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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 20 12-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 1) Is Ms. Speed’s compensation at same level as Mi Siewert’s

2 compensation was?

3

4 Response) No. Ms. Speed retained overall responsibility for the budget area in

5 addition to assuming Mr. Siewert’s responsibilities in the rates and regulatory area, and

6 thus her responsibilities are greater than Mr. Siewert’s were. As a result, Ms. Speed’s

7 compensation level is higher than Mr. Siewert’s was. Note that by consolidating

$ responsibilities into Ms. Speed’s current position, Big Rivers reduced costs by reducing

9 staff by one employee.

10

11 Witness) James V. Haner

12

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 1

Witness: James V. Haner
Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 20 12-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 2) Is Ms. Richert’s salary tite same as Mr. Hite’s sataty was?

2

3 Response) No. Mr. Hite’s position was VP Accounting and Interim CFO. Ms.

4 Richert’s position is VP Accounting, Rates and CFO. In addition to oversight of the

5 accounting department and ascension to the CFO position, from that of Interim CFO, Ms.

6 Richert also oversees the information systems department and the rates and regulatory

7 area. Thus, her responsibilities are greater than Mr. Hite’s were, and as a result, her

$ salary is higher than Mr. Hite’s was. Note that by consolidating responsibilities into Ms.

9 Richert’s current position, Big Rivers reduced costs by reducing staff by one employee.

10

11 Witness) James V. Haner

12

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 2

Witness: James V. Haner
Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 20 12-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 3) Refer to line 5 on Sierra club Hearing Exhibit 2. Explain the increase

2 from 2022 to 2023.

3

4 Response) The cash balance increases from 2022 to 2023 in the long-term forecast

5 due to a projected borrowing of $200 million.

6

7 Witness) Billie J. Richert

8

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 3

Witness: Billie J. Richert
Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 20 12-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 4) Provide documentation in support ofBig Rivers’ position that depreciation

2 expense should continue on idled plant.

3

4 Response)

5 Depreciation expense should continue on idled plant based on accounting standards

6 and guidance prescribed by the various authoritative accounting sources and regulatory

7 agencies including the financial Accounting Standards Board (“FASB”), the United States

$ Code of Federal Regulations (“CFR”), the International Accounting Standards Board

9 (“IASB”), the Internal Revenue Service (“IRS”), and the Rural Utilities Service (“RUS”).

10 Big Rivers depreciates its utility plant using the straight-line method of depreciation

11 over the estimated remaining service lives, as approved by the RUS and KPSC. Big

12 Rivers’ depreciation expense should continue to be charged on idle property, plant, and

13 equipment that is not abandoned utilizing the approved depreciation rates by property

14 account. As the IASB explained in its Basis for Conclusions on lAS 16 — Property, Plant,

15 and Equipment (BC 30-3 1), “. . .the useful life of an asset should encompass the entire time

16 it is available for use, regardless of whether during that time it is in use or is idle.”

17 Additionally, the IASB “. . .concluded that, whether idle or not, it is appropriate to

Case No. 20 12-00535
Response to Post-Hearing Request for Information Item 4

Witnesses: Billie J. Richert and Ted J. Kelly
Page 1 of 6



1 depreciate an asset with a limited useful life so that the financial statements reflect the

2 consumption of the asset’s service potential that occurs while the asset is held.”

3 The following table provides references to specific authoritative documentation,

4 issued by the various accounting standard-setting bodies listed in the preceding paragraph,

5 which Big Rivers’ relied upon in its determination that depreciation expense should

6 continue on property, plant, and equipment while temporarily idled. Copies of the

7 documents referenced within the table below are provided as attachments to this response.

Authoritative Body! Reference!
Source Section Detail (emphasis added)

FASB (Attachment 3 fASB, Accounting ‘A long-lived asset that has been temporarily
to this response) Standards Codification idled shall not be accounted for as if abandoned.1’

(“ASC”) 360-10-35-49
(Property, Plant, and Note. See ASC 360-10-35-1 through 6, included

Equipment - Overall - within ASC 360 Property, Plant, and Equipment
Subsequent Measurement Section 10 Overall Sub-section 35 Subsequent

- Long-Lived Asset Measurement (provided as an attachment to this

Temporarily Idled response) for discussion on the general concepts of

depreciation under FASB ASC.

CfR, Title 7: § 1767.10 Definitions - “Service life is the time between the date electric
Agriculture, Part Service Life plant is includible in electric plant in service, or
1767-Accounting electric plant leased to others, and the date of its
Requirements for RUS retirement. If depreciation is accounted for on a
Electric Borrowers, production basis rather than on a time basis, service
Subpart B — Uniform life should be measured in terms of the appropriate
System of Accounts unit of production.”
(“US0A”)
(Attachment 1 to this
response, provided on
the public CD)

CFR, Title 7: § 1767.15 General “Utilities must use a method of depreciation that
Agriculture, Part Instructions, (v) allocates in a systematic and rational manner the
1 767-Accounting Depreciation Accounting, service value of depreciable property over the
Requirements for RUS (1) Method service life of the property.”
Electric Borrowers,
Subpart B—USoA
(Attachment 1 to this

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 4

Witnesses: Billie J. Richert and Ted J. Kelly
Page 2 of 6



response, provided on
the public CD)

CFR, Title 7:
Agriculture, Part
1 767-Accounting
Requirements for RUS
Electric Borrowers,
Subpart B — USoA
(Attachment 1 to this
response, provided on
the public CD)

§1767.18 Assets and
Other Debits, 105

“105 Electric Plant Held for Future Use
A. This account shall include the original cost of
electric plant (except land and land rights) owned
and held for future use in electric service under a
definite plan for such use, to include: (1) Property
acquired (except land and land rights) but never used
by the utility in electric service, but held for such
service in the future under a definite plan, and
property (except land and land rights) previously
used by the utility in service but retired from
such service and held pending its reuse in the
future, under a definite plan, in electric service.”

CfR, Title 7: §1767.18 Assets and 105 Electric Plant Held for Future Use (cont.)
Agriculture, Part Other Debits, 105 “E. The property included in this account shall be
1767-Accounting classified according to the detail accounts (301 to
Requirements for RUS 399) prescribed for electric plant in service and
Electric Borrowers, account shall be maintained in such detail as
Subpart B — USoA though the property were in service.”
(Attachment 1 to this
response, provided on
the public CD)

CfR, Title 7: §1767.1 $ Assets and 10$ Accumulated Provision for Depreciation of
Agriculture, Part Other Debits, 10$ Electric Utility Plant
1 767-Accounting A. This account shall be credited with the following:
Requirements for RUS
Electric Borrowers, 1. Amounts charged to Account 403, Depreciation
Subpart B — U$oA Expense, or to clearing accounts for current
(Attachment 1 to this depreciation expense for electric plant in service.
response, provided on
the public CD) 2. Amounts charged to Account 421,

Miscellaneous Nonoperating Income, for
depreciation expense on property included in
Account 105, Electric Plant Held for Future Use.
Include, also, the balance of accumulated provision
for depreciation on property when transferred to
Account 105, Electric Plant Held for Future Use,
from other property accounts. Normally, Account
108 will not be used for current depreciation
provision because, as provided herein, the service
life during which depreciation is computed

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 4

Witnesses: Billie J. Richert and Ted J. Kelly
Page 3 of 6



commences with the date property is includible in
electric plant in service; however, if special
circumstances indicate the propriety of current
accruals for depreciation, such charges shall be
made to Account 421, Miscellaneous Nonoperating
Income.

IASB (Attachment 2 International Accounting “Depreciation of an asset begins when it is available
to this response) Standards (“lAS”) 16 - for use (i.e. when it is in the location and condition

Property, Plant, and necessary for it to be capable of operating in the
Equipment, § 55 manner intended by management). Depreciation of

an asset ceases at the earlier of the date that the asset
is classified as held for sale (or included in a
disposal group that is classified as held for sale) in
accordance with IfR$ 5 and the date that the asset is
derecognized. Therefore, depreciation does not
cease when the asset becomes idle or is retired
from active use unless the asset is fully
depreciated. However, under usage methods of
depreciation the depreciation charge can be zero
while there is no production.”

IASB (Attachment 2 lAS 16 - Property, Plant, “The future economic benefits embodied in an asset
to this response) and Equipment, § 56 are consumed by an entity principally through its

use. However, other factors, such as technical or
commercial obsolescence and wear and tear while
an asset remains idle, often result in the
diminution of the economic benefits that might
have been obtained from the asset. Consequently,
all the following factors are considered in
determining the useful life of an asset:

(a) expected usage of the asset. Usage is assessed by
reference to the asset’s expected capacity or physical
output.
(b) expected physical wear and tear, which depends
on operational factors such as the number of shifts
for which the asset is to be used and the repair and
maintenance program, and the care and maintenance
of the asset while idle.
(c) technical or commercial obsolescence arising
from changes or improvements in production, or
from a change in the market demand for the product
or service output of the asset.
(d) legal or similar limits on the use of the asset,

Case No. 20 12-00535
Response to Post-Hearing Request for Information Item 4

Witnesses: Billie J. Richert and Ted J. Kelly
Page 4 of 6



such as the expiry dates of related leases’

IASB (Attachment 2 lAS 16 - Property, Plant, “The Board decided that the useful life of an asset
to this response) and Equipment, Basis for should encompass the entire time it is available

Conclusions on lAS 16, for use, regardless of whether during that time it
Depreciation Period, is in use or is idle. Idle periods most commonly
BC3O occur just after an asset is acquired and just before it
Note: Basisfor is disposed of the latter while the asset is held either
Conclusions for sale or for another form of disposal.”
accompanies, but is not
part of lAS 16

IASB (Attachment 2 lAS 16 - Property, Plant, “The Board concluded that, whether idle or not, it
to this response) and Equipment, Basis for is appropriate to depreciate an asset with a

Conclusions on lAS 16, limited useful life so that the financial statements
Depreciation Period, reflect the consumption of the asset’s service
BC3 1 potential that occurs while the asset is held. The
Note: Basis for Board also discussed but decided not to address the
Conclusions measurement of assets held for sale. The Board
accompanies, but is not concluded that whether to apply a different
part of lAS 16 measurement model to assets held for sale—which

may or may not be idle—was a different question
and was beyond the scope of the Improvements
project.”

IRS (Attachment 5 to IRS Publication 946 “Continue to claim a deduction for depreciation
this response, “How to Depreciate on property used in your business or for the
provided on the public Property” (2012), p. 7 production of income even if it is temporarily idle
CD) (not in use). for example, if you stop using a

machine because there is a temporary lack of a
market for a product made with that machine,
continue to deduct depreciation on the machine.”

Amended and Article IV. - Affirmative “The Borrower shall adopt as its depreciation rates
Consolidated Loan Covenants

- § 4.22 - only those that have been previously approved
Contract dated July Depreciation Plan for the Borrower by RUS (through RUS
16, 2009 between Big Regulation or by specific approval by RUS). The
Rivers Electric Borrower shall not file with or submit for
Corporation and the approval of any regulatory bodies depreciation
United States of rates which are inconsistent with those approved
America, acting by for the Borrower by RUS.”
and through the
Administrator of the
Rural Utilities Service
(“RUS”) (Attachment
4 to this response)

Case No. 20 12-00535
Response to Post-Hearing Request for Information Item 4

Witnesses: Billie J. Richert and Ted J. Kelly
Page 5 of 6



‘

2 Witnesses) Billie J. Richert and Ted J. Kelly

Case No. 20 12-00535
Response to Post-Hearing Request for Information Item 4

Witnesses: Billie J. Richert and Ted J. Kelly
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PUB[JC SERVICE
COMMISSION

PART 1767—ACCOUNTING REQUIREMENTS FOR RUS ELECTRIC BORROWERS

Section Contents

Subpart A—General fReservedi

§ 1767.1-1767.9 Reserved]

Subpart B—Uniform System of Accounts

§ 1767.10 Definitions.
§1767.11 Purpose.

1767.12 Accountino system reauirements.
§ 1767.13 Departures from the orescribed RUS Uniform System of Accounts.

1767.14 Interpretations of the Rural Development uniform system of accounts.
1767.15 General instwctions.

§j 767.16 Electric plant instructions.
L1767.17 Operating exoense instructions.
L1767.18 Assets and other debits.
§ 1767.19 Liabilities and other credits.
S 1767.20 Plant accounts.
§ 1767.21 Ooerating income.
§ 1767.22 Other income and deductions.
§ 1767.23 Interest charges.
§ 1767.24 Extraordinary items.
§ 1767.25 Retained earnings.
5 1767.26 Operating revenue.
6 1767.27 Ooeration and maintenance exoenses.
§ 1767.28 Customer accounts expenses.

1767.29 Customer service and informaonal_exoense.
6 1767.30 Sales exoenses.

176731 Administrative and anral xnnses
§S 1767.32-1767.40 tReservedi
§ 1767.41 Accounting methods and procedures required of all RUS borrowers.
6 1767.42-1767.45 tReservedi

Subpart C—Depreciation Rates and Procedures tReservedi

66 1767.46-1767.65 fReservedi

Subpart D—Preservation of Records

Case No. 2012-00535
Attachment for Post-Hearing Request for Information Item 4

Page 1 of 332
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1767.67 General.
1767.68 Designation of a supervisory official.

§ 1767.69 Index of records.
1767.70 Record storage media.

§ 1767.71 Periods of retention.
1767.72-1767.85 fReservedi

Authority: 7 U.S.C. 901 et seq., 1921 et seq., 6941 et seq.

Source: 58 FR 59825, Nov. 10, 1993, unless otherwise noted.

Subpart A—General [Reserved]

1j2g

§ 1767.1-1767.9 [ReservedJ

Subpart B—Uniform System of Accounts

jQQ

§ 1767.10 Definitions.

1j2g

As used in this part:

Accounting borrower is an RUS borrower.

Accounts are the accounts prescribed in this system of accounts.

Actually issued as applied to securities issued or assumed by the utility, are those which have been sold
to bona tide 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.

Actually outstanding as applied to securities issued or assumed by the utility, are those which have been
actually issued and are neither retired nor held by or for the utility; provided, however, that securities
held by trustees shall be considered as actually outstanding.

Amortization is 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.

Associated (affiliated) companies are companies or persons that directly, or indirectly through one or
more intermediaries, control, or are controlled by, or under common control with, the accounting
corn pany.

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.

CFC is the National Rural Utilities Cooperative Finance Corporation.

Continuing property records are company plant records for retirement units and mass property that
Case No. 2012-00535

Attachment for Post-Hearing Request for Information Item 4
Page 2 of 332
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provide, as either a single record, or in separate records readily obtainable by references made in a
single record, the following information:

(1) For each retirement unit:

(i) The name or description of the unit, or both;

(ii) The location of the unit;

(iii) The date the unit was placed in service;

(iv) The cost of the unit as set forth in §1767.16 (b) and (c); and

(v) The plant control account to which the cost of the unit is charged.

(2) For each category of mass property:

(i) A general description of the property and quantity;

(ii) The quantity placed in service by vintage year;

(iii) The average cost as set forth in §1767.16 (b) and (c); and

(iv) The plant control account to which the costs are charged.

Control (including the terms controlling, controlled by, and under common control with ) is the
possession, directly or indirectly, of the power to direct or cause the direction of the management and
policies of a company, whether such power is exercised through one or more intermediary companies,
or alone, or in conjunction with, or pursuant to an agreement, and whether such power is established
through a majority or minority ownership or through voting of securities; common directors, officers, or
stockholders; voting trusts; holding trusts; associated companies; contracts; or any other director
indirect means.

Cost is 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 or a pooling of interest, the value of such consideration shall be
determined on a cash basis.

Cost of removal is the cost of demolishing, dismantling, tearing down or otherwise removing electric
plant, 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 give rise to the obligation. (See §1767.15(y).

Customer is a consumer or patron.

Debt expense includes all expenses incurred in connection with the issuance and initial sale of evidence
of debt, such as fees for drafting mortgages and trust deeds; fees and taxes for issuing or recording
evidences of debt; costs of engraving and printing bonds and certificates of indebtedness; fees paid to
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.

Depreciation, as applied to depreciable electric plant, is the loss in service value, not restored by current
maintenance, incurred in connection with the consumption or prospective retirement of electric plant in
the course of service from causes which are known to be in current operation and against which the
utility is not protected by insurance. Among the causes to be given consideration are wear and tear,
decay, action of the elements, inadequacy, obsolescence, changes in the art, changes in demand and
requirements of public authorities.

Discount, as applied to the securities issued or assumed by the utility, is 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.

Case No. 201 2-00535
Attachment for Post-Hearing Request for Information Item 4

Page 3 of 332
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FASB is the Financial Accounting Standards Board.

Form 7 is the January 2004 revision (or the revision of any other date which may be specified) of such
Form 7, Financial and Statistical Report, or any later revision which shall have been at the time
prescribed for use by Rural Development.

Form 12 is the December 2002 revision (or the revision of any other date which may be specified) of
such Form 12, Operating Report—Financial, or any later revision which shall have been at the time
prescribed for use by Rural Development.

G&T is a generation and transmission cooperative.

Investment advances are 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 shall be settled by the
issuance of securities or shall not be subject to current settlement.

Lease, capital is a lease of property used in utility or nonutility operations, which meets one or more of
the criteria stated in §1767.15(s).

Lease, operating is a lease of property used in utility or nonutility operations, which does not meet any of
the criteria stated in §1767.15(s).

Minor items of property are the associated parts or items of which retirement units are composed.

Net salvage value is the salvage value of property retired less the cost of removal.

Nominally issued, as applied to securities issued or assumed by the utility, are 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 some special funds of the utility, but which have not been sold, or issued
direct to trustees of sinking funds in accordance with contractual requirements.

Nominally outstanding, as applied to securities issued or assumed by the utility, are those which, after
being actually issued, have been reacquired by or for the utility under circumstances which require them
to be considered as held alive and not retired, provided, however, that securities held by trustees shall
be considered as actually outstanding.

NRECA is the National Rural Electric Cooperative Association.

Original cost, as applied to electric plant, is the cost of such property to the person first devoting it to
public service.

Person is an individual, a corporation, a partnership, an association, a joint stock company, a business
trust, or any organized group of persons, whether incorporated or not, or any receiver or trustee.

Premium, as applied to securities issued or assumed by the utility, is 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.

Project is a complete unit of improvement or development, consisting of a power house, all water
conduits, all dams and appurtenant works and structures (including navigation structures) which are a
part of said unit, and all storage, diverting, or forebay reservoirs directly connected therewith, the primary
line or lines transmitting power therefrom to the point of junction with the distribution system or with the
interconnected primary transmission system, all miscellaneous structures used and useful in connection
with said unit or any part thereof, and all water rights, rights of way, ditches, dams, reservoirs, lands, or
interest in lands the use and occupancy of which are necessary or appropriate in the maintenance and
operation of such unit.

Property retired, as applied to electric plant, is property which has been removed, sold, abandoned,
destroyed, or which for any cause has been withdrawn from service.

REA means the Rural Electrification Administration formerly an agency of the United States Department
of Agriculture and predecessor agency to RUS with respect to administering certain electric and
telephone loan programs. Case No. 2012-00535

Attachment for Post-Hearing Request for Information Item 4
Page 4 of 332
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Regional Market is an organized energy market operated by a public utility, whether directly or through a
contractual relationship with another entity.

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

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

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

Replacing (including replacement) when not otherwise indicated in the context, is the construction or
installation of electric plant in place of property retired, together with the removal of the property retired.

Research, Development, and Demonstration (RD&D) includes all expenditures incurred by borrowers
either directly or through another person or organization (such as a 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. Such
research, development, and demonstration costs should be reasonably related to the existing or future
utility business, broadly defined, of the borrower or in the environment in which it operates or expects to
operate. The term includes, but is not limited to, all such costs incidental to the 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;
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 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; or consumer surveys, advertising,
promotions, or items of a like nature.

Retirement units are those items of electric plant which, when retired with or without replacement, are
accounted for by crediting the book cost thereof to the electric plant accounts in which included.

RUS means the Rural Utilities Service, an agency of the United States Department of Agriculture
established pursuant to Section 232 of the Federal Crop Insurance Reform and Department of
Agriculture Reorganization Act of 1994 (Pub. L. 103—354, 108 Stat. 3176), successor to REA with
respect to administering certain electric and telephone programs. See 7 CFR 1700.1.

RUS Form 7 is the August 1986 revision (or the revision of any other date which may be specified) of
such RUS Form 7, Financial and Statistical Report, or any later revision which shall have been at the
time prescribed for use by RUS.

RUS Form 72 is the November 1979 revision (or the revision of any other date which may be specified)
of such RUS Form 12, Operating Report—Financial, or any later revision which shall have been at the
time prescribed for use by RUS.

RUS USoA is the US0A prescribed in this subpart.

Salvage value is 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 recovered
is chargeable to materials and supplies, or other appropriate accounts.

Service life is the time between the date electric plant is includible in electric plant in service, or electric
plant leased to others, and the date of its retirement. If depreciation is accounted for on a production
basis rather than on a time basis, service life should be measured in terms of the appropriate unit of
production.

Service value is the difference between original cost and net salvage value of electric plant.
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State is a State admitted to the Union, the District of Columbia, and any organized Territory of the United
States.

Subsidiary company is a company which is controlled by the utility through ownership of voting stock.
(See the definition of control in §7767.10.) A corporate joint venture in which a corporation is owned by a
small group of businesses as a separate and specific business or project for the mutual benefit of the
members of the group is a subsidiary company for the purposes of this system of accounts.

Utility is an RUS borrower.

Work order is an order authorizing the construction of utility plant. It serves as the basis for the accounts
or subaccounts in which costs are recorded.

[58 FR 59825, Nov. 10, 1993, as amended at 59 FR 66440, Dec. 27, 1994; 73 FR 30279, May 27, 2008]

§1767.11 Purpose.

(a) The standard form of RUS loan documents for electric borrowers requires that the borrower keep
books, records, and accounts in which full and true entries will be made of all of the dealings, business
and affairs of the borrower in accordance with the methods and principles of accounting of this part.

(b) This subpart implements these provisions of the RUS loan documents by prescribing the RUS USoA
for electric borrowers and by providing accounting methodologies and procedures which are applicable
to particular situations.

§ 1767.12 Accounting system requirements.

j2

(a) Each Rural Development electric borrower must maintain and keep its books of accounts and all
other books and records that support the entries in such books of accounts in accordance with
§1 767.7 3—1767.31.

(b) Each RUS electric borrower shall maintain and keep its books of accounts and all other books and
records which support the entries in such books of accounts in accordance with §1767.47, Accounting
Methods and Procedures Required of All RUS Borrowers, herein, which prescribes accounting principles
to be applied to specific factual circumstances.

[58 FR 59825, Nov. 10, 1993, as amended at 73 FR 30280, May 27, 2008]

§ 1767.13 Departures from the prescribed RUS Uniform System of Accounts.

(a) No departures are to be made to the prescribed Rural Development USoA without the prior written
approval of Rural Development. Requests for departures from the Rural Development USoA shall be
addressed, in writing, to the Assistant Administrator, Program Accounting and Regulatory Analysis. fAA—
PARA).

(b) RUS borrowers subject to the jurisdiction of a state regulatory authority with jurisdiction over rates
and/or accounting for electric utilities will not:

(1) Request approval of such authority to use accounting methodologies and principles that depart from
the provisions herein; or

(2) File with such authority, any documents or information, including without limitation, any filings
associated with the borrower’s rates, based upon accounting methods and principles inconsistent with

Case No. 201 2-00535
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the provisions of this part.

(C) If any state regulatory authority with jurisdiction over an RUS borrower prescribes accounting
methods or principles for the borrower that are inconsistent with the provisions of this part, the borrower
must immediately notify the Director, BAD, and provide such documents, information, and reports as
RUS may request to evaluate the impact that such accounting methods or principles may have on the
interests of RUS.

(1) If RUS determines that the accounting methods and principles do not adversely impact RUS
interests, RUS will permit the borrower to use the accounting methods and principles as prescribed by
the state regulatory authority to comply with the provisions of the RUS loan documents.

(2) If RUS determines that the accounting methods and principles may adversely impact RUSs
interests, RUS may require that, for the purposes of complying with provisions of RUS loan documents,
including, without limitation, those provisions relating to financial coverage standards (e.g. “TIER”), the
borrower continue to maintain books, records, and accounts in accordance with this subpart.

(i) RUS may, however, approve requests by the borrower to maintain such additional books, records,
and accounts as necessary to comply with the requirements of the state regulatory authority.

(ii) Such approval will not waive, modify or amend the requirements of the RUS loan documents or of
this subpart.

(d) RUS borrowers will not implement the provisions of Statement of Financial Accounting Standards
(SEAS) No. 71, Accounting for the Effects of Certain Types of Regulation, SEAS No. 90, Regulated
Enterprises—Accounting for Abandonments and Disallowances of Plant Costs, SEAS No. 92, Regulated
Enterprises—Accounting for Phase-in Plans, without the prior written approval of RUS except as
provided for in paragraphs (d)(1) through fd)(5) of this section. Requests for approval shall be
addressed, in writing, to the Director, PASD. The specific deferrals set forth in paragraphs (d)(1) through
(d)(5) of this section may be implemented without the prior written approval of RUS provided that the
deferrals comply with Statement No. 71 and that the RUS borrowers implementing such deferrals
continue to meet the requirements set forth in Statement No. 71 for doing so:

(1) The deferral and amortization of prior service pension costs (See §1767.41, Interpretation No. 606,
Pension Costs), remapping expenses (See §1767.41, Interpretation No. 613, Mapping Costs), and
preliminary survey and investigation charges (See §1767.17, Interpretation No. 111, Engineering
Contracts for System Planning);

(2) The deferral of any current period expense or expenses, on a cumulative basis for the fiscal year,
only if a borrower would have met each of its financial tests or coverage ratios that it has covenanted
with RUS to meet for that fiscal year, had the deferral not been made;

(3) The deferral of any cost that will be fully amortized within the next 12 succeeding months;

(4) The accelerated amortization of any previously deferred expense; and

(5) The deferral of revenues coincident with a moratorium imposed by the National Rural Electric
Cooperative Association on its Retirement and Security Program, provided, however, that the deferral is
for the sole purpose of offsetting future pension costs.

(e) RUS will consider approval of specific departures from this part upon submission of:

(1) A detailed description of the proposed departure;

(2) The specific accounting journal entries that will be used including the account number and title, and
the dollar amounts where appropriate;

(3) The total dollar amount of the departure and the impact on margins during the time period of the
departure; and

(4) A resolution from the borrower’s Board of Directors authorizing such action; and

(5) Any additional information RUS may deem necessary to adequately evaluate the borrower’s request.Case No. 2012-00535
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(f) RUS will, within 90 days of final receipt of this information, render a decision on the borrowers
request for a departure from the prescribed RUS USoA.

(1) If, due to extenuating circumstances, RUS is unable to reach a decision within the required time
period, RUS will notify the borrower of the delay within this same 90-day period, and provide a projected
decision date.

(2) The requested departure from the prescribed RUS USoA must not be implemented until final
approval is granted by RUS.

[58 FR 59825, Nov. 10, 1993, as amended at 60 FR 55429, Nov. 1, 1995; 62 FR 42289, Aug. 6, 1997;
73 FR 30280, May 27, 2008]

§ 1767.14 Interpretations of the Rural Development uniform system of accounts.

1Qp

To maintain uniformity in accounting, borrowers must submit questions concerning interpretations of the
Rural Development US0A, in writing, to the AA—PARA, for consideration and decision.

(Approved by the Office of Management and Budget under control number 0572—0002)

[73 FR 30280, May 27, 20081

§ 1767.15 General instructions.

(a) Records. (1) Each utility shall keep its books of account, and all other books, records, and
memoranda which support the entries in such books of account so as to be able to furnish readily full
information as to any item included in any account.

(2) Each entry shall be supported by such detailed information as will permit ready identification,
analysis, and verification of all facts relevant thereto.

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

(4) No utility shall destroy any such books or records unless the destruction thereof is permitted by the
rules and regulations contained in subpart D of this part.

(5) In addition to the prescribed accounts, clearing accounts, temporary or experimental accounts, and
subdivisions of any accounts, may be kept, provided the integrity of the prescribed accounts is not
impaired.

(6) When the utility chooses to recognize the gain in the year of reacquisition as a taxable gain, Account
411 .1, Provision for Deferred Income Taxes—Credit, Utility Operating Income, shall be credited with the
amount of the related tax effect, such amount to be allocated to the periods affected in accordance with
the provisions of Account 190, Accumulated Deferred Income Taxes.

(7) The arrangement or sequence of the accounts prescribed herein shall not be controlling as to the
arrangement or sequence in report forms which may be prescribed by RUS.

(b) Numbering system. (1) The account numbering plan used herein consists of a system of three-digit
whole numbers as follows:

100—199 Assets and other debits.

200—299 Liabilities and other credits. Case No. 201 2-00535
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300—399 Plant accounts.

400—432, 434—435 Income accounts.

433, 436—439 Retained earnings accounts.

440—459 Revenue accounts.

500—599 Production, transmission, and distribution expenses.

900—949 Customer accounts, customer service and informational, sales, and general and
administrative expenses.

(2) In certain instances, numbers have been skipped in order to allow for possible later expansion or to
permit better coordination with the numbering system for other utility departments.

(3) The numbers prefixed to account titles are to be considered as parts of the titles.

(i) Each utility, however, may adopt, for its own purposes, a different system of account numbers
provided that the numbers herein prescribed shall appear in the descriptive headings of the ledger
accounts and in the various sources of original entry.

(ii) If a utility uses a different group of account numbers and it is not practicable to show the prescribed
account numbers in the various sources of original entry, such reference to the prescribed account
numbers may be omitted from the various sources of original entry.

(iii) Each utility using different account numbers for its own purposes shall keep readily available, a list of
such account numbers which it uses and a reconciliation of such account numbers with the account
numbers provided herein.

(iv) The utility’s records shall be so kept 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 such records at the end of each accounting period according to the
prescribed accounts.

(c) Accounting period. (1) Each utility shall keep its books on a monthly basis so that for each month, all
transactions applicable thereto, as nearly as may be ascertained, shall be entered in the books of the
utility.

(2) Amounts applicable or assignable to specific utility departments shall be so segregated monthly.

(3) Each utility shall close its books at the end of each fiscal year unless otherwise authorized by RUS.

(d) Submission of questions. To maintain uniformity of accounting, utilities shall submit questions of
doubtful interpretation to RUS for consideration and decision.

fe) Item lists. (1) Lists of items” appearing in the texts of the accounts or elsewhere herein are for the
purpose of more clearly indicating the application of the prescribed accounting.

(2) The lists are intended to be representative, but not exhaustive.

(3) The appearance of an item in 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.

(4) The proper entry in each instance must be determined by the texts of the accounts.

(f) Extraordinary items. (1) Net income shall reflect all items of profit and loss during the period with the
exception of prior period adjustments as described in §1767.15 (g) and long-term debt as described in
§1767.15 (q).
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(2) Those items related to the effects of events and transactions which have occurred during the current
period and which are not typical or customary business activities of the company shall be considered
extraordinary items.

(3) They will be events and transactions of significant effect which would not be expected to recur
frequently and which would not be considered as recurring factors in any evaluation of the ordinary
operating processes of business.

(i) In determining significance, items of a similar nature should be considered in the aggregate.

(ii) Dissimilar items should be considered individually; however, if they are few in number, they may be
considered in the aggregate.

(iii) To be considered as extraordinary under the above guidelines, an item should be more than
approximately 5 percent of income, computed before extraordinary items.

(iv) RUS approval must be obtained to treat an item of less than 5 percent, as extraordinary. (See
Accounts 434 and 435.)

(g) Prior period items. (1) Items of profit and loss related to the following shall be accounted for as prior
period adjustments and excluded from the determination of net income for the current year:

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

(ii) Adjustments that result from realization of income tax benefits of preacquisition operating loss
carryforwards of purchased subsidiaries.

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

(h) Unaudited items. (1) Whenever a financial statement is required by RUS, if it is known that a
transaction has occurred which affects the accounts but the amount involved in the transaction and its
effect upon the accounts cannot be determined with absolute accuracy, the amount shall be estimated
and such estimated amount included in the proper accounts.

(2) The utility is not required to anticipate minor items which would not appreciably affect the accounts.

fi) Distribution of pay and expenses of employees. Charges to electric plant, operating expense, and
other accounts for services and expenses of employees engaged in activities chargeable to various
accounts, such as construction, maintenance, and operations, shall be based upon the actual time
engaged in the respective classes of work, or in case that method ts impracticable, upon the basis of a
study of the time actually engaged during a representative period.

(j) Payroll distribution. (1) Underlying accounting data shall be maintained so that the distribution of the
cost of labor charged direct to the various accounts will be readily available.

(2) Such underlying data shall 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, electric operating functions (steam generation, nuclear generation, hydraulic generation,
transmission, distribution, etc.) and nonutility operations.

(k) Accounting on an accrual basis. (1) The utility is required to keep its accounts on the accrual basis.

(i) This requires the inclusion, in its accounts, of all known transactions of appreciable amount which
affect the accounts.

(ii) If bills covering such transactions have not been received or rendered, the amounts shall be
estimated and appropriate adjustments made when the bills are received.

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

(I) Records for each plant. (1) Separate records shall be maintained by electric plant accounts of the
book cost of each plant owned, including additions by the utility to plant leased from others, and of the
cost of operating and maintaining each plant owned or operated.

(2) The term “plant” as used herein includes each generating station and each transmission line or
appropriate group of transmission lines.

(m) Accounting for other departments. (1) If the utility also operates other utility departments, such as
gas or water, it shall keep such accounts for the other departments as may be prescribed by proper
authority and in the absence of prescribed accounts, it shall keep such accounts as are proper or
necessary to reflect the results of operating each such department.

(2) It is not intended that proprietary and similar accounts which apply to the utility as a whole shall be
departmentalized.

(n) Transactions with associated companies. (1) Each utility shall keep its accounts and records so as to
be able to furnish accurately and expeditiously statements of all transactions with associated companies.

(2) The statements may be required to show the general nature of the transactions, the amounts
involved therein and the amounts included in each account prescribed herein with respect to such
transactions. Transactions with associated companies shall be recorded in the appropriate accounts for
transactions of the same nature. Nothing herein contained, however, shall be construed as restraining

the utility from subdividing accounts for the purpose of recording separately transactions with associated

companies.

(o) Contingent assets and liabilities. (1) Contingent assets represent a possible source of value to the
utility contingent upon the fulfillment of conditions regarded as uncertain.

(2) Contingent liabilities include items which may, under certain conditions, become obligations of the
utility but which are neither direct nor assumed liabilities at the date of the balance sheet. The utility shall

be prepared to give a complete statement of significant contingent assets and liabilities (including

cumulative dividends on preference stock) in its audited financial statements; its RUS Form 7, Financial

and Statistical Report, or its RUS Form 12, Operating Report—Financial; and at such other times as

may be requested by RUS.

(p) Separate accounts or records for each licensed project. The accounts or records of each borrower

shall be so kept as to show for each project (including pumped storage) under license:

(1) The actual legitimate original cost of the project, including the original cost of the original project, the

_________________

original cost of additions thereto and betterments thereof, and credits for property retired from service,

as determined under RUSs regulations in 7 CFR chapter XVII;

(2) The charges for operation and maintenance of the project property directly assignable to the project;

(3) The credits and debits to the depreciation and amortization accounts, and the balances in such

accounts; and

(4) The credits and debits to the operating revenue, income, and retained earnings accounts that can be
identified with and directly assigned to the project.

Note: The purpose of this instruction is to insure that accounts or records are currently

maintained by each borrower from which reports may be made to RUS for use in determining

the net investment in each licensed project. The instruction covers only the debit and credit

items appearing in the borrower’s accounts which may be identified with and assigned directly

to any project. In the determination of the net investment, allocations of items affecting the net

investment may be required where direct assignment is not practicable.

(q) Long-term debt: premium, discount and expense, and gain or loss on reacquisition —(1) Premium,

discount and expense. (i) A separate premium, discount and expense account shall be maintained for

each class and series of long-term debt (including receivers’ certificates) issued or assumed by the

utility. Case No. 2012-00535
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(ii) The premium will be recorded in Account 225, Unamortized Premium on Long-Term Debt, thediscount will be recorded in Account 226, Unamortized Discount on Long-Term Debt—Debit, and theexpense of issuance shall be recorded in Account 181, Unamortized Debt Expense.

(iii) The premium, discount and expense shall be amortized over the life of the respective issues under aplan which will distribute the amounts equitably over the life of the securities.

(A) The amortization shall be charged or credited on a monthly basis with the amounts relating todiscount and expense charged to Account 428, Amortization of Debt Discount and Expense.

(B) The amounts relating to premium shall be credited to Account 429, Amortization of Premium onDebt—Credit.

(2) Reacquisition, without refunding. (i) When long-term debt is reacquired or redeemed without beingconverted into another form of long-term debt and when the transaction is not in connection with arefunding operation (primarily redemptions for sinking fund purposes), the difference between theamount paid upon reacquisition and the face value; plus any unamortized premium less any relatedunamortized debt expense and reacquisition costs; or less any unamortized discount, related debtexpense and reacquisition costs applicable to the debt redeemed, retired and cancelled, shall beincluded in Account 189, Unamortized Loss on Reacquired Debt, orAccount 257, Unamortized Gain onReacquired Debt, as appropriate.

(ii) The utility shall amortize the recorded amounts equally on a monthly basis over the remaining life ofthe respective security issues (old original debt).

(iii) The amount so amortized shall be charged to Account 428.1, Amortization of Loss on ReacquiredDebt, or credited to Account 429.1, Amortization of Gain on Reacquired Debt—Credit, as appropriate.

(3) Reacquisition, with refunding. (i) When the redemption of one issue or series of bonds or other long-term obligations is financed by another issue or series before the maturity date of the first issue, thedifference between the amount paid upon refunding and the face value; plus any unamortized premiumless related debt expense or less any unamortized discount and related debt expense, applicable to thedebt refunded, shall be included in Account 189, Unamortized Loss on Reacquired Debt, or Account257, Unamortized Gain on Reacquired Debt, as appropriate.

(ii) The utility may elect to account for such amounts as follows:

(A) Write them off immediately when the amounts are insignificant;

(B) Amortize them by equal monthly amounts over the remainder of the original life of the issue retired;or

(C) Amortize them by equal monthly amounts over the life of the new issue.

(iii) Once an election is made, it shall be applied on a consistent basis.

(iv) The amounts in paragraphs (q)(3)(ii)(A), (B), or (C) of this section shall be charged to Account 428.1,Amortization of Loss on Reacquired Debt, or credited to Account 429.1, Amortization of Gain on
Reacquired Debt—Credit, as appropriate.

(4) Under methods in paragraphs (q)(3)(ii)(B) and (C) of this section, the increase or reduction in currentincome taxes resulting from the reacquisition should be apportioned over the remainder of the originallife of the issued retired or over the life of the new issue, as appropriate, as directed more specifically inparagraphs (q)(5) and (6) of this section.

(5) When the utility recognizes the loss in the year of reacquisition as a tax deduction, Account 410.1,Provision for Deferred Income Taxes, Utility Operating Income, shall be debited and Account 283,
Accumulated Deferred Income Taxes—Other, shall be credited with the amount of the related tax effect,such amount to be allocated to the periods affected in accordance with the provisions of Account 283.

(6) When the utility chooses to recognize the gain in the year of reacquisition as a taxable gain, Account411.1, Provision for Deferred Income Taxes—Credit, Utility Operating Income, shall be debited with theamount of the related tax effect, such amount to be allocated to the periods affected in accordance with Case No. 2012-00535
Attachment for Post-Hearing Reqnest for Information Item 4

Page 12 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?cecfr&sid=b7b89ca$bf5 5 59204b2f0ebf4f5 65... 9/25/2012



Electronic Code of Federal Regulations: Page 13 of 332

the provisions of Account 190, Accumulated Deferred Income Taxes.

(7) When the utility chooses to use the optional privilege of deferring the tax on the gain attributable to
the reacquisition of debt by reducing the depreciable basis of utility property for tax purposes, pursuant
to Section 108 of the Internal Revenue Code (26 U.S.C. 108), the related tax effects shall be deferred as
the income is recognized for accounting purposes, and the deferred amounts shall be amortized over
the life of the associated property on a vintage year basis.

(i) Account 410.1, Provision for Deferred Income Taxes, Utility Operating Income, shall be debited, and
Account 282, Accumulated Deferred Income Taxes—Other Property, shall be credited with an amount
equal to the estimated income tax effect applicable to the portion of the income, attributable to
reacquired debt, recognized for accounting purposes during the period.

(ii) Account 282 shall be debited and Account 411.1, Provision for Deferred Income Taxes—Credit,
Utility Operating Income, shall be credited with an amount equal to the estimated income tax effects,
during the life of the property, attributable to the reduction in the depreciable basis for tax purposes.

(8) The tax effects relating to gain or loss shall be allocated as above to utility operations except in cases
where a portion of the debt reacquired is directly applicable to nonutility operations.

(i) In that event, the related portion of the tax effects shall be allocated to nonutility operations.

(ii) Where it can be established that reacquired debt is generally applicable to both utility and nonutility
operations, the tax effects shall be allocated between utility and nonutility operations based on the ratio
of net investment in utility plant to net investment in nonutility plant.

(9) Premium, discount, or expense on debt shall not be included as an element in the cost of
construction or acquisition of property (tangible or intangible), except under the provisions of Account
432, Allowance for Borrowed Funds Used During Construction—Credit.

(10) Alternate method. Where a regulatory authority or a group of regulatory authorities having prime
rate jurisdiction over the utility specifically disallows the rate principle of amortizing gains or losses on
reacquisition of long-term debt without refunding, and does not apply the gain or loss to reduce interest
charges in computing the allowed rate of return for rate purposes, the following alternate method may be
used to account for gains or losses relating to reacquisition of long-term debt, with or without refunding:

(i) 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 shall be recognized currently in income and recorded in Account 421, Miscellaneous
Nonoperating Income, or Account 426.5, Other Deductions.

(ii) When this alternate method of accounting is used, the utility shall include a footnote to each financial
statement, prepared for public use, explaining why this method is being used along with the treatment
given for ratemaking purposes.

(r) Comprehensive interperiod income tax allocation. (1) 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.

(2) Comprehensive interperiod 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.

(3) Utilities are not required to utilize comprehensive interperiod income tax allocation until the deferred
income taxes are included as an expense in the rate level by the regulatory authority having rate
jurisdiction over the utility.

(4) Where comprehensive interperiod tax allocation accounting is not practiced the utility shall include as
a note to each financial statement, prepared for public use, a footnote explanation setting forth the
utility’s accounting policies with respect to interperiod tax allocation and describing the treatment for rate
making purposes of the tax timing differences by regulatory authorities having rate jurisdiction.
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(5) Should the utility be subject to more than one agency having rate jurisdiction, its accounts shall
appropriately reflect the ratemaking treatment (deferral or flow through) of each jurisdiction.

(6) Once comprehensive interperiod tax allocation has been initiated either in whole or in part it shall be
practiced on a consistent basis and shall not be changed or discontinued without prior RUS approval.

(7) Tax effects deferred currently will be recorded as deferred debits or deferred credits in Accounts 190,
Accumulated Deferred Income Taxes; 281, Accumulated Deferred Income Taxes—Accelerated
Amortization Property; 282, Accumulated Deferred Income Taxes—Other Property, and 283,
Accumulated Deferred Taxes—Other, as appropriate.

(8) The resulting amounts recorded in these accounts shall be disposed of as prescribed in this system
of accounts or as otherwise authorized by RUS.

(s) Criteria for classifying leases. (1) If, at its inception, a lease meets one or more of the following
criteria, the lease shall be classified as a capital lease:

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

(ii) The lease contains a bargain purchase option.

(iii) 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 shall not be used for
purposes of classifying the lease.

(iv) 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 profit thereon, equals or exceed 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 lessor.

(A) 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 shall not be used for
purposes of classifying the lease.

(B) The lessee utility shall compute the present value of the minimum lease payments using its
incremental borrowing rate, unless it is practicable for the utility to learn the implicit rate computed by the
lessor, and the implicit rate computed by the lessor is less than the lessee’s incremental borrowing rate.
If both of those conditions are met, the lessee shall use the implicit rate.

(2) 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 (s)(1) of this section had the changed terms
been in effect at the inception of the lease, the revised agreement shall be considered as a new
agreement over its term, and the criteria in paragraph (s)(1) of this section shall be applied for purposes
of 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, shall be considered as a new agreement and shall be classified
according to the above provision. Changes in estimates (for example, changes in estimates of the
economic life or of the residual value of the leased property) or changes in circumstances (for example,
default by the lessee) shall not give rise to a new classification of a lease for accounting purposes.

(t) Accounting for leases. (1) All leases shall be classified as either capital or operating leases.

(2) The utility shall record a capital lease as an asset in Account 101.1, Property Under Capital Leases,
Account 120.6, Nuclear Fuel Under Capital Leases or Account 121, Nonutility Property;

(3) The utility, as a lessee, shall recognize an asset retirement obligation arising from the plant under a
capital lease unless the obligation is recorded as an asset and liability under a capital lease. The utility
shall record the asset retirement cost by debiting Account 101.1, Property Under Capital Leases, or
Account 120.6, Nuclear Fuel Under Capital Leases, or Account 121, Nonutility Property, as appropriate,
and crediting the liability for the asset retirement obligation in Account 230, Asset Retirement
Obligations. Asset retirement costs recorded in Account 101.1, Account 120.6, or Account 121 shall be
amortized by charging rent expense, or Account 518, Nuclear Fuel Expense, or Account 421, Case No. 2012-00535
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Miscellaneous Nonoperating Income, as appropriate, and crediting a separate subaccount of the
account in which the asset retirement costs are recorded. Charges for the periodic accretion of the
liability in Account 230, Asset Retirement Obligations, shall be recorded by a charge to Account 411.10,
Accretion Expense, for electric utility plant, and Account 421, Miscellaneous Nonoperating Income, for
nonutility plant and a credit to Account 230, Asset Retirement Obligations.

(4) Rental payments on all leases shall be charged to rent expense, fuel expense, construction work in
progress, or other appropriate accounts as they become payable.

(5) For a capital lease, for each period during the lease term, the amounts recorded for the asset and
obligation shall be reduced by an amount equal to the portion of each lease payment that would have
been allocated to the reduction of the obligation, if the payment had been treated as a payment on an
installment obligation (liability) and allocated between interest expense and a reduction of the obligation
so as to produce a constant periodic rate of interest on the remaining balance.

(u) Allowances. (1) Title IV of the Clean Air Act Amendments of 1990, Pub. L. 101—549, 104 Stat. 2399,
2584 (42 U.S.C. 7407 and 42 U.S.C. 7651), provides for the issuance of allowances as a means to limit
the emissions of certain airborne pollutants by various entities, including utilities. Utilities owning
allowances, other than those acquired for speculative purposes, shall account for such allowances at
cost in Account 158.1, Allowance Inventory, orAccount 156.2, Allowances Withheld, as appropriate.
Allowances acquired for speculative purposes and identified as such in contemporaneous records at the
time of purchase shall be accounted for in Account 124, Other Investments.

(2) When purchased, allowances become eligible for use in different years, and the allocation of the
purchase cost cannot be determined by fair value, the purchase cost allocated to allowances of each
vintage shall be determined through use of a present-value based measurement. The interest rate used
in the present-value measurement shall be the utility’s incremental borrowing rate, in the month in which
the allowances are acquired, for a loan with a term similar to the period that it will hold the allowances
and in an amount equal to the purchase price.

(3) The underlying records supporting Account 158.1 and Account 158.2 shall be maintained in sufficient
detail so as to provide the number of allowances and the related cost by vintage year.

(4) lssuances from inventory included in Account 158.1 and Account 158.2 shall be accounted for on a
vintage basis using a monthly weighted-average method of cost determination. The cost of eligible
allowances not used in the current year shall be transferred to the vintage for the immediately following
year.

(5) Account 158.1 shall be credited and Account 509, Allowances, debited so that the cost of the
allowances to be remitted for the year is charged to expense monthly based on each month’s emissions.
This may, in certain circumstances, require allocation of the cost of an allowance between months on a
fractional basis.

(6) In any period in which actual emissions exceed the amount allowable based on eligible allowances
owned, the utility shall estimate the cost to acquire the additional allowances needed and charge
Account 158.1 with the estimated cost. This estimated cost of future allowance acquisitions shall be
credited to Account 158.1 and charged to Account 509 in the same accounting period as the related
charge to Account 158.1. Should the actual cost of these allowances differ from the estimated cost, the
differences shall be recognized in the then-current period’s inventory issuance cost.

(7) Any penalties assessed by the Environmental Protection Agency for the emission of excess
pollutants shall be charged to Account 426.3, Penalties.

(8) Gains on dispositions of allowances, other than allowances held for speculative purposes, shall be
accounted for as follows. First, if there is uncertainty as to the regulatory treatment, the gain shall be
deferred in Account 254, Other Regulatory Liabilities, pending resolution of the uncertainty. Second, if
there is certainty as to the existence of a regulatory liability, the gain will be credited to Account 254, with
subsequent recognition in income when reductions in charges to customers occur or the liability is
otherwise satisfied. Third, all other gains will be credited to Account 411.8, Gains from Disposition of
Allowances. Losses on disposition of allowances, other than allowances held for speculative purposes,
shall be accounted for as follows. Losses that qualify as regulatory assets shall be charged directly to
Account 182.3, Other Regulatory Assets. All other losses shall be charged to Account 411.9, Losses
from Disposition of Allowances. (See the definition of regulatory assets and liabilities.) Gains or losses
on disposition of allowances held for speculative purposes shall be recognized in Account 421,
Miscellaneous Nonoperating Income, or Account 426.5, Other Deductions, as appropriate.
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(9) The costs and benefits of exchange-traded allowance futures contracts used to protect the utility from

the risk of unfavorable price changes (‘hedging transactions”) shall be deferred in Account 186,

Miscellaneous Deferred Debits, or Account 253, Other Deferred Credits, as appropriate. Such deferred

amounts shall be included in Account 158.1, Allowance Inventory, in the month in which the related

allowances are acquired, sold or otherwise disposed of. Where the costs or benefits of hedging

transactions are not identifiable with specific allowances, the amounts shall be included in Account 156.1

when the futures contract is closed. The costs and benefits of exchange-traded allowance futures

contracts entered into as a speculating activity shall be charged or credited to Account 421,

Miscellaneous Nonoperating Income, or Account 426.5, Other Deductions, as appropriate.

(v) Depreciation accounting—fl) Method. Utilities must use a method of depreciation that allocates in a

systematic and rational manner the service value of depreciable property over the service life of the

property.

(2) Service lives. Estimated useful service lives of depreciable property must be supported by
engineering, economic, and other depreciation studies.

(3) Rate. Utilities must use percentage rates of depreciation that are based on a method of depreciation

that allocates in a systematic and rational manner the service value of depreciable property to the

service life of the property. Where composite depreciation rates are used, they should be based on the

weighted average estimated useful service lives of the depreciable property comprising the composite

group.

(w) Accounting for other comprehensive income. (1) Utilities shall record items of other comprehensive

income in Account 209, Accumulated Other Comprehensive Income. Amounts included in this account

shall be maintained by each category of other comprehensive income. Examples of categories of other

comprehensive income include foreign currency items, minimum pension liability adjustments,

unrealized gains and losses on available-for-sale type securities and cash flow hedge amounts.

Supporting records shall be maintained for Account 209 so that the cumulative amount of other

comprehensive income for each item included in this account can be readily identified.

(2) When an item of other comprehensive income enters into the determination of net income in the

current or subsequent periods, a reclassification adjustment shall be recorded in Account 209 to avoid

double counting of that amount.

(3) When it is probable that an item of other comprehensive income will be included in the development

of cost-of-service rates in subsequent periods, that amount of unrealized losses or gains will be recorded

in Accounts 182.3, Other Regulatory Assets or 254, Other Regulatory Liabilities, as appropriate.

(x) Accounting for derivative instruments and hedging activities. (1) Utilities shall recognize derivative

instruments as either assets or liabilities in the financial statements and measure those instruments at

fair value, except those falling within recognized exceptions. Normal purchases or sales are contracts

that provide for the purchase or sale of goods that will be delivered in quantities expected to be used or

sold by the utility over a reasonable period in the normal course of business. A derivative instrument is a

financial instrument or other contract with all of the following characteristics:

(i) It has one or more underlyings and a notional amount or payment provision. Those terms determine

the amount of the settlement or settlements, and, in some cases, whether or not a settlement is

required.

(ii) It requires no initial net investment or an initial net investment that is smaller than would be required

for other types of contracts that would be expected to have a similar response to changes in market

factors.

(iii) Its terms require or permit net settlement, can readily be settled net by a means outside the contract,

or provide for delivery of an asset that puts the recipient in a position not substantially different from net

settlement.

(2) The accounting for the changes in the fair value of derivative instruments depends upon its intended

use and designation. Changes in the fair value of derivative instruments not designated as fair value or

cash flow hedges shall be recorded in Account 175, Derivative instrument assets, or Account 244,

Derivative Instrument Liabilities, as appropriate, with the gains recorded in Account 421, Miscellaneous

Nonoperating Income, and losses recorded in Account 426.5, Other Deductions.

(3) A derivative instrument may be specifically designated as a fair value or cash flow hedge. A hedge isCase No. 2012-00535
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used to manage risk to price, interest rates, or foreign currency transactions. A company shall maintain
documentation of the hedge relationship at the inception of the hedge that details the risk management
objective and strategy for undertaking the hedge, the nature of the risk being hedged, and how hedge
effectiveness will be determined.

(4) If the utility designates the derivative instrument as a fair value hedge against exposure to changes in
the fair value of a recognized asset, liability, or a firm commitment, it shall record the change in fair value
of the derivative instrument to Account 176, Derivatives in Instrument Assets—Hedges, or Account 245,
Derivative Instrument Liabilities—Hedges, as appropriate, with a corresponding adjustment to the
subaccount of the item being hedged. The ineffective portion of the hedge transaction shall be reflected
in the same income or expense account that will be used when the hedged item enters into the
determination of net income. In the case of a fair value hedge of a firm commitment a new asset or
liability is created. As a result of the hedge relationship, the new asset or liability will become part of the
carrying amount of the item being hedged.

(5) If the utility designates the derivative instrument as a cash flow hedge against exposure to variable
cash flows of a probable forecasted transaction, it shall record changes in the fair value of the derivative
instrument in Account 176, Derivative Instrument Assets—Hedges, or Account 245, Derivative
Instrument Liabilities—Hedges, as appropriate, with a corresponding amount in Account 209,
Accumulated Other Comprehensive Income, for the effective portion of the hedge. The ineffective
portion of the hedge transaction shall be reflected in the same account or expense account that will be
used when the hedged item enters into the determination of net income. Amounts recorded in other
comprehensive income shall be reclassified into earning in the same period or periods that the hedged
forecasted item enters into the determination of net income.

(y) Accounting for asset retirement obligations. (1) An asset retirement obligation represents a liability for
the legal obligation associated with the retirement of a tangible long-lived asset that a company is
required to settle as a result of an existing or enacted law, statute, ordinance, or written or oral contract
or by legal construction of a contract under the doctrine of promissory estoppel. An asset retirement cost
represents the amount capitalized when the liability is recognized for the long-lived asset that gives rise
to the legal obligation. The amount recognized for the liability and an associated asset retirement cost
shall be stated at the fair value of the asset retirement obligation in the period in which the obligation is
incurred.

(2) The utility shall initially record a liability for an asset retirement obligation in Account 230, Asset
Retirement Obligations, and charge the associated asset retirement costs to electric utility plant
(including Accounts 101.1 and 120.6), and nonutility plant, as appropriate, related to the plant that gives
rise to the legal obligation. The asset retirement cost shall be depreciated over the useful life of the
related asset that gives rise to the obligation. For periods subsequent to the initial recording of the asset
retirement obligation, a utility shall recognize the period to period changes of the asset retirement
obligation that result from the passage of time due to the accretion of the liability and any subsequent
measurement changes to the initial liability for the legal obligation recorded in Account 230, Asset
retirement obligations, as follows:

fi) The utility shall record the accretion of the liability by debiting Account 411.10, Accretion Expense, for
electric utility plant, Account 413, Expenses of Electric Plant Leased to Others, for electric plant leased
to others, and Account 421, Miscellaneous Nonoperating Income, for nonutility plant and crediting
Account 230, Asset Retirement Obligations; and

(ii) The utility shall recognize any subsequent measurement changes of the liability initially recorded in
Account 230, Asset Retirement Obligation, for each specific asset retirement obligation as an adjustment
of that liability in Account 230 with the corresponding adjustment to electric utility plant, electric plant
leased to others, and nonutility plant, as appropriate. The utility shall on a timely basis monitor any
measurement changes of the asset retirement obligations.

(3) Gains or losses resulting from the settlement of asset retirement obligations associated with utility
plant resulting from the difference between the amount of the liability for the asset retirement obligation
included in Account 230, Asset Retirement Obligations, and the actual amount paid to settle the
obligation shall be accounted for as follows:

(i) Gains shall be credited to Account 411.6, Gains from Disposition of Utility Plant, and;

(ii) Losses shall be charged to Account 411.7, Losses from Disposition of Utility Plant.

(4) Gains or losses on the settlement of asset retirement obligations associated with nonutility plant
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resulting from the difference between the amount of the liability for the asset retirement obligation in
Account 230, Asset Retirement Obligations, and the amount paid to settle the obligation, shall be
accounted for as follows:

(i)Gains shall be credited to Account 421, Miscellaneous Nonoperating Income, and;

(ii) Losses shall be charged to Account 426.5, Other Deductions.

(5) For purposes of analyses a utility shall maintain supporting documentation so as to be able to furnish
accurately and expeditiously with respect to each asset retirement obligation the full details of the
identity and nature of the legal obligation, the year incurred, the identity of the plant giving rise to the
obligation, the full particulars relating to each component and supporting computations related to the
measurement of the asset retirement obligation.

[58 FR 59825, Nov. 10, 1993, as amended at 73 FR 30280, May 27, 2008]

§ 1767.16 Electric plant instructions.

(a) Classification of electric plant at effective date of system of accounts. (1) The electric plant accounts
provided herein are the same as those contained in the prior system of accounts except for inclusion of
accounts for nuclear production plant and some changes in classification in the general equipment
accounts. Except for these changes, the balances in the various plant accounts, as determined under
the prior system of accounts, should be carried forward. Any remaining balance of plant which has not
yet been classified, pursuant to the requirements of the prior system, shall be classified in accordance
with the following instructions.

(2) The cost to the utility of its unclassified plant shall be ascertained by analysis of the utility’s records.
Adjustments shall not be made to record in utility plant accounts amounts previously charged to
operating expenses or to income deductions in accordance with the US0A in effect at the time or in
accordance with the discretion of management as exercised under a USoA, or under accounting
practices previously followed.

(3) The detailed electric plant accounts (301 to 399, inclusive) shall be stated on the basis of cost to the
utility of plant constructed by it and the original cost, estimated if not known, of plant acquired as an
operating unit or system. The difference between the original cost, as above, and the cost to the utility of
electric plant after giving effect to any accumulated provision for depreciation or amortization shalt be
recorded in Account 114, Electric Plant Acquisition Adjustments. The original cost of electric plant shall
be determined by analysis of the utility’s records or those of the predecessor or vendor companies with
respect to electric plant previously acquired as operating units or systems and the difference between
the original cost so determined, less accumulated provisions for depreciation and amortization and the
cost to the utility with necessary adjustments for retirements from date of acquisition, shall be entered in
Account 114, Electric Plant Acquisition Adjustments. Any difference between the cost of electric plant
and its book cost, when not properly inctudible in other accounts, shall be recorded in Account 116,
Other Electric Plant Adjustments.

(4) Plant acquired by lease which qualifies as capital lease property under Sec. 1767.15(s), Criteria for
Classifying Leases, shall be recorded in Account 101.1, Property Under Capital Leases, orAccount
120.6, Nuclear Fuel Under Capital Leases, as appropriate.

(b) Electric plant to be recorded at cost, (1) All amounts included in the accounts for electric plant
acquired as an operating unit or system, except as otherwise provided in the texts of the intangible plant
accounts, shalt be stated at the cost incurred by the person who first devoted the property to utility
service. All other electric plant shall be included in the accounts at the cost incurred by the utility except
for property acquired by lease which qualifies as capital lease property under §1767.15 (s), Criteria for
Classifying Leases, and is recorded in Account 101.1, Property UnderCapital Lease, orAccount 120.6,
Nuclear Fuel Under Capital Leases. Where the term cost” is used in the detailed plant accounts, it shall
have the meaning stated in this paragraph (b).

(2) When the consideration given for property is other than cash, the value of such consideration shall
be determined on a cash basis (see, however, the definition of cost in §1767.10). In the entry recording
such transition, the actual consideration shall be described with sufficient particularity to identify it. The
utility shall be prepared to furnish RUS the particulars of its determination of the cash value of the Case No. 2012-00535
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consideration if other than cash.

(3) When property is purchased under a plan involving deferred payments, no charge shall be made to
the electric plant accounts for interest, insurance, or other expenditures occasioned solely by such form
of payment.

(4) The electric plant accounts shall not include the cost or other value of electric plant contributed to the
company. Contributions in the form of money or its equivalent toward the construction of electric plant
shall be credited to accounts charged with the cost of such construction. Plant constructed from
contributions of cash or its equivalent shall be shown as a reduction to gross plant constructed when
assembling cost data in work orders for posting to plant ledgers of accounts. The accumulated gross
costs of plant accumulated in the work order shall be recorded as a debit in the plant ledger of accounts
along with the related amount of contributions concurrently be recorded as a credit.

(c) Components of construction cost. The cost of construction properly includible in the electric plant
accounts shall include, where applicable, the direct and overhead costs as listed and defined hereunder:

(1) Contract work includes amounts paid for work performed under contract by other companies, firms,
or individuals, costs incident to the award of such contracts, and the inspection of such work.

(2) Labor includes the pay and expenses of employees of the utility engaged on construction work, and
related workmen’s compensation insurance, payroll taxes, and similar items of expense. It does not
include the pay and expenses of employees which are distributed to construction through clearing
accounts nor the pay and expenses included in other items hereunder.

(3) Materials and supplies includes the purchase price at the point of free delivery plus customs duties,
excise taxes, the cost of inspection, loading and transportation, the related stores expenses, and the
cost of fabricated materials from the utility’s shop. In determining the cost of materials and supplies used
for construction, proper allowance shall be made for unused materials and supplies, for materials
recovered from temporary structures used in performing the work involved, and for discounts allowed
and realized in the purchase of materials and supplies.

Note: The cost of individual items of equipment of small value (for example, $500 or less) or of
short life, including small portable tools and implements, shall not be charged to utility plant
accounts unless the correctness of the accounting therefor is verified by current inventories.
The cost shall be charged to the appropriate operating expense or clearing accounts,
according to the use of such items, or, if such items are consumed directly in constwction
work, the cost shall be included as part of the cost of the construction.

(4) Transportation includes the cost of transporting employees, materials and supplies, tools, purchased
equipment, and other work equipment (when not under own power) to and from points of construction. It
includes amounts paid to others as well as the cost of operating the utility’s own transportation
equipment. (See Item in paragraph (c)(5) of this section.)

(5) Special machine service includes the cost of labor (optional), materials and supplies, depreciation,
and other expenses incurred in the maintenance, operation and use of special machines, such as steam
shovels, pile drivers, derricks, ditchers, scrapers, material unloaders, and other labor saving machines;
also expenditures for rental, maintenance and operation of machines of others. It does not include the
cost of small tools and other individual items of small value or short life which are included in the cost of
materials and supplies. (See Item in paragraph (c)(3) of this section.) When a particular construction job
requires the use for an extended period of time of special machines, transportation or other equipment,
the net book cost thereof, less the appraised or salvage value at time of release from the job, shall be
include in the cost of construction.

(6) Shop service includes the proportion of the expense of the utility’s shop department assignable to
construction work except that the cost of fabricated materials from the utility’s shop shall be included in
“materials and supplies.”

(7) Protection includes the cost of protecting the utility’s property from fire or other casualties and the
cost of preventing damages to others, or to the property of others, including payments for discovery or
extinguishment of fires, cost of apprehending and prosecuting incendiaries, witness fees in relation
thereto, amounts paid to municipalities and others for fire protection, and other analogous items of
expenditures in connection with construction work.
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(8) Injuries and damages includes expenditures or losses in connection with construction work on
account of injuries to persons and damages to the property of others; also the cost of investigation of
and defense against actions for such injuries and damages. Insurance recovered or recoverable on
account of compensation paid for injuries to persons incident to construction shall be credited to the
account or accounts to which such compensation is charged. Insurance recovered or recoverable on
account of property damages incident to construction shall be credited to the account or accounts
charged with the cost of the damages.

(9) Privileges and permits includes payments for and expenses incurred in securing temporary
privileges, permits or rights in connection with construction work, such as for the use of private or public
property, streets, or highways, but it does not include rents, or amounts chargeable as franchises and
consents for which see Account 302, Franchises and Consents.

(10) Rents includes amounts paid for the use of construction quarters and office space occupied by
construction forces and amounts properly includible in construction costs for such facilities jointly used.

(11) Engineers and supervision includes the portion of the pay and expenses of engineers, surveyors,
draftsmen, inspectors, superintendents and their assistants applicable to construction work.

(12) General administration capitalized includes the portion of the pay and expenses of the general
officers and administrative and general expenses applicable to construction work.

(13) Engineering services includes amounts paid to other companies, firms, or individuals engaged by
the utility to plan, design, prepare estimates, supervise, inspect, or give general advice and assistance in
connection with construction work.

(14) Insurance includes premiums paid or amounts provided or reserved as self-insurance for the
protection against loss and damages in connection with construction, by fire or other casualty, injuries or
deaths of persons other than employees, damages to property of others, defalcation of employees and
agents, and the nonperformance of contractual obligations of others. It does not include workmen’s
compensation or similar insurance on employees included as “labor” in Item in paragraph (c)(2) of this
section.

(15) Law expenditures includes the general law expenditures incurred in connection with construction
and the court and legal costs directly related thereto, other than law expenses included in “Protection,”
Item in paragraph (c)(7) of this section, and in Injuries and damages, Item in paragraph (c)(8) of this
section.

(16) Taxes includes taxes on physical property (including land) during the period of construction and
other taxes properly includible in construction costs before the facilities become available for service.

(17) Allowance for funds used during construction includes the net cost for the period of construction of
borrowed funds used for construction purposes and a reasonable rate on other funds when so used, not
to exceed, without prior approval of RUS, allowances computed in accordance with the formula
prescribed in Item in paragraph (c)(17)(i) of this section. No allowance for funds used during construction
charges shall be included in these accounts upon expenditures for construction projects which have
been abandoned.

(i) The formula and elements for the computation of the allowance for funds used during construction
shall be:

AsS+d D iS
W D+P+C W

A
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Where:

A.=Gross allowance for borrowed funds used during construction rate.

A=Allowance for other funds used during construction rate.

S=Average short-term debt.

s=Short-term debt interest rate.

D=Long-term debt.

d=Long-term debt interest rate.

PPreferred stock.

p=Preferred stock cost rate.

C=Patronage capital assigned.

c=Entity’s incremental borrowing rate.

W=Average balance in construction work in progress plus nuclear fuel in process of
refinement, conversion, enrichment, and fabrication, less asset retirement costs related to
plant under constwction.

(ii) The rate shall be determined annually.

(A) The balance for long-term debt, preferred stock, and patronage capital assigned shall be the actual
book balances as of the end of the prior year.

(B) The cost rate for long-term debt and preferred stock shall be the weighted average cost.

(C) The cost rate for patronage capital assigned shall be the entity’s incremental borrowing rate.

(D) The short-term debt balances and related cost and the average balance for construction work in
progress plus nuclear fuel in process of refinement, conversion, enrichment, and fabrication shall be
estimated for the current year with appropriate adjustments as actual data becomes available.

Note: When only a portion of a plant or project is placed in operation or is completed and
ready for service but the construction work as a whole is incomplete, that part of the cost of
the property placed in operation or ready for service shall be treated as uElectric Plant in
Service,” and an allowance for funds used during construction thereon as a charge to
construction shall cease. Allowance for funds used during construction on that part of the cost
of the plant which is incomplete may continue to be charged to construction until such time as
it is placed in operation or is ready for service, except as limited in Item in paragraph (c)(1 7) of
this section.

(18) Earnings and expenses during construction. The earnings and expenses during construction shall
constitute a component of construction costs.

(i) The earnings shall include revenues received or earned for power produced by generating plants
during the construction period and sold or used by the utility.

(A) Where such power is sold to an independent purchaser before intermingling with power generated
by other plants, the credit shall consist of the selling price of the energy.

(B) Where the power generated by a plant under construction is delivered to the utility’s electric system Case No. 2012-00535
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for distribution and sale, or is delivered to an associated company, or is delivered to and used by the
utility for purposes other than distribution and sale (for manufacturing or industrial use, for example), the
credit shall be the fair value of the energy so delivered.

(C) Revenue shall also include rentals for lands, buildings, and other property, and miscellaneous
receipts not properly includible in other accounts.

(ii) Expenses shall consist of the cost of operating the power plant, and other costs incident to the
production and delivery of the power for which construction is credited under paragraph (c)f18)(i) of this
section, including the cost of repairs and other expenses of operating and maintaining lands, buildings,
and other property, and other miscellaneous and like expenses not properly includible in other accounts.

(19) Training costs. fi) When it is necessary that employees be trained to operate or maintain plant
facilities that are being constructed and such facilities are not conventional in nature, or are new to the
company’s operations, these costs may be capitalized as a component of construction cost.

(ii) Once plant is placed in service, the capitalization of training costs shall cease and subsequent
training costs shall be expensed. (See §1 767.17 (d).)

(20) Studies. fi) Studies include the costs of studies such as nuclear operational, safety, or seismic
studies, or environmental studies mandated by regulatory bodies relative to plant under construction.

(ii) Studies relative to facilities in service shall be charged to Account 183, Preliminary Survey and
Investigation Charges.

(21) Asset retirement. The costs recognized as a result of asset retirement obligations incurred during
the construction and testing of utility plant shall constitute a component of construction costs.

(d) Overhead construction costs. (1) All overhead construction costs, such as engineering, supervision,
general office salaries and expenses, construction engineering and supervision performed by others
than the accounting utility, law expenses, insurance, injuries and damages, relief and pensions, taxes
and interest, shall be charged to particular jobs or units on the basis of the amounts of such overheads
reasonably applicable thereto, to the end that each job or unit shall bear its equitable proportion of such
costs and that the entire cost of the unit, both direct and overhead, shall be deducted from the plant
accounts as the time the property is retired.

(2) As far as practicable, the determination of payroll charges includible in construction overheads shall
be based on time card distributions thereof.

(i) Where this procedure is impractical, special studies shall be made periodically of the time of
supervisory employees devoted to construction activities to the end that only such overhead costs as
have a definite relation to construction shall be capitalized.

(ii) The addition to direct construction cost of arbitrary percentages or amounts to cover assumed
overhead costs is not permitted.

(3) The records supporting the entries for overhead constructions costs shall be so kept as to show:

(i) The total amount of each overhead for each year;

(ii) The nature and amount of each overhead expenditure charged to each construction work order and
to each electric plant account; and

(iii) The bases of distribution of such costs.

(e) Electric plant purchased or sold. (1) When electric plant constituting an operating unit or system is
acquired by purchase, merger, consolidation, liquidation, or otherwise, after the effective date of this
system of accounts, the costs of acquisition, including expenses incidental thereto properly includible in
electric plant, shall be charged to Account 102, Electric Plant Purchased or Sold.

(2) The accounting for the acquisition shall then be completed as follows:
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(i) The original cost of plant, estimated if not known, shall be credited to Account 102, Electric Plant
Purchased or Sold, and concurrently charged to the appropriate electric plant in service accounts and to
Account 104, Electric Plant Leased to Others; Account 105, Electric Plant Held for Future Use; and
Account 107, Construction Work in Progress—Electric, as appropriate.

(ii) The depreciation and amortization applicable to the original cost of the properties purchased shall be
charged to Account 102, Electric Plant Purchased or Sold, and concurrently credited to the appropriate
account for accumulated provision for depreciation or amortization.

(iii) The cost to the utility of any property includible in Account 121, Nonutility Property, shall be
transferred thereto.

(iv) The amount remaining in Account 102, Electric Plant Purchased or Sold, shall then be closed to
Account 114, Electric Plant Acquisition Adjustments.

(3) If property acquired in the purchase of an operating unit or system is in such physical condition when
acquired that it is necessary to substantially rehabilitate it in order to bring the property up to the
standards of the utility, the cost of such work, except replacements, shall be accounted for as a part of
the purchase price of the property.

(4) When any property acquired as an operating unit or system includes duplicate or other plant which
will be retired by the accounting utility in the reconstruction of the acquired property or its consolidation
with previously owned property, the proposed accounting for such property shall be presented to RUS.

(5) In connection with the acquisition of electric plant constituting an operating unit or system, the utility
shall procure, if possible, all existing records relating to the property acquired or certified copies thereof,
and shall preserve such records in conformity with regulations or practices governing the preservation of
records of its own construction.

(6) When electric plant constituting an operating unit or system is sold, conveyed, or transferred to
another by sale, merger, consolidation, or otherwise, the book cost of the property sold or transferred to
another shall be credited to the appropriate utility plant accounts, including amounts carried in Account
114, Electric Plant Acquisition Adjustments, and the amounts (estimated if not known) carried with
respect thereto in the accounts for accumulated provision for depreciation and amortization and in
Account 252, Customer Advances for Construction, shall be charged to such accounts and contra
entries made to Account 102, Electric Plant Purchased or Sold. Unless otherwise ordered by RUS, the
difference, if any, between:

(i) The net amount of debits and credits, and

(ii) The consideration received for the property (less commissions and other expenses of making the
sale) shall be included in Account 421.1, Gain on Disposition of Property, or Account 421.2, Loss on
Disposition of Property. (See Account 102, Electric Plant Purchased or Sold.)

Note: In cases where existing utilities merge or consolidate because of financial or operating
reasons or statutory requirements rather than as a means of transferring title of purchased
properties to a new owner, the accounts of the constituent utilities, with the approval of RUS,
may be combined. In the event original cost has not been determined, the resulting utility shall
proceed to determine such cost as outlined herein.

(f) Expenditures on leased property. (1) The cost of substantial initial improvements (including repairs,
rearrangements, additions, and betterments) made in the course of preparing for utility service property
leased for a period of more than one year, and the cost of subsequent substantial additions,
replacements, or betterments to such property, shall be charged to the electric plant account appropriate
for the class of property leased.

(i) If the service life of the improvements is terminable by action of the lease, the cost, less net salvage,
of the improvements shall be spread over the life of the lease by charges to Account 404, Amortization
of Limited-Term Electric Plant.

(ii) If the service life is not terminated by action of the lease but by depreciation proper, the cost of the
improvements, less net salvage, shall be accounted for as depreciable plant. The provisions of (1) are
applicable to property leased under either capital leases or operating leases.
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(2) If improvements made to property eased for a period of more than one year are of relatively minorcost, or if the lease is for a period of not more than one year, the cost of the improvements shall becharged to the account in which the rent is included, either directly or by amortization thereof.

(g) Land and land rights. (1) The accounts for land and land rights shall include the cost of land owned infee by the utility and rights, interests, and privileges held by the utility in land owned by others, such asleaseholds, easements, water and water power rights, diversion rights, submersion rights, rights-of-way,and other like interests in land.

(i) Do not include in the accounts for land and land rights and rights-of-way costs incurred in connectionwith first clearing and grading of land and rights-of-way and the damage costs associated with theconstruction and installation of plant.

(ii) Such costs shall be included in the appropriate plant accounts directly benefited.

(2) Where special assessments for public improvements provide for deferred payments, the full amountof the assessments shall be charged to the appropriate land account and the unpaid balance shall becarried in an appropriate liability account.

(i) Interest on unpaid balances shall be charged to the appropriate interest account.

(ii) If any part of the cost of public improvements is included in the general tax levy, the amount thereofshall be charged to the appropriate tax account.

(3) The net profit from the sale of timber, cord wood, sand, gravel, other resources or other propertyacquired with the rights-of-way or other lands shall be credited to the appropriate plant accounts towhich related. Where land is held for a considerable period of time and timber and other naturalresources on the land at the time of purchase increase in value, the net profit (after giving effect to thecost of the natural resources) from the sale of timber or its products or other natural resources shall becredited to the appropriate utility operating income account when such land has been recorded inAccount 705, Electric Plant Held for Future Use, or classified as plant in service, otherwise to Account421, Miscellaneous Nonoperating Income.

(4) Separate entries shall be made for the acquisition, transfer, or retirement of each parcel of land, andeach land tight (except rights-of-way for distribution lines), or water right, having a life of more than oneyear.

(i) A record shall be maintained showing the nature of ownership, full legal description, area, mapreference, purpose for which used, city, county, and tax district on which situated, from whom purchasedor to whom sold, payment given or received, other costs, contract date and number, date of recording ofdeed, and book and page of record.

(ii) Entries transferring or retiring land or land rights shall refer to the original entry recording itsacquisition.

(5) Any difference between the amount received from the sale of land or land rights, less agents’commissions and other costs incident to the sale, and the book cost of such land or rights, shall beincluded in Account 417.6, Gains from Disposition of Utility Plant, or 411.7, Losses from Disposition ofUtility Plant, when such property has been recorded in Account 105, Electric Plant Held for Future Use,otherwise to Account 421.1, Gain on Disposition of Property, or 421.2, Loss on Disposition of Property,as appropriate, unless a reserve therefor has been authorized and provided. Appropriate adjustments ofthe accounts shall be made with respect to any structures or improvements located on land sold.

(6) The cost of buildings and other improvements (other than public improvements) shall not be includedin the land accounts. If, at the time of acquisition of an interest in land, such interest extends to buildingsor other improvements (other than public improvements) which are then devoted to utility operations, theland and improvements shall be separately appraised and a cost allocated to land and buildings orimprovements on the basis of the appraisals. If the improvements are removed or wrecked without beingused in operations, the cost of removing or wrecking shall be charged and the salvage credited to theaccount in which the cost of land is recorded.

(7) When the purchase of land for electric operations requires the purchase of more land than neededfor such purposes, the charge to the specific land account shall be based upon the cost of the landpurchased, less the fair market value of that portion of the land which is not to be used in utility
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operations. The portion of the cost measured by the fair market value of the land not to be used shall be
included in Account 105, Electric Plant Held for Future Use, or Account 121, Nonutility Property, as
appropriate.

(8) Provisions shall be made for amortizing amounts carried in the accounts for limited-term interest in
land so as to apportion equitably the cost of each interest over the life thereof. (See Account 111,
Accumulated Provision for Amortization of Electric Utility Plant, and Account 404, Amortization of
Limited-Term Electric Plant.)

(9) The items of cost to be included in the accounts for land and land rights are as follows:

(i) Bulkheads, buried, not requiring maintenance or replacement;

(ii) First cost of acquisition including mortgages and other liens assumed (but not subsequent interest
thereon);

(iii) Condemnation proceedings, including court and counsel costs;

(iv) Consents and abutting damages;

(v) Conveyancers’ and notaries’ fees;

(vi) Fees, commissions, and salaries to brokers, agents, and other in connection with the acquisition of
the land or land rights;

(vii) Leases, cost of voiding upon purchase to secure possession of land;

(viii) Removing, relocating, or reconstructing property of others, such as buildings, highways, railroads,
bridges, cemeteries, churches, telephone and power lines, etc., in order to acquire quiet possession;

(ix) Retaining walls unless identified with structures;

(x) Special assessments levied by public authorities for public improvements on the basis of benefits for
new roads, new bridges, new sewers, new curbing, new pavements, and other public improvements, but
not taxes levied to provide for the maintenance of such improvements;

(xi) Surveys in connection with the acquisition, but not amounts paid for topographical surveys and maps
where such costs are attributable to structures or plant equipment erected or to be erected or installed
on such land;

(xii) Taxes assumed, accrued to date of transfer of title;

(xiii) Title, examining, clearing, insuring, and registering in connection with the acquisition and defending
against claims relating to the period prior to the acquisition;

(xiv) Appraisals prior to closing title;

(xv) Cost of dealing with distributees or legatees residing outside of the state or county, such as
recording power of attorney, recording will or exemplification of will, recording satisfaction of state tax;

(xvi) Filing satisfaction of mortgage;

(xvii) Documentary stamps;

(xviii) Photographs of property at acquisition;

(xix) Fees and expenses incurred in the acquisition of water rights and grants;

(xx) Cost of fill to extend bulkhead line over land under water, where riparian rights are held, which is not
occasioned by the erection of a structure;
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(xxi) Sidewalks and curbs constructed by the utility on public property; and

(xxii) Labor and expenses in connection with securing rights of way, where performed by company
employees and company agents.

(h) Structures and improvements. (1) The accounts for structures and improvements shall include the
cost of all buildings and facilities to house, support, or safeguard property or persons, including all
fixtures permanently attached to and made a part of buildings and which cannot be removed therefrom
without cutting into the walls, ceilings, or floors, or without in some way impairing the buildings, and
improvements of a permanent character on or to land.

(2) Also include those costs incurred in connection with the first clearing and grading of land and rights-
of-way and the damage costs associated with construction and installation of plant.

(3) The cost of specially provided foundations not intended to outlast the machinery or apparatus for
which provided, and the cost of angle irons, and castings installed at the base of an item of equipment,
shall be charged to the same account as the cost of the machinery, apparatus, or equipment.

(4) Minor buildings and structures, such as valve towers, patrolmen’s towers, telephone stations, fish
and wildlife, and recreation facilities which are used directly in connection with or form a part of a
reservoir, dam or waterway shall be considered a part of the facility in connection with which constructed
or operated and the cost thereof accounted for accordingly.

(5) Where furnaces and boilers are used primarily for furnishing steam for some particular department
and only incidentally for furnishing steam for heating a building and operating the equipment therein, the
entire cost of such furnaces and boilers shall be charged to the appropriate plant account, and no part to
the building account.

(6) Where the structure of a dam forms also the foundation of the power plant building, such foundation
shall be considered a part of the dam.

(7) The cost of disposing of materials excavated in connection with construction of structures shall be
considered as a part of the cost of such work, except when such material is used for filling, the cost of
loading, hauling, and dumping shall be equitably apportioned between the work in connection with which
the removal occurs and the work in connection with which the material is used; and when such material
is sold, the net amount realized from such sales shall be credited to the work in connection with which
the removal occurs. If the amount realized from the sale of excavated materials exceeds the removal
costs and the costs in connection with the sale, the excess shall be credited to the land account in which
the site is carried.

(8) Lighting or other fixtures temporarily attached to building for purposes of display or demonstration
shall not be included in the cost of the building but in the appropriate equipment account.

(9) The items of cost to be included in the accounts for structures and improvements are as follows:

(i) Architects’ plans and specifications including supervision;

(ii) Ash pits (when located within the building);

(Hi) Athletic field structures and improvements;.

(iv) Boilers, furnaces, piping, wiring, fixtures, and machinery for heating, lighting, signaling, ventilating,
and air conditioning systems, plumbing, vacuum cleaning systems, incinerator and smoke pipe, flues,
etc;

(v) Bulkheads, including dredging, riprap fill, piling, decking, concrete, fenders, etc., when exposed and
subject to maintenance and replacement;

(vi) Chimneys;

(vH) Coal bins and bunkers;
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(viii) Commissions and fees to brokers, agents, architects and others;

(ix) Conduit (not to be removed) with its contents;

(x) Damages to abutting property during construction;

(xi) Docks;

(xii) Door checks and door stops;

(xiii) Drainage and sewerage systems;

(xiv) Elevators, cranes, hoists, etc., and the machinery for operating them;

(xv) Excavation, including shoring, bracing, bridging, refill and disposal of excess excavated material,
cofferdams around foundation, pumping water from cofferdams during construction and test borings;

(xvi) Fences and fence curbs (not including protective fences isolating items of equipment, which shall
be charged to the appropriate equipment accounts);

(xvii) Fire protection systems when forming a part of a structure;

(xviii) Flagpole;

(xix) Floor covering (permanently attached);

(xx) Foundations and piers for machinery, constructed as a permanent part of a building or other item
listed herein;

(xxi) Grading and clearing when directly occasioned by the building of a structure;

(xxii) Intrasite communication system, poles, pole fixtures, wires, and cable;

(xxiii) Landscaping, lawns, shrubbery, etc.;

(xxiv) Leases, voiding upon purchase to secure possession of structures;

(xxv) Leased property, expenditures on;

(xxvi) Lighting fixtures and outside lighting system;

(xxvii) Mailchutes when part of a building;

(xxviii) Marquee, permanently attached to the building;

(xxix) Painting, first cost;

(xxx) Permanent paving, concrete, brick, flagstone, asphalt, etc., within the property lines;

(xxxi) Partitions, including movable;

(xxxii) Permits and privileges;

(xxxiii) Platforms, railings and gratings when constructed as a part of a structure;

(xxxiv) Power boards for services to a building;

(xxxv) Refrigerating systems for general use;
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(xxxvi) Retaining walls except when identified with land;

(xxxvii) Roadways, railroads, bridges, and trestles intrasite except railroads provided for in equipment
accounts;

(xxxviii) Roofs;

(xxxix) Scales, connected to and forming a part of a structure;

(xl) Screens;

(xli) Sewer systems, for general use;

(xlii) Sidewalks, culverts, curbs and streets constructed by the utility on its property;

(xliii) Sprinkling systems;

(xliv) Sump pumps and pits;

(xlv) Stacks—brick, steel, or concrete, when set on foundation forming part of general foundation and
steelwork of a building;

(xlvi) Steel inspection during construction;

(xlvii) Storage facilities constituting a part of a building;

(xlviii) Storm doors and windows;

(xlix) Subways, areaways, and tunnels, directly connected to and forming part of a structure;

(I) Tanks, constructed as part of a building or as a distinct structural unit;

(Ii) Temporary heating during construction (net cost);

(lii) Temporary water connection during construction (net cost);

(liii) Temporary shanties and other facilities used during construction (net cost);

(liv) Topographical maps;

(lv) Tunnels, intake and discharge, when constructed as part of a structure, including sluice gates, and
those constructed to house mains;

(lvi) Vaults constructed as part of a building;

(lvii) Watchmen’s sheds and clock systems (net cost when used during construction only);

(lviii) Water basins or reservoirs;

(lix) Water front improvements;

(lx) Water meters and supply system for a building or for general company purposes;

(lxi) Water supply piping, hydrants, and wells;

(IxU) Wharves;

(lxiii) Window shades and ventilators;
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(lxiv) Yard drainage system;

(lxv) Yard lighting system; and

(lxvi) Yard surfacing, gravel, concrete, or oil (First cost only).

Note: Structures and improvements accounts shall be credited with the cost of coal bunkers,
stacks, foundations, subways, and tunnels, the use of which has terminated with the removal
of the equipment with which they are associated even though they have not been physically
removed.

(i) Equipment. (1) The cost of equipment chargeable to the electric plant accounts, unless otherwise
indicated in the text of an equipment account, includes the net purchase price thereof, sales taxes,
investigation and inspection expenses necessary to such purchase, expenses of transportation when
borne by the utility, labor employed, materials, and supplies consumed, and expenses incurred by the
utility in unloading and placing the equipment in readiness to operate.

(2) Also include those costs incurred in connection with the first clearing and grading of land and rights-
of-way and the damage costs associated with construction and installation of plant.

(3) Exclude from equipment accounts hand and other portable tools, which are likely to be lost or stolen
or which have relatively small value (for example, $500 or less) or short life, unless the correctness of
the accounting therefor as electric plant is verified by current inventories.

(i) Special tools acquired and included in the purchase price of equipment shall be included in the
appropriate plant accounts.

ii) Portable drills and similar tool equipment when used in connection with the operation and
maintenance of a particular plan or department, such as production, transmission, or distribution or in
“stores”, shall be charged to the plant accounts appropriate for their use.

(4) The equipment accounts shall include angle irons and similar items which are installed at the base of
an item of equipment, but piers and foundations which are designed to be as permanent as the buildings
which house the equipment, or which are constructed as a part of the building and which cannot be
removed without cutting into the walls, ceilings, or floors or, without in some way impairing the building,
shall be included in the building accounts.

(5) The equipment accounts shall include the necessary costs of testing or running a plant or parts
thereof during an experimental or test period prior to such plant becoming ready for or placed in service.

(i) The utility shall furnish RUS with full particulars of and justification for any test or experimental run
extending beyond a period of 120 days for nuclear plant, and a period of 90 days for all other plant.

(ii) Such particulars shall include a detailed operational and downtime log showing days of production,
gross kilowatts generated by hourly increments, types, and periods of outages by hours with explanation
thereof, beginning with the first date the equipment was either tested or synchronized on the line to the
end of the test period.

(6) The cost of efficiency or other tests made subsequent to the date equipment becomes available for
service shall be charged to the appropriate expense accounts, except that tests to determine whether
equipment meets the specifications and requirements as to efficiency, or performance guaranteed by
manufacturers, made after operations have commenced and within the period specified in the
agreement or contract of purchase, may be charged to the appropriate electric plant accounts.

(j) Additions and retirements of electric plant. (1) For the purpose of avoiding undue refinement in
accounting for additions to and retirements and replacements of electric plant, all property shall be
considered as consisting of retirement units and minor items of property.

(2) The addition and retirement of retirement units shall be accounted for as follows:

(i) When a retirement unit is added to electric plant, the cost thereof shall be added to the appropriate
electric plant account, except that when units are acquired in the acquisition of any electric plant
constituting an operating system, they shall be accounted for as provided in paragraph (e) of this Case No. 2012-00535
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section.

(ii) When a retirement unit is retired from electric plant, with or without replacement, the book costthereof shall be credited to the electric plant account in which it is included, determined in the mannerset forth in Item in paragraph (j)(4) of this section. If the retirement unit is of a depreciable class, thebook cost of the unit retired and credited to electric plant shall be charged to the accumulated provisionfor depreciation applicable to such property. The cost of removal and the salvage shall be charged orcredited, as appropriate, to such depreciation account.

(3) The addition and retirement of minor items of property shall be accounted for as follows:

fi) When a minor item of property which did not previously exist is added to plant, the cost thereof shallbe accounted for in the same manner as for the addition of a retirement unit, as set forth in Item inparagraph (j)(2)(i) of this section, if a substantial addition results, otherwise the charge shall be to theappropriate maintenance expense account.

(ii) When a minor item of property is retired and not replaced, the book cost thereof shall be credited tothe electric plant account in which it is included; and, in the event the minor item is a part of depreciableplant, the account for accumulated provision for depreciation shall be charged with the book cost andcost of removal and credited with the salvage. If, however, the book cost of the minor item retired andnot replaced has been or will be accounted for by its inclusion in the retirement unit of which it is a partwhen such unit is retired, no separate credit to the property account is required when such minor item isretired.

(iii) When a minor item of depreciable property is replaced independently of the retirement unit of whichit is a part, the cost of replacement shall be charged to the maintenance account appropriate for theitem, except that if the replacement effects a substantial betterment (the primary aim of which is to makethe property affected more useful, more efficient, of greater durability, or of greater capacity), the excesscost of the replacement over the estimated cost at current prices of replacing without betterment shall becharged to the appropriate electric plant accounts.

(4) The book cost of electric plant retired shall be the amount at which such property is included in theelectric plant accounts, including all components of construction costs. The book cost shall be
determined from the utility’s records and if this cannot be done, it shall be estimated. When it is
impracticable to determine the book cost of each unit, due to the relatively large number or small costthereof, an appropriate average book cost of the units with due allowance for any differences in size andcharacter, shall be used as the book cost of the units retired.

(5) The book cost of land retired shall be credited to the appropriate land accounts. If the land is sold,the difference between the book cost (less any accumulated provision for depreciation or amortizationtherefore which has been authorized and provided) and the sale price of the land (less commissions andother expenses of making the sale) shall be recorded in Account 411.6, Gains from Disposition of UtilityPlant, or Account 411.7, Losses from Disposition of Utility Plant, when the property has been recorded inAccount 105, Electric Plant Held for Future Use, otherwise to Accounts 421.1, Gain on Disposition ofProperty, or 421.2, Loss on Disposition of Property, as appropriate. If the land is not used in utility
service but is retained by the utility, the book cost shall be charged to Account 105, Electric Plant Heldfor Future Use, or Account 121, Nonutility Property, as appropriate.

(6) The book cost less net salvage of depreciable electric plant retired shall be charged in its entirety toAccount 108, Accumulated Provision for Depreciation of Electric Utility Plant in Service. Any amountswhich, by approval or order of RUS, are charged to Account 182.1, Extraordinary Property Losses, shallbe credited to Account 108.

(7) The accounting for the retirement of amounts included in Account 302, Franchises and Consents,
and Account 303, Miscellaneous Intangible Plant, and the items of limited-term interest in land included
in the accounts for land and land rights, shall be as provided for in the text of Account 111, AccumulatedProvision for Amortization of Electric Utility Plant in Service; Account 404, Amortization of Limited-TermElectric Plant; and Account 405, Amortization of Other Electric Plant.

(k) Work order and property record system required. (1) Each utility shall record all construction andretirements of electric plant by means of work orders or job orders. Separate work orders may beopened for additions to and retirements of electric plant or the retirements may be included with theconstruction work order, provided, however, that all items relating to the retirements shall be kept
separate from those relating to construction and provided, further, that any maintenance costs involved
in the work shall likewise be segregated.
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(2) Each utility shall keep its work order system so as to show the nature of each addition to or
retirement of electric plant, the total cost thereof, the source or sources of costs, and the electric plant
account or accounts to which charged or credited. Work orders covering jobs of short duration may be
cleared monthly.

(3) Each utility shall maintain records in which, for each plant account, the amounts of the annual
additions and retirements are classified so as to show the number and cost of the various record units or
retirement units.

(I) Transfers of property. When property is transferred from one electric plant account to another, from
one utility department to another, such as from electric to gas, from one operating division or area to
another, to or from Account 101, Electric Plant in Service; Account 104, Electric Plant Leased to Others;
Account 105, Electric Plant Held for Future Use, and Account 121, Nonutility Property, the transfer shall
be recorded by transferring the original cost thereof from the one account, department, or location to the
other. Any related amounts carried in the accounts for accumulated provision for depreciation or
amortization shall be transferred in accordance with the segregation of such accounts.

(m) Common utility plant. (1) If the utility is engaged in more than one utility service, such as electric,
gas, and water, and any of its utility plant is used in common for several utility services or for other
purposes to such an extent and in such manner that it is impracticable to segregate it by utility services
currently in the accounts, such property, with the approval of RUS, may be designated and classified as
“common utility plant.”

(2) The book amount of utility plant designated as common plant shall be included in Account 118, Other
Utility Plant, and if applicable in part to the electric department, shall be segregated and accounted for in
subaccounts as electric plant is accounted for in Accounts 101 to 107, inclusive, and electric plant
adjustments in Account 116, Other Electric Plant Adjustments; any amounts classifiable as common
plant acquisition adjustments or common plant adjustments shall be subject to disposition as provided in
Paragraphs C and B of Accounts 114 and 116, respectively, for amounts classified in those accounts.
The original cost of common utility plant in service shall be classified according to the detailed utility
plant accounts appropriate for the property.

(3) The utility shall be prepared to show, at any time, and to report to RUS annually, or more frequently,
if required, and by utility plant accounts (301 to 399) the book cost of common utility plant, the allocation
of such cost to the respective departments using the common utility plant, and the basis of the
allocation.

(4) The accumulated provision for depreciation and amortization of the utility shall be segregated so as
to show the amount applicable to the property classified as common utility plant.

(5) The expenses of operation, maintenance, rents, depreciation and amortization of common utility
plant shall be recorded in the accounts prescribed herein, but designated as common expenses, and the
allocation of such expenses to the departments using the common utility plant shall be supported in such
manner as to reflect readily the basis of allocation used.

(n) Transmission and distribution plant. For the purpose of this system of accounts:

(1) Transmission system is all land, conversion structures, and equipment employed at a primary source
of supply (i.e. generating station, or point of receipt in the case of purchased power) to change the
voltage or frequency of electricity for the purpose of its more efficient or convenient transmission; all
land, structures, lines, switching and conversion stations, high tension apparatus, and their control and
protective equipment between a generating or receiving point and the entrance to a distribution center or
wholesale point; and all lines and equipment whose primary purpose is to augment, integrate or tie
together the sources of power supply.

(2) Distribution system is all land, structures, conversion equipment, lines, line transformers, and other
facilities employed between the primary source of supply (i.e. generating station, or point of receipt in the
case of purchased power) and of delivery to customers, which are not includible in transmission system,
as defined in Item in paragraph (n)(1) of this section, whether or not such land, structures, and facilities
are operated as part of a transmission system or as part of a distribution system.

Note: Stations which change electricity from transmission to distribution voltage shall be
classified as distribution stations.
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(3) Where poles or towers support both transmission and distribution conductors, the poles, towers,
anchors, guys, and rights-of-way shall be classified as transmission system. The conductors, cross-
arms, braces, grounds, tiewire, and insulators shall be classified as transmission or distribution facilities,
according to the purpose for which used.

(4) Where underground conduit contains both transmission and distribution conductors, the underground
conduit and right-of-way shall be classified as distribution system. The conductors shall be classified as
transmission or distribution facilities according to the purpose for which used.

(5) Land (other than rights-of-way) and structures used jointly for transmission and distribution purposes
shall be classified as transmission or distribution according to the major use thereof.

(o) Hydraulic production plant. For purpose of this system of accounts hydraulic production plant is all
land and land rights, structures and improvements used in connection with hydraulic power generation,
reservoirs, dams and waterways, water wheels, turbines, generators, accessory electric equipment,
roads, railroads, and bridges and structures and improvements used in connection with fish and wildlife,
and recreation.

(p) Nuclear fuel records required. Each utility shall keep all the necessary records to support the entries
to the various nuclear fuel plant accounts classified under Assets and Other Debits,” Utility Plant
Accounts 120.1 through 120.5, inclusive; Account 518, Nuclear Fuel Expense; and Account 157,
Nuclear Materials Held for Sale. These records shall be so kept as to readily furnish the basis of the
computation of the net nuclear fuel costs.

[58 FR 59825, Nov. 10, 1993, as amended at 73 FR 30281, May 27, 2008]

§ 1767.17 Operating expense instructions.

(a) Supeivision and engineering. The supervision and engineering includible in the operating expense
accounts shall consist of the salary, employee pensions and benefits, social security and other payroll
taxes, injuries and damages, and other expenses of superintendents, engineers, clerks, other
employees, and consultants engaged in supervising and directing the operation and maintenance of
each utility function. Whenever allocations are necessary in order to arrive at the amount to be included
in any account, the method and basis of allocation shall be reflected by underlying records.

(1) Labor items:

(i) Special tests to determine efficiency of equipment operation;

(ii) Preparing or reviewing budgets, estimates, and drawings relating to operation or maintenance for
departmental approval;

(iii) Preparing instructions for operations and maintenance activities;

(iv) Reviewing and analyzing operating results;

fv) Establishing organizational setup of departments and executing changes therein;

(vi) Formulating and reviewing routines of departments and executing changes therein;

(vii) General training and instruction of employees by supervisors whose pay is chargeable hereto.
Specific instructions and training in a particular type of work is chargeable to the appropriate functional
account (See paragraph (c)(1 9) of this section); and

(viii) Secretarial work for supervisory personnel, but not general clerical and stenographic work
chargeable to other accounts.

(2) Expense items:
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fi) Employee pensions and benefits;

(ii) Social security and other payroll taxes;

(iii) Injuries and damages;

(iv) Consultants’ fees and expenses; and

(v) Meals, traveling, and incidental expenses.

(b) Maintenance. (1) The cost of maintenance chargeable to the various operating expense and clearing
accounts includes labor, employee pensions and benefits, social security and other payroll taxes,
injuries and damages, materials, overheads, and other expenses incurred in maintenance work. A list of
work operations applicable generally to utility plant is included in this paragraph (b). Other work
operations applicable to specific classes of plant are listed in functional maintenance expense accounts.

(2) Materials recovered in connection with the maintenance of property shall be credited to the same
account to which the maintenance cost was charged.

(3) If the book cost of any property is carried in Account 102, Electric Plant Purchased or Sold, the cost

of maintaining such property shall be charged to the accounts for maintenance of property of the same
class and use, the book cost of which is carried in other electric plant in service accounts. Maintenance

of property leased from others shall be treated as provided in paragraph (c) of this section.

(4) Items:

(i) Direct field supervision of maintenance;

(ii) Inspecting, testing, and reporting on condition of plant specifically to determine the need for repairs,
replacements, rearrangements, and changes and inspecting and testing the adequacy of repairs which
have been made;

(iii) Work performed specifically for the purpose of preventing failure, restoring serviceability or
maintaining life of plant;

(iv) Rearranging and changing the location of plant not retired;

(v) Repairing for reuse materials recovered from plant;

(vi) Testing for, locating, and clearing trouble;

(vii) Net cost of installing, maintaining, and removing temporary facilities to prevent interruptions in
service; and

(viii) Replacing or adding minor items of plant which do not constitute a retirement unit.

(c) Rents. (1) The rent expense accounts provided under the several functional groups of expense

accounts shall include all rents, including taxes paid by the lessee on leased property, for property used

in utility operations, except minor amounts paid for occasional or infrequent use of any property or

equipment and all amounts paid for use of equipment that, if owned, would be includible in plant
Accounts 391 to 398 inclusive, which shall be treated as an expense item and included in the
appropriate function account and rents which are chargeable to clearing accounts, and distributed

therefrom to the appropriate account.

(2) If rents cover property used for more than one function such as production and transmission, or by

more than one department, the rents shall be apportioned to the appropriate rent expense or clearing
accounts of each department on an actual, or if necessary, an estimated basis.

(3) When a portion of property or equipment rented from others for use in connection with utility

operations is subleased, the revenue derived from such subleasing shall be credited to the rent revenue
account in operating revenues; provided, however, that in case the rent was charged to a clearing

account, amounts received from subleasing the property shall be credited to such clearing account. Case No. 2012-00535
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(4) The cost, when incurred by the lessee, of operating and maintaining leased property, shall be
charged to the accounts appropriate for the expense if the property were owned.

(5) The cost incurred by the lessee of additions and replacements to electric plant leased from others
shall be account for as provided in §1767.16 (0.

(d) Training costs. (1) When it is necessary that employees be trained to specifically operate or maintain
plant facilities that are being constructed, the related costs shall be accounted for as a current operating
and maintenance expense.

(2) These expenses shall be charged to the appropriate functional accounts currently as they are
incurred.

(3) When the training costs involved relate to facilities which are not conventional in nature, or are new
to the company’s operations, see §1 767.16 (c)(19), for the accounting.

[58 FR 59825, Nov. 10, 1993, as amended at 62 FR 42290, Aug. 6, 1997]

§ 1767.18 Assets and other debits.

J2

The asset and other debits accounts identified in this section shall be used by all RUS borrowers.

Assets and Other Debits

Utility Plant

101 Electric Plant in Service

101.1 Property Under Capital Leases

102 Electric Plant Purchased or Sold

103 Experimental Electric Plant Unclassified

104 Electric Plant Leased to Others

105 Electric Plant Held for Future Use

106 Completed Construction not Classified—Electric

107 Construction Work in Progress—Electric

107.1 Construction Work in Progress—Contract

107.2 Construction Work in Progress—Force Account

107.3 Construction Work in Progress—Special Equipment

108 Accumulated Provision for Depreciation of Electric Utility Plant

108.1 Accumulated Provision for Depreciation of Steam Production Plant

108.2 Accumulated Provision for Depreciation of Nuclear Production Plant

108.3 Accumulated Provision for Depreciation of Hydraulic Production Plant Case No. 2012-00535
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106.4 Accumulated Provision for Depreciation of Other Production Plant

108.5 Accumulated Provision for Depreciation of Transmission Plant

108.6 Accumulated Provision for Depreciation of Distribution Plant

108.7 Accumulated Provision for Depreciation of General Plant

1 08.8 Retirement Work in Progress

108.9 Accumulated Provision for Depreciation of Asset Retirement

109—110 [Reserved]

111 Accumulated Provision for Amortization of Electric Utility Plant

112—113 [Reserved]

114 Electric Plant Acquisition Adjustments

1 15 Accumulated Provision for Amortization of Electric Plant Acquisition Adjustments

116 Other Electric Plant Adjustments

1 18 Other Utility Plant

119 Accumulated Provision for Depreciation and Amortization of Other Utility Plant

120.1 Nuclear Fuel in Process of Refinement, Conversion, Enrichment, and Fabrication

120.2 Nuclear Fuel Materials and Assemblies—Stock Account

120.3 Nuclear Fuel Assemblies in Reactor

120.4 Spent Nuclear Fuel

120.5 Accumulated Provision for Amortization of Nuclear Fuel Assemblies

120.6 Nuclear Fuel Under Capital Leases

Other Property and Investments

121 Nonutility Property

122 Accumulated Provision for Depreciation and Amortization of Nonutility Property

123 Investment in Associated Companies

123.1 Patronage Capital from Associated Cooperatives

123.3 Investment in Associated Organizations—Federal Economic Development Loans

123.4 Investment in Associated Organizations—Non-Federal Economic Development Loans

123.11 Investment in Subsidiary Companies
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123.21 Subscriptions to Capital Term Certificates—Supplemental Financing

123.22 Investments in Capital Term Certificates—Supplemental Financing

123.23 Other Investments in Associated Organizations

124 Other Investments

124.1 Other Investments—Federal Economic Development Loans

124.2 Other Investments—Non-Federal Economic Development Loans

125 Sinking Funds

126 Depreciation Fund

128 Other Special Funds

Current and Accrued Assets

131 Cash

131.1 Cash—General

131.2 Cash—Construction Fund—Trustee

131.3 Cash—Installation Loan and Collection Fund

131.4 Transfer of Cash

131.12 Cash—General—Economic Development Loan Funds

131.13 Cash—General—Economic Development Grant Funds

131.14 Cash—General—Economic Development Non-Federal Revolving Funds

132 Interest Special Deposits

133 Dividend Special Deposits

134 Other Special Deposits

135 Working Funds

136 Temporary Cash Investments

141 Notes Receivable

141.1 Accumulated Provision for Uncollectible Notes—Credit

142 Customer Accounts Receivable

142.1 Customer Accounts Receivable—Electric

142.2 Customer Accounts Receivable—Other
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143 Other Accounts Receivable

144 Accumulated Provision for Uncollectible Accounts—Credit

144.1 Accumulated Provision for Uncollectible Customer Accounts—Credit

144.2 Accumulated Provision for Uncollectible Merchandising Accounts—Credit

144.3 Accumulated Provision for Uncollectible Accounts, Officers and Employees—Credit

144.4 Accumulated Provision for Other Uncollectible Accounts—Credit 145 Notes Receivable
from Associated Companies

145 Notes Receivable from Associated Companies

146 Accounts Receivable from Associated Companies

151 Fuel Stock

152 Fuel Stock Expenses Undistributed

153 Residuals

154 Plant Materials and Operating Supplies

155 Merchandise

156 Other Materials and Supplies

157 Nuclear Materials Held for Sale

158.1 Allowance Inventory

158.2 Allowances Withheld

163 Stores Expense Undistributed

165 Prepayments

165.1 Prepayments—lnsurance

165.2 Other Prepayments

171 Interest and Dividends Receivable

172 Rents Receivable

173 Accrued Utility Revenues

174 Miscellaneous Current and Accrued Assets

175 Derivative Instrument Assets

176 Derivative Instrument Assets—Hedges
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Deferred Debits

181 Unamortized Debt Expense

182.1 Extraordinary Property Losses

182.2 Unrecovered Plant and Regulatory Study Costs

182.3 Other Regulatory Assets

183 Preliminary Survey and Investigation Charges

184 Clearing Accounts

184.1 Transportation Expense—Clearing

184.2 Clearing Accounts—Other

185 Temporary Facilities

186 Miscellaneous Deferred Debits

187 Deferred Losses from Disposition of Utility Plant

188 Research, Development, and Demonstration Expenditures

189 Unamortized Loss on Reacquired Debt

190 Accumulated Deferred Income Taxes

Assets and Other Debits

Utility Plant

101 Electric Plant in Service

A. This account shall include the original cost of electric plant, included in Accounts 301 to
399, prescribed herein, owned and used by the utility in its electric utility operations, and
having an expectation of life in service of more than one year from date of installation,
including such property owned by the utility but held by nominees.

B. (See also Account 106 for unclassified construction costs of completed plant actually in
service.)

C. The cost of additions to and betterments of property leased from others, which are
includible in this account, shall be recorded in subdivisions separate and distinct from those
relating to owned property. (See §1767.16 (f).)

101.1 Property Under Capital Leases

A. This account shall include the amount recorded under capital leases for plant leased from
others and used by the utility in its utility operations.

B. The electric property included in this account shall be classified separately according to the
detailed accounts (301 to 399) prescribed for electric plant in service.
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C. Records shall be maintained with respect to each capital lease reflection:

(1) Name of lessor, (2) basic details of lease, (3) terminal date, (4) original cost or fair market
value of property leased, (5) future minimum lease payments, (6) executory costs, (7) present
value of minimum lease payments, (8) the amount representing interest and the interest rate
used, and (9) expenses paid. Records shall also be maintained for plant under a lease, to
identify the asset retirement obligation and cost originally recognized for each lease and the
periodic charges and credits made to the asset retirement obligations and asset retirement
costs.

102 Electric Plant Purchased or Sold

A. This account shall be charged with the cost of electric plant acquired as an operating unit

or system by purchase, merger, consolidation liquidation, or otherwise, and shall be credited
with the selling price of like property transferred to others pending the distribution to
appropriate accounts in accordance with §1 767.16 (e).

B. Within 6 months from the date of acquisition or sale of property recorded herein, the
borrower shall file with RUS the proposed journal entries to clear from this account the
amounts recorded herein.

103 Experimental Electric Plant Unclassified

A. This account shall include the cost of electric plant which was constructed as a research,
development, and demonstration plant under the provisions of Paragraph C, Account 107,
Construction Work in Progress—Electric, and due to the nature of the plant, it is desirous to
operate it for a period of time in an experimental status.

B. Amounts in this account shall be transferred to Account 101, Electric Plant in Service, or
Account 121, Nonutility Property, as appropriate when the project is no longer considered as
experimental.

C. The depreciation on property in this account shall be charged to Account 403.8,
Depreciation Expense, for asset retirement costs, as appropriate, and credited to Account
108, Accumulated Provision for Depreciation of Electric Utility Plant. The amounts herein shall
be depreciated over a period which would correspond to the estimated useful life of the
relevant project considering the characteristics involved. However, when projects are
transferred to Account 101, Electric Plant in Service, a new depreciation rate based upon the
remaining service life and undepreciated amounts, will be established.

D. Records shall be maintained with respect to each unit of experiment so that full details may
be obtained as to the cost, depreciation, and the experimental status.

E. Should it be determined that experimental plant recorded in this account will fail to
satisfactorily perform its function, the costs thereof shall be accounted for as directed or
authorized by RUS.

104 Electric Plant Leased to Others

A. This account shall include the original cost of electric plant owned by the utility, but leased

to others as operating units or systems, where the lessee has exclusive possession.

B. The property included in this account shall be classified according to the detailed accounts

(301 to 399) prescribed for electric plant in service and this account shall be maintained in
such detail as though the property were used by the owner in its utility operations.

105 Electric Plant Held for Future Use
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A. This account shall include the original cost of electric plant (except land and land rights)
owned and held for future use in electric service under a definite plan for such use, to include:
(1) Property acquired (except land and land rights) but never used by the utility in electric
service, but held for such service in the future under a definite plan, and (2) property (except
land and land rights) previously used by the utility in service but retired from such service and
held pending its reuse in the future, under a definite plan, in electric service.

B. This account shall also include the original cost of land and land rights owned and held for
future use in electric service under a plan for such use, to include land and land rights: (1)
Acquired but never used by the utility in electric service, but held for such service in the future
under a plan, and (2) previously held by the utility in service, but retired from such service and
held pending its reuse in the future under a plan, in electric service. (See §1767.16 (g).)

C. In the event that property recorded in this account shall no longer be needed or appropriate
for future utility operations, the borrower shall notify RUS of such condition and request
approval of journal entries to remove such property from this account.

D. Gains or losses from the sale of land and land rights or other disposition of such property
previously recorded in this account and not placed in utility service shall be recorded directly
in Accounts 411.6 or 411 .7, as appropriate, except when determined to be significant by RUS.
Upon such a determination, the amounts shall be transferred to Account 256, Deferred Gains
from Disposition of Utility Plant, or Account 187, Deferred Losses from Disposition of Utility
Plant, and amortized to Account 411.6, Gains from Disposition of Utility Plant, or Account
411.7, Losses from Disposition of Utility Plant, as appropriate.

E. The property included in this account shall be classified according to the detail accounts
(301 to 399) prescribed for electric plant in service and the account shall be maintained in
such detail as though the property were in service.

Note: Materials and supplies, meters and transformers held in reserve, and normal spare
capacity of plant in service shall not be included in this account.

106 Completed Construction not Classified—Electric

At the end of the year or such other date as a balance sheet may be required by RUS, this
account shall include the total of the balances of work orders for electric plant which has been
completed and placed in service but which work orders have not been classified for transfer to
the detailed electric plant accounts.

Note: For the purpose of reporting to RUS, the classification of electric plant in service by
accounts is required, the utility shall also report the balance in this account tentatively
classified as accurately as practicable according to prescribed account classifications. The
purpose of this provision is to avoid any significant omissions in reported amounts of electric
plant in service.

107 Construction Work in Progress—Electric

A. This account shall include the total of the balances of work orders for electric plant in
process of construction.

B. Work orders shall be cleared from this account as soon as practicable, after completion of
the job. Further, if a project, such as a hydroelectric project, a steam station, or a transmission
line, is designed to consist of two or more units or circuits which may be placed in service at
different dates, any expenditures which are common to and which will be used in the
operation of the project as a whole shall be included in electric plant in service upon the
completion and the readiness for service of the first unit. Any expenditures which are identified
exclusively with units of property not yet in service shall be included in this account.

C. Expenditures on research, development, and demonstration projects for construction of
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utility facilities are to be included in a separate subdivision in this account. Records must be

maintained to show separately each project along with complete detail of the nature and
purpose of the research, development, and demonstration project together with the related

costs.

D. Account 107 shall be subaccounted as follows:

107.1 Construction Work in Progress—Contract

107.2 Construction Work in Progress—Force Account

107.3 Construction Work in Progress—Special Equipment

108 Accumulated Provision for Depreciation of Electric Utility Plant

A. This account shall be credited with the following:

1. Amounts charged to Account 403, Depreciation Expense, or to clearing accounts for

current depreciation expense for electric plant in service.

2. Amounts charged to Account 421, Miscellaneous Nonoperating Income, for depreciation

expense on property included in Account 105, Electric Plant Held for Future Use. Include,

also, the balance of accumulated provision for depreciation on property when transferred to

Account 105, Electric Plant Held for Future Use, from other property accounts. Normally,

Account 108 will not be used for current depreciation provision because, as provided herein,

the service life during which depreciation is computed commences with the date property is

includible in electric plant in service; however, if special circumstances indicate the propriety

of current accwals for depreciation, such charges shall be made to Account 421,

Miscellaneous Nonoperating Income.

3. Amounts charged to Account 413, Expenses of Electric Plant Leased to Others, for electric

plant included in Account 104, Electric Plant Leased to Others.

4. Amounts charged to Account 416, Costs and Expenses of Merchandising, Jobbing, and

Contract Work, or to clearing accounts for current depreciation expense.

5. Amounts of depreciation applicable to electric properties acquired as operating units or

systems. (See §1767.16 (e).)

6. Amounts charged to Account 182.1, Extraordinary Property Losses, when authorized by

RUS.

7. Amounts of depreciation applicable to electric plant donated to the utility.

The utility shall maintain separate subaccounts for depreciation applicable to electric plant in

service, electric plant leased to others, and electric plant held for future use.)

B. At the time of retirement of depreciable electric utility plant, this account shall be charged

with the book cost of the property retired and the cost of removal and shall be credited with

the salvage value and any other amounts recovered, such as insurance. When retirement,

costs of removal and salvage are entered originally in retirement work orders, the net total of

such work orders may be included in a separate subaccount hereunder. Upon completion of

the work order, the proper distribution to subdivisions of this account shall be made as

provided in the following paragraph.

C. Account 108 shall be subaccounted as follows:

108.1 Accumulated Provision for Depreciation of Steam Production Plant Case No. 2012-00535
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108.2 Accumulated Provision for Depreciation of Nuclear Production Plant

108.3 Accumulated Provision for Depreciation of Hydraulic Production Plant

108.4 Accumulated Provision for Depreciation of Other Production Plant

108.5 Accumulated Provision for Depreciation of Transmission Plant

108.6 Accumulated Provision for Depreciation of Distribution Plant

108.7 Accumulated Provision for Depreciation of General Plant

108.6 Retirement Work in Progress

108.9 Accumulated Provision for Depreciation of Asset Retirement Costs

These subsidiary records shall reflect the current credits and debits to this account in
sufficient detail to show separately for each such functional classification: (1) the amount of
accrual for depreciation, (2) the book cost of property retired, (3) cost of removal, (4) salvage,
and (5) other items, including recoveries from insurance.

D. When transfers of plant are made from one electric plant account to another, or from or to
another utility department, of from or to nonutility property accounts, the accounting for
depreciation shall be as provided in §1767.16 (I).

E. The utility is restricted in its use of the accumulated provision for depreciation to the
purposes set forth above. It shall not transfer any portion of this account to retained earnings
or make any other use thereof without authorization by RUS.

109—110 [ReservedJ

111 Accumulated Provision for Amortization of Electric Utility Plant

A. This account shall be credited with the following:

1. Amounts charged to Account 404, Amortization of Limited-Term Electric Plant, for the
current amortization of limited-term electric plant investments.

2. Amounts charged to Account 421, Miscellaneous Nonoperating Income, for amortization
expense on property included in Account 105, Electric Plant Held for Future Use. Include also
the balance of accumulated provision for amortization on property when transferred to
Account 105, Electric Plant Held for Future Use, from other property accounts. See also
Paragraph A(2), Account 108, Accumulated Provision for Depreciation of Electric Utility Plant.

3. Amounts charged to Account 405, Amortization of Other Electric Plant.

4. Amounts charged to Account 413, Expenses of Electric Plant Leased to Others, for the
current amortization of limited-term or other investments subject to amortization included in
Account 104, Electric Plant Leased to Others.

5. Amounts charged to Account 425, Miscellaneous Amortization, for the amortization of
intangible or other electric plant which does not have a definite or terminable life and is not
subject to charges for depreciation expense, with RUS approval.

(The utility shall maintain subaccounts of this account for the amortization applicable to
electric plant in service, electric plant leased to others and electric plant held for future use.)
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B. When any property to which this account applies is sold, relinquished, or otherwise retiredfrom service, this account shall be charged with the amount previously credited in respect tosuch property. The book cost of the property so retired less the amount chargeable to thisaccount and less the net proceeds realized at retirement shall be included in Account 421.1
Gain on Disposition of Property, or Account 421.2, Loss on Disposition of Property, as
appropriate.

C. For general ledger and balance sheet purposes, this account shall be regarded and treatedas a single composite provision for amortization. For purposes of analysis, however, each
utility shall maintain subsidiary records in which this account is segregated according to thefollowing functional classification for electric plant: (1) Steam production, (2) Nuclear
production, (3) Hydraulic production, (4) Other production, (5) Transmission, (6) Distribution,and (7) General. These subsidiary records shall reflect the current credits and debits to this
account in sufficient detail to show separately for each such functional classification: (1) theamount of accrual for amortization, (2) the book cost of property retired, (3) cost of removal,
(4) salvage, and (5) other items, including recoveries from insurance.

D. The utility is restricted in its use of the accumulated provision for amortization to the
purposes set forth above. It shall not transfer any portion of this account to retained earnings
or make any other use thereof without authorization by RUS.

112—113 [ReservedJ

114 Electric Plant Acquisition Adjustments

A. This account shall include the difference between the cost to the accounting utility of
electric plant acquired as an operating unit or system by purchase, merger, consolidation,
liquidation, or otherwise, and the original cost, estimated, if not known, of such property, lessthe amount or amounts credited by the accounting utility at the time of acquisition to
accumulated provisions for depreciation and amortization and contributions in aid of
construction with respect to such property.

B. With respect to acquisitions after the effective date of this system of accounts, this accountshall be subdivided so as to show the amounts included herein for each property acquisition
and to electric plant in service, electric plant held for future use, and electric plant leased to
others. (See §1767.16 (e).)

C. Debit amounts recorded in this account related to plant and land acquisition may be
amortized to Account 425, Miscellaneous Amortization, over a period not longer than the
estimated remaining life of the properties to which such amounts relate. Amounts related to
the acquisition of land only may be amortized to Account 425 over a period of not more than
15 years. Should a utility wish to account for debit amounts in this account in any other
manner, it shall petition RUS for authority to do so. Credit amounts recorded in this account
shall be accounted for as directed by RUS.

115 Accumulated Provision for Amortization of Electric Plant Acquisition Adjustments

This account shall be credited or debited with amounts which are includible in Account 406,
Amortization of Electric Plant Acquisition Adjustments, or Account 425, Miscellaneous
Amortization, for the purpose of providing for the extinguishment of amounts in Account 114,
Electric Plant Acquisition Adjustments, in instances where the amortization of Account 114 isnot being made by direct write-off of the account.

1 16 Other Electric Plant Adjustments

A. This account shall include the difference between the original cost, estimated if not known,and the book cost of electric plant to the extent that such difference is not properly includible
in Account 114, Electric Plant Acquisition Adjustments. (See §1 767.16 (a)(3))
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B. Amounts included in this account shall be classified in such manner as to show the origin of
each amount and shall be disposed of as RUS may approve or direct.

Note: The provisions of this account shall not be construed as approving or authorizing the
recording of appreciation of electric plant.

118 Other Utility Plant

This account shall include the balances in accounts for utility plant, other than electric plant,
such as gas, or railway.

119 Accumulated Provision for Depreciation and Amortization of Other Utility Plant

This account shall include the accumulated provision for depreciation and amortization
applicable to utility property other than electric plant.

120.1 Nuclear Fuel in Process of Refinement, Conversion, Enrichment, and Fabrication

A. This account shall include the original cost to the utility of nuclear fuel materials while in
process of refinement, conversion, enrichment, and fabrication into nuclear fuel assemblies
and components, including processing, fabrication, and necessary shipping costs. This
account shall also include the salvage value of nuclear materials which are actually being
reprocessed for use and were transferred from Account 120.5, Accumulated Provision for
Amortization of Nuclear Fuel Assemblies. (See §1767.10 (a)(27).)

B. This account shall be credited and Account 120.2, Nuclear Fuel Materials and
Assemblies—Stock Account, shall be debited for the cost of completed fuel assemblies
delivered for use in refueling or to be held as spares. In the case of the initial core loading, the
transfer shall be made directly to Account 120.3, Nuclear Fuel Assemblies in Reactor, upon
the conclusion of the experimental or test period of the plant prior to its becoming available for
service.

Items

1. Cost of natural uranium, uranium ores concentrates or other nuclear fuel sources, such as
thorium, plutonium, and U—233.

2. Value of recovered nuclear materials being reprocessed for use.

3. Milling process costs.

4. Sampling and weighing, and assaying costs.

5. Purification and conversion process costs.

6. Costs of enrichment by gaseous diffusion or other methods.

7. Costs of fabrication into fuel forms suitable for insertion in the reactor.

8. All shipping costs of materials and components, including shipping of fabricated fuel
assemblies to the reactor site.

9. Use charges on leased nuclear materials while in process of refinement, conversion,
enrichment, and fabrication.

120.2 Nuclear Fuel Materials and Assemblies—Stock Account
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A. This account shall be debited and Account 120.1, Nuclear Fuel in Process of Refinement,
Conversion, Enrichment and Fabrication, shall be credited with the cost of fabricated fuel
assemblies delivered for use in refueling or to be carried in stock as spares. It shall also
include the original cost of fabricated fuel assemblies purchased in completed form. This
account shall also include the original cost of partially irradiated fuel assemblies being held in
stock for reinsertion in a reactor which had been transferred from Account 120.3, Nuclear Fuel
Assemblies in Reactor.

B. When fuel assemblies included in this account are inserted in a reactor, this account shall

be credited and Account 120.3, Nuclear Fuel Assemblies in Reactor, debited for the cost of
such assemblies.

C. This account shall also include the cost of nuclear materials and byproduct materials being
held for future use and not actually in process in Account 120.1, Nuclear Fuel in Process of
Refinement, Conversion, Enrichment and Fabrication.

120.3 Nuclear Fuel Assemblies in Reactor

A. This account shall include the cost of nuclear fuel assemblies when inserted in a reactor for
the production of electricity. The amounts included herein shall be transferred from Account
120.2, Nuclear Fuel Materials and Assemblies—Stock Account, except for the initial core
loading which will be transferred directly from Account 120.1, Nuclear Fuel in Process of
Refinement, Conversion, Enrichment and Fabrication.

B. Upon removal of fuel assemblies from a reactor, the original cost of the assemblies
removed shall be transferred to Account 120.4, Spent Nuclear Fuel, or Account 120.2,
Nuclear Fuel Materials and Assemblies—Stock Account, as appropriate.

120.4 Spent Nuclear Fuel

A. This account shall include the original cost of nuclear fuel assemblies, in the process of
cooling, transferred from Account 120.3, Nuclear Fuel Assemblies in Reactor, upon removal

from a reactor pending reprocessing.

B. This account shall be credited and Account 120.5, Accumulated Provision for Amortization

of Nuclear Fuel Assemblies, debited for fuel assemblies, after the cooling period is over, at the
cost recorded in this account.

120.5 Accumulated Provision for Amortization of Nuclear Fuel Assemblies

A. This account shall be credited and Account 518, Nuclear Fuel Expense, shall be debited for
the amortization of the net cost of nuclear fuel assemblies used in the production of energy.

The net cost of nuclear fuel assemblies subject to amortization shall be the original cost of
nuclear fuel assemblies, plus or less the expected net salvage value of uranium, plutonium,

and other by-products.

B. This account shall be credited with the net salvage value of uranium, plutonium, and other

nuclear by-products when such items are sold, transferred or otherwise disposed. Account
120.1, Nuclear Fuel in Process of Refinement, Conversion, Enrichment and Fabrication, shall

be debited with the net salvage value of nuclear materials to be reprocessed. Account 157,
Nuclear Materials Held for Sale, shall be debited for the net salvage value of nuclear materials

not to be reprocessed but to be sold or otherwise disposed of and Account 120.2, Nuclear

Fuel Materials and Assemblies—Stock Account, will be debited with the net salvage value of
nuclear materials that will be held for future use and not actually in process, in Account 120.1,

Nuclear Fuel in Process of Refinement, Conversion, Enrichment, and Fabrication.

C. This account shall be debited and Account 120.4, Spent Nuclear Fuel, shall be credited

with the cost of fuel assemblies at the end of the cooling period.
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120.6 Nuclear Fuel Under Capital Leases

A. This account shall include the amount recorded under capital leases for nuclear fuel leased
from others for use by the utility in its utility operations.

B. Records shall be maintained with respect to each capital lease reflecting: (1) name of
lessor, (2) basic details of lease, (3) terminal date, (4) original cost or fair market value of
nuclear fuel leased, (5) future minimum lease payments, (6) the amount representing interest
and the interest rate used, and (7) expenses paid.

Other Property and Investments

121 Nonutility Property

A. This account shall include the book cost of land, structure, and equipment or other tangible
or intangible property owned by the utility, but used in utility service and not properly includible
in Account 105, Electric Plant Held for Future Use. This account shall also include, where
applicable, amounts recorded for asset retirement costs associated with nonutility plant.

B. This account shall also include the amount recorded under capital leases for property
leased from others and used by the utility in its nonutility operations. Records shall be
maintained with respect to each lease reflecting: (1) name of lessor, (2) basic details of lease,
(3) terminal date, (4) original cost or fair market value of property leased, (5) future minimum
lease payments, (6) executory costs, (7) present value of minimum lessee payments, (8) the
amount representing interest and the interest rate used, and (9) expenses paid.

C. This account shall be subdivided so as to show the amount of property used in operations
which are nonutility in character but nevertheless constitute a distinct operating activity of the
company (such as operation of an ice department where such activity is not classed as a
utility) and the amount of miscellaneous property not used in operations. The records in
support of each subaccount shall be maintained so as to show an appropriate classification of
the property.

Note: The gain from the sale or other disposition of property included in this account which
had been previously recorded in Account 105, Electric Plant Held for Future Use, shall be
accounted for in accordance with Paragraph C of Account 105.

122 Accumulated Provision for Depreciation and Amortization of Nonutility Property

This account shall include the accumulated provision for depreciation and amortization
applicable to nonutility property.

123 Investment in Associated Companies

A. This account shall include the book cost of investments in securities issued or assumed by
associated companies and investment advances to such companies, including interest
accrued thereon when such interest is not subject to current settlement, provided that the
investment does not relate to a subsidiary company. (If the investment relates to a subsidiary
company, it shall be included in Account 123.11, Investment in Subsidiary Companies.)
Include herein the offsetting entry to the recording of amortization of discount or premium on
interest bearing investments. (See Account 419, Interest and Dividend Income.)

B. This account shall be maintained in such manner as to show the investment in securities
of, and advances to, each associated company together with full particulars regarding any of
such investments that are pledged.

Note A: Securities and advances of associated companies owned and pledged shall be
included in this account, but such securities, if held in special deposits or in special funds,
shall be included in the appropriate deposit or fund account. A complete record of securities Case No. 2012-00535
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pledged shall be maintained.

Note B: Securities of associated companies held as temporary cash investments are
includible in Account 136, Temporary Cash Investments.

Note C: Balances in open accounts with associated companies, which are subject to current
settlement, are includible in Account 146, Accounts Receivable from Associated Companies.

Note D: The utility may write down the cost of any security in recognition of a decline in the
value thereof. Securities shall be written off or written down to a nominal value if there is no
reasonable prospect of substantial value. Fluctuations in market value shall not be recorded
but a permanent impairment in the value of securities shall be recognized in the accounts.
When securities are written off or written down, the amount of the adjustment shall be charged
to Account 426.5, Other Deductions, or to an appropriate account for accumulated provisionsfor loss in value established as a separate subdivision of this account.

C. Account 123 shall be subaccounted as follows:

123.1 Patronage Capital from Associated Cooperatives

123.3 Investment in Associated Organizations—Federal Economic Development Loans

123.4 Investment in Associated Organizations—Non-Federal Economic Development Loans

123.11 Investment in Subsidiary Companies

123.21 Subscriptions to Capital Term Certificates—Supplemental Financing

123.22 Investment in Capital Term Certificates—Supplemental Financing

123.23 Other Investments in Associated Organizations

123.1 Patronage Capital from Associated Cooperatives

This account shall include patronage capital credits allocated to the accounting borrower by
G&T cooperatives. It shall also include capital credits, deferred patronage refunds, or like
items from other associated cooperatives. The account shall be maintained so as to reflect
separately, the allocations of patronage capital and patronage refunds from each organization
that makes such allocations to the borrower.

123.3 Investment in Associated Organizations—Federal Economic Development Loans

This account shall include investment advances of Federal funds received from a Rural
Economic Development Grant to associated organizations for authorized rural economic
development projects.

123.4 Investment in Associated Organizations—Non-Federal Economic Development Loans

This account shall include investment advances of non-Federal funds from the Rural
Economic Development Grant revolving fund to associated organizations for authorized wral
economic development projects.

123.11 Investment in Subsidiary Companies

A. This account shall include the cost of investments in securities issued or assumed by
subsidiary companies and investment advances to such companies, including interest
accrued thereon when such interest is not subject to current settlement, plus the equity in
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undistributed earnings or losses of such subsidiary companies since acquisition. This account
shall be credited with any dividends declared by such subsidiaries.

B. This account shall be maintained in such a manner as to show separately for each
subsidiary: the cost of such investments in the securities of the subsidiary at the time of
acquisition; the amount of equity in the subsidiary’s undistributed net earnings or net losses
since acquisition; advances or loans to such subsidiary; and full particulars regarding any
such investments that are pledged.

12321 Subscriptions to Capital Term Certificates—Supplemental Financing

This account shall include the total subscriptions to capital term certificates of CFC. When
subscriptions are paid, this account shall be credited and Account 123.22, Investments in
Capital Term Certificates—Supplemental Financing, debited.

123.22 Investments in Capital Term Certificates—Supplemental Financing

This account shall include paid subscriptions in capital term certificates of CFC or other
supplemental lenders.

123.23 Other Investments in Associated Organizations

This account shall include investments in capital stock, securities, membership fees, and
investment advances to associated organizations other than provided for elsewhere. This
account shall be maintained in such a manner as to show the investment in stock and
securities of and advances to each associated organization.

Items

1. Investments in capital stock of associated organizations.

2. Investments in securities issued by associated organizations.

3. Membership fees in associated organizations, including NRECA, and Statewide
associations of RUS-financed borrowers.

4. Investment advances to associated organizations.

124 Other Investments

A. This account shall include the book cost of investments in securities issued or assumed by
nonassociated companies, investment advances to such companies, and any investments not
accounted for elsewhere. This account shall also included unrealized holding gains and
losses on trading and available-for-sale types of security investments, Include also the
offsetting entry to the recording of amortization of discount or premium on interest bearing
investments. (See Account 419, Interest and Dividend Income.)

B. The records shall be maintained in such manner as to show the amount of each investment
and the investment advances to each person.

C. Account 124 shall be subaccounted as follows:

124.1 Other Investments—Federal Economic Development Loans

124.2 Other Investments—Non-Federal Economic Development Loans

Note A: Securities owned and pledged shall be included in this account, but securities held in
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special deposits or in special funds shall be included in appropriate deposit or fund accounts.
A complete record of securities pledged shall be maintained.

Note B: Securities held as temporary cash investments shall not be included in this account.

Note C: See Note D of Account 123.

124.1 Other Investments—Federal Economic Development Loans

This account shall include investment advances of Federal funds received from a Rural
Economic Development Grant to nonassociated organizations for authorized rural economic
development projects.

124.2 Other Investments—Non-Federal Economic Development Loans

This account shall include investment advances of non-Federal funds from the Rural
Economic Development Grant revolving fund to nonassociated organizations for authorized
rural economic development projects.

125 Sinking Funds

This account shall include the amount of cash and book cost of investments held in sinking
funds. This account shall also include unrealized holding gains and losses on trading and
available-for-sale types of investments. A separate account, with appropriate title, shall be
kept for each sinking fund. Transfers from this account to special deposit accounts, may be as
necessary for the purpose of paying matured sinking fund obligations, or obligations called for
redemption but not presented, or the interest thereon.

126 Depreciation Fund

This account shall include the amount of cash and the book cost of investments which have
been segregated in a special fund for the purpose of identifying such assets with the
accumulated provisions for depreciation. This account shall also include unrealized holding
gains and losses on trading and available-for-sale types of security investments.

128 Other Special Funds

This account shall include the amount of cash and book cost of investments which have been
segregated in special funds for insurance, employee pensions, savings, relief, hospital, and
other purposes not provided for elsewhere. This account shall also include unrealized holding
gains and losses on trading and available-for-sale types of security investments. A separate
account, with appropriate title, shall be kept for each fund.

Note: Amounts deposited with a trustee under the terms of an irrevocable trust agreement for
pensions or other employee benefits shall not be included in this account.

Current and Accrued Assets

Current and accrued assets are cash, those assets which are readily convertible into cash or
are held for current use in operations or construction, current claims against others, payment
of which is reasonably assured, and amounts accruing to the utility which are subject to
current settlement, except such items for which accounts other than those designated as
current and accrued assets are provided. There shall not be included in the category of
accounts designated as current and accrued assets any item, the amount or collectibility of
which is not reasonably assured, unless an adequate provision for possible loss has been
made therefor. Items of current character but of doubtful value may be written down, and for
record purposes carried in these accounts at nominal value.
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131 Cash

A. This account shall include the amount of current cash funds except working funds.

B. Account 131 shall be subaccounted as follows:

131.1 Cash—General

131.2 Cash—Construction Fund—Trustee

131.3 Cash—Installation Loan and Collection Fund

131.4 Transfer of Cash

131.12 Cash—General—Economic Development Loan Funds

131.13 Cash—General—Economic Development Grant Funds

131.14 Cash—General—Economic Development Non-Federal Revolving Funds

131.1 Cash—General

This account shall include all cash of the organization not provided for elsewhere. Separate
subaccounts may be maintained for each bank account in which general cash is maintained.
Funds held by others for current obligations shall be recorded in Account 134, Other Special
Deposits.

131.2 Cash—Construction Fund—Trustee

This account shall include the cash received from the Rural Utilities Service, CFC, and any
other source of supplemental financing for financing the construction, purchase, and operation
of electric facilities. RUS construction loan fund advances shall be charged to this account
and credited to Account 224.4, RUS Notes Executed—Construction—Debit. CFC and other
supplemental lender construction loan fund advances shall be charged to this account and
credited to Account 224.13, Supplemental Financing Notes Executed—Debit.

131.3 Cash—Installation Loan and Collection Fund

A. This account shall include the cash advanced on installation loans made subsequent to
September 13, 1957. Such advances shall be debited to this account as received and credited
to Account 224.10, RUS Notes Executed—Installation—Debit. This account shall also include
interest and principal collections received on consumers’ loans financed from RUS loans
made subsequent to September 13, 1957.

B. Payments shall be made from this account solely for financing consumers’ loans for the
purpose of wiring of consumers’ premises, and the acquisition and installation of electrical and
plumbing appliances and equipment by consumers. The cash in this account is also used for
the payment of principal and interest on installation loans made by RUS, subsequent to
September 13, 1957, in accordance with the terms of the loan agreement.

131.4 Transfer of Cash

This account shall be used in transferring funds from one bank account to another. This
account is charged when the check is drawn for the transfer and entered in the check register,
and credited when the amount transferred is entered in the cash receipts book. This account
is to be used as a clearing account and should not have a balance at the end of an
accounting period.

Case No. 2012-00535

Attachment for Post-Hearing Request for Information Item 4

Page 50 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?cecfr&sid’b7b89ca$bf5 5 59204b2ffiebf4f5 65... 9/25/2012



Electronic Code of Federal Regulations: Page 51 of 332

131.12 Cash—General—Economic Development Funds

This account shall include the cash received from the Rural Utilities Service for Rural
Economic Development Loans. Economic development loan advances shall be charged to
this account and credited to Account 224.17, RUS Notes Executed—Economic
Development—Debit.

131.13 Cash—General—Economic Development Grant Funds

This account shall include cash received from the Rural Utilities Service for Rural Economic
Development Grants. Economic development grant funds shall be charged to this account
and credited to Account 224.18, Other Long-Term Debt—Grant Funds; Account 208, Donated
Capital; or Account 421, Miscellaneous Nonoperating Income, as appropriate. This account
shall be credited and either Account 123.3, Investment in Associated Organizations—Federal
Economic Development Loans, or Account 124.1, Other Investments—Federal Economic
Development Loans, shall be debited, as appropriate, with the amount of an economic
development revolving fund loan.

13114 Cash—General—Economic Development Non-Federal Revolving Funds

This account shall include all non-Federal funds comprising the economic development
revolving fund. It shall include all funds supplied by the borrower as well as all cash received
from the repayment of loans made from the economic development revolving fund. This
account shall be credited and either Account 123.4, Investment in Associated Organizations—
Non-Federal Economic Development Loans, or Account 124.2, Other Investments—Non-
Federal Economic Development Loans, shall be debited, as appropriate, with the amount of
an economic development revolving fund loan.

132 Interest Special Deposits

This account shall include special deposits with fiscal agents or others for the payment of
interest.

133 Dividend Special Deposits

This account shall include special deposits with fiscal agents or others for the payment of
dividends.

134 Other Special Deposits

This account shall include deposits with fiscal agents or others for special purposes other than
the payment of interest and dividends. Such special deposits may include cash deposited with
Federal, state, or municipal authorities as a guaranty for the fulfillment of obligations; cash
deposited with trustees to be held until mortgaged property sold, destroyed, or otherwise
disposed of is replaced; and cash realized from the sale of the accounting utility’s securities
and deposited with trustees to be held until invested in property of the utility. Entries to this
account shall specify the purpose for which the deposit is made.

Note: Assets available for general corporate purposes shall not be included in this account.
Further, deposits for more than one year, which are not offset by current liabilities, shall not be
charged to this account but to Account 128, Other Special Funds.

135 Working Funds

This account shall include cash advanced to officers, agents, employees, and others as petty
cash or working funds.

136 Temporary Cash Investments
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A. This account shall include the book cost of investments, such as demand and time loans,
bankers’ acceptances, United States Treasury certificates, marketable securities, and other
similar investments, acquired for the purpose of temporarily investing cash.

B. This account shall be so maintained as to show separately temporary cash investments in
securities of associated companies and of others. Records shall be kept of any pledged
investments.

141 Notes Receivable

A. This account shall include the book cost, not includible elsewhere, of all collectible
obligations in the form of notes receivable and similar evidences (except interest coupons) of
money due on demand or within one year from the date of issue, except, however, notes
receivable from associated companies. (See Account 136, Temporary Cash Investments, and
Account 145, Notes Receivable from Associated Companies.)

Note: The face amount of notes receivable discounted, sold, or transferred without releasing
the utility from liability as endorser thereon, shall be credited to a separate subdivision of this
account and appropriate disclosure shall be made in the financial statements of any
contingent liability arising from such transactions.

B. Account 141 shall be subaccounted as follows:

141.1 Accumulated Provision for Uncollectible Notes—Credit

141.1 Accumulated Provision for Uncollectible Notes—Credit

This account shall be credited with amounts provided for losses on notes receivable which
may become uncollectible, and also with collections on notes previously charged hereto.
Concurrent charges shall be made to Account 904, Uncollectible Accounts.

142 Customer Accounts Receivable

A. This account shall include amounts due from customers for utility service and for
merchandising, jobbing, and contract work. This account shall not include amounts due from
associated companies.

B. This account shall be maintained so as to permit ready segregation of the amounts due for
merchandising, jobbing, and contract work.

C. Account 142 shall be subaccounted as follows:

142.1 Customer Accounts Receivable—Electric

142.2 Customer Accounts Receivable—Other

142.1 Customer Accounts Receivable—Electric

This account shall include amounts due from customers for utility service.

142.2 Customer Accounts Receivable—Other

This account shall include amounts due from customers for merchandising, jobbing, and
contract work.

143 Other Accounts Receivable
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A. This account shall include amounts due the utility upon open accounts, other than amounts
due from associated companies and from customers for utility services and merchandising,
jobbing and contract work.

B. This account shall be maintained so as to show separately amounts due on subscriptions
to capital stock and from officers and employees. The account shall not include amounts
advanced to officers or others as working funds. (See Account 135, Working Funds.)

144 Accumulated Provision for Uncollectible Accounts—Credit

A. This account shall include amounts provided for losses on accounts receivable which may
become uncollectible, and also with collections on accounts previously charged hereto.
Concurrent charges shall be made to Account 904, Uncollectible Accounts, for amounts
applicable to utility operations, and to corresponding accounts for other operations. Records
shall be maintained so as to show the write-offs of accounts receivable for each utility
department.

B. Account 144 shall be subaccounted as follows:

144.1 Accumulated Provision for Uncollectible Customer Accounts—Credit

144.2 Accumulated Provision for Uncollectible Merchandising Accounts—Credit

144.3 Accumulated Provision for Uncollectible Accounts, Officers and Employees—Credit

144.4 Accumulated Provision for Other Uncollectible Accounts—Credit

144.1 Accumulated Provision for Uncollectible Customer Accounts—Credit

This account shall be credited with amounts provided for losses on accounts receivable which
may become uncollectible, and also with collections on accounts previously charged hereto.
Concurrent charges shall be made to Account 904, Uncollectible Accounts.

144.2 Accumulated Provision for UncoIl ectible Merchandising Accounts—Credit

This account shall be credited with amounts provided for losses on merchandising, jobbing,
and contract work which may become uncollectible, and also with collections on accounts
previously charged hereto. Concurrent charges shall be made to Account 904, Uncollectible
Accounts, for amounts applicable to utility operations, and to corresponding accounts for other
operations.

144.3 Accumulated Provision for Uncollectible Accounts, Officers and Employees—Credit

This account shall be credited with amounts provided for losses on accounts receivable from
officers and employees which may become uncollectible and also with collections on accounts
previously charged hereto. Concurrent charges shall be made to Account 904, Uncollectible
Accounts.

144.4 Accumulated Provision for Other Uncollectible Accounts—Credit

This account shall be credited with amounts provided for losses on accounts receivable which
may become uncollectible and for which the recording of this credit has not been provided for
elsewhere. This account shall also be credited with collections on accounts previously
charged hereto. Concurrent charges shall be made to Account 904, Uncollectible Accounts,
for amounts applicable to utility operations and to corresponding accounts for other
operations.

145 Notes Receivable from Associated Companies Case No. 2012-00535
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This account shall include notes upon which associated companies are liable, and which
mature and are expected to be paid in full not later than one year from the date of issue,
together with any interest thereon, and debit balances subject to current settlement in open
accounts with associated companies. Items which do not bear a specified due date but which
have been carried for more than twelve months and items which are not paid within twelve
months from due date shall be transferred to Account 123, Investment in Associated
Companies.

Note: The face amount of notes receivable discounted, sold or transferred without releasing
the utility from liability as endorser thereon, shall be credited to a separate subdivision of this
account and appropriate disclosure shall be made in the financial statements of any
contingent liability arising from such transactions.

146 Accounts Receivable from Associated Companies

This account shall include drafts upon which associated companies are liable, and which
mature and are expected to be paid in full not later than one year from the date of issue,
together with any interest thereon, and debit balances subject to current settlement in open
accounts with associated companies. Items which do not bear a specified due date but which
have been carried for more than twelve months and items which are not paid within twelve
months from due date shall be transferred to Account 123, Investment in Associated
Companies.

Note: On the balance sheet, accounts receivable from an associated company may be offset
against accounts payable to the same company.

151 Fuel Stock

This account shall include the book cost of fuel on hand.

Items

1. Invoice price of fuel less any cash or other discounts.

2. Freight, switching, demurrage, and other transportation charges, not including, however,
any charges for unloading from the shipping medium.

3. Excise taxes, purchasing agents’ commissions, insurance, and other expenses directly
assignable to cost of fuel.

4. Operating, maintenance and depreciation expenses, and ad valorem taxes on utility-owned
transportation equipment used to transport fuel from the point of acquisition to the unloading
point.

5. Lease or rental costs of transportation equipment used to transport fuel from the point of
acquisition to the unloading point.

152 Fuel Stock Expenses Undistributed

A. This account may include the cost of labor and of supplies used and expenses incurred in
unloading fuel from the shipping medium and in the handling thereof prior to its use, if such
expenses are sufficiently significant in amount to warrant being treated as a part of the cost of
fuel inventory rather than being charged direct to expense as incurred.

B. Amounts included herein shall be charged to expense as the fuel is used to the end that
the balance herein shall not exceed the expenses attributable to the inventory of fuel on hand.

Items
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Labor:

1. Procuring and handling of fuel.

2. All routine fuel analyses.

3. Unloading from shipping facility and placing in storage.

4. Moving of fuel in storage and transferring from one station to another.

5. Handling from storage or shipping facility to first bunker, hopper, bucket, tank, or holder of
boiler house structure.

6. Operation of mechanical equipment such as locomotives, trucks, cars, boats, barges, and
cranes.

Supplies and Expenses:

1. Tools, lubricants and other supplies.

2. Operating supplies for mechanical equipment.

3. Transportation and other expenses in moving fuel.

4. Stores expenses applicable to fuel.

153 Residuals

This account shall include the book cost of any residuals produced in the production or
manufacturing processes.

154 Plant Materials and Operating Supplies

A. This account shall include the cost of materials purchased primarily for use in the utility
business for construction, operation and maintenance purposes. It shall also include the book
cost of materials recovered in connection with construction, maintenance, or the retirement of
property, such materials being credited to construction, maintenance, or accumulated
depreciation provision, respectively, and included herein as follows:

1. Reusable materials consisting of large individual items shall be included in this account at
original cost, estimated if not known. The cost of repairing such items shall be charged to the
maintenance account appropriate for the previous use.

2. Reusable materials consisting of relatively small items, the identity of which (from the date
of original installation to the final abandonment or sale thereof) cannot be ascertained without
undue refinement in accounting, shall be included in this account at current prices new for
such items. The cost of repairing such items shall be charged to the appropriate expense
account as indicated by previous use.

3. Scrap and nonusable materials included in this account shall be carried at the estimated
net amount realizable therefrom. The difference between the amounts realized for scrap and
nonusable materials sold and the net amount at which the materials were carried in this
account, as far as practicable, shall be adjusted to the accounts credited when the materials
were charged to this account.

B. Materials and supplies issued shall be credited hereto and charged to the appropriate
construction, operating expense, or other account on the basis of a unit price determined by
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the use of cumulative average, first-in-first-out, or such other method of inventory accounting
as conforms with accepted accounting standards consistently applied.

Items

1. Invoice price of materials less cash or other discounts.

2. Freight, switching, or other transportation charges when practicable to include as part of the
cost of particular materials to which they relate.

3. Customs duties and excise taxes.

4. Costs of inspection and special tests prior to acceptance.

5. Insurance and other directly assignable charges.

Note: Where expenses applicable to materials purchased cannot be directly assigned to
particular purchases, they shall be charged to Account 163, Stores Expense Undistributed.

155 Merchandise

This account shall include the book cost of materials and supplies and appliances and
equipment held primarily for merchandising, jobbing, and contract work. The principles
prescribed in accounting for utility materials and supplies shall be observed with respect to
items carried in this account.

156 Other Materials and Supplies

This account shall include the book cost of materials and supplies held primarily for nonutility
purposes. The principles prescribed in accounting for utility materials and supplies shall be
observed with respect to items carried in this account.

157 Nuclear Materials Held for Sale

This account shall include the net salvage value of uranium, plutonium, and other nuclear
materials held by the company for sale or other disposition that are not to be reused by the
company in its electric utility operations. This account shall be debited and Account 120.5,
Accumulated Provision for Amortization of Nuclear Fuel Assemblies, credited for such net
salvage value. Any difference between the amount recorded in this account and the actual
amount realized from the sale of materials shall be debited or credited, as appropriate, to
Account 518, Nuclear Fuel Expense, at the time of such sale.

158.1 Allowance Inventory

A. This account shall include the cost of allowances owned by the utility and not withheld by
the Environmental Protection Agency. See §1767.15 (u) and Account 158.2, Allowances
Withheld.

B. This account shall be credited and Account 509, Allowances, shall be debited concurrent
with the monthly emission of sulfur dioxide.

C. Separate subdivisions of this account shall be maintained so as to separately account for
those allowances usable in the current year and in each subsequent year. The underlying
records of these subdivisions shall be maintained in sufficient detail so as to identify each
allowance included; the origin of each allowance; and the acquisition cost, if any, of the
allowance.

158.2 Allowances Withheld Case No. 2012-00535
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A. This account shall include the cost of allowances owned by the utility but withheld by the
Environmental Protection Agency. (See §1767.15 fu).)

B. The inventory cost of the allowances released by the Environmental Protection Agency for
use by the utility shall be transferred to Account 158.1 Allowance Inventory.

C. The underlying records of this account shall be maintained in sufficient detail so as to
identify each allowance included; the origin of each allowance; and the acquisition cost, if any,
of the allowances.

163 Stores Expense Undistributed

A. This account shall include the cost of supervision, labor, and expenses incurred in the
operation of general storerooms, including purchasing, storage, handling, and distribution of
materials and supplies.

B. This account shall be cleared by adding to the cost of materials and supplies issued, a
suitable loading charge which will distribute the expense equitably over stores issues. The
balance in the account at the close of the year shall not exceed the amount of stores
expenses reasonably attributable to the inventory of materials and supplies, exclusive of fuel,
as any amount applicable to fuel costs should be included in Account 152, Fuel Stock
Expenses Undistributed.

Items

Labor:

1. Inspecting and testing materials and supplies when not assignable to specific items.

2. Unloading from shipping facility and placing in storage.

3. Supervision of purchasing and stores department to extent assignable to materials handled
through stores.

4. Getting materials from stock and in readiness to go out.

5. Inventorying stock received or stock on hand by stores employees but not including
inventories by general department employees as part of internal or general audits.

6. Purchasing department activities in checking material needs, investigating sources of
supply, analyzing prices, preparing and placing orders, and related activities to extent
applicable to materials handled through stores. (Optional: Purchasing department expenses
may be included in administrative and general expenses.)

7. Maintaining stores equipment.

8. Cleaning and tidying storerooms and stores offices.

9. Keeping stock records, including the recording and posting of material receipts and issues
and maintaining inventory records of stock.

10. Collecting and handling scrap materials in stores.

Supplies and Expenses:

1. Adjustments of inventories of materials and supplies but not including large differences
which can readily be assigned to important classes of materials and equitably distributed
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among the accounts to which such classes of materials have been charged since the previous
inventory.

2. Cash and other discounts not practically assignable to specific materials.

3. Freight and express charges when not assignable to specific items.

4. Heat, light, and power for storerooms and store offices.

5. Brooms, brushes, sweeping compounds and other supplies used in cleaning and tidying
storerooms and stores offices.

6. Injuries and damages.

7. Insurance on materials and supplies and on stores equipment.

8. Losses due to breakage, leakage, evaporation, fire or other causes, less credits for
amounts received from insurance, transportation companies, or others in compensation of
such losses.

9. Postage, printing, stationery, and office supplies.

10. Rent of storage space and facilities.

11. Communication service.

12. Excise and other similar taxes not assignable to specific materials.

13. Transportation expense on inward movement of stores and on transfer between
storerooms but not including charges on materials recovered from retirements which shall be
accounted for as part of the cost of removal.

Note: A physical inventory of each class of materials and supplies shall be made at least
every two years.

165 P repayments

A. This account shall include amounts representing prepayments of insurance, rents, taxes,
interest, and miscellaneous items, and shall be kept or supported in such manner as to
disclose the amount of each class of prepayment.

B. Account 165 shall be subaccounted as follows:

165.1 Prepayments—Insurance

165.2 Other Prepayments

171 Interest and Dividends Receivable

This account shall include the amount of interest on bonds, mortgages, notes, commercial
paper, loans, open accounts, and deposits, the payment of which is reasonably assured, and
the amount of dividends declared or guaranteed on stocks owned.

Note A: Interest which is not subject to current settlement shall not be included herein but in
the account in which the associated principle is recorded.

Note B: Interest and dividends receivable from associated companies shall be included in Case No. 2012-00535
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Account 146, Accounts Receivable from Associated Companies.

172 Rents Receivable

This account shall include tents receivable or accrued on property rented or leased by the
utility to others.

Note: Rents receivable from associated companies shall be included in Account 146,
Accounts Receivable from Associated Companies.

173 Accrued Utility Revenues

At the option of the utility, the estimated amount accrued for service rendered, but not billed at
the end of any accounting period, may be included herein. If accruals are made for unbilled
revenues, accruals shall also be made for unbilled expenses, such as the purchase of energy.

174 Miscellaneous Current and Accrued Assets

This account shall include the book cost of all other current and accrued assets, appropriately
designated and supported so as to show the nature of each asset included herein.

175 Derivative Instrument Assets

This account shall include the amounts paid for derivative instruments, and the change in the
fair value hedges. Account 421, Miscellaneous Nonoperating Income, shall be credited or
debited, as appropriate, with the corresponding amount of the change in the fair value of the
derivative instrument.

176 Derivative Instrument Assets—Hedges

A. This account shall include the amounts paid for derivative instruments, and the change in
the fair value of derivative instrument assets designated by the utility as cash flow or fair value
hedges.

B. When a utility designates a derivative instrument asset as a cash flow hedge it will record
the change in the fair value of the derivative instrument in this account with a concurrent
charge to Account 209, Accumulated Other Comprehensive Income, with the effective portion
of the gain or loss. The ineffective portion of the cash flow hedge shall be charged to the
same income or expense account that will be used when the hedged item enters into the
determination of net income.

C. When a utility designates a derivative instrument as a fair value hedge it shall record the
change in the fair value of the derivative instrument in this account with a concurrent charge to
a subaccount of the asset or liability that carries the item being hedged. The ineffective portion
of the fair value hedge shall be charged to the same income or expense account that will be
used when the hedged item enters into the determination of net income.

Deferred Debits

181 Unamortized Debt Expense

This account shall include expenses related to the issuance or assumption of debt securities.
Amounts recorded in this account shall be amortized over the life of each respective issue
under a plan which will distribute the amount equitably over the life of the security. The
amortization shall be on a monthly basis, and the amounts thereof shall be charged to
Account 428, Amortization of Debt Discount and Expense. Any unamortized amounts
outstanding at the time that the related debt is prematurely reacquired shall be accounted for
as indicated in §1767.15 (q).
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182.1 Extraordinary Property Losses

A. When authorized or directed by RUS, this account shall include extraordinary losses which
could not reasonably have been anticipated and which are not covered by insurance or other
provisions, such as unforeseen damages to property.

B. Application to RUS for permission to use this account shall be accompanied by a statement
giving a complete explanation with respect to the items which it is proposed to include herein,
the period over which, and the accounts to which it is proposed to write off the charges, and
other pertinent information.

182.2 Unrecovered Plant and Regulatory Study Costs

A. This account shall include: (1) nonrecurring costs of studies and analyses mandated by
regulatory bodies related to plants in service, transferred from Account 183, Preliminary
Survey and Investigations Charges, and not resulting in construction; and (2) when authorized
by RUS, significant unrecovered costs of plant facilities where construction has been
cancelled or which have been prematurely retired.

B. This account shall be credited and Account 407, Amortization of Property Losses,
Unrecovered Plant and Regulatory Study Costs, shall be debited over the period specified by
RUS.

C. Any additional costs incurred, relative to the cancellation or premature retirement, may be
included in this account and amortized over the remaining period of the original amortization
period. Should any gains or recoveries be realized relative to the cancelled or prematurely
retired plant, such amounts shall be used to reduce the unamortized amount of the costs
recorded herein.

D. In the event that the recovery of costs included herein is disallowed in the rate
proceedings, the disallowed costs shall be charged to Account 426.5, Other Deductions, in
the year of such disallowance.

182.3 Other Regulatory Assets

A. This account shall include the amounts of regulatory-created assets, not includable in other
accounts, resulting from the ratemaking actions of regulatory agencies. (See the definition of
regulatory assets and liabilities.)

B. The amounts included in this account are to be established by those charges which would
have been included in net income, or accumulated other comprehensive income,
determinations in the current period under the general requirements of the Uniform System of
Accounts but for it being probable that such items will be included in a different period(s) for
purposes of developing the rates that the utility is authorized to charge for its utility services.
When specific identification of the particular source of a regulatory asset cannot be made,
such as in plant phase-ins, rate moderation plans, or rate levelization plans, Account 407.4,
Regulatory Credits, shall be credited. The amounts recorded in this account are generally to
be charged, concurrently with the recovery of the amounts in rates, to the same account that
would have been charged if included in income when incurred, except all regulatory assets
established through the use of Account 407.4 shall be charged to Account 407.3, Regulatory
Debits, concurrent with the recovery of the amounts in rates.

C. If rate recovery of all or part of an amount included in this account is disallowed, the
disallowed amount shall be charged to Account 426.5, Other Deductions, or Account 435,
Extraordinary Deductions, in the year of the disallowance.

D. The records supporting the entries to this account shall be kept so that the utility can
furnish full information as to the nature and amount of each regulatory asset included in this
account, including justification for inclusion of such amounts in this account.
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183 Preliminary Survey and Investigation Charges

A. This account shall be charged with all expenditures for preliminary surveys, plans, and
investigations made for the purpose of determining the feasibility of utility projects under
contemplation. If construction results, this account shall be credited and the appropriate utility
plant account charged. If the work is abandoned, the charge shall be made to Account 426.5,
Other Deductions, or to the appropriate operating expense account.

B. This account shall also include costs of studies and analyses mandated by regulatory
bodies related to plant in service. If construction results from such studies, this account shall
be credited and the appropriate utility plant account charged with an equitable portion of such
study costs directly attributable to new construction. The portion of such study costs not
attributable to new construction or the entire cost if construction does not result shall be
charged to Account 182.2, Unrecovered Plant and Regulatory Study Costs, or the appropriate
operating expense account. The costs of such studies relative to plant under construction
shall be included directly mAccount 107, Construction Work in Progress—Electric.

C. The records supporting the entries to this account shall be so kept that the utility can
furnish complete information as to the nature and the purpose of the survey, plans, or
investigations, and the nature and amounts of the sever several charges.

Note: The amount of preliminary survey and investigation charges transferred to utility plant
shall not exceed the expenditures which may reasonably be determined to contribute directly
and immediately and without duplication to utility plant.

