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Bench Request No. 18: 
With regard to Kelly O. Norwood’s exhibit, Exh. No. KON-1T at 41:1-11
Please provide the specific GAAP provision that requires Avista to write-off its existing $21 million net investment in electric meters once a vendor is selected and an agreement is signed and any supporting opinions, guidance, interpretations or any authoritative attestations.
RESPONSE:
As a regulated entity Avista is required to follow the provisions of Accounting Standards Codification section 980, including the provisions in ASC 980-360 on plant abandonment.  Relevant guidance and materials are discussed later in this response. 
Based on ASC 980-360, absent an accounting Order from the Commission providing regulatory approval to create a regulatory asset to defer and amortize the existing meters, the Company would be subject to an immediate write-off at the time Avista selects a vendor and signs an agreement to replace its electric meters (e.g., the first quarter of 2016).  However, with approval of the proposed accounting treatment from the Commission to recover the existing meter investment, a regulatory asset must be established at the time the Company selects a vendor to replace the meters (e.g., the first quarter of 2016).
Recent internal discussions have clarified, however, that the Company would continue to record depreciation of the existing meters until they are removed.  The write-off or regulatory asset, therefore, would be equal to the estimated undepreciated value of the existing meters at the end of the change-out/conversion period (currently estimated to be five years).

As an example, if the existing meters are replaced over a five-year period, with an equal number of meters replaced each year, the existing meters that remain in place during the five years (i.e., not yet changed-out) will continue to be depreciated.  With approval of the proposed accounting treatment from the Commission to recover the existing meter investment, the regulatory asset that would be recorded, up front when the vendor is selected, would be equal to the estimated undepreciated amount projected at the end of five years.  The current estimate of that undepreciated value, based on a five-year change-out period is approximately $18.6 million.  Under this example, $18.6 million would be the amount of the regulatory asset with receipt of Commission approval, or the immediate write-off amount if Commission approval is not received. 

The table below shows the continued depreciation of meters over the five-year change-out period (i.e., a declining number of meters continue to be depreciated as meters are changed-out), as well as the estimated undepreciated amount projected at the end of five years.  
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Plant Balance 12/31/2015 27,107,217                

Accum Deprec. 12/31/2015 (6,199,912)                 

Net Plant Balance 12/31/2015 20,907,305                

2016Record Depreciation of Meters

1

(827,041)                    

Balance 12/31/2016 20,080,264                

2017Record Depreciation of Meters

1

(643,254)                    

Balance 12/31/2017 19,437,010                

2018Record Depreciation of Meters

1

(459,467)                    

Balance 12/31/2018 18,977,543                

2019Record Depreciation of Meters

1

(275,680)                    

Balance 12/31/2019 18,701,863                

2020Record Depreciation of Meters

1

(91,893)                       

Balance 12/31/2020 18,609,970                

Creation of Regulatory Asset             

1st Quarter 2016

2

1

 Assumes 5-year replacement program with equal annual retirement of existing meters 

of approximately $5.4 million.

Calculation of Regulatory Asset 

2 

$18.6 million would also be the amount of the required write-off without Commission 

approval to create a regulatory asset to defer and amortize the existing meters.  


A more detailed analysis of the accounting transactions are provided as Bench_DR_18-Attachment F.  Amortization of the $18.6 million regulatory asset, as proposed by the Company, would be over a ten-year period beginning January 1, 2017, and would be in addition to the depreciation expense in years 2017-2020 noted in Table No. 2 above.
Accounting Guidance:
With regard to the accounting guidance, relevant excerpts have been provided in Bench_DR_18-Attachment A.  

As a regulated entity, Avista is required to follow the provisions of Accounting Standards Codification section 980, including the provisions in ASC 980-360 on plant abandonment.  According to ASC 980-360: when it becomes probable (likely to occur) that an operating asset or an asset under construction will be abandoned, the cost of that asset shall be removed from construction work-in-process or plant-in-service. A loss on abandonment should be recognized when it becomes probable that all or part of the cost of the asset will be disallowed from recovery in future rates and such amount is reasonably estimable. The amount, if any, that the regulated utility expects to recover should be recorded as a new regulatory asset.
 The new regulatory asset is determined based on the present value of the future revenues for the allowed recovery of abandoned plant. The discount rate used to calculate the present value of future revenues should be the regulated utility’s incremental borrowing rate.  An excerpt of the applicable accounting standard is attached as Bench_DR-18-Attachment B.   

Additional supporting guidance related to ASC 980-360 as produced by the Certified Public Accounting and Auditing firms of Deloitte and Price Waterhouse Coopers (PWC) are attached as Bench_DR_18-Attachments C-E.
According to WA UTC Staff’s “Brief on Behalf of Commission Staff,” at page 43-44, paragraph 86, specifically footnote 204 in Docket UE-150204, Staff references FASB ASC 360-10-45-15 and 360-10-35-47 as the applicable Accounting Standards Codification section to apply.  However, FASB ASC 360-10 addresses the financial accounting and reporting guidance for all entities on the impairment or disposal of long-lived assets.  Specifically, ASC 360-10-35 states that a long-lived asset (asset group) is tested for recoverability whenever events or changes in circumstances indicate that its carrying amount may not be recoverable. However, for guidance on accounting for abandonments and disallowance of plant costs for regulated entities with recoverable assets, the utility must rely on Subtopic 980-360.
/
  
ASC 980-360 at Section 35-3 also addresses how to account for the partial or no return on investment, see Bench_DR-18-Attachment B.  At the Technical Evidentiary Hearings in this proceeding the Company stated, as noted at Transcript page 89, lines 1-3, if no return was authorized on the meters, the before-tax write-off would be approximately “a $3.7 million write-off.”  Based on the recent guidance from Deloitte and the revised regulatory asset of $18.6 million, the before-tax write-off has been revised to approximately $3.5 million based on the assumptions as outlined in Bench_DR_18-Attachment F.  For a calculation of the estimated $3.5 million before-tax write-off, see Bench_DR_18-Attachment G.
� The Company must have enough evidence to support recording the regulatory asset (i.e. in the form of a regulatory order from the Commission).


� This was noted in Wiley GAAP 2015: Interpretation and Application of Generally Accepted Accounting Principles; Chapter 25 “ASC 360 Property, Plant, and Equipment (see � HYPERLINK "http://ifrs.wiley.com/chapters/w9781118945193c25" �http://ifrs.wiley.com/chapters/w9781118945193c25�). An excerpt of Chapter 25 has been included as Bench_DR_18-Attachment H.


� UTC Staff also noted at page 44, paragraph 87 of Staff’s “Brief on Behalf of Commission Staff” that “the existing meters should be disposed of in a manner that offsets the cost of the asset replacing it.”  Based on internal discussions, existing mechanical and digital meters would only be available to be recycled and sold for scrap. Based on the latest sales of meters for scrap, the value is estimated at $0.27 per lb for digital and $0.21 per lb for mechanical meters, and therefore the offset value would be relatively small. 
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