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depreciation would be accelerated to fully depreciate the asset to the expected early-retirement date. Determining whether
an early retirement of an asset constitutes an abandonment is a matter of judgment. Factors for entities to consider in
evaluating whether a plant is being abandoned include the following:

+ A change in remaining depreciable life of the operating asset outside the utility's normal depreciation study.

+  Any accelerated depreciation because of a change in depreciable life that is not currently reflected in rates or
expected to be reflected in rates in the near future.

+  Retirement of the asset sooner than its remaining useful life and in the near future.

+  Reduction in the estimated remaining depreciable life by more than 50 percent.
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Question 18-5: What is the impact on the accounting for an abandonment
if the plant will continue to operate for some period after the criteria for
recognition has been met?

PWC Interpretive Response
As a result of ongoing changes in environmental regulations, many regulated
utilities are contemplating abandoning plants that were expected to be in service
for much longer periods. The Basis for Conclusions of FAS 90, paragraph 44,
states, in part:

The Board . . . has concluded that an abandonment changes the nature of
the asset. A plant under construction is expected to produce utility services
that have value. An abandoned plant can produce no services. Any value that
resuits from the abandoned plant is limited to the revenues that will be
fumished through the sales of services provided by other plants.

This paragraph highlights the difference between a utility plant asset, which is
providing revenue through operations, and cost recovery associated with an
‘abandoned plant. Consistent with this concept, we believe it would be
acceptable to reclassify to a regulatory asset only that portion of the recovery

s: Uity Plant

expected to occur after the plant is abandoned. The reclassification and any
related loss should be recorded at the time the abandonment becomes probable,
consistent with guidance in ASC 980-360-35 discussed above. The balance still
classified in utility plant should be recognized over the period remaining unti the
plant is abandoned. Therefore, in such situations, an adjustment to the estimated
life of the asset and, accordingly, the rate of depreciation, is likely appropriate to
recover the asset while it i still providing service.
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Plant Abandonment

/ASC 980-360 states that when it becomes probable that an operating asset or an asset under construction will be
abandoned, the associated cost should be “removed from construction work-in-process or plant-in-service.” ASC 980-360
further indicates that if the regulator is likely to provide a full return on the recoverable costs, a separate asset should

be established with a value equal to the original carrying value of the abandoned asset less any disallowed costs. If the
regulator is likely to provide a partial return or no return, the new asset value should equal the present value of the future
revenues expected to be provided to recover the allowable costs of the abandoned asset and any return on investment. The
utility’s incremental borrowing rate should be used to measure the present value of the new asset. Any disallowance of all
or a part of the cost of the abandoned asset should be recognized as a loss when it is both probable and estimable. During
the recovery period, the new asset should be amortized to produce zero net income on the basis of the theoretical debt and
interest assumed to finance the abandoned asset.

SAB Topic 10.E states that losses recorded pursuant to ASC 980-360 should not be reported as an extraordinary item.
/ASC 980-360 also implies that an entity is not permitted to treat losses from abandoned assets as an extraordinary item.
When a utility uses the traditional rate-requlated utility reporting format, the effects of a cost disallowance based on ASC
980-360 should be reported gross as a component of other income and deductions (below the line) and should not be
shown net of tax.
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Matters Related to Abandonment Accounting

The discussion above describes the overall accounting model for asset abandonments in a regulated environment; however,
utilities should carefully assess facts and circumstances to determine what constitutes abandonment of an asset and

the likelihood that abandonment will occur. While ASC 980-360 provides no explicit guidance on what constitutes an
abandonment of an operating asset, an asset that will be retired in the near future and much earlier than its previously
expected retirement date typically is subject to the ASC 980-360 disallowance test. Alternatively, if an asset is to be retired,
but not in the “near future” and not much earlier than its previously expected retirement date, the use of abandonment
accounting in accordance with ASC 980-360 may not be appropriate. Instead, the appropriate accounting may be to
prospectively modify the remaining depreciable life of the asset in accordance with ASC 360-10-35. Under this accounting,