184 Clearing Accounts

A. This caption shall include undistributed balances in clearing accounts at the date of the
balance sheet. Balances in clearing account shall be substantially cleared not later than the
end of the calendar year unless items held therein relate to a future period.

B. Account 184 shall be subaccounted as follows:

184.1 Transportation Expense—Clearing

184.2 Clearing Accounts—Other

185 Temporary Facilities

This account shall include amounts shown by work orders for plant installed for temporary use
in utility service for periods of less than one year. Such work orders shall be charged with the
cost of temporary facilities and credited with payments received from customers and net
salvage realized on removal of the temporary facilities. Any net credit or debit resulting shall
be cleared to Account 451, Miscellaneous Service Revenues.

186 Miscellaneous Deferred Debits

This account shall include all debits not elsewhere provided for, such as miscellaneous work
in progress, and unusual or extraordinary expenses, not included in other accounts, which are
in process of amortization and items the proper final disposition of which is uncertain.

187 Deferred Losses from Disposition of Utility Plant

This account shall include losses from the sale or other disposition of property previously
recorded in Account 105, Electric Plant Held for Future Use, under the provisions of
Paragraphs B, C, and D thereof, where such losses are significant and are to be amortized
over a period of 5 years, unless otherwise authorized by RUS. The amortization of the
amounts in this account shall be made by debits to Account 411.7, Losses from Disposition of
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Utility Plant. (See Account 105, Electric Plant Held for Future Use.)

188 Research, Development, and Demonstration Expenditures

A. This account shall be charged with the cost of all expenditures coming within the meaning
of Research, Development, and Demonstration (RD&D) of this USoA (See §1767.10 (a)(34))
except those expenditures properly chargeable to Account 107, Construction Work in
Progress—Electric.

B. Costs that are minor or of a general or recurring nature shall be transferred from this
account to the appropriate operating expense function or if such costs are common to the
overall operations or cannot be feasibly allocated to the various operating accounts, such
costs shall be recorded in Account 930.2, Miscellaneous General Expenses.

C. In certain instances, a company may incur large and significant research, development,
and demonstration expenditures which are nonrecurring and which would distort the annual
research, development, and demonstration charges for the period. In such a case, the portion
of such amounts that cause the distortion may be amortized to the appropriate operating
expense account over a period not to exceed 5 years unless otherwise authorized by RUS.

D. The entries in this account must be so maintained as to show separately each project
along with complete detail of the nature and purpose of the research, development, and
demonstration project together with the related costs.

189 Unamortized Loss on Reacquired Debt

This account shall include the losses on long-term debt reacquired or redeemed. The
amounts in this account shall be amortized in accordance with §1767.15 (q).

190 Accumulated Deferred Income Taxes

A. This account shall be debited and Account 411.1, Provision for Deferred Income Taxes—
Credit, Utility Operating Income, or Account 411 .2, Provision for Deferred Income Taxes—
Credit, Other Income and Deductions, as appropriate, shall be credited with an amount equal
to that by which income taxes payable for the year are higher because of the inclusion of
certain items in income for tax purposes, which items for general accounting purposes will not
be fully reflected in the utility’s determination of annual net income until subsequent years.

B. This account shall be credited and Account 410.1, Provision for Deferred Income Taxes,
Utility Operating Income, or Account 410.2, Provision for Deferred Income Taxes, Other
Income and Deductions, as appropriate, shall be debited with an amount equal to that by
which income taxes payable for the year are lower because of prior payment of taxes as
provided by Paragraph A above, because of difference in timing for tax purposes of particular
items of income or income deductions from that recognized by the utility for general
accounting purposes. Such credit to this account and debit to Account 410.1 or Account 410.2
shall, in general, represent the effect on taxes payable in the current year of the smaller
amount of book income recognized for tax purposes as compared to the amount recognized
in the utility’s current accounts with respect to the item or class of items for which deferred tax
accounting by the utility was authorized by RUS.

C. Vintage year records with respect to entries to this account, as described above, and the
account balance, shall be so maintained as to show the factor of calculation with respect to
each annual amount of the item or class of items for which deferred tax accounting by the
utility is utilized.

D. The utility is restricted in its use of this account to the purpose set forth above. It shall not
make use of the balance in this account or any portion thereof except as provided in the text
of this account, without prior approval of RUS. Any remaining deferred tax account balance
with respect to an amount for any prior year’s tax deferral, the amortization of which or other
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recognition in the utility’s income accounts has been completed, or other disposition made,
shall be debited to Account 41 0.1, Provision for Deferred Income Taxes, Utility Operating
Income, or Account 410 2, Provision for Deferred Income Taxes, Other Income and
Deductions, as appropriate, or otherwise disposed of as RUS may authorize or direct. (See
§1767.15 (t).)

[58 FR 59825, Nov. 10, 1993, as amended at 59 FR 27436, May 27, 1994; 60 FR 55429, 55430, Nov. 1,
1995; 73 FR 30262, May 27, 2008]

§ 1767.19 Liabilities and other credits.

1Q

The liabilities and other credit accounts identified in this section shall be used by all RUS borrowers.

Liabilities and Other Credits

Margins and Equities

200 Memberships

200.1 Memberships Issued

200.2 Memberships Subscribed But Unissued

201 Patronage Capital

201.1 Patronage Capital Credits

201.2 Patronage Capital Assignable

202—207 [Reserved]

208 Donated Capital

209 Accumulated Other Comprehensive Income

210 [Reserved]

211 Consumers’ Contributions for Debt Service

212—214 [Reserved]

215 Appropriated Margins

215.1 Unrealized Gains and Losses—Debt and Equity Securities

216 [Reserved]

216.1 Unappropriated Undistributed Subsidiary Earnings

217 Retired Capital Credits—Gain

218 Capital Gains and Losses

219 Other Margins and Equities Case No. 2012-00535
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219.1 Operating Margins

219.2 Nonoperating Margins

219.3 Other Margins

219.4 Other Margins and Equities—Prior Periods

Long-Term Debt

221 Bonds

222 Reacquired Bonds

223 Advances from Associated Companies

224 Other Long-Term Debt

224.1 Long-Term Debt—RUS Construction Loan Contract

224.2 RUS Loan Contract—Construction—Debit

224.3 Long-Term Debt—RUS Construction Notes Executed

224.4 RUS Notes Executed—Construction—Debit

224.5 Interest Accrued—Deferred—RUS Construction

224.6 Advance Payments Unapplied—RUS Long-Term Debt—Debit

224.7 Long-Term Debt—Installation Loan Contract

224.8 RUS Loan Contract—Installation—Debit

224.9 Long-Term Debt—Installation Notes Executed

224.10 RUS Notes Executed—Installation—Debit

224.11 Other Long-Term Debt—Subscriptions

224.12 Other Long-Term Debt—Supplemental Financing

224.13 Supplemental Financing Notes Executed—Debit

224.14 Other Long-Term Debt—Miscellaneous

224.15 Notes Executed—Other—Debit

224.16 Long-Term Debt—RUS Economic Development Notes Executed

224.17 RUS Notes Executed—Economic Development—Debit

224.18 Other Long-Term Debt—Grant Funds

225 Unamortized Premium on Long-Term Debt
Case No. 2012-00535
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226 Unamortized Discount on Long-Term Debt—Debit

Other Noncurrent Liabilities

227 Obligations Under Capital Leases—Noncurrent

228.1 Accumulated Provision for Property Insurance

228.2 Accumulated Provision for Injuries and Damages

228.3 Accumulated Provision for Pensions and Benefits

228.4 Accumulated Miscellaneous Operating Provisions

229 Accumulated Provision for Rate Refunds

Current and Accrued Liabilities

231 Notes Payable

232 Accounts Payable

232.1 Accounts Payable—General

232.2 Accounts Payable—RUS Construction

232.3 Accounts Payable—Other

233 Notes Payable to Associated Companies

234 Accounts Payable to Associated Companies

235 Customer Deposits

236 Taxes Accrued

236.1 Accrued Property Taxes

236.2 Accrued U.S. Social Security Tax—Unemployment

236.3 Accrued U.S. Social Security Tax—F.l.C.A.

236.4 Accrued State Social Security Tax—Unemployment

236.5 Accrued State Sales Tax—Consumers

236.6 Accrued Gross Revenue or Gross Receipts Tax

236.7 Accrued Taxes—Other

237 Interest Accrued

238 Patronage Capital and Patronage Refunds Payable

238.1 Patronage Capital Payable
Case No. 2012-00535
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238.2 Patronage Refunds Payable

239 Matured Long-Term Debt

240 Matured Interest

241 Tax Collections Payable

242 Miscellaneous Current and Accrued Liabilities

242.1 Accrued Rentals

242.2 Accrued Payroll

242.3 Accrued Employees Vacations and Holidays

242.4 Accrued Insurance

242.5 Other Current and Accrued Liabilities

243 Obligations Under Capital Leases—Current

Deferred Credits

251 [Reserved]

252 Customer Advances for Construction

253 Other Deferred Credits

253.1 Other Deferred Credits—Consumers’ Energy Prepayments

254 Other Regulatory Liabilities

255 Accumulated Deferred Investment Tax Credits

256 Deferred Gains from Disposition of Utility Plant

257 Unamortized Gain on Reacquired Debt

281 Accumulated Deferred Income Taxes—Accelerated Amortization Property

282 Accumulated Deferred Income Taxes—Other Property

283 Accumulated Deferred Income Taxes—Other

Liabilities and Other Credits

Margins and Equities

200 Memberships

A. This account shall include the total amount of memberships issued and subscribed.

B. Account 200 shall be subaccounted as follows:
Case No. 2012-00535
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200.1 Memberships Issued

200.2 Memberships Subscribed But Unissued

200.1 Memberships Issued

A. This account shall include the face value of membership certificates outstanding. A detailed
record shall be maintained to show for each member, the name, address, date of payment,
amount paid, and certificate number.

B. If membership fees are applied against energy bills, this account shall be debited for the full
amount of the membership with the offsetting credit to the appropriate accounts receivable,
and to accounts payable for any refundable amounts. Any balances that cannot be refunded,
due to inability to locate the member or because of bylaw restrictions, shall be credited to
Account 208, Donated Capital. If determination of the ultimate disposition of the fees cannot
be made immediately, the amount involved should be transferred to Account 253, Other
Deferred Credits, until the determination is made.

C. When a transfer fee is collected, the transaction shall be recorded by debiting Account
131.1, Cash—General, and crediting Account 451, Miscellaneous Service Revenues, with the
fee collected.

200.2 Memberships Subscribed But Unissued

This account shall include the face value of memberships subscribed for but not issued. When
certificates are issued, the amount of the memberships shall be transferred to Account 200.1,
Memberships Issued.

201 Patronage Capital

A. This account shall include the total amount of patronage capital assignable and assigned.

B. Account 201 shall be subaccounted as follows:

201.1 Patronage Capital Credits

201.2 Patronage Capital Assignable

201.1 Patronage Capital Credits

A. This account shall include the amounts of patronage capital which have been assigned to
individual patrons. A subsidiary record, “patronage capital ledger,” shall be maintained,
containing an account for each patron who has furnished capital under a capital credits plan.

B. When the return of patrons’ capital to individual patrons has been authorized by the board
of directors (or trustees), the amounts authorized shall be transferred to Account 238.1,
Patronage Capital Payable. (See also Account 217, Retired Capital Credits-Gain.)

201.2 Patronage Capital Assignable

A. This account shall include all amounts transferred from Account 21 9.1, Operating Margins;
Account 219.2, Nonoperating Margins; Account 219.3, Other Margins; and Account 219.4,
Other Margins and Equities—Prior Periods, which are assignable to individual patrons’ capital
accounts.

B. Entries to this account shall be made so as to clearly disclose the nature and source of
each transaction. Amounts so assigned shall be transferred to Account 201 .1, Patronage
Capital Credits. Case No. 2012-00535
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202—207 [Reserved]

208 Donated Capital

This account shall include credits arising from forfeiture of membership fees and from
donations of capital not otherwise provided for. Entries to this account shall be made so as to
clearly disclose the nature and source of each transaction.

209 Accumulated Other Comprehensive Income

A. This account shall include revenues, expenses, gains, and losses that are properly
includable in other comprehensive income during the period. Examples of other
comprehensive income include foreign currency items, minimum pension liability adjustment,
unrealized gains and losses on certain investments in debt and equity securities, and cash
flow hedges. Records supporting the entries to this account shall be maintained so that the
utility can furnish the amount of other comprehensive income for each item included in this
account.

B. This account shall also be debited or credited, as appropriate, with amounts of
accumulated other comprehensive income that have been included in the determination of net
income during the period and in accumulated other comprehensive income in prior periods.
Separate records for each category of items shall be maintained to identify the amount of the
reclassification adjustments from accumulated other comprehensive income to earning made
during the period.

210 [Reserved]

211 Consumers’ Contributions for Debt Service

This account shall include the amounts billed to consumers as “amortization charges” for the
purpose of servicing long-term debt.

212—214 [Reserved]

215 Appropriated Margins

This account shall include all amounts appropriated as reserves from margins. The account
shall be so maintained as to show the amount of each separate reserve and the nature and
amounts of the debits and credits thereto.

215.1 Unrealized Gains and Losses—Debt and Equity Securities

This account shall include the unrealized holding gains and losses for available-for-sale
securities.

216 [Reserved]

216.1 Unappropriated Undistributed Subsidiary Earnings

This account shall include the balances, either debit or credit, of undistributed retained
earnings of subsidiary companies since their acquisition. When dividends are received from
subsidiary companies relating to amounts included in this account, this account shall be
debited and Account 219.2, Nonoperating Margins, credited.

217 Retired Capital Credits—Gain

A. This account shall include credits resulting from the retirement of patronage capital through
settlement of individual patrons’ capital credits at less than 100 percent of the capital assignedcase No. 2012-00535
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to the patron. The portion of patronage capital not returned to the patrons, under such
settlements, shall be debited to Account 201.1, Patronage Capital Credits, and credited to this
account.

B. This account shall also include amounts representing patronage capital authorized to be

retired to patrons who cannot be located. Returned checks issued for retirements of
patronage capital, after an appropriate waiting period, shall be credited to this account, and a

record maintained adequate to enable the cooperative to make payment to the patron if and
when a claim has been established by the consumer.

218 Capital Gains and Losses

No entries shall be made to this account without the prior approval of RUS unless it is to
distribute past capital gains and losses as capital credits or to eliminate accumulated capital
losses in conformance with the bylaws of the cooperative.

219 Other Margins and Equities

A. This account shall include total amount of margins and equities from all sources.

B. Account 219 shall be subaccounted as follows:

219.1 Operating Margins

219.2 Nonoperating Margins

219.3 Other Margins

219.4 Other Margins and Equities—Prior Periods

219.1 Operating Margins

This account shall be debited or credited with the balances arising from transactions, the

details of which have been recorded in Accounts 400,401,402, 403, 404, 405, 406, 407,408,

412, 413, 414, 423, 424, 425, 426, 427, 428, and 431. Accounts 400, 401, and 402 are

control accounts and, at the option of the borrower may or may not be used. If they are not

used, the detailed revenue and expense accounts shall be closed directly to this account.

219.2 Nonoperating Margins

This account shall be debited or credited with the balances arising from transactions, the

details of which have been recorded in Accounts 415,416, 417, 417.1, 418, 419, 419.1, 421,

421.1, 421.2, 422,434, and 435.

219.3 Other Margins

No entries shall be made to this account unless it is to distribute or eliminate prior balances in

conformance with the bylaws of the cooperative.

219.4 Other Margins and Equities—Prior Periods

A. This account shall include significant nonrecurring transactions relating to prior periods. To

be significant, the transaction must be of sufficient magnitude to justify redistribution of

patronage capital credits already allocated for such prior periods.

B. All entries to this account must receive RUS prior approval.

Case No. 2012-00535
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C. These transactions are limited to items to (1) correct an error in the financial statements of
a prior year, and (2) make adjustments that result from realization of income tax benefits of
preacquisition operating loss carryforwards. This account shall also include the related income
taxes (state and Federal) on items included herein.

D. Amounts in this account shall be transferred at the end of the year to Account 219.1,
Operating Margins, or Account 219.2, Nonoperating Margins, as appropriate. Also, at the end
of the year, these amounts should be transferred from Account 219.1, or Account 219.2 to
Account 201.2, Patronage Capital Assignable, when appropriate.

Long-Term Debt

221 Bonds

This account shall include, in a separate subdivision for each class and series of bonds, the
face value of the actually issued and unmatured bonds which have not been retired or
cancelled; also the face value of such bonds issued by others, the payment of which has been
assumed by the utility.

222 Reacquired Bonds

A. This account shall include the face value of bonds actually issued or assumed by the utility
and reacquired by it and not retired or cancelled. The account for reacquired debt shall not
include securities which are held by trustees in sinking or other funds.

B. When bonds are reacquired, the difference between face value, adjusted for unamortized
discount, expenses or premium, and the amount paid upon reacquisition, shall be included in
Account 189, Unamortized Loss on Reacquired Debt, or Account 257, Unamortized Gain on
Reacquired Debt, as appropriate. (See §1767.15 (q).)

223 Advances from Associated Companies

A. This account shall include the face value of notes payable to associated companies and
the amount of open book accounts representing advances from associated companies. It
does not include notes and open accounts representing indebtedness subject to current
settlement which are includible in Account 233, Notes Payable to Associated Companies, or
Account 234, Accounts Payable to Associated Companies.

B. The records supporting the entries to this account shall be so kept that the utility can
furnish complete information concerning each note and open account.

224 Other Long-Term Debt

A. This account shall include, until maturity, all long-term debt not otherwise provided for. This
covers such items as receivers’ certificates, real estate mortgages executed or assumed,
assessments for public improvements, notes and unsecured certificates of indebtedness not
owned by associated companies, receipts outstanding for long-term debt, and other
obligations maturing more than one year from the date of issue or assumption.

B. Account 224 shall be subaccounted as follows:

224.1 Long-Term Debt—RUS Construction Loan Contract

224.2 RUS Loan Contract—Construction—Debit

224.3 Long-Term Debt—RUS Construction Notes Executed

224.4 RUS Notes Executed—Construction—Debit Case No. 2012-00535
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224.5 Interest Accrued—Deferred—RUS Construction

224.6 Advance Payments Unapplied—RUS Long-Term Debt—Debit

224.7 Long-Term Debt—Installation Loan Contract

224.8 RUS Loan Contract—Installation—Debit

224.9 Long-Term Debt—Installation Notes Executed

224.10 RUS Notes Executed—Installation—Debit

224.11 Other Long-Term Debt—Subscriptions

224.12 Other Long-Term Debt—Supplemental Financing

224.13 Supplemental Lender Notes Executed—Debit

224.14 Other Long-Term Debt—Miscellaneous

224.15 Notes Executed—Other—Debit

224.16 Long-Term Debt—RUS Economic Development Notes Executed

224.17 RUS Notes Executed—Economic Development—Debit

224.18 Other Long-Term Debt—Grant Funds

224.1 Long-Term Debt—RUS Construction Loan Contract

A. This account shall include the contractual obligation to RUS on construction loans covered

by loan contract but not by executed notes.

B. This account is to be used at the option of the borrower.

224.2 RUS Loan Contract—Construction—Debit

A. This account shall include the total loans (for construction purposes) which are covered by

loan contract but not by executed notes.

B. This account is to be used at the option of the borrower.

224.3 Long-Term Debt—RUS Construction Notes Executed

This account shall include the contractual liability to RUS on construction notes executed.

Records shall be maintained to show separately for each class of obligation all details as to

the date of obligation, date of maturity, interest date and rate, and securities for the obligation.

224.4 RUS Notes Executed—Construction—Debit

This account shall include the total amount of the unadvanced RUS loans for construction

purposes, which are covered by executed notes. When advances are received from the RUS

for construction, this account shall be credited and Account 131.2, Cash—Construction

Fund—Trustee, debited with the amount of cash advanced.

224.5 Interest Accrued—Deferred—RUS Construction Case No. 2012-00535
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This account shall include interest on RUS construction obligations deferred by the terms of
mortgage notes or extension agreements.

224.6 Advance Payments Unapplied—RUS Long-Term Debt—Debit

A. This account shall include principal payments on mortgage notes paid in advance of the
date due and not applied to a specific note. Also, include in this account interest savings
which are accrued and added to the advance payment unapplied.

B. At such time as these payments are applied to a specific note or loan balances, this
account shall be credited and the long-term debt account debited with the amount so applied.

224.7 Long-Term Debt—Installation Loan Contract

A. This account shall include the contractual obligation to RUS on installation loans covered
by loan contract but not covered by executed notes.

B. This account is to be used at the option of the borrower.

224.8 RUS Loan Contract—Installation—Debit

A. This account shall include the total loans for installation purposes which are covered by
loan contract but not by executed notes.

B. This account is to be used at the option of the borrower.

224.9 Long-Term Debt—Installation Notes Executed

This account shall include the contractual liability to RUS on installation notes executed.

224.10 RUS Notes Executed—Installation—Debit

This account shall include the total amount of unadvanced loans for installation purposes,
which are covered by executed note. When advances are received from RUS, this account
shall be credited and Account 131.3, Cash—Installation Loan and Collection Fund, debited
with the amount of cash advanced.

224.11 Other Long-Term Debt—Subscriptions

This account shall include the contractual obligation to purchase CFC Capital Term
Certificates and any other similar obligation relating to supplemental financing.

224.12 Other Long-Term Debt—Supplemental Financing

This account shall include the contractual liability to CFC or other supplemental lenders for
that portion of funds borrowed which mature in more than one year.

224.13 Supplemental Financing Notes Executed—Debit

This account shall include the total amount of the unadvanced loans for construction
purposes, which are covered by executed notes to CFC or other supplemental lender. This
account shall be debited with the face amount of notes executed. When advances are
received from a supplemental lender for construction, this account shall be credited and
Account 131 .2, Cash—Construction Fund—Trustee, debited with the amount of cash
advanced.

224.14 Other Long-Term Debt—Miscellaneous
Case No. 2012-00535
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This account shall include the amount of other long-term debt not provided for elsewhere.

224.15 Notes Executed—Other—Debit

This account shall include the total amount of the unadvanced loans for construction
purposes, which are covered by executed notes to others not included in the foregoing
accounts. When advances are received from such supplemental lender, this account shall be
credited and Account 131.2, Cash—Construction Fund—Trustee, debited with the amount of
cash so advanced.

224.16 Long-Term Debt—RUS Economic Development Notes Executed

This account shall include the contractual liability to RUS on rural economic development
notes executed. Records shall be maintained to show separately for each class of obligation
all details as to the date of obligation, date of maturity, interest date and rate, and securities
for the obligation.

224.17 RUS Notes Executed—Economic Development—Debit

This account shall include the total amount of the unadvanced RUS loans for rural economic
development purposes, which are covered by executed notes. When advances are received
from the RUS for rural economic development projects, this account shall be credited and
Account 131.12, Cash—General—Economic Development Funds, debited with the amount of
cash advanced.

224.18 Other Long-Term Debt—Grant Funds

This account shall include the total amount of Rural Development grant funds awarded for
rural economic development purposes, which are subject to repayment at the conclusion of
the project. (See Sec. 1767.41, Interpretation 626, Rural Economic Development Loan and
Grant Program.)

225 Unamortized Premium on Long-Term Debt

A. This account shall include the excess of the cash value of consideration received over the
face value upon the issuance or assumption of long-term debt securities.

B. Amounts recorded in this account shall be amortized over the life of each respective issue
under a plan which will distribute the amount equitably over the life of the security. The
amortization shall be on a monthly basis, with the amounts thereof to be credited to Account
429, Amortization of Premium on Debt—Credit. (See §1767.15 (q).)

226 Unamortized Discount on Long-Term Debt—Debit

A. This account shall include the excess of the face value of long-term debt securities over the
cash value of consideration received therefor, related to the issue or assumption of all types
and classes of debt.

B. Amounts recorded in this account shall be amortized over the life of the respective issues
under a plan which will distribute the amount equitably over the life of the securities. The
amortization shall be on a monthly basis, wit the amounts thereof charged to Account 428,
Amortization of Debt Discount and Expense. (See §1 767.15 (q).)

Other Noncurrent Liabilities

227 Obligations Under Capital Leases—Noncurrent

This account shall include the portion not due within one year, of the obligations recorded for Case No. 2012-00535
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the amounts applicable to leased property recorded as assets in Account 101.1, Property
Under Capital Leases; Account 120.6, Nuclear Fuel Under Capital Leases; or Account 121,
Nonutility Property.

Special Instructions

No amounts shall be credited to Accounts 228.1 through 228.4 unless authorized by a
regulatory authority or authorities to be collected in the utility’s rates.

228.1 Accumulated Provision for Property Insurance

A. This account shall include amounts reserved by the utility for losses through accident, fire,
flood, or other hazards to its own property or property leased from others, not covered by
insurance. The amounts charged to Account 924, Property Insurance, or other appropriate
accounts to cover such risks shall be credited to this account. A schedule of risks covered
shall be maintained, giving a description of the property involved, the character of the risks
covered and the rates used.

B. Charges shall be made to this account for losses covered, not to exceed the account
balance. Details of these charges shall be maintained according to the year the casualty
occurred which gave rise to the loss.

228.2 Accumulated Provision for Injuries and Damages

A. This account shall be credited with amounts charged to Account 925, Injuries and
Damages, or other appropriate accounts, to meet the probable liability, not covered by
insurance, for deaths or injuries to employees and others and for damages to property neither
owned nor held under lease by the utility.

B. When liability for any injury or damage is admitted by the utility either voluntarily or because
of the decision of a court or other lawful authority, such as a workmen’s compensation board,
the admitted liability shall be charged to this account and credited to the appropriate current
liability account. Details of these charges shall be maintained according to the year the
casualty occurred which gave rise to the loss.

Note: Recoveries or reimbursements for losses charged to this account shall be credited
hereto; the cost of repairs to property of others, if provided for herein, shall be charged to this
account.

228.3 Accumulated Provision for Pensions and Benefits

A. This account shall include provisions made by the utility and amounts contributed by
employees for pensions, accident and death benefits, savings, relief, hospital, and other
provident purposes, where the funds are included in the assets of the utility either in general
or in segregated fund accounts.

B. Amounts paid by the utility for the purpose for which this liability is established shall be
charged hereto.

C. A separate account shall be kept for each kind of provision included herein.

Note: If employee pension or benefit plan funds are not included among the assets of the
utility but are held by outside trustees, payments into such funds, or accruals therefor, shall
not be included in this account.

228.4 Accumulated Miscellaneous Operating Provisions

A. This account shall include all operating provisions which are not provided for elsewhere.
Case No 2012-00535
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B. This account shall be maintained in such a manner as to show the amount of each
separate provision and the nature and amounts of the debits and credits thereto.

Note: This account includes only provisions as may be created for operating purposes and
does not include any reservations of income, the credits for which should be recorded in
Account 215, Appropriated Margins.

229 Accumulated Provision for Rate Refunds

A. This account shall be credited with amounts charged to Account 449.1, Provision for Rate
Refunds, to provide for estimated refunds where the utility is collecting amounts in rates
subjectto refund.

B. When a refund of any amount recorded in this account is ordered by a regulatory authority,
such amount shall be charged hereto and credited to Account 242, Miscellaneous Current and
Accrued Liabilities.

C. Records supporting the entries to this account shall be kept so as to identify each amount
recorded by the respective rate filing docket number.

Current and Accrued Liabilities

Current and accrued liabilities are those obligations which have either matured or which
become due within 1 year from the date thereof; except however, bonds, receivers’
certificates, and similar obligations which shall be classified as long-term debt until date of
maturity; accrued taxes, such as income taxes, which shall be classified as accrued liabilities
even though payable more than one year from date; compensation awards, which shall be
classified as current liabilities regardless of date due; and minor amounts payable in
installments which may be classified as current liabilities. If a liability is due more than 1 year
from the date of issuance or assumption by the utility, it shall be credited to a long-term debt
account appropriate for the transaction; except however, the current liabilities previously
mentioned.

230 Asset Retirement Obligations

A. This account shall include the amount of liabilities for the recognition of asset retirement
obligations related to electric utility plant and nonutility plant that gives rise to the obligations.
This account shall be credited for the amount of the liabilities for asset retirement obligations
with amounts charged to the appropriate electric utility plant accounts or nonutility plant
account to record the related asset retirement costs.

B. The utility shall charge the accretion expense to Account 411.10, Accretion Expense, for
electric utility plant, Account 413, Expenses for Electric Plant Leased to Others, for electric
plant leased to others, or Account 421, Miscellaneous Nonoperating Income, for nonutility
plant, as appropriate, and credit Account 230, Asset Retirement Obligations.

C. This account shall be debited with amounts paid to settle the asset retirement obligations
recorded herein.

D. The utility shall clear from this account any gains or losses resulting from the settlement of
asset retirement obligations in accordance with the instruction prescribed in Sec. 1767.15(y).

231 Notes Payable

This account shall include the face value of all notes, drafts, acceptances, or other similar
evidences of indebtedness, payable on demand or within a time not exceeding 1 year from
the date of issue, to other than associated companies.
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232 Accounts Payable

A. This account shall include all amounts payable by the utility within 1 year, which are not
provided for in other accounts.

B. Account 232 shall be subaccounted as follows:

232.1 Accounts Payable—General

232.2 Accounts Payable—RUS Construction

232.3 Accounts Payable—Other

233 Notes Payable to Associated Companies

This account shall include amounts owing to associated companies on notes, drafts,
acceptances, or other similar evidences of indebtedness payable on demand or not more than

1 year from the date of issue or creation.

Note: Notes which are includible in Account 223, Advances from Associated Companies, shall

be excluded from this account.

234 Accounts Payable to Associated Companies

This account shall include amounts owing to associated companies on open accounts

payable on demand.

Note: Accounts which are includible in Account 223, Advances from Associated Companies,

shall be excluded from this account.

235 Customer Deposits

This account shall include all amounts deposited with the utility by its customers as security

for the payment of bills.

236 Taxes Accrued

A. This account shall be credited with the amount of taxes accrued during the accounting

period, corresponding debits being made to the appropriate accounts for tax charges. Such

credits may be based upon estimates, but from time to time during the year as the facts

become known, the amount of the periodic credits shall be adjusted so as to include, as

nearly as can be determined in each year, the taxes applicable thereto. Any amount

representing a prepayment of taxes applicable to the period subsequent to the date of the

balance sheet, shall be shown under Account 165, Prepayments.

B. If accruals for taxes are found to be insufficient or excessive, correction therefor shall be

made through current tax accruals.

C. Accruals for taxes shall be based upon the net amounts payable after credit for any

discounts, and shall not include any amounts for interest on tax deficiencies or refunds.

Interest received on refunds shall be credited to Account 419, Interest and Dividend Income,

and interest paid on deficiencies shall be charged to Account 431, Other Interest Expense.

D. Account 236 shall be subaccounted as follows:

236.1 Accrued Property Taxes

Case No. 2012-00535

Attachment for Post-Hearing Reqtiest for Information Item 4

Page 76 of 332

http://ecfr.gpoaccess.gov/cgi/t/text!text-idx?cecfr&sidb7b89ca$bf5559204b2f0ebf4f565... 9/25/2012



Electronic Code of federal Regulations: Page 77 of 332

236.2 Accrued U.S. Social Security Tax—Unemployment

236.3 Accrued U.S. Social Security Tax—F.l.C.A.

236.4 Accrued State Social Security Tax—Unemployment

236.5 Accrued State Sales Tax—Consumers

236.6 Accrued Gross Revenue or Gross Receipts Tax

236.7 Accrued Taxes—Other

237 Interest Accrued

This account shall include the amount of interest accrued but not matured on all liabilities of
the utility not including, however, interest which is added to the principal of the debt on which
incurred. Supporting records shall be maintained so as to show the amount of interest
accrued on each obligation.

238 Patronage Capital and Patronage Refunds Payable

A. This account shall include the total amount of patronage capital authorized to be returned
and paid to patrons.

B. Account 238 shall be subaccounted as follows:

238.1 Patronage Capital Payable

238.2 Patronage Refunds Payable

238.1 Patronage Capital Payable

This account shall include the amount of patronage capital which has been authorized to be
returned to the patron.

238.2 Patronage Refunds Payable

This account shall include the amount of patronage refunds which have been authorized to be
paid to patrons.

239 Matured Long-Term Debt

This account shall include the amount of long-term debt (including any obligation for
premiums) matured and unpaid, without specific agreement for extension of the time of
payment and bonds called for redemption but not presented.

240 Matured Interest

This account shall include the amount of matured interest on long-term debt or other
obligations of the utility at the date of the balance sheet unless such interest is added to the
principal of the debt on which incurred.

241 Tax Collections Payable

This account shall include the amount of taxes collected by the utility through payroll
deductions or otherwise, pending transmittal of such taxes to the proper taxing authority.
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Note: Do not include liabilities for taxes assessed directly against the utility which are
accounted for as part of the utility’s own tax expense.

242 Miscellaneous Current and Accrued Liabilities

A. This account shall include the amount of all other current and accrued liabilities not
provided for elsewhere appropriately designated and supported so as to show the nature of
each liability.

B. Account 242 shall be subaccounted as follows:

242.1 Accrued Rentals

242.2 Accrued Payroll

242.3 Accrued Employees’ Vacations and Holidays

242.4 Accrued Insurance

242.5 Other Current and Accrued Liabilities

242.1 Accrued Rentals

This account shall include unpaid joint use pole rentals and other rentals. The records
supporting the entries to this account shall be maintained so as to show for each class of
rental, the amount accrued, the basis for the accrual, the accounts to which charged, and the
amount of rentals paid.

242.2 Accrued Payroll

This account shall include the accrued liability for salaries and wages at the end of an
accounting period for which the appropriate expense or other accounts have been charged.
This account is to be used whether salaries and wages are paid on a weekly, semimonthly, or
monthly basis.

242.3 Accrued Employees’ Vacations and Holidays

This account shall include the liability for accrued wages for employees’ vacation, holidays,
and sick leave.

242.4 Accrued Insurance

A. This account shall most commonly be used in case of workmen’s compensation and public
liability insurance for recording the excess amounts of earned premium over the advance
premiums. Earned premiums are computed each month by applying the insurance rates to the
actual payrolls.

B. Until the amount of the advance premiums is exhausted, the earned premium is credited to
Account 165, Prepayments. Earned premiums in excess of the advance premiums are
credited to this account.

242.5 Other Current and Accrued Liabilities

This account shall include current and accrued liabilities not provided for elsewhere.

243 Obligations Under Capital Leases—Current
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This account shall include the portion, due within 1 year, of the obligations recorded for the
amounts applicable to leased property recorded as assets in Account 101 .1, Property Under
Capital Leases; Account 120.6, Nuclear Fuel Under Capital Leases; or Account 121, Nonutility
Property.

244 Derivative Instrument Liabilities

This account shall include the change in the fair value of all derivative instrument liabilities not
designated as cash flow or fair value hedges. Account 426, Other Deductions, shall be
debited or credited as appropriate with the corresponding amount of the change in the fair
value of the derivative instrument.

245 Derivative Instrument Liabilities—Hedges

A. This account shall include the change in the fair value of derivative instrument liabilities
designated by the utility as cash flow or fair value hedges.

B. A utility shall record the change in the fair value of a derivative instrument liability related to
a cash flow hedge in this account, with a concurrent charge to Account 209, Accumulated
Other Comprehensive Income, with the effective portion of the derivative’s gain or loss. The
ineffective portion of the cash flow hedge shall be charged to the same income or expense
account that will be used when the hedged item enters into the determination of net income.

C. A utility shall record the change in the fair value of a derivative instwment liability related to
a fair value hedge in this account, with a concurrent charge to a subaccount of the asset or
liability that carries the item being hedged. The ineffective portion or the fair value hedge shall
be charged to the same income or expense account that will be used when the hedged item
enters into the determination of net income.

Deferred Credits

251 [Reserved]

252 Customer Advances for Constwction

This account shall include consumer advances for construction which are to be refunded
either wholly or in part. When a customer is refunded the entire amount to which he is entitled,
according to the agreement or rule under which the advance was made, the balance, if any,
remaining in this account shall be credited to the respective plant accounts.

253 Other Deferred Credits

This account shall include advance billings and receipts and other deferred credit items, not
provided for elsewhere, including amounts which cannot be entirely cleared or disposed of
until additional information has been received.

253.1 Other Deferred Credits—Consumers’ Energy Prepayments

This account shall include the amount of advance payments made by consumers in
connection with electric service.

254 Other Regulatory Liabilities

A. This account shall include the amounts of regulatory liabilities, not includible in other
accounts, imposed on the utility by the ratemaking actions of regulatory agencies.

B. The amounts included in this account are to be established by those credits which would
have been included in net income, or accumulated other comprehensive income, Case No. 2012-00535

Attachment for Post-Hearing Request for Information Item 4

Page 79 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sidb7b89ca8bf5 55 9204b2f0ebf4f5 65... 9/25/2012



Electronic Code of federal Regulations: Page 80 of 332

determinations in the current period under the general requirements of the Uniform System of
Accounts but for it being probable that: (1) Such items will be included in a different period(s)
for purposes of developing the rates that the utility is authorized to charge for its utility
services; or (2) refunds to customers, not provided for in other accounts, will be required.
When specific identification of the particular source of the regulatory liability cannot be made
or when the liability arises from revenues collected pursuant to tariffs on file at a regulatory
agency, Account 407.3, Regulatory Debits, shall be debited. The amounts recorded in this
account generally are to be credited to the same account that would have been credited if
included in income when earned except: (1) All regulatory liabilities established through the
use of Account 407.3 shall be credited to Account 407.4, Regulatory Credits; and (2) in the
case of refunds, a cash account or other appropriate account should be credited when the
obligation is satisfied.

C. If it is later determined that the amounts recorded in this account will not be returned to
customers through rates or refunds, such amounts shall be credited to Account 421,
Miscellaneous Nonoperating Income, or Account 434, Extraordinary Income, as appropriate,
in the year such determination is made.

D. The records supporting the entries to this account shall be kept in such a manner that the
utility can furnish full information as to the nature and amount of each regulatory liability
included in this account, including justification for inclusion of such amounts in this account.

255 Accumulated Deferred Investment Tax Credits

A. This account shall be credited with all investment tax credits deferred by companies which
have elected to follow deferral accounting, partial or full, rather than recognizing, in the
income statement, the total benefits of the tax credit as realized. After such election, a
company may not transfer amounts from this account, except as authorized herein and in
Account 411.4, Investment Tax Credit Adjustments, Utility Operations; Account 411.5,
Investment Tax Credit Adjustments, Nonutility Operations; and Account 420, Investment Tax
Credits, or with approval of RUS.

B. Where the company’s accounting provides that investment tax credits are to be passed on
to customers, this account shall be debited and Account 411.4 credited with a proportionate
amount determined in relation to the average useful life of electric utility property to which the
tax credits relate or such lesser period of time as allowed by a regulatory agency having rate
jurisdiction. If, however, the deferral procedure provides that investment tax credits are not to
be passed on to customers, the proportionate restorations to income shall be credited to
Account 420.

C. Subdivisions of this account, by department, shall be maintained for deferred investment
tax credits that are related to nonelectric utility or other operations. Contra entries affecting
such account subdivisions shall be appropriately recorded in Account 413, Expenses of
Electric Plant Leased to Others; or Account 414, Other Utility Operating Income. Use of
deferral or nondeferral accounting procedures adopted for nonelectric utility or other
operations are to be followed on a consistent basis.

D. Separate records for electric and nonelectric utility or other operations shall be maintained
identifying the properties giving rise to the investment tax credits for each year with the
weighted-average service life of such properties and any unused balances of such credits.
Such records are not necessary unless the tax credits are deferred.

256 Deferred Gains from Disposition of Utility Plant

This account shall include gains from the sale or other disposition of property previously
recorded in Account 1 05, Electric Plant Held for Future Use, under the provisions of
Paragraphs B, C, and D thereof, where such gains are significant and are to be amortized
over a period of 5 years, unless otherwise authorized by RUS. The amortization of the
amounts in this account shall be made by credits to Account 411.6, Gains from Disposition of
Utility Plant. (See Account 105, Electric Plant Held for Future Use.)
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257 Unamortized Gain on Reacquired Debt

This account shall include the amounts of discount realized upon reacquisition or redemption
of long-term debt. The amounts in this account shall be amortized in accordance with
§1767.15 (q).

Special Instructions

Accumulated Deferred Income Taxes

Before using the deferred tax accounts provided below, refer to §1767.15 (r), Comprehensive
Interperiod Income Tax Allocation. The text of these accounts are designed primarily to covet
deferrals of Federal income taxes. However, they are also to be used when making deferrals
of state and local income taxes. Utilities and licensees which, in addition to an electric utility
department, have another utility department, gas or water and nonutility property, and which
have deferred taxes on income with respect thereto shall separately classify such deferrals in
the accounts provided below so as to allow ready identification of items relating to each utility
deductions.

281 Accumulated Deferred Income Taxes—Accelerated Amortization Property

A. This account shall include tax deferrals resulting from adoption of the principles of
comprehensive interperiod tax allocation described in §1767.15 (s) that relate to property for
which the utility has availed itself of the use of accelerated (5-year) amortization of (1) certified
defense facilities as permitted by Section 168 of the Internal Revenue Code, and (2) certified
pollution control facilities as permitted by Section 169 of the Internal Revenue Code.

B. This account shall be credited and Account 41 0.1, Provision for Deferred Income Taxes,
Utility Operating Income, or Account 410.2, Provision for Deferred Income Taxes, Other
Income and Deductions, as appropriate, shall be debited with tax effects related to property
described in Paragraph A above where taxable income is lower than pretax accounting
income due to differences between the periods in which revenue and expense transactions
affect taxable income and the periods in which they enter into the determination of pretax
accounting income.

C. This account shall be debited and Account 411.1, Provision for Deferred Income Taxes—
Credit, Utility Operating Income, or Account 411 .2, Provision for Deferred Income Taxes-
Credit, Other Income and Deductions, as appropriate, shall be credited with taxes related to
property described in Paragraph A above where taxable income is higher than pretax
accounting income due to differences between the periods in which revenue and expense
transactions affect taxable income and the periods in which they enter into the determination
of pretax accounting income.

D. The utility is restricted in its use of this account to the purposes set forth above. It shall not
transfer the balance in this account or any portion thereof to retained earnings or make any
use thereof except as provided in the text of this account without prior approval of RUS. Upon
the disposition by sale, exchange, transfer, abandonment, or premature retirement of plant on
which there is a related balance therein, this account shall be charged with an amount equal
to the related income tax expense, if any, arising from such disposition and Account 411.1,
Provision for Deferred Income Taxes—Credit, Utility Operating Income, or Account 411.2,
Provision for Deferred Income Taxes—Credit, Other Income and Deductions, as appropriate,
shall be credited. When the remaining balance, after consideration of any related income tax
expense, is less than $25,000, this account shall be charged and Account 411.1 or Account
411.2, as appropriate, credited with such balance. If after consideration of any related income
tax expense, there is a remaining amount of $25,000 or more, RUS shall authorize or direct
how such amount shall be accounted for at the time approval for the disposition of accounting
is granted. When plant is disposed of by transfer to a wholly owned subsidiary, the related
balance in this account shall also be transferred. When the disposition relates to retirement of
an item or items under a group method of depreciation where there is no tax effect in the year
of retirement, no entries are required in this account if it can be determined that the related Case No. 2012-00535
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balances would be necessary to be retained to offset future group item tax deficiencies.

282 Accumulated Deferred Income Taxes—Other Property

A. This account shall include the tax deferrals resulting from adoption of the principle of
comprehensive interperiod income tax allocation described in §1767.15 (r) which are related
to all property other than accelerated amortization property.

B. This account shall be credited and Account 410.1 Provision for Deferred Income Taxes,
Utility Operating Income, or Account 410.2, Provision for Deferred Income Taxes, Other
Income and Deductions, as appropriate, shall be debited with tax effects related to property
described in Paragraph A above where taxable income is lower than pretax accounting
income due to differences between the periods in which revenue and expense transactions
affect taxable income and the periods in which they enter into the determination of pretax
accounting income.

C. This account shall be debited and Account 411.1, Provision for Deferred Income Taxes—
Credit, Utility Operating Income, or Account 411 .2, Provision for Deferred Income Taxes—
Credit, Other Income and Deductions, as appropriate, shall be credited with tax effects related
to property described in Paragraph A above where taxable income is higher than pretax
accounting income due to differences between the periods in which revenue and expense
transactions affect taxable income and the periods in which they enter into the determination
of pretax accounting income.

D. The utility is restricted in its use of this account to the purposes set forth above. It shall not
transfer the balance in this account or any portion thereof to retained earnings or make any
use thereof except as provided in the text of this account without prior approval of RUS. Upon
the disposition by sale, exchange, transfer, abandonment, or premature retirement of plant on
which there is a related balance herein, this account shall be charged with an amount equal to
the related income tax expense, if any, arising from such disposition and Account 411.1,
Provision for Deferred Income Taxes—Credit, Utility Operating Income, or Account 411.2,
Provision for Deferred Income Taxes—Credit, Other Income and Deductions, shall be
credited. When the remaining balance after consideration of any related tax expenses, is less
than $25,000, this account shall be charged and Account 411.1 or Account 411.2, as
appropriate, credited with such balance. If after consideration any related income tax
expense, there a remaining amount of $2500 or more, RUS shall authorize or direct how
such amount shall be accounted for at the time approval for the disposition of accounting is
granted. When plant is disposed of by transfer to a wholly owned subsidiary, the related
balance in this account shall also be transferred. When the disposition relates to retirement of
an item or items under a group method of depreciation where there is no tax effect in the year
of retirement, no entries are required in this account if it can be determined that the related
balance would be necessary to be retained to offset future group item tax deficiencies.

283 Accumulated Deferred Income Taxes—Other

A. This account shall include all credit tax deferrals resulting from the adoption of the
principles of comprehensive interperiod income tax allocation described in §1767.15 (r) other
than those deferrals which are includible in Account 281, Accumulated Deferred Income
Taxes—Accelerated Amortization Property, and Account 282, Accumulated Deferred Income
Taxes—Other Property.

B. This account shall be credited and Account 410.1, Provision for Deferred Income Taxes,
Utility Operating Income, or Account 410.2, Provision for Deferred Income Taxes, Other
Income and Deductions, as appropriate, shall be debited with tax effects related to items
described in Paragraph A above where taxable income is lower than pretax accounting
income due to differences between the periods in which revenue and expense transactions
affect taxable income and the periods in which they enter into the determination of pretax
accounting income.

C. This account shall be debited and Account 411.1, Provision for Deferred Income Taxes— Case No. 2012-00535
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Credit, Utility Operating Income or Account 41 1 .2, Provision for Deferred Income Taxes—Credit, Other Income and Deductions, as appropriate, shall be credited with tax effects relatedto items described in Paragraph A above where taxable income is higher than pretaxaccounting income due to differences between the periods in which revenue and expensetransactions affect taxable income and the periods in which they enter into the determinationof pretax accounting income.

D. Records with respect to entries to this account, as described above, and the accountbalance, shall be so maintained as to show the factors of calculation with respect to eachannual amount of the item or class of items.

E. The utility is restricted in its use of this account to the purposes set forth above. It shall nottransfer the balance in the account or any portion thereof to retained earnings or to any otheraccount or make any use thereof except as provided in the text of this account, without priorapproval of RUS. Upon the disposition by sale, exchange, transfer, abandonment, orpremature retirement of items on which there is a related balance herein, this account shall becharged with an amount equal to the related income tax effect, if any, arising from suchdisposition and Account 411.1, Provision For Deferred Income Taxes—Credit, UtilityOperating Income, or Account 411.2, Provision For Deferred Income Taxes-Credit, OtherIncome and Deductions, as appropriate, shall be credited. When the remaining balance, afterconsideration of any related tax expenses, is less than $25,000, this account shall be chargedand Account 411.1 or Account 411.2, as appropriate, credited with such balance. If afterconsideration of any related income tax expense, there is a remaining amount of $25,000 ormore, RUS shall authorize or direct how such amount shall be accounted for at the timeapproval for the disposition of accounting is granted.

When plant is disposed of by transfer to a wholly owned subsidiary, the related balance in thisaccount shall also be transferred. When the disposition relates to retirement of an item oritems under a group method of depreciation where there is no tax effect in the year ofretirement, no entries are required in this account if it can be determined that the relatedbalance would be necessary to be retained to offset future group item tax deficiencies.

[58 FR 59825, Nov. 10, 1993, as amended at 59 FR 27436, May 27, 1994; 60 FR 55430, Nov. 1, 1995;73 FR 30283, May 27, 2008]

§ 1767.20 Plant accounts.

The plant accounts identified in this section shall be used by all Rural Development borrowers.

Intangible Plant

301 Organization

302 Franchises and Consents

303 Miscellaneous Intangible Plant

Production Plant

Steam Production

310 Land and Land Rights

311 Structures and Improvements

312 Boiler Plant Equipment
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313 Engines and Engine Driven Generators

314 Turbogenerator Units

315 Accessory Electric Equipment

316 Miscellaneous Power Plant Equipment

317 Asset Retirement Costs for Steam Production Plant

Nuclear Production

320 Land and Land Rights

321 Structures and Improvements

322 Reactor Plant Equipment

323 Turbogenerator Units

324 Accessory Electric Equipment

325 Miscellaneous Power Plant Equipment

326 Asset Retirement Costs for Nuclear Production Plant

Hydraulic Production

330 Land and Land Rights

331 Structures and Improvements

332 Reservoirs, Dams and Waterways

333 Water Wheels, Turbines and Generators

334 Accessory Electric Equipment

335 Miscellaneous Power Plant Equipment

336 Roads, Railroads and Bridges

337 Asset Retirement Costs for Hydraulic Production Plant

Other Production

340 Land and Land Rights

341 Structures and Improvements

342 Fuel Holders, Producers and Accessories

343 Prime Movers

344 Generators
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Attachment for Post-Hearing ReqLlest for Information Item 4

Page 84 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?cecfr&sidb7b89ca$bf5 5 59204b2f0ebf4f5 65... 9/25/2012



Electronic Code of Federal Regulations: Page 85 of 332

345 Accessory Electric Equipment

346 Miscellaneous Power Plant Equipment

347 Asset Retirement Costs for Other Production Plant

Transmission Plant

350 Land and Land Rights

351 [Reserved]

352 Structures and Improvements

353 Station Equipment

354 Tower and Fixtures

355 Poles and Fixtures

356 Overhead Conductors and Devices

357 Underground Conduit

358 Underground Conductors and Devices

359 Roads and Trails

359.1 Asset Retirement Costs for Transmission Plant

Distribution Plant

360 Land and Land Rights

361 Structures and Improvements

362 Station Equipment

363 Storage Battery Equipment

364 Poles, Towers and Fixtures

365 Overhead Conductors and Devices

366 Underground Conduit

367 Underground Conductors and Devices

368 Line Transformers

369 Services

370 Meters

371 Installations on Customers’ Premises
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372 Leased Property on Customers Premises

373 Street Lighting and Signal Systems

374 Asset Retirement Costs for Distribution Plant

Regional Transmission Market Operation Plant

380 Land and Land Rights

381 Structures and Improvements

382 Computer Hardware

383 Computer Software

384 Communication Equipment

385 Miscellaneous Regional Transmission and Market Operation Plant

386 Asset Retirement Costs for Regional Transmission and Market Operation Plant

General Plant

389 Land and Land Rights

390 Structures and Improvements

391 Office Furniture and Equipment

392 Transportation Equipment

393 Stores Equipment

394 Tools, Shop and Garage Equipment

395 Laboratory Equipment

396 Power Operated Equipment

397 Communication Equipment

398 Miscellaneous Equipment

399 Other Tangible Property

399.1 Asset Retirement Costs for General Plant

Intangible Plant

301 Organization

This account shall include all fees paid to Federal or state governments for the privilege of
incorporation and expenditures incident to organizing the corporation, partnership, or other
enterprise and putting it into readiness to do business.
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Items

1. Cost of obtaining certificates authorizing an enterprise to engage in the public-utility
business.

2. Fees and expenses for incorporation.

3. Fees and expenses for mergers or consolidations.

4. Office expenses incident to organizing the utility.

5. Stock and minute books and corporate seal.

Note A: This account shall not include any discounts upon securities issued or assumed; nor
shall it include any costs incident to negotiating loans, selling bonds or other evidences of
debt or expenses in connection with the authorization, issuance, or sale of capital stock.

Note B: Exclude from this account and include in the appropriate expense account the cost of
preparing and filing papers in connection with the extension of the term of incorporation
unless the first organization costs have been written off. When charges are made to this
account for expenses incurred in mergers, consolidations, or reorganizations, amounts
previously included herein or in similar accounts in the books of the companies concerned
shall be excluded from this account.

302 Franchises and Consents

A. This account shall include amounts paid to the Federal Government, to a state or to a
political subdivision thereof in consideration for franchises, consents, water power licenses, or
certificates, running in perpetuity or for a specified term of more than one year, together with
necessary and reasonable expenses incident to procuring such franchises, consents, water
power licenses, or certificates of permission and approval, including expenses of organizing
and merging separate corporations, where statutes require, solely for the purpose of acquiring
franchises.

B. If a franchise, consent, water power license, or certificate is acquired by assignment, the
charge to this account in respect thereof shall not exceed the amount paid therefor by the
utility to the assignor, nor shall it exceed the amount paid by the original grantee, plus the
expense of acquisition to such grantee. Any excess of the amount actually paid by the utility
over the amount above specified shall be charged to Account 426.5, Other Deductions.

C. When any franchise has expired, the book cost thereof shall be credited hereto and
charged to Account 426.5, Other Deductions, or to Account 1 11, Accumulated Provision for
Amortization of Electric Utility Plant, as appropriate.

D. Records supporting this account shall be kept so as to show separately the book cost of
each franchise or consent.

Note: Annual or other periodic payments under franchises shall not be included herein but in
the appropriate operating expense account.

303 Miscellaneous Intangible Plant

A. This account shall include the cost of patent rights, licenses, privileges, and other intangible
property necessary or valuable in the conduct of utility operations and not specifically
chargeable to any other account.

B. When any item included in this account is retired or expires, the book cost thereof shall be
credited hereto and charged to Account 426.5, Other Deductions, or Account 111,
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Accumulated Provision for Amortization of Electric Utility Plant, as appropriate.

C. This account shall be maintained in such a manner that the utility can furnish full
information with respect to the amounts included herein.

Production Plant

Steam Production

310 Land and Land Rights

This account shall include the cost of land and land tights used in connection with steam-
power generation. (See §1767.16 (g).)

311 Structures and Improvements

This account shall include the cost, in place, of structures and improvements used in
connection with steam-power generation. (See §1767.16 (h).)

Note: Include steam production roads and railroads in this account.

312 Boiler Plant Equipment

This account shall include the cost installed of furnaces, boilers, coal and ash handling and
coal preparing equipment, steam and feed water piping, boiler apparatus, and accessories
used in the production of steam, mercury, or other vapor, to be used primarily for generating
electricity.

Items

1. Ash handling equipment, including hoppers, gates, cars, conveyors, hoists, sluicing
equipment, including pumps and motors, sluicing water pipe and fittings, sluicing trenches and
accessories, except sluices which are a part of a building.

2. Boiler feed system, including feed water heaters, evaporator condensers, heater drain
pumps, heater drainers, deaerators, and vent condensers, boiler feed pumps, surge tanks,
feed water regulators, feed water measuring equipment, and all associated drives.

3. Boiler plant cranes and hoists and associated drives.

4. Boilers and equipment, including boilers and baffles, economizers, superheaters, soot
blowers, foundations and settings, water walls, arches, grates, insulation, blowdown system,
drying out of new boilers, also associated motors or other power equipment.

5. Breeching and accessories, including breeching, dampers, soot spouts, hoppers and gates,
cinder eliminators, breeching insulation, soot blowers and associated motors.

6. Coal handling and storage equipment, including coal towers, coal lorries, coal cats,
locomotives and tracks when devoted principally to the transportation of coal, hoppers,
downtakes, unloading and hoisting equipment, skip hoists and conveyors, weighing
equipment, magnetic separators, cable ways, and housings and supports for coal handling
equipment.

7. Draft equipment, including air preheaters and accessories, induced and forced draft fans,
air ducts, combustion control mechanisms, and associated motors or other power equipment.

6. Gas-burning equipment, including holders, burner equipment and piping, and control
Case No. 2012-00535

Attachment for Post-Hearing Request for Information Item 4

Page 88 of 332

http ://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c’ecfr&sidb7b89ca$bf5 5 59204b2f0ebf4f5 65... 9/25/2012



Electronic Code of Federal Regulations: Page 89 of 332

equipment.

9. Instruments and devices, including all measuring, indicating, and recording equipment for
boiler plant service together with mountings and supports.

10. Lighting systems.

11. Oil-burning equipment, including tanks, heaters, pumps with drive, burner equipment and
piping, and control equipment.

12. Pulverized fuel equipment, including pulverizers, accessory motors, primary air fans,
cyclones and ducts, dryers, pulverized fuel bins, pulverized fuel conveyors and equipment,
burners, burner piping, priming equipment, air compressors, and motors.

13. Stacks, including foundations and supports, stack steel and ladders, stack brickwork,
stack concrete, stack lining, stack painting (first), when set on separate foundations,
independent of substructures or superstructures of building.

14. Station piping, including pipe, valves, fittings, separators, traps, desuperheaters, hangers,
excavation, and covering for station piping system, including all steam, condensate, boiler
feed and water supply piping, but not condensing water, plumbing, building heating, oil, gas,
air piping or piping specifically provided for in Account 313.

15. Stoker or equivalent feeding equipment, including stokers and accessory motors, clinker
grinders, fans and motors.

16. Ventilating equipment.

17. Water purification equipment, including softeners and accessories, evaporators and
accessories, heat exchanges, filters, tanks for filtered or softened water, pumps, and motors.

18. Water-supply systems, including pumps, motors, strainers, raw-water storage tanks, boiler
wash pumps, intake and discharge pipes, and tunnels not a part of a building.

19. Wood fuel equipment, including hoppers, fuel hogs and accessories, elevators and
conveyors, bins and gates, spouts, measuring equipment and associated drives.

Note: When the system for supplying boiler or condenser water is elaborate, and when it
includes a dam, reservoir, canal, pipe line, cooling ponds, or where gas or oil is used as a fuel
for producing steam and is supplied through a pipe line system owned by the utility, the cost
of such special facilities shall be charged to a subdivision of Account 311, Structures and
Improvements.

313 Engines and Engine Driven Generators

This account shall include the cost installed of steam engines, reciprocating or rotary, and
their associated auxiliaries; and engine-driven main generators, except turbogenerator units.

Items

1. Air cleaning and cooling apparatus, including blowers, drive equipment, air ducts, not a part
of building, louvers, pumps, and hoods.

2. Belting, shafting, pulleys, and reduction gearing.

3. Circulating pumps, including connections between condensers and intake and discharge
tunnels.
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4. Cooling system, including towers, pumps, tank, and piping.

5. Condensers, including condensate pumps, air and vacuum pumps, ejector unloading
valves and vacuum breakers, expansion devices, and screens.

6. Cranes and hoists, including items wholly identified with items listed herein.

7. Engines, reciprocating or rotary.

8. Fire-extinguishing systems.

9. Foundations and settings, especially constructed for and not expected to outlast the
apparatus for which provided.

10. Generators-Main, a.c. or d.c., including field rheostats and connections for self-excited
units, and excitation systems when identified with the generating unit.

11. Governors.

12. Lighting systems.

13. Lubricating systems, including gauges, filters, tanks, pumps, piping, and motors.

14. Mechanical meters, including gauges, recording instruments, sampling and testing
equipment.

15. Piping-main exhaust, including connections between generator and condenser and
between condenser and hotwell.

16. Piping-main stream, including connections from main throttle valve to turbine inlet.

17. Platforms, railings, steps, and gratings appurtenant to apparatus listed herein.

18. Pressure oil system, including accumulators, pumps, piping, and motors.

19. Throttle and inlet valve.

20. Tunnels, intake and discharge, for condenser system, when not a part of a structure.

21. Water screens and motors.

314 Turbogenerator Units

This account shall include the cost installed of main turbine-driven units and accessory
equipment used in generating electricity by steam.

Items

1. Air leaning and cooling apparatus, including blowers, drive equipment, air ducts not a part
of building, louvers, pumps, and hoods.

2. Circulating pumps, including connections between condensers and intake and discharge
tunnels.

3. Condensers, including condensate pumps, air and vacuum pumps, ejectors, unloading
valves and vacuum breakers, expansion devices, and screens.
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4. Generator hydrogen, gas piping, and detrainment equipment.

5. Cooling system, including towers, pumps, tanks, and piping.

6. Cranes and hoists, including items wholly identified with items listed herein.

7. Excitation system, when identified with main generating units.

8. Fire-extinguishing systems.

9. Foundations and settings, especially constructed for and not expected to outlast the
apparatus for which provided.

10. Governors.

11. Lighting systems.

12. Lubricating systems, including gauges, filters, water separators, tanks, pumps, piping, and
motors.

13. Mechanical meters, including gauges, recording instruments, sampling and testing
equipment.

14. Piping-main exhaust, including connections between turbogenerator and condenser and
between condenser and hotwell.

15. Piping-main steam, including connections from main throttle valve to turbine inlet.

16. Platforms, railings, steps, and gratings appurtenant to apparatus listed herein.

17. Pressure oil systems, including accumulators, pumps, and piping motors.

18. Steelwork, specially constructed for apparatus listed herein.

19. Throttle and inlet valve.

20. Tunnels, intake and discharge, for condenser system, when not a part of structure, and
water screens.

21. Turbogenerators-main, including turbine and generator, field rheostats and electric

connections for self-excited units.

22. Water screens and motors.

23. Moisture separator for turbine steam.

24. Turbine lubricating oil (initial charge).

315 Accessory Electric Equipment

This account shall include the cost installed of auxiliary generating apparatus, conversion

equipment, and equipment used primarily in connection with the control and switching of
electric energy produced by steam power, and the protection of electric circuits and
equipment, except electric motors used to drive equipment included in other accounts. Such

motors shall be included in the account in which the equipment with which they are associated

is included.
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Items

1. Auxiliary generators, including boards, compartments, switching equipment, control
equipment, and connections to auxiliary power bus.

2. Excitation system, including motor, turbine and dual-drive exciter sets and rheostats,
storage batteries and charging equipment, circuit breakers, panels and accessories, knife
switches and accessories, surge arresters, instrument shunts, conductors and conduit, special
supports for conduit, generator field and exciter switch panels, exciter bus tie panels,
generator and exciter rheostats and special housing and protective screens.

3. Generator main connections, including oil circuit breakers and accessories, disconnecting
switches and accessories, operating mechanisms and interlocks, current transformers,
potential transformers, protective relays, isolated panels and equipment, conductors and
conduit, special supports for generator main leads, grounding switch, and special housings
and protective screens.

4. Station buses including main, auxiliary, transfer, synchronizing and fault ground buses,
including oil circuit breakers and accessories, disconnecting switches and accessories,
operating mechanisms and interlocks, reactors and accessories, voltage regulators and
accessories, compensators, resistors, starting transformers, current transformers, potential
transformers, protective relays, storage batteries and charging equipment, isolated panels and
equipment, conductors and conduit, special supports, special housings, concrete pads,
general station grounding system, special fire-extinguishing system, and test equipment.

5. Station control system, including station switchboards with panel wiring, panels with
instruments and control equipment only, panels with switching equipment mounted or
mechanically connected, truck-type boards complete, cubicles, station supervisory control
boards, generator and exciter signal stands, temperature recording devices, frequency-control
equipment, master clocks, watt-hour meters and synchronoscope in the turbine room, station
totalizing wattmeter, boiler-room load indicator equipment, storage batteries, panels and
charging sets, instrument transformers for supervisory metering, conductors and conduit,
special supports for conduit, switchboards, batteries, special housing for batteries, protective
screens, and doors.

Note A: Do not include in this account transformers and other equipment used for changing
the voltage or frequency of electricity for the purposes of transmission or distribution.

Note B: When any item of equipment listed herein is used wholly to furnish power to
equipment included in another account, its cost shall be included in such other account.

316 Miscellaneous Power Plant Equipment

This account shall include the cost installed of miscellaneous equipment in and about the
steam generating plant devoted to general station use, and which is not properly includible in
any of the foregoing steam-power production accounts.

Items

1. Compressed air and vacuum cleaning systems, including tanks, compressors, exhausters,
air filters, and piping.

2. Cranes and hoisting equipment, including cranes, cars, crane rails, monorails, and hoists
with electric and mechanical connections.

3. Fire-extinguishing equipment for general station use.

4. Foundations and settings specially constructed for and not expected to outlast the
apparatus for which provided. Case No. 2012-00535
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5. Locomotive cranes not includible elsewhere.

6. Locomotives not includible elsewhere.

7. Marine equipment, including boats and barges.

8. Miscellaneous belts, pulleys, and countershafts.

9. Miscellaneous equipment, including atmospheric and weather indicating devices, intrasite
communication equipment, laboratory equipment, signal systems, callophones, emergency
whistles and sirens, fire alarms, insect-control equipment, and other similar equipment.

10. Railway cars not includible elsewhere.

11. Refrigerating systems, including compressors, pumps, and cooling coils.

12. Station maintenance equipment, including lathes, shapers, planers, drill presses, hydraulic
presses, and grinders with motors, shafting, hangers, and pulleys.

13. Ventilating equipment, including items wholly identified with apparatus listed herein.

Note: When any item of equipment listed herein is wholly used in connection with equipment
included in another account, its cost shall be included in such other account.

317 Asset Retirement Costs for Steam Production Plant

This account shall include asset retirement costs on plant included in the steam production
function.

Nuclear Production

320 Land and Land Rights

This account shall include the cost of land and land rights used in connection with nuclear
power generation. (See §1767.16(g).)

321 Structures and Improvements

This account shall include the cost, in place, of structures and improvements used and useful
in connection with nuclear power generation. (See §1767.16 (h).)

Note: Include vapor containers and nuclear production roads and railroads in this account.

322 Reactor Plant Equipment

This account shall include the installed cost of reactors, reactor fuel handling and storage
equipment, pressurizing equipment, coolant charging equipment, purification and discharging
equipment, radioactive waste treatment and disposal equipment, boilers, steam and feed
water piping, reactor and boiler apparatus and accessories and other reactor plant equipment
used in the production of steam to be used primarily for generating electricity, including
auxiliary superheat boilers and associated equipment in systems which change temperatures
or pressure of steam from the reactor system.

Items

1. Auxiliary superheat boilers and associated fuel storage handling preparation and burning
equipment. (See Account 312, Boiler Plant Equipment, for items, but exclude water supply, Case No. 2012-00535
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water flow lines, and steam lines, as well as other equipment not strictly within the superheat
function.)

2. Boiler feed system, including feed water heaters, evaporator condensers, heater drain
pumps, heater drainers, deaerators, and vent condensers, boiler feed pumps, surge tanks,
feed water regulators, feed water measuring equipment, and all associated drivers.

3. Boilers and heat exchangers.

4. Instruments and devices, including all measuring, indicating, and recording equipment for
reactor and boiler plant service together with mountings and supports.

5. Lighting systems.

6. Moderators, such as heavy water, and graphite, initial charge.

7. Reactor coolant; primary and secondary systems, initial charge.

8. Radioactive waste treatment and disposal equipment, including tanks, ion exchangers,
incinerators, condensers, chimneys, and diluting fans and pumps.

9. Foundations and settings, especially constructed for and not expected to outlast the
apparatus for which provided.

10. Reactor including shielding, control rods and mechanisms.

11. Reactor fuel handling equipment, including manipulating and extraction tools, underwater
viewing equipment, seal cutting and welding equipment, fuel transfer equipment, and fuel
disassembly machinery.

12. Reactor fuel element failure detection system.

13. Reactor emergency poison container and injection system.

14. Reactor pressuring and pressure relief equipment, including pressurizing tanks and
immersion heaters.

15. Reactor coolant or moderator circulation charging, purification, and discharging
equipment, including tanks, pumps, heat exchangers, demineralizers, and storage.

16. Station piping, including pipes, valves, fittings, separators, traps, desuperheaters,
hangers, excavation, and covering for station piping system, including all-reactor coolant,
steam, condensate, boiler feed and water supply piping, but not condensing water, plumbing,
building heating, oil, gas, or air piping.

17. Ventilating equipment.

18. Water purification equipment, including softeners, demineralizers and accessories,
evaporators and accessories, heat exchangers, filters, tanks for filtered or softened water,
pumps, and motors.

19. Water supply systems, including pumps, motors, strainers, raw-water storage tanks, boiler
wash pumps, intake and discharge pipes and tunnels not a part of a building.

20. Reactor plant cranes and hoists, and associated drives.

Note: When the system for supplying boiler or condenser water is elaborate, as when it
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includes a dam, reservoir, canal, pipe lines, or cooling ponds, the cost of such special facilities

shall be charged to a subdivision of Account 321, Structures and Improvements.

323 Turbogenecator Units

This account shall include the cost installed of main turbine-driven units and accessory

equipment used in generating electricity by steam.

Items

1. Air cleaning and cooling apparatus, including blowers, drive equipment, air ducts, not a part

of building, louvers, pumps, and hoods.

2. Circulating pumps, including connections between condensers, and intake and discharge

tunnels.

3. Condensers, including condensate pumps, air and vacuum pumps, ejectors, unloading

valves and vacuum breakers, expansion devices, and screens.

4. Generator hydrogen gas piping system and hydrogen detrainment equipment, and bulk

hydrogen gas storage equipment.

5. Cooling system, including towers, pumps, tanks, and piping.

6. Cranes and hoists, including items wholly identified with items listed herein.

7. Excitation system, when identified with main generating units.

8. Fire extinguishing systems.

9. Foundations and settings, especially constructed for and not expected to outlast the

apparatus for which provided.

10. Governors.

11. Lighting systems.

12. Lubricating systems, including gauges, filters, water separators, tanks, pumps, piping, and

motors.

13. Mechanical meters, including gauges, recording instruments, sampling and testing

equipment.

14. Piping-main steam, including connections between turbogenerator and condenser and

between condenser and hotwell.

15. Piping-main steam, including connections from main throttle valve to turbine inlet.

16. Platforms, railings, steps, and gratings appurtenant to apparatus listed herein.

17. Pressure oil systems, including accumulators, pumps, piping, and motors.

18. Steelwork, specially constructed for apparatus listed herein.

19. Throttle and inlet valve.
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20. Tunnels, intake and discharge, for condenser system, when not a part of structure, and
water screens.

21 Turbogenerators-main, including turbine and generator, field rheostats and electric
connections for self-excited units.

22. Water screens and motors.

23. Moisture separators for turbine steam.

24. Turbine lubricating oil, initial charge.

324 Accessory Electric Equipment

This account shall include the cost installed of auxiliary generating apparatus, conversion
equipment, and equipment used primarily in connection with the control and switching of
electric energy produced by nuclear power, and the protection of electric circuits and
equipment, except electric motors used to drive equipment included in other accounts. Such
motors shall be included in the account in which the equipment with which they are associated
is included.

Note: Do not include in this account transformers and other equipment used for changing the
voltage or frequency of electric energy for the purpose of transmission or distribution.

Items

1. Auxiliary generators, including boards, compartments, switching equipment, control
equipment, and connections to auxiliary power bus.

2. Excitation system, including motor, turbine and dual-drive exciter sets and rheostats,
storage batteries, and charging equipment, circuit breakers, panels and accessories, knife
switches and accessories, surge arresters, instrument shunts, conductors and conduit, special
supports for conduit, generator field and exciter switch panels, exciter bus tie panels,
generator and exciter rheostats and special housing and protective screens.

3. Generator main connections, including oil circuit breakers and accessories, disconnecting
switches and accessories, operating mechanisms and interlocks, current transformers,
potential transformers, protective relays, isolated panels and equipment, conductors and
conduit, special supports for generator main leads, grounding switch, special housings and
protective screens.

4. Station buses, including main, auxiliary, transfer, synchronizing and fault ground buses,
including oil circuit breakers and accessories, operating mechanisms and interlocks, reactors
and accessories, voltage regulators and accessories, compensators, resistors, starting
transformers, current transformers, potential transformers, protective relays, storage batteries
and charging equipment, isolated panels and equipment, conductors and conduit, special
supports, special housings, concrete pads, general station grounding system, fire-
extinguishing system, and test equipment.

5. Station control system, including station switchboards with panel wiring, panels with
instruments and control equipment only, panels with switching equipment mounted or
mechanically connected, truck-type boards complete, cubicles, station supervisory control
boards, generator and exciter signal stands, temperature recording devices, frequency-control
equipment, master clocks, watt-hour meters and synchronoscope in the turbine room, station
totalizing waftmeter, boiler-room load indicator equipment, storage batteries, panels and
charging sets, instrument transformers for supervisory metering, conductors and conduit,
special supports for conduit, switchboards, batteries, special housing for batteries, protective
screens, and doors.
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Note: When any item of equipment listed herein is used wholly to furnish power to equipment
included in another account, its cost shall be included in such other account.

325 Miscellaneous Power Plant Equipment

This account shall include the cost installed of miscellaneous equipment in and about the
nuclear generating plant devoted to general station use, which is not properly includible in any
of the foregoing nuclear-power production accounts.

Items

1. Compressed air and vacuum cleaning systems, including tanks, compressors, exhausters,
air filters, and piping.

2. Cranes and hoisting equipment, including cranes, cars, crane rails, monorails, and hoists
with electric and mechanical connections.

3. Fire-extinguishing equipment for general station and site use.

4. Foundations and settings specially constructed for and not expected to outlast the
apparatus for which provided.

5. Locomotive cranes not includible elsewhere.

6. Locomotives not included elsewhere.

7. Marine equipment, including boats and barges.

8. Miscellaneous belts, pulleys, and countershafts.

9. Miscellaneous equipment, including atmospheric and weather recording devices, intrasite
communication equipment, laboratory equipment, signal systems, callophones, emergency
whistles and sirens, fire alarms, insect-control equipment, and other similar equipment.

10. Railway cars or special shipping containers not includible elsewhere.

11. Refrigerating systems, including compressors, pumps, and cooling coils.

12. Station maintenance equipment, including lathes, shapers, planers, drill presses, hydraulic
presses, and grinders with motors, shafting, hangers, and pulleys.

13. Ventilating equipment, including items wholly identified with apparatus listed herein.

14. Station and area radiation monitoring equipment.

Note: When any item of equipment listed herein is wholly used in connection with equipment
included in another account, its cost shall be included in such other account.

326 Asset Retirement Costs for Nuclear Production Plant

This account shall include asset retirement costs on plant included in the nuclear production
function.

Hydraulic Production

330 Land and Land Rights
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This account shall include the cost of land and land rights used in connection with hydraulic
power generation. (See §1767.16 (g).) It shall also include the cost of land and land rights
used in connection with (1) the conservation of fish and wildlife, and (2) recreation. Separate
subaccounts shall be maintained for each of the above.

331 Structures and Improvements

This account shall include the cost, in place, of structures and improvements used in
connection with hydraulic power generation. (See §1767.16 (h).) It shall also include the cost,
in place, of structures and improvements used in connection with (1) the conservation of fish
and wildlife, and (2) recreation. Separate subaccounts shall be maintained for each of the
above.

332 Reservoirs, Dams, and Waterways

This account shall include the cost in place of facilities used for impounding, collecting,
storage, diversion, regulation, and delivery of water used primarily for generating electricity. It
shall also include the cost in place of facilities used in connection with (1) the conservation of
fish and wildlife, and (2) recreation. Separate subaccounts shall be maintained for each of the
above. (See §1767.16 (h)(3).)

Items

1. Bridges and culverts, when not a part of toads or railroads.

2. Clearing and preparing land.

3. Dams, including wasteways, spillways, flash boards, spillway gates with operating and
control mechanisms, tunnels, gate houses, and fish ladders.

4. Dikes and embankments.

5. Electric system, including conductors, control system, transformers, and lighting fixtures.

6. Excavation, including shoring, bracing, bridging, refill, and disposal of excess excavated
material.

7. Foundations and settings specially constructed for and not expected to outlast the
apparatus for which provided.

8. Intakes, including trash racks, tack cleaners, control gates and valves with operating
mechanisms, and intake house when not a part of station structure.

9. Platforms, tailings, steps, and gratings appurtenant to structures listed herein.

10. Power line wholly identified with items included herein.

11. Retaining walls.

12. Water conductors and accessories, including canals, tunnels, flumes, penstocks, pipe
conductors, forebays, tailraces, navigation locks and operating mechanisms, water-hammer
and surge tanks, and supporting trestles and structures.

13. Water storage reservoirs, including dams, flashboards, spillway gates and operating
mechanisms, inlet and outlet tunnels, regulating valves and valve towers, silt and mud sluicing
tunnels with valve or gate towers, and all other structures wholly identified with any of the
foregoing items.
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333 Water Wheels, Turbines and Generators

This account shall include the cost installed of water wheels and hydraulic turbines (from
connection with penstock or flume to tailrace) and generators driven thereby devoted to the
production of electricity by water power or for the production of power for industrial or other
purposes, if the equipment used for such purposes is a part of the hydraulic power plant
works.

Items

1. Exciter water wheels and turbines, including runners, gates, governors, pressure
regulators, oil pumps, operating mechanisms, scroll cases, draft tubes, and draft-tube
supports.

2. Fire-extinguishing equipment.

3. Foundations and settings, specially constructed for and not expected to outlast the
apparatus for which provided.

4. Generator cooling system, including air cooling and washing apparatus, air fans and
accessories, and air ducts.

5. Generators-main, a.c. or d.c., including field rheostats and connections for self-excited units
and excitation system when identified with the generating unit.

6. Lighting systems.

7. Lubricating systems, including gauges, filters, tanks, pumps, and piping.

8. Main penstock valves and appurtenances, including main valves, control equipment,
bypass valves and fillings, and other accessories.

9. Main turbines and water wheels, including runners, gates, governors, pressure regulators,
oil pumps, operating mechanisms, scroll cases, draft tubes, and draft-tube supports.

10. Mechanical meters and recording instruments.

11. Miscellaneous water-wheel equipment, including gauges, thermometers, meters, and
other instruments.

12. Platforms, railings, steps, and gratings appurtenant to apparatus listed herein.

13. Scroll case filling and drain system, including gates, pipe, valves, and fillings.

14. Water-actuated pressure-regulator system, including tanks and housings, pipes, valves,
fillings and insulators, piers and anchorage, and excavation and backfill.

334 Accessory Electric Equipment

This account shall include the cost installed of auxiliary generating apparatus, conversion
equipment, and equipment used primarily in connection with the control and switching of
electric energy produced by hydraulic power and the protection of electric circuits and
equipment, except electric motors used to drive equipment included in other accounts, such
motors being included in the account in which the equipment with which they are associated is
included.

Items
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1. Auxiliary generators, including boards, compartments, switching equipment, control
equipment, and connections to auxiliary power bus.

2. Excitation system, including motor, turbine, and dual-drive exciter sets and rheostats,
storage batteries and charging equipment, circuit breakers, panels and accessories, knife
switches and accessories, surge arresters, instrument shunts, conductors and conduit, special
supports for conduit, generator field and exciter switch panels, exciter bus tie panels,
generator and exciter rheostats and special housings and protective screens.

3. Generator main connections, including oil circuit breakers and accessories, disconnecting
switches and accessories, operating mechanisms and interlocks, current transformers,
potential transformers, protective relays, isolated panels and equipment, conductors and
conduit, special supports for generator main leads, grounding switch, and special housings
and protective screens.

4. Station buses, including main, auxiliary, transfer, synchronizing, and fault ground buses,
including oil circuit breakers and accessories, disconnecting switches and accessories,
operating mechanisms and interlocks, reactors and accessories, voltage regulators and
accessories, compensators, resistors starting transformers, current transformers, potential
transformers, protective relays, storage batteries, and charging equipment, isolated panels
and equipment, conductors and conduit, special supports, special fire-extinguishing system,
and test equipment.

5. Station control system, including station switchboards with panel wiring, panels with
instruments and control equipment only, panels with switching equipment mounted for
mechanically connected, truck-type boards complete, cubicles, station supervisory control
devices, frequency control equipment, master clocks, watt-hour meter, station totalizing watt-
meter, storage batteries, panels and charging sets, instrument transformers for supervisory
metering, conductors and conduit, special supports for conduit, switchboards, batteries,
special housings for batteries, protective screens, and doors.

Note A: Do not include in this account transformers and other equipment used for changing
the voltage or frequency of electricity for the purpose of transmission or distribution.

Note B: When any item of equipment listed herein is used wholly to furnish power to
equipment, it shall be included in such equipment account.

335 Miscellaneous Power Plant Equipment

This account shall include the cost installed of miscellaneous equipment in and about the
hydroelectric generating plant which is devoted to general station use and is not properly
includible in other hydraulic production accounts. It shall also include the cost of equipment
used in connection with (1) the conservation of fish and wildlife, and (2) recreation. Separate
subaccounts shall be maintained for each of the above.

Items

1. Compressed air and vacuum cleaning systems, including tanks, compressors, exhausters,
air filters, and piping.

2. Cranes and hoisting equipment, including cranes, cars, crane rails, monorails, and hoists
with electric and mechanical connections.

3. Fire-extinguishing equipment for general station use.

4. Foundations and settings, specially constructed for and not expected to outlast the
apparatus for which provided.

5. Locomotive cranes not includible elsewhere. Case No. 2012-00535
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6. Locomotives not includible elsewhere.

7. Marine equipment, including boats and barges.

8. Miscellaneous belts, pulleys, and countershafts.

9. Miscellaneous equipment, including atmospheric and weather indicating devices. Intrasite

communication equipment, laboratory equipment, insect control equipment, signal systems,
callophones, emergency whistles and sirens, fire alarms, and other similar equipment.

10. Railway cars, not includible elsewhere.

11. Refrigerating system, including compressors, pumps, and cooling coils.

12. Station maintenance equipment, including lathes, shapers, planers, drill presses, hydraulic
presses, and grinders with motors, shafting, hangers, and pulleys.

13. Ventilating equipment, including items wholly identified with apparatus listed herein.

Note: When any item of equipment, listed herein, is used wholly in connection with equipment
included in another account, its cost shall be included in such other account.

336 Roads, Railroads, and Bridges

This account shall include the cost of roads, railroads, trails, bridges, and trestles used
primarily as production facilities. It also includes those roads necessary to connect the plant
with highway transportation systems, except when such roads are dedicated to public use and

maintained by public authorities.

Items

1. Bridges, including foundations, piers, girders, trusses, and flooring.

2. Clearing land.

3. Railroads, including grading, ballast, ties, rails, culverts, and hoists.

4. Roads, including grading, surfacing, and culverts.

5. Structures, constructed and maintained in connection with items listed herein.

6. Trails, including grading, surfacing, and culverts.

7. Trestles, including foundations, piers, girders, trusses, and flooring.

Note A: Roads intended primarily for connecting employees’ houses with the power plant, and

toads used primarily in connection with fish and wildlife, and recreation activities, shall not be
included herein but in Account 331, Structures and Improvements.

Note B: The cost of temporary toads and bridges necessary during the period of construction

but abandoned or dedicated to public use upon completion of the plant, shall not be included

herein but shall be charged to the accounts appropriate for the construction.

337 Asset Retirement Costs for Hydraulic Production Plant

This account shall include asset retirement costs on plant included in the hydraulic production

function. Case No. 2012-00535
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Other Production

340 Land and Land Rights

This account shall include the cost of land and land rights used in connection with other power
generation. (See §1767.16 (g).)

341 Structures and Improvements

This account shall include the cost in place of structures and improvements used in
connection with other power generation. (See §1767.16 (h).)

342 Fuel Holders, Producers, and Accessories

This account shall include the cost installed of fuel handling and storage equipment used
between the point of fuel delivery to the station and the intake pipe through which fuel is
directly drawn to the engine, also the cost of gas producers and accessories devoted to the
production of gas for use in prime movers driving main electric generators.

Items

1. Blower and fans.

2. Boilers and pumps.

3. Economizers.

4. Exhauster outfits.

5. Flues and piping.

6. Pipe system.

7. Producers.

8. Regenerators.

9. Scrubbers.

10. Steam injectors.

11. Tanks for storage of oil and gasoline.

12. Vaporizers.

343 Prime Movers

This account shall include the cost installed of Diesel or other prime movers devoted to the
generation of electric energy, together with their auxiliaries.

Items

1. Air-filtering system.

2. Belting, shafting, pulleys, and reduction gearing.
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3. Cooling system, including towers, pumps, tanks, and piping.

4. Cranes and hoists, including items wholly identified with apparatus listed herein.

5. Engines, Diesel, gasoline, gas, or other internal combustion.

6. Foundations and settings specially constructed for and not expected to outlast the
apparatus for which provided.

7. Governors.

8. Ignition system.

9. Inlet valve.

10. Lighting systems.

11. Lubricating systems, including filters, tanks, pumps, and piping.

12. Mechanical meters, including gauges, recording instruments, sampling, and testing
equipment.

13. Mufflers.

14. Piping.

15. Starting systems, compressed air, or other, including compressors and drives, tanks,
piping, motors, boards and connections, and storage tanks.

16. Steelwork, specially constructed for apparatus listed herein.

17. Waste heat boilers and antifluctuators.

344 Generators

This account shall include the cost installed of Diesel or other power driven main generators.

Items

1. Cranes and hoists, including items wholly identified with such apparatus.

2. Fire-extinguishing equipment.

3. Foundations and settings, specially constructed for and not expected to outlast the
apparatus for which provided.

4. Generator cooling system, including air cooling and washing apparatus, air fans and
accessories, and air ducts.

5. Generators-main, a.c. or d.c., including field rheostats and connections for self-excited units
and excitation system when identified with the generating unit.

6. Lighting systems.

7. Lubricating system, including tanks, filters, strainers, pumps, piping, and coolers.
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8. Mechanical meters and recording instruments.

9. Platforms, railings, steps, and gratings appurtenant to apparatus listed herein.

Note: If prime movers and generators are so integrated that it is not practical to classify them
separately, the entire unit may be included in Account 344, Generators.

345 Accessory Electric Equipment

This account shall include the cost installed of auxiliary generating apparatus, conversion
equipment, and equipment used primarily in connection with the control and switching of
electric energy produced in other power generating stations, and the protection of electric
circuits and equipment, except electric motors used to drive equipment included in other
accounts. Such motors shall be included in the account in which the equipment with which it is
associated is included.

Items

1. Auxiliary generators, including boards, compartments, switching equipment, control
equipment, and connections to auxiliary power bus.

2. Excitation system, including motor, turbine and dual-drive exciter sets and rheostats,
storage batteries and charging equipment, circuit breakers, panels and accessories, knife
switches and accessories, surge arresters, instrument shunts, conductors and conduit, special
supports for conduit, generator field and exciter switch panels, exciter bus tie panels,
generator and exciter rheostats and special housings and protective screens.

3. Generator main connections, including oil circuit breakers and accessories, disconnecting
switches and accessories, operating mechanisms and interlocks, current transformers,
potential transformers, protective relays, isolated panels and equipment, conductors and
conduit, special supports for generator main leads, grounding switch, and special housing and
protective screens.

4. Station control system, including station switchboards with panel wiring, panels with
instruments and control equipment only, panels with switching equipment mounted or
mechanically connected, trunk-type boards complete, cubicles, station supervisory control
boards, generator and exciter signal stands, temperature-recording devices, frequency control
equipment, master clocks, watt-hour meter, station totalizing wattmeter, storage batteries,
panels and charging sets, instrument transformers for supervisory metering, conductors and
conduit, special supports for conduit, switchboards, batteries, special housing for batteries,
protective screens, and doors.

5. Station buses, including main, auxiliary, transfer, synchronizing and fault ground buses,
including oil circuit breakers and accessories, disconnecting switches and accessories,
operating mechanisms and interlocks, reactors and accessories, voltage regulators and
accessories, compensators, resistors, starting transformers, current transformers, potential
transformers, protective relays, storage batteries and charging equipment, isolated panels and
equipment, conductors and conduit, special supports, special housings, concrete pads,
general station ground system, special fire-extinguishing system, and test equipment.

Note A: Do not include in this account transformers and other equipment used for changing
the voltage or frequency of electric energy for the purpose of transmission or distribution.

Note B: When any item of equipment listed herein is used wholly to furnish power to
equipment included in another account, its cost shall be included in such other account.

346 Miscellaneous Power Plant Equipment

This account shall include the cost installed of miscellaneous equipment in and about the Case No. 2012-00535
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other power generating plant, devoted to general station use, and not properly includible in
any of the foregoing other power production accounts.

Items

1. Compressed air and vacuum cleaning systems, including tanks, compressors, exhausters,
air filters, and piping.

2. Cranes and hoisting equipment, including cranes, cars, crane rails, monorails, and hoists
with electric and mechanical connections.

3. Fire-extinguishing equipment for general station use.

4. Foundations and settings, specially constructed for and not expected to outlast the
apparatus for which provided.

5. Miscellaneous equipment, including atmospheric and weather indicating devices, intrasite
communication equipment, laboratory equipment, signal systems, callophones, emergency
whistles and sirens, fire alarms, and other similar equipment.

6. Miscellaneous belts, pulleys, and countershafts.

7. Refrigerating systems including compressors, pumps, and cooling coils.

8. Station maintenance equipment, including lathes, shapers, planters, drill presses, hydraulic
presses, and grinders with motors, shafting, hangers, or pulleys.

9. Ventilating equipment, including items wholly identified with apparatus listed herein.

Note: When any item of equipment, listed herein is used wholly in connection with equipment
included in another account, its cost shall be included in such other account.

347 Asset Retirement Costs for Other Production Plant

This account shall include asset retirement costs on plant included in the other production
function.

Transmission Plant

350 Land and Land Rights

This account shall include the cost of land and land rights used in connection with
transmission operations. (See §1767.16 (g).)

351 [ReservedJ

352 Structures and Improvements

This account shall include the cost, in place, of structures and improvements used in
connection with transmission operations. (See §1767.16 (h).)

353 Station Equipment

This account shall include the cost installed of transforming, conversion, and switching
equipment used for the purpose of changing the characteristics of electricity in connection
with its transmission or for controlling transmission circuits.
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Items

1. Bus compartments, concrete, brick, and sectional steel, including items permanently
attached thereto.

2. Conduit, including concrete and iron duct runs not a part of a building.

3. Control equipment, including batteries, battery charging equipment, transformers, remote
relay boards, and connections.

4. Conversion equipment, including transformers, indoor and outdoor, frequency changers,
motor generator sets, rectifiers, synchronous converters, motors, cooling equipment, and
associated connections.

5. Fences.

6. Fixed and synchronous condensers, including transformers, switching equipment, blowers,
motors and connections.

7. Foundations and settings, specially constructed for and not expected to outlast the
apparatus for which provided.

8. General station equipment, including air compressors, motors, hoists, cranes, test
equipment, and ventilating equipment.

9. Platforms, railings, steps, and gratings appurtenant to apparatus listed herein.

70. Primary and secondary voltage connections, including bus runs and supports, insulators,
potheads, lightning arresters, cable and wire runs from and to outdoor connections or to
manholes and the associated regulators, reactors, resistors, surge arresters, and accessory
equipment.

17. Switchboards, including meters, relays, and control wiring.

12. Switching equipment, indoor and outdoor, including oil circuit breakers and operating
mechanisms, truck switches, and disconnect switches.

13. Tools and appliances.

354 Towers and Fixtures

This account shall include the cost installed of towers and appurtenant fixtures used for
supporting overhead transmission conductors.

Items

1. Anchors, guys, and braces.

2. Brackets.

3. Crossarms, including braces.

4. Excavation, backfill, and disposal of excess excavated material.

5. Foundations.

6. Guards. Case No. 2012-00535
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7. Insulator pins and suspension bolts.

8. Ladder and steps.

9. Railings.

10. Towers.

355 Poles and Fixtures

This account shall include the cost installed of transmission line poles, wood, steel, concrete,
or other material, together with appurtenant fixtures used for supporting overhead
transmission conductors.

Items

1. Anchors, head arm and other guys, including guy guards, guy clamps, strain insulators, and
pole plates.

2. Brackets.

3. Crossarms and braces.

4. Excavation and backfill, including disposal of excess excavated material.

5. Extension arms.

6. Gaining, roofing, stenciling, and tagging.

7. Insulator pins and suspension belts.

8. Paving.

9. Pole steps.

10. Poles, wood, steel, concrete, or other material.

11. Racks complete with insulators.

12. Reinforcing and stubbing.

13. Settings.

14. Shaving and painting.

356 Overhead Conductors and Devices

This account shall include the cost installed of overhead conductors and devices used for
transmission purposes.

Items

1. Circuit breakers.

2. Conductors, including insulated and bare wires and cables.
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3. Ground wires and ground clamps.

4. Insulators, including pin, suspension, and other types.

5. Lightning arresters.

6. Switches.

7. Other line devices.

357 Underground Conduit

This account shall include the cost installed of underground conduit and tunnels used for
housing transmission cables or wires. (See §1767.16 (n).)

Items

1. Conduit, concrete, brick or tile, including iron pipe, fiber pipe, Murray duct, and standpipe
on pole or tower.

2. Excavation, including shoring, bracing, bridging, backfill, and disposal of excess excavated
material.

3. Foundations and settings specially constructed for and not expected to outlast the
apparatus for which provided.

4. Lighting systems.

5. Manholes, concrete or brick, including iron or steel, frames and covers, hatchways,
gratings, ladders, cable racks and hangers, permanently attached to manholes.

6. Municipal inspection.

7. Pavement disturbed, including cutting and replacing pavement, pavement base and
sidewalks.

8. Permits.

9. Protection of street openings.

10. Removal and relocation of subsurface obstructions.

11. Sewer connections, including drains, traps, tide valves, and check valves.

12. Sumps, including pumps.

13. Ventilating equipment.

358 Underground Conductors and Devices

This account shall include the cost installed of underground conductors and devices used for
transmission purposes.

Items

1. Armored conductors, buried, including insulators, insulating materials, splices, potheads,
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and trenching.

2. Armored conductors, submarine, including insulators, insulating materials, splices in
terminal chambers, and potheads.

3. Cables in standpipe, including pothead and connection from terminal chamber of manhole
to insulators on pole.

4. Circuit breakers.

5. Fireproofing, in connection with any items listed herein.

6. Hollow-core oil-filled cable, including straight or stop joints, pressure tanks, auxiliary air
tanks, feeding tanks, terminals, potheads and connections, and ventilating equipment.

7. Lead and fabric covered conductors, including insulators, compound filled, oil filled, or
vacuum splices, and potheads.

8. Lightning arresters.

9. Municipal inspection.

10. Permits.

11. Protection of street openings.

12. Racking of cables.

13. Switches.

14. Other line devices.

359 Roads and Trails

This account shall include the cost of roads, trails, and bridges used primarily as transmission
facilities.

Items

1. Bridges, including foundation piers, girders, trusses, and flooring.

2. Clearing land.

3. Roads, including grading, surfacing, and culverts.

4. Structures, constructed and maintained in connection with items included herein.

5. Trails, including grading, surfacing, and culverts.

Note: The cost of temporary roads, and bridges necessary during the period of construction
but abandoned or dedicated to public use upon completion of the plant, shall be charged to
the accounts appropriate for the construction.

359.1 Asset Retirement Costs for Transmission Plant

This account shall include asset retirement costs on plant included in the transmission plant
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function.

Distribution Plant

360 Land and Land Rights

This account shall include the cost of land and land rights used in connection with distribution
operations. (See §1767.16 (g).)

Note: Do not include the cost of permits to erect poles, or towers or to trim trees in this
account. (See Account 364, Poles, Towers and Fixtures, and Account 365, Overhead
Conductors and Devices.)

361 Structures and Improvements

This account shall include the cost, in place, of structures and improvements used in
connection with distribution operations. (See §1767.16 (h).)

362 Station Equipment

This account shall include the cost installed of station equipment, including transformer banks,
which are used for the purpose of changing the characteristics of electricity in connection with
its distribution.

Items

1. Bus compartments, concrete, brick and sectional steel, including items permanently
attached thereto.

2. Conduit, including concrete and iron duct runs not part of building.

3. Control equipment, including batteries, battery charging equipment, transformers, remote
relay boards, and connections.

4. Conversion equipment, indoor and outdoor, frequency changers, motor generator sets,
rectifiers, synchronous converters, motors, cooling equipment, and associated connections.

5. Fences.

6. Fixed and synchronous condensers, including transformers, switching equipment, blowers,
motors, and connections.

7. Foundations and settings, specially constructed for and not expected to outlast the
apparatus for which provided.

8. General station equipment, including air compressors, motors, hoists, cranes, test
equipment, and ventilating equipment.

9. Platforms, railings, steps, and gratings appurtenant to apparatus listed herein.

10. Primary and secondary voltage connections, including bus runs and supports, insulators,
potheads, lightning arresters, cable and wire runs from and to outdoor connections or to
manholes and the associated regulators, reactors, resistors, surge arresters, and accessory
equipment.

11. Switchboards, including meters, relays, and control wiring.
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12. Switching equipment, indoor and outdoor, including oil circuit breakers and operating

mechanisms, truck switches, disconnect switches.

Note: The cost of rectifiers, series transformers, and other special station equipment devoted

exclusively to street lighting service shall not be included in this account, but in Account 373,

Street Lighting and Signal Systems.

363 Storage Battery Equipmentis account shall include the cost installed of storage battery

equipment used for the purpose of supplying electricity to meet emergency or peak demands.

Items

1. Batteries, including elements, tanks, and tank insulators.

2. Battery room connections, including cable or bus runs and connections.

3. Battery room flooring, when specially laid for supporting batteries.

4. Charging equipment, including motor generator sets and other charging equipment and

connections, and cable runs from generator or station bus to battery room connections.

5. Miscellaneous equipment, including instruments, and water stills.

6. Switching equipment, including endcell switches and connections, boards and panels, used

exclusively for battery control, not part of general station switchboard.

7. Ventilating equipment, including fans and motors, louvers, and ducts not part of building.

Note: Storage batteries used for control and general station purposes shall not be included in

this account but in the account appropriate for their use.

364 Poles, Towers and Fixtures

This account shall include the cost installed of poles, towers, and appurtenant fixtures used

for supporting overhead distribution conductors and service wires.

Items

1. Anchors, head arm, and other guys, including guy guards, guy clamps, strain insulators,

and pole plates.

2. Brackets.

3. Crossarms and braces.

4. Excavation and backfill, including disposal of excess excavated material.

5. Extension arms.

6. Foundations.

7. Guards.

8. Insulator pins and suspension bolts.

9. Paving.
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10. Permits for construction.

11. Pole steps and ladders.

12. Poles, wood, steel, concrete, or other material.

13. Racks complete with insulators.

14. Railings.

15. Reinforcing and stubbing.

16. Settings.

17. Shaving, painting, gaining, roofing, stenciling, and tagging.

18. Towers.

19. Transformer racks and platforms.

365 Overhead Conductors and Devices

This account shall include the cost installed of overhead conductors and devices used for
distribution purposes.

Items

1. Circuit breakers.

2. Conductors, including insulated and bare wires and cables.

3. Ground wires and clamps.

4. Insulators, including pin, suspension, and other types, and tie wire or clamps.

5. Lightning arresters.

6. Railroad and highway crossing guards.

7. Splices.

8. Switches.

9. Tree trimming, initial cost including the cost of permits therefor.

10. Other line devices.

11. Oil circuit reclosers (OCR).

12. Sectionalizers.

13. Labor costs for installation of OCRs and Sectionalizers, first only.

Note: The cost of conductors used solely for street lighting or signal systems shall not be
included in this account but in Account 373, Street Lighting and Signal Systems.
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366 Underground Conduit

This account shall include the cost installed of underground conduit and tunnels used for
housing distribution cables or wires.

Items

I. Conduit, concrete, brick and tile, including iron pipe, fiber pipe, Murray duct, and standpipe
on pole or tower.

2. Excavation, including shoring, bracing, bridging, backfill, and disposal of excess excavated
material.

3. Foundations and settings specially constructed for and not expected to outlast the
apparatus for which constructed.

4. Lighting systems.

5. Manholes, concrete or brick, including iron or steel frames and covers, hatchways, gratings,
ladders, cable racks, and hangers permanently attached to manholes.

6. Municipal inspection.

7. Pavement disturbed, including cutting and replacing pavement, pavement base, and
sidewalks.

8. Permits.

9. Protection of street openings.

10. Removal and relocation of subsurface obstructions.

11. Sewer connections, including drains, traps, tide valves, and check valves.

12. Sumps, including pumps.

13. Ventilating equipment.

Note: The cost of underground conduit used solely for street lighting or signal systems shall
be included in Account 373, Street Lighting and Signal Systems.

367 Underground Conductors and Devices

This account shall include the cost installed of underground conductors and devices used for
distribution purposes.

Items

1. Armored conductors, buried, including insulators, insulating materials, splices, potheads,
and trenching.

2. Armored conductors, submarine, including insulators, insulating materials, splices in
terminal chamber, and potheads.

3. Cables in standpipe, including pothead and connection from terminal chamber or manhole
to insulators on pole.

Case No. 2012-00535
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4. Circuit breakers.

5. Fireproofing, in connection with any items listed herein.

6. Hollow-core oil-filled cable, including straight or stop joints, pressure tanks, auxiliary air
tanks, feeding tanks, terminals, potheads and connections.

7. Lead and fabric covered conductors, including insulators, compound-filled, oil-filled or
vacuum splices, and potheads.

8. Lightning arresters.

9. Municipal inspection.

10. Permits.

11. Protection of street openings.

12. Racking of cables.

13. Switches.

14. Other line devices.

Note: The cost of underground conductors and devices used solely for street lighting or signal
systems shall be included in Account 373, Street Lighting and Signal Systems.

368 Line Transformers

A. This account shall include the cost installed of overhead and underground distribution line
transformers and pole-type and underground voltage regulators owned by the utility, for use in
transforming electricity to the voltage at which it is to be used by the customer, whether
actually in service or held in reserve.

B. When a transformer is permanently retired from service, the original installed cost thereof
shall be credited to this account.

C. The records covering line transformers shall be so kept that the utility can furnish the
number of transformers of various capacities in service and those in reserve, and the location
and the use of each transfer.

Items

1. Installation, labor of (first installation only).

2. Transformer cut-out boxes.

3. Transformer lightning arresters.

4. Transformers, line and network.

5. Capacitors.

6. Network protectors.

7. Voltage regulators.
Case No. 2012-00535

Attachment for Post-Hearing Request for Information Item 4
Page 114 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&s id=b7b89ca8bf5 55 9204b2f0ebf4f5 65... 9/25/2012



tiiectronic Lofie ot tederal Regulations: Page 115 of 332

Note: The cost of removing and resetting line transformers shall not be charged to this
account but to Account 583, Overhead Line Expenses, or Account 584, Underground Line
Expenses, as appropriate. The cost of line transformers used solely for street lighting or signal
systems shall be included in Account 373, Street Lighting and Signal Systems.

369 Services

This account shall include the cost installed of overhead and underground conductors leading
from a point where wires leave the last pole of the overhead system or the distribution box or
manhole, or the top of the pole of the distribution line, to the point of connection with the
customer’s outlet or wiring. Conduit used for underground service conductors shall be
included herein.

Items

1. Brackets.

2. Cables and wires.

3. Conduit.

4. Insulators.

5. Municipal inspection.

6. Overhead to underground, including conduit or standpipe and conductor from last splice on
pole to connection with customer’s wiring.

7. Pavement disturbed, including cutting and replacing pavement, pavement base, and
sidewalks.

8. Permits.

9. Protection of street openings.

10. Service switch.

17. Suspension wire.

370 Meters

A. This account shall include the cost installed of meters or devices and appurtenances
thereto, for use in measuring the electricity delivered to its users, whether actually in service
or held in reserve.

B. When a meter is permanently retired from service, the installed cost included herein shall
be credited to this account.

C. The records covering meters shall be so kept that the utility can furnish information as to
the number of meters of various capacities in service and in reserve as well as the location of
each meter owned.

Items

1. Alternate current, watt-hour meters.

2. Current limiting devices.
Case No. 2012-00535
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3. Demand indicators.

4. Demand meters.

5. Direct current watt-hour meters.

6. Graphic demand meters.

7. Installation, labor of (first installation only).

8. Instrument transformers.

9. Maximum demand meters.

10. Meter badges and their attachments.

11. Meter boards and boxes.

12. Meter fittings, connections, and shelves (first set).

13. Meter switches and cut-outs.

14. Prepayment meters.

15. Protective devices.

16. Testing new meters.

Note A: This account shall not include meters for recording output of a generating station, or
substation meters. It includes only those meters used to record energy delivered to
customers.

Note B: The cost of removing and resetting meters shall be charged to Account 586, Meter
Expenses.

371 Installations on Customers’ Premises

This account shall include the cost installed of equipment on the customer’s side of a meter
when the utility incurs such cost and when the utility retains title to and assumes full
responsibility for maintenance and replacement of such property. This account shall not
include leased equipment. (See Account 372, Leased Property on Customers’ Premises.)

Items

1. Cable vaults.

2. Commercial lamp equipment.

3. Foundations and settings specially provided for equipment included herein.

4. Frequency changer sets.

5. Motor generator sets.

6. Motors.
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7. Switchboard panels, high or low tension.

8. Wire and cable connections to incoming cables.

Note: Do not include in this account any costs incurred in connection with merchandising,
jobbing, or contract work activities.

372 Leased Property on Customers’ Premises

This account shall include the cost of electric motors, transformers, and other equipment on
customers’ premises (including municipal corporations), leased or loaned to customers, but
not including property held for sale.

Note A: The cost of setting and connecting such appliances or equipment on the premises of
customers and the cost of resetting or removal shall not be charged to this account but to
operating expenses, Account 587, Customer Installations Expenses.

Note B: Do not include in this account any costs incurred in connection with merchandising,
jobbing, or contract work activities.

373 Street Lighting and Signal Systems

This account shall include the cost installed of equipment used wholly for public street and
highway lighting or traffic, fire alarm, police, and other signal systems.

Items

1. Armored conductors, buried or submarine, including insulators, insulating materials, splices,
and trenching.

2. Automatic control equipment.

3. Conductors, overhead or underground, including lead or fabric covered, parkway cables,
including splices, and insulators.

4. Lamps, arc incandescent, or other types, including glassware, suspension fixtures, and
brackets.

5. Municipal inspection.

6. Ornamental lamp posts.

7. Pavement disturbed, including cutting and replacing pavement, pavement base, and
sidewalks.

8. Permits.

9. Posts and standards.

10. Protection of street openings.

11. Relays or time clocks.

12. Series contactors.

13. Switches.
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14. Transformers, pole or underground.

374 Asset Retirement Costs for Distribution Plant

This account shall include asset retirement costs on plant included in the distribution plant
function.

Regional Transmission and Market Operation Plant

380 Land and Land Rights

This account shall include the cost of land and land rights used in connection with regional
transmission and market operations.

381 Structures and Improvements

This account shall include the cost in place of structures and improvement used for regional
transmission and market operations.

382 Computer Hardware

This account shall include the cost of computer hardware and miscellaneous information
technology equipment to provide scheduling, system control and dispatching, system
planning, standards development, market monitoring, and market administration activities.
Records shall be maintained identifying to the maximum extent practicable computer
hardware owned and used for:

(1) Scheduling, system control and dispatching, (2) System planning and standards
development, and (3) Market monitoring and market administration activities.

Items

1. Personal computers

2. Servers

3. Workstations

4. Energy Management System (EMS) hardware

5. Supervisory Control and Data Acquisition (SCADA) system hardware

6. Peripheral equipment

7. Networking components

383 Computer Software

This account shall include the cost of off-the-shelf and in-house developed software
purchased and used to provide scheduling, system control and dispatching, system planning,
standards development, market monitoring, and market administration activities. Records
shall be maintained identifying to the maximum extent practicable the cost of software used
for:

(1) Scheduling, system control and dispatching,

(2) System planning and standards development, and Case No. 2012-00535
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(3) Market monitoring and market administration activities.

Items

1. Software licenses

2. User interlace software

3. Modeling software

4. Database software

5. Tracking and monitoring software

6. Energy Management System (EMS) software

7. Supervisory Control and Data Acquisition (SCADA) system software

8. Evaluation and assessment system software

9. Operating, planning and transaction scheduling software

10. Reliability applications

11. Market application software

384 Communication Equipment

This account shall include the cost of communication equipment owned and used to acquire
or share data and information used to control and dispatch the system.

Items

1. Fiber optic cable

2. Remote terminal units

3. Microwave towers

4. Global Positioning System (GPS) equipment

5. Servers

6. Workstations

7. Telephones

385 Miscellaneous Regional Transmission and Market Operation Plant

This account shall include the cost of regional transmission and market operation plant and
equipment not provided for elsewhere.

386 Asset Retirement Costs for Regional Transmission and Market Operation Plant

This account shall include asset retirement costs on regional transmission and market
operations plant and equipment. Case No. 2012-00535
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General Plant

389 Land and Land Rights

This account shall include the cost of land and land rights used for utility purposes, the cost of
which is not properly includible in other land and land rights accounts. (See §1767.16 (g).)

390 Structures and Improvements

This account shall include the cost, in place, of structures and improvements used for utility
purposes, the cost of which is not properly includible in other structures and improvements
accounts. (See §1767.16 (h).)

391 Office Furniture and Equipment

This account shall include the cost of office furniture and equipment owned by the utility and
devoted to utility service, and not permanently attached to buildings, except the cost of such
furniture and equipment which the utility elects to assign to other plant accounts on a
functional basis.

Items

1. Bookcases and shelves.

2. Desks, chairs, and desk equipment.

3. Drafting-room equipment.

4. Filing, storage, and other cabinets.

5. Floor covering.

6. Library and library equipment.

7. Mechanical office equipment, such as accounting machines, and typewriters.

8. Safes.

9. Tables.

392 Transportation Equipment

This account shall include the cost of transportation vehicles used for utility purposes.

Items

1. Airplanes.

2. Automobiles.

3. Bicycles.

4. Electrical vehicles.

5. Motor trucks.

Case No. 2012-00535
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6. Motorcycles.

7. Repair cars or trucks.

8. Tractors and trailers.

9. Other transportation vehicles.

393 Stores Equipment

This account shall include the cost of equipment used for the receiving, shipping, handling,and storage of materials and supplies.

Items

1. Chain falls.

2. Counters.

3. Cranes (portable).

4. Elevating and stacking equipment (portable).

5. Hoists.

6. Lockers.

7. Scales.

8. Shelving.

9. Storage bins.

10. Trucks, hand and power driven.

11. Wheelbarrows.

394 Tools, Shop and Garage Equipment

This account shall include the cost of tools, implements, and equipment used in construction,repair work, general shops and garages and not specifically provided for or includible in otheraccounts.

Items

1. Air compressors.

2. Anvils.

3. Automobile repair shop equipment.

4. Battery charging equipment.

5. Belts, shafts and countershafts.

6. Boilers.
Case No. 2012-00535
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7. Cable pulling equipment.

8. Concrete mixers.

9. Drill presses.

10. Derricks.

11. Electric equipment.

12. Engines.

13. Forges.

14. Furnaces.

15. Foundations and settings specially constructed for and not expected to outlast the
equipment for which provided.

16. Gas producers.

17. Gasoline pumps, oil pumps, and storage tanks.

18. Greasing tools and equipment.

19. Hoists.

20. Ladders.

21. Lathes.

22. Machine tools.

23. Motor-driven tools.

24. Motors.

25. Pipe threading and cutting tools.

26. Pneumatic tools.

27. Pumps.

28. Riveters.

29. Smithing equipment.

30. Tool racks.

31. Vises.

32. Welding apparatus.

33. Work benches.
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395 Laboratory Equipment

This account shall include the cost installed of laboratory equipment used for general
laboratory purposes and not specifically provided for or includible in other departmental or
functional plant accounts.

Items

1. Ammeters.

2. Current batteries.

3. Frequency changers.

4. Galvanometers.

5. Inductometers.

6. Laboratory standard millivolt meters.

7. Laboratory standard volt meters.

8. Meter-testing equipment.

9. Millivolt meters.

10. Motor generator sets.

11. Panels.

12. Phantom loads.

13. Portable graphic ammeters, voltmeters, and wattmeters.

14. Portable loading devices.

15. Potential batteries.

16. Potentiometers.

17. Rotating standards.

0

18. Standard cell, reactance, resistor, and shunt.

19. Switchboards.

20. Synchronous timers.

21. Testing panels.

22. Testing resistors.

23. Transformers.

24. Voltmeters.
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25. Other testing, laboratory, or research equipment not provided for elsewhere.

396 Power Operated Equipment

This account shall include the cost of power operated equipment used in construction or
repair work exclusive of equipment includible in other accounts. Include, also, the tools and
accessories acquired for use with such equipment and the vehicle on which such equipment
is mounted.

Items

1. Air compressors, including driving unit and vehicle.

2. Back filling machines.

3. Boring machines.

4. Bulldozers.

5. Cranes and hoists.

6. Diggers.

7. Engines.

8. Pile drivers.

9. Pipe cleaning machines.

10. Pipe coating or wrapping machines.

11. Tractors-Crawler type.

12. Trenchers.

13. Other power operated equipment.

Note: It is intended that this account include only such large units as are generally self-
propelled or mounted on movable equipment.

397 Communication Equipment

This account shall include the cost installed of telephone, telegraph, and wireless equipment
for general use in connection with utility operations.

Items

1. Antennae.

2. Booths.

3. Cables.

4. Distributing boards.

5. Extension cords. Case No. 2012-00535
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6. Gongs.

7. Hand sets, manual and dial.

8. Insulators.

9. Intercommunicating sets.

10. Loading coils.

11. Operators’ desks.

12. Poles and fixtures used wholly for telephone or telegraph wire.

13. Radio transmitting and receiving sets.

14. Remote control equipment and lines.

15. Sending keys.

16. Storage batteries.

17. Switchboards.

18. Telautograph circuit connections.

19. Telegraph receiving sets.

20. Telephone and telegraph circuits.

21. Testing instruments.

22. Towers.

23. Underground conduit used wholly for telephone or telegraph wires and cable wires.

398 Miscellaneous Equipment

This account shall include the cost of equipment, and apparatus used in the utility operations,
which is not includible in other accounts.

Items

1. Hospital and infirmary equipment.

2. Kitchen equipment.

3. Employees’ recreation equipment.

4. Radios.

5. Restaurant equipment.

6. Soda fountains.
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7. Operators cottage furnishings.

8. Other miscellaneous equipment.

Note: Miscellaneous equipment of the nature indicated above wherever practicable, shall be
included in the utility plant accounts on a functional basis.

399 Other Tangible Property

This account shall include the cost of tangible utility plant not provided for elsewhere.

399.1 Asset Retirement Costs for General Plant

This account shall include asset retirement costs on plant included in the general plant
function.

[58 FR 59825, Nov. 10, 1993, as amended at 73 FR 30284, May 27, 2008]

§ 1767.21 Operating income.

j2Q

The operating income accounts identified in this section shall be used by all RUS borrowers.

Utility Operating Income

400 Operating Revenues

401 Operation Expense

402 Maintenance Expense

403 Depreciation Expense

403.1 Depreciation Expense—Steam Production Plant

403.2 Depreciation Expense—Nuclear Production Plant

403.3 Depreciation Expense—Hydraulic Production Plant

403.4 Depreciation Expense—Other Production Plant

403.5 Depreciation Expense—Transmission Plant

403.6 Depreciation Expense—Distribution Plant

403.7 Depreciation Expense-General Plant

403.8 Depreciation Expense-Asset Retirement Costs

403.9 Depreciation Expense-Regional Transmission and Market Operation Plant

404 Amortization of Limited-Term Electric Plant

405 Amortization of Other Electric Plant
Case No. 2012-00535
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406 Amortization of Electric Plant Acquisition Adjustments

407 Amortization of Property Losses, Unrecovered Plant and Regulatory Study Costs

407.3 Regulatory Debits

407.4 Regulatory Credits

408 Taxes Other than Income Taxes

408.7 Taxes—Property

408.2 Taxes—U.S. Social Security—Unemployment

408.3 Taxes—U.S. Social Security—F.l.C.A.

408.4 Taxes—State Social Security—Unemployment

408.5 Taxes—State Sales—Consumers

408.6 Taxes—Gross Revenue or Gross Receipts Tax

408.7 Taxes—Other

409 [Reserved]

409.1 Income Taxes, Utility Operating Income

409.2 Income Taxes, Other Income and Deductions

409.3 Income Taxes, Extraordinary Items

410 [ReservedJ

410.1 Provision for Deferred Income Taxes, Utility Operating Income

410.2 Provision for Deferred Income Taxes, Other Income and Deductions

411 [Reserved]

411.1 Provision for Deferred Income Taxes—Credit, Utility Operating Income

411.2 Provision for Deferred Income Taxes—Credit, Other Income and Deductions

411.3 [Reserved]

411.4 Investment Tax Credit Adjustments, Utility Operations

417.5 Investment Tax Credit Adjustments, Nonutility Operations

411.6 Gains from Disposition of Utility Plant

411.7 Losses from Disposition of Utility Plant

411.8 Gains from Disposition of Allowances Case No. 2012-00535
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411.9 Losses from Disposition of Allowances

411.10 Accretion Expense

412 Revenues from Electric Plant Leased to Others

413 Expenses of Electric Plant Leased to Others

414 Other Utility Operating Income

Utility Operating Income

400 Operating Revenues

There shall be shown under this caption the total amount included in the electric operating

revenue accounts provided herein.

401 Operation Expense

There shall be shown under this caption the total amount included in the electric operation

expense accounts provided herein. (See note to §1767.17 (c).)

402 Maintenance Expense

There shall be shown under this caption the total amount included in the electric maintenance

expense accounts provided herein.

403 Depreciation Expense

A. This account shall include the amount of depreciation expense for all classes of

depreciable electric plant in service except such depreciation expense as is chargeable to

clearing accounts or to Account 416, Costs and Expenses of Merchandising, Jobbing and

Contract Work.

B. The utility shall keep such records of property and property retirements as will reflect the

service life of property which has been retired and aid in estimating probable service life by

mortality, turnover, or other appropriate methods; and also such records as will reflect the

percentage of salvage and costs of removal for property retired from each account, or

subdivision thereof, for depreciable electric plant.

Note A: Depreciation expense applicable to property included in Account 104, Electric Plant

Leased to Others, shall be charged to Account 413, Expenses of Electric Plant Leased to

Others.

Note B: Depreciation expenses applicable to transportation equipment, shop equipment, tools,

work equipment, power operated equipment, and other general equipment may be charged to

clearing accounts as necessary in order to obtain a proper distribution of expenses between

construction and operation.

Note C: Depreciation expense applicable to transportation equipment used for transportation

of fuel from the point of acquisition to the unloading point shall be charged to Account 151,

Fuel Stock.

C. Account 403 shall be subaccounted as follows:

403.1 Depreciation Expense—Steam Production Plant
Case No. 2012-00535

Attachment for Post-Hearing Request for Information Item 4

Page 128 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text- idx?c=ecfr&sidb7b89ca8bf55592O4b2fOebf4fS65... 9/25/2012



Electronic Code of Federal Regulations: Page 129 of 332

403.2 Depreciation Expense—Nuclear Production Plant

403.3 Depreciation Expense—Hydraulic Production Plant

403.4 Depreciation Expense—Other Production Plant

403.5 Depreciation Expense—Transmission Plant

403.6 Depreciation Expense—Distribution Plant

403.7 Depreciation Expense—General Plant

403.8 Depreciation Expense-Asset Retirement Costs

403.9 Depreciation Expense-Regional Transmission and Market Operation Plant

404 Amortization of Limited-Term Electric Plant

This account shall include amortization charges applicable to amounts included in the electric
plant accounts for limited-term franchises, licenses, patent rights, limited-term interests in
land, and expenditures on leased property where the service life of the improvements is
terminable by action of the lease. The charges to this account shall be such as to distribute
the book cost of each investment as evenly as may be over the period of its benefit to the
utility. (See Account 111, Accumulated Provision for Amortization of Electric Utility Plant.)

405 Amortization of Other Electric Plant

A. When authorized by RUS, this account shall include charges for amortization of intangible
or other electric utility plant which does not have a definite or terminable life and which is not
subject to charges for depreciation expense.

B. This account shall be supported in such detail as to show the amortization applicable to
each investment being amortized, together with the book cost of the investment and the
period over which it is being written off.

406 Amortization of Electric Plant Acquisition Adjustments

This account shall be debited or credited, as appropriate, with amounts includible in operating
expenses, pursuant to approval or order of RUS, for the purpose of providing for the
extinguishment of the amount in Account 114, Electric Plant Acquisition Adjustments.

407 Amortization of Property Losses, Unrecovered Plant and Recovery Study Costs

This account shall be charged with amounts credited to Account 182.1, Extraordinary Property
Losses, when RUS has authorized the amount in the latter account to be amortized by
charges to electric operations.

407.3 Regulatory Debits

This account shall be debited, when appropriate, with the amounts credited to Account 254,
Other Regulatory Liabilities, to record regulatory liabilities imposed on the utility by the
ratemaking actions of regulatory agencies. This account shall also be debited, when
appropriate, with the amounts credited to Account 182.3, Other Regulatory Assets, concurrent
with the recovery of such amounts in rates.

407.4 Regulatory Credits
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This account shall be credited, when appropriate, with the amounts debited to Account 182.3,
Other Regulatory Assets, to establish regulatory assets. This account shall also be credited,
when appropriate, with the amounts debited to Account 254, Other Regulatory Liabilities,
concurrent with the return of such amounts to customers through rates.

408 Taxes Other Than Income Taxes

A. This account shall include the amounts of ad valorem, gross revenue, or gross receipts
taxes, state unemployment insurance, franchise taxes, Federal excise taxes, social security
taxes, and all other taxes assessed by Federal, state, county, municipal, or other local
governmental authorities, except income taxes.

B. These accounts shall be charged in each accounting period with the amounts of taxes
which are applicable thereto, with concurrent credits to Account 236, Taxes Accrued, or
Account 165, Prepayments, as appropriate. When it is not possible to determine the exact
amounts of taxes, the amounts shall be estimated and adjustments made in current accruals
as the actual tax levies become known.

C. The charges to these accounts shall be made or supported so as to show the amount of
each tax and the basis upon which each charge is made. In the case of a utility rendering
more than one utility service, taxes of the kind includible in these accounts shall be assigned
directly to the utility department the operation of which gave rise to the tax, in so far as
practicable. Where the tax is not attributable to a specific utility department, it shall be
distributed among the utility departments or nonutility operations on an equitable basis after
appropriate study to determine such basis.

Note A: Special assessments for street and similar improvements shall be included in the
appropriate utility plant or nonutility property account.

Note B: Taxes specifically applicable to construction and retirement activities shall be included
in the cost of construction or the retirement.

Note C: Gasoline and other sales taxes shall be charged as far as practicable to the same
account as the materials on which the tax is levied.

Note D: Social security and other forms of payroll taxes shall be charged to nonutility
operations, the specific functional operations, maintenance, and administrative expense
accounts, and to construction and retirement activities on a basis related to payroll either
directly or by transfers from this account.

Note E: Property taxes applicable to the various utility functions shall be charged to the
specific functional operations and administrative expense accounts either directly or by
transfers from this account.

Note F: Interest on tax refunds or deficiencies shall not be included in these accounts but in
Account 419, Interest and Dividend Income, or Account 431, Other Interest Expense, as
appropriate.

D. Account 408 shall be subaccounted as follows:

408.1 Taxes—Property

408.2 Taxes—U.S. Social Security—Unemployment

408.3 Taxes—U.S. Social Security—F.l.C.A.

408.4 Taxes—State Social Security—Unemployment

Case No. 201 2-00535
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408.5 Taxes—State Sales—Consumers

408.6 Taxes—Gross Revenue or Gross Receipts Tax

408.7 Taxes—Other

409 [Reserved]

Special Instructions

Accounts 409.7, 409.2, and 409.3

A. These accounts shall include the amount of local, state, and Federal income taxes on

income properly accruable during the period covered by the income statement to meet the

actual liability for such taxes. Concurrent credits for the tax accruals shall be made to Account

236, Taxes Accrued, and as the exact amounts of taxes become known, the current tax

accruals shall be adjusted by charges or credits to these accounts.

B. The accruals for income taxes shall be apportioned among utility departments and to Other

Income and Deductions so that, as nearly as practicable, each tax shall be included in the

expenses of the utility department or Other Income and Deductions, the income from which

gave rise to the tax. The tax effects relating to interest charges shall be allocated between

utility and nonutility operations. The basis for this allocation shall be the ratio of net investment

in utility plant to net investment in nonutility plant.

Note A: Taxes assumed by the utility on interest shall be charged to Account 431, Other

Interest Expense.

Note B: Interest on tax refunds or deficiencies shall not be included in these accounts but in

Account 419, Interest and Dividend Income, or Account 431, Other Interest Expense, as

appropriate.

409.1 Income Taxes, Utility Operating Income

This account shall include the amount of those local, state, and Federal income taxes which

relate to utility operating income. This account shall be maintained so as to allow ready

identification of tax effects (both positive and negative) relating to Utility Operating Income (by

department), Utility Plant Leased to Others, and Other Utility Operating Income.

409.2 Income Taxes, Other Income and Deductions

This account shall include the amount of those local, state, and Federal income taxes (both

positive and negative), which relate to Other Income and Deductions.

409.3 Income Taxes, Extraordinary Items

This account shall include the amount of those local, state, and Federal income taxes (both

positive and negative), which relate to Extraordinary Items.

410 [Reserved]

Special Instructions

Accounts4lo.7, 470.2, 477.7, and477.2

A. Accounts 410.1 and 410.2 shall be debited, and Accumulated Deferred Income Taxes,

shall be credited, with amounts equal to any current deferrals of taxes on income or any
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aflocations of deferred taxes originating in prior periods, as provided by the texts of Accounts

1 90, 281, 282, and 283. There shall not be netted against entries required to be made to

these accounts any credit amounts appropriately includible in Account 411 1 or Account

411.2.

B. Accounts 411.1 or 411.2 shall be credited, and Accumulated Deferred Income Taxes, shall

be debited, with amounts equal to any allocations of deferred taxes originating in prior periods

or any current deferrals of taxes on income, as provided by the texts of Accounts 190, 281,

282, and 283. There shall not be netted against entries required to be made to these accounts

any debit amounts appropriately includible in Account 410.1 or Account 410.2.

410.1 Provision for Deferred Income Taxes, Utility Operating Income

This account shall include the amounts of those deferrals of taxes and allocations of deferred

taxes which relate to Utility Operating Income (by department).

410.2 Provision for Deferred Income Taxes, Other Income and Deductions

This account shall include the amounts of those deferrals of taxes and allocations of deferred

taxes which relate to Other Income and Deductions.

411 [Reserved]

411.1 Provision for Deferred Income Taxes—Credit, Utility Operating Income

This account shall include the amounts of those allocations of deferred taxes and deferrals of

taxes, credit, which relate to Utility Operating Income (by department).

411.2 Provision for Deferred Income Taxes—Credit, Other Income and Deductions

This account shall include the amounts of those allocations of deferred taxes and deferrals of

taxes, credit, which relate to Other Income and Deductions.

411.3 [Reserved]

Special Instructions

Accounts 477.4 and 477.5

A. Account 411.4 shall be debited with the amounts of investment tax credits related to

electric utility property that are credited to Account 255, Accumulated Deferred Investment

Tax Credits, by companies which do not apply the entire amount of the benefits of the

investment credit as a reduction of the overall income tax expense in the year in which such

credit is realized. (See Account 255).

B. Account 411.4 shall be credited with the amounts debited to Account 255 for proportionate

amounts of tax credit deferrals allocated over the average useful life of electric utility property

to which the tax credits relate or such lesser period of time as may be adopted and

consistently followed by the company.

C. Account 411.5 shall be debited and credited as directed in paragraphs A and B, for

investment tax credits related to nonutility property.

411.4 Investment Tax Credit Adjustments, Utility Operations

This account shall include the amount of those investment tax credit adjustments related to

property used in Utility Operations (by department). Case No. 2012-00535
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411.5 Investment Tax Credit Adjustments, Nonutility Operations

This account shall include the amount of those investment tax credit adjustments related to

property used in Nonutility Operations.

411.6 Gains from Disposition of Utility Plant

A. This account shall include, as approved by RUS, amounts relating to gains from the

disposition of future use utility plant including amounts which were previously recorded in and

transferred from Account 105, Electric Plant Held for Future Use, under the Provisions of

Paragraphs B, C, and D thereof. Income taxes relating to gains recorded in this account shall

be recorded in Account 409.1, Income Taxes, Utility Operating Income.

B. The utility shall record in this account gains resulting from the settlement of asset

retirement obligations related to utility plant in accordance with the accounting prescribed in

Sec. 1767.15(y).

411.7 Losses from Disposition of Utility Plant

A. This account shall include, as approved by RUS, amounts relating to losses from the

disposition of future use utility plant including amounts which were previously recorded in and

transferred from Account 105, Electric Plant Held for Future Use, under the provisions of

Paragraphs B, C, and D thereof. Income taxes relating to losses recorded in this account shall

be recorded in Account 409.1, Income Taxes, Utility Operating Income.

B. The utility shall record in this account losses resulting from the settlement of asset

retirement obligations related to utility plant in accordance with the accounting prescribed in

Sec. l767.15(y).

411.8 Gains from Disposition of Allowances

This account shall be credited with the gain on the sale, exchange, or other disposition of

allowances in accordance with §1767.15 (u)(8). Income taxes relating to gains recorded in this

account shall be recorded in Account 409.1, Income Taxes, Utility Operating Income.

411.9 Losses from Disposition of Allowances

This account shall be debited with the loss on the sale, exchange, or other disposition of

allowances in accordance with §1767.15 (u)(8). Income taxes relating to losses recorded in

this account shall be recorded in Account 409.1, Income Taxes, Utility Operating Income.

411.10 Accretion Expense

This account shall be charged for accretion expense on the liabilities associated with asset

retirement obligations included in Account 230, Asset Retirement Obligations, relating to

electric utility plant.

412 Revenues from Electric Plant Leased to Others

This account shall include revenues from electric property constituting a distinct operating unit

or system leased by the utility to others, and which property is properly includible in Account

104, Electric Plant Leased to Others.

Note: Related taxes shall be recorded in Account 408, Taxes Other Than Income Taxes, or

Account 409.1, Income Taxes, Utility Operating Income, as appropriate.

413 Expenses of Electric Plant Leased to Others
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A. This account shall include expenses from electric property constituting a distinct operating

unit or system leased by the utility to others, and which property is properly includible in

Account 104, Electric Plant Leased to Others.

B. The detail of expenses shall be kept or supported so as to show separately the following:

1. Operation.

2. Maintenance.

3. Depreciation.

4. Amortization.

Note: Related taxes shall be recorded in Account 408, Taxes Other Than Income Taxes, or

Account 409.1, Income Taxes, Utility Operating Income, as appropriate.

414 Other Utility Operating Income

A. This account shall include the revenues received and expenses incurred in connection with

the operations of utility plant, the book cost of which is included in Account 118, Other Utility

Plant.

B. The expenses shall include every element of cost incurred in such operations, including

depreciation, rents, and insurance.

Note: Related taxes shall be recorded in Account 408, Taxes Other Than Income Taxes, or

Account 409.1, Income Taxes, Utility Operating Income, as appropriate.

[56 FR 59825, Nov. 10, 1993, as amended at 62 FR 42290, Aug. 6, 1997; 73 FR 30285, May 27, 2008]

1767.22 Other income and deductions.

12Q

The other income and deductions accounts identified in this section shall be used by all RUS borrowers.

Other Income and Deductions

415 Revenues from Merchandising, Jobbing, and Contract Work

418 Costs and Expenses of Merchandising, Jobbing, and Contract Work

417 Revenues from Nonutility Operations

417.1 Expenses of Nonutility Operations

418 Nonoperating Rental Income

418.1 Equity in Earnings of Subsidiary Companies

419 Interest and Dividend Income

419.1 Allowance for Funds Used During Construction

420 Investment Tax Credits
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421 Miscellaneous Nonoperating Income

421.1 Gain on Disposition of Property

421.2 Loss on Disposition of Property

422 Nonoperating Taxes

423 Generation and Transmission Cooperative Capital Credits

424 Other Capital Credits and Patronage Capital Allocations

425 Miscellaneous Amortization

426 [Reserved]

426.1 Donations

426.2 Life Insurance

426.3 Penalties

426.4 Expenditures for Certain Civic, Political, and Related Activities

426.5 Other Deductions

Other Income and Deductions

415 Revenues from Merchandising, Jobbing and Contract Work

A. This account shall include all revenues derived from the sale of merchandise and lobbing

or contract work, including any profit or commission accruing to the utility on jobbing work

performed by it as agent under contracts whereby it does jobbing work for another for a

stipulated profit or commission. Interest related income from installment sales shall be

recorded in Account 419, Interest and Dividend Income.

B. Records in support of this account shall be so kept as to permit ready summarization of

revenues by such major items as are feasible.

Note: The classification of revenues of merchandising, jobbing, and contract work as

nonoperating, and thus included in this account, is for accounting purposes. It does not

preclude consideration of justification to the contrary for ratemaking or other purposes.

Items

1. Revenues from sale of merchandise and from jobbing and contract work.

2. Discounts and allowances made in settlement of bills for merchandise and jobbing work.

416 Costs and Expenses of Merchandising, Jobbing and Contract Work

A. This account shall include all expenses derived from the sale of merchandise and jobbing

or contract work.

B. Records in support of this account shall be so kept as to permit ready summarization of

costs and expenses by such major items as are feasible.
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Note: The classification of costs and expenses of merchandising, jobbing, and contract work

as nonoperating, and thus included in this account, is for accounting purposes. It does not

preclude consideration of justification to the contrary for ratemaking or other purposes.

Items

Labor:

1. Canvassing and demonstrating appliances in homes and other places for the purpose of

selling appliances.

2. Demonstrating and selling activities in sales rooms.

3. Installing appliances on customer premises where such work is done only for purchasers of

appliances from the utility.

4. Installing wire, piping, or other property work, on a jobbing or contract basis.

5. Preparing advertising materials for appliance sales purposes.

6. Receiving and handling customer orders for merchandise or for jobbing services.

7. Cleaning and tidying sales rooms.

8. Maintaining display counters and other equipment used in merchandising.

9. Arranging merchandise in sales rooms and decorating display windows.

10. Reconditioning repossessed appliances.

11. Bookkeeping and other clerical work in connection with merchandise and jobbing

activities.

12. Supervising merchandise and jobbing operations.

13. Advertising in newspapers, periodicals, radio, and television.

14. Cost of merchandise sold and of materials used in jobbing work.

15. Stores expenses on merchandise and jobbing stocks.

16. Fees and expenses of advertising and commercial artists’ agencies.

17. Printing booklets, dodgers, and other advertising data.

18. Premiums given as inducement to buy appliances.

19. Light, heat, and power.

20. Depreciation on equipment used primarily for merchandise and jobbing operations.

21. Rent of sales rooms or of equipment.

22. Transportation expense in delivery and pick-up of appliances by utility’s facilities or by

others.
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23. Stationery and office supplies and expenses.

24. Losses from uncollectible merchandise and jobbing accounts.

417 Revenues from Nonutility Operations

This account shall include revenues applicable to operations which are nonutility in character
but nevertheless constitute a distinct operating activity of the enterprise as a whole, such as
the operation of an ice department where applicable statutes do not define such operation as
a utility, or the operation of a servicing organization for furnishing supervision, management,
engineering, and similar services to others.

Note: Related taxes shall be recorded in Account 408, Taxes Other Than Income Taxes, or
Account 409.2, Income Taxes, Other Income and Deductions, as appropriate.

417.1 Expenses of Nonutility Operations

A. This account shall include expenses applicable to operations which are nonutility in
character but nevertheless constitute a distinct operating activity of the enterprise as a whole,
such as the operation of an ice department where applicable statutes do not define such
operation as a utility, or the operation of a servicing organization for furnishing supervision,
management, engineering, and similar services to others.

B. The expenses shall include all elements of costs incurred in such operations, and the
accounts shall be maintained so as to permit ready summarization as follows:

1. Operation.

2. Maintenance.

3. Rents.

4. Depreciation.

5. Amortization.

Note: Related taxes shall be recorded in Account 408, Taxes Other Than Income Taxes, or
Account 409.2, Income Taxes, Other Income and Deductions, as appropriate.

418 Nonoperating Rental Income

A. This account shall include all rent revenues and related expenses of land, buildings, or
other property included in Account 121, Nonutility Property, which is not used in operations
covered by Account 417 or Account 417.1.

B. The expenses shall include all elements of costs incurred in the ownership and rental of
property and the accounts shall be maintained so as to permit ready summarization as
follows:

1. Operation.

2. Maintenance.

3. Rents.

4. Depreciation.
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5. Amortization.

Note: Related taxes shall be recorded in Account 408, Taxes Other Than Income Taxes, or

Account 409.2, Income Taxes, Other Income and Deductions, as appropriate.

418.1 Equity in Earnings of Subsidiary Companies

This account shall include the utility’s equity in the earnings or losses of subsidiary companies

for the year.

419 Interest and Dividend Income

A. This account shall include interest revenues on securities, loans, notes, advances, special

deposits, tax refunds, and all other interest-bearing assets, and dividends on stocks of other

companies, whether the securities on which the interest and dividends are received are

carried as investments or included in sinking or other special fund accounts.

Note A: Related taxes shall be recorded in Account 408, Taxes Other Than Income Taxes, or

Account 409.2, Income Taxes, Other Income and Deductions, as appropriate.

Note B: Interest accrued, the payment of which is not reasonably assured, dividends

receivable which have not been declared or guaranteed, and interest or dividends upon

reacquired securities issued or assumed by the utility shall not be credited to this account.

419.1 Allowance for Funds Used During Construction

This account shall include concurrent credits for allowance for funds other than borrowed

funds used for construction purposes during the period of construction, based upon a

reasonable rate. (See §1 767.16 (c)(17).)

420 Investment Tax Credits

This account shall be credited as follows with investment tax credit amounts not passed on to

customers:

1. By amounts equal to debits to Account 411.4, Investment Tax Credit Adjustments, Utility

Operations, and Account 411.5, Investment Tax Credit Adjustments, Nonutility Operations, for

investment tax credits used in calculating income taxes for the year when the company’s

accounting provides for non-deferral of all or a portion of such credits.

2. By amounts equal to debits to Account 255, Accumulated Deferred Investment Tax Credits,

for proportionate amounts of tax credit deferrals allocated over the average useful life of the

property to which the tax credits relate, or such lesser period of time as may be adopted and

consistently used by the company.

421 Miscellaneous Nonoperating Income

This account shall include all revenue and expense items, except taxes properly includible in

the income account, not provided for elsewhere. Related taxes shall be recorded in Account

408, Taxes Other Than Income Taxes, or Account 409.2, Income Taxes, Other Income and

Deductions, as appropriate.

Items

1. Profit on sale of timber. (See §1767.16 (g)(3).)

2. Profits from operations of others realized by the utility under contracts.
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3. Gains on disposition of investments. Also, gains on reacquisition and resale or retirement of

the utility’s debt securities when the gain is not amortized or used by a jurisdictional regulatory

agency to reduce embedded debt cost in establishing rates. (See §1767.15 (q).)

4. This account shall include the accretion expense on the liability for an asset retirement

obligation included in Account 230, Asset Retirement Obligations, related to nonutility plant.

5. This account shall include the depreciation expense for asset retirement costs related to

nonutility plant.

6. The utility shall record in this account gains resulting from the settlement of asset retirement

obligations related to nonutility plant in accordance with the accounting prescribed in

§ 1767.15(y).

421.1 Gain on Disposition of Property

This account shall be credited with the gain on the sale, conveyance, exchange, or transfer of

utility or other property to another. Amounts relating to gains on land and land rights held for

future use recorded in Account 105, Electric Plant Held for Future Use, will be accounted for

as prescribed in Paragraphs B, C, and D thereof. (See §1767.16 (e)(6), (g)(5), and (j)(5).)

Income taxes on gains recorded in this account shall be recorded in Account 409.2, Income

Taxes, Other Income and Deductions.

421.2 Loss on Disposition of Property

This account shall be charged with the loss on the sale, conveyance, exchange, or transfer of

utility or other property to another. Amounts relating to losses on land and land rights held for

future use recorded in Account 105, Electric Plant Held for Future Use, will be accounted for

as prescribed in Paragraphs B, C, and D thereof. (See §1767.16 (e)(6), (g)(5), and (j)(5).) The

reduction in income taxes relating to losses recorded in this account shall be recorded in

Account 409.2, Income Taxes, Other Income and Deductions.

422 Nonoperating Taxes

This account shall be charged with taxes relating to nonoperating income.

423 Generation and Transmission Cooperative Capital Credits

This account shall be credited with the annual capital furnished the power supply cooperative

through payment of power bills. The amount of capital furnished the power supply cooperative

should be recorded in the applicable year even though, in most cases, the power supplier’s

notice of the allocation will not have been received until after the close of the year to which it

relates.

424 Other Capital Credits and Patronage Capital Allocations

This account shall be credited with the capital furnished in connection with patronage of

cooperative or mutual-type service organization such as CFC and other financing

cooperatives, and insurance, oil product, telephone, and data processing cooperatives. This

account should be credited in the year in which the notice of the capital credit or patronage

capital allocation is received.

425 Miscellaneous Amortization

This account shall include amortization charges not includible in other accounts which are

properly deductible in determining the income of the utility before interest charges. Charges

includible herein, if significant in amount, must be in accordance with an orderly and

systematic amortization program.
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Items

1. Amortization of utility plant acquisition adjustments, or of intangibles included in utility plant
in service when not authorized to be included in utility operating expenses by RUS.

2. Other miscellaneous amortization charges allowed to be included in this account by RUS.

426 [Reserved]

Special Instructions

Accounts 426.1, 426.2, 426.3, 426.4, and 426.5

These accounts shall include miscellaneous expense items which are nonoperating in nature

but which are properly deductible before determining total income before interest charges.

Note: The classification of expenses as nonoperating and their inclusion in these accounts is
for accounting purposes. It does not preclude RUS consideration of proof to the contrary for

ratemaking or other purposes.

426.1 Donations

This account shall include all payments or donations for charitable, social, or community

welfare purposes.

426.2 Life Insurance

This account shall include all payments for life insurance of officers and employees where the

company is the beneficiary (net premiums less the increase in the cash surrender value of

policies.)

426.3 Penalties

This account shall include payments by the company for penalties or fines for violation of any

regulatory statutes by the company or its officials.

426.4 Expenditures for Certain Civic, Political, and Related Activities

This account shall include expenditures for the purpose of influencing public opinion with
respect to the election or appointment of public officials, referenda, legislation, or ordinances

(either with respect to the possible adoption of new referenda, legislation or ordinances or

repeal or modification of existing referenda, legislation or ordinances) or approval,

modification, or revocation of franchises; or for the purpose of influencing the decisions of

public officials, but shall not include such expenditures which are directly related to

appearances before regulatory or other governmental bodies in connection with the reporting

utility’s existing or proposed operations.

426.5 Other Deductions

This account shall include other miscellaneous expenses which are nonoperating in nature,

but which are properly deductible before determining total income before interest charges.

Items

1. Loss relating to investments in securities written-off or written-down.

2. Loss on sale of investments. Case No. 2012-00535
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3. Loss on reacquisition, resale, or retirement of the utility’s debt securities, when the loss is

not amortized and used by a jurisdictional regulatory agency to increase embedded debt cost

in establishing rates. (See §1767.15 (q).)

4. Preliminary survey and investigation expenses related to abandoned projects, when not

written-off to the appropriate operating expense account.

5. Costs of preliminary abandonment costs recorded in Account 182.1, Extraordinary Property

Losses, and Account 182.2, Unrecovered Plant and Regulatory Study Costs, not allowed to

be amortized to Account 407, Amortization of Property Losses, Unrecovered Plant and

Regulatory Study Costs.

6. The utility shall record in this account losses resulting from the settlement of asset retirement

obligations related to nonutility plant in accordance with the accounting prescribed in §1767.15(y).

[58 FR 59825, Nov. 10, 1993, as amended at 73 FR 30285, May 27, 2008]

§ 1767.23 Interest charges.

The interest charges accounts identified in this section shall be used by all RUS borrowers.

Interest Charges

427 Interest on Long-Term Debt

427.3 Interest Charged to Construction—Credit

428 Amortization of Debt Discount and Expense

428.1 Amortization of Loss on Reacquired Debt

429 Amortization of Premium on Debt—Credit

429.1 Amortization of Gain on Reacquired Debt—Credit

430 Interest on Debt to Associated Companies

431 Other Interest Expense

432 Allowance for Borrowed Funds Used During Construction—Credit

Interest Charges

427 Interest on Long-Term Debt

A. This account shall include the amount of interest on outstanding long-term debt issued or

assumed by the utility, the liability for which included in Account 221, Bonds, or Account 224,

Other Long-Term Debt.

B. This account shall be so kept or supported as to show the interest accruals on each class

and series of long-term debt.

Note: This account shall not include interest on nominally issued or nominally outstanding

long-term debt, including securities assumed. Case No. 2012-00535
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427.3 Interest Charged to Construction—Credit

This account shall include concurrent credits for interest charged to construction based upon

the net cost for the period of construction of borrowed funds used for construction purposes.

428 Amortization of Debt Discount and Expense

A. This account shall include the amortization of unamortized debt discount and expense on

outstanding long-term debt. Amounts charged to this account shall be credited concurrently to

Account 181, Unamortized Debt Expense, and Account 226, Unamortized Discount on Long-

Term Debt—Debit.

B. This account shall be so kept or supported as to show the debt discount and expense on

each class and series of long-term debt.

428.1 Amortization of Loss on Reacquired Debt

A. This account shall include the amortization of the losses on reacquisition of debt. Amounts

charged to this account shall be credited concurrently to Account 189, Unamortized Loss on

Reacquired Debt.

B. This account shall be maintained so as to allow ready identification of the loss amortized

applicable to each class and series of long-term debt reacquired. (See §1767.15 (q).)

429 Amortization of Premium on Debt—Credit

A. This account shall include the amortization of unamortized net premium on outstanding

long-term debt. Amounts credited to this account shall be charged concurrently to Account

225, Unamortized Premium on Long-Term Debt.

B. This account shall be so kept or supported as to show the premium on each class and

series of long-term debt.

429.1 Amortization of Gain on Reacquired Debt—Credit

A. This account shall include the amortization of the gains realized from reacquisition of debt.

Amounts credited to this account shall be charged concurrently to Account 257, Unamortized

Gain on Reacquired Debt.

B. This account shall be maintained so as to allow ready identification of the amortized gains

applicable to each class and series of long-term debt reacquired. (See §1767.15 (q).)

430 Interest on Debt to Associated Companies

A. This account shall include the interest accrued on amounts included in Account 223,

Advances from Associated Companies, and on all other obligations to associated companies.

B. The records supporting the entries to this account shall be so kept as to show to whom the

interest is to be paid, the period coveted by the accrual, the rate of interest, and the principal

amount of the advances or other obligations on which the interest is accrued.

431 Other Interest Expense

This account shall include all interest charges not provided for elsewhere.

Items
Case No. 2012-00535
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1. Interest on notes payable on demand or maturing one year or less from date and on open

accounts, except notes and accounts with associated companies.

2. Interest on customers deposits.

3. Interest on claims and judgments, tax assessments, and assessments for public

improvements past due.

4. Income and other taxes levied upon bondholders of the utility and assumed by it.

432 Allowance for Borrowed Funds Used During Construction—Credit

This account shall include concurrent credits for allowance for borrowed funds used during

construction, not to exceed amounts computed in accordance with the formula prescribed in

§1767.16(c)(17).

Note: This account shall not be recorded in Account 427.3, Interest Charged to

Construction—Credit.

[58 FR 59625, Nov. 10, 1993, as amended at 73 FR 30285, May 27, 2008]

§ 1767.24 Extraordinary items.

The extraordinary items accounts identified in this section shall be used by all RUS borrowers.

Extraordinary Items

434 Extraordinary Income

435 Extraordinary Deductions

435.1 Cumulative Effect on Prior Years of a Change in Accounting Principle

Extraordinary Items

434 Extraordinary Income

This account shall be credited with nontypical, noncustomary, infrequently recurring gains

which would significantly distort the current year’s income computed before extraordinary

items, if reported other than as extraordinary items. Income tax relating to the amounts

recorded in this account shall be recorded in Account 409.3, Income Taxes, Extraordinary

Items. (See §1767.15 (g).)

435 Extraordinary Deductions

This account shall be debited with nontypical, noncustomary, infrequently recurring losses

which would significantly distort the current year’s income computed before extraordinary

items, if reported other than as extraordinary items. Income tax relating to the amounts

recorded in this account shall be recorded in Account 409.3, Income Taxes, Extraordinary

Items. (See §1767.15 (f).)

435.1 Cumulative Effect on Prior Years of a Change in Accounting Principle

This account shall include the cumulative effect on margins of prior periods as a result of a

change in accounting principle from one that is no longer generally accepted to one that is Case No. 2012-00535
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generally accepted.

§ 1767.25 Retained earnings.

JjQ2

The retained earnings accounts identified in this section shall be used by all RUS borrowers.

Retained Earnings

433—439 [Reserved)

Retained Earnings

433—439 ReservedJ

§ 1767.26 Operating revenue.

i2

The operating revenue accounts identified in this section shall be used by all RUS borrowers.

Operating Revenue

Sales of Electricity

440 Residential Sales

440.1 Residential Sales—Excluding Seasonal

440.2 Residential Sales—Seasonal

441 Irrigation Sales

442 Commercial and Industrial Sales

442.1 Commercial and Industrial Sales—I 000 kVA or Less

442.2 Commercial and Industrial Sales—Over 1000 kVA

444 Public Street and Highway Lighting

445 Other Sales to Public Authorities

446 Sales to Railroads and Railways

447 Sales for Resale

447.1 Sales for Resale—RUS Borrowers

447.2 Sales for Resale—Other

448 Interdepartmental Sales

449.1 Provision for Rate Refunds
Case No. 201 2-00535
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Other Operating Revenues

450 Forfeited Discounts

451 Miscellaneous Service Revenues

453 Sales of Water and Water Power

454 Rent from Electric Property

455 Interdepartmental Rents

456 Other Electric Revenues

456.1 Revenues from Transmission of Electricity of Others

457.1 Regional Transmission Service Revenues

457.2 Miscellaneous Revenue

Operating Revenue

Sales of Electricity

440 Residential Sales

A. This account shall include the net billing for electricity supplied for residential or domestic

purposes.

Note: When electricity supplied through a single meter is used for both residential and

commercial purposes, the total revenue shall be included in this account, or Account 442,

Commercial and Industrial Sales, according to the rate schedule that is applied. If the same

rate schedules apply to residential and commercial and industrial service, classification shall

be made according to principal use.

B. Account 440 shall be subaccounted as follows:

440.1 Residential Sales—Excluding Seasonal

440.2 Residential Sales—Seasonal

440.1 Residential Sales—Excluding Seasonal

A. This account shall include the net billing for electricity supplied for residential and domestic

purposes.

B. This account shall also include net billings for single phase service to schools, churches,

lodges, and other public buildings.

C. Records shall be maintained so that the quantity of electricity sold and the revenue

received under each rate schedule shall be readily available.

Note: Net billings for multiphase service to schools, churches, lodges, and other public

buildings shall be included in the appropriate subaccount of Account 442, Commercial and

Industrial Sales.
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440.2 Residential Sales—Seasonal

This account shall include the net billings for electricity supplied for residential and domestic

purposes to seasonal consumers.

441 Irrigation Sales

This account shall include the net billings for electricity supplied for irrigation pumping. It need

not be used unless such service is provided under a special irrigation rate.

442 Commercial and Industrial Sales

A. This account shall include the net billing for electricity supplied to customers for commercial

and industrial purposes.

Note A: If the utility classifies large commercial and industrial customers and related revenues

on a lesser basis than 1000 kilowatts of demand, or segregates industrial customers and

related revenues according to a recognized definition of an industrial customer, such

classifications are acceptable in lieu of those otherwise required by the text of this account on

the basis of 1000 kilowatts of demand.

Note B: When electricity supplied through a single meter is used for both commercial and

residential purposes, the total revenue shall be included in this account, or Account 440,

Residential Sales, according to the rate schedule that is applied. If the same rate schedules

apply to residential and commercial and industrial service, classification shall be made

according to principal use.

B. Account 442 shall be subaccounted as follows:

442.1 Commercial and Industrial Sales—i 000 kVA or Less

442.2 Commercial and Industrial Sales—Over 1000 kVA

442.1 Commercial and Industrial Sales—i 000 kVA or Less

A. This account shall include the net billing for electricity supplied to consumers for

commercial and industrial purposes requiting transformer capacity of 1000 kVA or less.

B. Records shall be maintained so that the quantity of electricity sold and the revenue

received under each rate schedule shall be readily available.

Note: When electricity supplied through a single meter is used for both commercial and

residential purposes, the total revenue shall be included in this account or in Account 440,

Residential Sales, based upon primary use.

442.2 Commercial and Industrial Sales—Over 1000 kVA

A. This account shall include the net billing for electricity supplied to consumers for

commercial and industrial purposes requiring transformer capacity in excess of 1000 kVA.

B. Records shall be maintained so that the quantity of electricity sold and the revenue

received under each rate schedule shall be readily available.

444 Public Street and Highway Lighting

A. This account shall include the net billing for electricity supplied and services rendered for

the purposes of lighting streets, highways, parks, and other public places or for traffic or signal
Case No. 2012-00535
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system service, for municipalities or other divisions or agencies of state of Federal

Governments.

B. Records shall be maintained so that the quantity of electricity sold and the revenue

received from each customer shall be readily available. In addition, the records shall be

maintained so as to show the revenues from (1) contracts which include both electricity and

services, and (2) contracts which include sales of electricity only.

445 Other Sales to Public Authorities

A. This account shall include the net billing for electricity supplied to municipalities or divisions

or agencies of Federal or state governments, under special contracts or agreements or

service classifications applicable only to public authorities, except such revenues as are

includible in Account 444 and Account 447.

B. Records shall be maintained so as to show the quantity of electricity sold and the revenues

received from each customer.

446 Sales to Railroads and Railways

A. This account shall include the net billing for electricity supplied to railroads and interurban

and street railways, for general railroad use, including the propulsion of cars or locomotives,

where such electricity is supplied under separate and distinct rate schedules.

B. Records shall be maintained so that the quantity of electricity sold and the revenue

received from each customer shall be readily available.

Note: Revenues from incidental use of electricity furnished under a contract for propulsion of

cars or locomotives shall be included herein.

447 Sales for Resale

A. This account shall include the net billing for electricity supplied to other electric utilities or to

public authorities for resale purposes.

Note: Revenues from electricity supplied to other utilities for use by them and not for

distribution, shall be included in Account 442, Commercial and Industrial Sales, unless

supplied under the same contracts as and not readily separable from revenues includible in

this account.

B. Account 447 shall be subaccounted as follows:

447.1 Sales for Resale—RUS Borrowers

447.2 Sales for Resale—Other

447.1 Sales for Resale—RUS Borrowers

A. This account shall include the net billing for electricity supplied to RUS borrowers for

resale.

B. Records shall be maintained so as to show the quantity of electricity sold and the revenue

received from each customer.

Note: Revenues from electricity supplied to other utilities for use by them and not for

distribution, shall be included in Account 442, Commercial and Industrial Sales, unless

supplied under the same contract as and not readily separable from revenues includible in this

account.
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447.2 Sales for Resale—Other

A. This account shall include the net billing for electricity supplied for resale to utilities not

financed by RUS.

B. Records shall be maintained so as to show the quantity of electricity sold and the revenue

received from each customer.

Note: Revenues from electricity supplied to other utilities for use by them and not for

distribution, shall be included in Account 442, Commercial and Industrial Sales, unless

supplied under the same contract as and not readily separable from revenues includible in this

account.

448 Interdepartmental Sales

A. This account shall include amounts charged by the electric department at tariff or other

specified rates for electricity supplied by it to other utility departments.

B. Records shall be maintained so that the quantity of electricity supplied each other

department and the charges therefor shall be readily available.

449.1 Provision for Rate Refunds

A. This account shall be charged with provisions for the estimated pretax effects on net

income of the portions of amounts being collected subject to refund which are estimated to be

required to be refunded. Such provisions shall be credited to Account 229, Accumulated

Provision for Rate Refunds.

B. This account shall also be charged with amounts refunded when such amounts had not

been previously accrued.

C. Income tax effects relating to the amounts recorded in this account shall be recorded in

Account 410.1, Provision for Deferred Income Taxes, Utility Operating Income, or Account

411.1, Provision for Deferred Income Taxes—Credit, Utility Operating Income, as appropriate.

Other Operating Revenues

450 Forfeited Discounts

This account shall include the amount of discounts forfeited or additional charges imposed

because of the failure of customers to pay their electric bills on or before a specified date.

451 Miscellaneous Service Revenues

This account shall include revenues for all miscellaneous services and charges billed to

customers which are not specifically provided for in other accounts.

Items

1. Fees for changing, connecting, or disconnecting service.

2. Profit on maintenance of appliances, wiring, piping, or other installations on customers’

premises.

3. Net credit or debit (cost less net salvage and less payment from customers) on closing of

work orders for plant installed for temporary service of less than one year. (See Account 185,

Temporary Facilities.) Case No. 201 2-00535
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4. Recovery of expenses in connection with current diversion cases (billing for the electricity

consumed shall be included in the appropriate electric revenue account).

453 Sales of Water and Water Power

A. This account shall include revenues derived from the sale of water for irrigation, domestic,

industrial, or other uses or for the development by others of water power or for headwater

benefits; also, revenues derived from furnishing water power for mechanical purposes when

the investment in the property used in supplying such water or water power is carried as

electric plant in service.

B. The records for this account shall be kept in such manner as to permit an analysis of the

rates charged and the purposes for which the water was used.

454 Rent from Electric Property

A. This account shall include rents received for the use by others of land, buildings, and other

property devoted to electric operations by the utility.

B. When property owned by the utility is operated jointly with others under a definite

arrangement for apportioning the actual expenses among the parties to the arrangement, any

amount received by the utility for interest or return or in reimbursement of taxes or

depreciation on the property shall be credited to this account.

Note: Do not include in this account rents from property constituting an operating unit or

system. (See Account 412, Revenues from Electric Plant Leased to Others.)

455 Interdepartmental Rents

This account shall include rents credited to the electric department on account of rental

charges made against other departments (gas, water, etc.) of the utility. In the case of

property operated under a definite arrangement to allocate the costs among the departments

using the property, any reimbursement to the electric department for interest or return and

depreciation and taxes shall be credited to this account.

456 Other Electric Revenues

This account shall include revenues derived from electric operations not includible in any of

the foregoing accounts. It shall also include, in a separate subaccount, revenues received

from operation of fish and wildlife and recreation facilities whether operated by the company

or by contract concessionaires, such as revenues from leases or rentals of land for cottages,

homes, or campsites.

Items

1. Commission on sale or distribution of electricity of others when sold under rates filed by

such others.

2. Compensation for minor or incidental services provided for others such as customer billing,

and engineering.

3. Profit or loss on the sale of material and supplies not ordinarily purchased for resale and

not handled through merchandising and jobbing accounts.

4. Sale of steam, but not including sales made by a steamheating department or transfers of

steam under joint facility operations.

5. Include in a separate subaccount, revenues in payment for rights and/or benefits received Case No. 2012-00535
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from others which are realized through research, development, and demonstration ventures.

In the event the amounts received are so large as to distort revenues for the year in which

received (5 percent of net income before application of the benefit), the amounts shall be

credited to Account 253, Other Deferred Credits, and amortized by credits to this account over

a period not to exceed 5 years.

456.1 Revenues From Transmission of Electricity of Others

This account shall include revenues from transmission of electricity of others over

transmission facilities of the utility.

457.1 Regional Transmission Service Revenues

This account shall include revenues derived from providing scheduling, system control and

dispatching services. Include also in this account reimbursements for system planning,

standards development, and market monitoring and market compliance activities. Records

shall be maintained so as to show: (1) The services supplied and revenues received from

each customer and (2) the amounts billed by tariff or specified rates.

457.2 Miscellaneous Revenues

This account shall include revenues and reimbursements for costs incurred by regional

transmission service providers not provided for elsewhere. Records shall be maintained so as

to show: (1) The services supplied and revenues received from each customer, and (2) the

amounts billed by tariff or specified rates.

[58 FR 59825, Nov. 10, 1993, as amended at 73 FR 30285, May 27, 2008]

§ 1767.27 Operation and maintenance expenses.

The operation and maintenance expense accounts identified in this section shall be used by all RUS

borrowers.

