The December 2005 FERC Form No. 60 requires this information to be
reported in a footnote.
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Comments
152. EEI contends this reporting requirement should be deleted because company
records do not differentiate service company property between utility related and non-
utility services.**® FirstEnergy argues that assets devoted exclusively to the utility are on
141

the books of the utility and not on the service company books.

Commission Determination

153. We agree with EEI and will eliminate this schedule from FERC Form No. 60. All
service company property will be reported in Account 101.

(3)  Schedule 1V, Investments and Schedule XII, Long-Term Debt

154. Proposed Schedule IV provides detailed information on service company
investments in associate companies and temporary cash investments. Proposed Schedule
XI1 provides detailed information on long-term debt of the service company. Both
schedules require the same information as in the current FERC Form No. 60.

Comments
155. EEI proposes to eliminate schedules that include information already available on
the face of the Balance Sheet or within the detailed footnotes. Examples include

Schedule 1V, Investments and Schedule XI1, Long Term Debt.'*

YO EEI at 29.
! FirstEnergy Supplemental Comments at 3.
"2 EEI at 29.
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Commission Determination

156. We disagree with EEI that the information reported on Schedule IV and Schedule
XI1 is available on the Balance Sheet. Long-term debt and investments are reported on
the Balance Sheet as aggregate totals. Schedule IV and Schedule XII provide significant
additional details that allow for a greater understanding of the aggregate totals reported
on the Balance Sheet. For example, short-term investment schedules provide specific
details on where centralized service companies have invested excess cash flows from
operations and Schedule XII provides specific details on service company long-term
capital. We do not agree that footnote disclosure is an adequate substitution for these
supporting schedules because the format for footnotes is unstructured and does not allow
for database archiving and retrieval. Therefore, the Commission will retain these
schedules.

(4)  Schedule V, Accounts Receivable from Associate Companies

157. This schedule identifies accounts receivable for each associate company and
reports convenience payments.

Comments
158. EEI and Southern recommend the portion of this schedule identifying convenience

143

payments " should be eliminated. If retained, EEI recommends the Commission modify

the schedule to report the total convenience payments made during the year, consistent

143 Convenience payments represent payments such as benefits, outside legal, and
consulting paid by service companies to outside vendors and others on behalf of associate
companies.
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with the December 2005 FERC Form No. 60 reporting. EEI states that service
companies do not necessarily identify convenience payments separately, and this
information would be time consuming to gather. Also, EEI does not understand the
usefulness of this information to the Commission; beginning and ending convenience
payment balances are not meaningful because convenience payments are Expense

144

accounts, rather than Balance Sheet accounts.

Commission Determination

159. We agree it is not necessary to require beginning and ending convenience payment
balances. Consequently, we will not adopt that portion of the proposed Schedule V that
would require reporting the beginning and ending balances of convenience payments.
Instead, we will retain the December 2005 FERC Form No. 60 requirement of reporting
total convenience payments by associate company.

(5)  Schedule VI, Fuel Stock Expenses Undistributed

160. Proposed Schedule VI requires centralized service companies to report labor and
expenses incurred during the year with respect to fuel stock and the amounts attributable
to each associate company. It also requires a summary of the fuel functions performed by

the service company.

144 EEI at 33; Southern at 2-3.
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Comments
161. Southern comments that Schedule VI requires extracting data from work order
billings through an annual process to meet the annual report requirement. Southern
recommends elimination of this schedule based on its limited value.'*

Commission Determination

162. For centralized service companies performing fuel services for utilities, this is an
important supporting schedule. Some companies report large amounts of labor and other
expenses. The reported information includes amounts billed to each associate company
including electric and gas utilities, which ultimately could be reflected in cost of service.
Consequently we will retain this schedule.

(6)  Schedule X, Research, Development or Demonstration Expenses

163. Proposed Schedule X requires a description of all research, development and
demonstration projects engaged in by the centralized service company and the related
costs incurred during the year.

Comments
164. EEI and Southern state project titles may not provide meaningful information to
the Commission. EEI and Southern recommend that service companies have the option
instead to list account balance by project partner, citing the U.S. Department of Energy,

as an example.'*

145 Southern at 3.
146 EE| at 34; Southern at 3.
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Commission Determination

165. The Commission disagrees with EEI and Southern that Schedule X requires a
project title. The schedule requires a description of the project, not the project title.
Knowing the project partner alone does not provide useful information. More relevant
information is a description of the nature of the project and not just who is the project
partner. Therefore, the schedule will be retained the same as in the FERC Form No. 60.

(7)  Schedule XI, Proprietary Capital

166. Proposed Schedule XI discloses common and preferred stock shares authorized,
outstanding, par or stated value, as well as information on miscellaneous paid-in capital,
appropriated retained earnings and other comprehensive income. The second part of the
schedule presents information similar to a statement of retained earnings.

Comments
167. EEI and Southern state the first section of this schedule duplicates Schedule I,
Comparative Balance Sheet except for shares outstanding.**” EEI argues the second
section of this schedule is new, and generally not applicable to a service company.'*® EEI
and Southern recommend including the shares outstanding on Schedule I, Comparative

Balance Sheet, and deleting this schedule.'*

147 EEI at 34; Southern at 3.
18 EE| at 34
199 EEI 34; Southern at 3.
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Commission Determination

168. The Commission disagrees with commenters regarding what is reported on this
schedule. Commenters indicate only outstanding shares of stock are reported. The
schedule asks for class of stock, number of shares authorized, par or stated value per
share, and outstanding shares. Further, the schedule requests explanations about
transactions which gave rise to miscellaneous paid-in capital and appropriated retained
earnings. Additionally, the schedule requests information on changes in unappropriated
retained earnings such as net income and dividends paid. This requirement is not new; it
is part of the FERC Form No. 60. The requirements are not overly burdensome.
Consequently, we will retain the current requirements. A statement of retained earnings
is a basic financial statement. However, we agree with EEI’s suggestion that a statement
of retained earnings is not applicable to a service company; so, we will delete that portion
of the schedule which includes the added statement of retained earnings.

(8)  Schedule X1V, Notes to Financial Statements

169. Instruction No. 3 of Schedule XIV states “Furnish particulars as to any significant
increase in services rendered or expenses incurred during the year.”

Comments
170. EEI recommends the Commission not implement this reporting requirement in the
notes section.’® EEI states this introduces an element of Management’s Discussion and

Analysis (MD&A) that is part of GAAP disclosure requirements, but has never been a

10 EE| at 34.
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requirement of the FERC Form No. 60, Form No. 1, or Form No. 2. EEI indicates that an
explanation of service company expense variances is frequently scrutinized by state
regulators and would unnecessarily add to the administrative burden of annual reporting.
EEI contends this level of detail could be provided on an ad hoc basis as needed, and,
when it is needed, companies would like the flexibility of attaching a Microsoft Word file
rather than re-keying voluminous footnote data into the Commission’s automated
reporting application.

Commission Determination

171. Contrary to EEI’s assertion, Instruction No. 3 is not a new reporting requirement.
Instruction No. 3 is included in the December 2005 FERC Form No. 60 under Schedule
XVIII, Notes to the Statement of Income. Any large increase in services and expenses
could impact cost allocations which would be useful information to the Commission and
others. The disclosure of significant increases in services rendered or expenses incurred
is particularly relevant to understanding the business operations of the centralized service
company and the efficiency or inefficiency of providing services on a centralized basis to
associated utilities. Furthermore, reporting this information should not be
administratively burdensome. As EEI notes, this type of information is already part of
the MD&A in its GAAP disclosures. The Commission’s FERC Form No. 60 submission
software will allow copy and paste of this information into the footnote page.

Consequently, we will retain the instruction as proposed.**

11 EE| at 34 and 35.
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(90  Schedule XV, Comparative Income Statement

172. Proposed Schedule XV requires centralized service companies to report revenues,
expenses, gains and losses for the current and prior year by account.

Comments
173. EEI states that the Commission should not require reporting of information broken
down into accounts that do not make sense for a given service company. EEI states that
there seems to be a presumption in the NOPR that the service company income statement
can be presented in a ratemaking format, with an “above the line” and “below the line”
character. EEI points out, that just as with the proposed use of the 500 and 800 series of
operational and maintenance expense accounts, this presumption does not fit well with
many service company operations, which typically consist primarily of labor services to
other companies.**?

Commission Determination

174. The Schedule XV, Comparative Income Statement, we are adopting for the
revised FERC Form No. 60 will require centralized service companies to report the
amounts entered in the income statement accounts adopted in this Final Rule. These
accounts were developed to be of sufficient scope and breadth to allow for recording the
economic effects of all transactions and events that could impact a centralized service
company. As noted elsewhere in this Final Rule, not all service companies are engaged

in all of the activities for which use of the new accounts would be required. This,

12 EE| at 30.
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however, does not mean that the accounts do not “fit well” or do not “make sense” for
centralized service companies, as EEI seems to suggest. It means only that more
accounts exist under the USofA than might be used by any particular centralized service
company. If a centralized service company does not incur costs properly included in one
of the new accounts adopted in this Final Rule, it simply would not record anything in
that account.

(10) Schedule XV-A, Schedule of Utility Operating Expenses; Schedule

XVI, Analysis of Charges for Service; Schedule XVII, Schedule of

Expense Distribution by Department or Service Function

175. Proposed Schedule XV-A requires centralized service companies to report all
amounts entered in the 500 and 800 series of operation and maintenance expense
accounts. Proposed Schedule XV1 requires centralized service companies to report direct
and indirect costs charged to associate utility companies, associate non-utility companies,
non-associate utility companies and non-associate non-utility companies. Proposed
Schedule XVII requires centralized service companies to report service cost billed by
department or service function and overhead costs.

Comments
176. EEI recommends that the Commission consider deleting Schedule XV-A and
either Schedule XVI1 or XVI1.">® EEI states that, whichever of these schedules the

Commission retains, the Commission should allow companies to report total amounts for

158 EE| at 36.
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each account or group of accounts listed rather than by direct and indirect or overhead
costs. In EEI’s opinion, the breakdown by direct, indirect, and use of capital would
require companies to parse the information in each account or set of accounts to too fine a
degree with no clear benefit. EEI indicates that if Schedule XV1 is retained, the
Commission should follow the SEC’s past practice of having companies distinguish the
information for associate and non-associate companies, ideally by group of accounts
rather than by utility versus non-utility.

177. In addition, EEI encourages the Commission not to require information to be
broken down as shown on Schedule XVI1I by service company department or service
function.™ As presented, EE| states, the schedule would require companies to break
down internal financials across the array of USofA accounts by department or function,
requiring far too much detail with no clear benefit.®® Southern states
departmental/functional reporting by account adds difficulty and would not be consistent
among companies.™’

178. NARUC, on the other hand, states Schedule XVI is important since it allows a

comparison of direct and indirect costs allocated to utility companies and non-utility

companies while showing the allocation of 100 percent of these costs to the various

154 1d.
15 EEI at 36.
156 Id.