Operation and Maintenance Expense Accounts

Power Production Expenses

Steam Power Generation

(Operation)

500 Operation Supervision and Engineering

501 Fuel

502 Steam Expenses

503 Steam from Other Sources

504 Steam Transferred—Credit

505 Electric Expenses

506 Miscellaneous Steam Power Expenses
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507 Rents

509 Allowances

(Maintenance)

510 Maintenance Supervision and Engineering

511 Maintenance of Structures

512 Maintenance of Boiler Plant

513 Maintenance of Electric Plant

514 Maintenance of Miscellaneous Steam Plant

Nuclear Power Generation

(Operation)

517 Operation Supervision and Engineering

518 Nuclear Fuel Expense

519 Coolants and Water

520 Steam Expenses

521 Steam from Other Sources

522 Steam Transferred—Credit

523 Electric Expenses

524 Miscellaneous Nuclear Power Expenses

525 Rents

(Maintenance)

528 Maintenance Supervision and Engineering

529 Maintenance of Structures

530 Maintenance of Reactor Plant Equipment

531 Maintenance of Electric Plant

532 Maintenance of Miscellaneous Nuclear Plant

Hydraulic Power Generation

(Operation)

535 Operation Supervision and Engineering Case No. 2012-00535
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536 Water for Power

537 Hydraulic Expenses

536 Electric Expenses

539 Miscellaneous Hydraulic Power Generation Expenses

540 Rents

(Maintenance)

541 Maintenance Supervision and Engineering

542 Maintenance of Structures

543 Maintenance of Reservoirs, Dams, and Waterways

544 Maintenance of Electric Plant

545 Maintenance of Miscellaneous Hydraulic Plant

Other Power Generation

(Operation)

546 Operation Supervision and Engineering

547 Fuel

548 Generation Expenses

549 Miscellaneous Other Power Generation Expenses

550 Rents

(Maintenance)

551 Maintenance Supervision and Engineering

552 Maintenance of Structures

553 Maintenance of Generating and Electric Equipment

554 Maintenance of Miscellaneous Other Power Generation Plant

Other Power Supply Expenses

555 Purchased Power

556 System Control and Load Dispatching

557 Other Expenses

Transmission Expenses Case No. 2012-00535
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(Operation)

560 Operation Supervision and Engineering

561.1 Load Dispatch-Reliability

561.2 Load Dispatch-Monitor and Operate Transmission System

561.3 Load Dispatch-Transmission Service and Scheduling

561.4 Scheduling, System Control and Dispatching Services

561.5 Reliability, Planning and Standards Development

561.6 Transmission Service Studies

561.7 Generation Interconnection Studies

561.8 Reliability Planning and Standards Development Services

561 Load Dispatching

562 Station Expenses

563 Overhead Line Expenses

564 Underground Line Expenses

565 Transmission of Electricity by Others

566 Miscellaneous Transmission Expenses

567 Rents

(Maintenance)

568 Maintenance Supervision and Engineering

569 Maintenance of Structures

569.1 Maintenance of Computer Hardware

569.2 Maintenance of Computer Software

569.3 Maintenance of Communication Equipment

569.4 Maintenance of Miscellaneous Regional Transmission Plant

570 Maintenance of Station Equipment

571 Maintenance of Overhead Lines

572 Maintenance of Underground Lines

573 Maintenance of Miscellaneous Transmission Plant
Case No. 2012-00535

Attachment for Post-Hearing Request for Information Item 4

Page 153 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=b7b89ca8bf5 559204b2f0ebf4f565... 9/25/2012



Electronic Code of federal Regulations: Page 154 of 332

Regional Market Expenses

(Operation)

575.1 Operation Supervision

575.2 Day-Ahead and Real-Time Market Administration

575.3 Transmission Rights Market Administration

575.4 Capacity Market Administration

575.5 Ancillary Services Market Administration

575.6 Market Monitoring and Compliance

575.7 Market Administration, Monitoring and Compliance Services

575.8 Rents

(Maintenance)

576.1 Maintenance of Structures and Improvements

576.2 Maintenance of Computer Hardware

576.3 Maintenance of Computer Software

576.4 Maintenance of Communication Equipment

576.5 Maintenance of Miscellaneous Market Operation Plant

Distribution Expenses

(Operation)

580 Operation Supervision and Engineering

581 Load Dispatching

582 Station Expenses

583 Overhead Line Expenses

584 Underground Line Expenses

585 Street Lighting and Signal System Expenses

586 Meter Expenses

587 Customer Installations Expenses

588 Miscellaneous Distribution Expenses

589 Rents
Case No. 2012-00535
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(Maintenance)

590 Maintenance Supervision and Engineering

591 Maintenance of Structures

592 Maintenance of Station Equipment

593 Maintenance of Overhead Lines

594 Maintenance of Underground Lines

595 Maintenance of Line Transformers

596 Maintenance of Street Lighting and Signal Systems

597 Maintenance of Meters

598 Maintenance of Miscellaneous Distribution Plant

Operation and Maintenance Expense Accounts

Power Production Expenses

Steam Power Generation

(Operation)

500 Operation Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and expenses incurred in the general

supervision and direction of the operation of steam power generating stations. Direct

supervision of specific activities, such as fuel handling, boiler-room operations, and generator

operations shall be charged to the appropriate account. (See §1767.17(a).)

501 Fuel

A. This account shall include the cost of fuel used in the production of steam for the

generation of electricity, including expenses in unloading fuel from the shipping media and

handling thereof up to the point where the fuel enters the first boiler plant bunker, hopper,

bucket, tank, or holder of the boiler-house structure. Records shall be maintained to show the

quantity, B.t.u. content and cost of each type of fuel used.

B. The cost of fuel shall be charged initially to Account 151, Fuel Stock, and cleared to this

account on the basis of the fuel used. Fuel handling expenses may be charged to this account

as incurred or charged initially to Account 152, Fuel Stock Expenses Undistributed. In the

latter event, they shall be cleared to this account on the basis of the fuel used. Respective

amounts of fuel stock and fuel stock expenses shall be readily available.

Items

Labor.

1. Supervising, purchasing, and handling of fuel.

2. All routine fuel analyses.
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3. Unloading from shipping facility and placing in storage.

4. Moving of fuel in storage and transferring fuel from one station to another.

5. Handling from storage or shipping facility to first bunker, hopper, bucket, tank, or holder of
boiler-house structure.

6. Operation of mechanical equipment, such as locomotives, trucks, cars, boats, barges, and
cranes.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for Case No. 2012-00535
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Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys services.

10. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

11. Compensation payments under workmens compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See

Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Operating, maintenance, and depreciation expenses and ad valorem taxes on utility-owned

transportation equipment used to transport fuel from the point of acquisition to the unloading

point.

2. Lease or rental costs of transportation equipment used to transport fuel from the point of

acquisition to the unloading point.

3. Cost of fuel including freight, switching, demurrage, and other transportation charges.

4. Excise taxes, insurance, purchasing commissions, and similar items.

5. Stores expenses to extent applicable to fuel.

6. Transportation and other expenses in moving fuel in storage.

7. Tools, lubricants, and other supplies.

8. Operating supplies for mechanical equipment.

9. Residual disposal expenses less any proceeds from sale of residuals.

Note: Abnormal fuel handling expenses occasioned by emergency conditions shall be

charged to expense as incurred.

502 Steam Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, property insurance, property taxes, materials

used, and expenses incurred in production of steam for electric generation. This includes all

expenses of handling and preparing fuel beginning at the point where the fuel enters the first

boiler plant bunker, hopper, tank, or holder of the boiler-house structure.

Items

Labor: Case No. 2012-00535
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1. Supervising steam production.

2. Operating fuel conveying, storage, weighing, and processing equipment within boiler plant.

3. Operating boiler and boiler auxiliary equipment.

4. Operating boiler feed water purification and treatment equipment.

5. Operating ash-collecting and disposal equipment located inside the plant.

6. Operating boiler plant electrical equipment.

7. Keeping boiler plant log and records and prepanng reports on boiler plant operations.

8. Testing boiler water.

9. Testing, checking, and adjusting meters, gauges, and other instruments and equipment in

boiler plant.

10. Cleaning boiler plant equipment when not incidental to maintenance work.

11. Repacking glands and replacing gauge glasses where the work involved is of a minor

nature and is performed by regular operating crews. Where the work is of a major character,

such as that performed on high-pressure boilers, the item should be considered as

maintenance.

Taxes:

1. Federal and state unemployment.

2. F.I.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance: Case No. 2012-00535
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1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,

lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for

similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See

Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Chemicals and boiler inspection fees.

2. Lubricants.

3. Boiler feed water purchased and pumping supplies.

503 Steam from Other Sources

This account shall include the cost of steam purchased or transferred from another

department of the utility or from others under a joint facility operating arrangement for use in

prime movers devoted to the production of electricity.

Note: The records shall be so kept as to show separately for each company from which stem

is purchased, the point of delivery, the quantity, the price, and the total charge. When steam is

transferred from another department or from others under a joint operating arrangement, the

utility shall be prepared to show full details of the cost of producing such steam, the basis of

the charge to electric generation, and the extent and manner of use by each department or

party involved.

504 Steam Transferred—Credit
Case No. 201 2-00535
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A. This account shall include credits for expenses of producing steam which are charged to

others or to other utility departments under a joint operating arrangement. Include also credits

for steam expenses chargeable to other electric accounts outside of the steam generation

group. Full details of the basis of determination of the cost of steam transferred shall be

maintained.

8. If the charges to others or to other departments of the utility include an amount for

depreciation, taxes, and return on the joint steam facilities, such portion of the charge shall be

credited, in the case of others, to Account 454, Rent from Electric Property, and in the case of

other departments of the utility, to Account 455, Interdepartmental Rents.

505 Electric Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, property insurance, property taxes, and

materials used, and expenses incurred in operating prime movers, generators, and their

auxiliary apparatus, switch gear, and other electric equipment to the points where electricity

leaves for conversion for transmission or distribution.

Items

Labor:

1. Supervising electric production.

2. Operating turbines, engines, generators, and exciters.

3. Operating condensers, circulating water systems, and other auxiliary apparatus.

4. Operating generator cooling system.

5. Operating lubrication and oil control system, including oil purification.

6. Operating switchboards, switch gear and electric control, and protective equipment.

7. Keeping electric plant log and records and preparing reports on electric plant operations.

8. Testing, checking, and adjusting meters, gauges, and other instruments, relays, controls,

and other equipment in the electric plant.

9. Cleaning electric plant equipment when not incidental to maintenance work.

10. Repacking glands and replacing gauge glasses.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Taxes.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including: Case No. 2012-00535
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1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:

I. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,

lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for

similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See

Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Lubricants and control system oils.

2. Generator cooling gases. Case No. 2012-00535
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3. Circulating water purification supplies.

4. Cooling water purchased.

5. Motor and generator brushes.

506 Miscellaneous Steam Power Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and materials used and expenses incurred

which are not specifically provided for or not readily assignable to other steam generation

operation expense accounts.

Items

Labor:

1. General clerical and stenographic work.

2. Guarding and patrolling plant and yard.

3. Building service.

4. Care of grounds including snow removal, and grass cutting.

5. Miscellaneous labor.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:
Case No. 2012-00535
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1. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account

924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. General operating supplies, such as tools, gaskets, packing waste, gauge glasses, hose,

indicating lamps, record and report forms.

2. First-aid supplies and safety equipment.

3. Employees’ service facilities expenses.

4. Building service supplies.

5. Communication service.

6. Miscellaneous office supplies and expenses, printing, and stationery.

7. Transportation expenses.

8. Meals, traveling, and incidental expenses.

9. Research, development, and demonstration expenses.

507 Rents

This account shall include all rents of property of others used, occupied or operated in

connection with steam power generation. (See §1767.17 (c).)

509 Allowances

This account shall include the cost of allowances expensed concurrent with the monthly

emission of sulfur dioxide. (See §1767.15 (u).)

(Maintenance)

510 Maintenance Supervision and Engineering Case No. 2012-00535
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This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and expenses incurred in the general
supervision and direction of maintenance of steam generation facilities. Direct field
supervision of specific jobs shall be charged to the appropriate maintenance account. (See

§1767.17(a).)

51 1 Maintenance of Structures

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and materials used and expenses incurred in

the maintenance of steam structures, the book cost of which is includible in Account 311,
Structures and Improvements. (See §1767.17(b).)

512 Maintenance of Boiler Plant

A. This account shall include the cost of labor, employee pensions and benefits, social
security and other payroll taxes, injuries and damages, and materials used and expenses

incurred in the maintenance of steam plant, the book cost of which is includible in Account
312, Boiler Plant Equipment. (See §1767.17(b).)

B. For the purpose of making charges hereto and to Account 513, Maintenance of Electric

Plant, the point at which steam plant is distinguished from electric plant is defined as follows:

1. Inlet flange of throttle valve on prime mover.

2. Flange of all steam extraction lines on prime mover.

3. Hotwell pump outlet on condensate lines.

4. Inlet flange of all turbine-room auxiliaries.

5. Connection to line side of motor starter for all boiler-plant equipment.

513 Maintenance of Electric Plant

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and materials used and expenses incurred in

the maintenance of electric plant, the book cost of which is includible in Account 313, Engines

and Engine-Driven Generators; Account 314, Turbogenerator Units; and Account 315,
Accessory Electric Equipment. (See §1767.17(b) and Paragraph B of Account 512.)

514 Maintenance of Miscellaneous Steam Plant

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and materials used and expenses incurred in

maintenance of miscellaneous steam generation plant, the book cost of which is includible in

Account 316, Miscellaneous Power Plant Equipment. (See §1767.17(b).)

Nuclear Power Generation

(Operation)

517 Operation Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and expenses incurred in the general

supervision and direction of the operation of nuclear power generating stations. Direct

supervision of specific activities, such as fuel handling, reactor operations, and generator Case No. 2012-00535
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operations shall be charged to the appropriate account. (See §1767.17(a).)

518 Nuclear Fuel Expense

A. This account shall be debited and Account 120.5, Accumulated Provision for Amortization
of Nuclear Fuel Assemblies, credited for the amortization of the net cost of nuclear fuel
assemblies used in the production of energy. The net cost of nuclear fuel assemblies subject
to amortization shall be the cost of nuclear fuel assemblies plus or less the expected net
salvage of uranium, plutonium, and other byproducts and unburned fuel. The utility shall adopt
the necessary procedures to assure that charges to this account are distributed according to
the thermal energy produced in such periods.

B. This account shall also include the costs involved when fuel is leased.

C. This account shall also include the cost of other fuels, used for ancillary steam facilities,
including superheat.

D. This account shall be debited or credited as appropriate for significant changes in the
amounts estimated as the net salvage value of uranium, plutonium, and other byproducts
contained in Account 157, Nuclear Materials Held for Sale, and the amount realized upon the
final disposition of the materials. Significant declines in the estimated realizable value of items
carried in Account 157 may be recognized at the time of market price declines by charging
this account and crediting Account 157. When the declining change occurs while the fuel is
recorded in Account 120.3, Nuclear Fuel Assemblies in Reactor, the effect shall be amortized
over the remaining life of the fuel.

519 Coolants and Water

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, and
materials used and expenses incurred for heat transfer materials and water used for steam
and cooling purposes.

Items

Labor:

1. Operation of water supply facilities.

2. Handling of coolants and heat transfer materials.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Taxes.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

Case No. 201 2-00535
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2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Chemicals.

2. Additions to or refining of fluids used in reactor systems.

3. Lubricants.
Case No. 2012-00535
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4. Pumping supplies and expenses.

5. Miscellaneous supplies and expenses.

6. Purchased water.

Note: Do not include in this account water for general station use or the initial charge for

coolants, heat transfer, or moderator fluids, chemicals, or other supplies capitalized.

520 Steam Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, property insurance, property taxes, and

materials used and expenses incurred in production of steam through nuclear processes, and

similar expenses for operation of any auxiliary superheat facilities.

Items

Labor:

1. Supervising steam production.

2. Fuel handling including removal, insertion, disassembly, and preparation for cooling

operations and shipment.

3. Testing instruments and gauges.

4. Health, safety, monitoring, and decontamination activities.

5. Waste disposal.

6. Operating steam boilers and auxiliary steam, superheat facilities.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.
Case No. 2012-00535
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5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Chemical supplies.

2. Charts and logs.

3. Health, safety, monitoring, and decontamination supplies.

4. Boiler inspection fees.

5. Lubricants.

521 Steam from Other Sources

Case No. 2012-00535
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This account shall include the cost of steam purchased or transferred from another
department of the utility or from others under a joint facility operating arrangement for use in
prime movers devoted to the production of electricity.

Note: The records shall be so kept as to show separately for each company from which steam
is purchased, the point of delivery, the quantity, the price, and the total charge. When steam is
transferred from another operating department, the utility shall be prepared to show full details
of the cost of producing such steam, the basis of the charges to electric generation, and the
extent and manner of use by each department involved.

522 Steam Transferred—Credit

A. This account shalt include credits for expenses of producing steam which are charged to
others or to other utility departments under a joint operating arrangement. Include also credits
for steam expenses chargeable to other electric accounts outside of the steam generation
group. Full details of the basis of determination of the cost of steam transferred shall be
maintained.

B. If the charges to others or to other departments of the utility include an amount for
depreciation, taxes, and return on the joint steam facilities, such portion of the charge shall be
credited in the case of others, to Account 454, Rent from Electric Property, and in the case of
other departments of the utility, to Account 455, Interdepartmental Rents.

523 Electric Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred in operating turbogenerators, steam turbines and their auxiliary
apparatus, switch gear, and other electric equipment to the points where electricity leaves for
conversion for transmission or distribution.

Items

Labor:

1. Supervising electric production.

2. Operating turbines, engines, generators, and exciters.

3. Operating condensers, circulating water systems, and other auxiliary apparatus.

4. Operating generator cooling system.

5. Operating lubrication and oil control system, including oil purification.

6. Operating switchboards, switch gear, and electric control and protective equipment.

7. Keeping plant log and records and preparing reports on electric plant operations.

8. Testing, checking and adjusting meters, gauges, and other instruments, relays, controls,
and other equipment in the electric plant.

9. Cleaning electric plant equipment when not incidental to maintenance.

10. Repacking glands and replacing gauge glasses.

Taxes:
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1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.
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11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Lubricants and control system oils.

2. Generator cooling gases.

3. Log sheets and charts.

4. Motor and generator brushes.

524 Miscellaneous Nuclear Power Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred which
are not specifically provided for or are not readily assignable to other nuclear generation
operation accounts.

Items

Labor:

1. General clerical and stenographic work.

2. Plant security.

3. Building service.

4. Care of grounds, including snow removal, and grass cutting

5. Miscellaneous labor.

Taxes.

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
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result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. General operating supplies, such as tools, gaskets, hose, indicating lamps, records and
reports forms.

2. First-aid supplies and safety equipment.

3. Employees’ service facilities expenses.

4. Building service supplies.

5. Communication service.

6. Miscellaneous office supplies and expenses, printing and stationery.

7. Transportation expenses.

8. Meals, traveling, and incidental expenses.

9. Research, development, and demonstration expenses.

525 Rents
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This account shall include all rents of property of others used, occupied, or operated in
connection with nuclear generation. (See §1767.17 (c).)

(Maintenance)

528 Maintenance Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general
supervision and direction of maintenance of nuclear generation facilities. Direct field
supervision of specific jobs shall be charged to the appropriate maintenance account. (See
§1767.17(a).)

529 Maintenance of Structures

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in the
maintenance of structures, the book cost of which is includible in Account 321, Structures and
Improvements. (See §1767.17(b).)

530 Maintenance of Reactor Plant Equipment

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in the
maintenance of reactor plant, the book cost of which is includible in Account 322, Reactor
Plant Equipment. (See §1767.17(b).)

531 Maintenance of Electric Plant

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in the
maintenance of electric plant, the book cost of which is includible in Account 323,
Turbogenerator Units, and Account 324, Accessory Electric Equipment. (See §1767.17(b).)

532 Maintenance of Miscellaneous Nuclear Plant

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of miscellaneous nuclear generating plant, the book cost of which is includible in
Account 325, Miscellaneous Power Plant Equipment. (See §1767.17(b).)

Hydraulic Power Generation

(Operation)

535 Operation Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general
supervision and direction of the operation of hydraulic power generating stations. Direct
supervision of specific activities, such as hydraulic operation, and generator operation shall be
charged to the appropriate account. (See §1767.17(a).)

536 Water for Power

This account shall include the cost of water used for hydraulic power generation.

Items Case No. 2012-00535
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1. Cost of water purchased from others, including water tolls paid reservoir companies.

2. Periodic payments for licenses or permits from any governmental agency for water rights,
or payments based on the use of the water.

3. Periodic payments for riparian rights.

4. Periodic payments for headwater benefits or for detriments to others.

5. Cloud seeding.

537 Hydraulic Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred in operating hydraulic works including reservoirs, dams, and
waterways, and in activities directly relating to the hydroelectric development outside the
generating station. It shall also include the cost of labor, materials used, and other expenses
incurred in connection with the operation of (1) fish and wildlife, and (2) recreation facilities.
Separate subaccounts shall be maintained for each of the above.

Items

Labor:

1. Supervising hydraulic operation.

2. Removing debris and ice from trash racks, reservoirs, and waterways.

3. Patrolling reservoirs and waterways.

4. Operating intakes, spillways, sluiceways, and outlet works.

5. Operating bubbler, heater, or other deicing systems.

6. Ice and log jam work.

7. Operating navigation facilities.

8. Operations relating to conservation of game, fish, and forests.

9. Insect control activities.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:
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1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Insect control materials.

2. Lubricants, packing, and other supplies used in the operation of hydraulic equipment. Case No. 2012-00535
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3. Transportation expense.

538 Electric Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred in operating prime movers, generators, and their auxiliary
apparatus, switchgear, and other electric equipment, to the point where electricity leaves for
conversion for transmission or distribution.

Items

Labor:

1. Supervising electric production.

2. Operating prime movers, generators, and auxiliary equipment.

3. Operating generator cooling system.

4. Operating lubrication and oil control systems, including oil purification.

5. Operating switchboards, switchgear, and electric control and protection equipment.

6. Keeping plant log and records and preparing reports on plant operations.

7. Testing, checking and adjusting meters, gauges, and other instruments, relays, controls,
and other equipment in the plant.

8. Cleaning plant equipment when not incidental to maintenance work.

9. Repacking glands.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.
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5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Lubricants and control system oils.

2. Motor and generator brushes.

539 Miscellaneous Hydraulic Power Generation Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred which
are not specifically provided for or are not readily assignable to other hydraulic generation
operation expense accounts.

Items
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Labor:

1. General clerical and stenographic work.

2. Guarding and patrolling plant and yard.

3. Building service.

4. Care of grounds including snow removal, and grass cutting.

5. Snow removal from roads and bridges.

6. Miscellaneous labor.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys services.

5. Medical and hospital service and expenses for employees as the result of occupational Case No. 201 2-00535
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injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. General operating supplies, such as tools, gaskets, packing, waste, hose, indicating lamps,
record and report forms.

2. First-aid supplies and safety equipment.

3. Employees’ service facilities expenses.

4. Building service supplies.

5. Communication service.

6. Office supplies, printing and stationery.

7. Transportation expenses.

8. Fuel.

9. Meals, traveling, and incidental expenses.

10. Research, development, and demonstration expenses.

540 Rents

This account shall include all rents of property of others used, occupied, or operated in
connection with hydraulic power generation, including amounts payable to the United States
for the occupancy of public lands and reservations for reservoirs, dams, flumes, forebays,
penstocks, and power houses but not including transmission right-of-way. (See §1767.17 (c).)

(Maintenance)

541 Maintenance Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general
supervision and direction of the maintenance of hydraulic power generating stations. Direct
field supervision of specific jobs shall be charged to the appropriate maintenance account.
(See §1767.17(a).)

542 Maintenance of Structures

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of hydraulic structures, the book cost of which is includible in Account 331,
Stwctures and Improvements. (See §1767.17 (b).) However, the cost of labor, materials used,
and expenses incurred in the maintenance of fish and wildlife and recreation facilities, the
book cost of which is includible in Account 331, Structures and Improvements, shall be Case No. 2012-00535
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charged to Account 545, Maintenance of Miscellaneous Hydraulic Plant.

543 Maintenance of Reservoirs, Dams, and Waterways

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of plant includible in Account 332, Reservoirs, Dams, and Waterways. (See
§1767.17(b).) However, the cost of labor, materials used, and expenses incurred in the
maintenance of fish and wildlife and recreation facilities, the book cost of which is includible in
Account 332, Reservoirs, Dams, and Waterways, shall be charged to Account 545,
Maintenance of Miscellaneous Hydraulic Plant.

544 Maintenance of Electric Plant

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of plant includible in Account 333, Water Wheels, Turbines and Generators, and
Account 334, Accessory Electric Equipment, (See §1767.17(b).)

545 Maintenance of Miscellaneous Hydraulic Plant

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of plant, the book cost of which is includible in Account 335, Miscellaneous
Power Plant Equipment, and Account 336, Roads Railroads and Bridges. (See §1767.17(b).)
It shall also include the cost of labor, materials used, and other expenses incurred in the
maintenance of (1) fish and wildlife, and (2) recreation facilities. Separate subaccounts shall
be maintained for each of the above.

Other Power Generation

(Operation)

546 Operation Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general
supervision and direction of the operation of other power generating stations. Direct
supervision of specific activities, such as fuel handling and engine and generator operation
shall be charged to the appropriate account. (See §1767.17(a).)

547 Fuel

This account shall include the cost delivered at the station (See Account 151, Fuel Stock) of
all fuel, such as gas, oil, kerosene, and gasoline used in other power generation.

548 Generation Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred in operating prime movers, generators, and electric equipment
in other power generating stations, to the point where electricity leaves for conversion for
transmission or distribution.

Items

Labor:
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1. Supervising other power generation operation.

2. Operating prime movers, generators, and auxiliary apparatus and switching and other

electric equipment.

3. Keeping plant log and records and preparing reports on plant operations.

4. Testing, checking, cleaning, oiling, and adjusting equipment.

Taxes:

1. Federal and state unemployment.

2. F.I.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,

lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for

similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc. and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection. Case No. 201 2-00535
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7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Dynamo, motor, and generator brushes.

2. Lubricants and control system oils.

3. Water for cooling engines and generators.

549 Miscellaneous Other Power Generation Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in the
operation of other power generating stations which are not specifically provided for or are not
readily assignable to other generation expense accounts.

Items

Labor:

1. General clerical and stenographic work.

2. Guarding and patrolling plant and yard.

3. Building service.

4. Care of grounds, including snow removal, and grass cutting.

5. Miscellaneous labor.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
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detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Building service supplies.

2. First-aid supplies and safety equipment.

3. Communication service.

4. Employees’ service facilities expenses.

5. Office supplies, printing and stationery.

6. Transportation expense.
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7. Meals, traveling, and incidental expenses.

8. Fuel for heating.

9. Water for fire protection or general use.

10. Miscellaneous supplies, such as hand tools, drills, saw blades, and files.

II. Research, development, and demonstration expenses.

550 Rents

This account shall include all rents of property of others used, occupied, or operated in
connection with other power generation. (See §1767.17 (c).)

(Maintenance)

551 Maintenance Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general
supervision and direction of the maintenance of other power generating stations. Direct field
supervision of specific jobs shall be charged to the appropriate maintenance account. (See
§1767.17(a).)

552 Maintenance of Structures

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of facilities used and expenses incurred in maintenance of facilities used in other
power generation, the book cost of which is includible in Account 341, Structures and
Improvements, and Account 342, Fuel Holders, Producers and Accessories. (See §1 767.17
(b).)

553 Maintenance of Generating and Electric Equipment

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of plant, the book cost of which is includible in Account 343, Prime Movers;
Account 344, Generators; and Account 345, Accessory Electric Equipment. (See §1767.17
(b).)

554 Maintenance of Miscellaneous Other Power Generation Plant

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of other power generation plant, the book cost of which is includible in Account
346, Miscellaneous Power Plant Equipment. (See §1767.17(b).)

Other Power Supply Expenses

555 Purchased Power

A. This account shall include the cost at point of receipt by the utility of electricity purchased
for resale. It shall also include, net settlements for exchange of electricity or power, such as
economy energy, off-peak energy for on-peak energy, and spinning reserve capacity. In
addition, the account shall include the net settlements for transactions under pooling or
interconnection agreements wherein there is a balancing of debits and credits for energy, or Case No. 2012-00535
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capacity. Distinct purchases and sales shall not be recorded as exchanges and net amounts
only recorded merely because debit and credit amounts are combined in the voucher
settlement.

B. The records supporting this account shall show, by months, the demands and demand
charges, kilowatt-hours and prices thereof under each purchase contract and the charges and
credits under each exchange or power pooling contract.

Note: The records supporting this account shall provide information pertaining to the purchase
of power from renewable energy sources.

556 System Control and Load Dispatching

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, and
expenses incurred in load dispatching activities for system control. Utilities having an
interconnected electric system or operating under a central authority which controls the
production and dispatching of electricity may apportion these costs to this account and
transmission expense Account 561.1 through 561.4, and Account 581, Load Dispatching—
Distribution.

Items

Labor.

1. Allocating loads to plants and interconnections with others.

2. Directing switching.

3. Arranging and controlling clearances for construction, maintenance, test, and emergency
purposes.

4. Controlling system voltages.

5. Recording loadings, and water conditions.

6. Preparing operating reports and data for billing and budget purposes.

7. Obtaining reports on the weather and special events.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.
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2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Expenses:

1. Communication service provided for system control purposes.

2. System record and report forms.

3. Meals, traveling, and incidental expenses.
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4. Obtaining weather and special events reports.

557 Other Expenses

A. This account shall be charged with any production expenses including expenses incurred
directly in connection with the purchase of electricity, which are not specifically provided for in
other production expense accounts. Charges to this account shall be supported so that a
description of each type of charge will be readily available.

B. Recoveries from insurance companies, under use and occupancy provisions of policies, of
amounts in reimbursement of excessive or added productions costs for which the insurance
company is liable under the terms of the policy shall be credited to this account.

Transmission Expenses

(Operation)

560 Operation Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general
supervision and direction of the operation of the transmission system as a whole. Direct
supervision of specific activities, such as station operation and line operation shall be charged
to the appropriate account. (See §1767.17(a).)

561.1 Load Dispatch—Reliability

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred by a regional transmission service provider or other
transmission provider to manage the reliability coordination function as specified by the North
American Electric Reliability Council (NERC) and individual reliability organizations. These
activities shall include performing current and next day reliability analysis. This account shall
include the costs incurred to calculate load forecasts, and performing contingency analysis.

561.2 Load Dispatch—Monitor and Operate Transmission System

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred by a regional transmission service provider or other
transmission provider to monitor, assess and operate the power system and individual
transmission facilities in real-time to maintain safe and reliable operation of the transmission
system. This account shall also include the expense incurred to manage transmission facilities
to maintain system reliability and to monitor real-time flows and direct actions according to
regional plans and tariffs if necessary.

Items

1. Receive and analyze outage requests

2. Reschedule outage plans

3. Monitor solution quality field data values, providing model updates to NERC and
coordinating network model changes across all systems

4. Conduct operating training related to NERC Certification

5. Monitor generation resources and communicate expected dispatch actions Case No. 2012-00535
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6. Ensure ancillary service requirements are met

7. Directing switching

8. Controlling system voltages

9. Obtaining reports on the weather and special events

10. Preparing operating reports and data for billing and budget purposes

561.3 Load Dispatch—Transmission Service and Scheduling

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, property insurance, property taxes, materials

used, and expenses incurred by a regional transmission service provider or other
transmission provider to process hourly, daily, weekly and monthly transmission service

requests using an automated system such as an Open Access Same-Time Information

System (OASIS). It shall include the expenses incurred to operate the automated
transmission service request system and to monitor the status of all scheduled energy

transactions.

561.4 Scheduling, System Control and Dispatching Services

This account shall include the costs billed to the transmission owner, load serving entity or

generator for scheduling, system control and dispatching service. Include in this account

service billings for system control to maintain the reliability of the transmission area in

accordance with reliability standards, maintaining defined voltage profiles, and monitoring

operations of the transmission facilities.

561.5 Reliability, Planning and Standards Development

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, property insurance, property taxes, materials

used, and expenses incurred for the system planning of the interconnected bulk electric

transmission system within a planning authority area.

Items

1. Developing and maintaining transmission system models to evaluate transmission system

performance.

2. Maintaining and applying methodologies and tools for the analysis and simulation of the

transmission systems for the assessment and development of transmission expansion plans.

3. Assessing, developing and documenting transmission expansion plans.

4. Maintaining transmission system models (steady-state, dynamics, and short circuit).

5. Collecting transmission information and transmission facility characteristics and ratings.

6. Notifying participants of any planned transmission changes that may impact their facilities.

7. Developing and reporting on transmission expansion plans for assessment and compliance

with reliability standards.

8. Developing reliability standards for the planning and operation of the interconnected bulk

electric transmission systems that serve the United States, Canada and Mexico.
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9. Developing criteria and certification procedures for reliability authorities, transmission
operators and others.

10. Outside services employed.

Note: The cost of supervision, customer records and collection expenses, administrative and
general salaries, regulatory commission expenses, general advertising, and rents shall be
charged to the customer accounts, service, administrative and general expense accounts
contained in the Uniform System of Accounts.

561.6 Transmission Service Studies

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred to conduct generation interconnection studies for proposed
interconnections with the transmission system. Detailed records shall be maintained for each
study undertaken and all reimbursements received for conducting such a study.

561.7 Generation Interconnection Studies

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred to conduct generation interconnection studies for proposed
interconnections with the transmission system. Detailed records shall be maintained for each
study undertaken and all reimbursements received for conducting such a study.

561.8 Reliability Planning and Standards Development Services

This account shall include the costs billed to the transmission owner, load serving entity, or
generator for system planning of the interconnected bulk electric transmission service provider
for system reliability and resource panning to develop long-term strategies to meet customer
demand and energy requirements. This account shall also include fees and expenses for
outside services incurred by the regional transmission service provider and billed to the load
serving entity, transmission owner or generator.

562 Station Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred in operating transmission substations and switching stations. If
transmission station equipment is located in or adjacent to a generating station, the expenses
applicable to transmission station operations shall nevertheless be charged to this account.

Items

Labor:

1. Supervising station operation.

2. Adjusting station equipment where such adjustment primarily affects performance, such as
regulating the flow of cooling water, adjusting current in fields of a machine or changing
voltage of regulators, changing station transformer taps.

3. Inspecting, testing, and calibrating station equipment for the purpose of checking its
performance.

4. Keeping station log and records and preparing records on station operation.
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5. Operating switching and other station equipment.

6. Standing watch, guarding, and patrolling station and station yard.

7. Sweeping, mopping, and tidying station.

8. Care of grounds, including snow removal, and grass cutting.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.
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7. Losses not coveted by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Building service expenses.

2. Operating supplies, such as lubricants, commutator brushes, water, and rubber goods.

3. Station meter and instrument supplies, such as ink and charts.

4. Station record and report forms.

5. Tool expense.

6. Transportation expenses.

7. Meals, traveling, and incidental expenses.

563 Overhead Line Expenses

564 Underground Line Expenses

A. These accounts shall include the cost of labor, employee pensions and benefits, social

security and other payroll taxes, injuries and damages, property insurance, property taxes,

materials used, and expenses incurred in the operation of transmission lines.

B. If the expenses are not substantial for both overhead and underground lines, these

accounts may be combined.

Items

Labor:

1. Supervising line operation.

2. Inspecting and testing lightning arresters, circuit breakers, switches, and grounds.

3. Load tests of circuits.

4. Routine line patrolling.
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5. Routine voltage surveys made to determine the condition or efficiency of transmission
system.

6. Transferring loads, switching and reconnecting circuits and equipment for operating
purposes. (Switching for construction or maintenance purposes is not includible in this
account.)

7. Routine inspection and cleaning of manholes, conduit, network, and transformer vaults.

8. Electrolysis surveys.

9. Inspecting and adjusting line-testing equipment, such as voltmeters, ammeters, and
wattmeters.

10. Regulation and addition of oil or gas in high-voltage cable systems.

Taxes:

I. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service. Case No. 2012-00535
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5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Transportation expenses.

2. Meals, traveling, and incidental expenses.

3. Tool expenses.

4. Operating supplies, such as instrument charts, and rubber goods.

565 Transmission of Electricity by Others

This account shall include amounts payable to others for the transmission of the utility’s
electricity over transmission facilities owned by others.

566 Miscellaneous Transmission Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damage, materials used, and expenses incurred in
transmission map and record work, transmission office expenses, and other transmission
expenses not provided for elsewhere.

Items

Labor:

1. General records of physical characteristics of lines and stations, such as capacities.

2. Ground resistance records.

3: Janitor work at transmission office buildings, including care of grounds, snow removal, and
grass cutting.
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4. Joint pole maps and records.

5. Line load and voltage records.

6. Preparing maps and prints.

7. General clerical and stenographic work.

8. Miscellaneous labor.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.
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7. Compensation paid while incapacitated as the result of occupational injuries. (See Account

924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Communication service.

2. Building service supplies.

3. Map and record supplies.

4. Transmission office supplies and expenses, printing and stationery.

5. First-aid supplies.

6. Research, development, and demonstration expenses.

567 Rents

This account shall include rents of property of others used, occupied, or operated in

connection with the transmission system, including payments to the United States and others

for use of public or private lands and reservations for transmission line rights-of-way. (See

§1767.17 (c).)

(Maintenance)

568 Maintenance Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and expenses incurred in the general

supervision and direction of maintenance of the transmission system. Direct field supervision

of specific jobs shall be charged to the appropriate maintenance account. (See §1767.17(a).)

569 Maintenance of Structures

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, materials used, and expenses incurred in the

maintenance of structures, the book cost of which is includible in Account 352, Structures and

Improvements. (See §1767.17(b).)

569.1 Maintenance of Computer Hardware

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, materials used and expenses incurred in the

maintenance of computer hardware serving the transmission function.

569.2 Maintenance of Computer Software

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, materials used and expenses incurred for

annual computer software license renewals, annual software update services and the cost of

ongoing support for software products serving the transmission function.

Items
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1. Telephone Support

2. Onsite support

3. Software updates and minor revisions

569.3 Maintenance of Communication Equipment

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used and expenses incurred in the
maintenance of communication equipment serving the transmission function.

569.4 Maintenance of Miscellaneous Regional Transmission Plant

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used and expenses incurred in the
maintenance of miscellaneous regional transmission plant serving the transmission function.

570 Maintenance of Station Equipment

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of station equipment, the book cost of which is includible in Account 353, Station
Equipment. (See §1767.17(b).)

571 Maintenance of Overhead Lines

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of transmission plant, the book cost of which is includible in Accounts 354,
Towers and Fixtures; 355, Poles and Fixtures; 356, Overhead Conductors and Devices; and
359, Roads and Trails. (See §1767.17(b).)

Items

1. Work of the following character on poles, towers, and fixtures:

a. Installing or removing additional clamps or strain insulators on guys in place.

b. Moving line or guy pole in relocation of the same pole or section of line.

c. Painting poles, towers, crossarms, or pole extensions.

d. Readjusting and changing position of guys or braces.

e. Realigning and straightening poles, crossarms braces, and other pole fixtures.

f. Reconditioning reclaimed pole fixtures.

g. Relocating crossarms, racks, brackets, and other fixtures on poles.

h. Repairing or realigning pins, racks, or brackets.

i. Repairing pole supported platform.

j. Repairs by others to jointly owned poles.
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k. Shaving, cutting rot, or testing poles or crossarms in use or salvaged for reuse.

I. Stubbing poles already in service.

m. Supporting fixtures and conductors and transferring them to new poles during pole

replacements.

n. Maintenance of pole signs, stencils, and tags.

2. Work of the following character on overhead conductors and devices:

a. Overhauling and repairing line cutouts, line switches, and line breakers.

b. Cleaning insulators and bushings.

c. Refusing cutouts.

d. Repairing line oil circuit breakers and associated relays and control wiring.

e. Repairing grounds.

f. Resagging, retyping, or rearranging position or spacing of conductors.

g. Standing by phones, going to calls, cutting faulty lines clear, or similar activities at times of

emergencies.

h. Sampling, testing, changing, purifying, and replenishing insulating oil.

i. Repairing line testing equipment.

f. Transferring loads, switching and reconnecting circuits and equipment for maintenance

purposes.

k. Trimming trees and clearing brush.

I. Chemical treatment of right of way areas when occurring subsequent to construction of line.

3. Work of the following character on roads and trails:

a. Repairing roadways and bridges.

b. Trimming trees and brush to maintain previous roadway clearance.

c. Snow removal from roads and trails.

d. Maintenance work on publicly owned roads and trails when done by utility at its expense.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the moreCase No. 2012-00535
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equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital services and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

572 Maintenance of Underground Lines

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of transmission plant, the book cost of which is includible in Accounts 357,
Underground Conduit, and Account 358, Underground Conductors and Devices. (See
§1767.17(b).)

Items

1. Work of the following character on underground conduit:

a. Cleaning ducts, manholes, and sewer connections.
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b. Minor alterations of handholes, manholes, or vaults.

c. Refastening, repairing, or moving racks, ladders, hangers in manholes, or vaults.

d. Plugging and shelving or replugging ducts.

e. Repairs to sewers and drains, walls and floors, rings and covers.

2. Work of the following character on underground conductors and devices:

a. Repairing oil circuit breakers, switches, cutouts, and control wiring.

b. Repairing grounds.

c. Retraining and reconnecting cables in manholes, including transfer of cables from one duct

to another.

d. Repairing conductors and splices.

e. Repairing or moving junction boxes and potheads.

f. Refireproofing of cables and repairing supports.

g. Repairing electrolysis preventive devices for cables.

h. Repairing cable bonding systems.

i. Sampling, testing, changing, purifying, and replenishing insulating oil.

j. Transferring loads, switching and reconnecting circuits, and equipment for maintenance

purposes.

k. Repairing line testing equipment.

I. Repairs to oil or gas equipment in high-voltage cable system and replacement of oil or gas.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.
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4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account

924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

573 Maintenance of Miscellaneous Transmission Plant

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, materials used, and expenses incurred in

maintenance of owned or leased plant which is assignable to transmission operations and is

not provided for elsewhere. (See §1767.17(b).)

Regional Market Expenses

(Operational)

575.1 Operation Supervision

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and expenses incurred in the general

supervision and direction of the regional energy markets.

575.2 Day-Ahead and Real-Time Market Administration

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, and expenses incurred to facilitate the Day-

Ahead and Real-Time markets. This account shall also include the costs incurred to manage

the real-time deployment of resources to meet generation needs and to provide capacity

adequacy verification. Include in this account the costs incurred to maintain related sections of

the tariff, market rules, operating procedures, and standards and coordinating with
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neighboring areas.

Items

1. Consultant fees and expenses

2. System record and report forms

3. Meals, traveling and incidental expenses

Note: The cost of supervision, customer records and collection expenses, administrative and
general salaries, regulatory commission expenses, general advertising, and rents shall be
charged to the customer accounts, service, administrative and general expense accounts
contained in the Uniform System of Accounts.

575.3 Transmission Rights Market Administration

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred to manage the
allocation and auction of transmission rights.

575.4 Capacity Market Administration

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred to manage the
allocation of capacity rights.

575.5 Ancillary Services Market Administration

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred to manage all other
ancillary services market functions

575.6 Market Monitoring and Compliance

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred to review market data
and operational decisions for compliance with market rules. It shall also include the costs
incurred to interlace with external market monitors.

575.7 Market Administration, Monitoring and Compliance Services

This account shall include the cost billed to the transmission owner, load serving entity or
generator for market administration, monitoring and compliance services.

575.8 Rents

This account shall include all rents of property of others used, occupied, or operated in
connection with market administration and monitoring. (See Sec. 1767.17(c).) (Maintenance)

576.1 Maintenance of Structures and Improvements

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the maintenance of
structures used in market administration and monitoring. (See Sec. 1767.17(b).)

576.2 Maintenance of Computer Hardware
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This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the maintenance of
computer hardware used in market administration and monitoring.

576.3 Maintenance of Computer Software

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred for annual computer
software license renewals, annual software update services and the cost of ongoing support
for software products used in market administration and monitoring.

Items

1. Telephone support

2. Onsite support

3. Software updates and minor revisions

576.4 Maintenance of Communication Equipment

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the maintenance of
communication equipment used in market administration and monitoring.

576.5 Maintenance of Miscellaneous Market Operation Plant

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the maintenance of
miscellaneous market operation plant used in market administration and monitoring.

Distribution Expenses

(Operation)

580 Operation Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general
supervision and direction of the operation of the distribution system. Direct supervision of
specific activities, such as station operation, line operation, and meter department operation
shall be charged to the appropriate account. (See §1767.17(a).)

581 Load Dispatching

This account (the keeping of which is optional with the utility) shall include the cost of labor,
employee pensions and benefits, social security and other payroll taxes, injuries and
damages, property insurance, property taxes, materials used, and expenses incurred in load
dispatching operations pertaining to the distribution of electricity.

Items

Labor:

1. Direct switching.

2. Arranging and controlling clearances for construction, maintenance, test, and emergency
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purposes.

3. Controlling system voltages.

4. Preparing operating reports.

5. Obtaining reports on the weather and special events.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,

lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for

similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.
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7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Expenses:

1. Communication service provided for system control purposes.

2. System record and report forms.

3. Meals, traveling, and incidental expenses.

582 Station Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred in the operation of distribution substations.

Items

Labor:

1. Supervising station operation.

2. Adjusting station equipment where such adjustment primarily affects performance, such as
regulating the flow of cooling water, adjusting current in fields of a machine, changing voltage
of regulators, or changing station transformer taps.

3. Keeping station log and records and preparing reports on station operation.

4. Inspecting, testing, and calibrating station equipment for the purpose of checking its
performance.

5. Operating switching and other station equipment.

6. Standing watch, guarding, and patrolling station and station yard.

7. Sweeping, mopping, and tidying station.

8. Care of grounds, including snow removal, and grass cutting.

Taxes:
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1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,

lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.7, Accumulated Provision for Property Insurance, for

similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

70. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.
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11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See

Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Building service expenses.

2. Operating, supplies, such as lubricants, commutator brushes, water, and rubber goods.

3. Station meter and instrument supplies, such as ink and charts.

4. Station record and report forms.

5. Tool expense.

6. Transportation expense.

7. Meals, traveling, and incidental expenses.

Note: If the utility owns storage battery equipment used for supplying electricity to customers

in periods of emergency, the cost of operating labor and of supplies, such as acid, gloves,

hydrometers, thermometers, soda, automatic cell fillers, and acid proof shoes shall be

included in this account. If significant in amount, a separate subdivision shall be maintained

for such expenses.

583 Overhead Line Expenses

584 Underground Line Expenses

These accounts shall include, respectively, the cost of labor, employee pensions and benefits,

social security and other payroll taxes, injuries and damages, property insurance, property

taxes, materials used, and expenses incurred in the operation of overhead and underground

distribution lines.

Items

Labor:

1. Supervising line operation.

2. Changing line transformer taps.

3. Inspecting and testing lightning arresters, line circuit breakers, switches, and grounds.

4. Inspecting and testing line transformers for the purpose of determining load, temperature,

or operation performance.

5. Patrolling lines.

6. Load tests and voltage surveys of feeders, circuits, and line transformers.

7. Removing line transformers and voltage regulators with or without replacement.
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8. Installing line transformers or voltage regulators with or without change in capacity provided
that the cost of first installation of these items is included in Account 368, Line Transformers.

9. Voltage surveys, either routine or upon request of customers, including voltage tests at
customer’s main switch.

10. Transferring loads, switching and reconnecting circuits and equipment for operation
purpose.

11. Electrolysis surveys.

12. Inspecting and adjusting line testing equipment.

Taxes:

I. Federal and State unemployment.

2. F.l.C.A,

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.
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6. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See

Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Tool expense.

2. Transportation expense.

3. Meals, traveling, and incidental expenses.

4. Operating supplies, such as instrument charts, and rubber goods.

585 Street Lighting and Signal System Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, property insurance, property taxes, materials

used, and expenses incurred in: (1) The operation of street lighting and signal system plant

which is owned or leased by the utility; and (2) the operation and maintenance of such plant

owned by customers where such work is done regularly as a part of the street lighting and

signal system service.

Items

Labor:

1. Supervising street lighting and signal systems operation.

2. Replacing lamps and incidental cleaning of glassware and fixtures in connection therewith.

3. Routine patrolling for lamp outages, extraneous nuisances, or encroachments.

4. Testing lines and equipment including voltage and current measurement.

5. Winding and inspection of time switch and other controls.
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1. Federal and state unemployment.

2. F.I.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.
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11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See

Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Street lamp renewals.

2. Transportation and tool expense.

3. Meals, traveling, and incidental expenses.

586 Meter Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, property insurance, property taxes, materials

used, and expenses incurred in the operation of customer meters and associated equipment.

Items

Labor:

1. Supervising meter operation.

2. Clerical work on meter history and associated equipment record cards, test cards, and

reports.

3. Disconnecting and reconnecting, removing and reinstalling, sealing and unsealing meters

and other metering equipment in connection with initiating or terminating services including

the cost of obtaining meter readings, if incidental to such operation.

4. Consolidating meter installations due to elimination of separate meters for different rates of

service.

5. Changing or relocating meters, instrument transformers, time switches, and other metering

equipment.

6. Resetting time controls, checking operation of demand meters and other metering

equipment, when done as an independent operation.

7. Inspecting and adjusting meter testing equipment.

8. Inspecting and testing meters, instrument transformers, time switches, and other metering

equipment on premises or in shops excluding inspecting and testing incidental to

maintenance.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.
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Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.
Case No. 2012-00535
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Materials and Expenses

1. Meter seals and miscellaneous meter supplies.

2. Transportation expenses.

3. Meals, traveling, and incidental expenses.

4. Tool expenses.

Note: The cost of the first setting and testing of a meter is chargeable to utility plant, Account

370, Meters.

587 Customer Installations Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, property insurance, property taxes, materials

used, and expenses incurred in work on customer installations in inspecting premises and in

rendering services to customers of the nature of those indicated by the list of items hereunder.

Items

Labor:

1. Supervising customer installations work.

2. Inspecting premises, including the check of wiring for code compliance.

3. Investigating, locating, and clearing grounds on customers’ wiring.

4. Investigating service complaints, including load tests of motors and lighting and power

circuits on customers’ premises; field investigations of complaints on bills or of voltage.

5. Installing, removing, renewing, and changing lamps and fuses.

6. Radio, television, and similar interference work including erection of new aerials on

customers’ premises and patrolling of lines, testing of lightning arresters, inspection of pole

hardware, and examination on or off premises of customers’ appliances, wiring, or equipment

to locate cause of interference.

7. Installing, connecting, reinstalling, or removing leased property on customers’ premises.

8. Testing, adjusting, and repairing customers’ fixtures and appliances in the shop or on

premises.

9. Cost of changing customers’ equipment due to changes in service characteristics.

10. Investigation of current diversion including setting and removal of check meters and

securing special readings thereon; special calls by employees in connection with discovery

and settlement of current diversion; changes in customer wiring; and any other labor cost

identifiable as caused by current diversion.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A. Case No. 2012-00535
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3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,

lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for

similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See

Account 924, Note A.) Case No. 2012-00535
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13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Lamp and fuse renewals.

2. Materials used in servicing customers fixtures, appliances, and equipment.

3. Power, light, heat, telephone, and other expenses of the appliance repair department.

4. Tool expense.

5. Transportation expense, including pickup and delivery charges.

6. Meals, traveling, and incidental expenses.

7. Rewards paid for discovery of current diversion.

Note A: Amounts billed customers for any work, the cost of which is charged to this account,

shall be credited to this account. Any excess over costs resulting therefrom, shall be

transferred to Account 451, Miscellaneous Service Revenues.

Note B: Do not include in this account expenses incurred in connection with merchandising,

jobbing, and contract work.

588 Miscellaneous Distribution Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, materials used, and expenses incurred in

distribution system operation not provided for elsewhere.

Items

Labor:

1. General records of physical characteristics of lines and substations, such as capacities.

2. Ground resistance records.

3. Joint pole maps and records.

4. Distribution system voltage and load records.

5. Preparing maps and prints.

6. Service interruption and trouble records.

7. General clerical and stenographic work except that chargeable to Account 586, Meter

Expenses.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.
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Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Expenses:

1. Operating records covering poles, transformers, manholes, cables, and other distribution
facilities. Exclude meter records chargeable to Account 586, Meter Expenses, and station
records chargeable to Account 582, Station Expenses, and stores records chargeable to
Account 163, Stores Expense Undistributed.

2. Janitor work at distribution office buildings including snow removal and grass cutting.

3. Communication service.
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4. Building service expenses.

5. Miscellaneous office supplies and expenses, printing and stationery, maps and records,
and first-aid supplies.

6. Research, development, and demonstration expenses.

589 Rents

This account shall include rents of property of others used, occupied, or operated in
connection with the distribution system, including payments to the United States and others
for the use and occupancy of public lands and reservations for distribution line rights of way.
(See §1767.17 fc).)

(Maintenance)

590 Maintenance Supervision and Engineering

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general
supervision and direction of maintenance of the distribution system. Direct field supervision of
specific jobs shall be charged to the appropriate maintenance account. (See §1767.17(a).)

591 Maintenance of Structures

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of structures, the book cost of which is includible in Account 361, Structures and
Improvements. (See §1767.17(b).)

592 Maintenance of Station Equipment

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of plant, the book cost of which is includible in Account 362, Station Equipment,
and Account 363, Storage Battery Equipment. (See §1767.17(b).)

593 Maintenance of Overhead Lines

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in the
maintenance of overhead distribution line facilities, the book cost of which is includible in
Account 364, Poles, Towers and Fixtures; Account 365, Overhead Conductors and Devices;
and Account 369, Services. (See §1767.17(b).)

Items

1. Work of the following character on poles, towers, and fixtures:

a. Installing additional clamps or removing clamps or strain insulators on guys in place.

b. Moving line or guy pole in relocation of pole or section of line.

c. Painting poles, towers, crossarms, or pole extensions.

d. Readjusting and changing position of guys or braces.
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e. Realigning and straightening poles, crossarms, braces, pins, racks, brackets, and other
pole fixtures.

f. Reconditioning reclaimed pole fixtures.

g. Relocating crossarms, racks, brackets, and other fixtures on poles.

h. Repairing pole supported platform.

i. Repairs by others to jointly owned poles.

j. Shaving, cutting rot, or treating poles or crossarms in use or salvaged for reuse.

k. Stubbing poles already in service.

I. Supporting conductors, transformers, and other fixtures and transferring them to new poles
during pole replacements.

m. Maintaining pole signs, stencils, and tags.

2. Work of the following character on overhead conductors and devices:

a. Overhauling and repairing line cutouts, line switches, line breakers, and capacitor
installations.

b. Cleaning insulators and bushings.

c. Refusing line cutouts.

d. Repairing line oil circuit breakers and associated relays and control wiring.

e. Repairing grounds.

f. Resagging, retying, or rearranging position or spacing of conductors.

g. Standing by phones, going to calls, culling faulty lines clear, or similar activities at times of
emergency.

h. Sampling, testing, changing, purifying, and replenishing insulating oil.

i. Transferring loads, switching, and reconnecting circuits and equipment for maintenance
purposes.

j. Repairing line testing equipment.

k. Trimming trees and clearing brush.

I. Chemical treatment of right-of-way area when occurring subsequent to construction of line.

3. Work of the following character on overhead services:

a. Moving position of service either on pole or on customers’ premises.

b. Pulling slack in service wire.

c. Retying service wire. Case No. 2012-00535
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d. Refastening or tightening service bracket.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

594 Maintenance of Underground Lines

This account shall include the cost of labor, employee pensions and benefits, social security Case No. 2012-00535
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and other payroll taxes, injuries and damages, materials used, and expenses incurred in the
maintenance of underground distribution line facilities, the book cost of which is includible in
Account 366, Underground Conduit; Account 367, Underground Conductors and Devices; and
Account 369, Services. (See §1767.17(b).)

Items

1. Work of the following character on underground conduit:

a. Cleaning ducts, manholes, and sewer connections.

b. Moving or changing position of conduit or pipe.

c. Minor alterations of handholes, manholes, or vaults.

d. Refastening, repairing, or moving racks, ladders, or hangers in manholes or vaults.

e. Plugging and shelving ducts.

f. Repairs to sewers, drains, walls, and floors, rings, and covers.

2. Work of the following character on underground conductors and devices:

a. Repairing circuit breakers, switches, cutouts, network protectors, and associated relays and
control wiring.

b. Repairing grounds.

c. Retraining and reconnecting cables in manholes including transfer of cables from one duct
to another.

d. Repairing conductors and splices.

e. Repairing or moving junction boxes and potheads.

f. Refireproofing cables and repairing supports.

g. Repairing electrolysis preventive devices for cables.

h. Repairing cable bonding systems.

i. Sampling, testing, changing, purifying, and replenishing insulating oil.

j. Transferring loads, switching and reconnecting circuits and equipment for maintenance
purposes.

k. Repairing line testing equipment.

I. Repairing oil or gas equipment in high voltage cable systems and replacement of oil or gas.

3. Work of the following character on underground services:

a. Cleaning ducts.

b. Repairing any underground service plant.
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Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

595 Maintenance of Line Transformers

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of distribution line transformers, the book cost of which is includible in Account
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368, Line Transformers. (See §1767.17(b).)

596 Maintenance of Street Lighting and Signal Systems

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of plant, the book cost of which is includible in Account 373, Street Lighting and
Signal Systems. (See §1767.17(b).)

597 Maintenance of Meters

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in the
maintenance of meters and meter testing equipment, the book cost of which is includible in
Account 370, Meters, and Account 395, Laboratory Equipment, respectively. (See §1767.17
(b).)

598 Maintenance of Miscellaneous Distribution Plant

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
maintenance of plant, the book cost of which is includible in Accounts 371, Installations on
Customers’ Premises, and Account 372, Leased Property on Customers’ Premises, and any
other plant the maintenance of which is assignable to the distribution function and is not
provided for elsewhere. (See §1767.17(b).)

Items

1. Work of similar nature to that listed in other distribution maintenance accounts.

2. Maintenance of office furniture and equipment used by distribution system department.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.
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6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

[58 FR 59825, Nov. 10, 1993, as amended at 62 FR 42291, Aug. 6, 1997; 73 FR 20286, May 27, 2008]

§ 1767.28 Customer accounts expenses.

1Q

The customer accounts expense accounts identified in this section shall be used by all RUS borrowers.

Customer Accounts Expenses

(Operation)

901 Supervision

902 Meter Reading Expenses

903 Customer Records and Collection Expenses

904 Uncollectible Accounts

905 Miscellaneous Customer Accounts Expenses

Customer Accounts Expenses

(Operation)

901 Supervision

This account shall include the cost of labor, employee pensions and benefits, social security Case No. 2012-00535
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and other payroll taxes, injuries and damages, and expenses incurred in the general direction

and supervision of customer accounting and collecting activities. Direct supervision of a
specific activity shall be charged to Account 902, Meter Reading Expenses, or Account 903,

Customer Records and Collection Expenses, as appropriate. (See §1767.17(a).)

902 Meter Reading Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, materials used, and expenses incurred in

reading customer meters, and determining consumption when performed by employees
engaged in reading meters.

Items

Labor:

1. Addressing forms for obtaining meter readings by mail.

2. Changing and collecting meter charts used for billing purposes.

3. Inspecting time clocks and checking seals when performed by meter readers and the work

represents a minor activity incidental to regular meter reading routine.

4. Reading meters, including demand meters, and obtaining load information for billing

purposes. Exclude and charge to Account 586, Meter Expenses, or to Account 903, Customer

Records and Collection Expenses, as applicable, the cost of obtaining meter readings, first

and final, if incidental to the operation of removing or reselling, sealing or locking, and

disconnecting or reconnecting meters.

5. Computing consumption from meter reader’s book or from reports by mail when done by

employees engaged in reading meters.

6. Collecting from prepayment meters when incidental to meter reading.

7. Maintaining record of customers’ keys.

8. Computing estimated or average consumption when performed by employees engaged in

reading meters.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
Case No. 2012-00535
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result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Badges, lamps, and uniforms.

2. Demand charts, meter books and binders and forms for recording readings, but not the cost
of preparation.

3. Postage and supplies used in obtaining meter readings by mail.

4. Transportation, meals, and incidental expenses.

903 Customer Records and Collection Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in work
on customer applications, contracts, orders, credit investigations, billing and accounting,
collections and complaints.

Items

Labor:

1. Receiving, preparing, recording, and handling routine orders for service, disconnections, Case No. 2012-00535
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transfers or meter tests initiated by the customer, excluding the cost of carrying out such

orders, which is chargeable to the account appropriate for the work called for by such orders.

2. Investigations of customers’ credit and keeping of records pertaining thereto, including

records of uncollectible accounts written off.

3. Receiving, refunding, or applying customer deposits and maintaining customer deposit, line

extension, and other miscellaneous records.

4. Checking consumption shown by meter readers’ reports where incidental to preparation of

billing date.

5. Preparing address plates and addressing bills and delinquent notices.

6. Preparing billing data.

7. Operating billing and bookkeeping machines.

8. Verifying billing records with contracts or rate schedules.

9. Preparing bills for delivery and mailing or delivering bills.

10. Collecting revenues, including collection from prepayment meters, unless incidental to

meter-reading operations.

11. Balancing collections, preparing collections for deposit, and preparing cash reports.

12. Posting collections and other credits or charges to customer accounts and extending

unpaid balances.

13. Balancing customer accounts and controls.

14. Preparing, mailing, or delivering delinquent notices and preparing reports of delinquent

accounts.

15. Final meter reading of delinquent accounts when done by collectors incidental to regular

activities.

16. Disconnecting and reconnecting service because of nonpayment bills.

17. Receiving, recording, and handling of inquiries, complaints, and requests for investigations

from customers, including preparation of necessary orders, but excluding the cost of carrying

out such orders, which is chargeable to the account appropriate for the work called for by

such orders.

18. Statistical and tabulating work on customer accounts and revenues, but not including

special analyses for sales department, rate department, or other general purposes, unless

incidental to regular customer accounting routines.

19. Preparing and periodically rewriting meter reading sheets.

20. Determining consumption and computing estimated or average consumption when

performed by employees other than those engaged in reading meters.

Taxes:

1. Federal and state unemployment. Case No. 2012-00535
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2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Address plates and supplies.

2. Cash overages and shortages.

3. Commissions or fees to others for collecting.

4. Payments to credit organizations for investigations and reports. Case No. 201 2-00535
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5. Postage.

6. Transportation expenses, including transportation of customer bills and meter books under
centralized billing procedures.

7. Transportation, meals expenses, and incidental expenses.

8. Bank charges, exchange, and other fees for cashing and depositing customers’ checks.

9. Forms for recording orders for services, or removals.

10. Rent of mechanical equipment.

Note: The cost of work on meter history and meter location records in chargeable to Account
586, Meter Expenses.

904 Uncollectible Accounts

This amount shall be charged with amounts sufficient to provide for losses from uncollectible
utility revenues. Concurrent credits shall be made to Account 144, Accumulated Provision for
Uncollectible Accounts—Credit. Losses from uncollectible accounts shall be charged to
Account 144.

905 Miscellaneous Customer Accounts Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred not provided for in other accounts.

Items

Labor:

1. General clerical and stenographic work.

2. Miscellaneous labor.

Taxes:

1. Federal and state unemployment.

2. F.I.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein, or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the Case No. 201 2-00535
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result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Communication service.

2. Miscellaneous office supplies and expenses and stationery and printing other than those
specifically provided for in Account 902 and Account 903.

[58 FR 59825, Nov. 10, 1993, as amended at 62 FR 42311, Aug. 6, 1997; 62 FR 43201, Aug. 12, 1997]

§ 1767.29 Customer service and informational expenses.
Case No. 2012-00535
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The customer service and informational expense accounts identified in this section shall be used by all
RUS borrowers.

Customer Service and Informational Expenses

(Operation)

907 Supervision

908 Customer Assistance Expenses

909 Informational and Instructional Advertising Expenses

910 Miscellaneous Customer Service and Informational Expenses

Customer Service and Informational Expenses

(Operation)

907 Supervision

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general direction
and supervision of customer service activities, the object of which is to encourage safe,
efficient, and economical use of the utility’s service. Direct supervision of a specific activity
within customer service and informational expense classification shall be charged to the
account wherein the costs of such activity are included. (See §1767.17(a).)

908 Customer Assistance Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
providing instructions or assistance to customers, the object of which is to encourage safe,
efficient, and economical use of the utility’s service.

Items

Labor:

1. Direct supervision of department.

2. Processing customer inquiries relating to the proper use of electric equipment, the
replacement of such equipment, and information related to such equipment.

3. Advice directed to customers as to how they may achieve the most efficient and safest use
of electric equipment.

4. Demonstrations, exhibits, lectures, and other programs designed to instruct customers in
the safe, economical, or efficient use of electric service, and/or oriented toward conservation
of energy.

5. Engineering and technical advice to customers, the object of which is to promote safe,
efficient, and economical use of the utility’s service.

Taxes: Case No. 2012-00535
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1 Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account

924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Supplies and expenses pertaining to demonstrations, exhibits, lectures, and other

programs.

2. Loss in value on equipment and appliances used for customer assistance programs.

Case No. 2012-00535
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3. Office supplies and expenses.

4. Transportation, meals, and incidental expenses.

Note: Do not include in this account expenses that are provided for elsewhere, such as
Accounts 416, Costs and Expenses of Merchandising, Jobbing, and Contract Work; 587,
Customer Installations Expenses; and 912, Demonstrating and Selling Expenses.

909 Informational and Instructional Advertising Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
activities which primarily convey information as to what the utility urges or suggests customers
should do in utilizing electric service to protect health and safety, to encourage environmental
protection, to utilize their electric equipment safely and economically, or to conserve electric
energy.

Items

Labor:

1. Direct supervision of information activities.

2. Preparing informational materials for newspapers, periodicals, and billboards and preparing
and conducting informational motion pictures, radio and television programs.

3. Preparing informational booklets and bulletins used in direct mailings.

4. Preparing informational window and other displays.

5. Employing agencies, selecting media, and conducting negotiations in connection with the
placement and subject matter of information programs.

Taxes:

1. Federal and state unemployment.

2. F.I.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

Case No 2012-00535
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6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Use of newspapers, periodicals, billboards, and radio for informational purposes.

2. Postage on direct mailings to customers exclusive of postage related to billings.

3. Printing of informational booklets, dodgers, and bulletins.

4. Supplies and expenses in preparing informational materials by the utility.

5. Office supplies and expenses.

Note A: Exclude from this account and charge to Account 930.2, Miscellaneous General
Expenses, the cost of publication of stockholder reports, dividend notices, bond redemption
notices, financial statements, and other notices of a general corporate character. Also exclude
all expenses of a promotional, institutional, goodwill, or political nature, which are includible in
such accounts as 913, Advertising Expenses; 930.1, General Advertising Expenses; and
426.4, Expenditures for Certain Civic, Political and Related Activities.

Note B: Entries relating to informational advertising included in this account shall contain or
refer to supporting documents which identify the specific advertising message. If references
are used, copies of the advertising message shall be readily available.

910 Miscellaneous Customer Service and Informational Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, materials
used, and expenses incurred in connection with customer service and informational activities
which are not includible in other customer information expense accounts.

Case No. 2012-00535
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Items

Labor:

1. General clerical and stenographic work not assigned to specific customer service and
informational programs.

2. Miscellaneous labor.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1 Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection. Case No. 2012-00535
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7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Communication service.

2. Printing, postage, and office supplies expenses.

[58 FR 59825, Nov. 10, 1993, as amended at 62 FR 42313, Aug. 6, 1997]

§ 1767.30 Sales expenses.

Ji2p

The sales expense accounts identified in this section shall be used by all RUS borrowers.

Sales Expenses

(Operation)

911 Supervision

912 Demonstrating and Selling Expenses

913 Advertising Expenses

916 Miscellaneous Sales Expenses

Sales Expenses

(Operation)

911 Supervision

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, and expenses incurred in the general direction
and supervision of sales activities, except merchandising. Direct supervision of a specific
activity, such as demonstrating, selling, or advertising shall be charged to the account wherein
the costs of such activity are included. (See §1767.17(a).)

912 Demonstrating and Selling Expenses Case No. 2012-00535
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This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
promotional, demonstrating, and selling activities, except by merchandising, the object of
which is to promote or retain the use of utility services by present and prospective customers.

Items

Labor:

1. Demonstrating uses of utility services.

2. Conducting cooking schools, preparing recipes, and related home service activities.

3. Exhibitions, displays, lectures, and other programs designed to promote use of utility
services.

4. Experimental and development work in connection with new and improved appliances and
equipment, prior to general public acceptance.

5. Solicitation of new customers or of additional business from old customers, including
commissions paid employees.

6. Engineering and technical advice to present or prospective customers in connection with
promoting or retaining the use of utility services.

7. Special customer canvasses when their primary purpose is the retention of business or the
promotion of new business.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance: Case No. 2012-00535
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1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Supplies and expenses pertaining to demonstration, experimental, and development
activities.

2. Booth and temporary space rental.

3. Loss in value on equipment and appliances used for demonstration purposes.

4. Transportation, meals, and incidental expenses.

913 Advertising Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
advertising designed to promote or retain the use of utility service, except advertising the sale
of merchandise by the utility.

Items

Labor:

1. Direct supervision of department.

2. Preparing advertising material for newspapers, periodicals, and billboards, and preparing
and conducting motion pictures, radio, and television programs.

3. Preparing booklets and bulletins used in direct mail advertising.

4. Preparing window and other displays.

5. Clerical and stenographic work.

6. Investigating advertising agencies and media and conducting negotiations in connection
with the placement and subject matter of sales advertising. Case No. 2012-00535
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Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational

injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account

924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Advertising in newspapers, periodicals, billboards, and radio for sales promotion purposes,

but not including institutional or goodwill advertising includible in Account 930.1, General

Advertising Expenses. Case No. 2012-00535
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2. Materials and services given as prizes or otherwise in connection with civic lighting

contests, canning, or cooking contests, and bazaars in order to publicize and promote the use

of utility services.

3. Fees and expenses of advertising agencies and commercial artists.

4. Novelties for general distribution.

5. Postage on direct mail advertising.

6. Premiums distributed generally, such as recipe books when not offered as inducement to

purchase appliances.

7. Printing booklets, dodgers, and bulletins.

8. Supplies and expenses in preparing advertising material.

9. Office supplies and expenses.

Note A: The cost of advertisements which set forth the value or advantages of utility service

without reference to specific appliances, or, if reference is made to appliances, invites the

reader to purchase appliances from his dealer or refer to appliances not carried for sale by the

utility, shall be considered sales promotion advertising and charged to this account. However,

advertisements which are limited to specific makes of appliances sold by the utility and price

and terms, thereof, without referring to the value or advantages of utility service, shall be

considered as merchandise advertising and the cost shall be charged to Costs and Expenses

of Merchandising, Jobbing and Contract Work, Account 416.

Note B: Advertisements which substantially mention or refer to the value or advantages of

utility service, together with specific reference to makes of appliance sold by the utility and the

price, and terms, thereof, and designed for the joint purpose of increasing the use of utility

service and the sales of appliances, shall be considered as a combination advertisement and

the costs shall be distributed between this account and Account 416 on the basis of space,

time, or other proportional factors.

Note C: Exclude from this account and charge to Account 930.2, Miscellaneous General

Expenses, the cost of publication of stockholder reports, dividend notices, bond redemption

notices, financial statements, and other notices of a general corporate character. Also exclude

all institutional or goodwill advertising. (See Account 930.1, General Advertising Expenses.)

916 Miscellaneous Sales Expenses

This account shall include the cost of labor, employee pensions and benefits, social security

and other payroll taxes, injuries and damages, property insurance, property taxes, materials

used, and expenses incurred in connection with sales activities, except merchandising, which

are not includible in other sales expense accounts.

Items

Labor:

1. General clerical and stenographic work not assigned to specific functions.

2. Special analysis of customer accounts and other statistical work for sales purposes not a

part of the regular customer accounting and billing routine.

3. Miscellaneous labor.
Case No. 2012-00535

Attachment for Post-Hearing Request for Information Item 4

Page 238 of 332

http ://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sidb7b89ca8bf5 55 9204b2f0ebf4f5 65... 9/25/2012



Electronic Code of federal Regulations: Page 239 of 332

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically

identifiable with employees labor costs charged herein or, in the absence of specific

employee identification, the portion of employee pensions and benefits, allocated on the more

equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items

detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension

purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the

result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods

normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of

employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,

lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for

similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and

damages by employees or others, such as public liability, property damages, casualty,

employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for

Injuries and Damage, for similar protection.

7. Losses not covered by insurance or reserve accruals on account of injuries or deaths to

employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys services.

10. Medical and hospital service and expenses for employees as the result of occupational Case No. 2012-00535
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injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See

Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:

1. Communication service.

2. Printing, postage, office supplies, and expenses applicable to sales activities, except those

chargeable to Account 913, Advertising Expenses.

[58 FR 59825, Nov. 10, 1993, as amended at 62 FR 42315, Aug. 6, 1997]

§ 1767.31 Administrative and general expenses.

The administrative and general expense accounts identified in this section shall be used by all RUS
borrowers.

Administrative and General

(Operation)

920 Administrative and General Salaries

921 Office Supplies and Expenses

922 Administrative Expenses Transferred—Credit

923 Outside Services Employed

924 Property Insurance

925 Injuries and Damages

926 Employee Pensions and Benefits

927 Franchise Requirements

928 Regulatory Commission Expenses

929 Duplicate Charges—Credit

930.1 General Advertising Expenses

930.2 Miscellaneous General Expenses

931 Rents
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(Maintenance)

935 Maintenance of General Plant

Administrative and General

(Operation)

920 Administrative and General Salaries

A. This account shall include the compensation (salaries, bonuses, employee pensions and
benefits, social security and other payroll taxes, injuries and damages, and other
consideration for services, but not including directors’ fees) of officers, executives, and other
employees of the utility properly chargeable to utility operations and not chargeable directly to
a particular operating function.

B. This account may be subdivided in accordance with a classification appropriate to the
departmental or other functional organization of the utility.

921 Office Supplies and Expenses

A. This account shall include office supplies and expenses incurred in connection with the
general administration of the utility’s operations which are assignable to specific administrative
or general departments and are not specifically provided for in other accounts. This includes
the expenses of the various administrative and general departments, the salaries and wages
of which are includible in Account 920.

B. This account may be subdivided in accordance with a classification appropriate to the
departmental or other functional organization of the utility.

Note: Office expenses which are clearly applicable to any category of operating expenses
other than the administrative and general category shall be included in the appropriate
account in such category. Further, general expenses which apply to the utility as a whole
rather than to a particular administrative function, shall be included in Account 930.2,
Miscellaneous General Expenses.

Items

1. Automobile service, including charges through clearing account.

2. Bank messenger and service charges.

3. Books, periodicals, bulletins, and subscriptions to newspapers, newsletters, and tax
services.

4. Building service expenses for customer accounts, sales, and administrative and general
purposes.

5. Communication service expenses.

6. Cost of individual items of office equipment used by general departments which are of small
value or short life.

7. Membership fees and dues in trade, technical, and professional associations paid by a
utility for employees. (Company memberships are includible in Account 930.2.)

8. Office supplies and expenses.
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9. Payment of court costs, witness fees, and other expenses of legal department.

10. Postage, printing, and stationery.

11. Meals, traveling, and incidental expenses.

922 Administrative Expenses Transferred—Credit

This account shall be credited with administrative expenses recorded in Account 920 and

Account 921 which are transferred to construction costs or to nonutility accounts. (See

§1767.16 (d).)

923 Outside Services Employed

A. This account shall include the fees and expenses of professional consultants and others for

general services which are not applicable to a particular operating function or other accounts.

It shall include also the pay and expenses of persons engaged for a special or temporary

administrative or general purpose in circumstances where the person so engaged is not

considered as an employee of the utility.

B. This account shall be so maintained as to permit ready summarization according to the

nature of service and the person furnishing the same.

Items

1. Fees, pay, and expenses of accountants and auditors, actuaries, appraisers, attorneys,

engineering consultants, management consultants, negotiators, public relations counsel, and

tax consultants.

2. Supervision fees and expenses paid under contracts for general management services.

Note: Do not include inspection and brokerage fees and commissions chargeable to other

accounts or fees and expenses in connection with security issues which are includible in the

expenses of issuing securities.

924 Property Insurance

A. This account shall include the cost of insurance or reserve accruals to protect the utility

against losses and damages to owned or leased property used in its utility operations. It shall

also include the cost of labor, employee pensions and benefits, social security and other

payroll taxes, injuries and damages, and the related supplies and expenses incurred in

property insurance activities.

B. Recoveries from insurance companies or others for property damages shall be credited to

the account charged with the cost of the damage. If the damaged property has been retired,

the credit shall be to the appropriate account for accumulated provision for depreciation.

C. Records shall be kept so as to show the amount of coverage for each class of insurance

carried, the property covered, and the applicable premiums. Any dividends distributed by

mutual insurance companies shall be credited to the accounts to which the insurance

premiums were charged.

Items

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,

lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for Case No. 2012-00535
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similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

Note A: The cost of insurance or reserve accruals capitalized, shall be charged to construction
and retirement either directly or by transfers to construction and retirement work orders from
this account.

Note B: The cost of insurance or reserve accruals for the following classes of property shall be
charged as indicated:

1. Materials, supplies, and stores equipment to Account 163, Stores Expense Undistributed,
or appropriate materials account.

2. Transportation and other general equipment to appropriate clearing accounts that may be
maintained.

3. Electric plant leased to others to Account 413, Expenses of Electric Plant Leased to Others.

4. Nonutility property to the appropriate nonutility income account.

5. Merchandise and jobbing property to Account 416, Costs and Expenses of Merchandising,
Jobbing and Contract Work.

Note C: The cost of labor, employee pensions and benefits, social security and other payroll
taxes, and the related supplies and expenses of administrative and general employees who
are only incidentally engaged in property insurance work may be included in Account 920 and
Account 921, as appropriate.

Note D: The cost of insurance or reserve accruals applicable to the various utility functions
shall be charged to the specific functional operations and the appropropriate miscellaneous
administrative expense accounts either directly or by transfers from this account.

925 Injuries and Damages

A. This account shall include the cost of insurance or reserve accruals to protect the utility
against injuries and damages claims of employees or others, losses of such character not
covered by insurance, and expenses incurred in settlement of injuries and damages claims. It
shall also include the cost of labor, employee pensions and benefits, social security and other
payroll taxes, injuries and damages, related supplies, and expenses incurred in injuries and
damages activities.

B. Reimbursements from insurance companies or others for expenses charged hereto on
account of injuries, damages, and insurance dividends or refunds shall be credited to this
account.

Items

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to Case No. 2012-00535
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employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Note A: Payments to or in behalf of employees for accident or death benefits, hospital
expenses, medical expenses, or for salaries while incapacitated for service or on leave of
absence beyond periods normally allowed, when not the result of occupational injuries, shall
be charged to Account 926, Employee Pensions and Benefits. (See also Note B of Account
926.)

Note B: The cost of injuries and damages or reserve accruals capitalized shall be charged to
construction and retirement activities either directly or by transfers from this account to the
applicable construction and retirement work orders.

Note C: The cost of insurance or reserve accruals applicable to the various utility functions
shall be charged to the specific functional operations and the appropropriate miscellaneous
administrative expense accounts either directly or by transfers from this account.

Note D: Exclude hereftom the time and expenses of employees (except those engaged in
injuries and damages activities) spent in attendance at safety and accident prevention
educational meetings, if occurring during the regular work period.

Note E: The cost of labor, employee pensions and benefits, social security and other payroll
taxes, and the related supplies and expenses of administrative and general employees who
are only incidentally engaged in injuries and damages activities, may be included in Account
920 and Account 921, as appropriate.

926 Employee Pensions and Benefits

A. This account shall include pensions paid to or on behalf of retired employees or accruals to
provide for pensions or payments for the purchase of annuities for this purpose, when the
utility has definitely, by contract, committed itself to a pension plan under which the pension
funds are irrevocably devoted to pension purposes and payments for employee accident,
sickness, hospital, and death benefits, or insurance therefor. Include, also, expenses incurred
in medical, educational, or recreational activities for the benefit of employees and
administrative expenses in connection with employee pensions and benefits.

B. The utility shall maintain a complete record of accruals or payments for pensions and be
prepared to furnish full information to RUS of the plan under which it has created or proposes
to create a pension fund and a copy of the declaration of trust or resolution under which the
pension plan is established.

C. There shall be credited to this account, the portion of pensions and benefits expenses
which is applicable to nonutility operations, the specific functional operations, maintenance,
and administrative expense accounts, and to construction and retirement activities unless
such amounts are distributed directly to the accounts involved and are not included herein in
the first instance.
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D. Records in support of this account shall be so kept that the total pensions expense, the
total benefits expense, the administrative expenses included herein, and the amounts of
pensions and benefits expenses transferred to the operations, maintenance, administrative,
construction or retirement accounts will be readily available.

Items

1. Payment of pensions to retirees on a nonaccrual basis.

2. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

3. Group and life insurance premiums (credit dividends received).

4. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

5. Payments for accident, sickness, hospital, and death benefits or insurance.

6. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

7. Expenses in connection with educational and recreational activities for the benefit of
employees.

Note A: The cost of labor, employee pensions and benefits, social security and other payroll
taxes, injuries and damages, and the related supplies and expenses of administrative and
general employees who are only incidentally engaged in employee pension and benefit
activities may be included in Account 920 and Account 921, as appropriate.

Note B: Salaries paid to employees during periods of nonoccupational sickness may be
charged to the appropriate labor account rather than to employee benefits.

927 Franchise Requirements

A. This account shall include payments to municipal or other governmental authorities and the
cost of materials, supplies, and services furnished such authorities without reimbursement in
compliance with franchise, ordinance, or similar requirements; provided, however, that the
utility may charge to this account at regular tariff rates, instead of cost, utility service furnished
without charge under provisions of franchises.

B. When no direct outlay is involved, concurrent credit for such charges shall be made to
Account 929, Duplicate Charges—Credit.

C. The account shall be maintained so as to readily reflect the amounts of cash outlays, utility
service supplied without charge, and other items furnished without charge.

Note A: Franchise taxes shall not be charged to this account, but to Account 408.1, Taxes
Other Than Income Taxes, Utility Operating Income.

Note B: Any amount paid as initial consideration for a franchise running for more than one
year shall be charged to Account 302, Franchises and Consents.

928 Regulatory Commission Expenses

A. This account shall include all expense (except pay of regular employees only incidentally
engaged in such work) properly includible in utility operating expenses, incurred by the utility
in connection with formal cases before regulatory commissions or other regulatory bodies or Case No. 201 2-00535
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cases in which such a body is a party, including payments made to a regulatory commission
for fees assessed against the utility for pay and expenses of such commission, its officers,
agents, and employees, and also including payments made to the United States for the
administration of the Federal Power Act.

B. Amounts of regulatory commission expenses which, by approval or direction of RUS, are to
be spread over future periods shall be charged to Account 182.3, Other Regulatory Assets,
and amortized by charges to this account.

C. The utility shall be prepared to show the cost of each formal case.

Items

1. Salaries, fees, retainers, and expenses of counsel, solicitors, attorneys, accountants,
engineers, clerks, attendants, witnesses, and others engaged in the prosecution of or defence
against petitions or complaints presented to regulatory bodies or in the valuation of property
owned or used by the utility in connection with such cases.

2. Office supplies and expenses, payments to public service or other regulatory commissions,
stationery and printing, traveling expenses, and other expenses incurred directly in connection
with formal cases before regulatory commissions.

Note A: Exclude from this account and include in other appropriate operating expense
accounts, expenses incurred in the improvement of service, additional inspection, or rendering
reports which are made necessary by the wles and regulations, or orders, of regulatory
bodies.

Note B: Do not include in this account amounts includible in Account 302, Franchises and
Consents; Account 181, Unamortized Debt Expense; or Account 214, Capital Stock Expense.

929 Duplicate Charges—Credit

This account shall include concurrent credits for charges which may be made to operating
expenses or to other accounts for the use of utility service from its own supply. Include, also,
offsetting credits for any other charges made to operating expenses for which there is no
direct money outlay.

930.1 General Advertising Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, materials used, and expenses incurred in
advertising and related activities, the cost of which by their content and purpose are not
provided for elsewhere.

Items

Labor:

1. Supervision.

2. Preparing advertising material for newspapers, periodicals, and billboards and preparing or
conducting motion pictures, radio, and television programs.

3. Preparing booklets and bulletins used in direct mail advertising.

4. Preparing window and other displays.

5. Clerical and stenographic work. Case No. 2012-00535
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6. Investigating and employing advertising agencies, selecting media, and conducting
negotiations in connection with the placement and subject matter of advertising.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

2. Losses not covered by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

3. Fees and expenses of claim investigators.

4. Payment of awards to claimants for court costs and attorneys’ services.

5. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

6. Compensation payments under workmen’s compensation laws.

7. Compensation paid while incapacitated as the result of occupational injuries. (See Account
924, Note A.)

8. Cost of safety, accident prevention, and similar educational activities.

Materials and Expenses:
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1. Advertising in newspapers, periodicals, billboards, and radios.

2. Advertising matter such as posters, bulletins, booklets, and related items.

3. Fees and expenses of advertising agencies and commercial artists.

4. Postage and direct mail advertising.

5. Printing of booklets, dodgers, and bulletins.

6. Supplies and expenses in preparing advertising materials.

7. Office supplies and expenses.

Note A: Properly includible in this account is the cost of advertising activities on a local or
national basis of a goodwill or institutional nature, which is primarily designed to improve the
image of the utility or the industry, including advertisements which inform the public
concerning mailers affecting the company’s operations, such as, the cost of providing service,
the company’s efforts to improve the quality of service, and the company’s efforts to improve
and protect the environment. Entries relating to advertising included in this account shall
contain or refer to supporting documents which identify the specific advertising message. If
references are used, copies of the advertising message shall be readily available.

Note B: Exclude from this account and include in Account 426.4, Expenditures for Certain
Civic, Political and Related Activities, expenses for advertising activities, which are designed
to solicit public support or the support of public officials in matters of a political nature.

930.2 Miscellaneous General Expenses

This account shall include the cost of labor, employee pensions and benefits, social security
and other payroll taxes, injuries and damages, property insurance, property taxes, and
expenses incurred in connection with the general management of the utility not provided for
elsewhere.

Items

Labor:

1. Miscellaneous labor not elsewhere provided for.

Taxes:

1. Federal and state unemployment.

2. F.l.C.A.

3. Property.

Employee Pensions and Benefits: The portion of employee pensions and benefits specifically
identifiable with employees’ labor costs charged herein or, in the absence of specific
employee identification, the portion of employee pensions and benefits, allocated on the more
equitable basis of either direct labor dollars or direct labor hours, applicable to the labor items
detailed above, including:

1. Accruals for or payments to pension funds or to insurance companies for pension
purposes.

Case No. 201 2-00535
Attachment for Post-Hearing Request for Information Item 4

Page 248 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=b7b89ca8bf5 55 9204b2f0ebf4f5 65... 9/25/2012



Electronic Code of Federal Regulations: Page 249 of 332

2. Group and life insurance premiums (credit dividends received).

3. Payments for medical and hospital services and expenses of employees when not the
result of occupational injuries.

4. Payments for accident, sickness, hospital, and death benefits or insurance.

5. Payments to employees incapacitated for service or on leave of absence beyond periods
normally allowed when not the result of occupational injuries or in excess of statutory awards.

6. Expenses in connection with educational and recreational activities for the benefit of
employees.

Insurance:

1. Premiums payable to insurance companies for fire, storm, burglary, boiler explosion,
lightning, fidelity, riot, and similar insurance.

2. Amounts credited to Account 228.1, Accumulated Provision for Property Insurance, for
similar protection.

3. Special costs incurred in procuring insurance.

4. Insurance inspection service.

5. Insurance counsel, brokerage fees, and expenses.

6. Premiums payable to insurance companies for protection against claims from injuries and
damages by employees or others, such as public liability, property damages, casualty,
employee liability, etc., and amounts credited to Account 228.2, Accumulated Provision for
Injuries and Damage, for similar protection.

7. Losses not coveted by insurance or reserve accruals on account of injuries or deaths to
employees or others and damages to the property of others.

8. Fees and expenses of claim investigators.

9. Payment of awards to claimants for court costs and attorneys’ services.

10. Medical and hospital service and expenses for employees as the result of occupational
injuries or resulting from claims of others.

11. Compensation payments under workmen’s compensation laws.

12. Compensation paid while incapacitated as the result of occupational injuries. (See
Account 924, Note A.)

13. Cost of safety, accident prevention, and similar educational activities.

Expenses:

1. Industry association dues for company memberships.

2. Contributions for conventions and meetings of the industry.

3. Research, development, and demonstration expenses not charged to other operation and
maintenance expense accounts on a functional basis. Case No. 201 2-00535
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4. Communication service not chargeable to other accounts.

5. Trustee, registrar, and transfer agent fees and expenses.

6. Stockholders meeting expenses.

7. Dividend and other financial notices.

8. Printing and mailing dividend checks.

9. Directors’ fees and expenses.

10. Publishing and distributing annual reports to stockholders.

11. Public notices of financial, operating, and other data required by regulatory statutes, not
including, however, notices requited in connection with security issues or acquisitions of
property.

931 Rents

This account shall include rents properly includible in utility operating expenses for the
property of others used, occupied, or operated in connection with the customer accounts,
customer service and informational, sales, general, and administrative functions of the utility.
(See §1767.17 (c).)

(Maintenance)

935 Maintenance of General Plant

A. This account shall include the cost assignable to customer accounts, sales, administrative,
and general functions of labor, employee pensions and benefits, social security and other
payroll taxes, injuries and damages, materials used, and expenses incurred in the
maintenance of property, the book cost of which is includible in Account 390, Structures and
Improvements; Account 391, Office Furniture and Equipment; Account 397, Communication
Equipment; and Account 398, Miscellaneous Equipment. (See §1767.17(b).)

B. Maintenance expenses on office furniture and equipment used elsewhere than in general,
commercial, and sales offices shall be charged to the following accounts:

1. Steam Power Generation, Account 514.

2. Nuclear Power Generation, Account 532.

3. Hydraulic Power Generation, Account 545.

4. Other Power Generation, Account 554.

5. Transmission, Account 573.

6. Distribution, Account 598.

7. Merchandise and Jobbing, Account 416.

8. Garages, Shops, etc., Appropriate clearing account, if used.

Note: Maintenance of plant included in other general equipment accounts shall be included
herein unless charged to clearing accounts or to the particular functional maintenance Case No. 2012-00535
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expense account indicated by the use of the equipment.

[58 FR 59825, Nov. 10, 1993, as amended at 62 FR 42317, Aug. 6, 1997]

§ 1767.32-1767.40 [Reserved]

j2Q

§ 1767.41 Accounting methods and procedures required of all RUS borrowers.

12R

All RUS borrowers shall maintain and keep their books of accounts and all other books and records
which support the entries in such books of accounts in accordance with the accounting principles
prescribed in this section. Interpretations Nos. 133, 134, 137, 403, 404, 602, 606, 618, 627, 628, and
629 adopt and implement the provisions of standards issued by the Financial Accounting Standards
Board (FASB). Each interpretation includes a synopsis of the requirements of the standard as well as
specific accounting requirements and interpretations required by RUS. The synopsis provides general
information to assist borrowers in determining whether the standard applies to an individual
cooperative’s operations. The synopsis is not intended to change the requirements of the FASB
standards unless it is set forth in the section entitled RUS Accounting Requirements in each
interpretation. If a particular borrower believes a conflict exists between the FASB standard and an RUS
interpretation, the borrower shall contact the Director, PASD, to seek resolution of the issue.
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611 Advertising Expense
612 Special Power Cost Study
613 Mapping Costs
614 Member Relations Costs
615 Statewide Fees
616 Power Supply/Distribution Cooperative Borrowings
617 Rate Discount Allowed by the Power Cooperative to Distribution

Cooperative Owning Connecting Transmission Lines
618 Theft Losses not Covered by Insurance
619 Self Billing
620 Purchase Rebates
621 Integrity Fund
622 In-Substance Defeasance
623 Satellite or Cable Television Services
624 Pollution Control Bonds
625 Prepayment of Debt
626 Rural Economic Development Loan and Grant Program
627 Postretirement Benefits
628 Postemployment Benefits
629 Investments in Debt and Equity Securities
630 Split Dollar Life Insurance.
631 Special Early Retirement Plan.
633 Cushion of Credit.
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B
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Buildings—Continuing Property Records 127
Buildings, Office—Gain or Loss on Sale of 129
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Cable Television Services 623
Capital Credits—Assignment 501
Capital Credits—G&T Cooperative 504
Capital Credits—Other Service Cooperatives 505
Capital Credits—Retirement 502
Compensated Absences 602
Computer Software Costs 401
Consolidated Financial Statements 404
Construction Work in Progress Damaged or Destroyed by Storm 114
Continuing Property Records—Buildings 127
Continuing Property Records—Establishment of 126
Contributions—Nonrefundable 116
Conversion—Line 102
Conversion—Transformer 123
Cushion of Credit 633
Customers’ Deposits—Forfeited 301

D
Damaged or Destroyed Construction Work in Progress 114
Damages—Liquidated 115
Debt—Prepayment of 625
Debt Securities—Investments in 629
Deferred Compensation 604
Demand Meters—Retrofitting 122
Determination of Availability of Service 113
Disallowances of Plant Costs 133
Disconnect Switch—Pole Top 105
Discounts Allowed by Power Cooperative to Distribution 617
Cooperative Owning Transmission Lines
Distribution Cooperative/Power Supply Cooperative Borrowing 616

E
Early Retirement Plan 631.
Economic Development Loan and Grant Program 626
Employee Benefits 601
Equity Securities—Investments in 629

F
Fees—Statewide 615
Financial Forecast 610
Financial Statements—Consolidated 404
Financing—Supplemental 201
First Clearing and Grading of Land and Rights of Way 110
Forfeited Customer Deposits 301
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Forfeited Membership Fees 506
G

Gain or Loss on Sale of Office Building 129
General Plant 132
Generation and Transmission (G&T) Capital Credits 504
Global Positioning Systems 139

Impairment of Long-Lived Assets 137
In-substance Defeasance 622
Insurance—Employee Retirement and Group 603
Insurance—Premium on Life of a Borrower Employee 605
Insurance—Split Dollar 630
Integrity Fund 621
Investments in Debt and Equity Securities 629

J
Joint Use 109

L
Land—First Clearing and Grading 110
Leases 403
Legal Expenses 402
Life Insurance Premiums on Life of a Borrower Employee 605
Life Insurance—Split Dollar 630
Line Conversion 102
Line Relocations 135
Liquidated Damages 115
Load Control Equipment 118
Long-Lived Assets-Impairment 137

M
Maintenance and Operations 609
Mapping Costs 613
Margins—Operating and Nonoperating 503
Material—Salvage and Obsolete 130
Materials and Supplies—Refund for Overpayments 1 17
Member Relation Costs 614
Membership Fees—Forfeited 506
Meter Reading Systems—Radio-Based 140
Meter Reading Systems—Turtles 138
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Minimum—Maximum Voltmeters 121
Mobile Substations 107

N
Neutral—Replacement of 103
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Nonoperating Margins 503
Nonrefundable Payments for Construction 116

0
Obsolete Material 130
Operating and Nonoperating Margins 503
Operations Costs 609

P
Patronage Capital Assignments 501
Patronage Capital Furnished by Other Cooperative Service 505
Organizations
Patronage Capital from G&T Cooperatives 504
Patronage Capital Retirements 502
Payments for Construction—Nonrefundable 116
Pension Costs 606
Phase-in Plans 134
Plant Abandonments 133
Plant Acquisition Adjustments 131
Plant Costs—Disallowances 133
Plant—General 132
Pole Reinforcers—Steel 106
Pole Top Disconnect Switch 105
Pollution Control Bonds 624
Postemployment Benefits 628
Postretirement Benefits 627
Power Cost Study 612
Power Supply/Distribution Cooperative Borrowing 616
Prepayment of Debt 625
Property—Sale of 128

Purchase Rebates 620
R

Radio-Based Automatic Meter Reading Systems 140
Rate Discount Allowed by Power Cooperative to a Distribution 617
Cooperative Owning Transmission Lines
Rebates—Purchase 620
Refunds for Overpayments for Materials and Supplies 1 17
Reimbursement for Line Relocations 135
Relocations of Lines 135
Replacement of a Neutral 103
Retirement Units 125
Retirements—Patronage Capital 502
Retrofitting Demand Meters 122
Rights of Way—First Clearing and Grading 1 10

Rural Economic Development Loan and Grant Program 62’
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S
Sacrificial Anodes and the Replacement of a Neutral 103
Sale of an Office Building 129
Sale of Property 128
Salvage and Obsolete Material 130
Satellite Television Services 623
Securities—Investments in Debt and Equity 136
Security Lights 108
Self Billing 619
Software Costs 401
Special Early Retirement Plan 631
Special Equipment 119
Special Power Cost Study 612
Split Dollar Life Insurance 630
Statewide Fees 615
Steel Pole Reinforcers 106
Storm Damage 136
Substation—Mobile 107
Supplemental Financing 201
System Planning—Engineering Contracts 1 1 1

T
Temporary Facilities (Services) 113
Terminal Facilities 104
Theft Losses not Covered by Insurance 618
Training Costs, Attendance at Meetings, etc. 608
Transclosures 124
Transformer Conversions 123
Turtles—Automatic Meter Reading Systems 138

U
Unproductive Time 607

V
Voltmeters—Minimum/Maximum 121

W
Work Order Procedures 101

101 Work Order Procedures

When a minor item of property is removed from service and not replaced, a retirement work
order is not required except in the case of a conductor. The cost of the minor item shall
remain in the appropriate plant account until the retirement unit, of which it is a part, is retired.
However, as conductor is recorded in feet and is not part of any specific retirement unit,
conductor shall be retired even though the amount taken down and not replaced is less than a
retirement unit (two spans).

When minor items of plant are removed and not replaced, material salvaged shall be recorded
Case No. 2012-00535
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on a material salvage ticket. Items of material recorded on this ticket shall be charged to the
materials and supplies account and credited in the miscellaneous columns of the Materials
Register to the Accumulated Provision for Depreciation. In this example, it is assumed that the
cost of removal is nil. If, however, costs are incurred during the removal of minor items of
plant, these costs shall reduce the credit to the Accumulated Provision for Depreciation.

When a staking sheet supporting a single work order reflects a combination of new
construction and replacements, or system improvements, the predominant cost shall be the
governing factor in determining the amount of cost RUS will finance. To illustrate, assume that
a service is to be run to a new home near the end of an existing line. On inspection, the pole
from which the service is to be run is found to be in very poor physical condition and must be
replaced. In addition, a single span of wire and a service are presently connected to this pole
which serve no purpose. The home originally served has been demolished and the existing
span, pole, and service were retired. In other words, what started out to be simply the
installation of a new service now includes the retirement of a span of wire, a pole, and a
service; the replacement of a pole; and the running of a new service. Assuming the
replacement of the pole is the costliest part of this project, the construction and retirement
activity shall be classified as an ordinary replacement even though the work includes new
constwction and retirements without replacement.

102 Line Conversion

If it is necessary to move a conductor from one location to another on a pole assembly during
the conversion of a line from one phase to another phase, the cost of moving the conductor is
capitalizable as a system improvement.

103 Sacrificial Anodes and the Replacement of a Neutral

Many utilities conduct studies to determine whether sacrificial anodes are needed to protect
underground cable against corrosion. The following procedures shall be followed to account
for sacrificial anodes and the replacement of a neutral:

1. If the study results in the installation of sacrificial anodes, the cost of the study shall be
capitalized to Account 367, Underground Conductors and Devices. If the study does not result
in the installation of anodes, the cost shall be charged to Account 594, Maintenance of
Underground Lines.

2. Costs incurred in the first installation are capitalizable even though anodes are considered
minor items of property. However, only the first costs of installation shall be capitalized. All
subsequent replacements of anodes shall be expensed.

3. Sacrificial anodes do not constitute a record unit; therefore, the cost of anodes shall be
added to the cost of the underground cable unit.

4. Because a neutral is part of an underground cable record unit, and is not, in and of itself, a
record unit, the cost to replace a corroded neutral shall be charged to Account 594,
Maintenance of Underground Lines.

104 Terminal Facilities

Borrowers are sometimes required to construct terminal facilities in the transmission line of
another utility in order to receive power from their power supplier. The document executed
between the borrower and the utility is normally referred to as a ‘License Agreement”. The
license agreement may stipulate that certain items of the terminal facilities are to be
transferred to, and become the property of, the other utility upon completion of the
construction. The accounting for this type of transaction shall be as follows:

1. All construction costs incurred shall be charged to a work order. Upon completion of the
construction and accumulation of all costs, the cost of the facilities that become the property
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of another utility shall be transferred from construction work-in-progress to Account 303,
Miscellaneous Intangible Plant. The cost of the plant for which the borrower retains title shall
be charged to the appropnate plant accounts.

2. The cost of the facilities recorded in Account 303 shall be amortized to Account 405,
Amortization of Other Electric Plant, over the contract term or the estimated useful service life
of the plant, whichever is shorter. If the related contract or contracts for this power supply are
terminated, the unamortized balance shall be expensed, in the current period, in Account 557.

105 Pole Top Disconnect Switch

The installation of pole top service disconnect switches, where title is retained by the utility,
shall be capitalized in Account 371, Installations on Customers Premises. If a switch cabinet
is purchased with a current transformer included as an integral part of the cabinet, the entire
cost of the switch shall be charged to Account 371. If the current transformer is installed
outside of the switch cabinet, the transformer, meter, and meter base, together with the first
installation costs, shall be capitalized, upon purchase, in Account 370, Meters.

Payments received from the customer toward construction costs shall be credited to Account
371, Installations on Customers Premises. Such payments, together with any amount not
financed by RUS, shall be entered in column 9 of the RUS Form 219, Inventory of Work
Orders. The associated maintenance costs shall be charged to Account 587, Customer
Installations Expenses, or to Account 597, Maintenance of Meters, as appropriate.

When pole top disconnect switches are installed and title is held by the customer, the cost of
the material shall be charged to Account 456, Other Electric Revenues and the receipts from
the sale of line material shall be credited to Account 456. The portion of the receipts for resale
material as well as that for installation shall be credited to Account 415, Revenues from
Merchandising, Jobbing, and Contract Work. The cost of resale material sold and the cost of
installation shall be charged to Account 416, Costs and Expenses of Merchandising, Jobbing
and Contract Work.

Future maintenance costs incurred by the cooperative that are not billed to the customer shall
be charged to Account 587, Customer Installations Expenses.

106 Steel Pole Reinforcers

The cost associated with the purchase and installation of steel pole reinforcers shall be
charged to Account 593, Maintenance of Overhead Lines.

107 Mobile Substations

Mobile substations shall be accounted for in a manner similar to that for a spare and are,
therefore, included as part of transmission or distribution station equipment, depending upon
the use of the mobile substation. The mobile substation, together with the trailer on which it is
permanently mounted, shall be capitalized upon purchase. A general purpose truck or tractor
used to relocate a mobile substation and trailer shall be classified as transportation
equipment.

The composite depreciation rate used for transmission plant or distribution plant, as
appropriate, shall be applied to the mobile substation.

108 Security Lights

Where a pole supports both a secondary wire and a security light, the cost of the pole shall be
charged to Account 364, Poles, Towers, and Fixtures, even though the plant investment in
security lights is recorded in Account 371, Installations on Customers’ Premises.

109 Joint Use Case No. 2012-00535
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There are many cases in which an electric utility and a communications utility enter into an
agreement that provides for joint use of poles. Under the terms of these agreements, either
utility may occupy the poles of the other upon payment of a stipulated annual rental. If such
joint occupancy necessitates the use of a higher than standard pole, the new pole shall be
provided at the expense of the utility having the need for the higher pole.

When an electric utility replaces, at its own expense, a standard pole belonging to the
communications utility with a higher pole, the cost of the higher pole, less net salvage (if any)
of the pole replaced, shall be charged to the account in which the pole rental is included.

Contributions made to an electric utility by a communications utility for the costs incurred in
stubbing joint use electric poles shall be credited to Account 593, Maintenance of Overhead
Lines. The cost of pole stubbing on electric plant distribution facilities shall be charged to
Account 593.

An investment in outside plant that is held in joint ownership shall be recorded in the
appropriate plant accounts at its cost to the utility. For continuing property record purposes,
jointly owned property units shall be priced at their cost to the utility and shall be appropriately
segregated in the CPRs to indicate joint ownership.

110 First Clearing and Grading of Land and Rights of Way

Utility accounting practice requires the costs associated with the first clearing and grading of
land and rights of way and any resulting damage thereto, to be included in the accounts for
structures and improvements or equipment to which such costs relate. Since the first clearing,
as well as clearing which is directly occasioned by the building of a structure,” is done, not for
the purpose of enhancing the value of the land or the rights of way, but for the purpose of
constructing plant, these costs are more directly related to the construction of plant than to the
purchase of land or rights of way. The accounts shall be charged as follows:

1. For overhead transmission pole lines, Account 356, Overhead Conductors and Devices;

2. For overhead distribution lines, Account 365, Overhead Conductors and Devices; and

3. For underground distribution lines, Account 366, Underground Conduit, for a conduit
installation; or Account 367, Underground Conductors and Devices, for a direct burial
installation.

111 Engineering Contracts for System Planning

Engineering costs for long-range system plans shall be charged to Account 183, Preliminary
Survey and Investigation Charges, as incurred. The cost of engineering services incurred in
preparing a long-range system plan represents a legitimate component of the total cost of
construction of all system improvements detailed in the plan. The amount of engineering costs
to be associated with any specific system improvement is the annual costs incurred up to the
time of the allocation (not previously allocated), plus that portion of the initial cost which
relates to the particular construction in question. If any major system improvement included in
the engineering plan is not constructed, or if the study is superseded by another complete
study, the cost of that portion of the original study not resulting in construction shall be
charged to Account 182.2, Unrecovered Plant and Regulatory Study Costs, if the costs are to
be recovered through future rates. Costs recorded in Account 182.2 shall be amortized to
Account 407, Amortization of Property Losses, Unrecovered Plant and Regulatory Study
Costs, as the costs are recovered through the rates. Any costs included in Account 182.2 that
are disallowed for rate-making purposes shall be charged to Account 426.5, Other
Deductions.

The allocation of engineering services to the various construction projects requires the
exercise of judgment. In some cases, system improvements are continuous over a period of
months or years, thus permitting the engineering cost to be spread monthly as overhead in
relation to the direct costs incurred in construction. (If a substantial amount of retirement work Case No. 2012-00535
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is performed in connection with system improvements, a proportionate share of the
engineering cost shall be allocated on the basis of direct retirement labor.) If the system
improvements detailed in the plan are not performed in a continuous manner, the engineering
cost shall be allocated on the basis of the estimated costs of the various larger system
improvement projects which result from the long-range plan.

If construction is performed by contract, the engineering cost applicable thereto shall be
transferred from Account 183 to Account 107, Construction Work-in-Progress—Electric, and
thereby spread to the appropriate plant accounts on the basis of contract costs.

In the case of system improvement construction performed on the basis of work orders,
engineering costs shall be transferred to Account 107, Construction Work-in-Progress—
Electric, and included in total work order costs as either overhead or special services. If
engineering services are not readily identifiable with individual work orders, they shall be
capitalized as overhead. If engineering costs for each work order are readily separable from
the engineering costs for all other work orders, they shall be capitalized as special services.

In summarizing system improvement work orders on the RUS Form 219, Inventory of Work
Orders, the amount of engineering costs previously approved for advance on the long range
plan, if any, shall be deducted to determine the balance of loan funds subject to advance by
RUS.

112 Determination of Availability of Service

Costs relating to the determination of availability of service, rates, and similar items for
individual applicants shall be charged to Account 912, Demonstrating and Selling Expenses. If
it is expected that construction will result, the costs incurred to provide service, including
staking, shall be charged to Account 107, Construction Work-in-Progress—Electric. If
construction does not result, Account 107 shall be credited and Account 426.5, Other
Deductions, shall be charged.

113 Temporary Facilities (Services)

Plant installed for temporary use, a period of less than 1 ar, shall be recorded in Account 185,
Temporary Facilities, net of any payments received from customers. Upon retirement, this net
cost plus cost of removal, less any salvage value, shall be cleared to Account 451,
Miscellaneous Service Revenues.

When a temporary service is installed at the site of a building under construction, the location
of the permanent service entrance and the load and its characteristics are usually known. The
temporary service is of the proper capacity and is so located or has sufficient slack, that it can
be relocated to serve the new building as a permanent service. Under these conditions, the
service shall be charged to Account 369, Services, when first installed. The cost of moving
and attaching the service to the permanent service entrance shall be charged to Account 593,
Maintenance of Overhead Lines or Account 594, Maintenance of Underground Lines, as
appropriate.

114 Construction Work-in-Progress Damaged or Destroyed by Storm

When installed plant, not yet completed or completed but not yet placed in service, has been
damaged or destroyed by storm, the cost of the repair and restoration shall be added to the
cost of construction and capitalized if the plant was constructed under force account or work
order construction, and the utility paid for the cost of the repairs. If the plant was constructed
under contract, the contractor is required to deliver the plant in new condition. Therefore, any
repairs required prior to the completion of construction and acceptance by the utility, are
ordinarily borne by the contractor.

115 Liquidated Damages

Case No. 2012-00535
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Liquidated damages ate amounts paid by or assessed against contractors for the completion
of construction after an agreed upon date. Liquidated damages shall be credited to Account
107, Construction Work-in-Progress—Electric. Since these damages accrue during the
construction period, they become one of the components of construction cost. Even though a
portion of these damages may compensate the utility for costs which are not ‘identifiable,” no
portion of the damages shall be credited to revenue or expense.

When a contractor has been paid in full from loan funds or from funds to be reimbursed by
loan funds without a deduction for liquidated damages, the amount of liquidated damages
received shall be deposited in the Construction Fund. This amount shall be reflected by a
decrease in column 5, Total Expenditures to Date,” of the RUS Form 595, Financial
Requirement and Expenditure Statement, and as an increase in column 6, “Cash Balance.” If
liquidated damages are obtained by withholding an equivalent amount from the contractor’s
payment, the net result will be the same.

116 Nonrefundable Payments for Construction

Nonrefundable payments (contributions) from customers and developers for underground
construction shall first be credited to Account 107.2, Construction Work-in-Progress—Force
Account. When the constructed plant is unitized and distributed to the individual plant
accounts, the contributions shall be credited to those plant accounts which gave rise to the
contribution.

When a customer or developer furnishes a trench or other service in connection with buried
plant, the cooperative shall debit Account 107.2 with the actual or estimated cost of the
service performed, and account for the credit as set forth above.

117 Refunds of Overpayments for Materials and Equipment

Refunds of overpayments for materials and equipment previously purchased are occasionally
received as the result of legal action brought against electrical suppliers for price fixing in
violation of antitrust laws. Such refunds shall be accounted for as follows:

1. The refund shall first be applied to any litigation costs that were incurred.

2. Refunds for special equipment items shall be accounted for, in detail, on the Summary of
Special Equipment Costs and credited against the appropriate plant accounts.

3. Other material or equipment items that were installed through work orders or a materials
furnished contract shall be adjusted on an amended work order. The amended work order
shall include full details of the refund.

4. Continuing property records shall be adjusted to reflect the above transactions.

5. Amounts approved for advance on the RUS Form 595, Financial Requirement and
Expenditure Statement, and on the loan budget records, shall be adjusted. For special
equipment items, the adjustment shall be requested in a letter to RUS. For materials installed
by work order or contract, the adjustments shall be made through credits shown on the RUS
Form 219, Inventory of Work Orders.

6. Refunds for material currently in stock shall be credited to Account 154, Plant Materials and
Operating Supplies.

7. If the material was used in maintenance activities or operations, the refund shall be credited
to the appropriate maintenance or operations expense account.

8. Refunds for materials or equipment financed from loan funds shall be deposited in the
Construction Fund—Trustee Account or remitted to RUS as a special payment on a note.
Other refunds shall be deposited in the general funds. Case No. 201 2-00535
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1 18 Load Control Equipment

The primary purpose of a Load Management System is to optimize load dispatch and to

reduce or minimize system peaks in order to reduce purchases of power or to delay or

eliminate the need for construction of new plant. A Load Management System may be used

on integrated systems, or on generation, transmission, or distribution systems separately. The

telemetry equipment used for data acquisition and interpretation may be included at various

points on a system, such as generation, transmission, or distribution substation, switchyards

or on consumers’ premises.

An effective load control program should be coordinated with the G&T and requires full

participation of all member distribution systems. The G&T monitors the power load of the total

member distribution system to predict the time of the system’s peak load. An optimal load

control strategy is developed by the G&T and is passed on from the G&T computer system to

the load control computer systems of the member distribution cooperatives.

The equipment at the member distribution system level is the type actually being used by an

integrated power system to operate a load control program. The equipment used may vary

from one integrated power system to another. The selection of equipment used is determined

by the information needs of the integrated power system, and the method selected to operate

the load control system.

Some equipment performs only SCADA-type functions. This equipment is included with the

equipment that performs only load control functions because SCADA-type equipment is an

integral part of a load control program. An effective load control strategy requires current

information on loads so that member distribution systems can determine the actual loads to

be shed and the duration of the load control.

The function and location of the load control equipment are the primary factors in determining

the account in which the equipment shall be recorded. The following example depicts a

common load control system and the associated accounting. Equipment type may vary,

thereby necessitating the use of accounts not prescribed below. In all instances, however, the

function and location of the equipment shall dictate the appropriate account classification.

G&T Borrower

1. Coordinating System Equipment

Coordinating System Equipment is the data acquisition, processing and control hardware and

software used to coordinate the load control efforts of the member distribution system.

Generally, this equipment is dedicated to load control use and is not shared with other electric

utility activities.

The purpose of the G&T load control computer system is to reduce or minimize the peak

power requirements of the entire member distribution system. This involves load dispatching

to control transmission circuits and breakers. The computer system for load control shall,

therefore, be recorded in Account 353, Station Equipment, with the associated operating

expenses recorded in Account 561, Load Dispatching, and maintenance expenses recorded

in Account 570, Maintenance of Station Equipment.

2. Coordinating System Communications Link

The G&T load control computer system is usually linked to the load control computer system

for each member distribution system by a radio or telephone link that is dedicated to that

purpose and is not shared with other communication activities. Under such circumstances,

communications equipment shall be classified in Account 353, Station Equipment. If the

communications equipment is shared with general use or voice communications equipment,

however, the equipment shall be classified in Account 397, Communication Equipment.

Case No. 2012-00535
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3. Depreciation

Load control equipment shall be recorded in separate subaccounts of the primary plant
accounts detailed above and shall be depreciated based upon the owners estimate of the
equipments useful service life.

Distribution Borrower

1. Member System Equipment

Member system equipment is the data acquisition, processing and control hardware and
software used as a subset to the overall load control efforts by the integrated power system.

The member system computer for each distribution member system accepts the control
strategy from the G&T coordinating system and develops the tables that determine the control
loads that are to be shed and the duration of the load control. The member system computer
for each distribution system monitors the usage at each of its delivery points. This usage data
is then transmitted to the G&T coordinating system for use in developing load projects and
evaluating control strategies for the integrated power system. The member system computer
is generally dedicated to load control use and is not shared with other electric utility
operations.

The member computer system shall be recorded in Account 362, Station Equipment. The
associated operating expenses shall be recorded in Account 581, Load Dispatching, and
maintenance expenses shall be recorded in Account 592, Maintenance of Station Equipment.

2. Substation Remote Controllers

Substation Remote Controllers are located at the distribution substation. They accept control
signals from the member system computer and couple the signal to the portion of the
distribution system to which it is connected. Substation Remote Controllers also serve as a
receiver of inbound signals from transponders located in the distribution system. They also
send data back to the member system computer.

Substation Remote Controllers shall be recorded in Account 362, Station Equipment. The
associated operating expenses shall be recorded in Account 582, Station Expenses, and
maintenance expenses shall be recorded in Account 592, Maintenance of Station Equipment.

3. Substation Injection Units

Substation Injection Units are used only in power line based systems and are located in
distribution substations. A major function of the Substation Injection Unit is to receive load
control signals from the member system computer and inject them into the power line based
system to be transmitted to the Load Control Receivers. Substation Injection Units can also
perform control and SCADA functions similar to those performed by Substation Remote
Controllers.

Substation Injection Units shall be recorded in Account 362, Station Equipment. The
associated operating expenses shall be recorded in Account 582, Station Expenses, and
maintenance expenses shall be recorded in Account 592, Maintenance of Station Equipment.

4. Remote Terminal Units

Remote Terminal Units perform electric utility SCADA functions in a distribution substation or
delivery point. These functions include monitoring equipment for abnormal operating
conditions, monitoring analog quantities such as conductor voltage or substation load, and
controlling of certain equipment within the substation.
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Remote Terminal Units shall be recorded in Account 362, Station Equipment. The associated
operating expenses shall be recorded in Account 582, Station Expenses, and maintenance
expenses shall be recorded in Account 592, Maintenance of Station Equipment.

5. Line Device Transponder

A Line Device Transponder directly controls a piece of distribution apparatus, such as a
voltage regulator or a power factor correction capacitor, located on a distribution feeder and
not accessible to a Remote Terminal Unit. The Line Device Transponder actuates the control
functions and reports back to the member system computer upon completion of the requested
action. This transponder is located at the site of the distribution apparatus being controlled.

Line Device Transponders shall be recorded in Account 368, Line Transformers. The
associated operating expense shall be recorded in Account 583, Overhead Line Expenses, or
Account 584, Underground Line Expenses, as appropriate, and maintenance expenses shall
be recorded in Account 595, Maintenance of Line Transformers.

6. Communications Verification Transponders

Communication Verification Transponders are used to respond to inquiries from Substation
Remote Controllers. In power line based systems, these transponders are used to verify the
performance of the communications system. They are also used during adverse system
operations to isolate sections of the distribution system that are experiencing an outage.

Communication Verification Transponders shall be recorded in Account 362, Station
Equipment. The associated operating expenses shall be recorded in Account 582, Station
Expenses, and maintenance expenses shall be recorded in Account 592, Maintenance of
Station Equipment.

7. Load Control Receivers

The Load Control Receiver, also known as a load control switch, is located at the site of the
consumer’s load. These receivers directly control the electric supply to an end-use appliance,
such as an electric water heater, central air conditioning compressor, or irrigation pump. The
amount of time that an appliance will be turned off by the load control receiver is preset. When
the member system computer determines that load shedding is necessary, it sends a signal to
the communication link which then sends signals directly to the Load Control Receivers. In a
power line based system, the signal from the communications link is sent by radio or
telephone line to the Substation Injection Units, which then signals the Load Control
Receivers to shut down the appliances for the present time. In nonpower line based systems,
the signal from the communications link is sent by radio directly to the Load Control
Receivers.

Load Control Receivers are located on the consumer’s side of the meter. When the member
distribution system retains title to the Load Control Receivers and assumes full responsibility
for maintenance and replacement of the equipment, it shall be classified in Account 371,
Installations on Customer’s Premises. Load Control Receivers that are donated or given to
consumers shall be charged to Account 908, Customer Assistance Expenses.

Operating and maintenance expenses applicable to Load Control Receivers recorded in
Account 371 shall be charged to Account 587, Customer Installations Expenses, and Account
598, Maintenance of Miscellaneous Distribution Plant, respectively. Expenses applicable to
Load Control Receivers donated or given to consumers shall be recorded in Account 908,
Customer Assistance Expenses.

Load Control Receivers may be moved on a continual basis from one customer location to
another and are, therefore, considered to be special equipment items. When ownership is
maintained by the member distribution cooperative, Load Control Receivers shall be
accounted for in accordance with the special equipment procedures outlined in Accounting
Interpretation No. 119 of this section. Case No. 2012-00535
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8. Communication Links

The communication link in the member distribution systems between the Member System
Computer, the Substation Remote Controllers or Substation Injection Units, Remote Terminal
Units, Line Device Transponders, Communication Verification Transponders, and Load
Control Receivers is usually accomplished by radio, telephone line, or power line based
system. The communication links are normally dedicated to the SCADA and load control
functions being served. Under such circumstances, communications equipment shall be
recorded in Account 362, Station Equipment. If, however, the communication equipment used
is shared with general use or voice communications equipment, the equipment shall be
charged to Account 397, Communication Equipment.

9. Depreciation

Load control equipment shall be recorded in separate subaccounts of the primary plant
accounts detailed above and shall be depreciated based upon the manufacturer’s estimate of
the equipment’s useful service life.

119 Special Equipment

Special Equipment items are classified as such because they are continually being moved
from one location to another due to load changes and maintenance practices. The USoA
provides accounting that differs from that used for other types of materials. The cost, new, of
special equipment items shall be capitalized at the time of purchase; it shall not be charged to
Account 154 as is the case with other materials. The first installation cost, as well as all
incidental costs necessary to prepare the equipment for use, shall be capitalized with the
material upon purchase. All subsequent costs of removing, resetting, changing, renewing oil,
and repairing constitute operations and maintenance expenses. The capitalized cost of
special equipment items, including the first installation, shall be removed from the electric
plant accounts only when the items are abandoned or retired from the system.

Meters, line-type transformers, oil circuit reclosers, sectionalizers, current and potential
transformers, meter sockets, and other metering equipment listed in Account 370, Meters, as
well as pole-type and underground voltage regulators in Account 368, Line Transformers, are
considered to be special equipment items. Similarly, load control receivers (load control
switches) recorded in Account 371, Installations on Customers’ Premises, are considered to
be items of special equipment. (See Interpretation No. 118.) Transformers, voltage
regulators, metering equipment, and current and potential transformers for substations are
not.

Special equipment items which are classified as nonusable shall be segregated in the
warehouse and retired from service. The Summary of Special Equipment Costs shall be
retitled Summary of Special Equipment Costs Retired and used for this purpose. A journal
entry reflecting this information shall be prepared and posted to the books. Since loan funds
for special equipment, including first installation costs, are approved for advance by the Rural
Development upon receipt of the borrower’s written estimate of funds required, and not on the
basis of an Inventory of Work Orders, it is improper to take a credit for any salvage involved in
the retirement of special equipment on the Inventory of Work Orders.

Electric borrowers that wish to receive a waiver from the special equipment accounting
requirements should submit a letter request to Rural Development. In order to expedite these
requests the letter to Rural Development should state that the borrower will adhere to the
following requirements to account for special equipment using the work order procedure
rather than the special equipment accounting procedures prescribed by Rural Development:

1. New purchases of special equipment items are to be charged to Account 154, Materials
and Supplies, upon purchase.

2. Labor, material and overhead costs associated with the initial installation and all
subsequent installations of special equipment are recorded on construction work orders and Case No. 2012-00535
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charged to the appropriate plant accounts upon closeout of the construction work order.

3. Labor and overhead costs associated with the removal of special equipment items, whether
the items removed are placed in inventory or permanently retired and disposed of, are
recorded on retirement work orders and charged or credited to the depreciation reserve
account upon closeout of the retirement work order.

4. The special equipment items retired and salvaged for reuse are returned to the materials
and supplies account at the average material cost in the materials and supplies account and
credited to the depreciation reserve upon closeout of the retirement work order.

In addition to recognition of the requirements noted above, the borrower should indicate how it
plans to account for the items of special equipment that have been charged to the plant
accounts but not installed (in inventory). Two acceptable methods to account for this
equipment are: (1) Leave the equipment in the plant accounts until the inventory is depleted
and charge only new purchases to materials and supplies, or (2) credit the plant accounts for
the installed cost of the equipment in inventory, charge the equipment cost to materials and
supplies, and charge the installation cost to the appropriate operations expense account.
Also, under the second method, the borrower must submit a “negative” special equipment
summary to Rural Development to return to the balance in reserve for the current loan the
installed cost of special equipment in inventory on the date of transition.

120 Meter Sockets and Meters

When a utility furnishes meter sockets, ownership by the utility of the meter socket or base, as
well as the meter itself, is established by virtue of them being furnished without cost to the
consumer by the cooperative. While no agreement as to ownership between the cooperative
and the property owner exists, cooperative ownership is implied by long standing practice and
tradition in the electric utility industry.

121 Minimum—Maximum Voltmeters

A minimum—maximum voltmeter is used to record the minimum and maximum voltages at a
specific line location over a period of time. It is normally installed on a pole in connection with
a 11/2kVA transformer, a meter base and connecting wires, and other small items of
materials. Meter bases are ordinarily set for these voltmeters throughout the system, and a
lesser number of voltmeters are rotated among them periodically to obtain voltage readings.
An average system may have one voltmeter to two installations, with a maximum of 20 or 25
voltmeters for the whole system.

Minimum—maximum voltmeters shall be recorded, through work orders, in Account 370,
Meters, when installed. The cost of the transformers shall remain in Account 368, Line
Transformers, with the cost of the meter bases remaining in Account 370, Meters. The
miscellaneous material used in installing the transformer and the meter base shall be charged
to Account 370, Meters.

Maintenance expense shall be charged to either Account 595, Maintenance of Line
Transformers, or Account 597, Maintenance of Meters, as appropriate. Costs associated with
reading the voltmeters shall be charged to Account 583, Overhead Line Expenses, and the
cost of relocating or changing the complete installation or any part thereof, other than
retirement of the meter base, shall be charged to Account 583, Overhead Line Expenses, or
Account 586, Meter Expenses.

122 Retrofitting Demand Meters

A demand meter measures the amount of electricity used over a period of time in kilowatt-
hours (kWh) and indicates the maximum kilowatts (kW) required at any one time by means of
a pointer.
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Electronic or solid state demand meters have a direct readout which reads kilowatt demand to
two decimal places. The use of a direct readout demand meter may result in increased
revenues as pointer readings tend to register lower than actual usages.

The process of retrofitting a demand meter replaces the pointer with a direct readout. The cost
of such a replacement is usually expensed as a minor item of property; however, since the
use of a direct readout results in a substantial betterment, the excess cost of the replacement
over the estimated cost, at current prices, of replacing the pointer without the betterment is
capitalized.

123 Transformer Conversions

The conversion of an overhead transformer to an underground transformer constitutes a
betterment and shall, therefore, be capitalized.

124 Transclosures

Transciosures are enclosures or cabinets in which line transformers are mounted. The cost of
transclosures that are purchased separately from the transformer shall be charged to Account
154, Plant Materials and Operating Supplies, when received, and capitalized, upon
installation, to Account 368, Line Transformers, as a separate unit of property. If the case and
the transformer are inseparable, the unit is considered a transformer and shall be capitalized
upon purchase.

125 Retirement Units

Seivicos

A retirement unit shall consist of a complete service rather than the individual wires
compnsing that service. If each separate wire of a service were treated as a retirement unit,
the retirement unit would represent a comparatively small cost. Such a small unit of property
would substantially increase the number of retirement work orders. The complete service
shall, therefore, be considered a retirement unit.

Minor Items

When minor items of property are added separately from complete retirement units, the costs
of these items shall be included in work orders, and by unitizing all costs of completed
construction for a month, these minor items shall be spread to the retirement units of which
they normally form a part. For example, to convert a two-phase line to a three-phase line
requires the addition of a conductor, an insulator and a pole-top pin. A pole-top pin is typically
capitalized as a component of the cost of the pole to which it is attached. Assuming this is the
only work order for the month, the cost of this pin shall be charged to the conductor, so that its
cost is included in the total cost of the project. In actual practice, however, this does not
happen as it is normal to have a number of work orders for a given month, which include the
setting of poles. In allocating the cost of all construction projects for the month, part of the cost
of pole-top pins shall be allocated to poles even though the work orders on which they were
capitalized did not include poles.

The retirement and replacement of isolated single retirement units cannot be charged to
maintenance; a retirement and construction work order shall be used.

126 Establishment of Continuing Property Records

The costs of installing a system of continuing property records shall be charged to Account
930.2, Miscellaneous General Expenses, and may include:

1. Labor and expenses incurred in developing an inventory of property;
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2. Labor and material costs incurred in connection with developing pole records including map
preparation and pole cards; and

3. Labor and material costs (ledger sheets, etc.) incurred in connection with the installation of
the record system.

727 Continuing Property Records for Buildings

When establishing continuing property records for a building where there is no detailed
breakdown of contract costs, it is necessary to estimate the cost of the each component part.
It should be noted that the establishment of continuing property records is not required for
buildings; however, if CPRs are not maintained, all repairs including the replacement of major
component parts shall be expensed in the period incurred.

128 Sale of Property

All proceeds deposited in the Construction Fund account from the sale of property, regardless
of materiality, shall be reflected on the RUS Form 595, Financial Requirement and
Expenditure Statement. Proceeds from the sale of property shall be reported on the Form
595, by budget purpose, as a reduction in total expenditures to date, column 5; and an
increase in the cash balance, column 6.

Proceeds from the sale of property shall not be used to maintain an Employee Fund.” A utility
may, pursuant to board policy, use general funds for employee welfare equivalent in amount
to proceeds received from the sale of scrap property. If general funds, in an amount
equivalent to proceeds received from the sale of scrap property, are used for employee
welfare, Account 926, Employee Pensions and Benefits, shall be charged.

129 Gain or Loss on the Sale of an Office Building

A gain on the sale of an office building shall be recorded in Account 421.1, Gain on the
Disposition of Property, with a loss recorded in Account 421.2, Loss on the Disposition of
Property. If the gain or loss will materially distort current year’s net margins, such gain or loss
is reportable as an extraordinary item in Account 434, Extraordinary Income, or Account 435,
Extraordinary Deductions.

130 Salvage and Obsolete Material

The value of material salvaged from the retirement of units of property reduces the loss on the
retirement and shall be so applied. The value assigned to salvage shall be credited to Account
108.8, Retirement Work-in-Progress, which results in reducing net charges to the provision for
depreciation when the work order is completed and cleared.

If salvage is sold, any difference between the realized value and the estimated value of the
salvaged material shall be charged or credited to the appropriate provision for depreciation.

Salvage resulting from maintenance where no retirement units are involved shall be debited to
the materials and supplies account, and credited to the appropriate maintenance account.

Occasionally a utility will have a loss due to obsolescence of materials on hand. If the loss is
due to obsolescence of new material, the loss shall be charged to Account 426.5, Other
Deductions. If the loss is due to obsolescence of used material, the loss shall be charged to
the appropriate subaccount of Account 108, Accumulated Provision for Depreciation.

131 Plant Acquisition Adjustments

Plant acquisition adjustments shall be amortized to the operating expense accounts. These
adjustments are recorded in Account 114, Electric Plant Acquisition Adjustments, and
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amortized to Account 406, Amortization of Electric Plant Acquisition Adjustments, or Account
425, Miscellaneous Amortization, as required by the regulatory commission having
jurisdiction. Accounts 406 and 425 shall be closed to operating margins.

132 General Plant

When the unit method of depreciation is used for general plant items, gains and losses on
sales, trades or disposals of equipment shall be recorded as such. If the composite method of
depreciation is used, gains or losses on the disposal of general plant items shall be recorded
in the appropriate depreciation reserve account.

A truck which is used only for transporting power operated equipment mounted thereon shall
be charged, together with the installed equipment, to Account 396, Power Operated
Equipment. If the same type of truck is used for transporting materials and supplies, tools and
work equipment, personnel, or other items, the cost of the truck shall be charged to Account
392, Transportation Equipment.

Depreciation and other expenses relating to power operated equipment shall be accumulated
in a subaccount of Account 184, Clearing Accounts, and distributed monthly on an equitable
basis to the accounts properly chargeable.

Depreciation expense on vehicles and other work equipment, furniture and office equipment,
and other such plant used in the construction of utility plant, is a proper component of
construction cost. To avoid a duplicate advance of funds, however, the amount of depreciation
on such items that has previously been financed from loan funds shall be deducted from
Inventories of Work Orders submitted to RUS. This amount shall be specifically identified, and
shown either monthly or annually as a single item in column 9 on the RUS Form 219,
Inventory of Work Orders.

133 Plant Abandonments and Disallowances of Plant Costs

In December 1986, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 90, Regulated Enterprises—Accounting for Abandonments
(Statement No. 90) and Disallowances of Plant Costs. This section provides an overview of
the requirements outlined in Statement No. 90 together with the specific accounts that shall be
used to record a plant abandonment or a disallowance of plant costs.

Plant Abandonments

When an abandonment becomes probable, the cost of the abandoned asset shall be removed
from Construction Work-in-Progress or Plant-in-Service, as applicable. Before making this
transfer, however, a determination must be made as to whether recovery of the allowed cost
is likely to be provided with a full return on the investment during the period from the time the
abandonment becomes probable, to the time when recovery is completed, or with a partial or
no return on the investment. This determination shall be made based upon the facts and
circumstances of the specific abandonment, and past practices and current policies of
regulatory jurisdiction.

If a full retum on the investment is likely to be provided, any disallowance of all or part of the
cost of abandoned plant that is both probable and reasonably estimated shall be recognized
as a loss in the current year with the carrying basis of the asset reduced by an equal amount.
The remaining cost of abandoned plant shall be recorded as a separate new asset.

If partial or no return on the investment is likely to be provided, any disallowance of
abandoned plant costs that is both probable and reasonably estimated shall be recognized as
a loss. The present value of the future revenues expected to be provided to recover the
allowable cost of the abandoned plant and return on the investment, if any, shall be reported
as a separate new asset. The discount rate used to compute the present value shall be the
borrower’s incremental borrowing rate, which is the rate that the borrower would have to pay
to borrow an equivalent amount for a period equal to the expected recovery period. In Case No. 2012-00535
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determining the value of expected future revenues, the borrower shall consider the probable
time period before the recovery is expected to begin and the probable time period over which
recovery is expected to be provided.

The amount of the new asset shall be adjusted from time to time, as necessary, if new
information indicates that the estimates used to record the new asset have changed. The
carrying value of the new asset, however, shall not be adjusted for changes in the incremental
borrowing rate. The amount of any adjustments shall be recorded as a gain or loss.

During the period between the date on which a new asset is recognized and the date on
which recovery begins, the carrying amount shall be increased by accruing a carrying charge.
The rate used to accrue the carrying charge shall be:

1. If a full return on the investment is likely, a rate equal to the allowed overall cost of capital in
the jurisdiction in which recovery is expected to be provided shall be used.

2. If partial or no return is likely, the asset shall be amortized in a manner that will produce a
constant return on the unamortized investment in the new asset equal to the rate at which the
expected revenues were discounted.

Due to the nonprofit environment in which electric cooperatives operate, full recovery of
interest expense on plant related long-term debt equates to full recovery of the rate of return
for an investor-owned utility. Therefore, if a cooperative is permitted full recovery of the
interest expense incurred on the long-term debt borrowed to finance construction of an
abandoned plant, no discounting of the asset is required nor is accrual of the carrying charge
permitted.

If, at the time the provisions of Statement No. 90 are first applied, the borrower elects to
restate the financial statements, the financial statements for all periods presented shall be
restated and the financial statements shall disclose the nature of the restatement and its effect
on margins before extraordinary items, net margins, and patronage capital at the beginning of
the earliest period presented. If the borrower elects not to restate the financial statements, the
effect of applying Statement No. 90 shall be reported as a change in accounting principle and
the financial statements shall disclose the nature of the change and the effect of applying
Statement No. 90 on margins before extraordinary items and net margins.

The specific accounts that shall be used to record transactions involving plant abandonments
are as follows:

1. In the year of the abandonment, the unrecoverable portion of the cost of abandoned plant
included in construction work-in-progress shall be recognized as a loss by a charge to
Account 426.5, Other Deductions, and a credit to Account 107, Construction Work-in-
Progress.

2. The balance of the cost remaining in the construction work-in-progress account shall be
credited to Account 107 and charged to Account 182.2, Unrecovered Plant and Regulatory
Study Costs.

3. The difference between the charge to Account 182.2 and the present value of expected
future revenues for recovery of the new asset, shall be recorded as a credit to Account 182.2
and a debit to Account 426.5. The credit to Account 182.2 shall be segregated from the
amount charged to Account 182.2 by the use of a separate subaccount. Statement No. 90
does not require this segregation; however, it is necessary under the USoA to provide for the
appropriate segregation of operating and nonoperating income.

4. During the waiting period for recovery of the new asset to begin, carrying charges shall be
accrued by a debit toAccount 182.2 with a concurrent credit to Account 421, Miscellaneous
Nonoperating Income. Debits to Account 182.2 shall be treated as reductions to the credit
subaccount of Account 182.2.
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5. The borrower shall amortize the amount debited to Account 182.2 by charges to operating
income, consistent with the way the amortized amounts are recovered through rates. These
charges to income shall be recorded in Account 407, Amortization of Property Losses,
Unrecovered Plant and Regulatory Study Costs.

6. As the recoverable amount recorded in Account 182.2 is recovered through rates, the
borrower shall accrue income by charges to Account 182.2 and credits to Account 421,
Miscellaneous Nonoperating Income. Accruals shall be computed by applying the same rate
used to derive the present value of the asset established in Account 182.2, to the unamortized
balance in that account. Accrued amounts charged to Account 182.2 shall be treated as
reductions to the credit subaccount withinAccount 182.2.

Prior to implementing the accounting prescribed above, the borrower shall submit the details
of each plant abandonment to RUS for approval.

Disallowances of Costs of Recently Completed Plant

When it becomes probable that a portion of the cost of recently completed plant will be
disallowed for rate making purposes and a reasonable estimate of the amount of the
disallowance can be made, the estimated amount of the probable disallowance shall be
deducted from the reported cost of the plant and recognized as a loss. If a portion of the costs
is explicitly, but indirectly disallowed, the equivalent amount of the cost shall be deducted from
the reported cost of the plant and recognized as a loss. The specific accounts that shall be
used to record transactions involving the disallowance of plant costs are as follows:

1. Estimated disallowed plant costs which the borrower records as a credit to Account 101,
Electric Plant-in-Service, shall be charged to Account 426.5, Other Deductions.

2. If the loss qualifies as an extraordinary item under the criteria set forth in General
Instruction No. 7 of the USoA, the borrower shall record the loss in Account 435,
Extraordinary Deductions. To be considered extraordinary, an item shall be more than five
percent of income computed before extraordinary items. If a borrower believes that a loss of
less than five percent should be treated as an extraordinary item; the borrower shall, with
commission approval, record the loss in Account 435 and report the loss as an extraordinary
item. If the borrower is not subject to state commission jurisdiction, RUS approval is required.

134 Utility Plant Phase-in Plans

In August 1987, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 92, Regulated Enterprises—Accounting for Phase-in Plans
(Statement No. 92). This section provides an overview of the requirements outlined in
Statement No. 92.

The term phase-in plan is used to refer to any method of recognition of allowable costs in
rates that meets all of the following criteria:

1. The method was adopted by the regulator in connection with a major, newly completed
plant of the regulated enterprise or one of its suppliers or a major plant scheduled for
completion in the near future.

2. The method defers the rates intended to recover allowable costs beyond the period in
which those allowable costs would be charged to expense under generally accepted
accounting principles applicable to enterprises in general.

3. The method defers the rates intended to recover allowable costs beyond the period in
which those rates would have been ordered under the rate-making methods routinely used
prior to 1982 by that regulator for similar allowable costs of that regulated enterprise.

If a phase-in plan is ordered by a regulator in connection with a plant on which no substantial Case No. 2012-00535
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physical construction had been performed before January 1, 1988, none of the allowable
costs that are deferred for future recovery by the regulator under the plan for rate-making
purposes, shall be capitalized for general-purpose financial reporting purposes (financial
reporting).

If a phase-in plan is ordered by a regulator in connection with a plant completed before
January 1, 1988, or a plant on which substantial physical construction had been performed
before January 1, 1986, the criteria specified below shall be applied to that plan. If the phase-
in plan meets all of those criteria, all allowable costs that are deferred for future recovery by
the regulator under the plan shall be capitalized for financial reporting purposes as a separate
asset (a deferred charge). If any one of those criteria is not met, none of the allowable costs
that are deferred for future recovery by the regulator under the plan shall be capitalized for
financial reporting. The criteria for determining whether capitalization is appropriate are:

1. The allowable costs in question are deferred pursuant to a formal plan that has been
agreed to by the regulator;

2. The plan specifies the timing of recovery of all allowable costs that will be deferred under
the plan;

3. All allowable costs deferred under the plan are scheduled for recovery within 10 years of
the date when the deferral began; and

4. The percentage increase in rates scheduled under the plan for each future year is no
greater than the percentage increase in rates scheduled under the plan for each immediately
preceding year. That is, the scheduled percentage increase in year two is no greater than the
percentage increase granted in year one, the scheduled percentage increase in year three is
no greater than the percentage increase in year two, etc.

By definition, a phase-in plan approved prior to 1982 that contains provisions contrary to those
detailed above is not subject to the provisions of Statement No. 92. This exemption, however,
only relates to a specific utility and a specific regulator. For example, a utility cannot use a
phase-in plan approved by its regulator for a different utility as justification for its phase-in plan
exceeding the 10-year limit imposed by Statement No. 92.

A phase-in plan is a method of rate making intended to moderate a sudden increase in rates
while providing the regulated enterprise with recovery of its investment and a return on that
investment during the recovery period. A disallowance is a rate-making action that prevents
the regulated enterprise from recovering either some amount of its investment or some
amount of return on its investment. Statement No. 90 specifies the accounting for
disallowances of plant costs (see item 133 of this regulation). If a method of rate making that
meets the criteria for a phase-in plan includes an indirect disallowance of plant costs, that
disallowance shall be accounted for in accordance with Statement No. 90. Cumulative
amounts capitalized under phase-in plans shall be reported as a separate asset in the
balance sheet. The net amount capitalized in each period or the net amount of previously
capitalized allowable costs recovered during each period shall be reported as a separate item
of other income or expense in the income statement. Allowable costs capitalized shall not be
reported as reductions of other expenses.

The terms of any phase-in plan in effect during the year or ordered for future years shall be
disclosed in the financial statements. Statement No. 92 does not permit capitalization for
financial reporting of allowable costs deferred for future recovery by the regulator pursuant to
a phase-in plan that does not meet the criteria or a phase-in plan related to plant on which
substantial physical construction was not completed before January 1, 1988. Nevertheless,
the financial statements shall include disclosures of the net amount deferred at the balance
sheet date for rate-making purposes, and the net change in deferrals for rate-making
purposes during the year for those plans.

If the provisions of Statement No. 92 are applied retroactively, the financial statements of all
periods presented shall be restated. In addition, the restated financial statements shall, in the Case No. 2012-60535
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year that Statement No. 92 is first applied, disclose the nature of any restatement and its
effect on margins before extraordinary items, net margins, and on patronage capital at the
beginning of the earliest period presented. lithe financial statements for prior years are not
restated, the effects of applying Statement No. 92 to existing phase-in plans shall be reported
as a change in accounting principle and the financial statements shall disclose the effect of
adopting Statement No. 92 on margins before extraordinary items and net margins.

The application of Statement No. 92 to an existing phase-in plan shall be delayed if both of
the following conditions are met:

1. The enterprise has filed a rate application to have the plan amended to meet the criteria of
Statement No. 92 or intends to do so as soon as practicable; and

2. It is reasonably possible that the regulator will change the terms of the phase-in plan so that
it will meet the criteria of Statement No. 92.

If the above conditions are met, the provisions of Statement No. 92 shall be applied to the
existing phase-in plan on the earlier of the date when one of the conditions ceases to be met
or the date when the final rate order is received, amending or refusing to amend the phase-in
plan. However, if the enterprise delays filing its application for the amendment or the regulator
does not process the application in the normal period of time, the application of Statement No.
92 shall not be further delayed.

In applying the criteria of Statement No. 92 to a plan that was in existence prior to the first
fiscal year beginning after December 15, 1987, and that was revised to meet that criteria, the
10-year criterion and the requirement concerning the percentage increase shall be measured
from the date of the amendment rather than from the date of the first scheduled deferrals
under the original plan. All phase-in plans must receive RUS approval prior to implementation.

135 Accounting for Removal or Relocation of Electric Facilities Resulting from the Action of
Others

Under arrangements with another party, a borrower agrees, or is obliged, to remove, relocate,
rearrange, or otherwise make changes in utility property, other than for the purpose of
rendering utility service to the other party, for which the utility is reimbursed for all or a portion
of the costs incurred.

Plant Accounting

The relocation of the line shall be accounted for as follows:

1. If all of the assemblies in the line are retired or completely removed and later reinstalled or
if the line is constructed in a new location before the old line is removed, construction and
retirement work orders shall be prepared except for the costs relating to special equipment
items (transformers, oil circuit reclosers, etc.) which shall be charged to operations expense.

2. If a line is moved in its entirety to a new location except for isolated retirement units (such
as at the end of the line) or poles not suitable for resetting, the cost of moving the portion of
line that is moved intact shall be charged to maintenance expense while the cost related to
the change in isolated retirement units or the replacement of poles not suitable for resetting
shall be accounted for through use of construction and retirement work orders.

3. If a line is moved intact without any change in assemblies, the cost shall be charged to
maintenance expense.

Reimbursement

lithe borrower receives reimbursement for the costs related to the relocation of the line, the
reimbursement shall be accounted for by crediting operation and maintenance expenses to Case No. 2012-00535
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the extent of actual expenses occasioned by the plant changes and crediting the remainder to
the accumulated provision for depreciation, unless contractual terms definitely characterize
residual or specific amounts as applicable to the cost of replacement. In the latter event,
appropriate credits shall be entered in the plant accounts.

Reimbursement received from a telephone company for adding a pole or replacing a present
pole with a taller pole under joint use contracts falls within this latter category. In this instance,
appropriate credits are charged against the plant accounts.

Financing

The total reimbursement, less any portion for operations and maintenance costs, shall be
entered in the ‘Contributions in Aid of Construction” section at the bottom of the Construction
Work Order. When the Inventory of Work Orders (RUS Form 219) is prepared, enter only
enough of the contribution in column 9 to reduce to zero the amount in column 10, ‘Loan
Funds Subject to Advance by RUS.” This entry is made although none of the reimbursement
received is recorded in the accounting records as a contribution in aid of construction.

136 Storm Damage

As a result of recent hurricane, flood, and ice storm damage, the Rural Utilities Service (RUS)
has received several inquiries concerning the proper accounting for storm damage costs and
the associated funds received from the Federal Emergency Management Administration
(FEMA).

Storm damage costs should be accounted for under the work order procedure. Units of
property destroyed or otherwise removed from service must be reflected on retirement work
orders and units of property installed must be shown on construction work orders. To ensure
that the accounting for construction and retirement costs is as accurate as possible, an effort
should be made to accurately accumulate material, labor, and overhead costs. Even when
extreme care has been exercised, however, it may still be necessary to use estimates to
develop the appropriate cost figures.

When a storm occurs, a utility typically incurs a large retirement loss, all or a part of which
should be charged to the accumulated provision for depreciation. Storm damage costs over
and above construction and retirement costs represent maintenance expense. Maintenance
costs include the costs of resagging lines, straightening poles, and replacing minor items of
property. When extensive damage has occurred, the need to restore the property to an
operating condition without delay usually results in excessive costs being incurred. Standard
property unit costs may be used as a guide in determining the amount to be capitalized. It
should be noted, however, that when standard property unit costs are used, all excess costs
are charged to maintenance expense.

Because of the storm’s destruction, property is retired prematurely and as a result,
extraordinary retirement losses occur. When such extraordinary losses occur, they should be
recorded in the year in which the losses are incurred. If the recording of such losses will
materially distort the income statement, such losses may be charged to Account 435,
Extraordinary Deductions. These costs may be deferred and amortized to future periods only
if the provisions of Statement of Financial Accounting Standards No. 71, Accounting for the
Effects of Certain Types of Regulation (Statement No. 71), are applied. Under the provisions
of Statement No. 71, a utility may defer certain costs, provided such costs are included in the
utility’s rate base and recovered through future rates. If an RUS borrower elects to apply the
provisions of Statement No. 71, RUS approval is required. To obtain RUS approval, a
borrower must submit:

a. A detailed description of the plan including the nature of the expense item, the amount of
the deferral, the specific time period for rate recovery, and justifying support for the time
period selected;

b. The accounting journal entries being used by the cooperative to record the expense Case No. 20 12-00535
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deferral and amortization of deferred costs; and

c. A copy of the state Commission order authorizing recovery of the deferred costs through
future rates, or in the absence of commission jurisdiction, a resolution from the cooperative’s
board of directors authorizing such recovery.

To assist in the restoration of the damaged facilities, the Federal government often provides
assistance through Federal Emergency Management Agency (FEMA).

Under current FEMA procedures, FEMA provides funds for the restoration of facilities based
upon the cost estimates submitted by the entity requesting assistance. If the FEMA grant is for
less than 100 percent of the cost estimates, and does not specify offset expenses, thereby
providing the borrower with the maximum opportunity to utilize Rural Development Utilities
Program loan funds to finance capitalizable costs. When the funds are received, they should
be accounted for by first applying the funds received as a credit to maintenance expense and
administrative and general costs. Any remaining funds should then be applied as a credit to
construction and retirement costs.

Accounting Journal Entries

Dr. 108.8X, Retirement Work in Progress— $1,015.17
Storm Damage

Cr. 107.4, Construction Work in $1,015.17
Progress—Storm_Damage

To transfer the removal costs recorded in Co umn 11 of Retirement Work
Order #4401X to Account 1 08.8X.
Dr. 107.4, Construction Work in Progress— { $4,141 .551
Storm Damage j J

Cr. 108.8X, Retirement Work in I $4,141.55
Progress—Storm_Damage

To remove material salvaged in the

__________

rebuild from Account 107.4.
The original entry debited Account 154, Plant Materials and Operating
Supplies, and credited Account 107.4. (See Column 12 of Retirement Work
Order #4401 X.)
Dr. 108.8X, Retirement Work in Progress— $312,230.41
Storm Damage

Cr. 364, Poles Towers and Fixtures $133,377.55
Cr. 365, Overhead Conductors and 59,683.08
Devices
Cr. 368, Lines Transformers 19,704.60
Cr. 369, Services 97,651.23
Cr. 373, Street Lighting and Signal 1,813.95
Systems

To remove the original cost of property destroyed and retired from the
classified plant accounts. This retirement is recorded, in detail, on Retirement
Work Order #4401X. It is understood that this retirement covers all
distribution property retired or destroyed in the

___________

area exclusive of
substations and special equipment items (meters, meter sockets, current and
potential transformers, transformers, voltage regulators, oil circuit reclosers
(OCR), and sectionalizers).
Dr. 108.6, Accumulated Provision for $309,104.031 ase No. 20i2-00535
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Depreciation of Distribution Plant
Cr. 108.8X, Retirement Work in $309,104.03
Progress—Storm_Damage

To record the net loss due to the retirement of distribution lines in the
area. (See Retirement Work Order #4401X.)

Dr. 364, Poles, Towers and Fixtures $99,075.40
Dr. 365, Overhead Conductors and Devices 104,142.22
Dr. 368, Line Transformers 25,036.07
Dr. 369, Services 28,865.08
Dr. 373, Street Lighting and Signal Systems 2,101.60

Cr. 107.4, Construction Work in $259,220.37
Progress—Storm_Damage

To record, in the proper classified plant accounts, Construction Work Order
#4401 covering the rebuild.
This entry includes:

Material Issued $150,336.49
Less: Materials Returned 15,631.39
Net Material Used 134,705.10
Labor and overhead estimated by 124,515.27
using standard record unit costs

Total 259,220.37
Dr. 108.8X, Retirement Work in Progress— 2,384.00
Storm Damage

Cr. 107.4, Construction Work in $2,384.00
Progress—Storm_Damage

To transfer the removal costs associated with the retirement of old
transmission lines ($1,966) and substations ($418) to Account 107.4. This
cost is shown in Column 1 1 of Retirement Work Order #4400X).
Dr. 107.4, Construction Work in Progress— $1,939.74
Storm Damage

Cr. 108.8X, Retirement Work in $1,939.74
Progress—Storm_Damage

To remove material salvaged from transmission lines ($1,545.74) and
substations ($394.00) from Account 107.4. The original entry debited Account
154 and credited Account 107.4. (See Column 12 of Retirement Work Order
#4400X.)
Dr. 108.8X, Retirement Work in Progress— $162,172.06
Storm Damage

Cr. 355, Poles and Fixtures $47,738.45
Cr. 356, Overhead Conductors & 80,304.11
Devices
Cr. 362, Station Equipment 34,129.50

To remove the original cost of transmission lines and substations destroyed
and retired from the classified plant accounts. (See Retirement Work Order
#4400X.) (New substations were built and separately accounted for on Work
Order #4406.)

ase No. 20 12-00535
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Dr. 108.5, Accumulated Provision for $128,462.82
Depreciation of Transmission Plant
Dr. 108.6, Accumulated Provision for 34,153.50
Depreciation of Distribution Plant

Cr. 106.8X, Retirement Work in $162,616.32
Progress—Storm_Damage

To record the net loss due to the retirement of transmission lines
($128,462.82) and substations ($34,153.50). (See Retirement Work Order
#440OX):

Substations Transmission plant
Original Cost $34,129.50 $128,042.56
Add: Cost of Removal 418.00 1,966.00

34,547.50 130,008.56
Less: Material Salvaged 394.00 1,545.74

Total 34,153.50 128,462.82
Dr. 355, Poles and Fixtures $161,784.05
Dr. 356, Overhead Conductors and Devices 124,704.77

Cr. 107.4, Construction Work in $286,488.82
Progress—Storm_Damage

To record, in the proper classified plant accounts, the costs of a 69 kV
transmission line ( ) as detailed in Work Order #4400. This work
order includes construction costs as follows:
Material Used (Net) $171,665.62

Labor and overhead estimated by 114,823.20
using standard record unit costs

Total 286,488.82
Dr. 107.4, Construction Work in Progress— $329.40
Storm Damage

Cr. 108.8X, Retirement Work in $329.40
Progress—Storm_Damage

To correct the journal entry for cash received from the sale of scrapped
meters and transformers. The original entry credited Account 107.4 at the
time of receipt.

Transformers $318.00
Meters 11 .40
Net Materials Used 329.40

Dr. 108.8X, Retirement Work in Progress— $137,671.22
Storm Damage

Cr. 365, Overhead Conductors and $4,557.00
Devices
Cr. 368, Line Transformers 112,815.22
Cr. 370, Meters 20,299.00

To remove the cost of meters, transformers, and OCRs lost or destroyed
from the primary plant accounts. (See Retirement Work Order #4402X.)

737 Transformers $112815221 ase No. 2012-00535
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31 OCRs 4,557.00
1,532 Meters 20,299.00

Total 137,671.22
Dr. 108.6, Accumulated Provision for $137,341.82
Depreciation of Distribution Plant

Cr. 108.8X, Retirement Work in $137,341.82
Progress

To record the net loss due to the retirement of meters, transformers, and
OCRs. (See Retirement Work Order #4402X.)

Original Cost $137,671.22
Salvaged Realized 329.40

Total 137,341.82
Dr. 186, Miscellaneous Deferred Debits $1,319.85

Cr. 107.4, Construction Work in $1,319.85
Progress—Storm_Damage

To record the engineering costs associated with future construction work in
the

___________

area.
Dr. 593, Maintenance of Overhead Lines $607.24
Dr. 595, Maintenance of Line Transformers 19,365.86
Dr. 597, Maintenance of Meters 6,595.56

Cr. 107.4, Construction Work in $26,568.66
Progress—Storm_Damage

To charge the costs of repairing damaged meters, transformers, voltage
regulators, and OCRs to the appropriate expense accounts. Repair costs
were originally charged to Account 107.4.

593 595 597
Meters $6,595.56
Transformers $18,869.95
Voltage Regulators 495.91
Oil Circuit Reclosers $607.24

Total 607.24 — 19,365.86 6,595.56

Dr. 920, Administrative and General Salaries $32,000.00
Dr. 921, Office Supplies and Expenses 4,421.69

Cr. 107.4, Construction Work in $36,421.69
Progress—Storm_Damage

To charge the administrative costs incurred to obtain the FEMA grant to the
appropriate expense accounts. Administrative costs were originally charged
to Account 107.4.

Salaries $32,000.00
Office Supplies 4,421.69

Total $36,421.69
Dr. 571, Maintenance of Overhead Lines $3,675.60
Dr. 593, Maintenance of Overhead Lines 33,080.40

Cr. 107.4, Construction Work in $36,756.OC ase No. 2012-00535
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Dr. 426.5, Other Deductions $275,000.00
Dr. 435, Extraordinary Deductions
Dr. 182.1, Extraordinary Property Losses

Cr. 108.5, Accumulated Provision for $35,000.00
Depreciation_of Transmission_Plant
Cr. 108.6, Accumulated Provision for 240,000.00
Depreciation_of_Distribution_Plant

Note: Account 426.5, Other Deductions, should be used to record the retirement loss as a
current period expense. Account 435, Extraordinary Deductions, may be used when the loss
will materially distort the income statement. Account 182.1, Extraordinary Property Losses,
should be used when such costs are being deferred under the provisions of Statement No. 71.
Costs recorded in this account should be amortized to Account 407, Amortization of Property
Losses, as the costs are recovered through rates.

ase No. 2012-00535
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Progress Storm Damage I I
To allocate expenses remaining in Account 107.4 to distribution and
transmission maintenance expense. It was estimated that only 10 percent is
applicable to transmission.

To restore the accumulated provisions for depreciation to their appropriate
levels based upon a study of plant currently in service.

Dr. 131.1, Cash—General $1,000,000.00
Cr. 253, Other Deferred Credits $1,000,000.00

To record the receipt of funds from the Federal Emergency Management
Administration (FEMA).
Dr. 253, Other Deferred Credits $1,000,000.00

Cr. 108.5, Accumulated Provision for $74,205.00
Depreciation of Transmission Plant
Cr. 108.6, Accumulated Provision for 191,575.00
Depreciation_of_Distribution_Plant
Cr. 186, Miscellaneous Deferred 872.00
Debits
Cr. 355, Poles and Fixtures 129,056.00
Cr. 356, Overhead Conductors and 99,408.00
Devices
Cr. 364, Poles, Towers and Fixtures 78,916.00
Cr. 365, Overhead Conductors and 82,840.00
Devices
Cr. 368, Line Transformers 20,056.00
Cr. 369, Services 23,108.00
Cr. 373, Street Lighting and Signal 1,744.00
Systems
Cr. 426.5, Other Deductions 219,220.00
Cr. 571, Maintenance of Overhead 2,900.00
Lines

Lines
Cr. 593, Maintenance of Overhead 26,600.00
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Cr. 595, Maintenance of Line 15,300.00
Transformers
Cr. 597, Maintenance of Meters 5,200.00
Cr. 920, Administrative and General 25,491.00
Salaries
Cr. 921, Office Supplies and 3,509.00
Expenses

To allocate FEMA funds to the proper accounts.

Summary of Costs
Maintenance:

Account 571, Maintenance of Overhead Lines $3,675.60
Account 593, Maintenance of Overhead Lines 33,687.24
Account 595, Maintenance of Line Transformers 19,365.86
Account 597, Maintenance of Meters 6,595.56

Total Maintenance Costs 63324.26
Retirement Loss:

Account 108.5, Accumulated Provision for 93,462.82
Depreciation of Transmission Plant
Account 108.6, Accumulated Provision for 240,599.35
Depreciation_of_Distribution_Plant
Account 426.5, Other Deductions 275,000.00

Total Retirement Loss 609,062.17
Construction:

Account 186, Miscellaneous Deferred Debits 1,319.85
Account 355, Poles and Fixtures 161,784.05
Account 356, Overhead Conductors and Devices 124,704.77
Account 364, Poles, Towers and Fixtures 99,075.40
Account 365, Overhead Conductor and Devices 104,142.22
Account 368, Line Transformers 25,036.07
Account 369, Services 28,865.08
Account 373, Street Lighting and Signal Systems 2,101.60

Total Construction Cost 547,029.04
Administrative:

Account 920, Administrative and General Salaries $32,000.00
Account 921, Office Supplies and Expenses 4,421.69

Total Administrative Cost 36,421 .69
Maintenance 63,324.26
Retirement Loss 609,062.17
Construction 547,029.04
Administrative 36,421 .69

Total Costs 1,255,837.16
Distribution of FEMA Funds

Maintenance: 63,324.261 255,837.1 6.05045.0% I
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Retirement: 609,062.17÷1,255,837.16=4850=48.5%
Construction: 547,029.04÷1,255,837.1 6=.4356 = 43.6%
dministrative: 36,421.69÷1,255,837.16=0290=2.9%
Maintenance: $1 ,000,000.00x5.0% $50,000.00
Retirement: $1 ,000,000.00x48.5% 485,000.00
Construction: $1 ,000,000.00x43.6% 436,000.00
dministrative: $1 ,000,000.00x2.9% 29,000.00

Total 1,000,000.00
Distribution of FEMA Funds—Maintenance

Account 571: 3,675.60÷63,324.26.05805.8% I
Account 593: 33,687.24÷63, 324.26.532053.2%
Account 595: 1 9,365.86÷63,324.26.305830.6%
Account 597: 6,595.56÷63,324.26.104110.4%
Account 571: $50,000.00x5.8% $2,900.00
Account 593: $50,000.00x53.2% 26,600.00
Account 595: $50,000.00x30.6% 15,300.00
Account 597: $50,000.OOx 1 0.4% 5,200.00

Total 50,000.00
Distribution_of_FEMA_Funds—Retirement_Loss

Account 108.5: 93,462.82÷609,062.17=. 1535=15.3%
Account 108.6: 240,599.35÷609,062.1 7.395039.5%
Account 426.5: 275,000.00÷609,062.1 7.451 5=45.2%
Account 108.5: $485,000.OOx 1 5.3% $74,205.00
Account 108.6: $485,000.00x39.5% 191,575.00
Account 426.5: $485,000.00 x45.2%= 219,220.00

Total 485,000.00
Distribution of FEMA Funds—Construction

Account 186: 1,319.85÷547,029.04.0024.2% I
Account 355: 161 ,784.05÷547,029.04.295829.6%
Account 356: 124,704.77÷547,029.04.228022.8%
Account 364: 99,075.40÷547,029.04.181 1=18.1%
Account 365: 104,142.22÷547,029.04=. 1904=19.0%
Account 368: 25,036.07÷547,029.04.04574.6%
Account 369: 28,865.08÷547,029.04.05285.3%
Account 373: 2,101 .67÷547,029.04.0038.4%
Account 186: $436,000.OOx.2% $872.00
Account 355: $436,000.00x29.6% 129,056.00
Account 356: $436,000.00x22.8% 99,408.00
Account 364: $436,000.00x18.1% 78,916.00
Account 365: $436,000.00x19.0%= 82,840.00
Account 368: $436,000.00x4.6% 20,056.00
Account 369: $436,000.00x5.3% 23,108.00
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Account 373: $436,000.OOx.4%= 1,744.00
Total j 436,000.00

Distribution_of_FEMA_Funds—Administrative
Account 920: 32,000.00÷36,421.69=8786=87.9%
Account 921: 4,421.69÷36,421.69=1213=12.1%
Account 920: $29,000.00x87.9%= $25,491 .00
Account 921: $29,000.00x12.1%= 3,509.00

Total 29,000.00

137 Impairment of Long-Lived Assets

Statement of Financial Accounting Standards No. 121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of (Statement No. 121), requiresreporting entities to review all long-lived assets and certain identifiable intangibles that are tobe held, used, or disposed of by that entity for impairment whenever events and changes incircumstances indicate that the carrying amount of the asset may not be recoverable. If thesum of the expected future cash flows (undiscounted and without interest charges) is lessthan the carrying value of the asset, the entity must recognize an impairment loss. Theimpairment loss is measured as the amount by which the carrying amount of the assetexceeds the fair value of the asset. The impairment loss is reported as a component ofincome from continuing operations before income taxes for entities presenting an incomestatement and in the statement of activities of not-for-profit organizations. Statement No. 121does not apply to assets included in the scope of Statement of Financial AccountingStandards No. 90, Regulated Enterprises—Accounting for Abandonments and Disallowancesof Plant Costs.

Assets To Be Held or Used

Entities are required to review long-lived assets and certain identifiable intangibles wheneverevents or changes in circumstances indicate that the carrying value of the asset may not berecoverable. For example:

1. A significant decrease in the market value of an asset;

2. A significant change in the extent or manner in which an asset is used;

3. A significant physical change in an asset;

4. A significant adverse change in legal factors or in the business climate that could affect thevalue of an asset;

5. An adverse action or assessment by a regulator;

6. An accumulation of costs significantly in excess of the amount originally expected toacquire or construct an asset; and

7. A current period operating or cash flow loss combined with a history of operating or cashflow losses or a projection or forecast that demonstrates continued losses associated with anasset used for the purpose of producing revenue.

The impairment of the asset is measured by estimating the future cash flows expected toresult from the use of the asset and its disposition. Assets are grouped at the lowest level forwhich there are identifiable cash flows that are largely independent of the cash flows of othergroups of assets. Future cash flows are those cash inflows that are expected to be generatedby the asset less the cash outflows expected to be necessary to maintain those inflows, If the
Case No. 2012-0053,
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future cash flows (undiscounted and without interest charges) are less than the carrying valueof the asset, an impairment loss must be recognized. If the expected future cash flows aregreater than the carrying value of the asset, no impairment loss exists.

The impairment loss is the amount by which the carrying amount (acquisition cost less
accumulated depreciation) of the asset exceeds the fair value of the asset. The fair value ofthe asset is the amount for which the asset could be bought or sold in an arms-length
transaction between willing parties. A quoted market price is the best evidence of fair value. Ifthis information is not available, the fair value should be based upon the best informationavailable. Consideration should be given to the price of similar assets and valuationtechniques such as the present value of the expected future cash flows discounted at a raterepresentative of the risk involved, option-pricing models, matrix pricing, option-adjustedspread models, and fundamental analysis. All available information should be consideredwhen using the above pricing techniques.

If an impairment is recognized, the carrying value of the asset is reduced to the lower of its fairvalue or its carrying value and, if depreciable, depreciated over the remaining useful life.
Previously recognized impairment losses cannot be restored. If the asset was acquired in abusiness combination and there is goodwill resulting from the transaction, the goodwill isincluded in the asset grouping and reduced or eliminated before any adjustment is made tothe carrying value of the asset.

The following financial statement disclosures are required in the period in which the
impairment is recognized:

1. A description of the impaired assets and the facts and circumstances surrounding the
impairment;

2. The amount of the impairment and how fair value was determined;

3. The caption in the income statement or the statement of activities in which the impairmentloss is aggregated if that loss has not been presented as a separate caption or reported
parenthetically on the face of the statement; and

4. If applicable, the business segment(s) affected.

Assets To Be Disposed

Statement No. 121 also applies to all long-lived assets and certain identifiable intangibles forwhich management, having the authority to approve the action, has committed to a plan ofdisposal except those assets covered by APB No. 30, Reporting the Results of Operations—
Reporting the Effects of Disposal of a Segment of a Business, and Extraordinary, Unusualand Infrequently Occurring Events and Transactions. An asset to be disposed of is carried atthe lower of its carrying amount (acquisition cost less accumulated depreciation) or its fairvalue less cost to sell.

The fair value of the asset to be disposed of is computed in the same manner as that for anasset to be held or used by the entity. Selling costs include the incremental direct cost to
transact the sale—broker commissions, legal fees, title transfer, and other closing costs thatmust be incurred before legal title can be transferred. Costs such as insurance, securityservice, and utilities are generally excluded unless these costs are part of a contractual
agreement that obligates the entity to incur such costs in the future, If the asset’s fair value isbased upon current market price or the current selling price for a similar asset, the fair value isconsidered a current amount and is not discounted. If, however, the fair value is based upon
discounted expected future cash flows and if the sale is to occur beyond one year, the cost tosell must also be discounted. Assets covered by this statement are not depreciated
(amortized) while being held for disposal.

Subsequent revisions in estimates of fair value less cost to sell are reported as adjustments tothe carrying amount of the asset to be disposed of as long as the carrying amount of the assease No. 2012-00535
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does not exceed the original carrying amount.

The following financial statement disclosures are required in the period in which the
impairment is recognized:

1. A description of the assets to be disposed of including the facts and circumstances leading
to the expected disposal, the expected disposal date, and the carrying amount of those
assets;

2. If applicable, the business segment(s) in which the assets to be disposed of are held;

3. The amount, if any, of the impairment loss resulting from the adoption of this statement;

4. The gain or loss, if any, resulting from subsequent revisions in the estimates of fair value
less cost to sell;

5. The caption in the income statement or statement of activities in which the gains or losses
are aggregated if those gains or losses have not been presented as a separate caption or
reported parenthetically on the face of the statement; and

6. The results of operations for assets to be disposed of to the extent that those results are
included in the entitys results of operations for the period and can be identified.

Accounting Requirements

All borrowers must adopt the accounting prescribed by Statement No. 121.

Effective Date and Implementation

Statement No. 121 is effective for financial statements for fiscal years beginning after
December 15, 1995. Impairment losses resulting from the application of this statement to
assets that are held or used by the entity must be reported in the period in which the
recognition criteria are first applied and met. Impairment losses attributable to assets to be
disposed of must be reported as the cumulative effect of a change in accounting principle as
prescribed in Accounting Principles Board Opinion No. 20, Accounting Changes.

Accounting Journal Entries—Implementation Date

If a borrower has impaired assets that are held or used at the implementation date, the
following entry should be recorded:

Dr. 426.5, Other Deductions

Cr. 300 Series of Accounts, Plant Accounts

To record the adoption of Statement No. 121 for the impairment of assets that are held or
used.

If a borrower has impaired assets to be disposed of at the implementation date, the following
entry should be recorded:

Dr. 435.1, Cumulative Effect on Prior Years of a Change in Accounting Principle

Cr. 300 Series—Plant Accounts

To record the adoption of Statement No. 121 for assets that are to be disposed.
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Accounting Journal Entries—Subsequent to Implementation Date

If an asset that is either held, used or to be disposed of becomes impaired, the following entry
should be recorded:

Dr. 426.5, Other Deductions

Cr. 300 Series—Plant Accounts

To record the impairment of a plant asset.

If a borrower makes a subsequent revision in the estimate of the fair value less the cost to sell
of an asset to be disposed of, the following entry should be recorded:

Dr. 300 Series—Plant Accounts

Cr. 421, Miscellaneous Nonoperating Income

To revise the fair value of an asset to be disposed.

138 Automatic Meter Reading Systems—Turtles

Automatic meter reading systems were developed from technology called power line carrier
communication systems. One such system, developed by Hunt Technologies, Inc., is called
by its brand name, the Turtle system. In addition to its function as an automated reading
device, the Turtle can provide outage detection, power failure counts, and other potential
applications. The current Turtle system does not have the capability for applications such as
collection of load survey or interval data. A Turtle system consists of:

1. A meter reader mounted (retrofitted) inside the meter;

2. A receiver located in each substation; and

3. Monitoring and programming equipment (software and personal computer) usually located
in the headquarters building.

The system transmits continuous information one way from the meter to a receiver located in
the substation. The receiver constantly monitors every Turtle meter served by the substation.
The substation receiver can be sized to monitor up to 3,000 Turtle meter readers at the same
time. The data is then transmitted to the headquarters monitoring equipment via telephone
line or an equivalent communication system.

The technical literature and other information provided by the manufacturer indicates that this
system can only be used for remote meter reading, outage detection, power failure counts,
and phase identification. At this time, there is no indication that the system supports other
functions such as home security. Therefore, the accounting prescribed for the Turtle meter
reading devices and support equipment relates only to electric utility operations.

Accounting Requirements

The function of the equipment is the primary factor in determining the account in which the
equipment shall be recorded. The components of the Turtle automatic meter reading system
shall be recorded in Account 370, Meters. The cost of the meter reader encoding device and
retrofitting the meter with the meter reader unit shall be capitalized to the cost of the existing
meter. Any associated operating expenses shall be charged to Account 586, Meter Expenses,
with maintenance expenses charged to Account 597, Maintenance of Meters.

Separate continuing property records shall be established for the meters, either fitted or Case No. 2012-00535
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retrofitted with the device; the receiver; the personal computer; and the system software. The
meters, receivers, and personal computer shall be depreciated over the manufacturer’s
estimated useful service life. The system software shall be depreciated over the estimated
useful service life of the program not to exceed 5 years.

139 Global Positioning Systems

The Global Positioning System (GPS) is a worldwide radio-navigation system formed from a
network of 24 satellites and their ground stations. Utilities are using this advanced technology
geographic data collection system to update and modernize their system maps. GPS uses a
system of satellites orbiting the earth to establish plant locations with pinpoint accuracy. By
triangulating from three satellites and using radio signals to measure distances and locate
items, system-wide maps can be created of the utility’s service area. A field inventory is then
taken of the utility’s plant and plotted onto the map. The GPS consists of base station
equipment, remote station equipment, the GPS program, and mapping conversion software.

All equipment associated with GPS is dedicated to the mapping effort. The base station is
installed at a fixed location and ties satellite measurements into a solid local reference. The
remote station is a portable receiver that is taken into the field to determine locations and is
moved from site to site. The GPS program is the application software that operates the station
equipment and is used by layout technicians to gather information of existing and new
facilities in the field. The conversion software is used for converting the GPS and inventory
information gathered in the field into a form usable by the mapping program.

Accounting Requirements

The function and location of the equipment are the primary factors in determining the account
in which the equipment shall be recorded. The components of the GPS shall be accounted for
as follows:

1. Remote and Base Station Equipment. The cost of the equipment, both remote and fixed,
shall be capitalized in a subaccount of Account 391, Office Furniture and Equipment.

2. GPS Program and Conversion Software for Mapping. The cost of GPS program and
conversion software shall be capitalized in a subaccount of Account 391, Office Furniture and
Equipment.

3. GPS/GIS Field Inventory of System. The cost of performing a GPS!GIS survey and field
inventory of the existing system, by either a consultant or the utility’s own forces, shall be
charged to Account 588, Miscellaneous Distribution Expenses.

140 Radio-Based Automatic Meter Reading Systems

Radio-based automatic meter reading technology allows meters equipped with a low-power
radio device called an ERT (Encoder, Receiver, Transmitter) to be read from a remote
location. The ERT device can either be retrofitted to an existing meter or purchased installed
in a new meter. The ERT device “encodes” energy consumption and transmits this information
to a radio transceiver equipped handheld computer. The data collected and stored in the
handheld computer is then uploaded to a billing computer using specialized software for that
purpose.

Accounting Requirements

The function of the equipment is the primary factor in determining the account in which the
equipment shall be recorded. The components of the radio-based automatic meter reading
system shall be recorded in Account 370, Meters. The cost of the meter reader encoding
device and retrofitting the meter with the meter reader unit shall be capitalized to the cost of
the existing meter. Any associated operating expenses shall be charged to Account 586,
Meter Expenses, with maintenance expenses charged to Account 597, Maintenance of
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Meters.

Separate continuing property records shall be established for the meters, either filled or
retrofitted with the device; the handheld computer; and the upload software. The meters and
handheld computer shall be depreciated over the manufacturer’s estimated useful service life.
The upload software shall be depreciated over the estimated useful service life of the program
not to exceed 5 years.

201 Supplemental Financing

Many borrowers secure additional financing from sources other than RUS. CFC was
established to provide a source of supplemental financing. Although the accounting provided
in this section refers to CFC, it is applicable to other sources of supplemental financing as
well.

1. Membership Fees

When a membership fee is paid to CFC, the payment shall be recorded as a debit to Account
123.23, Other Investments in Associated Organizations.

2. Subscriptions

The subscription agreement to purchase Capital Term Certificates (CTCs) is a binding
obligation to pay an initial subscription in equal annual payments over the first three years and
an additional annual subscription payable in the fourth through fifteenth years.

The annual subscriptions to CFC for the fourth through fifteenth years is 2.0 percent of total
operating revenues after deducting the cost of power. Using the best data available, each
borrower shall estimate the amount of CTCs that are required to be purchased. Estimates are
not expected to be precise and adjustments shall be made when future projections indicate a
change is needed. When the agreement to purchase CTCs is made, an entry shall be
recorded debiting Account 123.21, Subscriptions to Capital Term Certificates—Supplemental
Financing, and crediting Account 224.11, Other Long-Term Debit—Subscriptions. When the
CTCs are actually purchased, the following entries shall be recorded:

Dr. 224.11, Other Long-Term Debt—Subscriptions

Cr. 131.1, Cash—General

Dr. 123.22, Investments in Capital Term Certificates—Supplemental Financing

Cr. 123.21, Subscriptions to Capital Term Certificates—Supplemental Financing

3. Interest Receipts

Interest accrues monthly to the holder of CTCs at a rate in accordance with the terms of the
CFC Invitation to Subscribe. The accrual of interest and the receipt of interest proceeds shall
be recorded as follows:

Dr. 171, Interest and Dividends Receivable

Cr. 419, Interest and Dividend Income

To record the monthly accrual of interest.

Dr. 131.1, Cash—General
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Cr. 171, Interest and Dividends Receivable

To record the receipt of interest proceeds from the investment in CTCs.

Note: Any amounts received in excess of the previous accruals shall be credited to Account
419.

Interest penalties may be charged by CFC for late payments on any subscription from the
date that the payment was due to the date that the payment was actually received. Such
charges shall be expensed to Account 431 Other Interest Expense.

4. Notes

If a note is due more than one year after the date of the note, the appropriate subaccount of
Account 224, Other Long-Term Debt, shall be credited. lithe note is due less than one year
from the date of the note, Account 231, Notes Payable, shall be credited.

When a loan from CFC has been consummated and a note is executed, Account 224.13,
Supplemental Financing Notes Executed—Debit, shall be debited; and Account 224.12, Other
Long-Term Debt—Supplemental Financing, credited. When a loan from another source has
been consummated, Account 224.15, Notes Executed—Other—Debit, shall be debited; and
Account 224.14, Other Long-Term Debt—Miscellaneous, credited.

5. Loan Proceeds

Cash proceeds from unsecured short-term loans shall be deposited into the General Fund
Account. Cash proceeds from all secured loans shall be deposited into the Construction Fund
Trustee Account.

From two to seven percent, depending upon the class of borrower and its debt-equity ratio, of
each CFC loan is applied to the purchase of Capital Term Certificates. At the time of a
borrower’s first requisition under the CFC loan, the following entry shall be recorded:

Dr. 131.2, Cash—Construction Fund—Trustee

Dr. 123.22, Investments in Capital Term Certificates—Supplemental Financing

Cr. 224.13, Supplemental Financing Notes Executed—Debit

To record the requisition of funds from CFC.

6. Capital Credits

As a result of borrowing from CFC or other lenders organized on a cooperative basis, a
borrower may receive capital credit allocations. These allocations are usually based upon the
borrower’s participation in the lending program with participation measured by the amount of
interest expense and conversion costs incurred.

To account for patronage capital allocations from cooperative lenders, the following journal
entries shall be recorded:

Dr. 123.1, Patronage Capital from Associated Cooperatives

Cr. 424, Other Capital Credits and Patronage Capital Allocations

To record the allocation of capital credits from a cooperative lender.
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Note: If any portion of the interest expense was capitalized as a component of construction
cost, a similar portion of the capital credit allocation shall be credited to construction rather
than to Account 424. The portion credited to construction shall be determined by applying the
percentage of interest expense charged to construction for that particular lender to the interest
expense incurred for that lender.

Dr. 131.1, Cash—General

Cr. 123.1, Patronage Capital from Associated Cooperatives

To record the cash receipt of patronage capital credits from cooperative lenders.

301 Forfeited Customers’ Deposits

Customers may be required to make deposits to guarantee payment of amounts billed for
electric service. When a customer discontinues service, the customer’s deposit shall first be
applied to unpaid energy bills, with the balance remitted by check to the customer. If the
check is returned, it shall be voided and the original entry that was made when the check was
issued shall be reversed.

Unclaimed balances of customer deposits shall remain in Account 235, Customer Deposits,
until the legal liability of the cooperative to make such a refund has elapsed. When there is no
further legal liability to refund the deposit and if it does not escheat to the state, it shall be
transferred to Account 144, Accumulated Provision for Uncollectible Customer Accounts—
Credit, retaining full information of all particulars.

401 Computer Software Costs

Computer software consists of programs and routines (sets of computer instructions) which
direct the operation of the computer. Software may refer to generalized routines useful in
computer operations or to programs for specific applications such as payroll.

The distinction between generalized software and application software is important.
Generalized software provides operating support for individual applications. This would
include programs for such tasks as making printouts of machine-readable records, sorting
records, organizing and maintaining files, translating programs written in a symbolic language
into machine-language instructions, and scheduling jobs through the computer. These
programs are generally furnished by the manufacturer.

Application software consists of a set of instructions for performing a particular data
processing task. Application programs are generally written by the user installation, but are
frequently obtained as prewritten packages from software vendors. Application software
includes programs such as payroll, billing, general ledger, as well as engineering or
managerial applications.

Costs incurred with the purchase or development of computer software shall be accounted for
as follows:

1. Capitalize in a subaccount of Account 391, Office Furniture and Equipment, all costs for
generalized software. Depreciate the cost over the service life (or remaining life) of the main
hardware (i.e., containing central processor). If the purchase invoice does not break out or
assign a cost to the ‘generalized software,” it is appropriate to include the full amount in
hardware costs. Capitalize in a separate subaccount of Account 391, all costs for applications
software determined to have a service life of over one year. Depreciate the cost over the
estimated useful service life of the program. This depreciation period shall not exceed five (5)
years. RUS realizes, however, that there may be circumstances that justify a useful life longer
than 5 years. When this is the case and it is management’s intent to utilize these programs
over an extended period, written justification shall be submitted to RUS for approval.

Case No. 2012-00535
Attachment for Post-Hearing Reqtiest for Information Item 4

Page 290 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=b7b89ca8bf5 5 59204b2f0ebf4f565... 9/25/2012



Electronic Code of Federal Regulations: Page 291 of 332

2. Expense in Account 921, Office Supplies and Expenses, in the period incurred, all costsassociated with the maintenance, updating, and conversion of files or revision of all software,and all costs for software with a useful life of less than 1 year. Also expense in Account 921,the unamortized cost of all software determined, during the year, to be no longer used by oruseful to the cooperative. Such costs that are clearly applicable to any category of operatingexpenses other than the administrative and general category, however, shall be included inthe appropriate account in such category. In accordance with the USoA, no portion of suchcosts shall be capitalized to construction or retirement activities.

In determining the total cost of purchased or internally developed software, the following itemsshall be included:

a. Costs incurred for feasibility studies if they result in the purchase or development of
software;

b. All costs related to the actual purchase or development of the software. These costs mustbe specifically identifiable with the software and properly supported by time cards, invoices, orother documents; and

c. All costs incurred in “testing and debugging” the software.

Computer software costs are properly chargeable to Account 107, Construction Work inProgress, provided that the following criteria are met:

1. The computer program is specifically dedicated to performing a construction related activity,and

2. The cost of the software is itemized separate and apart from other hardware and softwarecosts.

The cost of software programs meeting the above requirements and having an estimated
useful service life in excess of 1 year shall be recorded in Account 166, Miscellaneous
Deferred Debits, and amortized to Account 107, Construction Work in Progress, over theestimated service life of the program not to exceed 5 years.

All costs related to training personnel in the use of software shall be expensed as incurred.

The accounting in this section is not intended to apply to immaterial amounts. When it is
deemed that the costs of the recordkeeping necessary to amortize these costs outweigh thebenefits to the members, software costs shall be expensed in the year incurred.

For computer costs relating to load control equipment, refer to Item 118 of this section.

402 Legal Expenses

Utilities may incur legal expenses which pertain to construction activities, loan activities, orgeneral services. The proper accounting treatment for legal expenses is as follows:

1. Legal fees incurred in connection with a construction project, including the court costs
directly related thereto, which can be identified and supported as such, shall be capitalized inAccount 107, Construction Work-in-Progress, as a cost of construction.

2. Legal fees specifically identified and properly supported as resulting from activities
designed to obtain long-term debt, shall be deferred in Account 181, Unamortized Debt
Expense.

3. Legal fees for all other services and fees which cannot be properly identified will require
expensing to either Account 417.1, Expenses of Nonutility Operations, or Account 923,
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Outside Services Employed, as appropriate.

To properly support the capitalization or deferral of legal fees, the attorney shall provide an
itemization of services performed and the corresponding costs. Only those costs specifically
identified by the attorney as being related to construction or loan activities shall be capitalized
or deferred as described above.

403 Leases

Lease transactions shall be accounted for as either a capital lease or an operating lease
depending upon whether or not the lease meets the criteria for classification as a capital
lease. The definitions for capital and operating leases and the criteria used to determine which
method shall be used are as follows:

Definitions

1. Capital Lease: A lease that transfers substantially all of the benefits and risks inherent in
the ownership of the property to the lessee, who accounts for the lease as an acquisition of an
asset and the incurrence of a liability.

2. Operating Lease: An operating lease is a simple rental agreement which does not meet the
criteria for a capital lease. Under the terms of an operating lease, the lessee records the rental
payments due over the term of the lease as rent expense.

Criteria

A lease agreement shall be classified as a capital lease if one or more of the following criteria
is met:

1. Ownership of the property is transferred 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 useful life of the leased
property; or

4. The present value of the lease payments at the inception of the lease equals or exceeds 90
percent of the fair market value of the leased property.

A lease agreement qualifying as a capital lease shall be recorded in either Account 101 .1,
Property Under Capital Leases;Account 120.6, Nuclear Fuel Under Capital Leases; or
Account 121, Nonutility Property, as appropriate, at the present value (at the beginning of the
lease term) of the minimum lease payments. If, however, this amount exceeds the fair value
of the leased property at the inception of the lease, the asset shall be recorded at its fair
market value. An offsetting credit shall be recorded in Account 227, Obligations Under Capital
Leases—Noncurrent, with the current portion recorded in Account 243, Obligations Under
Capital Leases—Current. Assets recorded in Account 101.1 shall be classified separately
according to the detailed accounts (30 1—399) provided for electric plant in service.

Monthly payments made under the lease obligation shall be charged to rent expense, fuel
expense, or construction work-in-progress as they become payable. Similarly, the leased
asset and the associated obligation shall be reduced by the current amount due.

The following journal entries shall be used by the lessee to record capital lease transactions:

Dr. 101.1, Property Under Capital Leases

Cr. 243, Obligations Under Capital Leases—Current
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Cr. 227, Obligations Under Capital Leases—Noncurrent

To record the capital lease agreement.

Dr. 550, Rents

Cr. 232, Accounts Payable

Dr. 243, Obligations Under Capital Leases—Current

Cr. 101.1, Property Under Capital Leases

To record the monthly rental payment due.

Dr. 232, Accounts Payable

Cr. 131.1, Cash—General

To record the monthly lease payment.

Operating leases which are simple rental agreements do not require the recording of an asset
or a liability. The entries that are required to record an operating lease by the lessee are as
follows:

Dr. 550, Rents

Cr. 232, Accounts Payable

To record the monthly rental payment due.

Dr. 232, Accounts Payable

Cr. 131.1, Cash—General

To record the monthly lease payment.

For purposes of illustration, the journal entries presented in this interpretation debit Account
550, Rents. However, Account 507, Rents (steam power generation); Account 525, Rents
(nuclear power generation); Account 540, Rents (hydraulic power generation); Account 550,
Rents (other power production); Account 567, Rents (transmission expense); Account 589,
Rents (distribution expense); and Account 931, Rents (general and administrative), should be
charged, as appropriate, depending upon the function of the equipment being leased.

404 Consolidated Financial Statements

In October 1987, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 94, Consolidation of All Majority-Owned Subsidiaries (Statement
No. 94). For purposes of reporting to RUS, Statement No. 94 shall be applied as follows:

1. An RUS borrower that is a subsidiary of another entity shall prepare and submit to RUS
separate financial statements even though this financial information is presented in the
parent’s consolidated statements.

2. In those cases in which an RUS borrower has a majority-ownership in a subsidiary, the
borrower must prepare consolidated financial statements in accordance with the requirements
of Statement No. 94. These consolidated statements must also include supplementary
schedules presenting a Balance Sheet and Income Statement for each majority-owned Case No. 2012-00535
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subsidiary included in the consolidated statements.

Although Statement No. 94 requires the consolidation of majority-owned subsidiaries, Forms 7
and 12 must be prepared on a basis consistent with the equity method of accounting for
investments. For distribution borrowers, this requires that the investment be shown on Form 7
in Part C, Balance Sheet, on line 7, Investments in Subsidiary Companies, or line 9,
Investments in Associated Organizations—Other—General Funds, as appropriate. The result
of operation is shown in Part A, Statement of Operations, on line 23, Income ( Loss) from
Equity Investments. For generation and transmission borrowers, the investments should be
shown on Form 12, in Section C, Balance Sheet, on Line 7, Investments in Subsidiary
Companies, or Line 9, Investments in Associated Organizations—Other—General Funds, as
appropriate. The result of operations should be shown in Section A, Statement of Operations,
on line 30, Income (Loss) from Equity Investments.

501 Patronage Capital Assignments

Accounting for patronage capital and margins may vary depending upon the individual
cooperative’s bylaws. The comments contained in this section relate to the application of the
standard bylaw provisions.

The entries required, at year’s end, to record patronage capital transactions where there is no
major merchandising program are as follows:

Dr. 219.1, Operating Margins

Dr. 219.2, Nonoperating margins

Cr. 201.2, Patronage Capital Assignable

To record the amount of patronage capital assignable.

Dr. 201.2, Patronage Capital Assignable

Cr. 201.1, Patronage Capital Credits

To record the allocation of patronage capital to the patrons’ accounts.

The procedure for determining the amount of patronage capital assignable to the individual
patron on a total dollar basis is as follows:

1. Determine the total amount to be assigned for the year (Account 201.2).

2. Determine patronage from electric service, the total of consumers’ billings (Accounts 440—
447).

3. Determine the percentage factor to be used in calculating patronage capital to be credited
to each consumer account. Divide “1” by ‘2”.

4. Determine the amount of capital to be credited to each consumer. Multiply the individual
consumeis billings for the year by the percentage factor obtained in ‘3” above.

The procedure for determining the amount of patronage capital assignable to the individual
patron on a dollar basis, less the cost of power, is as follows:

1. Determine the total amount to be assigned for the year.

2. Determine the total amount of revenue received from each classification of customers.
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3. Determine the total cost of power for each classification of customers. (For example, use
cost per kWh sold).

4. For each classification of customers subtract the amount obtained in “3” from the amount
obtained in ‘2,” to obtain the total amount received, less cost of power, by classification of
customers.

5. Add the amounts obtained in “4” to obtain the total amount of revenue, less cost of power.

6. Divide the total amount received, less cost of power for each classification of customers
(amounts obtained in “4”), by the total amount received, less cost of power for all customers
(amount obtained in “5”) to obtain the prorata percentage for each classification of customers.

7. Multiply the total amount to be allocated (amount obtained in “1”) by the prorata percentage
for each classification of customers (obtained in “6”) to obtain the amount to be assigned each
classification of customers.

8. Divide the amount to be assigned each classification of customers (amount obtained in “7”)
by the total amount received from the classification of customers (amount obtain in “2”) to
obtain the percentage factor for each classification of customers.

9. Determine the total amount received from each individual customer.

10. Multiply the total amount received from each individual customer (amount obtained in “9”)
by the percentage factor for his classification (amount obtained in “8”) to obtain the amount of
capital to be assigned each individual customer.

After calculating the patronage capital to be credited to each customer, there is usually a
small balance remaining. This small balance shall remain in Account 201.2, Patronage Capital
Assignable, and shall be added to the amount to be assigned in the following year.

Proper records shall be maintained to support all capital credit transactions. As a minimum,
these records shall show, for each patron, the amount of capital credited for each year as well
as the amount and date retired for each year.

The process of transferring capital credits from the Patronage Capital Assignable accounts to
the Patrons’ Capital Credits Assigned accounts or to the Patrons’ Capital Credits accounts
and the making of entries to individual patron’s records constitutes an assignment of capital
credits. This holds true for recordkeeping purposes as well as from a legal point of view. This
assignment shall be followed by formal notification to patrons within a reasonable period of
time.

In the event that a distribution cooperative incurs a net loss, that loss shall not be allocated to
its members (patrons). The loss shall be accumulated and offset by future nonoperating
margins.

502 Patronage Capital Retirements

As the board of directors has the responsibility for determining whether the financial condition
of the cooperative will permit retirement of capital credits and whether the proposed retirement
complies with mortgage and bylaw provisions, the authorization for the retirement shall be set
forth in the board minutes. The entries to record the general retirement of capital credits shall
be as follows:

Dr. 201.1, Patronage Capital Credits

Cr. 238.1, Patronage Capital Payable
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To record the board of directors authorization to make payments of capital credits.

Dr. 238.1, Patronage Capital Payable

Cr. 131.1, Cash—General.

To record actual cash payments of capital credits.

Note: To provide better control over the payment of patronage capital credits, a special
checking account should be established in an amount equal to the authorized general
retirement. Special prenumbered checks shall be used for each general retirement of
patronage capital.

To strengthen intemal control and to facilitate the settlement of estates, the board should
adopt a policy specifying exactly how payments of capital credits shall be made to the estates
of deceased patrons. Payments made to estates shall be recorded as follows:

Dr. 201.1, Patronage Capital Credits

Cr. 131.1, Cash—General

To record the payment of capital credits when an estate is settled by refunding 100 cents on
the dollar.

Dr. 201.1, Patronage Capital Credits

Cr. 131.1, Cash—General

Cr. 217, Retired Capital Credits—Gain

To record the payment of capital credits when an estate is settled for less than the full amount
of capital credited to the deceased customer’s account.

Dr. 217, Retired Capital Credits—Gain

Cr. 201.2, Patronage Capital Assignable

To record the reallocation to current patrons of the amount of the discount, if provided for in
the bylaws.

If a capital credit check is returned due to an inability to locate the patron, it shall be held
pending a recheck of available records to ascertain the correct address of the patron. If it is
determined that the patron cannot be located, the check shall be cancelled and the amount of
the check debited to Account 131.1, Cash—General, and credited to Account 217, Retired
Capital Credits—Gain. If the state, however, has unclaimed property laws to which the
amount is subject, the amount shall be credited to Account 253, Other Deferred Credits, until
final disposition has been made. A notation shall be made in the records of the former patron
to facilitate payment if his or her whereabouts is subsequently determined.

If the records show that a number of former patrons have moved and left no forwarding
address, it is not necessary to prepare a capital credit retirement check for these patrons
when a general retirement of capital credits is made. When setting funds aside to make a
general retirement, however, appropriate amounts shall be included to cover payments due
these patrons. The cooperative shall then make a reasonable effort to locate these patrons
through publication of their names in the newsletter or local newspaper. If the patrons are not
located, the amounts set aside and the credits to their accounts shall be handled in a manner
similar to those for whom payment checks are returned.
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Under the standard bylaw provisions recommended by RUS, it is not proper to use capital
credits that were assigned to former patrons to liquidate their delinquent bills. When the
standard bylaws are in effect and collection efforts have failed, the balance of an uncollectible
bill, after application of customers deposits and membership fees, shall be charged against
the accumulated provision for uncollectible accounts. If the patron has capital credits assigned
to him or her, these remain untouched except for a notation to indicate the amount of the
unpaid bill. When a general retirement of capital credits is made at some future date, amounts
which would otherwise be due the patron may be applied to satisfy the unpaid bill with the
balance refunded to him or her.

503 Operating and Nonoperating Margins

Occasionally questions arise concerning the accounting for the balances in Accounts 218,
Capital Gains and Losses; 219.3, Other Margins; 219.4, Other Margins and Equities-Prior
Periods; 434, Extraordinary Income; and 435, Extraordinary Deductions. The balance in these
accounts shall be accounted for as follows:

1. The balance in Account 219.4, Other Margins and Equities—Prior Periods, shall be
transferred, at year’s end, to Account 219.1 or 219.2, as appropriate. Accounts 219.1 and
219.2 are then closed to Account 201 .2, Patronage Capital Assignable, unless otherwise
provided for in the bylaws.

2. The balances in Account 434, Extraordinary Income, and Account 435, Extraordinary
Deductions, shall be cleared to Account 219.2 at year’s end.

3. The balances in Account 219.3, Other Margins, and Account 218, Capital Gains and
Losses, shall remain in these accounts unless they are allocated to patrons or used to absorb
future losses as provided for in the bylaws of the cooperative.

When a cooperative is engaged in a major merchandising activity, all costs properly
chargeable to the merchandising activity shall be allocated as such to offset the associated
revenue. Nonoperating margins generated from this source shall be prorated annually on a
patronage basis and credited to those patrons accounts from whom such amounts were
obtained. Merchandising activities of this nature may require a bylaw provision allowing for the
allocation of margins generated by a major merchandising activity separate from other
operating or nonoperating margins.

If, at the time of the adoption of the bylaw provisions for the allocation of nonoperating
margins, there are prior years’ losses resulting in debit balances in Accounts 218, Capital
Gains and Losses; 219.1, Operating Margins; 219.2, Nonoperating Margins; or 21 9.3, Other
Margins; the credit balances in Accounts 218, 219.2, or 219.3 resulting from prior years’
operations shall be transferred, to the extent necessary, to offset such deficits. If the board
determines that amounts shall be allocated to prior years’ patrons, the credit balances
remaining in these accounts shall be transferred to Account 201.2, Patronage Capital
Assignable.

If there are current year’s losses resulting in debit balances in either Account 219.1 or 219.2,
credit balances in Accounts 219.2, 219.3, and 218 shall be transferred, to the extent
necessary, to offset such deficits. Remaining credit balances allocable to patrons shall be
transferred to Account 1.2.

504 Patronage Capital from G&T Cooperatives

When a cooperative receives capital credits from a G&T cooperative, the transaction shall be
recorded by a debit to Account 123.1, Patronage Capital from Associated Cooperatives, and a
credit to Account 423, Generation and Transmission Cooperative Capital Credits. This entry
shall be made priorto the closing of the cooperative’s books even though, in most cases, the
notice of the G&T allocation is not received until after the close of the year to which t relates.
If precise information cannot be obtained from the G&T within a reasonable time, capital
credits shall be recorded on an estimated basis. The difference between the estimated Case No. 2012-00535
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amount and the actual shall be recognized in the following year unless the difference is
material.

A distribution cooperative shall not recognize its proportionate share of losses incurred by the
G&T. G&T losses shall be accumulated and offset as provided for in the bylaws. Unlike
distribution cooperatives, a G&T has the option to offset accumulated losses with future
operating and/or nonoperating margins.

505 Patronage Capital Furnished by Other Cooperative Service Organizations

Utilities may obtain long-term and short-term loans, telephone or data processing services, or
may purchase oil, gasoline, materials, insurance, and various items from cooperative or
mutual enterprises. These enterprises often make patronage refunds or provide evidence that
an amount equal to such a refund has been credited to the utility as an investment of capital.
The refund may be in the form of cash in the year following the purchase or it may be
deducted from the next invoice. The notice of patronage credited to the borrower’s account
may indicate that such capital may be retired at some future date upon certain conditions
having been met. The following provides the accounting journal entries for these types of
transactions:

1. Insurance policy refunds from mutual companies, in cash or as credits against subsequent
purchases, shall be credited to the appropriate expense account. If sufficient information is not
available to credit the refunds to the appropriate expense accounts, they shall be credited to
Account 165, Prepayments, and reduce premiums for the current year.

2. Patronage capital allocations from cooperatives, other than mutual insurance companies,
shall be credited, in the year that the allocation notice is received, to Account 424, Other
Capital Credits and Patronage Allocations, or to construction work-in-progress, as
appropriate. The allocation of patronage capital credits between Account 424 and construction
work-in-progress shall be made on an equitable basis. For example, patronage capital
allocations received from a cooperative money lender are allocated between Account 424 and
construction work-in-progress based upon the ratio of interest charged to construction for that
particular lender to total interest expense incurred for that lender. Patronage capital
allocations received from a material supplier are allocated based upon the ratio of materials
charged to construction to total materials purchased.

3. The face amount of patronage capital certificates received by the cooperative from the
purchase of goods or services from cooperative money lenders (CFC), oil dealers, material
suppliers, pole treating plants, communications services, and others shall be charged to either
Account 123.1, Patronage Capital from Associated Cooperatives, or Account 124, Other
Investments, as appropriate. Account 123.1 shall include investments in only those
cooperatives, or enterprises, that are directly related to the electric utility industry and
controlled by the electric cooperatives. These include statewide cooperatives, power
cooperatives, and NRECA. Other investments in oil cooperatives and insurance companies
shall be charged to Account 124.

506 Forfeited Membership Fees

The bylaws of each cooperative prescribe certain rules and regulations concerning
membership in the cooperative. Among these are provisions for forfeiture of membership fees.
Some bylaws provide for application of membership fees against any unpaid accounts at the
time of termination of service. Any remaining balance may be refunded to the member.
Balances that cannot be refunded to the member due to an inability to locate the member or
due to bylaw restriction, shall be credited to Account 208, Donated Capital, provided they do
not escheat to the state. If disposition of the fees cannot be determined immediately, the
amount involved shall be transferred to Account 253, Other Deferred Credits, until the
determination is made.

601 Employee Benefits
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The costs of employees’ fringe benefits (hospitalization, retirement, holiday, sick and vacation
pay, etc.) shall be accumulated in an appropriate clearing account and allocated monthly on
the basis of payroll. Vacation costs shall be accrued monthly by appropriate credits to an
accrual account. These monthly accruals shall be allocated on the basis of direct payroll costs
to construction, retirement, and the applicable operations, maintenance, and administrative
expense accounts.

Sick leave costs are not normally accwed unless the employee is entitled to be paid for
accumulated sick leave at the termination of employment. Salary payments and the
associated employee pensions and benefits and social security and other payroll taxes for an
employee who is actually sick shall be charged to the same account or accounts to which his
or her salary is normally charged.

602 Compensated Absences

Statement of Financial Accounting Standards No. 43, Accounting for Compensated Absences
(Statement No. 43), requires employers to accrue a liability as an employee earns the right to
be paid for future absences. Four criteria were established for this accrual:

1. The employer’s obligation for payment for future absences is attributable to employees’
services already performed.

2. The obligation relates to employee rights which vest or accumulate. Vested rights are
considered those for which the employer is obligated to make payment even if the employee
terminates. Rights which accumulate are those earned but unused rights to compensated
absences which may be carried forward to one or more periods, subsequent to the period in
which they are earned.

3. Payment of the compensation is probable.

4. The amount can be reasonably estimated.

A company’s liability shall be estimated based upon payments it expects to make as a result
of employees’ work already performed. If a reasonable estimate cannot be made, the
company shall disclose that fact in the financial statements.

Statement No. 43 does not apply to severance or termination pay, postretirement benefits,
deferred compensation, stock or stock options, group insurance, or other long-term fringe
benefits.

The entries required to account for the accrual of compensated absences are as follows:

Dr. 435.1, Cumulative Effect on Prior Years of a Change in Accounting Principle

Cr. 242.3, Accrued Employees’ Vacation and Holidays

To record the liability for benefits earned in prior years.

Dr. 107, Construction Work in Progress

Dr. 108.6, Retirement Work in Progress

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Cr. 242.3, Accrued Employees Vacation and Holidays

To record the liability for benefits earned in the current period.
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603 Employee Retirement and Group Insurance

Some borrowers have group insurance or retirement plans or both for their employees. As a
general rule the cost of these programs is borne partially by the cooperative and partially by
its employees. The cooperative may pay the full cost in advance and recover the employees
share through payroll deductions. The accounting for these transactions is as follows:

1. The cooperatives advanced payment of premiums on insurance and retirement
agreements shall be charged to Account 165, Prepayments, for the employers portion, and
Account 143, Other Accounts Receivable, for the employees portion.

2. The cost of the employer’s portion of a retirement and group insurance program shall be
charged to construction and retirement activities and the applicable operations, maintenance,
and administrative expense accounts based upon a specific identification with employees
labor costs charged therein or, in the absence of specific employee identification, based upon
direct labor dollars or direct labor hours depending upon which allocation technique provides
the most equitable distribution of costs.

604 Deferred Compensation

Many utilities participate in the NRECA Deferred Compensation Program. Based upon the
provisions of the program, the following accounting entries shall be made:

Dr. I 86.XX, Miscellaneous Deferred Debits—Deferred Compensation

Cr. 228.3, Accumulated Provision for Pensions and Benefits

To increase the deferred compensation provision by the amount of the annual deposit to
NRECAs Deferred Compensation Fund.

Dr. 128, Other Special Funds—Deferred Compensation

Cr. 131.1, Cash—General

To record the annual deposit to NRECA’s Deferred Compensation Fund.

Dr. Construction Work in Progress, Retirement Work in Progress, or the Various Operations,
Maintenance, and Administrative Expense Accounts, as appropriate.

Cr. 1 86.XX, Miscellaneous Deferred Debits—Deferred Compensation

To record monthly accrual of deferred compensation.

Note: If an employee joins the deferred compensation program during the year, use entry #1
to record the additional deposit to the NRECA Deferred Compensation Fund and increase the
monthly accrual in entry #2 to reflect this deposit.

NRECA provides borrowers that participate in the deferred compensation program with an
annual account statement disclosing the activity for each Homestead Fund investment
including the number of shares owned, interest income, dividend income, capital gains/losses,
and the value of the shares owned at statement date. Funds may be invested in the Short-
term Bond Fund, the Value Fund, the Short-term Government Securities Fund, and the Daily
Income Fund. Depending upon the Homestead Fund selected, invested funds may earn
interest and dividend income and may experience unrealized holding gains or losses. Based
upon the information provided on the annual statement, the following journal entries shall be
recorded to recognize the increase or decrease in the fund assets:

Dr. 128, Other Special Funds—Deferred Compensation Case No. 2012-00535
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Cr. 419, Interest and Dividend Income

Cr. 421, Miscellaneous Nonoperating Income

To record an increase in the fund value as of December 31, 1 9xx, resulting from interest and
dividend income and from unrecognized holding gains on trading securities.

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Cr. 228.3, Accumulated Provision for Pensions and Benefits

To record an increase in the liability to the employee resulting from an increase in the
investment account.

Dr. 426.5, Other Deductions

Cr. 128, Other Special Funds—Deferred Compensation

To record a decrease in fund value as of December 31, 1 9xx, resulting from unrecognized
holding losses on trading securities.

Dr. 228.3, Accumulated Provision for Pensions and Benefits

Cr. Various Operations, Maintenance, and Administrative Expense Accounts

To record a decrease in the liability to the employee resulting from a decrease in the
investment account.

Payments made to participating employees because of retirement or separation for other
reasons shall be recorded using the following entries:

Dr. 131.1, Cash—General

Cr. 128, Other Special Funds—Deferred Compensation

To record the receipt of funds from NRECA.

and

Dr. 228.3, Accumulated Provision for Pensions and Benefits

Cr. 131.1, Cash—General

To record payment to employee for deferred compensation.

If the borrower has elected to bear the market risk of the funds which guarantee that the
amount of money an employee receives will not be less than the amount of salary deferred,
the following entry shall be recorded if total payment(s) from NRECA are less than the amount
of salary deferred:

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Cr. 131.1, Cash—General

To record payment to employee for deferred compensation. Payment was made because
amount returned did not equal salary deferred.
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Appropriate disclosure of the terms of the program shall be made in the notes to the financial
statements.

605 Life Insurance Premium on Life of a Borrower Employee

Some borrowers insure the life of the manager and/or key employees with the borrower being
named as the beneficiary. Such arrangements shall be accounted for as follows:

1. Charge Account 426.2, Life Insurance, for the net amount of the premium paid each year
on the insurance policy.

2. At the anniversary date of the policy each year, charge Account 124, Other Investments,
and credit Account 426.2, Life Insurance, with the amount of the annual increase in the cash
surrender value of the policy; provided such increase is less than the net premium paid for
that year. If the annual increase in the surrender value exceeds the net premium paid for the
same year, only that portion of the surrender value increase equal to the net premium paid
shall be credited to Account 426.2. The remainder is to be credited to Account 419, Interest
and Dividend Income.

3. Upon retirement of the insured employee and surrender of the insurance policy, charge
Account 131.1, Cash—General, and credit Account 124, Other Investments, for the amount
received from the insurance company. If it is decided to grant to the retiring insured employee
all, or any portion, of the cash received upon surrender of the policy, Account 926, Employee
Pensions and Benefits, shall be charged and Account 131.1 credited for the amount paid to
the retiring employee.

4. If the insured employee dies within his term of service, charge Account 131.1, Cash—
General, for the face amount of the policy paid by the insurance company. Credit Account
124, Other Investments, for the cash surrender value previously charged thereto, and credit
the remainder to Account 421, Miscellaneous Nonoperating Income.

606 Pension Costs

With the issuance of Statement of Financial Accounting Standards No. 87, Employers’
Accounting for Pensions (Statement No. 87), there have been significant changes in the
accounting and reporting requirements relating to pension costs. This section will highlight the
accounting and reporting requirements for the major types of pension plans. It should be
noted, however, that the definitions and accounting procedures outlined in this section relate
to financial accounting and they may differ from those used for tax accounting.

Defined Benefit Pension Plans

A defined benefit pension plan is a plan that defines an amount of pension benefit to be
provided, usually as a function of one or more factors such as age, years of service, or
compensation. In a defined benefit plan, the employer promises to provide, in addition to
current wages, retirement income payments in future years after the employee retires or
terminates service. Generally, the amount of benefit to be paid depends upon a number of
future events that are incorporated into the plan’s benefit formula, after including how long the
employee and any survivors live, how many years of service the employee renders, and the
employee’s compensation in the years immediately before retirement or termination.

Under a defined benefit plan, the determination of pension costs, assets, liabilities, and the
disclosures in the financial statements require many calculations and assumptions to be
made. This section provides a general overview of the accounting and reporting requirements
associated with a defined benefit pension plan. Consult Statement No. 87 for guidance in
making the necessary calculations and assumption.

The accounting and reporting requirements related to a defined benefit pension plan are as
follows:
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1. The following components shall be included in the periodic recognition of net pension cost
by an employer sponsoring a defined benefit pension plan:

a. The service cost component recognized in a period shall be determined as the actuarial
present value of benefits attributed by the pension plan formula to employee service during
that period. The measurement of the service cost component requires use of an attribution
method and assumptions.

b. The interest cost component recognized in a period shall be determined as the increase in
the projected benefit obligation due to the passage of time. Measuring the projected benefit
obligation as a present value requires accrual of an interest cost at rates equal to the
assumed discount rates.

c. For a funded plan, the actual return on plan assets, if any, shall be determined based upon
the fair value of plan assets at the beginning and the end of the period, adjusted for
contributions and benefit payments.

U. Plan amendments (including initiation of a plan) often include provisions that grant
increased benefits based upon services rendered in prior period. Because plan amendments
are granted with the expectation that the employer will realize economic benefits in future
period, Statement No. 87 does not require the cost of providing such retroactive benefits (prior
service cost) to be included in net periodic pension cost entirely in the year of the amendment
but provides for recognition during the future service periods of those employees active at the
date of the amendment who are expected to receive benefits under the plan.

The cost of retroactive benefits (including benefits that are granted to retirees) is the increase
in the projected benefit obligation at the date of the amendment. Except as noted below, prior
service cost shall be amortized by assigning an equal amount to each future period of service
of each employee active at the date of the amendments who is expected to receive benefits
under the plan. If all or almost all of the plans participants are inactive, the cost of retroactive
plan amendments affecting benefits of inactive participants shall be amortized based upon the
remaining life expectancy of those participants rather than the remaining service period.

To reduce the complexity and detail of the computations required, consistent use of an
alternative amortization approach that more rapidly reduces the unrecognized cost of
retroactive amendments is acceptable. For example, a straight-line amortization of the cost
over the average remaining service period of employees expected to receive benefits under
the plan is acceptable. The alternative method used shall be disclosed.

In some situations, a history of regular plan amendments and other evidence may indicate
that the period during which the employee expects to realize economic benefits from an
amendment granting retroactive benefits is shorter than the entire remaining service period of
the active employees. Identification of such situations requires an assessment of the
individual circumstances and the substance of the particular plan situation. In those
circumstances, the amortization of prior service cost shall be accelerated to reflect the more
rapid expiration of the employer’s economic benefits and to recognize the cost in the periods
benefited.

A plan amendment can reduce rather than increase the projected benefit obligation. Such a
reduction shall be used to reduce an existing unrecognized prior service cost, and the excess,
if any, shall be amortized on the same basis as the cost of benefit increases.

e. Gains and losses are changes in the amount of either the projected benefit obligation or
plan assets resulting from experience different from that assumed and changes in
assumptions. Gains and losses include amounts that have been realized. Because gains and
losses may reflect refinements in estimates as well as real changes in economic values, and
because some gains in one period may be offset by losses in another or vice versa, the
recognition of gains and losses as components of net pension cost of the period in which they
arise is not required.
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The expected return on plan assets shall be determined based upon the expected long-term
rate of return on plan assets and the market-related value of plan assets. The market-related
value of plan assets shall be either fair value or a calculated value that recognizes changes infair value in a systematic and rational manner over not more than 5 years. Different ways of
calculating market-related value may be used for different classes of assets but the manner ofdetermining market-related value shall be applied consistently from year to year for each
asset class.

Asset gains and losses are the differences between the actual return on assets during aperiod and the expected return on assets for that period. Assets gains and losses include bothchanges reflected in the market-related value of assets and changes not yet reflected in themarket-related value (that is, the difference between the fair value of assets and the market-related value). Asset gains and losses not yet reflected in market-related values are not
required to be amortized.

As a minimum, amortization of an unrecognized gain or loss (excluding asset gains andlosses not yet reflected in market-related value) shall be included as a component of net
pension cost for a year if, as of the beginning of the year, that unrecognized net gain or loss
exceeds 10 percent of the greater of the projected benefit obligation or the market-related
value of plan assets. If amortization is required, the minimum amortization shall be thatexcess divided by the average remaining service period of active employees expected to
receive benefits under the plan. If all or almost all of a plan’s participants are inactive, the
average remaining life expectancy of the inactive participants shall be used instead of
average remaining service life.

Any systematic method of amortization of gains and losses may be used in lieu of the
minimum specified in the previous paragraph provided that the minimum is used in any periodin which the minimum is greater (i.e., reduces the net balance by more), the method is appliedconsistently, the method is applied similarly to both gains and losses, and the method is
disclosed.

The gain or loss component of net periodic pension cost shall consist of the difference
between the actual return on plan assets and the expected return on plan assets and
amortization of the unrecognized net gain or loss from previous periods.

2. A liability (unfunded accrued pension cost) shall be recognized if the net periodic pension
cost recognized pursuant to Statement No. 87 exceeds amounts the employer has contributed
to the plan. An asset (prepaid pension cost) shall be recognized if the net periodic pension
cost is less than the amounts the employer has contributed to the plan.

If the accumulated benefit obligation exceeds the fair value of plan assets, the employer shallrecognize a liability (including unfunded accrued pension cost) that is at least equal to the
unfunded accumulated benefit obligation. Recognition of an additional minimum liability isrequired if an unfunded accumulated benefit obligation exists and an asset has been
recognized as a prepaid pension cost, the liability already recognized as unfunded accrued
pension cost is less than the unfunded accumulated benefit obligation, or no accrued or
prepaid pension cost has been recognized.

If an additional minimum liability is recognized, an equal amount shall be recognized as an
intangible asset, provided that the asset does not exceed the amount of unrecognized prior
service cost. If an additional liability required to be recognized exceeds unrecognized prior
service cost, the excess (which represents a net loss not yet recognized as a net periodic
pension cost) shall be reported as a separate component (reduction) of equity.

When a new determination of the amount of additional liability is made to prepare a balancesheet, the related intangible asset and separate component of equity shall be eliminated or
adjusted, as necessary.

3. An employer sponsoring a defined benefit pension plan shall disclose the following
information:
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a. A description of the plan including employee groups covered, type of benefit formula,
funding policy, types of assets held and significant nonbenefit liabilities, if any, and the nature
and effect of significant matters affecting comparability of information for all period presented.

b. The amount of net periodic pension cost for the period showing separately the service cost
component, the interest cost component, the actual return on assets for the period, and the
net total of other components.

c. A schedule reconciling the funded status of the plan with amounts reported in the
employer’s balance sheet, showing separately, the fair value of plan assets, the projected
benefit obligation identifying the accumulated benefit obligation and the vested benefit
obligation, the amount of unrecognized prior service cost, the amount of unrecognized net
gain or loss including asset gains and losses not yet reflected in market-related value), the
amount of any remaining unrecognized net obligation or net asset existing at the date of initial
application of Statement No. 87, the amount of any additional liability recognized, and the
amount of net pension asset or liability recognized in the balance sheet (which is the net result
of combining the previous six items).

d. The weighted-average assumed discount rate and rate of compensation increase (if
applicable) used to measure the projected benefit obligation and the weighted-average
expected long-term rate of return on plan assets.

e. If applicable, the amount and type of securities of the employer and related parties included
in plan assets, and the approximate amount of annual benefits of employees and retirees
covered by annuity contracts issued by the employer and related parties. Also, if applicable,
the alternative amortization periods used.

f. An employer that sponsors two or more separate defined benefit pension plans shall
determine net periodic pension cost, liabilities, and assets by separately applying the
provisions of Statement No. 87 to each plan. In particular, unless an employer clearly has a
right to use the assets of one plan to pay benefits of another, a liability required to be
recognized for one plan shall not be reduced or eliminated because another plan has assets
in excess of its accumulated benefit obligation or because the employer has prepaid pension
cost related to another plan.

The required disclosures may be aggregated for all of an employer’s single-employer defined
benefit plans, or plans may be disaggregated into groups so as to provide the most useful
information. Plans with assets in excess of the accumulated benefit obligation, however, shall
not be aggregated with plans that have accumulated benefit obligations that exceed plan
assets.

Annuity Contracts

An annuity contract is a contract in which an insurance company unconditionally undertakes a
legal obligation to provide specified benefits to specific individuals in return for a fixed
consideration or premium. An annuity contract is irrevocable and involves the transfer of
significant risk from the employer to the insurance company. Some annuity contracts
(participating annuity contracts) provide that the purchaser (either the plan or the employer)
may participate in the experience of the insurance company. Under these contracts, the
insurance company ordinarily pays dividends to the purchaser. If the substance of a
participating contract is such that the employer remains subject to all or most of the risks and
rewards associated with the benefit obligation covered and the assets transferred to the
insurance company, that contract is not an annuity contract for purposes of Statement No. 87.

To the extent that benefits currently earned are covered by annuity contracts, the cost of
these benefits shall be the cost of purchasing the contracts, except as noted below. That is, if
all benefits attributed by the plan’s benefits formula to service in the current period are
covered by nonparticipating annuity contracts, the cost of the contracts determines the service
cost component of net pension cost for that period.
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Benefits provided by the pension benefit formula beyond benefits provided by annuity
contracts (for example, benefits related to future compensation levels) shall be accounted for
according to the provisions applicable to plans not involving insurance contracts.

Benefits covered by annuity contracts shall be excluded from the projected benefit obligation
and the accumulated benefit obligation. Except as noted below, annuity contracts shall be
excluded from plan assets.

Some annuity contracts provide that the purchaser (either the plan or the employer) may
participate in the experience of the insurance company. Under these contracts, the insurance
company ordinarily pays dividends to the purchaser, the effect of which is to reduce the cost
of the plan. The purchase price of a participating annuity contract ordinarily is higher than the
price of an equivalent contract without participation rights. The cost of the participation right
shall be recognized, at the date of purchase, as an asset. In subsequent periods, the
participation right shall be measured at its fair value if the contract is such that the fair value is
reasonably estimable. Otherwise, the participation right shall be measured at its amortized
cost (not in excess of its net realizable value), and the cost shall be amortized systematically
over the expected dividend period under the contract.

Other Contracts with Insurance Companies

Insurance contracts that are, in substance, equivalent to the purchase of annuities shall be
accounted for as such. Other contracts with insurance companies shall be accounted for as
investments and measured at fair value. For some contracts, the best available evidence of
fair value may be contract value. If a contract has a determinable cash surrender value or
conversion value, that is presumed to be its fair value.

Defined Contribution Plans

A defined contribution pension plan is a plan that provides pension benefits in return for
services rendered, provides an individual account for each participant, and has terms that
specify how contributions to the individual’s accounts are to be determined rather than the
amount of pension benefits the individual is to receive. Under a defined contribution plan, the
pension benefits a participant will receive depend only upon the amount contributed to the
participant’s account, the returns earned on investments of those contributions, and forfeitures
of other participants’ benefits that may be allocated to the participant’s account.

To the extent that a plan’s defined contributions to an individual’s account are to be made for
periods in which that individual renders services, the net pension cost for a period shall be the
contribution called for in that period. If a plan calls for contributions for periods after an
individual retires or terminates, the estimated cost shall be accrued during the employee’s
service period.

An employer that sponsors one or more defined contribution plans shall disclose the following
separately from its defined benefit plan disclosures:

1. A description of the plan(s) including employee groups coveted, the basis for determining
contributions, and the nature and effect of significant matters affecting comparability of
information for all periods presented.

2. The amount of cost recognized during the period.

A pension plan having characteristics of both a defined benefit plan and a defined contribution
plan requires careful analysis. If the substance of the plan is to provide a defined benefit, as
may be the case with some “target benefit” plans, the accounting and disclosure requirements
shall be determined in accordance with the provisions applicable to a defined benefit plan.

Multiemployer Plans
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A multiemployer plan is a pension plan to which two or more unrelated employers contribute,
usually pursuant to one or mote collective-bargaining agreements. A characteristic of
multiemployer plans is that assets contributed by one participating employer may be used to
provide benefits to employees of other participating employers since assets contributed by an
employer are not segregated in a separate account or restricted to provide benefits only to
employees of that employer.

An employer participating in a multiemployer plan shall recognize as net pension cost, the
required contribution for the period and shall recognize as a liability, any contributions due and
unpaid. The required contribution includes both current costs and prior service costs. If an
employer elects to fund prior service cost in full at the inception of the plan, the total payment
becomes the employer’s required contribution, and accordingly, its pension cost for the
period.

The following provisions are applicable to RUS borrowers participating in a multiemployer
pension plan:

1. An electric utility participating in a multiemployer plan may defer current period pension
expenses if the provisions of Statement of Financial Accounting Standards No. 71 (Statement
No. 71), Accounting for the Effects of Certain Types of Regulation, are applied.

Under the provisions of Statement No. 71, pension costs may be deferred provided such
costs are recovered through future rates.

2. An electric utility instituting an amendment to the NRECA Retirement and Security plan
enters into a contractual agreement to pay the costs incurred (prior service pension costs) for
the amendment. In such cases, the agreement is noncancelable and payable regardless of
continued participation in the plan.

Since the utility is unconditionally committed to making these payments and such payments
are not contingent upon the utility’s continued participation in the plan, the recognition of that
liability is appropriate. The costs associated with this liability shall be expensed, in their
entirety, when the liability is recognized.

The accounting journal entries required to record the transactions associated with a
multiemployer pension plan are as follows:

Sample 1—Current Pension Expense

The journal entry required to record the normal costs associated with the NRECA Retirement
and Security Program is as follows:

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 131.1, Cash—General

To record the payment of pension costs to NRECA.

Note: This entry shall not be recorded during the moratorium.

Sample 2—Prior Service Pension Expense

The journal entries required to record the prior service costs associated with the NRECA
Retirement and Security Program are as follows:
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1. If the RUS borrower elects to pay the prior service pension costs in full, and there is no
deferral of costs under the provision of Statement No. 71 the following entry shall be
recorded:

Dr. Various Operations Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 131.1, Cash—General

To record the payment of prior service pension costs to NRECA.

2. If the RUS borrower elects to finance prior service pension costs over a period of years and
there is no deferral of costs under the provisions of Statement No. 71, the following entries
shall be recorded:

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 224, Other Long-Term Debt

To record the liability to NRECA for prior service pension costs.

Dr. 224, Other Long-Term Debt

Dr. 427, Interest on Long-Term Debt

Cr. 131.1, Cash—General

To record the annual payment to NRECA for prior service pension costs.

3. If the RUS borrower elects to finance prior service pension costs over a period of years and
such costs are being deferred and amortized in accordance with the provisions of Statement
No. 71, the following entries shall be recorded:

Dr. 182.3, Other Regulatory Assets

Cr. 224, Other Long-Term Debt

To record the liability to NRECA for prior service pension costs.

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 182.3, Other Regulatory Assets

To record the amortization of deferred prior service pension costs.
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Dr. 224, Other Long-Term Debt

Dr. 427, Interest on Long-Term Debt

Cr. 131.1, Cash—General

To record the annual payment to NRECA for prior service pension costs.

4. If the RUS borrower elects to pay the prior service pension costs in full and such costs are
being deferred and amortized in accordance with the provisions of Statement No. 71, the
following entries shall be recorded:

Dr. 182.3, Other Regulatory Assets

Cr. 131.1, Cash—General

To record the payment to NRECA for prior service pension costs.

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 182.3, Other Regulatory Assets

To record the amortization of deferred prior service pension costs.

It should be noted that although the above entries relate specifically to the NRECA Retirement
and Security Program, they are applicable to all multiemployer pension plans.

An employer that participates in one or more multiemployer plans shall disclose the following
separately from disclosures for a single-employer plan:

1. A description of the multiemployer plan(s) including the employee groups covered, the type
of benefits provided (defined benefit or defined contribution), and the nature and effect of
significant matters affecting comparability of information for all periods presented.

2. The amount of cost recognized during the period.

Multiple-Employer Plans

A multiple-employer plan is, in substance, aggregations of single-employer plans combined to
pool their assets for investment purposes to reduce the cost of plan administration. Under a
multiple-employer plan, assets are segregated and specifically identified to an employer. In
addition, such plans may have features that allow participating employers to have different
benefit formulas. Such plans shall be considered single-employer plans for financial
accounting purposes and each employer’s accounting shall be based upon its respective
interest in the plan.

607 Unproductive Time

Lost time relating to construction, operations and maintenance shall be allocated on the basis
of direct payroll costs to the appropriate construction, operations or maintenance accounts in
the month incurred. Lost time is defined as time on duty during which productive work is not
performed due to inclement weather conditions, material shortages, machine repairs, or other
reasons.
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If lost time attributable to construction has a material effect on the construction accounts in
any one month, these costs shall be deferred and distributed over a reasonable period of time
by means of a predetermined percentage based upon direct labor.

608 Training Costs, Attendance at Meetings, Etc.

Utilities engage in many types of training programs. Seminars are conducted for directors,
managers, office managers, attorneys, engineers, and others. Bookkeepers and office
managers attend accountants’ meetings. Safety engineers attend safety schools and
subsequently conduct regular safety meetings at the cooperative. Costs incurred for the
various types of training activities shall be accounted for as follows:

1. Managers’ and directors’ expenses to attend the NRECA national and state conventions
shall be charged to Account 930.2, Miscellaneous General Expenses.

2. Management or engineering seminar fees, salary time attending such seminars including
the associated pensions and benefits expense and payroll taxes, and the related per diem
and expenses shall be charged to the functional expense accounts. Salaries paid to
employees shall also be charged to the appropriate functional expense account. Fees and
expenses for directors’ attendance shall be charged to Account 930.2, Miscellaneous General
Expenses.

3. When the office manager, bookkeeper, or work order clerk attends a state or regional
accounting meeting, their salary time and the associated employee pensions and benefits and
social security and other payroll taxes shall be charged to the account to which the
employees’ time is ordinarily charged.

4. Employees’ salary time employee and the associated pensions and benefits and social
security and other payroll taxes spent attending regular safety meetings conducted by the
cooperative shall be charged to the account to which the employees’ time is ordinarily
charged.

5. A safety engineer’s salary time and the associated employee pensions and benefits and
social security and other payroll taxes spent attending a statewide safety school shall be
charged to Account 925, Injuries and Damages.

6. The salary time and the associated employee pensions and benefits and social security
and other payroll taxes spent by a manager or line foreman conducting weekly safely
meetings shall be charged to the appropriate functional expense accounts including Account
590, Maintenance, Supervision and Engineering, and Account 920, Administrative and
General Services.

609 Maintenance and Operations

Operations” is the general term used to describe activities involved in the delivery of electric
service, by means of a distribution system, to the end user. It pertains to the use of the utility’s
electric plant facilities and does not include activities intended to prevent or remedy an
impending or actual breakdown of those facilities. These activities are classified as
maintenance.

“Maintenance” is the general term used to describe the activities involved in the upkeep and
repair, but not the enlargement or improvement, of property owned or leased and operated by
the company. It does not include the replacement of retirement units.

610 Financial Forecast

Costs incurred and salaries paid to perform a 10-year financial forecast shall be charged to
Account 920, Administrative and General Salaries. Related office supplies and expenses shall
be charged to Account 921, Office Supplies and Expenses. When a forecast is performed by Case No. 2012-00535
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an outside consultant, the cost shall be charged to Account 923, Outside Services Employed.

61 1 Advertising Expense

The cost of advertising and the cost of informing the public about the electric cooperative’s
activities shall be charged to Account 930.2, Miscellaneous General Expenses.

Most of a cooperative’s advertising is instructional in nature and relates the cooperatives
history and current activities. This type of advertising activity should not be confused with that
directed towards the enactment of a specific law or laws directed toward obtaining a specific
decision from a regulatory body. Political advertising of the type defined above shall be
charged to Account 426.4, Expenditures for Certain Civic, Political, and Related Activities.

612 Special Power Cost Study

A special power cost study is defined as a study to determine whether sufficient power will be
available in the future. If additional power or power sources are needed, the study determines
whether generation or purchase will supply the lesser cost. The study also indicates when
additional power will be needed. As costs are incurred, they shall be charged to a subaccount
of Account 186, Miscellaneous Deferred Debits. Upon completion of the study, the costs shall
be charged to Account 557, Other Expenses, or amortized to Account 557 over a period of
time not to exceed 5 years.

613 Mapping Costs

The purpose of posting completed work orders to system maps is to improve the operation of
the system. These costs shall, therefore, be charged to Account 588, Miscellaneous
Distribution Expenses. However, the cost of system mapping in the planning stage of
construction is an acceptable overhead cost of the resulting construction.

614 Member Relations Costs

Many electric cooperatives hire employees whose duties concern a mixture of power use and
member relations activities. The salaries for these employees shall be charged to Account
930.2, Miscellaneous General Expenses, except as provided below:

1. Account 912, Demonstrating and Selling Expenses, shall be charged with all labor,
material, advertising, and other expenses incurred in promotional, demonstrating, and selling
activities; the objective of which is to promote or retain the use of utility services by present or
prospective customers.

2. Account 930.1, General Advertising Expenses, shall be charged with labor, material, and
other expenses incurred in advertising and related activities, the cost of which by their content
and purpose, are not provided for elsewhere.

3. Account 416, Costs and Expenses of Merchandising, Jobbing, and Contract Work, shall be
charged with all costs specifically related to merchandising activities when the utility is
engaged in a major merchandising program.

4. Account 426.4, Expenditures for Certain Civic, Political, and Related Activities, shall be
charged with expenditures for the purpose of influencing public opinion with respect to the
election or appointment of public officials, referenda, legislation, or ordinances (either with
respect to the possible adoption of new referenda, legislation or ordinances or repeal or
modification of existing referenda, legislation or ordinances); or approval, modification, or
revocation of franchises; or for the purpose of influencing the decisions of public officials.
Account 426.4 shall not include expenditures which are directly related to appearances before
regulatory or other governmental bodies in connection with the borrower’s existing or
proposed operations.
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615 Statewide Fees

Additional fees collected by a statewide association from its members for construction of a
statewide building shall be charged to Account 930.2, Miscellaneous General Expenses. Any
amounts that are to be repaid by the state association shall be charged to Account 143, Other
Accounts Receivable, or Account 123.23, Other Investments in Associated Organizations,
depending upon the terms of the repayment.

616 Power Supply/Distribution Cooperative Borrowings

When a power supply cooperative borrows money from a distribution cooperative as the result
of a long-term loan agreement, the money shall be recorded on the books of the power supply
cooperative as general funds unless restricted to a specific purpose. If restricted, the funds
shall be recorded in Account 128, Other Special Funds. The resulting liability shall be
recorded in Account 224, Other Long-Term Debt.

The transaction shall be charged to Account 123.23, Other Investments in Associated
Organizations, on the books of the distribution cooperative.

617 Rate Discount Allowed by the Power Cooperative to Distribution Cooperatives Owning
Connecting Transmission Lines

A distribution cooperative purchases power from a power cooperative. The distribution
cooperative owns and operates the transmission line between the power cooperative’s
facilities and the distribution facilities. Because of this, power is sold at the standard rate at
which the power cooperative sells to other distribution cooperatives who do not own their
transmission lines, less a discount. The discount or reduction in rate is based upon the
distribution cooperative’s expense in operating and maintaining its transmission facilities. The
contract between the power cooperative and the distribution cooperative must specifically
state that the member shall receive a reduced rate or discount from the seller’s rate to other
member cooperatives.

Under this type of arrangement, the distribution cooperative shall record the cost of purchased
power by charging the net amount to Account 555, Purchased Power.

618 Theft Losses not Covered by Insurance

Utilities may suffer losses as a result of thefts of cash, materials and supplies, equipment, or
electric plant-in-service that is not covered by insurance. The charges for nominal uninsured
losses shall be recorded in the following accounts:

1. Cash—Account 924, Property Insurance, shall be charged.

2. Plant materials and operating supplies—Account 163, Stores Expense Undistributed, shall
be charged.

3. Equipment—Account 163, Stores Expense Undistributed, shall be charged for stores
equipment; and Account 184, Transportation Expense—Clearing, for transportation and
garage equipment. The appropriate miscellaneous operations or administrative expense
account (Account 506, 524, 539, 549, 566, 588, 905, 910, 916, or 930.2, as appropriate) shall
be charged for all other equipment.

4. Electric Plant-in-Service—A retirement work order shall be prepared for electric plant
constituting a unit of property. The loss due to retirement shall be charged to Account 108.6,
Accumulated Provision for Depreciation of Distribution Plant. If the plant does not constitute a
retirement unit, the loss shall be charged to the appropriate maintenance expense account.

619 Self Billing
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To maintain the books of accounts on an accrual basis, bills for customers who self bill and
have not sent in a reading or remittance, shall be estimated. A journal entry shall be made to
record the estimated revenue and kWh sold by debiting accounts receivable and crediting the
appropriate revenue accounts. The estimated bill shall be posted to the customer’s account
and identified by an appropriate symbol indicating that it is an estimate. Reconciliation with the
general ledger control is made in the usual manner.

620 Purchase Rebates

Some vendors from which electric cooperatives purchase plant materials and supplies and
merchandise for resale are making purchase rebates based upon the quantity or dollar
volume of purchases. These “quantity discounts” may be in the form of cash or credit
memoranda, in the form of prepaid package travel arrangements, or a combination of such
methods. The rebate shall be accounted for as a reduction in the cost of the material or
appliances upon which it was based.

In some instances, the rebate may be for material or appliances that are no longer in stock or
cannot be identified. If the rebate is based upon the purchase of plant materials and operating
supplies that are normally charged to Account 154, Plant Materials and Operating Supplies, a
credit shall be made to Account 163, Stores Expense Undistributed. If the rebate is based
upon appliances and equipment held for merchandising or contract work, the credit shall be
spread over the items in Account 155, Merchandise. To avoid materially distorting the cost of
the remaining appliances, if a portion of the items upon which the rebate was based are no
longer in stock, a portion of the credit shall be prorated to Account 416, Cost and Expenses of
Merchandising, Jobbing, and Contract Work, on the basis of the number of items sold to the
quantity remaining in stock.

If the rebate is in the form of a travel package or travel arrangements, the value of the rebate
shall be estimated and recorded as a reduction of the cost of the material or appliances upon
which it was based in a manner similar to that of the cash rebates discussed above. The
beneficiary of the travel or travel allowance shall be designated by or in accordance with
policy established by the board of directors. The contra charge to the reduction in cost shall
be to an appropriate account depending upon the relationship of the recipient to the
cooperative. For employees, this shall be Account 926, Employee Pensions and Benefits; for
directors or patrons, Account 930.2, Miscellaneous General Expenses.

621 Integrity Fund

The CFC Integrity Fund was established to assist borrowers in their attempts to stop takeover
bids by investor-owned utilities. A borrower makes a contribution to the Integrity Fund in the
form of cash or patronage capital refunds. CFC retains the contribution for a 5-year period
during which time the borrower earns interest on the balance in its account. Each year, the
borrower receives a statement indicating (both for the total fund and the individual borrower’s
share) the amount contributed, interest earned, disbursements made, and the ending balance.
The disbursements from the fund are allocated to each contributing borrower’s account based
upon their individual account balances. At the end of the 5-year period, the balance in the
account, if any, is refunded to the contributing borrower.

Since the contributing borrower will receive a refund only if its funds are not totally disbursed,
the contribution shall be charged to expense in Account 426.1, Donations. If any part of the
contribution is returned at the end of the 5-year period, the refund shall be credited to Account
421, Miscellaneous Nonoperating Income.

622 In-Substance Defeasance

An in-substance defeasance has been defined as the process whereby a debtor irrevocably
places cash or other assets in a trust to be used solely for the purpose of satisfying scheduled
payments of both principal and interest related to a specific debt obligation. Under the
structural arrangements of an in-substance defeasance, the probability that the debtor will be
required to make additional future debt payments is remote. In these specific circumstances, Case No. 2012-00535

Attachment for Post-Hearing Reqtiest for Information Item 4
Page313of332

http://ecfr.gpoaccess.gov/cgi/t/text!text-idx?c=ecfr&sid=b7b$9ca$bf5559204b2f0ebf4f565... 9/25/2012



Electronic Code of Federal Regulations: Page 314 of 332

debt has been determined to be extinguished even though the debtor has not been legally
released from his obligations under the debt instrument.

The trust established in a defeasance transaction is restricted as to the nature of the assets
held. The trust must be funded with monetary assets that are essentially risk free as to the
amount, timing, and collection of interest and principal. For debt denominated in United States
dollars, “risk free” assets are limited to:

1. Direct obligations of the United States government;

2. Obligations guaranteed by the United States government; and

3. Securities that are backed by United States government obligations as collateral under an
arrangement by which the interest and principal payments on the collateral, flow immediately
through to the holder of the security.

The monetary assets of the trust must provide cash flows sufficient to coincide with the
scheduled interest and principal payments on the defeased debt. If the trust is expected to
pay the costs associated with the defeasance, such as trustee fees, these costs must be
considered in determining the amount of funds required by the trust.

The principles of in-substance defeasance apply only to debt with specific maturities and fixed
payment schedules and, as such, do not apply to debt with variable terms in which advance
determination of debt service requirements is not possible.

Generally accepted accounting principles (GAAP) address the extinguishment of debt in
Accounting Principles Board Opinion No. 26, and Statement of Financial Accounting Standard
No. 76, Extinguishment of Debt. In accordance with these two statements, debt which has
been defeased remains recorded in the regulated books of account as do the assets placed in
the irrevocable trust. They are not, however, recognized as an asset and liability for financial
reporting purposes. The transaction, including the total amount of debt outstanding and the
total amount of debt that is considered extinguished at the end of the period, must be
disclosed in the footnotes to the financial statements as long as the debt remains outstanding.

Debt is frequently extinguished before its scheduled maturity. Debt may be extinguished by
the use of the borrower’s general funds, or by the reacquisition of another debt issue at a
different interest rate or varying terms. As these assets are expected to be revenue producing
during those years, both the assets and the revenue they generate may be utilized to meet
maturing debt payments. Therefore, in most instances, the dollar value of the assets initially
placed in the trust do not equal the dollar value of the outstanding principal balance. The
difference represents an economic” gain or loss to the borrower.

To provide consistency in reporting among all RUS borrowers, any gain or loss that is
recognized for financial statement purposes should be reported in accordance with the
provisions of General Instruction No. 17 of this part. Therefore, the gain or loss should be
amortized (for reporting purposes) in equal monthly amounts over the remaining life of the
original debt issue or the remaining life of the new issue. The gain or loss may be reported in
the current period only in those instances in which it is immaterial to the financial statements.

The RUS Form 7, Financial and Statistical Report, and the RUS Form 12, Operating Report—
Financial, must, however, reflect the actual amounts recorded in the books and records of the
borrower.

623 Satellite or Cable Television Services

Many electric borrowers have become involved in either providing satellite or cable television
services or obtaining satellite or cable television services for their own use. This section
outlines the accounting to be followed when recording transactions involving satellite or cable
television services.

Case No. 2012-00535
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1. Separate Subsidiary

If a borrower provides satellite or cable television services through a separate subsidiary, the
investment in the subsidiary shall be recorded in Account 123.11, Investment in Subsidiary
Companies. The net income or loss of the subsidiary shall be debited or credited to Account
123.11 as appropriate, with an offsetting entry to Account 418.1, Equity in Earnings of
Subsidiary Companies.

2. Segment of Current Operations

If a borrower provides satellite or cable television services as part of its normal operations, the
investment in satellite or cable television equipment shall be recorded in Account 121,
Nonutility Property. All income associated with these services shall be recorded in Account
417, Revenues from Nonutility Operations, and the associated expenses shall be charged to
Account 417.1, Expenses of Nonutility Operations.

3. Sale and Installation of Satellite or Cable Television Equipment

If a borrower sells or installs satellite or cable television equipment, the equipment purchased
for resale shall be recorded in Account 156, Other Materials and Supplies, until sold. The
revenues generated from such sales or installations shall be recorded in Account 415,
Revenues from Merchandising, Jobbing, and Contract Work, and the associated expenses
shall be charged to Account 416, Costs and Expenses of Merchandising, Jobbing, and
Contract Work.

4. Equipment Purchased for Own Use

If a borrower purchases satellite or cable television equipment for its own use, the investment
in the equipment shall be recorded in Account 397, Communication Equipment.

624 Pollution Control Bonds

The construction and installation of pollution control facilities are often financed by issuing tax
exempt municipal securities. The funds generated from the sale of these securities are
deposited into an account that is controlled by a designated trustee. The funds under the
control of the trustee are usually invested, earning interest, until they are needed.

Interest expense accrued on the pollution control bonds during the construction period shall
be capitalized in Account 107, Construction Work-in-Progress. After construction is complete,
all subsequent accruals of interest expense shall be charged to Account 427, Interest on
Long-Term Debt.

Interest income earned during the construction period shall be recorded as a debit to Account
171, Interest and Dividends Receivable, and a credit to Account 107, Construction Work-in-
Progress. Upon notification of receipt of the interest in the trustee account, Account 221 .XX,
Long-Term Debt—Pollution Control Bonds, shall be debited and Account 171, Interest and
Dividends Receivable shall be credited. Upon completion of construction, Account 419,
Interest and Dividend Income, shall be credited for the amount of interest income earned
during the period.

The entries required to account for the transactions associated with the issuance of pollution
control bonds are as follows:

Dr. 221 .XX, Long-Term Debt—Pollution Control Bonds—Trustee

Cr. Account 221 Xl, Long-Term Debt—Pollution Control Bonds

To record the sale of pollution control bonds.
Case No. 2012-00535
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Dr. 107, Construction Work-in-Progress

Cr. 232, Accounts Payable

To record costs incurred in construction of pollution control facilities.

Dr. 131.1, Cash—General Funds

Cr. 221 XX, Long-Term Debt—Pollution Control Bonds—Trustee

To record the transfer of funds from the trustee.

Dr. 107, Construction Work-in-Progress

Cr. 221 .XX, Long-Term Debt—Pollution Control Bonds—Trustee

To record interest expense on pollution control bonds.

Dr. 171, Interest and Dividends Receivable

Cr. 107, Construction Work-in-Progress

To record earnings from investments made by the trustee.

Dr. 221 .XX, Long-Term Debt—Pollution Control Bonds—Trustee

Cr. 171, Interest and Dividends Receivable

To record receipt of interest income by the trustee account.

Dr. XXX, Various Plant Accounts

Cr. 107, Construction Work-in-Progress

To close completed construction to the primary plant accounts.

625 Prepayment of Debt

Many RUS borrowers have decided to redeem (prepay) their issues of long-term debt. As a
result of this redemption, the borrower may incur a gain (discount) or a loss (penalty) on the
early extinguishment of debt. The accounting for this gain or loss is highlighted in this section.

If debt is redeemed without refunding (paid with general funds), the gain or loss incurred shall
be recorded in Account 189, Unamortized Loss on Reacquired Debt, or Account 257,
Unamortized Gain on Reacquired Debt, as appropriate. The borrower shall amortize the
recorded deferral on a monthly basis over the remaining life of the old debt issue. Amounts so
amortized shall be charged to Account 428.1, Amortization of Loss on Reacquired Debt, or
credited to Account 429.1, Amortization of Gain on Reacquired Debt—Credit, as appropriate.

If the debt is redeemed with refunding (refinanced), the gain or loss incurred shall be recorded
in Account 189 or Account 257, as appropriate. The borrower may elect to account for the
deferrals as follows:

1. Write them off immediately when the amounts are insignificant;

2. Amortize them by equal monthly amounts over the remaining life of the old debt issue; or
Case No. 201 2-00535
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3. Amortize them by equal monthly amounts over the life of the new debt issue.

Once an election has been made, it shall be applied on a consistent basis. Regardless of the
option selected, the amortization shall be charged to either Account 428.1 or 429.1, as
appropriate.

Where a regulatory authority having jurisdiction over the borrower specifically disallows the
rate principle of amortizing gains or losses on the redemption of long-term debt without
refunding, and does not apply the gain or loss to interest charges in computing the borrower’s
rates, the alternative method may be used to account for gains or losses relating to the
redemption of long-term debt with or without refunding. The alternative method requires that
gains or losses be recorded in Account 421, Miscellaneous Nonoperating Income, or Account
426.5, Other Deductions, as incurred. When the alternative method is used, the borrower shall
include a footnote to the financial statements stating the reason for using this method and its
treatment for rate making purposes.

626 Rural Economic Development Loan and Grant Program

On December 21, 1987, Section 313, Cushion of Credits Payments Program, was added to
the Rural Electrification Act. Section 313 establishes a Rural Economic Development
Subaccount and authorizes the Administrator of the Rural Utilities Service to provide zero
interest loans or grants to RE Act borrowers for the purpose of promoting rural economic
development and job creation projects.

Subpart B, Rural Economic Development Loan and Grant Program, 7 CFR Part 1703, sets
forth the policies and procedures relating to the zero interest loan program and for approving
and administering grants. The accounting journal entries required to record the transactions
associated with a rural economic development loan are as follows:

Dr. 224.17, RUS Notes Executed—Economic Development—Debit

Cr. 224.16, Long-Term Debt—RUS Economic Development Notes Executed

To record the contractual obligation to RUS for the Economic Development Notes.

Dr. 131.12, Cash—General—Economic Development Funds

Cr. 224.17, RUS Notes Executed—Economic Development—Debit

To record the receipt of the economic development loan funds.

Dr. 123, Investment in Associated Organizations or

Dr. 124, Other Investments

Cr. 131.12, Cash—General—Economic Development Funds

To record the disbursement of Economic development loan funds to the project.

Dr. 131 .1, Cash—General Funds

Cr. 421, Miscellaneous Nonoperating Income

To record payment received from the project for loan servicing charges.

Dr. 171, Interest and Dividends Receivable

Case No. 201 2-00535
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Cr. 419, Interest and Dividend Income

To record the interest earned on the investment of rural economic development loan funds.

Dr. 426.1, Donations or

Dr. 426.5, Other Deductions

Cr. 131.1, Cash—General Funds

To record the payment of interest earned in excess of $500.00 on the investment of rural
economic development loan funds.

Note: Interest earned in excess of $500.00 must be used for the rural economic development
project for which the loan funds were received or returned to RUS.

Dr. 131.12, Cash—General—Economic Development Funds

Cr. 123, Investment in Associated Organizations or

Cr. 124, Other Investments

To record receipt of the repayment, by the project, of economic development loan funds.

Dr. 426.5, Other Deductions

Cr. 123, Investment in Associated Organizations or

Cr. 124, Other Investments

To record the default, by a project, of economic development loan funds.

Dr. 224.16, Long-Term Debt—RUS Economic Development Notes Executed

Cr. 131.12, Cash—General—Economic Development Funds

To record the repayment, to RUS, of the economic development loan funds.

The accounting journal entries required to record the transactions associated with a rural
economic development grant are as follows:

Dr. 131.13, Cash—General—Economic Development Grant Funds

Cr. 224.18, Other Long-Term Debt—Grant Funds;

Cr. 208, Donated Capital; or

Cr. 421, Miscellaneous Nonoperating Income

To record grant funds disbursed by RUS. If the grant agreement requires repayment of the
funds upon termination of the revolving loan program, Account 224.18 should be credited. If
the grant agreement states that there is absolutely no obligation for repayment upon
termination of the revolving loan program, the funds should be accounted for as a permanent
infusion of capital by crediting Account 208. If, however, the grant agreement is silent as to
the final disposition of the grant funds, Account 421 should be credited.
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Dr. 123.3, Investment in Associated Organizations—Federal Economic Development Loans

Cr. 131.13, Cash—General—Economic Development Grant Funds

To record advances of Federal funds to associated organizations for authorized rural
economic development projects.

Dr. 124.1, Other Investments—Federal Economic Development Loans

Cr. 131.13, Cash—General—Economic Development Grant Funds

To record advances of Federal funds to nonassociated organizations for authorized rural
economic development projects.

Dr. 171, Interest and Dividends Receivable

Cr. 419, Interest and Dividend Income

To record the accrual of interest on loans made to associated and nonassociated
organizations with Federal funds for authorized rural economic development projects.

Dr. 131.14, Cash—General—Economic Development Non-Federal Revolving Funds

Cr. 123.3, Investment in Associated Organizations—Federal Economic Development Loans or

Cr. 124.1, Other Investments—Federal Economic Development Loans

To record repayment of loans made with Federal funds.

Dr. 123.4, Investment in Associated Organizations—Non-Federal Economic Development
Loans

Cr. 131.14, Cash—General—Economic Development Non-Federal Revolving Funds

To record advances of non-Federal funds to associated organizations for authorized rural
economic development projects.

Dr. 124.2, Other Investments—Non-Federal Economic Development Loans

Cr. 131.14, Cash—General—Economic Development Non-Federal Revolving Funds

To record advances of non-Federal funds to nonassociated organizations for authorized rural
economic development projects.

Dr. 171, Interest and Dividends Receivable

Cr. 419, Interest and Dividend Income

To record the accrual of interest on loans made to associated and nonassociated
organizations with non-Federal funds for authorized rural economic development projects.

Dr. 131.14, Cash—General—Economic Development Non-Federal Revolving Funds

Cr. 123.4, Investment in Associated Organizations—Non-Federal Economic Development
Loans or
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Cr. 124.2, Other Investments—Non-Federal Economic Development Loans

To record repayment of loans made with non-Federal funds.

627 Postretirement Benefits

Statement of Financial Accounting Standards No. 106, Employers’ Accounting for
Postretirement Benefits Other than Pensions (Statement No. 106), requires reporting entities
to accrue the expected cost of postretirement benefits during the years the employee provides
service to the entity. For purposes of applying the provisions of Statement No. 106, members
of the board of directors ate considered to be employees of the cooperative. Prior to the
issuance of Statement No. 106, most reporting entities accounted for postretirement benefit
costs on a “pay-as-you-go” basis; that is, costs were recognized when paid, not when the
employee provided service to the entity in exchange for the benefits.

As defined in Statement No. 106, a postretirement benefit plan is a deferred compensation
arrangement in which an employer promises to exchange future benefits for an employee’s
current services. Postretirement benefit plans may be funded or unfunded. Postretirement
benefits include, but are not limited to, health care, life insurance, tuition assistance, day care,
legal services, and housing subsidies provided outside of a pension plan.

This statement applies to both written plans and to plans whose existence is implied from a
practice of paying postretirement benefits. An employer’s practice of providing postretirement
benefits to selected employees under individual contracts with specified terms determined on
an employee-by-employee basis does not, however, constitute a postretirement benefit plan
under the provisions of this statement.

Postretirement benefit plans generally fall into three categories: single-employer defined
benefit plans, multi-employer plans, and multiple-employer plans.

The accounting requirements set forth in this interpretation focus on single-and multiple-
employer plans. The accounting requirements set forth in Statement No. 106 for
multiemployer plans or defined contribution plans shall be adopted for borrowers electing
those types of plans.

Under the provisions of Statement No. 106, there are two components of the postretirement
benefit cost: the current period cost and the transition obligation. The transition obligation is a
one-time accrual of the costs resulting from services already provided. Statement No. 106
allows the transition obligation to be deferred and amortized on a straight-line basis over the
average remaining service period of the active employees. If the average remaining service
life of the employees is less than 20 years, a 20-year amortization period may be used.

Accounting Requirements

All RUS borrowers must adopt the accrual accounting provisions and reporting requirements
set forth in Statement No. 106. The transition obligation and accrual of the current period cost
must be based upon an actuarial study. This study must be updated to allow the borrower to
comply with the measurement date requirements of Statement No. 106; however, the study
must, at a minimum, be updated every five years. RUS will not allow electric borrowers to
account for postretirement benefits on a “pay-as-you-go” basis.

The deferral and amortization of the transition obligation does not require RUS approval
provided that it complies with the provisions of Statement No. 106. If, however, a borrower
elects to expense the transition obligation in the current period and subsequently defer this
expense in accordance with Statement of Financial Accounting Standards No. 71, Accounting
for the Effects of Certain Types of Regulation, the deferral must be approved by RUS. In
those states in which the commission will not allow the recovery of the transition obligation
through future rates, the transition obligation must be expensed, in its entirety, in the year in
which Statement No. 106 is adopted. A portion of the transition obligation may be charged to
construction and retirement activities provided such charges are properly supported. Case No. 201 2-00535
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Effective Date and Implementation

For plans outside the United States and for defined benefit plans of employers that (a) are
nonpublic enterprises and (b) sponsor defined benefit postretirement plans with no mote than
500 plan participants in the aggregate, Statement No. 106 is effective for fiscal years
beginning after December 15, 1994. For all other plans, Statement No. 106 is effective for
fiscal years beginning after December 15, 1992.

RUS borrowers must comply with the implementation dates set forth in Statement No. 106. At
the time of the adoption of Statement No. 106, rates must be in place sufficient to recover the
current period expense and any amortization of the transition obligation. A copy of a board
resolution or commission order, as appropriate, indicating that the transition obligation and
current period expense have been included in the borrower’s rates must be submitted to RUS.

Accounting Journal Entries—Transition Obligation

The journal entries required to record the transition obligation are as follows:

1. If the borrower elects to expense the transition obligation in the current period and there is
no deferral of costs, the following entry shall be recorded:

Dr. 435.1, Cumulative Effect on Prior Years of a Change in Accounting Principle

or

Dr. 926, Employee Pensions and Benefits

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 228.3, Accumulated Provision for Pensions and Benefits

To record the current period recognition of the transition obligation for postretirement benefits.
Note: A portion of the transition obligation may be charged to construction and retirement
activities provided such charges are properly supported.

2. If the borrower elects to defer and amortize the transition obligation in accordance with the
provisions of Statement No. 71, the following entry shall be recorded:

Dr. 182.3, Other Regulatory Assets

Cr. 228.3, Accumulated Provision for Pensions and Benefits

To record the deferral of the transition obligation under the provisions of Statement No. 71.

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 182.3, Other Regulatory Assets

To record the amortization of postretirement benefits expenses as they are recovered through
rates in accordance with Statement No. 71.
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3. The deferral and amortization of the transition obligation under the provisions of Statement
No. 106 is considered to be an off balance sheet item. If, therefore, the borrower elects to
defer and amortize the transition obligation on a straight-line basis over the average remaining
service period of the active employees or 20 years in accordance with Statement No. 106, no
entry is required. Instead, the transition obligation is recognized as a component of
postretirement benefit cost as it is amortized. It should be noted, however, that the amount of
the unamortized transition obligation must be disclosed in the notes to the financial
statements.

Accounting Journal Entries—Current Period Expense

The current period postretirement expense should be recorded by the following entry:

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 228.3, Accumulated Provision for Pensions and Benefits

To record current period postretirement benefit expense.

Dr. 228.3X, Accumulated Provision for Pensions and Benefits—Funded

Cr. 131.1, Cash—General

To record cash payments on a “pay-as-you-go” basis for postretirement benefits.

Accounting Journal Entry—Funding

If a borrower elects to voluntarily fund its postretirement benefits obligation in an external,
irrevocable trust, the following entry shall be recorded:

Dr. 228.3X, Accumulated Provision for Pensions and Benefits—Funded

Cr. 131.1, Cash—General

To record the funding of postretirement benefits expense into an external, irrevocable trust.

If a borrower elects to voluntarily fund its postretirement benefits obligation in an investment
vehicle other than an external, irrevocable trust, the following entry shall be recorded:

Dr. 128, Other Special Funds

Cr. 131.1, Cash—General

To record the funding of postretirement benefits expense into an investment vehicle other
than an external, irrevocable trust.

628 Postemployment Benefits

Statement of Financial Accounting Standards No. 112, Employers’ Accounting for
Postemployment Benefits (Statement No. 112) establishes the standards of financial
accounting and reporting for employers who provide benefits to former or inactive employees
after employment but before retirement. Inactive employees are those who are not currently
rendering service to the employer but who have not been terminated, including employees Case No. 2012-00535
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who are on disability leave, regardless of whether they are expected to return to active
service. For purposes of applying the provisions of Statement No. 112, former members of the
board of directors are considered to be employees of the cooperative.

Postemployment benefits include benefits provided to former or inactive employees, their
beneficiaries, and covered dependents. They include, but are not limited to, salary
continuation, supplemental benefits (including workmen’s compensation), health care, job
training and counseling, and life insurance coverage. Benefits may be provided in cash or in
kind and may be paid upon cessation of active employment or over a specified period of time.

The cost of providing postemployment benefits is considered to be a part of the compensation
provided to an employee in exchange for current service and should, therefore, be accrued as
the employee earns the right to be paid for future postemployment benefits. Applying the
criteria set forth in Statement of Financial Accounting Standards No. 43, Accounting for
Compensated Absences, a postemployment benefit obligation is accrued when all of the
following conditions are met:

1. The employer’s obligation for payment for future absences is attributable to employees’
services already performed;

2. The obligation relates to employee rights that vest or accumulate. Vested rights are
considered those rights for which the employer is obligated to make payment even if the
employee terminates. Rights that accumulate are those earned, but unused rights to
compensated absences that may be carried forward to one or more periods subsequent to the
period in which they are earned;

3. Payment of the compensation is probable; and

4. The amount can be reasonably estimated.

If all of these conditions are not met, the employer must account for its postemployment
benefit obligation in accordance with Statement of Financial Accounting Standards No. 5,
Accounting for Contingencies (Statement No. 5) when it becomes probable that a liability has
been incurred and the amount of that liability can be reasonably estimated.

If an obligation for postemployment benefits is not accrued in accordance with the provisions
of Statement No. 5 or Statement No. 43 only because the amount cannot be reasonably
estimated, the financial statements should disclose that fact.

Accounting Requirements

All RUS borrowers must adopt the accrual accounting provisions and reporting requirements
set forth in Statement No. 112 as of the statement’s implementation date. A portion of the
cumulative effect may be charged to construction and retirement activities provided such
charges are properly supported. If a borrower elects to defer the cumulative effect of
implementing Statement No. 112 in accordance with the provisions of Statement of Financial
Accounting Standards No. 71, Accounting for the Effects of Certain Types of Regulation, the
deferral must be approved by RUS.

Effective Date and Implementation

Statement No. 112 is effective for fiscal years beginning after December 15, 1993. Previously
issued financial statements should not be restated.

RUS borrowers must comply with the implementation date set forth in Statement No. 112. At
the time of the adoption of Statement No. 112, rates must be in place sufficient to recover the
current period expense.

Accounting Journal Entries Case No. 2012-00535
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The journal entries required to account for postemployment benefits are as follows:

Dr. 435.1, Cumulative Effect on Prior Years of a Change in Accounting Principle

Dr. 107, Construction Work in Progress

Dr. 108.8, Retirement Work in Progress

Cr. 228.3, Accumulated Provision for Pensions and Benefits

To record the cumulative effect of implementing Statement No. 112.

Note: A portion of the cumulative effect may be charged to construction and retirement
activities provided such charges are properly supported. Account 435.1 is closed to Account
219.2, Nonoperating Margins.

If the borrower elects to defer and amortize the cumulative effect in accordance with the
provisions of Statement No. 71, the following entry shall be recorded:

Dr. 182.3, Other Regulatory Assets

Cr. 228.3, Accumulated Provision for Pensions and Benefits

To record the deferral of the cumulative effect of implementing Statement No. 112 in
accordance with the provisions of Statement No. 71.

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work in Progress

Dr. 108.8, Retirement Work in Progress

Cr. 182.3, Other Regulatory Assets

To record the amortization of the cumulative effect of implementing Statement No. 112 as it is
recovered through rates in accordance with Statement No. 71.

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work in Progress

Dr. 108.8, Retirement Work in Progress

Cr. 228.3, Accumulated Provision for Pensions and Benefits

To record current period postemployment benefit expense.

Note: If postemployment benefits are accrued under the criteria set forth in Statement No. 43,
this journal entry is made on a monthly basis. If, however, the accrual is based upon the
provisions of Statement No. 5, this is a one-time entry unless the liability is reevaluated and
subsequently adjusted.

629 Investments in Debt and Equity Securities

Statement of Financial Accounting Standards No. 115, Accounting for Certain Investments in
Debt and Equity Securities (Statement No. 115), establishes the standards of financial
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accounting and reporting for investments in debt securities and for investments in equity
securities that have readily determinable fair values. Statement No. 115 does not apply to
investments in equity securities accounted for under the equity method nor to investments in
consolidated subsidiaries.

At the time of acquisition, an entity must classify debt and equity securities into one of three
categories: held-to-maturity, available-for-sale, or trading. At the balance sheet date, the
appropriateness of the classifications must be reassessed.

Investments in debt securities are classified as held-to-maturity and are measured at
amortized cost in the balance sheet only if the reporting entity has the positive intent and
ability to hold these securities to maturity. Debt securities are not classified as held-to-maturity
if the entity has the intent to hold the security only for an indefinite period; for example, if the
security would become available for sale in response to changes in market interest rates and
related changes in the security’s prepayment risk, needs for liquidity, changes in the
availability of and the yield on alternative investments, changes in funding sources and terms,
and changes in foreign currency risk.

Investments in debt securities that are not classified as held-to-maturity and equity securities
that have readily determinable fair values are classified as either trading securities or
available-for-sale securities and are measured at fair value in the balance sheet. Trading
securities are those securities that are bought and held principally for the purpose of selling
them in the near future. Trading generally reflects active and frequent buying and selling and
trading securities are generally used with the objective of generating profits on short-term
differences in prices. Available-for-sale securities are those investments not classified as
either trading securities or held-to-maturity securities.

Statement No. 715 requires unrealized holding gains and losses for trading securities to be
included in earnings in the current period. Unrealized holding gains and losses for available-
for-sale securities are excluded from earnings; however, they are reported as a net amount in
a separate component of shareholders’ equity until realized.

For individual securities classified as either available-for sale or held-to-maturity, an entity
must determine whether a decline in the security’s fair value below the amortized cost is other
than temporary. lithe decline in fair value is determined to be permanent, that is, it is probable
that the entity will not be able to collect all amounts due under the contractual terms of the
security, the realized loss is accounted for in earnings of the current period. The new cost
basis is not adjusted upward for subsequent recoveries in the fair value. Subsequent
increases in the fair value of available-for-sale securities are included in the separate
component of equity. Subsequent decreases are also included in the separate component of
equity.

All trading securities are reported as current assets in the balance sheet and individual held-
to-maturity and available-for-sale securities are classified as either current or noncurrent, as
appropriate. Cash flows from the purchase, sale, or maturity of available-for-sale securities
and held-to-maturity securities are classified in the statement of cash flows as cash flows from
investing activities and reported gross for each security classification.

Accounting Requirements

All RUS borrowers must adopt the accounting, reporting, and disclosure requirements set
forth in Statement No. 115 as of the statement’s implementation date. Unrealized holding
gains or losses for trading securities shall be recorded in either Account 421, Miscellaneous
Nonoperating Income, or Account 426.5, Other Deductions, as appropriate. Unrealized
holding gains or losses for available-for-sale securities held by the corporate entity are
recognized as a component of stockholder’s equity in Account 275.7, Unrealized Gains and
Losses—Debt and Equity Securities. A contra account of the investment account shall be
debited or credited accordingly. Unrealized gains and losses for available-for-sale securities
held in a decommissioning fund shall increase or decrease, as appropriate, the reported value
of the fund.
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Effective Date and Implementation

Statement No. 115 is effective for fiscal years beginning after December 15, 1993. At the
beginning of the entity’s fiscal year, the entity must classify its debt and equity securities on
the basis of the entity’s current intent. This statement may not be applied retroactively to prior
years’ financial statements. For fiscal years beginning prior to December 16, 1993, reporting
entities are permitted to apply Statement No. 115 as of the end of a fiscal year for which
annual financial statements have not previously been issued.

630 Split Dollar Life Insurance

The National Rural Electric Cooperative Association Split Dollar Life Insurance provides life
insurance benefits to cooperative employees. The benefits provided under this policy consist
of two components, the face value of the insurance policy and the accumulated cash
surrender value. While the employee is the owner of the policy, the employee must sign a
collateral assignment giving the cooperative absolute right to the cash surrender value of the
policy. Under the terms of this collateral assignment, the employee must reimburse the
cooperative for the premiums paid upon the employee’s termination of employment or
attainment of the age of 62 if the employee wishes to maintain the insurance coverage. If
death occurs prior to either of these events, the premiums paid to date by the cooperative are
deducted from the death benefits payable to the policy beneficiary.

Accounting Requirements

Financial Accounting Standards Board Technical Bulletin 85—4, Accounting for Purchase of
Life Insurance (Bulletin 85—4), states that the amount that could be realized under an
insurance contract as of the date of the financial statements should be reported as an asset.
The change in the cash surrender or contract value of that asset during the period should be
reported as an adjustment to the premiums paid in determining the expense or income to be
recognized for the period. The cooperative shall, therefore, record the cash surrender value of
the policy as an asset because of its absolute right to receive that value based upon the
employee’s collateral assignment. Any receivable that may occur as a result of the employee
reimbursement for the premiums paid is contingent upon the employee electing to maintain
the insurance coverage after termination of employment or reaching the age of 62 and is not
recorded as an asset on the cooperative’s records.

Accounting Journal Entries

The journal entries required to account for the NRECA Split Dollar Life Insurance Program are
as follows:

Dr. 124, Other Investments

Cr. Various Operations, Maintenance, and Administrative Expense Accounts

To record an increase in the cash surrender value of the insurance contract.

or

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Cr. 124, Other Investments

To record a decrease in the cash surrender value of the insurance contract.

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress
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Dr. 108.8, Retirement Work-in-Progress

Cr. 131.1, Cash—General

To record the premium cost of the insurance contract.

631 Special Early Retirement Plan

The Special Early Retirement Plan (SERP) being offered through the National Rural Electric
Cooperative Association (NRECA) constitutes an amendment to its Retirement and Security
(R&S) program. The SERP is often chosen as a vehicle through which the cooperative may
reduce the size of its workforce or replace more highly paid employees with lower paid entry
level employees. If an employee covered by an NRECA retirement plan chose to retire before
his/her normal retirement date, that employee would receive an actuarially reduced benefit.
However, when a cooperative elects to offer a SERP, no such reduction is required. The
cooperative selects the criteria under which an employee will be eligible to participate such as
age, years of service, or a combination of age and benefit service requirements. As with other
amendments to the R&S program, NRECA calculates the cost of the plan based upon the
criteria selected by the cooperative and allows the cooperative to pay the cost immediately or
on an installment basis.

Under this plan, the employee receives full retirement benefits in the form of either an
immediate lump-sum settlement or annuity payments. It is not unusual for the cooperative to
add an incentive to encourage participation such as medical or life insurance, either in whole
or in part, until age 65. The actuarial analysis provided by NRECA includes the cost of the
SERP and the estimated reduction and/or increase in costs associated with Statement of
Financial Accounting Standards No. 106, Employer’s Accounting for Postretirement Benefits
Other Than Pensions (Statement No. 106).

Statement of Financial Accounting Standards No. 87 Employer’s Accounting for Pensions
(Statement No. 87)

In accordance with the provisions of Statement No. 87, the costs associated with an
amendment to a multiemployer plan are recognized when they become due and payable.
Since NRECA calculates the amount due and payable at the time of the amendment, the
entire amount due, whether paid immediately or financed through NRECA or any other
institution, must be recognized as an expense at that time. This cost may, however, be
deferred in accordance with the provisions of Statement of Financial Accounting Standards
No. 71, Accounting for the Effects of Certain Types of Regulation (Statement No. 71).

Accounting Journal Entries

The journal entry required to record the additional pension costs associated with the SERP is
as follows:

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 131.1, Cash—General

or

Cr. 224, Other Long-Term Debt

To record the prior service pension costs incurred as a result of adopting the SERP.
Case No. 2012-00535

Attachment for Post-Hearing Request for Information hem 4

Page 327 of 332

http://ecfr.gpoaccess.gov/cgi/t/text/text-idx?c=ecfr&sid=b7b$9ca8bf5 55 9204b2f0ebf4f5 65... 9/25/2012



Electronic Code of federal Regulations: Page 32$ of 332

If the borrower elects to defer and amortize the cost in accordance with Statement No. 71 the
following entries shall be recorded:

Dr. 182.3, Other Regulatory Assets

Cr. 131.1, Cash—General

or

Cr. 224, Other Long-Term Debt

To record, under the provisions of Statement No. 71, the deferral of the prior service pension
costs incurred as a result of adopting the SERP.

Dr. Various Operations, Maintenance, and Administrative Expense Accounts

Dr. 107, Construction Work-in-Progress

Dr. 108.8, Retirement Work-in-Progress

Cr. 182.3, Other Regulatory Assets

To record the amortization of deferred prior service pension costs as they are recovered
through rates in accordance with Statement No. 71.

Statement No. 706

In the event that net reductions in postretirement benefits result from this plan amendment,
the reductions are recognized as follows:

1. The amount of the reduction shall first reduce any existing unrecognized prior service cost;

2. Any remaining reductions shall next reduce any unrecognized transition obligation; and

3. Any remaining reduction shall be recognized in a manner consistent with the accounting for
prior service postretirement benefit costs.

In accordance with Statement No. 106, prior service postretirement benefit costs are
recognized in equal amounts in each remaining year of service for active plan participants.
Because it is an off-balance sheet item, only a memorandum entry is required to reduce the
amount of unrecognized prior service cost.

At adoption, Statement No. 106 permitted the recognition of the transition obligation in one of
two ways. The transition obligation was recognized over the longer of the average remaining
service period of current plan participants or 20 years, or it may have been recognized
immediately. If the delayed recognition option was chosen under Statement No, 106, this, too,
was an off-balance sheet item that requires only a memorandum entry to reduce the amount
of unrecognized transition obligation. However, if the immediate recognition option was
chosen, the cooperative either recorded the expense in that year or, with RUS approval,
deferred the expense under the provisions of Statement No. 71. If the expense were
recorded, in total, in the year of adoption, no unrecognized transition obligation remains to
reduce, If, however, the transition obligation was deferred in accordance with Statement No.
71, the journal entry required to effect the reduction in Statement No. 106 expense is as
follows:

Dr. 228.3, Accumulated Provision for Pensions and Benefits
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Cr. 182.3, Other Regulatory Assets

To record a reduction in the deferred Statement No. 106 transition obligation resulting from
the adoption of the SERP.

Note: The dollar value of this entry must not exceed the deferral shown on the balance sheet.

If, after the two previous reductions have been made, any net credit remains, it shall be
recognized in a manner consistent with prior service costs; that is, as an off balance sheet
item that is amortized over the remaining service lives (to full eligibility) of the active plan
participants. The annual amortization reduces amounts normally charged to the various
operations, maintenance, and administrative expense accounts and Account 228.3 as
postretirement benefit expenses.

633 Cushion of Credit

On December 21, 1987, Section 313, Cushion of Credits Payments Program, was added to
the Rural Electrification Act. Cushion of credit regulations are located in The Code of Federal
Regulations (CFR) 7 CFR part 1785. A cushion of credit payment is a voluntary unscheduled
payment by a borrower in excess of amounts due and payable. A cushion of credit account is
automatically established by Rural Development for each borrower who makes a payment
after October 1, 1987, in excess of amounts then due on a Rural Development note.
Payments received in the month in which an installment is due will be applied to the
installment due. However, if the regular installment payment is received at a later date in the
month, the first payment received will be applied retroactively to the cushion of credit account
and the second will be applied to the installment due. By law, cushion of credit accounts earn
five per cent interest annually, accrued daily and posted quarterly. Although the interest
earned will appear as a reduction in the interest billed on the borrower’s Rural Development
notes and will be separately shown on Form 694, Statement of Interest and Principal Due,
interest billed must be adjusted by adding back the interest earned while principal is reduced
by the amount of the interest earned before recording the debt payment. Below is an example
of the adjustment required:

As billed Adjustment Adjusted
Payment Billed $1,000 $1,000
Principal 800 —$50 750
Interest *200 50 250

*lncludes reduction of $50 for interest earned on cushion of credit account.

Cushion of credit is intended to enable the borrower to deposit funds and have those funds
available to make scheduled payments (or installments) only. A borrower may not have mote
cushion of credit funds, including accrued interest, than their entire Rural Development debt
which includes loans made in Rural Electric and Telephone (RET) and Federal Financing
Bank (FFB). If a borrower makes less than or no payment when their billing invoice is due,
cushion of credit will automatically add to or make their payment systematically for them.

Cushion of credit is not available to use for prepayment of loan accounts before maturity
except for the following situations:

1. The total amount of cushion of credit principal with accrued interest equals the borrower’s
total debt

2. The borrower intends to prepay all remaining debt using a combination of payment with all
cushion of credit funds available.

Accounting Requirements
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All payments made to a cushion of credit account should be recorded as follows:

Dr. 224.6, Advance Payments Unapplied—Long-Term Debt—Debit

Cr. 131.1, Cash—General

All interest earned on the balance of funds in the account should be recorded as follows:

Dr. 224.6, Advance Payments Unapplied—Long-Term Debt—Debit

Cr. 419, Interest and Dividend Income

Reporting Requirements

Previously, Rural Development required that the balance in the cushion of credit account be
reported, on the Form 7, Financial and Statistical Report, as a reduction of the Rural
Development long-term debt balance. On January 15, 2003, Rural Development issued letter
guidance permitting a proportionate share of the cushion of credit balance be reported as a
reduction in Current Maturities Long-Term Debt. Additionally, beginning with calendar year
2006 submissions, Form 7 has been revised to include a separate line for cushion of credit
balances within the long-term debt section of Part C.

For purposes of the audited financial statements, presentation of the balance of the cushion of
credit account as a long-term investment is an acceptable alternative to Rural Development.

t58 FR 59825, Nov. 10, 1993, as amended at 59 FR 27436, May 27, 1994; 60 FR 55430, 55435—55438,Nov. 1, 1995; 62 FR 42319—42321, 42323, 42330, Aug. 6, 1997; 73 FR 30286, May 27, 20081

§ 1767.42-1767.45 [Reserved]

J2fl

Subpart C—Depreciation Rates and Procedures tReserved]

§ 1767.46-1767.65 [Reserved]

Subpart D—Preservation of Records

Source: 73 FR 30290, May 27, 2008, unless otherwise noted.

§1767.66 Purpose.

1Q
This subpart establishes policies and procedures for the effective preservation and efficient maintenanceof financial records of Electric borrowers.

§ 1767.67 General.
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(a) Rural Development endorses the guidelines as described by the Federal Energy RegulatoryCommissions (FERC) Regulations to Govern the Preservation of Records of Public Utilities andLicensees.” The FERC guidelines can be found in 18 CFR part 125.

(b) The regulations prescribed in this part apply to all books of account, contracts, records, memoranda,documents, papers, and correspondence prepared by or on behalf of the borrower as well as thosewhich come into its possession in connection with the acquisition of property by purchase, consolidation,merger, etc.

(c) The regulations prescribed in this part shall not be construed as excusing compliance with any otherlawful requirements for the preservation of records.

§ 1767.6$ Designation of a supervisory official.

Each borrower shall designate one or more officials to supervise the preservation of its records.

§ 1767.69 Index of records.

(a) Each borrower shall maintain a master index of records. The master index shall identify the recordsretained, the related retention period, and the locations where the records are maintained. The masterindex shall be subject to review by Rural Development and Rural Development shall reserve the right toadd records, or lengthen retention periods upon finding that retention periods may be insufficient for itspurposes.

(b) At each office where records are kept or stored the borrower shall arrange, file, and index the recordscurrently at that site so that they may be readily identified and made available to representatives of RuralDevelopment.

§ 1767.70 Record storage media.

j2p

The media used to capture and store the data will play an important part of each Rural Developmentborrower. Each borrower has the flexibility to select its own storage media. The following are required:

(a) The storage media shall have a life expectancy at least equal to the applicable retention periodprovided for in the master index of records, unless there is a quality transfer from one media to anotherwith no loss of data. Each transfer of data from one media to another shall be verified for accuracy anddocumented.

(b) Each borrower shall implement internal control procedures that assure the reliability of, and readyaccess to, data stored on machine-readable media. The borrower’s internal control procedures shall bedocumented by a responsible supervisory official.

(c) Records shall be indexed and retained in such a manner that they are easily accessible.

(d) The borrower shall have the hardware and software available to locate, identify, and reproduce therecords in readable form without loss of clarity.

(e) At the expiration of the retention period, the borrower may use any appropriate method to destroyrecords.

(1) When any records are lost or destroyed before the expiration of the retention period set forth in the Case No. 2012-00535
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master index, a certified statement shall be added to the master index listing, as far as may bedetermined, the records lost or destroyed and describing the circumstances of the premature loss ordestruction.

§ 1767.71 Periods of retention.

(a) Records of Rural Development borrowers of a kind not listed in the FERC regulations should begoverned by those applicable to the closest similar records. Financial requirement and expenditurestatements, which are not specifically covered by FERC regulations, are recommended to be kept forone year after the “as of date’ of Rural Development’s loan fund and accounting review.

(b) Consumer accounts’ records should be kept for those years for which patronage capital has not beenallocated.

(c) Records supporting construction financed by Rural Development shall be retained until audited andapproved by Rural Development.

fd) Records related to plant in service must be retained until the facilities are permanently removed fromutility service, all removal and restoration activities are completed, and all costs are retired from theaccounting records unless accounting adjustments resulting from reclassification and original costsstudies have been approved by Rural Development or other regulatory body having jurisdiction.

(e) Life and mortality study data for depreciation purposes must be retained for 25 years or for 10 yearsafter plant is retired, whichever is longer.

§ 1767.72-1767.85 [Reserved]
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International Accounting Standard 16

Property, Plant and Equipment
International Financial Reporting Standards, International Accounting Standards, Interpretations, ExposureDrafts, and other IASB publications are copyright of the International Accounting Standards CommitteeFoundation (IASCF). The approved text of International Financial Reporting Standards, International AccountingStandards and Interpretations is that published by IASB in the English language and copies may be obtained fromIASB. Please address publications and copyright matters to:

IASCF Publications Department,
30 Cannon Street
London EC4M 6XH
United Kingdom

Telephone: +44 (0)20 7332 2730
Fax: +44 (0)20 7332 2749
E-mail: publications@iasb.org
Web: http://www.iasb.org

All rights reserved. No part of this publication may be translated, reprinted or reproduced or utitised in any formeither in whole or in part or by any electronic, mechanical or other means, now known or hereafter invented,including photocopying and recording, or in any information storage and retrieval system, without priorpermission in writing from the International Accounting Standards Committee Foundation.

The IASB logof”Hexagon Device”, “lAS”, “IASB”, “IASC”, “IASCF”, “IFRIC”, “IFRS”, “SIC”, “InternationalFinancial Reporting Standards” and “International Accounting Standards” are Trade Marks of the InternationalAccounting Standards Committee Foundation.

In April 2001 the International Accounting Standards Board (IASB) adopted lAS 16 Property, Plant and Equipment,which had originally been issued by the International Accounting Standards Committee in December 1993. lAS 16Property, Plant and fqu4ment replaced lAS 16 Accountingfor Property, Plant and Equirment (issued in March 1982).lAS 16 that was issued in March 1982 also replaced some parts in lAS 4 Depreciation Accounting that was approved inNovember 1975.

In December 2003 the IASB issued a revised lAS 16 as part of its initial agenda of technical projects. The revisedstandard also replaced the guidance in three Interpretations (SIC-6 Costs ofModifying Existing Software, SIC-14Property, Plant and Equipment—Compensationfor the Impairment or Loss ofItems and SIC-23 Property, Plant andEquipment—Major Inspection or Overhaul Costs).

Other IFRSs have made minor consequential amendments to lAS 16. They include IfRS 3 Business Combinations(issued March 2004 and as revised in January 2008), IFRS 5 Non-Current Assets Heldfor Sale and Discontinued
Operations I (issued March 2004), lAS 1 Presentation ofFinancial Statements J (as revised in September 2007),
Improvements to IFRSs (issued May 2008), IFRS 9 Financial Instruments (issued November 2009 and October 2010

and IFRS 13 fair Value Measurement Q (issued May 2011).

lintemational Accounting Standard 16 Property, Plant and Equipment (lAS 16) is set out in paragraphs 1-83 and the
ppendix ci. All the paragraphs have equal authority but retain the IASC format of the Standard when it was adopted by
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he IASB. lAS 16 should be read in the context of its objective and the Basis for Conclusions the Preface tonternational Financial Reporting Standards and the Conceptual Frameworkfor Financial Reporting 1. lAS $ccounting Policies, Changes in Accounting Estimates and Errors ll provides a basis for selecting and applyingaccounting policies in the absence of explicit guidance.

Introduction
IN 1 International Accounting Standard 16 Property, Plant and Equipment (lAS 16) replaces lAS 16 Property, Plant andEquipment (revised in 1998), and should be applied for annual periods beginning on or after 1 January 2005. Earlierapplication is encouraged. The Standard also replaces the following Interpretations:

• SIC-6 Costs ofMothfying Existing Software t1

• SIC-14 Property, Plant and Equipment—Compensationfor the Impairment or Loss ofItems

• SIC-23 Property, Plant and Equtment—Major Inspection or Overhaul Costs I.

Reasons for Revising lAS 16

1N2 The International Accounting Standards Board developed this revised lAS 16 as part of its project on Improvementsto International Accounting Standards. The project was undertaken in the light of queries and criticisms raised in relationto the Standards by securities regulators, professional accountants and other interested parties. The objectives of theproject were to reduce or eliminate alternatives, redundancies and conflicts within the Standards, to deal with someconvergence issues and to make other improvements.

1N3 For lAS 16 the Board’s main objective was a limited revision to provide additional guidance and clarification onselected matters. The Board did not reconsider the fundamental approach to the accounting for property, plant andequipment contained in lAS 16.

The Main Changes

1N4 The main changes from the previous version of lAS 16 are described below.

Scope

1N5 This Standard clarifies that an entity is required to apply the principles of this Standard to items of property, plant andequipment used to develop or maintain (a) biological assets and (b) mineral rights and mineral reserves such as oil, naturalgas and similar non-regenerative resources.

Recognition—Subsequent Costs

1N6 An entity evaluates under the general recognition principle all property, plant and equipment costs at the time they areincurred. Those costs include costs incurred initially to acquire or construct an item of property, plant and equipment andcosts incurred subsequently to add to, replace part of or service an item. The previous version of lAS 16 contained tworecognition principles. An entity applied the second recognition principle to subsequent costs.

Measurement at Recognition—Asset Dismantlement, Removal and Restoration Costs

1N7 The cost of an item of property, plant and equipment includes the costs of its dismantlement, removal or restoration,the obligation for which an entity incurs as a consequence of installing the item. Its cost also includes the costs of itsdismantlement, removal or restoration, the obligation for which an entity incurs as a consequence of using the item during
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a particular period for purposes other than to produce inventories during that period. The previous version of lAS 16included within its scope only the costs incurred as a consequence of installing the item.

Measurement at Recognition—Asset Exchange Transactions

IN8 An entity is required to measure an item of property, plant and equipment acquired in exchange for a non-monetaryasset or assets, or a combination of monetary and non-monetary assets, at fair value unless the exchange transaction lackscommercial substance. Under the previous version of lAS 16, an entity measured such an acquired asset at fair valueunless the exchanged assets were similar.

Measurement after Recognition—Revaluation Model

1N9 If fair value can be measured reliably, an entity may carry all items of property, plant and equipment of a class at arevalued amount, which is the fair value of the items at the date of the revaluation less any subsequent accumulateddepreciation and accumulated impairment losses. Under the previous version of lAS 16 1, use of revalued amounts didnot depend on whether fair values were reliably measurable.

Depreciation—Unit of Measure

INIO An entity is required to determine the depreciation charge separately for each significant part of an item of property,plant and equipment. The previous version of lAS 16 did not as clearly set out this requirement.

Depreciation—Depreciable Amount

IN1 1 An entity is required to measure the residual value of an item of property, plant and equipment as the amount itestimates it would receive currently for the asset if the asset were already of the age and in the condition expected at theend of its useful life. The previous version of lAS 16 did not specify whether the residual value was to be this amount orthe amount, inclusive of the effects of inflation, that an entity expected to receive in the future on the asset’s actualretirement date.

Depreciation—Depreciation Period

1N12 An entity is required to begin depreciating an item of property, plant and equipment when it is available for use andto continue depreciating it until it is derecognised, even if during that period the item is idle. The previous version of lAS16 did not specify when depreciation of an item began and specified that an entity should cease depreciating an item that ithad retired from active use and was holding for disposal.

Derecognition—Derecognition Date

1N13 An entity is required to derecognise the carrying amount of an item of property, plant and equipment that it disposesof on the date the criteria for the sale of goods in lAS 18 Revenue would be met. The previous version of lAS 16 didnot require an entity to use those criteria to determine the date on which it derecognised the carrying amount of adisposed-of item of property, plant and equipment.

1N14 An entity is required to derecognise the carrying amount of a part of an item of property, plant and equipment if thatpart has been replaced and the entity has included the cost of the replacement in the carrying amount of the item. Theprevious version of lAS 16 tJ did not extend its derecognition principle to such parts; rather, its recognition principle forsubsequent expenditures effectively precluded the cost of a replacement from being included in the carrying amount of theitem.

Derecognition—Gain Classification

1N15 An entity cannot classify as revenue a gain it realises on the disposal of an item of property, plant and equipment.The previous version of lAS 16 did not contain this provision.

Objective
1 The objective of this Standard is to prescribe the accounting treatment for property, plant and equipment so that users ofthe financial statements can discern information about an entity’s investment in its property, plant and equipment and the
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changes in such investment. The principal issues in accounting for property, plant and equipment are the recognition ofthe assets, the determination of their carrying amounts and the depreciation charges and impairment losses to berecognised in relation to them.

Scope
2 This Standard shall be applied in accounting for property, plant and equipment except when another Standardrequires or permits a different accounting treatment.

3 This Standard does not apply to:

(a) property, plant and equipment classified as held for sale in accordance with IfRS 5 Non-current Assets HeldforSate and Discontinued Operations I;

(b) biological assets related to agricultural activity (see lAS 41 Agriculture );

(c) the recognition and measurement of exploration and evaluation assets (see IfRS 6 Explorationfor and Evaluation
ofMineral Resources J): or

(d) mineral rights and mineral reserves such as oil, natural gas and similar non-regenerative resources.

However, this Standard applies to property, plant and equipment used to develop or maintain the assets described in (b)—(d).

4 Other Standards may require recognition of an item ofyroperty, plant and equipment based on an approach different
from that in this Standard. F or example, lAS 17 Leases CJ requires an entity to evaluate its recognition of an item ofleased property, plant and equipment on the basis of the transfer of risks and rewards. However, in such cases otheraspects of the accounting treatment for these assets, including depreciation, are prescribed by this Standard.

5 An entity using the cost model for investment property in accordance with lAS 40 Investment Property J shall use thecost model in this Standard.

Definitions
6 The following terms are used in this Standard with the meanings specified:

Carrying amount is the amount at which an asset is recognised after deducting any accumulated depreciation andaccumulated impairment losses.

Cost is the amount of cash or cash equivalents paid or the fair value of the other consideration given to acquire anasset at the time of its acquisition or construction or, where applicable, the amount attributed to that asset wheninitially recognised in accordance with the specific requirements of other IFRSs, eg IFRS 2 Share-based Paymenta
Depreciable amount is the cost of an asset, or other amount substituted for cost, less its residual value.

Depreciation is the systematic allocation of the depreciable amount of an asset over its useful life.

Entity-specific value is the present value of the cash flows an entity expects to arise from the continuing use of anasset and from its disposal at the end of its useful life or expects to incur when settling a liability.

fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transactionbetween market participants at the measurement date. (See IFRS 13 fair Value Measurement J.)
An impairment toss is the amount by which the carrying amount of an asset exceeds its recoverable amount.
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Property, plant and equipment are tangible items that:

(a) are held for use in the production or supply of goods or services, for rental to others, or for administrativepurposes; and

(b) are expected to be used during more than one period.

Recoverable amount is the higher of an asset’s fair value less costs to sell and its value in use.

The residual value of an asset is the estimated amount that an entity would currently obtain from disposal of theasset, after deducting the estimated costs of disposal, if the asset were already of the age and in the conditionexpected at the end of its useful life.

Useful life is:

(a) the period over which an asset is expected to be available for use by an entity; or

(b) the number of production or similar units expected to be obtained from the asset by an entity.

Recognition
7 The cost of an item of property, plant and equipment shall be recognised as an asset if, and only if:

(a) it is probable that future economic benefits associated with the item will flow to the entity; and

(b) the cost of the item can be measured reliably.

8 Items such as spare parts, stand-by equipment and servicing equipment are recognised in accordance with this IFRSwhen they meet the definition of property, plant and equipment. Otherwise, such items are classified as inventory.

9 This Standard does not prescribe the unit of measure for recognition, ie what constitutes an item of property, plant andequipment. Thus, judgement is required in applying the recognition criteria to an entity’s specific circumstances. It may beappropriate to aggregate individually insignificant items, such as moulds, tools and dies, and to apply the criteria to theaggregate value.

10 An entity evaluates under this recognition principle all its property, plant and equipment costs at the time they areincurred. These costs include costs incurred initially to acquire or construct an item of property, plant and equipment andcosts incurred subsequently to add to, replace part of or service it.

Initial Costs

11 Items of property, plant and equipment may be acquired for safety or environmental reasons. The acquisition of suchproperty, plant and equipment, although not directly increasing the future economic benefits of any particular existingitem of property, plant and equipment, may be necessary for an entity to obtain the future economic benefits from its otherassets. Such items of property, plant and equipment qualif’ for recognition as assets because they enable an entity toderive future economic benefits from related assets in excess of what could be derived had those items not been acquired.For example, a chemical manufacturer may install new chemical handling processes to comply with environmentalrequirements for the production and storage of dangerous chemicals; related plant enhancements are recognised as an assetbecause without them the entity is unable to manufacture and sell chemicals. However, the resulting carrying amount ofsuch an asset and related assets is reviewed for impairment in accordance with lAS 36 hnpairment ofAssets tJ.

Subsequent Costs

12 Under the recognition principle in paragraph 7, an entity does not recognise in the carrying amount of an item ofproperty, plant and equipment the costs of the day-to-day servicing of the item. Rather, these costs are recognised in profitor loss as incurred. Costs of day-to-day servicing are primarily the costs of labour and consumables, and may include the
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cost of small parts. The purpose of these expenditures is often described as for the ‘repairs and maintenance’ of the item ofproperty, plant and equipment.

13 Parts of some items of property, plant and equipment may require replacement at regular intervals, for example, afurnace may require relining after a specified number of hours of use, or aircraft interiors such as seats and galleys mayrequire replacement several times during the life of the airframe. hems of property, plant and equipment may also beacquired to make a less frequently recurring replacement, such as replacing the interior walls of a building, or to make anonrecurring replacement. Under the recognition principle in paragraph 7, an entity recognises in the carrying amount ofan item of property, plant and equipment the cost of replacing part of such an item when that cost is incurred if therecognition criteria are met. The carrying amount of those parts that are replaced is derecognised in accordance with thederecognition provisions of this Standard (see paragraphs 67-72).

14 A condition of continuing to operate an item of property, plant and equipment (for example, an aircraft) may beperforming regular major inspections for faults regardless of whether parts of the item are replaced. When each majorinspection is performed, its cost is recognised in the carrying amount of the item of property, plant and equipment as areplacement if the recognition criteria are satisfied. Any remaining carrying amount of the cost of the previous inspection(as distinct from physical parts) is derecognised. This occurs regardless of whether the cost of the previous inspection wasidentified in the transaction in which the item was acquired or constructed. If necessary, the estimated cost of a futuresimilar inspection may be used as an indication of what the cost of the existing inspection component was when the itemwas acquired or constructed.

Measurement at Recognition
15 An item of property, plant and equipment that qualifies for recognition as an asset shall be measured at its cost.

Elements of Cost

16 The cost of an item of property, plant and equipment comprises:

(a) its purchase price, including import duties and non-refundable purchase taxes, after deducting trade discounts andrebates.

(b) any costs directly attributable to bringing the asset to the location and condition necessary for it to be capable ofoperating in the manner intended by management.

(c) the initial estimate of the costs of dismantling and removing the item and restoring the site on which it is located,the obligation for which an entity incurs either when the item is acquired or as a consequence of having used the itemduring a particular period for purposes other than to produce inventories during that period.

17 Examples of directly attributable costs are:

(a) costs of employee benefits (as defined in lAS 19 Employee Benefits t1) arising directly from the construction oracquisition of the item of property, plant and equipment;

(b) costs of site preparation;

(c) initial delivery and handling costs;

(d) installation and assembly costs;

(e) costs of testing whether the asset is functioning properly, after deducting the net proceeds from selling any itemsproduced while bringing the asset to that location and condition (such as samples produced when testing equipment);and
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(f) professional fees.

18 An entity applies lAS 2 Inventories to the costs of obligations for dismantling, removing and restoring the site onwhich an item is located that are incurred during a particular period as a consequence of having used the item to produceinventories during that period. The obligations for costs accounted for in accordance with lAS 2 or lAS 16 are recognisedand measured in accordance with lAS 37 Provisions, Contingent Liabilities and Contingent Assets J.
19 Examples of costs that are not costs of an item of property, plant and equipment are:

(a) costs of opening a new facility;

(b) costs of introducing a new product or service (including costs of advertising and promotional activities);

(c) costs of conducting business in a new location or with a new class of customer (including costs of staff training);and

(d) administration and other general overhead costs.

20 Recognition of costs in the carrying amount of an item of property, plant and equipment ceases when the item is in thelocation and condition necessary for it to be capable of operating in the manner intended by management. Therefore, costsincurred in using or redeploying an item are not included in the carrying amount of that item. For example, the followingcosts are not included in the carrying amount of an item of property, plant and equipment:
(a) costs incurred while an item capable of operating in the manner intended by management has yet to be brought intouse or is operated at less than fUll capacity;

(b) initial operating losses, such as those incurred while demand for the item’s output builds up; and

(c) costs of relocating or reorganising part or all of an entity’s operations.

21 Some operations occur in connection with the construction or development of an item of property, plant andequipment, but are not necessary to bring the item to the location and condition necessary for it to be capable of operatingin the manner intended by management. These incidental operations may occur before or during the construction ordevelopment activities. For example, income may be earned through using a building site as a car park until constructionstarts. Because incidental operations are not necessary to bring an item to the location and condition necessary for it to becapable of operating in the manner intended by management, the income and related expenses of incidental operations arerecognised in profit or loss and included in their respective classifications of income and expense.

22 The cost of a self-constructed asset is determined using the same principles as for an acquired asset. If an entity makessimilar assets for sale in the normat course of business, the cost of the asset is usually the same as the cost of constructing
an asset for sale (see lAS 2 c)). Therefore, any internal profits are eliminated in arriving at such costs. Similarly, the costof abnormal amounts of wasted material, labour, or other resources incurred in self-constructing an asset is not included inthe cost of the asset. lAS 23 Borrowing Costs establishes criteria for the recognition of interest as a component of thecarrying amount of a self-constructed item of property, plant and equipment.

Measurement of Cost

23 The cost of an item of property, plant and equipment is the cash price equivalent at the recognition date. If payment isdeferred beyond normal credit terms, the difference between the cash price equivalent and the total payment is recognisedas interest over the period of credit unless such interest is capitalised in accordance with lAS 23.

24 One or more items of property, plant and equipment may be acquired in exchange for a non-monetary asset or assets,or a combination of monetary and non-monetary assets. The following discussion refers simply to an exchange of onenon-monetary asset for another, but it also applies to all exchanges described in the preceding sentence. The cost of suchan item of property, plant and equipment is measured at fair value unless (a) the exchange transaction lacks commercial
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substance or (b) the fair value of neither the asset received nor the asset given up is reliably measurable. The acquired itemis measured in this way even if an entity cannot immediately derecognise the asset given up. If the acquired item is notmeasured at fair value, its cost is measured at the carrying amount of the asset given up.

25 An entity determines whether an exchange transaction has commercial substance by considering the extent to which itsfuture cash flows are expected to change as a result of the transaction. An exchange transaction has commercial substanceif:

(a) the configuration (risk, timing and amount) of the cash flows of the asset received differs from the configuration ofthe cash flows of the asset transferred; or

(b) the entity-specific value of the portion of the entity’s operations affected by the transaction changes as a result ofthe exchange; and

(c) the difference in (a) or (b) is significant relative to the fair value of the assets exchanged.

for the purpose of determining whether an exchange transaction has commercial substance, the entity-specific value of theportion of the entity’s operations affected by the transaction shall reflect post-tax cash flows. The result of these analysesmay be clear without an entity having to perform detailed calculations.

26 The fair value of an asset is reliably measurable if(a) the variability in the range of reasonable fair value measurementsis not significant for that asset or (b) the probabilities of the various estimates within the range can be reasonably assessedand used when measuring fair value. If an entity is able to measure reliably the fair value of either the asset received or theasset given up, then the fair value of the asset given up is used to measure the cost of the asset received unless the fairvalue of the asset received is more clearly evident.

27 The cost of an item of property, plant and equipment held by a lessee under a finance lease is determined in accordancewith lAS l71J.

28 The carrying amount of an item of property, plant and equipment may be reduced by government grants in accordance
with lAS 20 Accountingfor Government Grants and Disclosure ofGovernment Assistance

Measurement after Recognition
29 An entity shall choose either the cost model in paragraph 30 or the revaluation model in paragraph 31 as itsaccounting policy and shall apply that policy to an entire class of property, plant and equipment.

Cost Model

30 After recognition as an asset, an item of property, plant and equipment shall be carried at its cost less anyaccumulated depreciation and any accumulated impairment losses.

Revaluation Model

31 After recognition as an asset, an item of property, plant and equipment whose fair value can be measuredreliably shall be carried at a revalued amount, being its fair value at the date of the revaluation less any subsequentaccumulated depreciation and subsequent accumulated impairment losses. Revnluations shall be made withsufficient regularity to ensure that the carrying amount does not differ materially from that which would bedetermined using fair value at the end of the reporting period.

32-33 [Deleted]

34 The frequency of revaluations depends upon the changes in fair values of the items of property, plant and equipmentbeing revalued. When the fair value of a revalued asset differs materially from its carrying amount, a further revaluation isrequired. Some items of property, plant and equipment experience significant and volatile changes in fair value, thusnecessitating annual revaluation. Such frequent revatuations are unnecessary for items of property. plant and equipmentwith only insignificant changes in fair value. Instead, it may be necessary to revalue the item only every three or five
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years.

35 When an item of property, plant and equipment is revalued, any accumulated depreciation at the date of the revaluationis treated in one of the following ways:

(a) restated proportionately with the change in the gross carrying amount of the asset so that the carrying amount ofthe asset after revaluation equals its revalued amount. This method is often used when an asset is revalued by means ofapplying an index to determine its replacement cost (see IFRS 13

(b) eliminated against the gross carrying amount of the asset and the net amount restated to the revalued amount of theasset. This method is often used for buildings.

The amount of the adjustment arising on the restatement or elimination of accumulated depreciation forms part of theincrease or decrease in carrying amount that is accounted for in accordance with paragraphs 39 and 40.

36 If an item of property, plant and equipment is revalued, the entire class of property, plant and equipment towhich that asset belongs shall be revalued.

37 A class of property, plant and equipment is a grouping of assets of a similar nature and use in an entity’s operations.The following are examples of separate classes:

(a) land;

(b) land and buildings;

(c) machinery;

(d) ships;

(e) aircraft;

(f) motor vehicles;

(g) furniture and fixtures; and

(h) office equipment.

3$ The items within a class of property, plant and equipment are revalued simultaneously to avoid selective revaluation ofassets and the reporting of amounts in the financial statements that are a mixture of costs and values as at different dates.However, a class of assets may be revalued on a rolling basis provided revaluation of the class of assets is completedwithin a short period and provided the revaluations are kept up to date.

39 If an asset’s carrying amount is increased as a result of a revaluation, the increase shall be recognised in othercomprehensive income and accumulated in equity under the heading of revaluation surplus. However, the increaseshall be recognised in profit or loss to the extent that it reverses a revaluation decrease of the same asset previouslyrecognised in profit or loss.

40 If an asset’s carrying amount is decreased as a result of a revaluation, the decrease shall be recognised in profitor loss. However, the decrease shall be recognised in other comprehensive income to the extent of any creditbalance existing in the revaluation surplus in respect of that asset. The decrease recognised in other comprehensiveincome reduces the amount accumulated in equity under the heading of revaluation surplus.

41 The revaluation surplus included in equity in respect of an item of property, plant and equipment may be transferreddirectly to retained earnings when the asset is derecognised. This may involve transferring the whole of the surplus when
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the asset is retired or disposed of. However, some of the surplus may be transferred as the asset is used by an entity. Insuch a case, the amount of the surplus transferred would be the difference between depreciation based on the revaluedcarrying amount of the asset and depreciation based on the asset’s original cost. Transfers from revaluation surplus toretained earnings are not made through profit or loss.

42 The effects of taxes on income, if any, resulting from the revaluation of property, plant and equipment are recognisedand disclosed in accordance with lAS 12 Income Taxes t1.

Depreciation

43 Each part of an item of property, plant and equipment with a cost that is significant in relation to the total costof the item shall be depreciated separately.

44 An entity allocates the amount initially recognised in respect of an item of property, plant and equipment to itssignificant parts and depreciates separately each such part. for example, it may be appropriate to depreciate separately theairframe and engines of an aircraft, whether owned or subject to a finance lease. Similarly, if an entity acquires property,plant and equipment subject to an operating lease in which it is the lessor, it may be appropriate to depreciate separatelyamounts reflected in the cost of that item that are attributable to favourable or unfavourable lease terms relative to marketterms.

45 A significant part of an item of property, plant and equipment may have a useful life and a depreciation method that arethe same as the useful life and the depreciation method of another significant part of that same item. Such parts may begrouped in determining the depreciation charge.

46 To the extent that an entity depreciates separately some parts of an item of property, plant and equipment, it alsodepreciates separately the remainder of the item. The remainder consists of the parts of the item that are individually notsignificant. If an entity has varying expectations for these parts, approximation techniques may be necessary to depreciatethe remainder in a manner that faithfully represents the consumption pattern and/or useful life of its parts.

47 An entity may choose to depreciate separately the parts of an item that do not have a cost that is significant in relationto the total cost of the item.

48 The depreciation charge for each period shall be recognised in profit or loss unless it is included in the carryingamount of another asset.

49 The depreciation charge for a period is usually recognised in profit or loss. However, sometimes, the future economicbenefits embodied in an asset are absorbed in producing other assets. In this case, the depreciation charge constitutes partof the cost of the other asset and is included in its carrying amount. For example, the depreciation of manufacturing plantand equipment is included in the costs of conversion of inventories (see lAS 2 ). Similarly, depreciation of property,plant and equipment used for development activities may be included in the cost of an intangible asset recognised inaccordance with lAS 3$ Intangible Assets I.

Depreciable Amount and Depreciation Period

50 The depreciable amount of an asset shall be allocated on a systematic basis over its useful life.

51 The residual value and the useful life of an asset shall be reviewed at least at each financial year-end and, ifexpectations differ from previous estimates, the change(s) shall be accounted for as a change in an accountingestimate in accordance with lAS $ Accounting Policies, Changes in Accounting Estimates and Errors J.
52 Depreciation is recognised even if the fair value of the asset exceeds its carrying amount, as long as the asset’s residualvalue does not exceed its carrying amount. Repair and maintenance of an asset do not negate the need to depreciate it.

53 The depreciable amount of an asset is determined after deducting its residual value. In practice, the residual value of anasset is often insignificant and therefore immaterial in the calculation of the depreciable amount.

54 The residual value of an asset may increase to an amount equal to or greater than the asset’s carrying amount. If it does,the asset’s depreciation charge is zero unless and until its residual value subsequently decreases to an amount below theasset’s carrying amount.
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55 Depreciation of an asset begins when it is available for use, ie when it is in the location and condition necessary for itto be capable of operating in the manner intended by management. Depreciation of an asset ceases at the earlier of the datethat the asset is classified as held for sale (or included in a disposal group that is classified as held for sale) in accordancewith IFRS 5 and the date that the asset is derecognised. Therefore, depreciation does not cease when the asset becomesidle or is retired from active use unless the asset is fully depreciated. However, under usage methods of depreciation thedepreciation charge can be zero while there is no production.

56 The future economic benefits embodied in an asset are consumed by an entity principally through its use. However,other factors, such as technical or commercial obsolescence and wear and tear while an asset remains idle, often result inthe diminution of the economic benefits that might have been obtained from the asset. Consequently, all the followingfactors are considered in determining the useful life of an asset:

(a) expected usage of the asset. Usage is assessed by reference to the asset’s expected capacity or physical output.

(b) expected physical wear and tear, which depends on operational factors such as the number of shifts for which theasset is to be used and the repair and maintenance programme, and the care and maintenance of the asset while idle.

(c) technical or commercial obsolescence arising from changes or improvements in production, or from a change inthe market demand for the product or service output of the asset.

(d) legal or similar limits on the use of the asset, such as the expiry dates of related leases.

57 The useful life of an asset is defined in terms of the asset’s expected utility to the entity. The asset management policyof the entity may involve the disposal of assets after a specified time or after consumption of a specified proportion of thefuture economic benefits embodied in the asset. Therefore, the useful life of an asset may be shorter than its economic life.The estimation of the useful life of the asset is a matter ofjudgement based on the experience of the entity with similarassets.

58 Land and buildings are separable assets and are accounted for separately, even when they are acquired together. Withsome exceptions, such as quarries and sites used for landfill, land has an unlimited useful life and therefore is notdepreciated. Buildings have a limited useful life and therefore are depreciable assets. An increase in the value of the landon which a building stands does not affect the determination of the depreciable amount of the building.

59 If the cost of land includes the costs of site dismantlement, removal and restoration, that portion of the land asset isdepreciated over the period of benefits obtained by incurring those costs. In some cases, the land itself may have a limiteduseful life, in which case it is depreciated in a manner that reflects the benefits to be derived from it.

Depreciation Method

60 The depreciation method used shall reflect the pattern in which the asset’s future economic benefits areexpected to be consumed by the entity.

61 The depreciation method applied to an asset shall be reviewed at least at each financial year-end and, if therehas been a significant change in the expected pattern of consumption of the future economic benefits embodied inthe asset, the method shall be changed to reflect the changed pattern. Such a change shall be accounted for as achange in an accounting estimate in accordance with lAS 8 1.

62 A variety of depreciation methods can be used to allocate the depreciable amount of an asset on a systematic basis overits useful life. These methods include the straight-line method, the diminishing balance method and the units of productionmethod. Straight-line depreciation results in a constant charge over the useful life if the asset’s residual value does notchange. The diminishing balance method results in a decreasing charge over the useful life. The units of productionmethod results in a charge based on the expected use or output. The entity selects the method that most closely reflects theexpected pattern of consumption of the future economic benefits embodied in the asset. That method is appliedconsistently from period to period unless there is a change in the expected pattern of consumption of those futureeconomic benefits.
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Impairment

63 To determine whether an item of property, plant and equipment is impaired, an entity applies lAS 36 impairment ofAssets J. That Standard explains how an entity reviews the carrying amount of its assets, how it determines therecoverable amount of an asset, and when it recognises, or reverses the recognition of, an impairment loss.
64 [Deletedj

Compensation for Impairment

65 Compensation from third parties for items of property, plant and equipment that were impaired, lost or givenup shall be included in profit or loss when the compensation becomes receivable.

66 Impairments or losses of items of property, plant and equipment, related claims for or payments of compensation fromthird parties and any subsequent purchase or construction of replacement assets are separate economic events and areaccounted for separately as follows:

(a) impairments of items of property, plant and equipment are recognised in accordance with lAS 36;

(b) derecognition of items of property, plant and equipment retired or disposed of is determined in accordance withthis Standard;

(c) compensation from third parties for items of property, plant and equipment that were impaired, lost or given up isincluded in determining profit or loss when it becomes receivable; and

(d) the cost of items of property, plant and equipment restored, purchased or constructed as replacements isdetermined in accordance with this Standard.

Derecognition
67 The carrying amount of an item of property, plant and equipment shall be derecognised:

(a) on disposal; or

(b) when no future economic benefits are expected from its use or disposal.

68 The gain or loss arising from the derecognition of an item of property, plant and equipment shall be included inprofit or loss when the item is derecognised (unless lAS 17 1J1 requires otherwise on a sale and leaseback). Gainsshall not be classified as revenue.

68A However, an entity that, in the course of its ordinary activities, routinely sells items of property, plant and equipmentthat it has held for rental to others shall transfer such assets to inventories at their carrying amount when they cease to berented and become held for sale. The proceeds from the sale of such assets shall be recognised as revenue in accordancewith lAS 18 Revenue . IfRS 5 does not apply when assets that are held for sale in the ordinary course of business aretransferred to inventories.

69 The disposal of an item of property, plant and equipment may occur in a variety of ways (eg by sale, by entering into afinance lease or by donation). In determining the date of disposal of an item, an entity applies the criteria in lAS 18 forrecognising revenue from the sale of goods. lAS 17 applies to disposal by a sale and leaseback.

70 If under the recognition principle in paragraph?, an entity recognises in the carrying amount of an item of property,plant and equipment the cost of a replacement for part of the item, then it derecognises the carrying amount of the replacedpart regardless of whether the replaced part had been depreciated separately. If it is not practicable for an entity todetermine the carrying amount of the replaced part, it may use the cost of the replacement as an indication of what the costof the replaced part was at the time it was acquired or constructed.
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71 The gain or loss arising from the derecognition of an item of property, plant and equipment shall be determinedas the difference between the net disposal proceeds, if any, and the carrying amount of the item.

72 The consideration receivable on disposal of an item of property, plant and equipment is recognised initially at its fairvalue. If payment for the item is deferred, the consideration received is recognised initially at the cash price equivalent.The difference between the nominal amount of the consideration and the cash price equivalent is recognised as interestrevenue in accordance with lAS 18 reflecting the effective yield on the receivable.

Disclosure
73 The financial statements shall disclose, for each class of property, plant and equipment:

(a) the measurement bases used for determining the gross carrying amount;

(b) the depreciation methods used;

(c) the useful lives or the depreciation rates used;

(d) the gross carrying amount and the accumulated depreciation (aggregated with accumulated impairmentlosses) at the beginning and end of the period; and

(e) a reconciliation of the carrying amount at the beginning and end of the period showing:

(1) additions;

(ii) assets classified as held for sale or included in a disposal group classified as held for sale in
accordance with IFRS 5 ID and other disposals;

(iii) acquisitions through business combinations;

(iv) increases or decreases resulting from revaluations under paragraphs 31, 39 and 40 and from
impairment losses recognised or reversed in other comprehensive income in accordance with lAS 36 ID;

(v) impairment losses recognised in profit or loss in accordance with lAS 36;

(vi) impairment losses reversed in profit or loss in accordance with lAS 36;

(vii) depreciation;

(viii) the net exchange differences arising on the translation of the financial statements from thefunctional currency into a different presentation currency, including the translation of a foreign
operation into the presentation currency of the reporting entity; and

(ix) other changes.

74 The financial statements shall also disclose:

(a) the existence and amounts of restrictions on title, and property, plant and equipment pledged as security for
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liabilities;

(b) the amount of expenditures recognised in the carrying amount of an item of property, plant and equipmentin the course of its construction;

(c) the amount of contractual commitments for the acquisition of property, plant and equipment; and

(d) if it is not disclosed separately in the statement of comprehensive income, the amount of compensation fromthird parties for items of property, plant and equipment that were impaired, lost or given up that is included inprofit or loss.

75 Selection of the depreciation method and estimation of the useful life of assets are matters ofjudgement. Therefore,disclosure of the methods adopted and the estimated useful lives or depreciation rates provides users of financialstatements with information that allows them to review the policies selected by management and enables comparisons tobe made with other entities. For similar reasons, it is necessary to disclose:

(a) depreciation, whether recognised in profit or loss or as a part of the cost of other assets, during a period; and

(b) accumulated depreciation at the end of the period.

76 In accordance with lAS $ an entity discloses the nature and effect of a change in an accounting estimate that has aneffect in the current period or is expected to have an effect in subsequent periods. For property, plant and equipment, suchdisclosure may arise from changes in estimates with respect to:

(a) residual values;

(b) the estimated costs of dismantling, removing or restoring items of property, plant and equipment;

(c) useful lives; and

(d) depreciation methods.

77 If items of property, plant and equipment are stated at revalued amounts, the following shall be disclosed in
addition to the disclosures required by IFRS 13

(a) the effective date of the revaluation;

(b) whether an independent valuer was involved;

(c) [deleted]

(d) [deleted]

(e) for each revalued class of property, plant and equipment, the carrying amount that would have beenrecognised had the assets been carried under the cost model; and

(1) the revaluation surplus, indicating the change for the period and any restrictions on the distribution of thebalance to shareholders.

78 In accordance with lAS 36 1 an entity discloses information on impaired property, plant and equipment in addition tothe information required by paragraph 73(e)(iv)-(vi).
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79 Users of financial statements may also find the following information relevant to their needs:
(a) the canying amount of temporarily idle property, plant and equipment;

(b) the gross carrying amount of any fully depreciated property, plant and equipment that is still in use;

(e) the carrying amount of property, plant and equipment retired from active use and not classified as held for sale in
accordance with IfRS 5 ; and

(d) when the cost model is used, the fair value of property, plant and equipment when this is materially different fromthe carrying amount.

Therefore, entities are encouraged to disclose these amounts.

Transitional Provisions
80 The requirements of paragraphs 24-26 regarding the initial measurement of an item of property, plant andequipment acquired in an exchange of assets transaction shall be applied prospectively only to future transactions.

Effective Date
81 An entity shall apply this Standard for annual periods beginning on or after 1 January 2005. Earlier application isencouraged. If an entity applies this Standard for a period beginning before 1 January 2005, it shall disclose that fact.

81A An entity shall apply the amendments in paragraph 3 for annual periods beginning on or after 1 January 2006. If an
entity applies IFRS 6 for an earlier period, those amendments shall be applied for that earlier period.

813 lAS 1 Presentation offinancial Statements (as revised in 2007) amended the terminology used throughout IfRSs.In addition it amended paragraphs 39, 40 and 73(e)(iv). An entity shall apply those amendments for annual periodsbeginning on or after 1 January 2009. If an entity applies lAS I (revised 2007) for an earlier period, the amendments shallbe applied for that earlier period.

81C IFRS 3 Business Combinations (as revised in 2008) t3 amended paragraph 44. An entity shall apply that amendmentfor annual periods beginning on or after 1 July 2009. If an entity applies IfRS 3 (revised 2008) for an earlier period, theamendment shall also be applied for that earlier period.

81D Paragraphs 6 and 69 were amended and paragraph 68A was added by Improvements to IfRSs issued in May 200$.An entity shall apply those amendments for annual periods beginning on or after 1 January 2009. Earlier application ispermitted. If an entity applies the amendments for an earlier period it shall disclose that fact and at the same time apply the
related amendments to lAS 7 Statement ofCash flows tJ.

81E Paragraph 5 was amended by Improvements to IfRSs issued in May 2008. An entity shall apply that amendmentprospectively for annual periods beginning on or after 1 January 2009. Earlier application is permitted if an entity also
applies the amendments to paragraphs $ tl, 9,22,48, 53, 53A, 533, 54, 57 and 253 of lAS 40 at the same time. If anentity applies the amendment for an earlier period it shall disclose that fact.

8 IF IFRS 13 1, issued in May 2011, amended the definition of fair value in paragraph 6, amended paragraphs 26, 35 and77 and deleted paragraphs 32 and 33. An entity shall apply those amendments when it applies If RS 13.

8lGAnnual Improvements 2009—2011 Cycle , issued in May 2012, amended paragraph 8. An entity shall apply thatamendment retrospectively in accordance with lAS 8 Accounting Policies, Changes in Accounting Estimates and Errors
for annual periods beginning on or after 1 January 2013. Earlier application is permitted. If an entity applies thatamendment for an earlier period it shall disclose that fact.
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Withdrawal of Other Pronouncements
82 This Standard supersedes lAS 16 Property, Plant and Equ(pment tl (revised in 1998).

83 This Standard supersedes the following Interpretations:

(a) SIC-6 Costs ofModifying Existing Software ;

(b) SIC- 14 Property Plant and Equipment—Compensationfor the Impairment or Loss ofItems and

(c) SIC-23 Property, Plant and Equipment—Major Inspection or Overhaul Costs I.

Appendix: Amendments to Other Pronouncements
The amendments in this appendix shall be appliedfor annual periods beginning on or after 1 January 2005. Ifan entity
applies this Standardfor an earlier period, these amendments shall be appliedfor that earlier period

The amendments contained in this appendix when this Standard was issued in 2003 have been incorporated into the
relevant pronouncements published in this volume.

Approval by the Board of lAS 16 issued in December 2003
International Accounting Standard 16 Property, Plant and Equipment (as revised in 2003) was approved for issue by the
fourteen members of the International Accounting Standards Board.

Sir David Tweedie Chairman

Thomas E Jones Vice-Chairman

Maiy E Barth

Hans-Georg Bruns

Anthony T Cope

Robert P Garneft

Gilbert Gélard

James J Leisenring

Warren J McGregor

Patricia L O’Malley

Harry K Schmid

John T Smith

Geoffrey Whittington

Tatsumi Yamada

Basis for Conclusions on lAS 16 Property, Plant and

Case No. 2012-00535
Attachment 2 for Post-Hearing Request for Information Item 4

Page 16 of23
http ://www.accountingresearchmanager.com/wk/rm.nsf/arm.htmt?Open&rnm=990157 7/9/2013



Ikccountmg Research Manager ® lAS 16 - Property, Plant and Equipment Page 17 of 23

Equipment
This Basis for Conclusions accompanies, but is not part of lAS 16.

Introduction

BC1 This Basis for Conclusions summarises the International Accounting Standards Board’s considerations in teachingits conclusions on revising lAS 16 Property, Plant and Equipment in 2003. Individual Board members gave greaterweight to some factors than to others.

BC2 In July 2001 the Board announced that, as part of its initial agenda of technical projects, it would undertake a projectto improve a number of Standards, including lAS 16. The project was undertaken in the light of queries and criticismsraised in relation to the Standards by securities regulators, professional accountants and other interested parties. Theobjectives of the Improvements project were to reduce or eliminate alternatives, redundancies and conflicts withinStandards, to deal with some convergence issues and to make other improvements. In May 2002 the Board published itsproposals in an Exposure Draft of Improvements to InternationalAccounting Standards, with a comment deadline of 16September 2002. The Board received over 160 comment letters on the Exposure Draft.

BC3 Because the Board’s intention was. not to reconsider the fundamental approach to the accounting for property, plantand equipment that was established by lAS 16, this Basis for Conclusions does not discuss requirements in lAS 16 that theBoard has not reconsidered.

Scope

BC4 The Board clarified that the requirements of lAS 16 apply to items of property, plant and equipment that an entityuses to develop or maintain (a) biological assets and (b) mineral rights and mineral reserves such as oil, natural gas andsimilar non-regenerative resources. The Board noted that items of property, plant and equipment that an entity uses forthese purposes possess the same characteristics as other items of property, plant and equipment.

Recognition

BC5 In considering potential improvements to the previous version of lAS 16, the Board reviewed its subsequentexpenditure recognition principle for two reasons. first, the existing subsequent expenditure recognition principle did not
align with the asset recognition principle in the framework Q.’ Second, the Board noted difficulties in practice in makingthe distinction it required between expenditures that maintain, and those that enhance, an item of property, plant andequipment. Some expenditures seem to do both.

* References to the framework are to IASC’s frameworkfor the Preparation and Presentation of FinancialStatements, adopted by the IASB in 2001. In September 2010 the IASB replaced the framework with the
Conceptual framei’orkfor Financial Reporting l.

BC6 The Board ultimately decided that the separate recognition principle for subsequent expenditure was not needed. Asa result, an entity will evaluate all its property, plant and equipment costs under lAS 16’s general recognition principle.Also, if the cost of a replacement for part of an item of property, plant and equipment is recognised in the carrying amountof an asset, then an entity will derecognise the carrying amount of what was replaced to avoid carrying both thereplacement and the replaced portion as assets. This derecognition occurs whether or not what is replaced is a part of anitem that the entity depreciates separately.

3C7 The Board’s decision on how to handle the recognition principles was not reached easily. In the Exposure Draft(ED), the Board proposed to include within lAS 16’s general recognition principle only the recognition of subsequentexpenditures that are replacements of a part of an item of property, plant and equipment. Also in the ED, the Boardproposed to modif’ the subsequent expenditure recognition principle to distinguish more clearly the expenditures to whichit would continue to apply.