57 Southern Supplemental Comments at 3.
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billing groups.™® NARUC indicates this is needed to ensure utility companies are not
treated differently from non-utility companies. NARUC suggests simplifying this
schedule, at least for the 500 and 800 series of operation and maintenance expense
accounts; NARUC contends it may be possible to allow companies to provide
information by group of accounts.

179. NARUC explains that Schedule XVII assists state regulators in classifying charges
on the utility’s records, helps in judging the reasonableness of service company charges
and whether such charges duplicate what the utility incurs internally, and focuses
attention on comparisons between what gets charged to the associated utility companies
and non-utility companies. NARUC proposes expanding Schedule XVII to provide a
break down by associate utilities and non-utilities, and by non-associate companies.
NARUC states this is important to make a comparison of departmental costs allocated to
associate utility and non-utility companies because these comparisons ensure that
associate utility companies are not treated differently from associated non-utility
companies.™

Commission Determination

180. The Commission agrees with EEI that the information required in proposed
Schedule XV-A is unnecessary, and will delete Schedule XV-A. The same information
Is reported in Schedule XVI, Analysis of Charges for Services, except for comparable

information for the prior year. Therefore, the Commission, will delete Schedule XV-A.

¥ NARUC Supplemental Comments at 7.
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181. The Commission will also delete Schedule XVII. With regard to Schedule XVII,
Southern notes that departmental/functional reporting would not be consistent among
companies. Departments and functions are not standardized and, therefore, comparison
across companies is not possible. While we agree with NARUC that Schedule XVII may
provide some useful departmental/functional information, on a company by company
basis, requiring the reporting on an annual basis may be an unnecessary burden.
NARUC’s proposal to expand Schedule XV1I to include reporting by individual associate
and non-associate utility companies, associate non-utility companies and non-associate
companies points to a weakness in the current schedule. In fact, the schedule does not
disclose information on charges to utility companies except through the department
service or functional category. The additional expense accounts required under the new
USofA will provide better functional information and lessen the need for this schedule.
The information provided in Schedule XVI will enable the Commission to capture
information about charges for services provided to utility companies. If
departmental/functional information is needed, the information can be obtained from
each centralized service company on a case-by-case basis without the need to be reported
annually. Therefore, the Commission will delete Schedule XVII.

182. The Commission will retain Schedule XVI, but modify the schedule to remove the
utility versus non-utility expense separation, consistent with our decision concerning the
service company revenue accounts discussed elsewhere in this Final Rule. While the
utility versus non-utility expense separation is removed, the total amounts assigned to

individual utility companies are available in the Analysis of Billing schedules. This will
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result in returning to the associate company/non-associate company expense separation
contained in the December 2005 FERC Form No. 60. We also will revise Schedule XVI
to roll up certain expense classifications suggested by EElI and NARUC to reduce the
burden associated with completing this schedule.

(11) Analysis of Billing Schedules

183. In the NOPR, the Commission proposed to modify the Analysis of Billing
schedules that report billings to each company for services provided by the centralized
service companies by breaking out the schedules into associate utility, non-associate
utility and non utility companies.

Comments
184. EEI indicates the Commission should not require reporting of information broken
down into utility and non-utility services, in particular for non-associate companies where
the service company often will not have this information. Service companies currently
report their services provided by individual company in the FERC Form No. 60, on
schedules “Analysis of Billing — Associate Companies” and “Analysis of Billing — Non-
associate Companies.” EEI argues these schedules provide ample information of the sort
being proposed and that no additional detail is necessary.'®
185. Southern recommends the schedule, Analysis of Billing - Non-associate
Companies, be revised to request the names and amounts for non-associate companies

only for those that exceed 10% of the total non-associate billings. Southern argues this

180 EE| at 20.
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would reduce the time spent in preparation of this schedule while still providing the
Commission with the names of all non-associate companies of consequence.'®!

Commission Determination

186. We agree with EEI’s comments that the Analysis of Billing schedules contained in
the December 2005 FERC Form No. 60 provide sufficient information concerning the
customers to whom amounts are billed, and a further separation of those customers into
utility and non-utility classifications for purposes of this schedule is not needed by the
Commission since specific information about utilities is already reported separately in the
current Analysis of Billing schedules. Therefore, consistent with our decision above to
eliminate Account 459, Services rendered to non-utility companies, we will also
eliminate the proposed schedule "Analysis of Billing Nonutility Companies - Account
459." Also, we will revise the "Analysis of Billing Schedules" for Accounts 457,
Services rendered to associate companies, and 458, Services rendered to non-associate
companies to reflect only a separation of billings between associate and non-associate
companies, consistent with our decision on the service company revenue accounts
discussed elsewhere in this Final Rule. The Commission will not adopt Southern’s
proposal to reduce the reported number of non-associate companies. The requirement is
not overly burdensome and allows the Commission to observe all billings to such

companies.

181 Southern Supplemental Comments at 3.
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(12) Departmental Analysis of Salaries Schedule; Methods of Allocation

Schedule; and Organizational Chart Schedule

187. The proposed Departmental Analysis of Salaries Schedule reports the amount of
service company salaries billed by department or service function to the parent holding
company, associate companies, and non-associate companies and the number of
employees. The Methods of Allocation Schedule reports the allocation factors used to
allocate indirect costs to each associate company. The Organizational Chart schedule
reports how the service company is organized.

Comments
188. EEI states these schedules involve what it considers organizational reporting and
recommends eliminating the schedules because adequate oversight can be accomplished
without this level of detail, and accurate comparisons between companies would be very
difficult.'® If the Methods of Allocation schedule is retained, EEI requests the
Commission continue its current practice of allowing companies to list their allocation
methods, as they currently do in the FERC Form No. 60, rather than having to elaborate
on the methods in the form. EEI indicates companies should not be required to key

voluminous formulas, by service rendered, into the automated reporting application.*®®

182 EE| at 30.
183 EE| at 31.
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189. Southern does not see the benefit to the Commission of providing a current
Organizational Chart in the FERC Form No. 60 and proposes that this requirement be
eliminated. Southern argues it is not required for FERC Form No. 1.1*

Commission Determination

190. The Commission will eliminate the Departmental Analysis of Salaries Schedule.
Consistent with our decision above regarding our decision to eliminate Schedule XVII,
departmental or functional categories are difficult to compare because they are not
standardized. If needed, the information can be obtained from centralized service
companies on a case-by-case basis.

191. The Commission will retain the Methods of Allocation schedule, however,
because that is the only means readily available to determine how indirect costs are being
allocated to services provided. The current schedule has no instructions and Staff’s
review of 2005 FERC Form No. 60s indicated poor reporting. The main purpose of the
schedule is to disclose what allocation ratios are used and what numerator and
denominator were used to create the ratio. We are revising the instruction, accordingly.
192. The Commission will also continue to require submission of an Organization
Chart in the FERC Form No. 60 as proposed. An Organization Chart provides basic
information about the hierarchical structure of the service company. It provides useful
information to the Commission about how the centralized service company deploys its

resources and the relationship between organizational departments within the centralized

184 southern at 3.
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service company and the allocation of costs to services, functions and projects. We
recognize the FERC Form No. 1 does not require an Organization Chart. However, our
need to know the organizational structure of a centralized service company is greater as
opposed to the organizational structure of an electric utility company.

(13) Annual Statement of Compensation for Use of Capital Billed

193. This schedule reports the amount of compensation for use of capital billed to each
associate company.

Comments
194. EEI proposes to eliminate the Annual Statement of Compensation for Use of
Capital Billed, and the associated revenue Accounts 457.3, Compensation for use of
capital-associate companies, 458.3, Compensation for use of capital — Non-associate
companies, and 459.3, Compensation for use of capital — Non-associate non-utility
companies. EEI argues compensation for use of capital is so minor that it does not
warrant special treatment in reporting. Moreover, EEI states details of significant
financial arrangements are included in the notes to the balance sheet, and total interest
costs are disclosed in the income statement.'®
195. Conversely, NARUC indicates the Annual Statement of Compensation for Use of
Capital Billed should be required in FERC Form No. 60. NARUC argues this statement

provides the calculation of the use of capital that will be billed to the centralized service

companies' associate companies during the calendar year. In addition, NARUC indicates

185 EE| at 31.
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this statement in the FERC Form No. 60 is a resource for verifying and reconciling the
costs that are included in centralized service company billings. NARUC notes the FERC
Form No. 60 requires a separate statement for each associate company. However,
NARUC claims, a separate statement for each associate company may not be necessary if
166

the calculations are consistent.

Commission Determination

196. We agree with EEI that footnote disclosure would be a suitable substitute for this
schedule, and so, we will delete the Annual Statement of Compensation for Use of
Capital Billed. However, we will not delete Accounts 457.3 or 458.3. The amounts
recorded in these accounts will continue to be reported on the Analysis of Billing
Schedules for Accounts 457 and 458. Centralized service companies should disclose the
basis of how the amounts are assigned to the associate and non-associate companies in a
footnote to the Analysis of Billing Schedules for Accounts 457 and 458. As long as all
companies are treated similarly, we believe this should satisfy NARUC’s requirements.

(14) Miscellaneous General Expenses Schedule (Account 930.2)

197. This schedule lists the items included in Account 930.2, Miscellaneous general

expenses.

166 NARUC Supplemental Comments at 8 and 9.
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Comments
198. EEI and Southern recommend deleting the schedule or only requiring disclosure of
items that exceed $1 million. EEI and Southern contend this schedule requires
167

considerable detailed analysis to complete.

Commission Determination

199. The Commission will retain this schedule. Many service companies report
significant amounts in Account 930.2. This schedule provides the nature of the amounts
included in a miscellaneous catchall account where the account title does not provide
descriptive information of the amounts included in the account. This schedule currently
has no threshold level. However, in response to EEI’s and Southern’s proposal, we will
adopt a threshold requiring the separate reporting of items over $50,000.2%® We believe a
$1,000,000 threshold alternative suggested by commenters is unreasonably high and
would not provide for adequate disclosure of the nature of the items included in this

169

account.

(c)  General Instruction 1X

200. General Instruction 1X states that prior period comparison figures must be the
same as reported in the previous report, or “an appropriate explanation given as to why

the different figures were used.”

187 EE| at 37; Southern at 3.

1%8 Our staff review of FERC Form No. 60 submissions for calendar year 2005
indicates that $50,000 is a reasonable threshold that will provide sufficient information
without eliminating necessary detail.

189 The FERC Form No. 1 threshold for this account schedule is $5,000.



Docket No. RM06-11-000 -97 -

Comments
201. EEI states that in general, companies would like to follow the GAAP practice of
reclassifying prior period amounts when necessary, with a footnote to the effect that
“certain prior amounts have been reclassified to conform to the current year
presentation.” ’® EEI indicates any material reclassifications would include a footnote
disclosure. Therefore, EEI recommends the Commission insert the word “materially”
before “different figures were used.”