BC8 Respondents to the ED agreed that it was appropriate for subsequent expenditures that were replacements of a part ofan item of property, plant and equipment that an entity depreciated separately to be covered by the general recognitionprinciple. However, the respondents argued, and the Board agreed, that the modified second principle was not clearerbecause it would result in an entity recognising in the carrying amount of an asset and then depreciating subsequent
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expenditures that were for the day-to-day servicing of items of property, plant and equipment, those that might commonlybe regarded as for ‘repairs and maintenance’. That result was not the Board’s intention.

3C9 In its redeliberation of the ED, the Board concluded it could not retain the proposed modified subsequent expenditurerecognition principle. It also concluded that it could not revert to the subsequent expenditure principle in the previousversion of lAS 16 because, if it did, nothing was improved; the framework conflict was not resolved and the practiceissues were not addressed.

BC1O The Board concluded that it was best for all subsequent expenditures to be covered by lAS 16’s general recognitionprinciple. This solution had the following advantages:

(a) use of lAS 16’s general recognition principle fits the FrameworkJ.

(b) use of a single recognition principle is a straightforward approach.

(c) retaining lAS 16’s general recognition principle and combining it with the derecognition principle will result infinancial statements that reflect what is occurring, ie both the flow of property, plant and equipment through an entityand the economics of the acquisition and disposal process.

(d) use of one recognition principle fosters consistency. With two principles, consistency is not achieved unless it isclear when each should apply. Because lAS 16 does not address what constitutes an ‘item’ of property, plant andequipment, this clarity was not assured because some might characterise a particular cost as the initial cost of a newitem of property, plant and equipment and others might regard it as a subsequent cost of an existing item of property,plant and equipment.

BC1 1 As a consequence of placing all subsequent expenditures under lAS 16’s general recognition principle, the Boardalso included those expenditures under lAS 16’s derecognition principle. In the ED, the Board proposed the derecognitionof the carrying amount of a part of an item that was depreciated separately and was replaced by a subsequent expenditurethat an entity recognised in the carrying amount of the asset under the general recognition principle. With this change,replacements of a part of an item that are not depreciated separately are subject to the same approach.

BCY2 The Board noted that some subsequent expenditures on property, plant and equipment, although arguably incurredin the pursuit of future economic benefits, are not sufficiently certain to be recognised in the carrying amount of an assetunder the general recognition principle. Thus, the Board decided to state in the Standard that an entity recognises in profitor loss as incurred the costs of the day-to-day servicing of property, plant and equipment.

Classification of servicing equipment

BC 1 2A In Annual Improvements 2009—2011 Cycle 2 (issued in May 2012) the Board responded to a request to address aperceived inconsistency in the classification requirements for servicing equipment. Paragraph 8 of lAS 16 was unclearon the classification of servicing equipment as inventory or property, plant and equipment and led some to think thatservicing equipment used during more than one period would be classified as part of inventory. The Board decided toclarify that items such as spare parts, stand-by equipment and servicing equipment shall be recognised as property, plantand equipment when they meet the definition of property, plant and equipment. If they do not meet this definition they areclassified as inventory. In the light of respondents’ comments to the June 2011 exposure draft, the Board did not makeexplicit reference to the classification of particular types of equipment, because the definition of property, plant andequipment already provides sufficient guidance. The Board also deleted from paragraph 8 the requirement to account forspare parts and servicing equipment as property, plant and equipment only if they were used in connection with an item ofproperty, plant and equipment because this requirement was too restrictive when compared with the definition of property,plant and equipment.

Measurement at Recognition

Asset Dismantlement, Removal and Restoration Costs

3C13 The previous version of lAS 16 tl provided that in initially measuring an item of property, plant and equipment atits cost, an entity would include the cost of dismantling and removing that item and restoring the site on which it is located
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to the extent it had recognised an obligation for that cost. As part of its deliberations, the Board evaluated whether it couldimprove this guidance by addressing associated issues that have arisen in practice.

BC14 The Board concluded that the relatively limited scope of the Improvements project warranted addressing only onematter. That matter was whether the cost of an item of property, plant and equipment should include the initial estimate ofthe cost of dismantlement, removal and restoration that an entity incurs as a consequence of using the item (instead of as aconsequence of acquiring it). Therefore, the Board did not address how an entity should account for (a) changes in theamount of the initial estimate of a recognised obligation, (b) the effects of accretion of or changes in interest rates on, arecognised obligation or (c) the cost of obligations an entity did not face when it acquired the item, such as an obligationtriggered by a law change enacted after the asset was acquired.

BCJ5 The Board observed that whether the obligation is incurred upon acquisition of the item or while it is being used, itsunderlying nature and its association with the asset are the same. Therefore, the Board decided that the cost of an itemshould include the costs of dismantlement, removal or restoration, the obligation for which an entity has incurred as aconsequence of having used the item during a particular period other than to produce inventories during that period. An
entity applies lAS 2 Inventories to the costs of these obligations that are incurred as a consequence of having used theitem during a particular period to produce inventories during that period. The Board observed that accounting for thesecosts initially in accordance with lAS 2 acknowledges their nature. Furthermore, doing so achieves the same result asincluding these costs as an element of the cost of an item of property, plant and equipment, depreciating them over the
production period just completed and identifying the depreciation charge as a cost to produce another asset (inventory), inwhich case the depreciation charge constitutes part of the cost of that other asset.

BC16 The Board noted that because lAS 16’s initial measurement provisions are not affected by an entity’s subsequent
decision to carry an item under the cost model or the revaluation model, the Board’s decision applies to assets that an
entity carries under either treatment.

Asset Exchange Transactions

BC17 Paragraph 22 J of the previous version of lAS 16 indicated that if(a) an item of property, plant and equipment is
acquired in exchange for a similar asset that has a similar use in the same line of business and has a similar fair value or
(b) an item of property, plant and equipment is sold in exchange for an equity interest in a similar asset, then no gain or
loss is recognised on the transaction. The cost of the new asset is the carrying amount of the asset given up (rather than the
fair value of the purchase consideration given for the new asset).

BC18 This requirement in the previous version of lAS 16 was consistent with views that:

(a) gains should not be recognised on exchanges of assets unless the exchanges represent the culmination of an earning
process;

(b) exchanges of assets of a similar nature and value are not a substantive event warranting the recognition of gains;
and

(c) requiring or permitting the recognition of gains from such exchanges enables entities to ‘manufacture’ gains byattributing inflated values to the assets exchanged, if the assets do not have observable market prices in active markets.

BC19 The approach described above raised issues about how to identify whether assets exchanged are similar in natureand value. The Board reviewed this topic, and noted views that:

(a) under the framework I, the recognition of income from an exchange of assets does not depend on whether theassets exchanged are dissimilar;

(b) income is not necessarily earned only at the culmination of an earning process, and in some cases it is arbitrary todetermine when an earning process culminates;

(c) generally, under both measurement bases after recognition that are permitted under lAS 16, gain recognition is notdeferred beyond the date at which assets are exchanged; and
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(d) removing ‘existing carrying amount’ measurement of property, plant and equipment acquired in exchange forsimilar assets would increase the consistency of measurement of acquisitions of assets.

BC2O The Board decided to require in lAS 16 that alt items of property, plant and equipment acquired in exchange fornon-monetary assets or a combination of monetary and non-monetary assets should be measured at fair value, except that,if the exchange transaction lacks commercial substance or the fair value of neither of the assets exchanged can bedetermined reliably, then the cost of the asset acquired in the exchange should be measured at the carrying amount of theasset given up.

BC21 The Board added the ‘commercial substance’ test in response to a concern raised in the comments it received on theED. This concern was that, under the Board’s proposal, an entity would measure at fair value an asset acquired in atransaction that did not have commercial substance, ie the transaction did not have a discernible effect on an entity’seconomics. The Board agreed that requiring an evaluation of commercial substance would help to give users of thefinancial statements assurance that the substance of a transaction in which the acquired asset is measured at fair value (andoften, consequentially, a gain on the disposal of the transferred asset is recognised in income) is the same as its legal form.
BC22 The Board concluded that in evaluating whether a transaction has commercial substance, an entity should calculatethe present value of the post-tax cash flows that it can reasonably expect to derive from the portion of its operationsaffected by the transaction. The discount rate should reflect the entity’s current assessment of the time value of money andthe risks specific to those operations rather than those that marketplace participants would make.

BC23 The Board included the ‘reliable measurement’ test for using fair value to measure these exchanges to minimise therisk that entities could ‘manufacture’ gains by attributing inflated values to the assets exchanged. Taking intoconsideration its project for the convergence of IFRSs and US GAAP, the Board discussed whether to change the mannerin which its ‘reliable measurement’ test is described. The Board observed this was unnecessary because it believes that itsguidance and that contained in US GAAP are intended to have the same meaning.

BC24 The Board decided to retain, in lAS 18 Revenue l, its prohibition on recognising revenue from exchanges or swapsof goods or services of a similar nature and value. The Board has on its agenda a project on revenue recognition and doesnot propose to make any significant amendments to lAS 18 until that project is completed.

Measurement after Recognition

Revaluation Model

BC25 The Board is taking part in research activities with national standard-setters on revaluations of property’, plant andequipment. This research is intended to promote international convergence of standards. One of the most important issuesis identifying the preferred measurement attribute for revaluations. This research could lead to proposals to amend lAS 16.

Depreciation—Unit of Measure

BC26 The Board’s discussions about the potential improvements to the depreciation principle in the previous version oflAS 16 J included consideration of the unit of measure an entity uses to depreciate its items of property, plant andequipment. Of particular concern to the Board were situations in which the unit of measure is the ‘item as a whole’ eventhough that item may be composed of significant parts with individually varying useful lives or consumption patterns. TheBoard did not believe that, in these situations, an entity’s use of approximation techniques, such as a weighted averageuseful life for the item as a whole, resulted in depreciation that faithfully represents an entity’s varying expectations forthe significant parts.

BC27 The Board sought to improve the previous version of lAS 16 by proposing in the ED revisions to existing guidanceon separating an item into its parts and then further clarifying in the Standard the need for an entity to depreciateseparately any significant parts of an item of property, plant and equipment. By doing so an entity will also separatelydepreciate the item’s remainder.

Depreciation—Depreciable Amount

BC28 During its discussion of depreciation principles, the Board noted the concern that, under the cost model, theprevious version of lAS 16 does not state clearly why an entity deducts an asset’s residual value from its cost to determine
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the asset’s depreciable amount. Some argue that the objective is one of precision, ie reducing the amount of depreciationso that it reflects the item’s net cost. Others argue that the objective is one of economics, ie stopping depreciation if,because of inflation or otherwise, an entity expects that during its useful life an asset will increase in value by an amountgreater than it will diminish.

BC29 The Board decided to improve the previous version of lAS 16 by making clear the objective of deducting a residualvalue in determining an asset’s depreciable amount. In doing so, the Board did not adopt completely either the ‘net cost’or the ‘economics’ objective. Given the concept of depreciation as a cost allocation technique, the Board concluded that anentity’s expectation of increases in an asset’s value, because of inflation or otherwise, does not override the need todepreciate it. Thus, the Board changed the definition of residual value to the amount an entity could receive for the assetcurrently (at the financial reporting date) if the asset were already as old and worn as it will be when the entity expects todispose of it. Thus, an increase in the expected residual value of an asset because of past events will affect the depreciableamount; expectations of future changes in residual value other than the effects of expected wear and tear will not.

Depreciation—Depreciation Period

BC3O The Board decided that the useful life of an asset should encompass the entire time it is available for use, regardlessof whether during that time it is in use or is idle. Idle periods most commonly occur just after an asset is acquired and justbefore it is disposed of the latter while the asset is held either for sale or for another form of disposal.

BC3 1 The Board concluded that, whether idle or not, it is appropriate to depreciate an asset with a limited useful life sothat the financial statements reflect the consumption of the asset’s service potential that occurs while the asset is held. TheBoard also discussed but decided not to address the measurement of assets held for sale. The Board concluded that
whether to apply a different measurement model to assets held for sale—which may or may not be idle—was a different
question and was beyond the scope of the Improvements project.

BC32 In July 2003 the Board published ED 4 Disposal ofNon-current Assets and Presentation ofDiscontinued
Operations. ED 4 was published as part of the Board’s short-term convergence project, the scope of which was broader
than that of the Improvements project. In ED 4, the Board proposed that an entity should classif’ some of its assets as
‘assets held for sale’ if specified criteria are met. Among other things, the Board proposed that an entity should cease
depreciating an asset classified in this manner, irrespective of whether the asset is idle. The basis for this proposal was that
the carrying amount of an asset held for sale will be recovered principally through sale rather than future operations, and
therefore accounting for the asset should be a process of valuation rather than allocation. The Board will amend lAS 16
accordingly when ED 4 is finalised.

Depreciation—Depreciation Method

BC33 The Board considered how an entity should account for a change in a depreciation method. The Board concluded
that a change in a depreciation method is a change in the technique used to apply the entity’s accounting policy to
recognise depreciation as an asset’s future economic benefits are consumed. Therefore, it is a change in an accountingestimate.

Derecognition

Derecognition Date

3C34 The Board decided that an entity should apply the revenue recognition principle in lAS 18 for sales of goods toits gains from the sales of items of property. plant and equipment. The requirements in that principle ensure therepresentational faithfulness of an entity’s recognised revenue. Representational faithfulness is also the appropriateobjective for an entity’s recognised gains. However, in lAS 16, the revenue recognition principle’s criteria drivederecognition of the asset disposed of rather than recognition of the proceeds received. Applying the principle instead tothe recognition of the proceeds might lead to the conclusion that an entity will recognise a deferred gain. Deferred gains
do not meet the definition of a liability under the framework 3. Thus, the Board decided that an entity does notderecognise an item of property, plant and equipment until the requirements in lAS 18 to recognise revenue on the sale ofgoods are met.

Gain Classification

BC35 Although the Board concluded that an entity should apply the recognition principle for revenue from sales of goods
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to its recognition of gains on disposals of items of property, plant and equipment, the Board concluded that the respectiveapproaches to income statement display should differ. The Board concluded that users of financial statements wouldconsider these gains and the proceeds from an entity’s sale of goods in the course of its ordinary activities differently intheir evaluation of an entity’s past results and their projections of future cash flows. This is because revenue from the saleof goods is typically more likely to recur in comparable amounts than are gains from sales of items of property, plant andequipment. Accordingly, the Board concluded that an entity should not classify as revenue gains on disposals of items ofproperty, plant and equipment.

Assets Held for Rental to Others*
* Paragraphs 3C3 5A—3C3 5F were added as a consequence of amendments to lAS 16 by Improvements toIfRSs issued in May 2008. At the same time, the Board also amended paragraph 6 by replacing the term‘net selling price’ in the definition of ‘recoverable amount’ with ‘fair value less costs to sell’ for consistencywith the wording used in IFRS 5 Non-current Assets Heldfor Sale and Discontinued Operations 1 and lAS36 Impairment ofAssets 1.

BC35A The Board identified that, in some industries, entities are in the business of renting and subsequently selling thesame assets.

BC35B The Board noted that the Standard prohibits classification as revenue of gains arising from derecognition of itemsof property, plant and equipment. The Board also noted that paragraph BC35 states the reason for this is ‘users of financialstatements would consider these gains and the proceeds from an entity’s sale of goods in the course of its ordinaryactivities differently in their evaluation of an entity’s past results and their projections of future cash flows.’

3C35C Consistently with that reason, the Board concluded that entities whose ordinary activities include renting andsubsequently selling the same assets should recognise revenue from both renting and selling the assets. In the Board’sview, the presentation of gross selling revenue, rather than a net gain or loss on the sale of the assets, would better reflectthe ordinary activities of such entities.

BC35D The Board concluded that the disclosure requirements of lAS 16, lAS 2 and lAS 18 I. would lead an entity todisclose relevant information for users.

BC35E The Board also concluded that paragraph 14 of lAS 7 Statement ofCash flows should be amended to presentwithin operating activities cash payments to manufacture or acquire such assets and cash receipts from rents and sales ofsuch assets.

BC35F The Board discussed the comments received in response to its exposure draft of proposed Improvements toInternational financial Reporting Standards published in 2007 and noted that a few respondents would prefer the issue tobe included in one of the Board’s major projects such as the revenue recognition project or the financial statementpresentation project. However, the Board noted that the proposed amendment would improve financial statementpresentation before those projects could be completed and decided to add paragraph 6$A as previously exposed. A fewrespondents raised the concern that the term ‘held for sale’ in the amendment could be confused with the notion of heldfor sale in accordance with IFRS 5 Non-current Assets Hetdfor Sate and Discontinued Operations. Consequently, theBoard clarified in the amendment that IfRS 5 should not be applied in those circumstances.

Transitional Provisions

3C36 The Board concluded that it would be impracticable for an entity to determine retrospectively whether a previoustransaction involving an exchange of non-monetary assets had commercial substance. This is because it would not bepossible for management to avoid using hindsight in making the necessary estimates as of earlier dates. Accordingly, theBoard decided that in accordance with the provisions of lAS 8 Li an entity should consider commercial substance only inevaluating the initial measurement of future transactions involving an exchange of non-monetary assets.

Summary of Changes From the Exposure Draft
BC37 The main changes from the ED proposals to the revised Standard are as follows:

(a) The ED contained two recognition principles, one applying to subsequent expenditures on existing items of
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property, plant and equipment. The Standard contains a single recognition principle that applies to costs incurredinitially to acquire an item and costs incurred subsequently to add to, replace part of or service an item. An entityapplies the recognition principle to the latter costs at the time it incurs them.

(b) Under the approach proposed in the ED, an entity measured an item of property, plant and equipment acquired inexchange for a non-monetary asset at fair value irrespective of whether the exchange transaction in which it wasacquired had commercial substance. Under the Standard, a lack of commercial substance is cause for an entity tomeasure the acquired asset at the carrying amount of the asset given up.

(c) Compared with the Standard, the ED did not as clearly set out the principle that an entity separately depreciates atleast the parts of an item of property, plant and equipment that are of significant cost.

(d) Under the approach proposed in the ED, an entity derecognised the canying amount of a replaced part of an itemof property, plant and equipment if it recognised in the carrying amount of the asset the cost of the replacement underthe general recognition principle. In the Standard, an entity also applies this approach to a replacement of a part of anitem that is not depreciated separately.

(e) In finatising the Standard, the Board identified further necessary consequential amendments to IfRS I U, lAS 14
lAS 34 U, lAS 36 U, lAS 37 U, lAS 38 0, lAS 400, SIC-13 U, SIC-21 U, SIC-22 U and SIC-32 U.

© Copyright 2012 IFRS Foundation®
©2013 Wolters Kiuwer. AU Rights Reserved.
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360 Property, Plant, and Equipment
10 Overall
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360 Property, Plant, and Equipment
10 - Overall

3 60-10-35 Subsequent Measurement

General

General Note: The Subsequent Measurement Section provides guidance on an entity’ssubsequent measurement and subsequent recognition of an item. Situations that may resultin subsequent changes to carrying amount include impairment, fair value adjustments,depreciation and amortization, and so forth.
-

__________

35-1 This Subsection addresses depreciation of property, plant, and equipment and the postacquisition accounting for an interest in the residual value of a leased asset.

> Depreciation

35-2 This guidance addresses the concept of depreciation accounting and the various factorsto consider in selecting the related periods and methods to be used in such accounting.

35-3 Depreciation expense in financial statements for an asset shall be determined based onthe asset’s useful life.

35-4 The cost of a productive facility is one of the costs of the services it tenders during itsuseful economic life. Generally accepted accounting principles (GAAP) require that this cost bespread over the expected useful life of the facility in such a way as to allocate it as equitably aspossible to the periods during which services are obtained from the use of the facility. Thisprocedure is known as depreciation accounting, a system of accounting which aims to distribute
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the cost or other basic value of tangible capital assets, less salvage (if any), over the estimateduseful life of the unit (which may be a group of assets) in a systematic and rational manner. Itis a process of allocation, not of valuation.

35-5 See paragraph 360-10-35-20 lfor a discussion of depreciation of a new cost basis after
recognition of an impairment loss.

35-6 See paragraph 360-10-35-43 : Ifor a discussion of cessation of depreciation on long-lived assets classified as held for sale.

> > Declining Balance Method

35-7 The declining-balance method is an example of one of the methods that meet the
requirements of being systematic and rational. If the expected productivity or revenue-earning
power of the asset is relatively greater during the earlier years of its life, or maintenance
charges tend to increase during later years, the declining-balance method may provide the
most satisfactory allocation of cost. That conclusion also applies to other methods, including thesum-of-the-years-digits method, that produce substantially similar results.

> > Loss or Damage Experience as a Factor in Estimating Depreciable Lives

35-8 In practice, experience regarding loss or damage to depreciable assets is in some cases
one of the factors considered in estimating the depreciable lives of a group of depreciable
assets, along with such other factors as wear and tear, obsolescence, and maintenance and
replacement policies.

> > Unacceptable Depreciation Methods

35-9 If the number of years specified by the Accelerated Cost Recovery System of the Internal
Revenue Service (IRS) for recovery deductions for an asset does not fall within a reasonable
range of the asset’s useful life, the recovery deductions shall not be used as depreciation
expense for financial reporting.

35-10 Annuity methods of depreciation are not acceptable for entities in general.

> > Accounting Changes

35-11 See paragraphs 250-10-45-17 through 45-20 : ifor guidance on the accounting andpresentation of changes in methods of depreciation.

35-12 Paragraph Not Used

> Adjusting the Residual Value in Leased Assets by a Third Party

35-13 The following paragraph provides guidance on how an entity acquiring an interest in theresidual value of a leased asset shall account for that asset during the lease term.

35-14 An entity acquiring an interest in the residual value of any leased asset, irrespective ofthe classification of the related lease by the lessor, shall not recognize increases to the asset’sestimated value over the remaining term of the related lease, and the asset shall be reported at
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no more than its acquisition cost until sale or disposition. If it is subsequently determined thatthe fair value of the residual value of a leased asset has declined below the carrying amount ofthe acquired interest and that decline is other than temporary, the asset shall be written downto fair value, and the amount of the write-down shall be recognized as a loss. That fair valuebecomes the assets new carrying amount, and the asset shall not be increased for anysubsequent increase in its fair value before its sale or disposition.
FASB - Financial Accounting Standards Board

360 Property, Plant, and Equipment
10 Overall

35 Subsequent Measurement
Impairment or Disposal of Long-Lived Assets

Impairment or Disposal of Long-Lived Assets

General Note: The Subsequent Measurement Section provides guidance on an entity’ssubsequent measurement and subsequent recognition of an item. Situations that may resultin subsequent changes to carrying amount include impairment, fair value adjustments,depreciation and amortization, and so forth.

35-15 There are unique requirements of accounting for the impairment J or disposal of long-lived assets to be held and used or to be disposed of. Although this guidance deals with matterswhich may lead to the ultimate disposition of assets, it is included in this Subsection because itdescribes the measurement and classification of assets to be held and used and assets held fordisposal before actual disposition and derecognition. See the Impairment or Disposal of Long-Lived Assets Subsection iof Section 360—10—40 for a discussion of assets or asset groups forwhich disposition has taken place in an exchange or distribution to owners.
> Long-Lived Assets Classified as Held and Used

35-16 This guidance addresses how long-lived assets or asset groups that are intended to beheld and used in an entity’s business shall be reviewed for impairment.

> > Measurement of an Impairment Loss

35-17 An impairment loss shall be recognized only if the carrying amount of a long-lived asset(asset group J) is not recoverable and exceeds its fair value. The carrying amount of a long-lived asset (asset group) is not recoverable if it exceeds the sum of the undiscounted cash flowsexpected to result from the use and eventual disposition of the asset (asset group). Thatassessment shall be based on the carrying amount of the asset (asset group) at the date it istested for recoverability, whether in use (see paragraph 360-10-35-33 ) or underdevelopment (see paragraph 360-10-35-34 ). An impairment loss shall be measured as the
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amount by which the carrying amount of a long-lived asset (asset group) exceeds its fair value.

> >> Assets Subject to Asset Retirement Obligations

35-18 In applying the provisions of this Subtopic, the carrying amount of the asset beingtested for impairment shall include amounts of capitalized asset retirement costs. Estimatedfuture cash flows related to the liability for an asset retirement obligation that has beenrecognized in the financial statements shall be excluded from both of the following:

a. The undiscounted cash flows used to test the asset for recoverability

b. The discounted cash flows used to measure the asset’s fair value.

35-19 If the fair value of the asset is based on a quoted market price and that price considersthe costs that will be incurred in retiring that asset, the quoted market price shall be increasedby the fair value of the asset retirement obligation for purposes of measuring impairment.

> > Adjusted Carrying Amount Becomes New Cost Basis

35-20 If an impairment loss is recognized, the adjusted carrying amount of a long-lived assetshall be its new cost basis. For a depreciable long-lived asset, the new cost basis shall bedepreciated (amortized) over the remaining useful life of that asset. Restoration of a previouslyrecognized impairment loss is prohibited.

> > When to Test a Long-Lived Asset for Recoverability

35-21 A long-lived asset (asset group) shall be tested for recoverability whenever events orchanges in circumstances indicate that its carrying amount may not be recoverable. Thefollowing are examples of such events or changes in circumstances:
a. A significant decrease in the market price of a long-lived asset (asset group)

b. A significant adverse change in the extent or manner in which a long-lived asset (assetgroup) is being used or in its physical condition

c. A significant adverse change in legal factors or in the business climate that could affectthe value of a long-lived asset (asset group), including an adverse action or assessment by aregulator

d. An accumulation of costs significantly in excess of the amount originally expected for theacquisition or construction of a long-lived asset (asset group)

e. A current-period operating or cash flow loss combined with a history of operating or cashflow losses or a projection or forecast that demonstrates continuing losses associated withthe use of a long-lived asset (asset group)
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f. A current expectation that, mote likely than not,a long-lived asset (asset group) will besold or otherwise disposed of significantly before the end of its previously estimated usefulIife.The termmore likely than notrefers to a level of likelihood that is more than 50 percent.

35-22 When a long-lived asset (asset group) is tested for recoverability, it also may be
necessary to review depreciation estimates and method as requited by Topic 250 Lior theamortization period as required by Topic 350 iParagraphs 250-10-45-17 through 45-20land 250-10-50-4 address the accounting for changes in estimates, including changes inthe method of depreciation, amortization, and depletion. Paragraphs 350-30-35-1 through 35-5 laddress the determination of the useful life of an intangible asset.Any revision to theremaining useful life of a long-lived asset resulting from that review also shall be considered indeveloping estimates of future cash flows used to test the asset (asset group) for recoverability(see paragraphs 360-10-35-3 1 through 35-32 ). However, any change in the accountingmethod for the asset resulting from that review shall be made only after applying this Subtopic.

> > Grouping Long-Lived Assets Classified as Held and Used

35-23 For purposes of recognition and measurement of an impairment loss, a long-lived assetor assets shall be grouped with other assets and liabilities at the lowest level for whichidentifiable cash flows are largely independent of the cash flows of other assets and liabilities.However, an impairment loss, if any, that results from applying this Subtopic shall reduce onlythe carrying amount of a long-lived asset or assets of the group in accordance with paragraph360-10-35-28

35-24 In limited circumstances, a long-lived asset (for example, a corporate headquartersfacility) may not have identifiable cash flows that are largely independent of the cash flows ofother assets and liabilities and of other asset groups. In those circumstances, the asset groupfor that long-lived asset shall include all assets and liabilities of the entity.

35-25 In limited circumstances, an asset group will include all assets and liabilities of theentity.For example, the cost of operating assets such as corporate headquarters or centralizedresearch facilities may be funded by revenue-producing activities at lower levels of the entity.Accordingly, in limited circumstances, the lowest level of identifiable cash flows that are largelyindependent of other asset groups may be the entity level. See Example 4 (paragraph 360-10-
55-35 : al).

> >> Effect of Goodwill when Grouping

35-26 Goodwill shall be included in an asset group to be tested for impairment under thisSubtopic only if the asset group is or includes a reporting unit.Goodwill shall not be included ina lower-level asset group that includes only part of a reporting unit. Estimates of future cashflows used to test that lower-level asset group for recoverability shall not be adjusted for the
effect of excluding goodwill from the group.The termreporung unitis defined in Topic 350 : Jasthe same level as or one level below an operating segment J . That Topic requires thatgoodwill be tested for impairment at the reporting unit level.

35-27 Other than goodwill, the carrying amounts of any assets (such as accounts receivableand inventory) and liabilities (such as accounts payable, long-term debt, and asset retirementobligations) not covered by this Subtopic that are included in an asset group shall be adjustedin accordance with other applicable generally accepted accounting principles (GAAP) before
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testing the asset group for recoverabitity.Paragraph 350-20-35-31 : ]requires that goodwill betested for impairment only after the carrying amounts of the other assets of the reporting unit,including the long-lived assets covered by this Subtopic, have been tested for impairment underother applicable accounting guidance.

> > Allocating Impairment Losses to an Asset Group

35-28 An impairment loss for an asset group shall reduce only the carrying amounts of a long-lived asset or assets of the group. The loss shall be allocated to the long-lived assets of thegroup on a pro rata basis using the relative carrying amounts of those assets, except that theloss allocated to an individual long-lived asset of the group shall not reduce the carryingamount of that asset below its fair value whenever that fair value is determinable withoutundue cost and effort. See Example 1 (paragraph 360-10-55-20 : ) for an illustration of thisguidance.

> > Estimates of Future Cash Flows Used to Test a Long-Lived Asset forRecoverability

35-29 Estimates of future cash flows used to test the recoverability of a long-lived asset (assetgroup) shall include only the future cash flows (cash inflows less associated cash outflows) thatare directly associated with and that are expected to arise as a direct result of the use andeventual disposition of the asset (asset group). Those estimates shall exclude interest chargesthat will be recognized as an expense when incurred.

35-30 Estimates of future cash flows used to test the recoverability of a long-lived asset (assetgroup) shall incorporate the entity’s own assumptions about its use of the asset (asset group)and shall consider all available evidence. The assumptions used in developing those estimatesshall be reasonable in relation to the assumptions used in developing other information used bythe entity for comparable periods, such as internal budgets and projections, accruals related toincentive compensation plans, or information communicated to others. However, if alternativecourses of action to recover the carrying amount of a long-lived asset (asset group) are underconsideration or if a range is estimated for the amount of possible future cash flows associatedwith the likely course of action, the likelihood of those possible outcomes shall be considered. Aprobability-weighted approach may be useful in considering the likelihood of those possibleoutcomes. See Example 2 (paragraph 360-10-55-23 : ,1) for an illustration of this guidance.

35-31 Estimates of future cash flows used to test the recoverability of a long-lived asset (assetgroup) shall be made for the remaining useful life of the asset (asset group) to the entity. Theremaining useful life of an asset group shall be based on the remaining useful life of theprimary asset of the group. For purposes of this Subtopic, the primary asset is the principallong-lived tangible asset being depreciated or intangible asset being amortized that is the mostsignificant component asset from which the asset group derives its cash-flow-generatingcapacity.The primary asset of an asset group therefore cannot be land or an intangible assetnot being amortized.

35-32 Factors that an entity generally shall consider in determining whether a long-lived assetis the primary asset of an asset group include the following:

a. Whether other assets of the group would have been acquired by the entity without theasset

b. The level of investment that would be required to replace the asset
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C. The remaining useful life of the asset relative to other assets of the group. If the primaryasset is not the asset of the group with the longest remaining useful life, estimates of futurecash flows for the group shall assume the sale of the group at the end of the remaininguseful life of the primary asset.

35-33 Estimates of future cash flows used to test the recoverability of a long-lived asset (assetgroup) that is in use, including a long-lived asset (asset group) for which development issubstantially complete, shall be based on the existing service potential of the asset (assetgroup) at the date it is tested. The service potential of a long-lived asset (asset group)encompasses its remaining useful life, cash-flow-generating capacity, and for tangible assets,physical output capacity. Those estimates shall include cash flows associated with futureexpenditures necessary to maintain the existing service potential of a long-lived asset (assetgroup), including those that replace the service potential of component parts of a long-livedasset (for example, the roof of a building) and component assets other than the primary assetof an asset group. Those estimates shall exclude cash flows associated with future capitalexpenditures that would increase the service potential of a long-lived asset (asset group).

35-34 Estimates of future cash flows used to test the recoverability of a long-lived asset (assetgroup) that is under development shall be based on the expected service potential of the asset(group) when development is substantially complete. Those estimates shall include cash flowsassociated with all future expenditures necessary to develop a long-lived asset (asset group),including interest payments that will be capitalized as part of the cost of the asset (asset
group).Subtopic 835-20 1requires the capitalization period to end when the asset is
substantially complete and ready for its intended use.

35-35 If a long-lived asset that is under development is part of an asset group that is in use,estimates of future cash flows used to test the recoverability of that group shall include thecash flows associated with future expenditures necessary to maintain the existing servicepotential of the group (see paragraph 360-10-35-33 ) as well as the cash flows associatedwith all future expenditures necessary to substantially complete the asset that is under
development (see the preceding paragraph). See Example 3 (paragraph 360-10-55-33 :
See also paragraphs 360-10-55-7 through 55-18 : or considerations of site restoration andenvironmental exit costs.

> > Fair Value

35-36 For long-lived assets (asset groups) that have uncertainties both in timing and amount,an expected present value technique will often be the appropriate technique with which toestimate fair value.

> Long-Lived Assets Classified as Held for Sale

35-37 This guidance addresses the accounting for expected disposal losses for long-livedassets and asset groups that are classified as held for sale but have not yet been sold. Seeparagraphs 360-10-45-9 through 45-11 Ifor the initial criteria to be met for classification asheld for sale.

>> Measurement of Expected Disposal Loss or Gain
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35-38 Costs to sell are the incremental direct costs to transact a sale, that is, the costs that
result directly from and are essential to a sale transaction and that would not have been
incurred by the entity had the decision to sell not been made. Those costs include broker
commissions, legal and title transfer fees, and closing costs that must be incurred before legal
title can be transferred. Those costs exclude expected future losses associated with the
operations of a long-lived asset ( disposal group ) while it is classified as held for
sale.Expected future operating losses that marketplace participants would not similarly consider
in their estimates of the fair value less cost to sell of a long-lived asset (disposal group)
classified as held for sale shall not be indirectly recognized as part of an expected loss on the
sale by reducing the carrying amount of the asset (disposal group) to an amount less than its
current fair value less cost to sell.If the sale is expected to occur beyond one year as permitted
in limited situations by paragraph 360-10-45-11 : i, the cost to sell shall be discounted.

35-39 The carrying amounts of any assets that are not coveted by this Subtopic, including
goodwill, that are included in a disposal group classified as held for sale shall be adjusted in
accordance with other applicable GAAP prior to measuring the fair value less cost to sell of the
disposal group.Paragraphs 350-20-40-1 through 40-7 : provide guidance for allocating
goodwill to a lower-level asset group to be disposed of that is part of a reporting unit and that
constitutes a business. Goodwill is not included in a lower-level asset group to be disposed of
that is part of a reporting unit if it does not constitute a business.

35-40 A loss shall be recognized for any initial or subsequent write-down to fair value less cost
to sell. A gain shall be recognized for any subsequent increase in fair value less cost to sell, but
not in excess of the cumulative loss previously recognized (for a write-down to fair value less
cost to sell). The loss or gain shall adjust only the carrying amount of a long-lived asset,
whether classified as held for sale individually or as part of a disposal group.

35-41 See paragraphs 310-40-35-11 : land 310-40-40-10 : for guidance related to
determination of cost basis for foreclosed assets under Subtopic 310-40 : iand the
measurement of cumulative losses previously recognized under the preceding paragraph.

35-42 See paragraphs 830-30-45-13 through 45-15 : Jfor guidance regarding the application
of Topic 830 : to an investment being evaluated for impairment that will be disposed of.

> > Accounting While Held for Sale

35-43 A long-lived asset (disposal group) classified as held for sale shall be measured at the
lower of its carrying amount or fair value less cost to sell. If the asset (disposal group) is newly
acquired, the carrying amount of the asset (disposal group) shall be established based on its
fair value less cost to sell at the acquisition date.A long-lived asset shall not be depreciated
(amortized) while it is classified as held for sale. Interest and other expenses attributable to the
liabilities of a disposal group classified as held for sale shall continue to be accrued.

> > Changes to a Plan of Sale

35-44 If circumstances arise that previously were considered unlikely and, as a result, an
entity decides not to sell a long-lived asset (disposal group) previously classified as held for
sale, the asset (disposal group) shall be reclassified as held and used. A long-lived asset that is
reclassified shall be measured individually at the lower of the following:

a. Its carrying amount before the asset (disposal group) was classified as held for sale,
adjusted for any depreciation (amortization) expense that would have been recognized had
the asset (disposal group) been continuously classified as held and used
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b. Its fair value at the date of the subsequent decision not to sell.

35-45 If an entity removes an individual asset or liability from a disposal group previously
classified as held for sale, the remaining assets and liabilities of the disposal group to be sold
shall continue to be measured as a group only if the criteria in paragraph 360-10-45-9 Iare
met. Otherwise, the remaining long-lived assets of the group shall be measured individually at
the lower of their carrying amounts or fair values less cost to sell at that date.

> Long-Lived Assets to Be Disposed of Other than by Sale

35-46 This guidance addresses the accounting for impairment of long-lived assets and asset
groups that are intended to be disposed of by abandonment.

> > Long-Lived Assets to Be Abandoned

35-47 For purposes of this Subtopic, a long-lived asset to be abandoned is disposed of when it
ceases to be used. If an entity commits to a plan to abandon a long-lived asset before the end
of its previously estimated useful life, depreciation estimates shall be revised in accordance with
paragraphs 250-10-45-17 through 45-20 : ]and 250-10-50-4 ito reflect the use of the asset
over its shortened useful life (see paragraph 360-10-35-22 ).
35-48 Because the continued use of a long-lived asset demonstrates the presence of service
potential, only in unusual situations would the fair value of a long-lived asset to be abandoned
be zero while it is being used. When a long-lived asset ceases to be used, the carrying amount
of the asset should equal its salvage value, if any. The salvage value of the asset shall not be
reduced to an amount less than zero.

> > Long-Lived Asset Temporarily Idled

35-49 A long-lived asset that has been temporarily idled shall not be accounted for as if
abandoned.

© Copyright 2005-2012 by Financial Accounting Foundation, Norwalk, Connecticut.
© 2013 Woltera Kluwer. All Rights Reserved.
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AMENDED AND CONSOLIDATED LOAN CONTRACT

THIS AMENDED AND CONSOLIDATED LOAN CONTRACT, dated as of July16, 2009, is between BIG RIVERS ELECTRIC CORPORATION (together with any successorsand assigns, the “Borrower”), a cooperative corporation organized and existing under the laws ofthe Commonwealth of Kentucky, and the UNITED STATES OF AMERICA (the“Government”), acting by and through the Administrator (together with any person succeedingto the powers and rights of the Administrator with respect to this Agreement, the“Administrator”) of the Rural Utilities Service (together with any agency succeeding to thepowers and rights of the Rural Utilities Service with respect to this Agreement, the “RUS”);

RECITALS

WHEREAS, the Borrower previously incurred, pursuant to the Act (as defined inArticle I) and under the Existing Loan Contract (as defined below), certain indebtedness andother obligations to, or guaranteed by, the Government, acting by and through the Administratorof the RUS, which indebtedness and other obligations are evidenced by the RUS Notes (asdefined in Article 1); and

WHEREAS, in connection with the loans and other obligations evidenced by the RUSNotes, the Borrower and the Government, acting by and through the Administrator of the RUS,have entered into that certain New RUS Agreement, dated as of July 15, 1998, (the “ExistingLoan Contract”); and

WHEREAS, to secure the indebtedness and other obligations evidenced by the RUSNotes and to secure certain other indebtedness, the Borrower entered into that certain ThirdRestated Mortgage and Security Agreement, dated as of August 1, 2001 (the “Mortgage”), byand among the Borrower, as mortgagor, and the Government, acting by and through theAdministrator of the RUS; Ambac Assurance Corporation; Dexia Bank (as successor to CreditSuisse First Boston); U.S. Bank Trust National Association as trustee; National Rural UtilitiesCooperative Finance Corporation; PBR-1 Statutory Trust; PBR-2 Statutory Trust; PBR-3Statutory Trust; FBR-1 Statutory Trust; FBR-2 Statutory Trust; and Ambac Credit Products,LLC, as mortgagees, the (“RUS Mortgage”); and

WHEREAS, simultaneously herewith, the Mortgage is being released and, pursuant tothe Indenture (as defined in Article I), Borrower has granted a security title to and a securityinterest in substantially all of its real and personal property to secure the RUS Notes and thecertain other obligations secured under the Indenture, as more particularly set forth therein; and
WHEREAS, in connection with the release of the Mortgage and the substitution of theIndenture, the Borrower and the Government intend to amend, restate and consolidate theExisting Loan Contract as herein set forth; and
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NOW, THEREFORE, for and in consideration of the premises and the mutual covenantshereinafter contained, the parties hereto amend and consolidate the Existing Loan Contract toread in its entirety, and agree and bind themselves, as follows:

ARTICLE I.

DEFINITIONS

Capitalized terms that are not defined herein shall have the meanings set forth in theIndenture. The terms defined herein include both the plural and the singular. Unless otherwisespecifically provided, all accounting terms not otherwise defined herein shall have the meaningsassigned to them, and all determinations and computations herein provided for shall be made, inaccordance with Accounting Requirements.

“Accounting Requirements” shall mean the requirements of the system of accountsprescribed by the RUS.

“Act” shall mean the Rural Electrification Act of 1936, as amended.
“Agreement” shall mean this Amended and Consolidated Loan Contract, together with allschedules and exhibits hereto, and also all subsequent supplements or amendments hereto.
“Business Day” shall mean any day that the RUS is open for business.

“Capital Assets” shall mean all tangible and intangible utility plant, construction inprogress, non-utility property, material supplies and equipment normally used in the Borrower’ssystem.

“Credit Rating” shall mean a rating assigned by a Rating Agency (1) to any long-termindebtedness (that is not subject to Credit Enhancement) (including, without limitation,indebtedness issued by any governmental authority with respect to which the Borrower is anobligor) and secured directly or indirectly under the Indenture or (ii) if a Rating Agency has notassigned a rating to indebtedness of the type described in clause (1) hereof a “shadow rating” ofthe Borrower’s senior, secured long-term indebtedness (that is not subject to CreditEnhancement).

“Competitive Transition Charges” means amounts that the Company is authorized orpermitted to collect, directly or indirectly, from the ultimate consumers of electric power andenergy under state or federal statutes or regulations enacted or promulgated in connection withthe opening of the electric markets to retail competition, whether or not such consumers aretaking energy supplied directly or indirectly by the Company. It is intended that this definitionbe broadly construed in order to take into consideration the changing nature of the electric utilityindustry resulting from the implementation of retail competition.
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“Distributions” shall mean for the Borrower, in any calendar year, to declare or pay anydividends, or pay or determine to pay any patronage refunds, or retire any patronage capital ormake any other Cash Distributions, to its members, stockholders or consumers; provided,however, that for the purposes of this Agreement a “Cash Distribution” shall be deemed toinclude any general cancellation or abatement of charges for electric energy or services furnishedby the Borrower, including the rebate of an abatement of wholesale power costs previouslyincurred pursuant to an order of a state regulatory authority or a wholesale power cost adjustmentclause or similar power pricing agreement between the Borrower and a power supplier, but notincluding the repayment of a membership fee upon termination of a membership.

“Equity” shall mean the Borrower’s total margins and equities computed in accordancewith Accounting Requirements but excluding any Regulatory Created Assets.

“Event of Default” shall have the meaning as defined in Article VI of this Agreement.

“Existing Loan Contract” shall have the meaning set forth in the second WHEREASclause of this Agreement.

“Fitch” shall mean Fitch IBCA, Inc., and any successor thereto.

“General Manager” shall mean the President and Chief Executive Officer of theBorrower or the person performing the duties of a chief executive officer if no person holds suchtitle and, in the event of any dispute between the Borrower and the Government as to who is theGeneral Manager, the Administrator may designate a person or position that shall be the GeneralManager for purposes of this Agreement.

“Indenture” shall mean the Indenture, dated as of May 1, 2009, entered into by theBorrower and U.S. Bank National Association, as trustee, and all amendments and supplementsthereto.

“Interest Expense” shall mean the interest expense of the Borrower computed pursuant toAccounting Requirements,

“Investment” shall mean any loan or advance to, or any investment in, or purchase orcommitment to purchase any stock, bonds, notes or other securities of, or guaranty, assumptionor other obligation or liability with respect to the obligations of, any other person, firm orcorporation, except investments in securities or deposits issued, guaranteed or fully insured as topayment by the Government or any agency thereof and except any other investments set forth inthe RUS Regulations (7 C.F.R. § 17 17.655) as excluded from computations of the amounts andtypes of investments for which RUS approval is required.

“Investment Grade” means a Credit Rating of 338- (or its then current equivalent) orhigher, if issued by S&P or Fitch; Baa3 (or its then current equivalent) or higher, if issued byMoody’s; and any comparable investment grade rating if issued by any other Rating Agency.
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“Laws” shall have the meaning as defined in Paragraph (e) of Article II of thisAgreement.

“Loans” shall mean the loans and other obligations described in Article III of thisAgreement.

“Loan Documents” shall mean, collectively, this Agreement, the Indenture, the LockboxAgreement and the RUS Notes.

“Material Adverse Effect” shall mean a material adverse effect on the condition, financialor otherwise, operations, properties or business of the Borrower or on the ability of the Borrowerto perform its obligations under the Loan Documents.

“Moody’s” shall mean Moody’s Investors Service, and any successor thereto.

“Net Utility Plant” shall mean the amount constituting the Total Utility Plant of theBorrower, less depreciation, computed in accordance with Accounting Requirements.

‘Permitted Debt” shall have the meaning set forth in Section 5,25.

“Prior Loan Contracts” shall mean have the meaning as defined in Section 8.16.

“Prudent Utility Practice” shall mean any of the practices, methods and acts engaged inor approved by a significant portion of the electric utility industry during the relevant timeperiod, or any of the practices, methods and acts that, in the exercise of reasonable judgment inlight of the facts known at the time the decision was made, could have been expected toaccomplish the desired result at the lowest reasonable cost consistent with good businesspractices, reliability, safety and expedition. “Prudent Utility Practice” is not intended to belimited to the optimum practice, method or act, to the exclusion of all othrs, but rather toinclude a spectrum of possible practices, methods or acts generally in acceptance in light of thecircumstances.

“Rating Agency” shall mean S&P, Moody’s, Fitch or, provided that it is acceptable to theRUS, any other nationally recognized statistical rating organization (within the meaning of therules of the United States Securities and Exchange Commission).

“Regulatory Created Assets” shal] mean the sum of any amounts properly recordable asunrecovered plant and regulatory study costs or as other regulatory assets, computed pursuant toAccounting Requirements.

“Restricted Rentals” shall mean all rentals required to be paid under finance leases andcharged to income, exclusive of any amounts paid under any such lease (whether or notdesignated therein as rental or additional rental) for maintenance or repairs, insurance, taxes,assessments, water rates or similar charges. For the purpose of this definition the term “financelease” shall mean any lease having a rental term (including the term for which such lease may be
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renewed or extended at the option of the lessee) in excess of three years and covering propertyhaving an initial cost of $250,000 other than aircrafi, ships, barges, automobiles, trucks, trailers,rolling stock and vehicles; office, garage and warehouse space; office equipment and computers.Restricted Rentals shall not include any amounts paid under any of the facility Leases (asdefined in the Indenture).

“RUS Notes” shall mean the RUS Series A Note and the RUS Series B Note.

“RUS Regulations” shall mean the rules, regulations and bulletins of general applicabilitypublished by the RUS from time to time as such rules, regulations and bulletins exist at the dateof app]icability thereof, including but not limited to the rules and regulations set forth at 7 C.f.R.1700, and, unless the context clearly demonstrates a contrary intent, shall also include any rulesand regulations of other Federal entities which the RUS is required by taw to implement.

“RUS Series A Note” shalt mean that RUS 2009 Promissory Note Series A, dated July16, 2009 in the stated principal amount of $602,573,536 executed by the Borrower and deliveredto the Government.

“RUS Series B Note” shall mean that RUS 2009 Promissory Note Series B, dated July16, 2009 in the stated principal amount of $245,530,257.30 executed by the Borrower anddelivered to the Government.

“Smelter Contracts” and each a “Smelter Contract” shall mean (1) the Wholesale ElectricService Agreement (Alcan) dated as of July 1, 2009 by and between the Borrower and KenergyCorp., (ii) the Wholesale Electric Service Agreement (Century) dated as of July 1, 2009 by andbetween the Borrower and Kenergy Corp., (iii) the Retail Electric Service Agreement dated as ofJuly 1, 2009 by and between Kenergy Corp. and Alcan Primary Products Corporation, (iv) theRetail Electric Service Agreement dated as of July 1, 2009 by and between Kenergy Corp. andCentury Aluminum of Kentucky General Partnership, (v) the Coordination Agreement dated asof July 1, 2009 by and between the Borrower and Alcan Primary Products Corporation, and(vi) the Coordination Agreement dated as of July 1, 2009 by and between the Borrower andCentury Aluminum of Kentucky General Partnership.

“Special Construction Account” shall have the meaning as defined in Section 5.22.
“Subordinated Indebtedness” shall mean secured indebtedness of the Borrowersubordinated to the prior payment of the RUS Notes.

“Subsidiary” shall mean a corporation that is a subsidiary of the Borrower and subject tothe Borrower’s control, as defined by Accounting Requirements.

“S&P” shall mean Standard & Poor’s Ratings Services, a division of The McGraw-HillCompanies, Inc., and any successor thereto.

“System” shall have the meaning as defined in the Indenture.
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“Total Assets” shall mean an amount constituting the total assets of the Borrower ascomputed pursuant Accounting Requirements, but excluding any Regulatory Created Assets.

“Total Utility Plant” shall mean the amount constituting the total utility plant (gross) ofthe Borrower computed in accordance with Accounting Requirements.

“Unwind Transaction” shall mean the termination of the contractual relationships andproperty interests contemplated by the Transaction Termination Agreement dated as of March26, 2007 among the Borrower, LG&E Energy Marketing Inc. and Western Kentucky EnergyCorp.

“Wholesale Power Contracts” shall mean, collectively and individually, the wholesalepower contracts in effect between the Borrower and each of its member distributioncooperatives, which are described in the attached Exhibit D, and all amendments, supplements orreplacements thereto or thereof.

ARTICLE II.

REPRESENTATIONS AND WARRANTIES

Recognizing that the RUS is relying bereon, the Borrower represents and warrants, as ofthe date of this Agreement, as follows:

(a) Organization; fower Etc. The Borrower: (i) is duly organized, validly existing,and in good standing under the laws of the Commonwealth of Kentucky; (ii) is duly qualified todo business and is in good standing in each jurisdiction in which the transaction of its businessmakes such qualification necessary; (iii) has all requisite corporate and legal power to own andoperate its assets and to carry on its business and to enter into and perform its obligations underthe Loan Documents; and (iv) has duly and lawfially obtained and maintained all licenses,certificates, permits, authorizations and approvals which are necessary to the conduct of itsbusiness or required by applicable Laws.

(b) Authority. The execution, delivery and perfonnance by the Borrower of thisAgreement and the other Loan Documents and the performance of the transactions contemplatedhereby and thereby have been duly authorized by all necessary corporate action and do notviolate any provision of law or of the Articles of Incorporation or Bylaws of the Borrower orresult in a breach of, or constitute a default under, any agreement, indenture or other instrumentto which the Borrower is a party or by which it may be bound.

(c) Consents. No consent, permission, authorization, order or license of anygovernmental authority is necessary in connection with the execution, delivery or performance ofthe Loan Documents, except such as have been obtained and are in fiifl force and effect.
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(ci) Binding Agreement. Each of the Loan Documents, the Wholesale Power
Contracts and the Smelter Contracts is, or when executed and delivered will be, the legal, valid,
and binding obligation of the Borrower, enforceable in accordance with its terms, subject only to
limitations on enforceability imposed in equity or by applicable bankruptcy, insolvency,reorganization, moratorium or similar laws affecting creditors’ rights generally.

(e) Compliance With Laws. The Borrower is in compliance in all material respectswith all federal, state and local laws, rules, regulations, ordinances, codes and orders(collectively, “Laws”), the failure to comply with which could reasonably be expected to have aMaterial Adverse Effect.

(1) Litigation. There are no pending legal, arbitration or governmental actions orproceedings to which the Borrower is a party or to which any of its property is subject which, ifadversely determined, could have a Material Adverse Effect, and to the best of the Borrower’sknowledge, no such actions or proceedings are threatened or contemplated, except as theBorrower has disclosed to the RUS in writing

(g) financial Statements, No Material Adverse Change; Etc. The financialstatements, including RUS form 12, submitted to RUS fairly and fully present the financialcondition of the Borrower and the results of its operations as of December 31, 2008 and wereprepared in accordance with Accounting Requirements consistently applied. Since December31, 2008, there has been no material adverse change in the financial condition or operations ofthe Borrower. The financial statements submitted to the Kentucky Public Service Commissionin connection with Unwind Transaction (Case No. 2007-0045) fairly and fully presented thefinancial condition of the Borrower and the results of its operations at the time of their filing(subject to any final year-end adjustments and footnotes) and any projections filed by theBorrower in the proceeding of the Kentucky Public Service Commission to approve the UnwindTransaction were based on assumptions which were commercially reasonable at the time anysuch projections were filed.

(h) Budgets; Projections; Etc. All budgets, projections, feasibility studies, appraisals,and other documentation submitted by the Borrower to the RUS and any Rating Agency thenassigning a Credit Rating are based on assumptions that are reasonable and realistic, as of thedate hereof, no fact has come to light, and no event or transaction has occurred, which wouldcause any assumption made therein not to be reasonable or realistic.

(i) Location of Properties. All property and interests therein of the Borrower arelocated in the states and counties identified in the Indenture.

(j) Princtal Place ofBusiness; Records. The principal place of business and chiefexecutive office of the Borrower is at the address of the Borrower specified in Section 8.2.
(k) Subsidiaries, The Borrower has no Subsidiaries other than Big Rivers LeasingLLC, a Delaware limited liability company.
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(1) Defaults Under Other Agreements. The Borrower is not in default under any
agreement or instrument under which the Borrower is a party or to which any of its property is
subject that could reasonably be expected to have a Material Adverse Effect.

(m) Title to Property. As to the property which is included in the description of the
Trust Estate, the Borrower holds good and marketable title to all of its real property and owns all
of its personal property free and clear of any lien or encumbrance other than Permitted
Exceptions and liens permitted by Section 14,6 of the Indenture.

ARTICLE Ill.

THE LOANS

Section 3.1. The Existing Loans

The Borrower has borrowed funds from the Government, acting by and through the
Administrator of the RUS, evidenced by the RUS Notes, has agreed to reimburse the
Government, acting by and through the Administrator of the RUS, for the amounts borrowed
pursuant to the terms of the RUS Notes.

Section 32. No Further Advances

The Borrower acknowledges and agrees that all amounts to be advanced to the Borrower
under the RUS Notes have been advanced and the Government, acting by or through the
Administrator of the RUS, is under no obligation to make any further advances to the Borrower
under the RUS Notes.

Section 3.3. Interest Rates and Payment

(a) interest Rates. The RUS Notes shall be payable and bear interest, as therein
provided.

(b) Application ofPayments. All payments made to RUS on the Borrower’s behalf or
for the account of the Borrower shall be accepted by the Government and shall be applied asfollows: (i) first, if and only if, at the time of the Government’s receipt of such amounts, anypayments are then due and owing under the RUS Series B Note, then such amounts shall beapplied to the RUS Series B Note to the extent, and only to the extent, of such payments then dueand owing thereunder, (ii) second, to any amounts then due and owing under the RUS Series ANote, and (iii) third, as a prepayment of principal on the RUS Series A Note. In the absence of awritten directive from Borrower, no amounts paid to the Government shall be applied as aprepayment on the RUS Series B Note unless and until the obligations of Borrower under theRUS Series A Note have been satisfied in full.
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(c) Electronic Funds Transfer. Except as otherwise prescribed by the RUS, the
Borrower shall make all payments on the RUS Notes utilizing electronic funds transfer
procedures as specified by the RUS.

Section 3.4. Prepayment

The Borrower may prepay the RUS Notes in whole or in part in the sole discretion of the
Borrower without penalty or prepayment premium, provided, however, in no event shall such a
voluntary prepayment of the RUS Series 3 Note be deemed an acceleration or cause an
adjustment to the principal thereof.

ARTICLE IV.

AFFIRMATIVE COVENANTS

Section 4.1. Generally.

Unless otherwise agreed to in writing by the RUS, while this Agreement is in effect, the
Borrower shall duly observe each of the affirmative covenants contained in this Article IV.

Section 4.2. - Performance under Loan Documents

The Borrower shall duly observe and perform all of its obligations under each of the
Loan Documents.

Section 4.3. Annual Certification

Within ninety (90) days after the close of each fiscal year (or, if the Borrower hasdelivered written notice to the RUS prior to the expiration of such ninety (90) day period that theBorrower has determined in good faith that an additional thirty (30) days for such delivery isnecessary or advisable, then within one hundred twenty (120) days after the close of the fiscalyear with respect to which such notice has been delivered), the Borrower shall deliver to theRUS a written statement signed by its General Manager, stating that during such year theBorrower has fulfilled its obligations under the Loan Documents throughout such year in allmaterial respects or, if there has been a material default in the fu]fihlment of such obligations,specifying each such default known to the General Manager and the nature and status thereof.

Section 4.4. Rates and Margins for Interest Ratios

(a) Prospective Requirement. The Borrower shall design and implement rates forutility service furnished by it to maintain, on an annual basis, the Margins for Interest Ratiospecified in Section 13.14 of the Indenture.
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(b) Prospective Notice of Change in Rates. The Borrower shall give the RUS sixty(60) days’ written notice prior to the effective date of any proposed change in the Borrower’sgeneral rate structure.

(c) Routine Reporting ofMargins for Interest Ratio. The Borrower shall report to theRUS, no later than 45 days after December 31 of each year, in such written format as the RUSmay require, the Margins for Interest Ratio that was achieved during the preceding 12-monthperiod ending on December31 of such year.

(ci) Reporting Non-achievement of Retrospective Requirement. If the Borrower failsto achieve the Margins for Interest Ratio specified in Section 13.14 of the Indenture for anyfiscal year, it must promptly notify RUS in writing to that effect.

(e) Corrective Plans. Within thirty (30) days of (1) sending a notice to the RUS underparagraph (d) above that shows the Margins for Interest Ratio specified by Section 13.14 of theIndenture was not achieved for any fiscal year, or (ii) being notified by the RUS that the Marginsfor Interest Ratio specified by Section 13.14 of the Indenture was not achieved for any fiscalyear, whichever is earlier, the Borrower in consultation with the RUS shall provide a written plansatisfactory to the RUS setting forth the actions that shall be taken to achieve the specifiedMargins for Interest Ratio on a timely basis.

(t) Noncompliance. Failure to design and implement rates pursuant to paragraph (a)of this section and failure to develop and implement the plan in accordance with the terms ofparagraph (e) of this section shall constitute an Event of Default under this Agreement in theevent that RUS so notifies the Borrower to that effect under Section 6.1(d) of this Agreement.
Section 43. Financial Books

The Borrower shall at all times keep, and safely preserve, proper books, records andaccounts in which full and true entries shall be made of all of the dealings, business and affairs ofthe Borrower and its Subsidiaries, if any, in accordance with any applicable AccountingRequirements.

Section 4.6. Rights of Inspection

The Borrower shall afford the RUS, through its representatives, reasonable opportunity,at all times during business hours and upon prior notice, to have access to and the right to inspectthe System, any other property encumbered by the Indenture, and any or all books, records,accounts, invoices, contracts, leases,.payrolls, canceled checks, statements and other documentsand papers of every kind belonging to or in the possession of the Borrower or in any waypertaining to its property or business, including its Subsidiaries, if any, and to make copies orextracts therefrom.
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Section 4.7. Real Property Acquisition

In acquiring real property, the Borrower shall comply in all material respects with the
provisions of the Uniform Relocation Assistance and Real Property Acquisition Policies Act of
1970, as amended by the Uniform Relocation Act Amendments of 1987, and 49 C.f.R. part 24,
referenced by 7 C.f.R. part 21, to the extent applicable to such acquisition.

Section 4.8. Financial Reports

Within 120 days of the end of each fiscal year, the Borrower shall cause to be prepared
and furnished to the RUS a full and complete annual report of its financial condition and of its
operations in form and substance satisfactory to the RU$, audited and certified by an
Independent certified public accountant satisfactory to the RUS and accompanied by a report of
such audit in form and substance reasonably satisfactory to the RUS. The Borrower shall also
furnish to the RUS from time to time such other reports concerning the financial condition or
operations of the Borrower, including its Subsidiaries, as the RUS may request or RUS
Regulations require.

Section 4.9. Miscellaneous Reports and Notices

The Borrower shall furnish to the RUS:

(a) Notice of Default. Promptly after becoming aware thereof, notice of: (i) the
occurrence of any Event of Default under this Agreement or event which with the giving of
notice or the passage of time, or both, would become an Event of Default; and (ii) the receipt of
any notice given pursuant to the Indenture with respect to the occurrence of any event which
with the giving of notice or the passage of time, or both, could become an “Event of Default”
under the Indenture and (iii) the occurrence of any event under any agreement which with the
giving of notice or the passage of time, or both, could become an “Event of Default” under such
agreement and result in a Material Adverse Effect.

(b) Notice of Non-Environmental Litigation. Promptly after the commencement
thereof notice of the commencement of all actions, suits or proceedings before any court,
arbitrator, or governmental department, commission, board, bureau, agency or instrumentality
affecting the Borrower which, could reasonably be expected to have a Material Adverse Effect.

(c) Notice of Environmental Litigation. Without limiting the provisions of Section
4.9(b) above, promptly after receipt thereof notice of the receipt of all pleadings, orders,
complaints, indictments, or other communications alleging a condition that may require the
Borrower to undertake or to contribute to a cleanup or other response under laws relating toenvironmental protection, or which seek penalties, damages, injunctive relief, or criminalsanctions related to alleged violations or such laws, or which claim personal injury or propertydamage to any person as a result of environmental factors or conditions for which the Borroweris not fully covered by insurance, or which could reasonably be expected to have a MaterialAdverse Effect.
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(d) Notice ofApplication for Competitive Transition Charges. Promptly, but no later
than 60 days prior to submission to any approval authority, including without limitation, any
regulatory or legislative authority, written notice of an applic4tion for authority to collect
Competitive Transition Charges. Without limiting the right of RUS to request other information,
RUS has the right to request the Borrower to provide to RUS a written appraisal or other
financial assessment of the Competitive Transition Charges.

(c) Notice of Change ofPlace of Business. Promptly in writing, notice of any change
in location of its principal place of business or the office where its records concerning accounts
and contract rights are kept.

(U) Regulatoiy and Other Notices. Promptly after receipt thereof, copies of any
notices or other communications received from any governmental authority with respect to any
matter or proceeding which could reasonably be expected to have a Material Adverse Effect.

(e) Ratings. Promptly after receipt thereof, copies of Credit Ratings and copies of
any reports with respect to the Borrower or its Credit Rating issued by any Rating Agency.

(f) Material Adverse Effect. Promptly after becoming aware thereof notice of any
matter that has had or could reasonably be expected to have a Material Adverse Effect.

(g) Other Information. Such other information regarding the condition, financial or
otherwise, or operations, properties or business of the Borrower as the RUS may, from time to
time, reasonably request.

Section 4.10. Variable Rate Indebtedness

In connection with the furnishing of its annual report to the RUS pursuant to Section 4.8,
the Borrower shall report to the RUS, in such written format as may be acceptable to the RUS,
the specific maturities of all of the Borrower’s outstanding indebtedness and, the interest rates
applicable thereto, including, without limitation, with respect to any indebtedness not bearing a
fixed rate through the maturity of such indebtedness, the method and timing for adjustment and
readjustment of the applicable interest rate.

Section 4.11. Compliance with Laws

The Borrower shall operate and maintain the System and its properties in compliance in
all material respects with all applicable Laws.

Section 4.12. Separate Accounts

The Borrower shall execute and deliver, with a financial institution approved by the RUS,
a lockbox agreement or agreements substantially in the form of Exhibit A attached hereto
(“Lockbox Agreement”) and shall at all times maintain such Lockbox Agreement in full forceand effect. The Borrower shall not, without first complying with the requirements of
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Section 8.1, amend, supplement or otherwise modify the Lockbox Agreement. In the event:(a) the Borrower no longer has two Investment Grade credit ratings from at least two RatingAgencies; (b) the Borrower’s total current and accrued liabilities exceed the Borrower’s totalcurrent and accrued assets; (c) the Administrator determines the System is incapable of providingreliable service to the members of the Borrower pursuant to the terms of the Wholesale PowerContracts; (d) the Administrator determines that as a consequence of any change in thecondition, financial or otherwise, operations, properties or business of the Borrower, theBorrower will be unable to perform its material obligations under (i) this Agreement, (ii) the‘Wholesale Power Contracts, (iii) the RUS Notes, or (iv) the Indenture; or (e) there is an Event ofDefault under the Indenture, or any event that with the passage of time or giving of notice, orboth, would constitute an Event of Default under the Indenture, the Borrower shall, if so directedin writing by the Administrator of the RUS, (a) deposit, pursuant to the Lockbox Agreement, allcash proceeds of the Trust Estate, including, without limitation, checks, money and the like(other than cash proceeds deposited or required to be deposited with the Trustee pursuant to theIndenture), which cash proceeds shall include, without limitation, all payments by members ofthe Borrower on account of the Wholesale Power Contracts, in separate deposit or otheraccounts, segregated from all other monies, revenues and investments of the Borrower, and(b) take all such other actions as the RUS shall request to continue perfection of the lien of theIndenture in such proceeds for the benefit of all Holders of the Outstanding Secured Obligations.
Section 4.13. Property Maintenance

The Borrower shall maintain and preserve its System in compliance in all materialrespects with the provisions of the Indenture, RUS Regulations, all applicable Laws, and PrudentUtility Practice.

Section 4.14. Load Forecast

The Borrower shall prepare and use load forecasts with respect to its electric loads andfuture energy and capacity requirements in conformance with RUS Regulations.
Section 4.15. Long Range Engineering Plans and Construction Work Plans

The Borrower shall develop, maintain and use up-to-date long-range engineering plansand construction work plans in conformance with RUS Regulations.

Section 4.16. Design Standards, Construction Standards and List of Materials
The Borrower shall use design standards, construction standards, and lists of acceptablematerials in conformance with RUS Regulations.
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Section 4.17. Plans and Specifications

The Borrower shall submit plans and specifications for construction to RUS foT review
and approval, in conformance with RUS Regulations, if the construction will be financed in
whole or in part by a loan made or guaranteed by RUS.

Section 4.1$. Standard Forms of Construction Contracts, and Engineering and
Architectural Services Contracts

The Borrower shall use the standard forms of contracts promulgated by the RUS for
construction, procurement, engineering services and architectural services, in conformance with
RUS Regulations, if the construction, procurement, or services will be financed in whole or in
part by a Joan made or guaranteed by the RUS.

Section 4.19. Contract Bidding Requirements

The Borrower shall follow the RUS contract bidding procedures in conformance with
RUS Regulations when contracting for construction or procurement, if the construction or
procurement will be financed in whole or in part by a loan made or guaranteed by the RUS.

Section 4.20. NondiscrimInation

(a) Equal Opportunity Provisions in Construction Contracts. The Borrower shall
incorporate or cause to be incorporated into any construction contract, as defmed in Executive Order
11246 of September 24, 1965 and implementing regulations, which is paid for in whole or in part
with funds obtained from the RUS or borrowed on the credit of the United States pursuant to a
grant, contract, loan, insurance or guarantee, or undertaken pursuant to any RUS program
involving such grant, contract, loan, insurance or guarantee, the equal opportunity provisions set
forth in Exhibit 3 attached hereto entitled Equal Opportunity Contract Provisions.

(b) Equal Opportunity Contract Provisions A iso Bind the Borrower. The Borrower
further agrees that it shall be bound by such equal opportunity clause in any federally assisted
construction work which it performs itself other than through the permanent work force directly
employed by an agency of government.

(c) Sanctions and Penalties. The Borrower agrees that it shall cooperate actively
with the RUS and the Secretary of Labor in obtaining the compliance of contractors and
subcontractors with the equal opportunity clause and the rules, regulations and relevant orders ofthe Secretary of Labor, that it shall furnish the RUS and the Secretary of Labor such informationas they may require for the supervision of such compliance, and that it shall otherwise assist theadministering agency in the discharge of the RUS’s primary responsibility for securingcompliance. The Borrower further agrees that it shall refrain from entering into any contract orcontract modification subject to Executive Order 11246 with a contractor debarred from, or whohas not demonstrated eligibility for, Government contracts and federally assisted constructioncontracts pursuant to Part 11, Subpart D of Executive Order 11246 and shall carry out such
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sanctions and penalties for violation of the equal opportunity clause as may be imposed uponcontractors and subcontractors by the RUS or the Secretary of Labor pursuant to Part II, SubpartD of Executive Order 11246. In addition, the Borrower agrees that if it fails or refuses to complywith these undertakings the RUS may cancel, terminate or suspend in whole or in part thiscontract, may refrain from extending any further assistance under any of its programs subject toExecutive Order 11246 until satisfactory assurance of future compliance has been received fromthe Borrower, or may refer the case to the Department of Justice for appropriate legalproceedings.

Section 4.21. “Buy American” Requirements

The Borrower shall use or cause to be used in connection with the expenditures of fundsif such funds were obtained in who]e or in part by a loan being made or guaranteed by the RUSonly such unmanufactured articles, materials, and supplies as have been mined or produced inthe United States or any eligible country, and only such manufactured articles, materials, andsupplies as have been manufactured in the United States or any eligible country substantially allfrom articles, materials, and supplies mined, produced or manufactured, as the case may be, inthe United States or any eligible country, except to the extent the RUS shall detennine that suchuse shall be impracticable or that the cost thereof shall be unreasonable. For purposes of thissection, an “eligible country” is any country that has with respect to the United States anagreement ensuring reciprocal access for United States products and services and United Statessuppliers to the markets of that country, as determined by the United States TradeRepresentative.

Section 4.22. Depreciation Plan

The Borrower shall adopt as its depreciation rates only those that have been previouslyapproved for the Borrower by RUS (through RUS Regulation or by specific approval by RUS).The Borrower shall not file with or submit for approval of any regulatory bodies depreciationrates which are inconsistent with those approved for the Borrower by RUS.

Section 4.23. Maintenance of Credit Ratings

(a) Maintenance of Credit Ratings. As long as there remains any RU$ Note, theBorrower shall (1) maintain a Credit Rating from at least two Rating Agencies and(ii) continuously subscribe with a Rating Agency for the services described in Exhibit C attachedhereto.

(b) Reporting Non-achievement ofInvestment Grade Credit Rating. If the Borrowerfails to maintain two Credit Ratings of Investment Grade, it must notify RUS in writing to thateffect within five (5) days after becoming aware of such failure.

(c) Corrective Plans. Within thirty (30) days of the date on which the Borrower failsto maintain two Credit Ratings of Investment Grade, the Borrower in consultation with the RUS
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shall provide a written plan satisfactory to the RUS setting forth the actions that shall be taken
that are reasonably expected to achieve two Credit Ratings of Investment Grade.

(d) Noncompliance. Failure to implement a corrective plan developed in accordance
with paragraph (c) of this section shall constitute an Event of Default under this Agreement.

ARTICLE V.

NEGATiVE COVENANTS

Section 5.1. General

Unless otherwise agreed to in writing by the RUS, while this Agreement is in effect, the
Borrower shall duly observe each of the negative covenants set forth in this Article V.

Section 5.2. Acquisition of Capital Assets

The Borrower shall not, without first complying with the requirements of Section 8.1,
extend or add to its System by purchasing, constructing, leasing or otherwise acquiring CapitalAssets, including Capital Assets that constitute utility or non-utility plant, with funds fromsources other than loans made or guaranteed by RUS in the case of:

(a) Generating facilities if the total expenditures for the facilities to be built,
procured, or leased, including any future facilities included in the planned project, will
exceed the lesser of$l0 million or thirty percent (30%) of the Borrower’s Equity; or

(b) Existing electric facilities or systems in service whose purchase price, orcapitalized value in the case of a lease, exceeds ten percent (10%) of the Borrower’s NetUtility Plant;

(c) Any new project to serve an end user whose annual kWh purchases ormaximum annual kW demand is projected to exceed 25 percent of the Borrower’s totalkWh sales or maximum kW demand in the year immediately preceding the start ofconstruction of facilities; provided, however, this Section 5.2(c) shall not preclude theBorrower from purchasing constructing, leasing or otherwise acquiring Capital Assetswithout complying with the requirements of Section 8.1 for a project intended to facilitatethe providing of service to an end user in accordance with the provisions of a SmelterContract, provided, further, however that the Borrower may not purchase, construct, leaseor otherwise acquire Capital Assets pursuant to the preceding provision without firstcomplying with the requirements of Section 8.1, if the estimated costs of any such projectare estimated to exceed $ 10,000,000.
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Section 5.3. Disposition or Releases of Capital Assets

The Borrower shall not, without first complying with the requirements of Section 8.1,voluntarily or involuntarily sell, convey, transfer, lease, as lessor, or otherwise dispose of anyportion of its business or Capital Assets, or request the release of or release any Capital Assetsfrom the lien of the Indenture or enter into contracts therefor in any calendar year except incompliance with all applicable RUS Regulations, including without limitation, RUS Bulletin1717M-2, and any successor regulation. for purposes of measuring the Borrower’s compliancewith the preceding sentence of this Section 5.3, Section 4(a)(l)(a) of RUS Bulletin 1717M-2shall be deemed to be modified to read as follows: “The Borrower is not in default.”Notwithstanding the foregoing, the use by Borrower of the proceeds of any such sale,conveyance, transfer, lease or other disposition shall be in compliance with the Indenture,

Section 5.4. Limitations on Mergers and Sale, Lease or Transfer of CapitalAssets

The Borrower shall not consolidate or merge with, or sell all or substantially all of itsbusiness or assets, except to the extent it is expressly permitted under the Indenture.

Section 5.5. Limitations on Employment and Retention of General Manager

At any time an Event of Default, or an event which with the passage of time or the givingof notice, or both, would become an Event of Default, occurs and is continuing, the Borrowershall not, without the prior written approval of the RUS, enter into an employment relationshipwith any person to serve as General Manager of the System. If an Event of Default, or an eventwhich with the passage of time or the giving of notice, or both, would become an Event ofDefault, occurs and is continuing and the RUS requests the Borrower to terminate theemployment of its General Manager, the Borrower shall do so within thirty (30) days after thedate of such request, All contracts in respect of the employment of the General Manager or forthe operation of the Utility System or the Electric System, hereafter entered into shall containprovisions to permit compliance with this Section 5.5.

Section 5.6. Limitations on Certain Types of Contracts

(a) Approval of Certain Contracts. The Borrower shall not, without first complyingwith the requirements of Section 8.1, enter into any of the following:

(1) Any contract for the management and operation of all or a material portionof its System;

(ii) Any contract for the purchase, exchange or sale of electric power orenergy that has a term exceeding two (2) years;
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(iii) Any contract for the purchase or sale of interconnection, interchange
wheeling, transmission, pooling, ancillary services pooling or similar power supply
arrangements that has a term exceeding two (2) years;

(iv) Any contract for construction or procurement or for architectural and
engineering services in connection with the Borrower’s System if the project is financed
or will be financed, in whole or in part, by a loan made or guaranteed by the RUS;

(v) Any amendment or modification to any of the Wholesale Power Contracts,
including the Schedules thereto, including the Wholesale Power Contracts listed in the
attached Exhibit D, except that the Borrower may amend or modif’ provisions specif4ng

• delivery points.

(b) Terminations. The Borrower shall not, without first complying with the
requirements of Section 8.1, exercise any option to terminate any contract, including, without
limitation, any Wholesale Power Contract, if such contract, based upon its nature, remaining
term (not taking into account any option of the Borrower to terminate) and size, would be
required to be approved by the RUS pursuant to paragraph (a) of this Section 5.6 if the Borrower
were to have entered into such contract on the proposed termination date. The Borrower further
agrees at the written direction of the RUS to exercise any option to terminate a contract if the
exercise by the Borrower of that option would require compliance with the requirements of
Section 8.1 pursuant to the immediately preceding sentence unless the exercise of such
termination right could reasonably be expected to have a Material Adverse Effect.

(c) Determination of Term. For purposes of this Section 5.6, the term of any contract
shall be determined in accordance with this Section 5.6(c). The term of any contract shall be the
period during which performance (other than payment) is to occur and not. the period
commencing when such contract is executed. The term of any contract shall be based upon the
period prior to the first date upon which the Borrower could, at its option, terminate the contract
(taking into account any notice period required for termination).

(d) Amendments; Extensions. Any amendment or modification to an existing contract
(including an extension thereof) shall be governed by this Section 5.6 only to the extent such
specific amendment or modification (and not the contract as a whole), judged as if it were a
separate contract, would be required to be approved by the RUS pursuant to paragraph (a) of this
Section 5.6.

Section 5.7. Limitations on Loans, Investments and Other Obligations

The Borrower shall not, without first complying with the requirements of Section 8.1,make any loan or advance to, or make any Investment in, or purchase or make any commitment
to purchase any stock, bonds, notes or other securities of or guaranty, assume or otherwisebecome obligated or liable with respect to the obligations of any other person, firm orcorporation, except as permitted by the Act and RUS Regulations. In computing any permissiblelevel of Investments in any person, firm or corporation in accordance with this Section 5.7 and
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the RUS Regulations, the Borrower’s existing capital contribution to Big Rivers Leasing shallnot be included as contributing to the level of aggregate permissible Investments.

Section 5.8. Rate Changes

The Borrower shall not, without first complying with the requirements of Section 8.1,increase or reduce its rates.

Section 5.9. Indenture Restrictions

Notwithstanding the provisions of the Indenture, the Borrower shall not, without firstcomplying with the requirements of Section 8.1:

(a) consolidate or merge with any other corporation or convey or transfer the TrustEstate under the Indenture substantially as an entirety, or otherwise reorganize its corporatestructure to transfer functions or any substantial part of the Trust Estate to any other Person;

(b) elect pursuant to Section 1.1 D of the Indenture to apply Accounting Requirementsin effect as of the date of execution and delivery of the Indenture;

(c) include as Property Additions, under any provision of the Indenture, any propertythat would not qualify as Property Additions but for paragraph C of the definition of PropertyAdditions, or sell, lease or sublease any portion of the Trust Estate pursuant to paragraph H ofSection 6.1 of the Indenture;

(d) submit an Available Margins Certificate under Article V of the Indenture for thepurpose of issuing Additional Obligations unless such Certificate is accompanied by anIndependent Accountant’s Certificate stating in substance that nothing came to the attention ofsuch Accountant in connection with its unaudited review of the applicable period that would leadsuch Accountant to believe that there was any incorrect or inaccurate statement in suchCertificate;

(e) enter into a Supplemental Indenture pursuant to Section 13.1H of the Indenture;

(f) enter into a Supplemental Indenture pursuant to Section 13.1 B or 13.1 C of theIndenture if (1) the Holders of the Obligations issued under such Supplemental Indenture aregranted greater security rights in and to the Trust Estate than those security rights enjoyed by theGovernment in its capacity as a Holder of Obligations under the Indenture, provided, however,that neither (I) the existence of Credit Enhancement nor (II) the creation and maintenance of debtservice or similar funds for the payment of the principal and interest on Obligations issued undersuch Supplemental Indenture (to the extent such debt service or other similar funds are fundedfrom the proceeds of the issuance of such Obligations or funded in connection with therefinancing of other debt by such Obligations), shall constitute greater security rights in and tothe Trust Estate requiring the Borrower to comply with the requirements of Section 8.1; (ii) the
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Supplemental Indenture provides for covenants, restrictions, limitations, conditions, events ofdefaults or remedies not applicable to all Obligations then Outstanding or not equally available toall Holders of Obligations then Outstanding, provided, however, that provisions for covenantsand events of default that relate solely to assuring that the interest on such Obligations (or otherindebtedness secured by such Obligations) is excludable from the gross income of the holderthereof pursuant to the Internal Revenue Code, as amended, shall not constitute the providing ofcovenants or events of default requiring the Borrower to comply with the requirements ofSection 8.1; or (iii) the Obligations issued under such Supplemental Indenture, or theindebtedness secured by such Obligations, can be (a) accelerated or (b) effectively acceleratedthrough a mandatory purchase or similar mechanism, in either case, as a consequence of a breachor default by the Borrower under the related loan agreement or similar agreement entered into inconnection with such Obligation or indebtedness, provided, however, that acceleration andsimilar rights may be granted to development authorities and trustees without first complyingwith the requirements of Section 8.1 in connection with the issuance of Obligations (or otherindebtedness secured by such Obligations) the interest on which is excludable from the grossincome of the holder thereof pursuant to the Internal Revenue Code, as amended, if suchacceleration and similar rights are substantially similar to those currently granted to developmentauthorities and trustees in connection with the Existing Obligations;

(g) create or incur or suffer or permit to be created or incurred or to exist any pledgeof current assets secured under the Indenture to secure current liabilities;

(h) take any of the following actions:

(1) provide under the Indenture a Certificate of an Appraiser who is notIndependent if the value of the property or securities to which such certificate applies isgreater than $500,000;

(ii) provide under the Indenture a Certificate of an Engineer who is not alicensed professional with respect to any project if the cost of such project is greater than$50,000; or

(iii) provide under the Indenture a Certificate of an Engineer who is notIndependent and a licensed professional with respect to the fair value or repair cost of anyproject if either (A) the fair value or repair cost of such project is greater than $5,000,000or (B) RUS has requested in writing such certificate to be provided by an Engineer who isIndependent and a licensed professional;

(1) modify or alter Section 9.7 of the Indenture or the obligation of the Trustee underthe Indenture to hold the Trust Estate for the equal and proportionate benefit and security of theHolders, without any priority of any Obligation over any other Obligation;

(j) certify pursuant to Section 5.3D(l) or 5.3D(2) of the Indenture any retiredObligation or any principal payment on an Obligation as the basis for taking any action under theIndenture, if such retirement or payment is pursuant to a regularly scheduled sinking fund or
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principal installment or made at the Stated Maturity of such Obligation; provided, however, that
the Borrower shall not have to comply with the requirements of Section 8.1 before certifying
pursuant to Section 5.3D(1)or 5.3D(2) of the Indenture in connection with the issuance ofAdditional Obligations under the Indenture if such Additional Obligations are:

(I) issued to refund Obligations the interest on which is exempt from taxation
under Section 103 of the Internal Revenue Code, or obligations which were issued to
refund such tax-exempt Obligations;

(2) issued to refund Obligations owed to, or guaranteed by, the United States of
America acting through the RUS, or obligations which were issued to refund such
Obligations owed to, or guaranteed by, the United States of America acting through the
RUS; or

(3) Obligations issued to refund Obligations, if the combined term of the refundedObligations and the refunding Additional Obligations does not exceed the term for whichthe refunded Obligations could have been originally issued under the provisions of this
paragraph (j) or paragraph (k) of this Section 5.9.

(k) issue any Additional Obligations under the Indenture to finance Property
Additions unless the following additional requirements are satisfied in addition to therequirements set forth in the Indenture for issuing such Additional Obligations:

(1) If the proceeds of such Additional Obligations are being used to finance theinitial cost of the construction or acquisition of identified tangible assets, the weightedaverage life of the loan evidenced by such Additional Obligations does not exceed the
weighted average of the expected remaining useful lives of the assets being financed;

(2) The principal of the loan evidenced by such Additional Obligations is
amortized at a rate that shall yield a weighted average life that is not greater than theweighted average life that would result from level payments of principal and interest; and

(3) The principal of the loan being evidenced by such Additional Obligations hasa maturity of not less than five years.

In determining its compliance with the requirements of clause (2) of this paragraph (k), theBorrower shall be permitted to make reasonable assumptions as to the interest rate which suchAdditional Obligations will bear as the Borrower deems appropriate in light of the prevailinginterest rate environment in which such Additional Obligations are to be issued; or

(1) permit any liens in respect of judgments or awards which would be PermittedExceptions pursuant to Paragraph F of the definition of “Permitted Exceptions” in the Indenture,by virtue of the fact that such liens are fully covered by insurance; or
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(m) enter into any leases to and permits for occupancy, which materially impair the
Company’s use of the property in the conduct of its business, by, other Persons which would bePermitted Exceptions pursuant to Paragraph K of the definition of “Permitted Exceptions” byvirtue of the fact that any such leases and/or permits are for a period of less than ten (10) years.

Section 5.10. Negative Pledge

The Borrower shall not, without first complying with the requirements of
Section 8.1, directly or indirectly create, incur, assume or permit to exist any lien, mortgage,pledge, security interest, charge or encumbrance of any kind, whether voluntary or involuntary
(including any conditional sale or other title retention agreement, any lease in the nature thereof,and any other agreement to give any security interest) on or with respect to any of the ExceptedProperty except for:

(a) Permitted Exceptions (other than the Permitted Exception described inparagraph Y of the definition of Permitted Exceptions);

(b) as to the Excepted Property described in paragraphs B through E of the Indenture,inclusive, and paragraph K of the definition of Excepted Property, liens, mortgages, pledges,security interests, charges and encumbrances in connection with purchase money, construction oracquisition indebtedness (or renewals or extensions thereof) that encumber only the asset orassets so purchased, constructed or acquired or property improved through such purchase,construction or acquisition, and the proceeds upon a sale, transfer or exchange thereof;

(c) liens, mortgages, pledges, security interests, charges and encumbrances (1) for thebenefit of all Holders of the Obligations issued under the Indenture, (ii) in connection with anybond service or similar fund established by the Borrower with respect to any debt securities, theinterest on which is excludable from gross income of the holder thereof pursuant to the InternalRevenue Code, as amended, to the extent of amounts deposited in such funds in the ordinarycourse to make regularly scheduled payments on such debt securities, or (iii) in connection withany debt service or similar fund established by the Borrower for the payment of principal orinterest on debt securities, the interest on which is excludable from gross income of the holderthereof pursuant to the Internal Revenue Code, as amended, if such fund is funded solely fromthe proceeds of the issuance of such debt securities (or funded in connection with the refinancingof other debt by such debt securities);

(U) liens, pledges, security interests, charges and encumbrances with respect todeposit, brokerage, commodity and other similar accounts to the extent such liens, pledges,security interests, charges and encumbrances do not secure indebtedness for borrowed moneyother than indebtedness incurred in connection with acquiring securities or other investmentsdeposited in any such account; or

(e) liens, pledges, security interests, charges and encumbrances with respect to anyinterest, debt or equity, of the Borrower in National Rural Utilities Cooperative finance
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Corporation or CoBank, ACB, purchased or otherwise acquired by the Borrower in connection
with membership in such entity or any borrowing from such an entity.

Section 5.11. Emissions Allowances

Except for sales initiated by the Government without the prior consent and knowledge of
the Borrower, the Borrower shall not, without first complying with the requirements of Section
8.1, sell, assign or otherwise dispose of(or enter into any agreement therefor) any allowances for
emissions or similar rights granted by any governmental authority except in compliance with all
applicable RUS Regulations, including without limitation, RUS Bulletin 1717M-2, and any
successor regulation. For purposes of measuring the Borrower’s compliance with the preceding
sentence of this Section 5.11, Section 4(a)(1)(a) of RUS Bulletin 1717M-2 shall be deemed to be
modified to read as follows: “The Borrower is not in default.” The proceeds of any such sale,
assignment or other disposition, shall be deposited in the Construction Fund Trustee Account.
For such sales initiated by the Government without the prior consent and knowledge of the
Borrower, the Borrower shall give RUS, promptly upon receipt thereof written notice of such
sales.

Section 5.12. Renewable Energy Credits

The Borrower shall not, without first complying with the requirements of Section 8.1,
sell, assign or otherwise dispose of (or enter into any agreement therefor) (a) any credits received
from allowances for emissions or (b) similar tights granted by any governmental authority, in
either case which relate to renewable energy, except in compliance with all applicable RUS
Regulations, including without limitation, RUS Bulletin 171 7M-2, and any applicable RUS
Regulations, including without limitation, RU$ Bulletin 171 7M-2, and any successor regulation.For purposes of measuring the Borrower’s compliance with the preceding sentence of thisSection 5.12, Section 4(a)(l)(a) of RUS Bulletin 1717M-2 shall be deemed to be modified toread as follows: “The Borrower is not in default.” The proceeds of any such sale, assignment orother disposition, shall be deposited in the Construction Fund Trustee Account.

Section 5.13. Fiscal Year

The Borrower shall not, without first complying with the requirements of Section 8.1,change its fiscal year.

Section 5.14. Limits on Variable Rate Indebtedness

During any period in which (a) an Event of Default has occurred and is continuing or (5)the Borrower has not maintained a Credit Rating of Investment Grade, the Borrower shall not,without first complying with the requirements of Section 8.1, increase the outstanding principalamount of indebtedness of the Borrower, the interest rate with respect to which is adjusted orreadjusted at intervals of less than two (2) years, to an amount exceeding the amount thereofoutstanding on the date of such notice from the RUS.
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Section 5.15. Limits on Short-Term Indebtedness

The Borrower shall not, without first complying with the requirements of Section 8.1, on
any date permit Short-Term Indebtçdness to exceed fifteen percent (15%) of the Borrower’s
long-term debt and equities (determined in accordance with Accounting Requirements, except
that such determination and calculations shall not be made on a consolidated basis and shall not,
therefore, take into account the Short-Term Indebtedness, long-term debt and equities of the
Borrower’s Affiliates and Subsidiaries) as of the end of the fiscal quarter immediately preceding
such date. As used in this Section 5.15, “Short-Term Indebtedness” means all indebtedness of
or guaranteed or in effect guaranteed (whether directly or indirectly, contingent or otherwise)
against loss in respect thereof to the holder thereof by, the Borrower (other than trade payables)
which on the date of original issuance thereof is classified as short-term debt under Accounting
Requirements; provided, however, that any indebtedness issued in accordance with a credit
agreement or other arrangement with a maturity or expiration date of greater than one year from
the date of effectiveness of such credit agreement or arrangement shall not be considered Short-
Term Indebtedness at such time as the maturity of expiration of such credit agreements orarrangements is less than one year.

Section 5.16. Limitations on Changing Principal Place of Business

Without prior written notification to the RUS, the Borrower shati not change its principalplace of business.

Section 5.17. Limitations on RUS Financed Extensions and Additions

The Borrower shall not extend or add to its System either by construction or acquisitionwithout the prior written approval of RUS if the construction or acquisition is financed or will befinanced, in whole or in part, by a RUS loan or loan guarantee.

Section 5.18. Historic Preservation

Notwithstanding the provisions of Section 3.2, the Borrower shall not, without approvalin writing by the RUS, use any advance to construct any facility which shall involve any district,site, building, structure or object which is included in, or eligible for inclusion in, the NationalRegister of Historic Places maintained by the Secretary of the Interior pursuant to the HistoricSites Act of 1935 and the National Historic Preservation Act of 1966.

Section 5.19. Change of Ratings Agency

At any time that only one Rating Agency has assigned a Credit Rating, the Borrowershall not, without first complying with the requirements of Section 8.1, change the RatingAgency then providing the Credit Rating.
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Section 5.20. Competitive Transition Charges

The Borrower shall not, without first complying with the requirements of Section 8.1,(1) sell, exchange or otherwise dispose of Competitive Transition Charges, (ii) request the releaseof Competitive Transition Charges from the lien of the Indenture, or (iii) utilize CompetitiveTransition Charges as a basis for issuing Obligations under the Indenture, or as basis for asecuritized financing outside the Indenture, or withdraw Trust Moneys related to CompetitiveTransItion Charges.

Section 5.21. Limitation on Release of Agreements

The Borrower shall not, without first complying with the requirements of Section 8.1,sell, assign or otherwise dispose of, request the release of or release any contract described inSection 5.6 or any Wholesale Power Contract from the lien of the Indenture.

Section 5.22. Construction Fund Trustee Account

The Borrower shall deposit the proceeds of loans made or guaranteed by RUS promptlyafter the receipt thereof in a bank or banks that are insured by the Federal Deposit InsuranceCorporation or other federal agency acceptable to RUS. Any account (hereinafter called“ConstructIon Fund Trustee Account”) in which any such moneys shall be deposited shall beinsured by the Federal Deposit Insurance Corporation or other federal agency acceptable to RUSand shall be designated by the corporate name of the Borrower followed by the words“Construction Fund Trustee Account.” Moneys in any Construction Fund Trustee Account shallbe used solely for the construction and operation of the System and may be withdrawn only uponchecks, drafts, or orders signed on behalf of the Borrower and countersigned by an executiveofficer thereof.

Section 5.23. Impairment of Contracts

The Borrower shall not (a) materially breach any obligation to be paid or performed bythe Borrower under, or (b) take any action which is likely to materially impair the value of, anycontract which is subject to the security interest created by the Indenture.

Section 5.24. Limitations on Distributions

Without the prior written approval of RUS, the Borrower shall not in any calendar yearmake any Distributions to its members or stockholders except as follows:

(a) Equity above 30%, 1f after giving effect to any such Distribution, the Equity of theBorrower shall be greater than or equal to 30% of its Total Assets; or

(b) Equity above 25%. If, after giving effect to any such Distribution, the aggregate of allDistributions made during the calendar year when added to such Distribution shall be less than orequal to 25% of the margins for the year to which the Distribution relates.
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Provided however, that in no event shall the Borrower make any Distributions if there isunpaid when due any installment of principa] of (premium, if any) or interest on its Notes, if anEvent of Default has otherwise occurred and is continuing, or, if after giving effect to any suchDistribution, the Borrower’s current and accrued assets would be less than its current andaccrued liabilities and provided, further, that the limitation on Distributions created by thisSection 5.24 shall not apply to any payments, rebates, refunds or abatement of power costs madein accordance with a Smelter Contract or made in accordance with any tariff on file with theKentucky Public Service Commission.

Section 5.25. Limitations on Additional Indebtedness

The Borrower shall not incur, assume, guarantee or otherwise become liable in respect ofany debt for borrowed money and Restricted Rentals (including Subordinated Indebtedness)other than the following (‘Permitted Debt”):

(a) Additional Obligations issued in compliance with Article V of the Indenture;

(b) Purchase money indebtedness in non-System property, in an amount not exceeding10% of Net Utility Plant;

• (c) Restricted Rentals in an amount not to exceed 5% of Equity during any 12consecutive calendar month period;

(d) Unsecured lease obligations incurred in the ordinary course of business exceptRestricted Rentals;

(e) Unsecured indebtedness for borrowed money, up to an aggregate amount of 15% ofNet Utility Plant, so long as after giving effect to such unsecured indebtedness, the Borrower’sEquity is more than 20% of its Total Assets;

(f) Debt represented by dividends declared but not paid; and

(g) Subordinated Indebtedness approved by RUS.

The Borrower may incur Permitted Debt without the consent of RUS only so long asthere exists no Event of Default hereunder and there has been no continuing occurrence whichwith the passage of time and giving of notice could become an Event of Default hereunder. Byexecuting this Agreement any consent of RUS that the Borrower would otherwise by required toobtain under this Section is hereby deemed to be given or waived by RUS by operation of law tothe extent, but only to the extent, that to impose such a requirement of RUS consent wouldclearly violate federal laws or RUS Regulations.
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ARTICLE VI.

EVENTS OF DEFAULT

The following shall be “Events of Default” under this Agreement:

(a) Representations and Warranties. Any representation or warranty made by the
Borrower in Article II hereof or, in any certificate furnished to the RUS hereunder or in the Loan
Documents or in any filing pursuant to RUS Regulations shall be incorrect in any material
respect at the time made and shall at the time in question be untrue or incorrect in any material
respect and remain uncured;

(b) Payment. Default shall be made in the payment of or on account of interest on or
principal of any RUS Note when and as the same shall be due and payable, whether by
acceleration or otherwise, which shall remain unsatisfied for five (5) Business Days;

(c) Other Covenants. Default by the Borrower in the observance or performance of
any other covenant or agreement contained in any of the Loan Documents, which shall remain
unremedied for thirty (30) calendar days after written notice thereof shall have been given to the
Borrower by the RUS;

(d) Corporate Existence. The Borrower shall forfeit or otherwise be deprived of itscorporate charter or any franchise, permit, easement, consent or license required to carry on anymaterial portion of its business;

(e) Other Obligations. Default by the Borrower in the payment of any obligation,whether direct or contingent, for borrowed money in excess of $1 million or in the performanceor observance of the tenns of any instrument pursuant to which such obligation was created orsecuring such obligation which default shall have resulted in such obligation becoming or beingdeclared due and payable prior to the data on which it would otherwise be due and payable;

(f) Bankruptcy. A court having jurisdiction in the premises shall enter a decree ororder for relief in respect of the Borrower in an involuntary case under any applicablebanlcruptcy, insolvency or other similar law now or hereafter in effect, or appointing a receiver,liquidator, assignee, custodian, trustee, sequestrator or similar official, or ordering the windingup or liquidation of its affairs, and such decree or order shall remain unstayed and in effect for aperiod of ninety (90) consecutive days or the Borrower shall commence a voluntary case underany applicable bankruptcy, insolvency or other similar law now or hereafter in effect, or underany such law, or consent to the appointment or taking possession by a receiver, liquidator,assignee, custodian or trustee, of a substantial part of its property, or make any generalassignment for the benefit of creditors; and

(g) Dissolution or Liquidation. Other than as provided in the immediately precedingsubsection, the dissolution or liquidation of the Borrower, or failure by the Borrower promptly toforestall or remove any execution, garnishment or attachment of such consequence as shall
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impair its ability to continue its business or fulfill its obligations and such execution,
garnishment or attachment shall not be vacated within thirty (30) days. The term “dissolution or
liquidation of the Borrower,” as used in this paragraph (g), shall not be construed to include the
cessation of the corporate existence of the Borrower resulting either from a merger or
consolidation of the Borrower into or with another corporation following a transfer of all or
substantially all its assets as an entirety, under the conditions permitting such actions.

(h) Indenture. Any Event of Default as set forth in Section 9.1 of the Indenture and
any event (as set forth in such Section 9.1) that with the giving of notice or the passage of time,
or both, could become an Event of Default.

ARTICLE VII..

REMEDIES

Upon the occurrence of an Event of Default, then RUS may pursue all rights and
remedies available to RUS that are contemplated by this Agreement in the manner, upon theconditions, and with the effect provided in this Agreement, including, but not limited to, a suit
for specific performance, injunctive relief or compensatory damages. The RUS is hereby
authorized, to the maximum extent permitted by applicable law, to demand specific performanceof this Agreement at any time when the Borrower shall have failed to comply with any provision
of this Agreement applicable to it. The Borrower hereby irrevocably waives, to the maximum
extent permitted by applicable law, any defense based on the adequacy of a remedy at law that
might be asserted as a bar to such remedy of specific performance. Nothing herein shall limit theright of the RUS to pursue all rights and remedies available to a creditor at law or in equityfollowing the occurrence of an Event of Default listed in Article VI hereof or any right orremedy available to the RUS as a Holder of an Obligation under the Indenture. Each right,power and remedy of the RUS shall be cumulative and concurrent, and recourse to one or morerights or remedies shall not constitute a waiver of any other right, power or remedy.

ARTICLE VIII.

MISCELLANEOUS

Section 8.1. Notice to RUS; Objection of RUS

Before undertaking any transaction described in Article V or the schedules attachedhereto that requires compliance with the requirements of Section 8.1, the Borrower shall give tothe RUS (i) notice in writing describing in reasonable detail the proposed transaction and clearlystating that the transaction is covered by this Section 8.1 and (ii) drafts of any documents toeffect such transaction. If the RUS delivers to the Borrower written notice that it objects to the
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proposed transaction within sixty (60) days (or such shorter period as the parties shall agree to in
writing), the Borrower shall not complete the transaction without RUS approval.

Section 8.2. Notices

All notices, requests and other communications provided for herein including, without
limitation, any modifications of or waivers, requests or consents under, this Agreement shall be
given or made in writing (including, without limitation, by telecopy) and delivered to the
intended recipient at the “Address for Notices” specified below; or, as to any party, at such other
address as shall be designated by such party in a notice to each other party. Except as otherwise
provided in this Agreement, all such communications shall be deemed to have been duly given
when transmitted by telecopier or personally delivered or, in the case of a mailed notice, upon
receipt, in each case given or addressed as provided for herein. The Address for Notices of the
respective parties are as follows:

The Government:

Rural Utilities Service
United States Department of Agriculture
RoomNo. 5135-S
1400 Independence Avenue, S.W.
Stop 1510
Washington, DC 20250
Fax: (202) 720-9542
Attention: RUS Administrator

With a copy to:

Rural Utilities Service
United States Department of Agriculture
Room No. 0270-S
1400 Independence Avenue, S.W.
Stop: 1568
Washington, DC 20250
fax: (202) 720-1401
Attention: Power Supply Division

The Borrower:

Big Rivers Electric Corporation
201 Third Street
Henderson, Kentucky 42420
Fax; (270) 827-2558
Attention: President and Chief Executive Officer
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With a copy to:

Sullivan, Mountjoy, Stainback & Miller
100 St. Ann’s Building
P0 Box 727
Owensboro KY 423 02-0727

Fax: (270)683-6694
Attention: James Miller

Section 8.3. Expenses

To the extent permitted by Law, the Borrower shall pay all costs and expenses of RUS,including reasonable fees of counsel, incurred in connection with the enforcement of the LoanDocuments or with the preparation for such enforcement if the RUS has reasonable grounds tobelieve that such enforcement may be necessary.

Section 8.4. Late Payments

If payment of any amount due hereunder is not received at the United States Treasury inWashington, D.C., or such other location as RUS may designate to the Borrower, within five (5)Business Days after the due date thereof or such other time period as RUS may prescribe fromtime to time in its policies of general application in connection with any late payment charge(such unpaid amount being herein called the “delinquent amount,” and the period beginning aftersuch due date until payment of the delinquent amount being herein called the “late-paymentperiod), the Borrower shall pay to RUS, in addition to all other amounts due under the terms ofthe RUS Notes and this Agreement, any late-payment charge as may be fixed by RUSRegulations from time to time on the delinquent amount for the late-payment period.

Section 8.5. Filing Fees

To the extent permitted by Law, the Borrower agrees to pay all expenses of RUS(including the fees and expenses of its counsel) in connection with the filing or recordation of allfinancing statements and instruments as may be required by RUS in connection with thisAgreement, including, without limitation, all documentary stamps, recordation and transfer taxesand other costs and taxes incident to recordation of any document or instrument in connectionherewith. The Borrower agrees to save harmless and indemnify the RUS from and against anyliability resulting from the failure to pay any required documentary stamps, recordation andtransfer taxes, recording costs, or any other expenses incurred by the RUS in connection withthis Agreement. The provisions of this Section 8.5 shall survive the execution and delivery ofthis Agreement and the payment of all other amounts due hereunder or due on the RUS Notes.
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Section 8.6. No Waiver

No failure on the part of the RUS to exercise, and no delay in exercising, any right
hereunder shall operate as a waiveT thereof, nor shall any single or partial exercise by the RUS of
any right hereunder preclude any other or further exercise thereof or the exercise of any other
right.

Section 8.7. Governing Law

EXCEPT TO THE EXTENT GOVERNED BY APPLICABLE FEDERAL LAW, THE
LOAN DOCUMENTS SHALL BE DEEMED TO BE GOVERNED BY, AND CONSTRUED
iN ACCORDANCE WITH, THE LAWS OF THE COMMONWEALTH OF KENTUCKY.

Section 8.8. Holiday Payments

If any payment to be made by the Borrower hereunder shall become due on a day which
is not a Business Day, such payment shall be made on the next succeeding Business Day andsuch extension of time shall be included in computing any interest in respect of such payment.

Section 8.9. Successors and Assigns

This Agreement shall be binding upon and inure to the benefit of the Borrower and theRUS and their respective successors and assigns, provided, however, that the Borrower may notassign or transfer its rights or obligations hereunder without the prior written consent of the RUS.

Section $.1O. Complete Agreement; Amendments

This Agreement and the other Loan Documents are intended by the parties to be acomplete and final expression of their agreement. However, RUS reserves the right to waive itsrights to compliance with any provision of this Agreement and the other Loan Documents. Noamendment, modification, or waiver of any provision hereof or thereof, and no consent to anydeparture of the Borrower herefrom or therefrom, shall be effective unless approved in writingby RUS in the form of either a RUS Regulation or other writing signed by or on behalf of RUS,and then such waiver or consent shall be effective only in the specific instance and for thespecific purpose for which given.

Section 8.11. Headings

The headings and sub-headings contained in the titling of this Agreement are intended tobe used for convenience only and do not constitute part of this Agreement.

Section 8.12. Severability

If any term, provision or condition, or any part thereof of this Agreement shall for anyreason be found or held invalid or unenforceable by any governmental agency or court ofcompetent jurisdiction, such invalidity or unenforceahulity shall not affect the remainder of such
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term, provision or condition nor any other term, provision or condition, and this Agreement andthe RUS Notes shall survive and be construed as if such invalid or unenforceable term, provisionor condition had not been contained herein.

Section 8.13. Right of Set off

Upon the occurrence and during the continuance of any Event of Defau1t, the RUS ishereby authorized at any time and from time to time, without prior notice to the Borrower, toexercise rights of set off or recoupment and apply any and all amounts held or hereafter held, bythe RUS or owed to the Borrower or for the credit or account of the Borrower against any and allof the obligations of the Borrower now or hereafter existing hereunder or under the RUS Notes.The RU$ agrees to notify the Borrower promptly after any such set off or recoupment and theapplication thereof provided that the failure to give such notice shall not affect the validity ofsuch set off recoupment or application. The rights of the RUS under this Section 8.13 are inaddition to any other rights and remedies (including other rights of set off or recoupment) whichthe RUS may have. The Borrower waives all rights of set off deduction, recoupment orcounterclaim.

Section 8.14. Schedules and Exhibits

Each Schedule and Exhibit attached hereto and referred to herein is each an integral partof this Agreement.

Section 8.15. Sole Benefit

The rights and benefits set forth in this Agreement are for the sole benefit of the partiesthereto and may be relied upon only by them.

Section 8.16. Prior Loan Contracts

It is understood and agreed that with respect to all loan agreements previously enteredinto by and between RUS and the Borrower, including, without limitation, the Existing LoanContract, (hereinafter being referred to as “Prior Loan Contracts”) the Borrower shall berequired, as of the date hereof, to meet affirmative and negative covenants as set forth in thisAgreement rather than those set forth in any Prior Loan Contract. As of the date hereof, thisAgreement replaces and supersedes any Prior Loan Contract. In the event of any conflictbetween any provision set forth in the Prior Loan Contract and any provision in this Agreement,the requirements as set forth in this Agreement shall apply.

Section 8.17. Authority of RUS Representatives

In the case of any consent, approval or waiver from the RUS that is required under thisAgreement or any other Loan Document, such consent, approval or waiver must be in writingand signed by an authorized RUS representative to be effective. As used in this Section 8.17,“authorized RUS representative” means the Administrator of RUS, and also means a person to
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whom the Administrator has officially delegated specific or general authority to take the actionin question.

Section 8.18. Relation to RUS Regulations

(a) In case of any conflict between the terms of this Agreement and the provisions ofthe RUS Regulations, the terms of this Agreement shall control.

(b) The RUS Regulations shall apply to the Borrower to the extent and under theconditions expressly set forth in this Agreement (other than in Section 4.11). To the extent thisthe terms of this Agreement, the Indenftre, and the RUS Regulations are silent on an issuerelating to System operation, control, maintenance, and accounting, the Borrower will complywith Prudent Utility Practice.

(c) The Borrower recognizes that some RUS Regulations implement Federal statutesor regulatory policies that are not limited to rural electrification but apply to many types ofFederal assistance. Nothing herein is intended to, or shall be deemed to, waive the requirementsof any Federal statute or regulation that is applicable to the Borrower independently of anyrequirement made app]icable solely by the RUS Regulations.

(d) Subject to paragraphs (b) and (c) above, if on the date of this Agreement, anyRUS Regulation conflicts with the terms of this Agreement or the Indenture pursuant to 7 C.F.R.1710.113(c)(2) (62 F.R. 7721 & 18037 (1997)), the RUS hereby waives compliance by theBorrower with such RUS Regulations.

Section 8.19. Term

This Agreement shall remain in effect until one of the following two events has occurred:

• (a) The Borrower and the RUS replace this Agreement with another writtenagreement; or

(b) All of the Borrower’s obligations under this Agreement and the RU$ Notes havebeen discharged and paid.

Section 8.20. RelatIon to Indenture

The RUS is a party to this Agreement and a Holder of Outstanding Secured Obligationsunder the Indenture. Both this Agreement and the Indenture govern the relationship between theBorrower and the RUS, and the parties intend that the Tndenture and this Agreementindependently govern such relationship. Each provision of this Agreement is intended to andshall be fully operative and enforceable as written whether or not the subject matter of any suchprovision is or is not addressed by the Indenture, or, if so addressed, is addressed in a differentway from that set forth in this Agreement.
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(Signatures begin on next page.)
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BIG RIVERS ELECTRIC CORPORATION

By: 7A
Name: Mark A. Bailey

Title: President and CEO

[Amended and Consolidated Loan Contract (RUS)]
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THE UNITED STATES OF AMERICA

Title: Acting Adminjstrtp

[Amended and Consolidated Loan Contract (RUS)]
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EXHIBIT A

To the Amended and Consolidated Loan Contract, dated as of July 1,2009
between Big Rivers Electric Corporation, Old National Bank,

U.S. Bank National Association, and the United States of America

LOCKBOX AGREEMENT

This LOCKBOX AGREEMENT (this “Agreement”) is entered into as of [ ],
2009, by and among Big Rivers Electric Corporation, Old National Bank, as Lockbox Bank (the
“Bank”), U.S. Bank National Association, not individually or personally but solely in its capacity
as trustee (the “Trustee”) under the Indenture (defined below) and the United States of America,
acting by and through the Administrator of the Rural Utilities Service (together with any agency
succeeding to the powers and rights of the Rural Utilities Service, the “RUS”).

WHEREAS, the Company, as grantor, and the Trustee have entered into an
Indenture, dated as of July 1, 2009 (such indenture, as from time to time amended, supplemented
or restated, the “Indenture”), whereby, among other things, the Company has granted a security
interest in certain contracts of the Company for the purchase or sale of, and transmission of,
electric power and energy by or on behalf of the Company;

WHEREAS, the Company has entered into wholesale power contracts (the
“Wholesale Power Contracts”) as listed on Exhibit D to the Loan Contract (as hereinafter
defined);

WHEREAS, under the Indenture, the Company has also granted a security
interest in the proceeds of the “Trust Estate” (as defined in the Indenture), including all proceeds
of the Wholesale Power Contract;

WHEREAS, the Company and the RUS, have entered into an Amended and
Consolidated Loan Contract, dated as of July 1, 2009 (such loan contract, as from time to time
amended, supplemented or restated, the “Loan Contract”) in which the Company has agreed,
upon the occurrence of certain conditions and at the request of the RUS, to deposit cash proceeds
of the Trust Estate as provided in the Indenture, the Loan Contract and this Agreement.

NOW, THEREFORE, the parties hereto agree as follows:

Section 1. Definitions. Terms used in this Agreement with initial letterscapitalized that are defined in the Indenture and are not otherwise defined herein have themeanings assigned to them in the Indenture. In addition, the following terms have the meaningsassigned to them below:

(a) “Applicable Period” shall mean any period commencing on the date theCompany receives notice from the RUS in writing pursuant to Section 4.12 of the Loan Contract,and ending on the date the Company receives notice from the RUS in writing that such period nolonger exists; and
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(b) “Pledged Revenues” shall mean all cash proceeds (as defined in the
Uniform Commercial Code) of the Trust Estate received or receivable by the Company in which
the Indenture creates a security interest pursuant to the Uniform Commercial Code that are not
deposited or required to be deposited with the Trustee pursuant to the Indenture; provided,
however, to ease administrative burdens of the Company, Pledged Revenues shall not include
cash proceeds (other than cash proceeds from the Wholesale Power Contracts) in an amount
equal to or less than $10,000 from any Person during any one month period.

Section 2. Lockbox Account. There is hereby created and established with the
Bank a special account to be titled the “Big Rivers Electric Corporation Special Cash Account”
(the “Lockbox Account”), account number [ 1. The money deposited into the Lockbox Account,
together with all investments thereof and investment income therefrom, shall be applied solely as
provided in this Agreement.

Section 3. Account Subject to Pledge of the Indenture. Amounts deposited intothe Lockbox Account shall constitute a portion of the Trust Estate pledged pursuant to theIndenture for the equal and ratable security of all the Outstanding Secured Obligations inaccordance with and as provided by the terms of the Outstanding Secured Obligations and theIndenture. The Bank shall hold all such amounts deposited in the Lockbox Account pursuant tothis Agreement as agent of the Trustee to perfect the lien of the Indenture therein. Except asotherwise permitted under Section 12, the Lockbox Account shall not be closed without thewritten consent of the RUS.

Section 4. Partial Waiver of Right of Set Off Except to the extent of anyamounts due to the Bank on account of items credited to the Lockbox Account prior to collectionthat are not subsequently collected, the Bank hereby waives, and agrees that it shall not exercise,any right of set off or any banker’s lien with respect to the Lockbox Account; provided, however,that nothing in this Agreement shall be deemed to constitute a waiver by the Bank of its right ofset off or any banker’s lien with respect to any other account of the Company.

Section 5. Payments to Be Made to Account. During any Applicable Period, theCompany shall direct each of its members and each other Person obligated to make any paymentto the Company of Pledged Revenues to make such payments to the Bank at the address or insuch other manner as specified in Section 6 for deposit into the Lockbox Account. The Companyagrees not to make, cause or permit to be made any deposits of moneys other than PledgedRevenues into the Lockbox Account. The Company shall use its best efforts to cause itsmembers and each other Person obligated to make any payment of Pledged Revenues to makesuch payments in accordance with the provisions of this Agreement.

Section 6. Manner of Payment

(a) During any Applicable Period, payments of Pledged Revenues made bymail shall be mailed to:

[ ]

Reference: Big Rivers Electric Corporation Special Cash Account
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or to such other address as may be specified by the Bank to the Company at least thirty (30) days
before the effective date of such change. During any Applicable Period, electronic payments of
Pledged Revenues shall be made in the following manner:

[ ]

All such payments of Pledged Revenues shall be accompanied by such references or other
instructions to the Bank to deposit such payments in the Lockbox Account. The Bank shall have
no responsibility or liability for failing to deposit any moneys in the Lockbox Account which are
not accompanied by such references or other instructions to deposit such moneys in such
account.

(b) All such payments received by the Bank shall be deposited into the
Lockbox Account and held subject to the provisions hereof. The Bank is hereby authorized,
empowered and directed by the Company to deposit all funds received as described in Section
6(a) into the Lockbox Account and to make all necessary endorsements and to take all other
necessary actions to carry out the purposes of this Agreement. The Company hereby waives
notice of presentment, protest and non-payment of any instrument so endorsed.

(c) During any Applicable Period, the Company shall promptly, and no event
later than the Business Day following the receipt thereof remit to the Bank in accordance with
Section 6(a) for deposit into the Lockbox Account any Pledged Revenue that is received by the
Company.

Section 7. Accounting. No less frequently than once each month, the Bank shall
deliver by mail a statement to the Company, with copies to the Trustee, the RUS and such other
Persons as may be designated by the Company, which shall identify the date, maker and amount
of each deposit to the Lockbox Account, and the date, payee and amount of each withdrawal or
other debit to the Lockbox Account.

Section 8. Disbursements,

(a) Upon written demand of the Trustee, accompanied by a statement that
there has occurred and is continuing under the Indenture an Event of Default, and continuing
until such demand is rescinded, the Bank sha]] pay to the Trustee all amounts then or thereafter
on deposit in the Lockbox Account, to be applied by the Trustee as provided under the Indenture.
Such amounts so paid shall be held and administered by the Trustee in accordance with general
terms and conditions set forth in the Indenture.

(b) So long as the Bank shall not have received a written demand from the
Trustee under paragraph (a) above, on the fifth (5th) Business Day preceding the end of each
month during the Applicable Period, the Bank shall withdraw and pay (or deposit in another,
unrestricted account, at the direction of the appropriate party listed betow) from the amounts on
deposit in the Lockbox Account the following amounts in the order indicated to the extent funds
are available in the Lockbox Account:

(1) to the Bank, the amount of fees and expenses that are then payable
to the Bank under Section 9;
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(2) to the Trustee, the amount certified by the Trustee as the amount of
any fees or expenses that are then payable to the Trustee under the Indenture;

(3) to the Company, the amount specified in a written request as the
amount of ordinary and necessary payments due from the Company for the
following month, including, without limitations, payments for operations and
regularly scheduled debt service;

(4) to the Trustee, the amount certified by the Company as the amount
necessary to provide for the payment of the principal and interest then due or
(based on receipt by the Trustee on a monthly basis of a proportional amount of
principal and accrued interest) becoming due on the Outstanding Secured
Obligations during the following month, for deposit as Trust Moneys under the
Indenture;

(5) to the Company, the amount specified in a written request as the
amount of expenditures approved for the following month in accordance with a
capital expenditure budget approved by the RUS;

(6) to the Company, the amount specified in a written request as the
amount of expenditures for the following month approved in writing by the RUS
for other purposes; and

(7) to the payment of any amounts due under Obligations to maintain
the value of reserve funds established and maintained in connection with debt
securities (A) secured by a pledge of certain Obligations, (B) issued on behalf of
the Company and (C) with respect to which an opinion was delivered on the date
of the issuance of such securities to the effect that the interest on such securities is
excluded from the gross income of the holder of such securities pursuant to the
Internal Revenue Code, as amended.

(c) Any amounts remaining on deposit in the Lockbox Account on the day
following the end of the month in which (1) an Applicable Period no longer exists (as evidenced
by an Officers’ Certificate and a notice from the RUS to such effect) or (ii) this Agreement
terminates pursuant to Section 13, shall be paid to the Company in accordance with, and upon
receipt of, a written request, to be used for any lawful purpose.

(d) Pending disbursements of the amounts on deposit in the Lockbox
Account, the Bank shall promptly invest and reinvest such amounts in the Defeasance Securities
specified in any Company Order or in a mutual fund consisting of Defeasance Securities, or in
such other investments as may be approved in writing by the RUS.

(e) Any amounts deposited in the Lockbox Account that do not constitute
Pledged Revenues, as identified to the Bank in writing by either of the RUS or the Trustee, shall
be promptly paid to the Company (provided that during any period described in paragraph (a)
above, in which case such amounts so identified shall be paid to the Trustee). The Company
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agrees to promptly notify both of the Trustee and the RUS of any deposits into the Lockbox
Account of any amounts not constituting Pledged Revenues.

(f) The RUS agrees that, so long as an Applicable Period exists, it shall
promptly respond to any request made by the Company for expenditures pursuant to this Section.
If the RUS has not responded within five (5) days (during which the offices of the RUS are open)
of the receipt by the RUS of a written request for expenditures, such request will be deemed to
have been approved by the RUS. In disbursing any such amounts that are subject to RUS
approval, the Bank shall be able to conclusively rely on the Company’s statement in writing that
the RUS has approved such expenditure in writing or has been deemed to have approved such
expenditure.

Section 9. Fees and Expenses of Bank. The Company agrees

(a) to pay to the Bank from time to time such compensation as may be
specifically agreed upon with the Bank and, absent specific agreement, reasonable compensation
for 0 services rendered by it hereunder (which compensation shall not be limited by any
provision of law in regard to the compensation of a trustee of an express trust);

(b) except as otherwise expressly provided herein, to reimburse the Bank
upon its request for all reasonable expenses, disbursements and advances incurred or made by
the Bank in accordance with any provision of this Agreement (including the reasonable
compensation and the expenses and disbursements of its agents and counsel), except any such
expense, disbursement or advance as may be attributable to the Bank’s negligence or bad faith;
and

(c) to indemnify the Bank for, and to hold it harmless against, any loss,
liability or expense incurred without negligence or bad faith on its part, arising out of or in
connection with the acceptance or administration of this Agreement, including the costs and
expenses of defending itself against any claim or liability in connection with the exercise or
performance of any of its powers or duties hereunder.

All such payments and reimbursements shall be made with interest at the then prevailing prime
rate of the Bank.

Section 10. Certain Rights of Bank.

(a) The Bank undertakes to perform such duties and only such duties as are
specifically set forth in this Agreement and no implied covenants or obligations shall be read into
this Agreement against the Bank. The Bank makes no representation or warranty as to the
priority of any claim or the status, in the event of any insolvency, bankruptcy or other similar
proceeding affecting the Company, of amounts held in the Lockbox Account or paid therefrom.

(b) In the absence of bad faith on its part, the Bank may conclusively rely, as
to the truth of the statements and the correctness of the opinions expressed therein, upon any
certificates or opinions furnished to the Bank and appearing to conform to the requirements of
this Agreement. The Bank shall have no liability for actions taken pursuant to this Agreement
other than as a result of its gross negligence or willful misconduct.
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(c) The Bank may rely and shall be protected in acting or refraining from
acting upon any resolution, certificate, statement, instrument, opinion, report, notice, request,
direction, consent, order approval or other paper or document believed by it to be genuine and to
have been signed or presented by the proper party or parties and shall not be required to verify
the accuracy of any information or calculations required to be included therein or attached
thereto. Any request or direction of the Company mentioned herein shall be sufficiently
evidenced by a written request and any resolution of the Board of Trustees may be sufficiently
evidenced by a Board Resolution.

(d) Whenever in the administration of this Agreement, the Bank shall deem it
desirable that a matter be proved or established prior to taking, suffering or omitting any action
hereunder, the Bank (unless other evidence is herein specifically prescribed) may, in the absence
of bad faith on its part, rely upon an Officers’ Certificate.

(e) The Bank may consult with counsel and the written advice of such counsel
or any Opinion of Counsel shall be full and complete authorization and protection in respect of
any action taken, suffered or omitted by it hereunder in good faith and in reliance thereon.

(f) The Bank may execute any of the powers hereunder or perform any duties
hereunder either directly or by or through agents or attorneys and shall not be liable for the
negligence or misconduct of such Persons appointed by the Bank with due care hereunder.

(g) The Bank shall not be liable for any errors of judgment made in good faith
by it, unless it shall be proved that the Bank was grossly negligent or reckless in ascertaining the
pertinent facts.

(h) The Bank shall not be required to give any bond or surety in respect of the
execution of the obligations and trusts set forth in this Agreement or otherwise in respect hereof
or of the Lockbox Account.

Section 11. Trustee’s Rights, Obligations, Etc. The rights, duties,
responsibilities and fees of the Trustee hereunder shall be governed by the provisions of Article
IX of the Indenture relating to the Trustee and the indemnities provided for in the Indenture shall
include all action by the Trustee taken hereunder.

Section 12. Removal, Resignation, Etc. The Bank may resign at any time upon
thirty (30) days written notice to the Company, the Trustee and the RUS. The Company may
remove the Bank, with the written consent of the RUS, upon thirty (30) days written notice to the
Bank, the Trustee and the RUS. The RUS may remove the Bank upon thirty (30) days written
notice to the Bank, the Company and the Trustee. Upon any such resignation or removal, the
Company shall select another financial institution, with the approval of the RUS, with which to
enter into a lockbox agreement substantially upon the terms contained in this Agreement and
otherwise upon such terms as shall be permitted or required by the RUS. In the event the
Company does not select a financial institution approved by the RUS, the RUS shall select such
financial institution.
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Section 13. Amendments with Consent of the RUS. Even though this
Agreement establishes rights for the benefit of Holders of the Outstanding Secured Obligations,
the terms, conditions and requirements of this Agreement are in addition to those found in the
Indenture and have been required solely by the RUS. Accordingly, this Agreement can be
terminated, amended, modified or supplemented in any way by the Company with the consent of
only the RUS and without the consent of the Bank, the Trustee or the Holders of the Outstanding
Secured Obligations; provided however that no amendment, modification or supplement to the
obligations or rights of the Bank or the Trustee, or otherwise adversely affecting the Bank or the
Trustee, shall be effective as to the Bank or the Trustee without the prior written consent of the
Bank or the Trustee, or both, as the case may be. This Agreement shall automatically terminate
on the date on which the RUS is no longer a Holder of any Outstanding Secured Obligation.

Section 14. Exculpation of the RUS. The RUS shall have no obligation or
liability to any party to this Agreement.

Section 15. Benefits of Agreement. Nothing in this Agreement, express or
implied, shall give to any Person, other than the parties hereto, and their successors hereunder
and any separate trustee or co-trustee appointed under Section 9.14 of the Indenture, any benefit
or any legal or equitable right, remedy or claim under this Agreement.

Section 16. Governing Law. This Agreement shall be governed by and construed
in accordance with the laws of the Commonwealth of Kentucky.

Section 17. Counterparts. This Agreement may be executed in any number of
counterparts, each of which so executed to be an origina], but all such counterparts shall together
constitute but one and the same instrument.

Section 18. Specific Performance. Each of the Trustee and the RUS is hereby, to
the maximum extent permitted by applicable Jaw, to demand specific performance of this
Agreement at any time when the Company shall have failed to comply with any provision of this
Agreement applicable to it. The Company hereby irrevocably waives, to the maximum extent
permitted by applicable law, any defense based on the adequacy of a remedy at law that might be
asserted as a bar to such remedy of specific performance.

Section 19. Waiver. No failure on the part of the Trustee, the Bank or the RUS to
exercise, and no de]ay in exercising, any right hereunder, under the Indenture or under the Loan
Contract, shall operate as a waiver thereofi nor shall any single or partial exercise of any right
hereunder or thereunder preclude any other or further exercise thereof. The remedies herein
provided are cumulative and not exclusive of any remedies provided by law.

Section 20. Further Assurances. The Company agrees, at the cost and expense
of the Company, to execute and deliver and file and record such further documents or
instruments as the Trustee, the RUS or the Bank may reasonably request in order to carry out or
confirm the respective rights of the Trustee, the RUS and the Bank under this Agreement.

Section 21. Entire Agreement. This written Agreement represents the final
agreement between the parties and may not be contradicted by evidence of prior,
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contemporaneous, or subsequent oral agreements of the parties. There are no unwritten oral
agreements between parties.

[Signatures on next page.]
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be duly

executed as of the day and year first above written.

OLD NATIONAL BANK

as Lockbox Bank

By:

____________________________

Name:

____________________________________

Title:

________________________________________

BIG RIVERS ELECTRIC CORPORATION

By:

______________________________

Name:

___________________________________

Title:

________________________________________

U.S. BANK NATIONAL ASSOCIATION

as Trustee under the Indenture identified herein

By:

____________________________

Name:

______________________________________

Title:

_______________________________________

THE UNITED STATES OF AMERICA

By:

_____________________________

Name:

______________________________________

Title:

_____________________________________
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EXHIBIT 3

To the Amended and Consolidated Loan Contract dated as of July 1, 2009
between Big Rivers Electric Corporation and United States of America

Equal Opportunity Contract Provisions

During the performance of this contract, the Borrower agrees as follows:

(a) The Borrower shall not discriminate against any employee or applicant for
employment because of race, color, religion, sex or national origin. The Borrower shall take
affirmative action to ensure that applicants are employed, and that employees are treated during
employment without regard to their race, color, religion, sex, or national origin. Such action
shall include, but not be limited to the following: employment, upgrading, demotion or transfer,
recruitment or recruitment advertising; layoff or termination; rates of pay or other forms of
compensation; and selection for training, including apprenticeship. The Borrower agrees to post
in conspicuous places, available to employees and applicants for employment, notices to be
provided setting forth the provisions of this nondiscrimination clause.

(b) The Borrower shall, in all solicitations or advertisements for employees
placed by or on behalf of the Borrower, state that all qualified applicants shall receive
consideration for employment without regard to race, color, religion, sex, or national origin.

(c) The Borrower shall send to each labor union or representative of workers
with which it has a collective bargaining agreement or other contract or understanding, a notice
to be provided advising the said labor union or workers’ representative of the Borrower’s
commitments under this section, and shall post copies of the notice in conspicuous places
available to employees and applicants for employment.

(d) The Borrower shall comply with all provisions of Executive Order 11246
of September 24, 1965, and of the rules, regulations and relevant orders of the Secretary of
Labor.

(e) The Borrower shall furnish all information and reports required by
Executive Order 11246 of September 24, 1965, and by the rules, regulations and orders of the
Secretary of Labor, or pursuant thereto, and shalt permit access to its books, records and
accounts by the administering agency and the Secretary of Labor for purposes of investigation to
ascertain compliance with such rules, regulations and orders.

(f) In the event of the Borrower’s noncompliance with the non-discrimination
clauses of this contract or with any of the said rules, regulations or orders, this contract may be
canceled, terminated or suspended in whole or in part and the contractor may be declared
ineligible for further Government contracts or federally assisted construction contracts in
accordance with procedures authorized in Executive Order 11246 of September 24, l965, and
such other sanctions may be imposed and remedies invoked as provided in said Executive Order
or by rule, regulation or order of the Secretary of Labor, or as otherwise provided by law.
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(g) The Borrower shall include the provisions of paragraphs (a) through (g) in

every subcontract or purchase order unless exempted by rules, regulations or orders of the

Secretary of Labor issued pursuant to Section 204 of Executive Order 12246, dated September

24, 1965, so that such provisions shall be binding upon each subcontractor or vendor. The

Borrower shall take such action with respect to any subcontract or purchase order as the

administering agency may direct as a means of enforcing such provisions, including sanctions for

noncompliance: Provided, however, that in the event a contractor becomes involved in, or is

threatened with, litigation with a subcontractor or vendor as a result of such direction by the

agency, the contractor may request the United States to enter into such litigation to protect the

interests of the United States.
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EXHIBIT C

To the Amended and Consolidated Loan Contract dated as of July 1, 2009

between Big Rivers Electric Corporation and United States of America

Description of Rating Agency Services

(a) Comprehensive credit evaluation and assignment of an initial long term

credit rating;

(b) Ongoing surveillance of Big Rivers Electric Corporation’s (“BR’s”)

rating, including an annual meeting with senior ratings agency analysts, and a full credit report

published annually;

(c) Annual presentation by senior ratings agency analysts on BR’s credit

rating to BR’s Board of Directors, if so requested;

(d) Annual presentation by senior ratings agency analysts on BR’s credit

rating to the RU$, if so requested by the RU$; and

(e) Furnish to the RUS copies of any written reports given to BR.

C-I

OHS East:160523 172.7
Case No. 2012-00535

Attachment 4 for Post-Hearing Request for Information Item 4

Page 50 of 51



EXHIBIT D

Wholesale Power Contracts

]. Wholesale Power Contract made as of October 14, 1977, between the Borrower and Jackson

Purchase Rural Electric Cooperative Corporation, as amended.

2. Wholesale Power Contract made as of June 11, 1962 between the Borrower and Meade

County Rural Electric Cooperative Corporation, as amended.

3. Wholesale Power Contract made as of June ii, 1962 between the Borrower and Kenergy

Corp. (successor by consolidation to Henderson Union Rural Electric Cooperative Corporation), as

amended.

4. Wholesale Power Contract made as of June 11, 1962 between the Borrower and Kenergy

Corp. (successor by consolidation to Green River Electric Corporation), as amended.

5. Agreement dated October 12, 1974 by and between the Borrower and Kenergy Corp.

(successor by consolidation to Henderson-Union Electric Corporation), as amended.

6. Agreement dated October 12, 1974 by and between the Borrower and Kenergy Corp.
(successor by consolidation to Green River Electric Corporation) as amended and restated by an

Agreement dated February 16, 1988, as amended.

7. Agreement dated as of July 15, 1998 between the Borrower and Kenergy Corp. (successor
by consolidation to Green River Electric Corporation and Henderson-Union Electric Cooperative

Corp.). as amended.

8. Wholesale Electric Service Agreement (Alcan) dated July 16, 2009 by and between the
Company and Kenergy Corp.

9. Wholesale Electric Service Agreement (Century) dated as of July 16, 2009 by and between
the Company and Kenergy Corp.
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What’s New for 2012
Increased section 179 deduction dollar limits. The
maximum amount you can elect to deduct for most sec
tion 179 property you placed in service in 2012 is
$500,000 ($535,000 for qualified enterprise zone prop
erty). This limit is reduced by the amount by which the
cost of the property placed in service during the tax yearexceeds $2,000,000. See Dollar Limits under How Much
Can You Deduct in chapter 2.
Depreciation limits on business vehicles. The total
section 179 deduction and depreciation you can deduct
for a passenger automobile (that is not a truck or van) you
use in your business and first placed in service in 2012 is
$3,160, if the special depreciation allowance does not ap
ply. The maximum deduction you can take for a truck or
van you use in your business and first placed in service in
2012 is $3,360, it the special depreciation allowance does
not apply. See Maximum Depreciation Deduction in chap
ter5.

Expiration of the special depreciation allowance for
certain qualified property acquired after September
8, 2010. The 100% special depreciation allowance for
certain property with a long production period and for cer
tain aircraft will not apply to property placed in service af
ter December 31, 2012. See What Property Qualifies in
chapter 3.
Extension of the special depreciation allowance for
certain qualified property acquired after December
31, 2007. You may be able to take a 50% special depre
ciation allowance for certain qualified property acquired
after December 31, 2007, and placed in service before
January 1, 2014. See What Property Qualifies in chap
ter 3.

What’s New for 2013
Special allowance for qualified second generation bi
ofuel plant property. For tax years ending after Decem
ber 31, 2012, you may be able to take a 50% special de
preciation allowance for qualified second generation
biofuel plant property placed in service after January 2,
2013, and before January 1,2014.
Election to accelerate minimum tax credits for round
3 extension property. For tax years ending after De
cember 31, 2012, a corporation can elect to claim

pre-2006 unused minimum tax credits in lieu of the special
depreciation allowance for round 3 extension property.
ExpIratIon ot the 7-year recovery period for motor
sports entertainment complexes. Qualified motor
sports entertainment complex property placed in service
after December 31, 2013, will not be treated as 7-year
property under MACRS.

Expiration of the 15-year recovery period for quali
fied leasehold improvement, restaurant, and retail
improvement properties. Qualified leasehold improve
ment property, qualified restaurant property, and qualified
retail improvement property placed in service after De
cember 31, 2013, will not be treated as 15-year property
under MACRS.

Expiration of the accelerated depreciation for quali
fied Indian reservation property. The accelerated de
preciation of property on an Indian Reservation will not ap
ply to property placed in service after December31, 2013.
Expiration of the 3-year recovery period for certain
race horses. The 3-year recovery period for race horses
two years old or younger will expire for such horses
placed in service after December 31,2013.

Reminders
Photographs of missing children. The Internal Reve
nue Service is a proud partner with the National Center for
Missing and Exploited Children. Photographs of missing
children selected by the Center may appear in this publi
cation on pages that would otherwise be blank. You can
help bring these children home by looking at the photo.
graphs and calling 1 -800-THE-LOST (1-800-843-5678) if
you recognize a child.

Introduction

Future developments. For the latest information about
developments related to Publication 946 such as legisla
tion enacted after this publication was published, go to
www.irs.gov/pub946.

This publication explains how you can recover the cost
of business or income-producing property through deduc
tions for depreciation (for example, the special deprecia
tion allowance and deductions under the Modified Accel
erated Cost Recovery System (MACRS)). it also explains
how you can elect to take a section 179 deduction, in
stead of depreciation deductions, for certain property, and
the additional rules for listed property.

The depreciation methods discussed in this publi
cation generally do not apply to property placed in
seMce before 7987. For more information, see

Publication 534, Depreciating Property Placed in Seivice
Before 7987.

Definitions. Many of the terms used in this publication
are defined in the Glossary near the end of the publica
tion. Glossary terms used in each discussion under the
major headings are listed before the beginning of each
discussion throughout the publication.
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Do you need a different publication? The following ta
ble shows where you can get more detailed information
when depreciating certain types of property.

For information See Publication:
on depreciating:

A car 463, Travel, Entertainment, Gift, and
Car Expenses

Residential rental 527, Residential Rental Property
property (Including Rental of Vacation Home)
Office space in 587, Business Use of Your Home
your home (Including Use by Daycare Providers)
Farm property 225, Farmer’s Tax Guide

Comments and suggestions. We welcome your com
ments about this publication and your suggestions for fu
ture editions.

You can write to us at the following address:

Internal Revenue Service
Business, Exempt Organizations and International
Forms and Publications Branch
SE:W:CAR:MP:T:B
1117 Constitution Ave. NW, IR-6526
Washington, DC 20224

We respond to many letters by telephone. Therefore, it
would be helpful if you would include your daytime phone
number, including the area code, in your correspondence.

You can email us at taxfomis@irs.gov. Please put
“Publications Comment” on the subject line. You can also
send us comments from www.irs.govflormspubs4 Select
‘Comment on Tax Forms and Publications” under “More
Information.”

Although we cannot respond indMdually to each com
ment received, we do appreciate your feedback and will
consider your comments as we revise our tax products.

Ordering forms and publications. Visit www.irs.gov/
formspubW to download forms and publications, call
1-800-TAX-FORM (1-800-829-3676), or write to the ad
dress below and receive a response within 10 days after
your request is received.

Internal Revenue Service
1201 N. Mitsubishi Motorway
Bloomington, IL 61705-6613

Tax questions. If you have a tax question, check the
information available on IRS.gov or call 1-800-829-1040.
We cannot answer tax questions sent to either of the
above addresses.

1.

Overview of Depreciation

Introduction
Depreciation is an annual income tax deduction that al
lows you to recover the cost or other basis of certain prop
erty over the time you use the property. It is an allowance
for the wear and tear, deterioration, or obsolescence of
the property.

This chapter discusses the general rules for depreciat
ing property and answers the following questions.

• What property can be depreciated?

• What property cannot be depreciated?

• When does depreciation begin and end?

• What method can you use to depreciate your prop
erty?

• What is the basis of your depreciable property?

• How do you treat repairs and improvements?

• Do you have to file Form 4562?

• How do you correct depreciation deductions?

Useful Items
You may want to see:

Publication

534 Depreciating Property Placed in Service Before
1987

535 Business Expenses

538 Accounting Periods and Methods

551 Basis of Assets

Form (and Instructions)

Sch C (Form 1040) Profit or Loss From Business

Sch C-EZ (Form 1040) Net Profit From Business

2106 Employee Business Expenses

2106-EZ Unreimbursed Employee Business
Expenses

3115 Application for Change in Accounting Method

4562 Depreciation and Amortization

See chapter 6 for information about getting publications
and forms.
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What Property Can Be
Depreciated?

Terms you may need to know
(see Glossary):

Adjusted basis

Basis

Commuting

Disposition

Fair market value

Intangible property

Listed property

Placed in service

Tangible property

Term interest

Useful life

You can depreciate most types of tangible property (ex
cept land), such as buildings, machinery, vehicles, furni
ture, and equipment. You also can depreciate certain in
tangible property, such as patents, copyrights, and
computer software.

To be depreciable, the property must meet all the fol
lowing requirements.

• It must be property you own.

• It must be used in your business or income-producing
activity.

• It must have a determinable useful life.

• It must be expected to last more than one year.

The following discussions provide information about these
requirements.

Property You Own
To claim depreciation, you usually must be the owner of
the property. You are considered as owning property even
if it is subject to a debt.

Example 1. You made a down payment to purchase
rental property and assumed the previous owner’s mort
gage. You own the property and you can depreciate it.

Example 2. You bought a new van that you will use
only for your courier business. You will be making pay
ments on the van over the next 5 years. You own the van
and you can depreciate it.

Leased propetty. You can depreciate leased property
only if you retain the incidents of ownership in the property
(explained below). This means you bear the burden of ex
haustion of the capital investment in the property. There
fore, if you lease property from someone to use in your

trade or business or for the production of income, you
generally cannot depreciate its cost because you do not
retain the incidents of ownership. You can, however, de
preciate any capital improvements you make to the prop
erty. See How Do You Treat Repairs and Improvements
later in this chapter and Additions and improvements un
der Which Recovery Period Appiles in chapter 4.

If you lease property to someone, you generally can
depreciate its cost even if the lessee (the person leasing
from you) has agreed to preserve, replace, renew, and
maintain the property. However, if the lease provides that
the lessee is to maintain the property and return to you the
same property or its equivalent in value at the expiration of
the lease in as good condition and value as when leased,
you cannot depreciate the cost of the property.

Incidents of ownership. Incidents of ownership in
property include the following.

The legal title to the property.

• The legal obligation to pay for the property.

• The responsibility to pay maintenance and operating
expenses.

• The duty to pay any taxes on the property.

• The risk of loss if the property is destroyed, con
demned, or diminished in value through obsolescence
or exhaustion.

Life tenant. Generally, if you hold business or investment
property as a life tenant, you can depreciate ft as if you
were the absolute owner of the property. However, see
Certain term interests in property under Excepted Prop

later.

Cooperative apartments. If you are a tenant-stock
holder in a cooperative housing corporation and use your
cooperative apartment in your business or for the produc
tion of income, you can depreciate your stock in the cor
poration, even though the corporation owns the apart
ment.

Figure your depreciation deduction as follows.
1. Figure the depreciation for all the depreciable real

property owned by the corporation in which you have
a proprietary lease or right of tenancy. If you bought
your cooperative stock after its first offering, figure the
depreciable basis of this property as follows.
a. Multiply your cost per share by the total number of

outstanding shares, including any shares held by
the corporation.

b. Add to the amount figured in (a) any mortgage
debt on the property on the date you bought the
stock.

c. Subtract from the amount figured in (b) any mort
gage debt that is not for the depreciable real prop
erty, such as the part for the land.

2. Subtract from the amount figured in (1) any deprecia
tion for space owned by the corporation that can be
rented but cannot be lived in by tenant-stockholders.

3. Divide the number of your shares of stock by the total
number of outstanding shares, including any shares
held by the corporation.
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4. Multiply the result of (2) by the percentage you figured
in (3). This is your depreciation on the stock.

Your depreciation deduction for the year cannot be
more than the part of your adjusted basis in the stock of
the corporation that is allocable to your business or in
come-producing property. You must also reduce your de
preciation deduction if only a portion of the property is
used in a business or for the production of income.

Example. You figure your share of the cooperative
housing corporation’s depreciation to be $30,000. Your
adjusted basis in the stock of the corporation is $50,000.
You use one half of your apartment solely for business
purposes. Your depreciation deduction for the stock for
the year cannot be more than $25,000 (‘12 of $50,000).

Change to business use. If you change your cooper
ative apartment to business use, figure your allowable de
preciation as explained earlier. The basis of all the depre
ciable real property owned by the cooperative housing
corporation is the smaller of the following amounts.

• The fair market value of the property on the date you
change your apartment to business use. This is con
sidered to be the same as the corporations adjusted
basis minus straight line depreciation, unless this
value is unrealistic.

• The corporation’s adjusted basis in the property on
that date. Do not subtract depreciation when figuring
the corporations adjusted basis.

If you bought the stock after its first offering, the corpo
ration’s adjusted basis in the property is the amount fig
ured in (1), above. The fair market value of the property is
considered to be the same as the corporation’s adjusted
basis figured in this way minus straight line depreciation,
unless the value is unrealistic.

For a discussion of fair market value and adjusted ba
sis, see Publication 551.

Property Used in Your Business or
Income-Producing Activity
To claim depreciation on property, you must use it in your
business or income-producing activity. If you use property
to produce income (investment use), the income must be
taxable. You cannot depreciate property that you use
solely for personal activities.

Partial business or Investment use. if you use prop
erty for business or investment purposes and for personal
purposes, you can deduct depreciation based only on the
business or investment use. For example, you cannot de
duct depreciation on a car used only for commuting, per
sonal shopping trips, family vacations, driving children to
and from school, or similar activities.

You must keep records showing the business, in
vestment, and personal use of your property. For
more information on the records you must keep

for listed property, such as a car, see What Records Must
Be Kept in chapter 5.

Although you can combine business and invest
ment use of property when figuring depreciation
deductions, do not treat investment use as quali

fied business use when determining whether the busi
ness-use requirement for listed properly is met. For infor
mation about qualified business use of listed property, see
What Is the Business-Use Requirement in chapter 5.

Office In the home. If you use part of your home as
an office, you may be able to deduct depreciation on that
part based on its business use. For information about de
preciating your home office, see Publication 567.

Inventory. You cannot depreciate inventory because it is
not held for use in your business. Inventory is any property
you hold primarily for sale to customers in the ordinary
course of your business.

If you are a rent-to-own dealer, you may be able to treat
certain property held in your business as depreciable
property rather than as inventory. See Rent-to-own dealer
under Which Property Class Applies Under GDS in
chapter 4.

In some cases, it is not clear whether property is held
for sale (inventory) or for use in your business. If it is un
clear, examine carefully all the facts in the operation of the
particular business. The following example shows how a
careful examination of the facts in two similar situations re
sults in different conclusions.

Example. Maple Corporation is in the business of
leasing cars. At the end of their useful lives, when the cars
are no longer profitable to lease, Maple sells them. Maple
does not have a showroom, used car lot, or individuals to
sell the cars. Instead, it sells them through wholesalers or
by similar arrangements in which a dealer’s profit is not in
tended or considered. Maple can depreciate the leased
cars because the cars are not held primarily for sale to
customers in the ordinary course of business, but are
leased.

If Maple buys cars at wholesale prices, leases them for
a short time, and then sells them at retail prices or in sales
in which a dealer’s profit is intended, the cars are treated
as inventory and are not depreciable property. In this sit
uation, the cars are held primarily for sale to customers in
the ordinary course of business.

Containers. Generally, containers for the products
you sell are part of inventory and you cannot depreciate
them. However, you can depreciate containers used to
ship your products if they have a life longer than one year
and meet the following requirements.

• They qualify as property used in your business.

• Title to the containers does not pass to the buyer.

To determine if these requirements are met, consider
the following questions.

• Does your sales contract, sales invoice, or other type
of order acknowledgment indicate whether you have
retained title?

• Does your invoice treat the containers as separate
items?

• Do any of your records state your basis in the contain
ers?
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Property Having a Determinable
Useful Life

To be depreciable, your properly must have a determina
ble useful life. This means that it must be something that
wears out, decays, gets used up, becomes obsolete, or
loses its value from natural causes.

Property Lasting More Than One Year
To be depreciable, property must have a useful life that
extends substantially beyond the year you place it in serv
ice.

Example. You maintain a library for use in your profes
sion. You can depreciate it. However, if you buy technical
books, journals, or information services for use in your
business that have a useful life of one year or less, you
cannot depreciate them. Instead, you deduct their cost as
a business expense.

What Property Cannot Be
Depreciated?
Terms you may need to know
(see Glossary):

Amortization

Basis

Goodwill

Intangible properly

Remainder interest

Term interest

Certain property cannot be depreciated. This includes
land and certain excepted property.

Land

You cannot depreciate the cost of land because land does
not wear out, become obsolete, or get used up. The cost
of land generally includes the cost of clearing, grading,
planting, and landscaping.

Although you cannot depreciate land, you can depreci
ate certain land preparation costs, such as landscaping
costs, incurred in preparing land for business use. These
costs must be so closely associated with other deprecia
ble property that you can determine a life for them along
with the life of the associated property.

Example. You constructed a new building for use in
your business and paid for grading, clearing, seeding, and
planting bushes and trees. Some of the bushes and trees
were planted right next to the building, while others were
planted around the outer border of the lot, If you replace
the building, you would have to destroy the bushes and
trees right next to it. These bushes and trees are closely
associated with the building, so they have a determinable

useful life. Therefore, you can depreciate them. Add your
other land preparation costs to the basis of your land be
cause they have no determinable life and you cannot de
preciate them.

Excepted Property
Even if the requirements explained in the preceding dis
cussions are met, you cannot depreciate the following
property.

• Property placed in service and disposed of in the
same year. Determining when property is placed in
service is explained later.

• Equipment used to build capital improvements. You
must add otherwise allowable depreciation on the
equipment during the period of construction to the ba
sis of your improvements. See Uniform Capitalization
Rules in Publication 551.

• Section 197 intangibles. You must amortize these
costs. Section 197 intangibles are discussed in detail
in Chapter 8 of Publication 535. Intangible properly,
such as certain computer software, that is not section
197 intangible property, can be depreciated if it meets
certain requirements. See Intangible Properly, later.

• Certain term interests.

Certain term Interests in property. You cannot depre
ciate a term interest in property created or acquired after
July 27, 1989, for any period during which the remainder
interest is held, directly or indirectly, by a person related to
you. A term interest in property means a life interest in
property, an interest in property for a term of years, or an
income interest in a trust.

Related persons. For a description of related per
sons, see Related persons, later. For this purpose, how
ever, treat as related persons only the relationships listed
in items (1) through (10) of that discussion and substitute
“50%” for “10%” each place it appears.

Basis adjustments. If you would be allowed a depre
ciation deduction for a term interest in property except that
the holder of the remainder interest is related to you, you
generally must reduce your basis in the term interest by
any depreciation or amortization not allowed.

if you hold the remainder interest, you generally must
increase your basis in that interest by the depreciation not
allowed to the term interest holder. However, do not in
crease your basis for depreciation not allowed for periods
during which either ot the following situations applies.
• The term interest is held by an organization exempt

from tax.
• The term interest is held by a nonresident alien indi

vidual or foreign corporation, and the income from the
term interest is not effectively connected with the con
duct of a trade or business in the United States.

Exceptions. The above rules do not apply to the
holder of a term interest in property acquired by gift, be
quest, or inheritance. They also do not apply to the holder
of dividend rights that were separated from any stripped
preferred stock if the rights were purchased after April 30,
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1993, or to a person whose basis in the stock is deter
mined by reference to the basis in the hands of the
purchaser.

When Does Depreciation
Begin and End?
Terms you may need to know
(see Glossary):

Basis

Exchange

Placed in service

Example. You bought a home and used it as your per
sonal home several years before you converted it to rental
property. Although its specific use was personal and no
depreciation was allowable, you placed the home in serv
ice when you began using it as your home. You can begin
to claim depreciation in the year you converted it to rental
property because its use changed to an income-produc
ing use at that time.

Idle Property

Continue to claim a deduction for depreciation on property
used in your business or for the production of income
even if it is temporarily idle (not in use). For example, if
you stop using a machine because there is a temporary
lack of a market for a product made with that machine,
continue to deduct depreciation on the machine.

You begin to depreciate your property when you place it in
service for use in your trade or business or for the produc
tion of income. You stop depreciating property either
when you have fully recovered your cost or other basis or
when you retire it from service, whichever happens first.

Placed in Service
You place property in service when it is ready and availa
ble for a specific use, whether in a business activity, an in
come-producing activity, a tax-exempt activity, or a per
sonal activity. Even if you are not using the property, it is
in service when it is ready and available for its specific
use.

Example 1. Donald Steep bought a machine for his
business. The machine was delivered last year. However,
it was not installed and operational until this year. It is con
sidered placed in service this year. If the machine had
been ready and available for use when it was delivered, it
would be considered placed in service last year even if it
was not actually used until this year.

Example 2. On April 6, Sue Thorn bought a house to
use as residential rental property. She made several re
pairs and had it ready for rent on July 5. At that time, she
began to advertise it for rent in the local newspaper. The
house is considered placed in service in July when it was
ready and available for rent. She can begin to depreciate
it in July.

Example 3. James Elm is a building contractor who
specializes in constwcting office buildings. He bought a
truck last year that had to be modified to lift materials to
second-story levels. The installation of the lifting equip
ment was completed and James accepted delivery of the
modified truck on January 10 of this year. The truck was
placed in service on January 10, the date it was ready and
available to perform the function for which it was bought.

Conversion to business use. If you place property in
service in a personal activity, you cannot claim deprecia
tion. However, if you change the property’s use to use in a
business or income-producing activity, then you can begin
to depreciate it at the time of the change. You place the
property in service on the date of the change.

Cost or Other Basis Fully Recovered
You stop depreciating property when you have fully recov
ered your cost or other basis. You recover your basis
when your section 179 and allowed or allowable deprecia
tion deductions equal your cost or investment in the prop
erty. See What Is the Basis of Your Depreciable Properly,
later.

Retired From Service

You stop depreciating property when you retire it from
service, even if you have not fully recovered its cost or
other basis. You retire property from service when you
permanently withdraw it from use in a trade or business or
from use in the production of income because of any of
the following events.

• You sell or exchange the property.

• You convert the property to personal use.

• You abandon the property.

• You transfer the property to a supplies or scrap ac
count.

• The property is destroyed.

What Method Can You Use To
Depreciate Your Property?
Terms you may need to know
(see Glossary):

Adjusted basis

Basis

Convention

Exchange

Fiduciary

Grantor

Intangible property
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Nonresidential real properly

Placed in service

Related persons

Residential rental property

Salvage value

Section 1245 property

Section 1250 property

Standard mileage rate

Straight line method

Unit-of-production method

Useful life

You must use the Modified Accelerated Cost Recovery
System (MACRS) to depreciate most property. MACRS is
discussed in chapter 4.

You cannot use MACRS to depreciate the following
property.

• Property you placed in service before 1987.

• Certain property owned or used in 1986.

• Intangible property.

• Films, videotapes, and recordings.

• Certain corporate or partnership property acquired in
a nontaxable transfer.

• Property you elected to exclude from MACRS.

The following discussions describe the property listed
above and explain what depreciation method should be
used.

Property You Placed in Service
Before 1987
You cannot use MACRS for property you placed in serv
ice before 1987 (except property you placed in service af
ter July31, 1986, if MACRS was elected). Property placed
in service before 1987 must be depreciated under the
methods discussed in Publication 534.

For a discussion of when property is placed in service,
see When Does Depreciation Begin and End, earlier.

Use of real property changed. You generally must use
MACRS to depreciate real properly that you acquired for
personal use before 1987 and changed to business or in
come-producing use after 1986.

Improvements made after 7986. You must treat an im
provement made after 1986 to property you placed in
service before 1967 as separate depreciable property.
Therefore, you can depreciate that improvement as sepa
rate property under MACRS if it is the type of property that
otherwise qualifies for MACRS depreciation. For more in
formation about improvements, see How Do You Treat
Repairs and Improvements, later and Additions and Im
provements under Which Recovery Period Applies in
chapter 4.
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Property Owned or Used in 1986
You may not be able to use MACRS for property you ac
quired and placed in service after 1986 if any of the situa
tions described below apply. If you cannot use MACRS,
the property must be depreciated under the methods dis
cussed in Publication 534.

For the following discussions, do not treat prop
erty as owned before you placed it in service, if
you owned property in 7986 but did not place it in

seMce until 7987, you do not treat it as owned in 1986.

Personal property. You cannot use MACRS for per
sonal properly (section 1245 property) in any of the follow
ing situations.

1. You or someone related to you owned or used the
properly in 1986.

2. You acquired the property from a person who owned
it in 1986 and as part of the transaction the user of the
property did not change.

3. You lease the property to a person (or someone rela
ted to this person) who owned or used the property in
1986.

4. You acquired the property in a transaction in which:
a. The user of the property did not change, and
b. The property was not MACRS property in the

hands of the person from whom you acquired it
because of (2) or (3) above.

Real property. You generally cannot use MACRS for
real property (section 1250 property) in any of the follow
ing situations.

• You or someone related to you owned the property in
1986.

• You lease the property to a person who owned the
property in 1986 (or someone related to that person).

• You acquired the property in a like-kind exchange, in
voluntary conversion, or repossession of property you
or someone related to you owned in 1986. MACRS
applies only to that part of your basis in the acquired
property that represents cash paid or unlike property
given up. ft does not apply to the carried-over part of
the basis.

Exceptions. The rules above do not apply to the follow
ing.

1. Residential rental property or nonresidential real prop
erty.

2. Any property if, in the first tax year it is placed in serv
ice, the deduction under the Accelerated Cost Recov
ery System (ACRS) is more than the deduction under
MACRS using the halt-year convention. For inform a-
lion on how to figure depreciation under ACRS, see
Publication 534.

3. Property that was MACRS property in the hands of
the person from whom you acquired it because of (2)
above.
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Related persons. For this purpose, the following are re
lated persons.

1. An individual and a member of his or her family, in
cluding only a spouse, child, parent, brother, sister,
half-brother, half-sister, ancestor, and lineal descend
ant.

2. A corporation and an individual who directly or indi
rectly owns more than 70% of the value of the out
standing stock of that corporation.

3. Two corporations that are members of the same con
trolled group.

4. A trust fiduciary and a corporation if more than 70% of
the value of the outstanding stock is directly or indi
rectly owned by or for the trust or grantor of the trust.

5. The grantor and fiduciary, and the fiduciary and bene
ficiary, of any trust.

6. The fiduciaries of two different trusts, and the fiducia
ries and beneficiaries of two different trusts, if the
same person is the grantor of both trusts.

7. A tax-exempt educational or charitable organization
and any person (or, if that person is an individual, a
member of that persons family) who directly or indi
rectly controls the organization.

8. Two S corporations, and an S corporation and a regu
lar corporation, if the same persons own more than
70% of the value of the outstanding stock of each cor
poration.

9. A corporation and a partnership if the same persons
own both of the following.

a. More than 70% of the value of the outstanding
stock of the corporation.

b. More than 70% of the capital or profits interest in
the partnership.

10. The executor and beneficiary of any estate.

17. A partnership and a person who directly or indirectly
owns more than 70% of the capital or profits interest
in the partnership.

12. Two partnerships, if the same persons directly or indi
rectly own more than 10% of the capital or profits in
terest in each.

13. The related person and a person who is engaged in
trades or businesses under common control. See
section 52(a) and 52(b) of the Internal Revenue Code.

When to determine relationship. You must deter
mine whether you are related to another person at the
time you acquire the property.

A partnership acquiring property from a terminating
partnership must determine whether it is related to the ter
minating partnership immediately before the event caus
ing the termination. For this rule, a terminating partnership
is one that sells or exchanges, within 72 months, 50% or
more of its total interest in partnership capital or profits.

Constructive ownership of stock or partnership in
terest. To determine whether a person directly or indi
rectly owns any of the outstanding stock of a corporation
or an interest in a partnership, apply the following rules.

1. Stock or a partnership interest directly or indirectly
owned by or for a corporation, partnership, estate, or
trust is considered owned proportionately by or for its
shareholders, partners, or beneficiaries. However, for
a partnership interest owned by or for a C corporation,
this applies only to shareholders who directly or indi
rectly own 5% or more of the value of the stock of the
corporation.

2. An individual is considered to own the stock or part
nership interest directly or indirectly owned by or for
the individual’s family.

3. An individual who owns, except by applying rule (2),
any stock in a corporation is considered to own the
stock directly or indirectly owned by or for the individ
ual’s partner.

4. For purposes of rules (7), (2), or(3), stock or apart
nership interest considered to be owned by a person
under rule (1) is treated as actually owned by that per
son. However, stock or a partnership interest consid
ered to be owned by an individual under rule (2) or (3)
is not treated as owned by that indMdual for reapply
ing either wle (2) or (3) to make another person con
sidered to be the owner of the same stock or partner
ship interest.

Intangible Property

Generally, if you can depreciate intangible property, you
usually use the straight line method of depreciation. How
ever, you can choose to depreciate certain intangible
property under the income forecast method (discussed
later).

You cannot depreciate intangible properly that is
a section 797 intangible or that otherwise does
not meet all the requirements discussed earlier

under What Property Can Be Depreciated.

Straight Line Method

This method lets you deduct the same amount of depreci
ation each year over the useful life of the property. To fig
ure your deduction, first determine the adjusted basis, sal
vage value, and estimated useful life of your property.
Subtract the salvage value, if any, from the adjusted ba
sis. The balance is the total depreciation you can take
over the useful life of the property.

Divide the balance by the number of years in the useful
life. This gives you your yearly depreciation deduction.
Unless there is a big change in adjusted basis or useful
life, this amount will stay the same throughout the time
you depreciate the property. If, in the first year, you use
the property for less than a full year, you must prorate your
depreciation deduction for the number of months in use.

Example. In April, Frank bought a patent for $5,700
that is not a section 197 intangible. He depreciates the
patent under the straight line method, using a 17-year
useful life and no salvage value. He divides the $5,100
basis by 17 years to get his $300 yearly depreciation de
duction. He only used the patent for 9 months during the
first year, so he multiplies $300 by to get his deduction
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of $225 for the first year. Next year, Frank can deduct
$300 for the full year.

Patents and copyrIghts. If you can depreciate the cost
of a patent or copyright, use the straight line method over
the useful life. The useful life of a patent or copyright is the
lesser of the life granted to it by the government or the re
maining life when you acquire it. However, if the patent or
copyright becomes valueless before the end of its useful
life, you can deduct in that year any of its remaining cost
or other basis.

Computer software. Computer software is generally a
section 197 intangible and cannot be depreciated if you
acquired it in connection with the acquisition of assets
constituting a business or a substantial part of a business.

However, computer software is not a section 797 intan
gible and can be depreciated, even if acquired in connec
tion with the acquisition of a business, if it meets all of the
following tests.

• It is readily available for purchase by the general pub
lic.

• It is subject to a nonexciusive license.

• It has not been substantially modified.

If the software meets the tests above, it may also qual
ify for the section 179 deduction and the special deprecia
tion allowance, discussed later. If you can depreciate the
cost of computer software, use the straight line method
over a useful life of 36 months.

Tax-exempt use property subject to a lease. The
useful life of computer software leased under a lease
agreement entered into after March 12, 2004, to a tax-ex
empt organization, governmental unit, or foreign person or
entity (other than a partnership), cannot be less than
125% of the lease term.

Certain created intangibles. You can amortize certain
intangibles created on or after December 37, 2003, over a
15-year period using the straight line method and no sal
vage value, even though they have a useful life that can
not be estimated with reasonable accuracy. For example,
amounts paid to acquire memberships or privileges of in
definite duration, such as a trade association member
ship, are eligible costs.

The following are not eligible.
• Any intangible asset acquired from another person.

• Created financial interests.

• Any intangible asset that has a useful life that can be
estimated with reasonable accuracy.

• Any intangible asset that has an amortization period or
limited useful life that is specifically prescribed or pro
hibited by the Code, regulations, or other published
IRS guidance.

• Any amount paid to facilitate an acquisition of a trade
or business, a change in the capital structure of a
business entity, and certain other transactions.

You must also increase the 15-year safe harbor amorti
zation period to a 25-year period for certain intangibles re
lated to benefits arising from the provision, production, or
improvement of real property. For this purpose, real
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property includes property that will remain attached to the
real property for an indefinite period of time, such as
roads, bridges, tunnels, pavements, and pollution control
facilities.

Income Forecast Method

You can choose to use the income forecast method in
stead of the straight line method to depreciate the follow
ing depreciable intangibles.

• Motion picture films or video tapes.

• Sound recordings.

• Copyrights.

• Books.

• Patents.

Under the income forecast method, each year’s depre
ciation deduction is equal to the cost of the property, mul
tiplied by a fraction. The numerator of the fraction is the
current year’s net income from the property, and the de
nominator is the total income anticipated from the property
through the end of the 10th taxable year following the tax
able year the property is placed in service. For more infor
mation, see section 767(g) of the Internal Revenue Code.

Films, video tapes, and recordings. You cannot use
MACRS for motion picture films, video tapes, and sound
recordings. For this purpose, sound recordings are discs,
tapes, or other phonorecordings resulting from the fixation
of a series of sounds. You can depreciate this property us
ing either the straight line method or the income forecast
method.

Participations and residUals. You can include partici
pations and residuals in the adjusted basis of the property
for purposes of computing your depreciation deduction
under the income forecast method. The participations and
residuals must relate to income to be derived from the
property before the end of the 70th taxable year after the
property is placed in service. For this purpose, participa
tions and residuals are defined as costs which by contract
vary with the amount of income earned in connection with
the property.

Instead of including these amounts in the adjusted ba
sis of the property, you can deduct the costs in the taxable
year that they are paid.

Vldeocassettes. If you are in the business of renting
videocassettes, you can depreciate only those videocas
settes bought for rental. If the videocassette has a useful
life of one year or less, you can currently deduct the cost
as a business expense.

Corporate or Partnership Property
Acquired in a Nontaxable Transfer
MACRS does not apply to property used before 7987 and
transferred after 1986 to a corporation or partnership (ex
cept property the transferor placed in service after July 31,
1986, if MACRS was elected) to the extent its basis is car
ried over from the propertys adjusted basis in the trans
feror’s hands. You must continue to use the same
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depreciation method as the transferor and figure depreci
ation as if the transfer had not occurred. However, if
MACRS would otherwise apply, you can use it to depreci
ate the part of the property’s basis that exceeds the car
ried-over basis.

The nontaxable transfers covered by this rule include
the following.

• A distribution in complete liquidation of a subsidiary.

• A transfer to a corporation controlled by the transferor.
• An exchange of property solely for corporate stock or

securities in a reorganization.
• A contribution of property to a partnership in exchange

for a partnership interest.
• A partnership distribution of property to a partner.

Election To Exclude Property
From MACRS
If you can properly depreciate any property under a
method not based on a term of years, such as the
unit-of-production method, you can elect to exclude that
property from MACRS. You make the election by report
ing your depreciation for the property on line 15 in Part II
of Form 4562 and attaching a statement as described in
the instructions for Form 4562. You must make this elec
tion by the return due date (including extensions) for the
tax year you place your property in service. However, if
you timely filed your return for the year without making the
election, you can still make the election by filing an amen
ded return within six months of the due date of the return
(excluding extensions). Attach the election to the amen
ded return and write “Filed pursuant to section
301.9100-2” on the election statement. Ale the amended
return at the same address you filed the original return.

Use of standard mileage rate. If you use the standard
mileage rate to figure your tax deduction for your business
automobile, you are treated as having made an election to
exclude the automobile from MACRS. See Publication
463 for a discussion of the standard mileage rate.

What Is the Basis of Your
Depreciable Property?

Cost as Basis

The basis of property you buy is its cost plus amounts you
paid for items such as sales tax (see Exception, below),
freight charges, and installation and testing fees. The cost
includes the amount you pay in cash, debt obligations,
other property, or services.

Exception. You can elect to deduct state and local
general sales taxes instead of state and local income
taxes as an itemized deduction on Schedule A (Form
1040). If you make that choice, you cannot include those
sales taxes as part of your cost basis.

Assumed debt. If you buy property and assume (or buy
subject to) an existing mortgage or other debt on the prop
erty, your basis includes the amount you pay for the prop
erty plus the amount of the assumed debt.

Example. You make a $20,000 down payment on
property and assume the seller’s mortgage of $120,000.
Your total cost is $140,000, the cash you paid plus the
mortgage you assumed.

Settlement costs. The basis of real property also in
cludes certain fees and charges you pay in addition to the
purchase price. These generally are shown on your settle
ment statement and include the following.

• Legal and recording fees.

• Abstract fees.

• Survey charges.

• Owner’s title insurance.

• Amounts the seller owes that you agree to pay, such
as back taxes or interest, recording or mortgage fees,
charges for improvements or repairs, and sales com
missions.

For fees and charges you cannot include in the basis of
property, see Real Properly in Publication 551.

Property you construct or build, If you construct, build,
or otherwise produce property for use in your business,
you may have to use the uniform capitalization rules to de
termine the basis of your property. For information about
the uniform capitalization rules, see Publication 551 and
the regulations under section 263A of the Internal Reve
nue Code.

Terms you may need to know
(see Glossary):

Abstract fees

Adjusted basis

Basis

Exchange

Fair market value

Other Basis

Other basis usually refers to basis that is determined by
the way you received the property. For example, your ba
sis is other than cost if you acquired the property in ex
change for other property, as payment for services you
performed, as a gift, or as an inheritance. If you acquired
property in this or some other way, see Publication 551 to
determine your basis.

Property changed from personal use. If you held prop
erty for personal use and later use it in your business or
income-producing activity, your depreciable basis is the
lesser of the following.

Chapter 1 OvervIew of Depreciation Page 11
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To figure your depreciation deduction, you must deter
mine the basis of your property. To determine basis, you
need to know the cost or other basis of your property.



1. The fair market value fFMV) of the property on the
date of the change in use.

2. Your original cost or other basis adjusted as follows.
a. Increased by the cost of any permanent improve

ments or additions and other costs that must be
added to basis.

b. Decreased by any deductions you claimed for
casuafty and theft losses and other items that re
duced your basis.

Example. Several years ago, Nia paid $160,000 to
have her home built on a lot that cost her $25,000. Before
changing the property to rental use last year, she paid
$20,000 for permanent improvements to the house and
claimed a $2,000 casualty loss deduction for damage to
the house. Land is not depreciable, so she includes only
the cost of the house when figuring the basis for deprecia
tion.

Nia’s adjusted basis in the house when she changed its
use was $178,000 ($160,000 + $20,000 —$2,000). On the
same date, her property had an FMV of $180,000, of
which $15,000 was for the land and $165,000 was for the
house. The basis for depreciation on the house is the
FMV on the date of change ($165,000), because it is less
than her adjusted basis ($178,000).

Property acquired in a nontaxable transaction. Gen
erally, if you receive property in a nontaxable exchange,
the basis of the property you receive is the same as the
adjusted basis of the property you gave up. Special rules
apply in determining the basis and figuring the MACRS
depreciation deduction and special depreciation allow
ance for property acquired in a like-kind exchange or in
voluntary conversion. See Like-kind exchanges and invol
untary conversions, under How Much Can You Deduct? in
chapter 3 and Figuring the Deduction for Properly Ac
quired in a Nontaxable Exchange in chapter 4.

There are also special rules for determining the basis of
MACIRS property involved in a like-kind exchange or invol
untary conversion when the property is contained in a
general asset account. See How Do You Use General As
set Accounts in chapter 4.

Adjusted Basis
To find your propertys basis for depreciation, you may
have to make certain adjustments (increases and decrea
ses) to the basis of the property for events occurring be
tween the time you acquired the property and the time you
placed it in service. These events could include the follow
ing.

• Installing utility lines.

• Paying legal fees for perfecting the title.

• Settling zoning issues.

• Receiving rebates.

• Incurring a casualty or theft loss.

For a discussion of adjustments to the basis of your prop
erty, see Adjusted Basis in Publication 551.

If you depreciate your property under MACIRS, you also
may have to reduce your basis by certain deductions and
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credits with respect to the property. For more information,
see What Is the Basis for Depreciation in chapter 4..

Basis adjustment for depreciation allowed or allowa
ble. You must reduce the basis of property by the depre
ciation allowed or allowable, whichever is greater. Depre
ciation allowed is depreciation you actually deducted
(from which you received a tax benefit). Depreciation al
lowable is depreciation you are entitled to deduct.

If you do not claim depreciation you are entitled to de
duct, you must still reduce the basis of the property by the
full amount of depreciation allowable.

If you deduct more depreciation than you should, you
must reduce your basis by any amount deducted from
which you received a tax benefit (the depreciation al
lowed).

How Do You Treat Repairs and
Improvements?
if you improve depreciable property, you must treat the
improvement as separate depreciable property. Improve
ment means an addition to or partial replacement of prop
erty that adds to its value, appreciably lengthens the time
you can use it, or adapts it to a different use.

You generally deduct the cost of repairing business
property in the same way as any other business expense.
However, if a repair or replacement increases the value of
your property, makes it more useful, or lengthens its life,
you must treat ft as an improvement and depreciate it.

Example. You repair a small section on one corner of
the roof of a rental house. You deduct the cost of the re
pair as a rental expense. However, if you completely re
place the roof, the new roof is an improvement because it
increases the value and lengthens the life of the property.
You depreciate the cost of the new roof.

Improvements to rented property. You can depreciate
permanent improvements you make to business property
you tent from someone else.

Do You Have To File
Form 4562?
Terms you may need to know
(see Glossary):

Amortization

Listed property

Placed in service

Standard mileage rate

Use Form 4562 to figure your deduction for depreciation
and amortization. Attach Form 4562 to your tax return for
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the current tax year if you are claiming any of the following
items.

• A section 179 deduction for the current year or a sec
tion 179 carryover from a prior year. See chapter 2 for
information on the section 179 deduction.

• Depreciation for property placed in service during the
current year.

• Depreciation on any vehicle or other listed property,
regardless of when it was placed in service. See
chapter 5 for information on listed property.

• A deduction for any vehicle if the deduction is reported
on a form other than Schedule C (Form 1040) or
Schedule C-EZ (Form 1040).

• Amortization of costs if the current year is the first year
of the amortization period.

• Depreciation or amortization on any asset on a corpo
rate income tax return (other than Form 1 120S, U.S.
Income Tax Return for an S Corporation) regardless
of when it was placed in service.

You must submit a separate Form 4562 for each
business or activity on your return for which a
Form 4562 is required.

Table 1-1 presents an overview of the purpose of the
various parts of Form 4562.

Employee. Do not use Form 4562 if you are an em
ployee and you deduct job-related vehicle expenses using
either actual expenses (including depreciation) or the
standard mileage rate. Instead, use either Form 2106 or
Form 21 06-EZ. Use Form 21 06-EZ if you are claiming the
standard mileage rate and you are not reimbursed by your
employer for any expenses.

How Do You Correct
Depreciation Deductions?
If you deducted an incorrect amount of depreciation in any
year, you may be able to make a correction by filing an
amended return for that year. See Elfin an Amended Re
tyrp, next. If you are not allowed to make the correction on
an amended retum, you may be able to change your ac
counting method to claim the correct amount of deprecia
tion. See Changing YourAccounting Method, later.

Filing an Amended Return
You can file an amended return to correct the amount of
depreciation claimed for any property in any of the follow
ing situations.

• You claimed the incorrect amount because of a math
ematical error made in any year.

• You claimed the incorrect amount because of a post
ing error made in any year.

• You have not adopted a method of accounting for
property placed in service by you in tax years ending
after December 29, 2003.

• You claimed the incorrect amount on property placed
in service by you in tax years ending before December
30, 2003.

Adoption of accounting method defined. Generally,
you adopt a method of accounting for depreciation by us
ing a permissible method of determining depreciation
when you file your first tax return, or by using the same im
permissible method of determining depreciation in two or
more consecutively filed tax returns.

For an exception to this 2-year rule, see Revenue Pro
cedure 2008-52, on page 587 of Internal Revenue Bulletin
2008-36, available at wwwirs.gov/puMrs-irbs/
irbO8-36.pdf as modified by Revenue Procedure 2009-39
on page 371 of Internal Revenue Bulletin 2009-38, availa
ble at www.irs.go v/pubnrs-irbs4thO9-36.pdf . (Note. Reve
nue Procedures 2008-52 and 2009-39 are amplified, clari
fied, modified, and superseded in part by Revenue
Procedure 2011-14 and clarified and modified by Reve
nue Procedure 201 2-20. For more information, see Reve
nue Procedure 2011-14 on page 330 of Internal Revenue
Bulletin 2011-04, available at www.irs.gov/pub%rs-irbsl
irbll-04.pdf and Revenue Procedure 2012-20 on
page 700 of Internal Revenue Bulletin 201 2-1 4, available
at www.irs.qo WpubArs-iths/irb 12-14.pdf.)

For a safe harbor method of accounting to treat rotable
spare parts as depreciable assets and procedures to ob
tain automatic consent to change to the safe harbor
method of accounting, see Revenue Procedure 2007-48
on page 110 of Internal Revenue Bulletin 2007-29, availa
ble at wiJrs.gov/pubArs-iths4rbO7-29.pdl

When to file. if an amended return is allowed, you must
file it by the later of the following.

• 3 years from the date you filed your original return for
the year in which you did not deduct the correct
amount. A return filed before an unextended due date
is considered filed on that due date.

• 2 years from the time you paid your tax for that year.

Changing Your Accounting Method
Generally, you must get IRS approval to change your
method of accounting. You generally must file Form 3115,
Application for Change in Accounting Method, to request
a change in your method of accounting for depreciation.

The following are examples of a change in method of
accounting Ior depreciation.

• A change from an impermissible method of determin
ing depreciation for depreciable property, if the impar
missible method was used in two or more consecu
tively filed tax returns.

• A change in the treatment of an asset from nondepre
ciable to depreciable or vice versa.

• A change in the depreciation method, period of recov
ery, or convention of a depreciable asset.

• A change from not claiming to claiming the special de
preciation allowance if you did not make the election
to not claim any special allowance.

• A change from claiming a 50% special depreciation al
lowance to claiming a 30% special depreciation allow
ance for qualified property (including property that is

Chapter 1 Overview of Depreciation Page 13
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Table 1-1. Purpose of Form 4562

included in a class of property for which you elected a
30% special allowance instead of a 50% special al
lowance).

Changes in depreciation that are not a change in
method of accounting (and may only be made on an
amended return) include the following.

• An adjustment in the useful life of a depreciable asset
for which depreciation is determined under section
167.

• A change in use of an asset in the hands of the same
taxpayer.

• Making a late depreciation election or revoking a
timely valid depreciation election (including the elec
tion not to deduct the special depreciation allowance).
If you elected not to claim any special allowance, a
change from not claiming to claiming the special al
lowance is a revocation of the election and is not an
accounting method change. Generally, you must get
IRS approval to make a late depreciation election or
revoke a depreciation election. You must submit a re
quest for a letter ruling to make a late election or re
voke an election.

• Any change in the placed in service date of a depreci
able asset.

See section 1.446-1 fe)(2)(ii)(d) of the regulations for
more information and examples.

IRS approval. In some instances, you may be able to get
approval from the IRS to change your method of account
ing for depreciation under the automatic change request
procedures generally covered in Revenue Procedure
2008-52. It you do not qualify to use the automatic proce
dures to get approval, you must use the advance consent
request procedures generally covered in Revenue Proce
dure 97-27, 1997-1 C.B. 680. Also see the Instructions for
Form 3115 for more information on getting approval, in-
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cluding lists of scope limitations and automatic accounting
method changes.

Additional guidance. For additional guidance and
special procedures for changing your accounting method,
automatic change procedures, amending your return, and
filing Form 3115, see Revenue Procedure 2008-52, on
page 587 of Internal Revenue Bulletin 2008-36, available
at wwwrs.gov/yubArs-iths4rbO8-36.pdf, as modified by
Revenue Procedure 2009-39 on page 371 of Internal Rev
enue Bulletin 2009-39, available at www.irs.gov/pubArs
irbs4rbO9-39.pdf. (Note. Revenue Procedures 2008-52
and 2009-39 are amplified, clarified, modified, and super
seded in part by Revenue Procedure 2011-14 and clari
fied and modified by Revenue Procedure 2012-20. For
more information see Revenue Procedure 2011-14 on
page 330 of Internal Revenue Bulletin 20114, available at
www.irs.gov/pubflrs-ithsJirbl 1-04.pdf and Revenue Pro
cedure 201 2-20 on page 700 of Internal Revenue Bulletin
2012-14, available at wwwdrs.gov/pub%rs-irbs!
ithl2-74.pdf.)

For a safe harbor method of accounting to treat rotable
spate parts as depreciable assets, see Revenue Proce
dure 2007-48 on page 110 of Internal Revenue Bulletin
2007-29, available at www.irs.gov/pubfirs-irbsl
irbO7-29.pdf

Section 487(a) adjustment. If you file Form 3115 and
change from an impermissible method to a permissible
method of accounting for depreciation, you can make a
section 481(a) adjustment for any unclaimed or excess
amount of allowable depreciation. The adjustment is the
difference between the total depreciation actually deduc
ted for the property and the total amount allowable prior to
the year of change. If no depreciation was deducted, the
adjustment is the total depreciation allowable prior to the
year of change. A negative section 481(a) adjustment re
sults in a decrease in taxable income, It is taken into ac
count in the year of change and is reported on your busi
ness tax returns as other expenses.” A positive section

Attachment 5 for Post-Hearing Request for Information Item 4

This table describes the purpose of the various parts of Form 4562. For more information, see Form 4562and its instructions.

Part Purpose
I • Electing the section 179 deduction

• Figuring the maximum section 179 deduction for the current year
• Figuring any section 179 deduction carryover to the next year

II • Reporting the special depreciation allowance for property (other than listed property) placed in
service during the tax year
• Reporting depreciation deductions on property being depreciated under any method other than
Modified Accelerated Cost Recovery System (MACRS)

Ill • Reporting MACRS depreciation deductions for property placed in service before this year
• Reporting MACRS depreciation deductions for property (other than listed property) placed in
service during the current year

IV • Summarizing other parts
V • Reporting the special depreciation allowance for automobiles and other listed property

• Reporting MACRS depreciation on automobiles and other listed property
• Reporting the section 179 cost elected for automobiles and other listed property
• Reporting information on the use of automobiles and other transportation vehicles

VI • Reporting amortization deductions
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481(a) adjustment results in an increase in taxable in
come. It is generally taken into account over 4 tax years
and is reported on your business tax returns as “other in
come.” However, you can elect to use a one-year adjust
ment period and report the adjustment in the year of
change if the total adjustment is less than $25,000. Make
the election by completing the appropriate line on
Form 3175.

If you file a Form 3115 and change from one permissi
ble method to another permissible method, the section
481(a) adjustment is zero.

What Property Qualifies?
Terms you may need to know
(see Glossary):

Adjusted basis

Basis

Class life

Structural components

Tangible property

2.

Electing the Section 179
Deduction

Introduction
You can elect to recover all or part of the cost of certain
qualifying property, up to a limit, by deducting it in the year
you place the property in service. This is the section 179
deduction. You can elect the section 779 deduction in
stead of recovering the cost by taking depreciation deduc
tions.

Estates and trusts cannot elect the section 179
deduction.

This chapter explains what property does and does not
qualify for the section 179 deduction, what limits apply to
the deduction (including special rules for partnerships and
corporations), and how to elect it. It also explains when
and how to recapture the deduction.

Useful Items
You may want to see:

Publication

537 Installment Sales

544 Sales and Other Dispositions of Assets
954 Tax Incentives for Distressed Communities

Form (and InstructIons)

4562 Depreciation and Amortization
4797 Sales of Business Property

See chapter 6 for information about getting publications
and forms.

To qualify for the section 179 deduction, your property
must meet all the following requirements.

• It must be eligible property.

• It must be acquired for business use.

• It must have been acquired by purchase.

• It must not be property described later under
Property Does Not Qualify.

The following discussions provide information about
these requirements and exceptions.

Eligible Property
To qualify for the section 779 deduction, your property
must be one of the following types of depreciable prop
erty.

1. Tangible personal property.

2. Other tangible property (except buildings and their
structural components) used as:

a. An integral part of manufacturing, production, or
extraction or of furnishing transportation, commu
nications, electricity, gas, water, or sewage dis
posal services,

b. A research facility used in connection with any of
the activities in (a) above, or

c. A facility used in connection with any of the actM
ties in (a) for the bulk storage of fungible commod
ities.

3. Single purpose agricultural (livestock) or horticultural
structures. See chapter 7 of Publication 225 for defini
tions and information regarding the use requirements
that apply to these structures.

4. Storage facilities (except buildings and their structural
components) used in connection with distributing pe
troleum or any primary product of petroleum.

5. Off-the-shelf computer software.

6. Qualified real property (described below).

Tangible personal property. Tangible personal prop
erty is any tangible property that is not real property. It in
cludes the following property.

• Machinery and equipment.
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• Property contained in or attached to a building (other
than structural components), such as refrigerators,
grocery store counters, office equipment, printing
presses, testing equipment, and signs.

• Gasoline storage tanks and pumps at retail service
stations.

• Livestock, including horses, cattle, hogs, sheep,
goats, and mink and other furbearing animals.

The treatment of property as tangible personal property
for the section 179 deduction is not controlled by its treat
ment under local law. For example, property may not be
tangible personal property for the deduction even if trea
ted so under local law, and some property (such as fix
tures) may be tangible personal property for the deduction
even if treated as real property under local law.

Off-the-shelf computer software. Off-the-shelf com
puter software placed in service during the tax year is
qualifying property for purposes of the section 179 deduc
tion. This is computer software that is readily available for
purchase by the general public, is subject to a nonexclu
sive license, and has not been substantially modified, It in
cludes any program designed to cause a computer to per
form a desired function. However, a database or similar
item is not considered computer software unless it is in
the public domain and is incidental to the operation of oth
erwise qualifying software.

Qualified real property. You can elect to treat certain
qualified real property you placed in service as section
179 property for tax years beginning in 2072. If this elec
tion is made, the term “section 179 property” will include
any qualified teal property that is:

• Qualified leasehold improvement property,

• Qualified restaurant property, or

• Qualified retail improvement property.

The maximum section 179 expense deduction that can be
elected for qualified section 179 real property is $250,000
of the maximum section 179 deduction of $500,000 in
2012. For more information, see Special rules for qualified
section 179 real property, later. Also, see Election for cer
tain qualified section 179 real property, later, for informa
tion on how to make this election.

Qualified leasehold Improvement property. Gener
ally, this is any improvement to an interior part of a build
ing (placed in service before January 1, 2014) that is non
residential teal property, provided all of the requirements
discussed in chapter 3 under Qualified leasehold improve
ment property are met.

In addition, an improvement made by the lessor does
not qualify as qualified leasehold improvement property to
any subsequent owner unless it is acquired from the origi
nal lessor by reason of the lessor’s death or in any of the
following types of transactions.

1. A transaction to which section 381(a) applies,
2. A mere change in the form of conducting the trade or

business so long as the property is retained in the
trade or business as qualified leasehold improvement
property and the taxpayer retains a substantial inter
est in the trade or business,
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3. A like-kind exchange, involuntary conversion, or
re-acquisition of real property to the extent that the
basis in the property represents the carryover basis,
or

4. Certain nonrecognition transactions to the extent that
your basis in the property is determined by reference
to the transferor’s or distributor’s basis in the property.
Examples include the following.

a. A complete liquidation of a subsidiary.
b. A transfer to a corporation controlled by the trans

feror.

c. An exchange of property by a corporation solely
for stock or securities in another corporation in a
reorganization.

Qualified restaurant property. Qualified restaurant
property is any section 1250 property that is a building or
an improvement to a building placed in service after De
cember 31, 2008, and before January 1, 2014. Also, more
than 50% of the building’s square footage must be devo
ted to preparation of meals and seating for on-premise
consumption of prepared meals.

Qualified retail improvement property. Generally,
this is any improvement (placed in service after December
31, 2008, and before January 1, 2074) to an interior por
tion of nonresidential real property if it meets the following
requirements.

1. The portion is open to the general public and is used
in the retail trade or business of selling tangible prop
erty to the general public.

2. The improvement is placed in service more than 3
years after the date the building was first placed in
service.

3. The expenses are not for the enlargement of the
building, any elevator or escalator, any structural
components benefiting a common area, or the inter
nal structural framework of the building.

In addition, an improvement made by the lessor does not
qualify as qualified retail improvement property to any
subsequent owner unless it is acquired from the original
lessor by reason of the lessor’s death or in any of the fol
lowing types of transactions.

1. A transaction to which section 381(a) applies,
2. A mere change in the form of conducting the trade or

business so long as the property is retained in the
trade or business as qualified leasehold improvement
property and the taxpayer retains a substantial inter
est in the trade or business,

3. A like-kind exchange, involuntary conversion, or
re-acquisition of real property to the extent that the
basis in the property represents the carryover basis,
or

4. Certain nonrecognition transactions to the extent that
your basis in the property is determined by reference
to the transferor’s or distributor’s basis in the property.
Examples include the following.

a. A complete liquidation of a subsidiary.
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b. A transfer to a corporation controlled by the trans
feror.

c. An exchange of property by a corporation solely
for stock or securities in another corporation in a
reorganization.

Property Acquired for Business Use

To qualify for the section 179 deduction, your property
must have been acquired for use in your trade or busi
ness. Property you acquire only for the production of in
come, such as investment property, rental property (if
renting property is not your trade or business), and prop
erty that produces royalties, does not qualify.

Partial business use. When you use property for both
business and nonbusiness purposes, you can elect the
section 179 deduction only if you use the property more
than 50% for business in the year you place it in service, It
you use the property more than 50% for business, multiply
the cost of the property by the percentage of business
use. Use the resulting business cost to figure your section
179 deduction.

Example. May Oak bought and placed in service an
item of section 179 property costing $11,000. She used
the property 80% for her business and 20% for personal
purposes. The business part of the cost of the property is
$8,800 (80% x $11,000).

Property Acquired by Purchase

To quality for the section 179 deduction, your property
must have been acquired by purchase. For example,
property acquired by gift or inheritance does not qualify.

Property is not considered acquired by purchase in the
following situations.

1. It is acquired by one member of a controlled group
from another member of the same group.

2. Its basis is determined either—

a. In whole or in part by its adjusted basis in the
hands of the person from whom it was acquired,
or

b. Under the stepped-up basis rules for property ac
quired from a decedent.

3. It is acquired from a related person.

Related persons. Related persons are described under
Related persons earlier. However, to determine whether
properly qualifies for the section 179 deduction, treat as
an individual’s family only his or her spouse, ancestors,
and lineal descendants and substitute ‘50%” for “10%”
each place it appears.

Example. Ken Larch is a tailor. He bought two indus
trial sewing machines from his father. He placed both ma
chines in service in the same year he bought them. They
do not qualify as section 179 property because Ken and
his father are related persons. He cannot claim a section
179 deduction for the cost of these machines.

What Property Does Not
Qualify?
Terms you may need to know
(see Glossary):

Basis

Class life

Certain property does not qualify for the section 179 de
duction. This includes the following.

Land and Improvements
Land and land improvements do not qualify as section
179 property. Land improvements include swimming
pools, paved parking areas, wharves, docks, bridges, and
fences.

Excepted Property
Even if the requirements explained earlier under ki(h
Property Qualifies are met, you cannot elect the section
179 deduction for the following property.

• Certain property you lease to others (if you are a non-
corporate lessor).

• Certain property used predominantly to furnish lodg
ing or in connection with the furnishing of lodging.

• Air conditioning or heating units.

• Property used predominantly outside the United
States, except property described in section 168(g)(4)
of the Internal Revenue Code.

• Property used by certain tax-exempt organizations,
except property used in connection with the produc
tion of income subject to the tax on unrelated trade or
business income.

• Property used by governmental units or foreign per
sons or entities, except property used under a lease
with a term of less than 6 months.

Leased property. Generally, you cannot claim a section
179 deduction based on the cost of property you lease to
someone else. This rule does not apply to corporations.
However, you can claim a section 179 deduction for the
cost of the following property.

1. Property you manufacture or produce and lease to
others.

2. Property you purchase and lease to others if both the
following tests are met.

a. The term of the lease (including options to renew)
is less than 50% of the property’s class life.

b. For the first 12 months after the property is trans
ferred to the lessee, the total business deductions
you are allowed on the property (other than rents
and reimbursed amounts) are more than 15% of
the rental income from the property.
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Property used for lodging. Generally, you cannot claim
a section 179 deduction for property used predominantly
to furnish lodging or in connection with the furnishing of
lodging. However, this does not apply to the following
types of property.

• Nonlodging commercial facilities that are available to
those not using the lodging facilities on the same ba
sis as they are available to those using the lodging fa
cilities.

• Property used by a hotel or motel in connection with
the trade or business of furnishing lodging where the
predominant portion of the accommodations is used
by transients.

• Any certified historic structure to the extent its basis is
due to qualified rehabilitation expenditures.

• Any energy property.

Energy property. Energy property is property that
meets the following requirements.

1. It is one of the following types of property.

a. Equipment that uses solar energy to generate
electricity, to heat or cool a structure, to provide
hot water for use in a structure, or to provide solar
process heat, except for equipment used to gen.
erate energy to heat a swimming pool.

b. Equipment placed in service after December31,
2005, and before January 1,2017, that uses solar
energy to illuminate the inside of a structure using
fiber-optic distributed sunlight.

c. Equipment used to produce, distribute, or use en
ergy derived from a geothermal deposit. For elec
tricity generated by geothermal power, this in
cludes equipment up to (but not including) the
electrical transmission stage.

d. Qualified fuel cell property or qualified microtur
bine property placed in service after December
31,2005, and before January 1,2017.

2. The construction, reconstwction, or erection of the
property must be completed by you.

3. For property you acquire, the original use of the prop
erty must begin with you.

4. The property must meet the performance and quality
standards, if any, prescribed by Income Tax Regula
tions in effect at the time you get the property.

For periods before February 14, 2008, energy property
does not include any property that is public utility property
as defined by section 46(f)(5) of the Internal Revenue
Code (as in effect on November 4, 1990).

How Much Can You Deduct?

Terms you may need to know
(see Glossary):

Adjusted basis

Basis

Placed in service

Your section 179 deduction is generally the cost of the
qualifying property. However, the total amount you can
elect to deduct under section 179 is subject to a dollar
limit and a business income limit. These limits apply to
each taxpayer, not to each business. However, see Mrz
ned Individuals under Dollar Limits, later. Also, see later.
For a passenger automobile, the total section 179 deduc
tion and depreciation deduction are limited. See Do the
PassengerAutomobile Limits Apply in chapter 5.

It you deduct only part of the cost of qualifying property
as a section 179 deduction, you can generally depreciate
the cost you do not deduct.

Trade-In of other property. If you buy qualifying prop
erty with cash and a trade-in, its cost for purposes of the
section 179 deduction includes only the cash you paid.

Example. Silver Leaf, a retail bakery, traded two
ovens having a total adjusted basis of $680 for a new
oven costing $1,320. They received an $800 trade-in al
lowance for the old ovens and paid $520 in cash for the
new oven. The bakery also traded a used van with an ad
justed basis of $4,500 for a new van costing $9,000. They
received a $4,800 trade-in allowance on the used van and
paid $4,200 in cash for the new van.

Only the portion of the new property’s basis paid by
cash qualifies for the section 179 deduction. Therefore,
Silver Leaf’s qualifying costs for the section 179 deduction
are $4,720 ($520 + $4,200).

Dollar Limits
The total amount you can elect to deduct under section
179 for most property placed in service in 2072 generally
cannot be more than $500,000. If you acquire and place in
service more than one item of qualifying property during
the year, you can allocate the section 179 deduction
among the items in any way, as long as the total deduc
tion is not more than $500,000. You do not have to claim
the full $500,000.

Qualified real property (described earlier) that you elec
ted to treat as section 179 real property is limited to
$250,000 of the maximum deduction of $500,000 for
2012.

The amount you can elect to deduct is not affec
TIP ted if you place qualifying property in service in a

short tax year or if you place qualifying property in
service for only a part of a 72-month tax year.

After you apply the dollar limit to determine a ten-
tatWe deduction, you must apply the business in
come limit (described later) to determine your ac

tual section 179 deduction.

Example. In 2012, you bought and placed in service
$500,000 in machinery and a $25,000 circular saw for
your business. You elect to deduct $475,000 for the ma
chinery and the entire $25,000 for the saw, a total of
$500,000. This is the maximum amount you can deduct.
Your $25,000 deduction for the saw completely recovered
its cost. Your basis for depreciation is zero. The basis for
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depreciation of your machinery is $25,000. You figure this
by subtracting your $475,000 section 179 deduction for
the machinery from the $500,000 cost of the machinery.

SituatIons affecting dollar limit. Under certain circum
stances, the general dollar limits on the section 179 de
duction may be reduced or increased or there may be ad
ditional dollar limits. The general dollar limit is affected by
any of the following situations.
• The cost of your section 179 property placed in serv

ice exceeds $2,000,000.
• Your business is an enterprise zone business.

• You placed in service a sport utility or certain other ve
hicles.

• You are married filing a joint or separate return.

Costs exceeding $2,000,000
If the cost of your qualifying section 179 property placed in
service in a year is more than $2,000,000, you generally
must reduce the dollar limit (but not below zero) by the
amount of cost over $2,000,000. If the cost of your section
179 property placed in service during 2011 is $2,500,000
or more, you cannot take a section 179 deduction.

Example. In 2012, Jane Ash placed in service machi
nery costing $2,100,000. This cost is $100,000 more than
$2,000,000, so she must reduce her dollar limit to
$400,000 ($500,000 —$100,000).

Enterprise Zone Businesses

An increased section 179 deduction is available to enter
prise zone businesses for qualified zone property placed
in service during the tax year, in an empowerment zone.
For more information including the definitions of “enter
prise zone business” and uqualified zone property,” see
sections 1 397A, 1 397C, and 1 397D of the Internal Reve
nue Code.

The dollar limit on the section 179 deduction is in
creased by the smaller of:

• $35,000, or

• The cost of section 179 property that is also qualified
zone property placed in service during the tax year (in
cluding such properly placed in service by your
spouse, even if you are filing a separate return).

Note. You take into account only 50% (instead of 100%)
of the cost of qualified zone property placed in service in a
year when figuring the reduced dollar limit for costs ex
ceeding $2,000,000 (explained earlier).

For purposes of this increased section 779 de
duction, do not treat qualified section 779 Disas
ter Assistance property defined next as qualified

zone property unless you elect not to treat the property as
qualified section 179 DisasterAssistance property

Disaster Assistance Property
An increased section 179 deduction is available for quali
fied section 179 Disaster Assistance property placed in

service in a federally declared disaster area in which the
disaster occurred before January 1, 2010. The property
must be placed in service on or before the date which is
the last day of the third calendar year following the appli
cable disaster date. A list of the federally declared disas
ter areas is available at the Federal Emergency Manage
ment Agency (FEMA) website at wwwfema.gov.

Example. A disaster occurred in a federally declared
disaster area on January 2, 2009. John Smith placed in
service property on December 30, 2012. This property
meets the requirements to be considered qualified section
179 Disaster Assistance property for 2012 as it was
placed in service on or before December 31,2012.

Qualified section 179 Disaster Assistance property.
Qualified section 179 Disaster Assistance property is sec
tion 179 property (described earlier) placed in service af
ter December 31, 2007, that is also qualified Disaster As
sistance property. See Qualified Disaster Assistance

in chapter3 for a description of qualified Disaster
Assistance property.

Dollar limits. The dollar limit on the section 179 deduc
tion is increased by the smaller of:

• $100,000, or

• The cost of qualified section 179 Disaster Assistance
property placed in service during the tax year.

The amount for which you can make an election is re
duced if the cost of all section 179 property placed in serv
ice during the 2012 tax year exceeds $2,000,000, in
creased by the smaller of:

• $600,000, or

• The cost of qualified section 179 Disaster Assistance
property placed in service during the tax year.

Sport Utility and Certain Other Vehicles
You cannot elect to expense more than $25,000 of the
cost of any heavy sport utility vehicle (SUV) and certain
other vehicles placed in service during the tax year. This
rule applies to any 4-wheeled vehicle primarily designed
or used to carry passengers over public streets, roads, or
highways, that is rated at more than 6,000 pounds gross
vehicle weight and not more than 14,000 pounds gross
vehicle weight. However, the $25,000 limit does not apply
to any vehicle:

• Designed to seat more than nine passengers behind
the driver’s seat,

• Equipped with a cargo area (either open or enclosed
by a cap) of at least six feet in interior length that is not
readily accessible from the passenger compartment,
or

• That has an integral enclosure fully enclosing the
driver compartment and load carrying device, does
not have seating rearward of the driver’s seat, and has
no body section protruding more than 30 inches
ahead of the leading edge of the windshield.
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Married Individuals

If you are married, how you figure your section 179 deduc
tion depends on whether you file jointly or separately. If
you file a joint return, you and your spouse are treated as
one taxpayer in determining any reduction to the dollar
limit, regardless of which of you purchased the property or
placed it in service. It you and your spouse file separate
returns, you are treated as one taxpayer for the dollar
limit, including the reduction for costs over $2,000,000.
You must allocate the dollar limit (after any reduction) be
tween you equally, unless you both elect a different allo
cation. if the percentages elected by each of you do not
total 100%, 50% will be allocated to each of you.

Example. Jack Elm is married. He and his wife file
separate returns. Jack bought and placed in service
$2,000,000 of qualified farm machinery in 2012. His wife
has her own business, and she bought and placed in serv
ice $30,000 of qualified business equipment. Their com
bined dollar limit is $470,000. This is because they must
figure the limit as if they were one taxpayer. They reduce
the $500,000 dollar limit by the $30,000 excess of their
costs over $2,000,000.

They elect to allocate the $470,000 dollar limit as fol
lows.

• $446,500 ($470,000 x 95%) to Mr. Elms machinery.

• $23,500 ($470,000 x 5%) to Mrs. Elms equipment.

If they did not make an election to allocate their costs in
this way, they would have to allocate $235,000 ($470,000
x 50%) to each of them.

Joint return after filing separate returns. If you and
your spouse elect to amend your separate returns by filing
a joint return after the due date for filing your return, the
dollar limit on the joint return is the lesser of the following
amounts.

• The dollar limit (after reduction for any cost of section
179 property over $2,000,000).

• The total cost of section 179 property you and your
spouse elected to expense on your separate returns.

Example. The facts are the same as in the previous
example except that Jack elected to deduct $30,000 of
the cost of section 179 property on his separate return
and his wife elected to deduct $2,000. After the due date
of their returns, they file a joint return. Their dollar limit for
the section 179 deduction is $32,000. This is the lesser of
the following amounts.

• $470,000—The dollar limit less the cost of section 179
property over $2,000,000.

• $32,000—The total they elected to expense on their
separate returns.

Business Income Limit

The total cost you can deduct each year after you apply
the dollar limit is limited to the taxable income from the ac
tive conduct of any trade or business during the year.
Generally, you are considered to actively conduct a trade
or business if you meaningfully participate in the manage
ment or operations of the trade or business.

Any cost not deductible in one year under section 179
because of this limit can be carried to the next year. Spe
cial rules apply to a 2012 deduction of qualified section
179 real property that is disallowed because of the busi
ness income limit. See Special rules for qualified section
179 property under Carryover of disallowed deduction,
later.

Taxable Income. In general, figure taxable income for
this purpose by totaling the net income and losses from all
trades and businesses you actively conducted during the
year. Net income or loss from a trade or business includes
the following items.

• Section 1231 gains (or losses).

• Interest from working capital of your trade or business.

• Wages, salaries, tips, or other pay earned as an em
ployee.

For information about section 1231 gains and losses, see
chapter 3 in Publication 544.

In addition, figure taxable income without regard to any
of the following.

• The section 179 deduction.

• The self-employment tax deduction.

• Any net operating loss carryback or carryforward.

• Any unreimbursed employee business expenses.

Two different taxable income limits. In addition to the
business income limit for your section 179 deduction, you
may have a taxable income limit for some other deduction.
You may have to figure the limit for this other deduction
taking into account the section 179 deduction, If so, com
plete the following steps.

Step Action

1 Figure taxable income without the section 179
deduction or the other deduction.

2 Figure a hypothetical section 179 deduction
using the taxable income figured in Step 1.

3 Subtract the hypothetical section 179
deduction figured in Step 2 from the taxable
income figured in Step 1.

4 Figure a hypothetical amount for the other
deduction using the amount figured in Step 3
as taxable income.

5 Subtract the hypothetical other deduction
figured in Step 4 from the taxable income
figured in
Step 1.

6 Figure your actual section 179 deduction using
the taxable income figured in Step 5.
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7 Subtract your actual section 179 deduction
figured in Step 6 from the taxable income
figured in Step 1.

6 Figure your actual other deduction using the
taxable income figured in Step 7.

Example. On February 1, 2072, the XYZ corporation
purchased and placed in service qualifying section 179
property that cost $500,000. It elects to expense the entire
$500,000 cost under section 179. In June, the corporation
gave a charitable contribution of $10,000. A corporation’s
limit on charitable contributions is figured after subtracting
any section 179 deduction. The business income limit for
the section 179 deduction is figured after subtracting any
allowable charitable contributions. XYZ’s taxable income
figured without the section 179 deduction or the deduction
for charitable contributions is $520,000. XYZ figures its
section 179 deduction and its deduction for charitable
contributions as follows.

Step 7—Taxable income figured without either deduc
tion is $520,000.

Step 2— Using $520,000 as taxable income, XYZ’s hy
pothetical section 179 deduction is $500,000.
Step 3— $20,000 ($520,000 —$500,000).
Step 4—Using $20,000 (from Step 3) as taxable in
come, XYZ’s hypothetical charitable contribution (limi
ted to 10% of taxable income) is $2,000.
Step 5— $518,000 ($520,000 —$2,000).

Step 6— Using $518,000 (from StepS) as taxable in
come, XYZ figures the actual section 179 deduction.
Because the taxable income is at least $500,000, XYZ
can take a $500,000 section 179 deduction.
Step 7— $20,000 ($520,000 —$500,000).
Step 8— Using $20,000 (from Step 7) as taxable in
come, XYZ’s actual charitable contribution (limited to
70% of taxable income) is $2,000.

Carryover of disallowed deduction. You can carry
over for an unlimited number of years the cost of any sec
tion 179 property you elected to expense but were unable
to because of the business income limit. This disallowed
deduction amount is shown on line 13 of Form 4562. You
use the amount you carry over to determine your section
779 deduction in the next year. Enter that amount on
line 10 of your Form 4562 for the next year.

If you place more than one property in service in a year,
you can select the properties for which all or a part of the
costs will be carried forward. Your selections must be
shown in your books and records. For this purpose, treat
section 179 costs allocated from a partnership or an S
corporation as one item of section 179 property. If you do
not make a selection, the total carryover will be allocated
equally among the properties you elected to expense for
the year.

If costs from more than one year are carried forward to
a subsequent year in which only part of the total carryover
can be deducted, you must deduct the costs being carried
forward from the earliest year first.

Special rules for qualified section 179 real prop
erty. You can carry over to 2012 a 2011 deduction

attributable to qualified section 779 real property that you
elected to expense but were unable to take because of
the business income limitation. Any such 2071 carryover
amounts that are not deducted in 2012, plus any 2012 dis
allowed section 179 expanse deductions attributable to
qualified real property, are carried over to 2013. See sec
tion 1 79ff) of the Internal Revenue Code for more informa
tion.

If there isa sale or other disposition of your prop-
TIP e4y (including a transfer at death) before you can

use the full amount of any outstanding cariyover
of your disallowed section 179 deduction, neither you nor
the new owner can deduct any of the unused amount. In
stead, you must add it back to the properlys basis.

Note. The IRS will release guidance concerning quali
fied section 179 real property and the options available to
taxpayers who had treated any 2010 or 2011 carryover
amount attributable to qualified section 179 real property
as placed in service on the first day of your last taxable
year beginning in 2011 for purposes of computing depre
ciation. This guidance will be published in the Internal
Revenue Bulletin.

Partnerships and Partners
The section 179 deduction limits apply both to the partner
ship and to each partner. The partnership determines its
section 179 deduction subject to the limits. It then allo
cates the deduction among its partners.

Each partner adds the amount allocated from partner
ships (shown on Schedule K-i (Form 7065), Partner’s
Share of Income, Deductions, Credits, etc.) to his or her
nonpartnership section 179 costs and then applies the
dollar limit to this total. To determine any reduction in the
dollar limit for costs over $2,000,000, the partner does not
include any of the cost of section 179 property placed in
service by the partnership. After the dollar limit (reduced
for any nonpartnership section 179 costs over
$2,000,000) is applied, any remaining cost of the partner
ship and nonpartnership section 179 property is subject to
the business income limit.

PartnershIps taxable Income. For purposes of the
business income limit, figure the partnership’s taxable in
come by adding together the net income and losses from
all trades or businesses actively conducted by the part
nership during the year. See the Instructions for Form
1065 for information on how to figure partnership net in
come (or loss). However, figure taxable income without
regard to credits, tax-exempt income, the section 179 de
duction, and guaranteed payments under section 707(c)
of the Intemal Revenue Code.

Partners share of partnerships taxable income. For
purposes of the business income limit, the taxable income
of a partner engaged in the active conduct of one or more
of a partnership’s trades or businesses includes his or her
allocable share of taxable income derived from the part.
nership’s active conduct of any trade or business.

Example. In 2012, Beech Partnership placed in serv
ice section 179 property with a total cost of $2,025,000.
The partnership must reduce its dollar limit by $25,000
($2,025,000 — $2,000,000). Its maximum section 179
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deduction is $475,000 ($500,000— $25,000), and it elects
to expense that amount. The partnerships taxable income
from the active conduct of all its trades or businesses for
the year was $600,000, so it can deduct the full $475,000.
It allocates $40,000 of its section 179 deduction and
$50,000 of its taxable income to Dean, one of its partners.

In addition to being a partner in Beech Partnership,
Dean is also a partner in the Cedar Partnership, which al
located to him a $30,000 section 179 deduction and
$35,000 of its taxable income from the active conduct of
its business. He also conducts a business as a sole pro
prietor and, in 2012, placed in service in that business
qualifying section 179 property costing $55,000. He had a
net loss of $5,000 from that business for the year.

Dean does not have to include section 179 partnership
costs to figure any reduction in his dollar limit, so his total
section 179 costs for the year are not more than
$2,000,000 and his dollar limit is not reduced. His maxi
mum section 179 deduction is $500,000. He elects to ex
pense all of the $70,000 in section 179 deductions alloca
ted from the partnerships ($40,000 from Beech
Partnership plus $30,000 from Cedar Partnership), plus
$55,000 of his sole proprietorship’s section 179 costs, and
notes that information in his books and records. However,
his deduction is limited to his business taxable income of
$80,000 ($50,000 from Beech Partnership, plus $35,000
from Cedar Partnership minus $5,000 loss from his sole
proprietorship). He carries over $45,000 ($125,000 —

$80,000) of the elected section 179 costs to 2013. He al
locates the carryover amount to the cost of section 179
property placed in service in his sole proprietorship, and
notes that allocation in his books and records.

Different tax years. For purposes of the business in
come limit, if the partners tax year and that of the partner
ship differ, the partner’s share of the partnership’s taxable
income for a tax year is generally the partner’s distributive
share for the partnership tax year that ends with or within
the partner’s tax year.

Example. John and James Oak are equal partners in
Oak Partnership. Oak Partnership uses a tax year ending
January 31. John and James both use a tax year ending
December 31. For its tax year ending January 31, 2012,
Oak Partnership’s taxable income from the active conduct
of its business is $80,000, of which $70,000 was earned
during 2011. John and James each include $40,000 (each
partners entire share) of partnership taxable income in
computing their business income limit for the 2012 tax
year.

Adjustment of partners basis in partnership. A part
ner must reduce the basis of his or her partnership interest
by the total amount of section 179 expenses allocated
from the partnership even if the partner cannot currently
deduct the total amount. If the partner disposes of his or
her partnership interest, the partner’s basis for determin
ing gain or loss is increased by any outstanding carryover
of disallowed section 179 expenses allocated from the
partnership.

Adjustment of partnership’s basis in section 179
property. The basis of a partnership’s section 179 prop
erty must be reduced by the section 179 deduction elec
ted by the partnership. This reduction of basis must be
made even if a partner cannot deduct all or part of the

section 179 deduction allocated to that partner by the
partnership because of the limits.

S Corporations
Generally, the rules that apply to a partnership and its
partners also apply to an S corporation and its sharehold
ers. The deduction limits apply to an S corporation and to
each shareholder. The S corporation allocates its deduc
tion to the shareholders who then take their section 179
deduction subject to the limits.

Figuring taxable income for an S corporation. To fig
ure taxable income (or loss) from the active conduct by an
S corporation of any trade or business, you total the net
income and losses from all trades or businesses actively
conducted by the S corporation during the year.

To figure the net income (or loss) from a trade or busi
ness actively conducted by an S corporation, you take into
account the items from that trade or business that are
passed through to the shareholders and used in determin
ing each shareholders tax liability. However, you do not
take into account any credits, tax-exempt income, the
section 179 deduction, and deductions for compensation
paid to shareholder-employees. For purposes of deter
mining the total amount of S corporation items, treat de
ductions and losses as negative income. In figuring the
taxable income of an S corporation, disregard any limits
on the amount of an S corporation item that must be taken
into account when figuring a shareholders taxable in
come.

Other Corporations
A corporation’s taxable income from its active conduct of
any trade or business is its taxable income figured with
the following changes.

1. It is figured before deducting the section 179 deduc
tion, any net operating loss deduction, and special de
ductions (as reported on the corporation’s income tax
return).

2. It is adjusted for items of income or deduction inclu
ded in the amount figured in 1, above, not derived
from a trade or business actively conducted by the
corporation during the tax year.

How Do You Elect the
Deduction?

Terms you may need to know
(see Glossary):

Listed property

Placed in service

You elect to take the section 179 deduction by completing
Part I of Form 4562.
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For property placed in service in 2012, file Form 4562
with either of the following.

• Your original 2012 tax return, whether or not you file it
timely.

• An amended return for 2012 filed within the time pre
scribed by law. An election made on an amended re
turn must specify the item of section 179 property to
which the election applies and the part of the cost of
each such item to be taken into account. The amen
ded return must also include any resulting adjust
ments to taxable income.

You must keep records that show the specific
identification of each piece of qualifying section

179

property. These records must show how you
acquired the property, the person you acquired it from,
and when you placed it in service.

Election for certain qualified section 179 real prop
erty. You can elect to expense certain qualified teal
property that you placed in service as section 179 prop-
arty for tax yeats beginning in 2012. If you elect to treat
this property as section 179 property, you must elect the
application of the special rules for qualified real property
described in section 179ff) of the Internal Revenue Code.

To make the election, attach a statement indicating you
are electing the application of section 179(f) of the Inter
nal Revenue Code” with either of the following.

• Your original 2012 tax return, whether or not you file it
timely.

• An amended return for 2012 filed within the time pre
scribed bylaw. The amended return must also include
any adjustments to taxable income.

The statement should indicate your election to expense
certain qualified real property under section 179ff) on your
return. It must specify one or more of the three types of
qualified property (described under Qualified real prop
ty) to which the election applies, the cost of each such
type, and the portion of the cost of each such property to
be taken into account. Also, report this on line 6 of Form
4562.

The maximum section 179 expense deduction
that can be taken for qualified section 779 real
property is limited to $250,000.

Revoking an election. An election (or any specification
made in the election) to take a section 179 deduction for
2012 can be revoked without IRS approval by filing an
amended return. The amended return must be filed within
the time prescribed bylaw. The amended return must also
include any resulting adjustments to taxable income.
Once made, the revocation is irrevocable.

Terms you may need to know
(see Glossary):

Disposition

Exchange

Recapture

Recovery period

Section 1245 property

You may have to recapture the section 179 deduction if, in
any year during the property’s recovery period, the per
centage of business use drops to 50% or less. In the year
the business use drops to 50% or less, you include the re
capture amount as ordinary income in Part IV of Form
4797. You also increase the basis of the property by the
recapture amount. Recovery periods for property are dis
cussed under Which Recovery Period Applies in ch
ter4.

If you sell, exchange, or otherwise dispose of the
property, do not figure the recapture amount Un-

• der the rules explained in this discussion. instead,
use the rules for recapturing depreciation explained in
chapter3 of Publication 544 under Section 1245 Property.

if the property is listed property (described in
chapter 5), do not figure the recapture amount Un-

• der the ivies explained in this discussion when
the percentage of business use drops to 50% or less. In
stead, use the rules for recapturing excess depreciation in
chapters under What Is the Business-Use Requirement

Figuring the recapture amount. To figure the amount
to recapture, take the following steps.

1. Figure the depreciation that would have been allowa
ble on the section 179 deduction you claimed. Begin
with the year you placed the property in service and
include the year of recapture.

2. Subtract the depreciation figured in (1) from the sec
tion 179 deduction you claimed. The result is the
amount you must recapture.

Example. In January 2010, Paul Lamb, a calendar
year taxpayer, bought and placed in service section 179
property costing $10,000. The property is not listed prop
erty. The property is 3-year property. He elected a $5,000
section 179 deduction for the property and also elected
not to claim a special depreciation allowance. He used the
property only for business in 2010 and 2011. In 2012, he
used the property 40% for business and 60% for personal
use. He figures his recapture amount as follows.
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Section 179 deduction claimed (2010). $5,000.00 Nonresidential real property
Minus: Allowable depreciation using Table A-i

(Instead of section 179 deduction):
2010 $1,666.50
2011 2,222.50
2012 ($740.50 x 40% (business)) ... . 296.20 4,185.20
2012— Recapture amount $614.80

Paul must include $814.80 in income for 2012.
if any qualified zone property placed in service
during the year ceases to be used in an empower
ment zone by an enterprise zone business in a

later year, the benefit of the increased section 179 deduc
tion must be reported as other income on your return.

Placed in service

Residential rental property

Structural components

Your property is qualified property if it is one of the follow
ing.

• Certain qualified property acquired after September 8,
2010.

• Qualified reuse and recycling property.

• Qualified cellulosic biofuei plant property.

• Qualified disaster assistance property.

3.

Claiming the Special
Depreciation Allowance

Introduction
You can take a special depreciation allowance to recover
part of the cost of qualified property (defined next), placed
in service during the tax year. The allowance applies only
for the first year you place the property in service. For
qualified property placed in service in 2012, you can take
an additional 50% for 100%, if applicable) special allow
ance. The allowance is an additional deduction you can
take after any section 179 deduction and before you figure
regular depreciation under MACRS for the year you place
the property in service.

This chapter explains what is qualified property. It also
includes rules regarding how to figure an allowance, how
to elect not to claim an allowance, and when you must re
capture an allowance.

Corporations can elect to accelerate certain mini-
TIP mum tax credits in lieu of claiming the special de

preciation allowance for eligible qualified prop
erty See Election to Accelerate Certain Credits in Lieu of
the Special Depreciation Allowance, later.

See chapter 6 for information about getting publications
and forms.

What Is Qualified Property?

Terms you may need to know
(see Glossary):

• Certain qualified property acquired after December
31,2007.

The following discussions provide information about
the types of qualified property listed above for which you
can take the special depreciation allowance.

Certain Qualified Property Acquired
After September 8, 2010
You can take a 100% special depreciation allowance for
certain property acquired after September 8, 2010. To
qualify, the property must be certain property with a long
production period or certain aircraft (defined later).

Your property must meet the following requirements.
1. You must have acquired the property by purchase af

ter September 8, 2010, with no binding written con
tract for the acquisition in effect before September 9,
2010. If you enter into a binding contract after Sep
tember 8, 2010, and before January 1,2012, to ac
quire (including to manufacture, construct, or pro
duce) certain property with a long production period
or certain aircraft, the property will be treated as
timely acquired.

2. The property must be placed in service for use in your
trade or business or for the production of income be
fore January 1, 2013.

3. The original use of the property must begin with you
after September 8, 2010.

4. It is not excepted property (explained later in Excep
ted Property).

For more information, see section 1 68fk)(5) of the Inter
nal Revenue Code and Rev. Proc. 2011-26 of Internal
Revenue Bulletin 2011-16, available at wwwirs.gov/publ
irs-irbs4thl 7-76.pdf.

If you elect out of the 700% special depreciation
allowance for property acquired after September
8, 2070, the property does not quality for the 50%

special depreciation allowance. See How Can You Elect
Not To Claim an Allowance, later

Business/investment use

Improvement
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Long Production Period Property Excepted Property
To be qualified property, long production period property
must meet the following requirements.
• It must meet the requirements in (1)-(4), above.

• The property has a recovery period of at least 10
years or is transportation property. Transportation
property is tangible personal property used in the
trade or business of transporting person or property.

• The property is subject to section 263A of the Internal
Revenue Code.

• The property has an estimated production period ex
ceeding 1 year and an estimated production cost ex
ceeding $1,000,000.

Noncommercial Aircraft

To be qualified property, noncommercial aircraft must
meet the following requirements.

• It must meet the requirements in (1)-(4), above.

• The aircraft must not be tangible personal property
used in the trade or business of transporting persons
or property (except for agricultural or firefighting pur
poses).

• The aircraft must be purchased (as discussed under
PropertyAcguired by Purchase in chapter 2) by a pur
chaser who at the time of the contract for purchase,
makes a nonretundable deposit of the lesser of 10%
of the cost or $100,000.

• The aircraft must have an estimated production period
exceeding four months and a cost exceeding
$200,000.

Special Rules

Sale-leaseback. If you sold qualified property you placed
in service after September 8, 2010, and leased it back
within 3 months after you originally placed in service, the
property is treated as originally placed in service no earlier
than the date it is used by you under the leaseback.

The property will not qualify for the special depreciation
allowance if the lessee or a related person to the lessee or
lessor had a written binding contract in effect for the ac
quisition of the property before September 9, 2010.

SyndIcated leasing transactions. If qualified property
is originally placed in service by a lessor after September
8, 2010, the property is sold within 3 months of the date it
was placed in service, and the user of the property does
not change, then the property is treated as originally
placed in service by the taxpayer no earlier than the date
of the last sale.

Multiple units of property subject to the same lease will
be treated as originally placed in service no earlier than
the date of the last sale if the property is sold within 3
months after the final unit is placed in service and the pe
riod between the time the first and last units are placed in
service does not exceed 12 months.

Qualified property does not include any of the following.
• Property placed in service and disposed of in the

same tax year.

• Property converted from business use to personal use
in the same tax year acquired. Property converted
from personal use to business use in the same or later
tax year may be qualified property.

• Property required to be depreciated under the Alterna
tive Depreciation System (ADS). This includes listed
property used 50% or less in a qualified business use.
For other property required to be depreciated using
ADS, see Required use of ADS under Which Depreci
ation System (ODS orADS) Applies in chapter 4.

• Qualified restaurant property (as defined in section
1 68(e)(7) of the Internal Revenue Code).

• Qualified retail improvement property (as defined in
section 1 68(e)f6) of the Internal Revenue Code).

• Property for which you elected not to claim any special
depreciation allowance (discussed later).

• Property for which you elected to accelerate certain
credits in lieu of the special depreciation allowance
(discussed later).

Qualified Reuse and Recycling
Property
You can take a 50% special depreciation allowance for
qualified reuse and recycling property. Qualified reuse
and recycling property is any machinery or equipment (not
including buildings or real estate), along with any appurte
nance, that is used exclusively to collect, distribute, or re
cycle qualified reuse and recyclable materials (as defined
in section 7 68(m)(3)(B) of the Internal Revenue Code).
Qualified reuse and recycling property also includes soft
ware necessary to operate such equipment. The property
must meet the following requirements.
• The property must be depreciated under MACRS.

• The property must have a useful life of at least 5
years.

• The original use of the property must begin with you
after August 31 2008.

• You must have acquired the property by purchase (as
discussed under Property Acquired by Purchase in
chapter2) after August37, 2008, with no binding writ
ten contract for the acquisition in effect before Sep
tember 1 2008.

• The property must be placed in service for use in your
trade or business after August31, 2008.

Excepted Property

Qualified reuse and recycling property does not include
any of the following.

• Any rolling stock or other equipment used to transport
reuse or recyclable materials.
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• Property required to be depreciated using the Alterna
tive Depreciation System (ADS). For other property
required to be depreciated using ADS, see qyjreduse ofADS under Which Depreciation System (GDS
orADS) Applies, in chpier4.

• Other bonus depreciation property to which section
7 68(k) of the Internal Revenue Code applies.

• Property for which you elected not to claim any special
depreciation allowance (discussed later).

• Property placed in service and disposed of in the
same tax year.

• Property converted from business use to personal use
in the same tax year acquired. Property converted
from personal use to business use in the same or latertax year may be qualified reuse and recycling prop
erty.

Qualitied Cellulosic Blotuel Plant
Property

You can take a 50% special depreciation allowance for
qualified cellulosic biofu& plant property. Cellulosic bio
fuel is any liquid fuel which is produced from any lignocellulosic or hemicellulosic matter that is available on a renewable or recurring basis. Examples include bagasse
(from sugar cane), corn stalks, and switchgrass. The
property must meet the following requirements.

1. The property is used in the United States solely to
produce cellulosic biofuel.

2. The original use of the property must begin with you
after December20, 2006.

3. You must have acquired the property by purchase (as
discussed under PropertyAcquired by Purchase in
chapter 2) after December 20, 2006, with no binding
written contract for acquisition in effect before De
cember 27, 2006.

4. The property must be placed in service for use in your
trade or business or for the production of income after
October 3, 2008, and before January 1, 2074.

Note. For property placed in service after January 2,
2073, and before January 1, 2074, you may be able to
take a 50% special depreciation allowance for qualified
second generation biofuel plant property that is used
solely in the United States to produce second generation
biofuel (as defined in section 40(b)(6)(E)). The other re
quirements for qualified second generation biofuel plantproperty to be eligible for the special depreciation allow
ance are identical to the requirements discussed for
Qualified Cellulosic Biofuel Plant Property above.

Special Rules

Sale-leaseback. If you sold qualified cellulosic biofuel
plant property you placed in service after October 3, 2008,
and leased it back within 3 months after you originally
placed it in service, the property is treated as originally
placed in service no earlier than the date it is used by youunder the leaseback.

The property will not qualify for the special allowance if
the lessee or a related person to the lessee or lessor had

a written binding contract in effect for the acquisition of the
property before December21, 2006.

Syndicated leasing transactions. If qualified cellulosic
biotuel plant property is originally placed in service by alessor after October 3, 2008, the property is sold within 3months of the date it was placed in service, and the userof the property does not change, then the property is trea
ted as originally placed in service by the taxpayer no ear
lier than the date of the last sale.

Multiple units of property subject to the same lease will
be treated as originally placed in service no earlier than
The date of sale if the property is sold within 3 months afterthe final unit is placed in service and the period betweenthe times the first and last units are placed in service does
not exceed 12 months.

Excepted Property

Qualified cellulosic biofuel plant property does not include
any of the following.

• Property placed in service and disposed of in the
same tax year.

• Property converted from business use to personal use
in the same tax year it is acquired. Property converted
from personal use to business use in the same or latertax year may be qualified cellulosic biomass ethanol
plant property.

• Property required to be depreciated using the Alterna
tive Depreciation System (ADS). For other property
required to be depreciated using ADS, see Requireduse ofADS under Which Depreciation System (GDS
orADS) Applies, in chapter4.

• Property any portion of which is financed with the pro
ceeds of any obligation the interest on which is ex
empt from tax under section 103 of the Internal Reve
nue Code.

• Property for which you elected not to claim any special
depreciation allowance (discussed later).

• Property for which a deduction was taken under sec
tion 7 79C for certain qualified refinery property.

• Other bonus depreciation property to which section
768(k) of the Internal Revenue Code applies.

Qualitied Disaster Assistance
Property
You can take a 50% special depreciation allowance forqualified disaster assistance property placed in service in
federally declared disaster areas in which the disaster oc
curred before January 1, 2010. A list of the federally declared disaster areas is available at the FEMA website atwwI6fema.gov. Your property is qualified disaster assis
tance property if it meets the following requirements.

1. It is one of the following types of property.
a. Tangible property depreciated under MACRS with

a recovery period of 20 years or less.
b. Water utility property.

c. Computer software that is readily available for pur
chase by the general public, is subject to a
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nonexclusive license, and has not been substan
tially modified. (The cost of some computer soft
ware is treated as part of the cost of hardware and
is depreciated under MACRS.)

d. Qualified leasehold improvement property (de
fined under Qualified leasehold improvement
property later).

e. Nonresidential real property and residential rental
property.

2. You must have acquired the property by purchase (as
discussed under Property Acquired by Purchase in
chapter 2) on or after the applicable disaster date,
with no binding written contract for the acquisition in
effect before the applicable disaster date.

3. The property must rehabilitate property damaged, or
replace property destroyed or condemned, as a result
of the applicable federally declared disaster.

4. The property must be similar in nature to, and located
in the same county as, the rehabilitated or replaced
property.

5. The original use of the property within the applicable
disaster area must have begun with you on or after
the applicable disaster date.

6. The property is placed in service by you on or before
the date which is the last day of the third calendar
year following the applicable disaster date (the fourth
calendar year in the case of nonresidential real prop
erty and residential rental property).

7. Substantially all (60% or more) of the use of the prop
erty must be in the active conduct of your trade or
business in a federally declared disaster area, occur
ring before January 1, 2010.

8. It is not excepted property (explained later in Excep
ted Property).

Special Rules

Sale-leaseback. If you sold qualified disaster assistance
property you placed in service after the applicable disas
ter date and leased it back within 3 months after you origi
nally placed it in service, the property is treated as origi
nally placed in service no earlier than the date it is used by
you under the leaseback.

The property will not qualify for the special allowance if
the lessee or a related person to the lessee or lessor had
a written binding contract in effect for the acquisition of the
property before the applicable disaster date.

Syndicated leasing transactions. If qualified disaster
assistance property is originally placed in service by a les
sor after the applicable disaster date, the property is sold
within 3 months of the date it was placed in service, and
the user of the property does not change, then the prop
erty is treated as originally placed in service by the tax
payer no earlier than the date of the last sale.

Multiple units of property subject to the same lease will
be treated as originally placed in service no earlier than
the date of sale if the property is sold within 3 months after
the final unit is placed in service and the period between
the times the first and last units are placed in service does
not exceed 12 months.

Excepted Property

Qualified disaster assistance property does not include
any of the following.

• Property required to be depreciated using the Alterna
tive Depreciation System (ADS). For other property
req uired to be depreciated using ADS, see Required
use of ADS under Which Depreciation System (GDS
orADS) Applies, in chapter 4.

• Property any portion of which is financed with the pro
ceeds of a tax-exempt obligation under section 103 of
the Internal Revenue Code.

• Any qualified revitalization building (defined later)
placed in service before January 1, 2010, for which
you have elected to claim a commercial revitalization
deduction for qualified revitalization expenditures.

• Any property used in connection with any private or
commercial golf course, country club, massage parlor,
hot tub facility, suntan facility, or any store, the princi
pal business of which is the sale of alcoholic bever
ages for consumption off premises.

• Any property for which the special allowance under
section 168(k) or section 1400N(d) of the Internal
Revenue Code applies.

• Property for which you elected not to claim any special
depreciation allowance (discussed later).

• Property placed in service and disposed of in the
same tax year.

• Property converted from business use to personal use
in the same tax year acquired. Property converted
from personal use to business use in the same or later
tax year may be qualified disaster assistance prop
erty.

• Any gambling or animal racing property (defined
later).

Qualified leasehold improvement property. Gener
ally, this is any improvement to an interior part of a build
ing that is nonresidential real property, if all the following
requirements are met.

• The improvement is made under or according to a
lease by the lessee for any sublessee) or the lessor of
that part of the building.

• That part of the building is to be occupied exclusively
by the lessee (or any sublessee) of that part.

• The improvement is placed in service more than 3
years after the date the building was first placed in
service by any person.

• The improvement is section 1250 property. See chap
ter 3 in Publication 544, Sales and Other Dispositions
of Assets, for the definition of section 1250 property.

However, a qualified leasehold improvement does not
include any improvement for which the expenditure is at
tributable to any of the following.

• The enlargement of the building.

• Any elevator or escalator.

• Any structural component benefiting a common area.
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• The internal structural framework of the building.

Generally, a binding commitment to enter into a lease
is treated as a lease and the parties to the commitment
are treated as the lessor and lessee. However, a lease
between related persons is not treated as a lease.

Related persons. For this purpose, the following are
related persons.

1. Members of an affiliated group.

2. An individual and a member of his or her family, in
cluding only a spouse, child, parent, brother, sister,
half-brother, halt-sister, ancestor, and lineal descend
ant.

3. A corporation and an individual who directly or indi
rectly owns 80% or more of the value of the outstand
ing stock of that corporation.

4. Two corporations that are members of the same con
trolled group.

5. A trust fiduciary and a corporation if 80% or more of
the value of the outstanding stock is directly or indi
rectly owned by or for the trust or grantor of the trust.

6. The grantor and fiduciary, and the fiduciary and bene
ficiary, of any trust.

7. The fiduciaries of two different trusts, and the fiducia
ries and beneficiaries of two different trusts, if the
same person is the grantor of both trusts.

8. A tax-exempt educational or charitable organization
and any person for, if that person is an individual, a
member of that person’s family) who directly or indi
rectly controls the organization.

9. Two S corporations, and an S corporation and a regu
lar corporation, if the same persons own 80% or more
of the value of the outstanding stock of each corpora
tion.

10. A corporation and a partnership if the same persons
own both of the following.

a. 80% or more of the value of the outstanding stock
of the corporation.

b. 80% or more of the capital or profits interest in the
partnership.

11. The executor and beneficiary of any estate.

Qualified revitalization building. This is a commercial
building and its structural components that you placed in
service in a renewal community before January 1, 2070. If
the building is new, the original use of the building must
begin with you. If the building is not new, you must sub
stantially rehabilitate the building and then place it in serv
ice. For more information, including definitions of substan
tially rehabilitated building and qualified revitalization
expenditure, see section 1 4001(b) of the Internal Revenue
Code.

Gambling or animal racing property. Gambling or ani
mal racing property includes the following personal and
real property.

• Any equipment, furniture, software, or other property
used directly in connection with gambling, the racing
of animals, or the on-site viewing of such racing.

• Any real property determined by square footage (other
than any portion that is less than 100 square feet) that
is dedicated to gambling, the racing of animals, or the
on-site viewing of such racing.

Certain Qualified Property Acquired
After December 31, 2007
You can take a 50% special depreciation deduction allow
ance for certain qualified property acquired after Decem
ber 31, 2007. Your property is qualified property if it meets
the following requirements.

1. It is one of the following types of property.

a. Tangible property depreciated under MACRS with
a recovery period of 20 years or less.

b. Water utility property.

c. Computer software that is readily available for pur
chase by the general public, is subject to a nonex
clusive license, and has not been substantially
modified, (The cost of some computer software is
treated as part of the cost of hardware and is de
preciated under MACRS.)

d. Qualified leasehold improvement property (de
fined under Qualified leasehold improvement
propertv earlier).

2. You must have acquired the property after December
31, 2007, with no binding written contract for the ac
quisition in effect before January 1, 2008.

3. The property must be placed in service for use in your
trade or business or for the production of income be
fore January 1, 2014 (before January 1, 2015, for cer
tain property with a long production period and certain
aircraft (defined next)).

4. The original use of the property must begin with you
after December31, 2007.

5. It is not excepted property (explained later in Excep
ted ProperM.

Long Production Period Property

To be qualified property, long production period property
must meet the following requirements.
• It must meet the requirements in (2)-(5), above.

• The property has a recovery period of at least 10
years or is transportation property. Transportation
property is tangible personal property used in the
trade or business of transporting persons or property.

• The property is subject to section 263A of the Internal
Revenue Code.

• The property has an estimated production period ex
ceeding 1 year and an estimated production cost ex
ceeding $1,000,000.
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Noncommercial Aircraft

To be qualified property, noncommercial aircraft must
meet the following requirements.

• it must meet the requirements in (2)-(5), above.

• The aircraft must not be tangible personal property
used in the trade or business of transporting persons
or property (except for agricultural or firefighting pur
poses).

• The aircraft must be purchased (as discussed under
PropertvAcguiredby Purchase in chapter2) by a pur
chaser who at the time of the contract for purchase,
makes a nonrefundable deposit of the lesser of 10%
of the cost or $100,000.

• The aircraft must have an estimated production period
exceeding four months and a cost exceeding
$200,000.

Special Rules

Sale-leaseback. If you sold qualified property you placed
in service after December 31, 2007, and leased it back
within 3 months after you originally placed in service, the
property is treated as originally placed in service no earlier
than the date it is used by you under the leaseback.

The property will not qualify for the special depreciation
allowance if the lessee or a related person to the lessee or
lessor had a written binding contract in effect for the ac
quisition of the property before January 1, 2008.

Syndicated leasIng transactions. If qualified property
is originally placed in service by a lessor after December
31, 2007, the property is sold within 3 months of the date it
was placed in service, and the user of the property does
not change, then the property is treated as originally
placed in service by the taxpayer no earlier than the date
of the last sale.

Multiple units of property subject to the same lease will
be treated as originally placed in service no earlier than
the date of the last sale if the property is sold within 3
months after the final unit is placed in service and the pe
riod between the time the first and last units are placed in
service does not exceed 12 months.

Excepted Property

Qualified property does not include any of the following.
• Property placed in service and disposed of in the

same tax year.

• Property converted from business use to personal use
in the same tax year acquired. Property converted
from personal use to business use in the same or later
tax year may be qualified property.

• Property required to be depreciated under the Alterna
tive Depreciation System (ADS). This includes listed
property used 50% or less in a qualified business use.
For other property required to be depreciated using
ADS, see Required use of ADS under Which Depreci
ation System (GDS orADS) Applies, in chapter 4.

• Qualified restaurant property (as defined in section
168(e)(7) of the Internal Revenue Code).

• Qualified retail improvement property (as defined in
section 168(e)(8) of the internal Revenue Code).

• Property for which you elected not to claim any special
depreciation allowance (discussed later).

• Property for which you elected to accelerate certain
credits in lieu of the special depreciation allowance
(discussed next).

Election to Accelerate Certain
Credits in Lieu of the Special
Depreciation Allowance
An election made by a corporation to claim pre-2006 un
used minimum tax credits in lieu of claiming the special
depreciation allowance for either its first tax year ending
after March 31, 2008, or its first tax year ending after De
cember 31, 2008, continues to apply to round 2 extension
property (as defined in section 1 68(k)(4)(l)(iv)), unless the
corporation makes an election not to apply the section
168(k)(4) election to round 2 extension property. if a cor
poration did not make a section 168fk)(4) election for ei
ther its first tax year ending after March 31, 2008, or its
first tax year ending after December 31, 2008, the corpo
ration may elect for its first tax year ending after Decem
ber 31, 2010, to claim pre-2006 unused minimum tax
credits in lieu of claiming the special depreciation allow
ance for only round 2 extension property.

For fiscal year taxpayers with a tax year ending after
December 31, 2012, an election made by a corporation to
claim pre-2006 unused minimum tax credits in lieu of
claiming the special depreciation allowance for either its
first tax year ending after March 31, 2008, its first tax year
ending after December 31, 2008, or its first tax year end
ing after December 31, 2010, continues to apply to round
3 extension property (as defined in section 168(k)(4)(J)
(iv)), unless the corporation makes an election not to ap
ply the section 168fk)(4) election to round 3 extension
property. If a corporation did not make a section 1 68(k)(4)
election for either its first tax year ending after March 31,
2008, its first tax year ending after December 31, 2008, or
its first tax year ending after December 31, 2010, the cor
poration may elect for its first tax year ending after De
cember 31, 2012, to claim pre-2006 unused minimum tax
credits in lieu of claiming the special depreciation allow
ance for only round 3 extension property.

If you make an election to accelerate these credits in
lieu of claiming the special depreciation allowance for eli
gible property, you must not take the 50% or 100% special
depreciation allowance for the property and must depreci
ate the basis in the property under MACRS using the
straight line method. See Which Depreciation MethodAp
piiin chapter4.

Once made, the election cannot be revoked without
IRS consent.

Additional guidance. For additional guidance on the
election to accelerate the research or minimum tax credit
in lieu of claiming the special depreciation allowance, see
Rev. Proc. 2008-65 on page 1082 of Internal Revenue
Bulletin 2008-44, available at www.irs.qov/pubfirs-ithsl
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irbO8-44.pdt Rev. Proc. 2009-16 on page 449 of Internal
Revenue Bulletin 2009-06, available at www.fts.gov/pub/
irs-ithsJithO9-O6.pdI and Rev. Proc. 2009-33 on page 150
of Internal Revenue Bulletin 2009-29, available at
www.irs.gov/pubAis-irbsAthO9-29.pdf. Also, see Form
3600, General Business Credit; Form 8827, Credit for
Prior Year Minimum Tax — Corporations; and related in
structions.

Additional guidance regarding the election to acceler
ate the minimum tax credit in lieu of claiming the special
depreciation allowance for round 2 extension property and
round 3 extension property may also be available in later
Internal Revenue Bulletins available at wwvirs.govnth.

How Much Can You Deduct?
Terms you may need to know
(see Glossary):

Adjusted basis

Basis

Placed in service

Figure the special depreciation allowance by multiplying
the depreciable basis of the qualified property by 50% (or
100% if applicable). For certain qualified property placed
in service after September 8, 2010, multiply the deprecia
ble basis by 100%. For qualified reuse and recycling prop
erty, qualified cellulosic biofuel plant property, qualified
disaster assistance property, and certain qualified prop
erty acquired after December 31, 2007, multiply the de
preciable basis by 50%.

For qualified property other than listed property, enter
the special allowance on line 14 in Part II of Form 4562.
For qualified property that is listed property, enter the spe
cial allowance on line 25 in Part V of Form 4562.

Depreciable basis. This is the propertys cost or other
basis multiplied by the percentage of business/investment
use, reduced by the total amount of any credits and de
ductions allocable to the property.

The following are examples of some credits and deduc
tions that reduce depreciable basis.

• My section 179 deduction.

• Any deduction for removal of barriers to the disabled
and the elderly.

• Any disabled access credit, enhanced oil recovery
credit, and credit for employer-provided childcare fa
cilities and services.

• Basis adjustment to investment credit property under
section 50(c) of the Internal Revenue Code.

For additional credits and deductions that affect basis,
see section 1016 of the Internal Revenue Code.

For information about how to determine the cost or
other basis of properly, see What Is the Basis of Your

Depreciable Property in chapter 1. For a discussion of
businesslinvestment use, see Partial business or invest
ment use under Prooerty Used in Your Business or In
come-Producing Activity in chapter 7.

Depreciating the remaining cost. After you figure your
special depreciation allowance for your qualified property,
you can use the remaining cost to figure your regular
MACRS depreciation deduction (discussed in chapter 4.
Therefore, you must reduce the depreciable basis of the
property by the special depreciation allowance before fig
uring your regular MACRS depreciation deduction.

Example. On November 1, 2012, Tom Brown bought
and placed in service in his business qualified property
that cost $450,000. He did not elect to claim a section 179
deduction. He deducts 50% of the cost ($225,000) as a
special depreciation allowance for 2012. He uses the re
maining $225,000 of cost to figure his regular MACIRS de
preciation deduction for 2012 and later years.

Like-kind exchanges and involuntary conversions If
you acquire qualified property in a like-kind exchange or
involuntary conversion, the carryover basis of the ac
quired property is eligible for a special depreciation allow
ance. After you figure your special allowance, you can use
the remaining carryover basis to figure your regular
MACIRS depreciation deduction. In the year you claim the
allowance (the year you place in service the property re
ceived in the exchange or dispose of involuntarily conver
ted property), you must reduce the carryover basis of the
property by the allowance before figuring your regular
MACIRS depreciation deduction. See Figuring the Deduc
tion for Property Acquired in a Nontaxable Exchange, in
chapter 4 under How Is the Depreciation Deduction Fig
y,pci. The excess basis (the part of the acquired properts
basis that exceeds its carryover basis) is also eligible for a
special depreciation allowance.

You can elect, for any class of property, not to deduct any
special allowances for all property in such class placed in
service during the tax year.

To make an election, attach a statement to your return
indicating what election you are making and the class of
property for which you are making the election.

When to make election. Generally, you must make the
election on a timely filed tax return (including extensions)
for the year in which you place the property in service.

However, if you timely filed your return for the year with
out making the election, you can still make the election by
filing an amended return within 6 months of the due date
of the original return (not including extensions). Attach the
election statement to the amended return. On the amen
ded return, write “Filed pursuant to section 301.9100-2.”

Revoking an election. Once you elect not to deduct a
special depreciation allowance for a class of property, you
cannot revoke the election without IRS consent. A request
to revoke the election is a request for a letter ruling.
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If you elect not to have any special allowance ap
ply, the properly may be subject to an alternative
minimum tax adjustment for depreciation. 4

When Must You Recapture an Figuring Depreciation
Allowance? Under MACRS
When you dispose of property for which you claimed a
special depreciation allowance, any gain on the disposi
tion is generally recaptured (included in income) as ordi
nary income up to the amount of the special depreciation
allowance previously allowed or allowable. See When Do
You Recapture MACRS Depreciation in chapter 4 or more
information.

Recapture of allowance deducted for qualified GO
Zone property. If, in any year after the year you claim the
special depreciation allowance for qualified GO Zone
property (including specified GO Zone extension prop
erty), the property ceases to be used in the GO Zone, you
may have to recapture as ordinary income the excess
benefit you received from claiming the special deprecia
tion allowance. For additional guidance, see Notice
2008-25 on page 484 of Internal Revenue Bulletin 2008-9.

Qualified cellulosic biomass ethanol plant property
and qualified cellulosic blofuei plant property. If, in
any year after the year you claim the special depreciation
allowance for any qualified ceilulosic biomass ethanol
plant property or qualified biofuel plant property, the prop
erty ceases to be qualified cellulosic biomass ethanol
plant property or qualified biofuel plant property, you may
have to recapture as ordinary income the excess benefit
you received from claiming the special depreciation allow
ance.

Recapture of allowance for qualitied Recovery Assis
tance property. If, in any year after the year you claim
the special depreciation allowance for qualified Recovery
Assistance property, the property ceases to be used in the
Kansas disaster area, you may have to recapture as ordi
nary income the excess benefit you received from claim
ing the special depreciation allowance. For additional
guidance, see Notice 2008-67 on page 307 of Internal
Revenue Bulletin 2008-32.

Recapture of allowance for qualified disaster assis
tance property. If, in any year after the year you claim
the special depreciation allowance for qualified disaster
assistance property, the property ceases to be used in the
applicable disaster area, you may have to recapture as or
dinary income the excess benefit you received from claim
ing the special depreciation allowance.

For additional guidance, see Notice 2008-67 on
page 307 of internal Revenue Bulletin 2008-32.

Introduction
The Modified Accelerated Cost Recovery System
(MACRS) is used to recover the basis of most business
and investment property placed in service after 1986.
MACRS consists of two depreciation systems, the Gen
eral Depreciation System (GDS) and the Alternative De
preciation System (ADS). Generally, these systems pro
vide different methods and recovery periods to use in
figuring depreciation deductions.

To be sure you can use MACRS to figure depreci
ation for your property see What Method Can
You Use To Depreciate Your Property in cip

ter 1.

This chapter explains how to determine which MACRS
depreciation system applies to your property. It also dis
cusses other information you need to know before you
can figure depreciation under MACRS. This information
includes the property’s recovery class, placed in service
date, and basis, as well as the applicable recovery period,
convention, and depreciation method, It explains how to
use this information to figure your depreciation deduction
and how to use a general asset account to depreciate a
group of properties. Finally, it explains when and how to
recapture MACRS depreciation.

Useful Items
You may want to see:

Publication

225 Farmer’s Tax Guide

463 Travel, Entertainment, Gift, and Car
Expenses

544 Sales and Other Dispositions of Assets

551 Basis of Assets

587 Business Use of Your Home (Including Use by
Daycare Providers)

Form (and Instructions)

2106 Employee Business Expenses

2106-EZ Unreimbursed Employee Business
Expenses

4562 Depreciation and Amortization

See chapter 6 for information about getting publications
and forms.
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Which Depreciation System
fGDS or ADS) Applies?

Terms you may need to know
(see Glossary):

Listed property

Nonresidential teal property

Placed in service

Property class

Recovery period

Residential rental property

Tangible property

Tax exempt

Your use of either the General Depreciation System
(GDS) or the Alternative Depreciation System (ADS) to
depreciate property under MACRS determines what de
preciation method and recovery period you use. You gen
erally must use GDS unless you are specifically required
by law to use ADS or you elect to use ADS.

If you placed your property in service in 2012, complete
Part Ill of Form 4562 to report depreciation using MACRS.
Complete section B of Part Ill to report depreciation using
GDS, and complete section C of Part Ill to report depreci
ation using ADS. If you placed your property in service be
fore 2012 and are required to tile Form 4562, report de
preciation using either GDS or ADS on line 17 in Part Ill.

Required use of ADS. You must use ADS for the follow
ing property.

• Listed property used 50% or less in a qualified busi
ness use. See chapter 5 for information on listed prop
erty.

• Any tangible property used predominantly outside the
United States during the year.

• Any tax-exempt use property.

• Any tax-exempt bond-financed property.

• All property used predominantly in a farming business
and placed in service in any tax year during which an
election not to apply the uniform capitalization rules to
certain farming costs is in effect.

• Any property imported from a foreign country for
which an Executive Order is in effect because the
country maintains trade restrictions or engages in
other discriminatory acts.

If you are required to use ADS to depreciate your
property you cannot claim any special deprecia

• tion allowance (discussed in chapter 3) for the
property.

Electing ADS. Although your property may quality for
GDS, you can elect to use ADS. The election generally
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must cover all property in the same property class that you
placed in service during the year. However, the election
for residential rental property and nonresidential real prop
erty can be made on a property-by-property basis. Once
you make this election, you can never revoke it.

You make the election by completing line 20 in Part Ill
of Form 4562.

Which Property Class Applies
Under GDS?

Terms you may need to know
(see Glossary):

Class life

Nonresidential real property

Placed in service

Property class

Recovery period

Residential rental property

Section 1245 property

Section 1250 property

The following is a list of the nine property classifications
under GDS and examples of the types of property inclu
ded in each class. These property classes are also listed
under column (a) in section B, Part Ill, of Form 4562. For
detailed information on property classes, see Appendix B,
Table of Class Lives and Recovery Periods, in this publi
cation.

1. 3-year property.
a. Tractor units for over-the-road use.

b. Any race horse over 2 years old when placed in
service. (All race horses placed in service after
December31, 2008, and before January 1,2014,
are deemed to be 3-year property, regardless of
age.)

c. Any other horse (other than a race horse) over 12
years old when placed in service.

d. Qualified rent-to-own property (defined later).
2. 5-year property.

a. Automobiles, taxis, buses, and trucks.

b. Computers and peripheral equipment.

c. Office machinery (such as typewriters, calculators,
and copiers).

d. Any property used in research and experimenta
tion.

e. Breeding cattle and dairy cattle.

f. Appliances, carpets, furniture, etc., used in a resi
dential rental real estate activity.
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g. Certain geothermal, solar, and wind energy prop
erty.

3. 7-year property.

a. Office furniture and fixtures (such as desks, files,
and safes).

b. Agricultural machinery and equipment.

c. Any property that does not have a class life and
has not been designated by law as being in any
other class.

d. Certain motorsports entertainment complex prop
erty (defined later).

e. Any natural gas gathering line placed in service af
ter April 17,2005. See Natural gas gathering line
and electric transmission propei’, later.

4. 10-year property.
a. Vessels, barges, tugs, and similar water transpor

tation equipment.

b. Any single purpose agricultural or horticultural
structure.

c. Any tree or vine bearing fruits or nuts.

d. Qualified small electric meter and qualified smart
electric grid system (defined later) placed in serv
ice on or after October 3, 2008.

5. 15-year property.

a. Certain improvements made directly to land or
added to it (such as shrubbery, fences, roads,
sidewalks, and bridges).

b. Any retail motor fuels outlet (defined later), such
as a convenience store.

c. Any municipal wastewater treatment plant.

d. Any qualified leasehold improvement property
(defined later).

e. Any qualified restaurant property (defined later).
f. Initial clearing and grading land improvements for

gas utility property.

g. Electric transmission property (that is section 7245
property) used in the transmission at 69 or more
kilovolts of electricity placed in service after April
71,2005. See Natural gas gathering line and elec
tric transmission property, later.

h. Any natural gas distribution line placed in service
after April 11, 2005 and before January 1, 2011.

i. Any qualified retail improvement property.

6. 20-year property.

a. Farm buildings (other than single purpose agricul
tural or horticultural structures).

b. Municipal sewers not classified as 25-year prop
erty.

c. Initial clearing and grading land improvements for
electric utility transmission and distribution plants.

7. 25-year property. This class is water utility property,
which is either of the following.

a. Property that is an integral part of the gathering,
treatment, or commercial distribution of water, and
that, without regard to this provision, would be
20-year property.

b. Municipal sewers other than property placed in
service under a binding contract in effect at all
times since June 9, 1996.

8. Residential rental property. This is any building or
structure, such as a rental home (including a mobile
home), if 80% or more of its gross rental income for
the tax year is from dwelling units. A dwelling unit is a
house or apartment used to provide living accommo
dations in a building or structure. It does not include a
unit in a hotel, motel, or other establishment where
more than half the units are used on a transient basis.
If you occupy any part of the building or structure for
personal use, its gross rental income includes the fair
rental value of the part you occupy.

9. NonresIdential real property. This is section 1250
property, such as an office building, store, or ware
house, that is neither residential rental property nor
property with a class life of less than 27.5 years.

Qualified rent-to-own property. Qualified rent-to-own
property is property held by a rent-to-own dealer for pur
poses of being subject to a rent-to-own contract. It is tan
gible personal property generally used in the home for
personal use. It includes computers and peripheral equip
ment, televisions, videocassette recorders, stereos, cam
corders, appliances, furniture, washing machines and dry
ers, refrigerators, and other similar consumer durable
property. Consumer durable property does not include
real property, aircraft, boats, motor vehicles, or trailers.

If some of the property you rent to others under a
rent-to-own agreement is of a type that may be used by
the renters for either personal or business purposes, you
still can treat this property as qualified property as long as
it does not represent a significant portion of your leasing
property. However, if this dual-use property does repre
sent a significant portion of your leasing property, you
must prove that this property is qualified rent-to-own prop
erty.

Rent-to-own dealer. You are a rent-to-own dealer if
you meet all the following requirements.

• You regularly enter into rent-to-own contracts (defined
below) in the ordinary course of your business for the
use of consumer property.

• A substantial portion of these contracts end with the
customer returning the property before making all the
payments required to transfer ownership.

• The property is tangible personal property of a type
generally used within the home for personal use.

Rent-to-own contract. This is any lease for the use of
consumer property between a rent-to-own dealer and a
customer who is an indMdual which—

• Is titled “Rent-to-Own Agreement,”Lease Agreement
with Ownership Option,” or other similar language.

• Provides a beginning date and a maximum period of
time, not to exceed 156 weeks or 36 months from the
beginning date, for which the contract can be in effect
(including renewals or options to extend).
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• Provides for regular periodic (weekly or monthly) pay
ments that can be either level or decreasing. If the
payments are decreasing, no payment can be less
than 40% of the largest payment.

• Provides for total payments that generally exceed the
normal retail price of the property plus interest.

• Provides for total payments that do not exceed
$10,000 for each item of property.

• Provides that the customer has no legal obligation to
make all payments outlined in the contract and that, at
the end of each weekly or monthly payment period,
the customer can either continue to use the property
by making the next payment or return the property in
good working order with no further obligations and no
entitlement to a return of any prior payments.

• Provides that legal title to the property remains with
the rent-to-own dealer until the customer makes either
all the required payments or the early purchase pay
ments required under the contract to acquire legal ti
tle.

• Provides that the customer has no tight to sell, sub
lease, mortgage, pawn, pledge, or otherwise dispose
of the property until all contract payments have been
made.

Motorsports entertainment complex. This is a racing
track facility permanently situated on land that hosts one
or more racing events for automobiles, trucks, or motorcy
cles during the 36-month period after the first day of the
month in which the facility is placed in service. The events
must be open to the public for the price of admission.

Qualified smart electric grid system. A qualified smart
electric grid system means any smart grid property used
as part of a system for electric distribution grid communi
cations, monitoring, and management placed in service
after October 3, 2008, by a taxpayer who is a supplier of
electrical energy or a provider of electrical energy serv
ices. Smart grid property includes electronics and related
equipment that is capable of:
• Sensing, collecting, and monitoring data of or from all

portions of a utility’s electric distribution grid,
• Providing real-time, two-way communications to moni

tor or to manage the grid, and
• Providing real-time analysis of an event prediction

based on collected data that can be used to provide
electric distribution system reliability, quality, and per
formance.

Retail motor fuels outlet. Real property is a retail motor
fuels outlet if it is used to a substantial extent in the retail
marketing of petroleum or petroleum products (whether or
not it is also used to sell food or other convenience items)
and meets any one of the following three tests.

• It is not larger than 7,400 square feet.

• 50% or more of the gross revenues generated from
the property are derived from petroleum sales.

• 50% or more of the floor space in the property is devo
ted to petroleum marketing sales.

A retail motor fuels outlet does not include any facility rela
ted to petroleum and natural gas trunk pipelines.

Qualified leasehold improvement property. Gener
ally, this is any improvement to an interior part of a build
ing that is nonresidential teal property, provided all of the
requirements discussed in chapter 3 under Qualified
leasehold improvement properly are met.

In addition, an improvement made by the lessor does
not qualify as qualified leasehold improvement property to
any subsequent owner unless it is acquired from the origi
nal lessor by reason of the lessors death or in any of the
following types of transactions.

1. A transaction to which section 381(a) applies,
2. A mere change in the form of conducting the trade or

business so long as the property is retained in the
trade or business as qualified leasehold improvement
property and the taxpayer retains a substantial inter
est in the trade or business,

3. A like-kind exchange, involuntary conversion, or reac
quisition of real property to the extent that the basis in
the property represents the carryover basis, or

4. Certain nonrecognition transactions to the extent that
your basis in the property is determined by reference
to the transferors or distributors basis in the property.
Examples include the following.

a. A complete liquidation of a subsidiary.
b. A transfer to a corporation controlled by the trans

feror.

c. An exchange of property by a corporation solely
for stock or securities in another corporation in a
reorganization.

Qualified restaurant property. Qualified restaurant
property is any section 1250 property that is a building
placed in service after December 37, 2008. Also, more
than 50% of the building’s square footage must be devo
ted to preparation of meals and seating for on-premises
consumption of prepared meals.

Qualified smart electric meter. A qualified smart elec
tric meter is any time-based meter and related communi
cation equipment which is placed in service by a supplier
of electric energy or a provider of electric energy services
and which is capable of being used by you as part of a
system that:

• Measures and records electricity usage data on a
time-differentiated basis in at least 24 separate time
segments per day;

• Provides for the exchange of information between the
supplier or provider and the customers smart electric
meter in support of time-based rates or other forms of
demand response;

• Provides data to the supplier or provider so that the
supplier or provider can provide energy usage infor
mation to customers electronically, and

• Provides all commercial and residential customers of
such supplier or provider with net metering. Net me
tering means allowing a customer a credit, if any, as
complies with applicable federal and state laws and
regulations for providing electricity to the supplier or
provider.
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Natural gas gathering line and electric transmission
property. Any natural gas gathering line placed in serv
ice after April 11, 2005, is treated as 7-year property, and
electric transmission property (that is section 7245 prop
erty) used in the transmission at 69 or more kilovolts of
electricity and any natural gas distribution line placed in
service after April 11, 2005, are treated as 75-year prop
erty, if the following requirements are met.

• The original use of the property must have begun with
you after April 11, 2005. Original use means the first
use to which the property is put, whether or not by
you. Therefore, property used by any person before
April 72, 2005, is not original use. Original use in
cludes additional capital expenditures you incurred to
recondition or rebuild your property. However, original
use does not include the cost of reconditioned or re
built property you acquired. Property containing used
parts will not be treated as reconditioned or rebuilt if
the cost of the used parts is not more than 20% of the
total cost of the property.

• The property must not be placed in service under a
binding contract in effect before April 12,2005.

• The property must not be self-constructed property
(property you manufacture, construct, or produce for
your own use), if you began the manufacture, con
struction, or production of the property before April 72,
2005. Property that is manufactured, constructed, or
produced for your use by another person under a writ
ten binding contract entered into by you or a related
party before the manufacture, construction, or produc
tion of the property is considered to be manufactured,
constructed, or produced by you.

What Is the Placed in Service
Date?

Terms you may need to know
(see Glossary):

Placed in service

You begin to claim depreciation when your property is
placed in service for either use in a trade or business or
the production of income. The placed in service date for
your property is the date the property is ready and availa
ble for a specific use. It is therefore not necessarily the
date it is first used, If you converted property held for per
sonal use to use in a trade or business or for the produc
tion of income, treat the property as being placed in serv
ice on the conversion date. See Placed in Service under
When Does Depreciation Begin and End in chapter 1 for
examples illustrating when property is placed in service.

What Is the Basis for
Depreciation?

Terms you may need to know
(see Glossary):

Basis

The basis for depreciation of MACRS property is the prop
erty’s cost or other basis multiplied by the percentage of
business/investment use. For a discussion of business!
investment use, see Partial business or investment use
under Property Used in Your Business or Income-Produc
ing Activity in chapter 1. Reduce that amount by any cred
its and deductions allocable to the property. The following
are examples of some credits and deductions that reduce
basis.

• Any deduction for section 179 property.

• Any deduction under section 1 79B of the Internal Rev
enue Code for capital costs to comply with Environ
mental Protection Agency sulfur regulations.

• Any deduction under section 1 79C of the Internal Rev
enue Code for certain qualified refinery property
placed in service after August 8, 2005.

• Any deduction under section 1 79D of the Internal Rev
enue Code for certain energy efficient commercial
building property placed in service after December31,
2005.

• Any deduction under section 1 79E of the Internal Rev
enue Code for qualified advanced mine safety equip
ment property placed in service after December 20,
2006.

• Any deduction for removal of barriers to the disabled
and the elderly.

• Any disabled access credit, enhanced oil recovery
credit, and credit for employer-provided childcare fa
cilities and services.

• Any special depreciation allowance.

• Basis adjustment for investment credit property under
section 50(c) of the Internal Revenue Code.

For additional credits and deductions that affect basis,
see section 1016 of the Internal Revenue Code.

Enter the basis for depreciation under column (c) in
Part lii of Form 4562. For information about how to deter
mine the cost or other basis of property, see What Is the
Basis of Your Depreciable Property in chapter 1.
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Which Recovery Period
Applies?

Terms you may need to know
(see Glossary):

Active conduct of a trade or business

Basis

Improvement

Listed property

Nonresidential real property

Placed in service

Property class

Recovery period

Residential rental property

Section 1245 property

The recovery period of property is the number of years
over which you recover its cost or other basis. it is deter
mined based on the depreciation system (GDS or ADS)
used.

Recovery Periods Under GDS
Under GDS, property that is not qualified Indian reserva
tion property is depreciated over one of the following re
covery periods.

Property Class Recovery Period

3-year property
5-year property
7-year property
JO-year property
15-year property
20-year property
25-year property
Residential rental property

Nonresidential real property
15 years for qualified rent-to-own property placed In servIce

before August 6, 1997.
239 years for property that isa retail motor fuels outlet placed

In service before August 20, 1996 (31.5 years if placed In
service before May 13, 1993), unless you elected to
depreciate It over 15 years.

20 years for property placed In service before June 13, 1996,
or under a bInding contract in effect before June 10, 1996.

31 .5 years for property placed In service before May13,
1993 (or before January 1, 1994, If the purchase or
constructIon of the property Is under a binding contract In
effect before May 13, 1993, or If constructIon began before
May13, 1993).

The GDS recovery periods for property not listed above
can be found in Apnendix B, Table of Class Lives and Re
covery Periods. Residential rental property and nonresi
dential real property are defined earlier under Which De
preciation System (GDS or ADS) Applies.

Enter the appropriate recovery period on Form 4562
under column (d) in section B of Part Ill, unless already
shown (for 25-year property, residential rental property,
and nonresidential real property).

Office in the home. if your home is a personal-use sin
gle family residence and you begin to use part of your
home as an office, depreciate that part of your home as
nonresidential real property over 39 years (31.5 years if
you began using it for business before May 13, 1993).
However, if your home is an apartment in an apartment
building that you own and the building is residential rental
property as defined earlier under Which Depreciation Sys
tem (GDS or ADS) Applies, depreciate the part used as
an office as residential rental property over 27.5 years.
See Publication 587 for a discussion of the tests you must
meet to claim expenses, including depreciation, for the
business use of your home.

Home changed to rental use. If you begin to rent a
home that was your personal home before 1987, you de
preciate it as residential rental property over 27.5 years.

Indian Reservation Property

The recovery periods for qualified property you placed in
service on an Indian reservation after 1993 are shorter
than those listed earlier. The following table shows these
shorter recovery periods.

Recovery
Property Class Period

Nonresidential real property is defined earlier under
Which Property Class Applies Under 00$.

Use this chart to find the correct percentage table to
use for qualified Indian reservation property.
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3 years 1

5 years
7 years

loyears
15 years 2

20 years
25 years

27.5
years

39 years

3-year property
5-year property
7-year property
1 0-year property
15-year property
20-year property
Nonresidential real property

2 years
3 years
4 years
6 years
9 years

l2years
22 years



IF your recovery period Is: THEN use the following table In
Appendbck

2 years A-21

3 years A-i A-2, A-3, A4, or A-5

4 years A-22

6 years A-23

eyears A-14,A-15, A-16,A-17,orA-18

12 years A-14, A-15, A-i6, A-17, orA-18

22 years A-24

Qualified property. Property eligible for the shorter re
covery periods are 3-, 5-, 7-, 10-, 15-, and 20-year prop
erty and nonresidential real property. You must use this
property predominantly in the active conduct of a trade or
business within an Indian reservation. The rental of real
property that is located on an Indian reservation is treated
as the active conduct of a trade or business within an In
dian reservation.

The following property is not qualified property.

1. Property used or located outside an Indian reserva
tion on a regular basis, other than qualified infrastruc
ture property.

2. Property acquired directly or indirectly from a related
person.

3. Property placed in service for purposes of conducting
or housing class I, II, or Ill gaming actMties. These ac
tivities are defined in section 4 of the Indian Regula
tory Act (25 U.S.C. 2703).

4. Any property you must depreciate under ADS. Deter
mine whether property is qualified without regard to
the election to use ADS and after applying the special
rules for listed property not used predominantly for
qualified business use (discussed in chapter 5).

Qualified infrastructure property. Item (1) above
does not apply to qualified infrastructure property located
outside the reservation that is used to connect with quali
fied infrastructure property within the reservation. Quali
fied infrastructure property is property that meets all the
following rules.

• It is qualified property, as defined earlier, except that it
is outside the reservation.

• It benefits the tribal infrastructure.

• It is available to the general public.

• It is placed in service in connection with the active
conduct of a trade or business within a reservation.

Infrastructure property includes, but is not limited to,
roads, power lines, water systems, railroad spurs, and
communications facilities.

Related person. For purposes of item (2) above, see
Related persons in the discussion on property owned or
used in 7986 under What Method Can You Use To Depre
ciate Your Properly in chapter 1 for a description of related
persons.

Indian reservation. The term Indian reservation means
a reservation as defined in section 3(d) of the Indian Fi

nancing Act of 1974 (25 U.S.C. 1 452(d)) or section 4(10)
of the Indian Child Welfare Act of 1978 (25 U.S.C.
1903(10)). Section 3(d) of the Indian Financing Act of
1974 defines reservation to include former Indian reserva
tions in Oklahoma. For a definition of the term “former In
dian reservations in Oklahoma,” see Notice 98-45 in Inter
nal Revenue Bulletin 1998-35.

Recovery Periods Under ADS
The recovery periods for most property generally are lon
ger under ADS than they are under GDS. The following ta
ble shows some of the ADS recovery periods.

Property

Rent-to-own property
Automobiles and light duty trucks
Computers and peripheral equipment
High technology telephone station

equipment installed on customer
premises

High technology medical equipment
Personal property with no class life
Natural gas gathering lines
Single purpose agricultural and

horticultural structures
Any tree or vine bearing fruit or nuts
Initial clearing and grading land

improvements for gas utility property
Initial clearing and grading land

improvements for electric utility
transmission and distribution plants

Electric transmission property used in the
transmission at 69 or more kilovolts of
electricity

Natural gas distribution lines
Any qualified leasehold improvement

property
Any qualified restaurant property
Nonresidential real property
Residential rental property
Section 1245 real property not listed in

Appendix B
Railroad grading and tunnel bore

The ADS recovery periods for property not listed above
can be found in the tables in Appendix B. Rent-to-own
property, qualified leasehold improvement property, quali
fied restaurant property, residential rental property, and
nonresidential real property are defined earlier under
Which Property Class Applies Under GDS.

Tax-exempt use property subject to a lease. The ADS
recovery period f or any property leased under a lease
agreement to a tax-exempt organization, governmental
unit, or foreign person or entity (other than a partnership)
cannot be less than 125% of the lease term.
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Recovery
Period

4 years
5 years
5 years

5 years
5 years

12 years
14 years

15 years
20 years

20 years

25 years

30 years
35 years

39 years
39 years
40 years
40 years

40 years
50 years
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Additions and Improvements
An addition or improvement you make to depreciable
property is treated as separate depreciable property. See
How Do You Treat Repairs and Improvements in £ti9p
tizi for a definition of improvements. Its property class
and recovery period are the same as those that would ap
ply to the original property if you had placed it in service at
the same time you placed the addition or improvement in
service. The recovery period begins on the later of the fol
lowing dates.

• The date you place the addition or improvement in
service.

• The date you place in service the property to which
you made the addition or improvement.

If the improvement you make is qualified lease-
hold improvement property or qualified restaurant
property (defined earlier under Which Property

Class Applies Under ODS), the ODS recovery period is 15
years (39 years underADS).

Example. You own a rental home that you have been
renting out since 1981. If you put an addition on the home
and place the addition in service this year, you would use
MACRS to figure your depreciation deduction for the addi
tion. Under GDS, the property class for the addition is res
idential rental property and its recovery period is 27.5
years because the home to which the addition is made
would be residential rental property if you had placed it in
service this year.

Which Convention Applies?

Terms you may need to know
(see Glossary):

Basis

Convention

Disposition

Your use of the mid-month convention is indicated by
the MM” already shown under column (e) in Part Ill of
Form 4562.

The mid-quarter convention. Use this convention if the
mid-month convention does not apply and the total depre
ciable bases of MACRS property you placed in service
during the last 3 months of the tax year (excluding nonres
idential real property, residential rental property, any rail
road grading or tunnel bore, property placed in service
and disposed of in the same year, and property that is be
ing depreciated under a method other than MACRS) are
more than 40% of the total depreciable bases of all
MACRS property you placed in service during the entire
year.

Under this convention, you treat all property placed in
service or disposed of during any quarter of the tax year
as placed in service or disposed of at the midpoint of that
quarter. This means that Viz months of depreciation is al
lowed for the quarter the property is placed in service or
disposed of.

if you use this convention, enter ‘MQ” under column fe)
in Part ill of Form 4562.

For purposes of determining whether the
mid-quarter convention applies, the depreciable
basis of property you placed in seMce during the

tax year reflects the reduction in basis for amounts ex
pensed under section 179 and the part of the basis of
property attributable to personal use. However, it does not
reflect any reduction in basis for any special depreciation
allowance.

The half-year convention. Use this convention if neither
the mid-quarter convention nor the mid-month convention
applies.

Under this convention, you treat all property placed in
service or disposed of during a tax year as placed in serv
ice or disposed of at the midpoint of the year. This means
that a one-half year of depreciation is allowed for the year
the property is placed in service or disposed of.

if you use this convention, enter “HY” under column (e)
in Part ill of Form 4562.

Nonresidential real property

Placed in service

Recovery period

Residential rental property

Under MACRS, averaging conventions establish when the
recovery period begins and ends. The convention you use
determines the number of months for which you can claim
depreciation in the year you place property in service and
in the year you dispose of the property.

The mid-month convention. Use this convention for
nonresidential real property, residential rental property,
and any railroad grading or tunnel bore.

Under this convention, you treat all property placed in
service or disposed of during a month as placed in service
or disposed of at the midpoint of the month. This means
that a one-half month of depreciation is allowed for the
month the property is placed in service or disposed of.

Which Depreciation Method
Applies?

Terms you may need to know
(see Glossary):

Declining balance method

Listed property

Nonresidential real property

Placed in service

Property class

Recovery period

Residential rental property

Straight line method

Tax exempt
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MACRS provides three depreciation methods under GDS
and one depreciation method under ADS.
• The 200% declining balance method over a GDS re

covery period.

• The 150% declining balance method over a GDS re
covery period.

• The straight line method over a GDS recovery period.

• The straight line method over an ADS recovery period.

For property placed in service before 1999, you
could have elected the 750% declining balance
method using the ADS recovenj periods for cer

tain property classes. If you made this election, continue
to use the same method and recovery period for that prop
erty.

Table 4—1 lists the types of property you can depreciate
under each method. It also gives a brief explanation of the
method, including any benefits that may apply.

Depreciation Methods for Farm
Property
if you place personal property in service in a farming busi
ness after 1988, you generally must depreciate it under
GDS using the 150% declining balance method unless
you are a farmer who must depreciate the property under
ADS using the straight line method or you elect to depreci
ate the property under GDS or ADS using the straight line
method. You can depreciate real property using the
straight line method under either GDS or ADS.

Fruit or nut trees and vines. Depreciate trees and vines
bearing fruit or nuts under GDS using the straight line
method over a recovery period of 10 years.

If you elect to use a different method for one item
in a property class, you must apply the same
method to all property in that class placed in serv

ice during the year of the election. However, you can
make the election on a property-by-property basis for non
residential real and residential rental property

1 50% electIon. Instead of using the 200% declining bal
ance method over the GDS recovery period for nonfarm
property in the 3-, 5-, 7-, and 10-year property classes,
you can elect to use the 150% declining balance method.
Make the election by entering 150 DB” under column (f)
in Part Ill of Form 4562.

Straight line election. Instead of using either the 200%
or 150% declining balance methods over the GDS recov
ery period, you can elect to use the straight line method
over the GDS recovery period. Make the election by en
tering
S/L” under column (f) in Part Ill of Form 4562.

Election of ADS. As explained earlier under Which De
preciation System (ODS 0rADS) Applies, you can elect to
use ADS even though your property may come under
GDS. ADS uses the straight line method of depreciation
over fixed ADS recovery periods. Most ADS recovery pe
riods are listed in Appendix B, or see the table under
coveryPenods UnderADS, earlier.

Make the election by completing line 20 in Part III of
Form 4562.

Farm property. Instead of using the 150% declining bal
ance method over a GDS recovery period for property you
use in a farming business (other than real property), you
can elect to depreciate it using either of the following
methods.

• The straight line method over a GDS recovery period.

• The straight line method over an ADS recovery period.

ADS required tot some farmers. If you elect not to ap
ply the uniform capitalization rules to any plant produced
in your farming business, you must use ADS. You must
use ADS for all property you place in service in any year
the election is in effect. See the regulations under section
263A of the Internal Revenue Code for information on the
uniform capitalization rules that apply to farm property.

Electing a Different Method
As shown in Table 4—1, you can elect a different method
for depreciation for certain types of property. You must
make the election by the due date of the return (including
extensions) for the year you placed the property in serv
ice. However, if you timely filed your return for the year
without making the election, you still can make the elec
tion by filing an amended return within 6 months of the
due date of the return (excluding extensions). Attach the
election to the amended return and write Filed pursuant
to section 301 .91 00-2” on the election statement. File the
amended return at the same address you filed the original
return. Once you make the election, you cannot change it.

How Is the Depreciation
Deduction Figured?

Terms you may need to know
(see Glossary):

Adjusted basis

Amortization

Basis

Businesslinvestment use

Convention

Declining balance method

Disposition

Exchange

Nonresidential real property

Placed in service

Property class
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Recovery period Using the MACRS Percentage Tables
Straight line method

Unadjusted Basis

To figure your depreciation deduction under MACRS, you
first determine the depreciation system, property class,
placed in service date, basis amount, recovery period,
convention, and depreciation method that applies to your
property. Then, you are ready to figure your depreciation
deduction. You can figure it using a percentage table pro
vided by the IRS, or you can figure it yourself without us
ing the table.

Table 4-f. Depreciation Methods

To help you figure your deduction under MACRS, the IRS
has established percentage tables that incorporate the
applicable convention and depreciation method. These
percentage tables are in Appendix A near the end of this
publication.

Which table to use. Appendix A contains the MACRS
Percentage Table Guide, which is designed to help you
locate the correct percentage table to use for depreciating
your property. The percentage tables immediately follow
the guide.

Note. The declining balance method is abbreviated as DB and the straight line method Is abbreviated as SL

Method Type of Property Benefit
GDS using 200% • Nonfarm 3-, 5-, 7-, and 1 0-year property • Provides a greater deduction during the
DB earlier recovery years

• Changes to SL when that method provides
an equal or greater deduction

GDS using 150% • All farm property (except real property) • Provides a greater deduction during the
DB • All 15- and 20-year property (except qualified earlier recovery years

leasehold improvement property and qualified • Changes to SL when that method provides
restaurant property placed in service before an equal or greater deduction1
January 1, 2014)
• Nonfarm 3-, 5-, 7-, and 1 0-year property

GDS using SL • Nonresidential real property • Provides for equal yearly deductions
• Qualified leasehold improvement property (except for the first and last years)
placed in service before January 1, 2014
• Qualified restaurant property placed in service
before January 1, 2014
• Residential rental property
• Trees or vines bearing fruit or nuts
• Water utility property
• All 3-, 5-, 7-, 1 0-, 1 5-, and 20-year property2
• Property for which you elected section 168(k)
(4)

ADS using SL • listed property used 50% or less for business • Provides for equal yearly deductions
• Property used predominantly outside the U.S.
• Qualified leasehold improvement property
placed in service before January 1, 2014
• Qualified restaurant property placed in service
before January 1, 2014
• Tax-exempt property
• Tax-exempt bond-financed property
• Farm property used when an election not to
apply the uniform capitalization rules is in effect
a Imported property3
• Any property for which you elect to use this
method2

1The MACRS percentage tables In Appendix A have the switch to the straight line method built Into their rates
2See section 1 68(g)(7) of the internal Revenue Code.
3See section 168fg)(6) of the internal Revenue Code
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Rules Covering the Use of the Tables

The following rules cover the use of the percentage ta
bles.

1. You must apply the rates in the percentage tables to
your property’s unadjusted basis.

2. You cannot use the percentage tables for a short tax
year. See Figuring the Deduction fora Short Tax
Y]ater, for information on the short tax year rules.

3. Once you start using the percentage tables for any
item of property, you generally must continue to use
them for the entire recovery period of the property.

4. You must stop using the tables if you adjust the basis
of the property for any reason other than—
a. Depreciation allowed or allowable, or
b. An addition or improvement to that property that is

depreciated as a separate item of property.
Basis adjustments other than those made due to the items
listed in (4) include an increase in basis for the recapture
of a clean-fuel deduction or credit and a reduction in basis
for a casualty loss.

Basis adjustment due to recapture of clean-fuel vehi
cle deduction or credit. If you increase the basis of your
property because of the recapture of part or all of a deduc
tion for clean-fuel vehicles or the credit for clean-fuel vehi
cle refueling property placed in service before January 1,
2006, you cannot continue to use the percentage tables.
For the year of the adjustment and the remaining recovery
period, you must figure the depreciation deduction your
self using the property’s adjusted basis at the end of the
year. See Figuring the Deduction Without Using the Ta
jater.

Basis adjustment due to casualty loss. If you reduce
the basis of your property because of a casualty, you can
not continue to use the percentage tables. For the year of
the adjustment and the remaining recovery period, you
must figure the depreciation yourself using the property’s
adjusted basis at the end of the year. See Figuring the De
duction Without Using the Tables, later.

Example. On October 26, 2011, Sandra Elm, a calen
dar year taxpayer, bought and placed in service in her
business a new item of 7-year property. It cost $39,000
and she elected a section 179 deduction of $24,000. She
also took a special depreciation allowance of $7,500 [50%
of $1 5,000 ($39,000 —$24,000)]. Her unadjusted basis af
ter the section 179 deduction and special depreciation al
lowance was $7,500 ($15,000 —$7,500). She figured her
MACRS depreciation deduction using the percentage ta
bles. For 2011, her MACRS depreciation deduction was
$268.

In July 2012, the property was vandalized and Sandra
had a deductible casualty loss of $3,000. She must adjust
the property’s basis for the casualty loss, so she can no
longer use the percentage tables. Her adjusted basis at
the end of 2012, before figuring her 2012 depreciation, is
$4,232. She figures that amount by subtracting the 2071
MACRS depreciation of $268 and the casualty loss of
$3,000 from the unadjusted basis of $7,500. She must
now figure her depreciation for 2012 without using the
percentage tables.

Figuring the Unadjusted Basis of
Your Property

You must apply the table rates to your property’s unadjus
ted basis each year of the recovery period. Unadjusted
basis is the same basis amount you would use to figure
gain on a sale, but you figure it without reducing your origi
nal basis by any MACRS depreciation taken in earlier
years. However, you do reduce your original basis by
other amounts, including the following.

• Any amortization taken on the property.

• Any section 179 deduction claimed.

• Any special depreciation allowance taken on the prop
erty.

For business property you purchase during the year,
the unadjusted basis is its cost minus these and other ap
plicable adjustments. if you trade property, your unadjus
ted basis in the property received is the cash paid plus the
adjusted basis of the property traded minus these adjust
ments.

MACRS Worksheet

You can use this worksheet to help you figure your depre
ciation deduction using the percentage tables. Use a sep
arate worksheet for each item of property. Then, use the
information from this worksheet to prepare Form 4562.

Do not use this worksheet for automobiles. Use
the Depreciation Worksheet for Passenger Auto
mobiles in chapter 5.

MACRS Worksheet
Keep for Your Records

Part I

7. MACRS system (GDS0r
ADS)

2. Property class

3. Date placed in service
4. Recovery period
5. Method and convention
6. Depreciation rate (from

tables)

Part II
7. Cost or other basis*

8. Business/investment use
9. Multiply line 7 by line 8

10. Total claimed for section 179 deduction
and other items

11. Subtract line 10 from line 9. This is your
tentative basis for depreciation

$

$

$
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12. Multiply line 11 by .50 if the 50% special
depreciation allowance applies. Multiply
line 11 by 1.00 if the 100% special
depreciation allowance applies. This is
your special depreciation allowance.
Enter -0- if this is not the year you placed
the property in service, the property is not
qualified property, or you elected not to
claim a special allowance

______

13. Subtract line 12 from line 11. This is your
basis for depreciation

______

14. Depreciation rate (from line 6)

______

15. Multiply line 13 by line 14. This is your
MACRS depreciation deduction

_____

if real estate, do not Include cost (basis) of land.

The following example shows how to figure your
MACRS depreciation deduction using the percentage ta
bles and the MACRS worksheet.

Example. You bought office furniture (7-year property)
for $10,000 and placed it in service on August 11, 2012.
You use the furniture only for business. This is the only
property you placed in service this year. You did not elect
a section 179 deduction and the property is not qualified
property for purposes of claiming a special depreciation
allowance so your property’s unadjusted basis is its cost,
$10,000. You use GDS and the half-year convention to
figure your depreciation. You refer to the MACRS Percent
age Table Guide in Appendix A and find that you should
use Table A-i. Multiply your property’s unadjusted basis
each year by the percentage for 7-year property given in
Table A-i. You figure your depreciation deduction using
the MACRS worksheet as follows.

MACRS Worksheet
Keep for Your Records

6. Depreciation rate (from
tables)

________________

Part II
7. Costorotherbasis* .$i0,000
8. Business/investment

use 100Y0
9. Multiply line 7 bylineS

_________

10. Total claimed for section 179
deduction and other items

_________

11. Subtract line 10 from line 9. This is
your tentative basis for
depreciation $10,000

12. Multiply line ii by .50 if the 50%
special depreciation allowance
applies. Multiply line ii by 1.00 if the
100% special depreciation allowance
applies. This is your special
depreciation allowance. Enter -0- if
this is not the year you placed the
property in service, the property is not
qualified property, or you elected not
to claim a special allowance

_________

13. Subtract line 12 from line 11. This is
your basis for depreciation

_________

14. Depreciation rate (from line 6)

_________

15. Multiply line 13 by line 14. This is your
MACRS depreciation
deduction $1,429

*lf real estate, do not include cost (basis) of land.

If there are no adjustments to the basis of the property
other than depreciation, your depreciation deduction for
each subsequent year of the recovery period will be as fol
lows.

Examples

The following examples are provided to show you how to
use the percentage tables. In both examples, assume the
following.

• You use the property only for business.

• You use the calendar year as your tax year.

• You use GDS for all the properties.

Example 1. You bought a building and land for
$120,000 and placed it in service on March 8. The sales
contract showed that the building cost $100,000 and the
land cost $20,000. It is nonresidential real property. The
building’s unadjusted basis is its original cost, $100,000.

You refer to the MACRS Percentage Table Guide in
Appendix A and find that you should use Table A-7a.
March is the third month of your tax year, so multiply the
buildings unadjusted basis, $100,000, by the percen
tages for the third month in Table A-7a. Your depreciation

$10,000 deduction for each of the first 3 years is as follows:

Year Basis Percentage Deduction

1st $ 100,000 2.033% $2,033
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$

$

-0-

$10,000
.1429

Year

2013 $
2014
2015
2016
2017
2018
2019

Basis Percentage Deduction

10,000 24.49% $2,449
10,000 17.49 1,749
10,000 12.49 1,249
10,000 8.93 893
10,000 8.92 892
10,000 8.93 893
10,000 4.46 446

Part

1. MACRS system fGDS or
ADS)

2. Property class

3. Date placed in service
4. Recovery period
5. Method and convention

GDS

7-year

8/11/12

7-Year
200%DB/Half-Year

.1429



2nd 2.564 2,564
100,000

3rd 2.564 2,564
100,000

Example 2. During the year, you bought a machine
(7-year property) for $4,000, office furniture (7-year prop
erty) for $1,000, and a computer (5-year property) for
$5,000. You placed the machine in service in January, the
furniture in September, and the computer in October. You
do not elect a section 179 deduction and none of these
items is qualified property for purposes of claiming a spe
cial depreciation allowance.

You placed property in service during the last 3 months
of the year, so you must first determine if you have to use
the mid-quarter convention. The total bases of all property
you placed in service during the year is $10,000. The
$5,000 basis of the computer, which you placed in service
during the last 3 months (the fourth quarter) of your tax
year, is more than 40% of the total bases of all property
($10,000) you placed in service during the year. There
fore, you must use the mid-quartet convention for all three
items.

You refer to the MACRS Percentage Table Guide in
Appendix A to determine which table you should use un
der the mid-quarter convention. The machine is 7-year
property placed in service in the first quarter, so you use
Table A-2. The furniture is 7-year property placed in serv
ice in the third quarter, so you use Table A-4. Finally, be
cause the computer is 5-year property placed in service in
the fourth quarter, you use Table A-6. Knowing what table
to use for each property, you figure the depreciation for
the first 2 years as follows.

Year Property BasIs Percentage DeductIon

1st Machine $4,000 25.00 $7,000
2nd Machine 4,000 21.43 857

1st Furniture 1,000 10.71 107
2nd Furniture 1,000 25.51 255

1st Computer 5,000 5.00 250
2nd Computer 5,000 38.00 1,900

Sale or Other Disposition Before the
Recovery Period Ends

If you sell or otherwise dispose of your property before the
end of its recovery period, your depreciation deduction for
the year of the disposition will be only part of the deprecia
tion amount for the full year. You have disposed of your
property if you have permanently withdrawn it from use in
your business or income-producing activity because of its
sale, exchange, retirement, abandonment, involuntary
conversion, or destruction. After you figure the full-year
depreciation amount, figure the deductible part using the
convention that applies to the property.

Halt-year convention used. For property for which you
used a half-year convention, the depreciation deduction
for the year of the disposition is half the depreciation de
termined for the full year.

Mid-quarter convention used. For property for which
you used the mid-quarter convention, figure your depreci
ation deduction for the year of the disposition by multiply
ing a full year of depreciation by the percentage listed be
low for the quarter in which you disposed of the property.

Example. On December 2, 2009, you placed in serv
ice an item of 5-year property costing $10,000. You did
not claim a section 179 deduction and the property does
not qualify for a special depreciation allowance. Your un
adjusted basis for the property was $10,000. You used
the mid-quarter convention because this was the only item
of business property you placed in service in 2008 and it
was placed in service during the last 3 months of your tax
year. Your property is in the 5-year property class, so you
used Table A-5 to figure your depreciation deduction.
Your deductions for 2009, 2010, and 2011 were $500 (5%
of $10,000), $3,800 (38% of $10,000), and $2,280
(22.80% of $10,000). You disposed of the property on
April 6, 2012. To determine your depreciation deduction
for 2012, first figure the deduction for the full year. This is
$7,368 (73.68% of $10,000). April is in the second quarter
of the year, so you multiply $7,368 by 37.5% to get your
depreciation deduction of $513 for 2012.

Mid-month convention used. If you dispose of residen
tial rental or nonresidential real property, figure your de
preciation deduction for the year of the disposition by mul
tiplying a full year of depreciation by a fraction. The
numerator of the fraction is the number of months (includ
ing partial months) in the year that the property is consid
ered in service. The denominator is 12.

Example. On July 2, 2010, you purchased and placed
in service residential rental property. The property cost
$100,000, not including the cost of land. You used Ii
A-6to figure your MACRS depreciation for this property.
You sold the property on March 2, 2012. You file your tax
return based on the calendar year.

A full year of depreciation for 2012 is $3,636. This is
$100,000 multiplied by .03636 (the percentage for the
seventh month of the third recovery year) from Table A-6.
You then apply the mid-month convention for the 2hz
months of use in 2072. Treat the month of disposition as
one-half month of use. Multiply $3,636 by the fraction, 2.5
over 12, to get your 2012 depreciation deduction of
$757.50.

Figuring the Deduction Without Using
the Tables
Instead of using the rates in the percentage tables to fig
ure your depreciation deduction, you can figure it yourself.
Before making the computation each year, you must re
duce your adjusted basis in the property by the deprecia
tion claimed the previous year.
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Quarter
First
Second
Third
Fourth

Percentage
12.5%
37.5
62.5
87.5



Declining Balance Method

When using a declining balance method, you apply the
same depreciation tate each year to the adjusted basis of
your property. You must use the applicable convention for
the first tax year and you must switch to the straight line
method beginning in the first year for which it will give an
equal or greater deduction. The straight line method is ex
plained later.

You figure depreciation for the year you place property
in service as follows.

1. Multiply your adjusted basis in the property by the de
clining balance rate.

2. Apply the applicable convention.

You figure depreciation for all other years (before the
year you switch to the straight line method) as follows.

7. Reduce your adjusted basis in the property by the de
preciation allowed or allowable in earlier years.

2. Multiply this new adjusted basis by the same declin
ing balance rate used in earlier years.

If you dispose of property before the end of its recovery
period, see Using the Applicable Convention, later, for in
formation on how to figure depreciation for the year you
dispose of it.

Figuring depreciation under the declining balance
method and switching to the straight line method is illus
trated in Exaqjple j, later, under Examples.

Declining balance rate. You figure your declining bal
ance rate by dividing the specified declining balance per
centage (7 50% or 200% changed to a decimal) by the
number of years in the property’s recovery period. For ex
ample, for 3-year property depreciated using the 200%
declining balance method, divide 2.00 (200%) by 3 to get
0.6667, or a 66.67% declining balance rate. For 15-year
property depreciated using the 150% declining balance
method, divide 1.50 (150%) by 15 to get 0.10, or a 10%
declining balance rate.

The following table shows the declining balance rate for
each property class and the first year for which the
straight line method gives an equal or greater deduction.

Property Declining Balance
Class Method Rate Year

3-year 200% DB 66.667% 3rd
5-year 200% DB 40.0 4th
7-year 200% DB 26.571 5th
70-year 200% DB 20.0 7th
15-year 150% DB 10.0 7th
20-year 150% DB 7.5 9th

When using the straight line method, you apply a different
depreciation rate each year to the adjusted basis of your
property. You must use the applicable convention in the
year you place the property in service and the year you
dispose of the property.

You figure depreciation for the year you place property
in service as follows.

1. Multiply your adjusted basis in the property by the
straight line rate.

2. Apply the applicable convention.

You figure depreciation for all other years (including the
year you switch from the declining balance method to the
straight line method) as follows.

1. Reduce your adjusted basis in the property by the de
preciation allowed or allowable in earlier years (under
any method).

2. Determine the depreciation rate for the year.

3. Multiply the adjusted basis figured in (7) by the depre
ciation rate figured in (2).

If you dispose of property before the end of its recovery
period, see Using the Applicable Convention, later, for in
formation on how to figure depreciation for the year you
dispose of it.

Straight line rate. You determine the straight line depre
ciation rate for any tax year by dividing the number 1 by
the years remaining in the recovery period at the begin
ning of that year. When figuring the number of years re
maining, you must take into account the convention used
in the year you placed the property in service. If the num
ber of years remaining is less than 1, the depreciation rate
for that tax year is 7.0 (100%).

Using the Applicable Convention

The applicable convention (discussed earlier under Wjjgh
Convention Applies) affects how you figure your deprecia
tion deduction for the year you place your property in serv
ice and for the year you dispose of it. It determines how
much of the recovery period remains at the beginning of
each year, so it also affects the depreciation rate for prop
erty you depreciate under the straight line method. See
Straight line rate in the previous discussion. Use the appli
cable convention as explained in the following discus
sions.

Hall-year convention. If this convention applies, you de
duct a half-year of depreciation for the first year and the
last year that you depreciate the property. You deduct a
full year of depreciation for any other year during the re
covery period.

Figure your depreciation deduction for the year you
place the property in service by dividing the depreciation
for a full year by 2. if you dispose of the property betore
the end of the recovery period, figure your depreciation
deduction for the year of the disposition the same way. If
you hold the property for the entire recovery period, your
depreciation deduction for the year that includes the final
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6 months of the recovery period is the amount of your unrecovered basis in the property.

Mid-quarter convention, If this convention applies, the
depreciation you can deduct for the first year you depreciate the property depends on the quarter in which you
place the property in service.

A quarter of a full 12-month tax year is a period of 3
months. The first quarter in a year begins on the first dayof the tax year. The second quarter begins on the first day
of the fourth month of the tax year. The third quarter be
gins on the first day of the seventh month of the tax year.
The fourth quarter begins on the first day of the tenthmonth of the tax year. A calendar year is divided into the
following quarters.

Figure your depreciation deduction for the year you
place the property in service by multiplying the depreciation for a full year by the percentage listed below for the
quarter you place the property in service,

Quarter

First
Second
Third
Fourth

if you dispose of the property before the end of the re
covery period, figure your depreciation deduction for the
year of the disposition by multiplying a full year of depreci
ation by the percentage listed below for the quarter you
dispose of the property.

Quarter

First
Second
Third
Fourth

If you hold the property for the entire recovery period,
your depreciation deduction for the year that includes the
final quarter of the recovery period is the amount of your
unrecovered basis in the property.

Mid-month convention. If this convention applies, the
depreciation you can deduct for the first year that you de
preciate the property depends on the month in which you
place the property in service. Figure your depreciation de
duction for the year you place the property in service by
multiplying the depreciation for a full year by a fraction.
The numerator of the fraction is the number of full monthsin the year that the property is in service plus (or 0.5).
The denominator is 12.

If you dispose of the properly before the end of the re
covery period, figure your depreciation deduction for the
year of the disposition the same way. If you hold the prop
erty for the entire recovery period, your depreciation

deduction for the year that includes the final month of the
recovery period is the amount of your unrecovered basis
in the property.

Example. You use the calendar year and place non
residential real property in service in August. The property
is in service 4 full months (September, October, November, and December). Your numerator is 4.5 (4 full monthsplus 0.5). You multiply the depreciation for a full year by
4.5/12, or 0.375.

Examples

The following examples show how to figure depreciationunder MACRS without using the percentage tables. Fig
ures are rounded for purposes of the examples. Assumefor all the examples that you use a calendar year as yourtax year.

Example 1—200% DB method and halt-year convention. In February, you placed in service depreciable
property with a 5-year recovery period and a basis of
$1,000. You do not elect to take the section 179 deductionand the property does not qualify for a special depreciation allowance. You use GDS and the 200% declining bal
ance (DB) method to figure your depreciation. When the
straight line (SL) method results in an equal or larger de
duction, you switch to the SL method. You did not place
any property in service in the last 3 months of the year, so
you must use the half-year convention.

First year. You figure the depreciation rate under the
200% DB method by dividing 2 (200%) by 5 (the number
of years in the recovery period). The result is 40%. You
multiply the adjusted basis of the property ($1,000) by the
40% DB rate. You apply the half-year convention by dMd
ing the result ($400) by 2. DepreciatIon for the first yearunder the 200% OB method is $200.

You figure the depreciation rate under the straight line
(SL) method by dividing 1 by 5, the number of years in the
recovery period. The result is 20%.You multiply the adjusted basis of the property ($1,000) by the 20% SL rate. You
apply the half-year convention by dividing the result
($200) by 2. Depreciation for the first year under the SC
method is $100.

The DB method provides a larger deduction, so you deduct the $200 figured under the 200% DB method.
Second year. You reduce the adjusted basis ($1,000)

by the depreciation claimed in the first year ($200). You
multiply the result ($800) by the DB rate (40%). Depreciation for the second year under the 200% DB method is
$320.

You figure the SL depreciation rate by dividing 7 by 4.5,
the number of years remaining in the recovery period.
(Based on the half-year convention, you used only half ayear of the recovery period in the first year.) You multiply
the reduced adjusted basis ($800) by the result (22.22%).
Depreciation under the SL method for the second year is
$178.

The DB method provides a larger deduction, so you de
duct the $320 figured under the 200% DB method.

Third year. You reduce the adjusted basis ($800) bythe depreciation claimed in the second year ($320). You
multiply the result ($480) by the D8 rate (40%). Depreciation for the third year under the 200% DB method is $192.
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First
Second
Third
Fourth

Months
January, February, March

April, May, June
July, August, September

October, November, December

Percentage

87.5%
62.5
37.5
12.5

Percentage

12.5%
37.5
62.5
87.5
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You figure the SL depreciation rate by dMding 1 by 3.5.
You multiply the reduced adjusted basis ($480) by the re
sult (28.57%). Depreciation under the SL method for the
third year is $137.

The DB method provides a larger deduction, so you de
duct the $192 figured under the 200% OB method.

Fourth year. You reduce the adjusted basis ($460) by
the depreciation claimed in the third year ($192). You mul
tiply the result ($268) by the DB rate (40%). Depreciation
for the fourth year under the 200% DB method is $115.

You figure the SL depreciation rate by dividing 1 by 2.5.
You multiply the reduced adjusted basis ($288) by the re
suit (40%). Depreciation under the SL method for the
fourth year is $1 15.

The SL method provides an equal deduction, so you
switch to the SL method and deduct the $175.

Fifth year. You reduce the adjusted basis ($288) by
the depreciation claimed in the fourth year ($715) to get
the reduced adjusted basis of $173. You figure the SL de
preciation rate by dividing 1 by 1.5. You multiply the re
duced adjusted basis ($173) by the result (66.67%). De
preciation under the SL method for the fifth year is $115.

SIxth year. You reduce the adjusted basis ($173) by
the depreciation claimed in the fifth year ($715) to get the
reduced adjusted basis of $58. There is less than one
year remaining in the recovery period, so the SL deprecia
tion rate for the sixth year is 1 00%. You multiply the re
duced adjusted basis ($58) by 700% to arrive at the de
preciation deduction for the sixth year ($58).

Example 2—SL method and mid-month conven
tion. In January, you bought and placed in service a
building for $100,000 that is nonresidential real property
with a recovery period of 39 years. The adjusted basis of
the building is its cost of $100,000. You use GDS, the
straight line (SL) method, and the mid-month convention
to figure your depreciation.

FIrst year. You figure the SL depreciation rate for the
building by dividing 1 by 39 years. The result is .02564.
The depreciation for a full year is $2,564 ($100,000
x .02564). Under the mid-month convention, you treat the
property as placed in service in the middle of January.
You get 11.5 months of depreciation for the year. Ex
pressed as a decimal, the fraction of 11.5 months divided
by 12 months is .958. Your first-year depreciation for the
building is $2,456 ($2,564 x .958).

Second year. You subtract $2,456 from $100,000 to
get your adjusted basis of $97,544 for the second year.
The SL rate is .02629. This is 1 divided by the remaining
recovery period of 38.042 years (39 years reduced by
11.5 months or .956 year). Your depreciation for the build
ing for the second year is $2,564 ($97,544 x .02629).

ThIrd year. The adjusted basis is $94,980 ($97,544 —

$2,564). The SL rate is .027 (1 divided by 37.042 remain
ing years). Your depreciation for the third year is $2,564
($94,980 x .027).

Example 3—200% DB method and mid-quarter
convention. During the year, you bought and placed in
service in your business the following items.

Month Placed
Item in Service Cost

Safe January $4,000

Office furniture September 1,000
Computer (not listed property) October 5,000

You do not elect a section 179 deduction and these items
do not qualify for a special depreciation allowance. You
use GDS and the 200% declining balance (DB) method to
figure the depreciation. The total bases of all property you
placed in service this year is $10,000. The basis of the
computer ($5,000) is more than 40% of the total bases of
all property placed in service during the year ($10,000), so
you must use the mid-quarter convention. This convention
applies to all three items of property. The safe and office
furniture are 7-year property and the computer is 5-year
property.

First and second year depreciation for safe. The
200% DE rate for 7-year property is .28577. You deter
mine this by dividing 2.00 (200%) by 7 years. The depreci
ation for the safe for a full year is $1,143 ($4,000
x .28571). You placed the safe in service in the first quar
ter of your tax year, so you multiply $1,143 by 87.5% (the
mid-quarter percentage for the first quarter). The result,
$1,000, is your deduction for depreciation on the safe for
the first year.

For the second year, the adjusted basis of the safe is
$3,000. You figure this by subtracting the first year’s de
preciation ($1,000) from the basis of the sate ($4,000).
Your depreciation deduction for the second year is $857
($3,000 x .28577).

First and second year depreciation for furniture.
The furniture is also 7-year property, so you use the same
200% DB rate of .28571. You multiply the basis of the fur
niture ($1,000) by .2857 1 to get the depreciation of $286for the full year. You placed the furniture in service in the
third quarter of your tax year, so you multiply $286 by
37.5% (the mid-quarter percentage for the third quarter).
The result, $107, is your deduction for depreciation on the
furniture for the first year.

For the second year, the adjusted basis of the furniture
is $893. You figure this by subtracting the first year’s de
preciation ($107) from the basis of the furniture ($1,000).
Your depreciation for the second year is $255 ($893
x .28571).

First and second year depreciation for computer.
The 200% DB rate for 5-year property is .40. You deter
mine this by dividing 2.00 (200%) by 5 years. The depreci
ation for the computer for a full year is $2,000 ($5,000
x .40). You placed the computer in service in the fourth
quarter of your tax year, so you multiply the $2,000 by12.5% (the mid-quarter percentage for the fourth quarter).
The result, $250, is your deduction for depreciation on the
computer for the first year.

For the second year, the adjusted basis of the com
puter is $4,750. You figure this by subtracting the first
year’s depreciation ($250) from the basis of the computer
($5,000). Your depreciation deduction for the second year
is $1,900 ($4,750 x .40).

Example 4—200% DB method and half-year con
vention. Last year, in July, you bought and placed in
service in your business a new item of 7-year property.
This was the only item of property you placed in service
last year. The property cost $39,000 and you elected a
$24,000 section 179 deduction. You also took a special
depreciation allowance of $7,500. Your unadjusted basis
for the property is $7,500. Because you did not place any
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property in service in the last 3 months of your tax year,
you used the half-year convention. You figured your de
duction using the percentages in Table A-i for 7-year
property. Last year, your depreciation was $1,072 ($7,500
x 14.29%).

In July of this year, your property was vandalized. You
had a deductible casualty loss of $3,000. You spent
$3,500 to put the property back in operational order. Your
adjusted basis at the end of this year is $6,928. You fig
ured this by first subtracting the first year’s depreciation
($1,072) and the casualty loss ($3,000) from the unadjus
ted basis of $7,500. To this amount ($3,428), you then
added the $3,500 repair cost.

You cannot use the table percentages to figure your
depreciation for this property for this year because of the
adjustments to basis. You must figure the deduction your
self. You determine the D8 rate by dividing 2.00 (200%)
by 7 years. The result is .28571 or 28.571 You multiply
the adjusted basis of your property ($6,928) by the declin
ing balance rate of .28571 to get your depreciation deduc
tion of $1,979 for this year.

Figuring the Deduction for Property
Acquired in a Nontaxable Exchange
If your property has a carryover basis because you ac
quired it in a nontaxable transfer such as a like-kind ex
change or involuntary conversion, you must generally fig
ure depreciation for the property as if the transfer had not
occurred. However, see Like-kind exchanges and involun
tary conversions, earlier, in chapter 3 under How Much
Can You Deduct and Property Acquired in a Like-kind Ex
change or Involuntary Conversion, next.

You generally must depreciate the carryover basis of
property acquired in a like-kind exchange or involuntary
conversion over the remaining recovery period of the
property exchanged or involuntarily converted. You also
generally continue to use the same depreciation method
and convention used for the exchanged or involuntarily
converted property. This applies only to acquired property
with the same or a shorter recovery period and the same
or more accelerated depreciation method than the prop
erty exchanged or involuntarily converted. The excess ba
sis (the part of the acquired property’s basis that exceeds
its carryover basis), if any, of the acquired property is trea
ted as newly placed in service property.

For acquired property that has a longer recovery period
or less accelerated depreciation method than the ex
changed or involuntarily converted property, you generally
must depreciate the carryover basis of the acquired prop
erty as if it were placed in service in the same tax year as
the exchanged or involuntarily converted property. You
also generally continue to use the longer recovery period
and less accelerated depreciation method of the acquired
property.

If the MACRS property you acquired in the exchange or
involuntary conversion is qualified property, discussed
earlier in gjpfer 3 under What Is Qualified Properly, you
can claim a special depreciation allowance on the

carryover basis. Special rules apply to vehicles acquired
in a trade-in. For information on how to figure depreciation
for a vehicle acquired in a trade-in that is subject to the
passenger automobile limits, see Deductions For Passen
ger Automobiles Acquired in a Trade-in under Do the Pas
sengerAutomobile Limits Apply in chapter 5.

Election out. Instead of using the above rules, you
can elect, for depreciation purposes, to treat the adjusted
basis of the exchanged or involuntarily converted property
as if disposed of at the time of the exchange or involuntary
conversion. Treat the carryover basis and excess basis, if
any, for the acquired property as if placed in service the
later of the date you acquired it or the time of the disposi
tion of the exchanged or involuntarily converted property.
The depreciable basis of the new property is the adjusted
basis of the exchanged or involuntarily converted property
plus any additional amount you paid for it. The election, if
made, applies to both the acquired property and the ex
changed or involuntarily converted property. This election
does not affect the amount of gain or loss recognized on
the exchange or involuntary conversion.

When to make the election. You must make the
election on a timely filed return (including extensions) for
the year of replacement. The election must be made sep
arately by each person acquiring replacement property. In
the case of a partnership, S corporation, or consolidated
group, the election is made by the partnership, by the S
corporation, or by the common parent of a consolidated
group, respectively. Once made, the election may not be
revoked without IRS consent.

For more information and special rules, see the Instruc
tions for Form 4562.

You must depreciate MACRS property acquired by a cor
poration or partnership in certain nontaxable transfers
over the property’s remaining recovery period in fhe trans
feror’s hands, as if the transfer had not occurred. You
must continue to use the same depreciation method and
convention as the transferor. You can depreciate the part
of the property’s basis that exceeds its carryover basis
(the transferor’s adjusted basis in the property) as newly
purchased MACRS property.

The nontaxable transfers covered by this rule include
the following.

• A distribution in complete liquidation of a subsidiary.

• A transfer to a corporation controlled by the transferor.

• An exchange of property solely for corporate stock or
securities in a reorganization.

• A contribution of property to a partnership in exchange
for a partnership interest.

• A partnership distribution of property to a partner.

Figuring the Deduction for a Short
Tax Year

You cannot use the MACRS percentage tables to deter
mine depreciation for a short tax year. A short tax year is
any tax year with less than 12 full months. This section
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discusses the rules for determining the depreciation de
duction for property you place in service or dispose of in a
short tax year. it also discusses the rules for determining
depreciation when you have a short tax year during the re
covery period (other than the year the property is placed
in service or disposed of).

For more information on figuring depreciation for a
short tax year, see Revenue Procedure 89-15, 1989-1
C.B. 816.

Using the Applicable Convention in a Short
Tax Year

The applicable convention establishes the date property is
treated as placed in service and disposed of. Depreciation
is allowable only for that part of the tax year the property is
treated as in service. The recovery period begins on the
placed in service date determined by applying the con
vention. The remaining recovery period at the beginning
of the next tax year is the full recovery period less the part
for which depreciation was allowable in the first tax year.

The following discussions explain how to use the appli
cable convention in a short tax year.

Mld-menth convention. Under the mid-month conven
tion, you always treat your property as placed in service or
disposed of on the midpoint of the month it is placed in
service or disposed of. You apply this rule without regard
to your tax year.

Halt-year convention. Under the halt-year convention,
you treat property as placed in service or disposed of on
the midpoint of the tax year it is placed in service or dis
posed of.

First or last day of month. For a short tax year begin
ning on the first day of a month or ending on the last day
of a month, the tax year consists of the number of months
in the tax year. If the short tax year includes part of a
month, you generally include the full month in the number
of months in the tax year. You determine the midpoint of
the tax year by dividing the number of months in the tax
year by 2. For the half-year convention, you treat property
as placed in service or disposed of on either the first day
or the midpoint of a month.

For example, a short tax year that begins on June 20
and ends on December 31 consists of 7 months. You use
only full months for this determination, so you treat the tax
year as beginning on June 1 instead of June 20. The mid
point of the tax year is the middle of September (3112

months from the beginning of the tax year). You treat
property as placed in service or disposed of on this mid
point.

Example. Tara Corporation, a calendar year taxpayer,
was incorporated on March 15. For purposes of the
half-year convention, it has a short tax year of 10 months,
ending on December 31, 2012. During the short tax year,
Tara placed property in service for which it uses the
half-year convention. Tara treats this property as placed in
service on the first day of the sixth month of the short tax
year, orAugusti, 2012.

Not on first or last day of month. For a short tax
year not beginning on the first day of a month and not
ending on the last day of a month, the tax year consists of

the number of days in the tax year. You determine the
midpoint of the tax year by dividing the number of days in
the tax year by 2. For the half-year convention, you treat
property as placed in service or disposed of on either the
first day or the midpoint of a month. If the result of dividing
the number of days in the tax year by 2 is not the first day
or the midpoint of a month, you treat the property as
placed in service or disposed of on the nearest preceding
first day or midpoint of a month.

Mid-quarter convention. To determine if you must use
the mid-quarter convention, compare the basis of property
you place in service in the last 3 months of your tax year to
that of property you place in service during the full tax
year. The length of your tax year does not matter. If you
have a short tax year of 3 months or less, use the
mid-quarter convention for all applicable property you
place in service during that tax year.

You treat property under the mid-quarter convention as
placed in service or disposed of on the midpoint of the
quarter of the tax year in which it is placed in service or
disposed of. Divide a short tax year into 4 quarters and
determine the midpoint of each quarter.

For a short tax year of 4 or 8 full calendar months, de
termine quarters on the basis of whole months. The mid
point of each quarter is either the first day or the midpoint
of a month. Treat property as placed in service or dis
posed of on this midpoint.

To determine the midpoint of a quarter for a short tax
year of other than 4 or 8 full calendar months, complete
the following steps.

1. Determine the number of days in your short tax year.
2. Determine the number of days in each quartet by di

viding the number of days in your short tax year
by4.

3. Determine the midpoint of each quarter by dividing
the number of days in each quarter by 2.

If the result of (3) gives you a midpoint of a quarter that
is on a day other than the first day or midpoint of a month,
treat the property as placed in service or disposed of on
the nearest preceding first day or midpoint of that month.

Example. Tara Corporation, a calendar year taxpayer,
was incorporated and began business on Match 15. It has
a short tax year of 91/2 months, ending on December 31.
During December, it placed property in service for which it
must use the mid-quarter convention. This is a short tax
year of other than 4 or B full calendar months, so it must
determine the midpoint of each quarter.

1. First, it determines that its short tax year beginning
March 15 and ending December31 consists of 292
days.

2. Next, it divides 292 by 4 to determine the length of
each quarter, 73 days.

3. Finally, ft divides 73 by 2 to determine the midpoint of
each quarter, the 37th day.

The following table shows the quarters of Tara Corpo
ration’s short tax year, the midpoint of each quarter, and
the date in each quarter that Tara must treat its property
as placed in service.
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Quarter Midpoint Placed in
Service

3/15—5/26 4/20 4/15
5/27 — 8/07 7/02 7/01
8/08—10/19 9/13 9/01
10/20—12/31 11/25 11/15

The last quarter of the short tax year begins on October
20, which is 73 days from December31, the end of the tax
year. The 37th day of the last quarter is November 25,
which is the midpoint of the quarter. November 25 is not
the first day or the midpoint of November, so Tara Corpo
ration must treat the property as placed in service in the
middle of November (the nearest preceding first day or
midpoint of that month).

Property Placed in Service in a Short
Tax Year

To figure your MACRS depreciation deduction for the
short tax year, you must first determine the depreciation
for a full tax year. You do this by multiplying your basis in
the property by the applicable depreciation rate. Then, de
termine the depreciation for the short tax year. Do this by
multiplying the depreciation for a full tax year by a fraction.
The numerator (top number) of the fraction is the number
of months (including parts of a month) the property is trea
ted as in service during the tax year (applying the applica
ble convention). The denominator (bottom number) is 12.
See Depreciation After a Short Tax Year, later, for infor
mation on how to figure depreciation in later years.

Example 7—half-year convention. Tara Corpora
tion, with a short tax year beginning March 15 and ending
December 31, placed in service on March 16 an item of
5-year property with a basis of $1,000. This is the only
property the corporation placed in service during the short
tax year. Tara does not elect to claim a section 179 de
duction and the property does not qualify for a special de
preciation allowance. The depreciation method for this
property is the 200% declining balance method. The de
preciation rate is 40% and Tare applies the half-year con
vention.

Tara treats the property as placed in service on
August 1. The determination of this August 1 date is ex
plained in the example illustrating the half-year convention
under Using the Applicable Convention in a Short Tax
Year, earlier. Tara is allowed 5 months of depreciation for
the short tax year that consists of 10 months. The corpo
ration first multiplies the basis ($1,000) by 40% (the de
clining balance rate) to get the depreciation for a full tax
year of $400. The corporation then multiplies $400 by /l2

to get the short tax year depreciation of $167.

Example 2—mid-quarter convention. Tara Corpora
tion, with a short tax year beginning March 15 and ending
on December 31, placed in service on October16 an item
of 5-year property with a basis of $1,000. Tara does not
elect to claim a section 179 deduction and the property
does not qualify for a special depreciation allowance. The
depreciation method for this property is the 200% declin
ing balance method. The depreciation rate is 40%. The
corporation must apply the mid-quarter convention

because the property was the only item placed in service
that year and it was placed in service in the last 3 months
of the tax year.

Tara treats the property as placed in service on Sep
tember 1. This date is shown in the table provided in the
example illustrating the mid-quarter convention under ij
ing the Applicable Convention in a Short Tax Year, earlier,
for property that Tara Corporation placed in service during
the quarter that begins on August 8 and ends on October
19. Under MACRS, Tara is allowed 4 months of deprecia
tion for the short tax year that consists of 10 months. The
corporation first multiplies the basis ($1,000) by 40% to
get the depreciation for a full tax year of $400. The corpo
ration then multiplies $400 by /12 to get the short tax year
depreciation of $133.

Property Placed in Service Before a Short
Tax Year

If you have a short tax year after the tax year in which you
began depreciating property, you must change the way
you figure depreciation for that property. If you were using
the percentage tables, you can no longer use them. You
must figure depreciation for the short tax year and each
later tax year as explained next.

Depreciation After a Short Tax Year

You can use either of the following methods to figure the
depreciation for years after a short tax year.

• The simplified method.

• The allocation method.

You must use the method you choose consistently.

Using the simplified method for a 12-month year. Un
der the simplified method, you figure the depreciation for a
later 12-month year in the recovery period by multiplying
the adjusted basis of your property at the beginning of the
year by the applicable depreciation rate.

Example. Assume the same facts as in Example 1 un
der Property Placed in Service in a Short Tax Year, ear
lier. The Tara Corporation claimed depreciation of $167
for its short tax year. The adjusted basis on January 1 of
the next year is $833 ($1,000 —$167). Tara’s depreciation
for that next year is 40% of $833, or $333.

Using the simplified method for a short year. If a later
tax year in the recovery period is a short tax year, you fig
ure depreciation for that year by multiplying the adjusted
basis of the property at the beginning of the tax year by
the applicable depreciation rate, and then by a fraction.
The fraction’s numerator is the number of months (includ
ing parts of a month) in the tax year. its denominator is 12.

Using the simplified method for an early disposition.
if you dispose of property in a later tax year before the end
of the recovery period, determine the depreciation for the
year of disposition by multiplying the adjusted basis of the
property at the beginning of the tax year by the applicable
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depreciation rate and then multiplying the result by a frac
tion. The fractions numerator is the number of months (in
cluding parts of a month) the property is treated as in serv
ice during the tax year (applying the applicable
convention). Its denominator is 12.

Using the allocation method for a 72-month or short
tax year. Under the allocation method, you figure the de
preciation for each later tax year by allocating to that year
the depreciation attributable to the parts of the recovery
years that fall within that year. Whether your tax year is a
72-month or short tax year, you figure the depreciation by
determining which recovery years are included in that
year. For each recovery year included, multiply the depre
ciation attributable to that recovery year by a fraction. The
fraction’s numerator is the number of months (including
parts of a month) that are included in both the tax year and
the recovery year. its denominator is 12. The allowable
depreciation for the tax year is the sum of the depreciation
figured for each recovery year.

Example. Assume the same facts as in Example 7 un
der Property Placed in Service in a Short Tax Year, ear
lier. The Tara Corporation’s first tax year after the short tax
year is a full year of 12 months, beginning January 1 and
ending December 31. The first recovery year for the
5-year property placed in service during the short tax year
extends from August 1 to July 31. Tara deducted 5
months of the first recovery year on its short-year tax re
turn. Seven months of the first recovery year and 5
months of the second recovery year fall within the next tax
year. The depreciation for the next tax year is $333, which
is the sum of the following.

• $233—The depreciation for the first recovery year
($400 x 7/12).

• $1 00—The depreciation for the second recovery year.
This is figured by multiplying the adjusted basis of
$600 ($1,000 —$400) by 40%, then multiplying the
$240 result by 6/12.

Using the allocation method for an early di8position.
if you dispose of property before the end of the recovery
period in a later tax year, determine the depreciation for
the year of disposition by multiplying the depreciation fig
ured for each recovery year or part of a recovery year in
cluded in the tax year by a fraction. The numerator of the
fraction is the number of months (including parts of
months) the property is treated as in service in the tax
year (applying the applicable convention). The denomina
tor is 12. If there is more than one recovery year in the tax
year, you add together the depreciation for each recovery
year.

To make it easier to figure MACRS depreciation, you can
group separate properties into one or more general asset
accounts (GAAs). You then can depreciate all the proper
ties in each account as a single item of property.

Properly you cannot include. You cannot include prop
erty in a GAA if you use it in both a personal activity and a
trade or business (or for the production of income) in the
year in which you first place it in service. If property you in
cluded in a GM is later used in a personal activity, see
Terminating GAA Treatment, later.

Property generating foreign source income. For infor
mation on the GM treatment ot property that generates
foreign source income, see sections 1.168(i)-1(f) of the
regulations.

Change In use. Special rules apply to figuring deprecia
tion for property in a GM for which the use changes dur
ing the tax year. Examples include a change in use result
ing in a shorter recovery period and/or more accelerated
depreciation method or a change in use resulting in a lon
ger recovery period and/or a less accelerated deprecia
tion method. See sections 1.168f1)-1(h) and 1.166(i)-4 of
the regulations.

Grouping Property
Each GM must include only property you placed in serv
ice in the same year and that has the following in com
mon.

• Asset class, if any.

• Recovery period.

• Depreciation method.

• Convention.

The following rules also apply when you establish a
GM.

• No asset class. Properties without an asset class,
but with the same depreciation method, recovery pe
riod, and convention, can be grouped into the same
GM.

• Mid-quarter convention. Property subject to the
mid-quarter convention can only be grouped into a
GM with property placed in service in the same quar
ter of the tax year.

• Mid-month convention. Property subject to the
mid-month convention can only be grouped into a
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GAA with property placed in service in the same
month of the tax year.

• Passenger automobiles. Passenger automobiles
subject to the limits on passenger automobile depreci
ation must be grouped into a separate GM.

Figuring Depreciation for a GAA
After you have set up a GM, you generally figure the
MACRS depreciation for it by using the applicable depre
ciation method, recovery period, and convention for the
property in the GM. For each GM, record the deprecia
tion allowance in a separate depreciation reserve ac
count.

Example. Make & Sell, a calendar-year corporation,
set up a GM for ten machines. The machines cost a total
of $10,000 and were placed in service in June 2012. One
of the machines cost $8,200 and the rest cost a total of
$1,800. This GM is depreciated under the 200% declin
ing balance method with a 5-year recovery period and a
half-year convention. Make & Sell did not claim the sec
tion 179 deduction on the machines and the machines did
not qualify for a special depreciation allowance. The de
preciation allowance for 2012 is $2,000 [($10,000 x 40%)
÷ 2]. As of January 1, 2013, the depreciation reserve ac
count is $2,000.

Passenger automobiles. To figure depreciation on pas
senger automobiles in a GM, apply the deduction limits
discussed in chapter 5 under Do the Passenger Automo
bile Limits Apply. Multiply the amount determined using
these limits by the number of automobiles originally inclu
ded in the account, reduced by the total number of auto
mobiles removed from the GM as discussed in Terminat
ing GAA Treatment later.

Disposing of GAA Property
When you dispose of property included in a GM, the fol
lowing rules generally apply.

• Neither the unadjusted depreciable basis (defined
later) nor the depreciation reserve account of the GM
is affected. You continue to depreciate the account as
if the disposition had not occurred.

• The property is treated as having an adjusted basis of
zero, so you cannot realize a loss on the disposition. If
the property is transferred to a supplies, scrap, or sim
ilar account, its basis in that account is zero.

• Any amount realized on the disposition is treated as
ordinary income, up to the limit discussed later under
Treatment of amount realized.