Commission Determination

202. As an initial matter, we note that instances in which prior year data in current
reports is different than previously reported should be rare. The instances should be
limited to such things as corrections of accounting errors and changes in accounting
principles. The Commission and other users of the FERC Form No. 60 are particularly
interested in understanding the economic effects of these types of occurrences, including
the particular accounts affected and the related amounts. An explanation that “certain
prior amounts have been reclassified to conform to the current year presentation” does
not provide an adequate explanation. Footnote disclosure of only material amounts as
EEI suggests also is insufficient because amounts below the material threshold could
affect cost allocations or have rate implications. Consequently, we will adopt the

proposed instruction unmodified.

10 EE| at 32-33.
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(d) Raising the Threshold for Individually Itemized Items

203. Some of the supporting schedules contained in the FERC Form No. 60 require
reporting individual items when the amount for such items exceeds a specified threshold
amount. For instance, some schedules list individual items and amounts less than a
$5,000 threshold can be grouped together rather than reported separately.

Comments
204. EEI proposes the establishment of a higher threshold to apply to itemizations on
schedules. Currently, when stated, the minimum for itemization is $5,000 or $10,000.
EEI states that, due to the difference in company sizes, the establishment of a relative
threshold (for example, five percent of total) would minimize unnecessary itemization
and still provide meaningful data.'”* EEI further recommends the Commission allow
companies to set a materiality threshold, so that items less than some de minimis amount
do not need to be broken out in the FERC Form No. 60.}"% EEI suggests using as the
de minimis amount $100,000, one to five percent of company billings, or 10 percent of
the total amount on a particular schedule, whichever is higher. Further, EEI points out
that the SEC’s “PUHCA Staff Examination Instructional Manual,” section IV.A.3(c),
which advised their staff to use a $50,000 or five percent threshold to determine if

allocation methods should come to the attention of the SEC for approval.

' EEI at 30-31.
172 EE| Supplemental Comments at 12.
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Commission Determination

205. We agree with EEI that the thresholds can be raised without losing appropriate
detail. However, the thresholds suggested by EEI are extremely high and would
eliminate needed disclosure.'”®* The SEC Staff manual threshold suggested by EEI
addressed allocations, and did not apply to thresholds in individual schedules. The
Commission will raise or add thresholds over the current FERC Form No. 60 schedules.
We believe a threshold of $50,000 would reduce the reporting burden without the loss of
appropriate detail. Therefore, we will establish a threshold of $50,000 for the following
schedules: Schedules 1V, VIII, IX, X, XI1I, and XIX.

(e)  Reporting in Whole Dollars or Alternatively in Thousands

206. Inthe NOPR, the Commission proposed to require reporting companies to use
whole dollars as the reported dollar amounts.

Comments
207. EEI proposes that centralized service companies should have the option to report
all dollars consistently in thousands, as opposed to whole dollars as proposed in the
NOPR, as long as the companies indicate what they are doing. EEI indicates the added

digits do not add significant information, but rather, make the schedules substantially

13 For example, for one centralized service company, one percent of its billings
represents a $9,000,000 threshold, at five percent, it would represent $45,000,000. These
thresholds would eliminate reporting in most itemized schedules.
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harder to produce and read. EEI notes this is consistent with the way amounts were
reported in the SEC Form U-13-60.""

Commission Determination

208. When centralized service companies filed with the SEC their filings were text
based and did not allow for data retrieval and analysis. The Commission supports the use
of submission software to ensure data integrity and permit ready analysis of forms data.
The Commission plans to issue submission software for the FERC Form No. 60 in the
early part of 2007. The software would allow companies to reduce costs of completing
FERC Form No. 60 and allow for data retrieval and analysis not currently possible in the
hard copy FERC Form No. 60. However, electronic reporting requires selecting one
common reporting basis. Comparability is important, and can not be achieved without
one common reporting basis. Consequently, we will adopt reporting in whole dollars.
However, during a transition period covering the 2006 and 2007 reporting years, for the
FERC Form No. 60s due May 1, 2007 and May 1, 2008, respectively, we will allow
centralized service companies that report in thousands to round to the nearest $1000
(reporting $123,000 instead of $123,456).*"

(H  Comparative Information

209. Some FERC Form No. 60 schedules present data from the current year along with

the same data from the prior year.

174 SEC instructions to SEC Form U-13-60, the predecessor to December 2005
FERC Form No. 60, allowed service companies to report in either whole dollars,
thousands of dollars, hundreds of thousand of dollars, or millions of dollars.

17> Supra note 34.
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Comments
210. EEI states that comparative information provided in the revised FERC Form No.
60 should not be required until the following year, at least to the extent the information
0 176

being compared is not already presented in the December 2005 FERC Form No. 6

Commission Determination

211. Inresponse to EEI’s proposal and in order to reduce the possible administrative
burden that may be incurred by respondents during the initial reporting year for the FERC
Form No. 60 adopted in this Final Rule, i.e., the FERC Form No. 60 for the 2008
reporting year due May 1, 2009, the Commission will only require current year data.
Respondents will be required to report prior year’s amounts beginning with the second
year the FERC Form No. 60 adopted in this Final Rule is required, i.e., the FERC Form
No. 60 for the 2009 reporting year due May 1, 2010.

(9) Request to Expand Data Collection in FERC Form No. 60

Comments
212. NARUC proposes adding a new schedule showing charges from affiliated
companies to the service company. NARUC states the schedule would show the affiliate,
the nature of the charges, and the basis of the charges - i.e.,cost, market, or other.
NARUC states this schedule is important, since an affiliate may charge the service
company a marked-up price. Since this would become a cost to the service company, the

marked-up item then could be charged to a public utility at a cost higher than if it had

176 EE| at 49.
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been directly charged to the utility. NARUC also proposes adding a new schedule
showing goods and services provided by the service company both internally and
externally. NARUC’s concern is that, once a good or service becomes profitable, it will
be moved from the service company and offered by another affiliate.”’

213.  NARUC notes that in Order No. 667, the Commission deleted two supporting
schedules concerning outside services employed (Account 923) and employee pensions
and benefits (Account 926) from the FERC Form No. 60."”® NARUC proposes to add
these schedules back in the revised FERC Form No. 60. NARUC argues outside services
and employee expenses are major components of expense (along with labor) incurred by
a service company. According to NARUC, the detail in these schedules would provide
an important tool for understanding service company costs and functions. As a result,
according to NARUC, these schedules are essential in the evaluation of whether cross-

subsidization exists within the holding company organization.

Commission Response

214. We share NARUC’s concerns about the possibility of inappropriate cross
subsidization or other unfair results obtained through affiliate relationships and
transactions. At this time, however, we are not convinced that it is necessary to require
centralized service companies to report as extensively about its affiliated transactions as
NARUC recommends. With regard to adding back schedules for outside services

employed (Account 923) and employee pensions and benefits (Account 926) which we

7 NARUC Supplemental Comments at 8.
178 NARUC Supplemental Comments at 9.
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deleted in Order No. 667, we deleted the schedules because they are not required in the
FERC Form No. 1. Our need to weigh centralized service company burden versus
protecting the public interest is difficult. Our requirement to report services performed
for public utilities in the 500 and 800 accounts should reduce the amounts reported in
Account 923. Centralized service companies do report information on pensions and
benefits in their notes to the financial statements. Therefore, the Commission will not
adopt NARUC’s recommendations to add Schedules for Account 923 and Account 926
back in the revised FERC Form No. 60 in this Final Rule. However, as we gain
additional knowledge about our needs for centralized service company information we

may revisit these proposals.

(h)  Schedule Numbering

Comments
215. Southern notes that some of the schedules within the revised FERC Form No. 60
have a schedule number while others are referenced by the account number. Southern
states that it would be helpful if the schedules were all labeled consistently with schedule
numbers.'”

Commission Determination

216. The Commission agrees that assigning schedule numbers to all schedules in the
revised FERC Form No. 60 would be helpful for referencing purposes for both users and

preparers. Therefore, we will label all schedules with schedule numbers.

179 southern at 3.
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() Chief Accountant’s delegated authority

217. The NOPR proposed to revise § 375.303(c), (d), (e), (f), (9) and (h) to update the
delegations to the Chief Accountant or the Chief Accountant’s designee. These
authorities are similar to those that the Chief Accountant has for public utilities and
licensees, natural gas companies and oil pipeline companies.

Comments
218. EEI and National Grid request clarification of proposed § 375.303(f), that
authorizes the Chief Accountant or the Chief Accountant’s designee to “accept for filing”
FERC Form Nos. 60, 3-Q, and 6-Q. The commenters believe that the requirement
appears to imply that the Commission, its Chief Accountant, or the Chief Accountant’s
designee would issue a formal order accepting such forms, which is not the current
practice. They argue that because such a delegation could raise the expectation
(especially on the part of auditors) that orders accepting Form Nos. 60, 3-Q and 6-Q
would be issued, the Commission should clarify either that it will, in fact, issue such
acceptance orders, or that the regulatory text is not intended to provide for the issuance of
formal acceptance orders.'®
219. EEI and National Grid also request that the Commission clarify proposed
8§ 375.303(g) that permits the Chief Accountant or the Chief Accountant’s designee to
grant or deny requests for waiver of various regulations including 8 366.23, which

requires the filing of FERC Form No. 60. The commenters assert that the authority to act

180 EE| at 43-44; National Grid at 13.
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on motions for extensions of time is not explicitly provided for in the revisions in

8 375.303(g). The commenters ask that the Commission clarify that this delegated
authority includes the authority to grant an extension of time.*®*

220. Southern asserts that, in the proposed § 375.303(f), the reference to the Form Nos.
3-Q and 6-Q is erroneous for service companies.'®

Commission Determination

221. We grant EEI and National Grid's request for clarification of § 375.303(f), that the
authorization granted to the Chief Accountant or designee to "accept for filing" FERC
Form Nos. 60, 3-Q, and 6-Q is not intended to provide for the issuance of formal
acceptance orders; the term "accept for filing" is merely a designation of the office or
Commission officer responsible for the management and oversight of the applicable
form.

222. We acknowledge Southern's comment that the proposed § 375.303(f) reference to
the Form Nos. 3-Q and 6-Q would be erroneous for centralized service companies. Form
Nos. 3-Q and 6-Q are not filing requirements for centralized service companies.
However, the delegation of authority to accept the financial forms filed with the
Commission, including Form Nos. 3-Q and 6-Q, and, with this Final Rule, the revised
FERC Form No. 60, is not directed solely to centralized service companies but to all
regulated public utilities and licensees, natural gas pipelines, oil pipelines and with this

Final Rule centralized service companies. In this Final Rule, the Commission adopts the

181 National Grid at 13-14; EEI at 44.
182 5outhern at 6.
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delegations to the Chief Accountant in § 375.303(f) as proposed in the NOPR with one
modification, to include an additional form, FERC-61. Holding companies are required
to file FERC-61, Narrative description of service company functions, annually with the
Commission those centralized for service companies that do not file FERC Form No. 60,
and, similar to the other reporting Forms, included in this delegation should be handled
under delegated authority by the Chief Accountant.'®®

223. We will grant EEI and National Grid's request to clarify § 375.303(g) to include
the authority to act on motions for extensions of time to file FERC Form No. 60. While
the Commission has previously delegated the authority to grant extensions of time to file
FERC Form No. 60 to the Chief Accountant in 8 366.23(a)(3), for ease of administration

we will include this delegation in § 375.303(g).

V. Information Collection Statement

224. The following collections of information referenced in this Final Rule have been
submitted to the Office of Management and Budget (OMB) for review under section
3507(d) of the Paperwork Reduction Act of 1995.®** OMB’s regulations require OMB to
approve certain information collection requirements imposed by agency rule.’® Upon
approval of a collection of information, OMB will assign an OMB control number and
expiration date. Respondents subject to the filing requirements of this Final Rule will not

be penalized for failing to respond to these collections of information unless the

183 18 CFR 366.23(a)(2) (2006).
184 See 44 U.S.C. 3507(d) (2000).
1855 CFR 1320.11 (2006).
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collections of information display a valid OMB control number or the Commission had
provided a justification as to why the control number should be displayed.
225. Inthe NOPR, the Commission provided burden estimates for complying with the
rule as follows:
FERC Form No. 60: 38 Respondents, 38 Responses @ 10 hours per response =
380 Total Annual Hours; and
FERC-555A (recordkeeping): 300 Respondents @ 1,080 hours per respondent =
324,000 Total Annual Hours.
226. Inresponse to comments the Commission received (see below), the Commission is

revising its estimates as follows:

Data Collection Number of | Number of | Hours Per Total
Respondents | Responses | Response
1 | FERC Form No. 60 38 38 75 2,850
2 | FERC-555A 300 1,080 324,000
Totals 326,850

Information Collection Costs: The Commission also projected (and has revised) the

average annualized cost of all respondents to be the following:
FERC Form No. 60 = 380 Hours at $120 an hour (an average of 3 staff @ $40 an

hour) = $45,600. As revised, FERC Form No. 60 = 2,850 hours @ $120 (an

average of 3 staff @ $40 an hour) = $342,000.
FERC-555A = The Commission projected an annualized cost of all respondents as
324,000 hours @ $68 an hour ($17 an hour, an average of 4 staff) = $22,032,000

(staffing) + $6,696,000 (storage) = $28,728,000. These costs assume that the
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average office storage space is $7,440 for retaining records on-site. (Usually after
the initial year records are transferred to an off-site location where the storage
costs drop to $925 (on average).) As these requirements are being approved for an
initial three-year period, the assumption was made that during that period the
records would be retained on-site). These cost estimates used as an example: 120
cubic feet (20 four-drawer file cabinets) and include the cubic feet of storage plus
the cost of floor space plus the costs for records storage cartons. Greater saving
can be accomplished if documents are stored electronically, i.e., one file cabinet
(four-drawer) (10,000 pages on average) = 500 MegaBytes (MByte) = one CD
ROM.
The Total Costs for reporting and recordkeeping ($342,000 + $28,728,000) =
$29,070,000.
227. As noted above, the Commission sought comments on both the burden estimates
and corresponding costs: it should be noted that the Commission’s initial estimates were
based on its review of the SEC’s burden estimates and its first year of experience in
implementing the FERC Form No. 60 reporting requirement. The Commission received
one comment specifically addressing the burden estimate for completing the revised
FERC Form No. 60. This commenter, Southern, provided an estimate for completion of
the revised FERC Form No. 60 prior to our adoption of the requirements contained in this
Final Rule. The Commission notes that Southern has significant operations, and it is to
be expected that its estimates would exceed the average projected by the Commission.

Otherwise, the majority of the commenters, while not providing specific comments on the
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estimates, in general opposed the Commission’s proposal of establishing new accounting
and reporting requirements for centralized service companies. These objections were
also repeated in the staff technical conference where some participants stated that the
NOPR’s proposed requirements would be burdensome and costly to implement as
changes would have to be made to their accounting systems. The Commission did not
receive any specific comments concerning the estimates for the recordkeeping
requirements.

228. The Commission has addressed commenters’ substantive concerns elsewhere in
this Final Rule and will not repeat its responses here. The actions taken in this Final Rule
should ameliorate the concerns of a significant burden increase and any corresponding
cost increase.

229. Further, in Order No. 667, the Commission provided its initial estimate for
completing the FERC Form No. 60, and did not receive any comments in response to that
estimate. In Order No. 667-A, the Commission made offsetting changes to those
reporting requirements and, in light of the changes and the absence of comments, let the
original projected burden estimates stand. However, we went on to say that, with
additional experience, including comments received in response to our initiatives, we
would adjust the burden estimates. In view of the comments received specifically
concerning the burden estimates and the implementation of the reporting requirements
contained in this Final Rule, we are revising the estimates accordingly. On the other
hand, as the Commission is adopting electronic submission of this information in a

separate rulemaking proceeding in Docket No. RM06-25-000, this will save time and
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resources for all parties since electronic filings require fewer personnel than paper filings
by avoiding the need for paper processing and mailing and consequently reduce the
burden.®

Title: FERC Form No. 60, “Annual Report of Centralized Service Companies” and
FERC-555A, “Preservation of Records for Service Companies Subject to PUHCA 2005”
Action: Proposed collections.

OMB Control Nos.: 1902-0215 (FERC Form No. 60) and 1902-XXXX (to be

determined) (FERC-555A).
Respondents: Businesses or other for profit.

Frequency of Responses: Annually and on occasion.

Necessity of the Information: This Final Rule amends the Commission’s regulations to

implement PUHCA 2005 as enacted by the EPAct 2005. Specifically, the Commission is
adopting a USofA for Centralized Service Companies, adding preservation of records
requirements for holding companies and service companies, revising the FERC Form No.
60 in order to provide for financial reporting consistent with the new USofA, and
providing for the electronic filing of revised FERC Form No. 60. In Order No. 667, the
Commission also set forth its objective to prescribe uniform accounting requirements for
centralized service companies, i.e., service companies that are not special purpose
companies, within holding company systems, and records retention requirements for both

service companies and holding companies. The addition of these accounts and related

188 Supra note 34.
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changes in the reporting, as well as uniform records retention requirements, provides
uniformity and transparency for costs that are billed to regulated entities, allows for
comparability of like costs across centralized service companies, provides for
comparisons of year-to-year changes in a centralized service company’s costs and
billings, and facilitates the uniform compilation of consolidated financial statements.
Without specific instructions and accounts for recording and reporting the above
transactions and events, and retaining relevant records and information, inconsistent and
incomplete accounting and reporting will result.

230. Interested persons may obtain information on the reporting requirements by
contacting the following: Federal Energy Regulatory Commission, 888 First Street, NE,
Washington, D.C. 20426 [Attention: Michael Miller, Office of the Executive Director,

Phone (202) 502-8415, fax: (202) 273-0873, e-mail: michael.miller@ferc.gov |

231. For submitting comments concerning the collection of information(s) and the
associated burden estimates, please send your comments to the contact listed above and
to the Office of Management and Budget, Office of Information and Regulatory Affairs,
Washington, D.C. 20503, Attention: Desk Officer for the Federal Energy Regulatory
Commission; Phone: (202) 395-4650, fax: (202) 395-7285.

VI. Environmental Analysis

232. The Commission is required to prepare an Environmental Assessment or an

Environmental Impact Statement for any action that may have a significant adverse effect
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on the human environment.*®’ No environmental consideration is necessary for the
promulgation of a rule that addresses information gathering, analysis, and
dissemination,'®® and, also, that addresses accounting.’®® This Final Rule addresses
information gathering, analysis, and dissemination. In addition, this Final Rule involves
accounting requirements. Therefore, the Final Rule falls within categorical exemptions
provided in the Commission’s regulations. Consequently, neither an Environmental
Impact Statement nor an Environmental Assessment is required.

VII. Reqgulatory Flexibility Act

233. The Regulatory Flexibility Act of 1980 (RFA)™ generally requires a description
and analysis of the effect that a Final Rule will have on small entities or a certification
that a rule will not have a significant economic impact on a substantial number of small
entities.

234. The Commission concludes that this Final Rule will not have such an impact on a
substantial number of small entities. Most holding companies to which this Final Rule

would be applicable do not fall within the RFA’s definition of a small entity.™

187 See Requlations Implementing the National Environmental Policy Act, Order
No. 486, 52 FR 47897 (Dec. 17, 1987), FERC Stats. & Regs. 1 30,783 (1987).

188 See 18 CFR 380.4(a)(5).
189 See 18 CFR 380.4(c)(16).
190 5ee 5 U.S.C. 601-612.

191 See 5 U.S.C. 601(3) citing to section 3 of the Small Business Act, 15 U.S.C.
632. Section 3 of the Small Business Act defines a “small-business concern” as a
business which is independently owned and operated and which is not dominant in its
field of operation. The Small Business Size Standards component of the North American
Industry Classification System (NAICS) defines a small electric utility as one that,
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Moreover, the Commission also concludes that this Final Rule will not impose a
significant burden since the information is already being captured by existing accounting
systems and generally being reported at a consolidated business level.

VIIl. Document Availability

235. In addition to publishing the full text of this document in the Federal Register, the

Commission provides all interested persons an opportunity to view and/or print the

contents of this document via the Internet through the Commission’s Home Page

(http://www.ferc.gov) and in the Commission’s Public Reference Room during normal
business hours (8:30 a.m. to 5:00 p.m. Eastern time) at 888 First Street, N.E., Room 2A,
Washington D.C., 20426.

236. From the Commission’s Home Page on the Internet, this document is available in
the Commission’s document management system, e-Library. The full text of this
document is available on e-Library in PDF and Microsoft Word format for viewing,
printing, and/or downloading. To access this document in e-Library, type the docket
number excluding the last three digits of this document in the docket number field.

237. User assistance is available for eLibrary and the Commission's website during

normal business hours. For assistance, please contact FERC Online Support at 1-866-

including its affiliates, is primarily engaged in generation, transmission, and/or
distribution of electric energy for sale and whose total electric output for the preceding
fiscal years did not exceed 4 million MWh. NAICS defines a small natural gas pipeline
company as one that transports natural gas and whose annual receipts (total income
including cost of goods sold) did not exceed $6.5 million dollars for the preceding years.
13 CFR 121.201.
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208-3676 (toll free) or 202-502-6652 (e-mail at FERCOnN-lineSupport@ferc.gov) or the
Public Reference Room at 202-502-8371, TTY 202-502-8659 (e-mail at

public.referenceroom@ferc.gov).