However, these rules do not apply to any disposition
described later under Terminating GM Treatment.

Disposition. Property in a GM is considered disposed
of when you do any of the following.

• Permanently withdraw it from use in your trade or
business or from the production of income.

• Transfer it to a supplies, scrap, or similar account.

• Sell, exchange, retire, physically abandon, or destroy
it.

The retirement of a structural component of real property
is not a disposition.

Treatment of amount realized. When you dispose of
property in a GM, you must recognize any amount real
ized from the disposition as ordinary income, up to a limit.
The limit is:

1. The unadjusted depreciable basis of the GM plus

2. Any expensed costs for property in the GM that are
subject to recapture as depreciation (not including
any expensed costs for property that you removed
from the GM under the rules discussed later under
Terminating GM Treatment), minus

3. Any amount previously recognized as ordinary in
come upon the disposition of other property from the
GM.

Unadjusted depreciable basis. The unadjusted de
preciable basis of a GM is the total of the unadjusted de
preciable bases of all the property in the GM. The unad
justed depreciable basis of an item of property in a GM is
the amount you would use to figure gain or loss on its
sale, but figured without reducing your original basis by
any depreciation allowed or allowable in earlier years.
However, you do reduce your original basis by other
amounts, including any amortization deduction, section
179 deduction, special depreciation allowance, and elec
tric vehicle credit.

Expensed costs. Expensed costs that are subject to
recapture as depreciation include the following.

1. The section 179 deduction.

2. Amortization deductions for the following.

a. Pollution control facilities.

b. Removal of barriers for the elderly and disabled.

c. Tertiary injectants.

d. Reforestation expenses.

Example 1. The facts are the same as in the example
under Figuring Depreciation for a GM, earlier. In Febru
ary 2013, Make & Sell sells the machine that cost $8,200
to an unrelated person for $9,000. The machine is treated
as having an adjusted basis of zero.

On its 2013 tax return, Make & Sell recognizes the
$9,000 amount realized as ordinary income because it is
not more than the GAAs unadjusted depreciable basis
($10,000) plus any expensed cost (for example, the sec
tion 179 deduction) for property in the GM ($0), minus
any amounts previously recognized as ordinary income
because of dispositions of other property from the GM
($0).

The unadjusted depreciable basis and depreciation re
serve of the GM are not affected by the sale of the ma
chine. The depreciation allowance for the GM in 2013 is
$3,200 [($10,000— $2,000) x 40%].

Example 2. Assume the same facts as in Example 1.
In June 2014, Make & Sell sells seven machines to an un
related person for a total of $1,100. These machines are
treated as having an adjusted basis of zero.

On its 2014 tax return, Make & Sell recognizes $1,000
as ordinary income. This is the GM’s unadjusted
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depreciable basis ($10,000) plus the expensed costs ($0),
minus the amount previously recognized as ordinary in
come ($9,000). The remaining amount realized of $100
($1,100 — $1,000) is section 1231 gain (discussed in
chapter 3 of Publication 544).

The unadjusted depreciable basis and depreciation re
serve of the GM are not affected by the disposition of the
machines. The depreciation allowance for the GM in
2014 is $1,920 [($10,000 —$5,200) x 40%].

Terminating GAA Treatment
You must remove the following property from a GM.

• Property you dispose of in a nonrecognition transac
tion or an abusive transaction.

• Property you dispose of in a qualifying disposition or in
a disposition of all the property in the GM, if you
choose to terminate GM treatment.

• Property you dispose of in a like-kind exchange or an
involuntary conversion.

• Property you change to personal use.

• Property for which you must recapture any allowable
credit or deduction, such as the investment credit, the
credit for qualified electric vehicles, the section 179
deduction, or the deduction for clean-fuel vehicles and
clean-fuel vehicle refueling property placed in service
before January 1, 2006.

If you remove property from a GM, you must make the
following adjustments.

1. Reduce the unadjusted depreciable basis of the GM
by the unadjusted depreciable basis of the property
as of the first day of the tax year in which the disposi
tion, change in use, or recapture event occurs. You
can use any reasonable method that is consistently
applied to determine the unadjusted depreciable ba
sis of the property you remove from a GM.

2. Reduce the depreciation reserve account by the de
preciation allowed or allowable for the property (com
puted in the same way as computed for the GM) as
of the end of the tax year immediately preceding the
year in which the disposition, change in use, or recap
ture event occurs.

These adjustments have no effect on the recognition and
character of prior dispositions subject to the rules dis
cussed earlier under Disposing of GAA Property.

Nonrecognition transactions. If you dispose of GM
property in a nonrecognition transaction, you must remove
it from the GM. The following are nonrecognition transac
tions.

• The receipt by one corporation of property distributed
in complete liquidation of another corporation.

• The transfer of property to a corporation solely in ex
change for stock in that corporation if the transferor is
in control of the corporation immediately after the ex
change.

• The transfer of property by a corporation that is a party
to a reorganization in exchange solely for stock and
securities in another corporation that is also a party to
the reorganization.

• The contribution of property to a partnership in ex
change for an interest in the partnership.

• The distribution of property (including money) from a
partnership to a partner.

• Any transaction between members of the same aftiii
ated group during any year for which the group makes
a consolidated return.

Rules for recipient (transferee). The recipient of the
property (the person to whom it is transferred) must in
clude your (the transferor’s) adjusted basis in the property
in a GM. If you transferred either all of the property or the
last item of property in a GM, the recipient’s basis in the
property is the result of the following.

• The adjusted depreciable basis of the GM as of the
beginning of your tax year in which the transaction
takes place, minus

• The depreciation allowable to you for the year of the
transfer.

For this purpose, the adjusted depreciable basis of a
GM is the unadjusted depreciable basis of the GM mi
nus any depreciation allowed or allowable for the GM.

Abusive transactions. If you dispose of GM property in
an abusive transaction, you must remove it from the GM.
A disposition is an abusive transaction it it is not a nonre
cognition transaction (described earlier) or a like-kind ex
change or involuntary conversion and a main purpose for
the disposition is to get a tax benefit or a result that would
not be available without the use of a GM. Examples of
abusive transactions include the following.

1. A transaction with a main purpose of shifting income
or deductions among taxpayers in a way that would
not be possible without choosing to use a GM to take
advantage of differing effective tax rates.

2. A choice to use a GM with a main purpose of dispos
ing of property from the GM so that you can use an
expiring net operating loss or credit. For example, if
you have a net operating loss carryover or a credit
carryover, the following transactions will be consid
ered abusive transactions unless there is strong evi
dence to the contrary.

a. A transfer of GM property to a related person.
b. A transfer of GM property under an agreement

where the property continues to be used, otis
available for use, by you.

Figuring gain or loss. You must determine the gain,
loss, or other deduction due to an abusive transaction by
taking into account the property’s adjusted basis. The ad
justed basis of the property at the time of the disposition is
the result of the following:

• The unadjusted depreciable basis of the property, mi
nus

• The depreciation allowed or allowable for the property
figured by using the depreciation method, recovery
period, and convention that applied to the GM in
which the property was included.

If there is a gain, the amount subject to recapture as or
dinary income is the smaller of the following.
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1. The depreciation allowed or allowable for the prop
erty, including any expensed cost (such as section
179 deductions or the additional depreciation allowed
or allowable for the property).

2. The result of the following:

a. The original unadjusted depreciable basis of the
GAA (plus, for section 1245 property originally in
cluded in the GM, any expensed cost), minus

b. The total gain previously recognized as ordinary
income on the disposition of property from the
GM.

Qualifying dispositions. If you dispose of GM property
in a qualifying disposition, you can choose to remove the
property from the GM. A qualifying disposition is one that
does not involve all the property, or the last item of prop
erty, remaining in a GM and that is described by any of
the following.

1. A disposition that is a direct result of fire, storm, ship
wreck, other casualty, or theft.

2. A charitable contribution for which a deduction is al
lowed.

3. A disposition that is a direct result of a cessation, ter
mination, or disposition of a business, manufacturing
or other income-producing process, operation, facility,
plant, or other unit (other than by transfer to a sup
plies, scrap, or similar account).

4. A nontaxable transaction other than a nonrecognition
transaction (described earlier), a like-kind exchange
or involuntary conversion, or a transaction that is non-
taxable only because it is a disposition from a GM.

If you choose to remove the property from the GM, fig
ure your gain, loss, or other deduction resulting from the
disposition in the manner described earlier under Abusive
transactions.

LIke-kind exchanges and Involuntary conversions. If
you dispose of GM property as a result of a like-kind ex
change or involuntary conversion, you must remove from
the GM the property that you transferred. See chapter 1
of Publication 544 for information on these transactions.
Figure your gain, loss, or other deduction resulting from
the disposition in the manner described earlier under Abu
sive transactions.

Example. Sankofa, a calendar-year corporation, main
tains one GM for 12 machines. Each machine costs
$15,000 and was placed in service in 2071. Of the 12 ma
chines, nine cost a total of $1 35,000 and are used in San
kofa’s New York plant and three machines cost $45,000
and are used in Sankofa’s New Jersey plant. Assume this
GM uses the 200% declining balance depreciation
method, a 5-year recovery period, and a hall-year conven
tion, Sankofa does not claim the section 179 deduction
and the machines do not qualify for a special depreciation
allowance. As of January 1, 2013, the depreciation re
serve account for the GM is $93,600.

In May 2013, Sankofa sells its entire manufacturing
plant in New Jersey to an unrelated person. The sales
proceeds allocated to each of the three machines at the
New Jersey plant is $5,000. This transaction is a qualify
ing disposition, so Sankofa chooses to remove the three

machines from the GM and figure the gain, loss, or other
deduction by taking into account their adjusted bases.

For Sankofa’s 2013 return, the depreciation allowance
for the GM is figured as follows. As of December 31,
2012, the depreciation allowed or allowable for the three
machines at the New Jersey plant is $23,400. As of Janu
ary 1, 2013, the unadjusted depreciable basis of the GM
is reduced from $180,000 to $135,000 ($180,000 minus
the $45,000 unadjusted depreciable bases of the three
machines), and the depreciation reserve account is de
creased from $93,600 to $70,200 ($93,600 minus
$23,400 depreciation allowed or allowable for the three
machines as of December 31, 2072). The depreciation al
lowance for the GM in 2013 is $25,920 [($135,000 —

$70,200) x 40%J.
For Sankofa’s 2013 return, gain or loss for each of the

three machines at the New Jersey plant is determined as
follows. The depreciation allowed or allowable in 2013 for
each machine is $1,440 [(($15,000 — $7,800) x 40%) ÷ 21.
The adjusted basis of each machine is $5,760 (the adjus
ted depreciable basis of $7,200 removed from the ac
count less the $1,440 depreciation allowed or allowable in
2013). As a result, the loss recognized in 2013 for each
machine is $760 ($5,000 — $5,760). This loss is subject to
section 1231 treatment. See chapter 3 of Publication 544
for information on section 1231 losses.

DisposItIon of all property In a GAA. If you dispose of
all the property, or the last item of property, in a GM, you
can choose to end the GM. If you make this choice, you
figure the gain or loss by comparing the adjusted depreci
able basis of the GM with the amount realized.

If there is a gain, the amount subject to recapture as or
dinary income is limited to the result of the following.

• The depreciation allowed or allowable for the GM, in
cluding any expensed cost (such as section 179 de
ductions or the additional depreciation allowed or al
lowable for the GM), minus

• The total gain previously recognized as ordinary in
come on the disposition of property from the GM.

Like-kind exchanges and involuntary conversions.
It you dispose of all the property or the last item of prop
erty in a GAA as a result of a like-kind exchange or invol
untary conversion, the GM terminates. You must figure
the gain or loss in the manner described above under
position of all property in a GM.

Example. Duforcelf, a calendar-year corporation,
maintains a GM for 1,000 calculators that cost a total of
$60,000 and were placed in service in 2010. Assume this
GM is depreciated under the 200% declining balance
method, has a recovery period of 5 years, and uses a
half-year convention. Duforceif does not claim the section
179 deduction and the calculators do not qualify for a spe
cial depreciation allowance. In 2012, Duforcelf sells 200 of
the calculators to an unrelated person for $10,000. The
$10,000 is recognized as ordinary income.

In March 2013, Duforcelf sells the remaining calcula
tors in the GM to an unrelated person for $35,000. Dufor
celt decides to end the GM.

On the date of the disposition, the adjusted depreciable
basis of the account is $23,040 (unadjusted depreciable
basis of $60,000 minus the depreciation allowed or allow
able of $36,960). In 2013, Duforcelf recognizes a gain of
$17,960. This is the amount realized of $35,000 minus the
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adjusted depreciable basis of $23,040. The gain subject
to recapture as ordinary income is limited to the deprecia
tion allowed or allowable minus the amounts previously
recognized as ordinary income ($36,960 — $10,000 =
$26,960). Therefore, the entire gain of $1 1,960 is recap
tured as ordinary income.

Electing To Use a GAA

An election to include property in a GAA is made sepa
rately by each owner of the property. This means that an
election to include property in a GAA must be made by
each member of a consolidated group and at the partner
ship or S corporation level (and not by each partner or
shareholder separately).

How to make the election. Make the election by com
pleting line 18 of Form 4562.

When to make the election. You must make the elec
tion on a timely filed tax return (including extensions) for
the year in which you place in service the property inclu
ded in the GAA. However, if you timely filed your return for
the year without making the election, you still can make
the election by filing an amended return within 6 months of
the due date of the return (excluding extensions). Attach
the election to the amended return and write “Filed pur
suant to section 301.9100-2” on the election statement.

You must maintain records that identify the prop
erty included in each GM, that establish the un
adjusted depreciable basis and depreciation re

serve of the GM, and that reflect the amount realized
during the year upon dispositions from each GM. How
ever, see chapter 2 for the recordkeeping requirements
for section 179 property.

Revoking an election. You can revoke an election to
use a GM only in the following situations.

• You include in the GM property that generates for
eign source income, both United States and foreign
source income, or combined gross income of an FSC,
a DISC, or a possessions corporation and its related
supplier, and that inclusion results in a substantial dis
tortion of income.

• You remove property from the GM as described un
der Terminating GAA Treatment, earlier.

When you dispose of property that you depreciated using
MACRS, any gain on the disposition generally is recap
tured (included in income) as ordinary income up to the
amount of the depreciation previously allowed or allowa
ble for the property. Depreciation, for this purpose, in
cludes the following.

• Any section 179 deduction claimed on the property.

• Any deduction under section 1 79B of the Internal Rev
enue Code for capital costs to comply with Environ
mental Protection Agency sulfur regulations.

• Any deduction under section 1 79C of the Internal Rev
enue Code for certain qualified refinery property
placed in service after August 6, 2005.

• Any deduction under section 179D of the Internal Rev
enue Code for certain energy efficient commercial
building property placed in service after December31,
2005.

• Any deduction under section 179E of the Internal Rev
enue Code for qualified advanced mine safety equip
ment property placed in service after December 20,
2006.

• Any deduction under section 190 of the Internal Reve
nue Code for removal of barriers to the disabled and
the elderly.

• Any deduction under section 193 of the Internal Reve
nue Code for tertiary injectants.

• Any special depreciation allowance previously al
lowed or allowable for the property (unless you elec
ted not to claim it).

There is no recapture for residential rental and nonresi
dential real property unless that property is qualified prop
erty for which you claimed a special depreciation allow
ance. For more information on depreciation recapture, see
Publication 544.

5.

Additional Rules for
Listed Property

When Do You Recapture
MACRS Depreciation?
Terms you may need to know
(see Glossary):

Disposition

Nonresidential real property

Recapture

Residential rental property

Introduction
This chapter discusses the deduction limits and other spe
cial rules that apply to certain listed property. Listed prop
erty includes cars and other property used for transporta
tion, property used for entertainment, and certain
computers.

Deductions for listed property (other than certain
leased property) are subject to the following special rules
and limits.

• Deduction for employees. If your use of the property
is not for your employer’s convenience or is not re
quired as a condition of your employment, you cannot
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deduct depreciation or rent expenses for your use of
the property as an employee.

• Business-use requirement. If the property is not
used predominantly (more than 50%) for qualified
business use, you cannot claim the section 179 de
duction or a special depreciation allowance. In addi
tion, you must figure any depreciation deduction un
der the Modified Accelerated Cost Recovery System
(MACRS) using the straight line method over the ADS
recovery period. You may also have to recapture (in
clude in income) any excess depreciation claimed in
previous years. A similar inclusion amount applies to
certain leased property.

• Passenger automobile limits and rules. Annual
limits apply to depreciation deductions (including sec
tion 179 deductions and any special depreciation al
lowance) for certain passenger automobiles. You can
continue to deduct depreciation for the unrecovered
basis resulting from these limits after the end of the re
covery period.

This chapter defines listed property and explains the
special rules and depreciation deduction limits that apply,
including the special inclusion amount rule for leased
property. It also discusses the recordkeeping rules for lis
ted property and explains how to report information about
the property on your tax return.

Useful Items
You may want to see:

Publication

463 Travel, Entertainment, Gift, and Car Expenses

535 Business Expenses

587 Business Use of Your Home (Including Use by
Daycare Providers)

Form (and Instructions)

2106 Employee Business Expenses

2106-EZ Unreimbursed Employee Business
Expenses

4562 Depreciation and Amortization

4797 Sales of Business Property

See chapter 6 for information about getting publications
and forms.

What Is Listed Property?

Terms you may need to know
(see Glossary):

Capitalized

Commuting

Improvement

Listed property is any of the following.
• Passenger automobiles (as defined later).

• Any other property used for transportation, unless it is
an excepted vehicle.

• Property generally used for entertainment, recreation,
or amusement (including photographic, phonographic,
communication, and video-recording equipment).

• Computers and related peripheral equipment, unless
used only at a regular business establishment and
owned or leased by the person operating the estab
lishment. A regular business establishment includes a
portion of a dwelling unit that is used both regularly
and exclusively for business as discussed in Publica
tion 587.

Improvements to listed property. An improvement
made to listed property that must be capitalized is treated
as a new item of depreciable property. The recovery pe
riod and method of depreciation that apply to the listed
property as a whole also apply to the improvement. For
example, if you must depreciate the listed property using
the straight line method, you also must depreciate the im
provement using the straight line method.

Passenger Automobiles
A passenger automobile is any four-wheeled vehicle
made primarily for use on public streets, roads, and high
ways and rated at 6,000 pounds or less of unloaded gross
vehicle weight (6,000 pounds or less of gross vehicle
weight for trucks and vans). It includes any part, compo
nent, or other item physically attached to the automobile
at the time of purchase or usually included in the purchase
price of an automobile.

The following vehicles are not considered passenger
automobiles for these purposes.

• An ambulance, hearse, or combination ambu
lance-hearse used directly in a trade or business.

• A vehicle used directly in the trade or business of
transporting persons or property for pay or hire.

• A truck or van that is a qualified nonpersonal use vehi
cle.

Qualified nonpersonal use vehicles. Qualified nonper
sonal use vehicles are vehicles that by their nature are not
likely to be used more than a minimal amount for personal
purposes. They include the trucks and vans listed as ex
cepted vehicles under Other Property Used for Transopj
tation, next. They also include trucks and vans that have
been specially modified so that they are not likely to be
used more than a minimal amount for personal purposes,
such as by installation of permanent shelving and painting
the vehicle to display advertising or the companys name.

For a detailed discussion of passenger automobiles, in
cluding leased passenger automobiles, see
Publication 463.

Recovery period

Straight line method
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Other Property Used
for Transportation

Although vehicles used to transport persons or
property for pay or hire and vehicles rated at more
Than The 6,000-pound Threshold are not passen

ger automobiles, they are still “other properly used for
transportation” and are subject to the special rules for lis
ted property.

Other property used for transportation includes trucks,
buses, boats, airplanes, motorcycles, and any other vehi
cles used to transport persons or goods.

Excepted vehicles. Other property used for transporta
tion does not include the following qualified nonpersonal
use vehicles (defined earlier under Passenger Automo
s.

• Clearly marked police and fire vehicles.

• Unmarked vehicles used by law enforcement officers
if the use is officially authorized.

• Ambulances used as such and hearses used as such.

• Any vehicle with a loaded gross vehicle weight of over
14,000 pounds that is designed to carry cargo.

• Bucket trucks (cherry pickers), cement mixers, dump
trucks (including garbage trucks), flatbed trucks, and
refrigerated trucks.

• Combines, cranes and derricks, and forklifts.

• Delivery trucks with seating only for the driver, or only
for the driver plus a folding jump seat.

• Qualified moving vans.

• Qualified specialized utility repair trucks.

• School buses used in transporting students and em
ployees of schools.

• Other buses with a capacity of at least 20 passengers
that are used as passenger buses.

• Tractors and other special purpose farm vehicles.

Clearly marked police and fire vehicle. A clearly
marked police or fire vehicle is a vehicle that meets all the
following requirements.

• It is owned or leased by a governmental unit or an
agency or instrumentality of a governmental unit.

• It is required to be used for commuting by a police offi
cer or fire fighter who, when not on a regular shill, is
on call at all times.

• It is prohibited from being used for personal use (other
than commuting) outside the limit of the police officers
arrest powers or the fire fighters obligation to respond
to an emergency.

• It is clearly marked with painted insignia or words that
make it readily apparent that it is a police or fire vehi
cle. A marking on a license plate is not a clear marking
for these purposes.

Qualified moving van. A qualified moving van is any
truck or van used by a professional moving company for

moving household or business goods it the following re
quirements are met.

• No personal use of the van is allowed other than for
travel to and from a move site or for minor personal
use, such as a stop for lunch on the way from one
move site to another.

• Personal use for travel to and from a move site hap
pens no more than five times a month on average.

• Personal use is limited to situations in which it is more
convenient to the employer, because of the location of
the employee’s residence in relation to the location of
the move site, for the van not to be returned to the em
ployer’s business location.

Qualified specialized utility repair truck. A truck is
a qualified specialized utility repair truck if it is not a van or
pickup truck and all the following apply.

• The truck was specifically designed for and is used to
cany heavy tools, testing equipment, or parts.

• Shelves, racks, or other permanent interior construc
tion has been installed to carry and store the tools,
equipment, or parts and would make it unlikely that
the truck would be used, other than minimally, for per
sonal purposes.

• The employer requires the employee to drive the truck
home in order to be able to respond in emergency sit
uations for purposes of restoring or maintaining elec
tricity, gas, telephone, water, sewer, or steam utility
services.

Computers and Related
Peripheral Equipment
A computer is a programmable, electronically activated
device capable of accepting information, applying prescri
bed processes to the information, and supplying the re
sults of those processes with or without human interven
tion. It consists of a central processing unit with extensive
storage, logic, arithmetic, and control capabilities.

Related peripheral equipment is any auxiliary machine
which is designed to be controlled by the central process
ing unit of a computer.

The following are neither computers nor related periph
eral equipment.

• Any equipment that is an integral part of other property
that is not a computer.

• Typewriters, calculators, adding and accounting ma
chines, copiers, duplicating equipment, and similar
equipment.

• Equipment of a kind used primarily for the user’s
amusement or entertainment, such as video games.

Can Employees Claim
a Deduction?
If you are an employee, you can claim a depreciation de
duction for the use of your listed property (whether owned
or rented) in performing services as an employee only if
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your use is a business use. The use of your property in
performing services as an employee is a business use
only if both the following requirements are met.

virtually identical to the office model. His use of the com
puter is neither for the convenience of his employer nor re
quired as a condition of employment.

• The use is for your employer’s convenience.

• The use is required as a condition of your employ
ment.

If these requirements are not met, you cannot deduct
depreciation (including the section 179 deduction) or rent
expenses for your use of the property as an employee.

Employer’s convenience. Whether the use of listed
property is for your employer’s convenience must be de
termined from all the facts. The use is for your employer’s
convenience if it is for a substantial business reason of the
employer. The use of listed property during your regular
working hours to carry on your employer’s business gen
erally is for the employer’s convenience.

Condition of employment. Whether the use of listed
property is a condition of your employment depends on all
the facts and circumstances. The use of property must be
required for you to perform your duties properly. Your em
ployer does not have to require explicitly that you use the
property. However, a mere statement by the employer
that the use of the property is a condition of your employ
ment is not sufficient.

Example 1. Virginia Sycamore is employed as a cou
rier with We Deliver, which provides local courier services.
She owns and uses a motorcycle to deliver packages to
downtown offices. We Deliver explicitly requires all deliv
ery persons to own a car or motorcycle for use in their em
ployment. Virginia’s use of the motorcycle is for the con
venience of We Deliver and is required as a condition of
employment.

Example 2. Bill Nelson is an inspector for Uplift, a con
stwction company with many sites in the local area. He
must travel to these sites on a regular basis. Uplift does
not furnish an automobile or explicitly require him to use
his own automobile. However, it pays him for any costs he
incurs in traveling to the various sites. The use of his own
automobile or a rental automobile is for the convenience
of Uplift and is required as a condition of employment.

Example 3. Assume the same facts as in Example 2
except that Uplift furnishes a car to Bill, who chooses to
use his own car and receive payment for using it. The use
of his own car is neither for the convenience of Uplift nor
required as a condition of employment.

Example 4. Marilyn Lee is a pilot for Y Company, a
small charter airline. Y requires pilots to obtain 80 hours of
flight time annually in addition to flight time spent with the
airline. Pilots usuaTly can obtain these hours by flying with
the Air Force Reserve or by flying part-time with another
airline. Marilyn owns her own airplane. The use of her air
plane to obtain the required flight hours is neither for the
convenience of the employer nor required as a condition
of employment.

Example 5. David Rule is employed as an engineer
with Zip, an engineering contracting firm. He occasionally
takes work home at night rather than work late in the of
fice. He owns and uses a home computer which is

What Is the Busmess-Use
Requirement?

Terms you may need to know
(see Glossary):

Adjusted basis

Business/investment use

Capitalized

Commuting

Declining balance method

Fair market value (FMV)

Nonresidential real property

Placed in service

Recapture

Recovery period

Straight line method

You can claim the section 179 deduction and a special
depreciation allowance for listed property and depreciate
listed property using GDS and a declining balance
method if the property meets the business-use require
ment. To meet this requirement, listed property must be
used predominantly (more than 50% of its total use) for
qualified business use. It this requirement is not met, the
following rules apply.

• Property not used predominantly for qualified busi
ness use during the year it is placed in service does
not qualify for the section 179 deduction.

• Property not used predominantly for qualified busi
ness use during the year it is placed in service does
not qualify for a special depreciation allowance.

• Any depreciation deduction under MACRS for prop
erty not used predominantly for qualified business use
during any year must be figured using the straight line
method over the ADS recovery period. This rule ap
plies each year of the recovery period.

• Excess depreciation on property previously used pre
dominantly for qualified business use must be recap
tured (included in income) in the first year in which it is
no longer used predominantly for qualified business
use.

• A lessee must add an inclusion amount to income in
the first year in which the leased property is not used
predominantly for qualified business use.
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Being required to use the straight line method for
an item of listed property not used predominantly
for qualified business use is not the same as

electing the straight line method. It does not mean that
you have to use the straight line method for other property
in the same class as the item of listed property

Exception tot leased property. The business-use re
quirement generally does not apply to any listed property
leased or held for leasing by anyone regularly engaged in
the business of leasing listed property.

You are considered regularly engaged in the business
of leasing listed property only if you enter into contracts for
the leasing of listed property with some frequency over acontinuous period of time. This determination is made on
the basis of the facts and circumstances in each case and
takes into account the nature of your business in its en
tirety. Occasional or incidental leasing activity is insuffi
cient. For example, if you lease only one passenger auto
mobile during a tax year, you are not regularly engaged in
the business of leasing automobiles. An employer who al
lows an employee to use the employer’s property for per
sonal purposes and charges the employee for the use is
not regularly engaged in the business of leasing the prop
erty used by the employee.

How To Allocate Use
To determine whether the business-use requirement is
met, you must allocate the use of any item of listed prop
erty used for more than one purpose during the year
among its various uses.

For passenger automobiles and other means of trans
portation, allocate the property’s use on the basis of mile
age. You determine the percentage of qualified business
use by dividing the number of miles you drove the vehicle
for business purposes during the year by the total number
of miles you drove the vehicle for all purposes (including
business miles) during the year.

For other listed property, allocate the property’s use on
the basis of the most appropriate unit of time the property
is actually used (rather than merely being available for
use). For example, you can determine the percentage of
business use of a computer by dividing the number of
hours you used the computer for business purposes dur
ing the year by the total number of hours you used the
computer for all purposes (including business use) during
the year.

Entertainment use. Treat the use of listed property for
entertainment, recreation, or amusement purposes as a
business use only to the extent you can deduct expenses
(other than interest and property tax expenses) due to its
use as an ordinary and necessary business expense.

Commuting use. The use of an automobile for commut
ing is not business use, regardless of whether work is per
formed during the trip. For example, a business telephone
call made on a car telephone while commuting to work
does not change the character of the trip from commuting
to business. This is also true for a business meeting held
in a car while commuting to work. Similarly, a business
call made on an otherwise personal trip does not change
the character of a trip from personal to business. The fact
that an automobile is used to display material that adverti

sos the owner’s or user’s trade or business does not con
vert an otherwise personal use into business use.

Use of your automobile by another person. If some
one else uses your automobile, do not treat that use as
business use unless one of the following conditions ap
plies.

1. That use is directly connected with your business.
2. You properly report the value of the use as income to

the other person and withhold tax on the income
where required.

3. You are paid a fair market rent.
Treat any payment to you for the use of the automobile as
a rent payment for purposes of item (3).

Employee deductIons. If you are an employee, do not
treat your use of listed property as business use unless it
is for your employer’s convenience and is required as a
condition of your employment. See Can Employees Claim
a Deduction, earlier.

Qualified Business Use
Qualified business use of listed property is any use of the
property in your trade or business. However, it does not
include the following uses.

• The leasing of property to any 5% owner or related
person (to the extent the property is used by a 5%
owner or person related to the owner or lessee of the
property).

• The use of property as pay for the services of a 5%
owner or related person.

• The use of property as pay for services of any person
(other than a 5% owner or related person), unless the
value of the use is included in that person’s gross in
come and income tax is withheld on that amount
where required.

Property does not stop being used predominantly
for qualified business use because of a transfer at

• death.

Exception for leasing or compensatory use of air
craft. Treat the leasing of any aircraft by a 5% owner or
related person, or the compensatory use of any aircraft,
as a qualified business use if at least 25% of the total use
of the aircraft during the year is for a qualified business
use.

5% owner. For a business entity that is not a corporation,
a 5% owner is any person who owns more than 5% of the
capital or profits interest in the business.

For a corporation, a 5% owner is any person who owns,
or is considered to own, either of the following.

• More than 5% of the outstanding stock of the corpora
tion.

• Stock possessing more than 5% of the total combined
voting power of all stock in the corporation.

Related persons. For a description of related persons,
see Related persons in the discussion on property owned
or used in 1986 under What Method Can You Use To
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Depreciate Your Properly in chapter 1. For this purpose,
however, treat as related persons only the relationships
listed in items (1) through (10) of that discussion and sub
stitute ‘50%” for “10%” each place it appears.

Examples. The following examples illustrate whether the
use of business property is qualified business use.

Example 1. John Maple is the sole proprietor of a
plumbing contracting business. John employs his brother,
Richard, in the business. As part of Richard’s pay, he is al
lowed to use one of the company automobiles for per
sonal use. The company includes the value of the per
sonal use of the automobile in Richards gross income
and properly withholds tax on it. The use of the automo
bile is pay for the performance of services by a related
person, so it is not a qualified business use.

Example 2. John, in Example 1, allows unrelated em
ployees to use company automobiles for personal purpo
ses. He does not include the value of the personal use of
the company automobiles as part of their compensation
and he does not withhold tax on the value of the use of the
automobiles. This use of company automobiles by em
ployees is not a qualified business use.

Example 3. James Company Inc. owns several auto
mobiles that its employees use for business purposes.
The employees also are allowed to take the automobiles
home at night. The fair market value of each employee’s
use of an automobile for any personal purpose, such as
commuting to and from work, is reported as income to the
employee and James Company withholds tax on it. This
use of company automobiles by employees, even for per
sonal purposes, is a qualified business use for the com
pany.

Investment Use

The use of property to produce income in a nonbusiness
activity (investment use) is not a qualified business use.
However, you can treat the investment use as business
use to figure the depreciation deduction for the property in
a given year.

Example 1. Sarah Bradley uses a home computer
50% of the time to manage her investments. She also
uses the computer 40% of the time in her part-time con
sumer research business. Sarah’s home computer is lis
ted property because it is not used at a regular business
establishment. She does not use the computer predomi
nantly for qualified business use. Therefore, she cannot
elect a section 179 deduction or claim a special deprecia
tion allowance for the computer. She must depreciate it
using the straight line method over the ADS recovery pe
rod. Her combined business/investment use for determin
ing her depreciation deduction is 90%.

Example 2. If Sarah uses her computer 30% of the
time to manage her investments and 60% of the time in
her consumer research business, it is used predominantly
for qualified business use. She can elect a section 179 de
duction and, if she does not deduct all the computer’s
cost, she can claim a special depreciation allowance and

depreciate the computer using the 200% declining bal
ance method over the GDS recovery period. Her com
bined business/investment use for determining her
depreciation deduction is 90%.

Recapture of Excess Depreciation
If you used listed property more than 50% in a qualified
business use in the year you placed it in service, you must
recapture (include in income) excess depreciation in the
first year you use it 50% or less. You also increase the ad
justed basis of your property by the same amount.

Excess depreciation is:

1. The depreciation allowable for the property (including
any section 179 deduction and special depreciation
allowance claimed) for years before the first year you
do not use the property predominantly for qualified
business use, minus

2. The depreciation that would have been allowable for
those years if you had not used the property predomi
nantly for qualified business use in the year you
placed it in service.

To determine the amount in (2) above, you must refigure
the depreciation using the straight line method and the
ADS recovery period.

Example. In June 2008, Ellen Rye purchased and
placed in service a pickup truck that cost $18,000. She
used it only for qualified business use for 2008 through
2011. Ellen claimed a section 179 deduction of $10,000
based on the purchase of the truck. She began depreciat
ing it using the 200% DB method over a 5-year GDS re
covery period. The pickup truck’s gross vehicle weight
was over 6,000 pounds, so it was not subject to the pas
senger automobile limits discussed later under Do the
Passenger Automobile Limits Apply. During 2012, she
used the truck 50% for business and 50% for personal
purposes. She includes $4,018 excess depreciation in her
gross income for 2012. The excess depreciation is deter
mined as follows.

Total section 179 deduction ($10,000) and
depreciation claimed ($6,618) for 2008 through
2011. (Depredation Is from Table A-I.) 816,618

Minus: Depredation allowable (Table
A-B):
2008—10% of $18,000 $1,600
2009—20%of $18,000 3,600
2010—20%of $18,000 3,600
2011 —20% of $18,000 3,600

Excess deprecIation

If Ellen’s use of the truck does not change to 50% for
business and 50% for personal purposes until 2014, there
will be no excess depreciation. The total depreciation al
lowable using Table A-S through 2014 will be $18,000,
which equals the total of the section 179 deduction and
depreciation she will have claimed.
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Where to figure and report recapture. Use Form 4797,
Part IV, to figure the recapture amount. Report the recap
ture amount as other income on the same form or sched
ule on which you took the depreciation deduction. For ex
ample, report the recapture amount as other income on
Schedule C (Form 1040) if you took the depreciation de
duction on Schedule C. If you took the depreciation de
duction on Form 2706, report the recapture amount as
other income on Form 1040, line 21.

Lessee’s Inclusion Amount
If you use leased listed property other than a passenger
automobile for business/investment use, you must include
an amount in your income in the first year your qualified
business-use percentage is 50% or less. Your qualified
business-use percentage is the part of the property’s total
use that is qualified business use (defined earlier). For the
inclusion amount rules for a leased passenger automo
bile, see Leasing a Car in chapter 4 of Publication 463.

The inclusion amount is the sum of Amount A and
Amount B, described next. However, see the special rules
for the inclusion amount, later, if your lease begins in the
last 9 months of your tax year or is for less than one year.

Amount A. Amount A is:

1. The fair market value of the property, multiplied by
2. The business/investment use for the first tax year the

qualified business-use percentage is 50% or less,
multiplied by

3. The applicable percentage from Table A- 19 in Appen
dix A.

The fair market value of the property is the value on the
first day of the lease term. If the capitalized cost of an item
of listed property is specified in the lease agreement, you
must treat that amount as the fair market value.

Amount B. Amount B is:

1. The fair market value of the property, multiplied by
2. The average of the business/investment use for all tax

years the property was leased that precede the first
tax year the qualified business-use percentage is
50% or less, multiplied by

3. The applicable percentage from Table A—20 in 4P
pendixA.

Maximum Inclusion amount. The inclusion amount
cannot be more than the sum of the deductible amounts of
rent for the tax year in which the lessee must include the
amount in gross income.

Inclusion amount worksheet. The following worksheet
is provided to help you figure the inclusion amount for
leased listed property.

Inclusion Amount Worksheet
for Leased Listed Property

Keep for Your Records

1. Fair market value
2. Business/investment use for first year

business use is 50% or less

_______

3. Multiply line 1 by line 2

_______

4. Rate (%) from Table A-i 9

______

5. Multiply line 3 by line 4. This is Amount
A

______

6. Fair market value
7. Average business/investment use for

years property leased before the first year
business use is 50% or less

_______

8. Multiply line 6 by line 7

_______

9. Rate (%) from Table A-20

______

70. Multiply line 8 by line 9. This is Amount
B

______

11. Add line 5 and line 10. This is your
inclusion amount. Enter here and as other
Income on the form or schedule on which
you originally took the deduction (for
example, Schedule C or F (Form 1040),
Form 1040, Form 1720, etc.)

______

Example. On February 1, 2010, Larry House, a calen
dar year taxpayer, leased and placed in service a com
puter with a fair market value of $3,000. The lease is for a
period of 5 years. Larry does not use the computer at a
regular business establishment, so it is listed property. His
business use of the property (all of which is qualified busi
ness use) is 80% in 2010, 60% in 2011, and 40% in 2012.
He must add an inclusion amount to gross income for
2012, the first tax year his qualified business-use percent
age is 50% or less. The computer has a 5-year recovery
period under both GDS and ADS. 2072 is the third tax
year of the lease, so the applicable percentage from Table
&iLis —7 9.8%. The applicable percentage from Table
A-20 is 22.0%. Larry’s deductible rent for the computer for
2072 is $800.

Larry uses the inclusion amount worksheet.to figure the
amount he must include in income for 2012. His inclusion
amount is $224, which is the sum of —$238 (Amount A)
and $462 (Amount B).

Inclusion Amount Worksheet
for Leased Listed Property

Keep for Your Records
1. Fair market value $3,000
2. Business/investment use for first year

business use is 50% or less 40 %
3. Multiply line 1 by line 2 1,200
4. Rate (%) from Table A-i 9 —19.8 %
5. Multiply line 3 by line 4. This is Amount

A —238
6. Fair market value 3,000
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7. Average business/investment use tot
years property leased before the first
year business use is 50% or less

______

8. Multiply line 6 by line 7

______

9. Rate (%) from Table A-20

_____

10. Multiply line 8 by line 9. This is Amount
B

_____

11. Add line 5 and line 10. This is your
inclusion amount. Enter here and as
other income on the form or schedule
on which you originally took the
deduction (for example, Schedule C or F
(Form 7040), Form 1040, Form 1720,
etc.) $224

Lease beginning In the last 9 months of your tax
year. The inclusion amount is subject to a special rule if
all the following apply.

• The lease term begins within 9 months before the
close of your tax year.

• You do not use the property predominantly (more than
50%) for qualified business use during that part of the
tax year.

• The lease term continues into your next tax year.

Under this special rule, add the inclusion amount to in
come in the next tax year. Figure the inclusion amount by
taking into account the average of the business/invest
ment use for both tax years (line 2 of the Inclusion Amount
Worksheet for Leased Listed Property) and the applicable
percentage for the tax year the lease term begins. Skip
lines 6 through 9 of the worksheet and enter zero on
line 10.

Example 7. On August 1, 2011, Julie Rule, a calendar
year taxpayer, leased and placed in service an item of lis
ted property. The property is 5-year property with a fair
market value of $10,000. Her property has a recovery pe
rod of 5 years under ADS. The lease is for 5 years. Her
business use of the property was 50% in 2071 and 90% in
2012. She paid rent of $3,600 for 2011, of which $3,240 is
deductible. She must include $147 in income in 2012. The
$147 is the sum of Amount A and Amount B. Amount A is
$147 ($10,000 x 70% x 2.1%), the product of the fair mar
ket value, the average business use for 2011 and 2012,
and the applicable percentage for year one from Table
A-19. Amount B is zero.

Lease for less than one year. A special rule for the in
clusion amount applies if the lease term is less than one
year and you do not use the property predominantly (more
than 50%) for qualified business use. The amount inclu
ded in income is the inclusion amount (figured as descri
bed in the preceding discussions) multiplied by a fraction.
The numerator of the fraction is the number of days in the
lease term and the denominator is 365 for 366 for leap
years).

The lease term for listed property other than residential
rental or nonresidential real property includes options to
renew. If you have two or more successive leases that are
part of the same transaction (or a series of related

transactions) for the same or substantially similar prop
erty, treat them as one lease.

Example 2. On October 1, 2011, John Joyce, a calen
dar year taxpayer, leased and placed in service an item of
listed property that is 3-year property. This property had a
fair market value of $15,000 and a recovery period of 5
years under ADS. The lease term was 6 months (ending
on March 31, 2012), during which he used the property
45% in business. He must include $71 in income in 2012.
The $71 is the sum of Amount A and Amount B. Amount A
is $71 ($15,000 x 45% x 2.1% x 183/365), the product of
the fair market value, the average business use for both
years, and the applicable percentage for year one from
Table A-79, prorated for the length of the lease. Amount B
is zero.

Where to report InclusIon amount. Report the inclu
sion amount figured as described in the preceding discus
sions as other income on the same form or schedule on
which you took the deduction for your rental costs. For ex
ample, report the inclusion amount as other income on
Schedule C (Form 1040) if you took the deduction on
Schedule C. If you took the deduction for rental costs on
Form 2106, report the inclusion amount as other income
on Form 1040, line 21.

Do the Passenger Automobile
Limits Apply?

Terms you may need to know
(see Glossary):

Basis

Convention

Placed in service

Recovery period

The depreciation deduction, including the section 179 de
duction and special depreciation allowance, you can claim
for a passenger automobile (defined earlier) each year is
limited.

This section describes the maximum depreciation de
duction amounts for 2012 and explains how to deduct, af
ter the recovery period, the unrecovered basis of your
property that results from applying the passenger automo
bile limit.

ExceptIon for leased cars. The passenger automobile
limits generally do not apply to passenger automobiles
leased or held for leasing by anyone regularly engaged in
the business of leasing passenger automobiles. For infor
mation on when you are considered regularly engaged in
the business of leasing listed property, including passen
ger automobiles, see Exception for leased property, ear
lier, under What Is the Business-Use Requirement.
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Maximum Depreciation Deduction
The passenger automobile limits are the maximum depre
ciation amounts you can deduct for a passenger automo
bile. They are based on the date you placed the automo
bile in service.

Passenger Automobiles

The maximum deduction amounts for most passenger au
tomobiles are shown in the following table.

Maximum Depreciation Deduction
for Passenger Automobiles

1/01/2003— 7,6606
5/05/2003

lit you elected not to claim any special depreciation
allowance or the vehicle Is not qualified property, the
maximum deduction Is $3,160.

2lf you elected not to claim any special depreciation
aiiowance or the vehicle Is not qualified property, the
maximum deduction is $3,060.

21f you elected not to claim any special depreciation
allowance for the vehicle or the vehicle is not qualified
property, the maximum deduction Is $2,960.

41f you elected not to claim any special depreciation
allowance for the vehicle, the vehicle Is not qualified
property, or the vehicle Is qualified Uberty Zone property,
the maximum deduction Is $2,960.

61t you acquired the vehicle before 5/06/03, the maximum
deduction Is $7,660. If you elected not to claim any special
depreciation allowance for the vehicle, the vehicle is not
qualified property, or the vehicle is qualified Liberty Zone
property, the maximum deduction is $3,060.

8lf you elected not to claim any special depreciation
allowance for the vehicle, the vehicle is not qualified
property, or the vehicle is qualified Liberty Zone property,
the maximum deduction is $3,060.

Electric Vehicles

The maximum depreciation deductions for passenger au
tomobiles that are produced to run primarily on electricity
are higher than those for other automobiles. The maxi
mum deduction amounts for electric vehicles placed in
service after August 5, 1997, and before January 1, 2007,
are shown in the following table. Owners of electric vehi
cles placed in service after December 31, 2006, should
use the table of maximum deduction amounts later for
electric vehicles classified as passenger automobiles or
use the table of maximum deduction amounts for trucks
and vans later, for electric vehicles classified as trucks
and vans.

Maximum Depreciation Deduction
For Electric Vehicles

Date 4th&
Placed 1st 2nd 3rd Later

in Service Year Year Year Years

2006 $8,980 $14,400 $8,650 $5,225

2005 8,680 14,200 6,450 5,125

2004 31,8301 14,300 8,550 5,125

Attachment 5 for Post-Hearing Request for Information Iteni 4

If your business/investment use of the automobile
! is less than 700%, you must reduce the maximum

. deduction amount by multiplying the maximum
Date 4th & amount by the percentage of business/investment use de

Placed 1 St 2nd 3rd Later term/ned on an annual basis during the taxyear.
In Service Year Year Year Years

If you have a short tax year, you must reduce the
2012 $11 ,1 601 $5.1 00 $3,050 $1,875 ! maximum deduction amount by multiplying the

maximum amount by a fraction. The numerator of2011 11,0602 4,900 2,950 1,775 the fraction is the number of months and partial months in
2010 11,0602 4,900 2,950 1,775 the short taxyearand the denominator/s 72.

2009 10,960 4,800 2,850 1,775 Example. On April 15, 2012, Virginia Hart bought and
2008 10 960 4 800 2 850 1 775 placed in service a new car for $14,500. She used the car

‘ ‘ ‘
‘ only in her business. She files her tax return based on the

2007 3,060 4,900 2,850 1,775 calendar year. She does not elect a section 179 deduction
and elected not to claim any special depreciation allow-2006 2,960 4,800 2,850 1,775 ance for the car. Under MACRS, a car is 5-year property.

2005 2,960 4,700 2,650 1 675 Since she placed her car in service on April 15 and used II
only for business, she uses the percentages in Table A-I

2004 10,610 4,800 2,850 1,675 to figure her MACRS depreciation on the car. Virginia mul
4 tiplies the $14,500 unadjusted basis of her car by 0.20 to

get her MACRS depreciation of $2,900 for 2012. This5/06/2003— 10,710 4,900 2,950 1,775 $2,900 is below the maximum depreciation deduction of12/31/2003 $3,160 for passenger automobiles placed in service in
2012. She can deduct the full $2,900.4,900 2,950 1,775
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5/06/2003— 32,0302 14,600 8,750 5,225
12/31/2003

1/01/2003— 22,8802 14,600 8,750 5,225
5/05/2003

11t you elected not to claim any special depreciation allowance
for the vehicle or the vehicle is not qualified property, or the
vehicle Is qualified Liberty Zone property, the maximum
deduction is $8,880.

2lf you acquired the vehicle before 5/06/03, the maximum
deduction is $22,880. If you elected not to claim any special
depreciation allowance torthe vehicle, the vehicle is not
qualified property, or the vehicle is qualified liberty Zone
property, the maximum deduction is $9,080.

If you elected not to claim any special depreciation allowance
for the vehicle, the vehicle is not qualified property, or the
vehicle Is qualified Liberty Zone properly, the maximum
deduction Is $9,080.

Trucks and Vans

The maximum depreciation deductions for trucks and
vans placed in service after 2002 are higher than those for
other passenger automobiles. The maximum deduction
amounts for trucks and vans are shown in the following ta
ble.

Maximum Depreciation Deduction
For Trucks and Vans

Date 4th&
Placed 1st 2nd 3rd Later

In Service Year Year Year Years

2012 $11,3601 $5,300 $3,150 $1,875

2011 11,2602 5,200 3,150 1,875

2010 11,1602 5,100 3,050 1,875

2009 11,060k 4,900 2,950 1,775

2008 11,160 5,100 3,050 1,875

2007 3,260 5,200 3,050 1,875

2006 3,260 5,200 3,150 1,675

2005 3,260 5200 3,150 1,875

2004 10,9106 5,300 3,150 1,875

5/06/2003— 11,010 5,400 3,250 1,975
12/31/2003

1/01/2003— 7,9608 5,400 3,250 1,975
5/05/2003

If you elected not to claim any special depreciation
allowance or the vehicle Is not qualified property, the
maximum deduction Is $3,360.

2 If you elected not to claIm any special depreciation
allowance or the vehicle Is not qualified property, the
maximum deduction is $3,260.

If you elected not to claim any specIal depreciation
allowance or the vehicle Is not qualified property, the
maximum deduction Is $3,160.

If you elect not to claim any special depreciation allowance
tot the vehicle or the vehIcle Is not qualified property, the
maximum deduction Is $3,060.

51f you elected not to claim any special depreciation
allowance for the vehicle or the vehicle is not qualified
property, the maximum deduction Is $3,160.

61f you elected not to claim any special depreciation
allowance for the vehicle, the vehicle Is not qualified
property, or the vehIcle Is qualified LIberty Zone property, or
the maximum deduction Is $3,260.

7lf you acquired the vehicle before 5/06103, the maximum
deduction Is $7,960. If you elected not to claim any special
depreciation allowance for the vehicle, the vehicle Is not
qualified property, or the vehicle Is qualified Liberty Zone
property, the maximum deduction is $3,360.

8ft you elected not to claim any special deprecIation
allowance for the vehicle, the vehicle Is not qualified
property, or the vehicle is qualified Liberty Zone property,
the maxImum deduction Is $3,360.

Depreciation Worksheet for
Passenger Automobiles

You can use the following worksheet to figure your depre
ciation deduction using the percentage tables. Then use
the information from this worksheet to prepare Form 4562.

Depreciation Worksheet for
Passenger Automobiles

Keep for Your Records

1. MACRS system (GDS or
ADS)

2. Property class

3. Date placed in service

_____________

4. Recovery period

5. Method and convention

6. Depreciation rate (from
tables)

_____________

7. Maximum depreciation
deduction for this year from the
appropriate table

______

8. Business/investment-use
percentage

______

9. Multiply line 7 by line 8. This is
your adjusted maximum
depreciation deduction
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70. Section 179 deduction claimed
this year (not more than line 9).
Enter -0- if this is not the year
you placed the car in
service

Note.
1) If line 10 is equal to line 9, stop here. Your
combined section 179 and depreciation
deduction (including your special depreciation
allowance) is limited to the amount on line 9.
2) If line 10 is less than line 9, complete Part Ii.

Part II
11. Subtract line 10 from line 9.

This is the limit on the amount
you can deduct for
depreciation (including any
special depreciation
allowance)

_______

12. Cost or other basis (reduced
by any alternative motor
vehicle credit 1or credit for
electric vehicles 2)

______

13. Multiply line 72 by line 8. This
is your business/investment
cost

_______

14. Section 179 deduction claimed
in the year you placed the car
in service

______

15. Subtract line 14 from line 13.
This is your tentative basis for
depreciation

______

16. Multiply line 15 by .50 if the
50% special depreciation
allowance applies. This is your
special depreciation
allowance. Enter -0- if this is
not the year you placed the car
in service, the car is not
qualified property, or you
elected not to claim a special
depreciation allowance

_______

Note
1) If line 16 is equal to line 11, stop here. Your
depreciation deduction (including your special
depreciation allowance) is limited to the amount on
line 11.
2)11 line 16 is less than line 11, complete Part Ill.

Part Ill
17. Subtract line 16 from 11. This

is the limit on the amount you
can deduct for MACRS
depreciation

______

18. Subtract line 16 from line 15.
This is your basis for
depreciation

______

19. Multiply line 18 by line 6. This
is your tentative MACRS
depreciation deduction

2 Enter the lesser of line 17 or
0. line 19. This is your MACRS

depreciation deduction

_______

1 When figuring the amount to enter on line 12, do not reduce
your cost or other basis by any section 179 deduction you
claimed for your car.
2 Reduce the basis by the lesser of $4,000 or 70% of the cost
of the vehIcle even If the credft Is less than that amount

Deductions After the
Recovery Period

If the depreciation deductions for your automobile are re
duced under the passenger automobile limits, you will
have unrecovered basis in your automobile at the end of

_______

the recovery period. If you continue to use the automobile
for business, you can deduct that unrecovered basis after
the recovery period ends. You can claim a depreciation
deduction in each succeeding tax year until you recover
your full basis in the car. The maximum amount you can
deduct each year is determined by the date you placed
the car in service and your business/investment-use per
centage. See Maximum Depreciation Deduction, earlier.

Unrecovered basis is the cost or other basis of the pas
senger automobile reduced by any clean-fuel vehicle de
duction, electric vehicle credit, depreciation, and section
179 deductions that would have been allowable if you had
used the car 100% for business and investment use and
the passenger automobile limits had not applied.

You cannot claim a depreciation deduction for lis
ted property other than passenger automobiles
after the recover/period ends. There is no unrec

overed basis at the end of the recovery period because
you are considered to have used this properly 100% for
business and investment purposes during all of the recov
eiy period.

Example. In May 2006, you bought and placed in
service a car costing $31,500. The car was 5-year prop
erty under GDS (MACRS). You did not elect a section 179
deduction and elected not to claim any special deprecia
tion allowance for the car. You used the car exclusively for
business during the recovery period (2006 through 201 1).
You figured your depreciation as shown below.

Year Percentage Amount LImIt Allowed

2006 20.0% $6,300 $2,960 $2,960
2007 32.0 10,080 4,800 4,800
2008 19.2 6,048 2,850 2,850
2009 11.52 3,629 1,675 1,675
2010 11.52 3,629 1,675 1,675
2011 5.76 1,814 1,675 1,675

Total $75,635
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$15,865 ($37,500 — $15,635). If in 2012 and later years
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you continue to use the car 100% for business, you can
deduct each year the lesser of $7,675 or your remaining
unrecovered basis.

If your business use of the car had been less than
100% during any year, your depreciation deduction would
have been less than the maximum amount allowable for
that year. However, in figuring your unrecovered basis in
the car, you would still reduce your basis by the maximum
amount allowable as if the business use had been 100%.
For example, if you had used your car 60% for business
instead of 1 00%, your allowable depreciation deductions
would have been $9,519 ($15,865 x 60%), but you still
would have to reduce your basis by $15,865 to determine
your unrecovered basis.

Deductions For Passenger
Automobiles Acquired in a Trade-in
If you acquire a passenger automobile in a trade-in, de
preciate the carryover basis separately as if the trade-in
did not occur. Depreciate the part of the new automobile’s
basis that exceeds its carryover basis (excess basis) as if
it were newly placed in service property. This excess ba
sis is the additional cash paid for the new automobile in
the trade-in.

The depreciation figured for the two components of the
basis (carryover basis and excess basis) is subject to a
single passenger automobile limit. Special rules apply in
determining the passenger automobile limits. These rules
and examples are discussed in section 1.168(i)-6(d)(3) of
the regulations.

Instead of figuring depreciation for the carryover basis
and the excess basis separately, you can elect to treat the
old automobile as disposed of and both of the basis com
ponents for the new automobile as if placed in service at
the time of the trade-in. For more information, including
how to make this election, see Election out under Property
Acquired in a Like-kind Exchange orlnvoiuntarv Conver
sion in chapter 4 and sections 1.168(i)-6(i) and
7.1 68(i)-6(j) of the regulations.

What Records Must Be Kept?
Terms you may need to know
(see Glossary):

Business/investment use
Circumstantial evidence

Documentary evidence

You cannot take any depreciation or section 179 deduc
tion for the use of listed property unless you can prove
your business/investment use with adequate records or
with sufficient evidence to support your own statements.
For listed property, you must keep records for as long as
any recapture can still occur. Recapture can occur in anytax year of the recovery period.

Adequate Records
To meet the adequate records requirement, you
must maintain an account book, diary, log, state
ment of expense, trip sheet, or similar record or

other documentary evidence that, together with the re
ceipt, is sufficient to establish each element of an expen
diture or use. You do not have to record information in an
account book, diary, or similar record if the information is
already shown on the receipt. However, your records
should back up your receipts in an orderly manner.

Elements of expenditure or use. Your records or other
documentary evidence must support all the following.

• The amount of each separate expenditure, such as
the cost of acquiring the item, maintenance and repair
costs, capital improvement costs, lease payments,
and any other expenses.

• The amount of each business and investment use
(based on an appropriate measure, such as mileage
for vehicles and time for other listed property), and the
total use of the property for the tax year.

• The date of the expenditure or use.

• The business or investment purpose for the expendi
ture or use.

Written documents of your expenditure or use are gen
erally better evidence than oral statements alone. You do
not have to keep a daily log. However, some type of re
cord containing the elements of an expenditure or the
business or investment use of listed properly made at or
near the time of the expenditure or use and backed up by
other documents is preferable to a statement you prepare
later.

TImeliness. You must record the elements of an expen
diture or use at the time you have full knowledge of the el
ements. An expense account statement made from an ac
count book, diary, or similar record prepared or
maintained at or near the time of the expenditure or use
generally is considered a timely record if, in the regular
course of business:

• The statement is given by an employee to the em
ployer, or

• The statement is given by an independent contractor
to the client or customer.

For example, a log maintained on a weekly basis, that
accounts for use during the week, will be considered a re
cord made at or near the time of use.

Business purpose supported. Generally, an adequate
record of business purpose must be in the form of a writ
ten statement. However, the amount of detail necessary
to establish a business purpose depends on the facts and
circumstances of each case. A written explanation of the
business purpose will not be required if the purpose can
be determined from the surrounding facts and circumstan
ces. For example, a salesperson visiting customers on an
established sales route will not normally need a written ex
planation of the business purpose of his or her travel.

Business use supported. An adequate record contains
enough information on each element of every business or
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investment use. The amount of detail required to support
the use depends on the facts and circumstances. For ex
ample, a taxpayer who uses a truck for both business and
personal purposes and whose only business use of the
truck is to make customer deliveries on an established
route can satisfy the requirement by recording the length
of the route, including the total number of miles driven dur
ing the tax year and the date of each trip at or near the
time of the trips.

Although you generally must prepare an adequate writ
ten record, you can prepare a record of the business use
of listed property in a computer memory device that uses
a logging program.

Separate or combined expenditures or uses. Each
use by you normally is considered a separate use. How
ever, you can combine repeated uses as a single item.

Record each expenditure as a separate item. Do not
combine it with other expenditures. If you choose, how
ever, you can combine amounts you spent for the use of
listed property during a tax year, such as for gasoline or
automobile repairs. If you combine these expenses, you
do not need to support the business purpose of each ex
pense. Instead, you can divide the expenses based on the
total business use of the listed property.

You can account for uses that can be considered part
of a single use, such as a round trip or uninterrupted busi
ness use, by a single record. For example, you can ac
count for the use of a truck to make deliveries at several
locations that begin and end at the business premises and
can include a stop at the business in between deliveries
by a single record of miles driven. You can account for the
use of a passenger automobile by a salesperson for a
business trip away from home over a period of time by a
single record of miles traveled. Minimal personal use
(such as a stop for lunch between two business stops) is
not an interruption of business use.

Confidential information. it any of the information on
the elements of an expenditure or use is confidential, you
do not need to include it in the account book or similar re
cord it you record it at or near the time of the expenditure
or use. You must keep it elsewhere and make it available
as support to the IRS director for your area on request.

Substantial compliance. If you have not fully supported
a particular element of an expenditure or use, but have
complied with the adequate records requirement for the
expenditure or use to the satisfaction of the IRS director
for your area, you can establish this element by any evi
dence the IRS director for your area deems adequate.

If you fail to establish to the satisfaction of the IRS di
rector for your area that you have substantially complied
with the adequate records requirement for an element of
an expenditure or use, you must establish the element as
follows.

• By your own oral or written statement containing de
tailed information as to the element.

• By other evidence sufficient to establish the element.

If the element is the cost or amount, time, place, or date
of an expenditure or use, its supporting evidence must be
direct evidence, such as oral testimony by witnesses or a
written statement setting forth detailed information about
the element or the documentary evidence. If the element

is the business purpose of an expenditure, its supporting
evidence can be circumstantial evidence.

Sampling. You can maintain an adequate record for part
of a tax year and use that record to support your business
and investment use of listed property for the entire tax
year if it can be shown by other evidence that the periods
for which you maintain an adequate record are represen
tative of the use throughout the year.

Example 1. Denise Williams, a sole proprietor and cal
endar year taxpayer, operates an interior decorating busi
ness out of her home. She uses her automobile for local
business visits to the homes or offices of clients, for meet
ings with suppliers and subcontractors, and to pick up and
deliver items to clients. There is no other business use of
the automobile, but she and family members also use it for
personal purposes. She maintains adequate records for
the first 3 months of the year showing that 75% of the au
tomobile use was for business. Subcontractor invoices
and paid bills show that her business continued at approx
imately the same rate for the rest of the year. If there is no
change in circumstances, such as the purchase of a sec
ond car for exclusive use in her business, the determina
tion that her combined business/investment use of the au
tomobile for the tax year is 75% rests on sufficient
supporting evidence.

Example 2. Assume the same facts as in Example 7,
except that Denise maintains adequate records during the
first week of every month showing that 75% of her use of
the automobile is for business. Her business invoices
show that her business continued at the same rate during
the iater weeks of each month so that her weekly records
are representative of the automobile’s business use
throughout the month. The determination that her busi
ness/investment use of the automobile for the tax year is
75% rests on sufficient supporting evidence.

Example 3. Bill Baker, a sole proprietor and calendar
year taxpayer, is a salesman in a large metropolitan area
for a company that manufactures household products. For
the first 3 weeks of each month, he occasionally uses his
own automobile for business travel within the metropolitan
area. During these weeks, his business use of the auto
mobile does not follow a consistent pattern. During the
fourth week of each month, he delivers all business orders
taken during the previous month. The business use of his
automobile, as supported by adequate records, is 70% of
its total use during that fourth week. The determination
based on the record maintained during the fourth week of
the month that his business/investment use of the auto
mobile for the tax year is 70% does not rest on sufficient
supporting evidence because his use during that week is
not representative of use during other periods.

Loss of records. When you establish that failure to pro
duce adequate records is due to loss of the records
through circumstances beyond your control, such as
through fire, flood, earthquake, or other casualty, you
have the right to support a deduction by reasonable re
construction of your expenditures and use.
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How Is Listed Property
Information Reported?
You must provide the information about your listed prop
erty requested in Part V of Form 4562, Section A, if you
claim either of the following deductions.

• Any deduction for a vehicle.

• A depreciation deduction for any other listed property.

If you claim any deduction for a vehicle, you also must
provide the information requested in Section B. If you pro
vide the vehicle for your employee’s use, the employee
must give you this information. If you provide any vehicle
for use by an employee, you must first answer the ques
tions in Section C to see if you meet an exception to com
pleting Section B for that vehicle.

Vehicles used by your employees. You do not have to
complete Section B, Part V, for vehicles used by your em
ployees who are not more-than-5% owners or related per
sons if you meet at least one of the following require
ments.

1. You maintain a written policy statement that prohibits
one of the following uses of the vehicles.

a. All personal use including commuting.

b. Personal use, other than commuting, by employ
ees who are not officers, directors, or 1%-or-more
owners.

2. You treat all use of the vehicles by your employees as
personal use.

3. You provide more than five vehicles for use by your
employees, and you keep in your records the informa
tion on their use given to you by the employees.

4. For demonstrator automobiles provided to full-time
salespersons, you maintain a written policy statement
that limits the total mileage outside the salesperson’s
normal working hours and prohibits use of the auto
mobile by anyone else, for vacation trips, or to store
personal possessions.

Exceptions. If you file Form 2106, 2106-EZ, or Sched
ule C-EZ (Form 1040), and you are not requited to file
Form 4562, report information about listed property on
that form and not on Form 4562. Also, if you file Sched
ule C (Form 1040) and are claiming the standard mileage
rate or actual vehicle expenses (except depreciation) and
you are not required to file Form 4562 for any other rea
son, report vehicle information in Part IV of Schedule C
and not on Form 4562.

6.

How To Get Tax Help
You can get help with unresolved tax issues, order free
publications and forms, ask tax questions, and get infor
mation from the IRS in several ways. By selecting the
method that is best for you, you will have quick and easy
access to tax help.

Free help with your tax return. Free help in preparing
your return is available nationwide from IRS-certified vol
unteers. The Volunteer Income Tax Assistance (VITA)
program is designed to help low-moderate income, eld
erly, disabled, and limited English proficient taxpayers.
The Tax Counseling for the Elderly (TCE) program is de
signed to assist taxpayers age 60 and older with their tax
returns. Most VITA and TCE sites offer free electronic fil
ing and all volunteers will let you know about credits and
deductions you may be entitled to claim. Some VITA and
TCE sites provide taxpayers the opportunity to prepare
their return with the assistance of an IRS-certified volun
teer. To find the nearest VITA or ICE site, visit IRS.gov or
call 1-800-906-9887 or 1-800-829-1040.

As part of the TCE program, MRP offers the Tax-Aide
counseling program. To find the nearest AARP Tax-Aide
site, visit AARP’s website at wwwaarp.org/money/taxaide
or call 1-888-227-7669.

For more information on these programs, go to IRS.gov
and enter VITA” in the search box.

Internet. You can access the IRS website atm IRS.gov 24 hours a day, 7 days a week to:

• E-flle your return. Find out about commercial tax prep
aration and e-file services available free to eligible tax
payers.

• Check the status of your 2012 refund. Go to IRS.gov
and click on Wher&s My Refund? Information about
your return will generally be available within 24 hours
after the IRS receives your c-filed return, or 4 weeks
after you mail your paper return. If you filed Form 8379
with your return, wait 14 weeks (11 weeks if you filed
electronically). Have your 2012 tax return available so
you can provide your social security number (SSN),
your filing status, and the exact whole dollar amount of
your refund. Wheres My Refund? does not include in
formation about refunds for a prior-year or an amen
ded return.

• You can obtain a free transcript online at IRS.gov by
clicking on Order a Return orAccount Transcript un
der “Tools.” For a transcript by phone, call
1 -800-908-9946 and follow the prompts in the recor
ded message. You will be prompted to provide your
SSN or lndMdual Taxpayer Identification Number
(ITIN), date of birth, street address and ZIP code.

• Download forms, including talking tax forms, instruc
tions, and publications.

• Order IRS products.
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• Research your tax questions.

• Search publications by topic or keyword.

• Use the Internal Revenue Code, regulations, or other
official guidance.

• View Internal Revenue Bulletins (IRBs) published in
the last few years.

• Figure your withholding allowances using the IRS
Withholding Calculator at www.irs.govAndividuals.

• Determine if Form 6257 (Alternative Minimum Tax—
Individuals), must be tiled by using our Alternative
Minimum Tax (AMT) Assistant available at IRS.gov by
typing Alternative Minimum Tax Assistant in the
search box.

• Sign up to receive local and national tax news by
email.

• Get information on starting and operating a small busi
ness.

Phone. Many services are available by phone.

• Ordering forms, instructions, and publications. Call
1-800-TAX-FORM (1-800-829-3676) to order cur
rent-year forms, instructions, and publications, and
prior-year forms and instructions (limited to 5 years).
You should receive your order within 10 days.

• Asking tax questions. Call the IRS with your tax ques
tions at 1-800-829-1040.

• SoWing problems. You can get face-to-face help solv
ing tax problems most business days in IRS Taxpayer
Assistance Centers (TAC). An employee can explain
IRS letters, request adjustments to your account, or
help you set up a payment plan. Call your local Tax
payer Assistance Center for an appointment. To find
the number, go to www.irs.gov4ocalcontacts or look in
the phone book under United States Government, In
ternal Revenue Service.

• Tr,’fTDD equipment. If you have access to TPf/TDD
equipment, call 1-800-829-4059 to ask tax questions
or to order forms and publications. The TTYITDD tele
phone number is for individuals who are deaf, hard of
hearing, or have a speech disability. These individuals
can also access the IRS through relay services such
as the Federal Relay Service at www.gsa.gov/
fedrelay.

• TeleTax topics. Call 1-800-829-4477 to listen to
pre-recorded messages covering various tax topics.

• Refund information. To check the status of your 2012
refund, call 1-600-829-7954 or 1-800-829-4477 (auto
mated refund information 24 hours a day, 7 days a
week). Refund information will generally be available
within 24 hours after the IRS receives your e-filed re
turn, or 4 weeks after you mail your paper return. If
you filed Form 8379 with your return, wait 14 weeks
(11 weeks if you filed electronically). Have your 2012
tax return available so you can provide your social se
curity number, your filing status, and the exact whole
dollar amount of your refund. If you check the status of
your refund and are not given the date it will be issued
please wait until the next week before checking back.
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• Other refund information. Where s My Refund? does
not include information about refunds for a prior-year
or an amended return. To check the status of a
prior-year refund or an amended return refund, call
7-800-829-1040.

Evaluating the qualify of our telephone sen,ices. To
ensure IRS representatives give accurate, courteous, and
professional answers, we use several methods to evalu
ate the quality of our telephone services. One method is
for a second IRS representative to listen in on or record
random telephone calls. Another is to ask some callers to
complete a short survey at the end of the call.

Walk-In. Some products and services are availa
ble on a walk-in basis.

• Products. You can walk in to some post offices, libra
ries, and IRS offices to pick up certain forms, instruc
tions, and publications. Some IRS offices, libraries,
and city and county government offices have a collec
tion of products available to photocopy from reprodu
cible proofs. Also, some IRS offices and libraries have
the Internal Revenue Code, regulations, Internal Rev
enue Bulletins, and Cumulative Bulletins available for
research purposes.

• Services. You can walk in to your local TAC most
business days for personal, face-to-face tax help. An
employee can explain IRS letters, request adjust
ments to your tax account, or help you set up a pay
ment plan. If you need to resolve a tax problem, have
questions about how the tax law applies to your indi
vidual tax return, or you are more comfortable talking
with someone in person, visit your local TAC where
you can talk with an IRS representative face-to-face.
No appointment is necessary—just walk in. Before
visiting, check www.irs.povfloc&contacts for hours of
operation and services provided. If you have an ongo
ing, complex tax account problem or a special need,
such as a disability, an appointment can be requested
by calling your local TAC. You can leave a message
and a representative will call you back within 2 busi
ness days. All other issues will be handled without an
appointment. To call your local TAC, go to
wwwdrs.povAocalcontacts or look in the phone book
under United States Government, Internal Revenue
Service.

Mail. You can send your order for forms, instruc
— • Uons, and publications to the address below. You

should receive a response within 10 days after
your request is received.

Internal Revenue Service
1201 N. Mitsubishi Motorway
Bloomington, IL 61705-6613

Taxpayer Advocate Service. The Taxpayer Advocate
Service (TAS) is your voice at the IRS. Its job is to ensure
that every taxpayer is treated fairly, and that you know and
understand your rights. TAS offers free help to guide you
through the often confusing process of resolving tax prob
lems that you haven’t been able to solve on your own. Re
member, the worst thing you can do is nothing at all.
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TAS can help if you can’t resolve your problem with the
IRS and:

• Your problem is causing financial difficulties for you,
your family, or your business.

• You face (or your business is facing) an immediate
threat of adverse action.

• You have tried repeatedly to contact the IRS but no
one has responded, or the IRS has not responded to
you by the date promised.

If you qualify for help, they will do everything they can
to get your problem resolved. You will be assigned to one
advocate who will be with you at every turn. TAS has offi
ces In every state, the District of Columbia, and Puerto
Rico. Although TAS is independent within the IRS, their
advocates know how to work with the IRS to get your
problems resolved. And its services are always free.

As a taxpayer, you have rights that the IRS must abide
by in its dealings with you. The TAS tax toolkit at
www.TaxcayerAdvocate.irs.gov can help you understand
these rights.

If you think TAS might be able to help you, call your lo
cal advocate, whose number is in your phone book and on
our website at wwwdrs.gov/advocate. You can also call
the toll-free number at 1-877-777-4778. Deaf and hard of
hearing individuals who have access to HY,TDD equip
ment can call 1-800-829-4059. These individuals can also
access the IRS through relay services such as the Federal
Relay Service at wwwcisa.povfledrelay.

TAS also handles large-scale or systemic problems
that affect many taxpayers. If you know of one of these
broad issues, please report it through the Systemic Advo
cacy Management System at www.irs.govladvocate.

Low Income Taxpayer Clinics (LITCs). Low Income
Taxpayer Clinics (LITCs) are independent from the IRS.
Some clinics serve individuals whose income is below a
certain level and who need to resolve a tax problem.
These clinics provide professional representation before
the IRS or in court on audits, appeals, tax collection dis
putes, and other issues for free or for a small fee. Some
clinics can provide information about taxpayer rights and
responsibilities in many different languages for individuals
who speak English as a second language. For more infor
mation and to find a clinic near you, see the LITC page on
www.irs.gov/advocate or IRS Publication 4134, Low in
come Taxpayer Clinic List. This publication is also availa
ble by calling 1-800-TAX-FORM (1-800-829-3676) or at
your local IRS office.

Free tax servIces. Publication 910, IRS Guide to Free
Tax Services, is your guide to IRS services and resour
ces. Learn about free tax information from the IRS, includ
ing publications, services, and education and assistance
programs. The publication also has an index of over 100
TeleTax topics (recorded tax information) you can listen to
on the telephone. The majority of the information and
services listed in this publication are available to you free
of charge. If there is a fee associated with a resource or
service, it is listed in the publication.

Accessible versions of IRS published products are
available on request in a variety of alternative formats for
people with disabilities.

DVD for tax products. You can order Publication
1796, IRS Tax Products DVD, and obtain:

• Current-year forms, instructions, and publications.

• Prior-year forms, instructions, and publications.

• Tax Map: an electronic research tool and finding aid.

• Tax law frequently asked questions.

• Tax Topics from the IRS telephone response system.

• Internal Revenue Code—Title 26 of the U.S. Code.

• Links to other Internet-based tax research materials.

• Fill-in, print, and save features for most tax forms.

• Internal Revenue Bulletins.

• Toll-free and email technical support.

• Two releases during the year.
— The first release will ship the beginning of January
2013.
— The final release will ship the beginning of March
2013.

Purchase the DVD from National Technical Information
Service (NTIS) at www.irs.gov/cdorders for $30 (no han
dling fee) or call 1-877-233-6767 toll free to buy the DVD
for $30 (plus a $6 handling fee).
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Appendix A
MACRS Percentage Table Guide

General Depreciation System (GDS)
Alternative Depreciation System (ADS)

Chart 1. Use this chart to find the correct percentage table to use for any property other than residential rental
and nonresidential real orooedv Use Chart 2 for residential rental and nonresidential real property.

Month or
Quarter

MACRS Depreciation Placed
System Method Recovery Period Convention Class in Service Table
GDS 200% GDS/3, 5, 7, 10 (Nonfarm) Half-Year 3, 5, 7, 10 Any A-i
GDS 200% GDS/3, 5, 7, 10 tNontarm) Mid-Quarter 3, 5, 7, 10 1st Otr A-2

2nd Ott A-3
3rd Qtr A-4
4th Ott A-5

GDS 150% GDS/3, 5, 7, 10 Half-Year 3, 5, 7, 10 Any A-14
GDS 150% GDS/3, 5, 7, 10 Mid-Quarter 3, 5, 7, 10 1st Qtr A-15

2nd Ott A-16
3rd Qtr A-17
4th Ott A-ia

GDS 150% GDS/15, 20 Half-Year 15 & 20 Any A-i
GDS 150% GDS/15, 20 Mid-Quarter 15 & 20 1st Ott A-2

2nd Ott A-3
3rd Ott A-4
4th Ott A-5

GDS SL GDS Half-Year My Any A-8
ADS ADS

GDS SL GDS Mid-Quarter Any 1st Ott A-9
ADS ADS 2nd Ott A-la

3rd Qtr A-il
4th Ott A-12

ADS 150% ADS Half-Yeat Any Any A-14
ADS 150% ADS Mid-Quarter Any 1st Ott A-15

2nd Ott A-16
3rdQtr A-17
4th Ott A-la

Chart 2. Use this chart to find the correct percentage table to use for residential rental and nonresidential real
property Use Chad I for all other property

Month or
Quarter

MACRS Depreciation Placed
System Method Recovery Period Convention Class in Service Table
GDS SL GDS/27.5 Mid-Month Residential Rental Any A-6
GDS SL GDS/3l.5 Mid-Month Nonresidential Real My A-7

SL GDS/39 A-7a
ADS SL ADS/40 Mid-Month Residential Rental Any A-13

and
Nonresidential Real

Chart 3. Income Inclusion Amount Rates
for MACRS Leased Listed ProperLy

Table

Amount A Percentages A-19

Amount B Petcentages A-20
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Table A-i. 3-, 5-, 7-, 10-, 15-, and 20-Year Property
Half-Year Convention

Depreciation rate for recovery period
Year

3-year 5-year 7-year 10-year 15-year 20-year

1 33.33% 20.00% 14.29% 10.00% 5.00% 3.750%2 44.45 32.00 24.49 18.00 9.50 7.2193 14.81 19.20 17.49 14.40 8.55 6.6774 7.41 11.52 12.49 11.52 7.70 6.1775 11.52 8.93 9.22 6.93 5.713

6 5.76 8.92 7.37 6.23 5.2857 8.93 6.55 5.90 4.8868 4.46 6.55 5.90 4.5229 6.56 5.91 4.46210 6.55 5.90 4.461

11 3.28 5.91 4.46212
5.90 4.46113
5.91 4.46214
5.90 4.46116
5.91 4.462

16 2.95 4.46117
4.46218
4.46119
4.46220
4.461

21
2.231

Table A-2. 3-, 5-, 7-, 10-, 15-, and 20-Year Property
Mid-Quarter Convention
Placed in Service in First Quarter

Depreciation rate for recovery periodYear
3-year 5-year 7-year 10-year 15-year 20-year

1 58.33% 35.00% 25.00% 17.50% 8.75% 6.563%2 27.78 26.00 21.43 16.50 9.13 7.0003 12.35 15.60 15.31 13.20 8.21 6.482
4 1.54 11.01 10.93 10.56 7.39 5.9965 11.01 8.75 8.45 6.65 5.546

6 1.38 8.74 6.76 5.99 5.130
7 8.75 6.55 5.90 4.7468 1.09 6.55 5.91 4.459
9 6.56 5.90 4.45910 6.55 5.91 4.459

11 0.82 5.90 4.45912 5.91 4.46013
5.90 4.45914 5.91 4.46015
5.90 4.459

16
0.74 4.46017

4.45918
4.46019
4.45920
4.460

21
0.565
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Table A-3. 3-, 5-, 7-, 10-, 15-, and 20-Year Property
Mid-Quarter Convention
Placed in Service in Second Quarter

Depreciation rate for recovery periodYear
3-year 5-year 7-year 10-year 15-year 20-year

1 41.67% 25.00% 17.85% 12.50% 6.25% 4.688%2 38.89 30.00 23.47 17.50 9.38 7.1483 14.14 18.00 16.76 14.00 8.44 6.6124 5.30 11.37 11.97 11.20 7.59 6.1165 11.37 8.87 8.96 6.83 5.658

6 4.26 8.87 7.17 6.15 5.2337 8.87 6.55 5.91 4.8418 3,34 6.55 5.90 4.478
9 6.56 5.91 4.46310 6,55 5.90 4.463

11 2.46 5.91 4.46312 5.90 4,46313 5.91 4.46314 5.90 4.46315 5.91 4,462

16 2.21 4.46317
4.46218
4.46319 4.46220
4,463

21
1.673

Table A-4. 3-, 5-, 7-, 10-, 15-, and 20-Year Property
Mid-Quarter Convention
Placed in Service in Third Quarter

Depreciation rate for recovery period
Year

3-year 5-year 7-year 10-year 15-year 20-year

1 25.00% 15,00% 10.71% 7.50% 3.75% 2.613%2 50.00 34.00 25.51 18.50 9.63 7.2893 16.67 20.40 18.22 14.80 8.66 6.7424 8.33 12.24 13.02 11.84 7.80 6.2375 11.30 9.30 9.47 7.02 5.769

6 7.06 8.85 7.58 6.31 5.3367 8.86 6.55 5.90 4.9368 5.53 6.55 5.90 4.566
9 6.56 5.91 4.46010 6.55 5,90 4.460

11 4.10 5.91 4.46012 5.90 4,46013 5.91 4.46114 5,90 4.46015 5.91 4.461

16 3,69 4,46017
4.46118
4.46019
4.46120 4.460

21
2.788
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Table A-5. 3-, 5-, 7-, 10-, 15-, and 20-Year Property
Mid-Quarter Convention

_____

Placed in Service in Fourth Quarter
Depreciation rate for recovery period

Year
3-year 5-year 7-year 10-year 15-year 20-year

1 8.33% 5.00% 3.57% 2.50% 1.25% 0.938%
2 61.11 38.00 27.55 19.50 9.88 7.430
3 20.37 22.80 19.68 15.60 8.89 6.872
4 10.19 13.68 14.06 12.48 8.00 6.357
5 10.94 10.04 9.98 7.20 5.880

6 9.58 8.73 7.99 6.48 5.439
7 8.73 6.55 5.90 5.031
8 7.64 6.55 5.90 4.654
9 6.56 5.90 4.458

10 6.55 5.91 4.458

11 5.74 5.90 4.458
12 5.91 4.458
13 5.90 4.458
14 5.91 4.458
15 5.90 4.458

16 5.17 4.458
17 4.458
18 4.459
19 4.458
20 4.459

21 3.901

Table A-6. Residential Rental Properly
Mid-Month Convention
Straiaht Line—27.5 Years

Month property placed in service
Year

1 2 3 4 5 6 7 8 9 10 Ii 12

1 3.485% 3.182% 2.879% 2.576% 2.273% 1.970% 1.667% 1.364% 1.061% 0.758% 0.455% 0,152%
2—9 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636 3.636

10 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
ii 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
12 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636

13 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
14 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
15 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
16 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
17 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637

18 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
19 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
20 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
21 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
22 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636

23 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
24 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
25 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637
26 3.637 3.637 3.637 3.637 3.637 3.637 3.636 3.636 3.636 3.636 3.636 3.636
27 3.636 3.636 3.636 3.636 3.636 3.636 3.637 3.637 3.637 3.637 3.637 3.637

28 1.97 2.273 2.576 2.879 3.182 3.485 3.636 3.636 3.636 3.636 3.636 3.636
29 0.152 0.455 0.758 1.061 1.364 1.667
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Table A-7. Nonresidential Real Property
Mid-Month Convention
Straight Line—31.5 Years

Month property placed in service
Year

1 2 3 4 5 6 7 8 9 10 11 12

1 3.042% 2.778% 2.513% 2.249% 1.984% 1.720% 1.455% 1.190% 0.926% 0.661% 0.397% 0.132%
2—7 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175 3.175

8 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.175 3.175 3.175 3.175 3.175
9 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175

10 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174

11 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
12 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
13 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
14 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
15 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175

16 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
17 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
18 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
19 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
20 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.774

21 3.174 3.175 3.174 3.175 3.174 3.175 3.774 3.175 3.174 3.175 3.174 3.175
22 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.775 3.174
23 3.174 3.775 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
24 3.175 3.174 3.175 3.774 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
25 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175

26 3.175 3.774 3.175 3.174 3.175 3.174 3.175 3.774 3.175 3.174 3.175 3.174
27 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
28 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174
29 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
30 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174

31 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175 3.174 3.175
32 1.720 1.984 2.249 2.513 2.778 3.042 3.175 3.174 3.175 3.174 3.175 3.174
33 0.132 0.397 0.661 0.926 1.190 1.455

Table A-7a. Nonresidential Real Property
Mid-Month Convention
Straight l..ine—39 Years

Month property placed in service
Year

I 2 3 4 5 6 7 8 9 10 11 12

1 2.461% 2.247% 2.033% 1.819% 1.605% 1.391% 1.177% 0.963% 0.749% 0.535% 0.321% 0.107%
2—39 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564 2.564

40 0.107 0.321 0.535 0.749 0.963 1.177 1.391 1.605 1.819 2.033 2.247 2.461
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Table A-B. Straight Line Method
Half-Year Convention

Recovery periods in years
Year —

2.5 3 3.5 4 5 6 6.5 7 7.5 8 8.5 9 9.5

1 20.0% 16.67% 14.29% 12.5% 10.0% 8.33% 7.69% 7.14% 6.67% 6.25% 5.88% 5.56% 5.26%
2 40.0 33.33 28.57 25.0 20.0 16.67 15.39 14.29 13.33 12.50 11.77 11.11 10.53
3 40.0 33.33 28.57 25.0 20.0 16.67 15.38 14.29 13.33 12.50 11.76 11.11 10.53
4 16.67 28.57 25.0 20.0 16.67 15.39 14.28 13.33 12.50 11.77 11.11 10.53
5 12.5 20.0 16.66 15.38 14.29 13.34 12.50 11.76 11.11 10.52

6 10.0 16.67 15.39 14.28 13.33 12.50 11.77 11.11 10.53
7 8.33 15.38 14.29 13.34 12.50 11.76 11.11 10.52
8 7.14 13.33 12.50 11.77 11.11 10.53
9 6.25 11.76 11.11 10.52

10 5.56 10.53

Table A-B. (Continued)

Recovery periods in years
Year

10 10.5 11 11.5 12 12.5 13 13.5 14 15 16 16.5 17

1 5.0% 4.76% 4.55% 4.35% 4.17% 4.0% 3.85% 3.70% 3.57% 3.33% 3.13% 3.03% 2.94%
2 10.0 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
3 10.0 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
4 10.0 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
5 10.0 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88

6 10.0 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
7 10.0 9.52 9.09 8.70 8.34 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
8 10.0 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.15 6.66 6.25 6.06 5.88
9 10.0 9.52 9.09 8.70 8.34 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88

10 10.0 9.53 9.09 8.69 8.33 8.0 7.70 7.40 7.75 6.66 6.25 6.06 5.88

11 5.0 9.52 9.09 8.70 8.34 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.89
12 4.55 8.69 8.33 8.0 7.70 7.40 7.15 6.66 6.25 6.06 5.88
13 4.17 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.89
14 3.85 7.40 7.15 6.66 6.25 6.06 5.88
15 3.57 6.67 6.25 6.06 5.89

16 3.33 6.25 6.06 5.88
17 3.12 6.07 5.89
18 2.94
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Table A-8. (Continued)
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Recovery periods in yearsYear
78 19 20 22 24 25 26.5 28 30 35 40 45 50

2.78%
5.56
5.56
5.55
5.56

5.55
5.56
5.55
5.56
5.55

5.56
5.55
5.56
5.55
5.56

5.55
5.56
5.55
2.78

2.63%
5.26
5.26
5.26
5.26

5.26
5.26
5.26
5.27
5.26

5.27
5.26
5.27
5.26
5.27

5.26
5.27
5.26
5.27
2.63

2.5%
5.0
5.0
5.0
5.0

5.0
5.0
5.0
5.0
5.0

5.0
5.0
5.0
5.0
5.0

5.0
5.0
5.0
5.0
5.0

2.5

2.273%
4.545
4.545
4.545
4.546

4.545
4.546
4.545
4.546
4.545

4.546
4.545
4.546
4.545
4.546

4.545
4.546
4.545
4.546
4.545

4.546
4.545
2.273

2.083%
4.167
4.167
4.167
4.167

4.167
4.167
4.167
4.167
4.167

4.166
4.167
4.166
4.167
4.166

4.167
4.166
4.167
4.166
4.167

4.166
4.167
4.166
4.167
2.083

2.0%
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

2.0

1.887%
3.774
3.774
3.774
3.774

3.774
3.773
3.774
3.773
3.774

3.773
3.774
3.773
3.773
3.774

3.773
3.774
3.773
3.774
3.773

3.774
3.773
3.774
3.773
3.774

3.773
3.774

1.786%
3.571
3.571
3.571
3.571

3.571
3.572
3.571
3.572
3.571

3.572
3.571
3.572
3.571
3.572

3.571
3.572
3.571
3.572
3.571

3.572
3.571
3.572
3.571
3.572

3571
3.572
3.571
1.786

1.667%
3.333
3.333
3.333
3.333

3.333
3.333
3.333
3.333
3.333

3.333
3.333
3.334
3.333
3.334

3.333
3.334
3.333
3.334
3.333

3.334
3.333
3.334
3.333
3.334

3.333
3.334
3.333
3.334
3.333

1.667

2
a
4
5

6
7
8
9

10

Ii
12
13
14
15

76
17
78
19
20

21
22
23
24
25

26
27
28
29
30

31
32
33
34
35

36
37
38
39
40

41
42
43
44
45

46
47-50

51

1.429%
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.657
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.657
2.857
2.857

2.857
2.657
2.857
2.857
2.857

2.857
2.857
2.858
2.857
2.858

2.857
2.858
2.857
2.858
2.857

1.429

1.111%
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.223
2.222
2.223
2.222

2.223
2.222
2.223
2.222
2.223

2.222
2.223
2.222
2.223
2.222

2.223
2.222
2.223
2.222
2.223

1.111

1.25%
2.50
2.50
2.50
2.50

2.50
2.50
2.50
2.50
2.50

2.50
2.50
2.50
2.50
2.50

2.50
2.50
2.50
2.50
2.50

2.50
2.50
2.50
2.50
2.50

2.50
2.50
2.50
2.50
2.50

2.50
2.50
2.50
2.50
2.50

2.50
2.50
2.50
2.50
2.50

1.25

1.0%
2.0
2.0
2.0
2.0

2.0
2.0
2.0
2.0
2.0

2.0
2.0
2.0
2.0
2.0

2.0
2.0
2.0
2.0
2.0

2.0
2.0
2.0
2.0
2.0

2.0
2.0
2.0
2.0
2.0

2.0
2.0
2.0
2.0
2.0

2.0
2.0
2.0
2.0
2.0

2.0
2.0
2.0
2.0
2.0

2.0
2.0
1.0
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Table A-9. Straight Line Method
Mid-Quarter Convention
Placed in Service in First Quarter

Recoviod5i

Year
2.5 3 3• 4 5

35.0% 29.17% 25.00% 21.88% 175/
28.57 25.00 200
26.57 25.00 20 0

208 962 1428 13.34 12.50 11.76 1111 10.52
1 79 8.33 12.50 11.77 1112 10.53

1.56 7.35 1111 10.52
1.39 6.58

Table A-9. (Continued)

Recovery periods in years
Year

10 10.5 Ii 11.5 72 12.5 13 13.5 14 15 16 76.6 17

1 8.75% 8.33% 7.95% 7.61% 7.29% 7.0% 6.73% 6.48% 6.25% 5.83% 5.47% 5.30% 5.15%2 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.883 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.884 10.00 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.885 10.00 952 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88

6 10.00 9.53 9.09 8.69 8.34 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.887 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88B 10.00 9.53 9.09 8.69 8.34 8.0 7.69 7.41 7.15 6.66 6.25 6.06 5.889 10.00 9.52 9.09 8.70 8.33 8.0 7.70 7.40 7.14 6.67 6.25 6.06 5.8870 10.00 9.53 9.10 8.69 8.34 8.0 7.69 7.41 7.15 6.66 6.25 6.06 5.88

II 1.25 5.95 9.09 8.70 8.33 8.0 7.70 7.40 7.14 6.67 6.25 6.06 5.8812 1.14 5.43 8.34 8.0 7.69 7.41 7.15 6.66 6.25 6.06 5.8913 1.04 5.0 7.70 7.40 7.14 6.67 6.25 6.06 5.8814 0.96 4.63 7.15 6.66 6.25 6.06 5.8915 0.89 6.67 6.25 6.06 5.88

76 0.83 6.25 6.07 5.8917
0.78 3.79 5.8878

0.74
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Table A-9. (Continued)

Recovery periods in years
Year

18 19 20 22 24 25 26.5 28 30 35 40 45 50

4.86%
5.56
5.56
5.56
5.55

5.56
5.55
5.56
5.55
5.56

5.55
5.56
5.55
5.56
5.55

5.56
5.55
5.56
0.69

4.61%
5.26
5.26
5.26
5.26

5.26
5.26
5.26
5.26
5.27

5.26
5.27
5.26
5.27
5.26

5.27
5.26
5.27
5.26
0.66

4.375%
5.000
5.000
5.000
5.000

5.000
5.000
5.000
5.000
5.000

5.000
5.000
5.000
5.000
5.000

5.000
5.000
5.000
5.000
5.000

0.625

3.977%
4.545
4.545
4.546
4.545

4.546
4.545
4.546
4.545
4.546

4.545
4.546
4.545
4.546
4:545

4.546
4.545
4.546
4.545
4.546

4.545
4.546
0.568

3.646%
4.167
4.167
4.167
4.167

4.167
4.167
4.167
4.167
4.166

4.167
4.166
4.167
4.166
4.167

4.166
4.167
4.166
4.167
4.166

4.167
4.166
4.167
4.166
0.521

3.5%
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

0.5

3.302%
3.774
3.774
3.774
3.774

3.774
3.773
3.774
3.773
3.774

3.773
3.774
3.773
3.774
3.773

3.774
3.773
3.774
3.773
3.774

3.773
3.774
3.773
3.774
3.773

3.774
2.358

3.125%
3.571
3.571
3.571
3.571

3.572
3.571
3.572
3.571
3.572

3.571
3.572
3.571
3.572
3.571

3.572
3.571
3.572
3.571
3.572

3.571
3.572
3.571
3.572
3.571

3.572
3.571
3.572
0.446

2.917%
3.333
3.333
3.333
3.333

3.333
3.333
3.333
3.333
3.333

3.333
3.333
3.334
3.333
3.334

3.333
3.334
3.333
3.334
3.333

3.334
3.333
3.334
3.333
3.334

3.333
3.334
3.333
3.334
3.333

0.417

2
3
4
5

6
7
8
9

ID

11
12
73
14
IS

76
I?
18
19
20

21
22
23
24
25

26
27
28
29
30

31
32
33
34
35

36
37
38
39
40

41
42
43
44
45

46
47—50

51

2.500%
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.858
2.857
2.858
2.857

2.858
2.857
2.858
2.857
2.858

0.357

2.188%
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2500

2.500
2.500
2.500
2.500
2.500

2.500
2500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

0.312

1.944%
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.223
2.222
2.223
2.222
2.223

2.222
2.223
2.222
2.223
2.222

2.223
2.222
2.223
2.222
2.223

2.222
2.223
2.222
2.223
2.222

0.278

1.75%
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
0.25



Table A-b. Straight Line Method
Mid-Quarter Convention
Placed in Service in Second Quarter

Recovery periods in years
Year —

2.5 3 3.5 4 5 6 6.5 7 7.5 8 8.5 9 9.5

1 25.0% 20.83% 17.86% 15.63% 12.5% 10.42% 9.62% 8.93% 8.33% 7.81% 7.35% 6.94% 6.58%
2 40.0 33.33 28.57 25.00 20.0 16.67 15.38 14.29 13.33 12.50 11.77 11.11 10.53
3 35.0 33.34 28.57 25.00 20.0 16.67 15.38 14.28 13.33 12.50 11.76 11.11 10.53
4 12.50 25.00 25.00 20.0 16.66 15.39 14.29 13.34 12.50 11.77 11.11 10.53
5 9.37 20.0 16.67 15.38 14.28 13.33 12.50 11.76 11.11 10.52

6 7.5 16.66 15.39 14.29 13.34 12.50 11.77 11.11 10.53
7 6.25 13.46 14.28 13.33 12.50 11.76 11.11 10.52
8 5.36 11.67 12.50 11.77 11.12 10.53
9 4.69 10.29 11.11 10.52

10 4.17 9.21

Table A-b. (Continued)
Recovery periods in years

Year
10 10.5 17 11.5 72 12.5 73 13.5 74 15 16 16.5 77

1 6.25% 5.95% 5.68% 5.43% 5.21% 5.0% 4.81% 4.63% 4.46% 4.17% 3.91% 3.79% 3.68%
2 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
3 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
4 10.00 9.53 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
5 10.00 9.52 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88

6 10.00 9.53 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
7 10.00 9.52 9.09 8.69 8.34 8.0 7.69 7.41 7.15 6.66 6.25 6.06 5.88
8 10.00 9.53 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
9 10.00 9.52 9.09 8.69 8.34 8.0 7.69 7.40 7.15 6.66 6.25 6.06 5.85

10 10.00 9.53 9.09 8.70 8.33 8.0 7.70 7.41 7.14 6.67 6.25 6.06 5.88

Ii 3.75 8.33 9.10 8.69 8.34 8.0 7.69 7.40 7.15 6.66 6.25 6.06 5.88
12 3.41 7.61 8.33 8.0 7.70 7.41 7.14 6.67 6.25 6.06 5.89
13 3.13 7.0 7.69 7.40 7.15 6.66 6.25 6.06 5.88
74 2.89 6.48 7.14 6.67 6.25 6.06 5.89
15 2.68 6.66 6.25 6.06 5.86

16 2.50 6.25 6.06 5.89
17 2.34 5.31 5.88
78 2.21
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Table A-b. (Continued)

Recovery periods in years
Year

18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 3.47% 3.29% 3.125% 2.841% 2.604% 2.5% 2.358% 2.232% 2.083% 1786% 1.563% 1.389% 1.25%
2 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
3 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
4 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
5 5.55 5.26 5.000 4.546 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00

6 5.56 5.26 5.000 4.545 4.167 4.0 3.774 3.572 3.333 2.857 2.500 2.222 2.00
7 5.55 5.26 5.000 4.546 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
8 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.333 2.857 2.500 2.222 2.00
9 5.55 5.27 5.000 4.546 4.167 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00

10 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.333 2.857 2.500 2.222 2.00

11 5.55 5.27 5.000 4.546 4.166 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
12 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.334 2.857 2.500 2.222 2.00
13 5.55 5.27 5.000 4.546 4.166 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
14 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.334 2.857 2.500 2.222 2.00
15 5.55 5.27 5.000 4.546 4.166 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00

16 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.334 285? 2.500 2.222 2.00
17 5.55 5.27 5.000 4.546 4.166 4.0 3.774 3.571 3.333 2857 2.500 2.222 2.00
18 5.56 5.26 5.000 4.545 4.167 4.0 3.773 3.572 3.334 2.857 2.500 2.222 2.00
19 2.08 5.27 5.000 4.546 4.166 4.0 3.774 3.571 3.333 2857 2.500 2.222 2.00
20 1.97 5.000 4.545 4.167 4.0 3.773 3.572 3.334 2857 2.500 2.222 2.00

21 1.875 4.546 4.166 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
22 4.545 4.167 4.0 3.773 3.572 3.334 2.857 2.500 2.222 2.00
23 1.705 4.166 4.0 3.774 3.571 3.333 2.857 2.500 2.222 2.00
24 4.167 4.0 3.773 3.572 3.334 2.857 2.500 2.222 2.00
25 1.562 4.0 3.774 3.571 3.333 2857 2.500 2.222 2.00

26 1.5 3.773 3.572 3.334 2.857 2.500 2.222 2.00
27 3.302 3.571 3.333 2.857 2.500 2.223 2.00
28 3.572 3.334 2.858 2.500 2.222 2.00
29 1.339 3.333 2.857 2.500 2.223 2.00
30 3.334 2.858 2.500 2.222 2.00

31 1.250 2.857 2.500 2.223 2.00
32 2.858 2.500 2.222 2.00
33 2.857 2.500 2.223 200
34 2.858 2.500 2.222 2.00
35 2.857 2.500 2.223 2.00

36 1.072 2.500 2.222 2.00
37 2.500 2.223 2.00
38 2.500 2.222 2.00
39 2.500 2.223 2.00
40 2.500 2.222 2.00

41 0.937 2.223 2.00
42 2.222 2.00
43 2.223 2.00
44 2.222 2.00
45 2.223 2.00

46 0.833 2.00
47—50 2.00

51 0.75
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Table A-i i Straight Line Method
Mid-Quarter Convention
Placed in Service in Third Quarter

Recovery periods in years
Year

—

2.5 3 3.5 4 5 6 6.5 7 7.5 8 8.5 9 9.5

1 15.0% 12.50% 10.71% 9.38% 7.5% 6.25% 5.77% 5.36% 5.00% 4.69% 4.41% 4.17% 3.95%
2 40.0 33.33 28.57 25.00 20.0 16.67 15.38 14.29 13.33 12.50 11.76 11.11 10.53
3 40.0 33.34 28.57 25.00 20.0 16.67 15.39 14.28 13.33 12.50 11.77 11.11 10.53
4 5.0 20.83 28.58 25.00 20.0 16.66 15.38 14.29 13.33 12.50 11.76 11.11 10.52
5 3.57 15.62 20.0 16.67 15.39 14.28 13.34 12.50 11.77 11.11 10.53

6 12.5 16.66 15.38 14.29 13.33 12.50 11.76 11.11 10.52
7 10.42 15.39 14.28 13.34 12.50 11.77 11.11 10.53
8 1.92 8.93 13.33 12.50 11.76 11.11 10.52
9 1.67 7.81 11.77 11.11 10.53

10 1.47 6.95 10.52

II 1.32

Table A-il._(Continued)

Recovery periods in years
Year

10 10.5 ii 11.5 12 12.5 13 13.5 14 15 16 16.5 77

I 3.75% 3.57% 3.41% 3.26% 3.13% 3.0% 2.88% 2.78% 2.68% 2.50% 2.34% 2.27% 2.21%
2 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
3 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
4 10.00 9.52 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
5 10.00 9.53 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88

6 10.00 9.52 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
7 10.00 9.53 9.09 8.70 8.34 8.0 7.69 7.41 7.14 6.66 6.25 6.06 5.88
8 10.00 9.52 9.09 8.69 8.33 8.0 7.70 7.40 7.14 6.67 6.25 6.06 5.88
9 10.00 9.53 9.09 8.70 8.34 8.0 7.69 7.41 7.15 6.66 6.25 6.06 5.88

70 10.00 9.52 9.09 8.69 8.33 8.0 7.70 7.40 7.14 6.67 6.25 6.06 5.88

ii 6.25 9.53 9.10 8.70 8.34 8.0 7.69 7.41 7.15 6.66 6.25 6.06 5.88
72 1.19 5.68 8.69 8.33 8.0 7.70 7.40 7.14 6.67 6.25 6.06 5.89
13 1.09 5.21 8.0 7.69 7.41 7.15 6.66 6.25 6.06 5.88
14 1.0 4.81 7.40 7.14 6.67 6.25 6.06 5.89
15 0.93 4.47 6.66 6.25 6.06 5.88

76 4.17 6.25 6.07 5.89
17 3.91 6.06 5.88
18 0.76 3.68

Publication 946 (2072) Page 81

Case No. 2012-00535
Altachment 5 for Post-Hearing Request for Information Item 4

Page 81 of 114



Page 82 Publication 946 (2072)

Case No. 2012-00535
Attachment 5 for Post-Hearing Request for Information Item 4

Page 82 of 114

Table A-il. (Continued)

Recovery periods in years
Year

-

18 19 20 22 24 25 26.5 28 30 35 40 45 50

2.08%
5.56
5.56
5.56
5.55

5.56
5.55
5.56
5.55
5.56

5.55
5.56
5.55
5.56
5.55

5.56
5.55
5.56
3.47

1.97%
5.26
5.26
5.26
5.26

5.26
5.26
5.26
5.27
5.26

5.27
5.26
5.27
5.26
5.27

5.26
5.27
5.26
5.27
3.29

1.875%
5.000
5.000
5.000
5.000

5.000
5.000
5.000
5.000
5.000

5.000
5.000
5.000
5.000
5.000

5.000
5.000
5.000
5.000
5.000

3.125

1.705%
4.545
4.545
4.545
4.546

4.545
4.546
4.545
4.546
4.545

4.546
4.545
4.546
4.545
4.546

4.545
4.546
4.545
4.546
4.545

4.546
4.545
2.841

1.563%
4.167
4.167
4.167
4.167

4.167
4.167
4.167
4.166
4.167

4.166
4.167
4.166
4.167
4.166

4.167
4.166
4.167
4.166
4.167

4.166
4.167
4.166
4.167
2.604

1.5%
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

2.5

1.415%
3.774
3.774
3.774
3.774

3.774
3.773
3.774
3.773
3.774

3.773
3.774
3.773
3.774
3.773

3.774
3.773
3.774
3.773
3.774

3.773
3.774
3.773
3.774
3.773

3.774
3.773
0.472

1.339%
3.571
3.571
3.571
3.571

3.572
3.571
3.572
3.571
3.572

3.571
3.572
3.571
3.572
3.571

3.572
3.571
3.572
3.571
3.572

3.571
3.572
3.571
3.572
3.571

3.572
3.571
3.572
2.232

1.250%
3.333
3.333
3.333
3.333

3.333
3.333
3.333
3.333
3.333

3.333
3.334
3.333
3.334
3.333

3.334
3.333
3.334
3.333
3.334

3.333
3.334
3.333
3.334
3.333

3.334
3.333
3.334
3.333
3.334

2.083

2
3
4
5

6
7
8
9

10

11
12
13
14
15

16
17
18
19
20

21
22
23
24
25

26
27
28
29
30

31
32
33
34
35

36
37
38
39
40

41
42
43
44
45

46
47—50

51

1.071%
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.858
2.857
2.858
2.857
2.858

2.857
2.858
2.857
2.858
2.857

1.786

0.938%
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

1.562

0.833%
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.223
2.222
2.223
2.222

2.223
2.222
2.223
2.222
2.223

2.222
2.223
2.222
2.223
2.222

2.223
2.222
2.223
2.222
2.223

1.389

0.75%
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
1.25



Table A-i 2. Straight Line Method
Mid-Quarter Convention
Placed in Service in Fourth Quarter

Recovery periods in years
Year

2.5 3 3.5 4 5 6 6.5 7 7.5 8 8.5 9 9.5

I 5.0% 4.17% 3.57% 3.13% 2.5% 2.08% 1.92% 1.79% 1.67% 1.56% 1.47% 1.39% 1.32%
2 40.0 33.33 28.57 25.00 20.0 16.67 15.39 14.29 13.33 12.50 11.76 11.11 10.53
3 40.0 33.33 28.57 25.00 20.0 16.67 15.38 14.28 13.33 12.50 11.77 11.11 10.53
4 15.0 29.17 28.57 25.00 20.0 16.67 15.39 14.29 13.33 12.50 11.76 11.11 10.52
5 10.72 21.87 20.0 16.66 15.38 14.28 13.33 12.50 11.77 11.11 10.53

6 17.5 16.67 15.39 14.29 13.34 12.50 11.76 11.11 10.52
7 14.58 15.38 14.28 13.33 12.50 11.77 11.11 10.53
8 5.77 12.50 13.34 12.50 11.76 11.11 10.52
9 5.00 10.94 11.77 11.11 10.53

10 4.41 9.73 10.52

11 3.95

Table A-12. (Continued)

Recovery periods in years
Year

70 10.5 II 11.5 72 12.5 73 13.5 14 15 16 76.5 17

I 1.25% 1.19% 1.14% 1.09% 1.04% 1.0% 0.96% 0.93% 0.89% 0.83% 0.78% 0.76% 0.74%
2 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
3 10.00 9.52 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
4 10.00 9.52 9.09 8.70 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
5 10.00 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88

6 10.00 9.52 9.09 8.70 8.34 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
7 10.00 9.53 9.09 8.69 8.33 8.0 7.69 7.41 7.14 6.67 6.25 6.06 5.88
8 10.00 9.52 9.09 8.70 8.34 8.0 7.69 7.40 7.15 6.66 6.25 6.06 5.88
9 10.00 9.53 9.09 8.69 8.33 8.0 7.70 7.41 7.14 6.67 6.25 6.06 5.88

10 10.00 9.52 9.09 8.70 8.34 8.0 7.69 7.40 7.15 6.66 6.25 6.06 5.88

17 8.75 9.53 9.09 8.69 8.33 8.0 7.70 7.41 7.14 6.67 6.25 6.06 5.88
72 3.57 7.96 8.70 8.34 8.0 7.69 7.40 7.15 6.66 6.25 6.06 5.89
73 3.26 7.29 8.0 7.70 7.41 7.14 6.67 6.25 6.06 5.88
14 3.0 6.73 7.40 7.15 6.66 6.25 6.06 5.89
75 2.78 6.25 6.67 6.25 6.06 5.88

76 5.83 6.25 6.06 5.89
77 5.47 6.07 5.88
18 2.27 5.15
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Table A-i 2. (Continued)

Recovery periods in years
Year

18 79 20 22 24 25 26.5 28 30 35 40 45 50

0.69%
5.56
5.56
5.56
5.55

5.56
5.55
5.56
5.55
5.56

5.55
5.56
5.55
5.56
5.55

5.56
5.55
5.56
4.86

0.66%
5.26
5.26
5.26
5.26

5.26
5.26
5.26
5.26
5.27

5.26
5.27
5.26
5.27
5.26

5.27
5.26
5.27
5.26
4.61

0.625%
5.000
5.000
5.000
5.000

5.000
5.000
5.000
5.000
5.000

5.000
5.000
5.000
5.000
5.000

5.000
5.000
5.000
5.000
5.000

4.375

0.568%
4.545
4.545
4.546
4.545

4.546
4.545
4.546
4.545
4.546

4.545
4.546
4.545
4.546
4.545

4.546
4.545
4.546
4.545
4.546

4.545
4.546
3.977

0.521%
4.167
4.167
4.167
4.167

4.167
4.167
4.167
4.167
4.166

4.167
4.166
4.167
4.166
4.167

4.166
4.167
4.166
4.167
4.166

4.167
4.166
4.167
4.166
3.646

0.5%
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

4.0
4.0
4.0
4.0
4.0

3.5

0.472%
3.774
3.774
3.774
3.774

3.773
3.774
3.773
3.774
3.773

3.774
3.773
3.774
3.773
3.774

3.773
3.774
3.773
3.774
3.773

3.774
3.773
3.774
3.773
3.774

3.773
3.774
1.415

0.446%
3.571
3.571
3.571
3.571

3.572
3.571
3.572
3.571
3.572

3.571
3.572
3.571
3.572
3.571

3.572
3.571
3.572
3.571
3.572

3.571
3.572
3.571
3.572
3.571

3.572
3.571
3.572
3.125

0.417%
3.333
3.333
3.333
3.333

3.333
3.333
3.333
3.333
3.333

3.333
3.333
3.334
3.333
3.334

3.333
3.334
3.333
3.334
3.333

3.334
3.333
3.334
3.333
3.334

3.333
3.334
3.333
3.334
3.333

2.917

2
3
4
5

6
7
8
9

10

11
12
73
14
15

16
17
18
19
20

21
22
23
24
25

26
27
28
29
30

31
32
33
34
35

36
37
38
39
40

41
42
43
44
45

46
47—50

51

0.357%
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.857
2.857
2.857
2.857

2.857
2.858
2.857
2.858
2.857

2.858
2.857
2.858
2.857
2.858

2.500

0.313%
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.500
2.500
2.500
2.500
2.500

2.187

0.278%
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.222
2.222
2.222

2.222
2.222
2.223
2.222
2.223

2.222
2.223
2.222
2.223
2.222

2.223
2.222
2.223
2.222
2.223

2.222
2.223
2.222
2.223
2.222

1.945

0.25%
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
200
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
2.00
2.00
2.00

2.00
2.00
1.75



Table A-13. Straight Line
Mid-Month Convention

Month property placed in service
Year

1 2 3 4 5 6 7 8 9 10 11 12

1 2.396% 2.188% 1.979% 1.771% 1.563% 1.354% 1.146% 0.938% 0.729% 0.521% 0.313% 0.104%
2—40 2.500 2.500 2.500 2.500 2.500 2.500 2.500 2.500 2.500 2.500 2.500 2.500

41 0.704 0.312 0.521 0.729 0.937 1.146 1.354 1.562 1.771 1.979 2.187 2.396

Table A-14. 150% Declining Balance Method
Half-Year Convention

Recovery periods in years
Year

2.5 3 3.5 4 5 6 6.5 7 7.5 8 8.5 9 9.5

1 30.0% 25.0% 21.43% 18.75% 15.00% 12.50% 11.54% 10.71% 10.00% 9.38% 8.82% 8.33% 7.89%
2 42.0 37.5 33.67 30.47 25.50 21.88 20.41 19.13 18.00 16.99 16.09 15.28 14.54
3 28.0 25.0 22.45 20.31 17.85 16.41 15.70 15.03 14.40 13.81 13.25 12.73 12.25
4 12.5 22.45 20.31 16.66 14.06 13.09 12.25 11.52 11.22 10.91 10.61 10.31
5 10.16 16.66 14.06 13.09 12.25 11.52 10.80 10.19 9.65 9.17

6 8.33 14.06 13.09 12.25 11.52 10.80 10.19 9.64 9.17
7 7.03 13.08 12.25 11.52 10.80 10.18 9.65 9.17
8 6.13 11.52 10.80 10.19 9.64 9.17
9 5.40 10.18 9.65 9.17

10 4.82 9.16

Table A-14. (Continued)
Recovery periods in years

Year
10 70.5 11 11.5 12 12.5 13 13.5 14 15 16 16.5 17

1 7.50% 7.14% 6.82% 6.52% 6.25% 6.00% 5.77% 5.56% 5.36% 5.00% 4.69% 4.55% 4.41%
2 13.88 13.27 12.71 12.19 11.72 11.28 10.87 10.49 10.14 9.50 8.94 8.68 8.43
3 11.79 11.37 10.97 10.60 10.25 9.93 9.62 9.33 9.05 8.55 8.10 7.69 7.69
4 10.02 9.75 9.48 9.22 8.97 8.73 8.51 8.29 8.08 7.70 7.34 7.17 7.01
5 8.74 8.35 8.18 8.02 7.85 7.69 7.53 7.37 7.22 6.93 6.65 6.52 6.39

6 8.74 8.35 7.98 7.64 7.33 7.05 6.79 6.55 6.44 6.23 6.03 5.93 5.83
7 8.74 8.35 7.97 7.64 7.33 7.05 6.79 6.55 6.32 5.90 5.55 5.39 5.32
8 8.74 8.35 7.98 7.63 7.33 7.05 6.79 6.55 6.32 5.90 5.55 5.39 5.23
9 8.74 8.36 7.97 7.64 7.33 7.04 6.79 6.55 6.32 5.91 5.55 5.39 5.23

70 8.74 8.35 7.98 7.63 7.33 7.05 6.79 6.55 6.32 5.90 5.55 5.39 5.23

11 4.37 8.36 7.97 7.64 7.32 7.04 6.79 6.55 6.32 5.91 5.55 5.39 5.23
72 3.99 7.63 7.33 7.05 6.78 6.55 6.32 5.90 5.55 5.39 5.23
13 3.66 7.04 6.79 6.56 6.32 5.91 5.54 5.38 5.23
14 3.39 6.55 6.31 5.90 5.55 5.39 5.23
15 3.16 5.91 5.54 5.38 5.23

16 2.95 5.55 5.39 5.23
17 2.77 5.38 5.23
18 2.62
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Table A-14. (Continued)

3.95% 3.750% 3.409% 3.125%

Recovery periods in years
Year

18 19 20 22 24 25 26.5 28 30 35 40 45 50

4.17%
7.99
7.32
6.71
6.15

5.64
5.17
4.94
4.94
4.94

4.94
4.95
4.94
4.95
4.94

4.95
4.94
4.95
2.47

7.58
6.98
6.43
5.93

5.46
5.03
4.69
4.69
4.69

4.69
4.69
4.69
4.69
4.69

4.69
4.69
4.70
4.69
2.35

7.219
6.677
6.177
5.713

5.285
4.888
4.522
4.462
4.461

4.462
4.461
4.462
4.461
4.462

4.461
4.462
4.461
4.462
4.461

2.231

6.586
6.137
5.718
5.328

4.965
4.627
4.311
4.063
4.063

4.063
4.063
4.064
4.063
4.064

4.063
4.064
4.063
4.064
4.063

4.064
4.063
2.032

6.055
5.676
5.322
4.989

4.677
4.385
4.111
3.854
3.729

3.729
3.729
3.730
3.729
3.730

3.729
3.730
3.729
3.730
3.729

3.730
3.729
3.730
3.729
1.865

3.000%
5.820
5.471
5.143
4.834

4.544
4.271
4.015
3.774
3.584

3.583
3.584
3.583
3.584
3.583

3.584
3.563
3.584
3.583
3.584

3.583
3.584
3.563
3.584
3.583

1.792

2
3
4
5

6
7
8
9

10

11
12
13
14
15

16
17
18
19
20

21
22
23
24
25

26
27
28
29
30

31
32
33
34
35

36
37
38
39
40

41
42
43
44
45

46
47
48
49
50

51

2.830% 2.679% 2.500% 2.143% 1.875% 1.667% 1.500%
5.500 5.214 4.875 4.194 3.680 3.278 2.955
5.189 4.934 4.631 4.014 3.542 3.169 2.866
4.895 4.670 4.400 3.842 3.409 3.063 2.780
4.618 4.420 4.180 3.677 3.281 2.961 2.697

4.357 4.183 3.971 3.520 3.158 2.862 2.616
4.110 3.959 3.772 3.369 3.040 2.767 2.538
3.877 3.747 3.564 3.225 2.926 2.674 2.461
3.658 3.546 3.404 3.086 2.816 2.585 2.388
3.451 3.356 3.234 2.954 2.710 2.499 2.316

3.363 3.205 3.072 2.828 2.609 2.416 2.246
3.383 3.205 2.994 2.706 2.511 2.335 2.179
3.383 3.205 2.994 2.590 2.417 2.257 2.114
3.383 3.205 2.994 2.571 2.326 2.182 2.050
3.383 3.205 2.994 2.571 2.253 2.110 1.989

3.383 3.205 2.994 2.571 2.253 2.039 1.929
3.383 3.205 2.994 2.571 2.253 2.005 1.871
3.383 3.205 2.994 2.571 2.253 2.005 1.815
3.383 3.205 2.994 2.571 2.253 2.005 1.806
3.384 3.205 2.993 2.571 2.253 2.005 1.806

3.363 3.205 2.994 2.571 2.253 2.005 1.806
3.384 3.205 2.993 2.571 2.253 2.005 1.806
3.383 3.205 2.994 2.571 2.253 2.005 1.806
3.384 3.205 2.993 2.571 2.253 2.004 1.806
3.383 3.205 2.994 2.571 2.253 2.005 1.806

3.384 3.205 2.993 2.571 2.253 2.004 1.806
3.383 3.205 2.994 2.571 2.253 2.005 1.806

3.205 2.993 2.572 2.253 2.004 1.806
1.602 2.994 2.571 2.253 2.005 1.806

2.993 2.572 2.253 2.004 1.806

1.497 2.571 2.253 2.005 1.806
2.572 2.253 2.004 1.806
2.571 2.252 2.005 1.806
2.572 2.253 2.004 1.806
2.571 2.252 2.005 1.806

1.286 2.253 2.004 1.806
2.252 2.005 1.806
2.253 2.004 1.806
2.252 2.005 1.806
2.253 2.004 1.806

1.126 2.005 1.806
2.004 1.805
2.005 1.806
2.004 1.805
2.005 1.806

1.002 1.805
1.806
1.805
1.806
1.805

0.903
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Table A-15. 150% Declining Balance Method
Mid-Quarter Convention
Property Placed in Service in First Quarter

Recovery periods in years
Year — —-

— — —

2.5 3 3.5 4 5 6 6.5 7 7.5 8 8.5 9 9.5

1 52.50% 43.75% 37.50% 32.81% 26.25% 21.88% 20.19% 18.75% 17.50% 16.41% 15.44% 14.58% 13.82%

2 29.23 28.13 26.79 25.20 22.13 19.53 18.42 17.41 16.50 15.67 14.92 14.24 13.61

3 18.27 25.00 21.98 19.76 16.52 14.65 14.17 13.68 13.20 12.74 12.29 11.86 11.46

4 3.12 13.73 19.76 16.52 14.06 13.03 12.16 11.42 10.77 10.20 9.89 9.65

5 2.47 16.52 14.06 13.02 12.16 11.42 10.77 10.19 9.64 9.15

6 2.06 14.06 13.03 12.16 11.41 10.76 10.20 9.65 9.15

7 1.76 8.14 12.16 11.42 10.77 10.19 9.64 9.15

8 1.52 7.13 10.76 10.20 9.65 9.15

9 1.35 6.37 9.64 9.14

10
1.21 5.72

Table A-i 5. (Continued)
Recovery periods in years

Year
10 10.5 11 11.5 12 12.5 13 13.5 14 15 16 16.5 17

1 13.13% 12.50% 11.93% 11.41% 10.94% 10.50% 10.10% 9.72% 9.38% 8.75% 8.20% 7.95% 7.72%

2 13.03 12.50 12.01 11.56 11.13 10.74 10.37 10.03 9.71 9.13 8.61 8.37 8.14

3 11.08 10.71 10.37 10.05 9.74 9.45 9.18 8.92 8.67 8.21 7.80 7.67 7.42

4 9.41 9.18 8.96 8.74 8.52 8.32 8.12 7.93 7.74 7.39 7.07 6.92 6.77

5 8.71 8.32 7.96 7.64 7.46 7.32 7.18 7.04 6.91 6.65 6.41 6.29 6.17

6 8.71 8.32 7.96 7.64 7.33 7.04 6.78 6.53 6.31 5.99 5.80 5.71 5.63

7 8.71 8.32 7.96 7.64 7.33 7.04 6.77 6.54 6.31 5.90 5.54 5.38 5.23

8 8.71 8.32 7.96 7.64 7.33 7.04 6.78 6.53 6.31 5.91 5.54 5.38 5.23

9 8.71 8.32 7.96 7.64 7.33 7.04 6.77 6.54 6.31 5.90 5.54 5.38 5.23

10 8.71 8.31 7.97 7.63 7.32 7.04 6.78 6.53 6.31 5.91 5.54 5.38 5.23

11 1.09 5.20 7.96 7.64 7.33 7.04 6.77 6.54 6.31 5.90 5.54 5.38 5.23

12 1.00 4.77 7.32 7.03 6.78 6.53 6.31 5.91 5.54 5.38 5.22

13 0.92 4.40 6.77 6.54 6.32 5.90 5.54 5.38 5.23

14 0.85 4.08 6.31 5.91 5.55 5.38 5.22

15 0.79 5.90 5.54 5.38 5.23

16 0.74 5.55 5.37 5.22

17 0.69 3.36 5.23

18
0.65
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Table A-15. (Continued)
Recovery periods in years

Year
18 19 20 22 24 25 26.5 28 30 35 40 45 50

1 7.29% 6.91% 6.563% 5.966% 5.469% 5.250% 4.953% 4.688% 4.375% 3.750% 3.281% 2.917% 2.625%

2 7.73 7.35 7.008 6.411 5.908 5.685 5.380 5.106 4.781 4.125 3.627 3.236 2.921

3 7.08 677 6.482 5.974 5.539 5.344 5.075 4.832 4.542 3.948 3.491 3.128 2.834

4 6.49 6.23 5.996 5.567 5.193 5.023 4.788 4.574 4.315 3.779 3.360 3.024 2.749

5 •5 5.74 5.546 5.187 4.668 4.722 4.517 4.329 4.099 3.617 3.234 2.923 2.666

6 5.45 5.29 5.130 4.834 4.564 4.439 4.262 4.097 3.894 3.462 3.113 2.826 2.586

7 5.00 4.87 4.746 4.504 4.279 4.172 4.020 3.877 3.700 3.314 2.996 2.732 2.509

8 4.94 4.69 4.459 4.197 4.011 3.922 3.793 3.669 3.515 3.172 2.884 2.640 2.433

9 4.95 4.69 4.459 4.061 3.761 3.687 3.578 3.473 3.339 3.036 2.776 2.552 2.360

10 4.94 4.69 4.459 4.061 3.729 3.582 3.383 3.287 3.172 2.906 2.671 2.467 2.290

ii 4.95 4.69 4.459 4.061 3.729 3.582 3.384 3.204 3.013 2.781 2.571 2.385 2.221

12 4.94 4.69 4.460 4.061 3.730 3.582 3.383 3.204 2.994 2.662 2.475 2.306 2.154

13 4.95 4.69 4.459 4.061 3.729 3.582 3.384 3.204 2.994 2.571 2.382 2.229 2.090

14 4.94 4.69 4.460 4.061 3.730 3.582 3.383 3.204 2.994 2.571 2.293 2.154 2.027

15 4.95 4.68 4.459 4.061 3.729 3.582 3.384 3.204 2.994 2.571 2.252 2.083 1.966

16 4.94 4.69 4.460 4.061 3.730 3.582 3.383 3.204 2.994 2.571 2.252 2.013 1.907

17 4.95 4.68 4.459 4.061 3.729 3.582 3.384 3.204 2.994 2.571 2.253 2.005 1.850

18 4.94 4.69 4.460 4.061 3.730 3.582 3.383 3.204 2.994 2.571 2.252 2.005 1.606

19 0.62 4.68 4.459 4.061 3.729 3.581 3.384 3.204 2.994 2.571 2.253 2.005 1.806

20 0.59 4.460 4.060 3.730 3.582 3.383 3.204 2.994 2.571 2.252 2.005 1.806

21 0.557 4.061 3.729 3.581 3.384 3.203 2.993 2.571 2.253 2.005 1.806

22 4.060 3.730 3.582 3.383 3.204 2.994 2.571 2.252 2.005 1.806

23 0.508 3.729 3.581 3.384 3.203 2.993 2.571 2.253 2.005 1.806

24 3.730 3.582 3.383 3.204 2.994 2.570 2.252 2.005 1.806

25 0.466 3.581 3.384 3.203 2.993 2.571 2.253 2.004 1.806

26 0.448 3.383 3.204 2.994 2.570 2.252 2.005 1.806

27 2.115 3.203 2.993 2.571 2.253 2.004 1.806

28 3.204 2.994 2.570 2.252 2.005 1.805

29 0.400 2.993 2.571 2.253 2.004 1.806

30 2.994 2.570 2.252 2.005 1.805

31 0.374 2.571 2.253 2.004 1.806

32 2.570 2.252 2.005 1.805

33 2.571 2.253 2.004 1.806

34 2.570 2.252 2.005 1.805

35 2.571 2.253 2.004 1.806

36 0.321 2.252 2.005 1.805

37 2.253 2.004 1.806

38 2.252 2.005 1.805

39 2.253 2.004 1.806

40 2.252 2.005 1.805

41 0.282 2.004 1.806

42 2.005 1.805

43 2.004 1.806

44 2.005 1.805

45 2.004 1.806

46 0.251 1.805

47 1.806

48 1.805

49 1.806

50 1.805

57 0.226
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Table A-16. 150% Declining Balance Method
Mid-Quarter Convention
Property Placed in Service in Second Quartet

I

I Recovery periods in years
Year

2.5 3 3 4 5

37.50% 31.25% 2679/ 2344/ 1875/
37.50 34.38 31 38 2871 2438

1223 1148 10.83 10.19 9.64 9.16
1082 1020 9.65 9.17

964 916

5.27 11
4.58

4.06 892
3.62 802 ]

Table A-i 6. (Continued)
Recovery periods in years

Year
10 10.5 II 11.5 12 12.5 13 13.5 14 15 16 16.5 17

1 9.38% 8.93% 8.52% 8.15% 7.81% 7.50% 7.21% 6.94% 6.70% 6.25% 5.86% 5.68% 5.51%

2 13.59 13.01 12.47 11.98 11.52 11.10 10.71 10.34 10.00 9.38 8.83 8.57 8.34

3 11.55 11.15 1077 10.42 10.06 9.77 9.47 9.19 8.92 8.44 8.00 7.80 7.60

4 9.82 9.56 9.31 9.06 8.82 8.60 8.38 8.17 7.97 7.59 7.25 7.09 6.93

5 8.73 8.34 8.04 7.88 7.72 7.56 7.41 7.26 7.12 6.83 6.57 6.44 6.32

6 8.73 8.34 7.98 7.64 7.33 7.04 6.78 6.55 6.35 6.15 5.95 5.86 5.76

7 8.73 8.34 7.98 7.64 7.33 7.04 6.79 6.55 6.32 5.91 5.55 5.38 5.25

8 8.73 8.34 7.98 7.64 7.33 7.05 6.78 6.55 6.32 5.90 5.55 5.39 5.23

9 8.73 8.34 7.99 7.64 7.33 7.04 6.79 6.54 6.32 5.91 5.55 5.38 5.23

10 8.73 8.35 7.98 7.63 7.33 7.05 6.78 6.55 6.32 5.90 5.54 5.39 5.23

ii 3.28 7.30 7.99 7.64 7.33 7.04 6.79 6.54 6.32 5.91 5.55 5.38 5.23

12 2.99 6.68 7.32 7.05 6.78 6.55 6.32 5.90 5.54 5.39 5.23

13 2.75 6.16 6.79 6.54 6.32 5.91 5.55 5.38 5.24

14 2.54 5.73 6.33 5.90 5.54 5.39 5.23

75 2.37 5.91 5.55 5.38 5.24

16 2.21 5.54 5.39 5.23

17 2.08 4.71 5.24

18 1.96
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Table A-16. (Continued)
Recovery periods in years

________

Year
—

____

-18 19 20 22 24 25 26.5 28 30 35 40 45 50

I 5.21% 4.93% 4.688% 4.261% 3.906% 3.750% 3.538% 3.348% 3.125% 2.679% 2.344% 2.083% 1.875%
2 7.90 7.51 7.148 6.528 6.006 5.775 5.460 5.178 4.844 4.171 3.662 3.264 2.944
3 7.24 6.91 6.612 6.083 5.631 5.429 5.151 4.900 4.602 3.992 3.525 3.155 2.855
4 6.64 6.37 6.116 5.668 5.279 5.103 4.859 4.638 4.371 3.821 3.393 3.050 2.770
5 6.08 5.86 5.658 5.281 4.949 4.797 4.584 4.389 4.153 3.657 3.265 2.948 2.687

6 5.58 5.40 5.233 4.921 4.639 4.509 4.325 4.154 3.945 3.501 3.143 2.850 2.606

7 5.11 4.98 4.841 4.586 4.349 4.238 4.080 3.932 3.748 3.351 3.025 2.755 2.528

3 4.94 4.69 4.478 4.273 4.078 3.984 3.849 3.721 3.561 3.207 2.912 2.663 2.452

9 4.94 4.69 4.463 4.063 3.823 3.745 3.631 3.522 3.383 3.069 2.802 2.574 2.378

10 4.95 4.69 4.463 4.063 3.729 3.583 3.426 3.333 3.213 2.938 2.697 2.489 2.307

11 4.94 4.69 4.463 4.062 3.729 3.583 3.384 3.205 3.053 2.812 2.596 2.406 2.238

12 4.95 4.69 4.463 4.063 3.729 3.583 3.383 3.205 2.994 2.692 2.499 2.325 2.171

13 4.94 4.69 4.463 4.062 3.730 3.583 3.384 3.205 2.994 2.576 2.405 2.248 2.106

14 4.95 4.69 4.463 4.063 3.729 3.583 3.383 3.205 2.994 2.571 2.315 2.173 2.042

15 4.94 4.69 4.462 4.062 3.730 3.583 3.384 3.205 2.994 2.571 2.253 2.101 1.981

16 4.95 4.69 4.463 4.063 3.729 3.583 3.383 3.204 2.994 2.571 2.253 2.031 1.922

17 4.94 4.69 4.462 4.062 3.730 3.583 3.384 3.205 2.994 2.571 2.253 2.005 1.864

18 4.95 469 4.463 4.063 3.729 3.583 3.383 3.204 2.993 2.571 2.253 2.005 1.808

19 1.85 4.69 4.462 4.062 3.730 3.583 3.384 3.205 2.994 2.571 2.253 2.005 1.806

20 1.76 4.463 4.063 3.729 3.583 3.383 3.204 2.993 2.571 2.253 2.005 1.806

21 1.673 4.062 3.730 3.583 3.384 3.205 2.994 2.572 2.253 2.005 1.806

22 4.063 3.729 3.583 3.383 3.204 2.993 2.571 2.253 2.005 1.806

23 1.523 3.730 3.583 3.384 3.205 2.994 2.572 2.253 2.004 1.806

24 3.729 3.582 3.383 3.204 2.993 2.571 2.253 2.005 1.806

25 1.399 3.583 3.384 3.205 2.994 2.572 2.253 2.004 1.806

26 1.343 3.383 3.204 2.993 2.571 2.253 2.005 1.806

27 2.961 3.205 2.994 2.572 2.253 2.004 1.806

28 3.204 2.993 2.571 2.253 2.005 1.806

29 1.202 2.994 2.572 2.253 2.004 1.806

30 2.993 2.571 2.252 2.005 1.806

31 1.123 2.572 2.253 2.004 1.806

32 2.571 2.252 2.005 1.806

33 2.572 2.253 2.004 1.806
2.571 2.252 2.005 1.806

35 2.572 2.253 2.004 1.806

36 0.964 2.252 2.005 1.806

37 2.253 2.004 1.806

38 2.252 2.005 1.806

39 2.253 2.004 1.806

40 2.252 2.005 1.806

41 0.845 2.004 1.806

42 2.005 1.806

43 2.004 1.806

44 2.005 1.806

45 2.004 1.805

46 0.752 1.806

47 1.805

48 1.806

49 1.805

50 1.806

51 0.677
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Table A-17. 1 50% Declining Balance Method
Mid-Quarter Convention

2.53

Placed Service in Third Quarter

I 22.50% 18.75% 16.07% 14.06% 11.25% 9.38% 8.65% 8.04% 7.50% 7.03% 6.62% 6.25% 5.92%

2 46.50 40.63 35.97 32.23 26.63 22.66 21.08 19.71 18.50 17.43 16.48 15.63 14.85

3 27.56 25.00 22.57 20.46 18.64 16.99 16.22 15.48 14.80 14.16 13.57 13.02 12.51

4 344 15.62 22.57 20.46 16.56 14.06 13.10 12.27 11.84 11.51 11.18 10.85 10.53

5 2.62 12.79 16.57 14.06 13.10 12.28 11.48 10.78 10.18 9.64 9.17

6 10.35 14.06 13.11 12.27 11.48 10.78 10.17 9.65 9.17

7 8.79 13.10 12.28 11.48 10.78 10.18 9.64 9.18

8 1.64 7.67 11.48 10.79 10.17 9.65 9.17

9 1.44 6.74 10.18 9.64 9.18

10 1.27 6.03 9.17

Ii I I

Table A-17. (Continued)
Recovery periods in years

Year
—

10 I 10.5 II 11.5 12 12.5 13 13.5 14 15 16 76.5 17

1 5.63% 5.36% 5.11% 4.89% 4.69% 4.50% 4.33% 4.17% 4.02% 3.75% 3.52% 3.41% 3.31%

2 1416 13.52 12.94 12.41 11.91 11.46 11.04 10.65 10.28 9.63 9.05 8.78 8.53

3 12.03 11.59 11.18 10.79 10.43 10.08 9.77 9.46 9.18 8.66 8.20 7.98 7.78

4 1023 9.93 9.65 9.38 9.12 8.88 8.64 8.41 8.20 7.80 7.43 7.26 7.09

5 8.75 8.51 8.33 8.16 7.98 7.81 7.64 7.48 7.32 7.02 6.73 6.60 6.47

6 8.75 8.34 7.97 7.63 7.33 7.05 6.79 6.65 6.54 6.31 6.10 6.00 5.90

7 8.75 8.34 7.97 7.63 7.33 7.05 6.79 6.55 6.31 5.90 5.55 5.45 5.38

8 8.74 8.34 7.97 7.63 7.33 7.05 6.79 6.54 6.31 5.90 5.55 5.38 5.23

9 8.75 8.34 7.97 7.63 7.33 7.05 6.79 6.55 6.32 5.91 5.55 5.39 5.23

10 874 8.34 7.97 7.63 7.32 7.05 6.79 6.54 6.31 5.90 5.55 5.38 5.23

11 547 8.35 7.96 7.63 7.33 7.05 6.79 6.55 6.32 5.91 5.55 5.39 5.23

12 1.04 4.98 7.64 7.32 7.04 6.60 6.54 6.31 5.90 5.55 5.38 5.23

13 0.95 4.58 7.05 6.79 6.55 6.32 5.91 5.55 5.39 5.22

14 0.88 4.25 6.54 6.31 5.90 5.55 5.38 5.23

¶5 0.82 3.95 5.91 5.55 5.39 5.22

16 3.69 5.55 5.38 5.23

77 3.47 5.39 5.22

18 0.67 3.27
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Table A-17. (Continued)
Recovery periods in yesrs

Yesr
18 19 20 22 24 25 26.5 28 30 35 40 45 50

3.13%
8.07
7.40
6.78
6.22

5.70
5.23
4.94
4.94
4.94

4.94
4.95
4.94
4.95
4.94

4.95
4.94
4.95
3.09

2.96%
7.66
7.06
6.50
5.99

5.51
5.08
4.69
4.69
4.69

4.69
4.69
4.69
4.69
4.70

4.69
4.70
4.69
4.70
2.93

2.813%
7.289
6.742
6.237
5.769

5.336
4.936
4.566
4.460
4.460

4.460
4.460
4.461
4.460
4.461

4.460
4.461
4.460
4.461
4.460

2.788

2.557%
6.644
6.191
5.769
5.375

5.009
4.667
4.349
4.064
4.064

4.064
4.064
4.064
4.064
4.064

4.064
4.064
4.065
4.064
4.065

4.064
4.065
2.540

2.344%
6.104
5.722
5.384
5.029

4.715
4.420
4.144
3.885
3.729

3.730
3.729
3.730
3.729
3.730

3.729
3.730
3.729
3.730
3.729

3.730
3.729
3.730
3.729
2.331

2.250%
5.885
5.513
5.182
4.871

4.579
4.304
4.046
3.803
3.584

3.584
3.584
3.584
3.584
3.584

3.584
3.584
3.584
3.584
3.584

3.585
3.584
3.585
3.584
3.585

2.240

2.123%
5.540
5.227
4.931
4.652

4.388
4.140
3.906
3.685
3.476

3.383
3.383
3.383
3.383
3.383

3.363
3.383
3.383
3.383
3.383

3.383
3.383
3.383
3.383
3.382

3.383
3.382
0.423

2.009%
5.250
4.968
4.702
4.450

4.212
3.986
3.773
3.571
3.379

3.205
3.205
3.205
3.205
3.205

3.206
3.205
3.206
3.205
3.206

3.205
3.206
3.205
3.206
3.205

3.206
3.205
3.206
2.003

1.875%
4.906
4.661
4.428
4.207

3.996
3.796
3.607
3.426
3.255

3.092
2.994
2.994
2.994
2.994

2.994
2.994
2.994
2.994
2.993

2.994
2.993
2.994
2.993
2.994

2.993
2.994
2.993
2.994
2.993

1.871

2
3
4
5

6
7
8
9

10

Ii
12
13
14
15

16
17
18
19
20

21
22
23
24
25

26
27
28
29
30

31
32
33
34
35

36
37
38
39
40

41
42
43
44
45

46
47
48
49
50

51

1.607%
4.217
4.036
3.863
3.698

3.539
3.387
3.242
3.103
2.970

2.843
2.721
2.605
2.571
2.571

2.571
2.571
2.571
2.571
2.571

2.571
2.571
2.571
2.571
2.571

2.571
2.571
2.571
2.571
2.571

2.571
2.571
2.571
2.571
2.571

1.607

1.406%
3.697
3.559
3.425
3.297

3.173
3.054
2.940
2.629
2.723

2.621
2.523
2.428
2.337
2.253

2.253
2.253
2.253
2.253
2.253

2.253
2.253
2.253
2.253
2.253

2.253
2.253
2.253
2.253
2.253

2.253
2.253
2.253
2.253
2.253

2.253
2.253
2.254
2.253
2.254

1.408

1.250%
3.292
3.182
3.076
2.973

2.874
2.778
2.666
2.596
2.510

2.426
2.345
2.267
2.192
2.118

2.048
2.005
2.005
2.005
2.005

2.005
2.005
2,005
2.005
2.004

2.005
2.004
2.005
2.004
2.005

2.004
2.005
2.004
2.005
2.004

2.005
2.004
2.005
2.004
2.005

2.004
2.005
2.004
2.005
2.004

1.253

1.125%
2.966
2.877
2.791
2.707

2.626
2.547
2.471
2.397
2.325

2.255
2.187
2.122
2.058
1.996

1.937
1.878
1.822
1.806
1.806

1.806
1.806
1.806
1.806
1.806

1.806
1.806
1.806
1.806
1.806

1.806
1.806
1.806
1.806
1.806

1.806
1.605
1.806
1.605
1.806

1.805
1.806
1.805
1.806
1.805

1.806
1.805
1.806
1.605
1.806

1.128
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Table A-18. 150% Declining Balance Method
Mid-Quarter Convention
Property Placed in Service in Fourth Quarter

Recovery periods in years
Year —

2.5 3 3.5 4 5 6 6.5 7 7.5 8 8.5 9 9.5

1 750% 6.25% 5.36% 4.69% 3.75% 3.13% 2.88% 2.68% 2.50% 2.34% 2.21% 2.08% 1.97%

2 55.50 46.88 40.56 35.74 28.88 24.22 22.41 20.85 19.50 18.31 17.26 16.32 15.48

3 26.91 25.00 23.18 22.34 20.21 18.16 17.24 16.39 15.60 14.88 14.21 13.60 13.03

4 10.09 21.87 22.47 19.86 16.40 14.06 13.26 12.87 12.48 12.09 11.70 11.33 10.98

5 8.43 17.37 16.41 14.06 13.10 12.18 11.41 10.74 1016 9.65 9.24

6 14.35 14.06 13.10 12.18 11.41 10.75 10.16 9.65 9.17

7 12.31 13.10 12.19 11.41 10.74 10.16 9.64 9.17

8 4.91 10.66 11.41 10.75 10.16 9.65 9.17

9 4.28 9.40 10.17 9.64 9.17

10 3.81 8.44 9.18

11 3.44

Table A-i 8. (Continued)
Recovery periods in years

Year —

10 70.5 II 11.5 12 12.5 13 13.5 14 15 16 76.5 17

1.88% 1.79% 1.70%
14.72 14.03 13.40
12.51 12.03 11.58
10.63 10.31 10.00
9.04 8.83 8.63

8.72 8.32 7.95
8.72 8.31 7.96
8.72 8.32 7.95
8.72 8.31 7.96
8.71 8.32 7.95

7.63 8.31 7.96
3.12 6.96

2
3
4
5

6
7
8
9

10

11
12
13
14
15

16
17
18

1.63%
12.83
11.16
9.70
8.44

7.63
7.63
7.62
7.63
7.62

7.63
7.62
2.86

1.50%
11.82
10.40
9.15
8.06

7.09
7.05
7.05
7.05
7.05

7.05
7.04
7.05
2.64

1.44%
11.37
10.06

8.90
7.87

6.96
6.78
6.78
6.78
6.78

6.78
6.78
6.78
5.94

1.56%
12.31
10.77
9.42
8.24

7.33
7.33
7.33
7.33
7.32

7.33
7.32
6.41

1.34%
10.57
9.44
8.43
7.52

6.72
6.31
6.31
6.37
6.31

6.31
6.30
6.31
6.30
5.52

1.39%
10.96
9.74
8.66
7.69

6.84
6.53
6.53
6.53
6.54

6.53
6.54
6.53
6.54
2.45

1.25%
9.88
8.89
8.00
7.20

6.48
5.90
5.90
5.90
5.91

5.90
5.91
5.90
5.91
5.90

5.17

1.17%
9.27
8.40
7.61
6.90

6.25
5.66
5.54
5.54
5.54

5.54
5.55
5.54
5.55
5.54

5.55
4.85

1.14%
8.99
8.17
7.43
6.75

6.14
5.58
5.38
5.38
5.38

5.38
5.38
5.38
5.38
5.37

5.38
5.37
2.02

1.10%
8.73
7.96
7.25
6.61

6.03
5.50
5.22
5.23
5.22

5.23
5.22
5.23
5.22
5.23

5.22
5.23
4.57
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Table A-18. (Continued)
Recovery periods in years

Year
—

18 79 20 22 24 25 26.5 28 30 35 40 45 50

1.04%
8.25
7.56
6.93
6.35

5.82
5.34
4.94
4.94
4.94

4.95
4.94
4.95
4.94
4.95

4.94
4.95
4.94
4.33

0.99%
7.82
7.20
6.63
6.11

5.63
5.18
4.77
4.69
4.69

4.69
4.69
4.69
4.69
4.69

4.69
4.68
4.69
4.68
4.10

0.938%
7.430
6.872
6.357
5.880

5.439
5.031
4.654
4.458
4.458

4.458
4.458
4.458
4.458
4.458

4.458
4.458
4.459
4.458
4.459

3.901

0.852%
6.760
6.299
5.870
5.469

5.097
4.749
4.425
4.124
4.062

4.062
4.062
4.062
4.061
4.062

4.061
4.062
4.061
4.062
4.061

4.062
4.061
3.554

0.781% 0.750%
6.201 5.955
5.814 5.598
5.450 5.262
5.110 4.946

4.790 4.649
4.491 4.370
4.210 4.108
3.947 3.862
3.730 3.630

3.729 3.582
3.730 3.582
3.729 3.582
3.730 3.582
3.729 3.582

3.730 3.583
3.729 3.582
3.730 3.583
3.729 3.582
3.730 3.583

3.729 3.582
3.730 3.583
3.729 3.582
3.730 3.583
3.263 3.582

3.135

0.708%
5.620
5.302
5.002
4.719

4.452
4.200
3.962
3.738
3.526

3.383
3.382
3.383
3.382
3.383

3.382
3.383
3.382
3.383
3.382

3.383
3.382
3.383
3.382
3.383

3.382
3.383
1.268

0.670%
5.321
5.036
4.766
4.511

4.269
4.041
3.824
3.619
3.426

3.242
3.204
3.204
3.204
3.204

3.204
3.204
3.204
3.204
3.204

3.204
3.204
3.205
3.204
3.205

3.204
3.205
3.204
2.804

0.625%
4.969
4.720
4.484
4.260

4.047
3.845
3.653
3.470
3.296

3.132
2.994
2.994
2.994
2.994

2.994
2.994
2.994
2.993
2.994

2.993
2.994
2.993
2.994
2.993

2.994
2.993
2.994
2.993
2.994

2.619

2
3
4
5

6
7
8
9

10

11
12
13
14
Is

16
17
18
19
20

21
22
23
24
25

26
27
28
29
30

31
32
33
34
35

36
37
38
39
40

41
42
43
44
45

46
47
48
49
50

51

0.536%
4.263
4.080
3.905
3.738

3.578
3.424
3.278
3.137
3.003

2.874
2.751
2.633
2.570
2.571

2.570
2.571
2.570
2.571
2.570

2.571
2.570
2.571
2.570
2.571

2.570
2.571
2.570
2.571
2.570

2.571
2.570
2.571
2.570
2.571

2.249

0.469%
3.732
3.592
3.458
3.328

3.203
3.083
2.968
2.856
2.749

2.646
2.547
2.451
2.359
2.271

2.253
2.253
2.253
2.253
2.253

2.253
2.253
2.253
2.253
2.253

2.252
2.253
2.252
2.253
2.252

2.253
2.252
2.253
2.252
2.253

2.252
2.253
2.252
2.253
2.252

1.971

0.417%
3.319
3.209
3.102
2.998

2.898
2.802
2.708
2.618
2.531

2.447
2.365
2.286
2.210
2.136

2.065
2.005
2.005
2.005
2.005

2.005
2.005
2.005
2.005
2.005

2.005
2.004
2.005
2.004
2.005

2.004
2.005
2.004
2.005
2.004

2.005
2.004
2.005
2.004
2.005

2.004
2.005
2.004
2.005
2.004

1.754

0.375%
2.989
2.899
2.812
2.728

2.646
2.567
2.490
2.415
2.342

2.272
2.204
2.138
2.074
2.011

1.951
1.893
1.836
1.806
1.806

1.806
1.806
1.806
1.805
1.806

1.805
1.806
1.805
1.806
1.805

1.806
1.805
1.806
1.805
1.806

1.805
1.806
1.805
1.806
1.805

1.806
1.805
1.806
1.805
1.806

1.805
1.806
1.805
1.806
1.805

1.580



RATES TO FIGURE INCLUSION AMOUNTS
FOR

LEASED LISTED PROPERTY

Table A-19. Amount A Percentages
First Tax Year During Lease in Which

Recover,, Period Business Use is 50% or Less
of Property

— —
—

UnderADS 1 2 3 4 5 6 7 8 9 70 II 12&Later

Less than 7 years 2.1% —7.2% —19.8% —20.1% —12.4% —12.4% —12.4% —12.4% —12.4% —12.4% —12.4% —12.4%7to 70 years 3.9% —3.8% —17.7% —25.1% —27.8% —27.2% —27.1% —27.6% —23.7% —14.7% —14.7% —14.7%More than 10 years 6.6% —1.6% —16.9% —25.6% —29.9% —31.1% —32.8% —35.1% —33.3% —26.7% —19.7% —12.2%

Table A-20. Amount B Percentages
First Tax Year During Lease in Which

Recover,’ Period Business Use is 50% or Less
of Property — ——— —

UnderADS 1 2 3 4 5 6 7 8 9 10 17 12&Later

Less than 7 years 0.0% 10.0% 22.0% 21.2% 12.7% 12.7% 12.7% 12.7% 12.7% 12.7% 12.7% 12.7%7to 10 years 0.0% 9.3% 23.8% 31.3% 33.8% 32.7% 31.6% 30.5% 25.0% 15.0% 15.0% 15.0%More than 70 years 0.0% 10.1% 26.3% 35.4% 39.6% 40.2% 40.8% 41.4% 37.5% 29.2% 20.8% 12.5%
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Qualified Indian Reservation Property Tables

Table A-21. 2-Year Qualified Indian Reservation Property
Half-Year and Mid-Quarter Conventions

Year Half-Year
0-1 0-2 Q-3 0-4Convention

1 50.00% 87.50% 62.50% 37.50% 12.50%

2 50.00 12.50 37.50 62.50 87.50

Table A-22. 4-Year Qualified Indian Reservation Property
Half-Year and Mid-Quarter Conventions

Year Cn 0-1 Q-2 0-3 0-4

1 25.00% 43.75% 31.25% 18.75% 6.25%

2 37.50 28.13 34.37 40.63 46.87

3 18.75 14.06 17.19 20.31 23.44

4 12.50 12.50 12.50 12.50 12.50

5 6.25 1.56 4.69 7.81 10.94

Table A-23. 6-Year Qualified Indian Reservation Property
Half-Year and Mid-Quarter Conventions

Year
Convenon 0-1 0-2 0-3 Q-4

1 16.67% 29.17% 20.83% 12.50% 4.17%

2 27.78 23.61 26.39 29.17 31.94

3 18.52 15.74 17.59 19.44 21.30

4 12.35 10.49 11.73 12.96 14.20

5 9.87 9.88 9.88 9.88 9.87

6 9.87 9.88 9.88 9.88 9.88

7 4.94 1.23 3.70 6.17 8.64
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Table A-24. Qualified Nonresidential Real Indian Reservation Property
Mid-Month Convention
Straight Line—22 Years

Meeth preperty placed is service
Year —

I 2 3 4 5 5 7 5 9 it ii 12

1 4.356% 3.977% 3.596% 3.220% 2.541% 2.492% 2.063% 1.705% 1,329% 0.947% 0.509% t.169%
2-3 4.545 4.545 4.545 4.545 4.545 4,545 4.545 4.545 4.545 4.545 4,545 4.545
4 4.546 4.546 4.046 4.t45 4.545 4.546 4.546 4,545 4.545 4.546 4,546 4.546
5 4.545 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.545
6 4.546 4.549 4.546 4.545 4.545 4.549 4.546 4.545 4.545 4.546 4.546 4.546
7 4.545 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.545
9 4.546 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4,546 4.546 4.546
9 4.545 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.545

it 4.546 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.545 4.546
ii 4.545 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.545
12 4.546 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.546
13 4.545 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4,545
14 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.546
15 4.545 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.545
16 4.546 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.546
17 4.545 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.545
19 4.546 4.546 4.546 4.545 4.545 4.546 4.546 4.545 4.545 4.546 4.546 4.546
19 4.545 4,545 4.545 4.546 4.546 4,545 4.545 4.546 4.546 4.545 4,545 4.545
20 4.546 4.546 4.546 4.545 4,545 4.546 4.546 4.545 4.545 4.546 4.546 4.546
21 4.545 4,545 4.545 4.546 4.546 4,545 4.545 4.546 4.546 4.545 4,545 4.545
22 4.546 4.546 4.546 4.545 4.545 4.546 4.546 4,545 4.545 4.546 4.546 4.546
23 0.169% 0.566% 0.947% 1.326% 1.705% 2.083% 2.462% 2.641% 3.220% 3.596% 3.977% 4.356%
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Appendix B — Table of Class Lives and Recovery Periods
The Table of Class Lives and Recov
ery Periods has two sections. The first
section, Specific Depreciable Assets
Used In All Business Activities, Except
As Noted, generally lists assets used
in all business activities. It is shown as
Table B-i. The second section, De
preciable Assets Used In The Follow
ing Activities, describes assets used
only in certain activities. It is shown as
Table B-2.

How To Use the Tables
You will need to look at both Table B-i
and B-2 to find the correct recovery
period. Generally, if the property is lis
ted in Table B-i you use the recovery
period shown in that table. However, if
the property is specifically listed in Ta
ble B-2 under the type of activity in
which it is used, you use the recovery
period listed under the activity in that
table. Use the tables in the order
shown below to determine the recov
ery period of your depreciable prop
erty.

Table B-f - Check Table B-i for a de
scription of the property. If it is descri
bed in Table B-i, also check Table
B-2 to find the activity in which the
property is being used. If the activity is
described in Table 8-2, read the text
(if any) under the title to determine if
the property is specifically included in
that asset class. If it is, use the recov
ery period shown in the appropriate
column of Table B-2 following the de
scription of the activity. If the activity is
not described in Table 8-2 or if the ac
tivity is described but the property ei
ther is not specifically included in or is
specifically excluded from that asset
class, then use the recovery period
shown in the appropriate column fol
lowing the description of the property
in Table B-i.

Tax-exempt use property subject
to a lease. The recovery period for
ADS cannot be less than 125 percent
of the lease term for any property
leased under a leasing arrangement
to a tax-exempt organization, govern
mental unit, or foreign person or entity
(other than a partnership).

Table B-2. If the property is not listed
in Table B-i, check Table B-2 to find
the activity in which the property is be-

ing used and use the recovery period
shown in the appropriate column fol
lowing the description.

Property not In either table. If the
activity or the property is not included
in either table, check the end of Table
8-2 to find Certain Property for Which
Recovery Periods Assigned. This
properly generally has a recovery pe
riod of 7 years for GDS or 12 years for
ADS. See Which Property Class Ap
plies Under GDS and Which Recovery
Period Applies in chapter 4 for the
class lives or the recovery periods for
GDS and ADS for the following.

• Residential rental property and
nonresidential real property (also
see Appendix A, Chart 2).

• Qualified rent-to-own property.

• A motorsport entertainment com
plex.

• Any retail motor fuels outlet.

• Any qualified leasehold improve
ment property.

• Any qualified restaurant property.

• Initial clearing and grading land
improvements for gas utility prop
erty and electric utility transmis
sion and distribution plants.

• Any water utility property.

• Certain electric transmission prop
erty used in the transmission at 69
or more kilovolts of electricity for
sale and placed in service after
April 11,2005.

• Natural gas gathering and distribu
tion lines placed in service after
April 11,2005.

Example 1. Richard Green is a pa
per manufacturer. During the year, he
made substantial improvements to the
land on which his paper plant is loca
ted. He checks Table B-i and finds
land improvements under asset class
00.3. He then checks Table B-2 and
finds his activity, paper manufacturing,
under asset class 26.1, Manufacture
of Pulp and Paper. He uses the recov
ery period under this asset class be
cause it specifically includes land im
provements. The land improvements
have a 13-year class life and a 7-year

recovery period for GDS. If he elects
to use ADS, the recovery period is 13
years. If Richard only looked at Table
B-i, he would select asset class 00.3,
Land Improvements, and incorrectly
use a recovery period of 15 years for
GDSor 20 years for ADS.

Example 2. Sam Plower produces
rubber products. During the year, he
made substantial improvements to the
land on which his rubber plant is loca
ted. He checks Table B-i and finds
land improvements under asset class
00.3. He then checks Table B-2 and
finds his activity, producing rubber
products, under asset class 30.1,
Manufacture of Rubber Products.
Reading the headings and descrip
tions under asset class 30.1, Sam
finds that it does not include land im
provements. Therefore, Sam uses the
recovery period under asset class
00.3. The land improvements have a
20-year class life and a 15-year recov
ery period for GDS. If he elects to use
ADS, the recovery period is 20 years.

Example 3. Pam Martin owns a re
tail clothing store. During the year, she
purchased a desk and a cash register
for use in her business. She checks
Table B-i and finds office furniture un
der asset class 00.11. Cash registers
are not listed in any of the asset
classes in Table B-i. She then checks
Table 8-2 and finds her activity, retail
store, under asset class 57.0, Distribu
tive Trades and Services, which in
cludes assets used In wholesale
and retail trade. This asset class
does not specifically list office furni
ture or a cash register. She looks back
at Table B-i and uses asset class
00.11 for the desk. The desk has a
10-year class life and a 7-year recov
ery period for GDS. If she elects to
use ADS, the recovery period is 10
years. For the cash register, she uses
asset class 57.0 because cash regis
ters are not listed in Table B-i but ills
an asset used in her retail business.
The cash register has a 9-year class
life and a 5-year recovery period for
GDS. If she elects to use the ADS
method, the recovery period is 9
years.
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Table B-i. Table of Class Lives and Recovery Periods
Recovery Periods

(in years)

Asset Class Life GDS
class Description of assets included (in years) (MACRS) ADS

SPECIFIC DEPRECIABLE ASSETS USED IN ALL BUSINESS ACflVIflES, EXCEPT AS NDTED:
00.11 Office Furniture, Fixtures, and Equipment:

Includes furniture and fixtures that are not a atructural component of a building. Includes auch 10 7 10
assets as desks, files, asfes, and communicationa equipment. Doss not inclade
communications equipment that is included in other claasas.

00.12 lnformstion Systems:
Includes computers and their peripheral equipment used in administering normal business 6 5 5
transactions and the maintenance of business records, their retrieval and analysis.
lnformstion systems sre defined as:
1) Computers: A computer is a progrsmmsble electronically activated device capable of
accepting information, applying prescribed processes to the informstion, and supplying the
results of these processes mith or mithout human intervention. It usually consists of a central
processing unit containing extensive stomge, logic, arithmetic, and control capabilities.
Excluded from this category are adding machines, electronic desk calculators, etc., and other
equipment described in class 00.13.
2) Peripheral equipment consists of the auxiliary machines mhich srs designed to be placed
under control of the central processing unit. Nonlimiting examples are: Card readers, card
punches, magnetic tape feeds, high speed printers, optical character readers, tape cassettes,
mass storage units, paper tape equipment, keypunches, data entry devices, teleprintem,
terminals, tape drives, disc drives, disc files, disc packs, visual image projector tubes, card
sorters, plotters, and collstom. Peripheral equipment may be used on-line or off-line.
Does not incude equipment that is an integral part of other capital equipment that is included
in other classes of economic activity, i.e., computers used primarily for process or production
control, smitching, channeling, and automating distributive trades and services such as point
of sale )POS) computer systems. Also, does not include equipment of a kind used primarily for
amusement or entertainment of the user.

00.13 Data Handling Equipment; except Computers:
Includes only typewritem, calculators, adding and accounting machines, copiem, and 6 5 6
duplicating equipment.

00.21 Airplanes (airfrsmes and engines), except those used in commercial or contract carrying 6 5 6
of passengers or freight, and all helicopters (sirfrsmes and engines)

00,22 Automobiles, Taxis 3 5 5
00.23 Buses g 5 9
00.241 Light General Purpose Trucks:

Includes tracks for use over the road )actusl weight less than 13,000 pounds) 4 5 5
00.242 Heavy General Purpose Trucks:

Includes heavy general purpose trucks, concrete ready mix-trucks, and ore trucks, for use 6 5 6
over the road )actual unloaded meight 13,000 pounds or more)

00.25 Railroad Cars and Locomotives, except those owned by railroad transportation 15 7 15
companies

00.26 Tractor Units for Use Over-The-Road 4 3 4
00,27 Trailers and Trailer-Mounted Containers 6 5 6

00.28 vessels, Barges, Tugs, and Similar Water Transportation Equipment, except those used 16 10 18
in marine construction

00.3 Land Improvements:
Includes improvements directly to or added to land, mhether such improvements are section 20 15 20
1245 property or section 1250 property, provided such improvements are depreciable.
Examples of such assets might include xidemalks, roads, canals, materways, drainage
facilities, sewers )not including municipal semers in Clxxx 51), mhsrvex and docks, bridges,
fences, landscaping shrubbery, or radio and television transmitting tomers. Does not include
land improvements that are explicitly included in any other class, and buildings and structural
components as defined in section 1.48-1)e) of the regulations. Excludes public utility initial
clearing snd grading land improvements as spsclfed in Rev. Rul. 72-403, 1g72-2 CE. 102.