IX. Effective Date and Congressional Notification

238. This Final Rule will take effect [insert date that is 60 days after date of publication
in the FEDERAL REGISTERY]; however, the revised FERC Form No. 60 adopted
herein will be implemented with the reporting year 2008 (due by May 1, 2009) and the
accounting and records retention requirements adopted herein will be implemented
January 1, 2008.

239. The Commission has determined with the concurrence of the Administrator of the
Office of Information and Regulatory Affairs of the Office of Management and Budget
that this Final Rule is not a major rule within the meaning of section 251 of the Small
Business Regulatory Enforcement Fairness Act of 1996.% The Commission will submit
the Final Rule to both houses of Congress and the General Accounting Office.

List of Subjects

18 CFR Part 366

Electric power
Natural gas
Reporting and recordkeeping requirements.

1925 y.s.C. 801.



Docket No. RM06-11-000 - 115 -

18 CFR Part 367

Electric power

Natural gas

Uniform System of Accounts

Reporting and recordkeeping requirements.

18 CFR Part 368

Electric power
Natural gas
Reporting and recordkeeping requirements.

18 CFR Part 369

Electric power
Natural gas
Reporting and recordkeeping requirements.

18 CFR Part 375

Authority delegations (Government agencies)
Seals and insignia
Sunshine Act.

By the Commission.

(SEAL)

Magalie R. Salas,
Secretary.
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In consideration of the foregoing, under the authority of EPAct 2005, the
Commission amends parts 366, and 375 and adds parts 367, 368 and 369, to Chapter I,

Title 18 of the Code of Federal Requlations, as set forth below:

PART 366 - PUBLIC UTILITY HOLDING COMPANY ACT OF 2005

1. The authority citation for part 366 is revised to read as follows:
Authority: 42 U.S.C. 16451-16463.

2. In 8 366.21, paragraph (b) is revised to read as follows:

§ 366.21 Accounts and records for holding companies.

* * * * *

(b)  Unless otherwise exempted or granted a waiver by Commission rule or
order pursuant to 88 366.3 and 366.4, beginning January 1, 2008, all holding companies
must comply with the Commission’s records retention requirements for holding
companies and service companies as prescribed in part 368 of this chapter. Until
December 31, 2007, holding companies registered under the Public Utility Holding
Company Act of 1935 (15 U.S.C. 79a et seq.) may follow either the Commission’s
records retention rules for public utilities and licensees or for natural gas companies, as
appropriate (parts 125 and 225 of this chapter), or the Securities and Exchange

Commission’s record retention rules in 17 CFR part 257.

* * * * *

3. In § 366.22, paragraphs (a)(1), (a)(2) (b)(1) and (b)(2) are revised to read as

follows:
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§ 366.22 Accounts and records of service companies.

(@)  Records retention requirements.

(1)  General. Unless otherwise exempted or granted a waiver by Commission
rule or order pursuant to 88 366.3 and 366.4, beginning January 1, 2008, every service
company must maintain and make available to the Commission such books, accounts,
memoranda, and other records in such manner and preserve them for such periods as the
Commission prescribes in part 368 of this chapter, in sufficient detail to permit
examination, audit, and verification, as necessary and appropriate for the protection of
utility customers with respect to jurisdictional rates.

(2)  Transition period. Until December 31, 2007, service companies in holding

company systems registered under the Public Utility Holding Company Act of 1935 (15
U.S.C. 79a et seq.) may follow either the Commission’s records retention requirements in
parts 125 and 225 of this chapter or the Securities and Exchange Commission’s records
retention rules in 17 CFR part 257.

* * * * *

(b)  Accounting requirements.

(1) General. Unless otherwise exempted or granted a waiver by Commission
rule or order pursuant to 88 366.3 and 366.4, beginning January 1, 2008, every
centralized service company (See § 367.2 of this chapter) must maintain and make
available to the Commission such books, accounts, memoranda, and other records as the
Commission prescribes in part 367 of this chapter, in sufficient detail to permit

examination, audit, and verification, as necessary and appropriate for the protection of
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utility customers with respect to jurisdictional rates. Every such service company must
maintain and make available such books, accounts, memoranda, and other records in such
manner as are prescribed in part 367 of this chapter, and must keep no other records with
respect to the same subject matter except:

(1 Records other than accounts;

(i)  Records required by federal or state law;

(iti)  Subaccounts or supporting accounts which are not inconsistent with the
accounts required either by the Uniform System of Accounts for Centralized Service
Companies in part 367 of this chapter; and

(iv)  Any other accounts that may be authorized by the Commission.

(2)  Transition period. Until December 31, 2007, service companies in holding

company systems registered under the Public Utility Holding Company Act of 1935 (15
U.S.C. 79a et seq.), as described in paragraph (b)(1) of this section, may follow either the
Commission’s Uniform System of Accounts in parts 101 and 201 of this chapter or the

Securities and Exchange Commission’s Uniform System of Accounts in 17 CFR

part 256.
4. In 8 366.23, the section heading and paragraphs (a) and (b) are revised to read as

follows:
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8 366.23 FERC Form No. 60, Annual report of centralized service companies,

and FERC-61, Narrative description of service company functions.

(@  General.

(1) FERC Form No. 60. Unless otherwise exempted or granted a waiver by

Commission rule or order pursuant to 88 366.3 and 366.4, every centralized service
company (See § 367.2 of this chapter) in a holding company system must file an annual
report, FERC Form No. 60, as provided in 8 369.1 of this chapter. Every report must be
submitted on the FERC Form No. 60 then in effect and must be prepared in accordance
with the instructions incorporated in that form.

* * * * *

(b)  Transition period. Service companies in holding company systems

exempted from the requirements of the Public Utility Holding Company Act of 1935 (15
U.S.C. 79a et seq.) need not file an annual report, FERC Form No. 60, for calendar years
2005 through 2007, after which they must comply with the provisions of this section.

* * * * *

5. Part 367 is added to read as follows:

PART 367 - UNIFORM SYSTEM OF ACCOUNTS FOR CENTRALIZED
SERVICE COMPANIES SUBJECT TO THE PROVISIONS OF PUBLIC
UTILITY HOLDING COMPANY ACT OF 2005

Subpart A — Definitions

Sec.
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367.1 Definitions.

Subpart B — General Instructions

367.2 Companies for which this system of accounts is prescribed.
367.3 Records.

367.4 Numbering system.

367.5 Accounting period.

367.6 Submittal of questions.

367.7 Item list.

367.8 Extraordinary items.

367.9 Prior period items.

367.10 Unaudited items.

367.11 Distribution of pay and expenses of employees.

367.12 Payroll distribution.

367.13 Accounting to be on accrual basis.

367.14 Transactions with associate companies.

367.15 Contingent assets and liabilities.

367.16 Long-term debt: Premium, discount and expense, and gain or loss on

reacquisition.

367.17 Comprehensive inter-period income tax allocation.
367.18 Criteria for classifying leases.
367.19 Accounting for leases.

367.20 Depreciation accounting.
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367.22

367.23

367.24

367.25

367.26

367.27

367.28

367.29

367.30

367.50

367.51

367.52

367.53

367.54

367.55

367.56

367.57

367.58

367.59

Accounting for asset retirement obligations
Transactions with non-associate companies.
Construction and service contracts for other companies.
Determination of service cost.

Departmental classification.

Billing procedures.

Methods of allocation.

Compensation for use of capital.

Cost allocation system for associate companies.

Subpart C - Service Company Property Instructions

Service company property to be recorded at cost.
Components of construction.

Overhead construction costs.

Service Company property purchased or sold.
Expenditures on leased property.

Land and land rights.

Structures and improvements.

Equipment.

Property record system required for service company property.

Additions and retirements of property.

-121 -
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Subpart D — Operating Expense Instructions

367.80 Supervision and engineering.
367.81 Maintenance.

367.82 Rents.

367.83 Training costs.

Subpart E — Special Instructions

367.100 Accounts 131 — 174, Current and accrued assets.

367.101 Accounts 231 — 243, Current and accrued liabilities.

367.102 Accounts 408.1 and 408.2, Taxes other than income taxes.

367.103 Accounts 409.1, 409.2, and 409.3, Income taxes.

367.104 Accounts 410.1, 410.2, 411.1, and 411.2, Provision for deferred income
taxes.

367.105 Accounts 411.4, and 411.5, Investment tax credit adjustments.

367.106 Accounts 426.1, 426.2, 426.3, 426.4, and 426.5, Miscellaneous expense
accounts.

Subpart F — Balance Sheet Chart of Accounts

SERVICE COMPANY PROPERTY

367.1010 Account 101, Service company property.

367.1011  Account 101.1, Property under capital leases.
367.1060  Account 106, Completed construction not classified.
367.1070  Account 107, Construction work in progress.

367.1080  Account 108, Accumulated provision for depreciation of service company
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property.
367.1110  Account 111, Accumulated provision for amortization of service company

property.

OTHER PROPERTY AND INVESTMENTS

367.1230  Account 123, Investment in associate companies.
367.1240 Account 124, Other investments.
367.1280  Account 128, Other special funds.

CURRENT AND ACCRUED ASSETS

367.1310  Account 131, Cash.

367.1340  Account 134, Other special deposits.

367.1350 Account 135, Working funds.

367.1360  Account 136, Temporary cash investments.

367.1410 Account 141, Notes receivable.

367.1420  Account 142, Customer accounts receivable.

367.1430  Account 143, Other accounts receivable.

367.1440  Account 144, Accumulated provision for uncollectible accounts-Credit.
367.1450  Account 145, Notes receivable from associate companies.
367.1460 Account 146, Accounts receivable from associate companies.
367.1520  Account 152, Fuel stock expenses undistributed.

367.1540  Account 154, Materials and operating supplies.

367.1630  Account 163, Stores expense undistributed.

367.1650  Account 165, Prepayments.
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367.1710

367.1720

367.1730

367.1740

367.1750

367.1760

367.1810

367.182.3

367.1830

367.1840

367.1850

367.1860

367.1880

367.1890

367.1900

367.2010

367.2040

367.2110

367.2150

367.2160

Account 171, Interest and dividends receivable.
Account 172, Rents receivable.

Account 173, Accrued revenues.

Account 174, Miscellaneous current and accrued assets.
Account 175, Derivative instrument assets.

Account 176, Derivative instrument assets — Hedges.

DEFERRED DEBITS

Account 181, Unamortized debt expense.

Account 182.3, Other regulatory assets.

Account 183, Preliminary survey and investigation charges.

Account 184, Clearing accounts.

Account 185, Temporary facilities.

Account 186, Miscellaneous deferred debits.

Account 188, Research, development and demonstration expenditures.
Account 189, Unamortized loss on reacquired debt.

Account 190, Accumulated deferred income taxes.

PROPRIETARY CAPITAL

Account 201, Common stock issued.
Account 204, Preferred stock issued.
Account 211, Miscellaneous paid-in-capital.
Account 215, Appropriated retained earnings.

Account 216, Unappropriated retained earnings.
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367.2161  Account 216.1, Unappropriated undistributed subsidiary earnings.
367.2190  Account 219, Accumulated other comprehensive income.

LONG-TERM DEBT

367.2230 Account 223, Advances from associate companies.

367.2240  Account 224, Other long-term debt.

367.2250  Account 225, Unamortized premium on long-term debt.
367.2260  Account 226, Unamortized discount on long-term debt-Debit.

OTHER NONCURRENT LIABILITIES

367.2270  Account 227, Obligations under capital lease-Non-current.
367.2282 Account 228.2, Accumulated provision for injuries and damages.
367.2283  Account 228.3, Accumulated provision for pensions and benefits.
367.2300  Account 230, Assets retirement obligations.

CURRENT AND ACCRUED LIABILITIES

367.2310  Account 231, Notes payable.

367.2320  Account 232, Accounts payable.

367.2330  Account 233, Notes payable to associate companies.
367.2340  Account 234, Accounts payable to associate companies.
367.2360 Account 236, Taxes accrued.

367.2370  Account 237, Interest accrued.

367.2380  Account 238, Dividends declared.

367.2410  Account 241, Tax collections payable.

367.2420 Account 242, Miscellaneous current and accrued liabilities.
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367.2430

367.2440

367.245

367.2530

367.2540

367.2550

367.2820

367.2830

367.3010

367.3030

367.3060

367.3890

367.3900

367.3910

367.3920

367.3930

367.3940

367.3950

367.3960

367.3970

Account 243, Obligations under capital leases-Current.
Account 244, Derivative instrument liabilities.
Account 245, Derivative instrument liabilities — Hedges.

DEFERRED CREDITS

Account 253, Other deferred credits.

Account 254, Other regulatory liabilities.

Account 255, Accumulated deferred investment tax credits.
Account 282, Accumulated deferred income taxes-Other property.
Account 283, Accumulated deferred income taxes-Other.

Subpart G -- Service Company Property Chart of Accounts

Account 301, Organization.

Account 303, Miscellaneous intangible property.
Account 306, Leasehold improvements.
Account 389, Land and land rights.

Account 390, Structures and improvements.
Account 391, Office furniture and equipment.
Account 392, Transportation equipment.
Account 393, Stores equipment.

Account 394, Tools, shop and garage equipment.
Account 395, Laboratory equipment.

Account 396, Power operated equipment.

Account 397, Communication equipment.
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367.3980

367.3990

367.3991

367.4000

367.4010

367.4020

367.4030

367.4031

367.4040

367.4050

367.4073

367.4074

367.4081

367.4082

367.4091

367.4092

367.4093

367.4101

367.4102

Account 398, Miscellaneous equipment.
Account 399, Other tangible property.
Account 399.1, Asset retirement costs for service company property.

Subpart H - Income Statement Chart of Accounts

SERVICE COMPANY OPERATING INCOME
Account 400, Operating revenues.
Account 401, Operation expense.
Account 402, Maintenance expense.
Account 403, Depreciation expense.
Account 403.1, Depreciation expense for asset retirement costs.
Account 404, Amortization of limited-term property.
Account 405, Amortization of other property.
Account 407.3, Regulatory debits.
Account 407.4, Regulatory credits.
Account 408.1, Taxes other than income taxes, operating income.

Account 408.2, Taxes other than income taxes, other income and

deductions.

Account 409.1, Income taxes, operating income.

Account 409.2, Income taxes, other income and deductions.

Account 409.3, Income taxes, extraordinary items.

Account 410.1, Provision for deferred income taxes, operating income.

Account 410.2, Provision for deferred income taxes, other income and

-127 -
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367.4111

367.4112

367.4114

367.4115

367.4116

367.4117

367.4118

367.4120

367.4160

367.4180

367.4181

367.4190

367.4191

367.4210

367.4211

367.4212

367.4250

deductions.

Account 411.1, Provision for deferred income taxes-Credit, operating

income.

Account 411.2, Provision for deferred income taxes-Credit, other income

and deductions.

property.

work.

Account 411.4, Investment tax credit adjustments, service company
Account 411.5, Investment tax credit adjustments, other.

Accounts 411.6, Gains from disposition of service company plant.
Accounts 411.7, Losses from disposition of service company plant.
Account 411.10, Accretion expense.

Account 412, Costs and expenses of construction or other services.
Account 416, Costs and expenses of merchandising, jobbing and contract
Account 418, Non-operating rental income.

Account 418.1, Equity in earnings of subsidiary companies.
Account 419, Interest and dividend income.

Account 419.1, Allowance for other funds used during construction.
Account 421, Miscellaneous income or loss.

Account 421.1, Gain on disposition of property.

Account 421.2, Loss on disposition of property.

Account 425, Miscellaneous amortization.

-128 -
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367.4261

367.4262

367.4263

367.4264

367.4265

367.4270

367.4280

367.4290

367.4300

367.4310

367.4320

367.4330

367.4340

367.4350

367.4360

367.4370

367.4380

367.4390

Account 426.1, Donations.
Account 426.2, Life insurance.
Account 426.3, Penalties.

Account 426.4, Expenditures for certain civic, political and related

activities.

Account 426.5, Other deductions.

Account 427, Interest on long-term debt.

Account 428, Amortization of debt discount and expense.
Account 429, Amortization of premium on debt-Credit.
Account 430, Interest on debt to associate companies.
Account 431, Other interest expense.

Account 432, Allowance for borrowed funds used during construction-

Credit.

Subpart | — Retained Earnings Accounts

Account 433, Balance transferred from income.
Account 434, Extraordinary income.

Account 435, Extraordinary deductions.

Account 436, Appropriations of retained earnings.
Account 437, Dividends declared—~Preferred stock.
Account 438, Dividends declared—Common stock.
Account 439, Adjustments to retained earnings.

Subpart J — Operating Revenue Chart of Accounts

-129 -



Docket No. RM06-11-000 -130 -

367.4570  Account 457, Services rendered to associate companies.

367.4571  Account 457.1, Direct costs charged to associate companies.

367.4572  Account 457.2, Indirect costs charged to associate companies.

367.4573  Account 457.3, Compensation for use of capital-associate companies.

367.4580  Account 458, Services rendered to non-associate companies.

367.4581  Account 458.1, Direct costs charged to non-associate companies.

367.4582  Account 458.2, Indirect costs charged to non-associate companies.

367.4583 Account 458.3, Compensation for use of capital—Non-associate
companies.

367.4584  Account 458.4, Excess or deficiency on servicing non-associate companies.

Subpart K - Operation and Maintenance Expense Chart of Accounts

367.5000

367.8000

367.9010

367.9020

367.9030

367.9040

367.9050

367.9070

367.9080

367.9090

367.9100

Accounts 500 — 598, Electric operation and maintenance accounts.
Accounts 800 — 894, Gas operation and maintenance accounts.
Account 901, Supervision.

Account 902, Meter reading expenses.

Account 903, Customer records and collection expenses.

Account 904, Uncollectible accounts.

Account 905, Miscellaneous customer accounts expenses.

Account 907, Supervision.

Account 908, Customer assistance expenses.

Account 909, Informational and instructional advertising expenses.

Account 910, Miscellaneous customer service and informational expenses.
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367.9110  Account 911, Supervision.

367.9120  Account 912, Demonstrating and selling expenses.
367.9130  Account 913, Advertising expenses.

367.9160 Account 916, Miscellaneous sales expenses.

367.9200  Account 920, Administrative and general salaries.
367.9210  Account 921, Office supplies and expenses.

367.9230  Account 923, Outside services employed.

367.9240  Account 924, Property insurance.

367.9250  Account 925, Injuries and damages.

367.9260  Account 926, Employee pensions and benefits.
367.9280  Account 928, Regulatory commission expenses.
367.9301  Account 930.1, General advertising expenses for associated companies.
367.9302  Account 930.2, Miscellaneous general expenses.
367.9310  Account 931, Rents.

367.9350  Account 935, Maintenance of structures and equipment.

Authority: 42 U.S.C. 16451-16463.

Subpart A — Definitions
§367.1 Definitions.

(@  When used in this system of accounts:

(1)  Accounts mean the accounts prescribed by this Uniform System of
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Accounts.

(2)  Actually issued, as applied to securities issued or assumed by the service

companies, means those which have been sold to bona fide purchasers for a valuable
consideration, those issued as dividends on stock, and those which have been issued in
accordance with contractual requirements direct to trustees of sinking funds.

(3)  Actually outstanding, as applied to securities issued or assumed by the

service company, means those which have been actually issued and are neither retired nor
held by or for the service company; provided, however, that securities held by trustees
must be considered as actually outstanding.

(4)  Amortization means the gradual extinguishment of an amount in an account
by distributing such amount over a fixed period, over the life of the asset or liability to
which it applies, or over the period during which it is anticipated the benefit will be
realized.

(5)  Associate company means any company in the same holding company

system with such company.

(6) Book cost means the amount at which property is recorded in these
accounts without deduction of related provisions for accrued depreciation, amortization,
or for other purposes.

(7)  Centralized service company means a service company that provides

services such as administrative, managerial, financial, accounting, recordkeeping, legal or
engineering services, which are sold, furnished, or otherwise provided (typically for a

charge) to other companies in the same holding company system. Centralized service
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companies are different from other service companies that only provide a discrete good
or service.

(8) Commission means the Federal Energy Regulatory Commission.

(99 Company, when not otherwise indicated in the context, means a service
company.

(10) Construction, when used in the context of a service provided to other
companies, means any construction, extension, improvement, maintenance, or repair of
the facilities or any part thereof of a company, which is performed for a charge.

(11) Cost means the amount of money actually paid for property or services.
When the consideration given is other than cash in a purchase and sale transaction, as
distinguished from a transaction involving the issuance of common stock in a merger, the
value of such consideration must be determined on a cash basis.

(12) Cost accumulation system means a system for the accumulation of service

company costs on a job, project, or functional basis. It includes schedules and
worksheets used to account for charges billed to single and groups of associate and non-
associate companies. It can be a variety of systems, including but not limited to, a work
order system or an activity-based accounting software system.

(13) Cost of removal means the cost of demolishing, dismantling, tearing down

or otherwise removing service property, including the cost of transportation and handling

incidental thereto. It does not include the cost of removal activities associated with asset

retirement obligations that are capitalized as part of the tangible long-lived assets that
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give rise to the obligation (See General Instructions in § 367.22).

(14) Debt expense means all expenses in connection with the issuance and initial
sale of evidences of debt, such as fees for drafting mortgages and trust deeds; fees and
taxes for issuing or recording evidences of debt; cost of engraving and printing bonds and
certificates of indebtedness; fees paid trustees; specific costs of obtaining governmental
authority; fees for legal services; fees and commissions paid underwriters, brokers, and
salesmen for marketing such evidences of debt; fees and expenses of listing on
exchanges; and other like costs.