00 4 Industrial Steam and Electric Generation and/or Distribution Systems:
Includes assets, mhether such assets are section 1245 property or 1250 property, providing 22 15 22
such assets are depreciable, used in the production and/or distribution of electricity mith rated
total capacity in excess of 500 Kilomatts and/or assets used in the production and/or
distribution of steam mith rated total capacity in excess of 12,500 pounds per hour for use by
the taxpayer in its industrial manufacturing process or plant activity and not ordinarily available
for sale to othem. Does not include buildings and structural components ax defined in section
1.48-1)e) of the regulations. Assets used to generate and/or distribute electricity or steam of
the type described above, but of lesser rated capacity, are not included, but are included in
the appropriate manufacturing equipment classes elsemhere specIfied. Also includes electric
generating and steam distribution assets, mhich may utilize steam produced by a waste
reduction and resource recovery plant, used by the taxpayer in its industrial manufacturing
process or plant activity. Steam and chemical recovery boiler systems used for the recovery
and regeneration of chemicals used in manufacturing, with rated capacity in excess of that
described above, with specificslly related distribution and retum systems are not included but
are included in appropriate manufacturing equipment classes elsewhere specified. An exsmple
of an excluded steam and chemical recovery boiler system ix that used in the pulp and paper
manufacturing equipment classes elsewhere specified. An example of an excluded steam and
chemical recovery boiler system ix that used in the pulp and paper manufacturing industry.
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Table B-2. Table of Class Lives and Recovery Periods
Recovery Periods

(in years)
Asset Class Life GDS
class Description of sssets included (in years) (MACRS) ADS

DEPRECIABLE ASSETS USED IN THE FDLLD WING ACM/IT/ES:
01.1 Agriculture:

Includet machinery and equipment, grain bina, and fencea but no other land improvementa, 10 7 10
that are used in the production of crops or plants, vines, and trees; livestock; the operation of
farm dairies, numeries, greenhouses, sod farms, mushroom cellars, cranberry bogs, apiaries,
and fur farms; the performance of agriculture, animal husbandry, and horticultural services.

01.11 Cotton Ginning Assets 12 7 12
01.21 Cattle, Breeding or Dairy 7 5 7
01.221 Any breeding or work horse that is 12 years old or less at the time it is placed in service** 10 7 10
01.222 My breeding or work horse that is more than 12 years old at the time it is placed in service 10 3 10
01.223 Any race horse that is more than 2 years old at the time it is placed in service** • 3 12
01.224 Any horse that is more than 12 years old at the time it is placed in service and that is • 3 12

neither a race horse nor a horse described in class 01 .222**

01,225 Any horse not described in classes 01.221, 01.222, 01.223, or 01.224 7 12
01.23 Hogs, Breeding 3 3 3
01.24 Sheep and Goats, Breeding 5 5 5
01.3 Farm buildings except structures included in Clasa 01.4 25 20 25
01.4 Single purpose agricultural or horticultural structures (within the meaning of section 15 10*** 15

168(i)(13) of the Code)

10.0 Mining:
Includes assets used in the mining and quarrying of metallic and nonmetallic minerals (including asnd, 10 7 10
gravel, atone, end cley( and the milling, beneficletlon and other primary preparation of such materials.

13.0 Offshore Drilling:
Includes assets used in offshore drilling for oil and gsa such as floating, self-propelled and 7.5 5 7.5
other drilling vessels, barges, platforms, and drilling equipment end support vessels such en
tenders, barges, towboats snd crewboats. Excludes oil and gsa production assets.

13.1 Drilling of Oil end Gas Wells:
Includes assets used in the drilling ot onshore oil end gsa wells end the provision of 6 5 6
geophysical end other exploration services; and the provision of such oil end gsa field services
as chemical treatment, plugging end abandoning ot wells end cementing or perforating well
casings. Does not include assets used in the performance ot any of these activitiea and
services by integmted petroleum end netumi gsa producers for their own account.

13.2 Exploration for and Production of Petroleum and Natural Gas Deposits:
Includes easeta used by petroleum and natural gee producers for drilling of wells and production of 14 7 14
petroleum end netursl gsa, including gathering pipelines and related storage facilities. Also includes
petroleum and naturel gas offshore trenoportation fecilties used by producers end others consisting
of platforms (other then drilling plefforma dassified in Class 1 3.01, compression or pumping
equipment, and gathering end trsnawiseion lines to the first onshore transshipment facility. The assets
used in the first onshore transshipment facility are also included end consist of separation equipment
(used for separation of natural gas, liquids, end in Claus 4g.23(, end liquid holding or storage facilities
(other then those classified in Class 49.25(. Does not include aupport vessels.

13.3 Petroleum Refining:
Includes assets used for the distillation, fractionation, end catalytic cracking of crude petroleum 16 it 16
into gesoline end its other components.

15.0 Construction:
Includes assets used in construction by general building, special trade, heavy end marine 6 5 6
conatmction contractors, opemtive end investment builders, reel estate aubdividera end
developera, end othem except railroads.

20.1 Manufecture of Grain and Grain Mill Products:
Includes assets used in the production of flours, cereals, livestock feeds, end other grain end 17 10 17
grain mill products.

20.2 Manufacture of Sugar and Sugar Products:
Includes assets used in the production of raw auger, syrup, or finlehed auger from augur cane 18 10 1 8
or auger beets.

20.3 Manufacture of Vegetable Oils and Vegetable Oil Products:
Includes easete used in the production of oil from vegetable materials end the manufacture of 18 10 18
related vegetable oil products.

20.4 Menufacture of Other Food and Kindred Products:
Includes eaneta used in the production of fooda end beveregea not included in classes 20.1, 12 7 12
20.2 end 20.3.

20.5 Manufacture of Food and Beverages—Special Handling Devices:
Includea eaaeta defined as specialized materials handling devicea such as returnable pellets, 4 3 4
pelletized containers, end fish proceaaing equipment including boxea, beaketa, carts, end flaking trayn
used in activities ea defined in claaaea 20.1, 20.2, 20.3 and 20.4. Does not include generel purpose
small tools such as wrenches end drills, both hand and power-driven, and other general purpoae
equipment such ea conveyora, I ranafer equipment, and materials handling devices.

Property described in asset claaaes 01 .223, 01.224, end 01 .225 are eanigned recovery pedoua but have no deas lines.
A home is more than 2 br 121 years old after the day that is 24 br 1441 wontha after ita actual birthdate.
7 if property was planed in aemice before iaae.

Page 100 Publication 946 (2012)

Case No. 20)2-00535

Attachment 5 for Post-Hearing Reqnest for Information Item 4

Page 100 of))4



Table B-2. Table of Class Lives and Recovery Periods
Recovery Periods

(in years)

Asset Class Life GDS
class Description of assets included (in years) (MACRS) ADS
21.0 Manufacture of Tobacco and Tobacco Products:

Includes assets used in the production of cigarettes, cigars, smoking and chewing tobacco, 15 7 15
snuff, and other_tobacco_products.

22.1 Manufacture of Knitted Goods:
Includes assets used in the production of knitted and netted fabrics and lace. Assets used in 7.5 5 7.5
yarn preparation, bleaching, dyeing, printing, and other similar finishing processes, texturing,
and packaging, are elsewhere classified.

22.2 Manufacture of Yarn, Thread, and Woven Fabric:
Includes assets used in the production of spun yams including the preparing, blending, spinning, and 11 7 1 1
twisting of fibers into yams and threads, the preparation of yams such as twisting, warping, and winding, the
production of covered elastic yarn and thread, cordage, woven fabric, tire fabric, braided fabric, twisted jute
for packaging, mattresses, pads, sheets, and industrial belts, and the processing of textile mill waste to
recover fibers, flocks, and shoddies. Assets used to manufacture carpets, man-made fibers, and nonwovens,
and assets used in texturing, bleaching, dyeing, printing, and other similar finishing processes, are elsewhere

22.3 Manufacture of Carpets and Dyeing, Finishing, and Packaging of Textile Products and
Manufacture of Medical and Dental Supplies:
includes assets used in the production of carpets, rugs, mats, woven carpet backing, chenille, and other 9 5 9
tufted products, and assets used in the joining together of backing with carpet yarn or fabric. Includes assets
used in washing, scouring, bleaching, dyeing, printing, dr4ng, and similar finIshing processes applied to
textile fabrics, yams, threads, and other textile goods. Includes assets used in the production and packaging
of textile products, other than apparel, by creasing, forming, trimming, cutting, and sewing, such as the
preparation of carpet and fabric samples, or similar joining together processes (other than the production of
scrim reinforced paper products and laminated paper products( such as the sewing and folding of hosiery
and panty hose, and the creasing, folding, trimming, and cuffing of fabrics to produce nonwoven products,
such as disposable diapers and sanitary products. Also includes assets used in the production of medical
and dental supplies other than drugs and medicines. Assets used in the manufacture of nonwoven carpet
backing, and hard surface floor covering such as tile, rubber, and cork, are elsewhere classified.

22.4 Manufacture of Textile Yarns:
includes assets used in the processing of yams to impart bulk and/or stretch properties to the 8 5 8
yarn. The principal machines involved are falsetwist, draw, beam-to-beam, and stuffer box
texturing equipment and related highspeed twisters and winders. Assets, as described above,
which are used to further process man-made fibers are elsewhere classIfied when located in
the same plant in an integrated operation with man-made fiber producing assets. Assets used
to manufacture man-made fibers and assets used in bleaching, dyeing, printing, and other
similar finishing processes, are elsewhere classified.

22.5 Manufacture of Nonwoven Fabrics:
includes assets used in the production of nonwoven fabrics, felt goods including felt hats, padding, batting, 10 7 10
wadding, oakum, and fillings, from new materials and from textile mill waste. Nonwoven fabrics are defined
as fabrics (other than reinforced and laminated composites consisting of nonwovens and other products(
manufactured by bending natural and/or synthetic fibers and/or filaments by means of induced mechanical
interlocking, fluid entanglement, chemical adhesion, thermal or solvent reaction, or by combination thereof
other than natural hydration bonding as ocurs with natural cellulose fibers. Such means include resin
bonding, web bonding, and melt bonding. Specifically includes assets used to make flocked and needle
punched products other than carpets and rugs. Assets, as described above, which are used to manufacture
nonwovens are elsewhere classified when located in the same plant in an integrated operation with
man-made fiber producing assets. Assets used to manufacture man-made fibers and assets used in
bleaching,_dyeing,_printing,_and_other_similar finishing_processes,_are_elsewhere_classified.

23.0 Manufacture of Apparel and Other Finished Products:
includes assets used in the production of clothing and fabricated textile products by the cutting 9 5 9
and sewing of woven fabrics, other textile products, and furs; but does not include assets used
in the manufacture of apparel from robber and leather.

24.1 Cutting of Timber:
includes logging machinery and equipment and roadbuiiding equipment used by logging and 6 5 6
sawmill operators and pulp manufacturers for their own account.

24.2 Sawing of Dimensional Stock from Logs:
includes machinery and equipment installed in permanent or well established sawmills. 10 7 10

24.3 Sawing of Dimensional Stock from Logs:
includes machinery and equipment in sawmills characterized by temporary foundations and a 6 5 6
lack, or minimum amount, of lumberhandling, drying, and residue disposal equipment and
facilities.

24.4 Manufacture of Wood Products, and Furniture:
includes assets used in the production of plywood, hardboard, flooring, veneers, furniture, and 10 7 10
other wood products, including the treatment of poles and timber.

26.1 Manufacture of Pulp and Paper:
includes assets for pulp materials handling and storage, pulp mill processing, bleach processing, paper and 13 7 13
paperboard manufacturing, and on-line finishIng. includes pollution control assets and all land improvements
associated with the factory site or production process such as effluent ponds and canals, provided such
improvements are depreciable but does not include buildings and structural components as defined in
section 1.48-1(e((1( of the regulations. includes steam and chemical recovery boiler systems, with any rated
capacity, used for the recovery and regeneration of chemicals used in manufacturing. Does not include
assets_used either in_pulpwood_logging,_or in the manufacture of hardboard.
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26.2 Manufacture of Converted Paper, Paperboard, and Pulp Products:
Includes assets used for modification, or remanufacture of paper and pulp into converted 10 7 10
producta, auch aa paper coated off the paper machine, paper baga, paper boxea, cartons and
envelopes. Doea not include aaaeta uaed for manufacture of nonwovena that are elaewhere
clssaified.

27.0 Printing, Publishing, and Allied Industries:
Includea assets uaed in printing by one or more processes, auch as letter-preaa, lithography, 11 7 1 1
grevure, or screen; the performance of services for the printing trade, such as bookbinding,
typesetting, engraving, photo-engraving, and electrotyping; and the publication of newspapers,
books, and periodicals.

28.0 Manufacture of Chemicals and Allied Products:
Includes assets used to manufacture basic organic and inorganic chemicals; chemical products 9.5 5 9.5
to be used in turther manufacture, such aa synthetic fibers and plastics materials; and finIshed
chemical products. Includes assets used to further process man-made fibers, to msnufectum
plastic film, and to manufacture nonmoven fabrics, when such assets are located in the same
plant in an integrated operation mith chemical products producing assets. Also includes assets
used to manufacture photogmphic supplies, such as film, photogmphic paper, sensitized
photographic paper, and developing chemicals. Includes all land improvements associated with
plant site or production processes, such ea effluent ponds and canals, provided such land
improvements are depreciable but does not include buildings and structural components as
defined in section 1.48-1(e) of the regulations. Does not include assets used in the manufacture
of finished rubber and plastic products or in the production of natural gee products, butane,
propane,_and_by-products_of natural_gas_production_plants.

30.1 Manufacture of Rubber Products:
Includes assets used for the production of products from natural, synthetic, or reclaimed 14 7 14
rubber, guile perche, belate, or gutta siek, such as tires, tubes, mbber footwear, mechanical
rubber goods, heels and soles, flooring, and rubber sundries; and in the recapping, retreading,
and rebuilding of tires.

30.11 Manufacture of Rubber Products—Speciel Tools and Devices:
Includes assets defined us special tools, such as jigs, dies, msndrels, molds, lasts, pettems, 4 3 4
specialty containem, pellets, shells; and tire molds, and accessory parts such as rings and
insert plates used in activities as defined in class 30.1. Does not include tim building drums
and accessory parts and general purpose small tools such as wrenches end drills, both power
and hand-driven, end other general purpose equipment such as conveyors end transfer
equipment.

30.2 Manufacture of Finished Plastic Products:
Includes assets used in the manufacture of plastics products and the molding of primary
plastics for the trade. Does not include assets uted in the manufacture of basic plastics 11 7 1 1
materials nor the manufacture of phonograph records.

30.21 Manufacture of Finished Plastic Products—Special Tools:
Includes assets defined as special tools, such as jigs, dies, fixtures, molds, patterns, gauges, 3.5 3 3.5
end specialty transfer end shipping devices, used in activities as defined in clues 30.2. Special
tools are specifically designed for the production or processing of particular parts end have no
slgnfflcsnt utilitarian value end cannot be adapted to further or different use after changes or
improvements are made in the model design of the particular pert produced by the special
tools. Does not include general purpose smell tools such as wrenches and drills, both hand end
power-driven, end other general purpose equipment such as conveyore, transfer equipment,
end materials handling devices.

31.0 Manufacture of Leather and Leather Products:
Includes assets used in the tanning, currying, end finishing of hides end skins; the processing 1 1 7 11
of fur pelts; end the manufacture of finIshed leather products, such as footwear, belting,
apparel, end luggage.

32.1 Manufacture of Glass Products:
Includes assets used in the production of fist blown, or pressed products of glees, such as 14 7 14
float end window glass, glees containers, glesswere end fibwrglass. Does not include assets
used in the manufacture of lenses.

32.11 Manufacture of Glass Products—Special Tools:
Includes assets defined as special tools such as molds, peftems, pellets, end specialty trensfer 2.5 3 2.5
end shipping devices such as steel racks to transport automotive gless, used in ectivities as
defined in class 32.1. Special tools are specifically designed for the production or processing of
perticuler parts end have no significant utilitarian value and cannot be adapted to further or
different use after changes or improvements are made in the model design of the particular
part produced by the speciel tools. Does not include general purpose smell tools such as
wrenches and drills, both hand end power-driven, end other general purpose equipment such
as conveyom, transfer equipment, and materials handling devices.

32.2 Manufacture of Cement:
Includes assets used in the production of cement, but does not include assets used in the 20 15 20
manufacture of concrete end concrete products nor in any wining or estrection process.

32.3 Manufacture of Other Stone and Clay Products:
Includes assets used in the manufacture of products from weteriels in the form of clay end 15 7 15
stone, such es brick, tile, end pipe; pottery end related products. such as vitreous-chine,
plumbing fixtures, earthenware end ceramic insulating materials; and also includes assets used
in manufacture of concrete end concrete products. Does not include essets used in eny mining
or extraction processes.
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33.2 Manufacture of Prtmary Nonferrous Metals:
Includes assets used in the awaiting, refining, and electrolysis of nonferrous metals from ore, 14 7 14
pig, or scrsp, the rolling, drswing, snd alloying of nonferrous metals; the manufsctum of
castings, forginga, and other basic products of nonferrous metals; and the manufacture of
nails, spikes, structural shapes, tubing, wire, and cable.

33,21 Manufacture of Primary Nonferrous Metals—Special Tools:
Includes assets defined as special tools such as dies, jigs, molds, pattems, fixtures, gauges, 6.5 5 6.5
and drawings concerning such special tools used in the activities as defined in class 33.2,
Manufacture of Primary Nonferrous Metals. Special tools are specifically designed for the
production or processing of particular products or pads and have no stgnlflcsnt utilitarian value
and cannot be adapted to further or different use after changes or improvements are made in
the model design of the particular part produced by the special fools. Does not include genemi
purpose small tools such as wrenches and drills, both hand and power-driven, and other
genemi purpose equipment such as conveyora, transfer equipment, and materials handling
devices. Rolls, mandrels and refractories are not included in class 33.21 but are included in
class 33.2.

33.3 Manufacture of Foundry Products:
Includes assets used in the casting of iron and steel, including related opemtions such as t4 7 t4
molding and coremaking. Also includes assets used in the finishing of castings and
patternwaking when performed at the foundry, all special tools and related land improvements.

33.4 Manufacture of Primary Steel Mill Products:
Includea assets used in the smelting, reduction, and refining of iron and steel from ore, pig, or 15 7 15
tcmp; the rolling, drawing and alloying of steel; the manufacture of nails, spikes, structural
shapes, tubing, wire, and cable. Includea assets used by steel service centers, ferrous metal
forges, and assets used in coke production, regardless of ownership. Also includes related land
improvements and all special tools used in the above activities.

34.0 Manufacture of Fabricated Metal Products:
Includes assets used in the production of metal cans, tinware, fabricated structural metal 12 7 12
products, metal afampings, and other ferrous and nonferrous metal and wire products not
elsewhere classified. Does not include assets used to manufacture non-electric heating
apparatus.

34.01 Manufacture of Fabricated Metal Products—Special Tools:
Includes assets defined as special tools such as dies, jigs, molds, patterns, fixtures, gauges, 3 3 3
and returnable containers and drawings conceming such special tools used in the activities as
defined in cleat 34.0. Special tools are specifically designed for the production or processing of
particular machine components, products, or pads, and have no significant utilitarian value and
cannot be adapted to further or different use after changes or improvements are made in the
model design of the particular pad produced by the special tools. Does not include general
email tools such as wrenches and drills, both hand and power-driven, and other general
purpose equipment such as conveycm, transfer equipment, and materials handling devices,

35.0 Manufacture of Electrical and Non-Electrical Machinery and Other Mechanical Products:
Includes assets used to manufacture or rebuild finished machinery and equipment and 10 7 10
replacement pads thereof such at machine tools, general industrial and special industry
machinery, electrical power generation, transmission, and distribution systems, apace heating,
cooling, and refrigeration aysfems, commercial and home appliances, farm and garden
machinery, construction machinery, mining and oil field machinery, internal combustion engines
jexcept those elsewhere ctasaifie, turbines lexcept those that power airborne vehicleaj,
batteries, lamps and lighting fixtures, carbon and graphite producta, and electromechanical and
mechanical products including business machines, instruments, matchea and clocks, vending
and amusement machines, photographic equipment, medical and dental equipment and
appliances, and ophthalmic goods. Includes assets used by manufacturers or rebuilders of
such finished machinery and equipment in activities elsewhere classified such as the
manufacture of castings, forginga, rubber and plastic products, electronic aubassemblies or
other manufacturing activities if the interim products are used by the aame manufacturer
primarily in the manufacture, assembly, or rebuilding of such finished machinery and
equipment. Does not include assets used in mining, aaeets used in the manufacture of primary
ferrous and nonferrous metals, assets included in class 00.1 t through 00.4 and assets
elsewhere classified.

36.0 Manufacture of Electronic Components, Products, and Systems:
Includes assets used in the manufacture of electronic communication, computation, 6 5 6
instrumentation and control system, including airborne applications; also includes assets used
in the manufacture of electronic products such as frequency and amplitude modulated
transmitters and receivers, electronic switching stations, television cameras, video recordem,
record players and tape recorders, computers and computer peripheral machines, and
electronic instruments, watches, and clocks; also includes assets used in the manufacture of
components, provided their primary use is products and systems defined above such as
electron tubes, cepacitors, coils, resistors, printed circuit substmtea, switches, harness cables,
lasem, fiber optic devices, and magnetic media devices. Specifically excludes assets used to
manufacture electronic products and components, photocopiers, typewriters, postage metem
and other electromechanical and mechanical businees machines and instruments that are
elsewhere clessifled. Does not include semiconductor manufacturing equipment included in
class 36.1.

36.1 Any Semiconductor Manufacturing Equipment 5 5 5
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37.17 Manufacture of Motor Vehicles:

Includes assets used in the manufacture and assembly of finished automobiles, trucks, trailers, 12 7 12
motor homes, and buses. Does not include assets used in mining, printing and publishing,
production of primary metals, electricity, or steam, or the manufacture of glass, industrial
chemicals, batteries, or rubber products, which are classified elsewhere. Includes assets used
in manufacturing activities elsewhere classified other than those excluded above, where such
activities are incidental to and an integral part of the manufacture and assembly of finished
motor vehicles such as the manufacture of parts and subassemblies of fabricated metal
products, electrical equipment, textiles, plastics, leather, and foundry and forging operations.
Does not include any assets not classified in manufacturing activity classes, e.g., does not
include any assets classified in asset guideline classes 00.11 through 00.4. Activities will be
considered incidental to the manufacture and assembly of finished motor vehicles only if 75
percent or more of the value of the products produced under one roof are used for the
manufacture and assembly of finIshed motor vehicles. Parts that are produced as a normal
replacement stock complement in connection with the manufacture and assembly of finished
motor vehicles are considered used for the manufacture assembly of finIshed motor vehicles.
Does not include assets used in the manufacture of component parts if those assets are used
by taxpayers not engaged in the assembly of finished motor vehicles.

37.12 Manufacture of Motor Vehicles—Special Tools:
includes assets defined as special tools, such as jigs, dies, fixtures, molds, patterns, gauges, 3 3 3
and specialty transfer and shipping devices, owned by manufacturers of finished motor vehicles
and used in qualified activities as defined in class 37.11. Special tools are specifically designed
for the production or processing of particular motor vehicle components and have no
significant utilitarian value, and cannot be adapted to further or different use, after changes or
improvements are made in the model design of the particular part produced by the special
tools. Does not include general purpose small tools such as wrenches and drills, both hand and
powerdriven, and other general purpose equipment such as conveyors, transfer equipment, and
materials handling devices.

37.2 Manufacture of Aerospace Products:
includes assets used in the manufacture and assembly of airborne vehicles and their component 10 7 10
parts including hydraulic, pneumatic, electrical, and mechanical systems. Does not include assets
used in the production of electronic airbome detection, guidance, control, radiation, computation,
test, navigation, and communication equipment or the components thereof.

37.31 Ship and Boat Building Machinery and Equipment
Includes assets used in the manufacture and repair of ships, boats, caissona, marine drilling 12 7 12
rigs, and special fabrications not included in asset classes 37.32 and 37.33. Specifically
includes all manufacturing and repairing machinery and equipment, including machinery and
equipment used in the operation of assets included in asset class 37.32. Excludes buildings
and their structural components.

37.32 Ship and Boat Building Dry Docks and Land Improvements:
includes assets used in the manufacture and repair of ships, boats, caissona, marine drilling 16 10 16
rigs, and special fabrications not included in asset classes 37.31 and 37.33. Specifically
includes floating and fixed dry docks, ship basins, graving docks, ahipwaya, piers, and all other
land improvements such as water, sewer, and electric systems. Excludes buildings and their
structural components.

37.33 Ship and Boat Building—Special Tools:
Includes assets defined as special tools such as dies, jigs, molds, patterns, fixtures, gauges, 6.5 5 6.5
and drawings concerning such special tools used in the activities defined in classes 37.31 and
37.32. Special tools are specifically designed for the production or processing of particular
machine components, products, or parts, and have no sIgnIficant utilitarian value and cannot
be adapted to further or different use after changes or improvements are made in the model
design of the particular part produced by the special tools. Does not include general purpose
small tools such as wrenches and drills, both hand and power-driven, and other general
purpose equipment such as conveyora, transfer equipment, and materials handling devices.

37.41 Manufacture of Locomotives:
Includes assets used in building or rebuilding railroad locomotives (including mining and 1 1.5 7 11.5
industrial locomotives). Does not include assets of railroad transportation companies or assets
of companies which manufacture components of locomotives but do not manufacture finished
locomotives.

37.42 Manufacture of Railroad Cars:
includes assets used in building or rebuilding railroad freight or passenger cars (including rail 12 7 12
transit cars). Does not include assets of railroad transportation companies or assets of
companies which manufacture components of railroad cars but do not manufacture finished
railroad cars.

39.0 Manufacture of Athletic, Jewelry, and Other Goods:
includes assets used in the production of jewelry; musical instruments; toys and sporting 12 7 12
goods; motion picture and television films and tapes; and pens, pencils, office and art supplies,
brooms, brushes, caskets, etc.
Railroad Transportation:
Classes with the prefix 40 include the aaaeta identified below that are used in the commercial
and contract carrying of passengers and freight by rail. Assets of electrified railroads will be
classified in a manner corresponding to that set forth below for railroads not independently
operated aa electric lines. Excludes the assets included in classes with the prefix beginning
00.1 and 00.2 above, and also excludes any non-depreciable assets included in interstate
Commerce Commission accounts enumerated for this class.
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40.1 Railroad Machinery and Equipment
Includes assets classified in the following Interstate Commerce Commission accounts: 14 7 14

Roadway accounts:
(16) Station and office buildings (freight handling machinery and equipment only)

(25) TOFC/COFC terminals (freight handling machinery and equipment only)

(26) Communication systems
(27) Signals and interlockers
(37) Roadway machines
(44) Shop machinery

Equipment accounts:
(52) Locomotives
(53) Freight train cars
(54) Passenger train cars
(57) Work equipment

40.2 Railroad 5tructures and 5imilar Improvements:
Includes assets classified in the following Interstate Commerce Commission road accounts: 30 20 30

(6) Bridges, treaties, and culverta
(7) Elevated atructurea

(13) Fences, anowaheds, and signs
(16) Station and office buildings (stations and other operating structures only)

(17) Roadway buildings
(18) Water atationa
(19) Fuel stations
(20) Shops and enginehousea
(25) TOFC/COFC terminals (operating structures only)
(31) Power transmission systems
(35) Miscellaneous structures
(39) Public improvements construction

40.3 Railroad Wharves and Docks:
Includes assets classified in the following interstate Commission Commerce accounts: 20 15 20

(23) Wharves and docks
(24) Coal and ore wharves

40.4 Railroad Track 10 7 10

40.51 Railroad Hydraulic Electric Generating Equipment 50 20 SO

40.52 Railroad Nuclear Electric Generating Equipment 20 15 20

40.53 Railroad steam Electric Generating Equipment 28 20 28

40.54 Railroad steam, Compressed Air, and Other Power Plan Equipment 28 20 28

41.0 Motor Transport— Passengers:
Includes assets used in the urban and interurban commercial and contract carrying of 8 5 8

passengers by road, except the transportation assets included in classes with the prefix 00.2.

42.0 Motor Transport—Freight:
Includes assets used in the commercial and contract carrying of freight by road, except the 8 5 8

transportation assets included in classes with the prefix 00.2.

44.0 Water Transportation:
Includes assets used in the commercial and contract carrying of freight and passengers by 20 15 20

water except the transportation assets included in classes with the prefix 00.2. Includes all

related land improvements.

45.0 Air Transport:
Includes assets (except helicopters) used in commercial and contract carrying of passengers 12 7 12

and freight by air. For purposes of section 1.167(a)-11(d))2fliv((a) of the regulations,

expenditures for “repair, maintenance, rehabilitation, or improvement,” shall consist of direct

maintenance expenses (irrespective of airworthiness provisions or charges) ax defined by Civil

Aeronautics Board uniform accounts 5200, maintenance burden (exclusive of expenses

pertaining to maintenance buildings and improvements) as defined by Civil Aeronautics Board

accounts 5300, and expenditures which are not “excluded additions” as defined in section

1.167(a)-11)d))2))vi) of the regulations and which would be charged to property and eqaipment

accounts in the Civil Aeronautics Board uniform system of accounts.

45.1 Air Transport (restricted):
Includes each asset described in the description of class 45.0 which was held by the taxpayer 6 5 6

on April 15, 1976, or is acquired by the taxpayer pursuant to a contract which was, on April 15,

1976, and at all times thereafter, binding on the taxpayer. This criterion of daasificaflon based

on binding contract concept is to be applied in the same manner as under the general rules

expressed in section 49)bfll), (4), (5) and (8) of the Code (as in effect prior to its repeal by the

Revenue Act of 1978, section 312)c))1), )d), 1978-3 C.B. 1, 60).

46.0 Pipeline Transportation:
Includes assets used in the private, commercial, and contract carrying of petroleum, gas and 22 15 22

other products by means ot pipes and conveyom. The trunk lines and related storage facilities

of integrated petroleum and natural gas producers are included in this class. Excludes initial

clearing and grading land improvements as specified in Rev. Rul. 72-403, 1972-2; C.B. 102, but

includes all other related land improvements.
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Table R-2. Table of Class Lives and Recovery Periods
Recovery Periods

(in years)

Asset Class Life GDS
class Description of assets included (in years) (MACRS) ADS

Telephone Communications:
Includes ths assets clssslfled below and that are used in the provision of commercial and
contract telephonic services such as:

48.11 Telephone Central Office Buildings:
Includes assets intended to house central office equipment, as defined in Federal 45 20 45
Communications Commission Part 31 Account No. 212 whether section 1245 or section 1250
property.

48.12 Telephone Central Office Equipment:
Includes central office switching and related equipment as defined in Federal Communications 18 10 18
Commission Part 31 Account No. 221.
Does not include computer-baaed telephone central office awitching equipment included in
class 48.121. Does not include private branch exchange )PBX) equipment.

48.121 Computer-based Telephone Central Office Switching Equipment
Includes equipment whose functions are those of a computer or peripheral equipment (sa 9.5 5 9.5
defined in section 1 6801(21(B) of the Code) used in its capacity as telephone central office
equipment. Does not include private exchange (PBX) equipment.

48.13 Telephone Station Equipment:
Includes such station apparatus and connections us teletypewriters, telephonea, booths, private 10 7’ 10*

exchanges, and comparable equipment aa defined in Federal Communicationa Commission
Part 31 Account Noa. 231, 232, and 234.

48.14 Telephone Distribution Plant
Includes auch assets as pole linee, cable, aerial wire, underground conduits, and comparable 24 15 24
equipment, and related land improvements aa defined in Federal Communicationa Commission
Part 31 Account Nos. 241, 242.1, 242.2, 242.3, 242.4, 243, and 244.

48.2 Radio and Television Broadcaatinga:
Includes assets used in radio and television broadcasting, eacept transmitting towera. 6 5 6
Telegraph, Ocean Cable, and Satellite Communications (TOCSC) includes
communications-related assets used to provide domeatic and international radio-telegraph,
wire-telegraph, ocean-cable, and satellite communications aervicea; also includea related land
improvements. If property deacribed in Clsasea 48.31—48.45 is comparable to telephone
distribution plant described in Class 48.14 and used for 2-way exchange of voice and data
communication which ia the equivalent of telephone communication, such property ia assigned
a claaa life of 24 years under this revenue procedure. Comparable equipment does not include
cable television equipment used primarily for 1-way communication.

48.31 TOCSC—Electric Power Generating and Distribution Systems:
Includes assets used in the provision of electric power by generation, modulation, rectification, ig 10 19
channelizat ion, control, and distribution. Does not include these assets when they are installed
on customem premises.

48.32 TOCSC—High Frequency Radio and Microwave Systems:
Includes assets such aa transmitters and receivers, antenna supporting structures, antennas, 13 7 13
tranamieaion lines from equipment to antenna, transmitter cooling systems, and control and
amplification equipment. Does not include cable and long-line systems.

48.33 TOCSC—Cable and Long-line Systems:
Includes assets such as transmission lines, pole lines, ocean cables, buried cable and conduit, 26.5 20 26.5
repeaters, repeater stations, and other related aseeta. Does not include high frequency radio or
microwave systems.

48.34 TOCSC—Central Office Control Equipment:
Includes assets for general control, ewitching, and monitoring of communicationa signals 16.5 10 16.5
including electromechanical switching and channeling apparatus, multiplexing equipment
patching and monitoring facilities, in-house cabling, teleprinter equipment, and associated aite
improvements.

48.35 TOCSC—Computerized Switching, Channeling, and Associated Control Equipment
Includes central office switching computers, interfacing computers, other associated specialized 10.5 7 10.5
control equipment, and site improvements.

48.36 TOCSC—Satellfte Ground Segment Property:
Includes assets such as fixed earth station equipment, antennas, satellite communications 10 7 10
equipment, and interface equipment used in satellite communications. Doea not include general
purpose equipment or equipment used in satellite space segment property.

48.37 TOCSC—Satellite Space Segment Property:
Includes satellites and equipment used for telemetry, tracking, control, and monitoring when 8 5 8
used in satellite communications.

48.38 TOCSC—Equipment Installed on Customer’s Premises:
Includes assets installed on customer’s premiaes, such as computers, terminal equipment, 10 7 10
power generation and distribution eystems, private switching center, teleprinfers, facsimile
equipment and other associated and related equipment.

48.39 TOCSC—Suppod and Service Equipment:
Includes assets used to support but not engage in communications. Includes store, warehouse 13.5 7 13.5
and shop tools, and test and laboratory asset a.
Cable Television (CATv): Includes comwunicstiona-related assets used to provide cable
television community antenna television services. Does not include assets used to provide
subscribers with two-way communications services.

Property described in asset guideline class 48.13 whict is qualified technological equipwent as daflead in necfios 188002) is assigned a 5-year recusery

period.
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Table B-2. Table of Class Lives and Recovery Periods
Recovery Periods

(in years)

Asset Class Life GDS
class Description of assets included (in years) (MACRS) ADS

48.41 CAW—Headend:
Includes assets such as towers, antennas, preamplifiers, converters, modulation equipment, and program 11 7 11
ncn-duplicaticn systems. Does not include headend buildings and program origination aaaeta.

48.42 CAW—Subacriber Connection and Distribution Systems:
Includes assets such as trunk and feeder cable, connecting hardmare, amplifiers, power
equipment, passive devices, directional taps, pedestals, pressure taps, drop cables, matching 10 7 10
transformers, multiple set connector equipment, and convertora.

48.43 CAW—Program Origination:
Includes assets such an cameran, film chains, video tape recorders, lighting, and remote location g 5 g

equipment eucluding vehicles. Doea not include buildings and their structural components.

48.44 CAW—Service and Test:
Includes assets such as oscilloscopes, field strength meters, spectrum analyzers, end cable 8.5 5 8.5
testing equipment, but does not include vehicles.

48.45 CAW—Microwave Systems:
Inlcudes assets such as towers, antennas, transmitting and receiving equipment, and broad 9.5 5 9.5
band microwave assets is used in the provision of cable television semices. Doss not include
assets used in the provision of common cenier services.

Electric, Gas, Water and Steam, Utility Services:
Includes assets used in the production, transmission and distribution of electricity, gas, steam, 50 20 50
or water for sale including related land improvements.

49.11 Electric Utility Hydraulic Production Plant
Includes assets used in the hydraulic power production of electricity for sale, including related
lend_improvements,_such as_dams,_flumes,_canals, and_waterways.

49.12 Electric Utility Nuclear Production Plant
Includes assets used in the nuclear power production end electricity for sale and related land 20 15 20

-

improvements. Does not include nuclear fuel assemblies.

49.121 Electric Utility Nuclear Fuel Assemblies:
luclades intial core and replacement core nuclear fuel assemblies (i.e., the composite ot fabricated nuclear 5 5 5
fuel arid container) when used in a boiling water, prenaurized water, or high temperature gas reactor used in
the production of electricity. Does not include nuclear fuel assemblies used in treader reactors.

49.13 Electric Utility Steam Production Plant
Includes assets used in the steam power production of electricity for sate, combusion turbines operated in a 28 20 28
combined cycle with a conventional steam unit and related land improvements. Also includes package
boilers, electric generators and related assets such as electricity and steam distribution systems as used by
a waste reduction and resource recovery plant if the steam or electricity is normally for sale to others.

49.14 Electric Utility Transmission snd Distribution Plant:
Includes assets used in the transmission and distribution of electricity for sale and related land 3D 20 30
improvements. Excludes initial clearing and grading land improvements au specified in Rev. Rul.
72-403, t972-2 Cli. 102.

49.15 Electric Utility Combustion Turbine Production Plant
Includes saaets used in the production of electricity for sale by the use of such prime movers as let 20 15 20
engines, combustion turbines, diesel engines, gasoline engines, end other intemul combustion
engines, their associuted power turbines and/or generators, and related land improvements. Doss not
include combustion turbines operated in a combined cycle with a conventional steam unit.

49.21 Gas Utility Distribution Facilities:
Includes gsa water heaters and gas conversion equipment installed by utility on customers’ 35 20 35
premises on a rental basis.

49.221 Gas Utility Manufactured Gas Production Plants:
Includes assets used in the manufacture of gas having chemical and/or physical properties 30 20 3D
which do not permit complete interchangeability with domestic natural gas. Does not include
gas-producing systems and related systems used in waste reduction end resource recovery
plants which are elsewhere classIfied.

49.222 Gas Utility Substitute Natural Gas (SNG) Production Plant (nsphtha or lighter hydrocarbon
feedstocks):
Includes assets used in she catalytic conversion of feedstocks or naphtha or lighter 14 7 14
hydrocarbons to a gaseous fuel which is completely interchangeable with domestic natural gus.

49.223 Substitute Natural Gas—Coal Gasification:
Includes assets used in the manufacture and production of pipeline quality gas from coal using the basic Lurgi 18 10 18
process with advanced muthasutios. Includes all process plant equipment and strscturw used in this coal
geblfcsfios process asd all utility assets such us cooling syatems, water supply and treatment fucilities, and
assets used in the production and distribution of electricity and steam for use by the twpayer is a gaslfcsfon
plant asd attendant coal mining she processes but sot for asaefs used in the production asd distribution of
electricity asd steam for sale to others, Also isciudea all other related lend improvements. Does not include
ussets used is the direst mining asd treatment of coal prior to the gasification procesa itself.

49.23 Natural Gas Production Plant 14 7 14

49.24 Gas Utility Trunk Pipelines and Related Storage Facilities:
Eucluding initial clearing and grading land improvements as specified in Rev. Rul. 72-40. 22 15 22

49.25 Liquefied Natural Ges Plant
Includes assets used in the liquefaction, storage, and regsstfication of natural gas including 22 15 22
loading and unloading connections, instrumentation equipment and controls, pumps, vaporizers
and odorizam, tanks, and related land improvements. Also includes pipeline interconnections
wdh gas transmission lines and distribution systems and marine terminal facilities.
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Table 8-2. Table of Class Lives and Recovery Periods
Recovery Periods

(in years)

Asset Class Life GDS
class Description of assets included (in years) (MACRS) ADS

49.3 Water Utilities:
Includes assets used in the gathering, treatment, and commercial distribution ot mater. SO 20’” 50

49.4 Central Steam Utility Production and Distribution:
Includes assets used in the production and distribution ot steam for sale. Does not include 28 20 28
assets used in waste reduction and resource recovery plants which are elsemhew classIfied.

49.5 Waste Reduction and Resource Recovery Plants:
Includes assets used in the conversion of refuse or other solid waste or biomass to heat or to a 10 7 10
solid, liquid, or gaseous fuel. Also includes all process plant equipment and sfmctures at the
site used to receive, handle, collect, and process refuse or other solid waste or biomass in a
waterwall, combustion system, oil or gas pyrolysis system, or refuse derived fuel system to
create hot mater, gas, steam and electricity. Includes material recovery and support assets
used in refuse or solid refuse or solid waste receiving, collecting, handling, sorting, shredding,
classifying, and separation systems. Does not include any package boilers, or electric
generators and related assets such as electricity, hot water, steam and manufactured gas
production plants ctessfied in classes 00.4, 49.13, 49.221, and 49.4. Does include, however, all
other utilities such as wafer supply and treatment facilities, ash handling and olher related land
improvements of a waste reduction and resource recovery plant.

50. Municipal Wastewater Treatment Plant 24 15 24

51. Municipal Sewer 50 20” 50

57.0 Distributive Trades and Services:
Includes assets used in wholesale and retail trade, and personal and protesnional services. 9 5 9’
Includes section 1245 assets used in marketing petroleum and petroleum products.

57.1 Distributive Trades and Services—Billboard, Service Station Buildings and Petroleum
Marketing Land Improvements:
Includes section 1250 assets, including service station buildings and depreciable land 20 15 20
improvements, whether section 1245 property or section 1250 property, used in the marketing
of petroleum and petroleum products, but not including any of these facilities related to
petroleum and natural gas trunk pipelines. Includes car wash buildings and related land
improvements. Includes billboards, whefher such assets are section 1245 property or section
1250 property. Escludes all other land improvements, buildings and structural components as
defined in section 1.48-1(e) of the regulations. See Gas sfafion convenience sfores in chapter 3.

79.0 Recreation:
Includes assets used in the provision of entertainment services on payment of a tee or 10 7 10
admission charge, as in the operation of bowling alleys, billiard and pool establishments,
theaters, concert halls, and miniature golf courses. Does not include amusement and theme
parks and assets which consist primarily of specialized land improvements or structures, such
as golf coumen, sports sfadia, race tracks, ski slopes, and buildings which house the assets
used in entertainment services.

80.0 Theme and Amusement Parks:
Includm assets cued in the pruxision of eden, attractions, and amusements in actviten defined as theme 12.5 7 12.5
end amusement parks, and includes appurtenances asnociated heth a dde, attraction, amusement or theme
setting within the park nuch an tcket booths, facades, shop intedaw, and prups, special purpose otmclureu,
and buildings other Thea warehouses, administration buildings, hotels, and motels. Includes all land
impruvemenls for or in support of park achvfim (e.g., puddng lots, sidewalks, waterways, bridgm, fnecm,
landscaping, ntc), and support functiuno (e.g.. food and beverage retailing, souvenir vending and other
nonlodging accummodaliuns) if owned by the park and provided enclusinely for the benefit of park patmns.
Theme and amusement parks are defined an combinations of amusements, rides, and attractions which are
permanently situated on park land and open to the public for the price of admission. This guideline clans is a
composite of all onsets aned in thin industry except transportation equipment (general purpose trucks, cam,
airplanes, etc., which are included in asset guideline classes with the prefix 00.2), assets uued in the
pruvinion af administrative nemicen (asset classes with the prefn 00.1) and warehnunen, administration
buildings, hotels and motels.

certain Property for Which Recovery Periods Assigned
A. Personal Property With No Class Life 7 12

Section 1245 Real Property With No Clans Life 7 40

B. Qualified Technological Equipment, an defined in section 168)i))2). 5 5

C. Property Used in Connection win h Research and Experimentation referred to in section “ 5 dons life if

1 68(n))3pl8). it dass
litn—i 2

D. Alternative energy property described in sections 48(I))3))Aflin( (an in etfecf on the day before “ 5 doss life if
the dote of enactment (11/5/90) of the Revenue Reconciliation Act of 1990). it doss

life —12

E. Biomann property described in section 48)0)15) (as in effect on the day before the dote of S clans life if

enactment (11/5/90) of the Revenue Reconciliation Act of 1990) and in a qualifying small no clanu

production facility within the meaning of section 3)1 7flc) of fhe Federal Pomer Act (16 U.S.C. lde—12
796)1 7()C)), an in effect on Sepnember 1, 1986.

F, Energy property described in section 48)o)(3plA) (or mould be described if “solar or wind “ S dons life it

energy” were substituted for “nolar energy” in section 48(apl3((A((ifl. ton doss
life—12

* Any high technology medical equipment an dehned in section 16e9()2fCf which in dencribed in asset naideline clans 57.0 in annigned a a-year

recunery period fur the alternate MACRS method.
** The dana life (if any) ut property described in clannen B, C, D, E, ar P Is determined by reference tu the annet guideline clannen. If an item at property

dencribed in paragraphn 6, C, D, E, or F in nut described in any annet guideline clans, nach item of pruperty hen an clans life.

Use ntraight line user 25 yeam if placed in nemice after June 12, tete, unlenn placed in nemice under u binding mstract in ettect befure Jane to,
ittit, and at all hmen entil placed in nemice.
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Glossary
Abstract fees: Expenses generally
paid by a buyer to research the title of
real property.

Active conduct of a trade or busi
ness: Generally, for the section 179
deduction, a taxpayer is considered to
conduct a trade or business actively if
he or she meaningfully participates in
the management or operations of the
trade or business. A mere passive in
vestor in a trade or business does not
actively conduct the trade or business.

Adjusted basis: The original cost of
property, plus certain additions and
improvements, minus certain deduc
tions such as depreciation allowed or
allowable and casualty losses.

Amortization: A ratable deduction
for the cost of intangible property over
its useful life.

Amount realized: The total of all
money received plus the fair market
value of all property or services re
ceived from a sale or exchange. The
amount realized also includes any lia
bilities assumed by the buyer and any
liabilities to which the property trans
ferred is subject, such as real estate
taxes or a mortgage.

Basis: A measure of an individual’s
investment in property for tax purpo
ses.

Business/investment use: Usually,
a percentage showing how much an
item of property, such as an automo
bile, is used for business and invest
ment purposes.

Capitalized: Expended or treated as
an item of a capital nature. A capital
ized amount is not deductible as a
current expense and must be included
in the basis of property.

Circumstantial evidence: Details or
facts which indirectly point to other
facts.

Class life: A number of years that es
tablishes the property class and re
covery period for most types of prop
erty under the General Depreciation
System (GDS) and Alternative Depre
ciation System (ADS).

Commuting: Travel between a per
sonal home and work or job site within
the area of an individuals tax home.

Convention: A method established
under the Modified Accelerated Cost
Recovery System (MACRS) to deter
mine the portion of the year to depre
ciate property both in the year the
property is placed in service and in the
year of disposition.

Declining balance method: An ac
celerated method to depreciate prop
erty. The General Depreciation Sys
tem (GDS) of MACRS uses the 150%
and 200% declining balance methods
for certain types of property. A depre
ciation rate (percentage) is deter
mined by dMding the declining bal
ance percentage by the recovery
period for the property.

Disposition: The permanent with
drawal from use in a trade or business
or from the production of income.

Documentary evidence: Written re
cords that establish certain facts.

Exchange: To barter, swap, part
with, give, or transfer property for
other property or services.

Fair market value (FMV): The price
that property brings when it is offered
for sale by one who is willing but not
obligated to sell, and is bought by one
who is willing or desires to buy but is
not compelled to do so.

Fiduciary: The one who acts on be
half of another as a guardian, trustee,
executor, administrator, receiver, or
conservator.

Fungible commodity: A commodity
of a nature that one part may be used
in place of another part.

Goodwill: An intangible property
such as the advantage or benefit re
ceived in property beyond its mere
value. It is not confined to a name but
can also be attached to a particular
area where business is transacted, to
a list of customers, or to other ele
ments of value in business as a going
concern.

improvement: An addition to or par
tial replacement of property that adds
to its value, appreciably lengthens the
time you can use it, or adapts it to a
different use.

Intangible property: Property that
has value but cannot be seen or
touched, such as goodwill, patents,
copyrights, and computer software.

listed property: Passenger automo
biles; any other property used for
transportation; property of a type gen
erally used for entertainment, recrea
tion or amusement; and computers
and their peripheral equipment (un
less used only at a regular business
establishment and owned or leased
by the person operating the establish
ment).

Nonresidential real property: Most
real property other than residential
rental property.

Placed in service: Ready and avail
able for a specific use whether in a
trade or business, the production of in
come, a tax-exempt activity, or a per
sonal activity.

Property class: A category for prop
erty under MACRS. it generally deter
mines the depreciation method, re
covery period, and convention.

Recapture: To include as income on
your return an amount allowed or al
lowable as a deduction in a prior year.

Recovery period: The number of
years over which the basis of an item
of property is recovered.

Remainder interest: That part of an
estate that is left after all the other pro
visions of a will have been satisfied.

Residential rental property: Real
property, generally buildings or stwc
tures, if 80% or more of its annual
gross rental income is from dwelling
units.

Salvage value: An estimated value
of property at the end of its useful life.
Not used under MACAS.
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allowance for depreciation or amorti
zation. Section 1245 property includes
personal property, single purpose ag
ricultural and horticultural structures,
storage facilities used in connection
with the distribution of petroleum or
primary products of petroleum, and
railroad grading or tunnel bores.

SectIon 1250 property: Real prop
erty (other than section 1245 property)
which is or has been subject to an al
lowance for depreciation.

Standard mileage rate: The estab
lished amount for optional use in de
termining a tax deduction for automo
biles instead of deducting
depreciation and actual operating ex
penses.

Straight line method: A way to fig
ure depreciation for property that rata
bly deducts the same amount for each
year in the recovery period. The rate
(in percentage terms) is determined
by dividing 1 by the number of years in
the recovery period.

Structural components: Parts that
together form an entire structure, such
as a building. The term includes those
parts of a building such as walls, parti
tions, floors, and ceilings, as well as

any permanent coverings such as
paneling or tiling, windows and doors,
and all components of a central air
conditioning or heating system includ
ing motors, compressors, pipes and
ducts, It also includes plumbing fix
tures such as sinks, bathtubs, electri
cal wiring and lighting fixtures, and
other parts that form the structure.

Tangible property: Property you can
see or touch, such as buildings, ma
chinery, vehicles, furniture, and equip
ment.

Tax-exempt: Not subject to tax.

Term Interest: A life interest in prop
erty, an interest in property for a term
of years, or an income interest in a
twst. It generally refers to a present or
future interest in income from property
or the right to use property that termi
nates or fails upon the lapse of time,
the occurrence of an event, or the fail
ure of an event to occur.

Unadjusted basis: The basis of an
item of property for purposes of figur
ing gain on a sale without taking into
account any depreciation taken in ear
lier years but with adjustments for
other amounts, including amortization,
the section 179 deduction, any special

depreciation allowance, any deduc
tion claimed for clean-fuel vehicles or
clean-fuel vehicle refueling property
placed in service before January 1,
2006, and any electric vehicle credit.

Unit-of-production method: A way
to figure depreciation for certain prop
erty. it is determined by estimating the
number of units that can be produced
before the property is worn out. For
example, if it is estimated that a ma
chine will produce 1000 units before
its useful life ends, and it actually pro
duces 100 units in a year, the percent
age to figure depreciation for that year
S 7 0% of the machine’s cost less its
salvage value.

Usetul liter An estimate of how long
an item of property can be expected to
be usable in trade or business or to
produce income.
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A
Addition to property.
Adjusted basis 12
Alternative Depreciation System

(ADS):
Recovery periods
Required use

Amended return 13
Apartment:

Cooperative 4
Rental 33

Automobile (See Passenger
automobile)

B
Basis:

Adjustments 12, , 41
Basis for depreciation
Casualty loss 41
Change in use 11
Cost 11
Depreciable basis
Other than cost 11
Recapture of clean-fuel vehicle

deduction or credit 41
Term interest
Unadjusted 41

Business-use limit, recapture of
Section 179 deduction

Business use of property,
partiai 5

BusIness-use requirement, listed
property

C
Car (See Passenger automobile)
Carryover of section 179

deduction 21
Casualty ioss, effect of 41
Changing accounting method ... 12
Communication

equipment (See Listed property)
Commuting
Computer (See Listed property)
Computer software 10, 16
Containers
Conventions
Cooperative apartment 4
Copyright (See also Section 197

intangibles)
Correcting depreciation

deductions 13
Cost basis 11

0
Deciining balance:

Method 44
Rates 44

Deduction limit:
Automobile 61
Section 179 18

Depreciation:
Deduction:

Employee 56
Listed property

Determinable useful life
Excepted property
incorrect amount deducted 12
Methods 38
Property lasting more than one

year
Property owned 4
Property used in business
Recapture 4,

Depreciation aliowable 12
Depreciation aiiowed 12
Depreciation deduction:

Listed property
Determinable useful IIte
Disposition:

Before recovery period ends
General asset account

property
Section 179 deduction 23

E
Eiection:

ADS 32,39
Declining balance (150% DB)

method 39
Exclusion from MACRS 11
General asset account
Not to claim special depreciation

allowance 30
Section 179 deduction 22
Straight line method 39

Electric vehicie 62
Employee: L

Depreciation deduction 56
How to claim depreciation 13

Employee deduction, ilsted
property 56

Energy property 12
Exchange of MACRS

property 47

F
Farm:

Property

Figuring MACRS:
Using percentage tables
Without using percentage

tables 43
Fiims 10

G
General asset account:

Abusive transaction 52
Disposing of property
Grouping property in
Nonrecognition transaction

General Depreciation System
(GDS), recovery periods 36

Gift (See Basis, other than cost)
Glossary

idle property 7
Improvements 12,
income forecast method 10
Incorrect depreciation

deductions 13
Indian reservation:

Defined 37
Qualified infrastructure

property 37
Qualified properly
Recovery periods for qualified

property 36
Related person 37

Inheritance (See Basis, other than
cost)

lntanglbie property:
Depreciation method 9, 10
Income forecast method 10
Straight line method 9

inventory 5
Investment use of property,

partiai 5
involuntary conversion of MACRS

property 47

Land:
Not depreciable 6
Preparation costs 6

Leased property 17
Leasehoid Improvement property,

defined 27, 34
Life tenant (See also Term

interests) 4
Limit on deduction:

Automobile 61
Section 179 12
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Usted property:
5% owner.
Computer
Condition of employment 57
Defined
Employee deduction
Employer convenience 57
Improvements to 55
Leased
Passenger automobile 55
Qualified business use 58
Recordkeeping 65
Related person 58
Reporting on Form 4562

Lodging

M
Maximum deduction:

Electric vehicles 62
Passenger automobiles
Trucks 63
Vans 63

Mobile home (See Residential rental
property)

Modified ACRS (MACRS):
Addition or improvement 38
Alternative Depreciation System

(ADS)
Conventions
Declining balance method 44
Depreciation methods 38
Farm property
Figuring, short tax year 49
General Depreciation System

(GDS)
Percentage tables 40
Property classes
Recovery periods 36
Short tax year 47
Straight line method 44

More information (See Tax help)

N
Nonresidential real property 33
Nontaxabie transfer of MACRS

property 41

0
Office in the home 5, 35
Ownership, incidents of 4

p
Partial business use 17
Passenger automobile:

Defined 55
Electric vehicles 62
Limit on 61

Page 112

Maximum depreciation
deduction 62

Trucks 63
Vans 63

Patent (See also Section 197
intangibles)

Personal property
Phonographic

equipment (See Listed property)
Photographic

equipment (See Listed property)
Placed In service:

Before 1987 8
Date 35
Rule 7

Property:
Classes 32
Depreciable 4
idle 7
improvements 1?
Leased 4,17
Listed
Personal
Real 8
Retired from service 7
Tangible personal
Term interest

Q
Qualified leasehold Improvement

property, defined 27, 4
Qualified property, special

depreciation allowance 24

Real property
Recapture:

Clean-fuel vehicle deduction or
credit 41

General asset account, abusive
transaction 52

listed property
MACRS depreciation
Section 179 deduction 23
Special depreciation

allowance 31
Recordkeeping:

Listed property 65
Section 179 23 T

Recovery perIods:
ADS
GDS

Related
persons , , 11, , Z,

Rental home (See Residential rental
property)

Rented property,
Improvements 12

Rent-to-own property,
defined 33

Repairs
ResIdentIal rental property
Retail motor fuels outlet 34
Revoking:

ADS election 32
General asset account

election 54
Section 179 election

S
Sale of property
SectIon 179 deductIon:

Business use required 17
Carryover
Dispositions
Electing
Limits:

Business (taxable) income ....

Business-use, recapture
Dollar 18
Enterprise zone business
Partial business use 17

Married filing separate
returns 20

Partnership rules
Property:

Eligible
Excepted 17

Purchase required ii
Recapture
Recordkeeping
S corporation rules

Settlement fees 11
Short tax year:

Figuring depreciation
Figuring placed-in-service

date 48
Software, computer jQ, j
Sound recording
Special depreciation allowance:

Election not to claim 30
Qualified property
Recapture

Stock, constructive ownership
of 9

Straight line method , 44
Created intangibles 1Q

Tangible personal property
Taxpayer Advocate 68
Term interest 6
Trade-In of property
Trucks 63

U
Unadjusted basis 41
Useful life 6
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Video tape.10 Worksheet:

V

______________________________

Leased listed property

Vans MACRS 41

Video-recording
‘V

equIpment (See Listed property)
When to use ADS
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General Guides

1 Your Rights as a Taspayar

17 Your Federal Income Tae

334 Tax Guide for Small Business

910 IRS Guide to Free Tax Services

Employer’s Guides

15 (Circular E(, Employer’s Tax Guide

15-A Employer’s Supplemental Tax Guide

15-B Employer’s Tax Guide to Fringe
Benefits

51 (Circular A(, Agricultural Employer’s
Tax Guide

80 (Circular SS(, Federal Tax Guide for
Employers in the U.S. Virgin Islands,
Guam, American Samoa, and the
Commonwealth of the Northern
Mañana Islands

179 (Circular PR(, Guis Contribuliva Federal
pars Patronos Puertorriqueflos

926 Household Employer’s Tax Guide

Specialized Publications

225 Farmer’s Tax Guide

463 Travel, Entertainment, Gift, and Car
Expenses

505 Tax Withholding and Estimated Tax

510 Excise Taxes

515 Withholding of Tax on Nonresident
Aliens and Foreign Entities

517 Social Security and Other Information
for Members of the Clergy and
Religious Workers

527 Residential Rental Property
534 Depreciating Property Placed in

Service Before 1987

535 Business Eapensea

536 Net Operating Losses (NOL5( for
Individuals, Estates, and Trusts

537 Installment Sales

538 Accounting Periods and Methods

541 Partnerships
542 Corporations
544 Sales and Other Dispositions of Assets

551 Basis of Assets
556 Examination of Retums, Appeal Rights,

and Claims for Refund

560 Retirement Plans for Small Business

561 Determining the Value of Donated
Property

583 Starting a Business and Keeping
Records

567 Business Use ot Your Home

594 The IRS Collection Process

597 Information on the United States-
Canada Income Tax Treaty

598 Tax on Unrelated Business Income of
Exempt Organizations

901 U.S. Tax Treaties

908 Bankruptcy Tax Guide

925 Passive Activity and At-Risk Rules

946 How To Depreciate Property

947 Practice Before the IRS and Power
of Aftomey

966 Electronic Federal Tax Payment System:

A Guide to Gefting Started

1518 IRS Tax Calendar For Small
Businesses and Self-Employed

1544 Reporting Cash Payments of Ovar
$10,000

1546 Taxpayer Advocate Service Is Here
To Help

Spanish Language Publications

iSP Derechox del Contribuyenle

594SP El Proceso da Cobro del IRS

850 (ENISP) English-Spanish Glossary ot Words
and Phrases

15445P Informe de Pagos en Etectivo en
Excexo de $10,000

Commonly Used Tax Forms

Form Number and Title

W-2 Wage and Tax Statement
W-4 Employee’s WIthholding Allowance Certlflcate

940 Employer’s Annual Federal Unemployment

(FUTA( Tax Return’

941 Employer’s OUARTERLY Federal Tax Retum

1040 U.S. Individual Income Tax Return’
Sch A Itemized Deductiona’

Sob B Interest and Ordinary Dividends’

Sch C Profit or Loss From Business’

Sob C-EZ Net Profit From Business’

Sob D Capital Gains and Losses’

Sch 0-1 Continuation Sheet for Schedule 0’

Sob E Supplemental Income and Loss’

Sob F Profit or Loss From Fanning’

Sch H Household Employment Taxes’

Sob J Income Averaging for Farmers and Fishermen’

Sch R Credit for the Elderly or the Disabled’

Sob SE Self-Employment Tax’
1040-ES Estimated Tax for Individuals’

1040X Amended U.S. Individual Income Tax Return’

ices U.S. Return of Partnership Income

Sob D Capital Gains and Losses

Sob K-i Partner’s Share of Income,

Deductions, Credits, etc.’

1120 U.S. Corporation Income Tax Return

1120S U.S. Income Tax Return for an S Corporation

Sch 0 Capital Gains and Losses and Built-In Gains

Sob K-i Shareholder’s Share of Income,
Deductions, Credits, etc.

2106 Employee Business Expenses’

2106-EZ Unreimbursed Employee Business Expenses’

2210 Underpayment of Estimated Tax by Individuals,

Estates, and Trusts’

2441 Child and Dependent Care Expenses’

2848 Power of Aft omey and Declaration of
Representative’

3600 General Business Credit

3903 Moving Expenses’

4562 Depreciation and Amortization’

4797 Sales of Business Property’

4866 Application for Automatic Extension of Time To File

U.S. Individual Income Tax Return’

5329 AdditIonal Taxes on Qualified Plans Qncludlng

IRA5( and Other Tax-Favored Accounts’

6252 Installment Sale Income’

8283 Noncash Charitable Contributions’

8300 Report of Cash Payments Over $10,000 Received
in a Trade or Business’

8582 Passive Activity Loss Limitations’

8606 Nondeductible tRAs’

8622 Change of Address’

6822-B Change of Address —Business

8829 Expenses for Business Use of Your Home’

8949 Sales and Other Dispositions ot Capital Assets
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Tax Publications for Business Taxpayers
See How To Get Tax Help for a variety of ways to get publications, including by

computer, phone, and mail.

See How To Get Tax Help tor x variety of ways to get forms, including by computer, phone,

and mail. Items with an asterisk are available by tax. For these orders only, use the catalog

number when ordering.

Form Number and Title
Catalog
Number

10134
10220
11234

17001
11320
17145
1714B
11334
14374
11338
10424
11344

11346
12187
25513
11359
11358
11340
11360
11390
11393
11394

Catalog
Number

11450
11510
11516
11520

11700
20604
11744

11862
11980

12392
12490
12906
13066
13141

13329

13601
62299
62133

63704
63966
12081
57465
13232

7768
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2012-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 5) Provide the exact amount of depreciation expense oit coleman in tite

2 test period.

3

4 Response) The amount of depreciation on Coleman for the test period is $6,192,660.

5

6 Witness) Billie J. Richert

7

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 5

Witness: Billie J. Richert
Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 20 12-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 6) What is Big Rivers’ reserve margin after the Centwy toad departs the Big

2 Rivers system?

3

4 Response) For the MISO Module E 2013/2014 planning year, Big Rivers has

5 MW of reserve margins ( MW of capacity minus MW planning reserve

6 margin requirement — PRMR). Without Century’s load, Big Rivers’ PRMR would have

7 been MW and Big Rivers’ reserve margin would be MW ( MW of

8 capacity minus MW PRMR). The MISO Module E process is done on an annual

9 basis. Therefore, Big Rivers PRMR will not reflect the departure of Century’s load until

10 the 2014/20 15 MISO planning year.

11

12 Witness) Robert W. Berry

13

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 6

Witness: Robert W. Berry
Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2012-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 7) Does Big Rivers’ agree with the Big Rivers data in the chart on page 29

2 ofLane Kotten ‘s direct testimony?

3

4 Response) No, Big Rivers does not agree with the data in the chart on page 29 of Lane

5 Kollen’s direct testimony if the chart is representing Big River’s reserve margins. When

6 calculating reserve margins, the unit’s EFORd must be accounted for when measuring

7 generating capacity and for the load, the peak load without losses is multiplied by the

8 MISO planning reserve margin factor, the MISO provided loss rate for the BREC LBA,

9 and a coincidence factor to calculate the planning reserve margin requirement.

10 Please see the response to post-hearing request Item 6 for Big Rivers’ reserve

11 margins.

12

13 Witness) Robert W. Berry

Case No. 20 12-00535
Response to Post-Hearing Request for Information Item 7

Witness: Robert W. Berry
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 20 12-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 8) Provide the Attachment Y-2for coleman.

2

3 Response) Please see the attached exhibit for the redacted Attachment Y2 document

4 for Coleman. Although the document is marked confidential, it is not confidential.

5

6 Witness) Robert W. Berry

7

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 8

Witness: Robert W. Berry
Page 1 of 1



Attachment Y-2 Study
Coleman Units 1, 2 & 3: 443 MW Coal
29 Month Suspension 8/20/2013 — 1/1/2015

ATTACHMENT Y-2
STUDY REPORT

May 2, 2013

CONTAINS CONFIDENTIAL AND

CRITICAL ENERGY INFASTRUCTUE INFORMATION (CEll)

DO NOT RELEASE

CONFIDENTIAL

This document contains confidential information and should only be shared with direct recipients on a need to know basis. All contents of
the following document are confidential and proprietary to MISO. Information cannot be shared with outsiders without explicit
authorization.

Case No. 2012-00535
Attachment 1 for Post-Hearing Request for Information Item 8
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EXECUTIVE SUMMARY

MISO received an Attachment Y-2 Request for Non-Binding Study Regarding Potential SSR
Status (Attachment Y-2 Request) from Big Rivers Electric Corporation (BRPS) on December 18,
2012. The request was for MISO to determine the reliability impact of the potential Suspension
of Coleman Units 1 & 2 & 3 from August 20, 2013 to January 1, 2015. Attachment Y-2 analysis
is performed as a non-binding assessment of potential reliability issues due to the Suspension or
Retirement of a Generation Resource. The results of the study are not definitive and the analysis
is intended only to provide information to the Market Participant (MP) to assist them in
evaluating their options. However, it does not commit the Market Participant to proceed with
plans for Suspension or Retirement.

The study results indicate that potential reliability issues exist that would require the need for
Coleman Units 1, 2 and 3 to enter into an System Support Resource (SSR) Agreement if a
mitigation plan is not developed and implemented prior to the potential unit change of status, in
accordance with Section 3 8.2.7 of the MISO Open Access Transmission, Energy & Operating
Reserve Markets Tariff (“Tariff’). In addition to determining if reliability issues result from the
suspension, further analysis was performed to identify the areas that are subject to allocation of
the SSR costs. The areas identified for the cost allocation are Big Rivers Electric Corporation
(BREC), Southern Illinois Gas & Electric (SIGE), Ameren Illinois (AMIL), and Duke Energy
Indiana (DEl).

• ‘!S
L

••,- _7•

,•• ‘
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I. INTRODUCTION

Big Rivers Electric Corporation, submitted an Attachment Y-2 “Request for Non-Binding Study
Regarding Potential SSR Status”. Unlike the Attachment Y, an Attachment Y-2 Request is for
an informational study to evaluate the potential for a unit to be designated as an SSR and does
not commit the Market Participant to proceed with plans to Retire or Suspend. This study of the
Coleman Generation Units 1, 2 and 3 determined the reliability impacts that would occur if these
units were to be removed from service on August 20, 2013 and return to service on January 1,
2015. With Coleman generation unavailable during this period of time, the study will also
address the reliability impacts of two scenarios: 1) Century Aluminum ceases operation on
August 19, 2013 and 2) Century Aluminum continues normal operations.

Case No. 2012-00535
Attachment I for Post-Hearing Request for Information Item $
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Location: Hawesville, Kentucky
Number and type of generating units: (3) coal fired, steam turbine units
Plant and unit numbers: Coleman Unit #1(150 MW), Unit #2 (138 MW), and Unit #3 (155
MW)

Figure 1: General Location of the Coleman Plant in Northern Kentucky



II. STUDY OBJECTIVES

Under Section 38.2.7 of MISO’s Tariff, SSR procedures maintain system reliability by providing
a mechanism for MISO to enter into agreements with Market Participants that own or operate
Generation Resources or Synchronous Condenser Units (SCUs) that have requested to either
Retire or Suspend, but are required to maintain system reliability.

The principal objective of an Attachment Y-2 study is to determine if the units for which a
change in status is requested are necessary for system reliability based on the criteria set forth in
the MISO Business Practices Manuals. The study work included monitoring and identifying the
steady state thermal/voltage violations on transmission facilities due to the unavailability of the
Generation Resource. The relevant MISO Transmission Owner and/or regional reliability
criteria were used for monitoring such violations.

III. MODELS AND ASSUMPTIONS

Corresponding to the anticipated suspension of the Coleman Units 1, 2, & 3 the following power
system analysis source models were used for the study:

• 2014 SummerPeak
• 2017 Summer Peak
• 2017 Shoulder

The Attachment Y study models were created following the MISO Transmission Planning
Business Practice Manual (BPM-020-r8) Section 6.2.2. This includes creating a set of models
from each source model in which the units being studied are at full generation or taken out of
service.

a. Mode] Assumptions

1. Load Sensitivity to Century Aluminum Plant (485 MW)

b. Transmission Projects

1. LGEE / KU Matanzas 161 kV Substation The new Matanzas 161 kV Substation has an
anticipated in-service date of December 1, 2012. This new substation will be included in the
2014 and 2017 models since the substation will be in-service during the time Coleman
Generation is unavailable.

Case No. 2012-00535
Attachment I for Post-Hearing Request for Information Item 8
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c. Table of Models

n Model Coleman 1,2,3 Century Aluminum Contingency Categories
1 2014SP off off B, Cl, C2, C5
2 20145P off on B, Cl, C2, C5
3 20145P on off B, Cl, C2, C5

4 2014SP on on B, Cl, C2, CS
5 20175H off off B, Cl, C2, C3, C5

6 2017SH off on B, Cl, C2, C3, CS

7 20175H on off B, Cl, C2, C3, C5

8 2017SH on on B, Cl, C2, C3, C5
9 20175P off off B, Cl, C2, CS

10 20175P off on B, Cl, C2, C5
11 20175P on off B, Cl, C2, Cs
12 20175P on on B, Cl, C2, CS

IV. STUDY CRITERIA AND METHODOLOGY

Siemens PTI’s Power System Simulator for Engineering (PSS/E) and Managing and Utilizing
System Transmission (MUST) were used to perform AC contingency analysis. Contingency
analysis is the study of transmission system facility outages. Outages of transmission facilities
are applied to a mathematical model of the transmission system in order to calculate the effects
on the remainder of the system. The models were solved with automatic control of Load Tap
Changers (LTCs), phase shifters, DC taps, switched shunts enabled (regulating), and area
interchange disabled. The results are compared to determine if there were any criteria violations
due to the change in the status for the unit(s).

a. Applicable Reliability Planning Criteria

MISO Transmission Owners

AMIL Transmission Planning Criteria applied for the thermal analysis:
• For Category A contingencies, all thermal loadings exceeding 100% of the normal rating for

AMIL System
• For Category B and C contingencies, all thermal loadings exceeding 100% of the emergency

rating for AMIL System

AMIL Transmission Planning Criteria applied for the voltage analysis:
• For Category A contingencies, all substation voltages less than 95% or above 105%
• For Category B and C contingencies, all substation voltages less than 90% or above 110%

Case No. 201 2-00535
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BREC Transmission Planning Criteria applied for the thermal analysis:
• For Category A contingencies, all thermal loadings exceeding 100% of the normal rating forBREC System
• F or Category B and C contingencies, all thermal loadings exceeding 100% of the emergencyrating for BREC System

BREC Transmission Planning Criteria applied for the voltage analysis:
• For Category A contingencies, all substation voltages less than 95% or above 105%• For Category B and C contingencies, all substation voltages less than 90% or above 110%

DEl Transmission Planning Criteria applied for the thermal analysis:
• F or Category A contingencies, all thermal loadings exceeding 100% of the normal rating for DElSystem
• For Category B and C contingencies, all thermal loadings exceeding 100% of the emergencyrating for BREC System

DEl Transmission Planning Criteria applied for the voltage analysis:
• For Category A contingencies, >100 kV substation voltages less than 95% or above 105%• For Category 3 and C contingencies, >100 kV substation voltages less than 90% or above 105%

HE Transmission Planning Criteria applied for the thermal analysis:
• For Category A contingencies, all thermal loadings exceeding 100% of the normal rating for HESystem
• For Category B and C contingencies, all thermal loadings exceeding 100% of the emergencyrating for HE System

HE Transmission Planning Criteria applied for the voltage analysis:
• For Category A contingencies, >100 kV substation voltages less than 95% or above 105%• For Category B and C contingencies, >100 kV substation voltages less than 90% or above 110%

SIGE Transmission Planning Criteria applied for the thermal analysis:
• For Category A contingencies, all thermal loadings exceeding 100% of the normal rating forSIGE System
• For Category B and C contingencies, all thermal loadings exceeding 100% of the emergencyrating for SIGE System

SIGE Transmission Planning Criteria applied for the voltage analysis:
• For Category A contingencies, >100 kV substation voltages less than 95% or above 105%• F or Category 3 and C contingencies, >100 kV substation voltages less than 95% or above 105%

SIPC Transmission Planning Criteria applied for the thermal analysis:
• For Category A contingencies, all thermal loadings exceeding 100% of the normal rating forSIGE System
• For Category B and C contingencies, all thermal loadings exceeding 100% of the emergencyrating for SIGE System

Case No. 2012-00535
Attachment I for Post-Hearing Request for Information Item 8
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SIPC Transmission Planning Criteria applied for the voltage analysis:
• For Category A contingencies, >100 kV substation voltages less than 91% or above 105%
• For Category B and C contingencies, >100 kV substation voltages less than 91% or above 105%

Non—MISO Transmission Owners

LGEE Transmission Planning Criteria applied for the thermal analysis: ‘4
• For Category A contingencies, all thermal loadings exceeding 100% of the normal rating for.,,LGEE System
• For Category B and C contingencies, all thermal loadings exceeding 100% of the emergencyrating for LGEE System

LGEE Transmission Planning Criteria applied for the voltage analysis:
• For Category A contingencies, >100 kV substation voltages less than 95% or above 105%
• For Category B and C contingencies, >100 kV substation voltages less than 90% or above 110%

TVA Transmission Planning Criteria applied for the thermal analysis:
• For Category A contingencies, all thermal loadings exceeding 100% of the normal rating forTVA System
• For Category 3 and C contingencies, all thermal loadings exceeding 100% of the emergency

rating for TVA System

TVA Transmission Planning Criteria applied for the voltage analysis:
• For Category A contingencies, >100 kV substation voltages less than 95% or above 105%
• For Category B and C contingencies, >100 kV substation voltages less than 90% or above 110%

AECI Transmission Planning Criteria applied for the thermal analysis:
• For Category A contingencies, all thermal loadings exceeding 100% of the normal rating for

AECI System ‘

• For Category B and C contingencies, all thermal loadings exceeding 100% of the emergencyrating for AECI System

AECI Transmission Planning Criteria applied for the voltage analysis:
• For Category A contingencies, >100 kV substation voltages less than 95% or above 105%
• For Category 3 and C contingencies, >100 kV substation voltages less than 90% or above 110%

Under category C contingencies, for the valid thermal and voltage violations as specified above,generation re-dispatch, system reconfiguration, and/or load shedding will be considered if applicable.

b. MISO Transmission Planning BPM - SSR Criteria

As specified in MI$O BPM-020-r8, the SSR criteria for determining if an identified facility isimpacted by the generator change of status will be:
• Under system intact and contingent events, branch thermal violations are only valid if theflow increase on the element in the “after” retirement scenario is equal to or greater than:

Case No. 2012-00535
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a) 5% of the “to-be-retired” unit(s) MW amount (i.e. 5% Power Transfer Distribution
factor (PTDF)) for a “base” violation compared with the “before” retirement
scenario, or
b) 3% of the “to-be-retired” unit(s) amount (i.e. 3% Outage Transfer Distribution
factor (OTDf)) for a “contingency” violation compared with the “before” retirement
scenario.

• Under system intact and contingent events, high and low voltage violations are only valid
if the change in voltage is greater than 1% as compared to the “before” retirement voltage
calculation.

c. Contingencies

A subset of the MISO Transmission Expansion Plan (MTEP) contingencies in the central region
was used for AC contingency analysis. Additional contingencies from TVA, LG&E, and AECI
were included in this analysis to provide coverage for events on those adjacent transmission
systems.

The following North American Electric Reliability Corporation (NERC) Categories of
contingencies were evaluated:

1. Category A when the system is under normal conditions.
2. Category B contingencies resulting in the loss of a single element.
3. Category C contingencies resulting in the loss of two or more (multiple) elements.
4. Maintenance outage condition with forced outage during shoulder toad conditions.

V. STUDY RESULTS

a. Branch Results (Appendix A Table la)

Table I a in Appendix A shows contingent conditions causing branch criteria violations without
Coleman Units 1 & 2 & 3 and the improvements resulting from the operation of Coleman Units
1 & 2 & 3. Contingent events causing branch violations include NERC Categories B, Cl, C2,
and C3. While the study scenario with Century Aluminum off does indicate fewer constraints,
ther&remain a few thermal loading issues resulting from Category C contingencies that exist in
the MISO Transmission system even with the load removed.

b. Voltage Results (Appendix A Table ib)

Significant voltage criteria violations associated with the suspension of Coleman Units 1, 2, & 3
and continued operation of Century Aluminum were identified when compared to the continued
availability of the units. Table I in Appendix A shows contingent conditions causing criteria
violations without Coleman Units 1, 2, & 3 and the improvements resulting from the operation of
Coleman Units 1, 2, & 3. Contingent events causing voltage criteria violations include NERC
Categories B, Cl, C2, and C3. The acceptable post-contingency voltage range is between 0.92
per unit to 1.07 per unit. Therefore, voltages less than 0.92 or greater than 1.07 per unit are a

Case No. 2012-00535
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criteria violation. If Century Aluminum were to cease operations, with a load of 0 MVA, the
voltage issues within the MISO would be eliminated.

VI. POTENTIAL SSR AGREEMENT COST ALLOCATION

MISO utilizes a load shed methodology to determine the reliability benefits to each MISO LocalBalancing Area (LBA) of operation, without the SSR unit(s). Although load shed is not
permitted for NERC Category A or B events, this methodology determines the load shed amountneeded to relieve all Category B reliability issues and the most severe Category C reliability
issues identified, as a proxy for the reliability benefit of the SSR unit operation. The potential
SSR Agreement LBA shares that were calculated for this Attachment Y-2 study are included
below in Table 2.

Table 2: Potential SSR Agreement LBA Shares

LBA LLoad Shed (MW) LBA Share
BREC 1541.84 91.63%
SIGE 76.11 4.52%
AMIL 63.02 3.75%
DEl 1.72 .10%
Total 1682.69 100.00%

VII. CONCLUSION

The study results indicate that potential reliability issues exist which would require the need for
Coleman Units 1, 2 and 3 to enter into an SSR Agreement if a mitigation plan is not developed
and implemented prior to the potential unit change of status, in accordance with Section 3 8.2.7 of
the MISO Open Access Transmission, Energy & Operating Reserve Markets Tariff (“Tariff’). In
addition to determining if reliability issues result from the suspension, further analysis was
performed to identify the areas that are subject to allocation of the S$R costs. The areas
identified for the cost allocation are Big Rivers Electric Corporation (BREC), Southern Illinois
Gas & Electric (SlOE), Ameren Illinois (AMIL), and Duke Energy Indiana (DEl).
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VIII. APPENDICES

Appendix A: Steady-State AC Contingency Results

Table la: Branch Results
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Table reTBranch Results . .
MISO Coleman Units 1,2 & 3 Attachment Y-2 Study - Compare Branch Results
CONFIDENTIAL I CEll - DO NOT RELEASE

IC/rn/tins Elneant

2017SP 248435 074 WWC1

PcI!Ncc_.___._.._..

_._..
248435 O7NSVWL1

201757 IREOACTtD CONTINGENCOl .246642074/SWAY
‘2517SP 1IREOACTED CONTINGENCY] 253510 10NE13
201787 REOACTED CONTINGENCY] 245435 O7NWTVCI

_________

___12i!’201757 FREDACTED CONTINGENCY1 248042 07411
201757

20175
2017SP E0ACTE0 CONL
017 [970ACTED CONTINGENCY]
26170P :IREDAC66D CONTINGENCOT

IN 651 69.71 4401
N -- 40.

707.2 #16/A 5W/A

LN 45. 66.9 18.8 5406. SN/A 84/A #4/A SN/A
IN 44 52.71

IN

TO 69.9 #4.11
:LN 3351 342.6
IN 3351 342.61

SN/A SN/A #6/A
19 3351 354.5, 2456. 1056 ON/A #4/A 7/A 0A

4 1011 CO 335 354.51 246.7 105.5 SN/A #4/A 66/A SN/A
IN 3351 497.6- 245.6 148.81 AN/A 4N/A1i/A #6/A
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____________

362124 2IOVELCTN 69.0 3N24NN2WAUROAD TN6INI /16 ,, _61.7 62 jG5 7,_fl/A:2GI7GECenNN )REDACTEOCONTNGENy]
— 3406180157/80 91369325 5BARKIEY HF 1611 , IN .

. .2Y)__Y)1L_ 83.9jf.5_ 2Y)2DI7SACeo88 ]080ACTEOCONT/NGENCY]

________

3621242COVEL1TN6953624962WATf6OA9TN69#1LNr - 1.767 05

3#OA185iyY]/G__1.Nl Y)03265#A#KIEYAP 1611 ‘IN 223, 261.8. 83.9 1174230.1 75.6/ 103.21 31.71 I 7.lssl5A2lVbloodnmodnwoenebpeuspensbn
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Tab._a: Voltage Results

MISO Coleman Units 1, 2, & 3 Attachment Y-2 Study - Compare Voltage Results
CONFIDENTIAL I CEll - DO NOT RELEASE

_________

LImiting Element

3 of 6

Case No. 2012-00535
Attachment 2 for Post-Hearing Request for Information Item 8

Coleman 1,2, & 30FF Coleman 12,& 3 ON
unit
Impact

Low Upp I 1wvaModel ContingencyDeacrlptlon Bus# Bus Name Ky Area Zone LImit LImit ContVoft BaseVolt Viol JContVolt JMIS0 Comments2014SP IREDACTED CONTINGENCY] 24843507NWTVL1 j 161. 207 1207 09! 1.1 0.8516 O.9E93L #N/A #11/A #N/A #11/A ViaIaon caused by suspension2ONSP LREDACTED CONTINGENC1 248887 O7NWfNVL I 161 207 1207 0 9 1 1 0873 0 9793 L lNIA #N!A tN/A #NIA Vmlabon caused by suspension2O14SP[REDACTE0C0NT!NGENCY] 34O5525COLEMAN 161, 314 1314 0.92105 0.8125 O.9607L #N/A #WA #N/A 6N/A.Vlabon caused by suspension2l4SP (REDACTEOCONTINGENCY] 340557L5HANC0 161 314 1314 0.92 1.05 0.8214 o.9659:L #N/A Violaboncausedbysuspenuion2014SP [REDACTED CONTINGENCY] 340558 5SKILMAN 161 314 1314 092105 08487 0 97981L tiN/A Itt/A dNIA tiNIA Violabon caused by suspension2pi
P? o855,L #N/A #N/A #N/A #N/AVioiobon caused bysuspensionio2014SP [REDACTED CONTINGENCY] 34USE45NATAC 61 314 134 092 1 U 6235 0 97L #NIA 6NIA tiN!A #NIA Violabon caused by suspension2014SF IIREDACTED CONTINGENCY] 340565 5NEWMAN 161 314 1314 0 92 1 05J C 8958J 0 9743 L dNIA #N/A #N/A #NIA Volabon caused by suspension2014SP tREDACTEOCONTINGENC1___________________________ 340621 5COLEEHV 161 314 1314 092 1 051 Pi4 09676 L #NIA 4114/A IIN(A tiN/A Viclubuncausedbysuspensou2014SP [REDACTEO CONTINGENCY] 248435 O7NWTVLI 161i207 1207 0 9 1 1! 0 8516! 0 9693 L tiN/A lifE/A #11/A #NIA Violabon caused by suspension2014SF IREDACIEO C0NTlNGENCY 24B887O7NVVTNVL 161 207 1207 0.9 i.fl O.873j O.979&L #NIA #NIA #N/A 4iolabo caused bysuspension2OI4SPjREDACTEOCON11NGENCYI

i 314 1314 OiO5jj96O7L #NIA d lNh #N/A Voiohoo caused by suspension2014SF IREDACTED CONTINGENCY) 340557 5HANCO 161 314 1314 092 1 O& 0 8214 0 9669 C #N/A tiN/A #NIA #N/A Violabon caused by suspension2014SP [REDACTED CONTINGENCY] 3405585SK1LMAN 161 314 1314 0.92 1.05 0.8487 Ot79&L #NIA dNIA dN/A dNIA Volabon caused bysuspension2014SF IREDACTED_CONTINGENCY] 340559 5DAVIS 161 314 1314 092 105 09081 0 9855 L I #11/A #11/A #11/A #11/A VIaUon caused by suspension2014SF [REDACTED CONTINGENCY] 3405637COLEMAN 345 314 1314 0.92 1.05 0.8171 0.9928jL #N/A #N/A I #11/A 405/A Violation caused bysospension2014SP [REDACTED CONTINGENCY] 340564 5NATAL 161 314 1314 092 1 05 0 8235 0 971L #11/A #11/A #11/A #N/A Viola/on caused bysuspenson2014SF [REDACTED CONTINGENCY] 340565 5NEWMAN 161’ 314 1314 092 105 0L9743 C #11/A #11/A ON/A #N/AViolahoncausedbysuspenson2014SP [REDACTED CONTINGENCY] 34062t5COLEEHV 161: 314 1314 0.92: 1.05 0.8171 0,9676uj #N/A #11/A #11/A #11/A lVio/aboncausedbysuspension2014SF [REDACTED CONTINGENCY] 248435107NW[V11 161 207 1207 0.9. 1.1 0.8516 0.9693,L #11/A I/N/A #11/A #11/A V/s/a/on caused by suspension2014SP]REDACTEDCONTOIGENCY] 248887 O7NWTNVL 161.207 1207 0.9 1,1 #11/A #NIA #N/A #N/AVbosedbysuspn____2014SP IREDACTED CONTINGENCY] 340S52iSCOLEMAN 161’ 314 1314 0.9Zi.jC8125.9607,L #NJA #11/A #11/A #11/A i V/s/al/sn caused by suspension2014SF [REDACTED CONTINGENCY] 34055T511ANC0 16iT314 1314 0.92 1.05 0.8214 0.9669L #N/A #11/A #N4/ #11/A Violafion caused by suspeosion340558.5SKOMAN 161 314 1314 092 105 10487 0.979C #N/A #11/A #11/A #11/A //sIa0on caused bysuspensios014SP /[REDACTED CONTINGENCY] 340559 SUAVIS — 161314 1314 092 1 05 09081 — 0 9855 C #11/A #11/A #11/A ON/A yin/a/on caused bysuspension —
014SF [REDACTED CONTINGENCY] 3405637COLEMAN 345 314 1314 0.92 1.05 0.8171 0.992811- #11/A #11/A #11/A #11/A Viola/on caused by suspensionO14SP REDACTED CONTINGENCY] 3405645NATAC 161 314 1314 0.92 1.051 0.8235 0.97C #11/A #11/A #11/A #11/A Viola/on caused byssupensisn]R0GY] 3405655NEWMAN 1j 314 1314 0921.051 0.89581 0.9743C . #11/A #N/A #11/A #11/A V/s/s/on caused by suspension014SF tREDACTED CONTINGENCY] 34OS215COCEEHV 161314 1314 0.02j 0.81711 0.0576C #11/A #11/A ON/A #11/A I Viola/on caused by suspensionOI4SP [REDACTED CONTINGENCY] 340559 51/AVIS 161 314 1314 092 1 05 O9O29 09855 L i #11/A #11/A #11/A #11/A Viola/on caused by suspension014SF [REDACTED CONTINGENCY] L340565 5NEWMAN 161 314 1314 092 105 08905L_0 9743 C #11/A #11/A #11/A #11/A \rmla/oncausedbysnspeuslon014SF [REDACTED CONTINGENCY] 340559i5DAV1S 161 314 1314 0.92 1.05 0.9028 0.9855 C #11/A #11/A #N/A ON/A Viola/on caused by suspensionO14SP IREDACTED CONTINGENCY] 3405655NEWMAN 161 3141 1314 0.92: 1.05 0.8905 0.97431L #NJA #11/A #11/A #11/A Vista/on caused by suspension014SF [REDACTED CONTINGENCY) 34055951/AVIS 161314] 1314 0.92 1.05 0.9028, 0.98551- I #NJA #11/A #11/A #11/A Viola/on caused by suspension014SF i]REDACTED CONTINGENCY] 340565:5NEWMAN 1611 314 1314 0.02 1.05 0.09051 0.9743L #11/A #11/A j #N/A #11/A V/sIa/sncausedbysuspnnsion014SF )REDACTED CONTINGENCY] 3405595DAVIS 1011 314 13141 0.9? 1.05 0.90291 0.98551L 411/A #11/A j #N/A #11/A VioIa/sncausedbysuspens/sn014SF [REDACTED CONTINGENCY) 3405655NEWMAN 1611 314 13141 0.92 1.05 0.8905[p743iC #11/A #N/A_/J #11/A #11/A Viola/on caused by suspension014SF [REDACTED CONTINGENCY] 34055951/AVIS 16/, 314 1314} 092 1.05 0.9028 0.985L I/N/A #N/A #11/A #11/A :Viola/oncausedbysuspens/sn014SF [REDACTED CONTINGENCY] 3405655NEWMA11 161 314 1314 0.92. 1.05 0.8905 0.9743C #NJA #11/A #11/A #N/A V/s/a/on caused by suspensionO14SP ]REDACTED CONTINGENCY] 240431O7BRISTW 161 207 1207 0.91.1 0.846 1.0033j_ #N/A #11/A #11/A #11/A Viola/on caused by suspension014SF [REDACTED CONTINGENCY] 248435!O7NWTVL1 161 207 1207 0.9: 1.1 0.7325 0.9693,1- #NJA #11/A #11/A #14/A V/s/a/sn caused by suspension014SF ]REDACTED CONTINGENCY] 248865:07TRy1O1 16/i 207 1207 09’ ti 0.79261 0.9907L #11/A #11/A #11/A I/N/A Viola/os caused by suspension014SF )REDACTED CONTINGENCY] 248887 O7NWTNVC ..i.iL_.227 1207 O.9tl 01605 AN/A #11/A #11/A I/NM V/s/a/on caused by suspeosion014SF [REDACTEDCONTINGENCY] 3405525C0LEMAN 1611 314 1314 0.92 1.05 0.6378 0,9607L #NJA #11/A #11/A #11/A V/sIa/oncausedbysuspension2014SF REf/ACTED CONTINGENCY] 24843507NWTVC1 161, 207 1207 0.9 1.1 0,851 E,0693L I/N/A #N/A #11/A #11/A !V’ola/oncausedbysuspens/sn2014Sf_ J[REDACTED CONTINGENCY] 24888TO7NWTNVL 161 207 1207t 09 1.1 0.873 0.9793L #N/A #11/A 411/A #11/A V/o/a/oncausedbysuspension2014SF !]REDACTED CONTINGENCY] 3405525COLEMAN 161 314 i314[p92 1.05 0.8125 0.9607L #11/A #11/A #11/A #11/A Viola/ion caused bysuspension2014SP [REDACTED CONTINGENCY) 340557 5HANCO 161’ 314 1314j 0.92 i.ar0.8214, 0.96691- #N/A #11/A #11/A #11/A Vio/a/sncausedby suspension2014SF [REDACTEDCONTINGENCY] 3405585SKLMAN .1L._105LZL 0.9798L #NJA #11/A #11/A #11/A Violaboucausedbysnspension
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Tai—.rü: Voltage Results

MISO Coleman Units 1,2, & 3 Attachment Y-2 Study- Compare Voltage ResultsCONFIDENTIAL I CEll - DO NOT RELEASE

________

Limitinn Element

.

Case No. 2012-00535
4 of 6 Attachment 2 for Post-Hearing Request for Information Item $

Coleman 1.2. & 3 OFF IColeman 1.2, &3 ON ;act
-

Low Upp
• i- .

3T!:Vi-FModel ContintencyDeacription Bus# Bus Name Ky Area Zone Limit Limit ContVoft BaseVolt Viol IContVolt BaseVolt Viol (>0.01) IMlS0 Comments2014SP [RDACTEDCONTlNGENCYJ 340559 5DAVIS 161 314! 1314 092 1 05 09061 09B55 C #NIA #NIA #NJA #NIA Violahoncausedbysuspenson2014SP [REDACTEDCONTINGENCY] 3405645NATAL 161 314! 1314 O.92 1.05 0.82361 O97L ilN/A #N/A #N!A #N/A VinlalloncausmJbysuspenson2014SP IREDACIED CONTlNGENCV 3405655N5WMAN 161 314 1314 092105 0 B959j9743.L #N/A 4N/A #NIA #NfAVmlaloncaused by suspenson2014SF JLREDACTEDCONTINGENCY] 3406215COLEEHV iàTf 314 1314 0.92 1.05 O.8l72 O,967&L #N/A #N/A #N/A #N/A VialaUoncausedbyssspension2014SP IRLDACTED CONTINGENCYJ j 3405665MEADE 161 314 1314 O.92 1.05 O.5fl5 O.9851!,L yj #N/A Violation caused by suspensionsP p9_c__ oaiwo 161, 314 1314OtO5 8616[995 #Nh5 #NM #N/A #NIA Velallon caused by suspension2014SP IREDACTED CONTINGENCYJ 340566 5MEADE 161 31 1314 92 1 05 OO9851L #N/A #11/A #N/A #NIA VnIaton caused bysuspenson2014SP IREDACTED CONTINGENCY] 340516•SN.F{ARD 161j 314jj4j O.92 1.05 O.86l6 O.9957L #NIA #NIA tN/A N/A Violation caused by suspension120145P IREDACTEDCONTINGENCYI 34O5595DAVISj314 1314j092105 09031 09855 L SNIA #NJA #N/A #NIAiioaIIoncassedbysusPen5enI 2014SF iOACTED CONTINGLNCY] 34C5655NCWM’N 161 314 1314J O92 1.05 0.8907 O.9743iL #N/A fiN/A #N/A #N/A Vialaticncausedbysuspension2014SP IREDACTED CONTINGENCYj 246435 O7NWPdC1 161 12071 0 9 1 1 0 8516j 0 9693 L #N/A #NIA lNIA #NIA Vjnlalmn causnd by suspensonIpisP LREDACTEDCON11NGENCYJ 24888707NW[NVL 16120 i2O7O91 0 873 0 9793L #N/A #N)A ##A #NVahnncaused bysuspensen2014SP IREDACTED CONTINGENCY] 340552 5COLEMAN 161 31 13141 0 921 0 0 81251 0 9607L #N/A #N!A 411/A #N/A Vmlatjsn caused by suspenson2014SP [REDACTEDCONTINGENCYJ 3405575FyANco 161 31 1314 0.92 1. 082141 Q.96E9L #N/A #NIA #N/A tN/A Vinlationcausedbysuspensiun2014SP IIREDACTEOCONTINGENCY] 3405585501LMAN 16131 1314! 0921 , o848jo9798L ON/A ON/A ON/A ON/A Vioiolmncuusedbysuspensiun2014SF ]REDACTED CONTINGENCY] 340559 5DAVIS 161 31 13141 092 1 09081! 99855 L ON/A ON/A ON/A I/N/A Violalion caused by suspension2014SP i[REDACTEDCONTINGENCY] 3465637COCEMAN 345! 314 1314! 0.92; 1. O.8171j 0.9928!L ON/A ON/A ON/A #N/A ViulaOuncuused bysuspension2014SP ]REDACTED CONTINGENCY]________________________ 340564 5NATAL 161 314 1314j0921 L,097_ #N/A ON/A ON/A ON/A Violation caused by suspension2014SF [REDACTED CONTINGENCY] 3405655NEWMAN 1611 314 1314{ 0.92 I 0.8958! 0,9743W ON/A ON/A ON/A ON/A Viola/ion caused by suspension2014SP [REDACTED CONTINGENCY] 3406215COCEEHV 161! 314 1314 0.92 1. 0.8171! 0.9676L ON/A ON/A ON/A ON/A Violalion caused by suspension2 4SF ]REDACIED CONTINGENCY] 324139 SDORCHST 161.363 379 9i. 0.8t0O341L ON/A ON/A ON/A ON/A Vuiolioncuusedbysuspennion4SP[REDACTEDCONflNGENCY] 324149 5IM8ODEN 161 363 379 09 1 08J 10025 C 11048 1003 H -0 232 Violation caused by suspension4SF ]REDACTEDCONTINGENCY] 324157:5POCKN 101; 363 379 0.9’ 1. 0.8677! 1.0048W 1.111 1.0053 H -0.243VinIalioncaosedbysuspensn2014SP LREDACTED CONTINGENCY] 3241585POCKET 161 363 37 0.9 1. 0.8677] 1.0047/. 1.111 1.0052 H -9.243! Violalion caused by suspension2OI4SPCenIu8 I]REDACTED CONTINGENCY] 3243104SPENC 138 363 38 0.9 1. 0.8823i99i 0,8718T699 L 0.011Pteenu5ng2QP900OACTEDCONTO4GENCY]
- 246435 O7NWWU — 161 207 0 091 8j_pL J#N/A ON/A ON/A Vinlahon caused by suspension2017SP ]REDACTED CONTINGENCY] 248887 O7NWTNVL 161 207 120 09 1 08697! 0 979 L ON/A j ON/A ON/A ON/A Viola/ion caused by suspension2017SF :[REDACTED CONTINGENCY] 340552 SCOLEMAN 161314, 131 0921.0 0.8085j0.9602,,__ ON/A ON/A ON/A ON/A .V/olalion caused by suspension2017SF iLREDACTED CONTINGENCY] 340557 5I4ANCO 161 314 131 002 1 0 0 8173 0 9662 C ON/A j ON/A ON/A ON/A Violation caused by suspension2017SF ]REDACTED CONTINGENCY] 340558 5SK/LMAN 161 314 131 092 1 0 0 8454 0 9791 C ON/A J ON/A ON/A ON/A Viola/ion caused by suspension2017SF 4EDACTEO CONT04GENCY]_______________ 340559 SDAVIS - — 161 314 131 09210 69049 0984W ON/A ON/A ON/A ON/A Viioahon caused by suspension2O17SPI.(REDACTED CONTINGENCY] 3405649NATAC 161 314 131 0.9l.0 0.9694!L ON/A ON/A ON/A ON/A Vis/utioncaused bysuspension2017SF [REDACTED CONTINGENCY] 340565 5NEWMAN 161 314 1314 092 1 0 , ,ç 28J 0973 L ON/A ON/A ON/A ON/A Violation caused by suspension2017SP ]REDACTED CONTINGENCY] 3406215C0cEEHV 161 314 1314 0.92 1.05 0,8132! 0.007’E” #NIA ON/A ,,,:VioIaIios caused by suspension ,,,j

2017SF ]REDACTED CONTINGENCY] 248435107NWTVL1 161! 207 1207 OW 1.1 0.8482! 0.9696W ON/A ON/A ON/A ON/A Viulolioncausedbysuspennion7SF REDACTED CONTINGENCY] 248887 O7NWTNVL 161 207 1207 0911 ON/A ON/A ON/A ON/A Violation caused by suspension7SP LREDACTLDCONTINGENCY]________________________ 340552;5COCEMAN 161; 314 1314 0.52’ 1.05 0.8085! 0.960211 ON/A ON/A ON/A ON/A uiolalioncauned bysuspension7SF ,[REOACTEO CONTINGENCY] 340557,5KANCO 161 314 1314 0.92 1,05 0.81if’0.9062;L ON/A ON/A ON/A ON/A Violaliun caused by suspension751’ ]REDACTED CONTINGENCY] 3405585SKICMAN 2611 314 1314 0.92: 1.05 0.8454 0.9791 C ON/A ON/A ON/A ON/A Violation caused by suspension7SF ]REDACTEDCONTINGENCY]____________________________ 340559;5DAVIS 161 314 1314 0.92 1.05 9.9040 o.984:L ON/A ON/A ON/A ON/A Violutioncausedbysunpensiou751’ [REDACTEO CONTINGENCY] 340563 7COCEMAN 345! 314 1314 0.92.1.05 0.8132) 0.9921!L ON/A ONJA ON/A ON/A Violalion caused bysuspension7SF ]REDACTED CONTINGENCY] 340564 5NATAL 161 314 1314 02/Q5 0 8197 09694 C ON/A ON/A ON/A ON/A Viulsliun caused by suspension2017SF ]REDACTED CONTINGENCY]________________ 3405655NEWMAN 16/. 314 1314 0,92; 1.05 0,8928 0.973iL ON/A #N/A ON/A ON/A Violation caused by suspension2017SP ]REDACTEO CONTINGENCY] 340621’5COCEEHV 161 314 1314 0.92 /05 0,8132 0,967;L ON/A ON/A ON/A ON/A Viola/ion caused by suspension[2olmF ]REDACTED CONTINGENCY] 248435 O7NWWL1 161 207 1207 0.9’ 1.1 0.8482. 0.9696,L ON/A ON/A ON/A ON/A Violation caused by suspension201751’ [REDACTED CONTINGENCY] 253581110NwL13 138 210 1210 0.951 1.05 0.9354 0.9903!C ON/A ON/A ON/A ON/A Violalioncausedbysuspensiun120175P ]REDACTED CONTINGENCY]________________ 340552!5COCEMAN 161314 1314 0,521.05 0.8085 0.9602L ON/A ON/A ON/A ON/A ‘Violutioncausedbysuspensinn,201751’ ]REDACTEDC0NTINGENCY] 349557WF/ANCO 161 314 1314 0.92! 1.05 iZ3E9652!L ON/A ON/A ON/A ON/A ‘ViolationcausedbysunpensionPREDAGTEDCON1iNGENcY]
- 340558 SSK8MAN

— 16/1 314!
,__i2L O.979ljC #N/A #N/A #N/A]ON/AVioiohoncauoedbysuspennion
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Tab... : Voltage Results 0
MISO Coleman Units 1, 2, & 3 Attachment Y-2 Study - Compare Voltage ResultsCONFIDENTIAL I CEll - DO NOT RELEASE

mit

Coleman 1,2, & 30FF Coleman 1,2, & 3 ON Impact

5 ci 6

Case No. 2012-00535
Attachment 2 for Post-Hearing Request for Information Item S

Umitin Element
Low Upp I IModel jontlngency Deocription Bus # Bus Name Ky Area Zone UrnS Limit CoritlIoItoItBase Volt( Cont Volt BaseVoltVioI (>0.01) MISO Comments2017SP lREDACTDCONTlNGENCYl 34O559m5DAV1S 161 314 1314t 0.92 1.05 09049 O.984L #NIA #N/A #NIA #N1A Violationcaused bysuspension1751’ IREDACIED CONIINGSNCY} 3405637COLEMAN 345k 314 1314 0.92 1.05 0.8132 O.992l.L #N/A #NIA #11/A yN/A Violation caused by suspension1!_p LREDACTEDCONTttGENCY] 3405645NATAL j 161 314 1314piO5 08197 09694L #NIA N/A #N/A itN/A Vmolalmon caused by suspensIon17SF IREDACTFD CONTINGENCy] 34O5655NEWMAN J 1611 314 1314 0.92 1.09 08928 O973L #N)A SN/A itN/A itN/A Violation caused by suspension17SP [RSOACTED CONTINGENCYI 34O6215CO1EEHV ] 161 314 1314 O.2 105j O.t132 967L #N/A #11/A #NIA itN/A Violation caused by suspension17SP tREOACTEDCONTINGENCYI 3405595DAVIS Jiti 314 13141 0.92: 1.05fO8924 O984L #N/A itN/A tN/A SN/A Viulationcausebysuspension017sp [REDACTED CONTINGENCY] 340565 5NEWMAN 161 314 1314j 0 92 1 O5 Ott 0973 C #NIA #N1A SN/A itN!A Violation caused by suspension17SP ]REDACTED CONTINGENCy] 340559SOAVIS 161314 34: jØ5 Ot923 O.9B41 #NIA #N/A #NIA ENIA Violalion caused by suspensionO17SP[REOACTED CONTINGENCY] 34O5t5.5NEWMAN 161314 13 O5O88 imL #N/A #N #NIA017SF [REDACTED CONTINGENCYI 253580 1UNWC16 161 210 1210 0 95 1 05 0 9349 09697L #N/A NIA #11/A tN/A Violation caused by suspensionO17SP fREOACTEDCONTINGENCY] 3405595DAV1S 161 314 1314 G.92 1.05 0.8923 Q.9B4C #NIA #NIA tNIA ENIA Violalmnnusused by suspensionO17SP ]REDACTED CONTlNGENCY_________________________ 34O5655NEWMAN 16l 314 1314 O.92 1.05 088 O.973L itN/A #N/A #N/A #NIA Violalioncausedbysuspension017SF IREDACTED CONTINGENCIl 3405595DAV1S 161i 314 1314 0.92 1.05 0.8923 D9BkC tN/A #N!A tNIA #NIA Violulion caused by suspensionO17SP ]REDACTED CONTINGENCY] 340565ENEWMAN j 161 314 1314 0.92 1 .05 0.88 O.973L j #NlP #N!A #NIA Violation caused by suspensiono17P [REDACTED CONTINGENCY] 3405595DAV1S j 161 314 1314{092 i 05 08923 0 984 L #NIA #NIA lNlA #NlAViolalioncauned by suspensionOI7SP ]REDACTED CONTINGENCY] 34OtGSSNEWMAN 161 314 1314L. 1 05 lt5 09731 ENIA #NIA #NIA #NIA Violalion caused by suspensionO7SP ]REDACTED CONTINGENCY] 248431O7BRISTW 161! 207 1207 0.9 11 0.8436 1.0012L ON/A ON/A ON/A ON/A ViolalinncausedbysuspensionO17SP [REDACTED CONTINGENCY] 248435 O7NWTVL1 161 2871207 09 1 1 07285 09696 C #N/A ON/A ON/A ON/A Violation caused by suspensionO17SP ]REDACTED CONTINGENCY] 248865;071RY161 161! 207 1207 0.9 1.1 01592 0.9696W ONJA ON/A #NIA ON/A Violation caused by suspension01751’ ]REDACTEDCONTINGENCY] 248887 07NWTNVL 161! 207! 1207 0.9 1.1, 01568 0.97C ON/A ON/A ON/A ON/A Viulationcaused bysuspensiono17sp!p4EDACTEDoNio4oENCYj134os52coLEMAN LL1 W6327 9602•L ON/A ON/A ON/A #N/A!Vmiotioncausedbysuspenohn01701’ [ROOACTED CONTINGENCY] j 248435 O7NWWL1 161 207 1207109 11 08482 09696L #N/A ON/A ON/A #N/A Vioiotios caused by suspension017SP f[REDACTED CONTINGENCY] f 248897 07NWTNVI_ 151 207 1207! 0.9 1.1 0.8697 0.970 L ON/A ON/A ON/A #N/A . Violation canned by suspensionF?p_. 1 161! 314) 131j 0.92 1.00,tO85 ft9602L ON/A ON/A MN/A #N/A!Violaboncaunedbysuspensioo201701’ i]REDACTEO CONTINGENCY]_______ 1340557 5HANCO j 161 314]1314j0 921 05[ 0 8174 0 9662L ON/A ON/A ON/A ON/A Vislahnn caused by suspension201701’ ]REDACTED CONTINGENCY] 1340558 5SKILMAN 161 j i14 1314! 0.92: 1 .E5F 0.8455 0.9791W ON/A ON/A ON/A ON/A Violation caused by suspension2017SP [REDACTED CONTINGENCY] 340559 5OAVIS j 161 314) 1314) 692 1 05 0 0049 0 984 C ON/A LON/A ON/A ON/A Violation caused by suspension2017SP!]REDACTED_CONTINGENCY] 3465645NATAL 161! 34Lj314I 0.92 1.05 0.8198 0.9694!L ON/A j ON/A ON/A ON/A Violation caused by suspension201701’ ]REDACTED CONTINGENCY] 340565 5NEWMAN 161i314J 1314[Ei1”28 0973L ON/A ON/A ON/A ON/A Viulalmn caused by suspension —

201 7SP ]REOACIED CONTINGENCY] 340621 5COCEEI-IV j 161314 1314L_,p 105j 08132 0 907 C ON/A ONJA ON/A ON/A Volabnn caused byuuspensn2017SP ]REDACTEDCONTINGENCY] 3465665MEADE I 161314 1314! 0.92 1f.8653 0,9846iL ON/A ON/A ON/A ON/A Violatioucaused bysuspension201701’ ]REDACTEO CONTINGENCY] 3406165N.HARO j 161 314J 1314 0.92 1.05, 0.8484 0.9956!C ON/A ON/A ON/A ON/A Violation cnused by suspension201701’ [REDACTED CONTINGENCY] 253580 10NWL16 161 21011 0 65 105j 09367 09697L ON/A ON/A ON/A ON/A Violation caused by suspension2017SP ]REDACTEDCONTINGENCY] 2535801ONWL16 161 210L,1 0.95; 1.E5f367 0.9697W ON/A ON/A ON/A ON/A Violatioucnusedbysuspension201751’ [REDACIED CONTINGENCY] 340560; 5MEADE 161 314 1 0.92! t05] 0.8654 0.6946;C ON/A ON/A ONJA ON/A Vislalion caused by suspension201701’ !]REDACTED CONTINGENCY] 340616 5N.HARD 151! 314 13 o.9956!c ON/A ON/A ON/A ON/A Violation caused by suspeusion2017SP P]REDACTED CONTINGENCY] 340559:5DAVIS 161i. 314 1 0.92! 0.984,C ON/A ON/A ON/A ON/A Vinlatinn caused by suspension201701’ [REOACTEO CONTINGENCY] 340565 SNEWMAN 161 314 1 092 1 05/ 0 8829 0 973 L ON/A ON/A UN/A ON/A Violation caused by suspension2017SP !]REDACTED CONTINGENCY] 248435.07NWWC1 161! 267 1 0.9 1,; 0.0482 0.9696W ON/A ON/A ON/A ON/A Violation cussed by suspension201701’ ]REDACTEDCONTINGENCY] 248887s07NW1NVC ‘/61! 207 1 0.9 1.1 0.8697 0.979!L ON/A ON/A ON/A ON/A Vin/utiuncausedbysuspension201751’ ‘[REOACIEDCONIINGENCY] 340552,5COCEMAN 161/ 314 1 0.92 1.05 0.6085 0.9602C ON/A ON/A ON/A ON/A VinlalioncausedbysuspenoionREDATED CONTINGENCY] 340557’5HANCO 161! 314 1 0.9662!L ON/AIONVi ONIA ON/A Vio/ationcausedbyouspension201751’ ]REDACTEDCONJ1NGENCY] 340558:5SKILMAN 1611314 1 —. 092 1.050,8454 ,J- ON/A Violationcausedhysuspeosion201701’ REDACTEO CONTINGENCY] 340559 5OAVIS is;! 3/4 1 0,92 1.05 0.9049 0.98! ON/A ON/A ON/A ON/A Viu/ulion caused by suspensiou201701’ ]REOACTED CONTINGENCY] 340563 7COCEMAN 345 314 1 092 1 05! 0 8132 09621 C ON/A ON/A ON/A Vinlaten cuused by suspension2017SPpUEDACTEDCON11NGENCY] 340564 SNATAL 161314 1314 092 105L 09197 9694 C ON/A ON/A ON/A ON/A Violation caused by suspension201751’ (REDACTEO CONTINGENCY] 3465655NEWMAN 161 314 1314 0.92! l.Oj 0.0928 0.973,L ON/A ON/A UN/A ON/A Viola/ion caused by suspension2017SP [REDACTED CONTINGENCY] 3466215COCEEHV 161: 314 1314 E92! 1051 0.8132[]L,,,,,,,,, ONJA ON/A ON/A ON/A Viola/un caused bysuspension201701’ IREDACTED CONTINGENCY1 360430, SHARRIMAN TN 161 347J 136/ 0.9! til 0.7649! 1.0426W 0.7822] 1.0427 C -0.017 Pre-ensting
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MISO Coleman Units 1, 2, & 3 Attachment Y-2 Study - Compare Voltage ResultsCONFIDENTIAL! CEll - DO NOT RELEASE

_________

Clmltlno Element

C

ft
Coleman 1.2. & 30FF Coleman 1.2. & 3 ON Impact

6 of 6
Case No. 2012-00535

Attachment 2 for Post-Hearing Request for Information Item S

Ta_.-j: Voltage Results .
1 Upp

‘Model Contingencyflescrlptlon JBUS# Bus Name KV Area jZone Limit Limit ContVolt BaseVolt VIol CantVolt BaseVolt Viol ()U.61) MISO Comments2017SP IREDACTED CONTINGENCYJ 361O995BLA1R RDTP 161 347] 1368 O.9 1.1 07641 1.0477JL 0.7815 1.0477 C -O.017!Pre-exotng9SPtREDACIED CONTINGENC’l 36114S;5BLAR RDIN 16I 347 0.9 11 0.7638 1.O474C 0.781 1.0474 C -o.017:pre-exstng2017SP (REDACTED CONTINGENCY]______________________ 360430 5l-IARRIMAN IN 16134J 1365 09 1 1 OS8BB 104261 07309 10427 1 0042 Pre-exstng2017SP IREDACTEOCONTINGENCY] ] 3G1099j5BLAIR RDTP 161 34j 1368 0.91. 0.6889 l0477L 0.731 1.0477 L -0042Pm-exstng2017SF ;!REDACTEDCONTlNGENCY f36146i5BR RDTN 161 347 1368j 0.9 1. 0.6885 0.7307 10474 L -0.O4ZPre-exstno
JL P 1.0479L 0J32 10479 L QPflg2017SF IREDACTEOCONTINGONCY] 3604305HARRlMANTN 161 347 06970 6t[ 0.7309 1.0427 C -0.033:Pm-exstng2017SF IREDACTED CONTINGENCY) 3606925R0AN0 002 101 347 1368 09 1. 0.6981 1.047&L 0.7312 l.0479R -0.033Pre-exsting2017SF [REOACTEO CONIINGENCYI

iL!JJ 161347 1360 O1. oGOBi tO4fl!L 0.7311 1.0477 L -0.033Pre-exsling017SF LREDACTED CONTlNGENCY 3611405BLAIRRDTN ] i61347 1368 0.9 1. 06970 1.0474L 0.7307 t0474 L -0033 Pre-exoting07SP IREDACTEOCONTINGENCY] 3613835WOAKRlDGT 16l 347 1368 09 1.1 0.5981 1047&L 0.7312 1.0479 L -0.O33Pre-exsting017SPCetolj[REDACTEDCONTINGENCYj L3o;5HARRlMAN TN i6t347i3680iil0J308 1.04261L - 067821.0426 L 0.O53Pre.exs0ngOl7SPCentofi tREDACTED CONTINGENCY] 361099:SBLAIR RD IF 16fl 347 1368 0.9 11’ 0.731 0.6784 1.0477 C 0.0531.Pre-exs/ingOl7SPCentoff ILREDACTEOCONTINGENCY] 3611465BLAIR RDTN 161 347 1368 09: 1.1 0.7306 0.6779 1.0474 L 0.O53Preeestisg017SPCentoffREDACTEDCON7iNGENCY] ]O35W OAK RIDGT 16 347L 1368 E9 i.ij 0131 t0479j 84 t0479 C 053:PmexsungOl7SPCentoff ![REDACTEDCONTINGENCYI j 360430:5HARRIMANTN 1611 347j68 0.9: 1.11 0.7556 1.042EL 0.7021 1.0426 L -0.O27Pre-exs/ngOl7SPCenlsIf LREDACTED CONTINGENCY] 361O99I5BLAIRRDTP 161: 3471 13601 0.9. 1.110.7548 1.04771L 0.7814 1.04771 -0.027Pre-exotngOnLROTCY] j114E5BLPRRDTN 1lL 07544 t047 0181 131474 L -aO27Pre.exstngOl7SPCentoff ]REDACTED CONTINGENCY] j305HARRlMAN TN I 161: 347 1366! 9.9. 1.1 0.7308 1.04261L 0.6782 1.0426 C 0.ES3Pre-exs0ngOl7SPCenIoO ]REDACTED CONTINGENCY] Lp995BlRRDTP 1611 347 1368 0.9. 1.1 0.731 1.047711 0.6784 1.0477L 0.053Pre-exstngO17SPCenI0ff1tREDACTEDCONflNGENCY] 361iBR RD TN 16 347 1308 9i1 01306 t0474!L 6779 10474 L 0153Pre-exs0ngOl7SPCentoff lIRE ONTINGENC 3613831586 OAK RO36T 1611 347 1368 0 i 0131 i.0479L 0.6784t047C 0M53!PmexsEng017SPCentotilREDACTED CONTINGENCY] 361364.5WEAVER GA 1511 347 1367 0.9: 0.5764 1.0104L 0.5537 l.OlO4J O.025Pre-exsüng1751-I (REDACIED CONTINGENCY] 340506 5MEADE 161 314 1314 092 — 1 05L 09011 0 9887’L #N/A ON/A ON/A ON/A yin/alien caused by suspension
O17SH (REDACTEDCONTINGENCY] 34061615N.HARD 161! 314 1314 0.92 1.05 0.8889 0.998!L #NIA ON/A ON/A ON/A Vinlationcaused bysuspensionI7SH j]REDACTED CONTINGENCY] 248435O7NWTVLI 1611 207 1207 0.9. 1.1 0.843n 0.9768C ON/A ON/A ON/A ON/A Violation caused by suspensioni]REDACTED CONTINGENCY] 248865O77RYI6I 1611 207 1207 0.9: 1.11 0.6632 0.9902L ON/A ON/A ON/A ON/A violation caused by suspension]REDACTEDCONTINGENCY] 248087O7NWTNVL 1611 207 1207 0.9 1.1 0.8622 0.9831L ON/A ON/A ON/A ON/A ‘Aolationcausedbysuspension]REDACTED CONTINGENCY] 340552:5COCEMAN 1611 314 1314 0.92: 1.05 0.8062 0.9699L ON/A ON/A ON/A ON/A Violation caused by suspension]REDACTED CONTINGENCY] 340557 5HANCO 16/ 314 1314 092 1 05 0 8109 09650 L ON/A ON/A ON/A ON/A Via/ales caused by suspenoen[REDACTED CONTINGENCY] 34055E5s0lLMAN 1611 314! 1314j 0.92: 1.Q8365 0.06241 #NIA ON/A ON/A #NIA Violation caused by suspensionCONTINGENCY] 340550 SDAVIs 161 34jjpg 105 09040 09002 L ON/A ON/A ON/A ON/A Violahoncausedbysuspensioni]REDACTEDCONTINGENCY] 340563.7COLEMAN 3451 314j /314 0.92 1.05 0.8062 0.993/IL ON/A ON/A ON/A ON/A :Vislutiuncausedbysuspensioni[REDACTED CONTINGENCY]________________ 3405645NAIAC 1611 314 1314 0.92 1.osj 0.8128 0,9724L ON/A ON/A ON/A ON/A yin/abs caused by suspenoionl

l]REDACTEO CONTINGENCY] 340565 5NEWMAN 1611 314 1314 092 007981. ON/A ON/A ON/A #N/A Violation caused by suspension]REDACTED CONTINGENCY] 360430: 5HARRIMAN TN 1611 3Lj681 0.9: tiJ 0.757 1.0422L 61804 1.0424]L -0 023 Pie-eusting]REDACTEDCONTTNGENCY]
1611 7 i!PLIL_ -002Pm-ensting__________IREDACTED CONTINGENCY] 36114O59LA1R RD TN 161j 347 1368 0.9. 1.1 0.7558 1.04711 0.7793 1.047211 -0.024Prn-exsUng]REDACTED CONTINGENCY] 360430:51-bARR/MAN TN 161: 347! 1368j 0.9 1.1 0.757 1.04221C 6.7803 t0424IL -0.O23Pre-exstingK l]REDACTEO CONTINGENCY] 361099 5BLAIRRDTP 161 347 1368[ 11107562 1 0473 L 07796 10474 L 8023 Pre-euslingH i[REDACTEDCONTINGENCYJ 361146:58LAIRRDIN 1611 347 1368 0.9. ti 0.7558 1.04711 0.7793 1.0472,1 -0.0Z4Pre-eosting2Ol7SHCentoff l]REDACTED CONTINGENCY] 3243104SPENC 1381 363 380 0.9 I 0.87821 0.968211 18646 0.OI4lPre-exsting2O17SHCenIoII ]REDACTED CONTINGENCY] 360430 5HARRIMAN TN 161 347 1368 0.91 if 0.757 t0422!L 0.7803 1.0423/C -0.023:Pre-exs/ng__________

2OI7SKCenthE (REDACTEDCONTINGENCY] 36/099:5BLAIRRDTP 161! 347 1308 6.9 1.1 0.7502 1.047311 01786 1.047411 -0.023.Pre-eustng2O17SHCenIo6 (REDACTED CONTINGENCY] 361 14658CAIR RD TN 1611 347 1368 0.9: 1.1 07558 1.047/1 01793 t04 -0.024Pre-enstisg2Ol7SHCentoff tREDACTED CONTINGENCY] 388033jON MS 5001 347 1356 0.91 1.1 0.8606 1.0475L 0.8793 1.04L -0.019!Pm-exsling2Ol7SHCentsff;IREDACTEDCONIO1GENCYI 36043O15HARRIMAN TN 1611347 1368 Ot1 0.757 iM4L - 0.780311.0423jL -0723lPre-ensting2Ol7SHCentoff ]REDACTED CONTINGENCY] 361099 58LAIR RD IP 16/1 347 1368 0.9 1.1 0.7562 1.947311 017%j t0474IC -0.023:Pie-eostiflg
2Oi7SHCen/a0I]REDACTEDCONflNGENCY] 361146:5BIJdR RD TN 161347 1368 0j 01558 1.6471 7[ -0124Pre-ensbng
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BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 20 12-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 9) Provide the hourly generation dispatch model.

2

3 Response) The hourly dispatch information was not retained in the initial production

4 cost model runs. In order to provide the hourly dispatch information, the production cost

5 models were rerun with identical inputs. The rerun production cost model run results

6 produced slight variation in the generation outputs from the initial production cost model

7 runs. These small differences in generation outputs are caused by variations when the

8 model calls for the random EFOR events. Please see the file containing the requested

9 information on the confidential CD accompanying these responses, which is being filed

10 under a petition for confidential treatment.

11

12 Witness) Robert W. Berry

13

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 9

Witness: Robert. W. Berry
Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2012-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 10) Refer to page 5, tine 16 of the Rebuttal Testimony of Robert W Berry.

2 How much of the $4.54/MWh isfuel?

3

4 Response) All of the $4.54/MWh historical all in operational cost difference between

5 Coleman Station and Wilson Station is fuel.

6

7 Witness) Robert W. Berry

8

Case No. 20 12-00535
Response to Post-Hearing Request for Information Item 10

Witness: Robert W. Berry
Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION

APPLICATION Of BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 20 12-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 11) Refer to Big Rivers’ response to PSC 3-3. Explain the variances in 2011

2 and 2012.

3

4 Response) Please see the schedule attached to this response for a list of the project

5 variances with detailed explanations by plant and in summary. The attachment is being

6 filed with a petition for confidential treatment.

7

8 Witness) Robert W. Berry

9

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 11

Witness: Robert W. Berry
Page 1 of 1



. .
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

2011 GREEN CAPITAL VARIANCES
Variance in

(000s) Detailed Explanations
316 The original estimate included replacing the bottom 9” of each diaphragm

plate that separate the temperature zones. No diaphragm work was required
which reduced the cost of the project.

522 The G- 1 Precipitator Repair project was under budget because the original
estimate included replacing the exterior walls of last two fields of the
precipitator box. Ultrasonic testing revealed that most of the exterior skin was
still in good condition and did not require replacement reducing the overall
cost of the project.

2,000 Project was cancelled due to outage was reduced in scope and shortened from
28 days to 10 days.

511 The project is under budget because the outage was deferred to 2012 and all
of the material and labor had not yet been charged.

(60$) Pulled in from 2012; switched with Transmission (2012 GN Boiler paint

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page 1 of 10

budget reduced)

The Green Reclaim Hopper project is under budget because the Green plants
continue to burn pet coke blended with coal. Some material has been
purchased toward rebuilding these hoppers but as long as we continue to
blend pet coke we cannot take these hoppers out of service to rebuild them.

.

Project
Gi - Air Heater Baskets

Gi - Precip Repair

Gi - Weld Overlay

Gi - CIT Deck Replacement

GN - Paint Boiler & Precip

GN - Reclaim Hopper (2 of 8) 181

Various puts/takes
TOTAL VARIANCE

673 Various puts and takes.
3,595



Coal Sampler
Reclaim feeder/Hopper
SlakerBuilding Screws
Various puts/takes
TOTAL VARIANCE

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page2oflo

1,000
600
200

(249) Various puts and takes.
3,951

. .
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

.

2012 GREEN CAPITAL VARIANCES
Variance in

Project (000s) Detailed ExplanationsFGD Rehabilitation 1,900 The FGD Rehab project is under budget because some of the work scope inthe original estimate was broken out into separate smaller projects. Seeproject numbers BPI1GO15B, BP12GO$0F and 3P12G054B.

This project was cancelled to fund other projects.
This project was cancelled to fund other projects.
This project was cancelled to fund other projects.



2011 COLEMAN CAPITAL VARIANCES
Variance in

Project (000s) Detailed Explanations
CL New Control Room 300 This project was cancelled to fund other projects.
C-i, C3 Replace ILS Controls 700 This project was cancelled to fund other projects.
TOTAL VARIANCE 1,000

2012 COLEMAN CAPITAL VARIANCES

TOTAL VARIANCE

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page 3 of 10

13,440

. . .
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

Variance in

Detailed Explanations

Intake Retaining Wall 100 This project was cancelled to fund other projects.
CL 12.47 Start-up Buss to Cables 175 This project was cancelled to fund other projects.
CL FGD Recycle Pump Discharge Valves 275 This project was cancelled to fund other projects.
(material only)
CL Sewage Line (Carry over project from 2011) (230) Carry over project from 2011



. . .
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

2011 WILSON CAPITAL VARIANCES
Variance in

Project (000s) Detailed ExplanationsMisc 295 Puts and TakesTOTAL VARIANCE 295

2012 WILSON CAPITAL VARIANCES
Variance in

(000s) Detailed Explanations

Catalyst Regeneration (outage) 230 Completed under budget in 2012 due to purchase of newly regenerated catalyst
Install stack lightning elimination system (cancel! 206 Deferred to 2013 with reduced scope

FGD Top Hat Replacement (cancelled) 530 Cancelled
Burner Replacement 13 of 25 (timing) 395 Partially complete due to outage scope reductionConveyor belts (#4,6B,$-2, Boom Conveyor) 210 Timing/Reduced Scope(timing/reduced scope)

____________

TOTAL VARIANCE 7,541

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page 4 of 10



. .
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

2011 REID/STATION TWO CAPITAL VARIANCESProject Variance in Detailed Explanations
(000s)

Hi - Cooling Tower Controls

Hi - 4$OV MCC at Cooling Tower

Hi - Insulation & Lagging

Hl - Generator Re-wedge

Hi - Precipitator false Floor

Hi - Wet Bottom Ash Removal Hopper

Hi - Cooling Tower A,B&C Cell Fill

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page5ofl0

17 The cooling tower controls project was a multi-year project that started in 2010 and
was intended to be completed in 2011. The required unit outage to complete the
project in 2011 was reduced in scope and shortened by 20 days leaving insufficient
time to complete the project. Subsequently the project had to be deferred until 2012.

34 The required unit outage to complete the project in 2011 was reduced in scope and
shortened by 20 days leaving insufficient time to complete the project. Subsequently
the project had to be deferred until 2012.

43 The required unit outage to complete the roject in 2011 was reduced in scope and
shortened by 20 days leaving insufficient time to complete the project. Subsequently
the project had to be deferred until 2012.

124 The required unit outage to complete the project in 2011 was reduced in scope and
shortened by 20 days leaving insufficient time to complete the project. Subsequently
the project had to be deferred until 2012.

125 The required unit outage to complete the project in 2011 was reduced in scope and
shortened by 20 days leaving insufficient time to complete the project. Subsequently
the project had to be deferred until 2012.

223 The required unit outage to complete the project in 2011 was reduced in scope and
shortened by 20 days leaving insufficient time to complete the project. Subsequently
the project had to be deferred until 2012.

374 The required unit outage to complete the project in 2011 was reduced in scope and
shortened by 20 days leaving insufficient time to complete the project. Subsequently
the project had to be deferred until 2012.

.



[ 2011 REID/STATION TWO CAPITAL VARIANCES
Project Variance in Detailed Explanations

(000s)
473 The required unit outage to complete the project in 2011 was reduced in scope and

shortened by 20 days leaving insufficient time to complete the project. Subsequently
the project had to be deferred until 2012.

71 This project was removed from the budget by HMP&L.
177 This project was removed from the budget by HMP&L.

This project was removed from the budget by HMP&L.
Puts and Takes

195
(1$)

1,838

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page 6 of 10

. . .
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

Hi - Air Heater Cold End Baskets

RH - Remote Racking & Relays (ARC Flash)
RH - Silo Sump Pump Discharge Line
RH - DI Water Plant Components
Misc



. .
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

NON ENVIRONMENTAL CAPITAL VARIANCES (000s) 2011Project Variance in Detailed Explanations
(0005)

Gi - Air Heater Baskets 316 The original estimate included replacing the bottom 9” of each diaphragm plate that separatethe temperature zones. No diaphragm work was required which reduced the cost of theproject.
522 The G-1 Precipitator Repair project was under budget because the original estimate includedreplacing the exterior walls of last two fields of the precipitator box. Ultrasonic testing

revealed that most of the exterior skin was still in good condition and did not requirereplacement reducing the overall cost of the project.
2,000 Project was cancelled due to outage was reduced in scope and shortened from 28 days to 10days.

511 The project is under budget because the outage was deferred to 2012 and all of the materialand labor had not yet been charged.
(608) Pulled in from 2012; switched with Transmission (2012 GN Boiler paint budget reduced)181 The Green Reclaim Hopper project is under budget because the Green plants continue tobum pet coke blended with coal. Some material has been purchased toward rebuilding thesehoppers but as long as we continue to blend pet coke we cannot take these hoppers out ofservice to rebuild them.
300 This project was cancelled to fund other projects.
700 This project was cancelled to fund other projects.

1,413 The H-i outage was reduced in scope and shortened from 32 days to 10 days.
71 This project was removed from the budget by HMP&L.

177 This project was removed from the budget by HMP&L.
195 This project was removed from the budget by HMP&L.

3,384 Armstrong Coal surface mining operation on right of way delayed completion of this project.

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page 7oflO

Gi - Precip Repair

01 - Weld Overlay

Gi - C/T Deck Replacement

GN - Paint Boiler & Precip
GN - Reclaim Hopper (2 of 8)

CL New Control Room
C-i, C3 Replace ILS Controls
Hi - Partial Outage Deferral
RH - Remote Racking & Relays (ARC Flash)
RH - Silo Sump Pump Discharge Line
RH - DI Water Plant Components
TR - Wilson Line 1 9F addition



. .
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

1,882 FCC did not approve acquisition of frequency spectrum needed to complete the project on
schedule.

546 Necessary outage of TVA Paradise Plant delayed project.
957 Various puts and takes.
700 Software purchase was cancelled in favor of other projects.
240 Software purchase was cancelled in favor of other projects.
494 Various puts and takes.

13,981

ENVIRONMENTAL CAPITAL VARIANCES (000s) 2011
Variance in Detailed Explanations

(000s)
50 This project was cancelled to fund other projects.

30 This project was cancelled to fund other projects.
521 The G- 1 Precipitator Repair project was under budget because the original estimate included

replacing the exterior walls of last two fields of the precipitator box. Ultrasonic testing
revealed that most of the exterior skin was still in good condition and did not require
replacement reducing the overall cost of the project.

66 The landfill expansion was under budget because less work was required due to a change in
work scope.

667

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page 8 of 10

.

TR -2 way radio

TR - Paradise Terminal Upgrade
TR - Other
Other - PCI Software
Other - Fuels Software - Modeling and Quality
Various puts/takes
TOTAL VARIANCE
net of City share

Project

Admin - Miscellaneous Air Monitoring
Replacements
Admin - Replace Ammonia Analyzer
G 1 - Precip Repair

GN - Landfill Expansion

TOTAL VARIANCE
net of City share



.
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

WL FGD Top Hat Replacement
WL Burner Replacement 13 of 25
WL Conveyor belts (#4,63,8-2, Boom Conveyor)
IT - Oracle Extensions
TR - 2 way radio
TR - White Oak Substation

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page 9 of 10

This project was cancelled to fund other projects.
Partially complete due to outage scope reduction
Timing/Reduced Scope
This project was cancelled to fund other projects.
Carry over project from 2011.
Project delayed due to limited engineering resources.

. .

NON ENVIRONMENTAL CAPITAL VARIANCES (000s) 2012Project Variance in Detailed Explanations(000s)
FGD Rehabilitation 1,900 The FGD Rehab project is under budget because some of the work scope in the originalestimate was broken out into separate smaller projects. See project numbers BP110015B,BP12GO$0F and BP120054B.

GN Coal Sampler 1,000 This project was cancelled to fund other projects.ON Reclaim Feeder/Hopper 600 This project was cancelled to fund other projects.ON Slaker Building Screws 200 This project was cancelled to fund other projects.

CL Intake Retaining Wall 100 This project was cancelled to fund other projects.CL 12.47 Start-up Buss to Cables 175 This project was cancelled to fund other projects.CL FGD Recycle Pump Discharge Valves (materi 275 This project was cancelled to fund other projects.CL Sewage Line (Carry over project from 2011) (230) Carry over project from 2011

WL Catalyst Regeneration 230 Completed under budget in 2012 due to purchase of regenerated catalyst
WL Install stack lightning elimination system 206 Deferred to 2013 with reduced scope

530
395
210
500

(753)
3,988



.
Response to Post-Hearing Request for Information

Dated July 3, 2013
Variance Explainations

Admin - Vehicles
Admin - PCI Analyzer Software - cancelled
Various puts/takes
TOTAL VARIANCE
net of City share

266 This project was cancelled to fund other projects.
361 This project was cancelled to fund other projects.

(252) Puts and Takes
29,291

ENVIRONMENTAL CAPITAL VARIANCES (000s) 2012
Project Variance in Detailed Explanations

(000s)

Case No. 2012-00535
Attachement to Item 11
Witness: Robert W. Berry
Page 10 of 10

. .

Admin - CSAPR Project- Capitalized Interest

Admin - CSAPR!MATS Project- WE, GN, RD

Admin - CSAPRIMATS Project- HMPL

TOTAL VARIANCE 14,112
net of City share

21$ All CSAPR projects were cancelled when the DC Circuit Court vacated the rule on August
21, 2012.

12,000 All CSAPR projects were cancelled when the DC Circuit Court vacated the rule on August
21, 2012.

1,894 All CSAPR projects were cancelled when the DC Circuit Court vacated the rule on August
21, 2012.



BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2012-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 12) Provide a comparison of budgeted to actual for percent of payroll

2 expensedfor 2011 and 2012.

3

4 Response) Please find the attached schedule comparing budgeted to actual for percent

5 of payroll expensed for 2011 and 2012.

6

7 Witness) James V. Haner

8

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 12

Witness: James V. Haner
Page 1 of 1



. . .
Big Rivers Electric Corporation

Case No. 2012-00535

Attachment to Post Hearing Data Request Item 12
Percent of Payroll Expensed

Budget vs. Actual for years 2011-12

Percentage
Year Classification Budget Actual Variance

2011 Expensed 99.22% 98.48% 0.74%
2011 Capitalized 0.78% 1.52% -0.74%

100.00% 100.00%

2012 Expensed 98.72% 97.97% 0.75%
2012 Capitalized 1.28% 2.03% -0.75%

100.00% 100.00%

Case No. 2012-00535
Attachment to Post Hearing Data Request Item 12
Witness: James V. Haner
Page 1 of 1



BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2012-00535

Response to Post-Rearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 13) Refer to Big Rivers’ response to PSC 2-20b. Provide the same

2 inforntation for Colentan.

3

4 Response) Big Rivers estimates that the full cost related to the reduction of 95

5 positions, as related to the Coleman layup, is $10,821,743. See the attached worksheet,

6 which includes a Coleman Layup scenario of Reference Schedule 1.10 in the same format

7 as Exhibit Wolfram-2. As stated in Big Rivers’ response to PSC 2-20b, the reduction of

8 92 positions was built into Big Rivers’ budget and is thus already excluded from the fully

9 forecasted test period expense amounts.

10

11 Witness) James V. Haner

12

Case No. 2012-00535
Response to Post-Fearing Request for Information Item 13

Witness: James V. Raner
Page 1 of 1



Big Rivers Electric Corporation
Case No. 2012-00535

Attachment to Response for Post Hearing Request Item 13
Coleman Layup Backup Data

Total Reduction in Headcount 95

Bargaining unit (BU) employees 6$
Non BU employees 27

Total cost for 3 months (per Exhibit Wolfram-2) $ 2,693,950

Average cost per month $ $97,983

Average monthly BU burdened labor expense during the FTP $ 9,452.46

Average monthly non-BU burdened labor expense prior to raise in
January 2014 (Sep 13 to Dec 13) $ 9,452.46

Average monthly non-BU burdened labor expense after raise in
January 2014 (Jan 14 to Aug 14) $ 9,665.14

Saein’s Calculation:

BU total for 68 employees x 12 months $ 7,713,207

Non BU total for 27 employees x 12 months 3,108,536

Total estimated savings for reduction in headcount during FTP $ 10,821,743

Case No. 2012-00535
Item 13 Attachment

Page 1 of 2



. . .
Coleman Layup Scenario
Post Hearing Request Item 13

Reference Schedule 1.10
Format from Exhibit Wolfram-2

BIG RIVERS ELECTRIC CORPORATION

Based on the Fully Forecast lest Period

For the 12 Months Ended August 31, 2014

Non-Recurring Labor Related to Coleman Layup

Year Month Plant IT Safety Budget Supply Chain Total

2013 Sep $ 929,101 $ 20,984 $ 9,869 $ 64,604 $ 121,516 $ 1,146,074

2013 Oct $ 1,104,100 $ 24,842 $ 11,684 $ 76,479 $ 143,853 $ 1,360,957

2013 Nov $ 915,101 $ 20,676 $ 9,724 $ 63,654 $ 119,729 $ 1,128,883

TOTAL $ 2,948,302 $ 66,501 $ 31,278 $ 204,736 $ 385,098 $ 3,635,915

TestYearCost $ 2,948,302 $ 66,501 $ 31,278 $ 204,736 $ 385,098 $ 3,635,915

Headcount - Budget 104 2 1 7 16 130

Headcount - Pro forma 16 0 0 6 13 35

Ratio 0.15 0.86 0.81 nla

Pro Forma Year Cost $ 453,585 $ - $ - $ 175,488 $ 312,892 $ 941,965

Adjustment $ (2,494,717) $ (66,501) $ (31,278) $ (29,248) $ (72,206) $ (2,693,950)

Case No. 2012-00535
Item 13 Attachment
Page 2 of 2



BIG RIVERS ELECTRIC CORPORATION

APPLICATION OF BIG RIVERS ELECTRIC CORPORATION
FOR A GENERAL ADJUSTMENT IN RATES

CASE NO. 2012-00535

Response to Post-Hearing Request for Information
Dated July 3, 2013

July 15, 2013

1 Item 14) Provide a copy of the REA embargo letter or the order in Case No. 9885.

2

3 Response) Please see the attached copy of the REA embargo letter referred to in the

4 orders in Case No. 9885.

5

6 Witness) Mark A. Bailey

7

Case No. 2012-00535
Response to Post-Hearing Request for Information Item 14

Witness: Mark A. Bailey
Page 1 of 1



Unate States Rur& oc.
(4 a.Ail D.pmi1m.

Wngion.

o4 A*w.

Aprfl 9, iga

Honorable Rtdard 0. Heman, Jr. R E C E V
Chairman, Cnonweelth at Kentucky
Pubtic Service Coriss1on
730 Schenkel Lav irr- LU

Frankfort1 Kentucky 40602 CHAt1MAN

Deer Chairman Heman: P.sc.

I have carefully reviewed the )arch 77, 19S7 Order of the Public Service
Ccissf on of the Comnonwealth of Kentucky in Case Ho. 9885 whIch denied a
modest rate increase fat Big Rivers Etectrfc Corporation. I have discussed
this Order with the Secretary of Agriculture, the General Counsel of the
Department, and officials of the Department of Justice. Frankly, we are all
surprised and disappointed at this ection of the Clsston and the rationale
on whld the Order Is based.

The Order raises profound and disturbing questions about the future ftasi—
bility and security of loans made or guaranteed by the Rural Electritceatcon
Administration (REA) and the Rural Telephone Bank (RTB) for use in the
Cionweal th of Kentucky. It appeits that the Comaission wants to t-eserve to
itself the final authority to determine when and if loans will be repaid end
the manner in which REA will exercise Its Jurisdiction aver power sales of Its
borrowers.

The Coawlssto&s Order dering rate relict to Big Rivers has cpremised the
ability of Big Rivers to repay its Federal loans. Because of the position
taken by the Conwission as expressed In this Order, REA Is obligated to

consider the options available to it to protect the Rural ElectrIfication and

telephone progrs and the interest of the Aertcan taxpayer. Until we are in
a position to reach a final decision, REA and the RIB will suspend ill loan
and loan guarantee approval s and advances on I oans and loan guarantees at ready
approved to all electric and telephone borrowers in Kentucky.

It would be helpful If yo#. and the other mbers of the Coission would meet

with me in WashIngton, 0. C. to discuss this matter and attpt to arrive at a
satisfactory resolution assuring repayment of loans to Kentucky borrowers.

For your Information, I — erlos1ng a copy of a letter which RE is sending
to its electric and telephone borrowers In Kentucky notifying the. of REA’s
suspension action.

Sincerely,

7oL4ckQ-Z
HAROLD V. HUNTER
As1n1stratOr

End osuta

Case No. 2012-00535

Attachment for Post-Hearing Request Item 14

Page 1 of3



Unit*d

Statis Run)
Deptment EI.mficaon D.C.

Aicu*ure %UfUtrtton 20253

LETTER SENT TO ALL REA-FINANCED ELECTRIC tND TELEPHONE SYSTEMS tN KENTUCKY

Dear Mt./Ms.:

t was surprised and disappointed to learn of the Karch 17, 1987 Order of the
Public Service Coninission of the Cotnnonwealth of Kentucky In Case No. 9885
denying a modest rate Increase to Big Rivers Electric Corporation f Big Rivers).
Big Rivers has sought the rate increase to reflect the comercialfzation last
year of the Wilson Generating Plant, a revenue producing, state-of-the-art,
coal-fired, 400 t’d power plant located in Western Kentucky.

The Rural Electrification Administration (REA), with the endorsement of the
Coninfston, etended over $700 million in Federal loans and guarantees to Big
Rivers to finance most of the Wflson Plant. Big Rivers has been In default on
it Goverinent loans since 1984 and is presently more than $220 million in
arrears.

A similar attenpt to modestly Increase rates was rejected by the Public
Service Comeisslon In 1985, some 6 months after Big Rivers had defaulted
on Its Government loans. This latest rejection came after years of arduous -

negotiations iong Big Rivers, REA, and other Interested parties.

Big Rivets has not had a rate increase since 1981 and currently charges its
members the lowest rates of any consi.aner-owned generating cooperative in the
country. Had the Con1ssf on granted Big Rivers’ request in this case, its
rates would still have been fat below those projected by Big Rivers in prior
Coriinission proceedings authorizing the construction and financing of the
Wilson Plant.

The Comission has apparently undertaken to allocate economic risks to REA in
a manner not contemplated in the Rural ElectrifIcation Act or assumed by REA.
The Order raises profound and disturbing questions about the feasibility of
loans made at guaranteed by REA and the Rural Telephone Bank (RTB) for use in
the Comona1th of kentucky. The Comnisslon has seemingly reserved to Itself
the final authority to d*tetmlne when Federal loans wfll be repaid, If ever.
The Order also suggests that the Coritnission will make repayment of REA loans
dependent upon how RE ezercises it jurisdiction over power safes of its
borrowers.

The Conteission’s Order denying rate relief has colTpromlsed irrportant Federal
Interests, includfng the ability of Big Rivers to repay its Federal loans.
Because of the climate of uncertainty created by the Order of the Public
Service CoirtIcsion dated March 17, 1987, t am not able to conclude, as required
by law, that the security for REA and RTB loans is reasonably adequate and
that such loans will be repaid within the time agreed. Accordingly, I must
ask you, pursuant to your loan contract, to provide evidence sat.isfactory to

Case No. 2012-00535•

Attachment for Post-Hearing Request Item 14
Page 2 of 3



REA of the continuing economic feasibility of yout system tallng into 3CCount
the Order of the Public Service Cocmiission. Regretfully, until receive
satisfactory assurances in this matter I must suspend any action on requests
for the advare of funds on loans made or guaranteed by REA or the RIB, and on
applications for additional loans or guarantees.

For yout InfarTnation, a copy of my lettet to the Comission Chairman is
enclosed.

Sincerely,

Enclosure

Cpp Nn 2I)I?_flOcc

Attachment for Post-Hearing Request Item 14
Page 3 of3



1 COMMONWEALTH OF KENTUCKY REcEtVR2 BEFORE THE PUBLIC SERVICE COMMISSION OF KENTUCKY

JUL 122013
5 In the Matter of: PURL!C SERVICE6 COMJj551Qf\]
7 App1ication of Big Rivers Electric )
8 Corporation for a General ) Case No. 2012-00535
9 Adjustment in Rates )

10
11
12 PETITION OF BIG RIVERS ELECTRIC CORPORATION FOR CONFIDENTIAL13 PROTECTION
14
15 1. Big Rivers Electric Corporation (“Big Rivers”) hereby petitions the Kentucky

16 Public Service Commission (“Commission”), pursuant to 807 KAR 5:00 1 Section 13 and KRS

17 6 1.878, to grant confidential protection to certain information Big Rivers is filing with its

18 responses to the post-hearing information requests in this matter. The information Big Rivers

19 seeks to protect as confidential is hereinafter referred to as the “Confidential Information.”

20 2. The Confidential Information consists of:

21 a. portions of Big Rivers’ response to Item 6 and portions of the attachment to Big

22 Rivers’ response to Item 11 of the post-hearing information requests; and

23 b. the electronic attachment to Big Rivers’ response to Item 9 of the post-hearing

24 information requests.

25 3. One (1) copy of the hardcopy pages containing Confidential Information (i.e., the

26 confidential pages from the responses to Items 6 and 11), with the Confidential Information

27 highlighted with transparent ink, printed on yellow paper, or otherwise marked

2$ “CONFIDENTIAL,” is being filed with this petition. A copy of those pages, with the

29 Confidential Information redacted, is being filed with the original and each of the ten (10) copies



1 of Big Rivers’ responses to the information requests filed with this petition. $07 KAR 5:001

2 Sections 13(2)(a)(3), 13(2)(b).

3 4. One (1) copy of the electronic attachment to Big Rivers’ response to Item 9 is

4 contained on the CD marked “CONFIDENTIAL” that accompanies this petition. The entirety of

5 the attachment is confidential, and as such, the entirety of the confidential CD has been redacted

6 from the original and each of the ten (10) copies of Big Rivers’ responses to the information

7 requests filed with this petition. $07 KAR 5:001 Sections 13(2)(a)(3), 13(2)(b). A motion for

8 deviation from the requirement that Big Rivers file paper copies of the attachment to its response

9 to Item 9 accompanies this petition.

10 5. A copy of this petition with the Confidential Information redacted has been served

11 on all parties to this proceeding. $07 KAR 5:00 1 Section 13(2)(c). A copy of the Confidential

12 Information has been served on all parties that have signed a confidentiality agreement.

13 6. The Confidential Information is not publicly available, is not disseminated within

14 Big Rivers except to those employees and professionals with a legitimate business need to know

15 and act upon the information, and is not disseminated to others without a legitimate need to

16 know and act upon the information.

17 7. If and to the extent the Confidential Information becomes generally available to

18 the public, whether through filings required by other agencies or otherwise, Big Rivers will

19 notif’ the Commission and have its confidential status removed. $07 KAR 5:001 Section

20 13(10)(a).

21 8. As discussed below, the Confidential Information is entitled to confidential

22 protection based upon KRS 61 .878(1)(c)(1), which protects “records confidentially disclosed to

23 an agency or required by an agency to be disclosed to it, generally recognized as confidential or

2



I proprietary, which if openly disclosed would permit an unfair commercial advantage to

2 competitors of the entity that disclosed the records.” KR$ 61.$78(1)(c)(I); 807 KAR 5:001

3 Section 13(2)(a)(1).

4 I. Big Rivers Faces Actual Competition

5 9. Big Rivers competes in the wholesale power market to sell energy excess to its

6 members’ needs. Big Rivers’ ability to successfully compete in the wholesale power market is

7 dependent upon a combination of its ability to get the maximum price for the power sold, and

8 keeping the cost of producing that power as low as possible. fundamentally, if Big Rivers’ cost

9 of producing a kilowatt hour increases, its ability to sell that kilowatt hour in competition with

10 other utilities is adversely affected. As is well documented in multiple proceedings before this

11 Commission, Big Rivers’ margins are derived almost exclusively from its off-system sales.

12 10. Big Rivers also competes for reasonably priced credit in the credit markets, and

13 its ability to compete is directly impacted by its financial results. Any event that adversely

14 affects Big Rivers’ margins will adversely affect its financial results and potentially impact the

15 price it pays for credit. As was described in the proceeding before this Commission in the Big

16 Rivers unwind transaction case, Big Rivers expects to be in the credit markets on a regular basis

17 in the future.’

1$ II. The Confidentia] Information is Generally Recognized as Confidential or19 Proprietary
20
21 11. The Confidential Information for which Big Rivers seeks confidential treatment

22 under KRS 61 .878(1 )(c)( 1)is generally recognized as confidential or proprietary under Kentucky

23 law.

See Order dated March 6, 2009, in In the Matter of Joint Application of3ig Rivers, E. ON, LG&E EnergyMarketing, Inc., and Western Kentucky Energy Corporationfor Approval to Unwind Lease and Power PurchaseTransactions, PSC Case No. 2007-00455, pages 27-30 and 37-39.

3



1 12. The Confidential Information contained in Big Rivers’ response to Item 6 consists

2 of projected generating capacity, which reveals the amount of power Big Rivers projects it will

3 have available to sell into the market.

4 13. The Confidential Infonnation contained in Big Rivers’ response to Item 11

5 consists of details about future scheduled outages.

6 14. The Confidential Information contained in the attachment to Big Rivers’ response

7 to Item 9 consists of certain outputs from production cost model runs, namely the projected

$ hourly dispatch of Big Rivers’ generation units. This information reveals the hours in which Big

9 Rivers projects that the production costs of its generating units will be lower than market prices

10 and thus, the hours the units will be running.

11 15. Public Disclosure of the Confidential Information would reveal Big Rivers’ future

12 need for power or availability of excess power to sell into the market. Knowledge of such data

13 will give Big Rivers’ suppliers and competitors an unfair competitive advantage. Public

14 disclosure of the Confidential Information would help Big Rivers’ suppliers, buyers, and

15 competitors to determine when Big Rivers will have power available to sell into the market or

16 when Big Rivers needs power, and the amount of power Big Rivers has to sell.

17 16. Information about a company’s detailed inner workings is generally recognized as

18 confidential or proprietary. See, e.g., Hoy v. Kentucky Indus. Revitalization Authority, 907

19 S.W.2d 766, 768 (Ky. 1995) (“It does not take a degree in finance to recognize that such

20 information concerning the inner workings of a corporation is ‘generally recognized as

21 confidential or proprietary”). Moreover, the Commission has previously granted confidential

22 treatment to similar information. See, e.g., letters from the Commission dated July 28, 2011, and

23 December 20, 2011, in In the Matter of Application ofBig Rivers Electric Coiporation for a

4



1 GeneralAdjustment in Rates. PSC Case No. 201 1-00036 (granting confidential treatment to

2 multi-year forecast); letter from the Commission dated December 21, 2010, in In the Matter of

3 The 2010 Integrated Resource Plan ofBig Rivers Electric Coiporation, PSC Case No. 2010-

4 00443 (granting confidential treatment to fuel cost projections, revenue projections, market price

5 projections, financial model outputs, etc.); letter from the Commission dated July 20, 2010, in

6 Administrative Case No. 387 (granting confidential treatment to a list of future scheduled

7 outages, which can give competitors insight into Big Rivers’ wholesale power needs).

8 III. Disclosure of the Confidential Information Would Permit an Unfair
9 Commercial Advantage to Big Rivers’ Competitors

10
11 17. Disclosure of the Confidential Information would permit an unfair commercial

12 advantage to Big Rivers’ competitors. As discussed above, Big Rivers faces actual competition

13 in the wholesale power market and in the credit market. It is likely that Big Rivers would suffer

14 competitive injury if that Confidential Information was publicly disclosed.

15 18. In PSC Case No. 2003-00054, the Commission granted confidential protection to

16 bids submitted to Union Light, Heat & Power (“ULH&P”). ULH&P argued, and the

17 Commission implicitly accepted, that if the bids it received were publicly disclosed, contractors

18 on future work could use the bids as a benchmark, which would likely lead to the submission of

19 higher bids. Order dated August 4, 2003, in In the Matter of Application ofthe Union Light.

20 Heat and Power Company for Confidential Treatment, PSC Case No. 2003-00054. The

21 Commission also implicitly accepted ULH&P’s further argument that the higher bids would

22 lessen ULH&P’s ability to compete with other gas suppliers. Id.

23 19. In Big Rivers’ case, potential market power purchasers could use the Confidential

24 Information to know when Big Rivers is long on power and when Big Rivers’ projects it will

5



1 clear the market and could use that information to manipulate their bids, leading to lower

2 revenues to Big Rivers and placing it at an unfair competitive disadvantage in the credit markets.

3 20. Additionally, public disclosure of the Confidential Information would give the

4 power producers and marketers with which Big Rivers competes in the wholesale power market

5 insight into Big Rivers’ need for power and energy during the periods covered by the

6 information when Big Rivers’ units are projected to not be available or are projected to not clear

7 the market. Knowledge of this information would give those power producers and marketers an

$ unfair competitive advantage because they could use that information to potentially underbid Big

9 Rivers in wholesale transactions. It would also give potential suppliers to Big Rivers a

10 competitive advantage because they will be able to manipulate the price of power bid to Big

11 Rivers in order to maximize their revenues, thereby driving up Big Rivers’ costs and impairing

12 Big Rivers’ ability to compete in the wholesale power and credit markets.

13 IV. Time Period

14 21. Big Rivers requests that the Confidential Information remain confidential for a

15 period of five (5) years from the date of this petition. which should allow sufficient time for the

16 projected data to become historical and sufficiently outdated that it could not be used to

17 determine similar confidential information at that time. $07 KAR 5:001 Section 13(2)(a)(2).

18 V. Conclusion

19 22. Based on the foregoing, the Confidential Information is entitled to confidential

20 protection. If the Commission disagrees that Big Rivers is entitled to confidential protection, due

21 process requires the Commission to hold an evidentiary hearing. Utility Regulatoiy Corn’n v.

22 Kentucky Water Service Co., Inc., 642 S.W.2d 591 (Ky. App. 1982).

6



1 WHEREfORE, Big Rivers respectfully requests that the Commission classify and protect

2 as confidential the Confidential Information.

3 Onthisthe llthdayofJuly,2013.

4 Respectfully submitted,
5
6
7

________________________________________

$ James M. Miller
9 Tyson Kamuf

10 SULLIVAN, MOUNTJOY, STAINBACK
11 &MILLER,P.S.C.
12 100 St. Ann Street
13 P.O.Box727
14 Owensboro, Kentucky 42302-0727
15 Phone: (270) 926-4000
16 facsimile: (270) 683-6694
17 jmillersmsmlaw.com
18 tkamuf@smsmlaw.com
19
20
21 Edward I. Depp
22 Dinsmore & Shohi LLP
23 101 South fifth Street
24 Suite 2500
25 Louisville, KY 40202
26 Phone: (502) 540-2347
27 facsimile: (502) 585-2207
28 tip.depp@dinsmore.com
29
30
31 Counsel for Big Rivers Electric Corporation
32
33 Certificate of Service
34
35 I certify that a true and accurate copy of the foregoing was or will be served by Federal
36 Express or by first class mail, postage prepaid upon the persons listed on the attached service list,
37 on the date this petition is filed with the Kentucky Public Service Conmiission.
3$
39 On this the 1 1th day of July, 2013,
40
41
42

____________

43 Tyson Kamuf

7



1 COMMONWEALTH OF KENTUCKY
2 BEfORE THE PUBLIC SERVICE COMMISSION Of KENTUCKY

RECVED
5 In the Matter of: jut 1220136
7 Application of Big Rivers Electric ) PUBLIC SERVICE
$ Corporation for a General ) Case No. 2012-00535 COMMISSION
9 Adjustment in Rates )

10
11
12 MOTION FOR DEVIATION
13
14 Big Rivers Electric Corporation (“Big Rivers”) hereby moves the Kentucky Public

15 Service Commission (“Commission”) for a deviation from the requirement that it file an original

16 and ten paper copies of responses to information requests and the requirement in $07 KAR 5:001

17 Section 13 that Big Rivers file a paper copy of material containing confidential information

18 submitted under a petition for confidential treatment and ten paper copies of that material with

19 the confidential information redacted. Big Rivers is filing with this motion a hardcopy original

20 and ten paper copies of its responses to post-hearing information requests, except that certain of

21 the attachments to Big Rivers’ responses to Items 4 and 9 of the post-hearing information

22 requests are provided electronically on either a public CD or a CONFIDENTIAL CD filed under

23 a petition for confidential treatment.

24 The electronic attachments for Items 4 and 9 are voluminous. If printed, the electronic

25 attachments for Item 4 would be 446 pages. Big Rivers is providing one hardcopy of the

26 electronic attachments for Item 4 with this motion.

27 The electronic attachment for Item 9 would be tens of thousands of pages if printed.

2$ Because of the volume, Big Rivers is not including any hardcopies of the electronic attachment

29 for Item 9 with this motion.



1 WHEREfORE, Big Rivers respectfully requests that the Commission enter an order

2 granting a deviation to Big Rivers from the requirement to file paper copies of the attachments to

3 its responses to the above request for information.

4 On this the th day of July, 2013.

5 Respectfully submitted,

6

$

__________________

9 James M. Miller
10 Tyson Kamuf
11 SULLIVAN, MOUNTJOY, STAINBACK12 &MILLER,P.S.C.
13 100 St. Ann Street
14 P.O.Box727
15 Owensboro, Kentucky 42302-0727
16 Phone: (270) 926-4000
17 facsimile: (270) 683-6694
18 jmiller@smsm1aw.com19 tkamuf@smsmIaw.com20
21
22 Edward T. Depp
23 Dinsmore & Shohi LLP
24 101 South Fifth Street
25 Suite 2500
26 Louisville, KY 40202
27 Phone: (502) 540-2347
28 facsimile: (502) 585-2207
29 tip.depp@dinsmore.com30
31
32 Counsel for Big Rivers Electric Corporation33
34
35

2



1 Certificate of Service
2
3 I certify that a true and accurate copy of the foregoing was or will be served by Federal
4 Express or by first class mail, postage prepaid upon the persons listed on the attached service list,
5 on the date this petition is filed with the Kentucky Public Service Commission.
6
7 On this the 1 1th day of July, 2013,
8
9

10

_________________________

11 Tyson Kamuf
12

3