(15) Depreciation, as applied to depreciable service company property, means
the loss in service value not restored by current maintenance. Among the causes to be
used as consideration for causes of loss in service value are wear and tear, decay, action
of the elements, inadequacy, obsolescence, changes in the art, changes in demand and
requirements of public authorities.

(16) Direct cost means the labor costs and expenses which can be identified
through a cost allocation system as being applicable to services performed for a single or
group of associate and non-associate companies. Cost incidental to or related to a
directly charged item must be classified as direct costs.

(17) Discount, as applied to the securities issued or assumed by the service
company, means the excess of the par (stated value of no-par stocks) or face value of the
securities plus interest or dividends accrued at the date of the sale over the cash value of
the consideration received from their sale.

(18) Electric utility company means any company that owns or operates
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facilities used for the generation, transmission, or distribution of electric energy for sale.
For the purposes of this subchapter, “electric utility company” shall not include entities

that engage only in marketing of electric energy.

(19) Gas utility company means any company that owns or operates facilities
used for distribution at retail (other than the distribution only in enclosed portable
containers or distribution to tenants or employees of the company operating such
facilities for their own use and not for resale) of natural or manufactured gas for heat,
light, or power. For the purposes of this subchapter, “gas utility company” shall not
include entities that engage only in marketing of natural and manufactured gas.

(20) Goods means any goods, equipment (including machinery), materials,
supplies, appliances, or similar property (including coal, oil, or steam, but not including
electric energy, natural or manufactured gas, or utility assets) which is sold, leased, or
furnished, for a charge.

(21) Holding company.

0] In general. The term “holding company” means--

(A)  Any company that directly or indirectly owns, controls, or holds, with
power to vote, 10 percent or more of the outstanding voting securities of a public-utility
company or of a holding company of any public-utility company; and

(B)  Any person, determined by the Commission, after notice and opportunity
for hearing, to exercise directly or indirectly (either alone or pursuant to an arrangement
or understanding with one or more persons) such a controlling influence over the

management or policies of any public-utility company or holding company as to make it
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necessary or appropriate for the rate protection of utility customers with respect to rates
that such person be subject to the obligations, duties, and liabilities imposed by this
subchapter upon holding companies.

(i)  Exclusions. The term “holding company” does not include--

(A) A bank, savings association, or trust company, or their operating
subsidiaries that own, control, or hold, with the power to vote, public utility or public
utility holding company securities so long as the securities are—

(1) Held as collateral for a loan;

(2) Held in the ordinary course of business as a fiduciary; or

(3)  Acquired solely for purposes of liquidation and in connection with a loan
previously contracted for and owned beneficially for a period of not more than two years;
or

(B) A broker or dealer that owns, controls, or holds with the power to vote
public utility or public utility holding company securities so long as the securities are—

(1) Not beneficially owned by the broker or dealer and are subject to any
voting instructions which may be given by customers or their assigns; or

(2)  Acquired in the ordinary course of business as a broker, dealer, or
underwriter with the bona fide intention of effecting distribution within 12 months of the
specific securities so acquired.

(22) Holding company system means a holding company, together with its

subsidiary companies.

(23) Indirect cost means the costs of a general overhead nature such as general
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services, housekeeping costs, and other support cost which cannot be separately
identified to a single or group of associate and non-associate companies and, therefore,
must be allocated. Costs incidental to or related to indirect items should also be classified
as an indirect cost.

(24) Investment advances means advances, represented by notes or by book

accounts only, with respect to which it is mutually agreed or intended between the
creditor and debtor that they must be settled by the issuance of securities or must not be
subject to current settlement.

(25) Lease, capital means a lease of property used by the service company,
which meets one or more of the criteria stated in General Instructions in 8 367.18.

(26) Lease, operating means a lease of property used by a service company,

which does not meet any of the criteria stated in General Instructions in 8 367.18.

(27) Minor items of property means the associated parts or items of which

retirement units are composed.

(28) Natural gas company means a person engaged in the transportation of

natural gas in interstate commerce or the sale of such gas in interstate commerce for
resale.

(29) Net salvage value means the salvage value of property retired less the cost

of removal.

(30) Nominally issued, as applied to securities issued or assumed by the service

company, means those which have been signed, certified, or otherwise executed, and

placed with the proper officer for sale and delivery, or pledged, or otherwise placed in
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some special fund of the service company, but which have not been sold, or issued direct
to trustees of sinking funds in accordance with contractual requirements.

(31) Nominally outstanding, as applied to securities issued or assumed by the

service company, means those which, after being actually issued, have been reacquired

by or for the service company under circumstances which require them to be considered
as held alive and not retired, provided, however, that securities held by trustees must be
considered as actually outstanding.

(32) Non-associate company means a person, partnership, organization,

government body or company which is not a member of the holding company system.

(33) Non-utility company means a company that is not a utility company.

(34) Person means an individual or company.

(35) Premium, as applied to securities issued or assumed by the service
company, means the excess of the cash value of the consideration received from their sale
over the sum of their par (stated value of no-par stocks) or face value and interest or
dividends accrued at the date of sale.

(36) Public utility means any person who owns or operates facilities used for
transmission of electric energy in interstate commerce or sales of electric energy at
wholesale in interstate commerce.

(37) Public-utility company means an electric utility company or gas utility

company.

(38) Regulatory assets and liabilities are the assets and liabilities that result from
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rate actions for regulatory agencies. Regulatory assets and liabilities arise from specific
revenues, expenses, gains, or losses that would have been included in net income
determination in one period under the general requirements of the Uniform System of
Accounts but for it being probable:

Q) That such items will be included in a different period(s) for purposes of
developing rates the service company is authorized to charge for its services; or

(i) Inthe case of regulatory liabilities, that refunds to customers, not provided
for in other accounts, will be required.

(39) Replacing or replacement, when not otherwise indicated in the context,

means the construction or installation of service property in place of property retired,
together with the removal of the property retired.

(40) Research, development, and demonstration (RD&D) means expenditures

incurred by a service company, for the service company or on behalf of others, either
directly or through another person or organization (such as research institute, industry
association, foundation, university, engineering company or similar contractor) in
pursuing research, development, and demonstration activities including experiment,
design, installation, construction, or operation. This definition includes expenditures for
the implementation or development of new and/or existing concepts until technically
feasible and commercially feasible operations are verified. When conducted on behalf of
an associate or non-associate utility company such research, development, and
demonstration costs should be reasonably related to the existing or future business of

such company. The term includes, but is not limited to: all the costs incidental to the
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design, development or implementation of an experimental facility, a plant process, a
product, a formula, an invention, a system or similar items, and the improvement of
already existing items of a like nature; amounts expended in connection with the
proposed development and/or proposed delivery of alternate sources of electricity or
substitute or synthetic gas supplies (alternate fuel sources, for example, an experimental
coal gasification plant or an experimental plant synthetically producing gas from liquid
hydrocarbons); and the costs of obtaining its own patent, such as attorney’s fees
expended in making and perfecting a patent application. The term includes preliminary
investigations and detailed planning of specific projects for securing for customers’ non-
conventional electric power or pipeline gas supplies that rely on technology that has not
been verified previously to be feasible. The term does not include expenditures for
efficiency surveys; studies of management, management techniques and organization;
consumer surveys, advertising, promotions, or items of a like nature.

(41) Retained earnings means the accumulated net income of the service

company less distribution to stockholders and transfers to other capital accounts.

(42) Retirement units means those items of property which, when retired, with

or without replacement, are accounted for by crediting the book cost of the retirement
units to the property account in which it is included.

(43) Salvage value means the amount received for property retired, less any

expenses incurred in connection with the sale or in preparing the property for sale; or, if

retained, the amount at which the material recoverable is chargeable to materials and
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supplies, or other appropriate account.

(44) Service means any managerial, financial, legal, engineering, purchasing,
marketing, auditing, statistical, advertising, publicity, tax, research, or any other service
(including supervision or negotiation of construction or of sales), information or data,
which is sold or furnished for a charge.

(45) Service company means any associate company within a holding company

system organized specifically for the purpose of providing non-power goods or services
or the sale of goods or construction work to any public utility in the same holding
company system.

(46) Service cost means the total of direct and indirect costs incurred to provide
a service to an associate or non-associate company which are properly charged to
expense by the service company.

(47) Service life means the time between the date property is placed in service,
or property is leased to others, and the date of its retirement. If depreciation is accounted
for on a production basis rather than on a time basis, then service life should be measured
in terms of the appropriate unit of production.

(48) Service value means the difference between the cost and net salvage value
of service property.

(49) State commission means any commission, board, agency, or officer, by

whatever name designated, of a State, municipality, or other political subdivision of a

State that, under the laws of such State, has jurisdiction to regulate public-utility
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companies.

(50) Uniform System of Accounts (USofA) means the Uniform System of

Accounts for Centralized Service Companies prescribed in this part, as amended from
time to time.

(51) Utility company means a public-utility company or natural gas company

whose rates are regulated by the Commission, state commission or other similar
regulatory body.

Subpart B — General Instructions

8 367.2 Companies for which this system of accounts is prescribed.

(@  Unless otherwise exempted or granted a waiver by Commission rule or
order pursuant to 88 366.3 and 366.4 of this chapter, this Uniform System of Accounts
applies to any centralized service company operating, or organized specifically to
operate, within a holding company system for the purpose of providing non-power
services to any public utility in the same holding company system.

(b)  This Uniform System of Accounts is not applicable to:

(1)  Service companies that are specifically organized as a special-purpose
company such as a fuel supply company or a construction company.

(2)  Electric or gas utility companies.

(3)  Companies primarily engaged:

Q) In the production of goods, including exploration and development of fuel
resources,

(i) Inthe provision of water, telephone, or similar services, the sale of which is
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normally subject to public rate regulation,

(iii)  Inthe provision of transportation, whether or not regulated, or

(iv)  Inthe ownership of property, including leased property and fuel reserves,
for the use of associate companies.

(4)  Aservice company that provides services exclusively to a local gas
distribution company.

(5) Holding companies.

(c)  To the extent that the term service company is used in this Uniform System
of Accounts, it applies only to centralized service companies.

§367.3 Records.

(@)  Each service company must keep its books of account, and all other books,
records, and memoranda that support the entries in the books of account, so as to be able
to furnish full information on any item included in any account. Each entry must be
supported by sufficient detailed information that will permit ready identification,
analysis, and verification of all facts relevant and related to the records.

(b)  The books and records referred to in this part include not only accounting
records in a limited technical sense, but all other records, such as minutes books, stock
books, reports, correspondence, and memoranda, that may be useful in developing the
history of or facts regarding any transaction.

(c)  No service company may destroy any books or records unless the
destruction is permitted by the rules and regulations of the Commission.

(d)  Inaddition to prescribed accounts, clearing accounts, temporary or
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experimental accounts, and subaccounts of any accounts may be kept, provided the
integrity of the prescribed accounts is not impaired.

(e)  The arrangement or sequence of the accounts prescribed in this part must
not be controlling as to the arrangement or sequence in report forms that may be
prescribed by the Commission.

8§ 367.4 Numbering system.

(@  The account numbering plan used in this part consists of a system of three-
digit whole numbers as follows:

(1) 100-199, Assets and other debits.

(2)  200-299, Liabilities and other credits.

(3)  300-399, Property accounts.

(4) 400-432 and 434-435, Income accounts.

(5) 433,436 and 439, Retained earnings accounts.

(6) 457-458, Revenue accounts.

(7)  500-599, Electric operating expenses.

(8) 800-894, Gas operating expenses.

(9)  900-949, Customer accounts, customer service and informational, sales,
and general and administrative expenses.

(b)  The numbers prefixed to account titles are to be considered as parts of the
titles. Each service company, however, may adopt for its own purposes a different
system of account numbers (See also General Instructions in 8 367.3(d)) provided that the

numbers prescribed in this part must appear in the descriptive headings of the ledger
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accounts and in the various sources of original entry; however, if a service company uses
a different system of account numbers and it is not practicable to show the prescribed
account numbers in the various sources of original entry, the reference to the prescribed
account numbers may be omitted from the various sources of original entry. Each service
company using different account numbers for its own purposes must keep readily
available a list of the account numbers that it uses and a reconciliation of those account
numbers with the account numbers provided in this part. It is intended that the service
company's records must be kept so as to permit ready analysis by prescribed accounts (by
direct reference to sources of original entry to the extent practicable) and to permit
preparation of financial and operating statements directly from the records at the end of
each accounting period according to the prescribed accounts.

8§ 367.5 Accounting period.

Each service company must keep its books on a monthly basis so that for each
month all transactions applicable to the account, as nearly as may be ascertained, must be
entered in the books of the service company. Amounts applicable or assignable to a
single or group of associate and non-associate companies must be segregated monthly.
Each service company must close its books at the end of each calendar year unless
otherwise authorized by the Commission.

8§ 367.6 Submittal of questions.

To maintain uniformity of accounting, service companies must submit questions
of doubtful interpretation to the Commission for consideration and decision.

8§ 367.7 Item list.
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Lists of items appearing in the texts of the accounts or elsewhere in this part are
for the purpose of indicating clearly the application of the prescribed accounting. The
lists are intended to be representative, but not exhaustive. The appearance of an itemin a
list warrants the inclusion of the item in the account mentioned only when the text of the
account also indicates inclusion inasmuch as the same item frequently appears in more
than one list. The proper entry in each instance must be determined by the texts of the
accounts.

8§ 367.8 Extraordinary items.

Extraordinary items are to be recognized according to the rules which are
considered generally accepted accounting principles. These items are related to the
effects of events and transactions that have occurred during the current period and that
are of an unusual nature and infrequent occurrence. Each item recognized as
extraordinary must be disclosed in the notes to financial statements (See Accounts 434
and 435 in 88 367.4340 and 367.4350).

8 367.9 Prior period items.

(@  Items of profit and loss related to the following must be accounted for as
prior period adjustments and excluded from the determination of net income for the
current year:

(1)  Correction of an error in the financial statements of a prior year.

(2)  Adjustments that result from realization of income tax benefits of pre-
acquisition operating loss carry forwards of purchased subsidiaries.

(b)  All other items of profit and loss recognized during the year must be
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included in the determination of net income for that year.

§367.10 Unaudited items.

Whenever a financial statement is required by the Commission, if it is known that
a transaction has occurred that affects the accounts but the amount involved in the
transaction and its effect upon the accounts cannot be determined with absolute accuracy,
the amount must be estimated and the estimated amount included in the proper accounts.
The service company is not required to anticipate minor items that would not appreciably
affect the accounts.

8§ 367.11 Distribution of pay and expenses of employees.

The charges to property, operating expense and other accounts for services and
expenses of employees engaged in activities chargeable to various accounts, such as
construction, maintenance, and operations, must be based upon the actual time engaged
in the respective classes of work, or an appropriate allocation method.

8 367.12 Payroll distribution.

Underlying accounting data must be maintained so that the distribution of the cost
of labor charged direct to the various accounts will be readily available. The underlying
data must permit a reasonably accurate distribution to be made of the cost of labor
charged initially to clearing accounts so that the total labor cost may be classified among

construction, cost of removal, or operating functions.

§367.13 Accounting to be on accrual basis.




Docket No. RM06-11-000 - 148 -

(@)  The service company is required to keep its accounts on the accrual basis.
This requires the inclusion in its accounts of all known transactions of appreciable
amount that affect the accounts. If bills covering the transactions have not been received
or rendered, the amounts must be estimated and appropriate adjustments made when the
bills are received. When the amount is ascertained, the necessary adjustments must be
made through the accounts in which the estimate was recorded. If it is determined during
the interval that a material adjustment will be required, the estimate must be adjusted
through the current accounts. The service company is not required to anticipate minor
items which would not appreciably affect these accounts.

(b)  When payments are made in advance for items such as insurance, rents,
taxes or interest, the amount applicable to future periods must be charged to account 165,
Prepayments (8 367.1650), and spread over the periods to which they are applicable by
credits to account 165 (8 367.1650), and charges to the accounts appropriate for the
expenditure.

8§ 367.14 Transactions with associate companies.

Each service company must keep its accounts and records so as to be able to
furnish accurately and expeditiously statements of all transactions with associate
companies. The statements may be required to show the general nature of the
transactions, the amounts involved in the transactions and the amounts included in each
account prescribed in this part with respect to such transactions. Transactions with
associate companies must be recorded in the appropriate accounts for transactions of the

same nature. Nothing contained in this part, however, must be construed as restraining
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the service company from subdividing accounts for the purpose of recording separately
transactions with associate companies.

§ 367.15 Contingent assets and liabilities.

Contingent assets represent a possible source of value to the service company
contingent upon the fulfillment of conditions regarded as uncertain. Contingent liabilities
include items that, under certain conditions, may become obligations of the service
company but that are neither direct nor assumed liabilities at the date of the balance sheet.
The service company must be prepared to give a complete statement of significant
contingent assets and liabilities (including cumulative dividends on preference stock) in
its annual report and at such other times as may be requested by the Commission.

8§ 367.16 Long-term debt: Premium, discount and expense, and gain or 10ss on

reacquisition.

(@) A separate premium, discount and expense account must be maintained for
each class and series of long-term debt (including receivers’ certificates) issued or
assumed by the service company. The premium must be recorded in account 225,
Unamortized premium on long-term debt (8 367.2250), the discount must be recorded in
account 226, Unamortized discount on long-term debt—Debit (§ 367.2260), and the
expense of issuance must be recorded in account 181, Unamortized debt expense
(8 367.1810). The premium, discount and expense must be amortized over the life of the
respective issues under a plan that will distribute the amounts equitably over the life of
the securities. The amortization must be on a monthly basis, and the amounts relating to

discounts and expenses must be charged to account 428, Amortization of debt discount
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and expense (8 367.4280). The amounts relating to premiums must be credited to
account 429, Amortization of premium on debt—Credit (§ 367.4290).

(b)  When long-term debt is reacquired the difference between the amount paid
upon reacquisition of any long-term debt and the face value, adjusted for unamortized
discount, expenses or premium, as the case may be, applicable to the debt redeemed must
be recognized currently in income and recorded in account 421, Miscellaneous income or
loss (§ 367.4210), or account 426.5, Other deductions (§ 367.4265).

§367.17 Comprehensive inter-period income tax allocation.

(@  Where there are timing differences between the periods in which
transactions affect taxable income and the periods in which they enter into the
determination of pretax accounting income, the income tax effects of such transactions
are to be recognized in the periods in which the differences between book accounting
income and taxable income arise and in the periods in which the differences reverse using
the deferred tax method. In general, comprehensive inter-period tax allocation should be
followed whenever transactions enter into the determination of pretax accounting income
for the period even though some transactions may affect the determination of taxes
payable in a different period, as further qualified in this section.

(b)  Once comprehensive inter-period tax allocation has been initiated, either in
whole or in part, it must be practiced on a consistent basis and must not be changed or

discontinued without prior Commission approval.

(c)  Tax effects deferred currently will be recorded as deferred debits or
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deferred credits in accounts 190, Accumulated deferred income taxes (8 367.1900), 282,
Accumulated deferred income taxes—Other property (§ 367.2820), and 283,
Accumulated deferred income taxes—Other (§ 367.2830), as appropriate. The resulting
amounts recorded in these accounts must be disposed of as prescribed in this system of
accounts or as otherwise authorized by the Commission.

8 367.18 Criteria for classifying leases.

(@)  If, atits inception, a lease meets one or more of the following criteria, the
lease must be classified as a capital lease. Otherwise, it must be classified as an operating
lease.

(1)  The lease transfers ownership of the property to the lessee by the end of the
lease term.

(2)  The lease contains a bargain purchase option.

(3)  The lease term is equal to 75 percent or more of the estimated economic life
of the leased property. However, if the beginning of the lease term falls within the last 25
percent of the total estimated economic life of the leased property, including earlier years
of use, this criterion must not be used for purposes of classifying the lease.

(4)  The present value at the beginning of the lease term of the minimum lease
payments, excluding that portion of the payments representing executory costs such as
insurance, maintenance, and taxes to be paid by the lessor, including any related profit,
equals or exceeds 90 percent of the excess of the fair value of the leased property to the
lessor at the inception of the lease over any related investment tax credit retained by the

lessor and expected to be realized by the lessor. However, if the beginning of the lease
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term falls within the last 25 percent of the total estimated economic life of the leased
property, including earlier years of use, this criterion must not be used for purposes of
classifying the lease. The lessee must compute the present value of the minimum lease
payments using its incremental borrowing rate, unless:

Q) It is practicable for the company to learn the implicit rate computed by the
lessor, and

(i) The implicit rate computed by the lessor is less than the lessee’s
incremental borrowing rate.

(iti)  If both of those conditions are met, the lessee must use the implicit rate.

(b) If, at any time, the lessee and lessor agree to change the provisions of the
lease, other than by renewing the lease or extending its term, in a manner that would have
resulted in a different classification of the lease under the criteria in paragraph (a) of this
section had the changed terms been in effect at the inception of the lease, the revised
agreement must be considered as a new agreement over its term, and the criteria in
paragraph (a) of this section must be applied for purposes of classifying the new lease.
Likewise, any action that extends the lease beyond the expiration of the existing lease
term, such as the exercise of a lease renewal option other than those already included in
the lease term, must be considered as a new agreement and must be classified according
to the crite